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INTRODUCTION 


The forty-ninth edition of the Stikeman Income Tax Act, Annotated publishes the Act as consolidated under the R.S.C. 1985 Sth Supple- 
ment, effective March 1, 1994. This edition is current to pobruaty 4, 20NN 


New developments in this edition include: 


° S.C, 2010, c. 25 (Bill C-47, Sustaining Canada’s Economic ,Recovery Act) enacted December 15, 2010 ean 2010 Budget 
measures) 


* December 16, 2010 draft legislation (Real Estate Investment Trusts) ~ 

¢ December 7, 2010 draft legislation (Saskatchewan Pension Plan) 

¢ November 5, 2010 draft legislation (technical amendments) 

* August 27, 2010 draft legislation (Foreign Investment Entities, Non-Resident Trusts and Foreign Affiliates) 
¢ July 16, 2010 draft legislation (Income Tax Amendments. Act, 2010; technical amendments) 

¢ Private Member’s Bill C-470, (Disclosure of compensation — registered charities) 

¢ New enacted regulations: Bill C-47 and P.C. 2010-1112 re charitable donations (September 23, 2010) 

¢ New draft regulations released December 7, November 5, August 27 and July 16, 2010 

¢ Finance/CRA news releases, comfort letters and notices indicating possible legislative amendments 

¢ Updated tax rates and credits tables 


¢ New Selected Cases annotations prepared by Editor-in-Chief Richard Pound of Stikeman Elliott LLP to reflect important jurisprudence 
since the last edition. 


All proposed changes released to February 4, 2011 including draft legislation, Notices of Ways and Means Motions and changes an- 
nounced by. means of press releases,.are incorporated in context with the relevant provisions of the Act. A comprehensive list of pending 
amendments included. in this edition is provided, in the Table of Proposed Amendments following, this Introduction. 


To take fullest advantage of the information in this volume, the reader should refer both to the annotations following the provision under 
consideration and to the annotations at the end of sections. Occasionally annotations will also appear at.the end of a group of related 
sections or at the beginning or end of a Part of the Act. The categories of annotations, and other features of this Act, are discussed below. 
Readers will note that the Government has. not yet completely revised the Regulations to reflect changed references to the Act made by. the 
Fifth Supplement. We have, therefore, added the correct references in square brackets throughout the Regulations. 

At the end of the book, readers will find a comprehensive Topical Index that includes many tax terms not explicitly used in the legislation, 
as well as acronyms. The index and the annotations reflect draft legislation and draft regulations where necessary. 


Related Provisions 


Where other sections of the Act are relevant to the interpretation or application of a particular provision, these are noted in the Related 
Provisions annotations throughout. Note that there are occasional Related Provisions within the “shaded boxes”, tying proposed legislation 
to other parts of the Act. 


History/Origin 
Due to the ever increasing volume of information in each subsequent edition of the Stikeman Income Tax Act, Annotated and in an effort to 
retain a single volume portable comprehensive Act and related statutory material, the pre-1985 R.S.C. History annotations were removed 
beginning with the 30th edition. The full History annotations for all changes to provisions of the Act prior to the enactment of the R.S.C. 
1985, Fifth Supplement including any special transitional rules, however, can be found in a variety of sources including the following 
Carswell products: 

¢ the CD-ROM version of the Stikeman Income Tax Act, Annotated, 

¢ the Canada Tax Service, 

¢ editions of the Stikeman Income Tax Act, Annotated prior to the 30th edition, 

¢ TaxPartner CD-ROM, 

¢ and Carswell’s premier online tax service Taxnet Pro. 
Care should be exercised by tax practitioners in interpreting the Act to consider whether prior amendments of a provision, in particular 
readings prior to the enactment of the 1985 R.S.C. and application rules, may still be relevant. For example, the attribution rules in ss. 74 
and 75 and the stock option rules in s. 7 may still have relevance today and reference should be made to the full History annotations and 
application rules contained in the sources listed above. 


Whereas the Origin notes in pre-RSC editions of the Stikeman Income Tax Act, Annotated referred to the pre-1972 Act, the Origin notes in 
this edition are attached to provisions in the Act that were added by the Fifth Supplement, effective March 1, 1994. 


Selected Cases 


Leading cases that are most central to the point at issue follow the provisions of the Act. Each style of cause is followed by a case citation 
and a succinct one- or two-sentence digest of the case. The cases are selected, and the digests written, by Stikeman Elliott LLP lawyer, 
Richard W. Pound, Q.C., F.C.A. 


Introduction 


Department of Finance “Comfort Letters” 

Numerous Department of Finance “comfort letters” obtained under the Access to Information Act are included in the Act and Regulations 
in context. The letters represent intended amendments that Finance has promised in private letters and that will likely be included in future 
technical bills or budget measures. 

A list of comfort letters, issued for amendments that have not yet appeared as draft legislation, is provided in the Table of Department of 
Finance Comfort Letters following this Introduction. 


Definitions 

The Definitions annotations follow each section of the Act (except for certain Parts where the annotation falls at the end of the Part), and 
consist of an alphabetical list of the words and phrases in the section that are defined elsewhere in the Act, or in other applicable legislation. 
The Definitions annotations for the Regulations and the Income Tax Application Rules (ITARs) are also found at the end of each section. 


Income Tax Regulations/ Income Tax Application Rules 
Cross-references are provided where relevant. References to Draft Regulations are also provided where applicable. 


Forms/ Interpretation Bulletins/ Information Circulars/ |.T. Technical News/ Advance Tax Rulings/ Application Policies/ 
Registered Plans Directorate Newsletters/ Charities Policies/ Charities Newsletters/ CRA Transfer Pricing 
Memoranda/ Income Tax Info Sheets/ Registered Pension Plans Technical Manual/ Registered Plans Compliance 
Bulletins/ Registered Pension Plans Frequently Asked Questions/ Provincial Income Allocation Newsletters/ CRA 
Audit Manual 

References to Forms, Bulletins, Circulars, Technical News, Advance Tax Rulings, SR&ED Application Policies, Registered Plans Direc- 

torate Newsletters, Charities Policies, Charities Newsletters, CRA Transfer Pricing Memoranda, Income Tax Info Sheets, Registered Pen- 

sion Plans Technical Manual, Registered Plans Compliance Bulletins, Registered Pension Plans Frequently Asked Questions, Provincial 

Income Allocation Newsletters and the CRA Audit Manual are listed following the provisions to which they relate. To save valuable 

research time, the Stikeman Income Tax Act, Annotated provides the full title of these documents. 


R.S.C. 1985, Fifth Supplement 

The Act is properly cited as R.S.C. 1985, c. 1 (5th Supp.) and the Income Tax Act Application Rules are cited as R.S.C. 1985, c. 2 (Sth 
Supp.). The Fifth Supplement, as amended by the Income Tax Amendments Revision Act (Bill C-15), is deemed to have come into force on 
March 1, 1994. Furthermore it is deemed to be of retroactive effect to December 1, 1991. 


Although the sections of the Act were not renumbered in the consolidation, there was considerable renumbering within sections. As the 
explanatory note to the Fifth Supplement stated about the Income Tax Act and the Income Tax Application Rules: 
As a general rule, the existing provisions of both Acts have not been renumbered. As a result, provisions repealed after 1971 or omitted from the revision because they were 
spent may have left gaps in the numbering. The only structural changes made in the present revision concern certain definitions and some application and transitional 
provisions. 


Where one provision contained definitions that also applied to other Parts or provisions, especially if these were not in the immediate vicinity of the definition provision, the 
references to those other Parts or provisions were deleted in the existing definition provisions and new reference.provisions inserted where they could be found easily. Where 
a definition applicable to the whole Act was found in a provision other than sections 248 to 260, it was made to apply only to its own provision or Part and a definition by 
reference was added to subsection 248(1). 


The Income Tax Act . .. was practically the only important Act that continued to contain some series of definitions arranged in lettered paragraphs rather than being listed 
alphabetically in each official language. This situation was corrected in the present revision, and in the definitions that had to be rearranged, algebraic formulae were inserted 
where advisable. 
In addition to these more substantial changes there were hundreds of minor changes in wording to substitute “the taxpayer” for “he”, and 
“total” for “aggregate”, and the like. 


As always, we welcome comments and suggestions for future editions. 


Tax & Accounting Strategic Market Group 
Carswell 
February 2011 
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(proclaimed in force May 21, 2004). 
2004 (Budget Implementation Act, 2004) 22 May 14, 2004 C-30 
2004 (An Act to amend the Canada Elections Act and the Income Tax Act) 24 May 14, 2004 C-3 
2004 (Federal Law-Civil Law Harmonization Act, No. 2) 25 December 15, 2004 S-10 
2004 (Canada Education Savings Act) 26 December 15, 2004 Cc-5 
2005 (Budget Implementation Act, 2004, No. 2) ; 19 May 13, 2005 C-33 
2005 (Canadian Forces Members and Veterans Re-Establishment and Compensation Act) 21 May 13, 2005 C-45 
‘ (proclaimed in force April 1, 2006) 
2005 (Budget Implementation Act, 2005) 30 June 29, 2005 C-43 
2005 (Civil Marriage Act) 33 July 20, 2005 C-38 
2005 (Department of Human Resources and Skills Development Act) 34 July 20, .2005 C-23 
(proclaimed in force October 5, 2005) 
2005 (Department of Social Development Act) 35 July 20, 2005 C-22 
(proclaimed in force October 5, 2005) 
2005 (Canada Border Services Agency Act) 38 November 3, 2005 C-26 
P (proclaimed in force December 12, 2005) 
2005 (Wage Earner Protection Program Act) 47 November 25, 2005 C-55 
: (not yet.proclaimed in force)! 
2005 (Energy Costs Assistance Measures Act) 49 November 25, 2005 C-66 
2006 (An Act to amend an Act to amend the Canada Elections Act and the Income Tax Act) 1 May. 11,.2006 C-4 
2006 (Budget Implementation Act, 2006) 4 June 22, 2006 C-13 
2006 (Federal Accountability Act) 9 December 12, 2006 C-2 
2006 (An Act to amend the Proceeds of Crime (Money Laundering) and Terrorist Financing 12 December 14, 2006 C-25 
Act and the Income Tax Act and to make a consequential amendment to another Act) (proclaimed in force February 10, 2007) 
2007 (Budget Implementation Act, 2006, No. 2) y z February 21, 2007 : C-28 
2007 (An Act to amend the Income Tax Act (sports and recreation programs)) 16 June 22, 2007 C-294 
2007 (Budget Implementation Act, 2007) 29. June 22, 2007° C-52 
2007 (Budget and Economic Statement Implementation Act, 2007) 35 December 14, 2007 C-28 
2007 (An Act to amend the Bankruptcy and Insolvency Act, the Companies’ Creditors Arrange- 36 December 14, 2007 C-12 
ment Act, the Wage Earner Protection Program Act and chapter 47 of the Statutes of Canada, (not yet proclaimed in force) 
2005) 
2008 (Budget Implementation Act, 2008) 28 June 18, 2008 C-50 
2009 (Budget Implementation Act, 2009) ps March 12, 2009 C-10 
2009 (Economic Recovery Act (stimulus)) 31 December 15, 2009 C-51 
2010 (Jobs and Economic Growth Act) 12 July 12, 2010 c-9 
2010 (Sustaining Canada’s Economic Recovery Act) 25 December 15, 2010 C-47 


Commencement of Acts 
The Interpretation Act, RSC 1985, c. I-21, subsections 5(1) and (2) provide as follows: 


5. (1) Royal assent — The Clerk of the Parliaments shall endorse on every Act, immediately after its title, the day, month and year when the Act was assented to in Her 
Majesty’s name and the endorsement shall be a part of the Act. 


(2) Date of commencement — If no date of commencement is provided for in an Act, the date of commencement of that Act is the date of assent to the Act. 


Application of Amendments 


In a “History” or “Application” note, the phrase “applicable to 19 — ef seq.”, used in connection with the application of an amendment, 
indicates that the amendment is applicable to the 19 — and subsequent taxation years. 


Citation of Statutes 


In 1983 and previous years, federal statutes were cited by the date of the parliamentary session. Commencing in 1984, statutes have been 
cited by the date of the calendar year in which Royal Assent was granted. 


ix 


Table of Amending Acts 


R.S.C. 1985 (5th Supp.) 


The Income Tax Act and Income Tax Application Rules were consolidated in the 5th Supplement of the Revised Statutes of Canada, 1985 
(as cc. 1 and 2 respectively). The cut-off date for the Sth Supplement was November 30, 1991; the coming-into-force date was March 1, 
1994. The income tax amending bills that were passed between these two dates were re-drafted to conform to the R.S.C. version of the Act. 
These re-drafted bills were issued as Schedules I to IX of the Income Tax Amendments Revision Act, 1994, c. 7 (Bill G-15), which received 
Royal Assent on May 12, 1994. In the list of amending bills above, those Schedules are listed along with the original amending Bill. The 
relationship of those Bills and Schedules is as follows: 


1991, c. 47 — Sch. I 
c. 49 — Sch. II 
1992, c. 1 — Sch. HI 
c. 24 — Sch. IV 
G21 “= Sch. V 
c. 29 — Sch. VI 
c. 48 — Sch. VII 
1993, c. 24 — Sch. VIII 
¢. 27 — Sch. IX 


Sections 4 to 7 of the Income Tax Amendments Revision Act read as follows: 
Interpretation of Schedules 


4. Schedules assimilated to R.S.C. 1985 — A schedule shall be interpreted as if it were an amending Act contained in one of the supplements to the Revised Statutes of 
Canada, 1985 and enacted under the authority of the Statute Revision Act and the Revised Statutes of Canada, 1985 Act. 


5. Application of R.S., S-20, c. 40 (3rd Supp.) and c. 2 (5th Supp.) — For greater certainty, the Statute Revision Act, the Revised Statutes of Canada, 1985 Act and 
sections 69 and 74 to 78 of the Income Tax Application Rules apply to a schedule, with such modifications as the circumstances require. 


Coming into Force 


6. (1) Coming into force of Act — Subject to subsection (2), this Act comes into force, or is deemed to have come into force, on March 1, 1994. 


(2) Coming into force of schedules — Subject to any. provision to the contrary in the schedules, each schedule is deemed to have come into force on the day the Act 
referred to in the heading of the schedule was assented to. 


TABLE OF PROPOSED AMENDMENTS 


The following table will assist readers in finding, in the shaded boxes throughout the Act and Regulations, the proposed amendments 
announced at various times. If you know the subject-matter-of announced changes but cannot find them in the legislation, scan the “Sub- 
ject” column (or consult the Topical Index). If you know the date on which the changes were announced, use the first column, which lists 
the proposals in chronological order. A separate Table of Comfort Letters appears following this table. 


Where proposals do not include (and have not been superseded by) draft legislation, the relevant portions of the announcement or press 
release are reproduced in shaded boxes under the provisions of the Act or Regulations that are expected to be amended. 


Except where indicated, all press/news releases and draft legislation emanate from the federal Department of Finance, fin.ge.ca. 


Bill no. or date of Public Statement 


| Subject 


Draft legislation, December 20, 1991 


72 


| Reproduced at section no. 


91 fsx] 


Interest deductibility (will not proceed as drafted) 


litem” Paaeted ay St. My a ee NET 
News releases, March 2, 1993; Octo- 

ber 1; 1993; December 16, 2004; ~ 

March 19, 2007 


| Limit on deductibility of provincial payroll and 


20(1)(c), (qq) [sic];-20(3.1), (3.2); 
20.1 [sic], 20.2 [sic] 


capital taxes 


Bill C-70 (S.C. 1995, c. 21), Royal 
Assent February 16, 1995 


Reg. 5400-5401 no longer relevant 


18 [end] 


as: 


Notice of Ways and Means Motion, 
December 12, 1995 


Reg. Part LIV 


Bank interference with source deduction remit- 
tances (on hold indefinitely) 


News release. 1996-100, December 19, 
1996 


Segregated fund policies and other annuity con- 
tracts 


227(5.2)-(5.4) 


Reg, 304(1) 


Draft legislation and regulations, Oc- 
tober 27, 1998 (legislation enacted in 


1999) 
Federal budget, February 16, 1999 Non-resident trusts 94 (see now August 27, 2010 draft 
(most legislation enacted in 2000) legislation (Part 1)) 


Wem 3s 


Prescribed expenditures 


RRSP withdrawals under HBP and LLP — shares 
of labour-sponsored venture capital corporations 


Reg. 2902(e) opening words 


Part X.3 (before 204.8) 


Federal budget, February 28, 2000 
(most legislation enacted 1n 2001) 


Extension of interest offset rule to individuals (on 
hold indefinitely) 


161.1 


Federal Economic Statement, October 
18, 2000 (most measures enacted in 
2001) 

Draft regulations, March 16, 2001 
(Appendices A to I to the Explanatory 
Notes to the March 16, 2001 Notice 
of Ways and Means Motion) 


Cross-border share-for-share er heITE 


86.1-(and see Federal budgets, Febru- 
ary 18, 2003, March 23, 2004 and 
February 23, 2005) 


Foreign affiliates: partnerships (previously released 
November 30, 1999, and see Appendix C of the 
February 27, 2004 draft regulations) 


(see now August 27, 2010 draft 
legislation (Part 2)) 


Notice of Ways and Means Motion, 
September 18, 2001 


News release 2001-120, December 17, 
2001 


| Notice of Ways and Means Motion, 
October 11, 2002 


ruary 27, 2004 draft regulations) 


a Sean Se eee ee tee re 


Foreign affiliates: FAPI (previously released No- 
vember 30, 1999, and see Appendix C of the Feb- 


(see now August 27, 2010 draft 
legislation (Part 2)) 


Matchable expenditures: film shelters shut down 


Update on proposals for the taxation of non-resi- 
dent trusts and foreign investment funds 


18.1 (see now July 16, 2010 draft 
legislation (Part 1)) 


94 (see now August 27, 2010 draft 


legislation (Part 1)) P| 


Non-resident trusts and foreign investment entities 


94 and others (see now August 27, 
2010 draft legislation (Part 1)) 


[overtone ware aria PRN epee 
Draft legislation, December 20, 2002 


Draft regulations, December 20, 2002 
(Appendices A to J to the Explanatory 
Notes to. draft legislation which is 
now August 27, 2010 draft legislation 
(Part 2) 


Technical amendments 


throughout the Act (see now July 16, 
2010 draft legislation (Part 1)) 


Foreign affiliates; foreign oil and gas business 


(see now August 27, 2010 draft 3)| 
legislation (Part 2)) 


pats $58 RE oi SBN eis ee2 


Prescribed venture capital corporations 


Reg. 6700(e.1), 6704(e) | 


Federal budget, February. 18, 2003 
(most legislation enacted in 2003) 


Overturning Ludco decision 


Xi 


ee ey 


20(1)(c) [see also 3.1] 


Table of Proposed Amendments 


Bill no. or date of Public Statement 


Subject 


Reproduced at section no. 


Cross-border share-for-share exchanges 


Charitable donations involving limited-recourse 


debt 
Tax shelter information returns 


Draft legislation, March 11, 2003 
comfort letter 


CCRA Registered Plans Directorate 
newsletter, June 27, 2003 


Transfer pricing: exclusion for guarantee provided 


to subsidiary 


New participating pension supervisory authority 


143.2(6.1) (see now July 16, 2010 
draft legislation (Part 1)) 


Reg. 231(6)(b) 


247(7.1) 


Reg. 8409(2) 


Notice of Ways and Means Motion, 
October 30, 2003 


Non-resident trusts 


94 and others (see now August 27, 
2010 draft legislation (Part 1)) 


Draft legislation, October 31, 2003 


L 


Deductibility of interest and other expenses (REOP 


requirement) 


Draft legislation, November 14, 2003 


Draft legislation, December 5, 2003 


Draft legislation, February 27, 2004 
(formerly December 20, 2002) 


Draft regulations, February 27, 2004 
(Appendices C and D to the Explana- 
tory Notes to draft legislation remain- 
ing) 


Canadian film or video production tax credit 


ts ; 
Charitable donation shelters: limit on valuation of 


donated property 
Part 1: Technical amendments 


Part 2: FAPI (partly enacted by S.C. 2007, c. 35, 


December 2007) 


Foreign affiliates 


3(d), 3.1, 9(3), 111(8)“non-capital 
loss” A:E (to be changed) 


125.4 (see now former Bill C-10 
(2007), Part 2) 


248(35)-(41) (see now July 16, 2010 
draft legislation (Part 1)) 


throughout the Act (see now July 16, 
2010 draft legislation (Part 1)) 


42 (now see November 5, 2010 draft 
legislation), 88(1)(d.4), (3), 93 
(throughout), 95 (throughout), 

248(1)“qualifying member” 

Reg. 5907 [various], 5912-5919 (and 

see August 27, 2010 draft legislation 

(Part 2)) 


Federal budget, March 23, 2004 (most 
legislation enacted in 2004 and 2005) 


Deductibility of interest and other expenses (REOP | 3.1 


requirement) 


Cross-border share-for-share exchanges 


CRA news release, April 29, 2004 


| 


International tax convention on mutual administra- 


tive assistance 


CRA letter, May 5, 2004 


Administrative policy: extension of mutual fund 


filing deadlines after merger 


| Draft legislation, September 16, 2004 


Draft regulations, September 16, 2004 
(Appendix C to the Explanatory Notes 
[to draft legislation remaining) 


List of tax treaties after Canada-U.K. 
treaty 


| Weyer 


Loss of mutual fund status (on hold) 


131(8.1), 132(4)“specified property”, | 
(7) 


Prescribed (deductible) fines and penalties (see also 


Federal budget, May 2, 2006) 


News release 2004-053 and Back- 
grounder, September 17, 2004 


Royalty reimbursement rule 


Draft legislation, December 21, 2004 


Crown charge reimbursements 


Federal budget, February 23, 2005 
(other items enacted by S.C. 2005, c. 
30; S.C. 2006, c. 4) 


| Deductibility of interest and other expenses (REOP 3.1 


requirement) 


Reg. 7309 


Se 
80.2 (see now July 16, 2010 draft 
legislation (Part 1)) 


80.2 (see now July 16, 2010 draft 
legislation (Part 1)) 


RRSPs and RRIFs 


2005 (requires re-introduction) 


Cross-border share-for-share exchanges 
Bill C-44, First Reading March 24, VIA Rail Canada 


eas 
Draft regulations, May 2, 2005 


Electronic filing of information returns 


Draft legislation, July 18, 2005 
(revising Dec. 20, 2002; Oct. 30, 
2003; Feb. 27, 2004; Dec. 21, 2004) 


Technical amendments 


Non-resident trusts 


60) Gi)(A) 


Reg. 7100Q) 


Reg. 205.1 


throughout the Act (see now July 16, 
2010 draft legislation (Part 1)) 


94 (see now August 27, 2010 draft 
legislation (Part 1)) 


Bijuralism 


Xil 


(see now July 16, 2010 draft legisla- 
tion (Part 2) and see Technical Notes 
under 12(4)) 


Bill no. or date of Public Statement 


Draft regulations, July 18, 2005 
(Appendix A to the Explanatory Notes 
to draft legislation) 


Notice of Ways and Means Motion, 
November 17, 2005 


Table of Proposed Amendments 


Subject 
Crown charge reimbursements — 


Political contribution receipts: ~ 


Registered charity receipts 


Status of corporations and trusts 


Stock options and share issuance not an outlay 
| (overrules. Alcatel). 


No extension to SR&ED credit filing deadline 


es 


Minister of Finance speech, March 27, 
2006" 


Federal budget, May 2, 2006 (most 
items enacted by S.C. 2006, c. 4; S.C. 
2007, c. 2) 


| Possible future amendments (capital gains deferral; 
reduced rates) 


Non-deductibility of interest and penalties 


Reproduced at section no. 


80:2 (see now July 16,:2010 draft 
legislation (Part 1)) 


(see now July: 16, 2010. draft 
regulations) 


(see now July 16, 2010 draft 
regulations) 
Reg. 4801 


| 143.3 (see now July 16, 2010 draft 
legislation (Part 1)) 


220(2.2) (see now July 16, 2010 draft 
legislation (Part 1)) 


38(a) 


Reg. 7309(a), (c) 


100% CCA for tools ‘cost limit increased to $500 


Email from Dept. of Finance, October 
11, 2006 


Reg. Sch. If:Cl. 12¢h) 


ree 


Late election under ITA 56.4(3)(c) 


Bill C-33, First Reading November 
22, 2006 (bill not enacted — see now 
July 16 and August 27, 2010 draft 
legislation) 


HL ets 2 


Part 1: Non-resident trusts 


Part 2: Technical amendments 


Part 3: Bijuralism 


Economic and Fiscal Statement, 
November 23, 2006 


Possible future amendment (reductions in capital 
gains tax rates) 


Reg. 600(c) 


94 and others 


throughout the. Act 


throughout the Act (see Technical 
Notes under 12(4)) 


38 


Bill C-43, First Reading December 
13, 2006 


Federal budget, March 19, 2007 (most 
items enacted by S.C..2007, cc. 29 
and 35) 


Bill C-52 (S.C. 2007, c. 29), Royal 
Assent June 22, 2007, (remaining con- 
ditional amendment when July 16, 
2010 draft legislation is enacted) 


Senate Appointment Consultations Act 


Phase-out of accelerated CCA for oil sands 


(see now Bill C-20, First Reading 
November 13,2007) 


Reg. 1100(1)(y.1) 


surplus 


Dividends from non-resident corporations: exempt (see now August 27, 2010. draft | 
; regulations) 
Accelerated CCA for clean energy generation (see now May 3, 2010. draft 
regulations) 
249(1)(d) 


Taxation year for partnership 


Draft legislation, October 2, 2007 


Bill C-20, First Reading November 
13, 2007 (requires re-introduction due 
to dissolution of Parliament) 


Definition “taxable Canadian business” expected to 
be used by various provisions of 95(2) 


Senate Appointment. Consultations Act 


Former Bill C-10, passed House of 
Commons but not enacted (revising 
Dec. 20, 2002; Oct. 30, 2003; Feb. 
27,2004; Dec. 21, 2004; July 18, 
2005; was Notice of Ways and Means 
Motion, Nov. 9, 2006 and Bill C-33 
(2006)); see now July 16 and August 
27, 2010 draft legislation 


—— 


| Part 1: Non-resident trusts [foreign investment enti- 
ty proposals at 94.1 withdrawn — see March 4, 
2010 Federal budget] 


ae 4 46 eee AN Nests _ eres es ee tt an | 


95(1)“taxable Canadian business” 


127(3) opening words, closing words; 
230.1(1), (2) 


94—94.4 and others 


throughout the Act 


Part 2: Technical amendments 


Part 3: Bijuralism (see now July 16, 2010 draft 
legislation) 


throughout the Act (see Technical 
Notes under 12(4)) 


Bill C-28 (S.C. 2007, c. 35) (Royal 
Assent December 14, 2007) 


Conditional amendments re former Bill C-10 
(2007; requires re-introduction) | 


17(15)“controlled foreign affiliate” 


Xili 


Bill no. or date of Public Statement 


Draft regulations, February 26, 2008 
| (most enacted in May 2009) 


Table of Proposed Amendments 


Subject 


CCA — 2008 Budget — oil sands projects and 
clean energy generation 


Bill C-207, First Reading April 6, 
2006; First Senate Reading June 12, 
2008 (see now Bill C-288 below, May 
6, 2010) 


Tax credit for new graduates working in designated 
regions (private member’s bill) 


News release 2008-048, June 27, 2008 


Foreign affiliates: s. 95 Global Election filing 
deadline extension 


Reproduced at section no. 


(see now May 3, 2010 
draft regulations) 


118.71 


See History to 95 


= 
News release 2008-049, July 2, 2008 


Guidelines for becoming a designated stock ex- 
change 


262(1) 


Draft legislation, July 14, 2008 (see 
now July 16, 2010 draft legislation) 


Criteria to be a cooperative corporation 


136(2)(c), (d) 


Conservative party election platform, 
October 7, 2008 


Various 


News release 2008-102, December 10, 
2008 


Advisory panel on international taxation 


56(6), 60(1), 110.6(2), 118.03, 


118.3(2), 125.4(1)“Canadian film or 
video production certificate”, 146.1(2) 


90 [full list of recommendations] 


News release 2008-114, December 30, 
2008 


No change in automobile dollar limits and amounts 
for 2009 


Reg. 7305.1, 7306(a), 7307 


Federal budget, January 27, 2009 
(most measures enacted by S.C. 2009, 
cc. 2 and 31 and CCA Regulations 
P.C. 2009-660 and 2009-847) 


Mandatory electronic filing where 50 slips or more 


| a cae 


Email from Dept. of Finance, Februa- 
ry 9, 2009 
ep kee Re 


Consequential repeal 


Finance consultation paper, April 17, 
2009 


Accelerated CCA for carbon capture and storage 
assets 


Regs 20051 


214(3)(g) 


Reg. Sch. II [end] 


Bill C-470, First Reading October 29, 
2009; Second Reading April 21, 2010; 
Committee amendments December 10, 
2010 


Disclosure of employee compensation — registered 
charities (private member’s bill) 


149.1(1)“compensation”, 149.1(15)(b), 
CLT} 


News release 2009-120, December 18, 
2009 


ee i 


— of draft foreign affiliate Regulations 


OTD) 


Draft legislation and regulations, 
| December 18, 2009 


Foreign affiliates 


Agriculture Canada news releases, 
December 24, 2009 


Additional prescribed drought and excessive mois- 
ture regions for 2009 


(see now August 27, 2010 draft 
legislation) 


Reg. 7305(m), 7305.02 


| News release 2009-125, December 31, 
2009 


No change in automobile dollar limits and amounts 
for 2010 


Reg. 7305.1, 7306(a), 7307 


Draft legislation, February 26, 2010 
[e 


| Employee life and health trusts 


144.1 and others (see now August 27, 
2010 draft legislation) 


Federal budget, March 4, 2010 (most 
items enacted by S.C. 2010, cc. 12 
and 25) (see now August 27, 2010 
draft legislation) 


Foreign investment entities [proposals withdrawn] 
and non-resident trusts 


aa 


94, 94.1 


Scholarship exemption and education tax credit 


Aboriginal tax policy 


Shareholders of foreign affiliates 


Corporate loss consolidations 


56(3), 118.6(1)“qualifying educational 
program” 


81(1)(a) 
111(5) 


Foreign tax credit generators 


| Carryforward of RDSP grants and bonds 


Offshore investment funds and certain non-resident 
trusts 


Proceeds of crime and money laundering 


Tax avoidance information reporting 


126(4.11)-(4.13) (also 91(4.1)-(4.5), 
Reg. 5907(1.03)—(1.06)) 


146.4 
152(4)(b), 233.3(1)“specified foreign 
property” (also 94.1) 
239(2) 


237.3 (see also news release, May 7, 
2010) 


_| SIFT conversions and loss trading 


X1V 


256(7) 


Table of Proposed Amendments 


Bill no. or date of Public Statement Reproduced at section: no; . 
Specified leasing property rules Reg. 1100(1.13)(a.1), (a.2) 
Clean energy generation Reg. Sch. II:Cl. 43.2 


Agriculture and Agri-Food Canada Additional prescribed drought regions for 2009 Reg. 7305(m) 
list, March 5, 2010 


Draft regulations, May 3, 2010 CCA — oil sands projects 1100(1)(a)(xxvii.1), (w)(i), (x)(i), 
(y)@), (y.1), (ya.1), 1101(4a)-(4f), 
1102(8)(d), (9)(d), (14), 
(14.1)-(14.11), 1104(2) [various], (5), 

(5.1), (7), (8-1), 4600(1)(b), (2)Q), 
gga Sch Her 105°Cr4t, Creat t 
Tax credit for new graduates working in designated ’ 118.71 
regions (private member’s bill) 


Tax avoidance information reporting Zor 


TFSA penalties — administrative relief 207.02 


Bill C-288, First Senate Reading May 
6, 2010 (formerly Bill C-207, above 
at June 12, 2008) 

News Release 2010-043, May 7, 2010 


CRA/Finance news release, June 25, 
2010 
Bill C-9 (S.C. 2010, c. 12) (Royal 
Assent July 12, 2010; not yet pro- 
claimed in force) 


Technical amendments 61.3(1)(b)CdI), 248(1)“bank’’, “federal 


credit union” 


Draft legislation and regulations, Part 1: Technical amendments throughout the Act and Regulations 
July 16, 2010 
Part 2: Bijuralism throughout the Act and Regulations 
(see Technical Notes under 12(4)) 
Draft legislation and regulations, Part 1: Non-resident trusts (replacing former Bill throughout the Act and Regulations 
August 27, 2010 C-10 (2007)) 
Part 2: Foreign affiliates (formerly December 18, throughout the Act and Regulations 
2009 draft legislation) 
Part 3: Other amendments not included in S.C. 56(1)(a)(iv), 91(4.1)-(4.5), 95(1)“for- 
2010, c. 25 (Bill C-47) eign accrual tax”, 118.7, 
126(4.11)-(4.13), 126(7)“business-in- 
come tax’, “non-business-income tax”, 
163(2.9), 227(10)(b), 237.3, 


248(1)‘‘taxable Canadian property”(d), 

256(7)opening words, (c.1), (g), Reg. 

1100(1.13)(a.1), (a.2), 5907(1)“under- 
lying foreign tax”, (1.03)-(1.06) 


Administrative relief — TFSAs 207.02 


Addition of reference to 60.02(1)“eligible indivi- 146(1.1) 
dual” 


Prescribed drought regions for 2010 (Alberta, BC) Reg. 7305 


CRA notice, September 21, 2010 
Finance advisory, October 20, 2010 


Agriculture Canada news releases, 
October 20, 2010 


Agriculture Canada news releases, Prescribed excessive moisture regions for 2010 Reg. 7305.02 

November 5, 2010 (Manitoba, Saskatchewan) 

Draft legislation, November 5, 2010 Technical amendments throughout the Act and Regulations 

News release 2010-112, November Possible future amendment — corporate loss con- 111(5) 

23, 2010 solidations 

News release 2010-113, November Appeal of disability credit status to Tax Court of 146.4(1)“DTC-eligible individual” 

25, 2010 Canada 

Draft legislation, December 7, 2010 Saskatchewan Pension Plan treated as RRSP for 18(11)(g), 56(1)(a)G@)(C), (2), 

many purposes 60(1)(v)(B.01), (B.1)dD1, 60(v), 
60.02(1)“eligible individual”, “eligible 

proceeds”(c), 74.1(1), 74.5(12)(a.1), 
118(7)“pension plan’’(a)(i), “pension 


income’”(a)(ili.1), (8)(e), 128.1(10)“ex- 
cluded right or interest’’(g)(iii), 
146(8.2)(b)(ii1), (21)(a), (21.1)-(21.3), 
(22)(a), 146.01(1)“excluded premi- 
um’(b), 146.02(1)“excluded premi- 
um’’(c), 146.3(2)(f)(vii), 
248(1)“specified pension plan”, Reg. 
jo} 7800 


XV 


Table of Proposed Amendments 


Bill no. or date of Public Statement 


Draft legislation, December 16, 2010 


Real estate investment trusts 


Subject SSCS | Reproduce at section 


122.1(1)“eligible resale property”, 
“gross REIT revenue’, “qualified 
REIT property”, “real estate invest- 
ment trust’, “rent from real or im- 
movable property”, (1.1)—(1.3), 
248(1)“Canadian real, immovable or 


resource properties’’(d) 


News release 2010-128, December 20, | Pooled Registered Pension Plans (PRPPs) 


2010 
News release 2010-134, December 29, 
2010 


No change in automobile dollar limits and amounts 
for 2011 


Xvi 


147.1(2) 


Reg. 7305.1, 7306(a), 7307 


TABLE OF DEPARTMENT OF 
FINANCE COMFORT LETTERS 


The following table will assist readers in finding, in the shaded boxes throughout the Act and Regulations, Department of Finance “comfort 
letters” issued for amendments that have not yet appeared as draft legislation. The Department of Finance comfort letters are selected, 
placed and annotated by David M. Sherman, from information released under the Access to Information Act. 


P 


Reproduced at section no. 


Subject 
Scope of subsection expanded 


_Proposed repeal consequent on introduction of 
18(9.02) 


12(1)(s) 


Date 
December 4, 2006 
December 21, 2005 


17(1)(b) (ii) Deemed interest income i September 3, 2002 
20(1)(1.1) Reserve on premium received on reopening bond October 24, 2001 
issue ; 
20(1)(bb) Allowance of ae counsel and custodial December 21, 2005 
fees paid to a partnership ib rk 
40(3.1) Limited liability partnerships July 11, 2003 
y 
53(1)(e) Partnership disposing of foreign resource property July 16, 2004 
ad 
53(1)(@) Application to employee trusts June 13, 2003 
| 55(3)(a)(ii) 55(2) to not apply to dividend received on increase October 16, 2007 
in the interest in a corporation 
55(3) Request that 55(2) ‘not ay to dividends received September 6, 2006 
after 2005 
55(3.01) Application to winding-up and amalgamation April 21, 2005 
Pp as 
55(3.1)(a): Distribution by ‘specified corporation November 26, 2004 
aa. =o See 
. §5(3.1)(c), (d) Application of paras. 55(3.1)(c) and (d) June 8, 2005 | 


73(3) Transfer of farm assets to child 


of absence plan 


Inadvertent prior amendment 


66.8(1) : Resource expenditures of commercial trust 
Se Ps eS a Bs aS ell ee Se 


81(1)(h) Foster care payments 
81(1) (end) Recontribution of income from employees’ leave 


. 


October 18, 2004 

February 27, 2008 

January 31, 2002 
June 30, 2000 


April 8, 2003 
December 16, 2005 
August 13, 2007 


«September 1, 2006 


February 23,2007 
August 13, 2004 
April 22, 2002 
May 2, 2002 
June 24, 2003 
May 31, 2004; June 26, 2007 
April 15, 2005 
September 22, 2005 


January 20, 2006 
April 19, 2006 
June 4, 2009 
December 18, 2000; July 17, 2006 


March 23, 2010 


85.1(5) Amendment of “issuance” requirement 
88(1)(c)(vi)(B) CID Increase in the cost of non-depreciable capital pro- 
perty 
88(1)(c) Ineligible property 
88(1)(c.2)(i) Meaning of “specified person” 
88(1)(c.2) (ili) Excluding right to acquire shares 
88(1)(c.3) Bump denial rules . 
88(1)(c.4) 
Substituted property rules 
Specified property rules 
Substituted property and specified property 
Definition of “specified property” 
Definition of “specified property” 
93.1(2) Foreign affiliates 
95(2)(a)(i) Application to partnerships 
95(2)(a.3) Foreign affiliates 
95(2)(b)(@i)(B) FAPI — services performed by non-residents 
95(2.5)“excluded income” and “ex- Foreign affiliates 
cluded revenue” 


107(2.11) Distribution of property by a mutual fund trust 


XVii 


July 17, 2006 


March 15, 2002 


Table of Comfort Letters 


Subject 
Application of subsection 


Reproduced at section no. 
107(4.1) 


Date 
October 19, 2007 


108(2)(b)(iv) Interaction of 108(2)(b) and 39(2) 


— 


March 7, 2003 


110.6(1)“qualified farm property’’(a) 


Word “principally” in definition 
opening words 


March 20, 2008 


115.2(2)(c) Application of s. 115.2 to non-resident partners 


June 4, 2002 


Li5.22) Application of s. 115.2 for corporate filing pur- November 26, 2002 
poses (s. 150) eww 
Various concerns re partnership April 28, 2008 
119 Interaction of s. 119 and Alternative Minimum Tax | September 9, 2004; December 7, 2004 
| 122.1(2) {History annotation] Normal SIFT growth guidelines August 8, 2008 
126(2) Foreign tax credit administrative practices February 21, 2003 
127.4(1)“original acquisition” Convertible LSVCC shares May 13, 2004 
127.551 AMT and logging tax credit March 23, 2010 
| 128.3 Deferral of deemed disposition on taxpayer emigra- June 2, 2003 


tion 


Es 


Application of earlier amendment (“specified 
shareholder’) 


130(3) [History annotation] 


March 12, 2003 


” 


131(6)“capital gains dividend account” | Meaning of expression for mutual fund corpora- 


November 9, 2005 


October 23, 2007; October 11, 2005; 
December 6, 2004 


September 28, 2009 


tions 
F35(131) Prescribed payments 
i522) Tax-deferred patronage dividends 
135517) Exemption — tax-deferred cooperative share 
136(1) Cooperative corporation and eligible dividend 


March 4, 2008 
March 16, 2009 


146.2(1)“holder” Designation of a subsequent successor holder 


149(1)(d.5) Tax-exempt status of amalgamated corporation 
149(1.11) Application of 149(1.11) on amalgamation 
163.2(10) Penalty re third-party misrepresentations: pre- 


scribed percentages for valuation errors 


181.2(4)(d.1) Debt of “eligible partnerships” 


May 1, 2009 
May 5, 2004 


December 6, 2004; September 16, 
2005 


July 11, 2000 


May 25, 2004 


204.8(1)“reserve” Inclusion of credit unions 


May 22, 2008 


October 17, 2005 
January 7, 2008 


204.8(2) Asset purchase merger 

204.94(2) Exemption for child welfare organizations 
'212(13.3) Property held by authorized foreign bank 

216(4) Requirement for non-resident to post security 
241(4) Transfer of SIN and business numbers to nominee 


Exclusion of certain shares 
Interaction with 138(11.94) 


248(1)“short-term preferred share” 
248(1)“subsidiary wholly-owned cor- 


March 17, 1999 
May 11, 2005 
November 5, 2004 


July 13, 2001 
June 17, 1996 


September 12, 2002 
July 29, 2002 


June 27, 2003 
October 11, 2006 
December 1, 1999 

June 30, 2006 


October 30, 2002; October 16, 2003 
May 7, 2007 


September 11, 2007 


XV1il 


poration” 

| Reg. 301(1) [ite annuity contracts 

Reg. 304(1)(c)(iv)(B)CD Eligibility of alter ego trust 

Reg. 304(1)(c)(Uiv)(B) Last survivor annuity contracts 4 
|Reg. 600(c) | Reference to ITA 56.4G)(c) 

Reg. 1403(8) Tax reserves for life insurance policies 

| Reg. 2400(6) | Goodwill arising under reorganization 
Reg. 4802(1)(c.2) Additional prescribed investor 

Reg. 4802(1.1) Prescribed master trust 

[Reg. 5600 Electrolux/Husqvarna spinoff 

Reg. 5907(1)“earnings”’(a)(iii) To be read without reference to ITA 18(4) 
Reg. 5907(1.1) ia amendments 

Reg. 8517(4) RPP transfers 


May 16, 2005; August 17, 2005 


June 9, 2006 
November 16, 2010 


TAX RATES AND CREDITS 


These tables provided by KPMG LLP, current to December 31st, 2010! 


INDIVIDUALS 


l-1 — FEDERAL AND PROVINCIAL/TERRITORIAL INCOME TAX RATES, BRACKETS AND 
SURTAXES FOR 2010 


Tax Rates Tax Brackets Surtax Rate Surtax Threshold 
Up to $40,970 | 
22.00 _.40,971-81,941 
26.00 81,942-127,021 

127,022 and over 


Federal? 


British Columbia? 5.06% Up to $35,859 
7.70 35,860-71,719 
10.50 71,720-82,342 
12:29 - 82,343-99,987 
14.70 99,988 and over 
Alberta 10.00% All income 
Saskatchewan‘ 11.00% , Up. to. $40,354... 
13.00 40,355-115,297 
15.00 115,298 and. over 
Manitoba? 10.80% Up to $31,000 
12.75 31,001-67,000 
17.40 67,001 and over 
5.05% Up to $37,106 
9.15 37,107-74,214 


11:16 74,215 and over 


Québec! 16.00% Up to $38,570 
20.00 38,571-77,140 
24.00 77,141 and over 
New Brunswick® 9.30% [9.10%] Up to $36,421 
12.50 [12:10] 36,422-72,843 
13.30 [12.40] 72,844-118,427 
14.30. [12.70] : 118,428 and over 
Nova Scotia* * 8.79% Up to $29,590 
14.95 29,591-59,180 
16.67 59,181—93,000 
17.50 93,001—150,000 
21.00 150,001 and over 
Prince Edward Island 9.80% Up to. $31,984 
13.80 31,985-63,969 
16.70 63,970 and over $12,500 
Newfoundland & Labrador 7.70% Up to $31,278 
12.65 31,279-62,556 
14.40 62,557 and over 


1© 2011 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Current to May 31, 2010. Reproduced by permission. Yukon, NWT and Nunavut information was 
obtained by Carswell, a Thomson Reuters business, through the CRA and territorial government websites. 
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Tax Rates Tax Brackets Surtax Rate Surtax Threshold 
Northwest Territories! 5.90% Up to $37,106 
8.60 37,107—74,214 
12.20 74,215—-120,656 
14.05 120,657 and over 
Nunavut! 4.00% Up to $39,065 
7.00 39,066-78, 130 
9.00 78,131—127,021 
11.50 127,022 and over 
Yukon! 7.04% Up to $40,970 5% $6,000 
9.68 40,971-81,941 ; 
11.44 81,942-127,021 
12.76 127,022 and over 
Notes: 


a The federal tax brackets are indexed each year by a calculated inflation factor, which is based on the change in the average federal 
inflation rate over the 12-month period ending September 30 of the previous year compared to the change in the rate for the same period 
of the year prior to that. The federal inflation factor is 0.6% for 2010. 

b_ British Columbia indexes its tax brackets using the same formula as that used federally, but uses the provincial inflation rate rather than 
the federal rate in the calculation. The province’s inflation factor is 0.4% for 2010. 


c Saskatchewan indexes its tax brackets using an inflation factor that is set by the province each fall. The province’s inflation factor is 
0.6% for 2010. 


d Manitoba, Nova Scotia and Prince Edward Island do not index their tax brackets or surtax thresholds. However, Nova Scotia’s personal 
income tax brackets will be indexed starting in 2011. 

e Ontario decreased the tax rate on the first income tax bracket from 6.05% to 5.05% effective January 1, 2010. The thresholds for the 
application of the surtax also decreased for 2010. The threshold for the 20% surtax decreased from $4,257 to $3,978, and the threshold 
for the 36% surtax decreased from $5,370 to $5,091. These amounts were then indexed to $4,006 and $5,127 respectively. 


Ontario indexes its tax brackets and surtax thresholds using the same formula as that used federally, but uses the provincial inflation rate 
rather than the federal rate in the calculation. The province’s inflation factor is 0.7% for 2010. 


Ontario resident individuals with taxable income over $20,000 are also required to pay a Health Premium each year. This is an addi- 
tional component of Ontario taxes payable. 


f Québec indexes its tax brackets using the same formula as that used federally, but uses the provincial inflation rate, excluding changes 
in liquor and tobacco taxes, rather than the federal rate in the calculation. The province’s inflation factor is 0.48% for 2010. 


g New Brunswick will reduce the number of personal tax brackets from four to two by 2012, and will also gradually reduce the income 
tax rates over the next four years. By January 1, 2012, New Brunswick will tax income of up to $37,893 at 9%, and 12% for amounts in 
excess of this amount. 


The province’s tax rates for the first, second, third and fourth tax bracket thresholds decreased to 9.3% (from 9.65%), to 12.5% (from 
14.5%), to 13.3% (from 16%) and to 14.3% (from 17%) respectively, effective January 1, 2010. In 2011, these tax rates will further 
decrease to 9.1%, 12.1%, 12.4% and 12.7% respectively. In 2012 the four tax brackets will be reduced to two. 


New Brunswick indexes its tax brackets using the same formula as that used federally. However, for the 2010, 2011 and 2012 taxation 
years, if the federal inflation factor is less than 2%, then the provincial inflation factor will be 2% for that particular taxation year. Since 
the federal inflation factor is 0.6% for 2010, New Brunswick used 2% to index its tax brackets in 2010. 

h Nova Scotia’s 2010 budget proposes to create a new personal income tax bracket for taxable income in excess of $150,000 effective 
January 1, 2010. The marginal rate for this bracket will be 21%, which will remain in place until the budget is balanced. The budget also 
proposes to suspend its high-income surtax until the budget is balanced. The surtax rate and threshold were 10% and $10,000 
respectively. 

i Newfoundland and Labrador will reduce the tax rate on the second and third income tax brackets effective July 1, 2010. The tax rates 
will decrease to 12.5% (from 12.8%) and to 13.3% (from 15.5%) respectively. The amounts in the table reflect the effective rates for 
2010. 

The province indexes its tax brackets using the same formula as that used federally, but uses the applicable provincial inflation rate 
rather than the federal rate in the calculation. The province’s inflation factor is 0.7% for 2010. 


j Northwest Territories, Nunavut and Yukon index their tax brackets using the same inflation factor that is used for federal brackets. 
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|-2— FEDERAL AND PROVINCIAL/TERRITORIAL INCOME “TAX RATES, 


SURTAXES FOR 2011 


BRACKETS AND 


Tax Rates Tax Brackets Surtax Rate Surtax Threshold 
Federal? 15.00% Up to $41,544 mG | 
22.00 41,545-83,088 
26.00 83,089-128,800 7 
29.00 128,801 and over 
British Columbia> 5.06% Up to. $36,146, 
j 7.70 36,147-72,293 
10.50 72,294-83,001 
12.29 83,002-100,787 
14.70 100,788 and over. 
Alberta 10.00% All income 
Saskatchewan* 11.00% Up to $40,919 
13.00 -40,920-116,911 
15.00 116,912:and over 
Manitoba 10.80% - Up to $31,000: 
12.75 31,001—67,000 - 
17.40 67,001 and over 
Ontario*® ; 5.05% Up to $37,774 
9.15 37,775-15,550 20% $4,078 
11.16 75,551 and over 36 5,219 
Québec! 16.00% Up to, $39,060 
20.00 39,061—78,120 
24.00 78,121 and: over 
New Brunswick? 9.10% Up to $37,150 
Pg or37, [ot Pe o00. 
12.40 74,301=120,796 
12.70 120,797 and over 
Nova Scotia * 8.79% Up to $29,590 
14,95 29,591-59,180. , 
16.67 59,181-93, 000 
17.50 93,001—150,000 
21.00 150,001 and over 
Prince Edward Island? 9.80% Up to $31,984 
13.80 31,985-63,969 
16.70 63,970 and over 10% $12,500 
Newfoundland & Labrador! 7.70% Up to $31,904 
12.50 31,905-63,807 
13.30 63,808 and over 
Northwest Territories! 5.90% Up to $37,626 
8.60 37,627-75,253 
12.20 75,254—-122,345 
14.05 122,346 and over 
Nunavut! 4.00% Up to $39,612 
7.00 39,613-79,224 
9.00 79,225—128,800 
11.50 128,801 and over 
Yukon! 7.04% Up to $41,544 5% $6,000 
9.68 41,545-83,088 
11.44 83,089-128,000 
12.76 128,001 and over 
Notes: 


a The federal tax brackets are indexed each year by a calculated inflation factor, which is based on the change in the average federal 
inflation rate over the 12-month period ending December 31 of the previous year compared to the change in the rate for the same period 
of the year prior to that. The federal inflation factor is 1.4% for 2011. 
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British Columbia indexes its tax brackets using the same formula as that used federally, but uses the provincial inflation rate rather than 
the federal rate in the calculation. The province’s inflation factor is 0.8% for 2011. 

Saskatchewan indexes its tax brackets using an inflation factor that is set by the province each fall. The province’s iB factor is 
1.4% for 2011. 

Manitoba, Nova Scotia and Prince Edward Island do not index their tax brackets or surtax thresholds. However, on the recommendation 
of the Minister of Finance, Nova Scotia’s personal income tax brackets can be indexed starting in 2011. The province’s personal income 
tax brackets were not indexed in 2011. 

Ontario indexes its tax brackets and surtax thresholds using the same formula as that used federally, but uses the provincial inflation rate 
rather than the federal rate in the calculation. The province’s inflation factor is 1.8% for 2011. 

Ontario resident individuals with taxable income over $20,000 are also required to pay a Health Premium each year. The premiums are 
graduated based on taxable income. The following are examples of the amount of premiums that apply at the various taxable income 
levels: 


Taxable income Premium 
$25,000 $300 
50,000 600 
75,000 750 
201,000 900 


Québec indexes its tax brackets using the same formula as that used federally, but uses the provincial inflation rate, excluding changes 
in liquor and tobacco taxes, rather than the federal rate in the calculation. The province’s inflation factor is 1.27% for 2011. 

New Brunswick will reduce the number of personal tax brackets from four to two by 2012, and will also gradually reduce the income 
tax rates over the next four years. By January 1, 2012, New Brunswick will tax income of up to $37,893 at 9%, and 12% for amounts in 
excess of this amount. 

The province’s tax rates for the first, second, third and fourth tax bracket thresholds decreased to 9.1% (from 9.3%), to 12.1% (from 
12.5%), to 12.4% (from 13.3%) and to 12.7% (from 14.3%) respectively, effective January 1, 2011. In 2012 the four tax brackets will 
be reduced to two. 

New Brunswick indexes its tax brackets using the same formula as that used federally. However, for the 2010, 2011 and 2012 taxation 
years, if the federal inflation factor is less than 2%, then the provincial inflation factor will be 2% for that particular taxation year. Since 
the federal inflation factor is 1.4% for 2011, New Brunswick used 2% to index its tax brackets in 2011. 

Nova Scotia created a new personal income tax bracket for taxable income in excess of $150,000 effective January 1, 2010. The 
marginal rate for this bracket is 21%, which will remain in place until the budget is balanced. The province also suspended its high- 
income surtax until the budget is balanced. The surtax rate and threshold was 10% and $10,000 respectively. 

On the recommendation of the Minister of Finance, Nova Scotia’s personal income tax brackets can be indexed starting in 2011. The 
province’s personal income tax brackets were not indexed in 2011. 

The province indexes its tax brackets using the same formula as that used federally, but uses the applicable provincial inflation rate 
rather than the federal rate in the calculation. Newfoundland’s inflation factor is 2% for 2011. 


Northwest Territories, Nunavut and Yukon index their tax brackets using the same inflation factor that is used for federal brackets. 
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l-3A — FEDERAL & PROVINCIAL/TERRITORIAL NON- REFUNDABLE TAX CREDIT RATES AND 
AMOUNTS FOR 2010? 


. Federal? B.C. Alta.” Sask. Man. Ont. 

Tax rate applied to credits 15.00% 5.06% 10.00% 11.00% 10.80% 5.05% 
Indexation factor® 0.60% 0.40% 0.30% 0.60% n/a 0.70% 
Basic personal $10,382 $11,000 $16,825 $13,348 $8,134 $8,943 
Spousal/partner and wholly dependent person® 10,382 9,653 16,825 13,348 8,134 7,594 

Net income threshold — 965 = L320) 759 
Dependants: 

18 and under — — — 4,944 sk: ——= 

18 and over and infirm 4,223 4,118 9,740 8,445 3,605 4,215 

Net income threshold 5,992 6,559 6,434 2,992 5,115 5,992 
Child 2,101 — — — — — 
Adoption! 10,975 10,975 11,507 -- 10,000 10,911 
Disability‘ 7,239 7,058 12,979 8,445 6,180 7,225 
Disability supplement! 4,223 4,118 9,740 8,445 3,605 4,214 
Pension (max) 2,000 1,000 1,296 1,000 1,000 —: 1,237 
Age 65 and overs ™ 6,446 4,220 4,689 4,366 3,728 4,336 

Net income threshold 32,506. = 31,413 34,903 32,506 27,749 32,506 
Medical expense. threshold” 2,024 1,957 2,174 2,024 1,728 2,024 
Caregiver® 4,223 4,118 9,739 8,445 3,605 4,216 

Net income threshold 14,442 13,936 15,486 14,423 12,312 14,421 
Employment? 1,051 — — — — — 
Canada Pension Plan (max)! 2,163 2,163 2,163 2,163 2,163 2,163 
Employment Insurance (max) 747 T47 747 747 747 747 
Public transit pass costs‘ — — — — — 
Children’s fitness (max)$ 500 _- — — 500 — 
Home buyers! -- — — — — 
Tuition fees and interest paid on student loans" 
Education and textbooks” 

Full-time — per month 465 200 654 400 400 48] 

Part-time — per month 140 60 196 — 120 120 144 
Charitable donations’ 

Credit rate on first $200 15.00% 5.06% 10.00% 11.00% 10.80% 5.05% 

Credit rate on balance 29.00% 14.70% 21.00% 15.00% 17.40% 11.16% 
Notes: 
a See table preceding s. 118 for ITA section references to the above credits. 


Cc 


The table shows the dollar amounts of all federal and provincial non-refundable tax credits for 2010 (except for Québec’s, which are 
outlined in table I-5). In order to determine the credit value, each dollar amount must be multiplied by the tax rate indicated, which is 
the lowest tax rate applicable in the particular jurisdiction. For example, the Ontario basic personal credit amount of $8,943 is multi- 
plied by 5.05% to determine the credit value of $452. 

Income earned by the taxpayer or dependant, as applicable, in excess of the net income thresholds shown in the table serves to reduce 
the availability of the credit on a dollar-for-dollar, basis. The only exception to this is the age credit, which is reduced by 15% of the 
taxpayer’s net income in excess of the threshold. 

The spousal/partner and wholly dependent person amounts are calculated by subtracting the spbke /parter and wholly dependant’s net 
income from the maximum amount. 

In 2010, British Columbia increased the basic personal and spousal/partner and wholly dependent person amounts by $1,627 over the 
2009 amounts. 


d-v See the Notes to table [-3B. 
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|-3B — FEDERAL & PROVINCIAL/TERRITORIAL NON-REFUNDABLE TAX CREDIT RATES. AND 
AMOUNTS FOR 2010? (cont’d) 


N.B. N.S.4 P.E.L® Nfid.! NWT Nunavut Yukon 

Tndexation factor ROAD. oaiRORDn.2.00%.0,,. . wA0D.0., nla... 0.70%. ,0,60%.. ... 01609esi moinucnnet 
Basic personal $8,777 $8,231 $7,708 $7,833 $12,740 $11,714 $10,382 
Spousal/partner and wholly dependent person" 7,453 6,989 6,546 6,400 12,740 11,714 10,382 

Net income threshold 746 699 655 641 _- — — 
Dependants: 

18 and under — a — — — —_ 2,101 

18 and over and infirm 4,146 2,716 2,446 2,488 4,223 4,223 4,223 

Net income threshold 5,881 5, 15 4,966 5,345 5,992 5,992 5,992 
Child’ — 1,200 1,200 — — 1,200 _— 
Adoption! — — — 10,570 — —_ 10,975 
Disability‘ 7,106 4,887 6,890 5,285 10,332 11,714 7,239 
Disability supplement! 4,145 3,348 4,019 2,487 4,223 in914,223 4,223 
Pension (max) 1,000 1,138 1,000 1,000 1,000 2,000 2,000 
Age 65 and over’ ™ 4,286 4,019 3,764 5,000 6,232 8,786 6,446 

Net income threshold 31,905 29,919 28,019 27,400 32,506 32,506 32,506 
Medical expense threshold" 1,987 1,637 1,678 1,706 2,024 2,024 2,024 
Caregiver® 4,145 4,753 2,446 2,487 4,223 4,223 4,223 

Net income threshold 14,156 13,274 11,953 L256 14,422 14,422 14,422 
Employment? — — — — — — — 
Canada Employment (max) a = -— —_ — a= 1,051 
Canada Pension Plan (max)? 2,163 2,163 2,163 2,163 2,163 2,163 2,163 
Employment Insurance (max) 747 747 747 747 747 747 TAT 
Public transit pass costs" — — = — — —- — 
Children’s fitness (max)$ — 500 -— — _ — — 
Home buyers' — — — its bes AB Be 
Tuition fees and interest on student loans" 
Education and textbooks" 

Full-time — per month 400 200 400 200 400 465 465 

Part-time — per month 120 60 120 60 120 140 140 
Charitable donations’ 

Credit rate on first $200 9.30% 8.79% 9.80% 7.10% 5.90% 4.00% 7.04% 

Credit rate on balance 14.30% 17.50% 16.70% 15.50% 14.05% 11.50% 12.76% 
Notes: 
a See table preceding s.. 118 for ITA section references to the above credits. 


The table shows the dollar amounts of all federal and provincial non-refundable tax credits for 2010 (except for Québec’s, which are 
outlined in table I-5). In order to determine the credit value, each dollar amount must be multiplied by the tax rate indicated, which is 
the lowest tax rate applicable in the particular jurisdiction. For example, the Ontario basic personal credit amount of $8,943 is multi- 
plied by 5.05% to determine the credit value of $452. 


Income earned by the taxpayer or dependant, as applicable, in excess of the net income thresholds shown in the table serves to reduce 
the availability of the credit on a dollar-for-dollar basis. The only exception to this is the age credit, which is reduced by 15% of the 
taxpayer’s net income in excess of the threshold. 


b, c See the Notes to table I-3A. 


d 


Nova Scotia increased the basic personal credit to $8,231 from $7,981 for 2010. Most other non-refundable credits also increased in 
2010. 


The non-refundable tax credits will be indexed starting in 2011. 


The amounts in the table referring to the “spousal/partner and wholly dependent person” only represent the spousal/partner credit. For 
purposes of the wholly dependent person, the amounts should read $6,294 and $629 respectively. 

Newfoundland increased the age amount from $3,681 (the indexed amount) to $5,000 effective January 1, 2010. 

The indexation factors indicated in the table are used to index the credits in each jurisdiction. The calculation of these factors is based 
on the change in the average federal or provincial inflation rate over the 12-month period ending September 30 of the previous year 
compared to the change in the rate for the same period of the year prior to that. 

British Columbia, Alberta, Ontario and Newfoundland & Labrador use the applicable provincial inflation rate in their calculations, 
while New Brunswick uses the federal inflation rate. For New Brunswick, however, for the 2010, 2011 and 2012 taxation years, if the 
federal inflation factor is less than 2%, then the provincial inflation factor will be 2% for that particular taxation year. Since the federal 
inflation factor is 0.6% for 2010, New Brunswick used 2% to index its tax brackets in 2010. Saskatchewan sets its own indexation 
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factor each fall. Manitoba, Nova Scotia and Prince — Island do not — their credits. However, Nova Scotia will begin indexing 
its non-refundable credits starting 2011. 


The federal pension and education and textbook edit amounts are not indexed. The same is true for all provinces; with the exception of 
Alberta and Ontario. 


. The spousal/partner credit may be claimed for a common-law partner as well as for a spouse. Taxpayers who are single, divorced or 
separated, and who support.a dependant in their home may claim the wholly dependent person credit. The credit can be claimed for 
dependants under the age of 18 who are related to the taxpayer, for the taxpayer’s parents or grandparents, or for any other infirm 
person whois related to the taxpayer. 


The federal child tax credit may be claimed by parents for each child under age 18 at the end of the year. Unused credit amounts may be 
transferred between spouses. Nova Scotia and Prince Edward Island provide a similar credit for children under the age of 6. If certain 
conditions are met, an individual can claim $100 per eligible month for a maximum of $1,200 per year. 


The adoption credit is available on eligible adoption expenses incurred in the year and not reimbursed to the taxpayer, up to a maximum 
amount of what is indicated in the table. 


The disability, pension and age credits are transferable to a spouse or partner. The amounts available for transfer are reduced: by the 
excess of the spouse’s or partner’s net income over the basic personal credit amount. The disability credit is also transferable to a 
supporting person other than a spouse or partner; however, the amount of the credit is reduced by the excess of the disabled person’s net 
income over the basic personal credit amount. 


The disability supplement may be claimed by an individual who is under the age of 18 at the end of the year. The amount in the table 
represents the maximum amount that may be claimed, and is reduced by certain child and attendant care expenses claimed 1 in respect of 
this individual. 


Saskatchewan also provides an additional non-refundable tax credit for individuals aged 65 or older in the year, regardless of their net 
income amount. The amount for 2010 is $1,153. 


The medical expense credit is calculated based on qualified medical expenses exceeding 3% of net income or the threshold’shown in the 
table, whichever is less. Medical expenses incurred by both spouses/partners and by their children under age 18 may be totalled and 
claimed by either spouse/partner. A taxpayer may also claim up to $10,000 of medical expenses in respect of a dependant who is: 18 or 
older, but the expenses must be reduced by the lesser of 3% of the dependant’s net income or the medical threshold. 


The caregiver credit is available to taxpayers who care for a related dependant in their home. The dependant must be over the age of 18 
and infirm, or, in the case of a parent or grandparent, over the age of 65. 


The federal employment credit may be claimed by individuals based on the lesser of the amount indicated in the table and the amount of 
employment income earned in the year. 


Self-employed taxpayers can deduct 50% of their Canada or Québec Pension Plan premiums in calculating net income. The balance is 
claimed as a non-refundable tax credit. 


Individuals can claim a federal credit in respect of the cost of monthly transit passes (or passes of a longer duration), incurred for travel 
by the individual, their spouse or partner, or dependent children under age 19. The costs of certain electronic payment cards and certain 
weekly public transit passes may also be claimed. 

The federal children’s fitness credit is available for fees paid for the enrolment of a child, under the age of 16 at the beginning of the 
year in which the expenses are paid, in an eligible program of physical activity, to a maximum of $500 per child. If the child is eligible 
for the disability tax credit, the age limit increases to under 18 and the claimable amount may increase to $1,000. 

Manitoba also has a similar credit and the claimable amount may increase to $1,000 for children under age 18 with disabilities. The 
‘province will broaden this credit to include claims for fitness activities by young adults ages 16 through 24, starting in 2011. The 
claimable amount may increase to $1,000 for young adults with disabilities. 

Nova Scotia offers a credit for sport and recreational expenses incurred for an eligible child under the age of 18 to a maximum of $500 
per child. Saskatchewan offers a refundable credit (up to a maximum of $150) for eligible children as defined by the province. 
First-time home buyers who acquire a qualifying home during the year may be entitled to claim a. non-refundable tax credit up to $5,000 
and worth up to. $750 ($5,000 x 15%). 

To qualify, neither the individual nor his or her spouse or common-law partner can have owned and lived in another home in the 
calendar year of the new home purchase or in any of the four preceding calendar years. The credit can be claimed by either the 
purchaser or by his or her spouse or common-law partner. 

The credit will also be available for certain home purchases by or for the benefit of an individual eligible for the disability tax credit. 
Amounts. paid for tuition and mandatory ancillary fees in respect of the calendar. year,are eligible for federal and provincial.tax credits. 
Students may also claim for federal purposes a monthly amount in respect of the cost of textbooks, which is,added to, the monthly 
education amount. The monthly textbook credit amount is $65 for full-time students and $20 for part-time students. ; 

The tuition, education and textbook credits are transferable to a spouse or common-law partner, parent or grandparent. The maximum 
amount transferable is $5,000 (indexed in some provinces) less the excess of the student’s net income over the basic personal credit 
amount. Any amounts not transferred may be carried forward indefinitely by the student. 

Interest paid on student loans is also eligible for both a federal and provincial tax credit. The tax credit must be claimed by the student, 
and can be carried forward for five years. 

Charitable donations made by both spouses/partners may be totalled and claimed by either person. The maximum amount of donations 
that may be claimed in a year is 75% of net income. However, all donations may be carried forward for five years if they are not 
claimed in the year made. 
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I-4A — FEDERAL & PROVINCIAL/TERRITORIAL NON-REFUNDABLE es CREDIT RATES AND 


AMOUNTS FOR 2011? 


; Federal? B.C. Alta.> Sask. 

Tax rate applied to credits 15.00% 5.06% 10.00% 11.00% 
Indexation factor® 1.40% 0.80% 0.90% 1.40% 
Basic personal $10,527 $11,088 $16,977 $13,535 
Spousal/partner and wholly dependent person’ 10,527 9,730 16,977 13,535 

Net income threshold — 973 —~ 1,354 
Dependants: 

18 and under a os — 5,014 

18 and over and infirm 4,282 4,151 9,827 8,563 

Net income threshold 6,076 6,611 6,492 6,076 
Child MAB — — — 
Adoption® 11,128 11,128 11,611 — 
Disability’ 7,341 7,114 13,095 8,563 
Disability supplement! 4,282 4,151 9,828 8,563 
Pension (max)! 2,000 1,000 1,307 1,000 
Age 65 and over * 6537 4,254 4,731 4,428 

Net income threshold 32,961 31,664 SLUG, 32,961 
Medical expense threshold! 2,052 1,972 2,194 2,052 
Caregiver™ 4,282 4,150 9,827 8,563 

Net income threshold 14,624 14,048 15,626 14,625 
Employment" 1,065 — — — 
Canada Pension Plan (max)° 2,218 2,218 2,218 2,218 
Employment Insurance (max) 787 787 787 787 
Public transit pass costs? —- — — 
Children’s fitness (max)? 500 — — — 
Home buyers" — — — 
Tuition fees and interest paid on student loans‘ 
Education and textbooks* 

Full-time — per month 465 200 660 400 

Part-time — per month 140 60 198 120 
Charitable donations' 

Credit rate on first $200 15.00% 5.06% 10.00% 11.00% 

Credit rate on balance 29.00% 14.70% 21.00% 15.00% 
Notes: 


a See table preceding s. 118 for ITA section references to the above credits. 
The table shows the dollar amounts of all federal and provincial non-refundable tax credits for 2011 (except for Québec’s, which are 
outlined in table I-6). In order to determine the credit value, each dollar amount must be multiplied by the tax rate indicated, which is 
the lowest tax rate applicable in the particular jurisdiction. For example, the Ontario basic personal credit amount of $9,104 is multi- 


plied by 5.05% to determine the credit value of $460. 


Man.> 
10.80% 


n/a 
$8,134 
8,134 


3,605 
5,115 
10,000 
6,180 
3,605 
1,000 
3,728 
27,749 
1,728 
3,605 
2,312 
2,218 
787 


400 
120 


10.80% 
17.40% 


Ont. 
5.05% 


1.80% 


4,292 
6,099 
11,107 
7,355 
4,290 
1,259 
4,445 
33,091 
2,060 
4,291 
14,681 
2,218 
787 


490 
147 


5.05% 
11.16% 


Income earned by the taxpayer or dependant, as applicable, in excess of the net income thresholds shown in the table serves to reduce 
the availability of the credit on a dollar-for-dollar basis. The only exception to this is the age credit, which is reduced by 15% of the 


taxpayer’s net income in excess of the threshold. 


b- The spousal/partner and wholly dependent person amounts are calculated by subtracting the spouse/partner and wholly dependant’s net 


income from the maximum amount. 
c-t See the Notes to table I-4B. 


XXVI1 


Tax Reference Tables 


l-4B — FEDERAL & PROVINCIAL/TERRITORIAL NON- REFUNDABLE TAX CREDIT RATES AND 
AMOUNTS FOR 2011? (cont’d) 


N.B. N.S.¢ P.E.1.4 Nfld. NWT Nunavut Yukon 


Tax rate applied to credits 9.10% 8.79% 9.80% 7.70% 5.90% 4.00% 7.04% 
Indexation factor® 2.00% n/a n/a 2.00% 1.40% 1.40% 1.40% 
Basic personal $8,953 $8,231 $7,708 ‘$7,989 $12,919 $11,878 $10,527 
Spousal/partner and wholly dependent person‘ 7,602 6,989 6,546 09>) 96,528 12,919. 11,878 10,527 
Net income threshold 761 699 (68 )5) 653 -- a _ 
Dependants: 
18 and under — oaks — — — — O2131 
18 and over and infirm “4,228 PY 2,446 BS] 4,282 4,282 4,282 
Net income threshold 5,999 biey b>) 4,966 5,452 6,076 6,076 6,076 
Child® — 1,200 1,200 -- cy 1,200 _ 
Adoption —_ — — 10,781 — — 11,128 
Disability' 7,248 4,887 6,890 5,391 10,476 11,878 7,341 
Disability supplement! 4,228 3,348 4,019 2538700 rt A282 4,282 4,282 
Pension (max)! 1,000 1,138 1,000... 52047000 1,000 2,000 2,000 
Age 65 and over':* 4,371 4,019 3,764 5,100, 6,319 8,909 6,537 
Net income threshold 32,54300,0! 29,919 28,019 27,948 32,961 32,961 32,961 
Medical expense threshold! 2:027 1,637 1,678 1,740 2,052 2,052 2,052 
Caregiver™ 4,228 » 4,753 2,446 2,537 4,282 4,282 4,282 
Net income threshold 14,439 LIT SH PINOT IG SS: 12,399» 14,624 14,624 14,624 
Employment" —_ — — | — — — 
Canada Employment (max) — — — —- aii — 1,065 
Canada Pension Plan (max)° 2,218 2,218 2,218 2,218 ~ 2,218 2,218 2,218 
Employment Insurance (max) 787 787 787 787 787 root 787 
Public transit pass costsP ~ — — — — — — — 
Children’s fitness (max)? — 500 —— — ae — 500 
Home buyers" — — — — — ae a 
Tuition fees and interest on student loans* | 
Education and textbooks‘ . 
Full-time — per month, ) 400. 200 400 200 400 465 465 
Part-time — per month 120 60 120 60 ae 720) 140 140 
Charitable donations' ; 1 
Credit rate on first $200 9.10%, 8.79% 9.80% 7.10% 5.90% 4.00%, 7.04% 
Credit rate on balance 12.70% 21.00% 16.70% 13.30% 14.05% 11.50% 12.76% 
Notes: 
a See table preceding s. 118 for ITA section references to the above credits. 


The table shows the dollar amounts of all federal and provincial non-refundable tax credits for 2011 (except for Québec’s, which are 
outlined in table I-6). In order to determine the credit value, each dollar amount must be multiplied by the tax rate indicated, which is 
the lowest tax rate applicable in the particular jurisdiction. For example, the Ontario basic personal credit amount of $9,104 is multi- 
plied by 5.05% to determine the credit value of $460. 


Income earned by the taxpayer or dependant, as applicable, in.excess of the net income thresholds shown. in the table serves to reduce 
the availability of the credit on a dollar-for-dollar basis.. The only exception to this is the-age.credit, which is reduced by 15%. of the 
taxpayer’s net income in excess of the threshold. ) 


See the Notes to table I-4A. 


On the recommendation of the Minister of Finance, Nova Scotia’s non-refundable tax credits can be indexed starting in 2011.'The 
province’s non-refundable tax credits were not indexed in 2011. 


The amounts in the table referring to the “spousal/partner and wholly dependent person” only represent the spousal/partner credit. For 
purposes of the wholly dependent person, the amounts should read $6,294 and.$629. respectively. 


The indexation factors indicated in the table are used to index the credits in each jurisdiction. The calculation of these factors is based 
on the change in the average federal or provincial inflation rate over the 12-month period: ending September 30 of the previous year 
compared to the change in the rate. for the same period of the year prior to that. 


British Columbia, Alberta, Ontario and Newfoundland use the applicable provincial inflation rate’in their calculations, while New 
Brunswick uses the federal inflation rate. For New Brunswick, however, for the,2010, 2011 and 2012.taxation years, if the federal 
inflation factor is less than 2%, then the provincial inflation factor will be 2% for that particular taxation year. Since the federal inflation 
factor is 1.4% for 2011, New Brunswick used 2% to index its tax brackets in 2011. Saskatchewan sets its own indexation factor each 
fall. Manitoba, Nova Scotia and Prince Edward Island do not index their credits. However, Nova Scotia can begin indexing its non- 
refundable credits starting 2011. The province’s non-refundable tax credits were not indexed in 2011. 
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The federal pension and education and textbook credit amounts are not indexed. The same is true for all provinces, with the exception of 
Alberta and Ontario. 

The spousal/partner credit may be claimed for a common-law partner as well as for a spouse. Taxpayers who are single, divorced or 
separated, and who support a dependant in their home, may claim the wholly dependent person credit. The credit can be claimed for 
dependants under the age of 18 who are related to the taxpayer, for the taxpayer’s parents or grandparents, or for any other infirm 
person who is related to the taxpayer. | 
The federal child tax credit may be claimed by parents for each child under age 18 at the end of the year. Unused credit amounts may be 
transferred between spouses. Nova Scotia and Prince Edward Island provide a similar credit for children under the age of 6. If certain 
conditions are met, an individual can claim $100 per eligible month for a maximum of $1,200 per year. 

The adoption credit is available on eligible adoption expenses incurred in the year and not reimbursed to the taxpayer, up to a maximum 
amount of what is indicated in the table. 

The disability, pension and age credits are transferable to a spouse or partner. The amounts available for transfer are reduced by the 
excess of the spouse’s or partner’s net income over the basic personal credit amount. The disability credit is also transferable to a 
supporting person other than a spouse or partner; however, the amount of the credit is reduced by the excess of the disabled person’s net 
income over the basic personal credit amount. 

The disability supplement may be claimed by an individual who is under the age of 18 at the end of the year. The amount in the table 
represents the maximum amount that may be claimed, and is reduced by certain child and attendant care expenses claimed in respect of 
this individual. 

Saskatchewan also provides an additional non-refundable tax credit for individuals aged 65 or older in the year, regardless of their net 
income amount. The amount for 2011 is $1,169. 

The medical expense credit is calculated based on qualified medical expenses exceeding 3% of net income or the threshold shown in the 
table, whichever is less. Medical expenses incurred by both spouses/partners and by their children under age 18 may be totalled and 
claimed by either spouse/partner. A taxpayer may also claim up to $10,000 of medical expenses in respect of a dependant who is 18 or 
older, but the expenses must be reduced by the lesser of 3% of the dependant’s net income or the medical threshold. 

The caregiver credit is available to taxpayers who care for a related dependant in their home. The dependant must be over the age of 18 
and infirm, or, in the case of a parent or grandparent, over the age of 65. 

The federal employment credit may be claimed by individuals based on the lesser of the amount indicated in the table and the amount of 
employment income earned in the year. 

Self-employed taxpayers can deduct 50% of their Canada or Québec Pension Plan premiums in calculating net income. The balance is 
claimed as a non-refundable tax credit. 

Individuals can claim a federal credit in respect of the cost of monthly transit passes (or passes of a longer duration) incurred for travel 
by the individual, their spouse or partner, or dependent children under age 19. The costs of certain electronic payment cards and certain 
weekly public transit passes may also be claimed. 

Nova Scotia proposes to match the federal non-refundable tax credit, and Yukon matches it. 

The federal children’s fitness credit is available for fees paid for the enrolment of a child, under the age of 16 at the beginning of the 
year in which the expenses are paid, in an eligible program of physical activity, to a maximum of $500 per child. If the child is eligible 
for the disability tax credit, the age limit increases to under 18 and the claimable amount may increase to $1,000. 

Manitoba also has a similar credit and the claimable amount may increase to $1,000 for children under age 18 with disabilities. The 
province will broaden this credit to include claims for fitness activities by young adults ages 16 through 24, starting in 2011. 
Ontario offers a refundable credit (up to a maximum of $50 per child under 16) for eligible activities as defined by the province. 
Ontario’s refundable credit increases to a maximum of $100 if the child is under 18 and is eligible for the disability tax credit. 
Nova Scotia offers a credit for sport and recreational expenses incurred for an eligible child under the age of 18 to a maximum of $500 
per child. 


Saskatchewan offers a refundable credit (up to a maximum of $150) for eligible children as defined by the province. 
Yukon offers a children’s fitness credit which follows the same rules as the federal credit. 


First-time home buyers who acquire a qualifying home during the year may be entitled to claim a non-refundable tax credit up to $5,000 
and worth up to $750 ($5,000 x 15%). 


To qualify, neither the individual nor his or her spouse or common-law partner can have owned and lived in another home in the 
calendar year of the new home purchase or in any of the four preceding calendar years. The credit can be claimed by either the 
purchaser or by his or her spouse or common-law partner. 

The credit will also be available for certain home purchases by or for the benefit of an individual eligible for the disability tax credit. 
Amounts paid for tuition and mandatory ancillary fees in respect of the calendar year are eligible for federal and provincial tax credits. 
Students may also claim for federal purposes a monthly amount in respect of the cost of textbooks, which is added to the monthly 
education amount. The monthly textbook credit amount is $65 for full-time students and $20 for part-time students. 

The tuition, education and textbook credits ‘are transferable to a spouse or common-law partner, parent or grandparent. The maximum 
amount transferable is $5,000 (indexed in some provinces) less the excess of the student’s net income over the basic personal credit 
amount. Any amounts not transferred may be carried forward indefinitely by the student. 

Interest paid on student loans is also eligible for both a federal and provincial tax credit. The tax credit must be claimed by the student, 
and can be carried forward for five years. 

Charitable donations made by both spouses/partners may be’ totalled and claimed by either person. The maximum amount of donations 


that may be claimed in a year is 75% of net income. However, all donations may be carried forward for five years if they are not 
claimed in the year made. 
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I-5 — QUEBEC NON-REFUNDABLE TAX CREDIT RATE AND AMOUNTS FOR 2010 


Tax rate applied to credits* 20.0% 
Indexation factor? 0.48% 
Basic personal amount M $10,505 
Amounts for dependants: 

Child under 18 engaged in full-time training or post-secondary studies‘ 1,940 

Child over 17 who is a full-time student? . | 

Other dependants over 17° ; ~ 2,820 
Person living alone or with a dependant:' 

Basic amount ; 1,230 

Single-parent amount _., | L020 
Age 65 and over! ) 2,260 
Pension (max)! 2,010 
Disability 2,390 


Union and professional dues® 

Tuition fees and interest paid on student loans’ 
Medical expenses! 

Charitable donations:* 


Credit rate on first $200 20% 
Credit rate on balance 24% 


Notes: 


a 


Québec’s credit rate is applied to the dollar amounts shown in the table to determine the credit value. For example, the basic personal 
credit amount of $10,505 is multiplied by 20% to determine the credit value of $2,101. 


The unused portion of all non-refundable credits may be transferred from one spouse/partner to another, but only after all credits have 
been taken into account in the calculation of the individual’s income tax otherwise payable. 


Québec indexes its tax credits each year by using an inflation factor that is calculated based on the provincial rate of inflation, excluding 
changes in liquor and tobacco taxes. The Québec inflation factor is 0.48% for 2010. 


This credit is available for a dependent child who is under the age of 18 and is engaged in full-time professional training or post- 
secondary studies for each completed term, to a maximum of two semesters per year per dependant. It is also available for infirm 
dependants who are engaged in such activities part-time. The amount claimed is reduced by 80% of the dependant’s income for the 
year, calculated without including any scholarships, fellowships or awards received during the year. 


An eligible student is able to transfer to either parent an amount relating to an unused portion of their basic personal credit amount for 
the year (transfer mechanism for the recognized parental contribution). Each taxation year, the amount that can be transferred must not 
exceed the limit applicable for that particular year ($6,925 for 2010). 


This credit is available if the dependant, other than the spouse, is related to the taxpayer by blood, marriage or adoption and ordinarily 
lives with the taxpayer. In order to be eligible for the tax credit, the taxpayer must also not have benefited from a transfer of the 
recognized parental contribution from this dependant: The amount claimed must be reduced by 80% of the dependant’s income, calcu- 
lated without including any scholarships, fellowships or awards received during the year. 


The amounts for a person living alone or with a dependant, age 65 and over, and pension income are added together and reduced by 
15% of net family income. Net family income is the total income of both spouses/partners minus $30,490. 


This credit is available if the individual lives in a self-contained domestic establishment that he maintains and in which no other person, 
other than himself, a minor person, or an eligible student lives. If the individual is living with an eligible student, for the purposes of the 
transfer mechanism for the recognized parental contribution (see note (d)), the individual may be able to add an amount for a single- 
parent family of $1,525 to the basic amount for a person living alone. 


The credit for union and professional dues is calculated based on the annual fees paid in the year. The portion of professional dues 
relating to liability insurance is allowed as a deduction and is not included in calculating the credit amount. 


The tuition credit is calculated based on tuition, professional examination and mandatory ancillary fees paid for the calendar year. The 
student may transfer the unused portion of the tuition credit to either one of his parents or grandparents. The portion of this credit that is 
not transferred will be available for future use by the student. Interest paid on student loans but unclaimed in a particular year may be 
carried forward indefinitely. 


The medical expense credit is calculated based on qualified medical expenses in excess of 3% of family income. Family income is the 
total income of both spouses/partners. 

Charitable donations made by both spouses/partners may be totalled and claimed by either person. The maximum amount of donations 
that may be claimed in a year is 75% of net income. However, all donations may be carried forward for five years if they are not 
claimed in the year made. 


Selected Québec Refundable Tax Credits for 2010 


Adoption expense credit 


Québec provides a refundable tax credit equal to 50% of specified adoption expenses, to a maximum of $20,000 of qualifying expenses. 
This represents a maximum annual credit of $10,000. Qualifying expenses include court and legal fees paid to obtain the final adoption 
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order, travel and accommodation expenses for foreign adoptions, translation expenses, and fees charged by foreign and domestic social 
agencies. 


Infertility treatment credit 

The costs associated with artificial insemination or in vitro fertilization paid during the year by an individual or his or her spouse/partner 
will give rise to a refundable tax credit equal to 50% of all eligible expenses, to a maximum of $20,000. This represents a maximum annual 
credit of $10,000 per couple. Qualifying expenses include amounts paid to physicians and hospitals, and prescription drugs. 


Child care expense credit 

Unlike the federal treatment of qualifying child care expenses, which are eligible for a deduction in computing net income, Québec pro- 
vides a refundable tax credit for such expenses. Child care expenses paid in the year are eligible for a credit at a rate that varies from 26% 
to 75%. The rate of credit falls as net family income rises. Net family income is the total income of both spouses/partners minus $30,490. 


In general, the maximum amount of expenses eligible for credit is the lesser of: 
* $10,000 for a child of any age who has a severe or prolonged mental or physical impairment, plus $7,000 for a child under the age of 
seven (Québec’s 2009 budget proposed to increase this limit to $9,000 effective January 1, 2009), plus $4,000 for a child under the age 
of 17, or 


* the actual child care expenses incurred in the year. 


Québec’s 2009 budget also proposed to expand the definition of eligible expenses for the 2009 year to include costs incurred during the 
period an individual receives benefits under the Québec Parental Insurance Plan or the Employment Insurance Plan. 


The child care expenses are not limited by the earned income of the parent. 


Natural caregivers of related adults 


This refundable tax credit of up to $1,062 per eligible relative consists of a basic amount of $584, plus a supplement of $478. The credit 
amount is reduced by 16% of the eligible relative’s income over $21,240. For the purposes of this credit, an eligible relative is an elderly 
family member, or a family member with a prolonged mental or physical impairment, who lives with the individual. 


Caregivers can also claim a refundable tax credit for respite services. For 2010, this refundable tax credit is equal to 30% of the total 
qualifying expenses paid in the year, to a maximum of $5,200. Qualifying expenses include specialized respite services respecting the care 
and supervision of an eligible person. The maximum annual credit of $1,560 must be reduced by 3% of the caregiver’s family income in 
excess of the annual threshold of $51,425. This amount was indexed on January 1, 2010 and will be indexed each January Ist. If the 
expense has been used in calculating another refundable or non-refundable credit, it cannot be claimed for this credit as well. 


Home support of elderly persons living alone 


The refundable tax credit for home support can be claimed by persons age 70 and over living alone. For individuals not recognized as 
dependent seniors, the tax credit is equal to 30% of a maximum amount of eligible expenses of $15,600, for a maximum refundable tax 
credit of $4,680. For individuals recognized as dependent seniors, the tax credit is equal to 30% of a maximum amount of eligible expenses 
of $21,600, for a maximum refundable tax credit of $6,480. The tax credit is reduced by 3% of the individual’s family income in excess of 
the annual threshold of $51,425. This amount was indexed on January 1, 2010 and will be indexed each January Ist. If the expense also 
qualifies for the medical expense credit, it cannot be claimed for this credit as well. 


Medical expense credit 


Québec provides a refundable tax credit equal to the total of 25% of medical expenses eligible for the non-refundable credit and 25% of the 
amount deducted for impairment support products and services. The maximum amount is $1,061 for 2010, reduced by 5% of family 
income in excess of $20,525. 


XXX 


Tax Reference Tables 


I-6 — QUEBEC NON-REFUNDABLE TAX CREDIT RATE AND AMOUNTS FOR 2011 


Tax rate applied to credits* 20.0% 
Indexation factor? | 1.27% 
Basic personal amount $10,640 
Amounts for dependants: 

Child under 18 engaged in full-time training or post-secondary studies® 1,965 

Child over 17 who is a full-time student? 

Other dependants over 17° 2,855 
Person living alone or with a dependant:* ® 

Basic amount 1,245 

Single-parent amount 1,545 
Age 65 and over‘ 2,290 
Pension (max) 2,035 
Disability 2,420 


Union. and professional dues" 

Tuition fees and interest paid on student loans! 
Medical expenses! 

Charitable donations:* 


Credit rate on first $200 20% 
Credit rate on balance 24% 
Notes: 


a 


Québec’s credit rate is applied to the dollar amounts shown in the table to determine the credit value. For example, the basic personal 
credit amount of $10,640 is multiplied by 20% to determine the credit value of $2,128. 


The unused portion of all non-refundable credits may be transferred from one spouse/partner to another, but only after all credits have 
been taken into account in the calculation of the individual’s income tax otherwise payable. 


Québec indexes its tax credits each year by using an inflation factor that is calculated based on the provincial rate of inflation, excluding 
changes in liquor and tobacco taxes. The Québec inflation factor is 1.27% for 2011. 


This credit is available for a dependent child who is under the age of 18 and is engaged in full-time professional training or post- 
secondary studies for each completed term, to-a maximum of two semesters per year per dependant. It is also available for infirm 
dependants who are engaged in such activities part-time. The amount claimed is reduced by 80% of the dependant’s income for the 
year, calculated without including any scholarships, fellowships or awards received during the year. 


An eligible student is able to transfer to either parent an amount relating to an unused portion of their basic personal credit amount for 
the year (transfer mechanism for the recognized parental contribution). Each taxation year, the amount that can be transferred must not 
exceed the limit applicable for that particular year ($7,015 for 2011). 


This credit is available if the dependant, other than the spouse, is related to the taxpayer by blood, marriage or adoption and ordinarily 
lives with the taxpayer. In order to be eligible for the tax credit, the taxpayer must also not have benefited from a transfer of the 
recognized parental contribution from this dependant. The amount claimed must be reduced by 80% of the dependant’s income, calcu- 
lated without including any scholarships, fellowships or, awards received during the year. 


The amounts for a person living alone or with a dependant, age 65 and over, and pension income are added together and reduced by 
15% of net family income. Net family income is the total income of both spouses/partners minus $30,875. 


This credit is available if the individual lives in a self-contained domestic establishment that he maintains and in which no other person, 
other than himself, a minor person, or an eligible student lives. If the individual is living with an eligible student, for the purposes of the 
transfer mechanism for the recognized parental contribution (see note (d)), the individual may be able to add an amount for a single- 
parent family of $1,545 to the basic amount for a person living alone. 


The credit for union and professional dues is calculated based on the annual fees paid in the year. The portion of professional dues 
relating to liability insurance is allowed as a deduction and is not included in calculating the credit amount. 


The tuition credit is calculated based on tuition, professional examination and mandatory ancillary fees paid for the calendar year. The 
student may transfer the unused portion of the tuition credit to either one of his parents or grandparents. The portion of this credit that is 
not transferred will be available for future use by the student. Interest paid on student loans but unclaimed in a particular year may be 
carried forward indefinitely. 


The medical expense credit is calculated based on qualified medical expenses in excess of 3% of family income. Family income is the 
total income of both spouses/partners. 
Charitable donations made by both spouses/partners may be totalled and claimed by either person. The maximum amount of donations 


that may be claimed in a year is 75% of net income. However, all donations may be carried forward for five years if they are not 
claimed in the year made. 


Selected Québec Refundable Tax Credits for 2011 


Adoption expense credit 


Québec provides a refundable tax credit equal to 50% of specified adoption expenses, to a maximum of $20,000 of qualifying expenses. 
This represents a maximum annual credit of $10,000. Qualifying expenses include court and legal fees paid to obtain the final adoption 
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order, travel and accommodation expenses for foreign adoptions, translation expenses, and fees charged by foreign and domestic social 
agencies. : . 


Infertility treatment credit 
The costs associated with artificial insemination or in vitro fertilization paid during the year by an individual or his or her spouse/partner 
will give rise to a refundable tax credit equal to 50% of all eligible expenses to a maximum of $20,000. This represents a maximum annual 
credit of $10,000 per couple. Qualifying expenses include amounts paid to physicians and hospitals, and prescription drugs. 
After December 31, 2010, Québec proposes to make the following changes: 
* artificial insemination — treatments performed after August 4, 2010 and paid after December 31, 2010 will no longer be eligible for this 
refundable credit 
¢ in vitro fertilization — treatments performed after August 4, 2010 but paid after December 31, 2010 will only be eligible for this 
refundable tax credit if the costs are attributable to uninsured in vitro fertilization procedures and provided certain other criteria are met. 


* individuals who do not have a spouse/partner will be eligible for this credit if all other necessary criteria are met. 


Child care expense credit 
Unlike the federal treatment of qualifying child care expenses, which are eligible for a deduction in computing net income, Québec pro- 
vides a refundable tax credit for such expenses. Child care expenses paid in the year are eligible for a credit at a rate that varies from 26% 
to 75%. The rate of credit falls as net family income rises. Net family income is the total income of both spouses/partners minus $30,875. 
In general, the maximum amount of expenses eligible for credit is the lesser of: 

¢ $10,000 for a child of any age who has a severe or prolonged mental or physical impairment, plus $9,000 for a child under the age of 

seven, plus $4,000 for a child under the age of 17, or 

* the actual child care expenses incurred in the year. 
The definition of eligible expenses includes costs incurred during the period an individual receives benefits under the Québec Parental 
Insurance Plan or the Employment Insurance Plan. 
The child care-expenses are not limited by the earned income of the parent. 


Natural caregivers of related adults 


This refundable tax credit of up to $1,075 per eligible relative consists of a basic amount of $591, plus a supplement of $484. The credit 
amount is reduced by 16% of the eligible relative’s income over $21,505. For the purposes of this credit, an eligible relative is an elderly 
family member, or a family member with a prolonged mental or physical impairment, who lives with the individual. 


Caregivers can also claim a refundable tax credit for respite services. For 2011, this refundable tax credit is equal to 30% of the total 
qualifying expenses paid in the year, to a maximum of $5,200. Qualifying expenses include specialized respite services respecting the care 
and supervision of an eligible person. The maximum annual credit of $1,560 must be reduced by 3% of the caregiver’s family income in 
excess of the annual threshold of $52,080. If the expense has been used in calculating another refundable or non-refundable credit, it cannot 
be claimed for this credit as well. 


Home support of elderly persons living alone 


The refundable tax credit for home support can be claimed. by persons age 70 and over living alone. For individuals not recognized as 
dependent seniors, the tax credit is equal to 30% of a maximum amount of eligible expenses of $15,600, for a maximum refundable tax 
credit of $4,680. For individuals recognized as dependent seniors, the tax credit is equal to 30% of a maximum amount of eligible expenses 
of $21,600, for a maximum refundable tax credit of $6,480. The tax credit is reduced by 3% of the individual’s family income in excess of 
the annual threshold of $52,080. If the expense also qualifies for the medical expense credit, it cannot be claimed for this credit as well. 


Medical expense credit 


Québec provides a refundable tax credit equal to the total of 25% of medical expenses eligible for the nonrefundable credit and 25% of the 
amount deducted for impairment support products and services. The maximum amount is $1,074 for 2011, reduced by 5% of family 
income in excess of $20,785. . 
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C-1 — FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME EARNED BY A 
GENERAL CORPORATION EFFECTIVE JANUARY 1, 2011? 


Federal rates 
General corporate rate 
Federal abatement 


M&P deduction‘ 
Rate reduction! 


Provincial rates 
British Columbia‘ 
Alberta 
Saskatchewan 
Manitoba 

Ontario! 

Québec 

New Brunswick® 
Nova Scotia 

Prince Edward Island 
Newfoundland & Labrador 
Northwest Territories 
Nunavut 

Yukon 


Tax Reference Tables 


CORPORATIONS 


General General Active 
M&P Business 
Income Income 
38.0% 38.0% 
(10.0) (10.0) 
28.0 28.0 
(11.5) 0.0 
0.0 (11.5) 
16.5 16.5 
10.0% 10.0% 
10.0 10.0 
10.0 12.0 
12.0 12.0 
10.0 12.0/11.5 
11.9 11.9 
11.0/10.0 11.0/10.0 
16.0 16.0 
16.0 16.0 
5.0 14.0 
1S 11.5 
12.0 12.0 
25 15.0 


See the Notes after table C-4 for the actual dates on which these rates and other changes are effective. 


Investment 


Income? 


38.0% 
(10.0) 
28.0 
0.0 
(11,5) 


16.5 


10.0% 
10.0 
12.0 
12.0 

12.0/11.5 
11.9 

11.0/10.0 
16.0 
16.0 
14.0 
LL.5 
12.0 
15.0 


All rates must be prorated for taxation years that straddle the effective date of the changes. 


C-2— COMBINED FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME 
EARNED. BY A GENERAL CORPORATION EFFECTIVE JANUARY 1, 2011? 


British Columbia‘ 
Alberta 
Saskatchewan 
Manitoba 

Ontario‘ 

Québec 

New Brunswick® 
Nova Scotia 

Prince Edward Island 
Newfoundland & Labrador 
Northwest Territories 
Nunavut 

Yukon 


See the Notes after table C-4 for the actual dates on which these rates and other changes are effective. 


General General Active 
M&P Business Investment 
Income Income Income? 
26.5% 26.5% 26.5% 
26.5 26.5 26 
26.5 28.5 28.5 
28.5 28.5 28:5 
26.5 28.5/28.0 28.5/28.0 
28.4 28.4 28.4 
27.5/26.5 27.5/26.5 27.5/26.5 
32.5 325 32.5 
52-5 325 a2 
2h5 30.5 30.5 
28.0 28.0 28.0 
28.5 28.5 28.5 
19.0 31.5 3h.9 


All rates must be prorated for taxation years that straddle the effective date of the changes. 


XXXiil 


Tax Rates and Credits 


C-3 — FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME EARNED BY A 
GENERAL CORPORATION EFFECTIVE JANUARY 1, 2012? 


General General Active 
M&P Business Investment 
Income Income Income? 

Federal rates 
General corporate rate 38.0% 38.0% 38.0% 
Federal abatement (10.0) (10.0) (10.0) 

28.0 28.0 28.0 
M&P deduction (13.0) 0.0 0.0 
Rate reduction? 0.0 (13.0) (13.0) 

15.0 15.0 15.0 
Provincial rates 
British Columbia‘ 10.0% ° 10.0% 10.0% 
Alberta 10.0 10.0 10.0 
Saskatchewan 10.0 0 12.0 
Manitoba 12.0 12.0 12.0 
Ontario! 10.0 11.5/11.0 11.5/11.0 
Québec 11.9 11.9 11.9 
New Brunswick® 10.0/8.0 10.0/8.0 10.0/8.0 
Nova Scotia 16.0 16.0 16.0 
Prince Edward Island 16.0 16.0 16.0 
Newfoundland & Labrador NO. 14.0 14.0 
Northwest Territories 11.5 MES 11.5 
Nunavut 12.0 12.0 12.0 
Yukon Ze 15.0 15.0 


See the Notes after table C-4 for the actual dates on which these rates and other changes are effective. 
All rates must be prorated for taxation years that straddle the effective date of the changes. 


C-4— COMBINED FEDERAL AND. PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME 
EARNED BY A GENERAL CORPORATION EFFECTIVE JANUARY 1, 2012? 


General General Active 
M&P Business Investment 

Income Income Income? 
British Columbia‘ 25.0% 25.0% 25.0% 
Alberta 25.0 25.0 25.0 
Saskatchewan 25.0 27.0 27.0 
Manitoba 27.0 27.0 27.0 
Ontario! 25.0 26.5/26.0 26.5/26.0 
Québec 26.9 26.9 26.9 
New Brunswick® 25.0/23.0 25.0/23.0 25.0/23.0 
Nova Scotia 31.0 31.0 SEO 
Prince Edward Island 31.0 31.0 31.0 
Newfoundland & Labrador 20.0 29.0 29.0 
Northwest Territories 26.5 26.5 26.5 
Nunavut 27.0 PEAY 27.0 
Yukon 17.5 30.0 30.0 


Notes: 


a The federal and provincial/territorial tax rates shown in the tables apply to income earned by corporations other than Canadian-con- 
trolled private corporations (CCPCs). A general corporation typically includes public companies and their subsidiaries that are resident 
in Canada, and Canadian-resident private companies that are controlled by non-residents. For tax rates applicable to CCPCs, see tables 
C-5 to C-8 and their related Notes. 

b The federal and provincial tax rates shown in the tables apply to investment income earned by general corporations other than capital 
gains and dividends received from Canadian corporations. The rates that apply to capital gains are one-half of the rates shown in the 
tables. Dividends received from Canadian corporations are deductible in computing regular Part I tax, but may be subject to Part IV tax, 
calculated at a rate of 33'4%. 
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Corporations that derive at least 10% of their gross revenue for the year from manufacturing or processing goods in Canada for sale or 
lease can claim the manufacturing and processing (M&P) deduction against their M&P income. 

A general tax rate reduction is available on qualifying income. Income that is eligible for other reductions or credits, such as nail 
business income, M&P income, and investment income subject to the refundable provisions, is not eligible for this rate reduction. 
The corporate income tax rate began decreasing in 2008 and will continue to decrease until it reaches a target rate of 15% as of January 
1, 2012. The corporate income tax rate will further decrease as follows: from 18% to 16.5% on January 1, 2011 and to 15% on January 
1, 2012. The rate reduction will therefore increase from 10% to 11.5% and 13% respectively. 

British Columbia will decrease its general corporate income tax rate from 10.5% to. 10% as of January 1, 2011. 

Ontario’s general corporate income tax rate started decreasing on July 1, 2010 and will continue to decrease each July | thereafter until 
it reaches a target rate of 10% on July 1,.2013. The rate will.further decrease as follows: from 12% to 11.5% in 2011, to 11% in 2012 
and to 10% in 2013. 


New Brunswick’s general corporate income tax rate began decreasing on July 1, 2009 and will continue to decrease until it reaches a 
target rate of 8% as of July 1, 2012. Effective July 1 of each calendar year, the rate will further decrease as follows: from 11% to 10% in 
2011 and to 8% in 2012. 
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C-5 — FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME EARNED BY A 
CCPC EFFECTIVE JANUARY 1, 2011? 


Active 
Business 
Small Income General 
Business between Active 
Income up to $400,000 and Business Investment 
$400,000 $500,000 Income‘ Income® 

Federal rates 
General corporate rate 38.0% 38.0% 38.0% 38.0% 
Federal abatement (10.0) (10.0) (10.0) (10.0) 

28.0 28.0 28.0 28.0 
Small business deduction® (17.0) (17.0) 0.0 0.0 
Rate reduction’ 0.0 0.0 (u.5) 0.0 
Refundable tax® 0.0 0.0 0.0 6.7 

11.0 11.0 16.5 34.7 
Provincial rates 
British Columbia" 2.59% 2.5% 10.0% 10.0% 
Alberta 3.0 3.0 10.0 10.0 
Saskatchewan 4.5 4.5 12.0 12.0 
Manitoba 0.0 12.0 12.0 12.0 
Ontario’ 4.5 4.5 12.0/11.5 12.0/11.5 
Québec 8.0 8.0 11.9 11.9 
New Brunswick! 5.0 5.0 11.0/10.0 11.0/10.0 
Nova Scotia 4.5 16.0 16.0 16.0 
Prince Edward Island 1.0 1.0 16.0 16.0 
Newfoundland & Labrador! 5.0/4.0 5.0/4.0 14.0 14.0 
Northwest Territories 4.0 4.0 ES eS 
Nunavut 4.0 4.0 20) 12.0 
Yukon 4.0 4.0 15.0 15.0 


See the Notes after table C-8 for the actual dates on which these rates and other changes are effective. 
All rates must be prorated for taxation years that straddle the effective date of the changes. 


C-6 — COMBINED FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME 
EARNED BY A CCPC EFFECTIVE JANUARY 1, 2011? 


Active 
Business 
Small Income General 
Business between Active 
Income up to $400,000 and Business Investment 

$400,000" $500,000° Income® Income® 
British Columbia" 13.5% 13.5% 26.5% 44.7% 
Alberta 14.0 14.0 26.5 44.7 
Saskatchewan 155: 115),5) 28.5 46.7 
Manitoba 11.0 23.0) 28.5 46.7 
Ontario! 15.5 tS. 28.5/28.0 46.7/46.2 
Québec 19.0 19.0 28.4 46.6 
New Brunswick! 16.0 16.0 2h O26) 45.7/44.7 
Nova Scotia 15.5 2 TO 32)5 50:7 
Prince Edward Island 12.0 IVA0) 32.5 07, 
Newfoundland & Labrador! 16.0/15.0 16.0/15.0 30.5 48.7 
Northwest Territories 15.0 15.0 28.0 46.2 
Nunavut 15.0 15.0 28.5 46.7 
Yukon 15.0 15.0 3:5 49.7 


See the Notes after table C-8 for the actual dates on which these rates and other changes are effective. 
All rates must be prorated for taxation years that straddle the effective date of the changes. 
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C-7 — FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME EARNED BY A 
CCPC EFFECTIVE JANUARY 1, 2012? j 


Active 
Business 
Small Income General 
Business between Active 
Income up to $400,000 and Business Investment 
-$400,000° $500,000" Income® Income! 

Federal rates 
General corporate rate 38.0% 38.0% 38.0% 38.0% 
Federal abatement (10.0) (10.0) (10.0) (10.0) 

28.0 28.0 28.0 28.0 
Small business deduction*® (17.0) (17.0) 0.0 0.0 
Rate reduction‘ 0.0 0.0 (13.0) 0.0 
Refundable tax® 0.0 0.0 0.0 6.7 

11.0 11.0 15.0 34.7 
Provincial rates 
British Columbia® 2.5% 2.5% 10.0% 10.0% 
Alberta 3.0 a0 10.0 10.0 
Saskatchewan 4.5 4.5 12.0 12.0 
Manitoba 0.0 12.0 12.0 12.0 
Ontario! 4.5 4.5 11.5/11.0 11.5/11.0 
Québec 8.0 8.0 11.9 11.9 
New Brunswicki 5.0 5.0 10.0/8.0 10.0/8.0 
Nova Scotia‘ 4.5 16.0 16.0 16.0 
Prince Edward Island 1.0 1.0 16.0 16.0 
Newfoundland & Labrador! 4.0 4.0 14.0 14.0 
Northwest Territories 4.0 4.0 11.5 eS 
Nunavut 4.0 4.0 12.0 12.0 
Yukon 4.0 4.0 15.0 15.0 


See the Notes after table C-8 for the actual dates on which these rates and other changes are effective. 
All rates must be prorated for taxation years that straddle the effective date of the changes. 
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C-8 — COMBINED FEDERAL AND PROVINCIAL/TERRITORIAL TAX RATES FOR INCOME 
EARNED BY A CCPC EFFECTIVE JANUARY 1, 2012? . 


Active 
Business 
Small Income General 
Business between Active 
Income up to $400,000 and Business Investment 
$400,000 $500,000° Income‘ Income? 
British Columbia" 13.5% 13.5% 25.0% 44.7% 
Alberta 14.0 14.0 25:0. 44.7 
Saskatchewan ileyee) 55 27.0 46.7 
Manitoba 11.0 23.0 27.0 46.7 
Ontario! £525 15.5 26.5/26.0 46.2/45.7 
Québec 19.0 19.0 26.9 46.6 
New Brunswick! 16.0 16.0 25.0/23.0 44.7/42.7 
Nova Scotia De ZO 31.0 50.7 
Prince Edward Island NAG 12.0 31.0 50.7 
Newfoundland & Labrador! 15.0 15.0 29.0 48.7 
Northwest Territories 15.0 15.0 26.5 46.2 
Nunavut 15.0 15.0 MAY 46.7 


Yukon 15.0 15.0 30.0 49.7 
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Notes: 


a 


The federal and provincial tax rates shown in the tables apply to income earned by a Canadian-controlled private corporation (CCPC). 
In general, a corporation is a CCPC if the corporation is a private corporation and a Canadian corporation, provided it is not controlled 
by one or more nonresident persons, by a public corporation, by a corporation with a class of shares listed on a designated stock 
exchange, or by any combination of these, and provided it does not have a class of shares listed on a designated stock exchange. 


For tax rates applicable to general corporations, see tables C-1 to C-4 and their related Notes. 
See table C-9 and its Notes for changes in the federal and provincial/territorial small business income thresholds during this period. 


For 2010 and subsequent years, Manitoba and Nova Scotia’s provincial small business income thresholds are the only thresholds below 
the federal amount. For these provinces, a median tax rate applies toactive business income between the provincial and federal thresh- 
old. The median tax rate is based on the federal small business rate.and the applicable provincial general active business rate. For 
example, in 2011, Nova Scotia’s combined rate on active business income between $400,000 and $500,000 is 27% (i.e., 11% federally 
and 16% provincially). 


The general corporate tax rate applies to active business income earned in excess of $500,000. See table C-9 and its Notes for changes 
in the federal and provincial/territorial small business income thresholds for 2010 to 2012. 


CCPCs that earn income from manufacturing and processing (M&P) activities are subject to the same rates as those that apply to 
general corporations. See tables C-1 to C-4 and their related Notes. 


The federal and provincial tax rates shown in the table apply to investment income earned by a CCPC, other than capital gains and 
dividends received from Canadian corporations. The rates that apply to capital gains are one-half of the rates shown in the table. 
Dividends received from Canadian corporations are deductible in computing regular Part I tax, but may be subject to Part IV tax, 
calculated at a rate of 33!°%. 


Corporations that are CCPCs throughout the year may claim the small business deduction (SBD). In general, the SBD is equal to 17% 
of the least of three amounts — active business income earned in Canada, taxable income and the small business income threshold. 
A general tax rate reduction is available on qualifying income. Income that is eligible for other reductions or credits, such as small 
business income, M&P income and investment income subject to the refundable provisions, is not eligible for this. rate reduction. 


The corporate income tax rate began decreasing in 2008 and will continue to decrease until it reaches a target rate of 15% as of January 
1, 2012. The corporate income tax rate will further decrease as follows: from 18% to 16.5% on January 1, 2011 and to 15% on January 
1, 2012. The rate reduction will therefore increase from 10% to 11.5% and 13% respectively. 


The refundable tax of 672% of a CCPC’s investment income and capital gains, as well.as 20% of such income. that is subject to regular 
Part I tax, is included in the corporation’s Refundable Dividend Tax on Hand (RDTOH) account. When taxable dividends (eligible and 
non-eligible) are paid out to shareholders, a dividend refund equal to the lesser of 33'°% of the dividends paid or the balance in, the 
RDTOH account is refunded to the corporation. 

British Columbia will decrease its general corporate income tax rate from 10.5% to 10% as of January 1, 2011. 

In a press release accompanying the 2009 provincial budget update, the government announced that it plans to reduce the small business 
rate from 2.5% to 0% by April 1, 2012. 


Ontario’s general corporate income tax rate started decreasing on July 1, 2010 and will continue to decrease each July 1 thereafter until 
it reaches a target rate of 10% on July 1, 2013..The rate will further decrease as follows: from 12% to 11.5% in 2011, to 11% in 2012 
and to 10% in 2013. 


New Brunswick’s general corporate income tax rate began decreasing on July 1, 2009 and will continue to decrease until it.reaches a 
target rate of 8% as of July 1, 2012. Effective July 1 of each calendar year, the rate will further decrease as follows: from 11% to.10% in 
2011 and to 8% in 2012. 


Nova Scotia’s small business rate will decrease from 5%. to 4.5% on January, 1, 2011. 
Newfoundiand’s small business rate decreased from 5% to 4% for taxation years beginning on or after April 1, 2010. 
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C-9— FEDERAL AND _ PROVINCIAL/TERRITORIAL pSMALE BUSINESS INCOME (SBI) 
THRESHOLDS FOR CCPCs — 2009 TO 2012? 


2009 2010 2011 2012 

($000) ($000) ($000) ($000) 
Federal® 500 500 500 500 
British Columbia‘ 400. 500 500 500 
Alberta? 460/500 500 500 500 
Saskatchewan 500 500 500 500 
Manitoba 400. 400 400 400. 
Ontario*® 500 500 500 500 
Québec! 400/500 500 500 500 
New Brunswick® 500 500 500 500 
Nova Scotia 400 400 400 400 
Prince Edward Island* 500 500 500 500 
Newfoundland & Labrador" 500 500 500 500 
Northwest Territories" 400 500 500 500 
Nunavut" 400 500 500 500 
Yukon! 400 400 500 500 


Notes: 


a 


a oa 


The small business income thresholds shown in the table apply to active business income earned by a Canadian-controlled private 
corporation (CCPC) that is eligible for the small business rate of tax (see tables C-5 to C-8). All thresholds must be prorated for taxation 
years that straddle the effective date of the changes indicated, and must be shared by associated corporations. 


The federal small business income threshold increased from $400,000 to $500,000 on January 1, 2009. The federal small business 
threshold is reduced on a straight-line basis when the associated group’s taxable capital (as computed by what was in the past referred to 
as Large Corporations Tax) employed in Canada in the preceding year is between $10 million and $15 million. This clawback applies to 
all provinces, with the exception of Ontario, which has its own clawback mechanism (see note (e) below). 

British Columbia’s small business income threshold increased from $400,000 to $500,000 as of January 1, 2010. 

Alberta’s small business income threshold increased from $460,000 to $500,000 on April 1, 2009. ss 

Ontario levies a surtax at a rate of 4.25% on CCPCs claiming the Ontario small business deduction in order to gradually reduce the 
benefit of the deduction where taxable income exceeds the small business income threshold. Based on the small business limit of 
$500,000, the phase-out range for the application of the surtax is between $500,000 and $1.5 million. The province eliminated this small 
business deduction surtax effective July 1, 2010 and as a result, all CCPCs will benefit from the small business deduction on the first 
$500,000 of active business income (shared between associated corporations) irrespective of the corporation’s taxable income. 
Ontario levies a surtax at a rate of 4.25% on CCPCs claiming the Ontario small business deduction in order to gradually reduce the 
benefit of the deduction where taxable income exceeds the small business income threshold. Based on the small business limit of 
$500,000, the phase-out range for the application of the surtax is between $500,000 and $1.5 million. The province will eliminate this 
small business deduction surtax effective July 1, 2010. 

Québec increased the small business income threshold from $400,000 to $500,000 as of March 20, 2009. 


The province’s small business deduction is available to CCPCs with paid-up capital (on an associated basis) of less than $10 million, 
and is phased out for CCPCs with paid-up capital between $10 and $15 million. 


New Brunswick’s small business income threshold increased from $400,000 to $500,000 as of January 1, 2009. 


Prince Edward Island, Newfoundland & Labrador, Northwest Territories and Nunavut all follow the federal increases in the threshold, 
as the small business provisions in their corporate tax legislation are tied to the federal provisions. 


Yukon’s small business income threshold increased from $400,000 to $500,000 as of January 1, 2011. The amount is pro-rated for 
taxation years that straddle 2011. 
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[Proposed] restrictive covenant [non-competition agreement] amount 
benefits 


212(1)G.1)_ retiring allowances 


212(1)(k) 
212(1)(1) 

212(1)(m) 
212(1)(n) 
212(1)(0) 
212(1)(p) 
212(1)(q) 
212(1)(r) 


supplementary unemployment benefit plan payments 
registered retirement savings plan payments 
deferred profit sharing plan payments 
income-averaging annuity contract payments 

other annuity payments 

former TFSA 

registered retirement income fund payments 
registered education savings plan 


212(1)(r.1) registered disability savings plan [payments] 


212(1)(s) 
212(1)(t) 
212(1)(u) 


home insulation or energy conversion grants 
NISA Fund No. 2 payments 
amateur athlete trust payments 
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212(1)(v) payments under an eligible funeral arrangement 

212(1)(w) [payment from employee life and health trust] 

212(2) Tax on dividends 

212(2.1) [Proposed] Exempt dividends 

212(3) Interest — definitions 

212(4) Interpretation of “management or administration fee or charge” 
212(5) Motion picture films 

212(5.1) Acting services 

212(5.2) Relief from double taxation 

212(5.3) Reduction of withholding 

212(6) Interest on provincial bonds from wholly-owned subsidiaries 
212(7) Where subsec. (6) does not apply 

212(8) Bonds issued after December 20, 1960 in exchange for earlier bonds 
212(9) Exemptions 

212(10) ‘Trust beneficiaries residing outside of Canada 

212(11) Payment to beneficiary as income of trust 

212(11.1), (11.2) [Repealed under former Act] 

212(12) | Deemed payments to spouse, etc. 

212(13) Rent and other payments 

212(13.1) Application of Part XIII tax where payer or payee is a partnership 
212(13.2) Application of Part XIII tax where non-resident operates in Canada 
212(13.2) [Proposed] Application of Part XIII tax — non-resident operates in Canada 
212(13.3) Application of Part XIII to authorized foreign bank 

212(14) [Repealed] 

212(15) Certain obligations 

212(16) Payments for temporary use of rolling stock 

21217) Exception 

212(17.1) Payments to the International Olympic Committee and the International Paralympic Committee 
212(18) Undertaking 

212(19) Tax on registered securities dealers 

212(20) Designated SLA 

pA a 

212.1(1)-(3) Non-arm’s length sales of shares by non-residents 

212.1(4) Where section does not apply 

ONO D2 

212.2(1) Application [demutualization surplus stripping] 

212.2(2) Deemed dividend 


213 

213(1), 2) Tax non-payable by non-resident person 

213(3) Corporation deemed to be foreign business corporation 
214 

214(1) No deductions 

214(2) Income and capital combined 


214(3) Deemed payments 

214(3.1) Time of deemed payment 

214(4) Securities 

214(5) Interpretation 

214(6) Deemed interest 

214(7), (7.1) Sale of obligation 

214(8) Meaning of “excluded obligation” 
214(9) Deemed resident 

214410) Reduction of tax 

214(11) [Repealed] 

214(12) | Where subsec. (2) does not apply 
214413) Regulations respecting residents 
214(14) Assignment of obligation 

214(15) Standby charges and guarantee fees 


215(1) Withholding and remittance of tax 

215(1) [Proposed] Withholding and remittance of tax 
215(1.1) | Exception — corporate immigration 

215(2) Idem [amount paid by agent] 

215(3) Idem [amount paid to agent] 

215(4) Regulations creating exceptions 

215(5) Regulations reducing deduction or withholding 
215(6) Liability for tax 


216 
216(1) Alternatives re rents and timber royalties 
216(1) [Proposed] Alternatives re rents and timber royalties 


216(2), (3) Alternatives re rents and timber royalties 
216(4) Optional method of payment 
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216(4), (4.1) [Proposed] Optional method of payment 


216(5) 
216(5) 
216(6) 
216(7) 
216(8) 


Disposition by non-resident of interest in real property, timber resource property or timber limit 
[Proposed] Disposition by non-resident 

Saving provision 

Election 

Restriction on deduction 


Alternative re acting services 
Deemed Part I payment 
Deemed election and restriction 


Alternative re Canadian benefits 
Part I return 

Taxable income earned in Canada 
Tax credits — limitation 

Tax credits allowed 

Special credit 


218(1), (2) Loan to wholly-owned subsidiary 


218(3) 
218(4) 
218.1 


218.2 

218.2(1) 
218.2(2) 
218.2(3) 
218.2(4) 
218.2(5) 


218.3 
218.3(1) 
218.3(2) 
218.3(3) 
218.3(4) 
218.3(5) 
218.3(6) 
218.3(7) 
218.3(8) 
218.3(9) 
218.3(10) 


219 
219(1) 
219(1.1) 
219(2) 
219(3) 
219(4) 
219(5) 
219(5.1) 
219(5.2) 
219(5.3) 
219(6) 
219(7) 
219(8) 
219.1 
219.2 
219.3 


220 
220(1) 
220(2) 
220(2.01) 
220(2.1) 
220(2.2) 
220(3) 
220(3.1) 


Election 
Application of election 
Application of s. 138.1 


PART XIIl.1— ADDITIONAL TAX ON AUTHORIZED FOREIGN BANKS 


Branch interest tax 

Taxable interest expense 
Where tax not payable 

Rate limitation 

Provisions applicable to Part 


PART XIll.2 — NON-RESIDENT INVESTORS IN CANADIAN MUTUAL FUNDS 


Definitions 

Tax payable 

Use of losses 

Deemed tax paid 

Refund 

Excess loss — carryback 

Ordering 

Partnership filing-due date 

Partnership — member resident in Canada 
Provisions applicable 


PART XIV — ADDITIONAL TAX [BRANCH TAX] ON NON-RESIDENT CORPORATIONS 


Additional tax [branch tax] 
Excluded gains 

Exempt corporations 

Provisions applicable to Part 
Non-resident insurers 

[Repealed under former Act] 
Additional tax on insurer 
Election by non-resident insurer 
Deemed payment of dividend 
[Repealed under former Act] 
Definitions 

Meaning of “qualified related corporation” 
Corporate emigration 

Limitation on rate of branch tax 
Effect of tax treaty 


PART XV — ADMINISTRATION AND ENFORCEMENT 
Administration 


Minister’s duty 

Officers, clerks and employees 
Delegation 

Waiver of filing of documents 
[Proposed] Exception 
Extensions for returns 

Waiver of penalty or interest 
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Late, amended or revoked elections 


220(3.201) Joint election — pension income split 


220(3.21) 
220(3.3) 
220(3.4) 
220(3.5) 


Designations and allocations 

Date of late election, amended election or revocation 
Assessments 

Penalty for late filed, amended or revoked elections 


220(3.6), (3.7) Unpaid balance of penalty 


220(3.8) 


Dishonoured instruments 


220(4), (4.1) Security 


220(4.2) 
220(4.3) 
220(4.4) 
220(4.5) 
220(4.51) 
220(4.52) 
220(4.53) 
220(4.54) 
220(4.6) 
220(4.61) 
220(4.62) 
220(4.63) 
220(4.7) 


221.2(1) 
221,2(2) 


ips 
222(1) 


Surrender of excess security 


Security furnished by a member institution of a deposit insurance corporation: 


Additional security 
Security for departure tax 
Deemed security 

Limit 

Inadequate security 
Extension of time 


Security for tax on distributions of taxable Canadian property to non-resident beneficiaries 


Limit 

Inadequate security 
Extension of time 

Undue hardship 

Limit 

Administration of oaths 
Assignment by corporation 
Effect of assignment 


Regulations 

Effect 

Regulations binding Crown 
Incorporation by reference 
Application of interest 


Re-appropriation of amounts 
Re-appropriation of amounts 


Collection 


Definitions 

Debts to Her Majesty 

No actions after limitation period 
Limitation period 

Limitation period restarted 
Acknowledgement of tax debts 
Agent or legal representative 
Extension of limitation period 
Bar to claims 

Orders after March 3, 2004 and before effect 
Court costs 


Definition of “amount payable” 
Certificates 

Registration in court 

Costs 

Charge on property 

Creation of charge 

Proceedings in respect of memorial 
Presentation of documents 

Sale, etc. 

Completion of notices, etc. 
Application for an order 

Deemed security 

Details in certificates and memorials 


Application of subsecs. 223(1) to (8) and (12) 
Application of subsecs. 223(9) to (11) 


224(1)-(1.2) Garnishment 


224(1.3) 
224(1.4) 


Definitions 
Garnishment [applies to the Crown] 


224(2), (3) Minister’s receipt discharges original liability 


224(4) 


Failure to comply with subsec. (1), (1.2) or (3) requirement 
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224(4.1) Failure to comply with subsec. (1.1) requirement 
224(5), (6) Service of garnishee 

224.1 Recovery by deduction or set-off 

2242 Acquisition of debtor’s property 

224.2 [Proposed] Acquisition of debtor’s property 


224.3(1) Payment of moneys seized from tax debtor 
224.3(2) Receipt of Minister 


225(1) Seizure of chattels 

225(1) [Proposed] Seizure of goods, chattels or movable property 
225(2) Sale of seized property 

225(3) Notice of sale 

225(4) Surplus returned to owner 

22355) Exemptions from seizure 


225.1(1) Collection restrictions [90 days or while under dispute] 
225.1(1.1) Collection-commencement day 

225.1(2) No action by Minister 

225.1(3) Idem [while under appeal to TCC] 

225.1(4) Idem [while under reference to TCC] 

225.1(5) Idem [waiting for test case] 

225.1(6) | Where subsecs. (1) to (4) do not apply 

225.1(7) Idem — large corporations 

225.1(8) Definition of “large corporation” 

Loo [Jeopardy orders] 

225.2(1) Definition of “judge” 

225.2(2) Authorization to proceed forthwith [jeopardy order] 
225.2(3) Notice of assessment not sent 

225.2(4) Affidavits 

225.2(5) Service of authorization and of notice of assessment 
225.2(6) How service effected 

225.2(7) | Application to judge for direction 

225.2(8) Review of authorization 

225.2(9) Limitation period for review application 
225.2(10) Hearing in camera 

225.2(11) Disposition of application 

225.2(12) Directions 

225.2(13) No appeal from review order 

226 

226(1), (2) Taxpayer leaving Canada 

226(2) [Proposed] Seizure in case of default of payment 
Dp 

227(1) Withholding taxes 

227(2) Return filed with person withholding 

227(3) Failure to file return 

227(4) Trust for moneys deducted 

227(4.1) Extension of trust 

227(4.2) Meaning of security interest 

227(4.3) Application to Crown 

227(5) Payments by trustees, etc. 

227(5.1) Definition of “specified person” 

227(5.2) | “Person” includes partnership 

227(6) Excess withheld, returned or applied 

227(6.1) Repayment of non-resident shareholder loan 
227(7) Application for assessment 

227(7.1) Application for determination 

227(8) Penalty 

227(8.1) Joint and several liability 

227(8.1) [Proposed] Joint and several, or solidary, liability 
227(8.2) Retirement compensation arrangement deductions 
227(8.3) Interest on amounts not deducted or withheld 
227(8.4) Liability to pay amount not deducted or withheld 
227(8.5) [Repealed] 

227(9), (9.1) Penalty 

227(9.2) Interest on amounts deducted or withheld but not remitted 
227(9.3) Interest on certain tax not paid 

227(9.4) Liability to pay amount not remitted 

227(9.5) Payment from same establishment 

227(10) Assessment 

227(10.01), (10.1) Part XII.5 [assessment] 
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227(10.2) Joint and several liability re contributions to RCA 

227(10.2) [Proposed] Joint and several, or solidary, liability re contributions to RCA 
227(10.3)-(10.9) [Repealed] 

227(11) Withholding tax 

227(12) Agreement not to deduct void 

227(13) | Minister’s receipt discharges debtor 

227(14) — Application of other Parts 

227(15) Partnership included in “person” 

227(16) Municipal or provincial corporation excepted 


227.1(1) Liability of directors for failure to deduct pal 
227.1(2) Limitations on liability 2 
227.1(3) Idem [due diligence defence] M4 
227.1(4) | Limitation period ” 
227.1(5) Amount recoverable <x 
227.1(6) Preference 
227.1(7) Contribution 

228 Applying payments under collection agreements 

229 Receipt of taxes by banks 


229.1 [Repeal of s. 229] 


General 
230 
230(1), (2) Records and books 
230(1.1) [Repealed under former Act] 
230(2.1) Idem, lawyers 
230(3) Minister’s requirement to keep records, etc. 
230(4) Limitation period for keeping records, etc. 
230(4.1) Electronic records 
230(4.2) Exemptions 
230(5) Exception 
230(6) Exception where objection or appeal 
230(7) Exception where demand by Minister 
230(8) Permission for earlier disposal 
7 i) 
230.11) Records re monetary contributions — Canada Elections Act 
230.1(2) Information return 
230.1(1) [Proposed] Records re monetary contributions 
230.1(2) [Proposed] Information return 
230.1(3) Application of subsecs. 230(3) to (8) 
230.1(4)-(7) [Repealed] 
231 Definitions 
2311 
231.1(1) [Audits,] inspections 
231.1(2) Prior authorization 
231.1(3) Application 


231.2(1) Requirement to provide documents or information 

231.2(1) [Proposed] Requirement to provide documents or information 
231.2(2) Unnamed persons 

231.2(3) Judicial authorization 

231.2(4) Service of authorization 

231.2(5) Review of authorization 

231.2(6) Powers on review 

231.2(7) [Repealed under former Act] 


231.3(1) Search warrant 

231.3(2) Evidence in support of application 
231.3(3) Evidence 

231.3(4) Contents of warrant 

231.3(5) Seizure of document 

231.3(6) Retention of things seized 
231.3(7) Return of things seized 

231.3(8) Access and copies 


231.4(1) Inquiry 

231.4(2) Appointment of hearing officer 

231.4(3) Powers of hearing officer 

231.4(4) When powers to be exercised 

231.4(5) Rights of witness at inquiry 

231.4(6) Rights of person whose affairs are investigated 
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Copies 
Compliance 


Definition of “foreign-based information or document” 
Requirement to provide foreign-based information 
Notice 

Review of foreign information requirement 


231.6(5), (6) Powers on review 


Time during consideration not to count 
Consequence of failure 


Compliance order 

Notice required 

Judge may impose conditions 
Contempt of court 

Appeal 


[Solicitor-client privilege] Definitions 

Solicitor-client privilege defence 

Seizure of certain documents where privilege claimed 
Examination of certain documents where privilege claimed 
Application to judge 

Disposition of application 

Order to deliver or make available 

Delivery by custodian 

Continuation by another judge 

Costs 

Directions 


232(11), (12) Prohibition 


233.2(2) 
233.2(2) 
233.2(3) 
233.2(4) 
233.2(4) 
233.2(4.1) 
233.2(5) 
5a5 
233.3(1) 
233.3(2) 
233.3(3) 
233.4 
233.4(1) 
233.4(2) 
233.4(3) 
233.4(4) 
233.5 
233.6 
233.6(1) 
233.6(2) 
233.7 
234 


Authority to make copies 
Waiver of claim of privilege 
Compliance 


Information return 

Partnerships 

Application to members of partnerships 
[Reporting transactions with related non-residents] 
Definitions 

Reporting person’s information return 
Reporting partnership’s information return 

De minimis exception 

Deemed member of partnership 

[Reporting transfers or loans to foreign trusts] 
Definitions 

Non-arm’s length indicators 

[Proposed] Rule of application 

Partnerships 

Filing information on specified foreign trusts 
[Proposed] Filing information on foreign trusts 
[Proposed] Similar arrangements 

Joint filing 

[Reporting foreign property] 

Definitions 

Application to members of partnerships 
Returns respecting foreign property 
[Reporting foreign affiliates] 

Reporting entity 

Rules of application 

Application to members of partnerships 
Returns respecting foreign affiliates 

Due diligence exception 


Returns respecting distributions from non-resident trusts 
Excluded trust defined 
Exception for first-year residents 


234(1)-(3) Ownership certificates 


234(4)-(6) 


234.1 
235 


[Repealed under former Act] 
[Repealed under former Act] 
Penalty for failing to file corporate returns [large corporations] 
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236 Execution of documents by corporations 


237(1) Social Insurance Number 
237(1.1) Production of number 


237(2) Number required in information returns 

237(3) Authority to communicate number 

237(4) Authority to communicate number [for demutualization] 
237.1 


237.1(1) Definitions 

237.1(2) Application 

237.1(3) Identification 

237.1(4) Sales prohibited 

237.1(5) Providing tax shelter number 

237.1(6), (6.1) Deductions and claims disallowed 
237.1(6.2) Assessments 

237.1(7) Information return 

237.1(7.1) Time for filing return 

237.1(7.2) Time for filing — special case 

237.1(7.3) Copies to be provided 

237.1(7.4) Penalty 

237.1(8) Application of sections 231 to 231.3 

237.2 Application of section 237.1 

2373 [Proposed] 

237.3(1) | [Proposed] Definitions 

237.3(2) [Proposed] Application 

237.3(3) [Proposed] Clarification of reporting transactions in series 
237.3(4) [Proposed] Application 

237.3(5) [Proposed] Time for filing return 

237.3(6) [Proposed] Tax benefits disallowed 

237.3(7) [Proposed] Assessments 

237.3(8) [Proposed] Penalty 

237.3(9) | [Proposed] Joint and several liability 

237.3(10) [Proposed] Joint and several liability — special cases 
237.3(11) [Proposed] Due diligence 

237.3(12) [Proposed] Reporting not an admission 
237.3(13) [Proposed] Application of ss. 231 to 231.3 
237.3(14) [Proposed] Tax shelters and flow-through shares 
237.3(15) [Proposed] Tax shelters and flow-through shares — penalty 
237.3(16) [Proposed] Anti-avoidance 
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Offences and Punishment 
238 
238(1) Offences and punishment 
238(2) Compliance orders 
238(3) Saving 
239 
239(1) Other offences and punishment 
239(1.1) Offences re refunds and credits 
239(2) Prosecution on indictment 
239(2.1) Providing incorrect tax shelter identification number 
239(2.2), (2.21) Offence with respect to confidential information 
239(2.22) Definitions 
239(2.3) Offence with respect to an identification number 
239(3) Penalty on conviction 
239(4) Stay of appeal 
239(5) Offence and punishment without reference to subsec. 120(2.2) [aboriginals] 


240 

240(1) Definition of “taxable obligation” and “non-taxable obligation” 

240(2) Interest coupon to be identified in prescribed manner — offence and punishment 
241 

241(1) Provision of information 

241(2) Evidence relating to taxpayer information 

241(3) Communication where proceedings have been commenced 


241(3.1) Circumstances involving danger 

241(3.2) Registered charities 

241(3.3) [Proposed] Information may be communicated 
241(4) Where taxpayer information may be disclosed 
241(4.1) Measures to prevent unauthorized use or disclosure 
241(5) Disclosure to taxpayer or on consent 

241(6) Appeal from order or direction 

241(7) Disposition of appeal 

241(8) Stay of order or direction 
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241(9), (9.1) Threats to security 


241(9.2) 
241(9.3) 
241(9.4) 
241(10) 

241(11) 

242 

243 


244 
244(1) 
244(2) 
244(3) 
244(4) 
244(5) 
244(6) 
244(7) 
244(8) 
244(9) 
244(10) 
244(11) 
244(12) 
244(13) 
244(13.1) 
244(14) 
244(14.1) 
244(15) 
244(16) 
244(17) 
244(18) 
244(19) 
244(20) 
244(21) 
244(22) 


245 
245(1) 
245(2) 
245(3) 
245(4) 
245(5) 
245(6) 
245(7) 
245(8) 
246 

246(1) 
246(2) 


247 
247(1) 
247(2) 
247(3) 
247(4) 
247(5) 
247(6) 
247(7) 
247(7.1) 
247(8) 
247(9) 
247(10) 
247(11) 


248 
248(1) 
248(1.1) 
248(2) 
248(3) 
248(3.1) 
248(3.2) 


Restrictions on information sharing 

Public disclosure 

Public disclosure by representative of government entity 
Definitions 

PGRT Act references 

Officers, etc., of corporations 

Power to decrease punishment 


Procedure and Evidence 


Information or complaint 

Two or more offences 

Venue 

Limitation period 

Proof of service by mail 

Proof of personal service 

Proof of failure to comply 

Proof of time of compliance 
Proof of documents 

Proof of no appeal 

Presumption 

Judicial notice 

Proof of documents 

[Repealed] 

Mailing or sending date 

Date when electronic notice sent 
Date when assessment made 
Forms prescribed or authorized 
Proof of return in prosecution for offence 
Idem, in proceedings under Division J of Part I 
Proof of statement of non-receipt 
Members of partnerships 

Proof of return filed 

Filing of information returns 


PART XVI — TAX AVOIDANCE 
{General Anti-Avoidance Rule — GAAR] 
Definitions 
General anti-avoidance provision [GAAR] 
Avoidance transaction 
Application of subsec. (2) 
Determination of tax consequences 
Request for adjustments 
Exception 
Duties of Minister 


Benefit conferred on a person 
Arm’s length 


PART XVI.1 — TRANSFER PRICING 


Definitions 

Transfer pricing adjustment 

Penalty 

Contemporaneous documentation 

Partner’s gross revenue 

Deemed member of partnership 

Exclusion for loans to certain controlled foreign affiliates 
[Proposed] Exclusion for guarantees in respect of certain controlled foreign affiliates 
Provisions not applicable 

Anti-avoidance 

No adjustment unless appropriate 

Provisions applicable to Part 


PART XVII — INTERPRETATION 


Definitions 

[Proposed] Non-disposition before December 24, 1998 

Tax payable 

Property subject to certain Quebec institutions and arrangements [deemed trusts] 
Gift of bare ownership of immovables 

Qualifying arrangement 
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Interest in real property 

[Proposed] Real right in immovables 

Substituted property 

“Class” of shares issued in series 

[Deemed date of] Receipt of things mailed 

Occurrences as a consequence of death 

Definitions 

How trust created 

Vested indefeasibly 

Series of transactions 

Compound interest 

Identical properties 

Interests in trusts and partnerships 

Related corporations 

Goods and services tax — change of use 

Goods and services tax — input tax credit and rebate 
[Proposed] Goods and services tax — input tax credit and rebate 
[Proposed] Quebec input tax refund and rebate 

Application of subsec. (16) to passenger vehicles and aircraft 
[Proposed] Application of subsec. (16) to passenger vehicles and aircraft 
[Proposed] Application of subsec. (16.1) to passenger vehicles and aircraft 
[Proposed] Input tax credit on assessment 

[Proposed] Quebec input tax refund on assessment 

Goods and services tax — repayment of input tax credit 
[Proposed] Repayment of Quebec input tax refund 

When property available for use 

Partition of property 

[Proposed] Partition of property 

Subdivision of property 

[Proposed] Subdivision of property 

Matrimonial regimes 

Dissolution of a matrimonial regime 

Transfers after death 

[Proposed] Transfers after death 

Accounting methods 

Beneficially interested 

Trust-to-trust transfers 

Trusts to ensure obligations fulfilled 

Cost of trust interest 

Where acquisition by another of right to enforce 

Debt obligations 

Parts of debt obligations 

Limitation respecting inclusions, deductions and tax credits 
[Repealed] 

[Proposed] Intention to give 

[Proposed] Eligible amount of gift or monetary contribution [split receipting] 
[Proposed] Amount of advantage 

[Proposed] Cost of property acquired by donor 

[Proposed] Repayment of limited-recourse debt 

[Proposed] Deemed fair market value [of donated property] 
[Proposed] Non-arm’s length transaction 

[Proposed] Non-application of subsec. (35) 

[Proposed] Artificial transactions 

[Proposed] Substantive gift [selling property and donating proceeds] 
[Proposed] Inter-charity gifts 

[Proposed] Information not provided 


Definition of “taxation year” 

[Proposed] Definition of “taxation year” 

[Proposed] References to calendar year 

References to certain taxation years and fiscal periods 
Deemed year end where fiscal period exceeds 365 days 
Year end on [CCPC] status change 

Year end on change of control 

[Proposed] Testamentary trusts 

[Proposed] Loss of testamentary trust status 


Definition of “fiscal period” 
Not a member of a partnership 
Subsequent fiscal periods 
Alternative method 
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249.1(5) 
249.1(6) 
249.1(7) 
250 


Detailed Table of Sections 


Alternative method not applicable to tax shelter investments 
Revocation of election 
Change of fiscal period 


250(1), (2) Person deemed resident 


250(3) 
250(4) 
250(5) 
250(5.1) 
250(6) 
250(6.1) 
250(7) 
250.1 
pa! 
251(1) 
251(2) 
251(3) 
251(3.1) 
251(3.2) 
251(4) 
251(5) 
251(6) 
Diba 

Pa SVAN ED) 


Ordinarily resident 

Corporation deemed resident 

Deemed non-resident 

Continued corporation 

Residence of international shipping corporation 
Residence of inter vivos trusts 

Residence of a qualifying environmental trust 
Non-resident person’s taxation year and income 


Arm’s length 

Definition of “related persons” 

Corporations related through a third corporation 
Relation where amalgamation or merger 
Amalgamation of related corporations 
Definitions concerning groups 

Control by related groups, options, etc. 

Blood relationship, etc. 


Definition of “affiliated persons” 
Affiliation where amalgamation or merger 
Definitions 

Interpretation 


Extended meaning of “child” 

Relationships 

Extended meaning of “spouse” and “former spouse” 

[Proposed] Extended meaning of “spouse” and “former spouse” 
[Repealed] 

Union [as] employer 

Extended meaning of “carrying on business” [in Canada] 
Investments in limited partnerships [deemed not carrying on business] 
[Proposed] Investments in limited partnerships 

Contract under pension plan 

“Canada” 


Associated corporations 

Definition of “specified class” 

Control, etc. 

Parent deemed to own shares 

Options and rights 

Person related to himself, herself or itself 
Exception 

Corporations associated through a third corporation 
Anti-avoidance 


256(3)-(5) Saving provision 
256(5.1), (6) Control in fact 


256(6.1) 
256(6.2) 


Simultaneous control 

Application to control in fact 
Acquiring control 

[Proposed] Acquiring control 
Deemed exercise of right 
Corporations without share capital 
Date of acquisition of control 
Negative amounts 


[Repealed under former Act] 

Deemed dividend on term preferred share 
Deemed interest on preferred shares 
Exception 

Deemed interest on certain shares 


Proportional holdings in trust property 

[Proposed] Proportional holdings in trust property 
[Repealed] 

Election 

Requirement to provide information 
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259(5) Definitions 


260(1) Definitions 

260(1.1) Eligible dividend 

260(1.1) [Proposed] Eligible dividend 

260(2) Non-disposition 

260(3), (4) Disposition of right 

260(5) Deemed dividend 

260(5) [Proposed] Where subsec. (5.1) applies 
260(5.1) [Proposed] Deemed character of compensation payments [temporary] 
260(6) Non-deductibility 

260(6) [Proposed] Deductibility 

260(6.1) Deductible amount 

260(7) Dividend refund 

260(7) [Proposed] Dividend refund 

260(8) Non-resident withholding tax 

260(8) [Proposed] Non-resident withholding tax 
260(8.1) [Proposed] Deemed fee for borrowed security 
260(8.2) [Proposed] Effect for tax treaties 

260(9) Restricted financial institution 

260(10) Non-arm’s length compensation payment 
260(10) — [Proposed] Partnerships 

260(11) [Proposed] Corporate members of partnerships 
260(12) — [Proposed] Individual members of partnerships 
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261 [Functional currency reporting] 
261(1) Definitions 
261(2) Canadian currency requirement 


261(3) Application of subsec. (5) 

261(4) Revocation of election 

261(5) Functional currency tax reporting 

261(5)(a) [elected currency to be used] 

261(5)(b) [dollar amounts] 

261(5)(c) [conversion at date amount arose] 

261(5)(d) [debt forgiveness] 

261(5)(e) [subsec. 39(2)] 

261(5)(f) [loss carryovers] 

261(5)(g) [definition “foreign currency”] 

261(5)(h) [FAPI rules] 

261(6) Partnerships 

261(6.1) Foreign affiliates 

261(7) Converting Canadian currency amounts [ — use last day of year] 
261(8) Converting pre-transition debts 

261(9) Pre-transition debts 

261(10) Deferred amounts relating to pre-transition debts 
261(11) Determination of amounts payable [under the Act] 
261(12) | Application of subsecs. (7) and (8) to reversionary years 
261(13) — Pre-reversion debts 

261(14) Deferred amounts relating to pre-reversion debts 
261(15) | Amounts carried back 

261(15) [Proposed] Amounts carried back 

261(16) | Windings-up 

261(17) |Amalgamations 

261(18)  Anti-avoidance 

261(19) Mergers 

261(20) Application of subsec. (21) 

261(21) Income, gain or loss determinations 

261(22) Partnership transactions 


262(1) Authority to designate stock exchange 
262(2) Revocation of designation 

262(3) Timing 

262(4) Publication 

262(5) Transition 


SCHEDULE [PROPOSED] : LISTED CORPORATIONS 
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INCOME TAX ACT 


An Act Respecting Income Taxes 


REVISED STATUTES OF CANADA 1985, c. 1 (STH SUPPLEMENT), AS AMENDED BY 1994, cc. 7, 8, 13, 21, 28, 29, 38, 

be AIID, .CCoiliy ds DL ed lid Seed «3 Os 40s 1 990; CC, Onl be 2h,23; 199 7ccc, 10.12, 25526: 1998 cc. 19-21 134-1900" cc 10. Le. 

22 26,03.) 2000; con 9/1 25714, 19) 309 2001 cc. 16, 07,271,413; '|2002-sec,28,..9: 2003 ce, 15) 1928+, 2004). cc, 11-22. 24°25 96: 

2005, cc. 19, 213530; 33.434; 353538542; 49;.2006::ccsJci4,. 9, 12: 2007 5.eC. 2,0 16% 29: (3543622008: C: 282 2009. co. 2) 3172010; 
Cea 12d: 


REVISED STATUTES OF CANADA 1952, c. 148, PARTS I TO IIA, V TO VIT WERE REPEALED BY 1970-71-72, c. 63, s. 1 (PART 
I) AND NEW PARTS I TO XVII WERE SUBSTITUTED (THE “AMENDED ACT”), APPLICABLE BY s. 9 TO THE 1972 AND 
SUBSEQUENT TAXATION YEARS. THE AMENDED ACT HAS BEEN AMENDED BY 1972, c. 9; 1973-74, cc. 14, 29, 30, 44, 45, 
49, 51; 1974-75-76, cc. 26, 50, 58, 71, 87, 88, 95, 106; 1976-77, c..4, 10; 1977-78, cc. 1, 4, 32, 41, 42; 1978-79, c. 5; 1979, c. 5; 1980-81- 
82-83, cc. 40, 47, 48, 68, 102, 104, 109, 140, 158, 161, 167; 1984, c. 1; 1984, cc. 6, 19, 29, 31, 45; 1985, cc. 22, 45; 1986, cc. 2, 6, 24, 40, 
44, 55,58; 1987, cc. 3, 23, 34, 45, 46; 1988, cc. 28, 55, 65; 1990, cc. 1, 34, 35, 39, 42, 45; 1991, cc. 22, 47, 49; 1992; cc. 1, 24, 27, 29, 48; 


1993, cc. 24, 27. 


REVISED STATUTES OF CANADA 1952, c. 148, APPLICABLE TO THE 1953 AND SUBSEQUENT TAXATION YEARS (THE 
“FORMER ACT’), WAS AMENDED BY 1952-53, c. 40; 1953-54, c. 57; 1955, cc. 54, 55; 1956, c. 39; 1957, c. 29; 1957-58, c. 17; 1958, 
c. 32; 1959, c. 45; 1960, c. 43; 1960-61, cc. 17, 49; 1962-63, c. 8; 1963, cc. 21, 41; 1964-65, cc. 13, 26, 54; 1965, cc. 12, 18; 1966-67, cc. 
25, 47, 69, 82, 84, 91, 96, 97; 1967-68, c. 38; 1968-69, cc. 28, 33, 44; 1969-70, c. 8; 1970-71-72, cc. 1, 11, 30, 48, 63, 64. 


1. Short title — This Act may be cited as the Income Tax Act. 


PART | — INCOME TAX 


DIVISION A — LIABILITY FOR TAX 


2. (1) Tax payable by persons resident in Canada — An in- 
come tax shall be paid, as required by this Act, on the taxable in- 
come for each taxation year of every person resident in Canada at 
any time in the year. 


Possible Future Amendment — Taxation of 
Corporations: at Group Level _ 


See under 1116), 
Consolidations”. 


“Possible _ ue Amendient — Corporat | Loss 


Related Provisions: 2(2)— Calculation of taxable income; 94(3)(a)(i) [pro- 
posed] — Application to trust deemed resident in Canada; 96 — Partnerships and their 
members; 104 — Trusts and estates; 114 — Residence for part of year; 126 — Foreign 
tax credit; 127.5 — Alternative minimum tax; 149 -— Exempt persons; 250. — Ex- 
tended meaning of resident. 


Selected Cases [subsec. 2(1)]: Garron Family Trust (Trustee of) v. R., [2010] 2 
C.T.C. 2346 (TCC); aff’d.2010 CarswellNat 4259 (FCA) (Test for determining resi- 
dence of trusts same as for corporations, i.e., place of central management and control); 
Hauser v. R., [2006] 4 C.T.C. 193 (FCA) (Pilot residing in Bahamas, but based in 
Canada for purposes of employment ordinarily resident in Canada); Harris-Eze v. R., 
[2002] 1 C.T.C. 2174 (TCC) (Indicia of taxpayer’s attachments to Canada insufficient 
to result in being “ordinarily resident’); Kadrie v. R., [2001] 4 C.T.C. 2551 (TCC) 
(OECD concept of “centre of vital interests” rejected in determination of residence); 
Fischer vy. R., [1995] 1 C.T.C. 2011 (TCC) (Factors considered where connections with 
both Japan and Canada); Wassick v. R., [1994] 2 C.T.C. 2235 (TCC) (Factors consid- 
ered by Court in determination of residence); R. v. Bergelt, [1986] 1 C.T.C. 212 
(FCTD) (Taxpayer severed residential ties by taking permanent job in U.S.); R. v. 
Gurd’s Products Co. Ltd., [1985] 2 C.T.C. 85 (FCA); leave to appeal to SCC refused 
(1985), 64 N.R. 156 (note), (sub nom. Gurd’s Products v. MNR) (Wholly owned Ca- 
nadian subsidiary carrying on business in Canada deemed to be resident despite central 
management and control in U.S.); Thibodeau Family Trust v. R., [1978] C.T.C. 539 
(FCTD) (Trust non-resident where majority of trustees reside in Bermuda; trust cannot 
be resident in two places); MNR v. Stickel, [1974] C.T.C. 416 (SCC) (Retention of U.S. 
residence for purposes of treaty exemption from Canadian tax related to period of em- 
ployment as teacher, not to length of visit); Zehnder & Co. v. MNR, [1970] C.T.C. 85 
(Exch.) (Taxpayer company resident when authority vested in Canadian directors de- 
spite non-resident shareholders); Bedford Overseas Freighters Ltd. v. MNR, [1970] 
C.T.C. 69 (Exch.) (Taxpayer company resident when authority vested in Canadian 
directors); MNR v. Crossley Carpets (Canada) Ltd., [1968] C.T.C. 570 (Exch.) (Where 
central management and control exercised in two countries, corporation had dual 
residence); Schujahn v. MNR, [1962] C.T.C. 364 (Exch.) (Intention not relevant; resi- 
dence is question of fact). 


Interpretation Bulletins: IT-106R3: Crown corporation employees abroad; IT- 
221R3: Determination of an individual’s residence status; IT-447: Residence of a trust 
or estate. 


(2) Taxable income — The taxable income of a taxpayer for a 
taxation year is the taxpayer’s income for the year plus the addi- 
tions and minus the deductions permitted by Division C. 


Related Provisions: 3— Income for taxation year; 15.1(2)(c)—Issuer of small 
business development bond; 33.1 — Calculation of income for international banking 
centre; 110.5 — Additions for foreign tax deductions; 248(1) — “Taxable income” 
may not be less than nil; 261(7) — Functional currency reporting. 


(3) Tax payable by non-resident persons — Where a person 
who is not taxable under subsection (1) for a taxation year 


(a) was employed in Canada, 
(b) carried on a business in Canada, or 
(c) disposed of a taxable Canadian property, 


at any time in the year or a previous year, an income tax shall be 
paid, as required by this Act, on the person’s taxable income earned 
in Canada for the year determined in accordance with Division D. 


Related Provisions [subsec. 2(3)]; 94(3)(a)(i) [proposed] — Application to trust 
deemed resident in Canada; 96(1.6)— Members of partnership deemed carrying on 
business in Canada; 114 — Residence for part of year; 115(2)(d) — Non-resident 
deemed employed in Canada; 115(2.1), (2.2) — Non-resident actors; 115(2.3) — Non- 
resident Olympic athletes and officials; 120(1) — Federal surtax on non-resident’s in- 
come not earned in a province; 150(1)(a), 150(1.1)(b) — Requirements for non-re- 
sidents to file returns; 212—219 — Tax on non-residents; 217(3)(a)— Non-resident 
making election is deemed employed in Canada; 250.1(a) — Taxation year of non-resi- 
dent person; 253 — Extended meaning of carrying on business in Canada; Canada-U.S. 
Tax Treaty:Art. VII — Business profits of U.S. resident. 


Selected Cases [subsec. 2(3)]: Beame v. R., [2004] 2 C.T.C. 265 (FCA); rev’ g 
{2003] 2 C.T.C. 2140 (TCC) (“Capital gain” in Canada-U.K. Agreement refers to “tax- 
able capital gain’); Hertel (M.) v. MNR, [1993] 2 C.T.C. 2050 (TCC) (Dual resident 
was German resident under treaty); Placrefid Ltd. v. MNR, [1992] 2 C.T.C. 198 
(FCTD) .(Payment to cancel settlement agreement not proceeds of disposition of 
option); Randall v. R., [1985] 1 C.T.C. 268 (FCTD) (Inactive non-resident partner taxa- 
ble on profit participation); Pullmanvy. R., [1983] C.T.C. 52 (FCTD) (Non-resident not 
taxable if not carrying on business in Canada); Loeck v. R., [1982] C.T.C. 64 (FCA) 
(Real estate transactions carried out by agent for non-resident constitute adventure in 
nature of trade); Rutenberg v. MNR, [1979] C.T.C. 459 (FCA) (U.S. resident’s transac- 
tions through Canadian broker not sheltered by Canada-U.S. Tax Convention); Abed v. 
MNR, [1978] C.T.C. 5 (FCTD) (Non-resident taxable when carrying on business in 
Canada despite no permanent establishment); Masri v. MNR, [1973] C.T.C. 448 
(FCTD) (U.S. resident carrying on business in Canada exempt under Canada-U.S. Tax 
Convention where no permanent establishment in Canada); Tara Exploration and 
Development Co. Ltd. vy. MNR, [1972] C.T.C. 328 (SCC) (Adventure in the nature of 
trade taxable despite no permanent establishment in Canada), 


Interpretation Bulletins [subsec. 2(3)]: IT-113R4: Benefits to employees — stock 
options; IT-168R3: Athletes and players employed by football, hockey and similar 


S. 2(3) 


clubs; IT-171R2: Non-resident individuals — computation of taxable income earned in 
Canada and non-refundable tax credits (archived); IT-176R2: Taxable Canadian pro- 
perty — Interests in and options on real property and shares; IT-221R3: Determination 
of an individual’s residence status; IT-262R2: Losses of non-residents and part-year 
residents; IT-298: Canada-U.S. Tax Convention — number of days “present” in Can- 
ada (archived); IT-379R: Employees profit sharing plans — allocations to benefi- 
ciaries; IT-393R2: Election re tax on rents and timber royalties — non-residents; IT- 
420R3: Non-residents — income earned in Canada; IT-421R2: Benefits to individuals, 
corporations and shareholders from loans or debt; IT-434R: Rental of real property by 
individual. 

Forms [subsec. 2(3)]: NR73: Determination of residency status (leaving Canada); 
NR74: Determination of residency status (entering Canada); T1248 SCH D: Informa- 
tion about your residency status; T4058: Non-residents and temporary residents of Can- 
ada [guide]. 

Definitions [s. 2]: “business” — 248(1); “carried on a business in Canada” — 253; 
“employed” — 248(1); “employed in Canada” — 115(2)(d); “non-resident”, “person”, 
“property” — 248(1); “resident in Canada” — 94(3)(a), 250; “taxable Canadian pro- 
perty” — 248(1); “taxable income” — 2(2), 248(1); “taxable income earned in Can- 
ada” — 115(1), 248(1); “taxation year’ — 249, 250.1(a); “taxpayer” — 248(1). 


DIVISION B — COMPUTATION OF INCOME 
Basic Rules 


3. Income for taxation year — The income of a taxpayer for a 
taxation year for the purposes of this Part is the taxpayer’s income 
for the year determined by the following rules: 


(a) determine the total of all amounts each of which is the tax- 
payer’s income for the year (other than a taxable capital gain 
from the disposition of a property) from a source inside or 
outside Canada, including, without restricting the generality of 
the foregoing, the taxpayer’s income for the year from each of- 
fice, employment, business and property, 


(b) determine the amount, if any, by which 
(i) the total of 


(A) all of the taxpayer’s taxable capital gains for the year 
from dispositions of property other than listed personal 
property, and 


(B) the taxpayer’s taxable net gain for the year from dis- 
positions of listed personal property, 


exceeds 


(ii) the amount, if any, by which the taxpayer’s allowable 
capital losses for the year from dispositions of property other 
than listed personal property exceed the taxpayer’s allowable 
business investment losses for the year, 


(c) determine the amount, if any, by which the total determined 
under paragraph (a) plus the amount determined under para- 
graph (b) exceeds the total of the deductions permitted by subdi- 
vision e in computing the taxpayer’s income for the year (except 
to the extent that those deductions, if any, have been taken into 
account in determining the total referred to in paragraph (a)), 
and 


(d) determine the amount, if any, by which the amount deter- 
mined under paragraph (c) exceeds the total of all amounts each 
of which is the taxpayer’s loss for the year from an office, em- 
ployment, business or property or the taxpayer’s allowable busi- 
ness investment loss for the year, 


Proposed Amendment — on hold — 3(d) _ 


(d) determine the amount, if any, by which the amount deter- 
mined under paragraph (c) exceeds the total of all amounts 
each of which is the taxpayer’s loss for the year from a source © 


that is an office, employment, business or property or the tax- _ 


payer’s allowable business investment loss for the year, 


Application: The October 31, 2003 draft legislation (REOP), s. 1, would have 
amended para. 3(d) to read as above, applicable to taxation years that ae after 
2004 (but see Application note to 3.1). a 


Technical Notes: Both of these changes [see also 111(8)“non-capital loss”E 

ed.] are consequential amendments to proposed new subsection 3.1(1), and diactty 
that it is only losses that are from a source that may be deducted in computing a 
taxpayer's income or considered to be non-capital losses under subsection 111(8). 


Income Tax Act, Part I 


and for the purposes of this Part, 


(e) where an amount is determined under paragraph (d) for the 
year in respect of the taxpayer, the taxpayer’s income for the 
year is the amount so determined, and 


(f) in any other case, the taxpayer shall be deemed to have in- 
come for the year in an amount equal to zero. 


Related Provisions: 3.1 [proposed] — Reasonable expectation of profit required for 
taxpayer to have loss from business or property; 66(14) — Amount deductible under 
ITAR 29 deemed deductible under subdivision e; 94(3)(a)(ii) [proposed] — Applica- 
tion to trust deemed resident in Canada; 115(1)(b), (b.1), (c) — Application of s. 3 to a 
non-resident; 146.2(7) — No tax on income received in TFSA. 


History: That portion of s. 3 following para. (d) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), s. 1, applicable to 1990 et seg. That portion formerly read: 


and the amount, if any, determined under paragraph (d) is the taxpayer’s income 
for the year for the purposes of this Part. 


Selected Cases [s. 3]: Laurin v. R., [2008] 3 C.T.C. 100 (FCA) (Deference to 
findings of fact in determining residence); Hiscock v. R., [2007] 1 C.T.C. 2516 (TCC) 
(Provincial legislation reserved issue of residency to provincial superior court); Dumas 
v. R., [2001] 1 C.T.C. 2490 (TCC) (Underlying nature of claim will determine taxabil- 
ity; courts free to examine pleadings in relevant court proceedings); Fortino v..R., 
[2000] 1 C.T.C. 349 (FCA); aff'g [1997] 2 C.T.C. 2184 (TCC) (Non-competition 
agreements not a source of income); Kennedy y. R., [2000] 1 C.T.C. 2475 (TCC) 
(Characterization of income is made under Canadian, not foreign, law); R. v. Robson, 
[1999] 2 C.T.C. 171 (Ont CA); leave to appeal to SCC refused (1999), 243 N.R. 394 
(note) (Secret commissions are income); Endres v. R., [1998] 1 C.T.C. 2259 (TCC) 
(Absence of visa and maintenance of Canadian medicare coverage did not affect non- 
resident status); Boston v. R., [1998] 1 C.T.C. 2217 (TCC) (Residence outside Canada 
even though wife remained in Canada); Mastri v. R., [1997] 3 .C.T.C. 234 (FCA) (No 
“source” of income if no reasonable expectation of profit); Schwartz v. Canada, [1996] 
1 C.T.C. 303 (SCC) (Provision contemplates taxability of income from unenumerated 
sources); Bellingham v. Canada, [1996] 1 C.T.C. 187 (FCA) (“Additional” interest in 
expropriation not income property nor income from a “source” and not taxable); R. v. 
Fries, [1990] 2 C.T.C. 439 (SCC) (Strike pay from union defence fund not income); 
Beique v. R., [1981] C.T.C. 75 (FCA) (Attempt to split income between husband and 
wife under Quebec law not allowed). 


Definitions [s. 3]: “allowable business investment loss” — 38(c), 248(1); “allowable 
capital loss” — 38(b), 248(1); “amount”, “business” — 248(1); “Canada” — 255; “em- 
ployment” — 248(1); “foreign resource property” — 66(15), 248(1); “listed personal 
property” — 54, 248(1); “office”, “property” — 248(1); “taxable capital gain” — 
38(a), 248(1); “taxable net gain” — 41(1), 248(1); “taxation year” — 11(2), 249; “tax- 
payer” — 248(1). 


1.T. Application Rules: 20(3)(c), 20(5)(c). 


Interpretation Bulletins: [T-98R2: Investment corporations (archived); IT-169: 
Price adjustment clauses; IT-206R: Separate businesses; IT-232R3: Losses — their de- 
ductibility in the loss year or other years; IT-256R: Gains from theft, defalcation or 
embezzlement; IT-262R2: Losses of non-residents and part-year residents; IT-270R3: 
Foreign tax credit; IT-334R2: Miscellaneous receipts; IT-365R2: Damages, settlements 
and similar receipts; IT-377R: Director’s, executor’s or juror’s fees (archived); IT- 
381R3: Trusts — capital gains and losses and the flow-through of taxable capital gains 
to beneficiaries; IT-393R2: Election re tax on rents and timber royalties — non-re- 
sidents; IT-395R2: Foreign tax credit — foreign-source capital gains and losses; IT- 
420R3: Non-residents — income earned in Canada; IT-434R: Rental of real property 
by individual; IT-484R2: Business investment losses; IT-490: Barter transactions; IT- 
495R3: Child care expenses. 


Advance Tax Rulings: ATR-40: Taxability of receipts under a’structured settlement; 
ATR-S0: Structured settlement; ATR-68: Structured settlement. 


Forms: 1776: Statement of real estate rentals. 


Proposed Addition — 3.1 — Reasonable Expectation — 
: of ea, required, [to be changed] eee : 


Has 
31 a) Limit on dsc [REOP required] cig teipaiver haa” a 
loss for a taxation year from a source that is a business or property 
only if, in the year, it is reasonable to expect that the taxpayer wi il = 
realize a cumulative profit from that business or property for the — 
period in which the taxpayer has carried on, and can reasonably be _ 
expected to carry on, that business or has held, and can pene eee 
be expected to hold, that property. ‘ ) 


(2) Determination of profit — For dhe? purpose of ‘slibseciibh 
(1), profit is determined without reference to capital gains or "capi 
tal losses. 


Related Provisions: 93) - — Same rule in dane pikinesae nite or lois: 2 


Division B.-— Computation of Income 


Application: The October 31, 2003 draft legislation (REOP), s. Z would have ad- 


ded s. 3.1, applicable to taxation years that begin after 2004. [See however the com- 
ments in the March 23, 2004 Budget Supplementary Information, reproduced below. | 


Technical Notes: The following notes have been prepared to help taxpayers and 
tax professionals understand the attached legislative proposals. The notes are not ant 


official interpretation of either the existing law or the proposals they describe. - 


Since the attached proposals. are. intended to be the subject of extensive comaleion 
these notes have been — in a relatively rei Pee seit hae include seve 


examples. — 


The Department of Finance invites readers to saga written comments. ‘on the at- 


tached proposals. Submissions may be made to: Tax Legislation Division, ee - 


ment of ‘Finance, 140 oO Connor St Ottawa, Ontario KIA 0G5 


loss from a soufce that is a business or property for a taxation yer only en. 


year, it is reasonable to assume that taxpayer will realize, a cumulative roan from the 


business. or property, 


* in the case of a business, ‘during the time that the taxpayer te carted ‘on, or can : 


reasonably be expected to carry on, the business, or 


¢ in the case of a property, during the time that the taxpayer ha 
sonably be expected to hold, the property. 
Proposed new subsection 3.12) makes clear that profit, in the contex 
3.1(1), does not include capital gains or capital losses. 


The commentary that follows elaborates on key features of these provisions ond illus: < 


trates their a through the use of examples. 
Timing © . ee 
There are two oy timing elements] in this prov en ae time atw 
is required regarding the reasonable expectation of profit from th business or pro- 


perty, and the time period (referred to below as the “ ‘profitability time period”) over 
which the profitability eugene of ws Dusitiess or Ley will be — 


Annual ‘Evaluation / . 
Regard must be had to eee 3. 310); in each: year that a a taxpayer seeks to report a 
loss from a business or property. For example, assume that a taxpayer starts a busi- 


ness (“Business X”) in 2005 and — before applying t new subsection 3.1(1) — is con- 


sidered to realize losses from the business in the taxpayer’s 2005, 2006, 2007 and - 


2008 taxation years. For each of those years, an application of subsection 3.1(1) will 
be required. For the 2005 taxation year, the test under the subsection is whether it is 
reasonable in that same 2005 taxation year to expect that the taxpayer will realize a 
cumulative profit from Business X over the whole of the profitability time period. 
For 2006 the test is whether it is reasonable in the 2006 taxation year to expect a 


cumulative profit, again over the whole of the profitability time period. And for each — 


successive year, the same test will be applied: is it reasonable in that year to expect 
the taxpayer to profit from the business over the entire profitability time period? 


Assume further that in each of the taxpayer’s 2005 to 2007 taxation years it is deter- 


mined that it is indeed reasonable to expect that the taxpayer will profit from Busi- 
ness X over the profitability time period. The taxpayer will therefore have a loss, for 
each of those years, from the source that is Business X. However, if by 2008 it is no 
longer reasonable to expect that the taxpayer will realize a profit over the period that 


the taxpayer has, or can reasonably be expected to, carry on Business X, the test in - 
new subsection 3.1(1) will not be met for the 2008 taxation year. The loss in 2008 


will not be considered to be from a source and will not be deductible by the taxpayer. 


However, this determination in 2008 will not affect the previous conclusions reached _ 


in years 2005, through 2007: the losses for each of those years remain deductible. 
Profitability. Time Period 


In determining whether it is ato to pared: a Tee to ale, a: on feoin a 
business or property, new subsection 3.1(1) has regard to the entire period over 


which the taxpayer holds the property or carries on the business. The beginning of © 


that “profitability time period” will usually be uncontroversial: it is the time at which 
the taxpayer acquired the property or commenced carrying on the business. ‘There 
may occasionally be cases where that starting point is not obvious, but it is: anes 
that the existing law and practice will be able to resolve those. Q 7 


Determining the end of the profitability time period, on the other hand, will often Be 7 


more an exercise of reasonable expectation, The period runs, in principle, until the 


taxpayer disposes of the property or ceases to carry on the business. In most in- 
stances, however, this will not have happened before the end of the taxation year to. 
which subsection 3.1(1) is being applied. Rather, the taxpayer will be seeking to de-- 


duct a loss from a property or business that the taxpayer still plans to hold or to carry 
on for some time to come. Subsection 3.1(1) therefore includes in its scope the entire 


period in which the taxpayer “can feonae y be inlet to carry on n the business ' 


or to hold the property. 
Cumulative Profit 


Proposed subsection 3.1(1) requires an ac of expectations ‘for cumulative 


profit and losses, by which is meant the aggregate profit or loss over the entire profit- 
ability time period. It is thus not necessary that the taxpayer demonstrate an expecta- 
tion of profit — let alone an actual profit — in respect of any particular taxation year 
in order to be considered to have a reasonable expectation of profit. For instance, 
taxpayers will often realize a start-up loss from a business or property for one or 
more years before the business or property begins to generate a profit. The opposite 


y subsection . 


all Sassesoricak . 


S.3.1 


can also happen: a taxpayer may realize a profit i in one year and a loss in a subse- 
quent year. In each instance, the relevant test is the expectation of cumulative profit 
over the whole of the profitability time period, and a taxpayer would be able to claim 
a loss provided their expectations for a cumulative panei over ve entire relevant time 
period were reasonable. : ae 


F act- Specific 


Proposed subsection 3.1(1) requires that it must be Feaspnable. in the circumstances 
of the particular taxpayer to expect to profit from the property or business. A spe- 
cific taxpayer would not necessarily have a reasonable expectation of profit from a 
particular property solely because it might be reasonable, in other circumstances, for 
that property to yield a profit. For example, a rental property that produces rental 
revenue in excess of directly related rental expenses might on those facts alone be 


viewed as a property that should provide « a taxpayer with a reasonable expectation of 


profit. However, if a particular taxpayer incurs a large amount of debt in order to 
purchase the property, such that the amount of interest expense associated with the 
property means that the particular taxpayer cannot realize a profit from the rental 
activity, then that taxpayer would not have a reasonable expectation of profit in re- 
spect of that rental activity. Note that in such circumstances, the taxpayer may intend — 
to profit by reselling the property itself at a gain. If that were the taxpayer’s intention, 
the gain would presumably be considered on income account and could be included 
in the determination of profit for the purposes of subsection 3.1(1). See the commen- 
tary to proposed subsection 3. ~~ 


Objective Determination 


By requiring that the profit expectation be reasonable, it is sintenided that the determi- 
nation be made on an objective, and not a subjective, basis. This will very often make 
no difference to the result of the determination as most taxpayers are expected to act 
on a commercially rational basis. However, where a taxpayer has — or purports to 
have — expectations of profit that are objectively unreasonable, subjective beliefs 
will not suffice. For example, consider a taxpayer who borrows funds at an annual 
fixed rate of 8%, and uses those funds (and no others) to make an investment that has 
a fixed annual return of 5%. Further assume that the investment itself cannot increase 
in value. In this case, there is no reasonable expectation of profit, regardless of 
whether, on a subjective basis, the misinformed investor intended to profit, With no 
reasonable expectation of profit, the taxpayer will not be considered to have realized 
a loss from a source that is the investment. On the other hand, given that the taxpayer 
has expenses that exceed the revenue generated by the investment, it would be inap- 
propriate to tax any amount of that revenue. 


The above example also highlights that the test in proposed subsection 3.1(1) will not 
necessarily be met solely because there is no personal element to the carrying on of a 
business. or the holding | of a property. 


Not Every Business Is a Source 


The distinction between a business and a source of income or loss is important to 
understanding proposed section 3.1. The Act recognizes, and taxes, income only if it 
is income from a source. Similarly, a loss is deductible only if it is a loss from a 
source. Section 3.1 is intended to clarify that, in respect of businesses, it is only those 
losses from businesses that taxpayers carry on with a reasonable expectation of profit © 
that are to be considered as losses from a source. This implies that a taxpayer may be 
conducting a business without the taxpayer having a reasonable expectation of profit — 
from that business. This implication is deliberate, and is consistent with the descrip- 
tion of “business” in subsection 248(1) and the general understanding that a business 
may exist whenever a taxpayer has the subjective intention to make a profit, whether - 
or ‘not there is. objectively a reasonable expectation of profit. 


That i is to say that the fact that a taxpayer is carrying on a business, and incurs ex- 
penses that exceed revenues, does not by itself mean that the business is a source, 
such that the taxpayer may deduct the excess. Rather, as proposed section 3.1 makes 
clear, the taxpayer has a loss from a source that is that business only if the taxpayer 
has a reasonable expectation of profit from that business. 


Asymmetrical: No Rule on Income 


Proposed subsection 3.1(1) is not symmetrical, in that it does not address the circum- 
stances under which income will be considered to be from a source. This is inten- 
tional, and the provision should not be construed as suggesting that a taxpayer has a 
source of income only where the taxpayer has a reasonable expectation of profit from 
that source. A system that allowed taxpayers to prove the unreasonableness of their 
profit expectations in an effort to have, on that basis, untaxed income, would be 
inappropriate. i 


Profit and Subsection 3. iey. 


The reference to “profit” in proposed subsection 3. 1(1) i is intended to mean profit 

determined in accordance with generally accepted commercial principles. This is 
consistent with case law and the meaning of “profit” for the purposes of subsection 

9(1). > : 

Personal expenses are generally not vineueted for the purpose ofe earning profit om a 

business or property. Therefore, in assessing the profitability expectations of a pro- 

perty or business personal expenses would first need to be eliminated. 


Proposed subsection 3.1(2) makes clear that profit, in the context of subsection 
3.1(1), does not include capital gains or capital losses. For example, consider a tax- 
payer who purchases a rental property for the purpose of leasing it to non-arm’s- 
length persons. The taxpayer estimates that the expenses of financing and maintain- 
ing the property will exceed the revenue from the rental activity. Nonetheless, despite 


S. 3.1 Income Tax Act, Part I 


what appears to be a money-losing venture, the taxpayer chooses to: purchase the 
property with the expectation that a gain on the sale of the property will make up for 
the losses from the rental activity. In a sense, the rental activity could be viewed as a 
cost-defraying activity for what is really a property purchased with the intention to 
profit from its resale. In determining whether the taxpayer has a reasonable expecta- 
tion of profit from this property, the expected gain on the sale of the rental property 
would be included in the determination of “profit” only if it would be taxed not as a 
capital gain, but rather as ordinary income. 


Federal budget, Supplementary Information, Feb. 18, 2003: Deductibility of 
Interest and Other Expenses 


[See under 20(1)(c) — ed.] 


Dept. of Finance news release 2003-055, Oct. 31, 2003: Proposed Amend- 
ments to the Income Tax Act Related to the Deductibility of Interest and Other Ex- 
penses Related to a Source 


The Department of Finance today released for public comment draft proposals re- 
garding the deductibility of interest and other expenses for income tax purposes. 
These proposals, along with income tax interpretation bulletin IT-533, Interest De- 
ductibility and Related Issues, released today by the Canada Customs and Revenue 
Agency, form a coordinated Government response on the deductibility of interest and 
other expenses. 


This announcement follows up on a statement in the February 18, 2003, budget that 
the Department of Finance would propose measures to provide continuity in this im- 
portant area of the law. 


The proposed legislative amendments and draft interpretation bulletin are aimed at 
clarifying how the income tax system links the deductibility of certain expenses and 
losses to a taxpayer’s prospects for profit, objectively determined. The proposals in- 
clude specific Income Tax Act rules that require that there be a “reasonable expecta- 
tion of profit” from a business or property for a taxpayer to realize a loss from the 
business or property, and that make clear that profit in this sense does not include 
capital gains. These measures will reaffirm many current practices that support the 
deductibility of interest, including those relating to the deductibility of interest on 
money borrowed to purchase common shares. 


The package released today includes legislative proposals and explanatory notes with 
examples. These proposals are intended to have effect for taxation years beginning 
after 2004. The Department invites the public and tax professionals to comment on 
the proposals by December 31, 2003. 


For further information: Andrée Houde, Public Affairs and Operations Division, 
(613) 996-8080; Mike Scandiffio, Communications Advisor, Office of the Deputy 
Prime Minister and Minister of Finance, (613) 996-7861; Tax Legislation Division, 
(613) 943-9412. 


Federal budget, Supplementary Information, March 23, 2004: Deductibility 


of Interest and Other Expenses 


Interest and other expenses are generally deductible in computing income from a 
business or property only if the expense is incurred “for the purpose of earning in- 
come.” As the 2003 Budget noted, the meaning of this phrase has become unclear, 
and in some respects it has been interpreted in a manner that could lead to inappro- 
priate results. In particular, whether “income” is a gross or net concept, and whether 
“purpose” is subjective or objective, are questions that need to be addressed. 


On October 31, 2003, the Department of Finance released for public consultation a 
package of legislative proposals respecting the deductibility of interest and other ex- 
penses. The proposal focused not on the deductibility of a particular expense, but 
rather on the ability of a taxpayer to claim a loss from a business or a property. In 
doing so, the proposals adopted the concept of the reasonable expectation of profit — 
one that is already used several times in the Act and that has been ass Ale | consid- 
ered in court decisions. 


In its release, the Department emphasized that the sole intent of the proposals is to 
restore the law and related administrative practices to what they were generally un- 
derstood to be in the past. Some commentators have nonetheless expressed concern 
that the proposals could have more far-reaching effects. While this is not the inten- 
tion behind these proposals, a number of significant issues have been raised that de- 
serve further consideration. 


It is important to ensure that there is an adequate opportunity for taxpayers to com- 
ment on the proposals, and for the Department to consider those comments. Accord- 
ingly, the Department intends to extend the period for making written submissions on 
these proposals until the end of August of this year. 


Federal budget, Supplementary Information, Feb. 23, 2005: Deduciibility of 
Interest and Other Expenses 


In October 2003, the Department of Finance released for public consultation a pack- 
age of legislative proposals regarding the deductibility, for income tax purposes, of 
interest and other expenses. The proposals responded to certain court decisions that 
departed significantly from what had been the accepted understanding of the law in 
this area [notably Ludco Enterprises Ltd., [2002] 1 C.T.C. 95 (SCC) — ed.] 


In computing income from a business or property, a taxpayer can deduct many kinds 
of expenses, provided they were incurred in order to earn the income. A familiar 
example is interest on borrowed money, which is deductible only if the borrowed 
money is used for the purpose of earning income from a business or property. 


In this context, “income” had been understood to be a net amount comparable to 
profit, and to exclude capital gains. The court decisions, however, took a different 
view: income was read as the equivalent of gross revenue, and the distinction be- 
tween income and capital gains was blurred. 


The 2003 proposals were intended to restore the law on these points to its more fa- — 
miliar and more appropriate state. 


An extended period of public consultation on the proposals ended in August 2004. 
Many commentators expressed concerns with the proposals’ structure: in particular, 
that the proposals’ codification of an objective “reasonable expectation of profit” test 
might inadvertently limit the deductibility of a wide variety of ordinary commercial 
expenses. The Department of Finance has sought to respond by developing a more 
modest legislative initiative that would respond to those concerns while still achiev- 
ing the Government’s objectives. The Department will, at an early opportunity, re- 
lease that alternative proposal for comment. This will be combined with a Canada 
Revenue Agency publication that addresses, in the context of the alternative propo- 
sal, certain administrative questions relating to deductibility. 

Letter from Minister of National Revenue (VIEWS doc 2006-01 77371 M4), 
April 26, 2006: It is my understanding that the Department of Finance Canada 
continues to receive submissions on the draft legislation and intends to address the 
concerns raised prior to enacting it. [Identical information provided in docs 2006- 
0182181M4 (June 21, 2006) and 2006-0188071M4 (July 5, 2006) — ed.] 
Definitions [s. 3.1]: “business” — 248(1); “capital gain” — 39(1)(a), 248(1); “cap- 
ital loss” — 39(1)(b), 248(1); “profit” —3.1(2); “property” — 248(1); “taxation 
year’ — 249; “taxpayer” — 248(1). 


4. (1) Income or loss from a source or from sources in a 
place — For the purposes of this Act, 


(a) a taxpayer’s income or loss for a taxation year from an of- 
fice, employment, business, property or other source, or from 
sources in a particular place, is the taxpayer’s income or loss, as 
the case may be, computed in accordance with this Act on the 
assumption that the taxpayer had during the taxation year no in- 
come or loss except from that source or no income or loss except 
from those sources, as the case may be, and was allowed no de- 
ductions in computing the taxpayer’s income for the taxation 
year except such deductions as may reasonably be regarded as 
wholly applicable to that source or to those sources, as the case 
may be, and except such part of any other deductions as may 
reasonably be regarded as applicable thereto; and 


(b) where the business carried on by a taxpayer or the duties of 
the office or employment performed by the taxpayer was carried 
on or were performed, as the case may be, partly in one place 
and partly in another place, the taxpayer’s income or loss for the 
taxation year from the business carried on, or the duties per- 
formed, by the taxpayer in a particular place is the taxpayer’s 
income or loss, as the case may be, computed in accordance 
with this Act on the assumption that the taxpayer had during the 
taxation year no income or loss except from the part of the busi- 
ness that was carried on in that particular place or no income or 
loss except from the part of those duties that were performed in 
that particular place, as the case may be, and was allowed no 
deductions in computing the taxpayer’s income for the taxation 
year except such deductions as may reasonably be regarded as 
wholly applicable to that part of the business or to those duties, 
as the case may be, and except such part of any other deductions 
as may reasonably be regarded as applicable thereto. 


Related Provisions: 96(1)(f) — Source of income preserved when flows through 
partnership; 108(5) — Source of income lost when flows through trust. 


Selected Cases [subsec. 4(1)]: /nterprovincial Pipe Line Co. v. MNR, [1968] 
C.T.C. 156 (SCC) (To determine income from a source, taxpayer required to deduct 
interest paid to Canadian lenders from interest received from U.S. subsidiary). 


Interpretation Bulletins: IT-362R: Patronage dividends. 


(2) Idem — Subject to subsection (3), in applying subsection (1) 
for the purposes of this Part, no deductions permitted by sections 60 
to 64 apply either wholly or in part to a particular source or to 
sources in a particular place. 


History: Subsec. 4(2) substituted by 1994, c. 21, subsec. 1(1), applicable to 1989 et 
seq. That subsec. formerly read: 


(2) Subject to subsection (3), in applying subsection (1) for the purposes of this 
Part, no deductions permitted by sections 60 to 63 are applicable either wholly or 
in part to a particular source or to sources in a particular place, as the case may 
be. 


Subdivision a — Office or Employment 


(3) Deductions applicable — In applying subsection (1) for the 
purposes of subsections 104(22) and (22.1) and sections 115 and 
126, 


(a) subject to paragraph (b), all deductions permitted in comput- 
ing a taxpayer’s income for a taxation year for the purposes of 
this Part, except any deduction permitted by any of paragraphs 
60(b) to (0), (p), (r) and (v) to (z), shall apply either wholly or in 
pa toa Rariculas source or tos sources in a paruculas place; and 


ry any cariece Bernat Ay subsection 104(6) or (12) shall 
not apply either wholly or in part to a source in a country other 
than Canada. 


History: Para. 4(3)(a) amended by 2007, c. 35, s. 101, to substitute “(v) to (z)” for “(v) 
to (w)”, applicable to 2007 et seq. 


Subsec. 4(3), substituted by 1994, c. 21, subsec. 1(2), applicable to taxation years end- 
ing after November 12, 1981, except that for taxation years that begin before 1993, the 
subsec. shall be read as follows: 


(3) The following rules apply for the purposes of this, Act: 


(a) in applying paragraph (1)(b) for the. purposes, of sections 115 and 126, 
subject to paragraph (b), all deductions permitted in computing a taxpayer’s 
income for a taxation year for the purposes of this Part shall apply either 
wholly or in part to a particular source or to sources in a particular place; and 


(b) in applying subsection (1) for the purposes of subsections 104(22) and 
(22:1) and sections 115 and 126, 
(i) any deduction permitted by any of paragraphs 60(b) to (0), (p), (©) 
and (v) to (w) shall not apply either wholly or in part to a particular 
source or to sources in a particular place, and 


(ii) any deduction permitted by subsection 104(6) or (12) shall not apply 
either wholly or in part to a source in a. country other than Canada. 
Subsec. 4(3) formerly read: 

(3) Deductions applicable — In applying paragraph (1)(b) for the purposes of 
sections 115 and 126, all deductions allowed in computing the income of a tax- 
payer for a taxation year for the purposes of this Part, except any deduction per- 
mitted by paragraph 60(b), (c), (d) or (i), shall be deemed to be applicable either 
wholly or in part to a particular source or to sources in a particular place, as the 
case may be. 


Interpretation Bulletins: IT-270R3: Foreign tax credit. 


(4) [Repealed] 


History: Subsec. 4(4) repealed by 1996, c. 21, s. 2, applicable to taxation years that 
end after July 19, 1995. The subsec. formerly read: 


(4) Limitation respecting inclusions and deductions — Unless a contrary in- 
tention is evident, no provision of this Part shall be read or construed to require 
the inclusion or to permit the deduction, either directly or indirectly, in comput- 
ing a taxpayer’s income for a taxation year or the taxpayer’s income or loss for a 
taxation year from a particular source or from sources in a particular place, of 
any amount to the extent that that amount has been directly or indirectly included 
or deducted, as the case may be, in computing such income or loss for the year or 
any preceding taxation year under, in accordance with or because of any other 
provision of this Part. 


Subsec. 4(4) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 2, to add “either directly or 
indirectly,” and “‘directly or indirectly”, and “for the year or any preceding taxation 
year’, applicable to 1990 et seq. 


Definitions [s. 4]: “amount”, “‘business” — 248(1); “Canada” — 255; “employ- 
ment”, “office”, “property” — 248(1); “taxation year” — 11(2), 249; “taxpayer” — 
248(1). 
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Interpretation Bulletins [s. 4]: IT-256R: Gains from theft, defalcation or embezzle- 
ment; IT-377R: Director’s, executor’s or juror’s fees (archived); IT-420R3: Non-re- 
sidents — income earned in Canada. 


Subdivision a — Income or Loss from an 
Office or Employment 


Basic Rules 


5. (1) Income from office or employment — Subject to this 
Part, a taxpayer’s income for a taxation year from an office or em- 
ployment is the salary, wages and other remuneration, including 
gratuities, received. by the taxpayer in the year. 


Related Provisions: 4(1)— Income or loss from a source; 6 — Amounts included 
as income from office or employment; 8(1)(n) — Reimbursement of salary for periods 
when not employed; 56.4(4)(a) — Amount paid by purchaser for non-compete agree- 
ment deemed to be wages paid to employee; 87(2)(k) — Amalgamations — Amount 
received. by employee from new corporation; 110(1)(f)(v) — Deduction for Canadian 
Forces personnel and police on high-risk missions; 110.2(1)“qualifying amount” — 
Retroactive spreading of certain lump-sum payments over prior years; 115(1)(a)(i) — 
Non-resident’s taxable income earned in Canada; 149(1)(a), (b) — Exempt individuals; 
153(1)(a) — Withholding; 248(7) — Payment to employee deemed received when 
mailed; Canada-U.S. Tax Treaty:Art. XV, XVI — Taxation of employment income. 


Selected Cases [subsec. 5(1)]: Dhillon v. R., [2002] 4 C.T.C. 2648 (FCA) (Net 
amount of allowance after mandatory training expenses taxable); Bure v. R., [2000] 1 
C.T.C. 2407 (TCC) (Payment by club of agent’s fees was taxable benefit to player); 
Romeril v. R., [1999] 1 C.T.C. 2535 (TCC) (Predominant purpose of trip governs); 
Gernhart v. R., [1998] 2 C.T.C. 102 (FCA); aff'd [1996] 3 C.T.C. 2369 (TCC) (Tax 
equalization payments part of remuneration for services); Shultz v. Canada, 1996 Car- 
swellNat 2795 (TCC) (Bonus payment received in respect of period when taxpayer was 
non-resident was taxable. Compare Hewitt); Placer Dome Inc. y. Canada, [1992] 2 
C.T.C. 99 (FCA); leave to appeal to SCC refused 1993 CarswellNat 2484 (Payments 
by employer into employees’ stock purchase plan governed by subsec. 7(3); not de- 
ductible remuneration); Canada v.. G.R. Chrapko, [1988] 2 C.¥.C. 342 (FCA) (Cashier 
required to include cash shortages withheld from wages); McNeill v. R., [1986] 2 
C.T.C. 352 (FCTD) (Relocation allowance is not income when unrelated to contract of 
employment and services rendered); Nowegijick v. R., [1983] C.T.C. 20 (SCC) (Income 
from services performed by Indian off reserve for corporation with head office on re- 
serve was not taxable); Lawson vy. R., [1982] C.T.C. 368 (FCTD) (Payment for settle- 
ment of wrongful dismissal claim taxable); Dauphinée v. R., [1980] C.T.C. 332 
(FCTD) (Award for inventions made in the course of employment taxable); Loeb v. R., 
[1978] C.T.C. 460 (FCA) (Payment for picketing during strike was income from 
employment); Morin v. R., [1975] C.T.C. 106 (FCTD) (Provincial income taxes de- 
ducted from salary included in income). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-113R4: Benefits to employees — stock op- 
tions; IT-167R6: Registered pension plans —employee’s contributions; IT-196R2: 
Payments by employer to employee; IT-202R2: Employees’ or workers’ compensation; 
IT-213R: Prizes from lottery schemes and giveaway contests; IT-257R: Canada Coun- 
cil grants; IT:266: Taxation of members of provincial legislative assemblies (archived); 
IT-292: Taxation of elected municipal officers; IT-316: Awards for employees’ sugges- 
tions and inventions (archived); IT-334R2: Miscellaneous. receipts; IT-365R2: Dam- 
ages, settlements and. similar receipts; IT-389R: Vacation-with-pay plans established 
under collective agreements; IT-470R: Employees’ fringe benefits; IT-515R2: Educa- 
tion tax credit. 


Registered Charities Newsletters: Charities Connection 2 (payroll and income 
taxes). 


Advance Tax Rulings: ATR-21: Pension benefit from an unregistered pension plan; 
ATR-45: Share appreciation rights plan; ATR-64:, Phantom stock award plan. 


(2) Loss from office or employment — A taxpayer’s loss for a 
taxation year from an office or employment is the amount of the 
taxpayer’s loss, if any, for the taxation year from that source com- 
puted by applying, with such modifications as the circumstances re- 
quire, the provisions of this Act respecting the computation of in- 
come from that source. 

Related Provisions: 4(1) — Income or loss from a source or from sources in a 


place; 8(13) — Loss from home office disallowed; 111(1)(a), 111(8)“non-capital 
loss”” — Carryover of loss from employment to prior or later years. 


Selected Cases [subsec. 5(2)]: Mclihargey v. Canada, [1991] 2 C.T.C. 52 (FCTD) 
(Forgiveness of loan to employee for share purchase taxable; subsequent loss on sale 
not deductible from employment income). 


Selected Cases [s. 5]: Whitney y. R., [2002] 3 C.T.C. 476 (FCA) (Amounts received 
pursuant to collective agreement are income from employment, not compensation re- 
ceived under compensation law). 

Definitions [s. 5]: “amount”, “employment”, 
“taxation year’ — 249; “taxpayer” — 248(1). 
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office”, “‘salary or wages” — 248(1); 


S. 6(1) 
Inclusions 


6. (1) Amounts to be included as income from office or 
empioyment — There shall be included in computing the income 
of a taxpayer for a taxation year as income from an office or em- 
ployment such of the following amounts as are applicable: 


(a) value of benefits — the value of board, lodging and other 
benefits of any kind whatever received or enjoyed by the tax- 
payer in the year in respect of, in the course of, or by virtue of 
an office or employment, except any benefit 


(i) derived from the contributions of the taxpayer’s employer 
to or under a deferred profit sharing plan, an employee life 
and health trust, a group sickness or accident insurance plan, 
a group term life insurance policy, a private health services 
plan, a registered pension plan or a supplementary unem- 
ployment benefit plan, 


(ii) under a retirement compensation arrangement, an em- 
ployee benefit plan or an employee trust, 


(iii) that was a benefit in respect of the use of an automobile, 
(iv) derived from counselling services in respect of 


(A) the mental or physical health of the taxpayer or an 
individual related to the taxpayer, other than a benefit at- 
tributable to an outlay or expense to which paragraph 
18(1)() applies, or 


(B) the re-employment or retirement of the taxpayer, or 


(v) under a salary deferral arrangement, except to the extent 
that the benefit is included under this paragraph because of 
subsection (11); 


Related Provisions: 6(1)(e) — Standby charge for automobile; 6(1)(f) — Insurance 
benefits received by employer; 6(1)(g) — Employment benefit plan; 6(1)(i) — Salary, 
deferral arrangement payments; 6(1)(k), (1) — Automobile operating expense benefits; 
6(1.1) — Parking costs are taxable benefits; 6(4) — Group term life insurance — taxa- 
ble benefit; 6(6) — Employment at special work site or remote location; 6(7) — Cost 
of property or service includes taxes; 6(11)—(14) — Salary deferral arrangement; .6(15), 
(15.1) — Forgiveness of employee debt; 6(16) — Disability-related employment bene- 
fits; 6(18)(a) — No benefit from top-up disability payments where insurer insolvent; 
6(19)-(22) — Benefit from reimbursement for loss in value of housing; 6(23) — Bene- 
fit from housing subsidy; 7(3)— No benefit from stock option agreement except as 
provided under s. 7; 15(5) — Automobile benefit to shareholder; 20.01 — Deduction to 
self-employed person for private health services plan premiums; 56(1)(a) — Amounts 
included in income; 56(1)(w) — Salary deferral arrangement; 56(1)(x)—-(z) — Retire- 
ment compensation arrangement; 81(3.1) — No tax on allowance or reimbursement for 
part-time employee’s travel expenses; 153(1)(a) — Withholding of tax by employer; 
248(1) — “retiring allowance” excludes counselling services. 


History: Subpara. 6(1)(a)(i) amended by 2010, c..25, subsec. 2(1), applicable after 
2009. It formerly read: 


(i) derived from the contributions of the taxpayer’s employer to or under a regis- 
tered pension plan, group sickness or accident insurance plan, private health ser- 
vices plan, supplementary unemployment benefit plan, deferred profit sharing 
plan or group term life insurance policy, 


Subpara. 6(1)(a)(iii) substituted by 1994, c. 21, subsec. 2(1), applicable to 1993 et seq. 
That subpara. formerly read: 


(iii) that was a benefit in relation to the use of an automobile, except to the extent 
that the benefit related to the operation of the automobile, 


Subpara. 6(1)(a)(v) added by 1994, c..7, Sch. If (1991, c. 49), subsec. 3(1), applicable 
to 1986 et seq. 


Selected Cases [para. 6(1)(a)]: Long v. R., [2010] 5 C.T.C. 2185 (TCC) (No 
benefit from sporadic free parking, where no assigned place and infrequent use); 
Bartley v. R., [2009] 2 C.T.C. 73 (FCA) (Scholarship awards to children of employees 
not a taxable benefit to employees); Rachfalowski v. R., [2009] 1 C.T.C. 2073 (TCC) 
(Golf club membership unwanted by employee not a taxable benefit); Henley v. R., 
[2008] 1 C.T.C. 295 (FCA); aff g [2006] 5 C.T.C. 2459 (TCC) (Warrants not the same 
as stock options; taxable as benefit from employment); Adler v. R., [2007] 4 C.T.C. 
2205 (TCC) (Free parking conferred measurable economic advantage); Tsiaprailis v. 
R., [2005] 2 C.T.C. 1 (SCC) (Surrogatum principle applied to tax arrears portion of 
disability insurance receipts); Stauffer v. R., [2002] 4 C.T.C. 2608 (TCC) (Costs to 
provide parking spaces equal to charges; no benefit); Siftar v. R., [2002] 1 C.T.C. 2071 
(TCC) (Damages were non-taxable general damages, not paid pursuant to contract of 
insurance); Fry v. R., [2001] 4 C.T.C. 2388 (TCC) (Para. 6(1)(a) not applicable if disa- 
bility benefits escape taxation under para. 6(1)(f)); Dumas v. R., [2001] 1 C.T.C. 2490 
(TCC) (Underlying nature of claim will determine taxability; courts free to examine 
pleadings in relevant court proceedings); Bure v. R., [2000] 1 C.T.C. 2407 (TCC) (Pay- 
ment by club of agent’s fees was taxable benefit to player); Romeril y. R., [1999] 1 
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C.T.C. 2535 (TCC) (Predominant purpose of trip governs); Gernhart v. R., [1998] 2 
C.T.C. 102 (FCA); aff'd [1996] 3 C.T.C. 2369 (TCC) (Tax equalization payments part 
of remuneration for services); Guay v. R., [1997] 3 C.T.C. 276 (FCA); rev’g [1996] 3 
C.T.C. 2384 (TCC) (Relationship of expenses reimbursed to employment led to non- 
taxability of reimbursement payments); Shultz v. Canada, 1996 CarswellNat 2795 
(TCC) (Bonus payment received in respect of period when taxpayer was non-resident 
was taxable. Compare Hewitt); Lowe v. Canada, [1996] 2 C.T.C. 33 (FCA) (No benefit 
if pleasure portion of business trip is incidental); Leduc (succession de) v. Canada, 
[1996] 1 C.T.C. 2873 (TCC) (Costs of transporting food to remote location were taxa- 
ble benefits); Detchon v. Canada, [1996] 1 C.T.C. 2475 (TCC) (Amount of benefit for 
free schooling was average cost to school of educating student); Krull et al. v. Canada 
(A.-G.), [1996] 1 C.T.C. 131 (FCA) (Mortgage differential payment for limited time 
not a taxable benefit); Mommersteeg and Griffin v. Canada, [1995] 2 C.T.C. 2767 
(TCC) (Airline mileage travel was taxable benefit where tickets giving rise to mileage 
paid by employer); Blanchard v. Canada, [1995] 2 C.T.C. 262 (FCA) (Source of pay- 
ment of benefit not relevant so long as there is connection with employment); Klein v. 
Canada, {1995} 1 C.T.C. 2980 (TCC) (Loan forgiveness was part of single severance 
package); Oster v. Canada, [1995] 1 C.T.C. 2224 (TCC) (Transfer allowances equal to 
one month’s pay were taxable benefits and not moving expenses); Hoefele v. Canada, 
[1995] 1 C.T.C. 2177 (TCC) (Interest subsidy on increased portion of mortgage over 
ten year period was reimbursement of expense, not increase in employee’s 
remuneration); Clemiss v. MNR, [1992] 2 C.T.C. 232 (FCTD) (Reimbursement of legal 
fees incurred in defence of criminal prosecution for alleged conspiracy to defraud com- 
pany was income); Mcllhargey v. Canada, [1991] 2 C.T.C. 52 (FCTD) (Forgiveness of 
loan to employee for share purchase taxable; subsequent loss on sale not deductible 
from employment income); Huffman y. Canada, [1990] 2 C.T.C. 132 (FCA) (Under- 
cover police officer’s reimbursement for cost of special clothes not benefit); Splane v. 
Canada, [1990] 2 C.T.C. 199 (FCTD); aff'd 92 D.T.C. 6021 (FCA) (Mortgage interest 
differential paid to relocated employee not benefit); Robertson v. R., [1988] 1 C.T.C. 
111 (FCTD); aff’d [1990] 1 C.T.C. 114 (FCA); leave to appeal to SCC refused (1990), 
113 N.R. 319 (note), (sub nom. Robertson v. MNR) (Profit from exercise of option was 
benefit from employment); McNeill vy. R., [1986] 2 C.T.C. 352 (FCTD) (Without evi- 
dence of uncompensated losses suffered, “social disruption allowance” for relocation 
was a benefit from employment); Dauphinée v. R., [1980] C.T.C. 332 (FCTD) (Na- 
tional Research Council of Canada award for invention was employment income); R. v. 
Harman, [1980] C.T.C. 83.(FCA) (Where automobile used for business and personal 
purposes, benefit from employment only to extent of personal use; no standby charge); 
Phaneuf Estate y. R., [1978] C.T.C. 21 (FCTD) (Difference between par value and 
market value of shares was gift, not taxable benefit); Philp et al. v. MNR, [1970] C.T.C. 
330 (Exch.) (Trip with expenses paid by supplier for employment performance resulted 
in taxable benefit of 50%); Waffle v. MNR, [1968] C.T.C. 572 (Exch.) (Cruise for em- 
ployee and wife paid for by supplier was fully taxable benefit). 


Regulations: 200(2)(g), 200(3) (information returns). 
Remission Orders: Ice Storm Employee Benefits Remission Order, P.C. 1998-2047. 


Interpretation Bulletins: IT-54: Wage loss replacement plans — changes in plans 
established -before June 19, 1971 (archived); IT-63R5: Benefits, including standby 
charge for an automobile, from the personal use of a motor vehicle supplied by an 
employer — after 1992; IT-75R4: Scholarships, fellowships, bursaries, prizes, research 
grants and financial assistance; IT-85R2: Health and welfare trusts; IT-113R4: Benefits 
to employees — stock options; IT-160R3: Personal use of aircraft (archived); IT- 
167R6: Registered pension plans — employee’s contributions; IT-168R3: Athletes and 
players employed by football, hockey and similar clubs; IT-196R2: Payments by em- 
ployer to employee; IT-334R2: Miscellaneous receipts; IT-339R2: Meaning of “private 
health services plan”; IT-357R2: Expenses of training; IT-365R2: Damages, settle- 
ments and similar receipts; IT-389R: Vacation-with-pay plans established under collec- 
tive agreements; IT-421R2: Benefits to individuals, corporations and shareholders from 
loans or debt; IT-428: Wage loss replacement plans; IT-432R2: Benefits conferred on 
shareholders; IT-470R: Employees’ fringe benefits; IT-502: Employee benefit plans 
and employee trusts; IT-529: Flexible employee benefit programs. 


I.T. Technical News: 6 (payment of mortgage interest subsidy by employer); 12 
(1998 deduction limits and benefit rates for automobiles); 13 (employer-paid educa- 
tional costs); 15 (Christmas parties and employer-paid special events; employer pay- 
ment of professional membership fees); 22 (employee benefits); 25 (health and welfare 
trusts); 40 (administrative policy changes: loyalty programs; vehicles required to be 
taken home at night; non-cash gifts and awards; surface transit passes). 


Registered Charities Newsletters: 25 (volunteers). 


CRA Audit Manual: 12.2.0: Auditing employee benefits; 27.10.0: Employee and 
shareholder benefits. 


Advance Tax Rulings: ATR-8: Self-insured health and welfare trust fund; ATR-21: 
Pension benefit from an unregistered pension plan; ATR-23: Private health services 
plan; ATR-45: Share appreciation rights plan. 


Forms: T4130: Employer’s guide — taxable benefits. 


(b) personal or living expenses — all amounts received by 
the taxpayer in the year as an allowance for personal or living 
expenses or as an allowance for any other purpose, except 


(i) travel, personal or living expense allowances 


(A) expressly fixed in an Act of Parhament, or 


Subdivision a — Office or Employment 


(B) paid under the authority of the Treasury Board to a 
person who was appointed or whose services were en- 
gaged pursuant to the Inquiries Act, in respect of the dis- 
charge of the person’s duties relating to the appointment 
or engagement, 


(ii) travel and separation allowances received under service 
regulations as.a member of the Canadian Forces, _ 


(iii) representation or other special allowances received in re- 
spect of a period of absence from Canada as a person de- 
scribed in paragraph 250(1)(b), (c), (d) or (d.1), 


(iv) representation or other special allowances received by a 
person who is an agent-general of a province in respect of a 
period. while the person was in Ottawa. as. the agent-general 
of the province, 


(v) reasonable allowances for travel expenses received by an 
employee from the employee’s employer in respect of a pe- 
riod when’ the employee was employed in connection with 
the selling of property or negotiating of contracts for the em- 
ployee’s employer, 

(v.1) allowances for board. and lodging of the taxpayer, to a 
maximum total of $300! for each month of the year, if 


(A) the taxpayer is, in that month, a registered participant 
with, or member of, a sports team or recreation program 
of the employer in respect of which membership or par- 
ticipation is restricted to persons under 21 years of age, 


(B) the allowance is in respect of the taxpayer’s participa- 
tion or membership and is not attributable to services of 
the taxpayer as a coach, instructor trainer, referee, admin- 
istrator or other similar occupation, 


(C) the employer is a registered charity or a non-profit 
organization described in paragraph 149(1)(1), and 


(D) the allowance is reasonably attributable to the cost to 
the taxpayer of living away from the place where the em- 
ployee would, but for the employment, ordinarily reside, 


(vi) reasonable allowances received by a minister or clergy- 
man in charge of or ministering to a diocese, parish or con- 
gregation for expenses for transportation incident to the. dis- 
charge of the duties of that office or employment, 


(vii) reasonable allowances for travel expenses (other than al- 
lowances for the use of a motor vehicle) received by an em- 
ployee (other than an employee employed in connection with 
the selling of property or the negotiating of contracts for the 
employer) from the employer for travelling away from 


(A) the municipality where the employer’s establishment 
at which the employee ordinarily worked.or to which the 
employee ordinarily reported was located, and 


(B) the metropolitan area, if there is one, where that es- 
tablishment was located, 


in the performance of the duties of the employee’s office or 
employment, 


(vii.1) reasonable allowances for the use of a motor vehicle 
received by an employee (other than an employee employed 
in connection with the selling of property or the negotiating 
of contracts for the employer) from the employer for travel- 
ling in the performance of the duties of the office or 
employment, 

(viii) [Repealed] 

(ix) allowances (not in excess. of .reasonable amounts) re- 
ceived by an employee from the employee’s employer in re- 
spect of any child of the employee living away from the em- 
ployee’s domestic establishment in the place where the 
employee is required by reason of the employee’s employ- 
ment to live and in full-time attendance at a school in which 


Indexed by 117.1(1) after 2007 — ed. 
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the language primarily used for instruction is the official lan- 
guage of Canada primarily used by the employee if 


(A) a school suitable, for that child primarily using that 
language of instruction is not available in the place where 
the employee: is so required to live, and 


(B) the school the child attends primarily uses that lan- 
guage for instruction and is not farther from that place 
than the community nearest to that place in which there is 
such a school having suitable boarding facilities; 


and, for the purposes of subparagraphs (v), (vi), and (vii.1), an 
allowance received in a taxation year by a taxpayer for the use 
of a motor vehicle in connection with or in the course of the 
taxpayer’s office or employment shall be deemed not to be a 
reasonable allowance 


(x) where the measurement of the use of the vehicle for the 
purpose of the allowance is not based solely on the number 
of kilometres for which the vehicle is used in connection 
with or in the course of the office or employment, or 


(xi) where the taxpayer both receives an allowance in respect 
of that use and is reimbursed in whole or in part for expenses 
in respect of that use (except where the reimbursement is. in 
respect of supplementary business insurance or toll or ferry 

charges and ‘the amount of the allowance was determined 
without reference to those reimbursed expenses); 


Related Provisions: 6(6) — Employment at special work site or remote location; 
6(16) — Disability-related employment benefits; 8(1)— Deductions allowed; 
8(1)(c) — Clergyman’s residence; 8(1)(f)— Salesman’s expenses; 8(1)(g) — Trans- 
port employee’s expenses; 8(1)(h), (h.1) — Travelling expenses; 8(11) — GST. rebate 
deemed not a reimbursement; 18(1)(r) — Limitation on employer deductibility — auto- 
mobile expenses; 81(3.1) — No tax on allowance or reimbursement for part-time em- 
ployee’s travel expenses; 81(4) — Exemption for payment to volunteer firefighter or 
emergency’ worker; | 117.1(1) — Inflation’ indexing of amount in ‘6(1)(b)(v.1); 
153(1)(a) — Withholding of tax by employer. 


History: Subpara. 6(1)(b)(v.1) added by 2007, c. 16, s. 1, applicable to taxation years 
that end after June 22, 2007. 


Subpara. 6(1)(b)(viil) repealed by 1999, c. 22, subsec. 2(1), applicable to 1998 er \seq. 
The subpara. formerly read: 


(viii) such part of the total of allowances received by a person who is a volunteer 
fireman from a government, municipality or other public authority for expenses 
incurred by the person in respect of, in the course of, or by virtue of the dis- 
charge of the person’s duties as a volunteer fireman, as does not-exceed $500, or 


Subpara. 6(1)(b)(xi) substituted by 1994, c. 21, subsec. 2(2), applicable to 1993 et seq. 
That subpara. formerly read: ' 


(xi) where the taxpayer both receives an allowance in respect of that use and is 
reimbursed in whole or in part for expenses in respect of that use (except where 
the reimbursement is in respect of supplementary business insurance or parking, 
toll or ferry charges and the amount of the allowance is determined without ref- 
erence to those reimbursed expenses); 


That portion of subpara. 6(1)(b)(vii) preceding cl. (A), and subpara. (vii.1), amended 
by 1994, c. 7, Sch. If (1991, c. 49), subsecs. 3(2), (3), to substitute, in each, “reasonable 
allowances” for “allowances (not in excess of reasonable amounts)’, and “the negotiat- 
ing” for “negotiating”, applicable to 1990 ef seq. 


That portion of para. 6(1)(b) following cl. (ix)(B) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 3(4), that portion between cl. (ix)(B) and subpara. (x) applicable 
to 1990 et seq., and subparas. (x) and (xi) applicable to 1988 et seq., except that those 
subparas..are not applicable to the 1988 and. 1989 taxation years of an individual who 
so elects by notifying the Minister of National Revenue in writing. That portion for- 
merly read; 


and, for the purposes of subparagraphs (v), (vi)'and (vii.1), an allowance re- 
ceived in the year by the taxpayer for use of a motor vehicle in connection with 
or in the course of the taxpayer’s office or employment shall be deemed to be in 
excess of a reasonable amount 


(x) where the measurement of the use of the vehicle for the purpose of the 
allowance is;not based solely on the number of kilometres for which the 
vehicle is used in connection with or in the course of the office or employ- 
ment, or 

(xi) where the taxpayer both receives an allowance in respect of the use of 
the vehicle in connection with or in the course of the office or employment 
and is reimbursed in whole or in part for expenses in respect of the same use; 


Selected Cases [para. 6(1)(b)}: MacDonald v. Canada, [1994] 2 C.T.C. 48 (FCA) 
(Monthly housing subsidy for RCMP officer was taxable allowance); R. v. Eggert, 
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[1985] 2 C.T.C. 343 (FCTD) (Fixed monthly allowance for expenses, not determined 
according to time spent travelling, nor in connection with selling or negotiating, was 
taxable benefit); R. v. Paradis, [1985] 2 C.T.C. 3 (FCTD) (Lump sum for meals, not 
determined according to time spent travelling, was taxable); R. v. Demers, [1981] 
C.T.C. 282 (FCTD) (Allowance intended to compensate employee for working in an- 
other country was taxable benefit); R. v. Lavers, [1978] C.T.C. 341 (FCTD) (Fixed 
mileage allowance for use of own car, not determined directly according to time spent 
travelling, was taxable benefit). 


Remission Orders: /Jce Storm Employee Benefits Remission Order, P.C. 1998-2047. 


Interpretation Bulletins: IT-168R3: Athletes and players employed by football, 
hockey and similar clubs; IT-470R: Employees’ fringe benefits; IT-516R2: Tuition tax 
credit; IT-518R: Food, beverages and entertainment expenses; IT-522R: Vehicle, travel 
and sales expenses of employees. 


1.T. Technical meal and _ travel 


allowances). 


News: 40 (administrative policy changes: 


Registered Charities Newsletters: 25 (volunteers). 
Forms: T4130: Employer’s guide — taxable benefits. 


(c) director’s or other fees — director’s or other fees re- 
ceived by the taxpayer in the year in respect of, in the course of, 
or by virtue of an office or employment; 


Related Provisions: 153(1)(a) — Withholding of tax by employer. 


Interpretation Bulletins: IT-168R3: Athletes and players employed by football, 
hockey and similar clubs; IT-377R: Director’s, executor’s or juror’s fees (archived); 
IT-468R: Management or administration fees paid to non-residents; IT-470R: Employ- 
ees’ fringe benefits; IT-518R: Food, beverages and entertainment expenses. 


Forms: T4001: Employers’ guide — payroll deductions and remittances [guide]; 
T4061: Non-resident withholding tax guide. 


(d) allocations, etc., under [employees] profit sharing 
plan — amounts allocated to the taxpayer in the year by a trus- 
tee under an employees profit sharing plan as provided by sec- 
tion 144 except subsection 144(4), and amounts required by sub- 
section 144(7) to be included in computing the taxpayer’s 
income for the year; 

Related Provisions: 8(1)(0.1) — Deduction for forfeited amounts; 12(1)(n) — In- 

come inclusion — amount received from EPSP; 128.1(10)“excluded right or inter- 


est’’(a)(v) — No deemed disposition of rights on emigration; 144(9) — Deductions for 
forfeited amounts; 153(1)(a) — Withholding of tax at source. 


Interpretation Bulletins: IT-379R: Employees profit sharing plans — allocations to 
beneficiaries. 


(e) standby charge for automobile — where the taxpayer’s 
employer or a person related to the employer made an automo- 
bile available to the taxpayer, or to a person related to the tax- 
payer, in the year, the amount, if any, by which 


(i) an amount that is a reasonable standby charge for the au- 
tomobile for the total number of days in the year during 
which it was made so available 


exceeds 


(ii) the total of all amounts, each of which is an amount 
(other than an expense related to the operation of the automo- 
bile) paid in the year to the employer or the person related to 
the employer by the taxpayer or the person related to the tax- 
payer for the use of the automobile; 
Related Provisions: 6(1)(a)(iii) — Automobile benefits excluded from general in- 
clusion of benefits; 6(1)(k), (1) — Operating expense benefit; 6(2) — Calculation of 
reasonable standby charge; 6(2.1) — Reduced standby charge for automobile salesman; 
6(7) — Cost of automobile includes GST effective 1996; 8(1)(f)(vii) — Salesman’s ex- 
penses; 12(1)(y) — Partnerships — auto provided to partner or employee of partner; 
15(5) — Automobile benefit to shareholder; 153(1)(a) — Withholding by employer. 


Selected Cases [para. 6(1)(e)]: Bouchard v. R., [1983] C.T.C. 173 (FCTD) (Rolls 
Royce used by president of company was benefit to extent of personal use); R. v. 
Harman, [1980] C.T.C. 83 (FCA) (Automobile for business and personal use was ben- 
efit from employment to extent of personal use; no standby charge). 


Regulations: 200(2)(g), 200(3) (information returns). 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992; IT-168R3: Athletes and players employed by football, hockey and similar clubs. 


I.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 
Forms: RC18: Calculating automobile benefits. 


(e.1) [Repealed] 
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History: Para. 6(1)(e.1) repealed by 1997, c. 10, subsec. 267(1), applicable to 1996 et 
seq. Para. (e.1) formerly read: 
(e:1) goods and services tax — the total of all amounts each of which is 7% of 
the amount, if any, by which 
(i) an amount (in this paragraph referred to as the “benefit amount’) that 
would be required under paragraph (a) or (e) to be included in computing the 
taxpayer’s income for the year in respect of a supply, other than a zero-rated 
supply or an exempt supply, (within the meanings assigned by Part IX of the 
Excise Tax Act) of property or a service if no amount were paid to the em- 
ployer or to a person related to the employer in respect of the amount that 
would be so required to be included 
exceeds 


(ii) the amount, if any, included in the benefit amount that can reasonably be 
attributed to tax imposed under an Act of the legislature of a province that is 
a prescribed tax for the purposes of section 154 of the Excise Tax Act, 


Para. 6(1)(e.1) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 1, applicable to 
1991 et seg., except that in its application to the 1991 taxation year the para. shall be 
read as follows: 
(e.1) the total of all amounts each of which is 7% of the amount, if any, by which 
(i) an amount required under paragraph (a) or (e) to be included in comput- 
ing the income of the taxpayer for the year in respect of a supply, other than 
a zero-rated supply or an exempt supply, (within the meanings assigned by 
Part IX of the Excise Tax Act) of property or a service 
exceeds 


(ii) the amount, if any, included in the amount that is required to be so in- 
cluded under paragraph (a) or (e), as the case may be, that can reasonably be 
attributed to tax imposed under an Act of the legislature of a province that is 
a prescribed tax for the purposes of section 154 of the Excise Tax Act, 
Para. 6(1)(e.1) formerly read: 
(e.1) goods and services tax — the total of all amounts, each of which is 7% 
of the amount, if any, by which 
(i) an amount required under paragraph (a) or (e) to be included in comput- 
ing the income of the taxpayer for the year in respect of a supply, other than 
a zero-rated supply or an exempt supply (within the meanings assigned by 
Part IX of the Excise Tax Act), of property or a service in respect of which 
section 173 of that Act applies 


exceeds 
(ii) the amount, if any, included in the amount that is required to be so in- 
cluded under paragraph (a) or (e), as the case may be, that may reasonably 


be attributed to tax imposed under an Act of the legislature of a province that 
is a prescribed tax for the purposes of section 154 of the Excise Tax Act; 


Selected Cases [para. 6(1)(e.1)]: Hewitt v. Canada, [1996] 1 C.T.C. 2675 (TCC) 
(Automobile without insurance and registration not “available” to employee). 
(f) [private] employment insurance [plan] benefits — 
the total of all amounts received by the taxpayer in the year that 
were payable to the taxpayer on a periodic basis in respect of the 
loss of all or any part of the taxpayer’s income from an office or 
employment, pursuant to 
(i) a sickness or accident insurance plan, 
(ii) a disability insurance plan, 
(ii1) an income maintenance insurance plan or 
(iii.1) a plan described in any of subparagraphs (i) to (iii) that 
is administered or provided by an employee life and health 
trust, 
to or under which the taxpayer’s employer has made a contribu- 
tion, not exceeding the amount, if any, by which 
(iv) the total of all such amounts received by the taxpayer 
pursuant to the plan before the end of the year and 
(A) where there was a preceding taxation year ending af- 
ter 1971 in which any such amount was, by virtue of this 
paragraph, included in computing the taxpayer’s income, 
after the last such year, and 
(B) in any other case, after 1971, 
exceeds 


(v) the total of the contributions made by the taxpayer under 
the plan before the end of the year and 


(A) where there was a preceding taxation year described 
in clause (iv)(A), after the last such year, and 


(B) in any other case, after 1967; 


Subdivision a — Office or Employment 


Related Provisions: 6(18)—No taxable benefit on top-up: disability payments 
where insurer insolvent; 8(1)(b) — Deduction for legal expenses to obtain benefits; 
8(1)(n.1)(iii) — Deduction for certain amounts reimbursed to employer; 56(1)(a)(iv) — 
Income inclusion for benefit under Employment Insurance Act; 110.2(1)“qualifying 
amount” — Retroactive spreading of lump-sum payment over prior years; 139.1(13) — 
Effect of demutualization of insurance corporation on group insurance policy; 
144.1(1)“designated employee benefit’ — Employee life and health trust (ELHT) may 
pay benefit from group sickness or accident insurance plan; 144.1(10) — Employee 
contributions to ELHT deemed to be payment of group sickness and accident premi- 
ums if so identified; 153(1)(a) — Withholding of tax at source. 


History: Subpara. 6(1)(f)(iii.1) added by 2010, c..25,:subsec. 2(2),. applicable after 
2009. 

Selected Cases [para. 6(1 Mf]: Tsiaprailis y. R., [2005] 2 C.T.C. 1 (SCC); aff’ g 
[2003] 3 C.T.C. 171 (FCA); rev’g in part [2002] 1 C.T.C. 2858 (TCC) (Surrogatum 
principle applied to tax arrears portion of disability insurance receipts); Farrow v. R., 

[2002] 1 C.T.C. 2153 (TCC) (Nature of plan could not be retroactively changed to 
make receipts non-taxable); Siftar v..R., [2002] 1 C.T.C. 2071 (TCC) (Damages were 
non-taxable general damages, not paid pursuant to contract of insurance); Fry v. R., 
[2001] 4 C.T.C. 2388 (TCC) (Para. 6(1)(a) not applicable if disability benefits escape 
taxation under para. 6(1)(f)); Leonard v. Canada, [1996] 3 C.T.C. 265 (FCTD) (Sick- 
ness benefits obtained under plan paid by employer; no “trust” arrangement); Dagenais 
v. Canada, [1995] 2 C.T.C:-100 (FCTD) (Accepting lower wages as part of labour 
negatiations not equivalent to taxpayers’ paying premium on wage loss sedge: plan. 
Receipts taxable). 

Regulations: 200(2)(f) (information return). 

Remission Orders: Janet Halli Remission Order, P.C. 2004-1336 (remission where 
CPP lump sum disability repaid to wage loss replacement provider); Ginette Archam- 
bault Remission Order, P.C. 2010-273 (remission due to circumstances’ beyond’ tax- 
payer’s control, provided she does not claim loss relating to: repayment of wage loss 
replacement benefits). 


1.T. Application Rules: 19 (where plan established batsre June 19, 1971). 
Interpretation Bulletins: IT-54: Wage loss replacement plans (archived); IT-85R2: 


Health and welfare trusts for employees; IT-99R5S: Legal and accounting fees; IT-428: 
Wage loss replacement plans; IT-529: Flexible employee benefit programs. 


Advance Tax Rulings: ATR-8: Self-insured health and welfare trust fund. 

1.T. Technical News: 25 (health and welfare trusts). 

Forms: T4E: Statement of employment insurance benefits; T4130: Employer’s 

guide — taxable benefits. 
(f.1) Canadian Forces members and veterans income 
replacement benefits — the total of all amounts received by 
the taxpayer in the year on account of an earnings loss benefit, a 
supplementary retirement benefit or a permanent impairment al- 
lowance payable to the taxpayer under Part 2 of the Canadian 
Forces Members and Veterans Re-establishment and Compensa- 
tion Act; 

Related Provisions: 81(1)(d:1)— Exemption for certain other payments under 

CFMVRCA. 

History: Para. 6(1)(f.1) added by 2005, c. 21, s. 101, proclaimed in force April 1, 

2006. 
(g) employee benefit plan benefits — the total of all 
amounts each of which is an amount received by the taxpayer in 
the year out of or under an employee benefit plan or from the 
disposition of any interest in any such plan, other than the por- 
tion thereof that is 


(i) a death benefit or an amount that would, but for the de- 
duction provided in the definition of that term in subsection 
248(1), be a death benefit, 


(ii) a return of amounts contributed to the plan by the tax- 
payer or a deceased employee of whom the taxpayer is an 
heir or legal representative, to the extent that the amounts 
were not deducted in computing the taxable income of the 
taxpayer or the deceased employee for any taxation year, 


(iii) a superannuation or pension benefit attributable to ser- 
vices rendered by.a person in a period throughout which the 
person was not resident in Canada, or 


(iv) a designated employee benefit (as defined in subsection 
144.1(1)); 


Related Provisions: 6(10)— Contributions; 6(14) — Salary deferral arrange- 
ment — part of benefit plan; 12(1)(n) — Employees profit sharing plan; 12(1)(n.1) — 
Employee’s income from EBP; 18(1)(0) — EBP contributions; 32.1 — EBP deduc- 
tions; 56(1)(a) — Benefits — pension and employee; 104(13)(b) — Trusts — income 
payable to beneficiary; 107.1(b) — Distribution of property by EBP deemed at cost 


amount; 128.1(10)‘excluded right or interest’’(a)(vi), (6) — No deemed disposition of 


S. 6(1)(K)@) 


rights on emigration; 153(1)(a)—— Withholding of tax by employer; 212(17) — No 
non-resident withholding tax. 

History: Subpara. 6(1)(g)(iv) added by 2010, c. 25, subsec. 2(3), applicable after 2009. 
Subpara. 6(1)(g)(i) amended by 2009, c. 2; s. 2, applicable to 2009 et seg. The subpara. 
formerly read: 


(ii) a return of amounts contributed to the plan by the taxpayer or a deceased 
employee of whom the taxpayer is an heir or legal representative, or 


Selected Cases [para. 6(1)(g)]: Canada v. Chrysler Canada Ltd. (No. 3), [1992] 2 
C.T.C. 95 (FCTD) (Employee stock ownership plan was “stock option” under.s. 7, not 

“employee benefit plan”); Canada v. Chrysler Canada Ltd., [1991] 2 C.T.C. 156 
(FCTD); additional reasons at [1992] 1 C.T.C. 61, (sub nom. Canada y. Chrysler 
Canada Ltd. (No. 2)) (FCTD) (Employee stock ownership plan’ both agreement to 
issue shares to employees (taxable pursuant to s. 7) and employee benefit plan (taxable 
pursuant to para. 6(1)(g))). 


Interpretation Bulletins: IT-499R: Superannuation or pension benefits; IT-502: 
Employee benefit plans and employee trusts; IT-529: Flexible employee benefit 
programs. 


I.T. Technical News: 11 (reporting of amounts paid out of an employee benefit 
plan). 
Advance Tax Rulings: ATR-17: Employee benefit plan — purchase of company 
shares; ATR-39: Self-funded leave of absence. 
(h) employee trust — amounts allocated to the taxpayer for 
the year by a trustee under an employee trust; 
Related Provisions: 12(1)(n) — Employer income from employee trust; 107.1(a) — 
Distribution of property by employee trust deemed at FMV; 128.1(10)“excluded right 
or interest’’(e)(i) — No, deemed disposition of rights on emigration; 153(1)(a) — With- 
holding of tax by employer; 212(17) — No non-resident withholding tax. 
Regulations: 200(2)(g) (information return). 
Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts; IT- 
529: Flexible employee benefit programs. 
(i) salary deferral arrangement payments — the amount, 
if any, by which the total of all amounts received by any person 
as benefits (other than amounts received by or from a trust gov- 
erned by a salary deferral arrangement) in the year out of or 
under a salary deferral.arrangement in respect of the taxpayer 
exceeds the amount, if any, by which 


(i) the total of all deferred amounts under the arrangement 
that were included under paragraph (a) as benefits in comput- 
ing the taxpayer’s income for preceding taxation years 


exceeds 
(ii) the total of 


(A). all deferred amounts received by any person in pre- 
ceding taxation years out of or under the arrangement, 
and 


(B) all deferred amounts under the arrangement that were 

deducted under paragraph 8(1)(0) in computing the tax- 

payer’s income for the year or preceding taxation years; 
Related: Provisions: 6(11)— Salary deferral arrangement; 20(1)(00), (pp) — 
SDA — deductions; 56(1)(w) — Benefits from SDA; 128.1(10)“excluded right or in- 
terest’’(a)(vii), (b) — No deemed disposition of rights on emigration; 153(1)(a) — 
Withholding of tax by employer. 


Interpretation Bulletins: IT-529: Flexible employee benefit programs: 


(j) reimbursements and awards — amounts received by the 
taxpayer in the year as an award or reimbursement in respect of 
an amount that would, if the taxpayer were entitled to no reim- 
bursements or awards, be deductible under subsection 8(1) in 
computing the income of the taxpayer, except to the extent that 
the amounts so received 


(i) are otherwise included in Panning the income of the 
taxpayer for the year, or 


(ii) are taken into account in computing the amount that is 
claimed under subsection 8(1) by the taxpayer for the year or 
a preceding taxation year; 
Related Provisions: 153(1)(a) — Withholding of tax by employer. 
Interpretation Bulletins: IT-99R5: Legal and accounting fees. 


(k) automobile operating expense benefit — where 


(i) an amount is determined under subparagraph (e)(i) in re- 
spect of an automobile in computing the taxpayer’s income 
for the year, 


S. 6(1)(k)(ii) 


(ii) amounts related to the operation (otherwise than in con- 
nection with or in the course of the taxpayer’s office or em- 
ployment) of the automobile for the period or periods in the 
year during which the automobile was made available to the 
taxpayer or a person related to the taxpayer are paid or paya- 
ble by the taxpayer’s employer or a person related to the tax- 
payer’s employer (each of whom is in this paragraph referred 
to as the “payor’), and 


(iii) the total of the amounts so paid or payable is not paid in 
the year or within 45 days after the end of the year to the 
payor by the taxpayer or by the person related to the 
taxpayer, 


the amount in respect of the operation of the automobile deter- 
mined by the formula 


A-B 

where 

A is 
(iv) where the automobile is used primarily in the per- 
formance of the duties of the taxpayer’s office or employ- 
ment during the period or periods referred to in subpara- 
graph (ii) and the taxpayer notifies the employer in 
writing before the end of the year of the taxpayer’s inten- 
tion to have this subparagraph apply, '/2 of the amount de- 
termined under subparagraph (e)(1) in respect of the auto- 


mobile in computing the taxpayer’s income for the year, 
and 


(v) in any other case, the amount equal to the product ob- 
tained when the amount prescribed for the year is multi- 
plied by the total number of kilometres that the automo- 
bile is driven (otherwise than in connection with or in the 
course of the taxpayer’s office or employment) during the 
period or periods referred to in subparagraph (ii), and 


Bis the total of all amounts in respect of the operation of the 
automobile in the year paid in the year or within 45 days af- 
ter the end of the year to the payor by the taxpayer or by the 
person related to the taxpayer; and 

Related Provisions: 6(1)(a)(iii) — Automobile benefits excluded from general in- 
clusion of benefits; 6(1)(1) — Benefit where 6(1)(k) does not apply; 6(1.1) — Parking 
is not an operating cost; 6(2.2)— Optional calculation of operating benefits; 
12(1)(y) — Automobile benefit to partner or employee of partner; 15(5) — Automobile 
benefit to shareholder; 153(1)(a) — Withholding of tax by employer; 257 — Formula 
cannot calculate to less than zero. 


History: Para. 6(1)(k) added by 1994, c. 21, subsec. 2(3), applicable to 1993 et seg. 
Regulations: 7305.1 (amount prescribed for 6(1)(k)(v)). 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


I.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles); 
12 (1998 deduction limits and benefit rates for automobiles); 40 (employer vehicles 
required to be taken home at night). 


Forms: RC18: Calculating automobile benefits. 


(1) idem — the value of a benefit in respect of the operation of 
an automobile (other than a benefit to which paragraph (k) ap- 
plies or would apply but for subparagraph’ (k)(iii)) received or 
enjoyed by the taxpayer in the year in respect of, in the course of 
or because of, the taxpayer’s office or employment. 

Related Provisions: 6(1)(a)(iii) — Automobile benefits excluded from general in- 


clusion of benefits; 15(5)—— Automobile benefit to shareholder; 153(1)(a) — With- 
holding of tax by employer. 


History: Para. 6(1)(1) added by 1994, c. 21, subsec. 2(3), applicable to 1993 et seg. 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


1.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


Selected Cases [subsec. 6(1)]: Schroter v. R., [2010] 4 C.T.C. 143 (FCA) (Insuffi- 
cient evidence produced to show that employer was primary beneficiary of parking 
pass); Buccini v. R., [2001] 1 C.T.C. 103 (FCA) (Payment was for fundamental breach 
of contract by employer and was not employment income); R. v. Lao, [1993] 2 C.T.C. 
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Income Tax Act; Part I, Division B 


25 (FCTD) (Relocation payment in respect of higher housing costs not employment 
income); Blanchard v. Canada, [1992] 2.C.T.C. 403 (FCTD); rev’d [1995] 2 C.T.C. 
262 (FCA) (Amount paid to employee on termination of participation in housing pro- 
gram representing possible realtor’s fees on future sale not taxable as employee 
benefit); Thompson v. MNR, [1989] 2 C.T.C. 226 (FCTD) (Expenses for office in home 
owned by taxpayer disallowed except for portion of utilities); Cooper v. MNR, [1989] 1 
C.T.C. 66 (FCTD) (Interest-free loan by estate to executor was not taxable benefit). 


(1.1) Parking cost — For the purposes of this section, an amount 
or a benefit in respect of the use of a motor vehicle by a taxpayer 
does not include any amount or benefit related to the parking of the 
vehicle. 

Related Provisions: 6(1)(a)(iii), 6(1)(e), (k) — Benefit in respect of the use of an 


automobile; 6(16)(a) — Parking benefits non-taxable for disabled employee; 15(5) — 
Automobile benefit to shareholder. 


History: Subsec. 6(1,1) added by 1994, c. 21, subsec. 2(4), applicable to 1993 et seq. 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


1.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


(2) Reasonable [automobile] standby charge — For the pur- 
poses of paragraph (1)(e), a reasonable standby charge for an auto- 
mobile for the total number of days (in this subsection referred to as 
the “total available days’’) in a taxation year during which the auto- 
mobile is made available to a taxpayer or to a person related to the 
taxpayer by the employer of the taxpayer or by a person related to 
the employer (both of whom are in this subsection referred to as the 
“employer’) shall be deemed to be the amount determined by the 
formula 


A | 2 
ee ee tig SEN 


where 

A is 
(a) the lesser of the total kilometres that the automobile is 
driven (otherwise than in connection with or in the course of 
the taxpayer’s office or employment) during the total availa- 
ble days and the value determined for the description of B for 


the year in respect of the standby charge for the automobile 
during the total available days, if 


(i) the taxpayer is required by the employer to use the au- 
tomobile in connection with or in the course of the office 
or employment, and 


(ii) the distance travelled by the automobile in the total 
available days is primarily in connection with or in the 
course of the office or employment, and 


(b) the value determined for the description of B, for the year 
in respect of the standby charge for the automobile during the 
total available days, in any other case; 


is the product obtained when 1,667 is multiplied by the quotient 
obtained by dividing the total available days by 30 and, if the 
quotient so obtained is not a whole number and exceeds one, by 
rounding it to the nearest whole number or, where that quotient 
is equidistant from two consecutive whole numbers, by rounding 
it to the lower of those two numbers; 


is the cost of the automobile to the’ employer where the em- 
ployer owns the vehicle at any time in the year; 


is the number obtained by dividing such of the total available 
days as are days when the employer owns the automobile by 30 
and, if the quotient so obtained is not a whole number and ex- 
ceeds one, by rounding it to the nearest whole number or, where 
that quotient is equidistant from two consecutive whole num- 
bers, by rounding it to the lower of those two numbers; 


is the total of all amounts that may reasonably be regarded as 
having been payable by the employer to a lessor for the purpose 
of leasing the automobile during such of the total available days 
as are days when the automobile is leased to the employer; and 


Subdivision a — Office or’Employment 


F is the part of the amount determined for E that may reasonably 
be regarded as having been payable to the lessor in respect of all 
or part of the cost to the lessor of insuring against 


(a) loss of, or damage to, the automobile, or 


(b) liability resulting from the use or operation of the 
automobile. 
Related Provisions: 6(2.1)— Reduced benefit for automobile salesperson; 
12(1)(y) — Automobile benefit to partner or employee of partner; 15(5) — Rule ap- 
plies to calculate automobile benefit to shareholder; 85(1)(e.4) — Transfer of automo- 
bile to corporation by shareholder. 
History: The descriptions of A and B in subsec. 6(2) amended by 2003, c. 15, s. 69, 
applicable to 2003 et seg. They formerly read: 


A is the lésser of 


(a) the total number of kilometres that the automobile is driven (other- 
wise than in connection with or in the.course of the taxpayer’s office or 
employment) during the total available days, and 


(b) the value determined for B for the year under this subsection in re- 

spect of the standby charge for the automobile during the total available 

days, ; 
except that the amount determined under paragraph (a) shall be deemed to 
be equal to the amount determined under paragraph (b) unless 


(c) the taxpayer is required by the employer to use the automobile in 
connection with or in the course of the office or employment, and 


(d) all or substantially all of the distance travelled by the automobile in 
the total available days is in connection with or in the course of the of- 
fice or employment; 


is the product obtained when 1,000 is multiplied by the quotient obtained by 
dividing the total available days by 30 and, if the quotient so obtained is not 
a whole number and exceeds one, by rounding it to the nearest whole num- 
ber or, where that quotient is equidistant from two consecutive whole num- 
bers, by rounding it to the lower of those two numbers; 


Selected Cases [subsec. 6(2)]: Gill v. R., [2005] 2 C.T.C. 2473 (TCC) (Rigid 
formula not applicable, as it would render “reasonable” meaningless); Keefe v. R., 
(2004] 1 C.T.C. 3028 (TCC) (“All or substantially all” did not necessarily mean 90% 
and court accepted 81%); McDonald v. R., [1998] 4 C.T.C. 2569 (TCC) (85 per cent of 
distance was “substantially all”); Adams (R.O.) v. R:, [1998] 2 C.T.C. 353 (FCA) (Fair 
market rental charge does not necessarily replace standby charge); Meeuse v. Canada, 
[1995] 1 C.T.C. 21 (FCTD) (Full standby charge to be included in income unless pre- 
sumption rebutted in prescribed form). 

Regulations: 200(3) (information return). 

Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992; IT-291R3: Transfer of property to a corporation under subsection 85(1). 


1.T.. Technical News: 12 (1998 deduction limits and benefit rates for automobiles); 
40 (employer vehicles required to be taken home. at night). 


CRA Audit Manual: 27.10.0: Employee and shareholder benefits. 
Forms: RC18: Calculating automobile benefits; T4130: Employer’s guide — taxable 
benefits. 


(2.1) Automobile salesman — Where in a taxation year 
(a) a taxpayer was employed principally in selling or leasing 
automobiles, 
(b) an automobile owned by the taxpayer’s employer was made 
available by the employer to the taxpayer or ,to.a person related 
to the taxpayer, and. 
(c) the employer has acquired one or more automobiles, 

the amount that would otherwise be determined under subsection 


(2) as a reasonable standby charge shall, at the option of the em- 
ployer, be computed. as if 


(d) the reference in the formula in subsection (2) to “2%” were 
read as a reference to “1'2%”, and 
(e) the cost to the employer of the automobile were the greater 
of 
(i) the quotient obtained by dividing 
(A) the cost to the employer of all new automobiles ac- 


quired by the employer in the year for sale or lease in the 
course of the employer’s business 


by 
(B) the number of automobiles. described in clause (A), 
and 
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(ii) the quotient obtained by dividing 
(A) the cost to the employer of all automobiles acquired 


by the employer in the year for sale or lease in the course 
of the employer’s business 


by 
(B) the number of automobiles described in clause (A). 


_ Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 


mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


1.T. Technical News: 12°(1998 deduction limits and benefit rates for automobiles). 


(2.2) [Repealed] 
History: Subsec. 6(2.2) repealed by 1994, c. 21, subsec. 2(5), applicable to 1993 er 
seq. That subsec. formerly read: ! 

(2.2) Benefit re auto operation — Where 


(a) an amount is determined under subparagraph (1)(e)(i) for an automobile 
in computing the income of a taxpayer for a taxation year, 


(b) the automobile is used primarily in the performance of the duties of the 
taxpayer’s office or employment, and 


(c) the taxpayer notifies the taxpayer’s employer in writing before the end of 
the year that the amount of the benefit relating to the operation of the auto- 
mobile for the period in the year during which it was made available is to be 
determined under this subsection, 


the amount of the benefit relating to the operation of the automobile shall, for the 

purposes of paragraph (1)(a), be deemed to be the amount, if any, by which 
(d) one-half of the amount determined for the automobile under subpara- 
graph (1)(e)() in respect of the taxpayer for the year 

exceeds 
(e) the total of all amounts related to the operation of the automobile paid in 


the year, by the taxpayer or by a person related to the taxpayer, to the em- 
ployer or to the person who made the automobile available. 


(3) Payments by employer to employee — An amount re- 
ceived by one person from another 


(a) during a period while the payee was an officer of, or in the 
employment of, the payer, or 


(b) on account, in lieu of payment or in satisfaction of an obliga- 
tion arising out of an agreement made by the payer with the 
payee immediately prior to, during or immediately after a period 
that the payee was an officer of, or in the employment of, the 
payer, 
shall be deemed, for the purposes of section 5, to be remuneration 
for the payee’s services rendered as an officer or during the period 
of employment, unless it is established that, irrespective of when 
the agreement, if any, under which the amount was received was 
made or the form or legal effect thereof, it cannot reasonably be 
regarded as having been received 


(c) as consideration or partial consideration for accepting the of- 
fice or entering into the contract of employment, 


(d) as remuneration or partial remuneration for services as an 
officer or under the contract of employment, or 


(e) in consideration or partial consideration for a.covenant with 
reference to what the officer or employee is, or is not, to do 
before or after the termination of the employment. 


Related Provisions: 6(3.1) — Timing of income inclusion from non-compete agree- 
ment; 56.4(4)(a) — Amount paid by purchaser for non-compete agreement deemed to 
be wages paid to employee; 87(2)(k) — Amalgamation — Amount received by em- 
ployee from new corporation; 153(1)(a) — Withholding of tax by employer. 


Selected Cases [Subsec. 6(3)]: Bartley v. R., [2008] 5 C.T.C. 2403 (TCC) (Schol- 
arships available to children of employees not taxable in hands of employee); Ward v. 
R., [1998] 4 C.T.C. 2129 (TCC) (Taxpayer failed to establish employment relationship 
to enable access to stock option rules); Blanchard vy. Canada, [1995] 2 C.T.C. 262 
(FCA) (Source of payment of benefit not relevant so long as there is connection with 
employment); McNeill v. R., [1986] 2 C.T.C. 352 (FCTD) (Without evidence of un- 
compensated losses suffered, “social disruption allowance” for relocation was benefit 
from employment); Greiner v. R., [1984] C.T.C. 92 (FCA) (Payment by new employer 
(after acquisition of former company) to compensate employee for termination of em- 
ployment contract was income, not capital for surrender of rights under a contract); 
Girouard v. R., [1980] C.T.C. 284 (FCA) (Liquidated damages for wrongful dismissal 
pursuant to contract were not taxable); MNR v. Beaupré Estate, [1973] C.T.C. 316 
(FCTD) (Fixed salary and other benefits under consulting contract entered in consider- 
ation for sale of shares to major shareholder were part of price, not taxable benefits). 
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Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-168R3: Athletes and players employed by 
football, hockey and similar clubs; IT-196R2: Payments by employer to employee; IT- 
247: Employer’s contributions to pensioners’ premiums under provincial medical and 
hospital services plans (archived); IT-334R2: Miscellaneous receipts; IT-337R4: Retir- 
ing allowances; IT-365R2: Damages, settlements and similar receipts; IT-470R: Em- 
ployees’ fringe benefits; IT-515R2: Education tax credit; IT-529: Flexible employee 
benefit programs. 


Proposed Addition — 6(3.1) 


(3.1) Amount receivable for covenant — If an amount (other 
than an amount to which paragraph (1)(a) applies because of sub- 
section (11)) is receivable at the end of a taxation year by a tax- 
payer in respect of a covenant, agreed to by the taxpayer more 
than 36 months before the end of that taxation year, with reference 
to what the taxpayer is, or is not, to do, and the amount would be 
included in the taxpayer’s income for the year under this subdivi- 
sion if it were received by the taxpayer in the year, the amount 


(a) is deemed to be received by the taxpayer at the end of the 
taxation year for services rendered as an officer or during the 
period of employment; and 


(b) is deemed not to be received at any other time. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 3(1), 
will add subsec. 6(3.1), applicable to amounts receivable in respect of a covenant 
agreed to after October 7, 2003. 


Technical Notes (July 2010): New subsection 6(3.1) provides that an employee 
is — if certain circumstances exist — required to include in the employee’s income 
from employment for a taxation year an amount that is receivable at the end of a 
taxation year in respect of a covenant as to what the employee is, or is not, to do. 
Subsection 6(3.1) is added consequential to new section 56.4 which concerns the tax 
treatment of amounts received or receivable in respect of a restrictive covenant (addi- 
tional commentary is provided in the explanatory notes accompanying new section 
56.4). In contrast, amounts related to covenants made in the context of an office or 
employment are generally included in income on a “received”’ basis. . 


New subsection 6(3.1) applies to a receivable of an employee in respect of a cove- 
nant if 


* the amount is not receivable under a salary deferral arrangement to which para- 
graph 6(1)(a) applies because of subsection 6(11) (in such cases, the amount is 
currently taxable as employment income even though it is receivable), — 


* the employee agreed to the covenant more than 36 months before the end of the 
taxation year, and 


¢ the amount would be included in the taxpayer’s income, as income from an of- 
fice or employment, if it were received by the taxpayer in the year. 


If applicable, subsection 6(3.1) provides that the amount receivable is deemed to be 
received by the taxpayer at the end of the taxation year for services rendered as an 
officer or during the period of employment, and that the amount is deemed not to be 
received at any other time (thereby precluding an inclusion because of the receipt). 


In cases where subsection 6(3. 1) deems an amount that i is receivable to be received, 
new paragraph 60(f) provides a deduction in a pubseduent taxation year if the amount 
becomes a bad debt. 


Related Provisions: 6(3), 56.4(2) — Income inclusion from non-compete agree- 
ment; 60(f) — Deduction for bad debt. : 


(4) Group term life insurance — Where at any time in a taxa- 
tion year a taxpayer’s life is insured under a group term life insur- 
ance policy, there shall be included in computing the taxpayer’s in- 
come for the year from an office or employment the amount, if any, 
prescribed for the year in respect of the insurance. 


Related Provisions: 18(9)(a)(iii), 18(9.01) — Limitation on deduction for premiums 
paid; 139.1(15)— Effect of demutualization of insurance corporation; 139.1(16), 
(17) — Flow-through of demutualization benefits by employer to employee; 
144.1(10) — Employee contributions to employee life and health trust deemed to be 
payment of group life insurance premiums if so identified; 153(1)(a) — Withholding of 
tax by employer. 

History: Subsec. 6(4) amended by 1995, c. 3, subsec. 1(2), applicable to insurance 
provided in respect of periods that are after June 1994. For insurance provided in re- 
spect of periods that are in 1994 and before July 1994, subsec. 6(4) should be read as 
follows: 


(4) Notwithstanding any exception provided for in paragraph (1)(a), there shall 
be included in computing a taxpayer’s income for a taxation year as income from 
an office or employment the premium in respect of any period in the year before 
July 1994 for any excess over $25,000 of the amount of life insurance (other 
than prescribed insurance) in effect on the taxpayer’s life during that period 
under a group term life insurance policy under which any life insurance was 
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effected on the taxpayer’s life in respect of, in the course of or because of, the 
taxpayer’s office or employment or former office or employment, determined as 
the remainder obtained by 


(a) dividing that proportion of the total premium (other than a prescribed 
premium) payable on account of life insurance under the policy in respect of 
the policy year that ends in the year, minus the amount of any dividend or 
experience rating refund payable on account of life insurance under the pol- 
icy in respect of the policy year, that the number of days in that period is of 
the number of days in the policy year, by the mean of the total amount of life 
insurance (other than prescribed insurance) in effect under the policy at the 
beginning of the policy year and the total amount of life insurance (other 
than prescribed insurance) so in effect at the end of the policy year, 


(b) multiplying the quotient obtained under paragraph (a) by the excess over 
$25,000 of the amount of life insurance (other than prescribed insurance) in 
effect on the taxpayer’s life during that period under the policy, and 


(c) subtracting from the product obtained under paragraph (b) any amount 
that the taxpayer has reimbursed to the taxpayer’s employer, or has paid, in 
respect of the amount of life insurance (other than prescribed insurance) in 
excess of $25,000 in effect on the taxpayer’s life during that period under 
the policy, 
and in the case of a taxpayer on whose life any life insurance was in effect dur- 
ing any period in the year before July 1994 under more than one such group 
insurance policy, 


(d) this subsection shall be read as requiring a separate determination of the 
amount or amounts, if any, to be included in computing the taxpayer’s in- 
come for the year in respect of each particular policy, and 


(e) the expression “$25,000” in this subsection shall be read as referring, in 
respect of a particular policy, to that proportion of $25,000 that the amount 
of life insurance (other than prescribed insurance) in effect on the taxpayer’s 
life during that period under the policy is of the total amount of life insur- 
ance (other than prescribed insurance) in effect on the taxpayer’s life during 
that period under all of the policies. 


Subsec. 6(4) formerly read: 


(4) Portion of premium under certain group insurance policies — Notwith- 
standing any exception provided for in paragraph (1)(a), there shall be included 
in computing the income of a taxpayer for a taxation year as income from an 
office or employment the premium in respect of any period in the year for any 
excess over $25,000 of the amount of life insurance in effect on the life of the 
taxpayer during that period under a group term life insurance policy under which 
any life insurance was effected on the life of the taxpayer in respect of, in the 
course of, or by virtue of the taxpayer’s office or employment or former office or 
employment, determined as the remainder obtained by 


(a) dividing that proportion of the total premium payable on account of life 
insurance under the policy in respect of the policy year ending in the year, 
minus the amount of any dividend or experience rating refund payable on 
account of life insurance under the policy in respect of the policy year, that 
the number of days in that period is of the number of days in the policy year, 
by the mean of the total amount of life insurance in effect under the policy at 
the commencement of the policy year and the total amount of life insurance 
so in effect at the end of the policy year, 


(b) multiplying the quotient obtained under paragraph (a) by the excess over 
$25,000 of the amount of life insurance in effect on the life of the taxpayer 
during that period under the policy, and 


(c) subtracting from the product obtained under paragraph (b) any amount 
that the taxpayer has reimbursed to the taxpayer’s employer, or has paid, in 
respect of the portion of the premium attributable to the amount of life insur- 
ance in excess of $25,000 in effect on the taxpayer’s life under the policy, 


and in the case of a taxpayer on whose life any life insurance was in effect dur- 
ing any period in the year under more than one such group insurance policy, 
(d) this subsection shall be read as requiring a separate determination of the 


amount or amounts, if any, to be included in computing the taxpayer’s in- 
come for the year in respect of each particular policy, and 


(e) the expression “$25,000” in this subsection shall be read as referring, in 
respect of a particular policy, to that proportion of $25,000 that the amount 
of life insurance in effect on the life of the taxpayer during that period under 
the policy is of the total amount of life insurance in effect on the taxpayer’s 
life during that period under all of the policies. 


Regulations: 2700-2704 (prescribed amount). 


Interpretation Bulletins: IT-85R2: Health and welfare trusts for employees [out of 
date re 6(4)]; IT-529: Flexible employee benefit programs. 


I.T. Technical News: 25 (health and welfare trusts). 


(5) [Repealed] 


History: Subsec. 6(5) repealed by 1995, c. 3, subsec. 1(3), applicable to 1995 et seq. 
Subsec. (5) formerly read: 


(5) Reference to policy year ending in taxation year — A reference in sub- 
section (4) to “the policy year” ending in a taxation year shall, where there is no 
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such year ending in the taxation year, be construed as a reference to the period 
commencing on the anniversary in the immediately preceding taxation year.of 
the date of issue of the policy, or where there is no such anniversary, on the date 
of issue of the policy, and ending on the last day in the taxation year on which 
the policy was in effect. 


(6) Employment at special work site or remote location — 
Notwithstanding subsection (1), in computing the income of a tax- 
payer for a taxation year from an office or employment, there shall 
not be included any amount received or enjoyed by the taxpayer in 
respect of, in the course or by virtue of the office or employment 
that is the value of, or an allowance (not in excess of a reasonable 
amount) in respect of expenses the taxpayer has incurred for, 


(a) the taxpayer’s board and lodging for a period at 


(1) a special. work site, being a location at which the duties 
performed by the taxpayer were of a temporary nature, if the 
taxpayer maintained at another location a self-contained do- 
mestic establishment as the taxpayer’s principal place of 
residence 


(A) that was, throughout the period, available for the tax- 
payer’s occupancy and not rented by the taxpayer to any 
other person, and 


(B) to which, by reason of distance, the taxpayer could 
not reasonably be expected to have returned daily from 
the special work site, or 


(11) a location at which, by virtue.of.its remoteness from any 
established community, the taxpayer could not reasonably be 
expected to establish and maintain a self-contained domestic 
establishment, 


if the period during which the taxpayer was required by the tax- 
payer’s duties to be away from the taxpayer’s principal place of 
residence, or to be at the special work site or location, was not 
less than 36 hours; or 


(b) transportation. between 


(i) the principal place of residence and the special work site 
referred to in subparagraph (a)(i), or 


(ii) the location referred to in subparagraph (a)(i1) and a loca- 
tion in Canada or a location in the country in which the tax- 
payer is employed, 
in respect of a period described in paragraph (a) during which 
the taxpayer received board and lodging, or a reasonable allow- 
ance in respect of board and lodging, from. the taxpayer’s 
employer. 
Related Provisions: 67.1(2)(e.1) — Construction work camp — meals fully deduct- 
ible; 110.7(4) — Northern allowance reduced by amounts excluded under 6(6). 


Selected Cases [subsec. 6(6)]: Rozumiak v. R., [2006].2.C.T.€..2172 (TCC) 
(Temporary office opened to test new market qualified as special work site); Jaffar v. 
R., [2002] 1 C.T.C. 2204 (TCC) (Special work site can be anywhere, including large 
city, entitling taxpayer to board and lodging); Truemner v. Canada, [1989] 1 C.T.C. 
356 (FCTD) (Where no evidence produced to show unavailability of “self contained 
domestic establishment” in various locations, no deduction for value of board and lodg- 
ing received). 

Interpretation Bulletins: IT-91R4: Employment at special work sites or remote 
work locations; IT-168R3: Athletes and players employed by football, hockey and sim- 
ilar clubs; IT-254R2: Fishermen — employees and seafarers — value of rations and 
quarters (archived); IT-470R: Employees’ fringe benefits; IT-518R: Food, beverages 
and entertainment expenses; IT-522R: Vehicle, travel and sales expenses of employees. 
Forms: RC4054: Ceiling amounts for housing benefits paid in prescribed zones; TD4: 
Declaration of exemption — Employment at special work site; T4039: Northern re- 
sidents deductions — places in prescribed zones [guide]; T4130: Employer's guide — 
taxable benefits. 


(7) Cost of property or service [includes GST, etc.] — To 
the extent that the cost to a person of purchasing a property or ser- 
vice or an amount payable by a person for the purpose of leasing 
property is taken into account in determining an amount required 
under this section to be included in computing a taxpayer’s income 
for a taxation year, that cost or amount payable, as the case may be, 
shall include any tax that was payable by the person in respect of 
the property or service or that would have been so payable if the 
person were not exempt from the payment of that tax because of the 
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nature of the person or the use to which the property or service is to 
be put. 


History: Subsec. 6(7) amended by 1997, c. 10, subsec. 267(2), applicable to 1996 er 
seq. Subsec. (7) formerly read: 


(7) Goods and services tax — To the extent that an amount required to be 
included in computing the income of a taxpayer for a taxation year under para- 
graph (1)(a) or (€) is determined by reference to the cost to a person of any 
property or service, that cost shall, for the purposes of those paragraphs, be de- 
termined without reference to any goods and services tax payable by that person 
in respect of the property or service. 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


I.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


(8) GST rebates re costs of property or service — If 


(a) an amount in respect of an outlay or expense is deducted 
under section 8 in computing the income of a taxpayer for a tax- 
ation year from an office or employment, or 


(b) an amount is included in the capital cost to a taxpayer of a 
property described: in subparagraph 8(1)(j)(ii) or 8(1)(p)Gi), 


and a particular amount is paid to the taxpayer in a particular taxa- 
tion year as a rebate under the Excise Tax Act in respect of any 
goods and services tax included in the amount of the outlay or ex- 
pense, or the capital cost of the property, as the case may be, the 
particular amount 


(c) to the extent that it relates to an outlay or expense referred to 
in paragraph (a), shall be included in computing the taxpayer’s 
income from an office or employment for the particular taxation 
year, and 


(d) to the extent that it relates to the capital cost of property re- 
ferred to in paragraph (b), is deemed, for the purposes of subsec- 
tion 13(7.1), to have been received by the taxpayer in the partic- 
ular taxation year as assistance from a government for the 
acquisition of the property. 

Related Provisions: 8(11) — GST rebate deemed not to be reimbursement. 


History: Subsec. 6(8) amended by 2002, c. 9, s. 20, applicable to 2002 et seg. Subsec. 
(8) formerly read: 


(8) Idem [GST rebate] — Where 


(a) an amount in respect of an expense is deducted under section 8 in com- 
puting the income of a taxpayer for a taxation year from an office or em- 
ployment, or 


(b) an amount is included in the capital cost to a taxpayer of a property de- 
scribed in subparagraph 8(1)(j)(ii) or (p)(ii), 


and a particular amount is paid to the taxpayer in a particular taxation year as a 
rebate under the Excise Tax Act in respect of any goods and services tax included 
in the amount of the expense, or the capital cost of the: property, as the case may 
be, the particular amount 


(c) to. the extent that it relates to an expense referred to in paragraph (a), 
shall be included in computing the taxpayer’s income from an office or em- 
ployment for the particular year, and 


(d) to the extent that it relates to the capital cost of property referred to in 
paragraph (b), shall be deemed, for the purposes of subsection. 13(7.1), to 
have been received by the taxpayer in the particular year as assistance from a 
government for the acquisition of the property. 


(9) Amount in respect. of interest on employee debt — 
Where an amount in respect of a loan or debt is deemed by subsec- 
tion 80.4(1) to be a benefit received in a taxation year by an indivi- 
dual, the amount of the benefit shall be included in. computing the 
income of the individual forthe year as income from an office or 
employment. 


Related Provisions: 6(23) — Taxable benefit from employer-provided housing sub- 
sidy; 15(9) — Deemed benefit to shareholder. 


Regulations: 200(2)(g) (information return). 
Remission Orders: Ice Storm Employee Benefits Remission Order, P.C. 1998-2047. 


Interpretation Bulletins: IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived); IT-421R2: 
Benefits to, individuals, corporations and shareholders from ioans or debt. 


1.T. Technical News: 6 (payment of mortgage interest subsidy by. employer). 


S. 6(10) 


(10) Contributions to an employee benefit plan — For the 
purposes of subparagraph (1)(g)(1i), 


(a) an amount included in the income of an individual in respect 
of an employee benefit plan for a taxation year preceding the 
year in which it was paid out of the plan shall be deemed to be 
an amount contributed to the plan by the individual; and 


(b) where an amount is received in a taxation year by an indivi- 
dual from an employee benefit plan that was in a preceding year 
an employee trust, such portion of the amount so received by the 
individual as does not exceed the amount, if any, by which the 
lesser of 


(i) the amount, if any, by which 


(A) the total of all amounts allocated to the individual or a 
deceased person of whom the individual is an heir or legal 
representative by the trustee of the plan at a time when it 
was an employee trust 


exceeds 


(B) the total of all amounts previously. paid out of the plan 
to or for the benefit of the individual or the deceased per- 
son at a time when the plan was an employee trust, and 


(ii) the portion of the amount, if any, by which the cost 
amount to the plan of its property immediately before it 
ceased to be an employee trust exceeds its liabilities at that 
time that 


(A) the amount determined under subparagraph (i) in re- 
spect of the individual 


is of 
(B) the total of amounts determined under subparagraph 
(i) in respect of all individuals who were beneficiaries 


under the plan immediately before it ceased to be an em- 
ployee trust 


exceeds 


(iii) the total of all amounts previously received out of the 
plan by the individual or a deceased person of whom the in- 
dividual is an heir or legal representative at a time when the 
plan was an employee benefit plan to the extent that the 
amounts were deemed by this paragraph to be a return of 
amounts contributed to the plan 


shall be deemed to be the return of an amount contributed to the 
plan by the individual. 
Interpretation Bulletins: IT-498: The deductibility of interest on money borrowed 


to reloan to employees or shareholders (archived); IT-502: Employee benefit plans and 
employee trusts. 


(11) Salary deferral arrangement — Where at the end of a tax- 
ation year any person has a right under a salary deferral arrange- 
ment in respect of a taxpayer to receive a deferred amount, an 
amount equal to the deferred amount shall be deemed, for the pur- 
poses only of paragraph (1)(a), to have been received by the tax- 
payer as a benefit in the year, to the extent that the amount was not 
otherwise included in computing the taxpayer’s income for the year 
or any preceding taxation year. 

Related Provisions: 6(1)(a)(v) — Taxable benefit income inclusion; 6(1)(i) — SDA 
payment taxed; 6(12)-(14) — SDA — Rules; 8(1)(0) — Forfeited amounts; 20(1)(00), 
(pp) — SDA — deduction to employer; 56(1)(w) — Benefit from SDA — included in 
income. 


Advance Tax Rulings: ATR-39: Self-funded leave of absence; ATR-45: Share 
appreciation rights plan; ATR-64: Phantom stock award plan. 


(12) Idem — Where at the end of a taxation year any person has a 
right under a salary deferral arrangement (other than a trust gov- 
erned by a salary deferral arrangement) in respect of a taxpayer to 
receive a deferred amount, an amount equal to any interest or other 
additional amount that accrued to, or for the benefit of, that person 
to the end of the year in respect of the deferred amount shall be 
deemed at the end of the year, for the purposes only of subsection 
(11), to be a deferred amount that the person has a right to receive 
under the arrangement. 
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(13) Application — Subsection (11) does not apply in respect of a 
deferred amount under a salary deferral arrangement in respect of a 
taxpayer that was established primarily for the benefit of one or 
more non-resident employees in respect of services to be rendered 
in a country other than Canada, to the extent that the deferred 
amount 

(a) was in respect of services rendered by an employee who 


(i) was not resident in Canada at the time the services were 
rendered, or 


(ii) was resident in Canada for a period (in this subsection 
referred to as an “excluded period”) of not more than 36 of 
the 72 months preceding the time the services were rendered 
and was an employee to whom the arrangement applied 
before the employee became resident in Canada; and 


(b) cannot reasonably be regarded as being in respect of services 
rendered or to be rendered during a period (other than an ex- 
cluded period) when the employee was resident in Canada. 


Related Provisions: 18(1)(o.1) — Salary deferral arrangement — no deduction of 
outlays for non-residents. 


(14) Part of plan or arrangement — Where deferred amounts 
under a salary deferral arrangement in respect of a taxpayer (in this 
subsection referred to as “that arrangement”) are required to be in- 
cluded as benefits under paragraph (1)(a) in computing the tax- 
payer’s income and that arrangement is part of a plan or arrange- 
ment (in this subsection referred to as the “plan”) under which 
amounts or benefits not related to the deferred amounts are payable 
or provided, for the purposes of this Act, other than this subsection, 


(a) that arrangement shall be deemed to be a separate arrange- 
ment independent of other parts of the plan of which it is a part; 
and 


(b) where any person has a right to a deferred amount under that 
arrangement, an amount received by the person as a benefit at 
any time out of or under the plan shall be deemed to have been 
received out of or under that arrangement except to the extent 
that it exceeds the amount, if any, by which 


(i) the total of all deferred amounts under that arrangement 
that were included under paragraph (1)(a) as benefits in com- 
puting the taxpayer’s income for taxation years ending before 
that time 


exceeds 
(ii) the total of 


(A) all deferred amounts received by any person before 
that time out of or under the plan that were deemed by 
this paragraph to have been received out of or under that 
arrangement, and 


(B) all deferred amounts under that arrangement that were 
deducted under paragraph 8(1)(o) in computing the tax- 
payer’s income for the year or preceding taxation years. 


Related Provisions: 6(1)(g) — Employee benefit plan benefits; 56(10) — Severabil- 
ity of retirement compensation arrangement. 


(15) Forgiveness of employee debt — For the purpose of par- 
agraph (1)(a), 
(a) a benefit shall be deemed to have been enjoyed by a taxpayer 
at any time an obligation issued by any debtor (including the 
taxpayer) is settled or extinguished; and 


(b) the value of that benefit shall be deemed to be the forgiven 
amount at that time in respect of the obligation. 


Related Provisions: 6(15.1) — Meaning of “forgiven amount’; 15(1.2) — Forgive- 
ness of shareholder loans; 79(3)F(b)(i) — Where property surrendered to creditor; 
80(1)“forgiven amount’”B(b) — Debt forgiveness rules do not apply to amount of bene- 
fit; 80.01 — Deemed settlement of debts. 


History: Subsec. 6(15) amended by 1995, c, 21, s. 1, applicable to taxation years that 
end after February 21, 1994. Subsec. 6(15) formerly read: 


(15) Forgiven employee loans — For the purposes of paragraph (1)(a), the 
value of the benefit received or enjoyed by a taxpayer, in circumstances where a 
loan or other obligation to pay an amount is settled or extinguished at any time 
without any payment by the taxpayer or by payment’ by the taxpayer of an 
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amount that is less than the amount of the obligation outstanding at that time, 
shall be deemed to be the amount, if any, by which the amount of the obligation 
outstanding at that time exceedsthe amount so paid, if any: 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


(15.1) Forgiven amount — For the purpose of subsection 15), 
the “forgiven amount” at any time in respect of an obligation issued 
by a debtor has the meaning that would be assigned by subsection 
80(1), if 


(a) the obligation were a commercial obligation (within the 
meaning assigned by subsection 80(1)) issued by the debtor; 


(b) no amount included in computing income because of the ob- 
ligation being settled or extinguished-at that.time were taken into 
account; 


(c) the definition “forgiven amount” in subsection 80(1) were 
read without reference to paragraphs (f) and (h) of the isang 
tion of B in that definition;:and) | 


(d) section 80 were read without reference to paragraphs (2)(b) 
and (q) of that section. 
Related Provisions: 80.01(1)“forgiven amount’ — Application of definition for 


purposes of s. 80.01; 248(26) — Liability deemed to be obligation issued by debtor; 
248(27) — Partial settlement of debt obligation. 


History: Subsec. 6(15.1) added by 1995, c. 21,'s: 1, applicable ‘to taxation yeats that 
end after February 21, 1994. 


(16) Disability-related employment © benefits 
[transportation, parking, attendant] — Notwithstanding sub- 
section (1), in computing an individual’s income for a taxation year 
from an office or employment, there shall not be included any 
amount received or enjoyed by the individual in respect of, in the 
course of or because of the individual’s office or employment that 
is the value of a benefit relating to, or an allowance (not in excess 
of a reasonable amount) in respect of expenses incurred by the indi- 
vidual for, 


(a) the transportation of the individual between the individual’s 
ordinary place of residence and’ the individual’s ‘work location 
(including parking near that location) if the individual is blind or 
is a person in respect of whom an amount \is deductible, or 
would but for paragraph 118.3(1)(c) be deductible, because of 
the individual’s mobility impairment, under,section 118.3 in 
computing a taxpayer’s tax payable under this Part for the year; 
or 


(b) an attendant to assist the individual in the performance of the 
individual’s duties if the individual is a\person, in respect of 
whom an amount is deductible, or would but for paragraph 
118.3(1)(c) be deductible, under section 118.3 in computing a 
taxpayer’s tax payable under this Part for the year. 

Related Provisions: 6(1.1) — Parking normally a taxable benefit; 64 — Disability 


supports deduction for attendant care and. other expenses; .118.4(1)— Nature of 
impairment. 

History: Subsec. 6(16) added by 1994, c. 7, Sch. I (1991; c: 49), subsec. 3(5), applica- 
ble to 1991 et seq. 


Interpretation Bulletins: IT-519R2: Medical expense, and disability tax credits and 
attendant care expense deduction. 


(17) Definitions — The definitions in this subsection apply | in this 
subsection and subsection (18). 


“disability policy” means a group disability insurance policy that 
provides for periodic payments to individuals in respect of the loss 
of remuneration from an, office or employment. 


“employer” of an individual includes’ a former pat aif ie of the 
individual. 


“top-up disability payment” in respect of an individual means a 
payment made by an employer of the individual as a consequence 
of the insolvency of an insurer that was obligated to make payments 
to the individual under a disability policy where 


(a) the payment is made to an insurer so that periodic payments 
made to the individual under the policy will not be reduced be- 
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cause of the insolvency, or will be reduced by a lesser amount, 
or 


(b) the following conditions are satisfied: 


(i) the payment is made to the individual to replace, in whole 
or in part, periodic, payments that would have. been made 
under the policy to the individual but for the insolvency, and 


(ii) the payment is made under. an arrangement by which the 
individual is required to reimburse the payment to the extent 
that the individual subsequently receives an amount from an 
insurer in respect of the portion of the periodic payments that 
the payment was intended to replace. 


For the purposes of paragraphs (a) and (b), an insurance policy that 
replaces a disability policy is deemed to be the same policy as, and 
a continuation of, the disability policy that was replaced. 


Related Provisions: 8(1)(n) — Reimbursement under (b)(ii) not deductible as salary 
reimbursement; 8(1)(n.1) — Limited deduction for reimbursements under (b)(ii). 


History: Subsec. 6(17) added by 1998, c. 19, s. 68, applicable to payments yt after 
August 10, 1994. 


(18) Group disability benefits — insolvent insurer — Where 
an employer of an individual makes a top-up disability payment in 
respect of the individual, 


(a) the payment is, for the purpose of paragraph (1)(a), deemed 
not to be a benefit received or enjoyed by the individual; 


(b) the payment is, for the purpose of paragraph (1)(f), deemed 
not to be a contribution made by the employer to or under the 
disability insurance plan of which the disability policy in respect 
of which the payment is made is or was a part; and 


(c) if the payment is made to the individual, it is, for the purpose 
of paragraph (1)(f), deemed to be-an amount payable to the indi- 
vidual pursuant to the plan. 


Related Provisions: 6(17) — Definitions; 8(1)(n.1) — Reimbursement to employer. 


History: Subsec. 6(18) added by 1998, c..19, s. 68, applicable to payments made after 
August 10, 1994. 


(19) Benefit re housing loss — For the purpose of paragraph 
(1)(a), an amount paid at any time in respect of a housing loss 
(other than an eligible housing loss) to or on behalf of a taxpayer or 
a person who does not deal at arm’s length with the taxpayer in 
respect of, in the course of or because of, an office or employment 
is deemed to be a benefit received by the taxpayer at that time be- 
cause of the office,or employment. 


Related Provisions: 6(20) — Eligible housing loss only partly taxed; 6(21) — 
Meaning of “housing loss”; 6(23) — Employer-provided housing subsidy is taxable. 


History: Subsec. 6(19) added by 1999, c. 22, subsec. 2(2), applicable 


(a) to 2001 et.seq.,.in respect of an eligible relocation of an individual in connec- 
tion with which the individual begins employment at.a new work location before 
October 1998; and 


(b) in any other case, after February 23, 1998. 
Interpretation Bulletins: IT-470R: Employees” fringe benefits. 


(20) Benefit re eligible housing loss — For the purpose of par- 
agraph (1)(a), an amount paid. at any time in a taxation year. in re- 
spect of an eligible housing loss to or on behalf of a taxpayer ora 
person who does not deal at arm’s length with the taxpayer in re- 
spect of, in the course of or because of, an office or employment is 
deemed to be a benefit received by the taxpayer at that time because 
of the office or employment to the extent of the amount, if any, by 
which 


(a) one half of the amount, if any, by which the total of all 
amounts each of which is so paid in the year or in a preceding 
taxation year exceeds $15,000 


exceeds 


(b) the total of all amounts each of which is an amount included 
in computing the taxpayer’s income because of this subsection 
for a preceding taxation year in respect of the loss. 


S. 6(20) 


History: Subsec. 6(20) added by 1999, c. 22, subsec. 2(2), applicable 
(a) to 2001 et seq., in respect of an eligible relocation of an individual in connec- 
tion with which the individual begins employment at a new work location before 
October 1998; and 
(b) in any other case, after February 23, 1998. 


Interpretation Bulletins: IT-470R: Employees’ fringe benefits. 


(21) Housing loss — In this section, “housing loss” at any time 
in respect of a residence of a taxpayer means the amount, if any, by 
which the greater of 


(a) the adjusted cost base of the residence at that time to the 
taxpayer or to another person who does not deal at arm’s length 
with the taxpayer, and 


(b) the highest fair market value of the residence within the six- 
month period that ends at that time 


exceeds 


(c) if the residence is disposed of by the taxpayer or the other 
person before the end of the first taxation year that begins after 
that time, the lesser of 


(i) the proceeds of disposition of the residence, and 
(ii) the fair market value of the residence at that time, and 


(d) in any other case, the fair market value of the residence at 
that time. 


Related Provisions: 6(22) — Meaning of “eligible housing loss”. 
History: Subsec. 6(21) added by 1999, c. 22, subsec. 2(2), applicable 


(a) to 2001 et seq., in respect of an eligible relocation of an individual in connec- 
tion with which the individual begins employment at a new work location before 
October 1998; and 


(b) in any other case, after February 23, 1998. 


Selected Cases [subsec. 6(21)]: Thomas v. R., [2006] 1 C.T.C. 2088 (TCC) 
(Reimbursement of house costs in excess of FMV was housing loss). 


Interpretation Bulletins: IT-470R: Employees’ fringe benefits. 


(22) Eligible housing loss — In this section, “eligible housing 
loss” in respect of a residence designated by a taxpayer means a 
housing loss in respect of an eligible relocation of the taxpayer or a 
person who does not deal at arm’s length with the taxpayer and, for 
these purposes, no more than one residence may be so designated in 
respect of an eligible relocation. 


Related Provisions: 248(1) — Definition of “eligible relocation”. 
History: Subsec. 6(22) added by 1999, c. 22, subsec. 2(2), applicable 


(a) to 2001 et seq., in respect of an eligible relocation of an individual in connec- 
tion with which the individual begins employment at a new work location before 
October 1998; and 

(b) in any other case, after February 23, 1998. 


Interpretation Bulletins: IT-470R: Employees’ fringe benefits. 


(23) Employer-provided housing subsidies — For greater 
certainty, an amount paid or the value of assistance provided by any 
person in respect of, in the course of or because of, an individual’s 
office or employment in respect of the cost of, the financing of, the 
use of or the right to use, a residence is, for the purposes of this 
section, a benefit received by the individual because of the office or 
employment. 


Related Provisions: 80.4(1), (1.1) — Taxable benefit on loan to employee. 
History: Subsec. 6(23) added by 1999, c. 22, subsec. 2(2), applicable 


(a) to 2001 et seq., in respect of an eligible relocation of an individual in connec- 
tion with which the individual begins employment at a new work location before 
October 1998; and 


(b) in any other case, after February 23, 1998. 


Definitions [s. 6]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); ‘“‘arm’s 
length” — 251(1); “automobile” — 248(1); “benefit” — 6(18)(a); “business” — 
248(1); “Canada” — 255; “contribution” — 6(18)(b); “cost” — 6(7); “cost amount”, 
“death benefit”, “deferred amount” —- 248(1); “deferred payment” — 8(1)(n.1)(i); “de- 
ferred profit sharing plan” — 147(1), 248(1); “designated employee benefit” — 
144.1(1); “disability policy” — 6(17); “dividend” — 248(1); “eligible housing loss” — 
6(22); “eligible relocation”, “employed”, “employee”, “employee benefit plan” — 
248(1); “employee life and health trust” — 144.1(2), 248(1); “employee trust” — 
248(1); “employees profit sharing plan” — 144(1), 248(1); “employer” — 6(2), (17), 
248(1); “employment” — 248(1); “forgiven amount” — 6(15.1); “goods and services 
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tax”, “group term life insurance policy” — 248(1); “housing loss” — 6(21); “indivi- 
dual”, “insurance policy”, “life insurance policy”, “Minister” — 248(1); “month” — 
Interpretation Act 35(1); “motor vehicle”, “non-resident” — 248(1); “obligation” — 
248(26); “office”, “officer? — 248(1); “Parliament” — Interpretation Act 35(1); 
“payor” — 6(1)(k)(ii); “person”, “personal or living expenses” — 248(1); “policy 
year” — 6(5); “prescribed”, “private health services plan” — 248(1); “proceeds of dis- 
position” — 54 [technically does not apply to 6(21)(c)(i)}; “profit sharing plan” — 
147(1), 248(1); “property” — 248(1); “province” — Interpretation Act 35(1);, “regis- 
tered charity”, “registered pension plan”, “regulation” — 248(1); “related” — 251(2); 


“resident in Canada” — 250; “retirement compensation arrangement”, “salary deferral 


arrangement”, “self-contained domestic establishment” — 248(1); “standby charge” — 
6(2), (2.1); “superannuation or pension benefit” — 248(1); “supplementary unemploy- 
ment benefit plan” — 145(1), 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“top-up disability payment” — 6(17); “Treasury Board” — 248(1); “writing” — Inter- 
pretation Act 35(1). 


Interpretation Bulletins: IT-495R3: Child care expenses. 


7. (1) Agreement to issue securities to employees [stock 
options] — Subject to subsection (1.1), where a particular qualify- 
ing person has agreed to sell or issue securities of the particular 
qualifying person (or of a qualifying person with which the particu- 
lar qualifying person does not deal at arm’s length) to an employee 
of the particular qualifying person (or of a qualifying person with 
which the particular qualifying person does not deal at arm’s 
length), 


(a) if the employee has acquired securities under the agreement, 
a benefit equal to the amount, if any, by which 


(i) the value of the securities at the time the employee ac- 
quired them 


exceeds the total of 


(ii) the amount paid or to be paid to the particular qualifying 
person by the employee for the securities, and 


(iii) the amount, if any, paid by the employee to acquire the 
right to acquire the securities 


is deemed to have been received, in the taxation year in which 
the employee acquired the securities, by the employee because 
of the employee’s employment; 

Selected Cases [para. 7(1)(a)]: Morin v. R., [2006] 2 C.T.C. 150 (FCA); rev’g 


[2005] 3 C.T.C. 2396 (TCC) (Payments to mentor not payments made to acquire 
stock). 


(b) if the employee has transferred or otherwise disposed of 
rights under the agreement in respect of some or all of the secur- 
ities to a person with whom the employee was dealing at arm’s 
length, a benefit equal to the amount, if any, by which 


(i) the value of the consideration for the disposition 
exceeds 


(ii) the amount, if any, paid by the employee to acquire those 
rights 
shall be deemed to have been received, in the taxation year in 
which the employee made the disposition, by the employee be- 
cause of the employee’s employment; 
Selected Cases [para. 7(1)(b)]: Buccini v. R., [2001] 1 C.T.C. 103 (FCA); rev’g 
[1999] 1 C.T.C. 2001 (TCC) (Payment was for fundamental breach of contract by em- 
ployer and was not employment income); Bernier v. R., [2000] 1 C.T.C. 347 (FCA) 
(Payment was settlement, not transfer of rights under stock option plan); Dundas vy. 
Canada, [1995] 1 C.T.C. 184 (FCA) (Court of Appeal reluctant to interfere with infer- 
ence drawn by trial judge from agreed statement of facts); Dundas v. MNR, [1993] 1 
C.T.C. 398 (FCTD) (Amounts received for cancellation of stock option rights on amal- 
gamation of corporation were proceeds of disposition, not damages). 


(b.1) if the employee has transferred or otherwise disposed of 
rights under the agreement in respect of some or all of the secur- 
ities to the particular qualifying person (or a qualifying person 
with which the particular qualifying person does not deal at 
arm’s length) with whom the employee was not dealing at arm’s 
length, a benefit equal to the amount, if any, by which 


(i) the value of the consideration for the disposition 
exceeds 


(11) the amount, if any, paid by the employee to acquire those 
rights ; 


Subdivision a — Office or Employment 


is deemed to have been received, in the taxation year in which 
the employee made the disposition, by the employee because of 
the employee’s employment; 


(c) if rights of the employee under the agreement have, by one 
or more transactions between persons not dealing at arm’s 
length, become vested in a person who has acquired securities 
under the agreement, a benefit equal to the amount, if any, by 
which 


(i) the value of the securities at the time the person acquired 
them 


exceeds the total of 


(ii) the amount paid or to be paid to the particular qualifying 
person by the person for the securities, and. . 


(iii) the amount, if any, paid by the employee to acquire the 
right to acquire the’ securities, 


is deemed to have been received, in the taxation year in which 
the person acquired the securities, by the employee because. of 
the employee’s employment, unless at the time the person. ac- 
quired the securities the employee was deceased, in which case 
such a benefit is deemed to have been received by the person in 
that year as income from the duties of an employment performed 
by the person in that year in the country in which the employee 
primarily performed the duties of the employee’s employment; 


(d) if rights of the employee under the agreement have, by one 
or more transactions between persons not dealing at arm’s 
length, become vested in a particular person who has transferred 
or otherwise disposed of rights under the agreement to another 
person with whom the particular person was dealing at arm’s 
length, a benefit equal to the amount, if any, by which 


(i) the value of the consideration for the disposition 
exceeds 


(ii) the amount, if any, paid by the employee to acquire those 
rights 


shall be deemed to have been received, in the taxation year in 
which the particular person made the disposition, by the em- 
ployee because of the employee’s employment, unless at the 
time the other person acquired the rights the employee was de- 
ceased, in which case such a benefit shall be deemed to have 
been received by the particular person in that year as income 
from the duties of an employment performed by the particular 
person in that year in the country in which the employee prima- 
rily performed the duties of the employee’s employment; 


(d.1) if rights of the employee under the agreement have, by one 
or more transactions between persons not dealing at arm’s 
length, become vested in a particular person who has transferred 
or otherwise disposed of rights under the agreement to a particu- 
lar qualifying person (or a qualifying person with which the par- 
ticular qualifying person does not deal at arm’s length) with 
whom the particular person was not dealing at arm’s length, a 
benefit equal to the amount, if any, by which 


(i) the value of the consideration for the disposition 
exceeds 


(ii) the amount, if any; paid by the employee to acquire those 
rights 


is deemed to have been received, in the taxation year in which 
the particular person made the disposition, by the employee be- 
cause of the employee’s employment, unless at the time of the 
disposition the employee was deceased, in which case such a 
benefit is deemed to have been received by the particular person 
in that year as income from the duties of an employment per- 
formed by the particular person in that year in the country in 
which the employee primarily performed the duties of the em- 
ployee’s employment; and 
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(e) if the employee has died and immediately before death 
owned a right to acquire securities under the agreement, a bene- 
fit equal to the amount, if any, by which 


(i) the value of the right immediately after the death 
exceeds 


(ii) the amount, if any, paid by the employee to acquire the 
right 
shall be deemed to have been received, in the taxation year in 
which the employee died, by the employee because of the em- 
ployee’s employment, and paragraphs (b), (c) and (d) do not 
apply. 
Related Provisions: 7(1.1) — Stock option granted by CCPC; 7(1.4) — Exchange 
of options; 7(1.5)—— Where shares exchanged; 7(1.7)— Deemed. disposition where 
rights cease to be exercisable; 7(2) — Shares held: by trustee; 7(8) — Deferral re non- 
CCPC options; 8(1)(b) — Deduction for legal expenses to enforce stock option bene- 
fits; 8(12) — Return of employee. shares by trustee; 53(1)(j) — Addition to ACB of 
share; 104(1), (2) — Employee of trustee deemed to be employee of mutual fund trust; 
110(1)(d) — Deduction of '/ of taxable benefit; 110(1.7), (1.8) — Reduction in exer- 
cise price of stock option; 110(1.1), (1.2) — Election by employer to forgo deduction 
for cash-out payment; 110.6(19)(a)(@)(A)B — Election to trigger capital gains exemp- 
tion — no income inclusion; 128.1(10)“excluded right or interest’’(c) — Stock options 
excluded from deemed disposition on immigration or emigration; 143.3 — Whether 
stock option: is an expenditure; 153(1)(a), 153(1,01), (1.31) — Withholding of tax on 
stock option benefits; 164(6.1) — Exercise or disposition of employee stock option by 
legal representative of deceased, employee; 180.01 — Election to reduce. tax on shares 
that have dropped in value; Canada-U.S. Tax Treaty:Art. XV:1, Fifth Protocol Annex 
B para. 6 — cross-border treatment of stock options. 


History: The opening words of subsec. 7(1) amended by 2010, c. 25, subsec. 3(1), 
applicable in respect of rights exercised after 4:00 p.m. EST, March 4, 2010. The open- 
ing words formerly read: 


7. (1) Subject to subsections (1.1) and (8), where a particular qualifying person 
has agreed to sell or issue securities of the particular qualifying person (or of a 
qualifying person with which it does not deal at arm’s length) to an employee of 
the particular qualifying person (or of a qualifying person with which the partic- 
ular qualifying person does not deal’ at arm’s length), 


Paras. 7(1)(b.1) and (d.1) added by the said c. 25, subsecs. 3(2) and (3), applicable to 
dispositions of rights occurring after 4:00 p.m. EST, March 4, 2010. 


The opening words of subsec:'7(1) amended by 2001, c, 17; subsec. 2(1), applicable to 
2000 et seqg., except that a share acquired in 2000 under an agreement referred to in the 
subsec., as amended, is deemed to comply with the requirements of para. 7(9)(d), as 
amended, if, at all times during the period beginning at the time the agreement was 
made (determined without reference to subsec. 7(1.4), as amended) and ending at the 
time the share was acquired, the class of shares to which the share belongs was listed 
on a prescribed stock exchange. The opening words formerly read: 


7. (1) Subject to subsection (1.1), where a particular qualifying person has 
agreed to sell or issue securities of the particular qualifying person, or of a quali- 
fying person with which it does not deal at arm’s length, to an employee of the 
particular qualifying person or of a qualifying person with which it does not deal 
at arm’s length,: 


The portion of subsec. 7(1) before para. (d) and the opening words of para. (e) 
amended by 1999, c, 22, subsecs. 3(1) and (2), applicable to 1998 et seg. That portion 
and the opening words of para. (e) formerly read; 


7. (1) Agreement to issue shares to employees — Subject to subsection 
(1.1), where a corporation has agreed to sell or issue shares of the capital stock of 
the corporation or of a corporation with which it does not deal at arm’s length to 
an employee of the corporation or of a corporation with which it does not deal at 
arm’s length, 


(a) if the employee has acquired shares under the agreement, a benefit equal 
to the amount, if any, by which 

(i) the value of the shares at the time the employee acquired them 
exceeds : 


(ii) the total of the amount paid or to be paid to the corporation by the 
employee for the shares and any amount paid. by the employee to ac- 
quire the right to acquire the shares 


shall be deemed to have been received, in the taxation year in which the 
employee acquired the shares, by the employee because of the employee’s 
employment; 


(b) if the employee has transferred or otherwise disposed of rights under the 
agreement in respect of some or all of the shares to.a person with whom the 
employee was dealing at arm’s length, a benefit equal to the amount, if any, 
by which 


(i) the value of the consideration for the disposition 
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exceeds 
(ii) the amount, if any, paid by the employee to acquire those rights 


shall be deemed to have been received, in the taxation year in which the 
employee made the disposition, by the employee because of the employee’s 
employment; 

(c) if rights of the employee under the agreement have, by one or more trans- 
actions between persons not dealing at arm’s length, become vested in a per- 
son who has acquired shares under the agreement, a benefit equal to the 
amount, if any, by which 


(i) the value of the shares at the time that person acquired them 
exceeds 


(ii) the total of the amount paid or to be paid to the corporation by that 
person for the shares and any amount paid by the employee to acquire 
the right to acquire the shares 


shall be deemed to have been received, in the taxation year in which the 
person acquired the shares, by the employee because of the employee’s em- 
ployment, unless at the time the person acquired the shares the employee 
was deceased, in which case such a benefit shall be deemed to have been 
received by the person in that year as income from the duties of an employ- 
ment performed by the person in that year in the country in which the em- 
ployee primarily performed the duties of the employee’s employment; 


(e) if the employee has died and immediately before the death the employee 
owned a right to acquire shares under the agreement, a benefit equal to the 
amount, if any, by which 


Paras. 7(1)(a) to (d) substituted and para. 7(1)(e) added by 1994, c. 7, Sch. II (1991, c. 
49), subsecs. 4(1) and (2), paras. 7(1)(a) to (d) applicable to 1988 et seq., and (e) appli- 
cable with respect to deaths occurring after July 13, 1990. Paras. (a) to (d) formerly 
read: 


(a) if the employee has acquired shares under the agreement, a benefit equal to 
the amount by which the value of the shares at the time the employee acquired 
them exceeds the amount paid or to be paid to the corporation therefor by the 
employee shall be deemed to have been received by the employee by virtue of 
the employee’s employment in the taxation year in which the employee acquired 
the shares; 


(b) if the employee has transferred or otherwise disposed of rights under the 
agreement in respect of some or all of the shares to a person with whom the 
employee was dealing at arm’s length, a benefit equal to the value of the consid- 
eration for the disposition shall be deemed to have been received by the em- 
ployee by virtue of the employee’s employment in the taxation year in which the 
employee made the disposition; 


(c) if rights of the employee under the agreement have, by one or more transac- 
tions between persons not dealing at arm’s length, become vested in a person 
who has acquired shares under the agreement, a benefit equal to the amount by 
which the value of the shares at the time that person acquired them exceeds the 
amount paid or to be paid to the corporation therefor by that person shall be 
deemed to have been received by the employee by virtue of the employee’s em- 
ployment in the taxation year in which that person acquired the shares; and 


(d) if rights of the employee under the agreement have, by one or more transac- 
tions between persons not dealing at arm’s length, become vested in a person 
who has transferred or otherwise disposed of rights under the agreement to a 
person with whom the transferor was dealing at arm’s length, a benefit equal to 
the value of the consideration for the disposition shall be deemed to have been 
received by the employee by virtue of the employee’s employment in the taxa- 
tion year in which made the disposition was made. 


Selected Cases [subsec. 7(1)]: Buccini y. R., [2001] 1 C.T.C. 103 (FCA) (Pay- 
ment was for fundamental breach of contract by employer and was not employment 
income); Del Grande (E.) v. Canada, [1993] 1 C.T.C. 2096 (TCC) (Stock option bene- 
fit received as director or officer when rights acquired, not when subsequently 
exercised); Ball (D.J.) v. MNR, [1992] 2 C.T.C. 2770 (TCC) (Benefit under stock op- 
tion agreement commensurate with number of shares issued and acquired on full pay- 
ment of consideration in accordance with corporation law, not number of shares em- 
ployee entitled to acquire under option); Hale v. Canada, [1992] 2 C.T.C. 379 (FCA); 
leave to appeal to SCC refused (1993), 151 N.R. 159 (note) (Benefit from exercising 
options while resident in UK and after Canadian employment terminated taxable; sub- 
sec. 7(4) not inconsistent with Article 15(1) of Canada-UK Convention); Clemiss y. 
MNR, [1992] 2 C.T.C. 232 (FCTD) (Benefit taxable in year shares paid for and regis- 
tered, not in year option purportedly exercised); Placer Dome Inc. v. Canada, [1992] 2 
C.T.C. 99 (FCA); leave to appeal to SCC refused (1993), 151 N.R. 392 (note) (Pay- 
ments into employees’ stock purchase plan governed by subsec. 7(3), not deductible 
remuneration); Canada v. Chrysler Canada Ltd. (No. 3), [1992] 2 C.T.C. 95 (FCTD) 
(Employee stock ownership plan was “stock option”, not “employee benefit plan” 
under para. 6(1)(g)); Gesser (N.) Estate v. MNR, [1992] 2 C.T.C. 26 (FCA); leave to 
appeal to SCC refused (1992), 143 N.R. 394 (note) (“Pseudo-transfer” of shares exe- 
cuted in 1970 resulted in taxable benefit in later year); Ingram v. MNR, [1991] 2 C.T.C. 
2259 (TCC) (Taxpayer not taxable on gains from stock options taken as agent for 
others legally barred from taking them); Canada vy. Chrysler Canada Ltd., {1991] 2 
C.T.C. 156 (FCTD); additional reasons at [1992] 1 C.T.C. 61, (sub nom. Canada v. 
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Chrysler Canada Ltd. (No. 2)) (FCTD) (Employee stock ownership plan both agree- 
ment to issue shares to employees (taxable pursuant to s. 7) and employee benefit plan 
(taxable pursuant to para. 6(1)(g))); Hale v. Canada, [1990] 2. C.T.C. 247 (FCTD); 
aff'd [1992] 2 C.T.C. 377 (FCA); leave to appeal to SCC refused (March 11, 1993), 
Doc. 23193 (Director’s fees, received by non-resident were 50% taxable. Article 15 of 
Canada-U.K. Tax Convention interpreted); Pollock v. Canada, [1990] 1 C.T.C. 196 
(FCTD); aff'd [1994] 2 C.T.C. 385 (FCA) (Shares acquired under employee stock op- 
tion may be object of adventure in nature of trade); Grohne v. Canada, [1989] 1 C.T.C. 
434 (FCTD) (Shares acquired by director/shareholder pursuant to rights offering were 
not benefit received by virtue of office); R. v. Beaumont, [1988] 2 C.T.C. 365 (FCA) 
(Whether or not a transaction is at arm’s length is question of fact); Steen v. R., [1988] 
1 C.T.C. 256 (FCA) (Shares valued at date option exercised); Busby v. R., [1986] 1 
C.T.C. 147 (FCTD) (Profit from disposition of shares in company associated to em- 
ployer company was not benefit from employment); Mansfield v. R., [1984] C.T.C. 547 
(FCA); leave to appeal to SCC refused (1985), 58 N.R. 237 (Difference between cost 
of convertible debenture and value of shares was both taxable benefit and addition to 
adjusted cost base); Grant v. R., [1974] C.T.C. 332 (FCTD) (Profit from disposition of 
shares acquired at market value was not benefit). 

Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds, or debentures and by trusts to acquire trust units; IT-113R4: Benefits to 
employees — stock options; IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived). 


Information Circulars: 89-3: Policy statement on business equity valuations. 


1.T. Technical News: 1 (convertible preferred shares); 7 (stock options plans — 
receipt of cash in lieu of shares); 19 (Securities option plan — disposal of securities 
option rights for shares; Disposition of identical properties acquired under a section 7 
securities option; Change in position in respect of GAAR — section 7). 

Remission Orders: Certain Former Employees of SDL Optics, Inc. Remission Or- 
der, P.C. 2007-1635 and Certain Former Employees of SDL Optics, Inc. Remission 
Order No. 2, P.C. 2008-975 (relief for underwater stock options for certain JDS 
Uniphase employees). 

Advance Tax Rulings: ATR-15: Employee stock option plan; ATR-64: Phantom 
stock award plan. 


Forms: T4130: Employer’s guide — taxable benefits. 


(1.1) Employee stock options [in CCPC] — Where after 
March 31, 1977 a Canadian-controlled private corporation (in this 
subsection referred to as “the corporation”) has agreed to sell or 
issue a share of the capital stock of the corporation or of a Cana- 
dian-controlled private corporation with which it does not deal at 
arm’s length to an employee of the corporation or of a Canadian- 
controlled private corporation with which it does not deal at arm’s 
length and at the time immediately after the agreement was made 
the employee was dealing at arm’s length with 


(a) the corporation, 


(b) the Canadian-controlled private corporation, the share of the 
capital stock of which has been agreed to be sold by the corpora- 
tion, and 


(c) the Canadian-controlled private corporation that is the em- 
ployer of the employee, 


in applying paragraph (1)(a) in respect of the employee’s acquisi- 
tion of the share, the reference in that paragraph to “the taxation 
year in which the employee acquired the securities” shall be read as 
a reference to “the taxation year in which the employee disposed of 
or exchanged the securities”. 


Related Provisions: 7(1.3) — Order of disposition of securities; 7(1.5) — Exchange 
of shares; 7(1.6) — Emigration does not trigger benefit from deemed disposition; 
7(8) — Parallel rule for non-CCPCs where qualifying acquisition; 47(3)(a) — No aver- 
aging of cost on disposition of securities; 128.1(1)(4)(d.1) — Emigration of tax- 
payer — calculation of gain; 110(1)(d), (d.1) — Deduction of '/4 of the taxable benefit; 
153(1.01) — Withholding of tax on stock option benefits. 


History: The portion of subsec. 7(1.1) after para. (c) amended by 1999, c. 22, subsec. 
3(3), applicable to 1998 et seg. That portion formerly read: 


in applying paragraph (1)(a) in respect of the employee’s acquisition of the 
share, the reference in that paragraph to “the taxation year in which the employee 
acquired the shares” shall be read as a reference to “the taxation year in which 
the employee disposed of or exchanged the shares”. 


That portion of subsec. 7(1.1) following para. (c) amended by 1994, c. 7, Sch. II (1991, 
c. 49), subsec. 4(3), to substitute “read as a reference to” for “read as’, applicable to 
1988 et seq. 


Selected Cases [subsec. 7(1.1)]: Ward v. R., [1998] 4 C.T.C. 2129 (TCC) (Tax- 
payer failed to establish employment relationship to enable access to stock option 
rules); Aylward v. R., [1997] 2 C.T.C. 2748 (TCC) (Section 7, when applicable, over- 
rides subsec. 84(1)); Wiebe et al. v. R., [1987] 1 C.T.C. 145-(FCA) (Provision inappli- 
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cable to shares acquired in 1978 pursuant to option agreement entered before March 
31, 1977 where agreement was radically changed at time of share purchase). 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds, or debentures and by trusts to acquire trust units; IT-113R4: Benefits to 
employees — stock options; IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived). 


1.T. Technical News: 19 (Change in position in ‘respect of GAAR — section 7). 
Advance Tax Rulings: ATR-15: Employee stock option plan. 


(1.11) Non-arm’s length relationship with trusts — For the 
purposes of this section, a mutual fund trust is deemed not to deal at 
arm’s length with a corporation only if the trust controls the 
ogiegules 
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_ Brian Ernewein, General. Director — Yn, Tax Policy Branch | eo 
History: Subsec. 7(1.11) added by 1999, c. 22, subsec. 3(4), applicable to 1998 et seg. 


(1.2)' [Repealed under former Act] 


(1.3) Order of disposition of securities — For the purposes of 
this subsection, subsection .(1.1),., subdivision .c, paragraph 
110(1)(d.01), subparagraph 110(1)(d.1)Gi) and subsections 110(2.1) 
and 147(10.4), and subject to subsection (1.31), a taxpayer is 
deemed to dispose of securities that are identical properties in the 
order in which the taxpayer acquired them and, for this purpose, 


(a) if a taxpayer acquires a particular security (other than under 
circumstances to which subsection (1.1) or 147(10.1) applies) at 
a time when the taxpayer also acquires or holds one or more 
other securities that are identical to the particular security and 
are, Or were, acquired under circumstances to which. subsection 
(1.1).or 147(10.1) applied, the taxpayer is deemed to have ac- 
quired the particular security at the time immediately preceding 
the earliest of the times at which the taxpayer acquired those 
other securities; and 


(b) if a taxpayer acquires, at the same time, two or more identi- 
cal securities under circumstances to which subsection (1.1) ap- 
plied, the taxpayer is deemed to have acquired the securities in 
the order in which the agreements under which the taxpayer ac- 
quired the rights to acquire the securities were made. 
Related Provisions: 7(1.31) — Disposition of newly-acquired security; 47(3) — No 
cost averaging for securities for which deferral provided; 248(12) — Identical 
properties. 
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History: Subsec, 7(1.3) amended by 2010, c. 25, subsec, 3(4), applicable in respect of 
rights, exercised. after 4:00 p.m. EST, March 4, 2010, The subsec. formerly read: 


(1.3) For the purposes of this subsection, subsections (1.1) and (8), subdivision c, 
paragraph, 110(1)(d.01), subparagraph 110(1)(d.1)Gi) and subsections 110(2.1) 
and 147(10,4), and subject to subsection (1.31) and paragraph (14)(c), a taxpayer 
is deemed to dispose of securities that are identical properties in the order in 
which the taxpayer acquired them and, for this purpose, 


(a) where a taxpayer acquires a particular security (other than under circum- 
stances to which subsection (1.1) or (8) or 147(10.1) applies) at a time when 
the taxpayer also.acquires or holds one or more other securities that are iden- 
tical to the particular security and'are, or were, acquired under circumstances 
to which any of subsections (1.1), (8) or 147(10,1) applied, the taxpayer is 
deemed to’ have acquired the particular security at the time immediately pre- 
ceding the earliest of the times at which the taxpayer aeaes. those other 
securities; and 


(b) where a taxpayer acquires, at the same time, two or more identical secur- 
ities under circumstances to which either subsection (1.1) or (8) applied, the 
taxpayer is deemed to have acquired the securities in the order in which the 
agreements under which the taxpayer acquired the rights to acquire the se- 
curities were made. 


Subsec. 7(1.3) amended by 2001; c. 17, subsec. 2(2), applicable to securities acquired, 
but not disposed of, before February 28, 2000 and to securities acquired after February 
27, 2000. The subsec. formerly read: 


(1.3) For the purpose of subsection (1.1), a taxpayer shall be deemed to dispose 
of shares that are identical properties in the order in which’ the taxpayer acquired 
them. 


1.J. Technical News: 19 (Disposition of identical, properties acquired under a s. 7 
securities option). 


(1.31) Disposition of newly-acquired security — Where a 
taxpayer.acquires, at a particular time, a particular security under an 
agreement referred to.in subsection (1), and, on a day that is no later 
than 30 days after the day that includes the particular time, the tax- 
payer disposes of a security that is identical to the particular secur- 
ity, the particular security is deemed to be the security that is so 
disposed of if 


(a) no other securities that are identical to the particular security 
are acquired, or disposed of, by the taxpayer after the particular 
time and before the disposition; 


(b) the taxpayer identifies the particular security as the security 
so disposed of in the taxpayer’s return of income under this Part 
for the year in which the disposition occurs; and 


(c) the taxpayer has not so identified ‘the particular security, in 
accordance with this subsection, in connection with the disposi- 
tion of any other security. 


Related Provisions: 47(3)(b) — No averaging of cost on disposition of securities; 
248(12) — Identical properties. 


History: Subsec. 7(1.31) added by 2001, c. 17, subsec. 2(2), applicable to securities 
acquired, but not disposed of, before February 28, 2000 and to securities acquired after 
February 27, 2000. 


(1.4) Exchange of options — Where 


(a) a taxpayer disposes of rights under an agreement referred to 
in subsection (1) to acquire securities of a particular qualifying 
person that made the agreement or of a qualifying person with 
which it does not deal at arm’s length (which rights and securi- 
ties are referred to in this subsection as the “exchanged option” 
and the “old securities’, respectively), 


(b) the taxpayer receives no consideration for the disposition of 
the exchanged option other than rights under an agreement with 
a person (in this subsection referred to as the “designated per- 
son’’) that is 


(i) the particular person, 


(ii) a qualifying person with which the particular person does 
not deal at arm’s length immediately after the disposition, 


(iii) a corporation formed on the amalgamation or merger of 
the particular person and one or more other corporations, 


(iv) a mutual fund trust to which the particular person has 
transferred property in circumstances to which subsection 
132.2(1) applied, 


S. 7(1.4)(b)(v) 


(v) a qualifying person with which the corporation referred to 
in subparagraph (iii) does not deal at arm’s length immedi- 
ately after the disposition, or 


(vi) if the disposition is before 2013 and the old securities 
were equity in a SIFT wind-up entity that was at the time of 
the disposition a mutual fund trust, a SIFT wind-up corpora- 
tion in respect of the SIFT wind-up entity 


to acquire securities of the designated person or a qualifying per- 
son with which the designated person does not deal at arm’s 
length (which rights and securities are referred to in this subsec- 
tion as the “new option” and the “new securities”, respectively), 
and 


(c) the amount, if any, by which 
(i) the total value of the new securities immediately after the 
disposition 

exceeds 


(ii) the total amount payable by the taxpayer to acquire the 
new securities under the new option 


does not exceed the amount, if any, by which 


(iii) the total value of the old securities immediately before 
the disposition 


exceeds 


(iv) the amount payable by the taxpayer to acquire the old 
securities under the exchanged option, 


for the purposes of this section, 


(d) the taxpayer is deemed (other than for the purposes of sub- 
paragraph (9)(d)(ii)) not to have disposed of the exchanged op- 
tion and not to have acquired the new option, 


(e) the new option is deemed to be the same option as, and a 
continuation of, the exchanged option, and 


(f) if the designated person is not the particular person, the des- 
ignated person is deemed to be the same person as, and a contin- 
uation of, the particular person. 

Related Provisions: 110(1.7), (1.8) — Reduction in exercise price of option. 


History: Subpara. 7(1.4)(b)(vi) added by 2009, c. 2, s. 3, applicable after December 
19, 2007. 


Paras. 7(1.4)(a) and (d) amended by 2001, c. 17, subsecs. 2(3) and (4), the amendment 
to para. (a) applicable to 1998 et seg. and the amendment to para. (d) applicable to 
2000 et seg. The paras. formerly read: 


(a) a taxpayer disposes of rights under an agreement referred to in subsection (1) 
or (1.1) to acquire securities of a particular qualifying person that made the 
agreement or of a qualifying person with which it does not deal at arm’s length 
(which rights and securities are referred to in this subsection and paragraph 
110¢1)(d) as the “exchanged option” and the “old securities’, respectively), 


(d) the taxpayer is deemed not to have disposed of the exchanged option and not 
to have acquired the new option, 


Subsec. 7(1.4) amended by 1999, c. 22, subsec. 3(5), applicable to 1998 et seg. The 
subsec. formerly read: 5; 


(1.4) For the purposes of this section and paragraph 110(1)(d), where 


(a) a taxpayer disposes of rights under an agreement referred to in subsection 
(1) or (1.1) to acquire shares of the capital stock of a particular corporation 
that made the agreement or of a corporation with which the particular corpo- 
ration does not deal at arm’s length (which rights and shares are referred to 
in this subsection and paragraph 110(1)(d) as the “exchanged option” and 
the “old shares”, respectively), 


(b) the taxpayer receives no consideration for the disposition of the ex- 
changed option other than rights under an agreement with 


(i) the particular corporation, 


(ii) a corporation with which the particular corporation does not deal at 
arm’s length immediately after the disposition, 


(ili) a corporation formed on the amalgamation or merger of the particu- 
lar corporation and one or more other corporations, or 


(iv) a corporation with which the corporation referred to in subpara- 
graph (ili) does not deal at arm’s length immediately after the 
disposition 
to acquire shares of its capital stock or of the capital stock of a corporation 
with which it does not deal at arm’s length (which rights and shares are 
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referred to in this subsection and paragraph 110(1)(d) as the “new option” 
and the “new shares”, respectively), and 
(c) the amount, if any, by which 

(i) the total value of the new shares immediately after the disposition 


exceeds 
(ii) the total amount payable by the taxpayer to acquire the new shares 
under the new option 

does not exceed the amount, if any, by which 
(iii) the total value of the old shares immediately before the disposition 


exceeds 
(iv) the amount payable by the taxpayer to acquire the old shares under 
the exchanged option, 
the following rules apply: 
(d) the taxpayer shall be deemed not to have disposed of the exchanged op- 
tion and not to have acquired the new option, 
(e) the new option shall be deemed to be the same option as, and a continua- 
tion of, the exchanged option, and 
(f) the corporation referred to in subparagraph (b)(ii), (iii) or (iv), as the case 
may be, shall be deemed to be the same corporation as, and a continuation 
of, the particular corporation. 
Subsec. 7(1.4) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 4(4), applicable 
to 1988 et seg. except that where a taxpayer so elects by notifying the Minister of 


National Revenue in writing, the subsec. is not applicable with respect to dispositions 
of property by the taxpayer before July 14, 1990. Subsec. 7(1.4) formerly read: 


(1.4) Rules where options exchanged — For the purposes of this section and 
paragraph 110(1)(d), where a taxpayer exchanges rights that the taxpayer has 
acquired under an agreement referred to in this section (in this subsection re- 
ferred to as an “exchanged option’) on an amalgamation or merger of two or 
more corporations and receives no consideration for the disposition of the ex- 
changed option other than rights under an agreement of the corporation resulting 
from the amalgamation or merger to issue or sell to the taxpayer shares of its 
capital stock or of the capital stock of a corporation with which it does not deal 
at arm’s length (in this subsection referred to as a “new option’), the following 
tules apply: 

(a) the taxpayer shall be deemed not to have disposed of the exchanged op- 

tion and not to have acquired the new option; 


(b) the new option shall be deemed to be the same option as, and a continua- 
tion of, the exchanged option; and 


(c) the amalgamated or merged corporation shall be deemed to be the same 
corporation as, and a continuation of, each predecessor corporation. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds, or debentures and by trusts to acquire trust units; IT-113R4: Benefits to 
employees — stock options. 


(1.5) Rules where securities exchanged — For the purposes 
of this section and paragraphs 110(1)(d) to (d.1), where 


(a) a taxpayer disposes of or exchanges securities of a particular 
qualifying person that were acquired by the taxpayer under cir- 
cumstances to which subsection (1.1) applied (in this subsection 
referred to as the “exchanged securities’’), 


_ (b) the taxpayer receives no consideration for the disposition or 
exchange of the exchanged securities other than securities (in 
this subsection referred to as the “new securities”) of 


(i) the particular qualifying person, 

(ii) a qualifying person with which the particular qualifying 
person does not deal at arm’s length immediately after the 
disposition or exchange, 


(iii) a corporation formed on the amalgamation or merger of 
the particular qualifying person and one or more other 
corporations, 


(iv) a mutual fund trust to which the particular qualifying 
person has transferred property in circumstances to which 
subsection 132.2(1) applied, or 


(v) a qualifying person with which the corporation referred to 
in subparagraph (iii) does not deal at arm’s length immedi- 
ately after the disposition or exchange, and 

(c) the total value of the new securities immediately after the 


disposition or exchange does not exceed the total value of the 
old securities immediately before the disposition or exchange, 
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the following rules apply: 


(d) the taxpayer is deemed not to have disposed of or exchanged 
the exchanged securities and not to have acquired the new 
securities, 


(e) the new securities are deemed to be the same securities as, 
and a continuation of, the exchanged securities, except for the 
purpose of determining if the new securities are identical to any 
other securities, 


(f) the qualifying person that issued the new securities is deemed 
to be the same person as, and a continuation of, the qualifying 
person that issued the exchanged securities, and 


(g) where‘the exchanged securities were issued under an agree- 
ment, the new securities are deemed to have been issued under 
that agreement. 


Related Provisions: 47(3)(a) — No averaging of cost on disposition of securities; 
110(1)(d) — Employee stock options. 


History: Para. 7(1.5)(a) amended by 2010, c. 25, subsec. 3(5), applicable in respect of 
rights exercised after 4:00 p.m. EST, March 4, 2010. It formerly read: 


(a) a taxpayer disposes of or exchanges securities of a particular qualifying per- 
son that were acquired by the taxpayer under circumstances to which either sub- 
section (1.1) or (8) applied (in this subsection referred to as the “exchanged 
securities’’), 


Subsec. 7(1.5) amended by 2001, c. 17, subsec. 2(5), applicable to dispositions and 
exchanges of securities by a taxpayer that occur after February 27, 2000. The subsec. 
formerly read: 


(1.5) Rules where shares exchanged — For the purposes of this section and 
paragraph 110(1)(d.1), where 


(a) a taxpayer disposes of or exchanges shares of a Canadian corporation 
that were acquired by the taxpayer under an agreement referred to in subsec- 
tion (1.1) (in this subsection referred to as the “exchanged shares’’), 


(b) the taxpayer receives no consideration for the disposition or exchange of 
the exchanged shares other than shares (in this subsection referred to as the 
“new shares”) of 


(i) the corporation, 


(ii) a corporation with which the corporation does not deal at arm’s 
length immediately after the disposition or exchange, 


(iii) a corporation formed on the amalgamation or merger of the corpo- 
ration and one or more other corporations, or 


(iv) a corporation with which the corporation referred to in subpara- 
graph (iii) does not deal at arm’s length immediately after the disposi- 
tion or exchange, and 


(c) the total value of the new shares immediately after the disposition or 
exchange does not exceed the total value of the old shares immediately 
before the disposition or exchange, 


the following rules apply: 


(d) the taxpayer shall be deemed not to have disposed of or exchanged the 
exchanged shares and not to have acquired the new shares, 


(e) the new shares shall be deemed to be the same shares as, and a continua- 
tion of, the exchanged shares, : 


(f) the corporation that issued the new shares shall be deemed to be the same 
corporation as, and a continuation of, the corporation that issued the ex- 
changed shares, and 


(g) where the exchanged shares were issued under an agreement, the new 
shares shall be deemed to have been issued under that agreement. 


The opening words of subsec. 7(1.5) substituted by 1994, c. 21, s. 3, applicable to 1992 
et seq. The opening words of that subsec. formerly read: 


(1.5) Exchange of shares — For the purposes of subsection (1.1) and para- 
graph 110(1)(d.1), where 


Subsec. 7(1.5) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 4(4), applicable 
to 1988 et seg. except that where a taxpayer so elects by notifying the Minister of 
National Revenue in writing, the subsec. is not applicable to dispositions of property by 
the taxpayer before July 14, 1990. Subsec. 7(1.5) formerly read: 


(1.5) Rules where shares exchanged — For the purposes of subsection (1.1) 
and paragraph 110(1)(d.1), where, in circumstances where subsection 85.1(1) or 
87(4) apply, a taxpayer acquires shares of a Canadian. corporation (in this sub- 
section referred to as “new shares”) in exchange for shares of a Canadian corpo- 
ration acquired under an agreement referred to in subsection (1.1) (in this sub- 
section referred to as “exchanged shares”), the following rules apply: 


(a) the taxpayer shall be deemed not to have disposed of or exchanged the 
exchanged shares and not to have acquired the new shares; 


(b) the new shares shall be deemed to be the same shares as, and a continua- 
tion of, the exchanged shares; 
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(c) the purchaser (within the meaning assigned by section 85.1) or the new 
corporation (within the meaning assigned by section 87), as the case may. be, 
shall be deemed to be the same corporation as, and a continuation of, the 
corporation that issued the exchanged shares; and 


(d) where the exchanged shares were issued under an agreement, the new 
shares shall be deemed to have been issued under that agreement. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds, or debentures and by trusts to acquire trust units; IT-113R4: Benefits to 
employees — stock. options. 


(1.6) Emigrant — For the purposes of this section and paragraph 
110(1)(d.1), a taxpayer is deemed not to have disposed of a share 
acquired under circumstances to which subsection (1.1) applied 
solely because of subsection 128.1(4). 


Related Provisions: 128.1(4)(d.1) — Calculation of gain from deemed disposition 
on emigration. 


History: Subsec. 7(1.6) added by 2001, c. 17, subsec. 2(5), applicable after 1992. 


(1.7) Rights ceasing to be exercisable — For the purposes of 
subsections (1) and 110(1), if a taxpayer receives at a particular 
time one or more particular amounts in respect of rights of the tax- 
payer to acquire securities under an agreement referred to in subsec- 
tion (1) ceasing to be exercisable in accordance with the terms of 
the agreement, and the cessation would not, if this Act were read 
without reference to this subsection, constitute a transfer or disposi- 
tion of those rights by the taxpayer, 


(a) the taxpayer is deemed to have disposed of those rights at the 
particular time to a person with whom the taxpayer was dealing 
at. arm’s length and to have received the particular amounts. as 
consideration for the disposition; and 


(b) for the purpose of determining the amount, if any, of the ben- 
efit that is deemed to have been received as a consequence of the 
disposition referred to in paragraph (a), the taxpayer. is deemed 
to have paid an amount to acquire those rights equal to the 
amount, if any, by which 


(i) the amount paid: by the taxpayer to acquire those rights 
(determined without reference to this subsection) 


exceeds 


(ii) the total of all amounts each of which is an amount re- 
ceived by the taxpayer before the particular time in respect of 
the cessation. 


History: Subsec. 7(1.7) amended by 2010, c. 25, subsec. 3(6), applicable in respect of 
rights exercised after 4:00 p.m. EST, March 4, 2010. It formerly read: 


(1.7) For the purposes of paragraphs (1)(b) and 110(1)(d), where a taxpayer re- 
ceives at a particular time one or more particular amounts in respect of rights of 
the taxpayer to acquire securities under an agreement referred to in subsection 
(1) ceasing to be exercisable in accordance with the terms of the agreement, and 
the cessation would not, if this Act were read without reference to this subsec- 
tion, constitute a transfer or disposition of those rights by the taxpayer, 


(a) the taxpayer is deemed to have disposed of those rights at the particular 
time to a person with whom the taxpayer was dealing at arm’s length and to 
have received the particular amounts as consideration for the disposition; 
and 


(b) for the purpose of determining the amount, if any, of the benefit that the 
taxpayer is deemed by paragraph (1)(b) to have received as a consequence of 
the disposition referred to in paragraph (a), the taxpayer is deemed to have 
paid an amount to acquire those rights equal to the amount, if any, by which 


(i) the amount paid by the taxpayer to acquire those rights (determined 
without reference to this subsection) 


exceeds 


(ii) the total of all amounts each of which is an amount received by the 
taxpayer before the particular time in respect of the cessation. 
Subsec. 7(1.7) added by 2001, c. 17, subsec. 2(5), applicable to amounts received on or 
after March 16, 2001, other than amounts received on or after that day 
(a) pursuant to an agreement in writing made before that day in settlement of 
claims arising as a result of a cessation occurring before: that day; or 


(b) pursuant to an order or judgment issued before that day in respect of claims 
arising as a result of a cessation occurring before that day. 


(2) Securities held by trustee [deemed held by em- 
ployee] — If a security is held by a trustee in trust or otherwise, 
whether absolutely, conditionally or contingently, for an employee, 
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the employee is deemed, for the purposes of this section and 
paragraphs 110(1)(d) to (d.1), 
(a) to have acquired the security at the time the trust began to so 
hold it; and 


(b) to have exchanged or disposed of the security at the time the 
trust exchanged it or disposed of it to any person other than the 
employee. 
Related Provisions: 8(12) — Forfeiture of securities by employee; 104(21.2) — 
Capital gains exemption flowed through trust; 110.6(16) — Personal trust. 
History: The opening words of subsec. 7(2) amended by 2001, c. 17, subsec. 2(6), 
applicable to 2000 et seg. The opening words formerly read: 


(2) If a security is held by a trustee in trust or otherwise, whether absolutely, 
conditionally or contingently, for an employee, the employee is deemed, for the 
purposes of this section and paragraphs 110(1)(d) and (d.1), 
Subsec. 7(2) amended by 1999, c. 22, subsec. 3(6), applicable to 1998 et seg. The 
subsec. formerly read: 
(2) Shares held by trustee — Where a share is held by a trustee in trust or 
otherwise, whether absolutely, conditionally or contingently, for an employee, 
the employee shall be deemed, for the purposes of this section and paragraphs 
110(1)(d) and (d.1), 
(a) to have acquired the share at the time the trust commenced so to hold it; 
and 
(b) to have exchanged or disposed of the share at the time the trust ex- 
changed it or disposed of it to any person other than the employee. 


Interpretation Bulletins: IT-113R4: Benefits to employees — stock options. 


(3) Special provision [taxable benefit is under s. 7 only] — 
If a particular qualifying person has agreed to sell or issue securities 
of the particular person, or of a qualifying person with which it does 
not deal at arm’s length, to an employee of the particular person or 
of a qualifying person with which it does not deal at arm’s length, 


(a) except as provided by this section, the employee is deemed 
to have neither received nor enjoyed any benefit under or be- 
cause of the agreement; and 


(b) the income for a taxation year of any person is deemed to be 
not less than its income for the year would have been if a benefit 
had not been conferred on the employee by the sale or issue of 
the securities. 


Related Provisions: 143.3(2) — Cost of stock option deemed not an expenditure. 


History: Subsec. 7(3) amended by 1999, c. 22, subsec. 3(6), applicable to 1995 et seq., 
except that the reference in para. 7(3)(b) to “person” shall be read as “corporation” in 
respect of benefits conferred before March 1998. The subsec. formerly read: 


(3) Where a corporation has agreed to sell or issue shares of the capital stock of 
the corporation or of a corporation with which it does not deal at arm’s length to 
an employee of the corporation or of a corporation with which it does not deal at 
arm’s length 
(a) no benefit shall be deemed to have been received or enjoyed by the em- 
ployee under or by virtue of the agreement for the purpose of this Part ex- 
cept as provided by this section; and 
(b) the income for a taxation year of the corporation or of a corporation with 
which it does not deal at arm’s length shall be deemed to be not less than its 
income for the year would have been if a benefit had not been conferred on 
the employee by the sale or issue of the shares to the employee or to a per- 
son in whom the employee’s rights under the agreement have become 
vested. 


Selected Cases [subsec. 7(3)]: Placer Dome Inc. v.. Canada, [1992] 2 C.T.C. 99 
(FCA); leave to appeal to SCC refused (March 18, 1993), Doc. 23247 [unreported] 
(Payments by taxpayer into employees’ stock purchase plan not deductible); Kaiser 
Petroleum Ltd. v. Canada, [1990] 2 C.T.C. 439 (FCA); leave to appeal to SCC refused 
(1991), 136 N.R. 407 (note) (Compensation paid to employees to terminate employees’ 
stock option was non-deductible capital outlay). 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds, or debentures and by trusts to acquire trust units; IT-113R4: Benefits to 
employees — stock options. 


1.T. Technical News: 7 (stock options plans — receipt of cash in lieu of shares). 
Advance Tax Rulings: ATR-64: Phantom stock award plan. 


(4) Application of subsec. (1) — For greater certainty it is 
hereby declared that, where a person to whom any provision of sub- 
section (1) would otherwise apply has ceased to be an employee 
before all things have happened that would make that provision ap- 
plicable, subsection (1) shall continue to apply as though the person 
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were still an employee and as though the employment were still in 
existence. 

Selected Cases [subsec. 7(4)]: Grohne v. Canada, [1989] 1 C.T.C. 434 (FCTD) 
(Shares acquired by director/shareholder pursuant to rights offering were not benefit 
received by virtue of office); Hurd v. R., [1981] C.T.C. 209 (FCA) (Benefit from exer- 
cise of option taxable where U.S. resident performed duties in Canada in year of exer- 
cise. No treaty exemption). 


Interpretation Bulletins: IT-113R4: Benefits to employees — stock options. 


(5) Non-application of this section — This section does not 
apply if the benefit conferred by the agreement was not received in 
respect of, in the course of, or by virtue of, the employment. 
Selected Cases [subsec. 7(5)]: Grohne v. Canada, [1989] 1 C.T.C. 434 (FCTD) 
(Shares acquired by director/shareholder pursuant to rights offering were not benefit 
received by virtue of office). 


(6) Sale to trustee for employees — If a particular qualifying 
person has entered into an arrangement under which securities of 
the particular person, or of a qualifying person with which it does 
not deal at arm’s length, are sold or issued by either person to a 
trustee to be held by the trustee in trust for sale to an employee of 
the particular person or of a qualifying person with which it does 
not deal at arm’s length, 


(a) for the purposes of this section (other than a (2)) 
and paragraphs 110(1)(d) to (d.1), 


(i) any particular rights of the employee under the arrange- 
ment in respect of those securities are deemed to be rights 
under a particular agreement with the particular person under 
which the particular person has agreed to sell or issue securi- 
ties to the employee, 


(ii) any securities acquired under the arrangement by the em- 
ployee or by a person in whom the particular rights have be- 
come vested are deemed to be securities acquired under the 
particular agreement, and 


(iii) any amounts paid or agreed to be paid to the trustee for 
any securities acquired under the arrangement by the em- 
ployee or by a person in whom the particular rights have be- 
come vested are deemed to be amounts paid or agreed to be 
paid to the particular person for securities acquired under the 
particular agreement; and 


(b) subsection (2) does not apply in respect of securities held by 
the trustee under the arrangement. 


History: The opening words of para. 7(6)(a) amended to replace “110(1)(d) and (d.1)” 
with “110(1)(d) to (d.1)” by 2001, c. 17, subsec. 2(7), applicable to 2000 ef seq. 


Subsec. 7(6) amended by 1999, c. 22, subsec. 3(7), applicable to 1998 et seg. The 
subsec. formerly read: 


(6) Where a corporation has entered into an arrangement under which shares of 
the capital stock of the corporation or of a corporation with which it does not 
deal at arm’s length are sold or issued by either corporation to a trustee to be 
held by the trustee in trust for sale to an employee of the corporation or of a 
corporation with which it does not deal at arm’s length, 


(a) for the purposes of this section (except subsection (2)) and paragraphs 
110(1)(d) and (d.1), any rights of the employee under the arrangement in 
respect of those shares, any shares acquired thereunder by the employee or 
by a person in whom those rights have become vested, and any amounts paid 
or agreed to be paid to the trustee for any shares acquired thereunder by the 
employee or any such person, shall be deemed to be, respectively, rights 
under, shares acquired under, and amounts paid or agreed to be paid to the 
corporation for shares acquired under, an agreement with the corporation 
under which the corporation has agreed to sell or issue shares to the em- 
ployee; and 


(b) subsection (2) does not apply in respect of shares held by the trustee 
under the arrangement. 


All that portion of subsec. 7(6) preceding para. (b) substituted by 1994, c..7, Sch. II 
(1991, c. 49), subsec. 4(5), applicable to 1988 et seg. That portion formerly read: 


(6) Shares purchased by trustee for employees — Where a corporation has 
entered into an arrangement whereby shares of the corporation or of a corpora- 
tion with which it does not deal at arm’s length are purchased by a trustee to be 
held by the trustee in trust for sale to an employee of the corporation or of a 
corporation with whom it does not deal at arm’s length, 


(a) for the purposes of this section except subsection (2), any rights of the 
employee under the arrangement in respect of those shares, any shares ac- 
quired thereunder by the employee or by a person in whom rights of the 


Subdivision a — Office: or Employment 


employee thereunder in respect of those shares have become vested, and any 
amounts paid or agreed to be paid to the trustee for any shares acquired 
thereunder by the employee or any such person, shall be deemed to be, re- 
spectively, rights under, shares acquired under, and amounts paid or agreed 
to be paid to the corporation for shares acquired under, an agreement with 
the corporation whereby the corporation has agreed to sell or issue shares to 
the employee; and 


Advance Tax Rulings: ATR-15: Employee stock option plan, 
(7) Definitions — The following definitions apply in this section 


and in subsection 47(3), paragraphs 53(1)(j) and 110(1)(d) and 
(d.01) and subsections pe 1), (1.2), (1.5), (1.6) and (2. bs 


those oes NS. 


“qualifying person” means a corporation or a mutual fund trust. 


“security”’ of a qualifying person. means 
(a) if the person is a corporation, a share of the capital stock of 
the corporation; and } 
(b) if the person is a mutual fund trust, a unit of the trust. 


History: The opening words of subsec. 7(7) amended by 2010, c. 25, subsec. 3(7), 
applicable in respect of rights exercised after 4:00 p.m. EST, March 4, 2010, The open- 
ing words formerly read: 


(7) The definitions in this subsection apply in this section and in subsection 
47(3), paragraphs 53(1)G) and 110(1)(d) and (d.01) and subsections 110(1.5), 
(1.6) and (2.1). 


The opening words of subsec, 7(7).amended by 2001, c. 17, subsec. 2(8), applicable 
after 1997, except that 


(a) it does not apply to a right under an agreement to which the subsec. as enacted 
by 1999, c. 22, s. 3(7), does not (except for the purpose of applying para. 7(3)(b)) 
apply; and 


(b) before 2000, the opening words of the subsec., as amended, shall be read as: 


“(7) The definitions in this subsection apply in this section and in paragraph 
110(1)(d) and subsections 110(1.5) and (1.6).” 


The opening words formerly read: 


(7) The definitions in this subsection apply inthis section and in paragraph 
110(1)(d). 
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S. 7(8)-(15) 


Subsec: 7(7) added by’ 1999, c. 22, subsec. 3(7), applicable after 1994 but, except for 
the purpose of applying para: 7(3)(b), it does not apply to a right under an agreement 
made before March 1998 to sell or issue trust units to an individual unless 


(a) the right was outstanding at the end of February 1998 and was not disposed of 
before March 1998 i in circumstances to which para. 7(1)(b), as amended, applies; 
and 


(b) the individual so elects in writing filed with the Minister of National Revenue 
on or before the later of 


(i) the filing-due date for the individual’s taxation year that includes the earlier 
of 


(A) the time of the individual’s death, and 
(B) the time that the right was first disposed of after February 1998, and 
(ii) January 1, 2000. 


(8)-(15) [Repealed] 
History: Subsecs. 7(8) to (15) repealed by 2010, c.:25, subsecs. 3(8) and (10), applica- 


ble in respect of rights exercised after 4:00 p.m. Pe March 4, 2010. They formerly 
read: 


(8) Deferral in respect of non-CCPC Of Oe De options — Where a particu- 
lar qualifying person (other than a Canadian-controlled private corporation) has 
agreed to sell or issue securities of the particular qualifying person (or of a quali- 
fying person with which it does not deal at arm’s length) to a taxpayer who is an 
employee of the particular qualifying person (or of a qualifying person with 
which the particular qualifying person does not deal at arm’s length), in applying 
paragraph (1)(a) in respect of the taxpayer’s acquisition of a security under the 
agreement, the reference iin that paragraph to “the: taxation year in which the 
employee acquired the securities” shall be read as a reference to “the taxation 
year in which the employee disposed of or exchanged the securities” if 


(a) the acquisition is a qualifying acquisition; and 

(b) the taxpayer elects, in accordance with subsection (10), to have this sub- 

section apply in respect of the acquisition. 
(9) Meaning of “qualifying acquisition” — For the purpose of subsection (8), a 
taxpayer’s acquisition of a security under an agreement made by a particular 
qualifying person is a qualifying acquisition if 

(a) the acquisition occurs after February 27, 2000; 


(b) the taxpayer would; if this Act were read without reference to subsection 
(8), be entitled to deduct an amount under paragraph 110(1)(d) in respect of 
the acquisition in computing income for the taxation year in which the secur- 
ity is acquired; 

(c) where the particular qualifying person is a corporation, the taxpayer was 
not, at the time immediately after the agreement was made, a person who 
would, if the references in the portion of the definition “specified share- 
holder” in subsection 248(1) before paragraph (a) to “in a taxation year” and 
“at any time in the year” were tead as references to “at any time” and “at 
that time”, respectively, be a specified shareholder of any of 


(i) the particular qualifying person, 
Gi) any qualifying person that, at that time, was an employer of the tax- 


payer and was not dealing at arm’s length with the particular qualifying 
person, and 


(iii) the qualifying person of which the taxpayer had, under the agree- 
ment,.a right.to acquire a security; and 


(d) where the security is a share, 


(i) it is of a class of shares that, at the time the acquisition occurs, is 
listed on a designated stock exchange, and 


(ii) where rights under the agreement were acquired by the taxpayer as a 
result of one or more dispositions to which subsection (1.4) applied, 
none of the rights that were the subject of any of the dispositions in- 
cluded a right to acquire a share of a class of shares that, at the time the 
rights were disposed of, was not listed on any designated stock 
exchange. 


(9.1), Reorganization — If, in the course of a reorganization that gives rise to a 
dividend that would, in the absence of paragraph 55(3)(b), be subject to subsec- 
tion 55(2), rights to acquire securities listed on a designated. stock exchange (re- 
ferred to in this subsection as “public options”) under an agreement to sell or 
issue securities referred to in subsection’(1) are exchanged for rights to acquire 
securities that are’not listed on a designated stock exchange (referred to in this 
subsection as “private options”), and the private options are subsequently ex- 
changed for public options, the private options are deemed to be rights to acquire 
shares that are listed on a designated stock exchange for the purposes of subpara- 
graph 7(9)(d)(ii). 

(10) Election for the purpose of subsec. (8) — For the purpose of subsection 
(8), a taxpayer’s election to have that subsection apply in respect of the tax- 
payer’s acquisition of a particular security under an agreement referred to in sub- 
section (1) is in accordance with this subsection if 


(a) the election is filed, in prescribed form and manner at a particular time 
that is before January 16 of the year following the year in which the acquisi- 


S. 7(8)—(15) 


tion occurs, with a person who would be required to file an information re- 
turn in respect of the acquisition if subsection (8) were read without refer- 
ence to paragraph (8)(b); 


(b) the taxpayer is resident in Canada at the time the acquisition occurs; and 
(c) the specified value of the particular security does not exceed the amount 
by which 

(i) $100,000 
exceeds 


(ii) the total of all amounts each of which is the specified value of an- 
other security acquired by the taxpayer at or before the particular time 
under an agreement referred to in subsection (1), where 


(A) the taxpayer’s right to acquire that other security first became 
exercisable in the year that the taxpayer’s right to acquire the partic- 
ular security first became exercisable, and 


(B) at or before the particular time, the taxpayer has elected in ac- 
cordance with this subsection to have subsection (8) apply in re- 
spect of the acquisition of that other security. 
(11) Meaning of “specified value” — For the purpose of paragraph (10)(c), the 
specified value of a particular security acquired by a taxpayer under an agree- 
ment referred to in subsection (1) is the amount determined by the formula 


A/B 
where 


A is the fair market value, determined at the time the agreement was made, of a 


security that was the subject of the agreement at the time the agreement was 
made; and 


is 


(a) except where paragraph (b) applies, 1, and 


(b) where the number or type of securities that are the subject of the 
agreement has been modified in any way after the time the agreement 
was made, the number of securities (including any fraction of a security) 
that it is reasonable to consider the taxpayer would, at the time the par- 
ticular security was acquired, have a right to acquire under the agree- 
ment in lieu of one of the securities that was the subject of the agree- 
ment at the time the agreement was made. 


(12) Identical options — order of exercise — Unless the context otherwise re- 
quires, a taxpayer is deemed to exercise identical rights to acquire securities 
under agreements referred to in subsection (1) 


(a) where the taxpayer has designated an order, in the order so designated; 
and 


(b) in any other case, in the order in which those rights first became exercis- 
able and, in the case of identical rights that first became exercisable at the 
same time, in the order in which the agreements under which those rights 
were acquired were made. 


(13) Revoked election — For the purposes of this section (other than this sub- 
section), an election filed by a taxpayer to have subsection (8) apply to the tax- 
payer’s acquisition of a security is deemed never to have been filed if, before 
January 16 of the year following the year in which the acquisition occurs, the 
taxpayer files with the person with whom the election was filed a written revoca- 
tion of the election. 


(14) Deferral deemed valid — For the purposes of this section and paragraph 
110(1)(d), where a taxpayer files an election to have subsection (8) apply in re- 
spect of the taxpayer’s acquisition of a particular security and subsection (8) 
would not apply to the acquisition if this section were read without reference to 
this subsection, the following rules apply if the Minister so notifies the taxpayer 
in writing: 

(a) the acquisition is deemed, for the purpose of subsection (8), to be a quali- 

fying acquisition; 


(b) the taxpayer is deemed to have elected, in accordance with subsection 
(10), at the time of the acquisition, to have subsection (8) apply in respect of 
the acquisition; and 


(c) if, at the time the Minister sends the notice, the taxpayer has not disposed 
of the security, the taxpayer is deemed (other than for the purpose of subsec- 
tion (1.5)) to have disposed of the security at that time and to have acquired 
the security immediately after that time other than under an agreement re- 
ferred to in subsection (1). 


(15) Withholding — Where, because of subsection (8), a taxpayer is deemed by 
paragraph (1)(a) to have received a benefit from employment in a taxation year, 
the benefit is deemed to be nil for the purpose of subsection 153(1). 


Income Tax Act, Part I, Division B 


Subparas. 7(9)(d)(i) and (ii) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007, c. 35, para. 68(2)(a), applicable after December 
13, 2007. 

Subsecs. 7(8), (9), (11), (12), (14) and (15) added by 2001, c. 17, subsec. 2(9), applica- 
ble to 2000 et seq. 

Subsec. 7(10) added by the said 2001, subsec. 2(9), applicable to 2000 et seg. An elec- 
tion under subsec. 7(10) to have subsec. 7(8) apply in respect of a security acquired in 
2000 is deemed to have been filed in a timely manner if it is filed before August 14, 
2001. 

Subsec. 7(13) added by the said 2001, subsec. 2(9), applicable to 2000 et seq. A written 
request under subsec. 7(13) to revoke an election in respect of a security acquired in 
2000 is deemed to have been filed in a timely manner if it is filed before August 14, 
2001. 


(16) Prescribed form for deferral — Where, at any time in a 
taxation year, a taxpayer holds a security that was acquired under 
circumstances to which subsection (8) applied, the taxpayer shall 
file with the Minister, with the taxpayer’s return of income for the 
year, a prescribed form containing prescribed information relating 
to the taxpayer’s acquisition and disposition of securities under 
agreements referred to in subsection (1). 


History: Subsec. 7(16) added by 2001, c. 17, subsec. 2(9), applicable to 2000 et seq. 


Forms: RC310: Election for special relief for tax deferral election on employee secur- 
ity options; T1212: Statement of deferred security options benefits. 


Selected Cases [s. 7]: Henley v. R., [2008] 1 C.T.C. 295 (FCA); aff'g [2006] 5 
C.T.C. 2459 (TCC) (Warrants not the same as stock options; taxable as benefit from 
employment); Panini v. R., [2005] 2 C.T.C. 2252 (TCC); aff'd [2006] 5 C.T.C. 12 
(FCA) (Assessments allowed beyond statutory delay where taxpayer ignored stock op- 
tion benefits); Alcatel Canada Inc. v. R., [2005] 2 C.T.C. 2001 (TCC) (“Expenditure” 
for company was value forgone on treasury shares issued at less than FMV). 
Definitions [s. 7]: “amount” — 248(1); “‘arm’s length” —7(1.11), 251(1); “Cana- 
dian-controlled private corporation” — 125(7), 248(1); “Canadian corporation” — 
89(1), 248(1); “class of shares” — 248(6); “corporation” — 248(1), Interpretation Act 
35(1); “designated person” — 7(1.4)(b); “designated stock exchange” — 248(1), 262; 
“disposed”, “disposition” — 7(1.6), 248(1); “dividend”, “employee”, “employer”, “em- 
ployment” — 248(1); “exchanged option” — 7(1.4)(a); “exchanged securities”, “ex- 
changed shares” — 7(1.5)(a); “identical” — 248(12); “Minister” — 248(1); “mutual 
fund trust” — 132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); 
“new option” — 7(1.4)(b); “new securities”, “new shares” — 7(1.4)(b); “old securi- 
ties”, “old shares” — 7(1.4)(a); “person”, “‘prescribed” — 248(1); “property” — 
248(1); “qualifying acquisition” — 7(9); “qualifying person” — 7(7); “resident in Can- 
ada” — 250; “SIFT wind-up corporation”, “SIFT wind-up entity’ — 248(1); “securi- 
ties”, “security” —7(7); “share”, “specified shareholder” — 248(1); “specified 
value” —7(11); “taxation year’ — 249; “taxpayer” — 248(1); “trust” — 104(1), 
248(1), (3); “written” — Interpretation Act 35(1)“writing”’. 


Interpretation Bulletins: IT-495R3: Child care expenses. 
Deductions 


8. (1) Deductions allowed — In computing a taxpayer’s income 
for a taxation year from an office or employment, there may be de- 
ducted such of the following amounts as are wholly applicable to 
that source or such part of the following amounts as may reasonably 
be regarded as applicable thereto: 


(a) [Repealed] 


History: Para. 8(1)(a) repealed by 2001, c. 17, subsec. 3(1), applicable to 1998 et seq. 
The para. formerly read: 


(a) volunteers’ [emergency workers’] deduction — in respect of each em- 
ployer of the taxpayer that is a government, municipality or public authority, the 
lesser of $1,000 and the total of all amounts received in the year by the taxpayer 
from the employer that are 


(i) included in the taxpayer’s income for the year from an office or employ- 
ment, and 


(ii) from the performance, as a volunteer, of the taxpayer’s duties as 
(A) an ambulance technician, 
(B) a firefighter, or 


(C) a person who assists in the search or rescue of individuals or in other 
emergency situations, 


Subsec. 7(9.1) added by the said c. 25, subsec. 3(9), applicable after 1999 and before 
4:00 p.m. EST, March 4, 2010, except that, for the period before December 14, 2007, 
the reference in subsec. 7(9.1) to “designated stock exchange” shall be read as a refer- 
ence to “prescribed stock exchange”. 


24 


except that no amount may be so deducted in respect of an employer if the tax- 
payer is employed in the year, otherwise than as a volunteer, by the employer in 
connection with the performance of any of the duties referred to in subparagraph 
(ii) or of similar duties; ; 


Subdivision a — Office or Employment 


Para. 8(1)(a) added by 1999, c. 22, subsec. 4(1), applicable to 1998 et seq. 


(b) legal expenses of employee — amounts paid by the tax- 
payer in the year as or on account of legal expenses incurred by 
the taxpayer to collect or establish a right to salary or wages 
owed to the taxpayer by the employer or former employer of the 
taxpayer; 


t e n aid by the 
taxpayer in the year as OF | on acco nt hee egal penses ie 


deedeutn insurance policy pnvided through an em 
Paragraph Se, is amended, effective for amoun 


collect, an amount that, if received, would is inch u fed coined 
employment income. . ee 


Ge 


Related Provisions: 6(1)(j)-—— Reimbursement or award may be taxable; 6(8) — 
GST rebate included in income; 60(0.1)(i)(B) — Legal expenses re retiring allowance. 


Selected Cases [para. 8(1)(b)]: Fenwick v. R., [2009] 2 C.T.C. 184 (FCA) (Where 
more than wages at issue in claims, legal expenses not deductible); Loo v. R., [2004] 4 
C.T.C. 247 (FCA) (Provision applies where taxpayer attempting to establish entitle- 
ment to more than had been paid); Wilson: v. Canada, [1990] 2 C.T.C. 169 (FCTD); 
aff'd [1991] 2 C.T.C. 69 (FCA) (Legal expenses for defending criminal charges, not 
deductible). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees. 


Forms: 1777: Statement of employment. expenses; T4044: Employment: expenses 
[guide]. 


(c) clergy residence — where, in the year, the taxpayer 
(i) is a member of the clergy or of a religious order-or a regu- 
lar minister of a religious denomination, and 
(ii) is 
(A) in charge of a diocese, parish or congregation, 
(B) ministering to a diocese, parish or congregation, or 


(C) engaged exclusively in full-time administrative ser- 
vice by appointment of a religious order or religious 
denomination, 


the amount, not exceeding the taxpayer’s remuneration for the 
year from the office or employment, equal to 


(iii) the total of all amounts including amounts in respect of 
utilities, included in computing the taxpayer’s income for the 
year under section 6 in respect of the residence or other liv- 
ing accommodation occupied by the taxpayer in the course 
of, or because of, the taxpayer’s office or employment as 
such a member or minister so in charge of or ministering to.a 
diocese, parish or congregation, or so engaged in such ad- 
ministrative service, or 


(iv) rent and utilities paid by the taxpayer for the taxpayer’s 
principal place of residence (or other principal living accom- 
modation), ordinarily occupied during the year by the tax- 
payer, or the fair rental value of such a residence (or other 
living accommodation), including utilities, owned by the tax- 
payer or the taxpayer’s spouse or common-law partner, not 
exceeding the lesser of 


(A) the greater of 


(I) $1,000. multiplied by the number of months (to a 
maximum of ten) in the year, during which the tax- 
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payer is a person described in subparagraphs (i) and 
(ii), and 


(II) one-third of the taxpayer’s remuneration for the 
year from the office or employment, and 


(B) the amount, if any, by which 


(1) the rent paid or the fair rental value of the residence 
or living accommodation, including utilities 


exceeds 


(II) the. total of all amounts each of which is an 
amount deducted, in connection with the same accom- 
modation. or. residence, in computing an individual’s 
income for the year from an office or employment or 
from a business (other than an amount deducted under 
this paragraph by the taxpayer), to the extent that the 
amount can reasonably be considered to relate to the 
period, or a portion of the period, in respect of which 
an amount is claimed by the taxpayer under this 
paragraph; 

Related Provisions: 8(10)— Employer’s certificate required; 146(1)‘‘earned in- 

come”’(a)(i) — Earned income for RRSP purposes includes value of residence. 


History: Para. 8(1)(c) amended by 2001, c. 17, subsec. 3(2), applicable to 2001 et seq. 
The para. formerly read: 


(c) clergyman’s residence — where the taxpayer is a member of the clergy or 
of a religious order or a regular minister of a religious denomination, and is in 
charge of or ministering to a diocese, parish or congregation, or engaged exclu- 
sively in full-time administrative service by appointment of a religious order or 
religious denomination, an amount equal to 


(i) the value of the residence or other living accommodation occupied by the 
taxpayer in the course of or by virtue of the taxpayer’s office or employment 
as such a member or minister so in charge of or ministering to a diocese, 
parish or congregation, or so engaged in such administrative service, to the 
extent that that value is included in computing the taxpayer’s income for the 
year by virtue of section 6, or 


(ii) rent paid by the taxpayer for a residence or other living accommodation 
rented and occupied by the taxpayer, or the fair rental value of a residence or 
other living accommodation owned and occupied by the taxpayer, during the 
year but not, in either case, exceeding the taxpayer’s remuneration from the 
taxpayer’s office or employment as described in subparagraph (i); 


Selected Cases: Canadian Council of Christian Charities v. Canada (Minister of 
Finance), [1999] 3 C.T.C. 123 (FCTD) (Access to tax policy documents restricted); 
Fitch v. R., [1999] 2 C.T.C. 2419 (TCC) (Mere teaching falls short of ministering to 
congregation); Austin v. R., [1999] 2 C.T.C. 2270 (TCC) (Role of taxpayer in context 
of particular denomination is factor); Zylstra v. MNR, [1997] 2: C.T.C. 203 (FCA) (De- 
duction denied where no “religious order” involved. 


Interpretation Bulletins: IT-99RS: Legal. and accounting fees; IT-141R: Clergy 
residence deduction. 


Registered Charities Newsletters: 23 (did you know? clergy residence 
deduction). 


Forms: T1 General income tax return, Line 231; T1223: Clergy residence deduction; 
T2200: Declaration of conditions of employment. 


(d) teachers’ exchange fund contribution — a single 
amount, in respect of all employments of the taxpayer as a 
teacher, not exceeding $250 paid by the taxpayer in the year to a 
fund established by the Canadian Education Association for the 
benefit of teachers from Commonwealth countries present in 
Canada under a teachers’ exchange arrangement; 


(e) expenses of railway employees — amounts disbursed 
by the taxpayer in the year for meals and lodging while em- 
ployed by a railway company 
(i) away from the taxpayer’s ordinary place of residence as a 
relieving telegrapher or station agent or on maintenance and 
repair work, or 


(ii) away from.the municipality and the metropolitan area, if 
there is one, where the taxpayer’s home terminal was lo- 
cated, and at a location from which, by reason of distance 
from the place where the taxpayer maintained a self-con- 
tained domestic establishment in which the taxpayer resided 
and actually supported a spouse or common-law partner or a 
person dependent upon the taxpayer for support and. con- 
nected with the taxpayer by blood relationship, marriage or 


S. 8(1)(e)(ii) 


common-law partnership or adoption, the taxpayer could not 
reasonably be expected to return daily to that place, 


to the extent that the taxpayer has not been reimbursed and is not 
entitled to be reimbursed in respect thereof; 
Related Provisions: 6(6) — Employment — remote and special work sites, 6(8) — 
GST rebate included in income; 8(1)(h) — Travelling expenses; 8(11) — GST; 67.1 — 
Expenses for food, ete. 
History: Subpara. 8(1)(e)(ii) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, and by Sch. 2, s. 10, to replace “marriage” with 
“marriage or common-law partnership”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 
Interpretation Bulletins: IT-518R: Food, beverages and entertainment expenses. 
Information Circulars: 73-21R9: Claims for meals and lodging expenses of trans- 
port employees. 
Forms: TL2: Claim for meals and lodging expenses. 


(f) sales expenses [of commission employee] — where 
the taxpayer was employed in the year in connection with the 
selling of property or negotiating of contracts for the taxpayer’s 
employer, and 


(i) under the contract of employment was required to pay the 
taxpayer’s Own expenses, 


(ii) was ordinarily required to carry on the duties of the em- 
ployment away from the employer’s place of business, 


(iii) was remunerated in whole or part by commissions or 
other similar amounts fixed by reference to the volume of the 
sales made or the contracts negotiated, and 


(iv) was not in receipt of an allowance for travel expenses in 
respect of the taxation year that was, by virtue of subpara- 
graph 6(1)(b)(v), not included in computing the taxpayer’s 
income, 


amounts expended by the taxpayer in the year for the purpose of 
earning the income from the employment (not exceeding the 
commissions or other similar amounts referred to in subpara- 
graph (iii) and received by the taxpayer in the year) to the extent 
that such amounts were not 


(v) outlays, losses or replacements of capital or payments on 
account of capital, except as described in paragraph (j), 


(vi) outlays or expenses that would, by virtue of paragraph 
18(1)(1), not be deductible in computing the taxpayer’s in- 
come for the year if the employment were a business carried 
on by the taxpayer, or 


(vii) amounts the payment of which reduced the amount that 
would otherwise be included in computing the taxpayer’s in- 
come for the year because of paragraph 6(1)(e); 


Related Provisions: 6(1)(b)(v) — Allowance for travelling expenses; 6(1)(j) — Re- 
imbursement or award may be taxable; 6(8)— GST rebate included in income; 
8(1)(h) — Travelling expenses; 8(1)(h.1)— Motor vehicle travelling expenses; 
8(1)G) — Auto and aircraft costs; 8(4) — Limitation — meals; 8(9) — Limitation — 
aircraft expenses; 8(10)— Employer’s certificate; 8(13) — Work space in home; 
18(1)(h) — Personal or living expenses; 18(1)(1) — Use of recreational facilities and 
club dues; 18(1)(r) — Limitation on employer deductibility; 67.1 — 50% limitation on 
expenses for meals and entertainment; 67.3 — Limitation re cost of leasing passenger 
vehicle; Reg. 102(2)(d)(i) — Effect of deduction on source withholdings. 


History: Subpara. 8(1)(f)(vii) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 5(1), 
applicable to 1990 et seq. 


Selected Cases [para. 8(1)(f)]: Raphael v. R., [2008] 5 C.T.C. 2526 (TCC) (Dam- 
age award and legal fees deductible in computing broker’s income from new 
employment); Longtin v. R., [2006] 5 C.T.C. 2323 (TCC) (Salary paid to wife deducti- 
ble where employer would not pay for costs of assistant); Gifford v. R., [2004] 2 C.T.C. 
1 (SCC) (Interest on borrowed funds used to acquire client list was “on account of 
capital” and not deductible); Gilling v. MNR, [1990] 1 C.T.C. 392 (FCTD) (Taxpayer 
paid salary for principal management function and commissions for secondary sales 
function ordinarily required to carry on duties away from place of business); Verrier v. 
R., [1990] 1 C.T.C. 313 (FCA); leave to appeal to SCC refused (1990), 120 N.R. 80 
(note) (Gas and other expenses deductible where automobile salesperson required, by 
implied term of contract, to perform duties away from employer’s location); Malik v. 
MNR, [1989] 1 C.T.C. 316 (FCTD) (Term of employment contract requiring real estate 
salesperson each year to show he was in good financial standing did not result in de- 
ductibility of interest payments on personal loan. Insufficient connection with 
employment); Thompson v. MNR, [1989] 2 C.T.C. 226 (FCTD) (Expenses for office in 
home owned by taxpayer disallowed except for portion of utilities). 
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Regulations: 102(2)(c)B, 107(2)— Deduction allowed in calculating source 


withholdings. 


Interpretation Bulletins: IT-352R2: Employee's expenses, including work space in 
home expenses; IT-421R2: Benefits to individuals, corporations and shareholders from 
loans or debt; IT-518R: Food, beverages and entertainment expenses; IT-522R: Vehi- 
cle, travel and sales expenses of employees. 


1.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


Forms: 1777: Statement of employment expenses; T2200: Declaration of conditions 
of employment; TD1X: Statement of commission income and expenses for payroll tax 
deductions; T4044: Employment expenses [guide]. 


(g) transport employee’s expenses — where the taxpayer 
was an employee of a person whose principal business was pas- 
senger, goods, or passenger and goods transport and the duties 
of the employment required the taxpayer, regularly, 


(i) to travel, away from the municipality where the em- 
ployer’s establishment to which the taxpayer reported for 
work was located and away from the metropolitan area, if 
there is one, where it was located, on vehicles used by the 
employer to transport the goods or passengers, and 


(ii) while so away from that municipality and metropolitan 
area, to make disbursements for meals and lodging, 


amounts so disbursed by the taxpayer in the year to the extent 
that the taxpayer has not been reimbursed and is not entitled to 
be reimbursed in respect thereof; 
Related Provisions: 6(1)(b)(vii) — Allowance for travelling expenses; 6(1)(j) — 
Reimbursement or award may be taxable; 6(8)-— GST rebate included in income; 
8(1)(h) — Travelling expenses; 8(11) — GST rebate deemed not to be reimbursement; 
67.1 — Expenses for food, etc. 


Selected Cases [para. 8(1)(g)]: Crawford v. R., [2003] 4 C.T.C. 8 (FCA) (“Meals 
and lodging” to be read conjunctively); Hiscoe v. R., [2002] 4 C.T.C. 2438 (TCC) 
(Conjunctive nature of provision not considered); R. v. Creamer, [1976] C.T.C. 676 
(FCTD) (Expenses for meals not deductible where employer not principally in 
transportation); R. v. Deimert, [1976] C.T.C. 301 (FCTD) (Costs of travelling home for 
weekends not incurred in course of employment). 


Interpretation Bulletins: [T-254R2: Fishermen — employees and seafarers — value 
of rations and quarters (archived); IT-518R: Food, beverages and entertainment 
expenses. 


Information Circulars: 73-21R9: Claims for meals and lodging expenses of trans- 
port employees. 


Forms: TL2: Claim for meals and lodging expenses. 
(h) travel expenses — where the taxpayer, in the year, 


(1) was ordinarily required to carry on the duties of the office 
or employment away from the employer’s place of business 
or in different places, and 


(11) was required under the contract of employment to pay the 
travel expenses incurred by the taxpayer in the performance 
of the duties of the office or employment, 


amounts expended by the taxpayer in the year (other than motor 
vehicle expenses) for travelling in the course of the office or em- 
ployment, except where the taxpayer 


(iii) received an allowance for travel expenses that was, be- 
cause of subparagraph 6(1)(b)(v), (vi) or (vii), not included 
in computing the taxpayer’s income for the year, or 


(iv) claims a deduction for the year under paragraph (e), (f) 

or (g); 
Related Provisions: 6(1)() — Reimbursement or award may be taxable; 6(8) — 
GST rebate included in income; 8(1)(h.1) — Motor vehicle travel expenses; 8(1)(j) — 
Auto and aircraft costs; 8(4) — Limitation — meals; 8(9) — Limitation — aircraft ex- 
penses; 8(10) — Employer’s certificate; 67.1 — 50% limitation on expenses for meals; 
81(3.1) — No tax on allowance or reimbursement for part-time employee’s travel ex- 
penses; Reg. 102(2)(d)(i) — Effect of deduction on source withholdings. 


History: Para. 8(1)(h) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 5(2), 
applicable to 1988 et seq. Para. (h) formerly read: 
(h) where the taxpayer, in the year, 
(i) was ordinarily required to carry on the duties of the employment away 
from the employer’s place of business or in different places, 


(ii) under the contract of employment was required to pay the travel ex- 
penses incurred by the taxpayer in the performance of the duties of the office 
or employment, and 


Subdivision a — Office or Employment 


(iii) was not in receipt of an allowance for travel expenses that was, by virtue 
of subparagraph 6(1)(b)(v), (vi), (vii) or (vii.1), not included in computing 
the taxpayer’s income and did not claim any deduction for the year under 
paragraph (e), (f) or (g), 
amounts expended by the taxpayer in the year for travelling in the course of the 
employment; 


Selected Cases [para. 8(1)(h)]: Gariépy v. R., [2006] 2 C.T.C. 2033 (TCC) (Rent 
may qualify as travel expense); Imray v. R., [1998] 4 C.T.C. 221 (FCTD) (“Ordinarily” 
can accommodate situation which occurs only once per year); Merten v. MNR, [1990] 2 
C.T.C. 444 (FCTD) (Travel expenses between home and worksites away from usual 
place of work deductible); Moore v. R., [1990] 1 C.T.C. 311 (FCA); leave to appeal to 
SCC refused (1990), 121 N.R. 322 (note) (Expenses for travelling pursuant to implied 
term of employment contract deductible. Expenses for travelling between work and 
home outside regular work hours not deductible); R. v. Chrapko, [1988] 2 C.T.C. 342 
(FCA) (Travelling expenses to place other than place where taxpayer ordinarily worked 
were deductible); R. v. Mina et al., [1988] 1 C.T.C. 380 (FCTD) (Insufficient allow- 
ance from employer does not preclude deduction of expenses in excess of allowance); 
Hoedel y. R., [1986] 2 C.T.C. 419 (FCA) (Expenses of police officer for transporting 
police dog deductible); R. v. Jeromel, [1986] 2 C.T.C. 207 (FCTD) (Expenses not de- 
ductible where contract permits, but does not require, travelling); Rozen v. R., [1986] 1 
C.T.C. 50 (FCTD) (Automobile expenses deductible where travelling required by im- 
plied term of contract); R. v. Patterson, [1982] C.T.C. 371 (FCTD) (Expenses deducti- 
ble where travelling ordinarily required). 


Regulations: 102(2)(c)B, 
withholdings. 


107(2) — Deduction allowed in calculating source 


Interpretation Bulletins: IT-266: Taxation of members of provincial legislative 
assemblies (archived); IT-421R2: Benefits to individuals, corporations and sharehold- 
ers from loans or debt; IT-518R: Food, beverages and entertainment expenses; IT- 
522R: Vehicle, travel and sales expenses of employees. 


Information Circulars: 73-21R9: Claims for meals and lodging expenses of trans- 
port employees; 74-6R2: Power saw expenses. . 


I.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


Forms: 1777: Statement of employment expenses; T2200: Declaration of conditions 
of employment; TD1X: Statement of commission income and expenses for payroll tax 
deductions; T4044: Employment expenses [guide]. 


(h.1) motor vehicle travel expenses — where the taxpayer, 
in the year, 


(i) was ordinarily required to carry on the duties of the office 
or employment away from the employer’s place. of business 
or in different places, and 


(ii) was required under the contract of ich ibe) to. pay 
motor vehicle expenses incurred in the performance of the 
duties of the office or employment, 


amounts expended by the taxpayer in the year in respect of mo- 
tor vehicle expenses incurred for travelling in the course of the 
office or employment, except where the taxpayer 


(iii) received an allowance for motor vehicle expenses, that 
was, because of paragraph 6(1)(b), not included in computing 
the taxpayer’s income for the year, or 


(iv) claims a deduction for the year under paragraph (f); 


Related Provisions: 6(1)(j)— Reimbursement or award may be taxable; 6(8) — 
GST rebate included in income; 8(1)(j) — Motor vehicle and aircraft costs; 8(10) — 
Certificate of employer; 18(1)(r) — Limitation on employer deductibility; 67.3 — Lim- 
itation re cost of leasing passenger vehicle; 81(3.1) — No tax on allowance or reim- 
bursement for part-time employee’s travel expenses; Reg. 102(2)(d)(i) — Effect of de- 
duction on source withholdings. 


History: Para. 8(1)(h.1) added by 1994, c. 7, Sch. IL (1991, c. 49), subsec. 5(3), appli- 
cable to 1988 et seq. 


Regulations: 102(2)(c)B, 
withholdings. 


107(2) — Deduction allowed in. calculating source 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt; IT-522R: Vehicle, travel and sales expenses of employees. 


1.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


Forms: TD1X: Statement of commission income and expenses for payroll tax deduc- 
tions; T777: Statement of employment expenses; T2200: Declaration of conditions of 
employment; T4044: Employment expenses [guide]. 
(i) dues and other expenses of performing duties — 
amounts paid by the taxpayer in the year as 


Proposed Amendment — ~ 8(1)(i) opening words 


(i) dues and other expenses of performing ‘duties — 
an amount paid by the taxpayer in the year, or on behalf of the | 


2 


S. 8(D)@ 


‘the ret if the ery paid on behalf of the tax-— 


(July 010): Paceicoh 8(1)G) permits an ecuplover to oe 
in di ae . and wi vo iar — es are ee by. the ep apboe Para- 


@ annual professional membership dues the payment of 
which was necessary to maintain a professional status recog- 
nized by statute, 


(ii) office rent, or salary to an assistant or substitute, the pay- 
ment of which by the officer or employee was required by 
the contract of employment, 


(iii) the cost.of supplies that were consumed directly in the 
performance of the duties of the office or employment and 
that the officer or employee was required by the contract of 
employment to supply and pay for, 


(iv) annual dues to maintain membership in a trade union as 
defined 


(A). by section 3 of the Canada Labour Code, or 


(B) in any provincial statute providing for the investiga- 
tion, conciliation or settlement of industrial disputes, 


or to maintain membership in an association of public ser- 
vants the primary object of which is to promote the improve- 
ment of the members’ conditions of employment or work, 


(v) annual dues that were, pursuant to the provisions of a col- 
lective agreement, retained by the taxpayer’s employer from 
the taxpayer’s remuneration and paid to a trade union or as- 
sociation designated in subparagraph (iv) of which the tax- 
payer was not a member, 


(vi) dues to a parity or advisory committee or similar body, 
the payment of which was required under the laws of a prov- 
ince in respect, of the employment for the year, and 


(vii) dues to a professions board, the payment of which was 
required under the laws of a province, 


to the extent that the taxpayer has not been reimbursed, and is 
not entitled to be reimbursed in respect thereof; 


Related Provisions: 6(1)(j) — Reimbursement or award maybe taxable; 6(8)— 
GST rebate included in income; 8(1)(.1), (1.2) — Employer’s portion of UI/EI and 
QPIP premiums and CPP contributions deductible; 8(1)(r) — Deduction for tools. of 
apprentice auto mechanic; 8(1)(s)— Deduction for tradesperson’s tool expenses; 
8(5) — Certain dues not deductible; 8(10) — Employer’s certificate required; 8(11) — 
GST rebate deemed not to be reimbursement; 8(13) — Limitation on home office ex- 
penses; Reg. 102(2)(d)(i) — Effect of deduction on source withholdings. 


History: Subpara. 8(1)(i)(vii) added by 1998, c. 19, subsec. 69(1), applicable to 1996 
et seq. 


Selected Cases [para. 8(1)(i)]: Longtin v. R., [2006] 5 C.T.C. 2323 (TCC) (Salary 
paid to wife deductible where employer would not pay for costs of assistant); Crowe v. 
R., [2003] 3 C.T.C. 271 (FCA) (Judiciary not included in “public servants’); 
Montgomery v. MNR, [1999] 2 C.T.C..196 (FCA); rev’g [1998] 1 C.T.C. 58 (FCTD); 
rev’g [1996] 1 C.T.C. 2796 (TCC) (“Recognized by statute” did not mean profession 
had to be fully regulated); Petrin v. Canada, [1991] 1 C.¥.C. 94 (FCTD) (No deduction 
for dues to association not recognized by statute); Thompson v. MNR, [1989] 2 C.T.C. 
226 (FCTD), (Expenses for home office, required under contract not deductible as “‘of- 
fice rent” where no rent paid); Lucas v. R.,. [1987] 2 C.T.C. 23 (FCTD) (Special in- 
crease in association dues due to strike deductible as “annual” dues). 


Regulations: 100(3)(b) (deduction of dues by. employer reduces source withholding); 
102(2)(c)B, 107(2) — Deduction allowed in calculating source withholdings. 


Interpretation Bulletins: IT-103R: Dues paid to a union or to a parity or advisory 
committee; IT-158R2: Employees’ professional membership dues; IT-352R2: Employ- 
ees’ expenses, including work space in home expenses. 


Information Circulars: 74-6R2: Power saw expenses. 


Charities Policies: CPC-008:. Gift— Payment to a registered charity instead of 
paying union dues. 


S. 8(1)) 


Forms: T1 General — Line 212; T777: Statement of employment expenses; T2200: 
Declaration of conditions of employment; TD1X: Statement of commission income 
and expenses for payroll tax deductions; T4044: Employment expenses [guide]. 
(j) motor vehicle and aircraft costs — where a deduction 
may be made under paragraph (f), (h) or (h.1) in computing the 
taxpayer’s income from an office or employment for a taxation 
year, 


(i) any interest paid by the taxpayer in the year on borrowed 
money used for the purpose of acquiring, or on an amount 
payable for the acquisition of, property that is 


(A) a motor vehicle that is used, or 
(B) an aircraft that is required for use 


in the performance of the duties of the taxpayer’s office or 
employment, and 


(ii) such part, if any, of the capital cost to the taxpayer of 
(A) a motor vehicle that is used, or 
(B) an aircraft that is required for use 


in the performance of the duties of the office or employment 

as is allowed by regulation; 
Related Provisions: 6(8) — GST rebate included in income or reduces capital cost 
of vehicle or aircraft; 8(1)(f) — Salesman’s expenses; 8(1)(q) — Artists’ employment 
expenses; 8(9) — Limitation — aircraft expenses; 13(7) — Capital cost allowance — 
rules applicable; 13(7.1) — Deemed capital cost of certain property; 13(11) — Deduc- 
tions under 8(1)(j)(ii) deemed claimed as CCA; 67.2 — Interest on money borrowed 
for passenger vehicle; 67.3 — Limitation re cost of leasing passenger vehicle; 
80(9)(c) — Reduction of capital cost on debt forgiveness ignored for purposes of para. 
8(1)qg); 80.4—Loans; Reg. 102(2)(d)(i) —Effect of deduction on _ source 
withholdings. 
History: All that portion of para. 8(1)(j) preceding cl. (i)(B) substituted by 1994, c. 7, 
Sch. If (1991, c. 49), subsec. 5(4), applicable to 1988 et seg. That portion formerly 
read: 


(j) automobile and aircraft costs — where a deduction may be made under 
paragraph (f) or (h) in computing the taxpayer’s income from an office or em- 
ployment for a taxation year, 


(i) any interest paid by the taxpayer in the year on borrowed money used for 
the purpose of acquiring 
(A) an automobile that is used, or 


Cl. 8(1)()Gi)(A) amended to substitute “a motor vehicle” for “an automobile” by 1994, 
c. 7, Sch. II (1991, c. 49), subsec. 5(5), applicable to 1988 et seq. 


Selected Cases [para. 8(1)(j)]: Maguire v. Canada, [1995] 2 C.T.C. 2048 (TCC) 
(Motor-driven boat is not a motor vehicle). 


Regulations: 102(2)(c)B, 107(2) — Deduction allowed in calculating source with- 
holdings; 1100(1)(a)(x), (x.1) (CCA rate is 30% on declining balance). 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt; IT-478R2: CCA — recapture and terminal loss; IT-504R2: 
Visual artists and writers; IT-522R: Vehicle, travel and sales expenses of employees; 
IT-525R: Performing artists. 


I.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles). 


Forms: 1777: Statement of employment expenses; TD1X: Statement of commission 
income and expenses for payroll tax deductions; T4044: Employment expenses [guide]. 


(k), (1) [Repealed under former Act] 


(1.1) C.P.P. contributions and U.I.A. [E.I.] premiums — 
any amount payable by the taxpayer in the year 


(i) as an employer’s premium under the Employment Insur- 
ance Act, or 


(ii) as an employer’s contribution under the Canada Pension 
Plan or under a provincial pension plan as defined in section 
3 of the Canada Pension Plan, 


in respect of salary, wages or other remuneration, including gra- 

tuities, paid to an individual employed by the taxpayer as an as- 

sistant or substitute to perform the duties of the taxpayer’s office 

or employment if an amount is deductible by the taxpayer for 

the year under subparagraph (1)(ii) in respect of that individual; 
Related Provisions: 8(1)(i) — Deduction for expenses of an employee’s assistant or 
substitute; 8(1)(1.2) — Parallel rule for QPIP premiums; 60(e) — Deduction for ' of 
self-employed person’s CPP contributions; 118.7 — Credit for taxpayer’s own CPP 
contributions and EI premiums. 


History: Subpara. 8(1)(1.1)(i) amended by 1996, c. 23, s. 171, to substitute “Employ- 
ment Insurance Act’ for “Unemployment Insurance Act’, in force June 30, 1996. 
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Interpretation Bulletins: IT-352R2: Employee’s expenses, including work space in 
home expenses. 


Proposed Addition — 8(1)(I.2) 


(1.2) Quebec parental insurance plan — an amount paya- 
ble by the taxpayer in the year as an employer’s premium 
under the Act respecting parental insurance, R.S.Q., ¢. A- 
_ 29.011 in respect of salary, wages or other remuneration, in- 
cluding gratuities, paid to an individual employed by the tax- 
payer as an assistant or substitute to perform the duties of the 
taxpayer’s office or employment if an amount is deductible by 
the taxpayer for the year under subparagraph (i)(ii) in respect 
of that individual; : 
Application: The July 16, 2010 draft jesation (Part | — vectulzea ‘subsec. 5(3), 
will add para. 8d. 2), applicable to 2006 et seq. 


Technical Notes (July 2010): New paragraph 8(1)(.2) permits a taxpayer to 
deduct, in computing income for a taxation year, an amount paid by the taxpayer in 
the year as an employer’s. premium under the new Quebec Parental Insurance Plan in 
respect of salary, wages or other remuneration, including gratuities, paid to an indivi- 
dual employed by the taxpayer as an assistant or substitute to perform the duties of 
the taxpayer’s office or employement if an amount is deductible by the taxpayer for 
the year under subparagraph 8(1)(i)(ii) in respect of that individual. 


This amendment applies to the 2006 and subsequent taxation years and is conse- 
quential to the tnerpenction of the new ee Facet) insurance ie on eats Le 
2006. 

Dept. of Finance news release 2005-050, July 19, 2005: Sce under 
56(1)(a)(vii). ; 

Related Provisions: 8(1)(i) — Deduction for expenses of an employee’s assistant 
or substitute; 56( ayy) — QPIP benefits taxable; 60(g) ooo Deduction i portion 
of self-employed person’s QPIP premiums. 


(m) employee’s registered pension plan _ contribu- 
tions — the amount in respect of contributions to registered 
pension plans that, by reason of subsection 147.2(4), is deducti- 
ble in computing the taxpayer’s income for the year; 

Related Provisions: See under 147.2(4). 


Interpretation Bulletins: 
contributions. 


Information Circulars: 72-13R8: Employee’s pension plans. 
Registered Plans Compliance Bulletins: 2 (compensation for RPP purposes). 
Advance Tax Rulings: ATR-2: Contribution to pension plan for past service. 


(m.1) [Repealed under former Act] 


(m.2) employee RCA contributions — an amount contrib- 
uted by the taxpayer in the year to a pension plan in respect of 
services rendered by the taxpayer where the plan is a prescribed 
plan established by an enactment of Canada or a province or 
where 


IT-167R6: Registered pension plans — employee’s 


(1) the plan is a retirement compensation arrangement, 


(ii) the amount was paid to a custodian (within the meaning 

assigned by the definition “retirement compensation arrange- 

ment” in subsection 248(1)) of the arrangement who is resi- 

dent in Canada, and 

(iii) either 
(A) the taxpayer was required, by the terms of the tax- 
payer’s office or employment, to contribute the amount, 
and the total of the amounts contributed to the plan in the 
year by the taxpayer does not exceed the total of the 
amounts contributed to the plan in the year by any other 
person in respect of the taxpayer, or 


(B) the plan is a pension plan the registration of which 
under this Act was revoked (other than a plan the registra- 
tion of which was revoked as of the effective date of its 
registration) and the amount was contributed in accor- 
dance with the terms of the plan as last registered; 


(C) [Repealed] 


Related Provisions: 18(11)(e) — No deduction for interest on money borrowed to 
make deductible contribution; 60(t)(ii) — Amount included under para. 56(1)(x) or (z) 
or subsec. 70(2); 60(u)(ii) — Deduction where amount included under para. 56(1)(y); 
146(1)“earned income’’(a)(i), 146(1)“earned income” (c)(i) — Earned income for RRSP 
counted before deduction for 8(1)(m.2); 207.6(6) — Rules re prescribed plan or 
arrangement. 


Subdivision a — Office or Employment 


History: The opening words of para. 8(1)(m.2) substituted by 1994, c. 21, subsec. 
4(1), applicable to 1992 et seg. The opening words of that para. formerly read: 


(m.2) employee RCA contributions — an amount contributed by the taxpayer 
in the year to a pension plan in respect of services rendered by the taxpayer 
where 


Cl. 8(1)(m.2)(iii)(C) repealed by 1994, c. 21, subsec. 4(2), applicable to ‘1992 et seq. 
That cl. formerly read: 


(C) the plan is a prescribed plan or arrangement; 


Cl. 8(1)(m.2)(iii)(C) added by 1994, c. 7, Sch. VIII (1993, c. 24); s:'2, applicable to 
1992 et seq. 


Regulations: 100(3)(b.1) (payroll deduction of employee contribution reduces source 
withholding); 6802, 6802.1(1) (prescribed plans). 


Forms: T4041: Retirement compensation arrangements [guide]. 


(n) salary reimbursement — an amount paid by or on behalf 
of the taxpayer in the year pursuant to an arrangement (other 
than an arrangement described in subparagraph (b)(ii) of the def- 
inition “top-up disability payment” in subsection 6(17)) under 
which the taxpayer is required to reimburse any amount paid to 
the taxpayer for a period throughout which the taxpayer did not 
perform the duties of the office or employment, to the extent that 


(i) the amount so paid to the taxpayer for the period was in- 
cluded in computing the taxpayer’s income from an office or 
employment, and , 


(ii) the total of amounts so reimbursed does not exceed the 
total of amounts received by the taxpayer for the period 
throughout which the taxpayer did not perform the duties of 
the office or employment; 


Related Provisions: 8(1)(n.1) — Reimbursement of top-up disability payments. 


History: The opening words of para. 8(1)(n) amended by 1998, c. 19, subsec. 69(2), 
applicable to arrangements entered into after August 10, 1994. The opening words for- 
merly read: 


(n) an amount paid by or on behalf of the taxpayer in the year pursuant to an 
arrangement under which the taxpayer is required to reimburse any amount paid 
to the taxpayer for a period throughout which the taxpayer-did not perform the 
duties of the office or employment, to the extent that 


(n.1) reimbursement of disability payments — where, 


(i) as a consequence of the receipt of a payment (in this para- 
graph referred to as the “deferred payment’) from an insurer, 
a payment (in this paragraph referred to as the “reimburse- 
ment payment”) is made by or on behalf of an individual to 
an employer or former employer of the individual pursuant to 
an arrangement described in subparagraph (b)(ii) of the defi- 
nition “top-up disability payment” in subsection 6(17), and 


(ii) the reimbursement payment is made 


(A) in the year, other than within the first 60 days of the 
year if the deferred payment was received in the immedi- 
ately preceding taxation year, or 


(B). within 60. days after the end of the year, if the de- 
ferred payment was received in the year, 


an amount equal to the lesser of 


(iii) the amount included under paragraph 6(1)(f) in respect 
of the deferred payment in computing the individual’s in- 
come for any taxation year, and 


(iv) the amount of the reimbursement payment; 


History: Para. 8(1)(n.1) added by 1998, c. 19, subsec. 69(3), applicable to reimburse- 
ment payments made after August 10, 1994. 


Remission Orders: Ginette Archambault Remission Order, P.C. 2010-273 (remis- 
sion due to circumstances beyond taxpayer’s control, provided she does not claim loss 
relating to repayment of wage loss replacement.benefits). 


(0) forfeited amounts [salary deferral arrangement] — 
where at the end of the year the rights of any person to receive 
benefits under a salary deferral arrangement in respect of the 
taxpayer have been extinguished or no person has any further 
right to receive any amount under the arrangement, the amount, 
if any, by which the total of all deferred amounts under the ar- 
rangement included in computing the taxpayer’s income for the 
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year and preceding taxation years as benefits under paragraph 
6(1)(a) exceeds the total of 


(i) all such deferred amounts received by any person in that 
year or preceding taxation years out of or under the 
arrangement, 


(ii)' all such deferred amounts receivable by any person in 
subsequent taxation years out of or under the arrangement, 
and 


(iii) all amounts deducted under this paragraph in computing 
the taxpayer’s income for preceding taxation years in respect 
of deferred amounts under the arrangement; 


Related Provisions: 12(1)(n.2) — Inclusions — forfeited salary deferral amounts. 


(0.1) idem [employees profit sharing plan] — an amount 
that is deductible in computing the taxpayer’s income for the 
year because of subsection 144(9); 


Related Provisions: 6(1)(d) — Income inclusion from allocations under employees 
profit sharing plan. 


History: Para. 8(1)(0.1) added by 1994, c..21, subsec. 4(3),-applicable to 1992 et seg. 


Interpretation Bulletins: IT-379R: Employees profit sharing plans — allocations to 
beneficiaries. 


(p) musical instrument costs — where the taxpayer was 
employed in the year as a musician and as a term of the employ- 
ment was required to provide a musical instrument for a period 
in the year, an amount (not exceeding the taxpayer’s income for 
the year from the employment, computed without reference to 
this paragraph) equal to the total of 


(i) amounts expended by the taxpayer before the end of the 
year for the maintenance, rental and insurance of the instru- 
ment for that period, except to the extent that the amounts are 
otherwise deducted in computing the taxpayer’s income for 
any taxation year, and 


(i) such part, if any, of the capital cost to the taxpayer of the 
instrument as is allowed by. regulation; 
Related Provisions: 6(1)(j) — Reimbursement or award may be taxable; 6(8) — 
GST rebate included in income or reduces capital cost of instrument; 8(1)(q) — Artists’ 
employment expenses deduction; 13(7), (7.1) — Capital cost allowance — rules appli- 
cable; 13(11) — Deduction under 8(1)(p)(ii) deemed claimed as CCA; 80(9)(c) — Re- 
duction of capital cost on debt forgiveness ignored for purposes of 8(1)(p). 


Selected Cases [para. 8(1)(p)]: Belkin v. R., [2006] 1 C.T.C. 2399 (TCC) (Com- 
puter was musical instrument). 


Regulations: 1100(1)(a)(viii); Sch. I:Cl. 8(i) (CCA rate is 20%). 


Interpretation Bulletins: IT-257R: Canada Council grants; IT-478R2: CCA — re- 
capture and terminal loss; IT-525R: Performing artists. 


(q) artists’ employment expenses — where the taxpayer’s 
income for the year from the office or employment includes in- 
come from an artistic activity 


(i) that was the creation by the taxpayer of, but did not in- 
clude the reproduction of, paintings, prints, etchings, draw- 
ings, sculptures or similar works of art, 


(ii), that was. the composition by the taxpayer of a dramatic, 
musical or literary work, 


(iii) that was the performance by the taxpayer of a dramatic 
or musical work as an actor, dancer, singer or musician, or 


(iv) in respect of which the taxpayer was a member of a pro- 
fessional artists’ association that is ound by the Minister 
of Communications, 


amounts paid by the taxpayer before the end of the year in re- 
spect of expenses incurred for the purpose of earning the income 
from those activities to the extent that they were not deductible 
in computing the taxpayer’s income for a preceding taxation 
year, but not exceeding a single amount in respect of all such 
offices and employments of the taxpayer equal to the amount, if 
any, by which 


(v) the lesser of $1,000 and 20% of the total of all amounts 
each of which is the taxpayer’s income from an office or em- 
ployment for the year, before deducting any amount under 


S. 8(1)(q)(v) 


this section, that was income from an artistic activity de- 
scribed in any of subparagraphs (i) to (iv), 


exceeds 


(vi) the total of all amounts deducted by the taxpayer for the 
year under paragraph (j) or (p) in respect of costs or expenses 
incurred for the purpose of earning the income from such an 
activity for the year; 

Related Provisions: 6(1)(j) — Reimbursement or award may be taxable. 


History: Para. 8(1)(q) added by 1994, c. 7, Sch. 11. (1991, c. 49), subsec: 5(6), applica- 
ble with respect to amounts paid after 1990. 


1995, c. 11: S. 46 of 1995, c. 11, in force July 12, 1996, provides as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by virtue of this. Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be ‘read as a reference 
to the Minister of Canadian Heritage. 

Interpretation Bulletins: IT-257R: Canada Council grants; IT-504R2: Visual artists 

and writers; IT-525R: Performing artists. 

Forms: 1777: Statement of employment expenses; T4044: Employment expenses 

[guide]. 
(r) apprentice mechanics’ tool costs — if the taxpayer 
was an eligible apprentice mechanic at any time after 2001 and 
before the end of the taxation year, the amount claimed by the 
taxpayer for the taxation year under this paragraph not exceed- 
ing the lesser of 


(i) the taxpayer’s income for the taxation year computed 
without reference to this paragraph, and 


(ii) the amount determined by the formula 


(A—B)+C 
where 


A is the total of all amounts each of which is the cost to the 
taxpayer of an eligible tool acquired in the taxation year 
by the taxpayer or, if the taxpayer first becomes employed 
as an eligible apprentice mechanic in the taxation year, 
the cost to the taxpayer of an eligible tool acquired by the 
taxpayer in the last three months of the preceding taxation 
year, 


is the lesser of 


(A) the value of A for the taxation year in respect of 
the taxpayer, and 


(B) the greater of 


(I) the amount that is the total of $500 and the 
amount determined for the taxation year for B in 
subsection 118(10), and 


(IL) 5% of the total of 


1. the total of all amounts each of which is the 
taxpayer's income from employment for the 
taxation year as an_ eligible apprentice 
mechanic, computed without reference to this 
paragraph, and 


2. the amount, if any, by which the amount re- 
quired by paragraph 56(1)(n.1) to be included in 
computing the taxpayer’s income for the taxa- 
tion year exceeds the amount required by para- 
graph 60(p) to be deducted in computing that 
income, and 


C is the amount by which the amount determined under this 
subparagraph for the preceding taxation year in respect of 
the taxpayer exceeds the amount deducted under this par- 
agraph for that preceding taxation year by the taxpayer; 
and 


2Indexed by s. 117.1 after 2007 — ed. 
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Related Provisions: 6(1)(j) — Reimbursement or award may be taxable; 6(8)— 
GST rebate included in income or reduces capital cost of tools; 8(1)(s) — Deduction 
for tradesperson’s tool expenses; 8(6) — Eligible apprentice mechanic and eligible 
tool; 8(7) — Deemed cost of tool after deduction claimed; 53(2)(m) — Deduction does 
not reduce adjusted cost base of tools; 56(1)(k) — Income inclusion on sale of tools; 
85(5.1), 97(5) — Rollover of tools to corporation or partnership. 
History: Cl. (B) of the description of B in subpara. 8(1)(r)(ii) amended by 2007, c. 2, 
subsec. 2(1), applicable to 2007 et seq. except that, for the 2006 taxation year, subcl. 
(B)(1) is to be read as follows: 
(I) the amount that is the total of $1,000 and the amount, if any, deducted by the 
taxpayer for the taxation year under paragraph (1)(s), and 
Cl. (B) formerly read: 
B is the lesser of 
(A) the value of A for the taxation year in respect of the taxpayer, and 
(B) the greater of $1,000 and 5% of the total of all amounts, each of 
which is the taxpayer’s income from employment for the taxation year 
as an eligible apprentice mechanic, computed without reference to this 
paragraph, and 
Para. 8(1)(r) added by 2002, c. 9, subsec. 21(1), applicable to eligible tools acquired 
after 2001. 
Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(s) deduction — tradesperson’s tools — if the taxpayer is 
employed as a tradesperson at any time in the taxation year, the 
lesser of $500 and the amount determined by the formula 


A =$1,000° 
where 
A is the lesser of 


(i) the total of all amounts each of which is the cost of an 
eligible tool acquired by the taxpayer in the year, and 


(1i) the total of 


(A) the amount that would, if this subsection were 
read without reference to this paragraph, be the tax- 
payer’s income for the taxation year from employment 
as a tradesperson in the taxation year, and 


(B) the amount, if any, by which the amount required 
by paragraph 56(1)(n.1) to be included in computing 
the taxpayer’s income for the taxation year exceeds 
the amount required by paragraph 60(p) to be de- 
ducted in computing that income. 
Related Provisions: 6(1)(j) — Reimbursement. or award may be taxable; 6(8) — 
GST rebate included in income or reduces capital cost of tools; 8(1)(r) — Deduction 
for apprentice mechanics’ tools; 8(6.1) — Meaning of “eligible tool”; 8(7) — Deemed 
cost of tool after deduction claimed; 56(1)(k) — Income inclusion on sale of tools; 
85(5.1), 97(5) — Rollover of tools to corporation or partnership; 117.1(1) — Indexing 
of $1,000 to inflation after 2007; 257 — Formula cannot calculate to less than zero. 
History: Para. 8(1)(s) added by 2007, c. 2, subsec. 2(2), applicable to 2006 et seg. 


Selected Cases [subsec. 8(1)]: Furman v. R., [2003] 4 C.T.C, 2228 (TCC) (Law- 
yers are not in “sales,” but rendering of legal services); Ontario Public Service 
Employees Union vy. Nat'l Citizens’ Coalition, [1990] 2 C.T.C. 163 (Ont CA) (Different 
taxation of business and employment incomes does not violate Charter). 


(1.1) [Not included in R.S.C. 1985} 


(2) General limitation — Except as permitted by this section, no 
deductions shall be made in computing a taxpayer’s income for a 
taxation year from an office or employment. 


Selected Cases [subsec. 8(2)]: Horbay v. R., [2003] 2 C.T.C. 2248 (TCC) (Mort- 
gage interest not equivalent to rent). 


Interpretation Bulletins: IT-352R2: Employee’s expenses, including work space in 
home expenses; IT-377R: Director’s, executor’s or juror’s fees (archived): IT-478R2: 
CCA — recapture and terminal loss. 


(3) [Repealed under former Act] 


(4) Meals — An amount expended in respect of a meal consumed 
by a taxpayer who is an officer or employee shall not be included in 
computing the amount of a deduction under paragraph (1)(f) or (h) 
unless the meal was consumed during a period while the taxpayer 


Subdivision a — Office or Employment 


was required by the taxpayer’s duties to be away, for a period of not 
less than twelve hours, from the municipality ‘where the employer’s 
establishment to which the taxpayer ordinarily reported) for work 
was located and away from the metropolitan area, if there is one, 
where it was located. 


Related Provisions: 67.1 — 50% limitation on expenses for meals. 


Selected Cases [subsec. 8(4)]: Verrier v. R., [1990] 1.C.T.C. 313. (FCA); leave to 
appeal to SCC refused (1990), 120 N.R. 80 (note) (Gas and other expenses deductible 
where automobile salesperson required, by implied term of contract, to perform duties 
away from employer’s location); Healy v. R.; [1979] C.T.C. 44 (FCA) ea add while 
at place where required to work one-third of year deductible). 


Interpretation Bulletins: IT-522R: Vehicle, travel and sales expenses of employees. 


Information. Circulars: 73-21R9: Claims for meals and lodging expenses. of trans- 
port employees. 


Forms: 1777: Statement of employment expenses; TD1X: Statement of commission 
income and expenses for payroll tax deductions; T4044: Employment expenses [guide]. 


(5) Dues not deductible — Notwithstanding subparagraphs 
(1)(i)G), Civ), (vi) and (vii), dues are not deductible under those sub- 
paragraphs in computing a taxpayer’s income from an office or em- 
ployment to the extent that they are, in effect, levied 


(a) for or under a superannuation fund or plan; 


(b) for or under a fund or plan for annuities, insurance (other 
than professional or malpractice liability insurance that is neces- 
sary to maintain a professional status recognized by statute) or 
similar benefits; or 


(c) for any other purpose not directly related to the ordinary op- 
erating expenses of the committee or similar body, association, 
board or trade union, as the case may be. 

Related Provisions: 8(1)(i)(@), Gv) — Professional and union dues. deductible. 


History: The opening words of subsec. 8(5) and para. (c) amended by 1998, c. 19, 
subsec. 69(4), applicable to 1996 et seg. The opening words and para. formerly read: 


(5) Notwithstanding subparagraphs (1)(i)(i), (iv) and (vi), dues are not deductible 
under those subparagraphs in computing a taxpayer’s income from an office or 
employment to the extent that they are; in effect, levied 


(c) for any other purpose not directly related to the ordinary operating ex- 
penses of the committee or similar body, association or trade union to which 
they were paid. 


Interpretation Bulletins: IT-103R: Dues paid to.a union or to a parity, or advisory 
committee; IT-158R2: Employees’ professional membership dues. 


(6) Apprentice mechanics — For the es of paragraph 
(1)(1), 
(a) a taxpayer is an eligible apprentice mechanic ina taxation 
year if, at any time in the taxation year, the taxpayer 


(i) is registered in a program established in accordance with 
the laws of Canada or of a province that leads to designation 
under those laws as a mechanic licensed to repair self-pro- 
pelled motorized vehicles, and 


(ii) is employed as an apprentice mechanic; 
(b) an eligible tool is a tool (including ancillary equipment) that 


(i) is acquired by a taxpayer for use in connection with the 
taxpayer’s employment as an eligible apprentice mechanic, 


(ii) has not been used for any purpose before it is acquired by 
the taxpayer, 


(iii) is certified in prescribed form by the taxpayer’s em- 
ployer to be required to be provided by the taxpayer as a con- 
dition of, and for use in, the taxpayer’s employment as an 
eligible apprentice. mechanic, and 


(iv) is, unless the device or equipment can be used only for 
the purpose of measuring, locating or calculating, not an 
electronic communication device or electronic data process- 
ing equipment; and 
(c) a taxpayer who, for a taxation year, is not an eligible appren- 
tice mechanic and has an excess amount determined under the 
description of.C in subparagraph (1)(r)(i) is, for the taxation 
year, entitled to claim a deduction under that paragraph as if that 
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excess amount were sept applicable to an employment of the 
taxpayer. 
Related Provisions: 8(6.1) — Meaning of eligible tool for tradesperson’s deduction; 


8(7) — Cost. of. eligible tool; 85(5.1), 97(5) — Rollover of tools. to corporation. or 
partnership. 


History: Subpara. 8(6)(a)(i) amended to substitute “laws of Canada or of a province” 
for “laws of a province”, subpara. 8(6)(b)(iv) added, by 2007, c. 2, subsecs. 2(3), (4), 
applicable to property acquired after May 1, 2006. 


Subsec. 8(6) added by 2002, c. 9, subsec. 21(2), applicable to eligible tools acquired 
after 2001. 


(6.1) Eligible tool of tradesperson — For the purposes of para- 
graph (1)(s), an eligible tool of a taxpayer is a tool (including ancil- 
lary equipment) that 


(a) is acquired by the taxpayer on or after May 2, 2006 io use in 
connection with the taxpayer’s employment as a tradesperson; 


(b) has not been used for any purpose before it is acquired by the 
taxpayer; 

(c) is certified in prescribed form by the taxpayer’s employer to 
be required to be provided by the taxpayer as a condition of, and 
for use in, the taxpayer’s employment as a tradesperson; and 


(d) is, unless the device or equipment can be used only for the 

purpose of measuring, locating or calculating, not an electronic 

communication device or electronic data processing equipment. 
Related Provisions: 8(6)(b) — Meaning of eligible tool for apprentice mechanic’s 
deduction. 


History: Subsec. 8(6.1) added by 2007, c. 2, subsec. 2(5); applicable’ to 2006 et seq. 


(7) Cost of tool — Except for the purposes of the description of A 
in subparagraph (1)(r)(ii) and the description of A in paragraph 
(1)(s), the cost to a taxpayer of an eligible tool the cost of which 
was included in determining the value of one or both of those de- 
scriptions in respect of the taxpayer for a taxation year is the 
amount determined by the formula 


K —(K x L/M) 
where 


K_ is the cost to the taxpayer of the tool determined without refer- 
ence to this subsection; 


Bevis 
(a) if the tool is a tool to which only paragraph (1)(r) applies 
in the taxation year, the amount that would be determined 
under subparagraph (1)(r)(41) in respect of the taxpayer for 
the taxation year if the value of C in that subparagraph were 
nil, 


(b) if the tool is a tool to which only paragraph (1)(s) applies 
in the taxation year, the amount determined under that para- 
graph to be deductible by the taxpayer in the taxation year, or 


(c) if the tool is a tool to which both paragraphs (1)(r) and (s) 
apply in the taxation year, the amount.that is the. total.of 


(i) the amount that would be determined under subpara- 
graph (1)(r)(ii) in respect of the taxpayer for the taxation 
year if the value of C in that subparagraph were nil, and 


(ii) the amount determined under paragraph (1)(s) to be 
deductible by the taxpayer in the taxation year; and 


M is the amount that is 


(a) if the tool is a tool to which only paragraph (1)(r) applies 
in the taxation year, the value of A determined under subpar- 
agraph (1)(r)(ii) in respect of the taxpayer for the taxation 
year, 


(b) if the tool is a tool to which only waraotaph (1)(s) applies 
in the taxation year, the amount determined under subpara- 
graph (i) of the description of A in paragraph (1)(s) in respect 
of the taxpayer for the taxation year, and 

(c) if the tool is a tool to which both paragraphs (1)(r) and (s) 
apply in the taxation year, the amount that is the greater of 
the value of A determined under subparagraph (1)(r)(ii) in 
respect of the taxpayer for the taxation year and the amount 
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determined under subparagraph (i) of the description of A in 
paragraph (1)(s) in respect of the taxpayer for the taxation 
year. 
Related Provisions: 8(6)(b) — Meaning of eligible tool for apprentice mechanic’s 
deduction; 8(6.1) — Meaning of eligible tool for tradesperson’s deduction; 85(5.1), 
97(5) — Rollover of tools to corporation or partnership; 257 — Formula cannot calcu- 
late to less than zero. 
History: Subsec. 8(7) amended by 2007, c. 2, subsec. 2(5), applicable to 2006 et seq. 
It formerly read: 
(7) Cost of tools of an apprentice mechanic — Except for the purpose of the 
description of A in subparagraph (1)(r)(ii), the cost to a taxpayer of an eligible 
tool the cost of which was included in determining the value of that description 
in respect of the taxpayer for a taxation year is the amount determined by the 


formula 
L 
K-(Kx—) 
M 

where 

K is the cost to the taxpayer of the tool determined without reference to this 
subsection; 

L_ is the amount that would be determined under subparagraph (1)(r)(i1) in re- 
spect of the taxpayer for the taxation year if the value of C in that subpara- 
graph were nil; and 

M_ is the value of A determined under subparagraph (1)(r)(ii) in respect of the 


taxpayer for the taxation year. 


Subsec. 8(7) added by 2002, c. 9, subsec. 21(2), applicable to eligible tools acquired 
after 2001. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(8) [Repealed under former Act] 


(9) Presumption — Notwithstanding any other provision of this 
Act, the total of all amounts that would otherwise be deductible by 
a taxpayer pursuant to paragraph (1)(f), (h) or (j) for travelling in 
the course of the taxpayer’s employment in an aircraft that is owned 
or rented by the taxpayer, may not exceed an amount that is reason- 
able in the circumstances having regard to the relative cost and 
availability of other modes of transportation. 


Related Provisions: 67 — General requirement that expenses be reasonable. 
Interpretation Bulletins: IT-522R: Vehicle, travel and sales expenses of employees. 


(10) Certificate of employer — An amount otherwise deductible 
for a taxation year under paragraph (1)(c), (f), (h) or (h.1) or sub- 
paragraph (1)(i)(11) or (111) by a taxpayer shall not be deducted un- 
less a prescribed form, signed by the taxpayer’s employer certifying 
that the conditions set out in the applicable provision were met in 
the year in respect of the taxpayer, is filed with the taxpayer’s re- 
turn of income for the year. 


Related Provisions: 8(6)(b)(iii) — Employer’s certificate required for apprentice 
mechanic’s tools deduction; 67 — General requirement that expenses be reasonable; 
81(4)(b) — Certification re exemption for volunteer emergency worker. 


History: Subsec. 8(10) amended by 2001, c. 17, subsec. 3(3), applicable to 1998 et 
seq., except that in its application to the 1998 to 2000 taxation years, the reference to 
“paragraph (1)(c), (f)” shall be read as a reference to “paragraph (1)(f)”. The subsec. 
formerly read: 


(10) An amount otherwise deductible for a taxation year under paragraph (1)(a), 
(f), (h) or (h.1) or subparagraph (1)(i)(ii) or (iii) by a taxpayer shall not be de- 
ducted unless a prescribed form signed by the taxpayer’s employer certifying 
that the conditions set out in that paragraph or subparagraph, as the case may be, 
were met in the year in respect of the taxpayer is filed with the taxpayer’s return 
of income for the year. 


Subsec. 8(10) amended by 1999, c. 22, subsec. 4(2), applicable to 1998 et seq. The 
subsec. formerly read: 


(10) An amount otherwise deductible for a taxation year under paragraph (1)(f), 
(h) or (h.1) or subparagraph (1)(i)(ii) or (iii) by a taxpayer shall not be deducted 
unless a prescribed form signed by the taxpayer’s employer certifying that the 
conditions set out in that provision were met in the year in respect of the tax- 
payer is filed with the taxpayer’s return of income for the year under this Part. 


Subsec. 8(10) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 5(7), applicable to 
1988 et seg. Subsec. 8(10) formerly read: 


(10) Certificate — An amount otherwise deductible for a taxation year under 
paragraph (1)(f) or (h) or subparagraph (1)(i)(ii) or (iii) by a taxpayer shall not be 
deducted unless the taxpayer files with the taxpayer’s return of income for the 
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year a prescribed form signed by the taxpayer’s employer certifying that the con- 
ditions set out in that provision were met in the year in respect of the taxpayer. 


Selected Cases [subsec. 8(10)]: Baptist v. R., [2000] 2 C.T.C. 2829 (TCC) 
(Expenses not deductible where off-duty police officer performed extra services). 


Interpretation Bulletins: IT-141R: Clergy residence deduction; IT-352R2; Employ- 
ees’ expenses, including work space in home expenses; IT-522R: Vehicle, travel and 
sales expenses of employees. 

Information Circulars: 73-21R9: Claims for meals and lodging expenses of trans- 
port employees; 74-6R2: Power saw expenses. 

Forms: T1223: Clergy residence deduction; T2200: Declaration of conditions of em- 
ployment; T4044: Employment expenses [guide]. 


(11) Goods and services tax — For the purposes of this section 
and section 6, the amount of any rebate paid or payable to a tax- 
payer under the Excise Tax Act in respect of the goods and services 
tax shall be deemed not to be an amount that is reimbursed to the 
taxpayer or to which the taxpayer is entitled. 

Related Provisions: 6(8) — GST rebate included in income. 


(12) Forfeiture of securities by employee — If, in a taxation 
year, 
(a) an employee is deemed by subsection 7(2) to have disposed 
of a security (as defined in subsection 7(7)) held by a trust, 


(b) the trust disposed of the security to the person that issued the 
security, 


(c) the disposition occurred as a result of the employee not meet- 
ing the conditions necessary for title to the security to vest in the 
employee, and 

(d) the amount paid by the person to acquire the security from 
the trust or to redeem or cancel the security did not exceed the 
amount paid to the person for the security, 


the following rules apply: 


(e) there may be deducted in computing the employee’s income 
for the year from employment the amount, if any, by which 


(i) the amount of the benefit deemed by subsection 7(1) to 
have been received by the employee in the year or a preced- 
ing taxation year in respect of the security 


exceeds 


(ii) any amount deducted under paragraph 110(1)(d) or (d.1) 
in computing the employee’s taxable income for the year or a 
preceding taxation year in respect of that benefit, and 


(f) notwithstanding any other provision of this Act, the em- 
ployee’s gain or loss from the disposition of the security is 
deemed to be nil and section 84 does not apply to deem a divi- 
dend to have been received in respect of the disposition. 
History: Subsec. 8(12) amended by 1999, c. 22, subsec. 4(3), applicable to 1998 et 
seq. The subsec. formerly read: 
(12) Return of employee shares by trustee — Where, in a taxation year, 
(a) an employee is deemed by subsection 7(2) to have disposed of a share 
held by a trust, 
(b) the trust disposed of the share to the corporation that issued the share, 
(c) the disposition occurred as a result of the employee not meeting the con- 
ditions necessary for title to the share to vest in the employee, and 


(d) the amount paid by the corporation to acquire the share from the trust or 
to redeem or cancel the share did not exceed the amount paid to the corpora- 
tion for the share, 


the following rules apply: 


(e) there may be deducted in computing the employee’s income for the year 
from employment the amount, if any, by which 


(i) the amount of the benefit deemed by subsection 7(1) to have been 
received by the employee in the year or a preceding taxation year in 
respect of the share 


exceeds 


(ii) any amount deducted under paragraph 110(1)(d) or (d.1) in comput- 
ing the employee’s taxable income for the year or a preceding taxation 
year in respect of that benefit, and 


(f) notwithstanding any other provision of this Act, any gain or loss of the 
employee otherwise determined from the disposition of the share shall be 
deemed to be nil and section 84 does not apply to deem a dividend to have 
been received in respect of the disposition. 


Subdivision b — Income or Loss from a Business or Property 


Subsec. 8(12) added by 1994, .c. 7, Sch. II (1991, c. 49), subsec. 5(8), applicable to 
1988 et seq. 


Interpretation Bulletins: IT-113R4: Benefits to employees — stock options. 


(13) Work space in home — Notwithstanding paragraphs (1)(f) 
and (1), 


(a) no amount is deductible in computing an individual’s income 
for a taxation year from an office or employment in respect of 
any part (in this subsection referred to as the “work space”) of a 
self-contained domestic establishment in which the individual 
resides, except to the extent that the work space is either 


(i) the place where the individual principally performs the 
duties .of the office or employment, or 


(ii) used exclusively during the period in respect of which the 
amount relates for the purpose of earning income from the 
office or employment and used on a regular and continuous 
basis for meeting customers or other persons in the ordinary 
course of performing the duties of the office or employment; 


(b) where the conditions set out in subparagraph (a)(i) or (ii) are 
met, the amount in respect of the work space that is deductible 
in computing the individual’s income for the year from the of- 
fice or employment shall not exceed the individual’s income for 
the year from the office or employment, computed without refer- 
ence to any deduction in respect of the work space; and 


(c) any amount in respect of a work space that was, solely be- 
cause of paragraph (b), not deductible in computing the indivi- 
dual’s income for the immediately preceding taxation year from 
the office or employment shall be deemed to be an amount in 
respect of a work space that is otherwise. deductible in comput- 
ing the individual’s income for the year from that office or em- 
ployment and that, subject to paragraph (b), may be deducted in 
computing the individual’s income for the year from the office 
or employment. 
Related Provisions: 18(12) — Parallel rule for self-employed individual. 


History: Subsec. 8(13) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 5(8), applica- 
ble to 1991 et seq. 


Interpretation Bulletins: IT-352R2: Employee’s expenses, including work space in 
home expenses. 


Forms: 1777: Statement of employment expenses; T4044: Employment expenses 
[guide]. 
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Definitions [s. 8]: “additional voluntary contribution”, “amount”, “annuity”, “auto- 
mobile’, “borrowed money’, “‘business” — 248(1); “Canada” — 255, Interpretation 
Act 35(1); “capital cost” — 13(7)-(7.4), 128.1€1)(c), 128.1(4)(c); “common-law. part- 
ner’, “common-law partnership” — 248(1); “Commonwealth” — Interpretation. Act 
35(1);.. “connected” — 251(6); “custodian” — 248(1)‘‘retirement compensation ar- 
rangement’; “deferred amount’ — 248(1); “eligible apprentice mechanic” — 8(6)(a); 
“eligible tool” — 8(6)(b), 8(6.1); “employed”, “employee”, “employer”, “employ- 
ment’, “goods and services tax”, “individual”, “Minister” — 248(1); “month” — Jnter- 
pretation Act 35(1); “motor vehicle”, “office”, “person”, “prescribéd”, “property” — 
248(1); “province” — Interpretation Act 35(1); “registered pension plan”, “regula- 
tion” — 248(1); “reimbursement payment” — 8(1)(n.1)(i); “resident” — 250; “retire- 
ment compensation arrangement”, “salary deferral arrangement”, “salary or wages’ — 
248(1); “security” — 7(7); “self-contained domestic establishment”, “share” — 248(1); 
“taxable income” —2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3). 


Interpretation Bulletins [s. 8]: IT-168R3: Athletes and players employed by foot- 
ball, hockey and similar clubs. 


Subdivision b — Income or Loss from a 
Business or Property 


Basic Rules 


9, (1) Income — Subject to this Part, a taxpayer’s income for a 
taxation year from a business or property is the taxpayer’s. profit 
from that business or property for the year. 


Related Provisions: 9(3) — Capital gains and losses not included; 18 — Limitations 
on various deductions; 18.1 — Limitation on deduction for matchable expenditure; 19, 
19.01, 19.1 — Limitations on deductions for advertising expenses; 23 — Sale of inven- 
tory after ceasing to carry on business; 80(13) — Income inclusion on forgiveness of 
debt; 95(1) — Extended definition of “income from property” for FAPI purposes; 
112(4)-(5.6) — Restrictions on losses on shares held as inventory; 115(1)(a)(ii) — 
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Non-resident’s taxable income earned in Canada; 142.5(1) — Mark-to-market rules for 
securities held by financial institutions; 143.2(6) — Reduction in expenditure allowed 
for tax shelter investment; 143.3 — Stock options and shares issued, whether deducti- 
ble; 247 — Calculation of profit on transactions with non-residents; 248(24) — Equity 
and consolidation methods of accounting not to be used; 261(7) — Functional currency 
reporting; Canada-U.S. Tax Treaty:Art. VII — Business profits of U.S. resident; Can- 
ada-U.S, Tax Treaty:Art. XVI — Artistes and athletes. 


Selected Cases [subsec. 9(1)] 


Method of reporting income: Wabush Iron Co. y. R., [2009] 5 C.T.C. 2145 (TCC) 
(Complicated purchase price calculation meant all amounts received were income); 
Saskatchewan Wheat Pool v. R., [2008] 3 C.T.C. 2329 (TCC) (Loss on disposition of 
property on income account; tax costs and accounting costs differed); Basell Canada 
Inc. v. R., [2008] 1 C.T.C. 2369 (TCC) (Cost of supply agreement deductible over 
period of agreement; not eligible capital expenditure); 2787878 Nova Scotia Ltd. v. R., 
[2007] 3 C.T.C. 2527 (TCC) (GAAP not determinative for computing income where 
fraud had occurred); Crown Forest Industries Ltd. v. R., [2006] 2 C.T.C. 2332 (TCC) 
(Income is income for tax purposes and not necessarily the same as GAAP); BP 
Canada Energy Resources Co. v. R., [2003] 1 C.T.C. 2497 (TCC) (Receipts following 
major restructuring of gas supply contracts held to be capital); /nternational Colin 
Energy Corp. v. R:, [2003] 1 C.T.C. 2406 (TCC) (Advisor's fees deductible where pur- 
pose was to gain or produce income through merger); Suncor Energy Inc. v. R., [2003] 
1 C.T.C. 34 (FCA); aff’ g [2001] 4 C.T.C. 2144 (TCC) (Dealing with tailings in mining 
Operation part of income-earning process); Canadian Pacific Ltd. v. Ontario (Min. of 
Revenue), [2000] 2:C.T.C. 331 (Ont CA) (Capitalized value of future disability pay- 
ments deductible as current expense); Sauvé v. R., [2000] 2 C.T.C. 2483 (TCC) (Taxa- 
bility not affected by reciprocal deductibility by payor); Urbandale Realty Corp. v. 
MNR, [2000] 2 C.T.C. 250. (FCTD); rev’ g [1997] 3 C.T.C. 6 (FCTD) (Matching princi- 
ple not applied); General Motors Acceptance Corp. of Canada, [2000] 2 C.T.C:2061 
(TCC) (Expenses of program to support sales were deductible); Buck Consultants Ltd. 
v. Canada, [2000] 1 C.T.C. 93 (FCA); aff’ g [1996] 3 C.T.C. 2016 (TCC) (Notional 
rent was neither paid nor payable); Minet Inc. v. R., [1998] 3.C.T.C. 352 (FCA); rev’g 
[1996] 3 C.T.C. 2108 (TCC) Uncome not income where no legal entitlement or 
control); Huang & Danczkay Ltd. v. MNR, (1998) 3 C.T.C. 337 (FCTD) (Receivables 
brought into income only when income-earning process virtually complete); /kea Ltd. 
v. R., [1998] 2 C.T.C. 61 (SCC) (Amount not income merely because it is not capital. 
Tax “symmetry” not a requirement, even in respect of same property); Toronto College 
Park Ltd. v. R.; [1998] 2 C.T.C. 78 (SCC); rev’ g [1996] 3 C.T.C. 94 (FCA) (Matching 
principle not necessarily applicable: Only issue is accuracy of income picture); 
Canderel Ltd. v. R., [1998] 2 C.1.C. 35 (SCC); rev’ g [1995] 2 ©.T:C. 22 (FCA) (Tax 
accounting not necessarily the same as financial accounting for purposes of legal defi- 
nition of profit); Denthor Developments Ltd. v.. Canada, [1997] | C.T.C. 2075 (TCC) 
(No proceeds of disposition of land until land is sold); Consoltex Inc. v. Canada, 
[1996] 1 C.T.C. 2752 (TCC) (Change of inventory valuation method and reversal fol- 
lowing utilization of losses distorted income by anticipating profits); 228262 Alberta 
Ltd. v. MNR, [1996] 1 C.T.C. 2416 (TCC) (Price rectification was eligible capital ex- 
penditure, not current expense or cost of borrowing); Fleur de Lys Warehousing Ltd. v. 
Canada, [1992] 2 C.T.C. 2158 (TCC) (Municipal tax refund included in income for 
year in which refund ordered by tribunal, not year in which upheld by higher court); 
Johnson. & Johnson Inc. v. Canada, [1994] 1 C.T.C. 244 (FCA) (Refund of federal 
sales tax taxable as income); Maritime Telegraph and Telephone Co. vy. Canada, (1992) 
1 C.T.C. 264 (FCA) (Taxpayer could not change from accrual method to billed method 
of reporting income for tax purposes); R. v. Zoel Chicoine Inc., [1987], 2 C.T.C. 240 
(FCA) (Sum received as an advance on final amount not determined and not payable 
until taxation year-end not included in calculating income); Kozan v, MNR, [1987] 1 
C.T.C. 2258 (TCC) (Disposal of property in taxation year when vendor, unable to 
“close” sale transaction on set date, agreed to purchaser taking possession of property, 
receiving rents, and holding balance due in trust until transfer of title in subsequent 
year); Finochio v. R., [1987] 1 C.T.C. 313 (FCTD) (Sale of real property “closed” in 
year of registration of sale documents, even though funds held in trust by solicitor until 
next taxation year); McCullough v. MNR, [1986] 2 C.T.C. 2132 (TCC) (Amount of 
cheque payable to taxpayer’s deceased husband entitled to DPSP not included in tax- 
payer’s income when counsel not acting directly or indirectly as agent or solicitor of 
taxpayer); Kowalczyk v. MNR, [1986] 2 C.T.C. 2092 (TCC) (Cheques received upon 
dismissal from employment equivalent to payment in cash if amounts not conditional 
on acceptance and honoured on presentation for payment included in income in year of 
receipt); Rodgers, A.G., Real Estate Ltd. v. MNR, {1984] C.T.C. 2051. (TCC) (Deter- 
mined portion of commissions representing percentage of sale price of land taxable 
when receivable in year of transaction; remainder of commissions dependent upon 
completion of buildings taxable when receivable in that year); Commonwealth 
Construction Co. Ltd. v. R., [1984] C.T.C. 338 (FCA) (Adverse judgment on appeal 
requiring full or partial repayment of costs of action does not alter taxable income in 
the year of receipt); R. v. Terra Mining & Exploration Ltd. (NPL), [1984] C.T.C. 176 
(FCTD) (GAAP dictates that interest expense be accounted for on accrual basis); Noél- 
Fortin et al. v. MNR, [1982] C.T.C. 2543 (T.R.B.) (Assessments adding unreported 
income, interest and penalties referred back to Minister when taxpayers sharing tips in 
team system with other waiters); Graham vy. R., [1980] C.T.C. 212 (FCTD) (Interest 
received on trust certificate is income in year of receipt; utility payments deductible in 
year of payment); Maple Leaf Mills Ltd. v. MNR, [1976] C.T.C. 324 (SCC) (Debt owed 
to taxpayer from net revenue deficiency accruing over the course of years taxed in year 
to which each part of debt is attributable); High Level Hotel Ltd. v. MNR, (1970) Tax 
ABC 1166 (T.A.B.) (Income earned from rental of rooms taxable in hands of taxpayer 
despite agreement to pay part of rentals to contractor for completion of buildings); 
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MNR v. Colford (John) Contracting Co. Ltd., [1962] C.T.C. 546 (SCC) (Holdback 
amounts not qualified as “receivables” are to be included in income in the year in 
which architect’s or engineer’s final certificate issued). 


Assignment of income: Range Grain Co. v. R., [1997] 2 C.T.C. 227 (FCTD) (Gross 
revenues of commission agent do not include funds provided by principal to carry out 
contracts); Dominion Bridge Co. Ltd. v. R., [1977] C.T.C. 554 (FCA) (Inflated cost of 
steel purchased by parent company must be computed by reference to cost incurred by 
foreign subsidiary not carrying on separate business); R. v. Wipf et al., [1976] C.T.C. 
57 (SCC) (Farm colonies holding all property in common; profits not attributable to 
individual members of Hutterian Brethren Church working in communal farming oper- 
ations in return for subsistence benefits). 


Discounts and bonuses: Hall et al. v. R., [1986] 1 C.T.C. 399 (FCTD) (Gain 
realized on discount purchase of promissory note conferred benefit on shareholders), 
Specht v. MNR, [1981] C.T.C. 2463 (T.R.B.) (Bonuses earned from pre-payouts were 
capital gains where taxpayer used own funds to purchase mortgages and was not carry- 
ing on business); Solomon Estate v. MNR, [1970] Tax ABC 1244 (T.A.B.) (Bonus re- 
ceived from a venturesome loan arising in adventure in nature of trade taxable in year 
of receipt). 

Business and adventure in the nature of trade: Canada Safeway Ltd. v. R., 
[2008] 2 C.T.C. 149 (FCA) (Interest in real estate joint venture was adventure in nature 
of trade); Leblanc vy. R., [2007] 2 C.T.C. 2248 (TCC) (Lottery winnings, despite huge 
volume of activity, not business income); Wright v. R., [2003] 1 C.T.C. 2726 (TCC) 
(Sale of tree lots not adventure in nature of trade); Roseland Farms Ltd. v. MNR, 
[1986] 1 C.T.C. 2163 (TCC) (Purchase and sale of farms not adventure in nature of 
trade when no equipment and no capital to conduct proper farming business); Diamond 
Developments Ltd. v. MNR, [1984] C.T.C. 2992 (TCC) (Profit on sale of building busi- 
ness income when not held as a capital asset and realized in course of ordinary business 
operations); Western Union Insurance Co. v. R., [1983] C.T.C. 363 (FCTD) (Bonus 
paid to lender for making loan earned in the course of business when creating a gainful 
use of monetary assets); Schlamp vy. R., [1982] C.T.C. 304 (FCTD) (Majority share- 
holder in construction company, acquiring property, building houses, residing in them 
with family, selling the house at profit and repeating these events, taxable as profits 
from adventure in nature of trade); Walton v. R., [1982] C.T.C. 228 (FCTD) (Proceeds 
from adventure in nature of trade despite unsolicited offer when city planner has 
knowledge of real estate potential and speculative intent); Anderson v. MNR, [1980] 
C.T.C. 2588 (T.R.B.) (Adventure in the nature of trade where syndication of stallion 
represents efficient method of grouping investors in business); Fawcett v. MNR, [1980] 
C.T.C. 2064 (T.R.B.) (Compensation paid for withdrawing from further negotiations to 
acquire company shares taxable as income from adventure in nature of trade; loss of 
executive position and right to purchase shares not taxable when representing receipt 
on account of capital); Mills v. MNR, [1978] C.T.C. 3166 (T.R.B.) (Voluntary contribu- 
tions from followers of philosopher to defray various costs to attend meetings income 
from business); R. v. Audet, [1978] C.T.C. 788 (FCTD) (Amounts received as commis- 
sion for guaranteeing loan constitute business income when not merely engaging in 
hobby but in deliberate economic action in search of gain); MNR v. Taylor, [1956] 
C.T.C. 189 (Exch.) (Profit arising from transaction is adventure in nature of trade even 
though transaction itself is not trade or business). 


Business purpose: Imperial Tobacco Canada Ltd. y. R., [2008] 1 C.T.C. 2488 
(TCC) (Payments made to employees for surrender of stock option rights deductible); 
Thiele Drywall Inc. vy. Canada, {1996} 3 C.T.C. 2208 (TCC) (Nature of participation in 
tax evasion scheme was such that legal expenses to defend were not deductible); Sabo 
Brothers Construction Ltd. v. Canada, [1996] 2 C.T.C. 2073 (TCC) (Business loss dis- 
allowed where no possibility of profit; tax benefits did not arise solely from operation 
of Act); Tonn et al. v. Canada, [1996] 1 C.T.C. 205 (FCA) (Objective test in 
Moldowan is to prevent inappropriate reductions in tax, not to second-guess business 
judgments); Levy v. MNR, [1985] 2 C.T.C. 2107 (TCC); aff'd [1990] 2 C.T.C. 83 
(FCTD) (Horses acquired and used for the purpose of racing are farming activity, in- 
vestments in horse racing syndicates and corresponding losses constitute business of 
farming). 

Change in use: Hayes v. MNR, [1989] 2 C.T.C. 2008 (TCC) (Gain on sale of lots 
capital in nature; filing subdivision plan not converting loan into inventory when no 
evidence of business plan); MacKinnon v. MNR, [1988] 2 C.T.C. 2262 (TCC) (Land 
sold did not change character from capital to inventory; mere creation of subdivision 
plan does not constitute the carrying on of business in absence of other circumstances); 
Hyman v. MNR, [1988] 1 C.T.C. 2516 (TCC) (Business income applicable after change 
in use arising from change in intention regarding property from income-producing asset 
to wanting to sell for a profit); Magilb Development Corp. Ltd. y. R., [1987] 1 C.T.C. 
66 (FCTD) (No change of character in respect of homestead property from. capital to 
trading asset when absence of corporate intent to subdivide); Schneider Ltd. et al. v. R., 
[1986] 2 C.T.C. 89 (FCA) (Expropriation rendering profit from sale of land by joint 
venture income; insufficient evidence of change of intention when trust on behalf of 
members of consortium held property for disposition); Jacobsen Holdings Ltd. v. R., 
[1986] 1 C.T.C. 87 (FCTD) (Presumption that land acquired for sale at profit retains 
character of inventory even when personal and farming use of tract of land until receipt 
of acceptable offer). 


Damages: Au v. R., [2005] 3 C.T.C. 2155 (TCC) (Payment for waiver of rights to 
estate not taxable); Prince Rupert Hotel (1957) Ltd. v. Canada, [1995] 2 C.T.C. 212 
(FCA) (Capital nature of partnership interest not relevant in characterizing settlement 
for damages relating to amount of such interest); Poulin v. Canada, [1995] 1 C.T.C. 
2075 (TCC) (Damages payable as result of damage suit for fraudulent activities as real 
estate broker deductible in computing income); St-Romuald Construction Ltée v. Can- 
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ada, [1989] 1 C.T.C. 205 (FCTD) (Payment for cancellation of contract pursuant to 
provision annulling contract held not to be damages when obtained to compensate for 
loss in partial execution of contract made in normal course of business); Wise et al. v. 
R., [1986] 1 C.T.C. 169 (FCA) (Amount received on forfeiture of deposit held to con- 
stitute damages for loss of sale); Société d’Ingénierie Cartier Ltée v. R., [1986] 1 
C.T.C. 166 (FCTD) (Payment received from insurer in settlement of claims by and 
against taxpayer income where compensation would be so treated if received directly in 
course of business); R: v. Manley, [1985] 1 C.T.C. 186 (FCA) (Damages for breach of 
warranty of authority included in income when corresponding to what would have been 
realized in profit from adventure in nature of trade); Vinette v. MNR, [1984] C.T.C. 
2257 (TCC) (Payments received during period covered by notice of termination and 
arising from employment contract not damages, but taxable); Cox y. R., [1982] C,T.C. 
322 (FCTD) (Payment from settlement upon contested will taxable, not damages, 
where claim is for payment of services); Hillsdale Shopping Centre Ltd. v. R., [1981] 
C.T.C. 322 (FCA) (Gain from expropriation of land acquired with primary purpose of 
developing shopping centre for deriving rental income and with secondary purpose of 
reselling at profit is business income); Roberts, H.A., Ltd., v. MNR, [1969] C.T.C. 369 
(SCC) (Payments of compensation capital sum in respect of business separate from 
main agency). 


Business vs employment: Wiebe Door Services Ltd. v. MNR, [1986] 2 C.T.C. 200 
(FCA) (Inadequacy of “control” test; whole relationship of the parties must be ex- 
amined through the “integration” test from employee’s point of view rather than 
employer’s); Marotta v. R., [1986] 1 C.T.C, 393 (FCTD) (Remuneration received by 
physician forming partnership and arranging for payments from university to be treated 
as partnership income were employment income from university upon evidence of em- 
ployment relationship and taxable in calendar year of receipt); Gagné v. MNR, [1983] 
C.T.C. 2502 (T.R.B.) (Lawyer’s office expenses not deductible upon evidence of em- 
ployment contract not providing for expenses); Rochette v. MNR, [1981] C.T.C. 2508 
(T.R.B.) (Flat monthly fee not salary; related expenses deductible in respect of self- 
employment). 


Foreign exchange profits: Saskferco Products Inc. y. R., [2008] 1.C.T.C. 2566 
(TCC) (Hedging practice not acceptable; transactions to be converted at time of each 
transaction); ISE Canadian Finance Ltd. v. MNR, [1986] 1 C.T.C. 2473 (TCC) (For- 
eign exchange gains and losses in respect of funds loaned to Canadian affiliates real- 
ized in the course of business were on income account); Ethicon Sutures Ltd. v. R., 
[1985] 2 C.T.C. 6 (FCTD) (Gains realized due to changes in foreign exchange rates by 
subsidiary of U.S. corporation held to be income where intention was to have. funds 
available for inventory payments); Weatherhead Co. of Canada Ltd. vy. MNR, [1982] 
C.T.C. 2839 (T.R.B.) (Trade receipts used to purchase U.S. term deposits; resulting 
foreign exchange gain was business income when arising from normal business 
operations); Alberta Gas Trunk Line Co. Ltd. v. MNR, [1971] C.T.C. 723 (SCC) (For- 
eign exchange loss on loan is capital loss; premium received on monthly payments 
were business income when received as part of payment for services); Tip Top Tailors 
Ltd. v. MNR, [1957] C.T.C. 309 (SCC) (Foreign exchange profit taxable when made in 
necessary part of company’s trading operations). 


Income attributable to another. Barnes v. MNR, [1986] 2 C.T.C. 2079 (TCC) 
(True nature of transaction was that money not borrowed in trust relationship, but by 
taxpayer himself, shares registered in his name, and sold on own account); Turner v. 
MNR, [1984] C.T.C. 3026 (TCC) (Taxpayer accountant receiving sum of money for 
services rendered in arranging for purchase of shares of company did not act as agent 
for corporation when not treating fee as corporation’s property); Horvath v. MNR, 
[1979] C.T.C. 2059 (T.R.B.) (Principal shareholder of corporation acting in trust for 
corporation; profits belong to corporation). 


Intention: Queenswood Land Associates Ltd. y. R., [2000] 1 C.T.C. 352 (FCA); rev’g 
[1997] 2 C.T.C. 2688 (TCC) (Court cannot, absent sham, recharacterize legal 
relationships); Johnstone v. R., [1988] 1 C.T.C. 48 (FCTD) (Profit on sale of real estate 
included in income where intention to subdivide and sell at profit, regardless of initial 
intention to use property as principal residence); Wise v. MNR, [1987] 1 C.T.C. 2319 
(TCC) (Taxpayer entering real estate joint venture with experienced traders is bound by 
intentions and actions of other investors reporting profits as income); Brown v.. MNR, 
[1987] 1 C.T.C. 2133 (TCC) (Parcel of land jointly owned by taxpayer and other indi- 
vidual; intention of taxpayer governed by the intention of the majority owner under 
agreement to sell on the same terms); Happy Valley Farms Ltd. v. R., [1986] 2 C.T.C. 
259 (FCTD) (Profit on land sales was business income when taxpayer acquired pro- 
perty for resale at profit and was more knowledgeable in land transactions than 
farming); Armstrong v. R., [1985] 2 C.T.C. 179 (FCTD) (Trading in horses by corpora- 
tion does not necessarily imply business venture with intention of eventual profitable 
sale); Harms v. MNR, [1984] C.T.C. 2714 (TCC) (Profit on sale was capital gain when 
gold investment capital preserving and not speculative); Wilderton Shopping Centre 
Inc. vy. MNR, [1972] C.T.C. 319 (FCTD) (Profits on real estate transactions income 
from adventure in nature of trade where secondary or alternative intention to sell part 
of land); Regal Heights Ltd. v. MNR, [1960] C.T.C. 384 (SCC) (Profits on real estate 
transactions income where alternative intention to turn asset to account if primary pur- 
pose not realized). 


Inventory or capital: Canada Safeway Ltd. v. R., [2008] 2 C.T.C. 149 (FCA) 
(Interest in real estate joint venture was adventure in nature of trade); Molstad 
Development Co. v. R., [1997] 2 C.T.C. 2360 (TCC) (Borrowed funds were capital, 
even if proceeds used to acquire inventory); Greatti v. MNR, [1983] C.T.C. 2541 
(T.R.B.) (Real estate not inventory of estate, but partnership profits from real estate 
included in income where properties acquired for development purposes prior to 
death); Arnold v. MNR, [1983] C.T.C. 405 (FCTD) (Proceeds from sales of timber cut- 
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ting rights based upon yearly sales to a company operated by vendor were income); 
Algoma Central & Hudson Bay Railway Co. v. MNR, [1961] €.T.C..9 (Exch.) (Original 
nature of rights received changed by manner of dialing with them; proceeds arising 
therefrom were income). 


Involuntary disposition: Bellingham v. R., [1996] 1 C.T.C. 187 (FCA) (“Addi- 
tional” interest in expropriation not income property nor income from a “source” and 
not taxable); Blok-Anderson v. MNR, [1972] C.T.C. 338 (FCTD) (Shares transferred in 
consolidation of holdings was alternative disposition method for traders in:real-estate). 


Leases: Bueti v. R., [2008] 1 C.T.C. 18 (FCA) (Lease termination payment received 
was income, applying surrogatum principle); French Shoes Ltd. v. R., [1986] 2 C.T.C. 
132 (FCTD) (Tenant inducement income when received as part of normal business 
operations); Zehr’s Markets Ltd. v. R., [1975] C.T.C. 190 (FCTD) (Profit. from real 
estate transactions capital gain when selling ‘buildings, and taking back) long-term 
leasebacks where properties not acquired for speculative purposes), Chibougamau 
Lumber Ltée v. MNR, [1973] C.T.C. 2174 (T.R:.B.) (Term leases with monthly, pay- 
ments with option to purchase equipment for $1 at end of term not true leases, but 
purchases on time-payment plans); Jmperial Oil Ltd. v. MNR, [1972] C.T.C...455 
(FCTD) (Profit from sale of natural gas storage leases not business income when com- 
pany not trading in such leases but intending to operate them for revenue). 


Sale or liquidation of business: Pepsi-Cola Canada Ltd. v..R., [1979] C.T.C. 454 
(FCA) (Amount received on termination of contract held to be capital payment for 
goodwill; receipt not containing terms of termination agreement); Hanalene 
Investments Ltd. v, MNR, [1965] Tax ABC 385 (T.A.B;) (Losses during sell-off of part- 
nership land deductible as trading losses when partners still carrying on business); 
Frankel Corp. Ltd. v. MNR, {1959] C.T.C. 244 (SCC) (Amount received for inventory 
when part of sale of business, not made in course of business, not taxable). 


Mineral leases and rights: Mel-Bar Ranches Ltd. v. MNR, [1987] 2 C.T.C. 2146 
(TCC) (Amounts received from log-purchase agreement in one-time operation capital 
when, necessary to improve ranch land in, anticipation of renewed cattle operation); 
Corlite Petroleums Ltd. v..R., [14976] C.T.C. 766 (FCTD) (Profit from sale of mining 
claims taxable when realized from adventure in nature of trade and property acquired 
for purpose of making profit); Bonlie v. MNR, [1970] Tax ABC 1235 (T.A.B.) (Owner 
of half-interest in mining claims engaged in adventure in nature of trade when selling 
claims with intention of making profit); Settler Oils Ltd. v. MNR, [1968] C.T.C. 252 
(Exch.) (Lump sum and royalty payments under oil leases: taxable income when pro- 
perty acquired in hope of profit; cost of mineral rights not deductible), 


Options: Cook v. R. ; [1987] 1 C.T.C. 377 (FETD) (Amount received from unsolicited 
offer to grant option to purchase land was capital receipt; selling land not operating 
motivation); Airway Acceptance Corp. Ltd. v. MNR, [1986] 1 C.T.C. 2259 (TCC) 
(Time for ascertainment of intention is moment of purchase; which was moment option 
exercised; taxpayer not buying for purposes of acquiring business assets, but for 
speculation); Algonquin Enterprises Ltd. et al. v. R:, {1986] 1 C:T.C. 493 (FCTD) (Ex- 
ercise of options to purchase during lease of building lots produced business income). 


Partnerships: Travica v. MNR, [1988] 1 C.T.C. 2359 (TCC) (No business partner- 
ship where community of interests created by marriage; assets owned by taxpayer at 
time of sale); Sedelnick Estate v. MNR, [1986]'2 C.T.C..2102 (TCC) (Where no evi- 
dence of express partnership agreement, existence of partnership cannot be inferred 
when conduct of parties consistent with community of interests created by marriage). 


Penalties: McNeill v. R., [2000] 2 C.T.C. 304 (FCA) (Damages incurred in process of 
earning income deductible); 65302 British Columbia Ltd. y. R., [2000],,1 C.T.C. 57 
(SCC); rev’g [1998] 1 C.T.C. 131 (FCA); rev’g [1995] 2 C.T.C. 2294 (TCC) (Penalties 
incurred during income-earning process deductible); Port Colbourne Poultry Ltd. v. R., 
[1997] 2 C.T.C. 2480, (TCC) (Penalty for pollution not deductible). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-92R2: Income of contractors; IT-95R: For- 
eign exchange gains and losses; IT-99R5: Legal and accounting fees; IT-102R2: Con- 
version of property, other than real property, from or to inventory; IT-104R3: 
Deductibility of fines or penalties; IT-189R2: Corporations used by practising members 
of professions; IT-129R: Lawyers’ trust accounts and disbursements; IT-200: Surface 
rentals and farming operations; IT-213R: Prizes from lottery schemes and giveaway 
contests; IT-216: Corporation holding property as agent for shareholder (archived); IT- 
218R: Profit; capital gains and losses from the’ sale of real estate, including farmland 
and inherited land and conversion of real estate from capital:property to inventory and 
vice versa; IT-223: Overhead expense insurance vs. income insurance (archived); IT- 
233R: Lease-option agreements; sale-leaseback agreements (archived); IT-257R: Can- 
ada Council grants; IT-261R: Prepayment of rents; IT-273R2: Government assis- 
tance — general comments; IT-293R: Debtor’s gain on settlement of debt; IT-297R2: 
Gifts in kind to charity and others; IT-314: Income of dealers in oil and gas leases 
(archived); IT-346R: Commodity futures and certain commodities; IT-359R2: Premi- 
ums and other amounts re leases; IT-365R2: Damages, settlements and similar receipts; 
IT-373R2:, Woodlots; IT-403R: Options on real estate; IT-404R: Payments to lottery 
ticket vendors; IT-417R2: Prepaid expenses and deferred charges; IT-423: Sale of sand, 
gravel or topsoil (archived); IT-425: Miscellaneous farm income; IT-434R: Rental of 
real property by individual; IT-446R: Legacies; IT-454: Business transactions prior to 
incorporation; IT-459:, Adventure or concern in the nature of trade; IT-461: Forfeited 
deposits (archived); IT-479R: Transactions in securities; IT-490: Barter transactions; 
IT-493: Agency cooperative corporations (archived).; IT-504R2: Visual artists and 
writers; IT-533: Interest deductibility and related issues. 


Information Circulars: 77-11: Sales tax reassessments — deductibility in computing 
income. 
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I.T. Technical News: 1 (sales commission expenses of mutual-fund limited partner- 
ships); 5 (lease agreements); 8 (proceeds of sale of a condominium — first closing date 
or second closing date; treatment of United States unitary state taxes); 12 (“millennium 
bug” expenditures); 16 (Canderel, Toronto College Park and Ikea cases; Continental 
Bank case); 21 (cancellation of Interpretation Bulletin IT-233R); 22 (commission in- 
come transferred to corporation); 25 (reasonable expectation of profit); 30 (prepaid in- 
come’ — whether 9(1) or:12(1)(a) applies); 34 (emission reduction and offset credits); 
38 (criteria for determining hedge effectiveness for tax purposes); 39 (settlement of a 
shareholder class action suit); 41 (meaning of “business” — gambling; conversion from 
Canadian GAAP to IFRS). 


Registered Charities Newsletters: 18 (can businesses receive receipts for dona- 
tions made out of their inventory?). 


Info Sheets: TI-001: Sale of a residence by an owner builder. 


Application Policies: SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED; SR&ED 2004-03: Prototypes, pilot plants/commercial plants, custom prod- 
ucts and commercial assets. 


CRA Audit Manual: Chapter 27.0: Income/Supplies. 


Advance Tax Rulings: ATR-4: Exchange of interest rates; ATR-15: Employee stock 
option plan; ATR-20: Redemption premium on debentures; ATR-23: Private health 
services plan; ATR-45: Share appreciation rights plan; ATR-50: Structured settlement; 
ATR-62: , Mutual fund. distribution limited . partnership — amortization. of selling 
commissions. ; 


Forms: T2:SCH 14: Miscellaneous payments to residents; T776:. Statement of real 
estate rentals; T2032: Statement of professional activities; T2042: Statement of farming 
activities; T2121: Statement of fishing activities; T2124: Statement of business activi- 
ties; T4002: Business and professional income [guide]; T4036: Rental income [guide]. 


(2) Loss — Subject to section 31,.a taxpayer’s loss for,a taxation 
year from a business.or property is the amount of the taxpayer’s 
loss, if any, for the taxation year from that source computed by ap- 
plying the provisions of this Act respecting computation of income 
from that source with such modifications as the circumstances 
require. 

Related Provisions: 3.1 — Reasonable expectation of profit required for taxpayer to 
deduct loss; 18 — Limitations on various deductions; 18.1 — Limitation on deduction 
for matchable expenditure; 96(8)(b), (c) — Business loss of partnership that previously 
had only non-resident partners; 103(2) — Meaning of “losses” in subsec. 103(1); 
111(1)(a) —Carryoyer of loss to prior or later year; 111(8)—“non-capital loss”; 
112(4)-(4.3).— Loss on share held as inventory. 


Selected Cases [subsec. 9(2)]: Tonn et.al. .v. Canada, [1996] 2.C.T.C, 205 (FCA) 
(Objective test in Moldowan is to prevent inappropriate reductions in tax, not to sec- 
ond-guess business judgments). 


Interpretation Bulletins: IT-328R3: Losses on shares on which dividends have been 
received, See also under 9(1). ' ’ 

1.T. Technical News: 16:(Tonn, Mastri, Mohammad and Kaye cases); 25 (reasonable 
expectation of profit); 41. (meaning of “business’” — gambling), 

CRA Audit Manual: 11.6.4 and Appendix A-11.2.22: Reasonable expectation of 
profit report. 

Advance Tax Rulings: See under 9(1). 


(3) Gains and losses not included — In this Act, “income 
from a property” does not include any capital gain from the disposi- 
tion of that property and “loss.from a property” does not include 
anyo Fapual loss. from the disposition of that property. 


‘Proposed Amendment — 9(3) © 


3) ¢ Gains and losse not included — In this Act, income or 
ess cep rty does not include any — gain 


Application: The October 31, 2003 draft. legislation (REOP), s. 3, will amend sub- 
sec. 9(3) to read as above, applicable to taxation years that begin after 2004. Oe 


Technical otes: Subsection 9G) provides that “income from a property” and 
“loss from a property” do ot include, tespectively, any capital gain from the disposi- 
tion of that property or any capital loss from the disposition of that property. 


Subsection. 93) is amended to clarify ‘that income or loss from a business does not 
include any capital gains or losses. Income and capital gain (and loss and capital 
loss) have always been viewed as two different items for tax purposes; therefore, this 
amendment simply makes clear. what was always the case under the law. 


Related Provisions: 3.1(2) — Same rule in determining whether REOP exists; 
40(1)(a) — Expenses deducted in determining capital gain. 

Selected Cases [subsec. 9(3)]: Arnold v. R., [1983] C.T.C. 405 (FCTD) (Proceeds 
from sale of rights to cut timber were income). 

Selected Cases [s. 9]: Goff Construction Ltd. v. R., [2009] 3 C.T.C. 101 (FCA) 
(Legal fees recovered after previous: deduction of them in computing income. were 
taxable); Stewart v. R., [2002] 3.C.T.C. 439 (SCC) (Activity becomes a “source” of 
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income where no personal element and activity is clearly commercial); Walls v. R., 
[2002] 3 C.T.C. 421 (SCC) (Where no personal element and activities are commercial, 
principle of reasonable expectation of profit not applicable); Friesen (J.) v. Canada, 
[1995] 2 C.T.C. 369 (SCC) (Profit to be determined according to principles of commer- 
cial or accounting practice unless inconsistent with specific provisions of Act); Millford 
Development Ltd. v. MNR, [1993] 1 C.T.C. 169 (FCTD) (Discount on sale of mortgage 
deductible where mortgage taken back on earlier sale of land on income account); 
Fleur de Lys Warehousing Ltd. y. MNR, (1992] 2 C.T.C. 2158 (TCC) (Refund of muni- 
cipal taxes incorrectly paid and deducted in previous year included in year amount of 
refund ascertained by court, despite subsequent appeal); Johnson & Johnson Inc. v. 
Canada (Dec. 13, 1993), Doc. A-1074-92 (FCA) (Refund of federal sales tax improp- 
erly paid and deducted in prior year was not income when the right to it crystallized or 
when received but deduction in prior year should have been disallowed by reassess- 
ment if year was not statute barred); Westar Mining Ltd. v. Canada, [1992] 2 C.T.C. 11 
(FCA) (Business interruption insurance proceeds were income from business of operat- 
ing a mine). 


Definitions [s. 9]: “amount”, “business” — 248(1); “capital gain’ — 39(1)(a), 
248(1); “capital loss’ — 39(1)(b), 248(1); “property” —248(1); “taxation year” — 
11(2), 249; “taxpayer” — 248(1). 


10. (1) Valuation of inventory — For the purpose of computing 
a taxpayer’s income for a taxation year from a business that is not 
an adventure or concern in the nature of trade, property described in 
an inventory shall be valued at the end of the year at the cost at 
which the taxpayer acquired the property or its fair market value at 
the end of the year, whichever is lower, or in a prescribed manner. 


Related Provisions: 10(1.01) — Adventure in the nature of trade — no writedown 
until sale; 10(1.1) — Certain expenses included in cost; 10(2) — Valuation of inven- 
tory property; 10(6) — Inventory of artists; 12(1)(r) — Income inclusion — inventory 
adjustment; 28(1.1), (1.2)—Inventory of farming or fishing business; 86.1(4) — 
Value of shares in inventory after foreign spin-off; 87(2)(b) — Amalgamations — in- 
ventory; 96(8)(b) — Cost of inventory of partnership that previously had only non-resi- 
dent partners; 107(1.2) — fair market value of interest in trust held as inventory; 
112(4.1) — Fair market value of share held as inventory; 142.5(1) — Mark-to-market 
rules for securities held by financial institutions. 


History: Subsec. 10(1) amended by 1998, c. 19, subsec. 70(1), applicable 
(a) to taxation years that end after December 20, 1995; 


(b) in respect of a business that is an adventure or concern in the nature of trade, to 
taxation years of a taxpayer that end before December 21, 1995, except where 


(1) the taxpayer’s filing-due date for the year is after December 20, 1995, or 


(il) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is less than 
the cost at which the taxpayer acquired the property, which valuation is re- 
flected in a return of income, notice of objection or notice of appeal filed or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 


(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 


The subsec. formerly read: 


(1) For the purpose of computing income from a business, inventory shall be 
valued at its cost to the taxpayer or its fair market value, whichever is lower, or 
in such other manner as may be permitted by regulation. 


Selected Cases [subsec. 10(1)]: Canadian Imperial Bank of Commerce v. R., 
[2000] 2 C.T.C. 269 (FCA) (Bullion and foreign currency were inventory of bank); 
Stremler v. R., [2000] 2 C.T.C. 2172 (TCC) (Condominium units acquired in adventure 
in nature of trade were inventory); Consoltex Inc. v. Canada, [1996] 1 C.T.C. 2752 
(TCC) (Change of inventory valuation method and reversal following utilization of 
losses distorted income by anticipating profits); Friesen (J.) v. Canada; [1993] 2 
C.T.C. 113 (FCA); reconsideration refused (Sept. 9, 1993), Doc. A-449-92 (FCA); 
rev'd [1995] 2 C.T.C. 369 (SCC) (Inventory valuation method applies to asset of ad- 
venture in nature of trade); West Hill Redevelopment Co. v. MNR, {1991] 2 C.T.C. 83 
(FCTD) (Plaintiff who sold condominiums and took back mortgages at below-market 
interest rates in business of selling condominiums, not trading in mortgages; mortgages 
not inventory); Van Dongen v. Canada, [1991] 1 C.T.C. 86 (FCTD) (Real property 
received in lieu of repayment of loan not inventory where no intention to resell); 
Cyprus Anvil Mining Corp. v. Canada, [1990] 1 C.T.C. 153 (FCA); leave to appeal to 
SCC refused (1990), 115 N.R. 320 (note), (sub nom. Cyprus Anvil Mining Corp. v. 
MNR) (Changing valuation method during tax exempt period unacceptable departure 
from consistency principle); R. v. Boehringer Ingelheim (Canada) Ltd., [1987] 2 
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C.T.C. 245 (FCA) (Goods purchased January | considered opening inventory where no 
closing inventory previous year); Rudolph Furniture Ltd. v. R., [1982] C.T.C. 211 
(FCTD) (Crown’s valuation prevailed where consistent method not used by taxpayer); 
R. yv. Jawl Industries Ltd., [1974] C.T.C. 147 (FCTD) (Loss on value of inventory pur- 
chased in 1969 not deductible that year where delivery taken and fixed price paid in 
1970); Handy & Harman of Canada Ltd. v. MNR, [1973] C.T.C. 507 (FCTD) (Lowest 
cost per ounce rejected in favour of average cost per ounce). 

Regulations: 1102(1)(b) (no capital cost allowance for property described in inven- 
tory); 1801 (inventory generally may be valued at fair market value); 1802 (valuation 
of animals). 

Interpretation Bulletins: IT-51R2: Supplies on hand at end of a fiscal period; IT- 
102R2: Conversion of property, other than real property, from or to inventory; IT- 
142R3: Settlement of debts on the winding-up of a corporation; IT-153R3: Land devel- 
opers — subdivision and development costs and carrying charges on land; IT-165R: 
Returnable containers (archived); IT-328R3: Losses on shares on which dividends have 
been received; IT-459: Adventure or concern in the nature of trade; IT-474R2; Amal- 
gamations of Canadian corporations; IT-482R: Pipelines; IT-504R2: Visual artists and 
writers. See also at end of s. 10. 

Registered Charities Newsletters: 18 (can businesses receive receipts for dona- 
tions made out of their inventory?). 


CRA Audit Manual: Chapter 20.0: Valuation of inventory. 


(1.01) Adventures in the nature of trade — For the purpose of 
computing a taxpayer’s income from a business that is an adventure 
or concern in the nature of trade, property described in an inventory 
shall be valued at the cost at which the taxpayer acquired the 
property. 

Related Provisions: 10(9) — Grandfathering of writedown taken before 10(1.01) 
applies; 10(10)— Writedown required before change in control of corporation; 


18(14)—(16) — Superficial loss rule for property held as adventure in the nature of 
trade. 


History: Subsec. 10(1.01) added by 1998, c. 19, subsec. 70(1), applicable 
(a) to taxation years that end after December 20, 1995; 


(b) in respect of a business that is an adventure or concern in the nature of trade, to 
taxation years of a taxpayer that end before December 21, 1995, except where 


(i) the taxpayer’s filing-due date for the year is after December 20, 1995, or 


(ii) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is: less than 
the cost at which the taxpayer acquired the property, which valuation is re- 
flected in a return of income, notice of objection or notice of appeal filed or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 


(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 


Interpretation Bulletins: IT-459: Adventure or concern in the nature of trade. 
CRA Audit Manual: 20.1.1: Valuation of inventory. 


(1.1) Certain expenses included in cost — For the purposes 
of subsections (1), (1.01) and (10), where land is described in an 
inventory of a business of a taxpayer, the cost at which the taxpayer 
acquired the land shall include each amount that is 


(a) described in paragraph 18(2)(a) or (b) in respect of the land 
and for which no deduction is permitted to the taxpayer, or to 
another person or partnership that is 


(i) a person or partnership with whom the taxpayer does not 
deal at arm’s length, 


(ii) if the taxpayer is a corporation, a person or partnership 
that is a specified shareholder of the taxpayer, or 


(iii) if the taxpayer is a partnership, a person or partnership 
whose share of any income or loss of the taxpayer is 10% or 
more; and 


(b) not included in or added to the cost to that other person or 
partnership of any property otherwise than because of paragraph 
53(1)(d.3) or subparagraph 53(1)(e)(xi). 


Subdivision b — Income or Loss from a Business or Property 


History: Subsec. 10(1.1) amended by 1998, c./19, subsec. 70(1), applicable 
(a) to taxation years that end after December 20, 1995; 


(b) in respect of a business that is an adventure or concern in the nature of trade, to 
taxation years of a taxpayer that end before December 21, 1995, except where 


(i) the taxpayer’s filing-due date for the year is after December 20, 1995, or 
(ii) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is less than 
the cost at which the taxpayer acquired the property, which valuation is re- 


flected in a return of income, notice of objection or notice of appeal Lila or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 


(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 


The subsec. formerly read: 


(1.1) For the purpose of subsection (1), the cost to a particular taxpayer of land 
that is described in the inventory of a business carried on by the taxpayer shall 
include each amount described in paragraph 18(2)(a) or (b) in respect of that land 
for which no deduction is permitted jto the taxpayer or to.another person in re- 
spect of whom the taxpayer was a person, corporation or partnership described in 
subparagraph (b)(i), (ii) or (iit) of the definition “interest on debt relating to the 
acquisition of land” in subsection 18(3), where that amount was not included in 
or added to the cost to that other person of any property otherwise than because 
of paragraph 53(1)(d.3) or subparagraph 53(1)(e)(xi). 

Subsec. 10(1.1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 6(1), applicable 

to 1988 et seq. Subsec. 10(1.1) formerly read: 


(1.1) Non-deductible expenses — For the purposes of subsection (1), the cost 
to a particular taxpayer of land that is included in the inventory of a business 
carried on by the taxpayer shall include all amounts described in paragraph 
18(2)(a) or (b) in respect of that land for which no deduction is permitted to the 
taxpayer or, by reason of subsection 18(3), to another taxpayer in respect of 
whom the particular taxpayer was a person, corporation or partnership. described 
in subparagraph (b)(i), (ii) or (iii) of the definition “interest on debt relating to 
the acquisition of land” in subsection 18(3), where the amounts were not in- 
cluded in the cost to that other taxpayer of property. 


Selected Cases [subsec. 10(1.1)]: Stremler v. R., [2000] 2 C.T.C. 2172 (TCC) 
(Condominium units acquired in adventure in nature of trade were inventory). 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land. See also at end of s. 10. 


(2) Continuation of valuation — Notwithstanding subsection 
(1), for the purpose of computing income for a taxation year from a 
business, the inventory at the commencement of the year shall be 
valued at the same amount as the amount at which it was valued at 
the end of the preceding taxation year for the purpose of computing 
income for that preceding year. 

Related Provisions: 10(2.1) — Valuation methods to be the same from year to year. 


Interpretation Bulletins: See list at end of s, 10. 


(2.1) Methods of valuation to be same — Where property. de- 
scribed in an inventory of a taxpayer’s business that is not an ad- 
venture or concern in the nature of trade is valued at the end of a 
taxation year in accordance with a method permitted under this sec- 
tion, that method shall, subject to subsection (6), be used in the val- 
uation of property described in the inventory at the end of the fol- 
lowing taxation year for the purpose of computing the taxpayer’s 
income from the business unless the taxpayer, with the concurrence 
of the Minister and on any terms and conditions that are specified 
by the Minister, adopts another method permitted under this 
section. 
History: Subsec. 10(2.1) amended by 1998, c. 19, subsec. 70(2), applicable 

(a) to taxation years that end after December 20, 1995; 

(b) in respect of a business that is an adventure or concern in the nature of trade, to 

taxation years of a taxpayer that end before December 21, 1995, except where 

(i) the‘taxpayer’s filing-due date for the year is after December 20, 1995, or 


(ii) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is less than 
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the cost at which the taxpayer acquired the property, which valuation is re- 
flected in a return of income, notice. of objection or notice of appeal filed or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 


(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 


The subsec. formerly; read: , 


(2.1) Where property described in the inventory of a business of a taxpayer at the 
end of a taxation year is valued in accordance with a method provided for under 
this section, that method shall, subject to subsection (6), be used in the valuation 
of property described in the inventory of that business at the end of the following 
taxation year for the purpose of computing the taxpayer’s income from that busi- 
ness unless the taxpayer, with the concurrence of the Minister and on such terms 
and conditions as are specified by the Minister, adopts another method provided 
for under this section. 


Subsec. 10(2.1) added by 1994, c..7, Sch. II (1991, c. 49), subsec. 6(2), applicable with 
respect to computations of income for 1990 et seq. 


Interpretation Bulletins: IT-459: Adventure or concern in the nature of trade. See 
also list at end of s. 10. 


(3) Incorrect valuation — Where the inventory of a business at 
the commencement of a taxation year has, according to the method 
adopted by the taxpayer for computing income from the business 
for that year, not been valued as required by subsection (1), the in- 
ventory at the commencement of that year shall, if the Minister so 
directs, be. deemed to have been valued as required by that 
subsection. 


Interpretation Bulletins: See list at end of s. 10. 


CRA Audit Manual: 20.1.1: Valuation of inventory; 20.1.6:: Appendix 1— sample 
letter. 


(4) Fair market value — For the purpose of subsection (1), the 
fair market value of property (other than property that is obsolete, 
damaged or defective or that is held for sale or lease or for the pur- 
pose of being processed, fabricated, manufactured, incorporated 
into, attached to, or otherwise converted into property for sale or 
lease) that is 


(a) work in progress at the end of a taxation year of a business 
that is a profession means the amount that can reasonably be 
expected to become receivable in respect thereof after the end of 
the year; and 


(b) advertising or packaging material, parts, supplies or other 
property (other than work in progress of a business that is a pro- 
fession) that is included in inventory means the replacement cost 
of the property. 
Related Provisions: 10(5) — Property deemed to be inventory; 34 — Election to 
exclude work in progress from professional income; 107(1.2) — fair market value of 
interest in trust held as inventory. 


Interpretation Bulletins: IT-51R2: Supplies on hand at’end of fiscal period. See also 
list at end of s. 10. 


(5) [Meaning of] Inventory — Without restricting the generality 
of this section, 


(a) property (other than capital property) of a taxpayer that is 
advertising or packaging material, parts or supplies or work in 
progress of a business that is a profession is, for greater cer- 
tainty, inventory of the taxpayer; 

Selected Cases [para. 10(5)(a)}: Stearns Catalytic Ltd. v. Canada, (1990) 1 C.T.C. 


398 (FCTD) (Spare parts capable of causing lengthy termination of production if dam- 
aged are “major parts” of capital property, not inventory). 


(b) anything used primarily for the purpose of advertising or 
packaging property that is included in the inventory of a tax- 
payer shall be deemed not to be property held for sale or lease or 
for any of the purposes referred to in subsection (4); and 
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(c) property of a taxpayer, the cost of which to the taxpayer was 
deductible by virtue of paragraph 20(1)(mm), is, for greater cer- 
tainty, inventory of the taxpayer having a cost to the taxpayer, 
except for the purposes of that paragraph, of nil. 
Related Provisions: 10(4) — Fair market value of work in progress, advertising or 
packaging materials, parts and supplies; 34 — Election to exclude work in progress 
from professional income: 
1.T. Application Rules: 23(3), (4). 
Interpretation Bulletins: IT-51R2: Supplies on hand at end of fiscal period; IT- 
457R: Election by professionals to exclude work in progress from income. See also at 
end of s. 10. 


CRA Audit Manual: 27.12.4: Farming and fishing income — income tax implica- 
tions — ceasing to carry on a farming or fishing business. 


(6) Artistic endeavour — Notwithstanding subsection (1), for 
the purpose of computing the income of an individual other than a 
trust for a taxation year from a business that is the individual’s artis- 
tic endeavour, the value of the inventory of the business for that 
year shall, if the individual so elects in the individual’s return of 
income under this Part for the year, be deemed to be nil. 


Related Provisions: 10(7)— Effect of election; 
118.1(7) — Donation of inventory by artist. 


10(8) — Artistic endeavour; 


Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-504R2: Visual artists and writers. See also at end of s. 10. 


(7) Value in later years — Where an individual has made an 
election pursuant to subsection (6) for a taxation year, the value of 
the inventory of a business that is the individual’s artistic endeavour 
shall, for each subsequent taxation year, be deemed to be nil unless 
the individual, with the concurrence of the Minister and on such 
terms and conditions as are specified by the Minister, revokes the 
election. 


Interpretation Bulletins: IT-504R2: Visual artists and writers. See also at end of s. 
10. 


(8) Definition of “business that is an individual’s artistic 
endeavour” — For the purpose of this section, “business that is 
an individual’s artistic endeavour” means the business of creating 
paintings, prints, etchings, drawings, sculptures or similar works of 
art, where such works of art are created by the individual, but does 
not include a business of reproducing works of art. 


Interpretation Bulletins [subsec. 10(8)]: IT-504R2: Visual artists and writers. See 
also at end of s. 10. 


(9) Transition — Where, at the end of a taxpayer’s last taxation 
year at the end of which property described in an inventory of a 
business that is an adventure or concern in the nature of trade was 
valued under subsection (1), the property was valued at an amount 
that is less than the cost at which the taxpayer acquired the pro- 
perty, after that time the cost to the taxpayer at which the property 
was acquired is, subject to subsection (10), deemed to be that 
amount. 


History: Subsec. 10(9) added by 1998, c. 19, subsec. 70(3), applicable 
(a) to taxation years that end after December 20, 1995; 


(b) in respect of a business that is an adventure or concern in the nature of trade, to 
taxation years of a taxpayer that end before December 21, 1995, except where 


(i) the taxpayer’s filing-due date for the year is after December 20, 1995, or 


(ii) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is less than 
the cost at which the taxpayer acquired the property, which valuation is re- 
flected in a return of income, notice of objection or notice of appeal filed or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 


(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 
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Interpretation Bulletins: IT-459: Adventure or concern in the nature of trade. 


(10) Acquisition of control — Notwithstanding subsection 
(1.01), property described in an inventory of a corporation’s busi- 
ness that is an adventure or concern in the nature of trade at the end 
of the corporation’s taxation year that ends immediately before the 
time at which control of the corporation is acquired by a person or 
group of persons shall be valued at the cost at which the corporation 
acquired the property, or its fair market value at the end of the year, 
whichever is lower, and, after that time, the cost at which the corpo- 
ration acquired the property is, subject to a subsequent application 
of this subsection, deemed to be that lower amount. 

Related Provisions; 139.1(18) — Holding corporation deemed not to acquire con- 
trol of insurer on demutualization; 249(4) — Year-end triggered on change of control; 
256(6)-(9) — Whether control acquired. 


History: Subsec. 10(10) added by 1998, c. 19, subsec. 70(3), applicable 
(a) to taxation years that end after December 20, 1995; 


(b) in respect of a business that is an adventure or concern in the nature of trade, to 
taxation years of a taxpayer that end before December 21, 1995, except where 


(i) the taxpayer’s filing-due date for the year is after December 20, 1995, or 


(ii) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is less than 
the cost at which the taxpayer acquired the property, which valuation is re- 
flected in a return of income, notice of objection or notice of appeal filed or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 

(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 


Interpretation Bulletins: IT-459: Adventure or concern in the nature of trade. 


(11) Acquisition of control — For the purposes of subsections 
88(1.1) and 111(5), a corporation’s business that is at any time an 
adventure or concern in the nature of trade is deemed to be a busi- 
ness carried on at that time by the corporation. 


History: Subsec. 10(11) added by 1998, c. 19, subsec. 70(3), applicable 
(a) to taxation years that end after December 20, 1995; 


(b) in respect of a business that is an adventure or concern in the nature of trade, to 
taxation years of a taxpayer that end before December 21, 1995, except where 


(i) the taxpayer’s filing-due date for the year is after December 20, 1995, or 


(ii) the taxpayer has valued the inventory of the business for the purpose of 
computing income for the year from the business at an amount that is less than 
the cost at which the taxpayer acquired the property, which valuation is re- 
flected in a return of income, notice of objection or notice of appeal filed or 
served under the Act before December 21, 1995; and 


(c) in respect of a business that is an adventure or concern in the nature of trade, to 
fiscal periods of a partnership that end before December 21, 1995, except where 


(i) the filing-due dates of all of the members of the partnership for their taxa- 
tion years that include the end of the fiscal period are after December 20, 1995, 
or 


(ii) the partnership has valued the inventory of the business for the purpose of 
computing income for the fiscal period from the business at an amount that is 
less than the cost at which the partnership acquired the property, which valua- 
tion is reflected in a return of income, notice of objection or notice of appeal 
filed or served under the Act before December 21, 1995 by any member of the 
partnership. 


Interpretation Bulletins: IT-459: Adventure or concern in the nature of trade. 


(12) Removing property from [Canadian] inventory [of 
non-resident] — If at any time a non-resident taxpayer ceases to 
use, in connection with a business or part of a business carried on 
by the taxpayer in Canada immediately before that time, a property 
that was immediately before that time described in the inventory of 
the business or the part of the business, as the case may be, (other 
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than a property that was disposed of by the taxpayer at that time), 
the taxpayer is deemed 


(a) to have disposed of the property immediately before that 
time for proceeds of disposition equal to its fair market value at 
that time; and 


(b) to have received those, proceeds immediately before that, time 
in the course of carrying on the business or the part of the busi- 
ness,/as the case may be. 
Related Provisions: 10(14) — Inventory includes work in progress of a profes- 
sional, 14(14) — Parallel rule for eligible capital property; 142.6(1.1) — Parallel, rule 
for non-resident financial institution. 


History: Subsec. 10(12) added by 2001, c. 17, s. 4, applicable after December 23, 
1998. 


(13) Adding property to [Canadian] inventory [of non-resi- 
dent] — If at any time a property becomes included in the inven- 
tory of a business or part of a business that a non-resident taxpayer 
carries on in Canada after that time (other than a property that was, 
otherwise than because of this subsection, acquired by the taxpayer 
at that time), the taxpayer is deemed to have acquired the property 
at that. time at a cost equal to its fair, market value at that time. 


Related _ Provisions: . 10(14) — Inventory 
professional. 


History: Subsec. 10(13) added 
1998. 


includes work. in progress. of . a 


by 2001, c. 17, s. 4, applicable after December 23, 


(14) Work in progress — For the purposes of subsections (12) 
and (13), property that is included|in. the inventory, ofa business 
includes property that would be so included if paragraph 34(a) did 
not apply. . 


Related Provisions: 14(15)— Parallel rule for eligible capital 
142.6(1.2) — Parallel rule for non-resident financial institution. ; 


History: Subsec. 10(14) added by 2001, c. 17, s. 4, applicable after December 23, 
1998. 


Selected Cases [s: 10]: Ruland Realty Lid. v. R.; [1998] 4 C.T.C. 2313 (TCC) 
(Obligations to acquire land were choses in action, which qualified as property and as 
inventory); Consoltex Inc. v. Canada, [1996] 1 C.T.C. 2752 (TCC) (Change of inven- 
tory valuation method and reversal following utilization of losses distorted income by 
anticipating profits). 


Definitions [s. 10]: “amount” — 248(1); “artistic endeavour” — 10(8); “business” — 
248(1); “Canada” — 255, Interpretation Act 35(1); “capital property” — 54, 248(1); 
“control” — 256(6)-(9); “corporation” — 248(1), Interpretation Act 35(1); “cost” — 
10(9); “filing-due date” — 248(1); “fiscal period” — 249.1; ‘individual’ — 248(1); 
“inventory” — 10(5), 248(1); “Minister”, “non-resident? — 248(1); “person”, “‘pre- 
scribed”, “property”, “regulation”, “specified \ shareholder” — 248(1); | “taxation 
year” — 11(2), 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1),. (3). 


Interpretation Bulletins [s. 10]: IT-98R2: Investment corporations (archived); IT- 
189R2: Corporations used by practising members of professions; IT-283R2:, CCA —= 
video tapes, videotape. cassettes, films, computer software and master recording tapes 
(archived); IT-452: Utility service connections (archived); IT-473R: Inventory 
valuation. 


property; 


11. (1) Proprietor of business — Subject to sections 34.1 and 
34.2, where an individual is a proprietor of a business, the indivi- 
dual’s income from the business for a taxation year is deemed to be 
the individual’s income from the business for the fiscal periods of 
the business that end in the year. 


History: Subsec. 11(1) amended by. 1996, c..21, s. 3, applicable.to,1995 et seg. The 
subsec. formerly read: 


(1) Where an individual is a proprietor of a business, the individual’s income 
from the business for a taxation year shall be deemed to be the individual’s in- 
come from the business for the fiscal period or periods ending in the year. 


Selected Cases [subsec. 11(1)]: Northern Sales (1963) Ltd. v. MNR, [1973] 
C.T.C. 239. (FCTD) (Independent companies held to be partners where profits: and 
losses divided pursuant to marketing agreement). 


(2) Reference to “taxation year” — Where an individual’s. in- 
come for a taxation year includes income from a business the fiscal 
period of which does not coincide with the calendar year, unless the 
context otherwise requires, a reference in this subdivision or section 
80.3 to a “taxation year’ or “‘year” shall, in respect of the business, 
be read as a reference to a fiscal period of the business ending in the 
year. 
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History: Subsec. 11(2) substituted by 1994, c. 21, s. 5, applicable to, 1988 et seg. That 

subsec. formerly read: 
(2) Reference to “taxation: year” or “year’ — Where an individual’s income 
for a taxation year includes income from a business the fiscal period of which 
does not coincide with the calendar year, unless the context otherwise requires, a 
reference in this Division to a “taxation year” or “year” shall, in respect of the 
business, be read as a reference to a fiscal period of the business ending in the 
year. 


Selected Cases [subsec. 11(2)]: Bishay v. MNR, [1996] 1 C.T.C. 2286 (FCTD) 
(Unilateral change of year-end by taxpayer prohibited). 


Related Provisions [s. 11]: 14(4) — Eligible capital property rules — references to 
“taxation year” or “year’’; 20(16.2) — Terminal loss rules — reference to “taxation 
year” and “year”; 34.1 — Additional income adjustment where fiscal year is not calen- 
dar year; 96(1)(f) — Income inclusion from partnership in taxation year in which part- 
nership’s year ends; 25(1) — Fiscal period for individual proprietor of business dis- 
posed of; 249(2)(b) — Where end of fiscal period coincides with end of taxation year. 
Definitions [s. 11]: “business” — 248(1), 249.1; “calendar year’ — Interpretation 
Act 37(1)(a); “fiscal period” — 248(1), 249.1; “individual” —248(1); “taxation 
year” — 249. 

Regulations [s.. 11]: 1104(1) (taxation year of individual for capital cost allowance 
purposes). 

Interpretation. Bulletins [s. 11]: IT-151R5:: Scientific research and experimental 


development expenditures; IT-184R: Deferred cash purchase tickets issued by Cana- 
dian* Wheat Board. } 


Inclusions 


12. (1) Income inclusions — There shall be included in comput- 
ing the income of a taxpayer for a taxation year as income from a 
business or property. such of the following amounts as are 
applicable: 


(a) services, etc., to be rendered [or goods to be deliv- 
ered] — any amount received by the taxpayer in the year in the 
course of a business 


(i) that is on account of services not rendered or goods not 
delivered before the end of the year or that, for any other 
reason, may be regarded as not having been earned in the 
year or a previous year, or 


(ii) under an arrangement or understanding that it is repay- 
able in whole or in part on the return or resale to the taxpayer 
of articles in or by means of which goods were delivered to a 
customer, eb 
Related Provisions: 12(1)(x) — Inducements, reimbursements, etc. included in in- 
come; 12(2)— Rule is for greater certainty only; 20(1)(m)— Deductions — reserve 
for goods and services; 20(1')(m.1) — Deductions — manufacturer’s warranty reserve; 
20(1)Gn.2) — Deductions — repayment of amount previously included in income; 
20(24) — Amounts paid. for undertaking future. obligations; 68:— Allocation. of 
amounts paid for combination of services and property. 
Selected Cases [para.'12(1)(a)]: Foothills Pipe Lines (Yukon) Ltd. vy. R., [1990] 2 
C.T.C. 448 (FCA); leave to appeal to SCC refused (1991), 134 N.R. 238 (note), (sub 
nom. Foothills Pipe Lines (South Yukon) Ltd. vy. MNR) (Special charges made by tax- 
payer responsible for pipeline construction to shippers, to be refunded upon completion 
of the project, were liabilities not income); Burrard Yarrows Corp. v. R., (1986) 2 
C.T.C. 313 (FCTD); rev'd in part [1988] 2 C.T.C. 90 (FCA) (Progress payments re- 
ceived were “earned” amounts; reserve not permitted); Anderson v. MNR, [1972] 
C.T.C. 2318 (T.R.B.) (Advance payment pursuant to Prairie Grain Advance Payments 
Act was income, not interest-free loan). 
Interpretation Bulletins: IT-154R: Special reserves; IT-165R: Returnable containers 
(archived); IT-321R: Insurance agents and brokers — unearned commissions 
(archived); IT-457R: Election by professionals to exclude work in progress from in- 
come; IT-531: Eligible funeral arrangements. 
1.T. Technical News: 18 (Oerlikon Aérospatiale case); 30 (prepaid income — 
whether 9(1) or 12(1)(a). applies). 
CRA Audit Manual: 27.25.0: Income of professionals and fiscal period issues. 
Forms: T2124: Statement of business activities. 


(b) amounts receivable — any amount receivable by the tax- 
payer in respect of property sold or services rendered in the 
course of a business in the year, notwithstanding that the amount 
or any part thereof is not due until a subsequent year, unless the 
method adopted by the taxpayer for computing income from the 
business and accepted for the purpose of this Part does not re- 
quire the taxpayer to include any amount receivable in comput- 
ing the taxpayer’s income for a taxation-year unless it has been 


S. 12(1)(b) 


received in the year, and for the purposes of this paragraph, an 
amount shall be deemed to have become receivable in respect of 
services rendered in the course of a business on the day that is 
the earlier of 


(i) the day on which the account in respect of the services 
was rendered, and 


(ii) the day on which the account in respect of those services 
would have been rendered had there been no undue delay in 
rendering the account in respect of the services; 


Related Provisions: 12(2) — Rule is for greater certainty only; 34 — Professional 
business; 68 — Allocation of amounts in consideration for disposition of property; 
78 — Unpaid amounts; 138(11.5)(k) — Transfer of business by non-resident insurer. 


Selected Cases [para. 12(1)(b)]: Huang & Danczkay Ltd. v. MNR, [1998] 3 C.T.C. 
337 (FCTD) (Receivables brought into income only when income-earning process vir- 
tually complete); Stevenson & Hunt Insurance Brokers Ltd. v. Canada, [1993] 1 C.T.C. 
383 (FCTD) (Contingent commissions “earned” or “receivable” by insurance broker 
income when amount ascertained); Maritime Telegraph and Telephone Co. y. Canada, 
[1992] 1 C.T.C. 264 (FCA) (Taxpayer not permitted to change method of reporting 
income for tax purposes); West Kootenay Power and Light Co. v. Canada, [1992] 1 
C.T.C. 15 (FCA) (In calculating income for tax purposes, taxpayer may use different 
method from that used for accounting purposes); West Hill Redevelopment Co. v. MNR, 
[1991] 2 C.T.C. 83 (FCTD) (Taxpayer who sold condominiums and took back mort- 
gages at below-market interest rates must include full price expressed in sale, not price 
reduced by difference between face value of mortgage and lesser market value); 
Dominion Construction Co. (Niagara) Ltd. v. MNR, [1974] C.T.C. 2006 (T.R.B.) 
(Holdback taxable in year receivable). 


Interpretation Bulletins: IT-92R2: Income of contractors; IT-129R: Lawyers’ trust 
accounts and disbursements; IT-170R: Sale of property — when included in income 
computation. 


CRA Audit Manual: 27.25.0: Income of professionals and fiscal period issues. 


(c) interest — subject to subsections (3) and (4.1), any amount 
received or receivable by the taxpayer in the year (depending on 
the method regularly followed by the taxpayer in computing the 
taxpayer’s income) as, on account of, in lieu of payment of or in 
satisfaction of, interest to the extent that the interest was not in- 
cluded in computing the taxpayer’s income for a preceding taxa- 
tion year; 
Related Provisions: 12(3) — Accrued interest taxable to corporation, partnership 
and certain trusts; 12(4) — Annual accrual of interest even if unpaid; 12(4.1) — Im- 
paired debt obligations; 12(9.1) — Exception for certain interests in prescribed debt 
obligations; 12.1 — Cash bonus on Canada Savings Bonds; 16 — Income and capital 
combined; 16(3)— Bonds purchased at a discount; 16(6) — Indexed debt obliga- 
tions — amount deemed received as interest; 17 — Interest deemed received on loan to 
non-resident; 18(9.1) — Penalties, bonuses and rate reduction payments; 20(1)(c) — 
Deduction for interest paid; 20(1)(1) — Reserve for doubtful debts; 20(1)(p) — Deduc- 
tion for bad debts; 20(14) — Accrued bond interest; 20(14.1) — Interest on debt obli- 
gation; 81(1)(m) — Interest on certain obligations exempt; 137(4.1) — Interest deemed 
received on certain reductions of capital by credit union; 142.5(3)(a), (b) — Mark-to- 
market debt obligation; 146.2(7)— No tax on interest income received in TFSA; 
218 — Loan to wholly-owned subsidiary; 258(3) — Certain dividends on preferred 
shares deemed to be interest; 258(5) — Deemed interest on certain shares; Canada-U.S. 
Tax. Treaty:Art. XI — Taxation of interest. 


History: Para. 12(1)(c) amended by 2001, c. 17, subsec: 5(1), applicable to taxation 
years that end after September 1997. The para. formerly read: 


(c) subject to subsections (3) and (5) [should be (4.1) — ed.], any amount re- 
ceived or receivable by the taxpayer in the year (depending on the method regu- 
larly followed by the taxpayer in computing the taxpayer’s income) as, on ac- 
count of, in lieu of payment of or in satisfaction of, interest to the extent that the 
interest was not included in computing the taxpayer’s income for a preceding 
taxation year; 


Para. 12(1)(c) amended by 1998, c. 19, subsec. 71(1), applicable 
(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b). 


The para. formerly read: 


(c) any amount received or receivable by the taxpayer in the year (depending on 
the method regularly followed by the taxpayer in computing the taxpayer’s 
profit) as, on account or in lieu of payment of, or in satisfaction of, interest to the 
extent that the interest was not included in computing the taxpayer’s income for 
a preceding taxation year; 


Selected Cases [para. 12(1)(c)]: Mackinnon v. R., [2008] 3 C.T.C. 2278 (TCC) 
(Payment for deprivation of funds was interest); Ahmad v. R., [2002] 4 C.T.C. 2497 
(TCC) (Pre-judgment interest was part of damages); Coughlan v. R., [2001] 4 C.T.C. 
2004 (TCC) (Pre-judgment interest was “interest” and not incremental damages); Shaw 
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(J.M.) v. MNR, [1993] 1 C.T.C. 221 (FCA); leave to appeal to SCC refused (1993), 158 
N.R. 399 (note) (Amount paid as “interest” on additional compensation awarded for 
expropriation was interest income, not proceeds of disposition); Praxair Canada Ine. v. 
MNR, [1993] 1 C.T.C. 130 (FCTD) (Creditor accepting shares of debtor in satisfaction 
of unpaid interest received “amount” equal to market value of shares, not par value); 
Fisher, E.R., Ltd. v. R., [1986] 2 C.T.C. 114 (FCTD) (Interest penalty paid on expropri- 
ation was added to proceeds of disposition, and was not a windfall); Miller v. R., [1985] 
2 C.T.C.139 (FCTD) (Interest on retroactive salary increase not employment income); 
Freeway Properties Inc. v. R., {1985] 1 C.T.C. 222 (FCTD) (Prepaid interest on mort- 
gage included in year received); Perini Estate v. R., [1982] C.T.C. 74 (FCA) (Interest 
on proceeds of disposition, determined retroactively and paid at later date, taxable); R. 
v. Henuset Bros. Ltd. (No. 2), [1977] C.T.C. 228 (FCTD) (Prepaid interest was income, 
not down payment). 


Regulations: 201(1)(b) (information return). 

Interpretation Bulletins: IT-265R3: Payments of income and capital combined 
(archived); IT-396R: Interest income. 

1.T. Technical News: 30 (pre-judgment interest). 

Advance Tax Rulings: ATR-61: Interest accrual rules. 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income. 


(d) reserve for doubtful debts — any amount deducted 

under paragraph 20(1)(1) as a reserve in computing the tax- 

payer’s income for the immediately preceding taxation year; 
Related Provisions: 87(2.2) — Amalgamation of insurers; 88(1)(g¢) — Windup of 
subsidiary insurer; 138(11.5)(k)—— Transfer of business by non-resident insurer; 
138(11.91)(d) — Computation of income of non-resident insurer; 142.3(1)(c)— 
Amount deductible in respect of specified debt obligation; Reg. 2405(3)“gross Cana- 
dian life investment income’’(d) — Inclusion in life insurer’s income. 


Selected Cases [para. 12(1)(d)]: 92735 Canada Ltd. v. R., [1999] 2 C.T.C. 2661 
(TCC) (Debt becomes doubtful when collection doubtful on objective basis). 


Interpretation Bulletins: IT-442R: Bad debts and reserve for doubtful debts. 
Forms: T2 SCH 13: Continuity of reserves. 


(d.1) reserve for guarantees, etc. — any amount deducted 
under paragraph 20(1)(1.1) as a reserve in computing the tax- 
payer’s income for the immediately preceding taxation year; 


(e) reserves for certain goods and services, etc. — any 
amount 


(i) deducted under paragraph 20(1)(m) (including any 
amount substituted by virtue of subsection 20(6) for any 
amount deducted under that paragraph), paragraph 
20(1)(m.1) or subsection 20(7), or 


(ii) deducted under paragraph 20(1)(n), 


in computing the taxpayer’s income from a business for the im- 
mediately preceding year; 
Related Provisions: 66.2(2)(b)(ii)(B), 66.4(2)(a)(ii)(B) — Deductions for resource 
expenses; 87(2.2) — Amalgamation of insurers; 88(1)(g) — Windup of subsidiary in- 
surer; 138(11.91)(d) — Computation of income of non-resident insurer. 
Selected Cases [para. 12(1)(e)]: Regina Shoppers Mall Ltd. v. Canada, [1991] 1 
C.T.C. 297 (FCA) (Taxpayer entitled to file return inconsistent with Minister’s assess- 
ment for previous year); Sears Canada Inc. v. Canada, [1989] 1 C.T.C. 127 (FCA); 
leave to appeal to SCC refused (1989), 100 N.R. 160 (note), (sub nom. Sears Canada 


_ Inc. v. MNR) (Reserve improperly deducted nevertheless required to be included in 


subsequent year). 

Interpretation Bulletins: IT-73R6: The small business deduction; IT-154R: Special 
reserves. 

1.T. Technical News: 30 (prepaid income — whether 9(1) or 12(1)(a) applies). 
CRA Audit Manual: 27.25.0: Income of professionals and fiscal period issues. 
Forms: T2 SCH 13: Continuity of reserves. 


(e.1) [insurer’s] negative reserves — where the taxpayer is 
an insurer, the amount prescribed in respect of the insurer for the 
year; 
Related Provisions: 20(22) — Deduction in following year; 87(2.2) — Amalgama- 
tion of insurers; 88(1)(g)(i) — Windup of subsidiary insurer; 138(11.5)(j.1) — Transfer 


of business by non-resident insurer; 138(11.91)(d.1)(ii) — Computation of income for 
non-resident insurer. 


History: Para. 12(1)(e.1) added by 1997, c. 25, subsec. 2(1), applicable to 1996 et seq. 
Regulations: 1400(2) (amount prescribed). 


(f) insurance proceeds expended — such part of any 
amount payable to the taxpayer as compensation for damage to, 
or under a policy of insurance in respect of damage to, property 
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that is depreciable property of the taxpayer as has been ex- 
pended by the taxpayer 
(i) within the year, and 
(i1) within a reasonable time after the damage, 
on repairing the damage; 
Related Provisions: »13(21)“proceeds of disposition’ (c), (f)— Depreciable pro- 
perty — proceeds. of disposition. 
(g) payments based on production or use — any amount 
received by the taxpayer in the year that was dependent on the 
use of or production from property whether or not that amount 
was an instalment of the sale price of the property, except that 
an instalment of the sale price of agricultural land is not in- 
cluded by virtue of this paragraph; 
Related Provisions: 12(2.01) — No deferral of amounts taxable anyway under s. 9; 
212(1)(b) (i), 212(3) “participating debt interest’ — Parallel rule for non-resident with- 


holding tax; 212(1)(d)(v) — Earn-out payments to, non-resident; Canada-U.S. Tax 
Treaty:Art. [X:6(b) — U.S. resident’s interest income based on sales or cash flow. 


Selected Cases [para. 12(1)(g)]: Wright y. R., [2003] 1 C.T.C. 2726 (TCC) (Pay- 
ments for sale of trees were capital, not subject to provision); Larsen v. R., [2000] 1 
C.T.C. 209 (FCA) (Timber stand may be farm property); Lackie v. R., [1979] C.T.C. 
389 (FCA) (Proceeds from sale of gravel, paid in yearly instalments, was income from 
property); MNR y. Bartlett, [1972].C.T.C. 333 (FCA) (No special prospector treatment 
for vendor of mining rights on terms varying with production); Mel-Bar Ranches Ltd. 
v. MNR (No. 2), [1989] 1 C.T.C. 360, (FCTD) (Sale of timber cut to clear land for 
grazing not income from business). 


Interpretation Bulletins: IT-373R2: Woodlots; IT-423: Sale of sand, gravel or 
topsoil (archived); IT-426R: Shares sold subject to an earnout agreement; IT-462: Pay- 
ment based on production or use. 
(g.1) proceeds of disposition of right to receive produc: 
tion — any proceeds of disposition to which subsection 18.1(6) 
applies; 
History: Para. 12(1)(g.1) added by 1998, c. 19, subsec. 71(2), applicable to disposi- 
tions that occur after November 17, 1996. 
(h) previous reserve for quadrennial survey — any 
amount deducted as a reserve under paragraph 20(1)(0) in com- 
puting the taxpayer’s income for the immediately preceding 
year; 
(i) bad debts. recovered — any amount, other than an 
amount referred to in paragraph (i.1), received in the year on 
account of a debt or a loan or lending asset in respect of which a 
deduction for bad debts or uncollectable loans or lending assets 
had been made in computing the taxpayer’s income for a preced- 
ing taxation year; 
Related Provisions: 12.4 — Bad debt inclusion; 20(1)(p) — Bad debts; 22(1) — 
Sale of accounts receivable; 26(3) — Banks — write-offs and recoveries; 87(2.2) — 
Amalgamation of insurers; 88(1)(g)—— Windup of subsidiary insurer; 111(5.3) — 
Doubtful debts and bad debts; 138(11.5)(k) — Transfer of business by non-resident in- 


surer; 142.3(1)(c), (g) — Amount deductible in respect of specified debt obligation; 
142.5(8)(d)(iv) — First deemed disposition of mark-to-market debt obligation. 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-220R2: CCA — proceeds 

of disposition of depreciable property; IT-302R3: Losses of a corporation — the effect 

that acquisitions of control, amalgamations, and windings-up have on their deductibil- 

ity — after January 15, 1987; IT-442R: Bad debts and reserve for doubtful debts. 
(i.1) bad debts recovered — where an amount is received in 
the year on account of a debt in respect of which a deduction for 
bad debts was made under subsection 20(4.2) in computing the 
taxpayer’s income for a preceding taxation year, the amount de- 
termined by the formula 


Ax B/C 
where 
A 1s ‘of the amount so received, 
B_ is the amount that was deducted under subsection 20(4.2) in 
respect of the debt, and 


is the total of the amount that was so deducted under subsec- 
tion 20(4.2) and the amount that was deemed by that subsec- 
tion or subsection 20(4.3) to be an allowable capital loss in 
respect of the debt; 


Related Provisions: 39(11)— Bad debt recovery; 89(1)“capital dividend ac- 
count’’(c) — Capital dividend account. 


C 


4] 
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History: Para. 12(1)(i.1) amended by 2001, c..17, subsec. 5(2), applicable to taxation 
years that end after February 27, 2000 except that, for taxation years that ended after 
February 27, 2000 and before October 18, 2000, the reference to the fraction “1/2” in 
the description of A in the para. shall be read as a reference to the fraction “2/3”. The 
para. formerly read: 


(i.1) idem — where an amount is received in the year on account of a debt in 
respect of which a deduction for bad debts under subsection 20(4.2) was made in 
computing the taxpayer’s income for a preceding taxation year, that proportion 
of */4 of the amount that 
(i) the amount that was deducted under subsection 20(4.2) in respect of that 
debt 
is of 


(ii) the total of the amount that was so deducted under subsection 20(4.2) 
and the amount that was deemed to be an allowable capital loss under sub- 
section 20(4.2) in respect of the debt; 


Interpretation Bulletins: IT-442R: Bad debts and reserve for doubtful debts. 


(j) dividends from resident corporations — any amount 
required by subdivision h to be included in computing the tax- 
payer’s income for the year in respect of a dividend paid by a 
8 pea resident in Canada on a share of its capital stock; 


Proposed Amendment — 12(1)(j) 


be ay dividends from resident corporations — any amount 
of a dividend in respect of a share of the capital stock of a 
: corporation resident in Canada that is required by subdivision 
h to be included i in POmRHanE the EPSP OER s income for the 
| year, 
Application: The Noveabe: 5; 2010 draft. Septilette (mise. technical), s. 1 will 
amend para, 12(1)(G) to read as above, applicable after November 5, 2010. 
Technical Notes: Paragraph 12(1)G) provides for the inclusion in computing a 
taxpayer's 's income in a taxation year of dividends required by Subdivision h of Divi- 


sion B of Part I to be included i in the taxpayer’ s income for the year in respect of a 
dividend paid by a corporation resident in Canada on a share of its capital stock. 


Paragraph 12(1)(j) is reworded to refer to any amount of a dividend in respect of a 
share of the capital stock of a corporation resident in Canada that is required by 
subdivision h to be included in computing the taxpayer’s income for the year. This 
change makes the wording of paragraph 12(1)(j) consistent with the proposed word- 
ing of paragraph 12(1)(k), which appliés to dividends required by subdivision i to be 
included in computing a taxpayer's income for a taxation year. The proposed change 
to paragraph 12(1)(k) was included in Bill C-10, which ceased to exist when Parlia- 
ment was dissolved on September 7, 2008. 


Related Provisions: 82(1) — Taxable dividends received; 84, 84.1(1)(b) — Deemed 
dividends; 139.1(4)(f), (g) — Deemed dividend on demutualization of insurance corpo- 
ration; 139.2 — Deemed dividend on distribution by mutual holding corporation. 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada. 


Advance Tax Rulings: ATR-15: Employee stock option plan. 


(k) dividends from other corporations — any amount re- 
quired by. subdivision. i to be included in computing the tax- 
payer’s income for the year in respect of a dividend paid by a 
corporation not resident in Canada on a share of its capital stock 
or in respect of a share owned by the taxpayer of the capital 
stock of a foreign affiliate of the taxpayer; 


Proposed Amendment — 12(1)(k) 


(k). foreign corporations, trusts and investment enti- 
ties — any amount required by subdivision i to be included in 
computing the taxpayer's income for the year; 


Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), s. 1, 
will amend para. Ih), to read as above, applicable to taxation years that end after 
2006, 


Technical Notes (Sept. 10, 2010): Paragraph dy) i is amended so that it refers 
more generally to amounts required to be included in computing income under that 
subdivision, This would include amounts required to be included by subsection 
94(16) or (17), as well as amounts required to be included by section 91 where it 
applies because of new section 94.2. For more information, see the commentary on 
subsections 94(16) and (17) and section 94.2. 


Related Provisions: 90 — Dividends received from non-resident corporation; 91(1), 
(3) — FAPI inclusions; 115(1)(a)(vii)(B) — Authorized foreign bank’s taxable income 
earned in Canada; 258(3) — Certain dividends on preferred shares deemed to be inter- 
est; 258(5) — Deemed interest on certain shares. 
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Selected Cases [para. 12(1)(k)]: Terrador Investments Ltd. v. R., [1999] 3 C.T.C.: 
520 (FCA); leave to appeal to SCC refused (May 18, 2000), File 27499 (No bad debt 
possible where statute deemed amount to have been received). 
(1) partnership income — any amount that is, by virtue of 
subdivision j, income of the taxpayer for the year from a busi- 
ness or property; 
Related Provisions: 96(1)(c)(ii) — Partner taxed on share of partnership’s income 
from business or property; 96(1.1)(b), 96(1.2) — Income inclusion for retired partner. 
Selected Cases [para. 12(1)(I)]: Cornforth v. R., [1982] C.T.C, 45 (FCTD) (All 
income from business with wife assessed to taxpayer where partnership requirements 
not met). 


Interpretation Bulletins: IT-278R2: Death of a partner or of a retired partner. 
Forms: T2032: Statement of professional activities. 


(m) benefits from trusts — any amount required by subdivi- 
sion k or subsection 132.1(1) to be included in computing the 
taxpayer’s income for the year, except 


(i) any amount deemed by that subdivision to be a taxable 
capital gain of the taxpayer, and 


(ii) any amount paid or payable to the taxpayer out of or 
under an RCA trust (within the meaning assigned by subsec- 
tion 207.5(1)); 
Related Provisions: 12(1)(n.3) — Retirement compensation arrangement — refund 
of contributions; 56(1)(x), (z) — Retirement compensation arrangement; 104(7.2) — 
Income inclusion re capital interest in trust; 104(13), (14) — Income from trusts; 
105(1) — Value of benefits from trust; 106(2) — Disposition of income interest in 
trust — income inclusion; 208 — Tax payable by exempt person. 
History: The opening words of para. 12(1)(m) substituted by 1994, c. 21, subsec. 6(1), 
applicable to 1988 et seg. The opening words formerly read: 


(m) any amount required by subdivision k to be included in computing the in- 
come of the taxpayer for the year, except 


(n) employees profit sharing plan [or employee 
trust] — any amount received by the taxpayer in the year out of 
or under 


(i) an employees profit sharing plan, or 
(11) an employee trust 


established for the benefit of employees of the taxpayer or of a 

person with whom the taxpayer does not deal at arm’s length; 
Related Provisions: 6(1)(d) — Inclusions — allocations etc. under profit sharing 
plan; 6(1)(g) — Inclusions — employee benefit plan benefits; 20(1)(w) — Deduction 
to employer; 32.1 — Employee benefit plan deductions; 107.1(a) — Distribution of 
property by employee trust deemed at FMV; 144(1) — “Employees profit sharing 
plan” defined; 144(6), (7) — Beneficiary’s receipts. 


Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. 


(n.1) employee benefit plan — the amount, if any, by which 
the total of amounts received by the taxpayer in the year out of 
or under an employee benefit plan to which the taxpayer has 
contributed as an employer (other than amounts included in the 
income of the taxpayer by virtue of paragraph (m)) exceeds the 
amount, if any, by which the total of all amounts 


(i) so contributed by the taxpayer to the plan, or 


(ii) included in computing the taxpayer’s income for any pre- 
ceding taxation year by virtue of this paragraph 


exceeds the total of all amounts 


(iii) deducted by the taxpayer in respect of the taxpayer’s 
contributions to the plan in computing the taxpayer’s income 
for the year or any preceding taxation year, or 


(iv) received by the taxpayer out of or under the plan in any 
preceding taxation year (other than an amount included in the 
taxpayer’s income by virtue of paragraph (m)); 
Related Provisions: 6(1)(a) — Inclusions — value of benefits; 6(1)(¢) — EBP be- 
nefits; 6(10) — Contributions to an EBP; 18(1)(0) — No deduction for EBP contribu- 
tions; 32.1 — EBP deductions; 87(2)(j.3) — Amalgamation — continuation of corpo- 
ration; 107.1(b) — Distribution of property by EBP deemed at cost amount. 


Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. 
(n.2) forfeited salary deferral amounts — where deferred 
amounts under a salary deferral arrangement in respect of an- 
other person have been deducted under paragraph 20(1)(00). in 
computing the taxpayer’s income for preceding taxation years, 
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any amount in respect of the deferred amounts that was deducti- 
ble under paragraph 8(1)(o) in computing the income of the per- 
son for a taxation year ending in the year; 
Related Provisions: 6(1)(a) — Inclusions — value of benefits; 6(1)(1) — Salary 
deferral arrangement payments; 6(11) — Salary deferral arrangement, 87(2)(j.3) — 
Amalgamations — continuing corporation. 


(n.3) retirement compensation arrangement — the total 
of all amounts received by the taxpayer in the year in the course 
of a business out of or under a retirement compensation arrange- 
ment to which the taxpayer, another person who carried on a 
business that was acquired by the taxpayer, or any person with 
whom the taxpayer or that other person does not deal at arm’s 
length, has contributed an amount that was deductible under par- 
agraph 20(1)(r) in computing the contributor’s income for a tax- 
ation year; 

Related Provisions: 56(1)(x)-(z) — Employee’s income inclusion — amounts re- 


ceived from RCA;  87(2)(j.3) — Amalgamation — continuing _ corporation; 
207.5-207.7 — Tax in respect of retirement compensation arrangements. 


Forms: T4A-RCA: Statement of distributions from an RCA. 


(o) [Repealed] 


Related Provisions: 18(1)(m) — Deductions — limitations — royalties; 65 — Al- 
lowance for oil or gas well, mine or timber limit; 66 — Exploration and development 
expenses of principal-business corporations; 69(6), (7) — Unreasonable consideration; 
80.2 — Royalty reimbursements; 104(29) — Flow-through from trust to beneficiaries; 
208 — Tax on certain royalties payable by tax-exempt person; 219(1)(k) — Reduction 
in branch tax; Interpretation Act 8(2.1), (2.2) — Application to exclusive economic 
zone and continental shelf. 


History: Para. 12(1)(0) repealed by 2003, c. 28 , subsec. 1(2), applicable to taxation 
years that begin after 2006. For each taxation year that ends after 2002 and begins 
before 2007, para. 12(1)(0) applied only to the percentage of each amount described by 
that paragraph that is the total of 


(a) that proportion of 100% that the number of days in the taxation year that are 
before 2003 is of the number of days in the taxation year, 


(b) that proportion of 90% that the number of days in the taxation year that are in 
2003 is of the number of days in the taxation year, 


(c) that proportion of 75% that the number of days in the taxation year that are in 
2004 is of the number of days in the taxation year, 


(d) that proportion of 65% that the number of days in the taxation year that are in 
2005 is of the number of days in the taxation year, and 


(e) that proportion of 35% that the number of days in the taxation year that are in 
2006 is of the number of days in the taxation year. 


The above does not apply for the purpose of applying any provision of Part XII of the 
Regulations that makes reference to the income of a taxpayer. 


Para. 12(1)(0) formerly read: 


(0) royalties, etc. — any amount (other than a prescribed amount and an 
amount referred to in paragraph 18(1)(m)) 


(i) that became receivable in the year by 
(A) Her Majesty in right of Canada or of a province, 
(B) an agent of Her Majesty in right of Canada or of a province, or 


(C) a corporation, a commission or an association that is controlled by 
Her Majesty in right of Canada or of a province or by an agent of Her 
Majesty in right of Canada or of a province, and 


(ii) that can reasonably be considered to be a royalty, tax (other than a tax or 
portion of a tax that can reasonably be considered to be a municipal or 
school tax), lease rental or bonus, however described, or to be in respect of 
the late receipt or non-receipt of any of those amounts, in relation to 


(A) the acquisition, development or ownership of a Canadian resource 
property of the taxpayer, or 


(B) the production in Canada 


(I) of petroleum, natural gas or related hydrocarbons from a natural 
accumulation of petroleum or natural gas (other than a mineral re- 
source) located in Canada, or from an oil or gas well located in Can- 
ada, in respect of which the taxpayer had an interest, 


(ID) of sulphur from a natural accumulation of petroleum or natural 
gas located in Canada, from an oil or gas well located in Canada or 
from a mineral resource located in Canada, in respect of which the 
taxpayer had’ an interest, 


(III) to any stage that is not beyond the prime metal stage or its 
equivalent, of metal, minerals (other than iron or petroleum or re- 
lated hydrocarbons) or coal from a mineral resource located in Can- 
ada in respect of which the taxpayer had an interest, 
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(IV) to any stage that is not beyond the pellet stage or its equivalent, 
of iron from a mineral resource located in Canada in respect of 
which the taxpayer had an interest, or 


(V) to any stage that is not beyond the crude oil stage or its 
equivalent, of petroleum or related hydrocarbons from a deposit lo- 
cated in Canada of bituminous sands or oil shales in respect of 
which the taxpayer had an interest; 


Para. 12(1)(o) amended by 2003, c. 28, subsec. 1(1), applicable to amounts that become 
receivable after December 20, 2002. The para. formerly read: 


any amount (other than an amount referred to in paragraph 18(1)(m), paid or 

payable by the taxpayer, or a prescribed amount) that, because of an obligation 
imposed by statute or a contractual obligation substituted for an obligation im- 
posed by statute, became receivable in the year by 


(i) Her Majesty in right of Canada or a province, 
(ii) an agent of Her Majesty in right of Canada or a province, or 


(iii) a corporation, commission or association that is controlled by Her Maj- 
esty in right of Canada or a province or by an agent of Her Majesty in right 
of Canada or a province 


as a royalty, tax (other than a tax or portion of a tax that can reasonably be 
considered to be a municipal or school tax), lease rental or bonus or as an 
amount, however described, that can reasonably be regarded.as being in lieu of 
any such amount, or in respect of the late receipt or non-receipt of any such 
amount, and that can reasonably be regarded as being in relation to 


(iv) the acquisition, development or ownership of a Canadian resource pro- 
perty of the taxpayer in respect of which the obligation imposed by statute or 
the contractual obligation, as the case may be, applied, or 


(v) the production in Canada 


(A) of petroleum, natural gas or related hydrocarbons from a natural ac- 
cumulation of petroleum or natural gas (other than a mineral resource) 
located in Canada or from an oil or gas well located in Canada, 


(B) of sulphur from a natural accumulation of petroleum or natural gas 
located in Canada, from an oil or gas well located in Canada or from a 
mineral resource located in Canada, 


(C) to any stage that is not beyond the prime metal stage or its 
equivalent, of metal, minerals (other than iron or petroleum or related 
hydrocarbons) .or coal from a mineral resource located in Canada, 


(D) to any stage that is not beyond the pellet stage or its equivalent, of 
iron from a mineral resource located in Canada, or 


(E) to any stage that is not beyond the crude oil stage or its equivalent, 
of petroleum or related hydrocarbons from tar sands from a mineral re- 
source located in Canada, 


in respect of which the taxpayer had an interest to which the obligation im- 
posed by statute or the contractual obligation, as the case may be, applied; 


The portion of para. 12(1)(o) after subpara. (iii) amended by 1997, c/ 25, subsec. 2(2), 
applicable to taxation years that begin after 1996. That portion formerly read: 


as a royalty, tax (other than a tax or portion. thereof that may reasonably be 

considered to be a municipal or school tax), lease rental or bonus or as an 
amount, however described, that may reasonably be regarded as being in lieu of 
any such amount, and that may reasonably be regarded as being in relation to 


(iv) the acquisition, development or ownership of a Canadian resource pro- 
perty, or 


(v) the production in Canada 


(A) of petroleum, natural gas or related hydrocarbons from a natural ac- 
cumulation of petroleum or natural gas (other than'a mineral resource) 
or from an oil or gas well, 


(B) to any stage that is not beyond the prime metal stage or its 
equivalent, of metal, minerals (other than iron or petroleum or related 
hydrocarbons) or coal from a mineral resource, 


(C) to any stage that is not beyond the pellet stage or its equivalent, of 
iron from a mineral resource, or 


(D) to any stage that is not beyond the crude oil stage or its equivalent, 
of petroleum or related hydrocarbons from tar sands from a mineral 
resource, 


situated on property in Canada in which the taxpayer had an interest with 
respect to which the obligation imposed by statute or the contractual obliga- 
tion, as the case may be, applied; 
Cl. 12(1)(0)(v)(B) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 7(1), applica- 
ble with respect to amounts that become receivable after July 13, 1990. That cl. for- 
merly read: 
(B) to any stage that is not beyond the prime. metal stage or its equivalent, of 
metal or minerals (other than iron or petroleum or related hydrocarbons) from a 
mineral resource, 


Selected Cases [para. 12(1)(0)]: /mperial Oil Resources Ltd. v. Canada (A.-G.), 
[2010] 2 C.T.C. 104 (FCA) (Remission based on royalties receivable from producing 


S. 12(1)(s) 


properties); French Shoes Ltd. v. R., [1986] 2 C:T.C. 132 (FCTD) (Tenant inducement 
paid to franchise included in income); Midwest Oil Production Ltd. v. R., {1983] C.T.C. 
338 (FCA) (Royalty was “amount receivable” despite interposition of marketing 
board). 


Regulations: 1211 (prescribed amount). 


Remission Orders: Syncrude Remission Order, P.C. 1976-1026 (remission of tax on 
royalties etc. relating to the Syncrude Project). 


Interpretation Bulletins: IT-438R2: Crown charges — resource properties in 
Canada. 


Information Circulars: 86-3: Alberta Royalty Tax Credit — Individuals. 


Forms: T2 SCH 14: Miscellaneous payments to residents; T2 SCH 400: Saskatchewan 
royalty tax rebate calculation; T2 SCH 420: B.C. royalty and deemed income rebate 
calculation and application; T79: Alberta royalty tax rebate (individuals); T81 (IND), 
T81 (CORP): B.C. royalty and deemed income rebate calculation and application; T82: 
Saskatchewan royalty tax rebate. 


(0.1) foreign oil and gas production taxes — the total of 
all amounts, each of which is the taxpayer’s production tax 
amount for a foreign oil and gas business of the taxpayer for the 
year, within the meaning assigned by subsection 126(7); 


History: Para. 12(1)(0.1) added by 2001, c. 17, subsec. 5(3), applicable to taxation 
years of a taxpayer that begin after the earlier of 


(a) December 31, 1999; and 


(b) where, for the purposes of subsec. 117(26), a date is designated in writing by 
the taxpayer and the designation is filed with the Minister of National Revenue on 
or before the taxpayer’s filing-due date for the taxpayer’s taxation year that in- 
cludes June 14, 2001, the later of 


(i) the date so designated, and 
(ii) December 31, 1994. 


(p) certain payments to farmers — any amount received by 
the taxpayer in the year as a stabilization payment, or as a refund 
of a levy, under the Western Grain Stabilization Act or as a pay- 
ment, or a refund of a premium, in respect of the gross revenue 
insurance program established under the Farm Income Protec- 
tion Act; 

Related Provisions: 20(1)(ff) — Deductions — payments by farmers. 


History: Para. 12(1)(p) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 3(1), 
applicable to 1991 et seq. Para. 12(1)(p) formerly read: 


(p) any amount received by the taxpayer as a stabilization payment or as a refund 
of levy under the Western Grain Stabilization Act; 


Regulations: 234-236 (information slips for farm support payments). 


Remission Orders: Farmers’ Income Taxes Remission Order, P.C. 1993-1647 (re- 
mission of tax on certain income under 12(1)(p) for 1992). 


(q) employment tax deduction — any amount deducted 
under subsection 127(13) or (14) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, by the taxpayer for 
the year; 

I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(r) inventory adjustment [depreciation, etc.] — the total 
of all amounts each of which, in respect of a property described 
in the taxpayer’s. inventory at the end of the year and. valued at 
its cost amount to the taxpayer for the purposes of computing 
the taxpayer’s income for the year, is an allowance in respect of 
depreciation, obsolescence or depletion included in that cost 
amount; 

Related Provisions: 10(1) — Inventory valuation; 20(1)(ii) — Deduction allowed in 

next year; 87(2)(j.1) — Amalgamations — inventory adjustment. 
(s) reinsurance commission — the total of all amounts each 
of which is the maximum amount that an insurer may claim in 
the year in respect of a reserve for a reinsurance commission for 
a policy as allowed by regulations made under paragraph 
20(7)(c) in respect of a risk the reinsurance of which is assumed 
by - sea Sd 

Proposed Repeal — 12(1 Ys). 
Letter from haute a gene sre 21, 2005: 


A 


Dear [xxx]: 


Iam writing in ‘response ‘to ai ‘correspondence ‘of October 19, 2005, requesting that 
paragraphs 12(1)(s) and 20(1)Gj) of the Income Tax Act (the “Act”) be oo, be- 
cause of the introduction of subsection 18(9.02) of the Act. 


S. 12(1)(s) 


Subsection 18(9.02) of the Act, introduced in 2001, generally applies to taxation years 
that begin after 1999. This provision was introduced to ensure that the acquisition costs 
(i.e. commissions paid to a broker) that are incurred by an insurer or a reinsurer in 
respect of a policy are deducted as if they were incurred as consideration for services to 
be rendered consistently throughout the period of coverage under the policy. The de- 
duction of acquisition costs over the term of the policy results in a matching of acquisi- 
tion costs with the premium income over the period of coverage under the policy. 


Prior to the introduction of subsection 18(9.02) of the Act, a different mechanism ex- 
isted for matching acquisition costs with premium income. In the case of reinsurance, 
where the insurer cedes to a reinsurer all or part of the risk under a policy issued by the 
insurer, it receives a reinsurance commission from the reinsurer and is entitled to claim 
a reserve for unearned premiums. Paragraphs 12(1)(s) and 20(1)(j) of the Act apply to 
the reinsurer in the taxation year in which it pays the reinsurance commission and in 
subsequent taxation years. Essentially, paragraph 12(1)(s) requires the reinsurer to in- 
clude in computing its income for a particular taxation year the amount the insurer was 
entitled to claim as a reserve for unearned premiums in respect of the re-insurance 
premium paid to the insurer by the reinsurer. Paragraph 20(1)(@j) then permits the rein- 
surer to deduct in computing its income for the following year the amount included in 
computing its income for the particular taxation year under paragraph 12(1)(s). The 
effect of this mechanism is to ensure that the acquisition costs of the re-insurer are 
matched with premium income under the policy. This mechanism also requires the re- 
insurer to deduct the reinsurance commission, as it is included in the income of the 
insurer. : 

With the introduction of subsection 18(9.02), both the insurer and the re-insurer must 
treat the acquisition costs incurred by the insurer in respect of the policy or reinsurance 
commission paid by the reinsurer in respect of the reinsurance policy as if they were 
incurred as consideration for services that are to be rendered consistently throughout 
the period of coverage under the policy. Consequently, there is no need to have 
paragraphs 12(1)(s) and 20(1)Gj) apply to the reinsurer. The premium income of the 
reinsurer from the reinsurance policy will be matched with the reinsurance commission 
expense of the reinsurer over the period of coverage of the reinsurance policy. In fact, 
the existence of paragraphs 12(1)(s) and 20(1)Gj) can cause tax anomalies in the above 
situation by requiring an inclusion in income to offset a deduction that can no longer be 
claimed because of subsection 18(9.02). 


Given this unintended result, it would seem appropriate to repeal paragraphs 12(1)(s) 
and 20(1)Gj) of the Act. We are prepared to recommend to the Minister. of Finance 
such a change for taxation years that begin after 1999. If this recommendation is acted 
upon, it will be included in a future technical bill. 

Yours sincerely, 


Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 18.1(15)— Reinsurer’s sales commissions excluded from 

matchable expenditure rules; 20(1)(jj) — Reinsurance commission — deduction; 

87(2.2) — Amalgamation of insurers; 88(1)(g)—— Windup of subsidiary insurer; 

138(11.5)(k) — Transfer of business by non-resident insurer. 
(t) investment tax credit — the amount deducted under sub- 
section 127(5) or (6) in respect of a property acquired or an ex- 
penditure made in a preceding taxation year in computing the 
taxpayer’s tax payable for a preceding taxation year to the extent 
that it was not included in computing the taxpayer’s income for 
a preceding taxation year under this paragraph or is not included 
in an amount determined under paragraph 13(7.1)(e) or 37(1)(e), 
subparagraph 53(2)(c)(vi) or (h)(ii) or for I in the definition “un- 
depreciated capital cost” in subsection 13(21) or L in the defini- 
tion “cumulative Canadian exploration expense” in subsection 
66.1(6); 

Related Provisions: 12(1)(x) — Other government assistance; 70(1) — Death of a 

taxpayer; 87(2)(j.6) — Amalgamations — continuing corporation; 88(2)(c) — Wind- 

ing-up of a Canadian corporation. 

Interpretation Bulletins: IT-210R2: Income of deceased persons — periodic pay- 


ments and investment tax credit; IT-273R2: Government assistance — general 
comments. 


Information Circulars: 78-4R3: Investment tax credit rates. 


(u) home insulation or energy conversion grants — the 
amount of any grant received by the taxpayer in the year under a 
prescribed program of the Government of Canada relating to 
home insulation or energy conversion in respect of a property 
used by the taxpayer principally for the purpose of gaining or 
producing income from a business or property; 

Related Provisions: 13(7.1) — Deemed capital cost of certain property; 53(2)(k) — 

Adjustments to cost base; 56(1)(s) — Amounts to be included in income for year — 

grants under prescribed programs. 


Regulations: 224 (information return); 5500, 5501 (prescribed program). 


(v) research and development deductions — the amount, 


if any, by which the total of amounts determined at the end of 
the year in respect of the taxpayer under paragraphs 37(1)(d) to 
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(h) exceeds the total of amounts determined at the end of the 
year in respect of the taxpayer under paragraphs 37(1)(a) to 
(cal); 
Related Provisions: 37(1)(c.1) — Deduction allowed in later year. 
Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 
Forms: T2 SCH 14: Miscellaneous payments to residents. 


(w) subsec. 80.4(1) benefit — where the taxpayer is a corpo- 
ration that carried on a personal services business at any time in 
the year or a preceding taxation year, the amount deemed by 
subsection 80.4(1) to be a benefit received by it in the year from 
carrying on a personal services business; 
Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 
(x) inducement, reimbursement, [refund] etc. — any par- 
ticular amount (other than a prescribed amount) received by the 
taxpayer in the year, in the course of earning income from a bus- 
iness. or property, from 


(i) a person or partnership (in this paragraph referred to as 
the “payer”’) who pays the particular amount 


(A) in the course of earning income from a business or 
property, 

(B) in order to achieve a benefit or advantage for the 
payer or for persons with whom the payer does not deal at 
arm’s length, or 


(C) in circumstances where it is reasonable to conclude 
that the payer would not have paid the amount but for the 
receipt by the payer of amounts from a payer, govern- 
ment, municipality or public authority described in this 
subparagraph or in subparagraph (ii), or 

(ii) a government, municipality or other public authority, 


where the particular amount can reasonably be considered to 
have been received 


(iii) as an inducement, whether as a grant, subsidy, forgivable 
loan, deduction from tax, allowance or any other form of in- 
ducement, or 


(iv) as a refund, reimbursement, contribution or allowance or 
as assistance, whether as a grant, subsidy, forgivable loan, 
deduction from tax, allowance or any other form of assis- 
tance, in respect of 


(A) an amount included in, or deducted as, the cost of 
property, or 


(B) an outlay or expense, 


Selected Cases [subpara. 12(1)(x)(iv)]: Hudson Bay Mining & Smelting Co. v. R., 
[2003] 2 C.T.C. 2608 (TCC) (Specific provision re CEE applied over general language 
of para. 12(1)(x)); Canada Safeway Ltd. v. R., [1998] 1 C.T.C. 120 (FCA) (“Reim- 
bursement” does not include refund of tax). 


to the extent that the particular amount 


(v) was not otherwise included in computing the taxpayer’s 
income, or deducted in computing, for the purposes of this 
Act, any balance of undeducted outlays, expenses or other 
amounts, for the year or a preceding taxation year, 


Proposed Addition — 12(1)(x)(v.1) 
(v.1) is not an amount received by the taxpayer in respect 
of a restrictive covenant, as defined by subsection 56.4(1), 
that was included, under subsection 56.4(2), in computing 
the income of a person related to the taxpayer, 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 6(1), 
will add subpara. 12(1)(x)(v.1), applicable after October 7, 2003. 


Technical Notes (July 2010): Paragraph 12(1)(x) provides that certain induce- 
ments, reimbursements, contributions, allowances and assistance received by a tax- 
payer in the course of earning income from a business or property must be included 
in income “to the extent that” the particular amounts have not otherwise been in- 
cluded in income or reduced the cost of a property or the amount of an outlay or 
expense. Paragraph 12(1)(x) is amended consequential to the restrictive covenant 
rules in new section 56.4 (additional commentary is _— in the explanatory 
notes accompanying new section 56.4). j 


Subdivision b — Income or Loss from a Business or Property 


New subparagraph 12(1)(x)(v.1) provides that the income inclusion referred to in 
paragraph (x) does not apply to the extent the amount. in respect of a restrictive cove- 

nant (as s defined by. new subs tion 56. (1)) was included under subsection. 36. .4(2) in- 
computing the income of a , to the 
extent that a taxpayer receives an amount for a restrictive covenant that a person 
related to the taxpayer is req under subsection 56. 4(2) to include i in computing 
income, "paragraph 12(1)(x) will not. apply to Bie the et to include the 

amount in computing the taxpayer’ s income. — — - 


Ce 


(vi) except as provided by subsection 127011. 1), (11.5) or 
(11.6), does not reduce, for the purpose of an assessment 
made or that may be made under this Act, the cost or capital 
cost of the property or the amount of the outlay or expense, 
as the case may be, 


(vii) does not reduce, under subsection (2.2) or 13(7.4) or 
paragraph 53(2)(s), the cost or capital cost of the property or 
the amount of the outlay or expense, as the case may be, and 


(viii) may not reasonably be considered to be a payment 
made in respect of the acquisition by the payer or the public 
authority of an interest in the taxpayer or the taxpayer’s busi- 
ness or property; 


oi hae ame Amendm t : 


: tae Joa) 


Related Provisions: oe Were — Investment tax credits; 12(1)(x.2) — Crown BURN 
refund — income inclusion; 12(2.1)— Receipt of inducement, reimbursement, etc.; 
12(2.2) — Election to exclude amount from income; 13(7.4) — Deemed capital cost of 
certain property; 20(1)(hh) — Repayments of inducements, etc.; 37(1)(d.1) — Reduc- 
tion of R&D pool for provincial super R&D allowance; 53(2)(k) — Reduction in 
ACB — assistance; 53(2.1) — Election; 80(1)“excluded obligation’’(a)(i) — Debt for- 
giveness rules do not apply where amount included under 12(1)(x); 80.2 — Royalty 
reimbursements; 80.3(2) — Deferral of income from assistance to farmers for destroy- 
ing livestock; 87(2)(j.6) — Amalgamations — continuing ‘corporation; 125.4(5) — Ca- 
nadian film/video credit deemed to be assistance; 125.5(5) — Film/video production 
services credit deemed to be assistance; 127(9) — Meaning of “non-government assis- 
tance” for ITC purposes; 127(18) — Reduction of qualified expenditures for ITC to 
reflect assistance; 248(16), (16.1), (18), (18.1) — GST and QST input tax credit, refund 
and rebate deemed to be government assistance. 


History: Subpara. 12(1)(x)(i) amended by 1999, c. 22, subsec. 5(1), applicable to 
amounts received after February 23, 1998 other ae amounts received before 1999 
pursuant to an agreement in writing made before February 24, 1998. The subpara. for- 
merly read: 
(i) a person (in this paragraph referred to as the “payer’’) who pays the particular 
amount in the course of earning income from a business or property or in order 
to achieve a benefit or advantage for the payer or for persons with whom the 
payer does not deal at arm’s length, or 


The portion of para. 12(1)(x). before subpara. (vii) amended by 1998, c. 19, subsec:. 
71(3), applicable to amounts received after 1990 except that, for taxation years. that 
began before 1996, subpara. 12(1)(x)(vi) shall be read without reference to “(11.5) or 
(11.6),”. That portion formerly read: 


(x) inducement, reimbursement, etc. — any amount (other than a prescribed 
amount) received by the taxpayer in the year, in the course of earning income 
from a business or property, from 


(i) a person who pays the amount (in this paragraph referred to ‘as “‘the 
payer”) in the course of earning income from a business or property or in 
order to achieve a benefit or advantage for the payer or for persons with 
whom the payer does not deal at arm’s length, or 


(ii) a government, municipality or other public authority 
where the amount can reasonably be considered to have been received 


(iii) as an inducement, whether as a grant, subsidy, forgivable loan, deduc- 
tion from tax, allowance or any other form of inducement, or 


(iv) as a reimbursement, contribution or allowance or as assistance, whether 
as a grant, subsidy, forgivable loan, deduction from tax, allowance or any 
other form of assistance, in respect of the cost of property or in respect of an 
outlay or expense 


to the extent that the amount 


(v) was not otherwise included in computing the taxpayer’s income, or de- 
ducted in computing, for the purposes of this Act, any balance of undeducted 
outlays, expenses or other amounts, for the year or a preceding taxation year, 


(vi) except as provided by subsection 127(11.1), (11.5) or (11.6), does not 
reduce, for the purpose of an assessment made or that may be made under 
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this Act, the cost or capital cost of the property or the amount of the outlay 
or expense, as the case may be, 


Subsec. 4(4) of the Western Grain Transition Payments Act (1995, c. 17, Sch. II), as 
amended by 1998, c. 19, s. 303, provides, effective for payments made after June 22, 
1995: 


4. (4) Tax treatment — For the purposes of the Income Tax Act, 


(b) a transition payment received in respect of farmland that was, immedi- 
ately before its disposition by the applicant, capital property of the applicant 
shall, where the farmland is disposed of before the payment is received, be 
considered to be an amount required by subsection 53(2) of that Act to be 
deducted in computing the adjusted cost base of the farmland to the appli- 
cant immediately before the disposition; 

(c) a transition payment to which neither paragraph (a) nor (b) applies, re- 
ceived by the applicant, shall be considered to be assistance received in the 
course of earning income from a business or property in respect of the cost 
of the property or in respect of an outlay or an expense; and 


(d) where, pursuant to an equitable arrangement referred to in paragraph 
6(c), a portion of a transition payment received by an applicant is paid to a 
person or partnership that is leasing farmland from the applicant, that portion 
paid to the person: or partnership is required to be included in computing the 
income of the person or partnership from a business for the taxation year of 
the person or partnership in which it is received and the amount so paid is 
deemed not to be a transition payment received by the applicant for the pur- 
poses of paragraphs (a) to (c). 

Subpara. 12(1)(x)(vi) amended by 1996, c. 21, s. 4, applicable to taxation years that 

begin after 1995. The subpara. formerly read: 


(vi) except as provided by subsection 127(11.1), does not reduce, for the pur- 
poses of this Act, the cost or capital cost of the property or the amount of the 
outlay or expense, as the case may be, 


Selected Cases [para. 12(1)(x)]: PSC Elstow Research Farm Inc: v.-R., [2009] 3 
C.T.C. 2157 (TCC) (Government assistance not taxable where previously used to re- 
duce qualified expenditures); Hudson Bay Mining & Smelting Co. v. R., {2003] 2 
C.T.C. 2608 (TCC) (Specific provision re CEE applied over general language of para. 
12(1)(x)); Coughlan v. R., [2001] 4 C.T.C. 2004 (TCC) (Damages for loss of indemnity 
and insurance benefits not taxable); Iron Ore Co. of Canada vy. R.,'[2001] 3 €.T.C. 281 
(FCA); aff’ g [2000] 2 C.T.C. 2402 (TCC) (Extra “or” in enumeration interrupts possi- 
bility that all words to be within same category); Bois Aisé de Roberval Inc. v. R., 
[1999] 4 C.T.C.,.2161. (TCC) (Refunds taxable in year of receipt, regardless of year 
improper expense incurred); Supermarché Ste-Croix Inc. v. Canada, [1996] 1 C.T.C. 
2506 (TCC) (Purchase quotas and first refusal not “interest” in a business; exception 
inapplicable. Compare Supermarché Dubuc & Frére Inc.); CCLC Technologies Inc. v. 
Canada, [1996] 1 C.T.C. 7 (FCTD) (Payments in ordinary course of business are not 
government “assistance’’); RSI Research Ltd. v. Canada, [1993] 2 C.T.C. 2378 (TCC) 
(Amount received in consideration of grant of right to portion of taxpayer’s revenues 
not “non-governmental assistance”); Canada v. Westcoast Energy Inc., [1992] 1 C.T.C. 
261 (FCA) (Damage settlement in negligence action not a “reimbursement” within 
meaning of provision); Woodward Stores Ltd. v. Canada, [1991] 1 C.T.C. 233 (FCTD) 
(“Fixturing allowance” (inducement) was capital receipt). 


Regulations: 234-236 (information slips for farm support payments); 7300 (pre- 
scribed amount). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures; IT-232R3: Losses — their deductibility in the loss year or in other 
years; IT-273R2: Government assistance — general comments. 


1.T. Technical News: 5 (western grain transition payments); 7 (lease inducement 
payments — renewal term); 16 (Canderel, Toronto College Park and Ikea cases); 29 
(application of paragraph 12(1)(x)). 

Application Policies: SR&ED 2005-02: General rules concerning the treatment of 
government and non government assistance. 


CRA Audit Manual: 27.12.4: Farming and fishing income — income tax implica- 
tions — government assistance; 27.5.4: Rebates from coin-operated devices remission 
order; 27.20.0: Inducement payments. 


(x.1) fuel tax rebates — the total of all amounts each of 
which is 
(i) a fuel tax rebate received in the year by the taxpayer under 
subsection 68.4(3) [of] the Excise Tax Act, or 


(ii) the amount determined by the formula 


10 (A —B)-—C 
where 


A is the total of all fuel tax rebates under subsections 
68.4(2) and (3.1) of that Act received in the year by the 
taxpayer, 

is the total of all amounts, in respect,of fuel tax rebates 
under section 68.4 of that Act received in the year by the 
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taxpayer, repaid by the taxpayer under subsection 68.4(7) 
of that Act, and 


is the total of all amounts, in respect of fuel tax rebates 
under section 68.4 of that Act received in the year, de- 
ducted under subsection 111(10) in computing the tax- 
payer’s non-capital losses for other taxation years; 
Related Provisions: 87(2)(uu)— Fuel tax rebates; 88(1)(e.2) — Winding-up; 
111(10) — Fuel tax rebate — loss abatement; 111(11) — Fuel tax rebate — partner- 
ships; 161(7)(a)(viit) — Effect of carry-back of loss, etc.; 164(5)(a) — Effect of carry- 
back of loss, etc.; 164(5.1)(a) — Effect of carry-back of loss, etc.; 257 — Formula can- 
not calculate to less than zero. 
History: Subpara. 12(1)(x.1)(ii) amended by 1997, c. 26, s. 82, applicable to 1997 et 
seq. Subpara. (xi.1)(ii) formerly read: 
(ii) the amount, if any, by which 
(A) 10 times the amount, if any, by which 
(I) the total of all fuel tax rebates under subsection 68.4(2) of that Act 
received in the year by the taxpayer 
exceeds 


(I) the total of all amounts, in respect of fuel tax rebates under subsec- 
tion 68.4(2) of that Act received in the year by the taxpayer, repaid by 
the taxpayer under subsection 68.4(7) of that Act 

exceeds 


(B) the total of all amounts, in respect of fuel tax rebates under subsection 
68.4(2) of that Act received in the year, deducted under subsection 111(10) 
in computing the taxpayer’s non-capital loss for a year; 
Para. 12(1)(x.1) added by 1994, c. 7, Sch. VI (1992, c. 29), s. 2, applicable to 1992 et 
seq. 
(x.2) Crown charge [royalty] rebates — [Phased in until 
2012 — see below] the total of all amounts each of which is an 
amount that 


(i) was received by the taxpayer, including by way of a de- 
duction from tax, in the year as a refund, reimbursement, 
contribution or allowance, in respect of an amount that was 
at any time receivable, directly or indirectly in any manner 
whatever, by Her Majesty in right of Canada or of a province 
in respect of 
(A) the acquisition, development or ownership of a Cana- 
dian resource property, or 
(B) the production in Canada from a mineral resource, a 
natural accumulation of petroleum or natural gas, or an oil 
or a gas well, and 
(ii) was not otherwise included in computing the taxpayer’s 
income for the year or a preceding taxation year; 
Related Provisions: 12(1)(x)(iii), (iv) — Alternative income inclusion. 


History: Para. 12(1)(x.2) added by 2003, c. 28, subsec. 1(3), applicable to taxation 
years that end after 2002, except that for each taxation year that begins before 2012 
para. 12(1)(x.2) applies to the amount determined in respect of that taxation year by the 
formula 


[A-(BxCxD)]xE 
where 
A is the amount to which that paragraph would apply but for this subsection; 


B is the total of all amounts each of which was received by. the taxpayer in the 
taxation year under Division | of Part 6 or Part 11 of the Alberta Corporate Tax 
Act, R.S.A. 2000, c. A-15; 


Gas 
(a) in the case of an individual, 1, 


(b) in the case of a taxable Canadian corporation, the greater of 0 and the frac- 
tion determined by the formula 


1 — (F/$3 million) 
where 


F is the amount by which the Alberta crown royalty, within the meaning 
assigned by Division 1 of Part 6 of the Alberta Corporate Tax Act, of the 
corporation for the taxation year exceeds $2 million, and 


(c) in any other case, 0; 
D is the percentage that is the total of 


(a) that proportion of 50% that the number of days in the taxation year that are 
before 2008 is of the number of days in the taxation year, 
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(b) that proportion of 40% that the number of days in the taxation year that are 
in 2008 is of the number of days in the taxation year, 


(c) that proportion of 30% that the number of days in the taxation year that are 
in 2009 is of the number of days in the taxation year, 


(d) that proportion of 20% that the number of days in the taxation year that are 
in 2010 is of the number of days in the taxation year, and 


(e) that proportion of 10% that the number of days in the taxation year that are 
in 2011 is of the number of days in the taxation year; and 

ES 
(a) for the purpose of applying any provision of Part XII of the Income Tax 
Regulations, nil, and 
(b) for any other purpose, the percentage that is the total of 


(i) that proportion of 10% that the number of days in the taxation year that 
are in 2003 is of the number of days in the taxation year, 


(ii) that proportion of 25% that the number of days in the taxation year that 
are in 2004 is of the number of days in the taxation year, 


(iii) that proportion of 35% that the number of days in the taxation year 
that are in 2005 is of the number of days in the taxation year, 


(iv) that proportion of 65% that the number of days in the taxation year 
that are in 2006 is of the number of days in the taxation year, and 


(v) that proportion of 100% that the number of days in the taxation year 
that are after 2006 is of the number of days in the taxation year. 


(y) automobile provided to partner — where the taxpayer 
is an individual who is a member of a partnership or an em- 
ployee of a member of a partnership and the partnership makes 
an automobile available in the year to the taxpayer or to a person 
related to the taxpayer, the amounts that would be included by 
reason of paragraph 6(1)(e) in the income of the taxpayer for the 
year if the taxpayer were employed by the partnership; 


History: Para. 12(1)(y) amended by 1997, c. 10, s. 268, applicable to 1996 et seq. 
Para. (y) formerly read: 


(y) where the taxpayer is an individual who is a member of a partnership or an 
employee of a member of the partnership and the partnership makes an automo- 
bile available in the year to the taxpayer or to a person related to the taxpayer, 
the amounts that would be included, by reason of paragraph 6(1)(e) or by reason 
of paragraph 6(1)(e.1) if that paragraph were read without reference to paragraph 
6(1)(a), in the income of the taxpayer for the year if the taxpayer were employed 
by the partnership; 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


(z) amateur athlete trust payments — any amount in re- 

spect of an amateur athlete trust required by section 143.1 to be 

included in computing the taxpayer’s income for the year; 
Related Provisions: 143.1(2) — Amounts included in beneficiary’s income. 


History: Para. 12(1)(z) added by 1994, c. 7, Sch VIII (1993, c. 24), subsec. 3(2), appli- 
cable to 1988 et seq. 


Forms: T1061: Canadian amateur athletic trust group information return. 


(z.1) qualifying environmental trusts — the total of all 
amounts received by the taxpayer in the year as a beneficiary 
under a qualifying environmental trust, whether or .not the 
amounts are included because of subsection 107.3(1) in comput- 
ing the taxpayer’s income for any taxation year; 
Related Provisions: 20(1)(ss) — Deduction for contribution to qualifying environ- 
mental trust; 87(2)G.93) — Amalgamations — continuing corporation; 107.3(2) — 
Where property of qualifying environmental trust transferred to beneficiary; 
107.3(3) —Income where trust ceases to be qualifying environmental trust; 
107.3(4) — No income inclusion under 104(13) for amounts payable by trust. 


History: Para. 12(1)(z.1) amended by 1998, c. 19, s. 2, applicable to taxation years 
that end after February 18, 1997. The para. formerly read: 


(z.1) mining reclamation trusts — the total of all amounts received by the tax- 
payer in the year as a beneficiary under a mining reclamation trust, whether or 
not such amounts are included because of subsection 107.3(1) in computing the 
taxpayer’s income for any taxation year; 


Para. 12(1)(z.1) added by 1995, c. 3, s. 2, applicable to taxation years that end after 
February 22, 1994. 
(z.2) dispositions of interests in qualifying 
environmental trusts — the total of all amounts each of 
which is the consideration received by the taxpayer in the year 
for the disposition to another person or partnership of all or part 
of the taxpayer’s interest as a beneficiary under a qualifying en- 


Subdivision b — Income or'Loss froma Business or Property 


vironmental trust, other than consideration that is the assumption 
of a reclamation obligation in respect of the trust; 
Related Provisions: 20(1)(tt) — Deduction for acquisition of interest in qualifying 
environmental trust; 39(1)(a)(v) — No capital gain on disposition of interest; 50(1) — 
Conditions for business investment loss where. shares or debt still owned; 
87(2)(j.93) — Amalgamations — continuing corporation; 107.3(1)(b) — Where. bene- 
ficiary not resident in Canada. 
History: Para. 12(1)(z.2) amended by 1998, ¢. 19, s. 2, applicable to taxation years 
that end after February 18, 1997. The para. formerly read: 


(z.2) dispositions of interests in mining reclamation trusts — the total of all 
amounts each of which is the consideration received by the taxpayer in the year 
for the disposition to another person or partnership of all or part of the taxpayer’s 
interest as a beneficiary under a mining reclamation trust, other than considera- 
tion that is the assumption of a mining reclamation diae ee in respect of the 
trust; ' 


Para. 12(1)(z.2) added by 1995, c. 3, s. 2, applicable to taxation years that end after 
February 22, 1994. 
(z.3) debt forgiveness — any amount required because of 
subsection 80(13) or (17) to be included in computing the tax- 
payer’s income for the year; 
History: Para. 12(1)(z.3) added by 1995, c. 21, s. 76, applicable to taxation years that 
end after February 21, 1994. 
(z.4) eligible funeral arrangements — any amount required 
because of subsection 148.1(3) to be included in computing the 
taxpayer’s income for the year; 
History: Para. 12(1)(z.4) added by 1995, c. 21, s: 76, applicable to. 1993 et seq. 
Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


(z.5) TFSA amounts — any amount required by subsection 
146.2(9) or section 207.061 to be included in computing the tax- 
payer’s income for the year; and 
Related Provisions: 212(1)(p) — Non-resident withholding tax: 
History: Para. 12(1)(z.5) amended by 2010, c. 25, s. 4, applicable after October 16, 
2009. It formerly read: 
(z.5) former TFSA [after death] — any amount required because of subsection 
146.2(9) to be included in computing the taxpayer’s income for the year; and 
Para. 12(1)(z.5) added by 2009, c. 2, subsec. 4(1), applicable to 2009 et seq. 


Former para. 12(1)(z.5) repealed by 2003, c. 28, subsec. 1(4), applicable to taxation 
years that begin after 2006. For each taxation year that ended after 2002 and began 
before 2007, the reference to “25%” in para. 12(1)(z.5) is to be read as a reference to 
the percentage that is the total of 


(a) that proportion of 25% that the number of days in the taxation year that are 
before 2003 is of the number of days in the taxation year, 
(b) that proportion of 22.5% that the number of days in the taxation year that are in 
2003 is of the number of days in the taxation year, 
(c) that proportion of 18.75% that the number of days in the taxation year that are 
in 2004 is of the number of days in the taxation year, 
(d) that proportion of 16.25% that the number of days in the taxation year that are 
in 2005 is of the number of days in the taxation year, and 
(e) that proportion of 8.75% that the number of days in the taxation year that are in 
2006 is of the number of days in the taxation year. 
Former para. 12(1)(z.5) formerly read: 
(z.5) resource loss — 25% of the taxpayer’s prescribed resource loss for the 
year; and 
Former para. 12(1)(z.5) added by 1997, c. 25, subsec. 2(3), applicable to taxation years 
that begin after 1996. 
(z.6) refunds [of countervailing or anti-dumping du- 
ties] — any amount received by the taxpayer in the year in re- 
spect of a refund of an amount that was deducted under para- 
graph 20(1)(vv) in computing income for any taxation year. 
Related Provisions: 13(21)“undepreciated capital cost’”K — Deduction of refund 
from UCC of depreciable property. 


History: Para. 12(1)(z.6) added by 1999, c. 22, subsec. 5(2), applicable to amounts 
received after February 23, 1998. 


(2) Interpretation — Paragraphs (1)(a) and (b) are enacted for 
greater certainty and shall not be construed as implying that any 
amount not referred to in those paragraphs is not to be included in 
computing income from a business for a taxation year whether it is 
received or receivable in the year or not. 


Selected Cases [subsec. 12(2)]: Maritime Telegraph and Telephone Co. y. Can- 
ada, [1991] 1 C.T.C. 28 (FCTD); aff'd [1992] 1 C.T.C. 264 (FCA) (The principle that 
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amounts not referred to in para. 12(1)(b) may still be included in computing income 
precludes taxpayer from changing method of reporting income for tax purposes): 


eH 


01) No pions $., Pair 


(2.1) Receipt of inducement, reimbursement, etc. — For the 
purposes of paragraph (1)(x), where at a particular time a taxpayer 
who is a beneficiary of a trust or a member of a partnership has 
received an amount as an inducement; whether as a grant, subsidy, 
forgivable loan, deduction from tax, allowance or any other form of 
inducement, in respect of the activities of the trust or partnership, or 
as a reimbursement, contribution; allowance or as. assistance; 
whether as a grant, subsidy, forgivable loan, deduction from tax, 
allowance or any other form of assistance, in respect of the cost of 
property or. in respect of an expense of the trust or partnership, the 
amount shall be ‘deemed to have been received at that time by the 
trust or partnership, as the case may be, as such an inducement, re- 
imbursement, contribution, allowance or assistance. 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


(2.2) Deemed outlay or expense — Where 


(a) in a taxation year a taxpayer. receives an amount that would, 
but for this subsection, be included under paragraph (1)(x) in 
computing the taxpayer’s income for the year in respect of an 
outlay or expense (other than an outlay or expense in respect of 
the cost of property of the taxpayer) made or incurred by the 
taxpayer before the end of the following taxation year, and 


(b) the taxpayer elects under this subsection on or before the day 
on or before which the taxpayer’s return of income under. this 
Part for the year is required to be filed, or would. be required to 
be filed if tax under this Part were payable by the taxpayer for 
the year or, where the outlay or expense is made or incurred in 
the following taxation year, for that following year, 


the amount of the outlay or expense shall. be deemed for the purpose 
of computing the taxpayer’s income, other than for the purposes of 
this subsection and paragraphs (1)(x) and 20(1)(hh), to have always 
been the amount, if any, by which 


(c) the amount of the outlay or expense 
exceeds 


(d) the lesser of the amount elected by the taxpayer under this 
subsection and the amount so received by the taxpayer, 


and, notwithstanding subsections 152(4) to (5), such assessment or 
reassessment of the taxpayer’s tax, interest and penalties under this 
Act for:any taxation year shall be made as is necessary to give ef- 
fect to the election. 

Related Provisions: 20(1)(hh) — 
reimbursements; 87(2)(j.6) — Amalgamations — Continuing corporation; 
Reg. 600 — Late filing or revocation of election. 


History: Subsec. 12(2.2) substituted by 1994, c. 7, Sch. VII (1993, c. 24), ‘subsec. 
3(3), applicable with respect to:amounts received after January 1990: Subsecs 12(2.2) 
formerly read: 


Repayments of inducements, etc.; 80.2 — Royalty 
220(3.2), 


(2.2) Where a taxpayer has in a taxation year received an amount that would, but 
for this subsection, be included in computing the taxpayer’s income for the year 
by reason of paragraph (1)(x) in respect of an outlay or expense made or incurred 
by the taxpayer in the year, in any of the 3 taxation years immediately preceding 
the year or in the taxation year immediately following the year (other than an 
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outlay or expense in respect of the cost of property of the taxpayer) and the tax- 
payer elects under this subsection on or before the day on or before which the 
taxpayer’s return of income under this Part is required to be filed, or would be 
required to be filed if the taxpayer had tax payable, for the year, or, where the 
outlay or expense is made or incurred in the taxation year immediately following 
the year, for that following year, the amount of the outlay or expense shall be 
deemed, for the purposes of computing the income of the taxpayer, other than for 
the purposes of this subsection and subparagraphs (1)(x)(iv) and 20(1)(hh)(ii), to 
have always been the amount, if any, by which 


(a) the amount of the outlay or expense 

exceeds 
(b) the lesser of the amount elected by the taxpayer under this subsection and 
the amount so received by the taxpayer, 


and, notwithstanding subsections 152(4) and (5), such assessment or reassess- 
ment of the taxpayer’s tax, interest and penalties under this Act for any taxation 
year shall be made as is necessary to give effect to the election. 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 
CRA Audit Manual: 27.20.5: Inducement payments — elective provisions. 


(3) Interest income [corporation, etc. — accrual to year- 
end] — Subject to subsection (4.1), in computing the income for a 
taxation year of a corporation, partnership, unit trust or any trust of 
which a corporation or a partnership is a beneficiary, there shall be 
included any interest on a debt obligation (other than interest in re- 
spect of an income bond, an income debenture, a small business 
bond, a small business development bond, a net income stabiliza- 
tion account or an indexed debt obligation) that accrues to it to the 
end of the year, or becomes receivable or is received by it before 
the end of the year, to the extent that the interest was not included 
in computing its income for a preceding taxation year. 

Related Provisions: 12(4) — Annual accrual for individuals and trusts; 12(4.1) — 
Impaired debt obligations; 12(9) — Deemed accrual; 12.2(8) — Deemed acquisition of 
interest in annuity; Reserve for doubtful debts; 
20(14.1) — Interest on debt obligation; 20(19) — Annuity contract; .87(2)(j.4) — 
Amalgamations — continuing corporation; 138(11.5)(k) — Transfer of business by 
non-resident insurer; 138(12)“gross investment revenue”E(b) — Inclusion in gross in- 
vestment revenue of insurer; 142.3(1)(c) — No income accrual from specified debt ob- 
ligation; 142.4(1)‘‘tax basis”(b) — Disposition of specified debt obligation by financial 
institution; 142.5(3)(a) — Mark-to-market debt obligation; 148(9)“adjusted cost ba- 
sis” D — Inclusion in “adjusted cost basis”. 

History: Subsec. 12(3) amended by 1998, c. 19, subsec. 71(4), applicable 


(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b). 


The subsec. formerly read: 


(3) Notwithstanding paragraph (1)(c), in computing the income for a taxation 
year of a corporation, partnership, unit trust or any trust of which a corporation 
or a partnership is a beneficiary, there shall be included any interest on a debt 
obligation (other than interest in respect of an income bond, an income deben- 
ture, a small business development bond, a small business bond, a net income 
stabilization account or an indexed debt obligation) that accrues to it to the end 
of the year, or becomes receivable or is received by it before the end of the year, 
to the extent that the interest was not included in computing its income for a 
preceding taxation year. 


Subsec. 12(3) substituted by 1994, c. 21, subsec. 6(2), applicable to debt obligations 
issued after October 16, 1991. That subsec. formerly read: 


(3) Interest income — Notwithstanding paragraph (1)(c), in computing the in- 
come for a taxation year of a corporation, partnership, unit trust or any trust of 
which a corporation or a partnership is a beneficiary, there shall be included any 
interest on a debt obligation (other than interest in respect of an income bond, an 
income debenture, a small business development bond, a small business bond or 
a net income stabilization account) that accrues to it to the end of the year, or 
becomes receivable or is received by it before the end of the year, to the extent 
that the interest was not included in computing its income for a preceding taxa- 
tion year. 


Subsec. 12(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 3(4), to substitute 
“a small business bond or a net income stabilization account” for “‘or a small business 
bond”, applicable to 1991 et seg. 


Regulations: 303 (amount deductible under subsec. 20(19)). 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies; IT-142R3: Settlement of debts on the winding-up of a corporation; IT-265R3: 
Payments of income and capital combined (archived); IT-396R: Interest income. 


(4) Interest from investment contract [annual accrual] — 
Subject to subsection (4.1), where in a taxation year a taxpayer 
(other than a taxpayer to whom subsection (3) applies) holds an in- 
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terest in an investment contract on any anniversary day of the con- 
tract, there shall be included in computing the taxpayer’s income 
for the year the interest that accrued to the taxpayer to the end of 
that day with respect to the investment contract, to the extent that 
the interest was not otherwise included in computing the taxpayer’s 
income for the year or any preceding taxation year. 


Proposed Amendment — 12(4) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
177(2), will amend subsec. 12(4) by substituting “(4.1), if” for “(4.1), where” and “an 
interest in, or fy civil law a cgi in,” for “an interest in”, to come into force on Royal 
Assent. : : 


Technical Notes (July 201 0): As part of the hatesnitcation! Lot federal eemtibon, 
the Government has undertaken to review all its legislation where provincial private 
law concepts are found in order to reflect ota the common law and wile civil 
law, in both official languages. bey 


As part of this harmonization initiative, federal tax febisintion | is bedi jevielwed: Sev- 
eral changes to the legislation have already been implemented, namely by way of the 
Income Tax Amendments Act, 2000, S.C. 2001, c. 17. The bees, amendments con- 
tinue this harmonization initiative. 


Ts Part proposes amendments to the Income Tax net concerning ge ae of 
“Joint and several liability” / “solidary liability”, “tangible property” / * ‘corporeal pro- 
perty”, “intangible property” / “incorporeal property”, “personal property” / “movable 

property”, “real property” / “immovable property”, “interest” / “right” which are fur- 

ther described below. The proposed amendments are not intended to change | the current 
application of the amended provisions; they purport to reflect the concepts and termi- 
nology of the common law and the civil law in both official languages. They wig come 

into force on Royal Assent to this Bill. . 


Joint and Several Liability and Solidary Liability 


The French version of the current tax legislation uses the term “solidairement”, which 
is appropriate for both civil law and common law. Therefore, the French version does 
not need to be amended. / y a . a 


98; 


a 


In the English version of the current tax eee only the term “jointly and sever- 
ally” is used. This term is maintained for common law purposes. The term “jointly and 
severally” is no longer adequate i in civil law in English and has been replaced with the 
term “solidarily”. Therefore, it is appropriate to add the term * ‘solidarily” in the English 
version in order to reflect the civil law. FD 


Te angible and Corporeal Property 


In the French version of the current tax legislation, only the civil law erincloey “bien 
corporel’ is used. In the root version, only the common Sia term * ‘tangible ine 
perty” is used. : 


In the French version of ae legislation, it is appropriate to add the term “bien fangiPle; 
in order to reflect the common law. J 


In the English version of the legislation, iti is s appropriate % add the term “conporeal 
property” in order to reflect the civil law. 


Intangible and Incorporeal Property 


In the French version of the current tax legislation, as the civil ne terminology “bien 
incorporel” i is used. In the English version, non the common law term “intangible pro- 


perty” i is used. 


In the French version . the he ae: it is appropriate to add the term pie ieee 
ble” in order to reflect the common law. Where it is appropriate to do so, the shared 
elements of the relevant terms are combined in the phrase “bien incorporel ou intangi- 
ble”, which refers to both systems of law. : 


In the English version of the legislation, it is appropriate to add the term “incorporeal 
property” in order to reflect the civil law. Where it is appropriate to do so, the shared 
elements of the relevant terms are combined in ie phrase camer or eg an 
property”, which refers to both systems of law. — : 


Personal Property and Movable Property 


In the French version of the current tax legislation, only the civil law retieiotayObien 
meuble” is used. In the English version, the terms _ oa: and “chattels” 
are used to reflect the common law. — 


It is therefore appropriate to add in the eon version a es to the term “bien 
personne?” in order to reflect the common law. Where it is appropriate to do so, the 
shared elements of the relevant terms are combined in the phrase “bien meuble ou per- 
sonnel’, which refers to both systems of law. 


In the English version of the legislation, the term “movable” is added in order es reflect 
the civil law. Where it is appropriate to do so, the shared elements are combined os the 
phrase “personal or movable property”, which refers to both systems of law. 


Real Property and Immovable Property 


In the French version of the current tax legislation, only the civil law a enleoide “bien 


immeuble” is used. In the ae lonpiie _ the common oe - sas “real is 
perty”’ is used. : 


It is therefore appropriate to add a reference, in the Rerich version, to the term “bien: 
réel’ in order to reflect the common law. Where it is appropriate to do so, the shared 
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elements of the relevant terms are combined in the phrase “bien immeuble ou réel’, 
which refers to both systems of law. — 


In the English version of the legislation, the term *ipanpyable’ “is add din order to 
reflect the civil law. Where it is appropriate to do so, the shared elements. of the rele- 
vant terms are combined in the Joris eal or ‘immovable Property”, which refers to 
both systems of law. ; onion! Noe 


[See also 248(4.1) on the term “real oe aes an immovable) - edhe. - 
Interest and Right : . 
Generally, i in the current tax ae the common law term ‘ A nlevese am the civil 
law term “droit” are used to refer to the relationship that exists between a person and 
property. At common law, it is possible to have a right ¢ or an interest in property; an 


interest in property aiimane pnnolves rights in aren while the reverse is not al- 
ways true. 


' lad 


For purposes of the ae law, it is soporte to slnpit se application Us dic term 
“droit” in the French version to the civil law, unless otherwise provided. In the English 
version, it is appropriate. to add a reference to the concep f “right” in order to address 
the civil law audience and to Lcepene aent the res Oh or term: to the civil law, 
unless otherwise provided. 7 


The term “interest” is a common law concept that is rasta into Freeh y the term 
“intérét’. \t is therefore appropriate to add a reference to the concept of * en ‘in the 
French version in order to Addeess | the common ta pes tee 


Related Provisions: 12(4.1) — Impaired debt obligations; 12(9) — Deemed accrual; 
12(11) — Investment contract; 20(14.1) — Interest on debt obligation. 


History: Subsec. 12(4) amended by 1998, c. 19, subsec. 71(4), applicable 
(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b). 


The subsec. formerly read: 


(4) Idem [annual accrual] — Where in a taxation year a taxpayer (other than a 
taxpayer to whom subsection (3) applies) holds an interest in an investment con- 
tract on any anniversary day of the contract, there shall be included in computing 
the taxpayer’s income for the year the interest that accrued ‘to the taxpayer to the 
end of that day with respect to the investment contract, to the extent that the 
interest was not otherwise included in computing the taxpayer’s income for the 
taxation year or any preceding taxation year. 


Regulations: 201(4) (information return). 

Interpretation Bulletins: IT-265R3: Payments of income and capital combined 
(archived); IT-415R2: Deregistration of RRSPs (archived). 

Advance Tax Rulings: ATR-61: Interest accrual rules. 


(4.1) Impaired debt obligations — Paragraph (1)(c) and subsec- 
tions (3) and (4) do not apply to a taxpayer in respect of a debt 
obligation for the part of a taxation year throughout which the obli- 
gation is impaired where an amount in respect of the obligation is 
deductible because of subparagraph 20(1)(1)(i) in computing the 
taxpayer’s income for the year. 

History: Subsec. 12(4.1) added by 1998, c. 19, subsec. 71(4), applicable 

(a) to taxation years that end after September 1997; and 


(b) to.a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para, 81(11)(b). 


(5)-(8) [Repealed under former Act] 


(9) Deemed accrual — For the purposes of subsections (3), (4) 
and (11) and 20(14) and (21), where a taxpayer acquires an interest 
in a prescribed debt obligation, an amount determined in prescribed 
manner shall be deemed to accrue to the taxpayer as interest on the 
obligation in each taxation year during which the taxpayer holds the 
interest in the obligation. 


Proposed Amendment — 12(9) 


(9) Deemed accrual — For the purposes of subsections (3), (4) 


and (11) and 20(14) and (21), if a taxpayer acquires an interest in, 
or for civil law a right in, a prescribed debt obligation, an amount 
determined in prescribed manner shall be deemed to accrue to the 


taxpayer as interest on the obligation in each taxation year during 


which the taxpayer holds the interest or the right in the obligation. 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. — 
177(3), will amend subsec. 1209) to read as above, to come into Tore on Royal 
Assent. 


Technical Notes (July 2010): See oe 1214). 
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Related Provisions: 16(3) — Obligation issued at discount; 18.1(14) — Right to 
receive production deemed to be debt obligation; 87(2)(j.4) — Amalgamations — ac- 
crual rules; 142.3(1)(c) — No income accrual from specified debt obligation. 


History: Subsec. 12(9) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 7(2), to 
add reference to subsection (11) and to substitute “acquires” for “has at any time ac- 
quired”, applicable with respect to investment contracts last acquired after 1989. 


Regulations: 7000 (prescribed debt obligation, prescribed manner). 


Interpretation Bulletins: IT-396R: Interest ‘income; IT-410R: Debt obligations — 
accrued. interest on transfer (archived). 


Advance Tax Rulings: ATR-61: Interest accrual rules. 


(9.1) Exclusion of proceeds of disposition — Where a tax- 
payer disposes of an interest in a debt obligation that is a debt obli- 
gation in respect of which the proportion of the payments of princi- 
pal to which the taxpayer is entitled is not equal to the proportion of 
the payments of interest to which the taxpayer is entitled, such por- 
tion of the proceeds of disposition received by the taxpayer as can 
reasonably be considered to represent a recovery of the cost to the 
taxpayer of the interest in the debt obligation shall, notwithstanding 
any other provision of this Act, not be included in computing the 
income of the taxpayer, and for the purpose of this subsection, a 
debt obligation includes, for greater certainty, all of the issuer’s ob- 
leans to Met! principal and interest under that obligation. 


_ Proposed Amendment — 12(9.1) 


(9. 1) Exclusion of proceeds of disposition ~ —- If a taxpayer 

disposes of an interest in, or for civil law a right in, a debt obliga- 
tion that is a debt obligation in respect of which the proportion of 

the payments of principal to which the taxpayer is entitled is not 

equal to the proportion of the payments of interest to which the 

taxpayer is entitled, the portion of the proceeds of disposition re- 

ceived by the taxpayer that can reasonably be considered to re- 
present a recovery of the cost to the taxpayer of the interest or the 

right in the debt obligation shall, notwithstanding any other provi- 

sion of this Act, not be included in computing the income of the 

taxpayer, and for the purpose of this subsection, a debt obligation 

includes, for greater certainty, all of the issuer’s obligations to pay 

principal and interest under that obligation. 


Application: ‘The July 16, 2010 draft. legislation (Part 2, — bijuralism), subsec. | 


177), will amend subsec. ree. 1) to read as es to come into force on Royal 


Assent. 
Technical Nate ce 201 0): See under ho 


History: Subsec. 12(9.1) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
3(5), applicable with respect to dispositions of debt obligations occurring after October 
16, 1991. Subsec. 12(9.1) formerly ‘read: 


(9.1) Exception — Where a taxpayer disposes of an interest in a debt obligation 
that, by virtue of paragraph 7000(1)(b) of the Income Tax Regulations, is a pre- 
scribed debt obligation for the purposes of subsection (9), such portion of the 
proceeds of the disposition received by the taxpayer as may reasonably be con- 
sidered to represent a recovery of the cost to the taxpayer of the debt obligation 
shall, notwithstanding any other provision of this Act, not be included in com- 
puting the taxpayer’s income under this Part. 


Interpretation Bulletins: IT-396R: Interest income. 


(10) [Repealed under former Act] 


(10.1) Income from RHOSP — Notwithstanding any other provi- 
sion of this Act; where an individual was at the end of 1985 a bene- 
ficiary under a registered home ownership savings plan (within the 
meanings assigned by paragraphs 146.2(1)(a) and (h) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, as 
they read in their application to the 1985 taxation year), that portion 
of the income that can reasonably be’ considered to have accrued 
under the plan before 1986 (other than the portion thereof that can 
reasonably be considered to be attributable to amounts contributed 
after May 22, 1985 to or under’the plan) shall not be included in 
computing the income of the individual or of any other person. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-396R: Interest income. 
(10.2) NISA receipts — There shall be included in computing a 


taxpayer’s income for a taxation year from a property the total of all 
amounts each of which is the amount determined by the formula 


S. 12(10.2) 


A—B 
where 


A is an amount paid at a particular time in the year out of the tax- 
payer’s NISA Fund No. 2; and 


Bis the amount, if any, by which 
(a) the total of all amounts each of which is 


(i) deemed by subsection (10.4) or 104(5.1) or (14.1) to 
have been paid out of the taxpayer’s NISA Fund No. 2 
before the particular time, or 


(ii) deemed by subsection 70(5.4) or 73(5) to have been 
paid out of another person’s NISA Fund No. 2 on being 
transferred to the taxpayer's NISA Fund No. 2 before the 
particular time, 


exceeds 


(b) the total of all amounts each of which is the amount by 
which an amount otherwise determined under this subsection 
in respect of a payment out of the taxpayer’s NISA Fund No. 
2 before the particular time was reduced because of this 
description. 
Related Provisions: 104(6)(b)(ii.1), (iii) — Limitation on deduction by trust for 
amount payable to beneficiaries; 104(14.1) — NISA election; 108(1) — “accumulating 
income”; 125(7)“income of the corporation for the year from an active business” (b) — 
“Income of the corporation for the year from an active business”; 129(4)“aggregate 
investment income”’(b)(ii) — Exclusion from calculation of refundable dividend tax on 
hand; 212(1)(t) — NISA Fund No. 2 payments to non-residents; 214(3)(1) — Non-resi- 
dent withholding tax; 248(9.1) — Whether trust created by taxpayer’s will. 


History: Para. (a) of the description of B in subsec. 12(10.2) amended by 2007, c. 35, 
subsec. 9(1), applicable to the balance in a NISA Fund No.-2 to the extent that that 
balance consists of contributions made to the fund, and amounts earned on those contri- 
butions, in 2008 et seg. The para. formerly read: 


(a) the total of all amounts each of which is deemed by subsection 104(5.1) or 
(14.1) to have been paid out of the taxpayer’s NISA Fund No. 2 before the par- 
ticular time, or is deemed by subsection 70(5.4) or 73(5) to have been paid out of 
another person’s NISA Fund No. 2 on being transferred to the taxpayer’s NISA 
Fund No. 2 before the particular time, 
Subsec. 12(10.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 3(6), applicable 
to 1991 et seq. 


Regulations: 201(1)(e) (information return). 


Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-243R4: Dividend refund to private corporations; IT-305R4: Testamentary spouse 
trusts. 


(10.3) Amount credited or added not included in income — 
Notwithstanding any other provision of this Act, an amount credited 
or added to a taxpayer’s NISA Fund No. 2 shall not be included in 
computing the taxpayer’s income solely because of that crediting or 
adding. 

History: Subsec. 12(10.3) added by 1994, c. 7, Sch. VIII (1993, c..24), subsec. 3(6), 
applicable to 1991 et seq. 

Forms: RC322: Agrilnvest adjustment request; T1163: Statement A — AgriStability 
and Agrilnvest programs information and statement of farming activities for individu- 
als; T1164: Statement B — AgriStability and Agrilnvest programs information and 
statement of farming activities for additional farming operations; T1175: Farming — 
Calculation of CCA and business-use-of-home expenses; T1273: Statement A — Har- 
monized AgriStability and Agrilnvest programs information and statement of farming 
activities for individuals; T1274: Statement B — Harmonized AgriStability and Agri- 
Invest programs information and statement of farming activities for additional farming 
operations; T1275: AgriStability and Agrilnvest programs additional information and 
adjustment request form. 


(10.4) Acquisition of control — corporate NISA Fund No. 
2 — For the purpose of subsection (10.2), if at any time there is an 
acquisition of control of a corporation, the balance of the corpora- 
tion’s NISA Fund No. 2, if any, at that time is deemed to be paid 
out to the corporation immediately before that time. 


Related Provisions: 12(10.2)B(a) — Effect on NISA income inclusion. 


History: Subsec. 12(10.4) added by 2007, c. 35, subsec. 9(2), applicable to the balance 
in a NISA Fund No. 2 to the extent that that balance consists of contributions made to 
the fund, and amounts earned on those contributions, in 2008 et seq. 


(11) Definitions — In this section, 
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“anniversary day” of an investment contract means 


(a) the day that is one year after the day immediately preceding 
the date of issue of the contract, 


(b) the day that occurs at every successive one year interval 
from the day determined under paragraph (a), and 


(c) the day on which the contract was disposed of; 


‘énvestment contract”, in relation to a taxpayer, means any debt 

obligation other than 
(a) a salary deferral arrangement or a plan or arrangement that, 
but for any of paragraphs (a), (b) and (d) to (1) of the definition 
“salary deferral arrangement” in subsection 248(1), would be a 
salary deferral arrangement, 
(b) a retirement compensation arrangement or a plan or arrange- 
ment that, but for any of paragraphs (a), (b), (d) and (f) to (n) of 
the definition “retirement compensation arrangement” in subsec- 
tion 248(1), would be a retirement compensation arrangement, 
(c) an employee benefit plan or a plan or arrangement that, but 
for any of paragraphs (a) to (e) of the definition “employee ben- 
efit plan” in subsection 248(1), would be an employee benefit 
plan, 
(d) a foreign retirement arrangement, 
(d.1) a TFSA, 
(e) an income bond, 
(f) an income debenture, 
(g) a small business development bond, 
(h) a small business bond, 
(i) an obligation in respect of which the taxpayer has (otherwise 
than because of subsection (4)) at periodic intervals of not more 
than one year, included, in computing the taxpayer’s income 


throughout the period in which the taxpayer held an interest in 
the obligation, the income accrued thereon for such METS 


P oposed Amendment - —1 2(1 Me suis oa 
contract”(i) 
Application: ‘The July 16, 2010 draft legislation (Part 
177), will amend para. (i) of the definition “investment contr: ae in subsec. 
substituting “an interest in, or for civil law a se in, loss ‘an interest in”, ‘to come into 
force on Royal Assent. _ ok a 


Technical Notes (duly 201| 0): s Soe bndel 90. 


(j) an obligation in respect of a net income stabilization account, 
(k) an indexed debt obligation, and 
(1) a prescribed contract. 

Related Provisions: 12(9) — Deemed accrual. 


History: Para. (d.1) of “investment contract” in subsec. 12(11) added by 2009, c. 2, 
subsec. 4(2), applicable to 2009 et seq. 


Para. (k) of “investment contract” in subsec. 12(11) redesignated as (1), and para. (k) 
added, by 1994, c. 21, subsec. 6(3), applicable to debt obligations issued after October 
16, 1991. 


Para. (j) of “investment contract” in subsec. 12(11) added (and former para. (j) 
redesignated as (k)) by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 3(7), applicable to 
1991 et seq. 


“Investment contract” in subsec. 12(11) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 7(3), applicable to 1985 et seg. except that 


(a) in its application to the 1985 taxation year, the definition shall be read without 
reference to paras. (a) and (b); 


(b) in its application to the 1985 to 1989 taxation years, the definition shall be read 
without reference to para. (d); and 


(c) in applying para. (i) in respect of debt obligations acquired before 1990, the 
reference in that para. to “not more than one year” shall be read as a reference to 
“not more than 3 years”. 


The definition formerly read: 


“investment contract’, in relation to a taxpayer, means any debt obligation (other 
than a salary deferral arrangement, an income bond, an income debenture, a 
small business development bond, a small business bond, an obligation in re- 
spect of which the taxpayer has, at periodic intervals of not more than one year, 
included, in computing the taxpayer’s income throughout the period in which the 


Subdivision b — Income or Loss from a Business or Property 


taxpayer held an interest in the obligation, the income accrued thereon for such 
intervals, or a:prescribed contract). 


Regulations: 7000(6) (prescribed contract). 


Interpretation Bulletins [subsec. 12(11)]; IT-396R: Interest income; IT-415R2; 
Deregistration of RRSPs (archived). 


Definitions [s. 12]: “allowable capital loss’ —38(b), 248(1); “amateur athlete 
trust” — 143.1(1)(a) [to be repealed], 143.1(1.2)(a) [proposed], 248(1); “amount” — 
248(1); “anniversary day” —12(11); “arm’s length” — 251(1); “assessment” — 
248(1); “assistance” — 79(4), 125.4(5), 248(16), (16.1), (18), (18.1); “automobile”, 
“bankrupt”, “business” — 248(1); “Canada” — 255; “Canadian resource property”» — 
66(15), 248(1); “controlled” — 256(6), (6.1); “corporation” — 248(1), Jnterpretation 
Act 35(1); “credit union” — 137(6),.248(1); “deferred amount”, “dividend”, “em- 
ployee’, “employee benefit plan”, “employee trust’”” — 248(1); “employees profit shar- 
ing plan” — 144(1), 248(1); “employer” — 248(1); “foreign affiliate’ — 95(1), 
248(1); “foreign oil and gas business” — 126(7); “foreign retirement arrangement” — 
248(1); “Her Majesty” — Interpretation Act 35(1), “income from property” — 9(1), 
9(3); “income bond”, “income debenture”, “indexed debt obligation”, “individual”, “in- 
surance corporation”, “insurer” — 248(1); “investment contract” — 12(11); “invest- 
ment corporation” — 130(3), 248(1); “lending asset’, “life insurance corporation” — 
248(1); “life insurance policy” — 138(12), 248(1); “mineral resource’’, “mineral”? — 
248(1); “mortgage investment corporation” — 130.1(6), 248(1); “mutual fund corpora- 
tion” — 131(8), 248(1); “net income stabilization account’, “NISA Fund No. 2” — 
248(1); “payer” — 12(1)(x)G); “person” — 248(1); “personal services business” — 
125(7), 248(1); “prescribed” — 248(1); “prescribed debt obligation” — Reg. 7000; 
“prescribed resource loss” — Reg. 1210.1; “production tax amount” — 126(7); “pro- 
perty” — 248(1); “province” —~ Interpretation Act 35(1); “qualifying environmental 
trust — 248(1); “real right” — 248(4.1); “related” — 251(2); “resident in Canada” — 
94(3)(a)(viil), 250; “restrictive covenant’ — 56.4(1); “retirement compensation ar- 
rangement”, “salary deferral arrangement”, “share” — 248(1); “small business 
bond” — 15.2, 248(1);.. “small business development bond” — 15.1, 248(1); 
“TESA” — 146.2(5), 248(1); “tar sands” — 248(1); “tax, payable” — 248(2); ‘taxable 
capital gain” — 38(a), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3); “unit trust” — 108(2), 248(1). 


12.1 Cash bonus on Canada Savings Bonds — Notwith- 
standing any other provision of this Act, where in a taxation year’a 
taxpayer receives an amount from the Government of Canada in re- 
spect of a Canada Savings Bond as a cash bonus that the Govern- 
ment of Canada has undertaken to pay (other than any amount of 
interest, bonus or principal agreed to be paid at the time of the issue 
of the bond under the terms of the bond), the taxpayer shall, in com- 
puting the taxpayer’s income for the year, include as interest in re- 
spect of the Canada Savings Bond '/2 of the cash bonus so received: 


Related Provisions: 12(1)(c) — Interest. 


Definitions [s. 12.1]: — 248(1); 
248(1). 


Regulations: 220 (information return). 


“amount” “taxation year’ — 249; “taxpayer” — 


12.2 (1) Amount to be included [annually from life 
insurance policy] — Where in a taxation year a taxpayer holds 
an interest, last acquired after 1989, in a life insurance policy that is 
not 


(a) an:exempt policy, 
(b) a prescribed annuity contract, and 


(c) a contract under which the policyholder has, under the terms 
and conditions of a life insurance policy that was not an annuity 
contract and that was last acquired before December 2, 1982, 
received the proceeds therefrom in the form of an annuity 
contract, 


on any anniversary day of the policy, there shall be included in 
computing the taxpayer’s income for the taxation year the amount, 
if any, by which the accumulating fund on that day in respect of the 
interest in the policy, as determined in prescribed manner, exceeds 
the ‘adjusted cost basis to the taxpayer of the interest in the policy 
on that day. 


Proposed Amendment — Life annuity contracts foe 
Letter from Dept. of Finance, Sept. 12, 2002: Sec under Reg. 301(1). 


Related Provisions: 12.2(5) — Amounts to be included; 12.2(8)-(11) — Rules and 
definitions; 20(1)(c)(iv) — Interest deductibility; 20(20) — Disposal of life insurance 
policy or annuity contract; 56(1)(d.1)— Annuity payments included in. income; 
87(2)(j.4) — Amalgamation — accrual rules; 148(9)‘‘adjusted cost basis”G, 148(9)“ad- 
justed cost basis”L(b) — Adjusted cost basis; 148(10) — Life annuity contracts. 
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History: Subsec. 12.2(1) repealed and former subsec. 12:2(3) renumbered as 12.2(1) 
and that portion preceding para. (a) amended to substitute “a taxpayer” for “a taxpayer 
(other than a taxpayer to whom subsection (1) applies)” by 1994, c. 7, Sch. Il (1991, c. 
49), subsecs. 8(1), (2), applicable with respect to life insurance policies last acquired 
after 1989. Subsec. 12.2(1) formerly read: 


12.2 (1) Amount to be included — In computing the income for a taxation year 
of a corporation, partnership, unit trust or any trust.of which a corporation or 
partnership is a beneficiary that holds 


(a) an interest, last acquired after December 1, 1982, in a life insurance pol- 
icy, or 


(b) an interest, last acquired after December 19, 1980 and before December 
2, 1982 in an annuity contract under which annuity payments did not com- 
mence before December 2; 1982, 


that is not 
(c) an interest in an exempt policy, or 


(d)\an interest, last acquired before December 2, 1982, in a contract under 
which the policyholder has, under the terms and conditions of a life insur- 
ance policy that was not an annuity contract, received the proceeds there- 
from in the form of an annuity contract, 


there shall be included the amount by which the accumulating fund at the end of 
the calendar year ending in the taxation year, as determined in prescribed man- 
ner, in respect of the interest exceeds the adjusted cost basis of the interest to the 
corporation, partnership, unit trust or trust at the end ofthat calendar year. 


Regulations [subsec. 12.2(1)]: 201(5) (information return); 304 (prescribed annu- 
ity contract); 307 (accumulating fund). 


Interpretation Bulletins [subsec. 12.2(1)]: IT-87R2: Policyholders’ income from 
life insurance policies; IT-355R2: Interest on loans to buy life insurance policies and 
annuity contracts, and interest on policy loans (archived); IT-365R2: Damages, settle- 
ments and similar receipts; IT-415R2: Deregistration of RRSPs (archived). 


Advance Tax Rulings: ATR-50: Structured settlement, ATR-68: Structured 
settlement. 


(2)-(4.1) [Repealed under former Act] 


Related Provisions: 87(2)(j.4) — Amalgamation — accrual rules; 220(3.2), Reg. 
600(b) — Late filing or revocation of election under 12.2(4); Reg. 1408(5) — Similar 
rule for policy reserves. 


Regulations: 304(1)\(prescribed annuity contract). 


(5) Idem — Where ina taxation, year subsection (1) applies with 
respect to a taxpayer’s interest in an annuity. contract (or would ap- 
ply if the contract had an anniversary day in the year at a time when 
the taxpayer held the interest), there shall be included in computing 
the taxpayer’s income for the, year the amount, if any, by which 


(a) the total of all amounts each of which is an amount deter- 
mined at the end of the year, in respect of the interest, for any of 
H. to L in the definition “adjusted cost. basis” in. subsection 
148(9) 


exceeds 


(b) the total of all:amounts each: of which is»an amount deter- 
mined at the end of the year, in respect of the interest, for any of 
A to G in the definition referred to in paragraph (a). 

History: That portion of subsec. 12.2(5) preceding para. (a) substituted by 1994, c. 7, 


Sch. II (1991, c. 49), subsec. 8(3), applicable with respect to life insurance policies last 
acquired after 1989. That portion formerly read: 


(5) Where in a taxation year subsection (1) or (3) applies with respect to a tax- 
payer’s interest in an annuity contract, there shall be included in computing the 
taxpayer’s income for the year the amount, if any, by which 

Regulations: 201(5) (information return). 


Interpretation Bulletins: IT-355R2: Interest on loans to buy, life insurance. policies 
and annuity contracts, and interest on policy, loans (archived), 


(6), (7) [Repealed under former Act] 


(8) Deemed acquisition of interest in annuity — For the pur- 
poses of this section, the first premium that was not fixed before 
1990 and that. was paid after 1989 by or on behalf of a taxpayer 
under an annuity contract, other than a contract described in para- 
graph (1)(d) of this section, or paragraph 12.2(3)(e) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, or to 
which subsection (1) of this section or subsection 12.2(4) of the In- 
come Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 
applies (as those paragraphs and subsections, the numbers of which 
are those in force immediately before December 17, 1991, read in 
their application to life insurance policies last acquired before 1990) 


S. 12.2(8) 


or to which subsection 12(3) applies, last acquired by the taxpayer 
before 1990 (in this subsection referred to as the “original con- 
tract”) shall be deemed to have been paid to acquire, at the time the 
premium was paid, an interest in a separate annuity contract issued 
at that time, to the extent that the amount of the premium was not 
fixed before 1990, and each subsequent premium paid under the 
original contract shall be deemed to have been paid under that sepa- 
rate contract to the extent that the amount of that subsequent pre- 
mium was not fixed before 1990. 

History: Subsec. 12.2(8) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 8(4), 
applicable with respect to premiums paid after 1989. Subsec. 12.2(8) formerly read: 


(8) For the purposes of this section, the first premium that was not fixed before 
1990 and that was paid after 1989 by or on behalf of a taxpayer under an annuity 
contract (other than a contract described in paragraph (1)(d) or (3)(c) or a con- 
tract to which subsection (1) or (3) or 12(3) applies) last acquired by the taxpayer 
before 1990 (in this subsection referred to as the “original contract”) shall be 
deemed to have been paid. to acquire, at the time the premium was paid, an inter- 
est in a separate annuity contract issued at that time and each subsequent pre- 
mium paid under the original contract shall be deemed to have been paid under 
that separate contract. 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 

Interpretation Bulletins: IT-355R2: Interest on loans to buy life insurance policies 

and annuity contracts, and interest on policy loans (archived). 


(9) [Repealed under former Act] 
Regulations: 309 (prescribed premium, prescribed increase). 


(10) Riders — For the purposes of this Act, a rider added at any 
time after 1989 to a life insurance policy last acquired before 1990 
that provides additional life insurance is deemed to be a separate 
life insurance policy issued at that time unless 
(a) the policy is an exempt policy last acquired after December 
1, 1982 or an annuity contract; or 
(b) the only additional life insurance provided by the rider is an 
accidental death benefit. 


Related Provisions: 87(2)(j.4) — Amalgamation — accrual rules; Reg. 1408(5) — 
Similar rule for policy reserves. 


History: Subsec. 12.2(10) amended by 1998, c. 19, s. 72, applicable to riders added 
after 1989. The subsec. formerly read: 


(10) For the purposes of this Act, any rider added at any time after 1989 to a life 
insurance policy (other than an annuity contract) last acquired before 1990 that 
provides for additional life insurance (other than an accidental death benefit) 
shall be deemed to be a separate life insurance policy issued at that time. 


(11) Definitions — In this section and paragraph 56(1)(d.1) of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, 

Related Provisions: 20(1.2) — Definitions in 12.2(11) apply to 20(1)(c). 

|.T. Application Rules: 69 (meaning of “‘chapter 148 of ...”). 


“anniversary day” of a life insurance policy means 
(a) the day that is one year after the day immediately preceding 
the day on which the policy was issued, and 
(b) each day that occurs at each successive one-year interval af- 
ter the day determined under paragraph (a); 


History: “Anniversary day” in subsec. 12.2(11) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 8(5), applicable with respect to life insurance policies last ac- 
quired after 1989. That definition formerly read: 


“anniversary day” of a life insurance policy means the last day of each calendar 
year ending after the policy was issued; 
“exempt policy” has the meaning prescribed by regulation. 
Related Provisions: 148(9)‘adjusted cost basis’. 
Regulations: 306 (meaning of “exempt policy”). 


(12) Application of subsecs. 138(12) and 148(9) — The defi- 
nitions in subsections 138(12) and 148(9) apply to this section. 
Origin of subsec. 12.2(12): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsecs. 138(12) and 148(9)). 


(13) Application of subsec. 148(10) — Subsection 148(10) ap- 
plies to this section. 


Origin of subsec. 12.2(13): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 148(10)). 
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Definitions [s. 12.2]: “acquired” — 12.2(13), 148(10)(c), (e);) “adjusted cost ba- 
sis” — 148(9), 248(1); “amount” — 12.2(12), 148(9), 248(1); “anniversary day” — 
12.2(11); “annuity” — 248(1); “cash surrender value’ — 12.2(12), 148(9); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “exempt policy” — 12.2(11), Reg. 306; “in- 
surer” — 12.2(13), 148(10)(a); “life insurance policy’ — 138(12), 248(1); “life in- 
surer” — 12.2(13), 148(10)(a), 248(1); “person” — 248(1); “person whose life was 
insured” — 12.2(13), 148(10)(b); “premium” — 12.2(12), 148(9); “prescribed” — 
248(1); “prescribed annuity contract” — Reg. 304; “regulation” — 248(1); “taxation 
year” — 249; “taxpayer” — 248(1); “trust” —104(1), 248(1), (3); “unit trust’? — 
108(2), 248(1). 

Interpretation Bulletins [s. 12.2]: IT-355R2: Interest on loans to buy life insurance 
policies and annuity contracts, and interest on policy loans (archived); IT-363R2: De- 
ferred profit sharing plans — deductibility of employer contributions and taxation of 
amounts received by a beneficiary (archived); IT-415R2: Deregistration of RRSPs 
(archived). 


12.3 Transition inclusion re unpaid claims reserve — 
Where an amount has been deducted under subsection 20(26) in 
computing the income of an insurer for its taxation year that in- 
cludes February 23, 1994, there shall be included in computing the 
insurer’s income for that taxation year and each subsequent taxation 
year that begins before 2004, the prescribed portion for the year of 
the amount so deducted. 


Related Provisions: 87(2)(g.1) — Amalgamation — continuing 
138(11.5)(k) — Transfer of business by non-resident insurer. 


corporation; 


History: S. 12.3 amended by 1995, c. 3, s. 3, applicable to taxation years that end after 
February 22, 1994. S. 12.3 formerly read: 


12.3 Net reserve inclusion — Where a taxpayer has deducted an amount under 
subsection 20(26) in computing the taxpayer’s income for the taxpayer’s first 
taxation year that commences after June 17, 1987 and ends after 1987, there 
shall be included in computing the taxpayer’s income for each of the taxation 
years ending after 1988 and commencing before 1993, the prescribed amount of 
the taxpayer’s net reserve inclusion for that year. 


Definitions [s. 12.3]: “amount”, “insurer’, . “prescribed’” — 248(1); 
year’ — 11(2), 249; “taxpayer” — 248(1). 


Regulations: 8101(2) (prescribed amount). 


“taxation 


12.4 Bad debt inclusion — Where, in a taxation year, a taxpayer 
disposes of a property that was a property described in an inventory 
of the taxpayer and in the year or a preceding taxation year an 
amount has been deducted under paragraph 20(1)(p) in computing 
the taxpayer’s income in respect of the property, there shall be in- 
cluded in computing the taxpayer’s income for the year from the 
business in which the property was used or held, the amount, if any, 
by which 

(a) the total of all amounts deducted under paragraph 20(1)(p) 

by the taxpayer in respect of the property in computing the tax- 

payer’s income for the year or a preceding taxation year 


exceeds 


(b) the total of all amounts included under paragraph 12(1)(i) by 

the taxpayer in respect of the property in computing the tax- 

payer’s income for the year or a preceding taxation year. 
Related Provisions: 26(3) — Banks — write-offs and recoveries; 87(2)(g¢.1) — 
Amalgamations; 138(11.5)(k) — Transfer of business by non-resident insurer; 
142.5(8)(d)(@i) — First deemed disposition of mark-to-market debt obligation. 
Definitions [s. 12.4]: “amount”, “business”, “inventory”, “property” — 248(1); “tax- 
ation year” — 11(2), 249; “taxpayer” — 248(1). 
Interpretation Bulletins: IT-442R: Bad debts and reserves for doubtful debts. 


12.5 (1) Definitions — The definitions in this section apply for the 
purposes of this section and section 20.4. 


“base year” of an insurer means the insurer’s taxation year that 
immediately precedes its transition year. 


‘insurance business” of an insurer, is an insurance business car- 
ried on by the insurer, other than a life insurance business. 


“reserve transition amount” of an insurer, in respect of an insur- 
ance business carried on by it in Canada in its transition year, is the 
positive or negative amount determined by the formula 


A-B 


Subdivision b — Income or Loss from a Business or Property 


where 


A is the maximum amount that the insurer would be permitted to 
claim under paragraph 20(7)(c) (and that would be prescribed by 
section 1400 of the Regulations for the purpose of paragraph 
20(7)(c)) as a policy reserve for its base year in respect of its 
insurance policies if 


(a) the generally accepted accounting principles that applied 
to the insurer in valuing its assets and liabilities for its transi- 
tion year had applied to it for its base year, and 


(b) section 1400 of the Regulations were read in respect of 
the insurer’s base year as it reads in respect of its transition 
year; and 
B is the maximum amount that the insurer is permitted to claim 
under paragraph 20(7)(c) as a policy reserve for its base year. 


“transition year” of an insurer means the insurer’s first taxation 
year that begins after September 2006. 


(2) Transition year income inciusion — There shall be in- 
cluded in computing an insurer’s income for its transition year from 
an insurance business carried on by it in Canada in the transition 
year, the positive amount, if any, of the insurer’s reserve transition 
amount in respect of that insurance business. 


Related Provisions: 20.4(3) — Inclusion reversal in subsequent 5. years; 138(16) — 
Parallel rule for life insurer; 142.51(2) — Parallel rule for financial institution. 


(3) Transition year income deduction. reversal —If an 
amount has been deducted under subsection 20.4(2) in computing 
an insurer’s income for its transition year from an insurance busi- 
ness carried on by it in Canada, there shall be included in comput- 
ing the insurer’s income, for each particular taxation year of the in- 
surer that ends after the beginning of the transition year, from that 
insurance business, the amount determined by the formula 


A x B/1825 
where 


A. is the amount deducted under subsection 20.4(2) in computing 
the insurer’s income for the. transition year from that insurance 
business; and 


is the number of days in the particular taxation year that are 
before the day that is 1825 days after the first day of the transi- 
tion year. 
Related Provisions: 12.5(4), (9) — Effect of windup of insurer; 12.5(5) — Effect of 
amalgamation; 12.5(6), (7) — Effect of transfer of insurance business; 20.4(4) — Ef- 
fect of ceasing to carry on business; 138(19)— Parallel rule for life insurer; 
142.51(5) — Parallel. rule for financial institution. 


(4) Winding-up — If an insurer has, in a winding-up to which 
subsection 88(1) has applied, been wound-up into another corpora- 
tion (referred to in this subsection as the “parent’’), and immediately 
after the winding-up the parent carries on an insurance business, in 
applying subsections (3) and 20.4(3) in computing the incomes of 
the insurer and of the parent for particular taxation years that end on 
or after the first day (referred to in this. subsection as the “start 
day’) on which assets of the insurer were distributed to the parent 
on the winding-up, 


(a) the parent is, on and after the start day, deemed to be’ the 
same corporation as and a continuation of the insurer in respect 
of 


(i) any amount included under subsection (2) or deducted 
under subsection 20.4(2) in computing the insurer’s income 
from an insurance business for its transition year, 


(ii) any amount included under subsection (3) or deducted 
under subsection 20.4(3) in computing the insurer’s income 
from an insurance business for a taxation year of the insurer 
that begins before the start day, and 


(iii) any amount that would — in the absence of this subsec- 
tion and if the insurer existed and carried on an insurance 
business on each day that is the start day or a subsequent day 
and on which the parent carries on an insurance business — 
be required to be included or deducted, in respect of any of 
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those days, under subsection (3) or 20.4(3) in computing the 
insurer’s income from an insurance business; and 


(b) the insurer is, in respect of each of its particular taxation 
years, to determine the value for B in the formulas in subsec- 
tions (3) and 20.4(3) without reference to the start day and days 
after the start day. 


Related Provisions: 138(20) — Parallel rule for life insurer; 142.51(6) — Parallel 
tule for financial institution. 


(5) Amalgamations — If there is an amalgamation (within the 
meaning assigned by subsection 87(1)) of an insurer with one or 
more other corporations to form one corporation (referred to in this 
subsection as the “new corporation”), and immediately after the 
amalgamation the new corporation carries on an insurance business, 
in applying subsections (3): and 20.4(3) in computing the new cor- 
poration’s income for particular taxation years that begin on or after 
the day on which the amalgamation occurred, the new corporation 
is, on and after that day, deemed to be the same corporation as and a 
continuation of the insurer in respect of 


(a) any amount included under subsection (2) or deducted under 
subsection 20.4(2) in computing the insurer’s income from an 
insurance business for its transition year; 


(b) any amount included under subsection (3) or deducted under 
subsection 20.4(3) in computing the insurer’s income from an 
insurance business for a taxation year of the insurer that begins 
before the day on which the amalgamation occurred; and 


(c) any amount that would — in the absence of this subsection 
and if the insurer existed and carried on an insurance business 
on each day that is the day on which the amalgamation occurred 
or a subsequent day and on which the new corporation carries on 
an insurance business — be required to be included or deducted, 
in respect of any of those days, under subsection (3) or 20.4(3) 
in computing the insurer’s income from an insurance business. 


Related Provisions: 138(21) — Parallel rule for life insurer; 142:51(7) — Parallel 
rule for financial institution. 


(6) Application of subsec. (7) — Subsection (7) applies if, at 
any ‘time, an insurer (referred to in this subsection and subsection 
(7) as the “‘transferor’’) transfers, to a corporation (referred to in this 
subsection and subsection (7), as the “transferee’’) that is related to 
the transferor, property in respect of an insurance, business carried 
on by the transferor in Canada (referred to.in this subsection and 
subsection (7) as the “transferred business’’) and 


(a) subsection 138(11.5) or (11.94) applies to the transfer; or 


(b) subsection 85(1) applies to the transfer, the transfer includes 
all or substantially all of the property and liabilities of the trans- 
ferred business and, immediately after the transfer, the transferee 
carries on an insurance business. 


(7) Transfer of insurance business — If this subsection ap- 
plies in respect of the transfer, at any time, of property 


(a) the transferee is, at and after that time, deemed to be the 
same corporation as and a continuation of the transferor in re- 
spect of 


(i) any amount included under subsection (2) or deducted 
under subsection 20.4(2) in computing the transferor’s in- 
come for its transition year that can reasonably be attributed 
to the transferred business, 


(ii) any amount included under subsection (3) or deducted 
under subsection 20.4(3) in computing the transferor’s in- 
come for a taxation year of the transferor that begins before 
that time that can reasonably be attributed to the transferred 
business, 


(iii) any amount that would — in the absence of this subsec- 
tion and if the transferor existed and carried on an insurance 
business on each day that includes that time or is a subse- 
quent day and on which the transferee carries on an insurance 
business — be required to be included or deducted, in respect 
of any of those days, under subsection (3) or 20.4(3) in com- 


S. 12.5(7)(a) (iii) 


puting the transferor’s income that can reasonably be attrib- 
uted to the transferred business; and 


(b) in determining, in respect of the day that includes that time 
or any subsequent day, any amount that is required under sub- 
section (3) or 20.4(3) to be included or deducted in computing 
the transferor’s income for each particular taxation year from the 
transferred business, the description of A in the formulas. in 
those subsections is deemed to be nil. 


Related Provisions: 12.5(6) — Conditions for 12.5(7) to apply; 138(22), (23) — 
Parallel rule for life insurer; 142.51(8), (9) — Parallel rule for financial institution. 


(8) Ceasing to carry on business — If at any time an insurer 
ceases to carry on all or substantially all of an insurance business 
(referred to in this subsection as the “discontinued business’’), and 
none of subsections (4) to (6) apply, there shall be included in com- 
puting the insurer’s income from the discontinued business for the 
insurer’s taxation year that includes the time that is immediately 
before that time, the amount determined by the formula 


AB 
where 


A is the amount deducted under subsection 20.4(2) in computing 
the insurer’s income from the discontinued business for its tran- 
sition year; and 

is the total of all amounts each of which is an amount included 
under subsection (3) in computing the insurer’s income from the 
discontinued business for a taxation year that began before that 
time. 

Related Provisions: 87(2.2) — Amalgamation of insurers; 88(1)(g)(i) — Windup of 


insurers; 138(24) — Parallel rule for life insurer; 257 — Formula cannot calculate to 
less than zero. 


(9) Ceasing to exist — If at any time an insurer that carried on an 
insurance business ceases to exist (otherwise than as a result of a 
winding-up or amalgamation described in subsection (4) or (5)), for 
the purposes of subsections (8) and 20.4(4), the insurer is deemed to 
have ceased to carry on the insurance business at the earlier of 


(a) the time (determined without reference to this subsection) at 
which the insurer ceased to carry on the insurance business, and 


(b) the time that is immediately before the end of the last taxa- 
tion year of the insurer that ended at or before the time at which 
the insurer ceased to exist. 


Related Provisions: 138(25) — Parallel rule for life insurer; 142.51(9) — Parallel 
rule for financial institution. 


History: S. 12.5 added by 2009, c. 2, s. 5, applicable to taxation years that begin after 
September 2006. 


Definitions [s. 12.5]: “amount” — 248(1); “base year’ — 12.5(1); “business” — 
248(1); “Canada” — 255, Interpretation Act 35(1); “corporation” — 248(1), Interpre- 
tation Act 35(1); “discontinued business” — 12.5(8); “insurance business” — 12.5(1); 


“insurance policy”, “insurer”, “life insurance business” — 248(1); “parent” — 12.5(4); 
“prescribed”, “property” — 248(1); “related” — 251(2)-(6); “reserve _ transition 
amount” — 12.5(1); “resident in Canada” — 250; “‘start day” — 12.5(4); “taxation 
year” — 249; “transferred business” — 12.5(6); “transition year” — 12.5(1). 


13. (1) Recaptured depreciation — Where, at the end of a taxa- 
tion year, the total of the amounts determined for E to J in the defi- 
nition “undepreciated capital cost” in subsection (21) in respect of a 
taxpayer's depreciable property of a particular prescribed class ex- 
ceeds the total of the amounts determined for A to D in that defini- 
tion in respect thereof, the excess shall be included in computing 
the taxpayer’s income for the year. 


Proposed Amendment oo 10 


13. (1) Recaptured depreciation — if, at the end of a eiation 
year, the total of the amounts determined for E to K in the defini- 


tion “undepreciated capital cost” in subsection (21) in respect of a _ 


taxpayer’s depreciable property of a particular prescribed class ex- 
ceeds the total of the amounts determined for A to D.1 in that 
definition in respect of that property, the excess shall be included 
in computing the taxpayer’s income of the year. 
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Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 7(1), 
will amend subsec. 13(1) to read as above, applicable to taxation years that om after : 
February 23, 1998. : 


Technical Notes (July 2010): Section £3, provides a ‘gomees a special oT 
related to the treatment of depreciable property. Generally, these rules apply. for the 
purposes of sections 13 and 20 and the capital cost allowance regulations. ; 


Subsection 13(1) provides for the inclusion in a taxpayer's income of recaptured ips 
ital cost allowance when the taxpayer’s proceeds of disposition of depreciable pro- 
perty of a eprint — exceeds the oan ~ cost eee es the 
property. 
Subsection 13(1) is waenced to add a reference to the new ndssbeinaihs of D1 and K 
of the definition “undepreciated capital cost” in subsection 13(21). Those descrip- 
tions provide for an addition to the UCC of a class of certain countervailing duties 
paid in respect of property of the class (“D. 2 and a corresponding reduction for any 
refunds of | those amounts (“K’’). eh 


This amendment applies to taxation years that end after February 23, 1998, and cor- 
rects a technical deficiency. a 


Related Provisions: 13(3)— Interpretation where taxpayer is an individual; 
13(5.2) — Where taxpayer paid rent for property before acquiring it; 13(5.3) — Rules 
applicable; 13(8) — Property disposed of after ceasing business; 13(13) — Deductions; 
13(15) — Vessel disposed of before 1974; 20(16) — Terminal loss where A to D ex- 
ceed E to J and no property left in class; 28(1)(d) — Inclusion in farming or fishing 
income when using cash method; 104(5)(b), (c) — Trusts — 21-year deemed disposi- 
tion rule; 110.1(3)(b)(i), 118.1(6)(b)(i) — Reduced recapture on certain donations of 
property; 110.6(1) — “investment income”; 115(1)(a)(i1i.2) — Non-resident’s taxable 
income earned in Canada; 216(6) — Non-residents. See also at end of s. 13. 


Selected Cases [subsec. 13(1)]: Odyssey Industries Inc. v. Canada, [1996] 2 
C.T.C. 2401 (FCC) (Recaptured CCA is not profit from sale of assets; no reserve appli- 
cable where proceeds of disposition paid over time); Olympia and York Developments 
Ltd. v. R., [1980] C.T.C. 265 (FCTD) (Conditional sale under suspensive condition was 
disposition for recapture purposes); R. v. Moulds, [1978] C.T.C.. 146 (FCA) (Despite 
not having disputed reassessment eight years earlier, vendor not estopped from claim- 
ing no part of purchase price allocated to buildings where purchaser destroyed them 
upon closing; terminal loss permitted); R. v. Baziuk, [1976] C.T.C. 787 (FCTD) 
(Purchase price allocated to building destroyed before closing pursuant to contract con- 
stituted proceeds of disposition for recapture purposes); Zeal and Gold Ltd. v. MNR, 
[1973] C.T.C. 129 (FCTD) (Compensation resulting in recapture attributed to year 
claim acknowledged by insurer, not year paid); Stanley v. MNR, [1972] C.T.C. 34 
(SCC) (Value greater than undepreciated capital cost allocated to building even though 
purchaser desired only land); Lea-Don Canada Ltd. v. MNR, [1970] C.T.C. 346 (SCC) 
(In non-arm’s length sale of asset to parent company, proceeds deemed to be fair mar- 
ket value). 


1.T. Application Rules: 20(2) (income from farming or fishing — property acquired 
before 1972). 


Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-267R2: CCA — vessels; IT-288R2: Gifts of capital properties to.a char- 
ity and others; IT-418: Partial dispositions of property; IT-478R2: CCA — recapture 
and terminal loss; IT-481: Timber resource property and timber limits. 


I.T. Technical News: 12 (1998 deduction limits and benefit rates for automobiles); 
16 (Continental Bank case). 


(2) Idem [luxury automobile] — Notwithstanding subsection 
(1), where an excess amount is determined under that subsection at 
the end of a taxation year in respect of a passenger vehicle having a 
cost to a taxpayer in excess of $20,000 or such other amount as may 
be prescribed, that excess amount shall not be included in comput- 
ing the taxpayer’s income for the year but shall be deemed, for the 
purposes of B in the definition “undepreciated capital cost” in sub- 
section (21), to be an amount included in the taxpayer’s income for 
the year by reason of this section. 

Related Provisions: 13(3)— Interpretation where taxpayer is an individual; 
13(7)(g) — Limitation on capital cost of automobile; 13(8) — Disposition after ceasing 
business; 20(16.1)(a) — Terminal loss — vehicles; 67.2 — Interest on money bor- 


rowed for passenger vehicle; Reg. 1100(2.5) —50% CCA in year of disposition. See 
also at end of s. 13. 


Regulations: 7307(1) (prescribed amount). 


Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss; IT-521R: 
Motor vehicle expenses claimed by self-employed individuals; IT-522R: Vehicle, 
travel and sales expenses of employees. 


I.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 


(3) “Taxation year”, “year” and “income” of individual — 
Where a taxpayer is an individual whose income for a taxation year 
includes income from a business the fiscal period of which does not 
coincide with the calendar year and depreciable property acquired 


Subdivision b — Income or Loss from a Business or Property 


for the purpose of gaining or producing income from the’ business 
has been disposed of, 


(a) for greater certainty, each reference in subsections (1) and 
(2) to a “taxation year” and “year” shall be read as a reference to 
a “fiscal period’; and 


(b) a reference in subsection (1) to “the income” shall be read as 
a reference to “the income from the business’”’. 
Related Provisions: 13(8)—Property disposed of after ceasing business; 


20(16.2) — Same rule applies for purposes of subsecs. 20(16) and (16.1). See also at 
end of s. 13. 


Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss. 


(4) Exchanges of [depreciable] property — Where an amount 
in respect of the disposition 'in a taxation year (in this subsection 
referred to as the “initial year”) of depreciable property (in this sec- 
tion referred to as the “former property”) of a prescribed class of a 
taxpayer would, but for this subsection, be the amount determined 
for F or G in the definition “undepreciated capital cost” in subsec- 
tion (21) in respect of the disposition of the former property that is 
either 


(a) property the proceeds of disposition of which were proceeds 
referred to in paragraph (b), (c) or (d) of the definition “proceeds 
of disposition” in subsection (21), or 


(b) a property that was, immediately before the disposition, a 
former business property of the taxpayer, 


and the taxpayer so elects under this subsection in the taxpayer’s 
return of income for the taxation year in which the taxpayer ac- 
quires a depreciable property of a prescribed class of the taxpayer 
that is a replacement property for the taxpayer’s former property, 


(c) the amount otherwise determined for F or G in the definition 
“undepreciated capital cost” in subsection (21) in respect of the 
disposition of the former property shall be reduced by the lesser 
of 


(i) the amount, if any, by which the.amount otherwise deter- 
mined for F or G in that definition exceeds the undepreciated 
capital cost to the taxpayer of property of the prescribed class 
to which the former property belonged at the time immedi- 
ately before the time that the former property was disposed 
of, and 


(ii) the amount that has been used by the taxpayer to acquire 


(A) where the former property is referred to in paragraph 
(a), before the end. of the second taxation year following 
the initial year, or 


(B) in any other case, before the end of the first taxation 
year following the initial year, 


a replacement property of a prescribed class that has not been 
disposed of by the taxpayer before the time at which the tax- 
payer disposed of the former property, and 


following the initial year oe men aoe 
ne nina) year, a 


months after the end of the ea year, 


a replacement property of a prescribed class that 

been disposed of by the taxpayer before the time at 

the taxpayer disposed of the former ‘property, and — : 
Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 7(2) 


will amend subpara. 13(4)(c)(ii) to read as above, applicable in respec of disposi- 
tions that occur in taxation years that end after December 19, 2000, except that for 
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quired naier subsection 13(1) to ‘include i in income pope phen Mes ae 
from the disposition of certain depreciable property, to elect to defer tax on the re- 
capture to the extent that the taxpayer reinvests the proceeds « of ee in a re- 
placement Property within a certain period of time, namely — 


'* in the case of certain involuntary dispositions, e.g., theft or (expropriation, before 
the end of the canvases second cgi. year that — after the non orice was 
-_ disposed of, or. 


2 in ther situ | tions before Loe oa of thet taxpayer’ $ first taxation mYeA that bein 


e tions, within 2 onths after: the - of the t taxation year i in nittcht : 
the property was disposed of. - oe : y 


to the. amount of the reduction determined under paragraph (c) 
shall be deemed to be proceeds of disposition of a depreciable 
property of the taxpayer that had a capital cost equal to that 
amount and that was property of the same class as the replace- 
ment property, from a disposition made on the'later of 


(i) the time the replacement property was acquired by the 
taxpayer, and 


(11) the. me. the. former, property .was disposed of by. the 

taxpayer. 
Related Provisions: 13(4.1)— Replacement property for: a ‘former’ property; 
13(4.2), (4.3) Exchange of franchise, concession or licence; 87(2)(g.5)'— Amalga- 
mation — continuing corporation; 13(18) — Reassessments; 14(6) — Parallel rule for 
eligible capital, property; 44(1) — Parallel rule for capital gains purposes; 44(4) — 
Deemed election; 44(6) — Deemed proceeds of disposition; 87(2)(g.5) — Amalgama- 
tion — continuing corporation; 87(2)(1.3) — Amalgamations — replacement property; 
96(3) — Election by members of partnership; 220(3.2), Reg: 600(b) — Late filing or 
revocation of election. See also at end of s. 13. 


History: The portion of subsec. 13(4) between paras. (b) and (c) amended by 1998; c. 
19, subsec, 73(1), applicable to dispositions of former properties. that occur after the 
1993 taxation year. That portion formerly read: 


and the taxpayer so elects under this subsection in the taxpayer’s) return of in- 

come,under this Part for the year in which the taxpayer acquires, as a replace- 
ment for the former property, a property (in this subsection referred to.as a “re- 
placement property”), 


Selected Cases [subsec. 13(4)]: Posno v.R., [1989] 2 C.T.C. 234 (FCTD) (Air- 
craft acquired for personal use replacing one previously used in business within scope 
of provision). 


Remission Orders: Telesat Canada Remission Order, P.C. 1999-1335. 


Interpretation Bulletins: IT-259R4: Exchanges of property; IT-267R2: CCA — 
vessels; IT-271R: Expropriations — time and proceeds of disposition (archived). 


Information Circulars: 07-1: Taxpayer relief provisions. 


(4.1) Replacement for a former property — For the purposes 
of subsection (4), a particular depreciable property of a prescribed 
class of a taxpayer is a replacement for a former property of the 
taxpayer if 


(a) it is reasonable to conclude that the property was acquired by 
the taxpayer to replace the former property; 


(a.1) it was acquired by the taxpayer and used by the taxpayer or 
a person related to the taxpayer for a use that is the same as or 
similar to the use to which the taxpayer or a person related to the 
taxpayer put the former property; 


(b) where the former property was used by the taxpayer or a per- 
son related to the taxpayer for the purpose of gaining or produc- 
ing income from a business, the particular depreciable property 
was acquired for the purpose of gaining or producing income 
from that or a similar business or for use by a person related to 
the taxpayer for such a purpose; 
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(c) where the former property was a taxable Canadian property 
of the taxpayer, the particular depreciable property is a taxable 
Canadian property of the taxpayer; and 


(d) where the former property was a taxable Canadian property 
(other than treaty-protected property) of the taxpayer, the partic- 
ular depreciable property is a taxable Canadian property (other 
than treaty-protected property) of the taxpayer. 
Related Provisions: See at end of s. 13. 
History: Para. 13(4.1)(c) amended and para. (d) added by 1999, c. 22, subsec. 6(1), 
applicable to any disposition that occurs in a taxation year that ends after 1997. Para. 
(c) formerly read: 
(c) where the former property was taxable Canadian property (or would have 
been taxable Canadian property if the taxpayer were non-resident throughout the 
year in which the former property was disposed of and the former property were 
used in a business carried on by the taxpayer), the particular depreciable property 
was taxable Canadian property (or would have been taxable Canadian property if 
the taxpayer were non-resident throughout the year in which the particular pro- 
perty was acquired and the particular property were used in a business carried on 
by the taxpayer). 
Para. 13(4.1)(a) amended and para. (a.1) added by 1998, c. 19, subsec. 73(2), applica- 
ble to dispositions of former properties that occur after the 1993 taxation year except 
that, where a taxpayer so elects in respect of a former property that was disposed of 
before June 18, 1998 by notifying the Minister of National Revenue in writing on or 
before the filing-due date for the taxpayer’s first taxation year that ends after June 18, 
1998, para. 13(4.1)(a.1) shall, for the purpose of determining whether a property is a 
replacement property of the former property, be read as follows: 


(a.1) it was acquired by the taxpayer for a use that is the same as or similar to the 
use to which the taxpayer or a person related to the taxpayer put the former 
property; 

Para. (a) formerly read: 


(a) it was acquired by the taxpayer for the same or a similar use as the use to 
which the taxpayer or a person related to the taxpayer put the former property; 


Paras. 13(4.1)(a) to (c) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 9(1), 
paras. (4.1)(a), (b) applicable to dispositions of former properties occurring after July 
13, 1990, and para. (c) applicable to property acquired as a replacement for a former 
property disposed of after April 2, 1990, other than a former property disposed of 


(a) under an agreement in writing entered into before April 3, 1990; or 


(b) pursuant to a written notice of an intention to take the property under statutory 
authority given before April 3, 1990 or for the sale price of the property sold to a 
person by whom such a notice was given before April 3, 1990. 


Paras. (a) to (c) formerly read: 


(a) it was acquired by the taxpayer for the same or a similar use as the use’ to 
which the taxpayer put the former property; 


(b) where the former property was used by the taxpayer for the purpose of gain- 
ing or producing income from a business, the particular depreciable property was 
acquired for the purpose of gaining or producing income from that or a similar 
business; and 


(c) where the taxpayer was not resident in Canada at the time the taxpayer ac- 
quired the particular depreciable property, in addition to the requirements in 
paragraphs (a) and (b), the particular depreciable property was taxable Canadian 
property. 

Interpretation Bulletins: IT-259R4: Exchanges of property. 


Proposed Addition — 13(4.2), (4. 3) 


(4.2) Election — limited period franchise, concession or 
license — Subsection (4.3) applies in circumstances where 


(a) a taxpayer (in this subsection and subsection (4.3) referred — 
to as the “transferor”) has, pursuant to a written agreement 
with a person or partnership (in this subsection and subsection 
(4.3) referred to as the “transferee’’), at any time disposed of or 
terminated a former property that is a franchise, concession or 
licence for a limited period that is wholly attributable to the 
carrying on of a business at a fixed place; 


(b) the transferee acquired the former property from the t trans- 
feror or, on the termination, acquired a similar property in re- 
spect of the same fixed place from another person or partner- 
ship; and 


(c) the transferor and the transferee jointly elect in their returns 
of income for their taxation years that include that time to have 
subsection (4.3) apply in respect of the acquisition and the dis- 
position or termination. 
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Related Provisions: 96(3) — Election by members of partnership; 248(1)“former 
business property” — Property that is the subject of election under 13(4.2). 


(4.3) Effect of election — If this subsection applies in respect 
of an acquisition and a disposition or termination, 


(a) if the transferee acquired a similar property referred to in 
paragraph (4.2)(b), the transferee is deemed to have also ac- 
quired the former property at the time that the former property 
was terminated and to own the former property until the trans- 
feree no longer owns the similar property; 


(b) if the transferee acquired the former property referred to in 
paragraph (4.2)(b), the transferee is deemed to own the former 
property until such time as the transferee owns neither the for- 
‘mer property nor a similar property in respect of the same 
fixed place to which the former property related; : 


(c) for the purpose of calculating the amount deductible under 
paragraph 20(1)(a) in respect of the former property in com- 
puting the transferee’ 's income, the life of the former property 
remaining on its acquisition by the transferee is deemed to be 
equal to the period that was the life of the former property re- 
maining on its acquisition by the transferor; and 


(d) any amount that would, if this Act were read without refer- 
ence to this subsection, be an eligible capital amount to the 
transferor or an eligible capital expenditure to the transferee in 
respect of the disposition or termination of the former pippenty 
by the transferor is deemed to be 


(i) neither an eligible capital amount nor an eligible capital 
expenditure, 


_ Gi) an amount’ required to be ie in computing the 
capital cost to the transferee of the former property, and 


_ (iii) an amount required to be included in computing the 
proceeds of disposition to the transferor in veneectep of a dis- 
position of the former property... 


Application’ The July 16, 2010 draft legislation (Part 1 — techiitealy subsec. 10), 
will add subsecs. 13(4.2) and (4.3), applicable in respect of dispositions and termina- 
tions that occur after December 20, 2002. S 


Technical Notes (July 2010): Subsection 14(6) permits a taxpayer to defer tax 
otherwise arising on the disposition of an eligible capital property, to the extent that 
the taxpayer reinvests the proceeds of disposition in a replacement property within a 
certain period of time. A franchise, concession or license with an indefinite term may 
be such an eligible capital property. However, such a property with a defined term 
will generally be a depreciable property included in Class 14 of Schedule II of the 
Income Tax Regulations (“the Regulations”) and will not be eligible for similar re- 
placement treatment under subsection 13(4) because such a property is not a “former 
business property” as defined in subsection 248(1). Further, the replacement property 
provisions for depreciable property generally apply only to immoveable property. 


New subsections 13(4.2) and (4.3) are added, concurrent with the amendment of the 
definition “former business property”, to allow a taxpayer (the “transferor’) to use 
the replacement property rules under subsection 13(4) in respect of the disposition or 
termination of a property that is the subject of a joint election with the purchaser (the 
“transferee”’) of the property. 


New subsection 13(4.2) describes the circumstances under which the transferor and 
the transferee may make a joint election. Property eligible for the election is a “for- 
mer property” described in subsection 13(4) that is a franchise, concession or license 
for a limited period that is wholly attributable to the carrying on of a business at a 
fixed place. The election may be made where the property is disposed of directly by 
the transferor to the transferee or where the property of the transferor is terminated 
and the transferee acquires a similar property in respect of the same fixed place from 
another person. Both parties must elect in their returns of income for their respective 
taxation years that include the year of the disposition or termination. 


New subsection ‘13(4. 3) provides rules that apply when an election has been made 
under subsection 13(4.2). If the transferee acquires the property disposed of by the 
transferor (the “former property”), the transferee is deemed to own that property until 
such time as the transferee owns neither the former property nor a similar property in 
respect of the same fixed place to which the former property related. If the transferee 
instead acquires a similar property in respect of the same fixed place (i.e., the life of 
the former property was terminated), the transferee is deemed to have also acquired 
the former property and to continue to own it until the transferee no loneet owns the 
similar property. 


In either case, for the purpose of claiming a ee by the transferee nader para- 
graph 20(1)(a), the life of the former property in the hands of the transferee is 
deemed to be the term remaining at the time the transferor originally acquired the 
property. For instance, a license with a 20-year life when it was originally acquired 
by the transferor, but with 5 years remaining at the time of the transfer, would be > 
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considered to have a 20-year life in the hands of the transferee oe the Puspose : 
claiming a deduction under paragraph 20(1)(a). ee oy 


There may be circumstances where, but for ax clention under suena BG. Qe 
portion of the consideration given by a transferee upon the sale of a limited pe 


franchise, ligense or concession might eee be ey red to be an eligible 


Where an weion 


eligible capital ex: 
to the transferee and roceeds of disposition 0! 


ve oe if more than. on an, of a Tsai is. 


described i in the same class i in Sched c II, and one or more of the properties is a 
property in respect of which the taxpayer is a transferee that has elected under sub- 
section 13(4.2), a separate class is prescribed for eac 
that, would otherwise be. included i in the same. class. 


If, subsequent t to the acquis 
the former property expires and a similar property in respect of the same fixed place 
is not acquired by the transferee, the transferee may, under subsection 20(16), be 
entitled to a terminal loss in respect of the former property. Refer to the commentary 
to new paragraph 20(16. 1)(b) Patan limitations in Tespect of the deduction a 
such a terminal loss, : 


New subsections 3 1.2) an 4: 3) ote in respect of poston and terminations 
that occur after December 20, cular : 7 : — 


Example 1 


Ms, Mubarak is a dies sith Di years ) remaining Jor. a 20-year eanlement 
The original cost was $60,000, and the undepreciated capital cost 
_ $15,000, The agreement is transferable, 0 she agrees to sell the franchise ‘ : 
Grando at its fair market value of $85,000. Ms. Mubarak will, in the same taxa- 


tion year, purchase from Ms. Vincent a replacement franchise that has i , in es 


_ remaining of a 20-year term, for $100, 000. 


But for the making of an election under subset 34. / 
have a capital gain of $25,000 (i.e., $85,000 - $60, 000) ne a UCC balance of 
$55,000 (i.e., $15,000 + $100,000 - $60,000) before. deducting any capital cost 
allowance for the year. The adjusted cost base (“ACB”) of her replacement 
franchise would be $100,000. Mr. Grando would have acquired a Class 14 pro- 
perty with an ACB and capital cost of $85, 000, depreciable. over 5 years. 


Lf Ms. Mubarak and Mr. Grando jointly elect under subsection 13(4. 2 Ms. 
Mubarak may elect under subsections 13(4) and 44(1) to defer the capital gain, 
such that the ACB and capital cost of the replacement franchise will be deemed 
to be $75,000 (i.e., $100,000 less the $25,000 deferred capital gain). Further- 


more, Ms. Mubarak’s UCC balance for Class 14 will be $30,000 (i.e., an in- 


crease equivalent to the $100,000 cost of the replacement franchise less the 
$85, 000 proceeds from the former pr roperty), to be amortized over the remaining 
15-year term. In this regard, note that the term for amortizing Ms. Mubarak’s 
replacement franchise is unaffected by her ‘and Mr. Grando’s joint election in 
respect of the former property. Mr. Grando, on the other hand, will be required 


to amortize his $85,000 cost of the former property over 20 years, which was the — 


term of the Sormer , property when it was fir: rst acquired by Ms. Mubarak. - 


If Mr. Grando does not enter into a new. agreement with the franchisor hen the 
5-year period, he will be eligible for a terminal loss (even if there are other 


Class 14 assets, because the $85,000 property will be in a “separate class”). 


_ However, a terminal loss will not be available if a person dealing non-arm’s 
length with Mr. Grando, at any time before the time that is 24 months after the — 
expiry of the old agreement, enters into a new franchis se Agrecnet in resect of 


the same fixed place. 


Example 2. 


Consider the same example, except aE the orisha ers agreement of Ms. 
Mubarak (the former property) is not transferable, but instead must be termi-— 


nated and renewed with the franchisor. Suppose that it is renewed by Mr. 


_Grando for a period of 12 years, with an additional amount ke $120,000 paid by _ 


Mr. Grando to the franchisor for the new agreement. 


In this case it is arguable that, for Mr. Grando, the $85, 000 payment to Ms. 


Mubarak is, absent an election under subsection 13(4.2), an eligible capital ex- 


_ penditure by Mr. Grando. That is, Mr. Grando will pay a separate amount of 
$120,000 to the franchisor for a Class 14 asset, but the $85,000 payment to Ms. 


Mubarak is, in effect, incurred to acquire the right to renew the franchise, not to 


acquire a Class 14 property. Ms. Mubarak has likewise received proceeds of 
disposition of an eligible capital property (i.e., an “eligible capital amount”, 3/4 


of which would reduce her Cumulative Eligible Capital balance), not proceeds 
of disposition of a Class 14 property. Absent an election under subsection — 


13(4.2), Ms. Mubarak would not be entitled to acquire a replacement eligible 
capital property, but could be entitled to claim a terminal loss on the termination 
of the original franchise agreement (if she had no other Class 14 assets on hand 


at the end of the taxation year of disposition). Subsection 14(1) would apply to 


the eligible capital amount received by Ms, Mubarak. 


der subsection 17 me 2) is jade; aiceiae 3) provides that 
such an amount will b neither an eligible capital amount to th aeee nor an | 
ead 


bh Te of the taxpayer _ 


ition of the former ‘property by the easier as life of 
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The $120, 000 cost of the new agreement to Mr. Grando, paid to the sihalaiind 
could be written off by Mr. Grando over its 12-year term. 


_ If Ms. Mubarak and Mr. Grando jointly elect under subsection 13(4.2), no part 
of the proceeds of disposition for the former property will be an eligible capital 
amount or an eligible capital expenditure. The results are the same as in Exam- 
ple 1, except that Mr. Grando will now have two Class 14 properties: 


* the new franchise agreement, the $120,000 cost of which may be written off 
by him over its 12-year term, and: ,, 


7 «the former property, deemed to have been acquired by him and included in a 


separate class, the $85,000 cost of of dane dass be written off by him over its 
~ deemed 20-year term. 
Example 3 
_ Consider again. iso if bid Suilbiose that the (an denicid franchise, pur- 
chased by Ms. Mubarak from Ms. Vincent, is itself the subject of a joint election 
_by them under subsection 13(4.2). Ms. Mubarak is required to amortize her 
_ $30,000 UCC (see Example 1) over the lee: ca term het Ms. Vincent, not 
"over its remaining 15 years. 


Related Provisions: 20(16.1)(b) — Restriction on iebnaial loss. 


(5) Reclassification of property — Where one or more depre- 
ciable properties of a taxpayer that were included in a prescribed 
class (in this subsection referred to as the “old class”) become in- 
cluded at any time (in this subsection referred to as the “transfer 
time”) in another prescribed class (in this subsection referred to as 
the “new class”), for the purpose of determining at any subsequent 
time the undepreciated capital cost to the taxpayer of depreciable 
property of the old class and. the new, class 


(a) the value of A in the definition “undepreciated capital cost” 
in subsection (21) shall be determined as if each of those depre- 
ciable properties were 


(i) properties of the new class acquired before the subsequent 

time, and 

(ii) never included in the old class; and 
(b) there shall be deducted in computing the total depreciation 
allowed to the taxpayer for property of the old class before the 
subsequent time, and added in computing the total depreciation 
allowed to the taxpayer for property of the new class before the 
subsequent time, the greater of 


(i) the amount determined by the formula 


A-B 
where 


A. is the total of all amounts each of which is the capital cost 
to the taxpayer of each of those depreciable properties, 
and 


is the undepreciated capital cost to the taxpayer of depre- 
ciable property of the old class at the transfer time, and 


B 


(ii) the total of all amounts each of which is an amount that 
would have been deducted under paragraph 20(1)(a). in re- 
spect of a depreciable property that is one of those properties 
in computing the taxpayer’s income for a taxation year that 
ended before the transfer time and at the end of which the 
property was included in the old class»if 


(A) the property had been the only property included in a 
separate prescribed class, and 


(B) the rate allowed by the regulations made for the pur- 
pose of paragraph 20(1)(a) in respect of that separate 
class had been the effective rate that was used by the tax- 
payer to calculate a deduction under that paragraph in re- 
spect of the old class for the year. 
Related Provisions: 87(2)(d)(ii)(C) — Amalgamations — depreciable. property; 
257 — Formula cannot calculate to less than zero. See also at end of s. 13. 
History: Subsec. 13(5) amended by 1997, c. 25, subsec. 3(1), applicable to properties 
of a prescribed class that, after 1996, become included in property of another pre- 
scribed class. Subsec. (5) formerly read: 


(5) Transferred property — Where depreciable property of a taxpayer that was 
included in a prescribed class (in this subsection referred to as the “former 
class”) has been transferred to another prescribed class (in this subsection re- 
ferred to as the “other class’), for purposes of determining the undepreciated 


S. 13(5) 


capital cost to the taxpayer of depreciable property of the former class and of the 
other class at any time after the transfer 


(a) the transferred property shall be deemed to be depreciable property of the 
other class acquired before that time and not depreciable property of the for- 
mer class acquired before that time; and 
(b) an amount equal to the greater of 
(i) the amount, if any, by which the capital cost to the taxpayer of the 
transferred property exceeds the undepreciated capital cost to the tax- 
payer of depreciable property of the former class immediately before the 
transfer, and 


(ii) the total of all amounts that would have been deducted by the tax- 
payer in respect of the transferred property under paragraph 20(1)(a) in 
computing the taxpayer’s income for taxation years ending before the 
transfer had that property been the only property included in a separate 
prescribed class and had the rate allowed by the regulations made under 
paragraph 20(1)(a) in respect of that separate class been the effective 
rate that was used by the taxpayer to calculate a deduction under that 
paragraph in respect of the former class for taxation years at the end of 
which the transferred property was included in the former class 


shall be included in computing the total depreciation allowed to the taxpayer 
for property of the other class before that time and not included in comput- 
ing the total depreciation allowed to the taxpayer for property of the former 
class before that time. 

Regulations: 1103 (property reclassifications by Regulation). 

Interpretation Bulletins: IT-190R2: CCA — transferred and misclassified property. 


information Circulars: 84-1: Revision of capital cost allowance claims and other 
permissive deductions. 


(5.1) Rules applicable [leasehold interest] — Where at any 
time in a taxation year a taxpayer acquires a particular property in 
respect of which, immediately before that time, the taxpayer had a 
leasehold interest that was included in a prescribed class, for the 
purposes of this section, section 20 and any regulations made under 
paragraph 20(1)(a), the following rules apply: 


(a) the leasehold interest shall be deemed to have been disposed 
of by the taxpayer at that time for proceeds of disposition equal 
to the amount, if any, by which 


(i) the capital cost immediately before that time of the lease- 
hold interest 


exceeds 


(ii) the total of all amounts claimed.by the taxpayer in respect 
of the leasehold interest and deductible under paragraph 
20(1)(a) in computing the taxpayer’s income in previous tax- 
ation years; 


(b) the particular property shall be deemed to be depreciable 
property of a prescribed class of the taxpayer acquired by the 
taxpayer at that time and there shall be added to the capital cost 
to the taxpayer of the property an amount equal to the capital 
cost referred to in subparagraph (a)(i); and 


(c) the total referred to in subparagraph (a)(ii) shall be added to 
the total depreciation allowed to the taxpayer before that time in 
respect of the class to which the particular property belongs. 
Related Provisions: See at end of s. 13. 
Interpretation Bulletins: IT-464R: CCA — leasehold interests. 


(5.2) Idem [rent deemed to be CCA] — Where, at any time, a 
taxpayer has acquired a capital property that is depreciable property 
or real property in respect of which, before that time, the taxpayer 
or any person with whom the taxpayer was not dealing at arm’s 
length was entitled to a deduction in computing income in respect 
of any amount paid or payable for the use of, or the right to use, the 
depreciable property or real property and the cost or the capital cost 
(determined without reference to this subsection) at that time of the 
property to the taxpayer is less than the fair market value thereof at 
that time determined without reference to any option with respect to 
that property, for the purposes of this section, section 20 and any 
regulations made under paragraph 20(1)(a), the following rules 
apply: 
Proposed Amendment — 13(5.2) opening words 


(5.2) Deemed cost and depreciation — If, at any time, a tax- 
payer has acquired a capital property that is depreciable property 
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or real or immovable property in respect of which, before that. 
time, the taxpayer or any person with whom the taxpayer was not 
dealing at arm’s length was entitled to a deduction in computing — 
income in respect of any amount paid or payable for the use of, or 
the right to use, the property and the cost or the capital cost (deter-_ 
mined without reference to this subsection) at that time of ‘the pro-_ 
perty to the taxpayer is less than the fair market value thereof at. 
that time determined without reference to any option with respect 
to that property, for the purposes of this section, section 20 and 
any regulations made under paragraph 20(1)(a), the following 
rules" apply: 

Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
178(1), will amend the opening words bs subsec. 13(5 oe to read as s above, oe come - 
into force on Royal Assent. 


Technical Notes (July 2010): ‘Bee under 12(4). 


(a) the property shall be deemed to have been acquired ya the 
taxpayer at that time at a cost equal to the lesser of 


(i) the fair market value of the property at that time deter- 
mined without reference to any option with respect to that 
property, and 

(ii) the total of the cost or the capital cost (determined with- 
out reference to this subsection) of the property to the tax- 
payer and all amounts (other than amounts paid or payable to 
a person with whom the taxpayer was not dealing at arm’s 
length) each of which is an outlay or expense made or in- 
curred by the taxpayer or by a person with whom the tax- 
payer was not dealing at arm’s length at any time for the use 
of, or the right to use, the property, 


and for the purposes of this paragraph and subsection (5.3), 
where a particular corporation has been incorporated or other- 
wise formed after the time any other corporation with which the 
particular corporation would not have been dealing at arm’s 
length had the particular corporation been in existence before 
that time, the particular corporation shall be deemed to have 
been in existence from the time of the formation of the other 
corporation and to have been not dealing at arm’s length with 
the other corporation; 


(b) the amount by which the cost to the taxpayer of the property 
determined under paragraph (a) exceeds the cost or the capital 
cost thereof (determined without reference to this subsection) 
shall be added to the total depreciation allowed to the taxpayer 
before that time in respect of the prescribed class to which the 
property belongs; and 

(c) where the property would, but for this paragraph, not be de- 
preciable property of the taxpayer, it shall be deemed to be de- 
preciable property of a separate prescribed class of the taxpayer. 

Related Provisions: See at end of s. 13. 


Regulations: 1101(5g) and Sch. II:Cl. 36 (property under 13(5.2)(c) deemed to be a 
separate class). 


Interpretation Bulletins: IT-233R: Lease-option agreements; sale-leaseback agree- 
ments (archived). 


1.T. Technical News: 21 (cancellation of Interpretation Bulletin IT-233R). 
Forms: 1776: Statement of real estate rentals. 


(5.3) Idem [disposition of option] — Where, at any time in a 
taxation year, a taxpayer has disposed of a capital property that is 
an option with respect to depreciable property or real property in 
respect of which the taxpayer or any person with whom the tax- 
payer was not dealing at arm’s length was entitled to a deduction in 
computing income in respect of any amount paid for the use of, or 
the right to use, the depreciable property or real property, for the 
purposes of this section, the amount, if any, by which the proceeds 
of disposition to the taxpayer of the option exceed the taxpayer’s 
cost in respect thereof shall be deemed to be an excess referred to in 
subsection (1) in respect of the taxpayer for the oi 


Proposed Amendment — -13(6. 3). 


(5.3) Deemed recapture — If, at any time in a taxation year, a 
taxpayer has disposed of a capital property that is an option oath 
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respect to depreciable ‘property or real or immovabl pre 
respect of which the taxpayer or any person with * 
payer was not dealing at arm’s length was entitled t 
in computing income in sTESDE paid 


the amount, if any, by which t 
taxpayer of the option ex 
thereof shall be deemed to 
(1) in respect. of e ta 


Applicat > Ahe July 16, 2010 
178(2), are nd subsec. 136. 
Assent. 


Technical Notes ¢ July 2¢ 2010): See 


Related Provisions: 49 — Options. See also at end of s. 13. 


Interpretation Bulletins: IT-233R: Lease-option agreements; sale-leaseback agree- 
ments (archived). 


1.T. Technical News: 21 (cancellation of Interpretation Bulletin IT-233R). 
Forms: T1776: Statement of real estate rentals. 


(5.4) Idem — Where, before the time of disposition of a capital 
property that was depreciable property of a taxpayer, the taxpayer, 
or any person with whom the taxpayer was not dealing at arm’s 
length, was entitled to a deduction in computing income in respect 
of any outlay or expense made or incurred for the use of, or the 
right to use, during a period of time, that capital property (other 
than an outlay or expense made or incurred by the taxpayer or a 
person with whom the taxpayer was not dealing at arm’s length 
before the acquisition of the property), except where the taxpayer 
disposed of the property to.a person with whom the taxpayer was 
not dealing at arm’s length and that person was subject to the provi- 
sions of subsection (5.2) with respect to the acquisition by that per- 
son of the property, the following rules apply: 


(a) an amount equal to the lesser of 


(i) the total of all amounts (other than amounts paid or paya- 
ble to the taxpayer or a person with whom the taxpayer was 
not dealing at arm’s length) each of which was a deductible 
outlay or expense made or incurred before the time of dispo- 
sition by the taxpayer, or by a person with whom the tax- 
payer was not dealing at-arm’s length, for the use of, or the 
right to use, during the period of time, the property, and 


(ii) the amount, if any, by which the fair market value of the 
property at the earlier. of 


(A) the expiration of the last period of time in respect of 
which the deductible outlay or expense referred to in sub- 
paragraph (i) was made or incurred, and 


(B) the time of the disposition 


exceeds the capital cost to the taxpayer of the property imme- 
diately before that time 


shall, immediately before the time of the disposition, be added to 
the capital cost of the property to the person who owned the pro- 
perty at that time; and 


(b) the amount added to the capital cost to the taxpayer of the 
property pursuant to paragraph (a) shall be added immediately 
before the time of the disposition to the total depreciation al- 
lowed to the taxpayer before that time in respect of the pre- 
scribed class to which the property belongs. 


Related Provisions: 13(5.5) — Lease cancellation payment deemed not to be made 
for the use of property. See also at end of s. 13. 


(5.5) Lease cancellation payment — For the purposes of sub- 
section (5.4), an amount deductible by a taxpayer under paragraph 
20(1)(z) or (z.1) in respect of a cancellation of a lease of property 
shall, for greater certainty, be deemed not to be an outlay or ex- 
pense that was made or incurred by the taxpayer for the use of, or 
the right to use, the property. 


Related Provisions: See at end of s. 13. 


(6) Misclassified property — Where, in calculating the amount 
of a deduction allowed to a taxpayer under subsection 20(16) or 
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regulations made for the purposes of paragraph 20(1)(a) in respect 
of depreciable property of the taxpayer of a prescribed class (in this 
subsection referred to as the “particular class’’), there has been) ad- 
ded to the capital cost to the taxpayer of depreciable property of the 
particular class the capital cost of depreciable property (in this sub- 
section referred to as “added property”) of another prescribed class, 
for the purposes of this section, section 20 and any regulations 
made for the purposes of paragraph 20(1)(a), the added property 
shall, if the Minister so directs with respect to any taxation year for 
which, under subsection 152(4), the Minister may make any reas- 
sessment or additional assessment or assess tax, interest or penalties 
under this: Part, be deemed to have been property of the particular 
class and not of the other class at all times before the beginning of 
the year and, except to the extent that the added property or any part 
thereof has been disposed of by the taxpayer before the beginning 
of the year, to have been transferred from the particular class to the 
other class at the beginning of the year. 


Related Provisions: See at end of s. 13. 


History: Subsec. 13(6) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 9(2), 
applicable after April 19, 1983. Subsec. (6) formerly read: 


(6) Where, in calculating the amount of a deduction allowed to a taxpayer under 
subsection 20(16) or regulations made under paragraph 20(1)(a) in respect of 
depreciable property of the taxpayer of a prescribed class, there has been added 
to the capital cost to the taxpayer of depreciable. property of that class the capital 
cost of depreciable property (in this subsection referred to as “added property’’) 
of another prescribed class, for the purposes of this section, section 20 and any 
regulations made under paragraph 20(1)(a) the added property shall, if the Min- 
ister’ so ‘directs with reference to any taxation year for which, within the time 
specified in paragraph 152(4)(a) or (b), the Minister may make any reassessment 
or additional assessment or assess tax, interest or penalties under this Part as the 
circumstances require, be deemed to have been property of the first-mentioned 
class and not of the other class at all times before the commencement of that year 
and, except to the extent that that property or any part thereof has been disposed 
of by. the taxpayer before the commencement of that year, to have, been trans- 
ferred from the first-mentioned class to the other class at the commencement of 
that year. 


Interpretation Bulletins: IT-190R2: CCA — transferred and misclassified property. 


Information Circulars: 84-1: Revision of capital cost allowance claims and other 
permissive deductions. 


(7) Rules applicable — Subject to subsection 70(13), for the pur- 
poses of paragraphs 8(1)(j) and (p), this section, section 20 and any 
regulations made for the purpose of paragraph 20(1)(a), 


History: The opening words of subsec. 13(7) substituted by 1994, c. 21, subsec. 7(1), 
applicable after 1992. The opening words formerly read: 


(7) For the purposes of paragraphs 8(1)(j) and (p), this section, section 20 and 
any regulations made under paragraph 20(1)(a), the following rules apply: 


(a) [change in use from income-producing] — where a 
taxpayer, having acquired property for the purpose of gaining or 
producing income, has begun at.a later time to use it for some 
other purpose, the taxpayer shall be deemed to have disposed of 
it at that later time for proceeds of disposition equal to its fair 
market value at that time and to have reacquired it immediately 
thereafter at a cost equal to that fair market value; 

Related Provisions: 13(9) — Gaining or producing income; 45 — Change in use 

rules — capital property. See also at end of s. 13. 

History: Para. 13(7)(a) substituted by 1994, c..7, Sch. II (1991, c. 49), subsec. 9(3), 

applicable to changes in use occurring after May 22, 1985, except that in applying para. 

(a) to changes in use occurring before May 1988, it shall be read as follows: 
(a) where a taxpayer, having acquired property for the purpose of gaining or 
producing income therefrom or for the purpose of gaining or producing income 
from a business, has begun at a later time to use it for some other purpose, the 
taxpayer shall be deemed to have disposed of it at that later time for proceeds of 


disposition equal to its fair market value at that time and to have reacquired it 
immediately thereafter at a cost equal to that fair market value; 


Para. (a) formerly read: 
(a) where a taxpayer, having acquired property for the purpose of gaining or 
producing income, has commenced at a later time to use it for some other pur- 


pose, the taxpayer shall be deemed to have disposed of it at that later time at its 
fair market value at that later time; 


Selected Cases [para. 13(7)(a)]: Evans. v. R., [2009] 1 C.T.C. 2146 (TCC) 
(Change of status from owner to employee resulted in change of use and deemed 
disposition). 


S. 13(7)(a) 


Interpretation Bulletins: IT-525R: Performing artists. 


(b) [change in use to income-producing] — where a tax- 
payer, having acquired property for some other purpose, has be- 
gun at a later time to use it for the purpose of gaining or produc- 
ing income, the taxpayer shall be deemed to have acquired it at 
that later time at a capital cost to the taxpayer equal to the lesser 
of 


(i) the fair market value of the property at that later time, and 
(ii) the total of 


(A) the cost to the taxpayer of the property at that later 
time determined without reference to this paragraph, para- 
graph (a) and subparagraph (d)(ii), and 


(B) ‘> of the amount, if any, by which 
(I) the fair market value of the property at that later 
time 

exceeds the total of 


(II) the cost to the taxpayer of the property as deter- 
mined under clause (A), and 


(II]) twice the amount deducted by the taxpayer under 
section 110.6 in respect of the amount, if any, by 
which the fair market value of the property at that later 
time exceeds the cost to the taxpayer of the property as 
determined under clause (A); 


Related Provisions: 13(7)(e¢)— Rules applicable; 13(9) — Gaining or producing 
income; 45 — Change in use rules — capital property; 70(13) — Capital cost of depre- 
ciable property on death; 248(1) — “cost amount’’(a). See also at end of s, 13. 


History: Cl. 13(7)(b)(ii)(B) amended by replacing the reference to the fraction “¥/s” 
with a reference to the fraction “'” and by replacing the reference to the expression ““/s 
of” with a reference to the word “twice” by 2001, c. 17, subsec. 6(1), applicable to 
changes in use of property that occur in taxation years that end after February 27, 2000 
except that, for changes in use of property that occur in a taxpayer’s taxation year that 
includes February 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, the reference to the fraction “'/2” shall be read as a 
reference to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the 
taxpayer for the year and the reference to the word “twice” shall be read as a reference 
to the expression “the fraction that is the reciprocal of the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the taxpayer for the year, multiplied by”. 


Para. 13(7)(b) substituted by 1994, c. 7, Sch. IL (1991, c. 49), subsec. 9(3), applicable to 
changes in use occurring after May 22, 1985, except that in applying cl. 13(7)(b)Gi)(B), 


(i) to changes in use of property by a person or partnership in taxation years and 
fiscal periods ending before 1988, the references therein to “/s” and ““/3 of” shall 
be read as references to “'/2” and “2 times”, respectively, 


(ii) to changes in use of property by an individual or a partnership in taxation years 
and fiscal periods ending after 1987 and before 1990, the references therein to “7/,’ 
and “3” shall be read as references to “7/3” and “7/2”, respectively, 


(iii) to changes in use of property by a corporation in taxation years ending after 
1987 and beginning before 1990 throughout which the corporation was a Cana- 
dian-controlled private corporation, the reference therein to “/s” shall, in respect of 
the corporation for the year, be read as a reference to the fraction determined as the 
total of 


(A) the proportion of '/2 that the number of days in the year that are before 
1988 is of the number of days in the year, 


(B) the proportion of */3 that the number of days in the year that are after 1987 
and before 1990 is of the number of days in the year, and 


(C) the proportion of */; that the number of days in the year that are after 1989 
is of the number of days in the year, 


and 


(iv) to changes in use of property by a corporation in taxation years ending after 
1987 and beginning before 1990 where throughout the year the corporation was 
not a Canadian-controlled private corporation, the reference therein to “/s” shall, in 
respect of the corporation for the year, be read as a reference to the fraction deter- 
mined as the total of 


(A) the proportion of '/2 that the number of days in the year that are before July 
1988 is of the number of days in the year, 


(B) the proportion of 7/3 that the number of days in the year that are after June 
1988 and before 1990 is of the number of days in the year, and 


(C) the proportion of */s that the number of days in the year that are after 1989 
is of the number of days in the year. 


Para. (b) formerly read: 


(b) where a taxpayer, having acquired property for some other purpose, has com- 
menced at a later time to use it for the purpose of gaining or producing income, 
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the taxpayer shall be deemed to have acquired it at that later time at a capital cost 
to the taxpayer equal to the lesser of 


(i) its fair market value at that later time, and 


(ii) the total of 
(A) its cost to the taxpayer at that later time determined without refer- 
ence to this paragraph, paragraph (a) and subparagraph (d)(ii), and 
(B) 9s of the amount, if any, by which 
(I) the fair market value of the property at that later time 


exceeds the total of 
(II) the cost to the taxpayer of the property immediately before that 
later time, and 
(IIL) 4 of the amount deducted by the taxpayer under section 110.6 
in respect of the amount, if any, by which the fair market value of 
the property at that later time exceeds the cost to the taxpayer of the 
property immediately before that later time, 


Interpretation Bulletins: IT-148R3: Recreational properties and club dues; IT- 
160R3: Personal use of aircraft (archived); IT-209R: Inter-vivos gifts of capital pro- 
perty to individuals directly or through trusts; IT-525R: Performing artists. 


1.T. Technical News: 18 (Cudd Pressure case). 


(c) [partial use to produce income] — where property has, 
since it was acquired by a taxpayer, been regularly used in part 
for the purpose of gaining or producing income and in part for 
some other purpose, the taxpayer shall be deemed to have ac- 
quired, for the purpose of gaining or producing income, the pro- 
portion of the property that the use regularly made of the pro- 
perty for gaining or producing income is of the whole use 
regularly made of the property at a'capital cost to the taxpayer 
equal to the same proportion of the capital cost to the taxpayer 
of the whole property and, if the property has, in such a case, 
been disposed of, the proceeds of disposition of the proportion 
of the property deemed to have been acquired for gaining or pro- 
ducing income shall be deemed to be the same proportion of the 
proceeds of disposition of the whole property; 
Related Provisions: 13(9) — Gaining or producing income. See also at end of s. 13. 
History: Para. 13(7)(c) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 9(4), to 
substitute “where property has” for “where property (other than a motor vehicle in re- 
spect of which section 67.3 applies) has”, applicable with respect to changes in use 
occurring after April 1988. 


Interpretation Bulletins: IT-148R3: Recreational properties and club dues; IT- 
160R3: Personal use of aircraft (archived); IT-217R: Depreciable property owned on 
December 31, 1971 (archived); IT-525R: Performing artists. 
(d) [partial change in use] — where, at any time after a tax- 
payer has acquired property, there has been a change in the rela- 
tion between the use regularly made by the taxpayer of the pro- 
perty for gaining or producing income and the use regularly 
made of the property for other purposes, 


(i) if the use regularly made by the taxpayer of the property 
for the purpose of gaining or producing income has in- 
creased, the taxpayer shall be deemed to have acquired at 
that time depreciable property of that class at a capital cost 
equal to the total of 


(A) the proportion of the lesser of 
(1) its fair market value at that time, and 


(II) its cost to the taxpayer at that time determined 
without reference to this subparagraph, subparagraph 
(11) and paragraph (a) 
that the amount of the increase in the use regularly made 
by the taxpayer of the property for that purpose is of the 
whole of the use regularly made of the property, and 


(B) '2 of the amount, if any, by which 


(1) the amount deemed under subparagraph 45(1)(c)(i1) 
to be the taxpayer’s proceeds of disposition of the pro- 
perty in respect of the change 


exceeds the total of 


(II) that proportion of the cost to the taxpayer of the 
property as determined under subclause (A)(II) that 
the amount of the increase in the use regularly made 
by the taxpayer of the property for that purpose is of 
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the whole of the use regularly made of the property, 
and 


(III) twice the amount deducted by the taxpayer under 
section 110.6 in respect of the amount, if any, by 
which the amount determined under subclause (I) ex- 
ceeds the amount determined under subclause (II), and 


(ii) if the use regularly made of the property for the purpose 
of gaining or producing income has decreased, the taxpayer 
shall be deemed to have disposed at that time of depreciable 
property of that class and the proceeds of disposition shall be 
deemed to be an amount equal to the proportion of the fair 
market value of the property as of that time that the amount 
of the ‘decrease in the use regularly made by the taxpayer of 
the property for that purpose is. of the whole use regularly 
made of the property; 
Related Provisions: 13(4) — Exchange of property; 13(7)(e) — Rules applicable; 
13(9) — Gaining or producing income; 44(1) — Exchanges of property; 45(1)(c) — 
Partial change in use of capital property; 45(2) — Election where change in use; 
70(12) — Capital cost of depreciable property on death; 248(1)“cost amount’(a) — 
Application of 13(7) to determination of cost amount; 256(6) — Controlled corpora- 
tion. See also at end of s. 13. 


History: Cl. 13(7)(d)G)(B). amended by replacing the reference to the fraction “?/.” 
with a reference to the fraction “'/2” and by replacing the reference to the expression ““/3 
of’ with a reference to the word “twice” by 2001, c. 17, subsec. 6(2), applicable to 
changes in use of property that occur in taxation years that end after February 27, 2000 
except that, for changes in use of property that occur in a taxpayer’s taxation year that 
includes February 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, the reference to the fraction ‘‘'/2” shall be read as a 
reference to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the 
taxpayer for the year and the reference to the word “twice” shall be read as a reference 
to the expression “the fraction that is the reciprocal of the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the taxpayer for the year, multiplied by”. 
Subcls. 13(7)(d)(i)(B) CD), (IM) substituted by 1994, c..7, Sch. If (1991, c. 49), subsec. 
9(5), applicable to changes in use occurring after May 22, 1985, except that in applying 
subcl. (ID) 

(a) to. changes in use of property by a person or partnership in taxation years and 

fiscal periods ending before 1988, the reference therein to “4/3 of shall be read as a 

reference to “2 times”, and 


(b) to changes in use of property by an individual or a partnership in taxation years 
and fiscal periods ending after 1987 and before 1990, the reference therein to ““/3” 
shall be read as a reference to “4/2”. 

Subcls. (d)(i)(B)UD, (iD) formerly read: 
(iI) the cost to the taxpayer of the property immediately before that time, and 
(IID) “3 of the amount deducted by the taxpayer under section 110.6 in respect of 


the amount, if any, by which the amount determined under subclause (I) exceeds 
the cost to the taxpayer of the property immediately before that time, and. 


Interpretation Bulletins: IT-160R3: Personal use of aircraft (archived); IT-209R: 

Inter-vivos gifts of capital property to individuals directly or through trusts. 
(e) [non-arm’s length acquisition] — notwithstanding any 
other provision of this Act except subsection 70(13), where at a 
particular time a person or partnership (in this paragraph re- 
ferred to as the “taxpayer’’) has, directly or indirectly, in any 
manner whatever, acquired (otherwise than as a consequence of 
the death of the transferor) a depreciable property (other than a 
timber resource property) of a prescribed class from a person or 
partnership with whom the taxpayer did not deal at arm’s length 
(in this paragraph referred to as the “‘transferor’) and, immedi- 
ately before the transfer, the property was a capital property of 
the transferor, 


(i) where the transferor was an individual resident in Canada 
or a partnership any member of which was either an indivi- 
dual resident in Canada or another partnership and the cost of 
the property to the taxpayer at the particular time determined 
without reference to this paragraph exceeds the cost, or 
where the property was depreciable property, the capital cost 
of the property to the transferor immediately before the trans- 
feror disposed of it, the capital cost of the property to the 
taxpayer at the particular time ‘shall be deemed to be the 
amount that is equal to the total of 


(A) the cost or capital cost, as the case may be, of the 
property to the transferor immediately before the particu- 
lar time, and 
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(B) '/2 of the amount, if any, by which 


(I) the transferor’s proceeds of disposition of the 
property 
exceed the total of 


(II) the cost or capital cost, as the case may be, to the 
transferor immediately before the particular time, 


(IIL) twice the amount deducted by any person under 
section 110.6 in respect of the amount, if any, by 
which the amount determined under subclause (I) ex- 
ceeds the amount determined under subclause (II), and 


(IV) the amount, if any, required by subsection 
110.6(21) to be deducted in computing the capital cost 
to the taxpayer of the property at that time 


and, for the purposes of paragraph (b) and subparagraph 
(d)(@i), the cost of the property to the taxpayer shall be 
deemed to be the same amount, 


(ii) where the transferor was neither an individual resident in 
Canada nor a partnership any member of which was either an 
individual resident in Canada or another partnership and the 
cost of the property to the taxpayer at the particular time de- 
termined without reference to this paragraph exceeds the 
cost, or where the property was depreciable property, the 
capital cost of the property to the transferor immediately 
before the transferor disposed of it, the capital cost of the 
property to the taxpayer at that time shall be deemed to be 
the amount that is equal to the total of 


(A) the cost or capital cost, as the case may be, of the 
property to the transferor immediately before the particu- 
lar time, and 


(B) '2 of the amount, if any, by which the transferor’s 
proceeds of disposition of the property exceed the cost or 
capital cost, as the case may be, to the transferor immedi- 
ately before the particular time 


and, for the purposes of paragraph (b) and subparagraph 
(d)(i), the cost of the property to the taxpayer shall be 
deemed to be the same amount, and 


(iii) where the cost or capital cost, as the case may be, of the 
property to the transferor immediately before the transferor 
disposed of it exceeds the capital cost of the property to the 
taxpayer at that time determined without reference to this 
paragraph, the capital cost of the property to the taxpayer at 
that time shall be deemed to be the amount that was the cost 
or capital cost, as the case may be, of the property to the 
transferor immediately before the transferor disposed: of: it 
and the excess shall be deemed to have been allowed. to: the 
. taxpayer in respect of the property under regulations made 
under paragraph 20(1)(a) in computing the taxpayer’s in- 
come for taxation years ending before the acquisition of the 
property by the taxpayer; 
Related. Provisions: 13(7)(e.1)—— Where election made to trigger capital gains 
exemption; 13(7.3) — Control of corporations by one trustee; 13(21.2) — Transfer of 
property where UCC exceeds fair market value; 70(13)— Capital cost of depreciable’ 
property on death; 85(5) — Similar rule on section 85 rollover; 97(4) — Transfer of 
depreciable property to partnership; 248(8) — Occurrences as a consequence of death; 
256(6) — Controlled corporation. See also at end of s. 13. 


History: Para. 13(7)(e) amended by replacing the references to the fraction “3/4” with 
references to the fraction “'/2” and by replacing the reference to the expression ““/3 of” 
with a reference to the word “twice” by 2001, c. 17, subsec. 6(3), applicable to acquisi- 
tions of property that occur in taxation years that end after February 27, 2000 except 
that, for acquisitions of property in a taxation year that includes February 28, 2000 or 
October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, of a person or partnership from whom the property was acquired, the references 
to the fraction “'/2” shall be read as references to the fraction in para. 38(a), as amended 
by 2001, c. 17, that applies to the person or partnership from whom the taxpayer ac- 
quired the property for the year in which the person or partnership disposed of the 
property, and the reference to the word “twice” shall be read as a reference to the ex- 
pression “the fraction that is the reciprocal of the fraction in para. 38(a), as amended by 
2001, c. 17, that applies to the person or partnership from whom the taxpayer acquired 
the property for the year in which the person or partnership disposed of the property, 
multiplied by”. 


S. 13(7)(e) 


Subcl. 13(7)(e)(i)(B)(IV) added by 1995, c. 3, subsec, 4(1), applicable to 1994 er seq. 
The opening words of para. 13(7)(e) substituted by 1994, c. 21, subsec. 7(2), applicable 
after 1992. The opening words formerly read: 
(e) notwithstanding any other provision of this Act, where at a particular time a 
person or partnership (in this paragraph referred to as the “taxpayer’”) has, di- 
rectly or indirectly, in any manner whatever, acquired (otherwise than as a con- 
sequence of the death of the transferor) a depreciable property (other than a tim- 
ber resource property) of a prescribed class from a person or partnership with 
whom the taxpayer did not deal at arm’s length (in this paragraph referred to as 
the “transferor”) and the property was a capital property of the transferor, 
That portion of para. 13(7)(e) preceding subpara. (i) amended by 1994, c. 7, Sch. II 
(1991, c, 49), subsec. 9(6), applicable to property acquired after May 22, 1985. That 
portion formerly read: 
(e) notwithstanding any other provision of this Act, where at a particular time a 
person or partnership (in this paragraph referred to as the “taxpayer”) has, di- 
rectly or indirectly, in any manner whatever, acquired a depreciable property of a 
prescribed class from a person or partnership with whom the taxpayer did not 
deal at arm’s length (in this paragraph referred to as the “transferor”) and the 
property was a capital property of the transferor immediately before the particu- 
lar time, 
Regulations: 
acquisition. 
Interpretation Bulletins: IT-209R: Inter-vivos gifts of capital property to individu- 
als directly or through trusts; IT-217R: Depreciable property owned on December 31, 
1971 (archived); IT-291R3: Transfer of property to a corporation under subsection 
85(1). 
(e.1) [capital gains exemption election] — where a tax- 
payer is deemed by paragraph 110.6(19)(a) to have disposed of 
and reacquired a property that immediately before the disposi- 
tion was a depreciable property, the taxpayer shall be deemed to 
have acquired the property from himself, herself or itself and, in 
so having acquired the property, not to have been dealing with 
himself, herself or itself at arm’s length; 


Related Provisions: 69(1) — Effect of acquiring property not at arm’s length. 
History: Para. 13(7)(e.1) added by 1995, c. 3, subsec. 4(2), applicable to 1994 et seq. 
Regulations: 1102(14) — Class of property preserved on deemed reacquisition. 


(f) [change in control] — where a corporation is deemed 
under paragraph 111(4)(e) to have disposed of and reacquired 
depreciable property (other than a timber resource property), the 
capital cost to the corporation of the property at the time of the 
reacquisition is deemed to be the amount that is equal to the total 
of 


(i) the capital cost to the corporation of the property at the 
time of the disposition, and 


1102(14) —Class of property preserved on non-arm’s length 


(ii) 2 of the amount, if any, by which the corporation’s pro- 
ceeds of disposition of the property exceed the capital cost to 
the corporation of the property at the time of the disposition; 


Related Provisions: See at end of s. 13. 


History: Subpara. 13(7)(f)(ii) amended by replacing the reference to the fraction “3/4” 
with a reference to the fraction “/2” by 2001, c. 17, subsec. 6(4), applicable to acquisi- 
tions of property that occur in taxation years that end after February 27, 2000 except 
that, for acquisitions of property that occur in a taxpayer’s taxation year that includes 
February 28, 2000 or October 17, 2000, or began after February 28, 2000 and ended 
before October 17, 2000, the reference to the fraction “1/2” shall be read as a reference 
to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for 
the year. 
The opening words of para. 13(7)(f) amended by 1998, c. 19, subsec. 73(3), applicable 
after April 26, 1995. The opening words formerly read: 
(f) [change in control or in exempt status] — where a corporation is deemed 
under paragraph 111(4)(e) or 149(10)(b) to have disposed of and reacquired de- 
preciable property (other than a timber resource property), the capital cost to the 
corporation of the property at the time of the reacquisition shall be deemed to be 
the amount that is equal to the total of 
That portion of para. 13(7)(f) preceding subpara. (i) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 9(7), to substitute “deemed under” for “deemed by” and to add 
“(other than a timber resource property)”, applicable to property acquired after May 22, 
1985. 
Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. 


(g) [luxury automobile] — where the cost to a taxpayer of a 
passenger vehicle exceeds $20,000 or such other amount as may 
be prescribed, the capital cost to the taxpayer of the vehicle shall 
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be deemed to be $20,000 or that other prescribed amount, as the 
case may be; and 
Related Provisions: 13(2)— No recapture on luxury automobile; 13(7)(h) — 
Where vehicle acquired not at arm’s length; 20(16.1)(a) — No terminal loss on luxury 
automobile; 67.2 — Limitation on interest expense; 67.3 — Limitation on leasing cost; 
85(1)(e.4) — Transfer of property to corporation by shareholders; Reg. 1100(2.5) 
50% CCA in year of disposition. 


Regulations: 1101(iaf) (separate class); 7307(1) (prescribed amount); Sch. II:Cl. 

10.1 (class for CCA). 

Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by self-em- 

ployed individuals. 

I.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles); 

12 (1998 deduction limits and benefit rates for automobiles). 
(h) [luxury automobile — non-arm’s length acquisi- 
tion] — notwithstanding paragraph (g), where a passenger vehi- 
cle is acquired by a taxpayer at any time from a person with 
whom the taxpayer does not deal at arm’s length, the capital cost 
at that time to the taxpayer of the vehicle shall be deemed to be 
the least of 


(i) the fair market value of the vehicle at that time, 


(ii) the amount that immediately before that time was the cost 
amount to that person of the vehicle, and 
(iii) $20,000 or such other amount as is prescribed. 


Related Provisions: 20(16.1)(a) — Terminal loss; 67.4 — More than one owner. 
See also at end of s. 13. 


History: That portion of para. 13(7)(h) preceding subpara. (i) amended by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 9(8), to add “notwithstanding paragraph (g),” applicable 
with respect to taxation years and fiscal periods beginning after June 17, 1987 that end 
after 1987. 

Regulations: 7307(1) (prescribed amount). 

Interpretation Bulletins [para.. 13(7)(h)]: IT-521R: Motor vehicle expenses 
claimed by self-employed individuals. 

1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 
Interpretation Bulletins [subsec. 13(7)]: IT-102R2: Conversion of property, other 
than real property, from or to inventory; IT-120R6: Principal residence; IT-218R: 
Profit, capital gains and losses from the sale of real estate, including farmland and in- 
herited land and conversion of real estate from capital property to inventory and vice 
versa; IT-478R2: CCA — recapture and terminal loss; IT-522R: Vehicle, travel and 
sales expenses of employees. 


(7.1) Deemed capital cost of certain property — For the pur- 
poses of this Act, where section 80 applied to reduce the capital 
cost to a taxpayer of a depreciable property or a taxpayer deducted 
an amount under subsection 127(5) or (6) in respect of a deprecia- 
ble property or received or is entitled to receive assistance from a 
government, municipality or other public authority in respect of, or 
for the acquisition of, depreciable property, whether as a grant, sub- 
sidy, forgivable loan, deduction from tax, investment allowance or 
as any other form of assistance other than 


(a) an amount described’ in paragraph 37(1)(d), 
(b) an amount deducted as an allowance under section 65, or 


(b.1) an amount included in income by virtue of paragraph 
12(1)(u) or 56(1)(s), 


the capital cost of the property to the taxpayer at any particular time 
shall be deemed to be the amount, if any, by which the total of 


(c) the capital cost of the property to the taxpayer, determined 
without reference to this subsection, subsection (7.4) and section 
80, and 


(d) such part, if any, of the assistance as has been repaid by the 
taxpayer, pursuant to an obligation to repay all or any part of 
that assistance, in respect of that property before the disposition 
thereof by the taxpayer and before the particular time 


exceeds the total of 
(e) where the property was acquired in a taxation year ending 
before the particular time, all amounts deducted under subsec- 


tion 127(5) or (6) by the taxpayer for a taxation year ending 
before the particular time, 


(f) the amount of assistance the taxpayer has received or is enti- 
tled, before the particular time, to receive; and 


Subdivision b—JIncome or Loss from a Business or Property 


(g) all amounts by which the capital cost of the*property to the 
taxpayer is required because of section 80 to be reduced at or 
before: that time, 


in respect of that property before the disposition thereof by the 
taxpayer. bee 

Related Provisions: 6(8)(d) — GST rebate deemed to be assistance; 12(1)(t) — 
Investment tax credit; 13(7.2) — Receipt of public assistance; 13(7.4) — Deemed capi- 
tal cost of certain property; 65 — Allowances; 80(1)“excluded obligation’’(a)(iii) — 
Debt forgiveness rules do not apply where amount has reduced capital cost of property; 
80(5) — Reduction in capital cost on settlement of debt; 80(9) — Additional reduction 
in capital cost for limited purposes; 87(2)(j.6) — Amalgamations — continuing corpo- 
ration; 127(11.5) —Ignore 13(7.1) for purposes of ITC qualified expenditures; 
127(12) — Investment tax credit; 143.2(6) — Reduction in cost of tax shelter invest- 
ment; 248(16), (16.1), (18), (18.1) — GST and QST input tax credit, refund and rebate 
deemed to be government assistance. See: also at end of s. 13. 

History: The opening words of subsec. 13(7.1) and para. (c) amended and para. (g) 
added by 1995, c. 21, subsecs. 2(1)—(3), applicable to taxation years that end after Feb- 
ruary 21, 1994. The opening words and para. (c) formerly read: 


(7.1) For the purposes of this Act, where a taxpayer has deducted an amount 
under subsection 127(5) or (6) in respect of a depreciable property or has re- 
ceived or is entitled to receive assistance from a government, municipality or 
other public authority in respect of, or for the acquisition ‘of, depreciable pro- 
perty, whether as a grant, subsidy, forgivable loan; deduction from tax, invest- 
ment allowance or as any other form of assistance other than 


(c) the capital cost thereof to the taxpayer, determined without reference to 
this subsection and subsection (7.4), and 


Selected Cases [subsec. 13(7.1)]: Prince Albert Pulp Co. v. Canada, [1990] 2 
C.T.C. 339 (FCTD); aff'd [1992] 1'C.T.C. 262 (FCA) (Reduction in'capital cost occurs 
in year investment tax credit used); Canadian Pacific Ltd. v. R., [1988] 1 C.T.C. 429 
(FCA) (Government assistance deducted from capital cost); R: v. A‘E.L. Mirotel Ltd., 
[1986} 2 C.T.C. 108 (FEA) (Investment tax credits; government assistance, deducted 
from capital cost); R. v. British Columbia Forest Products, Ltd., [1986).1 C.T.C..1 
(FCA) (Investment tax credit deducted from capital cost); R. v. G.T.E. Sylvania Canada 
Ltd., [1974] C.T.C. 751 (FCA) (Reduction in taxable income consequent upon amend- 
ment to; Quebec statute not “grant, subsidy or other assistance” for purposes of former 
para. 20(6)(h) [now subsec. 13(7.1)]); Valley Camp Ltd. v. MNR, [1974] C.T.C. 418 
(FCTD) (Former para. 20(6)(h) [now subsec. 13(7.1)] does not apply to ordinary busi- 
ness arrangements with Canadian National, hence no assistance from public authority 
in acquiring property). 

Interpretation: Bulletins: IT-273R2: Government assistance — General ‘comments; 
IT-478R2: CCA — recapture and terminal loss. 


CRA Audit Manual: 27.20.3: Inducement payments — depreciable property. 


(7.2) Receipt of public assistance — For the purposes of sub- 
section (7.1), where at any time a taxpayer who is a beneficiary of a 
trust or a member of a partnership has received or is entitled to re- 
ceive assistance from a government, municipality or other public 
authority whether as a grant, subsidy, forgivable loan, deduction 
from tax, investment allowance or as any other form of assistance, 
the amount of the assistance that may reasonably be considered to 
be in respect of, or for the acquisition of, depreciable property, of 
the trust or partnership shall be deemed to have been received at 
that time by the trust or partnership, as the case may be, as assis- 
tance from the government, municipality: or other public authority 
for the acquisition of depreciable property. 

Related Provisions: 53(2)(c)(ix) — Reduction of ACB of partnership interest; 


53(2)(h)(v) — Reduction of ACB of capital interest in trust. See also Related Provi- 
sions at end of s. 13. 


(7.3) Control of corporations by one trustee — For the pur- 
poses of paragraph (7)(e), where at a particular time one corpora- 
tion would, but for this subsection, be related.to another corporation 
by reason of both corporations. being controlled by the same execu- 
tor, liquidator of a,succession.or trustee and it is established that 


(a) the executor, liquidator or trustee did not acquire control of 
the corporations as a result of one or more estates or trusts cre- 
ated by the same individual or by two or more individuals not 
dealing with each other at arm’s length, and 


(b) the estate or trust under which the executor, liquidator or 
trustee acquired control of each of the corporations arose only 
on the death of the individual creating the estate or trust, 


the two corporations are deemed not to be related to each other at 
the particular time. 
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Related Provisions: 256(6)—(9) — Whether control acquired. Also see Related Pro- 
visions at end of s. 13. 


History: Subsec. 13(7.3) amended: by 2001, c. 17, subsec: 196(1), in force June 14, 
2001. The subsec. formerly read: 


(7.3) For the purposes of paragraph (7)(e), where at a particular time one corpo- 
ration would, but for this subsection, be related to another corporation by reason 
of both corporations being controlled by the same trustee or executor and it is 
established that pedi 


(a) the trustee or executor did. not acquire ‘control of the corporations as a 
result of one or more trusts or estates created by the same individual or by 
two or more individuals not dealing with each other at arm’s length, and 


(b) the trust or estate under which the trustee or executor acquired control of 
each of the corporations arose only on the death of the individual creating 
the trust or estate, is 


the two corporations shall be deemed ‘not to’ be'related to each other at that par- 
ticular time. 


(7.4) Deemed capital cost — Notwithstanding subsection (7.1), 
where a taxpayer has in a taxation year received an amount that 
would, but for this subsection, be included in the taxpayer’s income 
under paragraph 12(1)(x) in respect of the cost of a depreciable pro- 
perty acquired by the taxpayer in the year, in the three taxation 
years immediately preceding the year or in the taxation year imme- 
diately following the year and the taxpayer elects under this subsec- 
tion on or before the day on or before which the taxpayer is re- 
quired to file the taxpayer’s return of income under this Part for the 
year, or, where the property is acquired in the taxation year immedi- 
ately following the year, for that following year, the capital.cost of 
the property to the taxpayer shall be deemed to be the amount by 
which the total of 


(a) the capital cost of the property to. the taxpayer otherwise de- 
termined, applying the provisions of subsection (7.1), where 
necessary, and 


(b) such part, if any, of the amount received by the. taxpayer as 
has been repaid by the taxpayer pursuant to a legal obligation to 
repay all or any part of that amount, in respect of that property 
and before the disposition thereof by the taxpayer, and as may 
reasonably be considered to be in respect of the amount:elected 
under this subsection in respect of the property 


exceeds the amount elected by the taxpayer under this subsection, 
but in no case shall the amount elected under this subsection exceed 
the least of 


(c) the amount so received by the taxpayer, 


(d) the capital cost of the property to the taxpayer otherwise de- 
termined, and 


(e) where. the taxpayer has disposed.of the property. before the 
year, nil. 
Related . Provisions: _87(2)(j.6) — Amalgamations — continuing. corporation; 
125.4(5) — Canadian film/video credit is deemed to be assistance; 125.5(5) — 
Film/video production services credit is deemed to be assistance; 127(11.5) — Ignore 
13(7.4) for purposes of ITC qualified expenditures; 220(3.2),; Reg. 600(b) — Late fil- 
ing or revocation of election. See also at end of s. 13. 


Selected Cases [subsec. 13(7.4)]: Woodward Stores Ltd. v. Canada, [1991] 1 
C.T.C. 233 (FCTD) (Fixturing allowance” (inducement) was capital receipt). 
Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-478R2: CCA — recapture and terminal loss. 

Information Circulars: 07-1: Taxpayer relief provisions. 


CRA Audit Manual: 27.20.3: Inducement payments — depreciable property; 27.20.5: 
Inducement payments — elective provisions. 


(7.5) Deemed capital cost — For the purposes of this Act, 


(a) where a taxpayer, to acquire a property prescribed in respect 
of the taxpayer, is required under the terms of a contract made 
after March 6, 1996 to make a payment to Her Majesty in right 
of Canada or a province or to.a Canadian municipality in respect 
of costs incurred or to be incurred by the recipient of the 
payment 
(i) the taxpayer is deemed to have acquired the property at a 
capital cost equal to the portion of that payment made by the 
taxpayer that can reasonably be regarded as being in respect 
of those costs, and 


S. 13(7.5)(a)(ii) 


(ii) the time of acquisition of the property by the taxpayer is 
deemed to be the later of the time the payment is made and 
the time at which those costs are incurred; 


(b) where 
(i) at any time after March 6, 1996 a taxpayer incurs a cost 
on account of capital for the building of, for the right to use 
or in respect of, a prescribed property, and 
(ii) the amount of the cost would, if this paragraph did not 
apply, not be included in the capital cost to the taxpayer of 
depreciable property of a prescribed class, 


the taxpayer is deemed to have acquired the property at that time 
at a capital cost equal to the amount of the cost; 


(c) where a taxpayer acquires an intangible property as a conse- 
quence of making a payment to which paragraph (a) applies or 
incurring a cost to which paragraph (b) applies, 
(i) the property referred to in paragraph (a) or (b) is deemed 
to include the intangible property, and 
(11) the portion of the capital cost referred to in paragraph (a) 
or (b) that applies to the intangible property is deemed to be 
the amount determined by the formula 
B 


AxX= 
G 


where 


A is the lesser of the amount of the payment made or cost 
incurred and the amount determined for C, 


is the fair market value of the intangible property at the 
time the payment was made or the cost was incurred, and 


B 


C is the fair market value at the time the payment was made 
or the cost was incurred of all intangible properties ac- 
quired as a consequence of making the payment or incur- 


ring the cost; and 


_ Proposed Amendment — 13(7.5)(c) 


Application: The July 16, 2010. draft legislation (Part 2 — bijuralism), subsec. 
178(3), will amend para. 13(7.5)(c) by substituting “if a taxpayer acquires an intangible 
property, or for civil law an incorporeal property,” for “where a taxpayer acquires an 


intangible property”, and “intangible or incorporeal property(ies)” for “intangible pro- 


perty(ies)” in the next four places, to come into force on Royal Assent. 
Technical Notes (July 2010): See under 12(4). 


(d) any property deemed by paragraph (a) or (b) to have been 
acquired at any time by a taxpayer as a consequence of making a 
payment or incurring a cost 


(i) is deemed to have been acquired for the purpose for which 
the payment was made or the cost was incurred, and 


(11) is deemed to be owned by the taxpayer at any subsequent 
time that the taxpayer benefits from the property. 
Related Provisions: 66.1(6)“Canadian exploration expense’(1), 66.2(5)‘‘Canadian 


development expense’’(j) — Where property is depreciable property, its cost will not be 
CEE or CDE. See also at end of s. 13.. 


History: Subsec. 13(7.5) added by 1997, c. 25, subsec. 3(2), applicable to taxation 
years that end after March 6, 1996. 


Regulations: 1102(14.2) (prescribed property for 13(7.5)(a)); 1102(14.3) (prescribed 
property for 13(7.5)(b)). 
Interpretation Bulletins: IT-143R3: Meaning of eligible capital expenditure. 


(8) Disposition after ceasing business — Notwithstanding 
subsections (3) and 11(2), where a taxpayer, after ceasing to carry 
on a business, has disposed of depreciable property of the taxpayer 
of a prescribed class that was acquired by the taxpayer for the pur- 
pose of gaining or producing income from the business and that was 
not subsequently used by the taxpayer for some other purpose, in 
applying subsection (1) or (2), each reference therein to a “taxation 
year” and “year” shall not be read as a reference to a “fiscal 
period”. 

Related Provisions: 13(1) — Recaptured depreciation; 20(16.3) — Same rule for 
purposes of subsecs. 20(16) and (16.1); 25(3) — Disposition in extended fiscal period. 
See also at end of s. 13. 


Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss. 
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(9) Meaning of “gaining or producing income” — In apply- 
ing paragraphs (7)(a) to (d) in respect of a non-resident taxpayer, a 
reference to “gaining or producing income” in relation to a business 
shall be read as a reference to gaining or producing income from a 
business wholly carried on in Canada or such part of a business as 
is wholly carried on in Canada. 

Related Provisions: See at end of s. 13. 

Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss. 


1.T. Technical News: 18 (Cudd Pressure case). 


(10) Deemed capital cost — For the purposes of this Act, where 
a taxpayer has, after December 3, 1970 and before April 1, 1972, 
acquired prescribed property 
(a) for use in a prescribed manufacturing or processing business 
carried on by the taxpayer, and 


(b) that was not used for any purpose whatever before it was 
acquired by the taxpayer, 


the taxpayer shall be deemed to have acquired that property at a 
capital cost to the taxpayer equal to 115% of the amount that, but 
for this subsection and section 21, would have been the capital cost 
to the taxpayer of that property. 

Related Provisions: See at end of s. 13. 


Regulations: 1102(15) (prescribed property, prescribed manufacturing or processing 
business). 


(11) Deduction in respect of property used in performance 
of duties — Any amount deducted under subparagraph 8(1)G)(ii) 
or (p)(ii) of this Act or subsection 11(11) of The Income Tax Act, 
chapter 52 of the Statutes of Canada, 1948, shall be deemed, for the 
purposes of this section to have been deducted under regulations 
made under paragraph 20(1)(a). 

Related Provisions: See at end of s. 13. 

Interpretation Bulletins: IT-522R: Vehicle, travel and sales expenses of employees. 


(12) Application of para. 20(1)(cc) [lobbying expenses] — 
Where, in computing the income of a taxpayer for a taxation year, 
an amount has been deducted under paragraph 20(1)(cc) or the tax- 
payer has elected under subsection 20(9) to make a deduction in 
respect of an amount that would otherwise have been deductible 
under that paragraph, the amount shall, if it was a payment on ac- 
count of the capital cost of depreciable property, be deemed to have 
been allowed to the taxpayer in respect of the property under regu- 
lations made under paragraph 20(1)(a) in computing the income of 
the taxpayer 


(a) for the year, or 

(b) for the year in which the property was acquired, 
whichever is the later. 
Related Provisions: See at end of s. 13. 
Interpretation Bulletins: IT-99R5: Legal and accounting fees. 


(13) Deduction under Canadian Vessel Construction 
Assistance Act — Where a deduction has been made under the 
Canadian Vessel Construction Assistance Act for any taxation year, 
subsection (1) is applicable in respect of the prescribed class created 
by that Act or any other prescribed class to which the vessel may 
have been transferred. 


Related Provisions: See at end of s. 13. 


(14) Conversion cost — For the purposes of this section, section 
20 and any regulations made under paragraph 20(1)(a), a vessel in 
respect of which any conversion cost is incurred after March 23, 
1967 shall, to the extent of the conversion cost, be deemed to be 
included in a separate prescribed class. 

Related Provisions: 13(17) — Transfer of separate class to same class as vessel. See 
also at end of s. 13. 

Regulations: 1100(1)(v), 1101(2a). 

Interpretation Bulletins: IT-267R2: CCA — vessels. 


(15) Where subsec. (1) and subdivision c do not apply — 
Where a vessel owned by a taxpayer on January 1, 1966 or con- 
structed pursuant to a construction contract entered into by the tax- 


Subdivision b — Income or Loss from a Business or Property 


payer prior to 1966 and not completed by that date was disposed of 
by the taxpayer before 1974, 


(a) subsection (1) and subdivision c do not apply to the proceeds 
of disposition 


(i) if an amount at least equal to the proceeds of disposition 
was used by the taxpayer, before May, 1974 and during the 
taxation year of the taxpayer in which the vessel was. dis- 
posed of or within 4 months from the end of that. taxation 
year, under conditions satisfactory to the appropriate min- 
ister, either for replacement or to incur, any conversion. cost 
with respect to a vessel owned by the taxpayer, or 


(ii) if the appropriate minister certified that the taxpayer had, 
on satisfactory terms, deposited 


(A) on or before the day on which the taxpayer was re- 
quired to file a return of the taxpayer’s income for the 
taxation year in which the vessel was disposed of, or 


(B) on or before such day subsequent to the day referred 
to in clause (A) as the appropriate minister specified in 
respect of the taxpayer, 


an amount at least equal to the tax that would, but for this 
subsection, have been payable by the taxpayer under this Part 
in respect of the proceeds of disposition, or satisfactory se- 
curity therefor, as a guarantee that the proceeds of disposition 
would be used before 1975 for replacement; and 


(b) if within the time specified for the filing of a return of the 
taxpayer’s income for the taxation year in which the vessel: was 
disposed of 


(i) the taxpayer elected to have. the. vessel constituted a pre- 
scribed class, or 


(ii) where any conversion cost in respect of the vessel was 
included in a separate prescribed class, the taxpayer elected 
to have the vessel transferred to that class, 


the vessel shall be deemed to have been so transferred immedi- 
ately before the disposition thereof, but this paragraph does not 
apply unless the proceeds of disposition of the vessel exceed the 
amount that would be the undepreciated capital cost of property 
of the class to which it would be so transferred. 

Related Provisions: 13(16) — Election; 13(17) — Prescribed class; 13(18) — Reas- 


sessment; 13(19), (20) — Disposition of deposit; 13(21)“appropriate minister”; 
150(1) — When return of income due. See also at end of s. 13. 


(16) Election concerning vessel — Where a vessel owned by a 
taxpayer is disposed of by the taxpayer, the taxpayer may, if sub- 
section (15) does not apply to the proceeds of disposition or if the 
taxpayer did not make an election under paragraph (15)(b) in re- 
spect of the vessel, within the time specified for the filing of a re- 
turn of the taxpayer’s income for the taxation year in which the ves- 
sel is disposed of, elect to have the proceeds that would be included 
in computing the taxpayer’s income for the year under this Part 
treated as proceeds of disposition of property of another prescribed 
class that includes a vessel owned by the taxpayer. 


Related Provisions: 13(17) — Transfer of separate prescribed class on disposition 
of vessel; 96(3) — Election by members of partnership. See also at end of s. 13. 


Interpretation Bulletins: IT-267R2: CCA — vessels. 


(17) Separate prescribed class concerning vessel — 
Where a separate prescribed class has been constituted either under 
this Act or the Canadian Vessel Construction Assistance Act by rea- 
son of the conversion of a vessel owned by a taxpayer and the ves- 
sel is disposed of by the taxpayer, if no election in respect of the 
vessel was made under paragraph (15)(b), the separate prescribed 
class constituted by reason of the conversion shall be deemed to 
have been transferred to the class in which the vessel was included 
immediately before the disposition thereof. 


Related Provisions: See at end of s. 13. 
Interpretation Bulletins: IT-267R2: CCA — vessels. 
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(18) Reassessments — Notwithstanding any other provision of 
this Act, where a taxpayer has 


(a) used an amount as described in paragraph (4)(c), or 


(b) made an election under paragraph (15)(b) in respect of a ves- 
sel and the proceeds of disposition of the vessel were used 
before 1975 for replacement under conditions satisfactory to the 
appropriate minister, 


such reassessments of tax, interest or penalties shall be made as are 
necessary to give effect to subsections (4) and (15). 


(18.1) Ascertainment of certain property — For the purpose 
of determining whether property meets the criteria set.out.in the 
Regulations. in respect of. prescribed energy conservation property, 
the Technical Guide to Class 43.1, as amended from. time to time 
and published by the Department of Natural Resources, shall apply 
conclusively with respect to engineering and scientific matters. 


Related Provisions: 241(4)(d)(vi.1) — Disclosure of information to Department of 
Natural Resources. See also at end of s. 13. 


History: Subsec. 13(18.1) added by 1995, c. 3, subsec. 4(6), applicable to property 
acquired after February 21, 1994. 


Regulations: Reg. 8200.1 (prescribed energy conservation property). 


(19) Disposition of deposit [vessel construction] — All or 
any part of a deposit made under subparagraph (15)(a)(ii) or under 
the Canadian Vessel Construction Assistance Act may. be. paid out 
to or on behalf of any person who, under conditions satisfactory to 
the appropriate minister and as a replacement for the vessel dis- 
posed of, acquires a vessel before 1975 


(a) that was constructed in Canada and is registered in Canada or 
is registered under conditions satisfactory to the appropriate 
minister in any country or territory to which the British Com- 
monwealth Merchant Shipping Agreement, signed at London on 
December 10, 1931, applies, and 


(b) in respect of the capital cost of which no allowance has been 
made to any other taxpayer under this Act or the Canadian Ves- 
sel Construction Assistance Act, 


or incurs any conversion cost with respect to a vessel owned by that 
person that is registered in Canada or is registered under conditions 
satisfactory to the appropriate minister in any country. or territory to 
which the agreement referred to in paragraph (a) applies, but the 
ratio of the amount paid out to the amount of the deposit shall not 
exceed the ratio of the capital cost to that person of the vessel or the 
conversion cost to that person of the vessel, as the case may be, to 
the proceeds of disposition of the vessel disposed of, and any de- 
posit or part. of a deposit not so paid out before July, 1, 1975 or not 
paid out pursuant to subsection (20) shall be paid to the Receiver 
General and form part of the Consolidated Revenue Fund. 


Related Provisions: 13(21)“appropriate minister’. See also at end of s. 13. 


(20) Idem — Notwithstanding any other provision of this section, 
where a taxpayer made a deposit under subparagraph (15)(a)(ii) and 
the proceeds of disposition in respect of which the deposit was 
made were not used by any person before 1975 under conditions 
satisfactory to the appropriate minister as a replacement for the ves- 
sel disposed of, 


(a) to acquire a vessel described in paragraphs (19)(a) and (b), or 


(b) to incur any conversion cost with respect to a vessel owned 
by that person that is registered in Canada or is registered under 
conditions satisfactory to the appropriate minister in any country 
or territory to which the agreement referred to in paragraph 
(19)(a) applies, 
the appropriate minister may refund to the taxpayer the deposit, or 
the part thereof not.paid.out to. the taxpayer under. subsection (19), 
as the case may be, in which case there shall be added, in comput- 
ing the income of the taxpayer for the taxation year of the taxpayer 
in which the vessel was disposed of, that proportion of the amount 
that would have been included in computing the income for the year 
under this Part had the deposit not been made under subparagraph 
(15)(a)(i1) that the portion of the proceeds of disposition not so used 
before 1975 as such a replacement is of the proceeds of disposition, 


S. 13(20) 


and, notwithstanding any other provision of this Act, such reassess- 
ments of tax, interest or penalties shall be made as are necessary to 
give effect to this subsection. 


Related Provisions: See at end of s. 13. 


(21) Definitions — In this section, 


Related Provisions: 20(1.1) — Definitions in 13(21) apply to regulations made 
under 20(1)(a); 20(27.1) — Definitions in 13(21) apply to s. 20. 


“appropriate minister” means the Canadian Maritime Commis- 
sion, the Minister of Industry, Trade and Commerce, the Minister of 
Regional Industrial Expansion, the Minister of Industry, Science 
and Technology or the Minister of Industry or any other minister or 
body that was or is legally authorized to perform the act referred to 
in the provision in which this expression occurs at the time the act 
was or is performed; 


Origin of subsec. 13(21)“appropriate minister”: R.S.C. 1985, c. 1 (Sth Supp.). 


History: The definition “appropriate minister” in subsec. 13(21) amended by 1995, c. 
1, s. 44, in force March 29, 1995. The definition formerly read: 


“appropriate minister’ means the Canadian Maritime Commission, the Minister 
of Industry, Trade and Commerce, the Minister of Regional Industrial Expan- 
sion, the Minister of Industry, Science and Technology or such other minister or 
body as was or is legally authorized to perform the act referred to in the provi- 
sion in which this expression occurs at the time the act was or is performed; 


“conversion’’, in respect of a vessel, means a conversion or major 
alteration in Canada by a taxpayer; 


History: The definition “conversion” in subsec. 13(21) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 9(9), applicable with respect to conversions beginning after July 
13, 1990. That definition formerly read: 


“conversion”, in respect of a vessel, means a conversion or major alteration in 
Canada by a taxpayer in accordance with plans approved in writing by the appro- 
priate minister for the purposes of this Act; 


Interpretation Bulletins: IT-267R2: CCA — vessels; IT-273R2: Government assis- 
tance — general comments. 


“conversion cost”, in respect of a vessel, means the cost of a 
conversion; 


History: The definition “conversion cost” in subsec. 13(21) amended by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 9(9), applicable with respect to conversions beginning 
after July 13, 1990. That definition formerly read: 


“conversion cost”, in respect of a vessel, means the cost of a conversion as 
determined by the appropriate minister for the purposes of this Act; 


Interpretation Bulletins: IT-267R2: CCA — vessels. 


“depreciable property” of a taxpayer as of any time in a taxation 
year means property acquired by the taxpayer in respect of which 
the taxpayer has been allowed, or would, if the taxpayer owned the 
property at the end of the year and this Act were read without refer- 
ence to subsection (26), be entitled to, a deduction under paragraph 
20(1)(a) in computing income for that year or a preceding taxation 
year; 


Related Provisions: 13(1) — Recapture; 13(5.2)(c) — Certain real property deemed 
to be depreciable property; 20(1)(a) — Capital cost allowance; 54 — “Capital. pro- 
perty”; 88(1)(c.7) — Extended meaning for certain windup rules; 107.4(3)(d) — Rol- 
lover of depreciable property to trust; 248(1)“depreciable property” — Definition ap- 
plies to entire Act. See also at end of s. 13. 


History: The definition “depreciable property” in subsec.13(21) substituted by 1994, 
c. 7, Sch. II (1991, c. 49), subsec. 9(9), applicable in respect of property acquired after 
1989. The definition formerly read: 


“depreciable property” of a taxpayer as of any time in a taxation year means 
property acquired by the taxpayer in respect of which the taxpayer was allowed, 
or, if the taxpayer owned the property at the end of the year, would be entitled to, 
a deduction under paragraph 20(1)(a) in computing income for that year or a 
previous taxation year; 


Selected Cases [subsec. 13(21)“depreciable property”]: R. v. Construction 
Bérou Inc., {2000} 2 C.T.C. 174 (FCA) (Trucks “acquired” pursuant to lease financing 
arrangement); Kettle River Sawmills Ltd. v. Canada, [1992] 2 C.T.C. 276 (FCTD); 
rev'd in part (Noy. 12, 1993), Doc. A-1299-92, A-1300-92 (FCA) (Timber rights ac- 
quired in 1961 but renewed after May 6, 1974, were “timber resource property”); 
Stearns Catalytic Ltd. vy. Canada, [1990] 1 C.T.C. 398 (FCTD) (Spare parts capable of 
causing lengthy termination of production if damaged are “major parts” of capital pro- 
perty, not inventory); Avril Holdings Ltd. y. MNR, [1970] C.T.C. 572 (SCC) (Land 
containing sand and gravel deposits sold separately was depreciable property). 
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Regulations: Part XI (capital cost allowance allowed on depreciable property). 
1.T. Application Rules: 18, 20 (property acquired before 1972). 
Interpretation Bulletins: IT-102R2: Conversion of property, other than real pro- 


perty, from or to inventory; IT-128R: CCA — depreciable property; IT-220R2: 
CCA — proceeds of disposition of depreciable property. 


“disposition of property” — [Repealed] 

History: The definition “disposition of property” in subsec. 13(21) repealed by 2001, 
c. 17, subsec. 6(5), applicable to transactions and events that occur after December 23, 
1998. The definition formerly read: 


“disposition of property” includes any transaction or event entitling a taxpayer to 

proceeds of disposition of property; 
Selected Cases [subsec. 13(21)“disposition of property”]: Larose v. MNR, 
[1992] 2 C.T.C. 2339 (TCC); amended (Noy. 18, 1991), Doc. 87-294(IT) (TCC) [unre- 
ported] (Assessment in respect of sale of properties upheld despite court decision and 
other circumstances denying taxpayer proceeds of sale; right to dispose of properties 
had been transferred to purchaser); Browning Harvey Ltd. v. MNR, [1990] 1 C.T.C. 161 
(FCTD); aff'd (May 21, 1992), [unreported] (FCA); leave to appeal to SCC refused 
(Feb. 14, 1993), Doc. 23167 [unreported] (Capital assets sold conditionally remain de- 
preciable property of the taxpayer until title passes). 


“proceeds of disposition”? of property includes 
(a) the sale price of property that has been sold, 
(b) compensation for property unlawfully taken, 


(c) compensation for property destroyed and any amount paya- 
ble under a policy of insurance in respect of loss or destruction 
of property, 


(d) compensation for property taken under statutory authority or 
the sale price of property sold to a person by whom notice of an 
intention to take it under statutory authority was given, 


(e) compensation for property injuriously affected, whether law- 
fully or unlawfully or under statutory authority or otherwise, 


(f) compensation for property damaged and any amount payable 
under a policy of insurance in respect of damage to property, 
except to the extent that the compensation or amount, as the case 
may be, has within a reasonable time after the damage been ex- 
pended on repairing the damage, 


(g) an amount by which the liability of a taxpayer to ‘a mortga- 
gee or hypothecary creditor is reduced as a result of the sale of 
mortgaged or hypothecated property under a provision of the 
mortgage or hypothec, plus any amount received by the taxpayer 
out of the proceeds of the sale, and 


(h) any amount included because of section 79 in computing a 
taxpayer’s proceeds of disposition of the property; 


Related Provisions: 12(1)(f) — Insurance proceeds received for amount expended; 
13(4) — Exchanges. of property; 13(21) — Undepreciated capital cost; 13(21.1)— 
Disposition of a building; 44 — Exchanges of property; 54“proceeds of disposition” — 
Parallel definition for capital property; 79(3) — Deemed proceeds of disposition when 
property surrendered to creditor; 248(1)— “Cost amount’(a); 248(39)(b) — Anti- 
avoidance — selling property and donating proceeds. See also at end of s. 13. 


History: Para. (g) of the definition “proceeds of disposition” in subsec. 13(21) 
amended by 2001, c. 17, subsec. 196(2), i in force June 14, 2001. The para. formerly 
read: 


(g) an amount by which the liability of a taxpayer to a mortgagee is reduced as a 
result of the sale of mortgaged property under a provision of the mortgage, plus 
any amount received by the taxpayer out of the proceeds of the sale, and 


Para. (h) of the definition “proceeds of disposition” in subsec. 13(21) amended by 
1995, c. 21, subsec. 2(4), applicable to taxation years that end a February 21, 1994. 
The para. formerly read: 


(h) any amount included in computing a taxpayer’s proceeds of disposition of the 
property by virtue of paragraph 79(c); 


Selected Cases [subsec. 13(21)“proceeds of disposition”]: Ipsco Inc. v. R., 
[2002] 2 C.T.C. 2907 (TCC) (Damage award for defective piping did not have to be 
deducted from CCA pool); Corbett v. Canada, [1997] 1 C.T.C. 2 (FCA) (No conflict 
with s. 79); Seaforth Plastics Ltd. v. R., [1979] C.T.C. 241 (FCTD) (Amounts received 
from insurance for business interruption income, not capital): 


Interpretation Bulletins: IT-170R: Sale of property — when included in income 
computation; IT-259R4: Exchanges of property; IT-271R: Expropriations (archived); 
IT-460: Dispositions — absence of consideration; IT-505: Mortgage foreclosures and 
conditional sales repossessions (archived). 


Subdivision b — Income or Loss from a Business or Property 


“timber resource property” of a taxpayer means 
(a) a right or licence to cut or remove timber from a limit or area 
in Canada (in this definition referred to as an “original right”) if 


(i) that original right was acquired by the taxpayer (other 
than in the manner referred to in paragraph (b)) after May 6, 
1974, and 


(ii) at the time of the acquisition of the original right 


(A) the taxpayer may reasonably be regarded as having 
acquired, directly or indirectly, the ‘right to extend or re- 
new that original right or to acquire another such right or 
licence in substitution therefor, or 


(B) in. the ordinary course. of events, .the taxpayer may 


reasonably, expect tobe able to extend or renew. that origi- | 


nal right or to acquire another such right or licence.in sub- 
stitution therefor, or 


(b) any right or licence owned by the taxpayer to cut or remove 
timber from a limit or area in'Canada if that right or licence may 
reasonably be regarded. 


(i) aS’'an extension or renewal of or as one of a series of ex- 
tensions or renewals of an original right of the taxpayer, or 


(ii) as having been acquired in’ substitution for or as one of a 
series of substitutions. for an. original right, of the taxpayer or 
any renewal or extension thereof; 

Related Provisions: 128.1(4)(b)(i) timber resource property excluded from 


deemed disposition on emigration; 248(1)‘‘timber resource property” — Definition ap- 
plies to entire Act; 248(10) — Series of transactions. 


Selected Cases [subsec. 13(21)“timber resource property”]: MacAlpine v. 
R., [2004] 4 C.T.C. 19 (FCA); aff’ g [2003] 2 C.T.C. 2074 (TCC) (Property owned in 
fee simple not a timber resource property); ITT Industries of Canada Ltd. v. R., [2000] 
3 C.T.C. 400 (FCA); aff’ g [1999] 2 C.T.C. 277 (FCTD) (License held to be timber 
resource property); Kettle River Sawmills Ltd. v. Canada, [1992] 2 C.T.C. 276 (FCTD); 
rey’d in part (Nov. 12, 1993), Doc. A-1299-92, A-1300-92 (FCA), (Timber rights. ac- 
quired in 1961 but renewed after May 6, 1974, were “timber resource property”). 


Interpretation Bulletins: IT-373R2: Woodlots; IT-393R2: Election re tax on rents 
and timber royalties — non-residents; IT-418: CCA — partial dispositions. of property; 
IT-481: Timber resource property and timber limits. 


“total depreciation” allowed to a taxpayer before any time for pro- 
perty of a prescribed class means the total of all amounts each of 
which is an amount deducted by the taxpayer under paragraph 
20(1)(a) in respect of property of that class or an amount deducted 
under subsection 20(16), or that would have been so deducted but 
for subsection, 20(16.1), in computing the. taxpayer’s income. for 
taxation years ending before that time; 

Related Provisions: See also at end of s. 13. 

Regulations: Part XI. 

Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss. 


“undepreciated capital cost” to a taxpayer of depreciable property 
of a prescribed class as of any time means the amount determined 
by the formula 


(Ach GikyDaeDybI- 


(E+E1+F+G+H+I+J+K) 
where 


Ac is the total of all amounts each of which is the capital cost to the 
taxpayer of a depreciable property of the class acquired before 
that time, 


is the. total of all amounts included in the taxpayer’s income 
under this section for a taxation year ending before that time, to 
the extent that those amounts relate to depreciable property of 
the class, 


is the total of all amounts each of which is such part of any as- 
sistance as has been repaid by the taxpayer, pursuant to an obli- 
gation to repay all or any part of that assistance, in respect of a 
depreciable property of the class: subsequent to the disposition 
thereof by the taxpayer that would have been included in an 
amount determined under paragraph (7.1)(d) had the repayment 
been made before the disposition, 
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D. is the total of all amounts each of which is an amount repaid in 
respect of a property of the class subsequent to the disposition 
thereof by the taxpayer that would have been an amount de- 
scribed in paragraph (7.4)(b) had the repayment been made 
before the disposition, 


D.1, is the total of all amounts each of which is an amount paid by 
the taxpayer before that time as.or on account of an existing or 
proposed. countervailing or anti-dumping duty in respect of de- 
preciable property of the class, 


E ‘is the total depreciation allowed to the taxpayer for property of 
the class before that time, 


E.1is the total of all amounts each of which is‘an amount by which 
the undepreciated capital cost to the taxpayer of depreciable pro- 
perty of that class is required (otherwise than because of a re- 
duction in the’ capital cost to the taxpayer of depreciable: pro- 
perty) to be reduced at or before that time because of subsection 
80(5), 


is the total of all amounts each of which is an amount in respect 
of a disposition before that time of property (other than a timber 
resource property) of the taxpayer of the class, and is.the lesser 
of 


(a) the proceeds of disposition of the property minus any out- 
lays and expenses to the extent that they were made or in- 
curred by the taxpayer for the PES of making the disposi- 
tion, and 


(b) the capital cost to the taxpayer of the property, 


is the total of all-amounts each of which is the proceeds of dis- 
position before that time of a timber resource property of the 
taxpayer of the class minus any outlays and expenses to the ex- 
tent that they were made or incurred by the taxpayer for the Pury 
pose of making the disposition, 


is, where the property of the class was acquired by the taxpayer 
for the purpose of gaining or producing income from a mine and 
the taxpayer:so elects in prescribed manner and within a pre- 
scribed time in respect of that property, the amount equal to that 
portion of the income derived from the operation of the mine 
that is, by virtue of the provisions of the Income Tax Application 
Rules relating to income from the operation of new mines, not 
included in computing income of the taxpayer or any other 
person, 


is the total of all amounts deducted under subsection 127(5) or 
. (6), in respect of a depreciable property of the class of the tax- 
payer, in computing the taxpayers’ tax payable for a taxation 
year ending before that time and subsequent to the disposition of 
that property by the taxpayer, 
is the total of all amounts of assistance that the taxpayer re- 
ceived or was entitled to receive before that time, in respect of 
or for the acquisition of a depreciable property of the class of the 
taxpayer subsequent to the disposition of that property by the 
taxpayer, that would have been included in an amount deter- 
mined under paragraph (7.1)(f) had the assistance been received 
before the disposition, and 


is the total of all amounts each of which is an amount received 
by. the taxpayer before that time in respect of a refund of an 
amount added to the undepreciated capital cost of depreciable 
property of the class because of the description of D.1; 


Related Provisions: 12(1)(f) —Damage to depreciable property — insurance pro- 
ceeds; 12(1)(t) — Investment tax credit; 13(1) — Recapture where:E to J exceed A to 
D;. 13(2) — Recaptured. depreciation for. vehicle;, 13(4)-— Exchanges of property; 
13(5) — Transferred property; 13(5.2) — Where rent paid on property before its acqui- 
sition; 13(7)— Rule affecting capital cost; 13(21)— “timber resource property”; 
13(22), (23) — Deductions deemed allowed to insurer for 1977 and 1978; 13(24) — 
Acquisition of control — limitation re calculation of UCC; 13(26) — Restriction on de- 
duction before available for use; 13(33) — Consideration given for depreciable capital; 
20(16) — Terminal loss; 70(13)-—— Capital cost of depreciable property on death; 
87(2)(j.6) — Amalgamations — continuing corporation; 138(11.31)(b) — Change-in- 
use rule for insurance properties does not apply for purposes of UCC definition; 
248(1)undepreciated capital cost’””— Definition applies to entire Act; 257 — Formula 
cannot calculate to less than zero; 261(7)(d) — Functional currency reporting. See also 
at end of s. 13. 


S. 13(21) und 


History: The descriptions of D.1 and K added to the definition “undepreciated capital 
cost” in subsec. 13(21) and the corresponding formula amended by 1999, c. 22, sub- 
secs. 6(2) to (4), the formula applicable after February 23, 1998; D.1 applicable to 
amounts that become payable after February 23, 1998; and K applicable to amounts 
that are received after February 23, 1998. 

The description of E.1 added to the definition “undepreciated capital cost” in subsec. 
13(21) and the corresponding formula amended by 1995, c. 21, subsec. 2(6), applicable 
to taxation years that end after February 21, 1994. 

Selected Cases [subsec. 13(21)“undepreciated capital cost”): Duncan v. R., 
{2002} 4 C.T.C. 1 (FCA) (Statutory purpose of CCA scheme apparent and was abused 
by transactions); Prince Albert Pulp Co. v. Canada, [1990] 2 C.T.C. 339 (FCTD); aff'd 
[1992] 1 C.T.C. 262 (FCA) (Reduction in capital cost occurs in year investment tax 
credit used); Consumers’ Gas Co. Ltd. v. R., [1987] 1 C.T.C. 79 (FCA) (Capital cost 
not reduced by reimbursement from government for relocating pipelines); Emco Ltd. v. 
MNR, [1968] C.T.C. 457 (Exch.) (Taxpayer permitted to change previous allocation of 
purchase price entirely to land). 


Regulations: Part XI (amounts of depreciation allowed, for E). 
1.T. Application Rules: 18 (property acquired before 1972). 
Interpretation Bulletins: IT-327: CCA—Elections under Regulation 1103 


(archived); IT-418: CCA — partial dispositions of property; IT-478R2: CCA — recap- 
ture and terminal loss; IT-481: Timber resource property and timber limits. 


Information Circulars: 87-5: Capital cost of property where trade-in is involved. 


‘“‘vessel” means a vessel as defined in the Canada Shipping Act. 
Interpretation Bulletins: IT-267R2: CCA — vessels. 
Advance Tax Rulings: ATR-52: Accelerated rate of CCA for vessels. 


Related Provisions [subsec. 13(21)]: 20(1.1) — Definitions in 13(21) apply to 
regulations made under 20(1)(a); 20(27.1) — Definitions in 13(21) apply to s. 20. 


Selected Cases [subsec. 13(21)]: Hewlett Packard (Canada) Ltd. v. R., [2004] 4 
C.T.C. 230 (FCA) (Intention of parties as to timing of passage of title governed timing 
of disposition). 


(21.1) Disposition of building — Notwithstanding subsection 
(7) and the definition “proceeds of disposition” in section 54, where 
at any particular time in a taxation year a taxpayer disposes of a 
building of a prescribed class and the proceeds of disposition of the 
building determined without reference to this subsection and sub- 
section (21.2) are less than the lesser of the cost amount and the 
capital cost to the taxpayer of the building immediately before the 
disposition, for the purposes of paragraph (a) of the description of F 
in the definition “undepreciated capital cost” in subsection (21) and 
subdivision c, 


(a) where in the year the taxpayer or a person with whom the 
taxpayer does not deal at arm’s length disposes of land subjacent 
to, or immediately contiguous to and necessary for the use of, 
the building, the proceeds of disposition of the building are 
deemed to be the lesser of 


(i) the amount, if any, by which 


(A) the total of the fair market value of the building at the 
particular time and the fair market value of the land im- 
mediately before its disposition 


exceeds 


(B) the lesser of the fair market value of the land immedi- 
ately before its disposition and the amount, if any, by 
which the cost amount to the vendor of the land (deter- 
mined without reference to this subsection) exceeds the 
total of the capital gains (determined without reference to 
subparagraphs 40(1)(a)(ii) and (iii)) in respect of disposi- 
tions of the land within 3 years before the particular time 
by the taxpayer or by a person with whom the taxpayer 
was not dealing at arm’s length to the taxpayer or to an- 
other person with whom the taxpayer was not dealing at 
arm’s length, and 


(ii) the greater of 


(A) the fair market value of the building at the particular 
time, and 


(B) the lesser of the cost amount and the capital cost to 
the taxpayer of the building immediately before its 
disposition, 
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and, notwithstanding any other provision of this Act, the pro- 
ceeds of disposition of the land are deemed to be the amount, if 
any, by which 
(iii) the total of the proceeds of disposition of the building 
and of the land determined without reference to this subsec- 
tion and subsection (21.2) 


exceeds 


(iv) the proceeds of disposition of the building as determined 
under this paragraph, 


and the cost to the purchaser of the land shall be determined 
without reference to this subsection; and 


(b) where paragraph (a) does not apply with respect to the dispo- 
sition and, at any time before the disposition, the taxpayer or a 
person with whom the taxpayer did not deal at arm’s length 
owned the land subjacent to, or immediately contiguous to and 
necessary for the use of, the building, the proceeds of disposition 
of the building are deemed to be an amount equal to the total of 


(i) the proceeds of disposition of the building determined 
without reference to this subsection and subsection (21.2), 
and 


(ii) ' of the amount by which the greater of 
(A) the cost amount to the taxpayer of the building, and 
(B) the fair market value of the building 


immediately before its disposition exceeds the proceeds of 
disposition referred to in subparagraph (i). 
Related Provisions: 70(5)(c), (d) — Capital property of a deceased taxpayer. 


History: Subpara. 13(21.1)(b)(ii) amended by replacing the reference to the fraction 
“/s” with a reference to the fraction “'/2” by 2001, c. 17, subsec. 6(6), applicable to 
taxation years that end after February 27, 2000 except that, for a taxpayer’s taxation 
year that includes February 28, 2000 or October 17, 2000, or began after February 28, 
2000 and ended before October 17, 2000, the reference to the fraction “'/2” shall be read 
as a reference to the fraction determined when the fraction in para. 38(a), as amended 
by 2001, c. 17, that applies to the taxpayer for the year is subtracted from 1. 


Subsec. 13(21.1) amended by 1998, c. 19, subsec. 73(4), subject to s. 247 of 1998, c. 
19 (grandfathering rule reproduced at the end of the Act), applicable to dispositions of 
property that occur after April 26, 1995. The subsec. formerly read: 


(21.1) Notwithstanding subsection (7) and the definition “proceeds of disposi- 
tion” in section 54, where at any particular time in a taxation year a taxpayer 
disposed of a building of a prescribed class and the proceeds of disposition of the 
building determined without reference to this subsection are less than the lesser 
of the cost amount and the capital cost to the taxpayer of the building immedi- 
ately before its disposition, for the purposes of paragraph (a) of the description of 
F in the definition “undepreciated capital cost” in subsection (21) and subdivi- 
sion c, the following rules apply: 


(a) where in the same taxation year the taxpayer or a person with whom the 
taxpayer was not dealing at arm’s length disposed of the land subjacent to, 
or immediately contiguous to and necessary for the use of, the building, the 
proceeds of disposition of the building shall be deemed to be the lesser of 


(i) the amount, if any, by which 


(A) the total of the fair market value of the building at the particular 
time and the fair market value of the land immediately before its 
disposition 

exceeds 


(B) the lesser of the fair market value of the land immediately 
before its disposition and the amount, if any, by which the cost 
amount to the vendor of the land (determined without reference to 
this subsection) exceeds. the total of the capital gains (determined 
without reference to subparagraphs 40(1)(a)(ii) and (iii)) in respect 
of dispositions of the land within the 3 year period preceding the 
particular time by the taxpayer or by a person with whom the tax- 
payer was not dealing at arm’s length to the taxpayer or to another 
person with whom the taxpayer was not dealing at arm’s length, and 


(ii) the greater of 
(A) the fair market value of the building at the particular time, and 


(B) the lesser of the cost amount and the capital cost to the taxpayer 
of the building immediately before its disposition 


and, notwithstanding any other provision of this Act, the proceeds of dispo- 
sition of the land shall be deemed to be the amount, if any, by which 


(iii) the total of the proceeds of disposition of the building and of the 
land determined without reference to this subsection 
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exceeds 
(iv) the proceeds of disposition of the building as determined under this 
paragraph, 
and the cost to the purchaser of the land shall be determined without refer- 
ence to this subsection; and 


(b) where paragraph (a) does not apply with respect to the disposition and, at 
any time before the disposition, the taxpayer or a person with whom the 
taxpayer was not dealing at arm’s length owned the land subjacent to, or 
immediately contiguous to and necessary for the use of, the building, the 
proceeds of disposition of the building shall be deemed to be an amount 
equal to the total of 


(i) the proceeds of disposition of the building determined without refer- 
ence to this subsection, and 


Gi) '44 of the amount by which the greater of 
(A) the cost amount to the taxpayer of the building, and 
(B) the fair market value of the building 


immediately before its disposition exceeds the proceeds of disposition 
referred to in subparagraph (i). 


Selected Cases [subsec. 13(21.1)]: R. v. Trade Investments Shopping Centre Ltd., 
[1999] 1 C.T.C. 92 (FCA) (Agreement was original option granted, not subsequent 
exercise). 


Interpretation Bulletins [subsec. 13(21.1)]: IT-220R2: CCA — proceeds of dis- 
position of depreciable property; IT-349R3: Intergenerational transfers of farm pro- 
perty on death. 


(21.2) Loss on certain transfers [within affiliated group] — 
Where 


(a) a person or partnership (in this subsection referred to as the 
“transferor’) disposes at.a particular time (otherwise than in a 
disposition described in any of paragraphs (c) to (g) of the defi- 
nition “superficial loss” in section 54) of a depreciable property 
of a particular prescribed class of the transferor, 


(b) the lesser of 


(i) the capital cost to the transferor of the transferred pro- 
perty, and 


(ii) the proportion. of the. undepreciated capital cost to the 
transferor of all property of the particular class immediately 
before that time that 


(A) the fair market value of the transferred property at 
that time 


is of 
(B) the fair market value of all property of the particular 
class immediately before that time 


exceeds the amount that would otherwise be the transferor’s pro- 
ceeds of disposition of the transferred property at the particular 
time, and 


(c) on the 30th day after the particular time, a person or partner- 
ship (in this subsection referred to as the “subsequent owner”) 
who is the transferor or a person affiliated with the transferor 
owns or has a right to acquire the, transferred, property: (other 
than a right, as security only, derived from a mortgage, hy- 
pothec, agreement for sale or similar obligation), 


the following rules apply: | 
(d) sections 85 and 97 do not apply to the disposition, 


(e) for the purposes of applying this section and section 20 and 
any regulations made for the purpose of paragraph 20(1)(a) to 
the transferor for taxation years that end after the particular time, 


(i) the transferor is deemed to have disposed of the trans- 
ferred property for proceeds equal to the lesser of the 
amounts determined under subparagraphs (b)(i) and (ii) with 
respect to the transferred property, 


(ii) where two or more properties of a prescribed class of the 
transferor are disposed of at the same time, subparagraph (i) 
applies as if each property so disposed of had been separately 
disposed of in the order designated by the transferor or, if the 
transferor does not designate an order, in the order desig- 
nated by the Minister, 
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(iii) the transferor is deemed to own a property that was ac- 
quired before the beginning of the taxation year that includes 
the particular time at a capital cost equal to the amount of the 
excess described in paragraph (b), and that is property of the 
particular class, until the time that is immediately before the 
first time, after the particular time, 


(A) at which a 30-day period begins throughout which 
neither the transferor nora person. affiliated with the 
transferor owns or has a right to acquire the transferred 
property (other than a right, as security only, derived from 
a mortgage, hypothec, agreement for sale or. similar 
obligation), 


(B) at which the transferred property: is not used by: the 
transferor or a person affiliated with the transferor for the 
purpose of earning income and is used for another 
purpose, 

(C) at which the transferred property would, if it were 
owned by the transferor, be deemed by section 128.1 or 
subsection 149(10) to have been disposed of by the 
transferor, _ 


(D) that is immediately before control of the transferor is 
acquired by a person or group of persons, where the trans- 
feror is a corporation, or 


(E) at which the winding-up of the transferor begins 
(other than a winding-up to which subsection, 88(1) ap- 
plies), where the transferor is a corporation, and 


(iv) the property described in subparagraph (iti) is considered 
to have become available for use by the transferor at the time 
at which the transferred property is considered to have be- 
come available for use by the subsequent owner, 


(f) for the purposes of subparagraphs (e)(iii) and (iv), where a 
partnership otherwise ceases to exist at any time after the partic- 
ular time, the partnership is deemed not to have ceased to exist, 
and each person'who was a member of the partnership immedi- 
ately before the partnership would, but for this paragraph, have 
ceased to exist is deemed to remain a member of the partnership; 
‘until the time that is immediately after the first time described in 
clauses (e)(iii)(A) to (E), and 


(g) for the purposes of applying this section and section 20 and 
any regulations made for the purpose of paragraph 20(1)(a) to 
the subsequent owner, 


(i) the subsequent owner’s capital cost of the transferred pro- 
perty is deemed to be the amount that was the transferor’s 
capital cost of the transferred property,,and 


(ii) the amount by which the transferor’s capital cost of the 
transferred property exceeds its fair market value at the par- 
ticular time is.deemed.to have been deducted under para- 
graph 20(1)(a) by the subsequent owner. in respect of pro- 
perty of that class in computing income, for taxation years 
that ended before the particular time. 


Related Provisions: _ 14(12)— Parallel rule for eligible capital property; 
18(13)-(16) — Parallel rule for share or debt owned by financial institution; 40(3.3), 
(3.4) — Parallel rule with respect to capital losses; 69(5)(d) — No application where 
corporate property appropriated by shareholder on windup; 87(2)(g.3) — Amalgama- 
tions — continuing corporation; 88(1)(d.1) — No application to property acquired on 
windup of subsidiary; 139.1(18) — Holding corporation deemed not to acquire control 
of insurer on demutualization; 251.1 — Affiliated persons; 256(6)—(9) — Whether con- 
trol acquired. 


History: Para. 13(21.2)(a) amended by 2001, c. 17, subsec. 6(7), applicable after No- 
vember 1999 except that, if an individual (other than a trust) so elects in writing and 
files the election with the Minister of National Revenue on or before the individual’s 
filing-due date for the taxation year that includes June 14, 2001, the amendment does 
not apply in respect of the disposition of a property by the individual before July 2000 


(a) to a person who was obliged on November 30, 1999 to acquire the property 
pursuant to the terms of an agreement in writing made on or before that day; or 


(b) in a transaction, or as part of a series of transactions, the arrangements for 
which, evidenced in writing, were substantially advanced before December 1999, 
other than a transaction or series of transactions a main purpose of which can rea- 
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sonably be considered to haye been to enable an unrelated person to obtain the 
benefit of 
(i) any deduction in computing income, taxable income, taxable income earned 
in Canada or tax payable under the Act, or 


(ii) any balance of undeducted outlays, expenses or other amounts. 


The para. formerly read: 


(a) a corporation, trust or partnership (in this subsection referred to as the “trans- 
feror’) disposes at a particular time (otherwise than in a disposition described in 
any of paragraphs (c) to (g) of the definition “superficial loss” in section 54) of a 
depreciable property of a particular prescribed class of the transferor, 
Para. 13(21.2)(c) and cl. 13(21.2)(e)(iii)(A) amended to add “hypothec” by 2001, c. 17, 
subsecs. 196(3) and (4), in force June 14, 2001. 
Subpara. 13(21.2)(e)(ii) amended by 2001, c. 17, subsec. 6(8), applicable after Novem- 
ber 1999. The subpara. formerly read: 
(ii) where 2 or more properties of a prescribed class of the transferor are dis- 
posed of at the same time, subparagraph (i) applies as if each property so dis- 
posed of had been separately disposed of in the order designated by the taxpayer 
or, if the taxpayer does not designate an order, in the order designated by the 
Minister, 
Subsec. 13(21.2) added by 1998, c. 19, subsec. 73(4), applicable, subject to s. 247 of 
1998, c. 19 (grandfathering rule reproduced at the end of the Act) to dispositions of 
property that occur after April 26, 1995 except that, where 


(a) a property is disposed of after April 26, 1995 and before June 20, 1996, and 


(b) the transferor elects in writing, filed with the Minister of National Revenue 
before October 1998, 


the opening portion of subpara. 13(21.2)(e)(iii) shall be read as follows: 


(iii) the transferor is deemed to own a property that was acquired before the 
beginning of the taxation year that includes the particular time at a capital cost 
equal to the amount of the excess described in paragraph (b), and that is of a 
separate prescribed class that is the same class as the particular class, until the 
time that is immediately before the first time, after the particular time, 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(22) Deduction for insurer — For the purposes of E in the defi- 
nition “undepreciated capital cost” in subsection (21), an insurer 
shall be deemed to have been allowed a deduction for depreciation 
for property of a prescribed class under paragraph 20(1)(a) in com- 
puting income for taxation years before its 1977 taxation year equal 
to the total of 


(a) the amount determined, immediately after the end of its 1976 
taxation year, for E in that definition, with respect to property of 
the particular prescribed class of the insurer (determined without 
reference to this subsection), 


(b) the lesser of 


(i) the amount of its 1975-76 excess capital cost allowance 
with respect to property of the particular prescribed class of 
the insurer, and 


(ii) that proportion of the amount, if any, by which its 1975 
branch accounting election deficiency exceeds the amount 
determined under subparagraph 138(4.1)(d)(ii) that 


(A) the amount of its 1975-76 excess capital cost allow- 
ance with respect to property of the particular prescribed 
class of the insurer 

is of 


(B) the total of all its 1975-76 excess capital cost al- 
lowances with respect to properties of a prescribed class 
of the insurer, and 


(c) the lesser of 
(i) the amount, if any, by which 


(A) the undepreciated capital cost of property of the par- 
ticular prescribed class of the insurer immediately after 
the end of its 1976 taxation year (determined without ref- 
erence to this subsection), 
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exceeds 
(B) the amount determined under paragraph (b) in respect 
of property of the particular prescribed class of the in- 
surer, and 


(ii) that proportion of the amount, if any, by which its 1975 
branch accounting election deficiency exceeds the total of 


(A) the amount. determined under subparagraph 
138(4.1)(d)(ai), 

(B) the total of all amounts determined under paragraph 
(b) with respect to property of a prescribed class of the 
insurer, 


(C) the total 

138(4.1)(a)(ii)(B)CV), 

(D) the amount determined 

138(4.1)(b)(i1), and 

(E) the amount 

138(4.1)(a)(i1) 
that 


(F) the undepreciated capital cost of property of the par- 
ticular prescribed class of the insurer immediately after 
the end of its 1976 taxation year (determined without ref- 
erence to this subsection), 
is of 
(G) the total of all amounts each of which is the un- 
depreciated capital cost of property of a prescribed class 
of the insurer immediately after the end of its 1976 taxa- 
tion year (determined without reference to this 
subsection). 
Related Provisions: See at end of s. 13. 


described in subclause 


under subparagraph 


determined under. subparagraph 


(23) Deduction for life insurer — For the purposes of E in the 
definition “undepreciated capital cost” in subsection (21), a life in- 
surer shall be deemed to have been allowed a deduction for depreci- 
ation for property of a prescribed class under paragraph 20(1)(a) in 
computing income for taxation years before its 1978 taxation year 
equal to the total of 


(a) the amount determined immediately after the end of its 1977 
taxation year for E in that definition, with respect to property of 
the particular prescribed class of the insurer (determined without 
reference to this subsection), and 


(b) the amount, if any, by which 


(i) the total of all maximum amounts the insurer was entitled 
to claim with respect to property of the particular prescribed 
class of the insurer in taxation years ending before 1978 and 
after 1968 


exceeds 
(ii) the amount determined under paragraph (a). 
Related Provisions: See at end of s. 13. 


(23.1) Application of subsec. 138(12) — The definitions in 
subsection 138(12) apply to this section. 


Origin of subsec. 13(23.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words to subsec. 138(12)). 


(24) Acquisition of control — Where control of a corporation 
has been acquired at any time by a person or group of persons and, 
within the 12-month period that ended immediately before that 
time, the corporation or a partnership of which it was a majority 
interest partner acquired depreciable property (other than property 
that was owned by the corporation or partnership or by a person that 
would, if section 251.1 were read without reference to the definition 
“controlled” in subsection 251.1(2), be affiliated with the corpora- 
tion throughout the period that began immediately before the 12- 
month period began and ended at the time the property was ac- 
quired by the corporation or partnership) that was not used, or ac- 
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quired for use, by the corporation or partnership in a business that 
was carried on by it immediately before the 12-month period began, 


(a) for the purposes of the description of A in the definition “un- 
depreciated, capital cost” in subsection (21) and of sections) 127 
and 127.1, the property is, subject to paragraph (b),; deemed not 
to have been acquired by the corporation or. partnership before 
that time and to have been acquired by it ishiuies after ii 
time; and 


(b) where the property was disposed of by it before that time:and 
was not reacquired by it before. that time, for the purpose. of the 
description of A in that definition, the property is deemed to 
have been acquired by the corporation or partnership immedi- 
ately before the property was disposed'of. 
Related Provisions: 13(25) — Change of control within 12 months of incorporation; 
87(2)G.6) — Amalgamations — continuing corporation; 139.1(18)— Holding corpo- 
ration deemed not to acquire control of insurer on demutualization; 256(6)-(9) — 
Whether control acquired. See also: at end of s. 13. } 
History: Subsec. 13(24) amended by 1998, c.' 19, subsec. 73(5), applicable to-acquisi- 
tions of control that occur after April 26,,1995.:The subsec. formerly read: 
(24) Where at any time control of a corporation has been acquired by a person or 
group of persons and, within the twelve month period ending immediately’ before 
that time, the corporation, or a partnership of which it was a majority interest 
partner (within the meaning assigned by subsection 97(3.1)), acquired deprecia- 
ble property (other than property that was owned by the corporation or partner- 
ship or by a person or persons related to the corporation throughout the period 
commencing immediately before the twelve month period and ending at the time 
the property was acquired by the corporation or partnership) that was not used, 
or acquired for use, by, the corporation or partnership in a business that was car- 
ried on by it immediately before that twelve month period, for the purposes of A 
in the definition “undepreciated capital cost” in subsection (21) and of sections 
127 and 127.1, the property shall be deemed not to have been acquired by the 
corporation or partnership before that time and shall be deemed to have been 
acquired by it immediately after that time, except.that, where the property was 
disposed of by it before that time and not reacquired by it before that time, for 
' the purposes of A in that definition, the property shall be deemed to have been 
acquired by the corporation or partnership immediately before the By y ptt was 
disposed of. 
Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings- up have on their’ deductibility — after 
January 15, 1987. 


I.T. Technical News: 7 (control by a group — 50/50 arrangement). 


(25) Early change of control — For the purpose of subsection 
(24), where a corporation referred to in that subsection. was incorpo- 
rated or otherwise formed in the 12-month period referred to in that 
subsection, the corporation is deemed to have been, throughout the 
period that began immediately before the 12-month period and en- 
ded immediately after it was incorporated or otherwise formed, 


(a) in existence; and 


(b) affiliated with every person with whom it was affiliated (oth- 
erwise than because of a right referred to in paragraph 
251(5)(b)) throughout the period that began when it was incor- 
porated or otherwise formed’ and ended immediately ‘before its 
control is acquired. 


History: Subsec. 13(25) amended by 1998, c. 19, subsec. 73(5), applicable to acquisi- 
tions, of control that occur after April 26, 1995. The subsec. formerly read: 


(25) For the purposes of subsection (24), where the corporation referred to in that 
subsection was incorporated or otherwise formed during the twelve month period 
referred to in that subsection, it shall be deemed to have been, throughout the 
period commencing immediately before the twelve month period and ending im- 
mediately after it was incorporated or otherwise formed, 

(a) in existence; and 


(b) related to the person or persons to whom it was related. (otherwise than 
by reason of a right referred to in paragraph 251(5)(b)) throughout the period 
commencing when it was incorporated or otherwise formed and ending im- 
mediately before the control of the corporation was acquired. 


(26) Restriction on deduction before available for use — In 
applying the definition “undepreciated capital cost” in subsection 
(21) for the purpose of paragraph 20(1)(a) and any regulations made 
for the purpose of that paragraph, in computing a taxpayer’s income 
for a taxation year from a business or property, no amount shall be 
included in calculating the undepreciated capital cost to’ the tax- 
payer of depreciable property of a prescribed class in-respect of the 


aA 
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capital cost to the taxpayer of a property of that class (other than 
property that is.a certified production, as defined by regulations 
made for the, purpose of paragraph 20(1)(a)) before the time the 
property. is considered to have become. available for use by. the 
taxpayer. 

Related Provisions: 13(27), (28) — Interpretation — available for use; 13(30) — 
Transfers. of property; 13(32)-— Leased property; 20(28) — Deduction against rental 
income from building; 37(1.2) — No R&D deduction for capital expenditure until pro- 
perty available for use; 127(11.2) — No investment tax credit until property available 
for use; 248(19) — When property available for use. See also at end of s. 13. 


History: See under subsec. 13(29). 


Regulations: 1100(2)(a)(i) (CCA in year property becomes available for use); 
1104(2) (definition of “certified production”). 


Advance Tax Rulings: ATR-44: Utilization’ of deductions and credits! within a 
related corporate group. 


Application Policies: SR&ED 2005-01: Shared-use equipment. 


(27) Interpretation — available for use — For the purposes of 
subsection (26) and subject to. subsection (29), property, (other than 
a building or part thereof) acquired by a taxpayer shall be consid- 
ered to have become available for use, by the taxpayer at the earliest 
of 


(a). the time the property is first used by the taxpayer for the 
purpose of earning income, 


(b), the time that is immediately after the beginning of the, first 
taxation year of the taxpayer that begins more than 357 days af- 

_ ter the end of the taxation year of the taxpayer in which the pro- 
perty was acquired by the taxpayer, 


(c) the time that.is immediately before the disposition of the pro- 
perty by the taxpayer, 
(d) the time the property 


(i) is delivered to the taxpayer, or to a person or partnership 
(in this paragraph referred to as the “other person’’) that will 
use the property for the benefit of the taxpayer, or, where the 
property is not of a type that is deliverable, is made available 
to the taxpayer or the other person, and 


(1) is capable, either alone or in combination with other pro- 
perty.in the possession at that time of the taxpayer or the 
other person, of being used by or for the benefit of the tax- 
payer. or the other person to produce a commercially saleable 
product or to perform a commercially saleable service, in- 
cluding an intermediate: product or service that is used or 
consumed, or to be used or consumed, by or for the benefit of 
the taxpayer or the other person in producing or performing 
any such product or service, 


(e) in the case of property acquired by the taxpayer for the pre- 
vention, reduction or elimination of air or water pollution cre- 
ated by operations carried on by the taxpayer or that would be 

_ created by such operations if the property had not been acquired, 
the time at which the property is installed and capable of per- 
forming the function for which it was acquired, 


(f) in the case of property acquired by 


(i) a corporation a class of shares of the capital stock of 
which is listed on a designated stock exchange, 


(ii) a corporation that is a public corporation because. of an 
election made under subparagraph (b)(i) of the definition 
“public corporation” in subsection 89(1) or a designation 
made by the Minister in a notice to the corporation under 
subparagraph (b)(ii) of that definition, or 


(iii) a subsidiary wholly-owned corporation of a corporation 
described‘ in subparagraph (1) or (ii), 
the end of the taxation year for’ which depreciation in respect of 
the property is first deducted in computing the earnings of the 
corporation in accordance with generally accepted accounting 
principles and for the purpose of the financial statements: of the 
corporation for.the year presented to its shareholders, 


(g) in the case of property acquired by the taxpayer in the course 
of carrying on a business of farming or ‘fishing, the time at 
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which the property has been delivered to the taxpayer and is ca- 
pable of performing the function for which it was acquired, 


(h) in the case of property of a taxpayer that is a motor vehicle, 
trailer, trolley bus, aircraft or vessel for which one or more per- 
mits, certificates or licences evidencing that the property may be 
operated by the taxpayer in accordance with any laws regulating 
the use of such property are required to be obtained, the time all 
those permits, certificates or licences have been obtained, 


(i) in the case of property that is a spare part intended to replace 
a part of another property of the taxpayer if required due to a 
breakdown of that other property, the time the other property 
became available for use by the taxpayer, 


(j) in the case of a concrete gravity base structure and topside 
modules intended to be used at an oil production facility in a 
commercial discovery area (within the meaning assigned by sec- 
tion 2 of the Canada Petroleum Resources Act) on which the 
drilling of the first well that indicated the discovery began 
before March 5, 1982, in an offshore region prescribed for the 
purposes of subsection 127(9), the time the gravity base struc- 
ture deballasts and lifts the assembled topside modules, and 


(k) where the property is (within the meaning assigned by sub- 
section (4.1)) a replacement for a former property described in 
paragraph (4)(a) that was acquired before 1990 or that became 
available for use at or before the time the replacement property 
is acquired, the time the replacement property is acquired, 


and, for the purposes of paragraph (f), where depreciation is calcu- 
lated by reference to a portion of the cost of the property, only that 
portion of the property shall be considered to have become availa- 
ble for use at the end of the taxation year referred to in that 
paragraph. 

Related Provisions: 13(21.2)(e)(iv) — When property considered available for use 
following transfer to affiliated person; 13(30), (31) — Transfers of property; 20(28) — 
Deduction before available for use; 87(2)(j.6) — Continuing corporation; 248(19) — 
When property available for use. See also at end of s. 13. 


History: Subpara. 13(27)(f)(i) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007, c. 35, para. 68(2)(b), applicable after December 
13, 2007. 


Para. 13(27)(d) amended by 1998, c. 19, subsec. 73(6), applicable to property acquired 
after 1989. The para. formerly read: 


(d) the time the property is delivered or made available to the taxpayer and is 
capable, either alone or in combination with other property in the taxpayer’s pos- 
session at that time, of producing a commercially saleable product or performing 
a commercially saleable service, including an intermediate product or service 
that is used or consumed, or is to be used or consumed, by the taxpayer in pro- 
ducing or providing any such product or service, 


See also under subsec. 13(29). 


Selected Cases [subsec. 13(27)]: Morley v. R., [2005] 1 C.T.C. 2284 (TCC); add’1 
reasons to [2004] 3 C.T.C. 2153 (TCC) (Software not used by partnership for gaining 
or producing income from a business). 


Regulations: 1100(2)(a)(vii) (CCA in year property becomes available for use under 
13(27)(b)). 
Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


(28) Idem — For the purposes of subsection (26) and subject to 
subsection (29), property that is a building or part thereof of a tax- 
payer shall be considered to have become available for use by the 
taxpayer at the earliest of 


(a) the time all or substantially all of the building is first used by 
the taxpayer for the purpose for which it was acquired, 


(b) the time the construction of the building is complete, 


(c) the time that is immediately after the beginning of the tax- 
payer’s first taxation year that begins more than 357 days after 
the end of the taxpayer’s taxation year in which the property was 
acquired by the taxpayer, 


(d) the time that is immediately before the disposition of the pro- 
perty by the taxpayer, and 


(e) where the property is (within the meaning assigned by sub- 
section (4.1)) a replacement for a former property described in 
paragraph (4)(a) that was acquired before 1990 or that became 
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available for use at or before the time the replacement property 
is acquired, the time the replacement property is acquired, 


and, for the purpose of this subsection, a renovation, alteration or 
addition to a particular building shall be considered to be a building 
separate from the particular building. 

Related Provisions: 13(21.2)(e)(iv) — When property considered available for use 


following transfer to affiliated person; 13(30), (31)— Transfers of property; 
87(2)(j.6) — Continuing corporation. 


History: See under subsec. 13(29). 


Regulations: 1100(2)(a)(vii) (CCA in year property becomes available for use under 
13(28)(c)). 


(29) Idem — For the purposes of subsection (26), where a taxpayer 
acquires property (other than a building that is used or is to be used 
by the taxpayer principally for the purpose of gaining or producing 
gross revenue that is rent) in the taxpayer’s first taxation year (in 
this subsection referred to as the “particular year”) that begins more 
than 357 days after the end of the taxpayer’s taxation year in which 
the taxpayer first acquired property after 1989, that is part of a pro- 
ject of the taxpayer, or in a taxation year subsequent to the particu- 
lar year, and at the end of any taxation year (in this subsection re- 
ferred to as the “inclusion year”) of the taxpayer 


(a) the property can reasonably be considered to be part of the 
project, and 


(b) the property has not otherwise become available for use, 


if the taxpayer so elects in prescribed form filed with the taxpayer’s 
return of income under this Part for the particular year, that particu- 
lar portion of the property the capital cost of which does not exceed 
the amount, if any, by which 


(c) the total of all amounts each of which is the capital cost to 
the taxpayer of a depreciable property (other than a building that 
is used or is to be used by the taxpayer principally for the pur- 
pose of gaining or producing gross revenue that is rent) that is 
part of the project, that was acquired by the taxpayer after 1989 
and before the end of the taxpayer’s last taxation year that ends 
more than 357 days before the beginning of the inclusion year 
and that has not become available for use at or before the end of 
the inclusion year (except where the property has first become 
available for use before the end of the inclusion year because of 
this subsection or paragraph (27)(b) or (28)(c)) 


exceeds 


(d) the total of all amounts each of which is the capital cost to 
the taxpayer of a depreciable property, other than the particular 
portion of the property, that is part of the project to the extent 
that the property is considered, because of this subsection, to 
have become available for use before the end of the inclusion 
year 


shall be considered to have become available for use immediately 
before the end of the inclusion year. 


Related Provisions: 220(3.2), Reg. 600(b) — Late filing or revocation of election. 


History: Subsecs. 13(26) to (29) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
9(11), applicable to property acquired by a taxpayer after 1989 other than’ property 
acquired 


(a) from a person with whom the taxpayer was not dealing at arm’s length (other- 
wise than by reason of a right referred to in para. 251(5)(b)) at the time the pro- 
perty was acquired, or 


(b) in the course of a reorganization in respect of which, if a dividend were re- 
ceived by a corporation in the course of the reorganization, subsec. 55(2) would 
not be applicable to the dividend by reason of the application of para. 55(3)(b), 


where the property was depreciable property of the person from whom it was acquired 
and was owned by that person before 1990. 


Regulations: 4609 (prescribed offshore region). 
Forms: T1031: Subsection 13(29) election re certain depreciable properties, acquired 
for use in a long term project. 


(30) Transfers of property — Notwithstanding subsections (27) 
to (29), for the purpose of subsection (26), property of a taxpayer 
shall be deemed to have become available for use by the taxpayer at 
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the earlier of the time the property was acquired by the taxpayer 
and, if applicable, a prescribed time, where 


(a) the property was acquired 


(i) from a person with whom the taxpayer was not dealing at 
arm’s length (otherwise than because of a right referred to in 
paragraph 251(5)(b)) at the time the property was acquired 
by the taxpayer, or 


(ii) in the course of a reorganization in respect of which, if a 
dividend were received by a corporation in the course of the 
reorganization, subsection 55(2) would not apply to the divi- 
dend because of paragraph 55(3)(b); and 


(b) before‘the property was acquired by the taxpayer, it became 
available for use (determined without reference to paragraphs 
(27)(c) and (28)(d)) by the person from whom it was acquired. 


History: Subsec. 13(30) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 4, appli- 
cable to property acquired after 1989. Subsec. 13(30) formerly read: 


(30) Notwithstanding subsections (27) to (29), for the purposes of subsection 
(26), property of a taxpayer shall be deemed to have become available for use by 
the taxpayer at the time at which the property was acquired where 

(a). the property was, acquired 


(i) from a person with whom the taxpayer was not dealing at arm’s 
length (otherwise than by reason of a right. referred. to, in paragraph 
. 251(5)(b)) at that time, or 


(ii) in the course of a reorganization in respect of which, if a dividend 
were received by a corporation in the course of the reorganization, sub- 
section 55(2) would not be applicable to the dividend by reason of the 
application of paragraph 55(3)(b); and 


(b) the property had become available for use by the person from whom it 
was acquired (determined without reference to paragraphs (27)(c) and 
(28)(d)) before that time: 


Subsec. 13(30) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 9(11), applicable in 
respect of property acquired after 1989. 


Regulations: 1100(2.2)(j). 


(31) Idem — For the purposes of paragraphs (27)(b) and (28)(c) 
and subsection (29), where a property of a taxpayer was acquired 
from a person (in this subsection referred to as “the transferor’) 


(a) with whom the taxpayer was, at the time the taxpayer ac- 
quired the property, not dealing at arm’s length (otherwise than 
because of a right referred to in paragraph 251(5)(b)), or 


(b) in the course of a reorganization in respect of which, if a 
dividend were received by. a corporation in the course of the re- 
organization, subsection 55(2) would not apply: to the dividend 
because of the application of paragraph 55(3)(b), 


the taxpayer shall be deemed to have acquired the property at the 
time it was acquired by the transferor. 


History: Subsec. 13(31) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 9(11), 
applicable to property acquired after 1989. 


(32) Leased property — Where a taxpayer has leased property 
that is depreciable property of a person with whom the’ taxpayer 
does not deal at arm’s length, the amount, if any, by which 


(a) the total of all amounts paid or payable by the taxpayer for 
the use of, or the right to use, the property in a particular taxa- 
tion year and before the time the property would have been con- 
sidered to have become available for use by the taxpayer if the 
taxpayer had acquired the property, and that, but for this subsec- 
tion, would be deductible in computing the taxpayer’s income 
for any taxation year 


exceeds 


(b) the total of all amounts received or receivable by the tax- 
payer for the use of, or the right to use, the property in the par- 
ticular taxation year and before that time and that are included in 
the income of the taxpayer for any taxation year 


shall be deemed to be a cost to the taxpayer of a property included 


in Class 13 in Schedule II to the Income Tax Regulations and not to 
be an amount paid or payable for the use. of, or the right to use, the 


property. 
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History: Subsec. 13(32) added by. 1994, c.7, Sch.:II (1991, 'c. 49), subsec. 9(11), 
applicable to depreciable property of a, person referred to in that subsection that was 
acquired by that person after 1989, 


(33) Consideration given for depreciable property — For 
greater certainty, where a person acquires a depreciable property for 
consideration that can reasonably be considered to include a trans- 
fer of property, the portion of the cost to the person of the deprecia- 
ble property attributable to the transfer shall not exceed the fair 
market value of the transferred property. 


Related Provisions: 68 — Allocation of amounts in consideration for disposition of 
property; 69(1) — Inadequate considerations. 


History: Subsec. 13(33) added by 1994, c. 21, subsec. 7(3), applicable to property 
acquired after November 1992. 


(34) Deductible expenses — Notwithstanding paragraph 
1102(1)(a) of the Regulations, for taxation years that end after 1987 
and before December 6, 1996, the classes of property prescribed for 
the purpose of paragraph 20(1)(a) are deemed to include property of 
a taxpayer that, if the Act were read without reference to sections 
66 to 66.4, would be included in one of the classes. 


History: Subsec. 13(34) added by 2001, c. 17, subsec. 6(9), applicable to taxation 
years that end after 1987 and before December 6, 1996. 


Related Provisions [s. 13]: 36 — Railway companies; 37(6) — Scientific research 
capital expenditures; 45(2) — Election where change in use; 68 — Allocation of 
amounts in consideration for disposition of property; 70(5) — Depreciable and other 
capital property of deceased taxpayer; 70(9.1), (9.11) — Transfer of farm property 
from spouse: trust to children of settlor; 73(2),— Capital cost and amount deemed al- 
lowed to spouse or trust; 73(3.1).— Inter vivos transfer of farm property by farmer to 
child; 80(9)(c) — Reduction of capital cost on debt forgiveness ignored for purposes of 
s. 13; 85(5)— Rules on transfers of depreciable property; 87(2)(d) — Amalgama- 
tions — depreciable property; 87(2)(1.3) — Amalgamations — replacement property; 
88(1)(f) — Winding-up; 97(4) — Where. capital cost to partner exceeds proceeds of 
disposition; 98(3)(e) — Rules where partnership ceases to exist; 98(5)(e) — Rules 
where partnership business carried on as sole proprietorship; 104(5)(c) — Trust — 
deemed disposition of property; 104(16) — Trusts — CCA deduction; 107(2) — Dis- 
tribution by trust in satisfaction of capital interest; 107.2 — Distribution by retirement 
compensation arrangement; 132.1(1)(d) — Deemed capital cost of property following 
mutual fund reorganization; 138(11.8) — Rules on transfer of depreciable property; 
138(11.91)(f) — Computation of income of non-resident insurer. 


Definitions [s. 13]: “acquired” — 256(7)-(9);  “affiliated’’ — 13(25), 251.1; 
“amount” — 248(1); “amount payable” — 13(23.1), 138(12); “appropriate _ min- 
ister” — 13(21); “arm’s length” — 13(7)(e.1), 251; “assessment” — 248(1); “assis- 
tance” — 79(4), 125.4(5), 248(16), (16.1), (18), (18.1); “available for. use” — 
13(21.2)(e)Gv), 13(27)-(31), 248(19);, “business” — 248(1); “calendar year’ — Inter- 
pretation Act. 37(1)(a); “Canada” — 255; “capital _ cost’ — 13(7)-(7.4), , (10), 
13(21.2)(g)@), 70(12), 128.1(1)(c), 128.1(4)(c), 132.1011)(d); “capital gain” — 39(1), 
248(1); “capital property” — 54, 248(1); “certified production” — Reg. 1104(2); “‘class 
of shares” — 248(6); “control” — 256(6)-(9); “conversion”, “conversion cost” — 
13(21); “consequence of the death” — 248(8); “corporation” — 248(1), Interpretation 
Act 35(1); “cost amount” — 248(1); “cost to an insurer of acquiring a mortgage or hy- 
pothec” — 13(23.1), 138(12); “depreciable property” — 13(21), 248(1); “designated 
stock exchange” — 248(1), 262; “disposition” — 248(1); “eligible capital amount” — 
14(1), 248(1); “eligible capital expenditure’ — 14(5), 248(1); “estate” — 104(1), 
248(1); “farming” — 248(1); “fiscal period” — 249.1; “fishing”, “former business pro- 
perty” — 248(1); “former property” — 13(4); “gaining or producing income” — 13(9); 
“gross revenue” — 248(1); “Her Majesty” — Interpretation Act 35(1); “immovy- 
able” — Quebec Civil Code art. 900-907; “income” —'13(3)(b); “incorporeal . pro- 
perty” — Quebec Civil Code art. 899, 906; “individual”, “life insurer’, “majority inter- 
est partner’, “Minister”, “motor vehicle” — 248(1); “1975 branch accounting election 
deficiency”, “1975-76 excess capital cost allowance” — 13(23.1), 138(12); “non-resi- 
dent” — 248(1); “passenger vehicle”, “person”, “prescribed” — 248(1); “property” — 
248(1); “province” — Interpretation Act 35(1); “public corporation” — 89(1), 248(1); 
“regulation” — 248(1); “related” — 13(25), 251(2); “replacement property” — 13(4), 
(4.1); “resident in Canada” — 94(3)(a)(viii), 250; “series” — 248(10); “share”, “share- 
holder”, “subsidiary wholly-owned corporation” — 248(1); “tax payable” — 248(2); 
“taxable Canadian property” — 248(1); “taxation year” — 11(2), 13(3)(a), 13(8), 249; 
“taxpayer” — 104(1), 248(1); “timber resource property” — 13(21), 248(1); “trans- 
feree” — 13(4.2)(a); “transferor” — 13(4.2)(a), 13(7)(e), 13(21.2)(a), 13(31); “treaty- 
protected property” — 248(1); “trust” — 104(1), 248(1), (3); “undepreciated capital 
cost” — 13(21), 248(1); “written” — Interpretation Act 35(1)“writing’; “year” — 
11(2), 13(3)(a), 13(8). 


Regulations [s. 13]: 1105 (prescribed classes of depreciable property). 
1.T. Application Rules [s. 13]: 20(1), (1.1), (3). 


Interpretation Bulletins [s. 13]: IT-151R5: Scientific research and experimental 
development expenditures; IT-297R2: Gifts in kind to charity and others; IT-325R2: 
Property transfers after separation, divorce and annulment. 


Forms [s. 13]: T2 SCH 8: Capital cost allowance. 


S. 14(1) 


14. (1) Eligible capital property —inclusion in income 
from business — Where, at the end of a taxation year, the total 
of all amounts each of which is an amount determined, in respect of 
a business of a taxpayer, for E in the definition “cumulative eligible 
capital” in subsection (5) (in this section referred to as an “eligible 
capital amount”) or for F in that definition exceeds the total of all 
amounts determined for A to D in that definition in respect of the 
business (which excess is in this subsection referred to as “the ex- 
cess’’), there shall be included in computing the taxpayer’s, income 
from the business for the year the total of 


(a) the amount, if any, that is the lesser of 
(i) the excess, and 


(ii) the amount determined for F in the definition “cumula- 
tive eligible capital” in subsection (5) at the end of the year 
in respect of the business, and 


(b) the amount, if any, determined by the formula 


2/3 x (A-B-C-—D) 
where 
A is the excess, 


B is the amount determined for F in the definition “cumulative 
eligible capital” in subsection (5) at the end of the year in 


respect of the business, 


is '/2 of the amount determined for Q in the definition “cumu- 
lative eligible capital” in subsection (5) at the end of the year 
in respect of the business, and 


is the amount claimed by the taxpayer, not exceeding the tax- 
payer’s exempt gains balance for the year in respect of the 
business. 


Related Provisions: 14(1.01) — Election to recognize capital gain in place of reduc- 
ing CEC pool; 14(1.1) — Expenditure relating to qualified farm property; 14(1.2) — 
Expenditure relating to qualified fishing property; 14(3) — Non-arm’s length acquisi- 
tion of ECP; 14(8) — Deemed residence in Canada; 14(9) — Effect of excessive elec- 
tion for capital gains exemption; 20(1)(b) — Cumulative eligible capital amount; 
20(4.2) — Bad debt from disposition of ECP; 24(1) — Ceasing to carry on business; 
24(2)(d) — Business carried on by spouse or controlled corporation; 28(1)(d) — Inclu- 
sion in farming or fishing income when using cash method; 39(9), (10) — Deduction 
from business investment loss; 39.1(5) — Partnership income inclusion — exempt cap- 
ital gains balance; 53(1)(e)(i)(A), (A.2), 53(2)(c)()(A), (A.2) — Adjustments to ACB 
of partnership interest; 70(5.1) — ECP of deceased; 70(9.8) — Farm or fishing pro- 
perty used by corporation or partnership; 73(3.1) — Inter vivos transfer of farm or fish- 
ing property to child; 85(1)(d.1)-(d.12)— Rollover of property to corporation; 
87(2)(f) — Amalgamation — continuing corporation; 88(1)(c.1) — Windup — 
Amount to be included under 14(1)(b); 98(3)(b) — Where partnership ceases to exist; 
98(S)(h) — Where partnership business carried on as sole proprietorship; 107(2)(f) — 
Capital interest distribution by personal or prescribed trust; 107.4(3)(e) — Rollover of 
eligible capital property to trust; 110.6(17) — Capital gains exemption — ordering 
rule; 146(1)earned income’’(h) — Amount under 14(1)(a)(v) excluded from earned in- 
come for RRSP purposes; 248(1)“eligible capital amount” — Definition applies to en- 
tire Act; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 14(1) amended by 2001, c. 17, subsec. 7(1), applicable to taxation 
years that end after February 27, 2000 except that, for taxation years that ended after 
February 27, 2000 and before October 18, 2000, the reference to the fraction “7/3” in the 
formula in para. 14(1)(b) shall be read as a reference to the fraction ‘‘/s”. The. subsec. 
formerly read: 


14. (1) Inclusion in income from business [eligible capital property] — 
Where, at the end of a taxation year, the total of all amounts each of which is an 
amount determined, in respect of a business of a taxpayer, for E in the definition 
“cumulative eligible capital” in subsection (5) (in this section referred to as an 
“eligible capital amount’) or for F in that definition exceeds the total of all 
amounts determined for A to D in that definition in respect of the business 
(which excess is in this subsection referred to as “the excess”), 


(a) in the case of a taxpayer (other than 
(i) a corporation, 
(ii) a partnership all the members of which were 
(A) corporations, 
(B) partnerships all the members of which were corporations, or 
(C) partnerships described in this subparagraph, or 


(iii) a partnership that was not a Canadian partnership throughout the 
year) 
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who was resident in Canada throughout the year, 
(iv) the amount, if any, that is the lesser of 
(A) the excess, and 
(B) the amount determined for F in the definition “cumulative eligi- 
ble capital” in subsection (5) at the end of the year in respect of the 
business 
shall be included in computing the taxpayer’s income from that business 
for the year, and 
(v) there shall be included in computing the taxpayer’s income from the 
business for the year the amount determined by the formula 


A-B-C-D 

where 

A _ is the excess, 

B_ is the amount determined for F in the definition “cumulative eligible 
capital” in subsection (5) at the end of the year in respect of the 
business, 

C_ is '/ of the amount determined for Q in the definition “cumulative 
eligible capital” in subsection (5) at the end of the year in respect of 
the business, and 

D_ is such amount as the taxpayer claims, not exceeding the taxpayer’s 


exempt gains balance in respect of the business for the year 


(b) in any other case, the amount, if any, by which the excess exceeds '/2 of 
the amount determined for Q in the definition “cumulative eligible capital” 
in subsection (5) in respect of the business shall be included in computing 
the taxpayer’s income from that business for that year. 


The closing words of subpara. 14(1)(a)(v) repealed by 1998, c. 19, subsec. 74(1), appli- 
cable to fiscal periods that end after February 22, 1994, otherwise than solely because 
of an election under subsec. 25(1). The closing words formerly read: 


and, for the purposes of section 110.6 and of paragraph 3(b) as it applies for the 

purposes of that section, the total of all amounts each of which is the portion of 
the amount so included that can reasonably be attributed to proceeds of a dispo- 
sition in the year of a qualified farm property (within the meaning assigned by 
subsection 110.6(1)) in excess of the taxpayer’s cost of the property shall be 
deemed to be a taxable capital gain of the taxpayer from the disposition in the 
year of qualified farm property. 


Subpara. 14(1)(a)(v) amended by 1995, c. 3, subsec. 5(1), applicable to fiscal periods 
that end after February 22, 1994 otherwise than because of an election under. subsec. 
25(1). Subpara. (v) formerly read: 


(v) the amount, if any, by which the excess exceeds the total of 
(A) the amount determined under subparagraph (iv), and 


(B) '/2 of the amount determined for Q in the definition “cumulative eligible 
capital” in subsection (5) in respect of the business 


shall be deemed to be a taxable capital gain of the taxpayer from a disposition of 
capital property by the taxpayer in the year and, for the purposes of section 
110.6, that property shall be deemed to have been disposed of by the taxpayer in 
the year; and 


Subpara. 14(1)(a)(v) and para. 14(1)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 10(1), applicable 


(a) in the case of a corporation, to taxation years commencing after June 1988, and 
(b) in any other case, to fiscal periods commencing after 1987. 


That subpara. and para. formerly read: 


(v) the amount, if any, by which the excess exceeds the amount determined 
under subparagraph (iv) shall be deemed to be a taxable capital gain of the 
taxpayer from a disposition of capital property by the taxpayer in the year 
and, for the purposes of section 110.6, that property shall be deemed to have 
been disposed of by the taxpayer in the year; and 


(b) in any other case, the excess shall be included in computing the taxpayer’s 
income from that business for that year. 


Selected Cases [subsec. 14(1)]: Toronto Refiners & Smelters Ltd. v. R:, [2003] 1 
C.T.C. 365 (FCA) (Purpose of payment was civic, not for gaining or producing in- 
come, therefore not ECE); Fortino v. R., [2000] 1 C.T.C. 349 (FCA); aff'g [1997] 2 
C.T.C. 2184 (TCC) (Non-competition agreement proceeds not eligible capital 
amounts); Edmonton Plaza Hotel (1980) Ltd. y. R., [1987] 2 C.T.C. 153 (FCTD) 
(Amount paid to municipality for provision of parking spaces required for expansion 
was capital); R. v. Goodwin Johnson (1960) Ltd., [1986] 1 C.T.C. 448 (FCA) (Amount 
paid to company for surrender of rights under contract not eligible capital amount); 
Tekarra Lodge Ltd. v. R., [1985] 1 C.T.C. 334 (FCTD) (Proceeds of disposition of 
expired government licence were amounts received in respect of government right); 
Brooke Bond Foods Ltd. v. R., [1984] C.T.C. 115 (FCTD) (Cost of plans for construc- 
tion eligible capital expenditure even though building not built); R. y. Timagami 
Financial Services Ltd., [1982] C.T.C. 314 (FCA) (Goodwill portion of proceeds paya- 
ble in subsequent year not included in current year eligible capital amount); R. v. 
Lague, Leopold, Ltd., [1981] C.T.C. 348 (FCTD) (Sale of rights under contract less 


Subdivision b —Income or Loss from:a Business or Property 


than two years after closing was sale of digible capital property, not adventure in na- 
ture of trade). P 


IT. Replication Rules: 21(1). 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-291R3: Trans- 
fer of property to a corporation under subsection 85(1); IT-365R2: Damages, settle- 
ments and similar receipts; IT-386R: Eligible capital amounts. See also at end of s. 14. 


Advance Tax Rulings: ATR-6: Vendor reacquires business assets foewing default 
by purchaser. 


(1.01) Election re capital gain — A taxpayer may, in the tax- 
payer’s return of income for a taxation year, or with an election 
under subsection 83(2) filed on or before the taxpayer’s filing-due 
date for the taxation year, elect that the following rules apply to a 
disposition made at any time in the year of an eligible capital pro- 
perty in respect of a business, if the taxpayer’s actual proceeds of 
the disposition exceed the taxpayer’s eligible capital expenditure in 
respect of the acquisition of the property, that eligible capital ex- 
penditure can be determined and, for taxpayers who are individuals, 
the taxpayer’s exempt gains balance in respect of the business for 
the taxation year is nil: 


(a) for the purpose of dissection: (5) other than the description of 
A in the definition “cumulative eligible capital”, the proceeds of 
disposition of the property are deemed to be equal to the amount 
of that eligible capital expenditure; 


(b) the taxpayer is deemed to have disposed at that time of a 
capital property that had, immediately before that time, an ad- 
justed cost base to the taxpayer equal to the amount of that eligi- 
ble capital expenditure, for proceeds of disposition equal to the 
actual proceeds; and 


(c) if the eligible capital property is 


(i) a qualified farm property (within the meaning assigned by 
subsection 110.6(1)) of the taxpayer at that time, the capital 
property deemed by paragraph (b) to have been disposed of 
by the taxpayer is deemed to be a qualified farm property of 
the taxpayer at that time, and 


‘(ii) a qualified fishing property (within the meaning assigned 
by subsection 110.6(1)) of the taxpayer at that time, the capi- 
tal property deemed by paragraph (b) to have been disposed 
of by the taxpayer is deemed to be a qualified fishing pro- 
perty of the taxpayer at that time. 


Related Provisions: 14(1.02) — Parallel election for property acquired before 1972; 
14(1.03) — Non-application of 14(1.01); 14(3) — Effect of 14(1.01) on non-arm’s 
length acquisition of ECP; 96(3) — Election by members of partnership. 


History: The portion of subsec. 14(1.01) before para. (c) amended by 2007, c. 2, sub- 
sec. 3(1), applicable. to dispositions of. eligible capital property that occur in taxation 
years that end after February.27, 2000, except that, in its application to those disposi- 
tions of eligible capital property that occur before December 21, 2002, the portion is to 
be read as follows: ' 


(1.01) A taxpayer may, in the taxpayer’s return of income for a taxation year, 
elect that the following rules apply to a disposition made at any time in the taxa- 
tion year of an eligible capital property (other than goodwill) in respect of a 
business, if the taxpayer’s actual proceeds of the disposition exceed the tax- 
payer’s cost of the property, that cost can be determined and, for taxpayers who 
are individuals, the taxpayer’s exempt gains balance in respect of the business 
for the taxation year is nil: 


(a) for the purposes of subsection (5), the proceeds of disposition of the pro- 
perty are deemed to be equal to that cost; 


(b) the taxpayer is deemed to have disposed at that time of a capital property 
that had, immediately before that time, an adjusted cost base to the taxpayer 
equal to that cost, for proceeds of disposition equal to the actual proceeds; 
and 


Para. 14(1.01)(c) amended by .the said c. 2, subsec. 3(2), applicable to dispositions of 
property that occur after May 1, 2006. The subsec. formerly read: 


(1.01) Election re capital gain — Where, at any time in a taxation year, a tax- 
payer disposes of an eligible capital property (other than goodwill) in respect of 
a business, the cost of the property to the taxpayer can be determined, the pro- 
ceeds of the disposition (in this subsection referred to as the “actual proceeds”) 
exceed that cost, the taxpayer’s exempt gains balance in respect of the business 
for the year is nil and the taxpayer so elects under this subsection in the tax- 
payer’s return of income for the year, 


(a) for the purposes of subsection (5), the proceeds of disposition of the pro- 
perty are deemed to be equal to that cost; 
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(b) the taxpayer is deemed to have disposed at that time of a capital property 
that had at that time an adjusted cost base to the taxpayer equal to that cost, 
for proceeds of disposition equal to the actual proceeds; and 

(c) where the eligible capital property is at that time a qualified farm pro- 
perty (within the meaning assigned by subsection 110,6(1)) of the taxpayer, 
the capital property deemed by paragraph (b) to have been disposed of by 
the taxpayer is deemed to have been at that time a qualified farm property of 
the taxpayer. 


Subsec. 14(1.01) added by 2001, c. 17, subsec. 7(1), applicable to taxation years that 
end after February 27, 2000. 


(1.02) Election re property acquired with pre-1972 outlays 
or expenditures — If at any time in a taxation year a taxpayer 
has disposed of an eligible capital property in respect of which an 
outlay or expenditure to acquire the property was made before 1972 
(which outlay or expenditure would have been. an eligible capital 
expenditure if it had been made or incurred as a result of a transac- 
tion that occurred after 1971), the taxpayer’s actual proceeds of the 
disposition exceed the total of those outlays or expenditures; that 
total can be determined, subsection 21(1) of the Income Tax Appli- 
cation Rules applies in respect of the disposition and, for taxpayers 
who are individuals, the taxpayer’s exempt gains balance in respect 
of the business for the taxation year is nil, the taxpayer may, in the 
taxpayer’s return of income for the taxation year, or with an elec- 
tion under subsection 83(2) filed on or before the taxpayer’s filing- 
due date for the taxation year, elect that the following rules apply: 


(a) for the purpose of subsection (5) other than the description of 
A in the definition “cumulative eligible capital”, the proceeds of 
disposition of the property are deemed to be nil; 


(b) the taxpayer is deemed to have disposed at that time of a 
capital property that had, immediately before that time, an ad- 
justed cost base to the taxpayer equal to nil, for proceeds of dis- 
position equal to the amount determined, in respect of the dispo- 
sition, under subsection 21(1) of the Income Tax Application 
Rules; and 


(c) if the eligible capital property is 
(i) a qualified farm property (within the meaning assigned by 
subsection 110.6(1)) of the taxpayer at that time, the capital 
property deemed by paragraph (b) to have been disposed of 
by the taxpayer is deemed to be a qualified farm property of 
the taxpayer at that time, and 


(ii) a qualified fishing property (within the meaning assigned 
by subsection 110.6(1)) of the taxpayer at that time, the capi- 
tal property deemed by paragraph (b) to have been disposed 
of by the taxpayer is deemed to be a qualified fishing pro- 
perty of the taxpayer at that time. 
Related Provisions: 14(1.03) —Non-application of 14(1.02); 14(3) — Effect of 
14(1.02) on non-arm’s length acquisition of ECP; 96(3) — Election by members of 
partnership. 
History: Para. 14(1.02)(c) amended by 2007, c. 2, subsec. 3(4), applicable to disposi- 
tions of property that occur after May 1, 2006. It formerly read: 
(c) if the eligible capital property is at that time a qualified farm property (within 
the meaning assigned by subsection 110.6(1)) of the taxpayer, the capital pro- 
perty deemed by paragraph (b) to have been disposed of by the taxpayer is 
deemed to have been at that time a qualified farm property of the taxpayer. 


Subsec. 14(1.02) added, by the said c. 2, subsec. 3(3), applicable to dispositions of eligi- 
ble capital property that occur after December 20, 2002. 


(1.03) Non-application of subsecs. (1.01) and (1.02) — Sub- 
sections (1.01) and, (1.02) do not apply to a disposition by a tax- 
payer of a property 

(a) that is goodwill; or 

(b) that was acquired by the taxpayer 


(i) in circumstances where an election was made under sub- 
section 85(1) or (2) and the amount agreed on in that election 
in respect of the property was less than the fair market value 
of the property at the time it was so acquired, and 


(ii) from a person or partnership with whom the taxpayer did 
not deal at arm’s length and for whom the eligible capital 
expenditure in respect of the acquisition of the property can- 
not be determined, 


S. 14(1.03) 


History: Subsec. 14(1.03) added by 2007, c. 2, subsec. 3(3), applicable to dispositions 
of eligible capital property that occur after December 20, 2002, except that the subsec., 
in its application to dispositions that occur on or before February 27, 2004, is to be read 
without reference to its paragraph (b). 


(1.1) Deemed taxable capital gain [qualified farm pro- 
perty] — For the purposes of section 110.6 and paragraph 3(b) as 
it applies for the purposes of that section, an amount included under 
paragraph (1)(b) in computing a taxpayer’s income for a particular 
taxation year from a business is deemed to be a taxable capital gain 
of the taxpayer for the year from the disposition in the year of quali- 
fied farm property to the extent of the lesser of 


(a) the amount included under paragraph (1)(b) in computing the 
taxpayer’s income for the particular year from the business, and 


(b) the amount determined by the formula 
A-B 
where 


A is the amount by which the total of 


(i) ¥s of the total of all amounts each of which is the tax- 
payer’s proceeds from a disposition in a preceding taxa- 
tion year that began after 1987 and ended before February 
28, 2000 of eligible capital property in respect of the busi- 
ness that, at the time of the disposition, was a qualified 
farm property (within the meaning assigned by subsection 
110.6(1)) of the taxpayer, 


(ii) 7/3 of the total of all amounts each of which is the tax- 
payer’s proceeds from a disposition in the particular year 
or a preceding taxation year that ended after February 27, 
2000 and before October 18, 2000 of eligible capital pro- 
perty in respect of the business that, at the time of the 
disposition, was a qualified farm property (within the 
meaning assigned by subsection 110.6(1)) of the tax- 
payer, and 


(iii) '/2 of the total of all amounts each of which is the 
taxpayer’s proceeds from a disposition in the particular 
year or a preceding taxation year that ended after October 
17, 2000 of eligible capital property in respect of the busi- 
ness that, at the time of the disposition, was a qualified 
farm property (within the meaning assigned by subsection 
110.6(1)) of the taxpayer 


exceeds the total of 
(iv) */s of the total of all amounts each of which is 


(A) an eligible capital expenditure of the taxpayer in 
respect of the business that was made or incurred in 
respect of a qualified farm property disposed of by the 
taxpayer in a preceding taxation year that began after 
1987 and ended before February 28, 2000, or 


(B) an outlay or expense of the taxpayer that was not 
deductible in computing the taxpayer’s income and 
that was made or incurred for the purpose of making a 
disposition referred to in clause (A), 


(v) 7% of the total of all amounts each of which is 


(A) an eligible capital expenditure of the taxpayer in 
respect of the business that was made or incurred in 
respect of a qualified farm property disposed of by the 
taxpayer in the particular year or a preceding taxation 
year that ended after February 27, 2000 and before 
October 18, 2000, or 


(B) an outlay or expense of the taxpayer that was not 
deductible in computing the taxpayer’s income and 
that was made or incurred for the purpose of making a 
disposition referred to in clause (A), and 


(vi) ‘2 of the total of all amounts each of which is 


(A) an eligible capital expenditure of the taxpayer in 
respect of the business that was made or incurred in 
respect of a qualified farm property disposed of by the 
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taxpayer in the particular year or a preceding taxation 
year that ended after October 17, 2000, or 


(B) an outlay or expense of the taxpayer that was not 
deductible in computing the taxpayer’s income and 
that was made or incurred for the purpose of making a 
disposition referred to in clause (A), and 


B is the total of all amounts each of which is 


(i) that portion of an amount deemed by subparagraph 
(1)(a)(v) (as it applied in respect of the business to fiscal 
periods that began after 1987 and ended before February 
23, 1994) to be a taxable capital gain of the taxpayer that 
can reasonably be attributed to a disposition of a qualified 
farm property of the taxpayer, or 


(ii) an amount deemed by this section to be a taxable cap- 
ital gain of the taxpayer for a taxation year preceding the 
particular year from the disposition of qualified farm pro- 
perty of the taxpayer. 
Related Provisions: 14(1.2)— Parallel rule for qualified fishing property; 
110.6(2) — Capital gains exemption for qualified farm property; 257 — Formula can- 
not calculate to less than zero. 
History: The portion of subsec. 14(1.1) before the description of B in para. (b) 
amended by 2001, c. 17, subsec. 7(2), applicable to taxation years that end after Febru- 
ary 27, 2000. That portion formerly read: 
(1.1) For the purposes of section 110.6 and of paragraph 3(b) as it applies for the 
purposes of that section, an amount included under subparagraph (1)(a)(v) in 
computing a taxpayer’s income for a particular taxation year from a business is 


deemed to be a taxable capital gain of the taxpayer for the year from the disposi- 
tion in the year of qualified farm property to the extent of the lesser of 


(a) the amount included under subparagraph (1)(a)(v) in computing the tax- 
payer’s income for the particular year from the business, and 


(b) the amount determined by the formula 


A-B 
where 


A is *¥/s of the amount determined in respect of the taxpayer for the particu- 


lar year equal to the amount, if any, by which 


(i) the total of all amounts each of which is the taxpayer’s proceeds 
from a disposition in the particular year or a preceding taxation year 
that began after 1987 of an eligible capital property in respect of the 
business that, at the time of disposition, was a qualified farm pro- 
perty (as defined in subsection 110.6(1)) of the taxpayer 


exceeds 
(ii) the total of all amounts each of which is 


(A) an eligible capital expenditure of the taxpayer in respect of 
the business that was made or incurred in respect of a qualified 
farm property disposed of by the taxpayer in the particular year 
or a preceding taxation year that began after 1987, or 


(B) an outlay or expense of the taxpayer that was not deductible 
in computing the taxpayer’s income and was made or incurred 
for the purpose of making a disposition referred to in subpara- 
graph (i), and 


Subsec. 14(1.1) added by 1998, c. 19, subsec. 74(2), applicable to fiscal periods that 
end after February 22, 1994, otherwise than solely because of an election under subsec. 
25(1). 


(1.2) Deemed capital gain [qualified fishing property] — 
For the purposes of section 110.6 and paragraph 3(b) as it applies 
for the purposes of that section, an amount included under para- 
graph (1)(b) in computing a taxpayer’s income for a particular taxa- 
tion year from a fishing business is deemed to be a taxable capital 
gain of the taxpayer for the year from the disposition in the year of 
qualified fishing property to the extent of the lesser of 


(a) the amount included under paragraph 1(b) in computing the 
taxpayer’s income for the particular year from the fishing busi- 
ness, and 


(b) the amount determined by the formula 
A-B 
where 


Subdivision b — Income or Loss from a Business or Property 


A is the amount by which 


(1) '2 of the total of all amounts each of which is the tax- 
payer’s proceeds from a disposition on or after May 2, 
2006 and in the particular taxation year or a preceding 
taxation year of eligible capital property (referred to in 
this subsection as a “disposed property”) that was at the 
time of the disposition a qualified fishing property (within 
the meaning assigned by subsection 110.6(1)) of the tax- 
payer exceeds the total of 


(ii) '/ of the total of all amounts each of which is 


(A) an eligible capital expenditure of the taxpayer in 
respect of the fishing business that was made or in- 
curred in respect of a disposed property, or 


(B) an outlay or expense of the taxpayer that was not 
deductible in computing the taxpayer’s income and 
that was made or incurred for the purpose of making a 
disposition of a disposed property, and 


B is the total of all amounts each of which is an amount 
deemed by this section to be a taxable capital gain of the tax- 
payer for a taxation year preceding the particular year from 
the disposition of qualified fishing property of the taxpayer. 

Related Provisions: 14(1.1)—Parallel rule for. qualified farm property; 


110.6(2.2) — Capital gains exemption for qualified fishing property; 257 — Formula 
cannot calculate to less than zero. 


History: Subsec. 14(1.2) added by 2007, c. 2, subsec. 3(5), applicable to dispositions 
of property that occur after May 1, 2006. 


(2) Amount deemed payable — Where any amount is, by any 
provision of this Act, deemed to be a taxpayer’s proceeds of dispo- 
sition of any property disposed of by the taxpayer at any time, for 
the purposes of this section, that amount shall be deemed to have 
become payable to the taxpayer at that time. 


Interpretation Bulletins: See list at end of s. 14. 


(3) Acquisition of eligible capital property [not at arm’s 
length] — Notwithstanding any other provision of this Act, where 
at any particular time a person or partnership (in this subsection re- 
ferred to as the “taxpayer’’) has, directly or indirectly, in any man- 
ner whatever, acquired an eligible capital property in respect of a 
business from a person or partnership with which the taxpayer did 
not deal at arm’s length (in this subsection referred to as the “trans- 
feror’) and the property was an eligible capital property of the 
transferor (other than property acquired by the taxpayer as a conse- 
quence of the death of the transferor), the eligible capital expendi- 
ture of the taxpayer in respect of the business is, in respect of that 
acquisition, deemed to be equal to */ of the amount, if any, by 
which 


(a) the amount determined for E in the definition “cumulative 
eligible capital” in subsection (5) in respect of the disposition of 
the Way by the transferor 


_ Proposed Amendment — 14(3)(a)_ 


‘ai hie amount determined for E in the definition “cumulatin 
eligible capital” in subsection (5) in respect of the dispositi ( 
of the property by the transferor or, if the property is. he sub. 
ject of an election under subsection (1.01) or (1.02) by the 


transferor, %4 of a actual - proceeds cope to in that 


subsection, 


Application: The July 16, 2010 dealt bgelatiow an age: suber. 81), : 


will amend para. 14(3)(a) to read as above, applicable to taxation years that end after _ 


February 27, 2000, except that the reference to he 02)" i is sacle to oa 2 


years that end after December 20, 2002. 


Technical Notes (July 2010): Subsection 14(3) pantie ies ne non- 
arm’s length transfers of eligible capital property. The provision prevents the deduc- 
tion, under paragraph 20(1)(b), of the portion of the purchaser’s cost that is reflected 
in a capital gains exemption claimed by the vendor under section 110.6. Absent any 
claim by the vendor of a capital gains exemption under subsection 110.6, the eligible _ 
capital expenditure to the purchaser generally equals the proceeds of disposition of 
the vendor. That is, the eligible capital expenditure of the purchaser equals 4/3 of the - 
amount determined in respect of the vendor under the description of E in the formula — 
in the definition “cumulative eligible capital” in subsection 14(5). cS : 


BX 


S. 14(3) 


ae te eligible opel property is the subject 0 of an ae by the vendor under 
subsection ‘14d D1), of the Act. a J / 


sect sa ar to clect bi to report a a capital g d 
tion of an eigiole capital property, the cost of which the vendor can identify. Where 
the vendor so elects, the vendor is deemed to have disposed of a capital property with 
an adjusted cost base equal to that cost, for proceeds of disposition equal to the actual 
Proceeds received for the eligible capital property. If the purchaser i is not dealing at” 
arm’s length with the vendor, subsection 143) ‘of the Act provides, i il off z 

purchaser’ s.cost will be equal to the vendor’s original cost rath r than the actual 
proceeds of disposition. This could result i in double taxation if the purchaser v were to 
sell the property for an amount in excess ‘of the purchaser’ s deemed cost. 


We appreciate the nature of the unintended consequences of the interaction. of sub- 
sections 141 .O1) and (3). Consequently, : > are prepared to recommend t 

ister of Finance an amendment to paragraph 143)@) of the Act to ensure that, if an 
eligible capital property is the subject | of an election by ¢ a “vendor under Subsection 
14(1.01) of the Act, the eligible capital expenditure of the non-arm’s length pur- 
chaser will, subject to the existing adjustments in subsection 14(3) for deductions _ 
under section 110.6, be. -equal to the actual proceeds of disposition to the vendor, 
Further, it will be recommended that the amendment be effective for taxation years 
that end after February 27, 2000 which is the = oe - capes ca De 


Thank you for bringing | this 1 ‘matter to my attention, 7 


Yours sincerely, / ) 
‘Brian Ernewein, Director, Tax Legislation Division, 1 Tax Policy fener 


exceeds the total of 


(b) the total of all amounts that can reasonably be considered to 
have been claimed as deductions under section 110.6 for :taxa- 
tion years that ended before February 28, 2000 by any person 
with whom the taxpayer was not dealing at arm’s length in re- 
spect of the disposition of the property by the transferor, or any 
other disposition of the property before the particular time, 


(b.1) 7s of the total of all amounts that can reasonably be consid- 
ered to have been claimed as deductions under section 110.6 for 
taxation years that ended after February 27, 2000 and before Oc- 
tober 18, 2000 by any person with whom the taxpayer was not 
dealing at arm’s length in respect of the disposition of the pro- 
perty by the transferor, or any other disposition of the property 
before the particular time, and 


(b.2) */2 of the total of all amounts that can reasonably be consid- 
ered to have been claimed as deductions under section 110.6 for 
taxation years that end after October 17, 2000 by any person 
with whom the taxpayer was not dealing at arm’s length in re- 
spect of the disposition of the property by the transferor, or any 
other disposition of the property before that particular time, 


except that, where the taxpayer disposes of the property after the 
particular time, the amount of the eligible capital) expenditure 
deemed by this subsection to be made by the taxpayer in respect of 
the property shall be determined at any time after the disposition as 
if the total of the amounts determined under paragraphs (b), (b.1) 
and (b.2) in respect of the disposition were the lesser of 


(c), the amount otherwise so determined, and 
(d) the amount, if any, by which 


(i) the amount determined under paragraph (a) in respect of 
the disposition of the property by the transferor 


exceeds 
(ii) the amount determined for E in the definition “cumula- 


tive eligible capital” in subsection (5) in respect of the dispo- 
sition of the property by the taxpayer. 


Related Provisions: 110.6(19)(b)(ii) — Where election made to trigger capital gains 
exemption; 248(8) — Occurrences as a consequence of death. 


S. 14(3) Income Tax Act, Part I, Division B 


History: The portion of subsec. 14(3) before para. (c) amended by 2001, c. 17, subsec. 
7(3), applicable to taxation years that end after February 27, 2000. That portion for- 
merly read: 


(3) Notwithstanding any other provision of this Act, where at any time a person 
or partnership (in this subsection referred to as the “taxpayer’”) has, directly or 
indirectly, in any manner whatever, acquired an eligible capital property in re- 
spect of a business from a person or partnership with whom the taxpayer did not 
deal at arm’s length (in this subsection referred to as the “transferor”) and the 
property was an eligible capital property of the transferor (other than property 
acquired by the taxpayer as a consequence of the death of the transferor), the 
eligible capital expenditure of the taxpayer in respect of the business shall, in 
respect of that acquisition, be deemed to be equal to “4 of the amount, if any, by 
which 

(a) the amount determined for E in the definition “cumulative eligible capi- 

tal” in subsection (5) in respect of the disposition of the property by the 

transferor 


exceeds 


(b) the total of all amounts that can reasonably be considered to have been 
claimed as deductions under section 110.6 by any person with whom the 
taxpayer was not dealing at arm’s length in respect of the disposition of the 
property by the transferor, or any other disposition of the property before 
that time, 
except that, where the taxpayer disposes of the property after that time, the 
amount of the eligible capital expenditure deemed by this subsection to be made 
by the taxpayer in respect of the property shall be determined at any time after 
the disposition as if the amount determined under paragraph (b) in respect 
thereof were the lesser of 


Subsec. 14(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 10(2), applicable 
with respect to acquisitions of property occurring after 1987, except that, in its applica- 
tion to acquisitions by a taxpayer after 1987 and before the taxpayer’s adjustment time 
in respect of the business in which the property is used, the reference to ““/s of’ shall be 
read as a reference to “2 times”. Subsec. 14(3) formerly read: 
(3) Acquisition of eligible capital property — Notwithstanding any other pro- 
vision of this Act, where at a particular time a person or partnership (in this 
subsection referred to as the “taxpayer’”) has, directly or indirectly, in any man- 
ner whatever, acquired an eligible capital property in respect of a business from a 
person or partnership that disposed of the property to the taxpayer and with 
whom the taxpayer did not deal at arm’s length, and the property that was dis- 
posed of was an eligible capital property of the person or partnership, the eligible 
capital expenditure in respect of the business made by the taxpayer relating to 
the acquisition shall be deemed to be 4/; of the amount, if any, by which 


(a) the amount determined for E in the definition “cumulative eligible capi- 
tal” in subsection (5) by the person or partnership in respect of the 
disposition 

exceeds 
(b) the amount, if any, determined under subparagraph (1)(a)(v) by the per- 
son or partnership in respect of the disposition to the extent that the amount 


may reasonably be considered to have been claimed by any person as a de- 
duction under section 110.6. 


Interpretation Bulletins: See list at end of s. 14. 


(4) References to “taxation year” or “year” — Where a tax- 
payer is an individual and the taxpayer’s income for a taxation year 
includes income from a business the fiscal period of which does not 
coincide with the calendar year, for greater certainty a reference in 
this section to a “taxation year” or “year” shall be read as a refer- 
ence to a “fiscal period” or “period”. 


Related Provisions: 11(2)—References to “taxation year” or “year’ of an 
individual. 


(5) Definitions — In this section, 


“adjustment time” of a taxpayer in respect of a business is 


(a) in the case of a corporation formed as a result of an amalga- 
mation occurring after June 30, 1988, the time immediately 
before the amalgamation, 


(b) in the case of any other corporation, the time immediately 
after the commencement of its first taxation year commencing 
after June 30, 1988, and 


(c) for any other taxpayer, the time immediately after the com- 
mencement of the taxpayer’s first fiscal period commencing af- 
ter 1987 in respect of the business. 


Related Provisions: 248(1)“adjustment time” — Definition applies to entire Act. 
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“cumulative eligible capital” of a taxpayer at any time in respect 
of a business of the taxpayer means the amount determined by the 
formula 


(A+B+C+D+D.1)—-(E+P) 


where 


A is *¥/4 of the total of all eligible capital expenditures in respect of 
the business made or incurred by the taxpayer before that time 
and after the taxpayer’s adjustment time, 


Proposed Amendment — 14(5)“cumulative eligible 
capital”A 


A is the amount, if any, by which °/s of the total of all eligible 
capital expenditures in respect of the business made or in- 
curred by the taxpayer after the taxpayer’s adjustment time and 
before that time exceeds the total of all amounts each of which 
is determined by the formula _ oy 


Ax ie) ees ADA. 3/A.4) . 
where 


A.1 is the amount required, because of paragraph (1)(b) or 
38(a), to be included in the income of a person or partner- 
ship (in this definition referred to as the ‘ ‘transferor’) not. 
dealing at arm’s length with the taxpayer in respect of the 
disposition after December 20, 2002 of a property that was. 

an eligible capital property acquired by the taxpayer di- 
rectly or indirectly, in any manner whatever, from the 
transferor and not disposed of by the ee ekare tat 
times + i 


ve 2 is the total of all amounts that can beASGKAEIY be consid- 
ered to have been claimed as deductions under section 
110.6 by the transferor in respect of that disposition, 


A.3 is the transferor’s proceeds from that disposition, and 


A.4 is the transferor’ s total proceeds of disposition of eligible 
capital property in the taxation year of the transferor in 
which the property described in A.1 was disposed of, 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 8(2), 
will amend the description of A in the definition “cumulative eligible capital” in sub- 


sec. 14(5) to read as above, applicable to taxation years that end after February 27, 


2000, except that “disposition after December 20, 2002 of a property that was an 
eligible capital property” in the description of A.1 is to be read as Ss after 
2003 of a property that was an eligible capital property” if 


(a) the taxpayer referred to in that description of A.1 acquired the property re- 
. ferred to in that description from the transferor referred to in that description; 


(b) the property was so acquired under an agreement in writing made before 
‘December 21, 2002, between the transferor, or a particular person that controlled © 
the transferor, and another person who dealt at an arm’s length with the trans- 
feror and the particular person; and 


(c) no clause in the agreement or any other ins allows an obliaaiion ‘of 
any party to the agreement to be changed, reduced or waived i in the event of a 
change to, or an adverse assessment under, the Act. 


Technical Notes (July 2010): The definition “cumulative eligible capital” in 
subsection ‘14(5) provides for the calculation of a taxpayer's cumulative eligible capi- 
tal property pool for the purpose of determining the taxpayer's allowable deduction 
in respect of eligible capital property (ECP) for the year. 


Variable A in the definition “cumulative eligible capital” represents ¥/ of the eligible 
capital expenditures of a taxpayer as the result of the acquisition of an eligible capital 
property after the taxpayer’s “adjustment time” (generally since 1987). Variable Ais 
amended to ensure that the nee $ pool includes only the taxable portion of the — 
gain realized by the non-arm’s length transferor on the digpesiicn a“ December : 
20, 2002 of eligible capital property. 1K, SS eee 


se 


Variable A is generally reduced by ‘2 of the gain of the transferor in respect of the 
property under paragraph 14(1)(b) or 38(a). (Where the transferor has claimed a capi- 
tal gains exemption in respect of the transfer under subsection 110.6, subsection 
14(3) reduces the taxpayer’s eligible capital expenditure accordingly. The reduction. 
in Variable A will therefore not include 2 of the amount of that claim.) Where the 
transferor has realized such a gain in a taxation year in respect of more than one 
property, the amount of the gain of the transferor for the purposes of this calculation 
is that proportion of the gain that the proceeds of disposition of the eligible capital 
property acquired by the taxpayer is of the total proceeds of sansa of all such 
property disposed of in the transferor’s taxation year. mh 


Subdivision b—Income or Loss from a Business or Property S.14(5) cum 


iauen at the a Hee the y 
sft 700086 sete ve 


Varia 
amounts included i in ‘the i ( 
it applied to taxation years ‘that end 
cluded 3 in the calculation of variable FP. a 


oe Ly ppadiathercd, for the ‘purposes of the ane of the propos 
ive eligi Mls in 7 Js 


on § ts ‘eatin eonminaon Pci ; 
your client (“Vendor”). For administrative al 
could not be sold. In mid-December o that year, Ver 


its assets to ‘the Nano Bice subsidi 
the first portion of shares of Opeo. pe 
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B is the total of 


(a) */ of all amounts included under paragraph (1)(b) in com- 
puting the taxpayer’s income from the business for taxation 
years that ended before that time and after October 17, 2000, 


(b) /s.of all amounts, included under paragraph (1)(b) in com- 
puting the taxpayer’s income from the business.for taxation 
years that ended 


(i) before that time, and 
(ii) after February 27, 2000 and before October 18, 2000, 


(c) all amounts included under paragraph (1)(b) in computing 
the taxpayer’s income from the business for taxation years 
that ended 


(i) before the earlier of that time and February 28, 2000, 
and 


(ii) after the AGRA call adjustment time, 


(d) all amounts each of which is the amount.that would have 
been included under subparagraph (1)(a)(v) (as that subpara- 
graph applied for taxation years that ended before February 
28, 2000) in:computing the taxpayer’s income from the busi- 
ness, if the amount determined for D in that subparagraph for 
the year were nil, for taxation years that ended 


(i) before the earlier of that‘time and Fesnmany 28, 2000, 
and 


(ii) after February 22, 1994, and 


(e) all taxable capital gains included, because. of the applica- 
tion of subparagraph (1)(a)(v) (as. that. subparagraph. applied 
for taxation years that ended before February 28, 2000) to the 
taxpayer in respect of the business, in computing the tax- 
payer’s income for taxation years that began before February 
23, 1994, 


C is */2 of the amount, if any, of the taxpayer’s cumulative eligible 
capital in respect of the business at the taxpayer’s adjustment 
time, 


D is the amount, if any, by. which 


(a) the total of all amounts deducted under paragraph 
20(1)(b) in computing the taxpayer’s income from the busi- 
ness for taxation years ending before the taxpayer’s adjust- 
ment time. ; 


exceeds 


(b) the total of all amounts included under subsection (1) in 
computing the taxpayer’s income from the business for taxa- 
tion years ending before the taxpayer’s adjustment time, 


D.1 is, where the amount determined by B exceeds zero, '/2 of the 
amount determined for Q in respect of the business, 


E is the total.of all amounts each of which is */4 of the amount, if 
any, by which 

(a) an amount that the taxpayer has or may become entitled 

to receive, after the taxpayer’s adjustment time and before 

that time, on account of capital in respect of the business car- 

ried on or formerly carried on by the taxpayer, other than an 
amount that 


(i) is included in computing the taxpayer’s income, or de- 
ducted in computing, for the purposes of this, Act, any 
balance of undeducted outlays, expenses or other amounts 
for the year ora preceding taxation: year, 


S. 14(5) cum 


(ii) reduces the cost or capital cost of a property or the 
amount of an outlay or expense, or 


(iii) is included in computing any gain or loss of the tax- 
payer from a disposition of a capital property 


exceeds 


(b) all outlays and expenses that were not otherwise deducti- 
ble in computing the taxpayer’s income and were made or 
incurred by the taxpayer for the purpose of obtaining the 
amount described by paragraph (a), and 


is the amount determined by the formula 


(P+P.1+Q)-—R 
where 


P is the total of all amounts deducted under paragraph 20(1)(b) 
in computing the taxpayer’s income from the business for 
taxation years ending before that time and after the tax- 
payer’s adjustment time, 


P.1 is the total of all amounts each of which is an amount by 
which the cumulative eligible capital of the taxpayer in re- 
spect of the business is required to be reduced at or before 
that time because of subsection 80(7), 


is the amount, if any, by which 


(a) the total of all amounts deducted under paragraph 
20(1)(b) in computing the taxpayer’s income from the 
business for taxation years ending before the taxpayer’s 
adjustment time 


exceeds 


(b) the total of all amounts included under subsection (1) 
in computing the taxpayer’s income for taxation years 
ending before the taxpayer’s adjustment time, and 


is the total of all amounts included, in computing the tax- 
payer’s income from the business for taxation years that en- 
ded before that time and after the taxpayer’s adjustment time, 
under subparagraph (1)(a)(iv) in respect of taxation years that 
ended before February 28, 2000 and under paragraph (1)(a) 
in respect of taxation years that end after February 27, 2000; 


eRe Amendment — 14(5)“cumulative 
_ eligible capital”R- 


cluded, in computing the taxpayer's. income from the busi- 
ness for a taxation year that ended before that time: ad See 
ter the taxpayer’s adjustment time 


(a) in the case of a taxation year that ends after: peknueiy 
27, 2000, under paragraph (1a), OF 


(b) in the case of a taxation year that ended | before Feb- 
ruary 28, 2000, . 


(i) under ce ae (1)(a)Giv), asthe 
graph applied in respect of that taxation year, or 


(ii) under paragraph (1)(b), as that paragraph applied 
in respect of that taxation year, to the extent that the 
amount so included is in respect of an amount in- 
cluded in the amount determined for P; 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 8), y 
will amend the description of R in the definition “cumulative eligible capital” i in sub- — 


sec. 14(5) to read as above, applicable to taxation years that end after Sasate 27, 
2000. 


Technical Notes (July 2010): See under Ge Ling oe eligible capital" A 
above. 


Related Provisions: 14(1) — Inclusion in income from business; 14(1.01), (1.02) — 
Election to recognize capital gain in place of reducing CEC pool; 14(3) — Non-arm’s 
length acquisition of eligible capital property; 14(5.1), 56.4(7)(d) — Application of 
formula element E to restrictive covenant; 14(12) — Acquisition of eligible capital pro- 
perty by affiliated person on cessation of business; 20(1)(b) — Annual deduction of 7% 
of cumulative eligible capital; 20(4.2) — Bad debts; 20(4.3) — Deemed allowable cap- 
ital loss on bad on disposition of eligible capital property; 24(1) — Ceasing to carry on 
business; 24(2)(d)— Business carried on by spouse or controlled corporation; 


is the total of all. amounts each of which is an amount in- 
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Income Tax Act, Part I, Division B 


70(5.1) — Eligible capital property of deceased; 87(2)(f) — Amalgamations — cumu- 
lative eligible capital; 98(3)(b) — Rules where partnership ceases to exist; 98(5)(h) — 
Where partnership business carried on as sole proprietorship; 248(1)“cumulative eligi- 
ble capital” — Definition applies to entire Act; 248(39)(c) — Anti-avoidance — sell- 
ing property and donating proceeds; 257 — Formula amounts cannot calculate to less 
than zero; 261(7)(d) — Functional currency reporting. 


History: The description of E in the definition “cumulative eligible capital” in subsec. 
14(5) amended by 2007, c. 2, subsec. 3(6), applicable to amounts that become receiva- 
ble after May 1, 2006, except that it does not apply to an amount that became receiva- 
ble by a taxpayer before August 31, 2006 if the taxpayer so elects by filing with the 
Minister of National Revenue an election in writing on or before the taxpayer's filing- 
due date for the taxpayer’s taxation year that includes August 31, 2006. It formerly 
read: 


E is the total of all amounts each of which is */s of the amount, if any, by which 


(a) an amount which, as a result of a disposition occurring after the tax- 
payer’s adjustment time and before that time, the taxpayer has or may 
become entitled to receive, in respect of the business carried on or for- 
merly carried on by the taxpayer where the consideration given by the 
taxpayer therefor was such that, if any payment had been made by the 
taxpayer after 1971 for that consideration, the payment would have been 
an eligible capital expenditure of the taxpayer in respect of the business 


exceeds 


(b) all outlays and expenses to the extent that they were not otherwise 
deductible in computing the taxpayer’s income and were made or in- 
curred by the taxpayer for the purpose of giving that consideration, and 


The descriptions of B and R in the definition “cumulative eligible capital” in subsec. 
14(5) amended by 2001, c. 17, subsecs. 7(4) and (5), applicable to taxation years that 
end after February 27, 2000. Those descriptions formerly read: 


B is the total of 


(a) all amounts each of which is the amount that would have been in- 
cluded under subparagraph (1)(a)(v) in computing the taxpayer’s in- 
come from the business for a taxation year that ended before that time 
and after February 22, 1994 if the amount determined for D in that sub- 
paragraph for the year were nil, 


(b) all amounts included under paragraph (1)(b) in computing the tax- 
payer’s income from the business for taxation years that ended before 
that time and after the taxpayer’s adjustment time, and 


(c) all taxable capital gains included, because of the application of sub- 
paragraph (1)(a)(v) to the taxpayer in respect of the business, in comput- 
ing the taxpayer’s income for taxation years that began before February 
23, 1994. 


R__ is the total of all amounts included under subparagraph (1)(a)(iv) in comput- 
ing the taxpayer’s income from the business for taxation years ending before 


that time and after the taxpayer’s adjustment time; 


P.1 added to the second formula in the definition “cumulative eligible capital” in sub- 
sec. 14(5) and its description added by 1995, c. 21, subsecs. 3(1) and (2), applicable to 
taxation years that end after February 21, 1994. 


The description of B in the definition “cumulative eligible capital” in subsec. 14(5) 
amended by 1995, c. 3, subsec. 5(2), applicable to fiscal periods that end after February 
22, 1994 otherwise than because of an election under subsec. 25(1). The description of 
B formerly read: 


B is the total of all amounts deemed by subparagraph (1)(a)(v) to have been a 
taxable capital gain of the taxpayer from a disposition of capital property 
and all amounts included by reason of paragraph (1)(b) in computing the 
taxpayer’s income from the business for taxation years ending before that 


time and after the taxpayer’s adjustment time, 


The first formula in “cumulative eligible capital” in subsec. 14(5) was amended to in- 
clude D.1, and the description of D.1 was added, by 1994, c. 7, Sch. II (1991, c. 49), 
subsecs. 10(3), (3.1), applicable 


(a) in the case of a corporation, to taxation years commencing after June 1988, and 
(b) in any other case, to fiscal periods commencing after 1987. 


Selected Cases [subsec. 14(5)“cumulative eligible capital”]: Teleglobe 
Canada Inc. v. R., [2003] 1 C.T.C. 255 (FCA) (No outlay for goodwill even though 
value of assets exceeded transaction values). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-143R3: Meaning 
of eligible capital expenditure; IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-365R2: Damages, settlements and similar receipts; IT-386R: Eli- 
gible capital amounts; IT-471R: Merger of partnerships. See also at end of s. 14. 


Forms: T2 SCH 10: Cumulative eligible capital deduction. 
“eligible capital expenditure” of a taxpayer in respect of a busi- 


ness means the portion of any outlay or expense made or incurred 
by the taxpayer, as a result of a transaction occurring after 1971, on 


Subdivision b —Income or Loss from a Business or Property 


account of capital for the purpose of gaining or producing income 
from the business, other than any such outlay or expense 


(a) in respect of which any amount is or would be, but for any 
provision of this Act limiting the quantum of any deduction, de- 
ductible (otherwise than under paragraph 20(1)(b)) in computing 
the taxpayer’s income from the business, or in respect of which 
any amount is, by virtue of any provision of this Act other than 
paragraph 18(1)(b), not deductible in computing that income, 


(b) made or incurred for the purpose of gaining or producing 
income that is exempt income, or 


(c) that is the cost of, or any part of the cost of, 
(i) tangible property of the taxpayer, 
(ii) intangible property that is depreciable property of) the 
taxpayer, 
(iii) property in respect of which any deduction (otherwise 
than under paragraph 20(1)(b)) is permitted in computing the 
taxpayer’s income from the business or would. be so permit- 
ted if the taxpayer’s income from ‘the business were suffi- 
cient for the purpose, or 
(iv) an interest in, or right to acquire, any property described 
in any of subparagraphs (1) to (iii), 


Ys WH: 
Uf Yi 


_ Proposed 2 pga Ei ge wee capital 


a ee eae cost of, or any part of the cost of, 
@ sree: property, r fo 


- : perty, “that i is. sey suas property of the taxpayer, ‘oa 
i ii) property in respect of ere ay Die aos ise 


the taxpayer’s 
permitted if the taxpayer’ s income from the bus ness were 
~~ Sufficient for the purpose, or : 


: (iv) an interest in, or for civil law a right i in, or 
acquire any Property described i in a of sulbparagraphs ® 
ete ain 
Application: The July 16, 2010 draft ibilation (Part 2. bijuralism), Bie 
179(1); will amend para. (c) of the definition “eligible capital ee in acces 
14(5) to read as above, to come into force on oe Assent. Ce 


Technical Notes (July 2010): See under 12(4). 


but, for greater certainty and without restricting the generality of the 
foregoing, does not include any portion of 


(d) any amount paid or payable to any creditor of the taxpayer 
as, on account or in lieu of payment, of any debt, or.as or, on 
account of the redemption, cancellation or purchase of any bond 
or debenture, 


(e) where the taxpayer is a corporation, any amount paid or pay- 
able to a person as a shareholder of the corporation, or 


(f) any amount that is the cost of, or any part of the cost of, 
(i) an interest in a trust, 
(ii) an interest in a partnership, 
(iii) a share, bond, debenture, mortgage, hypothecary claim, 
note, bill or other similar property, or 
(iv) an interest in, or right to acquire, any property described 
in any of subparagraphs (1) to (ii); 
ame Amendment — AG) Sub capital 
-. expenditure” (f)(iv) .. 
Aielications ‘The July 16, 2010 draft legislation (Part 2s hija 


subsec. 


179(2), will amend subpara. (f)(iv) of the definition “eligible capital expenditure”. in 
subsec. 146) by substituting “an interest in, oF for civil law a right in, or a right to 


acquire” for “an interest in, or right to acquire,” , to come into force 0 on n Royal Assent. 
Technical Notes (July 2010): See under 12(4). ig 


Related Provisions: 14(3) —'Non-arm’s length acquisition of eligible capital pro- 
perty; 56.4(4)(b) — Restrictive covenant or non-competition agreement — treatment of 


vil law corporeal property, of : 


S. 14(5) exe 


purchaser; 87(2)(f) — Amalgamations — cumulative eligible capital; 98(3)(b) — 
Rules applicable where partnership ceases to exist; 107(2)(f) — Capital interest distri- 


| bution by personal or prescribed trust; 139.1(4)(b) — Amount payable by insurer on 
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demutualization deemed not to be eligible capital expenditure; 248(1)“eligible capital 
expenditure” — Definition applies to entire Act. 


History: Subpara. (f)(iii) of the definition “eligible capital expenditure” in subsec. 
14(5) amended to add “‘hypothecary claim” by 2001, c. 17, subsec. 197(1), in force 
June 14, 2001. 


Selected Cases [subsec. 14(5)“eligible capital expenditure”: Teleglobe 
Canada Ine. v. R., [2003] 1 C.T.C. 255 (FCA) (No outlay for goodwill even though 
value of assets exceeded transaction values); F.A.S. Seafood Producers Ltd. v. R., 
[1998] 4 C.T.C. 2794 (TCC) (Fishing licences were eligible capital expenditures, not 
deductible expenses); 228262 Alberta Ltd. v. MNR, [1996] 1 C.T.C. 2416 (TCC) (Price 
rectification was eligible capital expenditure, not current expense or cost of 
borrowing); R. v. Royal Trust Corp. of Canada, [1983] C.T.C. 159 (FCA) (Stockbro- 
ker’s commission during public issue eligible capital expenditure). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-104R3: Deduct- 
ibility of fines or penalties; IT-143R3: Meaning of eligible capital expenditure; IT-187: 
Customer lists and ledger accounts; IT-291R3: Transfer of property to a corporation 
under subsection 85(1); IT-341R4: Expenses of issuing shares, units in a trust, interests 
in a partnership or syndicate and expenses of borrowing money; IT-364: Commence- 
ment of business operations; IT-386R: Eligible capital amounts; IT-467R2: Damages, 
settlements and similar payments; IT-482R: Pipelines. See also list at end of s. 14. 


“exempt gains balance” of an individual in respect of a business of 
the individual for a taxation year means the amount determined by 
the formula 


A-B 
where 
A 1s the lesser of 
(a) the amount by which 


(i) the amount that would have been the individual’s taxa- 
ble capital gain determined under paragraph 110.6(19)(b) 
in respect of the business if 


(A).the amount designated in an election. under sub- 
section 110.6(19) in respect of the business were equal 
to the fair market. value at the end of February 22, 
1994 of all the eligible capital property owned by the 
elector at that time in respect of the business, and 


(B) this Act were read without reference to subsection 
110.6(20) 


exceeds 
(11) the amount determined by the formula 


0.75(C — 1.1D) 
where 


C .is the amount designated in the election that was made 
under subsection 110.6(19) in respect of the business, 


and 


D is the fair market value at the end of February 22, 


1994 of the property referred to in clause (1)(A), and 


(b) the individual’s taxable capital gain determined under 
paragraph 110.6(19)(b) in respect of the business, and 


Bis the total of all amounts each of which is the amount deter- 
mined for D in subparagraph (1)(a)(v) in respect of the business 
for a preceding taxation year that ended before February 28; 
2000 or the amount determined for D in paragraph (1)(b) for a 
preceding taxation year that ended after February 27, 2000. 

Related Provisions: 14(9) — Effect of excessive election; 257 — Formulas cannot 

calculate to less than zero. 

History: The description of B in the definition “exempt gains balance” in subsec. 


14(5) amended by 2001, c. 17, subsec. 7(6), applicable to taxation years that end after 
February 27, 2000. The description formerly read: 


B is the total of all amounts each of which is the amount determined for D in 
subparagraph (1)(a)(v) in respect of the business for a preceding taxation 


year. 


The definition “exempt gains balance” added to subsec. 14(5) by 1995, c. 3, subsec. 
5(3), applicable to fiscal periods that end after February 22, 1994 otherwise than be- 
cause of an election under subsec. 25(1). 


S. 14(5.1) Income Tax Act, Part I, Division B 


Proposed Addition — 14(5.1) 


(5.1) Restrictive covenant amount — The description of E in 

the definition “cumulative eligible capital” in subsection (5) does 

not apply to an amount that is received or receivable by a taxpayer 
in a taxation year if that amount is required to be included in the» 
taxpayer’s income because of subsection 56.4(2). 


Application: The July 16, 2010 draft legislation (Part | — technical), abso. 8(4), 
will add subsec. 14(5.1), applicable after October 7, 2003. - 
Technical Notes (July 2010): New subsection 14(5.1) provides that the descrip- 
tion E of the definition “cumulative eligible capital” in subsection 14(5) does not 
apply to an amount if the amount is required to be included in the taxpayer's income 
because of subsection 56.4(2). However, subsection 56.4(2) does not apply to an 
amount if paragraph 56.4(3)(b) applies to the amount, in which case the amount may 
be a cumulative eligible capital receipt for the purposes of applying section 14. As . 
well, if new subparagraph 56.4(7)(d)(i) or (ii) applies, consideration that could rea- _ 
sonably be regarded as being for the restrictive covenant granted by a taxpayer for nil” 
proceeds may be — depending on the circumstances — a goodwill amount (as de- 
fined by new subsection 56.4(1)) that is to be included in computing the cumulative 
eligible capital of the taxpayer, or the taxpayer’s eligible corporation (as defined by — 
new subsection 56.4(1)). New section 56.4 is more fully described ta in the notes 
accompanying that provision. 
New subsection 14(5.1) is Sone uen to the rules for restrictive covenant amounts 
as set out in new section 56.4, and applies after October 7, 2003: ; 
Related Provisions: 56.4(7)(d) — Allocation of goodwill amount in eimoc ts : 
covenant. 


(6) Exchange of property — Where in a taxation year (in this 
subsection referred to as the “initial year”) a taxpayer disposes of an 
eligible capital property (in this section referred to as the taxpayer’s 
“former property”) and the taxpayer so elects under this subsection 
in the taxpayer’s return of income for the year in which the taxpayer 
acquires an eligible capital property that is a replacement property 
for the taxpayer’s former property, such amount, not exceeding the 
amount that would otherwise be included in the amount determined 
for E in the definition “cumulative eligible capital” in subsection (5) 
(if the description of E in that definition were read without refer- 
ence to “3/4 of’) in respect of a business, as has been used by the 
taxpayer before the end of the first taxation year after the initial 
year to acquire the replacement property 


Proposed Amendment — 14(6) opening words 


(6) Exchange of property — If in a taxation year (in this sub- 
section referred to as the “initial year”) a taxpayer disposes of an 
eligible capital property (in this section referred to as the tax- 
payer’s “former property”) and the taxpayer so elects under this 


subsection in the taxpayer’s return of income for the year in which — 


the taxpayer acquires an eligible capital property that is a replace- 
ment property for the taxpayer’s former property, the amount, not 
exceeding the amount that would otherwise be included in the — 
amount determined for E in the definition “cumulative eligible 
capital” in subsection (5) (if the description of E in that definition 
were read without reference to “3/s of”) in respect of a business, 
that has been used by the taxpayer to acquire the replacement pro- 
perty before the later of the end of the first taxation year after the 
initial year and 12 months after the end of the initial year 


Application: The July 16, 2010 draft legislation (Part i technical), subsec. 85), 


will amend the opening words of subsec. 14(6) to read as above, applicable in respect — 


of dispositions that occur in taxation years that end after December 19, 2001. 


Technical Notes (July 2010): Where a taxpayer has’ disposed of an eligible - 
capital property in a taxation year and has acquired a replacement eligible capital 
property before the end of the subsequent taxation year, subsection 14(6) allows the 


taxpayer to elect to defer the inclusion of an amount in income under subsection _ 
14(1) that would normally result from a negative balance in the taxpayer’s cumula- _ 


tive eligible capital account at the end of the year of disposition. 


Subsection 14(6) is amended to accommodate taxation years that are shorter than 2 
months, by providing that the period for acquiring a replacement property ends at the 
later of the end of the subsequent taxation year and the time that is 12 months after 
the end of the taxation year in which the property was disposed of. : : 


(a) shall, subject to paragraph (b), not be included in the amount 
determined for E in that definition for the purpose of determin- 


ing the cumulative eligible capital of the taxpayer in respect of 


the business; and 
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(b) shall, to the extent of */4 thereof, be included in the amount 
determined for E in that definition for the purpose of determin- 
ing the cumulative eligible capital of the taxpayer in respect of 
the business at a time that is the later of 


(i) the time the replacement property was acquired by the 
taxpayer, and 
(ii) the time the former property was disposed of by the 
taxpayer. 

Related Provisions: 13(4.2), (4.3) — Exchange of franchise, concession or licence 


with fixed term; 14(7) — Meaning of a “replacement property”; 96(3) — Election by 
members of partnership; 220(3.2), Reg. 600(b) — Late filing or revocation of election. 
History: The opening words of subsec. 14(6) amended by 1998, c. 19, subsec. 74(3), 
applicable to dispositions of former properties that occur after the 1993 taxation year. 
The opening words formerly read: 
(6) Where in a taxation year (in this subsection referred to as the “initial year’’) a 
taxpayer has disposed of an eligible capital property (in this section referred to as 
the taxpayer’s “former property”), if the taxpayer so elects under this subsection 
in the taxpayer’s return of income under this Part for the year in which the tax- 
payer acquires, as a replacement property for the taxpayer’s former property, an 
eligible capital property (in this section referred to as a “replacement property’), 
such amount not exceeding the amount that would otherwise be included in the 
amount determined for E in the definition “cumulative eligible capital” in sub- 
section (5) (if the description of Ein that definition were read without reference 
to ““/s of’) in respect of a business as has been used by the taxpayer before the 
end of the first taxation year following the initial year to acquire the replacement 


property 
Interpretation Bulletins: IT-259R4: Exchanges of property. See also at end of s. 14. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(7) Replacement property for a former property — For the 
purposes of subsection (6), a particular eligible capital property of a 
taxpayer is a replacement property for a former property of the tax- 
payer if 
(a) it is reasonable to conclude that the property was acquired by 
the taxpayer to replace the former property; 


(a.1) it was acquired by the taxpayer for a use that is the same as 
or similar to the use to which the taxpayer put the former 
property; 

(b) it was acquired for the purpose of gaining or producing in- 
come from the same or a similar business as that in which the 
former property was used; and 


(c) where the former property was used by the taxpayer in a bus- 
iness carried on in Canada, the particular property was acquired 
for use by the taxpayer in a business carried on by the taxpayer 
in Canada. 
History: Para. 14(7)(a) amended and para. (a.1) added by 1998, c. 19, subsec. 74(4), 
applicable to dispositions of former properties that occur after the 1993 taxation year. 
Para. (a) formerly read: 


(a) it was acquired by the taxpayer for the same or a similar use as the use to 
which the taxpayer put the former property; 


Para. 14(7)(c) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 10(4), applicable 
to property acquired as a replacement for a former property disposed of after April 2, 
1990, other than a former property disposed of 


(a) under an agreement in writing entered into before April 3, 1990; or 


(b) pursuant to a written notice of an intention to take the property under statutory 
authority given before April 3, 1990 or for the sale price of the property sold to a 
person by whom such a notice was given before April 3, 1990. 


Para. 14(7)(c) formerly read: 


(c) where the taxpayer was not resident in Canada at the time the taxpayer ac- 
quired the particular property, in addition to the requirements in paragraphs (a) 
and (b), the particular property was acquired for use by the taxpayer in a busi- 
ness carried on by the taxpayer in Canada. 


Interpretation Bulletins: IT-259R4: Exchanges of property. See also at end of s. 14. 


(8) Deemed residence in Canada — Where an individual was 
resident in Canada at any time in a particular taxation year and 
throughout 


(a) the preceding taxation year, or 
(b) the following taxation year, 


for the purpose of paragraph (1)(a), the individual shall be deemed 
to have been resident in Canada throughout the particular year. 


Subdivision b—— Income or Loss’ from a Business or Property 


Related Provisions: 110.6(5) — Parallel rule for capital gains exemption. 
History: Subsec. 14(8) added by 1994, c. 21,'s. 8, applicable to 1988 et seq. 


(9) Effect of election under subsec. 110.6(19) — Where an 
individual elects under subsection 110.6(19) in respect of a busi- 
ness, the individual shall be deemed to. have received. proceeds of a 
disposition on February 23, 1994 of eligible capital property in re- 
spect of the business equal to the amount determined by the formula 


4 
iP dia 


where 


A. is the aniount determined in respect of the business under sub- 
_ paragraph (a)(ii) of the description of A in the definition, “ex- 
empt gains balance” in subsection (5), and 


is the amount determined in respect of the business titider sub- 
paragraph (a)(1) of the description of A in the definition “exempt 
gains balance” in subsection (5). 


Related Provisions: 257 — Formula cannot calculate to less than zero, 


History: Subsec. 14(9) added by 1995,,c. 3, subsec. 5(4), applicable to fiscal periods 
that end after February 22, 1994 otherwise than because of an election. under subsec. 
25(1). 


(10) Deemed eligible capital expenditure — For the purposes 
of this Act, where a taxpayer received or is entitled to receive assis- 
tance from a government, municipality or other public authority in 
respect of, or for the acquisition of, property the cost of which is an 
eligible capital expenditure of the taxpayer in respect of a business, 
whether as a grant, subsidy, forgivable loan, deduction from tax, 
investment allowance or as any other form of assistance, that eligi- 
ble capital expenditure shall at any time be deemed to be the 
amount, if any, by which the total of 


(a) that eligible capital expenditure, determined without refer- 
ence to this subsection, and 


(b) such part, if any, of the assistance as the taxpayer repaid 
before 


(i) the taxpayer ceased to carry on the business, and 
(ii) that time 
under a legal obligation to pay all or any part of the assistance 
exceeds 


(c) the amount of the assistance the taxpayer received or is enti- 
tled to receive before the earlier of that time and the time the 
taxpayer ceases to carry on the business. 

Related Provisions:, 14(5) — Definition of “exempt gains balance”; 14(11) — As- 


sistance deemed received by trust or partnership; 20(1)(hh.1) — Deduction for. repay- 
ment after ceasing to carry on business. 


History: Subsec. 14(10) added by 1995, c. 21, subsec. 3(3), applicable to assistance 
that a taxpayer receives or becomes entitled to receive’ after respi 21; 1994 and 
repayments of such assistance. 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 
See also at end of s. 14. 


(11) Receipt of public assistance — For the purpose of sub+ 
section (10), where at any time a taxpayer who is a beneficiary 
under a trust or a member of a partnership received or is entitled to 
receive assistance from a government, municipality or other public 
authority, whether as a grant, subsidy, forgivable loan, deduction 
from tax, investment allowance or as any other form of assistance, 
the amount of the assistance that can reasonably be considered to be 
in respect of, or for the acquisition of, property the cost of which 
was an eligible capital expenditure of the trust or partnership shall 
be deemed to have been received at that time by the trust or partner- 
ship, as the case may be, as assistance from the government, munic- 
ipality or other public authority for the acquisition of such property. 
History: Subsec. 14(11) added by 1995, c. 21, subsec. 3(3), applicable to assistance 
that a taxpayer receives or becomes entitled to receive after February 21, 1994 and 
repayments of such assistance. 

Interpretation Bulletins: IT-273R2: Government assistance — general comments. 
See also at end of s. 14. 
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S. 14(13) 


(12) Loss on certain transfers [within affiliated group] — 
Where 


(a) a corporation, trust or partnership (in this subsection referred 
“to as the “transferor’”) disposes’at any time in a taxation year of a 
particular eligible capital property in respect of a business of the 
transferor in respect of which it would, but for this subsection, 
be permitted a deduction under paragraph '24(1)(a) as a conse- 
quence of the disposition, and 


(b) during the period that begins 30 days before and ends 30 
_ days after the disposition, the transferor or a person affiliated 
with the transferor acquires a property (in this subsection re- 
ferred to as the “substituted property”’) that is, or is identical to, 
the particular property and, at the end of that period, a person or 
partnership that is either the transferor or a person or partnership 
affiliated with the transferor owns the substituted property, 


the transferor is deemed, for the purposes of this section and sec- 
tions 20 and 24, to continue to own eligible capital property in re- 
spect of the business, and not to have ceased to carry on the busi- 
ness, until the time that is immediately before the first time, after 
the disposition, 


(c) at which a 30-day period begins throughout which neither the 
transferor nor a person affiliated with the transferor owns 


(i) the substituted property, or 


(11) a property, that.is identical to the substituted property and 
that was acquired after the day that is 31 days before the pe- 
riod begins, 


(d) at which the substituted property is not eligible capital pro- 
perty in respect of a business carried on by the transferor or a 
person. affiliated with the transferor, 


(e) at: which the substituted property would, if it were owned by 
the transferor, be deemed by section 128.1 or subsection 149(10) 
to have been disposed of by the transferor, 


(f) that is immediately before control of the transferor is ac- 
quired by a person or group of persons, where the hansireens is a 
corporation, or 


(g) at which the winding-up of the transferor begins (other than 

a winding-up to which subsection 88(1) applies), where the 

transferor is a corporation. 
Related Provisions: 13(21.2) — Parallel rule for depreciable capital property; 
14(13)— Deemed identical property; 18(13)-(16) — Parallel rule for share or debt 
owned by financial institution; 40(3.3), (3.4) — Parallel rule re capital losses; 
69(5)(d) — No application where corporate property appropriated by shareholder on 
windup; 87(2)(g.3) — Amalgamations — continuing corporation; 88(1)(d.1) —‘No ap- 
plication to property acquired on windup of subsidiary; 139.1(18) — Holding corpora- 
tion deemed not to acquire control of insurer on demutualization; 248(12) — Whether 
properties are identical; 251.1 — Affiliated persons; 256(6)—(9) — Whether control 
acquired. 
History: Subsec. 14(12) added by 1998, c. 19, subsec. 74(5), applicable, subject to s. 
247 of 1998, c. 19 (grandfathering rule reproduced atthe end of the Act) to dispositions 
of ‘property that occur after April 26, 1995. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(13) Deemed identical property — For the purpose of subsec- 
tion (12), 


(a) a right to acquire a property (other than a right, as security 
only, derived from a mortgage, hypothec, agreement for sale: or 
similar obligation) is deemed to be a property that is identical to 
the property; and 


(b) where a partnership otherwise ceases to exist at any time af- 
ter the disposition, the partnership is deemed not to have ceased 
to exist and each person who, immediately before the partner- 
ship would, but for this paragraph, have ceased to exist, was a 
member of the partnership is deemed to remain a member of the 
partnership, until the time that is immediately after the first time 
described in paragraphs (12)(c) to (g). 

History: Para. 14(13)(a) amended to add “hypothec” by 2001, c. 17, subsec. 197(2), in 

force June 14, 2001. 


S. 14(13) 


Subsec. 14(13) added by 1998, c. 19, subsec. 74(5), subject to s. 247 of 1998, c. 19 
(grandfathering rule reproduced at the end of the Act), applicable to dispositions of 
property that occur after April 26, 1995. 


(14) [Non-resident] Ceasing to use [eligible capital] 
property in Canadian business — If at a particular time a non- 
resident taxpayer ceases to use, in connection with a business or 
part of a business carried on by the taxpayer in Canada immediately 
before the particular time, a property that was immediately before 
the particular time eligible capital property of the taxpayer (other 
than a property that was disposed of by the taxpayer at the particu- 
lar time), the taxpayer is deemed to have disposed of the property 
immediately before the particular time for proceeds of disposition 
equal to the amount determined by the formula 


A-B 
where 


A is the fair market value of the property immediately before the 
particular time, and 


B is 


(a) where at a previous time before the particular time the 
taxpayer ceased to use the property in connection with a bus- 
iness or part of a business carried on by the taxpayer outside 
Canada and began to use it in connection with a business or 
part of a business carried on by the taxpayer in Canada, the 
amount, if any, by which the fair market value of the pro- 
perty at the previous time exceeded its cost to the taxpayer at 
the previous time, and 


(b) in any other case, nil. 


Related Provisions: 10(12) — Parallel rule for inventory; 142.6(1.1) — Parallel rule 
for non-resident financial institution; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 14(14). added by 2001, c. 17, subsec. 7(7), applicable after June 27, 
1999 in respect of an authorized foreign bank, and after August 8, 2000 in any other 
case. 


(15) [Non-resident] Beginning to use [eligible capital] 
property in Canadian business — If at a particular time a non- 
resident taxpayer ceases to use, in connection with a business or 
part of a business carried on by the taxpayer outside Canada imme- 
diately before the particular time, and begins to use, in connection 
with a business or part of a business carried on by the taxpayer in 
Canada, a property that is an eligible capital property of the tax- 
payer, the taxpayer is deemed to have disposed of the property im- 
mediately before the particular time and to have reacquired the pro- 
perty at the particular time for consideration equal to the lesser of 
the cost to the taxpayer of the property immediately before the par- 
ticular time and its fair market value immediately before the partic- 
ular time. 


Related Provisions: 10(14) — Parallel rule for inventory; 142.6(1.2) — Parallel rule 
for non-resident financial institution. 


History: Subsec. 14(15) added by 2001, c. 17, subsec. 7(7), applicable after June 27, 
1999 in respect of an authorized foreign bank, and after August 8, 2000 in any other 
case. 


Definitions [s. 14]: “acquired” — 256(7)-(9); “adjusted cost base’ — 54, 248(1); 
“adjustment time” — 14(5), 248(1); “affiliated” — 251.1; “amount” — 248(1); ‘“‘arm’s 
length” — 251(1); “assistance” — 79(4), 125.4(5), 248(16), (16.1), (18), (18.1); “busi- 
ness” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255; 
“Canadian partnership” — 102, 248(1); “capital gain” — 39(1)(a), 248(1); “capital pro- 
perty” — 54, 248(1); “consequence of the death” — 248(8); “control” — 256(7)-(9); 
“corporation” — 248(1), Interpretation Act 35(1); “corporeal property” — Quebec 
Civil Code art. 899, 906; “cumulative eligible capital” — 14(5), 248(1); “depreciable 
property” — 13(21), 248(1); “disposition” — 248(1); “eligible capital amount’ — 
14(1), 248(1); “eligible capital expenditure” — 14(5), 248(1); “eligible capital pro- 
perty” — 54, 248(1); “exempt gains balance” — 14(5); “exempt income” — 248(1); 
“filing-due date” — 248(1); “fiscal period” — 249.1; “fishing” —248(1); “identi- 
cal” — 14(13), 248(12); “incorporeal property” — Quebec Civil Code art. 899, 906; 
“individual” — 248(1); “month” — Interpretation Act 35(1); “non-resident” — 248(1); 
“person”, “property” — 248(1); “qualified farm property” — 110.6(1); “replacement 
property” — 14(6), (7); “resident in Canada” — 14(8), 94(3)(a)(viii), 250; “share- 
holder” — 248(1); “substituted property” — 14(12)(b); “taxable capital gain” — 38(a), 
248(1); “taxation year” — 11(2), 14(4), 249; “taxpayer” — 248(1); “transferor” — 
14(3), 14(12)(a); “trust” — 104(1), 248(1), (3); “year” — 11(2), 14(4). 


1.T. Application Rules [s. 14]: 21(1) (business carried on since before 1972). 
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Interpretation Bulletins [s. 14]: IT-66R6: Capital dividends; IT-123R4: Disposi- 
tion of eligible capital property; IT-123R6: Transactions involving eligible capital pro- 
perty; IT-187: Customer lists and ledger accounts; IT-206R: Separate businesses; IT- 
313R2: Eligible capital property —rules where a taxpayer has ceased carrying on a 
business or has died; IT-330R: Dispositions of capital property subject to warranty, 
covenant, etc. (archived); IT-364: Commencement of business operations; IT-488R2: 
Winding-up of 90%-owned taxable Canadian corporations (archived). 


15. (1) Benefit conferred on shareholder — Where at any 
time in a taxation year a benefit is conferred on a shareholder, or on 
a person in contemplation of the person becoming a shareholder, by 
a corporation otherwise than by 


(a) the reduction of the paid-up capital, the redemption, cancel- 
lation or acquisition by the corporation of shares of its capital 
stock or on the winding-up, discontinuance or reorganization of 
its business, or otherwise by way of a transaction to which sec- 
tion 88 applies, 


(b) the payment of a dividend or a stock dividend, 


(c) conferring, on all owners of common shares of the capital 
stock of the corporation at that time, a right in respect of each 
common share, that is identical to every other right conferred at 
that time in respect of each other such share, to acquire addi- 
tional shares of the capital stock of the corporation, and, for the 
purpose of this paragraph, 


(i) where 


(A) the voting rights attached to a particular class of com- 
mon shares of the capital stock of a corporation differ 
from the voting rights attached to another class of com- 
mon shares of the capital stock of the corporation, and 


(B) there are no other differences between the terms and 
conditions of the classes of shares that could cause. the 
fair market value of a share of the particular class to differ 
materially from the fair market value of a share of the 
other class, 


the shares of the particular class shall be deemed to be pro- 
perty that is identical to the shares of the other class, and 


(ii) rights are not considered identical if the cost of acquiring 
the rights differs, or 


(d) an action described in paragraph 84(1)(c.1), (c.2) or (c.3), 


the amount or value thereof shall, except to the extent that it is 
deemed by section 84 to be a dividend, be included in computing 
the income of the shareholder for the year. 


Related Provisions: 15(1.1) — Where stock dividend paid; 15(1.2), (1.21) — For- 
giveness of shareholder debt; 15(1.3), (1.4) — GST on shareholder benefit; 15(5) — 
Calculation of benefit where automobile available to shareholder; 15(7) — Applica- 
tion; 15(9) — Deemed benefit; 69(4), (5) — Property deemed disposed of by corpora- 
tion at fair market value; 80.04(5.1) — No benefit conferred where debtor transfers 
property to eligible transferee under 80.04; 80.1(4) — Assets acquired from foreign af- 
filiate of taxpayer as dividend in kind or as benefit to shareholder; 80.4(2) — Loans; 
84(2) — Distribution on winding-up, etc.; 120.4(1)‘‘split income’’(a)(i) — Shareholder 
benefits received by children subject to income splitting tax; 139(a) — Life insurance 
corporations; 139.1(11) — No application to conversion benefit on demutualization of 
insurance corporation; 142.7(4) — Deemed value of property on rollover from foreign 
bank subsidiary to branch; 214(3)(a) — Deemed dividend for purposes of non-resident 
withholding tax. 


History: Para. 15(1)(c) substituted by 1994, c. 21, subsec. 9(1), applicable to benefits 
conferred after December 19, 1991. That para. formerly read: 


(c) conferring, on all owners of common shares of the capital stock of the corpo- 
ration at that time, a right in respect of each common share, that is identical to 
every other right conferred at that time in respect of each other such share, to 
acquire additional shares of the capital stock of the corporation, and for the pur- 
pose of this paragraph, rights shall not be considered identical if the cost of ac- 
quiring the rights differs, or 


That portion of subsec. 15(1) preceding para. (a) amended to substitute “at any time in 
a taxation year” for “in a taxation year’, and para. (c) substituted, by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsecs. 5(1), (2), applicable to benefits conferred after December 
19, 1991. Para. (c) formerly read: 


(c) conferring on all owners of common shares of the capital stock of the corpo- 
ration a right to buy additional shares thereof, or 


Para. 15(1)(b) amended by 1994, c.:7, Sch. II (1991, c. 49), subsec. 11(1), to add “or a 
stock dividend”, applicable to benefits conferred after June 1988. 


Subdivision b — Income or Loss froma Business or Property 


Selected Cases [subsec. 15(1)]: Bibby v. R., [2010] 2 C.T.C. 2001 (TCC) (Ser- 
vices performed for remuneration not taxable as shareholder benefits); Axa Canada 
Inc. v. R., [2008] 1 C.T.C. 2155 (TCC) (No taxable advantage flowing from subscrip- 
tion agreement); Truckbase Corp. v. R., [2006] 3 C.T.C. 2409 (TCC) (Legal and ac- 
counting fees to reorganize and protect existing business not shareholder benefits); 
Varcoe v. R., [2005] 5 C.T.C. 2220 (TCC) (Car racing expenses were personal, creating 
shareholder benefit); James v. R., [1999] 4 C.T.C. 2036 (TCC) (Benefit appropriated 
over series of years as materials used); Felray Inc. v. R., [1998] 2 C:T.C. 4 (FCTD) 
(Discontinuance of business implies element of: finality or complete cessation, not 
merely diminution); Fingold v. R., [1997] 3 C.T.C. 441 (FCA) (Shareholder benefit to 
be measured by equity rate of return on capital devoted); Hrga v. R., [1997] 2 C.T.C. 
172 (FCTD) (No possible benefit from providing guarantee); Doyle vy. Canada, [1997] 
1 C.T.C. 2659 (TCC) (Payment of shareholder’s legal fees by company was taxable 
benefit); De Giorgio v. Canada, [1996] 2 C.T.C. 2038 (TCC) (Reported income was 
not a shareholder benefit); Donovan v. Canada, [1996] 1 C.T.C..264 (FCA) (Value of 
benefit is interest on value of property); Chopp v. Canada, [1995] 2 C.T.C. 2946 (TCC) 
(Provision not applicable where taxpayer unaware of accounting error which led to 
benefit); Riddell et al. v. Canada, [1995] 2 C.T.C. 434 (FCTD) (Provision applied 
where taxpayer unable to establish existence of loan); Vieira v. Canada, [1995] 2 
C.T.C. 2218 (TCC) (Appropriate time to determine if appropriation occurred was at 
end of taxation year); King v. Canada, [1995] 1 C.T.C. 2353 (TCC) (Conduct of tax- 
payers may consitute estoppel with respect to attribution and timing); Penny v. Canada, 
[1995] 1.C.T.C. 114 (FCTD) (Double taxation clearly contemplated by language of's. 
15); Cartwright v. Canada, [1995]. 1 C.T.C. 15 (FCTD) (Valuation of shareholder’s 
benefit of cottage was rental value for summer); Simpson (H.H.) v. MNR, [1992] 2 
C.T.C. 2387 (TCC) (Payment to shareholder by company’s bank to settle action by 
company and shareholders for failure to give reasonable notice before seizure and sale 
of assets not shareholder appropriation or benefit); Outerbridge Estate v. Canada, 
{1991} 1 C.T.C. 113 (FCA) (Benefit acquired as son-in-law, not-as shareholder); 
Youngman y. R., [1990] 2 C.T.C. 10 (FCA) (Shareholder occupying house owned by 
company received benefit to the extent that shortfall in fair market value rent paid ex- 
ceeded benefit conferred upon company through interest free loan from shareholder); 
Vine Estate v. Canada, [1990] 1 C.T.C. 18 (FCTD) (Amount applied by 50% share- 
holder from one company to cover losses of another company he owned was, taxable 
benefit); Outerbridge Estate v. Canada, [1989] 2 C.T.C..55.(FCTD); aff'd [1991] 1 
C.T.C. 113 (FCA) (Benefit received where shares acquired below fair market value); 
Grohne y. Canada, [1989] 1 C.T.C. 434 (FCTD) (Shares acquired by direc- 
tor/shareholder pursuant to rights offering were not benefit received by virtue of 
office); Westcoast Petroleum Ltd. v. Canada, [1989] 1 C.T.C..363 (FCTD) (Amounts 
received due to pipeline service rate increase pending public hearing not liability since 
no obligation to repay; reserve under para. 20(1)(m) denied, since no subsequent ser- 
vices to be rendered); Cooper v. MNR, [1989] 1 C.T.C. 66 (FCTD) (Interest-free loan 
by estate to executor was not taxable benefit); Smith v. R., [1986] 1 C.T.C. 418 (FCTD) 
(Amounts paid by company to extinguish debts of another shareholder benefits to ma- 
jority shareholder of both companies); Hail et al. v. R., [1986] 1 C.T.C. 399 (FCTD) 
(Company debt purchased at discount by shareholder a shareholder benefit); Mele v. R., 
[1985] 1 C.T.C. 257 (FCTD); aff'd (Sept. 12, 1990), File A-356-85 (FCA) [unreported] 
(Loans by corporation to third parties were personal advances by, and benefit to, con- 
trolling shareholder where not repaid); Hart v. R., [1982] C.T.C. 275 (FCA) (Trip prin- 
cipally in relation to business, paid for by company, was benefit to shareholder to the 
extent that it was of personal value apart from business value); Berbynuk v. R., [1978] 
C.T.C. 448 (FCTD) (income suppressed by company was not income of shareholder); 
Perrault v. R.; [1978] C.T.C. 395 (FCA) (Dividend paid to shareholder selling shares to 
controlling shareholder, in satisfaction of purchase price obligation, taxable benefit to 
controlling shareholder); R.. v. Neudorf, [1975] C.T.C. 192 (FETD) (Where a corpora- 
tion leasing shareholder’s building made an addition to it and lease amendment attrib- 
uting ownership of addition to company executed only subsequent to assessment, con- 
tract insufficient to dislodge presumption that addition was shareholder benefit); Angle 
v. MNR, [1975] 2 S.C.R. 248 (Despite earlier case between same parties finding no 
debt to company for income tax purposes, debt found to exist in present case); Kennedy 
v. MNR, [1973] C.T.C. 437 (FCA) (Sale of, building to shareholder below fair market 
value was shareholder benefit; improvements by company on shareholder’s property 
leased to company were shareholder benefits to extent that value of property increased 
more than amount below fair market value paid as rent); Guilder News Co. (1963) v. 
MNR, [1973] C.T.C. 1 (FCA) (Shares sold to shareholder below F.M.V. resulted in 
shareholder benefit despite price adjustment clause in contract); St-Germain v. MNR, 
[1969] C.T.C. 194 (SCC) (Improvements made by company to shareholder’s building 
leased to company were shareholder benefits). 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992; IT-96R6: Options to acquire shares, bonds or debentures and by trusts to acquire 
trust units; IT-116R3: Rights to buy additional shares; IT-119R4: Debts of shareholders 
and certain persons connected with shareholders; IT-160R3: Personal use of aircraft 
(archived); IT-169: Price adjustment clauses; IT-256R: Gains from theft, defalcation or 
embezzlement; IT-291R3:. Transfer. of property to a corporation under subsection 
85(1); IT-335R2: Indirect payments; IT-357R2: Expenses of training; IT-421R2: Bene- 
fits to individuals, corporations and shareholders from loans or debt; IT-432R2: Bene- 
fits conferred on shareholders; IT-498: The deductibility of interest on money bor- 
rowed to reloan to employees or shareholders (archived); IT-529: Flexible employee 
benefit programs. 


Information Circulars: 76-19R3: Transfer of property to a corporation under section 
85; 87-2R: International transfer pricing. 
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1.T. Technical News: 25 (dividend reinvestment plans); 31R2 (single-purpose corpo- 
rations); 32 (new administrative policy on single-purpose corporations). 


Transfer Pricing. Memoranda: TPM-03: Downward transfer pricing adjustments 
under. subsec. 247(2). 


CRA Audit Manual: 24.11.0: Indirect payments and benefits; 27.10.0: Employee and 
shareholder. benefits. 


Advance Tax Rulings: ATR-9: Transfer of personal residence from corporation to 
its controlling shareholder; ATR-14: Non-arm’s length interest charges; ATR-15: Em- 
ployee stock option plan; ATR-22R: Estate freeze using share exchange; ATR-27: Ex- 
change and acquisition of interests in capital; ATR-29: Amalgamation of social clubs; 
ATR-35: Partitioning of assets to get specific ownership — “butterfly”; ATR-36: Es- 
tate. freeze. 


Forms: T2 SCH 11: Transactions with shareholders, officers, or employees. 


(1.1) Conferring of benefit — Notwithstanding subsection (1), if 
in a taxation year a corporation has paid a stock dividend to a per- 
son and it may reasonably. be considered that one of the purposes of 
that payment was.to significantly alter the value of the interest of 
any specified shareholder of the corporation, the fair market value 
of the stock dividend shall, except to the extent that it is otherwise 
included in computing that person’s income under any of 
paragraphs 82(1)(a), (a.1) and (c) to (e), be included in computing 
the income of that person for the year. 

Related Provisions: 52(3)— Cost of stock dividend. 


History: Subsec. 15(1.1) amended by 2007, c. 2, s. 43, applicable to dividends paid 

after 2005. It formerly read: 
(1.1) Notwithstanding subsection (1), where in a taxation year a corporation has 
paid a stock dividend to a person and it may reasonably be considered that one of 
the purposes of that payment was to significantly alter the value of the interest of 
any specified shareholder of the corporation, the fair market value of the stock 
dividend shall, except to the extent that it is otherwise included in computing that 
person’s income under paragraph 82(1)(a), be included in computing the income 
of that person for the year. 

Selected Cases [subsec. 15(1.1)]: Wong v. R., [1999] 2 C.T.C. 2173 (TCC) 

(Provision not applicable where purpose of dividends not to alter value of interest). 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-432R2: Benefits conferred 
on shareholders. 


(1.2) Forgiveness of shareholder debt — For the purpose of 
subsection (1), the value of the benefit where an obligation issued 
by a debtor is settled or extinguished at any time shall be deemed to 
be the forgiven amount at that time in respect of the obligation. 
Related Provisions: 6(15) — Forgiveness of employee loans; 15(1.21) — Meaning 
of “forgiven amount’; 79(3)F(b)(i) — Where property surrendered’ to creditor; 
80(1)“forgiven amount’B(b) — Debt forgiveness rules do not apply to amount of bene- 
fit; 80.01 — Deemed settlement of debts. 


History: Subsec. 15(1.2) amended by 1995, c. 21, s. 4, applicable to taxation years that 
end after February 21, 1994. Subsec. 15(1.2) formerly read: 


(1.2) Forgiveness of shareholder loans — For the purposes of subsection (1), 
the value of the benefit or advantage ‘conferred: on. a\ shareholder, in circum- 
stances where a loan or other obligation to pay an amount is settled or extin- 
guished at any time without any payment by that shareholder or by payment by 
the shareholder of an amount that is less than the amount of the obligation out- 
standing at that time, shall be deemed to be the amount, if any, by which the 
obligation outstanding at that time exceeds the total of the amount, if any, of the 
benefit in respect of the obligation that was included in the shareholder’s income 
at the time the obligation arose and the amount, if any. 


Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders; IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt; IT-432R2: Benefits conferred on shareholders. 


(1.21) Forgiven amount — For the purpose of subsection (1.2), 
the “forgiven amount” at any time in respect of an obligation issued 
by a debtor has the meaning that would be assigned by subsection 
80(1) if 


(a) the obligation were a commercial obligation (within the 
meaning assigned by subsection 80(1)) issued by the: debtor; 


(b) no amount included in computing income (otherwise. than 
because of paragraph 6(1)(a)) because. of the obligation being 
settled or extinguished were taken into account; 


(c) the definition “forgiven amount” in subsection 80(1) were 
read without reference to paragraphs (f) and (h) of the descrip- 
tion B in that definition; and 


S. 15(1.21)(d) 


(d) section 80 were read without reference to paragraphs (2)(b) 
and (q) of that section. 


Related Provisions: 80.01(1)“forgiven amount” — Application of definition for 
purposes of s. 80.01; 248(26) — Liability deemed to be obligation issued by debtor; 
248(27) — Partial settlement of debt obligation. 


History: Subsec. 15(1.21) added by 1995, c. 21, s. 4, applicable to taxation years that 
end after February 21, 1994. 


Forms: T2 SCH 11: Transactions with shareholders, officers, or employees. 


(1.3) Cost of property or service — To the extent that the cost 
to a person of purchasing a property or service or an amount paya- 
ble by a person for the purpose of leasing property is taken into 
account in determining an amount required under this section to be 
included in computing a taxpayer’s income for a taxation year, that 
cost or amount payable, as the case may be, shall include any tax 
that was payable by the person in respect of the property or service 
or that would have been so payable if the person were not exempt 
from the payment of that tax because of the nature of the person or 
the use to which the property or service is to be put. 


History: Subsec. 15(1.3) amended by 1997, c. 10, subsec. 269(1), applicable to 1996 
et seq. Subsec. (1.3) formerly read: 


(1.3) Goods and services tax — To the extent that an amount or value of a 
benefit required under subsection (1) to be included in computing the income of 
a taxpayer for a taxation year is determined by reference to the cost to a corpora- 
tion of any property or service, that cost shall, for the purposes of that subsec- 
tion, be determined without reference to any goods and services tax payable by 
that corporation in respect of the property or service. 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992; IT-432R2: Benefits conferred on shareholders. 


Forms: T2 SCH 11: Transactions with shareholders, officers, or employees. 


(1.4) [Repealed] 


History: Subsec. 15(1.4) repealed by 1997, c. 10, subsec. 269(1), applicable to 1996 et 
seq. Subsec. (1.4) formerly read: 


(1.4) Idem — Where the amount or value of a benefit (in this subsection referred 
to as the “benefit amount”) (other than a benefit referred to in subsection (5)) 
would be required under subsection (1) to be included in computing a taxpayer’s 
income for a taxation year in respect of a-supply, other than a zero-rated supply 
or an exempt supply (within the meanings assigned by Part IX of the Excise Tax 
Act), of property or a service if no amount were paid to the corporation or to a 
person related to the corporation in respect of the amount that would be so re- 
quired to be included, there shall be included in computing the taxpayer’s in- 
come for the year the total of all amounts each of which is an amount determined 
by the formula 


0.07 (A—B) 
where 


A is the amount that would be so required under subsection (1) to be included 


in computing the taxpayer’s income for the year; and 


B is the amount, if any, included in the benefit amount that can reasonably be 
attributed to tax imposed under an Act of the legislature of a province that is 


a prescribed tax for the purposes of section 154 of the Excise Tax Act. 


The portion of subsec. 15(1.4) before the formula substituted by 1994, c. 21, subsec. 
9(2), applicable to 1993 et seg. That portion formerly read: 


(1.4) Idem — Where the amount or value (in this subsection referred to as the 
“benefit amount”) of a benefit would be required under subsection (1) to be in- 
cluded in computing a taxpayer’s income for a taxation year in respect of a sup- 
ply, other than a zero-rated supply or an exempt supply, (within the meanings 
assigned by Part IX of the Excise Tax Act) of property or a service, if no amount 
were paid to the corporation or to a person related to the corporation in respect of 
the amount that would be so required to be included, there shall be included in 
computing the taxpayer’s income for the year the total of all amounts each of 
which is an amount determined by the formula 


Subsec. 15(1.4) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 5(3), applica- 
ble to 1991 et seq., except that in its application to the 1991 taxation year the subsec. 
shall be read as follows: 


(1.4) Where the amount or value (in this subsection referred to as the “benefit 
amount’) of a benefit is required under subsection (1) to be included in comput- 
ing a taxpayer’s income for a taxation year in respect of a supply, other than a 
zero-rated supply or an exempt supply, (within the meanings assigned by Part IX 
of the Excise Tax Act) of property or a service, there shall be included in comput- 
ing the taxpayer’s income for the year the total of all amounts each of which is 
an amount determined by the formula 


0.07(A — B) 
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where 


A is an amount required under subsection (1) to be included in computing the 
taxpayer’s income for the year in respect of a supply (other than a zero-rated 
supply or an exempt supply, within the meanings assigned by Part IX of the 
Excise Tax Act) of property or a service; and 


is an amount, if any, included in the benefit amount that can reasonably be 
attributed to tax imposed under an Act of the legislature of a province that is 
a prescribed tax for the purposes of section 154 of the Excise Tax Act. 


Subsec. 15(1.4) formerly read: 


(1.4) ldem — Where the amount or value of a benefit is required under subsec- 
tion (1) to be included in computing the income of a taxpayer for a taxation year 
(in this subsection referred to as the “benefit amount”) in respect of a supply, 
other than a zero-rated supply or an exempt supply (within the meanings as- 
signed by Part IX of the Excise Tax Act), of property or a service in respect of 
which section 173 of that Act applies, an additional amount, equal to 7% of the 
amount by which the benefit amount exceeds the amount, if any, included in the 
benefit amount that may reasonably be attributed to tax imposed under an Act of 
the legislature of a province that is a prescribed tax for the purposes of section 
154 of the Excise Tax Act, shall be included in computing the income of the 
taxpayer for the year. 


(2) Shareholder debt — Where a person (other than a corpora- 
tion resident in Canada) or a partnership (other than a partnership 
each member of which is a corporation resident in Canada) is 


(a) a shareholder of a particular corporation, 
(b) connected with a shareholder of a particular corporation, or 


(c) a member of a partnership, or a beneficiary of a trust, that is 
a shareholder of a particular corporation 


and the person or partnership has in a taxation year received a loan 
from or has become indebted to the particular corporation, any 
other corporation related to the particular corporation or a partner- 
ship of which the particular corporation or a corporation related to 
the particular corporation is a member, the amount of the loan or 
indebtedness is included in computing the income for the year of 
the person or partnership. 


Related Provisions:  15(2.1)— Persons connected with shareholder; 
15(2.2)-(2.6) — Exceptions to 15(2); 15(7)— Application of subsec. 15(2); 
20(1)G) — Repayment of loan by shareholder; 80(1)“excluded obligation’’(a)(i) — 
Debt forgiveness rules do not apply where amount included in debtor’s income; 
80.4(2), (3) — Deemed interest; 120.4(1)“split income’(a)(i) — Shareholder benefits 
received by children subject to income splitting tax; 139(a) — Life insurance corpora- 
tions; 214(3)(a) — Deemed dividend for withholding tax where shareholder is non-res- 
ident; 227(6.1) — Repayment of non-resident shareholder loan. 


History: Subsec. 15(2) amended by 1998, c. 19, subsec. 75(1), applicable to loans 
made and indebtedness arising in 1990 et seq. The subsec. formerly read: 


(2) Where a person (other than a corporation resident in Canada) or a partnership 
(other than a partnership each member of which is a corporation resident in Can- 
ada) is a shareholder of a particular corporation, is connected with a shareholder 
of a particular corporation or is a member of a partnership, or a beneficiary of a 
trust, that is a shareholder of a particular corporation and the person or partner- 
ship has in a taxation year received a loan from or has become indebted to the 
particular corporation, to any other corporation related thereto or to a partnership 
of which the particular corporation or a corporation related thereto is a member, 
the amount of the loan or indebtedness shall be included in computing the in- 
come for the year of the person or partnership, unless 


(a) the loan was made or the indebtedness arose 


(i) in the ordinary course of the lender’s or creditor’s business and, in 
the case of a loan, the lending of money was part of its ordinary 
business, 


(ii) in respect of an individual who is an employee of the lender or credi- 
tor or the spouse of an employee of the lender or creditor to enable or 
assist the individual to acquire a dwelling or a share of the capital stock 
of a cooperative housing corporation acquired for the sole purpose of 
acquiring the right to inhabit a dwelling owned by the corporation, 
where the dwelling is for the individual’s habitation, 


(iii) where the lender or creditor is a corporation, in respect of an em- 
ployee of the corporation, or of another corporation that is related to the 
corporation, to enable or assist the employee to acquire from the corpo- 
ration, or a corporation related thereto, previously unissued fully paid 
shares of the capital stock of the corporation or the related corporation, 
as the case may be, to be held by the employee for the employee’s own 
benefit, or 


(iv) in respect of an employee of the lender or creditor to enable or assist 
the employee to acquire an automobile to be used by the employee in 
the performance of the duties of the employee's office or employment, 


Subdivision b Income or Loss from a Business or Property 


and bona fide arrangements were made, at the time the loan was made:or the 
indebtedness arose, for repayment thereof withina reasonable time;.or 
(b) the loan or indebtedness was repaid within one year from the end of the 
taxation year of the lender or creditor in which it was made or incurred.and it 
is established, by subsequent events or otherwise, that the repayment was not 
made as part of a series of loans or other transactions and repayments. 
Subparas. 15(2)(a)(ii), (iii) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 
11(2), (3), subpara. (ii) applicable to 1985 et seq., subpara. (iii) applicable with respect 
to loans made and indebtedness arising after 1981. Subparas. 15(2)(a)(ii), (iii) ney 
read: 
(ii) in respect, of an.employee of the lender or creditor or the spouse of an em- 
ployee; of the lender or creditor to:enable or assist the employee. or the em- 
ployee’s spouse to acquire a dwelling for his’ or her habitation, 
(iii) where thé lender or creditor is a corporation, in respect of an employee of 
the corporation to enable or assist the employee to acquire from the corporation 
fully paid ‘shares of the capital stock of the corporation, or to acquire from a 
corporation related thereto fully paid shares of the capital stock of the related 
corporation, ’to be held by the employee for the employee’s own benefit, or 
Selected Cases [subsec. 15(2)]: Gillette Canada Inc. v. R., [2003] 3 C.T.C. 27 
(FCA) (Debtor-creditor relationship required for subsec. 15(2) to apply); Erb v.R., 
[2000] 1 C.T.C. 2597 (TCC) (No consideration for transfer gives rise to inference of 
benefit); Davidson v. R., [1999] 3 C.T.C. 2159 (TCC) (Reasonable time for repayment 
does not require fixed date); Quigley v. Canada, [1996] 1 C.T.C. 2378, (TCC) (“Was 
included” is question of fact and not same. as “ought to have been included”); Lavoie v. 
Canada, [1995] 2 C.T.C..2709D. (TCC) (Demand loan not a binding. agreement be- 
tween company and. debtor where. debtor, was 98% shareholder); Luoma, v. Canada, 
[1995] 1 C.T.C. 2993D (TCC) (Set-off is not automatic where mutual debts exist; 
shareholder benefit. properly assessed); Haynes v. Canada, [1995] 1 C.T.C.. 2515 
(TCC) (Evidence required to rebut onus of showing transaction was loan and not share- 
holder appropriation); Cormie v. Canada, [1995] 1 C.T.C. 2463 (TCC) (Loans not 
made in ordinary course of business and no bona fide arrangements for repayment); 
Silden (J.) v. MNR, [1993] 2 C.T.C. 123 (FCA) (NB: [1990] 2 °C.T.C. 533 (FCTD) 
rev'd on issue of repayment arrangements)); Perlingieri (G.) v. MNR, [1993] 1 C.T.C. 
2137 (TCC) (Demand loan not bona fide arrangement for repayment within reasonable 
time); Nellis v. R., [1986] 2 C.T.C. 216 (FCTD) (Loan to shareholder to acquire shares 
in other company was income); Schlamp y. R., [1982] C.T.C. 304 (FCTD) (Loan to 
acquire dwelling for shareholder’s habitation was income); Tick v. MNR, [1972] C.T.C. 
137 (FCTD) (Owner of five private companies not permitted to set off one company’s 
debt to him against his debts to other companies for purposes of provision). 
Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons. con- 
nected with shareholders; IT-421R2: Benefits to individuals, corporations and share- 
holders from loans. or debt; IT-503: Exploration and development shares (archived). 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. j 
CRA Audit Manual: 24.12.0: Shareholder debt. 


Forms: T2 SCH 11;.Transactions with shareholders, officers, or employees. 


(2.1) Persons connected with a shareholder — For the pur- 
poses of subsection (2), a person is connected with a shareholder of 
a particular corporation if that person does not deal at arm’s length 
with the shareholder and if that person is a person other than 


(a) a foreign affiliate of the particular corporation; or 


(b) a foreign affiliate of a person resident in Canada with which 
the particular corporation does not deal at arm’s length. 


Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 


(2.2) When s. 15(2) not to apply — non-resident. per- 
sons — Subsection (2) does not apply to indebtedness between 
non-resident persons. 

Related Provisions: 95(2)(a)(ii) — Whether FAPI on income from Toans between 
non-resident corporations. 

History: Subsec. 15(2.2) added by 1998, c. 19, subsec. 75(2), applicable to loans fine 
and indebtedness arising in 1990 et seq.. 

CRA Audit Manual: 24.12.2: Subsection 15(2) — shareholder debt. 


(2.3) When s. 15(2) not to apply — ordinary lending busi- 
ness — Subsection (2), does not apply to a debt that arose in the 
ordinary course of the creditor’s business or a loan made in the or- 
dinary course of the lender’s ordinary business of lending’ money 
where, at the time the indebtedness arose or the loan was made, 
bona fide arrangements were, made for repayment of the debt. or 
loan. within a reasonable time. 

Related Provisions: 80.4(2), (3) — Deemed interest. 


History: Subsec. 15(2.3) added by 1998, c. 19, subsec. 75(2), applicable to loans made 
and indebtedness arising in 1990 et seq. 
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Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 


CRA Audit Manual: 24.12.2: Subsection 15(2) — shareholder debt. 


(2.4) When s. 15(2) not to apply — certain employees — 
Subsection (2) does not apply to a loan made or a debt, that arose 


(a) in respect of an individual who is.an employee of the lender 
_or creditor but not a specified employee of the lender or creditor, 


(b) in respect of an individual who. is,an employee of the lender 
or creditor or who. is the spouse or common-law partner of an 
employee of the lender or creditor to enable.or assist the indivi- 
dual to acquire a, dwelling or a share of the capital stock of a 
cooperative housing corporation acquired for the sole purpose of 
acquiring the right to inhabit a dwelling owned by the corpora- 
tion, where the dwelling is for the individual’s habitation, 


(c) where the lender or creditor is a particular corporation, in 
respect of an employee of the particular corporation or.of.an- 
other corporation that is related to the particular corporation, to 
enable or assist the employee to. acquire from the particular cor- 
poration, or from another corporation related to the particular 
corporation, previously unissued fully paid shares of the capital 
stock of the particular corporation or the related corporation, as 

» the case may be, to be held by the employee for the employee’s 
own benefit; or 


(d) in respect'of an employee of the lender or creditor to enable 
or assist the employee to acquire a motor vehicle to be used by 
the employee in the performance of the duties of the employee’s 
office or employment, 


where 


(e) it is reasonable to conclude that the employee or the em- 
ployee’s spouse or common-law partner received the loan, or be- 
came indebted, because of the employee’s employment and not 
because of any person’s share-holdings, and 


(f) at the time the loan was made or the debt was incurred, bona 
fide arrangements were made for repayment of the loan or debt 
within a reasonable time. 
Related Provisions: 15(2.7)— Deemed specified employee of a_ partnership; 
80.4(2), (3) — Deemed interest. 
History: Paras. 15(2.4)(b) and (e) amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner’, applicable to 2001 et seq., in force 
July 31; 2000.:See:also the transitional rules reproduced in the History to 248(1)“com- 
mon-law. partner’: 


Subsec. 15(2.4) added by 1998, 'c. 19, subsec. 75(2), applicable to loans made and in- 
debtedness arising in 1990 et seqg., except that in its application to loans made and 
indebtedness arising before April 26, 1995, subsec. 15(2. 4) shall be read without refer- 
ence to paragraph (e). 

Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 


CRA Audit Manual: 24.12.2: Subsection 15(2) — shareholder debt. 


(2.5) When s. 15(2) not to apply — certain trusts — Subsec- 
tion (2) does not apply to a loan made or a debt that arose in respect 
of a trust where 


(a) the lender or creditor is a private corporation; 
(b) the corporation is the settlor and sole beneficiary of the trust; 


(c) the sole purpose of the trust is to facilitate the purchase and 
sale of the shares of the corporation, or of another corporation 
related to the corporation, for an amount equal to their fair mar- 
ket value at the time of the purchase or sale, as the case may be, 
from or to the employees of the corporation or of the related 
corporation (other than employees who are specified employees 
of the corporation or of another corporation related to the corpo- 
ration), as the case may be; and 

(d) at the time the loan was made or the debt incurred, bona fide 
arrangements. were made for repayment of the loan or debt 
within a reasonable time: 


Related Provisions: 15(2.7)— Deemed specified employee of a partnership; 
80.4(2), (3) — Deemed interest. 


History: Subsec. 15(2.5) added by 1998, c. 19, subsec: 75(2), applicable to loans made 
and indebtedness arising in 1990 et seg., except that'in its application to loans made 


S. 15(2.5) 


and indebtedness arising before June 20, 1996, subsec. 15(2.5) shall be read without 
reference to “(other than employees who are specified employees of the corporation or 
of another corporation related to the corporation)”. 

Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 


CRA Audit Manual: 24.12.2: Subsection 15(2) — shareholder debt. 


(2.6) When s. 15(2) not to apply — repayment within one 
year — Subsection (2) does not apply to a loan or an indebtedness 
repaid within one year after the end of the taxation year of the 
lender or creditor in which the loan was made or the indebtedness 
arose, where it is established, by subsequent events or otherwise, 
that the repayment was not part of a series of loans or other transac- 
tions and repayments. 

Related Provisions: 80.4(2), (3) — Deemed interest. 

History: Subsec. 15(2.6) added by 1998, c. 19, subsec. 75(2), applicable to loans made 
and indebtedness arising in 1990 et seq. 

Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 

1.T. Technical News: 3 (paragraphs 15(2)(b) and 20(1)@)). 

CRA Audit Manual: 24.12.2: Subsection 15(2) — shareholder debt. 


(2.7) Employee of partnership — For the purpose of this sec- 
tion, an individual who is an employee of a partnership is deemed 
to be a specified employee of the partnership where the individual 
is a specified shareholder of one or more corporations that, in total, 
are entitled, directly or indirectly, to a share of any income or loss 
of the partnership, which share is not less than 10% of the income 
or loss. 

Related Provisions: 248(1) — Definition of “specified employee”. 

History: Subsec. 15(2.7) added by 1998, c. 19, subsec. 75(2), applicable to loans made 
and indebtedness arising in 1990 et seq. 


Interpretation Bulletins: [T-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 


(3) Interest or dividend on income bond or debenture — 
An amount paid as interest or a dividend by a corporation resident 
in Canada to a taxpayer in respect of an income bond or income 
debenture shall be deemed to have been paid by the corporation and 
received by the taxpayer as a dividend on a share of the capital 
stock of the corporation, unless the corporation is entitled to deduct 
the amount so paid in computing its income. 

Related Provisions: 15(4) — Where paid by corporation not resident in Canada; 
15.1(1), 15.2(1) — Parallel treatment for small business development bonds and small 
business bonds; 18(1)(g) — Payment on income bonds; 112(2.1) — Where no deduc- 
tions permitted; 214(3) — Non-residents’ Canadian income; 258(2) — Deemed divi- 
dend on preferred share. 


Selected Cases [subsec. 15(3)]: R. v. Canadian Pacific Ltd. (No. 1), [1977] 
C.T.C. 606 (FCA) (Interest on income bonds paid by U.S. subsidiary permitted treat- 
ment as deemed dividend). 


Interpretation Bulletins: IT-52R4: Income bonds and income debentures 
(archived); IT-243R4: Dividend refund to private corporations; IT-527: Distress pre- 
ferred shares. 


(4) Idem, where corporation not resident — An amount paid 
as interest or a dividend by a corporation not resident in Canada to a 
taxpayer in respect of an income bond or income debenture shall be 
deemed to have been received by the taxpayer as a dividend on a 
share of the capital stock of the corporation unless the amount so 
paid was, under the laws of the country in which the corporation 
was resident, deductible in computing the amount for the year on 
which the corporation was liable to pay income or profits tax im- 
posed by the government of that country. 

Related Provisions: 15(3)— Where paid by corporation resident in Canada; 


18(1)(g) — Payment on income bonds; 214(3) — Non-residents’ Canadian income; 
258 — Deemed dividend on preferred share. 


Interpretation Bulletins: IT-52R4: Income bonds and income debentures (archived). 


(5) Automobile benefit — For the purposes of subsection (1), the 
value of the benefit to be included in computing a shareholder’s 
income for a taxation year with respect to an automobile made 
available to the shareholder, or a person related to the shareholder, 
by a corporation shall (except where. an amount is determined under 
subparagraph 6(1)(e)(i) in respect of the automobile in computing 
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the shareholder’s income for the year) be computed on the assump- 
tion that subsections 6(1), (1.1), (2) and (7) apply, with such modi- 
fications as the circumstances require, and as though the references 
therein to “the employer of the taxpayer”, “the taxpayer’s em- 
ployer” and “the employer” were read as “the corporation”. 
Related Provisions: 15(7)— Application; 214(3)(a) — Non-residents’ Canadian 
income. 
History: Subsec. 15(5) amended by 1997, c. 10, subsec. 269(2), applicable to 1996 er 
seq. Subsec. (5) formerly read: 
(5) For the purpose of subsection (1), the value of the benefit to be included in 
computing a shareholder’s income for a taxation year with respect to an automo- 
bile made available to the shareholder, or’a person related to the shareholder, by 
a corporation shall (except where an amount is determined under subparagraph 
6(1)(e)(i) in respect of the automobile in computing the shareholder’s income for 
the year) be computed on the assumption that subsections 6(1), (1.1) and (2) 


apply, with such modifications as the circumstances require, and as though the 


references therein to “the employer of the taxpayer’, “the taxpayer's employer” 


and “the employer” were read as “the corporation”. 


Subsec. 15(5) substituted by 1994, c. 21, subsec. 9(3), applicable to 1993 et seg. That 
subsec. formerly read: 


(5) For the purposes of subsection (1), the value of the benefit to be included in 
computing the income of a shareholder for a taxation year with respect to an 
automobile made available to the shareholder, or to a person related to the share- 
holder, by a corporation shall, except when an amount has been included in com- 
puting the shareholder’s income by virtue of paragraph 6(1)(e) in respect of the 
automobile, be computed on the assumption that subsections 6(1), (2) and (2.2) 
apply, with such modifications as the circumstances require, and as though the 
references in those subsections to “the employer” or “the taxpayer’s employer’, 
as the case may be, were read as references to “the corporation”. 


Regulations: 200(2)(h), 200(4) (information returns). 


Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 
1992. 


Forms: T2 SCH 11: Transactions with shareholders, officers, or employees. 
(6) [Repealed under former Act] 


(7) Application of subsecs. (1), (2) and (5) — For greater cer- 
tainty, subsections (1), (2) and (5) are applicable in computing, for 
the purposes of this Part, the income of a shareholder or of a person 
or partnership whether or not the corporation, or the lender or credi- 
tor, as the case may be, was resident or carried on business in 
Canada. 

Interpretation Bulletins: IT-63R5: Benefits, including standby charge for an auto- 
mobile, from the personal use of a motor vehicle supplied by an employer — after 


1992; IT-119R4: Debts of shareholders and certain persons connected with sharehold- 
ers; IT-432R2: Benefits conferred on shareholders. 


Forms: T2 SCH 11: Transactions with shareholders, officers, or employees. 


(8) [Repealed] 


History: Subsec. 15(8) repealed by 1998, c. 19, subsec. 75(3), applicable to loans 
made and indebtedness arising in 1990 et seg. The subsec. formerly read: 


(8) Where subsec. (2) does not apply — Subsection (2) does not apply in 
respect of indebtedness between non-resident persons. 


(9) Deemed benefit to shareholder by corporation — 
Where an amount in respect of a loan or debt is deemed by section 
80.4 to be a benefit received by a person or partnership in a taxation 
year, the amount is deemed for the purpose of subsection (1) to be a 
benefit conferred in the year on a shareholder, unless subsection 
6(9) or paragraph 12(1)(w) applies to the amount. 


History: Subsec. 15(9) amended by 1998, c. 19, subsec. 75(4), applicable to taxation 
years that end after November 1991. The subsec. formerly read: 


(9) Where an amount in respect of a loan or debt is deemed by section 80.4 to be 
a benefit received by a person or partnership in a taxation year, the amount of the 
loan or debt (other than any amount to which subsection 6(9) or paragraph 
12(1)(w) applies) shall be deemed for the purposes of subsection (1) to be a 
benefit conferred in the year on a shareholder. 


Regulations: 200(2)(i) (information return). 


Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders; IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. 


Subdivision b — Income or Loss from a Business or Property 


CRA Audit Manual: 24.12:5: Section 80.4 — benefit on interest-free or low-interest 


loans — non-residents. 


Definitions [s. 15]: “Act” — Interpretation Act 35(1); “amount”, “business” — 


2A8(1); “Canada” — 255; “carried on business in Canada’? — 253; “class” — 248(6); 

“common share”, “common-law partner” — 248(1); “connected” — 15(2.1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “dividend”, “employee” — 248(1); “forgiven 
amount” — 15(1.21); “goods and services tax”, “income bond”, “income debenture”, 


“individual” — 248(1); “legislature” — Interpretation Act 35(1); “motor vehicle” 
248(1); “obligation” — 248(26); “paid-up capital’ — 89(1),°248(1); “person”, ro 
“province” — Interpretation Act 35(1); “resident in Canada” — 
94(3)(a)(vill), 250; “series” — 248(10); “share”, “shareholder” — 248(1); “specified 
employee” — 15(2.7), 248(1); “specified shareholder’, “stock dividend” — 248(1); 
“taxation year” — 249; “taxpayer” — 248(1). 


15.1 (1) Interest on small business development bonds — 
Any amount received by a taxpayer as or on account of interest on a 
small business development bond shall, except for the purposes of 
Part IV, be deemed to have been received as a taxable dividend. 


Related Provisions: 15(3) — Parallel rule for income bonds; 15.2(1) — Parallel rule 
for small business bonds. 


(2) Rules for small business development bonds — Where 
a corporation (in this section referred to as the “issuer’’) has issued 
an obligation that is at any time a small business development bond, 
notwithstanding any other provision of this, Act, 


(a) in computing the issuer’s income for a taxation year, no de- 
duction shall be made in respect of any amount paid or payable 
(depending on the method regularly followed in computing the 
issuer’s income) as or on account of interest on the obligation in 
respect of a period that includes that time; 


(b) except for the purpose of subsection 129(1), to the extent that 
any amount paid by the issuer as or on account of interest on the 
obligation is not allowed as a deduction because of paragraph 
(a), it shall, when paid, be deemed to have been paid as a taxable 
dividend; and 


(c) except for the purposes of paragraph 125(1)(b), thes issuer’s 
taxable income for any taxation year that.includes a period 


throughout which the obligation was a small business develop- | 


ment bond but 


(i) the issuer. was. not an eligible small business SAE 
or 


(ii) all or substantially all of the pase aie from the issue of 
the obligation cannot reasonably be regarded as having been 
used by the issuer or a corporation with which it was not 
dealing at arm’s length in the financing of ‘an active business 
carried on in Canada immediately: before the obligation was 
issued 


shall be deemed to be an amount equal to the total of 


(iii) the amount paid or payable (depending on the method 
regularly followed in computing the issuer’s income) as or 
on account of interest on the obligation in respect of that pe- 
riod, and 


(iv) the issuer’s taxable income oithieanwise determined for the 
year. 


(3) Definitions — In this section, 


“eligible small business corporation’’ at any time means a taxable 
Canadian corporation that at that time is 


(a) a small business corporation, or 


(b) a cooperative corporation (within the meaning assigned by 
subsection 136(2)) all or substantially all of the assets of which 
are used in an active business carried on by it in Canada; 


“joint election’? means. an election that is made in prescribed form, 
containing prescribed information, jointly by the issuer.of an obli- 
gation and the person who is the holder of the obligation at the time 
of the election, that is filed with the Minister by the holder, and in 
which the holder and the issuer elect that this section apply to the 
obligation; 


“majority interest partner’? — [Repealed] 
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History: The definition “majority interest partner” in subsec. 15.1(3) repealed. by 

1998, c. 19, .s.. 76, applicable after April.26, 1995. The definition formerly read: 
“majority interest partner” of a partnership means a taxpayer who, if subsection 
97(3.1) applied to this section, would be deemed to) be a majority interest partner 
of the partnership; 


“qualifying debt obligation” of a corporation at a particular time 
means an obligation that is a bond, debenture, bill, note, mortgage, 
hypothecary claim or similar obligation issued after February 25, 
1992 and before 1995, 


(a) the principal, amount.of which is not less than $10, 000 or 
more than $500,000, 


(b) that is issued for a term of not more than 5 years and, except 
in the event of a failure or default under the terms or conditions 
of the obligation, not less than one year, and 


(c) that was issued not more than 5 years before the particular 
time, 


if the obligation is issued by the corporation 


(d) as part of a proposal to, or an arrangement with, its creditors 
that has been approved by a court, under the Bankruptcy and In- 
solvency Act, 


(e) at a time when all or substantially all of its assets are under 
the control of a receiver, receiver-manager, sequestrator or trus- 
tee in bankruptcy, or 


(f) at a time. when, because of financial difficulty, the corpora- 

tion is in default, or could reasonably be expected to default, on 

a debt held by a person with whom the corporation was dealing 

at arm’s length and the obligation is issued, in whole or in part, 

directly or indirectly in exchange or substitution for that debt; 
History: The opening words of the. definition “qualifying debt obligation” in subsec. 
15.1(3) amended to add “hypothecary claim” by 2001, c. 17, s. 198, in force June 14, 
2001. 


The opening words of the definition of “qualifying debt obligation” in subsec. 15.1(3) 
amended by 1994, c. 8, subsec. 1(1), applicable to obligations issued after 1992; and, 
for the purpose of the definition “small business development bond” in subsec. 15.1(3), 
an election made before August 11, 1994 in respect of an obligation issued after 1992 
and before 1995 shall be deemed to have been made within 90 days after the day the 
obligation was issued. The opening words formerly read: 


“qualifying debt obligation” of a corporation at a particular time means an obli- 
gation that is a bond, debenture, bill, note, mortgage or similar obligation issued 
after December 11, 1979 and before 1988 or after February 25, 1992 and before 
1993" 


“small business development bond” at any time means 


(a) an obligation that is at that time a qualifying debt obligation 
issued after 1981 and before 1988 by a Canadian-controlled pri- 
vate corporation in respect of which a joint election was made 
within 90 days after the later of its issue date and March 30, 
1983, 


(b) an obligation that is at that time a qualifying debt obligation 
issued after February 25, 1992 by a Canadian-controlled private 
corporation in respect of which a joint election was made within 
90 days after its issue date, or 


(c) an obligation that is at that time a qualifying debt obligation 
issued by a Canadian-controlled private corporation if 


(i) it is reasonable to consider that the corporation and the 
holder of the obligation intended that this section apply to the 
obligation, having regard to such factors as may be relevant, 
including the rate of interest stipulated under the terms of the 
obligation and the manner in which the corporation and the 
holder have treated, the obligation for the RURBO RES of this 
Act, and. 


(ii) the holder files with the Minister a joint bimaty in re- 
spect of the obligation within 90 days after the date of notifi- 
cation by the Minister that a joint election in respect of the 
obligation has not been filed. 


Related Provisions: 248(1)“small business development bond” — Definition ap- 
plies to entire Act. 


(4) Money borrowed — Notwithstanding any other provision of 
this Act, an amount paid or payable. by a taxpayer pursuant to a 


S. 15.1(4) 


legal obligation to pay interest on borrowed money used for the 
purpose of acquiring a small business development bond shall be 
deemed to be an amount paid or payable, as the case may be, on 
borrowed money used for the purpose of earning income from a 
business or property. 


(5) False declaration — Where the Minister establishes that an 
issuer has knowingly or under circumstances amounting to gross 
negligence made a false declaration in a joint election in respect of 
an obligation, the reference in subparagraph (2)(c)(iii) to “the 
amount paid or payable” shall in respect of the obligation be read as 
a reference to “3 times the amount paid or payable”. 


(6) Disqualification — Where at a particular time an issuer 
makes a joint election in respect of an obligation and 


(a) the issuer or any other corporation associated at the time the 
obligation was issued with the issuer, 


(b) an individual who controls or is a member of a related group 
that controls the issuer, or 


(c) a partnership any member of which, who is a majority inter- 
est partner of the partnership, controls, or is a member of a re- 
lated group that controls, the issuer 


had at or before the particular time made a joint election in respect 
of any small business development bond or small business bond, as 
the case may be, for the purposes of this section, the issuer shall be 
deemed not to be an eligible small business corporation in respect 
of the obligation. 


(7) Exception — Subsection (6) does not apply in respect of an 
obligation issued at any time where the issue price of the obligation 
does not exceed the amount, if any, by which 


(a) $500,000 
exceeds 


(b) the total of all amounts each of which is the principal amount 
outstanding immediately after that time in respect of 


(i) another obligation that is a small business development 
bond issued by 


(A) the issuer, or 
(B) a corporation associated with the issuer, or 
(11) a small business bond issued by 


(A) an individual who controls, or is a member of a re- 
lated group that controls, the issuer, or 


(B) a partnership any member of which, who is a majority 
interest partner of the partnership, controls, or is a mem- 
ber of a related group that controls, the issuer. 


Related Provisions [s. 15.1]: 136 — Cooperative not private corporation — excep- 
tion; 143(1)(k) — Communal organization (e.g. Hutterite colony) may issue small busi- 
ness development bond. ; 


History [s. 15.1]: S. 15.1 substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 6, 
applicable to obligations issued after February 25, 1992. For the purpose of the defini- 
tion “small business development bond” in subsec. 15.1(3), an election made in respect 
of an obligation after February 25, 1992 and before September 9, 1993, shall be 
deemed to have been made within 90 days after the day the obligation was issued. S. 
15.1 formerly read: 


15.1 (1) Small business development bond — Any amount received by a tax- 
payer as or on account of interest in respect of a small business development 
bond shall, except for the purposes of Part IV, be deemed to have been received 
as a taxable dividend. 


(2) Idem — Where a corporation, in this section referred to as the “issuer”, has 
issued an obligation that is at any time a small business development bond, not- 
withstanding any other provision of this Act, the following rules apply: 


(a) in computing the income of the issuer for a taxation year, no deduction 
shall be made in respect of any amount paid or payable (depending on the 
method regularly followed by the issuer in computing its income) for a pe- 
riod that includes that time as or on account of interest on the bond; 


(b) except for the purposes of subsection 129(1), to the extent that any 
amount paid by the issuer as or on account of interest on the bond is not 
allowed as a deduction by virtue of paragraph (a), it shall, when paid, be 
deemed to have been paid as a taxable dividend; and 


(c) [Repealed under former Act] 
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(d) except for the purposes of paragraph 125(1)(b), the taxable income of the 
issuer for any taxation year that includes a period throughout which the obli- 
gation was a small business development bond shall, where 


(i) the issuer was not an eligible small business corporation, 


(ii) the property acquired with the proceeds of the bond or the property 
referred to in subparagraph (d)(iii) of the definition “qualifying debt ob- 
ligation” in subsection (3) 


(A) was not property used for specified purposes by the issuer, or 
(B) was not owned by the issuer, or 


(iii) all or substantially all of the proceeds from the issue of an obliga- 
tion issued in circumstances described in subparagraphs (e)(i) to (iii) of 
the defintion “qualifying debt obligation” in subsection (3) cannot rea- 
sonably be regarded as having been used by the issuer or a corporation 
with which it was not dealing at arm’s length in the financing of an 
active business carried on in Canada immediately before the time of its 
issuance, 


be deemed to be an amount equal to the total of 


(iv) the amount paid or payable (depending on the method regularly fol- 
lowed by the issuer in computing its income) for that period as or on 
account of interest on the obligation, and 


(v) its taxable income otherwise determined for the year. 
(3) Definitions — In this section, 


“eligible small business corporation” at any time means a taxable Canadian cor- 
poration that at that time is 


(a) a small business corporation, or 


(b) a cooperative corporation (within the meaning assigned by subsection 
136(2)) all or substantially all of the assets of which are used in an active 
business carried on by it in Canada; 


“joint election” means an election made in prescribed form jointly by the issuer 
of an obligation and the person who is the holder of the obligation at the election 
time and filed with the Minister by the holder in which the issuer and the holder 
elect that the provisions of this section apply with respect to that obligation and 
in which the issuer declares that 


(a) it is an eligible small business corporation, and 


(b) the property, if any, acquired with the proceeds of or financed or refi- 
nanced by the obligation is property used for specified purposes; 


“property used for specified purposes” means property used primarily in the car- 
rying on of an active business in Canada but does not include 


(a) property that is used by an issuer primarily for the purpose of being 
leased to any person, other than an eligible small business corporation, 


(i) that does not use the property primarily for the purpose of leasing it 
to any other person, and 


(ii) that would be associated with the issuer if this Act were read without 
reference to paragraph 251(5)(b), or 


(b) property used in a business carried on by an issuer as a member of a 
partnership; 


“qualifying debt obligation” of a corporation at any particular time means an 
obligation that is a bond, debenture, bill, note, mortgage or similar obligation 
issued after December 11, 1979 and before 1988, 


(a) the principal amount of which is not less than $10,000 or more than 
$500,000, 


(b) that is issued for a term of not more than five years and, except in the 
event of a failure or default under the terms or conditions of the obligation, 
not less than one year, and 


(c) that was issued not more than five years before the particular time 


(d) all of the proceeds from the issuance before February 1, 1982 of the 
obligation are used by the corporation 


(i) to acquire after December 11, 1979 and before February 1, 1982 pro- 
perty that is specified property of the corporation, 


(ii) to finance qualified expenditures (within the meaning assigned by 
paragraph 127(10.1)(c)) made by. the corporation after December 11, 
1979 and before February 1, 1982 in respect of scientific research, 


(ili) to repay at any time before February 1, 1982, in whole or in part, 
one or more obligations of the corporation to the extent of an amount 
not exceeding the cost to the corporation of property referred to in sub- 
paragraph (i) or qualified expenditures referred to in subparagraph (ii) 
that was acquired or that were incurred by the corporation after Decem- 
ber 11, 1979 and before the time of the repayment, or 


(iv) for any combination of purposes described in subparagraphs (i) to 
(iii), or ; 
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(e) the obligation is issued by the corporation 


(i) as part of a proposal to, or an arrangement with, its creditors that has 
been approved by a court under the: Bankruptcy and Insolvency) Act; 


(ii) at a time when all or,substantially all of its assets are under the con- 
trol of a receiver, receiver-manager, sequestrator or trustee in bank- 
ruptcy, or 


(iii) at a time when, by reason of financial difficulty, the corporation is 
in default, or could reasonably be expected to default, on a debt held by 
a person with whom the corporation was dealing at arm’s length and it is 
issued, in whole or in part, directly or indirectly in exchange or substitu- 
tion for that debt; 


“small business development bond” at any time means 


(a) an obligation that is at that time a qualifying debt obligation issued 
before 1982 by a Canadian-controlled private corporation in respect of 
which a joint election was made at a particular time that is within 90 days 
after the later of its issue date and February 26, 1981, or 


(b) an obligation that is at that time a qualifying debt obligation issued) after 
1981 by a Canadian-controlled private corporation in respect of which a 
joint election was made at a particular time that is within 90 days after the 
later of its issue date and March 30, 1983; 


“specified property” of an issuer. means property acquired by the:issuer that is 


(a) depreciable property that has not been used for any purpose whatever 
before it was acquired by the issuer, or 


(b) capital property that is land (excluding any building or other structure 
affixed to land) other than land acquired by the issuer from a person with 
whom it was not dealing at arm’s length, 


but does not include any 
(c) automobile, or 


(d) transportation equipment used principally for the purpose of transporting 
persons other than passengers who pay for the transportation services. 


(4) Presumption — Where an issuer has disposed of specified property, for the 
purposes of paragraph (2)(d), the property shall be deemed to be owned by, the 
issuer and to be property used for specified purposes if, in the thirty day period 
after the date of disposition of the property, the principal amount of the obliga- 
tion is reduced by an amount not less than the amount by which the proceeds of 
disposition to the issuer of the property exceed the expense incurred by it in 
disposing of the. property. : 

(5) Idem — Notwithstanding any other provision of this Act, an amount paid or 
payable by a taxpayer pursuant to a legal obligation to pay interest on borrowed 
money used for the purpose of acquiring a small business development bond 
shall be deemed to be an amount paid or payable, as the case may be, on bor- 
rowed’ money used for the purpose of earning income from a business or 
property. ' 

(6) False declaration — Where an issuer knowingly or under circumstances 
amounting to gross negligence makes a false declaration in‘ a joint election in 
respect of an obligation, the reference in subparagraph (2)(d)(iy) to “the amount” 
shall in respect of the issuer be read as a reference to “3 times the amount”. 


(7) Presumption — Where at any particular time an issuer makes a joint elec- 
tion in respect of an obligation and at or before that time the issuer or-any other 
corporation associated with the issuer at or before that time makes or has made a 
joint election in respect of any, other obligation, for the purposes of this section, 
the issuer shall be deemed not.to be an eligible small business corporation, 


(8) |dem — For the purposes of this section, where an eligible small business 
corporation has acquired property from another person who did not deal at arm’s 
length with the corporation immediately after the acquisition, the ee 
shall be deemed to have acquired the property 


(a) from the person from whom that other person acquired the property; and 
(b) at the time the other person acquired the property. 


(9) Exception — Where an issuer or any corporation associated with the issuer 
has made a joint election in respect of a small business development bond, sub- 
section (7) shall not apply with respect to the issuer and any. corporation associ- 
ated with that issuer that would, but for that subsection, be an eligible small 
business corporation in respect of any obligation issued’ at any particular time 
after May 23, 1985 in circumstances described in any of subparagraphs (e)(i) to 
(iii) of the definition “qualifying debt obligation” in subsection (3), if the issue 
price of any such bond does not exceed the amount, if any, by which 


(a) $500,000 
exceeds 


(b) the total of all amounts each of which is the principal amount outstanding 
at that time in respect of 


(i) a small business development bond: issued 
(A) before the particular time by the issuer, or 


(B) at or before the particular time by a corporation associated with 
the issuer, or 
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(ii) a small business bond issued at or before the particular time by 


(A) an individual who controls or is a member’ of a related group 
that controls the issuer, or 


(B) a partnership any member of which is a person who is a major- 
ity interest partner of the partnership (within the meaning assigned 
by subsection 97(3.1)) and who controls, or is a member of a related 
group that controls, the issuer. 


(10) Presumption — Notwithstanding the definition “small business develop- 
ment bond” in subsection (3), where the holder of a qualifying debt obligation 
issued by a Canadian-controlled private corporation. has not filed with the Min- 
ister a joint election within the time referred to in that definition and, after, the 
issue of the qualifying debt obligation, the corporation has not. issued a small 
business development bond, other than a small business development bond that 
is an obligation described in paragraph (e) of the definition “qualifying debt obli- 
gation” in subsection (3), the obligation shall be deemed to be a small business 
development bond if 


(a) it is reasonable to consider that the corporation and the holder intended 
that this section would apply to the obligation having regard to such factors 
as may be relevant, including the rate of interest stipulated under the terms 
of the obligation and the manner in which the corporation and the ‘holder 
have treated the obligation for. the purposes. of this Act; and 


(b) the holder files with the Minister a joint election within 90 days from the 
later of 


(i) the date of notification by the Minister that a joint election in respect 
of the obligation has not been filed pursuant to the definition “small bus- 
iness development bond” in subsection (3), and 


(ii) March 30, 1983 


(11) Penalties — For the purpose of subsection 163(3), where an amount is ad- 
ded to the taxable income of an issuer by virtue of subsection (6), the amount 
shall be deemed to be a penalty assessed by the Minister under ‘section 163. 


(12) Replacement property — Where, at any time after December 11, 1979, an 
amount has become receivable by a.corporation as proceeds of disposition 
(within the meaning assigned by paragraph (b), (c) or (d) of the definition “pro- 
ceeds of disposition” in subsection 13(21) or paragraph (b), (c) or (d) of the defi- 
nition of that expression in section 54) of specified property and the corporation 
has, before the end of the first taxation year following the taxation year in which 
an amount in respect of the disposition of the.specified property has become 
receivable, acquired a replacement property (within the meaning assigned by 
subsection 13(4.1) or 44(5)) that is specified property, for the purpose of subsec- 
tion (4) the cost to the corporation of its replacement property shall be deemed to 
be an expense incurred by it in disposing of the specified property. 


Cl. 15.1(3)(b)(iv)(A) amended by 1994, c..7, Sch. V (1992, c. 27), para. 90(1)(q), to 
substitute “Bankruptcy and Insolvency Act” for “Bankruptcy Act’, in force November 
30° 1992: 


Definitions, [s., 15.1]: “active business”, “amount’?— 248(1);> “arm’srlength”.— 
251(1);, “associated” — 256; “borrowed money”, “business” —.248(1); “Canada” — 
255; “Canadian-controlled private. corporation” — 125(7), 248(1); “corporation” — 
248(1), Interpretation Act 35(1); “eligible small business. corporation” — 15.1(3); “in- 
dividual” — 248(1); “issuer” — 15.1(2); “joint election” — 15.1(3); “majority interest 
ma ”, “prescribed”, “principal amount’, “property” — 248(1); 


parteer’; “Minister”, “person”, 
“qualifying debt obligation” — 15.1(3); “related group” —251(4);. “small business 


bond” — 15.2(3), 248(1); “small business corporation” — 248(1); “small business de- 
velopment bond” — 15.1(3), 248(1); {taxable Canadian kage patient) “taxable divi- 
dend’”’— 89(1), 248(1); “taxable. income” —.2(2), 248(1); “taxation year? — 249; 
“taxpayer” — 248(1). 

Interpretation Bulletins [s. 15.1]: IT-507R: Small business development bonds and 
small business bonds (archived). 


15.2 (1) Interest on small business bond — Any amount re- 
ceived by a taxpayer as or on account of interest on a small business 
bond shall, except for the purposes of Part IV, be deemed to have 
been received as a taxable dividend from a taxable Canadian 
corporation. 


Related Provisions: 15(3) — Parallel rule for income bonds; 15.1(1) — Parallel rule 
for small business development bonds. 


(2) Rules for small business bonds — Where an individual or 
a partnership (in this section referred to as the “issuer’) has. issued 
an obligation that is at any time a small business bond, notwith- 
standing any other provision of this Act, 


(a) in computing the issuer’s income for a taxation year, no de- 
duction shall be made in respect of any amount paid or payable 
(depending on the method regularly followed in computing the 
issuer’s income) as or on account of interest on the bond in re- 
spect of a period that includes that time; and 


S. 15.2(2)(b) 


(b) for any taxation year that includes a period throughout which 
the obligation was a small business bond but 


(i) the issuer was not an eligible issuer, or 


(ii) all or substantially all of the proceeds from the issue of 
the obligation were not used by the issuer in the financing of 
an active business carried on by the issuer in Canada imme- 
diately before the time of the issue of the obligation, 


there shall be added to the tax otherwise payable under this Part 
by the issuer for that taxation year an amount equal to 29% of 
the amount of interest paid or payable (depending on the method 
regularly followed in computing the issuer’s income) in respect 
of the bond for that period. 


(3) Definitions — In this section, 


“eligible issuer’’ at any time means 


(a) an individual (other than a trust) who is resident in Canada 
and who 


(i) has not made a joint election before that time in respect of 
a small business bond, 


(ii) is not a majority interest partner of a partnership that has 
made a joint election before that time in respect of a small 
business bond, and 


(iii) neither controls nor is a member of a related group that 
controls 


(A) a corporation that has made a joint election before 
that time in respect of a small business development 
bond, or 


(B) a corporation that is associated with a corporation re- 
ferred to in clause (A), or 


(b) a partnership 


(i) each member of which is an individual (other than a trust) 
who is resident in Canada, 


(ii) each majority interest partner, if any, of which is an eligi- 
ble issuer, and 


(iii) that has not made a joint election before that time in re- 
spect of a small business bond; 


“joint election” means an election that is made in prescribed form, 
containing prescribed information, jointly by the issuer of an obli- 
gation and the person who is the holder of the obligation at the time 
of the election, that is filed with the Minister by the holder and in 
which the holder and the issuer elect that the provisions of this sec- 
tion apply with respect to that obligation; 


Related Provisions: 96(3) — Election by partners. 


“majority interest partner’ — [Repealed] 


History: The definition “majority interest partner” in subsec. 15.2(3) repealed by 
1998, c. 19, s. 77, applicable after April 26, 1995. The definition formerly read: 


“majority interest partner” of a partnership means a taxpayer who, if subsection 
97(3.1) applied to this section, would be deemed to be a majority interest partner 
of the partnership; 


“qualifying debt obligation” of an issuer at a particular time 
means an obligation that is a bill, note, mortgage, hypothecary 
claim or similar obligation issued after February 25, 1992 and 
before 1995, 


(a) the principal amount of which is not less than $10,000 or 
more than $500,000, 


(b) that is issued for a term of not more than 5 years and, except 
in the event of a failure or default under the terms or conditions 
of the obligation, not less than one year, and 


(c) that was issued not more than 5 years before the particular 
time, 

if the obligation is issued 
(d) as part of a proposal to, or an arrangement with, the issuer’s 


creditors that has been approved by a court under the Bank- 
ruptcy and Insolvency Act, 
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(e) at a time when all or substantially all of the issuer’s assets 
are under the control of a receiver, receiver-manager, sequestra- 
tor or trustee in bankruptcy, or 


(f) at a time when, because of financial difficulty, the issuer is in 
default, or could reasonably be expected to default, on a debt 
incurred in the course of the issuer’s business and held by a per- 
son with whom the issuer was dealing at arm’s length or, where 
the issuer is a partnership, by a person with whom each member 
of the partnership was dealing at arm’s length, and it is issued, in 
whole or in part, directly or indirectly in exchange or substitu- 
tion for that debt, 


and the funds from the issue of the obligation are used in Canada in 
a business of the issuer carried on immediately before the time of 
issue; 

History: The opening words of the definition “qualifying debt obligation” in subsec. 
15.2(3) amended to add “hypothecary claim” by 2001, c. 17, s. 199, in force June 14, 
2001. 

The opening words of the definition of “qualifying debt obligation” in subsec. 15.2(3) 
amended by 1994, c. 8, subsec. 2(1), applicable to obligations issued after 1992; and, 
for the purposes of the definition “small business bond” in subsec. 15.2(3), an election 
made before August 11, 1994 in respect of an obligation issued after 1992 and before 
1995 shall be deemed to have been made within 90 days after the day the obligation 
was issued. The opening words formerly read: 


“qualifying debt obligation” of an issuer at a particular time means an obligation 
that is a bill, note, mortgage or similar obligation issued after November 12, 
1981 and before 1988 or after February 25, 1992 and before 1993, 


“small business bond” at any time means 


(a) an obligation that is at that time a qualifying debt obligation, 
issued by an individual or a partnership, in respect of which a 
joint election was made within 90 days after its issue date, or 


(b) an obligation that is at that time a qualifying debt obligation 
issued by an individual or a partnership if 


(1) it is reasonable to consider that the issuer and the holder 
of the obligation intended that this section apply to the obli- 
gation, having regard to such factors as may be relevant, in- 
cluding the rate of interest stipulated under the terms of the 
obligation and the manner in which the issuer and the holder 
have treated the obligation for the purposes of this Act, and 


(ii) the holder files with the Minister a joint election in re- 
spect of the obligation within 90 days after the date of notifi- 
cation by the Minister that a joint election in respect of the 
obligation has not been filed under paragraph (a). 


Related Provisions: 96(3) — Election by partners; 248(1)“small business bond” — 
Definition applies to entire Act. 


(4) Status of interest — Notwithstanding any other provision of 
this Act, an amount paid or payable by a taxpayer pursuant to a 
legal obligation to pay interest on borrowed money used for the 
purpose of acquiring a small business bond shall be deemed to be 
an amount paid or payable, as the case may be, on borrowed money 
used for the purpose of earning income from a business or property. 


(5) False declaration — Where the Minister establishes that an 
issuer has knowingly or under circumstances amounting to gross 
negligence made a false declaration in a joint election in respect of 
an obligation, the reference in paragraph (2)(b) to “29%” shall, in 
respect of the obligation, be read as a reference to “87%”. 


(6) Partnerships — For the purpose of paragraph (2)(b), in the 
case of an issuer that is a partnership, the expression “tax otherwise 
payable under this Part by the issuer” shall be read as a reference to 
the “‘tax otherwise payable under this Part by each member of the 
partnership” and each member shall add to that member’s tax other- 
wise payable under this Part for the taxation year that includes the 
period described in paragraph (2)(b) the amount that can reasonably 
be regarded as that member’s share of the amount determined under 
that paragraph with respect to the partnership. 


(7) Deemed eligible issuer — Where, but for subparagraphs 
(a)(i), (ii) and (iii) and (b)(ii) of the definition “eligible issuer” in 
subsection (3), an individual or a partnership would be an “eligible 
issuer’, the individual or partnership shall be deemed to be an eligi- 
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ble issuer in respect of a small business bond at any time where the 
issue price of the bond does not exceed the amount, if:any, by 
which 

(a) $500,000 
exceeds 


(b) where the issuer is an individual, the total of all.amounts 
each of which is the principal amount outstanding immediately 
after that time in respect of 


(i) another obligation that is a small business bond issued by 
(A) the individual, or 


(B).a partnership of which the individual is a majority in- 
terest partner, or 


(ii) a small business development bond issued by 


(A) a corporation that is controlled by the individual or by 
a related group of which the individual is a member, or 


(B) a corporation that is associated with a corporation re- 
ferred to in clause (A), or 


(c) where the issuer is a partnership, the total of all amounts 
each of which is the principal amount outstanding immediately 
after that time in respect of 


(i) another obligation that is a small business bond issued by 
(A) the partnership, 


(B) an individual who is a majority interest partner of the 
partnership, or 


(C) a partnership of which the individual referred.to in 
clause (B) is a majority interest partner, or 


(ii) a small business development bond issued by 


(A) a corporation that is controlled by the individual re- 
ferred to in clause (i)(B) or by a related group of which 
the individual is a member, or 


(B) a corporation that is associated with a corporation re- 
ferred to in clause (A). 


History [s. 15.2]: S. 15.2 substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 6 
applicable with respect to obligations issued after February 25, 1992. For the purposes 
of the definition “small business bond” in subsec. 15:2(3), an election made in respect 
of an obligation after February 25, 1992 and before September 9, 1993, shall be 
deemed to have been made within 90 days after the day the obligation was issued. S. 
15.2 formerly read: 


15.2 (1) Small business bond — Any amount received by a taxpayer as or on 
account of interest in respect of a small business. bond shall, except for the pur- 
poses of Part IV, be deemed to have been received as a taxable dividend from a 
taxable Canadian corporation. 


(2) |\dem — Where an individual or partnership (in this section referred to as the 
“issuer’) has issued an obligation that is at any time a small business bond, not- 
withstanding any other provision of this Act, the following rules apply: 


(a) in computing the income of the issuer for a taxation year, no deduction 
shall be made in respect of any amount paid or payable (depending on the 
method regularly followed by the issuer in computing its income) for a pe- 
riod that includes that time as or on account of interest on the bond; and 


(b) for any taxation year that includes a period throughout which the obliga- 
tion was a small business bond but 


(i) the issuer was not an eligible'issuer, or 


(ii) all or substantially all of the proceeds from the issue of an obligation 
issued in circumstances described in paragraph (d) of the definition 
“qualifying debt obligation” in subsection(3) were not used by the eligi- 
ble issuer in the financing of an active business carried on by it in Can- 
ada immediately before the time of the issuance of the obligation, 


there shall be added to the tax otherwise payable by the issuer for that taxa- 
tion year an amount equal to 34% of the amount of interest:paid or payable 
(depending on the method regularly followed by the issuer in computing its 
income) in respect of the bond for that period. 


(3) Definitions — In this section, 
“eligible issuer” means 


(a) an individual (other than a trust) resident in Canada who has not, or is not 
a majority interest partner (within the meaning assigned by subsection 
97(3.1)) of a partnership that has, previously made ‘a joint election in respect 
of a small business bond or who does not control or is not a member of a 


93 


related group that controls a corporation that has previously made a joint 
election in respect of a small business development bond, or 


(b) a partnership, all the members of which are individuals who are eligible 
issuers under paragraph (a); 


“joint election” means an, election made in prescribed form jointly by the issuer 
of an obligation and the person who is the holder of the obligation at the election 
time and filed with the Minister by the holder in which the issuer and the holder 
elect that the provisions of this section apply with respect to that obligation and 
in which the issuer declares that 


(a) it is an eligible issuer, and 


(b) the requirements of paragraph (d) of the definition “qualifying debt obli- 
gation” in this subsection have been met; 


“qualifying debt obligation” of an individual or a partnership at any time means 
an obligation that is a bill, note, mortgage or similar obligation issued after No- 
vember 12, 1981 and before 1988, 


(a) the principal amount of which is not less than $10,000 or more than 
$500,000, 


(b) that is issued for a term of not more than five years and, except in the 
event of a failure or default under the terms or conditions of the obligation, 
not less than one year, and 


(c) that was issued not more than five years before that time 
if 
(d) the obligation is issued 


(i) as, part of a proposal to, or an arrangement with, the individual’s or 
partnership’s creditors, as the case may be, that has been approved by a 
court under the Bankruptcy and Insolvency Act, 


(ii) at a time when all or substantially all-of the individual’s or partner- 
ship’s assets, as the case may be, are under the control of a receiver, 
receiver-manager, sequestrator or trustee in bankruptcy, or 


(iii) at a time when, by reason, of financial difficulty, the individual. or 
partnership is.in default, or could reasonably be expected to default; on a 
debt,incurred in the course of the business of the individual, or partner- 
ship, as the case may be, and held by a person with whom the individual 
or each member of the partnership was dealing at arm’s length and it is 
issued, in whole or in part, directly or indirectly in exchange or substitu- 
tion for that debt, 


and the funds from the issuance thereof are used in Canada in a business of 
the individual or partnership carried on immediately before the time of 
issuance; 


“small business bond” at any time means an obligation that is at that time a 
qualifying debt obligation issued by an individual or partnership in respect of 
which a joint election was made at a particular time, that is within 90 days after 
the later of its issue date and March 30, 1983. 


(4) Presumption — Notwithstanding any other provision of this Act, an amount 
paid or payable by a taxpayer pursuant to a legal obligation to pay interest on 
borrowed money used for the purpose of acquiring a small business bond shall 
be deemed to be an amount paid or payable, as the case may be, on borrowed 
money used for the purpose of earning income from a business or property. 


(5) False declaration — Where an issuer knowingly or under circumstances 
amounting to gross negligence makes a false declaration in a joint election in 
respect of an obligation, the reference in paragraph (2)(b) to “34%” shall be read 
as a reference to “102%”. 


(6) Partnerships — For the purposes. of paragraph (2)(b), in the case of an is- 
suer that is a partnership, the expression “tax otherwise payable by the issuer” 
shall be read as a reference to the “tax otherwise payable by each member of the 
partnership” and each member shall add. to :the member’s tax otherwise payable 
for the taxation year that includes the: period described in paragraph (2)(b) the 
amount that can reasonably be regarded as the member’s share of the amount 
determined under that paragraph with respect to the partnership. 


(7) Deemed eligible issuer — Where an individual, a partnership of which the 
individual is a majority interest partner (within the meaning assigned by subsec- 
tion 97(3.1)) or a corporation that is controlled by 


(a) the individual, 
(b) a related group of which the individual is a member, or 


(c) a member of the partnership who is a majority interest partner of the 
partnership (within the meaning assigned by subsection 97(3.1)) 


has previously made.a joint election in respect of a small business bond or, in the 
case of a corporation, a:small business development bond, the individual and any 
partnership of which the individual is a majority interest partner (within the 
meaning assigned by subsection 97(3.1)) shall be deemed to be an eligible issuer 
in respect of any additional small business bond that the individual or partnership 
may issue at any particular time after May 23, 1985 if at the particular time the 
issue price of such additional bond does not exceed the amount, if any, by which 


(d) $500,000 « 
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exceeds, 


(e) where the issuer is an individual, the total of all amounts each of which is 
the principal amount outstanding at that particular time in respect of 


(i) another small business bond issued 
(A) before the particular time by the individual, or 


(B) at or before the particular time by a partnership of which the 
individual is a majority interest partner (within the meaning as- 
signed by subsection 97(3.1)), or 
(ii) a small business development bond issued at or before the particular 
time by 


(A) a corporation that is controlled by the individual, or by a related 
group of which the individual is a member, or 


(B) a corporation that is associated with a corporation referred to in 
clause (A), or 


(f) where the issuer is a partnership, the total of all amounts each of which is 
the principal amount outstanding at that particular time in respect of 


(i) another small business bond issued 
(A) before the particular time by the partnership, or 


(B) at or before the particular time by an individual who is a major- 
ity interest partner of the partnership (within the meaning assigned 
by subsection 97(3.1)), or 


(ii) a small business development bond issued at or before the particular 
time by 


(A) a corporation that is controlled by the individual referred to in 
clause (i)(B) or by a related group of which the individual is a mem- 
ber, or 


(B) a corporation that is associated with a corporation referred to in 
clause (A). 
(8) Presumption — Notwithstanding the definition “small business bond” in 
subsection (3), where the holder of a qualifying debt obligation issued by an 
individual or a partnership has not filed with the Minister a joint election within 
the time referred to in the definition, the obligation shall be deemed to be a small 
business bond if 


(a) it is reasonable to consider that the issuer and the holder intended that 
this section would apply to the obligation having regard to such factors as 
may be relevant, including the rate of interest stipulated under the terms of 
the obligation and the manner in which the issuer and the holder have treated 
the obligation for the purposes of this Act; and 
(b) the holder files with the Minister a joint election within 90 days after the 
date of notification by the Minister that a joint election in respect of the 
obligation has not been filed pursuant to the definition “small business 
bond” in subsection (3). 
(9) Penalty — For the purpose of subsection 163(3), where an amount is added 
to the tax otherwise payable by an issuer by virtue of subsection (5), the amount 
shall be deemed to be a penalty assessed by the Minister under section 163. 
Subpara. (d)(i) of “qualifying debt obligation” in subsec. 15.2(3) amended by 1994, c. 
7, Sch. V (1992, c. 27), para. 90(1)(q), to substitute “Bankruptcy and Insolvency Act” 
for “Bankruptcy Act’, in force November 30, 1992. 
Definitions [s. 15.2]: “active business”, “amount” — 248(1); “arm’s length” — 
251(1); “associated” — 256; “borrowed money”, “business” — 248(1); “Canada” — 
255; “control” — 256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “eli- 
gible issuer’ — 15.2(3); “individual” — 248(1); “issuer” — 15.2(2); “joint elec- 
tion” — 15.2(3); “majority interest partner”, “Minister”, “person”, “prescribed”, “prin- 
cipal amount”, “property” — 248(1); “qualifying debt obligation” — 15.2(3); “related 
group” —251(4); “resident in Canada’ — 250; “small business bond” — 15.2(3), 
248(1); “small business development bond” — 15.1(3), 248(1); “tax otherwise payable 
under this Part’ — 15.2(6);: “taxable Canadian corporation”, “taxable dividend” — 
89(1), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), 
(3). 
Interpretation Bulletins [s. 15.2]: IT-507R: Small business development bonds and 
small business bonds (archived). 


16. (1) Income and capital combined — Where, under a con- 
tract or other arrangement, an amount can reasonably be regarded 
as being in part interest or other amount of an income nature and in 
part an amount of a capital nature, the following rules apply: 


(a) the part of the amount that can reasonably be regarded as 
interest shall, irrespective of when the contract or arrangement 
was made or the form or legal effect thereof, be deemed to be 
interest on a debt obligation held by the person to whom the 
amount is paid or payable; and 

(b) the part of the amount that can reasonably be regarded as an 
amount of an income nature, other than interest, shall, irrespec- 
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tive of when the contract or arrangement was made or the form 
or legal effect thereof, be included in the income of the taxpayer 
to whom the amount is paid or payable for the taxation year in 
which the amount was received or became due to the extent it 
has not otherwise been included in the taxpayer’s income. 
Related Provisions: 12(1)(c) — Interest income; 12(1)(g) — Amount fully taxable 
where based on production or use; 12(3) — Accrual of interest income; 16(4), (5) — 
Application of subsec. (1); 138(12)-——“Gross investment revenue” of an insurer; 
214(2) — Tax on non-residents. 
Selected Cases [subsec. 16(1)]: West Hill Redevelopment Co. v. MNR, [1991] 2 
C.T.C. 83 (FCTD) (Where plaintiff sold condominiums and took back mortgages at 
below-market interest rates, excess of face value of mortgages over fair market value 
not interest under subsec. 16(1)); Alepin v.. R., [1979] C.T.C. 360 (FCTD) (Absent 
agreement to contrary, amounts received apply first to arrears of interest); Rodmon 
Construction Inc. v. R., [1975] C.T.C. 73 (FCTD) (Not reasonable to regard payments 
as part interest where loan is interest free); Vanwest Logging Co. Ltd. v. MNR, [1971] 
C.T.C. 199 (Exch.) (Subsec. 7(1) [now subsec. 16(1)] inapplicable to amount paid by 
instalments without interest; taxpayer’s intention relevant). 
Regulations: 201(1)(d) (information return). 


Interpretation Bulletins: IT-233R: Lease-option agreements; sale-leaseback agree- 
ments (archived); IT-265R3: Payments of income and capital combined (archived); IT- 
365R2: Damages, settlements and similar receipts; IT-396R: Interest income; IT-533: 
Interest deductibility and related issues. 


Forms: T5: Statement of investment income; TS Summ: Return of investment income. 


(2) Obligation issued at discount — Where, in the case of a 
bond, debenture, bill, note, mortgage or similar obligation issued 
after December 20, 1960 and before June 19, 1971 by a person ex- 
empt from tax under section 149, a non-resident person not carrying 
on business in Canada, or a government, municipality or municipal 
or other public body performing a function of government, 


(a) the obligation was issued for an amount that is less than the 
principal amount of the obligation, 


(b) the interest stipulated to be payable on the obligation, ex- 
pressed in terms of an annual rate on 


(1) the principal amount thereof, if no amount is payable on 
account of the principal amount before the maturity of the 
obligation, or : 


(ii) the amount outstanding from time to time as or on ac- 
count of the principal amount thereof, in any other case, 


is less than 5%, and 


(c) the yield from the obligation, expressed in terms of an annual 
rate on the amount for which the obligation was issued (which 
annual rate shall, if the terms of the obligation or any agreement 
relating thereto conferred on the holder thereof a right to de- 
mand payment of the principal amount of the obligation or the 
amount outstanding as or on account of the principal amount, as 
the case may be, before the maturity of the obligation, be calcu- 
lated on the basis of the yield that produces the highest annual 
rate obtainable either on the maturity of the obligation or condi- 
tional on the exercise of any such right) exceeds the annual rate 
determined under paragraph (b) by more than '/; thereof, 


the amount by which the principal amount of the obligation exceeds 
the amount for which the obligation was issued shall be included in 
computing the income of the first owner of the obligation who is a 
resident of Canada and is not a person exempt from tax under sec- 
tion 149 or a government, for the taxation year of the owner of the 
obligation in which he, she or it became the owner thereof. 

Related Provisions: 16(5) — Application of subsec. 16(1); 53(1)(g) — Addition to 


adjusted cost base; 142.4(1)“tax basis”(b) — Disposition of specified debt obligation 
by financial institution. 


Interpretation Bulletins: IT-265R3: Payments of income and capital combined 
(archived). 


(3) Obligation issued at discount — Where, in the case of a 
bond, debenture, bill, note, mortgage, hypothecary claim or similar 
obligation (other than an obligation that is a prescribed debt obliga- 
tion for the purpose of subsection 12(9)) issued after June 18, 1971 
by a person exempt, because. of section 149, from Part I tax on part 
or on all of the person’s income, a non-resident person not carrying 
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on business in Canada or a government, municipality or municipal 
or other public body performing a function of government, 


(a) the obligation was issued for an amount that is less ‘than the 
principal amount of the obligation, and 


(b) the yield from the obligation, expressed i in terms of an annual 


rate on the amount for which the obligation was issued (which | 


annual rate shall, if the terms of the obligation or any agreement 
relating thereto ‘conferred on the holder thereof a right to de- 
mand payment of the principal amount of the obligation or the 
amount outstanding as or on account of the principal amount, as 

' the case may be, before the maturity of the obligation, be calcu- 
lated on the basis of the yield that produces the highest annual 
rate obtairiable either on the maturity of the obligation or condi- 
tional on the exercise of any such right) exceeds “/3 of the inter- 
est stipulated to be payable on the obligation, expressed in terms 
of an annual rate on 


(i) the principal amount of the obligation, if no amount is | 


payable on account of the principal amount pode the ‘matur- 
ity of the obligation, or 


(ii) the amount outstanding from time to time as or on ac- 
count of the principal amount thereof, in any. other case, 


the amount by which the principal amount of the obligation exceeds 
the amount for which the obligation was issued shall be included in 
computing the income of the first owner of the obligation 


(c) who is resident in:Canada, 


(d) who is not a government nor a person exempt, because of 
section 149, from tax under this Part on all or part of the per- 
son’s taxable income, and 


(e) of whom the obligation is a capital property, 


for the taxation year in which the owner acquired the obligation. 


Related Provisions: 16(5) — Application of subsec. 16(1); 20(14) — Treatment of 
accrued bond interest; 53(1)(g) — Addition to adjusted cost base; 142.4(1)“tax ba- 
sis”(b) — Disposition of specified debt obligation by financial institution. ° 


History: The opening words of subsec. 16(3) amended to add “hypothecary claim” by 
2001, c: 17, 's. 200, in force June 14, 2001. 

All that portion of subsec. 16(3) after para. (b) substituted by 1994, c. 21, s, 10, appli- 
cable to 1990 et seg. That portion formerly read: 


the amount by which the principal amount of the obligation exceeds the amount 
for which the obligation was issued shall be included in computing the income of 
the first owner of the obligation who is a resident of Canada and is not a person 
exempt from tax under section 149 or a government, for the taxation year of the 
owner of the obligation in which he, she or it became the owner thereof. 


That portion of subsec. 16(3) preceding para. (a) substituted by 1994, c, 7, Sch. VIII 
(1993, c. 24), subsec. 7(1), applicable to 1991 et seq. That portion formerly read: 


(3) ldem — Where, in the case of a bond, debenture, bill, note; mortgage or sim- 
ilar obligation \issued after June 18, 1971. by a person.exempt' from tax under 
section 149, a non-resident person not carrying on business in Canada, ora gov- 
ernment, municipality or municipal or other public body performing a function 
of government, 

Regulations: 7000(1), (prescribed. debt obligation). 

Interpretation Bulletins: IT-265R3: Payments of income and capital combined 

(archived). 


(4) Where subsec. (1) does not apply — Subsection (1) does 
not apply to any amount received by a taxpayer in a taxation year 


(a) as an annuity payment; or 


(b) in satisfaction of the taxpayer’s rights under an annuity 
contract: 


(5) Idem — Subsection (1) does not apply in any case where sub- 
section (2) or (3) applies. 


(6) Indexed debt obligations — Subject to subsection (7) and 
for the purposes of this Act, where at any time in a taxpayer’s taxa- 
tion year 
(a) an interest in an indexed debt obligation is held by the 
taxpayer, 
(i) an amount determined in prescribed manner shall be 
deemed to be received and receivable by the taxpayer in the 
year as interest in respect of the obligation, and 
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(ii) an amount determined in prescribed manner shall be 
deemed to be paid and payable in respect of the year by the 
taxpayer as interest under a legal obligation of the taxpayer 
to pay interest on borrowed money used for the purpose of 
earning income from a business or property; 


(b) an indexed debt obligation is an obligation of the taxpayer, 


(i) an amount determined in’ prescribed manner shall be 
deemed to be payable in respect’ of the year by the taxpayer 
as interest in respect of the obligation, and 


(ii)’an amount determined in prescribed manner shall be 
deemed to be received and receivable by the taxpayer in the 
year as interest in respect of the obligation; and 


(c) the taxpayer pays or credits an amount in respect of an 

amount determined under subparagraph (b)(i) in respect of an 

indexed debt obligation, the payment or' crediting shall be 

deemed to be a payment or crediting of interest ‘on the 

obligation. . 
Related Provisions: 20(1)(c) — Interest deduction; 53(1)(e. 1) — Addition to ad- 
justed cost base; 53(2)(1.1) — Deduction: from adjusted, cost base;-138(12)‘*gross in- 
vestment revenue”G(a) — Gross investment revenue of insurer; 142.3(2) — Indexed 
debt obligation not subject to rules re income from specified debt obligations; 
142.4(1)“tax basis’(e), (n) — Disposition of specified debt obligation by financial in- 
stitution; 214(7).— Sale. of obligation by non-resident. 


History: The opening words of subsec. 16(6) amended by 1998, c::19,; subsec. 78(1), 
applicable 


(a) to taxation years that end after September 1997; and 


(b), to a, taxpayer’s taxation, years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b). 


The opening words formerly read: 
(6) For the purposes of this,Act, where at any time.ina taxpayer’s taxation year 


Subsec: 16(6) added by 1994, c. 7, Sch. VII (1993; c. 24), subsec. 7(2), applicable to 
debt obligations issued after October 16, 1991. 


Regulations: 7001 (amounts determined in prescribed manner). 


(7) Impaired indexed debt obligations — Paragraph (6)(a) 
does not apply to a taxpayer in respect of an indexed debt obligation 
for the part of a taxation year throughout which the obligation is 
impaired where an amount in respect of the obligation is deductible 
because of subparagraph Sek bite in computing the taxpayer’s in- 
come for the year. 


History: Subsec. 16(7) added by 1998, c. 19, subsec, 78(2), applicable 
(a) to, taxation years that end after September 1997; and 


 (b) to’ a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an,election in accordance with para. 81(11)(b). 


Definitions [s. 16]: “amount”, “annuity”; “borrowed money”, “business” — 248(1); 
“Canada” — 255; “capital properiid—354s 248(1); “carrying on business in; Can- 
ada” — 253; “indexed debt obligation”, “non-resident”, “‘prescribed” — 248(1); -‘pre- 
scribed debt. obligation” — Reg. 7000(1); “principal. amount’, “property” — 248(1); 
“received” — 248(7); “regulation” — 248(1); “resident of Canada” — 94(3)(a)(viii), 
250; “taxation year’ — 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 16]: IT-265R3: Payments of income and capital com- 
bined (archived); IT+533: Interest deductibility and related issues. 


29) «66, 


16.1 (1) Leasing properties — Where a taxpayer (in this section 
referred to as the “lessee’’) leases tangible property (other than pre- 
scribed property) that would, if the lessee acquired the property, be 
depreciable property of the lessee, from a person resident in Canada 
other than a person whose taxable income is exempt from tax under 
this Part, or from a non-resident person who holds the lease in the 
course of carrying on a business through a permanent establishment 
in Canada, as defined by regulation, any income from which is sub- 
ject to tax under this Part, who owns the property, and with whom 
the lessee was dealing at arm’s length (in this section referred to as 
the “lessor’’) for a term of more than one year, if the lessee and the 
lessor jointly elect in prescribed form filed with their returns of in- 
come for their ‘respective taxation years that include the particular 
time when the lease began, the following rules apply for the pur- 
pose of computing the income of the lessee for the taxation year 
that includes the. particular time and for all subsequent taxation 
years: 


S. 16.1(1) 


Proposed Amendment — 16.1(1) opening words 


Application: The July: 16, 2010 draft legislation (Part 2 — bijuralism), s. 180, will 
amend the opening words of subsec. 16.1(1) by substituting “, or for civil law corporeal 
property, that is not prescribed property and” for “(other than prescribed property)”, to 
come into force on Royal Assent. ; 


Technical Notes (July 2010): See under 12(4). 4 


(a) in respect of amounts paid or payable for the use of, or for 
the right to use, the property, the lease shall be deemed not to be 
a lease; 

(b) the lessee shall be deemed to. have acquired the property 
from the lessor at the particular time at a cost equal to its fair 
market value at that time; 


(c) the lessee shall be deemed to have borrowed money from the 
lessor at the particular time, for the purpose of acquiring the pro- 
perty, in a principal amount equal to the fair market value of the 
property at that time; 


(d) interest shall be deemed to accrue on the principal amount of 
the borrowed money outstanding from time to time, com- 
pounded semi-annually, not in advance, at the prescribed rate in 
effect 


(i) at the earlier of 


(A) the time, if any, before the particular time, at which 
the lessee last entered into an agreement to lease the pro- 
perty, and 


(B) the particular time, or 


(ii) where the lease provides that the amount payable by the 
lessee for the use of, or the right to use, the property varies 
according to prevailing interest rates in effect from time to 
time, and the lessee so elects, in respect of all of the property 
that is subject to the lease, in the lessee’s return of income 
under this Part for the taxation year of the lessee in which the 
lease began, at the beginning of the period for which the in- 
terest is being calculated; 


(e) all amounts paid or payable by or on behalf of the lessee for 
the use of, or the right to use, the property in the year shall be 
deemed to be blended payments, paid or payable by the lessee, 
of principal and interest on the borrowed money outstanding 
from time to time, calculated in accordance with paragraph (d), 
applied firstly on account of interest on principal, secondly on 
account of interest on unpaid interest and thirdly on account of 
unpaid principal, if any, and the amount, if any, by which any 
such payment exceeds the total of those amounts shall be 
deemed to be paid or payable on account of interest, and any 
amount deemed by reason of this paragraph to be a payment of 
interest shall be deemed to have been an amount paid or paya- 
ble, as the case may be, pursuant to a legal obligation to pay 
interest in respect of the year on the borrowed money; 


(f) at the time of the expiration or cancellation of the lease, the 
assignment of the lease or the sublease of the property by the 
lessee, the lessee shall (except where subsection (4) applies) be 
deemed to have disposed of the property at that time for pro- 
ceeds of disposition equal to the amount, if any, by which 


(i) the total of 
(A) the amount referred to in paragraph (c), and 
(B) all amounts received or receivable by the lessee in re- 


spect of the cancellation or assignment of the lease or the 
sublease of the property 


exceeds 
(ii) the total of 
(A) all amounts deemed under paragraph (e) to have been 
paid or payable, as the case may be, by the lessee on ac- 
count of the principal amount of the borrowed money, 
and 
(B) all amounts paid or payable by or on behalf of the 


lessee in respect of the cancellation or assignment of the 
lease or the sublease of the property; 
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(g) for the purposes of subsections 13(5.2) and (5.3), each 
amount paid or payable by or on behalf of the lessee that would, 
but for this subsection, have been an amount paid or payable for 
the use of, or the right to use, the property shall be deemed to 
have been deducted in computing the lessee’s income as an 
amount paid or payable by the lessee for the use of, or the right 
to use, the property after the particular time; 


(h) any amount paid or payable by or on behalf of the lessee in 
respect of the granting or assignment of the lease or the sublease 
of the property that would, but for this paragraph, be the capital 
cost to the lessee of a leasehold interest in the property shall be 
deemed to be an amount paid or payable, as the case may be, by 
the lessee for the use of, or the right to use, the property for the 
remaining term of the lease; and 


(i) where the lessee elects under this subsection in respect of a 
property and, at any time after the lease was entered into, the 
owner of the property is a non-resident person who does not 
hold the lease in the course of carrying on a business through a 
permanent establishment in Canada, as defined by regulation, 
any income from which is subject to tax under this Part, for the 
purposes of this subsection the lease shall be deemed to have 
been cancelled at that time. 


Related Provisions: 16.1(5) — Replacement property; 16.1(6) — Additional pro- 
perty; 16.1(7) — Renegotiation of lease; Reg. 1100(1.1)—(1.13) — CCA restrictions on 
leasing property. 
History: The opening words of subsec. 16.1(1) amended by 1999, c. 22, s. 7, applica- 
ble to leases entered into by a taxpayer or partnership after 3:30 p.m., EDST, August 
18, 1998, other than such leases entered into after that time pursuant to an agreement in 
writing 
(a) made before that time under which the taxpayer or partnership was required to 
enter into the lease, and 


(b) in respect of which there is no agreement or other arrangement under which the 
obligation of the taxpayer or partnership to enter into the lease can be changed, 
reduced or waived if there is a change to the Act or if there is an adverse assess- 
ment under the Act, 


and for the purpose of this application, a lease in respect of which a material change 
has been agreed to by the parties to the lease, effective at any particular time that is 
after 3:30 p.m., EDST, August 18, 1998, is deemed to have been entered into at that 
particular time. The opening words formerly read: 


16.1 (1) Where a taxpayer (in this section referred to as the “lessee’’) leases tan- 
gible property. (other than prescribed property) that would, if the lessee acquired 
the property, be depreciable property of the lessee, from a person resident in 
Canada (or from a non-resident person who holds the lease in the course of car- 
rying on a business through a permanent establishment in Canada, as defined by 
regulation, any income from which is subject to tax under this Part) who owns 
the property and with whom the lessee was dealing at arm’s length (in this sec- 
tion referred to as the “lessor’”) for a term of more than one year, if the lessee and 
the lessor jointly elect in prescribed form filed with their returns of income under 
this Part for their respective taxation years that include the particular time when 
the lease began, the following rules apply for the purposes of computing the 
income of the lessee for the taxation year that includes the particular time and for 
all subsequent taxation years: 


That portion of subsec. 16.1(1) preceding para. (e) substituted by 1994, c..7, Sch. II 
(1991, c. 49), subsec. 12(1), applicable to leases and subleases entered into after 10 
p.m. EDST, April 26, 1989, other than 


(a) leases entered into under an agreement in writing entered into at or before 10 
p.m. EDST, April 26, 1989 under which the lessee thereunder has the right to re- 
quire the lease of the property, and 


(b) subleases of properties that are subject to leases described in paragraph (a) or to 
leases entered into at or before 10 p.m. EDST, April 26, 1989, 


except that, with respect to leases and subleases entered into after 10 p.m. EDST, April 
26, 1989 and before June 12, 1989, the subsec. shall be read without reference to the 
words “resident in Canada (or from a non-resident person who holds the lease in the 
course of carrying on a business through a permanent establishment in Canada, as de- 
fined by regulation, any income from which is subject to tax under this Part)” and the 
words “and with whom the lessee was dealing at arm’s length”, and, with respect to 
leases and subleases entered into after June 11, 1989 and before July 13, 1990, the 
subsec. shall be read without reference to cl. (d)(i)(A), to the words “the earlier of? and 
to the words “any income from which is subject to tax under this Part”. That portion of 
subsec. 16.1(1) formerly read: 


16.1 (1) Leasing properties — Where, at any particular time, a taxpayer (in this 
section referred to as the “lessee”) has leased tangible property (other than pre- 
scribed property) that would, if the lessee had acquired the property, have been 
depreciable property of the lessee, from a person resident in Canada (or from a 
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person not resident in Canada where the lease is held in the course of carrying on 
a business through a permanent establishment in Canada, as defined by regula- 
tion) who owns the property and with whom the lessee was dealing at arm’s 
length (in this section referred to as the “lessor”) for a term of more than one 
year, if the lessee and the lessor have jointly elected by filing the prescribed form 
with their returns of income under this Part for their respective taxation years 
that include the time at which the lease was entered into, the following rules 
apply for the purposes of computing the income of the lessee for the taxation 
year that includes the particular time and for all subsequent taxation years: 


(a) the lease shall be deemed not to be a lease; 


(b) the lessee shall be deemed to have acquired the property from the lessor 
at the particular time at a cost equal to its fair market value at that time; 
(c) the lessee shall be deemed to have borrowed money from the lessor at the 
particular time, for the purpose of acquiring the property, in a principal 
amount equal to the fair market value of the property at that time; 

(d) interest shall be deemed to accrue on the principal amount of the bor- 
rowed money outstanding from time to time, compounded semi-annually, 
not in advance, at the prescribed rate in effect at the particular time (or, 
where a particular lease provides that the amount paid or payable by the 
lessee for the use of, or the right to use, the property varies according to 
prevailing interest rates in effect from time to time, and the lessee so elects, 
in respect of all of the property that is subject to the particular lease, in the 
lessee’s return of income under this Part for the taxation year of the lessee in 
which the particular lease was entered into, the prescribed rate that is in ef- 
fect at the time the interest is being calculated); 


Para. 16.1(1)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 12(2), applicable 
to leases and subleases entered into after June 11, 1989, other than 


(a) leases entered into under an agreement in writing entered into at or before 10 
p.m. EDST, April 26, 1989 under which the lessee thereunder has the right to re- 
quire the lease of the property, and 


(b) subleases of properties that are subject to leases described in paragraph (a) or to 
leases entered into at or before 10 p.m. EDST, April 26, 1989, 


except that, with respect to such leases and subleases entered into before July 13, 1990, 
para. (i) shall be read without reference to the words “‘any income from which is sub- 
ject to tax under this Part”. Para. 16.1(1)G) formerly: read: 


(i) where the lessee has made an election under this subsection in respect of a 
property and, at any time after the lease was entered into, the owner of the pro- 
perty is a person not resident in Canada (except where the person holds the lease 
in the course of carrying on a business through a permanent establishment in 
Canada, as defined by regulation), for the purposes of this subsection, the lease 
shall be deemed to have been cancelled at that time. 


Regulations: 1100(2)(a)(vi) — Half-year CCA rule inapplicable to property deemed 
acquired by 16.1(1)(b); 4302 (prescribed rate of interest for 16.1(1)(d)); 8200 (pre- 
scribed property); 8201 (permanent establishment). 


Interpretation Bulletins: IT-233R: Lease-option agreements; sale-leaseback agree- 
ments (archived); IT-265R3: Payments of income and capital combined (archived). 
I.T. Technical News: 21 (cancellation of Interpretation Bulletin IT-233R). 

Forms: T2145: Election in respect of the leasing of property. 


(2) Assignments and subleases — Subject to subsections (3) 
and (4), where at any particular time a lessee who has made an elec- 
tion under subsection (1) in respect of a leased property assigns the 
lease or subleases the property to another person (in this section 
referred to as the “assignee’’), 


(a) subsection (1) shall not apply in computing the income of the 
lessee in respect of the lease for any period after the particular 
time; and 

(b) if the lessee and the assignee jointly elect in prescribed form 
filed with their returns of income under this Part for their respec- 
tive taxation years that include the particular time, subsection (1) 
shall apply to the assignee as if 


(i) the assignee leased the property at the particular time from 
the owner of the property for a term of more than one year, 
and 


(ii) the assignee and the owner of the property jointly elected 
under subsection (1) in respect of the property with their re- 
turns of income under this Part for their respective taxation 
years that include the particular time. 

History: Para. 16.1(2)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 12(3), 


applicable to leases and subleases entered into after 10 p.m. EDST, April 26, 1989, 
other than 


(a) leases entered into pursuant to an agreement in writing entered into at or before 
10 p.m. EDST, April 26, 1989 under which the lessee thereunder has the right to 
require the lease of the property, and 
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(b) subleases of properties that are subject to leases described in paragraph (a) or to 
leases entered into at or before 10 p.m. EDST, April 26, 1989. 


Para. 16.1(2)(b) formerly read: 


(b) if the lessee and the assignee have jointly elected’ by filing the prescribed 
form with their returns, of income under this Part for their respective taxation 
years that include the time at which the assignment or sublease was entered into, 
subsection (1) shall apply to the assignee as if the assignee leased the property at 
that time from the owner of the property for a term of more than one year. 


Forms: T2146: Election in respect of assigned leases or subleased property. 


(3) Idem — Subject to subsection (4), where at any particular time 
a lessee who has made an election under subsection (1) in respect of 
a leased property assigns the lease or subleases the property to an- 
other person with whom the lessee is not dealing at arm’s length, 
the other person shall, for the purposes of subsection (1) and for the 
purposes of computing that person’s income in respect of the lease 
for any period after the particular time, be deemed to be the same 
person as, and a continuation of, the lessee, except that, notwith- 
standing paragraph (1)(b), that other person shall be deemed to have 
acquired the property from the lessee at the time that it was ac- 
quired by the lessee at a cost equal to the amount that would be the 
lessee’s proceeds of disposition of the property determined under 
paragraph (1)(f) if that amount were determined without reference 
to clauses (1)(f)(i)(B) and (ii)(B). 


(4) Amalgamations and windings-up — Notwithstanding sub- 
section (2), where at any time a particular corporation that has made 
an election under subsection (1) in respect of a lease assigns the 
lease 


(a) by reason of an amalgamation (within the meaning assigned 
by subsection 87(1)), or 


(b) in the course of the winding-up of a Canadian corporation in 
respect of which subsection 88(1) applies, 


to another corporation with which it does not deal at arm’s length, 
the other corporation shall, for the purposes of subsection (1) and 
for the purposes of computing its income in respect of the lease 
after that time, be deemed to be the same person as, and a continua- 
tion of, the particular corporation. 


(5) Replacement property — For the purposes.of subsection (1), 
where at any time a property (in this subsection referred to as a 
“replacement property”) is provided by a lessor to a lessee as a re- 
placement for a similar property of the lessor (in this subsection 
referred to as the “original property’) that was leased by the lessor 
to the lessee, and the amount payable by the lessee for the use of, or 
the right to use, the replacement property is the same as the amount 
that was so payable in respect of the original property, the replace- 
ment property shall be deemed to be the same property as the origi- 
nal property. 

History: See under subsec. 16.1(7). 


(6) Additional property — For the purposes of subsection (1), 
where at any particular time 


(a) an addition or alteration (in this subsection referred to as “ad- 
ditional property”) is made by a lessor to a property (in this sub- 
section referred to as the “original property”) of the lessor that is 
the subject of a lease, 


(b) the lessor and the. lessee of the original property have jointly 
elected under subsection (1) in respect of the original property, 
and 


(c),as a consequence of the addition or alteration, the total 
amount payable by the lessee for the use of, or the right to use, 
the original property and the additional property exceeds the 
amount so payable in respect.of the original property, 


the following rules apply: 


(d) the lessee shall be deemed to have leased the additional pro- 
perty from the lessor at the particular time, 


(e) the term of the lease of the additional property: shall be 
deemed to be greater than one year, 


S. 16.1(6)(f) 


(f) the lessor and the lessee shall be deemed to have jointly 
elected under subsection (1) in respect of the additional 
property, 

(g) the prescribed rate in effect at the particular time in respect 
of the additional property shall be deemed to be equal to the 
prescribed rate in effect in respect of the original property at the 
particular time, 


(h) the additional property shall be deemed not to be prescribed 
property, and 


(i) the excess referred to in paragraph (c) shall be deemed to be 
an amount payable by the lessee for the use of, or the right to 
use, the additional property. 

History: See under subsec. 16.1(7). 


Regulations: 4301(c) (prescribed rate for 16.1(6)(g)); 4302 (prescribed. rate for 
16.1(6)(d). 


(7) Renegotiation of lease — For the purposes of subsection 
(1), where at any time 


(a) a lease (in this subsection referred to as the “original lease’’) 
of property is renegotiated in the course of a bona fide renegoti- 
ation, and 


(b) as a result of the renegotiation, the amount payable by the 
lessee of the property for the use of, or the right to use, the pro- 
perty is altered in respect of a period after that time (otherwise 
than because of an addition or alteration to which subsection (6) 
applies), 
the original lease shall be deemed to have expired and the renegoti- 
ated lease shall be deemed to be a new lease of the property entered 
into at that time. 


Related Provisions: 16(1) — Income and capital combined; 20(1)(c) — Deductions 
permitted — interest. 


History: Subsecs. 16.1(5)-(7) added by 1994, c. 7, Sch. II (1991, c. 49), subsec: 12(4), 
applicable to leases and subleases entered into after 10 p.m. EDST, April 26, 1989, 
other than 


(a) leases entered into pursuant to an agreement in writing entered into at or before 
10 p.m. EDST, April 26, 1989 under which the lessee thereunder has the right to 
require the lease of the property, and 


(b) subleases of properties that are subject to leases described in paragraph (a) or to 
leases entered into at or before 10 p.m. EDST, April 26, 1989. 


Definitions [s. 16.1]: “amount” — 248(1); “‘arm’s length” — 251(1); “borrowed 


money”, “business” — 248(1); “Canada” — 255; “corporeal property’”” — Quebec Civil 
Code art. 899, 906; “depreciable property” — 13(21), 248(1); “lessee”, “lessor” — 
16.1(1); “non-resident” — 248(1); “permanent establishment” — Reg. 8201; “person”, 


“prescribed” — 248(1); “prescribed rate” — Reg. 4301, 4302; “principal amount”, 
“property”, “regulation” — 248(1); “resident in Canada” — 94(3)(a)(viii), 250; “‘taxa- 
ble income — 248(1); “taxation year” — 11(2), 249; “taxpayer” — 248(1). 


Regulations [s. 16.1]: 4302 (prescribed interest rate); 8200 (prescribed property). 


17. (1) Amount owing by non-resident [deemed interest in- 
come] — Where, at any time in a taxation year of a corporation 
resident in Canada, a non-resident person owes an amount to the 
corporation, that amount has been or remains outstanding for more 
than a year and the total determined under paragraph (b) for the 
year is less than the amount of interest that would be included in 
computing the corporation’s income for the year in respect of the 
amount owing if that interest were computed at a reasonable rate for 
the period in the year during which the amount was owing, the cor- 
poration shall include an amount in computing its income for the 
year equal to the amount, if any, by which 


(a) the amount of interest that would be included in computing 
the corporation’s income for the year in respect of the amount 
owing if that interest were computed at the prescribed rate for 
the period in the year during which the amount was owing 


exceeds 
(b) the total of all amounts each of which is 


(i) an amount included in computing the corporation’s in- 
come for the year as, on account of, in lieu of or in satisfac- 
tion of, interest in respect of the amount owing, 
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(ii) an amount received or receivable by the corporation from 
a trust that is included in computing the corporation’s income 
for the year or a subsequent year and that can reasonably be 
attributed to interest on the amount owing for the period in 
the year during which the amount was owing, or 


(iii) an amount that is included in computing the corpora- 
tion’s income for the year or a subsequent year under subsec- 
tion 91(1) and that can reasonably be attributed to interest on 
the amount owing for the period in the year during which the 
amount was Owing. 


Proposed Amendment — 17(1)(b)(iii) © 
Letter from Dept. of Finance, Sept. 3, 2002: 
Dear [xxx]: 


I am writing in reply to your letter dated March 20, 2002 to Mr. Wally Conways in 
which you requested amendments to subparagraph 17(1)(b)(iii) and subsection 17(2) of 
the Income Tax Act (the “Act”). 


Subsection 17(1) of the Act generally applies where a non-resident owes an amount, to 
a corporation resident in Canada, at any time in a particular taxation year of the corpo- 
ration, that amount owing to the corporation has been or remains outstanding for more 
than one year and the corporation does not include, in computing its income for the 
particular taxation year, interest, computed at a reasonable rate, on the amount owing to 
the corporation for the period in the particular taxation year during which the amount 
was owing. Where subsection 17(1) applies, the corporation is treated as having fe- 
ceived interest, computed at a prescribed rate, on the amount owing for the period in 
the particular taxation year during which the amount was owing to the corporation. 


Subsection 17(2) is an anti-avoidance rule that supports subsection 17(1) and is in- 
tended to prevent the use of indirect arrangements to circumvent subsection 17(1). Sub- 
section 17(2) generally provides that, where a corporation resident in Canada (Canco) 
makes a loan, or transfers property, to an intermediary which in turn uses the loaned 
money or the transferred property to make a loan or transfer property to another non- 
resident person (the ultimate debtor), the ultimate debtor is treated as if it owes to 
Canco an amount equal to the amount owing by the ultimate debtor that arose because 
of the arrangement. 


/ 


Subparagraph 17(1)(b)(ii) addresses cases where Sabsetoe 17) spies to a corpora- 
tion resident in Canada (Canco) in respect of an amount equal to an amount owing to a 
controlled foreign affiliate (CFA) of Canco by a non-resident person because that 
amount is deemed under subsection 17(2) to be an amount owing to Canco by the non- 
resident person. In those cases, subparagraph 17(1)(b)(iii) was to provide for a reduc- 
tion in the subsection 17(1) income inclusion of Canco in a particular taxation year of 
Canco: The reduction is intended to equal the amount of foreign accrual property in- 
come of CFA that is included in Canco’s income for the particular year or a subsequent 
year under subsection 91 (1) of the Act that can reasonably be attributed to the interest 
income of CFA derived from the amount owing to CFA by the non-resident person for 
the period in the particular year of Canco during which that amount was so owing to 
CFA and during which an amount equal to that amount owing to CFA was deemed to 
be owing to Canco by the non-resident person. For example, subparagraph 17(1)(b)(iii) 
is intended to apply where Canco transfers property to CFA, CFA then uses the pro- 
perty to make an interest-bearing loan to another non-resident person (the ultimate 
debtor), CFA earns foreign accrual property income from the interest-bearing loan 
made to the ultimate debtor, Canco includes that foreign accrual property income of 
CFA in its income, the ultimate debtor is deemed under subsection 17(2) to owe an 
amount to Canco equal to the amount it owes to CFA and subsection 17(1) applies to 
Canco in respect of the amount deemed to be owed to it by the ultimate debtor. 


In your letter you noted that, in cases where subsection 17(2) applies, the deemed 
amount owing to Canco by the non-resident person to which subsection 17(1) applies 
and to which subparagraph 17(1)(b)(iii) refers is not the actual amount owing to CFA 
by the non-resident person that gives rise to the foreign accrual property income of 
CFA. Therefore, you noted that, in those cases, subparagraph 17( 1)(b)(iii) would not 
apply to reduce Canco’s income inclusion under subsection 17(1). From a tax policy 
point of view, we agree with your conclusion that the non-application of subparagraph 
17(10)(b)(iii) in those cases would be inappropriate. We also agree with your submis- 
sion that, from a tax policy point of view, it would be appropriate to amend subsection 
17(2) so that the amount deemed by subsection 17(2) to be owed to Canco by the non- 
resident borrower is the actual amount owed to CFA by the non- -resident borrower, 
rather than merely an equivalent amount. , 


In your letter, you also gave an example involving the interaction of subsections 17(1), 
(2) and (11.2). In that example, a corporation resident in Canada (Canco) transfers pro- 
perty to a controlled foreign affiliate (CFA) of Canco, CFA uses the property to make 
an interest-bearing loan (Loan #1) to another non-resident person (Forcol) and then 
Forcol uses the funds to make a non interest-bearing loan (Loan #2) to another non- 
resident person (Forco2). Subsection 17(11.2) could apply to deem Loan #2 to have 
been made directly by CFA to Forco2. Thus, it is Loan #2 rather than Loan #1 that 
would be deemed by subsection 17(2) to be owing to Canco by CFA. From a tax policy 
point of view, we agree with your conclusion that, since it is the interest income earned 
by CFA on Loan #1 that would be included in computing CFA’s foreign accrual pro- 
perty income, it would be appropriate in those cases to give reference to Loan #1 when 


Subdivision b — Income or Loss from a Business or Property 


applying subsection 17(2) in conjunction 
#1 can be linked to Loan #2, 

We are prepared to recommend to the Minister of 
Act be amended to provide that the amount that is deemed by ‘that subsection to be 
owing to the corporation resident in Canada. by the hon resident person. bp is oe 
scribed in ‘paragraph 17(2)(a) is the amount owing t esider 
particular person or partnership who is described 
terms: and conditions that ik to the amount ¢ owi 


th subpar: ee ee aiirtans Lea 


that paragraph nder the same 
ne by that Hion-resident j Wiese to the 


We are a Leaps to 5 recomend Pe the Minster ar Financ: tha Re he! | 


17@)(b) Gin) of the Act. re el aa ‘The tecommended atnendinents to that Gea 


ada that are amounts that, afin subsection 91(1) of the Abe? are ‘netnded { in \cottipiting 
the income of the corporation resident in Canada for the particular year or a subsequent 
year and that can reasonably be attributed to interest income of a controlled foreign 
affiliate of the corporation resident in Canada derived from specifie amounts in re- 
spect of th he corporation resident in Canada that are owing to the controlled foreign 
affiliate when they qualified as such amounts. Amounts will, at a particular time, qual- 
ify as specified a amounts in respect of a corporati n resident in Canada fat are coune: to 
a controlled foreign affiliate of that corporat at * ime, i tee . 


s ‘the amounts are owing to ‘the controlled foreign af 
referred to in subsection 17(1), the amounts are deemed by subsection it to be 
owed to. the corporation. resident in Canada by the monicident, person and the 


the eG Je (not exceeding the oe anidunts owing to which cabecction: 1701) 
apes) are owing to the controlled foreign affiliate by a non-resident person and 


tL would be. deemed by subsection 17 @; if section: 17 were read without refer- 
~~ ence to subsection 17(11.2), to be owed 10 the’ oon nae in Jeng: 
_ by that non-resident Person, © 27) 


2. are loans made by the controlled foreign affiliate that are hietied under 
: paragraph 17 (i. 2)(b), not to have been made by the sorted ee affili- 
~ ate, and 


3. are loans made by the controlled foreign affiliate to persons other than the 
_ flon-resident person referred to in subsection 17(1) that resulted in a loan being 
_ made | to the non-resident person referred to in subsection | he 


© is deemed by paragraph 1711. 2)(a) to have been made by the controlled 
_ foreign: affiliate to the non-resident perso! referred to in subsection 170) 
for the purposes of subsection 17(2), an : 


ab deemed by subsection 17) to be owed t the corporation resident j in 


section 17) ‘applies. : 


We will recommend that the amendments apply ie ) taxation years that einen after Feb- 
ruary 23, 1998. co — i ucar ; 


Thank you for ee 


Yours sincerely, ; 


General Director, Tax. Reeakoe Division, Tax Policy Branch | 


Related. Provisions: _17(2)-(6) — Anti-avoidance rules; 17(7)-(9) — Exceptions; 
17(10)-(15) — Interpretation. 

History: See History at the end of s. 17. 

Selected Cases [former subsec. 17(1)]: Canadian Occidental U.S.. Petroleum 
Corp. v. R., [2000] 2 C.T.C. 2113 (TCC) (Governing relationship was that at time loan 
was made; no requirement for ongoing relationship); Liampat Holdings v. Canada, 
[1996] 3 C.T.C. 246 (FCTD) (Deemed interest never received allowed as bad debt); 
Upper Lakes Shipping Ltd. v. MNR, {1993} 1 C.T.C. 2011 (TCC) (5 per cent was rea- 
sonable rate of interest on loan made before 1979). 


Regulations: 4301(c) (prescribed rate of interest for 17(1)(a)). 


(2) Anti-avoidance rule — indirect loan — For the purpose of 
this section and subject to subsection (3), where 


(a) a non-resident person owes an amount at any time to a partic- 
ular person or partnership (other than a corporation resident in 
Canada), and 


(b) it is reasonable to conclude that the particular person or part- 
nership entered into the transaction under which the amount be- 
came owing or the particular person or partnership permitted the 
amount owing to remain outstanding because 


(i) a corporation resident. in Canada made a loan or transfer 
of property, or 

(ii) the particular person or partnership anticipated that a cor- 
poration resident in Canada would make a loan or transfer of 
property, 
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either directly or indirectly, in any manner whatever, to or for 
the benefit of any person or partnership (other than an exempt 
loan or transfer), 


the non-resident person is deemed at that time to owe to the corpo- 
ration an amount equal to the amount owing to the particular person 
or partnership. 


Proposed Amendment — 17(2) 
Letter from Dept. of Finance, Sept. 3, 2002: See under 17(1)(b)(iii). 


Related Provisions: 17(3) — Exception; 17(11.3) — Determination of whether per- 
sons are related; 17(15)“exempt loan or transfer” — Definition. 


(3) Exception to anti-avoidance rule — indirect loan — 
Subsection (2) does not apply to'an amount owing at any time bya 
non-resident person to a particular person or partnership where 


(a) at that time, the non-resident person and the particular person 
or each member of the particular partnership, as the case may 
be, are controlled foreign affiliates of the corporation resident in 
Canada; or 


(b) at that time, 


(i), the non-resident person and the particular person are not 
related or the non-resident person and each member of the 
particular partnership are not related, as the case may be, 


(i) the terms or conditions made or imposed in respect of the 
amount owing, determined without reference to any loan or 
transfer of property by a corporation resident in Canada de- 
scribed in paragraph (2)(b) in respect of the amount owing, 
are such that persons dealing at arm’s length would have 
been willing to enter into them at the time that they were 
entered into, and 


(iii) if there were an amount of interest payable on the 
amount owing at that time that would be required to be in- 
cluded in computing the income of a foreign affiliate of the 
corporation resident in Canada for a taxation. year,» that 
amount of interest would not be required to be included in 
computing the foreign accrual property income, of the affili- 
ate for that year. 

Related Provisions: 17(10), (12), (13), (15) — Definition of “controlled foreign | 


affiliate”; 17411), (11.1), (11.3) —Meaning of. “related”; 17(11.2) — Back-to-back 
loans — look-through rule. 


Selected Cases [former subsec. 17(3)]: Canadian Occidental U.S. Petroleum 
Corp. v. R., [2000] 2 C.T.C. 2113 (TCC) (Governing relationship was that at time loan 
was made; no requirement for ongoing relationship); Massey-Ferguson Ltd. v. R., 
[1977] C.T.C. 6 (FCA) (Subsec. 19(3) [now: subsec. 17(3)] applies to loan made 
through subsidiary where latter’s functions include genuine business purpose of financ- 
ing group companies; interest not assessed to parent). 


(4) Anti-avoidance rule — loan through partnership — For 
the purpose of this section, where a non-resident person owes an 
amount at any time to a partnership and subsection (2) does not 
deem the non-resident person to owe an amount equal to that 
amount to a corporation resident in Canada, the non-resident person 
is deemed at that time to owe to each member of the partnership, on 
the same terms as those that apply in respect of the amount owing 
to the partnership, that proportion of the amount owing to the part- 
nership at that time that 


(a) the fair market value of the member’s 
ship at that time 


interest in the partner- 


is. of 
(b) the fair market value of all interests in the partnership at that 
time. 


(5) Anti-avoidance rule — loan through trust — For the pur- 
pose of this section, where a non-resident person owes an amount at 
any time to a trust and subsection (2) does not deem the non-resi- 
dent person to owe an amount equal to that amount to a corporation 
resident in Canada, 


(a) where the trust is a non-discretionary trust at that time, the 
non-resident person is deemed at that time to owe to each bene- 
ficiary of the trust, on the same terms as those that apply in re- 
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spect of the amount owing to the trust, that proportion of the 
amount owing to the trust that 


(i) the fair market value of the beneficiary’s interest in the 
trust at that time 


is of 
(ii) the fair market value of all the beneficial interests in the 
trust at that time; and 


(b) in any other case, the non-resident person is deemed at that 
time to owe to each settlor in respect of the trust, on the same 
terms as those that apply in respect of the amount owing to the 
trust, an amount equal to the amount owing to the trust. 


(6) Anti-avoidance rule —loan to partnership — For the 
purpose of this section, where a particular partnership owes an 
amount at any time to any person or any other partnership (in this 
subsection referred to as the “lender’”’), each member of the particu- 
lar partnership is deemed to owe at that time to the lender, on the 
same terms as those that apply in respect of the amount owing by 
the particular partnership to the lender, that proportion of the 
amount owing to the lender that 


(a) the fair market value of the member’s interest in the particu- 
lar partnership at that time 


is of 
(b) the fair market value of all interests in the particular partner- 
ship at that time. 


(7) Exception — Subsection (1) does not apply in respect of an 
amount owing to a corporation resident in Canada by a non-resident 
person if a tax has been paid under Part XIII on the amount owing, 
except that, for the purpose of this subsection, tax under Part XIII is 
deemed not to have been paid on that portion of the amount owing 
in respect of which an amount was repaid or applied under subsec- 
tion 227(6.1). 


(8) Exception — Subsection (1) does not apply to a corporation 
resident in Canada for a taxation year of the corporation in respect 
of an amount owing to the corporation by a non-resident person if 
the non-resident person is a controlled foreign affiliate of the corpo- 
ration throughout the period in the year during which the amount is 
owing to the extent that it is established that the amount owing 


(a) arose as a loan or advance of money to the affiliate that the 
affiliate has used, throughout the period that began when the 
loan or advance was made and that ended at the earlier of the 
end of the year and the time at which the amount was repaid, 


(i) for the purpose of earning 


(A) income from an active business, as defined in subsec- 
tion 95(1), of the affiliate, or 


(B) income that was included in computing the income 
from an active business of the affiliate under subsection 
95(2), or 


(ii) for the purpose of making a loan or advance to another 
controlled foreign affiliate of the corporation where, if inter- 
est became payable on the loan or advance at any time in the 
period and the affiliate was required to include the interest in 
computing its income for a taxation year, that interest would 
not be required to be included in computing the affiliate’s 
foreign accrual property income for that year; or 


(b) arose in the course of an active business, as defined in sub- 
section 95(1), carried on by the affiliate throughout the period 
that began when the amount owing arose and that ended at the 
earlier of the end of the year and the time at which the amount 
was repaid. 
Related Provisions: 17(8.1), (8.2) Replacement borrowings still eligible for 
17(8); 1710), (12), (13), (15)— Definition of “controlled foreign affiliate”; 
17(11.3) — Effect of 17(8) on whether persons related for 17(3)(b); 212(1)(b) — Part 
XIII (withholding) tax on interest payments to non-resident; 247(7) — Loan described 
in 17(8) not subject to transfer pricing rules. 


History: Opening words of subsec. 17(8) amended to substitute “to the extent that it is 
established” for “and it is established” by 2007, c. 35, subsec. 10(1), applicable to taxa- 
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tion years that begin after February 23, 1998 and, notwithstanding subsecs. 152(4) to 
(5), any assessment of the taxpayer's tax, interest and penalties payable under the Act 
for any taxation year that begins after February 23, 1998 and ends before October 2, 
2007 shall be made that is necessary to take the amendment into account. 


(8.1) Borrowed money — Subsection (8.2) applies in respect of 
money (referred to in this subsection and in subsection (8.2) as 
“new borrowings”) that a controlled foreign affiliate of a particular 
corporation resident in Canada has borrowed from the particular 
corporation to the extent that the affiliate has used the new 
borrowings 

(a) to repay money (referred to in this subsection and in subsec- 

tion (8.2) as “previous borrowings”) previously borrowed from 

any person or partnership, if 


(i) the previous borrowings became owing after the last time 
at which the affiliate became a controlled foreign affiliate of 
the particular corporation, and 


(ii) the previous borrowings were, at all times after they be- 
came owing, used for a purpose described in subparagraph 
(8)(a)(i) or (41); or 
(b) to pay an amount owing (referred to in this subsection and in 
subsection (8.2) as the “unpaid purchase price’) by the affiliate 
for property previously acquired from any person or partnership, 
if 


(i) the property was acquired, and the unpaid purchase price 
became owing, by the affiliate after the last time at which it 
became a controlled foreign affiliate of the particular 
corporation, 


(ii) the unpaid purchase price is in respect of the property, 
and 


(iii) throughout the period that began when the unpaid 
purchase price became owing by the affiliate and ended 
when the unpaid purchase price was so paid, the property had 
been used principally to earn income described in clause 
(8)(a)(i)(A) or (B). 


History: Subsec. 17(8.1) added by 2007, c. 35, subsec. 10(2), applicable to taxation 
years that begin after February 23, 1998 and, notwithstanding subsecs. 152(4) to (5), 
any assessment of the taxpayer’s tax, interest and penalties payable under the Act for 
any taxation year that begins after February 23, 1998 and ends before October 2, 2007 
shall be made that is necessary to take the amendment into account. 


(8.2) Deemed use — To the extent that this subsection applies in 
respect of new borrowings, the new borrowings are, for the purpose 
of subsection (8), deemed to have been used for the purpose for 
which the proceeds from the previous borrowings were used or 
were deemed by this subsection to have been used, or to acquire the 
property in respect of which the unpaid purchase price was payable, 
as the case may be. 


Related Provisions: 17(8.1) — Conditions for 17(8.2) to apply. 


History: Subsec. 17(8.2) added by 2007, c. 35, subsec. 10(2), applicable to taxation 
years that begin after February 23, 1998 and, notwithstanding subsecs. 152(4) to (5), 
any assessment of the taxpayer’s tax, interest and penalties payable under the Act for 
any taxation year that begins after February 23, 1998 and ends before October 2, 2007 
shall be made that is necessary to take the amendment into account. 


(9) Exception — Subsection (1) does not apply to a corporation 
resident in Canada for a taxation year of the corporation in respect 
of an amount owing to the corporation by a non-resident person if 


(a) the corporation is not related to the non-resident person 
throughout the period in the year during which the amount ow- 
ing is outstanding; 


(b) the amount owing arose in respect of goods sold or services 
provided to the non-resident person by the corporation in the or- 
dinary course of the business carried on by the corporation; and 


(c) the terms and conditions in respect of the amount owing are 
such that persons dealing at arm’s length would have been will- 
ing to enter into them at the time that they were entered into. 


Related Provisions: 17(10), (12), (13), (15) — Definition of “controlled foreign 
affiliate”; 17(11), (11.1) — Meaning of “related”. 
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(10) Determination of whether related and controlled 
foreign affiliate status — For the purpose of this section, in 
determining whether persons are related to each other and whether a 
non-resident corporation is a controlled foreign affiliate of a corpo- 
ration resident in Canada at any time, 


(a) each member of a partnership is deemed to own that propor- 
tion of the number of shares of a class of the capital stock of a 
corporation owned by the partnership at that time that 


~ (i) the fair market value of the member’s interest in the part- 
nership at that time 


is of 
(ii) the fair market value of all interests in the partnership at 
that time; and 


(b) each beneficiary of a non-discretionary trust is deemed to 
own that proportion of the number of shares of a class of the 
capital stock of a corporation owned by the trust at that time that 


(i) the fair market value of the beneficiary’s interest in the 
trust. at that, time 


is of 


(ii) the fair market value of all the beneficial interests in the ~ 


trust at that time. 


Related Provisions: 17(12), (13) — Determination of controlled foreign affiliate 
status. 


(11) Determination of whether related — For the purpose of 
this section, in determining whether persons are related to each 
other at any time, each settlor in respect of a trust, other than a non- 
discretionary trust, is deemed to own the shares of a class of the 
capital stock of a corporation owned by the trust at that time. 


Related Provisions: 17(11.1) — Limitation on meaning of “related”. 


(11.1) Determination of whether persons related — For the 
purposes of this section, in determining whether persons.are related 
to each other at any time, any. rights referred to in. subparagraph 
251(5)(b)G) that exist at that time are deemed not to exist at. that 
time to the extent that the exercise of those rights is prohibited at 
that time under a law of the country under the law of which the 
corporation was formed or last continued and is governed, that re- 
stricts the foreign ownership or control of the corporation. 

Related’ Provisions: 17(11.3) — Additional rule re whether persons related for 
17(3)(b). 


History: Subsec. 17(11.1) added by 2001, c. 17, subsec. 8(1), applicable to taxation 
years that begin after February 23, 1998. 


(11.2) Back-to-back loans — For the purposes of subsection (2) 
and paragraph (3)(b), where a non-resident person, or a partnership 
each member of which is non-resident, (in this subsection referred 
to as the “intermediate lender’) makes a loan to a non-resident per- 
son, or a partnership each member of which. is non-resident, (in this 
subsection referred to as the “intended borrower’) because. the in- 
termediate, lender received a loan from another non-resident person, 
or a partnership each member of which is non-resident, (in this sub- 
section referred to as the “initial lender’) 


(a) the loan made by the intermediate lender to the intended bor- 
rower is deemed to have been made by the initial lender to the 
intended borrower (to the extent of the lesser of the amount of 
the loan made by the initial lender to the intermediate lender and 
the amount of the loan made by the intermediate lender to the 
intended borrower) under the same terms and conditions and at 
the same time as it was made by the intermediate lender; and 


(b) the loan made by the initial lender to the intermediate lender 
and the loan made by the intermediate lender to the intended 
borrower are deemed not to have been made to the extent of the 
amount of the loan deemed to have been made under paragraph 
(a). 
History: Subsec. 17(11.2) added by 2001, c. 17, subsec. 8(1); applicable to taxation 
years that begin after February 23, 1998. 


(11.3) Determination of whether persons related — For the 
purpose of applying paragraph (3)(b) in respect of a corporation res- 
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ident in Canada described in paragraph (2)(b), in determining 
whether persons described in subparagraph (3)(b)() are related to 
each other at any time, any rights referred to in paragraph 251(5)(b) 
that otherwise exist at that time are deemed not to exist at that time 
where, if the rights were exercised immediately before that time, 


(a) all of those persons would at that time be controlled foreign 
affiliates of the corporation resident in Canada; and 


(b) because of subsection (8), subsection (1) would not apply to 

the corporation resident in Canada in respect of the amount that 
would, but for this subsection, have been deemed to have been 
Owing at that time to the corporation resident in Canada by the 
non-resident person described in subparagraph (3)(b)(i). 


History: Subsec.' 17(11.3) added by 2001, c. 17, subsec. 8(1), applicable to taxation 
years that begin after February 23, 1998. 


(12) Determination of controlled foreign affiliate status — 
For the purpose of this section, in determining whether a non-resi- 
dent person is a controlled foreign affiliate of a corporation resident 
in Canada at any time, each settlor in respect of a trust, other than a 
non-discretionary trust, is deemed to own that proportion of the 
number of shares of a class of the capital stock of a corporation 
owned by the trust at that time that one is of the number of settlors 
in respect of the trust at that time. 


(13) Extended definition of controlled foreign affiliate — 
For the purpose of this section, where, at any time, two corporations 
resident in Canada are related (otherwise than because of a right 
referred to in paragraph 251(5)(b)), any corporation that is a con- 
trolled foreign affiliate of one of the corporations at that time is 
deemed to be a controlled foreign affiliate of the other corporation 
at that time. 


(14) Anti-avoidance rule — where rights or shares issued, 
acquired or disposed of to avoid tax — For the purpose of 
this section, 


(a) where any person or partnership has a right under a contract, 
in equity or otherwise, either immediately or in the future and 
either absolutely or contingently, to, or to acquire, shares of the 
capital stock of a corporation and it can reasonably be consid- 
ered that the principal purpose for the existence of the right is to 
avoid or reduce the amount of income that subsection (1) would 
otherwise require any corporation to include in computing its in- 
come for any taxation year, those shares are deemed to be 
owned by that person or partnership;. and 


(b) where any person or partnership acquires or disposes of 
shares of the capital stock of a corporation, either directly or in- 
directly, and it can reasonably be considered that the principal 
purpose for the acquisition or disposition of the shares is to 
avoid or reduce the amount of income that subsection (1) would 
otherwise require any corporation to include in computing its in- 
come for any taxation year, those shares are deemed not to have 
been acquired or disposed of, as the case may be, and where the 
shares were unissued by the corporation immediately before the 
acquisition, those shares are deemed not to have been issued. 


Related Provisions: 95(6) — Similar rule re foreign accrual property income. 


(15) Definitions — The definitions in this subsection apply in this 
section. 


“controlled foreign affiliate”, at any time, of a taxpayer resident in 
Canada, means a corporation that would, at.that time, be a con- 
trolled foreign affiliate of the taxpayer within the meaning assigned 
by the definition “controlled foreign affiliate” in subsection 95(1) if 
the word “or” were added at the end of paragraph (a) of that defini- 
tion and 


(a) subparagraph (b)(ii) of that definition were read as “all of the 
shares of the capital stock of the foreign affiliate that are owned 
at that time by persons resident in Canada who do not deal at 
arm’s length with the taxpayer,”; and 


(b) subparagraph (b)(iv) of that definition were read as “all of 
the shares of the capital stock of the foreign affiliate that are 
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owned at that time by persons resident in Canada who do not 
deal at arm’s length with any relevant Canadian shareholder,” 


Proposed Amendment — 17(15)“controlled ORION 
affiliate” 


“controlled foreign affiliate”, at any time, of a taxpayer resident 
in Canada, means a corporation that would, at that time, be a con- 
trolled foreign affiliate of the taxpayer within the meaning as- 
signed by the definition “controlled foreign affiliate” in subsection 
95(1) if the word “or” were added at the end of paragraph (a) of 
that definition and 


(a) subparagraph (b)(ii) of that definition were read as “all of 
the shares of the capital stock of the foreign affiliate that are 
owned at that time by persons resident in Canada who do not 
deal at arm’s length with the taxpayer,”; 


(b) subparagraph (b)(iv) of that definition were read as “all of 
the shares of the capital stock of the foreign affiliate that are 
owned at that time by persons resident in Canada who do net 
deal at arm’s length with any relevant cicasias shareholder;” 
and 


(c) that definition were read seats Jaaosenn to its paragraph 

(Cc). 
Application: S.C. 2007, c. 35 (Bill C-28,. Royal Assent December 14,. 2007), sub- 
sec, 93(1), has repealed a proposed amendment that was to have been made to the 
definition “controlled foreign affiliate” in subsec. 17(15) by former Bill C-10 (2007; — 
requires re-introduction) (Part 1 — NRTs and FIEs), s. 4 (by repealing that s. 4 
before it is enacted); and subsec. 93(2) will instead amend the definition to read as 
above once former Bill C-10 receives Royal Assent, applicable to taxation years, of a 
foreign affiliate of a taxpayer, that begin after February 23, 1998, except that, in 
applying the definition 


(a) for taxation years, of a foreign affiliate of a taxpayer, that begin after 2002 
and on or before February 27, 2004, the definition is to be read as follows: 


“controlled foreign affiliate” has the meaning that would be assigned by © 
the definition “controlled foreign affiliate” in subsection 95(1) for taxation © 
years, of a foreign affiliate of a taxpayer, that begin after 2002 and on or 
before February 27, 2004, if the word “or” were added at the end of para- 
graph (a) of that definition and 


(a) subparagraph (b)(ii) of that definition were read as “all of the 
shares of the capital stock of the foreign affiliate that are owned at that 
time by persons resident in Canada who do not deal at arm’ Ss length 
with the taxpayer, ’”’; 


(b) subparagraph (b)(iv) of that definition ee read as “all or the 
shares of the capital stock of the foreign affiliate that are owned at that 
time by persons resident in Canada who do not deal at arm’s length 
with any relevant Canadian shareholder;”; and _ 


(c) that definition were read without reference to its paragraph (c). 


(b) for taxation years, of a foreign affiliate of a taxpayer, that begin after Febru- 
ary 23, 1998 and before 2003, the definition is to ‘be read as follows: 


“controlled foreign affiliate” has the meaning that would be assigned by 
the definition “controlled foreign affiliate” in subsection 95(1) for taxation 
years, of a foreign affiliate of a taxpayer, that begin after February 23, 
1998 and before 2003, if subparagraph (b)(iii) of that definition were read 
as “each share of the capital stock of a corporation that is owned at that 
time by the taxpayer and each share of the capital stock of a corporation 
that is owned at that time by any person resident in Canada with whom the 
taxpayer does not deal at arm’s length.”. ! 


Related Provisions: 17(9)— Rules for determining CFA status; 
(13) — Extended meaning of controlled foreign affiliate. 


17(10), (12), 


History: The definition “controlled foreign affiliate” in subsec. 17(15) amended by 
2007, c. 35, subsec. 10(3), applicable to taxation years, of a foreign affiliate of a tax- 
payer, that begin after February 23, 1998, except that, in applying the definition 


(a) for taxation years, of a foreign affiliate of a taxpayer, that begin after 2002 and 
on or before February 27, 2004, the definition is to be read as follows: 


“controlled foreign affiliate” has the meaning that would be assigned by the 
definition “controlled foreign affiliate’ in subsection 95(1) for taxation 
years, of a foreign affiliate of a taxpayer, that begin after 2002 and on or 
before February 27, 2004, if the word “or” were added at the end of para- 
graph (a) of that definition and 


(a) subparagraph (b)(ii) of that definition were read_as “all of the shares 
of the capital stock of the foreign affiliate that are owned at that time by 
persons resident in Canada who do not deal at arm’s length with the 
taxpayer, ’; and 
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(b) subparagraph (b)(iv) of that definition were read as “all of the shares 
of the capital stock of the foreign affiliate that are owned at that time by 
persons resident in Canada who do not deal at arm’s length with any 
relevant Canadian shareholder;”. 
(b) for taxation years, of a foreign affiliate of a taxpayer, that begin after February 
23, 1998 and before 2003, the definition is to be read as follows: 


“controlled foreign affiliate” has the meaning that would be assigned by the 
definition “controlled foreign affiliate” in subsection 95(1) for taxation 
years, of a foreign affiliate of a taxpayer, that begin after February 23, 1998 
and before 2003, if subparagraph (b)(iii) of that definition were read as 
“each share of the capital stock of a corporation that is owned at that time by 
the taxpayer and each share of the capital stock of a corporation that is 
owned at that time by any person resident in Canada with whom the tax- 
payer does not deal at arm’s length.”. 
The definition formerly read: 


“controlled foreign affiliate” has the meaning that would be assigned by the defi- 
nition “controlled foreign affiliate” in subsection 95(1) if paragraphs (d) and (e) 
of that definition read as follows: 
“(d) one or more persons resident in Canada with whom the taxpayer does 
not deal at arm’s length, or 
(e) the taxpayer and one or more persons resident in Canada with whom 
the taxpayer does not deal at arm’s length”. 


“exempt loan or transfer’? means 


(a) a loan made by a corporation resident in Canada where the 
interest rate charged on the loan is not less than the interest rate 
that a lender and a borrower would have been willing to agree to 
if they were dealing at arm’s length with each other at the time 
the loan was made; 


(b) a transfer of property (other than a transfer of property made 
for the purpose of acquiring shares of the capital stock of a for- 
eign affiliate of a corporation or a foreign affiliate of a person 
resident in Canada with whom the corporation was not dealing 
at arm’s length) or payment of an amount owing by a corpora- 
tion resident in Canada pursuant to an agreement made on terms 
and conditions that persons who were dealing at arm’s length at 
the time the agreement was entered into would have been will- 
ing to agree to; 

(c) a dividend paid by a corporation resident in Canada on 
shares of a class of its capital stock; and 


(d) a payment made by a corporation resident in Canada on a 
reduction of the paid-up capital in respect of shares of a class of 
its capital stock (not exceeding the total amount of the 
reduction). 
History: The definition “exempt loan or transfer” in subsec. 17(15) amended by 2001, 


c. 17, subsec. 8(2), applicable to taxation years that begin after February 23, 1998. The 
definition formerly read: 


“exempt loan or transfer” means a loan or transfer of property made by a corpo- 
ration to a person or a partnership where 


(a) at the time of the loan or transfer, the corporation was not related to the 
person or to any member of the partnership, as the case may be; 


(b) the loan or transfer of property was not part of a series of transactions or 
events at the end of which the corporation was related to the person or to any 
member of the partnership, as the case may be; and 


(c) the terms and conditions of the loan or transfer (determined without ref- 
erence to any other loan or transfer of property to either a person related to 
the corporation or a partnership any member of which was related to the 
corporation) are such that persons dealing at arm’s length would have been 
willing to enter into them at the time that they were entered into. 


“non-discretionary trust”, at any time, means a trust in which all 
interests were vested indefeasibly at the beginning of the trust’s tax- 
ation year that includes that time. 


Related Provisions: 248(1)‘non-discretionary trust” — Definition applies to entire 
Act, 248(9.2) — Meaning of “vested indefeasibly”’. 


“settlor’” in respect of a trust at any time means any person or part- 
nership that has made a loan or transfer of property, either directly 
or indirectly, in any manner whatever, to or for the benefit of the 
trust at or before that time, other than, where the person or partner- 
ship deals at arm’s length with the trust at that time, 


(a) a loan made by the person or partnership to the trust at a 
reasonable rate of interest; or 
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(b) a transfer made by the person or partnership to ae trust for 
fair market value consideration. 


History [s. 17]: S. 17 amended by 1999, c. 22,'s. 8, aa to taxation years that 
begin after February 23, 1998 except that 


(a) subsecs. 17(2) and (3) do not apply. to; taxation years that pt as before 2000, 


(b) in its application to) such;a taxation year that ends before March 10; 1999, sub- 
sec. 17(7)-shall be read as follows: i 


“Subsection (1) does not apply in respect of an amount owing to a corpora- 
tion resident in Canada by a non-resident person if a tax has been paid under 
Part XIII on the amount owing.” 


and 


(c) in its application to a taxation year that includes March 10, 1999, the amount 
determined under subsec.. 17(1), is deemed to be the amount that.is equal to the 
total of 


(i), the amount that would have been determined under that subsection if the 
taxation year had ended at the end of March 10, 1999 and if subsec. 17(7) had 
read as follows: 


“Subsection (1) does not apply in respect of an amount owing to a cor- 
poration resident in Canada by a non-resident person if a tax has been 
paid under Part XIII on the amount owing.” 


and 


(ii) the amount that would have been determined under subsec. 17(1) af the 
taxation year had begun immediately after the end of March 10, 1999. 


The section formerly read: 


17. (1) Loan to non-resident — Where a corporation resident in Canada has 
lent money to a non-resident person and the Joan remained outstanding for one 
year or longer without interest on the loan computed at a reasonable rate having 
been included in computing the lender’s income, the corporation shall be deemed 
to have received, on the last day of each taxation year during which the loan was 
outstanding, interest on the loan at the prescribed rate computed for the period in 
the taxation. year during which it was outstanding. 


(2) Exception — Subsection (1) does not apply if a tax has been paid on the 
amount of the loan-under Part XIII. 


(3) Further exception — Subsection (1) does not apply if the loan was made to 
a subsidiary controlled corporation and it is established that the money that was 
lent was used in the subsidiary corporation’s business for the’ ai of gaining 
or producing income. 


Definitions [s. | 17]:. “active -business”, “amount” —248(1);. “arm’s. length” — 
251(1); “business” — 248(1); “Canada” — 255; “class” — 248(6); “controlled foreign 
affiliate” — 95(1), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “disposi- 
tion”, “dividend” — 248(1); “exempt loan or transfer” — 17(15); “foreign accrual pro- 
perty income” — 95(1), (2), 248(1); “foreign affiliate” — 95(1), 248(1); “new borrow- 
ings” — 17(8.1); “non-discretionary trust’ — 17(15); “non-resident” —.248(1); “‘paid- 
up capital” — 89(1), 248(1);, “person”, “prescribed” — 248(1); “prescribed rate” — 
Reg. 4301;-“previous. borrowings” — 17(8.1)(a);, “property” — 248(1);,, “related” — 
17(10), (11), (11.1), (11.3) 25:1(2)-(6); “resident”, “resident in Canada” — 250; “‘set- 
tlor’? — 17(15);..“‘share” —,248(1); “taxation . year” — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3); “unpaid purchase price” — 17(8.1)(b); “vested indefea- 
sibly” — 248(9.2). 


Deductions 


18. (1) General limitations — In computing the income of a tax- 
payer from a business or property no deduction shall be made. in 
respect of 


(a) general limitation — an ‘outlay or expense except to the 
extent that it was made or incurred by the taxpayer for the pur- 
pose of gaining or producing income from the ‘business or 
property; 
Related Provisions: 3.1(1) [proposed] — Reasonable expectation of profit required 
for loss claim; 7(3)(b) — No deduction to employer for cost of issuing stock options to 
employees; 18(1)(c) — Limitation re exempt income; 18(9) — Limitation. re. prepaid 
expenses; 19, 19.01, 19.1 — Limitations on deductions for advertising, expenses; 
20(1) — Deductions permitted; 20.01 — Deduction allowed for private health services 
plan premiums; 21(1) — Cost of borrowed money; 67 — Unreasonable expenses not 
allowed; 67.1 — 50% limit on expenses for food and entertainment; 143.3 — Limita- 
tion on deductibility for issuing shares and stock options; Reg. 1102(1)(c) — No CCA 
unless property acquired, for purpose of gaining or producing income. 
Selected Cases [para. 18(1)(a)]: Ferguson-Neudorf Glass Inc. v. R., [2009] 4 
C.T.C. 2191 (TCC) (Fine deductible where conduct of taxpayer not egregious); Basell 
Canada Inc. v. R., [2008] 1 C.T.C. 2369'(TCC) (Cost of supply agreement deductible 
over period of agreement; not eligible capital expenditure); Hammill v. R., [2005] 4 
C.T.C. 7 (FC); aff’?d [2006] 1 C.T.C. 128 (FCA) (Where fraud from outset, there could 
be no business); Teck Corp. v. British Columbia, [2005] 1 C.T.C. 110 (BC CA) (Min- 
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ing taxes are not royalties; more in nature of income tax); BJ Services Co. y. R., [2004] 
2 C.T.C. 2169 (TCC) (Shareholder communications and expenses of statutory compli- 
ance deductible as current expenses); Nadeau v. R., [2004] 1 C.T.C. 293 (FCA) (Sup- 
port income is income from property); International Colin Energy Corp. v. R., [2003] 1 
C.T.C. 2406 (TCC) (Advisor’s fees deductible where’ purpose was to gain or produce 
income through merger); Raegele v. R., [2002] 2 C.T.C. 2955 (TCC) (Expenses during 
wind-up period of business deductible); Fédération des caisses populaires Desjardins 
de Montréal & de l’ouest-de-Québec v. R., [2002] 2 C.T.C. 1 (FCA) (Vacation pay 
obligations were incurred in the year even though no liability to pay until following 
year); Donyina v. R., [2001].3 C.T.C..2741 (TCC) (Review of principles underlying 
reasonable expectation of profit); Spearing v. R., [2001]. 1.C.T.C. 2689. (TCC) (Reason- 
able expectation of profit as broad basis for disallowing deduction of expenses has no 
statutory, basis); Canadian Pacific Ltd) v.\ Ontario (Minister of Revenue), [2000].2 
C.T.C. 331, (Ont CA) (Capitalized value of future disability payments-deductible as 
current expense); Urbandale Realty Corp. v. MNR, [2000] 2 C.T.C. 250 (FCA); rev’g 
[1997] 3,€.T.C..6 (FCTD) (Matching principle not applied); Buck Consultants Ltd. v: 
Canada, [2000] 1:C.T:C. 93 (FCA); aff g [1996].3 C.T.C: 2016 (TCC) (Notional rent 
was neither paid nor payable); 65302 British Columbia Ltd. v..R., [2000] 1. C.T.C..57 
(SCC); rev:g [1998] C.T.C. 131 (FCA); rev’ g [1995] 2 C.T.C. 2294 (TCC) (Penalties 
incurred during income-earning process deductible); St-Laurent v. R., [1999] 1 C.T.C. 
2478 (TCC) (No new right created when legal expenses incurred to vary support order; 
fees deductible); Northwood Pulp & Timber Ltd. v. R., [1999] 1 C.T.C. 53 (FCA); 
leave to appeal to SCC refused (1999), 242 N.R. 400 (note) (Estimated cost not the 
same as actual cost and cannot be included in cost of inventory); Adams v. R., [1998] 2 
C.T.C. 333 (FCA); rev’ g [1996] 1 C.T.C. 2916 (TCC) (Tenant inducement payment by 
partners to themselves disallowed); Hickman Motors Ltd. v. R., [1998] 1 C.T.C. 213 
(SCC) (Property retains depreciable character in hands of transferee on winding-up, if 
not used for. other purposes); Sunys Petroleum Ltd. v. Canada, [1996] 3 C.T.C. 2931 
(TCC) (“Avoidable” penalties may not be deductible); Thiele Drywall Inc. v. Canada, 
[1996] 3 C.T.C. 2208 (TCC) (Nature of participation in tax evasion scheme was such 
that legal expenses to defend were not deductible); Donohue Normick Inc. v. Canada, 
96:D.T.C. 6061, (FCA) (Checklist of factors for determining whether payment is capital 
or. income. in nature); Société, Immobiliére SSQ. Inc. v.. MNR, [1993] 1 C.T.C. 2029 
(TCC) (Costs incurred by partnership before taxpayer’s acquisition of interest therein 
not deductible; contracts not retroactive); Xuereb (G.L.) v. Canada, [1992] 2 C.T.C. 
2132 (TCC) (Pre-incorporation start-up expenses deductible to taxpayer transferring 
business to corporation); Moloney v. Canada, [1992] 2 C.T.C.:227 (FCA); leave to 
appeal to SCC refused (1993), 154 N.R. 244 (note) (Sole purpose of activity was to 
obtain tax refunds, not to earn income); Utah Mines Ltd. v. R., [1992].1 C.T.C. 306 
(FCA) (Deduction for mineral royalties paid to provincial government disallowed de- 
spite article II] of Canada-U.S. Tax Convention); Goulard v. MNR, [1992] 1 C.T.C. 
2396 (TCC) (Interest expenses in respect of share purchase arose from legal obligation 
to repay borrowed money for purpose of earning income); Symes v. Canada, [1991] 2 
C.T.C.. 1 (FCA); aff'd {1994} 1 C.T.C..40.(SCC) (Child care'expenses: not business 
expenses; taxpayer not entitled to deduct such expenses in excess of statutory limits 
established in s. 63); Canada v. Young, [1989] 1.C.T.C..421 (FCA) (Cost of subscrip- 
tions to investment publications by portfolio owner/manager not deductible); Morflot 
Freightliners Ltd. v. Canada, [1989] 1 ©.¥.C. 413 (FCTD) (Amounts advanced by par- 
ent to subsidiary were capital outlays to preserve enduring asset); Madronich v. MNR, 
[1989] 1 C.T.C. 247 (FCTD) (Systematic tree farming with reasonable expectation of 
profit in 50 years was) business). ; 


Interpretation Bulletins: IT-80: Interest on money borrowed to redeem shares, or to 
pay. dividends (archived); IT-99R5: Legal and accounting, fees; IT-104R3: Deductibil- 
ity of fines or penalties; IT-153R3: Land developers — subdivision and development 
costs and carrying charges on land; IT-185R: Losses from theft, defalcation or embez- 
zlement; IT-211R: Membership dues — associations and societies; IT-223: Overhead 
expense insurance 'vs. income insurance (archived); IT-233R: Lease-option agreements; 
sale-leaseback agreements (archived); IT-261R: Prepayment of rents; IT-265R3: Pay- 
ments of income and capital combined (archived); IT-316: Awards for employees’ sug- 
gestions and inventions (archived); IT-339R2:' Meaning of “private health services 
plan”; IT-341R4: Expenses of issuing shares; units in a trust, interests in a partnership 
or syndicate and expenses of borrowing money; IT-364: Commencement of business 
operations; IT-373R2: Woodlots; IT-389R: Vacation-with-pay plans established: under 
collective agreements; IT-461: Forfeited deposits (archived); IT-467R2: Damages, set- 
tlements and similar payments; IT-475: Expenditures on research and for business ex-+ 
pansion; IT-487; General limitation on deduction of outlays or expenses; IT-521R: Mo- 
tor vehicle expenses claimed ,by. self-employed individuals; IT-525R:; Performing 
artists: 


Information Circulars: 77-11: Sales tax reassessments. 


1.T. Technical News: 12 (meals and beverages at golf clubs); 16 (Tonn, Mastri, 
Mohammad and Kaye cases; Scott case); 34 (emission reduction and offset credits: q3). 


Advance Tax Rulings: ATR-4: Exchange of interest rates; ATR-20: Redemption 
premium. on debentures; ATR-21: Pension benefit from an unregistered pension plan, 
ATR-23; Private health: services plan;, ATR-45: Share appreciation rights plan; ATR- 
50: Structured settlement. 


Forms: T2032: Statement of professional activities; T2124: Statement of business 
activities. 


(b) capital outlay or loss — an outlay, loss or replacement of 
capital, a payment on account of capital or an allowance in re- 
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spect of depreciation, obsolescence or depletion except as ex~ 

pressly permitted by this Part; 
Related Provisions: 14(5)‘cligible capital expenditure” — Definition includes 
amounts deductible under 20(1)(b); 20(1) — Deductions permitted; 20(10) — Conven- 
tion expenses; 20(16)— Terminal loss; 24(1)—Ceasing to carry on business; 
26(2) — Banks; 30—Clearing land, levelling land and laying tile drainage; 
37(1)(b) — Deductible R&D expenditures on capital; 66.1(6.2) — Certain pre-produc- 
tion mining expenses deemed not to be capital expenditures. 


Selected Cases [para. 18(1)(b)]: Good Equipment Ltd. v. R., [2008] 4 C.T.C. 2154 
(TCC) (Lessor retained sufficient interest in property to claim CCA); Setchell v. R., 
[2006] 2 C.T.C. 2259 (TCC) (Tuition fees regarded as business expense); /nternational 
Colin Energy Corp. v. R., [2003] 1 C.T.C. 2406 (TCC) (Advisor’s fees deductible 
where purpose was to gain or produce income through merger); Sherway Centre Ltd. v. 
Canada, [1996] 3 C.T.C. 2687 (TCC) (“Participating” interest was not “interest”); Park 
Royal Shopping Centre Limited v. Canada, [1995] 2 C.T.C. 2117 (TCC) (Architect's 
fees for proposed contruction of building which was abandoned not deductible); 
Boulangerie St-Augustine Inc. v. Canada, [1995] 2 C.T.C. 2149 (TCC) (Cost of share- 
holder communications on take-over bid deductible); Kamsel Leasing Inc. v. MNR, 
{1993] 1 C.T.C. 2279 (TCC) (Agreement treated as “sale” not “lease” where option to 
acquire property at end of term substantially below probable market value). 


Interpretation Bulletins: IT-104R3: Deductibility of fines or penalties; IT-187: 
Purchase of customer lists and ledger accounts; IT-233R: Lease-option agreements; 
sale-leaseback agreements (archived); IT-261R: Prepayment of rents; IT-285R2: Capi- 
tal cost allowance — general comments; IT-341R4: Expenses of issuing or selling 
shares, units in a trust, interests in a partnership or syndicate and expenses of borrow- 
ing money; IT-357R2: Expenses of training; IT-364: Commencement of business oper- 
ations; IT-467R2: Damages, settlements and similar payments; IT-475: Expenditures 
on research and for business expansion. 

1.T. Technical News: 5 (lease agreements). 


Advance Tax Rulings: ATR-20: Redemption premium on debentures; ATR-50: 
Structured settlement, ATR-S9: Financing exploration and development through lim- 
ited partnerships. 
(c) limitation re exempt income — an outlay or expense to 
the extent that it may reasonably be regarded as having been 
made or incurred for the purpose of gaining or producing ex- 
empt income or in connection with property the income from 
which would be exempt; 


Related Provisions: 81(1) — Exempt income; 248(1)“exempt income” — Defini- 
tion excludes dividends and support amounts. 


Interpretation Bulletins: IT-341R4: Expenses of issuing shares, units in a trust, 
interests in a partnership or syndicate and expenses of borrowing money; IT-467R2: 
Damages, settlements and similar payments. 


(d) annual value of property — the annual value of property 
except rent for property leased by the taxpayer for use in the 
taxpayer’s business; 

Related Provisions: 20(1)(a) — Deduction for capital cost allowance. 


(e) reserves, etc. — an amount as, or on account of, a reserve, 

a contingent liability or amount or a sinking fund except as ex- 

pressly permitted by this Part; 
Related Provisions: 18(9) — Prepaid expenses — deduction denied; 20(1)(1), (1.1), 
(m), (m.1), (n), (0) — Reserves specifically allowed; 20(7)(c) — Policy reserves for in- 
surance corporations; 20(26)— Deduction for unpaid claims reserve adjustment; 
40(1)(a)(iii) — Capital gains reserve; 61.2-61.4 — Reserves re forgiven debt included 
in income; 138(3)(a)(ii) — Reserves in respect of life insurance claims; 248(1) — “In- 
surance policy” includes life insurance policy. 
Selected Cases [para. 18(1)(e)]: McLarty v. R., [2008] 4 C.T.C. 221 (SCC); rev’g 
in part [2006] 4 C.T.C. 16 (FCA) (Fact that insufficient funds might exist to pay debt 
does not make liability contingent); General Motors of Canada Ltd. v. R., [2008] 4 
C.T.C. 79 (FCA); rev’g [2007] 2 C.T.C. 2202 (TCC) (Extrinsic evidence of subjective 
intention inadmissible); General Motors of Canada Ltd. v. R., [2004] 1 C.T.C. 2999 
(TCC) (Contingent nature of liability indicated by words “and then only if needed”); 
Fédération des caisses populaires Desjardins de Montréal & de |’ ouest-de-Québec v. 
R., [2002] 2 C.T.C. 1 (FCA); rev’g [2000] 1 C.T.C. 2620 (TCC) (Vacation pay obliga- 
tions were incurred in the year even though no liability to pay until following year); 
Wawang Forest Products Ltd, v. R., [2001] 2 C.T.C. 233 (FCA)(Completion of work 
removed contingency); Canadian Pacific Ltd. v. Ontario (Minister of Revenue), [2000] 
2 C.T.C. 331 (Ont CA) (Possible variation of future payments does not make liability 
contingent); Huang & Danczkay Ltd. vy. MNR, [1998] 3 C.T.C. 337 (FCTD) (Receiv- 
ables brought into income only when income-earning process virtually complete); 
Barbican Properties Inc. v. Canada, [1997] 1 C.T.C. 2383 (FCA) (Deferred interest 
held to be contingent and not deductible); Co-operators General Insurance Co. v. 
MNR, [1993] 1 C.T.C. 2316 (TCC) (Contingent premiums not deductible expense 
“incurred”’). 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-215R: Reserves, contin- 
gent accounts and sinking funds (archived); IT-321R: Insurance agents and brokers — 
unearned commissions (archived); IT-442R: Bad debts and reserves for doubtful debts; 
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IT-467R2: Damages, settlements and similar payments; IT-518R: Food, beverages and 
entertainment expenses. 


1.T. Technical News: 25 (health and welfare trusts). 
Advance Tax Rulings: ATR-50: Structured settlement. 


(e.1) unpaid claims under insurance policies — an 
amount in respect of claims that were received by an insurer 
before the end of the year under insurance policies and that are 
unpaid at the end of the year, except as expressly permitted by 
this Part; 
Related Provisions: 20(7)(c)— Policy reserves for insurance corporations; 
20(26) — Deduction for unpaid claims reserve adjustment; 138(3)(a)(ii) — Reserves in 
respect of life insurance claims. 


(f) payments on discounted bonds — an amount paid or 
payable as or on account of the principal amount of any obliga- 
tion described in paragraph 20(1)(f) except as expressly permit- 
ted by that paragraph; 
Interpretation Bulletins: IT-341R4: Expenses of issuing shares, units in a trust, 
interests in a partnership or syndicate and expenses of borrowing money; IT-518R: 
Food, beverages and entertainment expenses. 


1.T. Technical News: 25 (foreign exchange losses). 


(g) payments on income bonds — an amount paid by a 
corporation as interest or otherwise to holders of its income 
bonds or income debentures unless the bonds or debentures have 
been issued or the income provisions thereof have been adopted 
since 1930 


(i) to afford relief to the debtor from financial difficulties, 
and 


(11) in place of or as an amendment to bonds or debentures 
that at the end of 1930 provided unconditionally for a fixed 
rate of interest; 


Related Provisions: 15(3), (4) — Interest or dividend on income bond or debenture; 
15.1(2)(a), 15.2(2)(a) — Parallel rules for small business development bonds and small 
business bonds. 


Interpretation Builetins: IT-52R4: Income bonds and debentures (archived); IT- 
518R: Food, beverages and entertainment expenses. 


(h) personal and living expenses — personal or living ex- 
penses of the taxpayer, other than travel expenses incurred by 
the taxpayer while away from home in the course of carrying on 
the taxpayer’s business; 
Related Provisions: 20(1)— Deductions permitted; 20(16)— Terminal loss; 
20.01 — Deduction allowed for private health services plan premiums; 56(1)(0)(i) — 
No deduction for personal or living expenses against research grant income; 67 — Un- 
reasonable expenses not allowed; 67.1 — 50% limit on expenses for food and en- 
tertainment; 248(1)“personal or living expenses” — Reasonable expectation of profit 
required. 


Selected Cases [para. 18(1)(h)]: Spearing v. R., [2001] 1 C.T.C. 2689 (TCC) 
(Reasonable expectation of profit as broad basis for disallowing deduction of expenses 
has no statutory basis); Scott v. R., [1998] 4 C.T.C. 103 (FCA) (Extra food and water of 
messengers similar to fuel and costs allowed as deduction); Symes v. Canada, [1994] 1 
C.T.C. 40 (SCC) (Child-care expenses not deductible as business expenses); R. v. Cork, 
[1990] 2 C.T.C. 116 (FCA) (Office expenses of self-employed draftsman operating out 
of home deductible); Sher v. R., [1980] C.T.C. 168 (FCTD) (Business expenses unsup- 
ported by receipts not deductible); Deutsch v. R., [1979] C.T.C. 217 (FCTD) (Deduct- 
ibility of claimed expenses related to automobile, travel and office at home allowed in 
part, despite inflated expenses and confusion of records). 

Interpretation Bulletins: IT-223: Overhead expense insurance vs. income insurance 
(archived); IT-322R: Farm losses; IT-334R2: Miscellaneous receipts; IT-341R4: Ex- 
penses of issuing shares, units in a trust, interests in a partnership or syndicate and 
expenses of borrowing money; IT-357R2: Expenses of training; IT-373R2: Woodlots; 
IT-467R2: Damages, settlements and similar payments; IT-518R: Food, beverages and 
entertainment expenses; IT-521R: Motor vehicle expenses claimed by self-employed 
individuals. 


1.T. Technical News: 16 (Tonn, Mastri, Mohammad and Kaye cases; Scott case); 25 
(reasonable expectation of profit). 


CRA Audit Manual: 29.4.0: Farm losses and restricted farm losses. 

Forms: T2032: Statement of professional activities, T2124: Statement of business 

activities. 
(i) limitation re employer’s contribution under 
supplementary unemployment benefit plan — an amount 
paid by an employer to a trustee under a supplementary unem- 
ployment benefit plan except as permitted by section 145; 
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Related Provisions: 20(1)(x), 145(5) — Employer’s contribution to’ supplementary 

unemployment benefit plan deductible. 
(j) limitation re employer’s contribution under deferred 
profit sharing plan — an amount paid by an employer to a 
trustee under a deferred profit sharing plan except as expressly 
permitted by section 147; 

Related Provisions: 147(8) — Employer’s DPSP contribution deductible. 


(k) limitation re employer’s contribution under profit 
sharing plan — an amount paid by an employer to a trustee 
under a profit sharing plan that is not 


(i) an employees profit sharing plan, 
(ii) a deferred profit sharing plan, or 
(111) a registered pension plan; 
Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. 


(1) use of recreational facilities and club dues — an out- 
lay or expense made or incurred by the taxpayer after 1971, 


(i) for the use or maintenance of property that is a yacht, a 
camp, a lodge or a golf course or facility, unless the taxpayer 
made or incurred the outlay or expense in the ordinary course 
of the taxpayer’s business of providing the property for hire 
or reward, or 


(ii) as membership fees or dues (whether initiation fees or 
otherwise) in any club the main purpose of which is to pro- 
vide dining, recreational: or sporting facilities for its 
members; 
Related Provisions: 8(1)(f)(vi) — Salesman’s expenses. 
Selected Cases [para. 18(1)(I)]: Whitewater Golf Club Inc. v.. MNR, [2009] 6 
C.T.C. 51 (FC) (Requirements valid where no bad faith and proper declaration of fees 
or improper deductibility thereof at issue); Hewlett-Packard (Canada) Co. y. R., [2005] 
4.C.T.C, 2274 (TCC) (Full-service luxury hotels not “lodges”); R. v. C.L.P. Inc., [1988] 
1-C.T.C. 32 (FCTD) (Expenses of chartered vessel deductible); R. v. Jaddco Anderson 
Ltd., [1984] C.T.C. 137 (FCA) (Rental expenses for fishing lodge to entertain clients 
not deductible). 
Interpretation Bulletins: IT-148R3: Recreational properties and club dues; IT- 
211R: Membership: dues — Associations and societies; IT-470R: Employees’ fringe 
benefits. 


1.T. Technical News: 12 (meals and beverages at golf clubs). 


(1.1) [Repealed] 


History: Para. 18(1)(1.1) repealed by 2003, c. 28, subsec. 2(1), applicable to amounts 
that become payable after December 20, 2002. The para. formerly read: 


(1.1) Petroleum-and Gas Revenue Tax Act payments — any amount paid or 


that became payable in the year to Her Majesty in right of Canada by virtue of an 
obligation imposed under the Petroleum and Gas Revenue Tax Act; 


(m) limitation re employee stock option expenses — an 

amount in respect of which an election was made by. or on be- 

half of the taxpayer under subsection 110(1.1); 
History: Para. 18(1)(m) added by 2010, c. 25, subsec. 5(1), applicable in respect of 
transfers or dispositions of rights occurring after 4:00 p.m. EST, March 4, 2010. 
Former para. 18(1)(m) repealed by 2003, c. 28, subsec. 2(3), applicable to taxation 
years that begin after 2006 (to be changed to “2007” by Proposed Amendment below). 
For each taxation year that ends after 2002 and begins before 2007, para. 18(1)(m) 
applies, notwithstanding para. 20(1)(v), only to the percentage of each amount de~ 
scribed by 18(1)(m) that is the. total of 

(a) that proportion of 100% that the number of days in the taxation year that are 

before 2003 is of the number of days in the taxation year, 

(b) that proportion of 90% that the number of days in the taxation year that are in 

2003 is of the number of days in the taxation year, 

(c) that proportion of 75% that the number of days in the taxation year that are in 

2004 is of the number of days in the taxation year, 

(d) that proportion of 65% that the number of days in the taxation year that are in 

2005 is of the number of days in the taxation year, and 

(e) that proportion of 35% that the number of days in the taxation year that are in 

2006 is of the number of days in the taxation year. 


The above does not apply for the purpose of applying any provision of Part XII of the 
Regulations that makes reference to the income of a taxpayer. 


Proposed Amendment — Repeal of 18(1)(m) by Ss. c 2003, c. 28 


Application: The July 16, 2010 draft legislation (Part ‘| — technical), s. 158, will 
amend the application of the repeal of para. 18(1)(m) by S.C. 2003, c. 28 to replace 
“applicable to taxation years that begin after 2006. For each taxation year that ends 
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after 2002 and begins before 2007,” with “applicable to taxation years that begin after 
2007. For each taxation year oe ends after aoe recente SS _ An force on 


Royal Assent. 


Technical Notes (July 201 0): ‘Section 2 of the Act to Amend the Income Tax Act 
(Natural Resources) S.C. 2003, c.28, repealed paragraph 18(1)(m) effective for taxa- 
tion years that begin after 2006. Subsections 2(5) and (7) are being amended with the 
result that paragraph 18(1)(m) i is now being repealed effective for taxation years that 
begin after 2007. This amendment is being made to accommodate a reimbursement 
made in a taxation year of the taxpayer that begins after 2006 and before 2008 in cir- 
cumstances where the taxpayer’ s taxation year does not coincide with the taxation year 
peri 1 of the recipient, as would normally be the case where the recipient of 
bursement is a partnership of which the taxpayer is a member. 


Para. 18(1)(m) formerly read: 
(m) royalties, etc. at any amount (other than a prescribed amount) 
(i) that is paid or payable in the year to 
(A) Her Majesty in right of Canada or of a province, 
(B) an agent of Her Majesty in right of Canada or of a province, or 


(C) a corporation, a commission or an association that is controlled by 
Her Majesty in right of Canada or of a province or by an agent of Her 
Majesty in right of Canada or of a province, and 


(i) that can reasonably be considered to be a royalty, tax (other than a tax or 
portion of a tax that can reasonably be considered to be a municipal or 
school tax), lease rental or bonus, however described, or to be in respect of 
the late payment or non-payment of any of those amounts, in relation to 


(A) the acquisition, development or ownership of a Canadian resource 
property, or 


(B) the production in Canada 


(1) of petroleum, natural gas or related hydrocarbons from a natural 
accumulation of petroleum or natural gas (other than a mineral re- 
source) located in Canada, or from an oil or gas well located in 
Canada, 


(I) of sulphur from a natural accumulation of petroleum or natural 
gas located in Canada, from an oil or gas well located in Canada or 
from a mineral resource located in Canada, 


(III) to any stage that is not beyond the prime metal stage or its 
equivalent, of metal, minerals (other than iron or petroleum or re- 
lated hydrocarbons) or coal from a mineral resource located in 
Canada, 


(IV) to any stage that is not beyond the pellet stage or its equivalent, 
of iron from a mineral resource located in Canada, or 


(V) to any stage that is not beyond the crude oil stage or its 
equivalent, of petroleum or related hydrocarbons from a deposit lo- 
cated in Canada of bituminous sands or oil shales; 


Para. 18(1)(m) amended by 2003, c. 28, subsec. 2(2), applicable to amounts that be- 
come payable after December 20, 2002. The para. formerly read: 


(m) any amount (other than a prescribed amount) paid or payable by virtue of an 
obligation imposed by statute or a contractual obligation substituted for an obli- 
gation imposed by statute to 


(i) Her Majesty in right of Canada or a province, 
(ii) an agent of Her Majesty in right of Canada or a province, or 


(iii) a corporation, commission or association that is controlled by Her Maj- 
esty in right of Canada or a province or by an agent of Her Majesty in right 
of Canada or a province 


as a royalty, tax (other than a tax or portion of a tax that can reasonably be 
considered to be a municipal or school tax), lease rental or bonus or as an 
amount, however described, that can reasonably be regarded as being in lieu of 
any such amount, or in respect of the late payment or non-payment of any such 
amount, and that can reasonably be regarded as being in relation to 


(iv) the acquisition, development or ownership of a Canadian resource pro- 
perty, or 


(v) the production in Canada 


(A) of petroleum, natural gas or related hydrocarbons from a natural ac- 
cumulation of petroleum or natural gas (other than a mineral resource) 
located in Canada or from an oil or gas well located in Canada, 


(B) of sulphur from a natural accumulation of petroleum or natural gas 
located in Canada, from an oil or gas well located in Canada or from a 
mineral resource located in Canada, 


(C) to any stage that is not beyond the prime metal stage or its 
equivalent, of metal, minerals (other than iron or petroleum or related 
hydrocarbons) or coal from a mineral resource located in Canada, 


(D) to any stage that is not beyond the pellet stage or its equivalent, of 
iron from a mineral resource located in Canada, or 
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(E) to any stage that is not beyond the crude oil stage or its equivalent, 
of petroleum or related hydrocarbons from tar sands from a mineral re- 
source located in Canada; 


any amount (other than a prescribed amount) paid or payable by virtue of an 
obligation imposed by statute or a contractual obligation substituted for an obli- 
gation imposed by statute to 


(i) Her Majesty in right of Canada or a province, 
(ii) an agent of Her Majesty in right of Canada or a province, or 


(iii) a corporation, commission or association that is controlled by Her Maj- 
esty in right of Canada or a province or by an agent of Her Majesty in right 
of Canada or a province 


as a royalty, tax (other than a tax or portion of a tax that can reasonably be 
considered to be a municipal or school tax), lease rental or bonus or as an 
amount, however described, that can reasonably be regarded as being in lieu of 
any such amount, or in respect of the late payment or non-payment of any such 
amount, and that can reasonably be regarded as being in relation to 


(iv) the acquisition, development or ownership of a Canadian resource pro- 
perty, or 


(v) the production in Canada 


(A) of petroleum, natural gas or related hydrocarbons from a natural ac- 
cumulation of petroleum or natural gas (other than a mineral resource) 
located in Canada or from an oil or gas well located in Canada, 


(B) of sulphur from a natural accumulation of petroleum or natural gas 
located in Canada, from an oil or gas well iocated in Canada or from a 
mineral resource located in Canada, 


(C) to any stage that is not beyond the prime metal stage or its 
equivalent, of metal, minerals (other than iron or petroleum or related 
hydrocarbons) or coal from a mineral resource located in Canada, 


(D) to any stage that is not beyond the pellet stage or its equivalent, of 
iron from a mineral resource located in Canada, or 


(E) to any stage that is not beyond the crude oil stage or its equivalent, 
of petroleum or related hydrocarbons from tar sands from a mineral re- 
source located in Canada; 


The portion of para. 18(1)(m) following subpara. (iii) amended by 1997, c. 25, subsec. 
4(1), applicable to taxation years that begin after 1996. That portion formerly read: 


as a royalty, tax (other than a tax or portion of a tax that may reasonably be 
considered to be a municipal or school tax), lease rental or bonus or as an 
amount, however described, that may reasonably be regarded as being in lieu of 
any such amount, and that may reasonably be regarded as being in relation to 


(iv) the acquisition, development or ownership of a Canadian resource pro- 
perty, or 


(v) the production in Canada of 


(A) petroleum, natural gas or related hydrocarbons from a natural ac- 
cumulation of petroleum or natural gas in Canada, other than a mineral 
resource, or from an oil or gas well in Canada, 


(B) metal, minerals (other than iron or petroleum or related hydrocar- 
bons) or coal from a mineral resource in Canada to any stage that is not 
beyond the prime metal stage or its equivalent, 


(C) iron from a mineral resource in Canada to any stage that is not be- 
yond the pellet stage or its equivalent, or 


(D) petroleum or related hydrocarbons from tar sands from a mineral 
resource in Canada to any stage that is not beyond the crude oil stage or 
its equivalent; 
Cl. 18(1)(m)(y)(B) substituted by 1994, c. 7, Sch II (1991, c. 49), subsec. 13(1), appli- 
cable to amounts becoming payable after July 13, 1990. Cl. (v)(B) formerly read: 


(B) metal or minerals, other than iron or petroleum or related hydrocarbons, from 

a mineral resource in Canada to any stage that is not beyond the prime metal 

stage or its equivalent, 
Selected Cases [former para. 18(1)(m)]: Cogema Resources Inc. v. R., [2005] 1 
C.T.C. 2452 (TCC) (Provision not applicable once mineral resources removed from 
ground and subject to further transaction); Mobil Oil Canada Ltd. v. R., [2002] 1 
C.T.C. 55 (FCA) (“Royalty” not limited to commercial meaning); Utah Mines Ltd. v. 
R., [1992] 1 C.T.C. 306 (FCA) (Deduction for mineral royalties paid to provincial gov- 
ernment disallowed despite article IIl of Canada-U.S. Tax Convention). 


(n) political contributions — a political contribution; 
Related Provisions: 127(3) — Tax credit for political contributions. 

(0) employee benefit plan contributions — an amount 

paid or payable as a contribution to an employee benefit plan; 


Related Provisions: 6(1)(a)(ii), 6(1)(g) — Employee benefit plan benefits taxable to 
employee; 12(1)(n.1) — Income inclusion — amounts received by employer from em- 
ployee benefit plan; 18(10) — Exceptions where para. 18(1)(0) does not apply; 32.1 — 
Employee benefit plan deductions. 


Income Tax Act, Part I, Division B 


Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. 


(0.1) salary deferral arrangement — except as expressly 
permitted by paragraphs 20(1)(00) and (pp), an outlay or ex- 
pense made or incurred under a salary deferral arrangement in 
respect of another person, other than such an arrangement estab- 
lished primarily for the benefit of one or more non-resident em- 
ployees in respect of services to be rendered outside Canada; 
Related Provisions: 6(1)(a)(v) — Value of benefits; 6(1)(i), 56(1)(w) — Salary 
deferral arrangements — amounts included in income. 
History: Para. 18(1)(0.1) amended by 1994, c. 8, Sch. II (1991, c. 49), subsec. 13(2), 
to add reference to para. 20(1)(pp) and to substitute “outside Canada” for “in a country 
other than Canada”, applicable to 1986 et seq. 
(0.2) retirement compensation arrangement — except as 
expressly permitted by paragraph 20(1)(r), contributions made 
under a retirement compensation arrangement; 


(0.3) employee life and health trust — except as expressly 
permitted by paragraph 20(1)(s), contributions to an employee 
life and health trust; 

History: Para. 18(1)(0.3) added by 2010, c. 25, subsec. 5(2), applicable after 2009. 


(p) limitation re personal services business ex- 
penses — an outlay or expense to the extent that it was made 
or incurred by a corporation in a taxation year for the purpose of 
gaining or producing income from a personal services business, 
other than 


(i) the salary, wages or other remuneration paid in the year to 
an incorporated employee of the corporation, 


(ii) the cost to the corporation of any benefit or allowance 
provided to an incorporated employee in the year, 


(iii) any amount expended by the corporation in connection 
with the selling of property or the negotiating of contracts by 
the corporation if the amount would have been deductible in 
computing the income of an incorporated employee for a tax- 
ation year from an office or employment if the amount had 
been expended by the incorporated employee under acon- 
tract of employment that required the employee to pay the 
amount, and 


(iv) any amount paid by the corporation in the year as or on 
account of legal expenses incurred by it in collecting 
amounts owing to it on account of services rendered 


that would, if the income of the corporation were from a busi- 
ness other than a personal services business, be deductible in 
computing its income; 

Related Provisions: 122.3(1.1) — Restrictions on overseas employment tax credit 


for incorporated employee; 207.6(3) — Retirement compensation arrangement for in- 
corporated employee; 248(1) — extended definition of “salary or wages”. 


Selected Cases [para. 18(1)(p)]: Supercom Canada Ltd. v. R., [2005] 5 C.T.C. 
2198 (TCC) (Sales were sales, not capital advances); Dynamic Industries Ltd. v. R:, 
(2005] 3 C.T.C. 225 (FCA) (Work from single source did not lead to personal service 
business). 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-168R3: Ath- 
letes and players employed by football, hockey and similar clubs; IT-189R2: Corpora- 
tions used by practising members of professions. 
(q) limitation re cancellation of lease — an amount paid or 
payable by the taxpayer for the cancellation of a lease of pro- 
perty of the taxpayer leased by the taxpayer to another person, 
except to the extent permitted by paragraph 20(1)(z) or (z.1); 
Interpretation Bulletins: [T-359R2: Premiums on leases. 


(r) certain automobile expenses — an amount paid or pay- 
able by the taxpayer as an allowance for the use by an individual 
of an automobile to the extent that the amount exceeds an 
amount determined in accordance with prescribed rules, except 
where the amount so paid or payable is required to be included 
in computing the individual’s income; 

Regulations: 7306 (prescribed rules). 

1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 
(s) loans or lending assets — any loss, depreciation or re- 
duction in a taxation year in the value or amortized cost of a 
loan or lending asset of a taxpayer made or-acquired by the tax- 
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payer in the ordinary course of the taxpayer’s business of insur- 

ance or the lending of money and not disposed of by the tax- 

payer in the year, except as expressly permitted by this Part; 
History: Para. 18(1)(s) substituted by 1994, c. 7, Sch. IL,(1991, c. 49), subsec. 13(3), 


applicable to taxation years and fiscal periods beginning after June 17, 1987 that end 
after 1987. Para. 18(1)(s) formerly read: 


(s) any loss, depreciation or reduction in the value or amortized cost of a loan or 
lending asset described in subparagraph 20(1)(1)(ii) of a taxpayer who was an 
insurer or whose ordinary business included the lending of money, acquired by 
the taxpayer in the ordinary course of the taxpayer’s business of insurance or 
lending money and not disposed of by the taxpayer in the taxation year, except 
as expressly permitted by this Part; and 


(t) payments under different BOE fhe amount paid or 
payable ° 


(i) under this Act (other than tax paid or payable under Part 
XII.2 or Part XII-6), 


(ii) as interest under Part IX of the Excise Tax Act, or 


(iii) as interest under the Air Travellers Security. Charge Act; 


Related Provisions: 20(1)(v) — Deduction for mining taxes; 20(1)(1l) — Deduction 
for interest repaid; 20(1)(nn) — Deduction for Part XII.6 tax; 20(1)(vv) — Deduction 
for countervailing and anti-dumping duties; 60(0) — Expenses of objection or appeal; 
67.6 — Fines and penalties non-deductible; 104(30) — Deduction for Part XII.2 tax 
paid by trust; 161.1 — Offsetting of non-deductible interest against taxable interest of 
other years. 


History: Para. 18(1)(t) amended by 2006, c. 4, s. 161, applicable to taxation years that 
begin on or after April 1, 2007. Para. (t) formerly read: 


(t) payments under Act — any amount paid or payable under this Act (other 
than tax paid or payable under Part XII.2 or Part XII.6); 


Para. 18(1)(t) amended by 1997, c..25, subsec. 4(2), applicable to 1997 et 'seq. Para. (t) 
formerly read: 


(t) any amount paid or payable under this Act. 


Selected Cases [para. 18(1)(t)]: Harrowston Corp. v. Canada, [1997] 1 C.T.C. 101 
(FCA) (Liability to pay tax did not result:in deductible bad debt). 


Interpretation Bulletins: IT-104R3: Deductibility of fines or penalties. 


Information Circulars: 77-11: Sales tax reassessments — deductibility in computing 
income. 


I.T. Technical News: 38 (income tax treatment of GST). 


(u) fees — individual savings plans — any amount paid or 
payable by the taxpayer for services in respect of a retirement 
savings plan, retirement income fund or TFSA under or of 
which the taxpayer is the annuitant or holder; and 

Related Provisions: 18(11) — No deduction for interest paid on money borrowed to 


make deferred income plan contribution; 146(21.2) — Saskatchewan Pension Plan ac- 
count deemed to be RRSP for purposes of 18(1)(u). 


History: Para. 18(1)(u) amended by 2008, c. 28, subsec. 2(1), applicable to 2009 et 
seq. It formerly read: 


(u) RSP/RIF [RRSP/RRIF] fees — any amount paid or payable by the tax- 
payer for services in respect of a retirement savings plan or retirement income 
fund under which the taxpayer is the annuitant; and 


Para. 18(1)(u) added by 1997, c. 25, subsec. 4(2), applicable to amounts paid or paya- 
ble after March 5, 1996. 
(v) interest — authorized, foreign bank — where the. tax- 
payer is an authorized foreign bank, an amount in respect of in- 
terest that would otherwise be deductible in computing the tax- 
payer’s income from a business carried on in Canada, except as 
provided in section 20.2. 


History: Para. 18(1)(v) added by 2001, c. 17, subsec. 9(1), applicable after June 27, 
1999. 


Proposed Addition — —~ ~ 18(1)(w) - 


(w) underlying payments on qualified securities — ex- _ 


_.cept as expressly permitted, an amount that is deemed by sub-. 
section 260(5.1) to have been received by another person as an — 
amount described in any of paragraphs 2606. Ifa) fo). . 

Application: The July 16, 2010 draft legislation (Part ee -technical), subsec.. 100), 
will add para. 18(1)(w), applicable after 2001. : oe : 
Technical Notes (July 2010): Section 260 ‘provides spec ial ru 
securities lending arrangements. Former subsection 260(6) prohibited a borrower, e: 
cept in certain circumstances, from deducting in computing its income an amount 
paid as a compensation payment pursuant to a securities lending arrangement. _ 


S. 18(2.1) 


: ring of section 260, , particularly subsection 260(6), new para- 
ed to prohibit borrower from deducting a compensation pay- 
ment, except where expressly permitted by the Act. This new pletee d mee 
continues the function of the former subsection 260(6), oO 


Related Provisions: 260(6), (6.1) — Deductible compensation pmcne 


Selected Cases [subsec. 18(1)]:' Matt Harris: & Son Ltd. v.'R., [2001] 1 C.T.C. 
2513 (TCC) (No “remoteness” test applicable to incurring of expense and generation of 
income). 


(2) Limit on. certain interest and property tax — Notwith- 
standing paragraph 20(1)(c), in computing the taxpayer’s income 
for a particular taxation year from a business or property, no 
amount shall be deductible in respect of any expense incurred by 
the taxpayer in the year as, on account or in lieu of payment of, or 
in satisfaction of, 


(a) interest on debt relating to the acquisition of land, or 


(b) property taxes (not including income or profits taxes or taxes 
computed by reference to the transfer of property) paid or paya- 
ble by the taxpayer in respect of land to a province or to a Cana- 
dian municipality, 


unless, having regard to all the circumstances (including the cost to 
the taxpayer of the land in relation to the taxpayer’s gross revenue, 
if any, from the land for the particular year or any preceding taxa- 
tion year), the land can reasonably be considered to have been, in 
the year, 


(c) used in the course of a business carried on in the particular 
year by the taxpayer, other than a business in the ordinary course 
of which land is held primarily for the purpose of resale or de- 
velopment, or 


(d) held primarily for the purpose of gaining or producing in- 
come of the taxpayer from the land for the particular year, 


except to the extent of the total of 


(e) the amount, if any, by which the taxpayer’s gross revenue, if 
any, from the land for the particular year exceeds the total of all 
amounts deducted in computing the taxpayer’s income from the 
land for the year, and 


(f) in the case of a corporation whose principal business is the 
leasing, rental or sale, or the development for lease, rental or 
sale, or any combination thereof, of real property owned by it, to 
or fora person with whom the corporation.is dealing at arm’s 
length, the corporation’s base level deduction for the particular 
year. 


T bnical Notes duly oo oa onde, 124). 


Related Provisions: 10(1.1)—Cost of land inventory; 18(2.1) — Limitations; 
18(2.2)-(2.5) — Base level deduction; 18(3) — Definitions; 53(1)(d.3) — Addition to 
adjusted cost base of share; 53(1)(e)(xi) — Addition to adjusted cost base of partner- 
ship interest; 53(1)(h) — Addition to adjusted cost base of land; 80(2)(b) — Applica- 
tion of debt forgiveness rules; 212(1)(b)(iii)(E) — Non-resident withholding tax — in- 
terest; 241(4)(b) — Communication of information; 248(1)“business”’. 

Selected Cases [subsec. 18(2)]: Ward v. R., [1988] 1 C.T.C. 336 (FCTD) (De- 
ductibility of taxpayer’s proportionate share of loss resulting from carrying costs of 
“golf course operation’). 

Interpretation Bulletins: IT-142R3: Settlement of debts on the winding-up of a 
corporation; IT-153R3: Land. developers — subdivision and development costs and 
carrying charges on land; IT-355R2: Interest on loans to buy life insurance policies and 
annuity contracts, and interest on policy loans (archived); IT-360R2: Interest payable in 
a foreign currency; IT-373R2: Woodlots. 


(2.1) Where taxpayer member of partnership — Where a tax- 
payer who is a member of a partnership was obligated to pay any 
amount as, on account or in lieu of payment of, or in satisfaction of, 
interest (in this subsection referred to as an “interest amount’) on 
money that was borrowed by the taxpayer before April 1, 1977 and 
that was used to acquire land owned by the partnership. before that 
day or on an obligation entered into by the taxpayer before April 1, 
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1977 to pay for land owned by the partnership before that day, and, 
in a taxation year of the taxpayer, either, 


(a) the partnership has disposed of all or any portion of the land, 
or 


(b) the taxpayer has disposed of all or any portion of the tax- 
payer’s interest in the partnership 


to a person other than a person with whom the taxpayer does not 
deal at arm’s length, in computing the taxpayer’s income for the 
year or any subsequent year, there may be deducted such portion of 
the taxpayer’s interest amount 


(c) that was, by virtue of subsection (2), not deductible in com- 
puting the income of the taxpayer for any previous taxation year, 


(d) that was not deductible in computing the income of any other 
taxpayer for any taxation year, 


(e) that was not included in computing the adjusted cost base to 
the taxpayer of any property, and 


(f) that was not deductible under this subsection in computing 
the income of the taxpayer for any previous taxation year 


as is reasonable having regard to the portion of the land or interest 
in the partnership, as the case may be, so disposed of. 


(2.2) Base level deduction — For the purposes of this section, a 
corporation’s base level deduction for a taxation year is the amount 
that would be the amount of interest, computed at the prescribed 
rate, for the year in respect of a loan of $1,000,000 outstanding 
throughout the year, unless the corporation is associated in the year 
with one or more other corporations in which case, except as other- 
wise provided in this section, its base level deduction for the year is 
nil. 

Related Provisions: 18(2.3), (2.4) — Associated corporations; 18(2.5) —— Special 
rules for base level deduction. 


Regulations: 4301(c) (prescribed rate of interest). 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land. 


(2.3) Associated corporations — Notwithstanding subsection 
(2.2), if all of the corporations that are associated with each other in 
a taxation year have filed with the Minister in prescribed form an 
agreement whereby, for the purposes of this section, they allocate 
an amount to one or more of them for the taxation year and the 
amount so allocated or the total of the amounts so allocated, as the 
case may be, does not exceed $1,000,000, the base level deduction 
for the year for each of the corporations is the base level deduction 
that would be computed under subsection (2.2) in respect of the cor- 
poration if the reference in that subsection to $1,000,000 were read 
as a reference to the amount so allocated to it. 


Related Provisions: 18(2.4) — Failure to file agreement. 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land. 


Forms: T2005: Agreement among associated corporations to allocate an amount to 
calculate their base level deduction; T2013: Agreement among associated corporations. 


(2.4) Failure to file agreement — If any of the corporations that 
are associated with each other in a taxation year has failed to file 
with the Minister an agreement as contemplated by subsection (2.3) 
within 30 days after notice in writing by the Minister has been for- 
warded to any of them that such an agreement is required for the 
purpose of any assessment of tax under this Part, the Minister shall, 
for the purpose of this section, allocate an amount to one or more of 
them for the taxation year, which amount or the total of which 
amounts, as the case may be, shall equal $1,000,000 and in any 
such case, the amount so allocated to any corporation shall be 
deemed to be an amount allocated to the corporation pursuant to 
subsection (2.3). 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land. 


Income Tax Act, Part I, Division B 


(2.5) Special rules for base level deduction — Notwithstand- 
ing any other provision of this section, 


(a) where a corporation, in this paragraph referred to as the “first 
corporation”, has more than one taxation year ending in the 
same calendar year and is associated in two or more of those 
taxation years with another corporation that has a taxation year 
ending in that calendar year, the base level deduction of the first 
corporation for each taxation year in which it is associated with 
the other corporation ending in that calendar year is, subject to 
the application of paragraph (b), an amount equal to its base 
level deduction for the first such taxation year determined with- 
out reference to paragraph (b); and 


(b) where a corporation has a taxation year that is less than 51 
weeks, its base level deduction for the year is that proportion of 
its base level deduction for the year determined without refer- 
ence to this paragraph that the number of days in the year is of 
365. 

Related Provisions: 18(2.2) — Base level deduction. 

Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 

ment costs and carrying charges on land. 


Forms: T2005: Agreement among associated corporations to allocate an amount to 
calculate their base level deduction. 


(3) Definitions — In subsection (2), 


“interest on debt relating to the acquisition of land’’ includes 


(a) interest paid or payable in a year in respect of borrowed 
money that cannot be identified with particular land but that may 
nonetheless reasonably be considered (having regard to all the 
circumstances) as interest on borrowed money used in respect of 
or for the acquisition of land, and 


(b) interest paid or payable in the year by a taxpayer in respect 
of borrowed money that may reasonably be considered (having 
regard to all the circumstances) to have been used to assist, di- 
rectly or indirectly, 


(i) another person with whom the taxpayer does not deal at 
arm’s length, 


(11) a corporation of which the taxpayer is a specified share- 
holder, or 


(iii) a partnership of which the taxpayer’s share of any in- 
come or loss is 10% or more, 


to acquire land to be used or held by that person, corporation or 
partnership otherwise than as described in paragraph (2)(c) or 
(d), except where the assistance is in the form of a loan to that 
person, corporation or partnership and a reasonable rate of inter- 
est on the loan is charged by the taxpayer; 

Related Provisions: 53(1)(h) — Addition to adjusted cost base of land. 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs, etc. 


“and” does not, except to the extent that it is used for the provision 
of parking facilities for a fee or charge, include 


(a) any property that is a building or other structure affixed to 
land, 


(b) the land subjacent to any property described in paragraph (a), 
or 


(c) such land immediately contiguous to the land described in 
paragraph (b) that is a parking area, driveway, yard, garden or 
similar land as is necessary for the use of any property described 
in paragraph (a). 
Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs, etc. 


(3.1) Costs relating to construction of building or 
ownership of land — Notwithstanding any other provision of 
this Act, in computing a taxpayer’s income for a taxation year, 


(a) no deduction shall be made in respect of any outlay or ex- 
pense made or incurred by the taxpayer (other than an amount 
deductible under paragraph 20(1)(a), (aa) or (qq) or subsection 
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20(29)) that can reasonably be regarded as a cost attributable to 
the period of the construction, renovation or alteration of a 
building by or on behalf of the taxpayer, a person with whom 
the taxpayer does not deal at arm’s length, a corporation of 
which the taxpayer is a specified shareholder or a partnership of 
which the taxpayer’s share of any income or loss is 10% or more 
and relating to the construction, renovation or alteration, or a 
cost attributable to that period and relating to the ownership dur- 
ing that period of land 


(i) that is subjacent to the building, or 

(ii) that | 
(A)-is immediately contiguous to the land subjacent to the 
building, 


(B) is used, or is intended to be used, for a parking area, 
driveway, yard, garden or any other similar use, and 


(C) is necessary for the use or intended use of the build- 

ing; and 
(b) the amount of such an outlay or expense shall, to the extent 
that it would otherwise be deductible in computing the tax- 
payer’s income for the year, be included in computing the cost 
or capital cost, as the case may be, of the building to the tax- 
payer, to the person with whom the taxpayer does not deal at 
arm’s length, to the corporation of which the taxpayer is a speci- 
fied shareholder or to the partnership of which the taxpayer’s 
share of any income or loss is 10% or more, as the case may be. 


Related Provisions: 18(3.2)—(3.7) — Interpretation, and application; 20(29) — De- 
duction against rental income: from building; 53(1)(d.3) — Addition to adjusted cost 
base of share; .53(1)(e)(xi) — Addition to adjusted cost base of partnership interest; 
80(2)(b) — Application of debt, forgiveness rules;. 241(4)— Communication of 
information. 


History: Para. 18(3.1)(6) amended by 2001, c. 17, subsec. 9(2), applicable to outlays 
and expenses made or incurred after December 21, 2000. The para. formerly read: 


(b) the amount of such outlay or expense shall be included in computing’ the cost 
or capital cost, as the case may be, of the building to the taxpayer, to the person 
with whom the taxpayer does not deal at arm’s length, to the corporation of 
which the taxpayer is a specified shareholder or to the partnership of which the 
taxpayer’s share of any income or loss is 10% or more, as the case may be. 


The opening words of para. 18(3.1)(a) substituted by 1994, c. 21, subsec. 11(1), appli- 
cable after 1990 except that, in its application to buildings acquired before 1990, the 
words “or subsection 20(29)”. shall be read as“, subsection. 20(29): or section 37 or 
37.1”. The opening words of that para. formerly read: 


(a) no deduction shall be made in respect of any outlay or expense made or in- 
curred by the taxpayer (other than an amount deductible under paragraph 
20(1)(a), (aa) or (gg) or subsection 20(29)) that can reasonably be regarded as a 
cost attributable to the period of the construction, renovation or alteration of a 
building by or on behalf of the taxpayer, a person with whom the taxpayer does 
not deal at arm’s length, a corporation of which the taxpayer is a specified share- 
holder or a partnership of which the taxpayer’s share of any income or loss is 
10% or more and relating to the construction, renovation or alteration, or a cost 
attributable to that period and relating to the ownership during that period of land 
That portion of para. 18(3.1)(a) preceding subpara. (i) substituted by 1994, c..7, Sch. II 
(1991, c. 49), subsec. 13(4), applicable to 1987 et seg. except that, in its application to 
buildings acquired before 1990, the reference in para. 18(3.1)(a) to “or subsection 
20(29)” shall be read as “, subsection 20(29) or section 37 or 37.1”. That portion for- 
merly read: 
(a) no deduction shall be made in respect of any outlay or expense made or in- 
curred by the taxpayer, other than an amount deductible by reason of paragraph 
20(1)(a) or (aa), that may reasonably be regarded as a cost attributable to the 
period of the construction, renovation or alteration of a building and relating to 
the construction, renovation or alteration or a cost attributable to that period and 
relating to the ownership during that period, of land 
Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-142R3: Settlement of debts on the winding-up of a corporation; IT- 
355R2: Interest on loans to buy life insurance policies and annuity contracts, and inter- 
est.on policy loans (archived). 


(3.2) Included costs — For the purposes of subsection (3.1), 
costs relating to the construction, renovation or alteration of a build- 
ing or to the ownership of land include 


(a) interest paid or payable by a taxpayer in respect of borrowed 
money that cannot be identified with a particular building or par- 
ticular land, but that can reasonably be considered (having re- 
gard to all the circumstances) as interest on borrowed money 


S. 18(3.5)(c) 


used by the taxpayer in respect of the construction, renovation or 
alteration of a building or the ownership of land; and 


(b) interest paid or payable by a taxpayer in respect of borrowed 
money that may reasonably be considered (having regard to all 
the circumstances) to have. st used to. assist, directly or 
indirectly, 


(i) another person with whom the taxpayer does not deal at 
arm’s length, 


(ii) a corporation of which the taxpayer is a specified share- 
holder, or 


(ili) a partnership of which the taxpayer’s share of any in- 
come or loss is 10% or more, 


to. construct, renovate or alter a building or to purchase land, ex- 
cept where the assistance is in the form of a loan to. that other 
person, corporation or partnership and a reasonable rate.of inter- 
est on the loan is charged by the taxpayer. 


(3.3) Completion — For the purposes of subsection (3.1), the con- 
struction, renovation or alteration of a building is completed at the 
earlier of the day on which the construction, renovation or alteration 
is actually completed and the day on which all or substantially all of 
the building is used for the purpose for, which it was. constructed, 
renovated or, altered. 


(3.4) Where subsec. (3.1) does not apply — Subsection (3.1) 
does not apply to prohibit a deduction in a taxation year of the spec- 
ified percentage of any outlay or expense described in that SUDSEL 
tion made or incurred before 1992 by 


(a) a corporation whose principal business is throughout the year 
the leasing, rental or sale, or the development for lease, rental or 
sale, or ‘any: combination thereof, of real property owned by it to 
or for a person with whom the corporation is dealing at arm’s 
length, or 


Proposed A Amendment - — - 18(3. 4)(a)_ 


Technical Notes ie 201 0}: Manes Be. 


(b) a partnership 


(1) each member of which is a corporation described in para- 
graph (a), and 

(ii) the principal business of which is throughout the year the 
leasing, rental or sale, or the development for lease, rental or 
sale, or any. combination thereof, of real property held by it, 
to or for a person with whom each member of the partnership 
is dealing at arm’s length, 


Proposed Amendment — 18(3.4)(b) 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
181(2), will amend para. 18(3.4)(b) by substituting “re: real. Or, immovable, Property” for 

al property”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


and for the purposes of this subsection, “specified percentage” 
means, in respect of an outlay or expense made or incurred in 1988, 
80%, in 1989, 60%, in 1990, 40%, and in 1991, 20%. 


(3.5) Idem — Subsection (3.1) does not apply in respect of an out- 
lay or expense in respect of a building or the land described in sub- 
paragraph (3.1)(a)(i) or (ii) in respect of the building, 
(a) where the construction, renovation or alteration of the build- 
ing was in progress on November 12;'1981, 


(b) where the installation of the footings or other base support of 
the building commenced after November 12, 1981 and before 
1982, 


(c) if, in the case of a new building being constructed in Canada 
or an existing building being renovated or altered in Canada, ar- 
rangements, evidenced in writing, for the construction, renova- 
tion or alteration were substantially advanced before November 
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13, 1981 and the installation of footings or other base support 
for the new building or the renovation or alteration of the ex- 
isting building, as the case may be, commenced before June 1, 
1982, or 


(d) if, in the case of a new building being constructed in Canada, 
the taxpayer was obligated to construct the building under the 
terms of an agreement in writing entered into before November 
13, 1981 and arrangements, evidenced in writing, respecting the 
construction of the building were substantially advanced before 
June 1, 1982 and the installation of footings or other base sup- 
port for the building commenced before 1983, 


and the construction, renovation or alteration, as the case may be, of 
the building proceeds after 1982 without undue delay (having re- 
gard to acts of God, labour disputes, fire, accidents or unusual delay 
by common carriers or suppliers of materials or equipment). 


Related Provisions: 18(3.7) — Commencement of installation of footings. 


History: That portion of subsec. 18(3.5) preceding para. (a) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 13(5), applicable to outlays and expenses made or ih- 
curred after May 9, 1985. That portion formerly read: 


(3.5) Idem — Subsection (3.1) does not apply in respect of an outlay or expense 
in respect of a building or the land described in subparagraph (3.1)(a)(i) or (ii), 


(3.6) Undue delay — For the purposes of subsection (3.5), where 
more than one building is being constructed under any of the cir- 
cumstances described in that subsection on one site or on immedi- 
ately contiguous sites, no undue delay shall be regarded as occur- 
ring in the construction of any such building if construction, of at 
least one such building proceeds after 1982 without undue delay 
and continuous construction of all other such buildings proceeds af- 
ter 1983 without undue delay. 


(3.7) Commencement of footings — For the purposes of this 
section, the installation of footings or other base support for a build- 
ing shall be deemed to commence on the first placement of con- 
crete, pilings or other material that is to provide permanent support 
for the building. 


(4) Limitation re deduction of interest by certain 
corporations [thin capitalization] — Notwithstanding any 
other provision of this Act, in computing the income for a taxation 
year of a corporation resident in Canada from a business or pro- 
perty, no deduction shall be made in respect of that proportion of 
any amount otherwise deductible in computing its income for the 
year in respect of interest paid or payable by it on outstanding debts 
to specified non-residents that 


(a) the amount, if any, by which 


(i) the average of all amounts each of which is, in respect of a 
calendar month that ends in the year, the greatest total 
amount at any time in the month of the corporation’s out- 
standing debts to specified non-residents, 


exceeds 
(11) two times the total of 


(A) the retained earnings of the corporation at the begin- 
ning of the year, except to the extent that those earnings 
include retained earnings of any other corporation, 


(B) the average of all amounts each of which is the corpo- 
ration’s contributed surplus at the beginning of a calendar 
month that ends in the year, to the extent that it was con- 
tributed by a specified non-resident shareholder of the 
corporation, and 


(C) the average of all amounts each of which is the corpo- 
ration’s paid-up capital at the beginning of a calendar 
month that ends in the year, excluding the paid-up capital 
in respect of shares of any class of the capital stock of the 
corporation owned by a person other than a specified non- 
resident shareholder of the corporation, 


is of 
(b) the amount determined under subparagraph (a)(i) in respect 
of the corporation for the year. 
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- Possible Future Amendment — 18(4) 
Advisory Panel on Canada’s System of International Taxation report to 
Minister of Finance, Dec. 10, 2008: Recommendation 5.]: Retain the current thin 
capitalization system, and reduce the maximum veibeine Site ratio under. me current 
thin capitalization rules from 2:1 to 1.5:1., He sioishw 
Recommendation 5,2: Extend the scope of the thin sapitaliontion ain to partnerships, 
trusts and Canadian branches of non-resident corporations, i 
[For more detail on this issue see the report at www.apesit-gerefi.ca or on TasParmer. 
For the full list of recommendations see under s. 90 — ed.] ise] Teet 


Related Provisions: 18(5)—Meaning of certain expressions; 18(5.1) — Person 
deemed not to be specified shareholder; 18(6) — Loan made on conditions; Canada- 
U.S. Tax Treaty:Art. XXV:8 — Thin capitalization rules grandfathered from treaty 
non-discrimination provision. 
History: Para. 18(4)(a) amended by 2001, c. 17, subsec. 9(3), applicable to taxation 
years that begin after 2000. The para. formerly read: 
(a) the amount, if any, by which 
(i) the greatest aggregate amount that the corporation’s outstanding debts to 
specified non-residents were at any time in the year, 
exceeds 
(ii) 3 times the total of 


(A) the retained earnings. of the corporation at the commencement of the 
year, except to the extent that those earnings include retained earnings 
of any other corporation, 


(B) the corporation’s contributed surplus at the commencement of the 
year, to the extent that it was contributed by a specified non-resident 
shareholder of the corporation, and 


(C) the greater of the corporation’s paid-up capital at the commence- 
ment of the year and the corporation’s paid-up capital at the end of the 
year, excluding the paid-up capital in respect of shares of any class of 
the capital stock of the corporation owned by a person other than a spec- 
ified non-resident shareholder of the corporation, 


Selected Cases [subsec. 18(4)]: Specialty Manufacturing Ltd. v. R., [1999] 3 
C.T.C. 82 (FCA); aff g [1998] 1 C.T.C. 2095 (TCC) (U.S. Convention did not prevent 
application of provision); Uddeholm Ltd. v. R., [1987] 2 C.T.C. 236 (FCTD) (Thin 
capitalization rules apply on date interest on debt becomes payable); R. v. Thyssen 
Canada Ltd., [1987] 1 C.T.C. 112 (FCA); leave to appeal to SCC refused (1987), 79 
N.R. 400 (note) (Late-payment charges not included in price paid-attributed to pay- 
ments of interest on outstanding debts; charges. disallowed). 


Interpretation Bulletins: IT-59R3: Interest on debts owing to specified non-re- 
sidents (thin capitalization); IT-121R3: Election to capitalize cost of borrowed money 
(archived). ; 


Information Circulars: 87-2R: International transfer pricing. 
Advance Tax Rulings: ATR-43: Utilization of a non-resident-owned investment 
corporation as a holding corporation. 


1.T. Technical News: 15 (back-to-back loans in relation to subsecs. 18(4) and 18(6)); 
16 (Wildenburg Holdings case); 38 (thin capitalization). 


(5) Definitions — Notwithstanding any other provision of this Act 
(other than subsection (5.1)), in this subsection and subsections. (4) 
to (6), 

History: The introductory portion of subsec. 18(5) substituted by 1994, c. 7, Sch. VU 
(1993, c: 24), subsec. 8(1), applicable to 1993 et seg. and, where a corporation so elects 
by notifying the Minister of National Revenue in writing before December 11, 1993, to 
its 1989 to 1992 taxation years also. That portion formerly read: 


(5) Meaning of certain expressions — Notwithstanding any other provision of 
this Act, in this subsection and subsections (4) and (6), 


“outstanding debts to specified non-residents” of a corporation at 
any particular time in a taxation year means 


(a) the total of all amounts each of which is an amount outstand- 
ing at that time as or on account of a debt or other obligation to 
pay an amount 


(i) that was payable by the corporation to a person who was, 
at any time in the year, 


(A) a specified non-resident shareholder of the corpora- 
tion, or 

(B) a non-resident person, or a non-resident-owned  in- 
vestment corporation, who was not dealing at arm’s 
length with a specified shareholder of the corporation, 
and 


(ii) on which any amount in respect of interest paid or paya- 
ble by the corporation is or would be, but for subsection (4), 
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deductible in computing the corporation’s income for the 
year, ; ¢ 


but does not include 


(b) an amount outstanding at the Meee ah tile time as or on account 
of a debt or other obligation to pay an amount to 


(i) a non-resident insurance corporation to the extent that the 
obligation was, for the non-resident insurance corporation’s 
taxation year that included the particular time, designated in- 
surance property in respect of an insurance business carried 
on in Canada’ through a permanent piesa as defined 
by regulation, or 


(ii) an ‘authorized foreign bank, if the bank uses or holds the 
obligation at the. particular time in its. Canadian. banking 
business; 


History: Para. (b) of the definition “outstanding debts to specified non-residents” 
subsec. 18(5) amended by 2001, c. 17, subsec. 9(4), applicable after June 27, 1999. Th 
para, formerly read:, 


(b) an amount outstanding at the particular time as or on account of a debt or 
other obligation to pay an amount to a non-resident insurance corporation to the 
extent that the amount was, for the non-resident insurance corporation’s. taxation 
year that included the particular time, designated insurance property in respect of 
an insurance’ business carried on, in Canada through a permanent establishment 
as defined by regulation; 


Para. (b) of the ‘definition “outstanding debts to specified non-residents” in subsec. 
18(5) amended by 1997, c. 25, subsec. 4(3), applicable to 1997 et seq. Para. ) for- 
merly read: 


(b) any amount outstanding at the particular time as or on account of a debt or 
other obligation to pay an amount to a non-resident insurance corporation where 
the amount outstanding at the particular time was, in the non-resident insurance 
corporation’s taxation year that included the particular time, included, for the 
purposes of section 138, as property used by it in the year in, or held by it in the 
year in the course ‘of, carrying on’ an insurance business through ‘a permanent 
establishment (within the or ae avsigned) for the tsa of subsection 
112(2)) in Canada, 


Para. (b) of “outstanding debts to specified non-residents” in subsec. 18(5) amended by 
1994,'c. 7, Sch. VIII (1993, c. 24), subsec. 8(2); applicable to 1991 et'seg. and, where a 
corporation so elects by notifying the Minister of National Revenue in writing before 
December 11, 1993, to its 1985 to 1990 taxation years also. Para. (b) formerly read: 


(b) where the corporation is controlled by.a non-resident insurance corporation, 
the total of all amounts each of which is an amount outstanding at the particular 
time as or on account of a debt or other obligation to pay an amount to the non- 
resident, insurance corporation, where, the amount. outstanding, at the: particular 
time has, in the non-resident insurance corporation’s taxation year that included 
the particular time, been included as property used by it in the year in, or held by 
it in the year in the course of (within the meaning assigned by the definition 
“property used by it in the year in, or held by it in the year in the course of” in 
subsection 138(12)) carrying on an insurance business in Canada; 


Regulations: 8201 (permanent extablishment). 


Advance Tax Rulings: ATR-43: Utilization of a non-resident-owned investment 
corporation as a holding corporation. 


“specified non-resident shareholder” of a corporation at any time 
means a specified shareholder of the corporation who was at that 
time a non-resident person ‘or a non-resident-owned investment 
corporation; ’ 


“specified shareholder” of a corporation at any time means a per- 
son who at that time, either alone or together with persons with 
whom that person is not dealing at arm’s length, owns 


(a) shares of the capital stock of the corporation that give the 
holders thereof 25% or more of the votes that could be cast at an 
annual meeting of the shareholders of the corporation, or 


(b) shares of the.capital stock of the corporation, having a fair 
market value of 25% or more of the fair market value of all of 
the issued and. outstanding shares of the capital stock of the 
corporation, 


and, for the purpose of determining whether a particular person is a 
specified shareholder of a corporation at any time, where the partic- 
ular person or a person with whom the particular person is not deal- 
ing at arm’s length has at that time a right under a contract, in eq- 


S. 18(6) 


uity or otherwise, either immediately or in the future’ and. either 
absolutely or contingently 


(c) to, or to acquire, shares in a corporation or to control the 
voting rights of shares in a corporation, or 


(d) to cause a corporation to redeem, acquire or Maiibeh any of its 
shares (other than shares held by. the particular person or a per- 
son with whom the particular person is not dealing at arm’s 
length), 


the particular person or the person with whom the particular person 
is not dealing at arm’s length, as: the case may be; shall be deemed 
at that time to own the shares referred to in paragraph (c) and the 
corporation referred to in paragraph (d) shall be deemed at that time 
to, have redeemed, acquired or cancelled the shares referred to in 
paragraph (d), unless the right is not exercisable at that time be- 
cause. the exercise thereof is contingent on the death, RERERIERY or 
permanent disability of an individual. 


Related Provisions: 18(5.1) — Person ened. not to. be specified sharaholder: 


History: Definition “specified shareholder’ in subsec. 18(5) amended, by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 8(3), applicable to 1993 et seq. and, where a corpora- 
tion so elects by notifying the Minister of National Revenue in’ writing before Decem- 
ber 11; 1993, to its 1989 to 1992 taxation years also: That definition formerly read: 


“specified shareholder” of a corporation’ at-any time means a’‘shareholder of the 
corporation who at that time, either alone or together with persons with whom 
that shareholder was not dealing at: arm’s length, owned 25% or more of the 

, issued shares of any class of the capital stock, of the corporation. 


Interpretation Bulletins: IT-59R3: Interest on debts owing to specified non-re- 
sidents (thin capitalization). 


(5.1) Person deemed not to be specified shareholder — 
For the purposes of subsections (4) to (6), where 


(a) a'particular person would, but for this subsection, be a speci- 
fied shareholder of a corporation at any time, 


(b): there: was in effect at that time an agreement or arrangement 
under’ which, on the ‘satisfaction of a condition’ or the oc- 
cur[rjence of an‘event that it is reasonable to expect will be sat- 
isfied or will occur, the particular person will cease to be a spec- 
ified shareholder, and 


(c) the purpose for which the particular person became a speci- 
fied shareholder was the safeguarding of rights or interests of the 
particular person or a person with whom the particular person is 
not dealing at arm’s length in respect of any indebtedness owing 
at any time to ‘the particular person or‘a person with whom the 
particular person: is not dealing at'arm’s length, 


the particular person shall be deemed not to be a specified share- 
holder of the corporation at that time. 

History: Subsec. 18(5.1) added by 1994, c. 7, Sch. VIII (1993, 'c. 24), subsec. 8(4), 
applicable to 1993 et seg: and, where a corporation'so elects by notifying the Minister 
of National Revenue in writing before December 11, 1993, to its 1989 to 1992 taxation 
years also. 


Where any loan (in this sub- 
section referred to as the “first loan”) has been made 


(a) by a specified non-resident shareholder of a corporation, or 


(b) by a non-resident person, or a non-resident-owned invest- 
ment corporation, who was not dealing at arm’s length with a 
specified shareholder of a corporation, 


to another person on condition that a loan (in. this subsection re- 
ferred to as the “second loan’) be made by any person to a particu- 
lar corporation resident in Canada, for the purposes of subsections 
(4) and (5), the lesser of 


(c) the amount of the first loan, and 

(d) the, amount of, the second loan 
shall be deemed tobe a debt incurred by the particular corporation 
to the person who made the first loan. 
Related Provisions: 18(5.1)\— Person deemed not to be specified shareholder. 


Interpretation Bulletins: IT-59R3: Interest'‘on ‘debts owing to specified non-re- 
sidents (thin capitalization). 


1.T. Technical News: 15 (back-to-back loans in relation to subsecs. 18(4) and 18(6)). 
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S. 18(7) 


(7) [Repealed under former Act] 


(8) [Repealed] 

History: Subsec. 18(8) repealed by 2001, c. 17, subsec. 9(5), applicable to taxation 

years that begin after 2000. 
(8) Where subsec. (4) does not apply — Subsection (4) does not apply in 
computing the income for a taxation year of a corporation whose principal busi- 
ness in Canada throughout the year was the developing or manufacturing of air- 
craft or aircraft components. 


(9) Limitation respecting prepaid expenses — Notwith- 
standing any other provision of this Act, 


(a) in computing a taxpayer’s income for a taxation year from a 
business or property (other than income from a business com- 
puted in accordance with the method authorized by subsection 
28(1)), no deduction shall be made in respect of an outlay or 
expense to the extent that it can reasonably be regarded as hav- 
ing been made or incurred 


(i) as consideration for services to be rendered after the end 
of the year, 


(ii) as, on account of, in lieu of payment of or in satisfaction 
of, interest, taxes (other than taxes imposed on an insurer in 
respect of insurance premiums of a non-cancellable or guar- 
anteed renewable accident and sickness insurance policy, or 
a life insurance policy other than a group term life insurance 
policy that provides coverage for a period of 12 months or 
less), rent or royalties in respect of a period that is after the 
end of the year, 


(111) as consideration for insurance in respect of a period after 
the end of the year, other than 


(A) where the taxpayer is an insurer, consideration for re- 
insurance, and 


(B) consideration for insurance on the life of an indivi- 
dual under a group term life insurance policy where ali or 
part of the consideration is for insurance that is (or would 
be if the individual survived) in respect of a period that 
ends more than 13 months after the consideration is paid; 
or 


(iv) subject to clause (iii)(B) and subsections 144.1(4) to (7), 
as consideration for a “designated employee benefit” (as de- 
fined in subsection 144.1(1)) to be provided after the end of 
the year (other than consideration payable in the year, to a 
corporation that is licensed to provide insurance, for insur- 
ance coverage in respect of the year); 


(b) such portion of each outlay or expense (other than an outlay 
or expense of a corporation, partnership or trust as, on account 
of, in lieu of payment of or in satisfaction of, interest) made or 
incurred as would, but for paragraph (a), be deductible in com- 
puting a taxpayer’s income for a taxation year shall be deducti- 
ble in computing the taxpayer’s income for the subsequent year 
to which it can reasonably be considered to relate; 


(c) for the purposes of section 37.1, such portion of each quali- 
fied expenditure (within the meaning assigned by subsection 
37.1(5)) as was made by a taxpayer in a taxation year and as 
would, but for paragraph (a), have been deductible in computing 
the taxpayer’s income for the year shall be deemed 


(i) not to be a qualified expenditure made by the taxpayer in 
the year, and 


(ii) to be a qualified expenditure made by the taxpayer in the 
subsequent year to which the expenditure can reasonably be 
considered to relate; 


(d) for the purpose of paragraph (a), an outlay or expense of a 
taxpayer is deemed not to include any payment referred to in 
subparagraph 37(1)(a)(ii) or (iii) that 
(i) is made by the taxpayer to a person or partnership: with 
which the taxpayer deals at arm’s length, and 


(ii) is not an expenditure described in subparagraph 


37(1 (aj); 
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(e) for the purposes of section 37 and the definition “qualified 
expenditure” in subsection 127(9), the portion of an expenditure 
that is made or incurred by a taxpayer in a taxation year and that 
would, but for paragraph (a), have been deductible under section 
37 in computing the taxpayer’s income for the year, is deemed 


(i) not to be made or incurred by the taxpayer in the year, and 


(ii) to be made or incurred by the taxpayer in the subsequent 
taxation year to which the expenditure can reasonably be 
considered to relate; and 


(f) for the purpose of the definition “eligible child care space 
expenditure” in subsection 127(9), the portion of an expenditure 
(other than for the acquisition of depreciable property) that is 
made or incurred by a taxpayer in a taxation year and that 
would, but for paragraph (a), have been deductible under this 
Act in computing the taxpayer’s income for the year, is deemed 


(i) not to be made or incurred by. the taxpayer in the year, and 


(ii) to be made or incurred by the taxpayer in the subsequent 
taxation year to which the expenditure can reasonably be 
considered to relate. 


Related Provisions: 6(1)(a)(i), 6(4) — Group term life insurance premiums — taxa- 
ble benefit; 18(9.01)— Group term life insurance — deductibility of premiums; 
18(9.02) — Application to insurers; 18(9.2)—(9.8) — Prepaid interest; 20(1)(m.1) — 
Manufacturer’s warranty reserve; 20(1)(m.2) — Repayment of amount previously in- 
cluded in income; 87(2)(j.2) — Amalgamations — prepaid expenses; 144.1(4)(b) — 
Contribution to employee life and health trust prohibited by 18(9) can be deducted in 
later year; 261(7)(f) — Functional currency reporting. 


History: Subpara. 18(9)(iv) added by 2010, c. 25, subsec. 5(3), applicable after 2009. 


Para. 18(9)(f) added by 2007, c. 35, s. 11, applicable to expenses incurred after March 
18, 2007. 


Subpara. 18(9)(a)(ii) amended by 2001, c. 17, subsec. 9(6), applicable to taxation years 
that begin after 1999 except that, where a taxpayer so elects in writing and files the 
election with the Minister of National Revenue on or before the taxpayer’s filing-due 
date for the taxpayer’s taxation year that includes June 14, 2001, the amendment ap- 
plies to taxation years that end after 1997. The subpara. formerly read: 


(ii) as, on account or in lieu of payment of, or in satisfaction of, interest, taxes 
(other than taxes imposed on insurance premiums), rent or royalty in respect of a 
period after the end of the year, or 


Para. 18(9)(d) amended and (e) added by 1996, c. 21, subsec. 5(1), para. (d) applicable 
to payments made after 1995, and para. (ec) applicable to expenditures made or incurred 
at any time. Para. (d) formerly read: 


(d) for the purposes of paragraph (a), an outlay or expense shall be deemed not to 
include any payment referred to in clause 37(1)(a)(ii)(E). 


Subpara. 18(9)(a)(iii) amended by 1995, c. 3, subsec. 6(1), applicable to premiums paid 
after February 1994 for insurance. Subpara. (iii) formerly read: 


(iii) as consideration for insurance in respect of a period after the end of the year 
(other than an amount paid in respect of reinsurance by an insurer); 


Para. 18(9)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(5), applicable 
with respect to amounts paid as, on account of, in lieu of payment of or in satisfaction 
of, interest in respect of a period or part thereof that is after 1991. Para. 18(9)(b) for- 
merly read: 


(b) such portion of each outlay or expense made or incurred as would, but for 
paragraph (a), have been deductible in computing a taxpayer’s income for a taxa- 
tion year shall be deductible in computing the taxpayer’s income for the subse- 
quent year to which it can reasonably be considered to relate; 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-151R5: Scientific research 
and experimental development expenditures; IT-211R: Membership dues — associa- 
tions and societies; IT-233R: Lease-option agreements; sale-leaseback agreements 
(archived); IT-341R4: Expenses of issuing shares, units in a trust, interests in a partner- 
ship or syndicate and expenses of borrowing money; IT-417R2: Prepaid expenses and 
deferred charges. 


1.T. Technical News: 25 (health and welfare trusts). 


(9.01) Group term life insurance — Where 


(a) a taxpayer pays a premium after February 1994 and before 
1997 under a group term life insurance policy for insurance on 
the life of an individual, 


(b) the insurance is for the remainder of the individual’s life- 
time, and 


(c) no further premiums will be payable for the insurance, 
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no amount may be deducted in computing the taxpayer’s income for 
a taxation year from a business or property in respect of the pre- 
mium except that there may be so deducted, 


(d) where the year is the taxation year in which the premium was 
paid or a subsequent taxation year and the individual is alive at 
the end of the year, the lesser of 


(i) the amount determined by the formula 


A-B 
and 
(ii) '4 of the amount determined by the formula 


C 
A ain 
* 365 


where 


A is the amount that would, if this Act were read without 
reference to this subsection, be deductible in respect of 
the premium in computing the taxpayer’s income, 


B. is the total amount deductible in respect of the premium 
in computing the taxpayer’s income for preceding taxa- 
tion years, and 


C is the number of days in the year, and 


(e) where the individual died in the year, the amount determined 
under subparagraph (d)(1). 
Related Provisions: 6(4) — Taxable benefit from premiums paid by employer; 


87(2)4.2) — Amalgamations — prepaid expenses; 257 — Formula cannot calculate to 
less than zero. 


History: Subsec. 18(9.01) added by 1995, c. 3, subsec. 6(2), applicable to premiums 
paid after February 1994 for insurance. 


(9.02) Application of subsec. (9) to insurers — For the pur- 
pose of subsection (9), an outlay or expense made or incurred by an 
insurer on account of the acquisition of an insurance policy (other 
than a non-cancellable or guaranteed renewable accident and sick- 
ness insurance policy or a life insurance policy other than a group 
term life insurance policy that provides coverage for a period of 12 
months or less) is deemed to be an expense incurred as considera- 
tion for services rendered consistently throughout the period of cov- 
ous of the se had 


_ Proposed Amendment — 18(9.02) 
spt. of Finance, Dec. OA: 2005: ‘See under 1216). 


History: Subsec. 18(9.02) added by 2001, c. 17, subsec. 9(7), applicable to taxation 
years that begin after 1999 except that, where a taxpayer so elects in writing and files 
the election with the Minister of National Revenue on or before the taxpayer’s filing- 
due date for the taxpayer’s taxation year that includes June 14, 2001, the subsec. ap- 
plies to taxation years that end after 1997. 


(9.1) Penalties, bonuses and rate-reduction payments — 
Subject to subsection 142.4(10), where at any time a Lo heme other 
than a payment that 


(a) can reasonably be considered to have been made in respect 
of the extension of the term of a debt obligation or in respect of 
the substitution or conversion of a debt obligation to another 
debt obligation or share, or 


(b) is contingent or dependent on the use of or production from 
property or is computed by reference to revenue, profit, cash 
flow, commodity price or any other similar criterion or by refer- 
ence to dividends paid or payable to shareholders of any class of 
shares of the capital stock of a corporation, , 


is made to a person or partnership by a taxpayer in the, course of 
carrying on a business or earning income from property in respect 
of borrowed money or on an amount payable for property acquired 
by the taxpayer (in this subsection referred to as a “debt 
obligation’) 


(c) as consideration for a reduction in the rate of interest payable 
by the taxpayer on the debt obligation, or 


S. 18(9.2)(a)() 


(d) as a penalty or bonus payable by the taxpayer because of the 
repayment by the taxpayer of all or, part of the principal amount 
of the debt obligation before its maturity, 


the payment shall, to the extent that it can reasonably be considered 
to relate to, and does not exceed the value at that time of, an’'amount 
that, but for the reduction described in paragraph (c) or the repay- 
ment described in paragraph (d), would have been paid or payable 
by the taxpayer as interest on the debt obligation for a taxation year 
of the taxpayer ending after that time, be deemed, 


(e) for the purposes of this Act, to have been paid by the tax- 
payer and received by the person or partnership at that time as 
interest on the debt obligation, and 


(f) for the purpose. of computing the taxpayer’s income in re- 
spect of the business or property for the year, to have been paid 
or payable by the taxpayer in that year as interest pursuant to a 
legal obligation to pay interest, 


(i) in the case of a reduction described in paragraph (c), on 
the debt obligation, and 


(11) in the case of a repayment described in paragraph (d), 


(A) where the repayment was in respect of all or part of 
the principal amount of the debt obligation that was bor- 
rowed money, except to the extent that the borrowed 
money was used by the taxpayer to acquire property, on 
borrowed money used in the year for the purpose for 
which the borrowed money that was repaid was used, and 


(B) where the repayment was in respect of all or part of 
the principal amount of the debt obligation that was either 
borrowed money used to acquire property or an amount 
payable for property acquired by the taxpayer, on the debt 
obligation to the extent that the property or property sub- 
stituted therefor is used by the taxpayer in the year for the 
purpose of gaining or producing income therefrom or for 
the purpose of gaining or producing income from a 
business. 


Related Provisions: 18(9.2) — Prepaid interest on debt obligations; 20(1)(e) — 
Expenses re financing; 87(2)(j.6) — Amalgamations — continuing corporation; 
248(5) — Substituted property; 261(7)—(10) — Functional currency reporting. 


History: The opening words of subsec. 18(9.1) amended by 1998, c. 19, subsec: 79(1), 


applicable to taxation years that end after February 22, 1994. The opening words for- 
merly read: 


(9.1) Where at any time a payment, other than a payment that 


Subsec. 18(9.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 13(6), applicable 
with respect to payments made after 1984 except that, in its application with respect to 
payments made before July 13, 1990, subsec. (9.1) shall be read without reference to 
para. (e). 


Interpretation Bulletins: IT-104R3: Deductibility of fines or, penalties; IT-341R4: 
Expenses of issuing shares, units in a trust, interests in a partnership or syndicate and 
expenses of borrowing money. 


(9.2) Interest on debt obligations — For the purposes of this 
Part, the amount of interest payable on borrowed money or on an 
amount payable for property (in this subsection and subsections 
(9.3) to (9.8) referred to as the “debt obligation’) by a corporation, 
partnership or trust (in this subsection and subsections (9.3) to (9.7) 
referred to as the “borrower”) in respect of a taxation year shall, 
notwithstanding subparagraph (9.1)(f(i), be deemed to be an 
amount equal to the lesser of 


(a) the amount of interest, not in excess of a reasonable amount, 
that would be payable on the debt obligation by the borrower in 
respect of the year if no amount had been paid before the end of 
the year in satisfaction of the obligation to pay interest on the 
debt obligation in respect of the year and if the amount outstand- 
ing at each particular time in the year that is after 1991 on ac- 
count of the principal amount of the debt obligation were the 
amount, if any, by which 


(i) the amount outstanding at the particular time on account 
of the principal amount of the debt obligation 
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exceeds the total of 


(ii) all amounts each of which is an amount paid before the 
particular time in satisfaction, in whole or in part, of the obli- 
gation to pay interest on the debt obligation in respect of a 
period or part thereof that is after 1991, after the beginning of 
the year, and after the time the amount was so paid (other 
than a period or part thereof that is in the year where no such 
amount was paid before the particular time in respect of a 
period, or part of a period, that is after the end of the year), 
and 


(iii) the amount, if any, by which 


(A) the total of all amounts of interest payable on the debt 
obligation (determined without reference to this subsec- 
tion) by the borrower in respect of taxation years ending 
after 1991 and before the year (to the extent that the inter- 
est does not exceed a reasonable amount) 


exceeds 


(B) the total of all amounts of interest deemed by this 
subsection to have been payable on the debt obligation by 
the borrower in respect of taxation years ending before 
the year, and 


(b) the amount, if any, by which 


(1) the total of all amounts of interest payable on the debt 
obligation (determined without reference to this subsection) 
by the borrower in respect of the year or taxation years end- 
ing after 1991 and before the year (to the extent that the in- 
terest does not exceed a reasonable amount) 


exceeds 
(ii) the total of all amounts of interest deemed by this subsec- 
tion to have been payable on the debt obligation by the bor- 
rower in respect of taxation years ending before the year. 
Related Provisions: 18(9.3)-(9.8) — Prepaid 
261(7)—(10) — Functional currency reporting. 


History: Subsec. 18(9.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(6), 
applicable to 1992 et seq. 


interest on debt obligations; 


Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 


(9.3) Interest on debt obligations — Where at any time in a 
taxation year of a borrower a debt obligation of the borrower is set- 
tled or extinguished or the holder of the obligation acquires or reac- 
quires property of the borrower in circumstances in which section 
79 applies in respect of the debt obligation and the total of 


(a) all amounts each of which is an amount paid at or before that 
time in satisfaction, in whole or in part, of the obligation to pay 
interest on the debt obligation in respect of a period or part of a 
period that is after that time, and 


(b) all amounts of interest payable on the debt obligation (deter- 
mined without reference to subsection (9.2)) by the borrower in 
respect of taxation years ending after 1991 and before that time, 
or in respect of periods, or parts of periods, that are in such years 
and before that time (to the extent that the interest does not ex- 
ceed a reasonable amount), 


exceeds the total of 


(c) all amounts of interest deemed by subsection (9.2) to have 
been payable on the debt obligation by the borrower in respect 
of taxation years ending before that time, and 


(d) the amount of interest that would be deemed by subsection 
(9.2) to have been payable on the debt obligation by the bor- 
rower in respect of the year if the year had ended immediately 
before that time, 


(which excess is in this subsection referred to as the “excess 
amount”), the following rules apply: 


(e) for the purpose of applying section 79 in respect of the bor- 
rower, the principal amount at that time of the debt obligation 
shall be deemed to be equal to the amount, if any, by which 


(i) the principal amount at that time of the debt obligation 
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exceeds 
(ii) the excess amount, and 


(f) the excess amount shall be deducted at that time in comput- 
ing the forgiven amount in respect of the obligation (within the 
meaning assigned by subsection 80(1)). 
Related Provisions: 80(1)“forgiven amount”B(c) — Deduction from forgiven 
amount as per 18(9.3)(f); 261(7)—(10) — Functional currency reporting. 
History: The portion of subsec. 18(9.3) before para. (b) and paras. (e) and (f) amended 
by 1995, c. 21, subsecs. 5(1), (2), the opening words of subsec. 18(9.3) and para. (e) 
applicable to 1992 et seg. and paras. (a) and (f) applicable to taxation years that end 
after February 21, 1994, except that they do not apply to any obligation settled or 
extinguished 
(a) before February 22, 1994; 
(b) after February 21, 1994 
(i) under the terms of an agreement in writing entered into on or before that 
date, or 
(ii) under the terms of any amendment to such an agreement, where that 
amendment was entered into in writing before July 12, 1994 and the amount of 


the settlement or extinguishment was not substantially greater than the settle- 
ment or extinguishment provided under the terms of the agreement; 


(c) before 1996 pursuant to a restructuring of debt in connection with a proceeding 
commenced in a court in Canada before February 22, 1994; 


(d) before 1996 in connection with a proposal (or notice of intention to make a 
proposal) that was filed under the Bankruptcy and Insolvency Act, or similar legis- 
lation of a country other than Canada, before February 22, 1994; or 


(e) before 1996 in connection with a written offer that was made by, or communi- 
cated to, the holder of the obligation before February 22, 1994. 


That portion of subsec. 18(9.3) before para. (b) and paras. (e) and (f) formerly read: 


(9.3) Idem — Where at any time in a taxation year of a borrower a debt obliga- 
tion of the borrower has been settled or extinguished and the total of 


(a) all amounts each of which is an amount paid before that time in satisfac- 


tion, in whole or in part, of the obligation to pay interest on the debt obliga- 
tion in respect of a period or part thereof that is after that time, and 


(e) for the purpose of applying paragraph 79(c) in respect of the borrower, 
where the debt obligation was extinguished in circumstances to which sec- 
tion 79 applies, the amount outstanding at that time on account of the princi- 
pal amount of the debt obligation shall be deemed to be the amount, if any, 
by which 

(i) the amount outstanding at that time on account of the principal 

amount of the debt obligation 
exceeds 

(ii) the excess amount, and 


(f) for the purpose of applying section 80.in respect of the borrower, where 
the debt obligation was settled or extinguished in circumstances to which 
that section applies, the debt obligation shall be deemed to have been settled 
or extinguished by the payment of an amount equal to the total of 


(i) the amount, if any, of the payment made to settle or extinguish the 
debt obligation (determined without reference to this subsection), and 


(ii) the excess amount. 


Subsec. 18(9.3) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(6), applicable to 
1992 et seq. 


Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 


(9.4) Idem — Where an amount is paid at any time by a person or 
partnership in respect of a debt obligation of a borrower 


(a) as, on account of, in lieu of payment of or in satisfaction of, 
interest on the debt obligation in respect of a period or part 
thereof that is after 1991 and after that time, or 


(b) as consideration for a reduction in the rate of interest payable 
on the debt obligation (excluding, for greater certainty, a pay- 
ment described in paragraph (9.1)(a) or (b)) in respect of a pe- 
riod or part thereof that is after 1991 and after that time, 


that amount shall be deemed, for the purposes of subsection (9.5) 
and, subject to that subsection, for the purposes of clause 
(9.2)(a)(iii)(A), subparagraph (9.2)(b)(), paragraph (9.3)(b) and 
subsection (9.6), to be an amount of interest payable on the debt 
obligation by the borrower in respect of that period or part thereof 
and shall be deemed, for the purposes of subparagraph (9.2)(a)(i1) 
and paragraph (9.3)(a), to be an amount paid at that time in satisfac- 
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tion of the obligation to pay interest. on the debt obligation in re- 
spect of that period or part thereof... 


Related Provisions: 261(7)-(10) — Functional currency reporting. 


History: Subsec. 18(9.4) added by 1994, c. 7, Sch. VIIT (1993, c. 24), subsec. 8(6), 
applicable to 1992 et seq. 


Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 


(9.5) Idem — Where the amount of interest payable on a debt obli- 
gation (determined without reference to subsection (9.2)) by a bor- 
rower in respect of a particular period or part thereof that is after 
1991 can reasonably be regarded as an amount payable as consider- 
ation for 


(a) a reduction in the amount of interest that would otherwise be 
payable on the debt obligation in respect of a subsequent period, 
or 


(b) a reduction in the amount that was or may be paid before the 
beginning of a subsequent period in satisfaction of the obligation 
to pay interest on the debt obligation in respect of that subse- 
quent period 


(determined without reference to the existence of, or the amount of 
any interest paid or payable on, any other debt obligation), that 
amount shall, for the purposes of clause (9.2)(a)(iii)(A), subpara- 
graph (9.2)(b)(i), paragraph (9.3)(b) and subsection (9.6), be 
deemed to be an amount of interest payable on the. debt obligation 
by the borrower in respect of the subsequent period and not to be an 
amount of interest payable on the debt obligation by the borrower in 
respect of the particular period and shall, when paid, be deemed for 
the purposes of subparagraph (9.2)(a)(ii) and paragraph (9.3)(a) to 
be an amount paid in satisfaction of the obligation to pay interest on 
the debt obligation in respect of the subsequent period. 


Related Provisions: 18(9.4) — Prepaid interest on debt obligations; 261(7)-(10) — 
Functional currency reporting. 


History: Subsec. 18(9.5) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(6), 
applicable to 1992 et seq. 


Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 


(9.6) Idem — Where the liability in respect of a debt obligation of 
a person or partnership is assumed by a borrower at any time, 


(a) the amount of interest payable on the debt obligation (deter- 
mined without reference to subsection (9.2)) by any person or 
partnership in respect of a period shall, to the extent that that 
period is included in a taxation year of the borrower ending after 
1991, be deemed, for the purposes of clause (9.2)(a)(iii)(A), sub- 
paragraph (9.2)(b)(i) and paragraph (9.3)(b), to: be an amount of 
interest payable on‘the debt obligation by the borrower in re- 
spect of that year, and 


(b) the application of subsections (9.2) and (9.3) to the borrower 
in respect of the debt obligation after that time shall be deter- 
mined on the. assumption. that subsection (9.2) applied to the 
borrower in respect of the debt obligation before that time, 


and, for the purposes of this subsection; where the borrower came 
into existence at a particular time that is after the beginning of the 
particular period) beginning at the beginning of the first period in 
respect of which interest was payable on the debt obligation by any 
person or partnership and ending at the particular time, the bor- 
rower shall be deemed 


(c) to have been in existence throughout the particular period, 
and 


(d) to have had, throughout the particular period, taxation years 
ending on the day of the year on which its first taxation year 
ended. 

Related Provisions: 261(7)-(10) — Functional currency reporting. 

History: Subsec. 18(9.6) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(6), 

applicable to 1992 et seq. 


Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 
(9.7) Idem — Where the amount paid by a borrower at any particu- 


lar time, in satisfaction of the obligation to pay a particular amount 
of interest on a debt obligation in respect of a subsequent period or 
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part thereof, exceeds the particular amount of ‘that interest, 
discounted 


(a) for the particular period beginning at the particular time and 
ending at the end of the subsequent period or part thereof, and 


(b) at the rate or rates of interest applying under the debt obliga- 
tion during the particular period (or, where the rate of interest of 
any part of the particular period is not fixed at the particular 
time, at the prescribed rate of interest in effect at the particular 
‘time), 

that. excess. shall 


(c) for the purposes of applying subsections (9.2) to (9.6) and 
(9.8), be deemed to be neither an amount of interest payable on 
the debt obligation nor an amount paid in satisfaction of the ob- 
ligation to pay interest on the debt obligation, and 


(d) be deemed to be a payment described in paragraph (9.1)(d) 
in respect of the debt obligation. 


History: Subsec. 18(9.7) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(6), 
applicable to 1992 et seq. 


Regulations: 4301(c) (prescribed rate of interest). 
Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 


(9.8) Idem — Nothing in any of subsections (9.2) to (9.7) shall be 
construed as providing that 


(a) the total of all amounts each of which is the amount of inter- 
est payable on'a debt obligation by an individual (other than a 
trust), or deemed by subsection (9.2) to be payable on the debt 
obligation by a corporation, partnership or trust, in respect of a 
taxation year ending after 1991 and: before any particular time, 


may exceed 


(b) the total of all amounts each of which is the amount of inter- 
est payable on the debt obligation (determined without reference 
to subsection (9.2)) by a person or partnership in respect of a 
taxation year ending after 1991 and before that particular time. 


History: Subsec. 18(9.8) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(6), 
applicable to 1992 et seq. 


Interpretation Bulletins: IT-417R2: Prepaid expenses and deferred charges. 


(10) Employee benefit plan — Paragraph (1)(0) does not apply 
in respect of a contribution to an employee benefit plan 


(a) to the extent that the contribution 


(i) is made in respect of services performed by an employee 
who is not resident in Canada and is regularly employed in a 
country other than Canada, and 


(ii), cannot reasonably be regarded as having been made in 
respect of services performed or to be performed. during a 
period when.the employee is resident in Canada; 


(b) the custodian of which is non-resident, to the extent that the 
contribution 


(i) is in respect of an employee who is non-resident at the 
time the contribution is made, and 


(ii) cannot reasonably be regarded as having been made in 
respect of services performed or to be performed during a 
period when the employee is resident in Canada; or 


(c) the custodian of which is non-resident, to the extent that the 
contribution can reasonably be regarded as having been made in 
respect of services performed by an employee in a particular cal- 
endar month where 


(i) the employee was resident in Canada throughout no. more 
than 60 of the 72 calendar months ending with the particular 
month, and 


(ii) the employee became a member of the plan before the 
end of the month following the month in which the employee 
became resident in Canada, 


and, for the purpose of this paragraph, where benefits provided 
to an employee under a particular employee benefit plan are re- 
placed by benefits provided under another employee benefit 
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plan, the other plan shall be deemed, in respect of the employee, 
to be the same plan as the particular plan. 
History: Para. 18(10)(b) substituted, and para. (c) added, by 1994, c. 21, subsec. 11(2), 
applicable to contributions made after 1992. Para. (b) formerly read: 
(b) the custodian of which is not resident in Canada, to the extent that the 
contribution 
(i) is in respect of an employee who was 
(A) not resident in Canada at the time the contribution was made, or 
(B) resident in Canada for a period (in this paragraph referred to as an 
“excluded period”) of not more than 36 of the 72 months preceding the 


date on which the contribution is made and was a beneficiary under the 
plan before becoming resident in Canada, and 


(ii) cannot reasonably be regarded as having been made in respect of ser- 
vices performed or to be performed during a period (other than an excluded 
period) when the employee is resident in Canada. 


Interpretation Bulletins: [T-502: Employee benefit plans and employee trusts. 


(11) Limitation [on interest expense] — Notwithstanding any 
other provision of this Act, in computing the income of a taxpayer 
for a taxation year, no amount is deductible under paragraph 
20(1)(c), (d), (e), (e.1) or (f) in respect of borrowed money (or other 
property acquired by the taxpayer) in respect of any period after 
which the money (or other property) is used by the taxpayer for the 
purpose of 
(a) making a payment after November 12, 1981 as consideration 
for an income-averaging annuity contract, unless the contract 
was acquired pursuant to an agreement in writing entered into 
before November 13, 1981; 


(b) paying a premium (within the meaning assigned by subsec- 
tion 146(1) read without reference to the portion of the defini- 
tion “premium” in that subsection following paragraph (b) of 
that definition) under a registered retirement savings plan after 
November 12, 1981; 


(c) making a contribution to a registered pension plan or a de- 
ferred profit sharing plan after November 12, 1981, other than 


(i) a contribution described in subparagraph 8(1)(m)(ii) or 
(iii) (as they read in their application to the 1990 taxation 
year) that was required to be made pursuant to an obligation 
entered into before November 13, 1981, or 


(ii) a contribution deductible under paragraph 20(1)(q) or (y) 
in computing the taxpayer’s income; 
(d) making a payment as consideration for an annuity the pay- 
ment for which was deductible in computing the taxpayer’s in- 
come by virtue of paragraph 60(1); 


(e) making a contribution to a retirement compensation arrange- 
ment where the contribution was deductible under paragraph 
8(1)(m.2) in computing the taxpayer’s income; 


(f) making a contribution to a net income stabilization account; 


(g) making a contribution to any account under a provincial pen- 
sion plan prescribed for the purpose of paragraph 60(v); 


Proposed Repeal — 18(11)(g) 


Application: The December 7, 2010 draft legislation (Sask. Pension eae s. 1, will 
repeal para. 18(11)(g), applicable after 2009. 


Technical Notes: Subsection 18(11) prohibits the deduction of certain expenses. 
Among these expenses is interest on money borrowed to make a contribution to a regis- 
tered retirement savings plan or to a prescribed provincial pension plan (such as the 
Saskatchewan Pension Plan). 

Paragraph 18(11)(g) is repealed, consequential on the introduction of new subsection 
146(21.1) which, for certain purposes, deems a contribution made by an individual to 
an account under a “specified pension plan” to be a premium paid to a registered retire- 
ment savings plan. As a result of new subsection 146(21.1), the application of para- 
graph 18(11)(b) will prohibit the deduction of expenses that were previously prohibited 
under paragraph 18(11)(g). 

For more information, please see related commentary on new subsection 14621 .1) and 
the new definition “specified pension plan” in subsection 248(1). 


(h) making a contribution into a registered education savings 
plan; 


(i) making a contribution to a registered disability savings plan; 
or 
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(j) making a contribution under a TFSA, 


and, for the purposes of this subsection, to the extent that an indebt- 
edness is incurred by a taxpayer in respect of a property and at any 
time that property or a property substituted therefor is used for any 
of the purposes referred to in this subsection, the indebtedness shall 
be deemed to be incurred at that time for that purpose. 
Related Provisions: 18(1)(u) — Investment counselling and administration fees for 
RRSP, RRIF or TFSA are non-deductible; 110.6(1)“investment expense”’(a); 
146(21.1) — Contribution to Saskatchewan Pension Plan deemed to be RRSP premium 
for purposes of 18(11)(b); 248(5) — Substituted property. 
History: Para. 18(11)(j) added by 2008, c. 28, subsec. 2(2), applicable to 2009 et seq. 
Para. 18(11)(i) added by 2007, c. 35, s. 102, applicable to 2008 ef seq. 
Para. 18(11)(h) added by 1998, c. 19, s. 3, applicable to 1998 er seq. 
Para. 18(11)(g) added by 1994, c. 21, subsec. 11(3), applicable to 1993 et seq. 
Para. 18(11)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 8(7), applicable 
to 1992 et seq. Para. 18(11)(b) formerly read: 
(b) paying a premium under a registered retirement savings plan after November 
12, 1981; 
That portion of subsec. 18(11) following para. (e) amended (para. (f) being added) by 
1994, c. 7, Sch VIII (1993, c. 24), subsec. 8(8), applicable to 1991 et seg. That portion 
formerly read: 
and, for the purposes of this subsection, where an indebtedness is incurred by a 
taxpayer in respect of a property and at any time that property or a property 


substituted therefor is used for any of the purposes referred to in paragraphs (a) 
to (e), the indebtedness shall be deemed to be incurred at that time for that 
purpose. 

That portion of subsec. 18(11) preceding para. (a) substituted by 1994, c. 7, Sch. II 

(1991, c. 49), subsec. 13(7), applicable to 1990 et seq. That portion formerly read: 
(11) Notwithstanding any other provision of this Act, in computing the income 
of a taxpayer for a taxation year, no amount shall be deducted under paragraph 
20(1)(c), (d) or-(e) of this Act or paragraph 20(1)(k) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, in respect of indebtedness 
incurred for the purpose of 

That portion of subsec. 18(11) following para. (e) added by 1994, c. 7, Sch. II (1991, c. 

49), subsec. 13(8), applicable to 1990 et seq. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-167R6: Registered pension plans — employee’s contributions; IT-307R4: 
Spousal or common-law partner registered retirement savings plans; IT-355R2: Interest 
on loans to buy life insurance policies and annuity contracts, and interest on policy 
loans (archived). 


(12) Work space in home — Notwithstanding any other provi- 
sion of this Act, in computing an individual’s income from a busi- 
ness for a taxation year, 


(a) no amount shall be deducted in respect of an otherwise de- 
ductible amount for any part (in this subsection referred to as the 
“work space”) of a self-contained domestic establishment in 
which the individual resides, except to the extent that the work 
space is either 


(i) the individual’s principal place of business, or 


(ii) used exclusively for the purpose of earning income from 
business and used on a regular and continuous basis for 
meeting clients, customers or patients of the individual in re- 
spect of the business; 


(b) where the conditions set out in subparagraph (a)(i) or (ii) are 
met, the amount for the work space that is deductible in comput- 
ing the individual’s income for the year from the business shall 
not exceed the individual’s income for the year from the busi- 
ness, computed without reference to the amount and sections 
34.1 and 34.2; and 


(c) any amount not deductible by reason only of paragraph (b) in 
computing the individual’s income from the business for the im- 
mediately preceding taxation year shall be deemed to be an 
amount otherwise deductible that, subject to paragraphs (a) and 
(b), may be deducted for the year for the work space in respect 
of the business. 

Related Provisions: 8(13) — Parallel rule for employee. 


History: Para. 18(12)(b) amended by 1996, c. 21, subsec. 5(2), applicable to 1995 et 
seq.. The para. formerly read: 


(b) where the conditions set out in subparagraph (a)(i) or (ii) are met, the amount 
for the work space that is deductible in computing the individual’s income from 
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the business for a taxation year shall not exceed the individual’s income from the 
business for the year, computed without reference to the amount; and 


Selected Cases [subsec. 18(12)]: Jenkins v. R., [2005] 2 C.T.C. 2156 (TCC) 
(Principal place of fishing business was taxpayer’s home). 


Interpretation Bulletins: IT-120R6: Principal residence; IT-504R2: Visual artists 
and writers; IT-514: Work space in home expenses. 


(13) When subsec. (15) applies to money lenders — Sub- 
section (15) applies, subject to subsection 142.6(7), when 


(a) a taxpayer (in this subsection and subsection (15) referred to 
as the “transferor”) disposes of a particular property; 


(b) the disposition is not described in any of paragraphs (c) to 
(g) of the definition “superficial loss” in section 54; 


(c) the transferor is not an insurer; 


(d) the ordinary business of the transferor includes the lending of 
money and the particular property was used or held in the ordi- 
nary course of that business; 


(e) the particular property is a share, or a loan, bond, debenture, 
mortgage, hypothecary claim, note, agreement for sale or any 
other indebtedness; 


(f) the particular property was, immediately before the disposi- 
tion, not a capital property of the transferor; 


(g) during the period that begins 30 days before and ends 30 
days after the disposition, the transferor or a person affiliated 
with the transferor acquires a property (in this subsection and 
subsection (15) referred to as the “substituted property’’) that is, 
or is identical to, the particular property; and 


(h) at the end of the period, the transferor or a person affiliated 
with the transferor owns the substituted property. 


Related Provisions: 18(14) — Alternate application of subsec. 18(15); 40(2)(g)(i), 
54“superficial loss’ — Parallel rule for capital property; 248(12)— Identical 
properties. 


History: Para. 18(13)(e) amended to add “hypothecary claim” by 2001, c..17, subsec. 
201(1), in force June 14, 2001. 


Subsec. 18(13) amended by 1998, c. 19, subsec. 79(2), applicable, subject to s. 247 of 
1998, c. 19 (grandfathering rule reproduced at the end of the Act) to dispositions of 
property that occur after April 26, 1995, other than a disposition that occurred before 
July 1995 to which subsec. 142.6(7) 


(a) does not apply; and 
(b) would apply if the disposition had occurred after June 1995. 
The subsec. formerly read: 


(13) Superficial loss — Subject to subsection 142.6(7) and notwithstanding any 
other provision of this Act, where a taxpayer (other than an insurer) 


(a) who was a resident of Canada at any time in a taxation year and whose 
ordinary business during that year included the lending of money, or 


(b) who at any time in the year carried on a business of lending money in 
Canada 


has sustained a loss on a disposition of property used or held in that business that 
is a share, or a loan, bond, debenture, mortgage, note, agreement of sale or any 
other indebtedness, other than a property that is a capital property of the tax- 
payer, no amount shall be deducted in computing the income of the taxpayer 
from that business for the year in respect of the loss where 


(c) during the period commencing 30 days before and ending 30 days after 
the disposition, the taxpayer or a person or partnership that does not deal at 
arm’s length with the taxpayer acquired or agreed to acquire the same or 
identical property (in this subsection referred to as the “substituted pro- 
perty”), and 


(d) at the end of the period described in paragraph (c), the taxpayer, person 
or partnership, as the case may be, owned or had a right to acquire the sub- 
stituted property, 


and any such loss shall be added in computing the cost to the taxpayer, person or 
partnership, as the case may be, of the substituted property. 


The opening words of subsec. 18(13) amended by 1995, c. 21, s. 48, applicable to 
dispositions occurring after October 30, 1994. The opening words formerly read: 


(13) Superficial loss — Subject to subsection 138(5.2) and notwithstanding any 
other provision of this Act, where a taxpayer 


Selected Cases [subsec. 18(13)]: Mathew v. R., [2003] 1. C.T.C. 2045 (TCC); 
aff'd [2004] 1 C.T.C. 115 (FCA); aff'd [2005] 5 C.T.C. 244 (SCC) (Superficial loss 
subject to GAAR). 


placed by references to paragraphs 132.2(3)(a) and (c). 
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(14) When subsec. (15) applies to adventurers in trade — 
Subsection: (15) applies where 


(a) a person (in this subsection and subsection (15) referred to as 
the ““transferor”) disposes of a particular property; 


(b) the particular property is described in an inventory of a busi- 
ness that is an adventure or concern in the nature of trade; 


(c) the disposition is not a disposition that is deemed to have 
occurred by section 70, subsection 104(4), section 128.1; para- 
Pues 132.2(1)(f) or subsection 138(11. yy or 149(10); 


‘Proposed Amendment — -1 8(1 4)(c) 


é © the disposition is not a disposition that i deemed to 5 ita 
occurred by section 70, subsection 104(4), section 128.1, para- 
~ graph 132.2(3)(a) or (c) or subsection 138(11.3) or: 149110); 


tio The July 16, 2010 draft legislation (Part 1 — technical), subsec. 1002), u 
: lend hae ie rad to foes as — ed bs » eaten aoe occur 


fo Notes uly. 201 0): Subsection 18(14) describes the circumstances in 
which the loss-deferral rule in subsection 18(15) applies to dispositions of property 
that is described in an inventory of a business that is an adventure or concern in the _ 
nature of trade. Paragraph 18(14)(c) excludes from the application of the rule dispo- 
sitions under specified provisions of the Act. As a consequence of the restructuring ‘ 
of section 132.2, the reference in paragraph 18(14)(c) to ee 132. 2(1)\(f) is re- 


ye 


(d) during the period that begins 30 ais before Te ends 30 
days after the disposition, the transferor or a person affiliated 
with the transferor acquires property (in this subsection and sub- 
section (15) referred to as the “substituted property”) that is, or 
is identical to, the particular property; and 


(e) at the end of the period, the transferor or a person affiliated 
with the transferor owns the substituted property. 
Related Provisions: 10(1.01) — No writedown of inventory held as adventure in the 


nature of trade; 18(13) — Alternate application of subsec. 18(15); 40(2)(g)(@), 54“su- 
perficial loss” — Parallel rule for capital property; 248(12) — Identical properties. 


History: Subsec. 18(14) added by 1998, c. 19, subsec. 79(2), applicable to dispositions 
of property that occur after June 20, 1996, other than a disposition that occurred before 
1997 to a person or partnership that was obliged on June 20, 1996 to acquire the pro- 
perty pursuant to the terms of an agreement in writing made on or before that day and, 
for the purpose of this application, a person or partnership shall be considered not to be 
obliged to acquire property where the person or partnership can be excused from per- 
forming the obligation if there is a change to the Act or if there is an adverse assess- 
ment under the: Act. 


(15) Loss on certain properties [transferred within 
affiliated group] — If this subsection applies because of subsec- 
tion (13) or (14) to a disposition of a particular property, 
(a) the transferor’s loss, if any, from the disposition is deemed to 
be nil, and 


(b) the amount of the transferor’s loss, if any, from the disposi- 
tion (determined without reference to this subsection) is deemed 
to be a loss of the transferor from a disposition of the particular 
property at the first time, after the disposition, 


(1) at which a 30-day period begins throughout which neither 
the transferor nor a person affiliated with the transferor owns 


(A) the substituted property, or 


(B) a property that is identical to the substituted property 
and that was acquired after the day that is 31 days before 
the period begins, 
(ii) at which the substituted property would, if it were owned 
by the transferor, be deemed by section 128.1 or subsection 
149(10) to have been disposed of by the transferor, 


(iii) that is immediately before control of the transferor is ac- 
quired by a person or group of persons, where the transferor 
is a corporation, or 


(iv) at which the winding-up of the transferor begins (other 
- than a winding-up to which subsection 88(1) applies), where 
the transferor is a corporation, 


and for the purpose of paragraph (b), where a partnership otherwise 
ceases to exist at any time after the disposition, the partnership is 
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deemed not to have ceased to exist, and each person who was a 
member of the partnership immediately before the partnership 
would, but for this subsection, have ceased to exist is deemed to 
remain a member of the partnership, until the time that is immedi- 
ately after the first time described in subparagraphs (b)(i) to (iv). 


Related Provisions: 13(21.2)— Parallel rule for depreciable capital property; 
14(12) — Parallel rule for eligible capital property; 18(16) — Deemed identical pro- 
perty; 40(3.3), (3.4) — Parallel mile for capital losses; 69(5)(d) — No application 
where corporate property appropriated by shareholder on windup; 87(2)(g.3) — Amal- 
gamations — continuing corporation; 139.1(18) — Holding corporation deemed not to 
acquire control of insurer on demutualization; 248(12) — Whether properties are iden- 
tical; 251.1 — Affiliated persons; 256(6)}-(9) — Whether. control acquired. 


History: Subsec. 18(15) added by 1998, c. 19, subsec. 79(2), applicable to dispositions 
of property that occur after April 26, 1995. 


(16) Deemed identical property — For the purposes of subsec- 
tions (13), (14) and (15), a right to acquire a property (other than a 
right, as security only, derived from a mortgage, hypothec, agree- 
ment for sale or similar obligation) is deemed to be a property that 
is identical to the property. 

History: Subsec. 18(16) amended to add “hypothec” by 2001, c. 17, subsec. 201(2), in 
force June 14, 2001. 


Subsec. 18(16) added by 1998, c. 19, subsec. 79(2), applicable to dispositions of pro- 
perty that occur after April 26, 1995. 


Proposed Amendment — Section 18 — Limitation on — 
deductibility of provincial payroll and capital taxes 


Dept. of Finance press release, March 2, 4993: Finance Minister Don 
Mazankowski today announced that the government would take action, on an interim 
basis, to effectively deny the deductibility of any increases in provincial payroll and 
capital taxes. This measure would take effect if provincial payroll and capital tax reve- 
nues were increased by way of a Tate increase, base ne or “ introduction of a 
new tax. _ 


The 1991 federal Budget oes a mechanism to limit the brapaict on federal revenue 
of the provinces’ increasing reliance on such taxes. Discussions with the provinces and 
affected taxpayers have been held since that time to consider possible modifications of 
the federal proposal to limit deductibility. Those discussions are continuing, and it is 
anticipated that a comprehensive solution will be ready for implementation i in 1994. 
Today's measure is intended to apply until that final proposal i is brought forward. 


Mr, Mazankowski said, “I remain concerned that any provincial actions to increase 
existing payroll and capital taxes or the introduction of new taxes would further erode 
federal revenues and put additional pressure on the fiscal framework.’ ; 


If a province institutes or increases payroll or capital taxes in 1993, an income tax 
amendment would be sought to ensure that corporations and certain trusts operating in 
that province are allowed to deduct only a certain percentage of such taxes in comput- 
ing their income for federal tax purposes. To compute its deductible amount, a taxpayer 
would simply multiply its total amount of those taxes paid to the province by a percent- 
age prescribed under the Income Tax Act. That percentage, which would be determined 
after consultation with the province on expected revenues, would ensure that the total 
amount of payroll and capital taxes deducted by all businesses in the province remained 
the same. It would not, in contrast, ensure that the level of each taxpayer’s deductible 
taxes remained the same. The restriction on deductibility would apply on a prorated 
basis from the date the provincial tax increase took effect. 


The Minister noted that this measure would not restrict the tax. policy a. of any 
province. A province may continue to levy these taxes as it sees fit. “However, prov- 
inces that increase these taxes will no longer be able to pass part of the cost on to the 
federal government and taxpayers in other provinces, » added Mr. Mazankowski. 


The Minister stressed that this is an interim measure and that federal and ee 
officials are continuing to work on a longer-term solution. 


For further information: Jack Jung, (613) 992-7162; Lawrence Purdy, (613) 996-0602. 


Dept. of Finance press release, Oct. 1, 1993: Extension of Interim Measure to 
Limit the Deductibility of Provincial Payroll and Capital Taxes 


Finance Minister Gilles Loiselle today announced that proposed limits to the deduct- 
ibility for federal tax purposes of provincial payroll and capital taxes will be delayed 
for another year, to allow time for additional consultations with provincial and business 
representatives. An interim measure announced earlier this year to limit the impact of 
any increases in these taxes will continue to apply until the revised proposal is in effect. 
The Minister indicated that federal and provincial oficial will continue hele discus- 
sions on a longer term solution. 


The 1991 federal budget proposed to limit the impact of deductible provincial payroll 
and capital taxes on federal revenue without adding to the overall tax burden. Imple- 
mentation of the proposal was to begin on January 1, 1992, but was postponed for two 
years, pending revisions. Today’s announcement delays the implementation of the re- 
vised proposal until January 1, 1995. — 


Under the interim measure announced in March 1993, the government vod deny the 
deductibility of any increases in provincial payroll and capital taxes, whether by way of 
rate increases, base changes, or the introduction of new taxes: “The problems associ- 
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ated with deductible provincial payroll and capital taxes still need to be addressed,” Mr. 
Loiselle said. “Until the revised proposal is in effect, the interim measure protects the 
federal tax base from any further erosion resulting from provincial actions, to increase 
these taxes.” 


For further information: Denis Boucher, (613) 996-7861; Jack Jung,, (613) 992- 7162. 


[Parallel news releases issued on October 14, 1994, December 27, 1995, November 29, 
1996, November 25, 1997, December 18, 1998, December 17, 1999, December 12, 
2000, December 18, 2001, December 23, 2002 and December’ 18, 2003 —ed.] — 


Dept. of Finance press release 2004-080, Dec. 16, 2004: Extension of Interim 
Measure on Deductibility of Provincial Payroll and Capital Taxes 


Minister of Finance Ralph Goodale announced today that the interim measure that lim- 
its the deductibility of i increases in provincial payroll and peties taxes will continue to 
apply. 

Under the interim measure, any existing provincial payroll and capital taxes will re- 
main deductible for federal income tax purposes, but increases in these taxes by way of 
provincial actions to increase the rate, change the definition of the base or introduce 
new taxes generally would not be deductible. J) 


The announcement of the extension of the interim measure ensures that all businesses 
and provinces are informed of the rules that apply to the deductibility of provincial 
payroll and capital taxes. 


For further information: David Gamble, Public Affairs and Operations Division, (613) 
996-8080; Pat Breton, Press Secretary, Office of the Minister of Finance, (613) 996- 
7861. 


Federal Budget, ppaaareloaiedd — March last 2007: Provincial 
Capital Taxes 


Many provinces are in the process of reducing or phasing out their od taxes. To 
help provinces eliminate their capital taxes as soon as possible, Budget 2007 proposes a 
temporary financial incentive for provincial governments to eliminate their capital 
taxes. To be eligible for the federal payment, a province must eliminate its currently 
existing general capital tax or capital tax on financial institutions, or restructure a cur- 
rently existing capital tax on financial institutions into a minimum tax on financial in- 
stitutions. The elimination or restructuring must take effect on or before January 1, 
2011, and the enabling ee must be enacted on or after March 19, 2007 and 
before 2011. | 


In order for a province to receive the new financial incentive for restructuring an ex- 
isting capital tax on financial institutions into a minimum tax, the restructured tax must 
have both of the following characteristics: 


* the level. a revenues it raises is broadly commensurate “— vies figs income 
tax; and ~ — 


_¢ the financial institution is = to reduce the tax by the amount ae income tax it 
pays, if any. : 

The amount of the new financial incentive will ‘correspond to the federal corporate 
income tax revenue gain from qualifying provincial capital tax reductions. The new 
financial incentive will be calculated as a specified rate times the estimated provincial 
revenue loss from capital tax reductions that meet the criteria for this financial incen- 
tive and that relate to the period from March 19, 2007 to January 1, 2011, inclusive. 
The specified rate will be equivalent to the estimated average effective federal corpo- 
rate income tax rate applicable to these qualifying capital tax reductions. 

The estimated provincial revenue loss from a qualifying capital tax reduction will be 
the difference between an estimate of the provincial capital tax revenue that would 
have been raised in a given fiscal year based on legislation in effect before March 19, 
2007, and the actual provincial capital tax revenue raised in that fiscal year. In the case 
of a capital tax on financial institutions that is restructured into a minimum tax eligible 
for the financial incentive, the estimated revenue loss will be equal to the provincial 
capital tax revenue that would have been raised in a given fiscal year based on aeeee 
tion in effect before March 19, 2007. 


The incentive will be paid out annually, in tpect of each full or patdat fiscal year 
between March 19, 2007 and January 1, 2011, inclusive. An advance payment will be 
made on each March 31 beginning in 2008 and ending in 2011, if the province has 
enacted legislation before the payment date and provided sufficient information to esti- 
mate the provincial revenue loss of the qualifying capital tax reduction or restructuring 
prior to the preceding January 31, The final adjustment for a qualifying capital tax 
reduction ina given fiscal year will be made on the first March 31 following the release 
of the province’s public accounts in respect of that fiscal year (except where those 
accounts are released less than 60 days before that date, in which case the final adjust- 
ment will be made on the next following March (3D. oo 


Definitions [s. 18]: “acquired” — 256(7)-(9); “affiliated” — 251.1; “amortized 
cost”, “amount”, “annuity” — 248(1); “arm’s length” — 251(1); “associated” — 256; 
“automobile”, “authorized foreign bank” — 248(1); “base level deduction” — 18(2.2); 
“borrowed money”, “business” — 248(1); “calendar year’ — Interpretation Act 


37(1)(a); “Canada” — 255; “Canadian banking business’ — 248(1); “Canadian. re- 
source property” — 66(15), 248(1); “capital property” —54, 248(1); “class of 
shares” — 248(6); “control” — 256(6)-(9); “controlled” — 256(6), (6.1); “corpora- 


tion” — 248(1), Interpretation Act 35(1); “custodian” — 248(1)“employee benefit 
plan”; “debt obligation” — 18(9.1), (9.2); “deferred profit sharing plan” — 147(1), 
248(1); “depreciable property” — 13(21), 248(1); “designated employee benefit’ — 
144.1(1); “designated insurance property” — 138(12), 248(1); “dividend” — 248(1); 
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“eligible child care space expenditure”— 127(9); “employee”, “employee benefit 
plan” — 248(1); “employee life and, health trust” — 144.1(2), 248(1); “employees 
profit sharing plan” — 144(1), 248(1); “employer”, “exempt income” — 248(1); “gross 
revenue’, “group term life insurance policy” — 248(1); “Her Majesty” — Interpreta- 
tion Act 35(1); “identical” — 18(16), 248(12); “immovable” — Quebec Civil Code art. 
900-907; “income-averaging: annuity contract”, “income bond”, “income, deben- 
ture” — 248(1);. “incorporated, employee” — 125(7)“personal .services . business”(a); 
“individual”, “insurance corporation”, “insurance policy”, “insurer” — 248(1);,“‘inter- 
est on debt relating to the acquisition of land” — 18(3); “inventory” — 248(1); 
“land” — 18(3); “lending asset’, “life insurance corporation” — 248(1); “life insurance 
policy” — 138(12), 248(1); “mineral, resource’, “mineral”, ‘Minister’ —248(1); 
“month” — Interpretation Act 35(1); “net income stabilization account’, “non-resi- 
dent” — 248(1); “non-resident-owned investment. corporation” — 133(8), 248(1); 
“outstanding debts to specified non-residents’ — 18(5); “paid-up capital” — 89(1), 
248(1); “permanent establishment” — Reg. 8201; ‘person’, “personal. or living ex- 
penses”, “personal services. business”, “prescribed” — 248(1); “prescribed rate” — 
Reg. 4301; “principal amount” — 248(1); “profit. sharing plan” — 147(1); “pro- 
perty” — 248(1); “province” — Interpretation Act 35(1); “received” — 248(7); “regis- 
tered disability savings plan” — 146.4(1), 248(1); “registered education savings 
plan” — 146.1(1), 248(1); “registered pension plan” — 248(1);, “registered. retirement 
savings plan” — 146(1), 248(1); “regulation” — 248(1); “relating to the construction, 


renovation or alteration” — 18(3.2); “resident in Canada” — 94(3)(a)(vili), 250; “re- | 


tirement compensation arrangement’, “retirement income fund”, “retirement savings 
plan”, “salary” — 248(1)“salary or wages”; “salary deferral arrangement”, “self-con- 


tained domestic establishment’, “share”, “shareholder” — 248(1); “specified. non-resi- 


dent shareholder” — 18(5); “specified pension plan” — 248(1), Reg. 7800; “specified 
shareholder” — 18(5), 18(5.1), 248(1); “substituted” — 18(13)(g), 248(5); “supple- 
mentary unemployment benefit fund” — 145(1), 248(1); “TFSA” — 146.2(5), 248(1); 
“tar sands” — 248(1); “taxation year” —11(2), 249; “taxpayer” — 248(1); “trans- 
feror’” — 18(13)(a), 18(14)(a); “trust” — 104(1), 248(1), (3); “undue delay’? — 18@G.6); 
“writing” — Interpretation Act 35(1). 


Interpretation Bulletins [s. 18]: IT-105:, Administrative costs of pension plans. 


18.1 [Matchable expenditures] — (1) Definitions — The defi- 
nitions in this subsection apply in this, section. 


“matchable expenditure” ofa taxpayer means the amount of an 
expenditure that is made by the taxpayer to 


(a) acquire a right to receive production, 


(b) fulfil a covenant or obligation arising in circumstances in 
which it is reasonable to conclude: that a relationship exists be- 
tween the covenant or obligation and a right to receive produc- 
tion, or 


(c) preserve or protect a right to receive production, 


but does not include an amount for which a deduction is provided 
under section 20 in computing the taxpayer’s income. 


“right to receive production” means a right under which a tax- 
payer is entitled, either immediately or in the future and either abso- 
lutely or contingently, to receive an amount all or a portion of 
which is computed by reference to use of property, production, rev- 
enue, profit, cash flow, commodity price, cost or value of property 
or any other similar criterion or by reference to dividends paid or 
payable to shareholders of any class of shares where the amount is 
in respect of another taxpayer’s activity, property or business but 
such a right does not include an income interest in a trust, a Cana- 
dian resource property or a foreign resource property. 

Related Provisions: 88(1)(a)(i) — Treatment of right to receive production on 


windup of corporation; 248(1)“cost amount”(e)(iv) — Definition of cost amount does 
not apply to right to receive production. 


1.T. Technical News: 10 (net profits interests and proposed section 18.1). 


‘tax benefit”? means a reduction, avoidance or deferral of tax’ or 
other amount payable under this Act or’an increase in a refund of 
tax or other amount under this Act. 


“tax shelter” means a property that would bea tax shelter (as de- 
fined in. subsection 237.1(1)) if 


(a) the cost of a right to receive production were the total of all 
amounts each of which is a matchable expenditure to which the 
right relates; and 


(b) subsections (2) to (13) did not apply for the purpose of com- 
puting an amount, or in the case of a partnership a loss, repre- 
sented to be deductible. 


“taxpayer” includes a partnership. 
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(2) Limitation on the deductibility of matchable expendi- 
ture — In computing a taxpayer’s income from a business or pro- 
perty for a taxation year, no amount of a matchable expenditure 
may be deducted except as provided by subsection (3). 

Related Provisions: 18.1(15)— No application to risks ceded between insurers; 
18.1016) — No application where not a tax shelter; 87(2)(j.2) — Amalgamation — 
continuing corporation; 88(1)(a)(i) — Treatment ‘of right to receive production on 
windup of corporation. 


1.T. Technical News: 10 (net profits interests and proposed section 18.1). 


(3) Deduction of matchable expenditure — If a taxpayer’s 
matchable expenditure would, but for subsection (2) and this sub- 
section, be deductible in computing the taxpayer’s income, there 
may be deducted in respect of the matchable expenditure in com- 
puting the taxpayer’s income for a taxation year the amount that is 
determined under subsection (4) for the year in respect of the 
expenditure. 

Related Provisions: 18.1(6) — Income inclusion; 18.1(10) — Amount of deduction 


if non-arm’s length disposition; 18.1(14) — Where right to receive production is rea- 
sonably certain. ‘ 


(4) Amount of deduction — For the purpose of subsection (3), 
the amount determined under this subsection for a taxation year in 
respect of a taxpayer’s -matchable, expenditure is the amount, if any, 
that is the least of 


(a) the total of 
(i) the lesser of 
(A) 's of the matchable expenditure, and 
(B) the amount determined by the formula 


(A/B)-x C 
where 


A is the number of months that are in the year and after 
the day on which the right to receive production to 
which the matchable expenditure relates is acquired, 


B. is.the lesser of 240 and the number of months that are 
in the period that begins on the day on which the right 
to receive production to which the. matchable expendi- 
ture relates is acquired and that ends on the day the 
right is to terminate, and 


C is the amount of the matchable expenditure, and 


(ii) the amount, if any, by which the amount’ determined 
under this paragraph for the preceding taxation year in re- 
spect of the matchable expenditure exceeds the amount of the 
matchable expenditure deductible in. computing the tax- 
payer’s income for that preceding year, 


(b) the total of 


(i) all amounts each of which is included in computing the 
taxpayer’s income for the year (other than any portion of 
such amount that is the subject of a reserve claimed by the 
taxpayer for the year under this Act) in respect of the right to 
receive production to which the matchable expenditure re- 
lates, and 


(ii) the amount’ by which the amount determined under this 
paragraph for the preceding taxation year in respect of the 
matchable expenditure exceeds the amount of the. matchable 
expenditure deductible in computing the taxpayer’s income 
for that preceding year, and 


(c) the amount, if any, by which 


(i) the total of all amounts each of which is an amount of the 
matchable expenditure that would, but for this section, have 
been deductible in computing the taxpayer’s income for the 
year or a preceding taxation year 


exceeds 


(ii) the total of all amounts each of which is an amount of the 
matchable expenditure deductible under subsection (3) in 
computing the taxpayer’s income for a preceding taxation 
year. 
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Related Provisions: 18.1(5)— Rules for determining amount; 18.1(17)— Non- 
application of 18.1(4)(a) (film shelters, etc.). 


(5) Special rules — For the purpose of this section, 


(a) where a taxpayer’s matchable expenditure is made before the 
day on which the related right to receive production is acquired 
by the taxpayer, the expenditure is deemed to have been made 
on that day; 


(b) where a taxpayer has one or more rights to renew a particular 
right to receive production to which a matchable expenditure re- 
lates for one or more additional terms, after the term that in- 
cludes the time at which the particular right was acquired, the 
particular right is deemed to terminate on the latest day on 
which the latest possible such term could terminate if all rights 
to renew the particular right were exercised; 


(c) where a taxpayer has 2 or more rights to receive production 
that can reasonably be considered to be related to each other, the 
rights are deemed to be one right; and 


(d) where the term of a taxpayer’s right to receive production is 
for an indeterminate period, the right is deemed to terminate 240 
months after it is acquired. 


(6) Proceeds of disposition considered income — Where in 
a taxation year a taxpayer disposes of all or part of a right to receive 
production to which a matchable expenditure relates, the proceeds 
of the disposition shall be included in computing the taxpayer’s in- 
come for the year. 


Related Provisions: 12(1)(g.1) — Inclusion in income of proceeds of disposition; 
87(2)G.2) — Amalgamation — continuing corporation. 


(7) Arm’s length disposition — Subject to subsections (8) to 
(10), where in a taxation year a taxpayer disposes (otherwise than in 
a disposition to which subsection 87(1) or 88(1) applies) of all of 
the taxpayer’s right to receive production to which a matchable ex- 
penditure (other than an expenditure no portion of which would, if 
this section were read without reference to this subsection, be de- 
ductible under subsection (3) in computing the taxpayer’s income) 
relates, or the taxpayer’s right expires, the amount deductible in re- 
spect of the expenditure under subsection (3) in computing the tax- 
payer’s income for the year is deemed to be the amount, if any, 
determined under paragraph (4)(c) for the year in respect of the 
expenditure. 

Related Provisions: 87(2)(j.2)— Amalgamation — continuing corporation; 


88(1)(a)(i) — Treatment of right to receive production on windup of corporation; 
251.1 — Affiliated persons. 


(8) Non-arm’s length disposition — Subsection (10) applies 
where 


(a) a taxpayer’s particular right to receive production to which a 
matchable expenditure (other than an expenditure no portion of 
which would, if this section were read without reference to sub- 
sections (7) and (10), be deductible under subsection (3) in com- 
puting the taxpayer’s income) relates has expired or the taxpayer 
has disposed of all of the right (otherwise than in a disposition to 
which subsection 87(1) or 88(1) applies); 


(b) during the period that begins 30 days before and ends 30 
days after the disposition or expiry, the taxpayer or a person af- 
filiated, or who does not deal at arm’s length, with the taxpayer 
acquires a right to receive production (in this subsection and 
subsection (10) referred to as the “substituted property”’) that is, 
or is identical to, the particular right; and 


(c) at the end of the period, the taxpayer or a person affiliated, or 
who does not deal at arm’s length, with the taxpayer owns the 
substituted property. 


(9) Special case — Subsection (10) applies where 


(a) a taxpayer’s particular right to receive production to which a 
matchable expenditure (other than an expenditure no portion of 
which would, if this section were read without reference to sub- 
sections (7) and (10), be deductible under subsection (3) in com- 
puting the taxpayer’s income) relates has expired or the taxpayer 
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has disposed of all of the right (otherwise than in a disposition to 
which subsection 87(1) or 88(1) applies); and 


(b) during the period that begins at the time of the disposition or 
expiry and ends 30 days after that time, a taxpayer that had an 
interest, directly or indirectly, in the right has another interest, 
directly or indirectly, in another right to receive production, 
which other interest is a tax shelter or a tax shelter investment 
(as defined by section 143.2). 


Related Provisions: 18.1(12) — Identical properties. 


(10) Amount of deduction if non-arm’s length disposi- 
tion — Where this subsection applies because of subsection (8) or 
(9) to a disposition or expiry in a taxation year or a preceding taxa- 
tion year of a taxpayer’s right to receive production to which a 
matchable expenditure relates, 


(a) the amount deductible under subsection (3) in respect of the 
expenditure in computing the taxpayer’s income for a taxation 
year that ends at or after the disposition or expiry of the right is 
the least of the amounts determined under subsection (4) for the 
year in respect of the expenditure; and 


(b) the least of the amounts determined under subsection (4) in 
respect of the expenditure for a taxation year is deemed to be the 
amount, if any, determined under paragraph (4)(c) in respect of 
the expenditure for the year where the year includes the time 
that is immediately before the first time, after the disposition or 
expiry, 

(i) at which the right would, if it were owned by the taxpayer, 

be deemed by section 128.1 or subsection 149(10) to have 

been disposed of by the taxpayer, 


(ii) that is immediately before control of the taxpayer is ac- 
quired by a person or group of persons, if the taxpayer is a 
corporation, 


(iii) at which winding-up of the taxpayer begins (other than a 
winding-up to which subsection 88(1) applies), if the tax- 
payer is a corporation, 


(iv) if subsection (8) applies, at which a 30-day period begins 
throughout which neither the taxpayer nor a person affiliated, 
or who does not deal at arm’s length, with the taxpayer owns 


(A) the substituted property, or 


(B) a property that is identical to the substituted property 
and that was acquired after the day that is 31 days before 
the period began, or 


(v) if subsection (9) applies, at which a 30-day period begins 
throughout which no taxpayer who had an interest, directly 
or indirectly, in the right has an interest, directly or indi- 
rectly, in another right to receive production if one or more 
of those direct or indirect interests in the other right is a tax 
shelter or tax shelter investment (as defined by. section 
143.2), 


Related Provisions: 18.1(11)— Partnerships; 18.1(12) — Identical properties; 
139.1(18) — Holding corporation deemed not to acquire control of insurer on demutu- 
alization; 256(6)—(9) — Whether and when control acquired. 


(11) Partnerships — For the purpose of paragraph (10)(b), where 
a partnership otherwise ceases to exist at any time after a disposi- 
tion or expiry referred to in subsection (10), the partnership is 
deemed not to have ceased to exist, and each taxpayer who was a 
member of the partnership immediately before the partnership 
would, but for this subsection, have ceased to exist is deemed to 
remain a member of the partnership until the time that is immedi- 
ately after the first of the times described in subparagraphs 
(10)(b)(i) to (v). 


(12) Identical property — For the purposes of subsections (8) 
and (10), a right to acquire a particular right to receive production 
(other than a right, as security only, derived from a mortgage, hy- 
pothec, agreement of sale or similar obligation) is deemed to be a 
right to receive production that is identical to the particular right. 


Related Provisions: 248(12) — Extended definition of identical properties. 
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History: Subsec. 18.1(12) amended to add “hypothec” by 2001, c. 17, s: 202, in force 
June 14, 2001. 


(13) Application of section 143.2 — For the purpose of apply- 
ing section 143.2 to an amount that would, if this section were read 
without reference to this subsection, be a matchable expenditure 
any portion of the cost of which is deductible under subsection (3), 
the expenditure is deemed to be a tax shelter investment and that 
section shall be read without reference to. subparagraph 
143.2(6)(b)(1i). 


(14) Debt obligations — Where the rate of return on a taxpayer’s 
right to receive production to which a matchable expenditure (other 
than an expenditure no portion of which would, if this section were 
read without reference to this subsection, be deductible under sub- 
section (3) in computing the taxpayer’s income) relates is reasona- 
bly certain at the time the taxpayer acquires the right, 


(a) the right is, for the purposes of subsection 12(9) and Part 
LXX of the Income Tax Regulations, deemed to be a debt obli- 
gation in respect of which no interest is stipulated to be payable 
in respect of its principal amount and the obligation is deemed to 
be satisfied at the time the right terminates for an amount equal 
to the total of the return on the obligation and the amount that 
would otherwise be the matchable expenditure that is related to 
the right; and 


(b) notwithstanding subsection (3), no amount may be deducted 
in computing the taxpayer’s income in respect of any matchable 
expenditure that relates to the right. 


(15) Non-applicability of section 18.1 — Subject to subsec- 
tions (1) and (14), this section does not apply to a taxpayer’s match- 
able expenditure in respect of a right to receive production if 


(a) no portion of the expenditure can reasonably be considered 
to have been paid to another taxpayer, or to a person with whom 
the other taxpayer does not deal at arm’s length, to acquire the 
right from the other taxpayer and 


(i) the taxpayer’s expenditure cannot reasonably be consid- 
ered to relate to a tax shelter or tax shelter investment (within 
the meaning assigned by subsection 143.2(1)) and none of 
the main purposes for making the expenditure is that the tax- 
payer, or a person with whom the taxpayer does not deal at 
arm’s length, obtain a tax benefit, or 


(ii) before the end of the taxation year in which the expendi- 
ture is made, the total of all amounts each of which is in- 
cluded in computing the taxpayer’s income for the year 
(other than any. portion of such an amount that is the subject 
of a reserve claimed by the taxpayer for the year under this 
Act) in respect of the right to receive production to which the 
matchable expenditure relates exceeds 80% of the expendi- 
ture; or 


(b) the expenditure is in respect of commissions or other ex- 
penses related to the issuance of an insurance policy for which 
all or a portion of a risk has been ceded to the taxpayer (in this 
paragraph referred to as the “reinsurer) and both the reinsurer 
and the person to whom the expenditure is made or is to be 
made are insurers subject to the supervision of 


(i) the Superintendent of Financial Institutions, in the case of 
an insurer that is required by law to report to the Superinten- 
dent of Financial Institutions, or 


(ii) in any other case, the Superintendent of Insurance or 
other similar officer or authority of the province under whose 
laws the insurer is incorporated. 


Related Provisions [subsec. 18.1(15)]: 20(1)Gj) — Reinsurance 


commissions. 


12(1)(s), 


History: Subsec. 18.1(15) amended by 2001, c. 17, s. 10, applicable to expenditures 
made after November 17, 1996. The subsec. formerly read: 


(15) Subject to subsections (1) and (14), this section does not apply to a tax- 
payer’s matchable expenditure in respect of a right to receive production if no 
portion of the expenditure can reasonably be considered to have been paid to 


S. 18.1(16)(c) 


another taxpayer, or to a person with whom the other taxpayer does not deal at 
arm’s length, to acquire the right from the other taxpayer and 


(a) the taxpayer’s expenditure cannot reasonably be considered to relate to a 
tax shelter or tax shelter investment (as defined by section 143.2) and none 
of the main purposes for making the expenditure is that the taxpayer, or a 
person with whom the taxpayer does not deal at arm’s length, obtain a tax 
benefit; or 


(b) before the end of the taxation year in which the expenditure is made, the 
total of all amounts each of which is included in computing the taxpayer’s 
income for the year (other than any portion of such an amount that is the 
subject of a reserve claimed by the taxpayer for the year under this Act) in 
respect of the right to receive production to which the matchable expenditure 
relates exceeds. 80% of the expenditure. 


Proposed Amendment — 18.1(15)-(17) | 


(15) Non-application — risks ceded between insurers — 
Subsections (2) to (13) do not apply to a taxpayer’s matchable 
expenditure in respect of a right to receive production if 


(a) the expenditure i is in respect of commissions, or other ex- 
_ penses, related to the issuance of an insurance policy for which 
_all or a portion of a risk has been ceded to the taxpayer; and 


(b) the taxpayer and the person to whom the expenditure is 
_ made, or is to be lees are both insurers who are subject to the 
_ Supervision of — 


~ ) the Sanedite aden of Finatoral Institutions, if the tax. 
payer or that person, as the case may be, is an insurer who 
is required by law to report to the Superintendent of Finan- 
cial Institutions, or 


(ii) the Superintendent of Insurance, or other similar officer 
or authority, of the province under whose laws the insurer 
_ is incorporated, in any other case. 


Technical Notes (July 2010): Section 18.1 provides rules that restrict the deduct- 
ibility of a taxpayer’s cost of a “right to receive production”, by prorating the deduct- 
ibility of the amount of the investment over the economic life of the right. In the 
transactions that are subject to these rules, investors undertake to pay expenditures 
that would otherwise be expenses payable by the “vendor” (e.g., payroll, selling com- 
missions) in exchange for a right to receive future income (a * ‘right to receive produc- 
tion”), usually from the vendor’s business operations. Such an expenditure by the 
taxpayer, referred to as a “matchable expenditure’, is defined in subsection 18.1(1). 


Subsection 18.1(15) provides two general exceptions to the application of the match- 
able expenditure rules. One such exception, in paragraph 18.1(15)(b), generally ap- 
plies where the matchable expenditure relates to the issuance of an insurance policy 
for which all or a portion of a risk has been ceded to the taxpayer. This aes 
remains unchanged other than changes in numbering. 


Paragraph 18.1(15)(a) provides the other exception to the matchable expenditure 
rules, applicable only if no part of the expenditure of the taxpayer can reasonably 
considered to have been paid to another person to acquire the right to receive produc- 
tion from that person. If this condition is met, the expenditures must meet one of two 
further criteria. Subparagraph 18.1(15)(a)G@) allows the exception if the taxpayer’s 
expenditure cannot reasonably be considered to relate to a tax shelter investment and 
none of the main purposes of making the expenditure is to obtain a tax benefit. Alter- 
natively, subparagraph 18.1(15)(a)(ii) allows the exception if, in the same year as the 
matchable expenditure is made, the total revenues of the taxpayer from the right to 
receive production exceed 80% of the expenditure. If this 80% revenue threshold is 
met, the portion of the expenditure that is deductible is limited only by general rules 
that apply to all business expenditures. 


(16) Non-application — no rights, tax benefits or shel- 
ters — Subsections (2) to (13) do not apply to a taxpayer’s 
matchable expenditure in respect of a right to receive production 
ih Ree 


(ano ponion of the Garehobie expendinire can reasonably be 
considered to have been paid to another taxpayer, or to a per- 
son or partnership with whom the other taxpayer does not deal 
at arm’s length, to acquire the right from the other taxpayer; 


(b) no portion of the matchable expenditure can reasonably be 
considered to relate to a tax shelter or a tax shelter investment 
(within the meaning assigned by subsection 143.2(1)); and 


(c) none of the main purposes for making the matchable ex- 
penditure can reasonably be considered to have been to obtain 
a tax benefit for the taxpayer, a person or partnership with 
whom the taxpayer does not deal at arm’s length, or a person 
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or partnership that holds, directly or indirectly, an interest in 
the taxpayer. 


(17) Revenue exception — Paragraph (4)(a) does not apply in 
determining the amount for a taxation year that may be deducted 
in respect of a taxpayer’s matchable expenditure in respect of a 
right to receive production if 


(a) before the end of the taxation year in which the matchable 
expenditure is made, the total of all amounts each of which is 
included in computing the taxpayer's income for the year 
(other than any portion of any of those amounts that is the sub- 
ject of a reserve claimed by the taxpayer for the year under this 
Act) in respect of the right to receive production that relates to 
the matchable expenditure exceeds 80% of the matchable ex- 
penditure; and 


(b) no portion of the matchable expenditure can reasonably be 
considered to have been paid to another taxpayer, or to a per- 
son or partnership with whom the other taxpayer does not deal 
at arm’s length, to acquire the right from the other taxpayer. 


Technical Notes (July 2010): Subparagraph 18.1(15)(a)(i) is renumbered as new 
subsection 18.1(16) and remains unchanged. The alternative exception in subpara- 
graph 18.1(15)(a)@i) (the 80% revenue threshold) is renumbered as new subsection 
18.1(17) and no longer provides a general exception to the application of the matcha- 
ble expenditure rules. This amended rule provides that if any portion of the matcha- 
ble expenditure can reasonably be considered to relate to a tax shelter or a tax shelter 
investment, subsection 18.1(4), which requires the amortization of the expenditure 
(subject to an income limit), will apply without reference to paragraph 18.1(4)(a). 
The result is that the cumulative amount deducted in respect of a matchable expendi- 
ture may not exceed the taxpayer’s cumulative revenue from the associated right to 
receive production. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 11, will 
replace subsec. 18.1(15) with subsecs. (15), (16) and (17), applicable in respect of 
expenditures made by a taxpayer on or after September 18, 2001 in respect of a right 
to receive production, except if | 


(a) the expenditure was 


(i) required to be made under a written agreement made by the taxpayer 


before September 18, 2001, 


(ii) made under, or described in, the terms of a prospectus, preliminary pro- 
spectus or registration statement that was, before September 18, 2001, filed 
with a public authority in Canada in accordance with the securities legisla- 
tion of Canada or of a province and, if required by law, accepted for filing 
by the public authority before September 18, 2001, or 


(iii) made under, or described in, the terms of an offering memorandum dis- 
tributed as part of an offering of securities if 


(A) the memorandum contains a complete, or substantially complete, 
description of the securities contemplated in the offering as well as the 
terms and conditions of the offering, 


(B) the memorandum was distributed before September 18, 2001, 


(C) solicitations in respect of a sale of the securities contemplated in the 
offering were made before September 18, 2001, and 


(D) the sale of the securities contemplated in the offering was substan- 
tially in accordance with the memorandum; 


(b) the expenditure was made before 2002; 


(c) the expenditure was made in consideration for services that were rendered in 


Canada before 2002 in respect of an activity, or a business, all or substantially all — 


of which was carried on in Canada; 


(d) there is no agreement or other arrangement under which the obligation of any 
taxpayer in respect of the expenditure can, on or after September 18, 2001, be 
changed, reduced or waived if there is a change to, or an adverse assessment 
under, the Act; 


(e) if the right to receive production is, or is related to, a tax shelter investment, a 
tax shelter identification number in respect of the tax shelter was obtained before 
September 18, 2001; and 


(f) if the expenditure was made under, or described in, the terms of a document 
that is a prospectus, a preliminary prospectus, a registration statement or an of- 
fering memorandum (and regardless of whether the expenditure was ee made 
under a written agreement) 


(i) all of the funds raised pursuant to the document that may reasonably be 
used to make a matchable expenditure were received by the taxpayer before 
2002, 
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(ii) all or substantially all of the securities distributed pursuant to the docu- 
ment for the purpose of raising the funds described in subparagraph (i) were 
aaered before 2002 by a person who is not 


(A) a promoter, or an agent of a promoter, of the securities, other than © 
an agent of the promoter who acquired the security as principal and not 
for resale, 


(B) a vendor of the right to receive production, 


(C) a broker or dealer in securities, other than a person who acquired the 
security as principal and not for resale, or 


(D) a person who does not deal at arm’s length with a person to whom 
clause (A) or (B) applies, and 
(iii) all or substantially all of the funds raised pursuant to the Copeman 
before 2002 were used to make expenditures that were required to be made 
pursuant to agreements in writing made before September 18, 2001. 


The amendment does not apply to an expenditure made by a taxpayer in respect of a 
right to receive production in respect of a particular film or video production if 


3) expenditures in respect of the particular film or video production 


(i) were made before September 18, 2001 (as determined, for the purpose of 
this paragraph, without reference to subsec. 143.2(10), except if a repaid 
amount for the purposes of that subsection is paid after 2002), or 


(ii) were required to be made by the taxpayer under a written — 
made before September 18, 2001 by the taxpayer; 


. (b) principal photography of the particular film or video production 
(i) began before 2002, 
(ii) was primarily completed before April 2002, and 
(ili) was conducted primarily in Canada; 
(c) the expenditure ~ 


(i) was made before April 2002 in the course of the taxpayer’s business of 
providing film production services in respect of the particular film or video 
production (as determined for the purpose of this subparagraph without ref- 
erence to subsec. 143.2(10), except to the extent that a repaid amount for the 
purposes of that subsection is paid after 2002), 


(i) was made under, or described in, the terms of 


(A) a prospectus, preliminary prospectus or registration statement that 
was, before September 18, 2001, filed with a public authority in Canada 
in accordance with the securities legislation of Canada or of a province _ 
and, if required by law, accepted for filing by the public authority before 
September 18, 2001, or 


(B) an offering memorandum distributed as part of an offering of securi- 
ties if 


(1) the memorandum contains a complete, or substantially complete, 
description of the securities contemplated in the offering as well as 
the terms and conditions of the offering, 


(If) the memorandum was distributed before September 18, 2001, 


e858) solicitations i in respect of a sale of the securities contemplated 
in the offering have been made before September 18, 2001, and 


(IV) the sale of the securities contemplated in the offering was sub- 
stantially in accordance with the memorandum, and 


(iii) was not an amount in sey pe of advertising, marketing, promotion or 
market research; 


(d) except where the particular film or video production is a designated produc- 
tion of the taxpayer, at least 75% of the total of all expenditures, each of which is 
an. expenditure made by the taxpayer in the course of the business referred to in 
subpara. (c)(i), is an expenditure described for the purpose of that subparagraph 
made in consideration for the supply of goods or services that are supplied or 
rendered in Canada before April 2002 by persons that are subject to tax on the 
expenditure under Part I or XIII of the Act; 


(e) there is no agreement or other arrangement under which the hha Rey 
taxpayer to acquire a security distributed pursuant to the prospectus, preliminary 
prospectus, registration statement or offering memorandum can, after September 
18, 2001, be changed, reduced or waived if there is a change to, or an adverse 
assessment under, the Act; 


(f) if the right to receive production i or is related to, a tax shelter irivcetnent: a 
tax shelter identification number in respect of the tax shelter was obtained before 
September 18, 2001; 


(g) all of the funds raised pursuant to the prospectus, preliminary prospectus, 
registration statement or offering memorandum that may reasonably be used to 
make a matchable expenditure before April 2002 in respect of the particular film 
or video production are received by the taxpayer before 2003; 


(h) all of the securities distributed pursuant to the prospectus, preliminary pro- 
Sspectus, registration statement or offering memorandum for the purpose of rais- | 
ing the funds described in para. (g) were acquired before 2002; 


(i) all or substantially all of the securities distributed pursuant to the prospectus, 
preliminary prospectus, registration statement or offering memorandum for the 
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(i) a promoter, or an agent of a promoter, of the securities, other than an 
agent of the promoter who acquired the oo é 
resale, 


(ii) a vendor of the right to receive production, | . 


_ (iti) a broker or dealer in securities, other than a ‘person wh acquired the 
security as principal ¢ and not for resale, or : 


(iv) a person who does not deal at arm’s lenath with a person referred to in 
subparagraph (i) or (ii); and / : 7 


G) except where the particular film or video meee isa designated peodac: 


_ tion of the taxpayer, all or substantially all of the matchable expenditures made 


by the taxpayer that are wholly attributable to the principal photography of the 
particular film or video production are wholly attributable to Pancipal ee 
: phy conducted in Canada. 


For the purpose of paras. (d) and (j) above, a designated production of a taxpayer is: 


(a) a film or video production in respect of which 


 @) all of the expenditures made by the taxpayer in respect of the: spain 


film or video production were required to be made under a written pee 
ment made by the taxpayer before et 18, te 


. (ii) if the taxpayer is a partnership, 
(A) the taxpayer's expenditures i in respect of thie s panded film or video 


production were funded, in whole or in part, with funds raised from the 


initial contribution of capital of members of the taxpayer, pursuant to 
subscriptions in writing for the issue of units in the taxpayer, 


(B) all or substantially all of those written ai toed were eke 


by the taxpayer on or before September 18, 2001, 


_ (©)at least one member of the taxpayer referred to in ibputeganh @i is 
a partnership (in this subsection referred to as a “master partnership”), 


(D) the subscriptions in writing of all master partnerships for units in the 
taxpayer were funded, in whole or in part, with funds raised from the 


initial contribution of capital of members of the master partnerships, © 


pursuant to subscriptions i im — for the i issue of units in nthe master 
_ partnerships, and Lf : 


~ (BE) all or substantially all of the subseeipbions i in i walla referred to in 


clause (D) were received by the master aan on or pene as 
ber 18, 2001, 


(iii) if a member of a particular master partnership i isa iets nt this | 


subsection referred to as an “original master partnership”), 


 {A) the subscriptions in writing of all original master Oe for _ 


-wnits in the particular master partnership were funded, in whole or in 
part, with funds raised from the initial contribution of capital of mem- 


bers of the original master partnerships, pursuant to subscriptions in 


writing for the issue of units in the original master partnerships, and 


(B) all or substantially all of those written subscriptions were received 
by the original master partnership on or before September 18, 2001, and 


(iv) no member of an original master partnership i isa pase an ‘interest | 


in which is a tax shelter; or 
(by) a film or video production in respect of which 


@) ptincipal photography was all or ee all complete b before oer 


_ tember 18, 2001, and _ 


(ii) all or stihsdntlally: all of the eine. s Lipéoaiintes 4 were made on or _ 


before September 18, 2001 (as determined, for the purpose of this paragraph, 


without reference to subsec. 143.2(10), except if a uae amount for. the 


purposes of that subsection is paid after 2002)... 


Dept. of Finance news release 2001-079, ‘Sept. 18, 2001: Technical Legisla- 


tive Proposals for Matchable Expenditure Rules 


Finance Minister Paul Martin today tabled in the House of Commons a detailed Nov 


tice of Ways and Means Motion to amend the Income Tax Act in respect of matcha- 
ble expenditures. These proposed changes would limit the ability of a taxpayer to 
obtain tax shelter benefits by financing the business expenses of another person in 
exchange for a right to receive future income relating to that business. 


Measures announced i in 1996, known as the matchable expenditure rules, require that 


the cost of these expenditures be allocated over the economic life of the related right 
to receive future income. These rules are not intended to affect ordinary business 
transactions, and generally apply only where the expenditures relate to a tax shelter 
or may reasonably be considered to have been made to obtain a tax benefit. 


An exception to the matchable expenditure rules applies if, in the same year as the — 


expenditure is made, the total revenues realized by the taxpayer in respect of the 
expenditure exceed 80% of its cost [18.1(4)(a) —ed.]. However, certain tax shelter 


arrangements [generally film shelters including Grosvenor Park — ed.] have been 


designed to exploit this exception. 


Therefore, the technical amendments tabled today propose to amend the: matchable 
expenditure rules to ensure that unintended tax shelter benefits cannot be achieved. 


S. 18.1(17) 


Specifically, under the proposed rules [18.1(17) — ed.], the 80% threshold will be 
modified to match the deductible expenditure against the revenue received from the 
related right to future income. 


Minister Martin indicated that this ped poset exception to the mutchuble expenditure 
tules would generally apply to expenditures made on or after September 18, 2001. 
However, cues ‘telief will apply as indicated in the attached legislative 
proposals, _ 


The Minister eaphasied tha this transitional relief should not be faken t to indicate 
government approval of these tax Shelters. All tax shelters utilizing the exception to 
the matchable expenditure rules are es closely. monitored a the Canada Customs 
and Revenue ‘Agency. — 


Minister Martin confirmed that the! Gouearnent: intends to aoe legislation to 


implement these tax changes i in Parliament at the earliest opportunity. 
For further information: Ed Short, Tax. Legislation Division, (613) 996-0599; Karl 


Littler, Senior Advisor, Tax Policy, Office of the Minister of Finance, (613) 996- 


7861; Harry Adams, ee Affairs and eee Division, (613) 996- BOBO: 


Backgrounder 


Tax-assisted arrangements for the financing of pases expenditures are attractive to 
businesses because the financing is partially subsidized by government through the 


benefit of tax deferral. The matchable expenditure: tules in the Income Tax Act 


[18.1(2) — ed.] constrain the tax assistance in such structures by matching the cost of 
an investor’s investment to the periods during which the investment earns income. In 
the transactions that are subject to these rules, investors undertake to pay expendi- 
tures that would otherwise be expenses payable by the “vendor” (¢.g., payroll, selling 
commissions) in exchange for a right to receive future income (a “right to receive 


production”), usually from the vendor's operation. 


The matchable expenditure rules. are designed to restrict the deductibility ots a tax- 


payer's cost of a right to receive production, by prorating the deductibility of the 


amount of the investment over the economic life of the right. This amortization of the 
expenditure effectively eliminates the tax deferral AES, of this type of 


financing. 


An exception to the matchable ee fa [18. 14). ca ed] applies in certain 
circumstances. This exception applies where, in the same year as the expenditure is 
made, the total revenues of the taxpayer from the right to receive production exceed — 
80 per cent of the expenditure. Under the rules announced in 1996, if this 80-per-cent 
revenue threshold is met, the portion of the expenditure that is domncdiie is limited 
only by general rules that apply to all business expenditures. 


The proposed amendment to the matchable expenditure rules [new 18.1(17) — ed.] 


provides that, where the 80-per-cent revenue threshold is met, expenditures are de- 
ductible only to the extent of revenues received from the right to receive production. 
This restriction will apply where the matchable expenditure relates to a tax shelter or 
a tax. shelter inyestment, or one of the main purposes of incurring the matchable ex- 
penditure is to obtain the reduction, avoidance or deferral of tax. Any portion of an 
otherwise deductible expenditure not yet deducted at the time of expiry of the right to 
receive production will be deductible at that time. 


An existing exception to the matchable expenditure rules which applies where the 
expenditure is not related to a tax shelter, and cannot reasonably be considered to 
have been made to achieve a tax benefit, will remain unchanged. {Existing 
18.1(15)(a), to be 18.1(16) —ed.] 


Transitional relief for certain public offerings of tax shelter investments, as described 


in this release and in the attached proposed amendments to the Income Tax Act, 
should not be taken to indicate government approval of these tax shelters. Further, 


the existence of a tax shelter registration number in respect of a promotion should not 


be taken as government confirmation of the tax effects of the investment. 


Tax shelter promotional documents are required to display a tax shelter identification 
number, and to prominently indicate that the identification number is for administra- 
tive proposes. only and does not in any way confirm the entitlement of an investor to 
claim any tax benefits associated with the tax shelter. The Canada Customs and Rev- 
enue Agency (CCRA), under the direction of the Honourable Martin Cauchon, Min- 
ister of National Revenue, uses tax shelter identification numbers to identify those 
investors participating in a tax shelter arrangement. 


For more information regarding the activities of the CCRA regarding tax shelters, 
refer to the August 14, 2001, CCRA “Tax Tip” entitled “Tax shelters: Advance in- 
come tax rulings do not guarantee deductions,” available on haa CCRA Web site at 
www.ccra-adre.gc.ca. : 


Letter from Dept. of Finance, Oct. 29, 2001: . 
Dear [xxx]: 


lam writing concerning the ions halon in respect of amendments to the match- 
able expenditure rules in the Income Tax Act as proposed by the Minister of Finance 
on September 18, 2001. Representatives of various sectors of the film industry have 
asked for additional transitional relief in this regard. 


We have considered these representations and are prepared to recommend additional 
transitional relief to the Minister of Finance. In general terms, this would provide 
relief for a film or video production that began before September 18 and that is to be 
produced i in Canada, in respect of expenditures, other than expenditures in respect of 
advertising, marketing, promotion or market research, made before April 2002 (de- 
termined without reference to the Act’s limited-recourse debt provisions in respect of 
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debt repaid before 2003). Such relief would be provided where the production meets 
all of the following conditions: 


1. some expenditures were made by the production services spaflusiatitp in re- 
spect of the production before September 18, 2001. For the purpose of this test, 
the Act’s limited-recourse debt provisions would not apply to deem the expendi- 
ture to be made when the debt is paid, unless the debt remains unpaid after 2002; 


2. principal photography is commenced before 2002, is primarily completed 
before April 2002 and is conducted primarily in Canada; 


3. all or substantially all of the expenditures of the production services partner- 
ship that are in respect of principal photography are in respect of principal pho- 
tography that takes place in Canada (this requirement will not apply to certain 
investments already sold to tax shelter investors as of September 18, 2001, and 
certain productions that were all or substantially all completed before that date); 


4. at least 75% of film production expenditures are for services in Canada (this 
requirement will not apply to certain investments already sold to tax shelter in- 
vestors as of September 18, 2001, and certain productions that were all or sub- 
stantially all completed before that date); 


5. all tax shelter units are sold before 2002, and all investment funds are received 
before the end of 2002; 


6. no investor has the right to withdraw from or miwind the investment; and 


7. subparagraphs (a)(ii) or (iii) (requirement for a prospectus or offering memo- 
randum to be issued before September 18, 2001), paragraph (e) (the requirement — 
to have obtained a tax shelter registration number before September 18, 2001) 
and subparagraph (f)(ii) (the requirement to have the securities acquired before 
2002 by the person who will claim the deduction, i.e. the prohibition against 
warehousing units) of the entry into force rules announced on oad eoaaes 18" are 
satisfied. . : 


An additional change to the already proposed grandfathering rules would confirm — 
that tax shelter units could be purchased by brokers, dealers and agents of promoters 
acting in their personal capacities as investors. 


If our Minister approves, we anticipate that this additional transitional relief would 
be included in an upcoming Technical Bill. 


Should you have any questions, please do not hesitate to call Ed Short of this Divi- 
sion at (613) 996-0599. 


Yours sincerely, 
Len Farber, General Director, Tax Legislation Division, Tax Policy Branch 


[Virtually identical letters were dated October 26, 2001 and (in French) October 30, 
2001 — ed.] 


History [s. 18.1]: S. 18.1 added by 1998, c. 19, s. 80, applicable to every expenditure 
made by a taxpayer or a partnership after November 17, 1996 other than, in respect of a 
particular right to receive production, such an expenditure made 


(a) before 1997 under an agreement in writing made by the taxpayer or the partner- 
ship before 1997 to acquire the particular right 


(i) in return for paying selling commissions incurred before 1997 in connection 
with the distribution of shares of a mutual fund corporation or units of mutual 
fund trust, or 


(ii) to render production services before 1997 for a film or video production, 


and, for the purpose of applying this paragraph, the expenditure is deemed to have 
been made no earlier than the time and only to the extent it is considered for the 
purposes of the Act to have been made and, if subparagraph (ii) applies, only to the 
extent the services were rendered at or before that time, 


(b) before August 1997 if 


(i) the expenditure was made under an agreement in writing made by the tax- 
payer or the partnership before August 1997 to acquire the particular right in 
return for paying selling commissions incurred after 1996 and before August 
1997 in connection with the distribution of shares of a mutual fund corporation 
or units of a mutual fund trust that is managed by an administrator of mutual 
funds, 


(ii) the particular right to receive production is identified in an advance income 
tax ruling request delivered to Revenue Canada before November 18, 1996, 


(iii) the total of all such expenditures made by any taxpayer or partnership in 
respect of all of the rights identified in the advance income tax ruling request 
does not exceed $30,000,000, and 


(iv) all tax shelter investments (as defined in section 143.2 of the Act) that can 
reasonably be considered to relate to the expenditure were acquired before Au- 
gust 1997, 


and, for the purpose of applying this paragraph, an expenditure is deemed to have 
been made no earlier than the time and only to the extent it is considered for the 
purposes of the Act to have been made, 

(c) before August 1997 if 


(i) the expenditure is made under an agreement in writing made by the tax- 
payer or the partnership before August 1997 to acquire the particular right in 
return for paying selling commissions incurred after 1996 and before August 
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1997 in connection with the distribution of shares of a mutual fund corporation 
or units of a mutual fund trust that is managed by an administrator of mutual 
funds, other than by an administrator of a mutual fund that is or is related to an 
administrator to which paragraph (b) refers in respect of commissions incurred 
in connection with the distribution of the shares or units described in para- 
graph (b), 

(ii) the total of all such expenditures made by any taxpayer or partnership to 
acquire particular rights in return for paying selling commissions in connection 
with the distribution of shares of the mutual fund corporation or units of the 
mutual fund trust that is managed by the administrator of mutual funds or any 
other person that is related to the administrator does not exceed $10,000,000, 
and 


(iii) all tax shelter investments (as defined in section 143.2 of the Act) that can 
reasonably be considered to relate to the expenditure were acquired before Au- 
gust 1997, 


and, for the purpose of applying this paragraph, an expenditure is deemed to have 
been made no earlier than the time and only to the extent it is considered for the 
purposes of the Act to have been made, 


(d) before November 1997 under an agreement in writing made by the taxpayer or 
the partnership before November 1997 to acquire the particular right and to render 
production services before November 1997 for a film or video production if 


(i) at least 75% of the expenditures made in respect of the film or video pro- 
duction by the taxpayer or partnership pertain to services performed in Canada 
by residents of Canada, and 


(ii) all tax shelter investments (as defined in section 143.2 of the Act) that can 
reasonably be considered to relate to the expenditure were acquired before No- 
vember 1997, 


and, for the purpose of applying this paragraph, the expenditure is deemed to have 
been made no earlier than the time and only to the extent it is considered for the 
purposes of the Act to have been made and only to the extent the services are 
rendered at or before that time, 


(e) before 1998, under an agreement in writing made by the taxpayer or the part- 
nership before November 18, 1996 to acquire the particular right and, for the pur- 
pose of this paragraph, if the expenditure relates to service obligations to be ful- 
filled by the taxpayer or partnership, the expenditure is deemed to have been made 
no earlier than the time and only to the extent it is considered for the purposes of 
the Act to have been made and only to the extent the services are rendered at or 
before that time, 


(f) before 1998, pursuant to the terms of a document that is a prospectus, prelimi- 
nary prospectus or registration statement if 


(i) the document was filed before November 18, 1996 with a public authority 
in Canada in accordance with the securities legislation of Canada or of any 
province and, where required by law, accepted for filing by the public 
authority, 


(ii) the particular right is identified in the document, and 


(iii) all the funds raised pursuant to the document were raised before 1997 and 
all tax shelter investments (as defined in section 143.2 of the Act), that can 
reasonably be considered to relate to the expenditure, were acquired before 
August 1997, 


and, for the purpose of applying this paragraph, if an expenditure relates to service 
obligations to be fulfilled by the taxpayer or partnership, the expenditure is deemed 
to have been made no earlier than the time and only to the extent it is considered 
for the purposes of the Act to have been made and only to the extent the services 
are rendered at or before that time, or 


(g) before 1998, pursuant to the terms of an offering memorandum distributed as 
part of an offering of securities if 


(i) the memorandum contained a complete or substantially complete descrip- 
tion of the securities contemplated in the offering as well as the terms and 
conditions of the offering, 


(ii) the memorandum was distributed before November 18, 1996, 


(iii) solicitations in respect of the sale of the securities contemplated by the 
memorandum were made before November 18, 1996, 


(iv) the sale of the securities was substantially in accordance with the 
memorandum, 


(v) the particular right is identified in the document, and 


(vi) all the funds raised pursuant to the memorandum were raised before 1997 
and all tax shelter investments (as defined in section 143.2 of the Act) that can 
reasonably be considered to relate to the expenditure were acquired before Au- 
gust 1997, 


and, for the purpose of applying this paragraph, if an expenditure relates to service 
obligations to be fulfilled by the taxpayer or partnership, the expenditure is deemed 
to have been made no earlier than the time and only to the extent it is considered 
for the purposes of the Act to have been made and only to the extent the services 
are rendered at or before that time, 
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except that paragraphs (e), (f) and (g) apply to an expenditure only if 


(h) there is no agreement or other arrangement under which the obligations of the 
taxpayer or the’ partnership with respect to the expenditure can be changed, reduced 
or waived if there is a change to the Act or if there is an adverse assessment under 
the Act, 


(i) where the expenditure is associated with one or more tax shelters sold or offered 
for sale at a time and in circumstances in which section 237.1 of the Act requires 
an identification number to have been obtained, the identification number was ob- 
tained before that time, and 


(j) in the case of an expenditure, including an expenditure to which paragraph (e) 
applies, made pursuant to a document described in paragraph (f) or (g), a portion of 
the securities authorized to be sold in 1996 pursuant to the document were after 
1995 and before November 18, 1996 sold to, or subscribed for by, a person who 
was not at the time of sale or subscription 


(i) a promoter, or an agent of a promoter, of the securities, 


(ii) a. grantor of the right to receive production to which the expenditure 
relates, 


(iii) a broker or dealer in securities, or 


(iv) a person, who did not deal at arm’s length with a person referred to in 

subparagraph (i)-or (ii). : 
Definitions [s. 18.1]: “affiliated” — 251.1; “amount” — 248(1); “arm’s length” — 
251(1); “business” — 248(1); “Canadian resource property’? — 66(15), 248(1); “class 
of shares” — 248(6); “control” — 256(6)-(9); “dividend” — 248(1); “foreign resource 
property” — 66(15), 248(1); “identical” — 18.1(12); “insurer” — 248(1); “matchable 
expenditure” — 18.1(1);. “officer”, “person” — 248(1); “principal amount”, “‘pro- 
perty” — 248(1); “province” —Jnterpretation Act 35(1); “related” — 251(2)-(6); 
“right to receive production” — 18.1(1); “share”, ‘shareholder’ — 248(1); “substituted 
property” — 18.1(8)(b); “tax benefit’, “tax shelter” — 18.1(1); “taxation year” — 249; 
“taxpayer” — 18.1(1), 248(1); “trust” — 104(1), 248(1), (3). 


18.2 [Repealed] 


History [s. 18.2]: S. 18.2 repealed without ever taking effect by 2009, c. 2, s. 6, 
applicable in respect of interest and other borrowing costs paid or payable in respect of 
a period or periods that begin after 2011. The section would-have read: 


18.2 (1) Definitions — The following definitions apply. in. this, section. 


“aggregate double-dip income”, of a particular corporation for a taxation year in 
respect of an inter-affiliate loan, means the total of the double-dip exempt earn- 
ings amount and the double-dip taxable earnings amount of the particular corpo- 
ration for the taxation year in respect of the inter-affiliate loan. 


“double-dip exempt earnings amount’, of a particular corporation for a taxation 
year in respect of an inter-affiliate loan owing to.a foreign affiliate (referred to in 
this definition as the “earning foreign affiliate”) of the particular corporation or 
of a corporation that does not deal at arm’s length with the particular corpora- 
tion, means the total of all amounts each of which is the amount, in respect of a 
share (referred to in this definition as the “specified share”) of the capital stock 
of a particular foreign affiliate of the particular corporation or of a corporation 
that does not:deal at arm’s length with the particular corporation, determined by 
the formula 


Ax[B-(CxD)] 
where 


A is the participating percentage of the specified share in respect of the earning 
foreign affiliate at the end of a taxation year of the earning foreign affiliate 
that ends in the taxation year of the particular corporation; 


Bis the amount of the re-characterized exempt earnings income of the earning 
foreign affiliate in respect of the inter-affiliate loan for the taxation year of 
the earning foreign affiliate; 


Cis the foreign accrual tax applicable to the amount determined under the 
description of B; and 


D is the relevant tax factor of the particular corporation for the taxation year of 
the particular corporation. 


“double-dip taxable earnings amount” of a particular corporation for a taxation 
year in respect of an inter-affiliate loan owing to a foreign affiliate (referred to in 
this definition as the “earning foreign affiliate”), of the particular corporation or 
of a corporation that does not deal at arm’s length with the particular corpora- 
tion, means the total of all amounts each of which is the amount, in respect of a 
share (referred to in this definition as the “specified share’) of the capital stock 
of a particular foreign affiliate of the particular corporation or of a corporation 
that does not deal at arm’s length with the particular corporation, determined by 
the formula 


Ax[B-(CxD)] 


where 


A is the participating percentage of the specified share in respect of the earning 
foreign affiliate at the end of a taxation year of the earning foreign affiliate 
that ends in the taxation year of the particular corporation; 
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Bis the amount of the re-characterized taxable earnings income of the earning 
foreign affiliate in respect of the inter-affiliate loan for the taxation year of 
the earning foreign affiliate; 


Cis the foreign accrual tax applicable to the amount determined under the 
description of B; and 


D is the relevant tax factor of the particular corporation for the taxation year of 
the particular corporation. ' 


“foreign accrual tax” applicable to an amount of re-characterized income of a 
foreign affiliate (referred to'in this definition as the “earning foreign affiliate”), 
of a particular corporation or of a corporation that does not deal at arm’s length 
with the particular corporation, for a taxation year in respect of an inter-affiliate 
loan owing to the earning foreign affiliate means the total of 


(a) the amount equal to that portion of any foreign income or profit taxes 
that was paid by the earning foreign affiliate or any other foreign affiliate, of 
the particular corporation or of a corporation that does not deal at arm’s 
length with the particular corporation, that can reasonably be regarded as 
applicable to the re-characterized income, and 


(b) the amount that would, if the re-characterized income were an amount 
included in computing the particular corporation’s income under subsection 
91(1) in respect of the earning foreign affiliate, be prescribed in respect of 
the earning foreign affiliate to be foreign accrual tax that is applicable to the 
re-characterized income for the purpose of the definition “foreign accrual 
tax” in subsection 95(1). 


“jnter-affiliate, loan’ in respect of a particular corporation for a taxation year 
means a debt that is owing to a foreign affiliate of the particular corporation or of 
a corporation that does not deal at arm’s length with the particular corporation or 
to a partnership of which such a foreign affiliate is a member, if the income that 
the foreign affiliate derives in a taxation year from the interest paid or payable in 
respect of the debt is re-characterized income of the foreign affiliate for the taxa- 
tion year. ; As 


“participating percentage” of a share (referred to in this definition as the “speci- 
fied share”) of the capital stock of a particular foreign affiliate of a particular 
corporation or of a corporation that does not deal at arm’s length with the partic- 
ular corporation, held by the particular corporation at the end of a particular taxa- 
tion year of a non-resident corporation (referred to in this definition as the ‘“‘earn- 
ing foreign affiliate”) that ends in the particular corporation’s taxation year, 
which earning foreign affiliate was, at the end of the particular taxation year, a 
foreign affiliate of the particular corporation or of a corporation that does not 
deal at. arm’s length with the particular corporation, means the percentage that 
would, if the earning foreign affiliate were a controlled foreign affiliate of the 
particular corporation, be determined under subparagraph (b)(i) or (ii), of the def- 
inition “participating percentage” in subsection 95(1) in respect of the specified 
share in respect of the earning foreign affiliate at the end of the particular taxa- 
tion year. 


“re-characterized income” of a foreign. affiliate of a corporation. for a taxation 
year in respect of a debt owing to the foreign affiliate means the total of the re- 
characterized exempt earnings income and the re-characterized taxable earnings 
income of the foreign affiliate for the taxation year from the debt. 


“re-characterized exempt earnings income” of a foreign affiliate of a corporation 
for a taxation year in respect of a debt owing to the foreign affiliate means that 
portion of the income of the foreign affiliate for the taxation year from the debt 
that is included 


(a) under subparagraph 95(2)(a)(ii) in computing the income from an active 
business of the foreign affiliate for the taxation year, or that would be so 
included if the income were income from property; and 


(b) in computing the amount prescribed to be the exempt earnings of the 
foreign affiliate for the taxation year. 


“re-characterized taxable earnings income” of a foreign affiliate of a corporation 
for a taxation’ year in respect of a debt owing to the foreign affiliate means that 
portion of the income of the foreign affiliate for the taxation year from the debt 
that is included 


(a) under subparagraph 95(2)(a)(ii) in computing the income from an active 
business of the foreign affiliate for the taxation year, or that would be so 
included if the income were income from property; and 


(b) in computing the amount prescribed to be the taxable earnings) of the 
foreign affiliate for the taxation year. 


“taxable earnings base adjustment” of a particular corporation for a taxation year 
in respect of a share (referred to in this definition as the “specified share’) of a 
particular foreign affiliate of the particular corporation or of a corporation that 
does not deal at arm’s length with the particular corporation and in respect of an 
inter-affiliate loan owing to.a foreign affiliate of the particular corporation or of a 
corporation. that. does not deal at arm’s length with the particular corporation, 
means the amount determined by the formula 


AXB/C 


where 
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A. is the amount of interest deduction denied under subsection (2) in respect of 
the particular corporation in respect of interest relating to the inter-affiliate 
loan for the taxation year; 


B_ is the amount determined to be the double-dip taxable earnings amount of 
the particular corporation in respect of the inter-affiliate loan that can be 
attributed to the specified share for the taxation year; and 


C_ is the aggregate double-dip income of the particular corporation in respect of 
the inter-affiliate loan for the taxation year. 


(2) Double-dip interest not deductible — [effective 2012] Notwithstanding 
any other provision of this Act, in computing the income of a corporation for a 
taxation year, no amount may be deducted in respect of the corporation’s speci- 
fied financing expense in respect of an inter-affiliate loan for the taxation year, 
except to the extent that that specified financing expense exceeds the corpora- 
tion’s aggregate double-dip income for the taxation year in respect of that inter- 
affiliate loan. 

(3) Specified financing expense — A particular corporation’s specified fi- 
nancing expense in respect of an inter-affiliate loan for a taxation year, is the 
amount, if any, by which 


(a) the total of all amounts of interest paid or payable in the taxation year by 
the particular corporation on, and other costs referred to in paragraph 
20(1)(e) deductible in computing the particular corporation’s income for the 
taxation year in respect of, 


(i) borrowed money, to the extent that it is reasonable to consider that 
the borrowed money is used, in that taxation year, directly or indirectly, 
for the purpose of funding, in whole or in part, the inter-affiliate loan, 
and 


(ii) an amount payable for property where it is reasonable to consider 
that the property, or property substituted for it (or, where the property or 
property substituted for it is a share of the capital stock of a corporation, 
property of the corporation or of a person related to the corporation, or 
property substituted for such property) is used, directly or indirectly, for 
the purpose of funding, in whole or in part, the inter-affiliate loan, 


exceeds 


(b) if the particular corporation has subsequently loaned the property re- 
ferred to in paragraph (a), the total of all amounts that are, in respect of that 
subsequent loan, included in computing the income of the particular corpora- 
tion for the taxation year and that relate to the period or periods of use re- 
ferred to in that paragraph. 


(4) Aggregate double-dip income — related parties — Subsection (5) ap- 
plies to a corporation (referred to in this subsection and subsections (5) to (7) as 
the “debtor corporation”) and another corporation in respect of a particular taxa- 
tion year of the debtor corporation and an inter-affiliate loan if 


(a) the debtor corporation’s specified financing expense for the particular 
taxation year in respect of the inter-affiliate loan exceeds the debtor corpora- 
tion’s aggregate double-dip income for the particular taxation year in respect 
of the inter-affiliate loan; 


(b) the other corporation’s aggregate double-dip income for a taxation year 
in respect of the inter-affiliate loan exceeds the other corporation’s specified 
financing expense for that taxation year in respect of the inter-affiliate loan; 


(c) the other corporation’s taxation year referred to in paragraph (b) ends in 
the particular taxation year; and 


(d) at the end of the particular taxation year, the other corporation and the 
debtor corporation are related. 


(5) Deemed effects — If this subsection applies to a debtor corporation and 
another corporation in respect of a particular taxation year of the debtor corpora- 
tion and an inter-affiliate loan, 


(a) the lesser of the excess determined under paragraph (4)(b) in respect of 
the other corporation and the excess determined under paragraph (4)(a) in 
respect of the debtor corporation is deemed to be included in the aggregate 
double-dip income of the debtor corporation in respect of the inter-affiliate 
loan and not to be included in the aggregate double-dip income of the other 
corporation; 


(b) this subsection shall not apply to any other corporation in respect of the 
amount determined under paragraph (a); and 


(c) for the purpose of determining the taxable earnings base adjustment of 
the other corporation, the amount determined under paragraph (a) is deemed 
to be 


(i) an amount of interest deduction denied to it under subsection (2) in 
respect of interest relating to the inter-affiliate loan for its taxation year 
referred to in paragraph 4(b), and 


(ii) an amount that is included in the aggregate double-dip income in 
respect of the inter-affiliate loan for its taxation year referred to in para- 
graph 4(b). 


(6) Allocation by debtor corporation — If subsections (4) and (5) apply to 
more than one other corporation in respect of a debtor corporation and an inter- 
affiliate loan, the debtor corporation may allocate the excess double-dip incomes 
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of the other corporations against the specified financing expense of the debtor 
corporation. 


(7) Allocation by Minister — If a debtor corporation is entitled to make an allo- 
cation under subsection (6) but fails to do so, or does so in a manner that allows 
an excess to remain under subparagraph (4)(a) in respect of the debtor corpora- 
tion and an excess to remain under subparagraph (4)(b) in respect of one or more 
other corporations, the Minister may allocate the excess double-dip incomes of 
the other corporations against the specified financing expense of the debtor 
corporation. 


(8) Inter-affiliate loans — exceptions — A debt that would, at any time, other- 
wise be an inter-affiliate loan in respect of a corporation for a taxation year of a 
particular foreign affiliate is not an inter-affiliate loan at that time, if 


(a) it is the case that 


(i) another foreign affiliate, of the corporation or a corporation that does 
not deal at arm’s length with the corporation, owes the debt, 


(ii) the particular foreign affiliate and the other foreign affiliate are, at 
the end of their taxation years that include that time, resident in the same 
country, and 


(iii) the particular foreign affiliate and the other foreign affiliate deter- 
mine their income, for income tax purposes under the income tax laws 
of that country, on a consolidated or combined basis; or 


(b) it is the case that 
(i) the corporation is a taxpayer described in paragraph 95(2)(1)(iv), 


(ii) the particular foreign affiliate holds the debt, and the other foreign 
affiliate owes the debt, in the ordinary course of businesses that are de- 
scribed in subparagraph (a)(i) of the definition “investment business” in 
subsection 95(1) and conducted principally with persons with which 
those affiliates deal at arm’s length, and 


(iii) the terms and conditions of the debt are substantially the same as 
the terms and conditions of similar debt entered into between persons 
dealing at arm’s length. 


(9) Partnership rules —If a partnership that holds, directly or indirectly, a 
share of the capital stock of a specified corporation in respect of the partnership 
has borrowed money or become liable for an amount payable (in this subsection 
referred to as the “partnership indebtedness”) the interest in respect of which is 
deductible under paragraph 20(1)(c), 


(a) there shall be added to the income of each corporation or partnership that 
is a member of the partnership, an amount equal to the member’s specified 
proportion of the interest and other borrowing costs referred to in paragraph 
20(1)(e) that are deductible in computing the partnership’s income in respect 
of that member’s specified proportion of the partnership indebtedness; 


(b) for the purpose of this section and paragraphs 20(1)(c) and (e), an 
amount equal to the amount added to the member’s income by paragraph (a) 
shall be deemed to be an amount of interest or other borrowing cost, as the 
case may be, that is deductible by the member; and 


(c) the member shall be deemed to have incurred its specified proportion of 
the partnership indebtedness and to use the proceeds or property acquired in 
respect of that indebtedness in the same manner as the partnership. 


(10) Interpretation — For the purpose of subsection (9), 


(a) a specified corporation in respect of a partnership means a corporation 
that is, for the purpose of section 95, 


(i) a foreign affiliate of a member of the partnership, 


(ii) a foreign affiliate of a person with whom the partnership does not 
deal at arm’s length, or 


(iii) a foreign affiliate of a person that does not deal at arm’s length with 
a member of the partnership; and 


(b) the specified proportion of a member of a partnership for a fiscal period 
of the partnership means the proportion that the member’s share of the total 
income or loss of the partnership for the partnership’s fiscal period. is of the 
partnership’s total income or loss for that period and, for the purpose of this 
definition, where that income or loss for a period is nil, that proportion shall 
be computed as if the partnership had income for that period in the amount 
of $1,000,000. 


S..18.2 added by 2007, c. 35, s..12, applicable in respect of interest and other borrow- 
ing costs paid or payable in respect of a period or periods that begin after 2011, but 
repealed before taking effect, as per above. 


19. (1) Limitation re advertising expense — newspapers — 
In computing income, no deduction shall be made in respect of an 
otherwise deductible outlay or expense of a taxpayer for advertising 
space in an issue of a newspaper for an advertisement directed pri- 
marily to a market in Canada unless 
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(a) the issue isa Canadian issue of a Canadian newspaper; or 
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(b) the issue is an issue of a newspaper that would be ‘a’Canadian 
issue of a Canadian newspaper except that. . 
(i) its type has been wholly set in the United States, or has 


been partly set in the United States with the remainder hay- 
ing been set.in Canada, or 


_ (ii), it has: been wholly printed in. the United States or has | 


_ been partly printed in the United States with the remainder 
having been printed in Canada, , ' 
Related Provisions: 19.01 — Limitation for magazines and other perbageee: 


History: The portion of subsec, 19(1) before subpara. (b)(i) amended by 2001, c, 17, 
subsec. 11(1), applicable in respect of advertisements placed i in an. issue dated after 
May 2000. That Portion formerly read: : 


19. (1) Limitation re advertising expense — In computing income, no deduc- 
tion shall be made in respect of an otherwise deductible outlay or expense‘ of a 
taxpayer for advertising space in an issue ofa newspaper or periodical for an 
advertisement directed primarily to a market in Canada unless 


(a) the issue is a Canadian i issue ofa Canadian newspaper or periodical dated 
after 1975; or 


(b) the issue is an issue of a newspaper or periodical dated after December 
31,'1988 that would be a Canadian issue of a Canadian newspaper or period- 
ical except that 


Selected Cases [subsec. 19(1)]: Jay- Kay Publications Ltd. v. MNR, [1972] C!T.C. 
539 (FCA) (Amounts paid for advertising in non-Canadian periodical promoting medi- 
cal scholarship deductible). 


(2) [Repealed under former Act] 


(3) Where subsec. (1) does not apply — Subsection: (1) does 
not apply with respect to an advertisement in a ‘special issue or edi- 
tion of a newspaper that is edited in whole or in part and printed, and 
published outside Canada if that special issue: or edition is devoted 
to features‘or news related primarily to Canada andthe publishers 
thereof publish such an issue or edition not more frequently than 
twice a year. 


(4) [Repealed under former Act] 
(5) Definitions — In this section, 


“Canadian issue” of a newspaper means an issue, including a spe- 
cial issue, 


(a) the type of which, other than the type for advertisements. or 
features, is set in Canada, ) 
(b) all of which, exclusive of any comics supplement, is. printed 
in Canada, 

(c) that is edited in Canada by individuals resident i in Hee 
and 

(d) that is published in Canada; 


History: The definition “Canadian issue” in subsec. 19(5) amended by 2001, 'c! 17, 
subsec. 11(3), applicable in respect of advertisements placed in an issue dated after 
May 2000. The definition formerly read: 


“Canadian issue” means, 
(a) in relation to a newspaper, an issue, including a special issue, 


(i) the type of which, other than the type for advertisements or features, 
is set in Canada, 


(ii) the whole of which, exclusive of any comics supplement, is printed 
in Canada, 


(iii) that is edited in Canada by individuals resident in Canada, and 
(iv) that is published i in Canada, and 
(b) in relation to a periodical, an issue, including a Seciak issue, 


(i) the type of which, other than the type for advertisements, is set in 
Canada, 


(ii) that is printed in Canada, 
(iii) that is edited in Canada by individuals resident’ in Canada, and 
(iv) that’is published in Canada, 

but does not include an issue of a periodical 


(y) that is produced or published under a licence granted by a person. 
who produces or publishes issues of a periodical that are printed, edited 
or published outside Canada, or 


(vi) the contents of which, excluding advertisements, are substantially 
the same as the contents of an issue of a periodical, or the contents*of 
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one or more issues) of one or more periodicals, that was or were printed, 
edited. or published. outside Canada; 


“Canadian newspaper” means a newspaper the exclusive right to 
produce and publish issues of which is held by one or more of som 
following: 


(a) a Canadian citizen, 
(b).a partnership. . 
(i) in which interests representing in value at least */s of the 


total value of the partnership property are beneficially owned 
by, and 


(ii) at least */4 of each income or loss of which from any 
source is included in the determination of the income of, 


corporations described in paragraph (e) or Canadian citizens or 
any combination thereof, 


_(c) an association, or society of which at least 7/4 of the members 
are Canadian citizens; 


(d) Her Majesty in right of Canada or a province, or a munici- 
pality in Canada, or 


(e).a corporation 


(i) that is incorporated under’ the laws of Canada or a 
province, 


(ii) of which the chairperson or other presiding officer and at 
least 7/4 of the directors or other similar officers are Canadian 
citizens, and 


(iii) that, if it is a corporation having share capital, is 
(A) a public corporation aclass or classes of shares of the 
capital stock of which are listed on a designated stock ex- 


change in Canada, other than a corporation controlled by 
citizens or subjects of a country other than Canada, or 


(B) a corporation of which at least */4 of the shares having 
full voting rights under all circumstances, and. shares hav- 
ing a fair market value in total of.at least */4 of the fair 
market value of all of the issued shares of the corporation, 
are beneficially owned by Canadian citizens or by public 
corporations a class, or. classes of shares.of. the capital 
stock of which are listed on)a designated stock exchange 
‘in Canada, other than a public corporation controlled by 
citizens or subjects of a country other than Canada, 


and, for the purposes of clause (B), where shares of a class of 
the capital stock of a corporation are.owned, or deemed by 
this definition to’ be owned, at any time: by another corpora- 
tion (in this definition referred’ to’ as the “holding corpora- 
tion’), other than a public corporation a class or classes of 
shares of the capital stock of which are listed on a designated 
stock exchange in Canada, each shareholder of the holding 
corporation shall be deemed to own at that time that propor- 
tion of the number of such shares of that class that 


(C) the fair market value of the shares of the capital stock 
of the holding corporation owned at, that time by the 
shareholder 


is of 
(D) the fair market value of all the issued shares of the 


capital stock of the holding corporation outstanding at 
that time, 


and, where at any time shares of a class of the capital stock 
of a corporation are owned, or are deemed by this definition 
to be owned, bya partnership, each member of the partner- 
ship shall be deemed’ to own at that time the least proportion 
of the. number. of such shares of that class. that 


(E) the member’s’share of the income or loss of the part- 
nership from any source for its fiscal period that includes 
that time 

is of 
(F) the income or loss of the’ partnership from that source 
for its fiscal. period that includes that time, 
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and for this purpose, where the income and loss of a partner- 
ship from any source for a fiscal period are nil, the partner- 
ship shall be deemed to have had income from that source for 
that period in the amount of $1,000,000; 


Related Provisions: 19(5.1) — Extended meaning of “Canadian citizen”; 19(6) — 
Trust property; 19(7) — Grace period on ceasing to be Canadian newspaper; 19(8) — 
Anti-avoidance — certain newspapers and periodicals deemed not to be Canadian. 


History: The portion of para. (e) of the definition “Canadian newspaper” in subsec. 
19(5) before cl. (iii)(C) amended by 2007, c. 35, s. 13, applicable after December 13, 
2007. That portion formerly read: 


(e) a corporation 
(i) that is incorporated under the laws of Canada or a province, 


(ii) of which the chairperson or other presiding officer and at least */s of the 
directors or other similar officers are Canadian citizens, and 


(iii) that, if it is a corporation having share capital, is 


(A) a public corporation a class or classes of shares of the capital stock 
of which are listed on a prescribed stock exchange in Canada, other than 
a corporation controlled by citizens or subjects of a country other than 
Canada, or 


(B) a corporation of which at least */; of the shares having full voting 
rights under all circumstances, and shares having a fair market value in 
total of at least */; of the fair market value of all of the issued shares of 
the corporation, are beneficially owned by Canadian citizens or by pub- 
lic corporations a class or classes of shares of the capital stock of which 
are listed on a prescribed stock exchange in Canada, other than a public 
corporation controlled by citizens or subjects of a country other than 
Canada, 


and, for the purposes of clause (B), where shares of a class of the capital 
stock of a corporation are owned, or deemed by this definition to be owned, 
at any time by another corporation (in this definition referred to as the “hold- 
ing corporation’’), other than a public corporation a class or classes of shares 
of the capital stock of which are listed on a prescribed stock exchange in 
Canada, each shareholder of the holding corporation shall be deemed to own 
at that time that proportion of the number of such shares of that class that 


The opening words of the definition “Canadian newspaper or periodical” in subsec. 
19(5) amended by 2001, c. 17, subsec. 11(4), applicable in respect of advertisements 
placed in an issue dated after May 2000. The opening words formerly read: 


“Canadian newspaper or periodical” means a newspaper or periodical the exclu- 
sive right to produce and publish issues of which is held by one or more of the 
following: 


Para. (b) and subpara. (e)(iii) of “Canadian newspaper...” substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsecs. 14(1), (2), applicable with respect to rights referred to in 
the definition that are acquired after July 13, 1990 (and rights acquired after 1988 
where the acquiror of the right so elects by notifying the Minister of National Revenue 
in writing before 1992 [1994, c. 7, Sch. VIII (1993, c. 24), s. 159 provides that such an 
election made before December 11, 1993 shall be deemed to have been made before 
1992}) and, for this purpose where an individual who is a citizen or subject of a country 
other than Canada or a corporation controlled by such an individual or individuals has 
at any time after July 13, 1990 acquired, in an arm’s length transaction, 


(a) more than '/s of the shares of a particular corporation that have full voting rights 
under all circumstances, or 


(b) shares of a particular corporation having a fair market value in total of more 
than '/s of the fair market value of all of the issued shares of the particular 
corporation, 
the particular corporation and any corporation controlled by the particular corporation 
shall be deemed to have acquired at that time any right referred to in the definition that 
is owned by the particular corporation or controlled corporation at that time. Those 
portions of that definition formerly read: 


(b) a partnership of which at least */s of the members are Canadian citizens and in 
which interests representing in value at least */s of the total value of the partner- 
ship property are beneficially owned by Canadian citizens, 


(iii) of which, if it is a corporation having share capital, at least 7/4 of the 
shares having full voting rights under all circumstances, and shares repre- 
senting in total at least */s of the paid-up capital, are beneficially owned by 
Canadian citizens or by corporations other than corporations controlled by 
citizens or subjects of a country other than Canada; 


“issue of a non-Canadian newspaper or periodical [para. 
19(5)(c)!’ — [Repealed under former Act] 


“substantially the same’’ — [Repealed] 


History: The definition “substantially the same” in subsec. 19(5) repealed by 2001, c. 
17, subsec. 11(2), applicable in respect of advertisements placed in an issue dated after 
May 2000. The definition formerly read: 


“substantially the same” means more than 20% the same; 
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‘United States” means 


(a) the United States of America, but does not include Puerto 
Rico, the Virgin Islands, Guam or any other United States pos- 
session or territory, and 


(b) any areas beyond the territorial sea of the United States 
within which, in accordance with international law and its do- 
mestic laws, the United States may exercise rights with respect 
to the seabed and subsoil and the natural resources of those 
areas. 


(5.1) Interpretation [“Canadian citizen”] — In this section, 
each of the following is deemed to be a Canadian citizen: 


(a) a trust or corporation described in paragraph 149(1)(0) or 
(o.1) formed in connection with a pension plan that exists for the 
benefit of individuals a majority of whom are Canadian citizens; 


(b) a trust described in paragraph 149(1)(r) or (x), the annuitant 
in respect of which is a Canadian citizen; 


(c) a mutual fund trust, within the meaning assigned by subsec- 
tion 132(6), other than a mutual fund trust the majority of the 
units of which are held by citizens or subjects of a country other 
than Canada; 


(d) a trust, each beneficiary of which is a person, partnership, 
association or society described in any of paragraphs (a) to (e) of 
the definition “Canadian newspaper” in subsection (5); and 


(e) a person, association or society described in paragraph (c) or 

(d) of the definition “Canadian newspaper” in subsection (5). 
History: Subsec. 19(5.1) added by 2001, c. 17, subsec. 11(5), applicable in respect of 
advertisements placed in an issue dated after June 1996 except that, in applying the 
subsec. to advertisements placed in an issue dated after June 1996 and before June 
2000, the references to “Canadian newspaper” shall be read as references to “Canadian 
newspaper or periodical”. 


(6) Trust property — Where the right that is held by any person, 
partnership, association or society described in the definition “Ca- 
nadian newspaper” in subsection (5) to produce and publish issues 
of a newspaper is held as property of a trust or estate, the newspaper 
is not a Canadian newspaper unless each beneficiary under the trust 
or estate is a person, partnership, association or society described in 
that definition. 


History: Subsec. 19(6) amended by 2001, c. 17, subsec. 11(6), applicable in respect of 
advertisements placed in an issue dated after May 2000. The subsec. formerly read: 


(6) Where the right that is held by any person, partnership, association or society 
described in the definition “Canadian newspaper or periodical” in subsection (5) 
to produce and publish issues of a newspaper or periodical is held as property of 
a trust or estate, the newspaper or periodical is not a Canadian newspaper or 
periodical within the meaning of this section unless each beneficiary under the 
trust or estate is a person, partnership, association or society so described. 


(7) Grace period — A Canadian newspaper that would, but for 
this subsection, cease to be a Canadian newspaper, is deemed to 
continue to be a Canadian newspaper until the end of the 12th 
month that follows the month in which it would, but for this subsec- 
tion, have ceased to be a Canadian newspaper. 


History: Subsec. 19(7) amended by 2001, c. 17, subsec. 11(6), applicable in respect of 
advertisements placed in an issue dated after May 2000. The subsec. formerly read: 


(7) Notwithstanding any other provision of this section, where a newspaper or 
periodical that was at any time after June 30, 1965 a Canadian newspaper or 
periodical within the meaning of this section subsequently ceases to be such a 
Canadian newspaper or periodical, the newspaper or periodical shall be deemed 

_ to continue to be a Canadian newspaper or periodical within the meaning of this 
section until the expiration of the 12th month following the month in which it so 
ceased to be a Canadian newspaper or periodical. 


(8) Non-Canadian newspaper — Where at any time one or 
more persons or partnerships that are not described in any of 
paragraphs (a) to (e) of the definition “Canadian newspaper” in sub- 
section (5) have any direct or indirect influence that, if exercised, 
would result in control in fact of a person or partnership that holds a 
right to produce or publish issues of a newspaper, the newspaper is 
deemed not to be a Canadian newspaper at that time. 


Related Provisions: 256(5.1) — General test for “control in fact”. 
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History: Subsec. 19(8) amended by 2001, c. 17, subsec. 11(6), applicable in respect of 
advertisements placed in an issue dated after May 2000. The subsec. formerly read: 


(8) Non-Canadian newspaper or periodical — Where at any time one or 
more persons or partnerships that are not described in any of paragraphs (a) to 
(e) of the definition “Canadian newspaper or periodical” in subsection (5) have 
any direct or indirect influence that, if exercised, would result in control in fact 
of a person or partnership that holds a right to produce or publish issues of a 
newspaper or periodical, the newspaper or periodical is deemed not to be a Cana- 
dian newspaper or periodical at that time. 


Subsec. 19(8) added by 1995, c. 46, s. 5, applicable after December 15, 1995, except 
that it does not apply to a newspaper or periodical where the influence that would result 
in control in fact of a person or partnership that holds the right to produce or publish 
the newspaper or periodical arose as a consequence of a transaction or series of transac- 
tions that was completed before April 1993. 


Definitions [s. 19]: “beneficially owned” — 248(3); “Canada” — 255, Interpretation 
Act 35(1); “Canadian citizen’ — 19(5.1); “Canadian issue” — 19(5); “Canadian news- 
paper’ — 19(5), (8); “class”, “class of shares” — 248(6); “corporation” — 248(1), In- 
terpretation Act 35(1); “designated stock exchange” — 248(1), 262; “estate” — 104(1), 
248(1); “Her Majesty” — Interpretation Act 35(1); “individual” — 248(1); “month” — 
Interpretation Act 35(1); “mutual fund trust’? — 
tal” — 89(1), 248(1); “person” — 248(1); “property” — 248(1); “province” — Jnter- 
pretation Act 35(1); “public corporation” — 89(1), 248(1); “resident, in Canada” — 
94(3)(a)(viii), 250; “share”, an — 248(1); “substantially” — 19(5); “tax- 
payer’ — 248(1); “territorial sea’ — ad nal Act 35(1); “trust” — 104(1), 
248(1), G); “United States” — 19(5). 


19.01 (1) Definitions — The definitions in this subsection apply 
in this section. 


“advertisement directed at the Canadian market’ has the same 
meaning as the expression “directed at the Canadian market” in sec- 
tion 2 of the Foreign Publishers Advertising Services Act and in- 
cludes a reference to that expression made by or under that Act. 


“original editorial content’ in respect of an issue of a periodical 
means non-advertising content 


(a) the author of which is a Canadian citizen or a permanent resi- 
dent of Canada within the meaning assigned by the Immigration 
Act and, for this purpose, “author” includes a writer, a journalist, 
an illustrator and a photographer; or 


(b) that is created for the Canadian market and has not been pub- 
lished in any other edition of that issue of the periodical pub- 
lished outside Canada. 


‘periodical’ has the meaning assigned by section 2 of the Foreign 
Publishers Advertising Services Act. 


Related Provisions: 19.01(6) — Meaning of “edition”. 


(2) Limitation re advertising expenses — periodicals — 
Subject to subsections (3) and (4), in computing income, no deduc- 
tion shall be made by a taxpayer in respect of an otherwise deducti- 
ble outlay or expense for advertising space in an issue of a periodi- 
cal for an advertisement directed at the Canadian market. 


(3) 100% deduction — A taxpayer may deduct in computing in- 
come an outlay or expense of the taxpayer for advertising space in 
an issue of a periodical for an advertisement directed at the Cana- 
dian market if 


(a) the original editorial content in the issue is 80% or more of 
the total non-advertising content in the issue; and 
(b) the outlay or expense would, but for subsection (2), be de- 
ductible in computing the taxpayer’s income. 

Related Provisions: 19.01(5) — Calculation of percentage. 


(4) 50% deduction — A taxpayer may deduct in computing in- 
come 50% of an outlay or expense of the taxpayer for advertising 
space in an issue of a periodical for an advertisement directed at the 
Canadian market if 


(a) the original editorial content in the issue is less than 80% of 
the total non-advertising content in the issue; and 
(b) the outlay or expense would, but for subsection (2), be de- 
ductible in computing the taxpayer’s income. 

Related Provisions: 19.01(5) — Calculation of percentage. 


132(6)-(7), 248(1); ‘paid-up capi- 
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(5) Application — For the purposes of subsections (3) and (4), 


(a) the percentage that original editorial content is of total non- 
advertising content. is the percentage that the total space occu- 
pied by original editorial content in the issue is of the total space 
occupied by non-advertising content in the issue; and 


(b) the Minister may obtain the advice of the Department of Ca- 
nadian Heritage for the purpose, of 


(i) determining the result obtained under paragraph (a), and 


(ii) interpreting any expression defined in this section that is 
defined in the Foreign Publishers Advertising Services Act. 


(6) Editions of issues — For the purposes of this section, 


(a) where an issue of a periodical is published in several ver- 
sions, each version is an edition of that issue; and 


(b) where an issue of a periodical is published in only one ver- 
sion, that version is an edition of that issue. 
History [s. 19.01]:.S. 19.01:added by 2001, c: 17, s. 12, applicable in respect of 
advertisements placed in an issue dated after May 2000. 


Definitions [s. 19.01]: “advertisement directed at the Canadian market’ — 19.01(5); 
“Canada” — 255, Interpretation Act 35(1); “edition” — 19.01(6); “Minister”? — 
248(1); “original editorial content”, “periodical” — 19.01(1); “taxpayer” — 248(1). 


19.1 (1) Limitation re advertising expense on broadcasting 
undertaking — Subject to. subsection (2), in computing income, 
no deduction shall be made in respect of an otherwise deductible 
outlay or expense of.a taxpayer made. or incurred after September 
21, 1976 for an advertisement: directed primarily to a market in 
Canada and broadcast by a foreign broadcasting undertaking. 


(2) Exception — In computing income, a deduction may be made 
in respect of an outlay or expense made or incurred before Septem- 
ber 22, 1977 for an advertisement directed primarily to a market in 
Canada and broadcast by a foreign broadcasting undertaking pursu- 
ant to 


(a) a written agreement entered into on or before January 23, 
1975; or 


(b) a written agreement entered into after January 23, 1975 and 
before September 22, 1976 if the agreement is for a term of one 
year or less and by its al hee terms is not capable of being ex- 
tended or renewed. 


(3) [Repealed under former Act] 
(4) Definitions — In this section, 


“foreign broadcasting undertaking” means a network operation 
or a broadcasting transmitting undertaking located outside Canada 
or on a ship or aircraft not registered in Canada; 


“network” includes any operation involving two or more broad- 
casting undertakings whereby control over all or any part of the 
programs or program schedules of any of the broadcasting under- 
takings involved in the operation is delegated to a network operator. 


Definitions [s. 19.1]: “broadcasting” — Interpretation Act 35(1); “Canada” — 255; 
“foreign broadcasting undertaking”, “network” — 19.1(4); “taxpayer” — 248(1). 


20. (1) Deductions permitted in computing income from 
business or property — Notwithstanding paragraphs 18(1){a), 
(b) and (h), in computing a taxpayer’s income for a taxation year 
from a business or property, there may be deducted such of the fol- 
lowing amounts as are wholly applicable to that source .or such part 
of the following amounts as may reasonably be regarded as applica- 
ble thereto: 


(a) capital cost of property [CCA] — such part of the capi- 
tal cost to the taxpayer of property, or such amount in respect of 
the capital cost to the taxpayer of property, if any, as is allowed 
by regulation; 
Related Provisions: 13(4.3)(c) — Where franchise, concession or license is ex- 
changed; 13(5) — Transferred property; 13(5.2) — Rules applicable; 13(6) — Misclas- 
sified property; 13(7) — Change in use of depreciable property; 13(11) — Automobile 
deduction; 13(12)— Lobbying expenses; 13(14)-— Conversion cost. of vessel; 
13(21.2) — Transfer of property where UCC exceeds fair market value; 13(26)—(32) — 


129 


S. 20(1)(a) 


Restriction on deduction before available for use; 18(3.1)(a) — Costs relating to con- 
struction of building or ownership of land; 18(12) — Home office expense; 20(1.1) — 
Definitions in 13(21) apply to regulations; 20(16), (16.1) — Terminal loss; 21 — Cost 
of borrowed money; 28(1)(g) — Deduction from farming or fishing income when us- 
ing cash method; 36 — Railway companies; 37(6) — Scientific research capital ex- 
penditures; 68 — Allocation of cost between property and services; 70(13) — Capital 
cost of depreciable property on death; 80(9)(c) — Reduction of capital cost on debt 
forgiveness ignored for CCA purposes; 85(5) — Rules on transfers of depreciable pro- 
perty; 87(2)(d.1) — Amalgamations — depreciable property acquired from predecessor 
corporation; 107.2(e) — Distribution of depreciable property by retirement compensa- 
tion arrangement; 107.4(3)(d) — Rollover of depreciable property to trust; 125.4(4) — 
No Canadian film/video production credit to corporation if investor can claim CCA; 
127.52(1)(b), (c) — Minimum tax — add-back of some CCA; 132.2(1)(d) [to be re- 
pealed], 132.2(3)(d) [draft], 132.2(5)(d) [draft] — Deemed capital cost of depreciable 
property following mutual fund reorganization; 138(11.8) — Transfer of depreciable 
property by non-resident insurer; 164(6) — Refund — disposition of property by legal 
representative of deceased taxpayer. See also at end of s. 20. 

Selected Cases [para. 20(1)(a)]: Enstone v. R., [2000] 2 C.T.C. 279 (FCA) (Holder 
of life interest in property could claim CCA); Saskatchewan Wheat Pool v. R., [1999] 2 
C.T.C. 369 (FCA); leave to appeal to SCC refused (Apr. 13, 2000), File 27346 (ITC 
should not be higher for taxpayer who capitalizes interest); Hickman Motors Ltd. v. R., 
[1998] 1 C.T.C. 213 (SCC) (Property retains depreciable character in hands of trans- 
feree on winding-up, if not used for other purposes); Kamsel Leasing Inc. v. MNR, 
{1993] 1 C.T.C. 2279 (TCC) (Agreement treated as “sale” not “lease” where option to 
acquire property at end of term substantially below probable market. value); Société 
Immobiliére SSQ Inc. v. MNR, [1993] 1 C.T.C. 2029 (TCC) (Costs incurred by partner- 
ship before taxpayer’s acquisition of interest not deductible; contracts not retroactive); 
British Columbia Telephone Co. v. Canada, [1992] 1 C.T.C. 26 (FCA) (Fibre optic 
telephone transmission systems properly classified as cable); Vaillancourt v. Canada, 
{1991} 2 C.T.C. 42 (FCA) (Condominium was residential and within Class 31). 


Regulations: Part XI (CCA rules); Part XVII (farming and fishing property owned 
since before 1972); Reg. Sch. Sch. VI (classes of property). 


1.T. Application Rules: 18(2), 20, 26.1(2). 


Interpretation Bulletins: IT-79R3: CCA — Buildings or other structures; IT-121R3: 
Election to capitalize cost of borrowed money (archived); IT-128R: CCA — Deprecia- 
ble property; IT-147R3: CCA — Accelerated write-off of manufacturing and process- 
ing machinery and equipment; IT-187: Customer lists and ledger accounts; IT-195R4: 
Rental property — CCA restrictions; IT-267R2: CCA — Vessels; IT-283R2: CCA — 
video tapes, video tape cassettes, films, computer software and master recording media 
(archived); IT-285R2: CCA — General comments; IT-291R3: Transfer of property to a 
corporation under subsection 85(1); IT-304R2: Condominiums; IT-306R2: CCA — 
Contractor's movable equipment; IT-317R: CCA — Radio and television equipment 
(archived); IT-324: Emphyteutic lease. (archived); IT-325R2: Property transfers after 
separation, divorce and annulment; IT-327: CCA — Elections under regulation 1103 
(archived); IT-336R: CCA — Pollution control property (archived); IT-371: Rental 
property — meaning of “principal business’; IT-422: Definition of tools; IT-464R: 
CCA — Leasehold interests; IT-465R: Non- reader beneficiaries of trusts; IT-469R: 
CCA — Earth-moving equipment; IT-472: CCA — Class 8 property; IT-477: CCA — 
Patents, franchises, concessions and licences; IT-481: Timber resource property and 
timber limits; IT-485: Cost of clearing or levelling land [to be amended re golf courses, 
per I.T. Technical News 20]; IT-492: CCA — Industrial mineral mines; IT-501: 
CCA — Logging assets. 

Information Circulars: 84-1: Revision of capital cost allowance claims and other 
permissive deductions; 87-5: Capital cost of property where trade-in is involved. 

1.T. Technical News: | (sales commission expenses of mutual-fund limited partner- 
ships); 3 (loss utilization within a corporate group); 12 (“millennium bug” expendi- 
tures); 20 (tax treatment of golf courses). 

CRA Audit Manual: 11.3.5: Revision of CCA and other permissive deductions; 


12.1.0: Taxpayer requests (TPR) and general adjustment forms (GAF); 12.15.9: Revis- 
ing capital cost allowance and other permissive deductions. 


Advance Tax Rulings: ATR-1: Transfer of legal title in land to bare trustee corpora- 
tion — mortgagee’s requirements sole reason for transfer. 


Forms: T1-CP Summ: Summary of certified productions; T1-CP Supp: Statement of 
certified productions; T2 SCH 8: Capital cost allowance; T776: Statement of real estate 
rentals; T777: Statement of employment expenses; T4044: Employment expenses 
[guide]. 
(b) cumulative eligible capital amount — such amount as 
the taxpayer claims in respect of a business, not exceeding 7% 
of the taxpayer’s cumulative eligible capital in respect of the 
business at the end of the year except that, where the year is less 
than 12 months, the amount allowed as a deduction under this 
paragraph shall not exceed that proportion of the maximum 
amount otherwise allowable that the number of days in the taxa- 
tion year is of 365; 
Related Provisions: 14(1) — Inclusion in income from business; 14(5) — Defini- 
tions — “cumulative eligible capital”, “eligible capital expenditure”; 24 — Ceasing to 
carry on business; 28(1)(g) — Deduction from farming or fishing income when using 
cash method; 70(5.1) — Eligible capital property of deceased; 70(9.8) — Farm or fish- 


Income Tax Act, Part I, Division B 


ing property used by corporation or partnership; 87(2)(f) — Amalgamations — cumu- 
lative eligible capital; 107(2)(f) — Capital interest distribution by personal or pre- 
scribed trust; 111(5.2) — CEC after change in control. See also at end of s. 20, 


History: Para. 20(1)(b) amended by 2001, c. 17, subsec. 13(1), applicable to taxation 
years that begin after December 21, 2000. The para. formerly read: 
(b) such amount as the taxpayer may claim in respect of a business, not exceed- 
ing 7% of the taxpayer’s cumulative eligible capital in respect of the business at 
the end of the year; 
Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-123R4: Disposi- 
tion of and transactions involving eligible capital property; IT-123R6: Transactions in- 
volving eligible capital property; IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-302R3: Losses of a corporation — the effect that acquisitions of 
control, amalgamations, and windings-up have on their deductibility — after January 
15, 1987; IT-313R2: Eligible capital property — rules where a taxpayer has ceased car- 
rying on a business or has died; IT-341R4: Expenses of issuing shares, units in a trust, 
interests in a partnership or syndicate and expenses of borrowing money. 


1.T. Technical News: 38 (purchase price allocation for rental properties). 


(c) interest — an amount paid in the year or payable in respect 
of the year (depending upon the method regularly followed by 
the taxpayer in computing the taxpayer’s income), pursuant to a 
legal obligation to pay interest on 


(i) borrowed money used for the purpose of earning income 
from a business or property (other than borrowed money 
used to acquire property the income from which would be 
exempt or to acquire a life insurance ‘policy), 


(ii) an amount payable for property acquired for the purpose 
of gaining or producing income from the property. or for the 
purpose of gaining or producing income from a business 
(other than property the income from which would be ex- 
empt or property that is an interest in a life insurance policy), 


(i11) an amount paid to the taxpayer under 


(A) an appropriation Act and on terms and conditions ap- 
proved by the Treasury Board for the purpose of advanc- 
ing or sustaining the technological capability of Canadian 
manufacturing or other industry, or 


(B) the Northern Mineral Exploration Assistance Regula- 
tions made under an appropriation Act that provides for 
payments in respect of the Northern Mineral Grants Pro- 
gram, or 


(iv) borrowed money used to acquire an interest in an annuity 
contract in respect of which section 12.2 applies (or would 
apply if the contract had an anniversary day in the year at a 
time when the taxpayer held the interest) except that, where 
annuity payments have begun under the contract in a preced- 
ing taxation year, the amount of interest paid or payable in 
the year shall not be deducted to the extent that it exceeds the 
amount included under section 12.2 in computing the tax- 
payer’s income for the year in respect of the taxpayer’s inter- 
est in the contract, 


bbls Addition [on hold] — 20(1)(e)(v), (iy * 
: , [December 1991] 

Kepseseen: The December 20, 1991 draft legislation (interest deductibility), ), subsec 
1(1), would add subparas. 20(1)(c)(v) and oe ie to dks et oe se 
ments are not expected to be enacted. mee : 


or a reasonable amount in ae ae thereof, whichever is the 
lesser; 


Proposed Amendment — Overturning Ludeo 
decision gece 


Federal budget, Supplementary a Feb. hae _ ei of 
Interest and Other Expenses yt 


Recent court decisions [Ludco Enterprises ‘lds; [2002] GTC. 95 (SCC), aia ae 
art, [2002] 3 C.T.C. 439 (SCC) — ed.] have raised uncertainties as to how taxpayers 
are to treat expenses, in particular interest, in computing income from a business or 
property for purposes of the Income Tax Act. Most notably, these decisions could lead 
to inappropriate tax results where a taxpayer derives a tax loss by deducting interest 
expenses, even if under any objective standard there is no reasonable expectation that 
the taxpayer would earn any income (as ‘opposed to capital gains), or where the pres- 
ence or the prospect of revenue (as opposed to income net of expenses) is enough to 
conclude that an expenditure was incurred “for the purpose of earning income”. > 
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Related Provisions: 3.1(1)— No. deduction without reasonable expectation of 
profit; 9(3) — Capital gains. not included in income from property; 15.1(2)(a), 
15.1(4) — Small business development bonds; 16(1) — Income and capital combined; 
16(6) — Indexed debt obligations — amount deemed paid as interest; 17 — Loan to 
non-resident; 18(1)(e) — No deduction for contingent reserve; 18(1)(g) — Interest on 
income bonds; 18(1)(t)-= No deduction for interest paid on late _payments of income 
tax; 18(1)(v) — No deduction to authorized foreign bank except under 20.2;.18(2) — 
Limitation — interest and property taxes on land; 18(4)-(8) — Thin capitalization — 
limitation on interest deductibility; 18(9)-(9.2) — Prepaid interest; 18(11) — No de- 
duction for interest on money borrowed to make RRSP or certain other contributions; 
20(1)(e) — Expense of borrowing money; 20(1)(f) — Amounts paid in satisfaction of 
the “principal amount”; 20(1.2) — Definitions in 12.2(11) apply; 20(2) — Borrowed 
money; 20(2.1) — Limitation; 20(2.2) — Life insurance policy; 20(3), (3.1) — Bor- 
towed money; 20(14) — Accrued bond interest; 20.1(1) — Borrowed money where 
property is disposed of, 20.3 — Weak currency debt — limitation on interest deduc- 
tion; 21(1)—-(4) — Capitalizing interest; 60(d) — Annual interest accruing in respect of 
estate tax or succession duties; 67.2 — Interest on money borrowed for passenger vehi- 
cle; 80.5 — Deemed interest — employee deduction re funds borrowed to purchase 
auto or ‘aircraft; 110.6(1) — “investment ‘expense’; 118.62 — Credit for interest paid 
on student loans; 127:52(1)(b), (c),'(c.2); (e:1) — Limitation on deduction for mini- 
mum tax purposes; 137(4.1) — Interest deemed paid on certain reductions of capital by 
credit union; 138(5)(b) — Insurers — limitation; 212(1)(b) — Non-resident» withhold- 
ing tax on interest; 218 —-Loan to wholly-owned subsidiary; 261(7)—(10)'\— Funce- 
tional currency reporting. See also at end of s. 20. 


History: Subpara. 20(1)(c)(iv) substituted by 1994, c. 7;,Sch. II (1991, c. 49), subsec. 
15(1), applicable with respect to contracts last acquired after 1989. Subpara. 
20(1)(c)(iv) formerly read: 


(iv) borrowed money used to acquire an interest in an annuity contract to which 
“section 12.2 applies, except that, where annuity payments have commenced 
under the contract in a preceding taxation year, the amount of interest paid or 
payable in the year shall not be deducted to the extent that it exceeds the amount 
included under that section or under paragraph 56(1)(d.1) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, in computing the tax- 
payer’s income for the year with respect to the taxpayer’s interest in the contract, 


Selected Cases [para. 20(1)(c)]: Collins v. R., [2009] 3 C.T.C. 2206 (TCC) 
(Interest not deductible if it is not “payable’’); 722540 Ontario. Inc: v..R., [2003] 3 
C.T.C. 1 (FCA); aff? g [2002] 1 C.T.C. 2872 (TCC). (Series of transactions was for sole 
purpose of creating interest expense; deduction disallowed); Penn: Ventilator Canada 
Ltd., [2002] 2. C.T.C. 2636 (TCC) (Interest deductible where income-earning capacity 
of borrower would have been depleted by making payments from.existing resources); 
Singleton y. R., [2002] 1 C.T.C. 121 (SCC); aff’ g [1999] 3.C.T.C. 446 (FCA) (“Eco- 
nomic reality” approach rejected and taxpayer entitled to change mind as to purpose of 
borrowed funds); Ludmer v. MNR, [2002] 1 C.T.C. 95 (SCC); rev’g [1999] 3 C.T.C. 
601 (FCA) (Test for deductibility is reasonable expectation of income at time invest- 
ment is made. Income is “gross,” not “net” income); Shell Canada Ltd. v. R., [1999] 4 
C.T.C. 313 (SCC); rev’ g Shell Canada Ltd. v. R., [1998] 2 C.T.C. 207 (FCA); rev’ g on 
other grounds [1997].3 C.T.C, 2238 (TCC). (Economic realities cannot change bona 
fide legal relationships); Hudson Bay Mining & Smelting Co. vy. R., [1999] 3.C.T.C. 76 
(FCA) (Issuer of. debentures repurchased had obligation to pay interest to date of 
repurchase); Robitaille v. R., [1997] 3 C.T.C. 3031 (TCC) (Interest on financing of 
personal assets not deductible); Parthenon Investments Ltd. y. R., [1997] 3.C.T.C. 152 
(FCA) (Novation did not create a borrower-lender relationship); Chase Manhattan 
Bank of Canada vy. R., [1997] 2 C.T.C. 3097 (TCC) (Interest on money borrowed to pay 
dividends not deductible); 74712 Alberta v. MNR (formerly Cal-Gas), [1997] 2 C.T.C. 
30 (FCA) (Use of borrowed funds was to honour guarantee, not for use in business); 
Barbican Properties Inc. v. Canada, [1997] 1 C.T.C. 2383 (FCA) (Deferred interest 
held to be contingent and not deductible); Sherway Centre Ltd. v. Canada, [1996] 3 
C.T.C. 2687 (TCC) (“Participating” interest was not “interest”); Hudson Bay Mining 
Smelting Co. v. Canada, [1996] 2 C.T.C. 2245D (TCC) (Payment for accrued interest 
is for an expectancy to receive interest and is not itself interest); Ludco Enterprises Ltd. 
y. Canada, [1996] 3:C.T.C. 74 (FCA) (Previous treatment by Minister not binding); 


S: 20(1)(d) 


Redclay Holdings Ltd. v.Canada, [1996] 2 C.T.C. 2347 (TCC) (Deduction disallowed 
in respect of particular year since obligation to pay was contingent, although eventually 
absolute); Tennant v. MNR, [1996] 1 C.T.C. 290 (SCC) (Deductibility of interest not 
related to value of property acquired, especially replacement property, but to original 
purpose of loan); Canwest Broadcasting Ltd. v.. Canada, [1995] 2 C.T.C. 2780 (TCC) 
(Interest incurred for purpose of gaining access to tax losses of unrelated company not 
deductible); Joy v. Canada, [1995] 1 C.T.C. 2834 (TCC) (Reference to draft legislation 
not permitted as guide to interpretation); Mark Resources Inc. y. Canada, [1993] 2 
C.T.C. 2259 (TCC):(Interest on money borrowed to contribute: capital to foreign affili- 
ate for latter to earn investment income and use foreign: tax losses not deductible; “in- 
come” means gross revenue from use of money; “reasonable amount” of interest need 
not exceed revenue); Morscher (A.A.) v. MNR, [1992] 2 C.T.C. 2534 (TCC) (Interest 
on money used by lawyer to finance work in progress deductible); Grenier v. MNR, 
[1992] 1 C.T.C. 2703 (TCC); aff'd [1998] 3 C.T.C. 243 (FCTD) (Taxpayer allowed to 
deduct interest only on portion of loan used to earn income); Kalef v. MNR, [1992] 1 
C.T.C. 2771 (TCC) (Interest on loan for share purchase deductible only for year of 
purchase); Goulard v. MNR, [1992] 1 C.T.C. 2396 (TCC) (Interest expenses in respect 
of share purchase arose from legal obligation to repay borrowed money for purpose of 
earning income); R. v. Attaie, [1990] 2 C.T.C. 157 (FCA) (Deductibility determined by 
current use of borrowed money, not original use); Holotnak v. R., [1990] 1.C.T.C. 13 
(FCA) (Deduction of interest disallowed when mortgage funds used to purchase 
residence); Malik v. MNR, [1989] 1 C.T.C. 316 (FCTD) (Amounts paid with respect to 
debts when insufficient connection to employment not deductible); Bowater Canadian 
Lid. v. R., [1987] :2'C.T.C. 47 (FCA); leave to appeal to SCC refused (1987), 86 N.R. 
265 (note), (sub nom. Bowater Can. Ltd. v. MNR) (Holding company rendering techni- 
cal and administrative services to subsidiaries disallowed interest deduction when not 
in business of financing); R. v. Bronfman Trust, [1987] 1 C.T.C. 117 (SCC) (Relevancy 
of current use rather than original use of borrowed funds when assessing deductibility 
of interest payments); Emerson v. R., [1986] 1 C.T.C. 422 (FCA); leave to appeal to 
SCC refused [1986] 1 SCR vii, 70 N.R. 160n (June 12, 1986) (Interest disallowed 
where money borrowed to.repay previous loan on shares no longer owned); R: v. Terra 
Mining & Exploration Ltd. (NPL),.{1984] C.T.C. 176 (FCTD) (Accounting method 
used in financial statements must be the same for interest expense claims); Sternthal v. 
R., [1974] C.T.C. 851 (FCTD) (Interest paid on borrowed money subsequently loaned 
interest-free to children not deductible); WNR v.\Mid-West Abrasive Co. of Canada 
Ltd., [1973] C.T.C. 548 (FCTD) (Interest payments on borrowed money not,deductible 
prior to year. in which money used); Trans-Prairie Pipelines Ltd. v. MNR, [1970] 
C.T.C. 537 (Exch.) (Interest and legal expenses deductible on money borrowed to re- 
deem preferred shares); DWS Corp. v. MNR, [1968] C.T.C. 65 (Exch.); aff'd [1969] 
C.T.C. vi (SCC) (Interest on money borrowed. from subsidiary, and. loaned to another 
disallowed when loan not made for purpose of earning income), 


Regulations: 201(1)(b) (information return). 


Interpretation Bulletins: IT-80: Interest on money borrowed to redeem shares or 
pay dividends (archived); IT-104R3: Deductibility of fines. or penalties; IT-121R3: 
Election to capitalize cost of borrowed money (archived); IT-153R3: Land develop- 
ers — subdivision and development costs and carrying charges on land; IT-265R3: 
Payments of income and capital combined (archived); IT-315: Interest expense in- 
curred for the purpose of winding-up or amalgamation (archived); IT-341R4: Expenses 
of issuing shares, units in a trust, interests in a partnership or syndicate and expenses of 
borrowing money; IT-355R2: Interest on loans to buy life insurance policies and annu- 
ity contracts, and interest on policy loans (archived); IT-362R: Patronage dividends; 
IT-421R2: Benefits to individuals, corporations and shareholders from loans or debt; 
IT-445: Deduction of interest on borrowed funds which are loaned at less than a rea- 
sonable rate (archived); IT-488R2: Winding-up of 90%-owned. taxable Canadian cor- 
porations (archived); IT-498: Deductibility of interest on money borrowed to reloan to 
employees or shareholders (archived); IT-533: Interest deductibility and related issues. 


Information Circulars: 88-2, paras. 19, 20: General anti-avoidance rule — section 
245 of the Income Tax Act; 88-2, Supplement, para. 5: General anti-avoidance rule. 


1.T. Technical News: 3 (loss utilization within a corporate group; use of a partner’s 
assets by a partnership; interest-bearing note issued in consideration for the redemption 
or repurchase of shares); 16 (Sherway Centre case; Shell Canada and Canadian Pacific 
cases; Parthenon Investments case); 18 (C.R.B. Logging, Ludco Enterprises, Byram 
and Singleton cases); 34 (income trusts and interest deductibility); 41 (deductibility of 
interest'on money borrowed to acquire common shares). 

Advance Tax Rulings: ATR-4: Exchange of interest rates; ATR-14: Non-arm’s 
length interest charges; ATR-16: Inter-company dividends and interest expense; ATR- 
41: Convertible preferred shares; ATR-43; Utilization of a non-resident-owned invest- 
ment corporation as a holding corporation; ATR-44: Utilization of deductions and cred- 
its within a related corporate group; ATR-59: Financing exploration and development 
through limited partnerships, 

Forms: T! General income tax return, Line 221 and Schedule 4; T2210: Verification 
of policy loan interest by the insurer. 


(d) compound interest — an amount paid in the year pursu- 
ant to a legal obligation to pay interest on an amount that would 
be deductible under paragraph (c) if it were paid in the year or 
payable in respect of the year; 
Related Provisions: 18(11) — Limitation; 20(2.1) — Limitation; 20(2.2) — Life in- 
surance policy; 21(1)-(4) — Cost of borrowed money; 67.2 — Interest on money bor- 
rowed for automobile; 127.52(1)(b), (c), (c.2), (e.1) — Limitation on deduction for 
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minimum tax purposes; 138(5)(b) — Insurers — limitation; 248(1) — “Borrowed 
money”. See also at end of s. 20. 


Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-355R2: Interest on loans to buy life insurance policies and annuity con- 
tracts, and interest on policy loans (archived); IT-362R: Patronage dividends; IT-533: 
Interest deductibility and related issues. 

Advance Tax Rulings: ATR-4: Exchange of interest rates. 


Forms: 12210: Verification of policy loan interest by the insurer. 


(e) expenses re financing — such part of an amount (other 
than an excluded amount) that is not otherwise deductible in 
computing the income of the taxpayer and that is an expense 
incurred in the year or a preceding taxation year 


(i) in the course of an issuance or sale of units of the taxpayer 
where the taxpayer is a unit trust, of interests in a partnership 
or syndicate by the partnership or syndicate, as the case may 
be, or of shares of the capital stock of the taxpayer, 


(ii) in the course of a borrowing of money used by the tax- 
payer for the purpose of earning income from a business or 
property (other than money used by the taxpayer for the pur- 
pose of acquiring property the income from which would be 
exempt), 


(ii.1) in the course of incurring indebtedness that is an 
amount payable for property acquired for the purpose of 
gaining or producing income therefrom or for the purpose of 
gaining or producing income from a business (other than pro- 
perty the income from which would be exempt or property 
that is an interest in a life insurance policy), or 


(11.2) in the course of a rescheduling or restructuring of a debt 
obligation of the taxpayer or an assumption of a debt obliga- 
tion by the taxpayer, where the debt obligation is 


(A) in respect of a borrowing described in subparagraph 
(ii), or 
(B) in respect of an amount payable described in subpara- 
graph (11.1), 
and, in the case of a rescheduling or restructuring, the 
rescheduling or restructuring, as the case may be, provides 
for the modification of the terms or conditions of the debt 
obligation or the conversion or substitution of the debt obli- 
gation to or with a share or another debt obligation, 


(including a commission, fee, or other amount paid or payable 
for or on account of services rendered by a person as a salesper- 
son, agent or dealer in securities in the course of the issuance, 
sale or borrowing) that is the lesser of 


(iii) that proportion of 20% of the expense that the number of 
days in the year is of 365 and 


(iv) the amount, if any, by which the expense exceeds the 
total of all amounts deductible by the taxpayer in respect of 
the expense in computing the taxpayer’s income for a pre- 
ceding taxation year, 


and, for the purposes of this paragraph, 
(iv.1) “excluded amount” means 


(A) an amount paid or payable as or on account of the 
principal amount of a debt obligation or interest in respect 
of a debt obligation, 


(B) an amount that is contingent or dependent on the use 
of, or production from, property, or 


(C) an amount that is computed by reference to revenue, 
profit, cash flow, commodity price or any other similar 
criterion or by reference to dividends paid or payable to 
shareholders of any class of shares of the capital stock of 
a corporation, 


(v) where in a taxation year all debt obligations in respect of 
a borrowing described in subparagraph (ii) or in respect of 
indebtedness described in subparagraph (ii.1) are settled or 
extinguished (otherwise than in a transaction made as part of 
a series of borrowings or other transactions and repayments), 
by the taxpayer for consideration that does not include any 
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unit, interest, share or debt obligation of the taxpayer or any 
person with whom the taxpayer does not deal at arm’s length 
or any partnership or trust of which the taxpayer or any per- 
son with whom the taxpayer does not deal at arm’s length is 
a member or beneficiary, this paragraph shall be read without 
reference to the words “the lesser of’ and to subparagraph 
(iii), and 

(vi) where a partnership has ceased to exist at any particular 
time in a fiscal period of the partnership, 


(A) no amount may be deducted by the partnership under 
this paragraph in computing its income for the period, and 


(B) there may be deducted for a taxation year ending at or 
after that time by any person or partnership that was a 
member of the partnership immediately before that time, 
that proportion of the amount that would, but for this sub- 
paragraph, have been deductible under this paragraph by 
the partnership in the fiscal period ending in the year had 
it continued to exist and had the partnership interest not 
been redeemed, acquired or cancelled, that the fair market 
value of the member’s interest in the partnership immedi- 
ately before that time is of the fair market value of all the 
interests in the partnership immediately before that time; 


Related Provisions: 18(11) — Limitation; 20(1)(e.1) — Deduction for annual fees, 
etc.; 20(1)(e.2) — Premiums on life insurance used as collateral; 20(1)(g) — Deduction 
for share transfer, listing and annual report fees; 20(3) — Use of borrowed money; 
21(1)-(4) — Cost of borrowed money; 53(2)(c)(x) — Deduction from adjusted cost 
base of partnership interest; 87(2)9.6) — Amalgamations — continuing corporation; 
110.6(1) — “investment expense”; 127.52(1)(b), (c), (c.2), (e.1) — Limitation on de- 
duction for minimum tax purposes; 142.7(8)(c) — Application to debt transferred to 
foreign bank branch by Canadian affiliate; 143.3(3) — Whether stock value deductible; 
248(1) — “Borrowed money”; 248(10) — Series of transactions; 261(7)—(10) — Func- 
tional currency reporting; Canada-U.S. Tax Treaty:Art. XXII:4 — No withholding tax 
on guarantee fee. See also at end of s. 20. 


History: The opening words of para. 20(1)(e) and the portion of para. 20(1)(e) be- 
tween subparas. (ii.2) and (iii) amended, and subpara. (iv.1) added, by 2001, c. 17, 
subsecs. 13(2) to (4), applicable to expenses incurred by'a taxpayer after November 
1999, other than expenses incurred pursuant to a written agreement made by the tax- 
payer before December 1999. The amended portions formerly read: 


(e) such part of an amount that is not otherwise deductible in computing the 
income of the taxpayer and that is an expense incurred in the year or a preceding 
taxation year 


(including a commission, fee or other amount paid or payable for or on account 
of services rendered by a person as a salesperson, agent or dealer in securities in 
the course of the issuance, sale or borrowing, but not including any amount that 
is paid or payable as or on account of the principal amount of the indebtedness or 
as or on account of interest) that is the lesser of 


The portion of para. 20(1)(e) between subparas. (ii.2) and (iii) amended by 1998, c. 19, 
subsec. 81(1), applicable to expenses incurred after 1987. That portion formerly read: 


(including a commission, fee or other amount paid or payable for or on account 
of services rendered by a person as a salesperson, agent or dealer in securities in 
the course of the issuance, sale or borrowing, but not including any amount that 
is a payment described in paragraph 18(9.1)(c) or (d) nor any amount paid or 
payable as or on account of the principal amount of the indebtedness or as or on 
account of interest) that is the lesser of 


That portion of para. 20(1)(e) between subparas. (ii) and (iii) (subparas. (ii.1) and (ii.2) 
being added) substituted by 1994, c. 21, subsec. 12(1), applicable to expenses incurred 
after 1987. That portion of the para. formerly read: 


(including a commission, fee or other amount paid or payable for or on account 
of services rendered by a person as a salesman, agent or dealer in securities in 
the course of the issuance, sale or borrowing, but not including any amount paid 
or payable as or on account of the principal amount of the indebtedness or as or 
on account of interest) that is the lesser of, 


Subpara. 20(1)(e)(v) substituted by 1994, c. 21, subsec. 12(2), applicable to expenses 
incurred after 1987. That subpara. formerly read: 


(v) where in a taxation year all debt obligations in respect of a borrowing are 
settled or extinguished (otherwise than in a transaction made as part of a series of 
borrowings or other transactions and repayments) by the taxpayer for considera- 
tion that does not include any unit, interest, share or debt obligation of the tax- 
payer or any person with whom the taxpayer does not deal at arm’s length or any 
partnership or trust of which the taxpayer or any person with whom the taxpayer 
does not deal at arm’s length is a member or beneficiary, this paragraph shall be 
read without reference to the words “the lesser of’ and to subparagraph (iii), and 
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Selected Cases [para. 20(1)(e)]: BJ Services Co. v. R., [2004] 2 C.T.C. 2169 
(TCC) (Shareholder communications and expenses of statutory compliance deductible 
as current expenses); Besse v. MNR, [1999] 3 C.T.C. 52 (FCA) (Expenses of syndicate 
were expenses of its members); Harrowston Corp. v. Canada, [1997] 1 C.T.C. 101 
(FCA) (Liability to pay tax did-not result in deductible bad debt); Sherway Centre Ltd. 
v. Canada, [1996] 3 C.T.C. 2687 (TCC) (“Participating” interest was not “interest’’); 
228262 Alberta Ltd. v. MNR, [1996] 1 C.T.C. 2416 (TCC) (Price rectification was eli- 
gible capital -expenditure, not current expense or cost of borrowing); R. v. Royal Trust 
Corp. of Canada, [1983] C.T.C. 159 (FCA) (Commission payable to broker in the 
course of public ‘issue was eligible capital expenditure); MNR‘\v. Yonge-Eglinton 
Building Ltd., {1974] C.T.C. 209 (FCA) (Payments incidental to. borrowing of money 
under financing agreement for construction of building deductible); Riviera Hotel Co. 
Ltd. v. MNR, (1972] C.T.C. 157 (FCTD) (Bonus to discharge loan: not deductible); 
Trans-Prairie Pipelines Ltd..v. MNR, [1970]. C.T.C. 537 (Exch,). (Interest and legal 
expenses deductible on money borrowed to redeem preferred shares). 
Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-121R3: Election 
to capitalize cost of borrowed money (archived); IT-341R4: Expenses of issuing 
shares, units in a trust, interests in a partnership or syndicate and expenses of borrow- 
ing money; IT-533: Interest deductibility and related issues. 


I.T. Technical News: 16 (Sherway Centre case). 


Advance Tax Rulings: ATR-49: Long-term foreign debt; ATR-59: Ae explo- 
ration and development through limited partnerships. 


(e.1) annual fees, etc. [re borrowings] — an amount paya- 
ble by the taxpayer (other than a payment that is contingent or 
dependent on the use of, or production from, property or is com- 
puted by reference to revenue, profit, cash flow, commodity 
price or any other similar criterion or by reference to dividends 
paid or payable to shareholders of any class of shares of the cap- 
ital stock of a corporation) as a standby charge, guarantee fee, 
registrar fee, transfer agent fee, filing fee, service fee or any sim- 
ilar fee, that can reasonably be considered to relate solely to the 
year and that is incurred by the taxpayer 


(i) for the purpose of borrowing money to be used by the 
taxpayer for the purpose of earning income from a business 
or property (other than borrowed money used by the taxpayer 
for the purpose of acquiring property the income from which 
would be exempt income), 


(ii) in the course of incurring indebtedness that is an amount 
payable for property acquired for the purpose of gaining or 
producing income therefrom or for the purpose of gaining or 
producing income from a business (other than property the 
income from which would be exempt or property that is an 
interest in a life insurance policy), or 


(iii) for the purpose of rescheduling or restructuring a debt 
obligation of the taxpayer or an assumption of a debt obliga- 
tion by the taxpayer, where the debt obligation is 


(A) in respect.of a borrowing described in subparagraph 
(i), or 
(B) in.respect of an amount payable described in subpara- 
graph (ii), 
and, in the case of a rescheduling or restructuring, the reschedul- 
ing or restructuring, as the case may be, provides for the modifi- 
cation of the terms or conditions of the debt obligation or the 
conversion or substitution of the debt obligation to or with a 
share or another debt obligation. 


Related Provisions: 18(11) — Limitation; 20(3) — Use of borrowed money; 21 — 
Cost of borrowed money; 87(2)(j.6)— Amalgamations — continuing corporation; 
110.6(1) — “investment expense”; 127.52(1)(b), (c), (¢.2), (e.1)— Limitation on de- 
duction for minimum tax purposes; 248(1) — “Borrowed money”; Canada-U.S. Tax 
Treaty:Art. XXII:4 — No withholding tax on guarantee fee. See also at end of s. 20. 


History: Para. 20(1)(e.1) substituted by 1994, c. 21, subsec. 12(3), applicable to ex- 
penses incurred after 1987. That para. formerly read: 


(e.1) an amount payable by. the taxpayer (other than a payment that is contingent 
or dependent upon the use or production from property or is computed by refer- 
ence to revenue, profit, cash flow, commodity price or any other similar criterion 
or by reference to dividends paid or payable to shareholders of any class of 
shares of the capital stock of a corporation) as a standby charge, guarantee fee, 
registrar fee, transfer agent fee, filing fee, service fee or any similar fee, that may 
reasonably be considered to relate solely to the year and that relates ‘to money 
borrowed by the taxpayer and used by the taxpayer for the purpose of earning 
income from a business or property (other than money used by the taxpayer for 
the purpose of acquiring property the income from which would be exempt); 


S. 200) (HGi) 


Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-341R4: Expenses of issuing shares, units in a trust, interests in a partner- 
ship or syndicate and expenses of borrowing money. 


Advance Tax Rulings: ATR-49: Long-term foreign debt. 


(e.2) premiums on life insurance used as collateral — 
such portion of the lesser of 


(i) the premiums payable by the taxpayer under a life insur- 
ance policy (other than an annuity contract) in respect of the 
year, where 


(A) an interest in the policy is assigned to a restricted fi- 
nancial institution in the course of a borrowing from the 
institution, 


(B) the interest payable in respect of the borrowing is or 
would, but for subsections 18(2) and (3.1) and sections 21 
and 28, be deductible in computing the taxpayer’s income 
for the year, and 


(C) the assignment referred to in clause (A) is required by 
the institution as collateral for the borrowing 


and 


(11) the net cost of pure insurance in respect of the year, as 
determined in accordance with the regulations; in respect of 
the interest in the policy referred to in clause (i)(A), 


as can reasonably be considered to relate to the amount owing 
from time to time during the year by the taxpayer to the institu- 
tion under the borrowing; 
Related Provisions: 127.52(1)(b), (c), (c.2), (e.1) — Limitation on deduction for 
minimum tax purposes. | 
History: Para. 20(1)(e.2) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 15(2), 
applicable with respect to premiums payable after 1989. 
Selected Cases [para. 20(1)(e.2)]: Quantz v. R., [2003] 1 C.T.C. 2714 (TCC) 
(Policy had not been assigned to specified financial institution). 
Regulations: 308 (net cost of pure insurance). 
Interpretation Bulletins: IT-309R2: Premiums on life insurance used as collateral; 
IT-341R4: Expenses of issuing shares, units in a trust, interests in a partnership or syn- 
dicate and expenses of borrowing money. 
(f) discount on certain obligations — an amount paid in 
the year in satisfaction of the principal amount of any bond, de- 
benture, bill, note, mortgage, hypothecary claim or similar obli- 
gation issued by the taxpayer after June 18, 1971 on which inter- 
est was stipulated to be payable, to the extent that the amount so 
paid does not exceed, 


(i) in any case where the obligation was issued for an amount 
not less than 97% of its principal amount, and the yield from 
the obligation, expressed in terms of an annual rate on the 
amount for which the obligation was issued (which annual 
rate shall, if the terms of the obligation or any agreement re- 
lating thereto conferred on its holder a right to demand pay- 
ment of the principal amount of the obligation or the amount 
outstanding as or on account of its principal amount, as the 
case may be, before the maturity of the obligation, be calcu- 
lated on the basis of the yield that produces the highest an- 
nual rate obtainable either on the maturity of the obligation 
or conditional on the exercise of any such right) does not ex- 
ceed 4/3 of the interest stipulated to be payable on the obliga- 
tion, expressed in terms of an annual rate on 


(A) the principal amount of the obligation, if no amount is 
payable on account of the principal amount before the 
maturity of the obligation, or 


(B) the amount outstanding from time to time as or on 
account of the principal amount of the obligation, in any 
other case, 


the amount by which the lesser of the principal amount of the 
obligation and all amounts paid in the year or in any preced- 
ing year in satisfaction of its principal amount exceeds the 
amount for which the obligation was issued, and 


(ii) in any other case, 1/2 of the lesser of the amount so paid 
and the amount by which the lesser of the principal amount 
of the obligation and all amounts paid in the year or in any 
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preceding taxation year in satisfaction of its principal amount 

exceeds the amount for which the obligation was issued; 
Related Provisions: 18(1)(f) — Payments on discounted bonds; 18(11) — Limita- 
tion; 110.6(1) — “Investment expense”; 127.52(1)(b), (c), (c.2), (e.1) — Limitation on 
deduction for minimum tax purposes; 142.7(8)(c) — Application to debt transferred to 
foreign bank branch by Canadian affiliate; 261(7)-(10) — Functional currency report- 
ing. See also at end of s. 20. 
History: The opening words of para. 20(1)(£) amended to add “hypothecary claim” by 
2001, c. 17, subsec. 203(1), in force June 14, 2001. 
Subpara. 20(1)(f)(ii) amended by replacing the reference to the fraction “3/4” with a 
reference to the fraction “1/2” by 2001, c. 17, subsec. 13(5), applicable in respect of 
amounts that become payable after February 27, 2000. except that, for amounts that 
became payable after February 27, 2000 and before October 18, 2000, the reference to 
the fraction “1/2” shall be read as a reference to the fraction “2/3”. 


Selected Cases [para. 20(1)(f)]: Jmperial Oil Ltd. v. R., [2007] 1 C.T.C. 41 (SCC), 
rev’ g [2005] 1 C.T.C. 65 (FCA); rev’ g [2004] 2 C.T.C. 3030 (TCC) (Provision limited 
to original issue discounts; does not include foreign exchange considerations); Inco 
Ltd. v. R., [2007] 1 C.T.C. 41 (SCC); rev’ g [2005] 1°C.T.C. 369 (FCA); rev’g [2005] 1 
C.T.C, 2096 (TCC) (See Imperial Oil); 92735 Canada Ltd. y. R., [1999] 2 C.T.C. 2661 
(TCC) (Debt becomes doubtful when collection doubtful on objective basis). 


Interpretation Bulletins: IT-341R4: Expenses of issuing shares, units in a trust, 
interests in a partnership or syndicate and expenses of borrowing money; IT-533: Inter- 
est deductibility and related issues. 


.T. Technical News: 25 (foreign exchange losses); 41 (exchangeable debentures 
[but policy reversed at 2009 CTF conference]). 
(g) share transfer and other fees — where the taxpayer is a 
corporation, 


(i) an amount payable in the year as a fee for services ren- 
dered by a person as a registrar of or agent for the transfer of 
shares of the capital stock of the taxpayer or as an agent for 
the remittance to shareholders of the taxpayer of dividends 
declared by it, 


(ii) an amount payable in the year as a fee to a stock ex- 
change for the listing of shares of the capital stock of the 
taxpayer, and 


(iii) an expense incurred in the year in the course of printing 
and issuing a financial report to shareholders of the taxpayer 
or to any other person entitled by law to receive the report; 
Related Provisions: See at end of s. 20. 
Selected Cases [para. 20(1)(g)]: Boulangerie St-Augustine Inc. v. Canada, [1995] 


2 C.T.C. 2149 (TCC) (Cost of shareholder communications on take-over bid 
deductible). 


(h), (i) [Repealed under former Act] 


(j) repayment of loan by shareholder — such part of any 
loan or indebtedness repaid by the taxpayer in the year as was by 
virtue of subsection 15(2) included in computing the taxpayer’s 
income for a preceding taxation year (except to the extent that 
the amount of the loan or indebtedness was deductible from the 
taxpayer’s income for the purpose of computing the taxpayer’s 
taxable income for that preceding taxation year), if it is estab- 
lished by subsequent events or otherwise that the repayment was 
not made as part of a series. of loans or other transactions and 
repayments; 

Related Provisions: 20(3) — Use of borrowed money; 110.6(1) — “investment ex- 


pense”; 227(6.1) — Repayment of loan by shareholder when shareholder, is non-resi- 
dent; 248(10) — Series of transactions. See also at end of:s. 20. 


Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 
|.T. Technical News: 3 (paragraphs 15(2)(b) and 20(1)(j)). 
CRA Audit Manual: 24.12.3: Repayment of loan by shareholder. 
(k) [Repealed under former Act] 


(1) doubtful or impaired debts — a reserve determined as 
the total of 


(i) a reasonable amount in respect of doubtful debts (other 
than a debt to which subparagraph (ii) applies) that have been 
included in computing the taxpayer’s income for the year or 
a preceding taxation year, and 


(ii) where the taxpayer is a financial institution (as defined in 
subsection 142.2(1)) in the year or a taxpayer whose ordinary 
business includes the lending of money, an amount in respect 


Income Tax Act, Part I, Division B 


of properties (other than mark-to-market properties, as de- 
fined in that subsection) that are 


(A) impaired loans or lending assets that are specified 
debt obligations (as defined in that subsection) of the tax- 
payer, or 

(B) impaired loans or lending assets that were made or 
acquired by the taxpayer in the ordinary course of the tax- 
payer’s business of insurance or the lending of money 


equal to the total of 


(C) the percentage (not exceeding 100%) that the tax- 
payer claims of the prescribed reserve amount for the tax- 
payer for the year, and 


(D) in respect of loans, lending assets or specified debt 
obligations that are impaired and for which an amount is 
not deductible for the year because of clause (C) (each of 
which in this clause is referred to as a “loan’”’), the tax- 
payer’s specified percentage for the year of the lesser of 


(J) the total of all amounts each of which is a reasona- 
ble amount as a reserve (other than any portion of 
which is in respect of a sectoral reserve) for a loan in 
respect of the amortized cost of the loan to the tax- 
payer at the end of the year, and 


(II) the amount determined by the formula 


0.9M —N 
where 


M is the amount that is the taxpayer’s reserve or al- 
lowance for impairment (other than any portion of 
the amount that is in respect of.a sectoral reserve) 
for all loans that is determined for the year in ac- 
cordance with generally accepted accounting prin- 
ciples, and 


N is the total of all amounts each of which is the 
specified reserve adjustment for a loan (other than 
an income bond, an income debenture, a small bus- 
iness bond or small business development bond) 
for the year or a preceding taxation year; 


Related Provisions: 12(1)(d)— Income inclusion in following year, 12(4.1) — 
Regular interest income rules do not apply where 20(1)(1)(ii) applies; 16(7) — Indexed 
debt obligation rules do not apply where 20(1)(I)(ii) applies; 18(1)(s) — Limitation on 
deduction by insurer or money’ lender; 20(1)(p) — Bad debt deduction; 20(2.3) — 
Sectoral reserve; 20(2.4) — Specified percentage; 20(27) — Non-arm’s length acquisi- 
tion of loan or lending asset; 20(30) — Specified reserve adjustment; 22(1) — Sale of 
accounts receivable; 79.1(8) — Creditor cannot deduct amount for bad or impaired 
debt where property seized; 87(2)(g)— Amalgamations — reserves; 87(2)(h) — 
Amalgamations — debts; 87(2.2) — Amalgamation of insurers; 88(1)(g) — Windup of 
subsidiary insurer; 111(5.3) — Doubtful debts and bad debts; 138(5)(a) — Deductions 
not allowed; 138(11.31)(b) — Change in use rule for insurance properties does not ap- 
ply for purposes of 20(1)(1); 142.3(1)(c) — Amount deductible in respect of specified 
debt obligation; 142.3(4) — Specified debt obligation rules do not apply where 
20(1)(1)(ii) applies; 142.5(8.2)(a) — Rules on certain deemed dispositions of debt obli- 
gation; 142.7(7) — Application to foreign bank branch on transfer of business from 
affiliate; 149(10)(a.1) — Exempt corporations; 257 — Formula cannot calculate to less 
than zero; 261(7)(e) — Functional currency reporting; Reg. 2405(3)“gross Canadian 
life investment income”(d), (i) — Inclusion in life insurer’s income for following year. 
See also at end of s. 20. 


History: Para. 20(1)(1) amended by 1998, c. 19, subsec. 81(4), applicable 
(a) to taxation years that end after September 1997; and 
(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer elects in writing to have the amendment apply to the year and 
files the election with the Minister of National Revenue before October 1998. 
The para. formerly read: 
(1) reserve for doubtful debts — a reserve determined as the total of 
(i).a reasonable amount in respect of doubtful debts that have been included 
in computing the income of the taxpayer for that year or a preceding year, 
and 
(ii) where the taxpayer isa financial institution (as defined in subsection 
142.2(1)) in the year or a taxpayer whose ordinary business includes the 
lending of money, an amount in respect of properties (other than mark-to- 


market properties, as defined in that subsection) that are doubtful loans or 
lending assets that were made or acquired by the taxpayer in the ordinary 


134 


Subdivision b — Income or Loss from a Business or Property 


course of the taxpayer’s business of insurance or the lending of money or 
that were specified debt obligations (as defined in that subsection) of the ; 
taxpayer, equal to the total of 


(A) the prescribed reserve amount for the taxpayer for the year, and 


(B) in respect of doubtful loans or lending assets for which an amount 
was not deducted for the year by reason of clause (A) (in this clause 
referred to as the “loans”), the lesser of 


(1) a reasonable amount as a reserve for the loans in respect, of the 
amortized cost of the loans to the faxpayes at the end of the year, 
and : 


(I) the ruc obtained when the total of 


1. that part, of the reserve for the loans reported in the financial, 

" statements of the taxpayer for the year that is in respect of the 
amortized cost to the taxpayer at the end of the year of the 
loans, and 


2. the total of all amounts included under subsection 12(3) or 
paragraph 142.3(1)(a) in computing the taxpayer’s income for 
the year or a preceding taxation year to the extent that those 
amounts reduced the part of the reserve referred to in sub-sub- 
clause | 


is multiplied by one minus the prescribed recovery rate, 
or such lesser amount as the taxpayer may claim where the lesser amount is 


the total of a percentage of the amount determined under clause (A) and the 
same percentage of the amount determined under, clause (B); 


The opening words of subpara. 20(1)(1)(i) and sub-subcl. 20(1)(1)Gi)(B)GD2 amended 
by 1998, c. 19; subsec. 81(2) and (3), applicable to taxation years that end aiber Febru- 
ary 22, 1994. The opening words:.and sub-subcl. formerly. read: 
(ii) an amount in respect of doubtful loans or lending assets of a taxpayer who 
was an insurer or whose ordinary business ‘included the lending of money, made 
or acquired by the taxpayer in the ordinary course of the taxpayer’s business of 
insurance or the lending of money, equal to the total of 


2. the total of all amounts included in computing the taxpayer’s income under 
subsection 12(3) for the year or a preceding taxation year to the extent that those 
amounts reduced the part of the reserve referred to in sub-subclause 1 


Selected Cases [para. 20(1)(I)]: Martin v. R., [2007] 5 C.T.C. 2473 (TCC) (Ordi- 
nary course of business was not the lending of money); Stokesly Ltd. v. MNR, [1996] 3 
C.T.C. 2928 (TCC) (Change in structure of business did not alter character of business 
or character of inventory); Monaghan v. Canada, [1996] 2 C.T.C. 2169 (TCC) (Signifi- 
cant events occurring well after year-end do not affect determination of bad debt); 
Rostland Corp. v. Canada, {1995] 2 C.T.C..2276 (TCC) (Interest income in heavily 
leveraged real estate venture was income from an’ active ‘business and not FAP); 
Remington. v. Canada, [1995] 1 C.T.C. 9 (FCA) (Reserve allowed where conduct of 
taxpayer was adventure in nature of trade); Gibraltar Mines Ltd. v. R., [1983] C.T.C. 
261 (FCA) (Agreement that taxpayer would mine adjacent property; costs transferred 
to adjacent owner attributed to trading debts; reserve permitted). 


Regulations: 8000(a) (prescribed reserve amount). 
I.T.. Application Rules: 23(5)“investment interest”. 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-188R: Sale of accounts 
receivable; IT-291R3: Transfer of property to a corporation under subsection 85(1); IT- 
302R3: Losses of a corporation — the effect that acquisitions of control, amalgama- 
tions, and windings-up have on their deductibility — after January 15, 1987; IT-442R: 
Bad debts and reserve for doubtful debts; IT-505: Mortgage foreclosures and condi- 
tional sales repossessions (archived). 


CRA Audit Manual: 12.15.9: Revising capital’ cost allowance and other permissive 
deductions. 


Advance Tax Rulings: ATR-6: Vendor reacquires business assets following default 
by purchaser. 


(1.1) reserve for guarantees, etc. — a reserve in respect of 
credit risks under guarantees, indemnities, letters of credit or 
other credit facilities, bankers’ acceptances, interest rate or cur- 
rency swaps, foreign exchange or other future or option con- 
tracts, interest rate protection agreements, risk participations and 
other similar instruments or commitments issued, made or as- 
sumed by a taxpayer who was an insurer or whose ordinary bus- 
iness included the lending of money in favour of persons with 
whom the taxpayer deals at arm’s length in the ordinary. course 
of the taxpayer’s business of insurance or the lending of money, 
equal to the lesser of 


(i) a reasonable amount.as:a reserve for credit risk losses of 
the taxpayer expected to arise after the end of the year under 
or in respect of such instruments or commitments, and 


S. 20(1)(m)(iv) 


(ii) 90% of the reserve for credit risk losses of the taxpayer 
expected to arise after the end of the year under’or in respect 
of those instruments or commitments determined for the year 
in accordance with generally accepted accounting principles, 


or such lesser amount as the taxpayer may claim; 


Related Provisions: 12(1)(d.1) — Income inclusion in following year; 20(27) — 
Non-arm’s length acquisition of joan or lending assets; 87(2)(g)—— Amalgamations — 
reserves; -87(2)(h) — Amalgamation — debts}, 87(2:2)— Amalgamation of insurers; 
88(1)(g) —'Windup. of subsidiary insurer; 142.7(7)— Application to foreign bank 
branch on transfer of business from affiliate; 149(10)(a.1) — Exempt peg ionbaviiti 
261(7)(€) — Functional currency reporting. See also at end of s: 20. 


History: Subpara. 20( 1)(.1)Gi) amended by 1998, c. 19, subsec. 81(5), applicable 
(a) to taxation years that end after September 1997; and 
(b) to’ a taxpayer’s taxation years that’ end after 1995 and before’ October 1997 
where’the taxpayer elects in writing to have the amendment to para. 20(1)(1) (made 
by 1998, c. 19, subsec. 81(4)) apply to the year and ‘files the election with the 
Minister of National Revenue before October'1998. 

The subpara. formerly read: . 
(ii) the product obtained when the reserve for credit risk losses of the taxpayer 
expected to arise after the end of the year under or in respect of such instruments 


or commitments reported in the financial statements of the taxpayer for the year 
is tard by one minus the prescribed peeeety rate, 


of Aaaiton — Reserve on premium received | 
: yon {pebne: pone issue | 


1am writing in response to your ie ok ‘Oe be 1, 2001 concerning at income 
treatment of a eee received Se a ae ae the eee of a bond i issue 


We are sympathetic to your request. Consequently it will be ye aenddt to the Min. 
ister of Finance that an amendment be introduced to the Act that will have the effect of 
matching the premium income and the enhanced interest expense that gives rise to the 
premium. Our recommendation regarding the timing of the effective date will likely 
depend on the exact nature of our recommendation, however, we would, at a minimum, 
nd that ~~ ie ee to eek e have ihe Festa ie to ae is- 


While I can, as you on offer no assurance that her ihe Minister or Parliament will 
i Il have no Teason — to believe that this would be 


_ Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 


(m) reserve in respect of certain [future] goods and 
services — subject to subsection (6), where amounts described 
in paragraph 12(1)(a) have been included in computing the tax- 
payer’s income from a business for the year or a previous year, a 
reasonable amount as a reserve in respect of 


(1) goods that it is reasonably anticipated will have to be de- 
livered after the end of the year, 


(ii) services that it is reasonably anticipated will have to be 
rendered after the end of the year, 


(iii) periods for which rent or other amounts for the posses- 
sion or use of land or chattels have been paid in advance, or 
Proposed. Amendment — 20(1 )(m) (iii). 

/ slati ae = biwalisn) oh 


0): iy under 124). 


(iv) repayments under arrangements or Ei he eens of the 
class described in subparagraph 12(1)(a)(ii) that it is reasona- 
bly anticipated will have to be made after the end of the year 
onthe return or resale to the emda of articles other than 
bottles; 
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Related Provisions: 12(1)(e)(i)—Income inclusion in following year; 
20(1)(m.2) — Deduction for amounts repaid; 20(6) — Reserve for food, drink or trans- 
portation; 20(7) — Where 20(1)(m) does not apply; 20(24) — Amounts paid for under- 
taking future obligations; 32(1) — Insurance agents and brokers; 34 — Professional 
business; 87(2)(g) — Amalgamations — reserves; 142.7(7) — Application to foreign 

bank branch on transfer of business from affiliate; 149(10)(a.1) — Exempt corpora- 
tions; 261(7)(e) — Functional currency reporting. See also at end of s. 20. 


Selected Cases [para. 20(1)(m)]: Redhead Equipment Ltd. v. R., [2001] 3 C.T.C. 
2104 (TCC) (Distinction between manufacturer’s warranty and distributor’s require- 
ment to perform inspections); Sussex Square Apartments Ltd. v. R., [1999] 2 C.T.C. 
2143 (TCC) (Reserve allowed on prepaid rent where lease assigned for less than full 
term); Westcoast Petroleum Ltd. v. Canada, [1989] 1 C.T.C. 363 (FCTD) (Reserve 
cannot be claimed when no services are to be rendered); J.W. Baker Agency (1976) Ltd. 
vy. Canada, [1989] 1 C.T.C. 246 (FCA) (Portion of insurance commissions deductible 
when commissions earned over life of policies); Sears Canada Inc. v. Canada, [1989] 
1 C.T.C. 127 (FCA); leave to appeal to SCC refused (1989), 100 N.R. 160 (note), (sub 
nom. Sears Can. Inc. v. MNR) (Maintenance agreement for appliances constituted in- 
demnity; reserves disallowed); Burrard Yarrows Corp. v. R., [1988] 2 C.T.C. 90 (FCA) 
(Reserve on progress payments permitted only on amounts earned in the year); Dixie 
Lee (Maritimes) Ltd. v. R., [1988] 1 C.T.C. 193 (FCTD) (Amount received pursuant to 
franchise agreement regarded as income when receivable). 


Interpretation Bulletins: IT-92R2: Income of contractors; IT-154R: Special 
reserves; IT-165R: Returnable containers (archived); IT-215R: Reserves, contingent 
accounts (archived); IT-261R: Prepayment of rents; IT-321R: Insurance agents and 
brokers — unearned commissions (archived); IT-531: Eligible funeral arrangements. 


1.T. Technical News: 18 (Oerlikon Aérospatiale case); 30 (prepaid income — 
whether 9(1) or 12(1)(a) applies); 32 (reserve for prepaid amount: impact of the Ellis 
Vision case). 


CRA Audit Manual: 27.25.0: Income of professionals and fiscal period issues. 
Forms: T2 SCH 13: Continuity of reserves. 


(m.1) manufacturer’s warranty reserve —where an 
amount described in paragraph 12(1)(a) has been included in 
computing the taxpayer’s income from a business for the year or 
a preceding taxation year, a reasonable amount as a reserve in 
respect of goods or services that it is reasonably anticipated will 
have to be delivered or rendered after the end of the year pursu- 
ant to an agreement for an extended warranty 


(1) entered into by the taxpayer with a person with whom the 
taxpayer was dealing at arm’s length, and 


(ii) under which the only obligation of the taxpayer is to pro- 
vide such goods or services with respect to property manu- 
factured by the taxpayer or by a corporation related to the 
taxpayer, 


not exceeding that portion of the amount paid or payable by the 
taxpayer to an insurer that carries on an insurance business in 
Canada to insure the taxpayer’s liability under the agreement in 
respect of an outlay or expense made or incurred after December 
11, 1979 and in respect of the period after the end of the year; 


Related Provisions: 12(1)(e)(i) — Income inclusion in following year; 20(24) — 
Amounts paid for undertaking future obligations; 87(2)(g), (j) — Amalgamations — 
reserves; 149(10)(a.1) — Exempt corporations; 261(7)(e) — Functional currency re- 
porting. See also at end of s. 20. 


Interpretation Bulletins: IT-154R: Special reserves. 


(m.2) repayment of amount previously included in in- 
come — a repayment in the year by the taxpayer of an amount 
required by paragraph 12(1)(a) to be included in computing the 
taxpayer’s income from a business for the year or a preceding 
taxation year; 


Related Provisions: 20(1)(m) — 
end of s. 20. 


Reserve; 87(2)(j) — Amalgamations. See also at 


Interpretation Bulletins: IT-154R: Special reserves. 


(n) reserve for unpaid amounts — where an amount in- 
cluded in computing the taxpayer’s income from the business 
for the year or for a preceding taxation year in respect of pro- 
perty sold in the course of the business is payable to the taxpayer 
after the end of the year and, except where the property is real 
property, all or part of the amount was, at the time of the sale, 
not due until at least 2 years after that time, a reasonable amount 
as a reserve in respect of such part of the amount as can reasona- 
bly be regarded as a portion of the profit from the sale; 
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Proposed Amendment — 20(1)(n) 
Application: The July 16, 2010 draft legislation (Part 2—bijuralism), subsec. 
183(2), will amend para. 20(1)(n) by substituting “if an amount” for “where an 
amount” and “real or immovable property” for “real shiitake to come into force on 
Royal Assent. _ by bs cess 
Technical Notes (July 2010): See rinees 1204). a : 


Related Provisions: 12(1)(e)(ii) — Income inclusion in following year; 20(8) — No 
deduction in certain circumstances; 66.2(2) — Deduction for cumulative Canadian de- 
velopment expenses; 66.4(2) — Deduction for cumulative Canadian oil and gas pro- 
perty expenses; 72(1)(a) — No reserve for year of death; 79.1(4), (6)(c) — Deemed 
amount where property repossessed by creditor; 87(2)(g), (i), (11) — Amalgamations — 
reserves; 88(1)(d)(i)(C) — Winding-up; 142.7(7)— Application to foreign bank 
branch on transfer of business from affiliate; 149(10)(a.1) — Exempt corporations; 
261(7)(e) — Functional currency reporting. See also at end of s. 20. 
History: Para. 20(1)(n) amended by 1995, c. 21, subsec. 6(1), applicable to taxation 
years that end after February 21, 1994. Para. (n) formerly read: 
(n) reserve for amount not due until later year — where an amount has been 
included in computing the taxpayer’s income from the business for the year or 
for a previous year in respect of property sold in the course of the business and 
that amount or a part thereof is not due, 


(i) where the property sold is property other than land, until a day that is 
(A) more than 2 years after the day on which the property was sold, and 
(B) after the end of the taxation year, or 
(ii) where the property sold is land, until a day that is after the end of the 
taxation year, 
a reasonable amount as a reserve in respect of such part of the amount so in- 


cluded in computing the income as may reasonably be regarded.as a portion of 
the profit from the sale; 


Selected Cases [para. 20(1)(n)]: Odyssey Industries Inc. v. Canada, [1996] 2 
C.T.C. 2401 (TCC) (Recaptured CCA is not profit from sale of assets; no reserve appli- 
cable where proceeds of disposition paid over time); R. v. Ennisclare Corp., [1984] 
C.T.C. 286 (FCA) (“Reasonable” amount as a reserve is determined in every case); 
Korvette Realties Ltd. y. R., [1976] C.T.C. 780 (FCTD) (Sum paid as commission for 
services to be rendered not subject to reserve); R. v. Esskay Farms Ltd., [1976] C.T.C. 
24 (FCTD) (Trust company receiving proceeds of sale for its own benefit; reserve for 
amount not receivable permitted. Trust company not acting as agent; tax deferral 
permitted); MNR v. Colford (John) Contracting Co. Ltd., [1962] C.T.C. 546 (SCC) 
(Construction holdbacks deductible until architect’s or engineer’s final certificate 
issued). 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-123R6: Transactions in- 
volving eligible capital property; IT-152R3: Special reserves — sale of land; IT-154R: 
Special reserves; IT-442R: Bad debts and reserves for doubtful debts; IT-505: Mort- 
gage foreclosures and conditional sales repossessions (archived). 


Information Circulars: 88-2, para. 24: General anti-avoidance rule — section a of 
the Income Tax Act. 


Forms: T2 SCH 13: Continuity of reserves; T2069: Election in respect of amounts not 
deductible as reserves for the year of death. 


(o) reserve for quadrennial survey — such amount as may 
be prescribed as a reserve for expenses to be incurred by the 
taxpayer by reason of quadrennial or other special surveys re- 
quired under the Canada Shipping Act, or the regulations under 
that Act, or under the rules of any society or association for the 
classification and registry of shipping approved by the Minister 
of Transport for the purposes of the Canada Shipping Act; 
Related Provisions: 12(1)(h) — Inclusion into income — previous reserve for quad- 
rennial survey; 87(2)(g) — Amalgamations — reserves; 149(10)(a.1) — Exempt cor- 
porations; 261(7)(e) — Functional currency reporting. See also at end of s. 20. 


Regulations: 3600 (prescribed amount). 
(p) bad debts — the total of 


(i) all debts owing to the taxpayer that are established by the 
taxpayer to have become bad debts in the year and that have 
been included in computing the taxpayer’s income for the 
year or a preceding taxation year, and 


(11) all amounts each of which is that part of the amortized 
cost to the taxpayer at the end of the year of a loan or lending 
asset (other than a mark-to-market property, as defined in 
subsection 142.2(1)) that is established in the year by the tax- 
payer to have become uncollectible and that, 


(A) where the taxpayer is an insurer or a taxpayer whose 
ordinary business includes the lending of money, was 
made or acquired in the ordinary course of the taxpayer’s 
business of insurance or the lending of money, or 
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(B) where the taxpayer is a financial institution (as de- 
fined in subsection 142.2(1)) in the year, is a specified 
debt obligation (as defined in that subsection) of the 
taxpayer; 


Related Provisions: 12(1)(i)— Income inclusion — bad debts. recovered; 12.4 — 
Bad debt inclusion; 20(1)(1) — Reserve for doubtful debts; 20(4)-(4.2) — Bad debt on 
disposition of depreciable property or eligible capital property; 20(27) — Non-arm’s 
length acquisition of loan or lending assets; 22(1) — Sale of accounts receivable; 
50(1) — Bad debt creating ABIL; 50(1)(a) — Deemed disposition where debt becomes 
bad debt; 60(f) — Deduction for bad debt on restrictive covenant; 79.1(7)(d) — Deduc- 
tion by creditor for bad debt where property seized; 79.1(8) — No deduction for princi- 
pal amount of bad debt where property seized by creditor; 87(2)(g), (h) — Amalgama- 
tions; 87(2.2) — Amalgamation of insurers; 88(1)(g) — Windup of subsidiary insurer; 
111(5.3) — Doubtful debts and bad debts; 142.3(1)(c) — Amount deductible in respect 
of specified debt obligation; 142.4(1)“tax basis” (p) — Disposition of specified debt ob- 
ligation by financial institution; 142.5(8)(d)(i) — First deemed disposition of mark-to- 
market debt obligation; 142.5(8.2)(a) — Rules on certain deemed dispositions of debt 
obligation; 142.7(7) — Application to foreign bank branch on transfer of business from 
affiliate. See also at end of s. 20. 


History: Subpara. 20(1)(p)(ii) amended by 1998, c. 19, subsec. 81(6), applicable to 
taxation years that end after February 22, 1994. The subpara. formerly read: 


(ii) all amounts each of which is that part of the amortized cost to the taxpayer at 
the end of the year of a loan or lending asset made or acquired in the ordinary 
course of business by a taxpayer who was an insurer or whose ordinary business 
included the lending of money established by the taxpayer to have become un- 
collectable in the year; 


Selected Cases [para. 20(1)(p)]: Heron Bay Investments Ltd. v. R., [2010] 4 C.T.C. 
2260 (TCC); rev’d [2010] 6 C.T.C. 242 (FCA) (Non-recourse loan not made in ordi- 
nary course of money lending business); Martin v. R., [2007] 5 C.T.C. 2473 (TCC) 
(Ordinary course of business was not the lending of money); Excell Duct Cleaning Inc. 
v. R., [2006] 1 C.T.C. 2432 (TCC) (Bad debt for protection of existing goodwill 
deductible); Loman Warehousing v. R., [1999] 4 C.T.C. 2049 (TCC) (Not sufficient 
that activities were businesslike; particular business of taxpayer to be examined); 
Terrador Investments Ltd. v. R., [1999] 3 C.T.C. 520 (FCA); leave to appeal to SCC 
refused (May 18, 2000), File 27499 (No bad debt possible where statute deemed 
amount to have been received); Liampat Holdings v. Canada, [1996] 2 C.T.C. 246 
(FCTD) (Deemed interest never received allowed as bad debt); Monaghan v. Canada, 
[1996] 2 C.T.C. 2169 (TCC) (Significant events occurring well after year-end do not 
affect determination of bad debt); Anjalie v. Canada, [1995] 1 C.T.C. 2802 (TCC) 
(Taxpayer not permitted to change year in which bad debt arose); Brunette Investments 
Ltd. et al. v. R., [1981] C.T.C. 486 (FCTD) (Losses on advances from solvent members 
of related group to insolvent members not deductible); Picadilly Hotels Ltd. v. R., 
[1978] C.T.C. 658 (FCTD) (Recaptured capital cost allowance included in year of 
transaction); R. v. Pollock Sokoloff Holdings Corp., [1976] C.T.C. 349 (FCA) (Bad 
debt disallowed where loss not arising from taxpayer’s current business operations); R. 
v. Keith Enterprises, [1976] C.T.C. 21 (FCTD) (Unlicensed money lender allowed loss 
on bad debt in ordinary course of its business). 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-123R4: Disposition of and 
transactions involving eligible capital property; IT-123R6: Transactions involving eli- 
gible capital property; IT-159R3: Capital debts established to be bad debts; IT-188R: 
Sale of accounts receivable; IT-291R3: Transfer of property to a corporation under sub- 
section 85(1); IT-302R3: Losses of a corporation — the effect that acquisitions of con- 
trol, amalgamations, and windings-up have on their deductibility — after January 15, 
1987; IT-442R: Bad debts and reserve for doubtful debts; IT-488R2: Winding-up of 
90%-owned taxable Canadian corporations (archived); IT-505: Mortgage foreclosures 
and conditional sales repossessions (archived). 

Advance Tax Rulings: ATR-6: Vendor reacquires business assets following default 
by purchaser. 


(q) employer’s contributions to registered pension 
plan — such amount in respect of employer contributions to 
registered pension plans as is permitted by subsection 147.2(1); 


Related Provisions: See under 147.2(1). 


Selected Cases [para. 20(1)(q)]: West Hill Redevelopment Co. Ltd. v. MNR, [1969] 
C.T.C. 581 (Exch.) (Deductions disallowed for amounts paid to company pension plan 
after registration withdrawn). 


Interpretation Bulletins: IT-105: Administrative costs of pension plans. 
Information Circulars: 72-13R8: Employee’s pension plans. 


Registered Plans Compliance Bulletins: 2 (compensation for RPP purposes); 3 
(employer over-contributions to a registered pension plan: double taxation). 


(r) employer’s contributions under _ retirement 
compensation arrangement — amounts paid by the tax- 
payer in the year as contributions under a retirement compensa- 
tion arrangement in respect of services rendered by an employee 
or former employee of the taxpayer, other than where it is estab- 
lished, by subsequent events or otherwise, that the amounts were 


S. 20(1)(x) 


paid as part of a series of payments and refunds of contributions 
under the arrangement; 
Related Provisions:  12(1)(n.3)—Retirement compensation arrangement; 
18(1)(0.2) — Retirement compensation arrangement; ‘87(2)(j.3) — Amalgamations — 
continuing corporation; 153(1)(p) — Withholding; 227(8.2) — RCA — failure to with- 
hold; 248(10) — Series of transactions. See also at end of s. 20. 


Forms: T737-RCA: Statement of contributions paid to a custodian of a retirement 
compensation arrangement. 


(s) employer’s contributions under employee life and 
health trust — such amount in respect of employer contribu- 
tions paid to a trustee under an employee life and health trust as 
is permitted by subsections 144.1(4) to (7); 
Related Provisions: 18(1)(0.3) — No deduction to ELHT except) as permitted by 
20(1)(s). 
History: Para. 20(1)(s) added by 2010, c. 25, s. 6, applicable after 2009. 
(t) [Repealed under former Act] 


(u) patronage dividends — such amounts in respect of pay- 
ments made by the taxpayer pursuant to allocations in propor- 
tion to patronage as are permitted by section 135; 

Related Provisions: See at end of s. 20. 


(v) mining taxes — such amount as is allowed by regulation 
in respect of taxes on income for the year from mining 
operations; 

Related Provisions: See at end of s. 20. 

Selected Cases [para. 20(1)(v)]: Rio Algom Mines Ltd. v. MNR, [1970] C.T.C. 53 


(SCC) (Proportion of income under federal Act must be considered in calculation of 
allowance for mining taxes paid to Ontario). 


Regulations: 3900 (amount allowed). 
(v.1) [Repealed] 


Related Provisions: 12(1)(z.5)— Inclusion in income of prescribed resource loss; 
20(15) — What can be allowed by regulation; 65.— Depletion. allowance; 80.2 — 
Royalty reimbursements; 96(1)(d) — Partnerships — no deduction for resource. ex- 
penditures; 104(29) — Flow-through from trust to beneficiaries; 125.11 — Resource 
rate reduction 2003-06; 219(1)(c) — Branch tax on non-resident corporations. See also 
at end of s. 20. 


History: Para. 20(1)(v.1) repealed by 2003, c. 28, subsec. 3(1), applicable to taxation 
years that begin after 2006. For each taxation year that ends after 2002 and begins 
before 2007, the para. applies only to the.percentage of each amount described by that 
para. that is the total of 


(a) that proportion of 100% that the number of days in the taxation year that are 
before 2003 is of the number of days in the taxation year, 


(b) that proportion of 90% that the number of days in the taxation year that are in 
2003 is of the number of days in the taxation year, 


(c) that proportion of 75% that the number of days in the taxation year that are in 
2004 is of the number of days in the taxation year, 
(d) that proportion of 65% that the number of days in the taxation year that are in 
2005 is of the number of days in the taxation year, and 
(e) that proportion of 35% that the number of days in the taxation year that are in 
2006 is of the number of days in the taxation year. 

Para. 20(1)(v.1) formerly read: 


(v.1) resource allowance — such amount as is allowed to the taxpayer for the 
year by regulation in respect of natural accumulations of petroleum or natural 
gas in Canada, oil or gas wells in Canada or mineral resources in Canada; 


Selected Cases [para. 20(1)(v.1)]: Echo Bay Mines Ltd. v. Canada, [1992] 2 
C.T.C. 182 (FCTD) (Gains from settlement of forward sales contracts for silver were 
“resource profits’). 

Regulations: 1210 (amount allowed). 


Forms: T2 SCH 51: Resource allowance and depletion schedules. 


(w) employer’s. contributions, under profit sharing 
plan — an amount paid by the taxpayer to a trustee in trust for 
employees of the taxpayer or of a corporation with whom the 
taxpayer does not deal at arm’s length, under an employees 
profit sharing plan as permitted by section 144; 

Related Provisions: 12(1)(n) — Receipts from employees profit sharing plan — 


inclusion in income of employer; 144(5) — Employer’s contribution to trust deducti- 
ble. See also at end of s. 20. 


(x) employer’s contributions under registered 
supplementary unemployment benefit plan — an amount 
paid by the taxpayer to a trustee under a registered supplemen- 
tary unemployment benefit plan as permitted by section 145; 
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Related Provisions: 6(1)(a)(i) — Employer’s contribution not a taxable benefit to 
employee; 18(1)(i) — No deduction except as permitted by s. 145; 145(5) — Payments 
by employer deductible. See also at end of s. 20. 
(y) employer’s contributions under deferred profit 
sharing plan — an amount paid by the taxpayer to a trustee 
under a deferred profit sharing plan as permitted by subsection 
147(8); 


Related Provisions: See at end of s. 20. 


(z) cancellation of lease — the proportion of an amount not 
otherwise deductible that was paid or that became payable by 
the taxpayer before the end of the year to a person for the can- 
cellation of a lease of property of the taxpayer leased by the tax- 
payer to that person that 


(i) the number of days that remained in the term of the lease 
(including all renewal periods of the lease), not exceeding 40 
years, immediately before its cancellation and that were in 
the year 


is of 


(ii) the number of days that remained in the term of the lease 
(including all renewal periods of the lease), not exceeding 40 
years, immediately before its cancellation, 


in any case where the property was owned at the end of the year 
by the taxpayer or by a person with whom the taxpayer was not 
dealing at arm’s length and no part of the amount was deductible 
by the taxpayer under paragraph (z.1) in computing the tax- 
payer’s income for a preceding taxation year; 
Related Provisions: 13(5.5) — Lease cancellation payment not included as rental 
payment under 13(5.4) for CCA purposes; 18(1)(q) — Limitation re cancellation of 


lease; 20(1)(z.1) — Cancellation payment where property not owned at end of year; 
87(2)(j.5) — Amalgamations — cancellation of lease. See also at end of s. 20. 


Interpretation Bulletins: IT-359R2: Premiums and other amounts re leases; IT- 
467R2: Damages, settlements, and similar payments. 


(z.1) idem [lease cancellation payment where property 
not owned at year-end] — an amount not otherwise deducti- 
ble that was paid or that became payable by the taxpayer before 
the end of the year to a person for the cancellation of a lease of 
property of the taxpayer leased by the taxpayer to that person, in 
any case where 


(i) the property was not owned at the end of the year by the 
taxpayer or by a person with whom the taxpayer was not 
dealing at arm’s length, and 


(ii) no part of the amount was deductible by the taxpayer 
under this paragraph in computing the taxpayer’s income for 
any preceding taxation year, 


to the extent of the amount thereof (or in the case of capital pro- 
perty, '/ of the amount thereof) that was not deductible by the 
taxpayer under paragraph (z) in computing the taxpayer’s in- 
come for any preceding taxation year; 

Related Provisions: See under 20(1)(z) and at end of s. 20. 


History: Para. 20(1)(z.1) amended by replacing the reference to the fraction “*/s” with 
a reference to the fraction “'/2” by 2001, c. 17, subsec. 13(6), applicable in respect of 
amounts that become payable after February 27, 2000 except that, for amounts that 
became payable after February 27, 2000 and before October 18, 2000, the reference to 
the fraction “'” shall be read as a reference to the fraction “7/3”. 


Interpretation Bulletins: IT-359R2: Premiums and other amounts re leases; IT- 
467R2: Damages, settlements, and similar payments. 


(aa) landscaping of grounds — an amount paid by the tax- 
payer in the year for the landscaping of grounds around a build- 
ing or other structure of the taxpayer that is used by the taxpayer 
primarily for the purpose of gaining or producing income there- 
from or from a business; 


Related Provisions: 18(3.1)(a) — Costs relating to construction of building or own- 
ership of land. See at end of s. 20. 


Selected Cases [para. 20(1)(aa)]: R. v. Hampton Golf Club Ltd., [1986] 2 C.T.C. 
403 (FCTD) (Capital cost allowance for greens and tees of golf course disallowed; 
expenses to clear trees and drain proposed fairways not deductible); Qualico 
Developments Ltd. v. R., [1984] C.T.C. 122 (FCA) (Costs of landscaping grounds de- 
ductible when part of cost of inventory in year of sale). 


Income Tax Act, Part I, Division B 


Interpretation Bulletins: IT-296: Landscaping of grounds (archived); IT-304R2: 
Condominiums; IT-485: Cost of clearing or levelling land [to be amended re golf 
courses, per I.T, Technical News 20]. 


1.T. Technical News: 20 (tax treatment of golf courses). 


(bb) fees paid to investment counsel — an amount other 
than a commission paid by the taxpayer in the year to a person 


(i) for advice as to the advisability of purchasing or selling a 
specific share or security of the taxpayer, or 


(ii) for services in respect of the administration or manage- 
ment of shares or securities of the taxpayer, 


if that person’s principal business 


(iii) is advising others as to the advisability of purchasing or 
selling specific shares or securities, or 


(iv) includes the provision of services in respect of the ad- 
ministration or management of shares or securities; 


Proposed Amendment — 20(1 )(bb) _ Payments t to 
a partnership | 


Letter from Dept. of Finance, Dec. oe 2005: 
Dear fas 


I am writing in response to your June 30, 2005 letter to me requesting an amendment to 
paragraph 20()(bb) of the Income Tax Act (the “Act’). In particular, you have re- 
quested that we extend the deduction for investment counsel and custodial eS ee to 
a person [to also include such fees paid to a cecmon main’ yt 


In general, paragraph 200)(bb) allows a ‘taxpayer to deduct fees, other than commis- 
sions, paid for advice on buying or selling a specific share or security by the taxpayer 
or for the administration or the management of the shares or securities of the taxpayer. ; 
The fees must be paid to a person whose princip Tudes the administration 
or management of shares or securities. A person is defined in subsection 248(1) of the 
Act to include any corporation and any entity exempt, because of ‘subsection 149(1), 
from tax under Part I on all or part of the entity’s taxable i income. A person, therefore, 
does not. include a partnership. However, certain provisions of the Act specify that for 
specific. purposes. a person includes a partnership. This 1 is not the case with paragraph 
20(1)(bb). : 


In the situation you describe, pa carries on an *Hiebihent ee business and 
is registered as investment counsel and portfolio manager under applicable securities 
legislation. [xxx] has received an offer to purchase its business. The proposed transac- 
tion involves transferring the business to a limited partnership in which the majority 
interest will indirectly be held by members of the public. The partnership has applied: 
for registration as investment counsel and portfolio manager and its principal business 
will consist of providing advice regarding the buying and selling of securities to both 
tax-exempt and taxable clients. Because the paragraph 20(1)(bb) deduction does not 
apply to investment counsel fees paid toa partnership, there is a concern that the part- 
nee may be at a competitive veyed with Pa to Soe advice to taxa- 


fon 


would mas in additional administrative costs and complexity, In addition, it is your 
understanding that the securities regulators have expressed reservations reeanine the 
“dual registrant” alternative, and would prefer a single Tegistrant. 


Paragraph 20(1)(bb) of the Act is an exception to the general rule that Gipsansss ‘Ott 
capital account are not deductible. As an exception, the rule is intentionally narrowly 
drafted. The rule contains several restrictions including an ownership requirement, and 
the requirement that the payment must be to a person whose principal business is in- 
vestment counsel, management or administration services in respect of shares or securi- 
ties. However, we can discern no tax policy reason for excluding the deduction of in- 
vestment counsel and custodial fees paid to a partnership. As such, we will recommend 
to the Minister of Finance that the Act be amended to allow the deduction 0 invest- 
ment counsel and custodial fees paid to a partnership, assuming the other conditions in 
20(1)(bb) are otherwise met. In addition, we will recommend that the amendment be 
effective after June 30, 2005, the day that you brought this issue to our attention. 


We cannot offer any assurance that either the Minister of Finance or Parliament will 
agree with the recommendations that we intend to make in this regard. Nonetheless, we 
trust that this statement of our position is helpful. 


Yours sincerely, 


fae 5 


Brian Ernewein, Director Tax fieeictAioe Divisions ding Policy reba 


Related Provisions: 18(1)(u) — Investment counsel fees for RRSP, RRIF or TFSA 
are non-deductible; 87(2.2) — Amalgamation of insurers; 88(1)(g) — Windup of sub- 
sidiary insurer; 110.6(1) — “investment expense”. See also at end of s. 20. 


Selected Cases [para. 20(1)(bb)]: Bond Estate v. R., [1999] 1 C.T.C. 2181 (TCC) 
(Fees for protection of assets not deductible); Richard v. R., [1998] 4 C.T.C. 2671 
(TCC) (Investment counsel fees re buildings allowed as deduction). 
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Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-238R2: Fees paid to investment counsel. 


(cc) expenses of representation [or lobbying] — an 
amount paid by the taxpayer in the year as or on account of ex- 
penses incurred by the taxpayer in making any representation re- 
lating to a business carried on by the taxpayer, 


(i) to the government of a country, province or state or to a 
municipal or public body performing a function of govern- 
ment in Canada, or 


(11) to an agency of a government or of a municipal or public 
body referred to in subparagraph (i) that had authority to 
make .rules, regulations or by-laws relating to the business 
carried on by the taxpayer, 


including any representation for the purpose of obtaining a li- 
cence, permit, franchise or trade mark relating to the business 
carried on by the taxpayer; 
Related Provisions: 13(12) — Application to depreciable property; 20(9) — Amor- 
tizing claim over 10 years. See also at end of's. 20. 


Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-477: Capital cost 
allowance — patents, franchises, concessions. and licences. 


(dd) investigation of site — an amount paid by the taxpayer 
in the year for investigating the suitability of a site for a building 
or other structure planned by the taxpayer for use in connection 
with a business carried on by the taxpayer; 


Related Provisions: 53(1)(n) — Valuation jor surveying Gosia 7 naduion to ad- 
justed cost base. See also at end of s. 20. 


Selected Cases [para. 20(1)(dd)]: Parker Brotbois' Textile Mills Ltd. v. R., [2007] 
3 C.T.C. 2355 (TCC). (Provision met where change of plans caused building by non- 
arm’s length party); Brooke Bond Foods Ltd. v. R., [1984] C.T.C. 115 (FCTD) (Costs 
of site soil analysis deductible); Queen and Metcalfe Carpark Ltd. v. MNR, [1973] 
C.T.C. 810 (FCTD) (Cost of feasibility eee for rental project deductible for company 
in business of leasing properties). 


Interpretation Bulletins: IT-350R: Investigation of site. 


(ee) utilities service connection — an amount paid by the 
taxpayer in the year to a person (other than a person with whom 
the taxpayer was not dealing at arm’s length) for the purpose of 
making a service connection tothe taxpayer’s place of business 
for the supply, by means of wires, pipes or conduits, of electric- 
ity, gas, telephone service, water or sewers supplied by that per- 
son, to the extent that the amount so paid was not paid 


(1) to acquire property of the taxpayer, or 


(ii) as consideration for the goods or services for the supply 
of which the service connection was undertaken or made; 


Related Provisions: See at end of s. 20. 


Selected Cases [para. 20(1)(ee)]: R. v. Guaranteed Homes Ltd., [1978] C.T.C. 636 
(FCTD) (Deduction: of:utility service connection disallowed when lots in subdivision 
not taxpayer’s sole, place of business). 


Interpretation Bulletins: IT-452: Utility service connections (archived); IT-482R: 
Pipelines. 


(ff) payments by farmers — an amount paid by the seca 
in the year as a levy under the Western Grain Stabilization Act, 
as a premium in respect of the gross revenue insurance program 
established under the Farm Income Protection Act or as an ad- 
ministration fee in respect of a net income stabilization account; 


Related Provisions: 12(1)(p) — Certain payments made to farmers — income inclu- 
sion. See also at end of s. 20. 


History: Para. 20(1)(ff) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 9(1), 
applicable to 1991 et seg. Para. 20(1)(ff) formerly read: 


(ff) an amount paid by the taxpayer in the year as the levy under the Western 
Grain Stabilization Act; 


Forms: RC322: Agrilnvest adjustment request; T1163: Statement A — AgriStability 
and Agrilnvest programs information and statement of farming activities for individu- 
als; T1164: Statement B — AgriStability and AgriInvest programs information and 
statement of farming activities for additional farming operations; T1175: Calculation of 
CCA and _ business-use-of-home expenses; T1273: Statement A— Harmonized 
AgriStability and AgriInvest programs information and statement of farming activities 
for individuals; T1274: Statement B — Harmonized AgriStability and AgriInvest pro- 
grams information and ‘statement of farming activities for additional farming opera- 


S. 20(1)(hh.1) 


tions; T1275: AgriStability and Agrilnvest programs additional information and adjust- 
ment request form. 


(gg) [Repealed] 


History: Para. 20(1)(gg) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), s. 157, 
deemed. to have come. into force December 17, 1991, [The para. was re-enacted in 
amended form as 20(1)(qq): see below.] 


Para. 20(1)(gg) added by 1994, c. 7, Sch. II.(1991,.c..49), subsec;. 15(3), applicable 
with respect to renovations and alterations made after 1990. 


Selected Cases [para. 20(1)(gg)]: Canadian Imperial Bank of Commerce v. R., 
[2000] 2 C.T.C. 269 (FCA) (Bullion and foreign currency were tangible property held 
for sale); Cargill Ltd. y.. Canada, [1996] 2 C.T.C. 2102 (TCC) (Calculation of grain 
inventory on location-by-location basis was incorrect); Bastion Management Ltd. v. 
Canada, {1995] 2 C.T.C. 252 (FCA) (Bullion bought in year-end straddle scheme not 
bought in ordinary course of business). 


(hh) repayments of inducements, etc. — an amount repaid 
by the taxpayer in the year pursuant to a legal obligation to re- 
pay all or part of a particular amount 


(i) included under paragraph 12(1)(x) in computing the tax- 
payer’s income for the year or a preceding taxation year, or 


(11) that is, by reason of subparagraph 12(1)(x)(vi) or subsec- 
tion 12(2.2), not included under paragraph 12(1)(x) in com- 
puting the taxpayer’s income for the year or a preceding tax- 
ation year, where the particular amount relates to an outlay or 
expense (other than an outlay or expense that is in respect of 
the cost of property of the taxpayer or that is or would be, if 
amounts deductible by the taxpayer were not limited by rea- 
son of paragraph 66(4)(b), subsection 66.1(2), subparagraph 
66.2(2)(a)(@1),. the words “30% of in © clause 
66.21(4)(a)Gi)(B); clause 66.21(4)(a)(ii)(C) or (D) or subpar- 
agraph 66.4(2)(a)(ii), deductible under section 66, 66.1, 66.2, 
66.21 or 66.4) that would, if the particular amount had not 
been received, have been deductible in computing the: tax- 
payer’s income for the year or a preceding taxation. year; 
Related Provisions: 60(s)— Repayment of policy loan; :79(4)(d)— Subsequent 
payment by debtor. following surrender of property deemed to be repayment of assis- 
tance; 87(2)G.6) — Amalgamations — continuing corporation; 148(9)“adjusted cost 
basis”E — “adjusted cost basis”. See also at end of s. 20. 


History: Subpara. 20(1)(hh)Gi) amended by 2001, c. 17, subsec. 13(7), applicable to 
taxation years that begin after 2000. The subpara. formerly read: 


(ii) that is, because of subparagraph 12(1)(x)(vi) or subsection 12(2.2), not in- 
cluded under paragraph 12(1)(x) in computing the taxpayer’s income for the year 
or a preceding taxation year, where the particular amount relates to an outlay or 
expense (other than an outlay or expense that is in respect of the cost of property 
of the taxpayer or that is or would be, if amounts deductible by the taxpayer were 
not limited, because of paragraph 66(4)(b), subsection 66.1(2).or subparagraph 
66.2(2)(a)(ii) or 66.4(2)(a)(—1), deductible under section 66, 66.1, 66.2 or 66.4) 
that would, but for the receipt of the particular amount, have been deductible in 
computing the taxpayer’s income for the year or a preceding taxation year; 


Subpara. 20(1)(hh)(ii) amended by 1994, c. 8, s. 3, applicable to taxation years ending 

after December 2, 1992. Subpara. (ii) formerly read: 
(ii) that is, by reason of subparagraph 12(1)(x)(vi) or subsection 12(2.2), not in- 
cluded in computing the income of the taxpayer under paragraph 12(1)(x) for the 
year or a preceding taxation year, where the particular amount relates to an out- 
lay or expense (other than’an outlay or expense that is in respect of the cost of 
property of the taxpayer or that is or would be, if amounts deductible by, the 
taxpayer were not limited by reason of paragraph 66(4)(b) or subparagraph 
66.1(2)(a)(ii), 66.2(2)(a)(ii) or 66.4(2)(a)(ii), deductible under section 66, 66.1, 
66.2 or 66.4) that would, but for the receipt of the particular amount, have been 
deductible in computing the income = OF the taxpayer for the year or a preceding 
taxation year; 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 
CRA Audit Manual: 27.20.0: Inducement payments. 


(hh.1) repayment of obligation — */; of any amount (other 
than an amount to which paragraph 14(10)(b) applies in respect 
of the taxpayer) repaid by the taxpayer in the year under a legal 
obligation to repay all or part of,an amount to'which paragraph 
14(10)(c) applies in respect of the taxpayer; 


Related Provisions: 79(4)(b) — Subsequent payment by debtor following surrender 
of property deemed to be repayment of assistance. 


History: Para. 20(1)(hh.1) added by 1995, c. 21, subsec. 6(2), applicable to amounts 
repaid after February 21, 1994. 
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Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


(ii) inventory adjustment — the amount required by para- 
graph 12(1)(r) to be included in computing the taxpayer’s in- 
come for the immediately preceding year; 
Related Provisions: 87(2)(j.1) — Amalgamations — inventory adjustment. See also 
at end of s. 20. 
(jj) reinsurance commission — the amount required by par- 
agraph 12(1)(s) to be included in computing the taxpayer’s in- 
come for the immediately preceding taxation year; 


Proposed Repeal — 20(1)(jj) 
Letter from Dept. of Finance, Dec. 21, 2005: See under 12(1)(s). 


Related Provisions: 18.1(15)(b) — Reinsurance commission excluded from matcha- 
ble expenditure rules; 20(7)(c) — Deduction for policy reserves; 87(2.2) — Amalga- 
mation of insurers; 88(1)(g) — Windup of subsidiary insurer. See also at end of s. 20. 


(kk) exploration and development grants — the amount 
of any assistance or benefit received by the taxpayer in the year 
as a deduction from or reimbursement of an expense that is a tax 
(other than the goods and services tax) or royalty to the extent 
that 


(i) the tax or royalty is, by reason of the receipt of the amount 
by the taxpayer, not deductible in computing the taxpayer’s 
income for a taxation year, and 


(ii) the deduction or reimbursement was included by the tax- 
payer in the amount determined for J in the definition “cumu- 
lative Canadian exploration expense” in subsection 66.1(6), 
for M in the definition “cumulative Canadian development 
expense” in subsection 66.2(5) or for I in the definition “cu- 
mulative Canadian oil and gas property expense” in subsec- 
tion 66.4(5); 


Related Provisions: See at end of s. 20. 


(ll) repayment of interest — such part of any amount paya- 
ble by the taxpayer because of a provision of this Act, or of an 
Act of a province that imposes a tax similar to the tax imposed 
under this Act, as was paid in the year and as can reasonably be 
considered to be a repayment of interest that was included in 
computing the taxpayer’s income for the year or a preceding tax- 
ation year; 

Related Provisions: 129(2.2), 131(3.2), 132(2.2), 133(7.02), 164(3.1) — Provisions 

requiring repayment of interest. See also at end of s. 20. 


History: Para. 20(1)(1l) substituted by 1994, c. 21, subsec. 12(4), applicable to taxation 
years that begin after 1991. That para. formerly read: 


(II) amount deemed to be tax payable — such part of any amount payable by 
the taxpayer by virtue of 
(i) paragraph 164(3.1)(a) or (4)(a) or any similar provision of any Act of a 
province that imposes a tax similar to the tax imposed under this Act, or 


(ii) paragraph 18(4)(a) of the Petroleum and Gas Revenue Tax Act 


as was paid in the year and as may reasonably be considered to be repayment of 
interest that was included in computing the taxpayer’s income for the year or a 
preceding taxation year; 


(mm) cost of substances injected in reservoir — the por- 
tion claimed by the taxpayer of an amount that is an outlay or 
expense made or incurred by the taxpayer before the end of the 
year that is a cost to the taxpayer of any substance injected 
before that time into a natural reservoir to assist in the recovery 
of petroleum, natural gas or related hydrocarbons to the extent 
that that portion was not 


(i) otherwise deducted in computing the taxpayer’s income 
for the year, or 


(ii) deducted in computing the taxpayer’s income for any 
preceding taxation year, 


except that where the year is less than 51 weeks, the amount that 
may be claimed under this paragraph by the taxpayer for the 
year shall not exceed the greater of 


(iii) that proportion of the maximum amount that may other- 
wise be claimed under this paragraph by the taxpayer for the 
year that the number of days in the year is of 365, and 
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(iv) the amount of such outlay or expense that was made or 
incurred by the taxpayer in the year and not otherwise de- 
ducted in computing the taxpayer’s income for the year; 
Related Provisions: 10(5)(c) — Property deemed to be inventory with cost of nil; 
66(13.1) — Short taxation years; 87(2)(j.2) — Amalgamation — continuing corpora- 
tion. See also at end of s. 20. 
History: Para. 20(1)(mm) amended by 1997, c. 25, subsec. 5(1), applicable to 1996 et 
seq. Para. (mm) formerly read: 
(mm) such portion, as may be claimed by the taxpayer, of an amount that is an 
outlay or expense made or incurred by the taxpayer before the end of the year 
that is a cost to the taxpayer of any substance injected before that time into a 
natural reservoir to assist in the recovery of petroleum, natural gas or related 
hydrocarbons to the extent that that portion was not 
(i) otherwise deducted by the taxpayer in computing the taxpayer's income 
for the year, 
(ii) deducted by the taxpayer in computing the taxpayer’s income for any 
preceding taxation year, 
(iii) an outlay or expense described in the definition “Canadian exploration 
expense” in subsection 66.1(6) or the definition “Canadian development ex- 
pense” in subsection 66.2(5), or 
(iv) a Canadian oil and gas property expense, 
except that where the year is less than 51 weeks, the amount that may be claimed 
under this paragraph by the taxpayer for the year shall not exceed the greater of 
(v) that proportion of the maximum amount that may otherwise be claimed 
under this paragraph by the taxpayer for the year that the number of days in 
the year is of 365, and 
(vi) the amount of such outlay or expense not referred to in any of subpara- 
graphs (i) to (iv) that was made or incurred by the taxpayer in the year; 
That portion of para. 20(1)(mm) following subpara. (iv) added by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 15(4), applicable to taxation years beginning after July 13, 1990. 
(nn) Part XII.6 tax — the tax, if any, under Part XII.6 paid in 
the year or payable in respect of the year by the taxpayer (de- 
pending on the method regularly followed by the taxpayer in 
computing the taxpayer’s income); 
Related Provisions: 18(1)(t) — Part XII.6 tax not non-deductible. See also at end of 
Sa: 
History: Para. 20(1)(nn) added by 1997, c. 25, subsec. 5(1), applicable to 1997 et seq. 


(nn.1) recapture of investment tax credits — child care 
space amount — total of all amounts (other than an amount 
in respect of a disposition of a depreciable property) added be- 
cause of subsection 127(27.1) or (28.1) to the taxpayer’s tax oth- 
erwise payable under this Part for any preceding taxation year; 
History: Para. 20(1)(nn.1) added by 2007, c. 35, subsec. 14(1), applicable after March 
18, 2007. 
(00) salary deferral arrangement — any deferred amount 
under a salary deferral arrangement in respect of another person 
to the extent that it was 


(i) included under paragraph 6(1)(a) as a benefit in comput- 
ing the income of the other person for the taxation year of the 
other person that ends in the taxpayer’s taxation year, and 


(ii) in respect of services rendered to the taxpayer; 
Related Provisions: 6(1)(i) — Salary deferral arrangement payments; 6(11) — Sal- 
ary deferral arrangement; 12(1)(n.2)— Forfeited salary deferral amounts; 
18(1)(0.1) — Deductions — General limitations — Salary deferral arrangement; 
87(2)G.3) — Amalgamation — continuation of corporation. See also at end of s. 20. 
(pp) idem — any amount under a salary deferral arrangement in 
respect of another person (other than an arrangement established 
primarily for the benefit of one or more non-resident employees 
in respect of services to be rendered outside Canada) to the ex- 
tent that it was 
(i) included under paragraph 6(1)(i) in computing the income 
of the other person for the taxation year of the other person 
that ends in the taxpayer’s taxation year, and 


(ii) in respect of services rendered to the taxpayer; 
Related Provisions: 18(1)(o0.1) — Salary deferral arrangement; 87(2)(j.3) — Amal- 
gamations — continuation of corporation. 
History: Para. 20(1)(pp) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 15(5), 
applicable to 1986 et seq. 
(qq) disability-related modifications to buildings — an 
amount paid by the taxpayer in the year for prescribed renova- 
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tions or alterations to a building used by the taxpayer primarily 
for the purpose of gaining or producing income from the build- 
ing or from a business that are made to enable individuals who 
have a mobility impairment to gain access to the building or to 
be mobile within it; 
Related Provisions: 18(3.1)(a) — Costs relating to construction of building or own- 
ership of land; 20(1)(cr) — Disability-related equipment. 
History: Para. 20(1)(qq) was moved from 20(1)(gg) and amended, by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 9(2), applicable with respect to renovations and alterations 
made after 1990 except, that, with respect to such renovations and. alterations made 
before February 26, 1992, the reference to “prescribed renovations or alterations to a 
building” shall be read as a reference to “prescribed renovations or alterations to a 
building of the vi ade Para. 20(1)(gg) formerly read: 


(gg) an amount paid by the taxpayer in the year for such prescribed renovations 
or alterations to a building of the taxpayer that is used by the taxpayer primarily 
for the purpose of gaining or producing income therefrom or from a business as 
are made for the purpose of enabling individuals who have a mobility impair- 
ment to gain access to the building or be mobile within it; 


Regulations: 8800 (prescribed renovations and alterations). 


(rr) disability-related equipment — an amount paid by the 


taxpayer in the year for any prescribed disability-specific device 
or equipment; 
Related Provisions: 20(1)(qq) — Disability-related modifications to buildings. See 
also at end of s. 20. 


History: Para. 20(1)(rr) substituted by 1994, c. 21, subsec. 12(5), ppaionte to 
amounts paid after February 25, 1992. That para. formerly read: 


(rr) an amount paid by the taxpayer in the year for prescribed devices or equip- 
ment acquired primarily to assist individuals who have a sight or Ere 
impairment. 


Para. 20(1)(rr) added by 1994, c. 7, Sch. VIII (1993, .c. 24), subsec. 9(2), applicable 
with respect to amounts paid after February 25, 1992. 


Regulations: 8801 (prescribed devices and equipment). 


(ss) qualifying environmental trusts —a contribution 
made in the year by the taxpayer to a qualifying environmental 
trust under which the taxpayer is a beneficiary; 
Related Provisions: 12(1)(z.1) — Inclusion in income of amount received from 
qualifying environmental trust; 87(2)(j.93) — Amalgamations — continuing corpora- 
tion; Reg. 1204(1)(f), 1204(1.1)(a)(ii) — Amount deducted under 20(1)(ss) excluded 
from resource allowance computation. 
History: Para. 20(1)(ss) amended by 1998, c. 19, s. 4, applicable to taxation years that 
end_ after February 18, 1997 and, for the purpose of para. 20(1)(ss), as amended, each 
contribution made after 1995 and before February 19, 1997 by a taxpayer to a trust 
(other than a mining reclamation trust as defined in subsec. 248(1)) is deemed to have 
been made on February 19, 1997. The para. formerly read: 
(ss) mining reclamation. trusts — a contribution made in the year by the tax- 
payer to a mining reclamation trust under which the taxpayer is a beneficiary; 


Para. 20(1)(ss) added by 1995, c..3, subsec. 7(1), applicable to taxation years that end 
after February 22, 1994 and, for the purpose of para. (ss), each contribution made by a 
taxpayer to a trust before February 23, 1994 shall be deemed to have been made on 
February 23, 1994. 


(tt) acquisition of interests in qualifying environmental 
trusts — the consideration paid by the taxpayer in the year for 
the acquisition from another person or partnership of all or part 
of the taxpayer’s interest as a beneficiary under a qualifying en- 
vironmental trust, other than consideration that is the assumption 
of a reclamation obligation in respect of the trust; 
Related Provisions: 12(1)(z.2) — Inclusion in income on disposition of interest in 
qualifying environmental trust; 87(2)(j.93) — Amalgamations — continuing corpora- 
tion; Reg. 1204(1)(f), 1204(1.1)(a)(Gii) — Amount deducted under 20(1)(tt) excluded 
from resource allowance computation. 
History: Para. 20(1)(tt) amended by 1998, c. 19, s. 4, applicable to taxation years that 
end after February 18, 1997. The-para. formerly read: 
(tt) acquisition of interests in mining reclamation trusts — the consideration 
paid by the taxpayer in the year for the acquisition from another person or part- 
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nership of all or part of the taxpayer’s interest'as a beneficiary under a mining 
reclamation trust, other than consideration that is the assumption of a mining 
reclamation obligation in respect of the trust; and 


Para. 20(1)(tt) added by 1995, c..3, subsec. 7(1), applicable to taxation years that. end 
after February 22, 1994. 
(uu) debt forgiveness — any amount deducted in computing 
the taxpayer's income for the year because of paragraph 
80(15)(a) or subsection 80.01(10); 


Related Provisions: 28(1)(g) — Deduction from farming or fishing income’ when 
using cash method. 


History: Para. 20(1)(uu) added by 1995, c. 21, subsec. 6(3), applicable to taxation 
years that end after February 21, 1994. 
(vv) countervailing or anti-dumping duty — an amount 
paid in the year by the taxpayer as or'on account of an existing 
or proposed countervailing or anti-dumping duty in respect of 
property (other than depreciable property); and 
Related Provisions: 12(1)(z.6) — Refund of duties included in income; 13(21)‘‘un- 
depreciated capital cost’’D.1, K — Inclusion of duties in UCC of depreciable property. 


History: Para. 20(1)(vv) added by 1999, c. 22,,subsec, 9(1), applicable to amounts that 

become payable after February 23, 1998. 
(ww) split income — where the taxpayer is a specified indivi- 
dual in relation to. the year, the individual’s split income for the 
year. 

Related Provisions: 120(3)(c) — No deduction in determining income not,earned in 


a province and income subject to Quebec abatement; 120.4— Income splitting tax 
(kiddie tax) payable by child. 


History: Para. 20(1)(ww) added by 2000, c. 19, s. 2, applicable to 2000 et seq. 


(1.1) Application of subsec. 13(21) — The definitions in sub- 
section 13(21) apply to any regulations made under paragraph 
(1)(a). 

Origin of subsec. 20(1.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 13(21)). 


(1.2) Application of subsec. 12.2(11) — The definitions in sub- 
section 12.2(11) apply to paragraph (1)(c). 

Origin of subsec. 20(1.2): R'S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 12.2(11)). 


(2) Borrowed money — For the purposes of paragraph (1)(c), 
where a person has borrowed money in consideration of a promise 
by the person to pay a larger.amount and to pay interest on the 
larger amount, 


(a) the larger amount shall be deemed to be the amount bor- 
rowed; and 


(b) where the amount actually borrowed has been used in whole 
or in part for the purpose of earning income from a business or 
property, the proportion of the larger amount that the amount 
actually so used is of the. amount. actually borrowed..shall be 
deemed to be the amount so used. 

Related Provisions: See at end of s. 20. 

Interpretation Bulletins: IT-533: Interest deductibility and related issues. 


(2.1) Limitation of expression “interest” — For the purposes 
of paragraphs (1)(c) and: (d), “interest” does not include an amount 
that is paid after the:taxpayer’s 1977 taxation year or payable in 
respect of a period after the taxpayer’s 1977 taxation year, depend- 
ing on the method regularly followed by the taxpayer in computing 
the taxpayer’s income, in respect of interest on a policy loan made 
by an insurer except to the extent that the amount of that interest is 
verified by the insurer in prescribed form and within the prescribed 
time to be 


(a) interest paid in the year on that-loan; and 


(b) interest (other than interest that would, but for paragraph 
(2.2)(b), be interest on money borrowed before 1978 to acquire a 
life insurance policy or on an amount payable for property ac- 
quired before 1978 that is an interest in a life insurance policy) 
that is not added to the adjusted cost basis (within the meaning 
given that expression in subsection 148(9)) to the taxpayer of the 
taxpayer’s interest in the policy. 
Related Provisions: See at end of s. 20. 
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Regulations: 4001 (prescribed time). 

Interpretation Bulletins: IT-355R2: Interest on loans to buy life insurance policies 
and annuity contracts, and interest on policy loans (archived). 

Forms: T2210: Verification of policy loan interest by the insurer. 


(2.2) Limitation of expression “life insurance policy” — 
For the purposes of paragraphs (1)(c) and (d), a “life insurance pol- 
icy” does not include a policy 
(a) that is or is issued pursuant to a registered pension plan, a 
registered retirement savings plan, an income-averaging annuity 
contract or a deferred profit sharing plan, 


(b) that was an annuity contract issued before 1978 that provided 
for annuity payments to commence not later than the day on 
which the policyholder attains 75 years of age; or 


(c) that is an annuity contract all of the insurer’s reserves for 
which vary in amount depending on the fair market value of a 
specified group of properties. 
Related Provisions: 138(12)“life insurance policy”. See also at end of s. 20. 
History: Para. 20(2.2)(c) added by 1994, c. 7, Sch. IT (1991, c. 49), subsec. 15(6), 
applicable to 1987 et seq. 
Interpretation Bulletins: IT-355R2: Interest on loans to buy life insurance policies 


and annuity contracts, and interest on policy loans (archived); IT-533: Interest deduct- 
ibility and related issues. 


(2.3) Sectoral reserve — For the purpose of clause (1)(I)@i)(D), 
a sectoral reserve is a reserve or an allowance for impairment for a 
loan that is determined on a sector-by-sector basis (including a geo- 
graphic sector, an industrial sector or a sector of any other nature) 
and not on a property-by-property basis. 
History: Subsec. 20(2.3) added by 1998, c. 19, subsec. 81(7), applicable 

(a) to taxation years that end after September 1997; and 

(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 

where the taxpayer elects in writing to have the amendment to para. 20(1)(1) (made 


by 1998, c. 19, subsec, 81(4)) apply to the year and files the election with the 
Minister of National Revenue before October 1998. 


(2.4) Specified percentage — For the purpose of clause 
(1)(1)Gi)(D), a taxpayer’s specified percentage for a taxation year is 


(a) where the taxpayer has a prescribed reserve amount for the 
year, the percentage that is the percentage of the prescribed re- 
serve amount of the taxpayer for the year claimed by the tax- 
payer under clause (1)(1)(ii)(C) for the year, and . 


(b) in any other case, 100%. 
History: Subsec. 20(2.4) added by 1998, c. 19, subsec. 81(7), applicable 
(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer elects in writing to have the amendment to para. 20(1)(1) (made 
by 1998, c. 19, subsec. 81(4)) apply to the year and files the election with the 
Minister of National Revenue before October 1998. 


Regulations: 8000(a) (prescribed reserve amount). 


(3) Borrowed money — For greater certainty, if a taxpayer uses 
borrowed money to repay money previously borrowed, or to pay an 
amount payable for property described in subparagraph (1)(c)(ii) 
previously acquired (which previously borrowed money or amount 
payable in respect of previously acquired property is, in this subsec- 
tion, referred to as the “previous indebtedness”), subject to subsec- 
tion 20.1(6), for the purposes of paragraphs (1)(c), (e) and (e.1), 
subsections 20.1(1) and (2), section 21 and subparagraph 
95(2)(a)(ii), and for the purpose of paragraph 20(1)(k) of the In- 
come Tax Act, Chapter 148 of the Revised Statutes of Canada, 
1952, the borrowed money is deemed to be used for the purpose for 
which the previous indebtedness was used or incurred, or was 
deemed by this subsection to have been used or incurred. 

Related Provisions: See at end of s, 20. 

History: Subsec. 20(3) amended by 2009, c. 2, s. 7, applicable in respect of interest 


paid or payable in respect of a period or periods that begin after January 27, 2009. The 
subsec. formerly read: 


(3) For greater certainty, if a taxpayer uses borrowed money to repay money 
previously borrowed, or to pay an amount payable for property described in sub- 
paragraph (1)(c)(ii) previously acquired (which previously borrowed money or 
amount payable in respect of previously acquired property is, in this subsection, 
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referred to as the “previous indebtedness”), subject to subsection 20.1(6), for the 

| purposes of paragraphs (1)(c), (e) and (e.1), section 18.2, subsections 20.1(1) and 
(2), section 21 and subparagraph 95(2)(a)(ii), and for the purpose of paragraph 
20(1)(k) of the Income Tax Act, Chapter 148 of the Revised Statutes of Canada, 
1952, the borrowed money is deemed to be used for the purpose for which the 
previous indebtedness was used or incurred, or was deemed by this subsection to 
have been used or incurred. 


Subsec. 20(3) amended by 2007, c. 35, subsec. 14(2), applicable in respect of interest 
paid or payable in respect of a period or periods that begin after 2011, but amended 
before taking effect by 2009, c. 2. above. The subsec. formerly read: 


(3) For greater certainty, it is hereby declared that where a taxpayer has used 
borrowed money 


(a) to repay money previously borrowed, or 


(b) to pay an amount payable for property described in subparagraph 

(1)(c)(ii) previously acquired, 
subject to subsection 20.1(6), the borrowed money shall, for the purposes of 
paragraphs (1)(c), (e) and (e.1), subsections 20.1(1) and (2), section 21 and sub- 
paragraph 95(2)(a)(ii) and for the purpose of paragraph 20(1)(k) of the Income 
Tax Act, Chapter 148 of the Revised Statutes of Canada, 1952, be deemed to 
have been used for the purpose for which the money previously borrowed was 
used or was deemed by this subsection to. have been used, or to acquire the pro- 
perty in respect of which the amount was payable, as the case may be. 


That portion of subsec. 20(3) after para. (b) amended by 1995, c. 21, s. 45, applicable 
to expenses incurred in taxation years that begin after 1994 except that, where there has 
been a change in the taxation year of a foreign affiliate of a taxpayer in 1994 and after 
February 22, 1994, the amended legislation applies to expenses incurred in taxation 
years of the foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation year of such foreign affiliate. 


That portion formerly read: 


subject to subsection 20.1(6), the borrowed money shall, for the purposes of 
paragraphs (1)(c), (e) and (e.1), subsections 20.1(1) and (2) and section 21, and 
for the purpose of paragraph 20(1)(k) of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, be deemed to have been used for the purpose 
for which the money previously borrowed was used or was deemed by this sub- 
section to have been used, or to acquire the property in respect of which the 
amount was payable, as the case may be. 


That portion of subsec. 20(3) after para. (b) substituted by 1994, c. 21, subsec. 12(6), 
applicable to expenses incurred after 1987 except that, in its application to such ex- 
penses incurred before 1994, that portion shall be read without reference to the expres- 
sions “subject to subsection 20.1(6)” and “subsections 20.1(1) and (2)”.. That portion 
formerly read: 


the borrowed money shall, for the purposes of paragraph (1)(c) (or 20(1)(k) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952) and 
section 21, be deemed to have been used for the purpose for which the money 
previously borrowed was used or was deemed by this subsection to have been 
used, or to acquire the property in respect of which the said amount was so Baye 
ble, as the case may be. 


Selected Cases [subsec. 20(3)]: Grenier v. MNR, [1992] 1 C.T.C. 2703 (TCC); 
aff'd [1998] 3 C.T.C. 243 (FCTD) (Interest deductible only on portion of loan used to 
earn income); Emerson v. R., [1986] 1 C.T.C. 422 (FCA); leave to appeal to SCC re- 
fused (June 12, 1986), Doc. 19907 [unreported] (Interest disallowed where money bor- 
rowed to repay previous loan on shares no longer owned). 


Interpretation Bulletins: IT-533: Interest deductibility and related issues. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
1.T. Technical News: 3 (use of a partner’s assets. by a partnership). 


_ Proposed Addition [on hold] — 20(3.1), (3. 2) 


[Dect >mber 1991. _ interest eee gues : 


Department of Finance ar, sa. 


(4) Bad debts from dispositions of depreciable pro- 
perty — Where an amount that is owing to a taxpayer as or on ac- 
count of the proceeds of disposition of depreciable property (other 
than a timber resource property or a passenger vehicle having a cost 
to the taxpayer in excess of $20,000 or such other amount as may 
be prescribed) of the taxpayer of a prescribed class is established by 
the taxpayer to have become a bad debt in a taxation year, there 
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may be deducted in computing the taxpayer’s income for the year 
the lesser of 


(a) the amount so owing to the taxpayer, and 


(b) the amount, if any, by which the capital cost to the taxpayer 

of that property. exceeds the total of the amounts, if any, realized 

by the taxpayer on account of the proceeds of disposition. 
Related Provisions: 20(1)(a) — Capital cost of property; 50(1)(a) — Deemed dispo- 
sition where debt becomes bad ‘debt; 79.1(7)(d) — Deduction by creditor for bad debt 
where property seized; 79.1(8) — No deduction for principal amount of bad debt where 
property seized by creditor. See also at end of s. 20. 


History: Subsec. 20(4) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 15(7), 
applicable with respect to amounts that are established after July 13, 1990 to have be- 
come bad debts:‘Subsec. 20(4) formerly read: 


(4) Uncollectable portion of proceeds of disposition of depreciable pro- 
perty — Where an amount that is owing to a taxpayer as or on account of the 
proceeds of disposition of depreciable property (other than a timber resource pro- 
perty) of the taxpayer of a prescribed class is established by the taxpayer to, have 
become a bad debt in a taxation year, there may be deducted i in computing the. 
taxpayer s income for the ‘year the lesser of 


(a) the amount so owing to the taxpayer, and 
(b) the amount, if any, by which the capital cost to the taxpayer of that pro- 
perty exceeds the aggregate of the amounts, if any, realized by the taxpayer 
on account of the proceeds of disposition. 

Regulations: 7307(1) (prescribed amount). 

Interpretation Bulletins: IT-159R3:, Capital debts established to be bad debts; IT- 


220R2: CCA — proceeds of disposition of depreciable property; IT-442R: Bad debts 
and reserve for doubtful debts. 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 


(4.1) ldem— Where:an amount that is owing to a taxpayer :as-or 
on account of the proceeds of disposition of a timber resource pro- 
perty of the taxpayer is established by the taxpayer to have become 
a bad debt in a taxation year, the amount so owing to the taxpayer 
may be deducted in computing the taxpayer’s income for the-year. 
Related Provisions: 50(1)(a) — Deemed disposition where debt becomes bad. debt; 
79.1(7)(d) — Deduction by creditor for bad debt where property seized; 79.1(8) — No 


deduction for principal amount of bad debt where property seized by creditor. See at 
end of s, 20. 


Interpretation Bulletins: IT-442R: Bad debts and reserve for doubtful debts. 


(4.2) Bad debts re eligible capital property — Where, in re- 
spect of one, or more dispositions of eligible capital property by a 
taxpayer, an amount that is described in paragraph (a) of: the 
description of E in the definition “cumulative eligible capital” in 
subsection 14(5) in respect of the taxpayer is established by the tax- 
payer to have become a bad debt in a taxation year, there shall be 
deducted in computing the taxpayer’s income for the year the 
amount determined by the formula 


(A+B)-(C+D+E+F+G+H) 
where 
A. is the lesser of 


(a) ‘2 of the total of all amounts each of which is such an 
amount that was 'so established to have become a bad debt in 
the year or a preceding taxation year, and 


(b) the amount that is 


(i) where the year ended after Fobra 27, 2000, the 
amount, if any, that would be the total of all amounts de- 
termined by the formula in paragraph 14(1)(b) Cf that 
formula were read without reference to the description of 
D) for the year, or for a preceding taxation year that en- 
ded after February 27, 2000, and 


(ii) where the year ended before February 28, 2000, nil; 
B is the amount, if any, by which 


(a) */4 of the total of all amounts each of which is.such an 
amount that was so established to be a bad debt in the year or 
a preceding taxation year 


exceeds the total of 
(b) *%2 of the amount by which 
(i) the value of A 


S..20(4.2) 


exceeds 


(ii) the amount included in the value of A because of sub- 
paragraph (b)(i) of the description of A in respect of taxa- 
tion years that ended after February 27, 2000 and before 
October 18, 2000, and 


(c) %/s of the amount included in the value of A because of 
subparagraph (b)(i) of the description of A in respect of taxa- 
tion years that ended after. ESOMARY 27, 2000 and before Oc- 
tober 18, 2000; 


C is the total of all amounts each of which is an amount deter- 
mined under subsection 14(1) or (1,1) for the year, or a preced- 
ing taxation year, that ends after October 17, 2000 and in respect 
of which a deduction can reasonably be considered to have been 
claimed under section 110.6 by the taxpayer; 


D is the total of all amounts each of which is an amount deter- 
mined under subsection 14(1) or (1.1) for the year, or a preced- 
ing taxation year, that ended after February 27, 2000 and before 
October 18, 2000 and in respect of which a deduction can rea- 
sonably be considered to have been claimed under section 110.6 
by the taxpayer; 

E is the total of all amounts each of which is an amount deter- 

mined under subsection 14(1) or (1.1) for a preceding taxation 
year that ended before February 28, 2000 and in respect of 
which a deduction can reasonably be considered to have been 
claimed under section 110.6 by the taxpayer; 


F is the total of 


(a) 7/3 of the total of all amounts each of which is the value 
determined in respect of the taxpayer for D in the formula in 
paragraph 14(1)(b) for the year, or a preceding taxation year; 
that ends after October 17, 2000, and 


(b) ¥/ of the total of all amounts each of which is the value 
determined in respect of the taxpayer for D in the formula in 
paragraph 14(1)(b) for the year, or a preceding taxation year, 
that ended after February 27, 2000 and before October 18, 
2000; 


G is the total of all amounts each of which is the value determined 
in respect of the taxpayer for D in the formula in subparagraph 
14(1)(a)(v) (as that subparagraph applied for taxation years that 
ended before February 28, 2000) for a preceding taxation year; 
and 


H is the total of all amounts deducted by the taxpayer under this 
subsection for preceding. taxation years. 


Related Provisions: 12(1)(i.1) — Bad debts recovered; 20(4.3) — Deemed allowa- 
ble capital loss on bad on disposition of eligible capital property; 39(11) — Bad debt 
recovery; 50(1)(a) — Deemed disposition where debt becomes. bad ‘debt; 79.1(7)(d) — 
Deduction by creditor for'bad debt where property seized; 79.1(8) — No deduction for 
principal amount of bad debt where property seized by creditor; 89(1)“capital dividend 
account’’(c):— Capital dividend. account; 257 — Formula cannot calculate to less than 
zero. See also at end of s. 20. 


History: Subsec. 20(4.2) amended by 2001, c. 17, subsec. 13(8), applicable to taxation 
years that end after February 27, 2000 except that, for taxation years that ended after 
February 27, 2000 and before October 18; 2000, 


(a) the reference to'the fraction ‘“/” in para. (a) of the description of A shall be 
read as a reference to the fraction “7/3”; and 


(b) the reference to the fraction “3,” in para. (b) of the description of B shall be 
read as a reference to the fraction “9/8”. 

The subsec. formerly. read: 
(4.2) \dem — Where, in respect of a disposition of eligible capital property by a 
taxpayer, an ‘amount that comes within the terms of paragraph (a) of the descrip- 
tion of E in the definition “cumulative eligible capital” in subsection 14(5) was 
included in the: calculation of the taxpayer’s cumulative, eligible capital and is 
established by the taxpayer to have become a bad debt in a taxation year, there 
shall be deducted in computing the income of the taxpayer for the year 


(a) the amount, if any, by which 
(i) /4 of the total of 


(A) the total of all amounts each of which is such an amount that 
was so established by the taxpayer to be a bad debt in the year, and 


(B) the total of all amounts each of which is such an amount that 
was so established by the taxpayer to be a bad debt in a preceding 
taxation year, 
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exceeds the total of 
(ii) the total of all amounts each of which is 
(A) the taxable capital gain of the taxpayer determined under sub- 
section 14(1) for the year or a preceding taxation year and in respect 
of which a deduction can reasonably be considered to have been 
claimed under section 110.6, or 
(B) an amount determined in respect of the taxpayer for D in sub- 
paragraph 14(1)(a)(v) for the year or a preceding taxation year, and 
(iii) the total of all amounts deducted by the taxpayer under this subsec- 
tion in preceding taxation years 
and the amount, if any, by which 
(b) 3/s of the amount determined under clause (a)(i)(A) for the year 
exceeds 
(c) the amount determined under paragraph (a) for the year 
shall be deemed to be an allowable capital loss of the taxpayer from a disposition 
of capital property by the taxpayer in the year. 
Subpara. 20(4.2)(a)(ii) amended by 1995, c. 3, subsec. 7(2), applicable to taxation years 
that end after February 22, 1994. Subpara. (ii) formerly read: 
(ii) the total of all amounts each of which is an amount determined under subpar- 
agraph 14(1)(a)(v) in respect of the taxpayer for the year or a preceding taxation 
year, and in respect of which a deduction under section 110.6 may reasonably be 


considered to have been claimed, and 
Interpretation Bulletins: IT-123R6: Transactions involving eligible capital 


property. 


(4.3) Deemed allowable capital loss — Where, in respect of 
one or more dispositions of eligible capital property by a taxpayer, 
an amount that is described in paragraph (a) of the description of E 
in the definition “cumulative eligible capital” in subsection 14(5) in 
respect of the taxpayer is established by the taxpayer to have be- 
come a bad debt in a taxation year, the taxpayer is deemed to have 
an allowable capital loss from a disposition of capital property in 
the year equal to the lesser of 


(a) the total of the value determined for A and 7/3 of the value 
determined for B in the formula in subsection (4.2) in respect of 
the taxpayer for the year; and 


(b) the total of all amounts each of which is 


(1) the value determined for C or paragraph (a) of the descrip- 
tion of F in the formula in subsection (4.2) in respect of the 
taxpayer for the year, 


(ii) */4 of the value determined for D or paragraph (b) of the 
description of F in the formula in subsection (4.2) in respect 
of the taxpayer for the year, or 


(iii) 7/3 of the value determined for E or G in the formula in 
subsection (4.2) in respect of the taxpayer for the year. 
History: Subsec. 20(4.3) added by 2001, c. 17, subsec. 13(8), applicable to taxation 


years that end after February 27, 2000 except that, for taxation years that ended after 
February 27, 2000 and before October 18, 2000, 


(a) the reference to the fraction “*/3” in para. (a) and subpara. (b)(iii) shall be read 
as a reference to the fraction “*/s”; and 


(b) subpara. (b)(ii) shall be read without reference to the expression ““/s of”. 


(5) Sale of agreement for sale, mortgage or hypothecary 
claim included in proceeds of disposition — Where depre- 
ciable property, other than a timber resource property, of a taxpayer 
has, in a taxation year, been disposed of to a person with whom the 
taxpayer was dealing at arm’s length, and the proceeds of disposi- 
tion include an agreement for the sale of, or a mortgage or hypothe- 
cary claim on, land that the taxpayer has, in a subsequent taxation 
year, sold to a person with whom the taxpayer was dealing at arm’s 
length, there may be deducted in computing the income of the tax- 
payer for the subsequent year an amount equal to the lesser of 


(a) the amount, if any, by which the principal amount of the 
agreement for sale, mortgage or hypothecary claim outstanding 
at the time of the sale exceeds the consideration paid by the pur- 
chaser to the taxpayer for the agreement for sale, mortgage or 
hypothecary claim, and 


(b) the amount determined under paragraph (a) less the amount, 
if any, by which the proceeds of disposition of the depreciable 
property exceed the capital cost to the taxpayer of that property. 


Income Tax Act, Part I, Division B 


Related Provisions: See at end of s. 20. 


History: The portion of subsec. 20(5) before para. (b) amended by 2001, c. 17, subsec. 
203(2), in force June 14, 2001. That portion formerly read: 


(5) Sale of agreement for sale or mortgage included in proceeds of dispo- 
sition — Where depreciable property, other than a timber resource property, of a 
taxpayer has, in a taxation year, been disposed of to a person with whom the 
taxpayer was dealing at arm’s length, and the proceeds of disposition include an 
agreement for sale of or mortgage on land that the taxpayer has, in a subsequent 
taxation year, sold to a person with whom the taxpayer was dealing at arm’s 
length, there may be deducted in computing the income of the taxpayer for the 
subsequent year an amount equal to the lesser of 


(a) the amount, if any, by which the principal amount of the agreement for 
sale or mortgage outstanding at the time of the sale exceeds the considera- 
tion paid by the purchaser to the taxpayer for the agreement for sale or mort- 
gage, and 
Interpretation Bulletins: IT-323: Sale of mortgage included in proceeds of disposi- 
tion of depreciable property (archived). 


(5.1) Sale of agreement for sale, mortgage or hypothecary 
claim included in proceeds of disposition — Where a timber 
resource property of a taxpayer has, in a taxation year, been dis- 
posed of to a person with whom the taxpayer was dealing at arm’s 
length, and the proceeds of disposition include an agreement for 
sale of, or a mortgage or hypothecary claim on, land that the tax- 
payer has, in a subsequent taxation year, sold to a person with 
whom the taxpayer was dealing at arm’s length, there may be de- 
ducted in computing the income of the taxpayer for the subsequent 
year the amount, if any, by which the principal amount of the agree- 
ment for sale, mortgage or hypothecary claim outstanding at the 
time of the sale exceeds the consideration paid by the purchaser to 
the taxpayer for the agreement for sale, mortgage or hypothecary 
claim. 

Related Provisions: See at end of s. 20. 

History: Subsec. 20(5.1) amended by 2001, c. 17, subsec. 203(3), in force June 14, 
2001. The subsec. formerly read: 


(5.1) Idem — Where a timber resource property of a taxpayer has, in a taxation 
year, been disposed of to a person with whom the taxpayer was dealing at arm’s 
length, and the proceeds of disposition include an agreement for sale of or mort- 
gage on land that the taxpayer has, in a subsequent taxation year, sold to a person 
with whom the taxpayer was dealing at arm’s length, there may be deducted in 
computing the income of the taxpayer for the subsequent year the amount, if any, 
by which the principal amount of the agreement for sale or mortgage outstanding 
at the time of the sale exceeds the consideration paid by the purchaser to the 
taxpayer for the agreement for sale or mortgage. 


(6) Special reserves — Where an amount is deductible in com- 
puting income for a taxation year under paragraph (1)(m) as a re- 
serve in respect of 

(a) articles of food or drink that it is reasonably anticipated will 

have to be delivered after the end of the year, or 

(b) transportation that it is reasonably anticipated will have to be 

provided after the end of the year, 
there shall be substituted for the amount determined under that par- 
agraph an amount not exceeding the total of amounts included in 
computing the taxpayer’s income from the business for the year that 
were received or receivable (depending on the method regularly fol- 
lowed by the taxpayer in computing the taxpayer’s profit) in the 
year in respect of 

(c) articles of food or drink not delivered before the end of the 

year, or 

(d) transportation not provided before the end of the year, 


as the case may be. 


Related Provisions: 12(1)(e) — Reserves in respect of certain goods and services, 
etc., rendered. See also at end of s. 20. 


Interpretation Bulletins: IT-154R: Special reserves. 
(7) Where para. (1)(m) does not apply — Paragraph (1)(m) 
does not apply to allow a deduction 
(a) as a reserve in respect of guarantees, indemnities or 
warranties; 


(b) in computing the income of a taxpayer for a taxation year 
from a business in any case where the taxpayer’s income for the 
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year from that business is computed in accordance with the 
method authorized by subsection 28(1); or 


(c) as a reserve in respect of insurance, except that in computing 
an insurer’s income for a taxation year from an insurance busi- 
ness, other than a life insurance business, carried on by it, there 
may be deducted as a policy reserve any amount that the insurer 
claims not exceeding the amount prescribed in respect of the in- 
surer for the year. 
Selected Cases [para. 20(7)(c)]: Gore Mutual Insurance Co. v. R.,; [1997] 2 C:T.C. 
2530 (TCC) (Decision in Co-Operators General Insurance not affected by SCC deci- 
sion in Notre-Dame de Bons Secours). 
Related Provisions: 12(1)(e)— Income inclusion in following year; 12(1)(s) — 
Reinsurance commission; 12.5(1)“reserve transition amount’ — Insurer’s transitional 
rules — accounting changes; 18(1)(e.1) — Unpaid policy claims; 20(26) — Deduction 
for unpaid claims reserve adjustment; 87(2.2)— Amalgamation of © insurers; 
88(1)(g) — Windup of subsidiary insurer; 138(3)(a)(i) — Policy, reserves for life insur- 
ance. business; 139.1(8)(b) — No deduction for policy dividend paid on demutualiza- 
tion; Reg. 8100(a) — Unpaid claims reserve adjustment. See also at end of s. 20. 


History: Para. 20(7)(c) amended by 1997, c. 25, subsec. 5(2), applicable to 1996 et 
seq. Para. (c) formerly read: 


(c) as a reserve in respect of insurance, except that an insurance corporation may, 
in computing its income for a taxation year from an insurance business, other 
than a life insurance business, carried on by it, deduct as policy reserves such 
amounts as are prescribed for the purposes of this paragraph. 


Selected Cases [subsec. 20(7)]: Sears Canada Inc. v. Canada, [1989] 1.C.T.C. 
127 (FCA); leave to appeal to SCC refused (1989), 100 N.R. 160 (note), (sub nom. 
Sears Can. Inc. v: MNR) (Maintenance agreement for appliances constituted indem- 
nity; reserves disallowed);. Amesbury Distributors Ltd. v. R., [1984] C.T.C. 667 
(FCTD) (Reserve from fee charged to dealers for after-sales service disallowed); Mister 
Muffler Ltd. v. R., [1974] C.T.C. 813 (FCTD) (No reserve permitted for part of 
purchase price constituting contingent allowance for'replacement). 


Regulations: .1400(1). (amount prescribed for 20(7)(c)); for structured settlement 
reserves, see Reg. 1400(3)E; for earthquake reserves, see Reg. 1400(3)L. 
Interpretation Bulletins: IT-154R: Special reserves. 


(8) No deduction in respect of [sale of] property in certain 
circumstances — Paragraph (1)(n) does not apply to allow a de- 
duction in computing the income of a taxpayer for a taxation year 
from a business in respect of a property sold in the course of the 
business if 


(a) the taxpayer, at the end of the year or at any time in the im- 
mediately following taxation year, 


(i) was exempt from.tax under any provision. of. this Part, or 


(ii) was not resident in Canada and did not carry on the busi- 
ness in Canada; or 


(b) the sale occurred more than 36 months before the end of the 
year. 


Proposed Addition — - 20(8)(c), (d) a 


(6) the purchaser of the. property sold. Was a eerpersfion Gok: 
immediately after the sale, _ , 


(i) was controlled, directly « or “ndiretly. i in any 1 manner 
whatever, by the taxpayer, . 


ii) was controlled, | idindenlye or sdnimineoity Hh in ida manner” 
whatever, by a person or group ‘OL persons © that controlled 
the taxpayer, 
whatever, Of =. «4 2 Ae Deo 


ii) controlled the. taxpayer, ogee or Fn in any 
manner whatever; or 


(d) the purchaser of the property sold was a partners 
which the taxpayer was, ree ater the ee a majority: 
interest partner. 


Application: The July 16, 2010 draft ie (Part 1— ona abe. PO), 
will add paras. 20(8)(c):and (d), applicable in respect of property sold by a 
after December 20, 2002. However, if a property so sold pursuant to an agreement in 
writing made before December 21, 2002 is transferred to the purchaser before 2004 


(a) subsec. 20(8), as it read immediately before its amendment, carne in ee 
of the property; and 


(b) for the purpose of applying para. 20(1)(n) to the taxpayer or a taxation year 
in respect of the property, a reasonable amount as a reserve in respect of an 
amount not due in respect of the sale may not exceed the amount that would be 
reasonable if the proceeds from any subsequent disposition of the property that 


Letter from Dept. of nance, Oct. 9, 2003: : 


ae or eee in any manner 


S. 20(10) 


the purchaser receives before - ne ot the: taxation = were © received uF “ 
taxpayer: “iolloubed bis saonnowcs ¢ 


Technical Notes (July S60) Paragraph 20(1)(n) allows a taxpayer to claim a 
reserve in respect of the taxpayer’s profit from the sale of certain property, where all 
or part of the proceeds of the sale are not due until at least two years after the time of 
sale. However, subsection 20(8) provides that this reserve is limited to taxation years 
that end less than 36 months after the time of the sale. For example, where the taxa- 
tion year is 12 months, the reserve is available in he taxation: sie in which the sale 
occurred and the two subsequent taxation years. - : Z 


New ‘paragraphs 20(8)(c) and (d) generally ee in respect of £ dispéaiibns of pro- — 


perty that occur after December 20, 2002, to provide that the reserve under paragraph 


20( 1)(n) is not available to a taxpayer where the purchaser of the property is a corpo- 
ration controlled by the eapaver or is a i at of which the aye is a major-_ 
ity interest partner. — oe : 


Dear [xxx]: 


I am writing i in response. to your, ious of August: 13, 2003, in which you ee 
that an amendment to subsection. 20(8) of the Income Tax Act (the “Act”), proposed 
in the package of i income tax technical amendments released on December 20, 2002, 
be modified to provide transitional relief i in Tespect, of agreements entered into on or 
before that date. 


The proposed amenineats provide that: a reserve tide: ouprph 20(1)(n) of the Act 
in respect of a property is not available to a taxpayer where the purchaser of the 
property is a corporation controlled by the taxpayer or is a partnership of which the 
taxpayer is a majority interest partner. A similar amendment is proposed to subsec- 
tion 44(7) of the Act in respect of the availability of a capital gains reserve to a — 
partnership of which the transferor i is a Majority interest partner. S 


Grandfathering i is generally not provided i in respect of non-arm’s Jength transactions, 
reflecting the ability of non-arm’s length parties to either accept the proposed tax 
changes or unwind incomplete transactions, However, we recognize that in certain 
circumstances a taxpayer may have relied on such an agreement when contracting | 
with arm’s length third parties. As such, -we will propose to the Minister of Finance _ 
that property transferred before 2004, pursuant to an agreement in writing made 
before December 21, 2002, not be subject to the proposed amendment. However, the 
amount that the transferor would be entitled to claim as a reserve for a taxation year 
under parag aph 20 1)(n) of the Act would reduced if the transferee has received, 
before the end of the taxation year of the transferor, proceeds from: a subsequent 
disposition of the property. In_ such a case, the reserve of the transferor in respect of a 
property would be limited to the amount that would be calculated as if the proceeds - 
from the subsequent disposition of the Property had been nee to the transferor as 
proceeds. from. the original transfer. 


We will seppimnend similar etanltathedie | in respect ot the proposed ase to 
subsection 44(7) of the Act. . — i 


Thank you for pune this matter 2 me ator: 


Yours sincerely 


Brian Ernewein, Director, Tax t cotslation Division, Tax ‘Policy Branch 


Related Provisions: 149 — Exemptions; 256(5.1) — Meaning of “controlled, di- 
rectly or indirectly”. See also at end of s. 20. 


Interpretation Bulletins: IT-152R3: Special reserves — sale of land; IT-154R: Spe- 
cial reserves. 


(9) Application of para. (1)(cc) — In lieu of making any deduc- 
tion of an amount permitted by paragraph (1)(cc) in computing a 
taxpayer’s income for a taxation year from a business, the taxpayer 
may, if the taxpayer so elects in prescribed manner, make a deduc- 
tion of '/i0 of that amount in computing the taxpayer’s income for 
that taxation year and a like deduction in computing the taxpayer’s 
income for each of the 9 immediately following taxation years. 


Related Provisions: 13(12) — Application of 20(1)(cc); 96(3) — Election by mem- 
bers of partnership. See also at end of s. 20. 


Regulations: 4100 (prescribed manner). 
Interpretation Bulletins: IT-99R5: Legal and accounting fees. 


(10) Convention expenses — Notwithstanding paragraph 
18(1)(b), there may be deducted in computing a taxpayer’s income 
for a taxation year from a business an amount paid by the taxpayer 
in the year as or on account of expenses incurred by the taxpayer in 
attending, in connection with the business, not more than two con- 
ventions held during the year by a business or professional organi- 
zation at a location that may reasonably be regarded as consistent 
with the territorial scope of that organization. 

Related Provisions: 67.1(3) — Meals and entertainment included in fee for conven- 


tion; Canada-U.S. Tax Treaty:Art. XXV:9 — Fees for convention held in U.S. deducti- 
ble if would be deductible in Canada. See also at end of s. 20. 
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S. 20(10) 


Selected Cases [subsec. 20(10)]: Wees v. Canada, [1995] 1 C.T.C. 2711 (FCA) 
(Seminars and inhouse meetings held to be conventions and deductions limited). 
Interpretation Bulletins: IT-131R2: Convention expenses; IT-357R2: Expenses of 
training. 


(11) Foreign taxes on income from property exceeding 
15% — In computing the income of an individual from a property 
other than real property for a taxation year after 1975 that is income 
from a source outside Canada, there may be deducted the amount, if 
any, by which, 


Proposed Amendment — 20(11) opening words 


Application: The July 16, 2010 draft legislation (Part 2 —bijuralism), subsec. 
183(3), will amend the opening words of subsec. 20(11) by substituting “real or im- 
movable property” for “real property”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(a) such part of any income or profits tax paid by the taxpayer to 
the government of a country other than Canada for the year as 
may reasonably be regarded as having been paid in respect of an 
amount that has been included in computing the taxpayer’s in- 
come for the year from the property, 


exceeds 


(b) 15% of the amount referred to in paragraph (a). 


Related Provisions: 20(12) — Deduction for foreign tax as alternative to credit; 
94(3)(b) [proposed]— Application to trust deemed resident in Canada; 
104(22)-(22.4) — Foreign tax credit (FTC) for beneficiaries of trust; 126(1) — FTC; 
126(7)“non-business-income tax”(b) — Limitation on FTC; 144(8.1) — Employees 
profit sharing plan — FTC; Canada-U.S. Tax Treaty:Art. XXIX:5(c) — Optional rule 
for US “S” corporation. See also at end of s. 20. 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trusts and beneficiaries; 
IT-270R3: Foreign tax credit; IT-506: Foreign income taxes as a deduction from 
income. 


(12) Foreign non-business income tax — In computing a tax- 
payer's income for a taxation year from a business or property, 
there may be deducted such amount as the taxpayer claims not ex- 
ceeding the non-business income tax paid by the taxpayer for the 
year to the government of a country other than Canada (within the 
meaning assigned by subsection 126(7) read without reference to 
paragraphs (c) and (e) of the definition “non-business-income tax” 
in that subsection) in respect of that income, other than any such 
tax, or part thereof, that can reasonably be regarded as having been 
paid by a corporation in respect of income from a share of the capi- 
tal stock of a foreign affiliate of the corporation. 


Proposed Amendment — 20(12) | 


(12) Foreign non-business income tax — In computing the 
income of a taxpayer who is resident in Canada at any time in a 
taxation year from a business or property for the year, there may 
be deducted any amount that the taxpayer claims that does not 
exceed the non-business income tax paid by the taxpayer for the 


year to the government of a country other than Canada (within the _ 
meaning assigned by subsection 126(7). read without reference to , 


paragraphs (c) and (e) of the definition “non-business i income tax” 


in that subsection) in respect of that income, other than any of © 
those taxes paid that can, in whole or in part, reasonably be re- 
garded as having been paid by a corporation in respect of income _ 
from a share of the capital stock of a foreign affiliate of the _ 


corporation. 


Application: The July 16, 2010 draft legislation (Part 1 a, snbeee. 12(2), 
will amend subsec. 20(12) to read as above, applicable after December 20, 2002 in 
respect of taxes paid at any time. 


Technical Notes (July 2010): Subsection 20(12) allows a taxpayer to deduct, in 
computing income for a taxation year from a business or property, non-business in- 
come taxes paid to a foreign government in respect of the income. The subsection is 
amended to make explicit the requirement that the taxpayer claiming the deduction 
be resident in Canada during all or part of the year for which the claim is made. This 
amendment is clarifying only, and applicable after December 20, 2002. (Accord- 
ingly, the amendment is effective for any application of the Act after that date.) _ 


Related Provisions: 20(11) — Deduction to limit foreign tax credit of individual; 
93.1(1) — Where shares are owned by partnership; 94(3)(b) [proposed] — Application 
to trust deemed resident in Canada; 104(22)-(22.4) — Foreign tax credit for benefi- 
ciaries of trust; 126(1) — Foreign tax credit; 126(1.1) — Application to authorized for- 


Income Tax Act, Part I, Division B 


eign bank; 126(7)“non-business-income tax”(c) — Limitation on foreign tax credit. See 

also at end of s. 20. 

History: Subsec. 20(12) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 9(3), 

applicable to 1992 et seq. Subsec. 20(12) formerly read: 
(12) In computing the income of a taxpayer for a taxation year, there may be 
deducted such amount as the taxpayer may claim not exceeding the non-business 
income tax paid by the taxpayer for the year to the government of a country 
other than Canada (within the meaning assigned by the definition “non-business- 
income tax” in subsection 126(7) if that definition read without reference to 
paragraphs (c) and (e) thereof) other than any such tax, or part thereof, that may 
reasonably be regarded as having been paid by a corporation in respect of in- 
come from a share of the capital stock of a foreign affiliate of the corporation. 


Selected Cases [Subsec. 20(12)]: Kaiser v. MNR, [1991] 2 C.T.C. 2168 (TCC) 
(No deduction for foreign non-business income); Taylor v. Canada, [1991] 1 C.T.C. 
304 (FCA) (Deduction allowed in respect of non-business income tax paid during pe- 
riod of residence only). 

Interpretation Bulletins: IT-201R2: Foreign tax credit — trusts and beneficiaries; 
IT-270R3: Foreign tax credit; IT-506: Foreign income taxes as a deduction from 
income. 


(12.1) Foreign tax where no economic profit — In computing 
a taxpayer’s income for a taxation year from a business, there may 
be deducted the amount that the taxpayer claims not exceeding the 
lesser of 


(a) the amount of foreign tax (within the meaning assigned by 
subsection 126(4.1)) that 


(i) is in respect of a property used in the business for a period 
of ownership by the taxpayer or in respect of a related trans- 
action (as defined in subsection 126(7)), 


(ii) is paid by the taxpayer for the year, 


(iii) is, because of subsection 126(4.1), not included in com- 
puting the taxpayer’s business-income tax or non-business- 
income tax, and 


(iv) where the taxpayer is a corporation, is not an amount that 
can reasonably be regarded as having been paid in respect of 
income from a share of the capital stock of a foreign affiliate 
of the taxpayer, and 


(b) the portion of the taxpayer’s income for the year from the 
business that is attributable to the property for the period or to a 
related transaction (as defined in subsection 126(7)). 


Related Provisions: 20(13) — Deduction for foreign tax on dividend from foreign 
affiliate; 126(1.1) — Application to authorized foreign bank. 


History: Subsec. 20(12.1) added by 1999, c. 22, subsec. 9(2), applicable to 1998 er 
seq. 


(13) Dividend on share from foreign affiliate of taxpayer — 
In computing the income for a taxation year of a taxpayer resident 
in Canada, there may be deducted such amount in respect of a divi- 
dend received by the taxpayer in the year on a share owned by the 
taxpayer of the capital stock of a foreign affiliate of the taxpayer as 
is provided by subdivision i. 

Related Provisions: 20(12.1) — Deduction for foreign tax where no economic 
profit; 91(5) — Amount deductible in respect of dividends received from foreign affili- 


ate; 93.1(2) — Dividends received from foreign affiliate by partnership; 113(1) — De- 
duction re dividend received from foreign affiliate. See also at end of s. 20. 


(14) Accrued bond interest — Where, by virtue of an assign- 
ment or other transfer of a debt obligation, other than an income 
bond, an income debenture, a small business development bond or a 
small business bond, the transferee has become entitled to an 
amount of interest that accrued on the debt obligation for a period 
commencing before the time of transfer and ending at that time that 
is not payable until after that time, that amount 


(a) shall be included as interest in computing the transferor’s in- 
come for the transferor’s taxation year in which the transfer oc- 
curred, except to the extent that it was otherwise included in 
computing the transferor’s income for the year or a preceding 
taxation year; and 


(b) may be deducted in computing the transferee’s income for a 
taxation year to the extent that the amount was included as inter- 
est in computing the transferee’s income for the year. 
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Related Provisions: 12(9) — Deemed accrual; 16(3) — Purchase of bond) at a’ dis- 
count; 20(21) — Deduction on disposition of debt obligation; 53(2)(1) — Adjusted cost 
base — amounts to be deducted; 138(12)“gross investment revenue”E(b) — Inclusion 
in gross investment revenue of insurer; 142.4(1)“tax basis’’(m) — Disposition of speci- 
fied debt obligation by financial institution; 142.4(3)(b)— Disposition of. specified 
debt obligation by financial institution; 142.5(3)(a) — Mark-to-market debt obligation; 
214(6) — Deemed interest; 214(9) — Deemed resident. See also at end of s. 20. 


Selected Cases [subsec. 20(14)]: Trzop v. R., [2000] 4 C.T.C. 2093 (TCC) (Gain 
from deemed disposition of asset did not change basis of assessment from which earlier 
appeal taken); Antosko (H.B.) v. Canada, [1994] 2.C.T:C. 25. (SCC), (Ability to. claim 
deduction not dependent on inclusion of interest by transferor). 


Regulations: 211 (information return by financial institution). 


Interpretation Bulletins: IT-396R: Interest income; IT-410R: Debt obligations — 
accrued interest en transfer (archived). 


(14.1) Interest on debt obligation — Where a person who has 
issued a debt obligation, other than an income bond, an income de- 
benture, a small business development bond or a small business 
bond, is obligated to pay an amount that is stipulated to be interest 
on that debt obligation in respect of a period before its issue (in this 
subsection referred to as the “unearned interest amount’) and it is 
reasonable to consider that the person to whom the debt obligation 
was issued paid to the issuer consideration for the debt obligation 
that included an amount in respect of the unearned interest amount, 


(a) for the purposes of subsection (14) and section 12, the issue 


of the debt obligation shall be deemed to be an assignment of the 
debt obligation from the issuer, as transferor, to the person to 
whom the obligation was issued, as transferee, and an amount 
equal to the unearned interest amount shall be deemed to be in- 
terest that accrued on the obligation for a period commencing 
before the issue and ending at the time of issue; and 


(b) notwithstanding paragraph (a) or any other provision of this 
Act, no amount that can reasonably be. considered to be an 
amount in respect of the unearned interest.amount shall be de- 
ducted or included in computing the income of the issuer. 


Related Provisions: 261(7)-(10) — Functional currency reporting: See also at énd 
of.s. 20. 


(15) [Repealed] 


History: Subsec. 20(15) repealed by 2003, c. 28, subsec. 3(2), applicable to taxation 
years that end after 2002. The subsec. formerly read: 
(15) Regulations — For greater certainty it is hereby declared that, in the case 
of a regulation made under paragraph (1)(v.1) allowing to a taxpayer an amount 
in respect of natural accumulations of petroleum or natural gas in:Canada, oil or 
gas wells in Canada or mineral resources in Canada, 


(a) there may be allowed to the taxpayer by that regulation an amount in 
respect of any or all such accumulations, wells or resources; and 


(b) notwithstanding any other provision contained in this Act, the Governor, 
in Council may prescribe the formula by which the amount that may be al- 
lowed to the taxpayer by that regulation shall be determined. 


(16) Terminal loss — Notwithstanding paragraphs 18(1)(a), (b) 
and (h), where at the end of.a taxation year, 


(a) the total of all amounts used to determine A to D in the defi- 
nition “‘undepreciated capital cost’ in, subsection 13(21) in re- 
spect of a taxpayer’s depreciable property of a particular class 
exceeds the total of all amounts used to determine E to J in that 
definition: 4 in respect of that property, and 


Proposed Amendment — as ~ 20(1 6)(a). nn 


Ley 


oa) the total of all amounts used to de e ermine & to D. 1 in the 


pipeke of a taxpayer’ nf depreciable open of a particular 
class exceeds the total of all amounts used to determin Eto K 
in that ieee aie in aaa of a property, ue 


after February 3, 1998. 


Technical Notes (July 201 0): Subsection 20(16) permits a taxpayer to ‘deduc 
computing the taxpayer’s income for a year, the terminal loss of the taxpayer i in re- 


spect of a class of depreciable property at the end of the year. That subsection is _ 


amended to add a reference to the new descriptions of D.1 and K of the definition 
“undepreciated capital cost’ in subsection 13(21). For information about those Poe 
descriptions, see the commentary to subsection 13(1). yy ay 


S. 20(16.1) 


This amendment corrects a technical deficiency, == 


(b) the taxpayer no longer owns any property "of that class, 
in computing the taxpayer’s income for the year 


(c) there shall be deducted the amount of the excess determined 
under paragraph (a), and 


(d) no amount shall be deducted for the year under paragraph 
(1)(a) in respect of property of that class. 


Related Provisions: 13(1) — Recapture where E to J exceed A to D; 13(6) — 
Misclassified property; 13(21.1) — Limitation on disposition of a building; 13(21.2) — 
Limitation where affiliated person acquires the property; 20(16.1) — Limitations on 
terminal loss; 20(16.2) — Meaning of “taxation year” and “year”; 20(16.3) — Property 
disposed of after ceasing business; 28(1)(g) — Deduction from farming or fishing in- 
come when using cash method; 70(13) — Capital cost of depreciable property..on 
death; 80(9)(c) — Reduction of capital cost on debt forgiveness ignored for CCA 
purposes; 132.2(1)(d) [to be repealed], 132.2(5)(d) [draft] — Deemed capital cost of 
depreciable property following mutual fund reorganization; 138(11.8) — Rules on 
transfer of depreciable property; 164(6)(b) — Disposition of property by legal repre- 
sentative of deceased taxpayer. See. also at end of s..20. 

History: That portion of subsec.,20(16) following para. (d) repealed by 1994, c; 7, 


Sch. If (1991, .c. 49), subsec. 15(8), applicable to taxation years beginning after July 13, 
1990. That portion formerly read: 


and the amount of the excess determined under paragraph (a). shall be deemed to 
have been deducted under paragraph (1)(a) in computing the taxpayer’s income 
for the year from a business or property, 


Selected Cases [subsec. 20(16)]: Landrus v. R., [2009] 4 C.T.C. 189 (FCA) (No 
frustration of stop-loss rules in transfer to partnership); Duncan v. R., [2002] 4 C.T.C. 1 
(FCA) (Statutory purpose of CCA scheme apparent and was abused by transactions); 
Gordon v. Canada, [1995] 2 C.T.C. 2185 (TCC) (Uncompleted film held to be “depre- 
ciable property”. Terminal loss allowed). 


Interpretation Bulletins: IT-195R4: Rental property — CCA * restrictions; IT- 
288R2: Gifts of capital properties to a charity and others; IT-464R: CCA — leasehold 
interests; IT-465R: Non-resident beneficiaries of trusts; IT-478R2:, CCA — recapture 
and terminal loss; IT-522R: Vehicle, travel and sales expenses of employees. 


(16.1) Idem — Subsection (16) does not apply in respect of a pas- 
senger vehicle of a taxpayer that has. a cost to the taxpayer in excess 


of. $20,000 or such other amount. as is prescribed. 


"Proposed Amendment — 20(16.1) 


| aed 1 Non-application « of subsec. (16) Subsection (16) 


does not apply — au 1 


(a) in respect = a passenger igenfete bt a nepyer that fis a 
cost to the taxpayer in excess of $20,000 or any other amount 
that is prescribed; and 


(b) in’ respect ‘of a taxation year in respect “Ol a ‘property that 
was a former property deemed Py athens Dh Aes cate or ) 
5 fo.be owned by the taxpayer, if 


1@ within 24 months after the taxpayer est sowiel the OE : 
_ mer property, the taxpayer or a person not dealing at arm’s ~ 
length with the taxpayer acquires a similar property in re- 
spect of the same ftked: neat to which the. former Pepe 

applied, and : 


a) ae the. end én the Cation year, Ae incepieyebe or the per- 
son owns the similar property or another similar property in 
respect of the same seeace os to which ther founen wise 

_ perty applied. iy ad 
Aenieeten ‘The July 16, 2010 draft lepislasion (Part 1 oe cokes, 12(4), 


will amend subsec. 20(16.1) to read as above, applicable in respect of taxation years 
that end after December 20, 2002. 


Technical Notes (July 2010): Subsection 20(16.1) provides that a terminal loss 
under subsection 20(16) in respect of a depreciable property that is a “passenger ve- 
hicle” costing more than a prescribed amount (currently set at $30, 000) is not deduct- 
ible in computing income. That rule is renumbered as paragraph 20(16.1)(a) and new _ 
paragraph 20(16.1)(b) is added, applicable to taxation years that end after December 
20, 2002. These amendments are made concurrently with the addition of subsections 
13(4.2) and (4.3) and with the amendment of the definition “former business. viBIr 
perty” in subsection 248(1). / , 


New paragraph 2016: 1)(b) Bec ades that a ccoieal loss is not avaliable in ae of 
another person’s former business property that was deemed under paragraph 
13(4.3)(a) or (b) (as the result of a joint election under subsection 13(4.2) by the 
taxpayer and the other person) to be owned by the taxpayer. For further information, 
refer to the commentary to subsections 13(4.2) and (4.3). 
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S. 20(16.1) 


Related Provisions: 13(2) — No recapture on luxury automobile; 13(7)(g) — Maxi- 
mum capital cost of passenger vehicle; 13(8) — Disposition after ceasing business, 
20(16.2) — Meaning of “taxation year” and “year”; 87(2)(g.5) — Amalgamation — 
continuing corporation for 20(16.1)(b); Reg. 1100(2.5) — 50% CCA in year of disposi- 
tion. See also at end of s. 20. 
History: Subsec. 20(16.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
9(4), applicable to taxation years and fiscal periods beginning after June 17, 1987 that 
end after 1987. Subsec. 20(16.1) formerly read: 
(16.1) Idem — Notwithstanding paragraph (16)(c), where an excess amount is 
determined under paragraph (16)(a) at the end of a taxation year in respect of a 
passenger vehicle having a cost to a taxpayer in excess of $20,000 or such other 
amount as may be prescribed, that excess amount shall not be deducted in com- 
puting the taxpayer’s income for the year. 
Regulations: 7307(1) (prescribed amount). 
Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss; IT-521R: 
Motor vehicle expenses claimed by self-employed individuals; IT-522R: Vehicle, 
travel and sales expenses of employees. 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 


(16.2) Reference to “taxation year” and “year” of indivi- 
dual — Where a taxpayer is an individual and the taxpayer’s in- 
come for a taxation year includes income from a business the fiscal 
period of which does not coincide with the calendar year, if depre- 
ciable property acquired for the purpose of gaining or producing 
income from the business has been disposed of, each reference in 
subsections (16) and (16.1) to a “taxation year” and “year” shall, for 
greater certainty, be read as a reference to a “fiscal period”. 
Related Provisions: 11(2) — References to “taxation year” and “year”; 20(16.3) — 
Exception — disposition after ceasing business; 249 — Taxation year; 249.1 — Fiscal 
period. 

Origin of subsec. 20(16.2): R.S.C. 1985, c.1 (Sth Supp.) (formerly contained in 
para. 13(3)(a)). 

Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss. 


(16.3) Disposition after ceasing business — Where a tax- 
payer, after ceasing to carry on a business, has disposed of depre- 
ciable property of the taxpayer of a prescribed class that was ac- 
quired by the taxpayer for the purpose of gaining or producing 
income from the business and that was not subsequently used by the 
taxpayer for some other purpose, in applying subsection (16) or 
(16.1), each reference in that subsection to a “taxation year” and 
“year” shall, notwithstanding anything in subsection (16.2), not be 
read as a reference to a “fiscal period”. 

Origin of subsec. 20(16.3): R.S.C. 1985, c.1 (Sth Supp.) (formerly contained in 
para. 13(8)). 

Interpretation Bulletins: IT-478R2: CCA — recapture and terminal loss. 


(17) Reduction of inventory allowance deduction — Not- 
withstanding paragraph 20(1)(gg) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, the deduction allowed 
under that paragraph to a taxpayer for a taxation year shall be re- 
duced by 3% of that proportion of the lesser of 


(a) the cost amount to the taxpayer of the taxpayer’s qualifying 
inventory that was disposed of during the year by the taxpayer in 
a specified transaction to a person with whom the taxpayer was 
not dealing at arm’s length, and 


(b) the cost amount to the taxpayer of the taxpayer’s qualifying 
inventory at the beginning of the year, 


that the number of days in the year and after the date of disposition 
is of 365. 


Proposed Repeal — 20(17) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
183(4), will repeal subsec. 20(17), to come into force on Royal Assent. 


Technical Notes (July 2010): Subsections 20(17) and 20(18) are ne. as the 
provision to which they relate has been repealed, 


Selected Cases [subsec. 20(17)]: Brault-Clement Inc. v. Canada, [1992] 1 C.T.C. 
44 (FCA); leave to appeal to SCC refused (Sept. 24, 1992), Doc. 22970 [unreported] 
(Taxpayer was mandatary of provincial government in collecting tobacco tax; tax not 
part of “cost amount” of tobacco products in inventory); Plaza Pontiac Buick Ltd. v. 
MNR, [1991] 2 C.T.C. 259 (FCTD); aff'd [1994] 1 C.T.C. 27 (FCA) (Automobiles 
leased to customers not “held for sale”). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Income Tax Act, Part I, Division B 


(18) Definitions — For the purposes of this subsection and sub- 
section (17), 


“qualifying inventory” means tangible property described in sub- 
paragraphs 20(1)(gg)(i) and (ii) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, other than real property or 
an interest therein or property of a taxpayer that becomes property 
of a new corporation by virtue of an amalgamation or merger; 


“specified transaction” means 


(a) a distribution by a corporation of qualifying inventory on or 
in the course of its winding-up, 


(b) a disposition by a taxpayer of all or a substantial part of the 
taxpayer’s qualifying inventory, or 

(c) a disposition at a particular time of qualifying inventory by a 
taxpayer one of the principal purposes of which was to permit a 
person with whom the taxpayer does not deal at arm’s length to 
obtain a deduction in respect thereof under paragraph 20(1)(gg) 
of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, for that person’s first taxation year commencing 
after the particular time, 


but does not include any such distribution or disposition by a tax- 
payer to another person during a taxation year of that other person 
that ends at least 11 months after the commencement of the taxation 
year of the taxpayer during which the distribution or disposition 
occurs. 


1.T. Application Rules: 69 (meaning of “/ncome Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952”). 


Proposed Repeal — 20(18) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
183(4), will repeal subsec. 20(18), to come into force on Royal Assent. 


Technical Notes (July 2010): See under 20(17) above. 


(19) Annuity contract — Where a taxpayer has in a particular 
taxation year received a payment under an annuity contract in re- 
spect of which an amount was by virtue of subsection 12(3) in- 
cluded in computing the taxpayer’s income for a taxation year com- 
mencing before 1983, there may be deducted in computing the 
taxpayer’s income for the particular year such amount, if any, as is 
allowed by regulation. 

Related Provisions: 20(20) — Disposal of annuity where payments have not com- 


menced; 148(9)‘‘adjusted cost basis” — Amount deducted reduces adjusted cost basis. 
See also at end of s. 20. 


Regulations: 303 (amounts that may be deducted). 


(20) Life insurance policy [disposed of] — Where in a taxa- 
tion year a taxpayer disposes of an interest in a life insurance policy 
that is not an annuity contract (otherwise than as a consequence of a 
death) or of an interest in an annuity contract (other than a pre- 
scribed annuity contract), there may be deducted in computing the 
taxpayer’s income for the year an amount equal to the lesser of 


(a) the total of all amounts in respect of the interest in the policy 
that were included under section 12.2 of this Act or paragraph 
56(1)(d.1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, in computing the taxpayer’s income 
for the year or a preceding taxation year, and 


(b) the amount, if any, by which the adjusted cost basis (within 
the meaning assigned by section 148) to the taxpayer of that in- 
terest immediately before the disposition exceeds the proceeds 
of the disposition (within the meaning assigned by section 148) 
of the interest that the policyholder, a beneficiary or an assignee 
became entitled to receive. 

Related Provisions: 148(2) — Deemed proceeds of disposition; 248(8) — Occur- 

rences as a consequence of death. See also at end of s. 20. 

History: That portion of subsec. 20(20) preceding para. (b) substituted by 1994, c. 7, 


Sch. II (1991, c. 49), subsec. 15(9), applicable with respect to dispositions occurring 
after 1989. That portion formerly read: 


(20) Where a taxpayer has in a particular taxation year disposed of an interest in 
a life insurance policy that is not an annuity contract (otherwise than as a conse- 
quence of a death) or an interest in an annuity contract under which annuity 
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payments have not commenced and in respect of which an amount was included 
by virtue of subsection 12.2(1) or (3) of this Act or subsection 12.2(4) of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, in com- 
puting the taxpayer’s income for a taxation year, there may be deducted in com- 
puting the taxpayer’s income for the particular year an amount equal to the lesser 
of 


(a) the total of all. amounts each of which is an amount in-respect of the 
interest in the policy that was included by virtue of subsection 12.2(1), (3).or 
(5) of this Act or subsection 12.2(4) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, in computing the taxpayer’s income 
for the year or a preceding taxation year, and 


Regulations: 304 (prescribed annuity contract — technically does not apply. to this 
subsection). 


1.T. Application:Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-87R2: Policyholders’ 
policies. 


income from life insurance 


(21) [Deduction on disposition of] Debt obligation — 
Where a taxpayer has in a particular taxation year disposed of a 
property that is an interest in a debt obligation for consideration 
equal to its fair market value at the time of disposition, there may be 
deducted in computing the taxpayer’s income for the particular year 
the amount, if any, by which 


(a) the total of all amounts each of which is an amount that was 
included in computing the taxpayer’s income for the particular 
year or a preceding taxation year as interest in respect of that 
property 

exceeds the total:of all amounts each of which is 


(b) the portion of an amount that was received. or became receiv- 
able by the taxpayer in the particular year or a preceding taxa- 
tion year that can reasonably be considered to be in respect of an 
amount described in paragraph (a) and that was not repaid by the 
taxpayer to the issuer of the debt obligation because of an ad- 
justment in respect of interest received before the time of dispo- 
sition by the taxpayer, or 


(c) an amount in respect of that property that was deductible by 
the taxpayer by virtue of paragraph (14)(b) in computing the tax- 
payer’s income for the particular year or a preceding taxation 
year, 
Related Provisions: 12(9) — Deemed accrual; 51(1)(c) — Exchange of convertible 
property is disposition for purposes of 20(21); 142.5(@)(a) — Mark-to-market debt ob- 
ligation; 142.5(8)(c)— First deemed disposition of mark-to-market debt obligation; 
142.5(8.2)(a) — First deemed disposition of specified debt obligation. See also at end 
of s.20: 
History: Para. 20(21)(b) amended by 1994, c.7, Sch. VIII (1993, c. 24), subsec. 9(5), 
applicable with respect to dispositions occurring after December 20, 1991. Para. 
20(21)(b) formerly read: 
(b) the portion of an amount that was received or became receivable by the. tax- 
payer at.or before that time that can reasonably be considered to be in respect of 
an amount described in paragraph (a) and that was not repaid by the taxpayer to 
the issuer of the debt obligation because of an adjustment in respect of interest 
received. before that time by the taxpayer, or 
Para. 20(21)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 15(10), applica- 
ble to 1986 ef seq. Para. 20(21)(b) formerly read: 
(b) the portion of an amount that was received or became receivable by the tax- 
payer at or before that time as can reasonably be considered to be in respect of an 
amount described in paragraph (a), or 


Interpretation Bulletins: IT-396R: Interest income. 


(22) Deduction for [insurer’s] negative reserves — In com- 
puting an insurer’s income for a taxation year, there may be de- 
ducted the amount included under paragraph 12(1)(e.1) in comput- 
ing the insurer’s income for the preceding taxation year. 

Related Provisions: 87(2.2) — Amalgamation of insurers; 88(1)(g)(i) — Windup of 
subsidiary insurer, 138(11.91)(d.1) — Computation of income for non-resident insurer. 
See also at end of s. 20. 
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History: Subsec. 20(22) added by 1997, c.25, subsec. 5(3), applicable to 1996 et seq. 
Regulations: 1400(2) (negative reserves). 


(23), [Repealed under former Act] 


(24) Amounts paid for undertaking future obligations — 
Where an amount is included under paragraph 12(1)(a) in comput- 
ing a taxpayer’s income for a taxation year in respect of an under- 
taking to which that paragraph applies and the taxpayer paid a rea- 
sonable amount)in a particular taxation year to another person as 
consideration for the assumption by that other person of the tax- 
payer’s obligations in respect of the MRSS ae if the taxpayer and 
the other person jointly so elect, 


(a) the payment may be deducted in computing the taxpayer’s 
income for the particular year and no,amount is deductible under 
paragraph (1)(m) or (m.1) in computing the taxpayer’s income 
for that or any subsequent taxation year in respect of the under- 
taking; and 


(b) where the amount was received by the other person in the 
course of business, it shall be deemed to be an amount described 
in paragraph 12(1)(a). 
Related Provisions: 20(25) — Manner of election; 87(2)(j) — Amalgamations — 
special reserve;-220(3.2), Reg. 600 — Late filing or revocation of election. See also at 
end of s. 20. 


History: Subsec.. 20(24) substituted by 1994, :c. 7, Sch. VIL (1993, .c..24), subsec: 
9(6), applicable to 1991 et seg. Subsec. 20(24) formerly read: 


(24) Where a, taxpayer has under paragraph.12(1)(a) included in computing the 
taxpayer’s income for a taxation year amounts in respect of services not rendered 
or goods not delivered before the end of the year and the taxpayer has paid a 
reasonable amount in/a particular taxation year to another taxpayer for undertak- 
ing to provide those services or goods, if the payer and the recipient have jointly 
so elected, the following rules apply: 


(a) the payer may deduct the payment in computing the payer’s income for 
the particular year and no amount is deductible in respect of those services 
and goods under paragraph (1)(m) in computing the payer’s income for that 
or any subsequent taxation year; and 


(b) for the purposes of paragraph 12(1)(a), the recipient shall be deemed to 
have received the payment in the course of a business on account of services 
not rendered or goods not delivered before the end of the taxation year in 
which the recipient received the payment. 


Interpretation Bulletins: IT-154R: Special reserves; IT-321R: Insurance agents and 
brokers — unearned commissions (archived). 


Forms: T2 SCH ‘13: Continuity of reserves. 


(25) Manner of election — An election under subsection (24) 
shall be made by notifying the Minister in writing on or before the 
earlier of the days on or before which either the payer or the reécipi- 
ent is required to file a return of income pursuant to section 150 for 
the taxation year in which the payment to which the election relates 
was made. 


Related Provisions: See at end of s. 20. 
Interpretation Bulletins: IT-154R: Special reserves. 


(26) Transition deduction re unpaid claims reserve — An 
insurer may, deduct, in computing its income for its taxation year 
that includes February 23, 1994, such amount as the insurer claims 
not exceeding the: amount prescribed to be the insurer’s unpaid 
claims reserve adjustment. 

Related Provisions: 12.3 — Net reserve inclusion; 20(7)(c) — Deduction for policy 


reserves; 87(2)(g.1) — Amalgamation; Reg. 1400 — Deduction for policy reserves. 
See also at end of s. 20. 


History: Subsec. 20(26) amended by 1995, c. 3, subsec. 7(3), applicable to taxation 

years that include February 23, 1994. Subsec. (26) formerly read: 
(26) Deduction re net reserve adjustment — In computing the income from a 
business of a taxpayer who is an insurer or whose business includes the lending 
of money for the taxpayer’s first taxation year that:commences after June 17, 
1987 and ends after 1987, there may be deducted an amount equal to the tax- 
payer’s prescribed amount of net reserve adjustment or such lesser amount as the 
taxpayer may claim. 

Regulations: 8100 (unpaid claims reserve adjustment). 

(27) Loans, etc., acquired in ordinary course of busi- 


ness — For the purposes of computing a deduction under para- 
graph (1)(1), (1.1) or (p) from the income for a taxation year of a 


149 


S. 20(27) 


taxpayer who was an insurer or whose ordinary business included 
the lending of money, a loan or lending asset or an instrument or 
commitment described in paragraph (1)(1.1) acquired from a person 
with whom the taxpayer did not deal at arm’s length for an amount 
equal to its fair market value shall be deemed to have been acquired 
by the taxpayer in the ordinary course of the taxpayer’s business of 
insurance or the lending of money where 


(a) the person from whom the loan or lending asset or instru- 
ment or commitment was acquired carried on the business of in- 
surance or the lending of money; and 


(b) the loan or lending asset was made or acquired or the instru- 
ment or commitment was issued, made or assumed by the per- 
son in the ordinary course of the person’s business of insurance 
or the lending of money. 


Related Provisions: See at end of s. 20. 
Interpretation Bulletins: IT-442R: Bad debts and reserves for doubtful debts. 


(27.1) Application of subsecs. 13(21) and 138(12) — The 
definitions in subsections 13(21) and 138(12) apply to this section. 


Origin of subsec. 20(27.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsecs. 13(21) and 138(12)). 


(28) Deduction [for building] before available for use — In 
computing a taxpayer’s income from a business or property for a 
taxation year ending before the time a building or a part thereof 
acquired after 1989 by the taxpayer becomes available for use by 
the taxpayer, there may be deducted an amount not exceeding the 
amount by which the lesser of 


(a) the amount that would be deductible under paragraph (1)(a) 
for the year in respect of the building if subsection 13(26) did 
not apply, and 


(b) the taxpayer’s income for the year from renting the building, 
computed without reference to this subsection and before de- 
ducting any amount in respect of the building under paragraph 
(1)(a) 

exceeds 


(c) the amount deductible under paragraph (1)(a) for the year in 
respect of the building, computed without reference to this 
subsection, 


and any amount so deducted shall be deemed to be an amount de- 
ducted by the taxpayer under paragraph (1)(a) in computing the tax- 
payer’s income for the year. 


Related Provisions: 20(29) — Deduction before available for use. See also at end of 
s. 20. 


History: Subsec. 20(28) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 15(11), 
applicable to taxation years ending after 1989. 


(29) Idem — Where, because of subsection 18(3.1), a deduction 
would, but for this subsection, not be allowed to a taxpayer in re- 
spect of an outlay or expense in respect of a building, or part 
thereof, and the outlay or expense would, but for that subsection 
and without reference to this subsection, be deductible in computing 
the taxpayer’s income for a taxation year, there may be deducted in 
respect of such outlays and expenses in computing the taxpayer’s 
income for the year an amount equal to the lesser of 


(a) the total of all such outlays or expenses, and 


(b) the taxpayer’s income for the year from renting the building 
or the part thereof computed without reference to subsection 
(28) and this subsection. 


Related Provisions: 18(3.1)(a) — Costs relating to construction of building or own- 
ership of land. See also at end of s, 20. 


History: Subsec. 20(29) added by 1994, c. 7, Sch. II (1991, c: 49), subsec. '15(11), 
applicable in respect of outlays and expenses made or incurred after 1989. 


(30) Specified reserve adjustment — For the purpose of the 
description of N in subclause (1)(1)(Gi)(D)(ID, the specified reserve 
adjustment for a loan of a taxpayer for a taxation year is the amount 
determined by the formula 


0.1(A x B x C/365) 
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where 


A is the carrying amount of the impaired loan that is used or would 
be used in determining the interest income on the loan for the 
year in accordance. with generally accepted accounting 
principles; 

B is the effective interest rate on the loan for the year determined 
in accordance with generally accepted accounting principles; 
and 


C_ is the number of days in the year on which the loan is impaired. 
Related Provisions: See at end of s. 20. 
History: Subsec. 20(30) added by 1998, c. 19, subsec. 81(8), applicable 

(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer elects in writing to have the amendment to para. 20(1)(1) (made 
by 1998, c..19, subsec. 81(4)) apply to the year and files the election with the 
Minister of National Revenue before October 1998. 


Related Provisions [s. 20]: 18 — Limitations on deductions; 67 — Expenses must 
be reasonable; 67.1 — Limitation on expenses for meals and entertainment; 67.3 — 
Limitation re motor vehicle expenses; 78 — Unpaid amounts; 104(5) — Deemed dis- 
position by a trust; 107.2 — Distribution by a retirement compensation arrangement; 
138(11.5)(k) — Transfer of business by non-resident insurer; 138(11.91)(f) — Compu- 
tation of income of non-resident insurer; 209 — “carved-out income” (a). 


Definitions [s. 20]: “adjusted cost base” — 54, 248(1); “allowable capital loss” — 
38(b), 248(1); “amortized cost’, “amount” — 248(1); “amount payable” — (in respect 
of a policy loan) 20(27.1), 138(12); “anniversary day” —12.2(11), 20(1.2); “annu- 
ity” — 248(1); “arm’s length” — 251(1); “assistance” — 79(4), 125.4(5), 248(16), 
(16.1), (18), (18.1); “authorized foreign bank” — 248(1); “available for use” — 
13(27)-(31), 248(19); “borrowed money” — 20(2), 20.1(1), 248(1);. “business” — 
248(1); “business-income tax” — 126(7); “calendar year’ — Interpretation Act 
37(1)(a); “Canada” — 255; “Canadian oil and gas property expense” — 66.4(5), 
248(1); “Canadian partnership” — 102(1), 248(1);. “capital cost’ — 13(7)-(7.4), 
70(13), 128.1(1)(c), 128.1(4)(c), 132.2(1)(d); “capital property’ — 54, 248(1); “class 
of shares” — 248(6); “consequence of the death” — 248(8); “controlled” — 256(5.1), 
(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “cumulative eligible capi- 
tal” — 14(5), 248(1); “deferred amount” — 248(1); “deferred profit sharing plan”, — 
147(1), 248(1); “depreciable property” — 13(21), 248(1); “disposition” — 13(21), 
20(27.1), 248(1); “dividend” — 248(1); “eligible capital property” — 54, 248(1); “em- 
ployee” — 248(1); “employee life and health trust” — 144.1(2), 248(1); “employees 
profit sharing plan” — 144(1), 248(1); “employer” — 248(1); “excluded amount” — 
20(1)(e)(iv.1); “exempt income” — 248(1); “fiscal period” — 249(2), 249.1; “foreign 
affiliate’ —95(1), 248(1); “foreign tax” — 126(4.1); “goods and services tax’? — 
248(1); “immovable” — Quebec Civil Code art. 900-907; “income” — from business 
or property 9(1), (3); “income-averaging annuity contract”, “income bond”, “income 
debenture”, “individual”, “insurance corporation”, “insurer” — 248(1); “interest in real 
property” — 248(4); “interest” — in respect of a policy loan 20(27.1), 138(12); “inter- 
est paid” — 20(2.1); “inventory”, “lending asset’, “life insurance business’ — 248(1); 
“life insurance policy” — 20(2.2), 138(12), 248(1); “majority interest partner’ — 
248(1); “mark-to-market property” — 142.2(1); “mineral resource”, “mining reclama- 
tion trust’, “Minister” — 248(1); “month” — Interpretation Act 35(1); “motor vehi- 
cle” — 248(1); “movable” — Quebec Civil Code art. 900-907; “net cost of pure insur- 
ance” — 148(9)“adjusted cost basis’L(a), Reg. 308; “net income. stabilization 
account” — 248(1); “non-business-income tax’? — 126(7); “non-resident”, “oil or gas 
well” — 248(1); “passenger vehicle”, “person” — 248(1); “policy loan” — 138(12); 
“prescribed” — 248(1); “prescribed annuity contract’ —Reg. 304; “principal 
amount” — 248(1); “proceeds of disposition” — 13(21), 20(27.1); “property” — 
248(1); “province” — Interpretation Act 35(1); “qualifying environmental trust”, “reg- 
istered pension plan” — 248(1); “registered retirement savings plan” — 146(1), 
248(1); “registered supplementary unemployment benefit plan” — 145(1), 248(1); 
“regulation” — 248(1); “resident”, “resident in Canada” — 250; “restricted financial 
institution”, “retirement compensation arrangement”, “salary deferral arrangement” — 
248(1); “sectoral reserve” — 20(2.3); “series” — 248(10); “‘share”, “shareholder’ — 
248(1); “small business bond” — 15.2(3), 248(1); “small business development 
bond” — 15.1(3), 248(1); “specified individual” — 120.4(1), 248(1); “specified per- 
centage” — 20(2.4);. “specified reserve adjustment” — 20(30); “split income” — 
120.4(1), 248(1); “subsidiary controlled corporation”, “superannuation or pension ben- 
efit” — 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxable income” — 
2(2), 248(1); “taxation year” — 11(2), 20(16.2), (16.3), 249; “taxpayer” — 248(1); 
“testamentary trust’ — 108(1), 248(1); “timber resource property” — 13(21), 248(1); 
“Treasury Board” — 248(1); “trust” — 104(1), 248(1, (3); “unit trust’ — 108(2), 
248(1); “writing” — Interpretation Act 35(1); “year” — 11(2), 20(16:2), (16.3). 


1.T. Application Rules [s. 20]: 20(3)(b); 20(5)(b). 


20.01 (1) PHSP [private health services plan] premiums — 
Notwithstanding paragraphs 18(1)(a) and (h) and subject to subsec- 
tion (2), there may be deducted in computing an individual’s in- 
come for a taxation year from a business carried on by the indivi- 
dual and in which the individual is actively engaged on a regular 
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and continuous basis, directly or as a member of .a partnership, an 
amount payable by the individual or partnership in respect of the 
year as a premium, contribution or other consideration under a pri- 
vate health services plan in respect of the individual, the indivi- 
dual’s spouse or common-law partner or any person who is a mem- 
ber of the individual’s household if 


(a) in the year or in the preceding taxation year 


(i) the total of all amounts each of which is the individual’s 

income from such a business for a fiscal period that ends in 
the year exceeds 50% of the individual’s income for the Ue 
or 


(ii) the individual’s income for the year does not exceed the 
total of $10,000 and the total referred to in subparagraph (i) 
in respect of the individual for the year, 


on the assumption that the individual’s income from each busi- 
ness is computed without reference to this. subsection and. the 
individual’s income is computed, without reference to this, sub- 
section and subdivision. e; and 


(b) the amount is payable under a contract between the indivi- | 


dual or partnership and 


(i) a person licensed or otherwise authorized under the laws 
of Canada or a province to'carry on in Canada an insurance 
business or the business of offering to the public its services 
as trustee, 


(ii) a person or partnership engaged in the business of offer- 
ing to the. public its services as an administrator of private 
health services plans, or 


(iii) a person the taxable:income of which is exempt under 
section 149 and that is a business or professional ‘organiza- 
tion of which the individual is a member or a trade union of 
which the individual or a majority of the individual’s em- 
ployees are members. 


Related Provisions: 53(2)(c)(xii) — Reduction in ACB of epastpenship interest; 
118.2(2)(q) —- Medical expense credit for premiums. 


Interpretation Bulletins: IT-339R2: Meaning of “private health services plan”; IT- 
502: Employee benefit plans and employee trusts: 


(2) Limit — For the purpose of calculating the amount deductible 
under subsection (1) in computing an individual’s income for a-tax- 
ation year from a particular business, 


(a) no amount may be deducted to the extent that 


(i) it is deducted under this section in computing ‘another in- 
dividual’s income for any taxation year, or 


(ii) it is included in‘ calculating a deduction under section 
118.2 in computing an individual’s tax payable under this 
Part for any taxation year; 


(b) where an amount payable under a private health services 
plan relates to a period in the year throughout which 


(i) each of one or more persons 


(A) is employed on a full-time basis (other than on a tem- 
porary or seasonal basis) in the particular business or in 
another business carried on by 


(I) the individual (otherwise than as a member of a 
partnership), 


(II) a partnership of which the individual is a majority 
interest partner, or 


(III) a corporation affiliated with the individual, and 


(B) has accumulated not less than three months of service 
in that employment since the person last became so em- 
ployed, and 


(ii) the total number of persons employed in a business de- 
scribed in clause (i)(A), with whom the individual deals at 
arm’s length and to whom coverage is extended) under the 
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plan, is not less than 50% of the total number of persons ‘each 
of whom is a person 


(A) who carries on the particular business or is employed 
ina business described in clause (i)(A), and 


(B) to whom coverage is extended under the plan, 


the amount so deductible in relation to. the! period shall not ex- 
ceed the individual’s cost of equivalent coverage.under the plan 
in respect of each employed person who deals at arm’s length 
with the individual and who is.described in subparagraph (i) in 
relation to the period; 


(c) subject to paragraph (d), where an amount payable rant a 
private health services plan relates to a particular period in the 
year, other than a period described in paragraph (b), the amount 
so deductible in relation to the particular period shall not exceed 
the amount determined by. the formula 


(A/365) x (B'+ C) 
where 


A is the number of days in the year that are included in the par- 
ticular period, 


B is the product obtained when $1,500 is multiplied by the 
number of persons each of whom is covered under the plan, 
and. 


(i) is the individual or the individual’s uighess or com- 
mon-law partner, or 


(ii) is a member of the individual’s household and has at- 
tained the age of 18° years ve the beginning of the par- 
ticular period, and 


C is the product obtained when $750 is multiplied by the num- 
ber of members of the individual’s household who, but for 
the fact that they have not attained the age of 18 years before 
the particular period began, would be included in computing 
the product under the description of B; and 


(d) where an amount payable under a private health services 
plan relates to a particular period in the year (other than a period 
described in paragraph (b)) and one or more persons with whom 
‘the individual deals at arm’s length are:described in subpara- 
graph (b)(i). in’ relation to the particular period, the amount so 
‘odeductible in relation to the particular period shall not exceed 
the lesser of the amount determined: under the formula set out in 
paragraph (c) and the individual’s cost'of equivalent coverage in 
respect of any such person in relation to the particular ‘period. 


Related Provisions: 20.01(3) — Cost of equivalent. coverage; 118.2(2)(q) — Medi- 
cal expense credit for premiums. 


(3) Equivalent coverage — For the purpose of subsection (2), an 
amount payable in respect of an individual under a private health 
services plan in relation to a period does not exceed the individual’s 
cost of equivalent coverage under the plan in respect of another per- 
son in relation to the period to the extent that, in relation to the 
period, the amount does not exceed the product obtained when 


(a) the amount that, would. be. the. individual’s. cost. of coverage 
under the plan if the benefits and coverage in respect of the indi- 
vidual, the’ individual’s spouse or common-law partner and the 
members of the individual’s household were identical to the be- 
nefits and coverage made available in respect of the other per- 
son, the other person’s spouse or common-law partner and the 
members of the other person’s household 


is multiplied by 


(b) the percentage of the cost of coverage under the plan in re- 
spect of the other person that is payable by the individual or a 
partnership of which the individual is a member. 
History [s. 20.01]: The opening words of subsec. 20.01(1), subpara. (i) of the 
description of B in para, 20:01(2)(e) and para..20:01(3)(a); amended by 2000, ¢. 12, 
Sch. 2, s. 1, to replace. “spouse” with “spouse or common-law. partner’, applicable to 
2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“‘common-law partner”. 


S. 20.01 added by 1999, c. 22, s. 10, applicable to'amounts that become payable after 
1997. 


S. 20.01 

Definitions [s. 20.01]: “affiliated” — 251.1; “amount” — 248(1); “arm’s length” — 
251(1); “business” — 248(1); “Canada” — 255, Interpretation Act 35(1); “common- 
law partner” — 248(1); “corporation” — 248(1), Interpretation Act 35(1); “cost of 
equivalent coverage” — 20.01(3); “employed”, “employee”, “employment” — 248(1); 
“fiscal period” — 249.1; “immovable” — Quebec Civil Code art. 900-907, “indivi- 
dual”, “majority interest partner” — 248(1); “month” — Interpretation Act 35(1); “per- 
son”, “private health services plan” — 248(1); “province” — Interpretation Act 35(1); 


“taxable income” — 248(1); “taxation year” — 249. 
Interpretation Bulletins [s. 20.01]: See under 20.01(1). 


20.1 (1) Borrowed money used to earn income from pro- 
perty — Where 


(a) at any time after 1993 borrowed money ceases to be used by 
a taxpayer for the purpose of earning income from a capital pro- 
perty (other than real property or depreciable property), and 


Proposed Amendment — 20.1(1)(a) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
184(2), will amend para. 20.1(1)(a) by substituting “real or immovable property” for 
“real property”, to come into force on Royal Assent. : 


Technical Notes (July 2010): See under 12(4). 


(b) the amount of the borrowed money that was so used by the 
taxpayer immediately before that time exceeds the total of 


(i) where the taxpayer disposed of the property at that time 
for an amount of consideration that is not less than the fair 
market value of the property at that time, the amount of the 
borrowed money used to acquire the consideration, 


(ii) where the taxpayer disposed of the property at that time 
and subparagraph (i) does not apply, the amount of the bor- 
rowed money that, if the taxpayer had received as considera- 
tion an amount of money equal to the amount by which the 
fair market value of the property at that time exceeds the 
amount included in the total by reason of subparagraph (111), 
would be considered to be used to acquire the consideration, 


(111) where the taxpayer disposed of the property at that time 
for consideration that includes a reduction in the amount of 
the borrowed money, the amount of the reduction, and 


(iv) where the taxpayer did not dispose of the property at that 
time, the amount of the borrowed money that, if the taxpayer 
had disposed of the property at that time and received as con- 
sideration an amount of money equal to the fair market value 
of the property at that time, would be considered to be used 
to acquire the consideration, 


an amount of the borrowed money equal to the excess shall, to the 
extent that the amount is outstanding after that time, be deemed to 
be used by the taxpayer for the purpose of earning income from the 
property. 


(2) Borrowed money used to earn income from busi- 
ness — Where at any particular time after 1993 a taxpayer ceases 
to carry on a business and, as a consequence, borrowed money 
ceases to be used by the taxpayer for the purpose of earning income 
from the business, the following rules apply: 


(a) where, at any time (in this paragraph referred to as the “time 
of disposition”) at or after the particular time, the taxpayer dis- 
poses of property that was last used by the taxpayer in the busi- 
ness, an amount of the borrowed money equal to the lesser of 


(i) the fair market value of the property at the time of disposi- 
tion, and 


(ii) the amount of the borrowed money outstanding at the 
time of disposition that is not deemed by this paragraph to 
have been used before the time of disposition to acquire any 
other property 


shall be deemed to have been used by the taxpayer immediately 
before the time of disposition to acquire the property; 


(b) subject to paragraph (a), the borrowed money shall, after the 
particular time, be deemed not to have been used to acquire pro- 
perty that was used by the taxpayer in the business; 
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(c) the portion of the borrowed money outstanding at any time 
after the particular time that is not deemed by paragraph (a) to 
have been used before that subsequent time to acquire property 
shall be deemed to be used by the taxpayer at that subsequent 
time for the purpose of earning income from the business; and 


(d) the business shall be deemed to have fiscal periods after the 
particular time that coincide with the taxation years of the tax- 
payer, except that the first such fiscal period shall be deemed to 
begin at the end of the business’s last fiscal period that began 
before the particular time. 


Related Provisions: 20.1(3) — Deemed dispositions — rules. 


Selected Cases [subsec. 20.1(2)]: Ciebien v. R., [2002] 3 C.T.C. 2001 (TCC) 
(Interest deductible where borrowed funds. used to acquire business property that had 
been lost by default). 


(3) Deemed dispositions — For the purpose of paragraph (2)(a), 


(a) where a property was used by a taxpayer in a business that 
the taxpayer has ceased to carry on, the taxpayer shall be 
deemed to dispose of the property at the time at which the tax- 
payer begins to use the property in another business or for any 
other purpose; 


(b) where a taxpayer, who has at any time ceased to carry on a 
business, regularly used a property in part in the business and in 
part for some other purpose, 


(i) the taxpayer shall be deemed to have disposed of the pro- 
perty at that time, and 


(ii) the fair market value of the property at that time shall be 
deemed to equal the proportion of the fair market value of 
the property at that time that the use regularly made of the 
property in the business was of the whole use regularly made 
of the property; and 


(c) where the taxpayer is a trust, subsections 104(4) to (5.2) do 
not apply. 


(4) Amount payable for property — Where an amount is paya- 
ble by a taxpayer for property, the amount shall be deemed, for the 
purposes of this section and, where subsection (2) applies with re- 
spect to the amount, for the purposes of this Act, to be payable in 
respect of borrowed money used by the taxpayer to acquire the 
property. 

Interpretation Bulletins: [T-533: Interest deductibility and related issues. 


(5) Interest in partnership — For the purposes of this section, 
where borrowed money that has been used to acquire an interest in 
a partnership is, as a consequence, considered to be used at any time 
for the purpose of earning income from a business or property of 
the partnership, the borrowed money shall be deemed to be used at 
that time for the purpose of earning income from property that is the 
interest in the partnership and not to be used for the purpose of 
earning income from the business or property of the partnership. 


(6) Refinancings — Where at any time a taxpayer uses borrowed 
money to repay money previously borrowed that was deemed by 
paragraph (2)(c) immediately before that time to be used for the 
purpose of earning income from a business, 


(a) paragraphs (2)(a) to (c) apply with respect to the borrowed 
money; and 


(b) subsection 20(3) does not apply with respect to the borrowed 
money. 


Related Provisions [s. 20.1]: 20(3)— Use of borrowed money; 87(2)(j.6) — 
Amalgamations — continuing corporation. 


History [s. 20.1]: S. 20.1 enacted by 1994, c. 21, s. 13, applicable after 1993. 


Definitions [s. 20.1]: “amount”, “borrowed money”, “business” — 248(1); “‘capital 
property” — 54, 248(1); “depreciable property” — 13(21), 248(1); “fiscal period” — 
249.1; “immovable” — Quebec Civil Code art. 900-907; “property”, “taxpayer” — 
248(1); “time of disposition” — 20.1(2)(a). 


Interpretation Bulletins: IT-533: Interest deductibility and related issues. 
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20.2 (1) Interest — authorized foreign bank — interpreta- 
tion — The following definitions apply in this section. 


“branch advance” of an authorized foreign bank means an amount 
allocated or provided by, or on behalf of, the bank to, or for the 
benefit of, its Canadian banking business under terms that were 
documented, before the amount was so allocated or provided, to the 
same extent as, and in a form similar to the form in which, the bank 
would ordinarily document a loan by it to a person with whom it 
deals at arm’s length. 


“branch financial statements” of an authorized foreign bank for a 
taxation year means the unconsolidated statements of assets and lia- 
bilities and of income and expenses for the year, in respect of its 
Canadian banking business, 


(a) that form part of the bank’s annual report for the year filed 
with the Superintendent of Financial Institutions as required 
under section 601 of the Bank Act, and accepted by the Superin- 
tendent, and 


(b) if no filing is so required for the taxation year, that are pre- 
pared in a manner consistent with the statements in the annual 
report or reports so filed and accepted for the period or periods 
in which the taxation year falls, 


except if the Minister demonstrates that the statements are not pre- 
pared in accordance with generally-accepted accounting principles 
in Canada as modified by any specifications applicable to the bank 
made by the Superintendent of Financial Institutions under subsec- 
tion 308(4) of the Bank Act (in this definition referred to as “modi- 
fied GAAP”), in which case it means the statements subject to such 
modifications as are required to make them comply) with modified 
GAAP. 


Related Provisions: 115(1)(a)(ii) — Foreign bank’s' Canadian income calculated 
using branch financial statements. 


“calculation period” of an authorized foreign bank for a taxation 
year means any one of a series of regular periods into which the 
year is divided in a designation by the bank in its return of income 
for the year or, in the absence of such a designation, by the 
Minister, 


(a) none of which is longer than 31 days; 


(b) the first of which commences at the beginning of the year 
and the last of which ends at the end of the year; and 


(c) that are, unless the Minister otherwise agrees in writing, con- 
sistent with the calculation periods designated for the bank’s 
preceding taxation year. 


(2) Formula elements — The following descriptions apply for 
the purposes of the formulae in subsection (3) for any calculation 
period in a taxation year of an authorized foreign bank: 


A is the amount of the bank’s assets at the end of the period; 


BA is the amount of the bank’s branch advances at the end of the 
period; 

IBA is the total of all amounts each of which is a reasonable 
amount on account of notional interest for the period, in respect 
of a branch advance, that would be deductible in computing the 
bank’s income for the year if it were interest payable by, and the 
advance were indebtedness of, the bank to another person and if 
this Act were read without reference to paragraph 18(1)(v) and 
this section; 


IL is the total of all amounts each of which 1s an amount on account 
of interest for the period in respect of a liability of the bank to 
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another person or partnership that would be deductible in com- 
puting the bank’s income for the year if this Act were read with- 
out reference to paragraph 18(1)(v) and this section; and 


L is the amount of the bank’s liabilities to other persons and part- 
nerships at the end of the period. 


Related Provisions: 20.2(4) — Branch amounts; 20.2(5) — Notional interest for 
IBA. 


(3) Interest deduction — In computing the income of an author- 
ized foreign bank from its Canadian banking business for a taxation 
year, there may be deducted on account of interest for each calcula- 
tion period of the bank forthe year, 


(a) where the total amount at the end of the period of its liabili- 
ties to other persons and partnerships and branch advances is 
95% or more of the amount of its assets at that time, an amount 
not exceeding 


(i) if the amount of liabilities to other persons, and partner- 
ships at that time is less than 95% of the amount of its assets 
at. that time, the amount determined.by, the formula 


IL+IBA x (0.95 x A-L)/BA 
and 


(ii) if the amount of those liabilities at. that time is greater 
than or equal to 95% of the amount of its assets at that time, 
the amount determined by the formula 


IL x (0.95 x A) /L 
and 
(b) in any other case, the total of 
(i) the amount determined by the formula 


IL+IBA 
and 
(ii) the: product of 


(A) the amount claimed by the bank, in its return of in- 
come for the year, not exceeding the amount determined 
by the formula 


(0.95 x A) —(L + BA) 
and ‘ 


(B) the average, based on daily observations, of the Bank 
of Canada bank rate for the period. 
Related Provisions: 18(1)(v)— No other interest deduction allowed; 20.2(2) — 
Formula element descriptions; 20.2(4) — Branch amounts; 218.2(2) — Part XIII.1 tax 
on taxable interest expense; 219 — Branch tax on Canadian branch; 257 — Formulas 
cannot calculate to less than zero. 


(4) Branch amounts — Only amounts that are,in respect of an 
authorized foreign bank’s Canadian banking business, and that are 
recorded in the books of account of the business in a manner consis- 
tent with the manner in which they are required to be treated for the 
purposes of the branch financial statements, shall be used to 
determine 


(a) the amounts in subsection (2); and 


(b) the amounts in subsection (3) of an authorized foreign bank’s 
assets, liabilities to other persons and partnerships, and branch 
advances. 


(5) Notional interest — For the purposes of the description of 
IBA in subsection (2), a reasonable amount on account of notional 
interest for a calculation period in respect of a branch advance is the 
amount that would be payable on account of interest for the period 
by a notional borrower, having regard to the duration of the ad- 
vance, the currency in which repayment is required and all other 
terms, as adjusted by paragraph (c), of the advance, if 
(a) the borrower were a person that dealt at arm’s length with the 
bank, that carried on the bank’s Canadian banking business and 
that had the same credit-worthiness and borrowing capacity as 
the bank; 


(b) the advance were a loan by the bank to the borrower; and 
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(c) any of the terms of the advance (excluding the rate of inter- 
est, but including the structure of the interest calculation, such as 
whether the rate is fixed or floating and the choice of any refer- 
ence rate referred to) that are not terms that would be made be- 
tween the bank as lender and the borrower, having regard to all 
the circumstances, including the nature of the Canadian banking 
business, the use of the advanced funds in the business and nor- 
mal risk management practices for banks, were instead terms 
that would be agreed to by the bank and the borrower. 

History [s. 20.2]: S. 20.2 added by 2001, c. 17, s. 14, applicable after June 27, 1999 


except that in its application to amounts allocated or provided before August 22, 2000, 
the definition “branch advance” shall be read as follows: 


“branch advance” of an authorized foreign bank at a particular time means an 
amount allocated or provided by, or on behalf of, the bank to, or for the benefit 
of, its Canadian banking business under terms that were documented, on or 
before December 31, 2000, to the same extent as, and in a form similar to the 
form in which, the bank would ordinarily document a loan by it to a person with 
whom it deals at arm’s length. 


20.3 (1) Weak currency debt [Kiwi loans] — interpreta- 
tion — The definitions in this subsection apply in this section. 


“exchange date” in respect of a debt of a taxpayer that is at any 
time a weak currency debt means, if the debt is incurred or assumed 
by the taxpayer 


(a) in respect of borrowed money that is denominated in the fi- 
nal currency, the day that the debt that is incurred or assumed by 
the taxpayer; and 


(b) in respect of borrowed money that is not denominated in the 
final currency, or in respect of the acquisition of property, the 
day on which the taxpayer uses the borrowed money or the ac- 
quired property, directly or indirectly, to acquire funds that are, 
or to settle an obligation that is, denominated in the final 
currency. 


“*hedge”’ in respect of a debt of a taxpayer that is at any time a weak 
currency debt means any agreement made by the taxpayer 


(a) that can reasonably be regarded as having been made by the 
taxpayer primarily to reduce the taxpayer’s risk, with respect to 
payments of principal or interest in respect of the debt, of fluctu- 
ations in the value of the weak currency; and 


(b) that is identified by the taxpayer as a hedge in respect of the 
debt in a designation in prescribed form filed with the Minister 
on or before the 30th day after the day the taxpayer enters into 
the agreement. 


“weak currency debt” of a taxpayer at a particular time means a 
particular debt in a foreign currency (in this section referred to as 
the “weak currency”), incurred or assumed by the taxpayer at a time 
(in this section referred to as the “commitment time’) after Febru- 
ary 27, 2000, in respect of a borrowing of money or an acquisition 
of property, where 


(a) any of the following applies, namely, 


(i) the borrowed money is denominated in a currency (in this 
section referred to as the “final currency”) other than the 
weak currency, is used for the purpose of earning income 
from a business or property and is not used to acquire funds 
in a currency other than the final currency, 


(ii) the borrowed money or the acquired property is used, di- 
rectly or indirectly, to acquire funds that are denominated in 
a currency (in this section referred to as the “final currency”) 
other than the weak currency, that are used for the purpose of 
earning income from a business or property and that are not 
used to acquire funds in a currency other than the final 
currency, 


(iii) the borrowed money or the acquired property is used, 
directly or indirectly, to settle an obligation that is denomi- 
nated in a currency (in this section referred to as the “final 
currency”) other than the weak currency, that is incurred or 
assumed for the purpose of earning income from a business 


154 


or property and that is not incurred or assumed to acquire 
funds in a currency other than the final currency, or 


(iv) the borrowed money or the acquired property is used, 
directly or indirectly, to settle another debt of the taxpayer 
that is at any time a weak currency debt in respect of which 
the final currency (which is deemed to be the final currency 
in respect of the particular debt) is a currency other than the 
currency of the particular debt; 


(b) the amount of the particular debt (together with any other 
debt that would, but for this paragraph, be at any time a weak 
currency debt, and that can reasonably be regarded as having 
been incurred or assumed by the taxpayer as part of a series of 
transactions that includes the incurring or assumption of the par- 
ticular debt) exceeds $500,000; and 


(c) either of the following applies, namely, 


(i) if the rate at which interest is payable at the particular 
time in the weak currency in respect of the particular debt is 
determined under a formula based on the value from time to 
time of a reference rate (other than a reference rate the value 
of which is established or materially influenced by the tax- 
payer), the interest rate at the commitment time, as deter- 
mined under the formula as though interest were then paya- 
ble, exceeds by more than two percentage points the rate at 
which interest would have been payable at the commitment 
time in the final currency if 


(A) the taxpayer had, at the commitment time, instead in- 
curred or assumed an equivalent amount of debt in the 
final currency on the same terms as the particular debt 
(excluding the rate of interest but including the structure 
of the interest calculation, such as whether the rate is 
fixed or floating) with those modifications that the differ- 
ence in currency requires, and 


(B) interest on the equivalent amount of debt referred to 
in clause (A) was payable at the commitment time, or 


(11) in any other case, the rate at which interest is payable at 
the particular time in the weak currency in respect of the par- 
ticular debt exceeds by more than two percentage points the 
rate at which interest would have been payable at the particu- 
lar time in the final currency if at the commitment time the 
taxpayer had instead incurred or assumed an equivalent 
amount of debt in the final currency on the same terms as the 
particular debt (excluding the rate of interest but including 
the structure of the interest calculation, such as whether the 
rate is fixed or floating), with those modifications that the 
difference in currency requires. 


(2) Interest and gain — Notwithstanding any other provision of 
this Act, the following rules apply in respect of a particular debt of 
a taxpayer (other than a corporation described in one or more of 
paragraphs (a), (b), (c) and (e) of the definition “specified financial 
institution” in subsection 248(1)) that is at any time a weak cur- 
rency debt: 


(a) no deduction on account of interest that accrues on the debt 
for any period that begins after the day that is the later of June 
30, 2000. and the exchange date during which it is a weak cur- 
rency debt shall exceed the amount of interest that would, if at 
the commitment time the taxpayer had instead incurred or as- 
sumed an equivalent amount of debt, the principal and interest in 
respect of which were denominated in the final currency, on the 
same terms as the particular debt (excluding the rate of interest 
but including the structure of the interest calculation, such as 
whether the rate is fixed or floating) have accrued on the 
equivalent debt during that period, with those modifications that 
the difference in currency requires; 


(b) the amount, if any, of the taxpayer’s gain or loss (in this sec- 
tion referred to as a “foreign exchange gain or loss’) for a taxa- 
tion year on the settlement or extinguishment of the debt that 
arises because of the fluctuation in the value of any currency 
shall be included or deducted, as the case may be, in computing 
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the taxpayer’s income for the year from the business or the pro- 
perty to which the debt relates; and 


(c) the amount of any interest on the debt that was, because of | 


this subsection, not deductible is deemed, for the purpose of 
computing the taxpayer’s foreign exchange gain or loss on the 
settlement or extinguishment of the debt, to be an amount paid 
by the taxpayer to settle or extinguish the debt. 


(3) Hedges — In applying subsection (2) in circumstances where a 
taxpayer has entered into a hedge in respect of a debt of the tax- 
payer that is at any time a weak currency debt, the amount paid or 
payable in the weak currency for a taxation year on account of in- 
terest.on the debt, or paid in the weak currency in the year on ac- 
count of the debt’s principal, shall be decreased by the amount of 
any foreign exchange gain, or increased by the amount of any for- 
eign exchange loss, on the hedge in respect of the amount so paid or 
payable. 


(4) Repayment of principal — If the amount (expressed in the 
weak currency) outstanding on account of principal in respect of a 
debt of the taxpayer that is at any time a weak.currency debt-is 
reduced before maturity (whether by repayment or otherwise), the 
amount (expressed in the weak currency) of the reduction. is 
deemed, except for the purposes of determining the rate. of interest 
that would have: been charged on an equivalent loan in the final 
currency and applying paragraph (b) of the definition “weak cur- 
rency debt” in subsection (1), to have been a separate debt from the 
commitment time: 


History [s. 20.3]: S. 20.3 added by 2001, c. 17, s. 14, applicable to taxation years that 
end after February 27, 2000. 


By 2001, c. 17, subsec. 14(4), a designation described in, para. (b) of the definition 
“hedge” in subsec. 20.3(1) is deemed to have been filed in a timely manner if it is filed 
on or before the later of July 31, 2000 and the 30th day after the day the taxpayer 
agrees to the hedge. 

Definitions [s. 20.3]: “amount”, “borrowed money’, “business” —248(1); “commit- 


ment time” — 20.3(1)“weak currency debt”; “corporation” — 248(1), Interpretation 


Act 35(1); “exchange date’ —20.3(1);. “final currency’? — 20.3(1)“weak  cur- 
rency’(a)(1)—(iii); “foreign currency” — 248(1); “hedge” — 20.3(1); “Minister”, “pre- 
scribed”, “property” — 248(1); “series of transactions” — 248(10); “specific financial 
institution” — 248(1); “taxation year’ — 249; “taxpayer” — 248(1); “weak currency”, 


“weak currency debt” — 20.3(1). 


20.4 [Insurer — accounting transition] — (1) Definitions — 
The definitions in section 12.5 apply for the purposes of this 
section. 


(2) Transition year income deduction — There shall be de- 
ducted in computing an insurer’s income for its transition year from 
an insurance business carried on by it in Canada in the transition 
year the absolute value of the negative amount, if any, of the in- 
surer’s reserve transition amount in respect of that insurance 
business. 

Related Provisions: 12.5(3) — Deduction reversal in subsequent 5 years; 12.5(6), 
(7) — Effect of rollover of insurance business; 138(17) — Parallel rule for life insurer; 
142.51(3) — Parallel rule for financial institution; 261(7)(e) — Functional currency 
reporting. 


(3) Transition year income inclusion reversal —If an 
amount has been included under subsection 12.5(2) in computing an 
insurer’s income for its transition year from an insurance business 
carried on by it in Canada, there shall be deducted in computing the 
insurer’s income, for each particular taxation year of the insurer that 
ends after the beginning of the transition year, from that insurance 
business, the amount determined by the formula 


A X B/1825 


where 


A. is the amount included under subsection 12.5(2) in computing 
the insurer’s income. for the transition year from that insurance 
business; and 


B is the number of days in the particular taxation year that are 
before the day that is 1825 days after the first day of the transi- 
tion year. 
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Related Provisions: 12.5(4), (9) — Effect of windup of insurer; 12.5(5) — Effect of 
amalgamation; 12.5(6), (7) — Effect of transfer of insurance business; 138(18) — Par- 
allel rule for life insurer; 142.51(4) — Parallel rule for financial institution. 


(4) Ceasing to carry on business — If at any time an insurer 
ceases to carry on all or substantially all of an insurance business 
(referred to in this subsection. as the “discontinued. business”), and 
none of subsections 12.5(4) to (6) apply, there shall be deducted in 
computing the insurer’s income from the discontinued business for 
the insurer’s taxation year that includes the time that is immediately 
before that time, the amount determined by, the formula 


A-B 
where 


A is any amount included under subsection 12.5(2) in computing 
the insurer’s income from the discontinued business for its tran- 
sition year; and 

B is the total of all amounts each of which is an amount deducted 
under subsection (3) in computing the insurer’s income from the 
discontinued business for a taxation year that began before that 
time. 

Related Provisions: 87(2.2) — Amalgamation of insurers; 88(1)(g)(i) — Windup of 

insurers; 138(24) — Parallel rule for life insurer; 257 — Formula cannot calculate.to 

less than zero. 


History [s. 20.4]: S..20.4 added by 2009, c: 2, s. 8, applicable to taxation years that 
begin after September 2006. 

Definitions [s. 20.4]: “amount”, “business” — 248(1); “Canada” — 255, Interpreta- 
tion Act 35(1); “insurance business” — 12.5(1), 20.4(1); “insurer”, “life insurance busi- 
ness” — 248(1); “reserve transition amount” — 12.5(1), 20.4(1); “taxation year” — 
249; “transition year” — 12.5(1), 20.4(1). 


21. (1) Cost of borrowed money — Where in a taxation year a 
taxpayer has acquired depreciable property, if the taxpayer elects 
under this subsection in the taxpayer’s return of income under this 
Part for the year, 


(a) in computing the taxpayer’s income for the year and for such 
of the 3 immediately preceding taxation years as the taxpayer 
had, paragraphs 20(1)(c), (d), (e) and (e.1) do not apply to the 
amount or to the part of the amount specified in the taxpayer’s 
election that, but for an election under this subsection in respect 
thereof, would be deductible in computing the taxpayer’s in- 
come (other than exempt income) for any such year in respect of 
borrowed money used to acquire the depreciable property or the 
amount payable for the depreciable property; and 


(b) the amount or the part of the amount, as the case may be, 
described in paragraph (a) shall be added to the capital cost to 
the taxpayer of the depreciable property so acquired by the 
taxpayer. 
Related Provisions: 13(10) — Deemed capital cost of certain property; 13(21) — 
Definitions; 20(3) — Life insurance policy; 21(5)— Reassessments; 80(2)(b) — Ap- 
plication of debt forgiveness rules; 96(3)— Election by members of, partnership; 
127(11.5)(b)(@@) —Ignore s. 21 for purposes of ITC qualified expenditures; 220(3.2), 
Reg. 600(a) — Late filing or revocation of election. 


History: Para. 21(1)(a) substituted by 1994, c. 7, Sch. II (1991, c: 49), subsec. 16(1), 
applicable after 1987. Para! 21(1)(a) formerly read: 


(a) in computing the taxpayer’s income for the year and for such of the 3 imme- 
diately preceding taxation years as the taxpayer had, paragraphs 20(1)(c), (d) and 
(e) do not apply to the amount or to the part of the amount specified by. the 
taxpayer in the election that, but for an election under this subsection in respect 
thereof, would have been deductible in computing the taxpayer’s income (other 
than exempt income) for any such year in respect of borrowed money used to 
acquire the depreciable property or the amount payable for the depreciable pro- 
perty acquired by the taxpayer; and 


Interpretation Bulletins: See list at end of s. 21. 
Information Circulars: 07-1: Taxpayer relief provisions. 


Advance Tax Rulings: ATR-1: Transfer of legal title in land to bare trustee corpora- 
tion — mortgagee’s requirements sole reason for transfer. 


(2) Borrowed money used for exploration or develop- 
ment — Where in a taxation year a taxpayer has used borrowed 
money for the purpose of exploration, development or the acquisi- 
tion of property and the expenses incurred by the taxpayer in re- 
spect of those activities are Canadian exploration and development 
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expenses, Canadian exploration expenses, Canadian development 
expenses, Canadian oil and gas property expenses, foreign resource 
expenses in respect of a country, or foreign exploration and devel- 
opment expenses, as the case may be, if the taxpayer so elects under 
this subsection in the taxpayer’s return of income for the year, 


(a) in computing the taxpayer’s income for the year and for such 
of the three immediately preceding taxation years as the tax- 
payer had, paragraphs 20(1)(c), (d), (e) and (e.1) do not apply to 
the amount or to the part of the amount specified in the tax- 
payer’s election that, but for that election, would be deductible 
in computing the taxpayer’s income (other than exempt income 
or income that is exempt from tax under this Part) for any such 
year in respect of the borrowed money used for the exploration, 
development or acquisition of property, as the case may be; and 


(b) the amount or the part of the amount, as the case may be, 
described in paragraph (a) is deemed to be Canadian exploration 
and development expenses, Canadian exploration expenses, Ca- 
nadian development expenses, Canadian oil and gas property ex- 
penses, foreign resource expenses in respect of a country, or for- 
eign exploration and development expenses, as the case may be, 
incurred by the taxpayer in the year. 


Related Provisions: 13(10) — Deemed capital cost of property; 13(21) — Defini- 
tions; 21(5)—Reassessments; 66(18)— Expenses incurred by partnerships; 
80(2)(b) — Application of debt forgiveness rules; 96(3) — Election by members of 
partnership; 220(3.2), Reg. 600(a) — Late filing or revocation of election. 


History: Subsec. 21(2) amended by 2001, c. 17, subsec. 15(1), applicable to taxation 
years that begin after 2000. The’ subsec. formerly read: 


(2) Where in a taxation year a taxpayer has used borrowed money for the pur- 
pose of exploration, development or the acquisition of property and the expenses 
incurred by the taxpayer in respect thereof are Canadian exploration and devel- 
opment expenses, foreign exploration and development expenses, Canadian ex- 
ploration expenses, Canadian development expenses or Canadian oil and gas 
property expenses, as the case may be, if the taxpayer elects under. this subsec- 
tion in the taxpayer’s return of income under this Part for the year, 


(a) in computing the taxpayer’s income for the year and for such of the 3 
immediately preceding taxation years as the taxpayer had, paragraphs 
20(1)(c), (d), (e) and (e.1) do not apply to the amount or to the part of the 
amount specified in the taxpayer’s election that, but for an election under 
this subsection in respect thereof, would be deductible in computing the tax- 
payer’s income (other than exempt income) for any such year in respect of 
the borrowed money used for the exploration, development or acquisition of 
property, as the case may be; and 


(b) the amount or the part of the amount, as the case may be, described in 
paragraph (a) shall be deemed to be Canadian exploration and development 
expenses, foreign exploration and development expenses, Canadian explora- 
tion expenses, Canadian development expenses or Canadian oil and gas pro- 
perty expenses, as the case may be, incurred by the taxpayer in the year. 


Para. 21(2)(a) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 16(2), applicable 
after 1987. Para. 21(2)(a) formerly read: 


(a) in computing the taxpayer’s income for the year and for such of the 3 imme- 
diately preceding taxation years as the taxpayer had, paragraphs 20(1)(c), (d) and 
(e) do not apply to the amount or to the part of the amount specified by the 
taxpayer in the election that, but for an election under this subsection in respect 
thereof, would have been deductible in computing the taxpayer’s income (other 
than exempt income) for any such year in respect of the borrowed money used 
for the exploration, development or acquisition of property, as the case may be; 
and 


Interpretation Bulletins: See list at end of s. 21. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(3) Borrowing for depreciable property — In computing the 
income of a taxpayer for a particular taxation year, where the 
taxpayer 

(a) in any preceding taxation year 


(i) made an election under subsection (1) in respect of bor- 
rowed money used to acquire depreciable property or an 
amount payable for depreciable property acquired by the tax- 
payer, or 


(ii) was, by virtue of subsection 18(3.1), required to include 
an amount in respect of the construction of a depreciable pro- 
perty in computing the capital cost to the taxpayer of the de- 
preciable property, and 


(b) in each taxation year, if any, after that preceding taxation 
year and before the particular year, made an election under this 
subsection covering the total amount that, but for an election 
under this subsection in respect thereof, would have been de- 
ductible in computing the taxpayer’s income (other than exempt 
income) for each such year in respect of the borrowed money 
used to acquire the depreciable property or the amount payable 
for the depreciable property acquired by the taxpayer, 


if an election under this subsection is made in the taxpayer’s return 
of income under this Part for the particular year, paragraphs 
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20(1)(c), (d), (e) and (e.1) do not apply to the amount or to the part 
of the amount specified in the election that, but for an election 
under this subsection in respect thereof, would be deductible in 
computing the taxpayer’s income (other than exempt income) for 
the particular year in respect of the borrowed money used to acquire 
the depreciable property or the amount payable for the depreciable 
property acquired by the taxpayer, and the amount or part of the 
amount, as the case may be, shall be added to the capital cost to the 
taxpayer of the depreciable property. 

Related Provisions: 96(3)—Election by members’ of partnership; 
127(11.5)(b)(@) — Ignore s. 21 for purposes of ITC qualified expenditures; 220(3:2), 
Reg. 600(a) — Late filing or revocation of election. 


History: That portion of subsec. 21(3) following para. (b) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 16(3), applicable after 1987. That portion formerly read: 


if the taxpayer elects under this subsection in the taxpayer’s return of income 

under this Part for the particular year, paragraphs 20(1)(c), (d) and (e) do not 
apply to the amount or to the part of the amount specified by the taxpayer in the 
election that, but for an election under this subsection in respect thereof, would 
have been deductible in computing the taxpayer’s income (other than exempt 
income) for the particular year in respect of the borrowed money used to acquire 
the depreciable property or the amount payable for the depreciable property ac- 
quired by the taxpayer, and the said amount or part of the amount, as the case 
may be, shall be added to the capital cost to the taxpayer of the depreciable pro- 
perty so acquired [by the taxpayer]. 


Interpretation Bulletins: See list at end of s. 21. 


(4) Borrowing for exploration, etc. —In computing the in- 
come of a taxpayer for a particular taxation year, where the 
taxpayer 


(a) in any preceding taxation year made an election under sub- 
section (2) in respect of borrowed money used for the purpose of 
exploration, development or acquisition of property, 


(b) in each taxation year, if any, after that preceding taxation 
year and before the particular year, made an election under this 
subsection covering the total amount that, but for that election, 
would have been deductible in computing the taxpayer’s income 
(other than exempt income or income that is exempt from tax 
under this Part) for each such year in respect of the borrowed 
money used for the exploration, development or acquisition of 
property, as the case may be, and 


(c) so elects in the taxpayer’s return of income for the particular 
year, 


the following rules apply: 


(d) paragraphs 20(1)(c), (d), (e) and (e.1) do not apply to the 
amount or to the part of the amount specified in the election that, 
but for the election, would be deductible in computing the tax- 
payer’s income (other than exempt income or income that is ex- 
empt from tax under this Part) for the particular year in respect 
of the borrowed money used for the exploration, development or 
acquisition of property, and 


(e) the amount or part of the amount, as the case may be, is 
deemed to be Canadian exploration and development expenses, 
Canadian exploration expenses, Canadian development ex- 
penses, Canadian oil and gas property expenses, foreign re- 
source expenses in respect of a country, or foreign exploration 
and development expenses, as the case may be, incurred by the 
taxpayer in the particular year. 


Related Provisions: 96(3) — Election by members of partnership; 220(3.2), Reg. 
600(a) — Late filing or revocation of election. E 


Subdivision b — Income or Loss from a Business or Property 


History: The portion of subsec: 21(4) after para. (a) amended by 2001, c. 17, subsec. 
15(2), applicable to taxation years that begin after 2000. That portion formerly. read: 


(b) in each taxation year, if any, after that preceding taxation year and before 
the particular year, made an election under this subsection covering ‘the total 
amount that, but for an election under this subsection in respect thereof, 
would have been deductible in computing the taxpayer’s income (other than 
exempt income) for each such year in respect of the borrowed money used 
for the exploration, development or acquisition of property, as the case may 
be, 


if an election under this subsection is made in the taxpayer’s return of income 
under this Part for the particular year, paragraphs 20(1)(c), (d), (e) and (e.1) do 
not apply to the amount or to the part of the amount specified in the election that, 
but for an election under this subsection in respect thereof, would be deductible 
in computing the taxpayer’s income (other than exempt income) for the particu- 
lar year in respect of the borrowed money used for the exploration, development 
or acquisition of property, and the amount or part of the amount, as the case may 
be; shall be deemed to be Canadian exploration and. development expenses, for- 
eign exploration and development expenses, Canadian exploration expenses, Ca- 
nadian development expenses or Canadian oil and gas property expenses, as the 
case may be, incurred by the taxpayer in the particular year. 

That portion of subsec. 21(4) following para. (b) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 16(4), applicable after 1987. That portion formerly read: 

if the taxpayer elects under this subsection in the taxpayer’s ‘return of income 
under this Part for the particular year, paragraphs 20(1)(c), (d) and (e) do not 
apply to the amount or to the part of the amount specified by the taxpayer in the 
election that, but for an election under this subsection in respect thereof would 
have been deductible in computing the taxpayer’s income. (other than exempt 
income) for the particular, year in respect of the borrowed. money used for the 
exploration, development or acquisition of property, and the said amount or part 
of the amount, as the case may. be, shall be deemed to be Canadian exploration 
and development expenses, foreign exploration and development expenses, Ca- 
nadian exploration expenses, Canadian development expenses or Canadian oil 
and gas property expenses, as the case may be, incurred by the taxpayer in the 
particular year. 


Interpretation Bulletins: See list at end of s. 21. 


(5) Reassessments — Notwithstanding any other provision of 
this Act, where a taxpayer has made an election in accordance with 
the provisions of subsection (1) or (2), such reassessments of tax, 
interest or penalties shall be: made as are necessary to give effect 
thereto. 

Selected Cases [s. 21]: Saskatchewan Wheat Pool y. R., [1999] 2° C.T.C. 369 
(FCA); leave to appeal to SCC refused (Apr. 13, 2000), File'27346 (ITC should not be 
higher for taxpayer who capitalizes interest); Lornex Mining Corp. Ltd. v: Canada, 
[1996] 3 C.T.C. 309 (FCTD) (“Exempt income” includes income exempt under s. 28 of 
ITAR, 1971). 

Definitions [s. 21]: “amount”, “borrowed money” — 248(1); “Canadian exploration 
expense” — 66.1(6), 248(1); “Canadian exploration and development expenses” — 
66(15), 248(1); “Canadian development expense’ — 66.2(5), 248(1); “Canadian oil 
and gas property expense” — 66.4(5), 248(1); “depreciable property’ — 13(21), 
248(1); “exempt income” — 248(1); “foreign exploration and development ex- 
penses” — 66(15), 248(1); “prescribed”, “property”, “regulation” — 248(1); “taxation 
year” — 11(2), 249; “taxpayer” — 248(1). 

Interpretation Bulletins [s. 21]: IT-109R2: Unpaid amounts; IT-121R3: Election to 
capitalize cost of borrowed money (archived); IT-142R3: Settlement of debts on the 
winding-up of a corporation; IT-341R4: Expenses of issuing shares, units in a trust, 
interests in a partnership or syndicate and expenses of borrowing money; IT-360R2: 
Interest payable in a foreign’ currency. 


Ceasing to Carry on Business 


22. (1) Sale of accounts receivable [on sale of business] — 
Where a person who has been carrying on a business has, in a taxa- 
tion year, sold all or substantially all the property used in carrying 
on the business, including the debts that have been or will be in- 
cluded in computing the person’s income for that year or a previous 
year and that are still outstanding, and including the debts arising 
from loans made in the ordinary course of the person’s business if 
part of the person’s ordinary business was the lending of money and 
that are still outstanding, to a purchaser who proposes to continue 
the business which the vendor has been carrying on, if the vendor 
and the purchaser have executed jointly an election in prescribed 
form to have this section apply, the following rules are applicable: 


(a) there may be deducted in computing the vendor’s income for 
the taxation year an amount equal to the difference between the 
face value of the debts so sold (other than debts in respect of 


S. 24(1)(b) 


which the vendor’ has made deductions: under paragraph 
20(1)(p)), and the consideration paid by the’ purchaser to the 
vendor for the debts so sold; 


(b) an amount equal to the difference described in paragraph (a) 
shall be included in computing the purchaser’s income for the 
taxation year; 


(c) the debts so sold shall be deemed, for the purposes of 
paragraphs 20(1)(1) and (p), to have been included in computing 
the purchaser’s income for the ‘taxation year or a previous year 
but no deduction may be made by the purchaser under paragraph 
20(1)(p) in respect of a debt in respect of which the vendor has 
previously made a deduction; and 


(d) each amount deducted by the vendor in computing income 
for a previous year under paragraph 20(1)(p) in respect of any of 
the debts so sold shall be deemed, for the purpose of paragraph 
12(1)G@), to have been so deducted by the purchaser. 

Related Provisions: 13(8) — Disposition of depreciable property after ceasing to 


carry on business; 22(2)— Required statement by vendor and purchaser; 96(3).— 
Election by members of partnership. 


Interpretation Bulletins: IT-188R: Sale of accounts receivable; IT-291R3: Transfer 
of property to a corporation under subsection 85(1); IT-433R: Farming or fishing — 
use of cash method; IT-442R: Bad debts and reserve for doubtful debts; IT-471R: 
Merger of partnership; IT-488R2: Winding-up of 90%-owned taxable Canadian corpo- 
rations (archived). 


Forms: T2022: Election in respect of the sale of debts receivable. 


(2) Statement by vendor and purchaser — An election exe- 
cuted for the purposes of subsection (1) shall contain a statement by 
the vendor and the purchaser jointly as to the consideration paid for 
the debts ‘sold by the vendor to the purchaser and that statement 
shall; subject to subsection 69(1), as against the Minister; be bind- 
ing upon the vendor and the purchaser in so far as it may be rele- 
vant in respect of any matter arising under this Act. 
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Definitions [s. 22]: “amount”, “business”, “Minister”, “person”, “prescribed”, “pro- 
perty” — 248(1); “taxation year’ — 11(2), 249. 


23. (1) Sale of inventory — Where, on or after disposing of or 
ceasing to carry on a business or a part of a business, a taxpayer has 
sold all or any part of the property that was included in the inven- 
tory of the business, the property so sold shall, for the purposes of 
this Part, be deemed to have been sold by the taxpayer in the course 
of carrying on the business. 

Related Provisions: 12.4 — Bad debt inclusion on sale of inventory. 


Selected Cases [subsec. 23(1)]: Terminal Dock and. Warehouse Co. Ltd. v. MNR, 
[1968] C.T.C. 78 (Exch.) (Sale at discount not capital loss). 


Interpretation Bulletins: IT-287R2: Sale of inventory; IT-457R: Election by profes- 
sionals to exclude work in progress from income. 


(2) [Repealed under former Act] 


(3) Reference to property in inventory — A reference in this 
section to property that was included in the inventory of a business 
shall be deemed to include a reference to property that would have 
been so included if the income from the business had not been com- 
puted in accordance with the method authorized by subsection 
28(1) or paragraph 34(a). 

Definitions [s. 23]: “business” — 248(1); “inventory” — 23(3), 248(1); “Minister”, 
“person”, “property”, “taxpayer” — 248(1). 


24. (1) Ceasing to carry on business [deduction for 
cumulative eligible capital] — Notwithstanding paragraph 
18(1)(b), where at any time after a taxpayer ceases to carry on a 
business the taxpayer no longer owns any property that was eligible 
capital property in respect of the business and that has value, in 
computing the taxpayer’s income for taxation years ending after 
that time, 


(a) there shall be deducted, for the first such taxation year, the 
amount of the taxpayer’s cumulative eligible capital in respect 
of the business at that time; 


(b) no amount may be deducted ‘under paragraph 20(1)(b) in re- 
spect of the business; 
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S. 24(1)(c) 


(c) for the purposes of determining the value of P in the defini- 
tion “cumulative eligible capital” in subsection 14(5), the 
amount deducted by the taxpayer under paragraph (a) shall be 
deemed to be an amount deducted under paragraph 20(1)(b) in 
computing the taxpayer’s income from the business. for the taxa- 
tion year that included that time; and 


(d) for the purposes of subsection 14(1), section 14 shall be read 

without reference to subsection 14(4). 
Related Provisions: 10(12) — Where non-resident ceases, to use inventory in busi- 
ness; 13(8) — Disposition of depreciable property after ceasing to carry on business; 
14(12) — Limitation where affiliated person acquires the property; 20(1)(hh.1) — De- 
duction for repayment of assistance relating to eligible capital expenditure after ceasing 
to carry on business; 24(2) — Business carried on by spouse or controlled corporation; 
25 — Fiscal period for individual proprietor of business disposed of; 28(1)(g) — De- 
duction from farming or fishing income when using cash method; 70(5.1) — Eligible 
capital property of deceased taxpayer; 107(2)(f) — Capital interest distribution by per- 
sonal or prescribed trust; Reg. 8103(6) — Mark-to-market — transition inclusion on 
ceasing to carry on business; Reg. 9204(5) — Residual portion of specified debt obli- 
gation on ceasing to carry on business. 
History: Subsec. 24(1) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 17, applicable 
after July 13, 1990. Subsec. 24(1) formerly read: 


24. (1) Notwithstanding paragraph 18(1)(b), where a taxpayer has ceased to carry 
on a business, in computing the taxpayer’s income for the taxpayer’s taxation 
year in which the taxpayer so ceased to carry on the business, 


(a) there shall be deducted the amount of the taxpayer’s cumulative eligible 
capital in respect of the business at the time the taxpayer so ceased to carry 
on the business; 

(b) no amount is deductible by virtue of paragraph 20(1)(b) in respect of the 
business; 


(c) notwithstanding the definition “cumulative eligible capital” in subsection 
14(5), the taxpayer’s cumulative eligible capital in respect of the business 
immediately after the time the taxpayer so ceased to carry,on the business 
shall be deemed to be nil; and 


(d) for the purposes of subsection 14(1), section 14 shall be read without 
reference to subsection 14(4). 


Interpretation Bulletins: IT-123R6: Transactions involving eligible capital pro- 
perty; IT-291R3: Transfer of property to a corporation under subsection 85(1); IT- 
313R2: Eligible capital property — rules where a taxpayer has ceased carrying on a 
business or has died; IT-488R2: Winding-up of 90%-owned i Canadian corpora- 
tions (archived). 


(2) Business carried on by spouse [or common-law 
partner] or controlled corporation — Notwithstanding subsec- 
tion (1), where at any time an individual ceases to carry on a busi- 
ness and thereafter the individual’s spouse or common-law partner, 
or a corporation controlled directly or indirectly in any manner 
whatever by the individual, carries on the business and acquires all 
of the property that was eligible capital property in respect of the 
business owned by the individual before that time and that had 
value at that time, 


(a) in computing the individual’s income for the individual’s 
first taxation year ending after that time, subsection (1) shall be 
read without reference to paragraph (1)(a) and the reference in 
paragraph (1)(c) to “the amount deducted by the taxpayer under 
paragraph (a)” shall be read as a reference to “an amount equal 
to the taxpayer’s cumulative eligible capital in respect of the 
business immediately before that time”; 


(b) in computing the cumulative eligible capital of the spouse or 
common-law partner or the corporation, as the case may be,.in 
respect of the business, the spouse or common-law partner or 
corporation shall be deemed to have acquired an eligible capital 
property and to have made an eligible capital expenditure at that 
time at a cost equal to */ of the total of 


(i) the cumulative eligible capital of the taxpayer in respect 
of the business immediately before that time, and: 


(ii) the amount, if any, determined for F in the definition “‘cu- 
mulative eligible capital” in subsection 14(5) in respect of 
the business of the individual at that time; 


(c) for the purposes of determining the cumulative eligible capi- 
tal in respect of the business of the spouse or common-law part- 
ner or corporation after that time, an amount equal to the amount 
determined under subparagraph (b)(ii) shall be added to the 
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amount otherwise determined in respect thereof for P in the defi- 
nition “cumulative eligible capital” in subsection 14(5); and 


(d) for the purpose of determining after that time the amount 
required to be included under paragraph 14(1)(b) in computing 
the income of the spouse, the common-law partner or the corpo- 
ration in respect of any subsequent disposition of property of the 
business, there shall be added to the amount otherwise deter- 
mined for Q in the definition “cumulative eligible capital” in 
subsection 14(5) the amount, if any, determined for Q in that 
definition in respect of the business of the individual immedi- 
ately before the individual ceased to carry on business. 

Related Provisions: 14(12) — Certain property deemed. not acquired by affiliated 

person; 25 — Fiscal period for individual proprietor of business disposed of; 256(5.1), 

(6.2) — Controlled directly or indirectly. 

History: Para. 24(2)(d) amended by 2001, c. 17, s. 16, applicable to taxation years that 

end after February 27, 2000. The para. formerly read: 


(d) for the purposes of determining after that time 


(i) the amount deemed by subparagraph 14(1)(a)(v) to be the spouse’s or 
common-law partner’s taxable capital gain, and 


(ii) the amount to be included under subparagraph 14(1)(a)(v) or paragraph 
14(1)(b) in computing the income of the spouse or,common-law partner or 
corporation 


in respect of any subsequent disposition of property of the business, there shall 
be added to the amount otherwise determined for Q in the second formula in the 
definition “cumulative eligible capital” in subsection 14(5) the amount, if any, 
determined for Q in that formula in respect of the business of the individual 
immediately before the individual ceased to carry on the business. 


The opening words of subsec. 24(2), paras. 24(2)(b) and (c) and subpara. 24(2)(d)(ii) 
amended by 2000, c. 12, Sch. 2, s. 1 to replace “spouse” with “spouse or common-law 
partner’, and subpara. 24(2)(d)(i) amended by Sch. 2, s. 7 to replace “spouse’s” with 

““spouse’s or common-law partner’s’, applicable to 2001 et seg., to come into force on 
a day to be fixed by order of the Governor in Council. See also the transitional rules 


reproduced in the History to 248(1)“common-law partner”. 


Subpara. 24(2)(d)(ii) amended by 1995, c. 3, s. 8, applicable to fiscal periods that end 
after February 22, 1994. Subpara. (ii) formerly read: 
(ii) the amount to be included under paragraph 14(1)(b) in computing the income 
of the spouse or corporation 
Para. 24(2)(a) amended to substitute “in respect of the business” for “in respect of pro- 
perty’, and para. (d) added, by 1994, c. 7, Sch. VIII (1993, c..24), subsecs. 10) an 
(2), applicable after July 13, 1990. 
Subsec. 24(2) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 17, applicable gs July 
13,1990. Subsec. 24(2) formerly read: 
(2) Where business carried on by spouse or controlled corporation — Not- 
withstanding subsection (1), where an individual has ceased to carry on a busi- 
ness and thereafter the individual’s spouse, or a corporation controlled directly or 
indirectly in any manner whatever by the individual, has carried on the business, 
(a) in computing the individual’s income for the individual’s taxation year in 
which the individual so ceased to carry on the business, the provisions of 
subsection (1) shall be read without reference to paragraph (1)(a) and as if 
the reference in paragraph (1)(c) to “the time the taxpayer so ceased to carry 
on the business” were read as a reference to “the end of the taxation year in 
which the taxpayer so ceased to carry on the business”; and 


(b) in computing the cumulative eligible capital in respect of the business of 
the spouse or the corporation, as the case may be, at any time after the end of 
the taxation year in which the individual so ceased to carry.on the business, 
there shall be included ‘the amount of the individual’s cumulative eligible 
capital in respect thereof at the end of that taxation year. 


(3) Where partnership has ceased to exist — Notwithstand- 
ing subsection (1), where at any time a partnership ceases to exist in 
circumstances to which neither subsection 98(3) nor subsection 
98(5) applies, there may be deducted, in computing the income for 
the first taxation year beginning after that time of a taxpayer who 
was a member of the partnership immediately. before that time, an 
amount determined by the formula 
B 


AX= 
C 


where 


A is the amount that would, had the partnership continued to exist, 
have been deductible under subsection (1) in computing. its 
income; 
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Subdivision b— Income or Loss:from a Business or Property 


Bis the fair market value of the taxpayer’s interest in the partner- 
ship immediately before that time; and 


C is the fair market value of all interests in the partnership 'imme- 
diately before that time. 

History: Subsec. 24(3) added by 1994;.c..7, Sch, VIM (1993, c24), subsec, 1003), 
applicable after July; 13,1990. 

Definitions [s. 24]: “amount”, “business”, Saphthaa law partner” = 248(1): “con- 
trolled directly or indirectly” — 256(5.1), (6.2); “corporation” — 248(1), Interpreta- 
tion Act 35(1); “cumulative eligible capital” — 14(5), 248(1); “eligible capital pro- 
perty” — 54, 248(1); “individual”, “property” — 248(1); “taxation year” — 11(2), 249; 
“taxpayer” — 248(1). 


24.1 [Repealed]: 


History: S. 24.1 repealed by 1996, c. 21, s. 6, applicable to appointments made after 
1995. S. 24.1 formerly read: 


24.1 Judges — Where in a taxation year a taxpayer has been appointed a judge 
by the Governor General or the Governor in Council or by the lieutenant gover- 
nor in council of a province and the taxpayer elects in the taxpayer’s return of 
income under this Part for the year to have this section apply to the computation 
of the taxpayer’s income, 
(a) the taxpayer’s income from a professional practice for a fiscal period 
ending in that taxation year and commencing in the preceding taxation year 
shall be deemed to be that proportion of, such income that the number of 
months in the taxation year duting which the taxpayer was not'a judge is of 
the number of months: in the fiscal period; and 
(b) the amount by which the taxpayer’s income for that taxation year from 
the taxpayer’s professional practice, computed without reference to this sec- 
tion, exceeds the amount that is deemed by paragraph (a) to be. the tax- 
payer’s income for the fiscal period shall be deemed to be income of the 
taxpayer in the'immediately following taxation year. 


25. (1) Fiscal period of business disposed of by indivi- 
dual — Where an individual was the proprietor:of a business and 
disposed of it. during a fiscal period of the business, the fiscal period 
may, if the individual so elects and subsection 249.1(4) does not 
apply in respect of the business, be deemed to have ended. at, the 
time it would have ended if the individual had not disposed of the 
business during the fiscal period. . 

Related Provisions: 13(8)— Disposition of depreciable property after ceasing to 
carry on business; 14(1) — Inclusion of eligible capital amount in income; 99(2) — 
Parallel rule where partnership ceases to. exist. 


History: Subsec. 25(1) amended by 1996, c, 21, s. 7, applicable to fiscal periods that 
begin after 1994. The subsec. formerly read: 


(1) Fiseal period for individual-proprietor of business disposed of — Where 
an individual was the proprietor of a business and disposed of.it during a fiscal 
period of the business, the fiscal period may, if the individual so elects, be 
deemed to have ended at the time it would have ended if the individual had not 
disposed of the business during the fiscal period. 


Interpretation Bulletins: IT-179R: Change of fiscal period; IT-313R2: Eligible 
capital: property — rules where a taxpayer has ceased carrying on a business or has 
died. 


Information Circulars: 76-19R3: Transfer of property to a corporation under section 
85. 


(2) Election — An.election under subsection (1) is not valid unless 
the individual, at the time when the fiscal period of the. business 
would, if the election. were valid, be deemed to have ended, is resi- 
dent in Canada. 


(3) Dispositions in the extended fiscal perkida4 Where sub- 
section (1) applies in'respect of a ‘fiscal period of a business ‘of an 
individual, for the purpose of computing the individual’s income for 
the fiscal period, 


(a) section 13’ shall be read without reference to sWSCH 
13(8); and 


(b) section 24 shall be read without reference to paragraph 
24(1)(d). 


Interpretation Bulletins: IT-313R2: Eligible capital property — rules. where a tax- 
payer has ceased carrying on a business or has died; IT-478R2: CCA — recapture and 
terminal loss. 


Definitions [s. 25]: “business” — 248(1); “Canada” — 255; “fiscal period” — 249.1; 
“individual” — 248(1); “resident in Canada” — 94(3)(a)(viii), 250; “taxpayer” — 
248(1). 


S. 26(2)(c) 
Special Cases 


26. (1) Banks — inclusions in income — There shall be in- 
cluded in computing the income of a bank for its first taxation year 
that commences after June 17, 1987 and ends after 1987 the total of 


(a) the total of the specific provisions of the bank, .as_deter- 
mined, or as would be determined if such a determination were 
required, under the Minister’s rules, as at the end of its immedi- 
ately preceding taxation year, 


(b) the total of the general provisions of the bank, as determined, 
_or as would be determined. if such a determination were, re- 
_ quired, under the Minister’s rules, as at the end of its immedi- 

ately preceding taxation year, 


(c) the amount, if any, by:which 


(i) the amount of the special provision for losses on trans- 

“border claims of the bank, as determined, or as would be de- 
termined if such a determination were required, under’ the 
Minister’s rules, that was deductible by the bank under sub- 
section (2) in;computing its income for its immediately pre- 
ceding taxation year 


exceeds 


(ii) that part of the amount determined under subparagraph 
(i) that was'a realized loss of the bank for that immediately 
preceding taxation year, and 


(d) the amount, if any, of the tax allowable appropriations ac- 
count of the bank, as determined, or as would be determined if 
such a determination were required, under the Minister’s rules, 
at the end of its immediately preceding taxation year. 
Related Provisions: 20(1)(1) — Reserve for doubtful accounts; 20(1)(1.1),— Re- 
serve for guarantees; 26(4) — Minister’s rules; 33.1 — International banking centres; 
87(2)(g.1) — Amalgamation —‘continuing ‘ corporation; 142.2—142.6 — Additional 
tules for financial institutions; 142.7 — Foreign banks — conversion from subsidiary 
to branch; 248(1)‘authorized foreign bank” — Foreign bank branches. 


(2) Banks — deductions from income — In computing the in- 
come for a taxation year of a bank, there may be deducted an 
amount not exceeding the total of 


(a) that part of the total of the amounts of the five-year average 
loan loss experiences of the bank, as determined, or as would be 
determined if such a determination were required, under. the 
Minister’s rules, for all taxation years before. its first taxation 
year that commences after June 17, 1987 and ends after, 1987 
that is specified by the bank for the year and was not deducted 
by the bank in ron ie its income for any preceding taxation 
year, 


(b) that part of the total of the amounts transferred by the bank 
to its tax allowable appropriations account, as permitted under 
the Minister’s rules, for all taxation years before its first taxation 
year that commences’ after June 17, 1987 and ends after 1987 
that is specified by the bank for the year and was not deducted 
by the bank in computing its income for any preceding taxation 
year, 


(c) that part of the amount, if any, by which 


(i) the amount of the special provision for losses on trans- 
border claims, as determined, or as would be determined if 
such a determination were required, under the Minister’s 
rules, that was deductible by the bank under this subsection 
in computing its income for its last taxation year before its 
first taxation year that commences ‘after June 17, 1987 and 
ends after'1987 ~' 


exceeds 


(ii) that part of the amount determined under subparagraph 
(i) that was.a realized loss of the bank for that last. taxation 
year 


that is specified by the bank for the year and was not deducted 
by the bank in computing its income for any preceding taxation 
year, 
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(d) where the tax allowable appropriations account of the bank 
at the end of its last taxation year before its first taxation year 
that commences after June 17, 1987 and ends after 1987, as de- 
termined, or as would be determined if such a determination 
were required, under the Minister’s rules, is a negative amount, 
that part of such amount expressed as a positive number that is 
specified by the bank for the year and was not deducted by the 
bank in computing its income for any preceding taxation year, 
and 


(e) that part of the total of the amounts calculated in respect of 
the bank for the purposes of the Minister’s rules, or that would 
be calculated for the purposes of those rules if such a calculation 
were required, under Procedure 8 of the Procedures for the De- 
termination of the Provision for Loan Losses as set out in Ap- 
pendix 1 of those rules, for all taxation years before its first taxa- 
tion year that commences after June 17, 1987 and ends after 
1987 that is specified by the bank for the year and was not de- 
ducted by the bank in computing its income for any preceding 
taxation year. 


Related Provisions: 20.2— Foreign bank branch— interest deduction; 
87(2)(g.1) — Amalgamation — continuing corporation. 


(3) Write-offs and recoveries — In computing the income of a 
bank, the following rules apply: 


(a) any amount that was recorded by the bank as a realized loss 
or a write-off of an asset that was included by the bank in the 
calculation of an amount deductible under the Minister’s rules, 
or would have been included in the calculation of such an 
amount if such a calculation had been required, for any taxation 
year before its first taxation year that commences after June. 17, 
1987 and ends after 1987, shall, for the purposes of paragraph 
12(1)G) and section 12.4, be deemed to have been deducted by 
the bank under paragraph 20(1)(p) in computing its income for 
the year for which it was so recorded; and 


(b) any amount that was recorded by the bank as a recovery of a 
realized loss or a write-off of an asset that was included by the 
bank in the calculation of an amount deductible under the Min- 
ister’s rules, or would have been included in the calculation of 
such an amount if such a calculation had been required, for any 
taxation year before its first taxation year that commences after 
June 17, 1987 and ends after 1987 shall, for the purposes of sec- 
tion 12.4, be deemed to have been included by the bank under 
paragraph 12(1)(i) in computing its income for the year for 
which it was so recorded. 


(4) Definition of “Minister’s rules” — For the purposes of this 


section, “Minister’s rules” means the Rules for the Determination of 


the Appropriations for Contingencies of a Bank issued under the 
authority of the Minister of Finance pursuant to section 308 of the 
Bank Act for the purposes of subsections (1) and (2) of this section. 
Definitions [s. 26]: “amount”, “bank” — 248(1); “Minister’s rules” — 26(4); “taxa- 
tion year’ — 249. 


27. (1) Application of Part | to Crown corporation — This 
Part applies to a federal Crown corporation as if 


(a) any income or loss from a business carried on by the corpo- 
ration as agent of Her Majesty, or from a property of Her Maj- 
esty administered by the corporation, were an income or loss of 
the corporation from the business or the property, as the case 
may be; and 


(b) any property, obligation or debt of any kind whatever held, 
administered, entered into or incurred by the corporation as 
agent of Her Majesty were a property, obligation or debt, as the 
case may be, of the corporation. 
Related Provisions: 124(3) — No tax abatement for income earned in a province; 
181(1) — Meaning of “long-term debt”; 181.71, 190.211 — Capital taxes apply to fed- 
eral Crown corporations; 187.61, 191.4(3) — Part IV.1 and VI.1 taxes on preferred 
share dividends apply to federal Crown corporations. 


History: Subsec. 27(1) amended by 1998, c. 19, s. 82, applicable 
(a) for the purpose of s. 181.71, to taxation years that end after June 1989; 


(b) for the purposes of s. 187.61, and subsec. 191.4(3) after 1987; 
(c) for the purpose of s. 190.211, after May 23, 1985; and 
(d) for all other purposes, after April 26, 1995. 


The subsec. formerly read: 


(1) Application of Part to Crown corporations — This Part applies to a pre- 
scribed federal Crown corporation as if any income or loss from 


(a) a business carried on by the corporation as agent of Her Majesty, and 
(b) a property of Her Majesty administered by the corporation, 
were an income or loss, as the case may be, of the corporation therefrom. 


Interpretation Bulletins: IT-347R2: Crown corporations (archived). 


(2) Presumption — Notwithstanding any other provision of this 
Act, a prescribed federal Crown corporation and any corporation 
controlled by such a corporation are each deemed not to be a private 
corporation and paragraphs 149(1)(d) to (d.4) do not apply to those 
corporations. 


Reiated Provisions: 181.71, 190.211 — Capital taxes apply to prescribed federal 
Crown corporations (PFCCs); 187.61, 191.4(3) — Part IV.1 and VI.1 taxes on pre- 


ferred share dividends apply to PFCCs; 256(6), (6.1) — Meaning of “control”. 


History: Subsec. 27(2) amended by 2001, c. 17, s. 17, applicable to taxation years and 
fiscal periods that begin after 1998. The subsec. formerly read: 
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(2) Notwithstanding any other provision of this Act, a prescribed federal Crown 
corporation and any corporation controlled by such a corporation shall be 
deemed not to be a private corporation and paragraph 149(1)(d) does not apply 
thereto. 


Regulations: 7100 (prescribed federal Crown corporation). 
Interpretation Bulletins: IT-347R2: Crown corporations (archived). 


(3) Transfers of land for disposition — Where land of Her 
Majesty has been transferred to a prescribed federal Crown corpora- 
tion for purposes of disposition, the acquisition of the property by 
the corporation and any disposition thereof shall be deemed not to 
have been in the course of the business carried on by the 
corporation. 

Interpretation Bulletins: IT-347R2: Crown corporations (archived). 

Definitions [s. 27]: “business” — 248(1); “controlled” — 256(6), (6.1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “Her Majesty” — Interpretation Act 35(1); 
“private corporation” — 89(1), 248(1); “property” — 248(1). 


28. (1) Farming or fishing business [cash method] — For 
the purpose of computing the income of a taxpayer for a taxation 
year from a farming or fishing business, the income from the busi- 
ness for that year may, if the taxpayer so elects, be computed in 
accordance with a method (in this section referred to as the “cash 
method”) whereby the income therefrom for that year shall be 
deemed to be an amount equal to the total of 


(a) all amounts that 


(i) were received in the year, or are deemed by this Act to 
have been received in the year, in the course of carrying on 
the business, and sas 


(ii) were in payment of or on account of an amount that 
would, if the income from the business were not computed in 
accordance with the cash method, be included in computing 
income therefrom for that or any other year, and 


(b) with respect to a farming business, such amount, if any, as is 


_ specified by the taxpayer in respect of the business in the tax- 


payer’s return of income under this Part for the year, not exceed- 
ing the amount, if any, by which 


(i) the fair market value at the end of the year of inventory 
owned by the taxpayer in connection with the business at that 
time 
exceeds 
(ii) the amount determined under paragraph (c) for the year, 
(c) with respect to a farming business, the amount, if any, that is 
the lesser of 


(i) the taxpayer’s loss from the business for the year com- 
puted without reference to this paragraph and to paragraph 
(b), and , 
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(ii) the value of inventory purchased by the taxpayer that was 
owned by the taxpayer in connection with the business at the 
end of the year, and 


(d) the total of all amounts each of which is an amount included 
in computing the taxpayer’s income for the year from the busi- 
ness because of subsection 13(1), 14(1), 80(13) or 80.3(3) or (5), 


minus the total of 
(e) all amounts, other than amounts described in section, 30, that 


(i) were paid in the year, or are deemed by this Act to have 
been paid in the year, in the course of carrying on the 
business, 


(ii) in the case of amounts paid, or deemed by this Act to 
have been paid, for inventory, were in payment of or on ac- 
count of an amount that would be deductible in computing 
the income from the business for the year or any other taxa- 
tion year if that income. were not computed in accordance 
with the cash method, and 


(iii) in any other case, were in payment of or on account of 
an amount that would be deductible in computing the income 
from the business for a preceding taxation year, the year or 
the following taxation year if that income were not computed 
in accordance with the cash method, 


(e.1) all amounts, other than amounts described in section 30, 
that 


(1) would be deductible in computing the income from the 
business. for the year if that income were not computed in 
accordance with the cash method, 


(ii) are not deductible in computing the-income from the bus- 
iness for any other taxation year, and 


(iii) were paid in a preceding taxation year in the course of 
carrying on the business, 


(f) the total of all amounts each of which is the amount, if any, 
included under paragraph (b) or (c) in computing the taxpayer’s 
income from the business for the immediately preceding taxa- 
tion year, and 


(g) the total of all amounts each of which is an amount deducted 
for the year under paragraph 20(1)(a), (b) or (uu), subsection 
20(16) or 24(1), section 30 or subsection 80.3(2) or (4) in re- 
spect of the business, 


except that paragraphs (b) and (c) do not apply in computing the 
income of the taxpayer for the taxation year in which the taxpayer 
dies. 


Related Provisions: 20(7)(b) — No reserve available under 20(1)(m) when using 
cash method; 23(3) — Reference to property included in inventory; 28(2) — Limita- 
tion where business carried on jointly with other persons; 28(4)— Non-resident; 
29-31 — Additional special rules for farmers; 76(1) — Security in satisfaction of in- 
come debt; 79(3)F(b)(v)(B)(D — Proceeds of disposition to debtor on surrender of 
property — unpaid interest included under 28(1)(e); 80(1)“excluded obligation”(b) — 
Obligation not subject to debt forgiveness rules; 80.3 — Income deferral from destruc- 
tion of livestock or drought-induced sales of breeding animals; 85(1)(c.2) — Transfer 
of property to corporation by shareholders; 87(2)(b) — Amalgamations — inventory; 
88(1.6) — Winding-up; 248(1)“cash method” — Definition applies to entire Act. 


History: Para. 28(1)(d) amended by 1998, c. 19, subsec. 83(1), applicable to taxation 
years that end after February 21, 1994. The para, formerly read: 


(d) the total of all amounts each of which is an amount included in computing 
the taxpayer’s income for the year from the business because of subsection 
13(1), 141), 80(13) or (17) or 80.3(3) or (5), 


Subpara. 28(1)(e)(ii) amended and subpara. (iii) and para. (e.1) added by 1998, c. 19, 
subsec. 83(2), applicable to amounts paid after April 26, 1995, other than amounts paid 
pursuant to an agreement in writing made by the payer on or before April 26, 1995. 
Subpara. (ii) formerly read: 


(ii) were in payment of or on account of an amount that would, if the income 
from the business were not computed in accordance with the cash method, be 
deductible in computing income therefrom for that or any other taxation year, 


Paras. 28(1)(d) and (g) amended by 1995, c. 21, subsecs. 7(1), (2), applicable to taxa- 
tion years that end after February 21, 1994. Those paras. formerly read: 


(d) the total of all amounts each of which is an amount included in computing 
the taxpayer’s income for the year from the business by reason of subsection 
13(1), 141) or 80.3(3) or (5), 
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(g) the total of all amounts each of which is an amount deducted for the year as 
permitted under paragraph 20(1)(a) or (b), subsection 20(16) or 24(1), section 30 
or subsection 80.3(2) or (4) in respect of the business, 


That portion of subsec. 28(1) following para. (g) added by 1994, c. 7, Sch. II (1991, c. 
49), subsec. 18(1), applicable to fiscal periods beginning after 1988. 


Selected Cases [subsec. 28(1)]: Dansereaw v. R., [2000] 1 C.T.C. 2582 (TCC) 
(Cash basis cannot be denied simply because business is complicated); Hadler Turkey 
Farms Inc. v. R., [1986] 1 C.T.C. 81 (FCTD) (Switch. to cash option not. permitted 
when taxpayer filed on accrual basis); Pollon v. R., [1984] C.T.C. 131 (FCTD) (Where 
income derived from farming, despite not physically taking part in operations, taxpay- 
ers operating independent businesses permitted to compute income on cash basis). 


Regulations: 1700-1704 (capital cost allowance rates for pre-1972 property of farm- 
ing or fishing business). 


Interpretation: Bulletins: IT-154R: Special reserves; IT-184R: Deferred cash 
purchase tickets issued by Canadian Wheat Board; IT-291R3: Transfer of property to a 
corporation under subsection 85(1); IT-373R2: Woodlots; IT-427R: Livestock of farm- 
ers; IT-526: Farming — cash method inventory adjustments. 


CRA Audit Manual: 27.12.0: Farming and fishing income; 29.4.0: Farm losses and 
restricted farm losses. 


Forms: RC322: Agrilnvest adjustment request; RC4004: Seasonal agricultural work- 
ers program [guide]; RC4060 (for PE, ON, AB): Farming income and the AgriStability 
and AgriInvest programs guide; RC4408 (for BC, SK, MB, NS; NL, YK): Farming 
income and the AgriStability and AgriInvest programs harmonized guide — joint 
forms and guide; T1163: Statement A — AgriStability and Agrilnvest programs infor- 
mation and statement of farming activities for individuals; T1164: Statement B — 
AgriStability and Agrilnvest programs information and statement of farming activities 
for additional farming operations; T1175: Calculation of CCA and business-use-of- 
home expenses; T1273: Statement, A — Harmonized AgriStability and AgriInvest pro- 
grams information and statement of farming activities for individuals; T1274: State- 
ment B — Harmonized AgriStability and AgriInvest programs information and state- 
ment of farming activities for additional farming operations; T1275: AgriStability and 
Agrilnvest programs additional information and adjustment request form; T2034: Elec- 
tion to establish inventory unit prices for animals; T2042: Statement of farming activi- 
ties; T2121: Statement of fishing activities; T4003: Farming income [guide]; T4004: 
Fishing income [guide]; TD3F: Fisher’s election for tax deductions at source. 


(1.1) Acquisition of inventory — Where at any time, and in cir- 
cumstances where paragraph 69(1)(a) or (c) applies, a taxpayer ac- 
quires inventory that is owned by the taxpayer in connection with a 
farming business the income from which is computed in accordance 
with the cash method, for the purposes of this section an amount 
equal to the cost to the taxpayer of the inventory shall be deemed 


(a) to have been paid by the taxpayer at that time and in the 
course of carrying on that business, and 


(b) to be the only amount so paid for the inventory by the 
taxpayer, 


and the taxpayer shall be deemed to have purchased the inventory at 
the time it was so acquired. 


History: Subsec. 28(1.1) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 18(3), 
applicable to taxation years and fiscal periods ending after 1990. 


Interpretation Bulletins: [T-427R: Livestock of farmers. 
Forms: T2034: Election to establish inventory unit prices for animals. 


History [former subsec. 28(1.1)]: Former subsec. 28(1.1) repealed by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 18(2), applicable to fiscal periods beginning after 1988. 
Former subsec. 28(1.1) had read: 


(1.1) Inventory — For the purposes of subsection (1), inventory owned in con- 
nection with a farming business means property that would have been included 
as inventory of the business if the income from the business had not been com- 
puted in accordance with the cash’ method, and includes livestock but does not 
include animals included in a taxpayer’s basic herd (within the meaning assigned 
by section 29). 


(1.2) Valuation of inventory — For the purpose of paragraph 
(1)(c) and notwithstanding section 10, inventory of a taxpayer shall 
be valued at any time at the lesser of the total amount paid by the 
taxpayer at or before that time to acquire it (in this section referred 
to as its “cash cost’’) and its fair market value, except that an animal 
(in this section referred to as a “specified animal’’) that is a horse or, 
where the taxpayer has so elected in respect thereof for the taxation 
year that includes that time or for any preceding taxation year, is a 
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bovine animal registered under the Animal Pedigree Act, shall be 
valued 


(a) at any time in the taxation year in which it is acquired, at 
such amount as is designated by the taxpayer not exceeding its 
cash cost to the taxpayer and not less than 70% of its cash cost 
to the taxpayer; and 


(b) at any time in a subsequent taxation year, at such amount as 
is designated by the taxpayer not exceeding its cash cost to the 
taxpayer and not less than 70% of the total of 


(i) its value determined under this subsection at the end of 
the preceding taxation year, and 


(ii) the total amount paid on account of the purchase price of 
the animal during the year. 
Related Provisions: 85(1)(c.2) — Transfer of property to corporation by sharehold- 
ers; 88(1.6) — Winding-up. 
History: Subsec. 28(1.2) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 18(4), 
applicable to fiscal periods commencing after 1988. Subsec. 28(1.2) formerly read: 
(1.2) For the purpose of paragraph (1)(c) and notwithstanding section 10, inven- 
tory of a taxpayer shall be valued at any time at the lesser of the amount paid by 
the taxpayer at or before that time to acquire it (in this section referred to as its 
“cash cost”) and its fair market value, except that an animal (in this section re- 
ferred to as a “specified animal”) that is a horse or, where the taxpayer so elects 
in respect thereof, is a bovine animal registered under the Animal Pedigree Act 
shall be valued 


(a) at any time in the taxation year in which it is acquired, at such amount as 
is designated by the taxpayer not exceeding its cash cost to the taxpayer and 
not less than 70% of its cash cost to the taxpayer; and 


(b) at any time in any subsequent taxation year, at such amount as is desig- 
nated by the taxpayer not exceeding its cash cost to the taxpayer and not less 
than 70% of its value determined under this subsection at the end of the 
preceding taxation year. 


Regulations: 1801, 1802 (valuation of inventory). 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


Forms: 12034: Election to establish inventory unit prices for animals. 


(1.3) Short fiscal period — For each taxation year that is less 
than 51 weeks, the reference in subsection (1.2) to ‘“70” shall be 
read as a reference to the number determined by the formula 


A 
-(30%<4,) 
100 * 365 


where 
A is the number of days in the taxation year. 


(2) Where joint farming or fishing business — Subsection 
(1) does not apply for the purpose of computing the income of a 
taxpayer for a taxation year from a farming or fishing business car- 
ried on by the taxpayer jointly with one or more other persons, un- 
less each of the other persons by whom the business is jointly car- 
ried on has elected to have his or her income from the business for 
that year computed in accordance with the cash method. 


(3) Concurrence of Minister [to stop using cash 
method] — Where a taxpayer has filed a return of income under 
this Part for a taxation year wherein the taxpayer’s income for that 
year from a farming or fishing business has been computed in ac- 
cordance with the cash method, income from the business for each 
subsequent taxation year shall, subject to the other provisions of 
this Part, be computed in accordance with that method unless the 
taxpayer, with the concurrence of the Minister and on such terms 
and conditions as are specified by the Minister, adopts some other 
method. 


(4) Non-resident — Notwithstanding subsections (1) and (5), 
where at the end of a taxation year a taxpayer who carried on a 
business the income from which was computed in accordance with 
the cash method is non-resident and does not carry on that business 
in Canada, an amount equal to the total of all amounts each of 
which is the fair market value of an amount outstanding during the 
year as or on account of a debt owing to the taxpayer that arose in 
the course of carrying on the business and that would have been 
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included in computing the taxpayer’s income for the year if the 
amount had been received by the taxpayer in the year, shall (to the 
extent that the amount was not otherwise included in computing the 
taxpayer’s income for the year or a preceding taxation year) be in- 
cluded in computing the taxpayer’s income from the business 


(a) for the year, if the taxpayer was non-resident throughout the 
year; and 
(b) for the part of the year throughout which the taxpayer was 
resident in Canada, if the taxpayer was resident in Canada at any 
time in the year. 
Related Provisions: 28(5) — Accounts receivable; 128.1(4)(b) — Deemed disposi- 
tion of property where taxpayer ceases to be resident in Canada; 253 — Extended 
meaning of “carrying on business in Canada’. 


History: Paras. 28(4)(a) and (b) amended by 2001, c. 17, subsec. 18(1), applicable to 
1998 et seg. The paras. formerly read: 


(a) for the year, if section 114 is not applicable; or 


(b) if section 114 is applicable, for the period or periods referred to in paragraph 
114(a) in respect of the year. 


Subsec. 28(4) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 18(5), applicable 
with respect to taxpayers who cease to reside in Canada or who cease to carry on busi- 
ness in Canada after July 13, 1990. Subsec. 28(4) formerly read: 


(4) Change in residence — Where a taxpayer who, at a time when the tax- 
payer was a resident of Canada, carried on a business the income from which 
was computed in accordance with the method authorized by subsection (1) has, 
on or after disposing of or ceasing to carry on the business or a part of the busi- 
ness, ceased to be a resident of Canada in a taxation year, an amount equal to the 
value, at the time the taxpayer ceased to be a resident of Canada, of 


(a) such part of the property that would have been included in the inventory 
of the business or the part of the business if the income from the business 
had not been computed in accordance with the method authorized by subsec- 
tion (1) as remained the property of the taxpayer at the time the taxpayer 
ceased to be a resident of Canada, and 


(b) such part of amounts outstanding at the time the taxpayer ceased to be a 
resident of Canada as or on account of debts owing to the taxpayer that arose 
in the course of carrying on the business as would have been included in 
computing the taxpayer’s income for the year if the amounts had been re- 
ceived by the taxpayer in the year at a time when the taxpayer was a resident 
of Canada, 


shall be included in computing the taxpayer’s income 
(c) for the year, if section 114 is not applicable, or 
(d) if section 114 is applicable, for the period or periods in the year referred 
to in paragraph 114(a). 
Interpretation Bulletins: IT-427R: Livestock of farmers. 


(4.1) [Repealed] 


History: Subsec: 28(4:1) repealed by 2001, c. 17, subsec. 18(2), applicable after De- 
cember 23, 1998. The subsec. formerly read: 


(4.1) Idem — Notwithstanding subsection (1), where at any time in a taxation 
year 
(a) a taxpayer who carried on a business the income from which is computed 
in accordance with the cash method is non-resident, and 


(b) a property that was inventory owned by the taxpayer in connection with 
the business is not used in connection with a business carried on in Canada 
by the taxpayer (other than inventory sold in the course of carrying on the 
business), 


the taxpayer shall (except where this subsection applied in respect of the pro- 
perty at an earlier time) be deemed to have disposed of the property at that time 
in the course of carrying on the business for proceeds of disposition equal to its 
fair market value at that time and an amount equal to those proceeds shall be 
included in computing the taxpayer’s income from the business 


(c) for the year, if section 114 does not apply, or 
(d) if section 114 applies, for the period or periods in the year referred to in 
paragraph 114(a). 


Subsec. 28(4.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 18(5), applicable 
with respect to taxpayers who cease to reside in Canada after July 13, 1990 and with 
respect to property that ceases after July 13, 1990 to be used in connection with a 
business carried on in Canada. 


(5) Accounts receivable — There shall be included in comput- 
ing the income of a taxpayer for a taxation year such part of an 
amount received by the taxpayer in the year, on or after disposing 
of or ceasing to carry on a business or a part of a business, for, on 
account or in lieu of payment of, or in satisfaction of debts owing to 
the taxpayer that arose in the course of carrying on the business as 
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would have been included in:computing the income of the taxpayer 
for the year had the amount so received been received by the tax- 
payer in the course of carrying on the business. 


CRA Audit Manual: 27.12.4: Farming and fishing income — income tax mplicas 
tions — ceasing to carry on a farming or fishing business. 


Selected Cases [s. 28]: Dechant v. Canada (Human Resources & Social Develop- 
ment), [2009] 6 C.T.C. 1.(FCA), (Cash basis taxpayer could not deduct payment.in. Year 
2 against income in Year 1). 


Definitions [s. 28]: “amount”, “business” — 248(1), 253; “Canada” — 255; “cash 
method” — 28(1), 248(1); “farming”, “fishing”, “inventory”, “Minister”, “non-resi- 
dent”, . “person”, “property” —248(1); “specified. animal’? — 28(1.2); “taxation 
year” — 11(2), 249; “taxpayer” — 248(1). 

Interpretation ‘Bulletins [s. 28]: IT-156R: Feedlot operators (archived); IT-188R: 
Sale of accounts receivable; IT-433R: Farming or fishing — use of cash method; IT- 
505: Mortgage foreclosures and conditional sales repossessions. (archived); IT-526: 
Farming — cash method inventory adjustments. 


29. (1) Disposition of animal of basic herd class —.Where.a 
taxpayer has a basic herd of a class of animals and disposes of an 
animal of that class in the course of carrying on a farming business 
in a taxation year, if the taxpayer so elects in the taxpayer’s return 
of income under this Part for the year the following rules apply: 


(a) there shall be deducted in computing the taxpayer’s basic 


herd of that class at the end of the year such number as is desig- | 


nated by the taxpayer in the taxpayer’s election, not exceeding 
the least of 


(i) the number of animals of that class so disposed of by the 


taxpayer in that year, 


(ii) Yio of the taxpayer’ s basic herd of that class on December 
31, 1971, and 


(iii) the taxpayer’s basic herd of that class of animal at the 
end of the immediately preceding taxation year; and 


(b) there shall be deducted in computing the taxpayer’s income 
from the farming business for the taxation year the product ob- 
tained when 


(i) the number determined under paragraph (a) in respect of 
the taxpayer’s basic herd of that class for the year 


is multiplied by | 


(11). the quotient obtained. when. the fair market value. on. De- 
cember 31,1971 of the taxpayer’s animals of that class on 
that day is divided by the number of the taxpayer’s animals 
of that class on that day. 

Related Provisions: 28(1)(b) — Optional inclusion of inventory in income; 80:3 — 


Income deferral from destruction of livestock or drought-induced sales of breeding ani- 
mals; 96(3) — Election by members of partnership. 


Forms: T2034: Election to establish inventory unit prices for animals. 


(2) Reduction in basic herd — Where a taxpayer carries on a 
farming business in a taxation year and the taxpayer’s basic herd of 
any class at the end of the immediately preceding year, minus the 
deduction, if any, required by paragraph (1)(a) to be made in com- 
puting the taxpayer’s basic herd of that class at the end of the year, 
exceeds the number of animals of that class owned by the taxpayer 
at the end of the year, 


(a) there shall be deducted in eatapiiting the taxpayer’s basic 
herd of that class at the end of the year the number of animals 
comprising the excess, and 


(b) there shall be deducted in computing the taxpayer’s income 
from the farming business for the taxation year the product ob- 
tained when 


(i) the number of animals comprising the excess 
is multiplied by 


(ii) the quotient obtained when the fair market value on De- 
cember 31, 1971 of the taxpayer’s animals of that class on 
that day is divided by the number of the taxpayer’s animals 
of that class on that day. 


S. 31(D)(a@ 


(3) interpretation — For the purposes of this: section, 


(a) a taxpayer’s “basic herd” of any class of animals at a partic- 
ular time means such number of the animals of that class that the 
taxpayer had on hand at the end of [the taxpayer’s] 1971 taxa- 
tion year as were, for the purpose of assessing the taxpayer’s tax 
under this Part for that year, accepted by the Minister, as a con- 
sequence of an application made by the taxpayer, to be capital 
properties and not to be stock-in-trade, minus the numbers, if 
any, required by virtue of this section to be deducted in comput- 
ing the taxpayer’s basic herd of that class at the end of taxation 
years of the taxpayer ending before the particular time; 


(b) “class of animals” means animals of a particular species, 
namely, cattle, horses, sheep or swine, that are 


(i) purebred animals of that species for which a certificate of 
registration has been issued by a person recognized by breed- 
ers. in Canada of purebred animals of that species to be the 
registrar of the breed to which such animals belong, or issued 
by the Canadian National Livestock Records Corporation, or 


(11) animals of that species other than purebred animals de- 

scribed in subparagraph (i), 
each of which descriptions in subparagraphs (i) and (ii) shall be 
deemed to be of separate classes, except that where the number 
of the taxpayer’s animals described in subparagraph (1) or (ii), as 
the case may be, of a particular species is not greater than 10% 
of the total number of the taxpayer’s animals of that species that 
would otherwise be of two separate classes by virtue of this par- 
agraph, the taxpayer’s animals described in subparagraphs (i) 
and (ii) of that species shall be deemed to be of a single class; 
and 


(c) in determining the number of animals of any class on hand at 
any time, an animal shall not be included if it was acquired for a 
feeder operation, and an animal shall be included only if its ac- 
tual age is not less than, 

(i) in the case of cattle, 2 years, 

(ii) in the case of horses, 3 years, and, 

(iii) in the case of sheep or swine, one year, 
except that 2 animals of a class under the age specified in sub- 
paragraph (i), (ii) or (iii), as the case may be, shall be counted as 
one animal of the age so specified. 

Definitions [s. 29]: “basic herd’ — 29(3)(a); “business” — 248(1); 


perty” — 54, 248(1); “class of animals” — 29(3)(b); “farming”, 
son” — 248(1); “taxation year” — 11(2), 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 29]: IT-427R: Livestock of farmers. 


“capital pro- 


“Minister”, “per- 


30. Improving land for farming — Notwithstanding paragraphs 
18(1)(a) and (b), there may be deducted in computing a taxpayer’s 
income for a taxation year from a farming business any amount 
paid by the taxpayer before the end of the year for clearing land, 
levelling land or installing a land drainage system for the purposes 
of.the business, to the extent that such amount has not been de- 
ducted in a preceding taxation, year. 

Related Provisions: 28(1)(g) — Deduction from farming or fishing income when 
using cash method. 

Definitions [s. 30]: “amount”, “business”, “farming” — 248(1); “taxation year” — 
11(2), 249; “taxpayer” — 248(1). 

Interpretation Bulletins [s. 30]: IT-485: Cost of clearing or levelling land. 


31. (1) Loss from farming where chief source of income 
not farming — Where a taxpayer’s chief source of income for a 
taxation year is neither farming nor a combination of farming and 
some other source of income, for the purposes of sections 3 and 111 
the taxpayer’s loss, if any, for the year from all farming businesses 
carried on by the taxpayer shall be deemed to be the total of 


(a) the lesser of 
(i) the amount by which the total of the taxpayer’s losses for 
the year, determined without reference to this section and 


before making any deduction under section 37 or 37.1, from 
all farming businesses carried on by the taxpayer exceeds the 
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total of the taxpayer’s incomes for the year, so determined 
from all such businesses, and 


(ii) $2,500 plus the lesser of 


(A) ‘2 of the amount by which the amount determined 
under subparagraph (i) exceeds $2,500, and 


(B) $6,250, and 
(b) the amount, if any, by which 


(i) the amount that would be determined under subparagraph 
(a)(i) if it were read as though the words “and before making 
any deduction under section 37 or 37.1” were deleted, 


exceeds 


(ii) the amount determined under subparagraph (a)(i). 


Related Provisions: 9(2) — Loss from business or property; 31(1.1) — Restricted 
farm loss; 53(1)(i) — Addition to adjusted cost base for non-deductible losses; 
53(2)(c)(i)(B) — Adjusted cost base of interest in partnership; 87(2.1)(a) — Amalga- 
mation — Restricted farm loss carried forward; 96(1) — Restricted farm loss of part- 
ner; 101 — Disposition of land used in farming business of partnership; 111(1)(c) — 
Carryover of restricted farm losses; 111(9) — Restricted farm loss where taxpayer not 
resident in Canada; 127.52(1)(i)(ii)(B) — Calculation of previous year’s restricted farm 
loss for minimum tax purposes; 128.1(4)(f) — Restricted farm loss limitation on be- 
coming non-resident. 


History: The closing words of subsec. 31(1) repealed by 1995, c. 21, subsec. 8(1), 
applicable to taxation years that end after February 21, 1994. The closing words for- 
merly read: 


and for the purposes of this Act the amount, if any, by which the amount deter- 
mined under subparagraph (a)(i) exceeds the amount determined under subpara- 
graph (a)(ii) is the taxpayer’s “restricted farm loss” for the year. 


Selected Cases [subsec. 31(1)]: McKinnon v. R., [2000] 4 C.T.C. 2061 (TCC) 
(Non-farming employment continued only as condition of loan to finance farming 
equipment); Riveros v. R., [2000] 1 C.T.C. 3013 (TCC) (Test met where employment 
was for benefit of and subject to the farming business); Phillips v. Canada, [1997] 1 
C.T.C. 59 (FCTD) (Consideration of psychological, physical and professional commit- 
ment as well as income and capital levels); Moldowan vy. R., [1977] C.T.C. 310 (SCC) 
(Taxpayer’s chief source of income determined from reasonable expectations of in- 
come from various revenue sources and ordinary mode and habit of work); McLaws v. 
R., [1976] C.T.C. 15 (FCTD) (Losses from raising racehorses were from business with 
expectation of profit). 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. 

1.T. Technical News: 30 (restricted farm losses). 


CRA Audit Manual: 11.6.5 and Appendix A-11.2.23: Farm losses and restricted farm 
loss report; 29.4.0: Farm losses and restricted farm losses. 


(1.1) Restricted farm loss — For the purposes of this Act, a tax- 
payer’s “restricted farm loss” for a taxation year is the amount, if 
any, by which 


(a) the amount determined under subparagraph (1)(a)(i) in re- 
spect of the taxpayer for the year 


exceeds 


(b) the total of the amount determined under subparagraph 
(1)(a)(11) in respect of the taxpayer for the year and all amounts 
each of which is an amount by which the taxpayer’s restricted 
farm loss for the year is required to be reduced because of sec- 
tion 80. 


Related Provisions: 80(3)(c) — Reduction in restricted farm loss on debt forgive- 
ness; 248(1)“restricted farm loss” — Definition applies to entire Act. See also at 31(1). 


History: Subsec. 31(1.1) added by 1995, c. 21, subsec. 8(2), applicable to taxation 
years that end after February 21, 1994. 


CRA Audit Manual: 11.6.5 and Appendix A-11.2.23: Farm losses and restricted farm 
loss report; 29.4.0: Farm losses and restricted farm losses. 


(2) Determination by Minister — For the purpose of this sec- 
tion, the Minister may determine that a taxpayer’s chief source of 
income for a taxation year is neither farming nor a combination of 
farming and some other source of income. 

Selected Cases [subsec. 31(2)]: Cormack v. R., [2000] 1 C.T.C. 2035 (T.C.C.) 
(Comparison of capital employed not always necessary in determining chief source). 


Selected Cases [s. 31]: Craig v. R., [2010] 3 C.T.C. 2341 (TCC) (Farming activi- 
ties, although not “chief source” when claimed, must have potential to become chief 
source); Gunn v. R., [2006] 5 C.T.C. 191 (FCA); rev’g [2005] 4 C.T.C. 2032 (TCC) 
(No requirement that farming be predominant source of income or that connection 
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needed between farming and other sources); Kroeker v. R., [2003] 1 C.T.C. 183 (FCA) 
(FCA overturned TCC finding that taxpayer was not a “chief source” farmer); R. v. 
Donnelly, [1998] 1 C.T.C. 23 (FCA) (Distinction between country person going to city 
to supplement farming income and city person going to country). 

Definitions [s. 31]: “amount”, “business”, “farming”, “Minister” — 248(1); “re- 
stricted farm loss” — 31(1.1), 248(1); “taxation year’ — 11(2), 249; “taxpayer” — 
248(1). 

Interpretation Bulletins [s. 31]: IT-156R: Feedlot operators (archived); IT-232R3: 
Losses — their deductibility in the loss year or in other years; IT-262R2 — Losses of 
non-residents and part-year residents; IT-322R: Farm losses; IT-373R2: Woodlots. 


32. (1) Insurance agents and brokers [unearned commis- 
sions] — In computing a taxpayer’s income for a taxation year 
from the taxpayer’s business as an insurance agent or broker, no 
amount may be deducted under paragraph 20(1)(m) for the year in 
respect of unearned commissions from the business, but in comput- 
ing the taxpayer’s income for the year from the business there may 
be deducted, as a reserve in respect of such commissions, an 
amount equal to the lesser of 


(a) the total of all amounts each of which is that proportion of an 
amount that has been included in computing the taxpayer’s in- 
come for the year or a preceding taxation year as a commission 
in respect of an insurance contract (other than a life insurance 
contract) that 
(i) the number of days in the period provided for in the insur- 
ance contract that are after the end of the taxation year 
is of 
(ii) the number of days in that period, and 
(b) the total of all amounts each of which is the amount that 
would, but for this subsection, be deductible under paragraph 
20(1)(m) for the year in respect of a commission referred to in 
paragraph (a). 
Related Provisions: 72(1)(b) — Reserves, etc. for year of death; 87(2)(j.6) — 
Amalgamation — continuing corporation. 
History: Subsec. 32(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 19(1), 
applicable to taxation years ending after 1990. Subsec. 32(1) formerly read: 


32. (1) Paragraph 20(1)(m) does not apply to allow a deduction to an insurance 
agent or broker in respect of unearned commissions but a taxpayer may, in com- 
puting the taxpayer’s income from a business as an insurance agent or broker for 
a taxation year, deduct as a reserve in respect of unearned commissions an 
amount equal to the proportion of an amount that has been included in comput- 
ing the taxpayer’s income for the year or a previous year as a commission in 
respect of an insurance contract, other than a life insurance contract, that 


(a) the number of days in that portion of the period provided for in the insur- 
ance contract that is after the end of the taxation year, 


is of 
(b) the whole of that period. 


Forms: T2069: Election in respect of amounts not deductible as reserves for the year 
of death. 


(2) Reserve to be included — There shall be included as in- 
come of a taxpayer for a taxation year from a business as an insur- 
ance agent or broker, the amount deducted under subsection (1) in 
computing the taxpayer’s income therefrom for the immediately 
preceding year. 


(3) Additional reserve — In computing a taxpayer’s income for 
a taxation year ending after 1990 from a business carried on by the 
taxpayer throughout the year as an insurance agent or broker, there 
may be deducted. as an additional reserve an amount not exceeding 


(a) where the year ends in 1991, 90%, 
(b) where the year ends in 1992, 80%, 
(c) where the year ends in 1993, 70%, 
(d) where the year ends in 1994, 60%, 
(e) where the year ends in 1995, 50%, 
(f) where the year ends in 1996, 40%, 
(g) where the year ends in 1997, 30%, 
(h) where the year ends in 1998, 20%, 
(1) where the year ends in 1999, 10%, and 
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(j) where the year ends after 1999; 0% 
of the amount, if any, by which 


(k) the reserve that was deducted by the idkpaver under ecitiaste 
tion (1) for the taxpayer’s last taxation niin, ending before 1991 


exceeds 


(1) the amount deductible by the taxpayer under subsection (1) 
for the taxpayer’s first taxation year ending after 1990, 


and any amount so deducted by the taxpayer for a taxation year 
shall be deemed for the. purposes of subsection, (2). to have been 
deducted for that year pursuant to subsection (1). 


Related Provisions: 87(2)(j.6) — Rules applicable — continuing corporation. 


History: Subsec. 32(3) added by 1994, c..7, Sch. TI (1991, c. 49), subsec. 19(2), appli- 
cable to taxation years ending after 1990. 

Definitions [s. 32]: “amount”, “business” — 248(1); “taxation year” — 11(2), 249; 
“taxpayer” — 248(1). 

Interpretation Bulletins [s. 32]: IT- 321R: Insurance agents and brokers — 
unearned commissions (archived). 


32.1 (1) Employee benefit plan deductions — Where a tax- 
payer has made contributions to an employee benefit plan in respect 
of the taxpayer’s employees or former employees, the taxpayer may 
deduct in computing the taxpayer’s income for a taxation year 


(a) such portion of an amount allocated to the taxpayer for the 
year under subsection (2) by the custodian of the plan as does 
not exceed the amount, if any, by which 


(1) the total of allamounts each of which is a contribution by 
the taxpayer to the plan for the year or a preceding year 


exceeds the total of all amounts each of which is 


(ii) an amount in respect of the plan deducted by the taxpayer 
in computing the taxpayer’s income for a preceding year, or 


(111) an amount received by the taxpayer in the year or a pre- 
ceding year that was a return of amounts contributed by the 
taxpayer to the plan; and 


(b) where at the end of the year all of the obligations of the plan 
to the taxpayer’s employees and former employees have been 
satisfied and no property of the plan will thereafter be paid to or 
otherwise be available for the benefit of the taxpayer, the 
amount, if any, by which 


(i) the total of all amounts each of which is a contribution by 
the taxpayer to the plan for the year or a preceding year 


exceeds the total of all amounts each of which is 


(ii) an amount in respect of the plan deducted by the taxpayer 
in computing the taxpayer’s income for a preceding year, or, 
by virtue of paragraph (a), for the year, or 


(iii) an amount received by the taxpayer in the year or a pre- 
ceding year that was a return of amounts contributed by the 
taxpayer to the plan. 
Related Provisions: 6(1)(a)(ii), 6(1)(g) — Employee benefit plan benefits taxable; 
12(1)(n)— Employer’s income inclusion— amounts received from employees profit 
sharing plan; 12(1)(n.1) — Employee benefit plan; 18(1)(0) — Employee benefit plan 
contributions; 87(2)G.3) — Amalgamation — continuation of corporation; 94(1)“ex- 
empt foreign trust’’(f) [proposed] — Employee benefit plan excluded from non-resident 
trust rules; 107.1(b) — Distribution of property by EBP deemed at cost amount; 
207.6(4) — Deemed contribution. 
Advance Tax Rulings: ATR-17: Employee benefit plan — purchase of company 
shares. 


(2) Allocation — Every custodian of an employee benefit plan 
shall each year allocate to persons who have made contributions to 
the plan in respect of their employees or former employees the 
amount, if any; by which the total of 


(a) all payments made in the year out of or under the plan to or 
for the benefit of their employees or former employees (other 
than the portion thereof that, by virtue of subparagraph 
6(1)(g)@i), is not required to be included in computing the in- 
come of a taxpayer), and 
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(b) all payments made in the year out of or under the plan to the 
heirs or the legal representatives of their employees or former 
employees 


exceeds the income of the plan for the year. 


Related Provisions: 32.1(3) — Income of employee benefit plan; 94(1)“exempt 
foreign trust’’(f) [proposed] — Employee benefit plan excluded from non-resident trust 
tules, 


(3) Income of employee benefit plan — For the purposes of 
subsection (2), the income of an employee benefit plan for a-year 


(a) in the case of.a plan that is,a trust,.is the amount that would 
be its income for.the year if section 104, were. read without refer- 
ence to subsections 104(4) to (24); and 


(b) in any other case, is the total of all amounts each of which is 
the amount, if any, by which a payment under the plan by the 
custodian thereof in the year exceeds 


(i) in the case of an annuity, that part of the payment deter- 
mined in prescribed manner to have been a return of capital, 
and 


(ii) in any other case, that part of the payment that could, but 
for paragraph 6(1)(g), reasonably, be regarded as being a pay- 
ment of a capital nature. 

Regulations: 300 (prescribed manner). 


Selected Cases [s. 32.1]: J.W. Baker Agency (1976) Ltd. y. Canada, [1989] 1 
C.T.C. 246 (FCA) (Provision intended to permit spreading commissions over duration 
of policies). 

Definitions [s. 32.1]: “amount”, “annuity” —248(1); 
ployee benefit plan”; Ee DOy ee, benefit plan’, “person”; “ 
248(1); “taxation year’ — 11(2), 249. 

Interpretation Bulletins [s. 32.1]: IT-502: Employee benefit plans and employee 
trusts. 


“custodian” — 248(1)“em- 
prescribed”, “property” — 


33. [Repealed under former Act] 


33.1 (1) International. banking centres — definitions — In 
this section, 


“eligible deposit”, at any particular time, means a debt owing at the 
particular time by a taxpayer that is a prescribed financial institution 
as or on account of an amount deposited with the taxpayer by 


(a) a non-resident person with whom the taxpayer is dealing at 
arm’s length at the particular time, where 


(i) at the particular time, the deposit is recorded in the books 
of account of an international banking centre business of the 
taxpayer, 

(ii) at the particular time, the taxpayer is not obligated, either 
immediately or in the future and either absolutely or contin- 
gently, to' repay any portion of the debt to a person other than 
a non-resident person, and 


(iii) before the deposit was recorded in the books of account 
of the international banking centre business, the taxpayer 
made reasonable inquiries and had no reasonable cause to be- 
lieve that any portion of the amount was deposited on behalf 
of, for the benefit of or as a condition of any transaction with, 
a person (other than a non-resident person with whom the 
taxpayer was dealing at arm’s length), or 


(b) another prescribed financial institution with whom the tax- 
payer is dealing at arm’s length at the particular time, where 


(i) at or before the time at which the deposit was made, the 
prescribed financial institution provided written notice to the 
taxpayer that the deposit was being made from deposits re- 
corded in the books of account of an international banking 
centre business of that prescribed financial institution, and 


(ii) a reasonable rate of interest is paid or payable by the tax- 
payer in respect of the deposit; 
Related Provisions: 212(1)(b)(xi) — Non-resident withholding tax —- exemption. 


History: Subpara. (a)(iii) of the definition “eligible deposit” in subsec. 33.1(1) 
amended by 1994, c. 7, Sch. II (1991, c: 49), subsec. 20(1), to substitute “(other than a 
non-resident person with whom the taxpayer was dealing at arm’s length)” for “other 
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than a non-resident person’, applicable to deposits first recorded in the books of ac- 
count of an international banking centre business after July 13, 1990. 


Regulations: 7900 (prescribed financial institution). 


“eligible loan’’, at any particular time, means 


(a) a loan or deposit (in this paragraph referred to as a “loan”) 
made by a taxpayer that is a prescribed financial institution to a 
non-resident person (in this paragraph referred to as the “bor- 
rower’) with whom the taxpayer is dealing at arm’s length at the 
particular time, where 


(i) at the particular time, neither a person other than a non- 
resident person nor a person with whom the taxpayer is not 
dealing at arm’s length is obligated to the taxpayer, either 
immediately or in the future and either absolutely or contin- 
gently, to pay to the taxpayer any amount in respect of the 
loan, 


(ii) the loan was recorded in the books of account of an inter- 
national banking centre business of the taxpayer throughout 
the period commencing with the later of 


(A) the time at which the loan was made, and 
(B) the earliest of 


(1) the time at which the loan was first recorded in the 
books of account of a branch or office of the taxpayer 
located in Canada, 


(II) the end of the first taxation year in respect of 
which the taxpayer has made any designation under 
subsection (3), and 


(III) the end of 1992 
and ending at the particular time, 


(iii) in the case of a loan made before the end of the first 
taxation year in respect of which the taxpayer has made any 
designation under subsection (3) (other than a loan recorded 
in the books of account of an international banking centre 
business of the taxpayer at the time at which the loan was 
made) or a loan made to a foreign bank, the taxpayer made 
reasonable inquiries before the loan was recorded in the 
books of account of the international banking centre business 
and had no reasonable cause to believe that the borrower had 
used or would use any proceeds of the loan, directly or indi- 
rectly, for the purpose of 


(A) earning income in Canada, or 


(B) making a loan to a person other than a non-resident 
person, and 


(iv) in the case of any other loan, the taxpayer, before the 
loan was recorded in the books of account of the interna- 
tional banking centre business, 


(A) obtained a statement signed by or on behalf of the 
borrower that the borrower would not use any proceeds of 
the loan, directly or indirectly, for a purpose described in 
subparagraph (iii), and 


(B) had no reasonable cause to believe that the borrower 
would use any proceeds of the loan, directly or indirectly, 
for a purpose described in subparagraph (iii), 


(b) a loan acquired by a taxpayer that is a prescribed financial 
institution from a foreign bank with which the taxpayer is not 
dealing at arm’s length at the time the loan was acquired, where 
the conditions described in subparagraphs (a)(i) to (iii) are met 
at the particular time, or 


(c) a deposit made by a taxpayer that is a prescribed financial 
institution with another prescribed financial institution with 
whom the taxpayer is dealing at arm’s length at the particular 
time where, at or before the time at which the deposit was made, 
the taxpayer provided written notice to the prescribed financial 
institution that the deposit was being made from, deposits re- 
corded in the books of account of an international banking cen- 
tre business of the taxpayer; 
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Regulations: 7900 (prescribed financial institution). 


“foreign bank” has the meaning assigned by the definition “for- 
eign bank” in section 2 of the Bank Act (read without reference to 
paragraph (g)), except that an authorized foreign bank is not consid- 
ered to be a foreign bank in respect of its Canadian banking 
business; 


Related Provisions: 142.7 — Foreign banks —conversion from subsidiary to 
branch; 248(1)‘‘authorized foreign bank” — Foreign bank branches. 


History: The definition “foreign bank” in subsec. 33.1(1) amended by 2001, c. 17, s. 
19, applicable after June 27, 1999. The definition formerly ‘read: 


“foreign bank” has the meaning that would be assigned by the definition “foreign 
bank” in subsection 2(1) of the Bank Act if that definition were read without 
reference to paragraph (g). thereof; 


“non-resident person” at any time, with respect to a taxpayer, in- 
cludes a person that the taxpayer, based on reasonable inquiries, be- 
lieves at that time to be a person not resident in Canada. 


(2) Interpretation — For the purposes of this section, 
(a) a partnership shall be deemed to be a person; 


(b) where a member of a partnership, and a person do not deal 
with each other at arm’s length, the partnership and the person 
shall be deemed not to deal with each other at arm’s length; 


(c) a partnership is a non-resident person only where all of its 
members are non-resident persons; and 


(d) a deposit made by or to.a non-resident person or a loan made 
to a non-resident person does not include a deposit made by or 
to, or a loan made to, as the case may be, a fixed place of busi- 
ness in Canada of the non-resident person. 


(3) Designation and exemption — Where a taxpayer that was, 
throughout a taxation year, a prescribed financial institution has 
designated in respect of the year, by filing a prescribed form with 
the Minister on or before the day that is 90 days, after the com- 
mencement of the year, a branch or office of the taxpayer in the 
metropolitan area of Montreal in the Province of Quebec or in the 
metropolitan area of Vancouver in the Province of British Columbia 
as a branch or office in which an international banking centre busi- 
ness of the taxpayer is to be carried on and has not revoked that 
designation by filing a prescribed form with the Minister on or 
before that day, in computing the income of the taxpayer for the 
year no amount shall be added or deducted in respect: of the tax- 
payer’s income or loss, as the case may be, for the year from the 
international banking centre business. 

Related Provisions: 33.1(5) — Restriction; 33.1(6) — Election; 33.1(7) — Election 
restriction; 33.1(9) — Exception where less than 90% of revenue from eligible loans; 
33.1(12) — Return; 87(2)(G.8) — Amalgamations — continuing corporation. 


Regulations: 7900 (prescribed financial institution). 


Forms: 1781: Designation as an international banking centre; T781-C: Revocation of 
designation as an international banking centre. 


(4) Income or loss from an international banking centre 
business — Subject to subsection (5), the amount of a taxpayer’ s 
income or loss, as the case may be, for a taxation year from an in- 
ternational banking centre business shall be determined on the as- 
sumption that 


(a) the international banking centre business was a separate busi- 
ness carried on by the taxpayer the only income or loss of which 
was derived from eligible loans for the period in the year during 
which they were recorded in the books of account of the busi- 
ness; and 


(b) the only amount payable for the year by the taxpayer in re- 
spect of interest on money borrowed for the purpose of earning 
income from the business was equal to the total of 


(i) the total of all amounts each of which is the interest paya- 
ble by the taxpayer in respect of an eligible deposit for’ the 
period in the year during which it was recorded in the books 
of account of the business, and 
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(ii) the amount equal to that proportion of 


(A) the total of all amounts each of which is‘the amount 
determined in respect of a day in ots yeas equal to the 
amount, if any, by, which 


(1) 96% of the total of all amounts eat of which is the 
amount outstanding on account of the principal 
amount of an eligible loan recorded in the books of 
account of the, business at the end of,the.day ; 


exceeds ©)’ 


(II) the total of all amounts each of which’ is ‘the 
amount” outstanding: on account ‘of’ the’ principal 
‘amount of an eligible deposit recorded in the books of 
account of the business at the end of the day » 


that 
(B) the total determined under subparagraph (i) 
is of 


(C) the total of all amounts 28h of which is the amount 
outstanding on account of the principal amount of an eli- 
gible deposit recorded in the books of account of the busi- 
ness at the end ofa day in the year. 
Related Provisions: 33.1(6) — Election; 33.1(10)——No_ deduction Series 
33.111) — Rules clarifying application of provision, 87(2)(,8) — Amalgamations — 
continuing corporation; Reg. 400(1.1), 413.1 — Provincial eae of i income to be 
done before IBC adjustment. 


(5) Restriction — A taxpayer’s income for a taxation year from 
an international banking centre business shall not exceed that pro- 
portion ‘of such income pli tgs in ooh eg with subsection 
(4) that 


(a) the total of all amounts each of which is an amount deter- 
mined in respect of a day in the year equal to 'the’lesser of 


(i) 96% of the total of all amounts each of which is the 
amount outstanding on account of the principal amount of an 
eligible loan recorded in the books of account of the business 
at the end of the day, and 


(ii) the total of all amounts each of which is the amount out- 
standing on account of the principal amount of an eligible 
deposit recorded in the books of account of the business at 
the end of the day 


is of 
(b) 96% of the total of all amounts each of which is the amount 
outstanding on account of the principal amount of an eligible 


loan recorded in the books of account of the business at the end 
of a day in the year. 


Related Provisions: 33.1(6) — Election: 


(6) Election — For the purposes of subsections (4) and (5), where 
a taxpayer so elects in the taxpayer’s return of income for a taxation 
year or in a prescribed form filed with the Minister within 90 days 
after thé day of sending of a notice of assessment for the year or a 
notification that no tax is payable for the year, an eligible deposit 
recorded in the books of account of an international banking centre 
business of the taxpayer at the end of a day in:the year is deemed 
not to have been recorded: at any time in the day in the books of 
account of that business and is deemed to have been recorded 
throughout that day in the books of account, of another international 
banking centre business, of the taxpayer designated by the taxpayer 
in the election. 

Related Provisions: 33.1(7) — Election. restriction; 244(14), (14.1) — Date: when 
notice sent. 


History: Subsec. 33.1(6) amended by 2010, c. 25; s.7, in force on December 15, 2010. 
It formerly read: 


(6) For the purposes of subsections (4) and (5), where’a taxpayer so elects in the 
taxpayer’s return of income fora taxation year or in a prescribed form filed with 
the Minister within 90 days after the day of mailing of a notice of assessment for 
the year or a notification that’no tax is payable for the year, an eligible deposit 
recorded in the books of account of an international banking centre business of 
the taxpayer at the end of a day in the year shall be deemed not to have been 
recorded at any time in the day in the books of account of that business and shall ) 
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- be deemed to have been recorded throughout that:day in the books of account of 
another international banking centre business of the taxpayer designated. by the 
taxpayer in the election. 


Forms: T781-B: Election re deemed transfers of eligible deposits between interna- 
tional. banking centres. : 


(7) Election restriction — A taxpayer may elect, as provided in 
subsection (6), only in respect of eligible deposits recorded in the 
books of account of an international banking centre business at the 
end of a day to the extent that the total of those deposits exceeds 
96% of the total of all amounts outstanding on account of the prin- 
cipal amounts of eligible loans recorded in the books of account of 


_ the business at the end of the day. 


History: Subsec. 33. 1(7) amended by 1994, c. 7, Sch. II (1991, ad 49), subsec. 20(2), 
to substitute “96% of the total” for “the total”, applicable to taxation years commencing 


| after December 17, 1987. 


(8) Limitation — In computing the income of a taxpayer for a tax- 


_ ation year, an amount paid or payable by the taxpayer on a deposit 


for the period in the year during which it was an eligible deposit 
shall, notwithstanding any other provision of this Act, be deductible 
only in computing the income or loss of the taxpayer from an inteér- 
national banking centre business. 


(9) Exception “Where less than’ 90% of the revenue of a tax- 
payer for.a taxation. year from. loans or deposits for the period in the 
year during which they were recorded in the books.of account of an 
international, banking, centre business was derived from. eligible 
loans in respect of which employees of the taxpayer actively partici- 
pated in the solicitation, negotiation, analysis or management 
thereof while employed at a branch or office designated under sub- 
section (3) as a branch or office in which an international banking 
centre business of the taxpayer is to be carried on, the amount, if 
any, of the taxpayer’s income for the year from the international 
banking centre business shall, notwithstanding subsection (3), be in- 
cluded in computing the taxpayer’s income for the year. 


(10) No deduction permitted — Notwithstanding any other pro- 
vision of this Act, in computing the income of a taxpayer no deduc- 
tion shall be made in respect of any amount paid or payable in -te- 
spect of indebtedness of the taxpayer to any person where, under an 
arrangement of which the taxpayer was aware or ought to have been 
aware at the time the indebtedness: was incurred by the taxpayer, 
any portion of the indebtedness may reasonably be regarded as hav- 
ing been provided directly or indirectly from. proceeds of a loan re- 
corded in the books of account of an international banking centre 
business of a prescribed financial institution-and any: person has, in 
respect of that loan, signed a statement described in subparagraph 
(a)(iv) of the definition “eligible loan” in subsection (1). 
Regulations: 7900 (prescribed financial institution). 


(11) Application — For greater certainty, 


(a) where at any time aloan or deposit of a taxpayer ceases to be 
an eligible loan otherwise than by virtue of its disposition to an- 
other person, the taxpayer shall be deemed to have disposed. of 
the loan or deposit in the course of carrying on an international 
banking, centre business,and to have, received. proceeds of dispo- 
sition therefor equal to the fair market value of the loan or de- 
posit at that time and to have reacquired the loan or deposit im- 
mediately after that time at a cost equal to its fair market value 
at that time; 


(b) a taxpayer’s loss for a taxation year from an international 
banking centre business shall not be included in determining the 
taxpayer’s non-capital loss for the year; and 

(c) the amount, if any, by which 


(i) the amount that would be a taxpayer’s income for a taxa- 
’ tion year from an international banking centre business if this 
section were read without reference to subsection (5) 


exceeds 


(ii) the taxpayer’s income for the year from the international 
banking centre business 
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shall be added in computing the income of the taxpayer for the 
year. 
Related Provisions: 54“superficial loss”(c) — Superficial loss rule does not apply. 


(12) Return — Every taxpayer that has, in respect of a taxation 
year, designated a branch or office under subsection (3) as a branch 
or office in which an international banking centre business of the 
taxpayer is to be carried on shall, within six months after the end of 
the year, file with the Minister a return in prescribed form contain- 
ing prescribed information. 


Forms: 1T781-A: International banking centre information return. 


Definitions [s. 33.1]: “amount” — 248(1); “arm’s length” — 251(1); “assessment”, 
“authorized foreign bank”, “borrowed money”, “business”, “Canadian banking busi- 
ness” — 248(1); “carrying on business” — 253; “day of sending” — 244(14), (14.1); 
“eligible deposit”, “eligible loan” — 33.1(1); “employed” — 248(1); “foreign bank” — 
33.1(1); “Minister” — 248(1); “non-capital loss” — 111(8), 248(1); “non-resident” — 
33.1(1), 248(1); “office”, “person”, “prescribed”, “principal amount” — 248(1); “per- 
son” — 33.1(2), 248(1); “resident in Canada” — 250; “taxation year’ — 249; “tax- 
payer’ — 248(1). 


34. Professional business — In computing the income of a tax- 
payer for a taxation year from a business that is the professional 
practice of an accountant, dentist, lawyer, medical doctor, veterina- 
rian or chiropractor, the following rules apply: 


(a) where the taxpayer so elects in the taxpayer’s return of in- 
come under this Part for the year, there shall not be included any 
amount in respect of work in progress at the end of the year; and 


(b) where the taxpayer has made an election under this section, 
paragraph (a) shall apply in computing the taxpayer’s income 
from the business for all subsequent taxation years unless the 
taxpayer, with the concurrence of the Minister and on such 
terms and conditions as are specified by the Minister, revokes 
the election to have that paragraph apply. 
Related Provisions: 10(4)(a) — Valuation of work in progress; 10(5)(a) — Work in 
progress deemed to be inventory; 23(3) — Reference to property included in inventory; 
70(2) — Rights or things included in income on death; 96(3) — Election by members 
of partnership. 


Selected Cases [s. 34]: Ferro v. R., [2003] 2 C.T.C. 2461 (TCC) (Cash disburse- 
ments deductible in year incurred where lawyer worked on contingency only, notwith- 
standing election). 

Definitions [s. 34]: “amount”, “business” — 248(1); “lawyer” — 232(1), 248(1); 
“Minister”, “property” — 248(1); “taxation year’ — 11(2), 249; ‘taxpayer’ — 248(1). 
1.T. Application Rules [s. 34]: 23(3)-(5) (where business carried on since before 
1972). 


Interpretation Bulletins [s. 34]: IT-188R: Sale of accounts receivable; IT-189R2: 
Corporations used by practising members of professions; IT-212R3: Income of de- 
ceased persons — rights or things; IT-278R2: Death of a partner or of a retired partner; 
IT-457R: Election by professionals to exclude work in progress from income; IT-471R: 
Merger of partnerships. 


CRA Audit Manual [s. 34]: 27.25.0: Income of professionals and fiscal’ period 
issues; 40.1.0: Sector profiles — accounting and bookkeeping services; 40.4.0: Sector 
profiles — dentists; 40,11.0: Sector profiles — healthcare Professionals — physicians 
and surgeons; 40.12.0; Sector profiles — veterinary: services. 


Forms [s. 34]: T2032: Statement of professional activities. 


34.1 (1) Additional business income [off-calendar fiscal 
period] — Where 


(a) an individual (other than a testamentary trust) carries on a 
business in a taxation year, 


(b) a fiscal period of the business begins in the year and ends 
after the end of the year (in this subsection referred to as the 
“particular period’), and 


(c) the individual has elected under subsection 249.1(4) in re- 
spect of the business and the election has not been revoked, 


there shall be included in computing the individual’s income for the 
year from the business, the amount determined by the formula 


C 
—B)x= 
(A ex 


where 
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A is the total of the individual’s income from the business for the 
fiscal periods of the business that end in the year, 


Bis the lesser of 


(i) the total of all amounts each of which is an amount in- 
cluded in the value of A in respect of the business and that is 
deemed to be a taxable capital gain for the purpose of section 
110.6, and 


(ii) the total of all amounts deducted under section 110.6 in 
computing the individual’s taxable income for the year, 


C_ is the number of days on which the individual carries on the bus- 
iness that are both in the year and in the particular period, and 


D_ is the number of days on which the individual carries on the bus- 
iness that are in fiscal periods of the business that end in the 
year. 

Related Provisions: 11(1) — Determination of income from fiscal period of propri- 

etor; 34.1(3) — Offsetting deduction in following year; 34.1(4) — Effect on 1995 stub 

period; 34.1(7) — Maximum December 31, 1995 income; 34.1(8) — No additional in- 
clusion on death, bankruptcy or cease of business; 96(1.01)(a) — Income allocation to 
former partner; 96(1.1), (1.6) — Allocation of share of income to retiring partner; 

257 — Formula cannot calculate to less than zero. 


Selected Cases [subsec. 34.1(1)]: Cho v. R., [2000] 2 C.T.C. 2714 (TCC) (Provi- 
sion applies to businesses started before end of 1994). 


Forms: RC4015: Reconciliation of business income for tax purposes [guide]; T1139: 
Reconciliation of business income for tax purposes. 


(2) Additional income election — Where 

(a) an individual (other than a testamentary trust) begins carry- 
ing on a business in a taxation year and not earlier than the be- 
ginning of the first fiscal period of the business that begins in the 
year and ends after the end of the year (in this subsection re- 
ferred to as the “particular period’’), and 

(b) the individual has elected under subsection 249.1(4) in re- 
spect of the business and the election has not been revoked, 


there shall be included in computing the individual’s income for the 
year from the business the lesser of 


(c) the amount designated in the individual’s return of income 
for the year, and 


(d) the amount determined by the formula 


c 
A-B)x= 
( xB 
where 
A. is the individual’s income from the business for the particular 
period, 


B is the lesser of 


(i) the total of all amounts each of which is an amount 
included in the value of A in respect of the business and 
that is deemed to be a taxable capital gain for the purpose 
of section 110.6, and 


(ii) the total of all amounts deducted under section 110.6 
in computing the individual’s taxable income for the taxa- 
tion year that includes the end of the particular period, 


C is the number of days on which the individual carries on the 
business that are both in the year and in the particular period, 
and 


D is the number of days on which the individual carries on the 
business that are in the particular period. 
Related Provisions: 34.1(3) — Offsetting deduction in following year; 34.1(5) — 
Effect on 1995 stub period; 34.1(6) — Deemed December 31, 1995 income; 34.1(8) — 
No additional inclusion on death, bankruptcy or cease of business; 96(1.01)(a) — In- 
come allocation to former partner; 96(1.1), (1.6) — Allocation of share of income to 
retiring partner; 257 — Formula cannot calculate to less than zero. 


Forms: RC4015: Reconciliation of business income for tax purposes [guide]; T1139: 
Reconciliation of business income for tax purposes. 


(3) Deduction — There shall be deducted in computing an indivi- 
dual’s income for a taxation year from a business the amount, if 
any, included under subsection (1) or (2) in computing the indivi- 
dual’s income for the preceding taxation year from the business. 


168 


Subdivision b —Income or Loss froma Business or Property 


(4) Deemed December 31, 1995 income — For the purpose of 
section 34.2, where 


(a) at the end of 1994 an individual carried on a particular busi- 
ness no fiscal period of which ended at that time, and 


(b) an amount is included under subsection (1) in computing the 
individual’s income for the 1995 taxation year in respect of 


(i) the particular business, or 


(ii) another business that would, if subsection 34. 2(3) applied 
for the purpose of this subparagraph, be included in the par- 
ticular business, 


subject to subsection (7), the December 31, 1995 income of the in- 
dividual in respect of the particular business or the other business, 
as the case may be, is deemed to be the amount that would have 
been so included if the descriptions of A and B in subsection (1) 
were read as follows: 


“Ais the total of the individual’s income from the business for 
the fiscal periods of the business that end in the year (deter- 
mined as if paragraphs 34.2(2)(a) to (d) applied in comput- 
ing that income), 


Bis the lesser of 


(i) the total of all amounts each of which is an amount 
included in the value of A in respect of the business and 
that is deemed to be a taxable capital gain for the pur- 
pose of section 110.6, and 


(ii) the total of the maximum amounts deductible under 
section 110.6 in computing the individual’s. taxable in- 
come for the year,”’. 


Related Provisions: 96(1.01)(a) — Income allocation to former partner. 


(5) Deemed December 31 , 1995 income — For the purpose of 
section 34.2, where 


(a) at the end of 1994 an individual carried on a particular busi- 
ness no fiscal period of which ended at that time, and 


(b) an amount is included under subsection (2) in computing the 
individual’s income for the 1995 taxation year in respect of an- 
other business that would, if subsection 34.2(3) applied for the 
purpose of this paragraph, be included in the particular business, 


the December 31, 1995 income of the individual in respect of the 
other business is deemed to be the amount that would have been so 
included if the descriptions of A and B in paragraph (2)(d) were 
read as follows: 


“A is the individual’s income from the business for the particu- 
lar period (determined as if paragraphs 34.2(2)(a) to (d) ap- 
plied in computing that income), 


B is the lesser of 


(i) the total of all amounts each of which is an amount 
included in the value of A in respect of the business and 
that is deemed to be a taxable capital gain for the 5 bat 
pose of section 110.6, and 


(ii) the total of the maximum amounts deductible under 
section 110.6 in computing the individual’s taxable in- 
come for the taxation year that includes the end of the 
particular period,”. 

Related Provisions: 96(1.01)(a) — Income allocation to former partner. 


(6) Deemed December 31, 1995 income — For the purpose of 
section 34.2, where 


(a) at the end of 1995 an individual carries on a business as a 
member of a partnership no fiscal period of which ended at the 
end of 1994, 


(b) the business was carried on by a professional corporation as 
a member of the partnership at the end of 1994, 


(c) the professional corporation transferred its interest in the 
partnership to the individual before the end of 1995, 


S. 34.1(8)(a) 


(d) the individual is a practising member of the professional 
body under the authority of which the professional corporation 
practised the profession, 


(e) the individual was a specified shareholder of the professional 
corporation immediately before the transfer, 


(f) the professional corporation does not have a share of the in- 
come or loss of the partnership for the first fiscal period of the 
partnership that ends after the end of 1995, and 


(g) an amount is included under subsection (2) in computing the 
individual’s income for the 1995 taxation year in respect of the 
business, 


the December 31, 1995 income of the individual in respect of the 
business is deemed to be the amount that would have been so in- 
cluded if the descriptions of A and B in paragraph (2)(d) were read 
as follows: 


‘A is the individual’s income from the business for the particu- 
lar period (determined as if paragraphs 34.2(2)(a) to (d) ap- 
plied in computing that income), 

B is the lesser of 


(i) the total of all amounts each of which is an amount 
included in the value of A in respect of the business and 
that is deemed to be a taxable capital gain for the pur- 
pose of section 110.6, and 


(ii) the total of the maximum amounts deductible under 
section 110.6 in computing the individual’s taxable in- 
come for the taxation year that includes the end of the 
particular period,” 


and, for the purpose of computing the values of C and D in para- 
graph (2)(d), the individual is deemed to carry on the business on 
the days on which the corporation carried on the business. 


Related Provisions: 96(1.01)(a) — Income allocation to former partner. 


(7) Maximum December 31, 1995 income — Where an 
amount was included under subsection (1) in computing an indivi- 
dual’s income for the 1995 taxation year from a business and 


(a) the individual’s December 31, 1995 income otherwise deter- 
mined under subsection (4) in respect of the business for the 
purpose of section 34.2. 


exceeds 


(b) the amount that would be described under paragraph (a) if 
the descriptions of A, B and D in subsection (1) were read as 
follows: 


“A is the individual’s income from the business for the par- 
ticular period (determined as if paragraphs 34.2(2)(a) to 
(d) applied in computing that income), 


B. is the lesser of 


(i) the total of all amounts each of which is an 
amount included in the value of A in respect of the 
business and that is deemed to be a taxable capital 
gain for the purpose. of section 110.6, and 


(ii) the total of the maximum amounts deductible 
under section 110.6 in computing the individual’s 
taxable income for the taxation year that includes the 
end of the particular period, 


D is the number of days on which the individual carries on 
the business that are in the particular period.” 


for the purpose of applying subsection 34.2(4) to the 1996 and sub- 
sequent taxation years, the December 31, 1995 income of the indi- 
vidual in respect of the business is deemed to be the amount deter- 
mined under paragraph (b). 

(8) No additional income inclusion — Subsections (1) and (2) 
do not apply in computing an individual’s income for a taxation 
year from a business where 


(a) the individual dies or otherwise ceases to carry on-the busi- 
ness in the year; or 
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(b) the individual becomes a bankrupt in the calendar year in 
which the taxation year ends. 


Related Provisions: 34.1(9) — Income inclusion on death where election made or 
separate return filed. 


(9) Death of partner or proprietor — Where 
(a) an individual carries on a business in a taxation year, 


(b) the individual dies in the year and after the end of a fiscal 
period of the business that ends in the year, 


(c) another fiscal period of the business ends because of the indi- 
vidual’s death (in this subsection referred to as the “short pe- 
riod’), and 


(d) the individual’s legal representative 


(i) elects that this subsection apply in computing the indivi- 
dual’s income for the year, or 


(ii) files a separate return of income under subsection 150(4) 
in respect of the individual’s business, 


notwithstanding subsection (8), there shall be included in comput- 
ing the individual’s income for the year from the business, the 
amount determined by the formula 


(A —B) x C/D 
where 


A is the total of the individual’s income from the business for fis- 
cal periods (other than the short period) of the business that end 
in the year, 


Bis the lesser of 


(i) the total of all amounts, each of which is an amount in- 
cluded in the value of A in respect of the business that is 
deemed to be a taxable capital gain for the purpose of section 
110.6, and 


(ii) the total of all amounts deducted under section 110.6 in 
computing the individual’s taxable income for the year, 


C is the number of days in the short period, and 


D is the total number of days in fiscal periods of the business 
(other than the short period) that end in the year. 
Related Provisions: 96(1.01)(a)— Income allocation to former partner; 257 — 


Formula cannot calculate to less than zero; 150(4)(c)C — Additional amount deducti- 
ble on deceased’s separate return. 


History: Subsec. 34.1(9) added by 1998, c. 19, s. 84, applicable to 1996 et seq., except 
that subpara. 34.1(9)(d)(ii) does not apply to the 1996 and 1997 taxation years. 
History [s. 34.1]: S. 34.1 added by 1996, c. 21, s. 8, applicable after 1994. 
Selected Cases [s. 34.1]: McLauchlin v. R., [2002] 2 C.T.C. 2935 (TCC) (Net, not 
gross, figures used in provision). 


Definitions [s. 34.1]: “amount”, “business” — 248(1); “calendar year” — Interpreta- 
tion Act 37(1)(a); “December 31, 1995 income” — 34.1(4)-(7), 34.2(1); “fiscal pe- 
riod” — 249.1; “individual”, “legal representative” — 248(1); “particular period” — 
34.1(1)(b), 34.1(2)(a); “professional corporation” — 248(1); “short period’? — 
34.1(9)(c); “specified shareholder” — 248(1); “taxable capital gain” — 38, 248(1); 
“taxation year” — 249; “testamentary trust” — 108(1), 248(1). 


34.2 [1995 stub period reserve] — (1) Definitions — The 
definitions in this subsection apply in this section. 


“December 31, 1995 income” in respect of a business carried on 
by a taxpayer means the amount determined by the formula 


(A-~B-—C+D)xE 
where 


A is the total of all amounts each of which is the taxpayer’s income 
from the business for a qualifying fiscal period, 


B is the total of all amounts each of which is the taxpayer’s loss 
from the business for a qualifying fiscal period, 
C is the lesser of 
(a) the total of all amounts each of which is an amount in- 
cluded in computing the taxpayer’s income or loss from the 


business for a qualifying fiscal period and that is deemed to 
be a taxable capital gain for the purpose of section 110.6, and 
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(b) the total of the maximum amounts deductible under sec- 
tion 110.6 in computing the taxpayer’s taxable income for 
the taxation year in which the qualifying fiscal periods end, 
D is 

(a) where the taxpayer is a professional corporation, the total 
salary or wages deductible in computing the value of A or B 
in respect of the business that is payable by the corporation 
to an individual 


(i) who is a practising member of the professional body 
under the authority of which the corporation practised the 
profession, and 


(ii) who is a specified shareholder of the corporation, and 
(b) in any other case, nil, and 


(a) where the taxpayer is a professional corporation a taxa- 
tion year of which ended at the end of 1995 because of the 
application of paragraph 249.1(1)(b), the amount determined 
by the formula 
F-G 
F 
where 
F is the number of days in all qualifying fiscal periods of 
the business, and 
G_ is the number of days in the year, and 
(b) in any other case, 1. 


Related Provisions: 34.1(7) — Maximum December 31, 1995 income where addi- 
tional amount included under 34.1(1); 34.2(2) — Maximum reserves and. allowances 


| deemed claimed for qualifying fiscal period; 96(1.1), (1.6) — Allocation of share of 


income to retiring partner; 257 — Formulas cannot calculate to less than zero. 


“qualifying fiscal period” of a business of a taxpayer means 


(a) where at the end of 1994 the taxpayer carried on the business 
and no fiscal period of the business ended at that time, a fiscal 
period of the business that 


(i) begins after the beginning of the taxpayer’s taxation year 
that includes the end of 1995, and 


(ii) ends 


(A) at the end of 1995 because of the application of para- 
graph 249.1(1)(b) or because of the application of section 
25 and paragraph 249.1(1)(b), or 


(B) immediately before the end of 1995 because of the 
application of subsection 99(2) and_ paragraph 
249.1(1)(b), 


(b) a fiscal period of the business that ends at the end of 1995 
because of the application of paragraph 249.1(1)(b) where 


(i) the taxpayer is an individual who carries on the business 
as a member of a partnership at the end of 1995, 


(ii) the individual acquired the individual’s interest in the 
partnership in 1995 from a professional corporation, 


(iii) the professional corporation carried on the business at 
the end of 1994 as a member of the partnership and does not 
have a share of the income or loss of the partnership for the 
fiscal period, 


(iv) the individual is a practising member of the professional 
body under the authority of which the professional corpora- 
tion practised the profession, and 


(v) the individual was a specified shareholder of the profes- 
sional corporation immediately before acquiring the interest, 
and 


(c) where 


(i) the taxpayer is a professional corporation that has a taxa- 
tion year that ends at the end of 1995 because of the applica- 
tion of paragraph 249.1(1)(b), and 
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(ii) at the end of 1994 the business was carried on by the 
professional corporation as a member of a partnership, or by 
an individual 


(A) who transferred an interest in the partnership to the 
professional corporation before the end of 1995, 


(B) who is a practising member of the professional body 
under the authority of which the professional corporation 
practises the profession, 


(C) who was a specified shareholder of the professional 
corporation immediately after the transfer, and 


(D), who does not have a share of the income or loss of 
the partnership for the first fiscal period of the partnership 
that ends in 1995, 


a fiscal period of the business that ends in that taxation year. 
“specified percentage” of a taxpayer for a particular taxation year 
in respect of a business means 


(a) where the first taxation year in which a qualifying fiscal pe- 
riod of the business ends is 1995, or subsection 34.1(4), (5) or 
(6) applies in respect of the business, and the particular year 
ends in 


(i) 1995, 95%,. 
» Gi) 1996, 85%, 
(iii) 1997, 75%, 
(iv) 1998, 65%, 
(v) 1999, 55%, 
(vi) 2000, 45%, 
(vii) 2001, 35%, 
(viii) 2002, 25%, 
(ix) 2003, 15%, and 
(x) any other year, 0%, and 


(b) where the first taxation year in which a qualifying fiscal pe- 
riod of a business of the taxpayer ends is 1996 and the. particular 
year ends in 


(i) 1996, 95%, 
(ii) 1997, 85%, 
(iii) 1998, 75%, 
(iv) 1999, 65%, 
(v) 2000, 55%, 
(vi) 2001, 45%, 
(vil) 2002, 35%, 
(viii) 2003, 25%, 
(ix) 2004, 15%, and 
(x) any other year, 0%. 


) 


(2) Computation of December 31, 1995 income — For the 
purpose of the definition “December si 1995 income” in subsec- 
tion (1), a taxpayer’s income or loss from a business for a qualify- 
ing fiscal period shall be computed as if 


(a) this. Act were read without reference to paragraph 28(1)(b); 


(b) the taxpayer had made the election referred to in paragraph 
34(a) in respect of the business for the period; 


(c) the maximum amount deductible in respect of any reserve, 
allowance or other amount were deducted; and 


(d) the taxpayer had not received any taxable dividend. 
Related Provisions: 96(1.01)(a) — Income allocation to former partner. 
(3) Business defined — For the purposes of the definition “qual- 


ifying fiscal period” in subsection (1) and subparagraphs (6)(b)(@) 
and (c)(i), a reference to a particular business of a taxpayer includes 
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another business substituted therefor, or for which the particular 
business was substituted, by the taxpayer where 


(a) all or substantially all of the gross revenue of the particular 
business is derived from the sale, leasing, rental or development 
of properties or the rendering of.services; and | 


(b) all or substantially all of the gross revenue of the other busi- 
ness.is derived from the sale, leasing, rental or development, as 
the case may be, of similar properties or the rendering of similar 
services. 


Related Provisions: 34.2(7) — Anti-avoidance rule re carrying on business. 


(4) Reserve — Subject to subsection (6), where a taxpayer carries 
on a business in a particular taxation year, there may be deducted in 
computing the taxpayer’s income for the year from the business, as 
a reserve in respect of December 31, 1995 income, such amount as 
the taxpayer claims not exceeding the least of 


(a) the specified percentage for the particular year of the tax- 
payer’s December 31, 1995 income in respect of the business; 


(b) where an amount was deductible under this subsection in 
computing the taxpayer’s income for a preceding taxation year 
from the business, the amount included under subsection (5) in 
computing the taxpayer’s income for the particular year from the 
business; and 


(c) the taxpayer's income for the particular year computed 
before deducting any amount under this subsection in respect of 
the business or under any of paragraph 60(w), sections 61.2 to 
61.4 and subsection 80(17). 


Related Provisions: 18(12)(b) — Reserve ignored for purposes of home office limi- 
tations; 34.1(7) — Maximum December 31, 1995 income where additional amount in- 
cluded under 34.1(1); 34.2(3) — Similar business carried on; 34.2(5) — Reserve in- 
cluded in income the following year; 34.2(6) — No reserve on death, bankruptcy or 
cease of business; 34.2(8) — Reserve deduction in year of death; 53(2)(c)(i.4) — Re- 


. duction in ACB of passive partner’s partnership interest; 87(2)(j) — Amalgamations — 


continuing corporation; 96(1)(d) — Reserve ignored in determining income of partner- 
ship; 96(1.01)(a) — Income allocation to former partner; 96(1.1), (1.6) — Allocation 
of share of income to retiring partner; 125(7)“specified partnership income” A(a)H — 
Reserve deducted from specified: partnership income for CCPC: that is member of 
partnership. 


Forms: RC4015: Reconciliation of business income for tax purposes [guide]; T1139: 
Reconciliation of business income for tax purposes; T4002: Business and professional 
income [guide]. 


(5) Reserve included in income — There shall be included in 
computing a taxpayer’s income for a taxation year from a business 
the amount deducted under subsection (4) in computing the tax- 
payer’s income therefrom for the preceding taxation year. 

Related ' Provisions: 87(2)(j)— Amalgamations — continuing corporation; 


125(7)“specified partnership income”A(a)G — Reserve included in specified partner- 
ship income for CCPC that is member of partnership. 


Forms: T1139: Reconciliation of business income for tax purposes. 


(6) No reserve — No deduction shall be made under subsection 
(4) in computing a taxpayer’s income for a taxation year from a 
business where 


(a) at the end of the year or at any time in the following taxation 
year, 
(i) the taxpayer’s income from the business is exempt from 
tax under this Part, or 


(ii) the taxpayer is non-resident and does ‘not carry on the 
business through a permanent establishment (as defined by 
regulation) in Canada; 


(b) the taxpayer is a corporation and the year ends immediately 
before another taxation year 


(i) at the beginning of which the business is not carried on 
principally by the corporation nor by members of a partner- 
ship of which the corporation is a member, 


(11) in which the corporation becomes a bankrupt, or 


(iii) in which the corporation is dissolved or wound up (other 
than in circumstances to which subsection 88(1) applies); or 
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(c) the taxpayer is an individual, and 


(i) at the beginning of the year, the business is not carried on 
principally by the individual nor by members of a partnership 
of which the individual is a member, 


(ii) the individual dies or becomes a bankrupt in the calendar 
year in which the taxation year ends, or 
(iii) the individual is a trust that ceases to exist in the year. 


Related Provisions: 34.2(7) — Anti-avoidance rule re carrying on business; 
34.2(8) — Optional deduction in year of death; 96(1.1) — Retired partner deemed to 
continue as member of partnership; 96(1.6) — Members of partnership deemed to be 
carrying on business in Canada (except where 34.2(7) applies). 


Regulations: 8201 (permanent establishment). 


(7) Anti-avoidance rule — Where it is reasonable to conclude 
that one of the main reasons a person carries on a business or is a 
member of a partnership is to avoid the application of subparagraph 
(6)(b)(i) or (c)(i), the person is deemed not to carry on the business, 
and not to be a member of the partnership, for the purposes of those 
subparagraphs. 
(8) Death of partner or proprietor — Where 
(a) an individual carries on a business in a taxation year, 
(b) the individual dies in the year, 
(c) an amount is included under subsection (5) in computing the 
individual’s income for the year from the business, and 
(d) the individual’s legal representative 
(i) elects that this subsection apply in computing the indivi- 
dual’s income for the year, or 
(ii) files a separate return of income under subsection 150(4) 
in respect of the individual’s business, 
there shall be deducted in computing the individual’s income for the 
year from the business the lesser of 


(e) the greatest amount that would have been deductible under 
subsection (4) in computing the individual’s income for the year 
from the business if the individual had not died, and 

(f) any amount that the representative claims. 


Related Provisions: 96(1.01)(a)—Income allocation to former 
150(4)(c)B — Additional amount taxable on deceased’s separate return. 


History: Subsec. 34.2(8) added by 1998, c. 19, s. 85, applicable to 1996 et seg. 
History [s. 34.2]: S. 34.2 added by 1996, c. 21, s. 8, applicable after 1994. 
Definitions [s. 34.2]: “bankrupt” — 248(1); “business” — 34.2(3), (7), 


partner; 


“amount”, 


248(1); “calendar year” — Interpretation Act 37(1)(a); “corporation” — 248(1), Inter- 
pretation Act 35(1); “December 31, 1995 income” — 34.1(4)-(7), 34.2(1); “fiscal pe- 
riod” — 249.1; “gross revenue’ — 248(1); “income or loss from a business” — 
34,2(2); “individual”, “legal representative”, “non-resident” — 248(1); “permanent es- 
tablishment” — Reg. 8201; “person”, “professional corporation” — 248(1); “qualify- 
ing fiscal period” — 34.2(1); “regulation”, “salary or wages” — 248(1); “specific per- 
centage” — 34.2(1); “specified shareholder” — 248(1); “taxation year” — 249; 


“taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 
35. (1) Prospectors and grubstakers — Where a share of the 
capital stock of a corporation 


(a) is received in a taxation year by an individual as considera- 
tion for the disposition by the individual to the corporation of a 
mining property or interest therein acquired by the individual as 
a result of the individual’s efforts as a prospector, either alone or 
with others, or 


Proposed Amendment — 35(1)(a) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
185(1), will amend para. 35(1)(a) by substituting “an interest, or for civil pee a right, - 
for “interest”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(b) is received in a taxation year 


(i) by a person who has, either under an arrangement with a 
prospector made before the prospecting, exploration or de- 
velopment work or as an employer of a prospector, advanced 
money for, or paid part or all of, the expenses of prospecting 
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or exploring for minerals or of developing a property for 
minerals, and 


(ii) as consideration for the disposition by the person referred 
to in subparagraph (i) to the corporation of a mining property 
or interest therein acquired under the arrangement under 
which that person made the advance or paid the expenses, or 
if the prospector was the person’s employee, acquired by the 
person through the employee’s efforts, 


Proposed Amendment — 35(1)(b)(ii) 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
185(2), will amend subpara. 35(1)(b)Gi) by substituting “an interest, or for civil law a 
right,” for “interest”, and “prospector’s employee” for “prospector was the person’s 
employee”, to come into force on Royal Assent. : - 


Technical Notes (July 2010): See under 12(4). 


the following rules apply: 


(c) notwithstanding any other provision of this Act, no amount 
in respect of the receipt of the share shall be included 


(i) in computing the income for the year of the individual or 
person, as the case may be, except as provided in paragraph 
(d), or 


(ii) in computing at any time the amount to be determined for 
F in the definition “cumulative Canadian development ex- 
pense” in subsection 66.2(5) in respect of the individual or 
person, as the case may be, 


(d) in the case of an individual or partnership (other than a part- 
nership each member of which is a taxable Canadian corpora- 
tion), an amount in respect of the receipt of the share equal to 
the lesser of its fair market value at the time of acquisition and 
its fair market value at the time of disposition or exchange of the 
share shall be included in computing the income of the indivi- 
dual or partnership, as the case may be, for the year in which the 
share is disposed of or exchanged, 


(e) notwithstanding subdivision c, in computing the cost to the 
individual, person or partnership, as the case may be, of the 
share, no amount shall be included in respect of the disposition 
of the mining property or the interest therein, as the case may be, 


(f) notwithstanding sections 66 and 66.2, in computing the cost 
to the corporation of the mining property or the interest therein, 
as the case may be, no amount shall be included in respect of the 
share, and 


Proposed Amendment — 35(1)(e), (f) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
185(3), will amend paras. 35(1)(e) and (f) by substituting “interest, or for civil law the 
right,” for “interest” in each, to come into force on Royal Assent. : 


Technical Notes (July 2010): See under 12(4). 


(g) for the purpose of paragraph (d), an individual or partnership 

shall be deemed to have disposed of or exchanged shares that 

are identical properties in the order in which they were acquired. 
Related Provisions: 35(2)— “prospector”; 81(1)(1) Income _ exemption; 
110(1)(d.2) — Deduction in computing taxable income; 110.6(19)(a)(i)(A)B — Elec- 
tion to trigger capital gains exemption — no income inclusion; 248(12) — Identical 
properties. 


Selected Cases [subsec. 35(1)]: Geophysical Engineering Ltd. y. MNR, [1976] 
C.T.C. 687 (SCC) (Shares obtained in consideration for syndicate member’s interest in 
claims staked by another member’s employee as prospector not obtained for property 
acquired under arrangement with prospector, nor as employer of prospector); Winchell 
v. MNR, [1974] C.T.C. 782 (FCA) (Arrangement with prospector’s employer, not with 
prospector); Appleby v. MNR, [1974] C.T.C. 693 (SCC) (No exemption for disposition 
of shares during sales campaign by stock brokerage company controlled by taxpayer). 
Interpretation Bulletins: IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived). 


(2) Definitions — In this section, 


“mining property” means 


(a) a right, licence or privilege to prospect, explore, drill or mine 
for minerals in a mineral resource in Canada, or 
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(b) real property in Canada (other than depreciable property) the 
principal value of which depends on its mineral’ resource 
content; 


Proposed . mendment - _ 36(2y‘mining Property”(b) 


Application 
185(4). w 


Related Provisions: 66.21 — Foreign mining properties. 


History: The definition “mining property” in subsec. 35(2) amended by 2001, c. 17, s. 
20, applicable tq shares received after: December 21, 2000. The definition formerly 
read: 


“mining property” means a right to prospect, explore or mine for minerals or a 
property the principal value of which depends on its mineral content; 


“prospector” means an individual who. prospects. or explores for 
minerals or develops a property for minerals on behalf of the indivi- 
dual, on behalf of the individual and others or as an employee. 


Selected Cases [subsec. 35(2)“prospector”]: Foster v. MNR, [1971],C.T.C. 335 
(Exch.) (‘“Prospector’ includes independent contractor). 

Definitions [s. 35]: “amount” — 248(1); “Canada” — 255, Interpretation Act 35(1); 
“corporation” — 248(1), Interpretation Act 35(1), “depreciable property” — 13(21), 
248(1); “employee”, “employer” — 248(1); “identical” — 248(12); “immovable” — 
Quebec Civil Code art. 900-907; “individual”, “mineral”, “mineral resource” — 
248(1); “mining property” — 35(2); “person”, “property” —,248(1); “prospector” — 
35(2); “share” — 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxation 
year” — 11(2), 249. 


36. Railway companies — Where any amount in respect of an 
expenditure incurred by a taxpayer on or in respect of the repair, 
replacement, alteration or renovation of depreciable property of the 
taxpayer of a prescribed class is, under a uniform classification and 
system of accounts and returns prescribed by the National Trans- 
portation Agency pursuant to the Railway Act, required to be en- 
tered in the books of the taxpayer otherwise than as an expense, 


(a) no deduction may be made in respect of. that expenditure in 
computing the income of the taxpayer for a taxation year; and 


(b) for the purposes of section 13 and regulations made under 

paragraph 20(1)(a), the taxpayer shall be deemed to have ac- 

quired, at the time the expenditure was incurred, depreciable 

property of a class prescribed by regulation at a capital cost 

equal to that amount. . 
Related Provisions: Canada-U.S. Tax Treaty:Art. VII:4—6 — Income from railway, 
business. 


Selected Cases [s. 36]: Canadian Pacific Ltd. v. R., [1988] 1,C.T.C., 429 (FCA) 
(Government assistance in respect of capital outlays deducted, from capital cost 
allowance); R. vy. Canadian Pacific Ltd., [1977] C.T.C.,606 (FCA) (No. capital cost 
allowance where assets acquired for third parties). 

Definitions [s. 36]: “amount” — 248(1); “depreciable property’ — 13(21),:248(1); 
“prescribed”, “regulation” — 248(1); “taxation year’ — 249; “taxpayer” — 248(1). 


Regulations: Sch. II:Cl. 1, Sch. II:Cl. 4, Sch. I&Cl. 6, Sch. I-Cl. 35. 


37. (1) Scientific research and experimental develop- 
ment — Where a taxpayer carried on a business in Canada in a 
taxation year, there may be deducted in computing the taxpayer’s 
income from the business for the year such amount as the taxpayer 
claims not exceeding the amount, if any, by which the total of 


(a) the total of ‘all amounts each of which is an expenditure of a 
current nature made by the taxpayer in the year or in a preceding 
taxation year ending after 1973 


(i) on ‘scientific research and experimental development car- 
ried on in Canada, directly undertaken by or on behalf of the 
taxpayer, and related to a business of the taxpayer, 


(i.1) by payments to a corporation resident in Canada to be 
used for scientific research and experimental development 
carried on in Canada that is related toa business of the tax- 
payer, but only where the taxpayer is entitled to exploit: the 
results. of that. scientific research and experimental 
development, 
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(ii) by payments to 
(A) an approved association that undertakes scientific re- 
search and experimental development, 


(B) an approved university, college, research institute or 
other similar institution, 


(C) a corporation resident in Canada and exempt from tax 
under paragraph 149(1)(j), or 


(D) [Repealed], 


(E) an approved organization. that makes payments to an 
association, institution or.corporation described in any of 
clauses (A) to (C) 


to be used for scientific research and experimental develop- 
ment carried on in Canada that is related to a business of the 
taxpayer, but only where the taxpayer is entitled to exploit 
the results of that scientific research and experimental devel- 
“opment, or 

(iii) where the taxpayer is a corporation, by payments to a 
corporation resident in Canada and exempt from tax because 
of paragraph 149(1)(j), for scientific research and experimen- 
tal development that is basic research or applied research car- 
ried on in Canada 


(A) the primary purpose of which is the use of results 
therefrom by the taxpayer in conjunction with other scien- 
tific research and experimental development activities un- 
dertaken or to be undertaken by or on behalf of the tax- 
payer that relate to a business of the taxpayer, and 


(B) that has the technological potential for application to 

other, businesses of a type unrelated to that carried, on by 

the taxpayer, 
Selected Cases [para: 37(1)(a)}: LGL Ltd. v. R.; [2000] 2: C.T.C. 27.(FCA); aff’ g 
[1999] 2, C.T.C,.2482 (TCC) (Each item of expense must have been incurred in Canada 
to be deductible; overall project not a consideration); Dew Engineering & Development 
Ltd. v. Canada, [1996] 3 C.T.C. 2904 (TCC) (Portable laboratory was not a 
“building”); Eta Performance Systems Corp. v. MNR, [1993] 1 C.T.C. 2710 (TCC) 
(Scientific research doés not include routine data collection or research in social sci- 
ences or humanities). 


(b). the lesser. of 


(i) the total of all amounts each of which is an expenditure of 
a capital nature made by the taxpayer (in respect of property 
acquired that would be depreciable property of the taxpayer 
if this section were not applicable in respect of the property, 
other than land or'a leasehold interest in land) in the year or 
in a preceding taxation year ending after 1958 on scientific 
research and experimental development carried on in Can- 
ada, directly undertaken by or on behalf of the taxpayer, and 
related to a business of the taxpayer, and 


(ii) the undepreciated capital cost to the taxpayer of the pro- 
perty so acquired as of the end of the taxation year (before 
making any deduction under this paragraph in computing the 
income of the taxpayer for the taxation year), 


(c) the total of all amounts each of which is an expenditure made 
by the taxpayer in the year or in a preceding taxation year end- 
ing after 1973 by way of repayment of amounts described in 
paragraph (d), 

(c.1) all amounts included by virtue of paragraph 12(1)(v), in 
computing the taxpayer’s income for any previous taxation year, 


(c,2).all amounts added because of subsection 127(27), (29) or 
(34) to the taxpayer’s tax otherwise payable under this Part for 
any preceding taxation year, and 


(c.3) in the case of a partnership, all amounts each of which is an 
excess referred to in subsection 127(30) in respect of the part- 
nership for any preceding fiscal period, 

exceeds the total of 
(d) the total of all amounts each of which is the amount of any 
government assistance or non-government assistance (within the 


meanings assigned to those expressions by subsection 127(9)) in 
respect of an expenditure described in paragraph (a) or (b) that, 
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at the taxpayer’s filing-due date for the year, the taxpayer has 
received, is entitled to receive or can reasonably be expected to 
receive, 


(d.1) the total of all amounts each of which is the super-allow- 
ance benefit amount (within the meaning assigned by subsection 
127(9)) for the year or for a preceding taxation year in respect of 
the taxpayer in respect of a province, 


(e) that part of the total of all amounts each of which is an 
amount deducted under subsection 127(5) in computing the tax 
payable under this Part by the taxpayer for a preceding taxation 
year where the amount can reasonably be attributed to 


(i) a prescribed proxy amount for a preceding taxation year, 


(ii) an expenditure of a current nature incurred in a preceding 
taxation year that was a qualified expenditure incurred in that 
preceding year in respect of scientific research and experi- 
mental development for the purposes of section 127, or 


(iii) an amount included because of paragraph 127(13)(e) in 
the taxpayer’s SR&ED qualified expenditure pool at the end 
of a preceding taxation year within the meaning assigned by 
subsection 127(9), 


(f) the total of all amounts each of which is an amount deducted 
under this subsection in computing the taxpayer’s income for a 
preceding taxation year, except amounts described in subsection 


(6), 
(f.1) the total of all amounts each of which is the lesser of 


(i) the amount deducted under section 61.3 in computing the 
taxpayer’s income for a preceding taxation year, and 


(ii) the amount, if any, by which the amount that was deduct- 
ible under this subsection in computing the taxpayer’s in- 
come for that preceding year exceeds the amount claimed 
under this subsection in computing the taxpayer’s income for 
that preceding year, 


(g) the total of all amounts each of which is an amount equal to 
twice the amount claimed under subparagraph 194(2)(a)(ii) by 
the taxpayer for the year or any preceding taxation year, and 


(h) where the taxpayer is a corporation control of which has 
been acquired by a person or group of persons before the end of 
the year, the amount determined for the year under subsection 
(6.1) with respect to the corporation. 


Related Provisions: 12(1)(t)— Investment tax credit’ included in income; 
12(1)(v) —Income inclusion where calculation under 37(1) would be negative; 
18(9)(d), (€) —Certain prepaid expenses. deemed incurred in later taxation year; 
37(1.1) — Business of related corporations; 37(1.2) — Deemed time of capital expen- 
diture; 37(1.3) — SR&ED within 200 nautical miles offshore is deemed done in Can- 
ada; 37(1.4), (1.5) — Limited deduction for research performed by employees outside 
Canada; 37(2) — Research outside Canada; 37(4) — No deduction for acquisition of 
rights: 37(6) — Expenditures of a capital nature; 37(6.1) — Change of control of cor- 
poration; 37(7), (8) — Interpretation; 37(11) — Prescribed form required; 53(2)(k) — 
Deduction from adjusted cost base — government assistance; 87(2)(1) — Amalgama- 
tions — SR&ED; 96(1)(e.1) — Partnerships — carryforward of expenses not allowed; 
125.4(2)(c) — No film production credit where R&D deduction allowed; 127(9) — 
“contract payment’, “qualified expenditure”; 127(10.1); (10.8) — Additions to invest- 
ment tax credits; 127(11.2) — Investment tax credit; 139.1(18) — Holding corporation 
deemed not to acquire control of insurer on demutualization; 143.3 — Stock option 
benefits, whether SR&ED expenditures; 149(1)() — Non-profit corporation for 
SR&ED — exemption; 248(1)“scientific research and experimental development” — 
Definition applicable for purposes of entire Act; 248(16), (16.1) — GST or QST input 
tax credit/refund and rebate; 248(18), (18.1) — GST or QST — repayment of input tax 
credit or refund; 256(6)—-(9) — Whether control acquired; Reg. 1102(1)(d) — No CCA 
for capital property deducted under 37(1)(b); 261(7)(a) — Functional currency report- 
ing. See also at end of s. 37. 


History: Para. 37(1)(d.1) added by 2001, c. 17, s. 21, applicable to taxation years that 
begin after February 2000 except that, if a taxpayer’s first taxation year that begins 
after February 2000 ends before 2001, the para. applies to the taxpayer’s taxation years 
that begin after 2000. 


Paras. 37(1)(c.2) and (c.3) added by 1999, c. 22, s. 11, applicable to 1998 et seq. 


The opening words of subsec. 37(1) amended by 1996, c. 21, subsec. 9(1), applicable 
to taxation years that begin after 1995. The opening words formerly read: 


(1) Where a taxpayer carried on a business in Canada in a taxation year and files 
with the Minister by the day on or before which the taxpayer’s return of income 
under this Part for the taxpayer’s following taxation year is required to be filed, 
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or would be required to be filed if tax under this Part were payable by the tax- 
payer for that following year, a prescribed form containing prescribed informa- 
tion, there may be deducted in computing the taxpayer’s income from the busi- 
ness for the year such amount as the taxpayer claims not exceeding the amount, 
if any, by which the total of 


Subpara. 37(1)(a)(i.1) added by 1996, c. 21, subsec. 9(2), applicable to payments made 
after 1995. 


Cl. 37(1)(a)(ii)(D) repealed by 1996, c. 21, subsec. 9(4), applicable to payments made 
after 1995. The clause formerly read: 


(D) a corporation resident in Canada, or 


The closing words of subpara. 37(1)(a)(ii) amended by 1996, c. 21, subsec. 9(5), appli- 
cable to payments made after 1995. The closing words formerly read: 


to be used for scientific research and experimental development carried on in 
Canada, related to a business of the taxpayer, and provided that the taxpayer is 
entitled to exploit the results of such scientific research and experimental devel- 
opment, or 


Subpara. 37(1)(a)(iii) amended to delete the word “and” at the end of the subpara. by 
1996, c. 21, subsec. 9(6), applicable on June 20, 1996. 


Paras. 37(1)(d) and (e) amended by 1996, c. 21, subsec. 9(7), applicable to taxation 
years that begin after 1995. The paras. formerly read: 


(d) the total of all amounts each of which is the amount of any government assis- 
tance or non-government assistance (within the meanings assigned to those ex- 
pressions by subsection 127(9)) in respect of an expenditure described in para- 
graph (a) or (b) that, at the time of filing of the return of income for the year, the 
taxpayer has received, is entitled to receive or can reasonably be expected to 
receive, 


(e) that part of the total of all amounts each of which is an amount deducted 
under subsection 127(5) in computing the tax otherwise payable by the taxpayer 
under this Part for a preceding taxation year that can reasonably be attributed to a 
prescribed proxy amount of a preceding taxation year or expenditures of a cur- 
rent nature made in a preceding taxation year that were qualified expenditures in 
respect of scientific research and experimental development for the purposes of 
section 127, 


Para. 37(1)(f.1) added. by 1995S, c. 21, s. 9, applicable. to taxation years that end after 
February 21, 1994. 


The opening words of subsec. 37(1) amended by 1995, c. 3, subsec. 9(1), applicable 
after February 21, 1994 to expenditures incurred at any time except that, for an expen- 
diture incurred by a taxpayer in a taxation year that ended before February 22, 1994, 
the taxpayer may file the prescribed form referred to in subsec. 37(1) by the later of the 
day referred to in that subsec. and June 24, 1995. The opening words formerly read: 


(1) Where a taxpayer carried on a business in Canada in a taxation year and files 
with the taxpayer’s return of income under this Part for the year a prescribed 
form containing prescribed information, there may be deducted in computing the 
taxpayer's income from the business for the year such amount as the taxpayer 
may claim not exceeding the amount, if any, by which the total of 


Para. 37(1)(e) amended by 1994, c. 8, subsec. 4(1), applicable to taxation years ending 
after Decembet 2, 1992. Para. (e) formerly read: 


(e) that part of the total of all amounts each of which is an amount deducted 
under subsection 127(5) in computing the tax otherwise payable by the taxpayer 
under this Part for a preceding taxation year that may reasonably be attributed to 
expenditures of a current nature made in a preceding taxation year that were 
qualified expenditures in respect of scientific research and experimental develop- 
ment for the purposes of section 127, 


Subpara. 37(1)(a)(iii) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 21(1), applica- 
ble with respect to payments made after December 15, 1987. 


Selected Cases [subsec. 37(1)]: Tigney Technology Inc. v. R., [2000] 2 C.T.C. 134 
(FCA) (Individual expenditures deductible only if: incurred’ in Canada); Sunshine 
Uniform Supply (1983) Ltd. y. R., [2000] 2 C.T.C. 107 (FCTD) (“Expenditures on” 
narrower than “expenditures for”); Hun-Medipharma Research Inc. v. R., [1999] 1 
C.T.C. 2800 (TCC) (Not necessary for SR&ED that there be both analysis and 
experimentation); RIS-Christie Ltd. v. R., [1999] 1 C.T.C. 132 (FCA); rev’g [1996] 3 
C.T.C. 2827 (TCC) (Failure to adduce documentary evidence of research not necessa- 
rily fatal); Data Kinetics Ltd. v. R., [1998] 4.C.T.C. 2618 (TCC) (Research not to be 
broken into constituent elements, but looked at as a whole for purposes of determining 
where it was carried on); Consoltex Inc. v. R., [1997] 2 C.T.C. 2846 (TCC) (Expendi- 
ture not netted against receipts from sale of product produced through scientific 
research); Canalerta Technologies Inc. v. MNR, [1993] 1 C.T.C. 2141 (TCC) (Scien- 
tific research is activity for gaining knowledge based on testing hypotheses against em- 
pirical data through controlled experimentation and accurate measurements); Gulf 
Canada Ltd. v. Canada, [1991] 1 C.T.C. 99 (FCTD); aff'd [1992] 1 C.T.C. 183 (FCA); 
leave to appeal to SCC refused (1992), 141 N.R. 393 (note), (sub nom. Gulf Canada 
Ltd. vy. MNR) (Interpretation of: “Canadian exploration expenses”’, “Canadian develop- 
ment expenses”, “taxable production profits’’). 


Regulations: 2900(4) (prescribed proxy amount for 37(1)(e)). 


Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-151R5: Scientific research and experimental development expenditures. 


174 


Subdivision b — Income or Loss from a Business or Property 


Information Circulars: 86-4R2 Supplement 1: Automotive industry application pa- 
per; 86-4R2’ Supplement 2; Aerospace. industry application paper; 86-4R3: Scientific 
research and experimental development, 94-1: Plastics industry application paper; 94- 
2: Machinery and equipment industry paca ae paper; 97-1: Administrative guide- 
lines for software development. 


I.T. Technical News: 23 (list of “approved” entities for SR&ED). 


Application Policies: SR&ED 95-05: SR&ED capital expenditures — retroactive 
deductions under subsec.'37(1); SR&ED 96-04: Payments ‘to third parties for SR&ED; 
SR&ED 96-05: Penalties under subsection 163(2); SR&ED 96-10: Third party pay- 
ments — approval process; SR&ED 2000-02R: Guidelines for resolving claimants’ 
SR&ED concerns; SR&ED 2000-04R2: Recapture of investment tax credit, SR&ED 
2002-01: Expenditures incurred for administrative salaries or wages — “directly re- 
lated” test; SR&ED 2002-02R2: Experimental production and commercial production 
with experimental development work — allowable SR&ED expenditures; SR&ED 
2004-01: Retiring allowance; SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED; SR&ED 2004-03: Prototypes, pilot plants/commercial plants, custom prod- 
ucts and commercial assets; SR&ED 2005-02: General rules concerning the treatment 
of government and non government assistance. 


CRA Audit Manual: 11.3.5: Revision of CCA and other permissive deductions; 
12.15.9: Revising capital cost allowance, and other permissive deductions. 


Forms: T2 SCH 301: Newfoundland and Labrador research and development tax 
credit; T2 SCH 340: Nova Scotia research and development tax credit; T2 SCH 360: 
New Brunswick research and development tax credit; T2 SCH 380: Manitoba research 
and development tax credit; T2 SCH 403: Saskatchewan research and development tax 
credit; T661: Claim for SR&ED in Canada; T666; British Columbia scientific research 
and experimental development tax credit; T1129: Newfoundland research and develop- 
ment tax credit (individuals); T1263: Third-party payments for SR&ED; T4088: 
Claiming scientific research and experimental development expenditures — guide to 
form T661. 


(1.1) Business of related corporations — Notwithstanding 
paragraph (8)(c), for the purposes of subsection (1), where a tax- 
payer is a corporation, scientific research and experimental devel- 
opment, related to a business carried on by another corporation to 
which the taxpayer is related (otherwise than by reason of a right 
referred to in paragraph 25 1(5)(b)) and in which that other corpora- 
tion is actively engaged, at the time at which an expenditure or pay- 
ment in respect of the scientific research and experimental develop- 
ment is made by the taxpayer, shall be considered to be related to a 
business of the taxpayer at that time. 


Related Provisions: See at end of s. 37. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


(1.2) Deemed time of capital expenditure — For the purposes 
of paragraph (1)(b), an expenditure made by a taxpayer in respect of 
property shall be deemed not to have been made before the property 
is considered to have become available for use by the taxpayer. 
Related Provisions: 13(26)—No CCA until property available for) use; 
127(11.2) — No investment tax credit until property available for. use;..248(19) — 
When property available for use. 


History: Subsec. 37(1.2) added by. 1994, c. 7, Sch. II (1991, c. 49), subsec. 21(2), 
applicable in respect of expenditures made by a taxpayer after 1989 other than sa pe 
tures in respect of property acquired 


(a) from a person with whom the taxpayer was not dealing at arm’s length (other- 
wise than by reason of a right referred to in para. 251(5)(b)) at the time the pro- 
perty was acquired,’or — ’ 


(b) in the course of a reorganization in respect of which, if a dividend were re- 
ceived by a corporation in the course of the reorganization, subsec..55(2) would 


not be applicable to the dividend by ‘reason of the application of para. 55(3)(b), 


where the property was depreciable property of the person from whom it was acquired 
(or would, but for s. 37, be depreciable property of the person from whom it was ac- 
quired) and was owned by that person before 1990. : 


Application Policies: SR&ED 2003-01: Capital property intended to’be used all or 
substantially all for SR&ED, 


(1.3) SR&ED. in'the exclusive economic zone — For the pur- 
poses of this section and section 127 of this Act and Part XXIX of 
the Income Tax Regulations, an expenditure is deemed to have been 
made by a taxpayer in Canada if the expenditure is 


(a) made by the taxpayer in the course of a business carried on 
by the taxpayer in Canada; and 


(b) made for the prosecution of scientific research and experi- 
mental development in the exclusive economic zone of Canada, 


S. 37(2) 


' within the méaning of the Oceans Act, or in the airspace above 
that zone or the seabed or subsoil below that zone. 


| History: Subsec. 37(1.3) added by 2005, c. 30, s. 2, applicable to expenditures made 


after February 22, 2005. 


(1.4) Salary or wages for SR&ED outside Canada — For the 
purposes of this section, section 127 and Part XXIX of the Income 
Tax Regulations, the amount of a.taxpayer’s expenditure for a taxa- 
tion year determined under subsection (1.5) is deemed to be made 
in the taxation. year in respect of scientific research and experimen- 
tal development carried on in Canada by the taxpayer. 


Related Provisions; 37(2) — Other SR&ED performed outside Canada. 


History: Subsec. '37(1.4) added by 2008, c. 28, subsec: 3(1), applicable in respect of 
taxation years that end after February 25, 2008. 


(1.5) Salary or wages outside Canada—limit deter- 
mined — The amount of a taxpayer’s expenditure for a taxation 
year determined under this subsection is the lesser of 


(a) the amount that is the total of all expenditures each of which 

is an expenditure made by the taxpayer, in the taxation year and 

after February 25, 2008, in respect of an expense incurred in the 

taxation year for salary or wages paid to the taxpayer’s em- 

ployee who was resident in Canada at the time the expense was 

incurred in respect’ of’ scientific research and’ experimental 
‘development, 


(i) that was carried on outside Canada, 
(ii) that was directly undertaken, by the taxpayer, 
(iii) that related to a: business of the taxpayer, and 


(iv) that was solely in support of scientific research and ex- 
perimental development carried on in Canada by the tax- 
payer, and 


(b) the amount that is 10 per cent of the total of all expenditures, 
made by the taxpayer in’ the year, each of which would, if this 
Act were read without reference to’ subsection (1.4), be an ex- 
penditure made in ‘respect of an expense incurred in the year for 
“salary or wages paid to an-employee in respect of scientific re- 
search and ‘experimental development that was carried on in 
Canada; that’ was directly undertaken by the taxpayer and that 
related to a business of the taxpayer. 


Related Provisions: 37(1.4) — Deduction for salary or wages outside Canada; 
37(9)(b) — “Salary or wages” does not include amount subject to foreign income tax. 


History: Subsec.:37(1.5) added by 2008, c. 28, subsec. 3(1), applicable in’ respect of 
taxation years that end after February 25, 2008, except that in respect of taxation years 
that include February 26, 2008, the reference in para. 37(1.5)(b) to “10 per cent’ shall 
be read_as a reference to the percentage determined by the formula ° 


10% x A/B 


where 


A is the number of days in the taxation year that are after February .25, 2008; and 
B is the total number of days in the taxation year. 


| (2) Research outside Canada — In computing the income of a 


taxpayer for a taxation year from a business of the taxpayer, there 
may. be deducted expenditures of a current nature made by. the. tax- 
payer in the year 


(a) on scientific research and experimental development carried 
on outside Canada, directly undertaken, by..or on, behalf of the 
taxpayer, and related to the business (except to the extent that 
subsection (1.4) deems the expenditures to have been made in 
Canada); or 


(b) by payments to an approved association, university, college, 
research institute or other similar institution to be used for scien- 
tific research and experimental development carried on outside 
Canada related to the business provided that the taxpayer is enti- 
tled to exploit the results of that scientific research and experi- 
mental development. 


Related Provisions: 37(1.3)—SR&ED within 200 nautical miles offshore is 
deemed done in Canada. See also at end of-s. 37. 
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S. 37(2) 


History: Para. 37(2)(a) amended by 2008, c. 28, subsec. 3(2), applicable in respect of 
taxation years that end after February 25, 2008. It formerly read: 
(a) on scientific research and experimental development carried on outside Can- 
ada, directly undertaken by or on behalf of the taxpayer, and related to the busi- 
ness, Or 


Interpretation Bulletins: IT-151RS: Scientific research and experimental develop- 
ment expenditures. 


(3) Minister may obtain advice — The Minister may obtain the 
advice of the Department of Industry, the National Research Coun- 
cil of Canada, the Defence Research Board or any other agency or 
department of the Government of Canada carrying on activities in 
the field of scientific research as to whether any particular activity 
constitutes scientific research and experimental development. 


Related Provisions: 241(4)(a) — Disclosure of taxpayer information in order to 
obtain advice. See also at end of s. 37. 


History: Subsec. 37(3) amended by 1995, c. 1, para. 63(1)(c), to substitute “Depart- 
ment of Industry” for “Department of Industry, Science and Technology”, in force 
March 29, 1995. 


Selected Cases [subsec. 37(3)]: Stromotich v. R., [1988] 1 C.T.C. 252 (FCTD) 
(Minister not under duty to obtain advice). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


(4) Where no deduction allowed under section — No de- 
duction may be made under this section in respect of an expenditure 
made to acquire rights in, or arising out of, scientific research and 
experimental development. 


Related Provisions: See at end of s. 37. 


Selected Cases [subsec. 37(4)]: nro Consultants Inc. v. R., [2001] 3 C.T.C. 2601 
(TCC) (Royalty payments for existing technology are not scientific expenditures). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


(5) Where no deduction allowed under sections 110.1 and 
118.1 — Where, in respect of an expenditure on scientific research 
and experimental development made by a taxpayer in a taxation 
year, an amount is otherwise deductible under this section and 
under section 110.1 or 118.1, no deduction may be made in respect 
of the expenditure under section 110.1 or 118.1 in computing the 
taxable income of, or the tax payable by, the taxpayer for any taxa- 
tion year. 


Related Provisions: See at end of s. 37. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


(6) Expenditures of a capital nature — An amount claimed 
under subsection (1) that may reasonably be considered to be in re- 
spect of a property described in paragraph (1)(b) shall, for the pur- 
pose of section 13, be deemed to be an amount allowed to the tax- 
payer in respect of the property under regulations made under 
paragraph 20(1)(a), and for that purpose the property shall be 
deemed to be of a separate prescribed class. 


Related Provisions: 87(2)(d)(ii)(D) — Amalgamations — depréciable property. See 
also at end of s. 37. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


(6.1) Amount referred to in para. (1)(h) — Where a taxpayer is 
a corporation control of which was last acquired by a person or 
group of persons at any time (in this subsection referred to as “that 
time”) before the end of a taxation year of the corporation, the 
amount determined for the purposes of paragraph (1)(h) for the year 
with respect to the corporation in respect of a business is the 
amount, if any, by which 


(a) the amount, if any, by which 
(i) the total of all amounts each of which is 


(A) an expenditure described in paragraph (1)(a) or (c) 
that was made by the corporation before that time, 
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(B) the lesser of the amounts determined in respect of the 
corporation under subparagraphs (1)(b)(i) and (ii) imme- 
diately before that time, or 
(C) an amount determined in respect of the corporation 
under paragraph (1)(c.1) for its taxation year ending im- 
mediately before that time 


exceeds the total of all amounts each of which is 


(ii) the total of all amounts determined in respect of the cor- 
poration under paragraphs (1)(d) to (g) for its taxation year 
ending immediately before that time, or 


(iii) the amount deducted by virtue of subsection (1) in com- 
puting the corporation’s income for its taxation year ending 
immediately before that time 


exceeds 
(b) the total of 


(i) where the business to which the amounts described in 
clause (a)(i)(A), (B) or (C) may reasonably be considered to 
have been related was carried on by the corporation for profit 
or with a reasonable expectation of profit throughout the 
year, the total of 


(A) the corporation’s income for the year from the busi- 
ness before making any deduction under subsection (1), 
and 


(B) where properties were sold, leased, rented or devel- 
oped, or services were rendered, in the course of carrying 
on the business before that time, the corporation’s income 
for the year, before making any deduction under subsec- 
tion (1), from any other business substantially all the in- 
come of which was derived from the sale, leasing, rental 
or development, as the case may be, of similar properties 
or the rendering of similar services, and 


(ii) the total of all amounts each of which is an amount deter- 
mined in respect of a preceding taxation year of the corpora- 
tion that ended after that time equal to the lesser of 


(A) the amount determined under subparagraph (i) with 
respect to the corporation in respect of the business for 
that preceding year, and 


(B) the amount in respect of the business deducted by vir- 
tue of subsection (1) in computing the corporation’s in- 
come for that preceding year. 

Related Provisions: 139.1(18) — Holding corporation deemed not to acquire con- 


trol of insurer on demutualization; 256(6)-(9) — Whether control acquired. See also at 
end of s. 37. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. , 


I.T. Technical News: 7 (control by a group — 50/50 arrangement). 
(7) Definitions — In this section, 


“approved” means approved by the Minister after the Minister has, 
if the Minister considers it necessary, obtained the advice of the De- 
partment of Industry or the National Research Council of Canada; 
History: The definition of “approved” in subsec. 37(7) amended by 1995, c. 1, para. 
63(1)(c), to substitute “Department of Industry” for “Department of Industry, Science 
and Technology”, in force March 29, 1995. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


1.T. Technical News: 23 (list of “approved” entities for SR&ED). 
Application Policies: SR&ED 96-10: Third party payments — approval process. 


“scientific research and 


[Repealed] 


History: The definition “scientific research and experimental development” in subsec. 
37(7) repealed by 1996, c. 21, subsec. 9(8), applicable to work performed after Febru- 
ary 27, 1995 except that, for the purposes of paras. 149(1)(j) and (8)(b), the repeal does 
not apply to work performed pursuant to an agreement in writing entered into before 
February 28, 1995. The definition formerly read: 


experimental development’ — 


“scientific research and experimental development” has the meaning given to 
that expression by regulation. Z 
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Selected Cases [subsec. 37(7)“scientific research and experimental 
development”]: Era Performance Systems Corp. v. MNR, [1993] 1.C.7.C. 2710 
(TCC) (Scientific research does not include routine data collection or research in social 
sciences or humanities); Cultures Laflamme (1984) Inc. v. MNR, [1993] 1 C.T.C. 2634 
(TCC) (Revenues from sales of experimental mushrooms do not reduce current ex- 
penses incurred for scientific research and sat anchi development: in connection 
therewith). 


Regulations: 2900 (meaning of “scientific research and experimental development”). 


Information Circulars: See under 248(1)“scientific research and experimental 
development”. 


(8) Interpretation — In this section, 


(a) references to expenditures on or in respect of scientific re- 
_ search and experimental development 


(i) where the references occur in subsection (2), include only 


(A) expenditures each of which was an expenditure in- 
curred for and all or substantially all of which was attribu- 
table to the prosecution of scientific research and experi- 
mental development, and 


(B) expenditures of a current nature that were directly at- 
tributable, as determined by regulation, to the prosecution 
of scientific research and experimental development, and 


(ii) where the references occur other than in subsection (2), 
include only 


(A) expenditures incurred by a taxpayer in a taxation year 
(other than a taxation year for which the taxpayer has 
elected under clause (B)), each: of which is 


(I) an expenditure of a current nature all or substan- 
tially all of which was attributable to the prosecution, 
or to the provision of premises, facilities or equipment 
for the prosecution, of scientific. research and. experi- 
mental development in Canada, 


(II) an expenditure of a current nature directly attribu- 
table, as determined by regulation, to the prosecution, 
or to the provision of premises, facilities or equipment 
for the prosecution, of scientific research and experi- 
mental development in Canada, or 


(IID) an expenditure of a capital nature that at the time 
it was incurred was for the provision of premises, fa- 
cilities or equipment, where at that time it ‘was 
intended 


1. that it would be used during all or substantially 
all of its operating time in its expected useful life 
for, or 


2. that all or substantially all of its value would be 
consumed in, 


the prosecution of scientific research and experimental 
development in Canada, and 


(B) where a taxpayer has elected in prescribed form and 
in accordance with subsection (10) for a taxation year; ex- 
penditures incurred by the taxpayer in the year each of 
which is 
(I) an expenditure of a current nature for, and all or 
substantially all of which was attributable to, the lease 
of premises, facilities or equipment for the prosecution 
of scientific research and experimental development in 
Canada, other than an expenditure in respect of gen- 
eral purpose office equipment or furniture, 


(II).an expenditure in respect of the prosecution of sci- 
entific research and experimental development in Can- 
ada directly undertaken on behalf of the taxpayer, 


(II) an expenditure described in subclause (A)(IID, 
other than an expenditure in respect of general purpose 
office equipment or furniture, 


(IV) that portion of an expenditure made in respect of 
an expense incurred in the year for salary or wages of 
an employee who is directly engaged in scientific re- 
search and experimental development in Canada that 


S. 37(8)(d)(iii)(D) 


can reasonably be considered to relate to such work 
having regard to the time spent by the employee 
thereon, and, for this purpose, where that portion is all 
or, substantially. all of the. expenditure, that portion 
shall be deemed to be the amount of the expenditure, 


(V) the cost of materials consumed in the prosecution 
of scientific research and experimental development in 
Canada, or 


Proposed Amendment — 37(8)(a)(ii)(B)(V) 


July. 16, 2010 draft legislation. (Part 1 serrata) s. 13, will 
7(8)(a)(ii(B)(V) to replace “consumed” with “consumed or frans: 


formed”, applicable to costs incurred after February 23, 1998. 


Technical Notes (duly. 201 0): Paragraph 37(8)(a) provides rules for jurbdeenting: ee 
expression “expenditures : on or in respect of scientific rg a and PLE i a bee 
opment” which is used i in subsections: oT), (2) and (5). : i 


Clause. 37(8)(a)(ii(B). provides oe the one “proxy” method for pee 
SR&ED expenditures, Subclause 37 (8)(a)Gi)(B)(V) provides that, in. the context of the 
proxy method. for determining SR&ED expenditures, the references to expenditures on 
of SR&ED. (other ‘than i in subsection 37(2)) include only, among things 
listed i in clause 37 (8)(a)(iB), the cost of “materials consumed” in the sPrOREeHEOR of 
SR&ED i in oo SS a 


or "» of any other egeteue of a current nature in 
respect of the lease of premises, facilities or equip- 
ment used primarily for the prosecution of scientific 
research and experimental development in Canada, 
other than an expenditure in respect of general purpose 
office equipment or furniture; 

Selected Cases [subpara. 37(8)(a)(ii)]: Dew Engineering & Development Ltd. v. 

Canada, [1996] 3 C.T.C. 2904 (TCC) (Portable laboratory was not a “building”); 

Highland Foundry Ltd. v. Canada, [1994] 2 C.T.C: 2329 (TCC) (Time frame for “all or 


substantially all” is time period over which prosecution or construction takes place, not 
full useful life of equipment; but see Reg. 2902(b)(i)(B) and 2900(11)(c)). 


(b) for greater certainty, references to scientific research and ex- 
perimental development related to a business include any scien- 
tific research and experimental development that may lead to or 
facilitate an extension of that business; 


(c) except in the case of a taxpayer who derives all or substan- 
tially all of the taxpayer’s revenue from the prosecution of scien- 
tific research and experimental development (including the sale 
of rights arising out of scientific research and experimental de- 
velopment carried on by the taxpayer), the prosecution of scien- 
tific research and experimental development shall not be consid- 
ered to be a business of the taxpayer to which scientific research 
and experimental development is related; and 


(d) notwithstanding paragraph (a), references to expenditures on 
or in respect of scientific research and experimental develop- 
ment shall not include 


(i) any capital expenditure made in respect, of the acquisition 
of a building, other than a prescribed special-purpose build- 
ing, including’ a leasehold interest therein, 


(ii) any outlay or expense made or incurred for the use of, or 
the right to use, a building other than a prescribed special- 
purpose building, and 


(ili) payments made by a taxpayer to 


(A) a corporation resident in Canada and exempt from tax 
under paragraph 149(1)(j),.an approved. research institute 
or an approved association, with which the taxpayer does 
not deal at arm’s length, 


(B) a corporation other than a corporation referred. to in 
clause (A), or 


(C) an approved university, college or organization 


to be used for scientific 
development 


(D) in the case of such a payment to a person described in 
clause (A) or (B), to the extent that the amount of the pay- 
ment may reasonably be considered to have been made to 
enable the recipient to acquire a building or a leasehold 


research and experimental 
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interest in a building or to pay an amount in respect of the 
rental expense in respect of a building, and 


(E) in the case of a payment to a person described in 
clause (C), to the extent that the amount of the payment 
may reasonably be considered to have been made to en- 
able the recipient to acquire a building, or a leasehold in- 
terest in a building, in which the taxpayer has, or may rea- 
sonably be expected to acquire, an interest. 


Proposed Amendment — 37(8)(d)(iii)(E) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
186(2), will amend cl. 37(8)(d)(iii)(E) by substituting “interest, or as civil law, a hecaee 
for “interest”, to come into force on Royal Assent. 2 


Technical Notes (July 2010): See under 12(4). oe 


Related Provisions: 37(1.1) — Business of related corporations; 37(1.3) — SR&ED 
within 200 nautical miles offshore is deemed done in Canada; 37(9)(a) — Meaning of 
“expenditure” for 37(8)(a)(ii)(A), (B); 37(9.1)-(9.5) — Limitation on payments to 
specified employees; 37(10) — Time for election; 96(3) — Election by members of 
partnership; 143.3— Stock option benefits, whether SR&ED_ expenditures; 
149(1)(j)(ii)(A) — Non-profit SR&ED corporation’s expenditures; 248(1)‘scientific 
research and experimental development” — Definition. See also at end of s. 37. 


History: Subpara. 37(8)(a)(ii) amended by 1994, c. 8, subsec. 4(2), applicable (by sub- 
sec. 4(5), as amended by 1997, c. 25, s. 74, deemed to have come into force May 12, 
1994), to taxation years of a taxpayer that end after December 2, 1992, except that it 
does not apply to taxation years of a taxpayer that began before March 6, 1996 with 
respect to rental expenses incurred pursuant to a written lease agreement renewed, ex- 
tended or entered into before June 18, 1987 by the taxpayer or a person with whom the 
taxpayer did not deal at arm’s length at the time the lease was renewed, extended or 
entered into. Subpara. (a)(ii) formerly read: 


(ii) where the references occur other than in subsection (2), include only 


(A) expenditures each of which was an expenditure incurred for and all or 
substantially all of which was attributable to the prosecution, or to the provi- 
sion of premises, facilities or equipment for the prosecution, of scientific 
research and experimental development in Canada, and 
(B) expenditures of a current nature that were directly attributable, as deter- 
mined by regulation, to the prosecution, or to the provision of premises, fa- 
cilities or equipment for the prosecution, of scientific research and experi- 
mental development in Canada; 
Subpara. 37(8)(d)(ii) amended by 1994, c. 8, subsec. 4(3), applicable to taxation years 
ending after December 2, 1992. Subpara. (d)(ii) formerly read: 
(ii) any rental expense incurred in respect of a building other than a prescribed 
special-purpose building, and 
Selected Cases [subsec. 37(8)]: PSC Elstow Research Farm Inc. vy. R., [2009] 3 
C.T.C. 2157 (TCC) (Business was essentially experimental, not commercial); 
Consoltex Inc. v. R., [1997] 2 C.T.C. 2846 (TCC) (Cost of yarn used for scientific 
research fell within provision). 
Regulations: 2900(2)-(4) (meaning of “expenditures directly attributable”); 2903 
(prescribed special-purpose building). 
Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 
Information Circulars: 86-4R2 Supplement 1: Automotive industry application pa- 
per; 86-4R2 Supplement 2: Aerospace industry application paper; 86-4R3: Scientific 
research and experimental development; 94-1: Plastics industry application paper; 94- 
2: Machinery and equipment industry application paper; 97-1: Administrative guide- 
lines for software development. 
Application Policies: SR&ED 95-04R: Conflict of interest with regard to outside 
consultants, SR&ED 96-06: Directly undertaking, supervising or supporting v. “di- 
rectly engaged” SR&ED salary and wages; SR&ED 2000-01: Cost of materials; 
SR&ED 2002-01: Expenditures incurred for administrative salaries or wages — “di- 
rectly related” test; SR&ED 2002-02R2: Experimental production and commercial pro- 
duction with experimental development work — allowable SR&ED expenditures; 
SR&ED 2003-01: Capital property intended to be used all or substantially all for 
SR&ED; SR&ED 2004-01: Retiring allowance; SR&ED 2004-03: Prototypes, pilot 
plants/commercial plants, custom products and commercial assets. 


(9) Salary or wages — An expenditure of a taxpayer 


(a) does not include, for the purposes of clauses (8)(a)(ii)(A) and 
(B), remuneration based on profits or a bonus, where the remu- 
neration or bonus, as the case may be, is in respect of a specified 
employee of the taxpayer, and 


(b) includes, for the purpose of paragraph (1.5)(a), an amount 
paid in respect of an expense incurred for salary or wages paid 
to an employee only if the taxpayer reasonably believes that the 
salary or wages is not subject to an income or profits tax im- 
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posed, because of the employee’s presence or activity in a coun- 
try other than Canada, by a government of that other country. 


History: Subsec. 37(9) amended by 2008, c. 28, subsec. 3(3), applicable in respect of 
taxation years that end after February 25, 2008. It formerly read: 


(9) For the purposes of clauses (8)(a)(ii)(A) and (B), an expenditure of a tax- 
payer does not include remuneration based on profits or a bonus, where the re- 
muneration or bonus, as the case may be, is in respect of a specified employee of 
the taxpayer. 
Subsec. 37(9) added by 1994, c. 8, subsec. 4(4), applicable to taxation years ending 
after December 2, 1992. 


(9.1) Limitation re specified employees — For the purposes 
of clauses (8)(a)(ii)(A) and (B), expenditures incurred by a taxpayer 
in a taxation year do not include expenses incurred in the year in 
respect of salary or wages of a specified employee of the taxpayer 
to the extent that those expenses exceed the amount determined by 
the formula 

B 


Ax— 
365 


where 


A is 5 times the Year’s Maximum Pensionable Earnings (as deter- 
mined under section 18 of the Canada Pension Plan) for the cal- 
endar year in which the taxation year ends; and 


B_ is the number of days in the taxation year on which the em- 
ployee is a specified employee of the taxpayer. 

Related Provisions: 38(9.2)-(9.5) — Allocation of salary of specified employee of 

associated corporations. 


History: Subsec. 37(9.1) added by 1997, c. 25, s. 6, applicable to taxation years that 
begin after March 5, 1996. 


(9.2) Associated corporations — Where 


(a) in a taxation year of a corporation that ends in a calendar 
year, the corporation employs an individual who is a specified 
employee of the corporation, 


(b) the corporation is associated with another corporation (in this 
subsection and subsection. (9.3) referred to as the “associated 
corporation”) in a taxation year of the associated corporation 
that ends in the calendar year, and 


(c) the individual is a specified employee of the associated cor- 
poration in the taxation year of the associated corporation that 
ends in the calendar year, 


for the purposes of clauses (8)(a)(ii)(A) and (B), the expenditures 
incurred by the corporation in its taxation year or years that end in 
the calendar year and by each associated corporation in its taxation 
year or years that end in the calendar year do not include expenses 
incurred in those taxation years in respect of salary or wages of the 
specified employee unless the corporation and all of the associated 
corporations have filed with the Minister an agreement referred to 
in subsection (9.3) in respect of those years. 


Related Provisions: 37(9.5) — Certain individuals and partnerships deemed to be 
associated corporations. 


History: Subsec. 37(9.2) added by 1997, c. 25, s. 6, applicable to taxation years that 
begin after March 5, 1996. 


(9.3) Agreement among associated corporations — Where 
all of the members of a group of associated corporations of which 
an individual is a specified employee file, in respect of their taxa- 
tion years that end in a particular calendar year, an agreement with 
the Minister in which they allocate an amount in respect of the indi- 
vidual to one or more of them for those years and the amount so 
allocated or the total of the amounts so allocated, as the case may 
be, does not exceed the amount determined by the formula 
B 


A [oom 
pee 


where 


A is 5 times the Year’s Maximum Pensionable Earnings (as deter- 
mined under section 18 of the Canada Pension Plan) for the 
particular calendar year, and 
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Bis the lesser of 365 and the number of days in those taxation 
years on which the individual was a specified employee of one 
or more of the corporations, 


the maximum amount that may be claimed in respect of salary or 
wages of the individual for the purposes of clauses (8)(a)(i)(A) and 
(B) by each of the corporations for each of those.years is the 
amount so allocated to it for each of those: years. 


Related Provisions: 37(9.5) — Certain hes and ST oe ese deemed to be 
associated corporations. 


History: Subsec. 37(9.3) added by 1997, c. 25, s. 6, applicable to taxation years that 
begin after March 5, 1996. 


Forms: T1174: Agreement between associated. corporations to allocate salary or 
wages of specified employees for SR&ED carried out in Canada. 


(9.4) Filing — An agreement referred to in subsection (9.3) is 
deemed not to have been filed by a taxpayer unless 


(a) it is in prescribed form; and 
(b) where the taxpayer is a corporation, it is accompanied by 


(i) where its directors are legally entitled to administer its af- 
fairs, a certified copy of their. resolution authorizing the 
agreement to be made, and 


(ii) where its directors are not legally entitled to administer 
its affairs, a certified copy of the document by which the per- 
son legally entitled to administer its affairs authorized the 
agreement to be made. 


History: Subsec. 37(9.4) added by 1997, c. 25, s. 6, applicable to taxation years that 
begin after March 5, 1996. 


(9.5) Deemed corporation — For the purposes of subsections 
(9.2) and (9.3) and this, subsection, each 


(a) individual related to a particular corporation, 
(b) partnership of which a majority interest partner is 
(i) an individual related to a particular corporation, or 


(11) a corporation associated with a particular corporation, 
and 


(c) limited partnership of which a member HOSE liability as a 
member is not limited 1s 


(i) an individual related to a particular corporation, or 
(ii) a corporation associated with a particular corporation, 


is deemed to be a corporation associated with the’ particular 
corporation. 


History: Subsec. 37(9.5) added by 1997, c. 25, s. 6, applicable to taxation years that 
begin after March 5, 1996. 


(10) Time for election — Any election made under clause 
(8)(a)(ii)(B) for a taxation year by a taxpayer shall be filed by the 
taxpayer on the day on which the taxpayer first files a prescribed 
form referred to in subsection (11) for the year. 

History: Subsec. 37(10) amended by 1998, c. 19, subsec. 86(2), applicable after Feb- 
ruary 21, 1994 to expenditures incurred at any time except that, for, taxation years that 


began before 1996, the reference in subsec. 37(10) to “subsection (11)” shall be read as 
a reference to “subsection (1)”. The subsec. formerly read: 


(10) Any election made under clause (8)(a)(ii)(B) for a taxation year by a tax- 
payer shall be filed by the taxpayer on the day on which the taxpayer first files a 
prescribed form referred to in subsection (11) for the year. 


Subsec. 37(10) amended by 1996, c. 21, subsec. 9(9), applicable to taxation years that 
begin after 1995. The subsec. formerly read: 


(10) Any election under clause (8)(a)(ii)(B) made by a taxpayer for a taxation 
year shall be filed with the taxpayer’s return of income under this Part for the 
year. 


Subsec. 37(10) added by 1994, c. 8, subsec. 4(4), applicable to taxation years ending 
after December 2, 1992. 


(11) Filing requirement — Subject to subsection (12), no amount 
in respect of an expenditure that would be incurred by a taxpayer in 
a taxation year that begins after 1995 if this Act were read without 
reference to subsection 78(4) may be deducted under subsection (1) 
unless the taxpayer files. with the Minister a prescribed form con- 
taining prescribed information in respect of the expenditure on or 
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before the day that is 12 months ‘after the taxpayer’s filing-due date 
for the year. 

Related Provisions: 127(9)‘investment tax credit”(m) — Filing deadline applies to 
all investment tax credits; 220(2.2) — No extension of deadline allowed. 

History: Subsec. 37(11) added by 1996, c. 21, subsec. 9(10), applicable to taxation 
years that begin after 1995. Former subsec. 37(11) amended and renumbered as subsec. 
37(12). See below. 

Selected Cases [subsec. 37(11)]: Greenpipe Industries Ltd. vy. MNR, [2007] 1 
C.T.C. 85 (FC) (No-ministerial discretion to accept late-filed election forms that would 
open statute-barred years). 

Application’ Policies: SR&ED 2000-02R: Guidelines for resolving claimants’ 
SR&ED concerns; SR&ED 2004-02R4: Filing requirements for claiming SR&ED. 
Forms: T661: Claim for SR&ED in Canada; T1263: Third-party payments for 


SR&ED; T4088: Claiming scientific research and experimental development expendi- 
tures — guide to form T661. 


(12) Misclassified expenditures — If a taxpayer has not filed a 

prescribed form. in: respect of an expenditure in accordance with 

subsection (11), for the purposes. of this. Act, the expenditure is 

deemed not to be an expenditure on or in respect of scientific re- 

search and experimental development. 

History: Subsec. 37(12)'amended by 1998, c. 19,.s.'5, applicable to 1997 et seg. The 

subsec. formerly read: 
(12) Reclassified expenditures — A taxpayer is not required to file the pre- 
scribed form referred to in subsection (11) in respect: of an expenditure that 
would be incurred in a taxation year by the taxpayer if this Act were read with- 
out reference to subsection 78(4) where the expenditure is reclassified by the 
Minister on an assessment of the taxpayer’s tax payable under this Part for the 
year, or on a determination that no tax under this Part is payable by the taxpayer 
for the year, as an expenditure in respect of scientific research and experimental 
development. 

Subsec. 37(12) renumbered (from 37(11)) and amended by 1996, c. 21, subsec. 9(10), 

applicable to taxation years that begin after 1995. The’ subsec. formerly read: 
(11) Reclassified expenditures — For the purpose of subsection (1), a tax- 
payer is not required to file the prescribed form referred to in that subsection in 
respect of an expenditure incurred in a taxation year by the taxpayer where the 
expenditure is reclassified by the Minister on an assessment of the taxpayer’s tax 
payable under this Part for the year, or on a determination that no tax under this 
‘Part is payable by the taxpayer for the year, as an expenditure in respect of scien- 
tific research and experimental development. 


Subsec. 37(11) (now subsec. 37(12)) added by 1995, c. 3, subsec. 92), applicable after 
February 21, 1994 to expenditures incurred at any time. 


Application Policies: SR&ED 2004- 02R4: Filing requirements for claiming 
SR&ED. 


(13) Non-arm’s length contract — linked work — For the 
purposes of this section and sections 127 and 127.1, where 


(a) work is performed by a taxpayer for a person or partnership 
at a time when the person or partnership does not deal at arm’s 
length with the taxpayer, and 


(b) the work would be scientific research and experimental de- 
velopment if it were performed by the person or partnership, 


the work is deemed to be scientific research and. experimental 
development. 


History: Para. 37(13)(b) amended by 1998, c. 19, subsec. 86(3), applicable to taxation 
years that begin after 1995: The para. formerly read: 


(b) the work. would, be scientific research and experimental development de- 
scribed in paragraph 2900(1)(d) of the Income Tax Regulations if it were per- 
formed by the person or partnership, 


Subsec. 37(13) added by 1996, c. 21, subsec. 9(10), applicable to taxation years that 
begin after 1995. 


Related Provisions [s..37]: 87(2)(1) — Amalgamations — continuing corporation; 
127(12.1) — Investment tax credit; 256(8) — Deemed acquisition of shares. 


Selected Cases [s. 37]: Northwest Hydraulic Consultants Ltd. v. R., [1998] 3 C.T.C. 
2520 (TCC) (Court approved criteria in IC 86-4R3 as indicative of SR&ED). 


Definitions [s. 37]: “acquired” — 256(7)-(9); “amount” —248(1); “approved” — 
37(7); “arm’s length” — 251(1); “associated” — 13(9.5), 256; “available. for, use” — 
13(27)-(32), 248(19); “business” — 248(1); “calendar year” — Jnterpretation Act 
37(1)(a); “Canada” — 37(1.3), (1.4), 255, Interpretation Act 35(1); “carried on a busi- 
ness in Canada” — 253; “control” — 256(6)-(9); “corporation” — 248(1), Interpreta- 
tion Act 35(1); “depreciable property” — 13(21), 248(1); “employee” — 248(1); “ex- 


penditure” — 37(8)(a), (d), (9)(a); “filing-due date” — 150(1), 248(1); “individual” — 
248(1); “majority interest partner’, “Minister”, “person”, “prescribed”, “property” — 
248(1); “qualified expenditure’ — 127(9); “received” — 248(7); “regulation” — 


248(1); “related to a business’ — 37(8)(b); “resident in Canada” — 94(3)(a)(vili), 250; 
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“salary or wages” — 37(9)(b), 248(1); “scientific research and experimental develop- 
ment” — 37(8), (13), 248(1), Reg. 2900; “specified employee” — 248(1); “super-al- 
lowance benefit amount” — 127(9); “tax payable” — 248(2); “taxable income” — 
2(2), 248(1); “taxation year” — 11(2), 249; “taxpayer” — 248(1). 


37.1 [Repealed] 


History: S. 37.1 repealed by 1998, c. 19, s. 87, applicable to 1995 et seq. S. 37.1 
formerly read: 


37.1 (1) Additional allowance for scientific research and experimental de- 
velopment — In computing the income for a taxation year of a corporation that 
carried on business in Canada, other than a corporation referred to in subsection 
(2), there may be deducted an amount (in this section referred to as the “research 
allowance” of the corporation) equal to 50% of the amount, if any, by which 


(a) the qualified expenditure made by the corporation in the year 
exceeds 
(b) the total of 
(i) the expenditure base of the corporation for the year, and 


(ii) the total of all amounts each of which is an amount paid to the cor- 
poration in the year by 


(A) Her Majesty in right of Canada or a province in respect of sci- 
entific research and experimental development to the extent that the 
amount may reasonably be considered to relate to 


(I) the qualified expenditure made by the corporation in taxa- 
tion years ending after 1977, or 


(II) the cost of or depreciation on any research property of the 
corporation, 


(B) another corporation resident in Canada for scientific research 
and experimental development related to the business of that other 
corporation, or 


(C) a corporation not resident in Canada if it is entitled to a deduc- 
tion under subparagraph 37(1)(a)(v) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, in respect of the 
amount so paid. 


(2) ldem, where corporations associated — In computing the income for a 
particular taxation year of a corporation that carried on business in Canada and 
that was associated in the particular year with one or more other such corpora- 
tions, there may be deducted an amount (in this section referred to as the “re- 
search allowance” of the corporation) determined in accordance with the follow- 
ing rules: 


(a) determine the amount in respect of the corporation by which the qualified 
expenditure made by the corporation in the particular year exceeds the total 
that would have been described in paragraph (1)(b) in respect of the corpora- 
tion for the particular year if subsection (1) had applied to the corporation, 


(b) determine the amount, if any, by which the total of 


(i) the qualified expenditure made by the corporation in the particular 
year, and 


(ii) the total of all amounts each of which is the qualified expenditure 
made by another corporation associated in the particular year with the 
corporation, in the other corporation’s taxation year that ended in the 
calendar year in which the particular year ended, 


exceeds 
(ii1) the total of 
(A) the expenditure base of the corporation for the particular year, 


(B) the expenditure base of each other corporation associated in the 
particular year with the corporation for that other corporation’s tax- 
ation year that ended in the calendar year in which the particular 
year ended, and ; 


(C) the total of all amounts each of which is an amount that would 
be described in subparagraph (1)(b)(ii) if subsection (1) were 
applicable 


(I) paid to the corporation in the particular year, and 


(II) paid to another corporation associated in the particular year 
with the corporation, if paid in the other corporation’s taxation 
year that ended in the calendar year in which the particular year 
ended, 


(c) determine the total of 


(i) the amount determined under paragraph (a) in respect of the corpora- 
tion for the year, and 


(ii) the total of all amounts each of which is the amount determined 
under paragraph (a) for another corporation that is associated in the par- 
ticular year with the corporation in respect of the other corporation’s 
taxation year that ended in the calendar year in which the particular year 
ended, and 
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(d) determine the amount that is 50% of that proportion of the amount deter- 
mined under paragraph (b) that 


(i) the amount determined under paragraph (a) 
is of 
(ii) the total determined under paragraph (c), 


and the amount determined under paragraph (d) is the amount of the research 
allowance that may be deducted in computing the income for the particular year 
of the corporation. 


(3) Inclusion in income where research property disposed of — Where at 
any time in a particular taxation year a corporation has disposed of a research 
property (other than to a corporation with which it was associated in the year in a 
transaction to which subsection 85(1) or 88(1) applied), there shall be included 
in computing the income of the corporation for the year an amount equal to the 
lesser of i 


(a) 50% of the lesser of 

(i) the fair market value at that time of the property, and 

(ii) the capital cost to the corporation of the property at that time, and 
(b) the amount, if any, by which the total of 


(i) all amounts each of which is the research allowance deducted in 
computing the income of the corporation for any taxation year com- 
mencing before that time, and 


(ii) all amounts each of which is an amount in respect of another corpo- 
ration associated in the particular year with the corporation, equal to the 
research allowance deducted in computing the income of the other cor- 
poration for any taxation year ending in or before the particular year, 


exceeds the total of all amounts each of which is an amount in respect of a 
disposition of property before that time, that was 


(iii) an amount included by virtue of this subsection in computing the 
income of the corporation for any taxation year commencing before that 
time, or 


(iv) an amount in respect of another corporation associated in the partic- 
ular year with the corporation included by virtue of this subsection in 
computing the income of that other corporation for any taxation year 
ending in or before the particular year. 


(4) Capital cost of research property disposed of to associated corpora- 
tion — For the purposes of this subsection and subsection (3), where at any time 
in a taxation year subsection 85(1) or 88(1) applied with respect to a disposition 
of research property by a particular corporation to another corporation with 
which it was associated in the year, 


(a) the property shall be deemed to be a research property of the other corpo- 
ration; and 


(b) where the capital cost to the particular corporation of the property ex- 
ceeds its proceeds of disposition, the capital cost to the other corporation 
shall be deemed to be the amount that was the capital cost thereof to the 
particular corporation. 


(5) Definitions — In this section, 


“base period” of a corporation for a particular taxation year means, except as 
provided in paragraph 87(2)(1.1), the period commencing 


(a) where the corporation has 3 consecutive taxation years commencing at 
any time after the end of its 1976 taxation year and ending immediately 
before the particular year, on the first day of the first of those 3 years, and 


(b) in any other case, on the later of the first day of its first taxation year and 
the first day of its 1977 taxation year 


and ending immediately before the first day of the particular taxation year; 


“expenditure base” of a corporation for a particular taxation year means the 
product obtained when the amount, if any, by which 


(a) the total of all amounts each of which is the qualified expenditure made 
by the corporation in a taxation year in its base period (or, in the case of a 
new corporation within the meaning of subsection 87(1), made by the corpo- 
ration in its base period), 


exceeds 
(b) the total of all amounts paid to the corporation by 


(i) Her Majesty in right of Canada or a province in respect of scientific 
research and experimental development to the extent that the amount 
may reasonably be considered to relate to 


(A) the qualified expenditure made by the corporation in taxation 
years ending after 1976, or 


(B) the cost of or depreciation on any research property of the 
corporation, 


(ii) another corporation resident in Canada for scientific research and 
experimental development related to the business of that other corpora- 
tion, or } 
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(iii) a corporation not resident in Canada if it was entitled to a deduction 
under subparagraph 37(1)(a)(v) in respect of the amount so paid. 


in a taxation year in its base period (or, in the case of a new corporation 


within the meaning of subsection 87(1), paid to the corporation in jits base . 


period), 


is multiplied by the proportion that the number of days in the particular year is of 
the number of days in its base period; “ 


“qualified expenditure” made by a corporation in a taxation year means the total 
of expenditures (other than prescribed expenditures) each of which is 


(a) an expenditure, in respect of scientific research and experimental devel- 
opment carried on in Canada, made by it in the year and described in para- 
graph 37(1)(a), 


(b) an expenditure made by it in the year to. acquire property that has not 
been used for any purpose whatever before it was acquired by the corpora- 
tion and that is an expenditure described in subparagraph 37(1)(b)(i), or 


(c) a payment made by it in the year to Her Majesty in right of Canada or a 
province to the extent that it may reasonably be considered to be a repay- 
ment of an amount described in clause (1)(b)(1i)(A) with regard to that 
corporation; 


“research property” of a corporation means property referred to in paragraph (b) 
of the definition “qualified expenditure” in this subsection acquired by virtue of 
an expenditure made by the corporation after the end of its 1977 taxation year; 


“scientific research and experimental development” has the meaning given to 
that expression by regulation. 


(6).When certain. qualified expenditures deemed to be. made — Where. a 
corporation has in a taxation year ending in a particular calendar year made a 
payment to another corporation with which it is associated in the taxation year, 


(a) if the payment would, but for this paragraph, be included in the qualified 
expenditure made by the corporation in the taxation year, such portion of the 
payment as may reasonably be regarded as a payment for or on account of a 
scientific research and experimental development expenditure to be made by 
the other corporation in a taxation year (in this paragraph referred to asa 
“subsequent year’) ending after the particular calendar year shall be deemed, 
for the purposes of this section, not to have been paid at the time at which it 
was actually paid, but to have, been paid on the last day of the. subsequent 
year; and 


(b) if the payment is received by the other corporation, in a taxation year 
ending in a calendar year preceding the particular calendar year, the payment 
shall, if it may reasonably be regarded as a payment for or on account of a 
scientific research and experimental development expenditure to be made by 
the other corporation in a taxation year (in this paragraph referred to as the 
“specified year”) following the year in which the payment was received by 
it, be deemed, for the purposes of this section, not to have been paid to the 
other corporation in the taxation year in which it was actually paid, but to 
have been paid on the last day of the specified year. 


(7) Certain corporations: deemed to be associated — For the purpose of 
computing the research allowance of a particular corporation for a taxation year, 
where another corporation other than a corporation that was 


(a) a predecessor corporation (within the meaning of subsection 87(1)) in 
respect of the particular corporation or in respect of a corporation associated 
with the particular corporation in the year, or 


(b) a subsidiary corporation (within the meaning assigned to the expression 
“subsidiary” by subsection 88(1)) that was wound up before the taxation 
year, if its parent corporation (within the meaning assigned to the expression 
“parent” by that subsection) was the particular corporation or a corporation 
associated with the particular corporation in the year, 


was not associated with the particular corporation in the year but was‘ associated 
with the particular corporation in a taxation year in the particular corporation’ s 
base period for the year, and 


(c) all or substantially all of the property of the other corporation used by it 
in carrying on any business during that base period, was acquired in any 
manner whatever by the particular corporation, or by one or more corpora- 
tions associated with the particular corporation in the year, 


that other corporation shall (notwithstanding that it may have ceased to exist) be 
deemed to be a corporation 


(d) associated with the particular corporation in the year, and 


(e) that had taxation years ending on anniversaries of the last day of its taxa- 
tion year in which it was last associated with the particular corporation. 
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History: S. 37.2 repealed by 1998, c. 19, s. 87, applicable to 1995 et seq.. S. 37.2 


formerly read: 


37.2 (1) Application of section 37.1 — Section 37.1 is applicable to taxation 
years ending after 1977 and before 1989 except that, 


(a) in its application to any taxation year commencing before 1978, the re- 

search allowance of a corporation shall be that proportion of the research 

allowance otherwise deductible that the number of days in the taxation year 
- after 1977 is of the number of days in the taxation year; 


(b) in its application to a taxation year ending after 1987, the research allow- _ 
ance of a corporation shall be that proportion of the research allowance oth- ° 
erwise deductible that the number of days in the taxation year before 1988 is 
of the number of days in the taxation year; and 


(c) with respect to the disposition of a research property, section 37.1 is ap- 
plicable to the 1978 and subsequent taxation years. 


(2) ldem — Words and expressions used in subsection (1) have the meanings 
assigned by section 37.1. 


37.3. [Repealed] 


Origin of s. 37.3: R.S.C. 1985, c. 1 (Sth Supp.) (formerly an application rule in 1984, 
esdespl bh): 


History: S. 37.3 repealed by 1998, c. 19, s. 87, applicable to 1995 et seg. S. 37.3 
formerly read: 


37.3 Application of subsecs. 37.1(1) and (2) — Notwithstanding section 37.2, 
subsections 37.1(1) and (2) do not apply to a taxation year of a corporation that 
ends after October 1983 unless 


(a) in the case of a particular taxation year that includes November 1, 1983, 
the corporation elects in its return of income under Part I for the year to have 
those subsections apply, in which.case each corporation that was associated 
with the corporation in the year shall be deemed to have so elected in respect 
of its taxation year that ended in the calendar year in which the: particular 
taxation year ended; or 


(b) the qualified expenditure (within the’ meaning assigned by subsection 
37.1(5)) made by the corporation in the year includes 


(i) an expenditure that the corporation was obligated to make pursuant to 
an agreement in writing entered into by the corporation before April 20, 
1983, or 


(ii) an expenditure that the corporation was obligated to make in respect 
of a project pursuant to an agreement in writing entered into by the cor- 
poration before November 2, 1983, where the project commenced 
before 1984.and proceeded without undue delay, and arrangements, evi- 
denced by writing, respecting the project were substantially advanced 
before April 20, 1983, 


and the corporation elects in its return of income under Part I for the taxation 
year to have those subsections apply, in which case the amount that may be 
deducted under section 37.1 in computing the income of the corporation for 
the year shall be that proportion of the amount thereof that could, but for this 
section, have been so deducted’ by the corporation (on the assumption that it 
is not associated in the year with any other corporation) that 


(iii) an amount equal to the total of expenditures made by the corpora- 
tion in the year each of which is an expenditure described in the defini- 
tion “qualified expenditure” in subsection 37.1(5) and is made pursuant 
to an agreement referred to in subparagraph (i) or (ii) 


is of 
(iv) the qualified expenditure (within the meaning assigned by subsec- 
tion 37:1(5)) made by the corporation in the year. 


Subdivision c — Taxable Capital Gains and 


Allowable Capital Losses 


38. Taxable capital gain and allowable capital loss — For 
the purposes of this Act, 


(a) [taxable capital gain — general]— subject to 
paragraphs (a.1) to (a.3), a taxpayer’s taxable capital gain for a 
taxation year from the disposition of any property is '/2 of the 
taxpayer’s capital gain for the year from the disposition of the 


property; 


ssible Future Amendment. _— eee gains 
_ deferral 


Minister of Finance speech, Jim Flaherty, March 27, 2006: We a believe 
Canadians who rein est their | money and create jobs in their communities, their prov- 
ince and their country should be rewarded for doing so. It’s why we campaigned on 
eliminating the capital gains tax for individuals on the ‘sale of assets when the proceeds 


37.2 [Repealed] 


Origin of s. 37.2: R.S.C. 1985, c. 1 (Sth Supp.) (formerly an application rule in 1977- 
78, c. 32,'s. 6). 
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are reinvested within six months. With respect to this particular initiative, we will be 
taking some time to consult Canadians before moving forward. 


{It is unclear how this measure will be implemented, what its timing will be, aa 
whether the opposition parties will permit the minority | Conservatives to enact it. It was 
not included in the May 2, 2006, Mar. se 2007, ‘Feb. 26, 2008 | or Jan. 27, 2009 
Budget — ed.] 


Possible Future Amendment — Reduced capital 
gains rates Men 
Minister of Finance, Economic and Fiscal Statement (“Advantage 
Canada”), Nov. 23, 2006: Canada’s , New Goyernmer will reduce personal income 
taxes on savings, including capital gains. This will support investment and economic 
growth while enhancing the overall fairness and neutrality of the tax system. It will also 
make our tax treatment of savings more competitive in relation to other countries. 


Selected Cases [para. 38{a)]: Sani Sport Inc. v. Canada, [1990] 2 C.T.C. 15 (FCA) 
(Part of expropriation compensation paid for loss of business use of land was capital). 


(a.1) [taxable capital gain — donation of listed securi- 
ties] —a taxpayer’s taxable capital gain for a taxation year 
from the disposition of a property is equal to zero if 


(i) the disposition is the making of a gift to a qualified donee 
of a share, debt obligation or right listed on a designated 
stock exchange, a share of the capital stock of a mutual fund 
corporation, a unit of a mutual fund trust, an interest in a re- 
lated segregated fund trust (within the meaning assigned by 
paragraph 138.1(1)(a)) or a prescribed debt obligation, 


(ii) the disposition is deemed by section 70 to have occurred 
and the taxpayer is deemed by subsection 118.1(5) to have 
made a gift described in subparagraph (i) of the property, or 


(iii) the disposition is the exchange, for a security described 
in subparagraph (i), of a share of the capital stock of a corpo- 
ration, which share included, at the time it was issued and at 
the time of the disposition, a condition allowing the holder to 
exchange it for the security, and the. taxpayer 


(A) receives no consideration on the exchange other than 
the security, and 


(B) makes a gift of the security to a qualified donee not 
more than 30 days after the exchange; 


(a.2) [taxable capital gain — ecological gift]— a tax- 
payer’s taxable capital gain for a taxation year from the disposi- 
tion of a property is equal to zero if 


(i) the disposition is the making of a gift to a qualified donee 
(other than a private foundation) of a property described, in 
respect of the taxpayer, in paragraph 110.1(1)(d) or in the 
definition “total ecological gifts” in subsection 118.1(1), or 


(ii) the disposition is deemed by section 70 to have occurred 
and the taxpayer is deemed by subsection 118.1(5) to have 
made a gift described in subparagraph (i) of the property; 


(a.3) [taxable capital gain — exchange of partnership 
units for securities later donated] — a taxpayer’s taxable 
capital gain for a taxation year, from the disposition of an inter- 
est in a partnership (other than a prescribed interest in a partner- 
ship) that would be an exchange described in subparagraph 
(a.1)(ii1) 1f the interest were a share in the capital stock of a cor- 
poration, is equal to the lesser of 


(i) that taxable capital gain determined without reference to 
this paragraph, and 
(ii) '/2 of the amount, if any, by which 

(A) the total of 


(I) the cost to the taxpayer of the partnership interest, 
and 


(II) each amount required by subparagraph 
53(1)(e)(iv) or (x) to be added in determining the tax- 
payer’s adjusted cost base of the partnership interest, 


exceeds 


(B) the adjusted cost base to the taxpayer of the partner- 
ship interest (determined without reference to subpara- 
graphs 53(2)(c)(iv) and (v)); 


Income Tax Act, Part I, Division B 


(b) [allowable capital loss] — a taxpayer’s allowable capital 
loss for a taxation year from the disposition of any property is '/2 
of the taxpayer’s capital loss for the year from the disposition of 
that property; and 


(c) [allowable business investment loss] — a taxpayer’s 
allowable business investment loss for a taxation year from the 
disposition of any property is '/2 of the taxpayer’s business in- 
vestment loss for the year from the disposition of that property. 


Selected Cases [para. 38(c)]: Windrim v. Canada, [1991] 1 C.T.C. 271 (FCTD) 
(Only portion of land necessary to use and enjoyment of mobile home). 


Related Provisions [s. 38]: 11(2) — Fiscal (business) year of individual does not 
apply to subdivision c; 20(4.3) — Deemed allowable capital loss on bad debt on dispo- 
sition of eligible capital property; 38.1 — Allocation of gain to 38(a.1) or (a.2) where 
advantage received; 39 — Capital gains and losses; 83(2), 89(1)“capital dividend ac- 
count”(a)(i) — Untaxed fraction of gain can be distributed free of tax by corporation as 
capital dividend; 96(1.7) — Partnership gains and losses; 100(1) — Disposition of in- 
terest in a partnership; 104(21) — Flow-through of gain from trust to beneficiary; 
110(1)(d.01) — Deduction on donating employee. stock-option shares, to. charity; 
110.6 — Capital gains exemption; 111(8)“net capital loss” — Carryover of unused al- 
lowable capital loss; 127.52(1)(d)(i) — 30% of gain added to income for minimum tax 
purposes; 142.5(6) — Transitional allowable capital loss re mark-to-market property; 
142.5(9)(e) — Deemed taxable capital gain where mark-to-market property acquired 
by financial institution on rollover; 149.1(6.4) — Rule re gifts of public securities ap- 
plies to gifts to registered national arts service organizations; 248(1)“allowable busi- 
ness investment loss”, 248(1)“allowable capital loss”, 248(1)“taxable capital gain” — 
Definitions in s. 38 apply to entire Act; 248(37)(d) — Rule limiting value of donated 
property does not apply where 38(a.1) or (a.2) applies; Canada-U.S. Tax Treaty: Art. 
XIII — Gains. 


History: Para. 38(a) amended to substitute “(a.1) to (a.3)” for “(a.1) and (a.2)”, by 
2008, c. 28, subsec. 4(1), applicable in respect of gifts made after February 25, 2008. 


Subpara. 38(a.1)(iii) and para. 38(a.3) added by the said c. 28, subsecs. 4(2), (3), appli- 
cable in respect of, gifts made after February 25, 2008. 


Subpara. 38(a.1)(i) amended by 2007, c. 35, s. 15, applicable in respect of gifts made 
after March 18, 2007, except that, in its application before December 14, 2007 to the 
amending legislation, the reference to “designated stock exchange” shall be read as a 
reference to “prescribed stock exchange”. The subpara. formerly read: 


(i) the disposition is the making of a gift to a qualified donee (other than a pri- 
vate foundation) of a share, debt obligation or right listed on a prescribed stock 
exchange, a share of the capital stock of a mutual fund corporation, a unit of a 
mutual fund trust, an interest in a related segregated fund trust (within the mean- 
ing assigned by paragraph 138.1(1)(a)) or a prescribed debt obligation, or 


Para. 38(a.1) before subpara. (ii), and the opening words of para. 38(a.2), amended by 
2006, c. 4, subsecs. 51(1), (2), applicable in respect of gifts of property made after May 
1, 2006. The portions formerly, read: 


(a.1) a taxpayer’s taxable capital gain for a taxation year from the disposition of 
any property is '/4 of the taxpayer’s capital gain for the year from the:disposition 
of the, property if 


(i) the disposition is the making of a gift to a qualified donee (as defined in 
subsection 149.1(1)), other than a private foundation, of a share, debt obliga- 
tion or right listed on a prescribed stock exchange, a share of the capital 
stock of a mutual fund corporation, a unit of a mutual fund trust, an interest 
in a related segregated fund trust (within the meaning assigned by paragraph 
138.1(1)(a)) or a prescribed debt obligation, or 


(a.2) a taxpayer’s taxable capital gain for a taxation year from the disposition of 
a property is '/4 of the taxpayer’s capital gain for the year from the disposition of 
the property where 


The opening words of para. 38(a.1) amended by 2002, c. 9, s. 22, applicable to dispesi- 
tions that occur after 2001. The opening words formerly read: 


(a.1) a taxpayer’s taxable capital gain for a taxation year from the disposition 
after February 18, 1997 and before 2002 of any property is '/4 of the taxpayer’s 
capital gain for the year from the disposition of the property where _ 


Paras. 38(a) (b) and (c) amended by 2001, c. 17, subsec. 22(1), applicable to 2000 er 
seq. except that 


(a) for a taxation year of a taxpayer that ended before February 28, 2000, the refer- 
ences to the fraction “'/2” in paras. 38(a), (b) and (c) shall be read as references to 
the fraction ““/,”, 


(b) for a taxpayer’s taxation year that began after February 28, 2000 and ended 
before October 17, 2000, the references to the fraction “'/2” in paras. 38(a), (b) and 
(c) shall be read as references to the fraction “7/3”, 


(c). for a taxation year of a taxpayer that includes February 28, 2000 but does not 
include October 18, 2000, the references to the fraction “'/” in paras. 38(a), (b) and 
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(c) shall be read-as references to the fraction that applies to the’ taxpayer for that 
year, and for this purpose, 


(1) where the amount of the taxpayer’s net capital gains from dispositions of 
property in the period that began at the beginning of the year and ended at the 
end of February'27, 2000 (in this’ paragraph referred to as the “first period’’) 
exceeds the amount of the taxpayer’s net capital losses from dispositions of | 
property in the period that begins at the beginning of February. 28, 2000 and 
ends at the end of the year (in this paragraph referred to, as the “second pe- | 
riod’), the fraction that applies to the taxpayer for the year is */4, , 


Gi) where the amount of the taxpayer’s net capital losses from dispositions of 
property in the first period exceeds the amount of the taxpayer’s net capital 
gains from dispositions of property in the second period, the fraction that ap- 
plies to the taxpayer for the year is */s, 


(iii) where the amount of the taxpayer’s net capital gains from dispositions of 
property in the first period is less than the amount of the taxpayer’s net capital 
losses from dispositions of property in the second period, the fraction that ap- 
plies to the taxpayer for the year is 74, 


(iv) where the amount of the taxpayer’s net capital losses from dispositions of 
property in the first period is less than the amount of the taxpayer’s net capital 
gains from dispositions of property in the second period, the fraction that ap- 
plies to the taxpayer for the year is 7/3, 


(v), where the taxpayer has only net capital gains, or only net capital losses, 
from dispositions of property in each of the first and second periods, the frac- 
tion that applies to the taxpayer for the year is the fraction determined by the 
formula 


(/4x A +2/3xB)/(A+B) 


where 


A is the net capital gains or the net capital losses, as the case may be, of 
the taxpayer from dispositions of property in the first period, and 


B is the net capital gains or the net capital losses, as the case may be, of 
the taxpayer from dispositions of property in the second period, and 


(vi) where the net capital gains and net capital losses of the taxpayer for the 
year are nil, the fraction that applies to the taxpayer for the year is 7/3, 


(d) for a taxation year of a taxpayer that began after February 27, 2000 and in- 
cludes October 18, 2000, the references to the fraction ““/2” in paras. 38(a), (b) and 
(c) shall be read as references to the fraction that applies to the taxpayer for that 
year, and for this purpose, 


(i) where the amount of the taxpayer’s net anal gains from dispositions of 
property in the period that began at the beginning of the year and ended at the 
end of October 17, 2000 (in this paragraph referred to as the “first period’) 
exceeds the amount of the taxpayer’s net capital losses from dispositions of 
property in the period that begins at, the beginning of October 18, 2000 and 
ends at the end of the year (in this paragraph referred to as the “second pe- 
riod”), the fraction that applies’ to the taxpayer for the year is'7/, 


(ii) where the amount of the taxpayer’s net capital losses from dispositions of 
property in the first period exceeds the amount’ of ‘the taxpayer’s net ‘capital 
gains from dispositions of property in the second period, the fraction that ap- 
plies to the taxpayer for the year is 7/3, 


(iii) where the amount of the taxpayer’s net capital gains from dispositions of 
property in the first period is less than the amount of the taxpayer’s net capital 
losses from dispositions of property in the second period, the fraction that ap- 
plies to the taxpayer for the year is '/2, ° 


(iv) where the amount of the taxpayer’s net capital losses from dispositions of 
property in the first period is less than the amount of the taxpayer's net capital 
gains from dispositions of property in the second period, the fraction that ap- 
plies to the taxpayer for the year is '/2, 


(v) where the taxpayer has only net capital gains, or en net capital losses, 
from dispositions of property in each of the first and second periods, the frac- 
tion that applies to the taxpayer for the year is the fraction determined by the 
formula 

(2/3 x A+ 1/2 x B)/(A +B) 
where 


A is the net capital gains or the net capital losses, as the case may be, of 
the taxpayer from dispositions of property in the first period, and 


B is the net capital gains or the net capital losses, as the case may be, of 
the taxpayer from dispositions of property in the second period, and 


(vi) where the net capital gains and net capital losses of the taxpayer for the 
year are nil, the fraction that applies to the taxpayer for the year is '/, 


(e) for a taxation year of a taxpayer that includes February 27, 2000 and October 
18, 2000, the references to the fraction “!/2” in paras. 38(a), (b) and (c) shall be read 
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as references to the fraction that applies to the taxpayer for that year, and for this 
purpose, 


(i)\ the fraction that applies to the taxpayer for the year is */4, where 


(A) the amount by’ which the amount of the taxpayer’s net capital gains 
from dispositions of property in the period that began at the beginning of 
the year and ended at the end of February 27, 2000 (in this paragraph re- 
ferred to as the “first period’) exceeds the amount of the taxpayer’s net 
capital losses from dispositions of property in the period that began at the 
beginning of February 28, 2000 and ended at the end of October 17, 2000 
(in this paragraph referred to as’ the “second period”) 


exceeds 
(B) the amount of the taxpayer’s net capital lossés from dispositions of 
property in the period that begins at the beginning of October 18, 2000 and 


ends at the end of the year (in this paragraph referred to as the “third 
- operiod”’), 


(ii) the fraction that applies to the taxpayer for the year is 7/4, where 


(A) the amount by which the amount of the taxpayer’s net capital losses 
from dispositions of property in the first period exceeds the amount of the 
taxpayer’s net capital gains from dispositions of property in the second 
period 

exceeds 
(B) the amount of the taxpayer’s net capital gains from dispositions of 
property in the third period, 

(iii) the fraction that applies to the taxpayer for the year is 7/3, where 


. (A) the amount by which the amount of the taxpayer’s net capital gains 
from dispositions of property. in the second period exceeds the amount of 
the taxpayer’s net capital losses from dispositions of property in the first 
period 

exceeds 


(B) the amount of the taxpayer’s net capital losses from dispositions of 
property in the third period, 


(iv) the fraction that applies, to the taxpayer for the year is 7/3, where 


(A) thé amount by which the amount'of the taxpayer’s net capital losses 
from ‘dispositions of property in the second period exceeds the amount of 
the taxpayer’s net capital gains from dispositions of property in the first 
period 

exceeds 


(B) the amount of the taxpayer’s net capital gains from dispositions of 
property in the third period, 
(v) where the taxpayer has net capital gains in each of the first and second 
periods and the total amount of those net capital gains in those, periods exceeds 
the amount of the taxpayer’s net.capital losses in the third period, the fraction 
that applies to the taxpayer for the year is the fraction that i is determined by the 
formula 


(3/4 x A+.2/3 x B)/(A +B) 
where 
A is the net’ capital gains of the taxpayer from dispositions of property in 
the first period, and 


B is the net capital gains of the baADOY from dispositions of property in 
the second period, 
(vi) where the taxpayer has net capital losses in each of the first and second 
periods and the total amount of those net capital losses in those periods ex- 
ceéds the amount of the taxpayer’s net capital gains in the third period, the 
fraction that applies to the taxpayer for the year is the fraction that is deter- 
mined by the formula 


(3/4.x. A, +)/2/3,x B) / (A+B) 
where 


A is the net capital losses of the taxpayer from dispositions of property in 
the first period, and 

B is the net capital losses of the taxpayer from‘dispositions of property in 
the second period, 


(vii) where the taxpayer has only net capital gains, or only net capital losses, 
from dispositions of property: in each of the first, second and third periods, the 
fraction that applies to the taxpayer for the year is the fraction that is deter- 
mined by the formula 


(3/4x A+ 2/3 XB+1/2xC)/(A+B+C) 
where 


A is the taxpayer’s net capital gains or net capital losses, as the case may 
be, from dispositions of property in the first period, 


B is the taxpayer’s net capital gains or net capital losses, as the case may 
be, from ‘dispositions of property in the second period, and 


C is the taxpayer's net capital gains or net capital losses, as the case may 

be, from dispositions of property in the third period, 
(viii) where the amount of the taxpayer’s net capital gains from dispositions of 
property in the first period exceeds the amount of the taxpayer’s net capital 
losses from dispositions of property in the second period and the taxpayer has 
net capital gains from dispositions of property in the third period, the fraction 
that applies to the taxpayer for the year is the fraction that is determined by the 
formula 


(3/4 x A+ 1/2 x B)/(A +B) 
where 


A is the amount by which the taxpayer’s net capital gains from disposi- 
tions of property in the first period exceeds the amount of the taxpayer’s 
net capital losses from dispositions of property in the second period, and 


B is the taxpayer’s net capital gains from dispositions of property in the 
third period, 


(ix) where the amount of the taxpayer’s net capital losses from dispositions of 
property in the first period exceeds the amount of the taxpayer’s net capital 
gains from dispositions of property in the second period and the taxpayer has 
net capital losses from dispositions of property in the third period, the fraction 
that applies to the taxpayer for the year is the fraction that is determined by the 
formula 


(3/4x A+ 1/2 x B)/(A +B) 
where 


A is the amount by which the taxpayer’s net capital losses from disposi- 
tions of property in the first period exceeds the amount of the taxpayer’s 
net capital gains from dispositions of property in the second period, and 


B is the taxpayer’s net capital losses from dispositions of property in the 
third period, 


(x) where the amount of the taxpayer’s net capital gains from dispositions of 
property in the second period exceeds the amount of the taxpayer’s net capital 
losses from dispositions of property in the first period and the taxpayer has net 
capital gains from dispositions of property in the third period, the fraction that 
applies to the taxpayer for the year is the fraction that is determined by the 
formula 


(2/3 x A+ 1/2*B)/(A +B) 
where 


A is the amount by which the taxpayer’s net capital gains from disposi- 
tions of property in the second period exceeds the amount of the tax- 
payer’s net capital losses from dispositions of property in the first period, 
and 


B is the taxpayer’s net capital gains from dispositions of property in the 
third period, 


(xi) where the amount of the taxpayer’s net capital losses from dispositions of 
property in the second period exceeds the amount of the taxpayer’s net capital 
gains from dispositions of property in the first period and the taxpayer has net 
capital losses from dispositions of property in the third period, the fraction that 
applies to the taxpayer for the year is the fraction that is determined by the 
formula 


(2/3 x A+ 1/2 x B)/(A +B) 
where 


A is the amount by which the taxpayer’s net capital losses from disposi- 
tions of property in the second period exceeds the amount of the tax- 
payer’s net capital gains from dispositions of property in the first period, 
and 


B is the taxpayer’s net capital losses from dispositions of property in the 
third period, and 


(xii) in any other case, the fraction that applies to the taxpayer for the year is 
"h, and 


in determining the fraction that applies to the taxpayer under paragraphs (a) to (e) for 
the year, the following rules apply: 


(f) the net capital gains of a taxpayer from dispositions of property in a period is 
the amount, if any, by which the taxpayer’s capital gains from dispositions of pro- 
perty in the period exceeds the taxpayer’s capital losses from dispositions of pro- 
perty in the period, 


(g) the net capital losses of a taxpayer from dispositions of property in a period is 
the amount, if any, by which the taxpayer’s capital losses from dispositions of pro- 
perty in the period exceeds the taxpayer’s capital gains from dispositions of pro- 
perty in the period, 


(h) the net amount included as a capital gain of the taxpayer for a taxation year 
from a disposition to which para. 38(a.2) applies or from a disposition to which 
para. 38(a.1) applies, is deemed to be equal to one half of the capital gain, 
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(i) the net amount included as a capital gain of the taxpayer for a taxation year 
from a disposition of property before the year because of subparas. 40(1)(a)(ii) and 
(iii) is deemed to be a capital gain of the taxpayer from a disposition of property on 
the first day of the year, 


(j) each capital loss that is a business investment loss shall be determined without 
reference to subsecs. 39(9) and (10), 


(k) where an amount is included in computing the income of the taxpayer for the 
year because of subsec. 80(13) in respect of a commercial obligation that is settled, 
the amount that would be determined under that subsection in respect of the obliga- 
tion, if the value of E in the formula in that subsection were 1, is deemed to be a 
capital gain of the taxpayer from a disposition of property on the day on which the 
settlement occurs, 


(1) the taxpayer’s capital gains and losses from dispositions of property (other than 
taxable Canadian property) while the taxpayer is a non-resident are deemed to be 
nil, 

(m) where an election is made by a taxpayer under para. 104(21.4)(d), subsec. 
104(21.5), subsec. 130.1(4.4) or (4.5), or subsec. 131(1.7)'or (1.9), all as amended 
2001, c. 17, for a year, the portion of the taxpayer’s net capital gains for the year 
that are to be treated as being in respect of capital gains realized on dispositions of 
property that occurred in a particular period in the year is that proportion of those 
net capital gains that the number of days in the particular period is of the number 
of days in the year, 


(n) where the election made under para. 104(21.4)(d) or subsec. 104(21.5), both as 
amended by 2001, c. 17, for the year was made by a personal trust, the portion of 
the taxpayer’s net capital gains for the year that are to be treated as being in respect 
of capital gains realized on dispositions of property that occurred in a particular 
period in the year is that proportion of those net capital gains that the number of 
days in the particular period is of the number of days that are in all periods in the 
year in which a net gain was realized, 


(0) where an amount is designated under subsec. 104(21), in respect of a benefici- 
ary by a trust in respect of the net taxable capital gains of the trust for a taxation 
year of the trust and the trust does not elect under para. 104(21.4)(d), as amended 
by 2001, c. 17, for the year, the deemed gains of the beneficiary referred to in 
subsec. 104(21.4), as amended by 2001, c. 17, are deemed to have been realized in 
each period in the year in a proportion that is equal to the same proportion that the 
net capital gains of the trust realized by the trust in that period is of all the net 
capital gains realized by the trust in the year, 


(p) where in the course of administering the estate of a deceased taxpayer, a capital 
loss from a disposition of property by the legal representative of a deceased tax- 
payer is deemed under para. 164(6)(c) to be a capital loss of the deceased taxpayer 
from the disposition of property by the taxpayer in the taxpayer’s last taxation year 
and not to be a capital loss of the estate, the capital loss is deemed to be from the 
disposition of a property by the taxpayer immediately before the taxpayer’s death, 


(q) each capital gain referred to in para. 104(21.4)(a), as amended by 2001, c. 17, 
in respect of a beneficiary, shall be determined as if that para. were read without 
reference to subpara. 104(21.4)(a)(ii), 


(r) where no capital gains or losses are realized in a period, the amount of net 
capital gains or losses for that period is deemed to be nil, 


(s) where a net amount is included as a capital gain of a taxpayer for a taxation 
year because of the granting of an option under subsec. 49(1), the net amount is 
deemed to be a capital gain of the taxpayer from a disposition of property on the 
day on which the option was granted, 


(t) where a net amount is included as a capital gain of a corporation for its taxation 
year under subsec. 49(2) because of the expiration of an option that was granted by 
the corporation, the net amount is deemed to be a capital gain of the corporation 
from a disposition of property on the day on which the option expired, 


(u) where a net amount is included as a capital gain of a trust for its taxation year 
under subsec. 49(2.1) because of the expiration of an option that was granted by 
the trust, the net amount is deemed to be a capital gain of the trust from a disposi- 
tion of property on the day on which the option expired, and 


(v) where a net amount is included as a capital gain of a taxpayer for a taxation 
year because of subsec. 49(3), (3.01) or (3.1), the net amount is deemed to be a 
capital gain of the taxpayer from a disposition of property on the day on which the 
option was exercised. 


Paras. (a), (b) and (c) formerly read: 


(a) subject to paragraph (a.1), a taxpayer’s taxable capital gain for a taxation year 
from the disposition of any property is 7/s of the taxpayer’s capital gain for the 
year from the disposition of the property; 


(b) a taxpayer’s allowable capital loss for a taxation year from the disposition of 
any property is */s of the taxpayer’s capital loss for the year from the disposition 
of that property; and 


(c) a taxpayer’s allowable business investment loss for a taxation year from the 
disposition of any property is */4 of the taxpayer’s business investment loss for 
the year from the disposition of that property. : 


Subdivision c — Taxable Capital Gains 


Para. 38(a.1) amended by replacing the reference to the fraction “’/s” with a reference to 
the fraction “'/4”, by the said c. 17, subsec. 22(2), applicable to 2000 et seq. except that, 


(a) for a taxation year of a taxpayer that includes February 28, 2000 or October 17, 
2000; the reference to the fraction “'/4” shall, be read as a reference to '/2 of the 
fraction in para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for 
the year; 


(a.1) for a taxation year that began after February 28, 2000 and ended before Octo- 
ber 17, 2000, the reference to the fraction “4” shall be read as a reference to the 
fraction “!/3”; and 


(b) for a taxation year that ended before February 28, 2000, the reference to the 
fraction “'/s” shall be read as a reference to the fraction ““/s”. 


Para. 38(a.2) added by the said c. 17, subsec. 22(3), applicable to gifts made by a tax- 
payer after February 27, 2000 except that, 


(a) if the taxpayer’ s taxation year began after February 28, 2000 and ended before 
October 17, 2000, the reference to the fraction “‘!/” shall be read as a reference to 
the fraction “'/;”; and 


(b) if the taxpayer’s taxation year includes February 28, 2000 or October 17, 2000, 
the reference to the fraction “'/4” shall be read as a reference to '/2 of the fraction in 
para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for the year. 


Para. 38(a) amended and para. (a.1) added by 1998, c. 19, s. 6, applicable after Febru- 
ary 18, 1997. Para. (a) formerly read: 


(a) a taxpayer’s taxable capital gain for a taxation year from the disposition of 
any property is */s of the taxpayer's capital gain for the year from the disposition 
of that property; 


Selected Cases [s. 38]: Fortino v. R., [2000] 1 C.T.C. 349 (FCA); aff’g [1997] 2 
C.T.C. 2184 (TCC) (Non-competition agreement proceeds not capital gain); Haslam et 
al. v. R., [1988] 1 C.T.C. 153 (RCTD) (Land values determined using “cost of develop- 
ment” approach); Doral Holdings Ltd. v. R., [1987] 1 C.T.C. 398 (FCTD) (Mere possi- 
bility of future development could not considerably increase value of land acquired in 
1971); R. vy. Demco Management Ltd., [1986] 1. C.T.C. 92 (FCA) (Where property sold 
as a going concern, purchase price need not be broken down into component parts); 
Yager v. R., [1985] 1 C.T.C. 89 (FCTD) (Valuation Day value of shares determined 
using double capitalization of intangibles method); R. v. Waddell Hugh, Ltd., [1983] 
C.T.C..270 (FCA) (Fair market value accepted as Valuation Day value where shares 
had. “retention value” beyond that determined using formula); Community Shopping 
Developments Ltd. v. R., [1983] C.T.C, 60 (FCTD) (Taxable capital gain determined as 
proportion of capital gain equal to years of ownership after Valuation Day, oyer total 
years of ownership); Smith v.. R., [1981] C.T.C. 476 (FCTD) (Revenue officer subject 
to examination for discovery on appraisal); National System of Baking of Alberta Ltd. 
v. R., [1980] C.T.C, 237 (FCA) (Valuation Day value determined without adjustment 
for possible takeover bid); Connor v. R., [1979] C.T.C. 365 (FCA) (Expert evidence of 
Valuation Day value rejected in favour of Court’s criteria); Littler v.. MNR, [1976] 
C.T.C. 379 (FCTD); aff'd on other grounds [1978] C.T.C. 235 (FCA) (Fair market 
value was price listed on stock exchange despite premium paid for control). 


Definitions [s. 38]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “busi- 
ness investment loss” — 39(1)(c), 248(1); “capital gain” — 39(1)(a), 248(1); “capital 
loss” — 39(1)(b), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “desig- 
nated stock exchange” — 248(1), 262; “‘disposition”, “mineral resource’? — 248(1); 
“mutual fund corporation” — 131(8), 248(1); “mutual fund trust” — 132(6)-(7), 
132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “prescribed” — 248(1); “pre- 
scribed debt obligation” — Reg. 6210; “private foundation” — 149.1(1), 248(1); “pro- 
perty” — 248(1); “qualified donee” — 149.1(1), 248(1); “related segregated fund 
trust” — 138.1(1)(a); “share” — 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“total ecological gifts” —118.1(1). 

Regulations: 6210 (prescribed debt obligations for 38(a.1); no prescribed interests in 
partnerships yet for 38(a.3). 


Interpretation Bulletins [s. 38]: IT-484R2: Business investment losses. 
1.T. Technical News: 41 (donation of flow-through shares). 


Registered Charities Newsletters: 12 (valuing gifts of public securities); 28 (capi- 
tal gains exemption on gifts of securities). 


Forms [s. 38]: T1170: Capital gains on gifts of certain capital property; T3 SCH 1A: 
Capital gains on gifts of certain capital property; T4037: Capital gains Lei 


_ Proposed Addition - — 38.1 


38.1 Allocation of gain re certain wits = “psn anus is en- 
titled to an amount of an advantage in Tespect of a gift of a hl 
described in paragraph 38(a.1) or (a. 2) . 


(a) those paragraphs: apply only to that proportion of the tax- 
payer's capital gain in respect 0 ‘the gift that the | 
amount of the gift is of the taxpayer’s peers of disposition 
in respect of the gift; and 

(b) paragraph 38(a) applies to the extent that she: ‘taxpayer’ s 
capital gain in respect of the gift exceeds the amount of the 
capital gain to which paragraph 38(a.1) or (a.2) applies. _ 


S. 39(1)(b) 


ill add 


Application: The July, 16, 2010 draft legislation (Part 1 — technical), s. 14, 
1, applicable to gifts made after December 20, 2002. - 


T chnical Notes uly Paragraphs 38(a.1) and (a2) provide a ttl 
i é i result of a gift to qualified donees of ; 


tax] yer s ae gain will be entitled to the ‘Special inclusion rate, The Part entitled _ 
e : gain that the eligible amount of - 
; C6 the propery, 


ti — , eee 24832); “amount? =~ 248(1) “capital 
- 39(1)(a), 2481); “disposition” — 248(1); “eligible” _amount” — 2481), 
“property”, “taxpayer” — 248(1). 


39. (1) Meaning of capital gain and capital loss [and 
business investment loss] — For the purposes of this Act, 


(a) a taxpayer’s capital gain for a taxation year from the disposi- 
tion of any property is the taxpayer’s gain for the year deter- 
mined under this subdivision (to the extent of the amount thereof 
that would not, if section 3 were read without reference to the 
expression “other than a taxable capital gain from the disposi- 
tion of a property” in paragraph 3(a) and without reference to 
paragraph 3(b), be included in computing the taxpayer’s income 
for the year or any other taxation year) from the disposition of 
any property of the taxpayer other than 


(i) eligible capital property, 
(i.1) an. object that the Canadian Cultural Property Export 
Review Board has determined meets. the criteria set out in 


paragraphs 29(3)(b) and (c) of the Cultural Property Export 
and Import Act and that has been disposed of, 


(A) in the case of a gift to which subsection 118.1(5) ap- 
plies, within the period ending 36 months after the death 
of the taxpayer or, where written application therefor has 
been made to the Minister by the taxpayer’s legal repre- 
sentative within that period, within such longer period as 
the Minister considers reasonable in the circumstances, 
and 


(B) in any other case, at any time, 


to an institution or a public authority in Canada that was, at 
the time of the disposition, designated under subsection 32(2) 
of that Act either generally or for a specified purpose related 
to that object, 


(ii) a Canadian resource property, 

(1i.1) a foreign resource property, 

(41.2) a property if the disposition is a, disposition to which 
subsection 142.4(4). or (5) or 142.5(1) applies, 

(iii) an insurance policy, including a life insurance policy, 
except for that part of a life insurance policy in respect of 
which a policyholder is deemed by paragraph 138.1(1)(e) to 
have an interest in a related segregated fund trust, 


(iv) a timber resource property, or 


(v) an interest of a beneficiary under a qualifying environ- 
mental trust; 
Selected Cases [para. 39(1)(a)]: Whent v. R., [2000] 1 C.T.C. 329 (FCA) (Bargain 
purchases do not necessarily exclude capital treatment of gains); Sani Sport Inc. v. 
Canada, [1990] 2 C.T.C. 15 (FCA) (Part of expropriation compensation paid for loss of 
business use of land was capital); Dumais v. MNR, [1990] 1 C.T.C. 342 (FCTD) (Capi- 
tal gain from disposition of community property taxable ‘to husband alone). 


(b) a taxpayer’s capital loss for a taxation year from the disposi- 
tion of any property is the taxpayer’s loss for the year deter- 
mined under this subdivision (to the extent of the amount thereof 
that would not, if section 3 were read in the manner described in 
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paragraph (a) of this subsection and without reference to the ex- 
pression “or the taxpayer’s allowable business investment loss 
for the year” in paragraph 3(d), be deductible in computing the 
taxpayer’s income for the year or any other taxation year) from 
the disposition of any property of the taxpayer other than 
(i) depreciable property, or 
(ii) property described in any of subparagraphs (a)(i), (ii) to 
(iii) and (v); and 
Selected Cases [para. 39(1)(b)]: Sénécal (J.G.) v. MNR, [1993] 2 C.T.C. 2218 
(TCC) (Proceeds of disposition of land equal to cash and face value of promissory note 
received, despite evidence that note’s value nil). 
(c) a taxpayer’s business investment loss for a taxation year 
from the disposition of any property is the amount, if any, by 
which the taxpayer’s capital loss for the year from a disposition 
after 1977 


(i) to which subsection 50(1) applies, or 


(ii) to a person with whom the taxpayer was dealing at arm’s 
length 


of any property. that is 


(iii) a share of the capital stock of a small business corpora- 
tion, or 


(iv) a debt owing to the taxpayer by a Canadian-controlled 
private corporation (other than, where the taxpayer is a cor- 
poration, a debt owing to it by a corporation with which it 
does not deal at arm’s length) that is 


(A) a small business corporation, 


(B) a bankrupt (within the meaning assigned by subsec- 
tion 128(3)) that was a small business corporation at the 
time it last became a bankrupt, or 


(C) a corporation referred to in section 6 of the Winding- 
up and Restructuring Act that was insolvent (within the 
meaning of that Act) and was a small business corpora- 
tion at the time a winding-up order under that Act was 
made in respect of the corporation, 


exceeds the total of 


(v) in the case of a share referred to in subparagraph (111), the 
amount, if any, of the increase after 1977 by virtue of the 
application of subsection 85(4) in the adjusted cost base to 
the taxpayer of the share or of any share (in this subpara- 
graph referred to as a “replaced share”) for which the share 
or a replaced share was substituted or exchanged, 

Selected Cases [subpara. 39(1)(c)(v)]: Reeson Investments Ltd. y. Canada, 

[1990] 2 C.T.C. 190 (FCTD) (Conversion of capital loss to business investment loss 


prevented in transactions between associated companies; transfers of business invest- 
ment loss permitted). 


(vi) in the case of a share referred to in subparagraph (iii) that 
was issued before 1972 or a share (in this subparagraph and 
subparagraph (vii) referred to as a “substituted share’’) that 
was substituted or exchanged for such a share or for a substi- 
tuted share, the total of all amounts each of which is an 
amount received after 1971 and before or on the disposition 
of the share or an amount receivable at the time of such a 
disposition by 
(A) the taxpayer, 


(B) where the taxpayer is an individual, the taxpayer’s 
spouse or common-law partner, or 


(C) a trust of which the taxpayer or the taxpayer’s spouse 
or common-law partner was a beneficiary 


as a taxable dividend on the share or on any other share in 
respect of which it is a substituted share, except that this sub- 
paragraph shall not apply in respect of a share or substituted 
share that was acquired after 1971 from a person with whom 
the taxpayer was dealing at arm’s length, 


(vii) in the case of a share to which subparagraph (vi) applies 
and where the taxpayer is a trust referred to in paragraph 
104(4)(a), the total of all amounts each of which is an 


Income Tax Act, Part I, Division B 


amount received after 1971 or receivable at the time of the 
disposition by the settlor (within the meaning assigned by 
subsection 108(1)) or by the settlor’s spouse or common-law 
partner as a taxable dividend on the share or on any other 
share in respect of which it is a substituted share, and 


(viii) the amount determined in respect of the taxpayer under 
subsection (9) or (10), as the case may be. 


Selected Cases [para. 39(1)(c)]: Abrametz v. R., [2009] 4 C.T.C. 173 (FCA) 
(Business investment loss defined in 39(1)(c), not 39(12)); Klein v. R., [2001] 3 C.T.C. 
2200 (TCC) (Loan to a corporate partner that was small business corporation was eligi- 
ble for ABIL treatment); Tipster Investments Ltd. y. R., [1998] 2 C.T.C. 3005 (TCC) 
(Business investment loss included in definition of capital loss). 


Possible Future Amendment — Gains on shares of 
oh foreign affiliates — | y ord 


Advisory Panel on Canada’s System of International Taxation report to 
Minister of Finance, Dec. 10, 2008: Recommendation 4.3: Extend the exemption 
system to capital gains and losses realized on the disposition of shares of a foreign 
affiliate where the shares derive all or substantially all of their value from active busi- 
ness assets. — rr r— sop: 
{For more detail on this issue see the report at www.apcsit-gcrcfi.ca or on TaxPartner. 
For the full list of recommendations see under s. 90 —ed.} 


Related Provisions: 12(1)(z.1) — Disposition of interest in qualifying environmen- 
tal trust; 39(2) — Capital gains and losses in respect of foreign currencies; 39(3) — 
Gain — purchase of bonds by issuer; 39(12) — Amount paid under guarantee deemed 
to be business investment loss; 40(10), (11) — Calculation of gain or loss on foreign 
currency debt after change of control; 40 — Calculation of gain or loss; 44.1(2) — 
Capital gain on disposition of small business investment that is replaced by another; 
50(1) — Conditions for business investment loss where shares or debt still owned; 
53(1)(e)(i)(A.1) — Adjustment to ACB for cultural property under 39(1)(a)(i.1); 
55(2) — Deemed capital gain on certain dividends; 80.03(2), (4) — Deemed capital 
gain on disposition of property following debt forgiveness; 100(4), (5) — Capital loss 
on disposition of partnership interest; 104(4.1) — Mark-to-market property can be cap- 
ital property for trust’s 21-year deemed disposition; 110.6 — Capital gains exemption; 
112(3)-(4.22) — Capital loss on shares reduced by certain dividends previously paid; 
118.1(7.1) — Gifts of cultural property; 136 — Cooperative can be private corporation 
for 39(1)(c); 139.1(4)(a) — Capital gain and loss on ownership rights resulting from 
demutualization of insurer deemed nil; 142.2 — Financial institutions — mark-to-mar- 
ket property; 144(4) — Deemed capital gain from employees profit sharing plan; 
248(1)“capital gain”, “capital loss” — Definitions in 39(1) apply to entire Act; 
248(37)(c) —Rule limiting value of donated property does not apply where 
39(1)(a)(Gi.1) applies; Canada-U.S. Tax Treaty:Art. XIII] — Gains. 


History: Subpara. 39(1)(a)(ii.2) amended by 2009, c. 2, s. 9, applicable to taxation 
years that begin after September 2006. The subpara. formerly read: 
(ii.2) a property to the disposition of which subsection 142.4(4) or (5) or 
142.5(1) applies, 
Clauses 39(1)(c)(vi)(B) and (C) amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner”, applicable to 2001 er seq., in force 


July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner’. 


Subpara. 39(1)(a)(v) amended by 1998, c. 19, subsec. 7(1), applicable to taxation years 
that end after February 18, 1997. The subpara. formerly read: 
(v) an interest of a beneficiary under a mining reclamation trust; 
Cl. 39(1)(c)(iv)(C) amended by 1996, c. 6, subsec. 167(2), to substitute ““Winding-up 
and Restructuring Act” for “Winding-up Act”, effective June 28, 1996. 
Subpara. 39(1)(a)(ii.2) added by 1995, c. 21, subsecs. 49(1), (2), applicable to disposi- 
tions of property occurring after February 22, 1994. Subpara. (ii.2) formerly read: 
(ii) property described in subparagraph (a)(i), (ii), (ii.1), (iii) or (v); and 
Subpara. 39(1)(a)(v) added by 1995, c. 3, subsec. 10(1), applicable to taxation years 
that end after February 22, 1994. 


Subpara. 39(1)(b)(ii) amended by 1995, c. 3, subsec. 10(2), applicable to taxation years 
that end after February 22, 1994. Subpara. (ii) formerly read: 


(ii) property described in subparagraph (a)(i), (ii) or (iii); and 


Subpara. 39(1)(a)(i.1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 22(1), 
applicable with respect to dispositions occurring after December 11, 1988. Subpara. 
39(1)(a)(i.1) formerly read: 


(i.1) an object that the Canadian Cultural Property Export Review Board has 
determined meets all criteria set out in paragraphs 23(3)(b) and (c) of the Cul- 
tural Property Export and Import Act and that has been disposed of, 


(A) in the case of a gift to which subsection 118.1(5) applies, within 15 
months after the death of the taxpayer or such longer period as is reasonable 
in the circumstances, and 


(B) in any other case, at any time, 
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to an institution or public authority in Canada that was at the time of the disposi- 
tion designated under subsection 32(2) of that Act either generally or for a pur- 
pose related to that object, 


Subpara. 39(1)(c)(iv) substituted by 1994, c. 7, Sch. II (1991, ic. 49), subsec. 22(2), 
applicable to 1987 et seg. Subpara. 39(1)(c)(iv) formerly read: 


(iv) a debt owing to the taxpayer by a small business corporation other than, 
where the taxpayer is a corporation, a debt owed to it by a small business corpo- 
ration with which it does not deal at arm’s length 


Selected Cases [subsec. 39(1)]: Gordon v. Canada, [1996] 3 C.T.C. 2229 (TCC) 
(Payment directly to creditors instead of to company, whose debt was guaranteed was 
acceptable); Macdonald (I.V.) v. Canada, [1993] 2 C.T.C. 75 (FCA) (inflation not ac- 
counted for in computation of capital gain); Dumais v. MNR, [1990] 1 C.T.C. 342 
(FCTD) (Proceeds of disposition of community property under Civil Code Article 1292 
taxed in hands of husband alone); Louie, H.Y., Co. Ltd. v. R., [1986] 1 C.T.C. 499 
(FCTD) (Loss on shares in construction company was business investment loss). 
Interpretation Bulletins: IT-123R5: Transactions involving eligible capital pro- 
perty; IT-125R4: Dispositions of resource properties; IT-159R3: Capital debts estab- 
lished to be bad debts; IT-220R2: Capital cost allowance — proceeds of disposition of 
depreciable property; IT-359R2: Premiums and other amounts re leases; IT-346R: 
Commodity futures and certain: commodities; IT-407R4: Dispositions of cultural pro- 
perty to designated Canadian institutions; IT-426R: Shares, sold subject to an earnout 
agreement; IT-444R: Corporations — involuntary dissolutions; IT-481: Timber re- 
source property and timber limits; IT-484R2: Business investment losses. See also at 
end of s. 39. 


1.T. Technical News: 16 (Continental Bank case), 34 (creation of capital losses — 
applying GAAR). 

CRA Audit Manual: 29.2.0: Capital losses; 29.3.0: Business investment losses. 
Advance Tax Rulings: ATR-15: Employee stock option plan; ATR-28: Redemption 
of capital stock of family farm corporation. 

Forms: T1 SCH 3: Capital gains (or losses); T2 SCH 6: Summary of dispositions of 
capital property; T3 SCH 1: Dispositions of capital property; T1161: List of properties 
by an emigrant of Canada; T4037: Capital gains [guide]. 


(2) Capital gains and losses in respect of foreign curren- 
cies — Notwithstanding subsection (1), where, by virtue of any 
fluctuation after 1971 in the value of the currency or currencies of 
one or more countries other than Canada relative to Canadian cur- 
rency, a taxpayer has made a gain or sustained a loss in a taxation 
year, the following rules apply: 


(a) the amount, if any, by which 


(i) the total of all such gains made by the taxpayer in the year 
(to the extent of the amounts thereof that would not, if sec- 
tion 3 were read in the manner described in paragraph (1)(a) 
of this section, be included in computing the taxpayer’s in- 
come for the year or any other taxation year) 


exceeds 


(ii) the total of all such losses sustained by the taxpayer in the 
year (to the extent of the amounts thereof that would not, if 
section. 3 were read in the manner described in paragraph 
(1)(a) of this section, be deductible in computing the. tax- 
payer’s income for the year or any other taxation year), and 
(iii) if the taxpayer is an individual, $200, 


shall be deemed to be a capital gain of the taxpayer for the year 
from the disposition of currency of a country other than Canada, 
the amount of which capital gain is the amount determined 
under this paragraph; and 


(b) the amount, if any, by which 
(i) the total determined under subparagraph (a)(ii), 
exceeds 
(ii) the total determined under subparagraph (a)(i), and 
(iii) if the taxpayer is an individual, $200, 


shall be deemed to be a capital loss of the taxpayer for the year 
from the disposition of currency of a country other than Canada, 
the amount of which capital loss is the amount determined under 


deemed to be income; 80.01(11) — Fluctuation in foreign currency ignored for pur- 
poses of debt parking and statute-barred debt rules; 95(2)(f.15) — Application to for- 
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eign affiliate for FAPI; 95(2)(g)-(g.02), 95(2)(i) — Gain or loss of foreign affiliate on 
fluctuation of foreign currency; 111(12) — Foreign exchange gains and losses after 
change in control, 142.3(1)(a), (b) — Foreign currency gain or loss by financial institu- 
tion on specified debt obligation; 142.4(1)“tax basis’’(f), (0) — Disposition of specified 
debt obligation by financial institution; 144(4) — Deemed capital loss from employees 
profit sharing plan; 248(1)“amortized cost”(c.1), (f.1) — Effect on amortized cost of 
loan or lending asset; 261(5)(e) — Effect of using functional currency reporting. 


Selected Cases [subsec. 39(2)]: Saskferco Products Inc. v. R., [2009] 1 C.T.C. 
302 (FCA) (Hedge accounting did not apply to change character of foreign exchange 
loss); Imperial Oil Ltd. v. R., [2004] 2 C.T.C. 3030 (TCC) (Foreign exchange losses 
during term of loan not deductible; treated as capital loss); Rezvankhah v. R., [2003] 1 
C.T.C. 2473 (TCC) (Two-step process for determination of gain or loss where foreign 
currency involved); MacMillan Bloedel Ltd. v. R., [1999].,3..C.T.C. 652 (FCA) (Ex- 
change loss recognized on share redemptions); Tahsis Co. Ltd. v. R., [1979] C.T.C. 410 
(FCTD) (Pre-Valuation Day exchange rate not relevant). 


Interpretation Bulletins: IT-95R: Foreign exchange gains and losses. See also at 
end of s. 39. 


1.T. Technical News: 15 (tax consequences of the adoption of the “euro” currency); 
25 (foreign exchange losses); 38 (imperial Oil and the treatment of foreign currency 
loans). 


CRA Audit Manual: 27.15.0: Foreign currency exchange. 


(3) Gain in respect of purchase of bonds, etc., by issuer — 
Where a taxpayer has issued any bond, debenture or similar obliga- 
tion and has at any subsequent time in a taxation year and after 
1971 purchased the obligation in the open market, in the manner in 
which any such obligation would normally be purchased in the open 
market by any member of the public, 


(a) the amount, if any, by which the amount for which the obli- 
gation was issued by the taxpayer exceeds the purchase price 
paid or agreed to be paid by the taxpayer for the obligation shall 
be deemed to be a capital gain of the taxpayer for the taxation 
year from the disposition of a capital property, and 


(b) the amount,.if any, by which the purchase price paid or 
agreed to be paid by the taxpayer for the obligation exceeds the 
greater of the principal amount of the obligation and the amount 
for which it was issued by the taxpayer shall be deemed to be a 
capital loss of the taxpayer for the taxation year from the dispo- 
sition of a capital property, 


to the extent that the amount determined under paragraph (a) or (b) 
would not, if section 3 were read in the manner described in para- 
graph (1)(a) and this Act were read without reference to subsections 
80(12) and (13), be included or be deductible, as the case may be, in 
computing the taxpayer’s income for the year or any other taxation 
year. 

Related Provisions: 80(1)“forgiven amount’”B(d) — Debt forgiveness rules do not 


apply where subsec. 39(3) applies; 248(27) — Purchase of partial obligation treated as 
purchase of obligation. 


History: The closing words of subsec. 39(3) amended by 1995, c. 21, s. 10, applicable 
to taxation years that end after February 21, 1994. The closing words, formerly read: 


to the extent of the amount of the capital gain or capital loss, as the case may be, 
that would not, if section 3 were read in the manner described in paragraph (1)(a) 
of this section, be included or be deductible, as the case may be, in computing 
the taxpayer’s income for the year or any other taxation year. 


1.T. Application Rules: 26(1.1) (when obligation was outstanding on January 1, 
1972). 


Interpretation Bulletins: See list at end of s. 39. 


(4) Election concerning disposition of Canadian securi- 
ties — Except as provided in subsection (5), where a Canadian se- 
curity has been disposed of by a taxpayer in a taxation year and the 
taxpayer so elects in prescribed form in the taxpayer’s return of in- 
come under this Part for that year, 


(a) every Canadian security owned by the taxpayer in that year 
or any subsequent taxation year shall be deemed to have been a 
capital property owned by the taxpayer in those years; and 


(b) every disposition by the taxpayer of any such Canadian se- 
curity shall be deemed to be a disposition by the taxpayer of a 
capital property. 

Related Provisions: 39(4.1) — Look through partnerships for purposes of 39(4); 


39(5) — Taxpayers to whom subsec. (4) inapplicable; 39(6) — Definition of “Cana- 
dian security”; 54.2 — Certain shares deemed to be capital property. 
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History: Subsec. 7(5) of 1998, c. 19 provides: 
(5) For the purpose of subsection 39(4) of the Act, if 
(a) an election referred to in that subsection is made by a mutual fund corpo- 
ration or mutual fund trust in prescribed form on or before its filing-due date 
for its taxation year that includes the day on which this Act is assented to 
{June 18, 1998], and 


(b) the election is in respect of a particular taxation year that ends after 1990 
and that is not after the corporation’s or trust’s taxation year that includes the 
day on which this Act is assented to [June 18, 1998], 
the election is deemed to have been made in the corporation’s or trust’s return of 
income under Part I of the Act for the particular year. 


Selected Cases [subsec. 39(4)]: Hayes v. R., [2005] 3 C.T.C. 241 (FCA); leave to 
appeal to SCC refused 2005 CarswellNat 4210 (Convertible hedge not a separate pro- 
perty. Election not invalid merely because return is late-filed); Satinder v. Canada (A.- 
G.), [2003] 2 C.T.C. 34 (FCA) (Accrued interest cannot be converted to.capital gain by 
election); Kane v. Canada, [1995] 1 C.T.C. 1 (FCTD) (Election not available to indi- 
viduals having professional knowledge of market in which they deal); Vancouver Art 
Metal Works Ltd. v. Canada, [1993] 1 C.T.C. 346 (FCA); leave to appeal to SCC re- 
fused (1993), 160 N.R. 314 (note) (Election not available to taxpayer whose dealings 
amount to carrying on business); Loewen (H.R.) v. MNR, [1993] 1 C.T.C. 212 (FCTD) 
(Late election not permitted). 

Interpretation Bulletins: IT-346R: Commodity futures and certain commodities; IT- 
479R: Transactions in securities. See also at end of s. 39. 


Forms: 1123: Election on disposition of Canadian securities. 


(4.1) Members of partnerships — For the purpose of determin- 
ing the income of a taxpayer who is a member of a partnership, 
subsections (4) and (5) apply as if 
(a) every Canadian security owned by the partnership were 
owned by the taxpayer; and 


(b) every Canadian security disposed of by the partnership in a 
fiscal period of the partnership were disposed of by the taxpayer 
at the end of that fiscal period. 


History: Subsec. 39(4.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 22(3), 
applicable to dispositions occurring after July 13, 1990. 


(5) Exception — An election under subsection (4) does not apply 
to a disposition of a Canadian security by a taxpayer (other than a 
mutual fund corporation or a mutual fund trust) who at the time of 
the disposition is 

(a) a trader or dealer in securities, 

(b) a financial institution (as defined in subsection 142.2(1)), 

(c)-(e) [Repealed] 


(f) a corporation whose principal business is the lending of 
money or the purchasing of debt obligations or a combination 
thereof, or 


(g) a non-resident, 
or any combination thereof. 


Related Provisions: 39(4.1)— Members of partnerships; 96(3) — Election by 
members of partnership. 


History: The opening words of subsec. 39(5) amended by 1998, c. 19, subsec. 7(2), 
applicable to 1991 et seg. The opening words formerly read: 


(5) Where election under subsec. (4) does not apply — An election under 
subsection (4) does not apply to a disposition of a Canadian security by a tax- 
payer who, at the time the security is disposed of, is 


Subsec. 7(5) of 1998, c. 19 provides: 
(5) For the purpose of subsection 39(4) of the Act, if 


(a) an election referred to in that subsection is made by a mutual fund corpo- 
ration or mutual fund trust in prescribed form on or before its filing-due date 
for its taxation year that includes the day on which this Act is assented to 
{June 18, 1998], and 


(b) the election is in respect of a particular taxation year that ends after 1990 
and that is not after the corporation’s or trust’s taxation year that includes the 
day on which this Act is assented to [June 18, 1998], 


the election is deemed to have been made in the corporation’s or trust’s return of 
income under Part I of the Act for the particular year. 


Para. 39(5)(b) substituted for paras. (b) to (e) by 1995, c. 21, subsec. 49(3), applicable 
to dispositions of property occurring after February 22, 1994, other than the disposition 
of property in a taxation year that begins before November 1994 where the property is 
mark-to-market property (as defined in subsec. 142.2(1)) for the year. Paras. (b) to (e) 
formerly read: 


(b) a bank, 


Income Tax Act, Part I, Division B 


(c) a corporation licensed or otherwise authorized under the laws of Canada or a 
province to carry on in Canada the business of offering to the public its services 
as trustee, 


(d) a credit union, 
(e) an insurance corporation, 


Selected Cases [subsec. 39(5)]: Sandnes v. R., [2004] 2 C.T.C. 3139 (TCC) 
(Trading involves buying and selling); Kane v. Canada, [1995] 1 C.T.C, 1 (FCTD) 
(Election not available to individuals having professional knowledge of market in 
which they deal); Vancouver Art Metal Works Ltd. v. Canada, [1993] 1 C.T.C. 346, 
(sub nom. R. v. Vancouver Art Metal Works Ltd.) (FCA) (Professional trader/dealer or 
other person whose activity amounts to carrying on business cannot make election). 
Interpretation Bulletins: IT-479R: Transactions in securities. See also at end of s. 
39. 


(6) Definition of “Canadian security” — For the purposes of 
this section, “Canadian security” means a security (other than a pre- 
scribed security) that is a share of the capital stock of a corporation 
resident in Canada, a unit of a mutual fund trust or a bond, deben- 
ture, bill, note, mortgage, hypothecary claim or similar obligation 
issued by a person resident in Canada. 

History: Subsec. 39(6) amended to add “hypothecary claim” by 2001, c. 17, s. 204, in 
force June 14, 2001. 


Selected Cases [subsec. 39(6)]: Hayes v. R., [2004] 1 C.T.C. 2605 (TCC); rev'd 
in part [2005] 3 C.T.C. 241 (FCA) (Convertible hedge was “property”’). 


Regulations: 6200 (prescribed security). 


Interpretation Bulletins: IT-346R: Commodity futures and certain commodities; IT- 
479R: Transactions in securities. See also at end of s. 39. 


(7) Unused share-purchase tax credit — The amount of any 
unused share-purchase tax credit of a taxpayer for a particular taxa- 
tion year, to the extent that it was not deducted from the taxpayer’s 
tax otherwise payable under this Part for the immediately preceding 
taxation year, shall be deemed to be a capital loss of the taxpayer 
from a disposition of property for the year immediately following 
the particular taxation year. 


Related Provisions: 127.2(6) — Share-purchase tax credit. 


Interpretation Bulletins: IT-479R: Transactions in securities. See also at end of s. 
39. 


(8) Unused _ scientific research and _ experimental 
development tax credit — The amount of any unused scientific 
research and experimental development tax credit of a taxpayer for 
a particular taxation year, to the extent that it was not deducted 
from the taxpayer’s tax otherwise payable under this Part for the 
immediately preceding taxation year, shall be deemed to be a capi- 
tal loss of the taxpayer from a disposition of property for the year 
immediately following the particular taxation year, except that 
where the taxpayer is an individual the capital loss shall be deemed 
to be 147% of that amount. 


Related Provisions: 127.3(2) — Scientific research and experimental development 
tax credit. 


Interpretation Bulletins: IT-479R: Transactions in securities. See also at end of s. 
39. 


(9) Deduction from business investment loss — In comput- 
ing the business investment loss of a taxpayer who is an individual 
(other than a trust) for a taxation year from the disposition of a par- 
ticular property, there shall be deducted an amount equal to the 
lesser of 


(a) the amount that would be the taxpayer’s business investment 
loss for the year from the disposition of that particular property 
if paragraph (1)(c) were read without reference to subparagraph 
(1)(c)(vili), and 


(b) the amount, if any, by which the total of 


(i) the total of all amounts each of which is twice the amount 
deducted by the taxpayer under section 110.6 in computing 
the taxpayer’s taxable income for a preceding taxation year 
that : 


(A) ended before 1988, or 
(B) begins after October 17, 2000, 
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(i.1) the total of all amounts each of which is 


(A) *2 of the amount deducted under section 110.6 in 
computing the taxpayer’s taxable income for a preceding 
taxation year that 


(1) ended after 1987 and before 1990, or 


(iI) began after February 27, 2000 and ended before 
October 18, 2000, or 


(B) the amount determined by multiplying the reciprocal 
of the fraction in paragraph 38(a) that applies to the tax- 
payer for each of the taxpayer’s taxation years that in- 
cludes February 28, 2000 or October 18, 2000 by the 
amount deducted. under section 110.6 in computing, the 
taxpayer’s taxable income for that year, and 


(1.2) the total of all amounts each of which is */3 of the 
amount deducted under section 110.6 in computing the. tax- 
payer’s taxable income for a preceding taxation year that en- 
ded after 1989 and before February 28, 2000 


exceeds 


(ii) the total of all amounts each of which is an amount de- 
ducted by the taxpayer under paragraph (1)(c) by virtue of 
subparagraph (1)(c)(viii) in computing the taxpayer’s busi- 
ness investment loss 


(A) from the disposition of property in taxation years pre- 
ceding the year, or 


(B) from the disposition of property other than the partic- 
ular property in the year, 


except that, where a particular amount was included under sub- 
paragraph 14(1)(a)(v) in the taxpayer’s income for a taxation 
year that ended after 1987 and before 1990, the reference in sub- 
paragraph (i.1) to ““/2” shall, in respect of that portion of any 
amount deducted under section 110.6 in respect of the particular 
amount, be read as ““/3”. 


Related Provisions: 39(10) — Deduction from business investment loss of trust. 


History: Subparas. 39(9)(b)(i) to (1.2) amended by 2001, c. 17, subsec. 23(1), applica- 
ble to taxation years that end after February 27, 2000. Those subparas. formerly read: 


(i) the total of all amounts each of which is twice the amount deducted by the 
taxpayer under section 110.6 in computing the taxpayer’s taxable income for a 
preceding taxation year ending before 1988, 


(i.1) the total of all-amounts each of which is */2 of the amount deducted by the 
taxpayer under section 110.6 in computing the taxpayer's taxable income for a 
preceding taxation year ending after 1987 and before 1990, and 


(i.2) the total of all amounts each of which is “/ of the amount deducted by the 
taxpayer under section 110.6 in computing the taxpayer’s taxable income for a 
preceding taxation year ending after 1989 


The closing words to para. 39(9)(b) added by 1994, c. 21, subsec. 14(1), applicable to 
1988 et seq. 


Interpretation Bulletins: IT-484R2: Business investment losses. See also at end of 
S239: 


(10) Idem, of a trust — In computing the business investment 
loss of a trust for a taxation year from the disposition of a particular 
property, there shall be deducted an amount equal to the lesser of 


(a) the amount that would be the trust’s business investment loss 
for the year from the disposition of that particular property if 
paragraph (1)(c) were read without reference to subparagraph 
(1)(c)(viii), and 


(b) the amount, if any, by which the total of 


(i) the total of all amounts each of which is twice the amount 
designated by the trust under subsection 104(21.2) in respect 
of a beneficiary in its return of income for a preceding taxa- 
tion year that 


(A) ended before 1988, or 
(B) begins after October 17, 2000, 
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(i.1) the total ofall amounts each of which is 


(A) */2 of the amount designated by the trust under subsec- 
tion 104(21.2) in respect of a beneficiary in its return of 
income for a preceding taxation year that 


(I) ended after 1987 and before 1990, or 


(II) began after February 27, 2000 and ended before 
October 18, 2000; or 


(B) the amount determined by multiplying the reciprocal 
of the fraction in paragraph 38(a) that applies to the trust 
for each of the trust’s taxation years that includes Febru- 
ary 28, 2000 or October 18, 2000 by the amount desig- 
nated by the trust under subsection 104(21.2) in respect of 
a beneficiary in its return of income for that year, and 


(i.2) the total of all amounts each of which is */3 of the 
amount designated by the trust under subsection 104(21.2) in 
respect of a beneficiary in its return of income for a preced- 
ing taxation year that ended after 1989 and before February 
28, 2000 


exceeds 


(ii) the total of all amounts each of which is an amount de- 
ducted by the trust under paragraph (1)(c) by virtue of sub- 
paragraph (1)(c)(viii) in computing its business investment 
loss 


(A) from the disposition of property in taxation years pre- 
ceding the year, or 


(B) from the disposition of property other than the partic- 
ular property in the year, 


except that, where a particular amount was included under sub- 
paragraph 14(1)(a)(v) in the trust’s income for a taxation year 
that ended after 1987 and before 1990, the reference in subpara- 
graph (i.1) to “°/2” shall, in respect of that portion of any amount 
deducted under section 110.6 in respect of the particular amount, 
be read as “4/3”. 
History: Subparas. 39(10)(b)(i) to (i.2) amended by 2001, c. 17, subsec. 23(2), appli- 
cable to taxation years that end after February 27, 2000. Those subparas. formerly read: 
(i) the total, of all amounts each of which is twice the amount designated by the 
trust under subsection 104(21.2) in respect of a beneficiary in its return of in- 
come for a preceding taxation year ending before 1988, 
(i.1) the total of all amounts each of which is */2 of the amount designated by the 
trust under subsection 104(21.2) in respect of a beneficiary in its return of in- 
come for a preceding taxation year ending after 1987 and before 1990, and 
(1.2) the total of all amounts each of which is */3 of the amount designated by the 
trust under subsection 104(21.2) in respect of a beneficiary in its return of in- 
come for a preceding taxation year ending after 1989 
The closing words to para. 39(10)(b) added by 1994, c. 21, subsec. 14(2), applicable to 
1988 et seq. : 
Interpretation Bulletins: IT-484R2: Business investment losses. See also at end of 
Sioo! 


(11) Recovery of bad debt — Where an amount is received in a 
taxation year on account of a debt (in this subsection referred to as 
the “recovered amount’) in respect of which a deduction for bad 
debts had been made under subsection 20(4.2) in computing a tax- 
payer’s income for a preceding taxation year, the amount, if any, by 
which '/2 of the recovered amount exceeds the amount determined 
under paragraph 12(1)(i.1) in respect of the recovered amount is 
deemed to be a taxable capital gain of the taxpayer from a disposi- 
tion of capital property in the year. 
History: Subsec. 39(11) amended by 2001, c. 17; subsec. 23(3), applicable to taxation 
years that end after February 27, 2000 except that, for taxation years that ended after 
February 27, 2000 and before October 18, 2000, the reference to the fraction “'/2” shall 
be read as a reference to the fraction “%/;”. The subsec. formerly read: 
(11) Where an amount is received in a taxation year on account of a debt (in this 
subsection referred to as the “recovered amount’’) in respect’ of which a deduc- 
tion for bad debts had been made under subsection 20(4.2) in computing the 
taxpayer’s income for a preceding taxation year, the amount, if any, by which */s 
of the recovered amount exceeds the amount determined under paragraph 
12(1)(i.1) in respect of the recovered amount shall be deemed to be a taxable 
capital gain of the taxpayer from a disposition of capital property by the taxpayer 
in the year. 
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Subsec. 39(11) amended by 1995, c. 3, subsec. 10(3), applicable to 1994 et seq. except 
that, in its application to the 1994 taxation year, it shall be read as follows: 


(11) Where an amount is received in a taxation year on account of a debt (in this 
subsection referred to as the “recovered amount”) in respect of which a deduc- 
tion for bad debts had been made under subsection 20(4.2) in computing the 
taxpayer’s income for a preceding taxation year, the amount, if any, by which */s 
of the recovered amount exceeds the amount determined under paragraph 
12(1)(i.1) in respect of the recovered amount shall be deemed to be a taxable 
capital gain of the taxpayer from a disposition of capital property by the taxpayer 
in the year and, for the purposes of section 110.6, that property shall be deemed 
to have been disposed of by the taxpayer on the day on which the taxpayer re- 
ceived the recovered amount. 
Subsec. 39(11) formerly read: 


(11) Recovery of bad debt — Where an amount is received in a taxation year 
on account of a debt (in this subsection referred to as the “recovered amount’) in 
respect of which a deduction for bad debts under subsection 20(4.2) had been 
made in computing the taxpayer’s, income for a preceding taxation year, the 
amount, if any, by which */s of the recovered amount exceeds the amount deter- 
mined under paragraph 12(1)(i.1) in respect of the recovered amount shall be 
deemed to be a.taxable capital gain of the taxpayer from a disposition of capital 
property by the taxpayer in the year and, for the purposes of section 110.6, that 
property shall be deemed to have been disposed of by the taxpayer in the year. 


(12) Guarantees — For the purpose of paragraph (1)(c), where 


(a) an amount was paid by a taxpayer in respect of a debt of a 
corporation under an arrangement under which the taxpayer 
guaranteed the debt, 


(b) the amount was paid to a person with whom the taxpayer 
was dealing at arm’s length, and 


(c) the corporation was a small business corporation 
(i) at the time the debt was incurred, and 


(ii) at: any time in the 12 months before the time an amount 
first became payable by the taxpayer under the arrangement 
in respect of a debt of the corporation, 


that part of the amount that is owing to the taxpayer by the corpora- 
tion shall be deemed to be a debt owing to the taxpayer by a small 
business corporation. 


Related Provisions: 80(2)(1) — Application of debt forgiveness rules on payment by 
guarantor. 


History: Subsec. 39(12) added by 1994, c. 7, Sch. II (1994, c. 7, Sch. If (1991, c. 49)), 
subsec. 22(4), applicable to amounts paid after 1985. 


Selected Cases [subsec. 39(12)]: Abrametz v. R., [2009] 4 C.T.C. 173 (FCA) 
(Business investment loss defined in 39(1)(c), not 39(12)); Aylward Estate v. R., [2001] 
3 C.T.C. 2437 (TCC) (Minister ought to be consistent in interpretation and application 
of provision). 

Interpretation Bulletins: IT-484R2: Business investment losses. See also at end of 
s. 39. 


CRA Audit Manual: 29.3.5; Business investment losses — debts from a guarantee. 


(13) Repayment of assistance — The total of all amounts paid 
by a taxpayer in a taxation year each of which is 


(a) such part of any assistance described in subparagraph 
53(2)(k)(i) in respect of, or for the acquisition of, a capital pro- 
perty (other than depreciable property) by the taxpayer that was 
repaid by the taxpayer in the year where the repayment is made 
after the disposition of the’ property by the taxpayer and under an 
obligation to repay all or any part of that assistance, or 


(b) an amount repaid by the taxpayer in the year in respect of a 
capital property (other than depreciable property) acquired by 
the taxpayer that is repaid after the disposition thereof by the 
taxpayer and that would have been an amount described in sub- 
paragraph 53(2)(s)(ii) had the repayment been made before the 
disposition of the property, 


shall be deemed to be a capital loss of the taxpayer for the year 
from the disposition of property by the taxpayer in the year and, for 
the purpose of section 110.6, that property shall be deemed to have 
been disposed of by the taxpayer in the year. 


Related Provisions: 79(4)(a) — Subsequent payment by debtor following surrender 
of property deemed to be repayment of assistance. 


History: Subsec. 39(13) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 11, applicable 
to 1991 et seq. 
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Selected Cases [s. 39]: Hallait v. R., [2001] 1 C.T.C. 2626 (TCC) (Role of experts 
in valuation cases considered); Fortino v. R., [2000] 1 C.T.C. 349 (FCA); aff g [1997] 
2 C.T.C. 2184 (TCC) (Non-competition agreement proceeds not capital gain); Lalande 
v. MNR, [1989] 2 C.T.C. 30 (FCA) (Losses on loans and guarantees for purpose of 
establishing school and seniors’ home not deductible current expense). 


Definitions [s. 39]: ‘adjusted cost base” — 54, 248(1); “amount” — 248(1); “arm’s 
length” — 251(1); “bank” — 248(1); “Canada” — 255; “Canadian-controlled private 
corporation” — 248(1); “Canadian resource property” — 66(15), 248(1); “Canadian 
security” — 39(6); “capital gain” — 39(1)(a), 248(1); “capital loss” — 39(1)(b), 
248(1); “capital property” — 54, 248(1); “common-law partner” — 248(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “credit union” — 137(6), 248(1); “deprecia- 
ble property” — 13(21), 248(1); “disposition” — 248(1); “eligible capital property” — 
54, 248(1); “fiscal period” — 249(2)(b), 249.1; “foreign resource property” — 66(15), 
248(1); “individual”, “insurance corporation” — 248(1); “life insurance policy” — 
138(12), 248(1); “Minister” — 248(1); “mutual fund corporation” — 131(8), 248(1); 
“mutual fund trust” — 132(6)-(7), 132.2(1)(q) [to be repealed}, 132.2(3)(n) [draft], 
248(1); “prescribed” —248(1); “principal amount” — 248(1), 26(1.1); “property”, 
“qualifying environmental trust” — 248(1); “received” — 248(7); “related segregated 
fund trust’ — 138.1(1)(a); “resident in Canada” — 94(3)(a)(viii), 250; “share”, “small 
business corporation” — 248(1); “substituted” — 39(1)(c)(vi), 248(5); “taxable capital 
gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 249; “tax- 
payer’ — 248(1); “timber resource property” — 13(21), 248(1); “trust” — 104(1), 
248(1), (3); “unused scientific research and experimental development tax credit’ — 
127.3(2), 248(1); “unused share-purchase tax credit” — 127.2(6), 248(1). 


Interpretation Bulletins [s. 39]: IT-297R2: Gifts in kind to charity and others; IT- 
316: Awards for employees’ suggestions and inventions (archived); IT-395R2: Foreign 
tax credit — capital gains and capital losses on foreign property; IT-442R: Bad debts 
and reserves for doubtful debts; Foreign tax credit — foreign-source capital gains and 
losses; IT-479R: Transactions in securities. 


39.1 (1) Definitions — In this section, 


“exempt capital gains balance” of an individual for a taxation 
year that ends before 2005 in respect of a flow-through entity 
means the amount determined by the formula 


A-B-C-F 
where 
A is 
(a) if the entity is a trust referred to in any.of paragraphs (f) 
to Gj) of the definition “flow-through entity” in this subsec- 


tion, the amount determined under paragraph 110.6(19)(c) in 
respect of the individual’s interest or interests therein, and 


(b) in any other case, the lesser of 


(i) “/ of the total of the taxable capital gains that resulted 
from elections made under subsection 110.6(19) in re- 
spect of the individual’s interests in or shares of the capi- 
tal stock of the entity, and 


(ii) the amount that would be determined under subpara- 
graph (1) if 


(A) the amount designated in the election in respect of 
each interest or share were equal to the amount deter- 
mined by the formula 


D—B 
where 


D is the fair market value of the interest or share at 
the end of February 22, 1994, and 


E is the amount, if any, by which the amount desig- 
nated in the election that was made in respect of 
the interest or share exceeds ''/1o0 of its fair market 
value at the end of February 22, 1994, and 


(B) this Act were read without reference to subsection 
110.6(20), 


Bis the total of all amounts each of which is the amount by which 
the individual’s capital gain for a preceding taxation year, deter- 
mined without reference to subsection (2), from the disposition 
of an interest in or a share of the capital stock of the entity was 
reduced under that subsection, and 
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&: as Toy reference to this section), for its fiscal period that in- 
(a) if the entity is a trust described in any of paragraphs (d) cludes February 28, 2000 or October 17, 2000 and en- 
and (h) to (j) of the definition “flow-through entity” in this ded in a preceding taxation year was reduced under 
subsection, the total of subsection (5), and 


(i) *%2 of the total of all amounts each of whieh is the 
amount by which the individual’s taxable capital gain (de- 
termined without reference to this section), fora preced- 
ing taxation year that began after February 27, 2000 and 
ended before October 18, 2000 that resulted from a desig- 
nation made under subsection a by the trust, was 
reduced under subsection: (3); 


(ii).“/3 of the total of all amounts each of which is the 
amount by which the individual’s taxable capital gain (de- 
termined without reference to this section), for a preced- 
ing taxation year that ended before February 28, 2000 that 
resulted from a designation made under subsection 
*°104(21) by the trust, was reduced under subsection (3), 


(iii) the amount claimed by the individual under subpara- 
graph 104(21.4)(a)Gi) or (21.7)(b) Gi) for a BErcrdine tax- 
ation year, and 


(iv) twice the total ofall amounts! each of which is the 
amount by which the individual’s taxable capital gain (de- 
termined without reference to this section) for a preceding 
taxation year that began after October,17, 2000 and that 
resulted from a designation made under subsection 
104(21) by the trust, was reduced under subsection (3), 


(b) if the entity is a partnership, the total of 


(i) */2 of the total of 


(A) the total of all. amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s taxable capital gains (determined without refer- 
ence to this section), for its: fiscal period that began 
after February 27, 2000 and ended before October 18, 
2000, was reduced under subsection (4), and 


(B) the total of all amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s income from’ a business (determined without 
reference to this section), for its fiscal period that be- 
gan. after February,27, 2000 and ended before October 
18,.2000,;,.was reduced, under subsection (5), 


(ii) */3 of the total of 


(A) the’ total ‘of all amounts each of’ which is ‘the 
amount by which the individual’s share of the partner- 
ship’s taxable capital gains (determined without refer- 
ence to this section), for its fiscal period that ended 
before February 28, 2000 and in a preceding taxation 
year was reduced under subsection (4), and 


(B) the total of all amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s income from a business (determined without 
reference to this section), for its fiscal period that en- 
ded before February 28, 2000 and in a preceding taxa- 
tion year, was reduced under subsectiom (5), 


(iii) the product obtained when the reciprocal of the frac- 
tion in paragraph 38(a) that applies to the partnership for 
its fiscal period that includes February 28, 2000 or Octo- 
ber 17, 2000 is multiplied by the total of 


(A) the total of all amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s taxable capital gains (determined without refer- 
ence to'this section), for its fiscal period that includes 
February 28, 2000 or October 17, 2000 and ended in a 
preceding taxation year, was:reduced under subsection 
(4), and 


(B) the! total of. all amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s income from a business (determined without 
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(iv) twice the total of 


(A) the total of, all ‘amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s taxable capital gains (determined without refer- 
ence to this section), for its fiscal period that. began 
after October 17, 2000 and ended in a preceding taxa- 
tion year, was reduced under subsection (4), and 


‘(B) the total of all amounts each of which is the 
amount by which the individual’s share of the partner- 
ship’s income from a business (determined without 
reference to this section), for its fiscal period that be- 
gan after October 17, 2000 and ended in a preceding 
taxation year, was reduced under subsection (5), and 


(c) in any other case, the total of all amounts each of which is 
the, amount .by which: the. total of ‘the individual’s capital 
gains otherwise determined under subsection 130.1(4) or 
131(1), subsections 138.1(3) and (4), or:subsection 144(4), as 
the case may be, for a preceding taxation year in respect of 
the entity was reduced under subsection (6), and 


(a) if the entity is'a trust described in any of paragraphs (g) to 
(j) of the definition “flow-through entity” in this subsection, 
the total of all amounts each of which is ‘an amount included 
before the year-in the cost to the individual of ‘a property 
under ‘subsection 107(2.2) or paragraph 144(7.1)(c) because 
of the individual’s exempt capital gains balance in respect of 
the, entity, and 
(b) in‘ any other case, nil; 
Related Provisions: 39.1(7) — Balance deemed nil after ceasing to be shareholder 
or beneficiary; 53(1)(p) — Addition to ACB after balance expires at end of 2004; 
53(1)(r) — Increase in ACB immediately before disposing of all interests or shares of a 
flow-through entity; 54“‘adjusted cost base”’(c) — ACB. adjustment to. flow-through en- 
tity preserved through disposition and reacquisition, 87(2)(bb.1) — Amalgamation — 
flow-through entity considered to be same corporation; 107(2.2) — Cost bump on dis- 
tribution of property from trust that is a flow-through entity; 132.2(1)G)(ii) [to be re- 
pealed], 132.2(3)(g)(ii) [draft] — Effect of mutual fund reorganization; 144(1) — Em- 
ployees profit sharing plan— unused portion of a beneficiary's exempt capital gains 
balance; 144(7.1) — Employees profit sharing plan — where property received by ben- 
eficiary; 257 — Formulas cannot calculate to less than zero. 


History: Paras. (a) and (b) of the description of C in the definition “exempt capital 
gains balance” in subsec. 39.1(1) amended by 2001, c. 17, subsec. 24(1), applicable to 
taxation years that end after February 27, 2000. The paras. formerly read: 
€™is 
(a) if the entity is a trust described in any of paragraphs (d) and (h) to (j) 
of the definition “flow-through entity” in this subsection, “/; of the total 
of all amounts each of which is the amount by which the individual’s 
taxable capital gain otherwise determined for a preceding taxation year 
that resulted from a designation made under subsection 104(21) by the 
trust was reduced under subsection (3), 
(b) if the entity is a partnership, 4 of the total of all amounts each of 
which is 
(i) the amount by which the individual’s share otherwise determined 
of the partnership’s taxable capital gains for its fiscal period that 
ended in a preceding taxation year was reduced under subsection 
(4), or 


(ii) the amount by which the individual’s share otherwise deter- 
mined of the partnership’s income from a business for its fiscal pe- 
riod that ended in a preceding taxation year was reduced under sub- 
section (5), and 


The element F and its description added to the definition “exempt capital gains bal- 
ance” in subsec. 39.1(1) by 1998, c. 19, subsec. 88(2), applicable to 1994 et seq. 


“flow-through entity” means 
(a) an investment corporation, 
(b) a mortgage investment corporation, 
(c) a mutual fund corporation, 
(d) a mutual fund trust, 


S. 39.1(1) flo 


(e) a partnership, 
(f) a related segregated fund trust for the purpose of section 
138.1, 


(g) a trust governed by an employees profit sharing plan, 


(h) a trust maintained primarily for the benefit of employees of a 
corporation or 2 or more corporations that do not deal at arm’s 
length with each other, where one of the main purposes of the 
trust is to hold interests in shares of the capital stock of the cor- 
poration or corporations, as the case may be, or any corporation 
not dealing at arm’s length therewith, 


Proposed Amendment — 39.1(1)“flow-through 
entity”(h) 
Application: The July 16, 2010 draft legislation (Part 2— Sigariism), s. 187, will 
amend para. (h) of the definition “flow-through entity” in subsec. 39.1(1) by substitut- 
ing “interests in, or for civil law rights in,” for “interests in’, to come into force on 
Royal Assent. 


Technical Notes (July 2010): See vader 1204). 


(i) a trust established exclusively for the benefit of one or more 
persons each of whom was, at the time the trust was created, 
either a person from whom the trust received property or a credi- 
tor of that person, where one of the main purposes of the trust is 
to secure the payments required to be made by or on behalf of 
that person to such creditor, and 


(j) a trust all or substantially all of the properties of which con- 
sist of shares of the capital stock of a corporation, where the 
trust was established pursuant to an agreement between 2 or 
more shareholders of the corporation and one of the main pur- 
poses of the trust is to provide for the exercise of voting rights in 
respect of those shares pursuant to that agreement. 
Related Provisions: 54“adjusted cost base’(c)— ACB adjustment preserved 
through disposition and reacquisition; 87(2)(bb.1) — Amalgamation — flow-through 
entity considered to be same corporation; 107(2.2)— Cost bump on distribution of 
property from trust that is a flow-through entity. See also Definitions at end of 39.1. 


History: Subsec. 39.1(1) added by 1995, c. 3, s. 11, applicable to 1994 et seq, 


(2) Reduction of capital gain — Where at any time after Febru- 
ary 22, 1994 an individual disposes of an interest in or a share of 
the capital stock of a flow-through entity, the individual’s capital 
gain, if any, otherwise determined for a taxation year from the dis- 
position shall be reduced by such amount as the individual claims, 
not exceeding the amount determined by the formula 


A =B,—G 
where 


A is the exempt capital gains balance of the individual for the year 
in respect of the entity, 
B is 
(a) if the entity made a designation under subsection 104(21) 
in respect of the individual for the year, twice the amount, if 


any, claimed under subsection (3) by the individual for the 
year in respect of the entity, 


(b) if the entity is a partnership, twice the total of 


(i) the amount, if any, claimed under subsection (4) by the 
individual for the year in respect of the entity, and 


(ii) the amount, if any, claimed under subsection (5) by 
the individual for the year in respect of the entity, and 


(c) in any other case, the amount, if any, claimed under sub- 
section (6) by the individual for the year in respect of the 
entity, and 


C is the total of all reductions under this subsection in the indivi- 
dual’s capital gains otherwise determined for the year from the 
disposition of other interests in or shares of the capital stock of 
the entity. 

Related Provisions: 39.1(6)— Reduction of capital gains on ongoing basis; 

110.6(19)-(30) — Election to trigger capital gains exemption; 132.2(1)(j)(ii) [to be re- 

pealed], 132.2(3)(g)(ii) [draft] — Effect of mutual fund reorganization; 257 — Formula 
cannot calculate to less than zero. 


Income Tax Act, Part I, Division B 


History: Paras. (a) and (b) of the description of B in subsec. 39.1(2) amended by re- 
placing the reference to the expression “4/3 of’ with a reference to the word “twice”, by 
2001, c. 17, subsec. 24(2), applicable to taxation years that end after February 27, 2000 
except that, where the taxation year of an entity that ends in the taxpayer’s taxation 
year includes February 28, 2000 or October 17, 2000,-or began after February 28, 2000 
and ended before October 17, 2000, the reference to the word “twice” shall be read as a 
reference to the expression “the fraction that is the reciprocal of the fraction in para. 
38(a), as amended by 2001, c. 17, that applies to the entity for its taxation year that 
ends in the taxpayer’s taxation year, multiplied by”. 


Subsec. 39.1(2) added by 1995, c. 3, s. 11, applicable to 1994 et seq. 


(3) Reduction of taxable capital gain — The taxable capital 
gain otherwise determined under subsection 104(21) of an indivi- 
dual for a taxation year as a result of a designation made under that 
subsection by a flow-through entity shall be reduced by such 
amount as the individual claims, not exceeding '/2 of the indivi- 
dual’s exempt capital gains balance for the year in respect of the 
entity. 

Related Provisions: 104(21.4)-(21.7) — Transitional rule for 2000 capital gains 
rate changes. 


History: Subsec. 39.1(3) amended by replacing the reference to the fraction “?/s” with 
a reference to the fraction “'/”, by 2001, c. 17, subsec. 24(3), applicable to taxation 
years that end after February 27, 2000 except that, where the taxation year of an entity 
that ends in the taxpayer’s taxation year includes February 28, 2000 or October 17, 
2000, or began after February 28, 2000 and ended before October 17, 2000, the refer- 
ence to the fraction “'/2” shall be read as a reference to the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the entity for its taxation year that ends in the 
taxpayer’s taxation year. 


Subsec. 39.1(3) added by 1995, c. 3, s. 11, applicable to 1994 et seq. 


(4) Reduction in share of partnership’s taxable capital 
gains — An individual’s share otherwise determined for a taxation 
year of a taxable capital gain of a partnership from the disposition 
of a property (other than property acquired by the partnership after 
February 22, 1994 in a transfer to which subsection 97(2) applied) 
for its fiscal period that ends after February 22, 1994 and in the year 
shall be reduced by such amount as the individual claims, not ex- 
ceeding the amount determined by the formula 


NB 
where 


A is '/2 of the individual’s exempt capital gains balance for the year 
in respect of the partnership, and 


B is the total of amounts claimed by the individual under this sub- 
section in respect of other taxable capital gains of the partner- 
ship for that fiscal period. 

Related Provisions: 39.1(1)‘exempt capital gains balance” C(b)(i), 39.1(2)B(b)(i) — 

Reduction in balance to reflect application of subsec. (4); 257 — Formula cannot cal- 

culate to less than zero. 


History: The description of A in subsec. 39.1(4) amended by replacing the reference 
to the fraction “/,” with a reference to the fraction “2”, by 2001, c. 17, subsec. 24(4), 
applicable to taxation years that end after February 27, 2000 except that, where the 
taxation year of an entity that ends in the taxpayer’s taxation year includes February 28, 
2000 or October 17, 2000, or began after February 28, 2000 and ended before October 
17, 2000, the reference to the fraction “'/2” shall be read as a reference to the fraction in 
para. 38(a), as amended by 2001, c. 17, that applies to the entity for its taxation year 
that ends in the taxpayer’s taxation year. 


Subsec. 39.1(4) added by 1995, c. 3, s. 11, applicable to 1994 et seq. 


(5) Reduction in share of partnership’s income from a 
business — An individual’s share otherwise determined for a tax- 
ation year of the income of a partnership from a business for the 
partnership’s fiscal period that ends in the year and the individual’s 
share of the partnership’s taxable capital gain, if any, arising under 
paragraph 14(1)(b) shall be reduced by such amount as the indivi- 
dual claims, not exceeding the lesser of 


(a) the amount, if any, by which '/2 of the individual’s exempt 
capital gains balance for the year in respect of the partnership 
exceeds the total of 


(i) the amount, if any, claimed under subsection (4) by the 
individual for the year in respect of the partnership, and 


(11) all amounts, if any, claimed under this subsection by the 
individual for the year in respect of other businesses of the 
partnership, and 
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(b) the amount determined by the formula 


Ax (B/C) 
where 


A is the amount included under paragraph 14(1)(b) in comput- 
ing the income of the partnership from the business for the 
fiscal period, 


B._ is the amount that would otherwise be the individual’s share 
of the partnership’s income from the business for the fiscal 
period, and 


C is the partnership’s income from the business for the fiscal 
period. 
Related» Provisions:  39.1(1)“exempt capital gains ~~ balance’”’C(b)(ii), 
39.1(2)B(b)(ii) — Reduction in balance to reflect application of subsec. (4). 


History: Subsec. 39.1(5) amended by 2001, c. 17, subsec. 24(5), applicable to taxation 
years that end after February 27, 2000 except that where the taxation year of an entity 
that ends in the taxpayer’s taxation year includes February 28, 2000 or October 17, 
2000, or began after February 28, 2000 and ended before October 17, 2000, 


(a) the reference to the fraction “'/2” shall be read as a reference to the fraction in 
para. 14(1)(b), as amended by 2001, c. 17, that applies to the entity for its taxation 
year that ends. in the taxpayer’s taxation year; and 


(b) subpara. 39.1(5)(a)(i) shall be read as follows: 


“(i) the amount, if any, claimed under subsection (4) by the individual for _ 
the year in respect of the partnership multiplied by the fraction obtained 
when the fraction in paragraph 14(1)(b) applicable to the entity for its taxa- 
tion year that ends in the taxpayer’s taxation year is divided by the fraction 
in paragraph 38(a) that applies to the entity for that taxation year.” 


Subsec. 39.1(5) formerly read: 


(5) An individual’s share otherwise determined for a taxation year of the income 
of a partnership from a business for the partnership’s fiscal period that ends in 
the year and the individual’s share of the partnership’s taxable capital gain, if 
any, arising under subparagraph 14(1)(a)(v) shall be reduced by such amount as 
the individual claims, not exceeding the lesser of 


(a) the amount, if any, by which */s of the individual’s exempt capital gains 
balance for the year in respect of the partnership exceeds the total of 


(i) the amount, if any, claimed under subsection (4) by the individual for 
the year in respect of the partnership, and 


(ii) all amounts, if any, claimed under this subsection by the individual 
for the year in respect of other businesses of the partnership, and 


(b) the amount determined by the formula 


B 
Ax 
Cc 


where 


A__ is the amount included under subparagraph 14(1)(a)(v) in computing the 
' ‘income of the partnership from the business for the fiscal period, 


B is the amount that would otherwise be the individual’s share of the part- 
nership’s income from the business for the fiscal period, and 


Cis the partnership’s income from the business for the fiscal period. 
Subsec. 39:1(5) added by 1995, c. 3, s. 11, applicable to 1994 et seq. 


(6) Reduction of capital gains — The total capital gains other- 
wise determined under subsection 130.1(4) or 131(1), subsections 
138.1(3) and (4) or subsection 144(4), as the case may be, of an 
individual for a taxation year as a result of one. or more elections, 
allocations or designations made after February 22, 1994 by a flow- 
through entity shall be reduced by such amount as the individual 
claims, not exceeding the individual’s exempt capital gains balance 
for the year in respect of the entity. 


Related Provisions: 39.1(1)“exempt capital gains balance”C(c), 39.1(2)B(c) — Re- 
duction in balance to reflect application of subsec. (4). 


History: Subsec. 39.1(6) added by 1995, c. 3, s. 11, applicable to 1994 et.seq. 


(7) Nil exempt capital gains balance — Notwithstanding sub- 
section (1), where at any time an individual ceases to be a member 
or shareholder of, or a beneficiary under, a flow-through entity, the 
exempt capital gains balance of the individual in respect of the en- 
tity for each taxation year that begins after that time is deemed to be 
nil. 

Related Provisions: 53(1)(r) — Increase in ACB on disposition before 2005. 


S. 40(1) 


History: Subsec. 39.1(7) added by 1995, c. 3,.s. 11, applicable to 1994 et seq. 
Definitions [s. 39.1]: “amount” — 248(1); “capital gain” — 39(1)(a), 248(1); “dis- 
position” — 248(1); “employees profit sharing plan” — 144(1), 248(1); “exempt capi- 
tal gains balance” — 39.1(1), (7); “fiscal period” — 249(2)(b), 249.1; “flow-through 
entity” — 39.1(1); “individual” — 248(1); “investment corporation” — 130(3)(a), 
248(1); “mortgage investment corporation” — 130.1(6), 248(1); “mutual fund corpora- 
tion” — 131(8), (8.1), 248(1); “mutual fund trust” — 132(6)-(7), 132:2(1)(q) [to be re- 
pealed], 132.2(3)(n) [draft], 248(1); “person” — 248(1); “related segregated fund 
trust” — 138.1(1)(a); “share” — (of corporation) 248(1); “share” — (of partnership’s 
gains) 39.1(4); “shareholder” — 248(1); “taxable capital gain” — 38(a), 248(1); “‘taxa- 
tion year” — 11(2), 249; “trust” — 104(1), 248(1). 


40. (1) General rules [gain and loss calculation] — Except 
as otherwise expressly provided in this Part 


(a) a taxpayer’s gain for a taxation year from the disposition of 
any property is the amount, if any, by which 


(i) if the property was disposed of in the year, the amount, if 
any, by which the taxpayer’s proceeds of disposition exceed 
the total of the adjusted cost base to the taxpayer of the pro- 
perty immediately before the disposition and any outlays and 
expenses to the extent that they were made or incurred by the 
taxpayer for the purpose of making the disposition, or 


(ii) if the property was disposed of before the year, the 
amount, if any, claimed by the taxpayer under subparagraph 
(iii) In. computing the taxpayer’s gain for the immediately 
preceding year from the disposition of the property, 


exceeds 


(iii) subject to subsection (1.1), such amount as the taxpayer 
may claim 


(A) in the case of an individual (other than a trust) in pre- 
scribed form filed with the taxpayer’s return of income 
under this Part for the year, and 


(B) in any other case, in the taxpayer’s return of income 
under this Part for the year, 


asa deduction, not exceeding the lesser of 


(C) a reasonable amount as a reserve in respect of such of 
the proceeds of disposition of the property that are paya- 
ble to the taxpayer after the end of the year as can reason- 
ably be regarded as a portion of the amount determined 
under subparagraph (i) in respect of the property, and 


(D) an amount equal to the product obtained when '/s of 
the amount determined under subparagraph (1) in respect 
of the property is multiplied by the amount, if any, by 
which 4 exceeds the number of preceding taxation years 
of the taxpayer ending after the disposition of the pro- 
perty; and 

Selected Cases [subpara. 40(1)(a)(iii)]: Regina Shoppers Mall Ltd. v. Canada, 


[1991] 1 C.T.C. 297 (FCA) (Taxpayer entitled to file return inconsistent with Min- 
ister’s assessment for previous year). 


Selected Cases [para. 40(1)(a)]: Sénécal (J.G.) v. MNR, [1993] 2 C.T.C. 2218 
(TCC) (Proceeds of disposition of land equal to cash and face value of promissory note 
received, despite evidence that note’s value nil); Bodrug Estate v. Canada, [1991] 2 
C.T.C. 347 (FCA) (Damages paid under lawsuit in respect of provincial securities stat- 
ute not part of cost of shares deemed disposed of upon death); Watkins v. Canada, 
[1990] 2 C.T.C. 205 (FCTD) (Maintenance cost of race horse not included in adjusted 
cost base of horse). 
(b) a taxpayer’s loss for a taxation year from the disposition of 
any property is, 
(i) if the property was disposed of in the year, the amount, if 
any, by which the total of the adjusted cost base to the tax- 
payer of the property immediately before the disposition and 
any outlays and expenses to the extent that they were made 
or incurred by the taxpayer for the purpose of making the 
disposition, exceeds the taxpayer’s proceeds of disposition of 
the property, and 


(ii) in any other case, nil. 


Related Provisions: 7(1.3) — Order of disposition of securities acquired under 
stock option agreement; 40(1.1) — Reserve where small business share or farm/fishing 
property transferred to child; 40(2) — Limitations; 40(3.3), (3.4) — Limitation on loss 
where property acquired by affiliated person; 40(10), (11) — Gain or loss on foreign 
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currency debt after change of control; 44(1) — Exchanges of property; 53(1)(n) — Sur- 
vey and valuation costs for disposition included in adjusted cost base; 69(11)— 
Deemed proceeds of disposition; 72(1)(c) — No reserve for year of death; 79.1(3), 
(6)(c) — Capital gains reserve where property repossessed by creditor; 84.1(2.1) — 
Non-arm’s length sale of shares; 87(2)(e) — Amalgamations — capital property; 
87(2)(m) — Amalgamations — proceeds not due until after end of year; 87(2)(Il) — 
Amalgamations — continuation of predecessor corporations; 88(1)(d)(i)(C) — Wind- 
ing-up; 100(2) — Gain from disposition of interest in partnership; 104(6) — Reduction 
in loss where property disposed of owned by a trust, 112(3)-(4.22) — Capital loss on 
shares reduced by certain dividends previously paid; 142.2 — Financial institutions — 
mark-to-market property. 
History: Cl. 40(1)(a)(iii)(C) amended by 1995, c. 21, subsec. 11(1), applicable to taxa- 
tion years that end after February 21, 1994. The clause formerly read: 
(C) a reasonable amount as a reserve in respect of such of the proceeds of dispo- 
sition of the property that are not due to the taxpayer until after the end of the 
year as may reasonably be regarded as a portion of the amount determined under 
subparagraph (i) in respect of the property, and 
Selected Cases [subsec. 40(1)]: Canada v. Young, [1989] 1 C.T.C. 421 (FCA) 
(Cost of subscriptions to investment publications not deductible); Pineo v. R., [1986] 2 
C.T.C. 71 (FCTD) (Demand promissory note in consideration for shares “due” 
immediately); R. v. Sterling, [1985] 1 C.T.C. 275 (FCA) (Interest and storage charges 
for gold bullion excluded from adjusted cost base); R. v. Derbecker, [1984] C.T.C. 606 
(FCA) (Demand promissory note “due” immediately). 


1.T. Application Rules: 26(3), 26(11). 


Interpretation Bulletins: IT-66R6: Capital dividends; IT-95R: Foreign exchange 
gains and losses; IT-99RS5: Legal and accounting fees; IT-104R3: Deductibility of fines 
or penalties; IT-220R2: Capital cost allowance — proceeds of disposition of deprecia- 
ble property; IT-236R4: Reserves — disposition of capital property (archived); IT- 
259R4: Exchanges of property; IT-268R4: Inter vivos transfer of farm property to 
child; IT-328R3: Losses on shares on which dividends have been received; IT-426R: 
Shares sold subject to an earnout agreement; IT-461: Forfeited deposits (archived); IT- 
467R2: Damages, settlements, and similar payments; IT-505: Mortgage foreclosures 
and conditional sales repossessions (archived). 


Information Circulars: 88-2, paras. 24, 27: General anti-avoidance rule — section 
245 of the Income Tax Act. 


CRA Audit Manual: 11.3.5: Revision of CCA and other permissive deductions; 
12.15.9: Revising capital cost allowance and other permissive deductions; 29.2.0: Capi- 
tal losses. 


Forms: T2 SCH 13: Continuity of reserves; T3 Sched. 2: Reserves on dispositions of 
capital property; T2017: Summary of reserves on dispositions of capital property; 
T2069: Election in respect of amounts not deductible as reserves for the year of death; 
T4037: Capital gains [guide]; T4091: Return of securities transactions [guide]; T5008: 
Statement of securities transactions. 


(1.01) [Reserve on] Gift of non-qualifying security — A tax- 
payer’s gain for a particular taxation year from a disposition of a 
non-qualifying security of the taxpayer (as defined in. subsection 
118.1(18)) that is the making of a gift (other than an excepted gift, 
within the meaning assigned by subsection 118.1(19)) to a qualified 
donee (as defined in subsection 149.1(1)) is the amount, if any, by 
which 
(a) where the disposition occurred in the particular year, the 
amount, if any, by which the taxpayer’s proceeds of disposition 
exceed the total of the adjusted cost base to the taxpayer of the 
security immediately before the disposition and any outlays and 
expenses to the extent they were made or incurred by the tax- 
payer for the purpose of making the disposition, and 


(b) where the disposition occurred in the 60-month period that 
ends at the beginning of the particular year, the amount, if any, 
deducted under paragraph (c) in computing the taxpayer’s gain 
for the preceding taxation year from the disposition of the 
security 


exceeds 


(c) the amount that the taxpayer claims in prescribed form filed 
with the taxpayer’s return of income for the particular year, 
where the taxpayer is not deemed by subsection 118.1(13) to 
have made a gift of property before the end of the particular year 
as a consequence of a disposition of the security by the donee or 
as a consequence of the security ceasing to be a non-qualifying 
security of the taxpayer before the end of the particular year. 


Proposed Amendment — 40(1.01)(c) » 


(c) the amount that the taxpayer claims i in prescribed form filed 
with the taxpayer’s return of income for the particular year, not 
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exceeding the eligible amount of the gift, where the taxpayer is 
not deemed by subsection 118.1(13) to have made a gift of 
property before the end of the particular year as a consequence 
of a disposition of the security by the donee or as a conse-_ 
quence of the security ceasing to be a non-qualifying security 
of the taxpayer before the end of the particular year. 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 15(1), 
will amend para. bie oe to nes as deceeg applicable to giv made attee Decem: 
ber 20, 2002: 


Technical Notes (July 201 0): Subsection. 4001. 01) allows a taxpayer to claim a 
reserve in respect of any gain realized from the making of a gift of a “non-qualifying 
security” "as defined for the purposes of sections 110.1 and 118.1. The gift is not 
recognized as a gift for the purposes of those sections until a subsequent | time when 
the security ceases to be a non-qualifying security or it is disposed of by the donee. 

The reserve available in subsection 40(1.01) allows the resulting inclusion in income 
to be deferred until the year that includes the subsequent time, unless the taxpayer 
first becomes non-resident or tax-exempt. 


Paragraph 40( 1 O16) i is amended consequential to the ‘addition of new beions. 
248(30) to (33), for gifts made after December 20, 2002, to provide that the reserve 
claimed by the taxpayer may not exceed the eligible amount of the gift. For addi- 
tional d tails, see the commentary to subsection 248(31) he the eligible 


Related provieisns. 72(1)(c) — No reserve for year of death; 87(2)(m.1) — Amal- 
gamation — continuing corporation; 110.1(6), 118.1(13) — Donation of non-qualify- 
ing security disallowed; 248(30)—(33) — Determination of eligible amount of gift. 


History: Subsec. 40(1.01) added by 1998, c. 19, s. 8, applicable to 1997 et seg. 


(1.1) Reserve — property disposed of to a child — In com- 
puting the amount that a taxpayer may claim under subparagraph 
(1)(a)(iii) in computing the taxpayer’s gain from the disposition of a 
property, that subparagraph shall be read as if the references therein 
to “/s” and “4” were references to “'/io” and “9” respectively, if, 


(a) the property was disposed of by the taxpayer to the tax- 
payer’s child, 
(b) that child was resident in Canada immediately before the dis- 
position, and 


(c) the property was immediately before the disposition, 


(i) any land in Canada or depreciable property in Canada of a 
prescribed class that was used by the taxpayer, the spouse or 
common-law partner of the taxpayer, a child or a parent of 
the taxpayer in a farming or fishing business carried on in 
Canada, 


(11) a share of the capital stock of a family farm corporation 
of the taxpayer or an interest in a family farm partnership of 
the taxpayer (such a share or an interest having the meaning 
assigned by subsection 70(10)), 


(iii) a qualified small business corporation share of the tax- 
payer (within the meaning assigned by subsection 110.6(1)), 
or 


(iv) a share of the capital stock of a family fishing corpora- 
tion of the taxpayer or an interest in a family fishing partner- 
ship (such a share or an interest having the meaning assigned 
by subsection 70(10)). 

Related Provisions: 40(8), 70(10) — Extended meaning of “child”. 


History: Subsec. 40(1.1) amended by 2007, c. 2, s. 4, applicable to dispositions of 
property that occur after May 1, 2006. It formerly read: 


(1.1) [Farm, fishing or small business] Property disposed of to a child — 
Where the property referred to in subparagraph (1)(a)(iii) is property that the 
taxpayer disposed of to the taxpayer’s child, who was resident in Canada imme- 
diately before the disposition, and was 


(a) any land in Canada or depreciable property in Canada of a prescribed 
class that was, immediately before the disposition, used by the taxpayer, the 
taxpayer’s spouse or common-law partner, or any of the taxpayer’s children 
in the business of farming, 


(b) immediately before the disposition, a share of the capital stock of a fam- 
ily farm corporation of the taxpayer or an interest in a family farm partner- 
ship of the taxpayer, or 


(c) immediately before the disposition, a share of the capital stock of a small 
business corporation of the taxpayer, 


in computing the amount of any claim in respect of that property under subpara- 
graph (1)(a)(iii), that subparagraph shall be read as if the references therein to 
“Ys” and “4” were references to ““/10” and “9” respectively. 
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Para. 40(1.1)(a) amended by 2000, c. 12, Sch. 2, 's.:1, to replace “spouse” with “‘spouse 
or common-law partner”, applicable'to 2001 et seq.; in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“ccommon-law partner”. 


Interpretation: Bulletins: IT-236R4: Reserves — disposition’ of ‘capital property 
(archived); IT-268R4: Inter vivos transfer of farm property to child; IT-328R3: Losses 
on shares on which dividends have been received. 


(2) Limitations — Notwithstanding subsection (1), 


(a) [reserve limitations] — subparagraph (1)(a)(iii) does not 
apply to permit a taxpayer to claim any amount under that sub- 
paragraph in computing a gain for a taxation year if 


(i) the. taxpayer, at the end of the year or at any’ time in the 
immediately following year, was not resident in Canada or 
was exempt from tax under any provision of this Part, or 


(ii) the purchaser of the property sold is a corporation that, 
immediately after the sale, 


(A) was controlled, directly or indirectly, in any manner 
whatever, by the taxpayer, 


(B) was. controlled, directly or indirectly, in. any manner 
whatever, by a person or group of persons by whom the 
taxpayer was controlled, directly or indirectly, in any 
manner whatever, or 


(C) controlled, the. taxpayer, directly or indirectly, in any 
manner whatever, where the Pras is a eats 


ability to claim a capital gains 
resident or to a corporation 


Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly. 


Interpretation Bulletins: IT-236R4: Reserves — disposition ‘of capital property 

(archived). 
(b) [principal residence] — where the taxpayer is an indivi- 
dual, the taxpayer’s gain for a taxation year from the disposition 
of a property that was the taxpayer’s principal residence at any 
time after the date (in this section referred to as the “acquisition 
date”) that is the later of December 31, 1971 and the day on 
which the taxpayer.last acquired or reacquired it, as the case 
may be, is the amount determined. by the formula 


AXxB 
Cc 


As —D 


where 


A is the amount that would, if this Act were read without refer- 
ence to this paragraph and subsections 110.6(19) and (21), be 
the taxpayer’s gain therefrom for the year, 


B_ is one plus°*the number of taxation years that end after the 
acquisition date for which the property was the taxpayer’s 
principal residence and during which the taxpayer was resi- 
dent in Canada, 


C is the number of taxation years that end after the acquisition 
date during which the taxpayer owned the property whether 
jointly with another person or otherwise, and 

D is 

(i) where the acquisition date is before February 23, 1994 
and the taxpayer or a spouse or common-law partner of 


the taxpayer elected under subsection 110.6(19) in respect 
of the property or an interest therein that was owned, im- 


S. 40(2)(b) 


mediately before the disposition, by the taxpayer, 4/’ of 
the lesser of 


(A) the total of all amounts each of which is the taxa- 
ble capital gain of the taxpayer or of a spouse or com- 
mon-law partner of the taxpayer that’ would have re- 
sulted from an election by the taxpayer or spouse or 
common-law partner under subsection 110.6(19) in re- 
spect of the property or interest if 


(I) this Act were read without reference to subsec- 
tion 110.6(20), and 


(II) the amount designated in the election were 
equal to the amount, if any, by which the fair mar- 
ket value of the property or interest at the end of 
February 22, 1994 exceeds the amount determined 
by the formula 


Es) led 
where * 


E is the amount designated in the election that 
was made in respect of the property or interest, 
and 


F is the fair market value of the property or inter- 
est at the end of February 22, 1994, and 


(B) the total of all amounts each of which is the taxa- 
ble capital gain of the taxpayer or of a spouse or com- 
mon-law partner of the taxpayer that would have re- 
sulted from an election that was made _ under 
subsection 110.6(19) in respect of the property or in- 
terest if the property were the principal residence of 
neither the taxpayer nor. the, spouse or common-law 
partner for each particular taxation year unless the pro- 
perty..was designated, in a return of income for the tax- 
ation year that includes February 22, 1994 or for a pre- 
ceding taxation year, to be the principal residence of 
either of them for the particular taxation year, and 


-40(2)(b)D(i) 


roposed Amendment - 


@ of | the description of Di in ‘para! 40(2)06)) by’ substituting feet. or 
, for. “interest” i in the first instance, and “the interest or tight” for 


(ii) in any other case, zero; 
Related Provisions: 40(4) — Disposal of principal residence to spouse or trust for 
spouse; 40(5) — Where principal residence is property of trust for spouse; 40(6) — 
Special rule re principal residence; 40(7:1) — Capital gains exemption election ignored 
for purposes of determining when property last acquired; 45(3) — Election re principal 
residence; 257 — Formula amounts cannot calculate to less than zero. 


History: The description of D in para. 40(2)(b) amended by 2000, c. 12, Sch. 2, s. 1, to 
replace “spouse” with “spouse or common-law partner’, applicable to 2001 ef seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“‘common-law partner”. 


Para. 40(2)(b) amended by 1995, c. 3, subsec. 12(1), applicable to dispositions that 
occur after February 22, 1994. Para. (b) formerly read: 


(b) where the taxpayer is an individual, the taxpayer’s gain for a taxation year 
from the disposition of a property that was the taxpayer’s principal residence at 
any time after the date, (in this section referred to as the “acquisition date”) that 
is the later of December 31, 1971 and the day on which the taxpayer last ac- 
quired or reacquired it, as the case may be,:is the taxpayer’s gain therefrom for 
the year otherwise determined minus that proportion thereof that 


(i) one plus the number of taxation years ending after the acquisition date for 
which the property was the taxpayer’s principal residence and during which 
the taxpayer was resident in Canada, 

is of 


(ii) the number of taxation years ending after the acquisition date during 
which the taxpayer owned the property whether jointly with another person 
or otherwise; 


Selected Cases [para. 40(2)(b)]: Mintenko vy. Canada, [1989] 1 C.T.C. 40 (FCTD) 
(Only portion of farm land necessary to use and enjoyment of principal residence). 


1.T. Application Rules: 26.1(1) (change of use of property before 1972). 
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Interpretation Bulletins: IT-120R6: Principal residence, IT-268R3: Inter vivos 
transfer of farm property to child; IT-332R: Personal-use property (archived). 


Info Sheets: TI-001: Sale of a residence by an owner builder. 
Forms: T1255: Designation of a property as a principal residence by the legal repre- 
sentative of a deceased individual; T2091: Designation of a property as a principal 
residence by an individual; T2091 (IND)-WS: Principal residence worksheet. 
(c) [land used in farming business] — where the taxpayer 
is an individual, the taxpayer’s gain for a taxation year from the 
disposition of land used in a farming business carried on by the 
taxpayer that includes property that was at any time the tax- 
payer’s principal residence is 
(i) the taxpayer’s gain for the year, otherwise determined, 
from the disposition of the portion of the land that does not 
include the property that was the taxpayer’s principal resi- 
dence, plus the taxpayer’s gain for the year, if any, deter- 
mined under paragraph (b) from the disposition of the pro- 
perty that was the taxpayer’s principal residence, or 


(ii) if the taxpayer so elects in prescribed manner in respect 
of the land, the taxpayer’s gain for the year from the disposi- 
tion of the land including the property that was the taxpayer’s 
principal residence, determined without regard to paragraph 
(b) or subparagraph (i) of this paragraph, less the total of 


(A) $1,000, and 


(B) $1,000 for each taxation year ending after the acquisi- 
tion date for which the property was the taxpayer’s princi- 
pal residence and during which the taxpayer was resident 
in Canada; 


Related Provisions: 40(4) — Disposal of principal residence to spouse or trust for 
spouse. 


Regulations: 2300 (prescribed manner). 


Interpretation Bulletins: IT-120R6: Principal residence; IT-268R3: Inter vivos 
transfer of farm property to child; IT-332R: Personal-use property (archived). 


(d) [disposition of bond] — where the taxpayer is a corpora- 
tion, its loss for a taxation year from the disposition of a bond or 
debenture is its loss therefrom for the year otherwise deter- 
mined, less the total of such amounts received by it as, on ac- 
count or in lieu of payment of, or in satisfaction of interest 
thereon as were, by virtue of paragraph 81(1)(m), not included 
in computing its income; 


(e) [disposition to controller or controlled corpora- 
tion] — [Repealed] 
History: Para. 40(2)(e) repealed by 1998, c. 19, subsec. 89(1), applicable, subject to s. 


247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. The para. formerly read: 


(e) where the taxpayer is a corporation, its loss otherwise determined from the 
disposition of any property disposed of by it to 


(i) a person by whom it was controlled, directly or indirectly in any manner 
whatever, or 


(ii) a corporation that was controlled, directly or indirectly in any manner 
whatever, by a person described in subparagraph (i), 
is nil; 
Selected Cases [para. 40(2)(e)]: Reeson Investments Ltd. v. Canada, [1990] 2 
C.T.C. 190 (FCTD) (Conversion of capital loss to business investment loss prevented 


in transactions between associated companies; transfers of business investment loss 
permitted), 


(e.1) [disposition of debt of related person] — a tax- 
payer’s loss, if any, from the disposition at any time to a particu- 
lar person or partnership of an obligation that was, immediately 
after that time, payable by another person or partnership to the 
particular person or partnership is nil where the taxpayer, the 
particular person or partnership and the other person or partner- 
ship are related to each other at that time or would be related to 
each other at that time if paragraph 80(2)(j) applied for the pur- 
pose of this paragraph; 
Related Provisions: 40(2)(e.2), 40(2)(g)(ii) — Further limitations on loss on dispo- 
sition of debt; 53(1)(f.1), (£11) — Addition to adjusted cost base; 54“superficial 
loss”(e) — Superficial loss rule does not apply; 80.01(8) — Deemed settlement after 
debt parking. 
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History: Para. 40(2)(e.1) added by 1995, c. 21, subsec. 11(2), applicable to disposi- 
tions that occur after July 12, 1994, other than dispositions pursuant to agreements in 
writing entered into before July 13, 1994. ‘ 


1.T. Application Rules: 26(5)(c)(ii)(A) (where property owned since June 18, 1971). 


(e.2) [settlement of commercial obligation] —a_tax- 
payer’s loss on the settlement or extinguishment of a particular 
commercial obligation (in this paragraph having the meaning as- 
signed by subsection 80(1)) issued by a person or partnership 
and payable to the taxpayer shall, where any part of the consid- 
eration given by the person or partnership for the settlement or 
extinguishment of the particular obligation consists of one or 
more other commercial obligations issued by the person or part- 
nership to the taxpayer, be deemed to be the amount determined 
by the formula 


Ax Sach 
B 


where 


A is the amount, if any, that would be the taxpayer’s loss from 
the disposition of the particular obligation if this Act were 
read without reference to this paragraph, 


B is the total fair market value of all the consideration given by 
the person or partnership for the settlement or extinguish- 
ment of the particular obligation, and 


C is the total fair market value of the other obligations; 


Related Provisions: 40(2)(e.2), 40(2)(g)(ii) — Further limitations on loss on dispo- 
sition of debt; 53(1)(£.12) — Addition to adjusted cost base; 80(2)(h) — Application of 
debt forgiveness rules; 257 — Formula cannot calculate to less than zero. 


History: Para. 40(2)(e.2) added by 1995, c. 21, subsec. 11(2), applicable to disposi- 
tions that occur after December 20, 1994, other than dispositions pursuant to agree- 
ments in writing entered into before December 21, 1994. 


1.T. Application Rules: 26(5)(c)(ii)(A) (where property owned since June 18, 1971). 


(f) [right to a prize] — a taxpayer’s gain or loss from the dis- 
position of 


(i) a chance to win a prize or bet, or 


(ii) a right to receive an amount as a prize or as winnings on 
a bet, 


in connection with a lottery scheme or a pool system of betting 
referred to in section 205 of the Criminal Code is nil; 


Interpretation Bulletins: IT-213R: Prizes from lottery schemes, pool system betting 
and giveaway contests; IT-404R: Payments to lottery ticket vendors. 


(g) [various losses deemed nil] — a taxpayer’s loss, if any, 
from the disposition of a property, to the extent that it is 


(i) a superficial loss, 


(ii) a loss from the disposition of a debt or other right to re- 
ceive an amount, unless the debt or right, as the case may be, 
was acquired by the taxpayer for the purpose of gaining or 
producing income from a business or property (other than ex- 
empt income) or as consideration for the disposition of capi- 
tal property to a person with whom the taxpayer was dealing 
at arm’s length, 
Selected Cases [subpara. 40(2)(g)(ii)]: Super West Homes Inc. v. R., [2004] 5 
C.T.C. 2103 (TCC) (Where conduct indicated advances not made for purpose of pro- 
ducing income, loss denied); Poirier y. R., [2001] 1.C.T.C. 2253 (TCC) (Where no 
possibility of gaining or producing income, no ABIL); W.F. Botkin Construction Ltd. v. 
Canada, [1993] 1 C.T.C. 2765 (TCC) (Loss on loan guarantee nil where no commer- 
cial reality to transaction other than to benefit taxpayer’s children). 


(iii) a loss from the disposition of any personal-use property 


of the taxpayer (other than listed personal property or a debt 
referred to in subsection 50(2)), or 


(iv) a loss from the disposition of property to 


(A) a trust governed by a deferred profit sharing plan, an 
employees profit sharing plan, a registered disability sav- 
ings plan, a registered retirement income fund or a TFSA 
under which the taxpayer is a beneficiary or immediately 
after the disposition becomes a beneficiary, or 


(B) a trust governed by a registered retirement savings 
plan under which the taxpayer or the taxpayer’s spouse or 
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common-law partner is an annuitant or becomes, within 
60 days after the end of the taxation year, an annuitant, 

is nil; 
Related Provisions: 3(b)(ii) — Limitation on use of listed personal property losses; 
13(21.2)— Superficial loss rule for depreciable property; 18(13)—(16) — Superficial 
loss in moneylending business or adventure in nature of trade; 40(2)(e.1) — Limitation 
on loss where commercial obligation disposed of in exchange for another commercial 
obligation; 40(3.3), (3.4) — Limitation on loss where property acquired by affiliated 
person; 41 — Listed personal property losses can offset listed personal property gains; 
53(1)(f) — Addition to adjusted cost base — superficial loss; 80(1) — “Unrecognized 
loss”; 112(3)-(4.22) — Reduction in capital loss on shares where dividends previously 
paid. 
History: Cl. 40(2)(g)(iv)(A) amended to substitute “plan; a registered retirement in- 
come fund or a TFSA” for “plan or.a registered retirement income fund”, by 2008, c. 
28, s. 5, applicable to 2009 et seq. 
Cl. 40(2)(g)(iv)(A) amended. to substitute “an employees profit sharing plan, a regis- 
tered disability savings plan” for “an employees profit sharing plan” by 2007, c. 35, s. 
103, applicable to 2008 et seq. 
Cl. 40(2)(g)(iv)(A) amended by 2001, c. 17, subsec. 25(1), applicable to 1998 et seq. 
Cl. 40(2)(g)(iv)(A) formerly read: \ 

(A) a trust governed by a plan or fund referred to in any of subparagraphs (e)(ii) 

to (iv) of the definition “disposition” in section.54 under which the taxpayer is a 

beneficiary or immediately after the disposition becomes a beneficiary, or 
Clause 40(2)(g)(iv)(B) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’, applicable to:2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Selected Cases [para. 40(2)(g)]: Daniels v. R., [2007] 5 C.T.C. 2595 (TCC) 
(Income-earning intention determined at time guarantee given, not when debenture 
acquired); Graphic Packaging Canada Corp. v. R., [2001].4 C.T.C. 2399 (TCC) (Su- 
perficial loss not created when substituted property not owned by seller at relevant 
time); Boudreau v. R., [2000] 1 C.T.C. 2242 (T.C.C.) (Personal-use property cannot be 
depreciable nor give rise to terminal loss). 


1.T. Application Rules: 26(6). 


Interpretation Bulletins: IT-120R6: Principal residence; IT-124R6: Contributions to 
registered retirement savings plans; IT-159R3: Capital debts established to be bad 
debts; IT-160R3: Personal use of aircraft (archived); IT-218R: Profit; capital gains and 
losses from the sale of real estate; IT-239R2: Deductibility of capital losses from guar- 
anteeing loans and loaning funds in non-arm’s length circumstances (archived); IT- 
291R3: Transfer of property to a corporation under subsection 85(1); IT-325R2: Pro- 
perty transfers after separation, divorce and annulment; IT-332R: Personal-use property 
(archived); IT-373R2: Woodlots. 


.T. Technical News: 18 (Byram case). 
CRA Audit Manual: 29.2.4: Specific exceptions to capital gain and loss rules. 


(h) [Shares of controlled corporation] — where the tax- 
payer is a corporation, its loss otherwise determined from the 
disposition at any time in a taxation year of shares of the capital 
stock of a corporation (in this paragraph referred to as the “‘con- 
trolled corporation’) that was controlled, directly or indirectly in 
any manner whatever, by it at any time in the year, is its loss 
therefrom otherwise determined less the amount, if any, by 
which 


(i) all amounts added under paragraph 53(1)(f.1) to the cost 
toa corporation, other than the controlled corporation, of 
property disposed of to that corporation by the controlled 
corporation that were added to the cost of the property during 
the period while the controlled corporation was controlled by 
the taxpayer and that can reasonably be attributed to losses 
on the property that accrued during the period while the con- 
trolled corporation was controlled by the taxpayer, 


exceeds 


(ii) all amounts by which losses have been reduced by virtue 
of this paragraph in respect of dispositions before that time of 
shares of the capital stock of the controlled corporation; and 
Related Provisions: 40(3.3), (3.4) — Limitation on loss where property acquired by 
affiliated person; 87(2)(kk) — Amalgamations — Continuation of predecessor corpora- 
tions; 112(3)—(4.22) — Reduction in capital loss on shares where dividends. previously 
paid; 256(5.1), (6.2) — Controlled directly or indirectly. 
History: Subpara. 40(2)(h)(), amended by 1998, c. 19, subsec. 89(2), applicable, sub- 
ject to s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to 
dispositions of property that occur after April 26, 1995. The subpara. formerly read: 
(i) all amounts added under paragraph 53(1)(f.1) to the cost to another corpora- 
tion of property disposed of to that corporation by the controlled corporation that 


S. 40(3)(d) 


were added to the cost of that property during the period that the controlled cor- 
poration was controlled by the taxpayer and that may reasonably be considered 
to be attributable to losses on the property that accrued during the period that the 
controlled corporation was controlled by the taxpayer, 


(i) [Shares of certain corporations] — where at a particular 
time a taxpayer has disposed of a share of the capital stock of a 
corporation that was at any time:a prescribed venture capital cor- 
poration or a prescribed labour-sponsored venture capital corpo- 
ration or a share of the capital stock of a taxable Canadian cor- 
poration that was held in a prescribed stock savings plan or of a 
property substituted for such a share, the taxpayer’s loss from 
the disposition thereof shall be deemed to be the amount, if any, 
by which 


(i) the loss otherwise determined 
exceeds 
(11) the amount, if any, by which 


(A) the amount of prescribed assistance that the taxpayer 
(or a person with whom the taxpayer was not dealing at 
arm’s length) received or is entitled to receive in respect 
of the share 


vexceeds 


(B) the total of all amounts determined under subpara- 
graph (1) in respect of any disposition of the share or of 
the property substituted for the share before the particular 
time by the taxpayer or by a person with whom the tax- 
payer was not dealing at arm’s length. 

Related Provisions: 53(2)(k) — Reduction in adjusted cost base — government as- 


sistance; 112(3)—-(4.22) — Reduction in capital loss on shares where dividends previ- 
ously paid; 248(5) — Substituted property. 

History: Subpara: 40(2)(i)(ii) substituted by 1994, c. 21, s. 15, applicable to 1991 et 
seq. That subpara. formerly read: 


(ii) the amount, if any, by which the amount of any prescribed assistance in re- 
spect of the share received by the taxpayer or bya person with whom the tax- 
payer was not dealing at arm’s length exceeds the total of all amounts each of 
which is an amount determined under subparagraph (i) in respect of any disposi- 
tion of the share or of the property substituted for the share before the particular 
time by the taxpayer or by a person with whom the taxpayer was not dealing at 
arm’s length. 


Regulations: 6700, 6700.1 (prescribed venture capital corporation); 6701 (prescribed 
labour-sponsored venture capital corporation); 6702 (prescribed assistance); 6705 (pre- 
scribed stock savings plan). 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


(j) [Repealed under former Act] 


(3) Deemed gain where amounts to be deducted from 
ACB exceed cost plus amounts to be added to ACB — 
Where 


(a) the total of all amounts required by subsection 53(2) (except 
paragraph 53(2)(c)) to be deducted in computing the adjusted 
cost base’ to a taxpayer of any property at any time in a taxation 
year 


exceeds 
(b) the total of 


(i) the cost to the taxpayer of the property determined for the 
purpose of computing the adjusted cost base to the taxpayer 
of that property at that time, and 


(ii) all amounts required by subsection 53(1) to be added to 
the cost to the taxpayer of the property in computing the ad- 
justed cost base to the taxpayer of that property at that time, 


the following rules apply: 


(c) subject to paragraph 93(1)(b), the amount of the excess shall 
be deemed to be a gain of the taxpayer for the year from a dispo- 
sition at that time of the property, 


(d) for the purposes of section 93, the definition “foreign accrual 
property income” in subsection 95(1) and section 110.6, the pro- 
perty shall be deemed to have been disposed of by the taxpayer 
in the year, and 
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(e) for the purposes of section 93, the amount of the excess shall 
be deemed to be proceeds of disposition of the property to the 
taxpayer. 
Related Provisions: 40(3.1)-(3.2) — Deemed capital gain or loss for passive part- 
ners; 53(1)(a) — Deemed gain added to adjusted cost base of property; 93(1) — Elec- 
tion re disposition of share in foreign affiliate; 98(1)(c) — Where partnership ceases to 
exist; 98.1(1)(c) — Residual interest in partnership. 
History: That portion of subsec. 40(3) following para. (b) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), s. 23, applicable to 1987 et seq. That portion formerly read: 
the amount of the excess shall be deemed to be a gain of the taxpayer for the 
year from a disposition at that time of that property and for the purposes of sec- 
tion 110.6, that property shall be deemed to have been disposed of by: the tax- 
payer in the year. 
Selected Cases [subsec. 40(3)]: 7rzop v. R., [2000] 4 C.T.C. 2093 (TCC) (Gain 
from deemed disposition of asset did not change basis of assessment from which earlier 
appeal taken); Stursberg (R.K.G.) v. MNR, [1993] 2 C.T.C. 76 (FCA) (Transactions 
resulting in reduction of partner’s share and corresponding increase of another partner’ s 
share was disposition of part of first partner’s interest, not distribution of capital). 


Interpretation Bulletins: IT-242R: Retired partners; IT-278R2:; Death of a partner 
or of a retired partner, 


(3.1) Deemed gain for certain partners — Where, at the end 
of a fiscal period of a partnership, a member of the partnership is a 
limited partner of the partnership, or is a member of the partnership 
who was a specified member of the partnership at all times since 
becoming a member, except where the member’s partnership inter- 
est was held by the member on February 22, 1994 and is an ex- 
cluded interest at the end of the fiscal period, 


(a) the amount determined under subsection (3.11) is deemed to 
be a gain from the disposition, at the end of the fiscal period, of 
the member’s interest in the partnership; and 


(b) for the purpose of section 110.6, the interest is deemed to 
have been disposed of by the member at that time. 


Related Provisions: 40(3.12) — Election for deemed capital loss where ACB is 
later positive; 40(3.131) — Specified member of partnership — anti-avoidance rule; 
40(3.14) — Limited partner; 40(3.15) — Excluded interest; 40(3.18) — Grandfathered 
partners; 40(3.19) — Subsec. 40(3.1) takes precedence over 40(3); 40(3.2) — Paras. 
98(1)(c) and 98.1(1)(c) take precedence; 53(1)(e)(vi) — Addition to adjusted cost base; 
53(2)(c)(i.3), (1.4) — Reduction in adjusted cost base. 


History: Subsec. 40(3.1) amended by 1998, c. 19, subsec. 89(3), applicable after Feb- 
ruary 21, 1994, except that subsec. 40(3.1) does not apply to a member of a partnership 
before the end of the partnership’s fifth fiscal period that ends after 1994 if the follow- 
ing conditions are met: 


(a) the member acquired the partnership interest before 1995; 


(b) all or substantially all of the property (other than money) of the partnership is a 
film production or an interest in one or more partnerships all or substantially all of 
the property of which is a film production; 


(c) the principal photography of the production (or, in the case of a production that 
is a television series, an episode of the series) began before 1995; 


(d) the funds used to produce the film production were raised before 1995 and the 
principal photography of the production was completed, and the funds were ex- 
pended, before 1995 (or, in the case of a film production prescribed for the purpose 
of subpara. 96(2.2)(d)(ii), the principal photography of the production was com- 
pleted, and the funds were expended, before March 2, 1995); and 


(e) one of the following conditions is met: 
(i) the producer of the production 


(A) had, before February 22, 1994, entered into a written agreement for 
the pre-production, distribution, broadcasting, financing or acquisition of 
the production or the acquisition of the screenplay for the production, or 


(B) had entered into a written contract before February 22, 1994 with a 
screenwriter to write the screenplay for the production; 


(ii) the producer of the production received before 1995 a commitment for 
funding or government assistance (or an advance ruling or active status letter 
in respect of eligibility for such funding or other government assistance) for 
the production from a federal or provincial government agency the mandate of 
which is related to the provision of assistance to film productions in Canada, 
or 


(iii) the production is a continuation of a television series an episode of which 
satisfies the requirements of this paragraph. 


The subsec. formerly read: 
(3.1) Where, at the end of a fiscal period of a partnership, a member of the part- 
nership is a limited partner of the partnership or is a member of the partnership 


who was a specified member of the partnership at all times since becoming a 
member (except where the member’s partnership interest was held by the mem- 
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ber on February’ 22, 1994 and is an excluded interest at the end of the fiscal 
period), the amount determined under subsection (3.11) shall be deemed to be a 
gain from the disposition, at the end of the fiscal period, of the member’s interest 
in the partnership and, for the purpose of section 110.6, the interest shall be 
deemed to have been disposed of by the member at that time.- 
Subsec. 40(3.1) added by 1995, c. 3, subsec. 12(2), applicable after February 21, 1994, 
except that subsec. 40(3.1) does not apply to a member of a partnership before the end 
of the partnership’s fifth fiscal period ending after 1994 where the following conditions 
are met: 
(a) the member acquires the partnership interest before 1995; 
(b) all or substantially all of the property (other than money) of the partnership is a 
film production or an interest in one or more partnerships all or substantially all of 
the property of which is a film. production; 
(c) the principal photography of the production (or, in the case of a television se- 
ries, an episode of the series) commences before 1995; 
(d) the funds used to produce the film production are raised before 1995 and the 
principal photography of the production is completed, and the funds are expended, 
before 1995 (or, in the case of a film production prescribed for the purpose of 
subpara. 96(2.2)(d)(ii), the principal photography of the production is completed, 
and the funds are expended, before March 2, 1995); and 


(e) one of the following conditions is met: 


(i) the producer of the production has, before February 22, 1994, entered into a 
written agreement for the pre-production, distribution, broadcasting, financing 
or acquisition of the production or the acquisition of the screenplay for the 
production (or has entered into a written contract before February 22, 1994 
with a screenwriter to write the screenplay for the production), 


(ii) the producer of the production receives before 1995 a commitment for 
funding or government assistance (or an advance ruling or active status letter 
in respect of eligibility for such funding or other government assistance) for 
the production from a federal or provincial government agency the mandate of 
which is related to the provision of assistance to film productions in Canada, 
or 


(iii) the production is a continuation of a television series an episode of which 
satisfies the requirements of paragraph (e). 


1.T. Technical News: 5 (adjusted cost base of partnership interest). 


(3.11) Amount of gain — For the purpose of subsection (3.1), the 
amount determined at any time under this subsection in respect of a 
member’s interest in a partnership is the amount determined by the 
formula 


A-B 
where 


A is the total of all amounts required by subsection 53(2) to be 
deducted in computing the adjusted cost base to the member of 
the interest in the partnership at that time, and 


Bis the total of 


(a) the cost to the member of the interest determined for the 
purpose of computing the adjusted cost base to the member 
of the interest at that time, and 


(b) all amounts required by subsection 53(1) to be added to 
the cost to the member of the interest in computing the ad- 
justed cost base to the member of the interest at that time. 


in computing the adjusted cost base to the, member of e. 
interest in the partnership at that time, ae - 

_ (b) where the member is a member of a professional 
nership, and that time is the end of the fi er 
partnership, the amount referred on As 
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Bo is ; the total: fe: 
_(a) the cost to the en of the i interest determi 


ine forte | 


is 


D\all dosdgsaemeed ile 1 53(1), mide po 
the cost to the member of the interest in computing the: ad-— 


198 


Subdivision c — Taxable Capital Gains S.'40(3.131) 
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(3.12) Deemed loss for certain partners — Where a corpora- 
tion, an individual (other than a trust) or a testamentary trust (each 
of which is referred to in. this subsection as the “‘taxpayer”’) is a 
member of a partnership at the end of a fiscal period of the partner- 
ship, the taxpayer shall be deemed to have a loss from the disposi- 
tion at that time of the member’s interest in the partnership equal to 
the amount that the taxpayer elects in the taxpayer’s return of in- 
come under this Part for the taxation year that includes that time, 
not exceeding the lesser of 


(a) the amount, if any, by which 


(i) the total of all amounts each of which was an amount 
deemed by subsection (3.1) to be a gain of the taxpayer from 
a disposition of the interest before that time 


exceeds 
(ii) the total of all amounts each of which was an amount 


deemed by this subsection to be a loss of the taxpayer from a 
disposition of the interest before that time, and 


(b) the adjusted cost base to the taxpayer of the interest at that 
time. 
Related Provisions: 53(2)(c)(i.2) — Reduction in adjusted cost base. 


History: Subsec. 40(3.12) added by 1995, c. 3, subsec. 12(2), applicable after Febru- 
ary 21, 1994. 


(3.13) Artificial transactions — For the purpose of applying sec- 
tion 53 at any time to a member of a partnership who would be a 
member described in subsection (3.1) of the partnership if the fiscal 
period of the partnership that includes that time ended at that time, 
where at any time after February 21, 1994 the member of the part- 
nership makes a contribution of capital to the partnership and 


(a) the partnership or a person or partnership with whom the 
partnership does not deal at arm’s length 


(1) makes a loan to the member or to a person with whom the 
member does not deal at arm’s length, or 


(ii) pays an amount as, on account of, in lieu of payment of 
or in satisfaction of, a distribution of the member’s share of 
the partnership profits or partnership capital, or 


-(b) the member or a person with whom the member does not 
deal at arm’s length becomes indebted to the partnership or a 
person or partnership with whom the partnership does not deal at 
arm’s length, 


and it is established, by me ieat events. or otherwise, that. the 
loan, payment or indebtedness, as the case may be, was made or 
arose as part of a series of contributions and such loans, payments 
or other transactions, the contribution of capital‘shall be deemed not 
to have been made. ' 

Related Provisions: 251 — Arm’s length. 


History: Subsec. 40(3.13) added by 1995, c. 3, subsec. 12(2), applicable after Febru- 
ary 21, 1994. 


(3.131) Specified member of a partnership — Where it can 
reasonably be considered that one of the main reasons that a mem- 
ber of a partnership was not a specified member of the partnership 


General Director, Tax Le isk on Divi on, ‘Tax Poli oy Branch 
Related Provisions: 406. es Meaning of “professional j ee 


Related Provisions: 257 + Formula cannot calculate to less than'zero. at all times since becoming a member of the partnership is to avoid 
History: Subsec.'40(3/11) added by 1995, ¢. 3, subsec. 12(2), applicable after Febru- | the application of subsection (3.1) to the’ member's interest in the 
ary 21, 1994. partnership, the member is deemed for the purpose of that subsec- 
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tion to have been a specified member of the partnership at all times 
since becoming a member of the partnership. 
Related Provisions: 127.52(2.1) — Parallel rule for minimum tax purposes. 


History: Subsec. 40(3.131) added by 1998, c. 19, subsec. 89(4), applicable after April 
26, 1995. 


(3.14) Limited partner — For the purpose of subsection (3.1), a 
member of a partnership at a particular time is a limited partner of 
the partnership at that time if, at that time or within 3 years after 
that time, 


(a) by operation of any law governing the partnership arrange- 
ment, the liability of the member as a member of the partnership 
is limited (except by operation of a provision of a statute of Can- 
ada or a province that limits the member’s liability only for 
debts, obligations and liabilities of the partnership, or any mem- 
ber of the partnership, arising from negligent acts or omissions 
or misconduct that another member of the partnership or an em- 
ployee, agent or representative of the partnership commits in the 
course of the partnership business while the partnership is a lim- 
ited liability partnership); 


Proposed Amendment — 40(3.14)(a) 


(a) by operation of any law governing the partnership arrange- 
ment, the liability of the member as a member of the partner- 
ship is limited (except by operation of a provision of a statute 
of Canada or a province that limits the member’s liability only 
for debts, obligations and liabilities of the partnership, or any 
member of the partnership, arising from negligent acts or 
omissions, from misconduct or from fault of another member 
of the partnership or an employee, an agent or a representative 
of the partnership in the course of the partnership business 
while the partnership is a limited liability partnership); — 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 15(3), 
will amend para. 40(3.14)(a) to read as above, applicable after June 20, 2001. 


Technical Notes (July 2010): Subsection 40(3.1) provides that a member of a 
partnership is considered to realize a capital gain from the disposition, at the end of a 
fiscal period of the partnership, of the member’s interest in the partnership where, at 
the end of the fiscal period, the member is a limited partner or was, since becoming a 
partner, a “specified member” of the partnership anc the Bee s aie cost pase 
of the interest is negative at that time. y 
Subsection 40(3.14) provides : an extended definition of “limited Gainer * for the ‘pur- 
pose of determining whether a member’s interest in a ibaa is subject t to y the 
negative adjusted cost base rule in subsection 40(3.1). j 
Paragraph 40(3.14)(a) provides that a member of a partnership is a “limited partner” 
if, by operation of law governing the partnership agreement, the liability of the mem- 
ber as a member is limited. However, paragraph 40(3.14)(a) does not apply in cases 
where a member’s liability is limited by operation of a statutory provision of Canada 
(or of a province) that limits the member’s liability only for the debts, obligations 
and liabilities of a limited liability partnership (or of any member of the partnership) 
arising from negligent acts or omissions of another member of the partnership (or of 
an employee, agent or representative of the partnership) in the course of the partner- 
ship business and while the partnership is a limited liability partnership. 

The Province of Quebec has amended its legislation concerning partnerships | to allow 
partners to carry on their activities within a limited liability partnership. That legisla- 
tion refers to the civil law concept of “fault/fautes”. Paragraph 40(3.14)(a) of the 
English version does not currently refer to the civil law concept of “fault” and is 
amended to do so, effective after June 20, 2001. 


Proposed Amendment — 40(3.14)(a) 
Letter from Dept. of Finance, July 11, 2003: Sce under 40(3.1). 


(b) the member or a person not dealing at arm’s length with the 
member is entitled, either immediately or in the future and either 
absolutely or contingently, to receive an amount or to obtain a 
benefit that would be described in paragraph 96(2.2)(d) if that 
paragraph were read without reference to subparagraphs (ii) and 
(v1); 

(c) one of the reasons for the existence of the member who owns 
the interest 


(i) can reasonably be considered to be to limit the liability of 
any person with respect to that interest, and 


(ii) cannot reasonably be considered to be to permit any per- 
son who has an interest in the member to carry on the per- 
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son’s business (other than an investment business) in the 
most effective manner; or 


(d) there is an agreement or other arrangement for the disposi- 
tion of an interest in the partnership and one of the main reasons 
for the agreement or arrangement can reasonably be considered 
to be to attempt to avoid the application of this subsection to the 
member. 
Related Provisions: 96(2.4) — Definition of limited partner for purposes of at-risk 
amount. 
History: Para. 40(3.14)(a) amended by 2001, c. 17, subsec. 25(2), applicable after 
1997. Para. 40(3.14)(a) formerly read: 
(a) by operation of any law governing the partnership arrangement, the liability 
of the member as a member of the partnership is limited; 


Para. 40(3.14)(b) amended by 1998, c. 19, subsec. 89(5), applicable to fiscal periods 
that end after November 1994. The para. formerly read: 


(b) the member or a person with whom the member does not deal at arm’s length 
is entitled to receive an amount or obtain a benefit that would be described in 
paragraph 96(2.2)(d) if it were read without reference to subparagraphs 
96(2.2)(d)(ii) and (vi); 
Subsec. 40(3.14) added by 1995, c. 3, subsec. 12(2), applicable after February 21, 
1994, 


(3.15) Excluded interest — For the purpose of subsection (3.1), 
an excluded interest in a partnership at any time means an interest 
in a partnership that actively carries on a business that was carried 
on by it throughout the period beginning February 22, 1994 and 
ending at that time, or that earns income from a property that was 
owned by it throughout that period, unless in that period there was a 
substantial contribution of capital to the partnership or a substantial 
increase in the indebtedness of the partnership. 

Related Provisions: 40(3.16)— Amounts considered not to be substantial; 
40(3.17) — Whether carrying on business before February 22, 1994; 
53(2)(c)(.4)(E) — Effect of excluded interest on ACB of partnership with 1995 stub 
period income. 


History: Subsec. 40(3.15) added by 1995, c. 3, subsec. 12(2), applicable after Febru- 
ary 21, 1994. 


(3.16) Amounts considered not to be substantial — For the 
purpose of subsection (3.15), an amount will be considered not to 
be substantial where 


(a) the amount 


(i) was raised pursuant to the terms of a written agreement 
entered into by a partnership before February 22, 1994 to is- 
sue an interest in the partnership and was expended on ex- 
penditures contemplated by the agreement before 1995 (or 
before March 2, 1995 in the case of amounts expended to 
acquire a film production prescribed for the purpose of sub- 
paragraph 96(2.2)(d)(ii) the principal photography of which 
or, in the case of such a production that is a television series, 
one episode of the series, commences before 1995 and the 
production is completed before March 2, 1995, or an interest 
in one or more partnerships all or substantially all of the pro- 
perty of which is such a film production), 


(11) was raised pursuant to the terms of a written agreement 
(other than an agreement referred to in subparagraph (i)) en- 
tered into by a partnership before February 22, 1994 and was 
expended on expenditures contemplated by the agreement 
before 1995 (or before March 2, 1995 in the case of amounts 
expended to acquire a film production prescribed for the pur- 
pose of subparagraph 96(2.2)(d)(ii) the principal photogra- 
phy of which or, in the case of such a production that is a 
television series, one episode of the series, commences 
before 1995 and the production is completed before March 2, 
1995, or an interest in one or more partnerships all or sub- 
stantially all of the property of which is such a film produc- 
tion), 


(iii) was used by the partnership before 1995 (or before 
March 2, 1995 in the case of amounts expended to acquire a 
film production prescribed for the purpose of subparagraph 
96(2.2)(d)(ii) the principal photography of which or, in the 
case of such a production that is a television series, one epi- 
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sode of the series, commences before 1995 and the produc- 
tion is completed before March 2, 1995, or an interest in one 
or more partnerships all or substantially all of the property of 
which is such a film production), to make, an expenditure re- 
quired to be made pursuant to the terms of a written agree- 
ment entered into by the partnership before February 22, 
1994, or 


(iv) was used to repay a loan, debt or contribution of capital 
that had been received or incurred in respect of any such 
expenditure; 


(b) the amount was raised before 1995 pursuant to the terms of a 
prospectus, preliminary prospectus, offering memorandum or re- 
gistration statement filed before February 22, 1994 with a public 
authority in Canada pursuant to and in accordance with the se- 
curities legislation of Canada or of a province and, where re- 
quired by law, accepted for filing by the public authority, and 
expended before 1995 (or before March 2, 1995 in the case of 
amounts expended to acquire a film production prescribed for 
the purpose of subparagraph 96(2.2)(d)(ii), or an interest in one 
or more partnerships all or substantially all of the property of 
which is such a film production) on expenditures contemplated 
by the document that was filed before February 22, 1994; 


(c) the amount was raised before 1995 pursuant to the terms of 
an offering memorandum distributed as part of an offering of 
securities where 


(i) the memorandum contained a complete or substantially 
complete description of the securities contemplated in the of- 
fering as well as the terms and conditions of the offering, 


(ii) the memorandum was distributed before February 22, 
1994, 


(i11) solicitations in respect of the sale of the securities con- 
templated by the memorandum were made before February 
22, 1994, 


(iv) the sale of the securities was substantially in accordance 
with the memorandum, and 


(v) the funds are expended in accordance with the memoran- 
dum before 1995 (except that the funds may be expended 
before March 2, 1995 in the case of a partnership all or sub- 
stantially all of the property of which is a film production 
prescribed for the purpose of subparagraph 96(2.2)(d)(ii) the 
principal photography of which or, in the case of such a pro- 
duction that is a television series, one episode of the series, 
commences before 1995 and the production is completed 
before March 2, 1995, or an interest in one or more partner- 
ships all or substantially all of the property of which is such a 
film production); or 


(d) the amount was used for an activity that was carried on by 
the partnership on February 22, 1994 but not for a significant 
expansion of the activity nor for the ScquNsttOn, or production of 
a film production. 


Related Provisions: 40(3.17) — Partnership deemed to have carried on business 
before Feb. 22, 1994; 40(3.18)(d) — Grandfathering of certain partnership interests. 


History: Subsec. 40(3.16) added by 1995, c. 3, subsec. 12(2), applicable after Febru- 
ary 21, 1994. 


(3.17) Whether carrying on business before February 22, 
1994 — For the purpose of subsection (3.15), a partnership in re- 
spect of which paragraph (3.16)(a), (b) or (c) applies shall be con- 
sidered to have actively carried on the business, or earned income 
from the property, contemplated in the document referred to in that 
paragraph throughout the period beginning February 22, 1994 and 
ending on the earlier of the closing date, if any, stipulated in the 
document and January 1, 1995. 

History: Subsec. 40(3.17) added by 1995, c. 3, subsec. 12(2), applicable after Febru- 
ary 21, 1994. 


(3.18) Deemed partner — For the purpose of subsection (3.1), a 
member of a partnership who acquired an interest in the partnership 
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after February 22, 1994 shall be deemed to have held the interest on 
February 22,1994 where the member acquired the interest 


(a) in circumstances in which 
(i) paragraph 70(6)(d.1) applied, 
(ii) where the member is an individual, the member’s spouse 


or common-law partner held the partnership interest on Feb- 
ruary 22, 1994, 


(iii) where the member is a trust, the taxpayer by whose will 
the trust was created held the partnership interest on Febru- 
ary 22, 1994, and 


(iv) the partnership interest was, immediately before the 
death of the spouse or common-law partner or the taxpayer, 
as the case may be, an excluded interest; 


(b) in circumstances in which 
(i) paragraph 70(9.2)(c) applied, 


(ii) the member’s parent held the partnership interest on Feb- 
ruary 22, 1994, and 


(iii) the partnership interest was, immediately before the par- 
ent’s death, an excluded interest; 


(c) in circumstances in which 
(i) paragraph 70(9.3)(e) applied, 
(ii) the trust referred to in subsection 70(9.3) or the taxpayer 


by whose will the trust was created held the partnership inter- 
est on February 22, 1994, and 


(iii) the partnership interest was, immediately before the 
death of the spouse or common-law partner referred to in 
subsection 70(9.3), an excluded interest;:or 


(d) before 1995 pursuant to a document referred to in subpara- 
graph (3.16)(a)(i) or paragraph (3.16)(b) or (c). 
Related Provisions: 252(2)(a) — Extended meaning of “parent”. 
History: Subparas.'40(3.18)(a)(ii), (a)(iv) and (c)(iii) amended by 2000, c. 12, Sch. 2, 
s. 1, to replace “spouse” with “spouse or common-law partner’, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 
Subsec. 40(3.18) added by 1995, c. 3, subsec. 12(2), applicable after February 21, 
1994. 


(3.19) Non-application of subsec. (3) — Subsection (3) does 
not apply in any case where subsection (3.1) applies. 


History: Subsec. 40(3.19) added by 1995, c. 3, subsec. 12(2), applicable after Febru- 
ary 21, 1994. 


(3.2) Non-application of subsec. (3.1) — Subsection (3.1) does 
not apply in any case where paragraph 98(1)(c) or 98.1(1)(c) 
applies. 
History: Subsec. 40(3.2) added by 1995, c. 3, subsec. 12(2), applicable after February 
21, 1994, 


(3.21) Deemed capital gain under s. 180.01 — If, in respect of 
a taxation year, a taxpayer has made an election under subsection 
180.01(1), the amount deemed to be a capital gain under paragraph 
180.01(2)(b) is deemed to be a gain from the disposition of property 
for the taxation year. 

Related Provisions: 122:5(1)‘‘adjusted income’’(a)(ii), | 122.6“adjusted © in- 
come’’(a)(ii), 122.7(1)“adjusted net income’’(b) — Inclusion under 40(3.21) does not 
affect entitlement to GST/HST Credit, Child Tax Benefit or Working Income Tax Ben- 
efit; 180.2(1)“adjusted, income’’(a)(iii) — Inclusion under 40(3.21) does not affect Old 
Age Security clawback. 

History: Subsec. 40(3.21) added by 2010, c. 25, s. 8, deemed to have come into force 
on March 4, 2010. 


(3.3) When subsection (3.4) applies — Subsection (3.4) ap- 
plies when 


(a) a corporation, trust or partnership (in this subsection and sub- 
section (3.4) referred to as the “transferor”) disposes of a partic- 
ular capital property (other than depreciable property of a pre- 
scribed class) otherwise than in a disposition described in any of 
paragraphs (c) to (g) of the definition “superficial loss” in sec- 
tion 54; 
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(b) during the period that begins 30 days before and ends 30 
days after the disposition, the transferor or a person affiliated 
with the transferor acquires a property (in this subsection and 
subsection (3.4) referred to as the “substituted property’’) that is, 
or is identical to, the particular property; and 


(c) at the end of the period, the transferor or a person affiliated 
with the transferor owns the substituted property. 
Related Provisions: 93(2)—(2.3) — Loss on disposition of share of foreign affiliate; 
95(2)(h)-(h.5) — Application to FAPI; 251.1 — Affiliated persons. 
History: Subsecs. 40(3.3) added by 1998, c. 19, subsec. 89(6), applicable, subject to s. 


247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. 


1.T. Application Rules: 26(5)(c)(ii)(A) (where property owned since June 18, 1971). 
CRA Audit Manual: 29.2.4: Specific exceptions to capital gain and loss rules. 


(3.4) Loss on certain properties — If this subsection applies 
because of subsection (3.3) to a disposition of a particular property, 


(a) the transferor’s loss, if any, from the disposition is deemed to 
be nil, and 


(b) the amount of the transferor’s loss, if any, from the. disposi- 
tion (determined without reference to paragraph (2)(g) and this 
subsection) is deemed to be a loss of the transferor from a dispo- 
sition of the particular property at the time that is immediately 
before the first time, after the disposition, 


(i) at which a 30-day period begins throughout which neither 
the transferor nor a person affiliated with the transferor owns 


(A) the substituted property, or 


(B) a property that is identical to the substituted property 
and that was acquired after the day that is 31 days before 
the period begins, 


(ii) at which the property would, if it were owned by the 
transferor, be deemed by section 128.1 or subsection 149(10) 
to have been disposed of by the transferor, 


(11) that is immediately before control of the transferor is ac- 
quired by a person or group of persons, where the transferor 
is a corporation, 


(iv) at which the transferor or a person affiliated with the 
transferor is deemed by section 50 to have disposed of the 
property, where the substituted property is a debt or a share 
of the capital stock of a corporation, or 


(v) at which the winding-up of the transferor begins (other 
than a winding-up to which subsection 88(1) applies), where 
the transferor is a corporation, 


and, for the purpose of paragraph (b), where a partnership otherwise 
ceases to exist at any time after the disposition, the partnership is 
deemed not to have ceased to exist, and each person who was a 
member of the partnership immediately before the partnership 
would, but for this subsection, have ceased to exist is deemed to 
remain a member of the partnership, until the time that is immedi- 
ately after the first time described in subparagraphs (b)(i) to (v). 


Related Provisions: 13(21.2)— Parallel rule for depreciable capital property; 
14(12) — Parallel rule for eligible capital property; 18(13)-(15) — Parallel rule for 
share or debt owned by financial institution; 40(3.5) — Deemed identical property; 
40(3.6) — Where share in corporation disposed of to the corporation; 40(3.61) — Ex- 
ception where estate loss carried back; 69(5)(d) — No application where corporate pro- 
perty appropriated by shareholder on windup; 87(2)(g.3) — Amalgamations — contin- 
uing corporation; 93(2)—(2.3), (4) — Loss on disposition of share of foreign affiliate; 
95(2)(h.1)(v) — Parallel rules for FAPI; 112(3)-(4.22) — Reduction in capital loss on 
shares where dividends previously paid; 139.1(18) — Holding corporation deemed not 
to acquire control of insurer on demutualization; 248(12) — Whether properties are 
identical; 256(6)-(9) — Whether control acquired. 


History: Subsecs. 40(3.4) added by 1998, c. 19, subsec. 89(6), applicable, subject to s. 
247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995, 


interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


CRA Audit Manual: 29.2.4: Specific exceptions to capital gain and loss rules. 
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(3.5) Deemed identical property — For the purposes of subsec- 
tions (3.3) and (3.4), 


(a) a right to acquire a property (other than a right, as security 
only, derived from a mortgage, hypothec, agreement for sale or 
similar obligation) is deemed to be a property that is identical to 
the property; 

(b) a share of the capital stock of a corporation that is acquired 
in exchange for another share in a transaction to which section 
51, 85.1, 86 or 87 applies is deemed to be a property that is 
identical to the other share; 


Proposed Amendment — 40(3. 5)(b) 


() a share of the capital stock o F a corporation that is acquired 
in exchange for another share in a transaction is deemed to. be 
_ @ property that is identical to ‘the other share if. 


(i) section 51, 86, or 87 applies to the transaction, or 
oP the following conditions are met, namely, 
Be section 85.1 applies. to. ‘the transaction, 


(B) subsection (3.4) suiaah toa BHeE chains of the 
other share, and ab 


(C) none of the times Essai tect in sin ih subparagraphs 
-—(B3.4)(b)G) to (vy), has occurred in Fespert of fhe prior 
disposition; 4 : 


Aoolieeior The July 16, 2010 draft ee Part ie - tcuniiiealy wines, 1504), 
will amend para. 40(3.5)(b) to read as above, applicable to dispositions of property 
that occur after April 26, 1995, except that it does not apply to any of those disposi- 
tions by a person or partnership that occurred before 1996 and that is described in 
subsec. 247(1) of the Income Tax Amendments Act, 1997 (S.C. 1998, c. 19; see 
Grandfathering provision reproduced after s. 262 and the Schedule] unless the person 
or partnership, as the case may nie — a _ even ~~ subsec. mp of _ 
Act. yy 


Technical Notes (July, ono en 403 .3) and @. 4) set out e tiles under 
which losses on certain dispositions of non-depreciable capital property ; are deferred. 

In some cases, the application of these rules is contingent upon whether. ‘one property 
is identical to the disposed of non-depreciable capital property. yy 

Current paragraph 40(3.5)(b) treats a share that is acquired in exchange for another 
share under any of a number of sections as being identical to that other share. One of 
the effects of this deeming rule is to ensure that a deferred loss is not eg ata 
realized through a transaction under one of those sections. — 


For example, assume that a taxpayer, who on Day 1 disposed ofa share for proceeds 
that were less than the taxpayer’s adjusted cost base of the share, ‘reacquired an iden- 
tical share on Day 15. Under the loss-deferral rules, the taxpayer’ s loss on the dispo- 
sition will be deferred until, generally, neither. the taxpayer nor an affiliated person — 
owns such a share. If the taxpayer then. exchanged that share for another, under for 
example an exchange under section 86, it would be appropriate to continue to defer 
recognition of the deferred loss until that substituted share is disposed of. This is 
accomplished by a the share = cai of the spares as identical to ie share 
given up. 


However, paragraph 40(3. 5)(b) can have an inappropriate effect where a Ue caves 
uses the share-for-share exchange rule in section 85.1. Provided certain criteria are 
satisfied, that section permits a share-for-share exchange to take place on ae tax. de- 
ferred basis, but it also allows the hanging shareholder to realize a loss. S 
holder who chooses to do so may find that paragraph 40(3. 5)(b) forces a defe: 
that loss — even though the loss arises from the section 85.1 sos tps itse ee 
from a previous disposition as in the above example. | 
Paragraph 40(3.5)(b) is amended to deem a share that is acquired in exchange for 
another share under section 85.1 to be identical to that other share only if the loss in — 
respect of the exchanged share is suspended at the time of the exchange by virtue of. 
subsections 40(3.3) and (3.4). — : 
This amendment to paragraph 40(3.5)(b) applies to dispositions of property that oc- - 
cur after April 26,°1995,. ait to the coming-into-force provisions that haietye 
enacted subsection 40(3.5).. 
Letter from Dept. of Fiance, Nov. 17, 1997: 


Mr. Steve Suarez, Bennett Jones Verchere, Toronto io bis shu 

Re: Proposed. Subsections 40(3. 3)3. > — Loss deferral cies ; 
Dear Mr. Suarez: : CO : 
Iam writing further to your recent discussion of proposed inches bce us subsee= 
tions 40(3.3) and following, with Lawrence Purdy of this Division. oe 
You have described a situation in which you consider that these heal atid. 
ate inappropriately, and have asked for our comments. As I understand that you have © 
a client for whom this is an immediate concern, we have given this some priority. — 
Proposed subsections 40(3.3) to (3.5) set out rules that would apply where, in general 
terms, a corporation, partnership or trust would otherwise realize a loss on disposi- 


202 


Subdivision c — Taxable Capital Gains 


tion of peal aeapnee hp arin pee an affili 


after the initial trans 
85. i ole is 


at cee: in some circumstances, would be contradicted — — the shares taken back would 
and the loss would be deferr 


I agree that this sont not be an appropriate r sult, at least wher ve 
purchaser (as they are escapee in subsection 85. ae are Bot afiited 


affiliated with the nee ae ite ly after the eychinge 


We will recommend that a clarifying change ‘to the relevant rules be ‘included i 
future package of amendments. Since the change would be a strictly technical cor 


S. 40(3.6) 


ct ‘0 recommend that the nae ape 


(b. 1); a : Shir of the ‘Sagi stack of a SIFT wind: -up cp Gratis 
in respect of a SIFT wind-up entity is, if the share was acquired 
before 2013, deemed to be a property that is identical to equity 
in the SIFT wind-up entity; 

(c) where subsections (3.3) and (3.4) apply to the disposition by 
a transferor of a share of the capital stock of a corporation, and 
after the disposition the corporation is merged with one or more 
other corporations, otherwise than in a transaction in respect of 
which paragraph (b) applies to the share, or is wound up in a 
winding-up to which subsection 88(1) applies, the corporation 
formed on the merger or the parent (within the meaning assigned 
by subsection 88(1)), as the case may be, is deemed to own the 
share while it is affiliated with the transferor; and 


(d) where subsections (3.3) and (3.4) apply to the disposition by 
a transferor of a share of the capital stock of a corporation, and 
after the disposition the share is redeemed, acquired or cancelled 
by the corporation, otherwise than in a transaction in respect of 
which paragraph (b) or (c) applies to the share, the transferor is 
deemed to own the share while the corporation is affiliated with 
the transferor. 

Related Provisions: 87(2)(g.4) — Amalgamations — continuing corporation. 

History: Para. 40(3.5)(b.1) added by 2009, c. 2, subsec. 10(1), applicable to disposi- 

tions that occur after November 27, 2008. 

Para. 40(3.5)(a) amended to add “hypothec” by 2001, c. 17, s. 205, in force June 14, 

2001. 


Subsecs: 40(3.5) added by 1998, c. 19, subsec. 89(6), applicable, subject to s. 247 of 
1998, c. 19 (grandfathering rule reproduced at the end of the Act), to dispositions of 
property that occur after April 26, 1995. 


Selected Cases [subsec. 40(3.5)]: Cascades Inc. v. R., [2010] 1 C.T.C. 1 (FCA); 
rev’g [2008] 5 C.T.C. 2153 (TCC) (Provision applies even if three conditions of 
40(3.3) not met). 


CRA Audit Manual: 29.2.4: Specific exceptions to capital gain and loss rules. 


(3.6) Loss on shares — Where at any time a taxpayer disposes, 
to a corporation that is affiliated with the taxpayer immediately af- 
ter the disposition, of a share of a class of the capital stock of the 
corporation (other than a share that is a distress preferred share as 
defined in subsection 80(1)), 


(a) the taxpayer’s loss, if any, from the disposition is deemed to 
be nil; and 


(b) in computing the adjusted cost base to the taxpayer after that 
time of a share of a class of the capital stock of the corporation 
owned by the taxpayer immediately after the disposition, there 
shall be added the proportion of the amount of the taxpayer’s 
loss from the disposition (determined without reference to para- 
graph (2)(g) and this subsection) that 


(i) the fair market value, immediately after the disposition, of 
the share 
is of 

(ii) the fair market value, immediately after the disposition, 
of all shares of the capital stock of the corporation owned by 
the taxpayer. 

Related Provisions: 40(3.61)— Exception where estate loss carried back; 

53(1)(f.2) — Addition to adjusted cost base; 69(5)(d) — No application where corpo- 


rate property appropriated by shareholder on windup; 84(3) — Deemed dividend of ex- 
cess of proceeds over paid-up capital; 251.1 — Affiliated persons. 


History: Subsecs. 40(3.6) added by 1998, c: 19, subsec. 89(6), applicable, subject to s. 
247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. 


Selected Cases [subsec. 40(3.6)]: Hess v. R., [2008] 4 C.T.C. 2059 (TCC) 
(Provision refers to the corporation buying back its own shares). 


CRA Audit Manual: 29.2.4: Specific exceptions to capital gain and loss rules. 
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S. 40(3.61) 


(3.61) Exception — estate loss carried back — If, in the 
course of administering the estate of a deceased taxpayer, the tax- 
payer’s legal representative elects in accordance with subsection 
164(6) to treat all or any portion of the estate’s capital loss (deter- 
mined without reference to subsections (3.4) and (3.6)) from the 
disposition of a share of the capital stock of a corporation as a capi- 
tal loss of the deceased taxpayer from the disposition of the share, 
subsections (3.4) and (3.6) apply to the estate in respect of the loss 
only to the extent that the amount of the loss exceeds the portion of 
the loss to which the election applies. 


History: Subsecs. 40(3.61) added by 2005, c. 19, s. 13, applicable to losses from dis- 
positions that occur or occurred after March 22, 2004. 


(3.7) Losses of non-resident — If an individual disposes of a 
property at any time after having ceased to be resident in Canada, 
for the purposes of applying subsections 100(4), 107(1) and 112(3) 
to (3.32) and (7) in computing the individual’s loss from the 
disposition, 
(a) the individual is deemed to be a corporation in respect of 
dividends received by the individual, or deemed under Part XIII 
to have been paid to the individual, at a particular time that is 
after the time at which the individual last acquired the property 
and at which the individual was non-resident; and 


(b) an amount on account of 


(i) each taxable dividend received by the individual at a par- 
ticular time described in paragraph (a), and 


(ii) each amount deemed under Part XIII to have been paid to 
the individual at a particular time described in paragraph (a), 
as a dividend from a corporation resident in Canada, to the 
extent that the amount can reasonably be considered to relate 
to the property, 


is deemed to be a taxable dividend that was received by the indi- 
vidual and that was deductible under section 112 in computing 
the individual’s taxable income or taxable income earned in 
Canada for the taxation year that includes that particular time. 


Related Provisions: 119 — Credit to former resident where stop-loss rule applies; 
128.1(6)(b), 128.1(7)(e) — Returning former resident of Canada. 


History: Subsec. 40(3.7) added by 2001, c. 17, subsec. 25(3), applicable to disposi- 
tions after December 23, 1998 by individuals who cease to be resident in Canada after 
October 1, 1996. 


(4) Disposal of principal residence to spouse or trust for 
spouse [or common-law partner] — Where a taxpayer has, 
after 1971, disposed of property to an individual in circumstances to 
which subsection 70(6) or 73(1) applied, for the purposes of com- 
puting the individual’s gain from the disposition of the property 
under paragraph (2)(b) or (c), as the case may be, 

(a) the individual shall be deemed to have owned the property 
throughout the period during which the taxpayer owned it; 
Selected Cases [para. 40(4)(a)]: Dumais v. MNR, [1990] 1 C.T.C. 342 (FCTD) 

(Capital gain from disposition of community property taxable to husband alone). 
(b) the property shall be deemed to have been the individual’s 
principal residence 
(i) in any case where subsection 70(6) is applicable, for any 
taxation year for which it would, if the taxpayer had desig- 
nated it in prescribed manner to have been the taxpayer’s 
principal residence for that year, have been the taxpayer’s 
principal residence, and 
(ii) in any case where subsection 73(1) is applicable, for any 
taxation year for which it was the taxpayer’s principal resi- 
dence; and 
(c) where the individual is a trust, the trust shall be deemed to 
have been resident in Canada during each taxation year during 
which the taxpayer was resident in Canada. 
Related Provisions: 40(7.1) — Effect of election to trigger capital gains exemption. 
Regulations: 2301 (prescribed manner of designation). 
Interpretation Bulletins: IT-120R6: Principal residence. 


(5) [Repealed] 


Income Tax Act, Part I, Division B 


History: Subsec. 40(5) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), s. 12, applicable 
to dispositions occurring after 1990. Subsec. 40(5) formerly read: 


(5) Where principal residence is property of trust for spouse — For the pur- 
poses of determining whether any property of a trust described in subsection 
70(6) or 73(1) was its principal residence for any taxation year, the reference in 
paragraph (a) of the definition “principal residence” in section 54 to “the tax- 
payer” shall be read as if it were a reference to the spouse referred to in subpara- 
graph 70(6)(b)(i) or 73(1)(c)(i), as the case may be. 


(6) Special rule concerning principal residence — Where a 
property was owned by a taxpayer, whether jointly with another 
person or otherwise, at the end of 1981 and continuously thereafter 
until disposed of by the taxpayer, the amount of the gain determined 
under paragraph (2)(b) in respect of the disposition shall not exceed 
the amount, if any, by which the total of 


(a) the taxpayer’s gain calculated in accordance with paragraph 
(2)(b) on the assumption that the taxpayer had disposed of the 
property on December 31, 1981 for proceeds of disposition 
equal to its fair market value on that date, and 


(b) the taxpayer’s gain calculated in accordance with paragraph 
(2)(b) on the assumption that that paragraph applies and that 


(i) the taxpayer acquired the property on January 1, 1982 ata 
cost equal to its proceeds of disposition as determined under 
paragraph (a), and 
(ii) the description of B in paragraph (2)(b) is read without 
reference to “one plus” 

exceeds 


(c) the amount, if any, by which the fair market value of the 
property on December 31, 1981 exceeds the proceeds of disposi- 
tion of the property determined without reference to this 
subsection. 
Related Provisions: 40(7.1) — Effect of election to trigger capital gains exemption. 
History: Subpara. 40(6)(b)(ii) amended by 1995, c. 3, subsec. 12(3), applicable to dis- 
positions that occur after February 22, 1994. Subpara. (ii) formerly read: 
(ii) subparagraph (2)(b)(i) is read without reference to “one plus” 
Interpretation Bulletins: IT-120R6: Principal residence. 


(7) Property in satisfaction of interest in trust — Where pro- 
perty has been acquired by a taxpayer in satisfaction of all or any 
part of the taxpayer’s capital interest in a trust, in circumstances to 
which subsection 107(2) applies and subsection 107(4) does not ap- 
ply, for the purposes of paragraph (2)(b) and the definition “princi- 
pal residence” in section 54, the taxpayer shall be deemed to have 
owned the property continuously since the trust last acquired it. 
Related Provisions: 40(7.1) — Effect of election to trigger capital gains exemption; 
107(2.01) — Principal residence distribution by spouse trust. 


Interpretation Bulletins: IT-120R6: Principal residence; IT-437R: Ownership of 
property (principal residence). 


(7.1) Effect of election under subsec. 110.6(19) — Where an 
election was made under subsection 110.6(19) in respect of a pro- 
perty of a taxpayer that was the taxpayer’s principal residence for 
the 1994 taxation year or that, in the taxpayer’s return of income for 
the taxation year in which the taxpayer disposes of the property or 
grants an option to acquire the property, is designated as the tax- 
payer’s principal residence, in determining, for the purposes of par- 
agraph (2)(b) and subsections (4) to (7), the day on which the pro- 
perty was last acquired or reacquired by the taxpayer and the period 
throughout which the property was owned by the taxpayer this Act 
shall be read without reference to subsection 110.6(19). 

History: Subsec. 40(7.1) added by 1995, c. 3, subsec. 12(4), applicable to dispositions 
that occur after February 22, 1994. 

Interpretation Bulletins: IT-120R6: Principal residence. 


(8) Application of subsec. 70(10) — The definitions in subsec- 
tion 70(10) apply to this section. 

Origin of subsec. 40(8): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 70(10)). 


(9) Additions to taxable Canadian property — If a non-resi- 
dent person disposes of a taxable Canadian property 


(a) that the person last acquired before April 27, 1995, 


204 


Subdivision c — Taxable Capital Gains 


(b) that would not be a taxable Canadian property immediately 
before the disposition if section 115 were read as it applied to 
dispositions that occurred on April 26, 1995, and 


(c) that would be a taxable Canadian property immediately 
before the disposition if section 115 were read as it applied to 
dispositions that occurred on January 1, 1996, 


the person’s gain or loss from the disposition is deemed to be the 
amount determined by the formula 


A x B/C 
where 


A is the amgunt of the gain or loss determined without reference to 
this subsection; 


B_ is the number of calendar months in the period that begins with 
May 1995 and ends with the calendar month that includes the 
time of the disposition; and 


Cis the number of calendar months in the period that begins with 
the calendar month in which the person last acquired the pro- 
perty and ends with the calendar month that includes the time of 
the disposition. 

Related Provisions: ITAR 26(30) — Relief for property held since pre-1972 does 


not apply to property that became taxable Canadian property due to amendments effec- 
tive 1995. 


History: The portion of subsec. 40(9) before the formula amended by 2001, c. 17, 
subsec. 25(4), applicable to dispositions that occur after April 26, 1995. The portion 
formerly read: 


(9) Where a non-resident person disposes of a taxable Canadian property that the 
person last acquired before April 27, 1995 and that would not be a taxable Cana- 
dian property immediately before the disposition if section 115 were read as it 
applied to dispositions that occurred on April 26, 1995, the person’s gain or loss 
from the disposition is deemed to be the amount determined by the formula 


Subsec. 40(9) added by 1998, c. 19, subsec. 89(7), applicable, subject to s. 247 of the 
said c. 19 (grandfathering rule reproduced at the end of the Act), to dispositions of 
property that occur after April 26, 1995. 


(10) Application — Subsection (11) applies in computing at any 
particular time a corporation’s gain or loss (in this subsection and 
subsection (11) referred to as the “new gain” or “new loss’, as the 
case may be), in respect of any part (which in this subsection and 
subsection (11) is referred to as the “relevant part” and which may 
for greater certainty be the whole) of a foreign currency debt of the 
corporation, arising from a fluctuation in the value of the currency 
of the foreign currency debt (other than, for greater certainty, a gain 
or a capital loss that arises because. of the application of subsection 
111(12)), if at any time before the particular time the corporation 
realized a capital loss or gain in respect of the foreign currency debt 
because of subsection 111(12). 


History: Subsec. 40(10) added by 2009, c. 2, subsec. 10(2), applicable after 2005. 


(11) Gain or loss on foreign currency debt — If this subsec- 
tion applies, the new gain is the positive amount, or the new loss is 
the negative amount, as the case may be, determined by the formula 


A+B -C 
where 
A is 
(a) if the corporation would, but for any application of sub- 


section 111(12), recognize a new gain, the amount of the new 
gain, determined without reference to this subsection, or 


(b) if the corporation would, but for any application of sub- 
section 111(12), recognize a new loss, the amount of the new 
loss, determined. without reference to this subsection, multi- 
plied by (-1); 

Bis the total of all amounts each of which is that portion of the 
amount of a capital loss realized by the corporation at any time 
before the particular time, in respect of the foreign currency debt 
and because of subsection 111(12), that is reasonably attributa- 
ble to 


(a) the relevant part of the foreign currency debt at the partic- 
ular time, or 


S. 41(2)(a) 


(b) the forgiven amount, if any, (within the meaning assigned 
by subsection 80(1)) in respect of the foreign currency debt 
at the particular time; and 


C.. is; the total,of all amounts each of which is that portion of the 
amount ofa gain realized by the corporation’ at any time before 
the particular time, in respect of the foreign currency debt and 
because, of subsection 111(12), that is reasonably attributable to 


(a) the relevant part of the foreign currency debt at the partic- 
ular time, or 


(b) the forgiven amount, if any, (within the meaning assigned 
by subsection 80(1)) in respect of the foreign currency debt 
at the particular time. 


Related Provisions: 40(10) — Conditions for 40(11) to apply. 
History: Subsec. 40(11) added by 2009, c..2, subsec. 10(2), applicable after 2005. 


Definitions . [s. 40]: “acquired” — 40(7.1), , 256(7)-(9); “acquisition date” — 
40(2)(b); “adjusted cost base” —54, 248(1);. “affiliated” — 251.1; “amount” — 
248(1); “arm’s length” — 251(1); “business” — 248(1); “Canada” — 255, Interpreta- 
tion Act 35(1); “capital gain” — 39(1), 248(1); “capital loss” — 39(1)(b), 248(1); “cap- 
ital property” — 54, 248(1); “child” — 40(8), 70(10); 252(1); “class of shares’ — 
248(6); “commercial obligation” — 80(1); “common-law partner’ — 248(1); “‘con- 
trol” — 256(6)-(9); “controlled directly or indirectly” — 256(5.1), (6.2); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “deferred profit sharing plan” — 147(1), 
248(1); “depreciable property” — 13(21), 248(1); “disposition” — 248(1); “distress 
preferred share” — 80(1); “dividend” — 248(1); “eligible amount” — 248(31), (41); 
“employee” — 248(1); “employees profit sharing plan” — 144(1), 248(1); “estate” — 
104(1), 248(1); “excepted gift” — 118.1(19); “excluded interest” — 40(3.15); “exempt 
income” — 248(1); “farming” — 248(1); “fiscal period’”’— 249(2)(b), 249.1; “fish- 
ing” — 248(1); “foreign currency debt’ — 111(8), 248(1); “forgiven amount” — 
80(1); “identical” — 40(3.5), 248(12); “individual” —248(1); “interest in a family 
farm partnership”, “interest in a family fishing partnership’”’—70(10); “last ac- 
quired” — 40(7.1); “legal representative” — 248(1); “limited: partner” — 40(3.14); 
“listed personal property” — 54, 248(1); “majority interest. partner’ — 248(1); “new 
gain”, “new loss” —40(10), (11); “non-qualifying security” — 118.1(18); “non-resi- 
dent” — 248(1); “parent” — 252(2)(a); “person” — 248(1); “personal-use property” — 
54, 248(1); “prescribed” — 248(1); “prescribed labour-sponsored venture capital cor- 
poration” — Reg. 6701; “prescribed venture capital corporation” — Reg. 6700, 6700.1, 
6700.2; “principal residence”, ‘proceeds of disposition” — 54; “professional partner- 
ship” — 40(3.111); “property” — 248(1); “province” — Interpretation Act 35(1); 
“qualified donee” — 149.1(1), 248(1); “qualified farm property”, “qualified fishing 
property”, “qualified small business corporation share” — 110.6(1); “registered disabil- 
ity savings plan” — 146.4(1), 248(1); “registered retirement income fund” — 146.3(1), 
248(1); “registered retirement savings plan’ —.146(1), 248(1); “relevant. part’? — 
40(10);. “resident. in Canada” — 94(3)(a)(viii), 250; “SIFT wind-up corporation”, 
“SIFT wind-up entity” — 248(1); “series of contributions” — 248(10); “share” — 
248(1); “share of the capital stock of a family farm corporation”, “share of the capital 
stock of a family fishing corporation” — 70(10); “small business corporation” — 
248(1); “specified member” — 40(3.131), 248(1); “substantial” — 40(3.16); “substi- 
tuted” — 248(5); “substituted property’’ —40(3:3)(b); ) “superficial « loss’? — 54; 
“TFSA” — 146.2(5), 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxa- 
ble Canadian property” — 248(1); “taxable dividend” — 89(1), 248(1); “taxable in- 
come”, “taxable income earned in Canada” — 248(1); “taxation year’ — 249; “tax- 
payer” — 40(3.12), 248(1); “testamentary trust” — 108(1), 248(1); “transferor” — 
40(3.3)(a); “trust” — 104(1), 2481), (3); - “written” — Interpretation Act 35(1) 
[writing]. 


41. (1) Taxable net gain from disposition of listed personal 
property — For the purposes of this Part, a taxpayer’s taxable net 
gain for a taxation year from dispositions of listed personal property 
is '+ of the amount determined under subsection (2) to be the tax- 
payer’s net gain for the year from dispositions of such property. 
Related Provisions: 127.52(1)(d)(i) — Untaxed 30% of gain added to income for 
minimum tax purposes; 248(1)“taxable net gain” — Definition applies to entire Act. 


History: Subséc. 41(1) amended by replacing the reference to the fraction “%/1” with a 
reference to the fraction “'/”, by 2001, c. 17, s. 26, applicable to taxation years that end 
after February 27, 2000 except that, for taxation years that include February 28, 2000 
or October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, the reference to the fraction “'/” shall be read as a reference to the fraction in 
para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for the year. 


Interpretation Bulletins: See list at end of s. 41. 


(2) Determination of net gain — A taxpayer’s net gain for a 
taxation year from dispositions of listed personal property is an 
amount determined as follows: 

(a) determine the amount, if any, by which the total of the tax- 


payer’s gains for the year from the disposition of listed personal 
property, other than property described in subparagraph 
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39(1)(a)(i.1), exceeds the total of the taxpayer’s losses for the 
year from dispositions of listed personal property, and 


(b) deduct from the amount determined under paragraph (a) such 
portion as the taxpayer may claim of the taxpayer’s listed-per- 
sonal-property losses for the 7 taxation years immediately pre- 
ceding and the 3 taxation years immediately following the taxa- 
tion year, except that for the purposes of this paragraph 


(i) an amount in respect of a listed-personal-property loss is 
deductible for a taxation year only to the extent that it ex- 
ceeds the total of amounts deducted under this paragraph in 
respect of that loss for preceding taxation years, 


(ii) no amount is deductible in respect of the listed-personal- 
property loss of any year until the deductible listed-personal- 
property losses for previous years have been deducted, and 


(iii) no amount is deductible in respect of listed-personal-pro- 
perty losses from the amount determined under paragraph (a) 
for a taxation year except to the extent of the amount so de- 
termined for the year, 


and the remainder determined under paragraph (b) is the taxpayer’s 
net gain for the year from dispositions of listed personal property. 


Related Provisions: 46(1) — Personal-use property. 


Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions. See also at end of s. 41. 


Forms: T1A: Request for loss carryback; T3A: Request for loss carryback by a trust. 


(3) Definition of “listed-personal-property loss” — In this 
section, “‘listed-personal-property loss” of a taxpayer for a taxation 
year means the amount, if any, by which the total of the taxpayer’s 
losses for the year from dispositions of listed personal property ex- 
ceeds the total of the taxpayer’s gains for the year from dispositions 
of listed personal property, other than property described in subpar- 
agraph 39(1)(a)(i.1). 

Related Provisions: 152(6) — Reassessment; 164(5), (5.1) — Effect of carryback of 
loss. 


Interpretation Bulletins [subsec. 41(3)]: IT-159R3: Capital debts established to 
be bad debts. See also list at end of s. 41. 


Definitions [s. 41]: “amount”, “disposition” — 248(1); “ 
54, 248(1); “listed-personal-property loss” — 41(3); “property” — 248(1); * 
gain” — 41(1), 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 41]: IT-332R: Personal-use property (archived). 


listed personal property” — 
‘taxable net 


42. Dispositions subject to warranty — In computing a tax- 
payer’s proceeds of disposition of any property for the purposes of 
this subdivision, there shall be included all amounts received or re- 
ceivable by the taxpayer as consideration for warranties, covenants 
or other conditional or contingent obligations given or incurred by 
the taxpayer in respect of the disposition, and in computing the tax- 
payer’s income for the taxation year in which the property was dis- 
posed of and for each subsequent taxation year, any outlay or ex- 
pense made or incurred by the taxpayer in any such year pursuant to 
or by reason of any such obligation shall be deemed to be a loss of 
the taxpayer for that year from a disposition of a capital property 
and for the purposes of section 110.6, that capital property shall be 
deemed to have been disposed of by the taxpayer in that year. 


Proposed Amendment — 42 [temporary] 


42. For the purposes of this subdivision, 


(a) an amount received or receivable by a taxpayer in a taxa- 
tion year as consideration for a warranty, a covenant or another. 
conditional or contingent obligation given or incurred by the 
taxpayer in respect of a Property disposed of, at any time, by 
the taxpayer 


(i) is, if the amount is received or becomes receivable on or 
before the taxpayer’s filing-due date for the taxpayer’s tax- 
ation year in which the taxpayer disposed of the property, 
to be included in computing the taxpayer’s proceeds of dis- 
position of the property, and 
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(ii) is, if the amount is received or becomes receivable after 
that filing-due date, deemed to be a capital gain of the tax- 
payer from the disposition, by the taxpayer of the property, 

. that occurs at the time when the amount is nRteved or be- 
_ comes receivable; and et et Be 


(b) an outlay or expense paid or payable by tt ina Hepa ven ina 


‘taxation year under a warranty, covenant or another condi- 


tional or contingent obligation given or incurred by the tax- 
payer in respect of property disposed of, at any time, by the 
taxpayer 


(i) is, if the amount is paid or becomes payable on or before 
the taxpayer’s filing-due date for the taxpayer’s taxation 
year in which the taxpayer disposed of the property, to be 

_ deducted in computing the — Ss Soe of sia 
tion of the property, and — 


(ii) is, if the amount is hid or page rae after that 
filing-due date, deemed to be a capital loss of the taxpayer 

from the disposition, by the taxpayer of the property, that 
occurs at the time when the amount is ses or pat ae 
payable. 


be 


Application: The November 5, 2010 draft legislation (misc. technical), subsec. 3(2) 
(replacing a proposal in the February 27, 2004 draft legislation (foreign affiliates), s. 
129), will amend s. 42 to read as above, applicable to taxation years and fiscal peri- 
ods that end after ey 27, 2004 and before November 5, alerts ioe 


Technical Notes: See under Proposed Amendment below. 


Definitions [s. 42]: “amount” — 248(1); “capital gain’ — 39(1)(a), 248(1); “‘capi- 
tal loss” — 39(1)(b), 248(1); “disposition”, {Hines fale stcngs da: sages 
“taxation year” — 249; “taxpayer — 248(1). _ : 


id ineet sp ably gall —_ Gree 


42. 2 (1) Diepeellons subject | to warranty - — For the purposes 
of this subdivision, 


~ (a) an amount received or eae by a person or sag ct 
_ (referred to in this subsection as the “vendor”), as the case may 


be, as consideration for a warranty, covenant or other condi- 


a _ tional or contingent obligation ; given or incurred by the vendor _ 
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in respect of a property (in this section referred to as the * “sub- ' 


ee property”) disposed of by the Woudony gists. ponenine 


of 


(i) if it is received or receivable on or before the specified 


_ date, is deemed to be received as consideration for the dis- 

~ position by the vendor of the subject property (and not to 
be an amount received or receivable by the vendor as con- — 
sideration for the obligation) and is to be included in com- 
puting the vendor’s proceeds of disposition of the subject © 

_ property for the taxation LEAT, OF fiscal period i in whi the. 
- disposition occurred, and : 


(ii) in any other case, is Ges to be a. sities gain. of. thos 
vendor from the disposition of a property by the vendor that 
occurs at the earlier of the time when the amount is re- 
ceived or becomes receivable; and oan 


(b) an outlay or expense paid or payable by the vendor under a 
warranty, covenant or other conditional or contingent obliga- 
tion given or incurred by the vendor in respect of the subject 
property disposed of by the vendor, > tie 


(i) if it is paid or payable on or before the specified date, is is 
deemed to reduce the consideration for the disposition by 
the vendor of the subject property (and not to be an outlay 
or expense paid or payable by the vendor under the obliga- 
tion) and is to be deducted in computing the vendor’s pro- 
ceeds of disposition of the subject property for the taxation 
year or fiscal period in which the disposition occurred, and 


(ii) in any other case, is deemed to be a capital loss of the 
vendor from the disposition of a property by the vendor that 
occurs at the earlier of the time when the —_ or eee gs 
is paid or becomes payable. 
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the subjec 
not as considera mn fo 


for pater Ci Lepes t 
which the eee property was di 


Related Provisions: 56. Mioy eels covenant or non-competition agree- 


ment — s. 42 does not apply; 87(2)(n) — Amalgamations — outlays made pursuant to 
warranty. 

Definitions [s. 42]: “amount” — 248(1); “capital property” — 54, 248(1); “disposi- 
tion’, “property” — 248(1); “taxation year” — 249; “taxpayer” —248(1)> > 
Interpretation Bulletins [s. 42]: IT-330R: Disposition of capital property subject to 
warranty, covenant, etc (archived). 


CRA Audit Manual [s. 42]: 29.2.4: Specific exceptions to capital gain and loss 
rules — disposition of capital property subject to warranty. 


43. (1) General rule for part dispositions — For the purpose 
of computing a taxpayer’s gain or loss for a taxation year from the 
disposition of part of a property, the adjusted cost base to the tax- 
payer, immediately before the disposition, of that part is the portion 
of the adjusted cost base to the taxpayer at that time of the whole 
property that can reasonably be regarded as attributable to that part. 
Related Provisions: 43(3) — Where trust makes payment out of income or gains; 


53(2)(d) — Reduction in adjusted cost base; 98. 2(c), 100(3)(c) 4 No application to 
transfer of partnership interest on death. 


Interpretation Bulletins: IT-200: Surface rentals and farming operations; IT-226R: 
Gift to a charity of a residual interest in real property or an equitable interest ina trust; 
IT-242R: Retired partners; [T-264R: Part dispositions; IT-278R2: Death of a partner or 
of a retired partner; IT-338R2: Partnership interests — changes in cost base resulting 
from the admission or retirement of a partner (archived); IT-359R2: Premiums and 


S. 43 


other amounts re leases; IT-373R2: Woodlots;IT-418: Capital cost allowance — par- 
tial dispositions ‘of property. 


1.T. Technical News: 25 (partnership issues). 


(2) Ecological gifts — For the purposes of subsection (1) and 
section 53, where at any time a taxpayer disposes of a servitude, 
covenant or easement to which land is. subject in’ circumstances 
where subsection 110:1(5) or 118.1(12) applies; 


(a) the portion of the adjusted cost base to the taxpayer of the 
land immediately before the disposition that can reasonably be 
regarded as attributable to the servitude, covenant or easement, 
as the case may be, is deemed to be equal to the amount deter- 
mined ey the formula ~ 


| Amendment — 43(2) before formula in 


the case of land 
3, in “ircumstances 


A is the adjusted cost base to the taxpayer of the land immedi- 
ately before the disposition, 


B is the amount determined under. subsection 110,1(5) or 
118.1(12) in respect of the disposition, and 


C is the fair market value of the land immediately. before. the 
disposition; and 
_(b) for greater certainty, the cost to the taxpayer of the land shall 
be reduced. at the time of the disposition by the amount deter- 
mined under paragraph (a). 


Related Provisions: 107(2), (2.1), (2.11) —No capital gain.on disposition of capital 
interest. : 


(3) Payments out of trust income, etc. — Notwithstanding 
subsection (1), where part of a capital interest of a taxpayer in a 
trust would, but for paragraph (h) or (i).of the definition: ““disposi- 
tion” in subsection 248(1), be disposed:of solely because of the sat- 
isfaction of a right to enforce payment of an amount by the trust, no 
part of the adjusted cost base to the taxpayer of the taxpayer’s capi- 
tal interest in the trust shall be allocated to that part of the capital 
interest. 

History: S. 43 amended by 2001, c. 17,'s..27, with'subsec. (1) applicable after Febru- 
ary: 27, 1995, subsec. (2) applicable in respect of; gifts made after February 27; 1995, 


and subsec. (3) applicable to satisfactions of rights that occur after 1999. It formerly 
read: 


43. Part dispositions — For the purpose of computing a taxpayer’s gain or loss 
for a taxation year from the disposition of a part of a property, the adjusted cost 
base to the taxpayer, immediately before the disposition, of that part is such por- 
tion of the adjusted cost base to the taxpayer at that time of the whole property as 
may reasonably. be regarded ‘as attributable to that part. 
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“capital interest” — 108(1), 


Definitions [s. 43]: “adjusted cost base” — 54, 248(1); 


248(1); “disposition” — 248(1); “property” — 248(1); “real servitude” — Quebec 
Civil Code art. 1177; “taxation year’ — 249; “taxpayer” — 248(1); “trust” — 104(1), 
248(1), (3). 


43.1 (1) Life estates in real property — Notwithstanding any 
other provision of this Act, where at any time a taxpayer disposes of 
a remainder interest in real property (except as a result of a transac- 
tion to which subsection 73(3) would otherwise apply or by way of 
a gift to a donee described in the definition “total charitable gifts” 
or “total Crown gifts” in subsection 118.1(1)) to a person or part- 
nership and retains a life estate or an estate pur autre vie (in this 
section called the “life estate”) in the property, the taxpayer shall be 
deemed 


Proposed Amendment — 43.1(1) opening words 


43.1 (1) Life estates in real property — Notwithstanding any 
other provision of this Act, if at any time a taxpayer disposes of a 
remainder interest in real property (except as a result of a transac- 
tion to which subsection 73(3) would otherwise apply or by way 
of a gift to a donee described in the definition “total charitable 
gifts”, “total Crown gifts” or “total ecological gifts” in subsection 
118.1(1)) to a person or partnership and retains a life estate or an 
estate pur autre vie (in this section called the “life ane) in the 
property, the taxpayer is deemed 

Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 17, will — 
amend the opening words of subsec. 43.1(1) to ae as above, applicable to disposi- 
tions that occur after February 27, 1995. 
Technical Notes (July 2010): Section 43.1 deals with the disposition of a remain-_ 
der interest in real property by a taxpayer who retains the life estate or estate pur — 
autre vie in the property. Subsection 43.1(1) provides that in such a case the taxpayer 
will be considered to have disposed of the life estate, that has been retained, for 
proceeds equal to its fair market value at the time the remainder interest is disposed 
of, and to have reacquired the life estate immediately after that time at the s same fair 
market value. 

However, subsection 43.1(1) does not apply in cases where the remainder interest is 
a gift to a donee described in the definition “total charitable gifts” or “total Crown 
gifts” in subsection 118.1(1). Subsection 43.1(1) is amended to also preclude its ap- 
plication to gifts made to donees described in the definition “total ecological gifts” in 
subsection 118.1(1), This amendment applies to dispositions of life interests that oc- 
cur after February 27, 1995, when ecological gifts were first defined for the purposes © 
of section 118.1. 


(a) to have disposed at that time of the life estate in the property 
for proceeds of disposition equal to its fair market value at that 
time; and 


(b) to have reacquired the life estate immediately after that time 
at a cost equal to the proceeds of disposition referred to in para- 
graph (a). 

Related Provisions: 248(4) — Interest in real property. 

History: The opening words of subsec. 43.1(1) substituted by 1994, c. 21, s. 16, appli- 


cable to dispositions occurring after December 20, 1991. The opening words of that 
subsec. formerly read: 


43.1 (1) Life estates in real property — Notwithstanding any other provision 
of this Act, where at any time a taxpayer disposes of a remainder interest in real 
property (except as a result of a transaction to which subsection 73(3) would 
otherwise apply) to a person or partnership (other than a registered charity that is 
a charitable organization within the meaning assigned by subsection 149.1(1)) 
and retains a life estate or an estate pur autre vie (in this section cals the “life 
estate”) in the property, the taxpayer shall be deemed 


See also History at end of s. 43.1. 


(2) Idem — Where, as a result of an individual’s death, a life estate 
to which subsection (1) applied is terminated, 


(a) the holder of the life estate immediately before the death 
shall be deemed to have disposed of the life estate immediately 
before the death for proceeds of disposition equal to the adjusted 
cost base to that person of the life estate immediately before the 
death; and 


(b) where a person who is the holder of the remainder interest in 
the real property immediately before the death was not dealing 
at arm’s length with the holder of the life estate, there shall, after 


Income Tax Act, Part I, Division B 


the death, be added in computing the adjusted cost base to that 
person of the real property an amount equal to the lesser of 


(i) the adjusted cost base of the life estate in the property 
immediately before the death, and 


(ii) the amount, if any, by which the fair market value of the 
real property immediately after the death exceeds the ad- 
justed cost base to that person of the remainder interest im- 
mediately before the death. 


Related Provisions: 53(1)(0) — Addition to adjusted cost base. 


History [S. 43.1]: S. 43.1 enacted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 13, 
applicable with respect to dispositions and terminations occurring after December 20, 
1991. 


Selected Cases [s. 43.1]: Depedrina v. R., [2005] 4 C.T.C. 2440 (TCC) (Capital 
gain prior to death of transferor properly taxable). 

Definitions [s. 43.1]: ‘adjusted cost base” — 54, 248(1); “arm’s length” — 251(1); 
“individual” — 248(1); “life estate” — 43.1(1); “person”, “property”, “registered char- 
ity”, “taxpayer” — 248(1); “total charitable gifts”, “total Crown gifts”, “total ecologi- 
cal gifts” — 118.1(1). 


29 66, 


44. (1) Exchanges of property [rollover] — Where at any time 
in a taxation year (in this subsection referred to as the “initial year’’) 
an amount has become receivable by a taxpayer as proceeds of dis- 
position of a capital property that is not a share of the capital stock 
of a corporation (which capital property is in this section referred to 
as the taxpayer’s “former property”) that is either 


(a) property the proceeds of disposition of which are described 
in paragraph (b), (c) or (d) of the definition “proceeds of disposi- 
tion” in subsection 13(21) or paragraph (b), (c) or (d) of the defi- 
nition “proceeds of disposition” in section 54, or 


(b) a property that was, immediately before the disposition, a 
former business property of the taxpayer, 
Selected Cases [para. 44(1)(b)]: Macklin (M.) v. Canada, [1993] 1 C.T.C. 21 


(FCTD) (“Immediately” before disposition includes period prior to event (stripping of 
topsoil) precluding use of land as farmland). 


and the taxpayer has 


(c) where the former property is described in paragraph (a), 
before the end of the second taxation year following the initial 
year, and 


(d) in any other case, before the end of the first taxation year 
following the initial year, 


Proposed Amendment — 44(1)(c), (d) 
described i in paragraph (a), before 


the later of the end of the second taxation year following the 
: initial year and 24 months after the end of the initial year, and 


(d) in any other case, before the later of the end of the first 
taxation year following the initial year and 12 mouths after ie 
end of the initial year, 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. o- = 
will amend paras. 44(1)(c) and (d) to read as above, applicable in respect of disposi- 
tions that occur in taxation years that end after December 19, 2000 (for para. (c)) or 
December 19, 2001 (for para. (d)). 


Technical Notes (July 2010): Subsection 44(1) allows a taxpayer who incurs a _ 
capital gain on the disposition of certain capital property to elect to defer tax on the 
gain to the extent that the taxpayer reinvests the proceeds in a ee property 
within a certain period of time, namely : : 


ein the case of certain involuntary dispositions, 6.2.5 theft or erpremicnon. before, 
the end of the second taxation yoo of the taxpayer that pean | after the eS 
was tisposed’ of, or ue 


- it other situations, before the end of the first taxation eee of the taxpayer that 4 
-begins after the property was disposed of. . 


Paragraphs 44(1)(c) and (d) are amended to accompanies taxation years that ane 
shorter than 12 months, by providing that the periods for acquiring replacement pro- 
perty end at the later of the times mentioned above and 


¢ in the case of involuntary dispositions, within 24 months after the end of ‘be 
taxation ven in which the property was disposed of, or 


* in other situations, within 12 months after the end of the taxation year in which — 
the property was disposed of. * 
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acquired a capital property that is a replacement property for the 
taxpayer's former property and the replacement property has not 
been disposed of by the taxpayer before the time the taxpayer dis- 
posed of the taxpayer’s former property, notwithstanding subsection 
40(1), if the taxpayer so. elects under this. subsection.in the tax- 
payer’s return of income for the year in which the taxpayer acquired 
the replacement property, 


(e) the, gain for a particular taxation year from the disposition of 
the taxpayer’s former property shall. be deemed to be. the 
amount, if any, by which 


(i) where the particular year is the initial year, the lesser of 


(A):the amount, if any, by which the proceeds of disposi- 
‘tion of the former property exceed 


(1) in the case of depreciable property, the lesser of the 
proceeds of disposition of the former property com- 
puted without reference to subsection (6) and the total 
of its adjusted cost base to the taxpayer immediately 
before the disposition and any outlays and expenses to 
the extent that they were made or incurred by the tax- 
payer for the purpose of making the disposition, and 


(I) in any other case, the total of its adjusted cost base 
to the taxpayer immediately before the disposition and 
any outlays and expenses to the extent that they were 
made or incurred by the taxpayer for the purpose of 
making the disposition, and 


(B) the amount, if any, by which the proceeds of disposi- 
tion of the former property exceed the total of the cost to 
the taxpayer, or in the case of depreciable property, the 
capital cost to the taxpayer, determined without reference 
to paragraph (f), of the taxpayer’s replacement property 
and any outlays and expenses to the extent that they were 
made or incurred by the taxpayer for the purpose of mak- 
ing the disposition, or 


(ii) where the particular year is subsequent to the initial year, 
the amount, if any, claimed by the taxpayer under subpara- 
graph (iii) in computing the taxpayer’s gain for the immedi- 
ately preceding year from the disposition of = former 
property, 

exceeds 


(i11) subject to subsection (1.1), such amount as the taxpayer 
claims, 


(A) in the case of an individual (other than a trust), in 
prescribed form filed with the taxpayer’s return of income 
under this Part for the particular year, and 


(B) in any other case, in the taxpayer’s return of income 
under this Part for the particular year, 


as a deduction, not exceeding the lesser of 


(C) a reasonable amount as a reserve in respect of such of 
the proceeds of disposition of the former property that are 
payable to the taxpayer after the end of the particular year 
as can reasonably be regarded as a portion of the amount 
determined under subparagraph (i) in respect of the pro- 
perty, and 


(D) an amount equal to the product obtained when '/s of 
the amount determined under subparagraph (i) in respect 
of the property is multiplied by the amount, if any, by 
which 4 exceeds the number of preceding taxation years 
of the taxpayer ending after the disposition of the pro- 
perty, and 


(f) the cost to the taxpayer or, in the case of depreciable pro- 
perty, the capital cost to the taxpayer, of the taxpayer’s replace- 
ment property at any time after the time the taxpayer disposed of 
the taxpayer’s former property, shall be deemed to be 


(i) the cost to the taxpayer or, in the case of depreciable pro- 
perty, the capital cost to the taxpayer of the taxpayer's re- 
placement property otherwise determined, 


S. 44(1.1) 


minus 


(ii) the amount, if any, by which the amount determined 
under clause (e)(i)(A) exceeds the amount determined under 
clause (e)(i)(B). 


Related Provisions: 13(4) — Parallel rule for CCA recapture; 14(6) — Parallel rule 
for eligible capital property; 44(4) — Deemed election; 44(5) — Replacement pro- 
perty; 44(6) — Deemed proceeds of disposition; 72(1)(c) — No reserve for year of 
death; 72(2)(b) — Election by legal representative and transferee re reserves; 79.1(3), 
(6)(c) — Capital gains reserve where property repossessed by creditor; 87(2)(1.3) — 
Amalgamations — replacement property acquired by new corporation; 87(2)(m) — 
Amalgamations — proceeds not due until after end of year; 87(2)(11) — Amalgama- 
tions — continuation’ of predecessor corporations; 88(1)(d)@)(C) — Winding-up; 
96(3) — Election by members of partnership; 220(3.2), Reg. 600(b) — Late filing or 
revocation of election. 


History: The opening words of subsec: 44(1) amended by 2001, c. 17, s. 28; applica- 
ble to shares disposed of after April 15, 1999 other than shares disposed of after that 
date as a consequence of a public takeover bid or offer filed with a public authority 
before April 16, 1999. The opening words formerly read: 


44. (1) Where at any time in a taxation year (in this subsection referred to as the 
“initial year”) an amount has become receivable by a taxpayer as proceeds of 
disposition of a capital property (in this section referred to as the taxpayer’s “for- 
mer property”) that is either 


The portion of subsec. 44(1) between paras. (d) and (e) amended by 1998, c. 19, sub- 
sec. 90(1), applicable to dispositions of former properties that occur after the 1993 tax- 
ation year. That portion formerly read: 


acquired a capital property (in this section referred to as the taxpayer’ s “replace- 

ment property” *) as a replacement for the taxpayer’s former property and the tax- 
payer’s replacement property has not been disposed of by the taxpayer prior to 
the time the taxpayer disposed of the taxpayer’s former property, notwithstand- 
ing subsection 40(1), if the taxpayer so elects under this subsection in the tax- 
payer’s return of income under this Part for the year in which the taxpayer ac- 
quired the replacement property, 


Cl. 44(1)(e)Gii)(C) amended by 1995, c. 21, s. 12, applicable to taxation years that end 
after February 21, 1994: The clause formerly read: 


(C) a reasonable amount as a reserve in respect of such of the proceeds of dispo- 
sition of the former property that are not due to the taxpayer until after the end of 
the particular year.as can reasonably be regarded as a portion of the amount 
determined under subparagraph (i) in respect of the property, and 


Subpara. 44(1)(e)(iii) substituted by 1994, c, 7, Sch. If (1991, c. 49), subsec. 24(1), 
applicable to 1990 et seg. Subpara. 44(1)(e)(ii1) formerly read: 


(iii) subject to subsection (1.1), such amount as the taxpayer may claim asa 
deduction, not exceeding the lesser of 


(A) a reasonable amount as a reserve in respect of such of the proceeds of 
disposition of the former property that are not due to the taxpayer until after 
the end of the particular year as may reasonably be regarded as a portion of 
the amount determined under subparagraph (i) in respect of the property, and 


(B) an amount equal to the product obtained when '/s of the amount deter- 
mined under subparagraph (i) in respect of the property is multiplied by the 
amount, if any, by which 4 exceeds the number of preceding taxation years 
of the taxpayer ending after the disposition of the property, and 


Selected Cases [subsec. 44(1)]: Grove Acceptance Ltd. v. R., [2003] 1 C.T.C. 
2377 (TCC) (Quantitative factor as to use is principal test); Buonincontri v. R., [1985] 1 
C.T.C. 370 (FCTD) (Rental is income from property and not from business even if 
taxpayer in business of renting property). 


Remission Orders: Telesat Canada Remission Order, P.C’ 1999-1335. 
Interpretation Bulletins: IT-259R4: Exchanges of property; IT-271R: Expropria- 


tions — time and proceeds of disposition (archived); IT-491: Former business property. 
See also at.end of s.-44. 


Information Circulars: 07-1: Taxpayer relief provisions. 


Forms: T1030: Election to claim a capital gains reserve for individuals (other than 
trusts) when calculating ‘the amount ‘of a capital gain using the replacement property 
rules; T2069: Election in respect of amounts not deductible as reserves for the year of 
death. 


(1.1) Reserve — property disposed of to a child — In com- 
puting the amount that a taxpayer may claim under subparagraph 
(1)(e)(ii) in computing the taxpayer’s gain from the disposition of a 
former property of the taxpayer, that subparagraph shall be read as 
if the references in that subparagraph to “'/s” and “4” were refer- 
ences to “'/10” and “9” respectively if that former property is real or 
immovable property in respect of the disposition of which, because 
of subsection 73(3), the rules in subsection 73(3.1) applied to the 
taxpayer and a child of the taxpayer. 
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History: Subsec. 44(1.1) amended by 2007, c. 2, s. 5, applicable to dispositions of 

property that occur after May 1, 2006. It formerly read: 
(1.1) Farm [or fishing] property disposed of to child — Where the former pro- 
perty referred to in subparagraph (1)(e)(iii) is real property in respect of the dis- 
position of which the rules in subsection 73(3) apply, in computing the amount 
of any claim in respect of that property under that subparagraph, it shall be read 
as if the references therein to “'/s” and “4” were references to “'/io” and “9” 
respectively. 


(2) Time of disposition and of receipt of proceeds — For 
the purposes of this Act, the time at which a taxpayer has disposed 
of a property for which there are proceeds of disposition as de- 
scribed in paragraph (b), (c) or (d) of the definition “proceeds of 
disposition” in subsection 13(21) or paragraph (b), (c) or (d) of the 
definition “proceeds of disposition” in section 54, and the time at 
which an amount, in respect of those proceeds of disposition has 
become receivable by the taxpayer shall be deemed to be the earli- 
est of 


(a) the day the taxpayer has agreed to an amount as full compen- 
sation to the taxpayer for the property lost, destroyed, taken or 
sold, 
Selected Cases [para. 44(2)(a)]: Shaw (J.M.) v. MNR, [1993] 1 C.T.C. 221 (FCA); 
leave to appeal to SCC refused (1993), 158 N.R. 399 (note) (Amount paid as “interest” 
on award of additional compensation was interest income not proceeds of disposition 
of land). 


(b) where a claim, suit, appeal or other proceeding has been 
taken before one or more tribunals or courts of competent juris- 
diction, the day on which the taxpayer’s compensation for the 
property is finally determined by those tribunals or courts, 


(c) where a claim, suit, appeal or other proceeding referred to in 
paragraph (b) has not been taken before a tribunal or court of 
competent jurisdiction within two years of the loss, destruction 
or taking of the property, the day that is two years following the 
day of the loss, destruction or taking, 


(d) the time at which the taxpayer is deemed by section 70 or 
paragraph 128.1(4)(b) to have disposed of the property, and 


(e) where the taxpayer is a corporation other than a subsidiary 
corporation referred to in subsection 88(1), the time immediately 
before the winding-up of the corporation, 


and the taxpayer shall be deemed to have owned the property con- 
tinuously until the time so determined. 


Related Provisions: 59.1 — Involuntary disposition of resource property; 70(10), 
(11) — Definitions. 


History: Para. 44(2)(d) substituted by 1994, c. 21, subsec. 17(1), applicable after 1992 
except that, where a corporation elects in accordance with paragraph 111(4)(a) of 1994, 
c. 21 (i.e., elects before the end of December 1994 for new subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the amended para, applies from the corpora- 
tion’s time of continuation (within the meaning assigned by that paragraph). Para. 
44(2)(d) formerly read: 


(d) the time at which the taxpayer is deemed by section 48 or 70 to have dis- 
posed of the property, and 

Selected Cases [subsec. 44(2)]: . 

Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-185R: 


Losses from theft, defalcation or embezzlement; IT-259R4: Exchanges of property; IT- 
271R: Expropriations — time and proceeds of disposition (archived). 


(3) Where subsec. 70(3) does not apply — Subsection 70(3) 
does not apply to compensation referred to in paragraph (b), (c) or 
(d) of the definition “proceeds of disposition” in subsection 13(21) 
or paragraph (b), (c) or (d) of the definition “proceeds of disposi- 
tion” in section 54 that has been transferred or distributed to benefi- 
Ciaries or other persons beneficially interested in an estate or trust. 


(4) Deemed election — Where a former property of a taxpayer 
was a depreciable property of the taxpayer 


(a) if the taxpayer has elected in respect of that property under 
subsection (1), the taxpayer shall be deemed to have elected in 
respect thereof under subsection 13(4); and 


(b) if the taxpayer has elected in respect of that property under 
subsection 13(4), the taxpayer shall be deemed to have elected 
in respect thereof under subsection (1). 
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(5) Replacement property — For the purposes of this section, a 
particular capital property of a taxpayer is a replacement property 
for a former property of the taxpayer, if 


(a) it is reasonable to conclude that the property was acquired by 
the taxpayer to replace the former property; 


(a.1) it was acquired by the taxpayer and used by the taxpayer or 
a person related to the taxpayer for a use that is the same as or 
similar to the use to which the taxpayer or a person related to the 
taxpayer put the former property; 


(b) where the former property was used by the taxpayer or a per- 
son related to the taxpayer for the purpose of gaining or produc- 
ing income from a business, the particular capital property was 
acquired for the purpose of gaining or producing income from 
that or a similar business or for use by a person related to the 
taxpayer for such a purpose; 


(c) where the former property was a taxable Canadian property 
of the taxpayer, the particular capital property is a taxable Cana- 
dian property of the taxpayer; and 


(d) where the former property was a taxable Canadian property 
(other than treaty-protected property) of the taxpayer, the partic- 
ular capital property is a taxable Canadian property (other than 
treaty-protected property) of the taxpayer. 


Related Provisions: 87(2)(1.3) — Amalgamation — replacement property deemed 
acquired by new corporation. 


History: Para. 44(5)(c) amended and para. (d) added by 1999, c. 22, s. 12, applicable 
to dispositions that occur in taxation years that end after 1997. Para. (c) formerly read: 


(c) where the former property was taxable Canadian property (or would have 
been taxable Canadian property if the taxpayer were non-resident throughout the 
year in which the former property was disposed of and the former property were 
used in a business carried on by the taxpayer), the particular capital property was 
taxable Canadian property (or would have been taxable Canadian property if the 
taxpayer were non-resident throughout the year in which the particular capital 
property was acquired and the particular capital property were used in a business 
carried on by the taxpayer). 


Para. 44(5)(a) amended and para. (a.1) added by 1998, c. 19, subsec. 90(2), applicable 
to dispositions of former properties that occur after the 1993 taxation year except that, 
if a taxpayer so elects in respect of a former property of the taxpayer that was disposed 
of before June 18, 1998 by notifying the Minister of National Revenue in writing on or 
before the filing-due date for the taxpayer’s first taxation year that ends after June 18, 
1998, para. 44(5)(a.1) shall, for the purpose of determining whether a property of the 
taxpayer is a replacement property of the former property, be read as follows: 


(a.1) it was acquired by the taxpayer for a use that is the same as or similar to the 
use to which the taxpayer or a person related to the taxpayer put the former 
property; 

Para. (a) formerly read: 


(a) it was acquired by the taxpayer for the same or a similar use as the use to 
which the taxpayer or a person related to the taxpayer put the former property; 


Paras. 44(5)(a) to (c) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 24(2), 
paras. 44(5)(a), (b) applicable to dispositions of former properties occurring after July 
13, 1990, and para. (c) applicable to property acquired as a replacement for a former 
property disposed of after April 2, 1990, other than.a former property disposed of 


(a) under an agreement in writing entered into before April 3, 1990; or 


(b) pursuant to a written. notice of an intention to take the property under statutory 
authority given before April 3, 1990 or for the sale price of the property sold to a 
person by whom such a notice was given before April 3, 1990. 


Paras. 44(5)(a) to (c) formerly read: 


(a) it was acquired by the taxpayer for the same or a similar use as the use to 
which the taxpayer put the former property; 


(b) where the former property was used by the taxpayer for the purpose of gain- 
ing or producing income from a business, the particular capital property was ac- 
quired for the purpose of gaining or producing income from that or a similar 
business; and 
(c) where the taxpayer was not resident in Canada at the time the taxpayer ac- 
quired the particular capital property, in addition to the requirements in 
paragraphs (a) and (b), the particular capital property was taxable Canadian 
property. 
Selected Cases [subsec. 44(5)]: Jorgensen v. R., [2009] 4 C.T.C. 2018 (TCC) 
(Actual use determines whether replacement property acquired); Klanten Farms Ltd. v. 
R., [2007] 5 C.T.C. 2384 (TCC) (Land not actively used in business not a replacement 


property). 
Interpretation Bulletins: IT-259R4: Exchanges of property; IT-271R: Expropria- 
tions — time and proceeds of disposition (archived). ‘ 
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1.T. Technical News: 25 (replacement property rules and business expansions). 


(6) Deemed proceeds of disposition — Where a taxpayer has 
disposed of property that was a former business property and was in 
part a building and in part the land (or an interest therein) subjacent 
to, or immediately contiguous to and necessary for the use of, the 
building, for the purposes of this subdivision, the amount if any, by 
WEatho 


nen a Amendment — ie reas Eine: word: 


amend the ope 
— %j 
re se - 


(a) the a of cdisaasiian of one ae part dAvarmined with- 
out regard to this subsection 


exceed 
(b) the adjusted cost base to the taxpayer of that part 


shall, to the extent that the taxpayer so elects in the taxpayer’s re- 
turn of income under this Part for the year in which the taxpayer 
acquired a replacement property for the former business property, 
be deemed not to be proceeds of disposition of that part and to be 
proceeds of disposition of the other part. 


Related Provisions: 96(3) — Election by members of partnership; 220(3.2), Reg. 
600(b) — Late filing or revocation of election; 248(4) — Interest in real property. 


History: The opening words of subsec. 44(6) substituted by 1994, c. 21, subsec. 17(2), 
applicable to dispositions occurring after Seguleds 21, 1992. The opening words of 
that subsec. formerly read: 


(6) Deemed proceeds of disposition — Where a taxpayer has disposed of pro- 
perty that was a former business property and was in part a building and in part 
the land, or an interest therein, subjacent to or necessary for the use of the build- 
ing, for the purposes of subsection (1), the amount, if any, by which 


Interpretation Bulletins: IT-271R: Expropriations — time and proceeds of disposi- 
tion (archived); IT-259R4: Exchanges of property. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(7) Where subpara. (1)(e)(iii) does not apply — Subpara- 
graph (1)(e)(i1i) does not apply to permit a taxpayer to claim any 
amount under that subparagraph in computing a gain for a taxation 
year where 


(a) the taxpayer, at the end of the year or at any time in the im- 
mediately following year, was not resident in Canada or was ex- 
empt from tax under any provision of this Part; or 


(b) the person to whom the former property of the taxpayer was 
disposed of was a corporation that, immediately. after the 
disposition, 
(i) was controlled, directly or indirectly in any. manner 
whatever, by the taxpayer, 


(ii) was controlled, directly or indirectly in any manner 
whatever, by a person or group of persons by whom the tax- 
payer was controlled, directly or indirectly in any manner 
whatever, or 


(iii) controlled the taxpayer, directly or indirectly in any 
manner whatever, where the taxpayer is a corporation. 

‘Proposed Addition — 44(7)(c) 

on the former property of the taxpayer was disposed 


partnership in which the taxpayer was, ‘immediate 
puaiennees a oe = ae 


will add] para. ‘MO, applicable ‘a Gipoutions of property se a ialcpaver that occur . 
after December 20, 2002. However, if a property so disposed of pursuant to an agree- 
ment in sBee made before December ah 2002 is: transferred to the pater 
before 2004, - 


- (a) sobiecs 44), as it mb jini: before ais amendment, lis in re- _ 
spect of the disposition of property; and . ey 

_ (b) for the purpose of applying subpara. 44(1)(e)(iii) to the taxpayer for a 

tion year in respect. ‘of the property, a- reasonable: amount as a reserve in resp 

_ of the proceeds of disposition may not exceed the amount that would be reasona- 
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_ble if the proceeds from any subsequent disposition of the property that the pur- 
he 


Related Provisions: 256(5.1), a 2) — Controlled a didehty or indirectly. 


(8) Application of subsec. 70(10) — The definitions in subsec- 
tion 70(10) apply to this section, 

Origin of subsec. 44(8): R.S.C. 1985, c. 1 (5th Supp.) (formerly contained in the 
opening words. to subsec. 70(10)). 

Selected Cases [s. 44]: Glaxo Wellcome Inc. v. R., [1999] 4 C.T.C. 371 (FCA); 
aff’ g [1996] 1 C.T.C. 2904 (TCC) (Property must have been “used” in the business, not 
merely held). 

Definitions [s. 44]: “amount” — 248(1); “adjusted cost base” — 54, 248(1); “benefi- 
cially interested” — 248(25); “business” — 248(1); “capital property” — 54, 248(1); 
“child” — 44(8), 7010), 252(1); “controlled directly or indirectly” —256(5.1), (6.2); 
“corporation”? — 248(1), Interpretation Act 35(1);, “depreciable property” — 13(21), 


248(1); “disposition”, “farming”, “former business property” — 248(1); ‘former pro- 
perty” — 44(1); “immovable” — Quebec Civil Code art. 900-907; “individual” — 
248(1); “interest” —(in real property) 248(4); “majority interest partner”, “pre- 


scribed” — 248(1); “proceeds of disposition” — 54; “property” — 248(1); “resident in 
Canada” — 94(3)(a)(viii), 250; “replacement property” — 44(5); “share”, “taxable Ca- 
nadian property” — 248(1); “taxation, year’ — 249; “taxpayer”, “treaty-protected pro- 
perty” — 248(1); “trust” — 104(1), 248(1), (3). 


44.1 (1) [Small-business share rollover] Definitions — The 
definitions in this subsection apply in this section. 


“ACB reduction” of an individual in respect of a replacement 
share of the individual in respect of a qualifying disposition of the 
individual means the amount determined by the formula 


D x (E/F) 
where 


D is the permitted deferral of the individual in respect of the quali- 
fying disposition; 


E,. is the.cost to the individual of the replacement share; and 


F is the cost to the individual of all the replacement shares of the 
individual in respect of the qualifying disposition. 


“active business corporation” at any time means, subject to sub- 
section (10), a corporation that is, at that time, a taxable Canadian 
corporation all or substantially all of the fair market value of the 
assets of which at that time is attributable to assets of the corpora- 
tion that are 


(a) assets used principally in an active business carried on by the 
corporation or by an active business corporation that is related to 
the corporation; 


(b) shares issued by or debt owing by other active business cor- 
porations that are related to the corporation; or 


(c) a combination of assets described in paragraphs (a) and (b). 


Related Provisions: 44.1(8) — Special rule re ‘carrying on an active business; 
44.1(10) — Exclusions to definition. 


“carrying value” of the assets of a corporation at any time means 
the amount at which the assets of the corporation would be valued 
for the purpose of the corporation’s balance sheet as of that time if 
that balance sheet were prepared in accordance with generally ac- 
cepted accounting principles used in Canada at that time, except 
that an asset of a corporation that is a share or debt issued by a 
related corporation is deemed to have a carrying value of nil. 


Reiated Provisions: 248(24) — Equity and consolidation methods of accounting not 
to be used. 


“common share” means a share prescribed for the purpose of para- 
graph 110(1)(d). 
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Regulations: 6204 (prescribed share). 


“eligible pooling arrangement” in respect of an individual means 
an agreement in writing made between the individual and another 
person or partnership (which other person or partnership is referred 
to in this definition and subsection (3) as the “investment manager’) 
where the agreement provides for 


(a) the transfer of funds or other property by the individual to the 
investment manager for the purpose of making investments on 
behalf of the individual; 


(b) the purchase of eligible small business corporation shares 
with those funds, or the proceeds of a disposition of the other 
property, within 60 days after receipt of those funds or the other 
property by the investment manager; and 


(c) the provision of a statement of account to the individual by 
the investment manager at the end of each month that ends after 
the transfer disclosing the details of the investment portfolio 
held by the investment manager on behalf of the individual at 
the end of that month and the details of the transactions made by 
the investment manager on behalf of the individual during the 
month. 


“eligible small business corporation’ at any time means, subject 
to subsection (10), a corporation that, at that time, is a Canadian- 
controlled private corporation all or substantially all of the fair mar- 
ket value of the assets of which at that time is attributable to assets 
of the corporation that are 


(a) assets used principally in an active business carried on pri- 

marily in Canada by the corporation or by an eligible small busi- 

ness corporation that is related to the corporation; 

(b) shares issued by or debt owing by other eligible small busi- 

ness corporations that are related to the corporation; or 

(c) a combination of assets described in paragraphs (a) and (b). 
Related Provisions: 44.1(8)— Special rule re carrying on an active business; 
44.1(10) — Exclusions to definition. 


“eligible small business corporation share” of an individual 
means a common share issued by a corporation to the individual if 


(a) at the time the share was issued, the corporation was an eligi- 
ble small business corporation; and 


(b) immediately before and after the share was issued, the total 
carrying value of the assets of the corporation and corporations 
related to it did not exceed $50,000,000. 


“permitted deferral” of an individual in respect of a qualifying 
disposition of the individual means the amount determined by the 
formula 


(G/H) x I 
where 


G is the lesser of the individual’s proceeds of disposition from the 
qualifying disposition and the total of all amounts each of which 
is the cost to the individual of a replacement share in respect of 
the qualifying disposition; 

H is the individual’s proceeds of disposition from the qualifying 
disposition; and 

I is the individual’s capital gain from the qualifying disposition. 

Related Provisions: 44.1(12) — Anti-avoidance — permitted deferral deemed nil. 


“qualifying cost’? [Repealed] 


“qualifying disposition” of an individual (other than a trust) 

means, subject to subsection (9), a disposition of shares of the capi- 

tal stock of a corporation where each such share disposed of was 
(a) an eligible small business corporation share of the individual; 
(b) throughout the period during which the individual owned the 
share, a common share of an active business corporation; and 
(c) throughout the 185-day period that ended immediately before 
the disposition of the share, owned by the individual. 

Related Provisions: 44.1(9) — Special rule re qualifying disposition. 
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“qualifying portion of a capital gain” [Repealed] 
“qualifying portion of the proceeds of disposition” [Repealed] 


“replacement share” of an individual in respect of a qualifying 
disposition of the individual in a taxation year means an eligible 
small business corporation share of the individual that is 


(a) acquired by the individual in the year or within 120 days 
after the end of the year; and 


(b) designated by the individual in the individual’s return of in- 
come for the year to be a replacement share in respect of the 
qualifying disposition. 


(2) Capital gain deferral — Where an individual has made a 
qualifying disposition in a taxation year, 
(a) the individual’s capital gain for the year from the qualifying 
disposition is deemed to be the amount by which the indivi- 
dual’s capital gain for the year from the qualifying disposition, 
determined without reference to this section, exceeds the indivi- 
dual’s permitted deferral in respect of the qualifying disposition; 


(b) in computing the adjusted cost base to the individual of a 
replacement share of the individual in respect of the qualifying 
disposition at any time after its acquisition, there shall be de- 
ducted the amount of the ACB reduction of the individual in re- 
spect of the replacement share; and 


(c) where the qualifying disposition was a disposition of a share 
that was a taxable Canadian property of the individual, the re- 
placement share of the individual in respect of the qualifying 
disposition is deemed to be, at any time that is within 60 months 
after the disposition, taxable Canadian property of the 
individual. 

Related Provisions: 44.1(13)— Order of disposition of shares; 53(2)(a)(v) — Re- 


duction in ACB of replacement share as per 44.1(2)(b); 107.4(3)(f) — Deemed taxable 
Canadian property retains status when rolled into trust. 


(3) Special rule — re eligible pooling arrangements — Ex- 
cept for the purpose of the definition “eligible pooling arrange- 
ment” in subsection (1), any transaction entered into by an invest- 
ment manager under an eligible pooling arrangement on behalf of 
an individual is deemed to be a transaction of the individual and not 
a transaction of the investment manager. 


Related Provisions: 44.1(1)“eligible pooling arrangement” — Meaning of “invest- 
ment manager’. 


(4) Special rule — re acquisitions on death — For the pur- 
pose of this section, a share of the capital stock of a corporation, 
acquired by an individual as a consequence of the death of a person 
who is the individual’s spouse, common-law partner or parent, is 
deemed to be a share that was acquired by the individual at the time 
it was acquired by that person and owned by the individual through- 
out the period that it was owned by that person, if 


(a) where the person was the spouse or common-law partner of 
the individual, the share was an eligible small business share of 
the person and subsection 70(6) applied to the individual in re- 
spect of the share; or 


(b) where the person was the individual’s parent, the share was 
an eligible small business share of the parent and subsection 
70(9.2) applied to the individual in respect of the share. 


(5) Special rule — re breakdown of relationships — For the 
purpose of this section, a share of the capital stock of a corporation, 
acquired by an individual from a person who was the individual’s 
former spouse or common-law partner as a consequence of the set- 
tlement of rights arising out of their marriage or common-law part- 
nership, is deemed to be a share that was acquired by the individual 
at the time it was acquired by that person and owned by the indivi- 
dual throughout the period that it was owned by that person if the 
share was an eligible small business share of the person and subsec- 
tion 73(1) applied to the individual in respect of the share. 


(6) Special rule — re eligible small business corporation 
share exchanges — For the purpose of this section, where an 
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individual receives shares of the capital stock of a corporation that 
are eligible small business corporation shares of the individual (in 
this subsection referred to as the “new shares”) as the sole consider- 
ation for the disposition of shares issued by another corporation that 
were eligible small business corporation shares of the individual (in 
this subsection referred to as the “exchanged shares’’), the new 
shares are deemed to have been owned by the individual throughout 
the period that the exchanged shares were owned by the individual 
if 

(a) paragraph 85(1)(h) or subsection 85:1(3) or 87(4) applied to 

the individual in respect of the new shares; and 


ence to secti is 51 and 8 


(b) the individual’s total proceeds of disposition of the ex- 
changed shares was equal to the total of all amounts each of 
which was the individual’s adjusted cost base of an exchanged 
share immediately before the disposition. 


Related Provisions: 51(1)(c) — Exchange of convertible property is disposition for 
purposes of 44.1(6). 


(7) Special rule —re active business corporation share 
exchanges — For the purpose of this section, where an individual 
receives common shares of the capital stock of a corporation (in this 
subsection referred to as the “new shares’’) as the sole consideration 
for the disposition of common shares of another corporation (in this 
subsection referred to as the “exchanged shares’’), the new shares 
are deemed to be eligible small business corporation shares of the 
individual and shares of the capital stock of an active business cor- 
poration that were owned by the individual throughout the period 
that the exchanged shares were owned by the individual, if 


(a) paragraph 85(1)(h) or subsection 85.1(3) or 87(4) applied to 
the individual in respect of the new shares; 


- Proposed Amendment — — 44.1(7) before (b) _ 


(7). Special rule —, re active business corpora ion : 
exchanges — For the purpose of this section, where an indiv 
dual receives common shares of the capital stock of a particular 
corporation (in this subsection referred to as the “new shares”) as _ 
the sole consideration for the disposition by the individual of com-. 
mon shares of the particular Corporation or of another corporation 


(in this subsection referred to as the ‘ ‘exchanged shares’), the new _ 


shares are deemed to be eligible small business corporation shares _ 
of the individual and shares of the capital stock of an active busi- 


S. 44.1(10)(b) 


individual. Subsection — 
ction 85.103) with a renerenee, 


(b) the total of the individual’s proceeds of disposition in respect 
of the disposition of the exchanged shares was equal to the total 
of the individual’s adjusted cost bases immediately before the 
disposition of such shares; and 


_ (c) the disposition of the exchanged shares was a qualifying dis- 
position of the individual. 


Related Provisions: 51(1)(c) — Exchange of convertible property is disposition for 
purposes of 44.1(7). 


(8) Special rule — re carrying on an active business — For 
the purpose of the definitions in subsection (1), a property held at 
any particular time by a corporation that would, if this Act were 
read without reference to this subsection, be considered to carry on 
an active business at that time, is deemed to be used or held by the 
corporation in the course of carrying on that active business if the 
property (or other property for which the property is substituted 
property) was acquired by the corporation, at any time in the 36- 
month period ending at the particular time, because the corporation 


(a) issued a debt or a share of a class of its capital stock in order 
to acquire money for the purpose of acquiring property to be 
used in or held in the course of, or making expenditures for the 
purpose of, earning income from.an active business carried on 
by it; 

(b) disposed of property used or held by it in the course of carry- 
ing on an active business in order to acquire money for the pur- 
pose of acquiring property to be used in or held in the course of, 
or making expenditures for the purpose of, earning income from 
an active business carried on by it; or 


(c) accumulated income derived from an active business carried 
on by it in order to acquire property to be used in or held in the 
course of, or to make expenditures for the purpose of, earning 
income from an active business carried on by it. 


Related Provisions: 248(5) — Substituted property. 


(9) Special rule — re qualifying disposition — A disposition 
of a common share of an active business corporation (in this sub- 
section referred to as the “subject share”) by an individual that, but 
for this subsection, would be a qualifying disposition of the indivi- 
dual is deemed not to be a qualifying disposition of the individual 
unless the active business of the corporation referred to in para- 
graph (a) of the definition “active business corporation” in subsec- 
tion (1) was carried on primarily in Canada 


(a) at all times in the period that began at the time the individual 
last acquired the subject share and ended at the time of disposi- 
tion, if that period is less than 730 days; or 


(b) in any other case, for at least 730 days in the period referred 
to in paragraph (a). 


(10) Special rule — re exceptions — For the purpose of this 
section, an eligible small business corporation and an active busi- 
ness corporation at any time do not include a corporation that is, at 
that time, 


(a) a professional corporation; 
(b) a specified financial institution; 
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(c) a corporation the principal business of which is the leasing, 
rental, development or sale, or any combination of those activi- 
ties, of real property owned by it; or 


(d) a corporation more than 50 per cent of the fair market value 
of the property of which (net of debts incurred to acquire the 
property) is attributable to real property. 


Proposed Amendment — 44.1(10)(c), (d) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 191, will 
amend paras. 44.1(10)(c) and (d) by substituting “real or immovable property” for “real 
property” in each, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(11) Determination rule —JIn determining whether a share 
owned by an individual is an eligible small business corporation 
share of the individual, this Act shall be read without reference to 
section 48.1. 


(12) Anti-avoidance rule — The permitted deferral of an indivi- 
dual in respect of a qualifying disposition of shares issued by a cor- 
poration (in this subsection referred to as “new shares”) is deemed 
to be nil where 


(a) the new shares (or shares for which the new shares are sub- 
stituted property) were issued to the individual or a person re- 
lated to the individual as part of a series of transactions or events 
in which 
(i) shares of the capital stock of a corporation (in this subsec- 
tion referred to as the “old shares”) were disposed of by the 
individual or a person related to the individual, or 


(11) the paid-up capital of old shares or the adjusted cost base 
to the individual or to a person related to the individual of the 
old shares was reduced; 


(b) the new shares (or shares for which the new shares are sub- 
stituted property) were issued by the corporation that issued the 
old shares or were issued by a corporation that, at or immedi- 
ately after the time of issue of those shares, was a corporation 
that was not dealing at arm’s length with the corporation that 
issued the old shares; and 


Proposed Amendment — 44.1(12)(b) _ 


(b) the new shares (or shares for which the new shares are. 2 at 
stituted property) were 


(i) issued by the corporation that ssetied’ thie old staves; 


(ii) issued by a corporation that, at or immediately after the 
time of issue of the new shares, was a ee that was 
not dealing at arm’s length with 


(A) the corporation that issued the old shares, or 
(B) the individual, or 


(iii) issued, by a corporation that acquired the old shares (or 
by another corporation related to that corporation), as part 
of the transaction or event or series of transactions or 
events that included that acquisition of the old shares; and 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 19(3), 
will amend para. 44.1(12)(b) to read as above, ——— in Tespect of. se ge 
that occur after February 27, 2004. 


Technical Notes (July 2010): Subsection 44.1(12) is an —— ae It 
applies where an individual or persons related to the individual dispose of shares of a 
particular corporation (which would normally result in the use of the corporate reor- 
ganization rules or a return of paid-up capital of shares of the corporation) and ac- 
quire new shares of the particular corporation or a corporation that does not deal at 
arm’s length with the particular corporation principally for the purpose of increasing 
the total amount of permitted deferrals with respect to qualifying dispositions of the 
individual and the related persons. Where the rule applies, the permitted deferral with 
respect to qualifying dispositions of the new shares is deemed to be nil. 


Subsection 44.1(12) is amended to apply to the ‘following circumstances: 


¢ when the new shares are issued by.a corporation that, at or immediately after the | 
time of issue of the new shares, was a corporation that was not dealing at arm’s 
length with the individual; and 


¢ when the new shares are issued, by a corporation that acquired the old shares (or 
by another corporation related to that corporation), as part of the transaction or 


Income Tax Act, Part I, Division B 


‘ Acca or series of transactions or events that included that ceupomengtern the old 


() it is reasonable to conclude that one of the main reasons for 
the series of transactions or events or a transaction in the series 
was to permit the individual, persons related to the individual, or 
the individual and persons related to the individual to become 
eligible to deduct under subsection (2) permitted deferrals in re- 
spect of qualifying dispositions of new shares (or shares substi- 
tuted for the new shares) the total of which would exceed the 
total that those persons would have been eligible to deduct under 
subsection (2) in respect of permitted deferrals in respect of 
qualifying dispositions of old shares. 


Related Provisions: 248(5) — Substituted property. 


= _ Proposed . Addition — 44,1(13) 


(13) Order of disposition of shares — For the purpose of ~~ 
section, an individual is deemed to dispose of shares that are iden- 
tical properties in the order in which the individual acquired them. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 19(4), 
will add subsec. 44. 1d 3) pik in eile of dispositions that occur ater Decem- 


the Minister of National Revenie on or before: thie individual’s Gling: dae: date fof the 
individual’s taxation year in which the amending legislation is assented to, subsec. 
44.1(13) ae in mae e the eices to pena ps occur after sedate 


27, 2000. 


Technical Notes (duly 2010}: Ney een 44, 1013) i isa proviaiol: nih Spidics 
when an individual disposes of a share that is identical to other shares owned by the 
individual. The provision deems, for the purposes of section 44.1, the shares to have 
been disposed of in the same order in which the oe ae them. 


Letter from Dept. of Finance, 2002: 
Mr. Mark D. Brender, 
Dear Mr. ‘Brender: ae 


We are responding to your letter dated a Feb 20, 2002 | oo section 
the Income Tax Act (the Act)... 


Section 44.1 of the . 


avies Ward. ee & Vine LLP, Montreal 


t provides ra hotels of the toenans of a capil oun a in 


cases where an individual disposes of shares of an eligible small business corporation. 


Your comments relate to the application of this deferral where identical properties are 
disposed of and not all of the gains, on the identical properties are eligible for deferral. 


In your example, an individual purchases 100 common shares of an eligible small busi- 
ness corporation (as defined in section 44.1). In the year after the purchase, the corpo- 
ration makes an initial public offering and ceases to be an eligible small business cor- 
poration. On the initial public offering, the individual buys an additional 100 common 
shares. Finally, the individual disposes of 100 common shares and reinvests the capital 
gain realized in another eligible small business corporation. In the absence of an order- 
ing rule for dispositions of shares, it would not be certain that the capital gain realized 
on the sale of the 100 common shares was eligible for the deferral treatment. 


It would be appropriate to provide a rule which provides for certainty in determining 
access to the deferral of the recognition of a capital gain under section 44.1 in the case 
described in your example. ‘Consequently, we are prepared to recommend that an indi- 
vidual be deemed, for the purpose of this provision, to have disposed of shares that are 
identical properties in the order in which the individual acquired them. 


It will be recommended that this amendment apply to dispositions of shares that oceur 
after announcement date and that, if an individual elects in writing and files the election 
with the Minister of National | Revenue i in the time provided for filing the election, that 
this amendment apply to dispositions of shares that occur after February 27, 2000. Nor- 
mally, the time for filing the election would be on or before the filing-due date for the 
return of income of the individual for the iclsjaqual’s taxation baa he in aes this 
amendment receives royal assent. 


Thank you for bringing this matter to our attention. 


Yours sincerely, 


Brian Ernewein, Director, Tax eee Division, ” Tax Policy Branch 
c.c.: Patrick Massicotte, Canada Customs and Revenue Agency — 


History [s. 44.1]: Para. 44.1(2)(c) amended by 2010, c. 12, s. 2, to substitute “deemed 
to be, at any time that is within 60 months after the disposition, taxable” for “deemed to 
be taxable”, applicable in determining after March 4, 2010 whether a property is taxa- 
ble Canadian property of a taxpayer. 


The descriptions of E and F in the definition “ACB reduction”, the descriptions of G, H 
and I in the definition “permitted deferral”, and para. (a) of the definition “replacement 
share’, in subsec. 44.1(1) amended by 2003, c. 15, subsecs..70(2)-(4), applicable in 
respect of dispositions that occur after February 18, 2003. The descriptions and para. 
(a) formerly read: 


Eis the qualifying cost to the individual of the replacement share; and 


214 


Subdivision c — Taxable Capital Gains 


Fis the qualifying) cost to the individual of ‘all the replacement shares of the » 
individual in respect of the qualifying disposition. 


eee 


G_ is the lesser of the amount included in the description of H and the total of 
all amounts each of which is the qualifying cost tothe individual of a re- 
placement share in respect of the qualifying disposition; 

H_ is the qualifying portion of the individual’s proceeds of disposition from the 
qualifying disposition; and 


I, is the qualifying portion of the individual’s capital gain from the qualifying 
disposition. 


(a) acquired by the individual in the year or within 60 days'after the end ‘of the 

year, but not later than 120 days after the qualifying disposition occurred; and 
The definitions “qualifying cost”, “qualifying portion of a capital gain” and “qualifying 
portion of the proceeds of disposition” in subsec. 44.1(1) repealed by 2003, c. 15, sub- 
sec. 70(1), applicable in respect of dispositions that occur after February 18, 2003. The 
definitions formerly read: 


“qualifying cost” to an individual of particular pty) shares of the indivi- 
dual in respect of a qualifying disposition of the individual that are shares of the 
capital stock of a particular eligible small business corporation means the lesser 
of 


(a) the total of all amounts each of which is the cost to the individual of such 
‘a replacement share; and 


(b) the amount by which $2,000,000 exceeds the total of all amounts each of 
which is the cost to the individual of a share that was a share of the capital 
stock of the particular eligible small:business corporation or of a:corporation 
related to it.at the time the particular replacement shares were acquired ‘and 
that was a replacement share of the individual i in respect of another qualify- 
ing disposition. 


“qualifying portion of a capital gain’ of an individual from a particular qualify- 
ing disposition of the individual means the amount determined by the formula’”’ 


Jx(i-(K/L)) 
where 


J . is the individual’s capital gain from the particular qualifying disposition, de- 
termined without reference to this section; 


K is the amount, if any,,by which. the total of 


(a) the total of all amounts each of which is the adjusted cost base to. the 
individual of a share of a particular corporation that was the subject of 
the: particular qualifying disposition (which:adjusted: cost base shall be 
determined immediately before the share was disposed of and. without 
reference to this section), and 


(b) the total of all amounts each of which is the ated eukee base to the 
individual of a,share of the particular corporation or a corporation re- 
lated to it at the time of the particular qualifying disposition that was the 
subject of another qualifying disposition (in respect of which a permit- 
ted deferral was deducted under this séction' by the individual) that oc- 
curred at or before the time of the particular qualifying disposition 
(which adjusted cost base shall be determined immediately before the 
share was disposed of and without reference to this section) 


exceeds 
(c) $2,000,000; and 
L_ is the total of all amounts each of which is the adjusted cost base to the 
individual of a share of the particular corporation that was the subject of the 
particular qualifying disposition (which adjusted cost base shall be deter- 


mined immediately before the share was disposed of and without reference 
to this section). 


“qualifying portion of the proceeds of disposition” of an individual from a quali- 
fying disposition means the amount determined by the formula 


M x (N/O) 
where : 
M is the individual’s proceeds of disposition from the qualifying disposition; 
N _ is the individual’s qualifying Bean: of the capital gain from the qualifying 
disposition; and 


Q_ is the individual’s capital gain from the qualifying disposition, determined 
without reference to this section. 


S. 44.1 added by 2001, c. 17, s. 29, applicable to dispositions that occur after Febuary 
27, 2000 except that, for dispositions that occurred after meena 27, 2000 and before 
October 18, 2000, 


(a) the definition “‘active business corporation” in subsec. (1) shall be read without 
reference to the words “subject to subsection (10)” and as if the reference to the 
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words ‘‘carried on’ in para: (a) of that definition were read as:a reference to ‘“‘car- 

ried on primarily in Canada”; 

(b) the: definition. “eligible small business corporation” in subsec. (1) shall be read 
- without reference to the words “subject to subsection (10)”; 

(c) the definition “eligible small business corporation share” in subsec. (1) shall be 

read as follows: 
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eligible small business corporation share’’ of an. individual means. a com- 
mon share issued by a corporation to the individual if 

(a) at the time the share was issued, the corporation was an eligible 
small business corporation; 

(b) immediately before the share was issued, the total carrying value of 
the assets of the corporation and corporations related to it did not exceed 
$2,500,000; and 

(c) immediately after the share was issued, the total carrying value of the 
assets of the SoRHpSR and corporations related to it did not exceed 
$10,000,000.”; 


(@)t the definition * et cost” in subsec. (1) shall be:read as if the reference to 
“$2,000,000” in para. (b) of that definition were read as a reference to “$500,000”; 


(e) the definition “qualifying disposition” in subsec. (1) shall be read without refer- 
ence to the words “subject to subsection (9)”; 

(f) the definition “qualifying portion of a capital gain” in subsec. (1) shall be read 
as if the reference to “$2;000,000” in para. (c) of the description of K in that defini- 
tion were read as.a reference to, “$500,000”; and 

(g) s::44.1 shall be read without reference to subsecs..44.1(9)iand (10). 


Definitions [s. 44.1]: “ACB reduction” — 44.1(1); ‘active business” — 248(1); “‘ac- 
tive business corporation” — 44.1(1), (10); “adjusted cost base” —54, 248(1); 
“amount” — 248(1); “arm’s length” — 251(1); “business” — 248(1);. “Canada” — 
255, Interpretation Act 35(1); “Canadian-controlled: private corporation” — 125(7), 
248(1); “capital gain” — 39(1)(a), 248(1); “carrying value”, “common share” — 
44.1(1); “common-law partner’, “common-law partnership” — 248(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “disposition” — 248(1); “eligible pooling ar- 
rangement” — 44.1(1); “eligible’small business corporation” — 44.1(1), (10); “eligible 
small business corporation share” — 44.1(1), (11); “immovable” — Quebec Civil Code 
art. 900-907; “individual” — 248(1); “investment manager’ — 44.1(1)“eligible pool- 
ing arrangement”; “month” — Interpretation Act 35(1); “paid-up capital” — 89(1), 
248(1); “parent” — 252(2)(a); “permitted deferral” — 44.1(1); “person”, “prescribed”, 
“professional corporation”, “property” — 248(1); “qualifying cost” raha 1(1); “quali- 
fying disposition” — 44.1(1), (9); “qualifying portion of a capital gain”, “qualifying 
portion of the proceeds” — 44.1(1); “related” — 251(2)-(6); “replacement share” — 
44.1(1); “series of transactions” — 248(10); “share”, “small, business. corporation”, 
“specified financial institution” — 248(1); “substituted”, “substituted property” — 
248(5); “taxable Canadian corporation” — 89(1), 248(1); “taxable ‘Canadian pro- 
perty” — 248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


45. (1) Property with more than one use [change in use] — 
For the purposes of this subdivision the following rules apply: 


(a) where a taxpayer, 


(i) having acquired property for some other purpose, has 
commenced at a later time to use it for the purpose of gaining 
or producing income, or 


(ii) having acquired property for the purpose of gaining or 
producing income, has commenced at a later time to use it 
for, some other purpose, 


the taxpayer shall be deemed to have 


(iii) disposed of it at that later time for proceeds equal to its 
fair market value at that later time, and 


(iv) immediately thereafter reacquired it at a cost equal to 
that fair market value; 


(b) where property has, since it was acquired by a taxpayer, been 
regularly used in part for the purpose of gaining or producing 
income and in part for some other purpose, the taxpayer shall be 
deemed to have acquired, for that other purpose, the proportion 
of the property that the use regularly made of the property for 
_ that other purpose is of the whole use regularly made of the pro- 
perty at a cost to the taxpayer equal to the same proportion of 
“ the cost to the taxpayer of the whole property, and, if the pro- 
perty has, in such a case, been disposed of, the proceeds of dis- 
position of the proportion of the property deemed to have. been 
acquired for that other purpose shall be deemed to be the same 
proportion of the proceeds of disposition of the whole property; 
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(c) where, at any time after a taxpayer has acquired property, 
there has been a change in the relation between the use regularly 
made by the taxpayer of the property for gaining or producing 
income and the use regularly made of the property for other 
purposes, 
(i) if the use regularly made of the property for those other 
purposes has increased, the taxpayer shall be deemed to have 


(A) disposed of the property at that time for proceeds 
equal to the proportion of the fair market value of the pro- 
perty at that time that the amount of the increase in the 
use regularly made by the taxpayer of the property for 
those other purposes is of the whole use regularly made of 
the property, and 


(B) immediately thereafter reacquired the property so dis- 
posed of at a cost equal to the proceeds referred to in 
clause (A), and 


(ii) if the use regularly made of the property for those other 
purposes has decreased, the taxpayer shall be deemed to have 


(A) disposed of the property at that time for proceeds 
equal to the proportion of the fair market value of the pro- 
perty at that time that the amount of the decrease in use 
regularly made by the taxpayer of the property for those 
other purposes is of the whole use regularly made of the 
property, and 


(B) immediately thereafter reacquired the property so dis- 
posed of at a cost equal to the proceeds referred to in 
clause (A); and 


(d) in applying this subsection in respect of a non-resident tax- 
payer, a reference to “gaining or producing income” shall be 
read as a reference to “gaining or producing income from a 
source in Canada”. 


Related Provisions: 13(7)(a), (b), (d) — Change in use rules for depreciable pro- 
perty; 45(2), (3)—Elections to postpone deemed disposition; 54“superficial 
loss”(c) — Superficial loss rule does not apply. 


History: Para. 45(1)(d) added by 2001, c. 17, s. 30, applicable after October 1, 1996. 


Subpara. 45(1)(c)(i) [which had earlier been inadvertently deleted — see below], re- 
enacted and (ii) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 25, applicable to 1972 
et seq. Subpara. 45(1)(c)(ii) formerly read: 


(ii) if the use regularly made by the taxpayer of the property for those other 
purposes has decreased, the taxpayer shall be deemed to have disposed of pro- 
perty at that time and the proceeds of disposition shall be deemed to be an 
amount equal to the proportion of the fair market value of the property at that 
time that the amount of the decrease in use regularly made by the taxpayer of the 
property for those other purposes is of the whole use regularly made of the 
property. 

Selected Cases [subsec. 45(1)]: Duthie Estate v. Canada, [1995] 2 C.T.C. 157 

(FCTD) (Change of use determined on balance of indications); Derlago v. R., [1988] 2 


C.T.C. 21 (FCTD) (Change in use of property deemed disposition; proceeds equal to 
fair market value). 


Interpretation Bulletins: IT-83R3: Non-profit organizations — taxation of income 
from property; IT-120R6: Principal residence; IT-160R3: Personal use of aircraft 
(archived); IT-218R: Profit, capital gains and losses from the sale of real estate, includ- 
ing farmland and inherited land and conversion of real estate from capital property to 
inventory and vice versa. 


(2) Election where change of use — For the purposes of this 
subdivision and section 13, where subparagraph (1)(a)(i) or para- 
graph 13(7)(b) would otherwise apply to any property of a taxpayer 
for a taxation year and the taxpayer so elects in respect of the pro- 
perty in the taxpayer’s return of income for the year under this Part, 
the taxpayer shall be deemed not to have begun to use the property 
for the purpose of gaining or producing income except that, if in the 
taxpayer’s return of income under this Part for a subsequent taxa- 
tion year the taxpayer rescinds the election in respect of the pro- 
perty, the taxpayer shall be deemed to have begun so to use the 
property on the first day of that subsequent year. 


Related Provisions: 13(1)—Recapture of depreciation; 54“principal _resi- 
dence”(b) — Effect of election on principal residence; 220(3.2), Reg. 600(b) — Late 
filing or revocation of election. 


Income Tax Act, Part I, Division B 


History: Subsec. 45(2) substituted by 1994, c. 21, s. 18, applicable to 1992 et seq. 

That subsec. formerly read: 
(2) Election where change in use — For the purposes of this subdivision and 
section 13, where subparagraph (1)(a)(i) and paragraph 13(7)(b) would otherwise 
be applicable in respect of any property of a taxpayer for a taxation year and the 
taxpayer so elects in the taxpayer’s return of income for the year under this Part, 
the taxpayer shall be deemed not to have commenced to use the property for the 
purpose of gaining or producing income therefrom or for the purpose of gaining 
or producing income from a business except that, if in the taxpayer’s return of 
income for a subsequent year and under this Part the taxpayer rescinds the tax- 
payer’s election in respect of the property, the taxpayer shall be deemed to have 
commenced so to use the property on the first day of that subsequent year. 


Selected Cases [subsec. 45(2)]: Bullard Estate v. R., [2004] 3 C.T.C. 2008 (TCC) 
(Election must be made in respect of the year of change). 


Interpretation Bulletins: IT-120R6: Principal residence. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(3) Election concerning principal residence — Where at any 
time a property that was acquired by a taxpayer for the purpose of 
gaining or producing income ceases to be used for that purpose and 
becomes the principal residence of the taxpayer, subsection (1) shall 
not apply to deem the taxpayer to have disposed of the property at 
that time and to have reacquired it immediately thereafter if the tax- 
payer so elects by notifying the Minister in writing on or before the 
earlier of 


(a) the day that is 90 days after a demand by the Minister for an 
election under this subsection is sent to the taxpayer, and 


(b) the taxpayer’s filing-due date for the taxation year in which 
the property is actually disposed of by the taxpayer. 
Related Provisions: 45(4) — Where election cannot be made; 54“principal resi- 


dence’’(b), (d) — Effect of election and parallel rule when moving out of principal resi- 
dence; 220(3.2), Reg. 600(b) — Late filing or revocation of election. 


History: Para. 45(3)(b) amended by 1996, c. 21, s. 10, applicable to 1995 et seq. The 
para. formerly read: 


(b) April 30 following the year in which the property is actually disposed of by 
the taxpayer. 


Interpretation Bulletins: IT-120R6: Principal residence. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(4) Where election cannot be made — Notwithstanding sub- 
section (3), an election described in that subsection shall be deemed 
not to have been made in respect of a change in use of property if 
any deduction in respect of the property has been allowed for any 
taxation year ending after 1984 and on or before the change in use 
under regulations made under paragraph 20(1)(a) to the taxpayer, 
the taxpayer’s spouse or common-law partner or a trust under which 
the taxpayer or the taxpayer’s spouse or common-law partner is a 
beneficiary. 

History: Subsec. 45(4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 


See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 

Interpretation Bulletins: IT-120R6: Principal residence. 

Definitions [s. 45]: “amount”, “business”, “common-law partner” — 248(1); “filing- 
due date” — 150(1), 248(1); “gaining or producing income” — 45(1)(d); “Minister” — 
248(1); “principal residence”, “‘proceeds of disposition” — 54; “property”, “regula- 
tion” — 248(1); “taxation year” — 249; “taxpayer”, “writing” — Interpretation Act 
35(1). 

Interpretation Bulletins [s. 45]: IT-102R2: Conversion of property, other than real 
property, from or to inventory. 


46. (1) Personal-use property — Where a taxpayer has dis- 
posed of a personal-use property (other than an excluded property 
disposed of in circumstances to which subsection 110.1(1), or the 
definition “total charitable gifts”, “total cultural gifts” or “total eco- 
logical gifts” in subsection 118.1(1), applies) of the taxpayer, for 


the purposes of this subdivision 


(a) the adjusted cost base to the taxpayer of the property imme- 
diately before the disposition shall be deemed to be the greater 
of $1,000 and the amount otherwise determined to be its ad- 
justed cost base to the taxpayer at that time; and 
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(b) the taxpayer’s proceeds: of disposition of the property ‘shall 

be deemed to be the greater of $1,000 and the taxpayer’s pro- 

ceeds of disposition of the property otherwise determined. 
Related Provisions: 40(2)(g)(iii) — No loss allowed on most personal-use property; 
46(3) — Properties ordinarily disposed of as a set; 46(5)— Excluded: property; 
50(2) — Personal-use property debts. 
History: The opening words of subsec. 46(1) amended by 2001, c. 17, subsec. 31(1), 
applicable to property acquired after February 27, 2000. The opening words formerly 
read: 


46. (1) Where a taxpayer has disposed of any personal-use prope dy of the tax- 
payer, for the purposes of this subdivision 


Interpretation Bulletins: IT-332R: Personal Use Property (archived). 


(2) Where part only of property disposed of — Where a tax- 
payer has disposed of part of a personal-use property (other than a 
part of an excluded property disposed of in circumstances to which 
subsection 110.1(1), or the definition “total charitable gifts”, “total 
cultural gifts” or “total ecological gifts” in subsection 118.1(1), ap- 
plies) owned by the taxpayer and has retained another part of the 
property, for the purposes of this subdivision 


(a) the adjusted cost. base to the taxpayer, immediately before 
the disposition, of the part so disposed of shall be deemed to be 
the greater of 


(i) the adjusted cost base to the taxpayer at that time of that 
part otherwise determined, and 


(ii): that proportion of $1,000 that the amount. determined 
under subparagraph (i) is of the adjusted cost base to the tax- 
payer at that time of the whole property; and 


(b) the proceeds of disposition of the part so disposed of shall be 
deemed to be the greater of 


(i) the proceeds of disposition of that part iva deter- 
mined, and 


(ii) the amount determined under subparagraph (a)(i1). 


History: The opening words of subsec. 46(2) amended by 2001, c. 17, subsec. 31(2), 
applicable to property acquired after February 27, 2000. The opening words formerly 
read: 


(2) Where a taxpayer has disposed of part of a personal-use property owned by 
the taxpayer and has retained another part of the property, for the purposes of 
this subdivision 


(3) Properties ordinarily disposed of as a set — For the pur- 
poses. of this subdivision, where a number of personal-use proper- 
ties of.a taxpayer that would, if the properties. were disposed. of, 
ordinarily be disposed of in one disposition as-a set, 


(a) have been. disposed of by more than one disposition so: that 
all of the properties have been acquired by one person or by a 
group of persons not dealing with each other at arm’s length, 
and 


(b) had, immediately before the first disposition referred to in 
paragraph (a), a total fair market value greater than $1,000, 


the properties shall be deemed to be a single personal-use property 
and each such disposition shall be deemed to be a disposition of a 
part of that property. 


(4) .Decrease in value of personal-use. property of 
corporation, etc. — Where it may reasonably be regarded that, 
by reason of a decrease in the fair market value of any personal-use 
property of a corporation, partnership or trust, 


(a) a taxpayer’s gain, if any, from the disposition of a share of 
the capital stock of a corporation, an interest in a trust or an in- 
terest in a partnership has become a loss, or is less than it would 
have been if the decrease had not occurred, or 


(b) a taxpayer’s loss, if any, from the disposition of a share or 
interest described in paragraph (a) is greater than it would have 
been if the decrease had not occurred, ~ 


the amount of the gain or loss, as the case may be, shall be deemed 
to be the amount that it would have been but for the decrease. 


(5) Excluded property [art flips] — For the purpose. of this sec- 
tion, “excluded property” of a taxpayer means property acquired by 
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the taxpayer, or by a person with whom the taxpayer does not deal 
at arm’s length, in circumstances in which it is reasonable to con- 
clude that the acquisition of the property relates to an arrangement, 
plan or scheme that is promoted by another person or partnership 
and under which it is reasonable to conclude that the property will 
be the subject of a gift to which subsection 110.1(1), or the defini- 
tion “total charitable gifts”, “total cultural gifts” or “total ecological 
gifts” in subsection 118.1(1), applies. 

Related Provisions: 163.2 — Penalties for third-party promoters and valuators; 


248(35)—(37) — Value of gift limited to cost if acquired within 3. years or.as tax 
shelter, 


History: Subsec. 46(5) added by 2001, c: 17, subsec. 31(3), applicable. to. property 
acquired after February 27, 2000. 


Selected Cases [s. 46]: Nash et al. v. R., [2005] 1 C.T.C. 3814 (FCA) (Valuation 
should be made of property donated, not extrapolation of individual items). 
Definitions [s. 46]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “arm’s 
length” — 251(1); “corporation” — 248(1), qnierpreranon Act 35(1); “disposition” — 
248(1); “excluded property” — 46(5); ‘ pperonte — 248(1); “personal-use property” — 
54, 248(1); “proceeds of disposition” — 54; “property”, “share”, “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3). 


Interpretation Bulletins [s. 46]: IT-332R: Personal-use property (archived); IT- 
373R2: Woodlots. 


47. (1) Identical properties [averaging rule] — Where at any 
particular time after 1971 a taxpayer who owns one property that 
was or two or more. identical properties each of which was, as the 
case may be, acquired. by the taxpayer after 1971,.acquires one or 
more other properties (in this subsection referred to as “newly-ac- 
quired properties”) each of which is identical to each such. previ- 
ously-acquired property, for the purposes of computing, at any sub- 
sequent time, the adjusted cost base of the taxpayer of each such 
identical property, 


(a) the taxpayer shall be deemed to have disposed of each such 
previously-acquired property immediately before the particular 
time for proceeds equal to its adjusted cost base to the taxpayer 
immediately before the particular time; 


(b) the taxpayer shall be deemed to have acquired the identical 
property at the particular time at a cost equal to the quotient ob- 
tained when 


(i) the total of the adjusted cost bases to the taxpayer imme- 
diately before the particular time of the previously-acquired 
properties, and the cost to the taxpayer (determined without 
reference to this section) of the newly-acquired properties 


is divided by 
(ii) the number of the identical. properties owned by the tax- 
payer immediately after the particular time; 


(c) there shall be deducted, after the particular time, in comput- 
ing the adjusted cost base to the taxpayer of each such identical 
property, the amount determined by the formula 


A 


B 
where 


A is the total of all amounts deducted under paragraph 
53(2)(g.1) in computing immediately before the. particular 
time the adjusted cost base to the taxpayer of the previously- 
acquired properties, and 

B_ is the number of such identical properties owned by the tax- 
payer immediately after the particular time or, where subsec- 
tion (2) applies, the quotient determined under that subsec- 
tion in respect of the acquisition; and 


(d) there shall be added, after the particular time, in computing 
the adjusted cost base to the taxpayer of each such identical pro- 
perty the amount determined under paragraph (c) in respect of 
the identical property. 
Related Provisions: 7(1.3)— Order of disposition of securities acquired under 
stock-option agreement; 47(2) — Where identical properties are bonds, etc.; 47(3) — 


Certain securities acquired by employee deemed not identical; 53(1)(q) — Addition to 
ACB for amount under 47(1)(d); 53(2)(g.1) — Reduction in ACB under 47(1)(c); 
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80.03(2)(a) — Deemed gain on disposition following debt forgiveness; 138.11) — 
Properties of life insurance corporation; 248(12) — Meaning of “identical properties’. 
History: Paras. 47(1)(c) and (d) added by 1995, c. 21, s. 13, applicable to taxation 
years that end after February 21, 1994. 

1.T. Application Rules: 26(8)-(8.5) (property owned since before 1972). 


1.T. Technical News: 19 (Disposition of identical properties acquired under a section 
7 securities option; Change in position in respect of GAAR — section 7). 


(2) Where identical properties are bonds, etc. — For the 
purposes of subsection (1), where a group of identical properties 
referred to in that subsection is a group of identical bonds, deben- 
tures, bills, notes or similar obligations issued by a debtor, subpara- 
graph (1)(b)(ii) shall be read as follows: 


“(ii) the quotient obtained when the total of the principal 
amounts of all such identical properties owned by the taxpayer 
immediately after the particular time is divided by the princi- 
pal amount of the identical property.” 

Related Provisions: 248(12)— Whether bonds, etc., are identical properties. 


(3) Securities acquired by employee — For the purpose of 
subsection (1), a security (within the meaning assigned by subsec- 
tion 7(7)) acquired by a taxpayer after February 27, 2000 is deemed 
not to be identical to any other security acquired by the taxpayer if 


(a) the security is acquired in circumstances to which any of 

subsections 7(1.1), (1.5) or (8) or 147(10.1) applies; or 

(b) the security is a security to which subsection 7(1.31) applies. 
Related Provisions: 7(1.3) — Order of disposition of securities; 53(1)(j) — Addi- 
tion of deferred employment benefit to ACB of security. 
History: Subsec. 47(3) added by 2001, c. 17, s. 32, applicable after 1999. 


(4) [Repealed under former Act] 

Definitions [s. 47]: “adjusted cost base” — 54, 248(1); “identical” — 138(11.1), 
248(12); “principal amount” — 248(1); “property” — 248(1); “security” — 7(7); “tax- 
payer” — 248(1). 

Interpretation Bulletins [s. 47]: IT-78: Capital property owned on December 31, 
1971 — identical properties (archived); IT-88R2: Stock dividends; IT-115R2: Frac- 
tional interest in shares; IT-199: Identical properties acquired in non-arm’s length 
transactions (archived); IT-387R2: Meaning of “identical properties”. 


47.1 Indexed Security Investment Plans — (1)-(26) [Re- 
pealed under former Act] 


(26.1) Application of section 47.1 of R.S.C., 1952, c. 148 — 
Words and expressions used in subsections (27) and (28) have the 
meanings assigned to them by subsections 47.1(1) to (26) of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, as the latter subsections read on July 1, 1986 and in so far as 
they are not inconsistent with subsections (27) and (28). 

Origin of subsec. 47.1(26.1): R.S.C. 1985, c. 1 (Sth Supp.). 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(27) Capital losses in 1986 — Notwithstanding any other provi- 
sion of this Act, where paragraph 47.1(10)(f) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as that para- 
graph read on January 1, 1986, applied in respect of the termination 
before 1986 of an indexed security investment plan under which a 
taxpayer was a participant, any amount that would have been 
deemed under that paragraph to be a capital loss of the taxpayer 
from the Plan for the 1986 or a subsequent taxation year shall be 
deemed to be a capital loss of the taxpayer for the 1986 taxation 
year from the disposition of property in 1986. 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(28) Transition for 1986 — Where a taxpayer was a participant 
under a Plan on January 1, 1986, the following rules apply: 
(a) each indexed security owned under the Plan by the taxpayer 
on that date shall be deemed to have been disposed of under the 
Plan on that date for proceeds of disposition determined by the 
formula 
AX = 
C 


where 
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A is the indexing base of the Plan on that date determined as if 
subparagraph 47.1(3)(a)(i) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, were read as 
“the fair market value of all indexed securities owned by the 
taxpayer under the Plan at the end of the preceding taxation 
year”, 


B is the fair market value of the security on that date, and 


C is the fair market value of all indexed securities owned under 
the Plan by the taxpayer on that date; 


(b) each indexed security deemed under paragraph (a) to have 
been disposed of under the Plan shall be deemed to have been 
reacquired outside the Plan by the taxpayer immediately after 
that date at a cost equal to the amount deemed under paragraph 
(a) to be the proceeds of the disposition of that security; 


(c) each put or call option referred to in clause 47.1(4)(a)(iv)(B) 
or (C) of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as that clause read on January 1, 1986, 
outstanding under the Plan. on that date shall be deemed to have 
been closed out under the Plan on that date at a cost equal to the 
amount that the taxpayer would have had to pay on that date if 
the taxpayer had actually closed out the option on a prescribed 
stock exchange in Canada on that date; 


(d) each put or call option deemed under paragraph (c) to have 
been closed out shall be deemed to be written outside the Plan 
immediately after that date for proceeds equal to the amount 
deemed under paragraph (c) to be the cost at which the option 
was closed out; and 


(e) for greater certainty, the taxpayer’s indexed gain or loss, as 
the case may be, for the 1986 taxation year from the Plan and 
unindexed gain or loss, as the case may be, for that year from 
the Plan shall be nil. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Definitions [s. 47.1]: “amount” — 248(1); “capital loss” — 39(1)(b), 248(1); “cor- 
poration” — 248(1), Interpretation Act 35(1); “proceeds of disposition” — 54; “taxa- 
tion year” — 249; “taxpayer” — 248(1). 


48. (1) [Repealed] 


History: Subsec. 48(1) repealed by 1994, c. 21, s. 19, applicable after 1992 except 
that, where a corporation elected in accordance with paragraph 111(4)(a) of 1994, c, 21 
(i.e., elects before the end of December 1994 for new subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the repeal applies to the corporation from the 
corporation’s time of continuation (within the meaning assigned by that paragraph). 
That subsec. formerly read: 


48. (1) Deemed disposition of property where taxpayer has ceased to be 
resident in Canada — For the purposes of this subdivision, where a taxpayer 
has ceased, at any particular time in a taxation year and after 1971, to be resident 
in Canada, the taxpayer shall be deemed to have disposed, immediately before 
the particular time, of each property, other than 


(a) any property that would be taxable Canadian property if at no time in the 
year the taxpayer had been resident in Canada except where the taxpayer is 
an individual other than a trust and the taxpayer has elected in prescribed 
manner and within a prescribed time to be deemed to have disposed of such 
property owned by the taxpayer immediately before the particular time, 


(b) a right to receive any payment described in paragraph 212(1)(h), in any 
of paragraphs 212(1)(j) to (q) and a right to receive any payment of a benefit 
under the Canada Pension Plan or a provincial pension plan as defined in 
section 3 of that Act, or 


(c) where the taxpayer is an individual other than a trust or was, immediately 
before the particular time, a Canadian corporation, any property not de- 
scribed in paragraph (a) or (b) in respect of which the taxpayer has elected in 
prescribed manner and within prescribed time and has furnished the Minister 
with security acceptable to the Minister for the payment of the additional tax 
under this Part that would have been payable by the taxpayer if the taxpayer 
had not so elected, 


that was owned by the taxpayer immediately before the particular time for pro- 
ceeds of disposition equal to the fair market value of the property immediately 
before the particular time and to have reacquired the property immediately after 
the taxpayer so ceased to be resident in Canada at a cost equal to that fair market 
value, except that where the taxpayer has made an election under paragraph (a) 
or (c), the total of the taxpayer’s allowable capital losses for the year from dispo- 
sitions under this subsection of such of those properties as were not listed per- 
sonal property of the taxpayer shall be deemed to be the lesser of that total other- 
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wise determined and the total of the taxpayer’s taxable capital gains for the year 
from the dispositions under this subsection of such of those properties as were 
not listed personal property of the taxpayer. 


(1.1) [Repealed under former Act] 


(2) [Repealed] 


History: Subsec. 48(2) repealed by 1994, c. 21, s. 19, applicable after 1992 except 
that, where a corporation elects in accordance with paragraph 111(4)(a) of 1994, c. 21 
(i.e., elects before the end of December 1994 for new subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the repeal applies to the corporation from the 
corporation’s time of continuation (within the meaning assigned’ by that paragraph). 
That subsec. formerly read: 


(2) Property in respect of which election made deemed to be taxable 
Canadian property — Any property of a taxpayer described in paragraph (1)(c) 
in respect of which the taxpayer has made an election under that paragraph shall 
be deemed to be taxable Canadian property of the taxpayer from the time imme- 
diately after the taxpayer ceased to be resident in Canada until the time immedi- 
ately after the taxpayer 


(a) disposes of it, or 
(b) next becomes resident in Canada, 


whichever first occurs. 


(3) [Repealed] 


History: Subsec. 48(3) repealed by 1994, c. 21, s. 19, applicable after 1992 except 
that, where a corporation elects in accordance with paragraph 111(4)(a) of 1994, c.'21 
(i.e., elects before the end of December 1994 for new, subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the repeal applies to the corporation from the 
corporation’s time of continuation (within the meaning assigned by that paragraph). 
That subsec. formerly read: ; 


(3) Deemed acquisition of property on becoming a resident of Canada — 
For the purposes of this subdivision, where a taxpayer has become, at any partic- 
ular time in a taxation year and after 1971, resident in Canada, the taxpayer shall 
be deemed to have acquired at the particular time each property owned by the 
taxpayer at that time, other than 


(a) property that would be taxable Canadian property if the taxpayer had 
disposed of it immediately before the particular time, or 


(b) property. described in paragraph (1)(c).in respect of which the taxpayer 
had previously made an election under that paragraph in respect of the last 
preceding time the taxpayer ceased to be resident in Canada, 


at a cost equal to its fair market value at the particular time. 


(4) [Repealed] 


History: Subsec. 48(4) repealed by 1994, c. 21, s. 19, applicable after 1992 except 
that, where a corporation elects in accordance with paragraph 111(4)(a) of 1994, c. 21 
(i.e., elects before the end of December 1994 for new subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the repeal applies to the corporation from the 
corporation’s time of continuation (within the meaning assigned by that paragraph). 
That subsec. formerly. read: 


(4) Exception where taxpayer resident in Canada for short term only — 
Subsection (1) does not apply in respect of any property owned by an individual 
other than a trust at the particular time immediately before the individual ceased 
to be resident in Canada, if 


(a) the property was 


(i) owned by the individual immediately before the individual last be- 
came resident in Canada, or 


(ii) acquired by the individual by inheritance or bequest at any time after 
the individual last became resident in Canada; and 


(b) during the 10 years immediately preceding the particular time, the indivi- 
dual was resident in Canada for a period or periods the total of which was 60 
months or less. 


(5) [Repealed] 


History: Subsec. 48(5) repealed by 1994, c. 21, s. 19, applicable after 1992 except 
that, where a corporation elects, in accordance with paragraph 111(4)(a) of 1994, c. 21 
(i.e., elects before the end of December 1994 for new subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the repeal applies to the corporation from the 
corporation’s time of continuation (within the meaning assigned by that paragraph). 
That subsec. formerly read: 


(5) Where corporation becomes resident in Canada — Where at any time a 
corporation becomes resident in Canada and immediately before that time the 
corporation was a foreign affiliate of a taxpayer resident in Canada, for the pur- 
poses of subdivision i, the following rules apply: 

(a) the taxation year of the corporation that would otherwise have included 


that time shall be deemed to have ended immediately before that time and a 
new taxation year shall be deemed to have commenced at that time; 
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(b) the corporation shall: be deemed to have been a controlled foreign affili- 
ate (within the meaning assigned by subsection 95(1)) of the taxpayer at the 

_ end of the taxation year that is deemed by paragraph (a) to have ended im- 
mediately before that time; and 


(c) such amount as is prescribed shall be included in the foreign accrual pro- 
perty income (within the meaning assigned by subsection 95(1)) of the for- 
eign affiliate for the taxation year that is deemed by paragraph (a) to have 
ended immediately before that time. 


48.1 (1) Gain when small business corporation becomes 
public[ly listed] — Where 
(a) at any time in a taxation year an individual owns capital pro- 
perty that is a share of a class of the capital stock of a corpora- 
tion that, ; 


(i) at that time, is a small business corporation, and 


(ii) immediately after that time, ceases to be a small business 
corporation because a class of its or another corporation’s 
shares is listed on a designated stock exchange, and 


(b) the individual elects in prescribed form to have this section 
apply, 
the individual shall be deemed, except for the purposes of sections 7 
and 35 and paragraph 110(1)(d.1), 


(c) to have disposed of the share at that time for proceeds of 
disposition equal to the greater of 


(i) the adjusted cost base to the individual of the share at that 
time, and 


(ii) the lesser of the fair market value of the share at that time 
and such amount as is designated in the prescribed form by 
the individual in respect of the share, and 


(d) to have reacquired the share immediately after that time at a 
cost equal to those proceeds of disposition. 
Related Provisions: 44.1(11) — 48.1 inapplicable in determining eligible small 
business corporation share for small business investment rollover; 53(4) — Effect on 
ACB where 48.1(1)(c). applies; 110.6(2.1) — Capital gains deduction — qualified 
small business corporation shares. 
History: Subpara. 48.1(1)(a)(ii) amended to substitute “designated stock exchange” 
for “prescribed stock exchange” by 2007, c. 35, para. 68(2)(c), applicable after Decem- 
ber 13, 2007. 
Subpara. 48.1(1)(a)G@i) amended by 2001, c. 17, s. 33, applicable to corporations that 
cease to be small business corporations after 1999. 


Where a corporation ceases to be a Canadian-controlled private corporation in a taxa- 
tion year solely because of the application of the amendment to 125(7)““Canadian-con- 
trolled private corporation”, an election under subsec. 48.1(1), as amended, that is 
made by an individual in respect of the 1999 or 2000 taxation year is deemed to have 
been made.on, time if the election is made.on or before the individual’s filing-due date 
for the taxation year that includes June 14, 2001. 
The subpara. formerly read: 
(ii) immediately after that time, ceases to be a small business corporation be- 
cause a class of its shares is listed on a prescribed stock exchange, and 
Subpara. 48.1(1)(a)(ii) amended by 1998, c. 19, s. 91, applicable to corporations’ that 
cease to be a small business corporation after 1995. The subpara. formerly read: 
(ii) immediately after that time, becomes a public corporation because of the 
listing of a class of its shares on a prescribed stock exchange in Canada, and 
Subsec. 91(3) of 1998, c. 19, provides: 
An election under subsec. 48.1(1), as amended, that is made by an individual for 
the 1995 taxation year is deemed to have been made on time, if 


(a) a class of the shares of the capital stock of the corporation in respect of 
which the election is made was, on January 1, 1996, listed on a stock exchange 
listed in section 3201. of the Income Tax Regulations; 


(b) the corporation was a small business corporation on December 31, 1995; 
and 


(c) the election is made before October 1, 1998. 
Forms: T2101: Election for gains on shares of a corporation becoming public. 


(2) Time for election — An election made under subsection (1) 
by an individual for a taxation year shall be made on or before the 
individual’s filing-due date for the year. 

History: Subsec. 48.1(2) amended by 1996, c. 21, s. 11, applicable to 1995 et seg. The 
subsec. formerly read: 


(2) An election made under subsection (1) by an individual for a taxation year 
shall be made on or before the balance-due day of the individual for that’ year. 
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(3) Late filed election — Where the election referred to in sub- 
section (2) was not made on or before the day referred to therein, 
the election shall be deemed for the purposes of subsections (1) and 
(2) to have been made on that day if, on or before the day that is 2 
years after that day, 


(a) the election is made in prescribed form; and 


(b) an estimate of the penalty in respect of that election is paid 
by the individual when the election is made. 


(4) Penalty for late filed election — For the purposes of this 
section, the penalty in respect of an election referred to in paragraph 
(3)(a) is an amount equal to the lesser of 


(a) '/s of 1% of the amount, if any, by which 
(i) the proceeds of disposition determined under subsection 
(1) 

exceed 
(ii) the amount referred to in subparagraph (1)(c)(i) 


for each month or part of a month during the period commenc- 
ing on the day referred to in subsection (2) and ending on the 
day the election is made, and 


(b) an amount equal to the product obtained by multiplying $100 
by the number of months each of which is a month all or part of 
which is during the period referred to in paragraph (a). 


(5) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine each election referred to in paragraph (3)(a), 
assess the penalty payable and send a notice of assessment to the 
individual, who shall pay forthwith to the Receiver General the 
amount, if any, by which the penalty so assessed exceeds the total 
of all amounts previously paid on account of that penalty. 


History [s. 48.1]: S. 48.1 added by 1994, c. 7, Sch. II (1991, c. 49), s. 26, applicable 
to 1991 et seq. 

Definitions [s. 48.1]: “adjusted cost base” — 54, 248(1); “amount”, ‘‘assessment” — 
248(1); “capital property” — 54, 248(1); “class of shares” — 248(6); “corporation” — 
248(1), Interpretation Act 35(1); “designated stock exchange” — 248(1), 262; “‘filing- 
due date” — 150(1), 248(1); “individual”, “Minister”, “prescribed” — 248(1); “share”, 
“small business corporation” — 248(1); “taxation year” — 11(2), 249. 


49. (1) Granting of options — Subject to subsections (3) and 
(3.1), for the purposes of this subdivision, the granting of an option, 
other than 


(a) an option to acquire or to dispose of a principal residence, 


(b) an option granted by a corporation to acquire shares of its 
capital stock or bonds or debentures to be issued by it, or 


(c) an option granted by a trust to acquire units of the trust to be 
issued by the trust, 


is a disposition of a property the adjusted cost base of which to the 
grantor immediately before the grant is nil. 
Related Provisions: 13(5.3) — Disposition of option on depreciable property or real 


property; 49(2), (2.1) Where option expires; 49(5) — Extension or renewal of 
options. 


History: Subsec. 49(1) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 27(1), to 
substitute “(3) and (3.1)” for “(2), (3) and (3.1)” in that portion preceding para. (a), and 
to add para. (c), applicable to options granted after 1989. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units; IT-403R: Options on 
real estate; IT-479R: Transactions in securities. 


(2) Where option expires — Where at any time an option de- 
scribed in paragraph (1)(b) (other than an option to acquire shares 
of the capital stock of a corporation in consideration for the incur- 
ring, pursuant to an agreement described in paragraph (e) of the def- 
inition “Canadian exploration and development expenses’ in sub- 
section 66(15), paragraph (i) of the definition “Canadian 
exploration expense” in subsection 66.1(6), paragraph (g) of the 
definition “Canadian development expense” in subsection 66.2(5) 
or paragraph (c) of the definition “Canadian oil and gas property 
expense” in subsection 66.4(5), of any expense described in which- 
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ever of those paragraphs is applicable) that has been granted by a 
corporation after 1971 expires, 


(a) the corporation shall be deemed to have disposed of capital 
property at that time for proceeds equal to the proceeds received 
by it for the granting of the option; and 


(b) the adjusted cost base to the corporation of that capital pro- 
perty immediately before that time shall be deemed to be nil. 
Related Provisions: 49(5)— Extension or renewal of options; 54“superficial 
loss”(d) — Superficial loss rule does not apply; 87(2)(0) — Amalgamations — expiry 
of options previously granted. 
Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 


shares, bonds or debentures and by trusts to acquire trust units; IT-98R2: Investment 
corporations (archived); IT-334R2: Miscellaneous receipts. 


(2.1) Idem — Where at any time an option referred to in paragraph 
(1)(c) expires, 
(a) the trust shall be deemed to have disposed of capital property 
at that time for proceeds equal to the proceeds received by it for 
the granting of the option; and 


(b) the adjusted cost base to the trust of that capital property 
immediately before that time shall be deemed to be nil. 


Related Provisions: 49(5) — Extension or renewal; 54“‘superficial loss”(d) — Su- 
perficial loss rule does not apply. 


History: Subsec. 49(2.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 27(2), 
applicable to options granted after 1989. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units. 


(3) Where option to acquire exercised — Where an option to 
acquire property is exercised so that property is disposed of by a 
taxpayer (in this subsection referred to as the “vendor’) or so that 
property is acquired by another taxpayer (in this subsection referred 
to as the “purchaser”), for the purpose of computing the income of 
each such taxpayer the granting and the exercise of the option shall 
be deemed not to be dispositions of property and there shall be 
included 


(a) in computing the vendor’s proceeds of disposition of the pro- 
perty, the consideration received by the vendor for the option; 
and 


(b) in computing the cost to the purchaser of the property, 


(i) where paragraph 53(1)(j) applied to the acquisition of the 
property by the purchaser because a person who did not deal 
at arm’s length with the purchaser was deemed because of 
the acquisition to have received a benefit under section 7, the 
adjusted cost base to that person of the option immediately 
before that person last disposed of the option, and 


(ii) in any other case, the adjusted cost base to the purchaser 
of the option. 
Related Provisions: 49(3.2) — Election to have 49(3) not apply where option 


granted before Feb. 23/94; 49(5)— Extension or renewal of option; 164(5)(c), 
164(5.1)(c) — Effect of carryback of loss. 


History: Para. 49(3)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 27(3), 
applicable after July 13, 1990. Para 49(3)(b) formerly read: 


(b) in computing the cost to the purchaser of the property, the adjusted cost base 
to the purchaser of the option. 


Selected Cases [subsec. 49(3)]: Salt et al. v. R., [1984] C.T.C. 414 (FCTD) 
(Amounts received for extended options included in proceeds of disposition). 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units; IT-334R2: Miscellane- 
ous receipts; IT-403R: Options on real estate; IT-479R: Transactions in securities. 


(3.01) Option to acquire specified property exercised — 
Where at any time a taxpayer exercises an option to acquire a speci- 
fied property, 
(a) there shall be deducted after that time in computing the ad- 
justed cost base to the taxpayer of the specified property the to- 
tal of all amounts deducted under paragraph 53(2)(g.1) in com- 
puting, immediately before that time, the adjusted cost base to 
the taxpayer of the option; and 
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(b) the amount determined under paragraph (a) in respect of that 

acquisition shall be added after that time in computing the ad- 

justed cost base to the taxpayer of the specified property. 
Related Provisions: 53(1)(q) — Addition to adjusted cost base for amount under 


49(3.01)(b); 53(2)(g.1) — Reduction in adjusted. cost base under. 49(3.01)(a); 
80.03(2)(a) — Deemed gain on disposition following debt forgiveness. 


History: Subsec: 49(3.01) added by 1995, c.21, s. 14, applicable to taxation years that 
end after February 21, 1994. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units. 


(3.1) Where option to dispose exercised — Where an option 
to dispose of property is exercised so that property is disposed of by 
a taxpayer (in this subsection referred to as the “vendor’’) or'so that 
property is acquired by another taxpayer (in this subsection referred 
to as the “purchaser’’), for the purpose of computing the income of 
each such taxpayer the granting and the exercise of the option shall 
be deemed not to be dispositions, of. property and there shall be 
deducted 


(a) in computing the vendor’s proceeds:of disposition of the pro- 
perty, the adjusted cost base to the vendor of the option; and 


(b) in computing the cost to the purchaser of the property, the 
consideration received by the purchaser for the option. 


Related Provisions: 49(5) — Extension or renewal of option. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units; IT-403R: Options on 
real estate. 


(3.2) Option granted before February 23, 1994 — Where an 
individual (other than a trust) who disposes of property pursuant to 
the exercise of an option that was granted by the individual before 
February 23, 1994 so elects in the individual’s return of income for 
the taxation year in which the disposition occurs, subsection (3) 
does not apply in respect of the disposition in computing the in- 
come of the individual. 


History: Subsec. 49(3.2) added by 1995, c. 3, s. 13, applicable to dispositions that 
occur after February 22, 1994. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units. 


(4) Reassessment where option exercised in subsequent 
year — Where 


(a) an option granted by a taxpayer in a taxation year (in this 
subsection referred to as the “initial year’) is exercised in a sub- 
sequent taxation year (in this subsection referred to, as the “sub- 
sequent year’), 


(b) the taxpayer has filed a return of the taxpayer’s income for 
the initial year as required by section 150, and 


(c) on or before the day on or before which the taxpayer was 
required by section 150 to file a return of the taxpayer’s income 
for the subsequent year, the taxpayer has filed an amended re- 
turn for the initial year excluding from the taxpayer’s income the 
proceeds received by the taxpayer for the granting of the option, 


such reassessment of the taxpayer’s tax, interest or penalties for the 
year shall be made as is necessary to give effect to the exclusion. 


Related Provisions: 49(5) — Extension or renewal of option; 161(7)(b)(@ii) — Ef- 
fect of carryback of loss, etc. 


Interpretation Bulletins: IT-96R6: Options granted by corporations to acquire 
shares, bonds or debentures and by trusts to acquire trust units. See also at end.ofs. 49; 
IT-384R: Reassessment where option exercised in subsequent year. 


(5) [Extension or renewal of option] — Where a taxpayer has 
granted an option (in this subsection referred to as the “original op- 
tion”) to which subsection (1), (2) or (2.1) applies, and grants one 
or more extensions or renewals of that original option, 


(a) for the purposes of subsections (1), (2) and (2.1), the granting 
of each extension or renewal shall be deemed to be the granting 
of an option at the time the extension or renewal is granted; 


4The definition “bankrupt” has been moved from 128(3) to 248(1) — ed. 
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(b) for the purposes of subsections (2) to (4) and subparagraph 
(b)(iv) of the definition “disposition” in subsection 248(1), the 
original option and each extension or renewal of it is deemed to 
be the same option; and 


(c) subsection (4) shall be read as if the year in which the origi- 
nal option was granted and each year in which any extension or 
renewal thereof was granted were all initial years. 


History: Para. 49(5)(b) amended by 2001, c. 17, s. 34, applicable to options granted 
after December 23, 1998. Para. 49(5)(b) formerly read: 


(b) for the purposes of subsections (2) to (4) and subparagraph (b)(iv) of the 
definition “disposition” in section 54, the original option and each extension or 
renewal thereof shall be deemed to be the same option; and 


That portion of subsec. 49(5) preceding para. (c) amended by 1994, c. 7, Sch. II (1991, 
c. 49), subsec. 27(4), to substitute “grants” for “has granted”, to add two references to 
subsection (2.1), and’to substitute “(2) to (4)” for ‘(2), (3), (3.1), and (4)”, applicable 
with respect to options granted, extended or renewed after 1989. 


Interpretation Bulletins: IT-96R6: Options to acquire shares, bonds or debentures 
and by trusts to acquire trust units. 

Definitions [s. 49]: “adjusted cost base” — 54, 248(1); “arm’s length” — 251(1); 
“assessment” — 248(1); “capital property” — 54; 248(1); “corporation” — 248(1), In- 
terpretation Act 35(1); “disposition”, “person” — 248(1); “principal residence” — 54; 
“property”, “share” — 248(1); “specified property” — 54; “taxation year’ — 249; 
“taxpayer” — 248(1);. “trust” — 104(1), 248 (1), (3). 


49.1 No disposition where obligation satisfied — For greater 
certainty, where a taxpayer acquires a particular property in satis- 
faction of an absolute or contingent obligation of a person or part- 
nership to provide the particular property pursuant to a contract or 
other arrangement one of the main objectives of which was to es- 
tablish a right, whether absolute or contingent, to the particular pro- 
perty and that right was not under the terms of a trust, partnership 
agreement, share or debt obligation, the satisfaction of the obliga- 
tion is not a disposition of that right. 

History: S. 49.1 added by 2000, c. 19, s. 3, applicable to obligations satisfied after 
December 15, 1998. 

Definitions: “disposition” — 248(1); “person”, “property”, “share”, “taxpayer” — 
248(1); “trust” — 104(1),,248(1), (3). 


50. (1) Debts established to be bad debts and shares of 
bankrupt corporation — For the purposes of this subdivision, 
where 


(a) a debt owing to a taxpayer at the end of a taxation year (other 
than a debt owing to the taxpayer in respect of the disposition of 
personal-use property) is established. by the taxpayer.to have be- 
come a bad debt in the year, or 


(b).a share (other than a share received by a taxpayer as consid- 
eration in respect of the disposition of personal-use property) of 
the capital stock of a corporation is owned by the taxpayer at the 
end of a'taxation year and 


(i) the corporation has during the year become a bankrupt 
(within the meaning of subsection 128(3)4), 


(ii) the corporation is a corporation referred to in section 6 of 
the Winding-up and Restructuring Act that is, insolvent 
(within the meaning of that Act) and in respect of which a 
winding-up order under that Act has been made in the year, 
or 


(iii) at the end of the year, 
(A) the corporation is insolvent, 


(B) neither, the corporation nor a corporation controlled 
by it carries on business, 

(C) the fair market value of the share is nil, and 

(D) it is reasonable to expect that the corporation will be 


dissolved or wound up and will not commence to carry on 
business 


and the taxpayer elects in the taxpayer’s return of income for the 
year to have this subsection apply in respect of the debt or the share, 


S. 50(1) 


as the case may be, the taxpayer shall be deemed to have disposed 
of the debt or the share, as the case may be, at the end of the year 
for proceeds equal to nil and to have reacquired it immediately after 
the end of the year at a cost equal to nil. 


Related Provisions: 20(1)(p)— Deduction for bad debt on trade account; 
39(1)(c) — Business investment loss; 40(2)(e.2), (g)(ii) — Restrictions on capital 
losses on debt; 50(1.1) — Where insolvent corporation begins carrying on business 
again; 54“superficial loss”(c) — Superficial loss rule does not apply; 79.1(8) — No 
bad debt deduction where property seized by creditor; 80:01(6)(b) — Debt deemed a 
specified obligation after subsec. 50(1) applies; 80.01(8)— Deemed settlement after 
debt parking; 96(3) — Election by members of partnership; 111(5.3) — Limitation on 
bad debt deduction after change in control of corporation; 220(3.2), Reg. 600(b) — 
Late filing or revocation of election. 


History: Subpara. 50(1)(b)(ii) amended by 1996, c. 6, subsec. 167(2), to substitute 
“Winding-up and Restructuring Act” for “Winding-up Act’, effective June 28, 1996. 


The portion of subsec. 50(1) after subpara. (b)(ii) amended by 1995, c. 21, s. 15, appli- 
cable to taxation years that end after February 21, 1994. That portion formerly read: 


(iii) at the end of the year, the corporation is insolvent and neither the 
corporation nor a corporation controlled by it carries on business, and 


(A) at the end of the year, the fair market value of the share is. nil 
and it is reasonable to expect that the corporation will be dissolved 
or wound up and will not begin to carry on business, and 


(B) in the taxpayer’s return of income under this Part for the year 
the taxpayer elects to have this subsection apply in respect of the 
share, 


the taxpayer shall be deemed to have disposed of the debt or the share, as the 
case may be, at the end of the year for proceeds equal to nil and to have reac- 
quired it immediately thereafter at a cost equal to nil. 


That portion of subsec. 50(1) following subpara. (b)(ii) substituted by 1994, c. 7, Sch. 
II (1991, c. 49), subsec. 28(1), applicable 


(a) to 1990 et seq.; and 


(b) where the taxpayer so elects in respect of the shares of the capital stock of a 
corporation by notifying the Minister of National Revenue in writing before 1992 
[1994, c. 7, Sch. VIII (1993, c. 24), s. 159 provides that such an election made 
before December 11, 1993 shall be deemed to have been made before 1992], to 
each of the taxpayer’s 1985 to 1989 taxation years in respect of the share owned by 
the taxpayer at the end of the year, except that the subsec. is not applicable in 
respect of any such taxation year in respect of the share where the corporation or a 
corporation controlled by it carries on business during the 24-month period imme- 
diately following the end of the year; and, where a taxpayer makes an election 
under this paragraph in respect of a share of the capital stock. of a corporation, 


(i) the taxpayer shall be deemed to have elected, in the taxpayer’s returns of 
income under Part I of the Act for each of those years, to have subsec. 50(1) as 
amended, apply in respect of the share, and 


(ii) notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest 
and penalties shall be made as are necessary to give effect to the election. 


That portion of subsec. (1) formerly read: 


(iii) the corporation ceased to carry on all of its businesses and. was in- 
solvent during the year, and 


(A) at the end of the year, the fair market value of the share is nil 
and it is reasonable to expect that the corporation will be dissolved 
or wound up and will not commence to carry on any business, and 


(B) the corporation did not commence to carry on any business in 
the year or within 24 months following the end of the year, 


the taxpayer shall be deemed to have disposed of the debt or the share, as the 
case may be, at the end of the year and to have reacquired it immediately thereaf- 
ter at a cost equal to nil. 


Winding-up Act: S. 6 of the Winding-up and Restructuring Act, R.S.C. 1985, c. W- 
11, as amended by 1996, c. 6, s. 136 (effective June 28, 1996) and 1999, c. 28, s. 78 
(effective June 28, 1999), provides: 


6. (1) Application — This Act applies to all corporations incorporated by or 
under the authority of an Act of Parliament, of the former Province of Canada or 
of the Province of Nova Scotia, New Brunswick, British Columbia, Prince Ed- 
ward Island or Newfoundland, and whose incorporation and affairs are subject to 
the legislative authority of Parliament, and to incorporate banks and savings 
banks, to authorized foreign banks, and to trust companies, insurance companies, 
loan companies having borrowing powers, building societies having a capital 
stock and incorporated trading companies doing business in Canada wherever 
incorporated where any of those bodies 


(a) is insolvent; 


(b) is in liquidation or in the process of being wound up and, on petition by 
any of its shareholders or creditors, assignees or liquidators, asks to be 
brought under this Act; or 
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(c) if it is a financial institution, is under the control, or its assets are under 
the control, of the Superintendent and is the subject of an application for a 
winding-up order under section 10.1. 


(2) Application to authorized foreign banks — In its application to an author- 
ized foreign bank, this Act only applies to the winding-up of its business in Can- 
ada and to the liquidation of its assets, and any reference to the winding-up of a 
company or to the winding-up of the business of a company is deemed, in rela- 
tion to an authorized foreign bank, to be a reference to the winding-up of the 
business in Canada of the authorized foreign bank and to include the liquidation 
of the assets of the authorized foreign bank. , 


S. 3 of the Winding-Up and Restructuring Act, as amended by 1992, c. 26,'s. 19 (effec- 
tive August 28, 1992), defines “insolvent” as follows: 


3. When company deemed insolvent — A company is deemed insolvent 
(a) if it is unable to pay its debts as they become due; 
(b) if it calls a meeting of its creditors for the purpose of compounding with 
them; : 
(c) if it exhibits a statement showing its inability to meet its liabilities; 
(d) if it has otherwise acknowledged its insolvency; 


(e) if it assigns, removes or disposes of, or attempts or is about to assign, 
remove or dispose of, any of its property, with intent to defraud, defeat or 
delay its creditors, or any of them; 


(f) if, with the intent referred to in paragraph (e), it has procured its money, 
goods, chattels, land or property to be seized, levied on or taken, under or by 
any process of execution; 


(g) if it has made any general conveyance or assignment of its property for 
the benefit of its creditors, or if, being unable to meet its liabilities in full, it 
makes any sale or conveyance of the whole or the main part of its stock in 
trade or assets without the consent of its creditors or without satisfying their 
claims; 

(h) if it permits any execution issued against it, under which any of its 
goods, chattels, land or property are seized, levied on or taken in execution, 
to remain unsatisfied until within four days of the time fixed by the sheriff or 
other officer for the sale thereof, or for fifteen days after the seizure; or 


(i) if, in the case of a company that is a federal member institution, within 
the meaning assigned to that expression by the Canada Deposit Insurance 
Corporation Act, the shares and subordinated debt of which have been 
vested in the Canada Deposit Insurance Corporation by order of the Gover- 
nor in Council under section 39.13 of that Act, a transaction or series of 
transactions referred to in subsection 39.19(1) of that Act is not, in the opin- 
ion of the Corporation, substantially completed on or before the date that is 
not later than 


(i) sixty days after the making of.the order vesting the shares and subor- 
dinated debt of the federal member institution in the Corporation, or 


(ii) the expiration of any extension of that period. 


Selected Cases [subsec. 50(1)]: Hopmeyer v. R., [2007] 2 C.T.C. 218 (FCA) (No 
deemed disposition where company continued to carry on business and might have 
survived); Jodoin v. R., [2007] 1° C.T.C: 2211 (TCC) (Key component in claim for 
ABIL is taxpayer election); Super West Homes Inc. v. R., [2004] 5 €.T.C. 2103 (TCC) 
(Where conduct indicated advances not made for purpose of producing income, loss 
denied); Jacques St-Onge Inc. v. R. (2001), [2004] 1 C.T.C. 2094 (TCC) (Actual disso- 
lution by year-end not required; reasonable expectation sufficient); Gordon v. Canada, 
[1996] 3 C.T.C, 2229 (TCC) (Payment directly to creditors instead of to company 
whose. debt was guaranteed was acceptable); Monaghan vy. Canada, [1996] 2 C.T.C. 
2169 (TCC) (Significant events occurring well after year-end do not affect determina- 
tion of bad debt). 

Interpretation Bulletins: IT-159R3: Capital debts established to be bad debts; IT- 
188R: Sale of accounts receivable; IT-220R2: Capital cost allowance — proceeds of 
disposition of depreciable property; IT-239R2: Deductibility of capital losses from 
guaranteeing loans for inadequate consideration and from loaning funds at less than a 
reasonable rate of interest in non-arm’s length circumstances (archived); IT-442R: Bad 
debts and reserves for doubtful debts; IT-484R2: Business investment losses. 


CRA Audit Manual: 29.3.0: Business investment losses. 


(1.1) Idem — Where 


(a) a taxpayer is deemed because of subparagraph (1)(b)(iii) to 
have disposed of a share of the capital stock of a corporation at 
the end of a taxation year, and 


(b) the taxpayer or a person with whom the taxpayer is not deal- 
ing at arm’s length owns the share at the earliest time, during the 
24-month period immediately following the disposition, that the 
corporation or a corporation controlled by it carries on business, 


the taxpayer or the person, as the case may be, shall be deemed to 
have disposed of the share at that earliest time for proceeds of dis- 
position equal to its adjusted cost base to the taxpayer determined 
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immediately before the time of the disposition referred to in para- 
graph (a) and to have reacquired it immediately after that earliest 
time at a cost equal to those proceeds. 


History: Subsec. 50(1.1) added by 1994, c. 7, Sch. II (1991, c..49), subsec. 28(2), 
applicable to 1990 et seg. 


(2) Where debt a personal-use property — Where at the end 
of a taxation year a debt that is a personal-use property of a tax- 
payer is owing to the taxpayer by a person with whom the taxpayer 
deals at arm’s length and is established by the taxpayer to have be- 
come a bad debt in the year, 


(a) the taxpayer shall be deemed to have disposed of it at the end 
of the year for proceeds equal to the amount, if any, by which 


(1), its adjusted cost base to the taxpayer immediately before 
the end of the year 


exceeds 


(ii) the amount of the taxpayer’s gain, if any, from the dispo- 
sition of the personal-use property the proceeds of disposi- 
tion of which included the debt; and 


(b) the taxpayer shall be deemed to have reacquired the debt im- 
mediately after the end of the year at a cost equal to the amount 
of the proceeds determined under paragraph (a). 


Related Provisions: 46 — Disposition of personal-use property; 54“‘superficial 
loss’(c) — Superficial loss rule does not apply. 


Interpretation Bulletins: IT-159R3: Capital debts established to be bad debts. 


(3) Disposal of RHOSP properties — Each trust that was at the 
end of 1985 governed by a registered home ownership savings plan 
(within the meaning assigned by paragraph 146.2(1)(h) of the In- 
come Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 
as it read in its application to the 1985 taxation year) shall be 
deemed to have disposed, immediately before 1986, of each pro- 
perty it holds at that time for proceeds of disposition equal to the 
fair market value of the property at that time and to have reacquired 
it immediately after 1985 at a cost equal to that fair market value. 


1.T. Application Rules: 69 (meaning of “chapter 148. of ...”). 


Definitions [s. 50]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “carry- 
ing on business” — 253; “controlled” — 256(6), (6.1); “corporation” — 248(1), Inter- 
pretation Act 35(1); “disposition” — 248(1); “personal-use property” — 54, 248(1); 
“share” — 248(1); “taxation year’ —.249; “taxpayer” — 248(1). 


51. (1) Convertible property — Where a share of the capital 
stock of a corporation is acquired by a taxpayer from the corpora- 
tion in exchange for 


(a) a. capital property of the taxpayer that is another share of the 
corporation (in this section referred to as a “convertible pro- 
perty”’), or 
(b) a capital property of the taxpayer that is a bond, debenture. or 
note of the corporation the terms of which confer on the holder 
the right to make the exchange (in this section referred to as a 
“convertible property.’) 
and no consideration other than the share is’received by the tax- 
payer for the convertible property, 
(c) except for the purpose of subsection 20(21), the exchange 
shall be deemed not to be a disposition of Uie convertible 
property, 
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Technical Notes (July 2010): ‘Paragraph 51(ay(e) provides the aoa for 
purpose of subsection 20(21), an exchange described in paragraph Sid Ya) or @) is 
deemed not to be to be a disposition of the convertible property. _ 


Paragraph 5 1(1)(C) i is amended to add a reference to: bsections 44.1(6) al C 
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(d) the cost to the taxpayer of all the shares of a particular class 
acquired by the taxpayer on the exchange shall be deemed to be 
the amount, determined by the formula 

B 


Ax= 
C 


where 


A is the adjusted cost base to the taxpayer of the convertible 
property immediately before the exchange, 


B is the fair market value, immediately after the exchange, of 
all the shares of the particular class acquired by the taxpayer 
on the exchange, and 


C is the fair market value, immediately after the exchange, of 
all, the shares acquired by the taxpayer.on the exchange, 


(d.1) there shall be deducted, after the exchange, in computing 
the adjusted cost base to the taxpayer of a share acquired by the 
taxpayer on the exchange, the amount determined by the 
formula 


ee 
G 


where 


A is the total of all amounts deducted under. paragraph 
53(2)(g.1) in computing, immediately before the exchange, 
the adjusted cost base to the taxpayer, of the convertible 
property, 

B_is the fair market value, immediately after the exchange, of 
that share, and 


C_ is the fair market value, immediately after the exchange, of 
all the shares acquired by the taxpayer on the exchange, 


(d:2) the amount determined under paragraph (d.1) in respect of 
a share shall be added, after the exchange, in computing the ad- 
justed cost base to the taxpayer of the share, 


(e) for the purposes of sections 74.4 and 74.5, the exchange shall 
be deemed to be a transfer. of the convertible property by the 
' taxpayer to the corporation, and 


(f) where the convertible property is taxable Canadian property 
of the taxpayer, the share acquired by the taxpayer on the ex- 
change is deemed to be, at any time that is within 60 months 
after the exchange, taxable Canadian property of the taxpayer. 


Related Provisions: 51(2) — Where benefit conferred on related person; 51(3) — 
Computation ‘of paid-up capital after exchange of shares; 51.1 —'Conversion of debt 
obligation; 53(1)(q) — Addition to adjusted cost base for amount under 51(1)(d.2); 
53(2)(g.1) — Reduction in adjusted cost, base under 51(1)(d.1); 77 — Bond conver- 
sion; 80(2)(g) — Shares issued in settlement of debt; 80.03(2)(a) — Deemed gain on 
disposition following debt forgiveness; 84(1)(c.3) — Contributed surplus; 86(2) — Ex- 
change of shares — reorganization of capital; 107(2)(d.1)(iii), 107.4(3)(f) — Deemed 
taxable Canadian property retains status when rolled out of trust or into trust; 112(7) — 
Application of stop-loss rule where shares exchanged; 128.3 — Deferral applies to 
post-emigration disposition for certain purposes; 248(25.1) — Deemed taxable Cana- 
dian property retains status through trust-to-trust transfer. 


History: Para. 51(1)(f) amended by 2010, c. 12, s. 3, to substitute “is deemed to be, at 
any time that is within 60 months after the’exchange, taxable” for “shall be deemed to 
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be taxable”, applicable in determining after March 4, 2010 whether a property is taxa- 
ble Canadian property of a taxpayer. 
The opening words of subsec. 51(1) amended by 1998, c. 19, s. 92, applicable to ex- 
changes that occur after June 20, 1996, other than exchanges that occur before 1997 
under agreements in writing made on or before June 20, 1996. The opening words 
formerly read: 
(1) Where a share of the capital stock of a corporation is acquired by a taxpayer 
in exchange for 
Paras. 51(1)(d.1) and (d.2) added by 1995, c. 21, s. 16, applicable to taxation years that 
end after February 21, 1994. 
Subsec. 51(1) substituted by 1994, c. 21, subsec. 20(1), applicable to exchanges occur- 
ring, and reorganizations that begin, after December 21, 1992. That subsec. formerly 
read: 


51. (1) Where shares of the capital stock of a corporation have been acquired by 
a taxpayer in exchange for a capital property of the taxpayer that was a share, 
bond, debenture or note of the corporation (in this section referred to as a “con- 
vertible property”) the terms of which conferred on the holder the right to make 
the exchange and no consideration was received by the taxpayer for the converti- 
ble property other than those shares, the following rules apply: 
(a) the exchange shall be deemed not to have been a disposition of property; 
(b) the cost to the taxpayer of all the shares of a particular class acquired by 
the taxpayer on the exchange shall be deemed to be that proportion of the 
adjusted cost base to the taxpayer of the convertible property immediately 
before the exchange that 


(i) the fair market value, immediately after the exchange, of all the 

shares of the particular class acquired by the taxpayer on the exchange 
is of 

(ii) the fair market value, immediately after the exchange, of all the 

shares acquired by the taxpayer on the exchange; and 


(c) for the purposes of sections 74.4 and 74.5, the exchange shall be deemed 
to be a transfer of the convertible property by the taxpayer to the 
corporation. 


Selected Cases [subsec. 51(1)]: Mansfield v. R., [1984] C.T.C. 547 (FCA); leave 
to appeal to SCC refused (1985), 58 N.R. 237 (Debentures converted into common 
shares constitute conferred employment benefit; value added to adjusted cost base). 
Regulations: 230(3) (no information return required). 

1.T. Application Rules: 26(28). 


Interpretation Bulletins: IT-115R2: Fractional interest in shares. See also at end of 
See 


(2) Idem — Notwithstanding subsection (1), where 


(a) shares of the capital stock of a corporation have been ac- 
quired by a taxpayer in exchange for a convertible property in 
circumstances such that, but for this subsection, subsection (1) 
would have applied, 


(b) the fair market value of the convertible property immediately 
before the exchange exceeds the fair market value of the shares 
immediately after the exchange, and 


(c) it is reasonable to regard any portion of the excess (in this 
subsection referred to as the “gift portion”) as a benefit that the 
taxpayer desired to have conferred on a person related to the 
taxpayer, 

the following rules apply: 


(d) the taxpayer shall be deemed to have disposed of the con- 
vertible property for proceeds of disposition equal to the lesser 
of 


(i) the total of its adjusted cost base to the taxpayer immedi- 
ately before the exchange and the gift portion, and 


(ii) the fair market value of the convertible property immedi- 
ately before the exchange, 


(e) the taxpayer’s capital loss from the disposition of the con- 
vertible property shall be deemed to be nil, and 


(f) the cost to the taxpayer of all the shares of a particular class 
acquired in exchange for the convertible property shall be 
deemed to be that proportion of the lesser of 


(i) the adjusted cost base to the taxpayer of the convertible 
property immediately before the exchange, and 


(ii) the total of the fair market value immediately after the 
exchange of all the shares acquired by the taxpayer in ex- 
change for the convertible property and the amount that, but 


Income Tax Act, Part I, Division B 


for paragraph (e), would have been the taxpayer’s capital loss 
on the disposition of the convertible property, 


that 
(iii) the fair market value, immediately after the exchange, of 
all the shares of the particular class acquired by the taxpayer 
on the exchange 

is of 
(iv) the fair market value, immediately after the exchange, of 
all the shares acquired by the taxpayer on the exchange. 


Related Provisions: 
exchanged. 


(3) Computation of paid-up capital — Where subsection (1) 
applies to the exchange of convertible property described in para- 
graph (1)(a) (referred to in this subsection as the “old shares”), in 
computing the paid-up capital in respect of a particular class of 
shares of the capital stock of the corporation at any particular time 
that is the time of, or any time after, the exchange 


(a) there shall be deducted the amount determined by the 
formula 


112(7) — Application of stop-loss rule where shares 


C 
ent San 


where 


A is the total of all amounts each of which is the amount of the 
increase, if any, as a result of the exchange, in the paid-up 
capital in respect of a-class of shares of the capital stock of 
the corporation, computed without reference to this subsec- 
tion as it applies to the exchange, 


B is the paid-up capital immediately before the exchange in re- 
spect of the old shares, and 


C is the increase, if any, as a result of the exchange, in the paid- 
up capital in respect of the particular class of shares, com- 
puted without reference to this subsection as it applies to the 
exchange; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 
(A) the total of all amounts deemed by subsection 84(3), 


(4) or (4.1) to be a dividend on shares of that class paid by 
the corporation before the particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the total of all amounts required by paragraph (a) to be 
deducted in respect of that particular class of shares before 
the particular time. 

Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 51(3) added by 1994, c. 21, subsec. 20(2), applicable to exchanges 
occurring after August 1992, other than exchanges occurring after August 1992 and 
before December 21, 1992 where the corporation issuing shares on the exchange elects 
in writing and files the election with the Minister of National Revenue by December 
31, 1994. 


(4) Application — Subsections (1) and (2) do not apply to any ex- 
change to which subsection 85(1) or (2) or section 86 applies. 
Related Provisions: 86(3) — Application of section 86. 


History: Subsec. 51(4) added by 1994, c. 21, subsec. 20(2), applicable to exchanges 
occurring, and reorganizations that begin, after December 21, 1992. 


phil rales yaa Bulletins: IT-115R2: Fractional interest in shares. 


- Proposed ‘Amendment — 51 — — Convertible LSvcc 
shares 


Letter from Dept. of t Finance, May 13, 2004: See under ea ay erin 
acquisition”. 


Definitions He 51]: “adjusted cost base” — 54, 248(1); “capital loss” vote 
248(1); “capital property” — 54, 248(1); “class of shares” — 248(6); “convertible pro- 
perty” —51(1) (draft 51(1)(b)); “corporation” — 248(1), Interpretation Act 35(1); 
“disposition” — 248(1); “paid-up capital” — 89(1), 248(1); “property”, “share”, “spec- 
ified participating interest”, “taxable Canadian property”, “taxpayer” — 248(1). 
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Interpretation Bulletins [s. 51]: IT-96R6: Options to acquire shares, bonds or 
debentures and by trusts to acquire trust units; IT-146R4: Shares entitling shareholders 
to choose taxable or capital dividends; IT-243R4: Dividend refund .to ‘private 
corporations. 


51.1 Conversion of debt obligation — Where 


(a) a taxpayer acquires a bond, debenture or note of a debtor (in 
this section referred to as the “new obligation”) in exchange for 
a capital property of the taxpayer that is another bond, debenture 
or note of the same debtor (in this section referred to as the 
“convertible obligation’), 


(b) the terms of the convertible obligation conferred on. the 
holder the right to make the exchange, and 


(c) the principal amount of the new obligation is equal to the 
principal amount of the convertible obligation, 


the cost to the taxpayer of the new obligation and the proceeds of 
disposition of the convertible obligation shall be deemed to be equal 
to the adjusted cost base to the taxpayer of the convertible obliga- 
tion immediately before the exchange. 

History: S. 51.1 added by 1995, c. 21, s. 50, applicable to exchanges occurring after 
October 1994. 

Definitions [s. 51.1]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “capi- 
tal property” — 54, 248(1); “convertible obligation”, “new obligation” — 51.1(a); 
“principal amount” — 248(1); “proceeds of disposition” — 54; “taxpayer” — 248(1). 

Regulations: 230(3) (no information return required). 

1.T. Application Rules: 26(25) (where bond owned since before 1972). 


52. (1) Cost of certain property the value of which 
included in income — Where 


(a) a taxpayer acquired property after 1971 (other than an annu- 
ity contract, a right as a beneficiary under a trust to enforce pay- 
ment of an amount by the trust to the taxpayer, property ac- 
quired in circumstances to which subsection (2) or (3) applies or 
property acquired from a trust in satisfaction of all or part of the 
taxpayer’s capital interest in the trust), and 


(b) an amount in respect of its value was 
(i) included, otherwise than under section 7, in computing 


(A) the taxpayer’s taxable income or taxable income 
earned in Canada, as the case may be, for a taxation year 
during which the taxpayer was non-resident, or 


(B) the taxpayer’s income for.a taxation year throughout 


which the taxpayer was resident in Canada, or 


(11) for the purpose of computing the tax payable under Part 
XII by the taxpayer, included in an amount that was paid or 
credited to the taxpayer, 


for the purposes of this subdivision, the amount so included shall be 
added in computing the cost to the taxpayer of the property, except 
to the extent that the amount was otherwise added to the cost or 
included in computing the adjusted cost base to the taxpayer of the 


pee: 
Proposed Amendment - — 52(1) 


(1) Cost of certain property the value: of whieh is” 

included in income — In applying this subdivision, an amount 

equal to the particular amount described by paragraph (d) shall be 

added in ee the cost at a time toa ae ian of a Pro- 

perty if 
(a) the taxpayer sea the property after 1971, 


. (b) the amount was not at or before that time otherwise added 
_ to the cost, or included in computing the agiusted, base, to 
the taxpayer of the property; 


(c) the property is not an annuity contract, a right asa ‘benefice 
ary under a trust to enforce payment of an amount by the trust _ 
to the taxpayer, property acquired in circumstances to which 
subsection (2) or (3) applies, or property acquired from a trust 
in satisfaction of all or part of the taxpayer’ s capital interest in 
the trust; and 


S. 52(2) 


_(d) a particular amount in respect of the property’s value was. 
pl): included, otherwise than under section 7, in computing 


(A) the taxpayer’s taxable income or taxable income 
earned in Canada, as the case may be, for a taxation 
year during which the taxpayer was non-resident, or — 


" (B) the taxpayer’s income for a taxation year throughout 
which the taxpayer was resident in Canada, or 


(ii) for the. purpose of computing the tax payable under Part 
_ XIII by the taxpayer, included in an amount wae was paid 
Or. credited to the taxpayer. _ 
Application : The July 16, 2010 draft legislation (Part | — technical), subsec. 21(1), 
will amend subsec. 52(1) to ) read as above, — to taxation eas that begin 
after 2006. 
Technical Notes (July 201 0): Subsection 52(1), which applies ee a taxpayer 
quires property and a particular amount in respect of its value was included in 
omputing the taxpayer’s income for a taxation year, is amended to update its struc- 
ture to conform to modern drafting standards. 


Related Provisions: 69(5)(c) — No application to property appropriated by share- 
holder on winding-up. 


History: Subsec. 52(1) amended by 2001, c. 17, subsec. 35(1), applicable after 1999 
except that, in respect of property acquired before:2000 and disposed of before March 
2000, para. 52(1)(a) shall be read as follows: 


“(a) a taxpayer acquired property after 1971 (other than an annuity contract or 
property acquired as described in subsection (2), (3) or (6)), and” 
The subsec. formerly read: 
(1) For the purposes of this subdivision, where a taxpayer has acquired property 
after 1971 (other than an annuity contract or property acquired as described in 
subsection (2), (3) or (6)) and an amount in respect of the value thereof was 
included in computing the taxpayer’s income otherwise than under section 7, the 
amount so included shall be added in computing the cost to the taxpayer of that 
property, except to the extent that the amount was otherwise added to the cost or 
included in computing the adjusted cost base to the taxpayer of the property. 
Subsec. 52(1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 14, applicable after 
October 16, 1991. Subsec. 52(1) formerly read: 
(1) For the purposes of this subdivision, where a taxpayer has acquired property 
after 1971 (other than an annuity contract or property acquired as described in 
subsection (2), (3) or (6)) and an amount in respect of the value thereof has been 
included in computing the taxpayer’s income otherwise than under section 7, the 
amount so included shall be added in computing the cost to the taxpayer of that 
property. 
Interpretation Bulletins: IT-96R6: Options to acquire shares, bonds or debentures 
and by trusts to acquire trust units; IT-432R2: Benefits conferred on shareholders. 


(1.1) [Repealed] 


History: Subsec. 52(1.1) repealed by 2001, c. 17, subsec. 35(1), aupieek after 1999, 
It formerly read: 


(1.1) Idem, where owner non-resident — For the purposes of this subdivision, 
where a non-resident person has acquired property after 1971 (other than pro- 
perty acquired as described in subsection (2), (3) or (6)) that would, if that per- 
son disposed of it, be taxable Canadian property of that person and 


(a) an amount in respect of the value thereof has been included, otherwise 
than under section 7, in computing that person’s taxable income earned in 
Canada, or 


(b) an amount in respect of the value thereof has, for the purposes of com- 
puting the tax payable by that person under Part XIII, been included in an 
amount that has been paid or credited to that person, 


the amount so included shall be added in computing the cost to that person of 
that property. 


(2) Cost of property received as dividend in kind — Where 
any property has, after 1971, been received by a shareholder of a 
corporation at any time as, on account or in lieu of payment of, or in 
satisfaction of, a dividend payable in kind (other than a stock divi- 
dend) in respect of.a share owned. by the shareholder of the capital 
stock of the corporation, the shareholder shall be deemed to have 
acquired the property. at a cost to the shareholder equal to its fair 
market value at that time, and the corporation shall be deemed to 
have disposed of the property at that time for proceeds equal to that 
fair market value. 

Related Provisions: 69(5)(c) — No application to property appropriated by share- 
holder on winding-up; 80.1(4) — Assets acquired from foreign affiliate of taxpayer as 
dividend in kind or as benefit to taxpayer; 86.1(1)(b) — No application to eligible dis- 
tribution (foreign spin-off). 
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1.T. Technical News: 11 (U.S. spin-offs (divestitures) — dividends in kind). 


(3) Cost of stock dividend — Where a shareholder of a corpora- 
tion has, after 1971, received a stock dividend in respect of a share 
owned by the shareholder of the capital stock of the corporation, the 
shareholder shall be deemed to have acquired the share or shares 
received by the shareholder as a stock dividend at a cost to the 
shareholder equal to the total of 


(a) where the stock dividend is a dividend, the amount of the 
stock dividend, 


Proposed Amendment — ~ 52(3)(a) 


(a) where the stock dividend is a dividend, the amount, if any, 
by which 


(i) the amount of the Mae : ae 
exceeds as, 


(ii) the amount of the dividend that ihe shareholder may de- 
duct under subsection 112(1) in computing the  share- 
holder’s taxable income, except any portion of the dividend 
that, if paid as a separate dividend, would not be subject to- 
subsection 55(2) because the capital gain referred to in that 
subsection could reasonably be considered not to be attribu- 
table to anything other than income earned or realized by 
any corporation after 1971 and before the safe-income de- 
termination time for the transaction or event or series of 
transactions or events as — of which the. dividend was 
received, . - - 
Application: The July 16, 2010 draft legislation (Pant 1 — technical), ‘subsec. 21(2), 


will amend para. 52(3)(a) to read as above, see in respect of amounts received 
after November 8, 2006. 


Technical Notes (July 2010): eee 526) ec ablishes the cost of a shire 
received as a stock dividend by a shareholder of a corporation. 


If the stock dividend is a dividend under the Act, paragraph 52(3)(a) provides that the - 
cost of a stock dividend received by a shareholder is the amount of the dividend. 
Paragraph 52(3)(a) is amended to provide that the cost of a stock dividend to a share- 
holder that is a corporation does not include the amount, if any, of a dividend that the 
corporation may deduct under subsection 112(1) in computing the corporation’s taxa- 
ble income (except the portion of the dividend that is not a capital gain under subsec- 
tion 55(2) because it is attributable to the corporation’s safe income). Essentially, this 
change is meant to ensure that the cost of a stock dividend does not include an 
amount that is not taxable income to the recipient corporation unless it represents 
safe income to it. a 


For related amendments, see the commentary accompanying amended paragraph : 
53(1)(b) and amended definition “capital dividend account” in subsection 89(1). 


This amendment is consequential to changes made to the expenditure limitation pro- 
posals in new section 143.3, which were first released for consultation on November 
17, 2005 (Department of Finance release 2005-080). [The Ca angel exception 
did not appear in earlier drafts before July 2010 — ed]. oo 


(a.1) where the stock dividend is not a dividend, nil, and 


(b) where an amount is included in the shareholder’s income in 
respect of the stock dividend under subsection 15(1.1), the 
amount so included. 


Related Provisions: 95(7) — Stock dividends from foreign affiliates. 


History: Paras. 52(3)(a), (a.1) substituted for para. (a) by 1994, c. 7, Sch. II (1991, c. 
49), s. 29, applicable to stock dividends paid after May 23, 1985. Para. 52(3)(a) for- 
merly read: 


(a) the amount of the stock dividend, and 


Interpretation Bulletins: IT-88R2: Stock dividends. 


(4) Cost of property acquired as prize — Where any property 
has been acquired by a taxpayer at any time after 1971 as a prize in 
connection with a lottery scheme, the taxpayer shall be deemed to 
have acquired the property at a cost to the taxpayer equal to its fair 
market value at that time. 


Related Provisions: 40(2)(f) — No gain or loss on disposition of chance to win or 
right to receive a prize. 


Interpretation Bulletins: IT-213R: Prizes from lottery schemes and giveaway 
contests. 


Registered Charities Newsletters: 22 (property won through a lottery). 


Income Tax Act, Part I, Division B 


(5) [Repealed under former Act] 


(6) [Repealed] 


History: Subsec. 52(6) repealed by 2001, c. 17, subsec. 35(2), applicable after 1999, 
but not to rights that were acquired before 2000 and disposed of before March 2000. It 
formerly read: 


(6) Cost of right to receive from trust — Notwithstanding subsection (1), 
where a beneficiary under a trust acquires a right to enforce payment by the trust 
of an amount out of a capital gain or the income of the trust (determined without 
reference to the provisions of this Act) for the taxation year of the trust in which 
the right was acquired by the beneficiary, for the purposes of this subdivision, 
the cost to the beneficiary of the right shall be deemed to be the amount that 
became so payable. 


Interpretation Bulletins: IT-286R2: Trusts —amounts payable; IT-390: Unit 
trusts — cost of rights and adjustments to cost base (archived). 


(7) Cost of shares of subsidiary — Notwithstanding any other 
provision of this Act, where a corporation disposes of property to 
another corporation in a transaction to which paragraph 219(1)(1) 
applies, the cost to it of any share of a particular class of the capital 
stock of the other corporation received by it as consideration for the 
property is deemed to be the lesser of the cost of the share to the 
corporation otherwise determined immediately after the disposition 
and the amount by which the paid-up capital in respect of that class 
increases because of the issuance of the share. 


History: Subsec. 52(7) amended by 1998, c. 19, s. 93, applicable to taxation years that 
begin after 1995. The subsec. formerly read: 


(7) Notwithstanding any other provision of this Act, where a corporation has 
disposed of property to its subsidiary wholly-owned corporation in a transaction 
to which paragraph 219(1)(k) applies, the cost to it of any share of a particular 
class of the capital stock of the subsidiary corporation received by it as consider- 
ation for the property shall be deemed to be equal to the lesser of the cost of the 
share to the corporation otherwise determined immediately after the disposition 
and the amount, if any, by which the paid-up capital of that class increased by 
virtue of the issuance of that share. 


Interpretation Bulletins: IT-137R3: Additional tax on certain corporations carrying 
on business in Canada. 


(8) Cost of shares of immigrant corporation — Notwith- 
standing any other provision of this Act, where at any time a corpo- 
ration becomes resident in Canada, the cost to any shareholder who 
is not at that time resident in Canada of any share of the corpora- 
tion’s capital stock, other than a share that was taxable Canadian 
property immediately before that time, is deemed to be equal to the 
fair market value of the share at that time. 


Related Provisions: 53(1)(b.1), (c) — Additions to ACB of share; 128.1(1)-(3) — 
Effect of corporation’s immigration; 250(4), (5S) — Residence of corporation. 


History: Subsec. 52(8) amended by 1999, c. 22, s. 13, applicable in respect of corpora- 
tions that become resident in Canada after February 23, 1998. The subsec. formerly 
read: 


(8) Cost of shares on immigration [of corporation] — Notwithstanding any 
other provision of this Act, where at any time a corporation becomes resident in 
Canada, the cost to any shareholder that is not at that time resident in'‘Canada of 
any share of the capital stock of the corporation shall be deemed to be equal to 
the lesser of that cost otherwise determined and the paid-up capital in respect of 
the share immediately after that time. 


Subsec. 52(8) added by 1994, c. 21, s. 21, applicable to dispositions occurring after 
1992. 


Definitions [s. 52]: “adjusted cost base” — 54, 248(1); “amount” — 95(7), 248(1); 
“annuity” — 248(1); “Canada” — 255; “capital gain” — 39(1)(a), 248(1); “capital in- 
terest” — 108(1), 248(1); “class of shares” — 248(6); “corporation” — 248(1), Inter- 
pretation Act 35(1); “disposition” — 248(1); “dividend” — 248(1); “employees profit 
sharing plan” — 144(1), 248(1); “non-resident” — 248(1); “paid-up capital” — 89(1), 
248(1); “person”, “property” — 248(1); “resident in Canada’ — 94(3)(a)(viii); 250; 
“series of transactions” — 248(10); “share”, “shareholder”, “stock dividend’, “subsidi- 
ary wholly-owned corporation” — 248(1); “taxable Canadian property” — 248(1); 
“taxable income”, “taxable income earned in Canada” — 248(1); “taxation year” — 
249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “unit trust” — 108(2), 
248(1). 


53. (1) Adjustments to cost base [additions to ACB] — In 
computing the adjusted cost base to a taxpayer of property at any 
time, there shall be added to the cost to the taxpayer of the property 
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such of the following amounts in’ respect of the property as are 
applicable: 
(a) [negative ACB] — any amount deemed by subsection 
40(3) to be a gain of the taxpayer for a taxation year from a 
disposition before that time of the property; 
(b) [Share, where 84(1) applied] — where the property is a 
share of the capital stock of a corporation resident in Canada, the 
amount of any dividend on the share deemed by subsection 
84(1) to Hane yee foes! 0 ee ee before that time, 


PCA UN 


_ (b) where the property hare of | 
a Pe: Rede ne ena ne me 


erred to in that subsection could r se be considered 
t to be attributable to hon 4 ee 


Essentially, this mended to paragraph 53(1)(b), as welll as to paragraph 52( 
and to paragraph (a) of the definition “capital dividend account” in subsection 89(1), 
addresses circumstances in which increases in a corporation’s paid-up capital result 

in dividends that may be deducted under subsection 112(1) by at ipient corporate 
shareholder in computing its taxable income oe the dividend i is no’ ode income to the 
corporation under section 55). 


This amendment also relates to changes made to the aed limitation Hee 
in new section 143.3, which were originally released for consultations on November 
17, 2005 (Department of Finance release 2005-080). Under the original proposal, the 
amount by which the fair market value of shares issued by a corporation exceeded 
the increase in the issuing corporation's paid-up capital could not be treated as an 
expenditure. One outcome of this approach | would have been to preclude certain in- 
creases in the adjusted cost base of shares in the i issuing corporation where the issu- 
ing corporation ‘subsequently. increased its paid-up capital by all or a portion of the 
excess. That proposal has been revised to remove the reference to paid-up capital. 


Related Provisions: 52(3)(a) — Cost of share received as stock dividend excludes 
amount deductible under 112(1). 


(b.1) [Share of immigrant corporation] — where the pro- 
perty is a share of the capital stock of a corporation, the amount 
of any dividend deemed by paragraph 128.1(1)(c.2) to have been 
received in respect of the share by the taxpayer before that time 
and while the taxpayer was resident in Canada; 

Related Provisions: 52(8) — Cost of share to non-resident. 


History: Para. 53(1)(b.1) added by 1999, c. 22, subsec. 14(1), applicable after Febru- 
ary 23, 1998. 


(c) [Share, where contribution of capital made] — where 
the property is a share of the capital stock of a corporation and 
the taxpayer has, after 1971, made a contribution of capital to 
the corporation otherwise than by way of a loan, by way of a 
disposition of shares of a foreign affiliate of the taxpayer to 
which subsection 85.1(3) or paragraph 95(2)(c) applies or, sub- 
ject to subsection (1.1), a disposition of property in respect of 
which the taxpayer and the corporation have made an election 
under section 85, that proportion of such part of the amount of 
the contribution as cannot reasonably be regarded as a benefit 
conferred by the taxpayer on a person (other than the corpora- 
tion) who was related to the taxpayer that 


(i) the amount that may reasonably be regarded as the in- 
crease in the fair market value, as a result of the contribution, 
of the share 
is of 
(ii) the amount that may reasonably be regarded as the in- 
- crease in the fair market value, as a result of the contribution, 
of all shares of the capital stock of the corporation owned by 
the taxpayer immediately after the contribution; 
Related Provisions: 52(8) — Cost to non-resident of share of corporation that be- 


comes resident in Canada; 53(1)(j) — Addition to ACB of share on which stock option 
benefit received; 53(1.1) — Deemed contribution of capital. 


Interpretation Bulletins: [T-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-456R: Capital property — some adjustments to cost base; [T-527: 
Distress preferred shares. 

(d) [Share of foreign affiliate] — where the property is a 
share of the capital stock of a foreign affiliate of the taxpayer, 
any amount required by paragraph 92(1)(a) to be added in com- 
pubine the adjusted cost base to the faxpayer of. the share; 


et Amendment — 53(1 )(d) 


ion (Part 2- —_ - foreign eae 8. 29, 


egis. 
cause of subsecs. Gy to 6) of jhe ace shall be made to ae extent 
to ti € into. ‘account this oe . the aes 


pect of that pon and 
Gi) files that election ve Lay Minister of National Revenue on or eS June 30, 


2011. 


Technical Notes (Sept. 10, 201 ae Sibecctin 1 53(1) sets out a a heeaber of amounts 
that are added in computing a taxpayer’s adjusted cost base of a property. Paragraph 
53(1)(d) provides that, where the property is a share of the capital stock of a foreign 
affiliate of the taxpayer, there is to be added any amount required by paragraph 
92(1)(a) to be ded i in computing the adjusted cost base to the taxpayer of the share. 


Consequential to new ‘subsection 92(1. 1), which also provides for additions in comput- 
ing the taxpayer’s adjusted cost base of a share of a foreign affiliate, paragraph 53(1)(d) 
is amended to refer to section 92, instead of only paragraph 92(1)(a). For more detail 
about new subsection 92(1. 1), refer to the commentary on that subsection, This amend- 
ment also. allows for ‘cost base adjustments pursuant to transitional subsection 92(1 A) 
where an election i is + made under clause. ot to have the so-called * Consolidated net sur- 
plus” rules apply. — y oe a 


Related Provisions: 91(6) — Amounts deductible in respect of dividends received; 
Canada-U.S. Tax Treaty:Art. XXIX:5(d) — Reduction in ACB of share of U.S. “S” 
corporation. 
(d.01) [share of demutualized insurer] — where the pro- 
perty is a share of the capital stock of a corporation, any amount 
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required by paragraph 139.1(16)(1) to be added in computing the 
adjusted cost base to the taxpayer of the share; 


History: Para. 53(1)(d.01) added by 2000, c. 19, s. 4, applicable after December 15, 
1998. 


1) [capital interest in trust] —— where the property is a 
capital interest of the taxpayer in a trust to which paragraph 
94(1)(d) applies, any amount required by paragraph 94(5)(a) to 


be added in computing the adjusted cost base to the taxpayer of 


the interest; 


Proposed Amendment — 53(1)(d.1) 


(d.1) capital interest in a non-resident trust — where the 
property is a capital interest in a trust, any amount included 
under subsection 91(1) or (3) in computing the taxpayer’s in- 
come for a taxation year that ends at or before that time (or 
that would have been required to have been included under 
those subsections but for subsection 56(4.1) and sections 74.1 
to 75 of this Act and section 74 of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952) in respect of that 
interest; 


Application: The August 27, 2010 draft legislation (Part | — NRTs and FIEs), sub- 
sec. 3(1), will amend para. 53(1)(d.1) to read as above, applicable to taxation years 
that end after 2006, and in computing the adjusted cost base to a taxpayer of a capital 
interest in a trust for an earlier taxation year if subsec. 94(3), as enacted by s. 6 of the 
draft legislation, applies to the trust for a taxation year that ends in that earlier taxa- 
tion year of the taxpayer. 


In computing the adjusted cost base of a capital interest in a trust disposed of before 
August 28, 2010, para. 53(1)(d.1) shall be read as follows: 


(d.1) where the property is a capital interest in a trust, any amount required to 
be included under subsection 91(1) or (3) in computing the taxpayer’s income 
for a taxation year that ends before that time (or that would have been required 
to have been included under those subsections but for subsection 56(4.1) and 
sections 74.1 to 75 of this Act and section 74 of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952) in respect of that interest; 


Technical Notes (Sept. 10, 2010): Paragraph 53(1)(d.1), applied together with 
paragraph 94(5)(a), provides for an addition in computing the adjusted cost base 
(ACB) to a taxpayer of the taxpayer’s capital interest in a trust to which existing 
paragraph 94(1)(d) applies. Paragraph 94(5)(a) generally describes amounts required 
to be included in the taxpayer's income under subsection 91(1) or (3) in respect of 
the trust, which apply where paragraph 94(1)(d) treats the trust as, in effect, a con- 
trolled foreign affiliate of the taxpayer. 


Paragraph 53(1)(d. 1) is amended to ensure that the hig cal ACB additions are 
maintained, notwithstanding the replacement of the rules in existing section 94, and 
to provide for ACB additions at a particular time in respect of amounts included, 
under subsection 91(1) or (3) (ie., where they apply because of section 94.2, the 
successor to paragraph 94(1)(d)), in the anpayes © $ income for a taxation year that 
ends at or before the particular time. 


This amendment applies to taxation years that end after 2006. It also applies in com- 
puting the adjusted cost base to a taxpayer of a capital interest in a trust for an earlier 
taxation year if new subsection 94(3) applies to the trust (because of a valid election 
by the trust under the coming-into-force provision for new section 94) for a taxation 
year that ends in that earlier taxation year of the taxpayer. 


Related Provisions: 53(2)(h), (i), (j) — Deductions from adjusted cost base — inter- 
est in a trust. 


(d.2) [unit in mutual fund trust] — where the property is a 


unit in a mutual fund trust, any amount required by subsection 
132.1(2) to be added in computing the adjusted cost base to the 
taxpayer of the unit; 


(d.3) [Share] — where the property is a share of the capital 


stock of a corporation of which the taxpayer was, at any time, a 


specified shareholder, any expense incurred by the taxpayer in 
respect of land or a building of the corporation that was by rea- 
son of subsection 18(2) or (3.1) not deductible by the taxpayer in 
computing the taxpayer’s income for any taxation year com- 
mencing before that time; 


Related Provisions: 10(1.1) — Effect of 53(1)(d.3) on cost of land inventory; 
53(1)(h) — Where land owned directly by taxpayer. 
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Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land. 


(e) [partnership interest] — where the property is an interest 
in a partnership, 


(i) an amount in respect of each fiscal period of the partner- 
ship ending after 1971 and before that time, equal to the total 
of all amounts each of which is the taxpayer’s share (other 
than a share under an agreement referred to in subsection 
96(1.1)) of the income of the partnership from any source for 
that fiscal period, computed as if this Act were read without 
reference to 


(A) paragraphs 38(a.1) and (a.2) and the fractions set out 
in the formula in paragraph 14(1)(b) and in subsection 
14(5), paragraph 38(a) and subsection 41(1), 


(A.1) paragraph 18(1)(1.1), 
Proposed Repeal — 53(1)(e)(i)(A.1) 


Application: The November 5, 2010 draft legislation (misc. technical), subsec. 4(1), 
will repeal cl. §3(1)(e)(i)(A. 1), applicable in respect of amounts that became payable 
after December 20, 2002. 


Technical Notes: Paragraph 53(1)(e) provides for additions to the adjusted cost base 
of a taxpayer's partnership interest. 


Existing clause 53(1)(e)G)(A.1) is repealed consequential to the repeal of paragraph 
18(1)(.1). This amendment applies to amounts that became payable after December 
20, 2002. 


Proposed Addition — -53(1 \e)(i)(A. 1) 


(Al), subparagraph 39(1)(a)(i. 1) in respect of an object 

referred to in that subparagraph that is not the subject of 

a gifting arrangement, as defined in subsection 237.1(1), 
‘nor a property that is a tax shelter, 


Application: The November 5, 2010 draft legislation (misc. technical), wiBeee: 
4(2), will add cl. phos 1), applicable in respect of the disposition of an object 
made after 2003. : 


Technical Notes: New clause §3(1)(e)G)(A.1) provides that a gain from a disposi- 
tion of an object that is certified cultural property, by a partnership to a designated 
institution, will generally result in a corresponding adjustment to the adjusted cost 
base of the partners’ interests in the partnership. That is, a partner’s adjusted cost 
base will now be computed as if the Act were read without reference to subparagraph 
39(1)(a)G.1), where the object referred to in that subparagraph is not the subject of a 
gifting arrangement, nor a property that is a tax shelter, for the purpose of section 
237.1. 


228 


(A.2) the description of C in the formula in paragraph 
14(1)(b), and 


(B) paragraph (i), paragraphs 12(1)(0) and (z.5), 
18(1)(m), 20(1)(v.1) and 29(1)(b) and (2)(b), section 55, 
subsections 69(6) and (7) and paragraph 82(1)(b) of this 
Act and paragraphs 20(1)(gg) and 81(1)(r) and (s) of the 
Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, and the provisions of the Income Tax Ap- 
plication Rules relating to income from the operation of 
new mines, 


(ii) the taxpayer’s share of any capital dividends and any life 
insurance capital dividends received by the partnership 
before that time on shares of the capital stock of a corpora- 
tion that were partnership property, 


(iii) the taxpayer’s share of the amount, if any, by which 


(A) any proceeds of a life insurance policy received by 
the partnership after 1971 and before that time in conse- 
quence of the death of any person whose life was insured 
under the policy, 


exceeds 


(B) the adjusted cost basis (within the meaning assigned 
by subsection 148(9)) of the policy to the partnership im- 
mediately before that person’s death, 


(iv) where the taxpayer has, after 1971, made a contribution 
of capital to the partnership otherwise than by way of loan, 
such part of the amount of the contribution as cannot reason- 


Subdivision c — Taxable Capital Gains S. 53(1)(e) 


ably be regarded as a benefit conferred on any other member 
of the partnership who was. related to the taxpayer, 


(v) where the time is iene Bee th taxpayer’s death 
and the taxpayer was at that time a member of a partnership, 
the value, at the time of the taxpayer’s death, of the rights or 
things referred to in subsection 70(2) in respect of a partner- 
ship interest held by the taxpayer immediately before the tax- 

~ payer’s death, other than an interest referred to in subsection 
9O(T.5); 


(vi) any amount deemed by subsection 40(3.1) to be a gain of 
the taxpayer for a taxation year from a disposition before that 
time of the property, 


(vii) any amount deemed by paragraph 98(1)(c) or 98.1(1)(c) 
to be a gain of the taxpayer for a taxation year from a dispo- 
sition before that time of the property, 


(vii.1) a share of the taxpayer’s Canadian development ex- 
pense or Canadian oil and gas property expense that was de- 
ducted at or before that time in computing the adjusted cost 
base to the taxpayer of the interest because of subparagraph 
(2)(c)Gi) and in respect of which the taxpayer elected under 
paragraph (f) of the definition “Canadian development ex- 
pense’ in subsection 66.2(5) or paragraph (b) of the defini- 
tion “Canadian oil and gas property expense” in subsection 
66.4(5), as the case may be, 


(viii) an amount deemed, before that time, by subsection 
66.1(7), 66.2(6) or 66.4(6) to be an amount referred to in the 
description of G in the definition “cumulative Canadian ex- 
ploration expense” in subsection 66.1(6), paragraph (a) of the 
description of F in the definition “cumulative Canadian de- 
velopment expense” in subsection 66.2(5) or the description 
of-G in that definition, or paragraph (a) of the description of 
F in the definition “cumulative Canadian oil and gas property 
expense” in subsection 66.4(5) or the aia of G in that 
definition in respect of the taxpayer, 


: Proposed Addition — 53(1 \(e)(viii. 


(viii.1) a an amount deemed, before that time, ’ 
_ 59(1.1) to be proceeds of disposition receivable 

payer in sa ae of the Se of a forteD esource 
property, - 
Kpoilcation: The November 5 , 2010 aan jepisation (misc. ‘ectioical wobeee 


4(3), will add subpara. 53(1)(e)(viii. 1), ne for fisce | periods artnership 
that begin after 2000. = 


Technical Notes: New sitpaiainaph 53(1)(e)(viii. b provides for an {Gio r 
computing the adjusted cost base of a taxpayer’s partnership interest, where the tax- 


W0 
| ms. 
-— 


payer is a member of the partnership, equal to the member’s share of proceeds of 


disposition receivable by the member in respect of a disposition of a foreign resource 
property by the partnership. This amendment ensures that, on disposition of a foreign _ 
resource property by the partnership, the proceeds of the disposition that are deemed — 
by subsection 59(1.1) to become receivable by a member of the partnership and that _ 
are excluded in computing the income of the partnership because of ‘paragraph 
96(1)(d) are added to the adjusted cost base of the member’ $ Paice interest. 


Letter from Dept. of Fence, fy 16, 2004: 
Dear [xxx]: 


y St section . 
the tax- 


Thank yout for your letter of January 27, mails to Davine Roach of this Division con- 
ED rs Wy Lg 


1) and paragraphs 53(1)(e) and — 
the Income Tax Act (the “Act”). ms particular, your concern relates to the 
eh these sont in cireumstances winston a nine t meen pee ay 


tions 59(1) and i. iy of fe Act to be facta 7 in he! wuspayerts s income. Holebes 
there is no Begin of the el oke esl an addition to the adjusted cost, base : 


on the disposition. of the ete by the Senge would Teduce the ACB of the tax- 
i i the taxpayer’s partnership interest was 
unt was already included it in the tax- 
payer’ s income, the taxpayer would: be subject to double taxation: 


In your letter, you noted that paragraph 96(1)(d) of the Act was amended, applicable 
to partnership fiscal periods that begin after 2000, to include a reference to subsec- 

tion 59(1). As a result of this change, you submit that a concurrent amendment to 
paragraph p3( ye is Rae to os that the srsieas of Seno deemed to — 


ie proceeds of dipesig, ¢ FRP that are Heooed by ds bbscotion 
ct to become receivable by a member of a partnership and that are _ 
excluded i in Sonpeiay the income of the partnership by paragraph 96(1)(d) ; should — 
ae to the ACB of that member’ sp ee interest. ee we are pre- 

2 plicable to fiscal periods 


amount al to j the a demed to be Fecoivable by the partner oa uani to babe 7 
section 59( 1. D. While I Cannot, as you mn offer an assurance that either the Min- 


ian Emewein, Director, Tax Legislation Division Ta Policy Benes! 


(ix) the amount, if any, by which 


(A) the taxpayer’s share of the amount of any assistance 
or benefit that the partnership received or became entitled 
to receive after 1971 and before that time from a govern- 
ment, municipality or other public authority, whether as a 
grant, subsidy, forgivable loan, deduction from royalty or 
tax, investment allowance or any other form of assistance 
or benefit, in respect of or related to a Canadian resource 
property or an exploration or development expense in- 
curred in Canada 


exceeds 


(B) the part, if any, of the amount included in clause (A) 
in respect.of the interest that was repaid before that time 
by the taxpayer under. a legal obligation to repay all or 
any part of the amount, 


(x) any amount required by section 97 to be added before 
that time in computing the adjusted cost base to the taxpayer 
of the interest, 


(xi) of which the taxpayer’s share of any income. or loss. of 
the partnership was, at any time, 10% or more, any expense 
incurred by the taxpayer in respect of land or a building of 
the partnership that was by reason of subsection 18(2) or 
(3.1) not deductible by the taxpayer in computing the tax- 
payer’s income for any taxation year commencing before that 
time, 

(xii), any amount required by paragraph 110.6(23)(a) to be 
added at that time in computing the adjusted cost base to the 
taxpayer of the interest, and 


(xiii) any amount required by subsection 127(30) to be added 
to the taxpayer’s tax otherwise payable under this Part for a 
taxation year that ended before that time. 
(xiv) [Repealed] 
Related Provisions: 91(5.3) — Deduction of capital gain by partner. 
Related Provisions: 10(1.1) — Cost of land inventory; 40(3.13) — Artificial trans- 
actions affecting partnership capital; 53(2)(c) — Reduction in adjusted cost base — 
partnership interest; 70(6)(d.1)(iii) — Where transfer or distribution to spouse or trust; 
70(9.2)(c)(iii) [to be repealed], 70(9.21)(a)(iii)(C), (b)(iii)(C) [proposed] — Transfer of 
family farm or fishing corporation or partnership; 70(9.3)(e)(iii) [to be repealed], 
70(9.31)(a)(iii)(C), (b)(iii)(C) [proposed] — Transfer of family farm or fishing corpo- 
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ration or partnership from spouse’s trust to children of settlor; 87(2)(e.1) — Amalga- 
mations — cost of partnership interest; 96(1.01)(b) — Deemed end of fiscal period 
when taxpayer ceases to be partner; 96(1.9) — Foreign trusts and other foreign invest- 
ment entities; 248(8) — Occurrences as a consequence of death; 248(16), (16.1) — 
GST or QST input tax credit/refund and rebate deemed to be assistance; 248(18), 
(18.1) —GST or QST — repayment of input tax credit or refund. 
History: Subpara. 53(1)(e)(xiv) repealed without ever taking effect by 2009, c. 2, sub- 
sec. 11(1), applicable after 2011. The subpara. formerly read: 
(xiv) the total of all amounts each of which is the amount of the taxpayer’s taxa- 
ble earnings base adjustment (within the meaning assigned by subsection 
18.2(1)) in respect of an interest in the partnership for a taxation year that ended 
before that time; 
Subpara. 53(1)(e)(xiv) added by 2007, c. 35, subsec. 16(1), applicable after 2011. 
Cl. 53(1)(e)(i)(A) amended by 2006, c. 4, s. 52, applicable after May 1, 2006. It for- 
merly read: 
(A) the fractions set out in subsection 14(5), paragraphs 38(a) to (a.2), subsection 
41(1) and in the formula in paragraph 14(1)(b), 
Cls. 53(1)(e)(i)(A) and (A.1) amended, and cl. (A.2) added, by 2001, c. 17, subsec. 
36(1), applicable in respect of fiscal periods that end after February 27, 2000 and, for 
fiscal periods that ended after February 18, 1997 and before February 28, 2000, cl. 
53(1)(e)(i)(A) shall be read as follows: 
“(A) the fractions set out in subsection 14(5), paragraphs 38(a) and (a.i) and 
subsection 41(1),” 
Cls. 53(1)(e)(i)(A) and (A.1) formerly read: 
(A) the fractions set out in subsection 14(5), paragraph 38(a) and subsection 
41(1), 
(A.1) paragraph 18(1)(1.1), and 
Subpara. 53(1)(e)(xiii) added by 1999, c. 22, subsec. 14(2), applicable to 1998 ef seq. 
Cl. 53(1)(e)(i)(B) amended by 1997, c. 25, subsec. 7(1), applicable for the purpose of 
computing the adjusted cost base of property after 1996. Cl. (e)(i)(B) formerly read: 
(B) paragraph (i), paragraphs 12(1)(0), 18(1)(m), 20(1)(v.1) and 29(1)(b) and 
(2)(b), section 55, subsections 69(6) and (7) and paragraph 82(1)(b) of this Act 
and paragraphs 20(1)(gg) and 81(1)(r) and (s) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, and the provisions of the Income Tax 
Application Rules relating to income from the operation of new mines, 
New subpara. 53(1)(e)(vi) added by 1995, c. 3, subsec. 14(1), applicable after February 
21, 1994. 
Subpara. 53(1)(e)(xii) added by 1995, c. 3, subsec. 14(2), applicable to 1994 et seq. 
Subpara. 53(1)(e)(vii.1) added by 1994, c. 7, Sch. VHI (1993, c. 24), subsec. 15(1), 
applicable after July 1990. 
Subpara. 53(1)(e)(ix) substituted by 1994, c. 7, Sch. II (1991, .c. 49), subsec. 30(1), 
applicable for the purposes of computing the adjusted cost base of an interest in a part- 
nership after January 1990. Subpara. (e)(ix) formerly read: 
(ix) the taxpayer’s share of the amount of any assistance or benefit that the part- 
nership has received or has become entitled to receive after 1971 and before that 
time from a government, municipality or other public authority, whether as a 
grant, subsidy, forgivable loan, deduction from royalty or tax, investment allow- 
ance or any other form of assistance or benefit, in respect of or related to a Cana- 
dian resource property or an exploration or development expense incurred in 
Canada, 


1.T. Application Rules: 26(9)-(9.4) (where taxpayer became partner before 1972); 
69 (meaning of “chapter 148 of ...” in cl. 53(1)(e)()(B))). 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land; IT-242R: Retired partners; IT-278R2: Death 
of a partner or of a retired partner; IT-338R2: Partnership interests — effects on ACB 
of admission or retirement of a partner (archived); IT-353R2: Partnership interests — 
some adjustments to cost base (archived); IT-430R3;: Life insurance proceeds received 
by a private corporation or a partnership as a consequence of death; IT-471R: Merger 
of partnerships. 


1.T. Technical News: 5 (adjusted cost base of partnership interest); 9 (calculation of 
ACB of a partnership interest); 12 (adjusted cost base of partnership interest — subpar- 
agraph 53(1)(e)(viii). 


Forms: T2065: Determination of adjusted cost base of a partnership interest. 
(f) [substituted property] — where the property is substi- 
tuted property (within the meaning assigned by paragraph (a) of 
the definition “superficial loss” in section 54) of the taxpayer, 
the amount, if any, by which 
(i) the amount of the loss that was, because of the acquisition 
by the taxpayer of the property, a superficial loss of any tax- 
payer from a disposition of a property 
exceeds 


(ii) where the property disposed of was a share of the capital 
stock of a corporation, the amount that would, but for para- 
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graph 40(2)(g), be deducted under subsection 112(3), (3.1) or 
(3.2) in computing the loss of any taxpayer in respect of the 
disposition of the, share; 
Related Provisions: 40(2)(g)(i) — Superficial loss denied; 40(2)(h) — Loss on dis- 
position of share of controlled corporation; 142.4(1)“tax basis”(h) — Disposition of 
specified debt obligation by financial institution. 
History: Para. 53(1)(f) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 30(2), 
applicable for the purposes of computing the adjusted cost base of property after July 
13, 1990. Para. 53(1)(f) formerly read: 
(f) where the property is substituted property (within the meaning assigned by 
the definition “superficial loss” in section 54) of the taxpayer, the amount of the 
loss that was, by virtue of the acquisition by the taxpayer of the property, a su- 
perficial loss of any taxpayer, 
Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-456R: Capital property — some adjustments to cost base. 
(f.1) [property disposed of at loss by other corpora- 
tion] — where the taxpayer is a taxable Canadian corporation 
and the property was disposed of by another taxable Canadian 
corporation to the taxpayer in circumstances such that 


(i) paragraph (f.2) does not apply to increase the adjusted 
cost base to the other corporation of shares of the capital 
stock of the taxpayer, and 


(ii) the capital loss from the disposition was deemed by para- 
graph 40(2)(e.1) (or, where the property was acquired by the 
taxpayer before 1996, by paragraph 40(2)(e) or 85(4)(a) as 
those paragraphs read in their application to property ac- 
quired before April 26, 1995) to be nil, 


the amount that would otherwise have been the capital loss from 
the disposition; 
Related Provisions: 53(1)(f.11) — Alternative addition to ACB on dispositions 
subject to para. 40(2)(e.1); 142.4(1)“tax basis”(h) — Disposition of specified debt obli- 
gation by financial institution. 
History: Para. 53(1)(f.1) amended by 1998, c. 19, subsec. 94(1), applicable, subject to 
s. 247 of 1998, c. 19 (grandfathering rule reproduced aat the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. The para. formerly read: 


(f.1) where the taxpayer is a taxable Canadian corporation and the property was 
disposed of by another taxable Canadian corporation to the taxpayer in circum- 
stances such that paragraph (f.2) does not apply so as to increase the adjusted 
cost base to the other corporation of shares of the capital stock of the taxpayer 
and the capital loss from the disposition was deemed by paragraph 40(2)(e) or 
(e.1) or 85(4)(a) to be nil, the amount that would otherwise have been the capital 
loss from the disposition; 


Advance Tax Rulings: ATR-57: Transfer of property for estate planning purposes; 
ATR-66: Non-arm’s length transfer of debt followed by a winding-up and a sale of 
shares. 


(f.11) [property disposed of at loss by other person] — 
where the property was, disposed of by a person (other than a 
non-resident person or a person exempt from tax under this Part 
on the person’s taxable income) or by an eligible Canadian part- 
nership (as defined in subsection 80(1)) to the taxpayer in cir- 
cumstances such that 


(i) paragraph (f.1) does not apply to increase the adjusted 
cost base to the taxpayer of the property, 


(ii) paragraph (f.2) does not apply to increase the adjusted 
cost base to that person of shares of the capital stock of the 
taxpayer, and 


(iii) the capital loss from the disposition was deemed by par- 
agraph 40(2)(e.1) (or, where the property was acquired by 
the taxpayer before 1996, by paragraph 85(4)(a) as it read in 
its application to property acquired before April 26, 1995) to 
be nil, 


the amount that would otherwise be the capital loss from the 
disposition; 
History: Para. 53(1)(f.11) amended by 1998, c. 19, subsec. 94(1), applicable, subject 


to s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to dispo- 
sitions of property that occur after April 26, 1995. The para. formerly read: 


(f.11) where the property was disposed of by a person (other than a non-resident 
person or a person exempt from tax under this Part on the person’s taxable in- 
come) or by an eligible Canadian partnership (within the meaning assigned by 
subsection 80(1)) to the taxpayer in circumstances such that paragraph (f.1) does 
not apply so as to increase the adjusted cost base to the taxpayer of the property, 
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paragraph (f.2) does not apply so. as to increase the adjusted cost base to. that 
person of shares of the capital stock of the taxpayer and the capital loss, from, the 
disposition was deemed by paragraph 40(2)(e.1) or 85(4)(a) to be nil, the amount 
that would otherwise be the capital loss from the disposition; 


(f.12) [commercial obligation owing to taxpayer] — 
where the property is a particular commercial obligation (in this 
paragraph having the meaning assigned by subsection 80(1)) 
payable to the taxpayer as consideration for the settlement or ex- 

 tinguishment of another commercial obligation payable to the 
taxpayer and the taxpayer’s loss from the disposition ‘of the other 
obligation was reduced because of paragraph 40(2)(e.2), the pro- 
portion of the reduction that the principal amount of the particu- 
lar obligation is of the total of all amounts ‘each of which is the 
principal amount of a commercial obligation payable to the tax- 
payer as consideration for the settlement’ or extinguishment of 
that other obligation; 


(f.2) [sShare, after transfer of other shares to corpora- 
tion] — where the property is a share, any amount required by 
paragraph 40(3.6)(b) (or, where the property was acquired by 
the taxpayer before 1996, by paragraph 85(4)(b) as it read in its 

application to property disposed of before April 26, 1995) to be 
added in computing the adjusted cost base to the-taxpayer of the 
share; 

Related Provisions: 53(1)(£.1), (f.11) — Para. (f:2) takes precedence over (f.1) and 

(f.11). 

History: Para. 53(1)(f.2) amended by 1998, c. 19, subsec. 94(2), applicable, subject to 

s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end’ of the Act), to disposi- 

tions of property that occur after April 26, 1995. The para. formerly read: 


(f.2) where the property is a share of the capital stock of-a corporation, any 
amount required by paragraph 85(4)(b) to be added in computing the adjusted 
cost base to the taxpayer of the share;. 
Para. 53(1)(f.1) amended and paras. (f.11) and (f.12) added. by 1995, c. 21, subsec. 
17(1), applicable to taxation years that end after February 21, 1994. Para. 53(1)(f.1) 
formerly read: 
(f.1) where the property has been disposed of by a taxable Canadian corporation 
to the taxpayer, and the taxpayer is a taxable Canadian corporation, in circum- 
stances such that paragraph 85(4)(b) does not apply so as to increase the adjusted 
cost base to the corporation of shares of the capital stock of the taxpayer, and the 
corporation’s capital loss from the disposition has been deemed by paragraph 
40(2)(e) or 85(4)(a) to be nil, the amount that would otherwise have been the 
corporation’s capital loss from the. disposition; : 
Interpretation Bulletins: IT-456R: Capital property — some ‘adjustments to cost 
base. 


(g) [bond, nortan: etc.] — where the property is a bond, 
debenture, bill, note, mortgage, hypothecary claim or similar ob- 
ligation, the amount, if any, by which the principal amount of 
the obligation exceeds the amount for which the obligation was 
issued, if. the excess was required by subsection 16(2) or (3) to 
be included in computing the income of the taxpayer for a taxa- 
tion year commencing before that time; 


History: Para. 53(1)(g) amended to add “hypothecary claim” and to replace “such ex- 
cess” with “the excess” by 2001, c. 17, s. 206, in force June 14, 2001. 


(g.1) [indexed debt obligation] — where the property is an 
indexed debt obligation, any amount determined under subpara- 
graph 16(6)(a)(a) in respect of the obligation and required to be 
included in computing the taxpayer’s income for a taxation year 
beginning before that time; 


Related Provisions: 53(2)(1.1) — Reduction in adjusted cost base — indexed debt 
obligation. 


History: Para. 53(1)(g.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 15(2), 
applicable with respect to indexed debt obligations issued after October 16, 1991. 


(h) [land] — where the property is.land of the taxpayer, any 
amount paid by the taxpayer or by another taxpayer in respect of 
whom the taxpayer was.a person, corporation or partnership de- 
scribed in subparagraph (b)(i), (ii) or (iii) of the definition “in- 
terest on debt relating to the acquisition of land” in subsection 
18(3), after 1971 and before that time pursuant to a legal obliga- 
tion to pay 


(i) interest on debt relating to the acquisition of land sotthen 
the meaning assigned by subsection 18(3)), or 


S. 53(1)@(iv)(A) 


(ii) property taxes (not including income or profits taxes or 
taxes. imposed by reference to the transfer of property) paid 
by. the taxpayer in respect.of the property to a province or to 
a Canadian municipality, , 


to the extent that the amount was; because of subsection 18(2), 


(iii) not deductible in computing the taxpayer’s income*from 
the land or from a business for any taxation year beginning 
before that time, or 


(iv) not deductible in computing the income of the other. tax- 
payer and was not. included. in or added to the. cost to the 
other taxpayer of any property otherwise than because: of 
subparagraph (d.3).or subparagraph (e)(xi); 
Related Provisions: 43.:1(2)— Life estates, in real property; 53(1)(d.3) — Where 
land owned through, a corporation. 


History: The portion of para: 53(1)(h) after subpara.,(@i) amended by, 1999, c, 22, sub- 
sec. 14(3), applicable after February 23, 1998. That portion formerly read: 


to the: extent: that that amount was neither: deductible because of subsection 
18(2) in computing the taxpayer’s- income from the land or from a business for 
any taxation year beginning before that time nor in computing the income of 
_ another person in respect of whom the taxpayer was a person, corporation or 
partnership described in subparagraph (b)(i), (ii) or Git) of the definition “interest 
on debt relating to the acquisition of land” in subsection 18(3), and was not in- 
cluded in or added tothe cost to that other person of any property otherwise than 
because of paragraph. (d.3), or subparagraph (e)(xi); 
Subpara, 53(1)(h)(i) substituted by 1994, c. 7, Sch. II (1991,.c. 49), subsec: 30(3), ap- 
plicable to 1988 et seg. Subpara. 53(1)(h)() formerly read: 


(i) interest.on debt relating to the: acquisition; of land, or an amount payable by 
the taxpayer for the land, or 


That portion of para.’53(1)(h) following subpara. (ii) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 30(4), applicable to 1988 et seq. That portion formerly read: 


to the extent that that amount was not deductible by reason of subsection 18(2) 
in computing the taxpayer’s income from the land or from a business for any 
taxation year commencing before that time or, by reason of subsection 18(3); in 
computing the income of another taxpayer in respect of whom the taxpayer was 
a person, corporation or partnership described in subparagraph (b)(i); (ii) or (iii) 
of the definition “interest on debt relating to the acquisition of land” in subsec- 
tion 18(3), where that amount was not included in the:cost to that other taxpayer 
of any property other than by reason of paragraph (d,3) or subparagraph (e)(xi); 


Interpretation Bulletins: IT-456R: Capital property — some adjustments to cost 
base. 


(i) [land used in farming] — where the property is land used 
in a farming business carried on by the taxpayer, an amount in 
respect of each taxation year ending after 1971 and commencing 
before that time, equal to the taxpayer’s loss, if any, for that year 
from the farming business, to the extent that the loss 


(i) was not, by virtue of section 31, deductible in computing 
the taxpayer’s income for that year, 


> (ii) was not deducted in computing the taxpayer’s taxable in- 
come for the taxation year in which the taxpayer disposed of 
the property or any preceding taxation year, 


(iii) did not’exceed the total of 


(A) taxes (other than income or profits taxes or taxes im- 
posed by reference to the transfer of the property) paid by 
the taxpayer in-that year or payable by the taxpayer in 
respect'of that year to a province or a Canadian munici- 
pality in respect of the property, and 


(B) interest, paid by the taxpayer in that year or payable 

by the taxpayer in respect of that year, pursuant to a legal 

obligation to pay interest on borrowed money used to ac- 

quire the property or on any amount as, consideration pay- 
able for the property, 


to the, extent that those taxes, and.interest. were included in 
computing the loss, and 


(iv) did not exceed the remainder obtained when 


(A) the total of each of the taxpayer’s: losses’ from the 
farming business for taxation years preceding that year (to 
the extent that they are required by this paragraph to be 
added in computing the taxpayer’s adjusted.cost base of 
the property), 
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is deducted from 


(B) the amount, if any, by which the taxpayer’s proceeds 
of disposition of the property exceed the adjusted cost 
base to the taxpayer of the property immediately before 
that time, determined without reference to this paragraph; 
Related Provisions: 96(1)(e) — Partnerships — gains to be computed without refer- 
ence to para. 53(1)(i); 101 — Corresponding rule for partnerships; 111(1)(c), (d) — 
Farming loss carryovers; 111(3)— Limitations on deductibility of loss carryover; 
111(6) — Limitation. 
Interpretation Bulletins: IT-232R2: Non-capital losses, net capital losses, restricted 
farm losses, farm losses and limited partnership losses — their composition and de- 
ductibility in computing taxable income. 
(j) share or fund unit taxed as stock option benefit — if 
the property is a security (within the meaning assigned by sub- 
section 7(7)) and, in respect of its acquisition by the taxpayer, a 
benefit was deemed by section 7 to have been received in any 
taxation year that ends after 1971 and begins before that time by 
the taxpayer or by a person that did not deal at arm’s length with 
the taxpayer or, if the security was acquired after February 27, 
2000, would have been so deemed if section 7 were read without 
reference to subsections 7(1.1) and (8), the amount of the benefit 
that was, or would have been, so deemed to have been received; 


Related Provisions: 7(1.6), 128.1(4)(d.1) — Effect of emigration on disposition of 
share or fund unit; 49(3)(b) — Where option to acquire exercised. 


History: Para. 53(1)(j) amended by 2001, c. 17, subsec. 36(2), applicable after 1999. 
The para. formerly read: 


(j) if the property is a share or unit and, in respect of its acquisition by the tax- 
payer, a benefit was deemed by section 7 to have been received in any taxation 
year that ends after 1971 and begins before that time by the taxpayer or by a 
person that did not deal at arm’s length with the taxpayer, the amount of the 
benefit so deemed to have been received; 


Para. 53(1)(j) amended by 1999, c. 22, subsec. 14(4), applicable in computing the ad- 
justed cost base of a share acquired after 1984 and of a unit acquired after February 
1998, The para. formerly read: 


(j) [share taxed as stock option benefit] — where the property is a share and, 
in respect of its acquisition by the taxpayer, a benefit was deemed by section 7 to 
have been received in any taxation year ending after 1971 and commencing 
before that time by the taxpayer or by a person that did not deal at arm’s length 
with the taxpayer, the amount of the benefit so deemed to have been received; 


Selected Cases [para. 53(1)(j)]: Mansfield v. R., [1983] C.T.C. 97 (FCTD); aff’d 
[1984] C.T.C. 547 (FCA); leave to appeal to SCC refused (1985), 58 N.R. 237 (Deben- 
tures converted into common shares constitute conferred employment benefit; value 
added to adjusted cost base). 


Interpretation Bulletins: IT-96R6: Options to acquire shares, bonds or debentures 
and by trusts to acquire trust units; IT-113R4: Benefits to employees — stock options. 


1.T. Technical News: 19 (Disposition of identical properties acquired under a section 

7 securities option). 
(k) [expropriation asset] — where the property is an expro- 
priation asset of the taxpayer (within the meaning assigned by 
section 80.1) or an asset of the taxpayer assumed for the pur- 
poses of that section to be an expropriation asset thereof, any 
amount required by paragraph 80.1(2)(b) to be added in comput- 
ing the adjusted cost base to the taxpayer of the asset; 

Related Provisions: 53(2)(n) — Reduction in ACB of expropriation asset. 


(1) [interest in related segregated fund trust] — where 
the property is an interest in a related segregated fund trust re- 
ferred to in section 138.1, 


(i) each amount deemed by paragraph 138.1(1)(f) to be an 
amount payable to the taxpayer before that time in respect of 
that interest, 


(ii) each amount required by subparagraph 138.1(1)(g)(ii) to 
be added before that time in respect of that interest, 


(iii) each amount in respect of that interest that is a capital 
gain deemed to have been allocated under subsection 
138.1(4) to the taxpayer before that time, and 

(iv) each amount in respect of that interest that before that 
time was deemed by subsection 138.1(3) to be a capital gain 
of the taxpayer; 


Related Provisions: 53(2)(q) — Deductions from ACB of related segregated fund 
trust; 138.1(5) — ACB of property in related segregated fund trust. 


Income Tax Act, Part I, Division B 


1.T. Application Rules: 26(4) (property owned since before 1972). 


(m) [offshore investment fund property] — where the pro- 
perty is an offshore investment fund property (within the mean- 
ing assigned by subsection 94.1(1)), 


(i) any amount included in respect of the property by virtue 
of subsection 94.1(1) in computing the taxpayer’s income for 
a taxation year commencing before that time, or 


(ii) where the taxpayer is a controlled foreign affiliate (within 
the meaning of subsection 95(1)), of a person resident in 
Canada, any amount included in respect of the property in 
computing the foreign accrual property income of the con- 
trolled foreign affiliate by reason of the description of C in 
the definition “foreign accrual property income” in subsec- 
tion 95(1) for a taxation year commencing before that time; 


(n) [surveying and valuation costs] — the reasonable costs 
incurred by the taxpayer, before that time, of surveying or valu- 
ing the property for the purpose of its acquisition or disposition 
(to the extent that those costs are not deducted by the taxpayer in 
computing the taxpayer’s income for any taxation year or attrib- 
utable to any other property); 

Related Provisions: 20(1)(dd)— Deduction for site investigation expenses; 

40(1)(a)(i), (b)(i) — Expenses of disposition deductible in computing gain or loss. 

Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 

Canadian institutions. 
(o) [real property — remainder interest] — where the pro- 
perty is real property of the taxpayer, any amount required by 
paragraph 43.1(2)(b) to be added in computing the adjusted cost 
base to the taxpayer of the property; 

History: Para. 53(1)(0) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 15(3), 

applicable in computing the adjusted cost base of property after December 20, 1991. 
(p) [flow-through entity after 2004] — where the time is af- 
ter 2004 and the property is an interest in or a share of the capi- 
tal stock of a flow-through entity (within the meaning assigned 
by subsection 39.1(1)), the amount determined by the formula 

B 


Ax= 
Cc 


where 


A is the amount, if any, that would, if the definition “exempt 
capital gains balance” in subsection 39.1(1) were read with- 
out reference to “that ends before 2005”, be the taxpayer’s 
exempt capital gains balance in respect of the entity for the 
taxpayer’s 2005 taxation year, 


B is the fair market value at that time of the property, and 


C is the fair market value at that time of all the taxpayer’s inter- 
ests in or shares of the capital stock of the entity; 
Related Provisions: 53(1)(r) — Increase in ACB before 2005. 
History: Para. 53(1)(p) added by 1995, c. 3, subsec. 14(3), applicable to 1994 et seq. 


(q) [history preservation rules — debt forgiveness] — 
any amount required under paragraph (4)(b), (5)(b), (6)(b), 
47(1)(d), 49(3.01)(b), 51(1)(d.2), 86(4)(b) or 87(5.1)(b) or 
(6.1)(b) to be added in computing the adjusted cost base to the 
taxpayer of the property; and 
History: Para. 53(1)(q) added by 1995, c. 21, subsec. 17(2), applicable to taxation 
years that end after February 21, 1994. 
(r) [flow-through entity before 2005] — where the time is 
before 2005, the property is an interest in, or a share of the capi- 
tal stock of, a flow-through entity described in any of paragraphs 
(a) to (f) of the definition “flow-through entity” in subsection 
39.1(1) and immediately after that time the taxpayer disposed of 
all of the taxpayer’s interests in, and shares of the capital stock 
of, the entity, the amount determined by the formula 
B 


AXxX= 
(© 


where 


A is the amount, if any, by which the taxpayer’s exempt capital 
gains balance (as defined in subsection 39.1(1)) in respect of 
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the entity for the taxpayer’s taxation year that includes that 
time exceeds the total of all amounts each of which is 


(i) the amount by which a capital gain is reduced under 
section 39.1 for the year because of the taxpayer’s exempt 
capital gains balance in respect of the entity, or 


(ii) twice an amount by which a taxable capital gain, or 
the income from a business, is reduced under section 39.1 
for the year because of the taxpayer’s exempt capital 
gains balance in respect of the entity, 


Bis the fair market value at that time of the property, and 


C..is.the fair market value at that time of all the taxpayer’s inter- 
ests in, and shares of the capyal stock mot the entity. 


Posten! s3(1y(e) ok the. Act was added as a consequence of athe’ vilatnaien of the 
$100,000 lifetime capital gains exemption for gains that are realized after February 22, 
1994 and the introduction of a mechanism in subsection 110.6(19) of e Act for recog- 
nizing gains accrued to the end of that da here an individual recognized a capital 
gain accrued to that time on a share or other interest in a flow-through entity (as de- 
fined in subsection 39. 1(1) of the Act), the amount of the | gain is credited to a special 
account referred to as. the individual’s exempt capital gains balance i in respect of the 
entity Claims may be made against this account to reduce gains that are flowed out to 
the individual a the entity for taxation years that end alg ok 2005 oe that are realized 


of paragraphs (a) to f of the eee entity detain, Sepe 53(1) 


Acti increases oe individual's ica cost t base of each share or interest te a aap rata. 


I(r of the ee amended to 


earning entit 
to Cis shares of ¢ 


be made under the formula i in roma 53¢ no of the Act where tie fair marke value 


of all the interests in an ak is nil at the time of Papee 


ie we “are prepaied to recommend to the Migiies of Finance that an n amendment 
be made to paragraph 53(1)(r) of the Act to add a reference to an entity described in 
paragraph (h) of the definition “flow-through entity” i in subsection 39.1(1) of the Act. 


We understand that this: particular i issue arises, in the context of your client, ‘With re- 


spect to a disposition occurring in 2002; accordingly it will be recommended. that this 
amendment apply to dispositions of shares or interests that occur after 2001. 


It also seems appropriate to provide that, for the purpose of the cale ation: in eeeeph 
53(1)@) of the Act, where the fair market value of all. the interests in an entity is nil at 
the time of disposition, the fair market value of each interest in the entity be deemed to 
be $1 and a recommendation to that effect will also Ye co bs Sets - 


recommendations that I have described. ‘Nonetheless, 3 Thope @ that this statement - our 
position is helpful. 


Thank you for bringing this matter to our oe - 
yours sincerely, ‘ j 


Brian Emewein, Director, ae Legislation ion Tax Poly. Branch 


Related Provisions: 39:1(7) — Nil exempt capital gains balance; 53(1)(p) — In- 
crease in ACB after 2004. 


History: Subpara. (ii) of the description of A in para. 53(1)(r) amended by replacing 
the reference to the expression ““/; of’ with a reference to the word “twice”, by 2001, c. 
17, subsec. 36(3), applicable to taxation years that end after February 27, 2000 except 
that, in applying para. 53(1)(r) for those years in respect of a taxpayer’s interest in an 
entity, where a taxation year of the entity that includes February 28, 2000 or October 
17, 2000, or began after February 28, 2000 and ended before October 17, 2000, ends in 


4 ee my of the definition : 


S. 53(2)(a) 


the taxpayer’s taxation year, the reference to the word “‘twice’’ shall be read asa refer 
ence to the expression “the fraction that is the reciprocal of the fraction in para. 38(a), 
as amended by 2001, c. 17, that applies in respect of the entity for its taxation year, 
multiplied by”. 


Para. 53(1)(r) added by 1998, c. 19, subsec. 94(3), applicable to 1994 et seq. 


(1.1) Deemed contribution of capital — For the purposes of 
paragraph (1)(c), where there has been a disposition of property 
before May 7, 1974, and 


(a) the taxpayer and the corporation referred to in that paragraph 
have made an election under section 85 in respect of that pro- 
perty, and 


(b) the consideration received by the taxpayer for the property 
did not include shares of the capital stock of the corporation, 


the disposition of property shall be deemed to be a contribution of 
capital equal to the amount, if any, by which 


(c) the amount that the taxpayer and the corporation have agreed 
on in the election 


exceeds 


(d) the fair market value at the time of the disposition of any 
consideration received by the taxpayer for the property so dis- 
posed of. 


Interpretation Bulletins: IT-456R: Capital property — some adjustments to cost 
base. 


(2) Amounts to be deducted [from ACB] — In computing the 
adjusted cost base to a taxpayer of property at any time, there shall 
be deducted such of the following amounts in respect of the pro- 
perty as are applicable: 


(a) [Share] — where the property is a share of the capital stock 
of a corporation resident in Canada, 


(i) any amount received by the taxpayer after 1971 and 
before that time as, on account or in lieu of payment of, or in 
satisfaction of, a dividend on the share (other than a taxable 
dividend. or a dividend in respect of which the corporation 
paying the dividend has elected in accordance with subsec- 
tion 83(2) or (2.1) in respect of the full amount thereof), 


(ii) any amount received by the taxpayer after 1971 and 
before that time on a reduction of the paid-up capital of the 
corporation in respect of the share, except to the extent that 
the amount is deemed by subsection 84(4) or (4.1) to be a 
dividend received by the taxpayer, 


(iii) any amount required to be deducted before that time 
under section 84.1 of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, as it applied before May 
23, 1985 in computing the adjusted cost base to the taxpayer 
of the share, 


(iv) any amount, to the extent that such amount'is not pro- 
ceeds of disposition of a share, received by the taxpayer 
before that time that would, but for subsection 84(8), be 
deemed by subsection 84(2) to be a dividend received by the 
taxpayer, and 


(v) any amount required by paragraph 44.1(2)(b) to be de- 
ducted in computing the adjusted cost base to the taxpayer of 
the share; 

Related Provisions: 40(2)(h), (i) — Limitation on capital loss on certain shares; 


52(8) — Cost to non-resident of share of corporation that becomes resident in Canada; 
91(6) — Amounts deductible in respect of dividends received, 


History: Para. 53(2)(a)(v) added by 2001, c. 17, subsec.'36(4), applicable to disposi- 
tions that occur after February 27, 2000. 


Subpara. 53(2)(a)(ii) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 30(5), to 
add reference to subpara. 84(4.1), applicable for the purpose of computing the adjusted 
cost base of any share after 1989. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...””) 


Interpretation Bulletins: IT-456R: Capital Property ero adjustments to cost 
base. 
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Advance Tax Rulings: ATR-54: Reduction of paid-up capital. 
(b) [share of non-resident corporation] — where the pro- 
perty is a share of the capital stock of a corporation not resident 
in Canada, 
(i) any amount required by paragraph 80.1(4)(d) or section 
92 to be deducted in computing the adjusted cost base to the 
taxpayer of the share, and 
(ii) any amount received by the taxpayer after 1971 and 
before that time on a reduction of the paid-up capital of the 
corporation in respect of the share; 
Related Provisions: 52(8) — Cost to non-resident of share of corporation that be- 
comes resident in Canada; 56(6)-(9) — Whether control acquired; 92 — ACB of share 
of foreign affiliate. 
(b.1) [capital interest in non-resident trust] — where the 
property is a capital interest of the taxpayer in a trust to which 
paragraph 94(1)(d) applies, any amount required by paragraph 
94(5)(b) to be deducted in computing the adjusted cost base to 
the taxpayer of the interest; 


Proposed Amendment — 53(2)(b.1) 


(b.1) capital interest in a non-resident trust — where the 
property is a capital interest in a trust, any amount deducted by 
the taxpayer by reason of subsection 91(2) or (4) in computing 


the taxpayer” s income for a taxation year that ends at or before __ 


that time (or that would have been so deductible by the tax- 


payer but for subsection 56(4.1) and sections 74.1 to 75 of this — 


Act and section 74 of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952) in respect of that interest; | 


Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 


sec. 3(2), will amend para. 53(2)(b.1) to read as above, applicable to taxation years _ 
that end after 2006, and in computing the adjusted cost base to a taxpayer of a capital 
interest in a trust for an earlier taxation year if subséc. 94(3), as enacted by s. 6 of the 
draft legislation, applies to the trust for a taxation year that ends in that earlier taxa-_ 
tion year of the taxpayer. 

Technical Notes (Sept. 10, 2010): Paragraph 53(2)(. 1), ‘applied eet: with 
existing paragraph 94(5)(b), provides for a deduction in computing the ACB to a 
taxpayer of the taxpayer’s capital interest in a trust to which existing paragraph 
94(1)(d) applies. Paragraph 94(5)(b) generally describes amounts for which a deduc- 
tion may be claimed under subsection 91(2) or (4) in respect of the trust, which apply 
where paragraph 94(1)(d) treats the trust as, in effect, a controlled foreign affiliate of 
the taxpayer. 

Paragraph 53(2)(b.1) is amended to ensure ‘that historical ACB deductions are main- 
tained, notwithstanding the replacement of the rules in existing section 94, and to 
provide for ACB deductions at a particular time in respect of amounts deducted, 
under subsections 91(2) or (4) (i.e, where they apply because of section 94.2, the 
successor to paragraph 94(1)(d)), in the taxpayer's income for a taxation year that 
ends at or before the particular time. 


This amendment applies to taxation years that end after 2006. It also applies i in com- 
puting the adjusted cost base to a taxpayer of a capital interest in a trust for an earlier 
taxation year if new subsection 94(3) applies to the trust (because of a valid election 
by the trust under the coming-into-force provision for new section 94) - a taxation 
year that ends in that earlier taxation year of the taxpayer. : 


(b.2) [property of corporation after change in con- 
trol] — where the property is property of a corporation control 
of which was acquired by a person or group of persons at or 
before that time, any amount required by paragraph 111(4)(c) to 
be deducted in computing the adjusted cost base of the property; 


Related Provisions: 142.4(1)‘tax basis’(q) — Disposition of specified debt obliga- 
tion by financial institution; 256(6)-(9) — Whether control acquired. 


(c) [partnership interest] — where the property is an interest 

in a partnership, 
(i) an amount in respect of each fiscal period of the partner- 
ship ending after 1971 and before that time, equal to the total 
of amounts each of which is the taxpayer’s share (other than 
a share under an agreement referred to in subsection 96(1.1)) 
of any loss of the partnership from any source for that fiscal 
period, computed as if this Act were read without reference 
to 


(A) the fractions set out in subsection 14(5), paragraph 
38(b) and in the formula in paragraph 14(1)(b), 


(A.1) paragraph 18(1)(1.1), 


Proposed Repeal — 53(2)(c)(i)(A.1). 
Application: The November 5, 2010 draft legislation (misc. technical), subsec. 4(4), 
will repeal cl, 53(2)(¢)@(A.1), applicable in respect, of amounts that became payable 
after December 20, 2002... 
Technical Notes: Paragraph 53(2)(c) provides for cedacsioce: ie the adjusted cost 
base of a taxpayer’s partnership interest. 


Clause 53(2)(c)(i)(A.1) is repealed consequential to the repeal of paragraph 18(1)(1.1). 


_(A.2) the description of C in the formula in paragraph 
14(1)(b), 
(B) paragraphs 12(1)(0) and (z.5), 18(1)(m) and 
20(1)(v.1), section 31, subsection 40(2), section 55 and 
subsections 69(6) and (7) of this Act and paragraphs 
20(1)(gg) and 81(1)(r) and (s) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, and 


(C) subsections 100(4) and 112(3.1), and subsection 
112(4.2) as it read in its application to dispositions of pro- 
perty that occurred before April 27, 1995, 


except to the extent that all or a portion of such a loss may 
reasonably be considered to have been included in the tax- 
payer’s limited partnership loss in respect of the partnership 
for the taxpayer’s taxation year in which that fiscal period 
ended, 


(i.1) an amount in respect of each fiscal period of the partner- 
ship ending before that time that is the taxpayer’s limited 
partnership loss in respect of the partnership for the taxation 
year in which that fiscal period ends to the extent that such 
loss was deducted by the taxpayer in computing the tax- 
payer’s taxable income for any taxation year that commenced 
before that time, 


(i.2) any amount deemed by subsection 40(3.12) to be a loss 
of the taxpayer for a taxation year from a disposition before 
that time of the property, 


(i.3) if at that time the property is not a tax shelter investment 
as defined by section 143.2 and the taxpayer would be a 
member, described in subsection 40(3.1), of the partnership 
if the fiscal period of the partnership that includes that time 
ended at that time, the unpaid principal amount of any in- 
debtedness of the taxpayer for which recourse is limited, ei- 
ther immediately or in the future and either absolutely or 
contingently, and that can reasonably be considered to have 
been used to acquire the property, 


(i.4) if the taxpayer is a member of the partnership who was a 
specified member of the partnership at all times since becom- 
ing a member of the partnership or the taxpayer is at that 
time a limited partner of the partnership for the purposes of 
subsection 40(3.1), the amount 


(A) deducted under subsection 34.2(4) in computing the 
taxpayer’s income for the taxation year in respect of the 
interest, where that time is in the taxpayer’s first taxation 
year in which a qualifying fiscal period (within the mean- 
ing assigned by subsection 34.2(1)) of the business car- 
ried on by the taxpayer as a member of the partnership 
ends and is after the end of that period, and 


(B) where that time is in any other taxation year, deducted 
under subsection 34.2(4) in respect of the interest in com- 
puting the taxpayer’s income for the taxation year preced- 
ing that other year 


unless 


(C) that time is immediately before a disposition of the 
interest and no amount is deductible under subsection 
34.2(4) in respect of the interest in computing the tax- 
payer’s income for the taxation year following the taxa- 
tion year that includes that time, 


(D) the taxpayer has December 31, 1995 income in re- 
spect of the business because of section 34.1, or 


(E) the taxpayer’s partnership interest was held by the 
taxpayer on February 22, 1994 and is an excluded interest 
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(within the meaning assigned by subsection 40(3.15)) at 
the end of the fiscal period of the partnership that includes 
that time, 


(ii) an amount in respect of each fiscal period of the partner- 
ship ending after 1971 and before that time, other than a fis- 
cal period after the fiscal period in which the taxpayer ceased 
to be a member of the partnership, equal to the taxpayer’s 
share of the total of 


(A) amounts that, but for paragraph 96(1)(d), would be 
deductible in computing the income of the partnership for 
the fiscal period by virtue of the provisions of the Income 
Tax Application. Rules relating to exploration and devel- 
opment expenses, 


(B) the Canadian exploration and development expenses 
and foreign resource pool expenses, if seh Ds incurred by 
the partnership in the fiscal period, 


(C) the Canadian exploration expense, if,any, incurred by 
the partnership in the fiscal period, 


(D) the Canadian development expense, if any, incurred 
by the partnership in the fiscal period, and 


(E) the Canadian oil and gas property expense, if any, in- 
curred by the partnership in the fiscal period, 


(iii), any amount deemed by subsection 110.1(4).or 118.1(8) 
to have been a gift made, or by subsection 127(4.2) to have 
been an amount contributed, by the taxpayer by reason of the 
taxpayer’s membership in the partnership at the end of a fis- 
cal aS BEER of the S:RAROREBR eouNis® eis that time, 


(iv) any amount required by section 97 to be deducted before, 


that time in computing the adjusted cost,base to the taxpayer 
of the interest, 


(v) any.amount received by the taxpayer after 1971 and 

before that time as, on account or in lieu of payment of, or in 

satisfaction of, a distribution of the taxpayer’s. share (other 

than a share under an agreement referred to in subsection 

96(1.1)) of the partnership profits or partnership capital, 
Selected Cases [subpara. 53(2)(c)(v)]: Stursberg (R.K.G.) v. MNR, [1993] 2 
C.T.C. 76 (FCA) (Transactions resulting in reduction of partner’s share and corre- 
sponding increase of another partner’s share was disposition of part of first partner’s 
interest, not distribution of capital). 


(vi) an amount equal to that portion of all amounts deducted 


under subsection 127(5) in computing the tax otherwise pay- 
able»by the taxpayer under this Part for the taxpayer’s taxa- 
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‘tion years ending before that time that may reasonably be at- 
tributed to amounts added in computing the investment tax 
credit of the taxpayer by virtue of subsection 127(8), 


(vii) any amount added pursuant to subsection 127.2(4) in 
computing the taxpayer’s share-purchase tax credit for a tax- 
ation year ending before or after that time, 


(viii) an amount equal to 50% of the amount deemed to be 
designated pursuant to subsection 127.3(4) before that time 
in respect of each share, debt obligation or right acquired by 
the partnership and deemed to have been acquired by the tax- 
payer under that subsection, 


(ix) the amount of all assistance received by the taxpayer 
before that time that has resulted in a reduction of the capital 
cost of a depreciable property to the partnership by virtue of 
subsection 13(7.2), 


(x) any amount deductible by the taxpayer under subpara- 
graph 20(1)(e)(vi) in respect of the partnership for a taxation 
year of the taxpayer ending at or after that time, 


(xi) any amount required by paragraph 110.6(23)(b) to be de- 
ducted. at that time in computing the adjusted cost base to the 
taxpayer of the interest, and 


(xi1) any amount payable by the partnership, to the extent 
that the amount. is. deductible under subsection 20.01(1) in 
computing the taxpayer’s income fora taxation year that be- 
gan before: that time. 


(xiii) [Repealed] 


Related Provisions: 40(3)— Deemed. gain. when. ACB_ becomes _ negative; 
40(3.13) — Artificial transactions affecting partnership capital; 53(1)(e) — Addition to 
ACB — partnership interest; 66.8(1)— Resource expenses of limited partner; 
70(6)(d.1) — Where transfer or distribution to spouse or trust; 70(9.2)(c)(iii) [to be re- 
pealed], 70(9.21)(a)(ii)(C), (b)(@ii)(C) [proposed] — Transfer of family farm or fishing 
corporation .or partnership;, 70(9:3)(e)(iii) [to! be. repealed], 70(9.31)(a)(iii)(C); 
(b)Gii)(C) [proposed] — Transfer of family farm or fishing corporation or partnership 
from spouse’s trust to children of settlor; 80(1)“excluded obligation’’(a)(iii) — Debt 
forgiveness rules do not apply where amount deducted in computing ACB (e.g., under 
53(2)(c)(i:3)); '87(2)(e:1), 87(2)4.6) — Amalgamations; 91(5.3) — Deduction of capi- 
tal gain by partner; 96(1,01)(b) — Deemed end of fiscal period when taxpayer ceases 
to be partner; 96(1.9) — Foreign trusts and -FIEs;, 96(2.2)(c) — At-risk amount — 
amount deducted under 53(2)(c)(i.3); 98(1)(c) — Disposition of partnership property; 
100(2) — Gain from disposition of interest'in partnership; 127(12.2) — Investment tax 
credit; 248(16), (16.1) — GST or QST input tax credit/refund and rebate deemed to be 
assistance; 248(18), (18.1) GST or QST — repayment of input tax credit or refund; 
248(30)—(33) — Determination of eligible amount of gift. 


History: Subpara. 53(2)(c)(xiii) repealed without ever taking effect by 2009, c.2, sub- 
sec. 11(2), applicable after 2011. The subpara. formerly read: 
(xii) the lesser of 


(A) the total of all amounts each of which is the amount of a dividend that is 
included in computing the income of the taxpayer under section 93.1 in re- 
spect. of the partnership for a taxation year that ended before that time, and 
(B) the total of all amounts each of which is 
(I) an amount deducted by the taxpayer under subsection 91(5.2) for a 
taxation year that ended before that time in respect of a dividend in- 
cluded in computing the amount ‘determined under clause (A), or 
(iI) twice the amount deducted by the taxpayer under subsection 91(5.3) 
for a taxation year that ended before that' time in respect of the disposi- 
tion of a. share on which.a dividend included in computing the amount 
determined under clause (A) was paid; 


Subpara. 53(2)(c)(xiii) added by 2007, c. 35, subsec. 16(2), applicable after 2011. 
Cls. 53(2)(c)G)(A) and (A.1) amended, and cl. (A.2) added, by 2001, c. 17, subsec. 


36(5), applicable in respect of fiscal periods that end after February 27, 2000. Cls. 
53(2)(c)(i)(A) and (A.1) formerly read: 

(A) the fractions set out in subsection 14(5) and paragraph 38(b), 

(A.1) paragraph 18(1)(1.1), 
Cl. 53(2)c)(@i)(B) amended by the said c. 17, subsec. 36(6), applicable to taxation years 
that begin after 2000. It formerly read: 


(B) the Canadian exploration and development expenses and foreign exploration 
and development expenses, if any, incurred by the partnership in the fiscal 
period, 
Subpara. 53(2)(c)(xii) added by 1999, c. 22, subsec. 14(5), applicable after 1997. 
Cl. 53(2)(c)(i)(C) and subpara. 53(2)(c)(i.3) amended by 1998, c. 19, subsec. 94(4) and 
(5), cl. 53(2)(c)G)(C) applicable after April 26, 1995 and subpara. 53(2)(c)(i.3) applica- 
ble to indebtedness of'a taxpayer arising after September 26, 1994, other than indebted- 
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ness arising under an agreement in writing entered into by the taxpayer before Septem- 
ber 27, 1994. The cl. and subpara. formerly read: 


(C) subsections 112(3.1) and (4.2), 


(i.3) where at that time the taxpayer would be a member described in subsection 
40(3.1) of the partnership, if the fiscal period of the partnership that includes that 
time ended at that time, the unpaid principal amount of any debt of the taxpayer 
at that time in respect of which recourse against the taxpayer is limited, either 
immediately or in the future and either absolutely or contingently, and that can 
reasonably be considered to have been used to acquire the property, 

Cl. 53(2)(c)(i)(B) amended by 1997, c. 25, subsec. 7(2), applicable for the purpose of 

computing the adjusted cost base of property after 1996. Cl. (i)(B) formerly read: 
(B) paragraphs 12(1)(0), 18(1)(m), 20(1)(v.1), section 31, subsection 40(2), sec- 
tion 55 and subsections 69(6) and (7) of this Act and paragraphs 20(1)(gg) and 
81(1)(r) and (s) of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, and 

Subpara. 53(2)(c)(i.4) added by 1996, c. 21, s. 12, applicable after 1994. 

Subparas. 53(2)(c)(i.2) and (i.3) added by 1995, c. 3, subsec. 14(4), subpara. (1.2) appli- 

cable after February 21, 1994, and (i.3) applicable to debts entered into by a taxpayer 

after September 26, 1994 other than such a debt entered into pursuant to an agreement 

in writing entered into by the taxpayer before September 27, 1994. 


Subpara. 53(2)(c)(xi) added by 1995, c. 3, subsec. 14(5), applicable to 1994 er seq. 


Selected Cases [para. 53(2)(c)]: Tesainer v. R., [2009] 3 C.T.C. 109 (FCA) 
(Settlement payment re legal advice not distribution of capital by related partnership). 


1.T. Application Rules: 26(9)-(9.4) (where taxpayer became partner before 1972); 
69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-242R: Retired partners; IT-278R2: Death of a partner 
or of a retired partner; IT-338R2: Partnership interests — effects on ACB of admission 
or retirement of a partner (archived); IT-341R4: Expenses of issuing shares, units in a 
trust, interests in a partnership or syndicate and expenses of borrowing money; IT- 
353R2: Partnership interests — some adjustments to cost base (archived). 


1.T. Technical News: 5 (adjusted cost base of partnership interest); 9 (calculation of 
ACB of a partnership interest). 
Forms: T2065: Determination of adjusted cost base of a partnership interest. 


(d) [part of property retained] — where the property is such 
that the taxpayer has, after 1971 and before that time, disposed 
of a part of it while retaining another part of it, the amount deter- 
mined under section 43 to be the adjusted cost base to the tax- 
payer of the part so disposed of; 


Interpretation Bulletins: IT-200: Surface rentals and farming operations. 


(e) [Share acquired before August 1976] — where the pro- 
perty is a share, or an interest in or a right to a share, of the 
capital stock of a corporation acquired before August, 1976, an 
amount equal to any expense incurred by the taxpayer in consid- 
eration therefor, to the extent that the expense was, by virtue of 


Proposed Amendment — 53(2)(e) opening words 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
192(2), will amend the opening words of subsec. 53(2)(e) by substituting “right to — 
or, for civil law, a right in or to —” for “right to”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(i) paragraph (e) of the definition “Canadian exploration and 
development expenses” in subsection 66(15), a Canadian ex- 
ploration and development expense, 


(ii) paragraph (1) of the definition “Canadian exploration ex- 
pense” in subsection 66.1(6), a Canadian exploration 
expense, 


(iii) paragraph (g) of the definition “Canadian development 
expense” in subsection 66.2(5), a Canadian development ex- 
pense, or 
(iv) paragraph (c) of the definition “Canadian oil and gas 
property expense” in subsection 66.4(5), a Canadian oil and 
gas property expense 

incurred by the taxpayer; 

(f) [consideration from joint exploration corporation] — 


where the property was received by the taxpayer as considera- 
tion for any payment or loan 


(i) made before April 20, 1983 by the taxpayer as a share- 
holder corporation (within the meaning assigned by subsec- 
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tion 66(15)) to a joint exploration corporation of the share- 
holder, and 


(ii) described in paragraph (a) of the definition “agreed por- 
tion” in subsection 66(15), 


or the property was substituted for such a property, such portion 
of the payment or loan as may reasonably be considered to be 
related to an agreed portion (within the meaning assigned by 
subsection 66(15)) of the joint exploration corporation’s 


(iii) Canadian exploration and development expenses, 
(iv) Canadian exploration expense, 
(v) Canadian development expense, or 
(vi) Canadian oil and gas property expense, 
as the case may be; 
Related Provisions: 248(5) — Substituted property. 


(f.1) [share of joint exploration corporation] — where the 
property is a share of the capital stock of a joint exploration cor- 
poration resident in Canada and the taxpayer has, after 1971, 
made a contribution of capital to the corporation otherwise than 
by way of a loan, which contribution was included in computing 
the adjusted cost base of the property by virtue of paragraph 
(1)(c), such portion of the contribution as may reasonably be 
considered to be part of an agreed portion (within the meaning 
assigned by subsection 66(15)) of the corporation’s 


(i) Canadian exploration and development expenses, 
(11) Canadian exploration expense, 
(iii) Canadian development expense, or 
(iv) Canadian oil and gas property expense, 
as the case may be; 


(f.2) [resource expenses’ renounced by joint 
exploration corporation] — any amount required by para- 
graph 66(10.4)(a) to be deducted before that time in computing 
the adjusted cost base to the taxpayer of the property; 


Advance Tax Rulings: ATR-60: Joint exploration corporations. 


(g) [debt forgiveness] — where section 80 is applicable in re- 
spect of the taxpayer, the amount, if any, by which the adjusted 
cost base to the taxpayer of the property is required in prescribed 
manner to be reduced before that time; 


Regulations: 5400(1)(c)-(e) (prescribed manner). 


(g.1) [history preservation rules — debt forgiveness] — 
any amount required under paragraph (4)(a), (5)(a), (6)(a), 
47(1)(c), 49(3.01)(a), 51(1)(d.1), 86(4)(a) or 87(5.1)(a) or 
(6.1)(a) to be deducted in computing the adjusted cost base to 
the taxpayer of the property or any amount by which that ad- 
justed cost base is required to be reduced because of subsection 
80(9), (10) or (11); 

Related Provisions: 80.03(2), (3) — Gain on subsequent “surrender” of property; 

107(1)(a) — Reduction in gain on disposition of capital interest in trust. 


History: Para. 53(2)(g.1) added by 1995, c. 21, subsec. 17(3), applicable to taxation 
years that end after February 21, 1994. 


Interpretation Bulletins: IT-96R6: Options to acquire shares, bonds or debentures 
and by trusts to acquire trust units. 


(h) [capital interest in trust] — where the property is a capi- 
tal interest of the taxpayer in a trust (other than an interest in a 
personal trust that has never been acquired for consideration or 
an interest of a taxpayer in a trust described in any of paragraphs 
(a) to (e.1) of the definition “trust” in subsection 108(1)), 


(1) any amount paid to the taxpayer by the trust after 1971 
and before that time as a distribution or payment of capital 
by the trust (otherwise than as proceeds of disposition of the 
interest or part thereof), to the extent that the amount became 
payable before 1988, 


(i.1) any amount that has become payable to the taxpayer by 
the trust after 1987 and before that time in respect of the in- 
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terest (otherwise than as proceeds of disposition of the inter- 
est or part thereof), except to the extent of the portion thereof 


(A) that was included in the taxpayer’s income, by reason 
of subsection 104(13) or from which an amount of tax 
was deducted under Part XIII by reason of paragraph 
212(1)(c), 


(A.1) that was deemed by subsection 104(16) to bea divi- 
dend received by the taxpayer, or 


(B) where the trust was resident in Canada throughout its 
taxation year in which the amount became payable 


(1) that is equal to the amount designated by the trust 
under subsection 104(21) in respect of the taxpayer, 


(II) that was designated by the trust under subsection 
104(20) in respect of the taxpayer, or 


(IIT) that is an assessable distribution (as defined in 
subsection 218.3(1)) to the taxpayer, 


(ii) an amount equal to that portion of all amounts deducted 
under subsection 127(5) in computing the tax otherwise pay- 
able by the taxpayer under this Part for the taxpayer’s taxa- 
tion years ending before that time that may reasonably be at- 
tributed to amounts added in computing the investment tax 
credit of the taxpayer by virtue of subsection 127(7), 


(iii) any amount added pursuant to subsection 127.2(3) in 
computing the taxpayer’s share-purchase tax credit for.a tax- 
ation year ending before or after that time, 


(iv) an amount equal to 50% of the amount deemed to be 
designated pursuant to subsection 127.3(3) before that time 
in respect of each share, debt obligation or right acquired by 
the trust. and deemed to have been acquired by the taxpayer 
under that. subsection, and 


(v) an amount equal to the amount of all assistance received 
by the taxpayer before that time that has resulted in a reduc- 
tion of the capital cost of a.depreciable property. to the trust 
by virtue of subsection 13(7.2); 


Related Provisions: 53(1)(d.1)— Additions to ACB — capital interest in non-resi- 
dent trust; 53(2)(i),. (j) — further deduction from ACB of interest in a trust; 
87(2)G.6) — Amalgamations — continuing corporation; 94(3)(a)(iv) [proposed] — 
Application to trust deemed resident in Canada; 104(20) — Designation re non-taxable 
dividends; 104(24) — Whether amount payable to beneficiary; 107(1.2) — Fair market 
value of trust interest that is not capital property; 108(6) — Where terms of trust are 
varied; 108(7) — Meaning of “acquired for consideration”; 127(12.2) — Interpretation; 
248(1)“personal trust’ — Where interest deemed acquired for no consideration; 
248(25.3) — Deemed cost of trust interest; 250(6.1) — Trust that ceases to exist 
deemed resident throughout year. 


History: Cl. 53(2)(h)(i.1)(A.1) added by 2007, c. 29, s. 2, deemed to come into force 
on October 31, 2006. hail 


Subcl. 53(2)(h)G.1)(B)CID added by 2005, c..19, s. 14, applicable after 2004. 


The opening words of para. 53(2)(h) amended by 2001, c. 17, subsec. 36(7), applicable 
to amounts that become payable after 1999. The opening words formerly read: 


(h) where the property is a capital interest of the taxpayer in a trust (other than an 
interest in a personal trust acquired by the taxpayer for no consideration or an 
interest of the taxpayer in a trust described in any of paragraphs (a) to (d) of the 
definition “trust” in subsection 108(1)), 


Subel. 53(2)(h)(i.1)(B)(1) amended to replace '/; of the amount” with “the amount” by 
the said c. 17, subsec. 36(8), applicable to, taxation years that end after February 27, 
2000 except that, in applying the subcl. for those years in respect of a taxpayer’s inter- 
est in a trust, where a taxation year of the trust that includes February 28, 2000 or 
October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, ends in the taxpayer’s taxation year, the reference to the expression “that is equal 
to the” shall be read as a reference to the expression “that is equal to the fraction ob- 
tained when 1 is subtracted from the reciprocal of the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the trust for its taxation year, multiplied by”. 


Interpretation Bulletins: IT-342R: Trusts: Income payable to beneficiaries; IT- 
381R3: Trusts — capital gains and losses and the flow-through of taxable capital gains 
to beneficiaries; IT-390: Unit trusts —cost of rights and adjustments to cost base 
(archived); IT-456R: Capital property — some adjustments to cost base. 
(i) [capital interest in non-resident trust] — where the 
property is a capital interest in a trust (other than a unit trust) not 
resident in Canada that was purchased after 1971 and before that 
time by the taxpayer from a non-resident person at a time (in this 
paragraph referred to as the “purchase time”) when the property 


S. 53(2)(j) 


was not taxable Canadian property and the fair market value of 
such of the trust property as was 


(i) a Canadian resource property, 

(ii) [Repealed under former Act] 

(iii) an income interest in a trust resident in Canada, 

(iv) taxable Canadian property, or 

(v) a timber resource: property 
was not less than 50% of the fair market value of all the trust 
property, that proportion of the amount, if any, by which 


(vi) the fair market value at the purchase time of such of the 
trust properties as were properties described in any of sub- 
paragraphs (1) to (v) 

exceeds 


(vii) the total of the cost amounts to the trust at the purchase 
time of such of the trust properties as were properties de- 
scribed in any of subparagraphs (i) to (v), 
that the fair market value at the purchase time of the interest is 
of the fair market value, at the purchase time of all capital inter- 
ests in the trust; 
History: The opening words of para. 53(2)(i) and the portion of para. 53(2)(i) after 
subpara. (v) amended by 2001, c. 17, subsecs. 36(9), (10), applicable for the purpose of 


computing the adjusted cost base of property after April 26, 1995. The opening words 
and that portion formerly read: 


(i) where the property isa capital interest in a trust (other than a unit trust) not 
resident in Canada that was purchased after 1971 by the taxpayer from a non- 
resident person at a time when the fair market value of such of the trust property 
as was 


was not less than 50% of the total of 
(vi) the fair market value of all the trust property, and 
(vii) the amount of any money of the trust on hand, 
that proportion of the amount, if any, by which 
(viii) the fair market value at that time of' such of the trust property as was 
property described in subparagraphs (i) to (v) 
exceeds 
(ix) the total of the cost amounts to the trust at that time of such of the trust 
properties as were properties described in subparagraphs (i) to (v), 
that the fair market value at that time of the interest is of the fair market value at 
that time of all capital interests in the trust; 
(j) [unit of non-resident unit trust] — where the property is 
a unit of a unit trust not resident in Canada that was purchased 
after 1971 and before that time by the taxpayer from a non-resi- 
dent person at a time (in this paragraph referred to as the 
“purchase time”) when the property was not taxable Canadian 
property and the fair market value of such of the trust property 
as Was 


(i) a Canadian resource property, 

(11) [Repealed under former Act] 

(iii) an income interest in'a trust resident in Canada, 
(iv) taxable Canadian property, or 

(v) a timber resource property 


was not less than 50% of the fair market value of all the trust 
property, that proportion of the amount, if any, by which 


(vi) the fair market value at the purchase time of such of the 
trust properties as were properties described in any of sub- 
paragraphs (1) to (v) 

exceeds 


(vii) the total of the cost amounts to the trust at the purchase 
time of such of the trust properties as were, properties de- 
scribed in any of subparagraphs (i) to (v), 
that the fair market value at the purchase time of the unit is of 
the fair market value at the purchase time of all the issued. units 
of the trust; 


History: The opening words of para. 53(2)(j) and the portion of para. 53(2)(j) after 
subpara. (v) amended by 2001, c. 17, subsecs. 36(11), (12), applicable for the purpose 
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of computing the adjusted cost base of property after April 26, 1995. The opening 
words and that portion formerly read: 


(j) where the property is a unit of a unit trust not resident in Canada that was 
purchased after 1971 by the taxpayer from a non-resident person at a time when 
the fair market value of such of the trust property as was 


was not less than 50% of the total of 


(vi) the fair market value of all the trust property, and 


(vii) the amount of any money of the trust on hand, 


that proportion of the amount, if any, by which 


(1.1) [indexed debt obligation] — where the property is an 
indexed debt obligation, 


(i) any amount determined under subparagraph 16(6)(a)(ii) in 
respect of the obligation and deductible in computing the in- 
come of the taxpayer for a taxation year beginning before 
that time, and 


(ii) the amount of any payment that was received or that be- 
came receivable by the taxpayer at or before that time in re- 
spect of an amount that was added under paragraph (1)(g.1) 
to the cost to the taxpayer of the obligation; 


(viii) the fair market value at that time of such of the trust property as was Related Provisions: 53(1)(g.1) — Addition to adjusted cost base — indexed debt 
property described in subparagraphs (i) to (y), obligation. 
exceeds History: Para. 53(2)(1.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 15(4), 


(ix) the total of the cost amounts to the trust at that time of such of the trust 
properties as were properties described in subparagraphs (i) to (v), 


that the fair market value at that time of the unit is of the fair market value at that 
time of all of the issued units of the trust; 


(k) [government assistance received or receivable] — 
where the property was acquired by the taxpayer after 1971, the 


applicable with respect to indexed debt obligations issued after October 16, 1991. 


(m) [amounts deducted from income] — any part of the 
cost to the taxpayer of the property that was deductible (other- 
wise than because of this subdivision or paragraph 8(1)(r)) in 
computing the taxpayer’s income for any taxation year com- 
mencing before that time and ending after 1971; 


amount, if any, by which the total of History: Para. 53(2)(m) amended by 2002, c. 9, s. 23, applicable after 2001. The para. 


(i) the amount of any assistance which the taxpayer has re- 
ceived or is entitled to receive before that time from a gov- 
ernment, municipality or other public authority, in respect of, 
or for the acquisition of, the property, whether as a grant, 
subsidy, forgivable loan, deduction from tax not otherwise 
provided for under this paragraph, investment allowance or 
as any other form of assistance other than 


(A) an amount described in paragraph 37(1)(d), 
(B) an amount deducted as an allowance under section 65, 


(C) the amount of prescribed assistance that the taxpayer 
has received or is entitled to receive in respect of, or for 


formerly read: 


(m) such part of the cost to the taxpayer of the property as was deductible (other- 
wise than by virtue of this subdivision) in computing the taxpayer’s income for 
any taxation year commencing before that time and ending after 1971; 


Interpretation Bulletins: IT-350R: Investigation of site; IT-456R: Capital pro- 
perty — some adjustments to cost base. 


(n) [expropriation asset] — where the property is an ‘expro- 
priation asset of the taxpayer (within the meaning assigned by 
section 80.1) or an asset of the taxpayer assumed for the pur- 
poses of that section to be an expropriation asset thereof, any 
amount required by paragraph 80.1(2)(b) to be deducted in com- 
puting the adjusted cost base to the taxpayer of the asset; 


the acquisition of, shares of the capital stock of a pre- | Related Provisions: 53(1)(k) — Addition to ACB of expropriation asset. 


scribed venture capital corporation or a prescribed labour- 
sponsored venture capital corporation or shares of the 
capital stock of a taxable Canadian corporation that are 
held in a prescribed stock savings plan, or 


(D) an amount included in income by virtue of paragraph 
12(1)(u) or 56(1)(s), and 


(ii) all amounts deducted under subsection 127(5) or (6) in 
respect of the property before that time, 


exceeds such part, if any, of the assistance referred to in subpar- 
agraph (i) as has been repaid before that time by the taxpayer 
pursuant to an obligation to repay all or any part of that 


assistance; ‘bLis 


Related Provisions: 39(13) — Repaid assistance deemed a capital loss; 125.4(5) — 
Canadian film/video credit deemed to be assistance; 125.5(5) — Film/video production 
services credit deemed to be assistance; 127(12.2) — Interpretation; 127.4(1)“net 
cost’(b) — Labour-sponsored venture capital corporation; 248(16), (16.1) — GST or 
QST input tax credit/refund and rebate deemed to be assistance; 248(18), (18.1) — 
GST or QST — repayment of input tax credit or refund. 


History: Cl. 53(2)(k)(i)(C) substituted by 1994, c. 21, s. 22, applicable to, 1991 et seq. 
That cl. formerly read: 


(C) the amount of any prescribed assistance received by the taxpayer that has 
been provided in respect of, or for the acquisition of, shares of the capital stock 
of a prescribed venture capital corporation or a prescribed labour-sponsored ven- 


(o) [right to receive partnership property] — where the 
property is a right to receive partnership property within the 
meaning assigned by paragraph 98.2(a) or 100(3)(a), any 
amount received by the taxpayer in full or partial satisfaction of 
that right; 


(p) [debt owing by corporation] — where the property is a 
debt owing to the taxpayer by a corporation, any amount re- 
quired to be deducted before that time under section 84.1 of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, as it applied before May 23, 1985 or subsection 84.2(2) in 
computing the adjusted cost base to the taxpayer of the debt; 


Application Rules: 69 (meaning of “chapter 148 of ...”). 


(q) [interest in related segregated fund trust] — where 
the property is an interest in a related segregated fund trust re- 
ferred to in section 138.1, 


(i) each amount in respect of that interest that is a capital loss 
deemed to have been allocated under subsection 138.1(4) to 
the taxpayer before that time, and 


(ii) each amount in respect of that interest that before that 
time was deemed by subsection 138.1(3) to be a capital loss 
of the taxpayer; . 


ture capital corporation or shares of the capital stock of a taxable Canadian cor- Related Provisions: 53(1)(1) — Addition to ACB of interest in related segregated 
poration that are held in a prescribed stock savings plan, or fund trust; 138.1(5) — ACB of property in related segregated fund trust. 


Regulations: 6700, 6700.1 (prescribed venture capital corporation); 6701 (prescribed 
labour-sponsored venture capital corporation); 6702 (prescribed assistance); 6705 (pre- 
scribed stock savings plan). 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 
CRA Audit Manual: 27.20.4: Inducement payments — capital property other than 
depreciable property. 
(1) [debt obligation] — where the property is a debt obliga- 
tion, any amount that was deductible by virtue of subsection 
20(14) in computing the taxpayer’s income for any taxation year 
commencing before that time in respect of interest on that debt 
obligation; 
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(r) [Repealed under former Act] 


(s) [government assistance — amount elected under 
53(2.1)] — the amount, if any, by which 


(i) the amount elected by the taxpayer before that time under 
subsection (2.1) 


exceeds 


(ii) any repayment before that time by the taxpayer of an 
amount received by the taxpayer as described in subsection 
(2.1) that may reasonably be considered to relate to the 
amount elected where the repayment is made pursuant to a 


Subdivision c — Taxable Capital ‘Gains 


legal obligation ‘to repay all or any part of the amount so 
received; 
Related Provisions: 12(1)(t)—JIncome inclusion— investment tax credit; 
12(1)(x) — Payments as inducement or as reimbursement etc.; 39(13) — Repayment of 
assistance; 40(3) — Deemed capital gain when ACB goes negative; 53(2.1) — Elec- 
tion; 87(2)G.6) — Amalgamations — continuing, corporation. 


Interpretation Bulletins: IT-273R2: Government assistance — mam comments. 
CRA Audit Manual: 27:20.4: Inducement payments — capital property’ other than 
depreciable property: 
(t) [right to acquire shares or fund units] — if the .pro- 
perty is a right to, acquire shares or units under! an agreement, 
any amount required by paragraph 164(6.1)(b) to be deducted in 
computing the adjusted cost. base to the taxpayer of the right; 
History: Para. 53(2)(t) amended by 1999, c. 22, subsec. 14(6), Pde ais after Febru- 
ary 1998. The para. formerly read: 
(t) [right to acquire shares] — where the property is a right to acquire shares 
under an agreement, any amount required by paragraph 164(6.1)(b) to, be.de- 
ducted in computing the adjusted cost base to the taxpayer of the right; 
Para. §3(2)(t) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 15(5), applicable 
after July 13, 1990. 
I.T. Application Rules: 26(3). 
Interpretation Bulletins: IT-456R: Capital property — some adjustments. to,,cost 
base. 
(u) [non-qualifying real property] — where the property 
was at the end of February 22, 1994 a non-qualifying:real pro- 
perty (within the meaning assigned by subsection 110.6(1) as 
that subsection applies to the 1994 taxation year) of a taxpayer, 
any amount required by paragraph 110.6(21)(b) to be deducted 
in computing the adjusted cost base to the taxpayer of the pro- 
perty; and 
History: Para..53(2)(u) added by 1995, c. 3, subsec. 146), ‘applienisle to 1994 et seq. 


(v) [excessive capital gains election] — where the tax- 
payer elected under subsection 110.6(19) in respect of the pro- 
‘perty, any amount required by subsection 110.6(22).to be de- 
ducted in computing the adjusted cost base-to the taxpayer of the 
property at that time. 
History: Para. 53(2)(v) added by 1995, c. 3, subsec. 14(6), applicable to 1994 et seq. 
1.T.. Technical News: 5 (western grain transition payments). . 


(2.1) Election — For the purpose of paragraph (2)(s), where in a 
taxation year a taxpayer receives an amount that would,, but for this 
subsection, be included in the taxpayer’s income under paragraph 
12(1)(x) in respect of the cost of a property (other than depreciable 
property) acquired by the taxpayer in the year, in the 3 taxation 
years preceding the year or in the taxation year following the year, 
the taxpayer. may, elect under. this subsection on or before the date 
on or before which the taxpayer’s return of income under this Part 
for the year is required to be filed or, where the property is acquired 
in the following year, for that following year, to reduce the cost of 
the property by such amount as the taxpayer Specifies, not exceed- 
ing the least of 


(a) the adjusted cost base, determined Salt reference to para- 
graph (2)(s), at the time the property was acquired, 

(b) the amount so received by the taxpayer, and 

(c) where the taxpayer has disposed of the property ‘before the 
year, nil. 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing 
220(3.2), Reg. 600(b) — Late filing or revocation of election. 


History: That portion of subsec. 53(2.1) preceding para. (a), substituted by 1994, Col. 
Sch. VIII (1993, c. 24), subsec. 15(6), applicable to 1991 et seg: That portion formerly 
read: 


, ‘sla 


(2.1) For the purposes of paragraph (2)(s), where a taxpayer has in a’ taxation 
year received an amount that would, but for this subsection, be included in the 
taxpayer’s income under paragraph 12(1)(x) in respect of the cost of a property 
acquired by the taxpayer in the year, in the three taxation years immediately pre- 
ceding the year or in the taxation year immediately following the year, the tax- 
payer may elect under this subsection on or before the date on or before which 
the taxpayer is required to file the taxpayer’s return of income under this Part for 
the year or, where the property is acquired in the immediately following year, for 
that following year, to reduce the cost of the property by such amount as the 
taxpayer may specify, not ‘exceeding the leastof 
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Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-456R: Capital property — some adjustments to ‘cost base. 


CRA Audit Manual: 27.20.4: Inducement payments — capital property other than 
depreciable property; 27.20.5: Inducement payments — elective provisions. 


(3) [Repealed] 

History: Subsec, 53(3) repealed by 2001, c. 17, seen 36(13), applicable after Octo- 

ber 1, 1996. The subsec. formerly read: 
(3) Application of paras. (2)(i):and (j)—For the purposes of paragraphs (2)(i) 
and (j), where any property of a trust would, atia particular time, have been a 
taxable Canadian property of the trust if it had been disposed of by the trust at 

that time, the property shall be deemed to have been a taxable Canadian property 

of the trust at that time. 


(4) Recomputation of adjusted cost base on transfers and 
deemed dispositions — Where at any time in a taxation year a 
person or-partnership (in this. subsection, referred.to.as the ““vendor’”) 
disposes of a specified property and the proceeds of disposition: of 
the property are determined under paragraph 48.1(1)(c), section 70 
or 73, subsection 85(1), paragraph 87(4)(a) or (c) or 88(1)(a), sub- 
section 97(2) or 98(2), paragraph 98(3)(f) or (5)(f), subsection 
104(4), paragraph dene (2.1)(a), (4)(d) or (5)(a), 107.4(3)(a) or 
ea or section Aaa 


(4) Redomiputations oe adj detec: ost: beeen on veneer: 
and nist pe nap If at’ pil time in a taxation post a 


will amend the sees words of Kibeec! -_ 16 ap Ja above, - spplieabl after 
tii 27, me . 


computa mm of the Mudd ton b base cn ay taxpayer ‘of any “specitied pro- 
perty”. AS defined in section 54, “specified property” is capital property that is a 
share, a capital interest in a trust, a partnership interest or an option to acquire any 


¢ are determined under ; any one of a 1 number of ‘specified provi- 
sions in the Act set out in ‘the subsection. 


Subsection 53(4) i is amended to reflect amen ments toa number Oo those specifi ied 
provisions; namely, subsections 107(2.1), We and (). The references i in: Seip aunt 
subse 


[ee of property. eee aaa wee aston | 1670. 1a). 
the reference to paragraph 107(2.1)(a) in subsection 53(4) is sufficient. 


(a) there shall be deducted after that time in computing the ad- 
justed ‘cost base to the person or partnership (in this subsection 
referred to as the “transferee”) who acquires or reacquires the 
property at or immediately after that time the amount, if any, by 
which 


(i) the total of all amounts deducted under paragraph (2)(g.1) 
in computing, immediately before that time, the adjusted cost 
base to the vendor of the property, 


exceeds 


(ii), the amount that would be the vendor’ s capital. gain for the 
year from that disposition if this Act were read without refer- 
ence to subparagraph 40(1)(a)(iii) and subsection 100(2); and 


(b) the amount determined under paragraph (a) in respect of that 
disposition shall be added after that time in computing the ad- 
justed cost base to the transferee of the property. 
Related Provisions: 53(1)(q) — Addition to adjusted cost base for amount under 
53(4)(b); 53(2)(g.1) — Reduction in adjusted cost base under 53(4)(a); 53(5) — 
Recomputation of ACB on other transfers; 80.03(2)(a) — Deemed gain on disposition 
following debt forgiveness; 251(1) — Arm’s length. 
History: The opening words of subsec. 53(4) amended by 2001, c. 17, subsec. 36(14), 
applicable to. 1998 et seqg.. The opening words formerly read: 


(4) Where at any time in'a taxation year a person or partnership (in this subsec- 
tion referred to as the “vendor’’) disposes of a specified property and the pro- 
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ceeds of disposition of the property are determined under paragraph 48.1(1)(c), 
section 70 or 73, subsection 85(1), paragraph 87(4)(a) or (c) or 88(1)(a), subsec- 
tion 97(2) or 98(2), paragraph 98(3)(f) or (5)(f), subsection 104(4), paragraph 
107(2)(a), (2.1)(a), (4)(d) or (5)(a) or 111(4)(e) or section 128.1, 
The opening words of subsec. 53(4) amended by 1998, c. 19, subsec. 94(6), applicable 
to taxation years that end after February 21, 1994. The opening words formerly read: 


(4) Where at any time in a taxation year a person or partnership (in this subsec- 
tion referred to as the “vendor”) disposes of a specified property and the pro- 
ceeds of disposition of the property are determined under paragraph 48.1(1)(c), 
section 70 or 73, subsection 85(1), paragraph 85.1(1)(a), 87(4)(a) or (c) or 
88(1)(a), subsection 97(2) or 98(2), paragraph 98(3)(f) or (5)(f), subsection 
104(4), paragraph 107(2)(a), (2.1)(a), (4)(d) or (5)(a) or 111(4)(e) or section 
128.1, 

Subsec. 53(4) added by 1995, c. 21, subsec. 17(4), applicable to taxation years that end 

after February 21, 1994. 


(5) Recomputation of adjusted cost base on other trans- 
fers — Where 


(a) at any time in a taxation year a person or partnership (in this 
subsection referred to as the “vendor”) disposes of a specified 
property to another person or partnership (in this subsection re- 
ferred to as the “‘transferee’’), 


(b) immediately before that time, the vendor and the transferee 
do not deal with each other at arm’s length or would not deal 
with each other at arm’s length if paragraph 80(2)(j) applied for 
the purpose of this subsection, 


(c) paragraph (b) would apply in respect of the disposition if 
each right referred to in paragraph 251(5)(b) that is a right of the 
transferee to acquire the specified property from the vendor or a 
right of the transferee to acquire other property as part of a trans- 
action or event or series of transactions or events that includes 
the disposition were not taken into account, and 


(d) the proceeds of the disposition are not determined under any 
of the provisions referred to in subsection (4), 


the following rules apply: 


(e) there shall be deducted after that time in computing the ad- 
justed cost base to the transferee of the property the amount, if 
any, by which 


(i) the total of all amounts deducted under paragraph (2)(g.1) 
in computing the adjusted cost base to the vendor of the pro- 
perty immediately before that time 


exceeds 


(i1) the amount that would be the vendor’s capital gain for the 
year from that disposition if this Act were read without refer- 
ence to subparagraph 40(1)(a)(iii) and subsection 100(2), and 


(f) the amount determined under paragraph (e) in respect of that 
disposition shall be added after that time in computing the ad- 
justed cost base to the transferee of the property. 


Related Provisions: 53(1)(q)— Addition to ACB for amount under 53(5)(b); 
53(2)(g.1) — Reduction in ACB under 53(5)(a); 80.03(2)(a) — Deemed gain on dispo- 
sition following debt forgiveness. 


History: Subsec. 53(5) amended by 1998, c. 19, subsec. 94(7), applicable to taxation 
years that end after February 21, 1994. The subsec. formerly read: 


(5) Where at any time in a taxation year a person or partnership (in this subsec- 
tion referred to as the “vendor’”) disposes of a specified property to another per- 
son or partnership (in this subsection referred to as the “transferee’”’), the vendor 
and the transferee do not deal with each other at arm’s length (or would not deal 
with each other at arm’s length if paragraph 80(2)(j) applied for the purpose of 
this subsection) and the proceeds of disposition of the property at that time are 
not determined under any of the provisions referred to in subsection (4), 


(a) there shall be deducted after that time in computing the adjusted cost 
base to the transferee of the property the amount, if any, by which 


(i) the total of all amounts deducted under paragraph (2)(g.1) in comput- 
ing, immediately before that time, the adjusted cost base to the vendor 
of the property 


exceeds 


(ii) the amount that would be the vendor’s capital gain for the year from 
that disposition if this Act were read without reference to subparagraph 
40(1)(a)(iii) and subsection 100(2); and 


Income Tax Act, Part I, Division B 


(b) the amount determined under paragraph (a) in respect of that disposition 
shall be added after that time in computing the adjusted cost base to the 
transferee of the property. 


Subsec. 53(5) added by 1995, c. 21, subsec. 17(4), applicable to taxation years that end 
after February 21, 1994. 


(6) Recomputation of adjusted cost base on amalgama- 
tion — Where a capital property that is a specified property is ac- 
quired by a new corporate entity at any time as a result of the amal- 
gamation or merger of 2 or more predecessor corporations, 


(a) there shall be deducted after that time in computing the ad- 
justed cost base to the new entity of the property the total of all 
amounts deducted under paragraph (2)(g.1) in computing, im- 
mediately before that time, the adjusted cost base to a predeces- 
sor corporation of the property, unless those amounts are other- 
wise deducted under that paragraph in computing the adjusted 
cost base to the new entity of the property; and 


(b) the amount deducted under paragraph (a) in respect of the 
acquisition shall be added after that time in computing the ad- 
justed cost base to the new entity of the property. 


Related Provisions: 53(1)(q) — Addition to ACB for amount under 53(6)(b); 
53(2)(g.1) — Reduction in ACB under 53(6)(a); 80.03(2)(a) — Deemed gain on dispo- 
sition following debt forgiveness. 


History: Subsec. 53(6) added by 1995, c. 21, subsec. 17(4), applicable to taxation 
years that end after February 21, 1994. 


Definitions [s. 53]: “acquired” — 256(7)-(9); “acquired for consideration” — 
108(7); “adjusted cost base” — 54, 248(1); “agreed portion” — 66(15); “amount” — 
248(1); “arm’s length’ —251(1); “assessable distribution” — 218.3(1); “‘assis- 
tance” — 79(4), 125.4(5), 248(16), (16.1), (18), (18.1); “business” — 248(1); “Can- 
ada’ — 255; “Canadian development expense” — 66.2(5), 248(1); “Canadian explora- 
tion and development expense” — 66(15), 248(1); “Canadian exploration expense” — 
66.1(6), 248(1); “Canadian oil and gas property expense” — 66.4(5), 248(1); “Cana- 
dian resource property” — 66(15), 248(1); “capital dividend” — 83(2), 248(1); “capital 
gain” — 39(1)(a), 248(1); “capital interest’ — 108(1), 248(1); “consequence of the 
death” — 248(8); “consideration” — 108(7); “control” — 256(6)—(9); “controlled for- 
eign affiliate’ —95(1), 248(1); “corporation” — 248(1), Interpretation Act 35(1); 
“cost amount’, “disposition”, “dividend” — 248(1); “eligible amount” — 248(31), 
(41); “expropriation asset” —80.1(1); “farming” — 248(1); “fiscal period” — 
249(2)(b), 249.1; “flow-through entity” — 39.1(1); “foreign accrual property in- 
come” — 95(1), (2), 248(1); “foreign affiliate’ — 95(1), 248(1); “foreign exploration 
and development expense” — 66(15), 248(1); “foreign investment entity”, “foreign re- 
source pool expense” — 248(1); “foreign resource property” — 66(15), 248(1); “gift- 
ing arrangement” — 237.1(1); “income bond”, “income debenture” — 248(1); “income 
interest in a trust” — 108(1), 248(1); “indexed debt obligation” — 248(1); “joint explo- 
ration corporation” — 66(15); “life insurance capital dividend” — 83(2.1), 248(1); 
“life insurance policy” — 138(12), 248(1); “limited partnership loss” — 248(1); “mu- 
tual fund trust’ — 132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); 
“non-qualifying real property” — 110.6(1); “non-resident” — 248(1); “paid-up capi- 
tal” — 89(1), 248(1); “participating interest” — 248(1); “person”, “personal trust’, 
“prescribed” — 248(1); “prescribed labour-sponsored venture capital corporation” — 
Reg. 6701; “prescribed venture capital corporation” — Reg. 6700, 6700.1, 6700.2; 
“principal amount”, “property” — 248(1); “province” — Interpretation Act 35(1); “re- 
lated” — 251(2); “related segregated fund trust’ — 138.1(1)(a); “resident in Can- 
ada” — 94(3)(a)(viii), 250; “security” —7(7); “series of transactions” — 248(10); 
“share”, “shareholder”, “specified member” — 248(1); “specified amount” — 80.2(1); 
“specified property” — 54; “specified shareholder” — 248(1); “substituted” — 248(5); 
“substituted property” — 54“superficial loss”’(a); “superficial loss” — 54; “tax shel- 
ter” — 237.1(1), 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxable 
Canadian property” —248(1); “taxable dividend” — 89(1), 248(1); “taxable in- 
come” — 2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “timber resource 
property” — 13(21), 248(1); “trust” — 104(1), 248(1), (3); “unit trust” — 108(2), 
248(1); “vendor” — 53(4), (5). 


54. Definitions — In this subdivision, 


“adjusted cost base” to a taxpayer of any property at any time 
means, except as otherwise provided, 
(a) where the property is depreciable property of the taxpayer, 
the capital cost to the taxpayer of the property as of that time, 
and 


(b) in any other case, the cost to the taxpayer of the property 
adjusted, as of that time, in accordance with section 53, 


except that 


(c) for greater certainty, where any property (other than an inter- 
est in or a share of the capital stock of a flow-through entity 
within the meaning assigned by subsection 39.1(1) that was last 


240 


Subdivision c — Taxable Capital Gains 


reacquired by the taxpayer as a result of an election under sub- 
section 110.6(19)) of the taxpayer:is property that was reac- 
quired by the taxpayer after having been previously disposed of 
by the taxpayer, no adjustment to the cost to the taxpayer of the 
property that. was required. to be made under section 53 before 
its reacquisition by the taxpayer shall be made under that section 
to the cost to the taxpayer of the property as reacquired property 
of the taxpayer, and 


(d) in no case shall the adjusted cost base to a taxpayer of any 
property at any time be less than nil; 


Related Provisions: 40(1) — Calculation of gain or loss for capital gain/loss pur- 
poses; 40(3), (3.1) — Deemed capital gain where ACB is negative; 43 — ACB on par- 
tial disposition; 47(1) — ACB of identical properties; 49(1) — Granting of options; 
49(2) — Where option expires; 69(1)(c) — Deemed acquisition at fair market value in 
certain circumstances; 84.1(2) — Non-arm’s length sale of shares;.91(6) — Amounts 
deductible in respect of dividends received; 92 — ACB of share of foreign affiliate; 
93(4)(b) — Loss on disposition of shares of foreign affiliate; 110.6(19)(a)(i) — In- 
crease in cost base on capital gains exemption election; 139.1(4)(d) — Cost of share 
acquired on insurance. demutualization deemed nil; 142.4(1)“tax basis” — cost base for 
securities held by financial institutions; 143.2(6) — Deemed cost reduction of tax shel- 
ter investment; 248(1)‘‘adjusted cost base” — Definition applies to entire Act; 
261(7)(b), (c) — Cost of property when functional currency election made; Canada- 
U.S. Tax Treaty:Art. XXIX:5(d)— Reduction in ACB of share of U.S. “S” 
corporation. 


History: Paras. (c) and (d) of the definition “adjusted cost base” in s. 54 amended by 
1995, c. 3, s. 15, applicable to 1994 et seg. Paras. (c) and (d) formerly read: 


(c) for greater certainty, where any property of the taxpayer is property that was 
reacquired by the taxpayer after having been previously disposed of by the tax- 
payer, no adjustment to the cost to the taxpayer of the property that was required 
to be made under section 53 before its reacquisition by the taxpayer shall be 
made under that section to the cost to the fexpeyer of the property as reacquired 
property of the taxpayer, and 


(d) in no case shall the adjusted cost base of any property at the time of its dispo- 
sition by the taxpayer be less than nil; 


Selected Cases [s. 54“adjusted cost base”: Bodrug Estate v. Canada, [1991] 2 
C.T.C. 347 (FCA) (Damages paid under lawsuit in respect of provincial securities stat- 
ute not part of cost of shares deemed disposed of upon death); Gaynor. y. R., [1991] 1 
C.T.C. 470 (FCA) (Cost to taxpayer is cost in Canadian currency); Salt et al. v. R., 
[1984] C.T.C. 414 (FCTD) (Where option exercised, adjusted cost base is actual 
purchase price, not Valuation Day value). 


Regulations: 4400, Sch. VII (ACB of publicly-traded shares at end of 1971). 

.T.. Application Rules: 26(3)-(27) (where property owned since before 1972). 
Interpretation Bulletins: IT-65: Stock splits and consolidations; IT-102R2: Conver- 
sion of property, other than real property, from or to inventory; IT-218R: Profit, capital 
gains and losses from the sale of real estate, including farmland and inherited land and 
conversion of real estate from capital property to inventory and vice versa; IT-418: 
Partial disposition of property. 

|.T. Technical News: 9 (calculation of ACB of'a‘partnership interest); 39 (settlement 
of a shareholder class action suit). 


Advance Tax Rulings: ATR-67: Increase in the cost of property on the winding-up 
of a wholly-owned subsidiary. 


Forms: T2065: Determination of adjusted cost base of a partnership interest. 


“capital property” of a taxpayer means 
(a) any depreciable property of the taxpayer, and 


(b) any property (other than depreciable property), any gain or 
loss from the disposition of which would, if the property were 
disposed of, be a capital gain or a capital loss, as the case may 
be, of the taxpayer; 


Related Provisions: 39(1) — Determination of capital gain and capital loss; 
39(4) — Election to treat Canadian securities as capital property; 54.2 — Shares 
deemed to be capital property where all assets of business transferred; 66.3(1)(a)(i) — 
Certain exploration and development shares deemed not to be capital property; 
96(1.4) — Certain rights to share in income or loss of partnership deemed not to be 
capital property; 142.5(1) — Mark-to-market rules for financial institutions; 
248(1)‘‘capital property” — Definition applies to entire. Act. 

1.T. Application Rules: 26(5), (6) and (7). 

Interpretation Bulletins: IT-102R2: Conversion of property, other than real pro- 
perty, from or to inventory; IT-218R: Profit, capital gains and losses from the sale of 
real estate, including farmland and inherited land and conversion of real-estate from 
capital property to inventory and vice versa; IT-325R2: Property transfers after separa- 
tion, divorce and annulment; IT-442R: Bad debts and reserves for doubtful debts; IT- 
459: Adventure or concern in the nature of trade. 


I.T. Technical News: 7 (rollovers of capital property — Mara Properties), 12 (“mil- 
lennium bug” expenditures). 
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Info Sheets: TI-001: Sale of a residence by an owner builder: 


_ CRA Audit Manual: 11.6.3: Capital gain vs. income report; 27.4.0: Capital gain or 


business income. 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


“disposition” — [Repealed] 
History: The definition “disposition” in s. 54 repealed by 2001, c. 17, subsec. 37(1), 


applicable to transactions and events that occur after December 23, 1998. It formerly 
read: 


“disposition” of any property, except as expressly otherwise provided, includes 
(a) any transaction or event entitling a taxpayer to proceeds of disposition of 
property, 

(b) any transaction or event by which 


(i) any property of a taxpayer that is a share, bond, debenture, note, cer- 
tificate, mortgage, agreement of sale or similar property, or an interest 
therein, is redeemed in whole or in part or is cancelled, 


(ii) any debt owing to a taxpayer or any other right of a taxpayee to 
receive an amount is settled or cancelled, 


(iii) any share owned by a taxpayer is converted by virtue of an amalga- 
mation or merger, or 
(iv) any option held by a taxpayer to acquire or dispose of property ex- 
pires, and 
(c) any transfer of property to a trust, or any transfer of property of a trust to 
any beneficiary under the trust, except as provided in paragraph (e), 


but, for greater certainty, does not include 


(d) any transfer of property for the purpose only of securing a debt or a loan, 
or any transfer by a creditor for the purpose only of returning property that 
had been used as security for a debt or a loan, 


(e) any transfer of property by virtue of which there is a change in the legal 
ownership of the property without any change in the beneficial ownership 
thereof, other than a transfer by a trust resident in Canada to a trust not resi- 
dent in Canada or a transfer to a trust governed by 


(i) a registered retirement ‘savings plan, 
(ii) a deferred profit sharing plan, 

(iii) an employees profit sharing plan, or 
(iv) a registered retirement income fund 


by a person who is, immediately after the transfer, a beneficiary under the 
plan or fund, or a transfer by any such trust governed by a plan or fund to a 
beneficiary thereunder, 


(f) any issue by a corporation of a bond, debenture, note, certificate or mort- 
gage of the corporation, or 


(g) any issue by a corporation of a share of its capital stock, or any other 
transaction that, but for this paragraph, would be a disposition by a corpora- 
tion of a share of its capital stock; 


Selected Cases [s. 54“disposition”]: Williams v. R., [2005] 4 C.T.C. 2499 (TCC) 
(Possibility of amending trust did not change beneficial ownership); 7. Eaton Co. v. R., 
[1999] 2 C.T.C. 380 (FCA) (Surrender of participation that reduced value of lease was 
capital); Fulljames v. R., [2000] 1 C.T.C. 2270 (TCC) (Unrestricted transfer of shares 
was disposition); Shepp v. R:, [1999] 1 C.T.C.:2889 (TCC) (Is disposition of economic 
interest a disposition of “‘property”?); 106443 v. Canada, [1995] 1 C.T.C. 2788 (Sale 
with right of redemption made to secure repayment of debt); Stursberg (R.K.G.) v. 
MNR, [1993] 2 C.T.C. 76 (FCA) (Transactions resulting in reduction of partner’s share 
and corresponding increase of another partner’s share was disposition of part of first 
partner’s interest, not distribution of capital); Larose v. MNR, [1992] 2 C.T.C. 2339 
(TCC); amended (Nov. 18, 1991), Doc. 87-294(IT) (TCC) [unreported] (Assessment in 
respect of sale of properties upheld despite court decision and other circumstances de- 
nying taxpayer proceeds of sale; right to dispose of properties had been transferred to 
purchaser); Fisher, E.R., Ltd. v. R., [1986] 2 C.T.C. 114 (FCTD) (Interest on expropria- 
tion compensation included in proceeds of disposition); Wise et al. v. R., [1986] 1 
C.T.C. 169 (FCA) (Deposit retained as liquidated damages in respect of aborted sale 
not taxable). 


“eligible capital property” of a taxpayer means any property, a 
part of the consideration for the disposition of which would, if the 
taxpayer disposed of the property, be an eligible capital amount in 
respect of a business; 

Related Provisions: 14(3) — Non-arm’s length acquisition of eligible capital pro- 
perty; 87(2)(f) — Amalgamations — security or debt obligation; 98(3)(b) — Rules ap- 
plicable where partnership ceases to exist; 248(1) “eligible capital property” — Defini- 
tion applies to entire Act. 

Interpretation Bulletins: IT-123R4: Disposition of eligible capital property;, IT- 
123RS5: Transactions involving eligible capital property; IT-143R3: Meaning of eligible 
capital expenditure; IT-291R3: Transfer of property to a corporation under subsection 
85(1). 
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|.T. Technical News: 38 (purchase price allocation for rental properties). 


“listed personal property” of a taxpayer means the taxpayer's per- 
sonal-use property that is all or any portion of, or any interest in or 
right to, any 


Proposed Amendment — 54“listed personal property” 
opening words 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), s. 193, will 
amend the opening words of “listed personal property” in s. 54 by substituting “right 
to — or, for civil law, any right in or to — ” for “right to,” to come into force on Royal 
Assent. = : e 
Technical Notes (July 2010): See under 12(4), 


(a) print, etching, drawing, painting, sculpture, or other similar 

work of art, 

(b) jewellery, 

(c) rare folio, rare manuscript, or rare book, 

(d) stamp, or 

(e) coin; 
Related Provisions: 40(2)(g)(iii) — Limitations; 41 — Gain from listed personal 
property; 248(1)“listed personal property” — Definition applies to entire Act. 
Interpretation Bulletins: IT-159R3: Capital debts established to be bad debts. 


‘“‘personal-use property” of a taxpayer includes 


(a) property owned by the taxpayer that is used primarily for the 
personal use or enjoyment of the taxpayer or for the personal use 
or enjoyment of one or more individuals each of whom is 


(1) the taxpayer, 
(11) a person related to the taxpayer, or 


(iii) where the taxpayer is a trust, a beneficiary under the 
trust or any person related to the beneficiary, 


(b) any debt owing to the taxpayer in respect of the disposition 
of property that was the taxpayer’s personal-use property, and 


(c) any property of the taxpayer that is an option to acquire pro- 
perty that would, if the taxpayer acquired it, be personal-use pro- 
perty of the taxpayer, 


and “‘personal-use property” of a partnership includes any partner- 
ship property that is used primarily for the personal use or enjoy- 
ment of any member of the partnership or for the personal use or 
enjoyment of one or more individuals each of whom is a member of 
the partnership or a person related to such a member; 

Related Provisions: 3(b)(ii), 40(2)(g)Gii) — No capital loss on personal-use pro- 
perty; 46 — Disposition of personal-use property; 50(2) — Where debt personal-use 
property; 248(1)“personal-use property” — Definition applies to entire Act. 


Interpretation Bulletins: IT-159R3: Capital debts established to be bad debts; IT- 
218R: Profit, capital gains and losses from the sale of real estate, including farmland 
and inherited land and conversion of real estate from capital property to inventory and 
vice versa; IT-332R: Personal-use property (archived). 


“principal residence” of a taxpayer for a taxation year means a 
particular property that is a housing unit, a leasehold interest in a 
housing unit or a share of the capital stock of a co-operative hous- 
ing corporation acquired for the sole purpose of acquiring the right 
to inhabit a housing unit owned by the corporation and that is 
owned, whether jointly with another person or otherwise, in the 
year by the taxpayer, if 


(a) where the taxpayer is an individual other than a personal 
trust, the housing unit was ordinarily inhabited in the year by the 
taxpayer, by the taxpayer’s spouse or common-law partner or 
former spouse or common-law partner or by a child of the 
taxpayer, 


(a.1) where the taxpayer is a personal trust, the housing unit was 
ordinarily inhabited in the calendar year ending in the year by a 
specified beneficiary of the trust for the year, by the spouse or 
common-law partner or former spouse or common-law partner 
of such a beneficiary or by a child of such a beneficiary, or 


Sic. Should read “made an election” — ed. 
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(b) where the taxpayer is a personal trust or an individual other 
than a trust, the taxpayer 


(i) elected5 under subsection 45(2) that relates to the change 
in use of the particular property in the year or a preceding 
taxation year, other than an election rescinded under subsec- 
tion 45(2) in the taxpayer’s return of income for the year or a 
preceding taxation year, or 


(ii) elected under subsection 45(3) that relates to a change in 
use of the particular property in a subsequent taxation year, 


except that, subject to section 54.1, a particular property shall be 
considered not to be a taxpayer’s principal residence for a taxation 
year 
(c) where the taxpayer is an individual other than a personal 
trust, unless the particular property was designated by the tax- 
payer in prescribed form and manner to be the taxpayer’s princi- 
pal residence for the year and no other property has been desig- 
nated for the purposes of this definition for the year 
(i) where the year is before 1982, by the taxpayer, or 
(ii) where the year is after 1981, 
(A) by the taxpayer, 
(B) by a person who was throughout the year the. tax- 
payer’s spouse or common-law partner (other than a 
spouse or common-law partner who was throughout the 
year living apart from, and was separated under a judicial 
separation or written separation agreement from, the 
taxpayer), 
(C) by a person who was the taxpayer’s child (other than 
a child who was at any time in the year a married person, 
a person who is in a common-law partnership or 18 years 
of age or older), or 


(D) where the taxpayer was not at any time in the year a 
married person, a person who is in a common-law part- 
nership or 18 years of age or older, by a person who was 
the taxpayer’s 


(1) mother or father, or 


(II) brother or sister, where that brother or sister was 
not at any time in the year a married person, a person 
who is in a common-law partnership or 18 years of 
age or older, 


(c.1) where the taxpayer is a personal trust, unless 


(i) the particular property was designated by the trust in pre- 
scribed form and manner to be the taxpayer’s principal resi- 
dence for the year, 


(11) the trust specifies in the designation each individual (in 
this definition referred to as a “specified beneficiary” of the 
trust for the year) who, in the calendar year ending in the 
year, 


(A) is beneficially interested in the trust, and 


(B) except where the trust is entitled to designate it for the 
year solely because of paragraph (b), ordinarily inhabited 
the housing unit or has a spouse or common-law partner, 
former spouse or common-law partner or child who ordi- 
narily inhabited the housing unit, 


(iii) no corporation (other than a registered charity) or part- 
nership is beneficially interested in the trust at any time in 
the year, and 


(iv) no other property has been designated for the purpose of 
this definition for the calendar year ending in the year by any 
specified beneficiary of the trust for the year, by a person 
who was throughout that calendar year such a beneficiary’s 
spouse or common-law partner (other than a spouse or com- 
mon-law partner who was throughout that calendar year liv- 
ing apart from, and was separated pursuant to a judicial sepa- 
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ration or written separation agreement from, the beneficiary), 
by a person who was such a beneficiary’s child (other than a 
child who was during that calendar year a married person or 
a person who is in a common-law partnership or a person 18 
years or over).or, where, such.a beneficiary was not during 
that calendar year a married person or a person who is in a 
common-law partnership or a person 18 years or over, by a 
person who was such a beneficiary’s 


(A) mother or father, or 


(B) brother or sister, where that brother or sister was not 
during that calendar year a married person or a person 
whg is in a common-law partnership or a person 18 years 
or over, or 


(d) because of paragraph (b), if solely because of. that paragraph 
the property would, but for this paragraph, have been a principal 
residence of the taxpayer for 4 or more preceding taxation years, 


and, for the purpose of.this definition, 


(e) the principal residence of a taxpayer for a taxation year shall 
be deemed to include, except where the particular property con- 
sists of a share of the capital stock of a co-operative housing 
corporation, the land subjacent to the housing unit and such por- 
tion of any immediately contiguous land as can reasonably be 
regarded as contributing to the use and enjoyment of the housing 
unit as a residence, except that where the total,area of the subja- 
cent land and of that portion exceeds '/2 hectare, the excess shall 
be deemed not to have contributed to the use and enjoyment of 
the housing unit as a residence unless the taxpayer establishes 
that it was necessary to such use and enjoyment, and 


(f) a particular property designated under paragraph (c.1) by a 
trust for a 'year shall be deemed to be property designated for the 
purposes of this definition by each specified beneficiary of the 
trust for the calendar year ending in the year; 


Related Provisions: 40(2)(b), 40(4)-(6) — Principal residence rules; 40(7) — Pro- 
perty in satisfaction of interest in trust; 45(3), (4) — Election where change in use; 
54.1 — Exception to principal residence rules; 107(2.01) — Distribution of principal 
residence; 248(25) — Beneficially interested; 252(2) — Mother, father, ‘etc. 


History: Para. (c) of the definition “principal residence” in s. 54 amended by 2001, c. 
17, subsec. 37(2), applicable ‘to dispositions that occur after 1990 except that cls. 
(c)(Gi)(B) to (D) of the definition shall be read without reference to “or common-law 
partner” and “a person who is in a common-law partnership” in. their application to 
dispositions made by a taxpayer that occur in a taxation year that is before 2001 and 


(a) before 1998; or 


(b) after 1997, unless a valid election is made by the taxpayer under s. 144 of 2000, 
c. 12 that that Act apply to the taxpayer in respect of one or more taxation years 
that include the year. 


Para. (c) formerly read: 


(c) where the taxpayer is an individual other than a personal trust, unless the 
particular property was designated by the taxpayer in prescribed form and man- 
ner to. be the taxpayer’s principal residence for the year and no other property has 
_ beem designated for the purposes of this definition for the year by the taxpayer, 
_ by a person who was throughout the year the taxpayer’s spouse or common-law 
partner (other than a spouse or common-law partner who was throughout the 
year living apart from, and was separated under a judicial separation. or written 
separation agreement from, the taxpayer), by a person who was the taxpayer’s 
child (other than a child who was during the year a married person or a person 
who is in a common-law partnership or 18 years or over) or, where the taxpayer 
was not during the year a married person or a person who is in a common-law 
partnership or a person 18 years or over, by a person who was the taxpayer’s 


(i) mother or father, or 


(ii) brother or sister, where that brother or sister was not during the year a 
married person or a person who is in a common-law partnership or a person _, 
18 years or over, 


The definition 54“principal residence” amended by 2000, c. 12, Sch. 2, ss. 1 and 2, to 
replace “spouse” with “spouse or common-law partner’, and by Sch. 2, s. 13, to replace 
“married person” with “married person or a person who is in a common-law partner- 
ship”; by applicable to 2001 er seq., in force July 31, 2000. See also the transitional 
rules reproduced in the History, to 248(1)“‘common-law partner’. 


“Principal residence” in s. 54 substituted by 1994, 'c.7, Sch. VIII (1993, c. 24), s. 16, 
applicable to dispositions occurring after 1990. That definition formerly read: 
“principal residence” of a taxpayer for a taxation year means a ‘housing unit, a 


leasehold interest in such a unit, or a share of the capital stock of a co-operative 
housing corporation, owned, whether jointly with another person or otherwise, in 
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the year by the taxpayer, if the housing unit was, or if the share was acquired for 
the sole purpose of acquiring the right to inhabit a housing unit owned by the 
corporation that was, 


(a) ordinarily inhabited in the year by the taxpayer, by the taxpayer’s spouse 
or former spouse or by a child’ of the taxpayer, or 


(b) property in respect of which the taxpayer has made an election for the 
year in accordance with subsection 45(2) or (3), 


except that, subject to section 54.1, in no case shall any such housing unit, inter- 
est or share, as the case may be, be considered to be a taxpayer’s principal resi- 
dence for a year 


(c), unless it has; been designated by the taxpayer in prescribed form and 
manner to be the taxpayer’s principal residence for, that year and no other 
such housing unit, leasehold interest or share has been so designated for that 
year by the taxpayer, by a person who was throughout the year the tax- 
payer’s spouse (other than a spouse’ who was throughout the year living 
apart from, and was separated pursuant to a judicial separation or written 
separation agreement from, the taxpayer), by a person who was the tax- 
payer’s child (other than a child who was during the year a married person 
or 18 years of age or over) or, where the taxpayer was not during the year a 
married person or a person 18 years of age or over, by a person who was the 
taxpayer’s 


(i) mother or father, or 


(ii) brother or sister and who was not during the year a married person 
or a person 18 years of age or over, or 


(d) by virtue of paragraph (b), if by virtue of that paragraph the property 
would, but for this paragraph, have been the taxpayer’s principal residence 
for 4 or ‘more previous taxation years, 


and 


(e) for the purposes of this definition the principal residence of a taxpayer 
for a taxation year shall be deemed to; include, except where the property 
consists of a share of the capital stock of a co-operative housing corporation, 
the land subjacent to the housing unit and such portion of any immediately 
contiguous land as may reasonably be regarded as contributing to the tax- 
payer’s use and enjoyment of the housing unit as a residence, except that 
where the total area of the subjacent land and of that portion exceeds 1/2 hec- 
tare, the excess shall be deemed not to have contributed to the individual’s 
use and enjoyment of the housing unit as a residence unless the taxpayer 
establishes that it was necessary to that use and enjoyment, and 


(f) for the purposes of paragraph (c), a property designated by a trust re- 
ferred to in subsection 70(6) or 73(1) shall be deemed to be property desig- 
nated by the spouse who is'a beneficiary of the trust and property designated 
by the spouse who is a beneficiary of any such trust shall be deemed to be a 
property designated by the trust; 


Selected Cases [s. 54“principal residence”]: Rebus v. R., [2002] 3 C.T.C. 2328 
(TCC) (Garage is not principal residence); Carlile v. Canada, [1995] 2 C.T.C. 273 
(FCA) (Uncertainty of being able to re-zone property was sufficient to meet test for 
principal residence exemption on whole property); Augart (E.) v. MNR, [1993] 2 
C.T.C. 34 (FCA) (Approximately 9 acres contributed to use, and enjoyment where sub- 
division precluded by law); Fourt v. MNR, [1991] 2 C.T.C. 311 (FCTD) (Sale of lot 
adjacent to principal residence exempt; reasonably regarded as contributing to use and 
enjoyment of residence); R. v. Joyner, [1988] 2 C.T.C. 280 (FCTD) (Whether land in 
excess of one acre is part of taxpayer’s principal residence to be determined upon dis- 
position of property); R. v. Yates, [1986] 2 C.T.C. 46 (FCA) (Proceeds exempt from 
taxation where additional acres necessary for use and enjoyment of taxpayer’s principal 
residence); Haber v. R., [1982] C.T.C. 405 (FCTD) (Taxpayer not ordinarily resident in 
residential property when home sold one year after acquisition); R. y. Mitosinka, [1978] 
C.T.C. 664 (FCTD) (House held to be principal residence only for part occupied by 
taxpayer). 


Regulations: 2301 (prescribed manner of designation). 
1.T. Application Rules: 26.1(1) (change of use of property before 1972). 


Interpretation Bulletins: IT-120R6: Principal residence; IT-218R: Profit, capital 
gains and losses from the sale of real estate, including farmland and inherited land and 
conversion. of real estate from capital property to inventory and vice versa; IT-268R3: 
Inter vivos transfer of farm property to child; IT-437R: Ownership of property (princi- 
pal residence). 


1.T. Technical News: 7 (principal residence and the capital gains election). 
Info Sheets: TI-001: Sale of a residence by an owner builder. 


Forms: T1079: Designation of a property as a principal residence by a personal trust; 
T1079-WS: Principal residence worksheet; T1255: Designation of a property as a prin- 
cipal residence by the legal representative of a deceased individual; T2091: Designa- 
tion of a property as a principal residence by an individual; T2091 (IND)-WS: Principal 
residence worksheet. 


“proceeds of disposition” of property includes, 


(a) the sale price of property that has been sold, 
(b) compensation for property unlawfully taken, 
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(c) compensation for property destroyed, and any amount paya- 
ble under a policy of insurance in respect of loss or destruction 
of property, 


(d) compensation for property taken under statutory authority or 
the sale price of property sold to a person by whom notice of an 
intention to take it under statutory authority was given, 


(e) compensation for property injuriously affected, whether law- 
fully or unlawfully or under statutory authority or otherwise, 


(f) compensation for property damaged and any amount payable 
under a policy of insurance in respect of damage to property, 
except to the extent that such compensation or amount, as the 
case may be, has within a reasonable time after the damage been 
expended on repairing the damage, 


(g) an amount by which the liability of a taxpayer to a mortga- 
gee or hypothecary creditor is reduced as a result of the sale of 
mortgaged or hypothecated property under a provision of the 
mortgage or hypothec, plus any amount received by the taxpayer 
out of the proceeds of the sale, 


(h) any amount included in computing a taxpayer’s proceeds of 
disposition of the property because of section 79, and 


(i) in the case of a share, an amount deemed by subparagraph 
88(2)(b)(4i) not to be a dividend on that share, 


but notwithstanding any other provision of this Part, does not 
include 


(j) any amount that would otherwise be proceeds of disposition 
of a share to the extent that the amount is deemed by subsection 
84(2) or (3) to be a dividend received and is not deemed by par- 
agraph 55(2)(a) or subparagraph 88(2)(b)(ii) not to be a divi- 
dend, or 


(k) any amount that would otherwise be proceeds of disposition 
of property of a taxpayer to the extent that the amount is deemed 
by subsection 84.1(1), 212.1(1) or 212.2(2) to be a dividend paid 
to the taxpayer; 


Related Provisions: 13(21)“proceeds of disposition” — Parallel definition for de- 
preciable property; 13(21.1) — Disposition of a building; 43.1 — Life estates in real 
property; 44(6) — Deemed proceeds on replacement of land and building; 48.1(1) — 
Optional gain when small business corporation becomes public; 49.1 — Satisfaction of 
obligation is not a disposition of property; 50(1) — Debts established to be bad debts 
and shares of bankrupt corporation; 51.1 — Deemed proceeds on conversion of con- 
vertible bond; 55(2) — Deemed proceeds or capital gain; 56.4(3) — Where non-com- 
petition agreement deemed part of sale of shares; 59(5), 66.4(5) — Definition applies 
to 59 and 66.4; 69(1)(b) — Inadequate considerations — taxpayer deemed to have re- 
ceived proceeds; 69(4) — Shareholder appropriation — deemed proceeds to corpora- 
tion; 69(11) — Deemed proceeds; 70(5)— Deemed disposition on death; 79(3) — 
Deemed proceeds to debtor on surrender of property to creditor; 79.1(5) — Deemed 
proceeds where property sold and repossessed in same taxation year; 85(1)(a) — 
Transfer of property to corporation by shareholders; 85.1(1)(a)(i) — Share for share 
exchange; 86(1)(c) — Exchange of shares by a shareholder in course of reorganization 
of capital; 87(4)(a), (c) — Shares of predecessor corporation; 88(1)(a), (6) — Winding- 
up; 128.1(4)(b) — Deemed disposition of property on ceasing to be resident in Canada; 
128.1(8) — Retroactive adjustment to proceeds for deemed disposition on emigration 
where taxpayer returns to Canada; 132.2(1)(c), (f), (i), G) [to be repealed], 132.2(3)(a), 
(c), (f), (g), 132.2(4)(b), 132.2(5)(c) [draft] — Deemed proceeds on mutual fund reor- 
ganization; 248(1) — Definition of “disposition”; 248(39)(b) — Anti-avoidance — 
selling property and donating proceeds. 


History: Para. (g) of the definition “proceeds of disposition” in s. 54 amended. by 
2001, c. 17, subsec. 207(1), in force June 14, 2001. Para. (g) formerly read: 


(g) an amount by which the liability of a taxpayer to a mortgagee is reduced as a 
result of the sale of mortgaged property under a provision of the mortgage, plus 
any amount received by the taxpayer out of the proceeds of the sale, 


Para. (k) of the definition “proceeds of disposition” in s. 54 amended by 2000, c. 19, s. 
5, applicable to taxation years that end after December 15, 1998. Para. (k) formerly 
read: 


(k) any amount that would otherwise be proceeds of disposition of property of a 
taxpayer to the extent that the amount is deemed by subsection 84.1(1) or 
212.1(1) to be a dividend paid to the taxpayer; 


Para. (h) of the definition “proceeds of disposition” in s. 54 amended by 1995, c. 21, 
subsec. 18(1), applicable to taxation years that end after February 21, 1994. The para. 
formerly read: 


(h) any amount included in computing a taxpayer’s proceeds of disposition of the 
property by virtue of paragraph 79(c), and 


Income Tax Act, Part I, Division B 


Selected Cases [s. 54“proceeds of disposition” ]: Corbett v. Canada, [1997] | 
C.T.C. 2 (FCA) (No conflict with s. 79); Hogan v. MNR, [1995] 2 C.T.C. 108 (FCTD) 
(Proceeds of disposition when property sold at mortgage sale was full amount of mort- 
gage, not lower amount upon subsequent resale); Sénécal (J.G.) v. MNR, [1993] 2 
C.T.C. 2218 (TCC) (Proceeds of disposition of land equal to cash and face value of 
promissory note received, despite evidence that note’s value nil); Shaw (J.M.) v. MNR, 
[1993] 1 C.T.C. 221 (FCA); leave to appeal to SCC refused (1993), 158 N.R. 399 
(note) (Amount paid as “interest” on award of additional compensation for expropria- 
tion was interest income, not proceeds of disposition); Sani Sport Inc. v. Canada, 
[1990] 2 C.T.C. 15 (FCA) (Portion of compensation pertaining to expropriated pro- 
perty constitutes proceeds of disposition for calculation of capital gain); R. v. Fradet et 
al., [1986] 2 C.T.C. 321 (FCA) (Portion of sales price returned to purchaser not in- 
cluded in proceeds of disposition); Fisher, E.R., Ltd. v. R., [1986] 2 C.T.C. 114 (FCTD) 
(Interest on expropriation compensation included in proceeds of disposition); Salt et al. 
R., [1984] C.T.C. 414 (FCTD) (Amounts received for extended options included in 
proceeds of disposition). 
Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-149R4: 
Winding-up dividend; IT-170R: Sale of property — when included in income computa- 
tion; IT-185R: Losses from theft, defalcation or embezzlement; IT-200: Surface rentals 
and farming operations; IT-220R2: Capital cost allowance — proceeds of disposition 
of depreciable property; IT-259R4: Exchanges of property; IT-271R: Expropriations 
(archived); IT-373R2: Woodlots; IT-444R: Corporations — involuntary dissolutions; 
IT-460: Dispositions — absence of consideration; IT-505: Mortgage foreclosures and 
conditional sales repossessions (archived). 
.T. Technical News: 39 (settlement of a shareholder class action suit). 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm corpo- 
ration; ATR-35: Partitioning of assets to get specific ownership — “butterfly”. 


“specified property” of a taxpayer is capital property of the tax- 
payer that is 


(a) a share, 

(b) a capital interest in a trust, 

(c) an interest in a partnership, or 

(d) an option to, acquire specified property of the taxpayer; 


History: The definition “specified property” added to s. 54 by 1995, c. 21, subsec. 
18(3), applicable to taxation years that end after February 21, 1994. 


“superficial loss” of a taxpayer means the taxpayer’s loss from the 
disposition of a particular property where 


(a) during the period that begins 30 days before and ends 30 
days after the disposition, the taxpayer or a person affiliated 
with the taxpayer acquires a property (in this definition referred 
to as the “substituted property’’) that is, or is identical to, the 
particular property, and 


(b) at the end of that period, the taxpayer or a person affiliated 
with the taxpayer owns or had a right to acquire the substituted 
property, 

except where the disposition was 


(c) a disposition deemed to have been made by paragraph 
33.1(11)(a), subsection 45(1), section 48 as it read in its applica- 
tion before 1993, section 50 or 70, subsection 104(4), section 
128.1, paragraph 132.2(1)(f), subsection 138(11.3) or 142.5(2), 
section 142.6, or any of subsections 144(4.1) and (4.2) and 
149(10), 


Proposed Amendment — — 54“superficial loss”(c) 


(c).a disposition deemed to have been made by paragraph — 
33.1(11)(a), subsection 45(1), section 48 as it read in its appli- 
‘cation before 1993, section 50 or 70, subsection 104(4), sec- 
tion 128.1, paragraph 132.2(3)(a) or (c), subsection 138(11.3) 
or 142.5(2), section 142.6 or or [sic] any of subsections 
144(4.1) and (4.2) and 149(10), 
Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 23, will 
amend para. (c) of the definition “superficial loss” in s. 54 to read as above, applica- 
ble to dispositions that occur after 1998, except that, in its application to taxation 
years that begin before 2006, para. (c) of the definition is to be read as follows: © 
(c) a disposition deemed by paragraph 33.1(11)(a), ‘subsection 45), ‘section — 
48 as it read in its application before 1993, section 50 or 70, subsection 104(4), — 
section 128.1, paragraph 132.2(3)(a) or (c), subsection 138(11.3) or 142.5(2), 
paragraph 142. oe or subsection Peay ‘xe or (4. » or aati to have bers i 
made, ilopes 
Technical Notes ley 2010): Section 54 defines various terms for the purposes 
of the rules relating to taxable capital gains and allowable capital losses. The defini- 
tion “superficial loss” in section 54 excludes losses on dispositions listed) in 
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m ptiogi superficial losses. AS a. a ; 


(d) the expiry of an option, 


(e) a disposition to which paragraph 40(2)(e.1). applies, 


(f) a disposition. by a corporation the control of which was ac- 
quired by a person or group of persons within 30 days after the 
disposition, 


(g) a disposition by a person that, within 30 days after the dispo- 
sition, became or ceased to be exempt from tax under this Part 
on its taxable income, or 


(h) a disposition to which subsection 40(3.4) or 69(5) applies, 
and, for the purpose of this definition, 


(i) a right to acquire a property (other than a right, as security 
only, derived from a mortgage, hypothec, agreement for sale or 
similar obligation) is deemed to be a property that is identical to 
the property, and 


(j) a share of the capital stock of a SIFT idl corporation in 
respect of a SIFT wind-up entity is, if the share was acquired 
before 2013, deemed to be a property that is identical to equity 
in the SIFT wind-up entity. 


Related Provisions: 13(21.2) — Superficial loss rule for depreciable property; 
18(13)-(16) — Superficial loss in. moneylending business or adventure in nature of 
trade; 40(2)(g)(i) — Superficial loss deemed to be nil; 40(3.3), (3.4) — Limitation on 
loss where property acquired by affiliated person; 53(1)(f) — Addition, to ACB. of sub- 
stituted property; 139.1(18) — Holding corporation deemed not to acquire control of 
insurer on demutualization; 248(12) — Identical properties; 251.1 — Affiliated per- 
sons; 256(5.1)— Controlled directly or indirectly; 256(6)-(9) — Whether control 
acquired. 


History: Para. (c) of “superficial loss’ in s. 54 amended by 2009, c. 2, subsec. 12(1), 
applicable to taxation years that begin after September 2006. The para. formerly read: 


(c) a disposition deemed by paragraph 33.1(11)(a), subsection 45(1), section 48 
as it read in its application before 1993, section 50 or 70, subsection 104(4), 
section 128.1, paragraph 132.2(1)(f), subsection 138(11.3) or 142.5(2), para- 
graph 142.6(1)(b) or subsection 144(4.1) or (4.2) or 149(10) to have been made, 


The closing words of “superficial loss” in s. 54 amended (and paras. (h), (i) added) by 
2009, c. 2, subsec. 12(2), applicable to dispositions that occur after February 2, 2009. 
The closing words formerly read: 


and, for the purpose of this definition, a right to acquire a property (other than a 
right, as security only, derived from a mortgage, hypothec, agreement for sale or 
similar obligation) is deemed to.bé a property that is identical to the property. 


The closing words of “superficial loss” in s. 54 amended to add “hypothec” by 2001, c. 
17, subsec. 207(2), in force June 14, 2001. 


The definition “superficial loss” in s. 54 amended by 1998, c. 19, s. 95, applicable, 
subject to s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), 
to dispositions of property that occur after April 26, 1995. The definition formerly read: 


“superficial loss” of a taxpayer means the taxpayer’s loss from the disposition of 
a property in any case where 


(a) the same or identical property (in this definition referred to as “substi- 
tuted property”) was acquired, during the period beginning 30 days before 
the disposition and ending 30 days after the disposition, by the taxpayer, the 
taxpayer’s spouse or a corporation controlled, directly or indirectly in any 
manner whatever, by the taxpayer, and 


(b) at the end of the period referred to in paragraph (a).the taxpayer, the 
taxpayer’s spouse or the corporation, as the case may be, owned, in any 
manner whatever, the substituted property, 


except that a loss otherwise described in this definition shall be deemed not to be 
a superficial loss if the disposition giving rise to the loss 


(c) was a disposition deemed by paragraph 33.1(11)(a), subsection 45(1), 
section 48 as it read’in its application before 1993, section 50 or 70, subsec- 
tion 104(4), section 128.1, paragraph 132.2(1)(f), subsection 138(11.3) or 
142.5(2), paragraph 142.6(1)(b) or subsection 144(4.1) or (4.2) or 149(10) to 
have been made, 


(d) was the expiration of an option, or 
(e) was a disposition of property by the taxpayer to which paragraph 
40(2)(e.1) or subsection 85(4) applies. 


Para. (c) of the definition “superficial loss” in s. 54 amended by 1995, c. 21, s. 77, 
applicable to dispositions that occur after February 22, 1994, except that in applying 


S. 54.1(1) 


para. (c) before July 1994, it shall be read without reference to “paragraph 132.2(1)(f)”. 
The para. formerly read: 


(c) was a disposition deemed by paragraph 33.1(11)(a), subsection 45(1), section 
48 as it read in its application before 1993, section 50 or 70, subsection 104(4), 
section 128.1 or subsection 138(11.3), 144(4.1) or (4.2) or 149(10) to have 
[been] made, 


Para. (e) of the definition “superficial loss” in s. 54 amended by 1995, c. 21, subsec. 
18(2), applicable to taxation years that end after February 21, 1994. The para. formerly 
read: 


(e) was a disposition of property by the taxpayer to which subsection 85(4) 
applies. 


Para. (c) of the definition “superficial loss” in s. 54 substituted by 1994, c. 21, s. 23, 
applicable after 1992 except that, where a corporation elects in accordance with para- 
graph 111(4)(a) of 1994, c. 21 (ie., elects before the end of December 1994 for new 
subsec. 250(5.1) to apply in respect of a continuance before 1993), the amended para. 
applies to the corporation from the corporation’s time of continuation (within the 
meaning assigned by that paragraph). Para. (c) formerly read: 


(c) was a disposition deemed by paragraph 33.1(11)(a), subsection 45(1), section 
48, 50 or 70 or subsection 104(4), 138(11.3), 144(4.1) or (4.2) or 149(10) to have 
been made, 


Para. (a) of the definition “superficial loss” in s. 54 amended by 1994, c. 7, Sch. II 
(1991, c. 49), s. 31, to substitute “controlled, directly” for “controlled, whether di- 
rectly”, applicable to taxation years beginning after 1988. 


1.T. Application Rules: 26(6) (superficial loss where disposition from June 19 to 
December 31, 1971). 


Interpretation Bulletins: IT-159R3: Capital debts established to be bad debts; IT- 
325R2: Property transfers after separation, divorce and annulment; IT-387R2: Meaning 
of “identical properties”. 

1.T. Technical News: 7 (control by a group — 50/50 arrangement (re para. (f))). 
Definitions [s. 54]: “acquired” — 256(7)-(9);. “affiliated” — 251.1; “amount” — 
248(1); “beneficially interested” — 248(25); “brother” — 252(2); “business” — 
248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255; “capital 
gain” — 39(1)(a), .248(1); “capital interest” —in a trust 108(1), 248(1); “capital 
loss” — 39(1)(b), 248(1); “capital property” — 54, 248(1); “child” — 252(1);. “com- 
mon-law partner’, “common-law. partnership” — 248(1); “control” — 256(6)-(9); 
“controlled directly or indirectly” — 256(5.1), (6.2); “corporation” — 248(1), Interpre- 
tation Act 35(1); “deferred profit sharing plan” — 147(1), 248(1); “depreciable pro- 
perty” —13(21), 248(1);. “disposition”, “dividend” — 248(1); “eligible capital 
amount” — 14(1), 248(1); “eligible capital property” — 54, 248(1); “employees profit 
sharing plan” — 144(1), 248(1); “father” — 252(2); “identical” — 54“superficial 
loss”(i), (j), 248(12); “individual” — 248(1); “mother” — 252(2); “person”, “personal 
trust” — 248(1); “personal-use property” — 54, 248(1); “prescribed”, “property” — 
248(1); “registered charity” — 248(1); “registered retirement income fund” — 
146.3(1), 248(1); “registered retirement savings plan” — 146(1), 248(1); “resident in 
Canada” — 94(3)(a)(viii), 250; “separation agreement” — 248(1); “share” — 248(1); 
“sister” — 252(2); “specified beneficiary’ — 54“principal residence”(c.1)(ii); “substi- 
tuted property” — 54“superficial loss’(a); “taxation” year” — 249; “taxpayer” — 
248(1); “trust” — 104(1), 248(1), (3); “written” — Interpretation Act 35(1)“writing”. 


54.1 (1) Exception to principal residence rules — A taxation 
year in which a taxpayer does not ordinarily inhabit the taxpayer’s 
property as a consequence of the relocation of the taxpayer’s or the 
taxpayer’s spouse’s or common-law partner’s place of employment 
while the taxpayer, spouse or common-law partner, as the case may 
be, is employed by an employer who is not a person to whom the 
taxpayer or the spouse is related is deemed not to be a previous 
taxation year referred to in paragraph (d) of the definition “principal 
residence” in section 54 if 


Proposed Amendment - — 54. 1(1) opening words” 


54.1 () Exc éption io principal resi lence rules A taxa- 
tion. year in which a taxpayer does not ordinarily inhabit the tax- 
payer’s property as a consequence of the relocation of the place of 
employment of the taxpayer or the taxpayer’s spouse or common- 
law partner while the taxpayer or the taxpayer’s spouse or com- 
mon-law partner, as the case ae ‘be, 


employed by an sno ead : 


Application: The “ 16, 2010 draft legislation (Part Noe echaee), s. 24, will 
amend the opening words of subsec. 54.1(1) to read as above, applicable to 2001 er — 
seq. except that, if a taxpayer and a person have jointly elected under s. 144 of the 
Modernization of Benefits and Obligations Act |S.C. 2000, c. 12; see the transitional 
rules reproduced in the History to 248(1)‘‘common-law partner”), in respect of the 
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S. 54.1(1) 


1998, 1999 or 2000 taxation years, the amendment applies to the taxpayer and the. 
person in respect of the applicable taxation year and subsequent taxation years. 
Technical Notes (July 2010): Section 54.1 sets out an exception to the principal 
residence rules. Under the rules in section 54, if a housing unit is not ordinarily in- 
habited in a year and is rented out, it can continue to qualify as a principal residence 
for up to 4 years if the taxpayer so elects under subsection 45(2). However, under 
section 54.1 it can continue to so qualify indefinitely provided that, as a consequence 
of a relocation of employment of the taxpayer or the taxpayer’s spouse or common- 
law partner, the property is not ordinarily inhabited by the taxpayer. The recent 
amendments to add references in the Act to a common-law partner was not made to 
the English version of section 54.1. The current amendment adds the required refer- 
ence and corrects that oversight and generally applies to the 2001 and subsequent 
taxation years. However, it may apply as early as 1998 where common-law partners: 
have jointly elected to be treated as such under the Act, starting in that year. 


(a) the property subsequently becomes ordinarily inhabited by 
the taxpayer during the term of the taxpayer’s or the taxpayer’s 
spouse’s or common-law partner’s employment by that em- 
ployer or before the end of the taxation year immediately fol- 
lowing the taxation year in which the taxpayer’s or the spouse’s 
or common-law partner’s employment by that employer termi- 
nates; or 


(b) the taxpayer dies during the term of the taxpayer’s or the 
spouse’s or common-law partner's employment by _ that 
employer. 


(2) Definition of “property” — In this section, “property”, in re- 
lation to a taxpayer, means a housing unit 


(a) owned by the taxpayer, 
(b) in respect of which the taxpayer has a leasehold interest, or 


(c) in respect of which the taxpayer owned a share of the capital 
stock of a co-operative housing corporation if the share was ac- 
quired for the sole purpose of acquiring the right to inhabit a 
housing unit owned by the corporation 


whether jointly with another person or otherwise in the year and 
that at all times was at least 40 kilometres farther from the tax- 
payer’s or the taxpayer’s spouse’s or common-law partner’s new 
place of employment than was the taxpayer’s subsequent place or 
places of residence. 


Related Provisions: 40(2)(b), 40(4)-(6) — Principal residence rules. 


History [s. 54.1]: The opening words of subsec. 54.1(1) amended by 2001, c. 17, s. 
238, applicable to 2001 et seg. except that, if a taxpayer and a person have jointly 
elected pursuant to s. 144 of the Modernization .of Benefits.and Obligations Act [2000, 
c. 12], in respect of the 1998, 1999 or 2000 taxation years, the amendment applies to 
the taxpayer and the person in respect of the applicable taxation year and subsequent 
taxation years. The opening words formerly read: 


54.1 (1) A taxation year in which a taxpayer does not ordinarily inhabit the tax- 
payer’s property as a consequence of the relocation of the taxpayer’s or the tax- 
payer's spouse’s or common-law partner’s place of employment while the tax- 
payer or the spouse, as the case may be, is employed by an employer who is not 
a person to whom the taxpayer or the spouse is related shall be deemed not to be 
a previous taxation year referred to in paragraph (d) of the definition “principal 
residence” in section 54 if 


S. 54.1 amended to replace “spouse’s’’with “spouse’s or common-law partner’s” by 
2000, c. 12, Sch. 2, s. 7, applicable to 2001 et seg., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner”. 
Definitions [s. 54.1]: “common-law partner” — 248(1); “corporation” — 248(1), In- 
terpretation Act 35(1); “employed”, “employer”, “employment”, “person” — 248(1); 
“property” — 54.1(2); “share” —248(1); “taxation year’ — 249; “taxpayer” — 
248(1). 


Interpretation Bulletins [s. 54.1]: IT-120R6: Principal residence. 


54.2 Certain shares deemed to be capital property — 
Where any person has disposed of property that consisted of all or 
substantially all of the assets used in an active business carried on 
by that person to a corporation for consideration that included 
shares of the corporation, the shares shall be deemed to be capital 
property of the person. 

Related Provisions: 39(4)—Election re disposition of Canadian securities; 
85(1) — Rollovers of property to corporation; 110.6(14)(f)(ii) — Shares qualify for 
capital gains exemption without waiting for 2-year holding period; 248(1) — “Busi- 
ness” does not include adventure or concern in the nature of trade. 
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Definitions [s. 54.2]: “active business”, “business” — 248(1); “capital property” — 
54, 248(1); “corporation” — 248(1), Interpretation Act 35(1); “disposition”, “person”, 
“property”, “share” — 248(1). f 

Information Circulars: 88-2 Supplement, para. 7: General anti-avoidance rule — 
section 245 of the Income Tax Act. 


55. (1) Definitions — In this section, 


“distribution” means a direct or indirect transfer of property of a 
corporation (referred to in this section as the “distributing corpora- 
tion’) to one or more corporations (each of which is referred to in 
this section as a “transferee corporation”) where, in respect of each 
type of property owned by the distributing corporation immediately 
before the transfer, each transferee corporation receives property of 
that type the fair market value of which is equal to or approximates 
the amount determined by the formula 
B 


Ax= 
C 


where 


A is the fair market value, immediately before the transfer, of all 
property of that type owned at that time by the distributing 
corporation, 


Bis the fair market value, immediately before the transfer, of all 
the shares of the capital stock of the distributing corporation 
owned at that time by the transferee corporation, and 


C is the fair market value, immediately before the transfer, of all 
the issued shares of the capital stock of the distributing 
corporation; 

Related Provisions: 55(3.02) — Where distributing corporation is a specified corpo- 

ration; 88(1)(c)(iv) — Winding-up. 


“permitted acquisition”, in relation to a distribution by a distribut- 
ing corporation, means an acquisition of property by a person or 
partnership on, or as part of, 


(a) a distribution, or 


(b) a permitted exchange or permitted redemption in relation to a 
distribution by another distributing corporation; 


“permitted exchange’’, in relation to a distribution by a distribut- 
ing corporation, means 


(a) an exchange of shares for shares of the capital stock of the 
distributing corporation to which subsection 51(1) or 86(1) ap- 
plies or would, if the shares were capital property to the holder 
thereof, apply, other than an exchange that resulted in an acqui- 
sition of control of the distributing corporation by any person or 
group of persons, and 


(b) an exchange of shares of the capital stock of the distributing 
corporation by one or more shareholders of the distributing cor- 
poration (each of whom is referred to in this paragraph as a “par- 
ticipant”) for shares of the capital stock of another corporation 
(referred to in this paragraph as the “acquiror”’) in contemplation 
of the distribution where 


(i) no share of the capital stock of the acquiror outstanding 
immediately after the exchange (other than directors’ quali- 
fying shares) is owned at that time by any person or partner- 
ship other than a participant, 


and either 


(ii) the acquiror owns, immediately before the distribution, 
all the shares each of which is a share of the capital stock of 
the distributing corporation that was owned immediately 
before the exchange by a participant, or 

(iii) the fair market value, immediately before the distribu- 
tion, of each participant’s shares of the capital stock of the 
acquiror is equal to or approximates the amount determined 
by the formula 


ah 
A pom 
es ston 


where 
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A. is the fair market value, immediately before the: distribu- 
tion, of all the shares. of the capital stock of the acquiror 
then outstanding (other than shares issued to participants 
in consideration for shares of a specified class all the 
shares of which were acquired by the acquiror on the 
exchange), 


Bis the fair market value, immediately before the exchange, 
of all the shares of the capital stock of the distributing 
corporation (other than shares of a specified class none or 
all of the shares of which were acquired by. the acquiror 
on the exchange) owned at that time by the participant, 


C. is the fair market value, immediately before the exchange, 
of all the shares (other than shares of a specified. class 
none or all of the shares of which were acquired by the 
acquiror on the exchange and shares to be redeemed, ac- 
quired or cancelled by the distributing corporation pursu- 
ant to the exercise of a statutory right of dissent by the 
holder of the share) of the capital stock of the distributing 
corporation outstanding immediately before the exchange, 
and 


Dis the fair market value, immediately before the distribu- 
tion, of all the shares issued to the participant by the ac- 
quiror in consideration for shares of a specified class all 
of the shares of which were acquired by the acquiror on 
the exchange; 


Related Provisions: 139.1(18) — Holding corporation deemed not to acquire con- 
trol of insurer on demutualization; 256(6)—(9) — Whether control acquired. 


“permitted redemption’, in relation to a distribution by a distrib- 
uting corporation, means 


(a) a redemption or purchase for cancellation by the distributing 
corporation, as part of the reorganization in which the distribu- 
tion was made, of all the shares of its capital stock that were 
owned, immediately before the distribution, by a transferee cor- 
poration in relation to the distributing corporation, 


(b) a redemption or purchase for cancellation by a transferee 
corporation in relation to the distributing corporation, or by a 
corporation that, immediately after the redemption or purchase, 
was a subsidiary wholly-owned corporation of the transferee 
corporation, as part of the reorganization in which the distribu- 
tion was made, of all of the shares of the capital stock of the 
transferee corporation or the subsidiary wholly-owned corpora- 
tion that were acquired by the distributing corporation in consid- 
eration for the transfer of property received by the transferee 
corporation on the distribution, and 


(c) a redemption or purchase for cancellation by the distributing 
corporation, in contemplation of the distribution, of all the 
shares of its capital stock each of which is 


(i) a share of a specified class the cost of which, at the time 
of its issuance, to its original owner was equal to the fair 
market value at that time of the consideration for which it 
was issued, or 


(ii) a share that was issued, in contemplation of the distribu- 
tion, by the distributing corporation in exchange for a share 
described in subparagraph (1); 
History: Paras. (a) and (b) of the definition “permitted redemption” in subsec. 55(1) 
amended by 1998, c. 19, subsec. 96(1), applicable to dividends received after February 
21, 1994. The paras. formerly read: 
(a) a redemption or purchase for cancellation by the distributing corporation, as 
part of the reorganization in which the distribution was made, of all the shares of 
its capital stock owned-by a transferee corporation in relation to the distributing 
corporation, 
(b) a redemption or purchase for cancellation by a transferee corporation in rela- 
tion to the distributing corporation, as part of the reorganization in which the 
distribution was made, of all of the shares of its capital stock owned by the dis- 
tributing corporation, and 


Proposed Addition — 55(1)‘qualified person” 


“qualified person”, in relation to a distribution, means a person: 
or partnership with whom the distributing corporation deals at 


S. 55(1) qua 


arm’s length at all times during the course of the series of transac- 
tions or events that includes the distribution if 


(a) at any time before the distribution, 


1. all of the shares of each class of the capital stock of he 
distributing corporation that includes shares that cause that 
person or partnership to be a specified shareholder of the 
. distributing | corporation (in this definition all of those 
_ shares in all of those classes are referred to as the “ex- 
a changed shares”) are, in the circumstances described in par- 
-agraph (a) of the definition “permitted exchange’, ex- 
changed for consideration that consists solely of shares of a 
specified class of the capital stock of the distributing corpo- 
‘ration (in this definition referred to as the “new shares”), or 


(ii) the terms or conditions of all of the exchanged shares 
are amended (which shares are in this definition referred to 
after the amendment as the “amended shares”) and the 
amended shares are shares of a specified class of the capital 
. stock of the distributing corporation, 


Oe immediately before the exchange or amendment, the ex- 
_ changed shares are listed on a designated stock exchange, 


. (c) immediately after the exchange or amendment, the new 
_ shares or the amended shares, as the case may be, are listed on 
a designated stock exchange, oie 


_ (d) the exchanged shares would be shares of a spcsified class if 
_ they were not convertible into, or exchangeable for, other 
shares, 


(e) the 1 new suas or the amended shares, as the case e may be, 
and the exchanged shares are non-voting in respect of the elec- 
tion of the board of directors of the distributing corporation 
except in the event of a failure or default under the terms or 
conditions of the shares, and 


(f) no holder of the new shares or the amended shares, as the 
case may be, is entitled to receive on the redemption, cancella- 
tion or acquisition of the new shares or the amended shares, as 

the case may be, by the distributing corporation or by any per- 

son with whom the distributing corporation: does not deal at 
arm’s length an amount (other than a premium for early re- 
_ demption) that is greater than the total of the fair market value 
- of the consideration for which the exchanged shares were is- 
sued and the amount of any unpaid dividends on the new 
shares or on the amended shares, as. the case may be; 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 25(2), 
will add the definition “qualified person” to subsec. S5(1), applicable in respect of 
dividends received after 1999, except that for the period before December 14, 2007, 
the references to “designated stock exchange” in the definition are to be read as refer- 
ences to “prescribed stock exchange”. 


Technical Notes (July 2010): The definkion’« spabiticd person” is added to 
subsection 55(1), in conjunction with amendments to clause 55(3.1)(b)G)(B) and par- 
agraph 55(3.2)(b). As a result of these amendments, a person or partnership may 
exchange shares of a distributing corporation (‘old shares”) for new shares of the 
distributing corporation and, where the conditions set out in the definition are satis- 
fied, the ownership of the old shares will not affect the tax treatment of dividends 
received in the course of a reorganization to which paragraph 55(3)(b) applies. In 
general terms, a qualified person is a person or partnership that exchanges all of the 
old shares that caused that person or partnership to be a specified shareholder of the 
distributing corporation for consideration consisting solely of shares of a specified 
class. The definition also provides that the old shares must not be shares of a speci- 
fied class solely because they were convertible into a class of shares that was not a 
specified class and that every holder of old shares must participate in the exchange. 
In addition, a person or partnership will not be a qualified person unless the old 
shares and the new shares are non-voting in respect of the election of the board of 
directors (or have voune rights only in the event of failure or default under the terms 
of the shares). 


The addition of the definition “qualified person”, applicable in respect of dividends 
received after 1999, is made concurrently with the addition of new subsection 
55(3.4). New subsection 55(3.4) provides that shares of a specified class are not 
taken into consideration in determining if a person is a specified shareholder for the 
purpose of subparagraph 55(3.1)(b)(4) and for the purpose of paragraph 55(3.2)(h), as 
that paragraph applies for the purpose of subparagraph 55(3.1)(b)(iii). 


Letter from Dept. of hice lide 15, 2000: 


Dear [xxx]: 
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This is in response to your letter of April 14, 2000 and further to your telephone 
conversation with Davine Roach of this Division regarding a proposed butterfly reor- 
ganization in which [xxx], a Canadian public corporation, proposes to distribute 
some of its assets to Newco. You are concerned that the current wording of the defi- 
nition “specified shareholder” in subsection 55(3.3) of the Income Tax Act (the 
“Act”) inappropriately applies to cause paragraph 55(3.1)(b) of the Act to apply to 
the butterfly reorganization transaction rendering it taxable. You ask that the Act be 
amended to address this concern. 

Our understanding of the facts of the proposed transaction is that MBC proposes to 
transfer on a tax-deferred-basis to Newco, in the course of a butterfly reorganization 
to which paragraph 55(3)(b) of the Act applies, 80% of the net fair market value of 
[xxx] total property. Newco will be owned by the shareholders of [xxx] for the pur- 
pose of acquiring the distributed assets. As part of the series of transactions that in- 
cludes the butterfly reorganization, [xxx] will redeem the first preference shares (Se- 
ries B). These shares are shares of a “specified class” within the meaning of the 
definition “specified class” in subsection 55(1) of the Act. Mr. X owns more than 
10% of the first preference shares. Consequently, Mr. X is a specified shareholder of 
[xxx] within the meaning of “specified shareholder” in subsection 55(3.3). Mr. X 
also owns common shares of [xxx] but would not be a specified shareholder of [xxx] 
if he did not own more than 10% of the first preference shares. 

Immediately after the butterfly reorganization, a company wholly-owned by [xxx] 
(“Acquisition Co.”) will acquire for cash all of [xxx] outstanding shares including 
those held by Mr. X. [xxx] is the controlling shareholder of [xxx]. Mr. X is unrelated 
to [xxx]. Because Mr. X is a “specified shareholder” of [xxx] and unrelated to Acqui- 
sition Co., paragraph 55(3.1)(b) of the Act will apply to the share acquisition by 
Acquisition Co. to cause the butterfly reorganization to be subject to the application 
of subsection 55(2) of the Act. You believe that the restrictions in paragraph 
55(3.1)(b) should not apply to a person who is a specified shareholder because the 
person holds shares of a “specified class” as defined in subsection 55(1) of the Act. 


We agree that, from a policy perspective, shareholders holding shares of a specified 
class should not be subject to all specified shareholder restrictions in paragraph 
55(3.1)(b) of the Act. Consequently, we are prepared to recommend to the Minister 
of Finance that the Act be amended to provide that, for the purposes of subparagraph 
55(3.1)(b)G) and paragraph 55(3.2)(h) of the Act as it applies for the purposes of 
subparagraph 55(3.1)(b)(iii), a shareholder will not be treated as a specified share- 
holder only because the shareholder holds shares of a “specified class” as defined by 
subsection 55(1) of the Act and the shares are otherwise non-voting. It would also be 
recommended that such an amendment be effective for dividends received after 
1999. 


If the above recommendations are acted upon, I would anticipate that such amend- 
ments would be included in a future income tax technical bill. 

Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Division 


“safe-income determination time” for a transaction or event or a 
series of transactions or events means the time that is the earlier of 


(a) the time that is immediately after the earliest disposition or 
increase in interest described in any of subparagraphs (3)(a)(i) to 
(v) that resulted from the transaction, event or series, and 


(b) the time that is immediately before the earliest time that a 
dividend is paid as part of the transaction, event or series; 


History: The definition “safe-income determination time” added to subsec. 55(1) by 
1998, c. 19, subsec. 96(2), applicable to dividends received after June 20, 1996. 


“specified class” means a class of shares of the capital stock of a 
distributing corporation where 


(a) the paid-up capital in respect of the class immediately before 
the beginning of the series of transactions or events that includes 
a distribution by the distributing corporation was not less than 
the fair market value of the consideration for which the shares of 
that class then outstanding were issued, 


(b) under neither the terms and conditions of the shares nor any 
agreement in respect of the shares are the shares convertible into 
or exchangeable for shares other than shares of a specified class 
or shares of the capital stock of a transferee corporation in rela- 
tion to the distributing corporation, and 


(c) under neither the terms and conditions of the shares nor any 
agreement in respect of the shares is any holder of the shares 
entitled to receive on the redemption, cancellation or acquisition 
of the shares by the corporation or by any person with whom the 
corporation does not deal at arm’s length (excluding any pre- 
mium for early redemption) an amount greater than the total of 
the fair market value of the consideration for which the shares 
were issued and the amount of any unpaid dividends thereon. 


Income Tax Act, Part I, Division B 


Proposed Amendment — Tee Mare eae tele eC), 
(d) 


() no holder of the shares is entitled to receive on ihe redemp- 
tion, cancellation or acquisition of the shares by the corpora- 
tion or by any person with whom the corporation does not deal 
at arm’s length an amount (other than a premium for early re- 
demption) that is greater than the total of the fair market value 
of the consideration for which the shares were issued and the 
amount of any unpaid dividends on the shares, and 


(d) the shares are non-voting in respect of the election of the 
board of directors except in the event of a failure or default 
under the terms or conditions of the shares; 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 25(1), 
will amend para. (c) of the definition “specified class” in subsec. 55(1) to read as 
above, and add para. (d), applicable in ee of shares issued after December 20, 
2002... ane 
Technical Notes. (July 201 0): The JeGrition “specified class” is frelngeut in 
determining whether an exchange of shares of the capital stock of a distributing cor- 
poration for shares of the capital stock of another corporation constitutes a permitted 
exchange, which, in turn, is relevant for the purpose of paragraph 55(3.1)(b) of the 
Act. The definition “specified class” is also relevant in determining if a redemption 
of shares by the distributing corporation prior to a distribution is a permitted 
redemption. 
The rules applicable to shares of a specified class are based on the premise that such 
shares are equivalent to debt. Thus, to ensure that these shares more closely resemble 
debt, the definition is amended, for shares issued after December 20, 2002, to include 
a requirement that they be non-voting with respect to the election of the directors of 
the corporation (or have voting rights only in the event of = or serie under the 
terms of the shares). 


“specified corporation” in relation to a distribution means a dis- 


tributing corporation 


(a) that is a public corporation or a specified wholly-owned cor- 
poration of a public corporation, 


(b) shares of the capital stock of which are exchanged for shares 
of the capital stock of another corporation (referred to in this 
definition and subsection (3.02) as an “acquiror’) in an ex- 
change to which the definition “permitted exchange” in this sub- 
section would apply if that definition were read without refer- 
ence to paragraph (a) and subparagraph (b)(ii) of that definition, 
(c) that does not make a distribution, to a corporation that is not 
an acquiror, after 1998 and before the day that is three years 
after the day on which the shares of the capital stock of the dis- 
tributing corporation are exchanged in a transaction described in 
paragraph (b), and 

(d) no acquiror in relation to which makes a distribution after 
1998 and before the day that is three years after the day on 
which the shares of the capital stock of the distributing corpora- 
tion are exchanged in a transaction described in paragraph (b), 


and, for the purposes of paragraphs (c) and (d), 
(€) a corporation that is formed by an amalgamation of two or 


more other corporations is deemed to be the same corporation 
as, and a continuation of, each of the other corporations, and 


(f) where there has been a winding-up of a corporation to which 
subsection 88(1) applies, the parent is deemed to be the same 
corporation as, and a continuation of, the subsidiary; 


History: The definition “specified corporation” added to subsec. 55(1) by 2001, ¢. 17, 
subsec. 38(1), applicable to transfers that occur after 1998. 


“specified wholly-owned corporation” of a public corporation 
means a corporation all of the outstanding shares of the capital 
stock of which (other than directors’ qualifying shares and shares of 
a specified class) are held by 


(a) the public corporation, 

(b) a specified wholly-owned corporation of the public corpora- 
tion, or 

(c) any combination of corporations described in paragraph (a) 
or (b). 


History: The definition “specified wholly-owned corporation” added to subsec. 55(1) 
by 2001, c. 17, subsec. 38(1), applicable to transfers that occur after 1998. 
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Subdivision c — Taxable Capital Gains 


History [subsec. 55(1)]: New subsec. 55(1) added by 1995, c. 3, subsec. 16(1), 
applicable to dividends received after February 21, 1994 other than dividends received 
before 1995 in the course of a reorganization that was required on February 22, 1994 to 
be carried out pursuant to a written agreement entered into before February 22, 1994. 
Selected Cases [subsec. 55(1)]: Nova Corp. of Alberta v. R., [1997] 3 C.T.C. 291 
(FCA) (Taxpayer must have done something to increase the loss for provision to 
apply); Nova Corporation of Alberta v. Canada, [1996] 1 C.T.C. 2164 (TCC) (Provi- 
sion not applicable where taxpayer did nothing to increase an existing loss in shares 
acquired in arm’s length transaction). 


(2) Deemed proceeds or capital gain — Where a corporation 
resident in Canada has received a taxable dividend in respect of 
which it is entitled to a deduction under subsection 112(1) or (2) or 
138(6) as part of a transaction or event ora series of transactions or 
events, one of the purposes of which (or, in the case of a dividend 
under subsection 84(3), one of the results of which) was to effect a 
significant reduction in the portion of the capital gain that, but for 
the dividend, would have been realized on a disposition at fair mar- 
ket value of any share of capital stock immediately before the divi- 
dend and that could reasonably be considered to be attributable to 
anything other than income earned or realized by any corporation 
after 1971 and before the safe-income determination time for the 
transaction, event or series, notwithstanding any other section of 
this Act, the amount of the dividend (other than the portion of it, if 
any, subject to tax under Part IV that is not refunded as a conse- 
quence of the payment of a dividend to a corporation where the 
payment is part of the series) 


(a) shall be deemed not to be a dividend received by the 
corporation; 


(b) where a corporation has disposed of the share, shall be 
deemed to be proceeds of disposition of the share except to the 
extent that it is otherwise included in computing such proceeds; 
and 


(c) where a corporation has not disposed of the share, shall be 
deemed to be a gain of the corporation for the year in which the 
dividend was received from the disposition of a capital property. 


Related Provisions: 7(9.1) — Where stock option rights are exchanged for options 
on unlisted securities and back to listed securities (pre-March 2010); 54“proceeds of 
disposition’(j) — Effect of 55(2) on proceeds of disposition; 55(3) — Exception; 
55(4) — Arm’s length dealings; 55(5) — Applicable rules; 110.6(7)(a) — Capital gains 
exemption disallowed on butterfly; 112(3) — Stop-loss rule denying capital loss after 
dividends received on share; 248(10) — Series of transactions; 256(7) — Where con- 
trol deemed not to be acquired; 256(8) — Where rights acquired rather than shares in 
order to avoid 55(2). 


History: The opening words of subsec. 55(2) amended by 1998, c. 19, subsec. 96(3), 
applicable to dividends received after June 20, 1996. The opening words formerly read: 


(2) Where a corporation resident in Canada has after April 21, 1980 received a 
taxable dividend in respect of which it is entitled to a deduction under subsection 
112(1) or 138(6) as part of a transaction or event or a series of transactions or 
events (other than as part of a series of transactions or events that commenced 
before April 22, 1980), one of the purposes of which (or, in the case of a divi- 
dend under subsection 84(3), one of the results of which) was to effect a signifi- 
cant reduction in the portion of the capital gain that, but for the dividend, would 
have been realized on a disposition at fair market value of any share of capital 
stock immediately before the dividend and that could reasonably be considered 
to be attributable to anything other than income earned or realized by any corpo- 
ration after 1971 and before the transaction or event or the commencement of the 
series of transactions or events referred to in paragraph (3)(a), notwithstanding 
any other section of this Act, the amount of the dividend (other than the portion 
thereof, if any, subject to tax under Part IV that is not refunded as a consequence 
of the payment of a dividend to a corporation where the payment is part of the 
series of transactions or events) 


Selected Cases [subsec. 55(2)]: Ottawa Air Cargo Centre Ltd. v. R., [2007] 3 
C.T.C, 2577 (TCC) (Requirements of provision are substantive and not procedural); 
VIA Logging Ltd. v. R., [2005] 1.C.T.C. 387 (FCA); aff g [2004]. 2 C.T.C, 2149 (TCC) 
(Safe income not limited to post-1971 income on which tax had been paid. Purpose test 
re stock dividend not met); 729658 Alberta Ltd. v. R., [2004] 4 C.T.C. 2261 (TCC) 
(Where no tax leakage, provision not applicable); Canutilities Holdings Ltd. v. R., 
[2004] 4 C.T.C. 210 (FCA); rev’g in part [2004] 1 C.T.C. 2001 (TCC) (Preordination 
plus ability to carry out transaction may produce “series”); Kruco Inc. v. R., [2003] 4 
C.T.C. 185 (FCA) (Provision intends to catch income as computed under the Act, sub- 
ject to stated exceptions); Granite Bay Charters Ltd. v. R., [2001] 3 C.T.C. 2516 (TCC) 
(Nexus between dividend and disposition results in application of provision); Lamont 
Management Ltd. v. R., (2000] 3 C.T.C. 18 (FCA); rev’g [1999] 3 C.T.C. 2576 (TCC) 
(“Any corporation” includes foreign corporation that is not a foreign affiliate); Brelco 
Drilling Ltd. y. R., [1999] 4 C.T.C. 2737 (TCC) (Losses in foreign jurisdiction do not 


S. 55(3)(a)(ii) 


reduce “safe income”); Meager Creek Holdings Ltd. v. R., [1998] 4 C.T.C. 2090 (TCC) 
(Must be some connection between events for “series” of transactions to occur); 
216663 Ontario Ltd. v. R., [1998] 3 C.T.C. 2425 (TCC) (Taxpayer acted to do some- 
thing to its loss; provision applied); Nassau Walnut Investments Inc. V. R., [1998] 1 
C.T.C. 33 (FCA) (Provision available to taxpayers assessed under subsec. 55(2)); 
Deuce Holdings Ltd. vy. R., [1998] 1 C.T.C. 2550 (TCC) (“Safe income” is after-tax 
computation; H.T. Hoy Holdings Ltd. v. R., [1997] 2 C.T.C. 2874 (TCC) (Series of 
transactions structured to cause parties to be related resulted in application of 
provision); Northern Hot Oil Services Ltd. v..R., [1997] 2 C.T.C. 2543 (TCC) (Teleo- 
logical approach to construction of provision); Placer Dome Inc. v.. Canada, [1997] 1 
C.T.C. 72 (FCA) (“Purpose” is subjective in nature; “result” is objective); Industries 
S.L.M. Inc. v. Canada, [1996] 2 C.T.C. 2572 (TCC) (Dividend subject.to application of 
provision as significantly reducing capital gain on sale of shares); Champagne v. MNR, 
[1996] 2 C.T.C. 2537 (TCC) (Safe income to be calculated on basis of income availa- 
ble for distribution, not already distributed); Sabo Brothers Construction Ltd v. Can- 
ada, [1996] 2 C.T.C. 2073 (TCC) (Business loss disallowed where no possibility of 
profit; tax benefits did not arise solely from operation of Act); CPL Holdings v. Can- 
ada, {1995} 1 C.T.C. 447 (FCTD) (Provision not applicable where transactions not mo- 
tivated by same considerations and purpose was to improve legal protection). 


Information Circulars: 88-2, paras. 7, 13: General anti-avoidance rule — section 
245 of the Income Tax Act. 

1.T. Technical News: 3 (loss utilization within a corporate group; butterfly reorgani- 
zations); 7 (subsection 55(2) — recent cases); 33 (income earned or realized — the 
Kruco case); 34 (safe income calculation — the Kruco case); 37 (safe income calcula- 
tion — treatment of non-deductible expenses). 


Advance Tax, Rulings: ATR-22R: Estate freeze using share exchange; ATR-27: 
Exchange and acquisition of interests in capital properties through rollovers and wind- 
ing-up (“butterfly”); ATR-35: Partitioning of assets to get specific ownership — “but- 
terfly”; ATR-47: Transfer of assets to Realtyco; ATR-56: Purification of a family farm 
corporation; ATR-57: Transfer of property for estate planning purposes; ATR-58: Divi- 
sive reorganization. 


(3) Application — Subsection (2) does not apply to any dividend 
received by a corporation (in this subsection and subsection (3.01) 
referred to as the “dividend recipient’) 


(a) if, as part of a transaction or event or a series of transactions 
or events-as a part of which the dividend was received, there was 
not at any particular time 


(i) a disposition of property, other than 


(A) money disposed of on the payment of a dividend or 
on a reduction of the paid-up capital of a share, and 


(B) property disposed of for proceeds that are not less 
than its fair market value, 


to a person or partnership that was an unrelated person 1m- 
mediately before the particular time, 


(ii) a significant increase (other than as a consequence of a 
disposition of shares of the capital stock of a corporation for 
proceeds of disposition that are not less than their fair market 
value) in the total direct interest in any corporation of one or 
more persons or partnerships that were unrelated persons 1m- 
mediately before the particular time, 


Proposed’ Amendment — 55(3)(a)(il) 
Letter from Dept. of Finance, Oct. 16, 2007: 
[xxx], Ernst & Young LLP, Montreal 
Dear [xxx]: ] 2 


Thank you for your correspondence dated December 4, 2006 and June 1, 2007, ad- 
dressed to Brian Ernewein, regarding the application of subsection 55(2) and paragraph 
55(3)(a) of the Income Tax Act (Act). In your correspondence, you asked us to consider 
an amendment to the Act that would ensure that subsection $5(2) would not apply to a 
dividend received as part of a series of transactions or events that includes an increase 
in the interest in a corporation described in subparagraph SdGKanay in the circum- 
stances described below. 


Parentco is a widely-held publicly-traded corporation. It owns indirectly, 100% of the 
shares of Subco 1, a taxable Canadian corporation. A subsidiary corporation controlled 
by Parentco (“Aquireco”’) acquires all the issued and outstanding shares of another cor- 
poration (“Targetco”) such that Targetco becomes a wholly-owned subsidiary of Ac- 
quireco. Targetco controls another corporation (Subco 2). In consideration for the 
shares of Targetco, the Targetco shareholders receive money and shares of Parentco. 
Aquireco partly finances the cash portion of the takeover by issuing shares of its capital 
stock (“financing shares”) solely for money to another corporation (“Finco”’) that is 
unrelated to Aquireco. Before the post-takeover internal reorganization (described be- 
low) is undertaken, the financing shares are redeemed, with the result that Finco no 
longer has an interest in Acquireco. 
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Following the acquisition of Targetco and after the cancellation of the financing shares, 
Parentco undertakes an internal reorganization that results in taxable dividends being 
received by Subco | and Subco 2. At no time before the end of the series of transaction 
or events that includes the receipt of the dividend will Subco 1 and Subco 2 cease to be 
controlled by Parentco. 

Your concern is that subsection 55(2) of the Act will apply to the dividends that will be 
received in the course of the internal reorganization because the increase in interest in 
Acquireco by Finco will be described in subparagraph 55(3)(a)(ii) of the Act. You sub- 
mit that the application of subsection 55(2) of the Act to the dividends to be received 
on the internal reorganization would not be appropriate since the increase in interest in 
Acquireco by Fineco occurs as part of a financing transaction that is completed before 
the internal reorganization. Moreover, the transactions do not result in a tax-deferred 
disposition of the assets of the dividend payer or dividend recipient outside the 
Parentco group. 

We agree that subsection 55(2) of the Act should not apply to the dividends received in 
the circumstances described above solely as a result of the acquisition of the financing 
shares by Finco. Accordingly, we are prepared to recommend to the Minister of Fi- 
nance that the Act be amended, applicable to dividends received after 2005, to ensure 
this result. 
While I cannot offer any assurance that either the Minister or Parliament will agree 
with our recommendation, I hope that this statement of our intentions is helpful to you. 


Yours sincerely, 


Gerard Lalonde 
Director, Tax Legislation Division, Tax Policy Branch _ 


(iii) a disposition, to a person or partnership who was an un- 
related person immediately before the particular time, of 


(A) shares of the capital stock of the corporation that paid 
the dividend (referred to in this paragraph and subsection 
(3.01) as the “dividend payer’), or 


(B) property more than 10% of the fair market value of 

which was, at any time during the course of the series, 

derived from shares of the capital stock of the dividend 

payer, 

Proposed Amendment — 55(3)(a)(iii)(B) 

(B) property (other than shares of the capital stock of 

the dividend recipient) more than 10% of the fair market 

value of which was, at any time during the course of the 

series, derived from shares of the capital stock of the 

dividend payer, 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 25(3), 
will amend cl. 55(3)(a)(iii)(B) to read as above, applicable to dividends received after 
February 21, 1994. 
Technical Notes (July 2010): Paragraph 55(3)(a) provides an exemption from the 
application of subsection 55(2) for dividends received in the course of certain re- 
lated-party transactions. More specifically, paragraph 55(3)(a) exempts a dividend 
received by a corporation if, as part of a transaction or event or a series of transac- 
tions or events that includes the receipt of the dividend, there was not, at any particu- 
lar time, a disposition of property or a significant increase in the total direct interest 
in a corporation in the circumstances described in subparagraphs 55(3)(a)(i) to (vy). 
Clause 55(3)(a)(iii)(B) describes a disposition, to a person or partnership that was 
unrelated to the dividend recipient, of property more than 10% of the fair market 
value of which was derived from shares of the capital stock of the dividend payer. 
Clause 55(3)(a)(iii)(B) is amended, for dividends received after February 21, 1994, to 
exclude a disposition of property that is a share of the capital stock of the dividend © 
recipient. This amendment ensures that subsection 55(2) does not apply to the divi- 


dend received in the circumstances described in the following example involving the _ 


disposition of the shares of the dividend recipient: 


A corporation (BuyerCo) owns all the shares of another corporation (SubCo). 
BuyerCo acquires all the shares of a third corporation (Target) in an arm’s 
length transaction for fair market value. Target owns all the shares of two 
corporations — TISubco and T2Subco. Target transfers, on a tax-deferred ba- 
sis under section 85, all the shares of T2SubCo to SubCo in consideration for 
High/Low Shares of SubCo. SubCo subsequently redeems the i teed 
Shares with the result that Target receives a deemed dividend. 


Letter from Dept. of Finance, Dec. 23, salen 
Dear [xxx]: 


This is in response to your letter of September 9, 1998 Ji the application of 
subparagraph 55(3)(a)(ili) of the Income Tax Act (the “Act”) to the circumstances 
described in your letter. 


We agree that, from a tax policy perspective, subsection 55(2) of the Act should not 
apply to Target in respect of the dividend it receives on the redemption of the SubCo 
shares as part of the transactions described in your letter and example 5 of the ex- 
planatory notes for subclause 96(4) of Bill C-28. The scope of subparagraph 
55(3)(a)(iii) of the Act is too broad and should not capture the dividend paid on the © 


Income Tax Act, Part I, Division B 


Subco shares merely because the SubCo shares acquired by Target in exchange for 
the T2SubCo eae have a value oo than 10% of the value of the ete s 
shares. 

We will recommend to the Minister of Finance that an amendment be made to sub- 
paragraph 55(3)(a)(iii) of the Act to ensure that it does not apply to the acquisition of 
the shares of Target by Buyerco in the circumstances described in your letter. We 
will recommend that an amendment be effective for dividends received by a corpora- 
tion after February 21, 1994. If the recommendation is acted upon, I would anticipate 
that such an amendment would be included in the next technical bill. 

Yours sincerely, ae ty irae a 


Brian Emewein 
Director, Tax Legislation Division, Tax Policy Branch 


(iv) after the time the dividend was received, a disposition, to 
a person or partnership that was an unrelated person immedi- 
ately before the particular time, of 


(A) shares of the capital stock of the dividend recipient, 
or 


(B) property more than 10% of the fair market value of 
which was, at any time during the course of the series, 
derived from shares of the capital stock of the dividend 
recipient, and 


(v) a significant increase in the total of all direct interests in 
the dividend payer of one or more persons or partnerships 
who were unrelated persons immediately before the particu- 
lar time; or 
Selected Cases [para. 55(3)(a)]: Deuce Holdings Ltd. v. R., [1998 1 C.T.C. 2550 
(TCC) (“Any dividend” means one dividend); CPL Holdings v. Canada,-[1995] 1 
C.T.C. 447 (FCTD) (Provision not applicable where transactions not motivated by 
same considerations and purpose was to improve legal protection). 


(b) if the dividend was received 
(i) in the course of a reorganization in which 


(A) a distributing corporation made a distribution to one 
or more transferee corporations, and 


(B) the distributing corporation was wound up or all of 
the shares of its capital stock owned by each transferee 
corporation immediately before the distribution were. re- 
deemed or cancelled otherwise than on an exchange to 
which subsection 51(1), 85(1) or 86(1) applies, and 


(ii) on a permitted redemption in relation to the distribution 
or on the winding-up of the distributing corporation. 


Proposed Amendment — No acquisition of control on. 
_ Spin-off distribution _ 


Letter cel Dept. of Finance, July 3, 2001: See under 256(7)(ayi)(B).. 


‘Proposed Amendment — 55(3) 
Letter from Dept. of Finance, Sept. 6, 2006: 
Mr. Firoz Ahmed, Osler Hoskin & Harcourt LLP, Toronto, ON 
Dear Mr. Ahmed: se ; fe. 


Thank you for your letter dated May 3, 2006 regarding the application of subsection 
55(2) and paragraph 55(3)(a) of the Income Tax Act (the “Act’). In your letter, you 
asked us to consider an amendment to the Act that would ensure that subsection 55(2) 
would not apply to the dividends aeerbew as part of a series ee transactions or events 
described below. : 


The series of transactions or events i in issue (“relevant series’ includes the disposition 
of the shares of a publicly-traded corporation (“Targetco”) to another publicly-traded 
corporation (“Acquireco”) such that Targetco will become a wholly-owned subsidiary 
of Acquireco. Following the disposition of the Varoeico shares to Acquireco, an indi- 
rect wholly-owned subsidiary of Targetco (“T Sub”) will undertake an internal reorgan- 
ization that will result in dividends being received by T Sub and another indirect 
wholly-owned subsidiary of Targetco (“Newco”). More specifically, the transactions or 
events that will occur as part of the relevant series are as follows: ; 


(a) The Targetco shareholders will dispose of their shares of Targetco to Acquireco i in 
consideration for shares of Acquireco. The disposition of the Targetco shares by 
the Targetco shareholders will occur for proceeds of disposition that are less than 
fair market value or will be deemed by paragraph 55(3.01(e) of the Act to occur at 
less than. fair market value. 


(b) The parent of T Sub will transfer some of its shares of T Sub to Newco in neds 

ation for shares of Newco. The fair market value of the transferred T Sub shares 

will be equal to the fair market value of the transferred assets referred to in ~ 
graph (c). 
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Related Provisions: 13(30) — Transfers of property; 55(3.01) — Rules of interpre- 
tation for 55(3)(a); 55(3.1), (3.2) — Exception for purchase butterfly; 55(6) — Reor- 
ganization share deemed listed on designated stock exchange for certain purposes; 
88(1)(d) — Winding-up; 88(1)(c)(iii), 88(1)(c.2)-—Cost base of property after 
windup; 110.6(7)(a) — Capital gains exemption: disallowed on butterfly; 248(10) — 
Series of transactions; 256(7)(a)(i)(E) — No acquisition of control on spin-off distribu- 
tion; Reg. 1100(2.2), 1102(14)(a) — Depreciable property acquired on reorganization. 


History: The portion of subsec. 55(3) before para. (b) amended by 1998, c. 19, subsec. 
96(4), applicable to dividends received by a corporation after February 21, 1994, ex- 
cept that, ; ; 


(a) in respect of such dividends received before June 20, 1996, or received under 
an arrangement substantially advanced, as evidenced in writing, before June 20, 
1996, subparas. 55(3)(a)(ii) and (v) shall, if paragraph (b) does not apply, be read 
as follows: 


(ii) a significant increase (other than as a consequence of a disposition of 
shares of the capital stock of a corporation for proceeds of disposition that 
are not less than their fair market value) in the interest in any corporation of 
one or more persons or partnerships that were unrelated persons immediately 
before the particular time, 


(v) a significant increase in the interest in the dividend payer of one or more 
persons or partnerships that were unrelated persons immediately before the 
particular time; or 


and 


(b) in respect of such dividends, where they are received on: shares: issued 
before June 20, 1996, and the corporation so elects in writing before Novem- 
ber 1, 1998 or in its return of income under Part I of the Act for the year in 
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which it received the dividends, the Act'shall be read without reference to sub- 
sec. 55(3.01), and para. 55(3)(a) shall be read as follows: 


(a) unless the dividend was received as part of a transaction or event or a 
series of transactions or events that resulted in 


(i) a disposition of any property to a person with whom the dividend 
recipient was dealing at arm’s length, or 


(ii) a significant increase in the interest in any corporation of any 
person with whom the dividend recipient was dealing at arm’s 
length; or 


The portion before para. (b) formerly read: 


(3) Exception — Subsection (2) does not apply to any dividend, received by a 
corporation, 


(a) unless the’ dividend was received as part of a transaction or event or a 
series of transactions or events that resulted in 


(i) a disposition of property to.a person (other than the corporation) to 
whom that corporation was not related, or 


(ii) a significant increase in the interest in any corporation of any person 
(other than the corporation. that received the dividend), to whom the cor- 
poration that received the dividend was not related; or 


Subsec. 96(15) of 1998, c: 19; applicable to dividends received after February 21, 1994, 
provides: 


(15) Where a corporation elects under [paragraph (b) of the application to this 
amendment (above) — ed.] in respect of dividends, 


(a) subsection 55(4) of the Act shall, in respect of those dividends, be read as 
follows: 


(4) Where it can reasonably be considered that the principal purpose 
of one or more transactions or events was to cause 2 or more persons 
to be related or to not.deal with each other at arm’s length, or to:cause 
one corporation to control another corporation, so as to make subsec- 
tion (2) inapplicable, for the purposes of this section, those persons 
are deemed not to be related or are deemed to deal with each other at 
arm’s length, or the corporation is deemed; not to control the, other 
corporation, as the case may be. 


and 


(b) paragraph 55(5)(e) of the Act shall, in respect of those dividends, be read 
as follows: 


(e) in determining whether 2 or more persons deal with each other at 
arm’s length, 


(i) a person is deemed to, deal with another person,at arm’s length 
and not to be related to the other person if the person is the 
brother or sister of the other person, and 


(il) persons who are otherwise related to each other solely because 
of a right referred to in paragraph 251(5)(b) are deemed_not to be 
related to each other; and 


Subparas, 55(3)(a)(i) and (ii) amended by 1995, c. 3, subsec. 16(2), applicable to divi- 
dends received after February 21, 1994, other than dividends received as part of a 
transaction or event or a series of transactions or events that was required on February 
22, 1994 to be carried out pursuant to a written agreement entered into before February 
22, 1994. Subparas. (i) and (ii) formerly read: 


(i) a disposition of any property to a person with whom that corporation was 
dealing at arm’s length, or 


(ii) a significant increase in the interest in any corporation of any person with 
whom the corporation that received the dividend was dealing at arm’s length; or 


Para. 55(3)(b) amended by 1995, c. 3, subsec. 16(3), applicable to dividends received 
after February 21, 1994 other than dividends received before 1995 in the course of a 
reorganization that was required on February 22, 1994 to be carried out pursuant to a 
written agreement entered into before February 22, 1994. Para. (b) formerly read: 


(b) if the dividend was received in the course of a reorganization in which pro- 
perty of a particular corporation was transferred, directly or indirectly, to one or 
more corporations (each of which is in this paragraph referred to as a “trans- 
feree’) and, in respect of each type of property so transferred, the fair market 
value of the property so received by each transferee was equal to or approxi- 
mated the proportion of the fair market value of all property of that type owned 
by the particular corporation immediately before the transfer that 


(i) the total of the fair market value immediately before the transfer of all 
shares of the capital stock of the particular corporation owned by the trans- 
feree at that time | 

is of 
(ii) the fair market value immediately before the transfer of all the issued 
shares of the capital stock of the particular corporation at that time, 


except that this paragraph does not apply in respect of a transfer where, in con- 
templation of and before the transfer, property has become property of the partic- 
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ular corporation, a corporation controlled by the particular corporation or a pred- 
ecessor of any such corporation otherwise than as a result of 
(iii) an amalgamation of corporations each of which was related to the par- 
ticular corporation, 
(iv) the winding-up of a corporation that was related to the particular 
corporation, 
(v) a transaction to which subsection (2) would, but for this subsection, 


apply, 

(vi) a disposition of property by the particular corporation or a corporation 
controlled by it to another corporation controlled by the particular 
corporation, 


(vii) a disposition of property by the particular corporation or a predecessor 
thereof for consideration that consists only of money or indebtedness that is 
not convertible into other property, or of any combination thereof, or 


(viii) a prescribed transaction. 


Information Circulars: 88-2, para. 7: General anti-avoidance rule — section 245 of 


the Income Tax Act. 

1.T. Technical News: 3 (butterfly reorganizations); 16 (Parthenon Investments case). 
Advance Tax Rulings: ATR-22R: Estate freeze using share exchange; ATR-27: 
Exchange and acquisition of interests in capital properties through rollovers and wind- 
ing-up (“butterfly”); ATR-35: Partitioning of assets to get specific ownership — “but- 
terfly”; ATR-47: Transfer of assets to Realtyco; ATR-56: Purification of a family farm 
corporation; ATR-57: Transfer of property for estate planning purposes; ATR-58: Divi- 
sive reorganization. 


(3.01) Interpretation for para. (3)(a) — For the purposes of par- 
agraph (3)(a), 
(a) an unrelated person means a person (other than the dividend 
recipient) to whom the dividend recipient is not related or a part- 
nership any member of which (other than the dividend recipient) 
is not related to the dividend recipient; 


(b) a corporation that is formed by an amalgamation of 2 or 
more other corporations is deemed to be the same corporation 
as, and a continuation of, each of the other corporations; 


(c) where there has been a winding-up of a corporation to which 
subsection 88(1) applies, the parent is deemed to be the same 
corporation as, and a continuation of, the subsidiary; 


(d) proceeds of disposition shall be determined without refer- 
ence to “paragraph 55(2)(a) or” in paragraph (j) of the definition 
“proceeds of disposition” in section 54; and 


Proposed Amendment — 55(3.01)(d) 


(d) proceeds of disposition are to be determined without refer- 
ence to 


(i) the expression “paragraph 55(2)(a) or” in paragraph (j) 
of the definition “proceeds of disposition” in section 54, 
and 
(ii) section 93; and 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 25(4), 


will amend para. 55(3.01)(d) to read as above, applicable to ao received after 
February 21, 1994. 


Technical Notes (July 2010): Paragraphs 55(3.01)(a) to (e) contain various inter- 
pretive rules for the purpose of paragraph 55(3)(a). Paragraph 55(3.01)(d) provides 
that proceeds of disposition are to be determined without reference to the application 
of paragraph 55(2)(a). This rule is intended to ensure that proceeds of disposition do 
not include a dividend or deemed dividend that is subject to subsection 55(2). 


Section 93 permits a corporation resident in Canada to elect to treat the proceeds of 
disposition of a share of a foreign affiliate as a dividend in certain circumstances. 
Where such an election is made, the proceeds of disposition of the share are reduced 
accordingly. The reduction in the proceeds of disposition under section 93 is not 
intended to affect the application of paragraph 55(3)(a). Thus, paragraph 55(3.01)(d) 
is amended, for dividends received after February 21, 1994, to ensure that, for the 
purpose of paragraph 55(3)(a), proceeds of disposition are determined without refer- 
ence to section 93. 


Letter from Dept. of Finance, Feb. 19, 1999: 

Dear [xxx]: 

This is in reply to your letter of December 1, 1998 to Len Farber regarding an anom- 
aly that results from the interaction of section 55 and 93 of the Income Tax Act (the 
“Act’). You ask that a technical amendment be made to the Act to remove this 
anomaly. 

Based on our understanding of the facts set out in your letter, Parentco/Canco under- 


takes a series of transactions to utilize losses within its related group. As part of this 
series of transactions, Forco sells its shares of Forco2 to an arm’s length third party 


for proceeds of disposition equal to the fair market value of the shares. On the dispo- 
sition, section 93 of the Act applies to treat proceeds realized by Forco as a dividend 
with the result that, for the purposes of the Act, Forco is considered not to have 
received fair market value proceeds. As part of the series, Canco transfers on a tax- 
deferred basis under subsection 85(1) of the Act its shares of Forco to Sisterco in 
exchange for preferred shares of Sisterco, Sisterco redeems its preferred shares held 
by Canco and Canco receives a dividend (the “Sisterco Dividend”). The Sisterco 
Dividend is subject to subsection 55(2) of the Act only because section 93 applies to 
treat Forco’s proceeds of disposition to be less than the fair market value of the 
Forco2 shares. 


We agree that, in the above circumstances, the Sisterco Dividend should be exempt 
from the application of subsection 55(2) because of paragraph 55(3)(a) of the Act. 
Section 93 should not, in and by itself, cause an intercorporate dividend received by a 
corporation in the course of certain related-corporate transactions to be subject to 
subsection 55(2). Inter-corporate dividends that would, but for the application of sec- 
tion 93 which reduces the proceeds of disposition of a property to less than the fair 
market value of the property, have been exempt from the application of subsection 
55(2) because of paragraph 55(3)(a) should remain exempt from the application of 
subsection 55(2). 


We are prepared therefore to recommend to the Minister of Finance that the Act be 
amended to ensure the appropriate results in the circumstances described above. We 
will recommend that the amendment be effective for dividends received by a corpo- 
ration after February 21, 1994. If the recommendation is acted upon, I would antici- 
pate that such an amendment would be included in the next technical bill. 


Yours sincerely, 


Brian Ernewein — y 
Director, Tax Legislation Division, Tax Policy Branch 


(e) notwithstanding any other provision of this Act, where a 
non-resident person disposes of a property in a taxation year and 
the gain or loss from the disposition is not included in comput- 
ing the person’s taxable income earned in Canada for the year, 
the person is deemed to have disposed of the property for pro- 
ceeds of disposition that are less than its fair market value un- 
less, under the income tax laws of the country in which the per- 
son is resident, the gain or loss is computed as if the property 
were disposed of for proceeds of disposition that are not less 
than its fair market value and the gain or loss so computed is 
recognized for the purposes of those laws. 


Proposed Amendment — 55(3.01) 
Letter from Dept. of Finance, April 21, 2005: 
Mr. Mare Ton-That, KPMG LLP, Toronto, ON 
Dear Mr. Ton-That: 


We are writing in response to your letter dated February 22, 2005, and further to your 
telephone discussions with Daryl Boychuk of this Division in which you expressed 
concern regarding the application of paragraphs 55(3.01)(b) and (c) of the Income Tax 
Act (the “Act”) in certain situations involving the winding-up of a wholly-owned sub- 
sidiary into its parent corporation or the amalgamation of a opehd ict: subsidiary 
with its parent corporation. 


Subsection 55(3.01) of the Act applies for the purpose of paragraph 55(3)(a), which, in 
turn, provides that subsection 55(2) of the Act does not apply to a dividend received by 
a corporation if, as part of a transaction or event or series of transactions or events in 
which the dividend was received, there was not, at any particular time, a disposition of 
property, or a significant increase in the direct interest in a corporation, in circum- 
stances described in subparagraphs 55(3)(a)(i) to (v). 


Subsection 55(3.01) of the Act sets out certain rules that apply for the purpose of para- 
graph 55(3)(a). In particular, paragraph 55(3.01)(c) provides that where there has been 
a winding-up of a subsidiary corporation into its parent to which subsection 88(1) ap- 
plies, the parent is deemed to be the same corporation as, and a continuation of, the 
subsidiary. Similarly, if the subsidiary corporation is amalgamated with the parent cor- 
poration, paragraph 55(3.01)(b) deems the new corporation to be the same corporation 
and a continuation of each of the predecessor corporations. 


Your concern is that a winding-up of a wholly-owned subsidiary into its parent corpo- 
ration or the amalgamation of a wholly-owned subsidiary with its parent corporation in 
the situations described below may result in a significant increase in the direct interest 
in the subsidiary corporation by a shareholder of the parent corporation as described in 
subparagraphs 55(3)(a)(ii) and (vy). 


We have assumed that the transactions or events described in each situation below are 
part of the same series of transactions or events. 


Situation #1 


A public corporation (“Pubco’’) owns all the issued and outstanding shares of a taxable 
Canadian corporation (“Subco”). None of the shareholders of Pubco are related to 
Pubco. Subco owns property! and property2 and Pubco wishes to acquire property1. 
However, corporate and commercial restrictions preclude Pubco from issuing shares to 
Subco and, therefore, a direct tax-deferred acquisition of propertyl by Pubco is not 
possible. Accordingly, Pubco will incorporate a wholly-owned subsidiary (“Newco”) 
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leferred’ basis i in ‘exchange for 
, Neweo shares will then 


nother taxable 


ywned by Cco to. 


xchange for 
be done on a tax- 


Beco to redeem the 


History: Subsec. 55(3.01) added by 1998, c. 19, subsec. 96(5), applicable to’ dividends 
received by a corporation after February 21, 1994, except that in respect of such divi- 
dends, where they are received on shares issued before June 20, 1996, and the corpora- 
tion so elects in writing before November 1, 1998 or in its return of income under Part I 
of the Act for the year in which it received the dividends, the Act shall be read without 
reference to subsec, 55(3.01). 


Subsec. 96(15) of 1998, c. 19, applicable to dividends received after February 21, 1994, 
provides: 


(15) Where a corporation elects under [paragraph (b) of the application to this 
amendment (above) — ed.] in respect of dividends, 


(a) subsection 55(4) of the Act shall, in respect of those dividends, be read as 
follows: 


(4) Where it can reasonably be considered that the principal purpose 
of one or more transactions or events was to cause 2 or more persons 
to be related or to not deal with each other at arm’s length, orto cause 
one corporation to control another corporation, so as to make subsec- 
tion (2) inapplicable, for the purposes of this section, those persons 
are deemed not to be related or are deemed to deal with each other at 
arm’s length, or the corporation is deemed not to control the other 
corporation, as the case may be. 


and 


(b) paragraph 55(5)(e) of the Act shall, in respect of those dividends, be read 
as follows: 


(e) in determining whether 2 or more persons deal with each other at 
arm’s length, 
(i) a person is deemed to deal with another person at arm’s length 


and not to be related to the other person if the person is the 
brother or sister of the other person, and 


S. 55(3.1)(a) 


(ii) persons who are otherwise related to each other solely because 
of a right referred to in paragraph 251(5)(b) are deemed not to be 
related to each other; and 


(3.02) Distribution by a specified corporation — For the pur- 
poses of the definition “distribution” in subsection (1), where the 
transfer referred to in that definition is by a specified corporation to 
an acquiror described in the definition “specified corporation” in 
subsection (1), the references in the definition “distribution” to 


(a) “each type of property” shall be read as “property”; and 


(b) “property of that type” shall be read as “property”. 


History: Subsec. 55(3.02) added by 2001, c. 17, subsec. 38(2), applicable to transfers 
that occur after 1998. 


(3.1) Where para. (3)(b) not applicable — Notwithstanding 
subsection (3), a dividend to which subsection (2) would, but for 
paragraph (3)(b), apply is not excluded from: the application of sub- 
section (2) where 


(a) in contemplation of and before a distribution made in the 
course of the reorganization in which the dividend was received, 
property became property of the distributing corporation, a cor- 
poration controlled by it or a predecessor corporation of any 
such corporation otherwise than as a result of 


(i) an amalgamation of corporations. each of which was re- 
lated to the distributing corporation, 


(ii) an amalgamation of a predecessor corporation of the dis- 
tributing corporation and one or more corporations controlled 
by that predecessor corporation, 


(iii) a reorganization in which a dividend was received to 
which subsection (2) would, but for paragraph (3)(b), apply, 
or 
(iv) a disposition of property by 
(A) the distributing corporation, a corporation controlled 
by it or a predecessor corporation of any such corporation 
to a corporation controlled by the distributing corporation 


or a predecessor corporation of the distributing 
corporation, 


(B) a corporation controlled by the distributing corpora- 
tion or by a predecessor corporation of the distributing 
corporation to the distributing corporation or predecessor 
corporation, as the case may be, or 


(C) the distributing corporation, a corporation controlled 
by it or a predecessor corporation of any such corporation 
for consideration that consists only of money or indebted- 
ness that is not convertible into other property, or of any 
combination thencoty 


oe Income Tax Act (the “Act”). More specifically, you 
have asked us to consider an amendment, to parnereel, 55G. 1)(@) to ensure that the 


ing. eae $5. 1)(a) 


The rules. governing buttery onion, mandate that each type of property 
owned by the distributing corporation (other than a distributing corporation that is a 
specified corporation) be distributed pro rata based on each transferee corporation’s 
P portionate interest in the distributing corporation. In the case of a specified corpora- 
, subsection 55(3. 02) ‘of the Act permits the distributing corporation to undertake a 
butterfly reorganization by making a proportionate distribution of all of its property as 
opposed to each type of property. Therefore, while an acquisition of property may alter 
the types of property owned by the distributing corporation, you submit that since a 
distribution by a specified corporation is not subject to the types of property require- 
ment, the 1 tions in paragraph 55(3.1)(a) should not apply to a specified 
corporation. a a 1 ee 
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We agree that paragraph 55(3.1)(a) of the Act should not apply to a dividend if a speci- 
fied corporation acquires the property referred to in that paragraph in contemplation of 
a distribution by that corporation. Accordingly, we are prepared to recommend to the 
Minister of Finance that the Act be amended, applicable to dividends received after 
November 2004, to exclude the restrictions in paragraph 55(3:1)(a) from applying if the 
distribution referred to in that paragraph is a distribution by a specified corporation. 


While I cannot offer any assurance that either the Minister or Parliament will agree 
with our recommendation, I hope that this statement of our intentions is pe eeOy to you. 


Yours sincerely, 
Brian Ernewein 
Director, Tax Legislation Division, Tax Policy Branch. 


(b) the dividend was received as part of a series of transactions 
or events in which 
(i) a person or partnership (referred to in this. subparagraph as 
the “vendor”) disposed of property and 
(A) the property is 
(I) a share of the capital stock of a distributing corpo- 
ration that made a distribution as part of the series or 


of a transferee corporation in relation to the distribut- 
ing corporation, or 


(II) property 10% or more of the fair market value of 


which was, at any time during the course of the series, 
derived from one or more shares described in sub- 
clause (I), 


(B) the vendor was, at any time during the course of the 
series, a specified shareholder of the distributing corpora- 
tion or of the transferee corporation, and 


Proposed Amendment — 55(3.1)(b)(i)(B) 


(B) the vendor (other than a qualified person in relation 
to the distribution) was, at any time during the course of 
the series, a specified shareholder of the distributing 
corporation or of the transferee corporation, and 
Application The July 16, 2010 draft legislation (Part 1 — technical), subsec. 25(5), 
will amend cl. 55(3. ORNS) to read as see nce in — of divident 
received after 1999, 
Technical Notes (July 2010): Paragraph 55(3. 1)(b) sientides that a dividend 
received in the course of a reorganization to which paragraph 55(3)(b) applies is not 
excluded from the application of subsection 55(2) if one of the transactions or events 
described in paragraph 55(3.1)(b) occurs as part of the series of transactions or events 
that includes the receipt of the dividend. Subparagraph 55(3.1)(b)(@) deals with a dis- 
position of property in circumstances described in clauses 55(3.1)(b)G@)(A) to «), 
Clause 55(3.1)(b)(i)(A) describes the type of property (i.e., shares of the distributing 
or transferee corporation or property whose value is derived from such shares), 
clause 55(3.1)(b)(i)(B) describes the type of vendor (i.e., a specified shareholder of 
the distributing or transferee corporation) and clause 55. 1)(b)(i)(C) describes the 
type of acquirer (i.e., a person unrelated to the vendor or a partnership). 
Clause 55(3.1)(b)(G)(B) is amended, for dividends received after 1999, to exclude a 
vendor that is a qualified person in relation to the distribution. “Qualified person” is a 
new expression defined in subsection 55(1) of the Act. For additional moe 
see the commentary to “qualified person” under subsection 55(1). a 
Letter from Dept. of Finance, May 15, 2000: See under aes: 
person’. 


(C) the property or any other property (siherte than pro- 
perty received by the transferee corporation on the distri- 
bution) acquired by any person or partnership in substitu- 
tion therefor was acquired (otherwise than on a permitted 
acquisition, permitted exchange or permitted redemption 
in relation to the distribution) by a person (other than the 


vendor) who was not related to the vendor or, as part of 


the series, ceased to be related to the vendor or by a 
partnership, 


(ii) control of a distributing corporation that made a distribu- 
tion as part of the series or of a transferee corporation in rela- 
tion to the distributing corporation was acquired (otherwise 
than as a result of a permitted acquisition, permitted ex- 
change or permitted redemption in relation to the distribu- 
tion) by any person or group of persons, or 


(iii) in contemplation of a distribution by a distributing cor- 
poration, a share of the capital stock of the distributing cor- 
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poration was acquired (otherwise than on a permitted acqui- 
sition or permitted exchange in relation to the distribution or 
on an amalgamation of 2 or more predecessor corporations of 
the distributing corporation) by 


(A) a transferee corporation in relation to the distributing 
corporation or by a person or partnership with whom the 
transferee corporation did not deal at arm’s length from a 
person to whom the acquiror was not related or from a 
partnership, 


(B) a person or any member of a group of persons who 
acquired control of the distributing corporation as part of 
the series, 


(C) a particular partnership any interest in which is held, 
directly or indirectly through one or more partnerships, by 
a person referred to in clause (B), or 


(D) a person or partnership with whom a person referred 
to in clause (B) or a particular partnership referred to in 
clause (C) did not deal at arm’s length, 


(c) the dividend was received by a transferee corporation from a 
distributing corporation that, immediately after the reorganiza- 
tion in the course of which a distribution was made and the divi- 
dend was received, was not related to the transferee corporation 
and the total of all amounts each of which is the fair market 
value, at the time of acquisition, of a property that 


(i) was acquired, as part of the series of transactions or events 
that includes the receipt of the dividend, by a person (other 
than the transferee corporation) who was not related to the 
transferee corporation or, as part of the series, ceased to be 
related to the transferee corporation or by a partnership, oth- 
erwise than 


(A) as a result of a disposition in the ordinary course of 
business, 


(B) on a permitted acquisition in relation to a distribution, 
or 


(C) as a result of an amalgamation of 2 or more corpora- 
tions that were related to each other immediately before 
the amalgamation, and 


(ii) is a property (other than money, indebtedness that is not 
convertible into other property, a share of the capital stock of 
the transferee corporation and property more than 10% of the 
fair market value of which is attributable to one or more such 
shares) 


(A) that was received by the transferee corporation on the 
distribution, 


(B) more than 10% of the fair market value of which was, 
at any time after the distribution and before the end of the 
series, attributable to property (other than money and in- 
debtedness that is not convertible into other property) de- 
scribed in clause (A) or (C), or 


(C) to which, at any time during the course of the series, 
the fair market value of property described in clause (A) 
was wholly or partly attributable 


is greater than 10% of the fair market value, at the time of the 
distribution, of all the property (other than money and indebted- 
ness that is not convertible into other property) received by the 
transferee corporation on the distribution, or 


(d) the dividend was received by a distributing corporation that, 
immediately after the reorganization in the course of which a 
distribution was made and the dividend was received, was not 
related to the transferee corporation that paid the dividend and 
the total of all amounts each of which is the fair market value, at 
the time of acquisition, of a property that 


(i) was acquired, as part of the series of transactions or events 
that includes the receipt of the dividend, by a person (other 
than the distributing corporation) who was not related to the 
distributing corporation or, as part of the series, ceased to be 
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related: to the distributing corporation or by a partnership, 
otherwise than 


(A) as a result of a disposition in the ordinary course of 
business, 


(B) on a permitted acquisition in relation to a distribution, 
or 


(C) as a result of an amalgamation of 2 or more corpora- 
tions that were related to each other immediately before 
the amalgamation, and 


(ii) is a property (other than money, indebtedness that is not 
convertible into other property, a share of the capital stock of 
the distributing corporation and property more than 10% of 
the fair market value of which is attributable to one or more 
such shares) 


(A) that was owned by the distributing corporation imme- 
diately before the distribution and not disposed of by it on 
the distribution, 


(B) more than 10% of the fair market value of which was, 
at any time after the distribution and before the end of the 
series, attributable to property (other than money and in- 
debtedness that is not convertible into other property) de- 
scribed in clause (A) or (C), or 


(C) to which, at any time during the course of the series, 
the fair market value of property described in clause (A) 
was wholly or partly attributable 


is greater than 10% of the fair market value at the time of the 
distribution, of all the property (other than money and indebted- 
ness that is not convertible into other property) owned immedi- 
ately before that time by the distributing corporation and not dis- 
posed of by it on ey distribution. 


Pubso shares. In each case, the hess will be depose of at 
— that consists on of money. — 


and (d) shinai not eee to the pebutery Sispositon 
stances described —s ie 


Pubco if the aispaation occurs before the distribution that will be made in the course of 
the proposed butterfly reorganization. Accordingly, we are. prepared to recommend to 


understand will occur in June of 2005. While we cannot offer any eek that either 


the Minister or Parliament will agree with our oe we ~*~ that on 
statement of our lies is helpful to you. oS 


Yours sincerely, — DN — : 
Len Farber, General Director, Tax Lesion Division, eg oliey Branch 


Related Provisions: 55(3.2) — Interpretation; 88(1)(c)(iv), 88(1)(c.2) — Limitation 
of cost base of property on winding-up; 139.1(18) — Holding corporation deemed not 


S.. 55(3.1) 


to acquire! control of insurer on demutualization; 256(6)-(9) — Whether control 
acquired. 


History: Cls. 55(3.1)(c)(ii)(B), (C) and 55(3.1)(d)(ii)(B), (C) amended by 1998, c. 19, 
subsecs. 96(6) and (7), applicable to dividends received after April 26, 1995 except 
that, with respect to acquisitions of property that occur before June 20, 1996 or under a 
written agreement made before June 20, 1996, 


cl. 55(3.1)(c)(i)(B) shall be read as follows: 


(B) more than 10% of the fair market value of which was, at any time after 
the distribution and before the end of the series, attributable, to, property 
(other than money and indebtedness that is not convertible into other pro- 
perty) described in clause (A), or 


and 
cl. 55(3.1)(d)(ii)(B) shall be read as follows: 


(B) more than 10% of the fair market value of which was, at any time after 
the distribution and before the end of the series, attributable to property 
(other than money and indebtedness that is not convertible into other pro- 
perty) described in clause (A), or 


Cls. 55(3.1)(c)G@i)(B), (C) and 55(3.1)(d)Gi)(B), (C) formerly read: 


(B) more than 10% of the fair market value of which was, at any time after the 
distribution and before the end of the series, attributable to property received by 
the transferee corporation on the distribution, or 


(C) to which, at any time during the course of the series, more than 10% of the 
fair market value of a property referred to clause (A) was attributable 


(B) more than 10% of the fair market value of which was, at any time after the 
distribution, attributable to property described in clause (A), or 


(C) to which, at any time during ‘the course of the series, more than 10% of the 
fair market value of a property referred to in clause (A) was attributable 


Subsec. 55(3.1) amended by 1995, c. 3, subsec. 16(4), applicable to dividends received 
after February 21, 1994 other than dividends received before 1995 in the course of a 
reorganization that was required on February 22, 1994 to be carried out pursuant to a 
written agreement entered into before February 22, 1994, except that, in applying the 
Act to dividends received before June 23, 1994, 


(a) para. 55(3.1)(b) shall be read as follows: 


(b) the dividend was received as part of a series of transactions or events in 
which 
(i) a person or partnership (referred to in this subparagraph as the “‘ven- 
dor”) disposed of property and 


(A) the property: is 


(1) a share of the capital stock ofa distributing corporation that 
made a distribution as part of the series or of a:transferee corpo- 
ration in relation to the distributing corporation, or 


(ID, property 10% or more of the fair market value of which 
was, at any time during the course of the series, derived from 
one or more shares described in subclause (I), 


(B) the property or any other property (other than property received 
by the transferee corporation on the distribution) acquired by any 
person or partnership in substitution therefor was acquired (other- 
wise than on a permitted acquisition, permitted exchange or permit- 
ted redemption in relation to the distribution) by, a person (other 
than the vendor) who was not related to the vendor or, as part of the 
series, ceased to be related to the vendor or by a partnership, and 


(C), either 


(I) control of the distributing corporation or of a transferee cor- 
poration in relation to the distributing corporation was acquired 
(otherwise than as a result of a permitted acquisition, permitted 
exchange or permitted redemption in relation to the distribu- 
tion) by any person or group of persons, or 


(i) the vendor was, at any time during the course of the series, 
a specified shareholder of the; distributing corporation or a 
transferee corporation in relation to the distributing corporation, 
or 


(ii) a share of the capital stock of a distributing corporation was acquired 
(otherwise than on a permitted acquisition or permitted exchange in re- 
lation to a distribution by the distributing corporation or on an amalga- 
mation of 2 or more predecessor corporations of the distributing corpo- 
ration), in contemplation of a distribution by the distributing 
corporation, by 


(A) a transferee corporation in relation to the distributing corpora- 
tion, or by any person or partnership with whom the transferee cor- 
poration did not deal at arm’s length from a person to whom the 
acquiror was not related, 


(B) a person or any member of a group of persons who acquired 
control of the distributing corporation as part of the series, 
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(C) a particular partnership any interest in which is held, directly or 
indirectly through one or more partnerships, by a person referred to 
in clause (B), or 
(D) a person or partnership with whom a person referred to in 
clause (B) or a particular partnership referred to in clause (C) did 
not deal at arm’s length, or 

and 

(b) the Act shall be read without reference to paras. 55(3.1)(c) and (d). 
Subsec. 55(3.1) formerly read: 


(3.1) Idem — Notwithstanding subsection (3), a dividend to which subsection 
(2) would, but for paragraph (3)(b), otherwise apply is not excluded from the 
application of subsection (2) where the dividend is received as part of a series of 
transactions or events in which 


(a) a person or partnership (in this subsection referred to as the “foreign ven- 

dor’) who, or any member of which, is resident in a:country other than Can- 

ada disposes of property that is 
(i) a share of the capital stock of the particular corporation referred to in 
paragraph (3)(b) or of a transferee (within the meaning assigned by that 
paragraph) in relation to the particular corporation that is taxable Cana- 
dian property of the foreign vendor or, where the foreign vendor is a 
partnership, would be taxable Canadian property of the foreign vendor if 
the foreign vendor were non-resident, or 


(ii) property the fair market value of which, at any time during the 
course of the series of transactions or events, is derived principally from 
one or more shares which, if owned by the foreign vendor, would be 
shares described in subparagraph (i); and 


(b) the property disposed of by the foreign vendor or any other property 
acquired by any person or partnership in substitution for it is acquired by a 
person (other than the particular corporation) or partnership that, at any time 
during the course of the series of transactions or events, deals at arm’s length 
with the foreign vendor. 


Subsec. 55(3.1) added by 1994, c. 21, s. 24, applicable to dividends received after May 
4, 1993, other than a dividend received as part of a series of transactions or events in 
which a foreign vendor was obliged on May 4, 1993 to dispose of property described in 
para. 55(3.1)(a), under a written agreement entered into before May 5, 1993. 


1.T. Technical News: 3 (butterfly reorganizations); 9 (the backdoor butterfly rule); 16 
(Parthenon Investments case). 


(3.2) Interpretation of para. (3.1)(b) — For the purpose of para- 
graph (3.1)(b), 
(a) in determining whether the vendor referred to in subpara- 
graph (3.1)(b)(4) is at any time a specified shareholder of a trans- 
feree corporation or of a distributing corporation, the references 
in the definition “specified shareholder” in subsection 248(1) to 
“taxpayer” shall be read as “person or partnership”; 


(b) a corporation that is formed by the amalgamation of 2 or 
more corporations (each of which is referred to in this paragraph 
as a “predecessor corporation”) shall be deemed to be the same 
corporation as, and a continuation of, each of the predecessor 
corporations; 


(c) subject to paragraph (d), each particular person who acquired 
a share of the capital stock of a distributing corporation in con- 
templation of a distribution by the distributing corporation shall 
be deemed, in respect of that acquisition, not to be related to the 
person from whom the particular person acquired the share 
unless 


(i) the particular person acquired all the shares of the capital 
stock of the distributing corporation that were owned, at any 
time during the course of the series of transactions or events 
that included the distribution and before the acquisition, by 
the other person, or 


(ii) immediately after the reorganization in the course of 
which the distribution was made, the particular person was 
related to the distributing corporation; 


(d) where a share is acquired by an individual from a personal 
trust in satisfaction of all or a part of the individual’s capital 
interest in the trust, the individual shall be deemed, in respect of 
that acquisition, to be related to the trust; 


(e) subject to paragraph (f), where at any time a share of the 
capital stock of a corporation is redeemed or cancelled (other- 
wise than on an amalgamation where the only consideration re- 
ceived or receivable for the share by the shareholder on the 


“qualified person” under subsection 55(1). ; 
Letter from Dept. of aes May 15, 2000: See ees as qualified 
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amalgamation is a share of the capital stock of the corporation 
formed by the amalgamation), the corporation shall be deemed 
to have acquired the share at that time; 


(f) where a share of the capital stock of a corporation is re- 
deemed, acquired or cancelled by the corporation pursuant to the 
exercise of a statutory right of dissent by the holder of the share, 
the corporation shall be deemed not to have acquired the share; 


(g) control of a corporation shall be deemed not to have been 
acquired by a person or group of persons where it is so acquired 
solely because of 


(i) the incorporation of the corporation, or 


(ii) the acquisition by an individual of one or more shares for 
the sole purpose of qualifying as a director of the corpora- 
tion; and 


(h) each corporation that is a shareholder and specified share- 
holder of a distributing corporation at any time during the course 
of a series of transactions or events, a part of which includes a 
distribution made by the distributing corporation, is deemed to 
be a transferee corporation in relation to the distributing 
corporation. 


Proposed Amendment — 55(3.2)(h) 


(hb) in relation to a distribution each corporation (other than a 
_ qualified person in relation to the distribution) that is a share- 
holder and a specified shareholder of the distributing corpora- 
tion at any time during the course of a series of transactions or 
events, a part of which includes the distribution made by the 
distributing corporation, is deemed to be a transferee corpora- 
tion in relation to the distributing corporation. : 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 25(6), 
will amend para. ~ a to toad | as moves SS in gespoct of dividends re- 
ceived after 1999. 


Technical Notes (duly 201 eo Sibson 55(3.2) sets out a canbe of interpreta- 
tive rules for the purpose of paragraph 55(3. 1)(b). Paragraph $5(3.2)(h) provides that 
each corporation that is a shareholder and specified shareholder of the distributing 
corporation at any time during the course of the series of transactions or events that 
includes a distribution is deemed to be a transferee corporation in rel tion to the | 
distributing corporation. Paragraph 55(3.2)(h) is amended, for dividends received af- _ 
ter 1999, to ensure that a “qualified person” as defined in subsection 55(1) is not 
deemed by this provision to be a transferee corporation in relation to the distributing 
corporation. For additional information, see the comments in the explo note to 


person’. 


Related Provisions: 88(1)(c)(iv), 88(1)(c.2) — Winding-up; 139.1(18) — Holding 
corporation deemed not to acquire control of insurer on demutualization; 256(6)—-(9) — 
Whether control acquired. 


History: Para. 55(3.2)(h) added by 1998, c. 19, subsec. 96(8), applicable to dividends 
received after June 20, 1996 other than dividends received in the course of a reorgani- 
zation that is carried out under a series of transactions or events substantially advanced, 
as evidenced in writing, before June 21, 1996 or that was required on June 20, 1996 to 
be carried out under a written agreement made before June 21, 1996, and for the pur- 
pose of this application, a reorganization is deemed not to be required to be carried out 
if the parties to that agreement can be relieved of that requirement if there is a change 
to the Act. 


Subsec. 55(3.2) added by 1995, c. 3, subsec. 16(4), applicable to dividends received 
after February 21, 1994 other than dividends received before 1995 in the course of a 
reorganization that was required on February 22, 1994 to be carried out pursuant to a 
written agreement entered into before February 22, 1994, except that, in applying the 
Act to dividends received before June 23, 1994, the Act shall be read without reference 
to paras. 55(3.2)(c) and (e). 


(3.3) Interpretation of “specified shareholder” changed — 
In determining whether a person is a specified shareholder of a cor- 
poration for the purposes of subparagraph (3.1)(b)(i) and paragraph 
(3.2)(h), the reference in the definition “specified shareholder” in 
subsection 248(1) to “or of any other corporation that is related to 
the corporation” shall be read as “or of any other corporation that is 
related to the corporation and that has a significant direct or indirect 
interest in any issued shares of the capital stock of the corporation”. 


History: Subsec. 55(3.3) added by 1998, c. 19, subsec. 96(9), applicable to dividends 
received after 1996. 
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d Addition — Bota 4) 


whether a person is a specified haehbldee of a ‘corporation for 
the purposes of the definiti t: ronal ed person” - in subsection (1), 
aN 2)(h) as it applies} for 


purpose of the definition." 
55.4), which applies to div 
nership that would not, but for the ownership of shares of a specified class, b 
specified shareholder, will not be subject to the restrictions on the disposition of pro- 
perty described in subparagraph 55(3. 1)(b)(@i) and will not be deemed to be a trans- 
feree corporation for the purpose of subparagraph 55(3.1)(b)(iii). _ | 


Letter from = 
person’. yy 


his subace oh as a “predecessor 


e same corporation as, and a Copenatcn. a 


Technical Notes (uly: y 2010): hon 55(3.5) is a new provision that applies 

pi ( eam §5(3.1)(c) and (d) pro- 
which paragraph 
L ¢ r ‘ §(2) where, as Part 
of the series of Darees or events that includes the receipt of the dividend, pro- 
perty described therein is acquired by a particular person or partnership. In the case 
of paragraph 55(3.1)(c), the particular person is a person who is not related to the 
transferee corporation (or ceases to be related to the transferee Corporation). In the 
case of paragraph 55(3.1)(d), the particular person is a per: 
the distributing corporation ‘(or ceases to be related to the distributing corporation). 
Property described in paragraph Bo DO) wa not include a share of the capital 


decne an pees comeraion to be the same corporation as, and a continuation 
of, each of its predecessor corporations provided each of the predecessor corpora- 
tions was related to each other immediately before the amalgamation. As a result, the 
references in paragraphs 55(3.1)(c) and (d) toa share of the capital stock of the trans- 
feree or distributing corporation include a share of the capital stock of a new corpora- 
tion formed on an amalgamation where the new corporation is deemed by new sub- 
section 55(3.5) to be the same corporation as, and a continuation of, the transferee or 


distributing corporation, as the case may be. __ 
Letter rom yet of Slesleie Feb. 8, 2002: 
Dear [xxx]: 


We are writing in response to your. correspondence of ey 25, 2002 and lee 
to your numerous discussions with officials at the Tax Policy Branch regarding the 


application of paragraph 55(3.1)(c) of the Income Tax Act (the “Act’) to a proposed 
issuance of shares by a corporation ie ad a reorganization described in — 
§5(3)(b) of the Act. | 


More specifically, you advised us that a transferee corporation (“Newco’ , rebeived a 
distribution in the course of a paragraph 55(3)(b) reorganization. The property re- _ 


ceived by Newco consisted of all the shares of the capital stock of Subco A which, in 
turn, owned all the shares of Subco B (itself a transferee corporation as a r 
previous paragraph 55(3)(b) reorganization). At the time of the distribution, Subco B 


owned shares of Opco. Following the distribution, Newco amalgamated with Subco ~ 


A and Subco B to form Amalco. Amalco then amalgamated with Opco to form 


a received after 1999, ensures that a person or ag! : 


ao Finance, ~~ 15, ae See under 58)" “ 


y before the he 
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Amalco2. Immediately before the amalgamation in which Amalco2 was created, 
Amalco owned all the shares of Opco. Each amalgamation was governed by subsec- 
tion 87(1) of the Act. Amalco2 is now proposing to issue shares of its capital stock to 
persons not related to it in consideration for the transfer of property to Amalco2. 


Your concern is that property described i in paragraph 55(3.1)(c) will be acquired as a 
result of the issuance of the Amalco2 shares. While subparagraph $5(3.1)(©)Gi) ex- 

cludes a share. of the capital stock of a transferee corporation from the type of pro- 
perty desi ribed in paragraph 55(3. 1)(c), this exclusion does not extend to a share of 
the capital stock of a new corporation formed on the amalgamation of a transferee 
corporation and a corporation related to the transferee corporation. 


You submit that the result is anomalous and frustrates the legislative scheme in para- 
, ularly i in view y of the exclusion i in clause 35G- I(e)G)(C) for 


In addition, you submit that there is an apparent conflict between’ subparagraph 
5G. 1)(b)Gi) an paragraph 55(3.1)(c). Subparagraph 55(3.1)(b)Gi) applies, among 
other things, to an issuance of shares of the capital stock of a transferee corporation 
(or a new pene deemed by paragraph a 2)(b) to be a continuation of the 
control. In your view, subpar- 
which a share issued by a 
i corporation (or 2 a new goes formed on the amalgamation of a 
; corporation) should 


or should not affect a paragraph 55(3)(b) reorganization and, therefore, if paragraph 
ied, t! acquisition of control. test in sy eae ice §5(3.1)(b)(ii) 


ope 

ecordingly, we are bare to recommend to the Minister of Fi- 
nance that, for the purpose of paragraph 55(3.1)(c), the Act be amended to ensure 
‘din your correspondence, Amalco2 will be considered to 
s, and a continuation of, Newco. In addition, as a result of 
our review, we will also recommend that an amendment be made to the Act to ensure 
that a similar continuation rule will apply to a distributing corporation for the pur- 
pose of paragraph 55. 1)(d). If the recommendations are acted upon, we ayes 
ould be included i in the next technical bill. 


Len Farber, General Director, Pole) Branch 

(4) Avoidance of subsec. (2) — For the purposes of this sec- 
tion, where it can reasonably be considered that one of the main 
purposes of one or more transactions or events was to cause 2 or 
more persons to be related to each other or to cause a corporation to 
control another corporation, so that subsection (2) would, but for 
this subsection, not apply to a dividend, those persons shall be 
deemed not to be related to each other or the corporation shall be 
deemed not to control the other. corporation, as the case may be. 
Related Provisions: 55(5)(¢) — Determination of “related” and “arm’s length”; 
139.1(18) — Holding corporation deemed not to acquire control of insurer on 
demutualization. 


History: Subsec. 55(4) amended by 1994, c. 3, subsec. 16(5), applicable to dividends 
received after February 21, 1994, other than dividends received as part of a transaction 
or event or a series of transactions or events that was required on February 22, 1994 to 
be carried out pursuant to a written agreement entered into before February 22, 1994. 
Subsec! 55(4) formerly read: 


(4) Arm’s length dealings — Where it may reasonably be considered that the 
principal purpose of one or more transactions or events was to cause two or more 
persons to be related or to not deal with each other at arm’s length, or to cause 
one corporation to control another corporation, so as to make subsection (2) in- 
applicable, for the purposes of this section, those persons shall be deemed not to 
be related or shall be deemed to deal with each other at arm’s length, or the 
corporation shall be deemed not to control the other corporation, as the case may 
be. 


(5) Applicable rules — For the purposes of this section, 


(a) where a dividend referred to in subsection (2) was received 
by a corporation as part of a transaction or event or a series of 
transactions or events, the portion of a capital gain attributable 
to any income expected to. be earned or realized by a corporation 
after the safe-income determination time for the transaction, 
event or series is deemed to be a portion of a capital gain attribu- 
table to anything other than income; 


(b) the income earned or realized by a corporation for a period 
throughout which it was resident in Canada and not a private 
corporation shall be deemed to be the total of 


(1) its income for the period otherwise determined on the as- 
sumption that no amounts were deductible by the corporation 
by reason of section 37.1 of this Act or paragraph 20(1)(gg) 
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of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, 


(ii) the amount, if any, by which 


(A) the amount, if any, by which the total of the capital 
gains of the corporation for the period exceeds the total of 
the taxable capital gains of the corporation for the period 


exceeds 


(B) the amount, if any, by which the total of the capital 
losses of the corporation for the period exceeds the total 
of the allowable capital losses of the corporation for the 
period, 
(iii) the total of all amounts each of which is an amount re- 
quired to have been included under this subparagraph as it 
read in its application to a taxation year that ended before 
February 28, 2000, 


(iv) the amount, if any, by which 


(A) '/ of the total of all amounts each of which is an 
amount required by paragraph 14(1)(b) to be included in 
computing the corporation’s income in respect of a busi- 
ness carried on by the corporation for a taxation year that 
is included in the period and that ended after February 27, 
2000 and before October 18, 2000, 


exceeds 


(B) where the corporation has deducted an amount under 
subsection 20(4.2) in respect of a debt established by it to 
have become a bad debt in a taxation year that is included 
in the period and that ended after February 27, 2000 and 
before October 18, 2000, or has an allowable capital loss 
for such a year because of the application of subsection 
20(4.3), the amount determined by the formula 


V+WwW 


where 


V is ' of the value determined for A under subsection 
20(4.2) in respect of the corporation for the last such 
taxation year that ended in the period, and 


W is '/ of the value determined for B under subsection 
20(4.2) in respect of the corporation for the last such 
taxation year that ended in the period, and 


(C) in any other case, nil, and 
(v) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
required by paragraph 14(1)(b) to be included in comput- 
ing the corporation’s income in respect of a business car- 
ried on by the corporation for a taxation year that is in- 
cluded in the period and that ends after October 17, 2000, 


exceeds 


(B) where the corporation has deducted an amount under 
subsection 20(4.2) in respect of a debt established by it to 
have become a bad debt in a taxation year that is included 
in the period and that ends after October 17, 2000, or has 
an allowable capital loss for such a year because of the 
application of subsection 20(4.3), the amount determined 
by the formula 


xX 33 by’ 
where 


X is the value determined for A under subsection 20(4.2) 
in respect of the corporation for the last such taxation 
year that ended in the period, and 


Y is '/; of the value determined for B under subsection 
20(4.2) in respect of the corporation for the last such 
taxation year that ended in the period, and 


(C) in any other case, nil; 
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Selected Cases [para. 55(5)(b)]: Lamont Management Ltd. v. R., [2000] 3 C.T.C. 
18 (FCA); rev’g [1999] 3 C.T.C. 2576 (TCC) (Provision does not limit “any corpora- 
tion” in subsec. 55(2)). 


(c) the income earned or realized by a corporation for a period 
throughout which it was a private corporation is deemed to be its 
income for the period otherwise determined on the assumption 
that no amounts were deductible by the corporation under sec- 
tion 37.1 of this Act, as that section applies for taxation years 
that ended before 1995, or paragraph 20(1)(gg) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952; 


Selected Cases [para. 55(5)(c)]: Lamont Management Ltd. v. R., [2000] 3 C.T.C. 
18 (FCA); rev’g [1999] 3 C.T.C. 2576 (TCC) (Provision does not limit “any corpora- 
tion” in subsec. 55(2)). 


(d) the income earned or realized by a corporation for a period 
ending at a time when it was a foreign affiliate of another corpo- 
ration shall be deemed to be the total of the amount, if any, that 
would have been deductible by that other corporation at that 
time by virtue of paragraph 113(1)(a) and the amount, if any, 
that would have been deductible by that other corporation at that 
time by virtue of paragraph 113(1)(b) if that other corporation 


(i) owned all of the shares of the capital stock of the foreign 
affiliate immediately before that time, 


(ii) had disposed at that time of all of the shares referred to in 
subparagraph (i) for proceeds of disposition equal to their 
fair market value at that time, and 

(111) had made an election under subsection 93(1) in respect 
of the full amount of the proceeds of disposition referred to 
in subparagraph (11); 


Selected Cases [para. 55(5)(d)]: Lamont Management Ltd. v. R., [2000] 3 C.T.C. 
18 (FCA); rev’g [1999] 3 C.T.C. 2576 (TCC) (Provision does not limit “any corpora- 
tion” in subsec. 55(2)); Brelco Drilling Ltd. v. R., [1999] 3 C.T.C. 95 (FCA); rev’g 
[1998] 3 C.T.C. 2208 (TCC) (Provision not a complete code for determining “safe 
income”). 


(e) in determining whether 2 or more persons are related to each 
other, in determining whether a person is at any time a specified 
shareholder of a corporation and in determining whether control 
of a corporation has been acquired by a person or group of 
persons, 


(i) a person shall be deemed to be dealing with another per- 
son at arm’s length and not to be related to the other person if 
the person is the brother or sister of the other person, 


(11) where at any time a person is related to each beneficiary 
(other than a registered charity) under a trust who is or may 
(otherwise than by reason of the death of another beneficiary 
under the trust) be entitled to share in the income or capital 
of the trust, the person and the trust shall be deemed to be 
related at that time to each other and, for this purpose, a per- 
son shall be deemed to be related to himself, herself or itself, 


(iii) a trust and a person shall be deemed not to be related to 
each other unless they are deemed by paragraph (3.2)(d) or 
subparagraph (ii) to be related to each other or the person is a 
corporation that is controlled by the trust, and 


(iv) this Act shall be read without reference to subsection 
251(3) and paragraph 251(5)(b); and 


Selected Cases [para. 55(5)(e)]: Gestion B. Dufresne Ltée y. R., [1998] 4 C.T.C. 
2551 (TCC) (Wide definition of terms permitted to give effect to intention of 
Parliament). 


(f) where a corporation has received a dividend any portion of 
which is a taxable dividend, 


(i) the corporation may designate in its return of income 
under this Part for the taxation year during which the divi- 
dend was received any portion of the taxable dividend to be a 
separate taxable dividend, and 


(ii) the amount, if any, by which the portion of the dividend 
that is a taxable dividend exceeds the portion designated 
under subparagraph (i) shall be deemed to be a separate taxa- 
ble dividend. 


Selected Cases [para. 55(5)(f)]: Nassau Walnut Investments Inc. V. R., [1998] 1 
C.T.C. 33 (FCA) (Provision available to taxpayers assessed under subsec. 55(2)); 


Subdivision c — Taxable Capital Gains 


Administration Gilles Leclair Inc. v. R., [1997] 3 C.T.C. 3053 (TCC) (Taxpayer not 
precluded from late filing of designation for separate dividends); Placer Dome Inc. v. 
Canada, [1997] 1 C.T.C: 72 (FCA) (“Purpose” is subjective in nature; “result” is 
objective); CPL Holdings v. Canada, [1995] 1 C.T.C. 447 (FCTD) (Provision not ap- 
plicable where transactions not motivated by same considerations and purpose was to 
improve legal protection); Trico Industries Ltd. v. Canada, [1994] 2 C.T.C. 2053 
(TCC) (Separate designation not permitted where not made at proper time). 


Related Provisions [subsec. 55(5)]: 141.1 — Insurance corporation deemed not to 
be private corporation; 256(6)—(9) — Whether control acquired. 


History: Subpara. 55(5)(b)(iii) amended and subparas. (iv) and (v) added, by 2001, c. 
17, subsec. 38(3), applicable to taxation years that end after February 27, 2000. Sub- 
para. (iii) formerly read: 


(iii) the total of all amounts each of which is an amount in respect of a business 
carried on by the corporation at any time in the period, equal to the amount, if 
any, by which the total of ' 


(A) where the period commenced before the corporation’s adjustment time, 
the amount, if any, by which 


(J) the total of the amounts in respect of the business required to be in- 
cluded in the calculation of the corporation’s cumulative eligible capital 
by reason of the description of E in the definition “cumulative eligible 
capital” in subsection 14(5) with respect to that portion of the period 
preceding its adjustment time 


exceeds the total of 


(I), the cumulative eligible capital of the corporation in respect of the 
business, at the commencement of the period, 


(II) '2 of the total of the eligible capital expenditures in respect of the 
business that’ were made or incurred by the corporation during that por- 
tion of the period preceding its adjustment time, and 


(IV) to the extent that the amount determined under subclause (J). ex- 
ceeds the total of the amounts determined under subclauses (II) and 
(III), 2 of the total of the eligible capital expenditures in respect of the 
business that were made or incurred by the corporation during that por- 
tion of the period following its adjustment time, j 


(B) 3 of the total of the amounts in respect of the business required to be 
included in the calculation of the corporation’s cumulative eligible capital by 
reason of the description of E in the definition “cumulative eligible capital” 

-in subsection 14(5) with respect to that portion of the period following its 
adjustment time, and 


(C) ‘4 of all amounts received in the period that were required to be included 
in the corporation’s income by reason of paragraph 12(1)(i.1) 


exceeds the total of 


(D) where the period commenced after the corporation’s adjustment time, '/3 
of the cumulative eligible capital of the corporation in respect of the busi- 
ness at the commencement of the period, 


(BE) ‘4 of the total-of the eligible capital expenditures in respect of the busi- 
ness made or incurred by the corporation with respect to that portion of the 
period after its adjustment time:and a portion of which were not included in 
subclause (A)(1V), 


(F) where the period commenced before the corporation’s adjustment time, 
‘2 of the amount, if any, by which the total of the amounts determined in 
respect of the corporation under subclauses (A)(II) and (IID) exceeds the 
amount determined in respect of the corporation under subclause (A)(I), and 


(G) ‘4 of all amounts deducted by the corporation under subsection 20(4.2) 
in respect of debts established by it to have.become bad debts during the 
period; 


Subpara: 55(5)(e)(iv) amended by the said c. 17, subsec. 38(5), applicable to dividends 
that are received after November 1999, other than dividends received as part of a trans- 
action or event, or a series of transactions or events, that was required before December 
1, 1999 to be carried out pursuant to a written agreement made before that ek Sub- 
para. (iv) formerly read: 


(iv) persons who are related to each other solely because of a right referred to in 
paragraph 251(5)(b) shall be deemed not to be related to each other; and 


Paras. 55(5)(a) and (c) amended by 1998, c. 19, subsecs. 96(10) and (11), para. 55(5)(a) 
applicable to dividends received after June 20, 1996 and para. 55(5)(c) applicable to 
1995 et seg. The paras. formerly read: 


(a) the portion of any, capital gain attributable to any income that is expected to 
be earned or realized by a corporation after the time of receipt of the dividend 
referred to in subsection (2) shall, for greater certainty, be deemed to be a portion 
of the capital gain attributable to anything other than income; 


(c) the income earned or realized by a corporation for a period throughout which 
it was a private corporation shall be deemed, to be its income for the period oth- 
erwise determined on the assumption that no amounts were deductible by the 
corporation by reason of section 37.1 of this Act or paragraph 20(1)(gg) of the 
Income Tax’ Act, chapter 148 of the Revised Statutes of Canada, 1952; 


S. 55(6) 


Para. 55(5)(e) amended by 1995, c. 3, subsec. 16(6), applicable to dividends received 
after February 21, 1994, other than dividends received as part of a transaction or event 
or a series of transactions or events that was required on February 22, 1994 to be car- 
ried out pursuant to a written agreement entered into before February 22, 1994. Para, 
(e) formerly read: 
(e) in determining whether two or more persons are dealing with each other at 
arm’s length, persons shall be deemed to be dealing with each other at arm’s 
length and not to be related to each other if one is the brother or sister of the 
other; and 
Selected Cases [subsec. 55(5)]: Nassau Walnut Investments Inc. V. R., [1998] 1 
C.T.C. 33 (FCA) (Provision available to taxpayers assessed under subsec. 55(2)). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


1.T. Technical News: .7 (subsection 55(2) — recent cases); 16 (Brelco Drilling); 33 
(income earned or realized — Kruco); 34 (safe income calculation — Kruco). 


_ Proposed Addition — 55(6) 


6 listed shares deemed listed — A share (in this sibjsecs u 
tion eferred to as the “reorganization share” ) is deemed, for the 
of subsection 1166) and ae definition ” ‘taxable Cana- 


is received — in the course of a 


to a taxpayer by a pub- ” 
doration in Cease. for another share of that corpo- 
: n this subsection referred to. as. the “old share”) 
owned by ee arpayer, and 

share is exchanged by the taxpayer 
for a share of another public corporation (in this subsection 
‘to as the “new share’) in an exchange that would 
be a permitted exchange if the definition “Dermitted ex- s 
change” were read without reference to paragraph | i, ue 
2 _ subparagraph (b)Gi) of that definition; 


© imr ediately before the exchange, the old share 

Gi is listed on a designated stock exchange, and — 

Gi i is not taxable Canadian property of the taxpayer; and 
(d) the new share i is listed ona designated stock exchange. __ 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 25(8), 
will add subsec. 55(6), applicable to shares that are issued after April 26, 1995, ex- 
cept that for the period before December 14, 2007, the references to “designated 
stock exchange” are to be read as references to “prescribed stock exchange”. 


Technical Notes (July 2010): New subsection 55(6), which applies to shares 
issued after April 26, 1995, treats a taxpayer's unlisted shares of a public corporation 
(“reorganization shares”) — that were issued to the taxpayer and redeemed in the 
course of a tax-deferred reorganization spin-off by the public corporation — to be 
listed on a prescribed stock exchange. This subsection ensures that the shares are 
listed on a prescribed stock exchange for the purposes of the clearance certificate rule 
in subsection 116(1) and the definition “taxable Canadian property” in subsection 
248(1). However, for this treatment to apply, the following conditions must be met: 


ea dividend must be received in the course of the reorganization to which the anti- 
avoidance rule in subsection 55(2) does not apply because of the exception for 
certain spin-off butterfly transactions: in pee a 


° in contuplanon of the eon, 


= oe reorganization share must be issued to a taxpayer by a public corporation 
in an exchange for another share of that corporation (the old share) pwned 
we the taxpayer, and 


—— the reorganization share must be exchanged by the taxpayer for a new share 
of another public corporation in an exchange that would be within the mean- 
_ ing of the definition “permitted exchange” in subsection 55(1) if that defini- 
tion were read without reference to paragraph (a) and subparagraph (b) (ii) of 
that definition. In other words, the exchange occurs in Contemplation of a. 
publi. corporation transacting a spin-off reorganization, 


y immediately before the. exchange, the old share’ 
= must be listed on a prescribed stock xcnanee, and 


- — must not be ‘taxable: Paredes property of the taxpayer; and 


* the new share must be 1 edo ona prescribed stock exchange. 
Letter from Dept. of Finance, June 6, 2000: 
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S. 55(6) 


Dear [xxx]: 

I am writing in response to your letter of March 20, 2000 and further to your tele- 
phone conversation with Davine Roach of this Division regarding a proposed butter- 
fly reorganization in which [xxx], a Canadian public corporation, proposes to dis- 
tribute the shares of its wholly-owned subsidiary, [xxx] (“Subco”), proportionately 
amongst [xxx] shareholders. [xxx] shareholders will hold their interest in Subco indi- 
rectly through Newco, which will subsequently be amalgamated with Subco. 


Our understanding of the facts of the proposed transaction is that the common shares 
currently held by each [xxx] shareholder will be exchanged for New [xxx] Common 
Shares and [xxx] Reorganisation Shares. The Reorganisation Shares will not be listed 
on a stock exchange prescribed in the Income Tax Regulations (a “prescribed stock 
exchange”). The [xxx] Reorganisation Shares will be exchanged for Newco common 
shares (the “Newco Shares”). The Newco Shares will be listed on a prescribed stock 
exchange. [xxx] Reorganisation Shares will be redeemed by [xxx] as part of the but- 
terfly reorganisation. 


Because of subparagraph 115(1)(b)(iv) of the Income Tax Act (the “Act”), the [xxx] 
Reorganisation Shares will be considered to be taxable Canadian property for the 
purposes of the Act. Under the provisions of section 85 and 85.1 of the Act, the 
taxable Canadian property status of the [xxx] Reorganisation Shares will also cause 
the Newco Shares acquired in exchange for a shareholder’s Reorganisation Shares to 
be taxable Canadian property of the shareholder even though the Newco Shares will 
be listed on a prescribed stock exchange. In addition, the {xxx] Reorganisation 
Shares will not be considered to be excluded property for the purpose of subsection 
116(3) of the Act because paragraph 116(6)(b) of the Act will not apply to those 
shares. 


In these circumstances, we agree that the Newco Shares held by a shareholder, which 
were acquired by the shareholder in exchange for the Reorganisation Shares in the 
course of the butterfly reorganisation, should not be considered to be taxable Cana- 
dian property of the shareholders for the purposes of the Act. Consequently, we will 
recommend to the Minister of Finance that amendments to the Act be introduced to 
ensure that the [xxx] Reorganisation Shares held by a shareholder of [xxx] will not 
be considered to be taxable Canadian property of the shareholder for the purposes of 
the Act. 


You have also expressed a concern that shareholders may be prevented from choos- 
ing, under subsection 85.1(1) of the Act, to include in computing their incomes a loss 
arising from the disposition of their Reorganisation Shares in exchange for Newco 
Common Shares because of the application of paragraph 40(3.5)(b) of the Act. 


The stop-loss rule in subsection 40(3.4) of the Act suspends the loss that would oth- 
erwise be realized on a transfer of a non-depreciable capital property to an affiliated 
person. For the purposes of this rule, paragraph 40(3.5)(b) provides that a share that 
is acquired in exchange for another share in a transaction to which section 85.1 ap- 
plies is deemed to be a property identical to the other share. This ensures, for exam- 
ple, that a loss that is deferred on the transfer of a share to an affiliate will not be 
recognized at the time the share is subsequently replaced by the affiliate in a share- 
for-share exchange with another corporation under that provision. Even though it 
may be argued that the former share is no longer held by an affiliated person (since 
that share no longer exists), paragraph 40(3.5)(b) causes the new share in effect to 
take its place for this purpose. 


We agree that from a policy point of view, in a transaction to which section 85.1 


applies, it ought to be possible for the vendor (as defined in that subsection) to realize — 


a loss on the transfer of the exchanged shares to the purchaser corporation in ex- 
change for shares of the purchaser, provided that the purchaser is not affiliated with 
the vendor. We will recommend that the Act be amended to ensure that this result 
obtains in the context of the transaction that you have described. We do not, how- 
ever, anticipate recommending that this change be implemented in the particular 
manner proposed in your letter — through a new exclusion in subsection 85.1(2). 
This would have the incidental effect of removing a whole class of transactions from 
the application of paragraph 85.1(1)(b), a result which we do not believe would be 
appropriate in policy terms. 


We will recommend that the amendments described above be included in a fee bill 
containing technical amendments to the Act. While I cannot, as you know, offer any 
assurance that either the Minister or Parliament will agree with our recommenda- 
tions, I hope that this statement of our position is helpful to you. 


Yours sincerely, 
Len Farber : 
General Director, Tax Legislation Division, Tax Policy Branch 


Letter from Dept. of Finance, Feb. 28, 2001: 
Dear [xxx]: 


This is in response to your letter of December 20, 2000 to Davine Roach of the 
Department regarding a proposed series of transactions under which a public corpo- 
ration (“Opco”) in the course of a butterfly reorganization spins-off certain of its 
property to a new corporation (“Newco”). 


Our understanding of the facts of the proposed transaction is that each common share 
currently held by an Opco shareholder will be exchanged for a new common share 
and a special share of Opco. This exchange will be governed by section 86 of the 
Income Tax Act (the “Act”). The special shares of Opco will be redeemable and will 
not be listed on a prescribed stock exchange. Newco will acquire all the special 
shares of Opco from the Opco shareholders in exchange for common shares of 
Newco (the Newco shares). This exchange will be governed by section 85.1 of the 


Income Tax Act, Part I, Division B 


Act unless a shareholder elects under subsection 85(1) of the Act. The Newco shares 
will be listed on a prescribed stock exchange. Opco will redeem the special shares of 
Opco acquired by Newco as part of the butterfly reorganization. 


Because of subparagraph 115(1)(b)(iv) of the Act, the special shares of Opco held by 
a non-resident shareholder will be considered to be taxable Canadian property for the 
purposes of the Act. Under the provisions of sections 85 and 85.1 of the Act, the 
taxable Canadian property status of the special shares of Opco will also cause the 
Newco shares acquired by the non-resident shareholder in exchange for the non-resi- 
dent’s special shares of Opco to be taxable Canadian property of the non-resident 
even though the Newco shares will be listed on a prescribed stock exchange. As well, 
the special shares of Opco will not be considered to be excluded property for the 
purpose of subsection 116(3) of the Act because the definition “excluded property” 
in subsection 116(6) applies, in the case of shares of the capital stock of a corpora- 
tion, only if the shares are listed on a prescribed stock exchange. 


In these circumstances, we agree that Newco shares should not be considered to be 
taxable Canadian property by reason only of a deeming rule that applies on the ex- 
change of the special shares for the Newco shares (i.e., because subparagraph 
115(1)(b)(iv) applied before the exchange to the special shares of Opco). Conse- 
quently, we are prepared to recommend to the Minister of Finance that the income 
tax provisions be amended to ensure that the above-mentioned special shares of Opco 
held by a non-resident shareholder will not be considered to be taxable Canadian 
property of the non-resident in these circumstances for the purposes of the Act. We 
would recommend that such an amendment be effective for such reorganization 
shares issued by a public corporation after April 26, 1995 where the shares were 
issued by the corporation as part of the series of transactions or events that included a 
distribution of property by the corporation in the course of a butterfly reorganization. 
The date of April 26, 1995 is the date upon which the related amendments to para- 
graph 115(1)(b) took effect. If the recommendation is acted upon, I would anticipate 
that such an amendment would be included in a future technical bill. 


Yours sincerely, 


Len Farber > 
General Director, Tax Legislation Division, Tax Policy Branch 


Letter from Dept. of Finance, July 3, 2001: See under 256(7)(a)(i)(E). 


Selected Cases [s. 55]: 943963 Ontario Inc. v. R., [1999] 4 C.T.C. 2119 (TCC) 
(Part IV tax applicable to all dividends and deemed dividends, including those from 
“safe income’’). 


Definitions [s. 55]: “acquired” — 55(3.2)(e), (f), 139.1(18), 256(7); “acquiror’” — 
55(1)“permitted exchange’’(b); “acquisition of control” — 55(3.2)(g), 55(5)(e), 256(7), 
(8); “adjustment time” — 14(5), 248(1); “allowable capital loss” — 38(b), 248(1); 
“amount” — 248(1); “arm’s length” — 55(4), 55(5)(e), 251(1); “brother” — 252(2); 
“business” — 248(1); “Canada” — 255; “capital gain’, “capital loss” — 39(1), 248(1); 
“capital property’ —54, 248(1); “class of shares” —248(6); “control”, “con- 
trolled” — 55(3.2)(g), 55(5)(e), 139.1(18), 256(6)-(9); “corporation” — 55(3.2)(b), 
248(1), Interpretation Act 35(1); “cumulative eligible capital” — 14(5), 248(1); “desig- 
nated stock exchange” — 248(1), 262; “disposition” — 248(1); “distributing corpora- 
tion” — 55(1) (under “distribution”); “distribution” — 55(1); “dividend” — 248(1); 
“dividend payer” — 55(3)(a)(ili)(A); “dividend recipient” — 55(3); “eligible capital 
property” — 54, 248(1); ‘foreign vendor’ — 55(3.1)(a); “income earned or real- 
ized...” —55(5)(b), (c); “individual”, “non-resident” — 248(1); “participant” — 
55(1)“permitted exchange’’(b); “permitted acquisition’, “permitted exchange”, “‘permit- 
ted redemption” —55(1); “person” — 248(1); “proceeds of disposition’ — 
55(3.01)(d);. “property” — 248(1); “public corporation” — 89(1), 248(1); “qualified 
person” — 55(1); “qualifying share” — 192(6), 248(1) [not intended to apply to s. 55]; 
“related” — 55(3.2)(c), (d), 55(5)(e), 251(2); “resident in Canada’ — 250; “safe-in- 
come determination time’ — 55(1); “series of transactions’ — 248(10); “share”, 
“shareholder” — 248(1); “sister” —252(2); “specified class”, “specified corpora- 
tion” — 55(1); “specified shareholder’ — 55(3.2)(a), 55(3.3), 248(1); “specified 
wholly-owned corporation” —55(1); “subsidiary wholly-owned corporation” — 
248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxable Canadian pro- 
perty” — 248(1); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 89(1), 
248(1); “taxpayer” — 248(1); “transferee” — 55(1)“distribution”; “transferee corpora- 
tion” — 55(1)‘‘distribution”, 55(3.2)(h); “trust” — 104(1), 248(1), (3); ‘‘unrelated”” — 
55(3.01)(a) “vendor” — 55(3.1)(b)(). 


Subdivision d — Other Sources of Income 


56. (1) Amounts to be included in income for year — With- 
out restricting the generality of section 3, there shall be included in 
computing the income of a taxpayer for a taxation year, 


(a) pension’ benefits, unemployment insurance 
benefits, etc. — any amount received by the taxpayer in the 
year as, on account or in lieu of payment of, or in satisfaction of, 


(i) a superannuation or pension benefit including, without 
limiting the generality of the foregoing, 


(A) the amount of any pension, supplement or spouse’s or 
common-law partner’s allowance under the Old Age Se- 
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Subdivision d — Other Sources of Income 


curity Act and the amount of any ceaisehte eo biota under a 
law of a province, 


(B) the amount of any benefit under the Se Pension 
Plan or a provincial pension plan as defined in section 3 
of that Act, 


(C) the amount of any payment out of or under a pre- 
scribed provincial pension plan, and 


_ Proposed Amendment — 56(1)(a (iC) 
Application: ihe $6( 103) 2010 draft legislation ‘S 


Plan), subsec. 
ibe 4 


1s prended by gs the reference in clause Q joe 
scribed provincial pension plan” with a reference to’ “specified pension plan”. This 
amendment is consequential « on the introduction of the new definition ‘ ‘specified pen- 
sion plan” i in subsection 248(1). This new definition creates a cross-reference to section 
7800 of the Income Tax Regulation, which identifies the Saskatchewan Pension Plan. 


(C.1) the amount of any payment out of or under a foreign 
retirement arrangement established under the laws of a 
country, except to the extent that the amount would not, if 
the taxpayer were resident in the country, be subject to 
Hos taxation in the country, 


_ Proposed Amendment B1Na)iNC. )- _ 


Depts of Finance press jekeon: 998-129, Dec. 18, 1998: See ee 56(12). 


but not including 


(D) the portion of a benefit received out of or under an 
employee benefit plan that is required by. paragraph 
6(1)(g) to be included: in computing the taxpayer’s in- 
come for the year, or would be required to be so included 
if that paragraph were read without reference to subpara- 
graph 6(1)(g)(il), 

(E) the portion of an amount received out of or under a 
retirement compensation arrangement that is required by 
paragraph (x) or (z) to be included in computing the tax- 
payer’s income for the year, and 


(F) a benefit received under section 71 of the Canada 
Pension Plan or under a similar provision of a provincial 
pension plan as defined in section 3 of that. Act, 


(ii) a retiring allowance, other than an amount received out of 
or under an employee benefit plan, a retirement compensa- 
tion arrangement or a salary deferral arrangement, 


(iti) a death benefit, 


(iv) a benefit under the Unemployment Insurance Act, other 
than a payment relating to a course or program designed to 
facilitate the re-entry into the labour force of a claimant 
under that Act, or a benefit under Part I, VIII or VIII.1 of the 
nee! Insurance Act, 


- Proposed Amendment — 56(1 )(a)(iv 


Apellicai on: The August 21,20 draft legislation (Part 3 — other ame 
subsec. 60(1), will amend subpara. 56(1)(a)(iv) to substitute “Part L ae : 
applicable to 2011 et seq. 


Technical Notes (Sept. 10, 2010): Subparagraph 56(1)(a)Gv), require 5 nemploy 
ment benefits to be included i in the income of a taxpayer. 


This subparagraph is amended, consequential to the enactment of the Facneels ms xe 
Self-Employed Act, to include in the income of a self-employed ae the amoun of 
benefits received _ Part Ohi © of the hs tall Insurance nee 


(v) a benefit under sais bain made under an appropriation 
Act providing for a scheme of transitional assistance benefits 
to persons employed in the production of products to which 
the Canada-United States Agreement on Automotive Prod- 
ucts, signed on January 16, 1965 applies, or 


S. 56(1)(a) 


(vi) except to the extent otherwise required to be included in 
computing the taxpayer’s income, a prescribed benefit under 
a government assistance program; 


(vii) [Repealed] 
- Propose 


Addition — 56(1)(a)(vii) 

Wii) a benefit under the Act ee, parental insurance 

OR SOC AO 

Appl cation: The July 16, 2010 draft idee (Part 1. — technica, subsee 24), : 
subpara. 56(1)(a)(vii), slicable to 2006 et seq. S y 


Technical Notes (July 2010): Paragraph 56(1)(a) includes in the income of a 
taxpayer certain amounts received in a taxation year. This paragraph is amended by 
adding new subparagraph (vii) to include in the income of a taxpayer the amount of a 
benefit received under the new Quebec Parental Insurance Plan. 


This amendment applies to the 2006 and subsequent taxation years and is conse- 
quential to the introduetion * the § new Quebec Parental Insurance Plan on ask 1, 
2006. : 

Dept. of binence news release 2005-050, July, 19, 2005: Amendments to fic 
Recommended to the Income Tax Act With Respect & the tee oloane ie 
ance Plan . io 


The Department of Finance toc 


lay indicated its intention to recommend amendments — 


to the Income Tax Act to provide for the tax treatment of benefits and premiums 
under the Québec eg Insurance Plan ae 
force on once 1 


which is S expected to come into 


ty and parental benefits ets provided une the ] 
program for eligible Quebec residents. El premiums for 
$ in Quebec will be reduced to reflect the fact that Quebec 


res ceive Ay and parca benefits under EL LAO pre-. 


Related Provisions: 56(1)(1), s10cy@) — EI Act Part II tuition assistance; 56(8) — 
Averaging of CPP/QPP benefits where paid for earlier years; 56(12) — Distribution 
from foreign retirement arrangement; 57 — Certain superannuation or pension bene- 


fits; 60G) — Transfer of superannuation benefits; 60(j.03), (j.04) — Deduction for re- 
payments of pension benefits; 60(j.1) — Transfer of retiring allowances; 60(j.2) — 
Transfer to spousal RRSP; 60(n), (n.1) — Deduction for repayment of pension or bene- 
fits; 60(v.1) — UI/EI benefit repayment; 60.02(1)“eligible proceeds”(c) — Rollover of 
RPP payment to RDSP on death; 60.2(1) — Refund of undeducted past service AVCs; 
78(4) — Unpaid remuneration and other amounts; 81(1)(d)—(g) — Certain pensions ex- 
empt from tax; 104(27)— Testamentary trust — income included under subpara. 
56(1)(a)(i); 104(28) — Death benefit flowed through trust; 110(1)(f) — Deductions for 
certain payments; 110(1)(h) — Grandfathering of 50% inclusion in. income of.U.S. so- 
cial security for taxpayers receiving benefits since before 1996; 110.2(1)“qualifying 
amount” — Retroactive spreading of certain lump-sum payments over prior years; 
118.7 — Credit for UI/EI premium and CPP contributions; 128.1(10)“excluded right or 
interest’’(a)(viii), (d), (g), (h) — Emigration — no deemed disposition of right to pen- 
sion or retiring allowance; 139.1(12) — Conversion benefit on demutualization of in- 
surance corporation; 147.4(4) — Amount deemed received when converting pension 
rights before 1997 to annuity contract commencing after age 69; 153(1) — Withhold- 
ing of tax at source; 212(1)(h), (j) — Pension and benefit payments to non-residents — 
withholding tax; 254 — Contract under pension plan; Canada-U.S. Tax Treaty:Art. 
XVIII — Pensions and annuities; Canada-U.S. Tax Treaty:Art. XXIX:7 — exemption 
for half of old age security paid to citizen of U.S. resident in Canada. 


>a? 


History: Para. 56(1)(a) amended to replace “spouse’s” with “spouse’s or common-law 
partner’s” by 2000, c. 12, Sch..2, s. 7, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
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S. 56(1)(a) 


Cl. 56(1)(a)(i)(F) added by 1998, c. 19, subsec. 9(1), applicable to 1997 et seq., except 
that cl. 56(1)(a)(i)(F) does not apply to benefits received before August 1997 by a tax- 
payer in respect of the death of an individual if the taxpayer is an estate that arose on or 
as a consequence of the death of the individual. 


Subpara. 56(1)(a)(iv) amended by 1998, c. 19, subsec. 97(1), deemed to have come into 
force on June 30, 1996. The subpara. formerly read: 


(iv) a benefit under the Employment Insurance Act, other than.a payment relating 
to the cost of a course or program designed to facilitate the re-entry into the 
labour force of a claimant under that Act, 


Subpara. 56(1)(a)(iv) amended by 1996, c. 23, para. 187(d), to substitute “Employment 
Insurance Act’ for “Unemployment Insurance Act’, in force June 30, 1996. 


Subpara. 56(1)(a)(vi) substituted for subparas. (vi), (vii), by 1994, c. 21, subsec. 25(1), 
applicable to benefits received after October 1991. Subparas. (vi) and (vii) formerly 
read: 


(vi) a benefit under the Labour Adjustment Benefits Act, or 


(vii) an income assistance payment made pursuant to an agreement under section 
5 of the Department of Labour Act, 


Cl. 56(1)(a)(i)(C.1) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 32(1), applicable 
to payments received after July 13, 1990. 


Subpara. 56(1)(a)(iv) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(2), 
applicable to 1988 et seg. Subpara. 56(1)(a)(iv) formerly read: 


(iv) a benefit under the Unemployment Insurance Act, 


Subpara. 56(1)(a)(vii) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 32(3), applica- 
ble to payments received after September 14, 1989. 


Selected Cases [para. 56(1)(a)]: Lessard v. R., [2007] 2 C.T.C. 2369 (TCC) 
(Power to dispose of money gave receipt the quality of income); Fawkes v. R., [2004] 5 
C.T.C. 2430 (TCC) (“In respect of” includes “in association with” loss of taxpayer’s 
position); Saardi v. R., [1999] 4 C.T.C. 2488 (TCC) (Taxpayer entitled to structure 
claim settlement to avoid amount becoming retiring allowance); Fournier v. R., [1999] 
4 C.T.C. 2247 (TCC) (Damages were not retiring allowance); Schwartz v. Canada, 
[1996] 1 C.T.C. 303 (SCC) (Retiring allowance not related to employment which never 
started); Layton v. Canada, [1995] 2 C.T.C. 2408 (TCC) (Grant was not “income from 
a source”); Kaiser v. Canada, [1994] 2 C.T.C. 2385 (TCC) (Inherited IRA fund from 
U.S. taxable under clause 56(1)(a)(i)(C.1)); Williams v. Canada, [1992] 1 C.T.C. 225 
(SCC) (Benefits paid under Unemployment Insurance Act exempt from tax pursuant to 
Indian Act); Cewe, Jack, Ltd. v. Jorgenson, [1980] C.T.C. 314 (SCC) (Sum received in 
respect of dismissal not income); R. v. Herman, [1978] C.T.C. 442 (FCTD) (Amounts 
received as pension benefits from U.N. fund taxable as pension benefits); R. v. Atkins, 
[1976] C.T.C. 497 (FCA) (Sum received upon dismissal non-taxable damages). 


Regulations: 100(1)“remuneration’’(b), (c), (d), (g) (withholding at source); 103(4), 
(6)(e) (withholding required for retiring allowance); 200(2)(e) (information return); 
5502 (prescribed benefits for 56(1)(a)(vi)); 7800 (Saskatchewan Pension Plan is pre- 
scribed provincial pension plan (to 2009), specified pension plan (from 2010) for 
56(1)(a)G)(C)). 


Remission Orders: Willard Thorne Remission Order, P.C. 2002-2177 (remission of 
tax on retroactive lump sum payment of CPP benefits); Danielle Gareau Remission 
Order, P.C. 2003-774 (remission of tax on EI benefits repaid in a later year); Janet 
Hall Remission Order, P.C. 2004-1336 (remission where CPP lump sum disability re- 
paid to wage loss replacement provider). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-91R4: Employment at special work sites or 
remote work locations; IT-167R6: Registered pension plans — employee’s contribu- 
tions; IT-247: Employer’s contribution to pensioners’ premiums under provincial medi- 
cal and hospital services plans (archived); IT-337R4: Retiring allowances; IT-365R2: 
Damages, settlements and similar receipts; IT-397R: Amounts excluded from in- 
come — statutory exemptions and certain service or RCMP pensions, allowances. and 
compensation; IT-499R: Superannuation or pension benefits; IT-508R: Death benefits; 
IT-528: Transfers of funds between registered plans; IT-529: Flexible employee benefit 
programs. 


Registered Plans Compliance Bulletins: 3 (purchase of annuity under subsec. 
147.4(1)). 


Advance Tax Rulings: ATR-12: Retiring allowance; ATR-21: Pension benefit from 
an unregistered pension plan. 


Forms: RC4157: Employers’ Guide — Filing the T4A Slip and Summary Form; 
T4A(OAS) Supp: Statement of old age security; T4A: Information. 


(a.1) [death] benefits under CPP/QPP — where the tax- 
payer is an estate that arose on or as a consequence of the death 
of an individual, each benefit received under section 71 of the 
Canada Pension Plan, or under a similar provision of a provin- 
cial pension plan as defined in section 3 of that Act, after July 
1997 and in the year in respect of the death of the individual; 


Related Provisions: 56(8) — Averaging of benefits where paid for earlier years. 
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History: Para. 56(1)(a.1) added by 1998, c. 19, subsec. 9(2), applicable to 1997 et seq. 


Selected Cases [para. 56(1)(a.1)]: Goldberg Estate v. R., [2005] 5 C.T.C. 2041 
(TCC) (Receipt by heirs different from receipt by Quebec estate). 


(a.2) [split] pension income reallocation — where the tax- 
payer is a pension transferee (as defined in subsection 60.03(1)), 
any amount that is a split-pension amount (as defined in that 
subsection) in respect of the pension transferee for the taxation 
year; 
Related Provisions: 60.03(2) — Effect of pension income splitting; 153(2) — 
Source deductions deemed withheld on behalf of transferee. 


History: Para. 56(1)(a.2) added by 2007, c. 29, s. 3, applicable to 2007 et seq. 


(b) [spousal or child] support — the total of all amounts 
each of which is an amount determined by the formula 


A-(B+C) 
where 


A. is the total of all amounts each of which is a support amount 
received after 1996 and before the end of the year by the tax- 
payer from a particular person where the taxpayer and the 
particular person were living separate and apart at the time 
the amount was received, 


B_ is the total of all amounts each of which is a child support 
amount that became receivable by the taxpayer from the par- 
ticular person under an agreement or order on or after its 
commencement day and before the end of the year in respect 
of a period that began on or after its commencement day, and 


C is the total of all amounts each of which is a support amount 
received after 1996 by the taxpayer from the particular per- 
son and included in the taxpayer’s income for'a preceding 
taxation year; 


Related Provisions: 56.1 — Support payments; 56.1(4) — Definitions of “‘com- 
mencement day”, “support amount” and “child support amount”; 60(b) — Parallel de- 
duction for payer; 60(c.2)— Repayment of support payments; 110.2(1)“qualifying 
amount” — Retroactive spreading of lump-sum payments over prior years; 
122.64(3) — Disclosure of name and address for enforcement of support payments; 
146(1)“‘earned income” — RRSP — earned income includes amounts under 56(1)(b); 
212(1)(f) — No withholding tax on support paid to non-resident; 248(1)‘exempt in- 
come” — Support amount is not exempt income; 252(3) — Extended meaning of 
“spouse” and “former spouse”; 257 — Formula cannot calculate to less than zero; Can- 
ada-U.S. Tax Treaty:Art. X VIII:6 — Child support exempt if paid by U.S. resident. 


History: The description of B in para. 56(1)(b) amended by 1998, c. 19, subsec. 97(2), 
applicable to amounts received after 1996. The description formerly read: 


B is the total of all amounts each of which is a child support amount that be- 
came receivable by the taxpayer from the particular person under an agree- 
ment or order on or after its commencement day and before the end of the 
year in respect of a period that began after its commencement day, and 


Para: 56(1)(b) amended by 1997, c. 25, subsec. 8(1), applicable to amounts received 
after 1996. Para. (b) formerly read: 


(b) alimony — an amount received by the taxpayer in the year as alimony or 
other allowance payable on a periodic basis for the maintenance of the taxpayer, 
children of the taxpayer or both the taxpayer and the children if the taxpayer, 
because of the breakdown of the taxpayer’s marriage, was living separate and 
apart from the spouse or former spouse who was required to make the payment 
at the time the payment was received and throughout the remainder of the year 
and the amount was received under a decree, order or judgment of a competent 
tribunal or under a written agreement; 


Para. 56(1)(b) substituted for former paras. (b) and (c) by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 17(1), applicable to amounts received under a decree, order or judgment of 
a competent tribunal or under a written agreement, with respect to a breakdown of a 
marriage occurring after 1992. Paras. (b) and (c) formerly read: 


(b) alimony — any amount received by the taxpayer in the year, pursuant to a 
decree, order or judgment of a competent tribunal or pursuant to a written agree- 
ment, as alimony or other allowance payable on a periodic basis for the mainte- 
nance of the recipient thereof, children of the marriage, or both the recipient and 
children of the marriage, if the recipient was living apart from, and was separated 
pursuant to a divorce, judicial separation or written separation agreement from, 
the spouse or former spouse required to make the payment at the time the pay- 
ment was received and throughout the remainder of the year; 


(c). maintenance — any amount received by the taxpayer in the year, pursuant 
to an order of a competent tribunal, as an allowance payable on a periodic basis 
for the maintenance of the taxpayer, children of the taxpayer, or both the tax- 
payer and children of the taxpayer if, at the time the payment was received and 
throughout the remainder of the year, the taxpayer was living apart from the tax- 
payer’s spouse who was required to make the payment; 
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Subdivision d — Other Sources of Income 


Selected Cases [para. 56(1)(b)]: Badeau v. R., [2002] 1 C.T.C.,.2627 (TCC) 
(Factors considered in determination. of amount to be, received do not bind recipient to 
spend allowance accordingly); Ouellet v. R., [2001] 1.C.T.C. 2557 (TCC) (Court order 
declaring amounts to be tax free not binding on Minister); Nagy v. R., [2001] 1 C-T.C. 
2540 (TCC) (Discretion to use funds need not be absolute discretion); Drapeau v. R., 
[2000] 1 C.T.C. 2589 (TCC) (No constructive trust created; amounts taxable); Pelletier 
v.. Canada, [1995] 1 C.T.C. 2327 (TCC) (Replacement of periodic payments with lump 
sum by supplementary agreement resulted in non-taxability); Thibaudeau v. Canada, 
[1995] 1 C.T.C. 382 (SCC); rev’g [1994] 2.C.T.C. 4 (FCA); rev’g [1992] 2 C.T.C. 
2497 (TCC) (Provision is not unconstitutional under subsec. 15(1) of the Charter); 
Gagnon vy. R., [1986] 1 C.T.C. 410 (SCC) (Stated purposes of amounts not affecting 
nature of allowance paid to taxpayer); R. v. Sigglekow, [1985] 2 C.T.C..251 (FCTD) 
(Amount received included in taxpayer’s income despite divorce decree providing for- 
mer husband to pay “tax-free” amount); R.'v. Sills, [1985] 1 C.T.C. 49 (FCA); leave to 
appeal to SCC ‘refused’ (1986), 68 N.R. 320 (note) (Sums Healt on periodic basis 
remain allowances even if not paid on time). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-325R2: Property 
transfers after separation, divorce and annulment; IT-530R: Support payments. 


Forms: P102: Support payments (pamphlet); T1157: Election for child support pay- 
ments; T1158: Registration of family support payments. 


(c), (c.1) [Repealed] 


History: Para. 56(1)(c) repealed by 1997, c. 25, subsec. 8(1), apebeahiy to amounts 
received after 1996. Para. (c) formerly read: 


(c) maintenance — an amount received by the taxpayer in the year as an allow- 
ance payable on a periodic basis for the maintenance of the taxpayer, children of 
the taxpayer or both the taxpayer and the children if 


(i) at the time the amount was received and throughout the remainder of the 
year the taxpayer ‘was living separate and apart from the person who was 
required to make the payment, 


(ii) the person who was required to make the payment is the natural parent of 
a child of the taxpayer, and 


(iii) the amount was received under an order made by a competent tribunal 
in accordance with the laws of a province; 


Para. 56(1)(c). substituted for para. (c.1) by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
17(2), applicable to amounts received under an order made after 1992. Para. io 1) for- 
merly read: 


(c.1) idem — any amount received by the taxpayer in the year, pursuant to an 
order made by a competent tribunal in accordance with the laws of a province, as 
an allowance payable on a periodic basis for the maintenance of the taxpayer, the 
children of the taxpayer or both the. taxpayer and the.children of the taxpayer if 


(i) the order was made 
(A) after February 10, 1988, or 


(B), before February 11, 1988, and the taxpayer and the person required 
to pay the amount jointly elected in writing before the end of the year to 
have this paragraph and paragraph 60(c.1) apply with respect to all those 
amounts, 


(ii) at the time the amount was received and throughout the remainder of the 
year, the taxpayer was living apart from, the person required to pay, the 
amount, and 


(iii) the person required to pay the amount is a person of the opposite sex 
who 


(A) before the date of the order cohabited with the taxpayer in a conju- 
gal relationship, or ’ 


(B) is the natural parent of a child of the taxpayer; 


Selected Cases [para. 56(1)(c)]: R. v. Sigglekow, [1985] 2 C.T.C. 251 (FCTD) 
(Amount received included in taxpayer’s income despite divorce decree providing for- 
mer husband to pay “tax-free” amount); James v. R., [1985] 1 C.T.C. 239 (FCTD) 
(Maintenance payments included in taxpayer’s income notwithstanding that payments 
made late and in smaller amounts). 


(c.2) reimbursement of support payments — an amount 
received by the taxpayer in the year under a decree, order or 
judgment of a competent tribunal as a reimbursement of an 
amount deducted under paragraph 60(b) or (c), or under para- 
graph 60(c.1) as it applies, in computing the taxpayer’s income 
for the year or a preceding taxation year to decrees, orders and 
judgments made before 1993; 


Related Provisions: 60(c.2) — Parallel deduction to spouse; 146(1)“earned ‘in- 
come’’(b) — Amount under 56(1)(c.2) included in RRSP earned: income. 


History: Para. 56(1)(c.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 17(3), 
applicable to payments received after 1990. 


S. 56(1)(e) 


Interpretation Bulletins: IT-530R: Support payments. 


(d) annuity payments — any amount received by the tax- 
payer in the year as an annuity payment other than an amount 


(i) otherwise required to be included in computing the tax- 
payer’s income for the year, 


(ii) with respect to an interest in an annuity contract to which 
subsection 12.2(1) applies (or would apply if the contract had 
an anniversary day in the year'at a time when the taxpayer 
held the interest), or 


(iil) received out of or under an annuity contract issued or 

effected as a TFSA; 
Related Provisions: 12.2(1) — Life insurance annuities; 56(1.1) — Definitions in 
12:2(11) apply; 58 — Government annuities ‘and like annuities; 60(a) — Deduction of 
capital ‘element; 128.1(10)“excluded right or interest’(f)(i) — Emigration — no 
deemed disposition of right to annuity contract; 146.2(7) — Amount accruing inside 
TFSA not taxable; 153(1)(f), — Withholding, at: source; 207.061 — Certain amounts. in= 
cluded in TFSA holder’s income; 212(1)(0) — Withholding tax on annuity payment to 
non-resident. 


History: Subpara. (iii) added to para. 56(1)(d), by 2009, c..2, subsec. 13(1), applicable 
to 2009 et seg. 


Subpara. 56(1)(d)(ii) substituted for subparas. (ii), (iii), by 1994, c. 7, Sch. II (1991, c. 
49), subsec. 32(4), applicable’ to contracts last acquired after 1989. Subparas. 
56(1)(d)Gi), Gii) formerly read: 


(ii) with respect to an interest in an annuity contract to which subsection 12.2(1) 
applies or would apply if the interest had been last acquired after December 19, 
1980 and before December 2, 1982 (other than a contract to which subsection 
12.2(1) does not apply in the year by reason of subsection 12.2(6) of the, Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952), or 


(iii) with respect to,an interest in an annuity contract to which subsection 12.2(3) 
applies; 
Selected Cases [para. 56(1)(d)]: Thibault v. R., [1975] C.T.C. 587 (FCTD) (Inter- 
est on monthly payments and indemnity amounts taxable income when calculated on 
annuity basis). 
Interpretation Bulletins: IT-85R2: Health and welfare trusts for employees; IT- 
365R2: Damages, settlements and similar receipts. 
1.T. Technical News: 25 (health and welfare trusts). 
Advance Tax Rulings: ATR-40: Taxability of receipts under a’ structured settlement; 
ATR-50: Structured settlement; ATR-68: Structured settlement. 
(d.1) [Repealed under former Act] 
Interpretation Bulletins: IT-365R2: Damages, settlements and similar receipts. 


(d.2) idem [annuity payments] — any amount received out 
of or under, or as proceeds of disposition of, an annuity the pay- 
ment for which was 


(i) deductible in computing the taxpayer’s income because of 
paragraph 60(1) or because of subsection 146(5.5) of the In- 
come Tax Act, Chapter 148 of the Revised Statutes of Can- 
ada, 1952, 


(ii) made in circumstances to which subsection 146(21) ap- 
plied, .or 


(111) made pursuant to or under a paella profit sharing plan 
by.a trustee, under the plan to purchase the annuity for a ben- 
eficiary under the plan; 
Related Provisions: 60.2(1)— Refund of undeducted past service. AVCs; 
147(2)(k)(vi) — Purchase of annuity by DPSP; 147(10.6) — Purchase of annuity by 
DPSP before 1997. 
History: Subpara. 56(1)(d.2)(iii) added by 1997, c. 25, subsec. 8(2), applicable to 1996 
et seq. 
Para. 56(1)(d.2) substituted by 1994, c. 21, subsec. 25(2), applicable to 1992 er seq. 
Para. (d.2) formerly read: 


(d.2) any amount received out of or under, or as proceeds of disposition of, an 
annuity the payment for which was deductible in computing the taxpayer’s in- 
come by reason of paragraph 60(1) of this Act or subsection 146(5,5) of the Jn- 
come Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 

Interpretation Bulletins: IT-517R: Pension tax credit, (archived). 


(e) disposition of income-averaging annuity contract — 
any amount received by the taxpayer in the year as, on account 

‘or in lieu of payment of, or in satisfaction of, proceeds of the 
surrender, cancellation, redemption, sale or other disposition of 
an income-averaging annuity contract; 
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Related Provisions: 153(1)(k) — Withholding of tax at source; Canada-U.S. Tax 
Treaty:Art. XVIII:3 — Pension income excludes payment from IAAC. 
Regulations: 208 (information return). 
(f) idem — any amount deemed by subsection 61.1(1) to have 
been received by the taxpayer in the year as proceeds of the dis- 
position of an income-averaging annuity contract; 
Related Provisions: 212(1)(n), 214(3)(b) — Non-resident withholding tax. 
Regulations: 208 (information return). 
(g) supplementary unemployment benefit plan — 
amounts received by the taxpayer in the year from a trustee 
under a supplementary unemployment benefit plan as provided 
by section 145; 


Related Provisions: 6(1)(a)(i) — Employer-paid premiums not a taxable benefit; 
145(3) — Amounts received taxable; 146(1)“earned income’’(b) — Amount under 
56(1)(g) included in RRSP earned income; 153(1)(e) — Withholding of tax at source. 


Regulations: 100(1)“remuneration”(e) (withholding at source). 
(h) registered retirement savings plan, etc. — amounts 
required by section 146 in respect of a registered retirement sav- 
ings plan or a registered retirement income fund to be included 
in computing the taxpayer’s income for the year; 
Related Provisions: 56(1)(t) — RRIF inclusion under 146.3; 60.2(1) — Refund of 
undeducted past service AVCs; 139.1(12) — Conversion benefit on demutualization of 
insurance corporation; 146(8) — Benefits taxable; 148(8.1) — Inter vivos transfer to 
spouse; 153(1)(j) — Withholding of tax at source. 
Regulations: 214 (information return). 
Interpretation Bulletins: IT-307R4: Spousal or common-law partner registered re- 
tirement savings plans. 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 


(h.l) Home Buyers’ Plan — amounts required by section 
146.01 to be included in computing the taxpayer’s income for 
the year; 

Related Provisions: 146.01(4), (5), (6) — Income inclusions. 

History: Para. 56(1)(h.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 17(4), 

applicable to 1992 et seq. 
(h.2) Lifelong Learning Plan — amounts required by section 
146.02 to be included in computing the taxpayer’s income for 
the year; 

Related Provisions: 146.02(4), (5), (6) — Income inclusions. 

History: Para. 56(1)(h.2) added by 1999, c. 22, s. 15, applicable to 1999 et seg. 


(i) deferred profit sharing plan — amounts received by the 
taxpayer in the year under a deferred profit sharing plan as pro- 
vided by section 147; 
Related Provisions: 60(j.2) — Transfer to spousal RRSP; 139.1(11), (12) — Con- 
version benefit on demutualization of insurance corporation; 147(10) — Amounts re- 
ceived from DPSP taxable; 153(1)(h) — Withholding of tax at source; 212(1)(m) — 
DPSP payments to non-residents. 


Selected Cases [para. 56(1)(i)]: R. v. Powell, [1980] C.T.C. 382 (FCTD) (Amount 
of increase in value from time of acquisition of shares in DPSP included in income). 
Regulations: 100(1)“remuneration’’(f) (withholding at source). 

Interpretation Bulletins: IT-281R2: Elections on ‘single payments from a deferred 
profit-sharing plan (archived). 

Advance Tax Rulings: ATR-31: Funding of divorce settlement amount from DPSP. 


(j) life insurance policy proceeds — any amount required 
by subsection 148(1) or (1.1) to be included in computing the 
taxpayer’s income for the year; 
Related Provisions: 148(9)“adjusted cost basis’”C — increase in AC basis. 
Regulations: 217 (information return). 
Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance 
policies. 
Forms: T5: Statement of investment income; T5 Summ: Return of investment income. 


(k) certain tools of an employee, re proceeds — all 
amounts received in the year by a person or partnership (in this 
paragraph referred to as the “vendor’) as consideration for the 
disposition by the vendor of a property the cost of which was 
included in computing an amount under paragraph 8(1)(r) or (s) 
in respect of the vendor or in respect of a person with whom the 
vendor does not deal at arm’s length, to the extent that the total 
of those amounts received in respect of the disposition in the 
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year and in preceding taxation years exceeds the total of the cost 
to the vendor of the property immediately before the disposition 
and all amounts included in respect of the disposition under this 
paragraph in computing the vendor’s income for a preceding 
taxation year, unless the property was acquired by the vendor in 
circumstances to which subsection 85(5.1) or subsection 97(5) 
applied; 

History: Para. 56(1)(k) amended by 2007, c. 2, subsec. 6(1), applicable to 2006 et seq. 

It formerly read: 
(k) apprentice tools, re proceeds — all amounts received in the year by a per- 
son or partnership (in this paragraph referred to as the “vendor”) as consideration 
for the disposition by the vendor of a property the cost of which was included in 
computing an amount under paragraph 8(1)(r) in respect of the vendor or in re- 
spect of a person with whom the vendor does not deal at arm’s length, to the 
extent that the total of those amounts received in respect of the disposition in the 
year and in preceding taxation years exceeds the total of the cost to the vendor of 
the property immediately before the disposition and all amounts included in re- 
spect of the disposition under this paragraph in computing the vendor’s income 
for a preceding taxation year, unless the property was acquired by the vendor in 
circumstances to which subsection 85(5.1) or subsection 97(5) applied; 


Para. 56(1)(k) added by 2002, c. 9, s. 24, applicable to 2002 et seq. 


(1) legal expenses [awarded or reimbursed] — amounts 
received by the taxpayer in the year as 


(i) legal costs awarded to the taxpayer by a court on an ap- 
peal in relation to an assessment of any tax, interest or penal- 
ties referred to in paragraph 60(0), 


(ii) reimbursement of costs incurred in relation to a decision 
of the Canada Employment and Immigration Commission, 
the Canada Employment and Insurance Commission, a board 
of referees or an umpire under the Unemployment Insurance 
Act or the Employment Insurance Act, or 


(iii) reimbursement of costs incurred in relation to an assess- 
ment or a decision under the Canada Pension Plan or a pro- 
vincial pension plan as defined in section 3 of that Act, 


if with respect to that assessment or decision, as the case may 
be, an amount has been deducted or may be deductible under 
paragraph 60(0) in computing the taxpayer’s income; 
Related Provisions: 60(0) — Expense of objection or appeal; 152(1.2) — Rule ap- 
plies to determination of losses as well as assessment. 


History: Subpara. 56(1)(1)(ii) amended by 1998, c. 19, subsec. 97(3), deemed to have 
come into force on June 30, 1996. The subpara. formerly read: 


(ii) reimbursement of costs incurred in relation to a decision of the Canada Em- 
ployment Insurance Commission, a board of referees or an umpire under the Em- 
ployment Insurance Act, or 


Subpara. 56(1)(1)(ii) amended by 1996, c. 23, para. 187(d), to substitute “Employment 
Insurance Act” for “Unemployment Insurance Act’, in force June 30, 1996. 


Para. 56(1)(1) amended by 1996, c. 11, para. 99(c), to substitute “Canada Employment 
Insurance Commission” for “Canada Employment and Immigration Commission”, in 
force July 12, 1996. 


Interpretation Bulletins: IT-99R5: Legal and accounting fees. 


(1.1) idem — amounts received by the taxpayer in the year as an 
award or a reimbursement in respect of legal expenses (other 
than those relating to a division or settlement of property arising 
out of, or on a breakdown of, a marriage or common-law part- 
nership) paid to collect or establish a right to a retiring allow- 
ance or a benefit under a pension fund or plan (other than a ben- 
efit under the Canada Pension Plan or a provincial pension plan 
as defined in section 3 of that Act) in respect of employment; 


Related Provisions: 60(0.1) — Deductions in computing income — legal expenses 
in respect of retiring allowances and pension benefits. 

History: Para. 56(1)(1.1) amended by 2000, c. 12, Sch. 2, s. 9, to replace “marriage” 
with “marriage or common-law partnership”, applicable to 2001 et seq., in force July 
31, 2000. See also the transitional rules reproduced in the History to 248(1)“common- 
law partner”. 


Para. 56(1)(1.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 17(5), to substi- 
tute “an award or a reimbursement” for “an award or reimbursement” and “arising out 
of, or on a breakdown of, a marriage” for “arising from a marriage or other conjugal 
relationship” and applicable after 1992. 

Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-337R4: Retiring 
allowances. 


(m) [Repealed] 
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History: Para. 56(1)(m) repealed by 1996, c, 23, s. 172, in force January 1, 1998. It 
formerly read: 


(m) training allowance — amounts received by the taxpayer in the year as or on 
account of a training allowance paid to the taxpayer under the National Training 
Act, except to the extent that they were paid to the taxpayer as or on account of 
an allowance for the taxpayer’s personal or living expenses while the taxpayer 
was away from home; 


é se subsequently re- 
ceives dhe amount, the é uded in computing the: 
taxpayer’ S$ ‘income. 


Related Provisions: - 212 


(n) scholarships, bursaries, etc. — the amount, if any, by 
which 


(i) the total of all amounts (other than amounts described in 
paragraph (q), amounts received in the course of business, 
and amounts received in respect of, inthe course of or by 
virtue of an office or employment) ‘received by the taxpayer 
in the year, each of which is'an amount received by the tax- 
payer as or-on account of a scholarship, fellowship or bur- 
sary, or a prize for achievement in a field of endeavour ordi- 
narily carried on by the taxpayer (other than a, prescribed 
prize), 


obkobeds 


(ii) the taxpayer’s scholarship exemption for the year com- 
puted under subsection (3); 


Related Provisions: 56(1)(p) — Income inclusion — refund of scholarships, bursa- 
ries and research grants; 56(3) — Amount of scholarship exemption; 60(q) — Refund 
of income payments; 62(1)— Moving expenses; 63(3)“earned income’’(b), 
64(b)(i)(A) — Amount under 56(1)(n) is earned income for child care expenses and for 
disability supports deduction; 115(2)(a)-(b.1), 115(2)(e)(ii) — Non-resident’s taxable 
income earned in Canada; 248(1) — Extended meaning of “personal or living ex- 
penses”; Canada-U.S. Tax Treaty:Art. XX — Students. 


History: The portion of para. 56(1)(n) after subpara. (i) amended by 2001, c. 17, sub- 
sec. 39(1), ‘applicable to 2000 et seg. The portion formerly read: 


exceeds the greater of $500 and the total of all amounts each of which is the 
lesser of 


(ii) the amount included under subparagraph (i) for the year in respect of a 
scholarship, fellowship, bursary or prize that is to be used by the taxpayer in 
the production of.a literary, dramatic, musical or artistic work, and 


(iii) the total of all amounts each of which is an expense incurred by the 
taxpayer in the year for the purpose of fulfilling the conditions under which 
the amount described in subparagraph (ii) was received, other than 


(A) personal or living expenses of the taxpayer (except expenses in re- 
spect of travel, meals and lodging incurred by the taxpayer in the course 
of fulfilling those conditions and while absent from the taxpayer’s usual 
place of residence for the period to which the scholarship, fellowship, 
bursary or prize, as the case may be, relates), 


(B) expenses for which the taxpayer was reimbursed, and 

(C) expenses that are otherwise deductible in computing the taxpayer’s 

income; 
That portion of para. 56(1)(n) following subpara. (i) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 32(5), applicable to 1987 et seq. That portion formerly read: 

exceeds 
(ii) $500; 

Selected Cases [para. 56(1)(n)]: Bartley v. R., [2009] 2 C.T.C. 73 (FCA); aff’g 
[2008] 5 C.T.C. 2403 (TCC) (Scholarship awards to children of employees not a taxa- 


S. 56(1)(q.1) 


ble benefit to employees); Waters v. R., [2007] 1 C.T.C. 2406 (TCC) (Payments taxable 
as bursaries, despite undoing policy objective of legislation); Simser v. R., [2005] 1 
C.T.C.'229 (FCA); leave to appeal to SCC refused 2005 CarswellNat 1727 (Grant for 
disabled student considered “bursary”’); Jones v. R., [2002] 3 C.T.C. 2483 (TCC) 
(Scholarship credited to student’s tuition account was amount received); Foulds v. R., 
[1997] 2 C.T.C.. 2660 (TCC) (Prize for outstanding achievement in music not taxable); 
Cai v. Canada, [1996] 3. C.T.C. 2724 (TCC) (Taxpayer’s presence in Canada was more 
than just as student); R. v. Savage, [1983] C.T.C. 393 (SCC) (Award received by em- 
ployee for passing self-improvement course was a “prize” for achievement); 
McLaughlin v. MNR, [1978] C.T.C. 602 (FCTD) (Prize for achievement not taxable 
when taxpayer not competing for award); R. v. Amyot, [1976] C.T.C, 352 (FCTD) 
(Grant used primarily to advance career of taxpayer is taxable). 

Regulations: 200(2)(a) (information return); 7700 (prescribed prize). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-178R3: Moving expenses; IT-257R: Canada 
Council grants; IT-340R: Scholarships, fellowships, bursaries and research grants — 
forgivable loans, repayable awards, etc.; IT-495R3: Child care expenses; IT-515R2: 
Education tax credit; IT-516R2: Tuition tax credit. 


(n.1) apprenticeship incentive grant — amounts received 
by the taxpayer in the year under the Apprenticeship Incentive 
Grant program administered by the Department of Human Re- 
sources and Social Development; 
Related Provisions: 8(1)(1)(ii)B(B)(ID2 — apprentice mechanics’ tools deduction 
based on amount of Apprenticeship Incentive Grant; 60(p) — Deduction where grant 
repaid; 63(3)“earned income”’(b) — Grant is earned income for child care expenses. 


History: Para. 56(1)(n.1) added by 2007, c. 2, subsec. 6(2), applicable to 2007 et seq. 


(o) research grants — the amount, if any, by which any grant 
received by the taxpayer in the year to enable the taxpayer to 
carry on research or any similar work exceeds the total of ex- 
penses incurred by the taxpayer in the year for the purpose of 
carrying on the work, other than 


(i) personal or living expenses of the taxpayer except travel 
expenses (including the entire amount expended for meals 
and lodging) incurred by the taxpayer while away from home 
in the course of carrying on the work, 


(ii) expenses in respect of which the taxpayer has been reim- 
bursed,.or 


(iii) expenses that are otherwise deductible in computing the 

taxpayer’s income for the year; 
Related Provisions: 60(q)— Refund of income payments; 62(1) — Moving ex- 
penses; 63(3)“earned income’’(b), 64(b)(i)(A) — Amount under 56(1)(o) is earned in- 
come for child care expenses and for disability supports deduction; 115(2)(b.1), 
115(2)(e)Gi) — Non-resident’s taxable income earned in Canada; 146(1)“earned in- 
come’ (b):— Amount under 56(1)(0) is earned income for RRSP; 248(1) — Extended 
meaning of “personal or living expenses”; Canada-U.S. Tax Treaty:Art. XX — 
Students. 


Selected Cases [para. 56(1)(0)]: Ghali v. R., [2005] 4 C.T.C. 177 (FCA) (Funds 

received were research grants even if not within applied research protocol). 

Regulations: 200(2)(b) (information return). 

Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 

search grants and financial assistance; IT-178R3: Moving expenses; IT-257R: Canada 

Council grants; IT-340R: Scholarships, fellowships, bursaries, business and research 

grants — forgivable loans and repayable awards, etc; IT-495R3: Child care expenses. 
(p) refund of scholarships, bursaries and research 
grants — amounts as described in paragraph 60(q) received by 
the taxpayer in the year from an individual; 

Related Provisions: 56(1)(n) — Scholarships, bursaries, etc.; 60(q) — Refund of 

income payments. 

Interpretation Bulletins: IT-340R: Scholarships, fellowships, bursaries, and re- 

search grants — forgivable loans and repayable awards. 
(q) education savings plan payments — amounts in re- 
spect of a registered education savings plan required by section 
146.1 to be included in computing the taxpayer’s income for the 
year; 

Related Provisions: 146. 107) — Amounts to be included in beneficiary’s income; 

212(1)(r) — RESP payments to non-residents. 

Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 

search grants and financial assistance. 
(q.1) registered disability savings plan payments — 
amounts in respect of a registered disability savings plan re- 
quired by section 146.4 to be included in computing the tax- 
payer’s income for the year; 
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Related Provisions: 60(z)— Repayment deductible; 122.5(1)*adjusted —in- 
come”(a)(i) — Income not counted for purposes of GST/HST Credit; 122.6‘adjusted 
income”(a)(i) — Income not counted for purposes of Child Tax Benefit; 122.7(1)“ad- 
justed net income”(b) —Income not counted for purposes of Working Income Tax 
Benefit; 146.4(6) — Amount of disability assistance payment exceeding non-taxable 
portion is taxable; 180.2(1)‘‘adjusted income”(a)(i) — Income not counted for purposes 
of Old Age Security clawback; 212(1)(r.1) — Non-resident withholding tax. 


History: Para. 56(1)(q.1) added by 2007, c. 35, s. 104, applicable to 2008 ef seq.. 


(r) [government] financial assistance — amounts received 
in the year by the taxpayer as 


(i) earnings supplements provided under a project sponsored 
by a government or government agency in Canada to en- 
courage individuals to obtain or keep employment, 


(ii) financial assistance under a program established by the 
Canada Employment Insurance Commission under Part II of 
the Employment Insurance Act, 


(iii) financial assistance under a program that is 


(A) established by a government or government agency in 
Canada or by an organization, 


(B) similar to a program established under Part II of that 
Act, and 


(C) the subject of an agreement between the government, 
government agency or organization and the Canada Em- 
ployment Insurance Commission because of section 63 of 
that Act, 


(iv) financial assistance provided under a program estab- 
lished by a government, or government agency, in Canada 
that provides income replacement benefits similar to income 
replacement benefits provided under a program established 
under the Employment Insurance Act, or 


(v) amounts received by the taxpayer in the year under the 

Wage Earner Protection Program Act in respect of wages 

(within the meaning of that Act); 
Related Provisions: 56(1)(u) — Inclusion of social assistance payments generally 
(subject to offsetting deduction); 60(n)(vi) —— Deduction for amounts repaid; 
62(1)(c)(i) — 56(1)(1)(v) amount treated as employment income for moving expenses; 
63(3)“earned income”’(b), 64(b)(i)(A) — Amount under 56(1)(r) is earned income for 
child care expenses and for disability supports deduction; 110(1)(g) — Deduction for 
tuition assistance for adult basic education; 115(1)(a)(ii.21) — 56(1)(r)(v) amount is 
non-resident’s taxable income earned in Canada; 118(10)B(b) — 56(1)(r)(v) amount 
treated as employment income for Canada Employment Credit; 118.6(1)“qualifying ed- 
ucational program’’(a)(iii) — Financial assistance does not preclude claim for educa- 
tion credit; 122.51(1)“eligible individual’’(c)(iii) — 56(1)(r)(v) amount treated as’ em- 
ployment income for refundable medical expense supplement; 122.7(1)“working 
income”’(b) — 56(1)(r)(v) amount treated as employment income for Working Income 
Tax Benefit; 146(1)‘earned income”(b) — 56(1)(r)(v) amount is earned income for 
RRSP; 153(1)(s) — Withholding of tax at source. 
History: Subparas. 56(1)(r)(iv) and (v) added by 2009, c. 2, subsec. 13(2), applicable 
to 2003 et seg, except that, in its application to the 2003 to 2007 taxation years, para. 
56(1)(r) as amended, is to be read without reference to subpara. (v). 


Para. 56(1)(r) added by 1998, c. 19, subsec. 97(4), applicable to 1993 et seqg., except 
that, in its application before July 1996, para. 56(1)(r) shall be read without reference to 
subparas. (ii) and (iii). 


Regulations: 100(1)“remuneration’’(h) (withholding at source). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-495R3: Child care expenses. 


(s) grants under prescribed programs — the amount of 
any grant received in the year under a prescribed program of the 
Government of Canada relating to home.insulation or energy 
conversion by 


(i) the taxpayer, other than a married taxpayer or a taxpayer 
who is in a common-law partnership who resided with the 
taxpayer’s spouse or common-law partner at the time. the 
grant was received and whose income for the year is less 
than the taxpayer’s spouse’s or common-law partner’s. in- 
come for the year, or 


(ii) the spouse or common-law partner of the taxpayer with 
whom the taxpayer resided at the time the grant was re- 
ceived, if the spouse’s or common-law partner’s income for 
the year is less than the taxpayer’s income for the year 


Income Tax Act, Part I, Division B 


to the extent that the amount is not required by paragraph 
12(1)(u) to be included in computing the taxpayer’s or the tax- 
payer’s spouse’s or common-law partner’s income for the year 
or a subsequent year; 

Related Provisions: 13(7.1)(b.1) —Deemed capital cost of certain property; 


56(9) — Definition of “income for the year’; 81(1)(g.4) — Exemption for 2000-01 
heating expenses credit. 


History: Para. 56(1)(s) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 


“spouse or common-law partner’; by Sch. 2, s..7 to replace “spouse’s” with “spouse’s 
or common-law pattner’s”; and by Sch. 2, s. 12 to replace to replace “married tax- 
payer” with “married taxpayer or a taxpayer who is in a common-law partnership”, 
applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 
duced in the History to 248(1)“common-law partner”. 

Regulations: 224 (information return); 5500, 5501 (prescribed program). — 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


(t) registered retirement income fund — amounts in re- 
spect of a registered retirement income fund required by section 
146.3 to be included in computing the taxpayer’s income for the 
year; 
Related Provisions: 60.2(1)—Refund of undeducted past service AVCs; 
139.1(11), (12) — Conversion benefit on demutualization of insurance corporation; 
146.3(5), (5.1), (7) — Benefits taxable; 153(1)(1) — Withholding of tax at source; 
212(1)(q) — RRIF payments to non-residents. 


Regulations: 215 (information return). 


Forms: T1234 SCH B: Allowable amounts of non-refundable tax credits; T2205: 
Amounts from a spousal or common-law partner RRSP or RRIF to include in income. 


(u) social assistance [welfare] payments — a social assis- 
tance payment made on the basis of a means, needs or income 
test and received in the year by 


(i) the taxpayer, other than a married taxpayer or a taxpayer 
who is in a common-law partnership who resided with the 
taxpayer’s spouse or common-law partner at the time the 
payment was received and whose income for the year is less 
than the spouse’s or common-law partner’s income for the 
year, or 


(ii) the taxpayer’s spouse or common-law partner, if the tax- 
payer resided with the spouse or common-law partner at the 
time the payment was received and if the spouse’s or:com- 
mon-law partner’s income for the year is less than the tax- 
payer’s income for the year, 


except to the extent that the payment is otherwise required to be 
included in computing the income for a taxation year of the tax- 
payer or the taxpayer’s spouse or common-law partner; 


Related Provisions: 56(1)(r) — Inclusion of social assistance payments intended to 
supplement employment income (with no offsetting deduction); 56(9) — Definition of 
“income for the year’; 81(1)(h) — Exemption for payments for foster care or other in- 
home care; 110(1)(f) — Offsetting deduction. 


History: Para. 56(1)(u) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’; by Sch. 2, s. 7 to replace “spouse’s” with “spouse’s 
or common-law partner’s”; and by Sch. 2, s. 12 to replace to replace “married tax- 
payer” with “married taxpayer or a taxpayer who is in a common-law partnership”, 
applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 


duced in the History to 248(1)“common-law partner’. 


The closing words of para. 56(1)(u) amended by 1998, c. 19, subsec. 97(5), applicable 
to 1993 et seg. The closing words formerly read: 


except to the extent that the payment is otherwise required to be included in 
computing the income for a taxation year from a business or property of the 
taxpayer or the taxpayer’s spouse; 


Para, 56(1)(u) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(6), applicable 
to 1982 et seq. Para. 56(1)(u) formerly read: 
(u) a social assistance payment made in the year 
(i) on the basis of a means, needs or income test, and 
(ii) in respect of the taxpayer or of a person who, at the time of the payment, 
is related to the taxpayer or is a person in respect of whom any individual 
was entitled to receive a family allowance payment under. the Family Al- 
lowances Act 
and received by 


(iii) the taxpayer, other than a married taxpayer who resides with the tax- 
payer’s spouse at the time of the payment and whose income for the year is 
less than the spouse’s income for the year, or 
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(iv) the taxpayer’s spouse with whom the taxpayer resides at the time of the 
payment if the spouse’s income for the year is less than the taxpayer’s in- 
come for the year; 


Regulations: 233 (information return). 
CRA Audit Manual: 27.34.0: Social assistance payments. 


Forms: T4115: T5007 guide — return of. benefits; T5007: Statement of benefits; 
T5007 Summ: Summary of benefits. 


(v) workers’ compensation — compensation received under 
an employees’ or workers’ compensation law of Canada or a 
province in respect of an injury, a disability or death; 


Related Provisions: 110(1)(f)(ii) — Offsetting deduction. 


History: Para. 56(1)(v) substituted by 1994, c. 7, Sch. TIT (1992, c. 1), s. 13, applicable 
from February 28, 1992; Para. (v) formerly read: 


(v) workmen’s compensation — compensation received under an employee’s 
or workmen’s compensation law of Canada or a province in respect of an injury, 
disability or death; 


Selected Cases [para. 56(1)(v)]: Whitney v. R., [2002] 3 C.T.C. 476 (FCA) 
(Amounts received pursuant to collective agreement are income from employment, not 
compensation received under compensation law). 


Regulations: 232 (information return). 
Interpretation Bulletins: IT-202R2: Employees’ or workers’ compensation. 


Forms: T4115: T5007 guide — return of benefits; T5007: Statement of benefits; 
‘T5007 Summ: Summary of benefits. 


(w) salary deferral arrangement — the total of all amounts 
each of which is an amount received by the taxpayer as a benefit 
(other than.an amount received by or from a trust governed by a 
salary deferral arrangement) in the year out of or under a salary 
deferral arrangement in respect of a person other than the tax- 
payer except to the extent that the amount, or another amount 
that may reasonably be considered to relate thereto, has been in- 
cluded in computing the income. of that other, person for the year 
or for any preceding taxation year; 

Related Provisions: 6(1)(i) — Inclusions — salary deferral arrangement payments; 

6(11) — Salary deferral arrangement. 
(x) retirement compensation arrangement — any 
amount, including a return of contributions, received in the year 
by the taxpayer or-another person, other than an amount required 
to be included in that other person’s income for a taxation year 
under paragraph 12(1)(n.3), out of or under a retirement com- 
pensation arrangement that can reasonably be considered to. have 
been received in respect of an office or employment of the 
taxpayer; 

Related Provisions: 56(11) — Disposition of property by RCA trust; 60(.1) — 

Transfer of retiring allowances; 60(t)— Deductions — amount included under 

56(1)(x); 149(1)(q.1) — RCA trust — exempt from Part I tax; 107.2 — Distribution by 

RCA to beneficiary; 153(1)(q) — Withholding of tax at source; 160.3 — Liability in 

respect of amounts received out of or under RCA trust; 207.6(7) — Transfer from RCA 

to another RCA; 212(1)(j) — Non-resident withholding tax. 

Regulations: 100(1)“remuneration”(b.1) (withholding at source). 

Interpretation Bulletins: IT-499R: Superannuation or pension benefits. 

Forms: T4A-RCA: Statement of distributions from an RCA; T4A-RCA Summ: Infor- 

mation return of distributions from an RCA; T4041: Retirement compensation arrange- 

ments [guide]. 
(y) idem — any amount received or that became receivable in 
the year by the taxpayer as proceeds from the disposition of an 
interest in a retirement compensation arrangement; 

Related Provisions: 60(u) — Deductions — amount included under 56(1)(y); 

153(1)(r) — Withholding of tax at source; 214(3)(b.1) — Non-resident withholding 

tax — deemed payments. 

Forms: T4A-RCA: Statement of distributions from an RCA; T4A-RCA Summ: Infor- 

mation return of distributions from an RCA; T4041: Retirement compensation. arrange- 

ments [guide], 
(z) idem — the total of all amounts,-including a return of con- 
tributions, each of which is an amount received in the year by 
the taxpayer out of or under a retirement compensation, arrange- 
ment that can reasonably be considered to have been received in 
respect of an office or employment of a person other than the 
taxpayer, except to the extent that the amount was required 


(i). under paragraph 12(1)(n.3) to be included in computing 
the taxpayer’s income for a taxation year, or 


S. 56(2) 


(ii) under paragraph (x) or subsection 70(2) to be included in 
computing the income for the year of a person resident in 
Canada other than the taxpayer; 
Related Provisions: 56(11) — Disposition of property by RCA trust; 60(t) — De- 
ductions — amount. included under 56(1)(z); 153(1)(q)— Withholding of. tax .at 
source; 212(1)(j) — Non-resident withholding tax. 
Regulations: 100(1)“remuneration”(b.1) (withholding at source). 
Forms: T4A-RCA: Statement of distributions from an RCA; T4A-RCA Summ: Infor- 


mation return of distributions from an RCA; T4041: Retirement compensation arrange- 
ments [guide]. 


Interpretation Bulletins: IT-499R: Superannuation or pension benefits. 


(z.1) [benefit from registered national arts service or- 
ganization] — the value of benefits received or enjoyed by any 
person in the year-in respect of workshops, seminars, training 
programs and similar development programs because of the tax- 
payer's membership in a registered national arts service organi- 
zation; and 

Related Provisions: 149.1(6.4) — National arts service organizations. 


History: Para. 56(1)(aa) renumbered as 56(1)(z.1) by 2010, c. 25, s. 9, applicable after 
2009. 


Para. 56(1)(aa), added by 1994, c,.7, Sch. II (1991, c. 49), subsec. 32(7), applicable after 

July. 13, 1990. 

Interpretation: Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 

search grants and financial assistance. 
(z.2) employee life and health trust — the total of all 
amounts, each of which is an amount received in the.year by the 
taxpayer that is required to be included in income under subsec- 
tion 144.1(11) except'to the extent that the amount was required 
under subsection 70(2) to be included in computing the income 
for the year by the taxpayer or other person resident in Canada. 

Related Provisions: 128.1(10)‘excluded, right or interest’(a)(vi.l) —No deemed 

disposition of rights.on emigration or immigration of ELHT beneficiary; 153(1)(s) — 

Withholding of. tax at source;,212(1)(w) — Withholding tax where payment is to non- 

resident. 

History: Para. 56(1)(z.2) added by 2010, c. 25, s: 9, applicable’ after 2009. 


Selected Cases [subsec. 56(1)]: Ahmad v. R., [2002] 4 C.T:C. 2497 (TCC) 
(General damages not retiring allowance). 


(1.1) Application of subsec. 12.2(11) — The definitions in sub- 
section 12.2(11) apply to paragraph (1)(d). 

Origin of subsec. 56(1.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec..12.2(11)). 


(2) Indirect payments — A payment or transfer of property 
made pursuant to the direction of, or with the concurrence of, a tax- 
payer to some other person for the benefit of the taxpayer or as.a 
benefit that the taxpayer desired to have conferred on the other per- 
son (other than by an assignment of any portion of a retirement pen- 
sion pursuant to section 65.1 of the Canada Pension Plan or a com- 
parable provision of a provincial pension plan as defined in section 
3 of that Act or of a prescribed provincial pension plan) shall be 
included in computing the taxpayer’s income to the extent that it 
pes be if the payment or transfer had been made to the taxpayer. 


_ Proposed Amendment. — 56(2) 


(2) Indirect. payments — A payment or transfer of property 


made pursuant to the direction of, or with the concurrence of, a 
taxpayer to another person for the benefit of the taxpayer or as a 
benefit that the taxpayer desired to have conferred on the other 
person (other than by an assignment of any portion of a retirement 
pension pursuant to section 65.1 of the Canada Pension Plan or a 
comparable provision of a provincial’ Pension plan as defined in 


section 3 of that Act) shall be included in computing the tax- 


payer’s income to the extent that it would be if the Bayment or 
transfer had been made to the taxpayer. 
Application: The December 7, 2010 draft legislation (Sask. Pension Plan), subsec. 


2(2), will amend subsec. 56(2) to ie as oe ee ‘to ao soe renee 


made after 2010. 


Technical Notes: ‘Subsection 56(2) ed that clases a taxpayer fies ¢ or concurs 
in the payment of an amount to another person, that amount shall be included in the 
taxpayer’s income where, if it had been paid to foes taxpayer, it would have been in- 
cluded in the i income of the taxpayer. : 
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Subsection 56(2) is amended to remove the reference to a “prescribed provincial pen- 
sion plan” (i.e. the Saskatchewan Pension Plan) from the list of arrangements which are 
exempted from the general income attribution rule in that subsection. This amendment 
is a part of the changes being made regarding the treatment of the Saskatchewan Pen- 
sion Plan, which, among other things, generally have the effect of treating SPP income 
the same way as RRSP income for the purposes of the attribution rules. 


For more information, please see related commentary on subsections 146(21.1) to 
(21.3) and on the new definition “specified pension plan” in subsection 248(1). 


Related Provisions: 56(5) — 56(2) does not apply to income subject to income- 
splitting tax; 74.1-74.5 — Attribution rules; 80.04(5.1) — No benefit conferred where 
debtor transfers property to eligible transferee under 80.04; 135(4)“payment’’(c) — Pa- 
tronage dividend payments; 212(2), 214(3)(a) — Non-resident withholding tax; 246 — 
Benefit conferred on a person. 


Selected Cases [subsec. 56(2)]: Kuryliw y. R., [2007] 5 C.T.C. 2394 (TCC) 
(Minister failed to establish intention to confer benefit); Williams v. R., [2005] 1 C.T.C. 
2789 (TCC) (Provision not applicable where payments made pursuant to normal busi- 
ness practice); Peddle v. R., [2004] 2 C.T.C. 3111 (TCC) (Provision not applicable if 
double taxation would result); Wong v. R., [1999] 2 C.T.C. 2173 (TCC) (Provision not 
applicable where purpose of dividends not to alter value of interest); Minet Inc. v. R., 
[1998] 3 C.T.C. 352 (FCA); rev’g [1996] 3 C.T.C. 2108 (TCC) (Income not income 
where no legal entitlement or control); Neuman v. MNR, [1998] 3 C.T.C. 177 (SCC); 
rev’g [1996] 3 C.T.C. 270 (FCA) (Absent fraud or sham, provision does not apply to 
dividends. No general scheme in Act to prevent income splitting. Pre-existing entitle- 
ment to income is essential element to application of provision); Ascot Enterprises v. 
Canada, [1996] 1 C.T.C. 384 (FCA) (Desire to confer benefit is critical to application 
of provision); McClurg v. MNR, [1991] 1 C.T.C. 169 (SCC) (Dividends to wife on 
separate class of shares not included in taxpayer’s income); Century 21 Ramos Realty 
Inc. et al. v. R., [1987] 1 C.T.C. 340, (sub nom. Ramos v. The Queen) (Ont CA); leave 
to appeal to SCC refused (1987), 44 D.L.R. (4th) vii (note) (Conviction for tax evasion; 
benefit from transactions attributed to taxpayer when ultimate remuneration earned by 
taxpayer through corporation); Boardman et al. v. R., [1986] 1 C.T.C. 103 (FCTD) 
(Transfer of houses; net fair market value included in transferor’s income); R. v. Hoff- 
man, [1985] 2 C.T.C. 347 (FCTD) (Amounts withheld from income received by U.S. 
citizen working in Canada and forwarded to U.S. government included in income); 
Champ vy. R., [1983] C.T.C. 1 (FCTD) (Indirect benefit from payment of dividends 
included in income); Barbeau v. R., [1981] C.T.C. 496 (FCTD) (Commissions in lieu 
of salary paid to holding company were income from employment); Fraser Companies 
Ltd. v. R., [1981] C.T.C. 61 (FCTD) (Proceeds of sale received from U.S. subsidiary 
loaned interest-free from Canadian parent to subsidiary exempted from Canadian in- 
come tax constitute loan, not transfer of interest income); Murphy v. R., [1980] C.T.C. 
386 (FCTD) (Income distributed to wife attributed to taxpayer executor and beneficiary 
of father’s estate); McClain Industries of Canada Inc. v. R., [1978] C.T.C. 511 (FCTD) 
(Taxpayer taxable on portion of commission assigned to third party); Perrault v. R., 
[1978] C.T.C. 395 (FCA) (Renunciation of dividends taxable benefit when extinguish- 
ing shareholder debt); Nelson v. R., [1974] C.T.C. 360 (FCA) (Dividends not indirect 
payment when issued shares held in trust for members of partnership in equal shares or 
when agreement calling for equal equity shareholdings); R. v. Quinn, [1973] C.T.C. 
258 (FCTD) (Interest on sums in scholarship trust fund not received by taxpayer or 
beneficiary son not included in taxpayer’s income); Campeau v. MNR, [1970] C.T.C. 
306 (Exch.) (Amounts paid by operating companies when management companies not 
providing services taxable in hands of shareholder-employees). 


Regulations: 7800(1) (Saskatchewan Pension Plan is prescribed provincial pension 
plan (to 2009)). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-335R2: Indirect payments; IT-362R: Pa- 
tronage dividends; IT-385R2: Disposition of an income interest in a trust; IT-415R2: 
Deregistration of registered retirement savings plans (archived); IT-432R: Benefits 
conferred on shareholders. 


1.T. Technical News: 16 (Neuman case). 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments; TPM-03: Downward transfer pricing adjustments under subsec. 
247(2). 


CRA Audit Manual: 24.11.0: Indirect payments and benefits. 


Advance Tax Rulings: ATR-3: Winding-up of an estate; ATR-14: Non-arm’s length 
interest charges; ATR-15: Employee stock option plan; ATR-17: Employee benefit 
plan — purchase of company shares; ATR-22R: Estate freeze using share exchange; 
ATR-27: Exchange and acquisition of interests in capital properties through rollovers 
and winding-up (“butterfly”); ATR-29: Amalgamation of social clubs; ATR-35: Parti- 
tioning of assets to get specific ownership (“butterfly”); ATR-36: Estate freeze. 


(3) Exemption for scholarships, fellowships, bursaries 
and prizes — For the purpose of subparagraph (1)(n)(ii), a tax- 
payer’s scholarship exemption for a taxation year is the total of 


(a) the total of all amounts each of which is the amount included 
under subparagraph (1)(n)(i) in computing the taxpayer’s in- 
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come for the taxation year in respect of a scholarship, fellowship 
or bursary received in connection with the taxpayer’s enrolment 


(i) in an educational program in respect of which an amount 
may be deducted under subsection 118.6(2) in computing the 
taxpayer’s tax payable under this Part for the taxation year, 
for the immediately preceding taxation year or for the fol- 
lowing taxation year, or 


(ii) in an elementary or secondary school educational 
program, 


(b) the total of all amounts each of which is the lesser of 


(i) the amount included under subparagraph (1)(n)(i) in com- 
puting the taxpayer’s income for the taxation year in respect 
of a scholarship, fellowship, bursary or prize that is to be 
used by the taxpayer in the production of a literary, dramatic, 
musical or artistic work, and 


(ii) the total of all amounts each of which is an expense in- 
curred by the taxpayer in the taxation year for the purpose of 
fulfilling the conditions under which the amount described in 
subparagraph (i) was received, other than 


(A) personal or living expenses of the taxpayer (except 
expenses in respect of travel, meals and lodging incurred 
by the taxpayer in the course of fulfilling those conditions 
and while absent from the taxpayer’s usual place of resi- 
dence for the period to which the scholarship, fellowship, 
bursary or prize, as the case may be, relates), 


(B) expenses for which the taxpayer is entitled to be reim- 
bursed, and 
(C) expenses that are otherwise deductible in computing 
the taxpayer’s income, and 

(c) the lesser of $500 and the amount by which the total de- 


scribed in subparagraph (1)(n)(i) for the taxation year exceeds 
the total of the amounts determined under paragraphs (a) and 


(b). 
_ Proposed Amendments — 56(3) _ 


Federal Budget, Notice of Ways and Means Motion, March 4, 2010: Scholar- 
ship Exemption and Education Tax Credit 


(15) That, for the 2010 and subsequent taxation years, the portion of the scholarship 


exemption in paragraph 56(3)(a) of the Act that applies in respect of a scholarship, 
fellowship or bursary received in connection with the taxpayer's enrolment in an edu- 
cational program be limited to an amount equal to the sum of the fees paid to a desig- 
nated educational institution, as defined in subsection 118.6(1) of the Act, in respect of 
the taxpayer's tuition and costs incurred for program-related materials, if the taxpayer 
may deduct an amount by reason of paragraph (b) of the description of B in subsection 
118.6(2) of the Act in Fespect of that educational program. 


(16) That, for the 2010 and subsequent taxation years, a scholarship, felloo chines or bur- 
sary (in this paragraph referred to as an “award’’) is not, for the purpose of the scholar- 
ship exemption in subsection 56(3) of the Act, considered to be received 1 in conne tion 
with a taxpayer’s enrolment in an educational program except to the extent that it is 
reasonable to conclude that the award is intended to support the taxpayer’s enrolment 
in sas program, having Tegard to all the circumstances, including he 


(a) any terms or conditions that apply in respect of the award, 


(b) the duration of the program, and 
~ (c) the period for which support is intended to be provided by the award, 


(17) That, for the 2010 and subsequent taxation years, a program at a Postsecondary 
school level referred to in the definition “qualifying education program” in subsection 
118.6(1) of the Act does not include a program that consists primarily of research, 
unless the program leads to a diploma from a college or a Collége d’enseignement 
général et professionnel (CEGEP), or a bachelor, masters or doctoral ad Su: an 
equivalent degree). 


Federal Budget, Supplementary Information, March 4, 2010: Scholarship 
Exemption and Education Tax Credit 


Budget 2006 introduced a full tax exemption for post-secondary scholarships: fellow- 
ships and bursaries to help foster academic excellence by providing tax relief to post- 
secondary students. The scholarship exemption applies to amounts received in connec- 
tion with the student’s enrolment in an educational program that entitles the student to 
the Education Tax Credit. The Education Tax Credit is generally available in respect of 
programs at the post-secondary level, and programs at educational institutions that are 
certified by the Minister of Human Resources and Skills aspires as coral 
skills in an occupation. 
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Budget 2010 Proposes to ¢ ri 
gi a den le a 
sony. ifi it ond to a ollege or CEGEP diploma, ra be chelo m 


Ifa schol, ona or isan hs friontit is roa i 
ram, ree cine that ie eqclaetip penier be limite dt 


ability Tax ‘Credit ora 
a mental or he: / 


Hlatone Para. 56(3)(a) amended by 2007, c. 35, s. 17, appliceb le’ to 2007 et seq. It 

formerly read: 
(a) the total of all amounts each of which is the amount included under subpara- 
graph (1)(n)(i) in computing the taxpayer’s income for the taxation year in re- 
spect of a scholarship, fellowship or bursary received in connection with the tax- 
payer’s enrolment in an educational program in respect of which an amount may 
be deducted under subsection 118.6(2) in computing the taxpayer’s tax ee 
under this Part for the taxation year, 


Subsec. 56(3) amended by 2007, c. 2, subsec. 6(3), applicable to 2006 er seq. It for- 
merly read: 
(3) For the purpose of subparagraph (1)(n)(ii), a taxpayer’s scholarship exemp- 
tion for a taxation year is the greatest of 
(a) $500, 
(b) the lesser of 
(i) $3,000 and 
(ii) the total of all amounts each of which is the amount included under 
subparagraph (1)(n)(i) in computing the taxpayer’s income for the year 
in respect of a scholarship, fellowship or bursary received in connection 
with the taxpayer’s enrolment in an educational program in respect of 


which an amount may be deducted under subsection 118.6(2) in com- 
puting the taxpayer’s tax payable under this Part for the year, and 


(c) the total of all amounts each of which is the lesser of 


(i) the amount included under subparagraph (1)(n)(i) in computing the 
taxpayer’s income for the year in respect of a scholarship, fellowship, 
bursary or prize that is to:be used by the taxpayer in the production of a 
literary, dramatic, musical or artistic work, and 


(ii) the total ofall amounts each of which is an expense incurred by the 
taxpayer in the year for the, purpose of. fulfilling the conditions under 
which the amount described in subparagraph (i) was received, other than 


(A) personal or living expenses of the taxpayer (except expenses in 
respect of travel, meals and lodging incurred by the taxpayer in the 
course of fulfilling those conditions and while absent from the tax- 
payer’s usual place of residence for the period to which the scholar- 
ship, fellowship, bursary or prize, as the case may be, relates), 


(B) expenses for which the taxpayer is entitled to be reimbursed, 
and 
(C) expenses that are otherwise deductible in computing the tax- 
payer’s income. 

Subsec. 56(3) added by 2001, c. 17, subsec. 39(2), applicable to 2000 et seq. 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance. 


(4) Transfer of rights to income — Where a taxpayer has, at 
any time before the end of a taxation year, transferred or assigned to 
a person with whom the taxpayer was not dealing at arm’s length 
the right to an amount (other than any portion of a retirement pen- 
sion assigned by the taxpayer under section 65.1 of the Canada 
Pension Plan or a comparable provision of a provincial pension 
plan as defined in section 3 of that Act) that would, if the right had 
not been so transferred or assigned, be included in computing the 
taxpayer’s income for the taxation year, the part of the amount that 
relates to the period in the year throughout which the taxpayer is 
resident in Canada shall be included in computing the taxpayer’s 


; that a post-secondary program that consists principally / 
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income for the year unless the income is from property and the tax- 
payer has also transferred or assigned the property. 

Related Provisions: 56(5) — Exception where kiddie tax applies; 82(2) — Divi- 
dends. deemed received by taxpayer; 212(12)— No non-resident. withholding tax 
where income attributed. 


History: Subsec. 56(4) substituted by 1994, c. 21, subsec. 25(3), applicable to 1992 et 
seq. That subsec. formerly read: 


(4) Where a taxpayer has, at any time before the end of a taxation year (whether 
before or after the end of 1971), transferred or assigned to a person with whom 
the taxpayer was not dealing at arm’s length the right to.an amount (other than 
any portion of a retirement pension assigned by the taxpayer pursuant to section 
65.1 of the Canada Pension Plan or a comparable provision of a provincial pen- 

_ sion plan as defined in section 3 of that Act.or of a prescribed provincial pension 
plan) that would, if the right thereto had not been so transferred or assigned, be 
included in computing the taxpayer’s income for the taxation year because the 
amount would have been received or receivable by the taxpayer in or in respect 
of the year, the amount shall be included in computing the taxpayer’s income for 
the year unless the income is from property and the taxpayer has also transferred 
or assigned the property. 


Selected Cases [subsec. 56(4)]: Boutilier v. R., [2007] 3 C.T.C. 2007 (TCC) 
(Trailer fees assigned to corporation which did no’ work to earn them attributed to 
transferor); De Groote v. R., [1984] C.T.C. 687 (FCTD), (Dividends assigned by share- 
holder to company included in company’s income); Fraser Companies Ltd. v. R., 
[1981] C.T.C. 61 (FCTD) (Proceeds of sale received from U.S. subsidiary loaned inter- 
est-free from Canadian parent to, subsidiary exempted from Canadian income tax con- 
stitute loan, not transfer of interest income); R. v. Campbell, [1980] C.T.C..319 (SCC) 
(Taxpayer not assigning own money when assigning fees to company under arrange- 
ment in which fees belong to ‘company); R. v.. Canadian-American Loan and 
Investment Corp. Ltd., [1974] C.T.C. 101 (FCTD) (Income taxable in taxpayer’s hands 
when profits income, from, business rather than property); R, v..Guay, [1973] C.T.G. 
148 (FCTD) (Bonus. payments held to be taxable income for taxpayer dealing person- 
ally with company). 


Interpretation Bulletins: IT-440R2: Transfer of rights to income; IT-499R: Super- 
annuation or pension benefits. 


(4.1) Interest free or low interest loans — Where 
(a) a particular individual (other than a trust) or a trust in which 
the particular individual is beneficially interested has, directly or 
indirectly by means.of a trust or by any means whatever, re- 
ceived a loan from or become indebted to 


(i) another individual (in this subsection referred to as the 
“creditor’) who 


(A) does not deal at arm’s length with the particular indi- 
vidual, and 


(B) is not a trust, or 
(ii) a trust Gn this subsection referred to as the “creditor 


trust”) to which another individual (in this subsection re- 
ferred to as the “original transferor”) who 


(A) does not deal at arm’s length with the particular 
individual, 

(B) was resident in Canada at any time in the period dur- 
ing which the loan or indebtedness is outstanding, and 
(C) is not a trust, 


has, directly or indirectly by means of a trust.or by any 
means whatever, transferred property, and 


(b) it can reasonably be considered that one of the main reasons 
for making the loan or incurring the indebtedness was to reduce 
or avoid tax by causing income from 

(1) the loaned property, 

(ii) property that the loan or indebtedness enabled or assisted 


the particular individual, or the trust in which the particular 
individual is beneficially interested, to acquire, or 


(iii) property substituted for property referred to in subpara- 
graph (1) or (il) 
to be included in the income of the particular individual, 
the following rules apply: 
(c) any income of the particular individual for a taxation year 
from the property referred to in paragraph (b) that relates to the 


period or periods in the year throughout which the creditor or 
the creditor trust, as the case may be, was resident in Canada and 
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the particular individual was not dealing at arm’s length with the 
creditor or the original transferor, as the case may be, shall be 
deemed, 


(i) where subparagraph (a)(i) applies, to be income of the 
creditor for that year and not of the particular individual ex- 
cept to the extent that 


(A) section 74.1 applies or would, but for subsection 
74.5(3), apply, or 


(B) subsection 75(2) applies 
to that income, and 


(ii) where subparagraph (a)(ii) applies, to be income of the 
creditor trust for that year and not of the particular individual 
except to the extent that 


(A) subparagraph (i) applies, 


(B) section 74.1 applies or would, but for subsection 
74.5(3), apply, or 
(C) subsection 75(2) applies (otherwise than because of 
paragraph (d)) 

to that income; and 


(d) where subsection 75(2) applies to any of the property re- 
ferred to in paragraph (b) and subparagraph (c)(ii) applies to in- 
come from the property, subsection 75(2) applies after subpara- 
graph (c)(ii) is applied. 
Related Provisions: 56(4.2) — Exception where interest charged; 56(5) — Excep- 
tion where kiddie tax applies; 74.4(2) — Transfer or loan to corporation; 82(2) — Divi- 
dends deemed received by taxpayer; 96(1.8) — Transfer or loan of partnership interest; 
212(12) — No non-resident withholding tax where income attributed; 248(5) — Sub- 
stituted property; 248(25) — Meaning of “beneficially interested”; 250(6.1) — Credi- 
tor trust that ceases to exist deemed resident throughout year. 
History: Subpara. 56(4.1)(b)(ii) substituted by 1994, c. 21, subsec. 25(4), applicable to 
income relating to periods that begin after December 21, 1992. That subpara. formerly 
read: 
(ii) property that the loan or indebtedness enabled or assisted the particular indi- 
vidual to acquire, or 


That portion of para. 56(4.1)(a) preceding subpara. (i) amended by 1994, c. 7, Sch. VII 
(1993, c. 24), subsec. 17(6), to delete “(within the meaning assigned by subsection 
74.5(10))” from after “beneficially interested”, applicable after 1990. 

Subsec. 56(4.1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(8), applica- 
ble with respect to income relating to periods commencing after 1990. Subsec. 56(4.1) 
formerly read: 


(4.1) Where an individual has lent property, directly or indirectly by means of a 
trust or by any means whatever, to another individual with whom the individual 
was not dealing at arm’s length and it may reasonably be considered that one of 
the main reasons for the loan was to reduce or avoid tax by causing income from 
the property or property substituted therefor to be included in the income of the 
other individual, any income for a taxation year from the property or from pro- 
perty substituted therefor that relates to the period or periods of the year through- 
out which the individual was resident in Canada and was not dealing at arm’s 
length with the other individual, shall be deemed to be income of the individual 
and not of the other individual except to the extent that section 74.1 is otherwise 
applicable. 

Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-511R: Inter- 

spousal and certain other transfers and loans of property. 


CRA Audit Manual: 15.7.13: Application of attribution rules to trusts. 


(4.2) Exception — Notwithstanding any other provision of this 
Act, subsection (4.1) does not apply to any income derived in a par- 
ticular taxation year where 


(a) interest was charged on the loan or indebtedness at a rate 
equal to or greater than the lesser of 


(i) the prescribed rate of interest in effect at the time the loan 
was made or the indebtedness arose, and 


(ii) the rate that would, having regard to all the circum- 
stances, have been agreed on, at the time the loan was made 
or the indebtedness arose, between parties dealing with each 
other at arm’s length; 


(b) the amount of interest that was payable in respect of the par- 
ticular year in respect of the loan or indebtedness was paid not 
later than 30 days after the end of the particular year; and 
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(c) the amount of interest that was payable in respect of each 
taxation year preceding the particular year in respect of the loan 
or indebtedness was paid not later than 30 days after the end of 
each of those preceding taxation years. 
History: Subsec. 56(4.2) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(8), 
applicable with respect to income relating to periods commencing after 1990. Subsec. 
56(4.2) formerly read: 


(4.2) Where subsec. (4:1) does not apply — Notwithstanding any other pro- 
vision of this Act, subsection (4.1) does not apply to any income derived in a 
particular taxation year from lent property or from property substituted therefor 
if 
(a) interest was charged on the loan at a rate equal to or greater than the 
lesser of 


(i) the prescribed rate that was in effect at the time the loan was made, 
and 


(ii) the rate that would, having regard to all circumstances, have been 
agreed on, at the time the loan was made, between parties dealing with 
each other at arm’s length; 


(b) the amount of interest that was payable in respect of the particular year in 
respect of the loan was paid not later than 30 days after the end of the partic- 
ular year; and 


(c) the amount of interest that was payable in respect of each taxation year 
preceding the particular year in respect of the loan was paid not later than 30 
days after the end of each such taxation year. 


Regulations: 4301(c) (prescribed rate of interest). 


Interpretation Bulletins: IT-511R: Interspousal and certain other transfers and loans 
of property. 


(4.3) Repayment of existing indebtedness — For the pur- 
poses of subsection (4.1), where at any time a particular property is 
used to repay, in whole or in part, a loan or indebtedness that ena- 
bled or assisted an individual to acquire another property, there 
shall be included in computing the income from the particular pro- 
perty that proportion of the income or loss, as the case may be, de- 
rived after that time from the other property or from property sub- 
stituted therefor that the amount so repaid is of the cost to the 
individual of the other property, but for greater certainty nothing in 
this subsection shall affect the application of subsection (4.1) to any 
income or loss derived from the other property or from property 
substituted therefor. 


Related Provisions: 248(5) — Substituted property. 


History: Subsec. 56(4.3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(8), 
applicable to income relating to periods commencing after 1990. Subsec. 56(4.3) for- 
merly read: 


(4.3) For the purposes of subsection (4.1), where at any time an individual has 
lent property (in this subsection referred to as the “lent property”) either directly 
or indirectly, by means of a trust or by any other means whatever, to a person, 
and the lent property or property substituted therefor is used 


(a) to repay, in whole or in part, borrowed money with which other property 
was acquired, or 


(b) to reduce an amount payable for other property, 


there shall be included in computing the income from the lent property, or from 
property substituted therefor, that is so used, that proportion of the income or 
loss, as the case may be, derived after that time from the other property or from 
property substituted therefor that the fair market value at that time of the lent 
property, or property substituted therefor, that is so used is of the cost to that 
person of the other property at the time of its acquisition, but for greater certainty 
nothing in this subsection shall affect the application of subsection (4.1) to any, 
income or loss derived from the other property or from property substituted 
therefor. 


Interpretation Bulletins: IT-511R: Interspousal and certain other transfers and loans 
of property. 


(5) Exception for split income — Subsections (2), (4) and (4.1) 
do not apply to any amount that is included in computing a speci- 
fied individual’s split income for a taxation year. 


History: Subsec. 56(5) added by 2000, c. 19, s. 6, applicable to 2000 et seg. 
(6) [Universal] Child care benefit — There shall be included in 


computing the income of a taxpayer for a taxation year the total of 
all amounts each of which is a benefit paid under section 4 of the 
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Universal Child Care Benefit Act that is received in the taxation 
year by 


(a) the taxpayer, if 


(i) the taxpayer does not have a “cohabiting spouse or com- 
~ mon-law partner” (within the meaning assigned by section 
122.6) at the end of the year and the taxpayer does not make 
a designation under subsection (6.1) for the taxation year, or 


(11) the income, for the taxation year, of the person who is the 
taxpayer’s cohabiting spouse or common-law partner at the 
end of the taxation year is equal to or greater than the income 
of the taxpayer for the taxation year; 


(b) the taxpayer’s cohabiting spouse or common-law partner at 
the end of the taxation year, if the income of the cohabiting 
spouse or common-law partner for the taxation year is greater 
than the taxpayer’s income for the taxation year; or 


(c) an individual who makes a designation under subsection 
(6.1) in oo of the expe for the taxation yea, 


(conservative.ca), | Oct. 7 2008: ieee 
Care Baie 


per nik a oe Child Care Be 
the Benelt dees a nol erode ayer 


Related Provisions: 3(f) — Nil income deemed to be $0 income for comparative 
purposes; 56(8) — Averaging of benefits where paid for earlier years; 60(y) — Deduc- 
tion where benefit repaid; 74.1(2) — No income attribution on UCCB; 122.5(1)“ad- 


justed income’(a)(i), 122.6‘adjusted income’(a)(i), 122. 7(1)“adjusted net in- 
come”’(b) — UCCB does not affect entitlement to GST/HST Credit, Child Tax Benefit 
or Working Income Tax Benefit; 122.61(1) — Non-taxable income-tested Child Tax 
Benefit; 180.2(1)“adjusted income’’(a)(i) — UCCB does not create OAS clawback; 
241(4)(d)(vii.4) — Disclosure of taxpayer information by CRA. 


History: Subsec. 56(6) amended by 2010, c. 12, s. 4, applicable to 2010 et seq. It 
formerly read: 


(6) There shall be included in computing the income of a taxpayer for a taxation 
year the total of all amounts each of which is a benefit paid under section 4 of 
the Universal Child Care Benefit Act that is received in the taxation year by 
(a) the taxpayer, if 
(i) the taxpayer does not have a spouse or common-law partner at the 
end of the year, or 


(ii) the income, for the taxation year, of the person who is the taxpayer’s 
spouse or common-law partner at the end of the taxation year is equal to 
or greater than the income of the taxpayer for the taxation year; or 


(b) the taxpayer’s spouse or common-law partner at the end of the taxation 
year, if the income of the spouse or common-law partner for the taxation 
year is greater than the taxpayer’s income for the taxation year. 


Subsec. 56(6) added by 2006, c. 4, s. 173, applicable to amounts received after June 30, 
2006. 


(6.1) Designation [to include UCCB in child’s income] — 
If, at the end of the taxation year, a taxpayer does not have a “co- 
habiting spouse or common-law partner’ (within the meaning as- 
signed by section 122.6), the taxpayer may designate, in the tax- 
payer’s return of income for the taxation year, the total of all 
amounts, each of which is a benefit received in the taxation year by 
the taxpayer under section 4 of the Universal Child Care Benefit 
Act, to be income of 


(a) if the taxpayer deducts an amount for the taxation year under 
subsection 118(1) because of paragraph (b) of the description of 
B in that subsection in respect of an individual, the individual; or 
(b) in any other case, a child who is a “qualified dependant” (as 
defined in section 2 of the Universal Child Care Benefit Act) of 
the taxpayer. 

Related Provisions: 56(6)(c) — Effect of designation. 
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History: Subsec. 56(6.1) added by 2010; c. 12, s. 4, applicable to 2010 et ‘seq. 


(7) [Repealed] 


History: Former subsecs. 56(5) and (6), and subsec. (7), repealed by 1994, c. 7, Sch. 
VII (1992, c. 48), subsec. 1(1), applicable. to 1993 et seg. Subsecs. (5) to (7) formerly 
read: 


(5) Family allowances — An individual who is deemed by subsection (6) or (7) 
to have supported in-a particular month of a taxation year.a person in respect of 
whom 


(a) a family allowance under the Family Allowances Act, or 


(b) an allowance under a law of a province that provides for payment of an 
allowance similar to the family allowance provided under the Family Al- 
lowances Act 


is paid for the particular month shall include in computing the individual income 
for the year an amount equal to the total of all amounts each of which is the 
amount of such an allowance received by the individual, or the individual’s 
spouse for a month of the year in which the individual is deemed to have sup- 
ported the person. 


(6) Deemed support — For the purposes of subsection (5) and incite to sub- 
section.(7), an individual shall be deemed: to have supported: a person in a partic- 
ular month of a taxation year if 


(a) the person is a child of, or is dependent for support in the particular 
month on, the individual or the individual’s spouse; and 


(b), where the individual is married at the end of the particular ‘month, 
(i) the individual’s income for the year (computed without reference to 
subsection (5) and section 63) exceeds that of the individual’s spouse; 
and 
(ii) the individual’s spouse was not, by reason of a breakdown of the 
marriage, living separate and apart from the individual at the end of the 
particular month and for a period of at least 90 days commencing in the 
year. 
(7). ldem — For the purposes of subsection (5), where 
(a) an amount is allowed under subsection 118(1) because of paragraph 
118(1)(b) in computing an individual’s tax payable under this Part for a tax- 
ation year in respect of a person referred to. in subsection (5), the individual. 
shall be deemed to be the only individual to have supported the person in 
each month of the year and: any allowance referred to,in subsection (5) that 
is paid in respect of the person for each such month shall be deemed to ‘have 
been received by the individual; and 
(b).an.allowance, referred to in that;subsection is paid in respect of a person 
for a particular month of a taxation year and no amount in respect of the 
allowance would, but for this paragraph, be included in computing the in- 
come for the year of any individual, the individual to whom the allowance is 
paid shall be deemed to have supported the person in the particular month. 
Para. 56(7)(a) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec.:32(9), applicable 
to 1988 et seq. Para. 56(7)(a) formerly read: 
(a) an amount is allowed under subsection 118(1) by reason of paragraph 
118(1)(b) in:computing an individual’s tax payable under this Part for a taxation 
year in respect of a person, the individual shall be deemed to be the only indivi- 
dual to have supported the person in each month of the year; and 


(8) CPP/QPP and UCCB amounts for previous years — 
Notwithstanding subsections (1) and (6), if 


(a) one or more amounts.are received by an individual (other 
than a trust) in a taxation year as, on account of, in lieu of pay- 
ment of or in satisfaction of, any benefit under the Universal 
Child Care Benefit Act, the Canada Pension Plan or a provincial 
pension plan as defined in section 3 of the Canada Pension 
Plan, and 


(b) a portion, not less than $300, of the total of those amounts 
relates to one or more preceding taxation years, 


that portion shall, at the option of the individual, not be included in 
the individual’s income. 
Related Provisions: 120.2 — General deferral rule for lump-sum payments; 


120.3 —CPP/QPP benefits for previous years; 146(1)“earned income’(b.1)— 
RRSP — earned income includes amount under 56(8)(a). 
History: Subsec. 56(8) amended by 2007, c. 2, subsec. 6(4), applicable to 2006 ef seg. 
It formerly read: 
(8) CPP/QPP benefits for previous years — Notwithstanding subsection (1), 
where 
(a) one or more amounts are received by an individual (other than a trust) in 
a taxation year as, on account of, in lieu of payment of or in satisfaction of, 


any benefit under the Canada Pension Plan or a provincial pension plan as 
defined in section 3 of that Act, and 


S. 56(8) 


(b) a portion, not less than $300, of the total of those amounts relates to one 
or more preceding taxation years, 
that portion shall, at the option of the individual, not be included in the indivi- 
dual’s income. 
The portion of subsec. 56(8) before para. (b) amended by 1998, c. 19, subsec. 9(3), 
applicable to amounts received by an individual after 1994, other than an individual to 
whom tax has been remitted under subsec. 23(2) of the Financial Administration Act in 
respect of the amounts referred to in para. 56(8)(a), as amended. That portion formerly 
read: 
(8) CPP/QPP disability benefits for previous years — Notwithstanding sub- 
section (1), where 
(a) one or more amounts are received by an individual (other than a trust) in 
a taxation year as, on account of, in lieu of payment of or in satisfaction of, a 
disability pension under the Canada Pension Plan or a provincial plan as 
defined in section 3 of that Act, and 


Subsec. 56(8) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(10), applicable with 
respect to amounts received after 1989. 


Remission Orders: Willard Thorne Remission Order, P.C. 2002-2177 (remission of 
tax on retroactive lump sum payment of CPP benefits); Janet Hall Remission Order, 
P.C. 2004-1336 (remission where CPP lump sum disability repaid to wage loss replace- 
ment provider); Wendy Drever Remission Order, P.C. 2009-299 (remission where CPP 
lump sum disability repaid to wage loss replacement provider and transaction bridged 2 
taxation years). 


(9) Meaning of “income for the year” — For the purposes of 
paragraphs (1)(s) and (u), “income for the year” of a person means 
the amount that would, but for those paragraphs, paragraphs 60(v.1) 
and (w) and section 63, be the income of that person for the year. 


History: Subsec. 56(9) substituted by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 1(2), 
applicable to 1993 et seg. Subsec. 56(9) formerly read: 


(9) Definition of “income for the year’ — For the purposes of paragraphs (1)(s) 
and (u) and subsection (6), “income for the year” of a person means the amount 
that would, but for those paragraphs, subsection (5), paragraphs 60(v.1) and (w) 
and section 63, be the income of that person for the year. 


Subsec. 56(9) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 32(11), to add 
reference to paragraph 60(v.1), applicable to 1989 et seq. 


(10) Severability of retirement compensation arrange- 
ment — Where a retirement compensation arrangement is part of a 
plan or arrangement (in this subsection referred to as the “plan’’) 
under which amounts not related to the retirement compensation ar- 
rangement are payable or provided, for the purposes of this Act, 
other than this subsection, 


(a) the retirement compensation arrangement shall be deemed to 
be a separate arrangement independent of other parts of the plan 
of which it is a part; and 


(b) subject to subsection 6(14), amounts paid out of or under the 
plan shall be deemed to have first been paid out of the retirement 
compensation arrangement unless a provision in the plan other- 
wise provides. 


(11) Disposition of property by RCA trust — For the purposes 
of paragraphs (1)(x) and (z), where, at any time in a year, a trust 
governed by a retirement compensation arrangement 


(a) disposes of property to a person for consideration less than 
the fair market value of the property at the time of the disposi- 
tion, or for no consideration, 


(b) acquires property from a person for consideration greater 
than the fair market value of the property at the time of the ac- 
quisition, or 

(c) permits a person to use or enjoy property of the trust for no 
consideration or for consideration less than the fair market value 
of such use or enjoyment, 


the amount, if any, by which such fair market value differs from the 
consideration or, if there is no consideration, the amount of the fair 
market value shall be deemed to be an amount received at that time 
by the person out of or under the arrangement that can reasonably 
be considered to have been received in respect of an office or em- 
ployment of a taxpayer. 


Related Provisions: 69(1) — General rule deeming disposition to be at fair market 
value. 


(12) [Repealed] 


Income Tax Act, Part I, Division B 


Proposed Addition — 56(12) 


(12) Foreign retirement arrangement — If an amount in re- 
spect of a foreign retirement arrangement is, as a result of a trans- 
action, an event or a circumstance, considered to be distributed to 
an individual under the income tax laws of the country in which 
the arrangement is established, the amount is, for the purpose of 
paragraph (1)(a), deemed to be received by the individual as a 
payment out of the arrangement in the taxation year that includes 
the time of the ‘transaction, event or circumstance. : 
Application: The July 16, 2010 draft legislation (Part 1 — -technical), Sabkce. 26(3), 
will add subsec. 56(12), applicable to 1998 et seq. except that, for taxation years that 
end before 2002, the subsec. is to be read as follows: 
(12) For the purpose of paragraph (1)(a), 
) (a) if an amount in respect of a foreign retirement arrangement is consid- 
ered, under section 408A(d)(3)(C) of the Internal Revenue Code of 1986 
of the United States (in this subsection referred to as the “Code”), to be 
distributed to an individual as a result of a conversion of the arrangement 
after 1998 and before 2002, the amount is deemed to be received by the 
individual as a payment out of the arrangement in the taxation year that 
includes the time of the conversion, and — ‘ a 
() if an individual received an amount as a payment out t of or ne a 
"foreign retirement arrangement in 1998, or an amount is considered under 
section 408A(d)(3)(C) of the Code to be distributed to the individual as a 
result of a conversion of the arrangement in 1998, the individual was resi- 
dent in Canada at the time of the receipt or conversion and the amount is 
an amount to which section 408A(d)(3)(A)Gii) of the Code applies, 
@) the apouy is deemed not to have been received by the individual, 
and 


_ (ii) an amount equal to the amount that is included ee section 
408A(d)(3)(A)Gii) or 408A(d)3)(E) of the Code in the individual’s 
gross income for a particular taxable year is deemed to be an amount 
received by the individual, in the taxation year that includes the day _ 
on which the particular taxable year begins, as a payment out of the 
arrangement, where the expressions “gross income” and “taxable 
year” in this subparagraph have the meanings sn one to those ex- _ 
_ pressions by the Code. — : 


Technical Notes (July 2010): Clause 56(1)(ay(i(C. 1) senor jequired that 
payments received by a taxpayer from a foreign retirement arrangement (FRA) be 

included in computing the taxpayer’s income as a superannuation or pension benefit. 

An FRA is defined in subsection 248(1) as a prescribed plan or arrangement. Pres- 
ently, the only arrangements prescribed to be an FRA under Regulation 6803 are _ 
individual retirement accounts and annuities (IRAs) established pursuant to section - 
408(a), (b) or (h) of the eee: week Internal Revenue Code of 1986 elie to as 
the “Code”). ) 4 

New subsection 56(12) is introduced to require Canadian residents who hold IRAs to 
include in income any amount treated under the Code as a distribution from an IRA, 
to the extent that the amount is required to be included in income for U.S. tax pur- 
poses. New subsection 56(12), among other things, gives effect to a proposal that 
was announced in Finance Canada News Release 1998- 12), dated December 18, 
1998. 


In certain circumstances, the Code provides that an amount is to be treated as a distri- 
bution from an IRA even though no distribution has in fact been made. For example, 
if an individual converts an IRA into a Roth IRA (which is an individual retirement 
plan established pursuant to section 408A(b) of the Code) simply by amending the 
plan terms, section 408A(d)(3)(C) of the Code treats the converted amount as a dis- 
tribution from the regular IRA and, thus, includible in income for U.S. tax purposes. 
For Canadian tax purposes, however, the converted amount might not be considered _ 
to have been received by the individual and, thus, could escape taxation in Canada. 
Other circumstances in which the Code treats a distribution to have occurred include 
borrowing money from an IRA and using an IRA as security for a loan. New. subsec- 
tion 56(12) clarifies that such “deemed” distributions under the Code are ‘to be 
treated as distributions for Canadian income tax purposes, 


More specifically, subsection 56(12) provides that, for the purpose of paragraph 
56(1)(a), an individual is deemed to have received an amount as a payment from an 
FRA where, as a result of a transaction, event or circumstance, the income tax laws 
of the foreign country in which the FRA is established treats the amount as having 
been distributed from the FRA to the individual. The taxation year in which the indi- 
vidual is deemed to have received the amount is the taxation year that includes the — 
time of the transaction, event or circumstance. 


Subsection 56(12) applies to the 1998 and subsequent taxation years except that, in 
its application to the 1998 to 2001 taxation years, two modifications are made. First, 
its application is limited to circumstances involving the conversion of an IRA into a 
Roth IRA. Second, for conversions of IRAs into Roth IRAs that occurred in 1998, 
the amount and timing of the income inclusion in Canada will match the amount and 
timing in the U.S. Under the Code, individuals who converted an IRA into a Roth 
IRA in 1998 were entitled to spread the income inclusion over a four-year period. 
Subsection 56(12) provides for the same treatment. However, if an individual be- — 
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came resident in Canada after having converted an IRA into a Roth IRA in 1998, the 
SS will not be oe to taxation in Canada on es — ere to the. 


the — and d timing of the jnclnsion in Canada matches a amount and ti 
the u S., thus allowing individuals to maximize the use of U.S. taxes paid on conver- 
i oreign tax ne in i 


hom as TAG and the 
ment savings. In particular, — 


span there | are nO 


to provide tax assistance by: ‘way aa an exemption 
in Canada 0 on earnin; S within < a Roth IRA 


leeeet to Fe pension sib. weaty. 
LT. Technical News: 43 (taxation of Ro IRAs). 


History [former subsec. 56(12)]: Former subsec. 56(12), repealed by 1997, c. 25, 
‘subsec. 8(1), effective for, amounts received after 1996. Now see. 56.1(4)“support 
amount”. 


Selected Cases [former subsec. 56(12)]: Badeaw v.R., [2002] 1°C.T.C. 2627 
(TCC) (Factors considered in determination of amount to be received do not bind recip- 
ient to spend allowance accordingly). 


Definitions [s. 56]: “allowance” — 56(12); “amount” — 248(1);' “anniversary 
day” — 12.2(11), 56(1.1); “annuity” — 248(1); “arm’s length” — 251(1); “assess- 
ment” — 248(1); “beneficially interested” — 248(25); “borrowed money”, “busi- 
ness” — 248(1); “Canada” — 255, Interpretation Act 35(1); “child” —252(1); “child 


support amount” — 56.1(4); “cohabiting spouse or common-law partner” — 122.6; 
“commencement day” —56.1(4); “common-law partner’, “common-law partner- 
ship” — 248(1); “consequence of the death” — 248(8); “death benefit” — 248(1); “de- 
ferred, profit sharing plan” —147(1); 248(1);. “employee. benefit plan’, “employ- 
ment” — 248(1); “estate” — 104(1), 248(1); “foreign retirement arrangement” — 
248(1), Reg. 6803; “income for the year” — 56(9); “income-averaging annuity con- 
tract’ — 61(4), 248(1); “individual”, “insurer” — 248(1); “office” — 248(1); “par- 
ent” — 252(2)(a); “pension transferee” — 60.03(1); “person”, “personal or living ex- 
penses”, “prescribed” — 248(1); “prescribed rate” — Reg. 4301; “property” — 248(1); 
“province” — Interpretation Act 35(1); “received” —248(7); “registered disability 
savings plan” — 146.4(1), 248(1); “registered education savings plan” — 146.1(1), 
248(1); “registered retirement income fund’ — 146.3(1), 248(1); “registered retirement 
savings plan” — 146(1), 248(1); “regulation” — 248(1); “related” — 251(2); “resident 
in Canada” — 94(3)(a)(vili), 250; “retirement Compensation arrangement”, “retiring al- 
lowance”’, “salary deferral arrangement” — 248(1); “scholarship exemption” — 56(3); 
tananitied individual”, “split income” — 120.4(1), 248(1); “split-pension amount” — 
60.03(1); “substituted” — 248(5); “superannuation or pension benefit’ — 248(1); 
“supplementary unemployment benefit plan” — 145(1), 248(1); “support amount” — 
56.1(4); “TFSA” — 146.2(5), 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


56.1 (1) Support — For the purposes of paragraph 56(1)(b) and 
subsection 118(5), where an order or agreement, or any variation 
thereof, provides for the payment of an amount to a taxpayer or for 


is no requirement for _ 


S. 56:1(2) 


the benefit of the taxpayer, children inthe taxpayer’s custody or 
both the taxpayer and those children, the amount or any part thereof 


(a), when payable, is deemed to be payable to and receivable by 
the taxpayer; and 


‘(b) when paid, is deemed to have been paid to and received by 
the taxpayer. 


Related Provisions: 60.1(1) — Parallel rule for payer. 


History: Subsec. 56.1(1) amended by 1997, c. 25, subsec. 9(1), applicable to amounts 
received after 1996. Subsec. (1) formerly read: 


56.1 (1) Maintenance — Where a decree, order, judgment or written agreement 
described in paragraph 56(1)(b) or (c), or ‘any variation thereof, provides for the 
periodic payment of an amount 


(a) to a‘taxpayer by:a person who is 
(i) the taxpayer’s spouse or former spouse, or 


(ii) where the amount is paid under an order made by a competent tribu- 
nal in accordance with the laws of a province, an individual of the oppo- 
site sex who is the natural parent of a child of the taxpayer, or 


(b) for the benefit of the taxpayer, children in the custody of the taxpayer or 
both the taxpayer and those children, 


the amount or any part thereof, when paid, shall be deemed for the purposes of 
paragraphs 56(1)(b) and (c) to have been paid to and received by the taxpayer. 


Subsec. 56.1(1) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 18, applicable (by 
subsec. 18(2), as amended by 1994, c. 21, s. 134) to amounts received under a decree, 
order or judgment made by a competent tribunal after 1992 or under a written agree- 
ment entered into after 1992 other than such a decree, order or judgment, or written 
agreement, made with respect to a marriage breakdown that occurred before 1993. Sub- 
sec. (1) formerly read: 


56.1 (1) Where, after May 6, 1974, a decree, order, judgment or written agree- 
ment described in paragraph 56(1)(b),.(c) or (c.1), or any variation thereof, has 
been made providing for the periodic payment of an amount 


(a) to a taxpayer by a person who is 
(i) the taxpayer’s spouse or former spouse, or 
(ii) where the amount is paid pursuant to an order made by a competent 


tribunal after February 10, 1988 in accordance with the laws ofa prov- 
ince, an individual of the opposite sex who 


(A) before the date of the order cohabited with the taxpayer in a 
conjugal relationship, or 


(B) is the natural parent of a child of the taxpayer, or 


(b) for the benefit of the taxpayer, children in the custody of the taxpayer or 
both the taxpayer and those children, 


the amount or any part thereof, when paid, shall be deemed, for the purposes of 
paragraphs 56(1)(b), (c) and (c.1), to have been paid to and received by the 
taxpayer. 


Interpretation Bulletins: IT-530R: Support payments. 


(2) Agreement — For the purposes of section 56, this section and 
subsection 118(5), the amount determined by the formula 


A-B 
where 


A.is the total of all amounts each of which is an amount (other than 
an amount that is otherwise a support amount) that became pay- 
able by a person in a taxation year, under an order of a compe- 
tent tribunal or under a written. agreement, in respect of an ex- 
pense (other than an expenditure in respect of a self-contained 
domestic establishment in which the person resides or an expen- 
diture for the acquisition of tangible property that is not an ex- 
penditure on account of a medical or education expense or in 
respect of the acquisition, improvement or maintenance of a 
self-contained domestic establishment in which the taxpayer de- 
scribed in paragraph (a) or (b) resides) incurred in the year or the 
preceding taxation year for the maintenance of a taxpayer, chil- 
dren in the taxpayer’s custody or both the taxpayer and those 
children, where the LARERES is 


Apoliention The aly 16, 2010 draft leas foe Coat esschijuratisinae s. 194, will 
amend the opening words of the description of A in subsec. 56.1(2) by see 
“tangible property, or for civil law corporeal property,” for “tangible property”, 
come into force on Royal Assent. . 


Technical Notes (July 2010): See ‘under 12(4). 
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(a) the person’s spouse or common-law partner or former 
spouse or common-law partner, or 


(b) where the amount became payable under an order made 
by a competent tribunal in accordance with the laws of a 
province, an individual who is the parent of a child of whom 
the person is a legal parent, 


and 
B is the amount, if any, by which 


(a) the total of all amounts each of which is an amount in- 
cluded in the total determined for A in respect of the acquisi- 
tion or improvement of a self-contained domestic establish- 
ment in which the taxpayer resides, including any payment of 
principal or interest in respect of a loan made or indebtedness 
incurred to finance, in any manner whatever, such acquisition 
or improvement 


exceeds 


(b) the total of all amounts each of which is an amount equal 
to '/s of the original principal amount of a loan or indebted- 
ness described in paragraph (a), 


is, where the order or written agreement, as the case may be, pro- 
vides that this subsection and subsection 60.1(2) shall apply to any 
amount paid or payable thereunder, deemed to be an amount paya- 
ble to and receivable by the taxpayer as an allowance on a periodic 
basis, and the taxpayer is deemed to have discretion as to the use of 
that amount. 


Related Provisions: 60.1(2) — Parallel rule for payer; 252(3) — Extended meaning 
of “spouse” and “former spouse”. 


History: Para. (b) of the description of A in subsec. 56.1(2) amended by 2005, c. 33, 
subsec. 10(1) to replace “natural parent” with “legal parent’, in force on July 20, 2005 
(Royal Assent). 


Subsec. 56.1(2) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with “spouse 
or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner”. 


The portion of subsec. 56.1(2) preceding the formula, the description of A, and the 
closing words of subsec. (2), amended by 1997, c. 25, subsecs. 9(2)-(4), applicable to 
amounts received after 1996. Those portions formerly read: 


(2) For the purposes of paragraphs 56(1)(b) and (c), the amount determined by 
the formula 


A is the total of all amounts each of which is an amount (other than an amount 
to which paragraph 56(1)(b) or (c) otherwise applies) paid by a person in a 
taxation year, under a decree, order or judgment of a competent tribunal or 
under a written agreement, in respect of an expense (other than an expendi- 
ture in respect of a self-contained domestic establishment in which the per- 
son resides or an expenditure for the acquisition of tangible property that is 
not an expenditure on account of a medical or education expense or in re- 
spect of the acquisition, improvement or maintenance of a self-contained do- 
mestic establishment in which the taxpayer described in paragraph (a) or (b) 
resides) incurred in the year or the preceding taxation year for the mainte- 
nance of a taxpayer who is 


(a) that person’s spouse or former spouse, or 


(b) where the amount is paid under an order made by a competent tribu- 
nal in accordance with the laws of a province, an individual of the oppo- 
site sex who is the natural parent of a child of the person, 


or for the maintenance of children in the taxpayer’s custody or both the tax- 
payer and those children if, at the time the expense was incurred and 
throughout the remainder of the year, the taxpayer was living separate and 
apart from that person, and 


shall, where the decree, order, judgment or written agreement, as the case may 
be, provides that this subsection and subsection 60.1(2) shall apply to any pay- 
ment made thereunder, be deemed to be an amount paid by that person and re- 
ceived by the taxpayer as an allowance payable on a periodic basis. 


Subsec. 56.1(2) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 18, applicable (by 
subsec. 18(2), as amended by 1994, c. 21, s. 134) to amounts received under a decree, 
order or judgment made by a competent tribunal after 1992 or under a written agree- 
ment entered into after 1992 other than such a decree, order or judgment, or written 
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agreement, made with respect to a marriage breakdown that occurred before 1993. Sub- 
sec. (2) formerly read: 
(2) For the purposes of paragraphs 56(1)(b), (c) and (c.1), the amount, if any, by 
which 
(a) the total of all amounts each of which is an amount (other than an amount 
to which paragraph 56(1)(b), (c) or (c.1) otherwise applies) paid by a person 
in a taxation year, pursuant to a decree, order or judgment of a competent 
tribunal or pursuant to a written agreement, in respect of an expense (other 
than an expenditure in respect of a self-contained domestic establishment in 
which the person resides or an expenditure for the acquisition of tangible 
property that is not an expenditure on account of a medical or educational 
expense or in respect of the acquisition, improvement or maintenance of a 
self-contained domestic establishment in which the taxpayer described in 
subparagraph (i) or (ii) resides) incurred in the year or the immediately pre- 
ceding taxation year for maintenance of a taxpayer who is 


(i) that person’s spouse or former spouse, or 


(ii) where the amount is paid pursuant to an order made by a competent 
tribunal after February 10, 1988 in accordance with the laws of a prov- 
ince, an individual of the opposite sex who 
(A) before the date of the order cohabited with the person in a con- 
jugal relationship, or 
(B) is the natural parent of a child of the person, 
or for the maintenance of children in the taxpayer’s custody or both the tax- 
payer and those children if, at the time the expense was incurred and 
throughout the remainder of the year, the taxpayer was living apart from that 
person 
exceeds 
(b) the amount, if any, by which 
(i) the total of all amounts each of which is an amount included in the 
total determined under paragraph (a) in respect of the acquisition or im- 
provement of a self-contained domestic establishment in which the tax- 
payer resides, including any payment of principal or interest in respect 
of a loan made or indebtedness incurred to finance, in any manner 
whatever, such acquisition or improvement 
exceeds 
(i) the total of all amounts each of which is an amount equal to '/s of the 
original principal amount of a loan or indebtedness described in subpar- 
agraph (i) 
shall, where the decree, order, judgment or written agreement, as the case may 
be, provides that this subsection and subsection 60.1(2) shall apply to any pay- 
ment made pursuant thereto, be deemed to be an amount paid by that person and 
received by the taxpayer as an allowance payable on a periodic basis. 


Selected Cases [subsec. 56.1(2)]: Veilleux v. R., [2003] 1 C.T.C. 138 (FCA) (Not 
necessary to refer to sections of the Act, provided substance contained in agreement); 
Larsson v. Canada, [1996] 3 C.T.C. 2430 (TCC) (Inclusion/deduction process should 
be favoured in ambiguous or doubtful cases). 


Interpretation Bulletins: IT-530R: Support payments. 


(3) Prior payments — For the purposes of this section and sec- 
tion 56, where a written agreement or order of a competent tribunal 
made at any time in a taxation year provides that an amount re- 
ceived before that time and in the year or the preceding taxation 
year is to be considered to have been paid and received thereunder, 


(a) the amount is deemed to have been received thereunder; and 


(b) the agreement or order is deemed, except for the purpose of 
this subsection, to have been made on the day on which the first 
such amount was received, except that, where the agreement or 
order is made after April 1997 and varies a child support amount 
payable to the recipient from the last such amount received by 
the recipient before May 1997, each varied amount of child sup- 
port received under the agreement or order is deemed to have 
been receivable under an agreement or order the commencement 
day of which is the day on which the first payment of the varied 
amount is required to be made. 
Related Provisions: 60.1(3) — Parallel rule for payer. 


History: Subsec. 56.1(3) amended by 1997, c. 25, subsec. 9(5), applicable to amounts 
received after 1996. Subsec. (3) formerly read: 


(3) For the purposes of this section and section 56, where a decree, order or 
judgment of a competent tribunal or a written agreement made at any time in a 
taxation year provides that an amount received before that time and in the year or 
the preceding taxation year is to be considered to have been paid and received 
thereunder, the amount shall be deemed to have been received thereunder. 


Subsec. 56.1(3) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 18, applicable (by 
subsec. 18(2), as amended by 1994, c. 21, s. 134), to amounts received under a decree, 
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order or judgment made by a competent tribunal after 1992 or under a’written agree- 
ment entered into after 1992 other than such a decree, order or judgment or written 
agreement made with respect to a marriage breakdown that occurred before 1993. Sub- 
sec. (3) formerly read: 


(3) For the purposes of this section and section 56, where a decree, order or 
judgment of a competent tribunal or a written agreement made at any time in a 
taxation year provides that an amount received before that time and in the year or 
the immediately preceding taxation year is to be considered as having been paid 
and received pursuant thereto, the following rules apply: 


(a) the amount shall be deemed to have been received pursuant thereto; and 


(b) the person who made the payment shall be deemed to have been sepa- 
rated pursuant to a divorce, judicial separation or written separation agree- 
ment from that person’s spouse or former spouse at the time the payment 
was made and throughout the remainder of the year. 


Interpretation Bulletins: IT-530R: Support payments. 


(4) Definitions — The definitions in this suheeteet apply in this 
section and section 56, 


“child support amount” means any support amount that is ‘not 
identified in the agreement or order under which it is receivable as 
being solely for the support of a recipient who is a spouse or com- 
mon-law partner or former spouse or common-law partner of the 
payer or who is a parent of a child of whom the pe is a legal 
parent. 


Related Provisions: 60.1(4) — Definition applies to sections 60 and 60.1; 252(3) — 
Extended meaning of “spouse” and “former spouse”. 


Interpretation Bulletins: IT-530R: Support payments. 


“commencement day” at any time of an agreement or order means 


(a) where the agreement or order is made after April 1997, the 
day it is made; and 


(b) where the agreement or order is made before May 1997, the 
day, if any, that is after April 1997 and is the earliest of 


(i) the day specified as the commencement day of the agree- 
ment or order by the payer and recipient under the agreement 
or order in a joint election filed with the Minister in pre- 
scribed form and manner, 


(ii) where the agreement or order is varied after Avrt 1997 to 
change the child support amounts payable to the recipient, 
the day on which the first payment of the varied amount is 
required to be made, 


(iii) where a subsequent agreement or order is made after 
April 1997, the effect of which is to change the total child 
support amounts payable to the recipient by the payer, the 
commencement day of the first such subsequent agreement 
or order, and 


(iv) the day specified in the agreement or order, or any varia- 
tion thereof, as the commencement day of the agreement or 
order for the purposes of this Act. 

Related Provisions: 60.1(4) — Definition. applies to sections 60 and 60.1. 


Interpretation Bulletins: IT-530R: Support payments. 


“support amount” means an amount payable or receivable as an 
allowance on a periodic basis for the maintenance of the recipient, 
children of the recipient or both the recipient and children of the 
recipient, if the recipient has, discretion. as to the use of the amount, 
and 


(a) the recipient is the spouse or common-law partner or former 
spouse, or common-law partner of the payer, the recipient and 
payer are living separate and apart because of the breakdown of 
their marriage or common-law partnership and the amount is re- 
ceivable under an order of a competent tribunal or under a writ- 
ten agreement; or 


(b) the payer is a legal parent of a child of the recipient and the 
amount is receivable under an order made by a competent tribu- 
nal in accordance with the laws of a province. 
Related Provisions: 60.1(4) — Definition applies to ss. 60 and 60.1; 118(5) — No 
personal credit in respect of person to whom support amount payable; 248(1)“exempt 
income” — Support amount is not exempt income; 252(3) — Extended meaning of 
“spouse” and “former spouse”. 


S. 56.3 


Interpretation Bulletins: IT-530R: Support payments. 


History: The definitions “child support amount” and “support amount” in subsec. 
56.1(4) amended by 2005, c. 33, subsecs. 10(2), (3) to replace “natural gin with 
“legal parent’, in force on July 20, 2005 (Royal Assent). 


The definition “child support amount” in subsec. 56.1(4) amended by 2000, c. 12, Sch. 
2,8. 2, to replace “spouse” with “spouse or common-law partner’, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


Para. (a) of the definition “support amount” in subsec. 56.1(4) amended by 2000, c. 12, 
Sch. 2,'s. 2, to replace “spouse” with “spouse or common-law partner’, and by Sch. 2, 
s. 9, to replace * ‘marriage” with “marriage or common-law partnership’, applicable to 
2001 et seg., in force July 31, 2000. See also the transitional rules reproduced in the 


History to 248(1)“common-law partner”. 


Subsec. 56.1(4) added by 1997, c. 25, subsec. 9(6), applicable (as amended by 1998, c. 
19, subsec. 307(1), deemed to have come into force on April 25, 1997) after 1996, 
except that 


(a) a support amount, as defined in subsection 56.1(4) does not include an amount 


\ @) that was received under a decree, ‘order’ or judgment of a competent tribu- 
nal, or under a-written agreement, that does not have a commencement day 
(within the meaning assigned by that subsec. 56.1(4)), and 


(ii) that if paid and received would, but for this amendment, not be included in 
computing the income of the recipient of the amount; and 


(b) with respect to an amount payable or receivable under a decree, order or judg- 
ment of a competent .tribunal, or under a written agreement, made after March 27, 
1986 and before 1988, the portion of the definition “support amount” in subsec. 
56.1(4) before paragraph (a) shall be read without reference to “the recipient has 
discretion as to the use of the amount, and”. 


Selected Cases [subsec. 56.1(4)]: Broad v. R., [2010] 5 C.T.C. 102 (FCA) 
(Provision should be interpreted to give effect to public policy of encouraging 
reconciliation); Guest v. R., [2010] 4 C.T.C. 2249 (TCC) (Registration of foreign sup- 
port order under provincial legislation did not create a:commencement date); Cira v, R., 
{2010}. 1. C.T.C, . 2137. (TCC). (No commencement day. under new regime 
demonstrated); Warbinek v. R., [2009] 1 C.T.C. 232 (FCA) (Commencement date not 
triggered by court-ordered temporary suspension of obligation to make support 
payments); Shaw v. R., [2007] 3 C.T.C. 2394 (TCC) (Not necessary that agreement in 
writing be signed); Narain v. R., [2006] 3 C.T.C. 2524 (TCC) (Flexibility regarding 
payment did not change nature of support amount); Patriquin v. R., [2004] 4 C.T.C. 


‘2222 (TCC) (Effective date was date intended by parties, not date agreement filed in 


court); Fraser y. R., [2004] 3 C.T.C. 1 (FCA) (Order under provincial statute, for sup- 
port was support amount); Fitzpatrick v. R., [2003] 4 C.T.C. 2350 (TCC) (Paternity 
agreement sufficient basis for deducting support amounts); Mullen y. R., [2003] 3 
C.T.C. 2201 (TCC)\(Paternity agreement and payments thereunder qualified-as support 
amount); Biggs v. R., [2002] 1 C.T.C. 2295 (TCC) (Retroactive effect given to written 
agreement). 


Forms: T1157: Election for child support payments; T1158: Registration of family 
support payments. 
Selected Cases [s. 56.1]: Ojo v.-R., [2011] 1 C.T.C. 2061 (TCC) (Wife exercised 
discretion. to have mortgage payments made directly. Payments were deductible by 
payor). 

Definitions -[s.. 56.1]: . “amount” — 248(1); ‘child’ —252(1); “child support 
amount’, “commencement day” — 56.1(4); “common-law partner’, “common-law 
partnership” — 248(1); “corporation” — 248(1), Interpretation Act 35(1); “corporeal 
property” — Quebec Civil Code art. 899, 906; “employee benefit plan” — 248(1); 
“former spouse” — 252(3); “individual” — 248(1); “Minister” — 248(1); “parent” — 
252(2)(a); “person”, “prescribed”, “principal amount’, “property” — 248(1); “prov- 
ince” — Interpretation Act 35(1); “received” — 248(7); “self-contained domestic es- 
tablishment”, “share” — 248(1); “spouse” —- 252(3); “superannuation or pension bene- 
fit’ — 248(1); “support amount” — 56.1(4); “taxation year” — 249; “taxpayer” — 
248(1); “written” — Interpretation Act 35(1) [writing]. 


56.2 Reserve claimed for debt forgiveness — There shall be 
included in computing an individual’s income for a taxation year 
during which the individual was not a bankrupt the amount, if any, 
deducted under section 61.2 in computing the individual’s income 
for the preceding taxation year. 


History: S. 56.2 added by 1995, c: 21, s. 19, applicable to taxation years that end after 
February 21, 1994. 


Definitions [s. 56.2]: 
year” — 249. 


“amount”, “bankrupt”, “individual” — 248(1); “taxation 


56.3 Reserve claimed for debt forgiveness — There shall be 
included in computing a taxpayer’s income for a taxation year dur- 
ing which the taxpayer was not a bankrupt the amount, if any, de- 
ducted under section 61.4 in computing the taxpayer’s income for 
the preceding taxation year. 
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Related Provisions: 61.4(a)B(ii)— Effect on reserve for subsequent year, 
87(2)(g) — Amalgamations — carryover of reserve; 115(1)(a)(ili.21) — Non-resi- 


dent’s taxable income earned in Canada. 
History: S. 56.3 added by 1995, c. 21, s. 19, applicable to taxation years that end after 
February 21, 1994, 


Definitions [s. 56.3]: “ 
payer” — 248(1). 


amount”, “bankrupt” — 248(1); “taxation year” — 249; “tax- 


Proposed Addition — 56.4 


Technical Notes (July 2010): New section 56.4 sets out rules with respect to 
amounts that are received or receivable in respect of a restrictive covenant. In addi- 
tion to new section 56.4, there are consequential changes to other provisions of the 
Act, including section 6 (employment income), subsection 14(5.1) (restrictive cove- 
nant amount), section 56 (amounts to be included in income), section 60 (other de- 
ductions), section 68 (allocation of consideration) and section 212 (Part XIII tax, 
non-resident withholding tax) of the Act. The notes accompanying those consequent- 
ial changes contain additional details about each change. 


56.4 Restrictive covenants [Non-competition agree- 
ments] — (1) Definitions — The following definitions apply in 
this section. 

Technical Notes (July 2010): New subsection 56.4(1) defines an “eligible corpo- 
ration”, an “eligible interest”, an “eligible person”, a “restrictive covenant’, a “good- 
will amount”, “a permanent establishment” and a “taxpayer”. These definitions are 
relevant for the purpose of computing the amount, if any, that a taxpayer is required 
to include in income, or in proceeds of disposition in respect of certain capital pro- 
perty, in respect of amounts received or receivable for a restrictive covenant. 


“eligible corporation’’, of a taxpayer, means a taxable Canadian 

corporation of which the taxpayer holds, directly or indirectly, 

shares of the capital stock. 

Technical Notes (July 2010): “Eligible corporation” of a taxpayer means a 
taxable Canadian corporation of which the taxpayer holds, directly or indirectly, 

shares of the capital stock. 


This definition is relevant for the purpose of determining whether new subsections 
56.4(S), (7), (8) and (8.1) apply to provide an exception from the rule in section 68 
that may deem a person who grants a restrictive covenant to receive an amount for 
the restrictive covenant. 


“eligible interest”, of a taxpayer, means capital property of the 
taxpayer that is 


(a) a partnership interest in a partners that carries on a 
business; 


(b) a share of the capital stock of a corporation that carries on a 
business; or 


(c) a share of the capital stock of a corporation 90% or more of 
the fair market value of which is attributable to eligible inter- 
ests in one other corporation. 


Technical Notes (July 2010): “Eligible interest”, of a taxpayer, means capital 
property of the. taxpayer that is 


* a partnership interest in a partnership that carries on a business, 
¢ a share of the capital stock of a corporation that carries on a business, or 


* ashare of the capital stock of a corporation 90% or more of the fair market value 
of which is attributable to eligible interest in one other corporation. 


This definition is relevant for the purpose of applying new paragraphs 56.4(3)(c) and 
(4)(c). 
Related Provisions: 56.4(4)(c) — Cost to purchaser of eligible interest. 


“eligible person” in respect of a vendor at any time means an 
individual who is related to the vendor and who has attained the 
age of 18 years at or before that time. 

Technical Notes (July 2010): “Eligible person” in respect of a vendor at any time 
means an individual who is related to the vendor and who has attained the age of 18 


years at that time or before. This definition is relevant for the purpose of applying 
new subsection 56.4(8.1). 


“goodwill amount”, of a taxpayer, is an amount received or re- 
ceivable by the taxpayer as consideration for the disposition by 
the taxpayer of goodwill, and that is required by the description of 
E in the definition “cumulative eligible capital” in subsection 
14(5) to be included in computing the cumulative eligible capital 
of a business carried on by the taxpayer through a permanent es- 
tablishment located in Canada. 
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Technical Notes (July 2010): “Goodwill amount”, of a taxpayer, is an amount 
that is received or receivable by the taxpayer as consideration for the disposition by 
the taxpayer of goodwill, and that is required by the description of E in the definition 
“cumulative eligible capital” in subsection 14(5) to be included in computing the 
cumulative eligible capital of a business carried on through a permanent establish- 
ment located in Canada. This definition is relevant for the purpose of applying new 
subsection 56.4(7). _ 


Related Provisions: 56.4(7)(d) — Allocation of goodwill amount. 


“permanent establishment” means a permanent establishment as 
defined for the purpose of subsection 16.1(1). 

Technical Notes (July 2010): “Permanent establishment” means a permanent 
establishment as defined for the purpose of subsection 16.1(1) — see Income Tax 
Regulation 8201. This definition is relevant for the purpose of applying the definition 
“goodwill amount”. 


Regulations: 8201 (meaning of permanent establishment). 


“restrictive covenant”, of a taxpayer, means an agreement en- 
tered into, an undertaking made, or a waiver of an advantage or 
right by the taxpayer, whether legally enforceable or not, that af- 
fects, or is intended to affect, in any way whatever, the acquisition 
or provision of property or services by the taxpayer or by another 
taxpayer that does not deal at arm’s length with the taxpayer, 
other than an agreement or undertaking 


(a) that disposes of the taxpayer’s property; or 


(b) in satisfaction of an obligation described in section 49.1 

that is not a disposition except where the obligation being sat- 

isfied is in respect of a right to property or services that the 

taxpayer acquired for less than its fair market value. 
Technical Notes (July 2010): “Restrictive covenant”, of a taxpayer, means an 
arrangement entered into, an undertaking made, or a waiver of an advantage or right 
by a taxpayer that affects, in any way whatever, the acquisition or provision of pro- 
perty or services by a taxpayer or by another taxpayer that does not deal at arm’s 
length with the taxpayer, other than an arrangement or undertaking 

(a) that disposes of the taxpayer’ s property, or 

(b) in satisfaction of an obligation described in section 49.1 that is not a disposi- 

tion except where the obligation being satisfied is in respect of a right to property 

or services that the taxpayer acquired for less than fair market value. — 
Related Provisions: 68(c) — Allocation of amount to restrictive covenant must be 
reasonable. 


“taxpayer” includes a particellip 
Technical Notes (July 2010): “Taxpayer” includes a partnership, 


(2) Income — restrictive covenants [non-competition 
agreements] — There is to be included in computing a tax- 
payer’s income for a taxation year the total of all amounts each of 
which is an amount in respect of a restrictive covenant of the tax- 
payer that is received or receivable in the taxation year by the tax- 
payer or by a taxpayer with whom the taxpayer does not deal at 
arm’s length (other than an amount that has been included in com- 
puting the taxpayer’s income because of this subsection for a pre- 
ceding taxation year or in the taxpayer’s eligible corporation’s in- 
come because of this subsection for the taxation year or a 
preceding taxation year). : 

Technical Notes (July 2010): New subsection 56.4(2) provides that there is to be 
included in computing a taxpayer’s income for a taxation year amounts in respect of 
a restrictive covenant that are received or receivable in the taxation year by the tax- 
payer (or by another taxpayer with whom the taxpayer does not deal at arm’s length). 
If an amount that is receivable is included because of subsection 56.4(2) in comput- 
ing a taxpayer’s income, or the taxpayer’s eligible corporation’s income, in a taxation 
year, the amount will not be included in computing the taxpayer’s income in a subse- 
quent year. Subsection 56.4(2) does not apply in certain circumstances described in 
subsection (3). Also, subsection 56.4(12) provides a clarifying rule in site of 
amounts included in income under subsection 56.4(2). 

Related Provisions: 6(3), (3.1) — Employment income inclusion from restrictive 
covenant; 12(1)(x)(v.1) — No income inclusion under 12(1)(x); 14(5.1) — Cumula- 
tive eligible capital— exclusion from calculation; 56.4(3) — Exceptions; 
56.4(12) — Other person who receives the amount is not taxed on it; 60(f) — Deduc- 
tion for bad debt; 68(c) — Allocation of amount to restrictive covenant must be rea- 
sonable; 212(1)(i), (13)(g) — Non-resident withholding tax. 


(3) Non-application of subsec. (2) — Subsection (2) does not 
apply to an amount received or receivable by a particular taxpayer 
in a taxation year in respect of a restrictive covenant granted by 
the particular taxpayer to another taxpayer (referred to in this sub- 
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section and subsection (4) as the “purchaser”) with whom the par- 
ticular taxpayer deals at arm’s length (determine without refer- 
ence to paragraph 251(5)(b)), if 


_ the particular taxpayer’s income for the taxation year 
have so applied if the ApeHnt had been received i in ne taxation 
year, Le 


(b) the amount would, if this ‘AG were read es San 


_ to this section, be required by the description of E in the defi- _ 


nition “cumulative eligible capital” in subsection 14(5) to be 
included in computing the particular taxpayer’s cumulative eli- 
gible capital in respect of the business to which the restrictive 


covenant relates, and the particular taxpayer elects (or if the — 


amount is payable by the purchaser in respect of a business 
carried on in Canada by the purchaser, the particular taxpayer 
and the purchaser jointly elect) in prescribed foun to apply’ this 
paragraph in respect of the amount; or : 


(c) subject to subsection (10), the amount directly relates to the 
_ particular taxpayer’ s disposition of property that is, at the time 
of the disposition, an eligible interest in the partnership : 
poration that carries on the business to which the restrictive 
covenant relates, or that is at that time an eligible interest by 
virtue of paragraph (c) of the definition “eligible i ms 
where the other corporation referred to in that paragraph car- 
ries on the Dusmnens | to which the Testrictiye Govenant velales 


to the purchaser), 


(ii) the amount is consideration for an | undertaking a ithe 
particular taxpayer not to provide, directly or indirectly, 


property or services in competition with the property or ser- _ 


_ vices provided or to be provided by the purchaser (or by a 
person related to the purchaser), 


(iii) the restrictive covenant may reasonably be considered 
to have been granted to maintain or preserve the value pF 


the eligible interest disposed of to the purch: er; 


(iv) if the restrictive covenant is granted on or ates. 18, 


2005, subsection 84(3) does not apply. to the disposition, 


 (v) neither section 85 nor subsection 97(2) applies to the 
by the © oe, 


disposition of the Ee interest _ 

taxpayer, i 
(vp the amount is aed to the particular taxpayer’ s pro- 

ceeds of disposition, as defined by section 54, for the pur- 


pose of applying this Act to the disposition of the eee 


s Paks s Je interest, and 


scribed form to apo this ee in | respect of the 
amount. 
Technical Notes (July 201 0): New subsection 56. 4G) provides ae ie 
to the income inclusion rule in subsection 56.4(2) for amounts received or receivable 
in respect of a restrictive covenant granted by a taxpayer fo a _ with whom ve 
taxpayer deals at arm’s length (the “purchaser’). 


First, subsection 56.4(2) does not apply to an amount if section 5 or 6 of the Act 
applies to include the amount in computing the taxpayer’s employment 1 income for 


the = or would mae so age if the amount Voge been ae in ne taxation _ 


year. 


Second, subsection 56.4(2) does not ae to an amount that would, if the Act were 
read without reference to section 56.4, be ‘required by the description of E in the 
definition “cumulative eligible capital” in subsection 14(S) to be included in comput- 


ing the taxpayer’s cumulative eligible capital in respect of the business to which the _ 


restrictive covenant relates. The taxpayer (and the purchaser if the purchaser carries 
on business in Canada) is required to elect jointly in prescribed form to apply this 
exception. The note accompanying new Subsection 56.4(14) ee bey details 
with respect to filing an election. 


Third, subsection 56.4(2) does not apply to an amount to the extent that the amount is 
additional “proceeds of disposition” from the disposition of an eligible interest (see 


the definition “eligible interest” in subsection 56.4(1)) of the taxpayer if certain con- 


ditions are met. All of the following conditions must be met: 


¢ The amount must directly relate to the taxpayer’s disposition of an eligible jn inter- 
est in the partnership or corporation that carries on the business to which the 


(a) section 5 or 6 applied to include the amount in computing 


@ the Asposiion | is to the purchaser (or to a ‘person telated L 


S. 56.4(5) 


restrictive covenant relates, or that is an eligible interest by virtue of paragraph 
(c) of the definition “eligible interest” where the other corporation referred to in 
that paragraph carries on the business to which the restrictive covenant relates. 


BSC“ 


The disposition of the eligible interest must be to the — of the restrictive 
oo (or to a person related to that DRrohaseey 


The amt received or receivable must be consider on for an undertaking by 
me taxpayer not to provide property or services in competition with the property 
or services provided by the purchaser (or by a person. related to the purchaser). 


° 


The restrictive covenant must be reasonably considered to have been granted to 
maintain or Pee the value 4 the cheible interest aishoeee of to the 
purchaser. 


In order to be able to a the restrictive covenant amount to the proceeds of 
disposition of an eligible interest that is a share, there cannot be a redempticn, 
acquisition or cancellation of the share to which subsection 84) applies. This 
requirement applies to a restrictive covenant granted on or after July 18, 2005. 


* 


* 


The disposition of the eligible interest cannot be the subject matter of a rollover 
under section 85 or subsection 97(2). This ei ome oe e restrictive cov- 
 enants granted on or after November ms 2006. 


e The amount is added i in the taxpayer’ s proceeds of disposition of the eligible 
interest. 


* The taxpayer and the purchaser of the restrictive covenant jointly elect in pre- 
scribed form to apply this exception. The note accompanying new subsection 
56. 4(14) provides further details with respect to filing an election. 


New paragraph 56. 4(3\(c) is, however, subject to new subsection 56. 4(10). — dis- 
cussed below in the accompanying note — which provides an anti-avoidance rule 
that, if applicable, results in the non application of paragraph 56.3(3)(c). 

Related Provisions: 6(3), (3.1) — Employment income inclusion from restrictive 
covenant; 56. 4(4) — Treatment of purchaser; 56.4(10) — Para. (c) does not apply to 
employment or business income; 56.4(14) — Filing of prescribed form for paras. (b) 
and (c); 220(3.2), Reg. 600(c) —Late filing or revocation of election under 
56. 43)(C); 257 — Formula cannot oa to less than zero. 


(4) Treatment of purchaser — hn amount paid or payable by 
a purchaser for a restrictive covenant is _ 


(a) if the amount is required because of section 5 or 6 to be 
_ included i in computing the income of an employee of the pur- 
chaser, to be considered to be wages paid or Dayal by the 

purchaser to the employee; 


~ (b) if an election. has been made under Sa agtiplh (3)(b) in re- 
_ spect of the amount, to be considered to be incurred by the 
_ purchaser on account of capital for the ] purpose of applying the 
definition “eligible capital expenditure” in subsection 14(5) 
and not to be an amount a or payaie for a other nated 
of the Act; and 


(c) if an election has oe ace ae ane (3)(). i in re- 
_ spect of the amount and the amount relates to the purchaser’s 
acquisition of property that is, immediately after the acquisi- 
tion, an eligible interest of the purchaser, to be included in 
computing the cost to the purchaser of that eligible interest and 
_considered not to be an amount nae or oo for all other 
‘purposes of the Act. 
Technical Notes (July 2010): New subsection 56. .4(4) soutes rules that apply to 


an amount. paid or payable by a purchaser of a restrictive covenant in certain 
circumstances. 


If the amount paid or payable by a purchaser of a restrictive covenant is employment 
income of an employee of the purchaser, the amount is considered to be wages paid 
or payable by the purchaser to the employee. ] 


If an election has been made under paragraph 56. 4(3)(b) i in respect of the amount, the 
amount is to be considered to be an outlay incurred by the purchaser on account of 
capital for the purpose of applying the definition “eligible capital expenditure” in 
subsection 14(5) and not to be an amount paid or payable for all other purposes of the 
Act. 


If an election has been made under paragraph 56.4(3)(c) in respect of the amount and 
the amount relates to the purchaser’s acquisition of property that is immediately after 
the acquisition an eligible interest of the purchaser, the amount is to be included in 
computing the cost to the purchaser of that interest and is considered not to be an 
amount paid or payable for all other purposes of the Act. 


Related Provisions: 153(1)(a) — Tax to be withheld at source. 


(5) Non-application of s. 68 — If this subsection applies in re- 
spect of a restrictive covenant granted by a taxpayer, section 68 


DUE 


S. 56.4(5) 


does not apply to deem consideration to be received or receivable 
by the taxpayer for the restrictive covenant. 

Technical Notes (July 2010): New subsection 56.4(5) provides that, in respect of 
a restrictive covenant granted by a taxpayer, section 68 does not apply to deem con- 
sideration to be received or receivable by the taxpayer for the restrictive covenant. 
There are four cases in which subsection 56.4(5) may apply, which are more fully 
described below in the notes accompanying new subsections 56.4(6), (7), (8) and 
(8.1). 

Related Provisions: 56.4(6)-(9), (11)— Conditions for 56.4(5) to apply; 
56.4(13) — Effect of 56.4(5) applying. 


(6) Application of subsec. (5) —if employee provides 
covenant — Subsection (5) applies to a restrictive covenant if 


(a) the restrictive covenant is granted by an individual to an- 
other taxpayer with whom the individual deals at arm’s length 
(referred to in this subsection as the “purchaser’”); 


(b) the restrictive covenant directly relates to the acquisition 
from one or more other persons (in this subsection and subsec- 
tion (13) referred to as the “vendors’”) by the purchaser of an 
interest, or for civil law purposes a right, in the individual’s 
employer, in a corporation related to that employer or in a bus- 
iness carried on by that employer; 


(c) the individual deals at arm’s Jeet with the employer and 
with the vendors; 


(d) the restrictive covenant is an “modeaalins by the individual 


not to provide, directly or indirectly, property or services in— 


competition with property or services provided or to be pro- 


vided by the purchaser (or by a person related to the purchaser) — 


in the course of carrying on the os to which the restric- 
tive covenant relates; 


(e) no proceeds are received or ae ae by the individual for 


granting the restrictive covenant; and 


(f) the amount that can reasonably be regarded to be considera- 
tion for the restrictive covenant is received or HO abene only © 


by the vendors. 


Technical Notes (July 2010): New subsection 56.4(6) provides a set of condi- 


tions that, if met, result in subsection 56.4(5) applying with respect to a restrictive 
covenant granted by an individual — with the result that section 68 does not apply to 
deem consideration to be received or receivable by the individual for granting the 
restrictive covenant. This is the case if all of the following conditions exist: 


° 


individual deals at arm’s length (referred to as the ‘purchaser’. 


The restricted covenant directly relates to the acquisition from one or more other 
persons (referred to as the “vendors”’) by the purchaser of an interest in the indi- 
vidual’s employer, in a corporation related to that employer or in the business 
carried on by that employer. 


The individual deals at arm’s length with the etiployer ee with the vendors. 


e 


The restrictive covenant is an undertaking of the individual not to provide, di- 
rectly or indirectly, property or services in competition with the property or ser- 
vices provided or to be provided by the purchaser (or by a person related to the 
purchaser) in the course of carrying on the business to which the restrictive cove- 
nant relates. 


No proceeds are received or receivable by the individual for ecmntine they Fee 
tive covenant. 


The amount that can reasonably be regarded to be consideration for the restric- 
tive covenant is received or receivable only by the vendors. : 


Related Provisions: 56.4(13)(a) — Effect of para. (f) applying. 


(7) Application of subsec. (5) — goodwill amount — Sub- 
ject to subsection (11), subsection (5) applies to a restrictive cove- 
nant if 


(a) the restrictive covenant is granted by a taxpayer (in this 
subsection and subsection (13) referred to as the “vendor’’) to 
another taxpayer with whom the vendor deals at arm’s length 
(referred to in this subsection as the “purchaser”); 


(b) the restrictive covenant is an undertaking of the vendor not 
to provide, directly or indirectly, property or services in com- 
petition with the property or services provided or to be pro- 
vided by the purchaser (or by a person related to the purchaser) 


The individual grants a restrictive covenant to another taxpayer with whom the 


Income Tax Act, Part I, Division B 


in the course of carrying on the business to which the restric- 
tive covenant relates; 


(c) no proceeds are received or receivable by the vendor for 
granting the restrictive covenant; 


(d) the amount that can reasonably be regarded as being the 
consideration for the restrictive covenant is 


(i) included by the vendor in Pe are a goodwill amount 
of the vendor, or 


(ii) received or receivable by a corporation that was an eli- 
__ gible corporation of the vendor when the restrictive cove- 
_ mant was granted and included by the eligible corporation 
_ in computing a goodwill amount of the eligible corporation 
in respect of the business to wineh the restrictive covenant 

_ relates; 


: (e) the restrictive covenant may gonouably be considered to 
have been granted to maintain or preserve the value of 


(i) goodwill acquired by the purchaser from the vendor, or 


- (ii) goodwill acquired by the purchaser from the vendor’s 
eligible corporation; and 


(f) neither section 85 nor subsection 97(2) applies to the dispo- 
sition of the goodwill a the vendor or the vendor’s eligible 
corporation; 


-(g) no portion of the amount HOF consideration that can reasona- 
_bly be regarded as being in part the consideration for the re- 
_ strictive covenant is received or receivable, directly or indi- 
rectly in any manner whatever, by an individual (in this 
subsection and subsection (9) referred to as the “non-arm’s 
length individual”) with whom the vendor does not deal at 
arm’s length or by another taxpayer in which the non-arm’s 
length individual holds, directly or indirectly, an interest, or for 
_ civil law purposes a right; and 


(h) the vendor and the purchaser or, if subparagraph (d)(i1) ap- 
plies, the vendor, the eligible corporation and the purchaser, 
jointly elect in prescribed form to apply subsection (5) to the 

restrictive covenant. 


Toctinieal Notes (July 2010): New subsection 56.4(7) provides a set of condi- 
tions that, if met, result in subsection 56. 4(5) applying with respect to a restrictive 
covenant granted by a taxpayer — with the result that section 68 does not apply to 
deem consideration to be received or receivable by a taxpayer for granting the re- 
strictive covenant. This is the case if all of the following conditions exist: 


* The restrictive covenant is granted by a expe (the “vendor’”) to another tax- 
payer with — the vendor deals with at arm’s length (the “purchaser”). 


e The restrictive ee is an undertaking of the vendor not to provide, directly 
or indirectly, property or services in competition with the property or services | 
provided or to be provided by the purchaser (or by a persons related to the pur- 
chaser) in the course of — on the business to which the restrictive cove- 
nant relates. : 


° 


No proceeds are received or receivable by the coe for granting the restrictive 
~ covenant. 


The amount that can reasonably be regarded as being consideration for the re- 
Strictive covenant is 


° 


_ ¢ included by the vendor in computing a goodwill amount of the vendor, or 


bs received or receivable yy a corporation that was an eligible comoratiol of. 

___ the vendor when the restrictive covenant was granted and is included by that 
corporation in computing a goodwill amount in respect of the business to 
which the restrictive covenant relates. 


The restrictive covenant may reasonably be considered to have been granted to 
maintain or preserve the value of the goodwill acquired by the purchaser. — : 


The. disposition of the goodwill amount cannot be the pee matter of a rollover 
under section 85 or subsection 97(2). 


° 


No portion of the consideration for the restrictive covenant can be received or 
receivable by an individual with whom the taxpayer does not deal at arm’s 
length (the “non-arm’s length individual”), or by another taxpayer in which the 
non-arm’s length individual holds, directly or indirectly, an interest. If this con- 
dition is not satisfied, the taxpayer may be eligible to elect eligible capital gain 
receipt treatment under new subsection 56.4(9) in respect of the consideration 
received by the non-arm’s length individual or by the other taxpayer. 
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isposed of to the purchaser or of the shares of the 
non soca of to oo vias 


n & be Teceived or “receivable by a oe or granting the re- 
This i is the case if all of the following conditions exist: 


- covenant is gented by a taxpayer (the “vendor’ ) to another tax- 


directly relates as transfer of pees by ee 
to the restrictive covenant los section: 68. provided the amou 


ey | ipepery or services in competition with the property or services 
ided or to st og se _ dae (or fee a persons related to the pur- 


ae Y the property, ee that, where the consideralign can reasonably be 
ion and sibiections me rel fed t as the “ve : ae as bs for a ee described i in the oes of E in the 
‘ another a ae this ae se 1 tt , 


agile ae receipt or similar consideration to which’ another 
; oo 56.4 applies. and subsection 8) does not a if there 


“target corporation’) are adiposed 
; of to we ee If this i is ie case, while oe consideration that can rea- 


tive covenant relates: — 
it is reasonable to cone 


non-arm’ s length indiedual holds, Taney or indirectly, an interest. If 
i is not satisfied, the vendor may be eligible to elect capital gain — 
spect of the consideration re- 2 

‘the other taxpayer. 


— o orpoation") are Ce to the 


@ where keubpatapripk (Gi) spplied the Joncillerson that 
can apne aut as lay in P hohe he. 


eo hae if all ora part of the erent can 


rece as” being for a aman: that is described i in " the 
i ; New. cabseation 56.4(8) i is, oe subject to new subsection 56.4(1 1) — discussed 


below in the accompanying note — which provides an. ent avendance, aule that, if 
applicable, 1 resu Its in the non application of new subsection 56.4(8). — 


Le: oe Related Provisions: 56. 4(9) — Election to deem portion of consideration to be 
consideration; : |: capital gain, ‘56. 1) — Anti-avoidance — tule, 56.4(13)(c) — Effect of para. (c) 
(e) where subparagraph (c)Gi)_ apulies: no ponea of the applying. 


amount of consideration that can reasonably be regarded as be- 8.1) Appli 
cation of subsec. 5) — disposition of shares 
ing in part the consideration for the restrictive covenant is Ne J pplcat person — Subj seo. (5 6 subs ir on (11), subsection 


ceived or receivable, directly or indirectly in any manner 
; (5) applies to a restrictive covenant granted by an individual Gn 
whatever, by an individual (in this subsection and ubsection -) who pe resi oo. 


9) referred to as the “non-arm’s length indiv this subsection referred to as the “vendor 
ee the vendor does not deal at arm’ length or by phother _ | Canada at the Hine OF thc grant ia 
taxpayer in which the non-arm’s length individual holds, di | @ the restrictive covenant is granted ae the vendor to an eligi- 
rectly or indir ed an interest,: or for civil law. elias a _ ble person in respect of the vendor; 
right;  (b) the restrictive covenant is an undertaking of the vendor not 
(f) subsection 84(3) does not Aon to ithe disposition to provide, directly or indirectly, property or services in com- 


oo petition with the property or services provided or to be pro- 
| aati section 85 nor subsection 97(2) Applicg: t vided by the eligible person (or by an eligible corporation of 


e eligible person) in the course of carrying on the business to 
(h) no See are died or eae by ne vendor for hich the restrictive covenant relates; 


granting the restrictive covenant; and - (c) it is reasonable to conclude that the restrictive covenant is 


(i) the restrictive covenant can reasonably be reaadede to have ‘| integral to an agreement in writing under which shares of the 
been granted to maintain or preserve the fair market value of capital stock of the vendor’s eligible corporation (in this sub- 


ip 
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section and subsections (9) and (13) referred to as the “target 
corporation”) are disposed of to the eligible person or to the 
eligible corporation of the eligible person; 


(d) in the case where shares of the target corporation are dis- 
posed of to the eligible corporation of the eligible person, the 
vendor does not, at any time after the grant of the restrictive 
covenant and whether directly or indirectly in any manner 
whatever, have an interest, or for civil law purposes a right, in 
the target corporation or in the eligible corporation; 


(e) no proceeds are received or receivable by the vendor for 
granting the restrictive covenant; 


(f) no portion of the amount of consideration that can reasona- 
bly be regarded as being in part the consideration for the re- 
strictive covenant (other than consideration to which paragraph 
(j) applies) is received or receivable, directly or indirectly in 
any manner whatever, by an individual (in this subsection and 
subsection (9) referred to as the “non-arm’s length individual”) 
with whom the vendor does not deal at arm’s length or by an- 
other taxpayer in which the non-arm’s length individual holds, 
directly or indirectly, an interest or for civil law purposes a 
right; 

(g) subsection 84(3) does not apply to the disposition; 


(h) neither section 85 nor subsection 97(2) applies to the 
disposition; 
(i) the restrictive covenant can reasonably be regarded to have 
been granted to maintain or preserve the fair market value of 
the shares of the target corporation disposed of to the eligible 
person or the eligible corporation of the eligible person; and 
(j) for the purposes of applying section 69 to the disposition, 
the fair market value of the share is the amount that can rea- 
sonably be regarded as the fair market value of the share deter- 
mined on the basis that the restrictive covenant is part of the 
share. 
Technical Notes (July 2010): New subsection 56.4(8.1) provides a set of condi- 
tions that, if met, result in subsection 56.4(5) applying with respect to a restrictive 
covenant granted by an individual to an “eligible person” as defined by subsection 
(1) — with the result that section 68 does not apply to deem consideration to be re- 


ceived or receivable by the individual for granting the restrictive covenant. This is 
the case if all of the following conditions exist: 


The restrictive covenant is granted by an individual (the “vendor”’) who is resi- 
dent in Canada at the time of the grant to the eligible person. 


The restrictive covenant is an undertaking of the vendor not to provide, directly 
or indirectly, property or services in competition with the property or services 
provided or to be provided by the purchaser (or by a persons related to the pur- 
chaser) in the course of carrying on the business to which the restrictive cove- 
nant relates. : 


It is reasonable to conclude that the restrictive covenant is integral to an agree- 
ment in writing under which the vendor disposes of shares of the vendor’s eligi- 
ble corporation (the “target corporation’’) to an eligible person in respect of the 
vendor in circumstances where the target corporation, or an eligible corporation 


of the eligible person, carries on the business to which the restrictive covenant 


relates. 


In a case where shares of the target corporation are disposed of to an eligible 


corporation of the eligible person, the vendor does not retain a direct or indirect _ 


interest (in any manner whatever) in the target corporation, or in the eligible 
person’s eligible corporation, that carries on the business to which the restrictive 
covenant relates. 


No proceeds are received or receivable by the vendor for granting the restrictive 
covenant. 


No portion of the consideration is received or receivable by an individual with 
whom the vendor does not deal at arm’s length (the “non-arm’s length indivi- 
dual”) or by another taxpayer in which the non-arm’s length individual holds, 
directly or indirectly, an interest. If this condition is not satisfied, the vendor may 
be eligible to elect under new subsection 56.4(9) in respect of the consideration 
received by the non-arm’s length individual or by the other taxpayer. 


In order to be able to add the restrictive covenant amount to the proceeds of 
disposition of target shares, the disposition cannot be a redemption, acquisition 
or cancellation of target shares to which subsection 84(3) applies. 


The disposition of the target shares cannot be the subject matter of a rollover 
under section 85 or subsection 97(2). 
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* The restrictive covenant must be granted to maintain or preserve the fair market 
value of the vendor’s property disposed of to the purchaser, or of the shares of 
the target corporation disposed of to the purchaser. 


¢ For the purposes of applying section 69 to the disposition of the target shares, the 
fair market value of the shares is to be determined on the basis that the restrictive 
covenant is part of the share. 


New subsection 56(8.1) is, however, subject to new subsection 56.4(11) — discussed 
below in the accompanying note — which provides an anti-avoidance rule that, if 
applicable, results in the non application of new subsection 56(8.1). 


(9) To extent s. 68 applies — capital gain election — If 
subsection (7) does not apply to a taxpayer’s grant of a restrictive 
covenant solely because the condition in paragraph (7)(g) has not 
been satisfied, if subsection (8) does not apply solely because the 
condition in paragraph (8)(e) has not been satisfied, or if subsec- 
tion (8.1) does not apply solely because the condition in paragraph 
(8.1)(f) has not been satisfied, 


(a) to the extent that the consideration that can reasonably be 
regarded as being in part the consideration for the restrictive 
covenant granted by the taxpayer is received or receivable by 
one or more non-arm’s length individuals and taxpayers in 
which one or more non-arm’s length individuals hold, directly 
or indirectly, an interest, or for civil law purposes a right, (in 
this subsection referred to as the “allocable portion’), section 
68 applies only to that allocable portion; 


_(b) except to the extent that an allocable portion is received or 
receivable by an eligible corporation of the vendor referred to 
-in subsection (8.1), a joint election may be filed in prescribed 
form by the taxpayer and each non-arm’s length individual and 
any other taxpayer referred to in paragraph (a) to deem the 
portion of the allocable portion that would otherwise be con- 
sidered by section 68 to be received or receivable in a taxation 
year by the taxpayer for granting the restrictive covenant to be 
received or receivable in the taxation year by the taxpayer 


(i) as a goodwill amount, if paragraph (7)(g) has not been 
satisfied, and 


(ii) as proceeds of disposition from the disposition of pro- 
_ perty, if paragraph (8)(e) or (8.1)(f) has not been satisfied; 


(c) if paragraph (b) applies to deem consideration to be re- 
ceived or receivable in the taxation year by the taxpayer, ex- 
cept for the purpose of applying this subsection, that consider- 
ation is considered not to be received or receivable by each of 
the non-arm’s length individuals and other taxpayers who 
make the joint election with the taxpayer; 


(d) if paragraph (b) applies to deem consideration to be re- 
ceived or receivable in a taxation year by the taxpayer and the 
consideration is actually received or receivable by another tax- 
payer referred to in that paragraph that is a corporation, part- 
nership or: trust, that consideration is deemed to have been re- 

_ ceived by the corporation, partnership or trust, as the case may 
be, as an agent of the taxpayer to the extent that the amount 
designated in the election is transferred to the taxpayer within 
180 days from the date of receipt; 


(e) to the extent that an allocable portion is received or receiv- 
able by an eligible corporation of the vendor referred to in sub- 
section (8.1), a joint election may be filed in prescribed form 
by the eligible corporation and the vendor to deem the portion 
of the allocable portion that is considered by section 68 to be 
received or receivable in a taxation year by the vendor, and 
which is actually received or receivable by the eligible corpo- 
ration, to be received or receivable by the eligible corporation 
as the agent of the vendor, to the extent that the amount desig- 
nated in the election is transferred to the vendor within 180 
days from the date of receipt and is, or has been, included in 
computing the vendor’s income pursuant to subsection (2); 


(f) for greater certainty, the outlay to the purchaser for the 
goodwill amount referred to in subsection (7), the cost of the 
property referred to in subsection (8) or the cost of the shares 
of the target corporation referred to in subsection (8.1), as the 
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case may be, does not differ from the amount that those 
amounts ‘would have been if subsection (7), (8) or (8.1) had 
applied to all of the consideration paid or payable by the pur- 
chaser to the non-arm’s length individuals and other taxpayers. 


Technical Notes (July 2010): New subsection 56.4(9) provides rules that apply if _ 


section 68 applies to a taxpayer’s grant of a restrictive covenant solely because all or 


a portion of the consideration in respect of the restrictive covenant is received or _ 


receivable by a non-arm’s length individual, or by another taxpayer in which the no 
arm’s length individual holds, directly or indirectly, an interest. The follo 


(8)(e) or (8.1)(g) has not been met. 


First, paragraph 56.4(9)(a) provides that section 68 appli solely to coaudertion 
received or receivable by the non-arm’s length individuals and any other taxpayer in 
which those individuals hold, directly St eae. an interest. This amount, if any, 
is referred to as the “allocable portion”. __ 


Second, paragraph 56. 4(9)(b) provides. fora a (joint election in respec te allocable _ 


portion referred to in paragraph (9)(a). Under the election the allocable portion is 


deemed to be teceived by the taxpayer granting the restrictive covenant as a goodwill _ 


amount, or as proceeds from the disposition of property, based on which provision 


has not been satisfied so as to render section 68 applicable. This treatment applies 


only to the extent that an allocable portion is not received or receivable by an eligible 
corporation of the vendor referred to in subsection (8.1). 


Third, paragraph 56.4(9)(c) provides that the consideratior : 
56.4(9)(b) to be received by the grantor of the restrictive 
to be received by the non-arm’s length individuals or other pay 
joint election with the grantor. — 


emed under paragraph 
venant is considered not 
who make ane 


Fourth, paragraph 56. 4)(a) provides that ; an amount : deemed by paragraph (b) to be 
received or receivable by a taxpayer who granted a restrictive covenant —- where the 
amount is actually received by another taxpayer that i isa ation, partnership or 
trust — is considered to be received by such other person as an agent of the taxpayer. 
This treatment applies only if the consideration is transferred by ae to the 
taxpayer within 180 days of it being received by the agent”. S 


Fifth, paragraph 56.4(9)(e) provides a special rule that applies to the extent that an 
allocable portion is received or receivable by an eligible corporation of the individual 
who is the vendor of a restrictive covenant under new subsection 56.4(8. i). In such 


cases, the eligible corporation is considered to be the agent of the individual forthe _ 
portion of the allocable consideration that is deemed to be received or receivable ‘by 


the individual pursuant to section 68. This treatment applies nly if the amount desig- 
nated in the election is transferred by the corporation within 180 days from the date 
of receipt to the individual and the amount is, or has been, So in ~ _— 
dual’s income pursuant to subsection (2). y 


Sixth, paragraph 56.4(9)(f) clarifies that the purchaser's s outlay for the property ac- 


quired does not differ from what it would be if subsections 56.4(7), (8) or (8.1) had 


applied to all of the consideration paid or payable for the property by the purchaser to 
the non-arm’s length individuals or other edad es oO in argeyek 
56.4(9)(b). 


New subsection 56.4(9) is, however, subject to new aubecaion 56. al D — discussed 
below in the accompanying note — which provides an anti-avoidance rule that, if 
applicable, results in the non application of new subsection 56.4(9). 


Related Provisions: 5 -4(11) — Anti-avoidance rule; 56. 4(14) 
scribed form for para. (b). _ 


(10) Anti-avoidance rule — non-applicatio 
(3)(c) — Paragraph (3)(c) does not apply to an amount that 
would, if this Act were read without reference to subsections (2) 
to (15), be included in computing a taxpayer’s income 
source that is an office or employ monk or a business or "Property 
under paragraph 3(a). | - 

Technical Notes (July 2010): New subsection 56. 4(10) provides an anti-avoi 


ance rule that, if applicable, denies an election under paragraph 56.4(3)(c) that would — 


have allowed a taxpayer to treat certain amounts that can reasonably be regarded as 
being for granting a restrictive covenant as proceeds of disposition in respect of an 


eligible interest. Subsection 56.4(10) applies — and paragraph 56.4(3)(c) does not | 
apply — to an amount received by a taxpayer for granting a restrictive covenant if _ 
the amount would, if the Act were read without reference to section 56.4 (other than _ 


the definitions in subsection 56.4(1)), be included in computing a taxpayer’s income 
from a source that is an office or employment or a business or property. : 


New subsection 56.4(10) is meant to preclude elections under paragraph 56. 4(3)(c) 
from applying to consideration in respect of a restrictive covenant that is taxable as 
ordinary income. For example, paragraph 56. 4(3)(c) does not apply to consideration 
receivable by an employee/shareholder that can reasonably be regarded under section 
68 to be receivable for a covenant to which subsection 6(3) applies. 


(11) Anti-avoidance — non-application of subsecs. (7), — 
(8), (8.1) and (9) — Subsections (7), (8), (8-1) and (9) do not 


apply in respect of a taxpayer’s grant of a restrictive covenant if 
one of the results of not applying section 68 to the consideration 


2 rules 
may apply where the reason section 68 applies ee lely as eer Le / 


: Fling of pre- 


of para. 


S. 56.4(13) 


received or receivable in respect of the taxpayer’s grant of the re- 
strictive covenant would be that paragraph 3(a) would not apply to 
consideration that would, if this Act were read without reference 
to subsections (2) to (15), be included in computing a taxpayer’s 
income from a source that is an office or employment or a busi- 
ness or property. 

Technical Notes (July 2010): New subsection 56.4(11) provides an anti-avoid- 
ance rule that overrides the exceptions to the application of section 68 that are found 
in subsections 56.4(7) to (9). Subsection 56.4(11) applies, and as a result section 68 
applies, to consideration that can reasonably be regarded as being for a restrictive 
covenant if one of the results of not applying section 68 to the consideration would 
be that the consideration would not be included in computing a taxpayer’s income 
from a source that is an office or employment or a business or property. 


New subsection 56 A(11) is meant to preclude subsections (7) to (9) from applying to 
consideration in respect of a restrictive covenant that is taxable as income under par- 
agraph 3(a) of the Act. For example, if a taxpayer were to grant a restrictive covenant 
to a purchaser in circumstances where another taxpayer disposes of shares to the 
purchaser, section 68 would apply to the consideration that can reasonably be re- 
garded as being for the restrictive covenant if that consideration would be income to 
the other taxpayer — which would be the case, for example, if those shares were held 
by the other taxpayer on income account. As a result, the taxpayer granting the re- 
strictive covenant would be required to apply subsection 56.4(2) to the consideration 
deemed by sectio: 68 to have been received ey the taxpayer for the covenant when 


(12) Clarification if s subese. 2) fas _ ibbes another 
person receives the amount — For greater certainty, if sub- 
section (2) applies to include in computing a taxpayer’s income an 
amount received or receivable by another taxpayer, that amount is 
not to be included in computing the income of that other taxpayer. 
Technical Notes (July 2010): New subsection 56.4(12) provides that, for greater 
subsection (2) applies to include in computing a taxpayer’ s income an 
amount received or receivable by another taxpayer, that amount is not to be — 
a computing the i income of that other taxpayer. 


(13) Clarification if subsec. (5) applies — For greater cer- 
inty, if subsection (5) applies in respect of a restrictive covenant 


(a) the amount referred to in paragraph (6)(f) is to be added in 
computing the amount received or receivable by the vendors as 
in for the disposition of the interest or right referred 
to in paragraph (6)(b); 
(b) the amount that could reasonably be regarded as considera- 
tion referred to in subparagraph (7)(d)G) or Gi), as the case 
oe be, is to be added in computing 


_ (i) the amount that is required by the description of E in the 
definition “cumulative eligible capital” in subsection 14(5) 
__ to be included in computing the cumulative eligible capital 
of a business carried on by the vendor through a permanent 
establishment located in Canada, or 
_ (ii) the amount that is required by the description of E in 
the definition “cumulative eligible capital” in subsection 
14(5) to be included in computing the cumulative eligible 
capital of a business carried on by the eligible corporation 
through a permanent establishment located in Canada; 


) the amount that can reasonably be regarded as being in part 
consideration received or receivable for a restrictive covenant 
to which subsection (5) applies because of subsection (8) or 
_ Subsection (8.1) is to be added in computing the consideration 


Wit subparagraph (8)(c)G) applies, that is received or re- 
_ ceivable by the vendor from the disposition of the property, 
and. _ 
(ii) if subparagraph (8)(c)(ii) or subsection (8.1) applies, 
that is received or receivable by each taxpayer who dis- 
_ poses of shares of the target corporation to the extent that 
- consideration is received or receivable by that taxpayer. 
Technical Notes. (July 2010): New subsection 56.4(13) provides that, if subsec- 
tion 56.4(5) applies in respect of restrictive covenant granted by a taxpayer (that is, 


section 68 does not apply to allocate consideration to the ee s$ grant of a restric- 
tive covenant), for greater certainty 


¢ The amount referred to in paragraph 56.4(6)(f) — that is, the amount received by 
vendors other than the taxpayer — is to be added in computing the amount re- 
ceived or receivable by those vendors as consideration for the disposition of the 
interest referred to in paragraph 56.4(6)(b). 
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* The amount referred to in paragraph 56.4(7)(d) — that is, the amount that could 
reasonably be regarded as consideration for the restrictive covenant that was in- 
cluded in the taxpayer’s income as a goodwill amount, or in the taxpayer’ s eligi- 
ble corporation as a goodwill amount — is to be added in computing the tax- 
payer’s or the eligible corporation’s cumulative eligible capital, as the case may 
be. 


* The amounts referred to in subparagraph (8)(c) and subsection (8.1) — in gen- 
eral, the amount that could reasonably be regarded as consideration for the re- 
strictive covenant that was received or receivable as proceeds for the disposed of 
property — is to be added in computing the consideration receivable for dispos- 
ing of the property. 


(14) Filing of prescribed form-—For the purpose of 
paragraphs (3)(b) and (c), (7)(h) and (9)(b) and (9)(e), an election 
in prescribed form filed under any of those provisions is to in- 
clude a copy of the restrictive covenant and be filed 


(a) if the person who granted the restrictive covenant is a per- 
son resident in Canada when the restrictive covenant was 
granted, by the person with the Minister on or before the per- 


son’s filing-due date for the taxation year that includes the day 


on which the restrictive covenant was granted; and 


(b) in any other case, with the Minister on or before the day 
that is six months after the day on which the restrictive cove- 
nant is granted. 


Technical Notes (July 2010): New subsection 56.4(14) sends that a joint 


election in prescribed form filed under paragraph 56.4(3)(b) and (c) or under 
paragraphs 56.4(7)(h) and (9)(b) is to include a copy of the restrictive covenant, and 
be filed 


¢ if the person who agreed to the restrictive covenant is a person resident in Can- 
ada when the restrictive covenant was granted, by that person with the Minister 
on or before that person’s filing due-date for the taxation year that includes the 
day on which the restrictive covenant was granted, and 


* in any other case, with the Minister on or before the day that is six months after 
the day on which the restrictive covenant was granted. 


However, such an election is deemed to be filed on a timely basis if it is filed on or 


before the day that is 180 days after the day this provision is assented to. 


(15) Non-application of s. 42 — Section 42 does not apply to 
an amount received or receivable as consideration for a restrictive 
covenant. 


Technical Notes (July 201 0): New subsection 56.4(15) provides that section 42 
does not apply to an amount received or receivable as consideration for a restrictive 
covenant. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 27, will add 
s. 56.4, applicable (subject to the proviso below) to 


(a) amounts received or receivable by a taxpayer after October 7, 2003 other than 
to amounts received by the taxpayer before 2005 under a grant of a restrictive 
covenant made in writing on or before October 7, 2003 between the taxpayer and 
a purchaser with whom the taxpayer deals at arm’s length; and 


(b) amounts paid or payable by a purchaser after October 7, 2003 other than to 
amounts paid or payable by the purchaser before 2005 under a grant of a restric- 
tive covenant made in writing on or before October 7, 2003 between the pur- 
chaser and a taxpayer with whom the purchaser deals at arm’s length. 


For the purpose of applying s. 56.4 to a restrictive covenant granted by a taxpayer 
before November 9, 2006, 


(a) the definition “restrictive covenant” in subsec. 56.4(1) is to be read as 
follows: : a 


“restrictive covenant”, of a taxpayer, means an agreement entered into, an 
undertaking made, or a waiver of an advantage or right by the taxpayer, 
whether legally enforceable or not, that affects, or is intended to affect, in 
any way whatever, the acquisition or provision of property or services by 
the taxpayer or by another taxpayer that does not deal at arm’s length with 
the taxpayer, other than an agreement or undertaking ° 


(a) to dispose of the taxpayer’s property; or 


(b) in satisfaction of an obligation described in section 49.1 that is not 
a disposition. 


(b) para. 56.4(3)(c) applies as enacted unless the taxpayer elects, no later than 
180 days after Royal Assent, by filing with the Minister of National Revenue an 
election in writing that this paragraph apply, in which case para. 56.4(3)(c) shall 
be read in respect of the restrictive covenant as follows: 


(c) the amount directly relates to the particular taxpayer’s disposition of 
property that is, at the time of the disposition, an eligible interest in the 
partnership or corporation that carries on the business to which the restric- 
tive covenant relates, or that is at that time an eligible interest by virtue of 
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paragraph (c) of the definition “eligible interest” where the other corpora- 
tion referred to in that paragraph carries on the business to which the re- 
_Strictive covenant relates, and 


(i) the disposition is to the purchaser (or to a pena related to the 
purchaser), 


(ii) the amount is consideration for an undertaking by the particular 
taxpayer not to provide, directly or indirectly, property or services in 
competition with the property or services provided or to be provided 
by the purchaser (or by a person related to the purchaser), 


(iii) the amount does not exceed the amount determined by the 
formula 


A-B 
where 


A is the amount that would be the fair market value of the particular 
taxpayer’s eligible interest that is disposed of if all restrictive cov- 
enants that may reasonably be considered to relate to a disposition 
of an interest, or for civil law purposes a right, in the business by 
any taxpayer were provided for no consideration, and 


Bis the amount that would be the fair market value of the particular 
taxpayer's eligible interest that is disposed of if no covenant were 
granted by any taxpayer that held an interest, or for civil law pur- 
poses a right, in the business, : : 


(iv) if the restrictive covenant is granted on or after July 18, 2005, 
subsection 84(3) does not apply to the disposition, 


(v) the amount is added to the particular taxpayer’ 8 proceeds of dispo- 
sition, as defined by section 54, for the purpose of applying this Act to 
the disposition of the particular taxpayer's eligible interest, and 


(vi) the particular taxpayer and the purchaser elect in prescribed form — 
to apply this paragraph in respect of the amount. 


(c) bee 56.4(7) is to be read without reference to paras. (f) and (g); 


(d) s. 56.4 is to be read without reference to subsecs. (10) and (11) in respect of 
_yestrictive covenants granted before November 9, 2006; and 


(e) for the purpose of applying s. 56.4 to a restrictive covenant, an election re- 
- ferred to in subsec. 56.4(14) is deemed to be filed on a timely basis if it is filed 
‘on or before the later of the day that it is otherwise Tequired to be filed Bad the 
day that is 180 days after Royal Assent; - 


(f) for the purpose. of applying s. 56.4 toa restrictive covenant t geared by a tax- 
payer on or before July 16, 2010, 


(i) para. 56.4(8)(d) is to be read as follows: 


(d) where subparagraph (c)() applies, the consideration thae can rea- 
sonably be regarded as being in part the consideration for the restric- 
tive covenant is received or receivable by the vendor as —— 
for the disposition of the property; So 


(ii) subsec. 56.4(8) is to be read without reference to its para. (h). 


Dept. of Finance news release 2003-049, Oct. 7, 2003: Minister Manley 
Proposes Amendments to the Tax Treatment of Restrictive Covenants 


John Manley, Deputy Prime Minister and Minister of Finance, today announced his 
intention to propose amendments to the Income Tax Act affecting the income tax 
treatment of amounts received or receivable by a taxpayer for granting a restrictive 
covenant. oS é 


The proposed amendments respond to recent Federal Court of Appeal decisions 
[Fortino, [2000] 1 C.T.C. 349, and Manrell, [2003] 3 C.T.C. 50 — ed.], which held 
that amounts receivable by a vendor on the sale of shares of a corporation, for an 
agreement not to compete with the business carried on by the corporation, were gen- 
erally not taxable. The proposed amendments would alter this result and, subject to 
an exception described below, would treat any amount receivable in respect of a re- 
strictive covenant as ordinary income for income tax purposes. 


The proposed amendments include an exception to ordinary income treatment i in cir- 
cumstances where proceeds are receivable by a taxpayer in respect of an arm’s length: 
disposition of shares in a corporation, and other proceeds are receivable by the tax- 
payer for a restrictive covenant relating to the business carried on by the corporation. 
In these cases, the amount receivable for the covenant may be treated as part of the — 
proceeds for the disposition of the shares, to the extent that the covenant increases 
the fair market value of the shares. Only the portion of the amount receivable for the 
covenant that is in excess of that treated as share proceeds will be taxable as ordinary 
income. This mechanism, which is described in more detail in the attached back- 
grounder, will also apply to dispositions of partnership interests. 


These proposals will apply to amounts received or receivable after today, other than 
to amounts received before 2005 puiae to a written agreement made on or before 
today between parties dealing at arm’s length. 


For further information: Andrée Houde, Public Affairs and Operations Tienion, 
(613) 996-8080; Mike Scandiffio, Communications Advisor, Office of the Deputy 
Prime Minister and Minister of Finance (613) 996-7861; Kerry Harnish, Set sence 
tion Division, (613) 992-4385. 
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Backgrounder: Under the proposals announced today, amounts receivable for 

granting a restrictive covenant | (that i is not treated as a disposition of property for 
income tax. purposes) will be taxable as ordinary i incor 
apply to amounts receivable for a restrictive c 
sale of a business, either directly or indirecth 
ee or an interest ina Partnership. 


Tresharedic on n capital account may. app if a taxpayer sells : 
an interest in a partnership to a party dealing at arm’s length, 
ceivable ee the taxpayer for granting a restrictive covenant (th 


che extent that the saxpayer) iS. shia) or ee eee disposed of pe 
increase in value (when compared to a sale in which the taxpayer does not grant a 
hee if no amount were _ for the covenant. To that extent, the amount ] 


Oe . Teibtiee! and Isabelle hcl own 150, of 100: common ahnee of X UG sich ¢ car) 
ries ona business. The adjusted cost base of their shares i is nil, 


‘In 2004, a ‘person with whom they deal at arm’s length, Y Lt 
all of the shares of x Ltd. ta $2. million era Terence 


ffers to acquire 


covenant is provided, Y Ltd. will pay $1. 8 thillion: Terence and Isabelle agree to : : 
accept the offer to sell X Ltd., with the proceeds broken down as follows: $1. 8 
. million for shares ($18,000 a — plus. aus, 000 for Terence’ $ covenant not to 
compete after ‘the sale. : 
Of total amounts payable to te and Isabelle, Terence will receive total pro- o 
ceeds of $1.1 million ($900,000 for shares and 7200, 000 - his Royeaaay and 
Isabelle will receive $900,00 a 
Application of proposed iles: 
To Isabelle: — a 
Because no Brobaac tn were Gecewable by tebelle for a restrictive covenant with re- 
spect to the business of X Ltd., her $900, ay in pos relate ppolels to ‘the disposi 
tion of her ose of X Ltd. 
ib Capital gain = $900,000 ($900, 000 proceeds less ii si 


2; Ordinary i income from covenant = - Nil. 


* 


To Terence: — pea J Go 
Because Terence will receive $200,000 for his restrictive cover 


se ney were P perided.” : 
1. Capital gain = $1; 000, 000 ($1,000,000. of pocat les 
_ where proceeds of - sition | are: : 


Lesser of 
4. $200,000 (amount essay 


ii. $100,000 (value by which Terence’s share interest inX Ltd. w 
> ‘increase if covenant were reves. for no consideration when compared _ 


exceeds 

* $900,000 (50% of sts 8 Ainion if no covenant granted). — — 

2. Ordinary income = $100, 000 cg taiae less $100,000 a to poets of . ae 
disposition for the shares). : . 


Definitions [s. 56.4]: amount” — 248(1); “arm's tength” — 251(1); 
ness” — 248(1); “Canada” — 255, Interpretation Act 35(1); “capital gai 


‘Susi 


S. 57(5) 


“cligible haptal: . 146), erg ‘dimosiion” —_ 
“eligible Renee “eligible person” — 56.401); 
ee hn vets F206 odwill 


248(1): eee establishment” — 56. 4): Hipaisbutt “pre- 
scribed’, ) ~~ 248(1); “purchaser” 7 56. 4(7){a), (8)(a); “related? — 
251(2)-16); oo resident in. Cana 2” — 250; “restrictive covenant” — 56, (1); 

“share” — 248(1); “target corporation” — 56 AB. 1)(C); “taxable Canadian corpora- 
tion” — 89(1), -248(1); “taxation year” — 249; “taxpayer” — 56. 4(1), 248(1); 
“trust” - 1), 2480), G); Nines ie BG. Aas (a), (8.1); burnin 
terpretation Act 2). 


57. (1) Certain superannuation or pension benefits — Not- 
withstanding subparagraph 56(1)(a)(i), there shall be included in 
computing the income of a taxpayer in respect of a payment re- 
ceived by the taxpayer out of or under a superannuation or pension 
fund or plan the investment income of which has at some time been 
exempt from taxation under the Income War Tax Act by reason of 
an election for such exemption by the, trustees or corporation ad- 
ministering the fund or plan, only that part of the payment that re- 
mains after deducting the proportion thereof 


(a) that the total of the amounts paid by the taxpayer into or 
under the fund or plan during the period when its income was 
exempt by reason of that election is of the total of all amounts 
paid by the taxpayer into or under the fund or plan, or 


(b) that the total of the amounts paid by the taxpayer into or 
under the fund or plan during the period when its income was 
exempt by reason of that election together with simple interest 
on each amount so paid from the end of. the year of payment 
thereof to the commencement of the superannuation allowance 
or pension at 3% per annum is of the total of all amounts paid by 
the taxpayer into or under the fund or plan together with simple 
interest, computed in the same manner, on each amount so paid, 


whichever is the greater. 


Related Provisions: 57(2)—-(4) — Exceptions and limitations; 212(1)(h)(iv) — Par- 
allel exemption from non-resident withholding tax. 


(2) Exception — This section does not apply in respect of a pay- 
ment received by a taxpayer out of or under a superannuation or 
pension fund or plan if the taxpayer made no payment into or under 
the fund or plan. 


(3); Limitation — Where a payment, to which subsection (1) 
would otherwise be applicable, is received: by a taxpayer out of or 
under a superannuation or pension fund or plan in respect of a pe- 
riod of service for part only of which the taxpayer made. payments 
into or under the fund or plan, subsection (1) is applicable only to 
that part of the payment which may reasonably be regarded as hav- 
ing, been received in respect of the period. for which the taxpayer 
made payments into or under the fund or plan and any part, of the 
payment which may reasonably be regarded as having been re- 
ceived in respect of a period for which the taxpayer made no pay- 
ments into or under the fund or plan shall be included in computing 
the taxpayer’s income for the year without any deduction whatever. 


(4) Certain payments from pension plan — Where a tax- 
payer, during the period from August 15, 1944 to December 31, 
1945, made a contribution in excess of $300 to or under a registered 
pension plan in respect of services rendered by the taxpayer before 
the taxpayer became a contributor, there shall be included in com- 
puting the taxpayer’s income in respect of a payment received by 
the taxpayer out of or under the plan only that part of the payment 
that remains after deducting the proportion thereof that the contri- 
bution so made minus $300 is of the total of the amounts paid by 
the taxpayer to or under the plan. 


Related Provisions: 212(1)(h)(iv) — Parallel benefits — non-residents. 


(5) Payments to widow, etc., of contributor — Where, in re- 
spect of the death of a taxpayer who was a contributor to or under a 
superannuation or pension fund or plan described in subsection (1) 
or (4), a payment is received by a person in a taxation year out of or 
under the fund or plan, there shall be included in computing’ the 
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income of that person for the year in respect thereof only that part 
of the payment that would, if the payment had been received by the 
taxpayer in the year out of or under the fund or plan, have been 
included by virtue of this section in computing the income of the 
taxpayer for the year. 

Definitions [s. 57]: “amount” — 248(1); “corporation” — 248(1), Interpretation Act 
35(1); “registered pension plan”, “superannuation or pension benefit” — 248(1); “taxa- 
tion year” — 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 57]: IT-499R: Superannuation or pension benefits. 


58. (1) Government annuities and like annuities — In deter- 
mining the amount that shall be included in computing the income 
of a taxpayer in respect of payments received by the taxpayer in a 
taxation year under contracts entered into before May 26, 1932 with 
the Government of Canada or annuity contracts like those issued 
under the Government Annuities Act entered into before that day 
with the government of a province or a corporation incorporated or 
licensed to carry on an annuities business in Canada, there may be 
deducted from the total of the payments received the lesser of 


(a) the total of the amounts that would have been so received if 
the contracts had continued in force as they were immediately 
before June 25, 1940, without the exercise of any option or con- 
tractual right to enlarge the annuity by the payment of additional 
sums or premiums unless those additional sums or premiums 
had been paid before that day, and 


(b) $5,000. 


Related Provisions: 58(3) — Limitation; 58(4) — Capital element. 


(2) Annuities before 1940 — In determining the amount that 
shall be included in computing the income of a taxpayer in respect 
of payments received by the taxpayer in a taxation year under annu- 
ity contracts entered into after May 25, 1932, and before June 25, 
1940, with the Government of Canada or annuity contracts like 
those issued under the Government Annuities Act entered into dur- 
ing that period with the government of a province or a corporation 
incorporated or licensed to carry on an annuities business in Can- 
ada, there may be deducted from the total of the payments received 
the lesser of 


(a) the total of the amounts that would have been received under 
the contracts if they had continued in force as they were imme- 
diately before June 25, 1940, without the exercise of any option 
or contractual right to enlarge the annuity by the payment of ad- 
ditional sums or premiums unless such additional sums or pre- 
miums had been paid before that day, and 


(b) $1,200. 


Related Provisions: 58(3) — Limitation; 58(4) — Capital element. 


(3) Limitation — Where a taxpayer has received annuity payments 
in respect of which the taxpayer would otherwise be entitled to 
make deductions under both subsection (1) and subsection (2), 


(a) if the amount deductible under subsection (1) is $1,200 or 
more, [the taxpayer] may not make a deduction under subsection 
(2); and 


(b) if the amount deductible under subsection (1) is less than 
$1,200, the taxpayer may make one deduction computed as 
though subsection (2) applied to all contracts entered into before 
June 25, 1940. 


Related Provisions: 58(4) — Capital element. 


(4) Capital element — The amount remaining after deducting 
from the total of the annuity payments to which this section applies 
received in a taxation year the deductions permitted by subsection 
(1), (2) or (3) shall be deemed to be the annuity payment in respect 
of which the capital element is deductible under paragraph 60(a). 


(5) Spouses [or common-law partners] — Where a taxpayer 
and the taxpayer’s spouse or common-law partner each received an- 
nuity payments in respect of which they may deduct amounts under 
this section, the amount deductible shall be computed as if their an- 
nuities belonged to one person and may be deducted by either of 
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them or be apportioned between them in such manner as is agreed 
to by them or, in case of disagreement, as the Minister determines. 
History: Subsec. 58(5) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 
Subsec. 58(5) substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 19, applicable after 
1992. Subsec. 58(5) formerly read: 
(5) Husband and wife — Where a husband and wife have each received annu- 
ity payments in respect of which they may make a deduction under this section, 
the amount deductible shall be computed as if their annuities belonged to one 
person and may be deducted by either of them or apportioned between them in 
such manner as may be agreed by them or, in case of disagreement, as the Min- 
ister may determine. 


(6) Pension benefits — This section does not apply to superan- 
nuation or pension benefits received out of or under a registered 
pension plan. 


(7) Enlargement of annuity — For the purpose of this section, 
an annuity shall be deemed to have been enlarged on or after June 
25, 1940, if what is payable under the contract has, at any such 
time, been increased whether by increasing the amount of each peri- 
odic payment, by increasing the number of payments or otherwise. 


Ue ti 


Definitions [s. 58]: “amount”, “annuity”, “business”, “common-law partner” — 
248(1); “corporation” — 248(1), Interpretation Act 35(1); “Minister” — 248(1); “prov- 
ince” — Interpretation Act 35(1); “registered pension plan” — 248(1); “superannua- 
tion or pension benefit” — 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


59. (1) Consideration for foreign resource property — 
Where a taxpayer has disposed of a foreign resource property, there 
shall be included in computing the taxpayer’s income for a taxation 
year the amount, if any, by which 


(a) the portion of the taxpayer’s proceeds of disposition from the 
disposition of the property that becomes receivable in the year 


exceeds 
(b) the total of 


(i) all amounts each of which is an outlay or expense made or 
incurred by the taxpayer for the purpose of making the dispo- 
sition that was not otherwise deductible for the purposes of 
this Part, and 


(11) where the property is a foreign resource property in re- 
spect of a country, the amount designated under this subpara- 
graph in prescribed form filed with the taxpayer’s return of 
income for the year in respect of the disposition. 
Related Provisions: 59(1.1) — Look-through rule for partnerships; 66.21(1)“cumu- 
lative foreign resource expense” F(a) — Amount under 59(1)(b)(ii); 72(2) — Election 
by legal representative and transferee re reserves; 87(2)(p) — Consideration for re- 
source property disposition; 96(1)(d)(i) — Partnerships — no deduction for resource 
expenses; 104(5.2) — Trusts — 21-year deemed disposition; 248(1)“foreign resource 
property” — Meaning of foreign resource property in respect of a country. 
History: Subsec. 59(1) amended by 2001, c. 17, subsec. 40(1), applicable to taxation 
years that begin after 2000. It formerly read: 


(1) Where a taxpayer has disposed of a foreign resource property, the amount, if 
any, by which the taxpayer’s proceeds of disposition therefrom exceed any out- 
lays or expenses made or incurred by the taxpayer for the purpose of making the 
disposition and that were not otherwise deductible for the purposes of this Part 
shall be included in computing the taxpayer’s income for a taxation year to the 
extent that the proceeds become receivable in that year. 


Interpretation Bulletins: IT-125R4: Dispositions of resource property. 


(1.1) Partnerships [look-through rule] — Where a taxpayer is 
a member of a partnership in a fiscal period of the partnership, the 
taxpayer’s share of the amount that would be included under sub- 
section (1) in respect of a disposition of a foreign resource property 
in computing the partnership’s income for a taxation year if the 
partnership were a person, the fiscal period were a taxation year, 
subsection (1) were read without reference to subparagraph 
(1)(b)(ii) and section 96 were read without reference to paragraph 
96(1)(d) is deemed to be proceeds of disposition that become re- 
ceivable by the taxpayer at the end of the fiscal period in respect of 
a disposition of the property by the taxpayer: 
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Proposed Amendment — 59(1.1) © 


Letter from Dept. of Finance, July 16, 2004: See under 53(1)(e)(viii.1). 
Related Provisions: 53(1)(e)(viii.1) — Addition to adjusted cost base; 66.2(6) — 
Parallel rule for CCDE; 66.4(6) — Parallel rule for CCOGPE. 


History: Subsec. 59(1.1) added by 2001, c. 17, subsec. 40(1), applicable to fiscal peri- 
ods that begin after 2000. 


(2) Deduction under former section 64 in preceding 
year — There shall be included in computing a taxpayer’s income 
for a taxation year any amount that has been deducted as a reserve 
under subsection 64(1), (1.1) or (1.2) of the Income Tax ‘Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, in computing the 
taxpayer’s income for the immediately preceding taxation year. 

Related Provisions: 66(5) — Dealers; 85(1) — Transfer of property to corporation 
by shareholder; 85(2) — Transfer of property to corporation from partnership; 88 — 
Winding-up; 115(4) — Non-resident’s income earned on Canadian resource property. 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(3), (3.1) [Repealed under former Act] 


Selected Cases [subsec. 59(3.1)]: De Luca v. MNR, [1991] 2 C.T.C. 243 (FCA) 
(Income from payment of balance of purchase price on transaction completed prior to 
1972 validly assessed in year of receipt). 


(3.2) Recovery of exploration and development ex- 
penses — There shall be included in computing a taxpayer’s in- 
come for a taxation year 


(a) any amount referred to in paragraph 66(12.4)(b); 

(b) any amount referred to in subsection 66.1(1); 

(c) any amount referred to in subsection 66.2(1); 

(c.1) any amount referred to in subsection 66.21(3); 

(d) any amount referred to in subparagraph 66(10.4)(b)(ii); and 


(e) any amount referred to in paragraph 66(10.4)(c). 


Related Provisions: 66(5) — Dealers; 66.21(1)“cumulative foreign resource ex- 
pense’”’B — Amount under 59(3.2)(c.1); 66.21(3) — Amount to be included in income; 
96(1)(d)(@) — Partnerships —no_ deduction for resource expenses; 104(5.2) — 
Trusts — 21-year deemed disposition; 110.6(1) —“investment income”; 
115(1)(a)Gii.1) — Non-resident’s taxable income earned in ‘Canada; 125.11 — Re- 
source rate reduction 2003-06. 


History: Para. 59(3.2)(c.1) added by 2001, c. 17, subsec. 40(2), applicable to taxation 
years that begin after 2000. 

1.T. Application Rules: 29(11)(b)(iv); 29(12)(b)Gv) (undeducted: expenses incurred 
before 1972). 


Interpretation Bulletins: IT-125R4: Dispositions of resource property. 


(3.3) Amounts to be included in income — There shall be in- 
cluded in computing a taxpayer’s income for a taxation year 


(a) 33'/% of the total of all amounts, each of which is the stated 
percentage of 


(i) an amount that became receivable by the taxpayer after 
December 31, 1983 and in the year (other than an amount 
that would have been a Canadian oil and gas exploration ex- 
pense if it had been an expense incurred by the taxpayer at 
the time it became receivable), 


(ii) an amount that became receivable by the taxpayer after 
December 31, 1983 and in the year that would have been a 
Canadian oil and gas exploration expense described in para- 
graph (c) or (d) of the definition “Canadian exploration ex- 
pense” in subsection 66.1(6) in respect of a qualified tertiary 
oil recovery project if it had been an expense incurred by the 
taxpayer at the time it became receivable, or 


(iti) 30% of an amount that became receivable by the tax- 
payer in the year and in 1984 that would have been a Cana- 
dian oil and gas exploration expense (other than an expense 
described in paragraph (c) or (d) of the definition “Canadian 
exploration expense” in subsection 66.1(6) in respect of a 
qualified tertiary oil recovery project) incurred in respect of 
non-conventional lands if it had been an expense incurred by 
the taxpayer at the time it became receivable 


and in respect of which the consideration given by the taxpayer 
was a property (other than a share, depreciable property of a pre- 
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scribed class or a Canadian resource property) or services the 
cost of which may reasonably be regarded as having been an 
expenditure that was added in computing the earned depletion 
base of the taxpayer or in computing. the earned. depletion base 


_ of a predecessor where the taxpayer is.a successor corporation to 


the predecessor; 


(b) 333% of the total of all amounts, each of which is the stated 
percentage of an amount in respect of a disposition of deprecia- 
ble property of a prescribed class (other than a disposition of 
such property that had been used by the taxpayer to any person 
with whom the taxpayer was not dealing at arm’s length) of the 
taxpayer after December 11, 1979 and in the year, the capital 
cost: of which was added in computing the earned depletion base 
of the taxpayer or ofa person with whom the taxpayer was not 
dealing at arm’s length or in computing the earned depletion 
base of a predecessor where the taxpayer is a successor corpora- 
tion to the predecessor, that is equal to the lesser of 


(i) the proceeds of disposition of the property, and 


(ii) the capital cost of the property to the taxpayer, the person 
with whom the taxpayer was not dealing at arm’s length or 
the predecessor, as the case may be, computed as if no 
amount had been added thereto by virtue’ of paragraph 
21(1)(b) or subsection 21(3); 


(c) 33'4% of the total of all amounts, each of which is an amount 
in respect of a disposition of depreciable property of a pre- 
scribed class that is bituminous sands equipment (other than a 
disposition of such property that had been used by the taxpayer 
to any person with whom the taxpayer was not dealing at arm’s 
length) of the taxpayer after December 11, 1979 and before 
1990 and in the year, the capital cost of which was added in 
computing the supplementary depletion base of the taxpayer or 
of a person with whom the taxpayer was not dealing at arm’s 
length or in computing the supplementary depletion base of a 
predecessor where the taxpayer is a successor corporation to the 
predecessor, that is equal to the lesser of 


(i) the proceeds of disposition of the property, and 


(ii) the capital cost of the property to the taxpayer, the person 
with whom the taxpayer was not dealing at arm’s length or 
the predecessor, as the case may be, computed as if no 
amount had been. added. thereto by virtue of paragraph 
21(1)(b) or subsection 21(3); 


(d) 50% of the total of all amounts, each of which is an amount 
in respect of a disposition of depreciable property of a pre- 
scribed class that is enhanced recovery equipment (other than a 
disposition of such property that had been used by the taxpayer 
to any person with whom the taxpayer was not dealing at arm’s 
length) of the taxpayer after December 11, 1979 and before 
1990 and in the year, the capital cost of which was added in 
computing the supplementary depletion base of the taxpayer or 
of a person with whom the taxpayer was not dealing at arm’s 
length or in computing the supplementary depletion base of a 
predecessor where the taxpayer is a successor corporation to the 
predecessor, that is equal to the lesser of 


(i) the proceeds of disposition of the property, and 


(ii) the capital cost of the property to ‘the taxpayer, the person 
with whom the taxpayer was not dealing at arm’s length or 
the predecessor, as the case may be, computed as if no 
amount had been added thereto by virtue of paragraph 
21(1)(b) or subsection 21(3); 


(e) 6673% of the total of all amounts, each of which is an amount 
that became receivable by the taxpayer after December 11, 1979 
and before 1990 and in the year and in respect of which the con- 
sideration given by the taxpayer was a property (other than a 
share or a Canadian resource property) or services the cost of 
which may reasonably be regarded as having been an expendi- 
ture in connection with an oil or gas well in respect of which an 
amount was included in computing the taxpayer’s frontier explo- 
ration base or in computing the frontier exploration base of a 


S. 59(3.3)(e) 


predecessor where the taxpayer is a successor corporation to the 
predecessor; and 


(f) 33'4% of the total of all amounts, each of which is the stated 
percentage of an amount that became receivable by the taxpayer 
after April 19, 1983 and in the year and ‘in respect of which the 
consideration given by the taxpayer was a property (other than a 
share, depreciable property of a prescribed class or a Canadian 
resource property) or services the cost of which may reasonably 
be regarded as having been an expenditure that was included in 
computing the mining exploration depletion base of the taxpayer 
or in computing the mining exploration depletion base of a spec- 
ified predecessor of the taxpayer. 

Related Provisions: 66(5) — Dealers; 66.1(2) — Deduction for principal business 

corporation; 87(1.2) — Amalgamation — continuing corporation; 88(1.5) — Winding- 

up — Parent deemed continuation of subsidiary. 


Regulations: 1105 (classes in Schedule II are prescribed). 


(3.4) Definitions — For the purposes of this subsection and sub- 
section (3.3), 


“specified predecessor” of a taxpayer means a person who is a 
predecessor of 


(a) the taxpayer, or 
(b) a person who is a specified predecessor of the taxpayer; 


“stated percentage” means 


(a) in respect of an amount described in paragraph (3.3)(a) or (f) 
that became receivable by a taxpayer, 


(i) 100% where the amount became receivable before July, 
1988, 


(ii) 50% where the amount became receivable after June, 
1988 and before 1990, and 


(iii) 0% where the amount became receivable after 1989, and 


(b) in respect of the disposition described in paragraph (3.3)(b) 
of a depreciable property of a taxpayer, 


(i) 100% where the property was disposed of before July, 
1988, 


(ii) 50% where the property was disposed of after June, 1988 
and before 1990, and 


(iii) 0% where the property was disposed of after 1989; 
Related Provisions: 59(3.5) — Variation of stated percentage. 


“successor corporation” means a corporation that has at any time 
after November 7, 1969 acquired, by purchase, amalgamation, 
merger, winding-up or otherwise (other than pursuant to an amalga- 
mation that is described in subsection 87(1.2) or a winding-up to 
which the rules in subsection 88(1) apply), from another person (in 
this subsection and subsection (3.3) referred to. as the “‘predeces- 
sor’) all or substantially all of the Canadian resource properties of 
the predecessor in circumstances in which any of subsection 29(25) 
of the Income Tax Application Rules and subsections 66.7(1) and 
(3) to (5) apply to the corporation. 


(3.5) Variation of stated percentage — Notwithstanding the 
definition “stated percentage” in subsection (3.4), where 


(a) an amount became receivable by a taxpayer within 60 days 
after the end of 1989 in respect of a disposition of property or 
services, and 


(b) the person to whom the disposition was made is a corpora- 
tion that, before the end of 1989, had issued, or had undertaken 
to issue, a flow-through share and the corporation renounces 
under subsection 66(12.66), effective on December 31, 1989, an 
amount in respect of Canadian exploration expenses that in- 
cludes an expenditure in respect of the amount referred to in par- 
agraph (a), 


the stated percentage in respect of the amount described in para- 
graph (a) shall be 50%. 


(4) [Repealed under former Act] 


Income Tax Act, Part I, Division B 


(5) Definition of “proceeds of disposition” — In this section, 
“proceeds of disposition” has the meaning assigned by section 54. 
History: Subsec. 59(5) amended by 2001, c. 17, s. 40(3), applicable to transactions 
and events that occur after December 23, 1998. It formerly read: 
(5) In this section, “disposition” and “proceeds of disposition” have the mean- 
ings assigned by section 54. 


Interpretation Bulletins: IT-125R4: Dispositions of resource property. 


(6) Definitions in regulations under section 65 — In this 
section, “bituminous sands equipment”, “Canadian oil and gas ex- 
ploration expense”, “earned depletion base”, “enhanced recovery 
equipment”, “frontier exploration base”, “mining exploration deple- 
tion base”, “non-conventional lands’, “qualified tertiary oil recov- 
ery project” and “supplementary depletion base” have the meanings 
assigned by regulations made for the purposes of section 65. 
Regulations [subsec. 59(6)]: Part XII (Reg. 1206(1) and others). 

Definitions [s. 59]: “amount” — 248(1); “bituminous sands equipment’ — 59(6), 
Reg. 1206(1); “arm’s length” — 251(1); “Canada” — 255; “Canadian exploration ex- 
pense” — 66.1(6), 248(1); “Canadian oil and gas exploration expense” — 59(6), Reg. 
1206(1); “Canadian resource property” — 66(15), 248(1); “corporation” — 248(1), In- 
terpretation Act 35(1); “depreciable property” — 13(21), 248(1); “disposition” — 
248(1); “earned depletion base” — 59(6), Reg. 1202(1), Reg. 1205(1); “enhanced re- 
covery equipment” — 59(6), Reg. 1206(1); “fiscal period” — 249.1; “flow-through 
share”, “foreign resource property” — 66(15), 248(1); “foreign resource property in re- 
spect of a country” — 248(1); “frontier exploration base” — 59(6), Reg. 1207(2); 
“mining exploration depletion base” — 59(6), Reg. 1203(2), (3); “non-conventional 
lands” — 59(6), Reg. 1206(1); “oil or gas well” — 248(1); “person”, “prescribed” — 
248(1); “proceeds of disposition” — 54, 59(5); “property”, “share” — 248(1); “quali- 
fied tertiary oil recovery project” — 59(6), Reg. 1206(1); “specified predecessor” — 
59(3.4); “stated percentage” — 59(3.4); “successor corporation” — 59(3.4); “supple- 
mentary depletion base” — 59(6), Reg. 1212(2)-(4); “taxation year” — 249; “tax- 
payer” — 248(1). 


59.1 Involuntary disposition of resource property — Where 
in a particular taxation year an amount is deemed by subsection 
44(2) to have become receivable by a taxpayer as proceeds of dis- 
position described in paragraph (d) of the definition “proceeds of 
disposition” in section 54 of any Canadian resource property and 
the taxpayer elects, in the taxpayer’s return of income under this 
Part for the year, to have this section apply to those proceeds of 
disposition, 

(a) there shall be deducted in computing the taxpayer’s income 

for the particular year such amount as the taxpayer may claim, 

not exceeding the least of, 


(i) the total of all those proceeds so becoming receivable in 
the particular year by the taxpayer to the extent that they 
have been included in the amount referred to in paragraph (a) 
of the description of F in the definition “cumulative Cana- 
dian development expense” in subsection 66.2(5) or in para- 
graph (a) of the description of F in the definition “cumulative 
Canadian oil and gas property expense” in subsection 66.4(5) 
in respect of the taxpayer, 


(ii) the amount required to be included in computing the tax- 
payer’s income for the particular year by virtue of paragraph 
59(3.2)(c), and 


(iii) the taxpayer’s income for the particular year determined 
without reference to this section; 


(b) the amount, if any, by which 
(i) the amount deducted under paragraph (a) 
exceeds 


(ii) the total of such of the Canadian exploration expenses, 
Canadian development expenses and Canadian oil and gas 
property expenses made or incurred by the taxpayer in the 
taxpayer’s ten taxation years immediately following the par- 
ticular year as were designated by the taxpayer in the tax- 
payer’s return of income for the year in which the expense 
was made or incurred, 


shall be included in computing the taxpayer’s income for the 
particular year and, notwithstanding subsections 152(4) and (5), 
such reassessment of the taxpayer’s tax, interest or penalties for 
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any year shall be made as is necessary to give effect to such 
inclusion; and 


(c) any Canadian exploration expense, Canadian development 
expense, or Canadian oil and gas property expense made or in- 
curred by the taxpayer and designated in the taxpayer’s return of 
income in accordance with subparagraph (b)(ii) shall (except for 
the purposes of, subsections 66(12.1), (12.2), (12.3) and (12.5) 
and for the purpose of computing the taxpayer’s earned deple- 
tion base within the meaning assigned by regulations made for 
the purposes of section 65) be deemed not to be a Canadian ex- 
’ ploration-expense, a Canadian development expense or a Cana- 
dian oil and gas property expense, as the ‘case may be, of the 
taxpayer... 5). 
Related Provisions: 66(18) — Members iof partnerships: 
History: That portion of s. 59.1 preceding para. (a) substituted by 1994, c..7, Sch. II 


(1991, c..49),'s. 33, applicable with respect to amounts deemed to have become receiv- 
able in taxation years beginning after 1984. That portion formerly read: 


59.1 Involuntary disposition of resource property — Where in a particular 
taxation year an amount is deemed by subsection 44(2) to;have-become receiva- 
ble by a taxpayer as proceeds of disposition described in paragraph (d) of the 
definition “proceeds of disposition” in section 54 of any property described in 
subsection. 59(1/1), (1:2).or (3:1) of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952, and the taxpayer has filed a return of the tax- 
payer’s income for the year, as required by section 150, in which the taxpayer 
has elected to have this section apply in respect of those proceeds of disposition, 


Definitions [s. 59.1]: “amount” — 248(1); “Canadian development expense” — 
66.2(5), 248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Canadian oil and 
gas property expense” — 66.4(5), 248(1); “Canadian resource property” — 66(15), 
248(1); “earned depletion base” — Reg. 1202(1), Reg. 1205(1); “Minister”, “property”, 
“regulations” — 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 59:1]: IT-125R4: Dispositions of resource properties. 


Subdivision e — Deductions in Computing 
Income 


60. Other deductions — There may be deducted in computing a 
taxpayer’s income for a taxation year such of the following amounts 
as are applicable: 


(a) capital element of annuity payments — the capital ele- 
ment of each annuity payment included by virtue of paragraph 
56(1)(d) in computing the taxpayer’ s income for the year, that is 
to say, 


(i) if the annuity was paid under a contract, an amount equal 
to that part of the payment determined in prescribed manner 
to have been a return of capital, and 


(ii) if the annuity was paid under a will or trust, such part of 

the payment as can be established by the recipient not to 

have been paid out of the income of the estate or trust; 
Related Provisions: 58(4) — Government and similar. annuities; 110.6(1) — “in- 
vestment income”; 147.4(4) — Deemed annuity on conversion of pension rights before 
1997 to annuity contract commencing after age 69; 148(9)“adjusted cost basis”’K — 
Reduction in adjusted cost basis. See also at end of s. 60. 


Selected Cases [para. 60(a)]: Speerstra v. MNR, [1973] C.T.C. 179 (FCTD) 
(Payments to taxpayer under annuity contracts not refunds of capital). 


Regulations: 300 (prescribed manner). 


Interpretation Bulletins: IT-85R2: Health and welfare trusts for employees; IT- 
415R2: Deregistration of registered retirement savings plans (archived). 


.T. Technical News: 25 (health and welfare trusts). 
Advance Tax Rulings: ATR-68: Structured settlement. 


(b) [Spousal or child] support — the total of all amounts 
each of which is an amount determined by the formula 


A-(B+C) 
where 


A. is the total of all amounts each of which is a support amount 
paid after 1996 and before the end of the year by the taxpayer 
to a particular person, where the taxpayer and the particular 
person were living separate and apart at the time the amount 
was paid, 


S. 60(b) 


Bis the total of all amounts each of which is a child ‘support 
amount that became payable by the taxpayer to the particular 
person under an agreement or order on or after its com- 
mencement day and before the end of the year in respect of a 
period that began on or after its commencement day, and 


C ‘is the total of all amounts each of which is a support amount 
paid by the taxpayer to the particular person after 1996 and 
deductible in computing the taxpayer’s income for a preced- 
ing taxation. year; 

Related Provisions: 4(3) — Deductions applicable; 56(1)(b) — Parallel income in- 
clusion for recipient; SPLL NC, 2) «Reimbursement of support payments; 56,1(4), 
60.1(4) — Definitions of “commencement day”, “support, amount”, “child. support 
amount”; 60.1(1), (2) — Payments to third parties; 60.1(3) — Payments made before 
agreement signed or court order made; 118(5) — No personal credits in respect of per- 
son to whom support paid; 146(1)“earned income’’(f) — 60(b) deduction reduces 
RRSP earned income; 212(1)(f) — No withholding tax on support paid to non-resident; 
252(3) — Extended meaning of “spouse” and “former spouse”; 257 — Formula cannot 
calculate to less than zero; Canada-U.S. Tax Treaty:Art. XVIII:6 — Exemptions for 
cross-border alimony and support. See also at end of s. 60. 


History: The description of B in para. 60(b) amended by 1998, c. 19, subsec. 99(1), 
applicable to amounts paid after 1996. That description formerly read: 


B__ is the total of all amounts each of which is a child support amount that be- 
came payable by the taxpayer to the particular person under an agreement or 
order on or after its commencement day and before the end of the year in 
respect of a period that began after its commencement day, and 


Para. 60(b) amended by 1997, c. 25, s. 10, applicable to amounts received after 1996. 
Para. (b) formerly read: 


(b) alimony payments — an amount paid by the taxpayer in the year as-ali- 
mony or other allowance payable on a periodic basis for the maintenance of the 
recipient, children of the recipient or both the recipient and the children, if the 
taxpayer, because of the breakdown of the taxpayer’s marriage, was living sepa- 
rate and apart from the spouse or former spouse to whom the taxpayer was re- 
quired to make the payment at the time the payment was made and throughout 
the remainder of the year and the amount was paid under a decree, order or judg- 
ment of a competent tribunal or’ under a written agreement; 


Para. 60(b) substituted for paras. (b) and’ (c) by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 20(1),-applicable:to, amounts received under a decree, order or judgment of a 
competent tribunal or under a written agreement,, with respect to a breakdown of a 
marriage occurring after 1992. Paras. (b) and (c) formerly read: 


(b), alimony payments. —.an amount paid by the taxpayer in the year, pursuant 
to a decree, order or judgment of a competent tribunal or pursuant to a written 
agreement, as alimony or other allowance payable on a periodic basis for the 
maintenance of the recipient thereof, children of the marriage, or both the recipi- 
ent and children of the marriage, if the taxpayer was living apart from, and was 
separated pursuant to a divorce, judicial separation or written separation agree- 
ment from, the taxpayer’s spouse or former spouse to whom the taxpayer was 
required to make the payment at the time the payment was made and throughout 
the remainder of the year; 


(c) maintenance payments — an amount paid by the taxpayer in the year, pur- 
suant to.an order of a competent tribunal,.as an allowance payable on a periodic 
basis for the. maintenance,of the recipient thereof, children of the, recipient, or 
both the recipient. and children of the recipient if, at the, time the.payment was 
made and throughout the remainder of the year, the taxpayer was living apart 
from the taxpayer’s spouse to whom the taxpayer was required to make the 
payment; 


Selected Cases [para. 60(b)]: Guest v. R., [2010] 4 C.T.C. 2249 (TCC) (Registra- 
tion of foreign support order under provincial legislation did not create a commence- 
ment date); Boucher-v. R., [2005] 3-C.T.C. 2186 (TCC) (Designation of account suffi- 
cient to give control of funds); Nistor v. R., [2004] 1 €.T.C: 2849 (TCC) (“Custody” 
extended to child living in university dormitory); Fitzpatrick v..R.,. [2003] 4 C.T.C. 
2350 (TCC) (Paternity agreement sufficient basis for deducting support amounts); 
Foley y. R., [2000] 4 C.T.C. 2016 (TCC). (Lawyers can bind clients if properly 
authorized); Demey v. R., [2000] 2 C.T.C. 2026 (TCC) (No legal “custody” of adult 
children); Leet v. R., [1999] 2 C.T.C. 2477 (TCC) (Payment not periodic where even 
death would not affect liability to pay); Hak v. R., [1999] 1 C.T.C; 2633 (TCC) (Failure 
to mention that provision should apply to payments not fatal to deductibility); Paustian 
v.. Canada, [1995] 1 C.T.C. 2395 (TCC) (Entitlement to deduction under para. 60(b) 
disqualifies deduction under s. 118); Burgess v. MNR, [1991] 1 C.T.C. 163 (FCTD) 
(Exchange of solicitors’ letters not “written separation agreement’); Caston v. Canada, 
[1990] 1 C.T.C, 439 (FCTD) (Payments pursuant to-oral agreement and payments 
made after application adjourned sine die not deductible); McKimmon v. R., [1990] 1 
C.T.C., 109 (FCA) (Five annual maintenance payments not deductible; factors to be 
considered); Lariviére v, R., [1989] 1 C:T.C. 297 (FCA) (Three unequal annual mainte- 
nance payments, intended as alimentary pension for former spouse, deductible); 
Gagnon vy. R., [1986] 1 C.T.C. 410 (SCC) (Payments adjustable according to municipal 
and school taxes constituted an “allowance”); Hanlin v. R., [1985] 1 C.T.C. 54 (FCTD) 
(Monthly and annual payments deductible as periodic payments); R. v. Taylor Estate, 
[1984] C.T.C. 244 (FCTD) (Payments to “spouse or former spouse” not deductible 
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where marriage invalid); Ahern v. R., [1982] C.T.C. 362 (FCTD) (Payments made for 
benefit of child, not a child of the marriage, not deductible); R. v.. Dorion, [1981] 
C.T.C. 136 (FCTD) (Lump sum in consideration for waiver of benefits under marriage 
contract not deductible); Lavoie v. R., [1979] C.T.C. 48 (FCTD) (Interest on sum owed 
to taxpayer by province, included in lump sum paid, not deductible); Hardtman v. R., 
[1977] C.T.C. 358 (FCTD) (Maintenance payments prior to separation agreement not 
deductible); R. v. Guay, [1977] C.T.C. 266 (FCA) (Payments for medical and other 
expenses paid directly to third parties for benefit of former spouse and children not 
deductible); R. v. Pascoe, [1975] C.T.C. 656 (FCA) (Payments of medical and educa- 
tional expenses on behalf of children not “allowance”); A.G. Can. v. Weaver, [1975] 
C.T.C. 646 (FCA) (Payments on account of mortgage and utility expenses not 
“allowance’’). 

Regulations: 100(3)(d) (no source withholding on amount deductible under 60(b) 
where it is held back by employer). 

Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 
annulment; IT-513R: Personal tax credits; IT-530R: Support payments. 

Forms: P102: Support payments (pamphlet); T1157: Election for child support pay- 
ments; T1158: Registration of family support payments. 


(c) pension income reallocation — where the taxpayer is a 
pensioner (as defined in subsection 60.03(1)), any amount that is 
a split-pension amount (as defined in that subsection) in respect 
of the pensioner for the taxation year; 

Related Provisions: 60.03(2) — Effect of pension income splitting; 118(8)(d)(ii) — 


Effect on pension income credit; 153(2) — Source deductions deemed withheld on be- 
half of transferee. 


History: Para. 60(c) added by 2007, c. 29, s. 4, applicable to 2007 ef seq. 


(c.1) [Repealed] 


History [former paras. 60(c), (c.1) ]: Former para. 60(c) repealed by 1997, c. 25, s. 
10, applicable to amounts received after 1996. Para. (c) formerly read: 


(c) maintenance — an amount paid by the taxpayer in the year as an allowance 
payable on a periodic basis for the maintenance of the recipient, children of the 
recipient or both the recipient and the children, if 


(i) at the time the amount was paid and throughout the remainder of the year 
the taxpayer was living separate and apart from the recipient, 


(1i) the taxpayer is the natural parent of a child of the recipient, and 


(iii) the amount was received under an order made by a competent tribunal 
in accordance with the laws of a province; 


Former para. 60(c) substituted for para. (c.1) by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 20(2), applicable with respect to orders made after 1992. Para. (c.1) formerly 
read: 


(c.1) idem — an amount paid by the taxpayer in the year, pursuant to an order 
made by a competent tribunal in accordance with the laws of a province, as an 
allowance payable on a periodic basis for the maintenance of the recipient 
thereof, children of the recipient, or both the recipient and children of the recipi- 
ent if 


(i) the order was made 
(A) after February 10, 1988, or 


(B) before February 11, 1988 and the taxpayer and the recipient jointly 
elected in writing before the end of the year to have this paragraph and 
paragraph 56(1)(c.1) apply with respect to the payment, 
(ii) at the time the payment was made and throughout the remainder of the 
year, the taxpayer was living apart from the recipient, and 


(iii) the taxpayer required to pay the amount is an individual of the opposite 
sex who 


(A) before the date of the order cohabited with the recipient in a conju- 
gal relationship, or 


(B) is the natural parent of a child of the recipient; 


Selected Cases [former para. 60(c)]: MNR y. Hastie, [1974] C.T.C. 131 (FCTD) 
(Mortgage payments, made to mortgagee, upon alimentary allowance for benefit of 
wife and children deductible). 


(c.2) repayment of support payments — an amount paid 
by the taxpayer in the year or one of the 2 preceding taxation 
years under a decree, order or judgment of a competent tribunal 
as a repayment of an amount included under paragraph 56(1)(b) 
or (c), or under paragraph 56(1)(c.1) (as it applies, in computing 
the taxpayer’s income for the year or a preceding taxation year, 
to decrees, orders and judgments made before 1993) to the ex- 
tent that it was not so deducted for a preceding taxation year; 


Related Provisions: 56(1)(c.2) — Parallel rule for other taxpayer; 146(1)‘‘earned 
income’’(f) — Amount deducted under 60(c.2) reduces RRSP earned income. 


History: Para. 60(c.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(3), 
applicable to payments made after 1990. 


Selected Cases [para. 60(c.2)]: Cowan v. R., [2006] 1 C.T.C. 2084 (TCC) (Refund 
of support amount deductible). 


Interpretation Bulletins: IT-530R: Support payments. 


(d) interest on death duties — an amount equal to annual 
interest accruing within the taxation year in respect of succes- 
sion duties, inheritance taxes or estate taxes; 


Related Provisions: 4(3) — Deductions applicable. See also at end of s. 60. 


Interpretation Bulletins: IT-203: Interest on death duties (archived); IT-533: Inter- 
est deductibility and related issues. 


(e) CPP/QPP contributions on self-employed earn- 
ings — '/2 of the lesser of 


(i) the total of all amounts each of which is an amount paya- 
ble by the taxpayer in respect of self-employed earnings for 
the year as a contribution under the Canada Pension Plan or 
under a provincial pension plan within the meaning assigned 
by section 3 of that Act, and 


(ii) the maximum amount of such contributions payable by 
the taxpayer for the year under the plan; 


Related Provisions: 118.7 — Credit for employee half of contributions. 
History: Para. 60(e) added by 2001, c. 17, s. 41, applicable to 2001 ef seq. 


(f) [Repealed under former Act] 


Proposed Addition — - 60(f) 


(f) resuiciie covenant — bad debt — all debts owing to 
_ a taxpayer that are established by the taxpayer to have become 
bad debts in the taxation year and that are in respect of an — 
amount included because of the operation of subsection 6(3. 1) 
or 56.4(2) in computing the taxpayer’s income in a preceding 
taxation year; 
Application: The July 16, 2010 draft legislaOn (Part 1 — technical), gubsec. 28(1), 
will add para. 60(f), applicable after October 7, 2003. 
Technical Notes (July 2010): New paragraph 60(f) provides a taxpayer with a 
deduction for a bad debt in respect of an amount that ws receivable on a restrictive 


covenant and previously included in computing the taxpayer’ s income because of = 
new section 56.4 (or new subsection 6(3. uz Z 


Related Provisions: 56(1)(m) — Bad debt recovered — ‘ecindon | ome, : 
(g)-(h) [Repealed under former Act] 


Proposed Addition — 60(g) 


is (2) Quebec parental insurance plan — self-employed 
_ premiums — the amount determined a the pape mae 


AS -B 
on es / 


A is the total of all. amounts. dell of which is an amo 
ble by the taxpayer in respect of self-employed earnings for 
the taxation year as a premium under the Act respeet® pe 
rental insurance R.S.Q., c. A-29.011, and : 


_ B is the total of all amounts each of which i is an amount that 
would be payable by the taxpayer as an employee’s pre- 

mium under the Act respecting parental insurance R.S. Q... 

c. A-29.011 if those earnings were employment 

the taxpayer for the taxation year; . 
Application: The July 16, 2010 draft legislation (Part 1 aolectnicd: subsec. 28(1), 
will add para. 60(g), applicable to 2006 et seq. 
Technical Notes (July 2010): New paragraph 60(g) provides for a deduction in 
computing the income of a taxpayer for a taxation year equal to the amount by which - 
the amounts payable by the taxpayer in respect of self-employed earnings for the 
taxation year as a premium under the new Quebec Parental Insurance Plan exceeds 
the amounts that would be payable by the taxpayer as an employee’s premium under 
that Plan for the taxation year if those earnings were eee income of the 
taxpayer. 


The other portion of the premiums paid “Hie ‘be claimed as a credit funder section 
118.7 at the lowest marginal rate. ee 


This amendment applies to the 2006 and subsequent taxation years and is conse- 
quential to the introduction a the new Quebec Parental Insurance Plan on January 1, 
2006. . 2 ee 
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Dept. of Finance 
56(1)(a)(vii). 


s release 2005-050, July 19, 2005: Sce under 


Prov 18.7 — Credit for portion of QPIP premiums not deductible. 
(i) premium or payment under RRSP or RRIF — any 
amount that is deductible under section 146 or 146.3 or subsec- 
tion 147.3(13.1) in computing the income of the taxpayer for the 
year; 

Related Provisions: 4(3) — Deductions applicable; 146(5), (5.1), (6), (6.1), (8.2) — 


RRSP payments and premiums deductible; 152(6) — Reassessment. See also at end of 
s. 60. 


History: Para. 60(i) amended to substitute “146.3 or subsection 147.3(13.1)” for “sub- 
section 147.3(13.1)” by 2009, c. 2, s. 14, applicable in respect of a registered retirement 
income fund in respect of which the last payment out of the fund is made after 2008. 


Para. 60(i) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(4), applicable to 
1992 et seq. Para. (i) formerly read: 
(i) premium or payment under RRSP — any amount that by virtue of section 
146 is deductible in computing the income of the taxpayer for the taxation year; 
Regulations: 100(3)(c) (payroll deduction of RRSP contribution reduces source 
withholding). 
Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 
(j) transfer of superannuation benefits [to RPP or 
RRSP] — such part of the total of all amounts each of which is 


(i) a superannuation or pension benefit (other than any 
amount in respect of the benefit that is deducted in comput- 
ing the taxable income of the taxpayer. for a taxation year 
because of subparagraph 110(1)(f)G) or a benefit that is part 
of a series of periodic payments) payable out of or under a 
pension plan that is not a registered pension plan, attributable 
to services rendered by the taxpayer or a spouse or common- 
law partner or former spouse or common-law partner of the 
taxpayer in a period throughout which that person was not 
resident in Canada, and included in computing the income of 
the taxpayer for the year because of subparagraph 56(1)(a)(i), 
or 


(ii) an eligible amount in respect of the taxpayer for the year 
under section 60.01, subsection 104(27) or (27.1) or para- 
graph 147(10.2)(d), 


as 


(iii) is designated by the taxpayer in the taxpayer’s return of 
income under this Part for the year, and 


(iv) does not exceed the total of all amounts each of which is 
an amount paid by the taxpayer in the year or within 60 days 
after the end of the year 


(A) as a contribution to or under a registered pension plan 
for the taxpayer’s benefit, other than the portion thereof 
deductible under paragraph 8(1)(m) in computing the tax- 
payer’s income for the year, or 


(B) as a premium (within the meaning assigned by sub- 

section 146(1)) under a registered retirement savings plan 

under which the taxpayer is the annuitant (within the 

meaning assigned by subsection 146(1)), other than the 

portion thereof designated for a taxation year for the pur- 

poses of paragraph (1), 

to the extent that the amount was not deducted in computing 
the taxpayer’s income for a preceding taxation year; 

Related Provisions: 60.2(1)— Refund of undeducted past service AVCs; 
104(27) — Pension benefits; 104(27.1) — DPSP benefits; 146(5) — Amount of RRSP 
premiums deductible; 146(6.1) — Recontribution of certain withdrawals; 146(8.2) — 
Amount deductible; 146(16) — RRSP deduction on transfer of funds; 146(21.1) — 
Contribution to Saskatchewan Pension Plan deemed to be RRSP premium for purposes 
of 60(j); 147010) — Amounts received taxable; 147(10.2) — Single payment on retire- 
ment etc.; 147(21)— Restriction re transfers; 147.1(3)(a) — Deemed registration; 
147.3(12) — Restriction on transfer from RPP; 204.2(1)(b)(i)(A) — Excess RRSP 
amount for a year; 212(1)(h)(iii.1) — Pension benefits; 252(3) — Extended meaning of 
“spouse” and “former spouse”. See also at end of s. 60. 
History: Para. 60(j) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


S. 60(j.02)(i)(B)(D 


Subpara. 60()(@) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(5), applica- 
ble after 1992. Subpara. (j)(i) formerly read: 


(i) a superannuation or pension benefit (other than any amount in respect of the 
benefit that is deducted in computing the taxable income of the taxpayer for a 
taxation year by reason of subparagraph 110(1)(f)(i) or a benefit that is part of a 
series of periodic payments) payable out of or under a pension plan that is not a 
registered pension: plan, attributable to services rendered by the taxpayer or a 
spouse (in this subparagraph having the meaning assigned by subsection 
146(1.1)) or former spouse of the taxpayer in a period throughout which that 
person was not resident in Canada, and included in computing the income of the 
taxpayer for the year by reason of subparagraph 56(1)(a)(i), or 


Subpara. 60(j)(ii) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 34(1), to substi- 
tute “under section 60.01, subsection 104(27)” for “pursuant to subsection 104(27)”, 
applicable to 1990 et seq. 


1.T. Application Rules: 40(3), 40(6). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 


Advance Tax Rulings: ATR-31: Funding of divorce settlement amount from DPSP. 


(j.01) transfer of surplus — such part of the total of all 
amounts each of which is an amount received by the taxpayer 
before March 28, 1988 that can reasonably be considered to be a 
payment in respect of the actuarial surplus under a defined bene- 
fit provision (within the meaning assigned by subsection 
147.1(1)) of a registered pension plan and that is included in 
computing the income of the taxpayer for the year by virtue of 
subparagraph 56(1)(a)(i) (other than any portion thereof de- 
ducted by the taxpayer under subsection 60.2(1) in computing 
the taxpayer’s income for the year) as 


(i) is designated by the taxpayer in the taxpayer’s return of 
income under this Part for the year, and 


(ii) does not exceed the total of all amounts each of which is 
an amount paid by the taxpayer in the year or within 60 days 
after the end of the year 


(A) as a contribution to or under a registered pension plan 
for the taxpayer’s benefit, other than the portion thereof 
deductible under paragraph (j) or (j.1) or 8(1)(m) of this 
Act or paragraph 8(1)(m.1) of the Income Tax Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, in com- 
puting the taxpayer’s income for the year, or 


(B) as a premium (within the meaning assigned by sub- 
section 146(1)) under a registered retirement savings plan 
under which the taxpayer is the annuitant (within the 
meaning assigned by subsection 146(1)), other than the 
portion thereof that has been designated for the purposes 
of paragraph (j), (§.1) or (J), 

to the extent that it was not deducted in computing the tax- 

payer’s income for a preceding taxation year; 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 


Forms: T2 SCH 15: Deferred income plans. 


(j.02) payment to registered pension plan [pre-April 
1988 agreements] — an amount equal to the lesser of 


(i) the total of 


(A) all contributions made in the year by the taxpayer to 
registered pension plans in respect of eligible service of 
the taxpayer before 1990 under the plans, where the tax- 
payer was obliged under the terms of an agreement in 
writing entered into before March 28, 1988 to make the 
contributions, and 


(B) all amounts each of which is an amount paid in the 
year by the taxpayer to a registered pension plan as 


(I) a repayment under a prescribed statutory provision 
of an amount received from the plan that was included 
under subsection 56(1) in computing the taxpayer’s in- 
come for a taxation year ending before 1990, where 
the taxpayer was obliged as a consequence of a written 
election made before March 28, 1988 to make the re- 
payment, or 
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S. 60(j.02)()(B)UD 


(II) interest in respect of a repayment referred to in 
subclause (1), 


other than the portion of that total that is deductible under 
paragraph 8(1)(m) or paragraph (j.03) in computing the tax- 
payer’s income for the year, and 
(ii) the total of all amounts each of which is an amount paid 
out of or under a registered pension plan as part of a series of 
periodic payments and included under subsection 56(1) in 
computing the taxpayer’s income for the year, other than the 
portion of that total that can reasonably be considered to have 
been designated by the taxpayer for the purpose of paragraph 
(.2); 
Related Provisions: 60(j.04) — Repayments of post-1989 pension benefits. 
History: Para. 60(j.02) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(6), 
applicable to 1990 et seq. 
Regulations: 6503 (prescribed statutory provisions for 60(j.02)(i)(B)(D). 


(j.03) repayments of pre-1990 pension benefits — an 
amount equal to the lesser of 


(i) the total of all amounts each of which is an amount paid in 
the year or a preceding taxation year by the taxpayer to a 
registered pension plan that was not deductible in computing 
the taxpayer’s income for a preceding taxation year and that 
was paid as 


(A) a repayment under a prescribed statutory provision of 
an amount received from the plan that was included under 
subsection 56(1) in computing the taxpayer’s income for 
a taxation year ending before 1990, or 


(B) interest in respect of a repayment referred to in clause 
(A), and 


(ii) the amount, if any, by which $3,500 exceeds the amount 
deducted under paragraph 8(1)(m) in computing the tax- 
payer’s income for the year; 

History: Para. 60(j.03) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(6), 

applicable to 1991 et seg. 

Regulations: 6503 (prescribed statutory provisions for 60(j.03)(i)(A)). 


(j.04) repayments of post-1989 pension benefits — the 
total of all amounts each of which is an amount paid in the year 
by the taxpayer to a registered pension plan as 


(i) a repayment under a prescribed statutory provision of an 
amount received from the plan that 


(A) was included under subsection 56(1) in computing the 
taxpayer’s income for a taxation year ending after 1989, 
and 


(B) can reasonably be considered not to have been desig- 
nated by the taxpayer for the purpose of paragraph (j.2), 
or 
(ii) interest in respect of a repayment referred to in subpara- 
graph (i), 
except to the extent that the total was deductible under para- 
graph 8(1)(m) in computing the taxpayer’s income for the year; 
History: Para. 60(j.04) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(6), 
applicable to 1990 er seq. 
Regulations: 6503 (prescribed statutory provisions for 60(j.04)(i)). 


(j.1) transfer of retiring allowances [to RRSP] — such 
part of the total of all amounts each of which is an amount paid 
to the taxpayer by an employer, or under a retirement compensa- 
tion arrangement to which the employer has contributed, as a 
retiring allowance and included in computing the taxpayer’s in- 
come for the year by virtue of subparagraph 56(1)(a)(ii) or para- 
graph 56(1)(x) as 

(i) is designated by the taxpayer in the taxpayer’s return of 

income under this Part for the year, 


(ii) does not exceed the amount, if any, by which the total of 


(A) $2,000 multiplied by the number of years before 1996 
during which the employee or former employee in respect 
of whom the payment was made (in this paragraph re- 


Income Tax Act, Part I, Division B 


ferred to as the “retiree”) was employed by the employer 
or a person related to the employer, and 


(B) $1,500 multiplied by the number by which the num- 
ber of years before 1989 described in clause (A) exceeds 
the number that can reasonably be regarded as_ the 
equivalent number of years before 1989 in respect of 
which employer contributions under either a pension plan 
or a deferred profit sharing plan of the employer or a per- 
son related to the employer had vested in the retiree at the 
time of the payment 


exceeds the total of 


(C) all amounts deducted under this paragraph in respect 
of amounts paid before the year in respect of the retiree 


(I) by the employer or a person related to the em- 
ployer, or 

(II) under a retirement compensation arrangement to 
which the employer or a person related to. the em- 
ployer has contributed, 


(C.1) all other amounts deducted under this paragraph for 
the year in respect of amounts paid in the year in respect 
of the retiree 


(I) by a person related to the employer, or 


(II) under a retirement compensation arrangement to 
which a person related to the employer has contrib- 
uted, and 


(D) all amounts deducted under paragraph (t) in comput- 
ing the retiree’s income for the year in respect of a retire- 
ment compensation arrangement to which the employer 
or a person related to the employer has contributed, and 


(iii) does not exceed the total of all amounts each of which is 
an amount paid by the taxpayer in the year or within 60 days 
after the end of the year in respect of the amount so 
designated 


(A) as a contribution to or under a registered pension 
plan, other than the portion thereof deductible under para- 
graph (j) or 8(1)(m) in computing the taxpayer’s income 
for the year, or 
(B) as a premium (within the meaning assigned by section 
146) under a registered retirement savings plan under 
which the taxpayer is the annuitant (within the meaning 
assigned by section 146), other than the portion thereof 
that has been designated for the purposes of paragraph (j) 
or (1), 
to the extent that it was not deducted in computing the tax- 
payer’s income for a preceding taxation year 


and for the purposes of this paragraph, “person related to the 
employer” includes 


(iv) any person whose business was acquired or continued by 
the employer, and 


(v) a previous employer of the retiree whose service there- 
with is recognized in determining the retiree’s pension 
benefits; 


Related Provisions: 127.52(1)(a) [repealed] — Limitation on add-back for mini- 
mum tax purposes; 146(5) — Amount of RRSP premiums deductible; 146(6.1) — Re- 
contribution of certain withdrawals; 146(21.1) — Contribution to Saskatchewan Pen- 
sion Plan deemed to be RRSP premium for purposes of 60(j.1); 147.3 — Transfer from 
RPP; 204.2(1)(b)(i)(A) — Excess amount in respect of RRSP. See also at end of s. 60. 


History: Cl. 60(.1)(ii)(A) amended by 1996, c. 21, s. 13, applicable to 1996 er seq. 
The clause formerly read: 


(A) $2,000 multiplied by the number of years during which the employee or 
former employee in respect of whom the payment was made (in this paragraph 
referred to as the “retiree’”) was employed by the employer or a person related to 
the employer, and 


That portion of para. 60(j.1) between cls. (ii)(B) and (iii)(A) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 34(2), applicable to 1990 et seg., except that where a 
taxpayer so elects in the taxpayer’s return of income under Part, I for the 1990 taxation 
year, 


(a) the amendment shall not apply in respect of the taxpayer for that year, and 
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(b) the expression “amount paid to the taxpayer” in para. 60(j.1) shall be read as 
“amount paid before July 14, 1990 to the taxpayer’ for that year. 


That portion formerly read: 
exceeds the total of 


(C) all amounts deducted under this paragraph in respect of amounts paid 
before the year in respect of the retiree by the employer or a person related 
to the employer, or under a retirement compensation .arrangement to which 
the employer or the person has contributed, and 


(D) all amounts deducted under paragraph (t) in computing the retiree’s in- 
come for the year, and 


(iii) does not exceed the total of all amounts each of which is an amount paid by 
the taxpayer in the year or within 60 days after the end of the year 


Regulations: 100(3)(c) (no source withholding where, amount is paid by employer 
directly to RRSP). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-337R4: Retiring allowances. 

1.T. Technical News: 7 (retiring allowances); 19 (Retiring allowances — clarifica- 
tion to Interpretation Bulletin IT-337R3 — (d): Deductions at source); 20 (retiring al- 
lowances — effect of re-employment or employment with affiliate). 


Advance Tax Rulings: ATR-12: Retiring allowance; ATR-48: Transfer of retiring 
allowance to an RRSP. 


Forms: NRTAI: Authorization for non-resident tax exemption; RC4157: Employers’ 
Guide — Filing the T4A Slip and Summary Form. 


(j.2) transfer to spousal RRSP [before 1995] — for taxa- 
tion years ending after 1988 and before 1995, such part of the 
total of all amounts (other than amounts paid out of or under a 
registered retirement savings plan or a registered retirement in- 
come fund that by reason of section 254 are considered to be 
amounts paid out of or under a registered pension plan) paid on 
a periodic basis out of or under ‘a registered pension plan or a 
deferred profit sharing plan and included, by reason of subsec- 
tion 56(1), in computing the taxpayer’s income for the year as 


(i) is-designated by the taxpayer in the taxpayer’s 
income under this Part for the year, and 


(1i) does not exceed: the least of 
(A) $6,000, 


(B) the amount, if any, by which that total exceeds the 
part of that total designated for the year for the purposes 
of paragraph (j) of this Act or deducted under paragraph 
60(k) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, in computing the taxpayer’s in- 
come for the year, and 


(C) the total of all amounts each of which is paid by the 
taxpayer in the year or within 60 days after the end of the 
year as a premium (within the meaning assigned by sub- 
section 146(1)) under a registered retirement savings plan 
under which the taxpayer’s spouse or common-law part- 
ner (or, where the taxpayer died in the year or within 60 
days after the end of the year, an individual who was the 
taxpayer’s spouse or common-law partner immediately 
before the death) is the annuitant (within the meaning as- 
signed by subsection 146(1)), to the extent that the 
amount was not deducted in computing the taxpayer’s in- 
come for a preceding taxation year; 
Related Provisions: 60(j.02) — Payment to registered pension plan; 60(j.04) — 
Repayments of post-1989 pension benefits; 118(3) — Pension income credit; 146(1) — 
“earned income”; 146(5.1)—Amount of spousal RRSP premiums deductible; 
146(8.3) — Spousal RRSP payments; 146(16) — RRSP — deduction on transfer of 
funds; 146,3(5.1) — Amount included in income; 147(21) — Restriction re transfers; 
147.1(3)(a) — Deemed registration; 147.3(12)(b)(i) — RPP — restriction re transfers; 
204.2(1)(b)(i)(A) — Excess amount in respect. of . RRSP; © 212(1)(h)(iii.1)(B), 
212(1)(m)(ii) — Exemption on payment to non-resident. 
History: Para. 60(j.2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 
Cl. 60G.2)Gi)(C) substituted by 1994, c. 21, subsec. 26(1), applicable to 1992 et seg. 
That cl. formerly read: 


return of 


(C) the total of all amounts each of which is an amount paid by the taxpayer in 
the year or within 60 days after the end of the year as a premium (within the 
meaning assigned by subsection 146(1)) under a registered retirement savings 


S. 60(1)(ii)(B) 


plan under which the taxpayer’s spouse is the annuitant (within the meaning as- 
signed by subsection 146(1)), to the extent that the amount was not deducted in 
computing the taxpayer’s income for a preceding taxation year; 


(k) [Repealed under former Act] 

(1) transfer of refund of premium under RRSP [on 
death] — the total of all amounts each of which is an amount 
paid by or on behalf of the taxpayer in the year or within 60 days 


after the end of the year (or within such longer period after the 
end of the year as is acceptable to the Minister) 


(i) as a premium under a registered retirement savings plan 
under which the taxpayer is the annuitant, 


(i1) to acquire, from a person licensed or otherwise author- 
ized under the laws of Canada or a province to carry on in 
Canada an annuities business, an annuity 


sie under which the taxpayer is the annuitant 


Proposed Amendment - _ ~ 60(1)(ii)(A) 
[Former roposed amendment to 6O()(HA) is is now 60.011 — 


Possible Future Amendment — 60(I)(ii)(A) 


t get: Supplementary Information, Feb. 23, 2005: Registered Re- 
tirement Savings Plans and Registered Retirement Income Funds 


tly, financially-dependent children with mental or physical infirmities are eligi- 
ble to receive, ona tax-deferred basis, a deceased parent’s (or in the case of a child that 
ly dependent ona grandparent, the deceased grandparent’s) proceeds from a 
d retirement eines plan (RRSP) or a ae retirement income fund 


proceeds | 
particular, that the use of a discretionary trust be permitted in these circumstances. The 
Government will review the tax tules in this. area with a view to providing more flexi- 
bility whee espera 


eft y a Sie ally degendens child or srandéhitd with a disability and, in 


(1) for the taxpayer’s life, or for the lives jointly of the 
taxpayer and the taxpayer’s: spouse or common-law 
partner either without a guaranteed period, or with a 
guaranteed period that is not greater than 90 years mi- 
nus the lesser of the age in whole years of the taxpayer 
and the age in whole years of the taxpayer’s spouse or 
common-law partner at the time the annuity was ac- 
quired, or 


(il) for a term equal to 90 years minus the age in 
whole years of the taxpayer or the age in whole years 
of the taxpayer’s spouse or common-law partner, at 
the time the annuity was acquired, or 


(B) under which the taxpayer, or a trust under which the 
taxpayer is the sole person. beneficially interested in 
amounts payable under the annuity, is the annuitant for a 
term not exceeding 18 years minus the age in whole years 
of the taxpayer at the time the annuity was acquired 


‘Proposed Amendment — 60(I)(ii)(B) 
_(B) under which the taxpayer 1s the annuitant for a term 
not exceeding 18 years minus the age in whole years of 
me taxpayer at the time the annuity was acquired 
Application: The July 16, 2010 draft legislation | (Part 1 — technical), subsec. 28(2), 
will amend cl. 60(1)(ii)(B) to read as above, applicable after 1988. (See 60.011.) 


Technical Notes (July 2010): In circumstances where an individual has received 
(or is deemed to have received) certain taxable lump sum amounts from a registered 
! ngs plan, a registered 1 retirement income fund ora registered pension 


fying payments. (not exceeding the arscnts so ) made Py or on behalf of the 
individual. - 


If the individual is a minor and the taxable amount is received as a consequence of 
the death of a parent or grandparent on whom the minor was financially dependent, a — 
payment made to acquire an immediate annuity payable for a fixed term not exceed- 
ing 18 years minus the age of the minor at the time of acquisition is a qualifying 
payment for the purpose of paragraph 60(1). Clause 60(1)(ii)(B) requires that the an- 
nuitant under the annuity be either the minor or a trust under which the minor is the 
sole person beneficially interested in amounts payable under the annuity. 
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Clause 60(1)(ii)(B) is amended to require that the minor be the annuitant under the 
annuity: This is consequential to the introduction of new section 60.011 which, 
among other things, allows this requirement in paragraph 60(1) to be disregarded, if 
the annuitant under the term annuity is a trust under which the minor is the sole 
person beneficially interested in amounts payable under the annuity. Section 60.011 
also provides that, in determining if the minor is the sole person beneficially inter- 
ested in amounts payable under the annuity, any right of a person to receive an 
amount from the trust only on or after the death of the minor is to be disregarded. 
Section 60.011 also introduces a requirement, applicable with respect to annuities 
acquired after 2005, that the annuity provide for commutation on the death of the 
minor. (Refer to the explanatory notes to new section 60.011 for further details.) 


This amendment applies after 1988, which reflects the effective date of the amend- 
ment to paragraph 60(1) allowing a trust to be named as the annuitant. 


that does not provide for any payment thereunder except 
(C) the single payment by or on behalf of the taxpayer, 
(D) annual or more frequent periodic payments 


(I) beginning not later than one year after the date of 
the payment referred to in clause (C), and 


(II) each of which is equal to all other such payments 
or not equal to all other such payments solely because 
of an adjustment that would, if the annuity were an 
annuity under a retirement savings plan, be in accor- 
dance with subparagraphs 146(3)(b)(iii) to (v), and 


(E) payments in full or partial commutation of the annuity 
and, where the commutation is partial, 


(I) equal annual or more frequent periodic payments 
thereafter, or 


(II) annual or more frequent periodic payments there- 
after that are not equal solely because of an adjustment 
that would, if the annuity were an annuity under a re- 
tirement savings plan, be in accordance with subpara- 
graphs 146(3)(b)(i11) to (Vv), 


or 


(iii) to a carrier as consideration for a registered retirement 
income fund under which the taxpayer is the annuitant 


where that total 


(iv) is designated by the taxpayer in the taxpayer’s return of 
income under this Part for the year, 


(v) does not exceed the total of 


(A) the amount included in computing the taxpayer’s in- 
come for the year as a refund of premiums out of or under 
a registered retirement savings plan under which the tax- 
payer’s spouse or common-law partner was the annuitant, 


(B) the amount included in computing the taxpayer’s in- 
come for the year as a refund of premiums out of or under 
a registered retirement savings plan where the taxpayer 
was dependent by reason of physical or mental infirmity 
on the annuitant under the plan, 


(B.01) the amount included in computing the taxpayer’s 
income for the year as a payment (other than a payment 
that is part of a series of periodic payments or that relates 
to an actuarial surplus) received by the taxpayer out of or 
under a registered pension plan as a consequence of the 
death of an individual of whom the taxpayer was a child 
or grandchild, if the taxpayer was, immediately before the 
death, financially dependent on the individual for support 
because of mental or physical infirmity, 


Proposed Amendment — 60(I)(v)(B.01) 


Application: The December 7, 2010 draft legislation (Sask. Pension Plan), subsec. 
3(1), will amend cl. 60(1)(v)(B.01) to substitute “registered pension plan or a specified 
pension plan” for “registered pension plan’, applicable for taxation years that begin 
after 2009. . 


Technical Notes: Paragraph 60(1) allows an offsetting deduction to an individual 
who, as a consequence of the death of an RRSP or RRIF annuitant or a member of a 
registered pension plan (RPP), receives specified amounts of taxable proceeds from the 
RRSP, RRIF or RPP and who transfers a designated portion of such income to their 
own RRSP or RRIF, or uses the funds to acquire a specified annuity. 


Income Tax Act, Part I, Division B 


Clauses 60(1)(v)(B.01) and (B.1) are amended to extend this rollover treatment to lump 
sum death benefits payable out of a “specified pension plan” (i.e. the Saskatchewan 
Pension Plan), in a manner similar to rollovers of death benefits paid from a registered 
pension plan. Please see the commentary on the new definition “specified pension 
plan” in subsection 248(1). 


(B.1) the least of 


(1) the amount paid by or on behalf of the taxpayer to 
acquire an annuity that would be described in subpara- 
graph (ii) if that subparagraph were read without refer- 
ence to clause (A) thereof, 


(II) the amount (other than any portion of it that is in- 
cluded in the amount determined under clause (B), 
(B.01) or (B.2)) that is included in computing the tax- 
payer’s income for the year as 


1. a payment (other than a payment that is part of a 
series of periodic payments or that relates to an ac- 
tuarial surplus) received by the taxpayer out of or 
under a registered pension plan, 


Proposed Amendment — 


ey 


specified pension plan” for “registered pension plan”, applicable for taxation years that 
begin after 2009. eo 


Technical Notes: See under 60(1)(v)(B.01). 


2. a refund of premiums out of or under a regis- 
tered retirement savings plan, or 


3. a designated benefit in respect of a registered re- 
tirement income fund (in this clause having the 
meaning assigned by subsection 146.3(1)) 


as a consequence of the death of an individual of 
whom the taxpayer is a child or grandchild, and 


(III) the amount, if any, by which the amount deter- 
mined for the year under subclause (II) in respect of 
the taxpayer exceeds the amount, if any, by which 


1. the total of all designated benefits of the tax- 
payer for the year in respect of registered retire- 
ment income funds 


exceeds 


2. the total of all amounts that would be eligible 
amounts of the taxpayer for the year in respect of 
those funds (within the meaning that would be as- 
signed by subsection 146.3(6.11) if the taxpayer 
were described in paragraph (b) thereof), and 


(B.2) all eligible amounts of the taxpayer for the year in 
respect of registered retirement income funds (within the 
meaning assigned by subsection 146.3(6.11)), 


and, where the amount is paid by a direct transfer from the 
issuer of a registered retirement savings plan or a carrier of a 
registered retirement income fund, 


(C) the amount included in computing the taxpayer’s in- 
come for the year as a consequence of a payment de- 
scribed in subparagraph 146(2)(b)(ii), and 


(D) the amount, if any, by which 


(1) the amount received by the taxpayer out of or under 
a registered retirement income fund under which the 
taxpayer is the annuitant and included because of sub- 
section 146.3(5) in computing the taxpayer’s income 
for the year 


exceeds 


(II) the amount, if any, by which the minimum amount 
(within the meaning assigned by subsection 146.3(1)) 
under the fund for the year exceeds the total of all 
amounts received out of or under the fund in the year 
by an individual who was an annuitant under the fund 
before the taxpayer became the annuitant under the 


292 


Subdivision e — Deductions in Computing Income 


fund and that were included because of subsection 
146.3(5) in computing that individual’s income for the 
year, and 


(vi) was not deducted in computing the taxpayer’s income 
for a preceding taxation year; 


Proposed Amendment — RRSP/RRIF rollover to — 
Registered Disability Savings Plan 
Federal Budget, Notice of Ways and Means Motion, March 4, 2010: Poller 
of RRSP Proceeds to an RDSP 
(5) That, ae deaths that occur after March 3 2010, = eae deduction i in paragraph 


out of proceeds jeccived by the ees fom > an RRSP, RRIF. or RPP (each of which 
is referred to in ‘this paragraph and paragraphs (6) to (8) as a “plan”) as a consequence 
of the death of the annuitant or member (the “deceased”) of the plan, be extended to 
contributions made to an RDSP of an individual, if the following conditions are met: 


(a) the individual would have been entitled to a deduction under paragraph 60() of 
the Act had the contribution been made to an RRSP of the individual; 


(b) the individual was a child or grandchild of the deceased and was, at ‘the time of 


ib a of the Act; 
. (d) the RDSP ‘contribution i is not made be iy 20 
(e) the holder of the RDSP and the individual designate the RDSP contribution in 
/ prescribed form at the time the contribution is made; and 


_(f the amount of the RDSP contribution does not exceed ie amoul t - the pro- 
ceeds that were included i in computing the individual’s income. 


(6) That, for deaths. that occur after 2007. and before 2011, the Minister of National 
Revenue have the authority to apply the special deduction i in paragraph 60(1) of the Act, 

as proposed to be amended by paragraph (5) of this Notice, with such modifications as 
the circumstances require, to allow a deduction i in Te an individual’s income, if 
the following conditions are met: 


(a) the individual is the spouse or Sahoce partner | of be eas or isa 
escribed i in subparagraph (S)(b) [above]; : — 


(b) the conditions i in subparagraphs (5)(c) to (f) are isatiofied: and : 


7s (©) the contri ition is made Pelee ee to an Ske: Le a pperon — in 1 sub- 
. paragraph (5)b). a 
@) For the purposes of pues 6), 


(a) except to the extent that subparagraph )i is applicable, the deduction will ap- 


ply for the taxation year in which the individual received the proceeds; and 


(b) to the extent that the” individual previously deducted an amount under -para- 
_ graph 60(1) of the Act in respect of the proceeds from the deceased’s. plan, and 
made the RDSP contribution from amounts withdrawn from an RRSP or RRIF of 


the individual, the deduction will apply for the same taxation ear in oe the 


amounts are withdrawn. 


(8) That, for deaths that occur after 2007 an before 2011, the Minister of Witonal 
Revenue have the authority to allow a deduction in computing a decease taxpa er 
income for the year in which the taxpayer died, if the following conditi ions are met: 


(a) an amount is included i in the income of the baxpeyer by re : ‘ section 
(14608. 8) or 146. 3(6) of the Act, So 
~ (b) an amount is contributed before 2012 to ine RDS? of a child or gran 
was, at the time of the deceased’s death, financially dependent on the — 

because of mental or physical infirmity; _ 

©) the contributor of the amount is a benefi iciary of the decease Ss estate oris a 

person who received directly an amount of the deceased’s RRSP or RRIF prone 

on the death of the annuitant; | 


_ (d) the total of all amounts so conuibaied foes not occ ibe amount escobedt in 
subparagraph (a), minus any amount claimed as an RRSP or RRIF post-death 1088 
under 146(8.92) or 146.3(6.3) of the Act, as the case may be; and 


(e) the conditions in subparagraphs (5)(c) to (e) [above] are satisfied. 
(9) That, for deaths that occur after 2007 and before 2011, the Minister of National 


Revenue have the authority to allow a deduction in computing an individual's i income 
for a year, if the following conditions are met: 


(a) a lump sum amount was received by the individual from a RPP as a conse- 
quence of the death of an individual (the “deceased”) and was included in the in- 
come of the individual in the year by reason of paragraph 56(1)(a) of the Act; — 
(b) an amount is contributed before 2012 to the RDSP of a child or grandchild of 
the deceased who was, at the time of the deceased’s death, financially es 
on the deceased because of mental or physical infirmity; 


(c) the individual is a beneficiary of the deceased’s estate or is a person who re- 
ceived an amount directly from the RPP; (d) the total of all amounts so contributed 
does not exceed the amount described in subparagraph (a); and (e) the conditions 
in subparagraphs (5)(c) to (e) are satisfied. 


Se 


ild ako 


S. 60(1) 


Nhe t ae a Reo tered cuement Savings Plat (RRSP) He ee ex- 
isting income tax rules generally provide that the value of the RRSP is included in 
computing ‘the deceased’s income for the year of death. However, preferential tax treat- 
ment is provided on RRSP distributions made after death to the deceased’s surviving 
spouse or common-law partner, or to children or grandchildren who were financially 

A ne d i ere are two aspects to this preferential 


tax treatment. 


io Distiiynias of the RR. proceeds to the deceased’ s surviving spouse or com- 
_ mon-law partner, or to a financially dependent child or grandchild, reduce the 
amount of the deceased’s income and oe included ie income of the a as 
- (these distributio niums’’). 


«Ifa spouse or common-la' partner, ora child ee erandchild whe was ae on 
__ the deceased annuitant be cause of physical or mental infirmity, receives a refund of 
Prantums, | an eee deduction allows. the ee to be transferred 


Similar: ple tke apply i ao of Rosiarved Retirement Income Fund (RRIF) p pro- 
ceeds and certain lump-sum amounts paid from Registered Pension Plans (RPPs). For 
the purposes of this supplementary information, “RRSP proceeds” also refers to RRIF 
and lump-sum RPP proceeds a RRSE amouitant also ge 0 a RRIF annuitant and 
an RPP member. 


Registered Disability a Plans (RDSPS) were introduced in Budget: 2007 to help 
parents and others save for the long-term financial security of a child with a severe 
disability. An RDSP is a tax-assisted savings vehicle in which investment income ac- 
cumulates tax-free. Canada Disability Savings Grants and Canada Disability Savings 
Bonds may also be paid by the government into the RDSP. Canada Disability Savings 
Grants, Canada Disability eons Bonds and chi ee income are a in the 


to be an RDSP beneficiary and who nee ‘the age and 
SP contributions will be eligible to roll over RRSP pro- 
se ath of their parent or grandparent to their SP if 


eee requirements for RD 
ceeds ek asa result of the « 


physical or men infirmit y). An infirm ‘child or grandchild | is generally considered to 
be financially dependent ; if the chil ’s income for the year preceding the year of death 
did not exceed a “specified threshold ($17,621 for 2010). An infirm child with income 
above this amount may also be considered to be financially dependent, but oy if the 
dependency can be demonstrated based on the particular facts. 


The amount of RRSP - proceeds. rolled oyer into an RDSP. will not be canes to ex- 
ceed the beneficiary’ s available RDSP contribution room. The lifetime contribution 
limit for RDSPs is $200,000. The rolled-over proceeds will reduce the beneficiary s 
RDSP contribution room, but will not attract Canada Disability Savings Grants. These 
proceeds will be considered private contributions for the purpose of determining 
whether an RDSP is a primarily government-assisted plan (a plan where Canada Disa- 
nd Canada Disa bility Savings Bonds paid to the Piaa exer 


\ 


ber of additional requirements). se the amount of RRSP proceeds rolled over to an 
RDSP will not have been subject to income tax, the amount will form part of the por- 
i i Ancluded in ue — Ss income 


‘orm to transfer the RRSP prachede to the RDSP on a rollover 


election in prescribed | 
basis. The election would be made at the time of the RDSP contribution and filed with 
both the Canada Revenue Agency. and Human Resources and Skills i Development Can- 
ada by the RDSP issuer. — 


These measures will be effective for fous occurring on or after March 4, 2010, 


Transitional Rules 


Where the death of an RRSP. annuitant occurs after 2007 and before 2011, ein tran- 
sitional rules will allow a contribution to be made to the RDSP of a financially depen- 
dent infirm child or grandchild of the annuitant that would my a result that is gen- 
erally equivalent to the proposed measures. 


As with the general measures, the transitional rules will bey saiiables in oo of 
RDSP contributions by or for an individual 5 vho qualifies to be an RDSP beneficiary 
and who meets the age and residency requirements for RDSP contributions, This will 
effectively allow the proposed measure to apply as of J anuary 1, 2008 — the date that 
RDSPs were first permitted to be established under the income tax rules. In cases of 
deaths after March 3, 2010 and before 2011, taxpayers may use either the general mea- 
sures or the transitional rules. This will accommodate situations where taxpayers may 
not have had an epee renty to eee their estate planning to take we of the 
general measures. - : 
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The transitional rules will allow an eligible individual to make an election to contribute 
up to the amount of a deceased annuitant’s RRSP proceeds to the RDSP of a child who 
is an infirm child or grandchild of the deceased annuitant and who was financially 
dependent on the deceased annuitant, subject to available RDSP contribution room. For 
these purposes, an “eligible individual” will be a beneficiary of the deceased RRSP 
annuitant’s estate or a person who received an amount of the deceased’s RRSP pro- 
ceeds directly on the death of the annuitant. An offsetting deduction will be provided 
either on the deceased annuitant’s terminal tax return or on that of the eligible indivi- 
dual making the contribution, as the case may be, provided the contribution is made 
before 2012. As with the general measures, an election would be required to be made in 
prescribed form at the time of the RDSP contribution and filed with both the Canada 
Revenue Agency and Human Resources and Skills Development Canada by the nape 
issuer. 


To allow time for financial institutions and Human Resources and Skills Development 


Canada to adjust their RDSP systems, RDSP contributions benefiting from the’ pro- 
posed rollover measure cannot be made before July 2011.0 


The True North Strong and Free, Conservative Party election platform 
(conservative.ca), Oct. 7, 2008: ses: it | Easier for oe to Save for Family 
Members with Disabilities 


A re-elected Conservative Government led by Stephen Harper will make it easier for 


families to plan for the future of their children with disabilities by i improving the Disa- 


bility Savings Plan. We will allow the proceeds of a deceased individual’s Registe1 
Retirement Savings Plan (RRSP) or Registered Retirement Income Fund (RRIF) to be 
rolled over on a tax deferred basis to the Disability Savings Plan of a financially depen- 
dent infirm child or grandchild. This builds on the Disability Savings Plan established 


by this government in 2007, and will make it easier for a person with disabilities to” 
access money that has been transferred from the unused retirement — of a de- 


ceased family member. 


Related Provisions: 56(1)(d.2) — Income inclusion; 60(j) — Transfer of superannu- 
ation benefits; 60.011(3)— Application of 60(1)(@i) to: qualifying trust annuity; 
60.02(1)‘‘eligible proceeds” — Amount deducted under 60(1) cannot also be rolled over 
to RDSP under 60.02; 60.021 — Addition to 60(1)(v)(B.2) for 2008 recontribution to 
RRIF; 70(3.1)(a) — “Rights or things” treatment on death; 75.2 — Treatment of quali- 
fying trust annuity payout or on death; 104(27)(e) — Where pension benefit paid to 
trust as a consequence of death; 146(1.1) — Where child presumed not financially de- 
pendent for 60(1)(v)(B.01); 146(2), (3)— Acceptance of plan for registration; 
146(5) — Amount of RRSP premiums deductible; 146(6.1) — Recontribution of cer- 
tain withdrawals; 146(8.1) —RRSP— deemed receipt of refund of premiums; 
146(8.2) — RRSP — amount deductible; 146(16)(d) — RRSP —transfer of funds; 
146(21) — Transfer from prescribed provincial pension plan; 146(21.1)— Contribu- 
tion to Saskatchewan Pension Plan deemed to be RRSP premium for purposes of 60(1); 
146.3(5.1) — Amount included in income; 146.3(6.11) — Transfer of designated bene- 
fit; 147.3 — Transfer from RPP; 148(1)(e) — Amounts included in policyholder’s in- 
come; 204.2(1)(b)G)(A) —Excess amount for a year in respect of RRSP; 
212(1)(q)(i)(B) — Exemption from non-resident withholding tax; 248(8) — Occur- 
rences as a consequence of death; 252(3) — Extended meaning of “spouse”. See also at 
end of s. 60. 


History: Cl. 60(1)(v)(B.01) added, the opening words of subclause 60(1)(v)(B.1)(ID) 
amended, by 2003, c. 15, subsecs. 71(1), (2), applicable in respect of deaths that occur 
after 2002. The opening words formerly read: 


(II) the amount (other than any portion thereof included in the amount deter- 
mined under clause (B) or (B.2)) included in computing the taxpayer’s income 
for the year as 


Para. 60(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
common-law partner’, applicable to 2001 et seg., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“‘common-law partner”. 


The opening words of para. 60(1) amended by 2000, c. 19, s.'7, applicable to 1999 et 
seq. and, where an amount is included in computing a taxpayer’s income for a taxation 
year as a result of an election under subsec. 42(4) of the amending legislation (see the 
amendment to 146(1)‘‘refund of premiums’’(b)), para. 60(1) shall apply to the taxpayer 
for the year and each subsequent taxation year that ends before 1999 as if 


(a) the words “in the year or within 60 days after the end of the year” in that para. 
were read as “in the period that begins at the beginning of the year and ends on 
February 29, 2000 or on such later day as is acceptable to the Minister”; and 


(b) subpara. 60(1)(iv) were read as follows: 
(iv) is designated in prescribed form filed with the Minister before May 
2000 (or before such later day as is acceptable to the Minister), 
The portion formerly read: 


(1) the total of all amounts each of which is an amount paid by or on behalf of the 
taxpayer in the year or within 60 days after the end of the year 


Cls. 60(1)(ii)(A) and (B) amended by 1998, c. 19, subsec. 99(2), applicable to 1989 er 
seq.. The cls. formerly read: 


(A) under which the taxpayer is the annuitant 


(1) for the taxpayer’s life, or for the lives jointly of the taxpayer and the 
taxpayer’s spouse either with a guaranteed period that is not greater than 90 
years minus the age of the taxpayer or the age of the taxpayer’s spouse, at 
the time of its acquisition or without a guaranteed period, or 


Income Tax Act, Part I, Division B 


(II) for a term of years equal to 90 minus the age of the taxpayer or the age 
of the taxpayer’s spouse, at the time of its acquisition, or 


(B) under which the taxpayer, or a trust under which the taxpayer is the sole 
person beneficially interested in all amounts payable under the annuity, is the 
annuitant for a term of years not exceeding 18 minus the age of the taxpayer at 
the time of its acquisition 


The opening words of cl. 60(1)(v)(B.1) substituted, subcl, (B.1)(ID substituted, and 
subcl. (III) added, by 1994, c, 21, subsecs. 26(2), (3), applicable to 1993 er seg. The 
opening words of cl. (B.1) and subcl. (ID) formerly read: 


(B.1) the lesser of 


(Il) the amount (other than any portion thereof included in the amount deter- 
mined under clause (B)) included in computing the taxpayer’s income for the 
year as a payment (other than a payment that is part of a series of periodic pay- 
ments or that relates to an actuarial surplus) received by the taxpayer out of or 
under a registered pension plan, or as a refund of premiums out of or under a 
registered retirement savings plan, as a consequence of the death of an indivi- 
dual, where the taxpayer is a child or grandchild of the individual, and 


Cl. 60(1)(v)(B.2) substituted by 1994, c. 21, subsec. 26(4), applicable to 1993 et seq.; 
and subpara. 60(1)(v) shall apply to a taxpayer for the 1992 taxation year as if it were 
read without reference to cl. (B.2), unless the taxpayer otherwise elects by notifying the 
Minister of National Revenue in writing. That cl. formerly read: 


(B.2) the amount included in computing the taxpayer’s income for the year that 
was received by the taxpayer, as a consequence of the death of the taxpayer’s 
spouse, out of or under a provincial pension plan prescribed for the purposes of 
paragraph (v), 
Cl. 60()(v)(D) substituted by 1994, c. 21, subsec. 26(5), applicable to 1993 et seq. 
except that, for the 1993 to 1996 taxation years, subcl. 60(1)(v)(D)(1) shall be read as 
follows: 


(I) the amount received by the taxpayer out of or under a registered retirement 
income fund under which the taxpayer is the annuitant (or, where the taxpayer’s 
spouse died before 1993, under which the spouse was the annuitant) and in- 
cluded because of subsection 146.3(5) in computing the taxpayer’s income for 
the year 
Cl. 60(1)(v)(D) formerly read: 

(D) the portion of the amount received by the taxpayer out of or under a regis- 
tered retirement income fund and included in computing the taxpayer’s income 
for the year by virtue of subsection 146.3(5) that exceeds the minimum amount 
(within the meaning assigned by subsection 146.3(1)) required to be paid to the 
annuitant in the year under that fund, and 


Subcl. 60(1)(ii)(A)C) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 20(7), 
applicable after 1992. That subcl. formerly read: 
(I) for the taxpayer’s life, or for the lives jointly of the taxpayer and the tax- 
payer’s spouse (in this paragraph having the meaning assigned by subsection 
146(1.1)), either with a guaranteed period that is not greater than 90 years minus 
the age of the taxpayer or the age of the taxpayer’ S spouse, at the time of its 
acquisition or without a guaranteed period, or 
Cls. 60(1)Gi)(D) and (E) amended by the said c. 7, subsec. 20(8), applicable to 1990 et 
seq. Those cls. formerly read: 
(D) equal annual or more frequent periodic payments commencing not later than 
one year after the date of the payment referred to in clause (C), and 
(E) payments in full or partial commutation of the annuity and, where the com- 
mutation is partial, equal annual or more frequent periodic payments thereafter, 
Cl. 60(1)(v)(B.2) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 34(3), applicable to 
1990 et seq. 
Regulations: 7800 (Saskatchewan Pension Plan is specified pension plan, for 
60())(v)(B.01) and (v)(B.1)(II)1). 
Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-307R4: Spousal or common-law partner registered retirement savings plans; 
IT-500R: RRSPs — death of an annuitant; IT-517R: Pension tax credit (archived); IT- 
528: Transfers of funds between registered plans. 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 


Forms: T2030: Direct transfer under subpara. 60(1)(v). 


(m) such amount in respect of payments to a registered disability 
savings plan as is permitted under section 60.02; 
History: Para. 60(m) amended by 2010, c. 25, s. 10, applicable after March 3, 2010. It 
formerly read: 
(m) estate tax applicable to certain property — that proportion of any super- 
annuation or pension benefit, death benefit, benefit under a registered retirement 
savings plan or benefit under a deferred profit sharing plan, received by the tax- 
payer in the year, on or after the death of a predecessor, in payment of or on 
account of property to which the taxpayer is the successor, that 
(i) such part of any tax payable under the Estate Tax Act, chapter E-9 of the 
Revised Statutes of Canada, 1970, in respect of the death of the predecessor 
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as is determined under that Act to bethe: part thereof applicable to the pro- 
perty in payment of or on account of which the benefit was so received, 
is of 


(ii) the value of the property in payment of or on account of which the bene- 
fit was so received, computed as provided for the purpose of subsection 
62(4) of the Estate Tax Act, Bate se 9 of the Revised Statutes of Canada, 
1970; 


(m.1) succession duties applicable to certain _pro- 
perty — that proportion of any superannuation or pension bene- 
fit, death benefit, benefit under a registered retirement savings 
plan, benefit under a deferred’ profit sharing plan or benefit that 
is a payment under’ an income-averaging annuity contract, re- 
ceived by the taxpayer in the year, on or after the death of a 
predecessor, in payment of or on account of property to which 
the taxpayer is the successor, that 


(i) such part of any succession duties payable under a law of 
a province in respect of the death of the predecessor as may 
reasonably be regarded as attributable to the property in pay- 
ment of or on account of which the benefit was so received, 
is of 
(ii) the value of the property in payment of or on account of 
which the benefit was‘so received, as computed for the pur- 
poses of the law referred to in‘subparagraph (i); 
(n) repayment of pension or benefits — any amount paid 
by the taxpayer in the:year as a repayment (otherwise than ‘be- 
cause of Part VII of the Unemployment Insurance Act, chapter 
U-1 of the Revised Statutes of Canada, 1985, or of Part VII of 
the Employment Insurance Act) of any of the following amounts 
to the extent that the amount was included in computing the tax- 
payer’s income, and not deducted in computing the taxpayer’s 
taxable income, for the year or for a preceding taxation year, 
namely, 


(i) a pension described in clause 56(1)(a)(i)(A), 

(ii) a benefit described in clause 56(1)(a)(i)(B), 

(iii) an amount described in subparagraph 56(1)(a)Gi), 
(iv) a'benefit described in subparagraph 56(1)(a)(@v), 

& a benefit cfecine a in een Ba ONY and 


(vi) an amount described in eer S616: 


Related Provisions: 60(n.1) — Deduction for repayment of pension benefits re- 
ceived in error; 60(v.1) — Deduction’ for repayment under Part VII of EJ Act, 
127(9)“pre-production mining ‘expenditure’’(b) — Whether pre-production mining ex- 
penditures can be renounced. 


History; Para, 60(n) amended by 2002, c. 9, s..25, applicable to 1997 et seg. and, 
notwithstanding subsecs..152(4) to (5), any assessment of a taxpayer’s.tax, interest or 
penalty for any taxation year shall be made that is necessary to give effect to the 
amendment. The para. formerly read: 


(n) the amount of 
(i) any pension described in clause 56(1)(a)(i)(A), 
(i.1) any amount described in subparagraph 56(1)(a)(ii), 
(ii) any benefit described in clause 56(1)(a)(G)(B), 
(ii.1) any benefit described in subparagraph 56(1)(a)(vi), or 


(iii) any amount or benefit described in subparagraph 56(1)(a)(v) or para- 
graph 56(1)(r), 


received by the taxpayer and included in computing the taxpayer’s income for 
the year or a preceding taxation year, to the extent of the amount or benefit re- 
paid by the taxpayer in the year otherwise than because of Part VII of the Unem- 
ployment Insurance Act or Part VII of the Employment Insurance Act, 


S. 60(0)(ii) 


The opening words of para. 60(n) and the portion after subpara: (iizl) amended by 
1998, c. 19, subsecs,.99(3) and (4), deemed to have come into force on June 30, 1996. 


| The opening words and that portion formerly read: 


(n) overpayment of pension or benefits — the amount of any overpayment of 


(ii.2) [Repealed] 
(ili) any, benefit under the Employment Insurance Act, 
(iv) [Repealed] 


received by the taxpayer and included in computing the taxpayer’s income for 
the year or a preceding taxation year, to the extent of the amount thereof repaid 
by the taxpayer in the year otherwise than by virtue of Part VII of the Employ- 
ment Insurance Act, 
Para. 60(n) amended by 1996, c. 23, para. 187(d) and‘s. 172:1, to substitute “Employ- 
ment Insurance Act’ for “Unemployment Insurance Act” in subpara. 60(n)(iii) and the 
closing words of para. 60(n), and to repeal subpara. 60(n)(iv); the substitutions in force 
June 30, 1996, and the repeal in force January 1, 1998. Subpara. (iv) formerly read: 
(iy) any amount described in paragraph 56(1)(m) 
Subpara. 60(n)(i.1) added by 1994, c. 21, subsec. 26(6), applicable to repayments made 
after 1990. 
Subpara..60(n)(ii.2) repealed by 1994, c..21, subsec. 26(7), applicable to repayments 
made after October 1991..That subpara. formerly read: 
(ii.2) any amount described in subparagraph 56(1)(a)(vii), 
Subpara. 60(n)(ii.2) added by 1994; c. 7,'Sch. If (1991, c. 49), subsec.-34(4), applicable 
to repayments made. after, September 14, 1989. 
Remission Orders: Clara.Reid Remission Order, P:C. 2006-72 (taxpayer paid tax on 
EI benefits and had no income against. which to deduct later repayment); Ronald Fran- 
coeur Remission Order, P.C. 2006-503 (taxpayer paid tax on EI benefits and was una- 
ble to deduct later repayment; inequitable outcome was beyond his control). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance: 


Forms: PD24: Application for a refund of overdeducted CPP contributions or EI pre- 
miums; T2204: Employee overpayment of:CPP contributions and: EI premiums. 


ew patagrap aiming. 
it under agraph 8m), as a ‘coninbation to the RPP ; y 
(0) feaal [or other] expenses [of objection or appeal — 
amounts paid by the taxpayer in the year in respect of fees or 
expenses incurred in preparing, instituting or prosecuting an ob- 
jection to, or an appeal in relation to, 


(i) an assessment of tax, interest or penalties under this Act 
or an Act of a province that imposes a tax similar to the tax 
imposed under this Act, 


(ii) a decision of the Canada Employment and Immigration 
Commission, the Canada Employment and Insurance Com- 
mission,.a board of referees or an umpire under the Unem- 
ployment Insurance Act or the Employment Insurance Act, 


295, 


S. 60(0)(iii) 


(iii) an assessment of any income tax deductible by the tax- 
payer under section 126 or any interest or penalty with re- 
spect thereto, or 


(iv) an assessment or a decision made under the Canada Pen- 
sion Plan or a provincial pension plan as defined in section 3 
of that Act; 
Related Provisions: 20(1)(cc) — Deduction for representation expenses; 56(1)(1) — 
Reimbursed costs included in income; 152(1.2) — Rule applies to determination of 
losses as well as assessment. See also at end of s. 60. 
History: Subpara. 60(0)(ii) amended by 1998, c. 19, subsec. 99(5), deemed to have 
come into force on June 30, 1996. The subpara. formerly read: 
(ii) a decision of the Canada Employment Insurance Commission, a board of 
referees or an umpire under the Employment Insurance Act, 


Subpara. 60(0)(ii) amended by 1996, c. 23, para. 187(d), to substitute “Employment 
Insurance Act” for “Unemployment Insurance Act’, in force June 30, 1996. 

Subpara. 60(0)(ii) amended by 1996, c. 11, para. 99(c), to substitute “Canada Employ- 
ment Insurance Commission” for “Canada Employment and Immigration Commis- 
sion’, in force July 12, 1996. 

Selected Cases [para. 60(0)]: Flood v. R., [2006] 3 C.T.C. 2345 (TCC) (Legal fees 
deductible where interest in outcome of assessment against third party); Ghali v. R., 
[2003] 3 C.T.C. 2513 (TCC); aff'd [2005] 4 C.T.C. 177 (FCA) (Payments received 
during sabbatical year taxable). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees. 
Forms: T1 General income tax return, Line 232: Other deductions. 


(0.1) legal expenses [re job loss or pension benefit] — 
the amount, if any, by which the lesser of 


(i) the total of all legal expenses (other than those relating to 
a division or settlement of property arising out of, or on a 
breakdown of, a marriage or common-law partnership) paid 
by the taxpayer in the year or in any of the 7 preceding taxa- 
tion years to collect or establish a right to an amount of 


(A) a benefit under a pension fund or plan (other than a 
benefit under the Canada Pension Plan or a provincial 
pension plan as defined in section 3 of that Act) in respect 
of the employment of the taxpayer or a deceased indivi- 
dual of whom the taxpayer was a dependant, relation or 
legal representative, or 


(B) a retiring allowance of the taxpayer or a deceased in- 
dividual of whom the taxpayer was a dependant, relation 
or legal representative, and 


(ii) the amount, if any, by which the total of all amounts each 
of which is 


(A) an amount described in clause (i)(A) or (B) 
(1) that is received after 1985, 


(II) in respect of which legal expenses described in 
subparagraph (i) were paid, and 


(IIL) that is included in computing the income of the 
taxpayer for the year or a preceding taxation year, or 


(B) an amount included in computing the income of the 
taxpayer under paragraph 56(1)(1.1) for the year or a pre- 
ceding taxation year, 


exceeds the total of all amounts each of which is an amount 
deducted under paragraph (j), (j.01), (j.1) or G.2) in comput- 
ing the income of the taxpayer for the year or a preceding 
taxation year, to the extent that the amount may reasonably 
be considered to have been deductible as a consequence of 
the receipt of an amount referred to in clause (A), 


exceeds 


(iii) the portion of the total described in subparagraph (i) in 

respect of the taxpayer that may reasonably be considered to 

have been deductible under this paragraph in computing the 

income of the taxpayer for a preceding taxation year; 
Related Provisions: 8(1)(b) — Legal fees to obtain back pay; 56(1)(1.1) — Amounts 
included in income — award or reimbursement of legal expenses paid to collect or es- 
tablish a right to retiring allowance, etc. See also at end of s. 60. 


History: Para. 60(0.1) amended by 2000, c. 12, Sch. 2, s. 9, to replace “marriage” with 
“marriage or common-law partnership”, applicable to 2001 et seq., in force July 31, 
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2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 

That portion of subpara. 60(0.1)(i) preceding cl. (A) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 20(9), applicable after 1992. That portion formerly read: 


(i) the total of all legal expenses (other than those relating to a division or settle- 
ment of property arising from a marriage or other conjugal relationship) paid by 
the taxpayer after 1985 and in the year or any of the 7 immediately preceding 
taxation years to collect or establish a right to an amount of 
Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-337R4: Retiring 
allowances. 


(p) repayment of apprenticeship incentive grant — the 
total of all amounts each of which is an amount paid in the taxa- 
tion year as a repayment under the Apprenticeship Incentive 
Grant program of an amount that was included because of para- 
graph 56(1)(n.1) in computing the taxpayer’s income for the tax- 
ation year or a preceding taxation year; 


Related Provisions: 8(1)(r)(ii)B(B)(II)2 — Apprentice mechanics’ tools deduction 
based on amount of repayment of Apprenticeship Incentive Grant. 


History: Para. 60(p) added by 2007, c. 2, s. 7, applicable to 2007 et seq. 


Former para. 60(p) repealed by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 2(2), applica- 

ble to 1995 et seq. It formerly read: 
(p) overpayment of allowance — the amount of any overpayment of an allow- 
ance included under subsection 56(5) in computing the taxpayer’s income for the 
year or a preceding taxation year or an amount included because of subparagraph 
115(2)(e)@ii) in computing the taxpayer’s taxable income earned in Canada for 
the year or a preceding taxation year to the extent of the amount thereof repaid in 
the year under the Family Allowances Act, or under a law of a province that 
provides for the payment of an allowance similar to the family allowance. pro- 
vided under the Family Allowances Act; 

Former para. 60(p) substituted by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 2(1), appli- 

cable to 1990 et seg., and is to be repealed by subsec. 2(2) applicable to 1995 et seq. 

Para. 60(p) formerly read: 
(p) overpayment of allowance — the amount of any overpayment of an allow- 
ance included in computing the taxpayer’s income for the year or a preceding 
taxation year by reason of subsection 56(5) of this Act or subsection 56(8) of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, or an 
amount included in computing the taxpayer’s taxable income earned in Canada 
for the year or a preceding taxation year by virtue of subparagraph | 15(2)(e)(iii) 
to the extent of the amount thereof that has been repaid in the year under the 
Family Allowances Act, or under a law of a province that provides for the pay- 
ment of an allowance similar to the family allowance provided under the Family 
Allowances Act; 


(q) refund of income payments — where the taxpayer is an 
individual, an amount paid by the taxpayer in the year to a per- 
son with whom the taxpayer was dealing at arm’s length (in this 
paragraph referred to as the “payer’”) if 


(1) the amount has been included in computing the income of 
the taxpayer in a preceding taxation year as an amount de- 
scribed in subparagraph 56(1)(n)(i) or paragraph 56(1)(o) 
paid to the taxpayer by the payer, 


(ii) at the time the amount was paid by the payer to the tax- 
payer a condition was stipulated for the taxpayer to fulfil, 


(iii) as a result of the failure of the taxpayer to fulfil the con- 
dition referred to in subparagraph (ii) the taxpayer was re- 
quired to repay the amount to the payer, 


(iv) during the period for which the amount referred to in 
subparagraph (i) was paid the taxpayer did not provide other 
than occasional services to the payer as an officer or under a 
contract of employment, and 


(v) the amount was paid to the taxpayer for the purpose of 
enabling the taxpayer to further the taxpayer’s education; 


Related Provisions: 56(1)(p)— Refund of scholarships, bursaries and research 
grants. See also at end of s. 60. 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-340R: Scholarships, fellowships, bursaries 
and research grants. 


(r) amounts included under subsec. 146.2(6) 
[RHOSP] — where an amount has been included in computing 
the income of the taxpayer by virtue of subsection 146.2(6) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952 (as it read in its application to the 1985 taxation year) 
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for any of the taxpayer’s three immediately preceding taxation 
years, the taxpayer may deduct the lesser of 


(i) the amount that had been so included in computing the 
taxpayer’s income, and 


(11) the total of all amounts used by the taxpayer to acquire in 
the year the taxpayer’s owner-occupied home (within the 
meaning assigned by paragraph 146.2(1)(f) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, as it read in its application to the 1985 taxation year), 


except that no amount may be deducted by the taxpayer for the 
year under this paragraph if an amount has been deducted 


(iii) under subsection 146.2(6.1) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952 (as it 
read in its application to taxation years before 1986) in com- 
puting the taxpayer’s income for any taxation year ending 
before 1986, or 


(iv) under this paragraph for any preceding taxation year 
ending after 1985; 


Application Rules: 69 (meaning of “chapter 148 of ...”). 


(s) repayment of policy loan — the total of all repavnnents 
made by the taxpayer in the year in respect of a policy loan 
(within the meaning assigned by subsection 148(9) made under 
a life insurance policy, not exceeding the amount, if any, 
which 


(i) the total of all amounts required by subsection 148(1) to 
be included in computing the taxpayer’s income for the year 
or a preceding taxation year froma disposition described in 
paragraph (b) of the definition “disposition” in subsection 
148(9) in respect of that policy 


exceeds 


(ii) the total of all repayments made by the taxpayer in re- 
spect of the policy loan that were deductible in computing 
the taxpayer’s income for a preceding taxation year; 


Related Provisions: 148(9) — “value”. See also at end of s. 60. 


History: That portion of para. 60(s) preceding subpara. (i) amended by 1994, c.7, Sch. 
VIII (1993, c. 24), subsec. 20(10), to substitute “all repayments” for “payments”, appli- 
cable to repayments made after December 20, 1991. 


(t) RCA distributions — where an amount in respect of a par- 
ticular retirement compensation arrangement is required by par- 
agraph 56(1)(x) or (z) or subsection 70(2) to be included in com- 
puting the taxpayer’s income for the year, an amount equal to 
the lesser of 


(i) the total of all amounts in respect of the particular ar- 
rangement so required to be included in computing the tax- 
payer’s income for the year, and 


(ii) the amount, if any, by which the total of all amounts each 
of which is 


(A) an amount (other than an amount deductible under 
paragraph 8(1)(m.2) or transferred to the particular ar- 
rangement under circumstances in which _ subsection 
207.6(7) applies) contributed under the particular arrange- 
ment by the taxpayer while it was a retirement compensa- 
tion arrangement and before the end of the year, 


(A.1) an amount transferred in respect. of the taxpayer 
before the end of the year to the particular arrangement 
from another retirement compensation arrangement under 
circumstances in which subsection 207.6(7) applies, to 
the extent that the amount would have been deductible 
under this paragraph in respect of the other arrangement 
in computing the taxpayer’s income if it had been re- 
ceived by the taxpayer out of the other arrangement, 


(B) an amount paid by the taxpayer before the end of the 
year and at a time when the taxpayer was resident in Can- 
ada to acquire an interest in the particular arrangement, or 


(C) an amount that was received or became receivable by 
the taxpayer before the end of the year and at a time when 


the taxpayer was resident in Canada as proceeds from the 
disposition of an interest in the particular arrangement, 


exceeds the total of all amounts each of which is 


(D) an amount deducted under this paragraph or para- 
graph (u) in respect of the particular arrangement in com- 
puting the taxpayer’s income for a preceding taxation 
year, or 


(E) an amount transferred in respect of the taxpayer 
before the end of the year from the particular arrangement 
to another retirement compensation arrangement under 
circumstances in which subsection 207.6(7) applies, to 
the extent that the amount would have been deductible 
under this paragraph in respect of the particular arrange- 
ment in computing the taxpayer’s income if it had been 
received by the taxpayer out of the _ particular 
arrangement; 


Related Provisions: 107.2 — Distribution by retirement compensation arrangement. 
See also at end of s. 60. 


History: Para, 60(t) amended by 1998, c. 19, subsec. 99(6), applicable to 1996. et seq. 
The para. formerly read: 


(t) amount included under para. 56(1)(x) or (z) or subsec. 70(2) — where 
an amount in respect of a retirement compensation arrangement is required by 
paragraph 56(1)(x) or (z) or subsection 70(2) to be included in computing the 
taxpayer’s income for the year, an amount equal to the lesser of 


(i) the total of all amounts in respect of the arrangement so required to be 
included in the taxpayer’s income for the year, and 


(ii) the amount, if any, by which the total of 


(A) all amounts, other than amounts deductible under paragraph 
8(1)(m.2), contributed under the arrangement by the taxpayer while it 
was a retirement compensation arrangement and before the end of the 
year, 


(B) all amounts paid by the taxpayer before the end of the year and at a 
time when the taxpayer was resident in Canada to acquire an interest in 
the arrangement, and 


(C) all amounts that were received or became receivable by the taxpayer 
before the end of the year and at a time when the taxpayer was resident 
in Canada as proceeds from the disposition of an interest in the 
arrangement, 


exceeds the total of all amounts deducted under this paragraph or paragraph 
(u) in respect of the arrangement in computing the taxpayer’s income for a 
preceding taxation year, 


(u) RCA dispositions — where an amount in respect of a par- 
ticular retirement compensation arrangement is required by par- 
agraph 56(1)(y) to be included in computing the taxpayer’s in- 
come for the year, an amount equal to the lesser of 


(i) the total of all amounts in respect of the particular ar- 
rangement so required to be included in computing the tax- 
payer’s income for the year, and 


(ii) the amount, if any, by which the total of all amounts each 
of which is 


(A) an amount (other than an amount deductible under 
paragraph 8(1)(m.2) or transferred to the particular ar- 
rangement under circumstances in which subsection 
207.6(7) applies) contributed under the particular arrange- 
ment by the taxpayer while it was a retirement compensa- 
tion arrangement and before the end of the year, 


(A.1) an amount transferred in respect of the taxpayer 
before the end of the year to the particular arrangement 
from another retirement compensation arrangement under 
circumstances in which subsection 207.6(7) applies, to 
the extent that the amount would have been deductible 
under paragraph (t) in respect of the other arrangement in 
computing the taxpayer’s income if it had been received 
by the taxpayer out of the other arrangement, or 


(B) an amount paid by the taxpayer before the end of the 
year and at a time when the taxpayer was resident in Can- 
ada to acquire an interest in the particular arrangement 
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exceeds the total of all amounts each of which is 


(C) an amount deducted under paragraph (t) in respect of 
the particular arrangement in computing the taxpayer’s 
income for the year or a preceding taxation year, 


(D) an amount deducted under this paragraph in respect 
of the particular arrangement in computing the taxpayer’s 
income for a preceding taxation year, or 


(E) an amount transferred in respect of the taxpayer 
before the end of the year from the particular arrangement 
to another retirement compensation arrangement under 
circumstances in which subsection 207.6(7) applies, to 
the extent that the amount would have been deductible 
under paragraph (t) in respect of the particular arrange- 
ment in computing the taxpayer’s income if it had been 
received by the taxpayer out of the particular 
arrangement; 
Related Provisions: 56(1)(y) — Retirement compensation arrangements; 107.2 — 
Distribution by a retirement compensation arrangement. See also at end of s. 60. 
History: Para. 60(u) amended by 1998, c. 19, subsec. 99(6), applicable to 1996 et seq. 
The para. formerly read: 
(u) amount included under para. 56(1)(y) — where an amount in respect of a 
retirement compensation arrangement is required by paragraph 56(1)(y) to be 
included in computing the taxpayer’s income for the year, an amount equal to the 
lesser of 
(i) the total of all amounts in respect of the arrangement so required to be 
included in the taxpayer’s income for the year, and 
(ii) the amount, if any, by which the total of 
(A) all amounts, other than amounts deductible under paragraph 
8(1)(m.2), contributed under the arrangement by the taxpayer while it 
was a retirement compensation arrangement and before the end of the 
year, and 


(B) all amounts paid by the taxpayer before the end of the year and at a 
time when the taxpayer was resident in Canada to acquire an interest in 
the arrangement 

exceeds the total of 


(C) the total of all amounts deducted under paragraph (t) in respect of 
the arrangement in computing the taxpayer’s income for the year or a 
preceding taxation year, and 


(D) the total of all amounts deducted under this paragraph in respect of 
the arrangement in computing the taxpayer’s income for a preceding 
taxation year; 
(v) contribution to a provincial pension plan — the least 
of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is a contribu- 
tion made in the year, or within 60 days after the end of 
the year, by the taxpayer to the account of the taxpayer, or 
of the taxpayer’s spouse or common-law partner, under a 
prescribed provincial pension plan 


exceeds 


(B) the portion of the total described in clause (A) that 
was deducted in computing the taxpayer’s income for the 
preceding taxation year, 


(ii) the prescribed amount for the year in respect of the plan, 
and 


(iii) the amount by which the taxpayer’s RRSP deduction 
limit for the year exceeds the total of the amounts deducted 
under subsections 146(5) and (5.1) in computing the tax- 
payer’s income for the year; 


Proposed Repeal — 60(v) 
Application: The December 7, 2010 draft legislation (Sask. Pension Plan), subsec. 
3(3), will repeal para. 60(v), applicable for taxation years that begin after 2009. 


Technical Notes: Paragraph 60(v) provides a deduction in computing income in 
respect of a taxpayer’s contributions to a prescribed provincial pension plan (i.e. the 
Saskatchewan Pension Plan), This paragraph is repealed, consequential on the intro- 
duction of new subsection 146(21.1) which deems contributions made to a “specified 
pension plan” to be premiums paid to an RRSP for certain purposes. 


For more information, please see-related commentary on new subsection 146(21.1) and 
on the new definition “specified pension plan” in subsection 248(1).. 
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Related Provisions: 18(11)(g¢) — No deduction for interest paid on money borrowed 
to make contribution; 60(1)(v)(B.2) — Transfer of premium under RRSP; 118(3) — 
Pension tax credit; 128.1(10)“excluded right or interest”(g)(iii) — Emigration of indi- 
vidual — no deemed disposition of right to pension; 146(1)“unused RRSP deduction 
room”D — reduction in room; 146(21) — Transfer from prescribed provincial pension 
plan. See also at end of s. 60. 
History: Para. 60(v) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
Subpara. 60(v)(i) amended by 1999, c. 22, subsec. 16(1), applicable to 1998 et seg. The 
subpara. formerly read: 
(i) the amount contributed by the taxpayer to the taxpayer’s account under a pre- 
scribed provincial pension plan in the year or within 60 days after the end of the 
year to. the extent that the amount has not been deducted in, computing the tax- 
payer’s income for a preceding taxation year, 
Regulations: 7800(1) (prescribed provincial pension plan is the Saskatchewan Pen- 
sion Plan); 7800(2) (prescribed amount). 
Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(v.1) Ul and El benefit repayment — any benefit repayment 
payable by the taxpayer under Part VII of the Unemployment 
Insurance Act or Part. VII of the Employment Insurance Act on 
or before April 30 of the following year, to the extent that the 
amount was not deductible in computing the taxpayer’s income 
for any preceding taxation year; ; 
Related Provisions: 56(1)(a)(iv) — Unemployment insurance/employment insur- 
ance benefits taxable; 56(9) — Meaning of “income for the year’’; 60(n)(iv) — Deduc- 
tion for repayment under other Parts of the UI/EI Act; 63(2) — Child care expenses — 
income exceeding income of supporting person; 180.01(3) — Stock option inclusion 
on elective adjustment for underwater shares not counted as income for EI Part VII. 


History: Para. 60(v.1) amended by 1998, c. 19, subsec. 99(7), deemed to have come 
into force on June 30, 1996. The para. formerly read: 


(v.1) UI benefit repayment — any benefit repayment payable by the taxpayer 
under Part VII of the Employment Insurance Act on or before April 30 of the 
following year, to the extent that the amount was not deductible in computing the 
taxpayer’s income or taxable income for any preceding taxation year; and 


Para. 60(v.1) amended by 1996, c. 23, para. 187(d), to substitute “Employment Insur- 
ance Act’ for “Unemployment Insurance Act’, in force June 30, 1996. 


Para. 60(v.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 34(6), applicable to 
1989 et seq. 
Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-495R3: Child care expenses. 
Remission Orders: Micheline and Roch Malenfant Remission Order, P.C.'2005- 
1732 (remission of tax on EI benefit where deduction under 60(v.1) was worthless in 
later year). 
(w) tax under Part 1.2 — the amount of the taxpayer’s tax 
payable under Part I.2 for the year; 
Related Provisions: 56(9) — Meaning of “income for the year’; 180.2 — OAS 
benefits clawback; 180.2(1)“adjusted income’’(b) — Deduction does not reduce income 
for calculating clawback. See also at end of s. 60. 


Interpretation Bulletins: IT-495R3: Child care expenses. 


(x) repayment under Canada Education Savings Act — 
the total of all amounts each of which is an amount paid by the 
taxpayer in the year as a repayment, under the Canada Educa- 
tion Savings Act or under a designated provincial program (as 
defined in subsection 146.1(1)), of an amount that was included 
because of subsection 146.1(7) in computing the taxpayer’s in- 
come for the year or a preceding taxation year; 


Related Provisions: 146.1(14)(a) — Reference to Canada Education Savage Act 
includes reference to earlier DHRD Act. 


History: Para. 60(x) amended by 2007, c. 35, s. 18, applicable to 2007 et seq. The 
para. formerly read: 


(x) the total of all amounts each of which is an amount paid by the taxpayer in 
the year as a repayment, under the Canada Education Savings Act or under a 
program administered pursuant to an agreement entered into under section 12 of 
that Act, of an amount that was included because of subsection 146.1(7) in com- 
puting the taxpayer’s income for the year or a preceding taxation year; and 


Para. 60(x) amended by 2004, c. 26, s. 20, in force December 15, 2004. The para. 
formerly read: 
(x) CESG repayment — the total of all amounts each of which is an amount 
paid by the taxpayer in the year as a repayment under Part III.1 of the Depart- 
ment of Human Resources Development Act of an amount included because of 
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subsection 146.1(7) in computing the taxpayer’s income for the year ora preced- 
ing taxation year. 


Para. 60(x) added by 1999, c. 22, subsec. 16(2), applicable to 1998 et seq. 


(y) repayment of UCCB — the total of all amounts each of 
which is an amount paid in the taxation year as a repayment, 
under the Universal Child Care Benefit Act, of a benefit that was 
included because of subsection 56(6) in computing the tax- 
payer’s income for the taxation year or a preceding taxation 
year; and 


Related Provisions: 122.5(1)“adjusted income”(b), 122.6adjusted income’’(b), 
180.2(1)“adjusted income”’(b) — Deduction does not affect entitlement, to GST/HST 
Credit or Child Tax Benefit or clawback of Old Age Security. 


History: Para. 60(y) added by 2006, c. 4, s. 174, applicable to repayments, made after 
June 30, 2006. 


(z) repayment under the Canada Disability Savings 
Act — the total of all amounts each of which is an amount paid 
in the taxation year as a repayment, under or because of the 
Canada Disability Savings Act or a designated provincial pro- 
gram as defined in subsection 146.4(1), of an amount that was 
included because of section 146.4 in computing the taxpayer’s 
income for the taxation year or a preceding taxation year. 


Related Provisions: 122.5(1)‘adjusted income’’(b), 122.6“adjusted income’ (b), 
180.2(1)“adjusted income’’(b) — Deduction does not affect entitlement to GST/HST 
Credit or Child Tax Benefit or clawback of Old Age Security. 


History: Para, 60(z) amended by 2010, c. 12, s. 5, applicable to 2009 et seq. It for- 
merly read:. 


(z) the total of all amounts each of which is an amount paid in the taxation year 
as a repayment, under the Canada Disability Savings Act, of an amount that was 
included because of section 146.4 in computing the taxpayer’ s income for the 
taxation year or a preceding taxation year. 


Para. 60(z) added by 2007, c. 35, s. 105, applicable to 2008 et seq. 
eee Amendment — Recontribution of income 
_ from employees’ leave of absence plan — 

Letter from Dept. of Finance, June 30, 2000: Se 


Related Provisions [s. 60]: 4(2), (3) — Whether deductions under s. 60 are applica- 
ble to a particular source. 


Definitions [s. 60]: “allowance” — 56(12); “amount” — 248(1); “annuitant” — 
146(1), 146.3(1); “annuity” — 248(1); “beneficially interested’ — 248(25); “benefit 
under a deferred profit sharing plan”, “business” — 248(1); “Canada” — 255; 
“child” — 252(1); “child support amount”, “commencement day” — 56.1(4), 60.1(4); 
“common-law partner”, “common-law partnership” — 248(1); “consequence of the 
death” — 248(8); “death benefit” — 248(1); “deferred profit sharing plan” — 147(1), 
248(1); “designated benefit” — 146.3(1); “designated provincial program” — 146.1(1), 


146.4(1); “eligible amount” — 60.01; “employee”, “employee benefit plan”, “em- 
ployer’, “employment” — 248(1); “estate” — 104(1), 248(1); “financially depen- 
dent” — 146(1.1); “former spouse” — 252(3); “income-averaging annuity contract” — 


61(4), 248(1); “individual” — 248(1); “life insurance. policy” — 138(12), 248(1); 
“minimum amount” — 146.3(1); “Minister” — 248(1); “parent” — 252(2)(a); “per- 
son”, “prescribed”, “property” — 248(1); “province” — Interpretation Act 35(1); “re- 
fund of premiums” — 146(1); “registered pension plan” — 248(1); “registered retire- 
ment income fund” — 146.3(1), 248(1); “registered retirement savings plan’, “RRSP 
deduction limit” — 146(1), 248(1); “related” — 251(2); “resident in Canada’ — 
94(3)(a)(vili), 250; “retirement compensation arrangement”, “retiring allowance” — 
248(1); “series” — 248(10); “specified pension plan” — 248(1), Reg. 7800; 
“spouse” — 252(3); “superannuation or pension benefit” —248(1); “support 
amount” — 56.1(4), 60.1(4); “taxable income” — 2(2), 248(1); “taxation year” — 249; 
“taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation Act 
35(1). 


60.001 Application of subpara. 60(c.1)(i) — In the application 
of subparagraph 60(c.1)(i) in respect of amounts received pursuant 
to orders made after December 11, 1979 under the laws of Ontario, 
the references in that subparagraph to “February 10, 1988” and 
“February 11, 1988” shall be read as references to “December 11, 
1979” and “December 12, 1979”, respectively. 


Origin of s. 60.001: R.S.C. 1985, c. 1 (Sth Supp.). (Formerly contained in the 
application rule in 1988, c. 55, s. 37. For the history of subparagraph 60(c.1)(i), see 
under para. 60(c).) 


Definitions: “amount” — 248(1). 


Technical Noles (July 2010): 


tative. 


made panes oe - 


S. 60.01 


60.01 Eligible amount — For the purpose of paragraph 60(j), the 
amount, if any, by which 


(a) the amount of any payment received by a taxpayer in a taxa- 
tion year out of or under a foreign retirement arrangement and 
included in computing the taxpayer’s income’ because of clause 
~56(1)(a)G)(C.1) (other than any portion thereof that is included 
in respect of the taxpayer for the year under subparagraph 
60()G) or that is part of a series of periodic payments) 


exceeds 


(b) the portion, if any, of the payment included under paragraph 
(a) that can reasonably be considered to derive from contribu- 
tions to the foreign retirement arrangement made by a person 
other than the taxpayer or the taxpayer’s spouse or common-law 
partner or former spouse or common-law partner, 


is an eligible amount in respect of the taxpayer for the year. 
History: Para. 60.01(b) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 
Para. 60.01(b) amended by 1994, c. 7, Sch. VII (1993, c. 24), s. 21, applicable after 
1992. Para. (b) formerly read: 

(b) the portion, if any, of the payment included under paragraph (a) that can 

' reasonably be considered to derive from contributions to the foreign retirement 

arrangement made by a person other than the taxpayer or the taxpayer’s spouse 

(within the meaning assigned by subsection 146(1.1)) or former spouse 
S. 60.01 added by 1994, c. 7, Sch. II (1991, c. 49), s. 35, applicable to payments re- 
ceived after July 13, 1990. 

Definitions [s. 60.01]: “amount”, “common-law partner” — 248(1); “foreign retire- 
ment arrangement” — 248(1); “former spouse” — 252(3); “person” — 248(1); “‘se- 
es” — 248(10); “spouse” — 252(3); “taxation year” — 249; “taxpayer” — 248(1). 
Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 

Sek IT-528: Transfers of funds between registered plans. 


_ Proposed Addition — 60.011 — Rollover ° RRSP fo 
‘Henson trust : 


few section 60. on contains special rules relating 
to the application of paragraph 60(). 6s 
rournstances where a taxpayer has. 


received), asa 


consequence of the death of a spouse or common-law partner or of a parent or a 


grandparent on whom the taxpayer was financially dependent, certain taxable lump 
sum amounts from a registered retirement savings plan (RRSP), registered retirement 
income fund (RRIF) or registered pension plan (RPP) paragraph 60(1) allows the 
taxpayer to claim an offsetting deduction for, among other things, a payment made 
by or on behalf of the taxpayer to acquire an immediate ae that satisfies the 
requirements set out in that paragraph. — oe 


A taxpayer is deemed to have received an amount from an RRSP, RRIF or RPP when 
the amount is paid to the deceased individual’ s estate and an election in respect of the 
amount is made jointly by the taxpayer and the deceased individual s legal represen- 

These deeming provisions are found in_ subsections 104(27 Jy. 8 1) and — 
146. 3(6. 1) for RPPs, RRSPs and RRIFs respectively. : 


There are two types of analy & oF whicl an eo oe deductio 


ay be ore / 


payer when the annuity is 

; aeauited 3 and unde which the taxpayer is the annuitant. Where the taxpayer is a 
child or grandchild of the deceased individual, this type of annuity is available _ 
only if the taxpayer was ions on 1 the deceased individual reason of ae 


tes as a “minor term amnuity’ °) is an annu- 
exceeding 18 years minus the age of the taxpayer _ 
her. ‘the annals is s achulted For this type of annuity, the annuitant may be the © 

- abies ora trust under which the taxpayer is Jae Aple person aoa! inter- 


1) toa taxpayer in circumstances where a trust (under which the taxpayer is a 
beneficiary) is named as the annuitant under an annuity acquired with funds paid out 
of an RRSP, RRIF or RPP. as a consequence of the death of a spouse, common-law 
partner, parent or grandparent of the taxpayer and included in the taxpayer’s income. 
[This allows a rollover of RRSP proceeds to a Henson trust, which is a trust set ‘up 
for a disabled child that does not cause the child to lose entitlement to social assis- 
tance — ed.] Section 60.011 incorporates the existing provision of paragraph 60(1) 
that allows a trust to be named the annuitant under a minor term annuity, and it — 
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allows a trust to be named the annuitant under a life annuity, if certain conditions are 
met. It ensures that the taxpayer is not denied the deduction under paragraph 60(1) by 
reason only of the fact that the taxpayer is not the annuitant under the annuity, or the 
fact that the annuity is acquired by the trust or the estate of the deceased individual 
rather than “by or on behalf of the taxpayer”. The provisions of section 60.011 are 
explained in greater detail below. 

Consequential changes to reflect the introduction of section 60.011 are also made. 
Specifically, new section 75.2 attributes to the taxpayer amounts payable under such 
an annuity, with corresponding changes to section 160.2 making the annuitant and 
the policyholder jointly and severally, or solidarily, liable with the taxpayer for any 
tax payable in connection with amounts attributed to the taxpayer. Paragraph 
148(1)(e) is amended to ensure that such annuities are considered to be prescribed 
annuity contracts and treated in the same manner as other prescribed annuity con- 
tracts, the purchase price of which is deductible under paragraph 60(1). Lastly, sub- 
section 146(8.1) is amended to ensure that the election provided for thereunder can 
be made if the taxpayer is “beneficially interested” in the deceased individual’s estate 
(as defined in subsection 248(25)), but not a beneficiary under the estate (as is cur- 
rently required under subsection 146(8.1)). See the explanatory notes to these provi- 
sions for further details. 

New. section 60.011 applies after 1988, which reflects the effective date of the 
amendment to paragraph 60(1) allowing a trust to be named as the annuitant under a 
minor term annuity. 


60.011 (1) Meaning of “lifetime benefit trust” — For the 
purpose of subsection (2), a trust is at any particular time a life- 
time benefit trust with respect to a taxpayer and the estate of a 
deceased individual if 
(a) immediately before the death of the deceased individual, 
the taxpayer 
(i) was both a spouse or common-law partner of the de- 
ceased individual and mentally infirm, or 
(ii) was both a child or grandchild of the deceased indivi- 
dual and dependent on the deceased individual for support 
because of mental infirmity; and 


(b) the trust is, at the peteieie time, a personal trust under 
which 
(i) no person other than the taxpayer may receive or other- 
wise obtain the use of, during the taxpayer’s lifetime, any 
of the income or capital of the trust, and 
(ii) the trustees 


(A) are empowered to pay amounts from the trust to the 
taxpayer, and 


(B) are required — in determining whether to pay, or 
not to pay, an amount to the taxpayer — to consider the 


needs of the taxpayer including, without limiting the 
generality of the foregoing, the comfort, care ae main- 
tenance of the taxpayer. 


Technical Notes (July 2010): New subsection 60.011(1) defines “lifetime benefit — 


trust” with respect to a taxpayer and the estate of a deceased individual for the pur- 
poses of new subsection 60.011(2). Subsection 60.011(2) defines “qualifying trust 
annuity” with respect to a taxpayer and includes, under paragraph 60.011(2)(a), a life 
annuity acquired after 2005 under which the annuitant is, at the time the annuity is 
acquired, a lifetime benefit trust with respect to the taxpayer and the estate of a de- 
ceased individual. Subsection 60.011(2) is relevant for new subsection 60.01 1(3), the 
provisions of which ensure that the eligibility requirements for a taxpayer to deduct 
the purchase price of an annuity under paragraph 60(1) can be met where the ey 
is a qualifying trust annuity with respect to the taxpayer. 


Subsection 60.011(1) defines a trust to be, at a particular time, a lifetime benehit trust 
with respect to a taxpayer and the estate of a deceased individual, if two conditions 
are satisfied. First, the taxpayer must be, immediately before the death of the de- 
ceased individual, a mentally infirm spouse or common-law partner of the deceased 
individual, or a mentally infirm child or grandchild of the deceased individual who 
was dependent on the deceased individual by reason of that infirmity. Second, the 
trust must be, at the particular time, a personal trust under which 
* no person other than the taxpayer may, during the taxpayer’s lifetime, receive or 
otherwise obtain the use of any of the income of the trust (determined, as re- 


quired under subsection 108(3), without reference to the provisions of the Act) 
or the capital of the trust, 


* the trustees are empowered to pay amounts from the trust to the taxpayer, and 


* the trustees are required to consider the needs of the taxpayer (including the 
comfort, care and maintenance of the taxpayer) in determining whether to pay, or 
not to pay, an amount to the taxpayer. 


Related Provisions: 108(3) — Meaning of “income” of trust. 


Income Tax Act, Part I, Division B 


(2) Meaning of “qualifying trust annuity” — Each of the fol- 
lowing is a qualifying trust annuity with respect to a taxpayer: 


(a) an annuity that meets the following conditions, namely, 
(i) it is acquired after 2005, 


(ii) the annuitant under it is a trust that is, at the time the 
annuity is acquired, a lifetime benefit trust with respect to 
the taxpayer and the estate of a deceased individual, 


(iii) it is for the life of the taxpayer (with or without a guar- 
anteed period), or for a fixed term equal to 90 years minus 
the age in whole years of the aay at the time it is ac- 
quired, and 


(iv) if it is with a guaranteed period or for a fixed term, it 
requires that, in the event of the death of the taxpayer dur- 
ing the guaranteed period or fixed term, any amounts that 
would otherwise be payable after the death of the taxpayer 
be commuted into a single payment; 


_(b) an annuity that meets the following conditions, namely, 
(i) it is acquired after 1988, 


(ii) the annuitant under it is a trust under which the tax- 
payer is the sole person beneficially interested (determined 
without regard to any right of a person to receive an 
amount from the trust only on or after the death of the tax- 
payer) in amounts payable under the annuity, 


(ili) it is for a fixed term not exceeding 18 years minus the 
age in whole years of the taxpayer at the time it is acquired, 
and 


(iv) if it is acquired after 2005, it requires that, in the event 
of the death of the taxpayer during the fixed term, any 
amounts that would otherwise be payable after the death of 
the taxpayer be commuted into a single payment; and 


(c) an annuity that meets the following conditions, namely, 
(i) it is acquired 
(A) after 2000 and before 2005 at a time at which the 
taxpayer was mentally or physically infirm, or 


(B) in 2005 at a time at which the PEL was men- | 
- tally infirm, 


(ii) the annuitant under it is a trust under which the tax- 
payer is the sole person beneficially interested (determined 
- without regard to any right of a person to receive an 
- amount from the trust only on or after the death of the tax- 
payer) in amounts payable under the annuity, and 


(iii) it is for the life of the taxpayer (with or without a guar- 
anteed period), or for a fixed term equal to 90 years minus 
the age in whole years of the taxpayer at the time it is 
acquired. 


Technical Notes (July 2010): New subsection 60.011(2) defines “qualifying trust 
annuity” with respect to a taxpayer. Subsection 60.011(2) is relevant for new subsec- 
tion 60.011(3), the provisions of which ensure that the eligibility requirements for a 
taxpayer to deduct the purchase price of an annuity under paragraph 60(1) can be met 
where the annuity is a qualifying trust annuity with respect to the taxpayer. It is also . 
relevant for the purposes of new section 75.2, amended section 160.2 and amended 
paragraph 148(1)(e), Also, subsection 248(1) of the Act is amended to define the 
expression “qualifying trust annuity” as having the meaning assigned by subsection 
60.011(2), thus ensuring that the definition in subsection 60.011(2) applies whenever 
the expression is used in the Act. 


Subsection 60.011(2) defines three types of qualifying trust annuities with respect to 
a taxpayer, all of which have, as the annuitant thereunder, a trust under which the 
taxpayer is a beneficiary. 


* Paragraph 60.011(2)(a) describes a life annuity that is acquired after 2005 and 
the annuitant under which is a trust that is, at the time of acquisition, a “lifetime 
benefit trust” with respect to the taxpayer and the estate of a deceased individual. 
(“Lifetime benefit trust” is defined in new subsection 60.011(1).) If the annuity 
has a guaranteed period or is for a fixed term, it must provide for commutation in 
the event of the death of the taxpayer during the guaranteed period or fixed term. 


* Paragraph 60.011(2)(b) describes a minor term annuity that is acquired after 
1988 and the annuitant under which is a trust under which the taxpayer is the 
sole person beneficially interested in amounts payable under the annuity (deter- 
mined without regard to any right of a person to receive amounts from the trust 
only on or after the death of the taxpayer). If the annuity is acquired after 2005, it 


300 


Subdivision e — Deductions in Computing Income 


“must provide for men in the event of ime oon of the we ae 


Gis ts fr 
the deaths of the Ener The taxpayers must be infirm at the time of acquisition, 


and the annuity must be acquired before 2005 in the case of a physically infirm 


_ taxpayer, and before 2006 in the case a a oo ‘infirm taxpayer. 


@) ems of para. eae to “quali 
ty = Ror the pupowe pt Paragraph OUD _ 


ea is an Sanity: described in Hea Hay BO(I)Gi), 2 


_ clauses nee to and (B) are to. be Tee 


annuity; and — 


-(b) if an amount paid to setts’ a qualifying trust annuity with 
aS aay toa gees Sees ‘if this ee 


year, ‘to have! this poet ae soply to the amount. 


Technical Notes (July 2010): New subsection 60.011(3) contains provisions : 


which ensure that the eligibility requirements. for a taxpayer to deduct the purchase 
ay of an annuity under paragraph 60(1) can be met where the annuity is a “qualify- 

ing trust annuity’ with respect to the taxpayer (as defined in new subsection 
60.011(2)). A distinguishing feature of a qualifying trust annuity with respect to a 
taxpayer is that the annuitant thereunder i isa trust under whieh the rare is a 
beneficiary, : 


Paragraph 60(1) requires that a tiem ie a dean foe me Lae price 
of an annuity be the annuitant under the annuity. New paragraph. 60. 011G)(@) pro- 
vides for this Tequirement to be disregarded i in sage case ° of 2 a ee 


be onto: to have been ae “by or on behalf. of oe taxpayer i oh ; 


60.01 1(3)(b) deems the amount to have been paid on behaif of the taxpayer. For this 
deeming rule to apply, the taxpayer must so elect in the taxpayer’ § return o income 
for the year in which the amount would have been deductible under paragraph 60d) 
had the purchase price been paid by the taxpayer. (A taxpayer is deemed to have 


made the election required under paragraph 60.011(3)(b) with respect to any amount — 
claimed by the taxpayer as a deduction under paragraph on in co ees income . 


for a taxation year ending before 2005. ue 


death 
Letter from Dept. of Finance, July 12, 2001: 
Dear [xxx] 


I am writing further to your meeting, and subsequent conversations, ih ellen: 


of Finance officials concerning the tax treatment of proceeds of a registered retire- 
ment savings plan (RRSP) that are transferred, on the death of the RRSP parieitant, to 
a trustee for the benefit of a disabled child of the annuitant. Se 


As you know, the Income Tax Act provides preferential tax treatment when RRSP 
proceeds are left, on the death of the annuitant, to a child of the annuitant who was 


were read without. ref- 


Related Provisions: 75.2 — Treatment of suing trust annuity payout « or Fon 


1 without ine e : 


lover option, 
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the proceeds to certain tax-preferred fcc 
ral of tax os ea Bes You have asked 


death, will Van create a trust to ‘clearly establish their intentions Te- 
garding | care for the child and management of property, including RRSP proceeds, 
left for the enefit of oad chi ld. The i issue is that, ifa trust is used, the only rollover 


: y, We % 
which allows the prdeeeds of a depleted parent’ s RRSP to be used to. 
an immediate life annuity ae which | an infirm: dependent ond of the - 


ial coeey of a a 
ona factual basis, 


make such a idetetiniation! You are concerned that this does not provide sufficient — 
© parent of a disabled child who is seeking to provide for the care of — 
id as part of the parent’s estate plan and, in that regard, have asked thatthe _ 
threshold be increased for infirm children. As you know, we appreciate your con- 
cerns and are actively reviewing this issue. Unfortunately, we are not : ina position at 
this time to comment on whether it will be possible to recommend such a change. We 
understand that, in the absence of such confirmation, you may wish to pursue re 


considered, on a factual basis, to be financially dependent on n you. : 


I wish to thank you ‘for raising this matter with us. 


Yours sincerely, =. 

Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch : 
Letter from Dept. of Finance, Feb. 18, 2002: ; 
Dear [xxx] 


Thank you for your recent letter requesting an increase in the income threshold used 
to determine the financial dependence of a ond ofa deceased Reed retirement : 
income fund (RRIF) annuitant. 


L appreciate you taking the time to contact me and bee taken careful note. your 
suggestion on this important matter. As you may know, government policy is under 
continuous examination by the Department of Finance with a view to ensuring that 
the existing system of taxation is fair and effective. The representations and policy — 
suggestions that we receive from a broad range of Canadians are an integral part of 
this process, helping us to identify issues of concern and focus our efforts toward 
solutions. 1 wish to assure you that your ony will be given careful Sane hae 
as part of this on-going review. D2 


Having said this, I would like to clarify that a child with income above the legislated 
threshold will nonetheless be considered to be ‘financially dependent for purposes of — 
the rollover rules, if this dependence can be established on a factual basis. You my 
wish to pursue this ‘possibility | with the Canada Customs and Revenue Agency. — 


Finally, I understand that you wish to transfer your RRIF proceeds on death to a trust 
under which your child will be the beneficiary. In this regard, it may be of interest for 
you to know that I intend to recommend that the Income Tax Act (Act) be amended to 
provide an additional option for the utilisation of proceeds of a deceased RRIF annui- 
tant. The amendment would involve the existing rollover option that allows the RRIF 


proceeds to be used to acquire an immediate life annuity under which a child, finan- 


cially dependant by reason of physical or mental infirmity on the deceased RRIF 
annuitant, is the annuitant. Specifically, the amendment would expand this option to 
allow a trust to be named as the annuitant, provided the child is the sole person | bene- 
ficially interested in payments made under the annuity to the trust. This provision 
would be comparable to the existing rollover provision that allows a trust to be 
named as the annuitant under a term annuity payable to age 18. It is anticipated that 
this amendment will be included in a he next es of = technical amend- 
ments to the Act. : 


S. 60.011(3) 


Thank you again for making me aware of your views on this matter. 


Sincerely, 
The Honourable Paul Martin, PC, M_P., Minister of Finance 


Letter from Dept. of Finance, May eds 2003: 
Dear [xxx] 


Thank you for your letter of September 6, 2002 regarding ae rules governing the 
transfer of funds from a deceased annuitant’s registered retirement. savings plan. 
(RRSP) or registered retirement income fund (RRIF) to a financially dependent child 
or grandchild. I welcome this opportunity to i sit with you again and regret 
the delay in my reply. 


As my predecessor indicated to you in his letter of Feauey, 18, 2002, it will be 
recommended that the Income Tax Act be amended .to allow a tax-deferred rollover _ 
of RRSP or RRIF proceeds to acquire an immediate life annuity under which a trust . 
is the annuitant, provided a child or grandchild who is financially dependent by rea- 
son of physical or mental infirmity on the deceased annuitant is the sole person bene- 
ficially interested in payments made under the annuity to the trust. 


This amendment is included in the package of proposed technical amendments to the 
Act that was released on December 20, 2002 (the package is available on the Finance 
Canada web site — www.fin.gc.ca). The Department is now in the process of receiv- _ 
ing public feedback on the proposed amendments. Once this process is complete and 
any necessary changes are made to the proposals, the package will be tabled in the 
House of Commons. While I cannot say with absolute certainty, I have no reason to _ 
believe that any changes to the elie amendment. mentored above would be 
contemplated. 


I would also note that the 2003 bulges proposes to increase phe level fi income used 
in determining the financial dependence of an infirm child or grandchild under the 
rules that apply to RRSP and RRIF proceeds on the death of the annuitant. These 
rules allow a financially dependent child who was dependent on the deceased annui- | 
tant by reason of physical or mental infirmity to receive a rollover of the deceased 
annuitant’s RRSP or RRJF proceeds. In recognition of the Special need for the ongo- 
ing care of financially dependent infirm children and to provide supporting parents 
with greater certainty in their estate planning, the budget proposes to increase the — 
level of income used to determine the financial dependence of an infirm child under 
these rules from $7,634 to $13,814, ctor in cae and indexed in subsequent 
years. 


Thank you again for sone me aware of your views. I trust my reply has been 
helpful in responding to your concerns on these miaiters : 


Yours very truly, 
John Manley, Minister of Finance 
Letter from Dept. of Finance, April 20, 2005: See under 14608. . 


Application: The July 16, 2010 draft legislation (Part 1— technical), §, 29. will add 
s. 60.011, applicable after 1988 and, for the purpose of applying subpara. — 
60.011(3)(b)(ii) to a taxation year that ends before 2005, a taxpayer is deemed to. 
have made the election referred to in that subpara. in respect of an amount paid to | 
acquire a qualifying trust annuity if the taxpayer claimed, in their return of income 
for that taxation year, an amount as a deduction under ‘para. 60() in eaten of the 
amount paid to acquire the qualifying trust annuity. 


Definitions [s. 60.011]: “amount”, “annuity” —248(1); “benefi icially inter- 
ested” — 248(25); “child” — 252(1); “common-law partner” — 248(1); * “estate” — 
104(1), 248(1); “grandparent” — 252(2)(d); “individual” — A8(1); “lifetime benefit 
trust” — 60.011(1); “parent” — 252(2)(a); “person”, “personal trust —- 2461), 
“qualifying trust annuity” — 60.011(2), 2481); “taxation ey ee aan / 
payer” — 248(1); “trust” — 104(1), 248(1), @). 


60.02 [Rollover to RDSP on death] — (1) Definitions — The 
definitions in this subsection apply in this section and section 146.4, 


“eligible individual’ means a child or grandchild of a deceased an- 
nuitant under a registered retirement savings plan or a registered 
retirement income fund, or of a deceased member of a registered 
pension plan, who was financially dependent on the deceased for 
support, at the time of the deceased’s death, by reason of mental or 
physical infirmity. 


Proposed Amendment — 60. 02(1 )“eligible individual” 


“eligible individual” means a child or ‘grandchild of a deceased 
annuitant under a registered retirement savings plan or registered — 
retirement income fund, or of a deceased member of a registered 
pension plan or a specified pension plan, who was financially de- 
pendent on the deceased for support, at the time of the deceased’s _ 
death, by reason of mental or physical infirmity; 

Application: The December 7, 2010 draft legislation (Sask. Pension Plan), sebace: 


4(1), will amend the definition “eligible individual” in subsec. 60.02(1) to read as — 
above, applicable to payments made after June 2011. 
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Technical Notes: Section 60.02 provides the rules that govern tax-deferred roll- 
overs. to registered disability savings plans (RDSPs) of certain amounts received 
from registered retirement savings plans (RRSP), registered retirement income funds 
(RRIF) or registered pension plan (RPP) as a consequence of the death of the RRSP 
or RRIF annuitant or the RPP member. 


Section 60,02 is amended to permit lump sum death benefits paid out of a “specified 
pension plan” (i.e. the Saskatchewan Pension Plan) to qualify for a rollover to an 
RDSP, in the same manner as rollovers from RPP death benefits. More specifically, 
the definitions “eligible individual” and “eligible proceeds” in subsection 60.02(1) 
are amended to include references to lump sum amounts received from a “specified _ 
pension plan”. See the commentary on the new definition “specified pension plan” in 
subsection 248(1). 

This amendment applies to “specified RDSP PS (as defined i in subsection 
60.02(1)) made after June 2011. 


“eligible proceeds” means an amount (other than an amount that 
was deducted under paragraph 60(1) in computing the eligible indi- 
vidual’s income) received by an eligible individual as a conse- 
quence of the death after March 3, 2010 of a parent or grandparent 
of the eligible individual that is 


(a) a refund of premiums (as defined in subsection 146(1)); 
(b) an eligible amount under subsection 146.3(6.11); or 


(c) a payment (other than a payment that is part of a series of 
periodic payments or that relates to an actuarial surplus) out of 
or under a registered pension plan. 


- Proposed Amendment — 60.02(1)“eligible 

Ce proceeds”(c) 

: (©) a payment (other than a payment that i is part of a series of 
periodic payments or that relates to an actuarial surplus) out of 
or under a registered pension plan or a specified pension plan. 

Application: The December 7, 2010 draft legislation (Sask. Pension Plan), subsec. 
4(2), will amend para. (c) of the definition “eligible proceeds” in subsec. 60.02(1) to 
read as above, applicable to payments made after June 2011. — 


Technical Notes: See under proposed amendment to “eligible individual” above. 
Related Provisions: 60.02(2) — Rollover to RDSP on death. 


“specified RDSP payment” in respect of an eligible individual 
means a payment that 


(a) is made to a registered disability savings plan under which 
the eligible individual is the beneficiary; 


(b) complies with the conditions set out in paragraphs 
146.4(4)(f) to (h); 
(c) is made after June 2011; and 


(d) has been designated in prescribed form for a taxation year by 
the holder of the plan and the eligible individual at the time that 
the payment is made. 


Related Provisions: 60.02(2) — Rollover to RDSP on death; 146.4(1)“contribu- 
tion’(d) — Specified RDSP payment generally not counted as contribution. 


“transitional eligible proceeds” of a taxpayer means 


(a) any amount (other than an amount that is eligible proceeds or 
an amount that was deducted under paragraph 60(1) in comput- 
ing the taxpayer’s income) that is received by the taxpayer as a 
consequence of the death of an individual after 2007 and before 
2011 out of or under 


(i) a registered retirement savings plan or registered retire- 
ment income fund, or 


(ii) a registered pension plan (other than an amount that is 
received as part of a series of periodic payments or that re- 
lates to an actuarial surplus); or 


(b) an amount withdrawn from the taxpayer's registered retire- 
ment savings plan or a registered retirement income fund (in this 
subsection referred to as the “RRSP withdrawal’) if 


(i) the taxpayer previously deducted an amount under para- 
graph 60(1) in respect of an amount that would be described 
by paragraph (a) if it were read without reference to “other 
than an amount that is eligible proceeds or an amount that 
was deducted under paragraph 60()) i in computing the tax- 
payer’s income” 


302 


Subdivision e — Deductions in Computing Income 


(ii) the RRSP‘ withdrawal is‘ included in computing the tax- 
payer’s income for the year of the withdrawal, ‘and 


(iii) the RRSP withdrawal does not exceed the, amount, de- 
ducted under subparagraph (i). 


Related Provisions: 60. 02(3)- (5) — Transitional rules. 


(2) Rollover to RDSP on death — There may be deducted in 
computing the income for a taxation year of a taxpayer who is an 
eligible individual an amount that 


(a) does not exceed the lesser of 


(i) the total specified RDSP, payments, made in the year or 
within 60 days after the end of the year (or within any longer 
period after the end’of the year that is acceptable to the Min- 
ister) in respect of the taxpayer; and 


(ii) the. total amount of eligible proceeds that is s included i in 
computing the taxpayer’s income in the year; and 


(b) was not deducted in computing the taxpayer’s income for a 
preceding taxation year. 


Related Provisions: 60(m) — Deductions under 60.02 allowed as deductions from 
income; 60. Lee (3) — Transitional rules. 


(3) Application of subsecs. (4) and (5) — - Subsections (4) and 
(5) do not apply unless 


(a).a taxpayer who was the annuitant under a registered retire- 
ment savings plan or a registered retirement income fund or was 
a member of a registered pension plan died after 2007 and 
before 2011; 


(b) the taxpayer was, immediately before the, taxpayer’s death, 
the parent or grandparent of an eligible individual; 


(c) transitional eligible proceeds were received from the plan or 
fund by 


(i) an eligible individual in respect of the taxpayer, 


(ii) a person who was the spouse or common- law partner of 
the taxpayer immediately before the taxpayer’s, death, or 


(iii) a person who is a, beneficiary of the taxpayer’s estate or 
who directly received transitional eligible proceeds as a con- 
sequence of the death of the taxpayer; and 


(d) the. transitional eligible proceeds were included. in computing 
the income of a person for a taxation year. 


(4) Transitional rule — There may be deducted in computing the 
income of a taxpayer described in paragraph (3)(c) for a taxation 
year an amount approved by the Minister that es not exceed the 
lesser of 


(a) the total specified RDSP payments made by the taxpayer 
before 2012, and 


(b) the amount of transitional eligible proceeds included in com- 
puting the taxpayer’s income for the year. 


Related Provisions: 60(m) — Deductions under 60.02 allowed as deductions from 
income; 60.02(3) — Conditions for 60.02(4) to apply; .60.02(6) — Limitation. 


(5) Transitional rule — deceased taxpayer — There may be 
deducted in computing the: income of a taxpayer for the taxation 
year in which the taxpayer died an amount approved by the Min- 
ister that does not exceed the lesser of 


(a) the total specified RDSP payments made before 2012 by an 
individual described in subparagraph (3)(c)(iii), and 


(b) the amount by which the total of all amounts that were in- 
cluded in computing the taxpayer’s income for the year under 
subsection 146(8.8) or 146.3(6) exceeds the total of all amounts, 
if any, that were deducted in computing the taxpayer’s income 
for the year under subsection 146(8.92) or 146.3(6.3). 


Related Provisions: 60(m) — Deductions under 60.02 allowed as deductions from 
income; 60.02(3) — Conditions for 60.02(5) to apply; 60.02(6) — Limitation: 


(6) Limitation — The total amounts that may be deducted, under 
subsections (4) and (5) in respect of transitional eligible proceeds 
received in respect of the death of a taxpayer shall not exceed the 


S. 60.021(3) 


total transitional eligible proceeds received in respect of the de- 
ceased taxpayer. 


Origin: of s. 60.02: R.S.C. 1985, c. 1 (5th Supp.). (Formerly \contained in the 
application rule in, 1990, c. 35, s. 5.) 


History: S. 60.02 amended by 2010, c. 25, s..11, Sees i after, March 3,/2010. It 
formerly, read; 


60.02 Application of subpara. 60(v)(iii) — Subparagraph 60(v)(iii) is applica- 
ble to the 1991 and subsequent taxation years. 


Definitions, [s.; 60.02]: “amount” —248(1); “beneficiary” — 248(25); “child” — 
252(1); “common-law _ partner” — 248(1);.. “consequence” — 248(8); “eligible 
amount” — 146.3(6.11); “eligible individual”, “eligible proceeds’ — 60.02(1); “es- 
tate” — 104(1), '248(1); > “financially » dependent” — 146(1:1); “orandparent” — 
252(2)(d); “individual”, “Minister” — 248(1); “parent” — 252(2)(a); “person”; “pre- 
scribed” — 248(1); “registered disability savings plan” — 146.4(1), 248(1); “registered 
pension plan” —248(1); “registered retirement income ~ fund” — 146.3(1), 248(1); 
“registered retirement savings plan” — 146(1), 248(1); “specified RDSP payment” — 
60.02(1); “specified pension plan” — 248(1), Reg. 7800; “taxation year” — 249; “tax- 


| payer” — 248(1); “transitional. eligible proceeds” — 60.02(1). 


60.021 (1) Additions to cl.-60(I)(v)(B.2) for 2008 [repayment 

to RRIF] — In determining the amount that may be deducted be- 

cause: of paragraph 60(1) in computing a taxpayer’s income for the 

2008 taxation year, clause 60(1)(v)(B.2):shall be read as follows: 
“(B.2). the: total of all amounts:each of, which is 


(I) the taxpayer’s eligible amount (within the meaning as- 
signed by subsection 146.3(6.11)) for the year in respect of 
a registered retirement income fund, 


(II) the taxpayer’s eligible RRIF withdrawal amount 
(within the meaning assigned by subsection 60.021(2)) for 
the year in respect of a registered retirement income fund, 
or 


(III) the taxpayer’s eligible variable benefit withdrawal 
amount (within the meaning. assigned. by ..subsection 
60.021(3)) for the year in respect of an account of the tax- 
payer under a money purchase provision: ofa registered 
pension plan,” 

Related Provisions: Reg. 8506(9), (10) — Parallel rule for registered pension plan. 


(2) Meaning of eligible RRIF withdrawal amount — A tax- 
payer’s eligible RRIF withdrawal amount for a taxation. year in re- 
spect of a registered retirement income fund under which the. tax- 
payer is the annuitant at the beginning of the taxation year is 


(a) except where paragraph (b) applies; the amount determined 
by the formula 


A-~B 
where 
A. is the lesser. of 


(i) the total of all amounts included, because of subsection 
146.3(5), in computing the income of the taxpayer for the 
taxation year in respect of amounts received out of or 
under the fund (other than an amount paid by direct trans- 
fer from the fund to, another fund or to a registered retire- 
ment savings, plan), and 


(ii) the amount that would, in the absence of subsection 
146.3(1.1), be the minimum amount under the fund for 
the taxation year, and ° 
B is the minimum amount under the fund for the taxation year; 
and 
(b) if the taxpayer attained 70 years of age in 2007, nil. 
Related Provisions: 257 — Formula cannot calculate to less than zero. 


(3) Meaning. of. eligible variable benefit withdrawal 
amount — A taxpayer’s eligible variable benefit withdrawal 
amount for a taxation year in respect of an account of the taxpayer 
under a money purchase provision of a registered pension plan is 
the amount determined by the formula 


A-—B-C 
where 
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A is the lesser of 


(a) the total of all amounts each of which is the amount of a 
retirement benefit (other than a retirement benefit permissi- 
ble under any of paragraphs 8506(1)(a) to (e) of the Regula- 
tions) paid from the plan in the taxation year in respect of the 
account and included, because of paragraph 56(1)(a), in com- 
puting the taxpayer’s income for the taxation year, and 


(b) the amount that would, in the absence of paragraph 
8506(7)(b) of the Regulations, be the minimum amount for 
the account for the taxation year; 


B is the minimum amount for the account for the taxation year; 
and 


C is the total of all contributions made by the taxpayer under the 
provision and designated for the purposes of subsection 
8506(10) of the Regulations. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


(4) Expressions used in this section — For the purposes of 
this section, 


(a) the term “money purchase provision” has the meaning as- 
signed by subsection 147.1(1); 


(b) the term “retirement benefit” has the meaning assigned by 
subsection 8500(1) of the Regulations; and 


(c) the minimum amount for an account of a taxpayer under a 

money purchase provision of a registered pension plan is the 

amount determined in accordance with subsection 8506(5) of the 

Regulations. 
History: S. 60.021 added by 2009, c. 2, s. 15, in force on March 12, 2009. Per 2009, c. 
2, subsec. 15(2), amounts paid by a taxpayer, to a registered retirement savings plan or 
registered retirement income fund under which the taxpayer is the annuitant, during the 
period that begins on March 2, 2009 and that ends on April 11, 2009, are deemed for 
the purpose of para. 60(1) to have been made on March 1, 2009, and not when they 
were actually made, except that the amounts so deemed shall not exceed the total of all 
amounts each of which is 

(a) the taxpayer’s eligible RRIF withdrawal amount for 2008 in respect of a regis- 

tered retirement income fund, or 


(b) the taxpayer’s eligible variable benefit withdrawal amount for 2008 in respect 
of an account of the taxpayer under a money purchase provision of a registered 
pension plan. 


Definitions [s. 60.021]: “amount” — 248(1); “eligible amount” — 146.3(6.11); “eli- 
gible RRIF withdrawal amount” — 60.021(2); “eligible variable benefit withdrawal 
amount” — 60.021(3); “minimum amount” — 60.021(4)(c), Reg. 8506(5); “money 
purchase provision” — 60.021(4)(a), 147.1(1); “registered pension plan” — 248(1); 
“registered retirement income fund” — 146.3(1), 248(1); “registered retirement savings 
plan” — 146(1), 248(1); “retirement benefit” — 60.021(4)(b), Reg. 8500(1)“retirement 
benefits”; “taxation year” — 249; “taxpayer” — 248(1). 


60.03 [Pension income splitting] — (1) Definitions — The 
following definitions apply in this section. 


“eligible pension income” has the same meaning as in subsection 
118(7). 


“joint election” in respect of a pensioner and a pension transferee 
for a taxation year means an election made jointly in prescribed 
form by the pensioner and the pension transferee and filed with the 
Minister with both the pensioner’s and the pension transferee’s re- 
turns of income for the taxation year in respect of which the elec- 
tion is made, on or before their respective filing-due dates for the 
taxation year. 

Related Provisions: 60.03(2) — Effect of election; 60.03(3) — Only one election 
per taxation year; 60.03(4) — Election invalid if false declaration 153(1.3) — Election 
cannot be reduce source withholdings; 153(2) — Source deductions deemed withheld 
on behalf of transferee; 160(1.3) — Spouses jointly liable for tax on split-pension 
amount; 220(3.201) — Extension of time to file or revoke election. 


“pensioner” for a taxation year means an individual who 
(a) receives eligible pension income in the taxation year; and 
(b) is resident in Canada, 


(i) if the individual dies in the taxation year, at the time that 
is immediately before the individual’s death, or 


Income Tax Act, Part I, Division B 


(ii) in any other case, at the end of the calendar year in which 
the taxation year ends. 


“pension income” has the meaning assigned by section 118. 
Related Provisions: 118(7), (8) — Definition of “pension income”. 


“pension transferee” for a taxation year means an individual who 
(a) is resident in Canada, 


(i) if the individual dies in the taxation year, at the time that 
is immediately before the individual’s death, or 


(ii) in any other case, at the end of the calendar year in which 
the taxation year ends; and 


(b) at any time in the taxation year is married to, or in a com- 
mon-law partnership with, a pensioner and is not, by reason of 
the breakdown of their marriage or common-law partnership, 
living separate and apart from the pensioner at the end of the 
taxation year and for a period of at least 90 days commencing in 
the taxation year. 


“qualified pension income” has the meaning assigned by section 
118. 


Related Provisions: 118(7), (8) — Definition of “qualified pension income”. 


“split-pension amount” for a taxation year is the amount elected 
by a pensioner and a pension transferee in a joint election for the 
taxation year not exceeding the amount determined by the formula 


0.5A x B/C 
where 


A is the eligible pension income of the pensioner for the taxation 
year; 

B_ is the number of months in the pensioner’s taxation year at any 
time during which the pensioner was married to, or was in a 
common-law partnership with, the pension transferee; and 


C is the number of months in the pensioner’s taxation year. 


(2) Effect of pension income split — For the purpose of sub- 
section 118(3), if a pensioner and a pension transferee have made a 
joint election in a taxation year, 


(a) the pensioner is deemed not to have received the portion of 
the pensioner’s pension income or qualified pension income, as 
the case may be, for the taxation year that is equal to the amount 
of the pensioner’s split-pension amount for that taxation year; 
and 


(b) the pension transferee is deemed to have received the split- 
pension amount 


(i) as pension income, to the extent that the split-pension 
amount was pension income to the pensioner, and 


(ii) as qualified pension income, to the extent that the split- 
pension amount was qualified pension income to. the 


pensioner. 
eens Future Amendment — Income Splitting for 
_ Caregivers of Family Members with Disabilities — se) 


The True North Strong and Free, Conservative pte election. platform 
(conservative.ca), Oct. 7, 2008: See under 118.3(2). _ 


Wy 8 ie 


Forms: T1032: Joint election to split pension income. 


(3) Limitation — A pensioner may file only one joint election for 
a particular taxation year. 


(4) False declaration — A joint election is invalid if the Minister 
establishes that a pensioner or a pension transferee has knowingly 
or under circumstances amounting to gross negligence made a false 
declaration in the joint election. 


History: S. 60.03 added by 2007, c. 29, s. 5, applicable to 2007 et seq. 


Definitions: “amount” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); 
“common-law partnership” — 248(1); “eligible pension income” — 60.03(1), 118(7); 
“filing-due date”, “individual” — 248(1); “joint election” — 60.03(1); “Minister” — 
248(1); “month” — Interpretation Act 35(1); “pension income” — 60.03(1), 118(7), 
(8); “pension transferee”, ‘pensioner’ — 60.03(1); “prescribed” — 248(1); “qualified 
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pension income” — 60.03(1), 118(7), (8); “resident in Canada” — 250; 
amount” — 60.03(1); “taxation year’. — 249. 


“split-pension 


60.1 (1) Support — For the purposes of paragraph 60(b) and sub- 
section 118(5), where an order or agreement, or any variation 
thereof, provides for the payment of an amount by a taxpayer to a 
person or for the benefit of the person, children in the person’s cus- 
tody or both the person and those children, the amount or any part 
thereof 


(a) when payable, is deemed to be payable to and receivable by 
that person; and 


(b) when paid, is deemed to have been paid to and received by 
that person.‘ 
Related Provisions: 56.1(1) — Parallel rule for recipient; 60.11 — Application to 
orders made in Ontario after May 6, 1974. 


History: Subsec. 60.1(1) amended by 1997, c.. 25; subsec. 11(1), applicable to amounts 
paid after 1996. Subsec. (1) formerly read: 


60.1 (1) Maintenance payments — Where a decree, order, judgment or written 
agreement described in paragraph 60(b) or (c), or any variation thereof, provides 
for the periodic payment of an amount by: a taxpayer 


(a) to a person who is 
(i) the taxpayer’s spouse or former spouse, or 


(ii) where the amount is paid under an order made by a competent tribu- 
nal in accordance with the laws of a province, an individual of the oppo- 
site sex who is the natural parent of a child of the taxpayer, or 


(b) for the benefit of the person, children in the custody of the person or both 
the person and those children, 


the amount or any part thereof, when paid, shall be deemed for the purposes of 

paragraphs 60(b) and (c) to have been paid to and received by that person. 
Subsec. 60.1(1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 22, applicable (by 
subsec. 22(2), as amended by 1994, c. 21, s. 135) to amounts paid under a decree, order 
or judgment made by a competent tribunal after 1992 or under a written agreement 
entered into after 1992 other than such a decree, order or judgment, or written agree- 
ment, made with respect to a marriage breakdown that occurred before 1993. Subsec. 
(1) formerly read: 


(1) Where, after May 6, 1974, a decree, order, judgment or written agreement 
described in paragraph 60(b), (c) or (c.1), or any variation thereof, has been 
made providing for the periodic payment of an amount by a taxpayer 


(a) to a person who is 
(i) the taxpayer’s spouse or former spouse, or 


(ii) where the amount is paid pursuant to an order made by a competent 
tribunal after February 10, 1988 in accordance with the laws ofa prov- 
ince, an individual of the opposite sex who 


(A) before the date of the order cohabited with the taxpayer in a 
conjugal relationship, or 


(B) is the natural parent of a child of the taxpayer, or 


(b) for the benefit of the person or children in the custody of the person, or 
both the person and those children, 


the amount or any part thereof, when paid, shall be deemed, for the purposes of 
paragraphs 60(b), (c) and (c.1), to have been paid to and received by that person. 


Selected Cases: Nistor v. R., [2004] 1 C.T.C. 2849 (TCC) (“‘Custody” extended to 
child living in university dormitory); Hinkelman vy. R., [2001] 2 C.T.C. 2180 (TCC) 
(Equitable principles applied to avoid windfall to undeserving taxpayer); Sadler v. R., 
[1997] 3 C.T.C. 2698 (TCC) (Custody and control not the same as legal control, but 
general care and custody). 


Interpretation Bulletins: IT-530R: Support payments. 


(2) Agreement — For the purposes of section 60, this section and 
subsection 118(5), the amount determined by the formula 


A-B 
where 


A is the total of all amounts each of which is an amount (other than 
an amount that is otherwise a support amount) that became pay- 
able by a taxpayer in a taxation year, under an order of a compe- 
tent tribunal or under a written agreement, in respect of an ex- 
pense (other than an expenditure in respect of a self-contained 
domestic establishment in which the taxpayer resides or an ex- 
penditure for the acquisition of tangible property that is not an 
expenditure on account of a medical or education expense or in 
respect of the acquisition, improvement or maintenance of a 


S. 60.1(2) 


self-contained domestic establishment in which the person de- 
scribed in paragraph (a) or (b) resides) incurred in the year or the 
preceding taxation year for the maintenance of a person, chil- 
dren in the person’s custody or both the person and those chil- 
dren, where the person is 


Propos ed Amendment - — 60. 1(2)A opening words 


Application: The ‘July 16, , 2010 draft Tegislation’ (Part 2 — bijuralism), s. 195, will 
amend the opening \ of lescription of A in subsec. 60.1(2) by sesh ane 
“tangible property, or for civil law corporeal beer for ¢ ‘tangible Property”, 
come into force on Royal Assent. 


Technical Notes (July 201 0): See under 1214). 


(a) the taxpayer’s spouse or common-law partner or former 
spouse or common-law partner, or 


(b) where the amount became payable under an order made 
by a competent tribunal in accordance with the laws of a 
province, an individual who is a parent of a child of whom 
the taxpayer is a legal parent, 


and 
B is the amount, if any, by which 


(a) the total of all amounts each of which is an amount in- 
cluded in the total determined for A in respect of the acquisi- 
tion or improvement of a self-contained domestic establish- 
ment in which that person resides, including any payment of 
principal or interest in respect of a loan made or indebtedness 
incurred to finance, in any manner whatever, such acquisition 
or improvement 


exceeds 


(b) the total of all amounts each of which is an amount equal 
to '/s of the original principal amount of a loan or indebted- 
ness described in paragraph (a), 


is, where the order or written agreement, as the case may be, pro- 
vides that this subsection and subsection 56.1(2) shall apply to any 
amount paid or payable thereunder, deemed to be an amount paya- 
ble by the taxpayer to that person and receivable by that person as 
an allowance on a periodic basis, and that person is deemed to have 
discretion as to the use of that amount. 


Related Provisions: 56.1(2) — Parallel rule for recipient; 
meaning of “spouse” and “former spouse”. 


History: Para. (b) of the description of A in subsec. 60.1(2) amended by 2005, c. 33, s. 
11, (3) to replace “natural parent” with “legal parent”, in force on July 20, 2005 (Royal 
Assent). 


252(3) — Extended 


Para. 60.1(2)(a) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to, 248(1)“common-law partner”. 


The portion of subsec. 60.1(2) before the formula, the description of A, and the closing 
words of subsec. (2), amended by 1997, c. 25, subsecs. 11(2)-(4), applicable to 
amounts paid after 1996. Those portions formerly read: 


(2) For the purposes of paragraphs 60(b) and (c), the amount determined by the 
formula 


A is the total of all amounts each of which is an amount (other than an amount 
to which. paragraph 60(b) or (c) otherwise applies) paid by a taxpayer in a 
taxation year, under a decree, order or judgment of a competent tribunal or 
under a written agreement, in respect of an expense (other than an expendi- 
ture in respect of a self-contained domestic establishment in which the tax- 
payer resides or an expenditure for the acquisition of tangible property that 
is not an expenditure on account of a medical or education expense or in 
respect of the acquisition, improvement or maintenance of a self-contained 
domestic establishment in which the person described in paragraph (a) or (b) 
resides) incurred in the year or the preceding taxation year for maintenance 
of a person who is 


(a) the taxpayer’s spouse or former spouse, or 


(b) where the amount is paid under an order made by a competent tribu- 
nal in accordance with the laws of a province, an individual of the oppo- 
site sex who is the natural parent of a child of the taxpayer, 


or for the maintenance of children in the person’s custody or both the person 
and those children if, at the time the expense was incurred and throughout 
the remainder of the year, the taxpayer was living separate and apart from 
that person, and 
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shall, where the decree, order, judgment or written agreement, as the case may 
be, provides that this subsection and subsection 56.1(2) shall apply to any pay- 
ment made thereunder, be deemed to be an amount paid by the taxpayer and 
received by that person as an allowance payable on a periodic basis. 


Subsec. 60.1(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 22, applicable (by 
subsec. 22(2), as amended by 1994, c. 21, s. 135) to amounts paid under a decree, order 
or judgment made by a competent tribunal after 1992 or under a written agreement 
entered into after 1992 other than such a decree, order or judgment, or written agree- 
ment, made with respect to a marriage breakdown that occurred before 1993. Subsec. 
(2) formerly read: 
(2) For the purposes of paragraphs 60(b), (c) and (c:1), the amount, if any, by 
which 
(a) the total of all amounts each of which is an amount (other than an amount 
to which paragraph 60(b), (c) or (c.1) otherwise applies) paid by a taxpayer 
in a taxation year, pursuant to a decree, order or judgment of a competent 
tribunal or pursuant to a written agreement, in respect of an expense (other 
than an expenditure in respect of a self-contained domestic establishment in 
which the taxpayer resides or an expenditure for the acquisition of tangible 
property that is not an expenditure on account of a medical or educational 
expense or in respect of the acquisition, improvement or maintenance of a 
self-contained domestic establishment in which the person described in sub- 
paragraph (i) or (ii) resides) incurred in the year or the immediately preced- 
ing taxation year for maintenance of a person who is 


(i) the taxpayer’s spouse or former spouse, or 


(ii) where the amount is paid pursuant to an order made by a competent 
tribunal after February 10, 1988 in accordance with the laws of a prov- 
ince, an individual of the opposite sex who 


(A) before the date of the order cohabited with the taxpayer in a 
conjugal relationship, or 


(B) is the natural parent of a child of the taxpayer, 


or for the maintenance of children in the person’s custody or both the person 
and those children if, at the time the expense was incurred and throughout 
the remainder of the year, the taxpayer was living apart from that person 


exceeds 
(b) the amount, if any, by which 


(i) the total of all amounts each of which is an amount included in the 
total determined under paragraph (a) in respect of the acquisition or im- 
provement of a self-contained domestic establishment in which that per- 
son resides, including any payment of principal or interest in respect of a 
loan made or indebtedness incurred to finance, in any manner whatever, 
the acquisition or improvement 


exceeds 
(ii) the total of all amounts each of which is an amount equal to '/s of the 
original principal amount of a loan or indebtedness described in subpar- 
agraph (i) 
shall, where the decree, order, judgment or written agreement, as the case may 
be, provides that this subsection and subsection 56.1(2) shall apply to any pay- 


ment made pursuant thereto, be deemed to be an amount paid by the taxpayer 
and received by that person as an allowance payable on a periodic basis. 


Selected Cases [subsec. 60.1(2)]: Veilleux v. R., [2003] 1 C.T.C. 138 (FCA) (Not 
necessary to refer to sections of the Act, provided substance contained in agreement); 
Hak v. R., {1999} 1 C.T.C. 2633 (TCC) (Failure to mention that provision should apply 
to payments not fatal to deductibility); Larsson v. Canada, [1996] 3 .C.T.C. 2430 
(TCC) (Inclusion/deduction process should be favoured in ambiguous or doubtful 
cases). 


Interpretation Bulletins: IT-530R: Support payments. 


(3) Prior payments — For the purposes of this section and sec- 
tion 60, where a written agreement or order of a competent tribunal 
made at any time in a taxation year provides that an amount paid 
before that time and in the year or the preceding taxation year is to 
be considered to have been paid and received thereunder, 


(a) the amount is deemed to have been paid thereunder; and 


(b) the agreement or order is deemed, except for the purpose of 
this subsection, to have been made on the day on which the first 
such amount was paid, except that, where the agreement or order 
is made after April 1997 and varies a child support amount pay- 
able to the recipient from the last such amount paid to the recipi- 
ent before May 1997, each varied amount of child support paid 
under the agreement or order is deemed to have been payable 
under an agreement or order the commencement day of which is 
the day on which the first payment of the varied amount is re- 
quired to be made. 
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Related Provisions: 56.1(3) — Parallel rule for recipient. 
History: Subsec. 60.1(3) amended by 1997, c. 25, subsec: 11(5), applicable to amounts 
paid after 1996. Subsec. (3) formerly read: 


(3) For the purposes of this section and section 60, where a decree, order or 
judgment of a competent tribunal or a written agreement made at any time in a 
taxation year provides that an amount paid before that time and in the year or the 
preceding taxation year is to be considered to have been paid and received there- 
under, the amount shall be deemed to have been paid thereunder. 


Subsec. 60.1(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 22, applicable (by 
subsec. 22(2) as amended by 1994, c. 21, s. 135) to amounts paid under a decree, order 
or judgment made by a competent tribunal after 1992 or under a written agreement 
entered into after 1992 other than such a decree, order or judgment, or written agree- 
ment, made with respect to a marriage breakdown that occurred before 1993. Subsec. 
(3) formerly read: 
(3) For the purposes of this section and section 60, where a decree, order or 
judgment of a competent tribunal or a written agreement made at any time in a 
taxation year provides that an amount paid before that time and in the year or the 
immediately preceding taxation year is to be considered as having been paid and 
received pursuant thereto, the following rules apply: 
(a) the amount shall be deemed to have been paid pursuant thereto; and 
(b) the person who made the payment shall be deemed to have been sepa- 
rated pursuant to a divorce, judicial separation or written separation agree- 
ment from the person’s spouse or former spouse at the time the payment was 
made and throughout the remainder of the year. 


Selected Cases [subsec. 60.1(3)]: Anstead v. R., [2005] 5 C.T.C. 73 (FCA) 
(Request for information was not waiver of provision by Minister); Foley v. R., [2000] 
4 C.T.C. 2016 (TCC) (Lawyers can bind clients if properly authorized). 


Interpretation Bulletins: IT-5S30R: Support payments. 


(4) Definitions — The definitions in subsection 56.1(4) apply in 
this section and section 60. 
History: Subsec. 60.1(4) added by 1997, c. 25, subsec. 11(6), applicable after 1996. 


Selected Cases [s. 60.1]: Ojo v. R., [2011] 1 C.T.C. 2061 (TCC) (Wife exercised 
discretion to have mortgage payments made directly. Payments were deductible by 
payor); Lariviére v. R., [1989] 1 C.T.C. 297 (FCA) (Maintenance sum payable periodi- 
cally to former spouse deductible). 

Definitions [s. 60.1]: “amount” — 248(1); “child” — 252(1); “child ‘support 


amount’, “commencement day” — 56.1(4), 60.1(4); “corporeal property” — Quebec 


Civil Code art. 899, 906; “former spouse” — 252(3); “housing unit’ — 56.1(4); “indi- 
vidual” — 248(1); “parent” — 252(2)(a); “person”, “prescribed”, “principal amount”, 
“property” — 248(1); “province” — Interpretation Act 35(1); “received” — 248(7); 
“self-contained domestic establishment” — 248(1); “spouse” — 252(3); “support 
amount” — 56.1(4), 60.1(4); “taxation year’ — 249; “taxpayer” — 248(1); “writ- 
ten” — Interpretation Act 35(1) [writing]. 


60.11 Application of subpara. 60.1(1)(a)(ii) — In the applica- 
tion of subparagraph 60.1(1)(a)(ii) in respect of amounts paid pur- 
suant to orders made after May 6, 1974 under the laws of Ontario, 
the reference in that subparagraph to “February 10, 1988” shall be 
read as a reference to “May 6, 1974”. 


Origin of s. 60.11: R.S.C. 1985, c. 1 (Sth Supp.). (Formerly in the application rule in 
1988, c. 55, s. 38.) 


Definitions: “amount” — 248(1). 


60.2 (1) Refund of undeducted past service AVCs — There 
may be deducted in computing a taxpayer’s income for a taxation 
year an amount equal to the total of 


(a) where the taxation year ends before 1991, the total of all 
amounts each of which is that portion of an amount paid to the 
taxpayer before 1991 and included by reason of subparagraph 
56(1)(a)(i) or paragraph 56(1)(h) or (t) in computing the tax- 
payer’s income for the year or a preceding taxation year that can 
reasonably be considered to be a refund of additional voluntary 
contributions made by the taxpayer before October 9, 1986 to a 
registered pension plan for the taxpayer’s benefit in respect of 
services rendered by the taxpayer before the year in which the 
contributions were made, to the extent that the contributions 
were not deducted in computing the taxpayer’s income for any 
taxation year; and 


(b) the least of 
(i) $3,500, 


(ii) the total of all amounts each of which is an amount in- 
cluded after 1986 by reason of subparagraph 56(1)(a)(i) or 
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paragraph 56(1)(d.2), (h) or (t) in computing the taxpayer’s 
income for the year; and 


(iii) the balance of the annuitized voluntary contributions of 
the taxpayer at the end of the year. 


Related Provisions: 8(1)(m) — Employee’s RRP Contnibodons. 


(2) Definition of “balance of the annuitized voluntary con- 
tributions” — For the purposes of subsection (1), “balance of the 
annuitized voluntary contributions” of a taxpayer at the end of a 
taxation year means the amount, if any, by which. 


_ (a) such part of the total of all amounts each of which is an addi- 
tional voluntary contribution. made by the taxpayer to a regis- 
tered pension plan before October 9, 1986 in respect of services 
rendered by the taxpayer before the year in which the contribu- 
tion was made, to the extent that the contribution was not de- 
ducted in computing the taxpayer’s, income. for any taxation 
year, as may reasonably be, considered as having been 


(1) used before October 9, 1986 to acquire or provide an an- 
nuity for the taxpayer’s benefit under a registered pension 
plan or registered retirement savings plan, or 


(ii) transferred before October 9, 1986 to a registered retire- 
ment income fund under which the taxpayer was the annui- 
tant (within the meaning assigned by subsection 146.3(1)) at 
the time of the transfer 


exceeds ; 
(b) the total of all amounts each. of which is 


(i) an amount deducted under paragraph (1)(b) in computing 
the taxpayer’s income for a preceding taxation year, or 


(ii) an amount deducted under paragraph (1)(a) in computing 
the taxpayer’s income for the year or a preceding taxation 
year, to the extent that the amount can reasonably be consid- 
ered to be in respect of a refund of additional voluntary con- 
tributions included in spite ke the total under paragraph 
(a). 
Definitions [s. 60.2]: “additional voluntary contribution”, “amount”, “annuity” — 
248(1); “balance” — 60.2(2); “registered pension plan” — 248(1); “registered retire- 
ment income’ fund” — 146.3(1), 248(1); “registered retirement savings plan’? — 
146(1), 248(1);, “taxation year” — 249; “taxpayer” — 248(1). 


29 6. 


61. (1) Payment made as_ consideration for income- 
averaging annuity — In computing the income for a taxation 
year of an individual resident:in Canada, there may be deducted an 
amount equal to the lesser of 


(a) such amount as the individual may claim, not exceeding the 
total of amounts’ each of which is‘a single payment 


(i) made by the individual in the year or within 60 days after 
the end of the year as consideration for an income- averaging 
annuity contract of the individual, and 


(ii) in respect of which no amount has been deducted in com- 
puting the individual’s income for the immediately preceding 
taxation year, and 


(b) the amount, if any, by which the total of 


(i) the remainder obtained when the total of the amounts de- 
ductible in computing the individual’s income for the year by 
reason. of paragraphs 60(j) and. (1) of this. Act and. paragraph 
60(k) of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, is deducted from the total of amounts 
described in subsection (2) in respect of the individual for the 
year, 

(ii) the amount, if any, by which the amount determined 
under paragraph 3(b) in respect of the individual for the year 
exceeds the total of amounts each of which is an allowable 
business investment loss of the individual for the year, 

(iii) the individual’s income for the year from the, production 
of a literary, dramatic, musical or artistic, work, 


6i.e., s. 64 of R.S.C. 1952, c.-148, as amended. 


S. 61(2)(e) 


(iv) the individual’s income for the year from: the indivi- 
dual’s activities as an athlete, a musician or a public ‘enter- 
tainer such as a theatre, motion picture, radio or television 
artist, and 


(iv.1) the amount, if any, by which the amount included in 
computing the income of the individual for the year by virtue 
of section 59 exceeds the total of amounts deducted in com- 
puting the individual’s income for, the, year under. sections 
64°, 66, 66.1, 66.2 and 66.4 and under section 29 of the Jn- 
come Tax Application Rules, 


exceeds 


(v) the total of amounts each of which is the annual annuity 
amount of the individual in respect of an income-averaging 
annuity contract in respect of the consideration for which any 
amount has: been deducted under this subsection in comput- 
ing the individual’s income for the year. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(2) Idem — For the. purposes. of subsection (1), an amount de- 
scribed in this subsection in respect of an individual for a taxation 
year is any. following amount: 


(a) any single payment received by the individual in'the year 
(i) out of or under a superannuation or pension fund or plan 


(A) on the death, withdrawal or retirement from.employ- 
ment of an employee or former employee, 


(B) on the winding-up of the fund or plan in full satisfac- 
tion of all rights of the payee in or under the fund or plan, 
or 


(C) to which the payee is entitled by virtue of an amend- 
ment to the plan although the payee continues to be an 
employee to whom the plan is applicable, 


(ii) on retirement as an employee in recognition of long ser- 
vice and not made out of or under a superannuation fund or 
plan, 


(iii) pursuant to an employees profit sharing plan in full satis- 
faction of all the individual’s rights in or under the plan, to 
the extent that the amount thereof is required to be included 
in computing the individual’s income for the year in which 
the payment was received, or 


(iv) pursuant to a deferred profit sharing plan on the death, 
withdrawal or retirement from employment of an'employee 
or former employee, to the extent that the amount thereof is 
required to be included in computing the individual’s income 
for the year; 


(b) a payment or payments made by an employer to the indivi- 
dual as an employee or former employee on or after retirement 
in respect of loss of office or employment, if made in the year of 
retirement or within one year after that year; 


(c) a payment or payments paid to the individual as a death ben- 
efit, if paid in the year of death or within one year after that 
year; 


(d) any amount included in computing the individual’s income 
for the year by virtue of subsection 146(8), to the extent that the 
amount is a refund of premiums, as defined by section 146, 
under a registered retirement savings plan received by the indi- 
vidual under the plan on or after the death of the person who 
was, immediately before the person’s death, the annuitant 
thereunder; 


(e) any amount included in computing the individual’s income 
for the year by virtue of section 13, 14 or 23, subsection 28(4) or 
(5) or paragraph 106(2)(a) of this Act or subparagraph 
56(1)(a)(viil) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952; 
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(f) any amount deemed by section 7 to be a benefit received by 
the individual in the year by virtue of the individual’s 
employment; 

(g) the amount, if any, by which any amount received by the 
individual in the year as or on account of a prize for achieve- 
ment in a field of endeavour ordinarily carried on by the indivi- 
dual exceeds $500; 


(h) any amount included in computing the individual’s income 
for the year by virtue of subsection 146.2(6) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952; 


(i) a payment made in the year to an individual by virtue of para- 
graph 51(2)(b) of the Judges Act; 


(j) except where the individual claimed a deduction under para- 
graph 23(3)(a) of the Income Tax Application Rules in comput- 
ing the individual’s income for the year, any amount included in 
computing that income by virtue of paragraph 23(3)(c) of that 
Act; and 


(k) where the individual ceased to be a member of a partnership 
in the year or the preceding year and paragraph 34(a) applied in 
computing the individual’s income therefrom in the preceding 
year, the amount included in the individual’s income for the year 
by virtue of paragraph 3(a) to the extent that, having regard to 
all the circumstances including the proportion in which the 
members of the partnership have agreed to share the profits of 
the partnership, it can reasonably be considered to be in respect 
of the individual’s share of the work in progress of the partner- 
ship at the time the individual ceased to be a member thereof, if, 
during the remainder of the year in which the individual ceased 
to be a member and in the following year, the individual did not 


(1) become employed in the business that had been carried on 
by the partnership, 


(ii) carry on a business that is a profession, or 


(111) become a member of a partnership that carries on a busi- 
ness that is a profession. 


Related Provisions: 128.1(10)“excluded right or interest”(f)(ii) — Emigration — no 
deemed disposition of right to IAAC. 


.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
(3) [Repealed under former Act] 
(4) Definitions — In this section, 


“annual annuity amount” of an individual in respect of an in- 
come-averaging annuity contract means the total of the equal pay- 
ments described in paragraph (c) of the definition “income-averag- 
ing annuity contract” in this subsection that, under the contract, are 
receivable by the individual in the twelve month period commenc- 
ing on the day that the first such payment under the contract be- 
comes receivable by the individual; 


“iIncome-averaging annuity contract’ of an individual means a 
contract between the individual and a person licensed or otherwise 
authorized under the laws of Canada or a province to carry on in 
Canada an annuities business or a corporation licensed or otherwise 
authorized under the laws of Canada or a province to carry on in 
Canada the business of offering to the public its services as trustee, 
under which 


(a) in consideration of a qualifying payment as consideration 
under the contract, that person agrees to pay to the individual, 
commencing at a time not later than 10 months after the indivi- 
dual has made the qualifying payment, 


(i) an annuity to the individual for the individual’s life, with 
or without a guaranteed term not exceeding the number of 
years that is the lesser of 

(A) 15, and 


(B) 85 minus the age of the individual at the time the an- 
nuity payments commence, or 


(ii) an annuity to the individual for a guaranteed term de- 
scribed in subparagraph (i), or 
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(b) in consideration of a single payment in respect of the indivi- 
dual’s 1981 taxation year, other than a qualifying payment, 
made by the individual as consideration under the contract, that 
person makes all payments provided for under the contract to the 
individual before 1983 


and under which no payments are provided except the single pay- 
ment by the individual and, 


(c) in respect of a contract referred to in paragraph (a), equal 
annuity payments that are to be made annually or at more fre- 
quent periodic intervals, or 


(d) in respect of a contract referred to in paragraph (b), payments 
described therein to the individual; 


Related Provisions: 128.1(10) “excluded right or interest’’(f)(ii) — Emigration — no 
deemed disposition of right to IAAC. 


“qualifying payment” means a single payment made before No- 
vember 13, 1981 (or made on or after November 13, 1981 pursuant 
to an agreement in writing entered into before that date to make 
such a payment in respect of the individual’s 1981 taxation year, or 
pursuant to an arrangement in writing made before that date to have 
funds withheld before 1982 from any of the individual’s remunera- 
tion described in paragraph (1)(b) earned or received before No- 
vember 13, 1981 and paid by or on behalf of the individual). 


Selected Cases [subsec. 61(4)]: Huet v. Canada, [1995] 1 C.T.C. 367 (FCTD) 
(Retroactive legislation not unconstitutional). 

Definitions [s. 61]: “amount”, “annuity”, “business” — 248(1); “Canada” — 255; 
“corporation” — 248(1), Interpretation Act 35(1); “death benefit” — 248(1); “deferred 
profit sharing plan” — 147(1), 248(1); “employee” — 248(1); “employees profit shar- 
ing plan” — 144(1), 248(1); “employment”, “individual”, “office”, “person” — 248(1); 
“province” — Interpretation Act 35(1); “radio” — Interpretation Act 35(1); “registered 
retirement savings plan” — 146(1), 248(1); “resident in Canada” — 250; “taxation 
year’ — 249; “taxpayer” — 248(1); “writing” — Interpretation Act 35(1). 


61.1 (1) Where income-averaging annuity contract ceases 
to be such — Where a contract that was at any time an income- 
averaging annuity contract of an individual has, at a subsequent 
time, ceased to be an income-averaging annuity contract otherwise 
than by virtue of the surrender, cancellation, redemption, sale or the 
disposition thereof, the individual shall be deemed to have received 
at that subsequent time as proceeds of the disposition of an income- 
averaging annuity contract an amount equal to the fair market value 
of the contract at that subsequent time and to have acquired the con- 
tract, as another contract not being an income-averaging annuity 
contract, immediately thereafter at a cost to the individual equal to 
that fair market value. 


Related Provisions: 56(1)(f) — Disposition of income-averaging annuity contracts; 
61 — IAAC; 212(1)(n) — Withholding tax on payment to non-resident. 


(2) Where annuitant dies and payments continued — 
Where an individual who was an annuitant under an income-aver- 
aging annuity contract has died and payments are subsequently 
made under that contract, the payments shall be deemed to be pay- 
ments under an income-averaging annuity contract. 

Interpretation Bulletins [subsec. 61.1(2)]: IT-212R3: Income of deceased per- 
sons — rights or things. 

Definitions [s. 61.1]: “income-averaging annuity contract” — 61(4), 248(1); “indivi- 
dual” — 248(1). 


61.2 Reserve for debt forgiveness for resident individu- 
als — There may be deducted in computing the income for a taxa- 
tion year of an individual (other than a trust) resident in Canada 
throughout the year such amount as the individual claims not ex- 
ceeding the amount determined by the formula 


A +B -—0.2(C — $40,000) 
where 
A is the amount, if any, by which 


(a) the total of all amounts each of which is an amount that, 
because of the application of section 80 to an obligation pay- 
able by the individual (or a partnership of which the indivi- 
dual was a member) was included under subsection 80(13) in 
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computing the income of the individual for the year or the 
income of the partnership for a fiscal period that ends in the 
year (to the extent that, where the amount was included in 
computing income of a partnership, it relates to the indivi- 
dual’s share’ of that cig 


exceeds 


(b) the total of all amounts deducted because of paragraph 
80(15)(a) in computing the individual’s income for the year, 


B_ is the amount, if any, included: under section 56.2 in. computing 
the individual’s income for the year, and 


C. is the greater of $40,000 and. the individual’s income for the 
year, determined without reference to this section, paragraph 
20(1)(ww), section 56.2, paragraph 60(w), subsection 80(13) 
and paragraph 80(15)(a). 

Related Provisions: 56.2 — Inclusion into income in following year; 61.3, 61.4 — 

Alternative deductions for corporations, non-residents and trusts; 80(16) — Designa- 

tion by CRA to reduce reserve under 61.2; 114(a) — No deduction under 61.2 for part- 

year residents; 257 — Formula cannot calculate to less than zero. 


History: The description of C ins. 61.2 amended by 2000, 'c. 19, 's. 8, applicable to 
2000:et seg. It formerly read: 


Cis the greater of $40,000 and the individual’s income for the year, deter- 

mined without reference to this section, section 56.2, paragraph 60(w), sub- 
section 80(13) and paragraph 80(15)(a). 

S. 61.2 added by 1995, c. 21, s. 20, applicable to taxation years that end after February 

21, 1994. * 

Definitions [s. 61.2]: “amount” — 248(1); “fiscal period’ — 249(2)(b), 249.1; “indi- 

vidual” — 248(1); “resident in Canada” — 250; “taxation year” — 249; “trust” — 

104(1), 248(1), (3). 


61.3 (1) Deduction for insolvency with respect to resident 
corporations — There shall be deducted in computing the in- 
come for a taxation year, of a corporation resident in Canada 
throughout the year that is not exempt from tax under this. Part on 
its taxable income, the lesser of 


(a) the amount, if any, by which 


(i) the total of all amounts each of which is an amount that, 
because of the application of section 80 to a commercial obli- 
gation (in this section having the meaning assigned by sub- 
section 80(1)) issued by the corporation (or a partnership of 
which the corporation was a member) was included under 
subsection 80(13) in computing the income of the corpora- 
tion for the year or the income of the partnership for a fiscal 
period. that ends in the year (to the extent that the amount, 
where it was included in computing income of a partnership, 
relates to the corporation’s share of that income) 


exceeds 


(ii) the total of all amounts deducted because of paragraph 
80(15)(a): in computing the corporation’s income for. the 
year, and 


(b) the amount determined by the formula 


A~2(B-—C'=D=£) 
where 


A is the amount determined under paragraph (a) in respect of 
the corporation for the year, 


B. is the total of 


(i) the fair market value of the assets of the corporation at 
the end of the year, 


(ii) the amounts paid before the end of the year on ac- 
count of the corporation’s tax payable under. this Part or 
any of Parts 1.3, I, VI. and XIV for the year or on account 
of a similar tax payable for the year under an Act of a 
province, and 


(iii) all amounts paid by the corporation in the 12-month 
period preceding the end of the year to a person with 
whom the corporation does not deal at arm’s length 


(A) as a dividend (other than a stock dividend), 


S. 61.3(1)(b) 


(B) on a reduction of paid-up capital in respect of any 
class of shares of its capital stock, 


(C) on a redemption, acquisition or cancellation of its 
shares, or 


(D) as a distribution or appropriation in any manner 
whatever to or for the benefit of the shareholders of 
any class of its capital stock, to the extent that the dis- 
tribution or appropriation cannot reasonably be con- 
sidered to have resulted in a reduction in the:amount 
otherwise determined for Cin respect of the corpora- 
tion for the year, 


C.. is the total liabilities of the corporation at the end of the year 
(determined without reference to the corporation’s liabilities 
for tax payable under this Part or any of Parts I.3, I,’ VI and 
XIV for the year or for a similar tax payable for the year 
under an Act of a province) and, for this purpose, 


(i) the equity and consolidation methods of accounting 
shall not be used, and 


(ii) subject to subparagraph (i) and except as otherwise 
provided in this description, the total liabilities of the cor- 
poration shall 


(A) where the corporation ‘is not an insurance corpora- 
tion,or,a bank to which.clause.(B). or.(C).applies. and 
the balance sheet as of the end of the year, was presen- 
ted to the shareholders of the corporation and was pre- 
pared in accordance with generally accepted account- 
ing principles, be considered to be the total liabilities 
shown on fig balance ivnas 


eprnorations a hans! credit union or a ers for Case oorponston or a a bank”, t 
come into fone, on Ades to be fixed APY, the hee in a Connelly 


aie of Cc a paragraph | 61. 300) | is Daal wh that ne a liabilities of 2 a federal 
dit ul ion a is required to report to the Office of the Superintendent of Financial 


accepted By the Gu BBHABS dat This ame dient i is consequential to the amendments 
to the Bank Act that will create a legislative framework for federal credit unions and, 
like the Bank Act amendments, will apply on the day or days to be fixed by. order of the 
Governor in Council. For more information about federal credit unions, see the com- 
mentary. to the new. definition “federal credit union” in subsection 248(1). © 


(B) where the corporation is a bank or an insurance 
corporation that is required to report to the Superinten- 
dent of Financial Institutions and the balance sheet as 
of the end of the year was accepted by the Superinten- 
dent, be considered to be the total liabilities shown on 
that balance sheet, 


Proposed Amendment — — 61 .3(1 )(b)C(ii)(B) 


Application: S.C. 2010, c. 12 (Bill C-9, Royal Assent nig 12; 2010), s. 2108, will 
amend cl. (i)(B) 1 in the description of Cin pare. 61.3(1)(b) to substitute “bank, a fed- 
eral credit union or an insurance corporation” for “bank or an insurance corporation”, 
to come into force on a day to be fixed by the Governor in Council. 


Technical Notes: See under 61.3(1)(b)CGI)(A).. 


(C) where the corporation is an insurance corporation 
that is required to report to the superintendent of insur- 
ance or other similar officer or.authority of, the prov- 
ince under whose laws the corporation is incorporated 
and the balance sheet as of the end of the year was 
accepted by that officer or authority, be considered to 
be the total liabilities shown on that balance sheet, and 


(D) in any other case, be considered to be the amount 
that would be shown as total liabilities of the corpora- 
tion at the end of the year on a balance sheet prepared 
in accordance with generally pemnIGS accounting 
principles, 
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D is the total of all amounts each of which is the principal 
amount at the end of the year of a distress preferred share 
(within the meaning assigned by subsection 80(1)) issued by 
the corporation, and 


E is 50% of the amount, if any, by which 


(i) the amount that would be the corporation’s income for 
the year if that amount were determined without reference 
to this section and section 61.4 


exceeds 


(ii) the amount determined under paragraph (a) in respect 

of the corporation for the year. 
Related Provisions: 37(1)(f.1) — Reduction in claim allowed for R&D expendi- 
tures; 61.2 — Reserve for individuals; 61.3(3) — Anti-avoidance; 61.4 — Additional 
reserve; 80(16) — Designation by CRA to reduce reserve under 61.3; 80.01(8), (9) — 
Deemed settlement on debt parking or debt becoming statute-barred; 80.04(4)G) — 
Agreement to transfer forgiven amount; 87(2)(1.21) — Amalgamations — continuing 
corporation; 257 — Formula cannot calculate to less than zero. 


History: The description of E in para. 61.3(1)(b) amended by 1998, c. 19, subsec. 
101(1), applicable to taxation years that end after February 21, 1994. That description 
formerly read: 


Eis 50% of the amount, if any, by which the amount that would be the corpo- 
ration’s income for the year if that amount were determined without refer- 
ence to this section, section 61.4 and subsection 80(17) exceeds the amount 
determined under paragraph (a) in respect of the corporation for the year. 


(2) Reserve for insolvency with respect to non-resident 
corporations — There shall be deducted in computing the in- 
come for a taxation year of a corporation that is non-resident at any 
time in the year, the lesser of 


(a) the amount, if any, by which 


(i) the total of all amounts each of which is an amount that, 
because of the application of section 80 to a commercial obli- 
gation issued by the corporation (or a partnership of which 
the corporation was a member) was included under subsec- 
tion 80(13) in computing the corporation’s taxable income or 
taxable income earned in Canada for the year or the income 
of the partnership for a fiscal period that ends in the year (to 
the extent that, where the amount was included in computing 
income of a partnership, it relates to the corporation’s share 
of the partnership’s income added in computing the corpora- 
tion’s taxable income or taxable income earned in Canada for 
the year) 


exceeds 


(ii) the total of all amounts deducted because of paragraph 
80(15)(a) in computing the corporation’s taxable income or 
taxable income earned in Canada for the year, and 


(b) the amount determined by the formula 


A-—2(B-C-—D-E) 
where 


A is the amount determined under paragraph (a) in respect of 
the corporation for the year, 


Bis the total of 


(i) the fair market value of the assets of the corporation at 
the end of the year, 


(ii) the amounts paid before the end of the year on ac- 
count of the corporation’s tax payable under this Part or 
any of Parts I.3, Il, VI and XIV for the year or on account 
of a similar tax payable for the year under an Act of a 
province, and 


(iii) all amounts paid in the 12-month period preceding 
the end of the year by the corporation to a person with 
whom the corporation does not deal at arm’s length 

(A) as a dividend (other than a stock dividend), 


(B) on a reduction of paid-up capital in respect of any 
class of shares of its capital stock, 


(C) on a redemption, acquisition or cancellation of its 
shares, or 


Income Tax Act, Part I, Division B 


(D) as a distribution or appropriation in any manner 
whatever to or for the benefit of the shareholders of 
any class of its capital stock, to the extent that the dis- 
tribution or appropriation cannot reasonably be con- 
sidered to have resulted in a reduction of the amount 
otherwise determined for C in respect of the corpora- 
tion for the year, 


C is the total liabilities of the corporation at the end of the year 
(determined without reference to the corporation’s liabilities 
for tax payable under this Part or any of Parts I.3, II, VI and 
XIV for the year or for a similar tax payable for the year 
under an Act of a province), determined in the manner de- 
scribed in the description of C in paragraph (1)(b), 


D is the total of all amounts each of which is the principal 
amount at the end of the year of a distress preferred share 
(within the meaning assigned by subsection 80(1)) issued by 
the corporation, and 


E is 50% of the amount, if any, by which 


(i) the amount that would be the corporation’s taxable in- 
come or taxable income earned in Canada for the year if 
that amount were determined without reference to this 
section and section 61.4 


exceeds 


(ii) the amount determined under paragraph (a) in respect 
of the corporation for the year. 
Related Provisions: 37(1)(f.1) — Reduction in claim allowed for R&D expendi- 
tures; 61.3(3) — Anti-avoidance; 61.4 — Additional reserve; 80(16) — Designation by 
CRA to reduce reserve under 61.3; 80.01(8), (9) — Deemed settlernent on debt parking 
or debt becoming statute-barred; 80.04(4)4) — Agreement to transfer forgiven amount; 
87(2)(1.21) — Amalgamations — continuing corporation; 257 — Formula cannot cal- 
culate to less than zero. 
History: The description of E in para. 61.3(2)(b) amended by 1998, c. 19, subsec. 
101(2), applicable to taxation years that end after February 21, 1994: That vcd ie 
formerly read: 
Eis 50% of the amount, if any, by which the amount that would be the corpo- 
ration’s taxable income or taxable income earned in Canada for the year if 
that amount were determined without reference to this section, section 61.4 
and subsection 80(17) exceeds the amount determined under paragraph (a) 
in respect of the corporation for the year. 


(3) Anti-avoidance — Subsections (1) and (2) do not apply to a 
corporation for a taxation year where property was transferred in 
the 12-month period preceding the end of the year or the corpora- 
tion became indebted in that period and it can reasonably be consid- 
ered that one of the reasons for the transfer or the indebtedness was 
to increase the amount that the corporation would, but for this sub- 
section, be entitled to deduct under subsection (1) or (2). 

Related Provisions: 160.4 — Joint liability of transferee where property transferred 
so that 61.3(3) applies. 

History: S. 61.3 added by 1995, c. 21, s. 20, applicable to taxation years that end after 
February 21, 1994. 

Definitions [s. 61.3]: “Act” — Interpretation Act 35(1); “amount” — 248(1); “arm’s 
length” — 251(1); “bank” — 248(1); “class of shares” — 248(6); “commercial obliga- 
tion” — 61.3(1)(a)(i), 80(1); “corporation” — 248(1), Interpretation Act 35(1); “dis- 
tress preferred share” — 80(1); “dividend” — 248(1); “federal credit union” — 248(1); 
“fiscal period” — 249(2)(b), 249.1; “insurance corporation”, “non-resident” — 248(1); 
“officer” — 248(1)“office’; “paid-up capital’ — 89(1), 248(1); “principal amount”, 
“property” — 248(1); “province” — Interpretation Act 35(1); “resident in Canada” — 
250; “share”, “shareholder”, “stock dividend” — 248(1); “taxable income” — 2(2), 
248(1); “taxable income earned in Canada” — 115(1), 248(1); “taxation year” — 249. 


61.4 Reserve for debt forgiveness for corporations and 
others — There may be deducted as a reserve in computing the 
income for a taxation year of a taxpayer that is a corporation or trust 
resident in Canada throughout the year or a non-resident person 
who carried on business through a fixed placed of business in Can- 
ada at the end of the year such amount as the taxpayer claims not 
exceeding the least of 


(a) the amount determined by the formula 
A-B 
where 
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A is the amount, if any, by which 


(i) the total of all amounts each of which is an amount | 


that, because of the application of section 80 to a com- 
mercial obligation (within the meaning assigned by sub- 
section 80(1)) issued by the taxpayer (or a partnership of 
which the taxpayer was a member) was included under 
subsection 80(13) in computing the income: of the tax- 
payer for the! year:or a preceding taxation year or of the 
partnership for a fiscal period that ends in that year or 
preceding year (to the extent that, where the amount was 
included in computing income of a partnership, it relates 
to the taxpayer’s share of that income) 


exceeds the total of 


(ii) all amounts each of which is an amount deducted 
under paragraph 80(15)(a) in computing the taxpayer’s 
income for the year or a preceding taxation year, and 


(iii) all amounts deducted under section 61.3 in comput- 
ing the taxpayer’s income for the year or a preceding tax- 
“ation year, and 


B is the amount, if any, by which the amount determined for A 
in respect of the taxpayer for the year exceeds the total of 


(i) the amount that would be determined for A.in respect 
of the taxpayer for the year if that value did not take into 
account amounts included or deducted in computing the 
taxpayer’s income for ‘any preceding taxation year, and 


(ii) the amount, if any, included under section 56.3 in 
computing the taxpayer’s income for the year, 


(b) the total of 


(i) “/s of the amount that would be determined for A in para- 
graph (a) in respect of the taxpayer for the year if that value 
did not take into account amounts included’ or deducted in 
computing the taxpayer’s income for any preceding taxation 
year, 


(ii) */s of the amount that would be determined for A in para- 
graph (a) in respect of the taxpayer for the year if that value 
did not take into account amounts included or deducted in 
computing the taxpayer’s income for the year or any preced- 
ing taxation year (other than the last preceding taxation year), 


(iii) 7/s of the amount that would be determined for A in para- 
graph (a) in respect of the taxpayer for the year if that value 
did not take into account amounts included. or deducted in 
computing the taxpayer’s income for the year or any preced- 
ing taxation year (other than the second last preceding taxa- 
tion year), and 


(iv) '/s of the amount that would be determined for A in para- 
graph (a).in respect of the taxpayer for the year if that value 
did not take into account amounts included or deducted in 
computing the taxpayer’s income for the year or any preced- 
ing taxation year (other than the third last preceding taxation 
year), and 


(c) where the taxpayer is a corporation that commences to wind 
up in the year (otherwise than in circumstances to which the 
rules in subsection 88(1) apply), ‘nil. 


Related Provisions: 56,3 — Inclusion into income in following year; 61.2 — Re- 
serve for resident individuals; 61.3 — Additional reserve for insolvent corporation; 
80.04(4)(j) — Agreement to transfer forgiven amount; 87(2)(g), (h.1) — Amalgama- 
tions — carryover of reserve; 250(6.1) — Trust that ceases to exist deemed resident 
throughout year. 


History: S. 61.4 added by 1995, c. 21, s. 20, applicable to taxation years that end after 
February 21, 1994. 


Definitions [s. 61.4]: “amount”, “business” — 248(1); “carrying on business in Can- 
ada” — 253; “corporation” — 248(1), Interpretation Act 35(1); “fiscal period” — 
249(2)(b), 249.1; “non-resident” — 248(1); “resident in Canada” —.94(3)(a)(viii), 250; 
“taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 


62. (1) Moving expenses — There may be deducted in comput- 
ing a taxpayer’s income for a taxation year amounts paid by. the 
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taxpayer as or on account of moving expenses incurred in respect of 
an eligible relocation, to the extent that 


(a) they were not paid on the taxpayer’s behalf in respect of, in 
the course of) or because ‘of, the taxpayer’s office or 
employment; 


(b) they were not deductible because of this section in comput- 
ing the taxpayer’s income for the preceding taxation year; 


(c) the total of those amounts does not exceed 


(i) in any case described in subparagraph (a)(i) of the defini- 
tion “eligible relocation” in subsection 248(1), the total of all 
amounts, each of which is an amount included in computing 
the taxpayer’s income for the taxation year from the tax- 
payer’s employment at a new work location or from carrying 
on the business at the new work location, or because of sub- 
paragraph 56(1)(r)(v) in ‘respect of the taxpayer’s employ- 
ment at the new work location, and 


(ii) in any case described in subparagraph (a)(ii) of the defi- 
nition “eligible relocation” in subsection 248(1), the total of 
amounts included in computing the taxpayer’s income for the 
year because of paragraphs 56(1)(n) and (0); and 


(d) all reimbursements and allowances received by the taxpayer 
in respect of those expenses are included in computing the tax- 
payer’s income. 

Related Provisions: 4(2) — Deductions under s. 62 not applicable to any particular 


source; 64.1 — Individuals absent from Canada; 115(2)(f) — Deduction for non-resi- 
dent; 118.2@)(1.5) — Medical expense credit for moving expenses. 


History: Subpara. 62(1)(c)(i) amended by 2009, c: 2, s. 16, applicable to 2008 et seq. 
The subpara. formerly read: 


(i) in any case described in subparagraph (a)(i) of the definition “eligible reloca- 
tion” in subsection 248(1), the taxpayer’s income for the year from the tax- 
payer's employment at a new work location or from carrying on the business at 
the new work location, as the case may be, and 


Subsec, 62(1) amended by 1999, c. 22, subsec. 17(1), applicable after 1997. The sub- 
sec. formerly read: 


62. (1) Where a taxpayer has, at any time, commenced 


(a) to carry on a business or to be employed at a location in Canada (in this 
subsection referred to as “the new work location’’), or 


(b) to be a student in full-time attendance at an educational institution, (in 
this subsection referred to as “the new work location”) that is a university, 
college or other educational institution providing courses at a post-secondary 
school level, 


and by reason thereof has moved from the residence in Canada at which, before 
the move, the taxpayer ordinarily resided (in this section referred to as “the old 
residence”) to a residence in Canada at which, after the move, the taxpayer ordi- 

», narily. resided (in, this section referred to as “the new residence’’), so that the 
distance between the old residence and the new work location is not less than 40 
kilometres greater than the distance between the new residence and the new 
work location, in computing the taxpayer’s income for the taxation year in which 
the taxpayer moved from the old residence to the new residence or for the imme- 
diately following taxation year, there may be deducted amounts paid by the tax- 
payer as or on account of moving expenses incurred in the course of moving 
from the old residence to the new residence, to the extent that 


(c) they were not paid on the taxpayer’s behalf by the taxpayer’s employer, 


(d). they were not deductible by virtue of this section in computing the tax- 
payer’s income for the preceding taxation year, 


(e) they would not, but for this section, be deductible in computing the tax- 
payer’s income, 


(f) the total of those amounts does not exceed 


(i) in any case described in paragraph (a), the taxpayer’s income for the 
year from the taxpayer’s employment at the new work location or from 
carrying on the new business at the new work location, as the case may 
be, or 


(ii) in any case described in paragraph (b), the total of amounts required 
to be included in computing the taxpayer’s income for the year by virtue 
of paragraphs 56(1)(n) and (0), and 


(g) any reimbursement or allowance received by the taxpayer in respect of 
those expenses is included in computing the taxpayer’s income. 


Selected Cases [subsec. 62(1)]: Lund v. R., [2010] 5 C.T.C. 2062 (TCC) (Test to 
determine “eligible relocation” based on distance, not least amount of time to drive); 
Gelinas v. R., [2009] 4 C.T.C. 2232 (TCC) (Full-time employment was a new job when 
changed from part-time employment); Grill v. R., [2009] 4 C.T.C.'2013 (TCC) (Must 
be new work location as well as new residence); Nagy v. R., [2007] 5 C.T.C. 2642 
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(TCC) (Artificial route selected by Minister rejected); Beaudoin y. R., [2005] 1.C.T.C. 
2821 (TCC) (Moving expenses deducted five years after move to new location); 
Moodie v. R., [2004] 4 C.T.C. 2329 (TCC) (Deduction no longer restricted to year of 
move); James v. R., [2003] 3 C.T.C. 247 (FCA) (Moving expenses not deductible 
where only dividend income received); McLaren v. R., (2000] 2 C.T.C. 2633 (TCC) 
(Expenses must be consequence of change of employment, not in anticipation of 
change); Loukine v. R., [1998] 3 C.T.C. 2258 (TCC) (Absent means more than simply 
not being present in a place); Giannakopoulos v. MNR, [1995] 2 C.T.C. 316 (FCA) 
(Distance to be measured along shortest normal route, not straight line); Glaubitz v. 
Canada, {1994] 2 C.T.C. 2448 (TCC) (Deduction disallowed where expenses not in- 
curred for pupose of commencing work at new work location); Schultz v. R., [1988] 2 
C.T.C. 293 (FCTD) (Moving expenses deductible when incurred due to loss of employ- 
ment or to initiate new business); Midyette v.’R., [1985] 2 C.T.C. 362 (FCTD) (Teacher 
taxpayer on one-year fellowship abroad; moving expenses not deductible); Rath v. R., 
[1982] C.T.C. 207 (FCA) (Deduction disallowed when payment for loss and replace- 
ment costs of goods not moving expenses); Storrow v. R., [1978] C.T.C. 792 (FCTD) 
(Costs incurred in connection with acquisition of new residence not moving expenses). 


Interpretation Bulletins: See list at end of s. 62. 
1.T. Technical News: 6 (road distance to be used instead of “as the crow flies”). 


Forms: T1I-M: Moving expenses deduction. 


(2) Moving expenses of students — There may be deducted in 
computing a taxpayer’s income for a taxation year the amount, if 
any, that the taxpayer would be entitled to deduct under subsection 
(1) if the definition “eligible relocation” in subsection 248(1) were 
read without reference to subparagraph (a)(i) of that definition and 
if the word “both” in paragraph (b) of that definition were read as 
“either or both”. 


Related Provisions: 64.1 — Individuals absent from Canada; 115(2) — Non-resi- 
dent’s taxable income earned in Canada. 


History: Subsec. 62(2) amended by 1999, c. 22, subsec. 17(1), applicable after 1997. 
The subsec. formerly read: 


(2) Application of subsec. (1) to certain students — Where a taxpayer would, 
if subsection (1) were read without reference to paragraph (a) thereof and 


(a) if the reference therein to “moved from the residence in Canada at 
which” were read as a reference to “moved from the residence at which”, or 


(b) if the reference therein to “to a residence in Canada at which” were read 
as a reference to “to a residence at which’, 


be entitled to deduct an amount by virtue of that subsection in computing the 
taxpayer’s income for a taxation year, that amount may be deducted in comput- 
ing the taxpayer’s income for the year. 


Interpretation Bulletins: See list at end of s. 62. 


(3) Definition of “moving expenses” — In subsection (1), 
“moving expenses” includes any expense incurred as or on account 
of 


(a) travel costs (including a reasonable amount expended for 
meals and lodging), in the course of moving the taxpayer and 
members of the taxpayer’s household from the old residence to 
the new residence, 


(b) the cost to the taxpayer of transporting or storing household 
effects in the course of moving from the old residence to the 
new residence, 


(c) the cost to the taxpayer of meals and lodging near the old 
residence or the new residence for the taxpayer and members of 
the taxpayer’s household for a period not exceeding 15 days, 


(d) the cost to the taxpayer of cancelling the lease by virtue of 
which the taxpayer was the lessee of the old residence, 


(e) the taxpayer’s selling costs in respect of the sale of the old 
residence, 


(f) where the old residence is sold by the taxpayer or the tax- 
payer’s spouse or common-law partner as a result of the move, 
the cost to the taxpayer of legal services in respect of the 
purchase of the new residence and of any tax, fee or duty (other 
than any goods and services tax or value-added tax) imposed on 
the transfer or registration of title to the new residence, 
Selected Cases [para. 62(3)(f)]: Lachman v. R., [1995] 2 C.T.C. 2944D (TCC) 
(B.C. land transfer tax and GST both included in moving expenses); Johnson v. Can- 


ada, [1995] 2 C.T.C. 2110 (TCC) (GST is not a tax imposed on transfer or registration 
of title to new residence); Mann v. Canada, [1995] 2 C.T.C. 2049 (TCC) (GST and 


Income Tax Act, Part I, Division B 


Ontario land transfer tax deductible under provision in respect of newly constructed 
home). 


(g) interest, property taxes, insurance premiums and the cost of 
heating and utilities in respect of the old residence, to the extent 
of the lesser of $5,000 and the total of such expenses of the tax- 
payer for the period 


(i) throughout which the old residence is neither ordinarily 
occupied by the taxpayer or by any other person who ordina- 
rily resided with the taxpayer at the old residence immedi- 
ately before the move nor rented by the taxpayer to any other 
person, and 


(ii) in which reasonable efforts are made to sell the old resi- 
dence, and 


Selected Cases [para. 62(3)(g)]: Lowe v. R., [2007] 5 C.T.C. 2406 (TCC) (No 
effort to sell “old residence”). 


(h) the cost of revising legal documents to reflect the address of 
the taxpayer’s new residence, of replacing drivers’ licenses and 
non-commercial vehicle permits (excluding any cost for vehicle 
insurance) and of connecting or disconnecting utilities, 


but, for greater certainty, does not include costs (other than costs 
referred to in paragraph (f)) incurred by the taxpayer in respect of 
the acquisition of the new residence. 


Related Provisions: 56(1)(n) — Scholarships, bursaries, etc.; 56(1)(0) — Research 
grants; 64.1 — Individuals absent from Canada; 67.1(1) — Food and entertainment 
50% restriction does not apply; 115(2)— Non-resident’s taxable income earned in 
Canada; 118.2(2)(1.5) — Medical expense credit for moving expenses. 


History: Para. 62(3)(f) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Paras. 62(3)(g) and (h) added by 1999, c. 22, subsec. 17(2), applicable to expenses 
incurred after 1997. 


Para. 62(3)(f) amended by 1998, c..19,.s. 102, applicable to costs incurred after 1990. 
The para. formerly read: 


(f) where the old residence is being or has been sold by the taxpayer or the tax- 
payer’s spouse as a result of the move, the cost to the taxpayer of legal services 
in respect of the purchase of the new residence and of any taxes imposed on the 
transfer or registration of title to the new residence, 


Selected Cases [subsec. 62(3)]: Johnston v. R., [2003] 3 C.T.C. 298 (FCA) 
(Interest on borrowed money to buy house not moving expense); Séguin v. R., [1998] | 
C.T.C. 2453 (TCC) (Mortgage interest at old location not included in moving 
expenses); Oster v. Canada, [1995] 1 C.T.C. 2224 (TCC) (Transfer allowances equal to 
one month’s pay were taxable benefits and not moving expenses); Collin v. MNR, 
[1990] 2 C.T.C. 92 (FCTD) (Amount paid by vendor to enable making of loan to pur- 
chaser was cost of disposition not reduction in price); Gold v. R., [1977] C.T.C. 616 
(FCTD) (Living and education expenses of child in former city of residence not “moy- 
ing expenses’). 

Selected Cases [s. 62]: Lapierre v. R., [2010] 2 C.T.C. 2051 (TCC) (Degree of 
permanence required for change of residence); Jaschinski v. R., [2003] 1 C.T.C. 2571 
(TCC) (Intermediate move to temporary housing did not count as “real” move); 
Fardeau v. R., [2002] 3 C.T.C. 2169 (TCC) (Goods damaged in transit are not moving 
expenses); Cavalier v. R., [2002] 1 C.T.C. 2001 (TCC) (To be ordinarily resident does 
not require any intention that such residence be permanent); Cameron (D.) v. MNR, 
[1993] 1 C.T.C. 2745 (TCC) (Distance measured as space between two points (“as the 
crow flies”), not along shortest road between two points). 


Definitions [s. 62]: “amount”, “business” — 248(1); “Canada” — 64.1, 255; “carry- 


ing on business” — 253; “common-law partner’, “eligible relocation”, “employed”, 


“employer”, “employment”, “goods and services tax” —248(1); “moving ex- 
penses” — 62(3); “new residence” — 248(1)‘eligible relocation’ (b); “new work loca- 
tion” — 248(1)“eligible relocation’(a); “office” — 248(1); “old residence” — 
248(1)“eligible relocation’’(b); “person”, “property” — 248(1); “taxation year” — 249; 
“taxpayer” — 248(1). 

Interpretation Bulletins [s. 62]: IT-178R3: Moving expenses; IT-518R: Food, 
beverages and entertainment expenses. 


Forms [s. 62]: T1-M: Moving expenses deduction. 


63. (1) Child care expenses — Subject to subsection (2), where 
a prescribed form containing prescribed information is filed with a 
taxpayer’s return of income (other than a return filed under subsec- 
tion 70(2) or 104(23), paragraph 128(2)(e) or subsection 150(4)) 
under this Part for a taxation year, there may be deducted in com- 
puting the taxpayer’s income for the year such amount as the tax- 
payer claims not exceeding the total of all amounts each of which is 
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an amount paid, as or on account of child care expenses incurred for 
services rendered in the year in respect of an eligible child of the 
taxpayer, 
(a) by the taxpayer, where the taxpayer is described in subsec- 
tion (2) and the supporting person of the child for the year is a 
person described in clause (i)(D) of the description of C in the 
formula in that subsection, or 


(b) by the taxpayer or a supporting person of the child for the 
year, in any other case, 


to the extent that 


(c) the amount is not included in computing the amount deducti- 
ble under this subsection by an individual fothsay than dhe tax- 
payer), and 


(d) the amount is not an amount (other than an amount that is 
included in computing the taxpayer’s income and that is not de- 
ductible in computing the taxpayer’s taxable income) in respect 
of which any taxpayer is or was entitled to a reimbursement or 
any other form of assistance, 


and the payment of which is proven by filing with the Minister one 
or more receipts each of which was issued by the payee and con- 
tains, where the payee is an individual, that individual’s Social In- 
surance Number, but not exceeding the amount, if any, by which 


(e) the lesser of 
(i) % of the taxpayer’s earned income for the year, and 


(11) the total of all amounts each of which is the annual child 
care expense amount in respect of an eligible child of the tax- 
payer. for the year 


exceeds 


(f) the total of all amounts each of which is an amount that is 
deducted, in respect of the taxpayer’s eligible children for the 
year, under this section in computing the income for the year of 
an individual (other than the taxpayer) to whom subsection (2) 
applies for the year. 
Related Provisions: 4(2) — Deductions under s. 63 not applicable to any particular 
source; 56(6) — Universal Child Care Benefit is taxable to lower-income spouse; 
63(2.2) — Deduction for person attending school or university; 64.1 — Individuals ab- 
sent from Canada; 220(2.1) — Waiver of filing of documents. 
History: Para. 63(1)(a) and subpara. 63(1)(e)(ii) amended by 2001, c. 17,  subsecs. 
42(1), (2), para. (a) applicable to 1998 et seg. and subpara. (e)(ii) applicable to 2000 et 
seq. The para. and subpara. formerly read: 
(a) by the taxpayer, where the taxpayer is a taxpayer described in subsection (2) 
and the supporting person of the child for the year is a person described in sub- 
paragraph (2)(b)(vi), or 


(ii) the total of 


(A) the product obtained when $7,000 is multiplied by the number of eligi- 
ble children of the taxpayer for the year each of whom 


(1) is under 7 years of age at the end of-the year, or 
(ID) is a person in respect of whom an amount may be deducted under 
section 118.3 in computing a taxpayer’s tax payable under this Part for 
the year, and 
(B) the product obtained when $4,000 is multiplied by the number of eligible 
children of the taxpayer for the year (other than children referred to in clause 
(A)) 
The opening words of cl. 63(1)(e)(ii)(A) and cl. 63(1)(e)Gi)(B) amended by 1999, c. 
22, subsecs. 18(1), (2), applicable to 1998 et seg. The opening words of cl. (A) and cl. 
(B) formerly read: 


(A) the product obtained when $5,000 is multiplied by the number of eligible 
children of the taxpayer for the year each of whom 


(B) the product obtained when $3,000 is multiplied by the number of eligible 
children of the taxpayer for the year (other than those referred to in clause (A)) 


Para. 63(1)(f) amended by 1997, c. 25, subsec. 12(1), applicable to 1996 et seq. Para. 
(f) formerly read: 


(f) the total of all amounts each of which is an amount deducted, in respect of the 
eligible children of the taxpayer that are referred to in subparagraph (e)(ii), under 
this subsection for the year by an individual (other than the taxpayer) to whom 
subsection (2) is applicable for the year. 


, 


S. 63(2)(b) 


That portion of subsec. 63(1) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 23(1), applicable to 1992 et seg. That portion formerly read: 


(1) Subject to subsection (2), where: a taxpayer who has an eligible child for a 
taxation year files, with the taxpayer’s return of income (other than a return of 
income filed under subsection 70(2) or 104(23), paragraph 128(2)(e) or subsec- 
tion 150(4)) under this Part for the year a prescribed form containing prescribed 
information, there may be deducted in computing the income of the taxpayer for 
the year the total of all amounts each of which is an amount paid in the year as or 
on account of child care expenses in respect of an eligible child of the taxpayer 
for the year 


That portion of cl. 63(1)(e)(ii)(A) preceding subel. (1), and cl. (1)(e)(ii)(B), amended by 
1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 23(2) and (3), to substitute, respectively, 
“$5,000” for “$4,000” and “$3,000” for “$2,000”, applicable to 1993 et seg. 


Subcl. 63(1)(e)(ii)(A)(ID substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 36(1), 
applicable to 1991 et seg. That subcl. formerly read: 


(ID has a severe and prolonged mental or physical impairment that has been cer- 
tified as such in prescribed form by a medical doctor or, where the impairment is 
an impairment of sight, by a medical doctor or an optometrist, where a copy of 
the certificate has been filed with the Minister, and 


Selected Cases [subsec. 63(1)]: Wells v. R., [1997] 3 C.T.C..2581 (TCC) (Re- 
quirement to file receipts with social insurance number was directory, not mandatory); 
Symes v. Canada, [1994] 1 C.T.C. 40 (SCC) (Child care: expenses not business ex- 
penses; taxpayer not entitled to’deduct such expenses in excess of statutory limits es- 
tablished in's. 63). 


Interpretation Bulletins: See list at end of s. 63. 


Information Circulars: 82-2R2: SIN Walstation that relates to the preparation of 
information slips. 


Forms: 1778: Child care expenses deduction. 


(2). Income exceeding income of supporting person — 
Where the income for a taxation year of a taxpayer who has an eli- 
gible child for the year exceeds the income for that year of a sup- 
porting person of that child (on the assumption that both incomes 
are computed without reference to this section and. paragraphs 
60(v.1) and (w)), the amount that may be deducted by the taxpayer 
under subsection (1) for the year as or on account of child care ex- 
penses shall not exceed the lesser of 


(a) the amount that would, but for this subsection, be deductible 
by the taxpayer for the year under subsection (1); and 


(b) the amount determined by the formula 
AXxC 
where 


A. is the total of all amounts each of which is the periodic child 
care expense amount in respect of an eligible child of the tax- 
payer for the year, and 


C is the total of 


(i) the number of weeks in the year during which the child 
care expenses were incurred and throughout which the 
supporting person was 


(A) a'student in attendance at a designated educational 
institution or a secondary school and enrolled in a pro- 
gram of the institution or school of not less than)3 con- 
secutive weeks duration that provides that each stu- 
dent in the program spend not less than 10 hours per 
week on courses or work in the program, 


(B) a person certified by a medical doctor to be a per- 
son. who 


ed sages Amendment — 63(2)(b)C(i)(B) 
- @pening words © 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 30, will 
amend the opening words of cl. 63(2)(b)C(i)(B) to substitute “certified in writing” for 
“certified”, applicable to certifications made after December 20, 2002. 


Technical Notes (July 2010): Section 63 provides rules concerning the deductibil- 
ity of child care expenses in computing an individual’s income. When more than one 
taxpayer contributes to the support of an eligible child, the child care expense deduc- 
tion must generally be claimed by the taxpayer with the lower income for the year. One 
of the exceptions to this rule is where a medical doctor certifies that the lower-income 
supporting individual i is incapable of caring for children because of that individual’s 
mental or physical infinity, This amendment clarifies a such a certification has to 
be in writing. Yi Wi yy y : 
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(I) was incapable of caring for children because of 
the person’s mental or physical infirmity and con- 
finement throughout a period of not less than 2 
weeks in the year to bed, to a wheelchair or as a 
patient in a hospital, an asylum or other similar in- 
stitution, or 


(II) was in the year, and is likely to be for a long, 
continuous and indefinite period, incapable of car- 
ing for children, because of the person’s mental or 
physical infirmity, 


(C) a person confined to a prison or similar institution 
throughout a period of not less than 2 weeks in the 
year, or 


(D) a person who, because of a breakdown of the per- 
son’s marriage or common-law partnership, was living 
separate and apart from the taxpayer at the end of the 
year and for a period of at least 90 days that began in 
the year, and 


(ii) the number of months in the year (other than a month 
that includes all or part of a week included in the number 
of weeks referred to in subparagraph (i)), each of which is 
a month during which the child care expenses were in- 
curred and the supporting person was a student in attend- 
ance at a designated educational institution or a secondary 
school and enrolled in a program of the institution or 
school that is not less than 3 consecutive weeks duration 
and that provides that each student in the program spend 
not less than 12 hours in the month on courses in the 
program. 


Related Provisions: 3(f) — Nil income is deemed to be $0 income for comparative 
purposes; 118.4(2) — Reference to medical practitioners. 


History: The formula in para. 63(2)(b) and the description of A amended, the descrip- 
tion of B repealed, by 2001, c. 17, subsecs. 42(3), (4), applicable to 2000 et seg. The 
formula and the descriptions of A and B formerly read: 


(A+B)xC 


A is the product obtained when $175 is multiplied by the number of eligible 
children of the taxpayer for the year each of whom 


(1) is under 7 years of age at the end of the year, or 


(ii) is a person in respect of whom an amount may be deducted under 
section 118.3 in computing a taxpayer’s tax payable under this Part for 
the year, 


B is the product obtained when $100 is multiplied by the number of the tax- 
payer’s eligible children for the year (other than children referred to in the 
description of A), and 


Para. 63(2)(b) amended by 2000, c. 12, Sch. 2, s. 9, to replace “marriage” with “mar- 
riage or common-law partnership”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Para. 63(2)(b) amended by 1999, c. 22, subsec. 18(3), applicable to 1998 et seg. The 
para. formerly read: : 


(b) the product obtained when the total of 


(i) the product obtained when $150 is multiplied by the number of eligible 
children of the taxpayer for the year each of whom 


(A) is under 7 years of age at the end of the year, or 


(B) is a person in respect of whom an amount may be deducted under 
section 118.3 in computing a taxpayer’s tax payable under this Part for 
the year, and 


(ii) the product obtained when $90 is multiplied by the number of eligible 
children of the taxpayer for the year (other than those referred to in subpara- 
graph (i)) 


is multiplied by the number of weeks in the year during which the child care 
expenses were incurred and throughout which the supporting person was 


(iii) a student in attendance at a designated educational institution (as de- 
fined in subsection 118.6(1)) or a secondary school and enrolled in a pro- 
gram of the institution or school of not less than 3 consecutive weeks dura- 
tion that provides that each student in the program spend not less than 10 
hours per week on courses or work in the program, 


Income Tax Act, Part I, Division B 


(iv) a person certified by a medical doctor to be a person who 


(A) by reason of mental or physical infirmity and confinement through- 
out a period of not less than 2 weeks in the year to bed or to a wheel- 
chair or as a patient in a hospital, an asylum or other similar institution, 
was incapable of caring for children, or 
(B) by reason of mental or physical infirmity, was in the year, and is 
likely to be for a long-continued period of indefinite duration, incapable 
of caring for children, 
(v) a person confined to a prison or similar institution throughout a period of 
not less than 2 weeks in the year, or 
(vi) a person who, because of a breakdown of the person’s marriage, was 
living separate and apart from the taxpayer at the end of the year and for a 
period of at least 90 days beginning in the year. 
Subpara. 63(2)(b)(iii) amended by 1997, c. 25, subsec. 12(2), applicable to 1996 et seq. 
Subpara. (b)(ili) formerly read: 
(iii) a person in full-time attendance at a designated educational institution 
(within the meaning assigned by subsection 118.6(1)), 
That portion of subpara. 63(2)(b)(i) preceding cl. (A), and subpara. (2)(b)(ii), amended 
by. 1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 23(4) and (5), to substitute “$150” for 
“$120” and “$90” for “$60”, applicable to 1993 et seq. 


Subpara. 63(2)(b)(vi) substituted by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 23(6), 
applicable to 1993 et seg. That subpara. formerly read: ‘ 


(vi) a person who, by reason of a breakdown of the person’s marriage or similar 
domestic relationship, was living separate and apart from the taxpayer at the end 
of the year and for a period of at least 90 days commencing in the year. 


That portion of subsec. 63(2) preceding para. (a) amended by 1994, c. 7, Sch. II (1991, 
c. 49), subsec. 36(2), to add reference to paragraph 60(y.1), applicable to 1989 et seq. 


Cl. 63(2)(b)(i)(B) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 36(3), appli- 
cable to 1991 et seq. That cl. formerly read: 


(B) has a severe and prolonged mental or physical impairment that has been cer- 
tified as such in prescribed form by a medical doctor or, where the impairment is 
an impairment of sight, by a medical doctor or an optometrist, where a copy of 
the certificate has been filed with the Minister, and 


Selected Cases [subsec. 63(2)]: Kuchta y. R., [1999] 4 C.T.C. 285 (FCA) (Provi- 
sion to be strictly applied); Kelner v. Canada, [1996] 1 C.T.C. 2687 (TCC) (“Separate 
and apart” given same meaning as in Divorce Act and can exist within same dwelling); 
McLaren y. MNR, [1990] 2 C.T.C. 429 (FCTD) (Provision not applicable where sup- 
porting person has no income). 


Interpretation Bulletins: See list at end of s. 63. 


(2.1) Taxpayer and supporting person with equal in- 
comes — For the purposes of this section, where in any taxation 
year the income of a taxpayer who has an eligible child for the year 
and the income of a supporting person of the child are equal (on the 
assumption that both incomes are computed without reference to 
this section and paragraphs 60(v.1) and (w)), no deduction shall be 
allowed under this section to the taxpayer and the supporting person 
in respect of the child unless they jointly elect to treat the income of 
one of them as exceeding the income of the other for the year. 


History: Subsec. 63(2.1) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 36(4), 
to add reference to paragraph 60(v.1), applicable to 1989 et seq. 


Interpretation Bulletins: See list at end of s. 63. 


(2.2) Expenses while at school — There may be deducted in 
computing a taxpayer’s income for a taxation year such part of the 
amount determined under subsection (2.3) as the taxpayer claims, 
where 


(a) the taxpayer is, at any time in the year, a student in attend- 
ance at a designated educational institution or a secondary 
school and enrolled in a program of the institution or school of 
not less than 3 consecutive weeks duration that provides that 
each student in the program spend not less than 


(i) 10 hours per week on courses or work in the program, or 
(11) 12 hours per month on courses in the program; 


(b) there is no supporting person of an eligible child of the tax- 
payer for the year or the income of the taxpayer for the year 
exceeds the income for the year of a supporting person of the 
child (on the assumption that both incomes are computed with- 
out reference to this section and paragraphs 60(v.1) and (w)); 
and 


(c) a prescribed form containing prescribed information is filed 
with the taxpayer’s return of income (other than a return filed 
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under subsection 70(2) or 104(23), paragraph 128(2)(e) or sub- 
section 150(4)) for the year. 


History: Para. 63(2.2)(a) amended by 1999, c. 22, subsec. 18(4), applicable to. 1998 et 
seq. The para. formerly read: 


(a) the taxpayer is, at any time in the year, a student in attendance at a designated 
educational institution (as defined in subsection 118.6(1)) or a secondary school 
and enrolled in a program of the institution or school of not less than 3 consecu- 
tive weeks duration that provides that each student in the program spend not less 
than 10 hours per week on courses or work in the program; 


Subsec. 63(2.2) added by 1997, c. 25, subsec. 12(3), applicable to 1996 et seq. 


(2.3) Amount deductible [while at school] — For the purpose 
of subsection (2.2), the amount determined in respect of a taxpayer 
for a taxation year is the least of 


(a) the amount by which the total of all amounts, each of which 
is an amount paid as or on account of child care expenses in- 
curred for services rendered in the year in respect of an eligible 
child of the taxpayer, exceeds the amount that is deductible 
under subsection (1) in computing the taxpayer’s income for the 
year, 


(b) *% of the taxpayer’s income for the year computed without 
reference to this section and paragraphs 60(v.1) and (w), 


(c) the amount determined by the formula 


AxC 
where 


A. is the total of all amounts each of which is the periodic child 
care expense amount in respect of an eligible child of the tax- 
payer for the year, and 


C S 
(i) if there is a supporting person of an eligible child of 
the taxpayer for the year, 


(A) the number of weeks, in the year, in which both 
the taxpayer and the supporting person were students 
who would be described in paragraph (2.2)(a) if that 
paragraph were read without reference to subpara- 
graph (ii), and 


(B) the number of months in the year (other than a 
month that includes all or part of a week included in 
the number of weeks referred to in clause (A)), in 
which both the taxpayer and the: supporting person 
were students described in paragraph (2.2)(a), and 


(ii) in any other case, 


(A) the number of weeks, in the year, in which the tax- 
payer was a student who would: be described in para- 
graph (2.2)(a) if that paragraph were read without ref- 
erence to subparagraph (ii), and 


(B) the number of months in the year (other than a 

* month that includes all or part of a week included in 
the number of weeks referred to in clause (A)),. in 
which the taxpayer was a student described in para- 
graph (2.2)(a), 


(d) the amount by which the total calculated under subparagraph 
(1)(e)Gi) in respect of eligible children of the taxpayer for the 
year exceeds the amount that is deductible under subsection (1) 
in computing the taxpayer’s income for the year, and 


(e) where there is a supporting person of an eligible child of the 
taxpayer for the year, the amount by which the amount calcu- 
lated under paragraph (2)(b) for the year in respect of the tax- 
payer exceeds 7/3 of the taxpayer’s earned income for the year. 
History: The formula in para. 63(2.3)(c) and the description of A amended, the 


description of B repealed, by 2001, c. 17, subsecs. 42(5), (6), applicable to 2000 et seq. 
The formula and the descriptions of A and B formerly read: 


(A+B) xC 
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A is the product obtained when $175 is multiplied by the number of eligible 
children of the taxpayer for the year each of whom is 


(i) under 7 years of age at the end of the year, or 


(ii) a person in respect of whom: an amount may be deducted under sec- 
tion 118.3 in computing a taxpayer’s tax payable under this Part for the 
year, 


‘Bis the product obtained when $100 is multiplied by the number of the tax- 
payer’s eligible children for the year, (other than children referred to in the 
description of A), and 


The descriptions of A, B and 'C in para. 63(2.3)(c) amended by 1999, c. 22, subsecs. 
18(5) to (7), applicable to 1998 et seg. The descriptions formerly read: 
A is the product obtained when $150 is multiplied by the number of eligible 
children of the taxpayer for the year each of whom is 
(i) under 7 years of age at the end of the year, or 
(ii) a person in respect of whom an amount may be deducted under sec- 


tion 118.3 in computing a taxpayer’s tax payable under this Part for the 
year, 


B_ is the product obtained when $90 is multiplied by the number of the. tax- 
payer’s eligible children for the year (other than those referred to in the 
description of A), and 

C is 

(i) where there is a supporting person of an eligible child of the taxpayer 
for the year, the number of weeks, in the year, in which both the tax- 


payer and the supporting person were students described in paragraph 
(2.2)(a), and 


(ii) in any other case, the number of weeks, in the year, in which the 
taxpayer was a student described in paragraph (2.2)(a), 


Subsec. 63(2.3) added by 1997, c. 25, subsec. 12(3), applicable to 1996 et seq. 
(3) Definitions — In this section, 


“annual child care expense amount”, in respect of an eligible 
child of a taxpayer for a taxation year, means 
(a) $10,000, where the child is a person in respect of whom an 
amount may be deducted under section 118.3 in computing a 
taxpayer’s tax payable under this Part for the year, and 


(b) where the child is not a person referred to in paragraph (a), 


(i) $7,000, where the child is under 7 years of age at the end 
of the year, and 


(ii) $4,000, in any other case; 


History: The definition “annual child care expense amount” added to subsec. 63(3), by 
2001, c. 17, subsec. 42(9), applicable to 2000 et seq. 


“child care expense” means an expense incurred in a taxation year 
for the purpose of providing in Canada, for an eligible child of a 
taxpayer, child care services including baby sitting services, day 
nursery services or services provided at a boarding school or camp 
if the services were provided 


(a) to enable the taxpayer, or the supporting person of the child 
for the year, who resided with the child at the time the expense 
was incurred, 

(i) to perform the duties of an office or employment, 

(ii) to carry on a business either alone or as a partner actively 

engaged in the business, 

(iii) [Repealed] 

(iv) to carry on research or any similar work in respect of 

which the taxpayer or supporting person received a grant, or 


(v) to attend a designated educational institution or a secon- 
dary school, where the taxpayer is enrolled in a program of 
the institution or school of not less than three consecutive 
weeks duration that provides that each student in the program 
spend not less than 
(A) 10 hours per week on courses or work in the program, 
or 


(B) 12 hours per month on courses in the program, and 
(b) by a resident of Canada other than a person 
(i) who is the father or the mother of ‘the child, 
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(ii) who is a supporting person of the child or is under 18 
years of age and related to the taxpayer, or 


(iii) in respect of whom an amount is deducted under section 
118 in computing the tax payable under this Part for the year 
by the taxpayer or by a supporting person of the child, 


except that 


(c) any such expenses paid in the year for a child’s attendance at 
a boarding school or camp to the extent that the total of those 
expenses exceeds the product obtained when the periodic child 
care expense amount in respect of the child for the year is multi- 
plied by the number of weeks in the year during which the child 
attended the school or camp, and 


(d) for greater certainty, any expenses described in subsection 
118.2(2) and any other expenses that are paid for medical or 
hospital care, clothing, transportation or education or for board 
and lodging, except as otherwise expressly provided in this 
definition, 

are not child care expenses; 


Related Provisions: 64.1 — Individuals absent from Canada; 67.1(1) —- Food and 
entertainment 50% restriction does not apply. 


History: Para. (c) of the definition “child care expense” in subsec. 63(3) amended by 
2001, c. 17, subsec. 42(7), applicable to 2000 et seg. Para. (c) formerly read: 
(c) any such expenses paid in the year for a child’s attendance at a boarding 
school or camp to the extent that the total thereof exceeds the product obtained 
when 
(i) in the case of a child of the taxpayer who 
(A) is under 7 years of age at the end of the year, or 
(B) is a person in respect of whom an amount may be deducted under 
section 118.3 in computing a taxpayer’s tax payable under this Part for 
the year, 
$175, and 
(i1) in any other case, $100 


is multiplied by the number of weeks in the year during which the child attended 
the school or camp, and 


Subparas. (a)(v), (c)(i) and (ii) of the definition “child care expense” in subsec. 63(3) 
amended by 1999, c. 22, subsecs. 18(8) and (9), applicable to 1998 et seg. The sub- 
paras. formerly read: 


(v) to attend a designated educational institution (as defined in subsection 
118.6(1)) or a secondary school, where the taxpayer is enrolled in a program of 
the institution or school of not less than 3 consecutive weeks duration that pro- 
vides that each student in the program spend not less than 10 hours per week on 
courses or work in the program, and 


(i) in the case of a child of the taxpayer who 
(A) is under 7 years of age at the end of the year, or 


(B) is a person in respect of whom an amount may be deducted under sec- 
tion 118.3 in computing a taxpayer’s tax payable under this Part for the year, 


$150, and 
(ii) in any other case, $90 


Subpara. (a)(v) added to the definition “child care expense” in subsec. 63(3) by 1997, 
c. 25, subsec, 12(4), applicable to 1996 et seq. 


Subpara. (a)(iii) of the definition “child care expense” in subsec. 63(3) repealed by 
1996, c. 23, subsec. 173(1), in force January 1, 1998. Subpara. (a)(iii) formerly read: 


(iii) to undertake an occupational training course in respect of which the taxpayer 
or supporting person received a training allowance paid to him or her under the 
National Training Act, or 


That portion of subpara. (c)(i) following cl. (B), and subpara. (c)(ii), of the definition 
“child care expense” in subsec. 63(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsecs. 23(7) and (8), to substitute “$150” for “$120”, and “$90” for “$60”, applicable 
to 1993 et seq. 


Subpara. (b)(ii) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 36(5), applica- 
ble to 1990 et seg. That subpara. formerly read: 
(ii) who is a supporting person of the child or was under 21 years of age and 
connected with the taxpayer or the taxpayer’s spouse by blood relationship, mar- 
riage, or adoption, or 


Cl. (c)(i)(B) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 36(6), applicable to 
1991 et seg. That cl. formerly read: 


(B) has a severe and prolonged mental or physical impairment that has been cer- 
tified as such in prescribed form by a medical doctor or, where the impairment is 
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an impairment of sight, by a medical doctor or an optometrist, where a copy of 
the certificate has been filed with the Minister, 
Selected Cases [subsec. 63(3)“child care expense”]: Bailey v. R., [2005] 3 
C.T.C. 2186 (TCC) (Education was incidental to child care — expenses deductible). 


Interpretation Bulletins: See list at end of s. 63. 


“earned income” of a taxpayer means the total of 


(a) all salaries, wages and other remuneration, including gratui- 
ties, received by the taxpayer in respect of, in the course of, or 
because of, offices and employments, 


(b) all amounts that are included, or that would, but for para- 
graph 81(1)(a) or subsection 81(4), be included, because of sec- 
tion 6 or 7 or paragraph 56(1)(n), (n.1), (0) or (r), in computing 
the taxpayer’s income, 

(c) all the taxpayer’s incomes or the amounts that would, but for 
paragraph 81(1)(a), be the taxpayer’s incomes from all busi- 
nesses carried on either alone or as a partner actively engaged in 
the business, and 


(d) all amounts received by the taxpayer as, on account of, in 
lieu of payment of or in satisfaction of, a disability pension 
under the Canada Pension Plan or a provincial pension plan as 
defined in section 3 of that Act; 
Related Provisions: 110(2) — Definition applies to person who has taken vow of 
perpetual poverty. 
History: Para. (b) of the definition “earned income” in subsec. 63(3) amended by 
2007, c. 2, s. 8, applicable to 2007 et seq. It formerly read: 
(b) all amounts that are included, or that would, but for paragraph 81(1)(a) or 
subsection 81(4), be included, because of section 6 or 7 or paragraph 56(1)(n), 
(0) or (r), in computing the taxpayer’s income, 
Para. (b) of the definition “earned income” in subsec. 63(3) amended by 2001, c. 17, 
subsec. 42(8), applicable to 1998 et seg. Para. (b) formerly read: 
(b) all amounts that are included, or that would, but for paragraph 81(1)(a), be 
included, because of section 6 or 7 or paragraph 56(1)(n), (0) or (r), in comput- 
ing the taxpayer’s income, 
Para. (b) of the definition “earned income” in subsec. 63(3) amended by 1998, c. 19, 
subsec. 103(2), applicable after 1997. The para. formerly read: 
(b) all amounts that are included, or that would, but for paragraph 81(1)(a), be 
included, because of section 6 or 7 or paragraph 56(1)(m), (n), (0) or (r), in com- 
puting the taxpayer’s income, 
Para. (b) of the definition “earned income” in subsec. 63(3) amended by 1998, c. 19, 
subsec. 103(1), applicable after 1992 and before 1998. The para. formerly read: 


(b) all amounts that are included or that would, but for paragraph 81(1)(a), be 
included because of section 6 or 7 or paragraph 56(1)(n) or (0), in computing the 
taxpayer’s income, 
Para. (d) of the definition “earned income” in subsec. 63(3) amended by 1998, c. 19, s. 
10, applicable to amounts received after 1994. The para. formerly read: 
(d) all amounts described in paragraph 56(8)(a) received by the taxpayer in the 
year; 
Para. (b) of the definition “earned income” in subsec. 63(3) amended by 1996, c. 23, 
subsec. 173(2), in force January 1, 1998. Para. (b) formerly read: 


(b) all amounts that are included or that would, but for paragraph 81(1)(a), be 
included because of section 6 or 7 or paragraph 56(1)(m), (nm) or (0), in comput- 
ing the taxpayer’s income, 


Paras. (a) to (d) of the definition “earned income” in subsec. 63(3) substituted for (a) to 
(c) by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 3(1), applicable to 1993 et seq. Paras. 
(a) to (c) formerly read: 


(a) all salaries, wages and other remuneration, including gratuities, received by 
the taxpayer in respect of, in the course of, or by virtue of offices and employ- 
ments, and all amounts included in computing the taxpayer’s income by virtue of 
sections 6 and 7, 


(b) amounts included in computing the taxpayer’s income by virtue of paragraph 
56(1)(m), (n) or (0), and 


(c) the taxpayer’s incomes from all businesses carried on either alone or as a 
partner actively engaged in the business; 


Interpretation Bulletins: IT-434R: Rental of real property by individual. See also at 
end of s. 63. 
“eligible child” of a taxpayer for a taxation year means 
(a) a child of the taxpayer or of the taxpayer’s spouse or com- 
mon-law partner, or 


(b) a child dependent on the taxpayer or the taxpayer’s spouse or 
common-law partner for support and whose income for the year 
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does not exceed the amount used under paragraph (c) of the 
description of B in subsection 118(1) for the year 


if, at any time during the year, the child 
(c) is under 16 years of age, or 


(d) is dependent on the taxpayer or on the taxpayer’s spouse or 
common-law partner and.has a mental or physical infirmity; 
History: The definition “eligible child” in subsec. 63(3) amended by 2000, c. 12, Sch. 
2, s. 1, to replace “spouse” with “spouse or common-law. partner’, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 

248(1)“common-law partner”. 
Para. (b) of the definition “eligible child” in subsec. 63(3) amended by 2000, c. 19, s. 9, 
applicable to 1999 et seg. except that, in its application to the 1999 taxation year, the 


reference to “the amount used under paragraph (c) of the description of B in subsection 
118(1) for the year’ shall be read as a reference to\ “$7,044”. Para. (b) formerly read: 


(b) a child dependent on the taxpayer or the taxpayer’s spouse for support and 
whose income for the year does not.exceed the total of $500 and the amount 
used under paragraph (c) of the description of B in subsection 118(1) for the year 


Para. (b) of the definition “eligible child” in subsec. 63(3) amended by, 1999, .c. 22, 
subsec. 18(10), applicable to 1998 et seg. The para. formerly read: 


(b) a child dependent on the taxpayer or the taxpayer’s spouse and whose income 
for the year does not exceed the amount used under paragraph (c) of the descrip- 
tion of B in subsection 118(1) for the year 


Para. (c) of the definition “eligible child” in subsec. 63(3) amended by 1997, c. 25, 
subsec. 12(5), applicable to 1996 et seq. Para. (c) formerly read: 


(c) is under 14 years of age, or 


Para. (b) of the definition “eligible child” in subsec. 63(3) substituted by 1994, c. 7, 
Sch. VII (1992, c. 48), subsec. 3(2), applicable to 1993 et seg. Para. (b) formerly read: 


(b).a child in respect of whom the taxpayer deducted an amount under section 
118 for the year, 


“periodic child care expense amount”, in respect of an eligible 
child of a taxpayer for a taxation year, means '/40 of the annual child 
care expense amount in respect of the child for the year; 


History: The definition “periodic child care expense amount” added to subsec. 63(3) 
by 2001, c. 17, subsec. 42(9), applicable to 2000 et seg. 


“supporting person”’ of an eligible child of a taxpayer for a taxa- 
tion year means a person, other than the taxpayer, who is 


(a) a parent of the child, 
(b) the taxpayer’s spouse or common-law partner, or 


(c) an individual who deducted an amount under section 118 for 
the year in respect of the child, 


if the parent, spouse or common-law partner or individual, as the 
case may be, resided. with the taxpayer at any time during the year 
and at any time within 60 days after the end of the year. 

History: The definition “supporting person” in subsec. 63(3) amended by 2000, c. 12, 
Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner’, applicable to 
2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 


The opening words of the definition “supporting person” in subsec. 63(3) amended by 
1997, c. 25, subsec. 12(6), applicable to 1983 et seg. The opening words formerly read: 


“supporting person” of an eligible child of a taxpayer for a taxation year means 


(4) Commuter’s child care expense — Where in a taxation 
year a person resides in Canada near the boundary between Canada 
and the United States and while so resident incurs expenses, for 
child care services that would be child care expenses if 


(a) the definition “child care expense” in subsection (3) were 
read without reference to the words “in Canada’, and 


(b) the reference in paragraph (b) of the definition “child care 
expense” in subsection (3) to “resident of Canada” were read as 
“person”, 


those expenses (other than expenses paid for a child’s attendance at 
a boarding school or camp outside Canada) shall be deemed to be 
child care expenses for the purpose of this section if the child care 
services are provided at a place that is closer to the person’s princi- 
pal place of residence by a reasonably accessible route, having re- 
gard to the circumstances, than any place in Canada where such 
child care services are available and, in respect of those expenses, 
subsection (1) shall be read without reference to the words “‘and 


S. 64(a) 


contains, where the payee is an individual, that individual’s Social 
Insurance Number”. 

History: Subsec. 63(4) added by 1994, c. 21, s. 27, applicable to 1992 et seq. 
Selected Cases [s. 63]: Myles v. R., [2010] 3 C.T.C. 2178 (TCC) (Residing in small 
apartment while looking for new home did not give rise to new residence); Senger- 


Hammond y. Canada, [1997] 1 €.T.C. 2728 (TCC) (Purpose of legislation is to permit 
deduction of child care expenses, not collection of tax from baby-sitters). 
Definitions [s. 63]: “amount” — 248(1); “annual child. care expense amount” — 
63(3);, “business” — 248(1); “Canada” — 64.1, 255; “child” — 252(1); “child care ex- 
pense” — 63(3); “common-law partner”, “common-law partnership” — 248(1); “des- 
ignated educational institution” — 118.6(1); “earned income”, “eligible child” — 
63(3); “employment” — 248(1); “father” — 252(2); “individual” — 248(1); “medical 
doctor” — 118.4(2); “Minister” — 248(1); “month” — Interpretation Act 35(1); 
“mother” — 252(2); “office” — 248(1); “parent” — 252(2)(a); “periodic child care ex- 
pense amount” — 63(3); “person”, “prescribed” — 248(1); “resident of Canada” — 
250; “supporting person” — 63(3); “taxable income” — 2(2), 248(1); “taxation 
year” — 249; “taxpayer” —248(1); “writing” — Interpretation Act 35(1). 
Interpretation Bulletins [S. 63]: IT-495R3: Child care expenses; IT-518R: Food, 
beverages and entertainment expenses. 


63.1 [See s. 64.1] 


64. Disability supports deduction — If a taxpayer files with 
the taxpayer’s return of income (other ‘than a return of income filed 
under subsection 70(2), paragraph 104(23)(d) or 128(2)(e) or sub- 
section 150(4)) for the taxation year a prescribed form containing 
prescribed information, there may be deducted in computing the 
taxpayer’s income for the year the lesser of 


(a) the amount determined by the formula 


A-B 
where 


A is the total of all amounts each of which is an amount paid by 
the taxpayer in the year and that 


(i) was paid to enable. the taxpayer 
(A) to perform the duties of an office or employment, 


(B) to carry on a business either alone or as a partner 
actively engaged in the business, 


(C) to attend a designated educational institution or a 
secondary school at which the taxpayer. is enrolled in 
an educational program, or 


(D) to carry on research or any similar work in respect 
of which the taxpayer received a grant, 

(ii) was paid 
(A) where the taxpayer has a speech or hearing im- 
pairment, for the cost of sign-language interpretation 
services or real time captioning services and to a per- 
son engaged in the business of providing such 
services, 


(B) where the taxpayer is deaf or mute, for the cost of 
a teletypewriter or similar device, including a tele- 
phone ringing indicator; prescribed by a’‘medical prac- 
titioner, to enable the taxpayer to make and receive 
phone ‘calls, 


(C) where ‘the taxpayer is blind, for the cost of a de- 
vice or equipment, including synthetic speech systems, 
Braille printers, and large print on-screen devices, pre- 
scribed by a medical practitioner, and designed to be 
used by blind individuals in the operation of a 
computer, 


(D) where the taxpayer is blind, for the cost of an opti- 
cal scanner or similar device, prescribed by a medical 
practitioner, and designed to be used by blind individ- 
uals to enable them to read print, 


(E) where the taxpayer is mute, for the cost of an elec- 
tronic speech synthesizer, prescribed by a medical 
practitioner, and designed tobe used by mute individ- 
uals to enable them to communicate by use of a porta- 
ble keyboard, 
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(F) where the taxpayer has an impairment in physical 
or mental functions, for the cost of note-taking ser- 
vices and to a person engaged in the business of pro- 
viding such services, if the taxpayer has been certified 
in writing by a medical practitioner to be a person 
who, because of that impairment, requires such 
services, 

(G) where the taxpayer has an impairment in physical 
functions, for the cost of voice recognition software, if 
the taxpayer has been certified in writing by a medical 
practitioner to be a person who, because of that im- 
pairment, requires that software, 


(H) where the taxpayer has a learning disability or an 
impairment in mental functions, for the cost of tutor- 
ing services that are rendered to, and supplementary to 
the primary education of, the taxpayer and to a person 
ordinarily engaged in the business of providing such 
services to individuals who are not related to the per- 
son, if the taxpayer has been certified in writing by a 
medical practitioner to be a person who, because of 
that disability or impairment, requires those services, 


(I) where the taxpayer has a perceptual disability, for 
the cost of talking textbooks used by the taxpayer in 
connection with the taxpayer’s enrolment at a secon- 
dary school in Canada or at a designated educational 
institution, if the taxpayer has been certified in writing 
by a medical practitioner to be a person who, because 
of that disability, requires those textbooks, 


(J) where the taxpayer has an impairment in physical 
or mental functions, for the cost of attendant care ser- 
vices provided in Canada and. to a person who is 
neither the taxpayer’s spouse or common-law partner 
nor under 18 years of age, if the taxpayer is a taxpayer 
in respect of whom an amount may be deducted be- 
cause of section 118.3, or if the taxpayer has been cer- 
tified in writing by a medical practitioner to be a per- 
son who, because of that impairment is, and is likely 
to be indefinitely, dependent on others for their per- 
sonal needs and care and who as a result requires a 
full-time attendant, 


(K) where the taxpayer has a severe and prolonged im- 
pairment in physical or mental functions, for the cost 
of job coaching services (not including job placement 
or career counselling services) and to a person en- 
gaged in the business of providing such services if the 
taxpayer has been certified in writing by a medical 
practitioner to be a person who, because of that im- 
pairment, requires such services, 


(L) where the taxpayer is blind or has a severe learn- 
ing disability, for the cost of reading services and to a 
person engaged in the business of providing such ser- 
vices, if the taxpayer has been certified in writing by a 
medical practitioner to be a person who, because of 
that impairment or disability, requires those services, 


(M) where the taxpayer is blind and profoundly deaf, 
for the cost of deaf-blind intervening services and to a 
person engaged in the business of providing such 
services, 


(N) where the taxpayer has a speech impairment, for 
the cost of a device that is a Bliss symbol board, or a 
similar device, that is prescribed by a medical practi- 
tioner to help the taxpayer communicate by selecting 
the symbols or spelling out words, 


(O) where the taxpayer is blind, for the cost of a de- 
vice that is a Braille note-taker, prescribed by a medi- 
cal practitioner, to allow the taxpayer to take notes 
(that can, by the device, be read back to them or 
printed or displayed in Braille) with the help of a 
keyboard, 
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(P) where the taxpayer has a severe and prolonged im- 
pairment in physical functions that markedly restricts 
their ability to use their arms or hands, for the cost of a 
device that is a page turner prescribed by a medical 
practitioner to help the taxpayer to turn the pages of a 
book or other bound document, and 


(Q) where the taxpayer is blind, or has a severe learn- 
ing disability, for the cost of a device or software that 
is prescribed by a medical practitioner and designed to 
enable the taxpayer to read print, 


(ili) is evidenced by one or more receipts filed with the 
Minister each of which was issued by the payee and con- 
tains, where the payee is an individual who. is a person 
referred to in clause (11)(J), that individual’s Social Insur- 
ance Number, and 


(iv) is not included in computing a deduction under sec- 
tion 118.2 for any taxpayer for any taxation year, and 


is the total of all amounts each of which is the amount of a 
reimbursement or any other form of assistance (other than 
prescribed assistance or an amount that is included in com- 
puting a taxpayer’s income and that is not deductible in com- 
puting the taxpayer’s taxable income) that any taxpayer is or 
was entitled to receive in respect of an amount included in 
computing the value of A, and 


(b) the total of 


(i) the total of all amounts each of which is 


(A) an amount included under section 5, 6 or 7 or para- 
graph 56(1)(n), (0) or (r) in compan the taxpayer’s in- 
come for the year, or 

(B) the taxpayer’s income for the year from a Bushiiske 
carried on either alone or as a partner actively engaged in 
the business, and 


(11) where the taxpayer is in attendance at a designated educa- 
tional institution or a secondary school at which the taxpayer 
is enrolled in an educational program, the least of 


(A) $15,000, 


(B) $375. times the number of weeks in the year during 
which the taxpayer is in attendance at the institution or 
school, and 


(C) the amount, if any, by which the amount that would, 
if this Act were read without reference to this section, be 
the taxpayer’s income for the year exceeds the total deter- 
mined under subparagraph (i) in respect of the taxpayer 
for the year. 


Related Provisions: 4(2) — Deductions under s. 64 not applicable to any particular 
source; 64.1 — Individuals absent from Canada; 118.2(2)(b), (b.1), (c) — Medical ex- 
pense — attendant care; 118.2(2)(1.4), (1.42), (1.91), Reg. 5700(k), (1), (0), (p), (w) — 
Medical expense credit for expenses listed in proposed s. 64; 118.4(2) — Meaning of 
medical practitioner; 122.51(2)(b)(ii) — One-quarter of s. 64 deduction available for 
refundable medical expense credit; 257 — Formula cannot calculate to less than zero. 


History: Cl. (ii)(J) of the description of A in para. 64(a) amended by 2007, c. 2, s. 9, 
applicable to 2005 et seq. It formerly read: 


(J) where the taxpayer has a mental or physical infirmity, for the cost of attend- 
ant care services provided in Canada and to a person who is neither the tax- 
payer’s spouse or common-law partner nor under 18 years of age, if the taxpayer 
is a taxpayer in respect of whom an amount may be deducted because of section 
118.3, or if the taxpayer has been certified in writing by a medical practitioner to 
be a person who, because of that infirmity is, and is likely to be indefinitely, 
dependent on others for their personal needs and care and who as a result re- 
quires a full-time attendant, 


Cls. (ii)(F) to (H) in the description of A in para. 64(a) amended, cls. (ii)(K) to (Q) 
added, by 2006, c. 4, subsecs. 53(1), (2), applicable to 2005 et seq. Cls. (ii)(F) to (H) 
formerly read: 


(F) where the taxpayer has a mental or physical impairment, for the cost of note- 
taking services and to a person engaged in the business of providing such ser- 
vices, if the taxpayer has been certified in writing by a medical practitioner to be 
a person who, because of that impairment, requires such services, 


(G) where the taxpayer has a physical impairment, for the cost of voice recogni- 
tion software, if the taxpayer has been certified in writing by a medical practi- 
tioner to be a person who, because of that impairment, requires that software, 
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(H) where the taxpayer has a learning disability or a mental impairment, for the 
cost of tutoring services that are rendered to, and ‘supplementary to the primary 
education, of, the taxpayer and to a person ordinarily; engaged in the business of 
providing such services to individuals who are not related to the person, if the 
taxpayer has been certified in writing by a medical practitioner to be a person 
who, because of that disability or impairment, requires those services; 


S. 64 amended by 2005, c. 19, s. 15, applicable to 2004 et seq. The section formerly 
read: 


64. Attendant care expenses — Tf a’ taxpayer in respect of whom an amount 
may be deducted because of section 118.3 for a taxation year files with the tax- 
payer’s return of income (other than a return of income filed under subsection 
70(2), paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)) for the year a 
prescribed form containing prescribed information, there may be deducted. in. 
computing the-taxpayer’s income for the year the lesser of 


(a) the amount determined by the formula 


| A-B 
where 
A’ is the total of all amounts each of which is an amount that was 


(i) paid in the year by the taxpayer to a person who, at the time of 
the payment, is neither the taxpayer’s spouse or common-law. part- 
ner nor under 18 years of age as or on account of attendant care 
provided in Canada to the taxpayer to enable the taxpayer to’ 


(A) perform the duties of an office or employment, 


(B) carry. on.a business either alone or as.a partner actively en-, , 
gaged in the business, 


(C) attend.a.designated educational institution or a secondary 
school at which the taxpayer is enrolled in an educational pro- 
gram, or 


(D) carry on research or any similar work in respect of which 
the taxpayer received a grant, 


the payment of which is proven by filing with the Minister one or 
more receipts each of which was issued-by the payee and contains, 
where the payee is an individual, that individual’s Social Insurance 
Number, and 


(ii) not included in computing a deduction under section 118.2 for 
any taxation year, and 


B is the total of all amounts each of which is the amount of a reimburse- 
ment or any other form of assistance (other than prescribed assistance or 
an amount that is included in computing a taxpayer’s income and that is 
not deductible in computing the taxpayer’s taxable income) that any tax- 
payer is or was entitled to receive in respect of an amount included in 
computing the value of A, and 


(b) 74 of the total of 
(i) the total of all amounts each of which is 


(A) an amount included under section 5, 6 or 7 or paragraph 
56(1)(n), (0) or (r) in computing the taxpayer’s income for the year, 
or 


(B) the taxpayer’s income for the year from a business carried on 
either alone or as a partner actively engaged in the business, and 


(ii) where the taxpayer.is in attendance at a designated educational insti- 
tution or a secondary school at which the taxpayer is enrolled in an edu- _ 
cational program, the least of 


(A), $15,000, 


(B) $375 times the number of weeks in the year during which the 
taxpayer is.in attendance at the institution or school, and 


(C) the amount, if any, by which the amount that would, if this Act, 
were read without reference to this section, be the taxpayer’s in- 
come for the year exceeds the total determined under subparagraph 
(i) in respect of the taxpayer for the year. 


(c) [Repealed] ; 
Cl. 64(a)A(i)(C) added by 2001, c: 17, subsec. 43(1), applicable to 2000 et seg. 


Para. 64(b) amended by the said'c. 17, subsec. 43(2), applicable to.2000 et seg. The 
para. formerly. read: 


(b) %/ of the totalof all amounts each of which is 


(i) an amount included under any of sections 5, 6 and 7 in computing the 
taxpayer’s income for the year from an office or employment, 


(ii) an amount included by reason of paragraph 56(1)(n) or (9) in computing 
a taxpayer’s income for the year, or 


(iii) the-taxpayer’s income for the year from a business carried on either 
alone or as a partner actively engaged in the business. 


S. 64.1(b) 


Para. 64(a) amended by 2000, c. 12, Sch. 2, s) 1; to replace “spouse” with “spouse or 
common-law partner’, applicable to 2001. et seq.,,in force July 31, 2000. See also the 
transitional rules reproduced in the-History to 248(1)“*common-law partner’. 


The opening words of s. 64 amended and para. (c) repealed by 1998, c. 19, s. 11, 
applicable to 1997 et seg. The opening words and para. (c) formerly read: 


64. Where a taxpayer in respect of whom an amount may be deducted by reason 
of section 118.3 for a taxation year files with the taxpayer’s return of income 
(other than’a return of income filed under subsection 70(2) or 104(23), paragraph 
128(2)(e) or subsection 150(4)) under this Part for the year a prescribed form 
containing prescribed information, there may be deducted in computing the tax- 
payer’s income, for the, year.an, amount that is equal to the least of 


(c) $5,000. 


Cl. 64(a)A(i)(C) repealed by 1996, c. 23, subsec. 174(1), in force January 1, 1998. Cl. 
(C) formerly read: 


(C) undertake an occupational training course in respect of which the taxpayer 
received a training allowance under the National Training Act,-or 


Subpara. 64(b)(ii) amended by 1996, c. 23, subsec. 174(2), in force January 1, 1998. 
Subpara. (ii) formerly read: 
(ii) an amount included by reason of paragraph 56(1)(m), (n) or (0) in computing 
the taxpayer’s income for the year, or 
Para. 64(a) substituted. by 1994, c. 7, Sch. II (1991, c. 49), s. 37(1), applicable to 1989 


et seq., except that, in its application to the 1989 and 1990 taxation years, that portion 
of subpara. (i)-in the description of A preceding cl. (A) thereof shall be read as follows: 


(i) paid in the year by the taxpayer toa person (other than a person related to the 
taxpayer or a person under 18 years of age) as or on account of attendant care 
provided in Canada to the taxpayer to enable the taxpayer to 


Para. 64(a) formerly read: 
(a) the total of all amounts each of which is an amount that was | 


(1) paid in the year by the taxpayer to a person (other than a person related to 
the taxpayer or a person under 18 years of age) as or on account of attendant 
care provided in Canada to the taxpayer to enable the taxpayer to 


(A) perform the duties of an office ‘or employment, 


(B) carry on a business either alone or as a partner actively engaged in 
the business, 


(C) undertake an occupational training course in respect of which the 
taxpayer received a training allowance under the National Training Act, 
or 
(D) carry on research or any similar work in respect of which the tax- 
payer received a grant, 
the payment of which is proven by filing with the Minister one or more 


receipts each of which was issued by the payee and contains, where the 
payee is an individual, that individual’s Social Insurance Number, and 


(ii) not:included in computing a deduction under section 118.2 for the year 
or any subsequent taxation year, 


Definitions [s. 64]: “amount”, “business” —248(1); “Canada” — 255, Interpreta- 
tion Act '35(1); “common-law partner”, “employment”, “individual” — 248(1); “medi- 
cal practitioner’ — 118.4(2); “Minister”, “office”, “person”, “prescribed” — 248(1); 
“related”? — 251(2)-(6);° “taxable income” — 248(1); “taxation year” — 249; “tax- 
payer” — 248(1); “writing” — Interpretation Act 35(1): 

Regulations: No assistance prescribed to date for 64(a)B. 

Interpretation Bulletins: IT-519R2: Medical expense and disability tax credits and 
attendant care expense deduction. 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips. 


Forms: RC4064: Information concerning people with disabilities [guide]; T929: Disa- 
bility supports deduction. 


64.1 Individuals absent from Canada — In applying sections 
63 and 64 in respect of a taxpayer. who is, throughout all or part of a 
taxation year, absent from but resident in Canada, the following 
rules apply for the year or that part of the year, as the case may be: 


(a) the definition “child care expense” in subsection 63(3), and 
section 64, shall be read without reference to the words “in 
Canada”; 


(b) subsection 63(1) and section 64 shall be read without refer- 
ence to the words “‘and contains, where the payee is an indivi- 
dual, that individual’s Social Insurance Number’, if the payment 
referred to in that subsection or section, as the case may be, is 
made to a person who is not resident in Canada;.and 
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(c) paragraph (b) of the definition “child care expense” in sub- 
section 63(3) shall be read as if the word “person” were substi- 
tuted for the words “resident of Canada” where they appear 
therein. 


History: The portion of s. 64.1 before para. (b) amended by 1999, c. 22, s. 19, applica- 
ble after 1997. That portion formerly read: 


64.1 In applying sections 62, 63 and 64 in respect of a taxpayer who is, through- 
out all or part of a taxation year, absent from but resident in Canada, the follow- 
ing rules apply for the year or that part of the year, as the case may be: 


(a) subsection 62(1), the definition “child care expense” in subsection 63(3) 
and section 64 shall be read without reference to the words “in Canada”; 


Definitions [s. 64.1]: “Canada” — 255; “person” — 248(1); 
ation year” — 249; “taxpayer” — 248(1). 


“resident” — 250; “tax- 


Remission Orders: Child Care Expense and Moving Expense Remission Order, P.C. 
1991-257 (same relief as section 64.1 for 1984-88). 


Interpretation Bulletins: IT-178R3: Moving expenses; IT-495R3: Child care ex- 


penses; IT-519R2: Medical expense and disability tax credits and attendant care ex- 
pense deduction. 


65. (1) Allowance for oil or gas well, mine or timber limit — 
There may be deducted in computing a taxpayer’s income for a tax- 
ation year such amount as an allowance, if any, in respect of 


(a) a natural accumulation of petroleum or natural gas, oil or gas 
well, mineral resource or timber limit, 


(b) the processing of ore (other than iron ore or tar sands) from a 
mineral resource to any stage that is not beyond the prime metal 
stage or its equivalent, 


(c) the processing of iron ore from a mineral resource to any 
stage that is not beyond the pellet stage or its equivalent, or 


(d) the processing of tar sands from a mineral resource to any 
stage that is not beyond the crude oil stage or its equivalent 


as is allowed to the taxpayer by regulation. 


Related Provisions: 20(1)(v.1) — Resource allowance; 53(2) — Amounts to be de- 
ducted; 65(3) — Allocation of allowance for coal mine; 66(1) — Exploration and de- 
velopment expenses of principal-business corporations; 66.7 — Successor rules; 
96(1)(d) — No deduction at partnership level; 104(17) — Trusts — depletion allow- 
ance; 127.52(1)(e) — Limitation on deduction for minimum tax purposes; 209 — Tax 
on carved-out income. 

Selected Cases [subsec. 65(1)]: Echo Bay Mines Ltd. v. Canada, [1992] 2 C.T.C. 
182 (FCTD) (Gains from settlement of forward sales contracts for silver were “‘re- 
source profits”); Canterra Energy Ltd. v. R., [1987] 1 C.T.C. 89 (FCA) (Frontier explo- 
ration allowance can result in figure less than zero; mathematical formula requires 
technical interpretation of ““minus”); Cominco Ltd. v. R., [1984] C.T.C. 548 (FCTD); 
aff'd (Dec. 2, 1985), [unreported] (FCA); leave to appeal to SCC refused (1986), 66 
N.R. 77 (note), (sub nom. Cominco Ltd. v. MNR) (Allowance disallowed when insur- 
ance proceeds for loss of income not from production or processing of minerals); 
Texaco Exploration Co. v. R., [1975] C.T.C. 404 (FCTD) (Value of abandoned proper- 
ties deducted in calculating allowance for net increases in capital investment in 
property); MNR vy. Consolidated Mogul Mines Ltd., [1968] C.T.C. 429 (SCC) (Tax- 
payer engaged in business of mining or exploring for minerals despite principal busi- 
ness of development and management of other mining companies). 

Regulations: 1200. 


I.T. Application Rules: 29(1)-(4), (11)-(14), (16), (24). 


(2) Regulations — For greater certainty it is hereby declared that, 
in the case of a regulation made under subsection (1) allowing to a 
taxpayer an amount in respect of a natural accumulation of petro- 
leum or natural gas, an oil or gas well or a mineral resource or in 
respect of the processing of ore, 


(a) there may be allowed to the taxpayer by that regulation an 
amount in respect of any or all 


(i) natural accumulations of petroleum or natural gas, oil or 
gas wells or mineral resources in which the taxpayer has any 
interest, or 


Proposed Amendment — 65(2)(a)(i) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 196, will 
amend subpara. 65(2)(a)(i) by substituting “interest or, for civil ~ right” for “inter- 
est”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 
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(ii) processing operations described in any of paragraphs 
(1)(b), (c) or (d) that are carried on by the taxpayer; and 


(b) notwithstanding any other provision contained in this Act, 
the Governor in Council may prescribe the formula by which the 
amount that may be allowed to the taxpayer by that regulation 
shall be determined. 
Related Provisions: 20(1)(v) — Deduction for mining taxes; 59(6) — Definitions in 
regulations apply for purposes of s. 59; 66(1) — Exploration and development ex- 
penses of principal-business corporations; 66.7 — Successor rules; 221 — Rules appli- 
cable to regulations generally. 


Regulations: 1200-1209. 
1.T. Application Rules: 29(1)-(4), (11)-(14), (16), (24). 


(3) Lessee’s share of allowance — Where a deduction is al- 
lowed under subsection (1) in respect of a coal mine operated by a 
lessee, the lessor and lessee may agree as to what portion of the 
allowance each may deduct and, in the event that they cannot agree, 
the Minister may fix the portions. 


I.T. Application Rules: 29(1)-(4), (11)-(14), (16), (24). 


Definitions [s. 65]: “amount”, “ 
“regulation”, “tar sands” — 248(1); * 
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mineral resource”, “Minister”, “oil or gas well”, 
‘taxation year” — 249; * “taxpayer” — 248(1). 


66. (1) Exploration and development expenses of 
principal-business corporations — A principal-business cor- 
poration may deduct, in computing its income for a taxation year, 
the lesser of 


(a) the total of such of its Canadian exploration and development 
expenses as were incurred by it before the end of the taxation 
year, to the extent that they were not deductible in computing 
income for a previous taxation year, and 


(b) of that total, an amount equal to its income for the taxation 
year if no deduction were allowed under this subsection, section 
65 or subsection 66.1(2), minus the deductions allowed for the 
year by sections 112 and 113. 


Related Provisions: 87(6), (7) — Obligations of predecessor corporation. See also 
at end of s. 66. 


Selected Cases [subsec. 66(1)]: Phénix v. R., [1998] 1 C.T.C. 2379 (TCC) 
(Capital items may form part of CEE); R. v. Alberta and Southern Gas Co. Ltd., [1978] 
C.T.C. 780 (SCC) (Tax considerations of transaction in acquiring and ending rights not 
artificially reducing income; deduction permitted). 


1.T. Application Rules: 29. 


Interpretation Bulletins: IT-400: Exploration and development expenses — mean- 
ing of principal-business corporation. 


(2) Expenses of special product corporations — A corpora- 
tion (other than a principal-business corporation the principal busi- 
ness of which is described in paragraph (a) or (b) of the definition 
“principal-business corporation” in subsection (15)), whose princi- 
pal business is the production or marketing of sodium chloride or 
potash or whose business includes manufacturing products the man- 
ufacturing of which involves processing sodium chloride or potash, 
may deduct, in computing its income for a taxation year, the drilling 
and exploration expenses incurred by it in the year and before May 
7, 1974 on or in respect of exploring or drilling for halite or sylvite. 


Related Provisions: See also at end of s. 66. 
1.T. Application Rules: 29. 


(3) Expenses of other taxpayers — A taxpayer other than a 
principal-business corporation may deduct, in computing the tax- 
payer’s income for a taxation year, the total of the taxpayer’s Cana- 
dian exploration and development expenses to the extent that they 
were not deducted in computing the taxpayer’s income for a preced- 
ing taxation year. 


Related Provisions: 66(5) — Dealers. 
1.T. Application Rules: 29. 


(4) Foreign exploration and development expenses — A 
taxpayer who is resident throughout a taxation year in Canada may 
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deduct, in computing the taxpayer’s income for that taxation year, 
the lesser of 


(a) the amount, if any, by which 


(i) the total of the foreign exploration and development ex- 
penses incurred by the taxpayer 


(A) before the end of the year, 


(B) at a time at which the taxpayer was resident in Can- 
ada, and 


(C) where the taxpayer became resident in Canada before 
the end of the year, after the last time (before the end of 
the year) that the taxpayer became resident in Canada, 


exceeds the total of 


(11) such of the expenses described in subparagraph (i) as 
were deductible in computing the taxpayer’s income for a 
preceding taxation year, and 


(iti) all amounts by which the amount described in this para- 
graph in respect of the taxpayer is required because of sub- 
section 80(8) to be reduced at or before the end of the year, 
and 


(b) of that total, the greater of 


(i) the amount, if any, claimed by the taxpayer not exceeding 
10% of the amount determined under paragraph (a) in respect 
of the taxpayer for the year, and 


(i.1) [Repealed] 
Gi) the total of 


(A) the part of the taxpayer’s income for the year, deter- 
mined without reference to this subsection and subsection 
66.21(4), that can reasonably be regarded as attributable 
to 


(1) the production of petroleum or natural gas from 
natural accumulations outside Canada or from oil or 
gas wells outside Canada, or 


(II) the production of minerals from mines. outside 
Canada, 


(B) the taxpayer’s income for the year from royalties in 

respect of a natural accumulation of petroleum or natural 

gas outside Canada, an oil or gas well outside Canada or a 

mine outside Canada, determined without reference to 
' this subsection and subsection 66.21(4), and 


(C) all amounts each of which is an amount, in respect of 
a foreign resource property that has been disposed of by 
the taxpayer, equal to the amount, if any, by which 


(1) the amount included in computing the taxpayer’s 
income for the year by reason of subsection 59(1) in 
respect of the disposition 


exceeds 


(II) the total of all amounts each of which is that por- 
tion of an amount deducted under subsection 66.7(2) 
in computing the taxpayer’s income for the year that 


1. can reasonably be considered to be in respect of 
the foreign resource property, and 


2. cannot reasonably be considered to have reduced 
the amount otherwise determined under clause (A) 
or (B) in respect of the taxpayer for the year. 


Related Provisions: 66(4.1)— Country-by-country FEDE allocations; 66(4.3) — 
Individuals who cease to be resident in Canada; 66(5) — Dealers; 66(11.4) — Change 
of control; 66(13.1) — Short taxation year; 66.21(1)“global foreign resource limit” — 
Determination of limit; 66.21(4) — Deduction for cumulative foreign resource ex- 
pense; 66.7(2)(a)— Successor of foreign exploration and development expenses; 
66.7(2.3) — Successor of foreign resource expenses; 80(8)(e€) — Reduction of FEDE 
on debt forgiveness; 87(7) — Obligations of predecessor corporation; 104(5.2) — 
Trusts — 21-year deemed disposition; 110.6(1)“investment expense”(d) — effect of 
claim under 66(4) on capital gains exemption; 115(1)(e.1)— Deduction for unused 
FEDE balance against taxable income earned in Canada of non-resident; 115(4.1) — 
Taxable income earned in Canada — foreign resource pool expenses; 261(7)(a) — 
Functional currency reporting. See also at end of s. 66. 
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History: Subpara. 66(4)(a)(i) amended by 2001, c. 17, :subsec: 44(1), applicable to 
1999 et seqg., except that in its application to the 1999 taxation year, the subpara. shall 
be read as follows: 


“(i) the total of the foreign exploration and development expenses incurred by 
the taxpayer before the end of the year and at a time which the taxpayer was 
resident in Canada” 


The subpara. formerly read: 


(i) the total of the foreign exploration and development expenses incurred by the 
taxpayer before the end of the year 


The portion of para. 66(4)(b) before subpara. (ii) amended by the said c. 17, subsec. 
44(2), applicable to 1995 et. seqg., except that the portion shall be read as follows in 
respect of cessations of residence that occurred before February 28, 2000: 


“(b) of that total, the greatest of 


(i) the amount, if any, claimed by the taxpayer not exceeding 10% of the 
amount determined under paragraph (a) in respect’ of the taxpayer for the 
year, 


(i.1) if the taxpayer ceased tobe resident in Canada immediately after the 
end of the year, the amount, if any, claimed by the taxpayer not exceeding 
the amount determined under paragraph (a) in respect of the taxpayer for the 
year, and” 


The portion of para. 66(4)(b) before subpara. (ii) formerly read: 
(b) of that total, the greater. of, 
(i) such amount as the taxpayer may claim not exceeding 10% of the total 
determined under paragraph (a), and 
Subpara. 66(4)(b)(ii) amended by the said c. 17, subsec. 44(3), applicable to taxation 
years that begin after 2000. Subpara. 66(4)(b)(ii) formerly read: 
(ii) the total of 


(A) such part of the taxpayer’s income for the taxation year as may reasona- 
bly be regarded as attributable to the production of petroleum or natural gas 
from natural accumulations thereof outside Canada or from oil or gas wells 
outside Canada or to the production of minerals from mines outside Canada, 


(B) the taxpayer’s income for the taxation year from royalties in respect of a 
natural accumulation of petroleum or natural gas outside Canada, an oil or 
gas well outside Canada or a mine outside Canada, and 


(C) the total of amounts each of which is an amount, in respect of a foreign 
resource property that has been disposed of by the taxpayer, equal to the 
amount, if any, by which 
(I) the amount included in computing the taxpayer’s income for the year 
by virtue of section 59 in respect of the disposition of the property, 
exceeds 
(ID) the amount deducted under section 64 in respect of the property in 
computing the taxpayer’s income for the year, ; 
determined as if no deductions were allowed under this subsection, subsections 
(1) and (3), section 65 and subsections 66.1(2) and (3). 


The closing words to para. 66(4)(b) repealed and closing words to subpara. 66(4)(b)(ii) 
added by 1998, c. 19, subsecs. 104(1) and (2), applicable to taxation years that end 
after May 6, 1974. The closing words to para. 66(4)(b) formerly read: 


if no deduction were allowed under this subsection, subsection (1) or (3), sec- 
tion 65 or subsection 66.1(2) or (3). 


Para. 66(4)(a) amended: by 1995, c. 21, s. 21, applicable to taxation years that end after 
February 21, 1994. The para. formerly read: 


(a) the total of such of the taxpayer’s foreign exploration and development ex- 
penses as were incurred by the taxpayer before the end of the taxation year to the 
extent they were not deductible in computing the taxpayer’s income for a previ- 
ous taxation year, and 


1.T. Application Rules: 29. 


(4.1) Country-by-country FEDE allocations — For greater 
certainty, the portion of an amount deducted under subsection (4) in 
computing a taxpayer’s income for a taxation year that can reasona- 
bly be considered to be in respect of specified foreign exploration 
and development expenses of the taxpayer in respect of a country 1s 
considered to apply to a source in that country. 
Related Provisions: 66(4.2) — Method of allocation; 66.7(2.1) — Parallel rule for 
successor corporation. 
History: Subsec. 66(4.1) added by 2001, c. 17, subsec. 44(4), applicable to taxation 
years of a taxpayer that begin after the earlier of 

(a) December 31, 1999; and 


(b) where, for the purposes of subsec. 72(9), a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 


(i) the date so designated, and 
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(ii) December 31, 1994. 


(4.2) Method of allocation — For the purpose of subsection 
(4.1), where a taxpayer has incurred specified foreign exploration 
and development expenses in respect of two or more countries, an 
allocation to each of those countries for a taxation year shall be de- 
termined in a manner that is 


(a) reasonable having regard to all the circumstances, including 
the level and timing of 
(i) the taxpayer’s specified foreign exploration and develop- 
ment expenses in respect of the country, and 


(ii) the profits or gains to which those expenses relate; and 


(b) not inconsistent with the allocation made under subsection 
(4.1) for the preceding taxation year. 
Related Provisions: 66.7(2.2) — Parallel rule for successor corporation. 
History: Subsec. 66(4.2) added by 2001, c. 17, subsec. 44(4), applicable to taxation 
years of a taxpayer that begin after the earlier of 
(a) December 31, 1999; and 
(b) where, for the purposes of subsec. 72(9), a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the Jater of 
(i) the date so designated, and 


(ii) December 31, 1994. 


(4.3) FEDE deductions where change of individual’s resi- 
dence — Where at any time in a taxation year an individual be- 
comes or ceases to be resident in Canada, 


(a) subsection (4) applies to the individual as if the year were the 
period or periods in the year throughout which the individual 
was resident in Canada; and 


(b) for the purpose of applying subsection (4), subsection (13.1) 
does not apply to the individual for the year. 
History: Subsec. 66(4.3) added by 2001, c. 17, subsec. 44(4), applicable to 1998 et 
seq. 


(5) Dealers — Subsections (3) and (4) and sections 59, 64, 66.1, 
66.2, 66.21, 66.4 and 66.7 do not apply in computing the income for 
a taxation year of a taxpayer (other than a principal-business corpo- 
ration) whose business includes trading or dealing in rights, licences 
or privileges to explore for, drill for or take minerals, petroleum, 
natural gas or other related hydrocarbons. 


Related Provisions: 253 — Extended meaning of “carrying on business”. See also 
at end of s. 66. 


History: Subsec. 66(5) amended by 2001, c. 17, subsec. 44(5), applicable to taxation 
years that begin after 2000. The subsec. formerly read: 


(5) Subsections (3) and (4) and sections 59, 64, 66.1, 66.2, 66.4 and 66.7 do not 
apply in computing the income for a taxation year of a taxpayer (other than a 
principal-business corporation) whose business includes trading or dealing in 
rights, licences or privileges to explore for, drill for or take minerals, petroleum, 
natural gas or other related hydrocarbons. 


Subsec. 66(5) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 38(1), to add refer- 
ence to section 66.7 and to delete “under this Part” from after “taxation year’, applica- 
ble to taxation years ending after February 17, 1987. 


1.T. Application Rules: 29. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-314: Income of dealers in oil and gas leases (archived); IT-400: 
Exploration and development expenses — meaning of principal-business corporation. 


(6)—-(9) [Repealed under former Act] 


(10) [Repealed] 


History: Subsec. 66(10) repealed by 1997, c. 25, subsec. 13(1), applicable to renuncia- 
tions made 


(a) after 2006, in respect of a payment or loan received by a joint exploration 
corporation 


(i) before March 6, 1996, or 

(ii) after March 5, 1996 under an agreement in writing made 
(A) by the corporation before March 6, 1996, or 
(B) by another corporation before March 6, 1996, where 


(I) the other corporation controlled the corporation at the time the 
agreement was made, or 
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(II) the other corporation undertook, at the time the agreement was 
made, to form the corporation; and 


(b) after March 5, 1996, in any other case. 
Subsec. (10) formerly read: 


(10) Joint exploration corporation — A joint exploration corporation may, in 
any particular taxation year or within 6 months from the end of that year, elect in 
prescribed form to renounce in favour of another corporation an agreed portion 
of the total of such of the joint exploration. corporation’s Canadian exploration 
and development expenses as were incurred by it during a period, after 1971 and 
before the end of the particular taxation year, throughout which the other corpo- 
ration was a shareholder corporation, to the extent that the total of those ex- 
penses exceeds any amount deductible under subsection (1) in respect thereof by 
the joint exploration corporation in computing its income for any taxation year 
previous to the particular year and, on the election, that agreed portion 


(a) shall be deemed, for the purpose of subsection (1) or (3), as the case may 
be, to be Canadian exploration and development expenses incurred by the 
other corporation during its taxation year in which the particular taxation 
year ends; and 


(b) shall be subtracted from the total described in paragraph (1)(a) in deter- 
mining the amount deductible by the joint exploration corporation under 
subsection (1) in computing its income. 


(10.1) [Repealed] 


History: Subsec. 66(10.1) repealed by 1997, c. 25, subsec. 13(1), applicable on the 
same basis as the repeal of subsec. 66(10). Subsec. (10.1) formerly read: 


(10.1) Idem — A joint exploration corporation may, in any particular taxation 
year or within 6 months from the end of that year, elect in prescribed form in 
respect of that year to renounce in favour of another corporation an agreed por- 
tion of the total of such of the joint exploration corporation’s Canadian explora- 
tion expenses as were incurred by it during a period (ending before the end of the 
particular taxation year) throughout which the other corporation was a share- 
holder corporation, to the extent that the total of those expenses exceeds the total 
of all amounts each of which is 


(a) an amount deducted or required to be deducted under subsection 66.1(2) 
in respect of those expenses by the joint exploration corporation in comput- 
ing its income for any taxation year preceding the particular taxation year, or 


(b) assistance that any person has received, is entitled to receive or, at any 
time, becomes entitled to receive in respect of those expenses incurred dur- 
ing the period or that can reasonably be regarded as relating to Canadian 
exploration activities of the joint exploration corporation during the period, 
other than that portion of the assistance arising because of section 127 or 
127.1 in respect of a shareholder corporation of the joint exploration 
corporation, 


and, on the making of the election, that agreed portion 


(c) shall be deemed, for the purposes of the definitions “Canadian explora- 
tion expense” and “cumulative Canadian exploration expense” in subsection 
66.1(6), to be a Canadian exploration expense incurred by the other corpora- 
tion during its taxation year in which the particular taxation year ends or, if it 
has no such year, its last taxation year, and 


(d) shall be included in the amount determined for F in the definition “cumu- 
lative Canadian exploration expense” in subsection 66.1(6) by the joint ex- 
ploration corporation in computing its cumulative Canadian exploration ex- 
pense, at the time the election is made or, where the election is made after 
the end of the particular taxation year, immediately before the end of that 
year. 


Paras. 66(10.1)(a), (d) amended by 1994, c. 8, subsecs. 5(1), (2), applicable to taxation 
years ending after December 2, 1992. Paras. (a), (d) formerly read: 


(a) an amount deductible under subsection 66.1(2) in respect of those expenses 
by the joint exploration corporation in computing its income for any taxation 
year preceding the particular taxation year, or 


(d) shall be included in the amount determined for F in the definition “cumula- 
tive Canadian exploration expense” in subsection 66.1(6) by reason of its being 
deducted or deductible, as the case may be, by the joint exploration corporation 
in computing that corporation’s cumulative Canadian exploration expense, at the 
time that the election is made or, where the election is made after the end of the 
particular taxation year, immediately before the end of that year. 


Para. 66(10.1)(b) substituted by 1994, c. 7, Sch. I (1991, c. 49), subsec. 38(2), applica- 
ble to assistance for expenses incurred after November 1985. Para. (b) formerly read: 


(b) assistance that any person has received, is entitled to receive or, at any time, 
becomes entitled to receive in respect of those expenses incurred during the pe- 
riod or that can reasonably be related to Canadian exploration activities of the 
joint exploration corporation during the period; 


(10.2) [Repealed] 
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History: Subsec. 66(10.2) repealed by 1997, c. 25, subsec. 13(1), applicable on. the 
same basis as the repeal of subsec. 66(10). Subsec. (10.2) formerly read: 


(10.2) Idem — A joint exploration corporation may,,in any. particular taxation 
year or within 6 months from the end of that year, elect in prescribed form in 
respect of that year to renounce in favour of another corporation an agreed por- 
tion of the total of such of the joint exploration corporation’s Canadian develop- 
ment expenses as were incurred by it during a period (ending before the end of 
the particular taxation year) throughout which the other corporation was a share- 
holder corporation, to the extent that the total of those expenses exceeds the total 
of all amounts each of which is 


(a) an amount deducted under subsection 66.2(2) in respect of those ex- 
penses by the joint exploration corporation in computing its income for any 
taxation year preceding the particular taxation year, or 


(b) assistance that any, person has received, is entitled. to receive or, at any 
time, becomes. entitled to receive in respect of those expenses incurred dur- 
ing the period or that can reasonably. be related to Canadian development 
activities of the joint exploration corporation during the period, 


and, on the making of the election, that agreed portion 


(c) shall be deemed, for the purposes of the definitions “Canadian develop- 
ment expense’’ and “cumulative Canadian development expense” in subsec- 
tion 66.2(5), to be a Canadian development expense incurred by the other 
corporation during its taxation year in. which the particular taxation year 
ends or, if it has no such year, its last taxation year, and 


(d) shall be included in the amount determined for E in the definition “cumu- 
lative Canadian development expense” in subsection 66.2(5) by reason of its 
being deducted by the joint exploration corporation in computing that corpo- 
ration’s cumulative Canadian development expense, at the time the election 
is made or, where the election is made after the end of the particular taxation 
year, immediately before the end of that year. 


(10.3) [Repealed] 


History: Subsec. 66(10.3) repealed by 1997, c.' 25, subsec. 13(1), applicable on the 
same basis as the repeal of subsec. 66(10). Subsec. (10:3) formerly read: 


(10.3) Idem — A joint exploration corporation may, in any. particular taxation 
year or within 6 months from the end of that year, elect in prescribed form in 
respect of that year to renounce in favour of another corporation an agreed. por- 
tion of the total of such of the joint exploration corporation’s Canadian oil and 
gas property expenses as were incurred by it during a period (ending before the 
end of the particular taxation year) throughout which the other corporation was a 
shareholder corporation; to the extent that the total of those expenses exceeds the 
total, of all amounts each of which is 


(a) an amount deducted under subsection 66.4(2) in respect of those ex- 
penses by the joint exploration corporation in computing its income for any 
taxation year preceding the particular taxation year, or 


(b) assistance that any person has received, is entitled to receive or, at any 
time, becomes entitled to receive in respect of those expenses incurred dur- 
ing the period or that can reasonably be related to those expenses during the 
period, 
and, on the making of the election, that agreed portion 

(c) shall be deemed, for the purposes of the definitions “Canadian oil and 
gas property expense’”’.and “cumulative Canadian oil.and gas property ex- 
pense” in subsection 66.4(5), to be a Canadian oil and gas property expense 


incurred by the other corporation during its taxation year in which the partic- 
ular taxation year ends or, if it has no such year, its last taxation year, and 


(d) shall be included in the amount determined for E in the definition “cumu- 
lative Canadian oil and gas property expense” in subsection 66.4(5) by rea- 
son of its being deducted by the joint exploration corporation in computing 
that corporation’s cumulative Canadian oil and gas property expense, at the 
time the election is made or, where the election is made after the end of the 
particular taxation year, immediately before the end of that’ year. 


(10.4) Idem [Joint exploration corporation] — Where a tax- 
payer has, after April 19, 1983, made a payment or loan described 
in paragraph (a) of the definition “agreed portion” in subsection 
(15) to ‘a joint exploration corporation in respect of which the cor- 
poration has at any time renounced in favour of the taxpayer any 
Canadian exploration expenses, Canadian development expenses or 
Canadian oil and gas property expenses (in this subsection referred 
to as “resource expenses”’) under subsection (10.1), (10.2) or (10.3), 
the following rules apply: 


(a) where the taxpayer receives as consideration for the payment 
or loan property that is capital property to the taxpayer, 


(i) there shall be deducted in computing the adjusted cost 
base to the taxpayer of the property at any time the amount of 
any resource expenses renounced by the corporation in the 
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taxpayer’s favour in respect of the loan or payment at or 
before that time, 


(ii) there shall be deducted in computing the adjusted cost 
base to the taxpayer at any time of any property for which the 
property, or any property substituted therefor, was exchanged 
the amount of any resource expenses renounced by the: cor- 
poration in the taxpayer’s favour in respect of the loan or 
payment at or before that time (except to the extent such 
amount has been deducted under subparagraph (i)), and 


(iii) the amount of any resource expenses renounced by the 
corporation in favour of the taxpayer in respect of the loan or 
payment at any time, except to the extent that the renuncia- 
tion of those expenses results in'a deduction under subpara- 
graph (1) or (ii), shall, for the purposes of this Act, be deemed 
to be a capital gain of the taxpayer from the disposition by 
the taxpayer of property at that time; 


(b) where the taxpayer receives as consideration for the payment 
or loan property that is not capital property to the taxpayer, 


(i) there shall be deducted in computing the cost to the tax- 
payer of the property at any time the amount of any resource 
expenses renounced by the corporation in the taxpayer’s fa- 
vour in respect of the loan or payment at or before that time, 
and 


(ii) there shall be included in computing the amount referred 
to in paragraph 59(3.2)(d) for a taxation year the amount of 
any resource expenses renounced by the corporation in the 
taxpayer’s favour in respect of the loan or payment at any 
time in the year, except to the extent that the amount has 
been deducted under, subparagraph (i);,and 


(c) where the taxpayer does not receive any property as consid- 
eration for the payment, there shall be included in computing the 
amount referred to in paragraph 59(3.2)(e) for a taxation year 
the amount of any resource expenses renounced by the corpora- 
tion in the taxpayer’s favour in respect of the payment in the 
year, except to the extent that the amount has been deducted 
from the adjusted cost base to the taxpayer of shares of the. cor- 
poration under paragraph 53(2)(f.1) in respect of the payment. 


Related Provisions: 53(2)(f)—-(f.2) — Deductions from adjusted cost base — re- 


| nounced) expenses; 59(3.2)(d), (e) — Recovery of exploration and development ex- 


penses; 59(3.3)(f) — Resource property — amounts included in income; 248(5) — 
Substituted property. See also at the end of s. 66. : 


Advance Tax Rulings: ATR-60: Joint exploration corporations. 


(11) Acquisition of control — Where after March 31; 1977 and 
before November 13, 1981 control of a corporation has been ac- 
quired by a person or persons who did not control the corporation at 
the time when it last ceased to carry on active business, 


(a) the amount by which the Canadian exploration and develop- 
ment expenses incurred by the corporation before it last ceased 
to carry on active business exceeds the total of all amounts oth- 
erwise deductible by the corporation in respect of Canadian ex- 
ploration and development expenses in computing its income for 
taxation years. ending before control was so acquired, shall be 
deemed to have been deductible under this section by the corpo- 
ration in computing its income for taxation years ending before 
control was so acquired; 


(b) the amount by which the cumulative Canadian exploration 
expense of the corporation at the time it last ceased to carry on 
active business exceeds the total of amounts otherwise deducted 
under section 66.1 in computing its income for taxation years 
ending after that time and ‘before control was so acquired, shall 
be deemed to have been deducted under that section by the cor- 
poration in computing its income for taxation years ending 
before control was so acquired; 


(c) the amount by which the cumulative Canadian development 
expense of the corporation at the time it last ceased to carry on 
active business exceeds the total of amounts otherwise deducted 
under section 66.2 in computing its income for taxation years 
ending after that time and before control was so acquired, shall 
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be deemed to have been deducted under that section by the cor- 
poration in computing its income for taxation years ending 
before control was so acquired; 


(d) the amount by which the cumulative Canadian oil and gas 
property expense of the corporation at the time it last ceased to 
carry on active business exceeds the total of amounts otherwise 
deducted under section 66.4 in computing its income for taxa- 
tion years ending after that time and before control was so ac- 
quired, shall be deemed to have been deducted under that sec- 
tion by the corporation in computing its income for taxation 
years ending before control was so acquired; and 


(e) the amount by which the foreign exploration and develop- 
ment expenses incurred by the corporation before it last ceased 
to carry on active business exceeds the total of all amounts oth- 
erwise deductible by the corporation in respect of foreign explo- 
ration and development expenses in computing its income for 
taxation years ending before control was so acquired, shall be 
deemed to have been deductible under this section by the corpo- 
ration in computing its income for taxation years ending before 
control was so acquired. 
Related Provisions: 66(11.3) — Acquisition of control before 1983; 139.1(18) — 
Holding corporation deemed not to acquire control of insurer on demutualization; 
249(4) — Deemed year end where change of control occurs; 256(6)—(9) — Whether 
control acquired. See also at end of s. 66. 


1.T. Application Rules: 29. 
1.T. Technical News: 7 (control by a group — 50/50 arrangement). 


(11.1), (11.2) [Repealed under former Act] 


(11.3) Control — For the purposes of subsections (11) and 
66.7(10), where a corporation acquired control of another corpora- 
tion after November 12, 1981 and before 1983 by reason of the ac- 
quisition of shares of the other corporation pursuant to an agree- 
ment in writing concluded on or before November 12, 1981, it shall 
be deemed to have acquired that control on or before November 12, 
1981. 


Related Provisions: See at end of s. 66. 
1.T. Application Rules: 29. 


(11.4) Change of control — Where, 


(a) at any time, control of a corporation has been acquired by a 
person or group of persons, 


(b) within the 12-month period that ended immediately before 
that time, the corporation or a partnership of which it was a ma- 
jority interest partner acquired a Canadian resource property or a 
foreign resource property (other than a property that was owned 
by the corporation or partnership or a person that would, if sec- 
tion 251.1 were read without reference to the definition “con- 
trolled” in subsection 251.1(3), be affiliated with the corporation 
throughout the period that began immediately before the 12- 
month period began and ended at the time the property was ac- 
quired by the corporation or partnership), and 


(c) immediately before the twelve month period commenced, the 
corporation was not a principal-business corporation and the 
partnership, if it were a corporation, would not be a principal- 
business corporation, 


for the purposes of subsection (4) and sections 66.2, 66.21 and 66.4, 
except as those provisions apply for the purposes of section 66.7, 
the property is deemed not to have been acquired by the corporation 
or partnership before that time and is deemed to have been acquired 
by it at that time, except that, where the property has been disposed 
of by it before that time and not reacquired by it before that time, 
the property is deemed to have been acquired by the corporation or 
partnership immediately before it disposed of the property. 
Related Provisions: 66(11.5) — Where control changed within 12 months of incor- 
poration; 87(2)(j.6) — Amalgamations — continuing corporation; 139.1(18) — Hold- 
ing corporation deemed not to acquire control of insurer on demutualization; 
256(6)—(9) — Whether control acquired. See also at end of s. 66. 

History: The closing words of subsec. 66(11.4) amended by 2001, c. 17, subsec. 
44(6), applicable to taxation years that begin after 2000. The closing words formerly 
read: 
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for the purposes of subsection (4) and sections 66.2 and 66.4, except as those 
provisions apply for the purposes of section 66.7, the property shall be deemed 
not to have been acquired by the corporation or partnership before that time and 
shall be deemed to have been acquired by it at that time, except that, where the 
property has been disposed of by it before that time and not reacquired by it 
before that time, the property shall be deemed to have been acquired by the cor- 
poration or partnership immediately before it disposed of the property. 

Para. 66(11.4)(b) amended by 1998, c. 19, subsec. 104(3), applicable after April 26, 

1995. The para. formerly read: 
(b) within the twelve month period ending immediately before that time, the cor- 
poration, or a partnership of which it was a majority interest partner (within the 
meaning assigned by subsection 97(3.1)) acquired a Canadian resource property 
or a foreign resource property (other than a property that was owned by the cor- 
poration, partnership or a person or persons related to the corporation throughout 
the period commencing immediately before the twelve month period and ending 
at the time the property was acquired by the corporation or partnership), and 


1.T. Technical News: 7 (control by a group — 50/50 arrangement). 


(11.5) Early change of control — For the purpose of subsection 
(11.4), where the corporation referred to in that subsection was in- 
corporated or otherwise formed in the 12-month period referred to 
in that subsection, the corporation is deemed to have been, through- 
out the period that began immediately before the 12-month period 
and ended immediately after it was incorporated or otherwise 
formed, 


(a) in existence; and 


(b) affiliated with every person with whom it was affiliated (oth- 
erwise than because of a right referred to in paragraph 
251(5)(b)) throughout the period that began when it was incor- 
porated or otherwise formed and ended immediately before its 
control was acquired. 

Related Provisions: 139.1(18) — Holding corporation deemed not to acquire con- 


trol of insurer on demutualization; 256(6)—(9) — Whether control acquired. See also at 
end of s. 66. 


History: Subsec. 66(11.5) amended by 1998, c, 19, subsec. 104(4), applicable to ac- 
quisitions of control that occur after April 26, 1995. The subsec. formerly read: 


(11.5) Change of control within 12 months of incorporation — For the pur- 
poses of subsection (11.4), where the corporation referred to in that subsection 
was incorporated or otherwise formed during the twelve month period referred to 
in that subsection, it shall be deemed to have been, throughout the period com- 
mencing immediately before the twelve month period and ending immediately 
after it was incorporated or otherwise formed, 


(a) in existence; and 


(b) related'to the person or persons to whom it was related (otherwise than 
by virtue of a right referred to in paragraph 251(5)(b)) throughout the period 
commencing when it was incorporated or otherwise formed and ending im- 
mediately before control of the corporation was acquired. 


(12) Computation of exploration and development ex- 
penses — In computing a taxpayer’s Canadian exploration and 
development expenses, 


(a) there shall be deducted any amount paid to the taxpayer 
before May 7, 1974 


(i) and after 1971 under the Northern Mineral Exploration 
Assistance Regulations made under an appropriation Act that 
provides for payments in respect of the Northern Mineral 
Grants Program, or 


(ii) pursuant to any agreement entered into between the. tax- 
payer and Her Majesty in right of Canada under the Northern 
Mineral Grants Program or the Development Program of the 
Department of Indian Affairs and Northern Development, to 
the extent that the amount has been expended by the taxpayer 
as or on account of Canadian exploration and development 
expenses incurred by the taxpayer; and 


(b) there shall be included any amount, except an amount in re- 
spect of interest, paid by the taxpayer after 1971 and before May 
7, 1974 under the Regulations referred to in subparagraph (a)(i) 
to Her Majesty in right of Canada. 

Related Provisions: 66(12.1) — Limitations. See also at end of s. 66. 


1.T. Application Rules: 29. 
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(12.1) Limitations. of Canadian exploration and 
development expenses — Except as expressly otherwise pro- 
vided in this Act, 


(a) where as a result of a transaction occurring after May 6, 1974 
an amount has become receivable by a taxpayer at a particular 
time in a taxation year and the consideration given by the tax- 
payer therefor was property (other than a share or a Canadian 
resource property, or an interest therein or a right thereto) or ser- 
vices, the original cost of which to the taxpayer may reasonably 
be regarded as having been primarily Canadian exploration and 
development expenses of the taxpayer (or would have been so 
regarded if they had been incurred by the taxpayer after 1971 
and beforé May 7, 1974) or a Canadian exploration expense, 
there shall at that time be included in the amount determined for 
G in the definition “cumulative Canadian exploration expense” 
in subsection 66.1(6) in respect of the taxpayer the amount that 
became receivable by the taxpayer at that time; and 


(b) where as a result of a transaction occurring after May 6, 
1974 an amount has become receivable by a taxpayer at a partic- 
ular time in a taxation year and the consideration given by the 
taxpayer therefor was property (other than a share or a Canadian 
resource property, or an interest therein or a right thereto) or ser- 
vices, the original cost of which to the taxpayer may reasonably 
be regarded as having been primarily a Canadian development 
expense, there shall at that time be included in the amount deter- 
mined for G in the definition “cumulative Canadian develop- 
ment expense” in subsection 66.2(5) in respect of the taxpayer 
the amount that became receivable by the taxpayer at that time. 


eb o Rees or, for civil law, a right ir 
therein or a right thereto”, to come i 


Technical Notes (July 2010): ‘See under. 124). 


Related Provisions: 59(1) — Amounts received as consideration for disposition of 
resource property; 66(15) — Definitions. See also at end of s. 66. 


1.T. Application Rules: 29. 
Interpretation Bulletins: IT-125R4: Dispositions of resource properties. 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


(12.2) Unitized oil or gas field in Canada — Where, pursuant 
to an agreement between a taxpayer and another person to unitize 
an oil or gas field in Canada, an amount has become receivable by 
the taxpayer at a particular time after May 6, 1974 from that other 
person in respect of Canadian exploration expense incurred by the 
taxpayer or Canadian exploration and development expenses in- 
curred by the taxpayer (or expenses that would have been Canadian 
exploration and development expenses if they had been incurred by 
the taxpayer after 1971 and before May 7, 1974) in respect of that 
field or any part thereof, the following rules apply: 


(a) there shall, at that time, be included by the taxpayer in the 
amount determined for G in the definition “cumulative Canadian 
exploration expense” in subsection 66.1(6). the amount that be- 
came receivable by the taxpayer; and 


(b) there shall, at that time, be included by the other person in 
the amount referred to in paragraph (c) of the definition “Cana- 
dian exploration expense” in subsection 66.1(6) the amount that 
became payable by that person. 


Related Provisions: 66(15) — Definitions. See also at end of s. 66. 
1.T. Application Rules: 29. 
Interpretation Bulletins: IT-273R2: Government assistance — general. comments; 


IT-125R4: Dispositions of resource properties. 


(12.3) Idem — Where, pursuant to an agreement between a tax- 
payer and another person to unitize an oil or gas field in Canada, an 
amount has become receivable by the taxpayer at a particular time 
after May 6, 1974 from that other person in respect of Canadian 
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development expense incurred by the taxpayer in respect of that 
field or any part thereof, the following rules apply: 


(a) there shall, at that time, be included by the taxpayer in the 
amount determined for G in the definition “cumulative Canadian 
development expense” in subsection 66.2(5) the amount that be- 
came receivable by the taxpayer; and 


(b) there shall, at that time, be included by the other person in 
the amount referred to in paragraph (a) of the definition “Cana- 
dian development expense”. in subsection 66.2(5) the amount 
that became payable by that person. 


Related Provisions: See at end of s. 66. 
1.T. Application Rules: 29. 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-125R4: Dispositions of resource properties. 


(12.4) Limitation of FEDE — Where, as a result of a transaction 
that occurs after May 6, 1974, an amount becomes receivable by. a 
taxpayer at a particular time in a taxation year and the consideration 
given by the taxpayer for the amount receivable is property (other 
than a foreign resource property) or services, the original cost of 
which to the taxpayer can reasonably be regarded as having been 
primarily foreign exploration and development expenses of the tax- 
payer (or would have been so regarded if they had been incurred by 
the taxpayer after 1971 and the definition “foreign exploration and 
development expenses” in subsection (15) were read without refer- 
ence to paragraph (k) of that definition), the following rules apply: 


(a) in computing the taxpayer’s foreign exploration and develop- 
ment expenses at that time, there shall be deducted the amount 
receivable by the taxpayer; 


(b) where the amount receivable exceeds the total of the tax- 
payer’s foreign exploration and development expenses incurred 
before that time to the extent that those expenses were not de- 
ducted or deductible, as the case may be, in computing the tax- 
payer’s income for a preceding taxation year, there shall be in- 
cluded in the amount referred to in paragraph 59(3.2)(a) the 
amount, if any, by which the amount receivable exceeds the total 
of 


(i) the taxpayer’s foreign exploration and development ex- 
penses incurred before that time to the extent that those ex- 
penses were not deducted or deductible, as the case. may be, 
in computing the taxpayer’s income for a preceding taxation 
year, and 


(ii) the amount, designated by the taxpayer in prescribed 
form filed with the taxpayer’s return of income for the year, 
not exceeding the portion of the amount receivable for which 
the consideration given by the taxpayer was property (other 
than a foreign resource property) or services, the original cost 
of which to the taxpayer can reasonably be regarded as hay- 
ing been primarily 


(A) specified foreign exploration and development ex- 
penses in respect of a country, or 


(B) foreign resource expenses in respect of a country; and 


(c) where an amount is included in the amount referred to in 
paragraph 59(3.2)(a) by virtue of paragraph (b), the total of the 
taxpayer’s foreign exploration and development expenses at that 
time shall be deemed to be nil. 


Related Provisions: 59(3.2)(a) — Income inclusion; 66(12.41), (12.42) — Limita- 
tions of foreign resource expenses; 95(1) — “foreign affiliate”. See also at end of s. 66. 


History: The opening words of subsec. 66(12.4) and para. 66(12.4)(b) amended by 
2001, c. 17, subsecs. 44(7), (8), applicable to taxation years that begin after 2000. The 
opening words and the para. formerly read 


(12.4) Limitation of foreign exploration and development expenses — 
Where, as a result of.a transaction occurring after May 6, 1974, an amount has 
become receivable by a taxpayer at a particular time in a taxation year and the 
consideration given by the taxpayer therefor was property (other than a foreign 
resource property) or services, the original cost of which to the taxpayer may 
reasonably be regarded as having been primarily foreign exploration and devel- 
opment expenses of the taxpayer (or would have been so regarded if they had 
been incurred by the taxpayer after 1971), the following rules apply: 
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(b) where the amount receivable exceeds the total of the taxpayer’s foreign 
exploration and development expenses incurred before that time to the ex- 
tent that those expenses were not deducted or deductible, as the case may be, 
in computing the taxpayer’s income for a previous taxation year, there shall 
be included in the amount referred to in paragraph 59(3.2)(a) the amount by 
which 
(i) the amount receivable 
exceeds 
(ii) the total of the taxpayer’s foreign exploration and development ex- 
penses incurred by the taxpayer before that time to the extent that those 
expenses were not deducted or deductible, as the case may be, in com-, 
puting the taxpayer’s income for a previous taxation year; and 


1.T. Application Rules: 29. 


(12.41) Limitations of foreign resource expenses — Where 
a particular amount described in subsection (12.4) becomes receiva- 
ble by a taxpayer at a particular time, there shall at that time be 
included in the value determined for G in the definition “cumulative 
foreign resource expense” in subsection 66.21(1) in respect of the 
taxpayer and a country the amount designated under subparagraph 
(12.4)(b)(ii) by the taxpayer in respect of the particular amount and 
the country. 

Related Provisions: 66(12.42) — Partnerships; 
source expense”G. 

History: Subsec. 66(12.41) added by 2001, c. 17, subsec. 44(9), applicable to taxation 
years that begin after 2000. 


66.21(1)“cumulative foreign re- 


(12.42) Partnerships — For the purposes of subsections (12.4) 
and (12.41), where a person or partnership is a member of a particu- 
lar partnership and a particular amount described in subsection 
(12.4) becomes receivable by the particular partnership in a fiscal 
period of the particular partnership, 


(a) the member’s share of the particular amount is deemed to be 
an amount that became receivable by the member at the end of 
the fiscal period; and 


(b) the amount deemed by paragraph (a) to be an amount receiv- 
able by the member is deemed to be an amount 


(i) that is described in subsection (12.4) in respect of the 
member, and 


(ii) that has the same attributes for the nneniBer as it did for 
the particular partnership. 


History: Subsec. 66(12.42) added by 2001, c. 17, subsec. 44(9), applicable to fiscal 
periods that begin after 2000. 


(12.5) Unitized oil or gas field in Canada — Where, pursuant 
to an agreement between a taxpayer and another person to unitize 
an oil or gas field in Canada, an amount has become receivable by 
the taxpayer at a particular time from that other person in respect of 
Canadian oil and gas property expense incurred by the taxpayer in 
respect of that field or any part thereof, the following rules apply: 


(a) there shall, at that time, be included by the taxpayer in the 
amount determined for G in the definition “cumulative Canadian 
oil and gas property expense” in subsection 66.4(5) the amount 
that became receivable by the taxpayer; and 


(b) there shall, at that time, be included by the other person in 
the amount referred to in paragraph (a) of the definition ““Cana- 
dian oil and gas property expense” in subsection 66.4(5) the 
amount that became payable by that person. 

Related Provisions: See at end of s. 66. 

1.T. Application Rules: 29. 

Interpretation Bulletins: IT-125R4: Dispositions of resource properties. 


(12.6) Canadian exploration expenses to flow-through 
shareholder — Where a person gave consideration under an 
agreement to a corporation for the issue of a flow-through share of 
the corporation and, in the period that begins on the day the agree- 
ment was made and ends 24 months after the end of the month that 
includes that day, the corporation incurred Canadian exploration ex- 
penses, the corporation may, after it complies with .subsection 
(12.68) in respect of the share and before March of the first calen- 
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dar year that begins after the period, renounce, effective on the day 
on which the renunciation is made or on anearlier day set out in the 
form prescribed for the purposes of subsection (12.7), to the person 
in respect of the share the amount, if any, by which the part of those 
expenses that was incurred on or before the effective date of the 
renunciation (which part is in this subsection referred to as the 
“specified expenses”) exceeds the total of 


Proposed Amendment _ ‘S6Et2. 6) ‘opening words» 


(2. 6). Canadian exploration expenses to flow-through 
shareholder — If a person. gave consideration under an agree- 
ment to a corporation for the issue of a flow-through share of the 
corporation and, in the period that begins on the day on which the 
agreement was made and ends 24 months after the: end of the 
month that includes. that day, the corporation incurred Canadian 
exploration expenses (other than an expense deemed by subsec- 
tion 66.1(9) to be a Canadian exploration expense of the corpora- 
tion), the corporation may, after it complies with subsection 
(12.68) in respect of the share and before March of the first calen- 
dar year that begins after the period, renounce, effective on the 
day on which the renunciation is made or on an earlier day set out 
in the form prescribed for the purpose of subsection (12.7), to the 
person in respect of the share the amount, if any, by which the 
portion of those expenses that was incurred on or before the effec- 
tive date of the renunciation (which portion is in this subsection 
referred to as the ‘ ‘specified expenses”) exceeds the total of 
Application: The July 16, 2010 draft legislation (Part ; technical), subsec. 31(1), 
will amend the opening words of subsec. 66(12. 6) to rod as above, applicable to 
renunciations made after December 20, 2002. : 

Technical Notes (July 2010): ‘Subsection. 6) permits a principal-business 
corporation to renounce Canadian exploration expenses (“CEE”) to its flow- -through 
shareholders. To be eligible for flow-through treatment, CEE must be incurred in the — 
24-month period that begins on the day on whic the relevant flow-through share 
agreement is entered into and must be incurred, or deemed to ~ ens i. on or 
before the effective date of the renunciation, | _ 
Subsection 66.1(9) provides for the reclassification of éeitain: Canadian pon ae 5 
expenses as CEE (“reclassified CDE”). The reclassified CDE is deemed, for the ‘pur- 
poses of the Act, to be incurred by the taxpayer at the time of the reclassification and’ 
not at the time the reclassified CDE was actually incurred. To ensure that expenses 
actually incurred before a flow-through share agreement is entered into cannot be | 
renounced under a flow-through share agreement, subsection 66(12.6) is amended, 
applicable to renunciations made after December 20, 2002, to exclude reclassified | 
CDE from CEE that may be renounced by a corporation to its psi Srhaboters 
shareholders. : 


(a) the assistance that the corporation. has received, is entitled to 
receive or can reasonably be expected to receive at any time, and 
that can reasonably be related to the specified expenses or to 
Canadian exploration activities to which the specified expenses 
relate (other than assistance that can reasonably be related to ex- 
penses referred, to in paragraph (b) or (b.1)), 


(b) all specified expenses that are prescribed Canadian explora- 
tion and development overhead expenses of the corporation, 


(b.1) all specified expenses each of which is a cost of, or for the 
use of, seismic data 


(i) that had been acquired (otherwise than as a consequence 
of performing work that resulted in the creation of the data) 
by any other person before the cost was incurred, 


(ii) in respect of which a right to use had been acquired by 
any other person before the cost was incurred, or 


(iii) all or substantially all of which resulted from work per- 
formed more than one year before the cost was incurred, and 


(c) the total of amounts that are renounced on or before the date 
on which the renunciation is made by any other renunciation 
under this subsection in respect of those expenses, 


but not in any case 


(d) exceeding the amount, if any, by which the consideration for 
the share exceeds the total of other amounts renounced under 
this subsection or subsection (12.601) or (12.62) in respect of 
the share on or before the day on which the renunciation is 
made, or 
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(e) exceeding the amount, if any, by which the cumulative Cana- 
dian exploration expense of the corporation on the effective date 
of the renunciation computed before taking into account any. 
amounts renounced under this subsection: on the date: on which 
the renunciation is made, exceeds the total of all amounts -re- 
nounced under this subsection in respect of any other share 


(i) on the date on which the renunciation is made, and — 


(ii). effective on or before the effective date of the 
renunciation. 


Related Provisions; 66(12.601), (12. 602) — Flow-through share rules for first $2 
million of Canadian development expenses; 66(12.61) — Effect of renunciation of Ca- 
nadian exploration expense; 66(12.62)(d) — Canadian development, expenses to flow- 
through shareholder; 66(12.64)(c) — Canadian oil and gas property expenses to flow- 
through shareholder; 66(12:66)— Expense inthe first» 60 days- of the»: year; 
66(12.67) — Restriction on renunciation; 66(12.68) — Filing selling; instruments; 
66(12.69) — Filing re partners; 66(12.7) — Filing; 66(12.71) — Restriction on renun- 
ciation; 66(12.73) — Adjustment in renunciation;: 66(12.741) — Late ‘renunciation; 
66(16) — Partnership deemed to be a person; 66(19)— Renunciation by member of 
partnership, etc.; 66.3(3) — Cost of flow-through shares; 66.3(4)(a)(ii)(B) — Paid-up 
capital, 87(4.4) — Amalgamations — flow-through shares; 110.6(1)“investment ex- 
pense’’(d) — effect of renunciation, on capital, gains exemption;, 127(9)“investment tax 
credit”(a.2), 127(9)‘‘flow-through mining expenditure”(c), (d) — Investment tax credit; 
127(9)“pre-production mining, expenditure’’(b) — Whether pre-production mining ex- 
penditures can be renounced; 163(2.2) — False statement or omissions — penalty; 
211.91 — Tax on issuer using one-year look-back tule; 248(1)“specified future tax 
consequence’’(b) — Reduction under 66(12.73) is a specified future tax consequence; 
248(16), (16.1) — GST or QST input tax credit/refund and rebate deemed to be assis- 
tance; 248(18), (18.1) — GST or QST — othe of input tax credit or refund. See 
also at end of s. 66. : 


History: The portion of subsec: 66(12.6) before para. 3) biliowtiod: para. (b.1) added 
and para. (d), amended by 1997; c. 25, subsecs. 13(2)-(4); the portion before ‘para. (c) 
applicable to expenses incurred after February 1996, para. (b.1) applicable to.costs in- 
curred after March 5, 1996, other than costs incurred under an agreement in writing 
made before March 6, 1996, and para. (d) applicable to renunciations made after 1998. 
The amended portions formerly read: 


(12.6) Where a person gave consideration under an agreement to a corporation 
for the issue of a flow-through share of the corporation and, during the period 
beginning on the day the agreement was entered into and ending 24 months after 
the end of the month that included that day, the corporation incurred Canadian 
exploration expenses, the corporation may, after it complies with subsection 
(12.68) in respect of the share and before March of the first calendar year begin- 
ning after that period, renounce, effective on the date on-which the renunciation 
is made or on an earlier date set out in the form prescribed for the purposes of 
subsection (12.7), to the person in respect of the share the amount, if any, by 
which those expenses incurred by: it during that period and on or before the ef- 
fective date of the renunciation exceed the total of 


(a) the assistance that it has received,:is entitled to receive, or may. reasona- 
bly be expected to receive at any time, and that may reasonably be related to 
those expenses or to Canadian exploration activities to which those expenses 
relate (other than assistance that may reasonably be attributable to expenses 
referred to in paragraph (b)), 


(b) any of those expenses that are prescribed Canadian exploration and de- 
velopment overhead expenses of the corporation, and 


(d) exceeding the amount, if any, by which the consideration for the share ex- 
ceeds the total of other amounts renounced under this subsection: or subsection 
(12.601), (12.62) or (12.64) in respect of the share on or before the date on which 
the renunciation is made, or 


The opening words of subsec. 66(12.6) amended by 1994, c. 8, subsec. 5(3), erie 
to expenses incurred after February 1986. They formerly read: 


(12.6) Where a person gave. consideration under an agreement to a corporation 
for the issue of a flow-through share of the corporation and, during the period 
beginning on the day the agreement was entered into and ending 24 months after 
the end of the month that included that day, the corporation incurred Canadian 
exploration expenses, the corporation may, after it complies with subsection 
(12.68) in respect of the share and before March of the first calendar year begin- 
ning after that period, renounce, effective on the date on which the renunciation 
is made or on an earlier date set out in the form prescribed for the purposes of 
subsection (12.7), to the person in respect of the share the amount, if any, by 
which those expenses) incurred by it during that period and on or before the ef- 
fective date of the renunciation exceed the total of 


Para. 66(12.6)(d) amended by 1994, c. 8, subsec. 5(4), applicable to expenses incurred 
after December 2, 1992. Para. (d) formerly read: 


(d) exceeding the amount, if any, by which the consideration for the share ex- 
ceeds the total of other amounts renounced in respect of the share under this 
subsection or subsection (12.62) or (12.64) on or before the date on which the 
renunciation is made, or : 


S. 66(12.601) 


Selected Cases [subsec. 66(12.6)]: Jes Investments Ltd. v. R., [2007] 1 C.T.C. 
2123 (TCC) (Capital loss allowed where shares never acquired flow-through status). 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


Regulations: 228 (information return); 1206(1), (4.1), (4.2) (prescribed Canadian e ex- 
ploration and development overhead expenses, for 66(12.6)(b)). 


1.T. Technical News: 41 (donation of flow-through shares). 


Forms; T2,SCH 12: Resource-related deductions; T100:. Instructions for the flow- 
through share program [guide]; T101; Statement of resource expenses; T101A: Claim 
for renouncing CEEs and CDEs; T101B: Adjustments to CEEs and CDEs, previously 
renonouced; T101C:, Part, XII.6 tax return;.T101D: Summary of assistance; T1229: 
Statement of resource expenses and depletion allowance; T5013A: Statement. of part- 
nership, income for tax shelters and renounced. resource expenses. 


(12.601) Flow-through share rules for first $1 million of 
Canadian development expenses — Where 


(a) a person gave consideration under an agreement to a corpora- 
tion for the issue of a flow-through share of the corporation, 


(a.1) the: corporation’s taxable capital amount at the time the 
consideration was given was not more than’ $15,000,000, and 


(b) during the period beginning on the later of December 3, 1992 
and the particular day the agreement was entered into and end- 
ing on the day that is 24 months after the end of the month that 
included that particular day, the corporation incurred Canadian 
development expenses described in paragraph fa) or (b) of the 
definition “Canadian development, expense” in subsection 
66.2(5) or that would be described in paragraph (f), of that defi, 
nition ifthe words “paragraphs (a) to (e)” in that paragraph were 
read as “paragraphs (a) and (b)’, ; 


the corporation may, after it complies with subsection (12.68) in 
respect of the share and before March of the first calendar 'year that 
begins after that period, renounce, effective on the day on which the 
renunciation is made or.on, an earlier.day set.out in the form pre- 
scribed for the purposes of subsection (12.7), to the person. in. re- 
spect of the share the amount, if any, by which the part of those 
expenses that was incurred on or before the effective date of the 
renunciation (which part is in this subsection referred to as the 
“specified expenses”) exceeds the total of 


(c) the assistance that the corporation has received, is entitled to 
receive, or can reasonably be expected to. receive at, any time, 
and that can reasonably be related to the specified expenses) or 
Canadian development activities to which the specified expenses 
relate (other than assistance that can reasonably be related to ex- 
penses referred to in paragraph (d)), 


(d) all specified expenses that are prescribed Canadian explora- 
tion and development overhead expenses of the corporation, and 


(e) all amounts that are renounced.on or before the day on which 
the renunciation is made by any other renunciation under this 
subsection or subsection (12.62) in respect of those expenses. 


Related Provisions: 66(12.6011) — Meaning of “taxable capital amount” for 
66(12:601)(a.1); 66(12.602) — Restriction; 66(12.62)(c), (d) — Canadian development 
expenses to flow-through shareholder; 66(12.64)(c) — Canadian oil and gas property 
expenses to flow-through shareholder; 66(12.66) — Expenses in first, 60 days of fol- 
lowing year; 66(12:67) — Restrictions on renunciation; 66(12.69),— Filing re partners, 
66(12.7) — Filing; 66(12.71) — Restriction on renunciation; 66(12.73) — Adjustment 
in renunciation; 66(12.741) — Late renunciation; 66(16) — Partnership deemed to be a 
person; 66(19) — Renunciation by member of partnership, etc., 66.1(6)“restricted ex- 
pense”(c) — inclusion of renounced expenses; 66.3(4)(a)(1i)(B) — Paid-up capital; 
87(4.4) — Amalgamations; 110:6(1)"‘investment expense’’(d)— Effect of renunciation 
on, capital gains exemption; 163(2.2)— False, statements or, omissions — penalty, 
211.91 — Tax on issuer using one-year look-back rule; 248(1)“specified future tax 
consequence”’(b) — Reduction under 66(12.73) is a specified future tax consequence. 


History: The portion of subsec. 66(12.601) before para. (b) amended by 1997, c. 25, 
subsec. 13(5), applicable to renunciations made after March 5, 1996, other than a re- 
nunciation made before: 1999 in respect of consideration given 


(a) before March 6, 1996; or 


(b) under an agreement in writing made before March 6, 1996 or under the terms 
of a prospectus, preliminary prospectus, registration statement, offering memoran- 
dum ‘or notice filed before March 6, 1996 with a public authority in Canada in 
accordance with securities legislation of a province. 
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That portion formerly read: 
(12.601) Where 
(a) a person gave consideration under an agreement to a corporation for the 
issue of a flow-through share of the corporation, and 
The portion of subsec. 66(12.601) between paras. (b) and (e) amended by 1997, c. 25, 
subsec. 13(6), applicable to expenses incurred after December 2, 1992. That portion 
formerly read: 
the corporation may, after it complies with subsection (12.68) in respect of the 
share and before March of the first calendar year beginning after that period, 
renounce, effective on the day on which the renunciation is made or on an earlier 
day set out in the form prescribed for the purposes of subsection (12.7), to the 
person in respect of the share the amount, if any, by which those expenses in- 
curred by it during that period and on or before the effective date of the renuncia- 
tion exceed the total of 
(c) the assistance that it has received, is entitled to receive, or can reasonably 
be expected to receive at any time, and that can reasonably be related to 
those expenses or Canadian development activities to which those expenses 
relate (other than assistance that can reasonably be attributable to expenses 
referred to in paragraph (b)), 
(d) any of those expenses that are prescribed Canadian exploration and de- 
velopment overhead expenses of the corporation, and 
Subsec. 66(12.601) added by 1994, c. 8, subsec. 5(5), applicable to expenses incurred 
after December 2, 1992. 
Regulations: 1206(1), (4.1), (4.2) (prescribed Canadian exploration and development 
overhead expenses, for 66(12.601)(d)). 
Forms: T2 SCH 12: Resource-related deductions; T100: Instructions for the flow- 
through share program [guide]; T101: Statement of resource expenses; T101A: Claim 
for renouncing CEEs and CDEs; T101B: Adjustments to CEEs and CDEs previously 
renonouced; T101C: Part XII.6 tax return; T101D: Summary of assistance; T1229: 
Statement of resource expenses and depletion allowance; T5013A: Statement of part- 
nership income for tax shelters and renounced resource expenses. 


(12.6011) Taxable capital amount — For the purpose of subsec- 
tion (12.601), a particular corporation’s taxable capital amount at 
any time is the total of 


(a) its taxable capital employed in Canada for its last taxation 
year that ended more than 30 days before that time, and 


(b) the total of all amounts each of which is the taxable capital 
employed in Canada of another corporation associated at that 
time with the particular corporation for the other corporation’s 
last taxation year that ended more than 30 days before that time. 
Related Provisions: 66(12.6012) — Meaning of taxable capital employed in Can- 
ada; 66(12.6013) —Effect of amalgamation or merger; 256 — Associated 
corporations. 
History: Subsec. 66(12.6011) added by 1997, c. 25, subsec. 13(7), applicable after 
March 5, 1996, except that the amount determined under subsec. (12.6011) in respect 
of a renunciation by a corporation shall be determined as if each other corporation 
associated with the corporation were not so associated where the renunciation was 
made before 1999 in respect of consideration given 


(a) before December 6, 1996; or 


(b) under an agreement in writing made before December 6, 1996 or under the 
terms of a prospectus, preliminary prospectus, registration statement, offering 
memorandum or notice filed before December 7, 1996 with a public authority in 
Canada in accordance with securities legislation of a province. 


(12.6012) Taxable capital employed in Canada — For the 
purpose of determining a corporation’s taxable capital amount at a 
particular time under subsection (12.6011) and for the purpose of 
subsection (12.6013), a particular corporation’s taxable capital em- 
ployed in Canada for a taxation year is the amount that would be its 
taxable capital employed in Canada for the year, determined in ac- 
cordance with subsection 181.2(1) and without reference to the por- 
tion of its investment allowance (as determined under subsection 
181.2(4)) that is attributable to shares of the capital stock of, divi- 
dends payable by, or indebtedness of, another corporation that 


(a) was not associated with the particular corporation at the par- 
ticular time; and 


(b) was associated with the particular corporation at the end of 
the particular corporation’s last taxation year that ended more 
than 30 days before that time. 

Related Provisions: 256 — Associated corporations, 


History: Subsec. 66(12.6012) added by 1997, c. 25, subsec. 13(7), applicable after 
March 5, 1996. 


Income Tax Act, Part I, Division B 


(12.6013) Amalgamations and mergers — For the purpose of 
determining the taxable capital amount at a particular time under 
subsection (12.6011) of any corporation and for the purpose of this 
subsection, a particular corporation that was created as a conse- 
quence of an amalgamation or merger of other corporations (each of 
which is in this subsection referred to as a “predecessor corpora- 
tion’), and that does not have a taxation year that ended more than 
30 days before the particular time, is deemed to have taxable capital 
employed in Canada for a taxation year that ended more than 30 
days before the particular time equal to the total of all amounts each 
of which is the taxable capital employed in Canada of a predecessor 
corporation for its last taxation year that ended more than 30 days 
before the particular time. 

History: Subsec. 66(12.6013) added by 1997, c. 25, subsec. 13(7), applicable after 
March 5, 1996. 


(12.602) Idem — A corporation shall be deemed not to have re- 
nounced any particular amount under subsection (12.601) in respect 
of a share where 


(a) the particular amount exceeds the amount, if any, by which 
the consideration for the share exceeds the total of other 
amounts renounced in respect of the share under subsection 
(12.6), (12.601) or (12.62) on or before the day on which the 
renunciation is made; 


(b) the particular amount exceeds the amount, if any, by which 


(i) the cumulative Canadian development expense of the cor- 
poration on the effective date of the renunciation, computed 
before taking into account any amounts renounced under 
subsection (12.601) on the day on which the renunciation is 
made, 


exceeds 


(ii) the total of all amounts renounced under subsection 
(12.601) by the corporation in respect of any other share 


(A) on the day on which the renunciation is made, and 


(B) effective on or before the effective date of the renun- 
ciation; or 


(c) the particular amount relates to Canadian development ex- 
penses incurred by the corporation in a calendar year and the 
total amounts renounced, on or before the day on which the re- 
nunciation is made, under subsection (12.601) in respect of 


(i) Canadian development expenses incurred by the corpora- 
tion in that calendar. year, or 


(i1) Canadian development expenses incurred in that calendar 
year by another corporation associated with the corporation 
at the time the other corporation incurred such expenses 


exceeds $1,000,000. 
Related Provisions: 66(12.66) — Expenses in first 60 days of following year. 


History: Para. 66(12.602)(a) amended by 1997, c. 25, subsec. 13(8), applicable to re- 
nunciations made after 1998. Para. (a) formerly read: 


(a) the particular amount exceeds the amount, if any, by which the consideration 
for the share exceeds the total of other amounts renounced in respect of the share 
under subsection (12.6), (12.601), (12.62) or (12.64) on or before the day on 
which the renunciation is made; 


The closing words of para. 66(12.602)(c) amended by 1997, c. 25, subsec. 13(9), appli- 
cable to renunciations made after March 5, 1996, other than a renunciation made before 
1999 in respect of consideration given 


(a) before March 6, 1996; or 


(b) under an agreement in writing made before March 6, 1996 or under the terms 
of a prospectus, preliminary prospectus, registration statement, offering memoran- 
dum or notice filed before March 6, 1996 with a public authority in Canada in 
accordance with securities legislation of a province. 


The closing words formerly read: 
exceeds $2,000,000. 


Subsec. 66(12.602) added by 1994, c. 8, subsec. 5(5), applicable to expenses incurred 
after December 2, 1992. i 
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(12.61) Effect of renunciation — Subject to subsections (12.69) 
to (12.702), where under subsection (12.6), or (12.601) a corpora- 
tion renounces an amount to a person, 


(a) the Canadian exploration expenses or Canadian development 
expenses to which the amount relates shall be deemed to.be Ca- 
nadian exploration expenses incurred in that amount by the per- 
son on the effective date of the renunciation; and 


(b) the Canadian exploration expenses or Canadian development 
expenses to which the amount relates shall, except for the pur- 
poses of that renunciation, be deemed on and after the effective 
date of the renunciation never to have been Canadian explora- 
tion expenses or Canadian development expenses incurred by 
the corporation. 


Related Provisions: 66(16) — Partnership deemed to be a person; 66(17) — Non- 
arm’s length partnerships; 127(9)“investment tax credit’’(a.2), 127(9)‘flow-through 
mining expenditure” — Investment tax credit. See also at end of s. 66. 


History: The opening words of subsec. 66(12.61) amended by 1997, c. 25, subsec. 
13(10), applicable to renunciations made after 1998. The opening words formerly read: 


(12.61) Subject to subsections (12.69) to (12.701), where under subsection (12.6) 
or (12.601) a corporation renounces an amount to a person, 


Subsec. 66(12.61) amended by 1994, c.'8, subsec. 5(5), applicable to expenses incurred 
after December 2, 1992. Subsec. (12.61) formerly. read: 


(12.61) Subject to subsections (12.69) to (12.701), where under subsection (12.6) 
a corporation renounces an amount to a person, 


(a) the Canadian exploration expenses to which the amount relates. shall be 
deemed to be Canadian exploration expenses incurred in that amount by the 
person on the effective date of the renunciation; and 


(b) the Canadian exploration expenses to which the amount relates shall, ex- 
cept for the purpose of that renunciation, be deemed on and after the effec- 
tive date of the renunciation never to have been Canadian exploration ex- 
penses incurred by the corporation. 


That portion of subsec. 66(12.61) preceding para. (a) amended by 1994, c.'7, Sch. II 
(1991, c. 49), subsec. 38(3), applicable after July 13, 1990. That portion formerly read: 


(12.61) Where a person renounces an amount to a person under subsection 
(12.6), 


(12.62) Canadian development expenses to flow-through 
shareholder — Where a. person gave consideration under an 
agreement to a corporation for the issue of a flow-through share of 
the corporation and, in the period that begins on the day the agree- 
ment was made and ends 24 months after the end of the: month that 
includes that day, the corporation incurred Canadian development 
expenses, the corporation may, after it complies. with subsection 
(12.68) in respect of the share and before March of the first calen- 
dar year that begins after the period, renounce, effective on the day 
on which the renunciation is made or on an earlier day set out in the 
form prescribed for the purposes of subsection (12.7), to the person 
in respect of the share the amount, if any, by which the part of those 
expenses that was incurred on or before the effective date of the 
renunciation (which part is in this subsection referred to as the 
“specified expenses”) exceeds the total of 


(a) the assistance that the corporation has received, is entitled to 
receive, or can reasonably be expected. to receive at any time, 
and that can reasonably be related to the specified expenses or to 
Canadian development activities to which the specified expenses 
relate (other than assistance that can reasonably be related to ex- 
penses referred to in paragraph (b) or (b.1)), 


(b) all specified expenses that are prescribed Canadian explora- 
tion and development overhead expenses of the corporation, 


(b.1) all specified expenses that are described in paragraph (e) of 
the definition “Canadian development expense” in subsection 
66.2(5) or that are described in paragraph (f) of that definition 
because of the reference in the latter paragraph to paragraph (e), 
and ' 


(c) the total of amounts that are renounced on or before the day 
on which the renunciation is made by any other renunciation 
under this subsection or subsection (12.601) in respect of those 
expenses, 


S. 66(12.62) 


but not in any case 


(d) exceeding the amount, if any, by which the consideration for 
the share exceeds the total of other amounts renounced in re- 
spect of the share under this subsection or subsection (12.6) or 
(12.601) on or before the day on which the renunciation is made, 
or 


(e) exceeding the amount, if any, by which the cumulative Cana- 
dian development expense of the corporation on the effective 
date of the renunciation computed before taking into account 
any amounts renounced under this subsection on the date on 
which the renunciation is made, exceeds the total of all amounts 
renounced under this subsection in respect of any other share 


(i) on. the date on which the renunciation is made, and 


(ii) effective on or before. the effective date of the 
renunciation. 


Related Provisions: 66(12.601), (12.602) — Flow-through share rules for first $2 
million of Canadian development expenses; 66(12.63) — Effect of renunciation of Ca- 
nadian development expense; 66(12.64)(c) — Canadian oil and gas property expenses 
to flow-through shareholder; 66(12.67) — Restriction on renunciation; 66(12.68) — 
Filing selling instruments; 66(12.69) — Filing, re © partners; 66(12.7)'— Filing; 
66(12.71) — Restriction on renunciation; 66(12.73) — Adjustment in ‘renunciation; 
66(12.741) — Late renunciation; 66(16)— Partnership deemed to be a person; 
66(19) — Renunciation by member of partnership, etc.; 66.1(6)*restricted ex- 
pense”’(c) — Inclusion of amount renounced; 66.2(5) — Definitions; 66.3(3) — Cost of 
flow-through shares; 66.3(4)(a)(ii)(B) — Paid-up capital; 87(4.4)— Flow-through 
shares; 110.6(1)“investment expense”(d) — effect of renunciation on capital gains ex- 
emption; 163(2.2) — False statement or omissions — penalty; 248(16), (16.1) — GST 
or QST input tax credit/refund and rebate deemed to be assistance; 248(18), (18.1) — 
GST or QST — repayment of input tax credit or refund. See also at end of s. 66. 


History: The portion of subsec. 66(12.62) before para. (c) amended by 1997, c. 25, 
subsec. 13(11), applicable to expenses incurred after February 1996. This portion for- 
merly read: 


(12.62) Where a person gave consideration under an agreement to a corporation 
for the issue of a flow-through share of the corporation and, during the period 
beginning on the day the agreement was entered into and ending 24 months after 
the end of the month that included that day, the corporation incurred Canadian 
development expenses, the corporation may, after it complies with subsection 
(12.68) in respect of the share and before March of the first calendar year begin- 
ning after that period, renounce, effective on the date on which the renunciation 
is made or on an earlier date set out in the form prescribed for the purposes of 
subsection (12.7), to the person in respect of the share the amount, if any, by 
which those expenses incurred by it during that period and on or before the ef- 
fective date of the renunciation exceed the total of 


(a) the assistance that it has received, is entitled to receive, or may reasona- 
bly be expected to receive at any time, and that may reasonably be related to 
those expenses or to Canadian development activities to which those ex- 
penses relate (other than assistance that may reasonably be attributable to 
expenses referred to in paragraph (b)), 


(b) any of those expenses that are prescribed Canadian exploration and de- 
velopment overhead expenses of the corporation, and 


Para. 66(12.62)(b.1) added by 1997, c. 25, subsec. 13(12), applicable to renunciations 
made after March 5, 1996, other than a renunciation made before 1999 in respect of 
consideration given 


(a) before March 6, 1996; or 


(b) under an agreement in writing made before March 6, 1996 or under the terms 
of a prospectus, preliminary prospectus, registration statement, offering memoran- 
dum or notice filed before March 6, 1996 with a public authority in Canada in 
accordance with securities legislation of a province. 


Para. 66(12.62)(d) amended by 1997, c. 25, subsec. 13(13), applicable to renunciations 
made after 1998. Para. (d) formerly read: 


(d) exceeding the amount, if any, by which the consideration for the share ex- 
ceeds the total of other amounts renounced in respect of the share under this 
subsection or subsection (12.6), (12.601) or (12.64) on or before the date on 
which the renunciation is made, or 


The opening words of subsec. 66(12.62) amended by 1994, c. 8, subsec. 5(6), applica- 
ble to expenses incurred after February 1986. They formerly read: 


(12.62) Where a person has given consideration under an agreement to a corpo- 
ration for the issue of a flow-through share of the corporation and, during the 
period commencing on the day the agreement was entered into and ending 24 
months after the end of the month that included that day, the corporation has 
incurred Canadian development expenses, the corporation may, after it has com- 
plied with subsection (12.68) in respect of the share and within that period or 
within 30 days thereafter, renounce, effective on the date on which the renuncia- 
tion is made or on such earlier date as may be set out in the form prescribed for 
the purposes of subsection (12.7), to the person in respect of the share the 
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amount, if any, by which those expenses incurred by it during that period and on 
or before the effective date of the renunciation exceed the total of 
That portion of subsec. 66(12.62) between paras. (b) and (e) amended by 1994, c. 8, 
subsec. 5(7), applicable to expenses incurred after December 2, 1992. That portion for- 
merly read: 
(c) the total of amounts that are renounced on or before the date on which the 
renunciation is made by any other renunciation under this subsection in respect 
of those expenses, 


but not in any case 


(d) exceeding the amount, if any, by which the consideration for the share ex- 
ceeds the total of other amounts renounced in respect of the share under this 
subsection or subsection (12.6) or (12.64) on or before the date on which the 
renunciation is made, or 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


Regulations: 228 (information return); 1206(1), (4.1), (4.2) (prescribed Canadian ex- 
ploration and development overhead expenses, for 66(12.62)(b)). 


Forms: T2 SCH 12: Resource-related deductions; T100: Instructions for the flow- 
through share program [guide]; T101: Statement of resource expenses; T101A: Claim 
for renouncing CEEs and CDEs; T101B: Adjustments to CEEs and CDEs previously 
renonouced; TIOLC: Part XII.6 tax return; T101D: Summary of assistance; T1229: 
Statement of resource expenses and depletion allowance; T5013A: Statement of part- 
nership income for tax shelters and renounced resource expenses. 


(12.63) Effect of renunciation — Subject to subsections 
(12.691) to (12.702), where under subsection (12.62) a corporation 
renounces an amount to a person, 


Proposed Amendment — 66(12. 63) opening words 


(12.63) Effect of renunciation — - Subject to subsections 

(12.69) to (12.702), if under subsection G ae ae a corporation re- 

nounces an amount to a person, 

Application: The July 16, 2010 draft legislation (Pant i echelons subsec. 31(2), 
will amend the opening words of subsec. 66(12. 63) to ie as above, applicable to 

renunciations made after December 20, 2002. ve 

Technical Notes (July 2010): Subsection Seas Aah Canadian de- 

velopment expenses renounced under subsection 66(12. 62) by a corporation to a per- 


son are considered to have been incurred by that person on the effective date of the 
renunciation and not to have been incurred by the corporation. 


Subsection 66(12.63) currently provides that it is subject to. siestions 66( 12, 691) to 
(12.702). Subsection 66(12.63) is amended, applicable to renunciations made after 
December 20, 2002, to provide that it is subject to subsections 66(12.69) to (12.702). 


(a) the Canadian development expenses to which the amount re- 
lates shall be deemed to be Canadian development expenses in- 
curred in that amount by the person on the effective date of the 
renunciation; and 


(b) the Canadian development expenses to which the amount re- 
lates shall, except for the purposes of that renunciation, be 
deemed on and after the effective date of the renunciation never 
to have been Canadian development expenses incurred by the 
corporation. 


Related Provisions: 66(16) — Partnership deemed to be a person; 66.2(5) — Defi- 
nitions. See also at end of s. 66. 


History: That portion of subsec. 66(12.63) preceding para. (a) amended by 1997, c. 
25, subsec. 13(14), applicable to renunciations made after 1998. That portion formerly 
read: 


(12.63) Subject to subsections (12.69) to (12.701), where under subsection 
(12.62) a corporation renounces an amount to a person, 


That portion of subsec. 66(12.63) preceding para. (a) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 38(4), applicable after July 13, 1990. That portion formerly read: 


(12.63) Where a corporation renounces an amount to a person under subsection 
(12.62), 


(12.64) [Repealed] 


History: Subsec. 66(12.64) repealed by 1997, c. 25, subsec. 13(15), applicable to re- 
nunciations made after March 5, 1996, other than a renunciation made before 1999 in 
respect of consideration given 


(a) before March 6, 1996; or 


(b) under an agreement in writing made before March 6, 1996 or under the terms 
of a prospectus, preliminary prospectus, registration statement, offering memoran- 
dum or notice filed before March 6, 1996 with a public authority in Canada in 
accordance with securities legislation of a province. 


Income Tax Act, Part I, Division B 


Subsec. (12.64) formerly read: 


(12.64) Canadian oil and gas property expenses to flow-through share- 
holder — Where a person gave consideration under an agreement to a corpora- 
tion for the issue of a flow-through share of the corporation and, during the pe- 
riod beginning on the day the agreement was entered into and ending 24 months 
after the end of the month that included that day, the corporation incurred Cana- 
dian oil and gas property expenses, the corporation may, after it complies with 
subsection (12.68) in respect of the share and before March of the first calendar 
year beginning after that period, renounce, effective on the date on which the 
renunciation is made or on an earlier date set out in the form prescribed for the 
purposes of subsection (12.7), to the person in respect of the share the amount, if 
any, by which those expenses incurred by it during that period and on or before 
the effective date of the renunciation exceed the total of 


(a) the assistance that it has received, is entitled to receive, or may reasona- 
bly be expected to receive at any time, and that may reasonably be related to 
those expenses, and 


(b) the total of amounts that are renounced on or before the date on which 
the renunciation is made by any other renunciation under this subsection in 
respect of those expenses, 


but not in any case 


(c) exceeding the amount, if any, by which the consideration for the share 
exceeds the total of other amounts renounced in respect of the share under 
this subsection or subsection (12.6), (12.601) or (12.62) on or before the date 
on which the renunciation is made, or 


(d) exceeding the amount, if any, by which the cumulative Canadian oil and 
gas property expense of the corporation on the effective date of the renuncia- 
tion computed before taking into account any amounts renounced under this 
subsection on the date on which the renunciation is made, exceeds the total 
of all amounts renounced under this subsection in respect of any other share 


(i) on the date on which the renunciation is made, and 
(ii) effective on or before the effective date of the renunciation. 


The opening words of subsec. 66(12.64) amended by 1994, c. 8, subsec. 5(8), applica- 
ble to expenses incurred after February 1986. They formerly read: 


(12.64) Where a person has given consideration under an agreement to a corpo- 
ration for the issue of a flow-through share of the corporation and, during the 
period commencing on the day the agreement was entered into and ending 24 
months after the end of the month that included that day, the corporation has 
incurred Canadian oil and gas property expenses, the corporation may, after it 
has complied with subsection (12.68) in respect of the share and within that pe- 
riod or within 30 days thereafter, renounce, effective on the date on which the 
renunciation is made or on such earlier date as may be set out in the form pre- 
scribed for the purposes of subsection (12.7), to the person in respect of the share 
the amount, if any, by which those expenses incurred by it during that period and 
on or before the effective date of the renunciation exceed the total of 


Para. 66(12.64)(c) amended by 1994, c. 8, subsec. 5(9), applicable to expenses incurred 
after December 2, 1992. Para. (c) formerly read: 


(c) exceeding the amount, if any, by which the consideration for the share ex- 
ceeds the total of other amounts renounced in respect of the share under this 
subsection or subsection (12.6) or (12.62) on or before the date on which the 
renunciation is made, or 


(12.65) [Repealed] 


History: Subsec. 66(12.65) repealed by 1997, c. 25, subsec. 13(15),.applicable on the 
same basis as the repeal of 66(12.64). Subsec. (12.65) formerly read: 


(12.65) Effect of renunciation — Subject to subsections (12.69) to (12.701), 
where under subsection (12.64) a corporation renounces an amount to a person, 


(a) the Canadian oil and gas property expenses to which the amount relates 
shall be deemed to be Canadian oil and gas property expenses incurred in 
that amount by the person on the effective date of the renunciation; and 


(b) the Canadian oil and gas property expense to which the amount relates 
shall, except for the purposes of that renunciation, be deemed on and after 
the effective date of the renunciation never to have been Canadian oil and 
gas property expenses incurred by the corporation. 


That portion of subsec. 66(12.65) preceding para. (a) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 38(5), applicable after July 13, 1990. That portion formerly read: 


(12.65) Where a corporation renounces an amount to a gee under subsection 
(12.64), 
(12.66) Expenses in the first 60 days of year [or 
throughout next calendar year] — Where 


(a) a corporation that issues a flow-through share to a person 
under an agreement incurs, in a particular calendar year, Cana- 
dian exploration expenses or Canadian development expenses, 


(a.1) the agreement was made in the preceding calendar year, 
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(b) the expenses 


(1) are described in paragraph (a), (d), (f) or (g.1) of the defi- © 


nition “Canadian exploration expense” in subsection 66.1(6) 
or paragraph (a) or (b) of the definition “Canadian ee 
ment expense” in subsection 66.2(5), 


(ii) would be described in paragraph (h) of the definition 
“Canadian exploration expense”*in subsection 66.1(6) if the 
words “paragraphs (a) to (d) and (f) to (g.1)” were read as 
“paragraphs (a), (d), (f) and (g.1)’, or 

(iii) would be described in paragraph (f) of the definition 
“Canadian development expense” in subsection 66.2(5) if the 
words “any of paragraphs (a) to (e)” were read as “paragraph 
(a) or (b)”, 


(c) before the end of that preceding year the person paid the con- 
sideration in money for the share to, be issued, 


(d) the corporation and the person deal with each other at arm’s 
length throughout the particular year; and 


(e) in January, February or March of the particular year, the cor- 
poration renounces an amount in respect of the expenses to the 
person in respect of the share in accordance with subsection 
(12.6) or (12.601) and the effective date of the renunciation is 
the last day of that preceding year, 


the corporation is for the purpose of subsection (12.6) or for the 
purposes of subsection (12.601) and paragraph (12.602)(b), as the 
case may be, deemed to have incurred the expenses on the last day 
of the year. 


a Proposed Amendment — 66(12. 66) closing words 


Royal Assente: 


Technical Notes (July ae “the eae words of subsection + El Iss cur 
rently refer to “the last day of the year”. The closing words ate amended, effective — 


upon Royal Assent, to clarify that the reference to “the year” means the preceding 
year referred to in paragraphs 66(12.66)(a.1), (c) and (e) . be 7 


Related Provisions: 66(12.6) — Canadian. exploration expenses. to flow-through 
shareholder; 66(16) — Partnership deemed to be a person; 66(17) — Non-arm’s length 
partnerships; | 87(4.4) — Amalgamations; 127(9)“investment tax. _credit’’(a.2), 
127(9)“flow-through mining expenditure’(e)— Investment tax credit; 163(2.21), 
(2.22) — Penalty for false statement or omission; 211.91 — Tax on issuer. using one- 
year look-back rule; 248(1)“specified future tax consequence” (b) — Reduction under 
66(12.73) is a specified future tax consequence. See also at end of s. 66. 


History: Subparas. 66(12.66)(b)(i), (i) amended by 2003, c. 28, subsec. 4(2), applica- 
ble to expenses incurred after 2002 pursuant to a flow-through share agreement entered 
into after July 26, 2002. The subparas. formerly read: 
(i) are, described in paragraph (a), (d) or (f) of the definition “Canadian explora- 
tion expense” in subsection 66.1(6) or paragraph (a) or (b) of the definition “Ca- 
nadian. development expense” in subsection 66.2(5), 
(ii) would be described in paragraph (h) of the definition “Canadian exploration 
expense” in subsection 66.1(6) if the words “paragraphs (a) to (d) and (f) to 
(g.1)” were read as “paragraphs (a), (d) and (f)”, or 
Subpara. 66(12.66)(b)(ii) amended by the said c. 28, subsec. 4(1), applicable aftet De- 
cember 5, 1996. The subpara. formerly read: 
(ii) would be described in paragraph (h) of the definition “Canadian exploration 
expense” in subsection 66.1(6) if the words “paragraphs (a), (b), (c), (d), (f) and 
(g)” were read as “paragraphs (a), (d) and (f)”, or 
The closing words of subsec. 66(12.66) amended by 1998, c. 19, subsec. 104(5), appli- 
cable to expenses incurred after 1992. The closing words formerly read: 


the corporation shall for the purpose of subsection (12.6) or (12.601) be deemed 
to have incurred ‘the expenses on the effective date of the renunciation. 


Para. 66(12.66)(a) amended, para. (a.1) added, by 1997, c. 25, subsec. 13(16), applica- 
ble to expenses incurred after 1996, except that 
amended para. (a) and para. (a.1) do not apply to expenses incurred in January or 
February of 1997 in respect of an agreement that was made in 1995; and 


for the purpose of applying para. (a.1) to expenses incurred in 1998, any agreement 
made in 1996 is deemed to have been made in 1997. 
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Para. (a) formerly read: 


(a) a corporation that issues a flow-through share to a person under an agreement 
incurs, within 60 days after the end of a calendar year, Canadian exploration 
expenses or Canadian development expenses, 


Para. 66(12,66)(b) amended by 1997, c, 25, subsec. 13(17), applicable to expenses in- 
curred after 1992. Para. (b) formerly read: 


(b) the expenses are expenses described in paragraph (a), (d) or (f) of the defini- 
tion “Canadian exploration expense” in subsection 66.1(6) or paragraph (a) or 
(b) of the definition “Canadian development expense” expense in subsection 
66.2(5), 


Paras. 66(12.66)(c), (d) and (e) amended by 1997, c. 25, subsec. 13(18), applicable to 
expenses incurred after 1996, except that amended paras. (c) to (e) do not apply to 
expenses incurred in January or February of 1997 in respect of an agreement that was 
made in 1995, Paras. (c) to (e) formerly read: 


(c) before the end of the year, the agreement was entered into between the corpo- 
ration and the person and the person paid the consideration for the share in 
money, 


(d) the corporation and the person deal with each other at arm’s length through- 
out the 60 days, and 


(e) within 90 days after the end of the year, the corporation renounces an amount 
in respect of the expenses to the person in respect of the share in accordance with 
subsection (12.6) or (12.601) and the effective date of the renunciation is the last 
day of the year, 


Subsec. 66(12.66) amended by 1994, c. 8, subsec. 5(10), applicable to expenses in- 
curred after 1992. Subsec. (12:66) formerly read: 


(12.66) Where 


(a) a corporation that issues a flow-through share to a person under an agree- 
ment incurs, within 60 days after the end of a calendar year, Canadian explo- 
ration expenses, 


(b) the Canadian exploration expenses are expenses described in paragraph 
(a), (d) or (f) of the definition “Canadian exploration expense” in subsection 
66.1(6), 


(c) before the end of the year, the agreement was entered into between the 
corporation and the person and the person paid the consideration for the 
share in money, 


(d) the corporation and the person deal with each other at arm’s length 
throughout the 60 days, and : 


(e) within 90 days after the end of the year the corporation renounces an 
amount in respect of the Canadian exploration expenses to the person in re- 
spect of the share in accordance with subsection (12.6) and the effective date 
of the renunciation/is the last day of the year, 


the corporation, shall for purposes of subsection (12.6) be deemed to have in- 
curred the expenses on the effective date of the renunciation. 


Selected Cases [subsec. 66(12.66)]: Furukawa v. Canada, [1996] 2 C.T.C. 2641 
(TCC) (Marketing incentives did not qualify as assistance; shares not prescribed 
shares). 


Forms: T100: Instructions for the flow-through share program [guide]. 


(12.67) Restrictions on renunciation — A corporation shall be 
deemed. 


(a) not to have renounced under any of subsections (12.6), 
(12.601) and (12.62) any expenses that are deemed to have been 
incurred by it because of a renunciation under this section by 
another corporation that is not related to it; 


(b) not to have renounced under subsection (12.601) to a trust, 
corporation or partnership any Canadian development expenses 
(other than expenses renounced to another corporation that re- 
nounces under subsection (12.6) any Canadian exploration ex- 
pense deemed to have been incurred by it because of the renun- 
ciation under subsection (12.601)) if, in respect of the 
renunciation under subsection (12.601), it has a prohibited rela- 
tionship with the trust, corporation or partnership; 


(c) not to have renounced under subsection (12.601) any Cana- 
dian development expenses deemed to have been incurred by it 
because of a renunciation under subsection (12.62); and 


(d) not to have renounced under subsection (12.6) to a particular 
trust, corporation or partnership any Canadian exploration ex- 
penses (other than expenses ultimately renounced by another 
corporation under subsection (12.6) to an individual (other than 
a trust) or to a trust, corporation or partnership with which that 
other. corporation does not have, in respect of that ultimate re- 
nunciation, a prohibited relationship) deemed to be incurred by 


S. 66(12.67)(d) 


it because of a renunciation under subsection (12.601) if, in re- 
spect of the renunciation under subsection (12.6), it has a pro- 
hibited relationship with the particular trust, corporation or 
partnership. 
Related Provisions: 66(12.671) — Prohibited relationship. See also at end of s. 66. 
History: Para. 66(12.67)(a) amended by 1997, c. 25, subsec. 13(19), applicable to re- 
nunciations made after 1998. Para. (a) formerly read: 
(a) not to have renounced under any of subsections (12.6), (12.601), (12.62) and 
(12.64) any expenses that are deemed to have been incurred by it because of a 
renunciation under this section by another corporation that is not related to it; 
Subsec. 66(12.67) amended by 1994, c. 8, subsec. 5(11), applicable to expenses in- 
curred after December 2, 1992. Subsec. (12.67) formerly read: 
(12.67) Restriction on renunciation — A corporation shall not renounce under 
any of subsections (12.6), (12.62) and (12.64) any expenses that are deemed to 
have been incurred by it by virtue of a renunciation under this section by another 
corporation that is not related to it. 


(12.671) Prohibited relationship — For the purposes of subsec- 
tion (12.67), where a trust, corporation (in paragraph (b) referred to 
as the “shareholder corporation”) or partnership, as the case may be, 
gave consideration under a particular agreement for the issue of a 
flow-through share of a particular corporation, the particular corpo- 
ration has, in respect of a renunciation under subsection (12.6) or 
(12.601) in respect of the share, a prohibited relationship 


(a) with the trust if, at any time after the particular agreement 
was entered into and before the share is issued to the trust, the 
particular corporation or any corporation related to the particular 
corporation is beneficially interested in the trust; 


(b) with the shareholder corporation if, immediately before the 
particular agreement was entered into, the shareholder corpora- 
tion was related to the particular corporation; or 


(c) with the partnership if any part of the amount renounced 
would, but for subsection (12.7001), be included, because of 
paragraph (h) of the definition “Canadian exploration expense” 
in subsection 66.1(6), in the Canadian exploration expense of 


(i) the particular corporation, or 
(ii) any other corporation that, at any time 
(A) after the particular agreement was entered into, and 


(B) before that part of the amount renounced would, but 
for this paragraph, be incurred, 


would, if flow-through shares issued by the particular corpo- 
ration under agreements entered into at the same time as or 
after the time the particular agreement was entered into were 
disregarded, be related to the particular corporation. 


History: The opening words of para. 66(12.671)(c) amended by 1997, c. 25, subsec. 

13(20), applicable to renunciations made after 1998. The opening words formerly read: 
(c) with the partnership if any part of the amount renounced would, but for sub- 
section (12.7), be included, because of paragraph (h) of the definition “Canadian 
exploration expense” in subsection 66.1(6), in the Canadian exploration expense 
of 


Subsec. 66(12.671) added by 1994, c. 8, subsec. 5(11), applicable to expenses incurred 
after December 2, 1992. 


(12.68) Filing selling instruments — A corporation that agrees 
to issue or prepares a selling instrument in respect of flow-through 
shares shall file with the Minister a prescribed form together with a 
copy of the selling instrument or agreement to issue the shares on or 
before the last day of the month following the earlier of 


(a) the month in which the agreement to issue the shares is en- 
tered into, and 


(b) the month in which the selling instrument is first delivered to 
a potential investor, 


and the Minister shall thereupon assign an identification number to 
the form and notify the corporation of the number. 


Related Provisions: 66(12.61) — Effect of renunciation; 66(12.74) — Late filed 
forms; 87(4.4) — Flow-through shares. See also at end of s. 66; 163.2(1)excluded ac- 
tivity”(a)(i) — No good-faith reliance defence for advisor assessed third-party penalty; 
237.3(14)(b), 237.3(16) — No information return required for reportable transaction if 
return filed under 237.1(7). 


Income Tax Act, Part I, Division B 


Forms: T100A: Flow-through share information — application for a selling instru- 
ment T100 identification number (SITIN); T100B: Flow-through share information — 
details of the flow-through shares (FTSs) and flow-through warrants (FTWs) sub- 
scribed; T100C: Flow-through share information — application for a T100 identifica- 
tion number (TIN) on the exercise of flow-through warrants (FTWs) and details of the 
FTWs exercised; T1221: Ontario focused flow-through share resource expenses; 
T1231: B.C. mining flow-through share tax credit. 


(12.69) Filing re partners — Where, in a fiscal period of a part- 
nership, an expense is incurred by the partnership as a consequence 
of a renunciation of an amount under subsection (12.6), (12.601) or 
(12.62), the partnership shall, before the end of the third month that 
begins after the end of the period, file with the Minister a prescribed 
form identifying the share of the expense attributable to each mem- 
ber of the partnership at the end of the period. 

Related Provisions: 66(12.61), (12.63) — Effect of renunciation; 66(12.6901) — 


Consequences of partnership failing to file; 66(12.74) — Late filed forms; 66(15) — 
Definitions. See also at end of s. 66. 


History: Subsec. 66(12.69) amended by 1997, c. 25, subsec. 13(21), applicable to re- 
nunciations made after 1998. Subsec. (12.69) formerly read: 


(12.69) Where, in a fiscal period of a partnership, an expense is or, but for this 
subsection, would be incurred by the partnership as a consequence of a renuncia- 
tion of an amount under subsection (12.6), (12.601), (12.62) or (12.64), the part- 
nership shall, on or before the last day of the third month following the end of 
that period, file with the Minister a prescribed form indicating the share of the 
expense attributable to each member of the partnership at the end of the period 
and, where the prescribed form is not so filed, the partnership shall be deemed 
not to have incurred the expense. 


Subsec. 66(12.69) amended by 1994, c. 8, subsec. 5(12), applicable to expenses in- 
curred after December 2, 1992. Subsec. (12.69) formerly read: 


(12.69) Where, in a fiscal period of a partnership, an expense is or, but for this 
subsection, would be incurred by the partnership as a consequence of a renuncia- 
tion of an amount under subsection (12.6), (12.62) or (12.64), the partnership 
shall, on or before the last day of the third month following the end of that pe- 
riod, file with the Minister a prescribed form indicating the share of the expense 
attributable to each member of the partnership at the end of the period and, 
where the prescribed form is not so filed, the partnership shall be deemed not to 
have incurred the expense. 


Subsec. 66(12.69) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 38(6), appli- 
cable to fiscal periods ending after July 13, 1990. Subsec. 66(12.69) formerly read: 


(12.69) Where, as a consequence of a renunciation of an amount under subsec- 
tion (12.6), (12.62) or (12.64), an expense is incurred by a partnership in a fiscal 
period thereof, the partnership shall, on or before the last day of the third month 
following the end of that period, file with the Minister an information return in 
prescribed form indicating the share of the expense attributable to each member 
of the partnership at the end of that period. 


(12.6901) Consequences of failure to file — Where a partner- 
ship fails to file a prescribed form as required under subsection 
(12.69) in respect of an expense, except for the purpose of subsec- 
tion (12.69) the partnership is deemed not to have incurred the 
expense. 


History: Subsec. (12.6901) added by 1997, c. 25, subsec. 13(21), applicable to renun- 
ciations made after 1998. 


(12.691) Filing re assistance — Where a partnership receives or 
becomes entitled to receive assistance as an agent for its members 
or former members at a particular time in respect of any Canadian 
exploration expense or Canadian development expense that is or, 
but for paragraph (12.61)(b) or (12.63)(b), would be incurred by a 
corporation, the following rules apply: 


(a) where the entitlement of any such member or former member 
to any part of the assistance is known by the partnership as of 
the end of the partnership’s first fiscal period ending after the 
particular time and that part of the assistance was not required to 
be reported under paragraph (b) in respect of a calendar year 
ending before the end of that fiscal period, the partnership shall, 
on or before the last day of the third month following the end of 
that fiscal period, file with the Minister a prescribed form indi- 
cating the share of that part of the assistance paid to each of 
those members or former members before the end of that fiscal 
period or to which each of those members or former members is 
entitled at the end of that fiscal period; 


(b) where the entitlement of any of those members or former 
members to any part of the assistance is known by the partner- 


332 


Subdivision e — Deductions in Computing Income 


ship as of the end of a calendar year that ends after the particular 
time and that part of the assistance was not required to be re- 
ported under paragraph (a) in respect of a fiscal period ending at 
or before the end of that calendar year, or under this paragraph 
in respect of a preceding calendar year, the partnership shall, on 
or before the last day of the third month following the end of 
that calendar year, file with the Minister a prescribed form indi- 
cating the share of that part of the assistance paid to each of 
those members or former members before the end of that fiscal 
period or to which each of those members or former members is 
entitled at the end of that calendar year; and 


(c) where a prescribed form required to be filed under paragraph 
(a) or (b) is not so filed, the part of that expense relating to the 
assistance required to be reported in the prescribed form shall be 
deemed not to have been incurred by the partnership. 


Related Provisions: 163(2.3) — False statement or omissions. 


History: The opening words of subsec. 66(12.691) amended by 1997, c. 25, subsec. 
13(22), applicable to renunciations made after 1998. The opening words formerly read: 


(12.691) Idem — Where a partnership receives or becomes entitled to receive 
assistance as an agent for its members or former members at a particular time in 
respect of any Canadian exploration expense, Canadian development expense or 
Canadian oil and gas property expense that is or, but for paragraph (12.61)(b), 
(12.63)(b) or (12.65)(b), would be incurred by a corporation, the following rules 
apply: 

Subsec. 66(12.691) added by 1994, c. 7, Sch. I1.(1991, c. 49), subsec. 38(6),. applicable 

to assistance that a partnership receives or becomes entitled to receive after 1989 and in 

a fiscal period of the partnership ending after July 13, 1990. 


(12.7) Filing re renunciation — Where a corporation renounces 
an amount in respect of Canadian exploration expenses or Canadian 
development expenses under subsection (12.6), (12.601) or (12.62), 
the corporation shall file a prescribed form in respect of the renun- 
ciation with the Minister before the end of the first month after the 
month in which the renunciation is made. 


Related Provisions: 66(12:7001)— Consequences of corporation failing: to file; 
66(12.74) — Late filed forms. See also at end of s. 66. 


History: Subsec. 66(12.7) amended by 1997, c. 25, subsec. 13(23), applicable to re- 
nunciations made after 1998. Subsec. (12.7) formerly read: 


(12.7) Filing — Where a corporation renounces an amount in respect.of Cana- 
dian exploration expenses, Canadian development expenses or Canadian oil and 
gas property expenses under subsection (12.6), (12.601), (12.62) or (12.64), the’ 
corporation shall file a prescribed form in respect.of the renunciation with the 
Minister before the end of the first month following the month in which the re- 
nunciation is made and, where the prescribed form is not so filed, subsections 
(12.61), (12.63) and (12.65) do not apply in respect of the amount so renounced. 


Subsec. 66(12.7) amended by 1994, c. 8, subsec. 5(13), applicable to renunciations af- 
ter December 2, 1992. Subsec. (12.7) formerly read: 


(12.7) Where a corporation renounces an amount in respect of Canadian explora- 
tion expenses, Canadian development expenses or Canadian oil and gas property 
expenses under subsection (12.6), (12.62) or (12.64), the corporation shall file a 
prescribed form in respect of the renunciation with the Minister before the end of 
the first month following the month in which the renunciation is made and, 
where the prescribed form is not so filed, subsections (12.61), (12.63) and 
(12.65) do not apply in respect of the amount so renounced. 


Subsec. 66(12.7) substituted by 1994, c. 7, Sch. IL (1991, c. 49), subsec. 38(6), applica- 
ble to renunciations made after July 13, 1990. Subsec. 66(12.7) formerly read: 


(12.7) Where a corporation renounces an amount in respect of Canadian explora- 
tion expenses, Canadian development expenses or Canadian oil and gas property 
expenses under subsection (12.6), (12.62) or (12.64), the corporation shall file a_. 
prescribed form in respect of the renunciation with the Minister on or before the 
last day of the month following the month in which the renunciation was made. 


Forms: T2 SCH 12: Resource-related deductions; T101: Statement of resource ex- 
penses; T101A: Claim for renouncing CEEs and CDEs; T101B: Adjustments to CEEs 
and CDEs previously renonouced; T101C: Part XII.6 tax return; T101D: Summary of 
assistance; T1229: Statement of resource expenses and depletion allowance; T5013A: 
Statement of partnership income for tax shelters and renounced resource expenses. 


(12.7001) Consequences of failure to file — Where a corpora- 
tion fails to file a prescribed form as required under subsection 
(12.7) in respect of a renunciation of an amount, subsections 
(12.61) and (12.63) do not apply in respect of the amount. 


History: Subsec. (12.7001) added by 1997, c: 25, subsec. 13(23), applicable to renun- 
ciations made after 1998. 
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(12.701) Filing re assistance — Where a corporation receives or 
becomes entitled to receive assistance as an agent in respect of any 
Canadian exploration expense or Canadian development expense 
that is or, but for paragraph (12.61)(b) or (12.63)(b), would be in- 
curred by the corporation, the corporation shall, before the end of 
the first month after the particular month in which it first becomes 
known to the corporation that a person that holds a flow-through 
share of the corporation is entitled to a share of any part of the as- 
sistance, file with the Minister a prescribed form identifying the 
share of the assistance to which each of those persons is entitled at 
the end of the particular month. 
Related Provisions: 66(12.702) — Consequences of corporation failing to file; 
66(16) — Partnership deemed to be a person; 163(2.3) — False statement or omissions. 
History: Subsec. 66(12.701) amended by 1997, c. 25, subsec. 13(23), applicable to 
renunciations made after 1998. Subsec. (12.701) formerly read: 
(12.701) Idem — Where at a particular time a corporation receives or becomes 
entitled to receive assistance as an agent in respect of any Canadian exploration 
expense, Canadian development expense or Canadian oil and gas property ex- 
pense that is or, but for paragraph (12.61)(b), (12.63)(b) or (12.65)(b), would be 
incurred by the corporation, the corporation shall, before the end of the first 
month following the particular month in which it first becomes known that a 
person or partnership that holds a flow-through share of the corporation is enti- 
tled to a share of any part of the assistance, file with the Minister a prescribed 
form indicating the share of that part of the assistance to which each of those 
persons or partnerships is entitled at the end of the particular month and, where 
the prescribed form is not so filed, the part of the expense relating to the assis- 
tance required to be reported in the prescribed form shall be deemed not to have 
been incurred by the corporation. 
Subsec. 66(12.701) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 38(6), applicable 
to assistance that a corporation receives or becomes entitled to receive after July 13, 
1990. 


Forms: T101D: Summary of assistance. 


(12.702) Consequences of failure to file — Where a corpora- 
tion fails to file a prescribed form as required under subsection 
(12.701) in respect of assistance, except for the purpose of subsec- 
tion (12.701) the Canadian exploration expense or Canadian devel- 
opment expense to which the assistance relates is deemed. not to 
have been incurred by the corporation. 


History: Subsec, 66(12.702) added by 1997,.c. 25, subsec. 13(23), applicable to renun- 
ciations made after 1998. 


(12.71) Restriction on renunciation — A corporation may re- 
nounce) an amount under subsection (12.6), (12.601) or (12.62) in 
respect of Canadian exploration expenses or Canadian development 
expenses incurred by it only to the extent that, but for the renuncia- 
tion, it would be entitled to a deduction in respect of the expenses in 
computing its income. . 


History: Subsec. 66(12.71) amended by 1997, c, 25, subsec. 13(23), applicable to re- 
nunciations made after 1998. Subsec. (12.71) formerly read: 


(12.71) A corporation may. renounce an amount, under subsection (12.6), 
(12.601), (12.62) or (12.64) in. respect of Canadian exploration expenses, Cana- 
dian development expenses or Canadian oil and gas property expenses incurred 
by it only to the extent that, but for the renunciation, it would be entitled to claim 
a deduction in respect of the expenses in computing its income for the purposes 
of this Part. 


Subsec. 66(12.71) amended by 1994, c. 8, subsec. 5(14), applicable to renunciations 
after December 2, 1992. Subsec. (12.71) formerly read: 


(12:71) A corporation may renounce an amount under subsection (12.6), (12:62) 
or (12.64) in respect of Canadian exploration, expenses, Canadian development 
expenses or Canadian oil and gas property expenses incurred by it only to the 
extent that, but for the renunciation, it would be entitled to claim a deduction in 
respect of the expenses in computing its income for the purposes of this Part. 


(12.72) [Repealed] 


History: Subsec. 66(12.72) repealed by 1997, c. 25, subsec. 13(23), applicable April 
25, 1997 (Royal Assent). Subsec. (12.72) formerly read: 


(12.72) Application of sections 231 to 231.3 — Without restricting the gener- 
ality of sections 231 to 231.3, where a corporation renounces an amount under 
subsection (12.6), (12.601), (12.62) or (12.64), sections 231 to 231.3 apply, with 
such modifications as the circumstances require, for the purpose of permitting 
the Minister to verify or ascertain the Canadian exploration expenses, Canadian 
development expenses or Canadian oil and gas property expenses of the corpora- 
tion in respect of which the amount is renounced, the amounts renounced in re- 
spect of those expenses, any information in respect of those expenses or the 
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amounts renounced and the amount of, or information relating to, any assistance 
in respect of those expenses. 

Subsec. 66(12.72) amended by 1994, c. 8, subsec. 5(14), applicable after December 2, 

1992. Subsec. (12.72) formerly read: 
(12.72) Without restricting the generality of sections 231 to 231.3, where a cor- 
poration has renounced an amount under subsection (12.6), (12.62), or (12.64), 
sections 231 to 231.3 apply, with such modifications as the circumstances re- 
quire, for the purpose of permitting the Minister to verify or ascertain the Cana- 
dian exploration expenses, Canadian development expenses or Canadian oil and 
gas property expenses of the corporation in respect of which the amount was 
renounced, the amounts renounced in respect of those expenses, any information 
in respect of the expenses or the amounts renounced and the amount of, or infor- 
mation relating to, any assistance in respect of the expenses. 

Subsec. 66(12.72) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 38(7), appli- 

cable after July 13, 1990. Subsec. (12.72) formerly read: 
(12.72) Without restricting the generality of sections 231 to 231.3, where a cor- 
poration has renounced any amount under subsection (12.6), (12.62) or (12.64), 
notwithstanding that a return of income has not been filed by any taxpayer under 
section 150 for the taxation year of the taxpayer in which the amount so re- 
nounced is deemed to be Canadian exploration expenses, Canadian development 
expenses or Canadian oil and gas property expenses incurred by the taxpayer or a 
partnership of which the taxpayer is a member, sections 231 to 231.3 apply, with 
such modifications as the circumstances require, for the purpose of permitting 
the Minister to verify or ascertain the Canadian exploration expenses, Canadian 
development expenses, or Canadian oil and gas property expenses of the corpo- 
ration in respect of which the amount was renounced, the amounts renounced in 
respect of those expenses, and any information in respect of the expenses or the 
amounts renounced. 


(12.73) Reductions in renunciations — Where an amount that 
a corporation purports to renounce to a person under subsection 
(12.6), (12.601) or (12.62) exceeds the amount that it can renounce 
to the person under that subsection, 


(a) the corporation shall file a statement with the Minister in pre- 
scribed form where 


(i) the Minister sends a notice in writing to the corporation 
demanding the statement, or 


(ii) the excess arose as a consequence of a renunciation pur- 
ported to be made in a calendar year under subsection (12.6) 
or (12.601) because of the application of subsection (12.66) 
and, at the end of the year, the corporation knew or ought to 
have known of all or part of the excess; 


(b) where subparagraph (a)(i) applies, the statement shall be 
filed not later than 30 days after the Minister sends a notice in 
writing to the corporation demanding the statement; 


(c) where subparagraph (a)(11) applies, the statement shall be 
filed before March of the calendar year following the calendar 
year in which the purported renunciation was made; 


(d) except for the purpose of Part XII.6, any amount that is pur- 
ported to have been so renounced to any person is deemed, after 
the statement is filed with the Minister, to have always been re- 
duced by the portion of the excess identified in the statement in 
respect of that purported renunciation; and 


(e) where a corporation fails in the statement to apply the excess 
fully to reduce one or more purported renunciations, the Min- 
ister may at any time reduce the total amount purported to be 
renounced by the corporation to one or more persons by the 
amount of the unapplied excess in which case, except for the 
purpose of Part XII.6, the amount purported to have been so re- 
nounced to a person is deemed, after that time, always to have 
been reduced by the portion of the unapplied excess allocated by 
the Minister in respect of that person. 
Related Provisions: 66(16) — Partnership deemed to be a person; 152(4)(b)(v) — 
Three-year extension to normal reassessment period; 163(2.21), (2.22) — Penalty for 
false statement or omission; 248(1)“specified future tax consequence” (b) — Reduction 
is a specified future tax consequence. See also Related Provisions and Definitions at 
end of s. 66. 
History: Subsec. 66(12.73) amended by 1997, c. 25, subsec. 13(23), applicable to pur- 
ported renunciations made after 1996 except that, in respect of purported renunciations 
made before 1999, the portion of subsec. (12.73) before para. (a) shall be read as: 
(12.73) Where an amount that a corporation purports to renounce to a person 


under subsection (12.6), (12.601), (12.62) or (12.64) exceeds the amount it can 
renounce to the person under that subsection, 


Income Tax Act, Part I, Division B 


Subsec. (12.73) formerly read: 


(12.73) Adjustment in renunciation — Where the total of all amounts that a 
corporation purports to renounce to persons under subsection (12,6), (12.601), 
(12.62) or (12.64) in respect of expenses incurred by it in any period ending on 
the effective date of the purported renunciation exceeds the total amount of those 
expenses in respect of which it may renounce amounts under that subsection, it 
shall 


(a) reduce the amount so renounced to one or more persons to effect a reduc- 
tion in the total of the amounts so purported to be renounced by the amount 
of the excess, and 


(b) file a statement with the Minister indicating the adjustments made in the 
renunciations, 


and if the corporation does not so reduce the amounts and file that statement with 
the Minister within 30 days after notice in writing by the Minister is forwarded 
to the corporation that such a reduction is or will be required for the purposes of 
any assessment of tax under this Part, the Minister may, for the purposes of this 
section, reduce the amounts purported to be renounced by the corporation to one 
or more persons to effect a reduction in the total of the amounts so purported to 
be renounced by the amount of the excess, and in any such case, notwithstanding 
subsections (12.61), (12.63) and (12.65), the amount renounced to each of the 
persons shall be deemed to be the amount as reduced by the corporation or the 
Minister, as the case may be. 


Subsec. 66(12.73) amended by 1994, c. 8, subsec. 5(14), applicable to renunciations 
made after December 2, 1992. Subsec. (12.73) formerly read: 

(12.73) Where the total of all amounts that a corporation purported to renounce 
to persons under subsection (12.6), (12.62) or (12.64) in respect of expenses in- 
curred by it in any period ending on the effective date of the purported renuncia- 
tion exceeds the total amount of those expenses in respect of which it may re- 
nounce amounts under those subsections, it shall reduce the amounts so 
renounced to one or more of those persons to effect a reduction in the total of the 
amounts so purported to be renounced by the amount of the excess and file a 
statement with the Minister indicating the adjustments made in the renunciations 
and if the corporation has failed to so reduce the amounts and file such a state- 
ment with the Minister within 30 days after notice in writing by the Minister has 
been forwarded to the corporation that such a reduction is or will be required for 
the purposes of any assessment of tax under this Part, the Minister may, for the 
purposes of this section, reduce the amounts purported to be renounced by the 
corporation to one or more of those persons to effect a reduction in the total of 
the amounts so purported to be renounced by the amount of the excess, and in 
any such case, notwithstanding subsections (12.61), (12.63) and (12.65),. the 
amount renounced to each of the persons shall be deemed to be the amount as 
reduced by the corporation or the Minister, as the case may be. 


(12.74) Late filed forms — A corporation or partnership may file 
with the Minister a document referred to in subsection (12.68), 
(12.69), (12.691), (12.7) or (12.701) after the particular day on or 
before which the document is required to be filed under the applica- 
ble subsection and the document shall, except for the purposes of 
this subsection and subsection (12.75), be deemed to have been 
filed on the day on or before which it was required to be filed if 


(a) if it is filed 
(i) on or before the day that is 90 days after the particular 
day, or 
(ii) after that day that is 90 days after the particular day 
where, in the opinion of the Minister, the circumstances are 


such that it would be just and equitable to permit the docu- 
ment to be filed; and 


(b) the corporation or partnership, as the case may be, pays to 
the Receiver General at the time of filing a penalty in respect of 
the late filing. 

Related Provisions: 66(12.75) — Penalty. 

History: Subsec. 66(12.74) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 

38(8), applicable to documents filed after June 1988, except that with respect to docu- 


ments filed before July 14, 1990, the reference in the subsec. to “(12.691), (12.7) or 
(12.701)” shall be: read as “or (12.7)”. Subsec. 66(12.74) formerly read: 


(12.74) A corporation or partnership may file with the Minister a document re- 
ferred to in subsection (12.68), (12.69) or (12.7) after the day on or before which 
the document is required to be filed under the applicable subsection and the doc- 
ument shall be deemed to have been filed on the day on or before which it was 
required to be filed 


(a), if it is filed within 90 days after that day; and ' 
(b) if the corporation or partnership, as the case may be, pays to the Receiver 
General at the time of filing a penalty in respect of the late filing. 


(12.741) Late renunciation — Where a corporation purports to 
renounce an amount under subsection (12.6), (12.601) or (12.62) 
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after the periodin which the corporation was:entitled to renounce 
the amount, the amount is deemed, except for the purposes of this 
subsection and subsections (12:7) and (12.75), to have been re- 
nounced at the end of the period if 


(a) the corporation purports to renounce the amount 


(i) on or before the day that is 90 days after the end of that 
period, or 


(ii) after the day, that is 90 days after the end of that period 
where, in the opinion of the Minister, the circumstances are 
such that it would be just and equitable that the amount be 
renounced; and 


(b), the corporation pays. to the Receiver General.a penalty in 
respect of the renunciation, not more than, 90, days after, the 
renunciation. 

Related Provisions: 66(12.75) — Penalty. 


History: Subsec. 66(12.741) preceding para. (a) amended by 1997, c. 25, subsec. 

13(24), applicable to renunciations made after 1998: That portion formerly read: 
(12.741) Where a corporation purports to renounce an amount under subsection 
(12.6), (12.601), (12:62) or (12.64) after the period during which the corporation ‘ 
would otherwise be entitled to renounce the amount, the amount shall, except for 
the purposes of this subsection and subsections (12.7).and.(12.75), be deemed to 
have been renounced at the end of the period if 


Subsec. 66(12.741) added by 1994, c. 8, subsec>5(15), canta ia to renunciations pur- 
ported to be made after February 1993. 


(12.75) Penalty — For the purposes of subsections. (12.74). and 
(12.741), the penalty in respect of the late filing of a document re- 
ferred to in subsection (12.68), (12.69), (12.691), (12.7) or (12.701) 
or in respect of a renunciation referred to in Sala tialaat (12:741) is 
the lesser of $15,000 and 


(a) where the penalty is in respect of the late filing of a docu- 
ment referred to in subsection (12:68), (12.69) or (1227927 the 
greater of 


(i) $100, and 


(ii) 4 of 1% of the maximum amount in respect of the Cana- 
dian exploration expenses and Canadian development. ex- 
penses renounced or attributed or to be) renounced or attrib- 
uted as set out in the document; 


(b) where the penalty is in respect of the late filing of a docu- 
ment referred to in subsection (12.691) or (12.701), the greater 
of 


(i), $100, and 
(ii) ‘44 of 1% of the assistance iaporiees in the document; and 


(c) where the penalty is in respect of a renunciation referred to in 
subsection (12.741), the greater of 


(i) $100, and 
(ii) Ys of 1% of the amount of the renunciation. 


History: The opening words of para. 66(12.75)(c) amended by 1998, c. 19; subsec. 
104(6); applicable to renunciations purported to be’ made after February 1993. The 
opening words formerly read: 


(c) where the penalty is in respect of a renunciation referred to in subsection 
(12.74), the greater of 


Subpara. 66(12.75)(a)(ii) amended by 1997, c. 25;'subsec. 13(25), applicable to renun- 
ciations made after 1998. Subpara. (a)(ii) formerly read: 


(ii) 4 of 1% of the maximum amount in respect of the Canadian exploration 
expenses, Canadian development expenses and ‘Canadian oil and gas property © 
expenses renounced or attributed or to be renounced or attributed as set out in the , 
document; 

The opening words of subsec. 66(12.75) amended and para. (c) added, by 1994, c. 8, 


subsecs. 5(16), (17), applicable to renunciations Fah eg to be made after February 
1993. The opening words formerly read: 


(12.75) For the purposes of subsection (12.74), the penalty in respect of the Tate 
filing of a document referred to in subsection (12.68), (12:69), (12.691), (12.7) 
or (12.701) is the lesser of $15,000 and 


Subsec. 66(12.75) substituted by 1994, ¢..7; Sch. II (1991,.c. 49), subsec. 38(9), appli- 
cable to documents filed after July 13, 1990, except that in its application to documents 
filed on or before December 17, 1991, the subsec. shall be read as follows: 


(12.75) For the purposes of subsection (12.74), the penalty in respect of the late 
filing of a document referred to in subsection (12.691) or (12.701) is nil and the 
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penalty in respect of the late filing of a document referred to in subsection 
(12.68), (12.69) or (12.7) is the; lesser of 
(a) $15,000, and 


(b) ‘4 of 1% of the maximum amount in respect of the Canadian exploration 
expenses, Canadian development expenses and Canadian oil and gas pro- 
perty expenses renounced or attributed or to be renounced or attributed as set 
out in the document. 


Subsec. 66(12.75) formerly read: 


(12.75) For the purposes of subsection (12.74), the penalty in respect of the late 
filing of a document referred to in subsection (12.68), (12:69) or (12.7) is the 
_ lesser of 
(a) $15,000; and 


(b) '/4 of 1% of the maximum amount in respect of the Canadian exploration 
expenses, Canadian development expenses and Canadian oil and gas pro- 
perty expenses renounced, to be renounced, attributed or to be attributed as 
set out in the document. 


(13) Limitation — Where a taxpayer has incurred an outlay or ex- 
pense in respect’of which a deduction from income is authorized 
under more than one provision of this section or section 66.1, 66.2 
or 66.4, the taxpayer is not entitled to make the deduction, under 
more than one provision but is entitled to select the provision under 
which to make the deduction, 

Related Provisions: See at end of s. 66. 

1.T. Application Rules: 29(1)-(4), (6)-(34). 


(13.1). Short taxation. year — Where a taxpayer has a taxation 
year that is less than 51 weeks, the amount determined in respect of 
the year under each of subparagraph (4)(b)(i), paragraph 66.2(2)(c), 
subparagraph (b)(i) of the definition “global foreign resource limit” 
in subsection 66.21(1), subparagraph 66.21(4)(a)(i), clause 
66.21(4)(a)(ii)(B) and paragraphs 66.4(2)(b) and 66.7(2.3)(a), (4)(a) 
and (5)(a) shall not exceed that proportion of the amount otherwise 
determined that the number of days in the year is of 365. 

Related Provisions: 20(1)(mm) — Deductions — injection substances; 66(4.3)(b), 
66.21(5)(b) — No application to individual part-year resident. See also at end of s. 66. 
History: Subsec. 66(13.1) amended by 2001, c. 17, subsec. 44(10), applicable to taxa- 
tion years that begin after 2000. It formerly read: 


(13.1) Short taxation years — Where a taxpayer has a taxation year that is less 
than 51 weeks, the amount determined in respect of the year under any of sub- 
paragraph 66(4)(b)(i) and paragraphs 66.2(2)(c), 66.4(2)(b) and 66.7(4)(a) and 
(5)(a):shall not exceed that proportion of the amount otherwise determined there- 
under that the number of days in the year is of 365. 


(14) Amounts deemed deductible under this subdivi- 
sion — For the purposes of section 3, any amount deductible under 
the Income. Tax Application Rules in respect of this subsection shall 
be deemed to be deductible under this subdivision. 

Related Provisions: See at end of s. 66. 

1.T. Application Rules: 29, 30(3). 


(14.1) Designation respecting Canadian exploration ex- 
pense — A corporation may designate for a taxation year, by fil- 
ing a designation in prescribed form with the Minister on or before 
the day on or before which it is required to file a return of its’ in- 
come for the year under section 150, a particular amount not ex- 
ceeding the lesser of 
(a) its prescribed Canadian exploration expense for the year, and 
(b) its cumulative Canadian exploration expense at the end of 
the year, 
and the particular amount shall be added in computing its cumula- 
tive offset account immediately before the end of the year and de- 
ducted in computing its cumulative Canadian exploration expense 
at any time after the end of the year. 


Related Provisions: 66.1(3)(a) — Expenses of other taxpayers; 66.1(6)“cumulative 
Canadian exploration expense” K — Reduction in CCEE; 66.5(1) — Deduction from 
income — cumulative offset account. See also at end of s. 66. 


Regulations: 1217 (prescribed Canadian exploration expense). 
Forms: T2098: Designation by a corporation to increase its cumulative offset account. 


(14.2) Designation respecting cumulative Canadian 


development expense — A corporation may designate for a 
taxation year, by filing a designation in prescribed form with the 
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Minister on or before the day on or before which it is required to 
file a return of its income for the year under section 150, a particu- 
lar amount not exceeding 


(a) where a deduction has been made under subsection 66.2(2) 
in computing its income for the year, the lesser of 


(i) 30% of its prescribed Canadian development expense for 
the year, and 

(ii) the amount, if any, by which 30% of its cumulative Cana- 
dian development expense at the end of the year exceeds the 
amount, if any, deducted for the year under subsection 
66.2(2) in computing its income for the year, or 


(b) where a deduction has not been made under subsection 
66.2(2) in computing its income for the year, the lesser of 


(i) 30% of its prescribed Canadian development expense for 
the year, and 


(ii) 30% of the amount, if any, of its adjusted cumulative Ca- 
nadian development expense at the end of the year, 


and the particular amount shall be added in computing its cumula- 
tive offset account immediately before the end of the year and de- 
ducted in computing its cumulative Canadian development expense 
at any time after the end of the year. 

Related Provisions: 66(14.3) — Meaning of “adjusted cumulative Canadian devel- 
opment expense”; 66.2(5)“cumulative Canadian development expense’”’N — Reduction 
in CCDE; 66.5(1) — Deduction from income — cumulative offset account. See also at 
end of s. 66. 


Regulations: 1218 (prescribed Canadian development expense). 


Forms: T2098: Designation by a corporation to increase its cumulative offset account. 


(14.3) Definition of “adjusted cumulative Canadian 
development expense” — For the purposes of paragraph 
(14.2)(b), “adjusted cumulative Canadian development expense” of 
a corporation at the end of a taxation year means the amount, if any, 
that would be its cumulative Canadian development expense at the 
end of the year, if no Canadian resource property were disposed of 
by it in the year. 

Related Provisions: See at end of s. 66. 


(14.4) Special cases — Where, in the opinion of the Minister, the 

circumstances of a case are such that it would be just and equitable 
(a) to permit a designation under subsection (14.1) or (14.2) to 
be filed after the day on or before which it is required by that 
subsection to be filed, or 


(b) to permit a designation filed under subsection (14.1) or 
(14.2) to be amended, 


the Minister may permit the designation to be filed or amended, as 
the case may be, after that day, and where the designation or 
amendment is filed pursuant to that permission, it shall be deemed 
to have been filed on the day on or before which it was required to 
be filed if 

(c) it is filed with the Minister in prescribed form, and 

(d) the corporation filing it pays to the Receiver General at the 

time of filing the penalty in respect of it, 


and where a designation is amended under this subsection, the des- 
ignation to which the amendment is made shall be deemed not to 
have been effective. 


Related Provisions: See at end of s. 66. 


(14.5) Penalty for late designation — For the purposes of this 
section, the penalty in respect of a designation or amended designa- 
tion referred to in paragraph (14.4)(a) or (b) is the lesser of 


(a) an amount determined by the formula 
.0025 x Ax B 
where 
A is 
(i) in the case of a late-filed designation, the amount des- 
ignated therein, and 
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(ii) in the case of an amended designation, the amount, if 
any, by which the amount designated in the designation 
being amended differs from the amount designated in the 
amended designation, and 


B_ is the number of months each of which is included in whole 
or in part in the period commencing on the day on or before 
which the designation was required to be filed under subsec- 
tion (14.1) or (14.2), as the case may be, and ending on the 
day the late-filed designation or amended designation, as the 
case may be, is filed, and 


(b) an amount, not exceeding $8,000, equal to the product ob- 
tained by multiplying $100 by the number of months each of 
which is included in whole or in part in the period referred to in 
the description of B in paragraph (a). 

Related Provisions: See at the end of s. 66. 


(14.6) Deduction of carved-out income — A taxpayer may de- 
duct in computing the taxpayer’s income under this Part for a taxa- 
tion year, an amount equal to the total of the taxpayer’s carved-out 
incomes for the year within the meaning assigned by subsection 
209(1). . 


Related Provisions: See at end of s. 66. 


(15) Definitions — In this section, 

Related Provisions: 66.1(6.1) — Application to 66.1; 66.2(5.1) — Application to 
66.2; 66.21(2) — Application to 66.21; 66.4(5.1) — Application to 66.4; 66.7(18) — 
Application to 66.7. 


“agreed portion” in respect of a corporation that was a shareholder 
corporation of a joint exploration corporation means such amount 
as may be agreed on between the joint exploration corporation and 
the shareholder corporation not exceeding 


(a) the total of all amounts each of which is a payment or loan 
referred to in paragraph (b) of the definition “shareholder corpo- 
ration” in this subsection (except to the extent that the payment 
or loan was made by a shareholder corporation that was not a 
Canadian corporation and was used by the joint exploration cor- 
poration to acquire a Canadian resource property after December 
11, 1979 from a shareholder corporation that was not a Canadian 
corporation) made by the shareholder corporation to the joint ex- 
ploration corporation during the period it was a shareholder cor- 
poration of the joint exploration corporation, 

minus 
(b) the total of the amounts, if any, previously renounced by the 
joint exploration corporation under any of subsections (10) to 
(10.3) in favour of the shareholder corporation; 

Related Provisions: 53(2)(f.1) — Deduction from ACB. 

Advance Tax Rulings: ATR-60: Joint exploration corporations. 


“assistance”? means any amount, other than a prescribed amount, 
received or receivable at any time from a person or government, 
municipality or other public authority whether the amount is by way 
of a grant, subsidy, rebate, forgivable loan, deduction from royalty 
or tax, rebate of royalty or tax, investment allowance or any other 
form of assistance or benefit; 

Related Provisions: 66(16) — Partnership deemed to be a person; 248(16), (16.1), 


(18), (18.1) — GST and QST input tax credit, refund and rebate deemed to be govern- 
ment assistance. 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 


“Canadian exploration and development expenses” incurred by 
a taxpayer means any expense incurred before May 7, 1974 that is 


(a) any drilling or exploration expense, including any general 
geological or geophysical expense, incurred by the taxpayer af- 
ter 1971 on or in respect of exploring or drilling for petroleum or 
natural gas in Canada, 


(b) any prospecting, exploration or development expense in- 
curred by the taxpayer after 1971 in searching for minerals in 
Canada, 


(c) the cost to the taxpayer of any Canadian resource property 
acquired by the taxpayer after 1971, 
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(d) the taxpayer’s share of the Canadian exploration and devel- 
opment expenses incurred after 1971 by any association, part- 
nership or syndicate in a fiscal period thereof, if at the end of 
that fiscal period the taxpayer was a member or partner thereof, 


(e) any expense incurred by the taxpayer after 1971 pursuant to 
an agreement with a corporation under which the taxpayer in- 
curred the expense solely in consideration for shares of the capi- 
tal stock of the corporation issued to the taxpayer by the corpo- 
ration or any interest in such shares or right thereto, to the extent 
that the expense was incurred as or on account of the cost of 


(i) drilling or exploration activities, including any general ge- 
ological or geophysical activities, in or in respect of explor- 
ing or drilling for petroleum or natural gas in Canada, 


(ii) prospecting, exploration or development activities in 
searching for minerals in Canada, or 


(iii) acquiring a Canadian resource property, and 


(f) any annual payment made by the taxpayer for the preserva- 
tion of a Canadian resource property, 


but, for greater certainty, does not include 


(g) any consideration given by the taxpayer for any share or any 
interest therein or right thereto, except as provided by paragraph 
(e), or 


(h) any expense described in paragraph (e) incurred by another 
taxpayer to the extent that the expense was, by virtue of that 
paragraph, a Canadian exploration and development expense of 
that other taxpayer; 
Related Provisions: 49(2) — Where option expires; 53(2)(e)(i) — Deduction from 
ACB of shares; 66.7(1) — Deduction to successor corporation; 248(1)“Canadian ex- 


ploration and development expenses” — Definition applies to entire Act. See also at 
end of s. 66. 


History: Para. (c) of the definition “Canadian exploration and development expenses” 
in subsec. 66(15) amended by 1998, c. 19, subsec. 104(7), applicable to taxation years 
that begin after 1984. The para. formerly read: 


(c) the cost to the taxpayer of any Canadian resource property acquired by the 
taxpayer, 


Selected Cases [subsec. 66(15)“Canadian exploration and development 
expenses” ]: Gulf Canada Ltd. v. Canada, [1991] 1 C.T.C. 99 (FCTD); aff'd [1992] 1 
C.T,.C. 183 (FCA); leave to appeal to. SCC refused (1992), 141 N.R. 393 (note), (sub 
nom. Gulf Canada Ltd. v. MNR) (Interpretation of: “Canadian exploration expenses’, 
“Canadian development expenses”, “taxable production profits’), 


Interpretation Bulletins: IT-109R2: Unpaid amounts. 
“Canadian resource property” of a taxpayer means any property 
of the taxpayer that is 


(a) any right, licence or privilege to explore for, drill for or take 
petroleum, natural gas or related hydrocarbons in Canada, 
(b) any right, licence or privilege to 
(i) store underground petroleum, natural gas or related hydro- 
carbons in Canada, or 


(11) prospect, explore, drill or mine for minerals in a mineral 
resource in Canada; 


(c) any oil or gas well in Canada or any real property in Canada 
the principal value of which depends on its petroleum or natural 
gas content (but not including any depreciable property), 


Proposed Amendment — 66(1 5)“Canadian 
resource property”(c) — 


Aguigatick The July 16, 2010 draft legislation (Part + helaeheal subsec. 


197(2), will amend para. (c) of the definition “Canadian resource DRO in subsec. 
66(15) by substituting “real property or immovable” for “real eens to come into 
force on Royal Assent. : 


Technical Notes (July 2010): See under 1914). 


(d) any rental or royalty computed by reference to the amount or 
value of production from an oil or gas well in Canada or from a 
natural accumulation of petroleum or natural gas in Canada, 


(e) any rental or royalty computed by reference to the amount or 
value of production from a mineral resource in Canada, 


S. 66(15) Can 


_ Proposed Amendment — 66(1 5)“Canadian: 
resource property”(d), (e) 


_(d) any right to a rental or royalty computed by reference to the 

_ amount or value of production from an oil or a gas well in 

- Canada, or from a natural accumulation of petroleum or natu- 
ral gas in Canada, if the payer of the rental or royalty has an 
interest in, or for civil law a right in, the well or accumulation, 
as the case may be, and 90% or more of the rental or royalty is 
payable out of, or from the DOSES, of, the peodistion from 
the well or accumulation, 


©) any right to a rental or royalty pomp hy. fo tee to the 


amount or value of production from a mineral resource in Can- . 


_ada, if the payer of the rental or royalty has an interest in, or 
for civil law a right i in, the mineral resource and 90% or more 
of the rental or royalty is payable out of, or from the proceeds 
aL the production from the mineral resource, 
Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 3 1(7), 
will amend paras. (d) and (e) of the definition “Canadian resource property” in sub- 
sec. 66(15) to read as above, applicable to rights acquired after December 20, 2002. 


Technical Notes (July 2010): A “Canadian resource property” is defined to 
include various interests in oil and gas and mineral resources located in Canada. The» 
cost of a. Canadian resource property is either a Canadian oil and gas property ex- 
pense or a Canadian development expense. 


Paragraphs (d) and (e) of the definition “Canadian resource property” are amended, 
effective for property acquired after December 20, 2002, to ensure that a rental or 
royalty described therein will not qualify as a Canadian resource property unless the 
person paying the rental or royalty has an interest in the property to which the rental 
or royalty relates and 90% or more of the rental or royalty i iS payable out of the. 
aoe from the} ee 


(f) any im property in Cinadi the pritidipal value of which de- 
pends on its mineral resource content (but not including any de- 
preciable property), or 


(g) any right to or interest in any property described in any of 
paragraphs (a) to (f), other than a right or an interest that the 
taxpayer has because the taxpayer is a beneficiary under. a trust 
or a member of a partnership; 


SEPP SAPS Amendment — 66(15)“Canadian 
. resource property’’(f)—(h) 
a): any. real property or immovable in Canada the principal 
value of which depends on its mineral resource content (but 
‘not including any depreciable property), 


(g) any right to or interest in — or, for civil law, any right to or 
/ 1 any property described in any of paragraphs (a) to (e), 
other than a ‘tight or an interest that the taxpayer has because 

the taxpayer is a a under a trust or a member of a 
partnership, « or. 


(h) an interest in real Be ie dete in paragraph (f) or a 
real right i in an immovable described in that paragraph, other 

_than an interest or a right that the taxpayer has because the 
taxpayer’ is a beneficiary under a trust or a’ member of a 
partnership; 


Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
197(3), will amend paras. ({) and (g) of the definition “Canadian resource property” 

in subsec. 66(15) t to > read as  BEONE, and add pa (h), to come into force on Royal 
Assent. 


Technical Notes (duly 2010): See under 12(4). 


Related Provisions: 12(1)(x.2)— Crown charge rebate — income inclusion; 
18.1(1)“right to receive production” — CRP excluded from matchable. expenditure 
rules; 59(1) — Disposition of resource property; 66(5) — Dealers; 69 — Inadequate 
consideration and fair market value; 128.1(4)(b)(j) — CRP excluded from deemed dis- 
position on emigration; 209 — Tax on carved-out income; 248(1)“Canadian resource 
property” — Definition applies to entire Act; 248(4.1) — Meaning of “real right in an 
immovable”; Interpretation Act 8(2.1), (2.2) — Application to exclusive economic 
zone and continental shelf. See also at end of s. 66. 


History: Para. (g) of the definition “Canadian resource property” in subsec, 66(15) 
amended by 2003, c. 28, subsec. 4(3), applicable to rights and interests acquired after 
December 20, 2002. The para. formerly read: 


(g) any right to or interest in any property described in any of paragraphs (a) to 
(f), other than such a right or interest that the taxpayer has by virtue of being a 
beneficiary of a trust; 
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Paras. (c) and G0 of the definition “Canadian resource property” in subsec. 66(15) 
amended by 2001, c. 17, subsecs. 44(12), (13), applicable to taxation years that begin 
after 2000. Paras. a and (f) formerly read: 
(c) any oil or gas well in Canada or any real property in Canada the principal 
value of which depends on its petroleum or natural gas content (but not including 
any depreciable property used or to be used in connection with the extraction or 
removal of petroleum or natural gas therefrom), 


(f) any real property in Canada the principal value of which depends upon its 

mineral resource content (but not including any depreciable property used or to 

be used in connection with the extraction or removal of minerals therefrom), or 
Selected Cases [subsec. 66(15)“Canadian resource property”]: Alberta 
Energy Co. y. R., [1998] 1 C.T.C. 305 (FCA); aff'd [1995] 1.C.T.C. 2111 (TCC) (Right 
or privilege was Canadian resource property, not eligible capital amount); De Luca v. 
MNR, [1991] 2 C.T.C. 243 (FCA) (Income from payment of balance of purchase price 
on transaction completed prior to 1972 validly assessed in year of receipt); Gulf 
Canada Ltd. v. Canada, [1991] 1 C.T.C. 99 (FCTD); aff'd [1992] 1 C.T.C. 183 (FCA); 
leave to appeal to SCC refused (1992), 141 N.R. 393 (note), (sub nom. Gulf Canada 
Ltd. vy. MNR) (interpretation of: “Canadian exploration expenses”, “Canadian develop- 
ment expenses”, “taxable production profits”); R. v. Alberta and Southern Gas Co. 
Ltd., [1978] C.T.C. 780 (SCC) (Sum paid to purchase rights to gas on lands is payment 
for acquisition of Canadian resource property). 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments; IT-291R3: Transfer of property to a cor- 
poration under subsection 85(1). 


I.T. Technical News: 10 (net profits interests and proposed section 18.1). 


“drilling or exploration expense” incurred on or in respect of ex- 
ploring or drilling for petroleum or natural gas includes any expense 
incurred on or in respect of 


(a) drilling or converting a well for the disposal of waste liquids 
from a petroleum or natural gas well, 


(b) drilling for water or gas for injection into a petroleum or nat- 
ural gas formation, or 


(c) drilling or converting a well for the injection of water or gas 
to assist in the recovery of petroleum or natural gas from another 
well; 


Related Provisions: 66(16) — Partnerships — person — taxation year; 87(4.4) — 
Flow-through shares. 


Regulations: 6202, 6202.1 (prescribed share). 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-400: Exploration and development expenses — meaning of principal-business 
corporation. 


“expense”’, incurred before a particular time by a taxpayer, 


(a) includes an amount designated by the taxpayer at that time 
under paragraph 98(3)(d) or (5)(d) of the Income Tax Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, as a cost in 
respect of property that is a Canadian resource property or a for- 
eign resource property, 


but 


(b) for greater certainty, does not include any amount paid or 
payable 


(i) as consideration for services to be rendered after that time, 
or 


(ii) as, on account or in lieu of payment of, or in satisfaction 
of, rent in respect of a period after that time; 


Related Provisions: 66(15)‘outlay” — same meaning as “expense”. 


Selected Cases: Phénix v. R., [1998] 1 C.T.C. 2379 (TCC) (Capital items may form 
part of CEE). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-503: Exploration and development shares (archived). 


“flow-through share” means a share (other than a prescribed 
share) of the capital stock of a principal-business corporation that is 
issued to a person under an agreement in writing entered into be- 
tween the person and the corporation after February 1986, under 
which the corporation agrees for consideration that does not include 
property to be exchanged or transferred by the person under the 
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agreement in circumstances in which section 51, 85, 85.1, 86 or 87 
applies 
(a) to incur, in the period that begins on the day the agreement 
was made and ends 24 months after the end of the month that 
includes that day, Canadian exploration expenses or Canadian 
development expenses in an amount not less than the considera- 
tion for which the share is to be issued, and 


(b) to renounce, before March of the first calendar year that be- 
gins after that period, in prescribed form to the person in respect 
of the share, an amount in respect of the Canadian exploration 
expenses or Canadian development expenses so incurred by it 
not exceeding the consideration received by the corporation for 
the share, 

and includes a right of a person to have such a share issued to that 

person and any interest acquired in such a share by a person pursu- 

ant to such an agreement; 


Proposed Amendment — 66(15)“flow-through share” 


“flow-through share” means a share (other than a prescribed 
share) of the capital stock of a principal-business corporation, or a 
right (other than a prescribed right) to acquire a share of the capi- 


tal stock of a principal- -business corporation, issued to a person 
under an agreement in writing made between the person and the 


corporation under which the corporation, for consideration that 
does not include property to be exchanged or transferred by the 
person under the agreement in circumstances to which a os Séc- 
tions 51, 85, 85.1, 86 and 87 applies, agrees — 


(a) to incur, in the period that begins on the day on which the 
agreement was made and ends 24 months after the month that 

includes that day, Canadian exploration expenses or Canadian 
development expenses in an amount not less than the consider- 
ation for which the share or right i is to be issued, and 


(b) to renounce, in prescribed form and before March of. she 
first calendar year that begins after that period, to the person in 
_ respect of the share or right, an amount in respect of the Cana- 
dian exploration expenses or Canadian development expenses 
so incurred by it not exceeding the consideration fecet Vat bY: 
the corporation for the share or right; : % 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec, 46s 
will amend the definition “flow-through share” in subsec. 66(15) to fead as” ine Mae 
applicable to agreements made after December 20, 2002. — Ge 


Technical Notes (July 2010): A flow-through share is a share of the capital stock 
of a principal-business corporation, or a right to such a share, that is issued to a_ 
person pursuant to an agreement in writing under which the corporation a ge to 

incur resource expenses and renounce those expenses to that person. 


The definition is amended to exclude a prescribed right from the class of rights that 
qualifies as flow-through. shares. A “prescribed right” is proposed to be defined in 
new subsections 6202.1(1.1) and (2.1) of the Regulations. This amendment ensures 
that restrictions on the type of shares that may qualify as flow-through shares, cur- 
rently found in subsections. 6202. 1(1) and (2) of the Regulations, also apply to rights 
to acquire shares. 


The amended definition “flow- dich pty which applies to bettie so ae af- 
ter December 20, 2002, no longer includes the phrase, “any interest acquired in such 
a share by a person pursuant to such an agreement”. This phrase is being deleted 
because the amended definition is sufficiently comprenenivs. ts to include ba interest 
in property that qualifies as a flow-through share. 


Related Provisions: 66(12.6), (12.601) — Flow-through of cane to share- 
holder; 66(16) — Partnership deemed to be a person; 127.52(1)(e), (e.1) — Minimum 
tax; 248(1)“flow-through share” — Definition applies to entire Act. 


History: Paras. (a) and (b) of the definition “flow-through share” in subsec. 66(15) 
amended by 1997, c. 25, subsec. 13(26), applicable to renunciations made after 1998. 
Paras. (a) and (b) formerly read: 


(a) to incur, during the period commencing on the day the agreement was entered 
into and ending 24 months after the end of the month that includes that day, 
Canadian exploration expenses, Canadian development expenses or Canadian oil 
and gas property expenses in an amount not less than the consideration for which 
the share is to be issued, and 


(b) to renounce, before March of the first calendar year beginning after that pe- 
riod, in prescribed form to the person in respect of the share, an amount in re- 
spect of the Canadian exploration expenses, Canadian development expenses or 
Canadian oil and gas property expenses so incurred by it not exceeding the con- 
sideration received by the corporation for the share; i 
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Para. (b) of the definition “flow-through share” in subsec. 66(15) amended: by 1994, c. 
8, subsec. 5(18), applicable to shares issued pursuant to an agreement entered into after 
February 1986. Para. (b) formerly read: 


(b) to renounce, within that period or within 30 days thereafter, in re heee 
form to the person in respect of the share, an amount in respect of the Canadian 
exploration expenses, Canadian development expenses or Canadian oil and gas 
property expenses so incurred by it not exceeding the consideration received by 
the corporation for the share, 


That portion of the definition “flow through share” preceding para. (a) amended by 
1994, c. 7, Sch. II (1991, c. 49), subsec. 38(10), to add “for consideration that does not 
include property to be exchanged or transferred by the person under the agreement in 
circumstances in which section 51, 85, 85.1, 86 or 87 applies”, applicable to shares 
issued pursuant to an agreement in writing entered into after July 13, 1990. 


Selected Cases; Esplen v. Canada, [1996] 1 C.T.C. 2044 (TCC) (Where loan 
repayment tied to price of shares, shares were prescribed shares). 
Regulations: 6202(1), (2) (prescribed share); 6202.1(1.1), (2.1) (prescribed right). 


“foreign exploration and development expenses” incurred by a 
taxpayer means ) 


(a) any drilling or Scflomiich expense, including any general 
geological or geophysical expense, incurred by the taxpayer af- 
ter 1971 on or in respect of exploring or drilling for petroleum or 
natural gas. outside Canada, 


(b) any expense incurred by the taxpayer for the purpose of de- 
termining the existence, location, extent or quality of a mineral 
resource outside Canada, including any expense incurred. in. the 
course of 


(i) prospecting, 
(ii) carrying .out. geological, a raheem or geochemical 
surveys, 


(iii) drilling by rotary, diamond, percussion or other method, 
or ; 


(iv) trenching, digging test pits and preliminary sampling, 
(c) the cost to the taxpayer of any foreign resource property ac- 
quired by. [the taxpayer], 


(d) subject to section 66.8, the taxpayer’s Sithie of the foreign 
exploration and development expenses incurred after 1971 by a 
partnership in a fiscal period thereof, if at the end of that period 
the taxpayer was a member of the partnership, and 


(e) any annual payment made by the taxpayer for the preserva- 
tion of a foreign resource property, 


but does not include 


(f) any amount included at any time in the capital cost to the 
taxpayer of any depreciable property of a prescribed class, 


(g) an expenditure incurred at any time after the commencement 
of production from a foreign resource property of the taxpayer in 
order to evaluate the feasibility of a method of recovery of pe- 
troleum, natural gas or related hydrocarbons from the portion of 
a natural reservoir to which the foreign resource property relates, 


(h) an expenditure (other than a drilling expense) incurred at any 
time after the commencement of production from a foreign re- 
source property of the taxpayer in order to assist in the recovery 
of petroleum, natural gas or related hydrocarbons from the por- 
tion of a natural reservoir to which the foreign resource property 
relates, 


(i) an expenditure incurred at any time relating to the injection 
of any substance to assist in the recovery of petroleum, natural 
gas or related hydrocarbons from a natural reservoir, 


(j) an expenditure that is the cost, or any part of the cost, to the 


taxpayer of any depreciable property of a prescribed class that — 


was acquired after December 21, 2000, 
(k) foreign resource expenses in respect of a country, or 
(1) an expenditure made after February 27, 2000 by the taxpayer 
unless the expenditure was made 
(i) pursuant to an agreement in writing made by the taxpayer 
before February 28, 2000, 
(ii) for the acquisition of foreign resource property by the 
taxpayer, or 
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(iui) for the purpose of 


(A) enhancing the value of foreign resource property. that 
the taxpayer owned at the time the expenditure was in- 
curred or that the taxpayer had a reasonable expectation 
of owning after that time, or 


(B) assisting in evaluating whether a foreign resource pro- 
perty is to be acquired by the taxpayer; 
Related Provisions: 66(4) — Deduction for FEDE; 66.7(2) — Deduction to succes- 


sor corporation; 80(8)(e) — Reduction of FEDE on debt forgiveness; 248(1)‘‘foreign 
exploration and development expenses” — Definition applies to entire Act. 


History: Para. (b) of the definition “foreign exploration and development expenses” in 
subsec..66(15) amended by 2001, c..17, subsec. 44(14),, applicable to expenses incurred 
after December 21, 2000,. other than expenses incurred pursuant. to an agreement in 
writing made before December 22, 2000. Para. (b) formerly, read: 


(b) any prospecting, exploration or development expense’ incurred by the tax- 
payer after 1971 in searching for minerals outside Canada, 


Paras. (j) to (1) added to the definition “foreign exploration and development expenses” 
in subsec. 66(15) by the said c. 17, subsec. 44(15), para. (j) applicable after 2000, para. 
(k) applicable to taxation years that begin after 2000, and:para. (1) applicable after Feb- 
ruary 27, 2000. 


The words “‘but.does not include” and paras. (f) to (i), added to the definition “foreign 
exploration and development, expenses” in subsec. 66(15) by 1997, c. 25, subsec. 
13(27), applicable to taxation years that end after December 5, 1996. 


Interpretation Bulletins: IT- aya: Unpaid amounts; IT-273R2: Government assis- 
tance — general comments. 


“foreign resource property” of a taxpayer means any property 
that would be a Canadian resource property of the taxpayer if the 
definition “Canadian resource property” in this subsection were 
read as if the references therein to “in Canada” were read as refer- 
ences to “outside Canada”; 

Related Provisions: 18.1(1)“right to receive production” — FRP excluded from 
matchable expenditure rules; '66.7(2.3) — Successor corporation rules; 248(1)“foreign 


resource property” — Definition applies to entire Act, and definition of FRP in respect 
of a country. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments. 


“joint exploration corporation” means a principal-business corpo- 
ration that has not at any time since its incorporation had more than 
10 shareholders, not including any individual holding a share for 
the sole purpose of qualifying as a director; 


I.T. Application Rules: 29(8). 


Interpretation Bulletins: IT-400: Exploration and development expenses — mean- 
ing of principal-business corporation; IT-273R2: Government assistance — general 
comments. 


Advance Tax Rulings: ATR-60: Joint exploration corporations. 


“oil or gas well [para. 66(15)(g.1)]” — 
Act] 


[Repealed under former 


“original owner” of a Canadian resource property or a foreign re- 
source property means a person 


(a) who owned the property and disposed of it to a corporation 
that acquired it in circumstances in which subsection 29(25) of 
the Income Tax Application Rules or subsection 66.7(1), (2), 
(2.3), (3), (4) or (5) applies, or would apply if the corporation 
had continued to own the property, to, the corporation in respect 
of the property, and 


(b) who would, but for subsection 66.7(12), (13), (13.1) or (17), 
as the case may be, be entitled in computing that person’s in- 
come for a taxation year that ends after that person disposed of 
the property to a deduction under section 29 of the Income Tax 
Application Rules or subsection (2), (3) or (4), 66.1(2) or (3), 
66.2(2), 66.21(4) or 66.4(2) of this Act in respect of expenses 
described in subparagraph 29(25)(c)(i) or (ii) of that Act, Cana- 
dian exploration and development expenses, foreign resource 
pool expenses, Canadian exploration expenses, Canadian devel- 
opment expenses or Canadian oil and gas property expenses in- 
curred by the person before the person disposed of the property; 


Related Provisions: 66.7(10.1) — Amalgamation — partnership property. 
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History: The definition “original owner” in subsec. 66(15) amended by 2001, c. 17, 
subsec. 44(11), applicable to taxation years that begin after 2000. The definition for- 
merly read: 
“original owner” of a Canadian resource property or a foreign resource property 
means a person 
(a) who owned the property and disposed of it to a corporation that acquired 
it in circumstances in which subsection 29(25) of the Income Tax Applica- 
tion Rules or subsection 66.7(1), (2), (3), (4) or (5) applies, or would apply if 
the corporation had continued to own the property, to the corporation in re- 
spect of the property, and 
(b) who would, but for subsection 66.7(12), (13) or (17), as the case may be, 
be entitled in computing that person’s income for a taxation year ending af- 
ter that person disposed of the property to a deduction under section 29 of 
the Income Tax Application Rules or subsection (2), (3) or (4), 66.1(2) or (3), 
66.2(2) or 66.4(2) of this Act in respect of expenses described in subpara- 
graph 29(25)(c)(i) or (ii) of that Act, Canadian exploration and development 
expenses, foreign exploration and development expenses, Canadian explora- 
tion expenses, Canadian development expenses or Canadian oil and gas pro- 
perty expenses incurred by the person before the person disposed of the 
property; 


“outlay” made before a particular time by a taxpayer, has the 
meaning assigned to the expression “expense” by this subsection; 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-503: Exploration and development shares (archived). 


‘predecessor owner” of a Canadian resource property or a foreign 
resource property means a corporation 


(a) that acquired the property in circumstances in which subsec- 
tion 29(25) of the Income Tax Application Rules or subsection 
66.7(1), (2), (2.3), (3), (4) or (5) applies, or would apply if the 
corporation had continued to own the property, to the corpora- 
tion in respect of the property, 


(b) that disposed of the property to another corporation that ac- 
quired it in circumstances in which subsection 29(25) of the Jn- 
come Tax Application Rules or subsection 66.7(1), (2), (2.3), (3), 
(4) or (5) applies, or would apply if the other corporation had 
continued to own the property, to the other corporation in re- 
spect of the property, and 


(c) that would, but for subsection 66.7(14), (15), (15.1) or (17), 
as the case may be, be entitled in computing its income for a 
taxation year ending after it disposed of the property to a deduc- 
tion under subsection 29(25) of the Income Tax Application 
Rules or subsection 66.7(1), (2), (2.3), (3), (4) or (5) in respect 
of expenses incurred by an original owner of the property; 
History: The definition “predecessor owner” in subsec. 66(15) amended by 2001, c. 
17, subsec. 44(11), applicable to taxation years that begin after 2000. The definition 
formerly read: 
“predecessor owner” of a Canadian resource property or a foreign resource pro- 
perty means a corporation 
(a) that acquired the property in circumstances in which subsection 29(25) of 
the Income Tax Application Rules or subsection 66.7(1), (2), (3), (4) or (5) 
applies, or would apply if the corporation had continued to own the property, 
to the corporation in respect of the property, 
(b) that disposed of the property to another corporation that acquired it in 
circumstances in which subsection 29(25) of the Income Tax Application 
Rules or subsection 66.7(1), (2), (3), (4) or (5) applies, or would apply if the 
other corporation had continued to.own the property, to the other corporation 
in respect of the property, and 
(c) that would, but for subsection 66.7(14), (15) or (17), as the case may be, 
be entitled in computing its income for a taxation year ending after it dis- 
posed of the property to a deduction under subsection 29(25) of the Income 
Tax Application Rules or subsection 66.7(1), (2), (3), (4) or (5) in respect of 
expenses incurred by an original owner of the property; 


“principal-business corporation’? means a corporation the princi- 
pal business of which is any of, or a combination of, 


(a) the production, refining or marketing of petroleum, petro- 
leum products or natural gas, 


(a.1) exploring or drilling for petroleum or natural gas, 
(b) mining or exploring for minerals, 


(c) the processing of mineral ores for the purpose of recovering 
metals or minerals from the ores, 


(d) the processing or marketing of metals or minerals that were 
recovered from mineral ores and that include metals or minerals 
recovered from mineral ores processed by the corporation, 


(e) the fabrication of metals, 
(f) the operation of a pipeline for the transmission of oil or gas, 


(f.1) the production or marketing of calcium chloride, gypsum, 
kaolin, sodium chloride or potash, 


(g) the manufacturing of products, where the manufacturing in- 
volves the processing of calcium chloride, gypsum, kaolin, so- 
dium chloride or potash, 


(h) the generation or distribution of energy, or the production of 
fuel, using property described in Class 43.1 or 43.2 of Schedule 
II to the Income Tax Regulations, and 


(i) the development of projects for which it is reasonable to ex- 
pect that at least 50% of the capital cost of the depreciable pro- 
perty to be used in each project would be the capital cost of pro- 
perty described in Class 43.1 or 43.2 of Schedule II to the 
Income Tax Regulations, 


or a corporation all or substantially all of the assets of which are 
shares of the capital stock or indebtedness of one or more principal- 
business corporations that are related to the corporation (otherwise 
than because of a right referred to in paragraph 251(5)(b)); 
Related Provisions: 66(2) — Expenses of special products corporations; 66.1(2) — 
Deduction for principal-business corporation; 66.1(3) — Deduction for corporation that 
is a principal-business corporation solely under paras. (h) and (i); 115(4) — Non-resi- 
dent’s income from Canadian resource property; 127(9)“pre-production mining expen- 
diture”(b) — Pre-production mining expenditures renounced through a flow-through 
share agreement. See also at end of s. 66. 
History: Paras. (h) and (i) of the definition “principal-business corporation” in subsec. 
66(15) amended by 2010, c. 25, s. 12, applicable to 2004 et seg. The paras. formerly 
read: 

(h) the generation of energy using property described in Class 43.1 or 43.2 of 

Schedule II to the regulations, or any combination thereof, and 


(i) the development of projects for which it is reasonable to expect that at least 
50% of the capital cost of the depreciable property to be used in each project 
would be the capital cost of property described in Class 43.1 or 43.2 of Schedule 
II to the regulations or any combination thereof, 


Paras. (h) and (i) of the definition “principal-business corporation” in subsec. 66(15) 
amended by 2007, c. 35, s. 19, applicable after February 22, 2005. The paras. formerly 
read: 


(h) the generation of energy using property described in Class 43.1 of Schedule 
II to the Income Tax Regulations, and 


(i) the development of projects for which it is reasonable to expect that at least 
50% of the capital cost of the depreciable property to be used in each project 
would be the capital cost of property described in Class 43.1 of Schedule II to 
the Income Tax Regulations, 


Paras. (h) and (i) added to the definition by 1997, c. 25, subsec. 13(28), applicable after 
December 5, 1996. 


The definition “principal-business corporation” in subsec. 66(15) substituted by 1994, 
c. 21, s. 28, applicable to 1993 et seg., except that 


(a) a corporation may elect that the amended definition not apply to its 1993 to 
1996 taxation years by so notifying the Minister of National Revenue in writing by 
December 31, 1994; and 


(b) it does not apply to transactions and events that occur before the 1993 taxation 
year. 


The definition “principal-business corporation” formerly read: 
“principal-business corporation” means a corporation whose principal business is 


(a) production, refining or marketing of petroleum, petroleum products. or 
natural gas, or exploring or drilling for petroleum or natural gas, 


(b) mining or exploring for minerals, 
(c) processing mineral ores for the purpose of recovering metals therefrom, 
(d) a combination of 


(i) processing mineral ores for the purpose of recovering metals there- 
from, and 


(ii) processing metals recovered from the ores so processed, 
(e) fabricating metals, 
(f) operating a pipeline for the transmission of oil or natural gas, or 


(g) production or marketing of sodium chloride or potash, or whose business 
includes manufacturing products the manufacturing of which involves 
processing sodium chloride or potash, : 
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or a corporation all or substantially all of the assets of which are shares of the 
capital stock of one or more other corporations that are related to the corporation 
(otherwise than by reason of a right referred to in paragraph 251(5)(b)) and 
whose principal business is described in any of paragraphs (a). to (g); 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-400: Exploration and development expenses — meaning of principal-business 
corporation. 


Advance Tax Rulings: ATR-60: Joint exploration corporations. 


“production” from a Canadian resource property or a foreign re- 
source property means 


(a) petroleum, natural gas and related hydrocarbons produced 
from the property, 


(b) heavy crude oil produced from the property processed to any 
stage that is not beyond the crude oil stage or its equivalent, 


(c) ore (other than iron ore or tar sands) produced from the pro- 
perty processed to any stage that is not beyond the prime metal 
stage or its equivalent, 


(d) iron ore produced from the property processed to any stage 
that is not beyond the pellet stage or its equivalent, 


(e) tar sands produced from the property processed to any stage 
that is not beyond the crude oil stage or its equivalent, and 


(f) any rental or royalty from the property computed by refer- 
ence to the amount or value of the production of petroleum, nat- 
ural gas or related hydrocarbons or ore; 


“reserve amount” of a corporation for a taxation year in respect of 
an original owner or predecessor owner of a Canadian resource pro- 
perty means the amount determined by the formula 


AB 
where 
A is the total of all amounts that are 


(a) required by subsection 59(2) to be included in computing 
the corporation’s income for the year,-and 


(b) in respect of a reserve, deducted in computing the income 
of the original owner or predecessor owner and deemed by 
paragraph 87(2)(g) or by virtue of that paragraph and para- 
graph 88(1)(e.2) to have been deducted by the corporation as 
a reserve in computing its income for a preceding taxation 
year, and 


Bis the total of amounts deducted in computing the corporation’s 
income for the year by virtue of subsection 64(1), (1.1) or (1.2)’ 
in respect of dispositions by the original owner or predecessor 
owner, as the case may be; 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


“selling instrument” in respect of flow-through shares means a 
prospectus, registration statement, offering memorandum, term 
sheet or other similar document that describes the terms of the offer 
(including the price and number of shares) pursuant to which a cor- 
poration offers to issue flow-through shares; 


“shareholder corporation” of a joint exploration corporation 
means a corporation that for the period in respect of which the ex- 
pression is being applied 

(a) was a shareholder of the joint exploration corporation, and 


(b) made a payment or loan to the joint exploration corporation 
in respect of Canadian exploration and development expenses, a 
Canadian exploration expense, a Canadian development expense 
or a Canadian oil and gas property expense incurred or to be 
incurred by the joint exploration corporation. 


Advance Tax Rulings: ATR-60: Joint exploration corporations. 


“specified foreign exploration and development expense” of a 
taxpayer in respect of a country (other than Canada) means an 


Tie, those subsecs. of R.S.C. 1952, c. 148, as amended. 
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amount that is included in the taxpayer’s foreign exploration and 
development expenses and that is 


(a) a drilling or exploration expense, including any general geo- 
logical or geophysical expense, incurred by the taxpayer on or in 
respect of exploring or drilling for petroleum or natural gas in 
that country, 


(a:1) an expense incurred. by the taxpayer after December 21, 
2000 (otherwise than pursuant to an agreement in writing made 
before December 22, 2000) for the purpose of determining the 
existence, location, extent or quality of a mineral resource in that 
country, including any expense incurred in the course of 


(i) prospecting, 
(ii) carrying, out geological, geophysical or geochemical 
surveys, 


(iii) drilling by rotary, diamond, percussion or other methods, 
or 


(iv) trenching, digging test pits and preliminary sampling, 


(b) a prospecting, exploration or development expense incurred 
by the taxpayer before December 22, 2000 (or after December 
21, 2000 pursuant to an agreement in writing made before De- 
cember 22, 2000) in searching for minerals in that country, 


_(c) the cost to the taxpayer of the taxpayer’s foreign resource 
property in respect of that country, 


(d).an annual payment made by the taxpayer in a taxation year 
of the taxpayer for the preservation of a foreign resource pro- 
perty in respect of that country, 


(e) an amount deemed by subsection 21(2) or (4) to be a foreign 
exploration and development expense incurred by the taxpayer, 
to the extent that it can reasonably be considered to relate to an 
amount that, without reference to this paragraph and paragraph 
(f), would be a specified foreign exploration and development 
expense in respect of that country, or 


(f) subject to section 66.8, the ‘taxpayer’s share of the specified 
foreign exploration and development expenses of a partnership 
incurred in respect of that country in a fiscal period of the part- 
nership if, at the end of that period, the taxpayer was a member 
of the partnership. 
Related Provisions: 66(4.1), (4.2) — Country-by-country allocation. of specified 
FEDE; 248(1)‘foreign resource property” — Meaning of foreign resource property in 
respect of a country. 


History: The definition “specified foreign exploration and development expense” ad- 
ded to subsec. 66(15) by’'2001, c. 17, subsec. 44(16), applicable after 1994. 


Selected Cases: Jes Investments Ltd. v. R., [2007] 1 C.T.C. 2123 (TCC) (Capital 
loss allowed where shares never acquired flow-through status). 


(15.1). Other. . definitions — The definitions in subsections 
66.1(6), 66.2(5), 66.21(1), 66.4(5) and 66.5(2) apply in this section. 


History: Subsec. 66(15.1) amended by 2001, c. 17, subsec. 44(17), applicable after 
2000. Subsec. 66(15.1) formerly read: 


(15.1) Application of subsecs. 66.1(6), 66.2(5), 66.4(5) and 66.5(2) — The 
definitions in subsections 66.1(6), 66.2(5), 66.4(5) and 66.5(2) apply to this 
section. 


Origin of subsec. 66(15.1): R.S.C. 1985, c. 1 (Sth Supp:). Formerly contained in the 
opening words to 66.1(6), 66.2(5), 66.4(5) and 66.5(2). 


(16) Partnerships — For the purposes of subsections (12.6) to 
(12.73), the definitions “assistance” and “flow-through share” in 
subsection (15) and subsections (18), (19) and 66.3(3) and (4), a 
partnership is deemed to be a person and its taxation year is deemed 
to be its fiscal period. 


History: Subsec. 66(16) amended by 1997, c. 25, subsec. 13(29), applicable to fiscal 
periods that end after 1995. Subsec. (16) formerly read: 


(16) For the purposes of subsections (12.6) to (12.66), the definitions “assis- 
tance” and “flow-through share” in subsection (15) and subsections (18), (19) 
and 66.3(3) and (4), a partnership shall be deemed to be a person and its taxation 
year shall be deemed to be its fiscal period. 


S. 66(16) 


Subsec. 66(16) amended to add reference to subsecs. (18) and (19) by 1994, c..7, Sch. 
II (1991, c. 49), subsec. 38(11), applicable to fiscal periods ending after February 1986. 


(17) Non-arm’s length partnerships — For the purpose of par- 
agraph (12.66)(d), a partnership and a corporation are, at all times 
in a calendar year, 

(a) deemed not to deal with each other at arm’s length, if 


(i) an expense is deemed by subsection (12.61) to be incurred 
by the partnership, 

(ii) the expense would, if this Act were read without refer- 
ence to paragraph (12.61)(b), be incurred in the calendar year 
by the corporation, and 


(iii) a share of the expense is included, because of paragraph 
(h) of the definition “Canadian exploration expense” in sub- 
section 66.1(6), in the Canadian exploration expense of the 
corporation or of a member of the partnership with whom the 
corporation, at any time in that calendar year, does not deal 
at arm’s length; and 


(b) deemed to deal with each other at arm’s length, in any other 
case. 
History: Subsec. 66(17) amended by 2003, c. 28, subsec. 4(4), applicable to expenses 


incurred after 1996, other than expenses incurred in January or February 1997 in re- 
spect of an agreement that was made in 1995. The subsec. formerly read: 


(17) Where an expense would, but for paragraph (12.61)(b), be incurred during 
the first 60 days of a calendar year by a corporation and the expense is deemed 
by subsection (12.61) to be incurred by a partnership, the partnership and the 
corporation shall be deemed not to deal with each other at arm’s length through- 
out that period for the purposes of paragraph (12.66)(d) only where a share of the 
expense of the partnership is included because of paragraph (h) of the definition 
“Canadian exploration expense” in subsection 66.1(6) in the Canadian explora- 
tion expense of the corporation or a member of the partnership with whom the 
corporation does not deal at arm’s length at any time during that period. 


Subsec. 66(17) amended by 1994, c. 7, Sch. If (1991, c. 49), subsec. 38(11), applicable 
to fiscal periods ending after February 1986. Subsec. 66(17) formerly read: 


(17) For the purpose of paragraph (12.66)(d), where an expense incurred during 
a period by a corporation that is, but for this subsection, deemed by subsection 
(12.61) to be incurred by a partnership is attributable directly or indirectly to a 
member of the partnership who does not deal with the corporation at arm’s 
length, the partnership and the corporation shall be deemed not to deal with each 
other at arm’s length during the period. 


(18) Members of partnerships — For the purposes of this sec- 
tion, subsection 21(2), sections 59.1 and 66.1 to 66.7, paragraph (d) 
of the definition “investment expense” in subsection 110.6(1) and 
the descriptions of C and D in subsection 211.91(1), where a per- 
son’s share of an outlay or expense made or incurred by a partner- 
ship in a fiscal period of the partnership is included in respect of the 
person under paragraph (d) of the definition “foreign exploration 
and development expenses” in subsection (15), paragraph (h) of the 
definition “Canadian exploration expense” in subsection 66.1(6), 
paragraph (f) of the definition “Canadian development expense” in 
subsection 66.2(5), paragraph (e) of the definition “foreign resource 
expense” in subsection 66.21(1) or paragraph (b) of the definition 
“Canadian oil and gas property expense” in subsection 66.4(5), the 
portion of the outlay. or expense so included is deemed, except for 
the purposes of applying the definitions “foreign exploration and 
development expenses”, “Canadian exploration expense”, “Cana- 
dian development expense’, “foreign resource expense” and ““Cana- 
dian oil and gas property expense” in respect of the person, to be 
made or incurred by the person at the end of that fiscal period. 


Proposed Amendment — 66(18) 


Application: The November 5, 2010 draft legislation (misc. technical), s. 6, will 
amend subsec. 66(18) to substitute “110.6(1), the definition “pre-production mining 
expenditure” in subsection 127(9) and the descriptions of C and D” for *110.6(1) and 
the descriptions of C and D”, applicable to, expenses incurred in fiscal periods that 
begin after 2001. 


Technical Notes: Subsection 66(18) provides that, for the purposes of most of the 
resource taxation rules, a partner’s share of resource expenditures incurred in a fiscal 
period is considered to have been incurred by the partner at the end of the fiscal period. 


Subsection 66(18) is amended by adding a reference to the “pre-production mining 
expenditure”, consequential to the introduction of subparagraph (b)(ii) in the definition 
in subsection 127(9). A taxable Canadian corporation that is a member of a partnership 
could under certain circumstances earn investment tax credits in respect of the corpora- 
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tion’s “pre-production mining expenditure.” For more information, refer to commen- 
tary following the amendments to the definition of brcbegiacton AAPEB PREPS 
in subsection 127(9). - 


Letter from Dept. of FInanke, June 9, 2009: 
Mr. Douglas J. Powrie, Borden Ladner Gervais LLP, Vancouver, BC ‘oa is 
Dear Mr. Powrie: _ 


I am writing in response to your letter of May 14, 2007 addressed to Davine Biock im 
subsequent discussions with officials, of the Tax Legislation Division, regarding the 
definition of “pre-production mining expenditure” in subsection 127(9) of the Income 
Tax Act (Act). I note that, on November 22, 2007, you wrote to the Minister. of Finance, 
the Honourable James Flaherty, inquiring about the status of your letter of May 14, 
2007. I apologize for the delay in providing you with a formal bins to ee 
submission. oe 


= 4 


verrpate i 


In your correspondence, you express the concern that Aienaitice incurred ‘i a princi- 
pal-business corporation through a general partnership for the purpose of developing a 
new mine may not be Zeal for the pre-production mining expenditure investment tax 
credit. i ; dig 


Accordingly, you ae asked us to tener aie to the Act that eel confirm 
that a mining corporation’s share of the pre-production mining expenditures incurred 
by it through a general partnership will qualify for the pre-production mining credit. 
You submit that ‘these changes would be consistent with the recommended amendment 
referred to in the letter issued by the Department of Finance in December 2004 that 
would allow expenditures incurred by a principal-business corporation through a flow- 
through share financing arrangement with its subsidiary to qualify for the credit. 


From a tax policy perspective, we agree that a taxable Canadian corporation’ s share of 
the pre-production mining expenditures (the “eligible sane: incurred Boag a 
general partnership should qualify for the credit if, : 


(a) each member of the partnership would (otherwise because of Sse a leuaner 
of the partnership) be a “principal-business corporation” as defined in subsection 
66(15) of the Act, if that definition were read without Belcrence to ieee (a), 
(a.1), (f), (h) and (i) thereof; and 


(b) the corporation is a member of the ‘partnership at the time the eligible expendi- 
tures are incurred and would not be a specified member of the partnership if the 
definition “specified member” in subsection 248(1) of the Act were read without 
reference to subparagraph (b)(ii) thereof. 


Accordingly, we will recommend to the Minister that the Act be amended, effective for 
expenditures incurred in fiscal periods of a pea that end after 2006, to provide 
for this result. 


While I cannot offer any assurance that nathan the Minster or Ranson will agree 
with our recommendation, I hope ft this statement of our intentions is helpful to you. 


Yours sincerely, 


Gerard Lalonde - 
Director, Tax Legislation Division, Tax Policy Branch 


Letter from Dept. of Finance, June 9, 2009: 
Mr. John Gravelle, PriceWaterHouseCoopers LLP, Toronto ON 
Dear Mr. Grayelle: 


I am writing in response to your letters of April 8, 2009, July 4, 2008 and saisediy 20, 
2008 and discussions with officials, of the Tax Legislation Division, regarding the defi- 
nition of “pre-production mining expenditure” in subsection 127(9) of the Income Tax 
Act (Act). I apologize for the delay in providing you with a formal response to your 
submission. Specifically, you are concerned that pre-production mining expenditures 
incurred by a principal-business corporation, as defined in subsection 66(15) of the 
Act, through a general partnership may not be eligible for the Die pone set wutning 
expenditure investment tax credits. Ur 


Ps 


{remainder of letter is identical to letter to Douglas Powrie, above — ed.] 


Related Provisions: 6(16) — Partnership deemed to be a person; 66.1(7)— Cana- 
dian exploration expense — share of partner; 66.2(6) — Canadian development ex- 
pense — share of partner; 66.4(6) — Canadian oil and gas property expense — share 
of partner; 96(1)(d) — Partnerships no deduction at partnership level; 127(9)“in- 
vestment tax credit’’(a.2), 127(9)“flow-through mining expenditure” — Investment tax 
credit. 


History: Subsec. 66(18) amended by 2001, c. 17, subsec. 44(18), applicable to fiscal 
periods that begin after 2000. Subsec. 66(18) formerly read: 


(18) For the purposes of this section, subsection 21(2), sections 59.1 and 66.1 to 
66.7, paragraph (d) of the definition “investment expense” in subsection 110.6(1) 
and the descriptions of C and D in subsection 211.91(1), where a person’s share 
of an outlay or expense made or incurred by a partnership in a fiscal period of 
the partnership is included in respect of the person under paragraph (d) of the 
definition “foreign exploration and development expenses” in subsection: (15), 
paragraph (h) of the definition “Canadian exploration expense” in subsection 
66.1(6), paragraph (f) of the definition “Canadian development expense” in sub- 
section 66.2(5) or paragraph (b) of the definition “Canadian oil and gas property 
expense” in subsection 66.4(5), the portion of the outlay or expense so included 
is deemed, except for the purposes of applying the definitions “foreign explora- 
tion and development expenses’, “Canadian exploration expense”, “Canadian 
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development expense” and “Canadian oil and gas property expense” in respect of 
the person, to be made or incurred by the person at the end of that fiscal period. 


Subsec. 66(18) amended by 1997, c. 25,:subsec. 13(30), applicable to: fiscal ee that 
end after 1996. Subsec. (18) formerly read: 


(18) For the purposes of this-section; subsection 21(2), sections'59.1.and 66.1 to 
66.7 and paragraph (d) of the definition “investment expense” in subsection 
110.6(1), where a person’s share of an outlay or expense incurred by a partner- 
ship in a fiscal period thereof is included in respect. of the person under para- 
graph (d) of the definition “foreign exploration and development expenses” in 
subsection (15), paragraph (h) of the’ definition “Canadian exploration expense” 
in subsection 66.1(6), paragraph (f) of the definition “Canadian development ex- 
pense” in subsection 66.2(5) or paragraph (b) of the definition “Canadian oil and 
gas property expense” in subsection 66.4(5), the portion of the outlay or expense 
so included shall be deemed, except forthe purposes of applying the, definitions 
“foreign exploration and development expenses’., “Canadian exploration ex- 
pense”, “Canadian development expense” and “Canadian oil and gas property 
expense” in respect of the person, to be made or incurred by the person at the 
end of that fiscal period. 


Subsec. 66(18) added by 1991, c.49, subsec: 38(12) applicable to fiscal periods ending 
after February 1986. 


(19) Renunciation by corporate partner, etc. — A corpora- 
tion is not entitled to renounce under subsection (12.6), (12.601) or 
(12.62) to a person a specified amount in respect of the corporation 
where the corporation would not be entitled to so renounce the 
specified amount if 


(a) the expression “end of that fiscal period” in subsection (18) 
were read as “time the outlay or expense was made or incurred 
by, the partnership”; and 


(b) the expression “on the effective date of the renunciation” in 
each of paragraphs (12.61)(a) and (12.63)(a) were read as “at the 
earliest time that any part.of such rise Be was incurred by the 
corporation’. 


Related Provisions: 66(16) — Partnership deemed to be'a person; 66(20) — Mean- 
ing of “specified amount’. 


History: Subsec: 66(19) etnorltida by 1997, c. 25, subsec. 13(31), applicable to renun- 
ciations made after 1998. Subsec. (19) formerly: read: 


(19) Renunciation by member of partnership, etc. — Notwithstanding sub- 
sections (12.6), (12.601), (12.62)and (12.64), where at any time a corporation 


(a) would, but for this subsection, be entitled to renounce under subsection 
(12.6), (12.601), (12.62) or (12.64) to another person 


(i) all or part of the corporation’s share of an outlay or expense made or 
incurred by a partnership of which the corporation is a member or for- 
mer member at that time, or 


(ii) all or part of an amount renounced to the corporation under subsec- 
tion (12.6), (12.601), (12.62) or (12.64), and 
(b) would not be entitled to so renounce the amount described in subpara- 
graph (a)(i) or (ii) to the other person if 
(i) the EXDIESSION | ‘end of that fiscal period” in subsection (18) were 
readas “time the outlay or expense was made or incurred 6 the partner- 
ship”, and 
(ii) the expression “on the effective date of the renunciation” in each of 
paragraphs (12.61)(a), (12.63)(a) and-(12.65)(a) were read as “at the ear- 
liest. time that any part .of such expense was, incurred by the 
corporation”, 
the corporation is not entitled to renounce that amount under subsection (12.6), 
(12.601), (12.62) or (12.64), as the case. may be, at,that time to the other person. 
Subsec. 66(19) amended by 1994, c. 8, subsec.,5(19), applicable to renunciations of 
outlays or expenses made or incurred after December 2, 1992. Subsec. (19) formerly 
read: 


(19) Notwithstanding subsections (12.6), (12.62) and (12.64), where at any time 
a corporation 


(a) would, but for this subsection, be entitled to renounce 


(i) all or part of its share of an outlay or expense made or incurred by a 
partnership of which the corporation is a member or former member at 
that time, or 


(ii) all or part of an amount renounced to the corporation under subsec- 
tion (12.6), (12.62) or (12.64), 


under subsection (12.6), (12.62) or (12.64) to-another person, and 
(b) would, if 


(i) the expression “end of that fiscal period” in subsection (18) were 
read as “time the outlay or expense was made or incurred by-the partner- 
ship”, and 
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(ii) the expression “on the effective date of the renunciation” in each of 
paragraphs (12.61)(a), (12.63)(a) and (12.65)(a) were read as “at the ear- 
liest. time that any’ part of such expense was incurred by the 
corporation”, 


not be entitled to so renouncé the amount described in subparagraph (a)(i) or 
(ii) to the other person, 


the corporation is not entitled to renounce that amount under subsection (12.6), 
(12.62) or (12.64), as the case may be, at that time to the other person. 


Subsec. 66(19) added by 1994, c.7, Sch. II (1991, c. 49), subsec. 38(12), applicable to 
renunciations of outlays or expenses made or incurred after July 13, 1990, other than 
such outlays or expenses made or incurred pursuant,to an agreement in writing entered 
into before July 14, 1990. 


(20) Specified amount — For the purpose of subsection (19), a 
specified amount in respect of a corporation is an amount that 
represents 


(a) all or part of the corporation’s share of an outlay or expense 
made or incurred by a partnership of which the corporation is a 
member or former member; or 


(b) all or part of an amount renounced to the corporation under 
subsection (12.6), (12.601) or (12,62). 


History: Subsec. 66(20) added by 1997, c. 25, subsec. 13(31), applicable to renuncia- 
tions made after 1998. 


Related Provisions [s. 66]: 35(1)(e)—Prospectors and grubstakers; 66.1(6), 
66.2(5), 66.4(5) — Definitions; 66.7 — Successor rules; 66.8(1) — Resource. expenses 
of limited partner; 87(1.2) — Amalgamations — new corporation deemed continuation 
of predecessor; 88(1.5) — Winding-up — parent deemed continuation of subsidiary; 
127.52(1)(e).— Addition to adjusted taxable income for minimum tax purposes; 209 — 
Tax on carved-out income. 


Definitions [s. 66]: “acquired” — 256(7)-(9); “adjusted cost base” 
“adjusted cumulative Canadian development expense” — 66(14.3); . ‘affiliated’? — 
66(11.5), 251.1; “agreed portion” — 66(15); “amount” — 248(1); “arm’s length” — 
66(17), 251(1); “assessment” — 248(1); “assistance” — 66(15), 79(4), 125.4(S), 
248(16), (16.1), (18), (18.1); “associated” — 256; “beneficially interested” — 248(25); 
“business” — 248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255, 
Interpretation Act 8(2.1), (2.2); “Canadian corporation” — 89(1), 248(1); “Canadian 
development expense” — 66.2(5), 248(1); “Canadian exploration and development ex- 
penses” — 66(15),.248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Cana- 
dian oil and gas property expense” — 66.4(5), 248(1); “Canadian resource pro- 
perty” — 66(15), 248(1); “capital gain” — 39(1), 248(1); “capital property” — 54, 
248(1); “control” — 256(6)-(9); “corporation” — 248(1), Interpretation Act 35(1); 
“cumulative Canadian development expense” — 66(15.1), 66.2(5); “cumulative Cana- 
dian exploration expense” — 66(15.1), 66.1(6); “cumulative Canadian oil and gas pro- 
perty expense” — 66(15.1), 66.4; “cumulative foreign resource expense” — 66.21(1); 
“cumulative offset account” — 66(15.1), 66:5(2); “depreciable property” — 13(21), 
248(1); “disposition” — 54, 66.4(5), 248(1); “drilling or exploration expense”, “ex- 
pense” — 66(15); “fiscal period” — 66(16), 249(2), 249.1; “flow-through share” — 
66(15); “foreign exploration and development expenses” — 66(15), 248(1);, “foreign 
resource expense” — 66.21(1), 248(1); “foreign resource pool expense’ — 248(1); 
“foreign resource property” —66(15), 248(1); “global foreign resource limit” — 
66.21(1); “Her Majesty” — Interpretation Act 35(1); “immovable” — Quebec Civil 
Code art. 900-907; “individual” — 248(1); “in respect of that country” — 248(1)“for- 
eign resource property”; “joint exploration corporation” — 66(15); “majority interest 
partner”, “mineral”, “mineral resource”, eManister oil or gas well” — 248(1); “origi- 
nal owner”, “outlay” — 66(15); “person” + 66(16), 248(1); “predecessor. owner” — 
66(15); “prescribed” — 248(1); “principal-business corporation”, “production” — 
66(15); “prohibited relationship” — 66(12.671); “property” — 248(1); “real right in an 
immovable” — 248(4.1); “related” — 66(11.5), 251(2); “reserve amount” — 66(15); 
“resident in Canada” — 94(3)(a)(viii), 250; “restricted expense” — 66(15.1), 66.1(6); 
“selling instrument” — 66(15); “share”, “shareholder” — 248(1); “shareholder corpo- 
ration” — 66(15); “specified amount” — 66(20); “‘specified foreign exploration and de- 
velopment expense” — 66(15);  pecitied purpose” — 66(15.1), 66.1(6); “‘substi- 
tuted” — 248(5); “tar sands” —248(1); “taxable capital amount” — 66(12.6011); 
“taxable capital employed in Canada” — 66(12.6012); “taxation year” — 66(16), 249; 
“taxpayer” — 248(1); “writing” — Interpretation Act 35(1). 


1.T. Application Rules [s. 66]: 29, 30. 
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66.1 [Canadian exploration expenses] — (1) Amount to be 
included in income — There shall be included in computing the 
amount referred to in paragraph 59(3.2)(b) in respect of a taxpayer 
for a taxation year the amount, if any, by which 


(a) the total of all amounts referred to in the descriptions of F to 
.M in the definition “cumulative Canadian exploration expense” 

in subsection (6) that are deducted in computing the taxpayer’s 

cumulative Canadian exploration expense at the end of the year 


343 


S. 66.101) 


exceeds the total of 


(b) all amounts referred to in the descriptions of A to E.1 in the 
definition “cumulative Canadian exploration expense” in sub- 
section (6) that are included in computing the taxpayer’s cumu- 
lative Canadian exploration expense at the end of the year, and 


(c) the total determined under subparagraph 66.7(12.1)(a)(@) in 
respect of the taxpayer for the year. 
Related Provisions: 59(3.2)(b) — Income inclusion; 66.7(1) — Successor of Cana- 


dian exploration and development expenses; 87(1.3) — Amalgamations — shareholder 
corporation. See also at end of s. 66.1. 


History: Subsec. 66.1(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 39(1), 
applicable to taxation years ending after February 17, 1987, except that with respect to 
such taxation years beginning before February 18, 1987, the reference to “E.1” in para. 
(b) shall be read as “D”. Subsec. (1) formerly read: 


66.1 (1) A taxpayer shall include, in computing the amount referred to in para- 
graph 59(3.2)(b), the amount, if any, by which 


(a) the total of all amounts referred to in the descriptions of F to M in the 
definition “cumulative Canadian exploration expense” in subsection (6) that 
would be taken into account in computing the taxpayer’s cumulative Cana- 
dian exploration expense at the end of the year 


exceeds 


(b) the total of all amounts referred to in the descriptions of A to D in the 
definition referred to in paragraph (a) that would be taken into account in 
computing the taxpayer’s cumulative Canadian exploration expense at the 
end of the year. 


(2) Deduction for certain principal-business corpora- 
tions — In computing the income for a taxation year of a princi- 
pal-business corporation (other than a corporation that would not be 
a principal-business corporation if the definition “principal-business 
corporation” in subsection 66(15) were read without reference to 
paragraphs (h) and (i) of that definition), there may be deducted any 
amount that the corporation claims not exceeding the lesser of 


(a) the total of 


(i) the amount, if any, by which its cumulative Canadian ex- 
ploration expense at the end of the year exceeds the amount, 
if any, designated by it for the year under subsection 
66(14.1), and 


(11) the amount, if any, by which 


(A) the total determined under subparagraph 
66.7(12.1)(a)(i) in respect of the corporation for the year 


exceeds 


(B) the amount that would be determined under subsec- 
tion (1) in respect of the corporation for the year, if that 
subsection were read without reference to paragraph (c) 
thereof, and 


(b) the amount, if any, by which 


(i) the amount that would be its income for the year if no 
deduction (other than a prescribed deduction) were allowed 
under this subsection or section 65 


exceeds 


(ii) the total of all amounts each of which is an amount de- 
ducted by the corporation under section 112 or 113 in com- 
puting its taxable income for the year. 


Related Provisions: 20(1)(hh) — Repayments of inducements, etc.; 65 — Allow- 
ance for oil or gas well, mine or timber limit; 66 — Exploration and development ex- 
penses; 66.1(3) — Deduction for other taxpayers; 66.7(1) — Successor of Canadian 
exploration and development expenses; 127.52(1)(e) — Add-back of deduction for 
minimum tax purposes; 209 — Tax on carved-out income. See also at end of s. 66.1. 


History: The opening words of subsec. 66.1(2) amended by 1997, c. 25, subsec. 14(1), 
applicable to taxation years that end after December 5, 1996. The opening words for- 
merly read: 


(2) Deduction for principal-business corporation — In computing the income 
of a principal-business corporation for a taxation year, there may be deducted 
any amount that the corporation claims not exceeding the lesser of 


Income Tax Act, Part I, Division B 


Subsec. 66.1(2) amended by 1994, c. 8, subsec. 6(1), applicable to taxation years end- 
ing after December 2, 1992. Subsec. (2) formerly read: 
(2) In computing its income for a taxation year, a taxpayer that is a principal- 
business corporation 


(a) shall deduct an amount equal to the lesser of 


(i) the amount, if any by which its cumulative Canadian exploration ex- 
pense at the end of the year exceeds the amount, if any, designated by it 
for the year under subsection 66(14.1), and 


(ii) its income for the year (computed without reference to subsection 
59(3.3)) if no deduction (other than a prescribed deduction) were al- 
lowed under this subsection or section 65 minus the deductions allowed 
for the year by sections 112 and 113; and 


(b) may deduct such amount as it claims not exceeding the total of 
(i) the lesser of 
(A) the amount, if any, by which 
(I) the total determined under subparagraph 66.7(12.1)(a)(i) in 
respect of the taxpayer for the year 
exceeds 


(II) the amount that would, but for paragraph (1)(c), be the 
amount determined under subsection (1) in respect of the tax- 
payer for the year, and 


(B) the amount, if any, by which 


(1) the amount, if any, determined under subparagraph (a)(ii) in 
respect of the taxpayer for the year 


exceeds 


(IL) the amount, if any, deducted under paragraph (a) by the tax- 
payer for the year, and 


(ii) the least of 


(A) the total of amounts included under subsection 59(3.3) in com- 

puting its income for the year, 

(B) the total of 
(J) the amount, if any, by which the amount determined under 
subparagraph (a)(i) in respect of the taxpayer for the year ex- 
ceeds the amount determined under subparagraph (a)(ii) in re- 
spect of the taxpayer for the year, and 


(1) the amount, if any, by which the amount determined under 
clause (i)(A) in respect of the taxpayer for the year exceeds the 
amount determined under clause (i)(B) in respect of the tax- 
payer for the year, and 


(C) the amount that would be determined under subparagraph (a)(ii) 
in respect of the taxpayer for the year if that subparagraph were read 
without reference to the expression “(computed without reference to 
subsection 59(3.3))”. 


Para. 66.1(2)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 39(2), applica- 
ble to taxation years ending after February 17, 1987. Para. (b) formerly read: 


(b) may deduct such amount as it may claim not exceeding the least of 


(i) the total of amounts required to be included in computing its income for 
the year by virtue of subsection 59(3.3), 

(ii) the amount, if any, by which the amount described in subparagraph (a)(i) 
exceeds the amount described in subparagraph (a)(ii), and 

(iii) the amount that would be determined under subparagraph (a)(ii) if that 


subparagraph were read without reference to “(computed without reference 
to subsection 59(3.3))”. 


Regulations: 1213 (prescribed deduction). 
Interpretation Bulletins: IT-400: Exploration and development expenses — mean- 
ing of principal-business corporation. 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


(3) Expenses of other taxpayer — In computing the income for 
a taxation year of a taxpayer that is not a principal-business corpo- 
ration, or that is a corporation that would not be a principal-business 
corporation if the definition “principal-business corporation” in 
subsection 66(15) were read without reference to paragraphs (h) 
and (1) of that definition, there may be deducted such amount as the 
taxpayer claims not exceeding the total of 


(a) the amount, if any, by which the taxpayer’s cumulative Ca- 
nadian exploration expense at the end of the year exceeds the 
amount, if any, designated by the taxpayer for the year under 
subsection 66(14.1), and 
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(b) the amount, if any, by which 


(i) the total determined under subparagraph 66.7(12.1)(a)(i) 
in respect of the taxpayer for the year 


exceeds 


(ii) the amount that would, but for paragraph (1)(c), be the 

amount determined under subsection (1) in respect of the tax- 

payer for the year. 
Related Provisions: 66.1(2)— Deduction for principal-business corporation; 
110.6(1)“investment expense’’(d) — effect of claim under 66.1(3) on capital gains ex- 


emption; 127.52(1)(e) — Add-back of deduction for minimum tax purposes. See also 
at end of s. 66.1. 


History: The opening words of subsec. 66.1(3) amended ‘by 1997, c. 25, subsec. 14(2), 
applicable to taxation years that end after December 5, 1996. The opening words for- 
merly read: 


(3) In computing the income of a taxpayer (other than a principal-business cor- 
poration) for a taxation year, there may be deducted such amount as the taxpayer 
claims not exceeding the total of 


Subsec. 66.1(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 39(3), applica- 
ble to ‘taxation years ending after February 17, 1987. Subsec. (3) formerly read: 


(3) A taxpayer other than a principal-business corporation may deduct, in com- 
puting the taxpayer’s income for a taxation year, such amount as the taxpayer 
may claim not exceeding the amount, if any, by which the taxpayer’s cumulative 
Canadian exploration expense at the end of the year exceeds the amount, if any, 
designated by the taxpayer for the year under subsection 66(14.1). 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


(4), (5) [Repealed under former Act] 
(6) Definitions — In this section, 


“Canadian exploration expense” of a taxpayer means any expense 

incurred after May 6, 1974 that is 
(a) any expense including a geological, geophysical or geochem- 
ical expense incurred by the taxpayer (other than an expense in- 
curred in drilling or completing an oil or gas well or in building 
a temporary access road to, or preparing a site in respect of, any 
such well) for the purpose of determining the existence, loca- 
tion, extent or quality of an accumulation of petroleum or natu- 
ral gas (other than a mineral resource) in Canada, 


(b) any expense (other than an expense incurred in drilling or 
completing an oil or gas well or in building a temporary access 
road to, or preparing a site in respect of, any such well) incurred 
by the taxpayer after March, 1985 for the purpose of bringing a 
natural accumulation of petroleum or natural gas (other than a 
mineral resource) in Canada into production and incurred prior 
to the commencement of the production (other than the produc- 
tion from an oil or gas well) in reasonable commercial quantities 
from such accumulation, including 


(i) clearing, removing overburden and stripping, and 


(ii) sinking a shaft or constructing an adit or other under- 
ground entry,’ 


(c) any expense incurred before April, 1987 in drilling or com- 
pleting an oil or gas well in Canada or in building a temporary 
access road to, or preparing a site in respect of, any such well, 


(i) incurred by the taxpayer in the year, or 
(ii) incurred by the taxpayer in any previous year and in- 


cluded by the taxpayer in computing the taxpayer’s Canadian 
development expense for a previous taxation year, 


if, within six months after the end of the year, the drilling of the 
well is completed and 


(iii) it is determined that the well is the first well capable of 
production in commercial quantities from an accumulation of 
petroleum or natural gas (other than a mineral resource) not 
previously known to exist, or 
(iv) it is reasonable to expect that the well will not come into 
production in commercial quantities within twelve months of 
its completion, 
(d) any expense incurred by the taxpayer after March, 1987 and 
in’a taxation year of the taxpayer in drilling or completing an oil 
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or gas well in Canada or in building a temporary access road to, 
or preparing a site in respect of, any such well if 


(i) the drilling or completing of the well resulted in the dis- 
covery that a natural underground reservoir contains petro- 
leum or natural gas, where 


(A) before the time of the discovery, no person or partner- 
ship had discovered that the reservoir contained either pe- 
troleum. or natural gas, and 


(B) the discovery occurred at any time before six months 
after the end of the year, 


(ii) the well is abandoned in the year or within six months 
after the end of the year without ever having produced other- 
wise than for specified purposes, 


(111) the period of 24 months commencing on the day of com- 
pletion of the drilling of the well ends in the year, the ex- 
pense was incurred within that period and in the year and the 
well has not within that period produced otherwise than for 
specified purposes, or 

(iv) there has been filed with the Minister, on or before the 
day that is 6 months after the end of the taxation year of the 
taxpayer in which the drilling of the well was commenced, a 
certificate issued by the Minister of Natural Resources certi- 
fying that, on the basis of evidence submitted to that Min- 
ister, that Minister is satisfied that 


(A) the total of expenses incurred and to be incurred in 
drilling. and completing the well, in building a temporary 
access road to the well and in preparing the site in respect 
of the well will exceed $5,000,000, and 


(B) the well will not produce, otherwise than for a speci- 
fied purpose, within the period of 24 months commencing 
on the day on which the drilling of the well is completed, 


(e) any expense deemed by subsection (9) to be a Canadian ex- 
ploration expense incurred by the taxpayer, 


(f) any expense incurred by the taxpayer (other than an expense 
incurred in drilling or completing an oil or gas well or in build- 
ing a temporary access road to, or preparing a site in respect of, 
any such well) for the purpose of determining the existence, lo- 
cation, extent or quality of a mineral resource in Canada includ- 
ing any expense incurred in the course of 


(i) prospecting, 
(i1) carrying out geological, geophysical or geochemical 
surveys, 


(iii) drilling by rotary, diamond, percussion or other methods, 
or 


(iv) trenching, digging test pits and preliminary sampling, 
but not including 
(v) any Canadian 2 ae expense, or 


_ Proposed Addition — 66. 1(6)“Canadian exploration 
expense’ (f)(v.1) 

(v. 1) any expense described in subparagraphs (i), (iii) or 
(iv) in Tespect of the mineral resource, incurred before a 
new mine in the mineral resource comes into production i in 
reasonable commercial quantities, that results in revenue or 
ean reasonably be expected to result in revenue earned 
before the new mine comes into production in reasonable 
commercial quantities, except to the extent that the total of 

all such expenses exceeds the total of those revenues, 
Application: The November 5, 2010 draft legislation (mise. technical), subsec. 
7(1), will add subpara. (f)(v.i) to the definition “Canadian exploration expense” in 
subsec, 66.1(6), applicable in respect of expenses incurred after November 5, 2010. 
Technical Not : The definition “Canadian exploration expense” (CEE) defines 


oil, gas and an a that eee for treatment as CEE eligible for a 100% 
write-off. 


Paragraph k. 2) of the definition oe that, for greater certainty, mining explora- 
tion expenses and pre-production expenses described in paragraph (f) or (g) of the 
definition (other than subparagraph (f)(ii)), do not include any portion of the ex- 
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penses that may reasonably be considered to haye resulted in revenue earned by, the 
taxpayer before the mineral resource or mine referred to in those paragraphs come 
into production in reasonable commercial quantities. 

This provision confirms that production revenue earned prior to the commencement 
of production in reasonable commercial quantities is to be netted out in computing 
CEE. Because paragraph (k.2) of the definition specifically refers to expenses de- 
scribed in paragraphs (f) and (g), paragraph (k.2) of the definition CEE is repealed 
and paragraphs (f) and (g) are reworded to accomplish the same result. 


(vi) any expense that may reasonably be considered to be re- 
lated to a mine that has come into production in reasonable 
commercial quantities or to be related to a potential or actual 
extension thereof, 


Proposed Amendment — 66.1(6)“Canadian 
exploration expense” (f)(vi) 


(vi) any expense that may reasonably be considered to be 
related to a mine in the mineral resource that has come into 
production in reasonable commercial quantities or to be re- 
lated to a potential or actual extension of the mine, 
Application: The November 5, 2010 draft legislation (misc. technical), cues 
7(1), will amend subpara. (f)(vi) of the definition “Canadian exploration expense” in 


subsec. 66.1(6) to read as above, Dil semicct in respect of ashi incurred ps 
November 5, 2010. : 


Technical Notes: See under 66.1(6)“Canadian shiisbation expense’’(f)(v.1). 


(g) any expense incurred by the taxpayer after November 16, 
1978 for the purpose of bringing a new mine in a mineral re- 
source in Canada into production in reasonable commercial 
quantities and incurred before the new mine comes into produc- 
tion in such quantities, including an expense for clearing, re- 
moving overburden, stripping, sinking a mine shaft or construct- 
ing an adit or other underground entry, 


Proposed Amendment — 66.1(6)“Canadian 
exploration expense”(g) 


(g) any expenses incurred by the taxpayer after November 16, 
1978 for the purpose of bringing a new mine in a mineral re- 
source in Canada into production in reasonable commercial 
quantities and incurred before the new mine comes into pro- 
duction in such quantities, including an expense for clearing, 
removing overburden, stripping, smking a mine shaft or con- 
structing an adit or other underground entry, but not including 
any expense that results in revenue or can reasonably be ex- 
pected to result in revenue earned before the new mine comes 
into production in reasonable commercial quantities, except to 
the extent that the total of all such expenses exceeds the total 
of those revenues, oo 
Application: The November 5, 2010 draft legislation (misc. technical), subsec. 
7(2), will amend para. (g) of the definition “Canadian exploration expense” in sub- 


sec. 66.1(6) to read as above, applicable in respect of expenses incurred after Novem- 
ber 5, 2010. 


Technical Notes: See under 66.1(6)“Canadian exploration “expense” (f)(v.1), 


(g.1) any Canadian renewable and conservation expense in- 
curred by the taxpayer, 


(h) subject to section 66.8, the taxpayer’s share of any expense 
referred to in any of paragraphs (a) to (d) and (f) to (g.1) in- 
curred by a partnership in a fiscal period thereof, if at the end of 
the period the taxpayer is a member of the partnership, or 


(1) any expense referred to in any of paragraphs (a) to (g) in- 
curred by the taxpayer pursuant to an agreement in writing with 
a corporation, entered into before 1987, under which the tax- 
payer incurred the expense solely as consideration for shares, 
other than prescribed shares, of the capital stock of the corpora- 
tion issued to the taxpayer or any interest in such shares or right 
thereto, 


Proposed Amendment — 66.1(6)“Canadian 
exploration expense’ (i) 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 


198(1), will amend para. (i) of the definition “Canadian exploration expense” in subsec. 
66.1(6) by substituting “interest in or right to— or, for civil law, any right in or to— 


Income Tax Act, Part I, Division B 


such shares” for “interest in such shares or right thereto”, to come into force on Royal 
Assent. 


Technical Notes (July 2010): See under 1214), as potshag ce oe 


but, for greater certainty, shall not shi 


(j) any consideration given by the taxpayer for any share or any 
interest therein or right thereto, except as provided by paragraph 


(1), 


Proposed Amendment — 66. 1(6)“Canadian — 

: exploration expense” (j) ce oo. 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), ‘subsec. 
198(2), will amend para. (j) of the definition “Canadian exploration expense” in subsec, 
66.1(6) by substituting “interest in or right to — or, for civil law, any right in or to —a 
share” for “interest therein or right thereto”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(k) any expense described in paragraph (i) incurred by any other 
taxpayer to the extent that the expense was, 


(i) by virtue of that paragraph, a Canadian exploration ex- 
pense of that other taxpayer, 


(ii) by virtue of paragraph (g) of the definition “Canadian de- 
velopment expense” in subsection 66.2(5), a Canadian devel- 
opment expense of that other taxpayer, or 

(iii) by virtue of paragraph (c) of the definition “Canadian oil 
and gas property expense” in subsection 66.4(5), a Canadian 
oil and gas property expense of that other taxpayer, 


(k.1) an expense that is the cost, or any part of the cost, to the 
taxpayer of any depreciable property of a prescribed class that 
was acquired after 1987, 


(k.2) any portion of any expense that may reasonably be consid- 
ered to have resulted in revenue earned by a taxpayer if 


(i) the expense is otherwise described by subparagraph (f)(i), 
(iil) or (iv) and the revenue is earned before a new mine of 
the taxpayer in the mineral resource referred to in paragraph 
(f) comes into production in reasonable commercial quanti- 
ties, Or 


(ii) the expense is otherwise described by paragraph (g) and 
the revenue is earned before the new mine referred to in that 
paragraph comes into production in reasonable commercial 
quantities, 


Proposed Repeal — 66. 1(6)“Canadian exploration 
expense” (k.2) 
Application: The November 5. 2010 draft legislation (misc. technical), subse. 70), 


will repeal para. (k.2) of the definition “Canadian exploration expense” in subsec. 
66.1(6), applicable in respect of | expenses incurred after November 5, 2010. 


Technical Notes: See under 66.1(6)“Canadian exploration expense”(f)(v. b 


(1) any amount (other than a Canadian renewable and conserva- 
tion expense) included at any time in the capital cost to the tax- 
payer of any depreciable property of a prescribed class, 


(m) an expenditure incurred at any time after the commence- 
ment of production from a Canadian resource property of the 
taxpayer in order to evaluate the feasibility of a method of re- 
covery of, or to assist in the recovery of, petroleum, natural gas 
or related hydrocarbons from the portion of a natural reservoir to 
which the Canadian resource property relates, 


(n) an expenditure incurred at any time relating to the injection 
of any substance to assist in the recovery of petroleum, natural 
gas or related hydrocarbons from a natural reservoir, or 


(0) the taxpayer’s share of any consideration, expense, cost or 
expenditure referred to in any of paragraphs (j) to (n) given or 
incurred by a partnership, 


but any assistance that a taxpayer has received or is entitled to re- 
ceive after May 25, 1976 in respect of or related to the taxpayer’s 
Canadian exploration expense shall not reduce the amount of any of 
the expenses described in any of paragraphs (a) to (i); 

Related Provisions: 13(7.5) — Depreciable property treatment for ‘costs associated 
with building roads and similar projects; 13(34), Reg. 1102(1)(a) — Depreciable: pro- 
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perty takes priority over resource property; 66.1(6.2) — Certain amounts under paras. 
(f) and (g) deemed not to be capital expenditures; 66.1(8) — Expenses in first 60 days 
of year; 66.1(9)(a) — Past CDE deemed to be CEE; 66.1(10) — Certificate ceasing to 
be valid; 66.2(2) — Deduction — Canadian development expenses; 66.3 — Explora- 
tion and development shares; 127(9)“flow-through mining expenditure, 127(9)“invest- 
ment tax credit”(a.2), (a.3), 127(9)“pre-production mining expenditure” — Investment 
tax credit; 248(1)“Canadian exploration expense” — Definition applies to entire Act; 
248(16), (16.1) — GST or QST input tax credit/refund and rebate deemed to be assis- 
tance; 248(18), (18.1) — GST or QST — repayment of input tax credit or refund; In- 
terpretation Act 8(2.1), (2.2) — Application to exclusive economic zone and continen- 
tal shelf. See also at end of s. 66.1. 


History: Para. (k.2) of the definition “Canadian exploration expense” added by 2003, 
c. 28, subsec: 5(2), applicable to expenses incurred after June 9,'2003. 


Para. (g) of the definition “Canadian exploration expense” amended by the said c. 28, 
subsec. 5(1), applicable to expenses incurred after May 9, 1985. The para. formerly 
read: 


(g) any expense incurred by the taxpayer after November 16, 1978. for the pur- 
pose of bringing a new mine in a mineral resource in Canada into production in 
reasonable commercial quantities and incurred before the coming into produc- 
tion of the: new mine, including 


(i) clearing, removing overburden and stripping, and 
(ii) sinking a mine shaft, constructing an adit or other underground entry, 


Subpara. (d)(i) of the definition “Canadian exploration expense” amended by 2001, c. 
17, subsec. 45(1), applicable to expenses incurred after March 1987. Subpara. (d)(i) 
formerly read: 


(i) the well resulted in the discovery of a natural accumulation of petroleum or 
natural gas and the discovery occurred at any time before six months after the 
end of the year, 


Para. (k.1) added to the definition “Canadian exploration expense” by the said c. 17, 
subsec. 45(2), applicable to 1988 et seq. 


Para. (g.1) added to the definition “Canadian exploration expense” in subsec. 66.1(6), 
and para. (h) amended, by 1997, c. 25, subsec. 14(3), applicable after December 5, 
1996. Para. (h) formerly read: 


(h) subject to section 66.8, the taxpayer’s share of any expense referred to in any 
of paragraphs (a), (b), (c), (d), (f) and (g) incurred by a partnership in a fiscal 
period thereof, .if at the end of that period the taxpayer was a member of. the 
partnership, or 


Paras. (1) to (0) added to “Canadian exploration expense” by 1997, c. 25, subsec. ge 
applicable to taxation years that end after December 5, 1996. 


The opening words of subpara. 66.1(6)“Canadian exploration expense’’(d)(iv) amended 
by 1994, c. 41, para. 37(1)(0), in force January 12, 1995. They formerly read: 


(iv) there has been filed with the Minister, on or before the day that is 6 months 
after the end of the taxation year of the taxpayer in which the drilling of the well 
was commenced, a certificate issued by the Minister of Energy, Mines and Re- 
sources certifying that, on the basis of evidence submitted to that Minister, that 
Minister is satisfied that 


Selected Cases [subsec. 66.1(6)“Canadian exploration expense” ]: Rainforth 
v. R., [2007] 3 C.T.C. 2229 (TCC) (Seismic data not used for exploration); McLarty v. 
R., [2006] 4.C.T.C. 16 (FCA); rev’g [2005] 1.C.T.C. 2875 (TCC); rev'd in part [2008] 
4 C.T.C. 221 (SCC) (Promissory note constituted expense); Anchor Pointe Energy Ltd. 
v. R., [2002] 4 C.T.C. 2633 (TCC) (Assumptions of fact that were not actually assumed 
at time of assessment struck from pleadings); Phénix v. R., [2001] 1 C.T:C. 74 (FCA); 
aff g [1998] 1 C.T.C. 2379 (TCC) (Court unwilling to read into statute policy consider- 
ations not supported by statutory language); Resman Holdings Ltd. v. R., [2000]. 3 
C.T.C. 442 (FCA) (Determination between CEE and CDE made once results of drilling 
are known. “Accumulation” means the same as “pool” in provincial legislation); 
Campbell v. R., [1999] 2 C.T.C. 2288 (TCC) (Road included in CEE and no time limit 
applicable); Teck-Bullmoose Coal Inc. v. R., [1998] 3 C.T.C. 195 (FCA); aff’ d [1997] 1 
C.T.C. 2603 (TCC) (CEE did not include building road necessary to transport resource 
after it was brought into production); Wheeler v. R., [1997] 2 C.T.C. 2960 (TCC) (No 
requirement that well be proven to be established reserve for purposes of CEE 
deduction); Northcor Energy Ltd. v. R., [1998] 1 C.T.C. 3178 (TCC) (No deduction 
where company never reimbursed for CEE); Placer Dome Inc. v. Canada, [1993] 1 
C.T.C. 2411 (TCC) (Underground mine and open pit mine were distinct mines); Gulf 
Canada Ltd. v. Canada, [1991] 1 C.T.C. 99 (FCTD); aff'd [1992] 1 C.T.C. 183 (FCA); 
leave to appeal to SCC refused (1992), 141 N.R. 393 (note), (sub nom. Gulf Canada 
Ltd. vy. MNR) (Interpretation of: “Canadian exploration expenses”, “Canadian develop- 
ment expenses”, “taxable production profits”); Edmonton Liquid Gas Ltd. y. R., [1984] 
C.T.C; 536 (FCA) (Expense of drilling test wells abandoned as “dry holes” considered 
as “Canadian exploration expenses”). 


Regulations: 1215 (prescribed frontier exploration area); 6202 (prescribed share). 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-273R2: Government assis- 
tance — general comments; IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities; IT-503: Exploration and development shares. (archived). 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


S: 66.1(6) cum 


“Canadian renewable and conservation expense” has the mean- 
ing assigned by regulation, and for the purpose of determining 
whether an outlay or expense meets the criteria set out in the Regu- 
lations in respect of Canadian renewable and conservation. ex- 
penses, the Technical Guide to Canadian Renewable and Conserva- 
tion Expenses, as amended from time to time and published by the 
Department of Natural Resources, shall apply conclusively with re- 
spect to engineering and scientific matters; 

Related Provisions: 66.1(6)“Canadian exploration expense”(g.1) — CRCE treated 
as CEE; 241(4)(d)(vi.1) — Communication with Dept. of Natural Resources permitted 


for purpose of determining whether an expense is a CRCE; Reg. 1102(1)(a.1) — CRCE 
ineligible for capital cost allowance. 


History: The definition “‘Canadian renewable and conservation expense” added to sub- 
sec. 66.1(6) by 1997, c. 25, subsec. 14(5), applicable after December 5, 1996. 


Regulations: 1219 (meaning of Canadian renewable and conservation expense), 
“cumulative Canadian exploration expense” of a taxpayer at any 


time in a taxation year means the amount determined by the 
formula 


(A+B+C+D+E+ 
+J.1+ 


Me oth 
(F+G+H+I+J K+L+M) 
where 


A, is the total of all Canadian exploration expenses made or. in- 
curred by the taxpayer before that time, 


Bis the total of all amounts required by subsection (1) to be: in- 
cluded in computing the amount referred to in paragraph 
59(3.2)(b) for the taxpayer’s taxation years ending before that 
time, 


Proposed! Amendment — 66. 1(6)“cumulative 
. _ Canadian exploration expense’”B 


‘the ed of all amounts that were, because of subsection Ch), 
included in computing the amount referred to in paragraph 
ah £8 the: ees: . taxation aoe ray before that 


ix ication: The Sot 5), 2010 draft: aces telisés technical), subsec. 
14), will amend the description of B in the definition “cumulative Canadian explora- 
in subsec. 66.1(6) to read as above, applicable to taxation years, vee 


end after November 5, 2010. 


Technical Notes: A taxpayer’ s ahaa C dion “exploration expense” 
(CCCE) includes the taxpayer’s undeducted pool of Canadian exploration expenses. 
A taxpayer is permitted a deduction under either subsection 66.1(2) or (3) with re- 
spect to a positive CCEE. A * “negative” — is included in a oe s income 
under subsection 66.2(1). - OO . ' 


scription of B, in the formula in the definition of CCEE, adds negative CCEB, 
amounts that are required to be included in a taxpayer’s income during previous taxa- 


tion years. The description of B is amended to ensure that only amounts that were 


included in a taxpayer’s income ee prewions taxation years are added to the tax- 
payer’s CCEE pool. 


C_ is the total of all amounts, except amounts in respect of interest, 
paid by the taxpayer after May 6, 1974 and before that time. to 
Her Majesty in right of Canada in respect of amounts paid to the 
taxpayer before May 25, 1976 under the regulations referred to 
in paragraph (a) of the description of H, 


D is the total of all amounts referred to in the description of G that 
are established by the taxpayer to have become bad debts before 
that time, 


E is such part, if any, of the amount determined for J as has been 
repaid before that time by the taxpayer pursuant to a legal obli- 
gation to repay all or any part of that amount, and 


E.1._ is. the. total, of all specified amounts, determined under para- 
graph 66.7(12.1)(a) in respect of the taxpayer for taxation years 
ending before that time, 


F is the total of all amounts deducted or required to be deducted in 
computing the taxpayer’s income for a taxation year ending 
before that time in respect of the taxpayer’s cumulative Cana- 
dian exploration expense, 


G_is the total of all amounts that became receivable by the taxpayer 
before that time that are to be included in the amount determined 
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under this description by virtue of paragraph 66(12.1)(a) or 
(12.2)(a), 


(within the meaning assigned by subsection 127(9)) made in a preceding tax- 
ation year, and 


The description of J.1 in the definition “cumulative Canadian exploration expense” in 


H_ is the total of all amounts paid to the taxpayer after May 6, 1974 | cincec. 66.1(6) added and the corresponding formula amended by 1995, c. 21, s. 22, 
and before May 25, 1976 applicable to taxation years that end after February 21, 1994. 


(a) under the Northern Mineral Exploration Assistance Regu- | The description of F in the definition “cumulative Canadian exploration expense” in 
lations made under an appropriations Act that provides for | subsec. 66.1(6) amended by 1994, c. 8, subsec. 6(2), applicable to taxation years end- 


payments in respect of the Northern Mineral Grants Program, 
or 


(b) pursuant to any agreement entered into between the tax- 


ing after December 2, 1992. The description of F formerly read: 


Fis the total of all amounts deducted or deductible, as the case may be, in 
computing the taxpayer’s income for a taxation year ending before that time 
in respect of the taxpayer’s cumulative Canadian exploration expense, 


okie and Her Majesty in right of Canada under the Northern E.1 and its description added to the definition “cumulative Canadian exploration ex- 
Mineral Grants Program or the Development Program of the | pense” in subsec. 66.1(6) by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 39(4) and (4.1), 
Department of Indian Affairs and Northern Development, applicable to taxation years beginning after February 17, 1987. 


to the extent that the amounts have been expended by the tax- | “ectricted expense” of a taxpayer means an expense 


payer as or on account of Canadian exploration and develop- 
ment expenses or Canadian exploration expense incurred by the 
taxpayer, 


I is the total of all amounts each of which is an amount received 
before that time on account of any amount referred to in the 
description of D, 


J is the total amount of assistance that the taxpayer has received or 
is entitled to receive in respect of any Canadian exploration ex- 
pense incurred after 1980 or that can reasonably be related to 
Canadian exploration activities after 1980, to the extent that the 
assistance has not reduced the taxpayer’s Canadian exploration 
expense by virtue of paragraph (9)(g), 


de 


— 


is the total of all amounts by which the cumulative Canadian 
exploration expense of the taxpayer is required because of sub- 
section 80(8) to be reduced at or before that time, 


K_ is the total of all amounts that are required to be deducted before 
that time under subsection 66(14.1) in computing the taxpayer’s 
cumulative Canadian exploration expense, 


L is that portion of the total of all amounts each of which was de- 
ducted by the taxpayer under subsection 127(5) or (6) for a taxa- 
tion year that ended before that time and that can reasonably be 
attributed to a qualified Canadian exploration expenditure, a pre- 


(a) incurred by the taxpayer before April, 1987, 


(b) that is deemed by paragraph 66(10.2)(c) to have been in- 
curred by the taxpayer, or included by the taxpayer in the 
amount referred to in paragraph (a) of the definition “Canadian 
development expense” in subsection 66.2(5) by virtue of para- 
graph 66(12.3)(b), to the extent that the expense was originally 
incurred before April, 1987, 

(c) that was renounced by the taxpayer under subsection 
66(10.2), (12.601) or (12.62), 

(d) in respect of which an amount referred to in subsection 
66(12.3) becomes receivable by the taxpayer, 


(e) deemed to be a Canadian exploration expense of the taxpayer 
or any other taxpayer by virtue of subsection (9), or 


(f) where the taxpayer is a corporation, that was incurred by the 
corporation before the time control of the corporation was last 
acquired by a person or persons; 


Related Provisions: 256(6)—(9) — Whether control acquired. 


History: Para. (c) of the definition “restricted expense” in subsec. 66.1(6) was 
amended by 1994, c. 8, subsec. 6(3), applicable to expenses incurred after December 2, 
1992. Para. (c) formerly read: 


(c) that was renounced by the taxpayer under subsection 66(10.2) or (12.62), 


production mining expenditure or a flow-through mining expen- | “Specified purpose’? means 


diture (each expenditure within the meaning assigned by subsec- 
tion 127(9)) made in a preceding taxation year, and 

M is the total of all amounts that are required to be deducted before 
that time under paragraph 66.7(12)(b) in computing the tax- 
payer’s cumulative Canadian exploration expense; 


Related Provisions: 12(1)(t) — Investment tax credit; 20(1)(kk) — Exploration & 
development grants; 50(1)(a) — Deemed disposition where debt becomes bad debt; 


(a) the operation of an oil or gas well for the sole purpose of 
testing the well or the well head and related equipment, in accor- 
dance with generally accepted engineering practices, 


(b) the burning of natural gas and related hydrocarbons to pro- 
tect the environment, and 


(c) prescribed purposes. 


59(3.2) — Recovery of exploration & development expenses; 66(12.1) — Limitations | (6.1) Application of subsecs. 66(1 5), 66.2(5) and 66.4(5) a 


of Canadian exploration & development expenses; 66(12.2) — Unitized oil or gas field | The definitions in subsections 66(15), 66.2(5) and 66.4(5) apply to 
in Canada; 66(15) — Definitions; 66.1(1)—- Amount to be included in income; this section. 


66.1(7) — Share of partner; 66.7(3) — Deduction to successor corporation; 79(4)(c) — 
Subsequent payment by debtor following surrender of property deemed to be repay- 
ment of assistance; 79.1(8) — No claim for principal amount of bad debt where pro- 
perty seized by creditor; 80(8)(b) — Reduction of CCEE on debt forgiveness; 
87(2)§.6) — Amalgamations — continuing corporation; 96(2.2)(d) — At-risk amount; 


Origin of subsec. 66.1(6.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in 
the opening words of subsecs. 66(15), 66.2(5) and 66.4(5)). 


Proposed Addition — 66.1(6.2) _ 


127(12.3) — Reduction of cumulative Canadian exploration expense of trust; 248(16), (6.2) Deductible expense — An expense of a taxpayer that is 


(16.1) —GST or QST input tax credit/refund and rebate deemed to be assistance; 
248(18), (18.1) — GST or QST —repayment of input tax credit or refund; 257 — 
Formula cannot calculate to less than zero; 261(7)(d) — Functional currency reporting. 


not included in paragraph (f) or (g) of the definition “Canadian 
exploration expense” in subsection 66.1(6) because the taxpayer 


See also’ at end of 6 6611: earned revenue from a mine in a mineral resource is deemed, for 


History: The description of L in the definition “cumulative Canadian exploration ex- 


the purposes of this Part, not to be an outlay or ae sy described 


pense” in subsec. 66.1(6) amended by 2003, c. 28, subsec. 5(3), applicable to 2003 et in paragraph 18(1)(b). Dip? 
seq. The description of L formerly read: Application: The November 5, 2010 draft legislation (misc. seneiclt cubes 


L is that portion of the total of all amounts each of which was deducted by the 
taxpayer under subsection 127(5) or (6) for a taxation year that ended before 
that time and that can reasonably be attributed to a qualified Canadian explo- 


7(5), will add subsec. 66.1(6.2), applicable in respect of expenses incurred ater No- 
vember 5, 2010. mn 


ration expenditure or a flow-through mining expenditure (within the mean- (7) Share of partner — Where a taxpayer is a member of a part- 
ing assigned by subsection 127(9)) made in a preceding taxation year, and nership, the taxpayer’s share of any amount that would be an 


The description of L in the definition “cumulative Canadian exploration expense” in 
subsec. 66.1(6) amended by 2001, c. 17, subsec. 45(3), applicable after October 17, 


amount referred to in the description of E, G or J in the definition 
“cumulative Canadian exploration expense” in subsection (6) in re- 


2000. The description of L formerly read: spect of the partnership for a taxation year of the partnership if sec- 
L_ is that portion of the total of all amounts deducted by the taxpayer under tion 96 were read without reference to paragraph 96(1)(d) shall, for 
subsection 127(5) or (6) for a taxation year ending before that time that may the purposes of this Act, be deemed to be an amount referred to in 
reasonably be attributed to a qualified Canadian exploration expenditure the description of E, G or J, as the case may be, in that definition in 
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respect of the taxpayer for the taxation year of the taxpayer in 
which the partnership’s taxation year ends. 
Related Provisions: 87(1.2) — Amalgamations — new corporation deemed contin- 


uation of predecessor; 88(1.5) — Windup — parent corporation deemed to be continu- 
ation of subsidiary. See also at end of s. 66.1. 


History: Subsec. 66.1(7) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 39(5), 
to add reference to “E” (twice) applicable after January 1990. 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-353R2: Partnership interests — some adjustments to cost base (archived). 


1.T. Technical News: 12 (adjusted cost base of partnership interest — subparagraph 
53(1)(e)(viii)). 


(8) [Repealed] x 
History: Subsec. 66.1(8) repealed by 1997, c. 25, subsec. 14(6), applicable after 
March 6, 1996. Subsec. (8) formerly read: 

(8) Expenses in first 60 days of year — Where 


(a) after December 31, 1985, a taxpayer incurs, within 60 days after the end 
of a calendar year, Canadian exploration expenses pursuant to an agreement 
referred to in paragraph (i) of the definition “Canadian exploration expense” 
in subsection (6), 


(b) the Canadian exploration expenses are expenses described in paragraph 
(f) of the definition “Canadian exploration expense” in subsection (6) in- 
curred in respect of a mineral resource other than a bituminous sands de- 
posit, an oil sands deposit or an oil shale’ deposit, 


(c) the agreement was entered into between the taxpayer and the corporation 
on or before the last day of the year, 


(d) the funds relating to the Canadian exploration expenses have on or 
before the last day of the year been advanced to an agent acting on behalf of 
the taxpayer for the purposes of paying the expenses, and 


(e) the taxpayer and the corporation deal with each other at arm’s length 
throughout the 60 days, 


the Canadian exploration expenses shall be deemed to have been incurred imme- 
diately before the end of the year and shall be deemed not to have been incurred 
in the subsequent year. 


(9) Canadian development expenses for preceding 
years — Where at any time in a taxpayer’s taxation year 


(a) the drilling or completing of an oil or gas well resulted in the 
discovery that a natural underground reservoir contains petro- 
leum or natural gas and, before the time of the discovery, no 
person or partnership had discovered that the reservoir contained 
either petroleum or natural gas, 


(b) the period of 24 months. commencing on the day of comple- 
tion of the drilling of an oil.or gas well ends and the well has 
not, within that period, promines otherwise than for specified 
purposes, or 


(c) an oil or gas well that has never produced, otherwise than for 
specified purposes, is abandoned, 


the amount, if any, by which the total of 


(d) all Canadian development expenses (other than restricted ex- 
penses) described in subparagraph (a)(ii) of the definition “Ca- 
nadian development expense” in subsection 66.2(5) in respect of 
the well that are deemed by subsection 66(10.2) or (12.63) to 
have been incurred by the taxpayer in the year or a preceding 
taxation year, 


(e) all Canadian development expenses (other than restricted ex- 
penses) described in subparagraph (a)(ii) of the definition “Ca- 
nadian development expense” in subsection 66.2(5) in respect of 
the well that are required by paragraph 66(12.3)(b) to be in- 
cluded by the taxpayer in the amount referred to in paragraph (a) 
of that definition for the year or a preceding taxation year, and 


(f) all Canadian development expenses (other than expenses re- 
ferred to in paragraph (d) or (e) and restricted expenses) de- 
scribed in subparagraph (a)(ii) of the definition “Canadian de- 
velopment expense” in subsection 66.2(5) incurred by the 
taxpayer in respect of the well in a taxation year preceding the 
year, 


exceeds 


(g) any assistance that the taxpayer or a partnership of which the 
taxpayer is a member has received or is entitled to receive in 


S. 66.2(1)(a) 


respect of the expenses referred to in any of paragraphs (d) to 


(f), 


shall, for the purposes of this Act, be deemed to be a Canadian ex- 
ploration expense referred to in paragraph (e) of the definition “Ca- 
nadian, exploration expense” in subsection (6) incurred by the tax- 
payer at that time. 


Related Provisions: 66(12.6) — Flow-through ‘not available for reclassified ex- 
penses; 66.2(5)“cumulative Canadian development expense”I, M — Reduction in 
CCDE; 66.7(9) — CDE becoming CEE; 248(16), (16.1) —GST or QST input tax 
credit/refund and rebate deemed to be assistance; 248(18), (18.1) — GST or QST — 
repayment of input tax credit or refund. See also at end of s. 66. 


History: Para. 66.1(9)(a) amended by 2001, c. 17, subsec. 45(4), applicable to ex- 
penses incurred after March 1987. Para. (a) formerly read: 


(a) an oil or gas well resulted in the discovery of a natural accumulation of petro- 
leum or natural gas, 


Selected Cases [subsec. 66.1(9)]: Resman Holdings Ltd. y. R., [2000] 3 C.T.C. 
442 (FCA) (Determination between CEE and CDE made once results of drilling are 
known. “Accumulation” means the same as “pool” in provincial legislation). 


(10) Certificate ceasing to be valid — A certificate in respect 
of an oil or gas well issued by the Minister of Natural Resources for 
the purposes of Paragraph (d)(iv) of the definition “Canadian explo- 
ration expense” in subsection (6) shall’ be deemed never to have 
been issued and never to have been filed with the Minister where 


(a) the well produces, otherwise: than for a specified purpose, 
within the period of 24 months commencing on the day on 
which the drilling of the well was completed; or 


(b) in applying for the certificate, the applicant, in any material 
respect, provided any incorrect information or failed to provide 
information. 


History: The opening words of subsec. 66.1(10) amended by 1994, c. 41, para. 
37(1)(0), in force January 12,1995. They formerly read: 


(10) A certificate in respect of an oil or gas well issued by the Minister of En- 
ergy, Mines and Resources for the purposes of paragraph (d)(iv) of the definition 
“Canadian exploration expense” in subsection (6) shall be deemed never to have 
been issued and never to have been filed with the Minister where 


(11) [Repealed under former Act] 


Related Provisions [s. 66.1]: 66(5) — Dealers; 66(18) — Members of partnerships; 
66.7 — Successor rules; 66.8(1) — Resource expenses of limited partner; 88(1.5) — 
Winding-up — parent deemed continuation’ of subsidiary. 


Selected Cases [s. 66.1]: Schmidt v. R., [2000] 1 C.T.C. 3031 (TCC) (Expenses of 
prospector in site investigation were CEE); Phénix v. R., [1998] 1 C.T.C. 2379 (TCC) 
(Capital items may form part of CEE); Central Supply Company (1972) Ltd. v. R.,, 
[1997] 3 C.T.C. 102 (FCA); rev’d [1995] 2 C.T.C..2320 (TCC) (Deduction permitted 
under specific provisions of the Act may nevertheless unduly or artificially reduce 
income); Oro Del Norte S.A. v. Canada, [1993] 1 C.T.C. 245 (FCTD) (Exploration, 
drilling and tunnelling expenses were “Canadian exploration expenses”). 


Definitions [s. 66.1]: “acquired” — 256(7)—(9); “amount” — 248(1); “assistance” — 
66(15), 66.1(6.1), 79(4), 125.4(5), 248(16), (16.1), (18), (18.1); “Canada” — 255, In- 
terpretation Act 8(2.1), (2.2); “Canadian development expense” — 66.2(5), 248(1); 
“Canadian exploration expense” — 66.1(6), 248(1); “Canadian exploration and devel- 
opment expenses” — 66(15), 66.1(6.1); “Canadian oil and gas property expense” — 
66.4(5), 248(1); “Canadian renewable and conservation expense” — 66.1(6); “con- 
trol” — 256(6)-(9); “corporation” — 248(1), Interpretation Act 35(1); “cumulative Ca- 
nadian development expense” — 66.1(6.1), 66.2(5); “expense” — 66(15), 66.1(6.1); 
“fiscal period” — 249(2), 249.1; “flow-through mining expenditure” — 127(9), 
(11.1)(¢.2); “Her Majesty” — Interpretation Act 35(1); “mineral resource”, “Min- 
ister” — 248(1); “Minister of Natural Resources” — Department of Natural Resources 
Act's. 3; “oil or gas well” — 248(1); “outlay” — 66(15), 66.1(6.1); “person” — 248(1); 


“pre-production mining expenditure” — 127(9); “prescribed” — 248(1); “‘principal- 
business corporation” — 66(15), 66.1(6.1);, “property”, “regulation”, “share” — 
248(1); “taxation year” — 249; “taxpayer” — 248(1); “writing” — Interpretation Act 


35(1); IT-273R2: Government assistance — general comments. 


66.2, [Canadian development expenses] — (1) Amount to 
be included in income — There shall be included in computing 
the amount referred to in paragraph 59(3.2)(c) in respect of a tax- 
payer for a taxation year the amount, if any, by which the total of 


(a) all amounts referred to in the descriptions of E to O in the 
definition “cumulative Canadian development expense” in sub- 
section (5) that are deducted in computing the taxpayer’s cumu- 
lative Canadian development expense at the end of year, and 
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(b) the amount that is designated by the taxpayer for the year 
under subsection 66(14.2) 


exceeds the total of 


(c) all amounts referred to in the descriptions of A to D.1 in the 
definition “cumulative Canadian development expense” in sub- 
section (5) that are included in computing the taxpayer’s cumu- 
lative Canadian development expense at the end of the year, and 


(d) the total determined under subparagraph 66.7(12.1)(b)G) in 
respect of the taxpayer for the year. 
Related Provisions: 59(3.2)(c) — Income inclusion; 66(11.4) — Change of control; 
66.7(12) — Reduction of Canadian resource expenses; 104(5.2) — Trusts — 21-year 
deemed disposition; 115(1)(a)(iii.1) —Non-resident’s taxable income earned in Can- 
ada. See also at end of s. 66.2. 
History: Subsec. 66.2(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 40(1), 
applicable to taxation years ending after February 17, 1987, except that with respect to 
such taxation years commencing before February 18, 1987, the reference to “D.1” in 
para. (c) shall be read as a reference to “C”. Subsec. (1) formerly read: 


66.2 (1) A taxpayer shall include, in computing the amount referred to in para- 
graph 59(3.2)(c), the amount, if any, by which 


(a) the total of 


(i) all amounts referred to in the descriptions of E to O in the definition 
“cumulative Canadian development expense” in subsection (5) that 
would be taken into account in computing the taxpayer’s cumulative Ca- 
nadian development expense at the end of the year, and 


(11) the amount that is designated for the year under subsection 66(14.2) 
exceeds ' 


(b) the total of all amounts referred to in the descriptions of A to C in the 
definition “cumulative Canadian development expense” in subsection(5) that 
would be taken into account in computing the taxpayer’s cumulative Cana- 
dian development expense at the end of the year. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments. 


(2) Deduction for cumulative Canadian development ex- 
penses — A taxpayer may deduct, in computing the taxpayer’s in- 
come for a taxation year, such amount as the taxpayer may claim 
not exceeding the total of 


(a) the lesser of 
(i) the total of 


(A) the taxpayer’s cumulative Canadian development ex- 
pense at the end of the year, and 


(B) the amount, if any, by which 


(1) the total determined under. subparagraph 
66.7(12.1)(b)() in respect of the taxpayer for the year 


exceeds 


(II) the amount that would, but for paragraph (1)(d), 
be determined under subsection (1) in respect of the 
taxpayer for the year, and 


(ii) the amount, if any, by which the amount determined 
under subparagraph 66.4(2)(a)(ii).exceeds the amount deter- 
mined under subparagraph 66.4(2)(a)(i), 


(b) the lesser of 


(i) the amount, if any, by which the amount determined under 
subparagraph (a)(i) exceeds the amount determined under 
subparagraph (a)(1i), and 


(ii) the amount, if any, by which the total of all amounts each 
of which is 


(A) an amount included in the taxpayer’s income for the 
year by virtue of a disposition in the year of inventory 
described in section 66.3 that was a share, any interest 
therein or right thereto, acquired by the taxpayer under 
circumstances described in paragraph (g) of the definition 
“Canadian development expense’ in subsection, (5) or 
paragraph (i) of the definition “Canadian exploration ex- 
pense”.in subsection 66.1(6), or 


Income Tax Act, Part I, Division B 


Proposed Amendment — 66.2(2)(b)(iiA) 
Application: The July 16, 2010 draft legislation (Part 2 —bijuralism), subsec. 
199(1), will amend cl. 66.2(2)(b)(ii)(A) by substituting “share or any interestin or right 
to — or, for civil law, any right in or to-—a share” for “share, any interest soe or 
right thereto”, to come into force on Royal Assent. eat hives 


Technical Notes (July 2010): See under 12(4)) 


(B) an amount included by virtue of paragraph 12(1)(e) in 
computing the taxpayer’s income for the year to the ex- 
tent that it relates to inventory described in clause (A) 


exceeds 


(C) the total of all amounts deducted as a reserve by vir- 
tue of paragraph 20(1)(n) in computing the taxpayer’s in- 
come for the year to the extent that the reserve relates to 
inventory described in clause (A), and 


(c) 30% of the amount, if any, by which the amount determined 
under subparagraph (b)(i) exceeds the amount determined under 
subparagraph (b)(ii). 
Related Provisions: 20(1)(hh) — Repayments of inducements, etc.;, 66(13.1) — 
Short taxation year; 110.6(1)“investment expense”(d) — effect of claim under 66.2(2) 
on capital gains exemption; 127.52(1)(e) — Add-back of deduction for minimum tax 
purposes. See also at end of s. 66.2. 
History: Subpara. 66.2(2)(a)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
40(2), applicable to taxation years ending after February 17, 1987. Subpara. (a)(i) for- 
merly read: 


3 fiteyel 


wrotait 


(i) the amount of the taxpayer's cumulative Canadian development expense at 
the end of the year, and 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-438R2: Crown charges — resource properties in Canada. 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


(3) [Repealed under former Act] 


History: Subsec. 66.2(3) repealed by 1987, c. 46, subsec. 20(2), wad mina a to taxation 
years ending after February 17, 1987. Subsec. (3) formerly read: 


(3) Successor corporation’s Canadian development expense — Where a 
corporation (in this subsection referred to as the “successor corporation”) has, at 
any time after May 6, 1974 acquired, by purchase, amalgamation, merger, wind- 
ing-up or otherwise (other than pursuant to an amalgamation that is described in 
subsection 87(1.2) or a winding-up to which the rules in subsection 88(1) apply), 
from another person (in this subsection referred to as the “predecessor’”) all or 
substantially all of the Canadian resource properties of the predecessor and (ex- 
cept in the case of an amalgamation or a winding-up) the predecessor and the 
successor corporation have jointly elected in prescribed form on or before the 
day that is the earlier of the days on or before which either taxpayer making the 
election is required to file a return of income pursuant to section 150 for the 
taxation year in which the transaction to which the election relates occurred, 
there may be deducted by the successor corporation in computing its income 
under this Part for a taxation year such amount as it may claim not exceeding the 
lesser of 


(a) 30% of the amount by which 
(i) the amount, if any, by which 


(A) the cumulative Canadian development expense of the predeces- 
sor, determined at the time immediately after the properties ‘were so 
acquired by the successor corporation, to the extent that it has not 
been 


(1) deducted by the successor corporation in computing its in- 
come for a preceding taxation year, 


(II) deducted by the predecessor in computing his income for 
any taxation year, or 


(III) designated by the predecessor pursuant to subsection 
66(14.2) for any taxation year ° 


exceeds 


(B) any amount required to be deducted under paragraph 
66.1(10)(b) in respect of the successor corporation at any time 
before the end of the year, 


exceeds 


(ii) the aggregate of all amounts each of which is an amount that became 
receivable by the successor corporation in the taxation year or a preced- 
ing taxation year, is included in the amount determined under clause 
(5)(b)(v)(A) and may reasonably be regarded as attributable to the dis- 
position by the successor corporation of any property owned by the 
predecessor immediately before the acquisition thereof by the successor 
corporation, and 
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(b) the. amount that is equal, to such part of its income for the year, if no 
deduction were allowed under this section, section 65, 66 or 66.1 or the In- 
come Tax Application Rules, 1971 in respect of this paragraph (minus the 
deductions allowed for the year by subsection (4) and sections 112 and 113), 
as may reasonably be regarded as attributable to 


(i) the production of petroleum or natural gas from natural accumula- 
tions thereof or from oil or gas wells, or the production of minerals from 
mines, situated on property in Canada in respect of which the predeces- 
sor had, immediately before the acquisition by the successor corporation 
of the property so acquired, an interest ora right to take orremove pe- 
troleum or natural gas or a right to takeor remove minerals, and 


(ii) the amount, if any, by which the aggregate of all amounts each of 
which is an amount 


(A). required by..subsection 59(2). to be included in computing its 
income for the year, and 


(B) in respect of a reserve deducted in computing the predecessor’s 

Income and deemed, by paragraph 87(2)(g) or by. virtue of that para- 
graph and paragraph 88(1)(e:2).to have been deducted by the suc- 
cessor corporation as a reserve in computing its income fora pre- 
ceding year, 


exceeds the aggregate of amounts, if any, deducted. in eeutne the 
successor corporation’s. income, for the. year by, virtue. of subsection 
64(1), (1-1) or. (1.2). in, respect.. of SERoR APE of property by the 
predecessor; 


and, in respect of any expense included in the cumulative Canadian *hedien 
expense referred ‘to in clause (a)(i)(A), no deduction may be made under this 
section by,.the predecessor in computing his income for a.taxation year subse- 
quent to his taxation year in which the property so.acquired was acquired by the 
successor corporation. 


Subeac: 66.2(3)(a)(i) substituted, and all that portion of, sera 66.2(3) following 
para. (b) amended to substitute “clause (a)(i)(A)” for “subparagraph (a)(i)”, by 1986, c. 
55, subsecs. 13(1), (2), applicable with respect to expenses incurred after March 1987. 
Subpara. (a)(i) formerly read: 


(i) the cumulative'Canadian development expense of the Gredecessor, determined 
at the time immediately after the properties were so acquired by the successor 
corporation, to the extent that it has not been deducted by the successor corpora- 
tion in computing its income for a preceding taxation year and has not been de- 
ducted by the predecessor in computing his income for any taxation year or des- 
ignated by the predecessor pursuant to subsection 66(14.2) for any taxation year, 


Subpara. 66.2(3)(a)(i) amended by 1986, c. 2, subsec. 18(2), to substitute “the proper- 
ties were so acquired” for “the property so acquired was acquired” and to add ae des- 
ignated, by the predecessor pursuant to subsection 66(14,2) for any taxation year”, ap- 
plicable to 1985 et seg. 


Subpara. 66.2(3)(b)(i) substituted by 1986, c. 2, subsec. 31(2), applicable to: taxation 
Years ending after March 1985 to add “natural accumulations thereof or from, oil, or 
gas”. 


All that portion of subsec: 66:2(3) preceding para. 4 substituted by 1985, c: 45, sub- 
sec. 30(1), applicable with respect to acquisitions occurring after 1982 except that«with 
respect, to acquisitions occurring after 1982 and ina taxation year commencing before 
1985, the reference to “Canadian resource properties of the predecessor” shall be read 
as ayreference to “property of. the, predecessor used by him in carrying, on.in Canada 
such. of the. businesses described in any of subparagraphs 66(15)(h)(i) to (vii) as. were 
carried on by him’. That, portion of subsec., (3) formerly. read: 


(3) Successor corporation’s Canadian development expense — Where a 
corporation (in this subsection’ referred to as the “successor corporation’) has, at 
any time after May 6, 1974, acquired, by purchase or otherwise (including an 
acquisition as a result of an amalgamation described in section 87), from another 
person (in this subsection referred to as the. “‘predecessor’’) all or substantially all 
of the property of the predecessor used by him in carrying on in Canada such of 
the businesses described in any of subparagraphs 66(15)(h)(i) to (vii) as were 
carried on by him, and (except in the case of an amalgamation or a winding-up) 

_ the predecessor and the successor corporation have jointly elected in prescribed 
form on or before the day that is the earlier of the days on or before which either 
taxpayer making the election is required to file a return of income pursuant to 
section 150 for the taxation year in which the transaction to which the election 
relates occurred, there may be deducted by the successor corporation in comput- 
ing its income under this Part for a taxation year, such amount as it may claim 
not exceeding the lesser of 


Subpara. 66.2(3)(a)(ii) substituted by 1985, c. 45, subsec. 30(2), applicable with respect 
to dispositions occurring in taxation years commencing after 1984. Subpara..(a)(ii) for- 
merly read: 


(ii) the aggregate of all amounts cae of which is an amount that became receiva- 
ble by the successor corporation in the taxation year or in a preceding taxation 
year, that is required to be included in the,amount determined under clause 
66:2(5)(b)(v)(A) by. virtue of subsection 59(1.1) or paragraph 59(3.1)(a) and that 
may. reasonably. be regarded as attributable to the disposition by the successor 
corporation of any property, owned by the predecessor immediately before the 
acquisition thereof by the successor corporation, and 
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Cl. 66.2(3)(b)(ii)(A) amended: by 1985, c. 45, subsec: 24(8), ‘to delete a reference to 
subsection 59(2.1), applicable, to: taxation years,commencing after 1984. 


All that portion of subsec. 66.2(3) preceding para. (b), all that portion of subsec. 
66.2(3) following para. (b) substituted; subsec. 66.2(3) amended by substituting “pred- 
ecessor” and “predecessor’s” for “predecessor corporation” and “predecessor corpora- 
tion’s” wherever those expressions appeared, by 1984, c. 1, subsecs. 29(1), (2), (4), 
applicable with respect to acquisitions of property bya successor corporation from a 
predecessor after April 19, 1983. That portion of subsec: 66.2(3): preceding Pats (b), 
that portion following para. (b) formerly read: 


(3) Successor corporation’s Canadian development expense — Where a 
corporation (in this subsection referred to as the “successor corporation’’) has, at 
any time after May 6, 1974, acquired, by purchase or otherwise (including an 
acquisition as a result of an amalgamation described in section 87), from another 
corporation (in this subsection referred to as the “predecessor corporation’’) all or 
substantially all of the property of the predecessor corporation used by it in car- 
rying on in Canada such of the businesses described in any of subparagraphs 
66(15)(h)G@). to (vii) as were carried on by. it, and (except in the case of an amal- 
gamation or a winding-up) the predecessor corporation and the successor corpo- 
ration have jointly elected in prescribed form on or before the day that is the 
earlier of the days on or before which either taxpayer. making the election is 
required to file a return of income pursuant to section 150 for the taxation year in 
which the transaction to, which the election relates occurred, there may be de- 
ducted by the successor corporation in computing its income under this Part for a 
taxation year, such amount as it may claim not exceeding the lesser of 


(a) 30% of the amount by which 


(i) the cumulative Canadian development’ expense of the predecessor 
corporation determined at the time immediately after the property so ac- 
quired was acquired by the successor corporation to the extent it has not 
been deducted by. the predecessor corporation in computing its. income 
for any taxation year and has not been deducted by. the, successor corpo- 
ration in computing its income for a previous taxation year, 


exceeds 


(ii) the aggregate of all amounts each of which was an amount that be- 
came receivable in the taxation year or in a previous taxation year by the 
successor corporation, that are required to be included in the amount 
determined under clause 66.2(5)(b)(v)(A) by virtue of subsection 

-59(1.1) or paragraph 59(3.1)(a) and that may reasonably be regarded as 
attributable to the disposition by, the successor, corporation of any pro- 
perty owned by the predecessor corporation immediately before the ac- 
quisition thereof by the successor corporation, and 


and, in respect of any expense included in the cumulative Canadian development 
expense referred to in subparagraph (a)(i), no deduction may be made under this 
section by the predecessor in computing his income for a taxation year subse- 
quent to his taxation year in which the ot api so acquired was on by the 
successor corporation: 


All that portion of subpara. 66.2(3)(b)(ii) following cl. (B) substituted by 1980-81-82- 
83, c. 48, subsec. 35(3), applicable to taxation years ending after December 11, 1979, 
to add reference to subsec. (1.2). 


Subsec. 66.2(3) substituted by 1979, c. 5, subsec. 21(1),' applicable, as to para. 
66.2(3)(a), to 1977 et seq., as to para. 66.2(3)(b), to 1979. et seq.,.and with respect. to 
the election referred to in subsec. 66.2(3),. with respect to acquisitions of property after 
November 16, 1978. Subsec. (3) formerly read: 


(3) Where a corporation (in this subsection referred to as the “successor corpora- 
tion’) has, at. any time after May 6, 1974, acquired, by purchase or otherwise 
(including an acquisition as a result of an amalgamation described in section 87), 
from another, corporation (in this subsection referred to as the “predecessor cor- 
poration’) all or substantially all of the property of the predecessor corporation 
used by it in carrying on in Canada such of the businesses. described.in any, of 
subparagraphs 66(15)(h)(i) to (vii).as were carried on by it, there may be de- 
ducted by the successor corporation in, computing its income under this Part for a 
taxation year, such amount as it may claim not exceeding the lesser of 


(a) 30% of the cumulative Canadian development expense of the predeces- 
sor corporation, detérmined at’ the time immediately after the property so 
acquired was acquired by the successor corporation, to the extent that it has 
not been deducted by the successor corporation in computing its income for 
a previous taxation year and has not been deducted by the predecessor cor- 
poration in computing ‘its income for'any taxation year; and 


(b) the amount that is equal to such part of its income for the year, if no 
deduction were allowed under this section, section 65, 66.or 66.1 or the Jn- 
come Tax Application Rules, 1971, in respect of this paragraph (minus the 
deductions allowed for the year by subsection (4) and sections 112 and 113, 
as may reasonably be regarded as attributable to 


(i) the: disposition of: any: property described in any of subparagraphs 
66(15)(c)(i) to: (vi) owned by the predecessor) corporation immediately 
before the acquisition by the successor corporation of the property so 
acquired, and 
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(ii) the production of petroleum or natural gas from wells, or the produc- 
tion of minerals from mines, situated on property in Canada in respect of 
which the predecessor corporation had, immediately before the acquisi- 
tion by the successor corporation of the property so acquired, an interest 
or a right to take or remove petroleum or natural gas or a right to take or 
remove minerals; 


and, in respect of any expense included in the cumulative Canadian develop- 
ment expense referred to in paragraph (a), no deduction may be made under 
this section by the predecessor corporation in computing its income for a 
taxation year subsequent to its taxation year in which the property so ac- 
quired was acquired by the successor corporation. 


Subsec. 66.2(3) substituted by 1977-78, c. 1, subsec. 31(1), applicable to 1977 et seq. 
Subsec. (3) formerly read: 


(3) Where a corporation (in this subsection referred to as the “successor corpora- 
tion”) has, at any time after May 6, 1974, acquired by purchase or otherwise 
(including an acquisition as a result of an amalgamation described in subsection 
87(1)) from another corporation (in this subsection referred to as the “predeces- 
sor corporation’) all or substantially all of the property of the predecessor corpo- 
ration used by it in carrying on its business in Canada, there may be deducted by 
the successor corporation, in computing its income under this Part for a taxation 
year, in respect of the cumulative Canadian development expense incurred by the 
predecessor corporation, to the extent that such expense 


(a) was deductible but not deducted by the successor corporation in comput- 
ing its income for a previous taxation year, and was not deducted by the 
predecessor corporation in computing its income for the taxation year in 
which the property so acquired was acquired by the successor corporation or 
its income for a previous taxation year, and 


(b) would have been deductible by the predecessor corporation in computing 
its income for the taxation year in which the property so acquired was ac- 
quired by the successor corporation, 


an amount that is equal to the lesser of 


(c) 30% of the amount of such cumulative Canadian development expense, 
and 


(d) such part of its income for the year if no deduction were allowed under 
this section, section 65 or the Income Tax Application Rules, 1971, in respect 
of this paragraph (minus any deductions allowed for the year by sections 66, 
66.1, 112 and 113 and the provisions of the Income Tax Application Rules, 
1971 allowing a deduction for the purposes of this paragraph), as may rea- 
sonably be regarded as attributable to the production of petroleum or natural 
gas from wells, or the production of minerals from mines, situated on pro- 
perty in Canada from which the predecessor corporation had, immediately 
before the acquisition by the successor corporation of the property so ac- 
quired, a right to take or remove petroleum or natural gas or a right to take or 
remove minerals; 


and, in respect of any such expense included in the amount of such cumulative 
Canadian development expense, no deduction may be made under this section by 
the predecessor corporation in computing its income for a taxation year subse- 
quent to its taxation year in which the property so acquired was acquired by the 
successor corporation. 


(4) [Repealed under former Act] 


History: Subsec. 66.2(4) repealed by 1987, c. 46, subsec. 20(2), applicable to taxation 
years ending after February 17, 1987. Subsec. 66.2(4) formerly read: 


(4) Second successor corporation’s Canadian development expense — 
Where a corporation (in this subsection referred to as the “second successor cor- 
poration’’) has at any time after May 6, 1974 acquired, by purchase, amalgama- 
tion, merger, winding-up or otherwise (other than pursuant to an amalgamation 
that is described in subsection 87(1.2) or a winding-up to which the rules in sub- 
section 88(1) apply), from another corporation (in this subsection referred to as 
the “first successor corporation”) that was a successor corporation, within the 
meaning of subsection (3), all or substantially all of the Canadian resource 
properties of the first successor corporation and (except in the case of an amalga- 
mation or a winding-up) the first successor corporation and the second successor 
corporation have jointly elected in prescribed form on or before the day that is 
the earlier of the days on or before which either taxpayer making, the election is 
required to file a return of income pursuant to section 150 for the taxation year in 
which the transaction to which the election relates occurred, there may be de- 
ducted by the second successor corporation in computing its income under this 
Part for a taxation year such amount as it may claim not exceeding the lesser of 


(a) 30% of the amount by which 
(i) the amount, if any, by which 


(A) the amount, if any, by which the amount determined under sub- 
paragraph (3)(a)(i) in respect of the first successor corporation im- 
mediately after the property so acquired was acquired by the second 
successor corporation exceeds the amount determined under subpar- 
agraph (3)(a)(ii) in respect of the first successor corporation at that 
time to the extent that it has not been deducted by the first successor 
corporation in computing its income for any taxation year and has 
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not been deducted by the second successor corporation in comput- 
ing its income fora preceding taxation year 


exceeds 


(B) any amount required to be deducted under paragraph 
66.1(11)(a) in respect of the second successor corporation at any 
time before the end of the year 


exceeds 


(ii) the aggregate of all amounts each of which is an amount that became 
receivable in the taxation year or a preceding taxation year by the sec- 
ond successor corporation, is included in the amount determined under 
clause (5)(b)(v)(A) and may reasonably be regarded as attributable to 
the disposition by the second successor corporation of any property 
owned by the predecessor of the first successor corporation immediately 
before the acquisition thereof by the first successor corporation, and 


(b) the amount that is equal to such part of its income for the year, if no 
deduction were allowed under this section, section 65, 66 or 66.1 or the Jn- 
come Tax Application Rules, 1971 in respect of this paragraph (minus the 
deductions allowed for the year by sections 112 and 113), as may reasonably 
be regarded as attributable to 


(i) the production of petroleum or natural gas from natural accumula- 
tions thereof or from oil or gas wells, or the production of minerals from 
mines, situated on property in Canada in respect of which the predeces- 
sor of the first successor corporation had, immediately before the acqui- 
sition by the first successor corporation of the property so acquired by 
the second successor corporation, an interest or a right to take or remove 
petroleum or natural gas or a right to take or remove minerals, and 


(ii) the amount, if any, by which the aggregate of all amounts each of 
which is an amount 


(A) required by subsection 59(2) to be included in computing its 
income for the year, and 


(B) in respect of a reserve deducted in computing the income of the 
predecessor of the first successor corporation and deemed by para- 
graph 87(2)(g) or by virtue of that paragraph and paragraph 
88(1)(e.2) to have been deducted by the second successor corpora- 
tion as a reserve in computing its income for a preceding year, 


exceeds the aggregate of amounts, if any, deducted in computing the 
income of the second successor corporation for the year by virtue of 
subsection 64(1), (1.1) or (1.2) in respect of dispositions of property by 
the predecessor of the first successor corporation; 


and, in respect of any expense included in the amount referred to in clause 
(a)(i)(A), no deduction may be made under this section by the first successor 
corporation in computing its income for a taxation year subsequent to its 
taxation year in which the property so acquired was acquired by the second 
successor corporation. 


Subpara. 66.2(4)(a)(i) substituted, and all that portion of subsec. 66.2(4) following 
para. (b) amended to substitute “clause (a)(i)(A)” for “subparagraph (a)(i)”, by 1986, c. 
55, subsecs. 13(3), (4), applicable with respect to expenses incurred after March 1987. 
Subpara. 66.2(4)(a)(i) formerly read: 


(i) the amount, if any, by which the amount determined under subparagraph 
(3)(a)() in respect of the first successor corporation immediately after the pro- 
perty so acquired was acquired by the second successor corporation exceeds the 
amount determined under paragraph (3)(a)(ii) in respect of the first successor 
corporation at that time, to the extent it has not been deducted by the first succes- 
sor corporation in computing its income for any taxation year and has not been 
deducted by the second successor corporation in computing its income for a pre- 
ceding taxation year 


Subpara. 66.2(4)(b)(i) amended by 1986, c. 6, subsec. 31(2), to add “natural accumula- 
tions thereof or from oil or gas”, applicable to taxation years ending after March 1985. 
All that portion of subsec. 66.2(4) preceding para. (a) substituted by 1985, c. 45, sub- 
sec. 30(3), applicable with respect to acquisitions occurring after 1982 except that with 
respect to acquisitions occurring after 1982 and in a taxation year commencing before 


1985 the reference to “Canadian resource properties of the first successor corporation” 


shall be read as a reference to “property of the first successor corporation used by it in 
carrying on in Canada such of the businesses described in any of subparagraphs 
66(15)(h)(i) to (vii) as were carried on by it”. That portion of subsec. 66.2(4) formerly 
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read: 


(4) Second successor corporation’s Canadian development expense — 
Where a corporation (in this subsection referred to as the “second successor cor- 
poration’? has, at any time after May 6, 1974, acquired, by purchase or otherwise 
(including an acquisition as a result of an amalgamation described in section 87), 
from another corporation (in this subsection referred to as the “first successor 
corporation”) that was a successor corporation within the meaning of subsection 
(3), all or substantially all of the property of the first successor corporation used 
by it in carrying on in Canada such of the businesses described in any of subpar- 
agraphs 66(15)(h)(i) to (vii) as were carried on by it and (except in the case of an 
amalgamation or a winding-up) the first successor corporation and the second 
successor corporation have jointly elected in prescribed form on or before the 
day that is the earlier of the days on or before which either taxpayer making the 
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election is required to file a return of income pursuant to section 150 for the 


which. the property so acquired) was acquired by the second successor 


taxation year in which the transaction to which the election relates occurred, corporation. 
there may be deducted by the second successor corporation in computing its in- Subsec. 66.2(4) substituted by 1977-78, c. 1, subsec. 31(1), applicable to 1977 et seq. 
come under this Part for a taxation year, such amount as it may claim not ex- Subsec. 66.2(4) formerly read: 


ceeding the lesser of 


All that portion of para. 66.2(4)(a) preceding subpara. (ii) substituted by 1985, c. 45, 
subsec. 30(4), applicable to taxation years ending after 1984. That portion of para. 
66.2(4)(a) formerly read: 


(a) 30% of the amount by which the 


(i) cumulative Canadian development expense of the predecessor referred to 
in subparagraph (3)(a)(i) determined at the time immediately after the pro- 
perty so acquired was acquired by the first successor corporation to the ex- 
tent it has not been deducted by the first successor corporation in computing 
its income for any taxation year and has not been deducted by the second 
successor corporation in computing its income for a previous taxation year, 


exceeds 


Subpara. 66.2(4)(a)(ii) substituted by 1985,.c. 45, subsec. 30(5), applicable with respect 
to dispositions occurring in taxation years commencing after 1984. Subpara. 
66.2(4)(a)(ii) formerly read: 


(it) the aggregate of all amounts each of which was an amount that became re- 
ceivable in the taxation year or in a previous taxation year by the second succes- 
sor corporation, that are required to be included in the amount determined under 
clause 66.2(5)(b)(v)(A) by virtue of subsection 59(1.1) or paragraph 59(3.1)(a) 
and that may reasonably be regarded as attributable to the disposition by the 
second successor corporation of any property owned by the predecessor of the 
first successor corporation immediately before the acquisition thereof by the sec- 
ond successor corporation, and 


Cl. 66.2(4)(b)(ii)(A) amended by 1985, c. 45, subsec. 24(8), to delete a reference to 
subsection 59(2.1), applicable to taxation years commencing after 1984. 


Subsec. 66.2(4) amended by 1984, c. 1, subsec. 29(4), applicable with respect to acqui- 
sitions of property by a successor corporation from a predecessor after April 19, 1983, 
to substitute “predecessor” and “predecessor’s” for “predecessor corporation” and 
“predecessor corporation’s” wherever those expressions appeared. 

All that portion of subpara. 66.2(4)(b)(ii) following cl. (B) substituted by 1980-8 1-82- 
83, c. 48, subsec. 35(4), applicable to taxation years ending after December 11, 1979, 
to add reference to subsec. (1.2). 

Subsec. 66.2(4) substituted by 1979, c. 5, subsec. 21(1), applicable, as to para. 
66.2(4)(a), to 1977 et seq., as to para. 66.2(4)(b), to 1979 et seqg., and with respect to 
the election referred to in subsec. 66.2(4), with respect to acquisitions of property after 
November 16, 1978. Subsec..66.2(4) formerly read: 


(4) Where a corporation (in this subsection referred to as the “second successor 


(4) Where a corporation (in this subsection referred to as the “second successor 
corporation”) has, at any time after May 6, 1974, acquired by purchase or other- 
wise (including an acquisition as a result of an amalgamation described in sub- 
section 87(1)) from a corporation (in this subsection referred to as the “first suc- 
cessor corporation”) that was a successor corporation within the meaning of 
subsection (3), all or substantially all of the property of the first successor corpo- 
ration used by it in carrying on in Canada its business, there may be deducted by 
the second successor corporation, in computing its income under. this Part fora 
taxation year, in respect of the cumulative Canadian development expense re- 
ferred to in paragraph (3)(a) for the purpose of determining the deduction allow- 
able to the first successor corporation under subsection (3) in computing its in- 
come for a previous taxation year, to the extent that such expense 


(a) was not deducted by the second successor corporation or any other cor- 
poration in computing its income for a previous taxation year, and was not 
deducted by the first successor corporation in computing its income for the 
taxation year in which the property so acquired was acquired by the second 
successor corporation, and 


(b) would, but for paragraph (3)(b), have been deductible by the first succes- 
sor corporation in computing its income for the taxation year in which the 
property so acquired was acquired by the second successor corporation, 


an amount that is equal to the lesser of 
(c) 30% of the amount of the aggregate referred to in paragraph (a), and 


(d) such part of its income for the year if no deduction were allowed under 
this section, section 65 or the Income Tax Application Rules, 1971 in respect 
of this paragraph (minus any deductions allowed for the year by sections 66, 
66.1, 112 and 113 and the provisions of the Income Tax Application Rules, 
1971 allowing a deduction for the purposes of this paragraph) as may rea- 
sonably be regarded as attributable to the production of petroleum or natural 
gas from wells, or the production of minerals from mines, situated on pro- 
perty in Canada from which the predecessor of the first successor corpora- 
tion within the meaning of subsection (3) had, immediately before the acqui- 
sition by the first successor corporation of the property so acquired by the 
second successor corporation, a right to take or remove petroleum or natural 
gas or a right to take or remove minerals; 


and, in respect of the aggregate referred to in paragraph (a), no deduction may be 
made under this section by the first successor corporation in computing its in- 
come for a taxation year subsequent to its taxation year in which the property so 
acquired was acquired by the second successor corporation. 


corporation”’) has, at any time after May 6, 1974, acquired, by purchase or other- (5) Definitions — In this section 


wise (including an acquisition as a result of an amalgamation described in sec- 


tion 87), from another corporation (in this subsection referred to as the “first Related Provisions: 66(15.1) — Application to 66; 66.1(6.1) — Application to 66.1. 


Successor corporation”) that was a successor corporation within the meaning of 
subsection (3), all or substantially all of the property of the first successor corpo- 
ration used by it in carrying on in Canada such of the businesses described in any 
of subparagraphs 66(15)(h)(i) to (vii) as were carried on by it, there may be de- 
ducted by the second successor corporation in computing its income under this 
Part for a taxation year, such amount as it may claim not exceeding the lesser of 


(a) 30% of the cumulative Canadian development expense of the predeces- 
sor corporation referred to'in paragraph (3)(a), determined at the time imme- 
diately after the property so acquired was acquired by the first successor 
corporation to the extent that it has not been deducted by the second succes- 
sor corporation in computing its income for a previous taxation year and has 
not been deducted by the first successor corporation in computing its income 
for any taxation year; and 


(b) the amount that is equal to such part of its income for the year, if no 
deduction were allowed under this section, section 65, 66 or 66.1 or the Jn- 
come Tax Application Rules, 1971 in respect of this paragraph (minus the 
deductions allowed for the year by sections 112 and 113), as may reasonably 
be regarded as attributable to 


(i) the disposition of any property described in any, of subparagraphs 
66(15)(c)(i) to (vi) owned by the predecessor of the first successor cor- 
poration, within the meaning of subsection (3), immediately before the 
acquisition by the first successor corporation of the property so acquired 
by the second successor corporation, and 


(ii) the production of petroleum or natural gas from wells, or the produc- 
tion of minerals from mines, situated on property in Canada in respect of 
which the predecessor of the first successor corporation, within, the 
meaning of subsection (3), had, immediately before the acquisition by 
the first successor corporation of the property so acquired by the second 
successor corporation, an interest or a right to take or remove petroleum 
or natural gas or a right to take or remove minerals; 


and, in respect of any expense included in the amount referred to in paragraph 
(a), no deduction may be made under this section by the first successor corpora- 
tion in computing its income for a taxation year subsequent to its taxation year in 


353 


“Canadian development expense” of a taxpayer means any cost 
or. expense incurred after May 6, 1974 that is 


(a) any expense incurred by the taxpayer in 


(1) drilling or converting a well in Canada for the disposal of 
waste liquids from an oil or gas well, 


(ii) drilling or completing an oil or gas well in Canada, build- 
ing a temporary access road to the well or preparing a site in 
respect of the well, to the extent that the expense was not a 
Canadian exploration expense of the taxpayer in the taxation 
year in which it was incurred, 


(iii) drilling or converting a well in Canada for the injection 
of water, gas or any other substance to assist in the recovery 
of petroleum or natural gas from another well, 


(iv) drilling for water or gas in Canada for injection into a 
petroleum or natural gas formation, or 


(v) drilling or converting a well in Canada for the purposes 
of monitoring fluid levels, pressure changes or other phe- 
nomena in an accumulation of petroleum or natural gas, 


(b) any expense incurred by the taxpayer in drilling or recom- 
pleting an oil or gas well in Canada after the commencement of 
production from the well, 


(c) any expense incurred by the taxpayer before November 17, 
1978 for the purpose of bringing a mineral resource in Canada 
into production and incurred prior to the commencement of pro- 
duction from the resource in reasonable commercial quantities, 
including 


(i) clearing, removing overburden and stripping, and 


S. 66.2(5) Can 


(ii) sinking a mine shaft, constructing an adit or other under- 
ground entry, 


(d) any expense (other than an amount included in the capital 
cost of depreciable property) incurred by the taxpayer after 1987 


(i) in sinking or excavating a mine shaft, main haulage way 
or similar underground work designed for continuing use, for 
a mine in a mineral resource in Canada built or excavated 
after the mine came into production, or 


(ii) in extending any such shaft, haulage way or work, 


(e) the cost to the taxpayer of, including any payment for the 
preservation of a taxpayer’s rights in respect of, any property 
described in paragraph (b), (e) or (f) of the definition “Canadian 
resource property” in subsection 66(15), or any right to or inter- 
est in such property (other than a right or an interest that the 
taxpayer has by reason of being a beneficiary under a trust or a 
member of a partnership), 


Proposed Amendment — 66.2(5)“Canadian 

development expense”(e) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
199(2), will amend para. (e) of the definition “Canadian development expense” in sub- 
sec. 66.2(5) by substituting “66(15) or any right to or interest in — or, for civil law, any 
right in or to — such property (other than a right or interest” for “66(15), or any right to 
or interest in such property (other than a right or an interest’, to come into force on 
Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


Proposed Amendment — 66.2(5)“Canadian 
development expense”(e) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
199(3), will amend para. (e) of the definition “Canadian development expense” in seb 
sec. 66. 2(5) by substituting “interest in — or, for civil law, any right in or to —” for 
“interest in”, applicable to taxation years that begin after 2006. 


Technical Notes (July 2010): See under 12(4). 


(f) subject to section 66.8, the taxpayer’s share of any expense 
referred to in any of paragraphs (a) to (e) incurred by a partner- 
ship in a fiscal period thereof at the end of which the taxpayer 
was a member of the partnership, unless the taxpayer elects in 
respect of the share in prescribed form and manner on or before 
the day that is 6 months after the taxpayer’s taxation year in 
which that period ends, or 


(g) any cost or expense referred to in any of paragraphs (a) to (e) 
incurred by the taxpayer pursuant to an agreement in writing 
with a corporation, entered into before 1987, under which the 
taxpayer incurred the cost or expense solely as consideration for 
shares, other than prescribed shares, of the capital stock of the 
corporation issued to the taxpayer or any interest in such shares 
or right thereto, 


Proposed Amendment — 66.2(5)“Canadian 
development expense’ (g) 
Application: The July 16, 2010 draft legislation (Part 2 —bijuralism), subsec. 
199(4), will amend para. (g) of the definition “Canadian development expense’ * in sub- 
sec. 66.2(5) by substituting “interest in or right to — or, for civil law, any right in or 


to — such shares” for “interest in such shares or right thereto”, to come into force on 
Royal Assent. y ; 


Technical Notes (July 2010): See under 12(4). 


but, for greater certainty, shall not include 


(h) any consideration given by the taxpayer for any share or any 
interest therein or right thereto, except as provided by paragraph 
(g), 


Proposed Amendment — 66.2(5)“Canadian 
development expense” (h) : 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), sabsec. 
199(5), will amend para. (h) of the definition “Canadian deyelopment expense” in sub- 
sec, 66.2(5) by substituting “interest in or right to — or, for civil law, any right in or 
to —a share” for “interest therein or right thereto”, to come into force on Royal 
Assent. 


Technical Notes (July 2010): See under 12(4). 
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(i) any expense described in paragraph (g) incurred by any other 
taxpayer to the extent that the expense was, 


(i) by virtue of that paragraph, a Canadian development ex- 
pense of that other taxpayer, 


(ii) by virtue of paragraph (i) of the definition “Canadian ex- 
ploration expense” in subsection 66.1(6), a Canadian explo- 
ration expense of that other taxpayer, or 


(iii) by virtue of paragraph (c) of the definition “Canadian oil 
and gas property expense” in subsection 66.4(5), a Canadian 
oil and gas property expense of that other taxpayer, 


(i.1) an expense that is the cost, or any part of the cost, to the 
taxpayer of any depreciable property of a prescribed class that 
was acquired after 1987, 


(j) any amount included at any time in the capital cost to the 
taxpayer of any depreciable property of a prescribed class, or 


(k) the taxpayer’s share of any consideration, expense, cost or 
expenditure referred to in any of paragraphs (h) to (j) given or 
incurred by a partnership, 


but any assistance that a taxpayer has received or is entitled to re- 
ceive after May 25, 1976 in respect of or related to the taxpayer’s 
Canadian development expense shall not reduce the amount of any 
of the expenses described in any of paragraphs (a) to (g); 


Related Provisions: 13(7.5) — Depreciable property treatment for costs associated 
with building roads and similar projects; 13(34), Reg. 1102(1)(a) — Depreciable pro- 
perty takes priority over resource property; 53(1)(e)(vii.1) — Addition to ACB — part- 
nership interest; 66.2(2) — Deduction for cumulative CDE; 66.2(8) — Presumption; 
66.3 — Exploration and development shares; 248(1)“Canadian development ex- 
pense” — Definition applies to entire Act; 248(16), (16.1) — GST or QST input tax 
credit/refund and rebate deemed to be assistance; 248(18), (18.1) — GST or QST — 
repayment of input tax credit or refund; Interpretation Act 8(2.1), (2.2) — Application 
to exclusive economic zone and continental shelf. See also at end of s. 66.2. 


History: Para. (e) of the definition “Canadian development expense” in subsec. 
66.2(5) amended by 2003, c. 28, subsec. 6(2), applicable to taxation years that begin 
after 2006. Para. (e) formerly read: 


(e) notwithstanding paragraph 18(1)(m), the cost to the taxpayer of, including 
any payment for the preservation of a taxpayer’s rights in respect of, any pro- 
perty described in paragraph (b), (e) or (f) of the definition “Canadian resource 
property” in subsection 66(15) or any right to or interest in such property (other 
than such a right or an interest that the taxpayer has by reason of being a benefi- 
ciary under a trust or a member of a partnership) but not including any payment 
made to any of the persons referred to in subparagraph 18(1)(m)(i) for the preser- 
vation of a taxpayer’s rights in respect of a Canadian resource property nor a 
payment to which paragraph 18(1)(m) applied because of clause 18(1)(m)(ii)(B), 


Para. (e) of the definition “Canadian development expense” amended by 2003, c. 28, 
subsec. 6(1), applicable after December 20, 2002. The para. formerly read: 


(e) notwithstanding paragraph 18(1)(m), the cost to the taxpayer of any property 
described in paragraph (b), (e) or (f) of the definition “Canadian resource pro- 
perty” in subsection 66(15) or any right to or interest in such property (other than 
such a right or interest that the taxpayer has by. virtue of being a beneficiary of a 
trust) but not including any payment made to any of the persons referred to in 
any of subparagraphs 18(1)(m)(i) to (iii) for the preservation of a taxpayer’s 
rights in respect of a Canadian resource property nor a payment to which para- 
graph 18(1)(m) applied by virtue of subparagraph 18(1)(m)(v), 


Para, (i.1) added to the definition “Canadian development expense” by 2001, c. 17, s. 
46, applicable to 1988 et seq. 


Paras. (j) and (k) added to the definition “Canadian development expense” in subsec. 
66.2(5) by 1997, c. 25, s. 15, applicable to taxation years that end after December 5; 
1996. 


Para. (f) of “Canadian development expense” in subsec. 66.2(5) amended by 1994, c. 7, 
Sch. VIII (1993, c. 24), s. 24, applicable to partnership fiscal periods ending after July 
1990, except that an election referred to in the para. that is filed before December 11, 
1993, shall be deemed to have been filed on a timely basis. Para. (f) formerly read: 


(f) subject to section 66.8, the taxpayer’s share of any expense referred to in any 
of paragraphs (a) to (e) incurred by a partnership in a fiscal period thereof, if, at 
the end of that period, the taxpayer was a member of the partnership, or 


Selected Cases [subsec. 66.2(5)“Canadian development expense”): 
Mitchell y. R., [1999] 2 C.T.C. 2721 (TCC) (Double renunciation was permitted); Gulf 
Canada Ltd. v. Canada, {1991} 1 C.T.C. 99 (FCTD); aff'd [1992] 1 C.T.C. 183 (FCA); 
leave to appeal to SCC refused (1992), 141 N.R. 393 (note), (sub nom. Gulf Canada 
Ltd. v. MNR) (Interpretation of: “Canadian exploration expenses’, “Canadian develop- 
ment expenses’, “taxable production profits”); Jnternational Nickel Co. of Canada Ltd. 
v. MNR, [1969] C.T.C. 106 (Exch.) (Expenses for establishment of town for sensi Bi 
not development expenses). 
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Subdivision e — Deductions in Computing Income 


Regulations: 6202 (prescribed share). 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-273R2: Government assis- 
tance — general comments; IT-438R2: Crown charges — resource properties in Can- 
ada; IT-476R: CCA — Equipment used in petroleum and natural gas activities; IT-503: 
Exploration and development shares (archived). 


Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships. 


Forms: T1086: Election by a partner waiving Canadian development expenses or oil 
and gas property expenses. 


“cumulative Canadian development expense” of a taxpayer at 
any time in a taxation year means the amount determined by the 
formula 


(A+B 4C+D4D.1)- (E+ F+G+H+I1" 
+J+K+L+M+M.1+N+ 0) 


where 


A is the total of all Canadian development expenses made or in- 
curred by the taxpayer before that time, 


B_ is the total of all amounts required by virtue of subsection (1) to 


be included in computing the amount referred to in paragraph 


59(3. aye) for taxation years ending before that t time, 


: ‘development. arene: i 


B is: s the fiat of al: amounts that were because of subsection ( 1) 
included in computing the amount referred to in paragraph oP 
petGOS, 2)(c) for taxation years sre aeaies ies aioud i 
Application: The November 
amend the description of B in the Con ‘cumulative Coondiar develoy 


pense” in subsec. 66.2(5) to read as abo : ae to taxation years th 
ee 5, 2010. Co 


Cope includes oa again 1 g 
penses. A taxpayer is permitted a deduction under subsection 6 ) with respect don. 
a positive CCDE. A Lecce Louies is included in a taxpayer’s income under sub- - 
section 66:2(1). Lr ee oo 
The description of B, 
amounts that are required to be included in a Epes 's income during previous taxa 
tion years. ‘The description of B is amended to ensure that only amounts that were 
included in a icici 8 Riedie: — a ‘taxation years:are eo) to Lions tax-- 
payer's CCDE pool. _ / a rr 


C is the total of all amounts referred to in the description of F or G 
that are established by the taxpayer to have become a bad debt 
before that time, 


D is such part, if any, of the amount determined for M as has been 
repaid before that time by the taxpayer pursuant to a legal obli- 
gation to repay all or any part of that amount, 


D.1. is the total of all specified amounts determined under para- 
graph 66.7(12.1)(b) in respect of the taxpayer for taxation years 
ending before that time, 


E is the total of all amounts deducted in computing the taxpayer’s 
income for a taxation year ending before that time in respect of 
the taxpayer’s cumulative Canadian development expense, 


F. is the total of all amounts each of which is an amount in respect 
of property described in paragraph (b), (e) or (f) of the definition 
“Canadian resource property” in subsection 66(15) or any right 
to or interest in such a property, other than such a right or an 
interest that the taxpayer has by reason of being a beneficiary 
under a trust or a member of a partnership, (in this description 
referred to as “the particular property”) disposed of by the tax- 
payer before that time equal to the amount, if any, by which 


Proposed Amendment — 66. 2(5)“cumulative 
Canadian development expense” F opening words 


Application: The July 16, 2010 draft legislation (Part 2 —bijuralism), subsec. 


199(6), will amend the opening words of the description of F in the definition ‘ ‘cumula- 


tive Canadian development expense” in subsec. 66.2(5) by substituting “interest in — 


or, for civil HN any right in or to—” for “interest in”, to come into force on Royal 


Assent. 
Technical Notes pres ines See under 12(4). 


a7, 
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(a), the amount, if any, by which the proceeds of disposition 
in respect of the particular property that became receivable 
by the taxpayer after May 6, 1974 and before that time ex- 
ceed any outlays or expenses that were made or incurred by 
the taxpayer after May 6, 1974 and before that time for the 
purpose: of making the disposition and that were ‘not other- 
wise deductible for the purposes: of this Part 


exceeds 
(b) the amount, if any, by which 


(i) the total of all. amounts. that would be determined 
under paragraph 66.7(4)(a), immediately before the time 
(in this paragraph ‘referred to as the “relevant time”) when 
such proceeds of disposition became receivable, in re- 
spect of the taxpayer.and an original owner of the particu- 
lar property (or of any other property acquired by the tax- 
payer with the particular property in circumstances in 
which subsection 66.7(4) applied and in respect of which 
the proceeds of disposition became receivable by the tax- 
payer at the relevant time) if 


(A) amounts that became receivable at or after the rel- 
evant time were not taken into account, 


(B). each ‘designation. made under subparagraph 
66.7(4)(a)(iii) in respect of an amount that became re- 
ceivable before the relevant time were made before the 
relevant time; 


(C) paragraph 66.7(4)(a) were read without reference 
to “30% of’, and 


(D) no reduction under subsection 80(8) at or after the 
relevant time were taken into account 


exceeds the total of 


(i1) all amounts that would be determined under paragraph 
66.7(4)(a) at the relevant time in respect of the taxpayer 
and an original owner of the particular property (or of that 
other property) if 


(A) amounts that became receivable after the relevant 
time were not taken into account, 


(B) each designation made under subparagraph 
66.7(4)(a)(iii) in respect of an amount that became re- 
ceivable at or before the relevant time were made 
before the relevant time, 


(C) paragraph 66. T(A)(a) were read without reference 
to “30% of”, 


(D) amounts described in subparagraph 66.7(4)(a)(iii) 
that became receivable at the relevant time were not 
taken into account, and 


(E) no reduction under subsection 80(8) at or after the 
relevant time were taken into account, and 


(iii) such portion of the amount otherwise determined 
under this paragraph as was otherwise applied to reduce 
the amount otherwise determined under this description, 


G is the total of all amounts that became receivable by the taxpayer 
before that time that are to be included in the amount determined 
under this description by virtue of paragraph 66(12.1)(b) or 
(12.3)(a), 


H is the total of all amounts each of which is an amount included 
by the taxpayer as an expense under paragraph (a) of the defini- 
tion “Canadian development expense” in this subsection in com- 
puting the taxpayer’s Canadian development expense for a pre- 
vious taxation year that has become a Canadian exploration 
expense of the taxpayer by virtue of subparagraph (c)(ii) of the 
definition “Canadian exploration expense” in subsection 66.1(6), 


I. is the total of all amounts each of which is an amount that before 
that time has become a Canadian exploration expense of the tax- 
payer by virtue of subsection 66.1(9), 
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is the total of all amounts each of which is an amount received 
before that time on account of any amount referred to in the 
description of C, 


is the total of all amounts paid to the taxpayer after May 6, 1974 
and before May 25, 1976 


(a) under the Northern Mineral Exploration Assistance Regu- 
lations made under an appropriation Act that provides for 
payments in respect of the Northern Mineral Grants Program, 
or 


(b) pursuant to any agreement, entered into between the tax- 
payer and Her Majesty in right of Canada under the Northern 
Mineral Grants Program or the Development Program of the 
Department of Indian Affairs and Northern Development, 


to the extent that the amounts have been expended by the tax- 
payer as or on account of Canadian development expense in- 
curred by the taxpayer, 


is the amount by which the total of all amounts determined 
under subsection 66.4(1) in respect of a taxation year of the tax- 
payer ending at or before that time exceeds the total of all 
amounts each of which is the least of 


(a) the amount that would be determined under paragraph 
66.7(4)(a), at a time (hereafter in this description referred to 
only as the “particular time’) that is the end of the latest taxa- 
tion year of the taxpayer ending at or before that time, in re- 
spect of the taxpayer as successor in respect of a disposition 
(in this description referred to as the “original disposition’) 
of Canadian resource property by a person who is an original 
owner of the property because of the original disposition, if 


(i) that paragraph were read without reference to “30% 
of’, 

(11) where the taxpayer has disposed of all or part of the 
property in circumstances in which subsection 66.7(4) ap- 
plied, that subsection continued to apply to the taxpayer 
in respect of the original disposition as if subsequent suc- 
cessors were the same person as the taxpayer, and 


(iii) each designation made under _ subparagraph 
66.7(4)(a)(iii) in respect of an amount that became receiv- 
able before the particular time were made before the par- 
ticular time, 


(b) the amount, if any, by which the total of all amounts each 
of which became receivable at or before the particular time 
and before 1993 by the taxpayer and is included in comput- 
ing the amount determined under subparagraph 66.7(5)(a)(ii) 
in respect of the original disposition exceeds the amount, if 
any, by which 


(1) where the taxpayer disposed of all or part of the pro- 
perty before the particular time in circumstances in which 
subsection 66.7(5) applied, the amount that would be de- 
termined at the particular time under subparagraph 
66.7(5)(a)(i) in respect of the original disposition if that 
subparagraph continued to apply to the taxpayer in re- 
spect of the original disposition as if subsequent succes- 
sors were the same person as the taxpayer, and 


(ii) in any other case, the amount determined at the partic- 
ular time under subparagraph 66.7(5)(a)(i) in respect of 
the original disposition 


exceeds 


(iii) the amount that would be determined at the particular 
time under subparagraph 66.7(5)(a)(ii) in respect of the 
original disposition if that subparagraph were read with- 
out reference to the words “‘or the successor’, wherever 
they appear therein, and if amounts that became receiva- 
ble after 1992 were not taken into account, and 


(c) where 


(i) after the original disposition and at or before the par- 
ticular time, the taxpayer disposed of all or part of the 
property in circumstances in which subsection 66.7(4) ap- 
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plied, otherwise than by way of an amalgamation or 
merger or solely because of the application of paragraph 
66.7(10)(c), and 


(ii) the winding-up of the taxpayer began at or before that 
time or the taxpayer’s disposition referred to in subpara- 
graph (i) (other than a disposition under an agreement in 
writing entered into before December 22, 1992) occurred 
after December 21, 1992, 

nil, 

M is the total amount of assistance that the taxpayer has received or 
is entitled to receive in respect of any Canadian development 
expense (including an expense that has become a Canadian ex- 
ploration expense of the taxpayer by virtue of subsection 
66.1(9)) incurred after 1980 or that can reasonably be related to 
Canadian development activities after 1980, 


M.1 is the total of all amounts by which the cumulative Canadian 
development expense of the taxpayer is required because of sub- 
section 80(8) to be reduced at or before that time, 


N_is the total of all amounts that are required to be deducted before 
that time under subsection 66(14.2) in computing the taxpayer’s 
cumulative Canadian development expense, and 


O is the total of all amounts that are required to be deducted before 
that time under paragraph 66.7(12)(c) in computing the tax- 
payer’s cumulative Canadian development expense. 


Related Provisions: 13(34), Reg. 1102(1)(a) — Deductible expenses; 35(1)(c) — 
Prospectors and grubstakers; 50(1)(a) — Deemed disposition where debt becomes bad 
debt; 59(3.2) — Recovery of exploration & development expenses; 66(12.1) — Limita- 
tions of Canadian exploration & development expenses; 66(12.3) — Unitized oil or gas 
field in Canada; 66.2(7) — Exception; 66.4(1) — Recovery of costs; 66.7(4) — Deduc- 
tion to successor corporation; 70(5.2) — Resource properties and land inventories of 
deceased; 79(4)(c) — Subsequent payment by debtor following surrender of property 
deemed to be repayment of assistance; 79.1(8) — No claim for principal amount of bad 
debt where property seized by creditor; 80(8)(c) — Reduction of CCDE on debt for- 
giveness; 96(2.2)(d) — at-risk amount; 104(5.2) — Trusts — 21-year deemed disposi- 
tion; 248(16), (16.1) — GST or QST input tax credit/refund and rebate deemed to be 
assistance; 248(18), (18.1) — GST or QST — repayment of input tax credit or refund; 
257 — Formula cannot calculate to less than zero; 261(7)(d) — Functional currency 
reporting. See also at end of s. 66.2. 


History: The opening words of the description of F in the definition “cumulative Ca- 
nadian development expense” in subsec. 66.2(5) amended by 2003, c. 28, subsec. 6(3), 
applicable after December 20, 2002. The opening words formerly read: 


F is the total of all amounts each of which is an amount in respect of a pro- 
perty described in paragraph (b), (e) or (f) of the definition “Canadian re- 
source property” in subsection 66(15) or a right to or interest in such a pro- 
perty, other than such a right or interest that the taxpayer has by virtue of 
being a beneficiary of a trust, (in this description referred to as the “‘particu- 
lar property”) disposed of by the taxpayer before that time equal to the 
amount, if any, by which 


Cls. (b)(i)(D) and (b)(ii)(E) added to the description of F in the definition “cumulative 
Canadian development expense” in subsec. 66.2(5) added by 1995, c. 21, subsecs. 
23(2) and (3), applicable to taxation years that end after February 21, 1994. 


The description of M.1 added to the definition “cumulative Canadian development ex- 
pense” in subsec. 66.2(5) and the corresponding formula amended by 1995, c. 21, sub- 
secs. 23(1) and (4), applicable to taxation years that end after February 21, 1994. 


All that portion of the description of F in the definition “cumulative Canadian develop- 
ment expense” in subsec. 66.2(5) following para. (a) substituted by 1994, c. 21, subsec. 
29(1), applicable to taxation years ending after February 17, 1987. That portion of the 
description of F formerly read: 


exceeds the amount equal to 


(b) where the proceeds of disposition referred to in paragraph (a) may rea- 
sonably be attributed to the disposition of a property that was acquired by 
the taxpayer in circumstances in which subsection 66.7(4) applies to the tax- 
payer as successor, the lesser of 


(i) the amount determined under paragraph (a) in respect of the property, 
and 


(ii) the total of all amounts each of which is an amount that would be 
determined at that time under paragraph 66.7(4)(a) in respect of the ac- 
quisition of the property by the taxpayer if that paragraph were read 
without reference to “30% of”, and 


(c) in any other case, nil, 


The description of L in the definition “cumulative Canadian development expense” in 
subsec. 66.2(5) substituted by 1994, c. 21, subsec. 29(2), applicable to taxation years 
ending after December 21, 1992, except that where a taxpayer so elects by notifying 
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the Minister of National Revenue in writing by December 31, 1994, the description of 
L shall apply in respect of the taxpayer to taxation years ending after February 17, 
1987; and, notwithstanding subsecs. 152(4) to (5), such assessments and determinations 
in respect of any taxation year shall be made as are necessary to give effect to the 
election. That description formerly read: ; 

Lis the amount by which the total of all amounts each of which is an amount 
determined under subsection 66.4(1),in respect of a taxation year of the tax- 
payer ending at or before that time exceeds. the total of all amounts each of 
which is the lesser of 

(a) the amount that would be determined at that time under paragraph 
66.7(4)(a) in respect of the acquisition of property from a particular 
original owner or predecessor owner, of the property by the taxpayer if 
that paragraph were read without reference to “30% of’, and 
(b) the amount, if any, by which the total of the amounts that became 
receivable at or before that time by the taxpayer and that are described 
in subparagraph 66.7(5)(a)(ii) in respect of the disposition of property 
acquired from the particular original owner or predecessor owner ex- 
ceeds the amount determined in subparagraph 66.7(5)(a)(i) in respect of 
the acquisition of that property, 
D.1 and its description added the definition “cumulative Canadian development ex- 
pense” in subsec. 66.2(5) by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 40(3)and (3.1), 
applicable to taxation years beginning after February 17, 1987. 
Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-125R4: Dispositions of 
resource properties; IT-273R2: Government assistance — general comments. 


(5.1) Application of subsecs. 66(15), 66.1(6) and 66.4(5) — 
The definitions in subsections 66(15), 66.1(6) and 66.4(5) apply to 
this section. 


Origin of subsec. 66.2(5.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in 
the opening words of subsecs. 66(15), 66.1(6) and 66.4(5)). 


(6) Presumption [partner’s share] — Except as provided in 
subsection (7), where a taxpayer is a member of a partnership, the 
taxpayer’s share of any amount that would be an amount referred to 
in the description of D in the definition “cumulative Canadian de- 
velopment expense” in subsection (5), in paragraph (a) of the 
description of F in that definition or in the description of G or M in 
that definition in respect of the partnership for a taxation year of the 
partnership if section 96 were read without reference to paragraph 
96(1)(d) shall, for the purposes of this Act, be deemed to be an 
amount referred to in the description of D in the definition “cumula- 
tive Canadian development expense” in subsection (5), in paragraph 
(a) of the description of F in that definition or in the description of 
G or M in that definition, whichever is applicable, in respect of the 
taxpayer for the taxation year of the taxpayer in which the partner- 
ship’s taxation year ends. 
Related Provisions: 59(1.1)— Parallel rule for foreign resource property; 
66.4(6) — Parallel rule for CCOGPE. 
History: Subsec. 66.2(6) amended by 1994, c..7, Sch. IE. (1991, c. 49), subsec. 40(4), 
applicable after January 1990. Subsec. (6). formerly read: 
(6) Except as provided in subsection (7), where a taxpayer is a member of a 
partnership, the taxpayer’s share of any amount that would be an amount re- 
ferred to in paragraph (a) of the description of F in the definition “cumulative 
Canadian development expense’’ in subsection (5) or in the description of G or 
M in that definition in respect of the partnership for a taxation year of the part- 
nership if section 96 were read without reference to paragraph 96(1)(d) shall, for 
the purposes of this Act, be deemed to be an amount referred to in paragraph (a) 
of the description of F in the definition “cumulative Canadian development ex- 
pense” in subsection (5) or in the description of G or.M in that definition, as the 
case may be, in respect of the taxpayer for the taxation year of the taxpayer in 
which the partnership’s taxation year ends. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Goyernment assistance — general comments; IT-353R2: Partnership interest — some 
adjustments to cost base (archived). 

1.T. Technical News: 12 (adjusted cost base of partnership interest — subparagraph 
53(1)(e)(viii)). 


(7) Exception — Where a non-resident person is a member of a 
partnership that is deemed under paragraph 115(4)(b) to have dis- 
posed of any Canadian resource property, the person’s share of any 
amount that would be an amount referred to in the description of D 
in the definition “cumulative Canadian development expense” in 
subsection (5), in paragraph (a) of the description of F in that defi- 
nition or in the description of G or M in that definition in respect of 
the partnership for a taxation year of the partnership if section 96 
were read without reference to paragraph 96(1)(d) shall, for the pur- 
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poses of this Act, be deemed to be an amount’ referred to in the 
description of D in the definition “cumulative Canadian develop- 
ment expense” in subsection (5), in paragraph (a) of the description 
of F in that definition or in the description of G or M in that defini- 
tion, whichever is applicable, in respect of the person for the taxa- 
tion year of the person that is deemed under paragraph 115(4)(a) to 
have ended. 


History: Subsec. 66.2(7) substituted by 1994, c: 7, Sch. II (1991, ¢. 49), subsec. 40(4), 
applicable after January 1990. Subsec. 66.2(7) formerly read: 


(7) Where a non-resident person is a member of a partnership that is deemed 
under paragraph 115(4)(b) to have disposed of a property, the non-resident per- 
son’s share of any amount that would be an amount referred to in paragraph (a) 
of the description of F in the definition “cumulative Canadian development ex- 
pense” in subsection (5) or in the description of G or M in that definition in 
respect of the partnership for a taxation year of the partnership if section 96 were 
read without reference to paragraph 96(1)(d) shall, for the purposes of this Act, 
be deemed in respect of the non-resident person to be an amount referred to in 
paragraph (a) of the description of F in the definition “cumulative Canadian de- 
velopment expense” in subsection (5) or in the description of G or M in that 
definition, as the case may be, for the taxation year of the non-resident person 
that is deemed under paragraph 115(4)(a) to have ended. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments. 


(8) Presumption — Where pursuant to the terms of an arrange- 
ment in writing entered into before December 12, 1979 a taxpayer 
acquired a property described in paragraph (a) of the definition “Ca- 
nadian oil and gas property expense” in subsection 66.4(5), for the 
purposes of this Act, the cost of acquisition shall be deemed to be a 
Canadian development expense incurred at the time the taxpayer 
acquired the property. 


Related Provisions [s. 66.2]: 66(5) — Dealers; 66(18) — Members of partnerships; 
66.7 — Successor rules; 66.8(1) — Resource expenses of limited partner; 87(1.2) — 
New corporation deemed continuation of predecessor; 88(1.5) — Winding-up — par- 
ent deemed continuation of subsidiary. 


Selected Cases [s. 66.2]: Gulf Canada Ltd. v. Canada, [1991] 1 C.T.C. 99 (FCTD); 
aff'd [1992] 1 C.T.C. 183 (FCA); leave to appeal to SCC refused (1992), 141 N.R. 393 
(note), (sub nom. Gulf Canada Ltd. vy. MNR) (Interpretation of: “Canadian exploration 


expenses”, “ taxable production profits”). 


Definitions [s. 66.2]: “amount” — 248(1); “assistance” — 66(15), 66.1(6.1), 79(4), 
125.4(5), 248(16), (16.1), (18), (18.1); “Canada” — 255, Interpretation Act 8(2.1), 
(2.2); “Canadian development expense” — 66.2(5), (8), 248(1); “Canadian exploration 
expense” — 66.1(6), 248(1); “Canadian exploration and development expense” — 
66(15), 66.2(5.1); “Canadian exploration expense” — 66.1(6), 248(1); “Canadian oil 
and gas property expense” — 66.4(5), 248(1); “Canadian resource property” — 66(15), 
248(1); “corporation” — 248(1), Interpretation Act 35(1); “disposition” — 54, 
66.2(5.1), 66.4(5); “expense” — 66(15), 66.2(5.1); “fiscal period” — 249(2)(b), 249.1; 
“Her Majesty” — Interpretation Act 35(1); “mineral resource”’, “non-resident”, “oil or 
gas well”, “person”, “prescribed” — 248(1); “proceeds of disposition”. — 54, 66.2(5.1), 
66.4(5); “property”, “share” — 248(1); “taxation year” — 11(2), 249; “taxpayer” — 
248(1); “writing” — Interpretation Act 35(\). 
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Canadian development expenses”, 


66.21 [Foreign resource expenses] — (1) Definitions — The 
definitions in this subsection apply in this section. 


“adjusted cumulative foreign resource expense” of a taxpayer, in 
respect of a country, at the end of a taxation year means the total of 


(a) the cumulative foreign resource expense of the taxpayer, in 
respect of that country, at the end of the year; and 


(b) the amount, if any, by which 


(i) the total determined under paragraph 66.7(13.2)(a) in re- 
spect of that country and the taxpayer for the year 


exceeds 


(ii) the amount that would, but for paragraph (3)(c), be deter- 
mined under subsection (3) in respect of that country and the 
taxpayer for the year. 


“cumulative foreign resource expense” of a taxpayer, in respect 
of a country other than Canada at a particular time, means the 
amount determined by the formula 


(A+B+C+D)-(E+F+G+H+1+J) 
where 
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A is the total of all foreign resource expenses, in respect of that 
country, made or incurred by the taxpayer 


(a) before the particular time, and 


(b) at a time (in this definition referred to as a 
time’) 
(i) at which the taxpayer was resident in Canada, and 
(ii) where the taxpayer became resident in Canada before 
the particular time, that is after the last time (before the 
particular time) that the taxpayer became resident in 
Canada; 


Bis the total of all amounts required to be included in computing 
the amount referred to in paragraph 59(3.2)(c.1) in respect of 
that country, for taxation years that ended before the particular 
time and at a resident time; 


Proposed Amendment — 66.21(1)“cumulative 
foreign resource expense’”B | 
Application: The November 5, 2010 draft legislation (misc. technical), s. 9, will 
amend the description of B in the definition “cumulative foreign resource expense” in 
subsec. 66.21(1) to substitute “amounts included” for “amounts required to be in- 
cluded”, applicable to taxation years that end after November 5, 2010. . 
Technical Notes: A taxpayer’s “cumulative foreign resource expense” (CFRE) in 
respect of a country includes the taxpayer’s undeducted pool of foreign resource ex- 


“resident 


penses in respect of the country. A taxpayer is generally permitted a deduction under 


subsection 66.21(4) with respect to a positive CFRE on a country-by-country basis. A 
“negative” CFRE is included in a taxpayer’s income under subsection 66.21 (3). 

The description of B, in the formula in the definition of CFRE, adds negative CFRE 
amounts that are required to be included in a taxpayer’s income during previous taxa- 
tion years. The description of B is amended to ensure that only amounts that were 
included in a taxpayer’s income _ a taxation aot are added to the tax- 
payer’s CFRE pool. i : 


Cis the total of all amounts referred to in the description of F or G 
that are established by the taxpayer to have become a bad debt 
before the particular time and at a resident time; 


D is the total of all specified amounts determined under subsection 
66.7(13.2), in respect of the taxpayer and that country, for taxa- 
tion years that ended before the particular time and at a resident 
time; 

E_ is the total of all amounts deducted, in computing the taxpayer’s 
income for a taxation year that ended before the particular time 
and at a resident time, in respect of the taxpayer’s cumulative 
foreign resource expense in respect of that country; 


F is the total of all amounts each of which is an amount in respect 
of a foreign resource property, in respect of that country, (in this 
description referred to as the “particular property”) disposed of 
by the taxpayer equal to the amount, if any, by which 


(a) the amount designated under subparagraph 59(1)(b)(ii) by 
the taxpayer in respect of the portion of the proceeds of that 
disposition that became receivable before the particular time 
and at a resident time 


exceeds 
(b) the amount, if any, by which 


(i) the total of all amounts that would be determined 
under paragraph 66.7(2.3)(a), immediately before the 
time (in this paragraph referred to as the “relevant time’’) 
when such proceeds of disposition became receivable, in 
respect of the taxpayer, that country and an original 
owner of the particular property (or of any other property 
acquired by the taxpayer with the particular property in 
circumstances to which subsection 66.7(2.3) applied and 
in respect of which the proceeds of disposition became 
receivable by the taxpayer at the relevant time) if 


(A) amounts that became receivable at or after the rel- 
evant time were not taken into account, 


(B) paragraph 66.7(2.3)(a) were read without. refer- 
ence to “30% of’, and 


(C) no reduction under subsection 80(8) at or after the 
relevant time were taken into account, 
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exceeds the total of 


(ii) all amounts that would be determined under paragraph 
66.7(2.3)(a) at the relevant time in respect of the taxpayer, 
that country and an original owner of the particular pro- 
perty (or of that other property) if 


(A) amounts that became receivable after the relevant 
time were not taken into account, 


(B) paragraph 66.7(2.3)(a) were read without refer- 
ence to “30% of’, and 


(C) no reduction under subsection 80(8) at or after the 
relevant time were taken into account, and 


(iii) the portion of the amount otherwise determined under 
this paragraph that was otherwise applied to reduce the 
amount otherwise determined under this description; 


G is the total of all amounts, in respect of that country, each of 
which is an amount included in the amount determined under 
this description by reason of subsection 66(12.41) that became 
receivable by the taxpayer before the particular time and at a 
resident time; 


H is the total of all amounts each of which is an amount received 
before the particular time and at a resident time on account of 
any amount referred to in the description of C; 


I is the total of all amounts each of which is an amount by which 
the cumulative foreign resource expense of the taxpayer, in re- 
spect of that country, is required, by reason of subsection 80(8), 
to be reduced at or before the particular time and at a resident 
time; and 


J is the total of all amounts each of which is an amount that is 
required to be deducted, before the particular time and at a resi- 
dent time, under paragraph 66.7(13.1)(a) in computing the tax- 
payer’s cumulative foreign resource expense. 

Related Provisions: 104(5.2) — Trusts — 21-year deemed disposition; 248(1)“for- 

eign resource property” — Meaning of foreign resource property in respect of a coun- 

try; 257 — Formula cannot calculate to less than zero; 261(7)(d) — Functional cur- 
rency reporting. 


“foreign resource expense” of a taxpayer, in respect of a country 
other than Canada, means 


(a) any drilling or exploration expense, including any general 
geological or geophysical expense, incurred by the taxpayer on 
or in respect of exploring or drilling for petroleum or natural gas 
in that country, 


(b) any expense incurred by the taxpayer for the purpose of de- 
termining the existence, location, extent or quality of a mineral 
resource in that country, including any expense incurred in the 
course of 


(i) prospecting, 
(ii) carrying out geological, 
surveys, 


(iii) drilling by rotary, diamond, percussion or other methods, 
or 


(iv) trenching, digging test pits and preliminary sampling, 
(c) the cost to the taxpayer of any of the taxpayer’s foreign re- 
source property in respect of that country, 

(d) any annual payment made by the taxpayer for the preserva- 
tion of a foreign resource property in respect of that country, and 


(e) subject to section 66.8, the taxpayer’s share of an expense, 
cost or payment referred to in any of paragraphs (a) to (d) that is 
made or incurred by a partnership in a fiscal period of the part- 
nership that begins after 2000 if, at the end of that period, the 
taxpayer was a member of the partnership 


but does not include 


geophysical or geochemical 


(f) an expenditure that is the cost, or any part of the cost, to the 
taxpayer of any depreciable property of a prescribed class, 


(g) an expenditure incurred at any time after the commencement 
of production from a foreign resource property of the taxpayer in 
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ofder to evaluate the feasibility of a method of recovery of pe- 
troleum, natural gas or related hydrocarbons from the portion of 
a natural reservoir to which the foreign resource property relates, 


(h) an expenditure (other than a drilling expense) incurred at any 
time after the commencement of production from a foreign re- 
source property of the taxpayer in order to assist in the recovery 
of petroleum, natural gas or related hydrocarbons from, the por- 
tion of a natural reservoir to. which. the foreign resource Deopenty 
relates, 


(i) an expenditure, incurred at any time, that relates to the injec- 
tion of any substance to assist in the recovery of petroleum, nat- 
ural gas or related hydrocarbons from a natural reservoir, 


(j) an expenditure incurred by the taxpayer, unless the ia) 
ture was made 


(i) for the acquisition of foreign re resource prope RI by the tax- 
payer, or 


(ii) for the purpose of 


(A) enhancing the value of foreign resource property that 
the taxpayer owned at the time the expenditure was in- 
curred or that the taxpayer had a reasonable “fase apie 
of owning after that time, or » 


(B) assisting in evaluating whether a foreign resource pro- 
perty is to be acquired by the taxpayer, or 


(k) the taxpayer’s share of any cost or expenditure referred to in 
any of paragraphs (f) to (j) that is incurred by a partnership. 
Related Provisions: 66(18) — Expenses of partnerships; 66.7(2:3) — Successor of 
foreign resource expenses; 248(1)‘‘foreign resource expense” — Definition applies to 


entire Act; 248(1)“foreign resource property” — Meaning of foreign resource property 
in respect of a country. ' 


“foreign resource income” of a taxpayer for a taxation year, in 
respect of a country other than Canada, means the total of 


(a) that part of the taxpayer’s income for the year, determined 
without reference to subsections (4) and 66(4), that is reasonably 
attributable to 


(1) the production of petroleum or natural gas from natural 
accumulations of petroleum or natural gas in that country or 
from oil or gas wells in that country, or 


(ii) the production of minerals from mines in that country; 


(b) the taxpayer’s income for the year from royalties in respect 
of a natural accumulation of petroleum or natural gas in that 
country, an oil or gas well in that country or a mine in that coun- 
try, determined without reference to subsections (4) and 66(4); 
and 


(c) all amounts each of which is an amount, in respect of a for- 
eign resource property in respect of that country that has been 
disposed of by the taxpayer, equal to the amount, if any, by 
which 


(i) the amount included in computing the taxpayer’s income 
for the year by reason of subsection 59(1) in respect of that 
disposition 

exceeds 


(ii) the total of all amounts each of which is that portion of an 
amount deducted under subsection 66.7(2) in computing the 
taxpayer’s income for the year that 


(A) can reasonably be considered to be in respect of the 
foreign resource property, and 


(B) cannot reasonably be considered to have reduced the 
amount otherwise determined under paragraph (a) or (b) 
' in respect of the taxpayer for the year. 


Related Provisions: 248(1)‘foreign resource property” — Meaning of foreign re- 
source property in respect of a country. 


“foreign resource loss” of a taxpayer for a taxation year in respect 
of a country other than:Canada means the taxpayer’s loss for the 
year in respect of the country determined in‘ accordance with the 


S. 66.21(4)(a)(ii)(C) 


definition “foreign resource income” with such gS Aaa as the 
circumstances require. 


“global foreign resource limit” of a taxpayer for a taxation year 
means the amount that’is the lesser of » 


(a) the amount, if any, by which 


(i) the amount determined under subparagraph 66(4)(b)(ii) in 
respect of the taxpayer for aie year 


exceeds the total of 


(ii) the total of all amounts each of which is the maximum 
amount that the taxpayer would be permitted to deduct, in 
respect of a country, under subsection (4) in computing the 
taxpayer’s income for the year if, in its application to the 
year, subsection (4) were read without reference to paragraph 
(4)(b), and 


(iii) the amount deducted for the year under subsection 66(4) 
in computing the taxpayer’s income for the year; and 


(b) the amount, if any, by which 


(i) 30% of the total of all amounts each of which is, at the 
end of the year, the taxpayer’s.adjusted cumulative foreign 
resource expense in respect. of a country 


exceeds 
(11) the total described in subparagraph (a)(ii). 
Related Provisions: 66(13.1) — Short, taxation, year. 


(2) Application of subsection 66(15) — The definitions in sub- 
section 66(15) apply in this section. 


(3) Amount to be included in income — For the purpose of 
paragraph 59(3.2)(c:1), the amount referred to’ in this subsection in 
respect of a taxpayer for a taxation: year is the amount, if any; by 
which 


(a) the total of all amounts referred to in the descriptions of E to 
J in the definition “cumulative foreign resource expense” in sub- 
section (1) that are deducted in computing the taxpayer’s cumu- 
lative foreign resource expense. at the end of, the year in respect 
of a country 


exceeds the total of 


(b) the total of all amounts referred to in the descriptions of A to 
D in the definition “cumulative ‘foreign resource expense” in 
subsection (1) that are included in computing the taxpayer’s cu- 
mulative foreign resource expense at the end of the year in re- 
spect. of the country, and 


(c) the total determined under paragraph 66.7(13.2)(a) for the 
year in respect of the taxpayer and the country. 
Related Provisions: 59(3.2)(c.1) Income inclusion; 66(5)— No application to 
certain dealers; 66(11.4)(c) — Change of control; 66.8(1) — Resource expenses of lim- 
ited partner; 70(5.2)(a) — Death of taxpayer; 87(1:2) — Amalgamation — continuing 
corporation; 88(1.5) — Windup — parent continuation of subsidiary. 


(4) Deduction for cumulative foreign resource expense — 
In computing a taxpayer’s income for a taxation year throughout 
which the taxpayer is resident in Canada, the taxpayer may deduct 
the amount claimed by the taxpayer, in respect of a country other 
than Canada, not exceeding the total of 


(a) the greater of 


(i) 10% of a particular amount equal to‘ the! taxpayer’s ad- 
justed cumulative foreign resource expense in respect of the 
country at the end.of the year, and 


(ii) the least of 


(A) if the taxpayer ceased to be resident in Canada imme- 
diately after the end of the year, the particular amount, 


(B) if clause (A) does not apply,:30% of the particular 
amount, 


(C) the amount, if any, by ‘which the taxpayer’s foreign 
resource income for the year in respect of the country ex- 
ceeds the portion of the amount, deducted under subsec- 
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tion 66(4) in computing the taxpayer’s income for the 
year, that applies to a source in the country, and 


(D) the amount, if any, by which 


(1) the total of all amounts each of which is the tax- 
payer’s foreign resource income for the year in respect 
of a country 


exceeds the total of 


(II) all amounts each of which is the taxpayer’s for- 
eign resource loss for the year in respect of a country, 
and 


(III) the amount deducted under subsection 66(4) in 
computing the taxpayer’s income for the year, and 


(b) the lesser of 


(i) the amount, if any, by which the particular amount ex- 
ceeds the amount determined for the year under paragraph 
(a) in respect of the taxpayer, and 


(ii) that portion of the taxpayer’s global foreign resource 
limit for the year that is designated for the year by the tax- 
payer, in respect of that country and no other country, in pre- 
scribed form filed with the Minister with the taxpayer’s re- 
turn of income for the year. 
Related Provisions: 20(1)(hh) — Repayments of inducements; 66(5) — No applica- 
tion to certain dealers; 66(11.4)(c) — Change of control; 66(13.1) — Short taxation 
year; 66.8(1) — Resource expenses of limited partner; 70(5.2)(a) — Death of taxpayer; 
87(1.2) — Amalgamation — continuing corporation; 88(1.5) — Windup — parent 
continuation of subsidiary; 96(1)(d)(ii) — Partnerships — no deduction for resource 
expenses; 110.6(1)“investment expense”’(d) — Effect of claim under 66.21(4) on capi- 
tal gains exemption; 115(4.1) — Taxable income earned in Canada — foreign resource 
pool expenses; 127.52(1)(e) — Add-back of deduction for minimum tax purposes. 


(5) Individual changing residence — Where at any time in a 
taxation year an individual becomes or ceases to be resident in 
Canada, 


(a) subsection (4) applies to the individual as if the year were the 
period or periods in the year throughout which the individual 
was resident in Canada; and 


(b) for the purpose of applying this section, subsection 66(13.1) 
does not apply to the individual for the year. 


History: S. 66.21 added by 2001, c. 17, s. 47, applicable to taxation years that begin 
after 2000. 


Definitions [s. 66.21]: “adjusted cumulative foreign resource expense” — 66.21(1); 
“amount” — 248(1); “Canada” — 255, Interpretation Act 35(1); “commencement” — 
Interpretation Act 35(1); “cumulative foreign resource expense” — 66.21(1); “depre- 
ciable property” — 13(21), 248(1); “disposition” — 248(1); “drilling or exploration ex- 
pense”, “expense” — 66(15), 66.21(2); “fiscal period” — 249.1; “foreign resource ex- 
pense” — 66.21(1), 248(1); “foreign resource income”, “foreign resource loss” — 
66.21(1); “foreign resource property” — 66(15), 248(1); “global foreign resource 
limit” — 66.21(1); “in respect of that country” — 248(1)“foreign resource property”; 
“individual”, “mineral”, “mineral resource”, “Minister”, “oil or gas’ well” — 248(1); 
“original owner” — 66(15), 66.21(2); “prescribed” — 248(1); “production” — 66(15), 
66.21(2); “property” — 248(1); “related” — 251(2)-(6); “resident”, “resident in Can- 
ada” — 250; “share” — 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


66.3 (1) Exploration and development shares — Any shares 
of the capital stock of a corporation or any interest in any such 
shares or right thereto acquired by a taxpayer under circumstances 
described in paragraph (i) of the definition “Canadian exploration 
expense” in subsection 66.1(6), paragraph (g) of the definition “Ca- 
nadian development expense” in subsection 66.2(5) or paragraph 
(c) of the definition “Canadian oil and gas property expense” in 
subsection 66.4(5) 


(a) shall, if acquired before November 13, 1981, be deemed 
(i) not to be a capital property of the taxpayer, 
(ii) subject to subsection 142.6(3), to be inventory of the tax- 
payer, and 
(ili) to have been acquired by the taxpayer at a cost to the 
taxpayer of nil; and 


(b) shall, if acquired after November 12, 1981, be deemed to 
have been acquired by the taxpayer at a cost to the taxpayer of 
nil. 


Income Tax Act, Part I, Division B 


History: Para. 66.3(1)(a) amended by 1995, c. 21, s. 51, applicable to taxation years 
that begin after October 1994. The para. formerly read: 


(a) shall, if acquired before November 13, 1981, be deemed not to be a capital 
property of the taxpayer but to be inventory of the taxpayer acquired at a cost to 
the taxpayer of nil, and 


Interpretation Bulletins: IT-503: Exploration and development shares (archived). 


(2) Deductions from paid-up capital — Where, at any time af- 
ter May 23, 1985, a corporation has issued a share of its capital 
stock under circumstances described in paragraph (i) of the defini- 
tion “Canadian exploration expense” in subsection 66.1(6), para- 
graph (g) of the definition “Canadian development expense” in sub- 
section 66.2(5) or paragraph (c) of the definition “Canadian oil and 
gas property expense” in subsection 66.4(5) or has issued a share of 
its capital stock on the exercise of an interest in or right to such a 
share granted under circumstances described in any of those 
paragraphs, in computing, at any particular time after that time, the 
paid-up capital in respect of the class of shares of the capital stock 
of the corporation that included that share 


Proposed Amendment — 66.3(2) opening words 


(2) Deductions. from paid-up capital —If, at any time after 
May 23, 1985, a corporation has issued a share of its capital stock 
under circumstances described in paragraph (i) of the definition 
“Canadian exploration expense” in subsection 66. 1(6), paragraph 
(g) of the definition “Canadian development expense” in subsec- 
tion 66.2(5) or paragraph (c) of the definition “Canadian oil and 
gas property expense” in subsection 66.4(5) or has issued a share 
of its capital stock on the exercise of an interest in or right to — 
or, for civil law, a right in or to——such a share granted under — 
circumstances described in any of those paragraphs, in computing, 
at any particular time after that time, the paid-up capital in respect 
of the class of shares of the vaptials stock of the SHBOLAN ONS that 
included that share __ 

Application: The July 16, 2010 dealt eases an se s. 200, will 
amend the opening words of subsec. 66. 3(2) t to read as above, to come into force on 
Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(a) there shall be deducted the amount, if any, by which 


(i) the increase as a result of the issue of the share in the 
paid-up capital, determined without reference to this subsec- 
tion as it applies to the share, in respect of all of the shares of 
that class 


exceeds 
(11) the amount, if any, by which 


(A) the total amount of consideration received by the cor- 
poration in respect of the share, including any considera- 
tion for the interest or right in respect of the share 


exceeds 


(B) 50% of the amount of the expense referred to in para- 
graph (i) of the definition “Canadian exploration ex- 
pense” in subsection 66.1(6), paragraph (g) of the defini- 
tion “Canadian development expense” in subsection 
66.2(5) or paragraph (c) of the definition “Canadian oil 
and gas property expense” in subsection 66.4(5) that was 
incurred by a taxpayer who acquired the share or the in- 
terest or right on the exercise of which the share was is- 
sued, as the case may be, pursuant to an agreement with 
the corporation under which the taxpayer incurred the ex- 
pense solely as consideration for the share, interest or 
right, as the case may be; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of that class paid by the corporation after May 
23, 1985 and before the particular time 
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exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the total of all amounts each of which is an amount re- 
quired by paragraph (a) to be deducted in computing the 
paid-up capital in respect of that class of shares after May 22, 
1985 and before the particular time. 


(3) Cost of flow-through shares — Any flow-through share 
(within the meaning assigned by subsection 66(15)) of a corpora- 
tion acquired by a person who was a party to the agreement pursu- 
ant to which it was issued shall be deemed to have been acquired by 
the person at 4 cost to the person of nil. 


Selected Cases [subsec. 66.3(3)]: JES Investments Ltd. v. R., [2008] 1 C.T.C. 211 
(FCA) (Loss denied where shares were not flow-through, but prescribed). 


(4) Paid-up capital — Where, at any time after February, 1986, a 
corporation has issued a flow-through share (within the meaning as- 
signed by subsection 66(15)), in computing, at any particular time 
after that time, the paid-up capital in respect of the class of shares of 
the capital stock of the corporation that included that share 


(a) there shall be deducted the amount, if any, by which 


(i) the increase as a result of the issue of the share in the 
paid-up capital, determined without reference to this subsec- 
tion as it applies to the share, in respect of all of the shares of 
that class 


exceeds 
(ii) the amount, if any, by which 


(A) the total amount of consideration received by the cor- 
poration in respect of the share 


exceeds 


(B) 50% of the total of the expenses that were renounced 
by the corporation under subsection. 66(12.6), (12.601), 
(12.62) or (12.64) in respect of the share; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of that class paid by the corporation after Febru- 
ary, 1986 and before the particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the total of all amounts each of which is an.amount re- 
quired by paragraph (a) to be deducted in computing the 
paid-up capital in respect of that class of shares after Febru- 
ary, 1986 and before the particular time. 


History: Cl. 66.3(4)(a)(ii)(B) amended by 1994, c. 8, s. 7, applicable after December 
2, 1992. Cl. (B) formerly. read: 


(B) 50% of the total of the expenses that were renounced by the corporation 

under subsection 66(12.6), (12.62) or (12.64) in respect of the share; and 
Related Provisions [s. 66.3]: 66(16) — Partnerships — person — taxation year; 
66.4(2) — Deduction — COGPE; 66.7 — Successor rules. 
Definitions [s. 66.3]: “amount” — 248(1); “capital property” — 54, 248(1); “class of 
shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); “dividend”, “in- 
ventory” — 248(1); “paid-up capital” — 89(1), 248(1); “person” — 66(16), 248(1); 
“share”, “taxpayer” — 248(1). 


66.4 [Canadian oil and gas property expenses] — (1) 
Recovery of costs — For the purposes of the description of B in 
the definition “cumulative Canadian oil and gas property expense” 
in subsection (5) and the description of L in the definition “cumula- 
tive Canadian development expense” in subsection 66.2(5) and for 
the purpose of subparagraph 64(1.2)(a)(i) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it applies to 
dispositions occurring before November 13, 1981, the amount de- 


S. 66.4(2)(a)(ii)(A) 


termined under this subsection in respect of a taxpayer for a taxa- 
tion year is the amount, if any, by which 


(a) the total of all amounts referred to in the descriptions of E to 
J in the definition “cumulative Canadian oil and gas property 
expense” in subsection (5) that are deducted in computing the 
taxpayer’s cumulative Canadian oil and gas property expense at 
the end of the year 


exceeds the total of 


(b) all amounts referred to in the descriptions of A to D.1 in the 
definition “cumulative Canadian oil and gas. property expense” 
in subsection (5) that are included in computing the taxpayer’s 
cumulative Canadian oil and gas property expense at the end of 
the year, and 


(c) the total determined under subparagraph 66.7(12.1)(c)(i) in 
respect of the taxpayer for the year. 


Related Provisions: 66(11) — Acquisition of control; 66(11.4)—— Change of con- 
trol; 66(13) — Limitation; 104(5.2) — Trusts — 21-year deemed disposition. See also 
at end of s. 66.4. 


History: The opening words of subsec. 66.4(1) substituted by 1994, c. 21, subsec. 
30(1), applicable to taxation years that end after February 17, 1987. The opening words 
of that subsec. formerly read: 


66.4 (1) For the purposes of the descriptions of A in the definition “cumulative 
Canadian. oil and gas property expense” in subsection (5) and L in the definition 
“cumulative Canadian development expense” in subsection 66.2(5), and of sub- 
paragraph 64(1.2)(a)(ii) of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as it read immediately before March 30, 1983, the amount 
determined under this subsection in respect of a taxpayer for a taxation year is 
the amount, if any, by which 


Subsec. 66.4(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 41(1), applica- 
ble to taxation years ending after February 17, 1987, except that with respect to such 
taxation years commencing before February 18, 1987, the reference to “(A to D.1)” in 
para. (b) shall be read as “(A to C)”. Subsec. 66.4(1) formerly read: 


66.4 (1) For the purposes of the descriptions of B in the definition “cumulative 
Canadian oil and gas property expense” in subsection (5) and L in the definition 
“cumulative Canadian development expense” in subsection 66.2(5), and of sub- 
paragraph 64(1.2)(a)(ii) of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as it read before March 30, 1983, the amount determined 
under this subsection in respect of a taxpayer for a taxation year is the amount, if 
any, by which 


(a) the total of all amounts referred to in the descriptions of E to J in the 
definition “cumulative Canadian oil and gas property expense” in subsection 
(5) that would be taken into account in computing the taxpayer’s cumulative 
Canadian oil and gas property expense at the end of the year 

exceeds 


(b) the total of all amounts referred to in the descriptions of A to C in the 
definition “cumulative Canadian oil and gas property expense”’.in subsection 
(5) that would be taken into account in computing his cumulative Canadian 
oil and gas property expense at the end of the year. 


1.T. Application Rules: 69 (meaning of “chapter 148 of -..”). 

(2) Deduction for cumulative Canadian oil and gas 
property expense — A taxpayer may deduct, in computing the 
taxpayer’s income for a taxation year, such amount as the taxpayer 
may claim not exceeding the total of 


(a) the lesser of 
(i) the total of 


(A) the taxpayer’s cumulative Canadian oil and gas pro- 
perty expense at the end of the year, and 


(B) the amount, if any, by which 


(1) the. total determined under. subparagraph 
66.7(12.1)(c)(i) in respect of the taxpayer for the year 
exceeds 


(II) the amount that would, but for paragraph (1)(c), be 
determined under subsection (1) in respect of the tax- 
payer for the year, and 
(ii) the amount, if any, by which the total of all amounts each 
of which is 
(A) an amount included in the taxpayer’s income for the 
year by virtue of a disposition in the year of inventory 
described in section 66.3 that was a share, any interest 


361 


S. 66.4(2}(a)(ii)(A) 


therein or right thereto acquired by the taxpayer under cir- 
cumstances described in paragraph (c) of the definition 
“Canadian oil and gas property expense” in subsection 
(5), or 


Proposed Amendment — 66.4(2)(a)(ii)(A) 


(A) an amount included in the taxpayer’s income for the 
year by virtue of a disposition in the year of inventory 
described in section 66.3 that was a share or any interest 
in or right to — or, for civil law, any right in or to—a 
share acquired by the taxpayer under circumstances de- 
scribed in paragraph (c) of the definition “Canadian oil 
and gas property expense” in subsection (5), or 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
201(1), will amend cl. 66. A(2)(a)(ii)(A)to read as cha to come into force on Royal 
Assent. , ' : 


Technical Notes (July 2010): See under 124), 


(B) an amount included by virtue of paragraph 12(1)(e) in 
computing the taxpayer’s income for the year to the ex- 
tent that it relates to inventory described in clause (A) 


exceeds 


(C) the total of all amounts deducted as a reserve by vir- 
tue of paragraph 20(1)(n) in computing the taxpayer’s in- 
come for the year to the extent that the reserve relates to 
inventory described in clause (A); and 


(b) 10% of the amount, if any, by which the amount determined 
under subparagraph (a)(i) exceeds the amount determined under 
subparagraph (a)(ii). 
Related Provisions: 20(1)(hh) — Repayments of inducements, etc.; 66(13.1) — 
Short taxation year; 66.2(2) — Deduction for cumulative CDE; 110.6(1)“investment 
expense’(d) — effect of claim under 66.4(2) on capital gains exemption; 
127.52(1)(e) — Add-back of deduction for minimum tax purposes. See also at end of s. 
66.4. 


History: Subpara. 66.4(2)(a)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
41(2), applicable to taxation years ending after February 17, 1987. Subpara. 
66.4(2)(a)(i) formerly read: 


(i) the amount of the taxpayer’s cumulative Canadian oil and gas property ex- 
pense at the end of the year, and 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-438R2: Crown charges — resource properties in Canada. 


(3), (4) [Repealed under former Act] 


(5) Definitions — In this section 


Related Provisions: 66(15.1) — Application to s. 66; 66.1(6.1) — Application to s. 
66.1; 66.2(5.1) — Application to s. 66.2. 


“Canadian oil and gas property expense” of a taxpayer means 
any cost or expense incurred after December 11, 1979 that is 


(a) the cost to the taxpayer of, including any payment for the 
preservation of a taxpayer’s rights in respect of, any property 
described in paragraph (a), (c) or (d) of the definition “Canadian 
resource property” in subsection 66(15), or any right to or inter- 
est in such property (other than a right or an interest that the 
taxpayer has by reason of being a beneficiary under a trust or a 
member of a partnership), or an amount paid to Her Majesty in 
right of the Province of Saskatchewan as a net royalty payment 
pursuant to a net royalty petroleum and natural gas lease that 
was in effect on March 31, 1977 to the extent that it can reasona- 
bly be regarded as a cost of acquiring the lease, 


Proposed Amendment — 66.4(5)“Canadian oil and 
gas property expense” (a) 

(a) the cost to the taxpayer of, including any payment for the 
preservation of a taxpayer’s rights in respect of, any property 
described in paragraph (a), (c) or (d) of the definition “Cana- 
dian resource property” in subsection 66(15) or any right to or 
interest in — or, for civil law, any right in or to — such pro- 
perty (other than a right or an interest that the taxpayer has by 
reason of being a beneficiary under a trust or a member of a 
partnership), or an amount paid to Her Majesty in right of the 


Income Tax Act, Part I, Division B 


Province of Saskatchewan as a net royalty payment pursuant to 
a net royalty petroleum and natural gas lease that was in effect 
on March 31, 1977 to the extent that it can reasonably be re- 
garded as a cost of acquiring the lease, 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
201(2), will amend para. (a) of the definition “Canadian oil and gas property ex- 
pense” in subsec. 66.4(5) to read as above, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


Proposed Amendment — 66.4(5)“Canadian oil and 
_ gas property expense’’(a) 


(a) the cost to the taxpayer of, including any payment for the 
preservation of a taxpayer’s rights in respect of, any property 
described in paragraph (a), (c) or (d) of the definition “Cana- 
dian resource property” in subsection 66(15) or any right to or 
interest in — or, for civil law, any right in or to — such pro- 
perty (other than a right or an interest that the taxpayer has by 
reason of being a beneficiary under a trust or a member of a 
partnership), or an amount paid to Her Majesty in right of the 
Province of Saskatchewan as a net royalty payment pursuant to 
a net royalty petroleum and natural gas lease that was in effect 
on March 31, 1977 to the extent that it can aboitn ieee be re- 
garded as a cost of acquiring the lease, 
Application: The July 16, 2010 draft legislation (Part 2. — bijuralism), subsec. 
201(3), will amend para. (a) of the definition “Canadian oil and gas property ex- 
pense” in subsec. 66.4(5) to read as above, applicable to taxation years that begin 
after 2006. 


Technical Notes (July 2010): See under 12(4). 


(b) subject to section 66.8, the taxpayer’s share of any expense 
referred to in paragraph (a) incurred by a partnership in a fiscal 
period thereof at the end of which the taxpayer was a member of 
the partnership, unless the taxpayer elects in respect of the share 
in prescribed form and manner on or before the day that is 6 
months after the taxpayer’s taxation year in which that period 
ends, or 


(c) any cost or expense referred to in paragraph (a) incurred by 
the taxpayer pursuant to an agreement in writing with a corpora- 
tion, entered into before 1987, under which the taxpayer in- 
curred the cost or expense solely as consideration for shares, 
other than prescribed shares, of the capital stock of the corpora- 
tion issued to the taxpayer or any interest in such shares or right 
thereto, 


Proposed Amendment — 66.4(5)“Canadian oil and 
gas property expense’ (c) 
(c) any cost or expense referred to in paragraph (a) incurred by 
the taxpayer pursuant to an agreement in writing with a corpo- 
~ ration, entered into before 1987, under which the taxpayer in- 
curred the cost or expense solely as consideration for shares, 
other than prescribed shares, of the capital stock of the corpo- 
ration issued to the taxpayer or any interest in or right to — or, 
for civil law, any right in or to — such shares, 

Application: The July 16, 2010 draft legislation (Part 2 —bijuralism), subsec. 
201(4), will amend para. (c) of the definition “Canadian oil and gas property ex- 

pense” in subsec. 66.4(5) to read as above, to come into force on, Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


but, for greater certainty, shall not include 


(d) any consideration given by the taxpayer for any share or any 
interest therein or right thereto, except as provided by paragraph 
(c), or 

(e) any expense described in paragraph (c) incurred by any other 
taxpayer to the extent that the expense was, 


(i) by virtue of that paragraph, a Canadian oil and gas pro- 
perty expense of that other taxpayer, 

(ii) by virtue of paragraph (i) of the definition “Canadian ex- 
ploration expense” in subsection 66.1(6), a Canadian explo- 
ration expense of that other taxpayer, or 
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(iii) by virtue of paragraph (g) of the definition “Canadian 
development expense” in subsection 66.2(5),.a Canadian de- 
velopment expense of that other taxpayer, 


but any amount of assistance that a taxpayer has received or is enti- 
tled to receive in respect of or related to the taxpayer’s Canadian oil 
and gas property expense shall not reduce the amount of any of the 
expenses described in any of paragraphs (a) to (c); 

Related Provisions: 49(2) — Where. option expires; 53(1)(e)(vii!l) — Addition to 
ACB — partnership. interest; 66(12.5)— Unitized oil or gas field in Canada; 
66.2(8) — Presumption; 66.3 — Exploration and development shares; 66.4(1) — Re- 
covery of costs; 66.4(2) — Deduction for cumulative COGPE; 248(1)Canadian oil 
and gas property expense” — Definition applies to entire Act; 248(16); (16.1) — GST 
or QST input tax credit/refund and rebate deemed to be assistance; 248(18), (18.1) — 
GST or QST — repayment of input tax credit or refund: See also at end of s. 66; Inter- 
pretation Act 8(2.1), (2.2)— Application to exclusive economic zone and continental 
shelf. See also at end of s. 66.4. 


History: Para. (a) of the definition “Canadian oil and gas property expense” in subsec. 
66.4(5) amended by 2003, c. 28, subsec. 7(2), applicable to taxation years that begin 
after 2006. Para. (a) formerly read: 


(a) notwithstanding paragraph 18(1)(m), the cost to the taxpayer of, including 
any payment for the preservation of a taxpayer’s rights in respect of, any pro- 
perty described in paragraph (a), (c) or (d) of the definition “Canadian resource 
property” in subsection 66(15) or any right to or interest in such property (other 
than such a right or an interest that the taxpayer has by reason of being a benefi- 
ciary under a trust or a member of a partnership) or an amount paid or payable to 
Her Majesty in right of the Province of Saskatchewan:as a net royalty payment 
pursuant to a net royalty petroleum and ‘natural gas lease that was in effect on 
March 31, 1977:to the extent that it can reasonably be regarded asa cost of 
acquiring the lease; but not including any payment made:to any of the persons 
referred to in subparagraph 18(1)(m)(i) for the preservation of a taxpayer’s rights 
in respect of a’\Canadian resource property nor a payment (other than a net roy- 
alty payment referred to in this paragraph) to which paragraph 18(1)(m) applied 
because of clause 18(1)(m)(ii)(B), 


Para. (a) of the definition “Canadian oil and gas property expense” in subsec. 66.4(5) 
amended by 2003, c. 28, subsec. 7(1), applicable after December 20, 2002. The para. 
formerly read: 


(a) notwithstanding paragraph’ 18(1)(m), the cost to the taxpayer of any property 
described in paragraph (a), (c) or (d) of the definition “Canadian resource pro- 
perty” in subsection 66(15) or a right to or interest in such property (other than 
such a right or interest that the taxpayer has by reason of being a beneficiary of a 
trust) or an amount paid or payable to Her Majesty in right of the Province of 
Saskatchewan as a net royalty payment pursuant to a net royalty petroleum and 
natural gas lease that was in effect on March 31, 1977 to the extent that it can 
reasonably be regarded as a cost of acquiring the lease, but not including any 
payment made to any of the persons referred to in any of subparagraphs 
18(1)(m)(i) to (1) for the preservation of a taxpayer’s rights in respect of a Ca- 
nadian resource property nor a payment, (other than a net royalty payment re- 
ferred to in this paragraph) to which papieranh 18(1)Gn) applied by virtue of 
subparagraph, 18(1)(m)(v), 


Para. (b) of “Canadian oil and gas property expense” in subsec. 66.4(5) séended by 
1994, c. 7, Sch. VIII (1993, c. 24), s. 25, applicable to partnership fiscal periods ending 
after July 1990, except that an election referred to in the para. that is filed before De- 
cember 11, 1993, shall be deemed to have been filed on a timely basis. That para. 
formerly read: 


(b) subject to section 66.8, the taxpayer's share of any expense referred to in 
paragraph (a) incurred by a partnership in a fiscal period thereof, if at the end of 
that fiscal period [the taxpayer] was a member thereof, or 
Regulations: 6202 (prescribed share). 
Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-273R2: Government assis- 
tance — general comments; IT-438R2: Crown charges — resource properties in Can- 
ada; IT-503: Exploration and development shares (archived). 


Forms: T2 SCH 12: Resource-related deductions; T1086: Election by a partner waiv- 
ing Canadian development expenses or oil and gas property expenses. 


“cumulative Canadian oil and gas property expense” of a tax- 
payer at any time in a taxation year means. the amount determined 
by the formula 


where 


A is the total of all Canadian oil and gas property expenses made 
or incurred by the taxpayer before that time, 


Bis the total of all amounts determined under subsection (1) in 
respect of the taxpayer for taxation years ending before that 
time, 


S. 66.4(5) cum 


C. is the total of all amounts referred to in the description of F or G 
that are established by the taxpayer to have become bad debts 
_before that time, 


D is such part, if any, of the amount determined for I as has been 
repaid before that time by the taxpayer pursuant to a legal obli- 
gation to repay all or any part of that amount, 


D.1 is the total of all specified amounts, determined under para- 
graph 66.7(12.1)(c) in respect of the taxpayer for taxation years 
ending, before. that time, 


E is the totaliof all amounts deducted in computing the taxpayer’s 
income for a taxation year ending before that time in respect of 
the taxpayer’s, cumulative Canadian oil and. gas property 
expense, 


F is the. total of all amounts each of which is an amount in respect 
of property described in paragraph (a), (c) or (d) of the definition 
“Canadian resource property” in subsection 66(15) or any right 
to or interest in such a property, other than such a right or an 
interest that the taxpayer has by reason of being a beneficiary 
under a trust or a member of a partnership, (in this description 
referred to as “the particular property”) disposed of by. the tax- 
payer before that time equal to the amount, if any, by which 


- Proposed Amendment — 66 .A(5)“cumulative _ 
Canadian oil and gas fords eons opening 
wor 


- see property dese be in paratah (a), (c) or a of the 

definition in 
any right to or 1 — or, for ivil law, any right in or 

id sucha property, other than such a right or interest that 

the taxpayer has by reason of being a beneficiary under a trust 

ora member of a Partnership, (in this description referred to as 

1: “the. particular property”) disposed of by the taxpayer before — 

_ that time equal to the amount, if any, by which 

Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), nee 

201(5), will amend t the opening words of the description of F in the definition “c 

mulative Canadian oil and gas property Or in subsec. 66.4(5) to read as ae 

to come into force on Royal Assent. 


Technical Notes (July 2010): See under re. 


(a) the amount, if any, by which the proceeds of disposition 
in respect of the particular property that became receivable 
by the taxpayer before that time exceed any outlays or ex- 
penses made or incurred by the taxpayer before that time for 
the purpose of making the disposition and that were not oth- 
erwise deductible for the purposes of this Part 


exceeds the total of 
(b) the amount, if any, by which 


(i) the total of all amounts that would be determined 
under paragraph 66.7(5)(a), immediately before the time 
(in this paragraph and paragraph (c) referred to as the 
“relevant time”) when such proceeds of disposition be- 
came receivable, in respect of the taxpayer and an original 
owner of the particular property (or of any other property 
‘acquired by the taxpayer with the particular property in 
circumstances in which subsection 66.7(5) applied and in 
respect of which the proceeds of disposition became re- 
ceivable by the taxpayer at the relevant time) if 


(A) amounts that became receivable at or after the rel- 
evant time were not taken into account, 


(B) each designation’ made: under. subparagraph 
66.7(4)(a)(iii) in respect of an amount that became re- 
ceivable before the relevant time were made before the 
relevant time, 


(C) paragraph 66.7(5)(a) were read without reference 
to “10% of’, and 


(D) no reduction under subsection 80(8) at or after the 
relevant time were taken into account 
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exceeds the total of 


(ii) all amounts that would be determined under paragraph 
66.7(5)(a) at the relevant time in respect of the taxpayer 
and an original owner of the particular property (or of that 
other property described in subparagraph (i)) if 
(A) amounts that became receivable after the relevant 
time were not taken into account, 


(B) each designation made under subparagraph 
66.7(4)(a)(iii) in respect of an amount that became re- 
ceivable at or before the relevant time were made 
before the relevant time, 


(C) paragraph 66.7(5)(a) were read without reference 
to “10% of’, and 


(D) no reduction under subsection 80(8) at or after the 
relevant time were taken into account, and 


(iii) such portion of the amount determined under this 
paragraph as was otherwise applied to reduce the amount 
otherwise determined under this description, and 


(c) the amount, if any, by which 


(i) the total of all amounts that would be determined 
under paragraph 66.7(4)(a), immediately before the rele- 
vant time, in respect of the taxpayer and an original 
owner of the particular property (or of any other property 
acquired by the taxpayer with the particular property in 
circumstances in which subsection 66.7(4) applied and in 
respect of which the proceeds of disposition became re- 
ceivable by the taxpayer at the relevant time) if 


(A) amounts that became receivable at or after the rel- 
evant time were not taken into account, 


(B) each designation made under subparagraph 
66.7(4)(a)(iii) in respect of an amount that became re- 
ceivable before the relevant time were made before the 
relevant time, 


(C) paragraph 66.7(4)(a) were read without reference 
to “30% of’, and 


(D) no reduction under subsection 80(8) at or after the 
relevant time were taken into account 


exceeds the total of 


(ii) all amounts that would be determined under paragraph 
66.7(4)(a) at the relevant time in respect of the taxpayer 
and an original owner of the particular property (or of that 
other property described in subparagraph (i)) if 


(A) amounts that became receivable after the relevant 
time were not taken into account, 


(B) each designation made under subparagraph 
66.7(4)(a)(iii) in respect of an amount that became re- 
ceivable at or before the relevant time were made 
before the relevant time, 


(C) paragraph 66.7(4)(a) were read without reference 
LO pS OTOt 


(D) amounts described in subparagraph 66.7(4)(a)(ii) 
that became receivable at the relevant time were not 
taken into account, and 


(E) no reduction under subsection 80(8) at or after the 
relevant time were taken into account, and 


(ii1) such portion of the amount otherwise determined 
under this paragraph as was otherwise applied to reduce 
the amount otherwise determined under this description, 


G is the total of all amounts that became receivable by the taxpayer 
before that time that are to be included in the amount determined 
under this description by virtue of paragraph 66(12.5)(a), 


H is the total of all amounts each of which is an amount received 
before that time on account of any amount referred to in the 
description of C, 


Income Tax Act, Part I, Division B 


I is the total amount of assistance that the taxpayer has received or 
is entitled to receive in respect of any Canadian oil and gas pro- 
perty expense incurred after 1980 or that can reasonably be re- 
lated to any such expense after 1980, 


I.1 is the total of all amounts by which the cumulative Canadian oil 
and gas property expense of the taxpayer is required because of 
subsection 80(8) to be reduced at or before that time, and 


J is the total of all amounts that are required to be deducted before 
that time under paragraph 66.7(12)(d) in computing the tax- 
payer’s cumulative Canadian oil and gas property expense; 


Related Provisions: 20(1)(kk) — Exploration and development grants; 50(1)(a) — 
Deemed disposition where debt becomes bad debt; 66(12.5) — Unitized oil or gas field 
in Canada; 66.7(5) — Deduction to successor corporation; 70(5.2) — Resource proper- 
ties and land inventories of deceased taxpayer; 79(4)(c) — Subsequent payment by 
debtor after surrender of property deemed to be repayment of assistance; 79.1(8) — No 
claim for principal amount of bad debt where property seized by creditor; 80(8)(d) — 
Reduction of CCOGPE on debt forgiveness; 96(2.2)(d) — At-risk amount; 104(5.2) — 
Trusts — 21-year deemed disposition; 248(16), (16.1) —GST or QST input tax 
credit/refund and rebate deemed to be assistance; 248(18), (18.1) — GST or QST — 
repayment of input tax credit/refund; 257 — Formula cannot calculate to less than zero; 
261(7)(d) — Functional currency reporting. See also at end of s. 66.4. 


History: The opening words of the description of F in the definition “cumulative Ca- 
nadian oil and gas property expense” in subsec. 66.4(5) amended by 2003, c. 28, sub- 
sec. 7(3), applicable after December 20, 2002. The opening words formerly read: 


F is the total of all amounts each of which is an amount in respect of a pro- 
perty described in paragraph (a), (c) or (d) of the definition “Canadian re- 
source property” in subsection 66(15) or a right to or interest in such a pro- 
perty, other than such a right or interest that the taxpayer has by reason of 
being a beneficiary of a trust, (in this description referred to as “the particu- 
lar property”) disposed of by the taxpayer before that time equal to the 
amount, if any, by which 


Cls. (b)(i)(D), (b)(1)(D), (c)(i)(D) and (c)(ii)(E) added to the description of F in the 
definition “cumulative Canadian oil and gas property expense” in subsec. 66.4(5) by 
1995, c. 21, subsecs. 24(2)—(5), applicable to taxation years that end after February 21, 
1994. 
The description of I.1 added to the definition “cumulative Canadian oil and gas pro- 
perty expense” in subsec. 66.4(5) and the corresponding formula amended by 1995, c. 
21, subsecs. 24(6) and (1), applicable to taxation years that end after February 21, 
1994, 
All that portion of the description of F in the definition “cumulative Canadian oil and 
gas property expense” in subsec. 66.4(5) following para. (a) substituted by 1994, c. 21, 
subsec. 30(2), applicable to taxation years ending after February 17, 1987. That portion 
of the description of F formerly read: 
exceeds the amount equal to 
(b) where the proceeds of disposition referred to in paragraph (a) may rea- 
sonably be attributed to the disposition of a property that was acquired by 
the taxpayer in circumstances in which subsection 66.7(5) applies to the tax- 
payer as successor, the lesser of 
(i) the amount determined under paragraph (a) in respect of the property, 
and 
(ii) the total of all amounts each of which is an amount that would be 
determined at that time under paragraph 66.7(5)(a) in respect of the ac- 
quisition of the property by the taxpayer if that paragraph were read 
without reference to “10% of”, and 
(c) in any other case, nil, 
D.1 and its description added to in the definition “cumulative Canadian oil and gas 


property expense” in subsec. 66.4(5) by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 41(3) 
and (3.1), applicable to taxation years beginning after February 17, 1987. 


[subsec. 66.4(5)“cumulative Canadian oil and gas pro- 
perty expense”] 


Selected Cases: Bow River Pipe Lines Ltd. v. R., [1998] 3 C.T.C. 2394 (TCC) 
(CCOGPE was nil where taxpayer never a partner of limited partnership). 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments. 
“proceeds of disposition” has the meaning assigned by section 54. 


History: The definition “disposition” repealed, and “proceeds of disposition” 
amended, by 2001, c. 17, s. 48, applicable to transactions and events that occur after 
December 23, 1998. The definitions formerly read: 


“disposition” and “proceeds of disposition” have the meanings assigned by sec- 
tion 54. 


(5.1) Application of subsecs. 66(15) and 66.1(6) — The defi- 
nitions in subsections 66(15) and 66.1(6) apply to this section. 
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Origin of subsec. 66.4(5.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in 
the opening words of subsecs. 66(15) and 66.1(6)). 


(6) Share of partner — Except as provided in subsection (7), 
where a taxpayer is a member of a partnership, the taxpayer’s share 
of any amount that would be an amount referred to in the descrip- 
tion of D in the definition “cumulative Canadian oil and gas pro- 
perty expense” in subsection (5), in paragraph (a) of the description 
of F in that definition or in the description of G or I in that defini- 
tion in respect of the partnership for a taxation year of the partner- 
ship if section 96 were read without reference to paragraph 96(1)(d) 
shall, for the purposes of this Act, be deemed to be an amount re- 
ferred to in the description of D in the definition “cumulative Cana- 
dian oil and gas property expense” in subsection (5), in paragraph 
(a) of the description of F in that definition or in the description of 
G or I in that definition, whichever is applicable, in respect of the 
taxpayer for the taxation year of the taxpayer in which the partner- 
ship’s taxation year ends. 


Related Provisions: 59(1.1)— Parallel rule for foreign resource property; 
66.2(6) — Parallel rule for CCDE. 


History: Subsec. 66.4(6) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 41(4), 
to add reference to the description of D (twice), applicable after January 1990. 
Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments; IT-353R2: Partnership interests — some 
adjustments to cost base (archived). 


I.T. Technical. News: 12 (adjusted cost base of partnership interest — subparagraph 
53(1)(e)(viii)). 


(7) Exception — Where a non-resident person is a member of a 
partnership that is deemed under paragraph 115(4)(b) to have dis- 
posed of any Canadian resource property, the person’s share of any 
amount that would be an amount referred to in the description of D 
in the definition “cumulative Canadian oil and gas property ex- 
pense” in subsection (5), in paragraph (a) of the description of F in 
that definition or in the description of G or I in that definition in 
respect of the partnership for a taxation year of the partnership if 
section 96 were read without reference to paragraph 96(1)(d) shall, 
for the purposes of this Act, be deemed to be an amount referred to 
in the description of D in the definition “cumulative Canadian oil 
and gas property expense” in subsection (5), in paragraph (a) of the 
description of F in that definition or in the description of G or I in 
that definition, whichever is applicable, in respect of the person for 
the taxation year of the person that is deemed under paragraph 
115(4)(a) to have ended. 


History: Subsec. 66.4(7) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 41(4), 
applicable to taxation years of partnerships beginning after 1984, Subsec. 66.4(7) for- 
merly read: 


(7) \dem— Where a non-resident person is a member of a partnership that is 
deemed under paragraph 115(4)(b) to have disposed of a property described in 
any of paragraphs 59(1.2)(a), (2)(c) and (d) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, the non-resident’s share of any amount 
that would be an amount referred to in paragraph (a) of the description of F in 
the definition “cumulative Canadian oil and gas property expense” in subsection 
(5) or in the description of G or I in that definition in respect of the partnership 
for a taxation year of the partnership if section 96 were read without reference to 
paragraph 96(1)(d) shall, for the purposes of this Act, be deemed to be an 
amount referred to in paragraph (a) of the description of F in the definition “cu- 
mulative Canadian oil and gas property expense” in subsection (5) or in the 
description of G or I in that definition, as the case may be, in respect of the non- 
resident person for the taxation year of the non-resident person that is deemed 
under paragraph 115(4)(a) to have ended. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-273R2: 
Government assistance — general comments. 


Related Provisions [s. 66.4]: 66(5) — Dealers; 66(18) — Members of partnerships; 
66.7 — Successor rules; 66.8(1) — Resource expenses of limited partner; 87(1.2) — 
New corporation deemed continuation of predecessor. 


Selected Cases [s. 66.4]: Bow River Pipe Lines Ltd. vy. R., [1997] 3 C.T.C. 397 
(FCA) (Entitlement of non-partners to claim COGPE established). 


Definitions [s. 66.4]: “amount” — 248(1); “assistance” — 66(15), 66.1(6.1), 79(4), 
125.4(5), 248(16), (16.1), (18), (18.1); “Canada” — 255, Interpretation Act 8(2.1), 
(2.2); “Canadian exploration expense” — 66.1(6), 66.4(5.1), 248(1); “Canadian oil and 
gas property expense” — 66.4(5), 248(1); “Canadian resource property” — 66(15), 
66.4(5.1), 248(1); “corporation” — 248(1), Interpretation Act 35(1);, “disposition” — 
248(1); “expense” — 66(15), 66.4(5.1); “fiscal period” — 249.1, “Her Majesty” — In- 
terpretation Act 35(1); “inventory”, “mineral”, “non-resident”, “‘oil or gas well”, “pre- 


S. 66.6 


scribed” — 248(1); “proceeds of disposition” — 54, 66.4(5); “property”, “share” — 
248(1); “taxation year’ —11(2), 249; “taxpayer”, — 248(1); “writing” — Interpreta- 
tion Act 35(1). 

Interpretation Bulletins [s. 66.4]: IT-273R2: Government assistance — general 
comments. 


66.5 (1) Deduction from income — In computing its income for 
a taxation year that ends before 1995, a corporation that has not 
made a designation for the year under subsection 66(14.1) or (14.2) 
may deduct such amount as it may claim not exceeding its cumula- 
tive offset account at the end of the year. 


Related Provisions: 66.7 — Successor rules; 66.8(1) — Resource expenses of lim- 
ited partner; 196 — Tax on deduction under s. 66.5. 


Forms: T2099: Part IX tax return in respect of amounts deducted under subsection 
66.5(1). 


(2) Definition of “cumulative offset account” — In this séc- 
tion, “cumulative offset account” of a corporation at any time 
means the amount, if ‘any, by which 


(a) the total of all amounts required to be added under subsec- 
tions 66(14.1) and (14.2) in computing its cumulative offset. ac- 
count before that time, 


exceeds 


(b) the total of all amounts deducted under subsection (1) in 
computing its income for taxation years ending before that time. 


Related Provisions: °87(2)(pp)— Amalgamation — cumulative offset account 
computation. 


(3) Change of control — Where at any time after June 5, 1987 
control of a corporation has been acquired by a person or group of 
persons, the amount deductible under subsection (1) by the corpora- 
tion in computing its income for a taxation year ending after that 
time shall not exceed the amount, if any, by which 


(a) the part of its income for the year that may reasonably be 
regarded as attributable to production from Canadian resource 
properties owned by it immediately before that time 


exceeds 


(b) the total of all amounts deducted under subsection 29(25) of 
the Income Tax Application Rules and subsections 66.7(1), (3), 
(4) and (5) by it in respect of its income for the year in comput- 
ing its income for the year. 
Related Provisions [subsec. 66.5(3)]: 139.1(18) — Holding corporation deemed 
not.to acquire control of insurer on demutualization; 249(4) — Deemed year end where 
change of control occurs; 256(6)—(9) — Whether control acquired. 
Definitions [s. 66.5]: “acquired” — 256(7)-(9); “amount” — 248(1); “control” — 
256(6)—(9); “corporation” — 248(1), Interpretation Act 35(1); “cumulative offset ac- 
count” — 66.5(2); “person” — 248(1); “taxation year” — 249. 


66.6 Acquisition from tax-exempt [person] — Where a cor- 
poration acquires, by purchase, amalgamation, merger, winding-up 
or otherwise, ‘all or substantially all of the Canadian resource 
properties or foreign resource properties of a person whose taxable 
income is exempt from tax under this Part, subsection 29(25) of the 
Income Tax Application Rules and subsections 66.7(1) to (5) do not 
apply to the corporation in respect of the acquisition of the 
properties. 

Related Provisions: 66.7 — Successor rules; 66.8(1) — Resource expenses of lim- 
ited partner. 


History: S. 66.6 amended by 1998, c. 19, s. 105, applicable to acquisitions that occur 
after April 26, 1995, other than an acquisition that occurs before 1996 and that was 
required by an agreement in writing entered into before April 27, 1995. The section 
formerly read: 


66.6 (1) Where subsec. 29(25) of ITAR and subsecs, 66.7(1), (2), etc. do 
not apply — Where a particular corporation has at any time after July 19, 1985 
acquired by purchase, amalgamation, merger, winding-up or otherwise, from an- 
other person who is exempt from tax under this Part on that person’s taxable 
income (other than a corporation that is referred to in paragraph 149(1)(d) and 
that is a principal-business corporation within the meaning assigned by subsec- 
tion 66(15)) all or substantially all of the person’s Canadian resource properties, 
subsection 29(25) of the Income Tax Application Rules and subsections 66.7(1), 
(2), (3) and (4) do not apply to the particular corporation in respect of the acqui- 
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sition of the properties except to the extent that the properties were acquired by it 
before 1987 pursuant to an agreement in writing made by it before July 20, 1985. 


(2) Where subsec. 66.7(5) does not apply — Where a particular corporation 
has at any time after July 19, 1985 acquired by purchase, amalgamation, merger, 
winding-up or otherwise, from another person who is exempt from tax under this 
Part on that person’s taxable income all or substantially all of the person’s Cana- 
dian resource properties, subsection 66.7(5) does not apply to the particular cor- 
poration in respect of the acquisition of the properties except to the extent that 
the properties weré acquired by it before 1987 pursuant to an agreement in writ- 
ing made by it before July 20, 1985. 


Definitions [s. 66.6]: “business” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “person”, “property” — 248(1); “taxable income” — 2(2), 248(1); “writ- 
ing” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-126R2: Meaning of “winding-up”. 


66.7 (1) Successor of Canadian exploration and 
development expenses — Subject to subsections (6) and (7), 
where after 1971 a corporation (in this subsection referred to as the 
“successor’) acquired a particular Canadian resource property 
(whether by way of a purchase, amalgamation, merger, winding-up 
or otherwise), there may be deducted by the successor in computing 
its income for a taxation year an amount not exceeding the total of 
all amounts each of which is an amount determined in respect of an 
original owner of the particular property that is the lesser of 


(a) the Canadian exploration and development expenses incurred 
by the original owner before the original owner disposed of the 
particular property to the extent that those expenses were not 
otherwise deducted in computing the income of the successor 
for the year, were not deducted in computing the income of the 
successor for a preceding taxation year and were not deductible 
under subsection 66(1) or deducted under subsection 66(2) or 
(3) by the original owner, or deducted by any predecessor owner 
of the particular property, in computing income for any taxation 
year, and 


(b) the amount, if any, by which 


(i) the part of the successor’s income for the year that may 
reasonably be regarded as attributable to 


(A) the amount included in computing its income for the 
year under paragraph 59(3.2)(c) that may reasonably be 
regarded as attributable to the disposition by it in the year 
or a preceding taxation year of any interest in or right to 
the particular property to the extent that the proceeds of 
the disposition have not been included in determining an 
amount under clause 29(25)(d)(i)(A) of the Income Tax 
Application Rules, this clause, clause (3)(b)(Gi)(A) or para- 
graph (10)(g) for a preceding taxation year, . 


Proposed Amendment — 66.7(1)(b)(i)(A) 


(A) the amount included in computing its income for the 
year under paragraph 59(3.2)(c) that may reasonably be 
regarded as attributable to. the disposition by it in the 
year or a preceding taxation year of any interest in or 
right to — or, for civil law, any right in or to — the par-_ 


ticular property to the extent that the proceeds of the — 


disposition have not. been included in determining an 
amount under clause 29(25)(d)(i)(A) of the Income Tax. 
Application Rules, this clause, clause (3)(b))(A) or 
paragraph (10)(g) for a preceding taxation year, _ cake 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


202(1), will amend cl. 66.7(1)(b)(i)(A) to read as above, to come into force on Roa 
Assent. 


Technical Notes (July 2010): See under 124). 


(B) its reserve amount for the year in respect of the origi- 
nal owner and each predecessor owner, if any, of the par- 
ticular property, or 


(C) production from the particular property, 


computed as if no deduction were allowed under section 29 
of the Income Tax Application Rules, this section or any of 
sections 65 to 66.5, 


Income Tax ‘Act, Part I, Division B 


exceeds the total of 


(ii) all other amounts deducted under subsection 29(25) of 
the Income Tax Application Rules, this subsection and sub- 
sections (3), (4) and (5) for the year that can reasonably be 
regarded as attributable to the part of its income for the year 
described in subparagraph (i) in respect of the — pro- 
perty, and 


(iii) all amounts added because of subsection 80(13) in com- 
puting the amount determined under subparagraph (i). 
Related Provisions: 66(1) — Exploration and development expenses; 66.6(1) — 
Application; 66.7(2.3) — Income deemed not attributable to production from Canadian 
resource property; 66.7(6), (7) — Application rules; 66.7(10) — Change of control; 
66.7(10.1) — Amalgamation — partnership property; 66.7(11)— Change of con- 
trol — anti-avoidance rule; 66.7(12) — Reduction of Canadian resource expenses; 
66.7(14) — Disposal of Canadian resource properties; 66.7(16) — Non-successor. ac- 

quisitions; 66.7(17) — Restriction on deductions. See also at end of s..66.7. 
History: Subpara. 66.7(1)(b)(iii) amended by 1998, c. 19, subsec. 106(1), applicable to 
taxation years that end after February 21, 1994, The subpara. formerly read: 
(iii) all amounts added because of subsection 80(13) or (17) in computing the 
amount determined under subparagraph (i). 
The portion of para. 66.7(1)(b) after subpara. (1) amended by 1995, c. 21, subsec. 25(1), 
applicable to taxation years that end after February 21, 1994. That portion formerly 


read: 
exceeds 


(ii) the total of all other amounts deducted under subsection 29(25) of the 
Income Tax Application Rules, this subsection and subsections (3), (4) and 
(5) for the year that may reasonably be regarded as attributable to the part of 
its income for the year described in subparagraph (i) in respect of the partic- 
ular property. 
Para. 66.7(1)(a) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(1), applica- 
ble to taxation years ending after February 17, 1987. Para. 66.7(1)(a) formerly read: 


(a) the Canadian exploration and development expenses incurred by the original 
owner before that owner disposed of the particular property to the extent that 
those expenses were not deducted by the successor in computing its income for a 
preceding taxation year and were not deductible under subsection 66(1), or de- 
ducted under subsection 66(2) or (3), by the original owner or deducted by any 
predecessor owner of the particular property in computing income for any taxa- 
tion year, and 

Forms: T2010: Election to deduct resource expenses upon acquisition of resource pro- 

perty by a corporation. 


(2) Successor of foreign exploration and development ex- 
penses — Subject to subsections (6) and (8), where after 1971 a 
corporation (in this subsection referred to as the “successor’’) ac- 
quired a particular foreign resource property (whether by way of a 
purchase, amalgamation, merger, winding-up or otherwise), there 
may be deducted by the successor in computing its income for a 
taxation year an amount not exceeding the total of all amounts each 
of which is an amount determined in respect of an original owner of 
the particular property that is the lesser of 


(a) the amount, if any, by which 


(i) the foreign exploration and development expenses. in- 
curred by the original owner. before the original owner dis- 
posed of the particular property to the extent that those ex- 
penses were incurred when the original owner was resident 
in Canada, were not otherwise deducted in computing the 
successor’s income for the year, were not deducted in com- 
puting the successor’s income for a preceding taxation year 
and were not deductible by the original owner, nor deducted 
by any predecessor owner of the particular property, in com- 
puting income for any taxation year 


exceeds 


(ii) the total of all amounts each of which is an amount by 
which the amount described in this paragraph is required be- 
cause of subsection 80(8) to be reduced at or before the end 
of the year, and 


(b) the amount, if any, by which the total of 


(i) the part of the successor’s income for the year that can 
reasonably be regarded as attributable to 


(A) the amount included under subsection 59(1) in com- 
puting its income for the year that can reasonably be re- 
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garded as attributable to the disposition by it of any inter- 
est in or pose to ze et rua ink ke or 


civil aS seed ee in or io. = 
Assent. 


Technical Notes (July 2010) See tinder ‘12(4). 


(B) production from the particular Ae a 


computed as if no deduction were allowed under sections 65 
to 66.5 and this section, and 


(ii) the lesser of 


(A) the: total of all amounts each of which is the amount 
designated by, the successor for the year in respect of a 
Canadian resource property owned by the original owner 
immediately before being acquired with the: particular 
property by the successor or a predecessor owner of the 
particular property, not exceeding the amount included in 
the successor’s income for the year, computed as if no 
deduction were allowed under section 29 of the Income 
Tax Application Rules, this section or any of sections 65 
to 66.5, that can reasonably be regarded as being attribu- 
table to the production after 1988 from the Canadian re- 
source property, and 


(B) the amount, if any, by which 10% of the amount de- 
scribed in paragraph (a) for the year in respect of the orig- 
inal owner exceeds the total of all amounts each of which 
would, but for this subparagraph, clause (iii)(B) and sub- 
paragraph (10)(h)(vi), be determined under this paragraph 
for the year in respect of the particular property or other 
foreign resource property owned by the original owner 
immediately before being acquired with the particular 
property by the successor or a predecessor owner of the 
particular property 


exceeds the total of 


(iii) all other amounts deducted under this subsection for the 
year that can reasonably be regarded as attributable to 


(A) the part of its income for the year described in sub- 
paragraph (i) in respect of the particular property, or 


(B) a part of its income for the year described in clause 
(ii)(A) in respect of which an amount is designated by the 
successor under clause (ii)(A), and 


(iv) all amounts added because of subsection 80(13) in com- 
puting the amount determined under subparagraph (i), 


and income'in respect of which an amount is designated under 
clause (b)(ii)(A) shall, for the purposes of clause 29(25)(d)G)(B) of 
the Income Tax Application Rules, clauses (1)(b)(i)(C), (3)(b)G)(C), 
(4)(b)G)(B) and (5)(b)G)(B) and subparagraph (10)(g)(ii), be 
deemed not to be attributable to production from a Canadian re- 
source property. 


Related Provisions: 66(4)— Foreign exploration and development expenses; 
66.6(1) — Application; 66.7(2.1), (2.2) — Country-by-country successor FEDE alloca- 
tions; 66.7(2.3) — Income deemed not attributable to production from Canadian re- 
source property; 66.7(6), (8)— Application rules; 66.7(10)— Change of control; 
66.7(10.1) — Amalgamation — partnership~ property; 66.7(11) Change of con- 
trol — anti-avoidance rule; 66.7(13) — Reduction of foreign resource expenses; 
66.7(15) — Disposal of foreign resource properties; 66.7(16) — Non-successor acqui- 
sitions; 66.7(17) — Restriction on deductions; 80(1)“successor pool” — Debt forgive- 
ness; 80(8)(a) — Reduction of undeducted balances on debt forgiveness. See also at 
end of s. 66.7. 


History: Subpara. 66.7(2)(a)(i) amended by 2001, c. 17, subsec. 49(1), applicable to 
1999 et seg. Subpara. (i) formerly read: 


(i) the foreign exploration and development expenses incurred by the original 
owner before the original owner disposed of the particular property to the extent 
that those expenses were not otherwise deducted in computing the successot’s 
income for the year, were not deducted in computing the successor’s income for 
a preceding taxation year and were not deductible by the original owner, or de-» 
ducted by any predecessor owner of the particular property, in computing in- 
come for any taxation year 


S..66.7(2.1) 


Subpara. 66.7(2)(b)(iv) amended by 1998, c..19, subsec. 106(2), applicable to taxation 
years that end after February 21, 1994. The subpara. formerly read: 


(iv) all amounts added because of subsection 80(13) or (17) in ‘computing, the 
amount determined under subparagraph (i), 


Para. 66.7(2)(a) and the portion of para. 66.7(2)(b) after subpara. (ii) amended by 1995, 
c, 21, subsecs. 25(2) and (3), applicable to taxation years that end after February 21, 
1994. Para. 66.7(2)(a) and that portion of para. 66.7(2)(b) formerly read: 


(a) the foreign exploration and development expenses incurred by the original 
owner before the original owner disposed of the particular property to the extent 
that those expenses were not otherwise deducted in computing the income of the 
successor for the year, were not deducted in computing the income of the succes- 
sor for a preceding taxation year and were not deductible by the original owner, 
or.deducted by i any predecessor owner of the particular: property, in computing 
income for any taxation year, and 


exceeds 


(iii) the total of all other amounts deducted under this subsection for the year 
that can reasonably be regarded as' attributable to 
(A) the part of its income for the year described in subparagraph (i) in 
respect of the particular property, or 
(B) a part of its income for the year described in clause (ii)(A) in respect 
of which an amount is designated by the successor under clause (ii)(A), 
Cl. 66.7(2)(b)(ii)(B) substituted by 1994, c. 21, subsec. 31(1), applicable to taxation 
years ending after February 17, 1987. That cl. formerly read: 
(B) the amount, if any, by which 10% of the amount described in patagraph (a) 
for the year in respect of the original owner exceeds the total of all amounts each 
of which would, but for this subparagraph, clause (iii)(B) and subparagraph 
(10)(h)(iv), be determined under this paragraph for the year in’ respect of the 
particular property or other foreign resource property owned by the original 
owner immediately. before. being acquired with. the particular. property. by. the 
successor or a predecessor owner of the particular property 
Paras. 66.7(2)(a),. (b) substituted, by 1994, .c. 7, Sch. II (1991, c., 49), subsec. 42(2), 
applicable to taxation years ending after February 17, 1987, except that, where subsec. 
66.7(2) applies to the successor referred to therein by reason of the application of sub- 
sec. 66.7(10), cl. (b)Gi)(A) shall be read without reference to the expression “after 
1988”. Paras. 66.7(2)(a), (b) formerly read: 
(a) the foreign exploration and development expenses incurred. by the original 
owner before that owner disposed of the particular property to the extent that 
those expenses were not deducted by the successor in computing its income for a 
preceding taxation year and were not deductible by the original owner or de- 
ducted by any predecessor owner of the particular property in computing ‘income 
for any taxation year, and 
(b) the amount, if any, by which 
(i) the part of the successor’s income for the year that may reasonably be 
regarded as attributable to 
(A) the amount included in computing its income for the year under sub- 
section 59(1) that may reasonably be regarded as attributable to the dis- 
position by it of any interest in or right to the particular property, or 
(B) production from the particular property, 
computed as if no deduction were allowed under this section or any of sec- 
tions 65 to 66.5, 
exceeds 


(ii) the total: of all other amounts deducted under: this subsection for the year 
_ that may reasonably be regarded as_attributable to the part of its income for 
the year described in subparagraph (i) in respect of the particular property. 
Forms: T2010: Election to deduct resource expenses upon, acquisition of resource pro- 
perty by a corporation. 


(2.1) Country-by-country successor FEDE allocations — 
For greater certainty, the portion of an amount deducted under sub- 
section (2) in computing a taxpayer’s income for a taxation year 
that can reasonably be considered to be in respect of Specified for- 
eign exploration and development expenses of the taxpayer in re- 
spect of a country is considered to apply to a:source in that country. 


Related Provisions: 66(4.1) — Parallel rule for predecessor; 66.7(2.2) — Method of 
allocation. 


History: Subsec. 66.7(2.1) added by 2001, c. 17, subsec. 49(2), eipia to taxation 
years of a taxpayer that begin after the earlier of 
(a) December 31, 1999; and 
(b) where, for the purposes of subsec. 117(26) of c..17, a date is designated in 
writing by the taxpayer and the designation is filed with the Minister of National 
Revenue on or before the taxpayer’s filing-due date for the taxpayer’s taxation year 
that includes June 14, 2001, the later of 
(i) the date so designated; and 


(ii) Décember 31, 1994; and 
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(2.2) Method of allocation — For the purpose of subsection 
(2.1), where a taxpayer has incurred specified foreign exploration 
and development expenses in respect of two or more countries, an 
allocation to each of those countries for a taxation year shall be de- 
termined in a manner that is 


(a) reasonable having regard to all the circumstances, including 
the level and timing of 


(i) the taxpayer’s specified foreign exploration and develop- 
ment expenses in respect of the country, and 


(ii) the profits or gains to which those expenses relate; and 


(b) not inconsistent with the allocation made under subsection 
(2.1) for the preceding taxation year. 
Related Provisions: 66(4.2) — Parallel rule for predecessor. 


History: Subsec. 66.7(2.2) added by 2001, c. 17, subsec. 49(2), applicable to taxation 
years of a taxpayer that begin after the earlier of 


(a) December 31, 1999; and 


(b) where, for the purposes of subsec. 117(26) of c. 17, a date is designated in 
writing by the taxpayer and the designation is filed with the Minister of National 
Revenue on or before the taxpayer’s filing-due date for the taxpayer’s taxation year 
that includes June 14, 2001, the later of 


(i) the date so designated, and 
(ii) December 31, 1994; and 


(2.3) Successor of foreign resource expenses — Subject to 
subsections (6) and (8), where a corporation (in this subsection re- 
ferred to as the “successor’”) acquired a particular foreign resource 
property in respect of a country (whether by way of a purchase, 
amalgamation, merger, winding-up or otherwise), there may be de- 
ducted by the successor in computing its income for a taxation year 
an amount not exceeding the total of all amounts each of which is 
an amount determined in respect of an original owner of the partic- 
ular property that is the lesser of 


(a) 30% of the amount, if any, by which 


(i) the cumulative foreign resource expense, in respect of the 
country, of the original owner determined immediately after 
the disposition of the particular property by the original 
owner to the extent that it has not been 


(A) deducted by the original owner or any predecessor 
owner of the particular property in computing income for 
any taxation year, 


(B) otherwise deducted in computing the income of the 
successor for the year, or 


(C) deducted by the successor in computing its income 
for any preceding taxation year 


exceeds the total of 


(ii) all amounts each of which is an amount (other than any 
portion of the amount that can reasonably be considered to 
result in a reduction of the amount otherwise determined 
under this paragraph in respect of another original owner of a 
relevant resource property who is not a predecessor owner of 
a relevant resource property or who became a predecessor 
owner of a relevant resource property before the original 
owner became a predecessor owner of a relevant resource 
property) that became receivable by a predecessor owner of 
the particular property, or by the successor in the year or a 
preceding taxation year, and that 


(A) was included by the predecessor owner or the succes- 
sor in computing an amount determined under paragraph 
(a) of the description of F in the definition “cumulative 
foreign resource expense” in subsection 66.21(1) at the 
end of the year, and 


(B) can reasonably be regarded as attributable to the dis- 
position of a property (in this subparagraph referred to as 
a “relevant resource property”) that is 

(I) the particular property, or 


(II) another foreign resource property in respect of the 
country that was acquired from the original owner 


Income Tax Act, Part I, Division B 


with the particular property by the successor or a pred- 
ecessor owner of the particular property, and 


(iii) all amounts each of which is an amount by which the 
amount described in this paragraph is required by reason of 
subsection 80(8) to be reduced at or before the end of the 
year, and 


(b) the amount, if any, by which the total of 


(i) the part of the successor’s income for the year that can 
reasonably be regarded as attributable to production from the 
particular property, computed as if no deduction were per- 
mitted under section 29 of the Income Tax Application Rules, 
this section or any of sections 65 to 66.5, except that, where 
the successor acquired the particular property from the origi- 
nal owner at any time in the year (otherwise than by way of 
an amalgamation or merger or solely by reason of the appli- 
cation of paragraph (10)(c)) and did not deal with the original 
owner at arm’s length at that time, the amount determined 
under this subparagraph is deemed to be nil, and 


(ii) unless the amount determined under subparagraph (1) is 
nil by reason of the exception provided under that subpara- 
graph, the lesser of 


(A) the total of all amounts each of which is the amount 
designated by the successor for the year in respect of a 
Canadian resource property owned by the original owner 
immediately before being acquired with the particular 
property by the successor or a predecessor owner of the 
particular property, not exceeding the amount included in 
the successor’s income for the year, computed as if no 
deduction were permitted under section 29 of the Income 
Tax Application Rules, this section or any of sections 65 
to 66.5, that can reasonably be regarded as being attribu- 
table to the production from the Canadian resource pro- 
perty, and 


(B) the amount, if any, by which 10% of the amount de- 
scribed in paragraph (a) for the year, in respect of the 
original owner, exceeds the total of all amounts each of 
which would, but for this subparagraph, clause 
(2)(b)(i11)(B) and subparagraph (10)(h)(vi), be determined 
under this paragraph for the year in respect of the particu- 
lar property or other foreign resource property, in respect 
of the country, owned by the original owner immediately 
before being acquired with the particular property by the 
successor or by a predecessor owner of the particular 


property 
exceeds the total of 


(iii) all other amounts each of which is an amount deducted 
for the year under this subsection or subsection (2) that can 
reasonably be regarded as attributable to 


(A) the part of its income for the year described in sub- 
paragraph (i) in respect of the particular property, or 


(B) a part of its income for the year described in clause 
(ii)(A) in respect of which an amount is designated by the 
successor under clause (i1)(A), and 


(iv) all amounts added by reason of subsection 80(13) in 
computing the amount determined under subparagraph (i), 


and income in respect of which an amount is designated under 
clause (b)(ii)(A) is, for the purposes of clause 29(25)(d)(i)(B) of the 
Income Tax Application Rules, clauses (1)(b)(i)(C), (3)(b)G)(C), 
(4)(b)G)(B) and (5)(b)G)(B) and subparagraph (10)(g)(iii), deemed 
not to be attributable to production from a Canadian resource 
property. 

Related Provisions: 66(13.1) — Short taxation year; 66.21(1)“cumulative foreign 
resource expense’ F(b)(i); 66.7(8) — Application; 66.7(10)(h)(v), (vi), 
66.7(10)(j)(Gi) — Change of control; 66.7(10.1) — Amalgamation — partnership. pro- 
perty; 66.7(13.1) — Reduction of foreign resource expenses; 66.7(15.1) — Disposal of 
foreign resource properties; 80(8)(a) — Debt forgiveness; 248(1)‘foreign resource pro- 
perty” — Meaning of foreign resource property in respect of a country. 
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History: Subsec. 66.7(2.3) added by 2001, c. 17, subsec. 49(2); applicable to taxation 
years that begin after 2000. 


(3) Successor of Canadian exploration expense — Subject 
to subsections (6) and (7), where after May 6, 1974 a corporation 
(in this subsection referred to as the “successor’’) acquired a particu- 
lar Canadian resource property (whether by way of a purchase, 
amalgamation, merger, winding-up or otherwise), there may be de- 
ducted by the successor in computing its income for a taxation year 
an amount not exceeding the total of all amounts each of which is 
an amount determined in respect of an original owner of the partic- 
ular property that is the lesser of 


(a) the amount, if any, by which 
(i) the total of 


(A) the cumulative Canadian exploration expense of the 
original owner determined immediately after the disposi- 
tion of the particular property by the original owner, and 


(B) all amounts required to be added under paragraph 
(9)(f) to. the cumulative Canadian exploration expense of 
the original owner in respect of a predecessor owner of 
the particular property, or the successor, as the case may 
be, at any time after the disposition of the particular pro- 
perty by the original owner and before the end of the year, 


to the extent that an amount in respect of that total was not 


(C) deducted or required to be deducted under subsection 
66.1(2) or (3) by the original owner or deducted by any 
predecessor owner of the particular property in computing 
income for any taxation year, 


(D) otherwise deducted in computing the successor’s in- 
come for the year, 


(E) deducted in computing the successor’s income for a 
preceding taxation year, or 


(F) designated by the original owner pursuant to subsec- 
tion 66(14.1) for any taxation year, 


exceeds 


(ii) the total of all amounts each of which is an amount by 
which the amount described in this paragraph is required be- 
cause of subsection 80(8) to be reduced at or before the end 
of the year, and 


(b) the amount, if any, by which 


(i) the part of the successor’s income for the year that may 
reasonably be. regarded as attributable to 


(A) the amount included in computing its income for the 
year under paragraph 59(3.2)(c) that may reasonably be 
regarded as being attributable to the disposition by it in 
the year or a preceding taxation year of any interest in or 
right to the particular property to the extent that the pro- 
ceeds have not been included in determining an amount 
under clause 29(25)(d)(@)(A) of the Income Tax Applica- 
tion Rules, this clause, clause (1)(b)@)(A) or paragraph 
(10)(g) for a preceding taxation year, 


_ Proposed Amendment — 
(A) the amount included in computing its income for the 
_ year under paragraph 59(3. 2)(c) tha may cele b a 


the year or a preceding taxation “year of any ‘intere 
or right to — or, for civil law, any right in or to — the > 
particular property to the extent that the proceeds have — 
not been included in determining an amount under 
clause 29(25)(d)(i)(A) of the Income Tax Application 
Rules, this claus e ( i 
(10)(g) for a preceding taxation year, 
Application: The July 16, 2010 draft legislation (Part obits, subsec. 
202(3), will amend cl. 66. TQ)(DYGIA) t to read’ as. ante, to come into force on Re 
Assent. 


Technical Notes (July 2010): se under 12(4). 


S. 66.7(4) 


(B) its reserve amount for the year in respect of the origi- 
nal owner and each predecessor owner, if any, of the par- 
ticular property, or 


(C) production from the particular property, 


computed as if no deduction were allowed under section 29 
of the Income Tax.Application Rules, this section or any of 
sections 65 to 66.5, 


exceeds the total of 


(ii) all other amounts deducted under subsection 29(25) of 
the Income Tax Application Rules, this subsection and sub- 
sections (1), (4) and (5) for the year that can reasonably be 
regarded as attributable to the part of its income for the year 
described in subparagraph (i) in respect of the particular pro- 
perty, and 


(iii) all amounts added because of subsection 80(13) in com- 
puting the amount determined under subparagraph (i). 


Related Provisions: 66.6(1) — Application; 66.7(2.3) — Income deemed not attrib- 
utable to production from Canadian resource property; 66.7(6), (7), (9) — Application 
rules; 66.7(10), (11) — Change of control; 66.7(10.1) — Amalgamation — partnership 
property; 66.7(12) — Reduction of Canadian resource expenses; 66.7(14) — Disposal 
of Canadian resource properties; 66.7(16) — Non-successor acquisitions; 66.7(17) — 
Restriction on deductions; 80(1)“successor pool” — Debt forgiveness; 80(8)(a) — Re- 
duction of undeducted balances on debt forgiveness.'See also at end/of's. 66.7. 


History: Subpara. 66.7(3)(b)(iii) amended by 1998, c. 19, subsec. 106(3), applicable to 
taxation years that end after February 21, 1994. The subpara. formerly read: 


(iii) all amounts added because of subsection 80(13) or (17) in computing the 
amount determined under subparagraph (1). 
Para. 66.7(3)(a) and the portion of para. 66.7(3)(b) after subpara. (i) amended by 1995, 
c. 21, subsecs. 25(4) and (5), applicable to taxation years that end after February 21, 
1994. Para. 66.7(3)(a) and that portion of para. 66.7(3)(b) formerly read: 
(a) the total of 
(1) the cumulative Canadian exploration expense of the original owner deter- 
mined immediately after the disposition of the particular vai by the 
original owner, and 
(ii), all amounts required to be added under paragraph (9)(f) to the cumula- 
tive Canadian exploration expense of the original owner in respect of a pred- 
ecessor owner of the particular property, or the successor, as the case may 
be, at any time after the disposition of the particular property by the original 
owner and before the end.of the year, 
to the extent that an amount in respect of that total was’ not 
(iii) deducted or required to be deducted under subsection 66.1(2) or (3) by 
the original owner or deducted by any. predecessor owner of the particular 
property in computing income for any taxation year, 
(iii.1), otherwise deducted in.computing the income of the successor for the 
year, 
(iv) deducted by the successor in computing income for a preceding taxation 
year, or 
(v) designated by the original owner pursuant to subsection 66(14.1) for any 
taxation year, and 


exceeds 


(ii) the total, of all other amounts deducted under subsection 29(25) of the 
Income Tax Application Rules, this subsection and subsections (1), (4) and 
(5) for the year that may reasonably be regarded as attributable to the part of 
its income for the year described in subparagraph (i) in respect of the partic- 
ular property. 
Subpara. 66.7(3)(a)(iii) amended by 1994, c. 8, subsec. 8(1), applicable to taxation 
years ending after December 2, 1992. Subpara. (iii) formerly read: 
(iii) deductible under subsection 66.1(2) or deducted under subsection 66.1(3) by 
the original owner or deducted by any predecessor owner of the particular pro- 
perty in computing income for any taxation year, 
Subpara. 66.7(3)(a)(iii. 1) added by’ 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(3), ap- 
plicable to taxation years ending after February 17, 1987. 
Forms: T2010: Election to deduct resource expenses upon acquisition of resource pro- 
perty by a corporation. 


(4) Successor of Canadian development expense — Sub- 
ject to subsections (6) and (7), where after May 6, 1974 a corpora- 
tion (in this subsection referred to as the “successor”) acquired a 
particular Canadian resource’ property (whether by way of a 
purchase, amalgamation, merger, winding-up or otherwise), there 
may be deducted by the successor in computing its income for a 
taxation year an amount not exceeding the total of all amounts each 
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of which is an amount determined in respect of an original owner of 
the particular property that is the lesser of 


(a) 30% of the amount, if any, by which 
(i) the amount, if any, by which 


(A) the cumulative Canadian development expense of the 
original owner determined immediately after the disposi- 
tion of the particular property by the original owner to the 
extent that it has not been 


(I) deducted by the original owner or any predecessor 
owner of the particular property in computing income 
for any taxation year, 


(1.1) otherwise deducted in computing the income of 
the successor for the year, 


(II) deducted by the successor in computing its income 
for any preceding taxation year, or 


(IIT) designated by the original owner pursuant to sub- 
section 66(14.2) for any taxation year, 


exceeds 


(B) any amount required to be deducted under paragraph 
(9)(e) from the cumulative Canadian development ex- 
pense of the original owner in respect of a predecessor 
owner of the particular property or the successor, as the 
case may be, at any time after the disposition of the par- 
ticular property by the original owner and before the end 
of the year, 


exceeds the total of 


(11) all amounts each of which is an amount (other than any 
portion thereof that can reasonably be considered to result in 
a reduction of the amount otherwise determined under this 
paragraph in respect of another original owner of a relevant 
mining property who is not a predecessor owner of a relevant 
mining property or who became a predecessor owner of a rel- 
evant mining property before the original owner became a 
predecessor owner of a relevant mining property) that be- 
came receivable by a predecessor owner of the particular 
property or the successor in the year or a preceding taxation 
year and that 


(A) was included by the predecessor owner or the succes- 
sor in computing an amount determined under paragraph 
(a) of the description of F in the definition “cumulative 
Canadian development expense” in subsection 66.2(5) at 
the end of the year, and 


(B) can reasonably be regarded as attributable to the dis- 
position of a property (in this subparagraph referred to as 
a “relevant mining property”) that is the particular pro- 
perty or another Canadian resource property that was ac- 
quired from the original owner with the particular pro- 
perty by the successor or a predecessor owner of the 
particular property, 


(iii) all amounts each of which is an amount (other than any 
portion thereof that can reasonably be considered to result in 
a reduction of the amount otherwise determined under para- 
graph (5)(a) in respect of the original owner or under this 
paragraph or paragraph (5)(a) in respect of another original 
owner of a relevant oil and gas property who is not a prede- 
cessor owner of a relevant oil and gas property or who be- 
came a predecessor owner of a relevant oil and gas property 
before the original owner became a predecessor owner of a 
relevant oil and gas property) that became receivable by a 
predecessor owner of the particular property or the successor 
after 1992 and in the year or a preceding taxation year and 
that 


(A) is designated in respect of the original owner by the 
predecessor owner or the successor, as the case may be, in 
prescribed form filed with the Minister within 6 months 
after the end of the taxation year in which the amount be- 
came receivable, 


Income Tax Act, Part I, Division B 


(B) was included by the predecessor owner or the succes- 
sor in computing an amount determined under paragraph 
(a) of the description of F in the definition “cumulative 
Canadian oil and gas property expense” in subsection 
66.4(5) at the end of the year, and 


(C) can reasonably be regarded as attributable to the dis- 
position of a property (in this subparagraph referred to as 
a “relevant oil and gas property”) that is the particular 
property or another Canadian resource property that was 
acquired from the original owner with the particular pro- 
perty by the successor or a predecessor owner of the par- 
ticular property, and 


(iv) all amounts each of which is an amount by which the 
amount described in this paragraph is required because of 
subsection 80(8) to be reduced at or before the end of the 
year, and 


(b) the amount, if any, by which 


(i) the part of the successor’s income for the year that can 
reasonably be regarded as attributable to 


(A) its reserve amount for the year in respect of the origi- 
nal owner and each predecessor owner of the particular 
property, or 


(B) production from the particular property, 


computed as if no deduction were allowed under section 29 
of the Income Tax Application Rules, this section or any of 
sections 65 to 66.5, except that, where the successor acquired 
the particular property from the original owner at any time in 
the year (otherwise than by way of, an amalgamation or 
merger or solely because of the application of paragraph 
(10)(c)) and did not deal with the original owner at arm’s 
length at that time, the amount determined under this subpar- 
agraph shall be deemed to be nil, 


exceeds the total of 


(ii) all other amounts deducted under subsection 29(25) of 
the Income Tax Application Rules, this subsection and sub- 
sections (1), (3) and (5) for the year that can reasonably be 
regarded as attributable to the part of its income for the year 
described in subparagraph (i) in respect of the particular pro- 
perty, and 


(iii) all amounts added because of subsection 80(13) in com- 
puting the amount determined under subparagraph (i). 


Related Provisions: 66(13.1)—Short taxation year; 66.6(1) — Application; 
66.7(6), (7), (9) — Application rules; 66.7(10) — Change of control; 66.7(10.1) — 
Amalgamation — partnership property; 66.7(11) — Change of control — anti-avoid- 
ance rule; 66.7(12) — Reduction of Canadian resource expenses; 66.7(12.1) — Cana- 
dian resource properties — Specified amount; 66.7(14) — Disposal of Canadian re- 
source properties; 66.7(16) — Non-successor acquisitions; 66.7(17) — Restriction on 
deductions; 80(1)“successor pool” — Debt forgiveness; 80(8)(a) — Reduction of un- 
deducted balances on debt forgiveness. See also at end of s. 66.7. 


History: Subpara. 66.7(4)(b)(iii) amended by 1998, c. 19, subsec..106(4), applicable to 
taxation years that end after February 21, 1994. The subpara. formerly read: 


(iii) all amounts added because of subsection 80(13) or (17) in computing the 
amount determined under subparagraph (1). 


Subpara. 66.7(4)(a)(iv) added and the portion of para. 66.7(4)(b) after subpara. (i) 
amended by 1995, c. 21, subsecs. 25(6) and (7), applicable to taxation years that end 
after February 21, 1994. That portion of para. 66.7(4)(b) after subpara. (i) formerly 
read: 

exceeds 


(ii) the total of all other amounts deducted under subsection 29(25) of the 
Income Tax Application Rules, this subsection:and subsections (1), (3) and 
(S) for the year that may reasonably be regarded as attributable to the part of 
its income for the year described in subparagraph (i) in respect of the partic- 
ular property. 


All that portion of para. 66.7(4)(a) following subpara. (i) substituted by 1994, c. 21, 
subsec. 31(2), applicable to taxation years ending after February 17, 1987 except that, 
where a taxpayer files a form referred to in cl. 66.7(4)(a)(iii)(A) with the Minister of 
National Revenue before the end of the sixth month beginning after the end of the 
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taxpayer’s taxation year that includes June 15, 1994, the taxpayer shall be deemed to 


have filed fhe form in a timely manner. That portion of the para. formerly, read: 
exceeds 


(ii) the total of all amounts each of which is an amount that became receiva- 
ble by a predecessor owner of the particular property or the successor in the 
year or a preceding taxation year and that- 


(A) was included by the predecessor owner or thé ‘successor in the 
amount determined under paragraph (a) of the description of Fin the 
definition “cumulative Canadian development expense’ in, subsection 
66.2(5) at the end of the year, and 


(B) may reasonably be regarded as attributable to the disposition of the 
particular property by the predecessor owner or the successor, and 


Subcl. 66.7(4)(a)(i)(A)(I.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(4), 

applicable to taxation years ending after February 17, 1987. 

Subpara. 66.7(4)(b)(i) substituted by 1994, c. 7, Sch. I (1991, c. 49), subsec. 42(5), 

applicable to dispositions occurring in taxation years beginning after December 16, 

1991 and with respect to a disposition of a property made by a taxpayer ina taxation 

year ending after February 17, 1987 and beginning before December 17, 1991, where 
(a) the taxpayer, and 


(b) each corporation that, before the end of the taxpayer’s taxation year that in- 
cludes December 17, 1991, acquired the property or any other property that was 
disposed. of by the taxpayer in a.taxation year ending after February 17, 1987 as 
part of a transaction or an event,as a consequence of which that corporation was or, 
but for those subsecs., would be entitled to deduct an amount under 66.7(3), (4) or 
(5) in respect of an expense incurred by the taxpayer, 


so elected by notice in writing filed with Revenue Canada on or before the day that was 
180 days after the end of the taxpayer’s taxation year that included December 17, 1991; 
and, 


(c) notwithstanding 152(4) to’(5), such assessments of tax, interest and penalties 
shall be made as are necessary to give effect to the election, and 
(d) where the taxpayer so‘elected ‘in respect of a disposition, a designation under 
66.7(12.1)(a)(i)(B), (b)G)(B) or (c)(i)(B) in respect of the disposition shall be 
deemed to have been filed as required if it was filed with Revenue Canada on or 
before the day that was 180 days after the end of the taxpayer’s taxation year that 
included December 17, 1991. 
Subpara. 66.7(4)(b)(i) formerly read: 
(i) the part of the successor’s income for the year that may reasonably be. re- 
garded as attributable to 
(A) its reserve amount for the year in respect of the original owner and each 
predecessor owner of the particular property, or 
(B) production from the particular property, 
computed as if no deduction were allowed under section 29 of the Income Tax 
Application Rules, this section or any of sections, 65 to 66.5, 


Forms: T2010: Election to deduct resource expenses upon acquisition of resource pro- 
perty by a corporation. 


(5) Successor of Canadian oil and gas property ex- 
pense — Subject to subsections (6) and (7), where after December 
11, 1979 a corporation (in this subsection referred to as the “‘succes- 
sor’) acquired a particular Canadian resource property (whether by 
way of a purchase, amalgamation, merger, winding-up or other- 
wise); there may be deducted by the successor in computing its in- 
come for a taxation year an'amount not exceeding the total of all 
amounts each of which is an amount determined in respect of an 
original owner of the particular property that is the lesser of 


(a) 10% of the amount, if any, by which 


(i) the cumulative Canadian oil and gas property expense of 
the original owner determined immediately after the disposi- 
tion of the particular property by the original owner to the 
extent it has not been 


(A) deducted by the original owner or any predecessor 
owner of the particular property in computing income for 
any taxation year, 

(A.1) otherwise deducted in computing the income of the 
successor for the year, or 


(B) deducted by the successor in. computing its income 
for any preceding taxation year 


exceeds the total of 


(ii) the total of all amounts each of which is an amount (other 
than any portion thereof that can reasonably be considered to 
result in a reduction of the amount otherwise determined 
under this paragraph or paragraph (4)(a) in respect of another 
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original owner of a relevant oil and gas property who is not a 
predecessor owner of a relevant oil and gas property or who 
became a predecessor owner of a relevant oil and gas pro- 
perty before the original owner became a predecessor owner 
of a relevant oil and gas property) that became receivable by 
a predecessor owner of the particular property or the succes- 
sor in the year or a preceding taxation year and that 


(A) was included by the predecessor owner or the succes- 
sor in computing an amount determined under paragraph 
(a) of the description of F in the definition “cumulative 
Canadian oil and gas property expense” in subsection 
66.4(5) at the end of the year, and 


(B) can reasonably be regarded as attributable to the dis- 
position of a property (in this subparagraph referred to as 
a “relevant oil and gas property”) that is the particular 
property or another Canadian resource property that was 
acquired from the original owner with the particular pro- 
perty by the successor or a predecessor owner of the par- 
ticular property, and 


(iii) the total of all amounts each of which is an amount by 
which the amount described in this paragraph is required be- 
cause of subsection 80(8) to be reduced at or before the end 
of the year, and 


(b) the amount, if any, by which 


(i) the part of the successor’s income for the year that can 
reasonably be regarded as attributable to 


(A) its reserve amount for the year in respect of the origi- 
nal owner and each predecessor owner of the particular 
property, or 


(B) production from the particular property, 


computed as if no deduction were allowed under section 29 
of the Income Tax Application Rules, this section or any of 
sections 65 to 66.5, except that, where the successor acquired 
the particular property from the original owner at any time in 
the year (otherwise than by way. of an amalgamation or 
merger or solely because of the application of paragraph 
(10)(c)) and.did not, deal with the original owner at arm’s 
length at that time, the amount determined under this subpar- 
agraph shall be deemed to. be nil, 


exceeds the total of 


(ii) all other amounts deducted under subsection 29(25) of 
the Income Tax Application Rules, this subsection and sub- 
sections (1), (3) and (4) for the year that can reasonably be 
regarded as attributable to the part of its income for the year 
described in subparagraph (i) in respect of the particular. pro- 
perty, and 


(iii) all,amounts added because of subsection 80(13) in com- 
puting the. amount determined under subparagraph (i). 


Related Provisions: 66(13.1)— Short ‘taxation year; 66.6(2) — Application; 
66.7(2.3) —Income deemed not attributable to production from Canadian resource 
property; 66.7(6), _(7)— Application rules; 66.7(10)— Change of control; 
66.7(10.1) — Amalgamation — partnership property; 66.7(11)— Change of con- 
trol — anti-avoidance rule; 66.7(12) — Reduction of Canadian resource expenses; 
66.7(14) — Disposal of Canadian resource properties; 66.7(16) — Non-successor ac- 
quisitions; 66.7(17) — Restriction on deductions; 80(1)“successor pool” — Debt for- 
giveness;, 80(8)(a)— Reduction of undeducted balances on debt forgiveness. See also 
at end of s. 66.7. 
History: Subpara.. 66.7(5)(b)(iii) amended by 1998, c. 19, subsec. 106(5), applicable to 
taxation years that end after February 21, 1994. The subpara. formerly read: 

(iii) all amounts added because of subsection 80(13) or (17) in computing the 

amount determined under subparagraph (i). 
The portion of para. 66.7(5)(a) between subparas. (i) and (ii) amended to add the words 
“the total of’ and.subpara. 66.7(5)(a)(ili) added by 1995, c. 21, subsecs. 25(8) and (9), 
applicable to taxation years that end after February 21, 1994. 
The, portion of para. 66.7(5)(b) after subpara. (i) amended by 1995, ¢. 21, subsec. 
25(10), applicable to taxation years that end after February 21, 1994. That portion for- 
merly read: 

exceeds 

(ii) the total of all other amounts deducted under subsection 29(25) of the 
Income Tax Application Rules, this subsection and subsections (1), (3) and 
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(4) for the year that may reasonably be regarded as attributable to the part of 
its income for the year described in subparagraph (i) in respect of the partic- 
ular property. 
Subpara. 66.7(5)(a)(ii) substituted by 1994, c. 21, subsec. 31(3), applicable to taxation 
years ending after February 17, 1987. That subpara. formerly read: 
(ii) the total of all amounts each of which is an amount that became receivable 
by a predecessor owner of the particular property or the successor in the year or a 
preceding taxation year and that 
(A) was included by the predecessor owner or the successor in the amount 
determined under paragraph (a) of the description of F in the definition “cu- 
mulative Canadian oil and gas property expense” in subsection 66.4(5) at the 
end of the year, and 
(B) may reasonably be regarded as attributable to the disposition of the par- 
ticular property by the predecessor owner or the successor, and 


Cl. 66.7(5)(a)(i)(A.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(6), applica- 
ble to taxation years ending after February 17, 1987. 


Subpara. 66.7(5)(b)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(7), 

applicable to dispositions occurring in taxation years beginning after December 16, 

1991 and with respect to a disposition of a property made by a taxpayer in a taxation 

year ending after February 17, 1987 and beginning before December 17, 1991, where 
(a) the taxpayer, and 


(b) each corporation that, before the end of the taxpayer’s taxation year that in- 
cludes December 17, 1991, acquired the property or any other property that was 
disposed of by the taxpayer in a taxation year ending after February 17, 1987 as 
part of a transaction or an event as a consequence of which that corporation was or, 
but for those subsecs., would be entitled to deduct an amount under subsec. 
66.7(3), (4) or (5) in respect of an expense incurred by the taxpayer, 


so elected by notice in writing filed with the Minister of National Revenue on or before 
the day that was 180 days after the end of the taxpayer’s taxation year that included 
December 17, 1991; and, 


(c) notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest and 
penalties shall be made as are necessary to give effect to the election, and 
(d) where the taxpayer so elected in respect of a disposition, a designation under cl. 
66.7(12.1)(a)(i)(B), (b)(@)(B) or (c)(i)(B) in respect of the disposition shall be 
deemed to have been filed as required if it was filed with the Minister of National 
Revenue on or before the day that was 180 days after the end of the taxpayer’s 
taxation year that included December 17, 1991. 

Subpara. 66.7(5)(b)(i) formerly read: 
(i) the part of the successor’s income for the year that may reasonably be re- 
garded as attributable to 


(A) its reserve amount for the year in respect of the original owner and each 
predecessor owner of the particular property, or 


(B) production from the particular property, 
computed as if no deduction were allowed under section 29 of the Income Tax 
Application Rules, this section or any of sections 65 to 66.5, 


Forms: T2010: Election to deduct resource expenses upon acquisition of resource pro- 
perty by a corporation. 


(6) Where subsec. 29(25) of ITAR and subsecs. (1) to (5) 
do not apply — Subsection 29(25) of the Income Tax Application 
Rules and subsections (1) to (5) do not apply 


(a) in respect of a Canadian resource property or a foreign re- 
source property acquired by way of an amalgamation to which 
subsection 87(1.2) applies or a winding-up to which subsection 
88(1.5) applies; or 


(b) to permit, in respect of the acquisition by a corporation 
before February 18, 1987 of a Canadian resource property or a 
foreign resource property, a deduction by the corporation of an 
amount that the corporation would not have been entitled to de- 
duct under section 29 of the Income Tax Application Rules or 
section 66, 66.1, 66.2 or 66.4 if those sections, as they read in 
their application to taxation years ending before February 18, 
1987, applied to taxation years ending after February 17, 1987. 
Related Provisions: See at end of s. 66.7. 


(7) Application of subsec. 29(25) of ITAR and subsecs. (1), 
(3), (4) and (5) — Subsection 29(25) of the Income Tax Applica- 
tion Rules and subsections (1), (3), (4) and (5) apply only to a cor- 
poration that has acquired a particular Canadian resource property 


(a) where it acquired the particular property in a taxation year 
commencing before 1985 and, at the time it acquired the particu- 
lar property, the corporation acquired all or substantially all of 
the property used by the person from whom it acquired the par- 
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ticular property in carrying on in Canada such of the businesses 
described in paragraphs (a) to (g) of the definition “principal- 
business corporation” in subsection 66(15) as were carried on by 
the person; 


(b) where it acquired the particular property in a taxation year 
commencing after 1984 and, at the time it acquired the particular 
property, the corporation acquired all or substantially all of the 
Canadian resource properties of the person from whom it ac- 
quired the particular property; 


(c) where it acquired the particular property after June 5, 1987 
by way of an amalgamation or winding-up and it has filed an 
election in prescribed form with the Minister on or before the 
day on or before which the corporation is required to file a re- 
turn of income pursuant to section 150 for its taxation year in 
which it acquired the particular property; 


(d) where it acquired the particular property after November 16, 
1978 and in a taxation year ending before February 18, 1987 by 
any means other than by way of an amalgamation or winding-up 
and it and the person from whom it acquired the particular pro- 
perty, have filed with the Minister a joint election under and in 
accordance with any of subsection 29(25) of the Income Tax Ap- 
plication Rules, subsection 29(29) of the Income Tax Applica- 
tion Rules, 1971, Part Ill of chapter 63 of the Statutes of Canada, 
1970-71-72, and subsections 66(6) and (7), 66.1(4) and (5), 
66.2(3) and (4) and 66.4(3) and (4) of the Income Tax Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, as all of those 
subsections read in their application to that year; and 


(e) where it acquired the particular property in a taxation year 
ending after February 17, 1987 by any means other than by way 
of an amalgamation or winding-up and it and the person from 
whom it acquired the particular property have filed a joint elec- 
tion in prescribed form with the Minister on or before the earlier 
of the days on or before which either of them is required to file a 
return of income pursuant to section 150 for its or the person’s 
taxation year in which the corporation acquired the particular 
property. 

Related Provisions: 220(3.2), Reg. 600(c) — Late filing or revocation of election 

under 66.7(7)(c), (d) or (e). See also at end of s. 66.7. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”; meaning of “Income Tax 
Application Rules, 1971, Part Ill of chapter 63 of the Statutes of Canada, 1970-71-72”). 


Information Circulars: 07-1: Taxpayer relief provisions. 


Forms: T2010: Election to deduct resource expenses upon acquisition of resource pro- 
perty by a corporation. 


(8) Application of subsecs. (2) and (2.3) — Subsections (2) 
and (2.3) apply only to a corporation that has acquired a particular 
foreign resource property 


(a) where it acquired the particular property in a taxation year 
commencing before 1985 and, at the time it acquired the particu- 
lar property, the corporation acquired all or substantially all of 
the property used by the person from whom it acquired the par- 
ticular property in carrying on outside Canada such of the busi- 
nesses described in paragraphs (a) to (g) of the definition “prin- 
cipal-business corporation” in subsection 66(15) as were carried 
on by that person; 


(b) where it acquired the particular property in a taxation year 
commencing after 1984 and, at the time it acquired the particular 
property, the corporation acquired all or substantially all of the 
foreign resource properties of the person from whom it acquired 
the particular property; 


(c) where it acquired the particular property after June 5, 1987 
by way of an amalgamation or winding-up and it has filed an 
election in prescribed form with the Minister on or before the 
day on or before which the corporation is required to file a re- 
turn of income pursuant to section 150 for its taxation year in 
which it acquired the particular property; 


(d) where it acquired the particular property after November 16, 
1978 and in a taxation year ending before February 18, 1987 by 
any means other than by way of an amalgamation or winding-up 
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and it and the person from whom it acquired the particular pro- 
perty, have filed with the Minister a joint election under and in 
accordance with subsection 66(6) or (7) (as modified by subsec- 
tions 66(8) and (9), respectively) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, as. those subsec- 
tions read in their application to that year; and 


(e€) where it acquired the particular property in a taxation year 
ending after February 17, 1987 by any means other than by way 
of an amalgamation or winding-up and it and the person from 
whom. it acquired the particular property have filed.a joint elec- 
tion in prescribed form with the Minister on or before the earlier 
of the days on or before which either of them is required to file a 
return of income pursuant to section 150 for its or the person’s 
taxation year in which the corporation acquired the. particular 
property. 

Related Provisions: 220(3.2), Reg. 600(c) — Late filing or revocation of election 

under 66.7(8)(c), (d) or (e). See also at end of s. 66.7. 


History: The opening words of subsec. 66.7(8). amended by 2001, c. 17, subsec. 49(3), 
applicable to taxation years that begin after 2000. The opening words formerly read: 


(8) Application of subsec. (2) — Subsection (2) applies only to: a corporation 
that has acquired a particular foreign resource property 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Information Circulars: 07-1: Taxpayer relief provisions. 


Forms: T2010: Election to deduct resource expenses upon acquisition of resource pro- 
perty by a corporation. 


(9) Canadian development expense becoming Canadian 
exploration expense — Where 


(a) a corporation acquires a Canadian resource property, 
(b) subsection (4) applies in respect of the acquisition, and 


(c) the cumulative Canadian development expense of an original 
owner of the property determined under clause (4)(a)(i)(A) in 
respect of the corporation includes a Canadian development ex- 
pense incurred by the original owner in respect of an oil or gas 
well that would, but for this subsection, be deemed by subsec- 
tion 66.1(9) to be a Canadian exploration expense incurred in 
respect of the well by the original owner at any particular time 
after the acquisition by the corporation and before it disposed of 
the property, 


the following rules apply: 


(d) subsection 66.1(9) does not apply in respect of the Canadian 
development expense incurred in respect of the well by the orig- 
inal owner, 


(e€) an amount equal to the lesser of 


(i) the amount that would be deemed by subsection 66.1(9) to 
be a Canadian exploration expense incurred in respect of the 
well by the original owner at the particular time if that sub- 
section applied in respect of the expense, and 


(ii) the cumulative Canadian development expense of the 
original owner as determined under clause (4)(a)(i)(A) in re- 
spect of the corporation immediately before the particular 
time 
shall be deducted at the particular time from the cumulative Ca- 
nadian development expense of the original owner in respect of 
the corporation for the purposes of subparagraph (4)(a)(i), and 


(f) the amount required by paragraph (e) to be deducted shall be 
added at the particular time to the cumulative Canadian explora- 
tion expense of the original owner in respect of the corporation 
for the purpose of paragraph (3)(a). 


Related Provisions: See at end of s. 66.7. 


History: Para. 66.7(9)(f) amended by 1995, c. 21, subsec. 25(11), applicable to taxa- 
tion years that end after February 21, 1994. The para. formerly read: 


(f) the amount required to be deducted by paragraph (e) shall be added at the 
particular time to the cumulative Canadian exploration expense of the original 
owner in respect of the corporation for the purposes of subparagraph (3)(a)(ii). 


S. 66.7(10)(g) 


(10) Change of control — Where at any time after November 12, 
1981 


(a) control of a corporation has been acquired by a person or 
group of persons, or 


(b) a corporation ceased on or before April 26, 1995 to be ex- 
empt from tax under this Part on its taxable income, 


for the purposes of the provisions of the Income Tax Application 
Rules and this Act (other than subsections 66(12.6), (12.601), 
(12.602), (12.62) and (12.71)) relating to deductions in respect of 
drilling and exploration expenses, prospecting, exploration‘and de- 
velopment expenses, Canadian exploration and development ex- 
penses, foreign resource pool expenses, Canadian exploration ex- 
penses, Canadian development expenses and Canadian oil and gas 
property expenses (in this subsection referred to as “resource ex- 
penses”’) incurred by the corporation before that time, the following 
rules apply: 


(c) the corporation shall be deemed after that time to be a suc- 
cessor (within the meaning assigned by subsection 29(25) of the 
Income Tax Application Rules or any of subsections (1) to (5)) 
that had, at that time, acquired all the properties owned by the 
corporation immediately before that time from an original owner 
thereof, 


(c.1) where the corporation did not own a foreign resource pro- 
-perty immediately before that time, the corporation is deemed to 
have owned a foreign resource property immediately before that 


time, 


(d) a joint election shall be deemed to have been filed in accor- 
dance with subsections (7) and (8) in respect of the acquisition, 


(e). the resource expenses incurred by the corporation before that 
time shall be deemed to have been incurred by an original owner 
of the properties and not by the corporation, 


(f) the original owner is deemed to have been resident in Canada 
before that time while the corporation was resident in Canada, 


(g) where the corporation (in this paragraph referred to as the 
transferee”) was, immediately before and at that time, 


(i) a parent corporation (within the meaning assigned by sub- 
section 87(1.4)), or 


(ii) a subsidiary wholly-owned corporation (within the mean- 
ing assigned by subsection 87(1.4)) 


of a particular corporation (in this paragraph referred to as the 
“transferor’), if both corporations agree to have this paragraph 
apply to them in respect of a taxation year of the transferor end- 
ing after that time and notify the Minister in writing of the 
agreement in the return of income under this Part of the trans- 
feror for that year, the transferor may, if throughout that year the 
transferee was such a parent corporation or subsidiary wholly- 
owned corporation of the transferor, designate in favour of the 
transferee, in respect of that year, for the purpose of making a 
deduction under subsection 29(25) of the Income Tax Applica- 
tion Rules or this section in respect of resource expenses in- 
curred by the transferee before that time and when it was such a 
parent corporation or subsidiary wholly-owned corporation of 
the transferor, an amount not exceeding such portion of the 
amount that would be its income for the year, if no deductions 
were allowed under any of section 29 of the Income Tax Appli- 
cation Rules, this section and sections 65 to 66.5, that may rea- 
sonably be regarded as being attributable to 


(iii) the production from Canadian resource properties owned 
by the transferor immediately before that time, and 


(iv) the disposition in the year of any Canadian resource 
properties owned by the transferor immediately before that 
time, 


to the extent that such portion of the amount so designated is not 
designated under this paragraph in favour of any other taxpayer, 
and the amount so designated shall be deemed, for the purposes 
of determining the amount under paragraph 29(25)(d) of the Jn- 
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come Tax Application Rules and paragraphs (1)(b), (3)(b), (4)(b) 
and (5)(b), 


(v) to be income from the sources described in subparagraph 
(iii) or (iv), as the case may be, of the transferee for its taxa- 
tion year in which that taxation year of the transferor ends, 
and 


(vi) not to be income from the sources described in subpara- 
graph (iii) or (iv), as the case may be, of the transferor for 
that year, 


(h) where the corporation (in this paragraph referred to as the 
“transferee’”) was, immediately before and at that time, 


(i) a parent corporation (within the meaning assigned by sub- 
section 87(1.4)), or 


(ii) a subsidiary wholly-owned corporation (within the mean- 
ing assigned by subsection 87(1.4)) 


of a particular corporation (in this paragraph referred to as the 
“transferor’), if both corporations agree to have this paragraph 
apply to them in respect of a taxation year of the transferor end- 
ing after that time and notify the Minister in writing of the 
agreement in the return of income under this Part of the trans- 
feror for that year, the transferor may, if throughout that year the 
transferee was such a parent corporation or subsidiary wholly- 
owned corporation of the transferor, designate in favour of the 
transferee, in respect of that year, for the purpose of making a 
deduction under this section in respect of resource expenses in- 
curred by the transferee before that time and when it was such a 
parent corporation or subsidiary wholly-owned corporation of 
the transferor, an amount not exceeding such portion of the 
amount that would be its income for the year, if no deductions 
were allowed under this section and sections 65 to 66.5, that 
may reasonably be regarded as being attributable to 


(iii) the production from foreign resource properties owned 
by the transferor immediately before that time, and 


(iv) the disposition of any foreign resource properties owned 
by the transferor immediately before that time, 


to the extent that such portion of the amount so designated is not 
designated under this paragraph in favour of any other taxpayer, 
and the amount so designated shall be deemed, 


(v) for the purposes of determining the amounts under 
paragraphs (2)(b) and (2.3)(b), to be income from the sources 
described in subparagraph (iii) or (iv), as the case may be, of 
the transferee for its taxation year in which that taxation year 
of the transferor ends, and 


(vi) for the purposes of determining the amount under 
paragraphs (2)(b) and (2.3)(b), not to be income from the 
sources described in subparagraph (iii) or (iv), as the case 
may be, of the transferor for that year, 


(i) where, immediately before and at that time, the corporation 
(in this paragraph referred to as the “transferee”) and another 
corporation (in this paragraph referred to as the “transferor’’) 
were both subsidiary wholly-owned corporations (within the 
meaning assigned by subsection 87(1.4)) of a particular parent 
corporation (within the meaning assigned by subsection 
87(1.4)), if the transferee and the transferor agree to have this 
paragraph apply to them in respect of a taxation year of the 
transferor ending after that time and notify the Minister in writ- 
ing of the agreement in the return of income under this Part of 
the transferor for that year, paragraph (g) or (h), or both, as the 
agreement provides, shall apply for that year to the transferee 
and transferor as though one were the parent corporation (within 
the meaning of subsection 87(1.4)) of the other, and 


(j) where that time is after January 15, 1987 and at that time the 
corporation was a member of a partnership that owned a Cana- 
dian resource property or a foreign resource property at that time 


(i) for the purpose of paragraph (c), the corporation shall be 
deemed to have owned immediately before that time that 
portion of the property owned by the partnership at that time 
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that is equal to its percentage share of the total of amounts 
that would be paid to all members of the partnership if it 
were wound up at that time, and 


(ii) for the purposes of clause 29(25)(d)(i)(B) of the Income 
Tax Application Rules, clauses (1)(b)(i)(C) and (2)(b)(i)(B), 
subparagraph (2.3)(b)(i) and clauses (3)(b)(i)(C), (4)(b)@)(B) 
and (5)(b)(i)(B) for a taxation year ending after that time, the 
lesser of 


(A) its share of the part of the income of the partnership 
for the fiscal period of the partnership ending in the year 
that may reasonably be regarded as being attributable to 
the production from the property, and 


(B) an amount that would be determined under clause (A) 
for the year if its share of the income of the partnership 
for the fiscal period of the partnership ending in the year 
were determined on the basis of the percentage share re- 
ferred to in subparagraph (i), 


shall be deemed to be income of the corporation for the year 

that may reasonably be attributable to production from the 

property. 
Related Provisions: 66(11.3) — Control; 66.7(2.3) — Income deemed not attributa- 
ble to production from Canadian resource property; 66.7(10.1) — Amalgamation — 
partnership property; 139.1(18) — Holding corporation deemed not to acquire control 
of insurer on demutualization; 149(10) — Ceasing to be exempt after April 26, 1995; 
249(4) — Deemed year end where change of control occurs; 256(6)-(9) — Whether 
control acquired. See also at end of s. 66.7. 


History: The portion of subsec. 66.7(10) after para. (b) and before para. (c), subparas. 
66.7(10)(h)(v) and (vi), and the opening words of subpara. 66.7(10)(j)(i1), amended by 
2001, c. 17, subsecs. 49(4), (6) and (7), applicable to taxation years that begin after 
2000. The portion, subparas. (h)(v) and (vi), and the opening words of subpara. (j)(ii) 
formerly read: 


for the purposes of the provisions of the Income Tax Application Rules and this 
Act (other than subsections 66(12.6), (12.601), (12.602), (12.62) and (12.71)) 
relating to deductions in respect of drilling and exploration expenses, prospect- 
ing, exploration and development expenses, Canadian exploration and develop- 
ment expenses, foreign exploration and development expenses, Canadian explo- 
ration ‘expenses, Canadian development expenses and Canadian oil and gas 
property expenses (in this subsection referred to as “resource expenses”) in- 
curred by the corporation before that time, the following rules apply: 


(v) for the purposes of determining the amounts under paragraph (2)(b), to be 
income from the sources described in subparagraph (iii) or (iv), as the case may 
be, of the transferee for its taxation year in which that taxation year of the trans- 
feror ends, and 


(vi) for the purposes of determining the amount under paragraph (2)(b), not to be 
income from the sources described in subparagraph (iii) or (iv), as the case may 
be, of the transferor for that year, 


(ii) for the purposes of clause 29(25)(d)(i)(B) of the Income Tax Application 
Rules and clauses (1)(b)(i)(C), (2)(b)()(B),  (3)(b)G)(C), (4)(b)(4)(B) and 
(5)(b)(i)(B) for a taxation year ending after that time, the lesser of 


Para. 66.7(10)(f) added by the said c. 17, subsec. 49(5), applicable to 1999 et seq. 


Para. 66.7(10)(b) amended and para. (c.1) added by 1998, c. 19, subsecs. 106(6) and 
(7), para. 66.7(10)(b) applicable after April 26, 1995 and para. (c.1) applicable to taxa- 
tion years that end after February 17, 1987. Para. (b) formerly read: 


(b) a corporation ceases to be exempt from tax under this Part on its taxable 
income, 


That portion of subsec. 66.7(10) between paras. (b) and (c) amended by 1997, c. 25, s. 
16, applicable to taxation years that begin after 1998. That portion formerly read: 


for the purposes of the provisions of the Income Tax Application Rules and this 
Act (other than subsections 66(12.6), (12.601), (12.602), (12.62), (12.64) and 
(12.71)) relating to deductions with respect to drilling and exploration expenses, 
prospecting, exploration and development expenses, Canadian exploration and 
development expenses, foreign exploration and development expenses, Canadian 
exploration expenses, Canadian development expenses and Canadian oil and gas 
property expenses (in this subsection referred to as “resource expenses’’) in- 
curred by the corporation before that time, the following rules apply: 

That portion of subsec. 66.7(10) between paras. (b) and (c) amended by 1994, c. 8, 

subsec. 8(2), applicable to taxation years ending after December 2, 1992. That portion 

formerly read: 
for the purposes of the provisions of the Income Tax Application Rules, and this 
Act, other than subsections 66(12.6), (12.62), (12.64) and (12.71), relating to 
deductions with respect to drilling and exploration expenses, prospecting, explo- 
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ration and development expenses, Canadian exploration and development ex- 
penses, foreign exploration and development expenses, Canadian exploration ex- 
penses, Canadian development expenses and Canadian oil and gas property 
expenses (in this subsection referred to as “resource ¢xpenses’’) incurred by the 
corporation before that time, the following rules apply: 


Para. 66.7(10)(f) repealed by 1994, c. 7, Sch. II (1991, c..49), subsec. 42(8), applicable 
to taxation years ending after February 17, 1987. Para. (f) formerly read: 


(f) where, pursuant to paragraph (e), foreign exploration and development ex- 
penses incurred by the corporation are deemed to have been incurred by an origi- 
nal owner of the properties, the corporation may designate in respect of a taxa- 
tion year an amount not exceeding the lesser. of 


@ the amount included in its income for the year, computed as if no deduc- 
tion were allowed under section 29 of the Income Tax Application Rules, this 
section. or sections 65 to 66.5, that may reasonably be regarded as being 
attributable to the production from a Canadian resource property owned by it 
immediately before that time, and 


(ii) the’ amount, if any, by which 10% of the amount described in paragraph 
(2)(a) for the year with respect. to those expenses exceeds the amount. that 
would be determined under paragraph (2)(b) for the year if this paragraph 
and subparagraph (h)(vi) did not apply, 
as being an amount attributable to the production described in clause 
(2)(b)(@)(B), and the amount so designated shall, for the purpose of clause 
29(25)(d)(i)(B) of the Income Tax Application Rules, clauses (1)(b)G)(C), 
(3)(b)(i)(C), (4)(b)G)(B), (5)(b)@)(B) and subparagraph (g)(iii) be deemed not to 
be an amount attributable to production from a Canadian resource property, in the 
year; 
Subpara. 66.7(10)(h)(v) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(9), to 
substitute “paragraph (2)(b)” for “paragraph (2)(b) and subparagraph (f)(ii)”, applicable 
to taxation years ending after February 17, 1987. 
1.T. Technical News: 7 (control by a group — 50/50 arrangement). 


Advance. Tax. Rulings: ATR-19: Earned depletion base and cumulative Canadian 
development EXPERSE) 
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in the year that can reasonably be regarded as being attribu- 
___ table to production from those properties, and 


(ii) the amount that would be determined junder. subpara- . 


graph (i) for the year if the new corporation’s share of the 
income of the partnership for the fiscal periods of the part- 
nership that end in the year were determined on the basis of 
the percentage share referred to in paragraph (a). 


S. 66.7(11) 
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deficiency in the successor rules. I also heknowledse your eae of December G es 
to. Simon — — fsthict ee ai same > matter: a 
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the purpos in section 66.7. Consequently, Newco’s deduc- 


tions ander section 66.7 with regard to Subco’ s unused pools of resource expendi- 
tures would be 


‘limited to “streamed income” from resource properties owned by 

the amalgamation. However, as “streamed income” does 
not include partnership income, no part of the resource income generated by the part- 
nership could be offset by deductions under section 66.7 even though a large part of 
Subco’s unused resource pools might be attributable to its share of partnership re- 
source: expenditu s. As you indicate in your letter, the. “look-through” rule for part- 
nerships in paragraph 66.710) does not apply because there was no acquisition of 
control of Newco because of the amalgamation. - 


We agree that this is a technical deficiency, demonstrated by the more favourable tax 
treatment in this context where there is an acquisition of control. We will recommend 
that this technical deficiency be remedied, One approach to remedy the situation 
would be to follow the option put forward i in your letter. This option would effec- 
tively provide for a “look-through” rule for partnerships that is similar to the existing 
rule in paragraph 66. 7(10)@), but which applies where there is an amalgamation that 
does not involve an acquisition of control. However, we will also reflect further on 
whether i it would be appropriate to recommend broader relief (e.g., relief that applies 
Where one party sells a partnership interest that owns Canadian resource properties). 


ill also recommended that this relief apply so that amalgamations thar occur 
after 1996 are accommodated, . _ 


Yours sincerely, ce 
‘LenFarber a 
General Director, Tax ANE se Divisen, Tax Policy to g 


(11) Idem — Where, at any time, 


(a) control of a taxpayer that is a corporation has been acquired 
by a person or group of persons, or 


(b) a taxpayer has disposed of all or substantially all of the tax- 
payer’s Canadian ,resource properties or foreign resource 
properties, 


and, before that time, the taxpayer or a partnership of which the 
taxpayer was a member acquired a property that is a Canadian re- 
source property, a foreign resource property or an interest in a part- 
nership and it may reasonably be considered that one of the main 
purposes of the acquisition was to avoid any limitation provided in 
subsection 29(25) of the Income Tax Application Rules or any of 
subsections (1) to (5) on the deduction in respect of any expenses 
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incurred by the taxpayer or a corporation referred to as a transferee 
in paragraph (10)(g) or (h), the taxpayer or the partnership, as the 
case may be, shall be deemed, for the purposes of applying those 
subsections to or in respect of the taxpayer, not to have acquired the 
property. 

Related Provisions: 87(2)(j.6) — Amalgamations — continuing corporation; 
139.1(18) — Holding corporation deemed not to acquire control of insurer on demutu- 
alization; 249(4) — Deemed year end where change of control occurs; 256(6)—-(9) — 
Whether control acquired. See also at end of s. 66.7. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement). 


(12) Reduction of Canadian resource expenses — Where in 
a taxation year an original owner of Canadian resource properties 
disposes of all or substantially all of the original owner’s Canadian 
resource properties to a particular corporation in circumstances in 
which subsection 29(25) of the Income Tax Application Rules or 
subsection (1), (3), (4) or (5) applies, 


(a) the Canadian exploration and development expenses incurred 
by the original owner before that owner so disposed of the 
properties shall, for the purposes of this subdivision, be deemed 
after the disposition not to have been incurred by the original 
owner except for the purposes of making a deduction under sub- 
section 66(1) or (2) for the year and of determining the amount 
that may be deducted under subsection (1) by the particular cor- 
poration or by any other corporation that subsequently acquires 
any of the properties; 

(b) in determining the cumulative Canadian exploration expense 
of the original owner at any time after the time referred to in 
subparagraph (3)(a)(i), there shall be deducted the amount 
thereof determined immediately after the disposition; 


(b.1) for the purposes of paragraph (3)(a), the cumulative Cana- 
dian exploration expenses of the original owner determined im- 
mediately after the disposition that was deducted or required to 
be deducted under subsection 66.1(2) or (3) in computing the 
original owner’s income for the year shall be deemed to be equal 
to the lesser of 


(i) the amount deducted under paragraph (b) in respect of the 
disposition, and 


(11) the amount, if any, by which 


(A) the specified amount determined under paragraph 
(12.1)(a) in respect of the original owner for the year 


exceeds 


(B) the total of all amounts each of which is an amount 
determined under this paragraph in respect of any disposi- 
tion made by the original owner before the disposition 
and in the year; 


(b.2) for greater certainty, any amount (other than the amount 
determined under paragraph (b.1)) that was deducted or required 
to be deducted under subsection 66.1(2) or (3) by the original 
owner for the year or a subsequent taxation year shall, for the 
purposes of paragraph (3)(a), be deemed not to be in respect of 
the cumulative Canadian exploration expense of the original 
owner determined immediately after the disposition; 


(c) in determining the cumulative Canadian development ex- 
pense of the original owner at any time after the time referred to 
in clause (4)(a)(i)(A), there shall be deducted the amount thereof 
determined immediately after the disposition; 


(c.1) for the purpose of paragraph (4)(a), the cumulative Cana- 
dian development expense of the original owner determined im- 
mediately after the disposition that was deducted under subsec- 
tion 66.2(2) in computing the original owner’s income for the 
year shall be deemed to be equal to the lesser of 


(i) the amount deducted under paragraph (c) in respect of the 
disposition, and 


(ii) the amount, if any, by which 


(A) the specified amount determined under paragraph 
(12.1)(b) in respect of the original owner for the year 
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exceeds 


(B) the total of all amounts determined under this para- 
graph in respect of any dispositions made by the original 
owner before the disposition and in the year; 


(c.2) for greater certainty, any amount (other than the amount 
determined under paragraph (c.1)) that was deducted under sub- 
section 66.2(2) by the original owner for the year or a subse- 
quent taxation year shall, for the purpose of paragraph (4)(a), be 
deemed not to be in respect of the cumulative Canadian develop- 
ment expense of the original owner determined immediately af- 
ter the disposition; 


(d) in determining the cumulative Canadian oil and gas property 
expense of the original owner at any time after the time referred 
to in subparagraph (5)(a)(i), there shall be deducted the amount 
thereof determined immediately after the disposition; 


*(d.1) for the purpose of paragraph (5)(a), the cumulative Cana- 
dian oil and gas property expense of the original owner deter- 
mined immediately after the disposition that was deducted under 
subsection 66.4(2) in computing the original owner’s income for 
the year shall be deemed to be equal to the lesser of 


(i) the amount deducted under paragraph (d) in respect of the 
disposition, and 


(ii) the amount, if any, by which 


(A) the specified amount determined under paragraph 
(12.1)(c) in respect of the original owner for the year 


exceeds 


(B) the total of all amounts determined under this para- 
graph in respect of any dispositions made by the original 
owner before the disposition and in the year; 


(d.2) for greater certainty, any amount (other than the amount 
determined under paragraph (d.1)) that was deducted under sub- 
section 66.4(2) by the original owner for the year or a subse- 
quent taxation year shall, for the purpose of paragraph (5)(a), be 
deemed not to be in respect of the cumulative Canadian oil and 
gas property expense of the original owner determined immedi- 
ately after the disposition; and 


(e) the drilling and exploration expenses, including all general 
geological and geophysical expenses, incurred by the original 
owner before 1972 on or in respect of exploring or drilling for 
petroleum or natural gas in Canada and the prospecting, explora- 
tion and development expenses incurred by the original owner 
before 1972 in searching for minerals in Canada shall, for the 
purposes of section 29 of the Income Tax Application Rules, be 
deemed after the disposition not to have been incurred by the 
original owner except for the purposes of making a deduction 
under that section for the year and of determining the amount 
that may be deducted under subsection 29(25) of that Act by the 
particular corporation or any other corporation that subsequently 
acquires any of the properties. 

Related Provisions: 66.1(6)“cumulative Canadian exploration expense’M — Re- 

duction in CCEE; 66.2(5)“cumulative Canadian development expense’”O — Reduction 


in CCDE; 66.4(5)“cumulative Canadian oil and gas property expense”J — Reduction 
in CCOGPE. See Related Provisions and Definitions at end of s. 66.7. 


History: Paras. 66.7(12)(b.1) and (b.2) amended by 1994, c. 8, subsec. 8(3), applicable 
to taxation years ending after December 2, 1992. Paras. (b.1) and (b.2) formerly read: 


(b.1) for the purpose of paragraph (3)(a), the cumulative Canadian exploration 
expense of the original owner determined immediately after the disposition that 
was deductible under subsection 66.1(2) or deducted under subsection 66.1(3) in 
computing the original owner’s income for the year shall be deemed to be equal 
to the lesser of 


(i) the amount deducted under paragraph (b) in respect of the disposition, 
and 


(ii) the amount, if any, by which 
(A) the specified amount determined under paragraph (12.1)(a) in re- 
spect of the original owner for the year 

exceeds 
(B) the total of all amounts determined under this paragraph in respect 


of any dispositions made by the original owner before the disposition 
and in the year; : 
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(b.2) for greater certainty, any amount (other than the amount determined under 
paragraph (b.1)) that was deductible under subsection 66.1(2) or deducted under 
subsection 66.1(3) by the original owner for the year or a subsequent taxation 
year shall, for the purpose of paragraph (3)(a), be deemed not to be in respect of 
the cumulative Canadian exploration expense of the original owner determined 
immediately after the, disposition; 


That portion of subsec. 66.7(12) preceding para. (a) amended to substitute “in a taxa- 
tion year’ for “in a taxation year and after June 5, 1987”, para. 66.7(12)(b) substituted, 
and paras. (b.1), (b.2), (c.1),.(c.2), (d.1), (d.2) added by 1994, c.7, Sch. II (1991, c. 49), 
subsecs. 42(11) to (15), applicable with respect to dispositions occurring in taxation 
years commencing on or after December 17, 1991 to the amending legislation and with 
respect to a disposition of a property made by a taxpayer in a taxation year ending after 
February 17, 1987 and commencing before December 17, 1991, where 
(a) the taxpayer, and 


(b) each corporation that, before the end of the taxpayer’s taxation year that in- 
cludes December 17, 1991, acquired the property or any other property that was 
disposed of by the taxpayer in a taxation year ending after February 17, 1987 as 
part of a transaction or an event as a consequence of which that corporation was or, 
but for those subsecs., would be entitled to deduct, an amount. under. subsec. 
66.7(3), (4) or (5) in respect of an expense incurred by the taxpayer, 


so elected by notice in writing filed with the Minister of National Revenue on or before 
the day that was 180 days after the end of the taxpayer’s taxation year that included 
December 17, 1991; and, 
(c) notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest and 
penalties shall be made as are necessary to give effect to the election, and 
(d) where the taxpayer so elected in respect of a disposition, a designation under cl. 
66.7(12.1)(a)(i)(B), (b)(i)(B) or (c)G)(B) in respect of the disposition shall be 
deemed to have been filed as required if it was filed with the Minister of National 
Revenue on or before the day that was,180 days after the end of the taxpayer’s 
taxation year. that included December 17, 1991. 
Para. 66.7(12)(b) formerly read: 
(b) in determining the cumulative Canadian exploration expense of the original 
owner at any time after the time referred to in subparagraph (3)(a)(i), there shall 
be deducted the amount, if any, by which the amount thereof determined imme- 
diately after the disposition exceeds the amount claimed by the original owner 
under subsection 66.1(2) or (3) for the year; 


(12.1) Specified amount — Where in a taxation year an original 
owner of Canadian resource. properties disposes of all or substan- 
tially all of the original owner’s Canadian resource properties. in cir- 
cumstances in which subsection (3), (4) or (5) applies, 
(a) the lesser of 
(i) the total of all amounts each of which is the amount, if 
any, by which 
(A) an amount deducted under paragraph (12)(b) in re- 
spect of a disposition in the year by the original owner 
exceeds 
(B) the amount, if any, designated by the original owner 
in prescribed form filed with the Minister within 6 


months after the end of the year in respect of an amount 
determined under clause (A), and 


(ii) the total of 


(A) the amount claimed under subsection 66.1(2) or (3) 
by the original owner for the year, and 


(B) the amount that would, but for paragraph 66.1(1)(c), 
be determined under subsection 66.1(1) in respect of the 
original owner for the year 
is the specified amount in respect of the original owner for the 
year for the purposes of clause (12)(b.1)(ii)(A) and of determin- 
ing the value of E.1 in the definition “cumulative Canadian ex- 
ploration expense” in subsection 66.1(6); 


(b) the lesser of 


(i) the total of all amounts each of which is the amount, if 
any, by which 


(A) an amount deducted under paragraph (12)(c) in re~ 


spect of a disposition in the year by the original owner 
exceeds 

(B) the amount, if any, designated by the original owner 

in prescribed form filed with the Minister within 6 

months after the end of the year in respect of an amount 

determined under clause (A), and 
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(ii) the total of 


(A) the amount claimed under subsection 66.2(2) by the 
original owner for the year, and 


(B) the amount that would, but for paragraph 66.2(1)(d), 
be determined under subsection 66.2(1),in respect of the 
original owner for the year 


is the specified amount in respect of the original owner for the 
year for the purposes of clause (12)(c.1)G@i)(A) and of determin- 
ing the value of D.1 in the definition “cumulative Canadian de- 
velopment expense” in subsection 66.2(5); and 


(c) the lesser of 


(i) the total of all amounts each of which is the amount, if 
any, by which 


(A) an amount deducted under paragraph (12)(d) in re- 
spect of a disposition in the year by the original owner 


exceeds 


(B) the amount, if any, designated by the original owner 
in prescribed..form filed. with the Minister within 6 
months after the end of the year in respect of an amount 
determined under clause (A), and 


(ii) the total of 


(A) the amount claimed under subsection 66.4(2) by the 
original owner for the year, and 


(B) the amount that would, but for paragraph 66.4(1)(c), 
be determined under subsection 66.4(1) in respect of the 
original owner for the year 


is the specified amount in respect of the original owner for the 
year for the purposes of clause. (12)(d.1)(i)(A) and of determin- 
ing the value of D.1 in the definition “cumulative Canadian oil 
and gas property expense” in subsection 66.4(5). 
Related Provisions: 66.1(1) — Amount to be included in income; 66.1(2)(b) — 
Deduction for principal-business corporation; 66.1(3)(b) — Expenses of other taxpay- 
ers; 66.1(6)“cumulative Canadian exploration expense”E.1 — addition to. CCEE; 
66.2(2)(a) — Deduction for CCDE; 66.2(5)“cumulative Canadian development ex- 
pense”D.1 — Addition to CCDE; 66.4(1)(c),— Recovery of costs; 66.4(2)(a)(i) — De- 
duction for CCOGPE; 66.4(5)“cumulative Canadian oil and gas property ex- 
pense’’D.1 — addition to CCOGPE. 
History: Subsec. 66.7(12.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 42(1 1) 
to (15), applicable to dispositions occurring in taxation years commencing on or after 
December 17, 1991 to the amending legislation and with respect to a disposition of a 
property made by a taxpayer in a taxation year ending after February 17, 1987 and 
commencing before December 17, 1991, where 
(a) the taxpayer, and 
(b) each corporation that, before the end of the taxpayer’s taxation year that in- 
cludes December 17, 1991, acquired the property or any other property that was 
disposed of by the taxpayer in a taxation year ending after February 17, 1987 as 
part of a transaction or an event as a consequence of which that corporation was or, 
but for those subsecs. would be entitled to deduct an amount under subsec. 66.7(3), 
(4) or (5) in respect of an expense incurred: by the taxpayer, 
so elected by notice in writing filed with the Minister of National Revenue on or before 
the day that was 180 days after the end of the taxpayer’s taxation year that included 
December 17, 1991; and, 
(c) notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest and 
penalties shall be made as are necessary to give effect to the election, and 
(d) where the taxpayer so elected in respect of a disposition, a designation under cl. 
66.7(12.1)(a)(i)(B), (b)(i)(B). or (c)(G)(B) in respect of the disposition shall be 
deemed to have been filed as required if it was filed with the Minister of National 
Revenue on or before the day that was 180 days after the end of the taxpayer’s 
taxation year that included December 17, 1991. 


Forms: T1046: Designation of resource amount by an original owner. 


(13) Reduction of foreign resource expenses — Where after 
June 5, 1987 an original owner of foreign resource properties dis- 
poses of all or substantially all of the original owner’s foreign re- 
source properties to a particular corporation in circumstances in 
which subsection (2) applies, the foreign exploration and develop- 
ment expenses incurred by the original owner before that owner so 
disposed of the properties shall be deemed after the disposition not 
to have been incurred by the original owner except for the purposes 
of determining the amounts that may be deducted under that subsec- 
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tion by the particular corporation or any other corporation that sub- 
sequently acquires any of the properties. 
Related Provisions: See at end of s. 66.7. 


(13.1) Reduction of foreign resource expenses — Where in 
a taxation year an original owner of foreign resource properties in 
respect of a country disposes of all or substantially all of the origi- 
nal owner’s foreign resource properties in circumstances to which 
subsection (2.3) applies, 


(a) in determining the cumulative foreign resource expense of 
the original owner in respect of the country at any time after the 
time referred to in subparagraph (2.3)(a)(i), there shall be de- 
ducted the amount of that cumulative foreign resource expense 
determined immediately after the disposition; and 


(b) for the purpose of paragraph (2.3)(a), the cumulative foreign 
resource expense of the original owner in respect of the country 
determined immediately after the disposition that was deducted 
under subsection 66.21(4) in computing the original owner’s in- 
come for the year is deemed to be equal to the lesser of 


(i) the amount deducted under paragraph (a) in respect of the 
disposition, and 


(ii) the amount, if any, by which 


(A) the specified amount determined under subsection 
(13.2) in respect of the original owner and the country for 
the year 


exceeds 


(B) the total of all amounts determined under this para- 
graph in respect of another disposition of foreign resource 
property in respect of the country made by the original 
owner before the disposition and in the year. 

Related Provisions: 66.21(1)“cumulative foreign resource expense”J; 66.7(15.1) — 


Parallel rule for predecessor owner; 248(1)‘foreign resource property” — Meaning of 
foreign resource property in respect of a country. 


History: Subsec. 66.7(13.1) added by 2001, c. 17, subsec. 49(8), applicable to taxation 
years that begin after 2000. 


(13.2) Specified amount — foreign resource expenses — 
Where in a taxation year an original owner of foreign resource 
properties in respect of a country disposes of all or substantially all 
of the original owner’s foreign resource properties in circumstances 
to which subsection (2.3) applies, the specified amount in respect of 
the country and the original owner for the year for the purposes of 
clause (13.1)(b)(41)(A) and of determining the value of D in the def- 
inition “cumulative foreign resource expense” in subsection 
66.21(1) is the lesser of 


(a) the total of all amounts each of which is the amount, if any, 
by which 
(i) an amount deducted under paragraph (13.1)(a) in respect 
of a disposition in the year by the original owner of foreign 
resource property in respect of the country 


exceeds 
(ii) the amount, if any, designated by the original owner in 
prescribed form filed with the Minister within six months af- 
ter the end of the year in respect of an amount described 
under subparagraph (i), and 

(b) the total of 


(i) the amount claimed under subsection 66.21(4) by the orig- 
inal owner in respect of the country for the year, and 

(ii) the amount that would, but for paragraph 66.21(3)(c), be 
determined under subsection 66.21(3) in respect of the coun- 
try and the original owner for the year. 


Related Provisions: 66.21(1)“adjusted cumulative foreign resource expense”; 
66.21(1)“cumulative foreign resource expense”D; 66.21(3)(c) — Deduction. 


History: Subsec. 66.7(13.2) added by 2001, c. 17, subsec. 49(8), applicable to taxation 
years that begin after 2000. 


(14) Disposal of Canadian resource properties — Where in 
a taxation year a predecessor owner of Canadian resource properties 
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disposes of Canadian resource properties to a corporation in cir- 
cumstances in which subsection 29(25) of the Income Tax Applica- 
tion Rules or subsection (1), (3), (4) or (5) applies, 


(a) for the purposes of applying any of those subsections to the 
predecessor owner in respect of its acquisition of any Canadian 
resource property owned by it immediately before the disposi- 
tion, it shall be deemed, after the disposition, never to have ac- 
quired any such properties except for the purposes of 


(1) determining an amount deductible under subsection (1) or 
(3) for the year, 


(11) where the predecessor owner and the corporation dealt 
with each other at arm’s length at the time of the disposition 
or the disposition was by way of an amalgamation or merger, 
determining an amount deductible under subsection (4) or (5) 
for the year, and 


(iii) determining the amount for F in the definition “cumula- 
tive Canadian development expense” in subsection 66.2(5), 
the amounts for paragraphs (a) and (b) in the description of L 
in that definition and the amount for F in the definition “cu- 
mulative Canadian oil and gas property expense” in subsec- 
tion 66.4(5); and 


(b) where the corporation or another corporation acquires any of 
the properties on or after the disposition in circumstances in 
which subsection (4) or (5) applies, amounts that become receiv- 
able by the predecessor owner after the disposition in respect of 
Canadian resource properties retained by it at the time of the 
disposition shall, for the purposes of applying subsection (4) or 
(5) to the corporation or the other corporation in respect of the 
acquisition, be deemed not to have become receivable by the 
predecessor owner. 


Related Provisions: 66.6 — Canadian resource properties acquired from exempt 
person. See also at end of s. 66.7. 


History: Subsec. 66.7(14) substituted by 1994, c. 21, subsec. 31(4), applicable to dis- 
positions occurring in taxation years ending after February 17, 1987. That subsec. for- 
merly read: 


(14) Where in a taxation year a predecessor owner of Canadian resource proper- 
ties disposes of all or substantially all of its Canadian resource properties to a 
corporation in circumstances in which subsection 29(25) of the Income Tax Ap- 
plication Rules or subsection (1), (3), (4) or (5) applies, for the purposes of ap- 
plying any of those subsections to the predecessor owner in respect of its acqui- 
sition of any of those properties, it shall be deemed, after the disposition, never 
, to have acquired the properties except for the purposes of 


(a) determining an amount deductible under subsection (1) or (3) for the 
year; and 


(b) where the predecessor owner and the corporation dealt with each other at 
arm’s length at the time of the disposition or the disposition was by way of 
an amalgamation or merger, determining an amount deductible under sub- 
section (4) or (5) for the year. 
Subsec. 66.7(14) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 42(16), appli- 
cable to dispositions occurring in taxation years ending after February 17, 1987. Sub- 
sec. 66.7(14) formerly read: 


(14) Where, in a taxation year and after June 5, 1987, a predecessor owner of 
Canadian resource properties disposes of all or substantially all of its Canadian 
resource properties to a corporation in circumstances in which subsection 29(25) 
of the Income Tax Application Rules or subsection (1), (3), (4) or (5) applies, for 
the purposes of applying any of those subsections to the predecessor owner in 
respect of its acquisition of any of those properties, it shall be deemed, after the 
disposition, never to. have acquired the properties except for the purposes of 
making a deduction under subsection (1) or (3) for the year. 


(15) Disposal of foreign resource properties — Where after 
June 5, 1987 a predecessor owner of foreign resource properties 
disposes of all or substantially all of its foreign resource properties 
to a corporation in circumstances in which subsection (2) applies, 
for the purpose of applying that subsection to the predecessor owner 
in respect of its acquisition of any of those properties (or other for- 
eign resource properties retained by it at the time of the disposition 
which were acquired by it in circumstances in which subsection (2) 
applied), it shall be deemed, after the disposition, never to have ac- 
quired the properties. 

Related Provisions: See at end of s. 66.7. 
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History: Subsec. 66.7(15) substituted by 1994, c. 21, subsec. 31(4), applicable to taxa- 
tion years ending after February 17, 1987. That subsec. formerly read: 


(15) Where after June 5, 1987 a predecessor owner of foreign resource properties 
disposes of all or substantially all of its foreign resource properties to a corpora- 
tion in circumstances in which subsection (2) applies, for the purposes of apply- 
ing that subsection to the predecessor owner in respect of its acquisition of any 
of those properties, it shall be deemed, after the disposition, never to have ac- 
quired the properties. 


(15.1) Disposal of foreign resource properties — subsec. 
(2.3) — Where in a taxation year a predecessor owner of foreign 
resource properties disposes of foreign resource properties to a cor- 
poration in circumstances to which subsection (2.3) applies, 


(a) for the purpose of applying that subsection to the predecessor 
owner in respect of its acquisition of any foreign resource 
properties owned by it immediately before the disposition, it is 
deemed, after the disposition, never to have acquired any such 
properties except for the purposes of 


(i) where the predecessor owner and the corporation dealt 
with each other at arm’s length at the time of the disposition 
or the disposition was by way of an amalgamation or merger, 
determining an amount deductible under subsection (2.3) for 
the year, and 


(ii) determining the value of F in the definition “cumulative 
foreign resource expense” in subsection 66.21(1); and 


(b) where the corporation or another corporation acquires any of 
the properties on or after the disposition in circumstances to 
which subsection (2.3) applies; amounts that become receivable 
by the predecessor owner after the disposition in respect of for- 
eign resource properties retained by it at the time of the disposi- 
tion are, for the purposes of applying subsection (2.3) to the cor- 
poration or the other corporation in respect of the acquisition, 
deemed not to have become receivable by the predecessor 
owner. 
Related Provisions: 66.7(13.1) — Parallel rule for original: owner. 


History: Subsec. 66.7(15.1) added by 2001, c. 17, subsec. 49(9), applicable to taxation 
years that begin after 2000. 


(16) Non-successor acquisitions — Where at any time a Ca- 
nadian resource property or a foreign resource property is acquired 
by a person in circumstances in which none of subsection 29(25) of 
the Income Tax Application Rules and subsections (1) to (5) apply, 
every person who was an original owner or predecessor owner of 
the property by reason of having disposed of the property before 
that time shall, for the purpose of applying those subsections to or 
in respect of the person or any other person who after that time ac- 
quires the property, be deemed after that time not to be an original 
owner or predecessor owner of the property by reason of having 
disposed of the property before that time. 


Proposed Amendment - — 66. 71 6) 


quired by a person in 
(1) to (5), nor subsection 795) of the Income Tax ‘apple 
Rules, apply, every person who was an original” owner 


applying those Subsecdcns to or in respect ‘of the person or any 
other person who after that time acquires the property, deemed 
after that time not to be an original owner or predecenien os owner o 
the property before that time. - 
Application: The November 5, 2010 draft legislation (misc. ‘echnical 
amend subsec. 66.7(16) to read as. above, bs caaleed to Copa — 
vember 5, 2010. 

Technical Notes: Subsection 66. ia6 provides that where a particular Can dian 
resource property or foreign resource property is acquired by a person in circum- 
stances in which the successor rules do not apply, every person who was an original 
owner or predecessor owner of the property by reason of having previously disposed — 
of the property shall, for the purposes of applying the successor rules to future own- 


ers of the property, be treated as never having been an original owner or predecessor . 
owner of the property. Thus, the income from such properties thereafter will not _ 


qualify any expenses of a predecessor or original owner gaa a deductions in the hands 
of a successor. 


(16) Non-successor acquisitions — _ - Where: at any time a Ca 
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The subsection is amended by removing the phrase “by reason of having previously 
disposed of the property,” to ensure that the rule applies to all dispositions of re- 


+ 


source properties. As well, the reference to “shall be educa is replaced by “is 
deemed” to reflect the current drafting style. = 


Related Provisions: See at end of s. 66.7. 


(17) Restriction on deductions — Where in a particular taxa- 
tion year and before June 6, 1987 a person disposed of a Canadian 
resource property or a foreign resource property. in circumstances in 
which any of subsection 29(25) of the Income Tax Application 
Rules and subsections (1) to (5) applies, no deduction in respect of 
an expense incurred before the property was disposed of may be 
made under this section or section 66, 66.1, 66.2 or 66.4 by the 
person in computing the person’s income for a taxation year subse- 
quent to the particular taxation year. 


(18) Application of interpretation provisions — The defini- 
tions, in subsection 66(15) and’ sections 66.1 to 66.4 apply in this 
section. 


Origin of subsec. 66.7(18): R!S.C. 1985, c. 1 (Sth Supp.). 


History; Subsec. 66.7(18) amended by 2001, c. 17, subsec. 49(10), applicable to taxa- 
tion years that begin after 2000. It formerly read: 


(18) Application of subsec. 66(15) — 
ply to this section. 


Related Provisions [s. 66.7]: 66(5) — Dealers; 66(18) — Members of partnerships; 
66.1(6) — Canadian exploration expense;’ 66.8(1) — Resource expenses of limited 
partners; 87(1.2) — Amalgamation — new, corporation deemed continuation of prede- 
cessor; 88(1.5) — Windup — parent continuation of subsidiary. 


Definitions [s. 66.7]: “acquired” — 256(7)-(9); “amount” — 248(1);_ “arm’s 
length” — 251(1); “business” — 248(1); “Canada” — 255; “Canadian development 
expense” — 66.2(5), 248(1); “Canadian exploration and development expense” — 
66(15), 248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Canadian oil and 
gas property expense” — 66.4(5), 248(1); “Canadian resource property”; 66(15), 
66.7(18),-248(1); “carrying on business” — 253; “control” — 256(6)—(9);, “corpora- 
tion” — 248(1), Interpretation Act 35(1); “cumulative foreign resource expense” — 
66.21(1), 66.7(18); “disposition” — 248(1); “expense” — 66(15), 66.7(18); “fiscal pe- 
riod” — 249(2), 249.1; “foreign ‘exploration and development expenses” — 66(15), 
248(1); “foreign resource expense’ — 66.21(1), 248(1);.‘foreign resource pool ex- 
pense” — 248(1); “foreign resource property” — 66(15), 248(1); “foreign resource 
property in respect of”, “mineral”, “Minister” — 248(1); “month” — Interpretation Act 
35(1); “oil-or gas well”, “person”, '“prescribed”, “property” — 248(1); “resident in 
Canada” — 250; “specified amount” — 66.7(12.1), (13.2); “specified foreign explora- 
tion and development expense” — 66(15); “subsidiary wholly-owned corporation’ — 
248(1);. “taxable. income” — 2(2), 248(1);. “taxation . year” —249;. “taxpayer? — 
248(1); “writing” — Interpretation Act 35(1). 


Interpretation Bulletins [s. 66.7]: IT-126R2: Meaning of winding-up. 


The definitions in subsection 66(15) ap- 


66.8 (1) Resource expenses of limited partner — Where a 
taxpayer is a limited partner of a partnership at the end of a fiscal 
period of the partnership, the following rules apply: 


(a) determine the amount, if any, by which 


(i) the total of all amounts each of which is the taxpayer’s 
share of 


(A) the Canadian oil and gas property expenses (in this 
subsection referred to as “property expenses’’), 


(B) the Canadian development expenses (in this subsec- 
tion referred to as “development expenses’), 


(C) the Canadian exploration expenses (in this subsection 
referred to as “exploration expenses”), 


(D) the foreign resource expenses in respect of a country 
(in this subsection referred,to as “country-specific foreign 
expenses’’), or 


(E) the foreign exploration and development expenses (in 
this subsection referred to as “global foreign expenses”), 


incurred by the partnership in the fiscal period determined 
without reference to this subsection 


exceeds 
(ii) the amount, if any, by which 


(A) the taxpayer’s at-risk amount at the end of the fiscal 
period in respect of the partnership 
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exceeds 
(B) the total of 


(I) the amount required by subsection 127(8) in re- 
spect of the partnership to be added in computing the 
investment tax credit of the taxpayer in respect of the 
fiscal period, and 

(II) the taxpayer’s share of any losses of the partner- 
ship for the fiscal period from a farming business; 


(b) the amount determined under paragraph (a) shall be applied 
(i) first to reduce the taxpayer’s share of property expenses, 


(ii) if any remains unapplied, then to reduce the taxpayer’s 
share of development expenses, 


(iii) if any remains unapplied, then to reduce the taxpayer’s 
share of exploration expenses, 


(iv) if any remains unapplied, then to reduce (in the order 
specified by the taxpayer in writing filed with the Minister on 
or before the taxpayer’s filing-due date for the taxpayer’s 
taxation year in which the fiscal period ends or, where no 
such specification is made, in the order determined by the 
Minister) the taxpayer’s share of country-specific foreign ex- 
penses, and 


(v) if any remains unapplied, then to reduce the taxpayer’s 
share of global foreign expenses, 


incurred by the partnership in the fiscal period; and 


(c) for the purposes of subparagraph 53(2)(c)(1i), sections 66. to 
66.7, subsection 96(2.1) and section 111, the taxpayer’s share of 
each class of expenses described in subparagraph (a)(i) incurred 
by the partnership in the fiscal period shall be deemed to be the 
amount by which the taxpayer’s share of that class of expenses 
as determined under subparagraph (a)(i) exceeds the amount, if 
any, that was applied under paragraph (b) to reduce the tax- 
payer’s share of that class of expenses. 


(2) Expenses in following fiscal period — For the purposes of 
subparagraph (1)(a)(i), the amount by which a taxpayer’s share of a 
class of expenses incurred by a partnership is reduced under para- 
graph (1)(b) in respect of a fiscal period of the partnership shall be 
added to the taxpayer’s share, otherwise determined, of that class of 
expenses incurred by the partnership in the immediately following 
fiscal period of the partnership. 


(3) Interpretation — In this section, 


(a) the expressions “at-risk amount” of a taxpayer in respect of a 
partnership and “limited partner” of a partnership have the 
meanings assigned by subsections 96(2.2) and (2.4), respec- 
tively, except that, with respect to the definition “limited part- 
ner’, the definition “exempt interest” in subsection 96(2.5) shall 
be read as though the reference therein to 


(1) “February 25, 1986” were a reference to “June 17, 1987”, 
(11) “February 26, 1986” were a reference to “June 18, 1987”, 
(iii) “January 1, 1987” were a reference to “January 1, 1988’, 
(iv) “June 12, 1986” were a reference to “June 18, 1987”, 
and 


(v) “prospectus, preliminary prospectus or registration state- 
ment” were read as “prospectus, preliminary prospectus, re- 
gistration statement, offering memorandum or notice that is 
required to be filed before any distribution of securities may 
commence”; 


Proposed Amendment — 66.8(3)(a) 


(a) the expression “limited partner” of a partnership has the 
meaning that would be assigned by subsection 96(2.4), if in 
subsection 96(2.5) each reference to 


(i) “February 25, 1986” were a reference to “June 17, 
1987”, 


(ii) “February 26, 1986” were a reference to “June 18, 
1987”, 
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(iii) “January 1, 1987” were a reference to “January 1, 


1988”, 
(iv) “June 12, 1986” were a reference to “June 18, 1987”, 
and 


(v) “prospectus, preliminary prospectus or registration 
statement” were a reference to “prospectus, preliminary 
prospectus, registration statement, offering memorandum 
or notice that is required to be filed before any distribution 
of securities may commence” 


Application: The November 5, 2010 draft Schiaton (misc. tolinical) s. 11, will 
amend para. 66.8(3)(a) to read as above, applicable to taxation years that end after 
2003. 


Technical Notes: Paragraph 66.8(3)(a) currently provides the meaning for two 
expressions for the purpose of section 66.8. The expression “at-risk amount” of a 
taxpayer in respect of a partnership, has the meaning assigned by subsection 96(2.2), 
and the expression “limited partner” of a partnership (subject to certain date refer- 
ences in the definition of “exempt interest” in subsection 96(2.5)) has the meaning 
assigned by subsection 96(2.4). 


Paragraph 66.8(3)(a) is amended so that it no longer provides the meaning of the 
expression “at-risk amount” — now in new paragraph 66.8(3)(a.1). It continues to 
provide for the meaning of the expression “limited partner,” which meaning remains 
unchanged. 


Proposed Addition — 66.8(3)(a.1) 


(a.1) the expression “at-risk amount” of a taxpayer in respect 

of a partnership has the meaning that would be assigned by 

subsection 96(2.2) if paragraph 96(2.2)(c) read as follows: 
(c) all amounts each of which is an amount owing at that 
time to the partnership, or to a person or partnership not 
dealing at arm’s length with the partnership, by the tax- 
payer or by a person or partnership not dealing at arm’s 
length with the taxpayer, other than any amount deducted 
under subparagraph 53(2)(c)(i.3) in computing the ad- 
justed cost base, or under section 143.2 in computing the 
cost, to the taxpayer of the taxpayer’s partnership interest 
at that time, or any amount owing by the taxpayer to a 
person in respect of which the taxpayer is a subsidiary 
wholly-owned corporation or where the taxpayer is a 
trust, to a person that is the sole beneficiary of the tax- 
payer, and; 


Acplcaten The November 5, 2010 draft legislation (misc. technical), s. 11, will 
add para. 66.8(3)(a.1), applicable to taxation years that end after 2003. 


Technical Notes: New paragraph 66.8(3)(a.1), which provides for the meaning of 
the expression “at-risk amount”, is amended to provide that, for the pees of de- 
ducting resource expenses of a limited partner under section 66.8, the “at-risk 
amount” of a taxpayer will not be adjusted for any amount owing by the taxpayer to a 
person in respect of which the taxpayer is a wholly-owned subsidiary or, if the tax- 
payer is a trust, to a person that is the sole beneficiary of the taxpayer. 


Letter from Dept. of Finance, Oct. 18, 2004: 
Dear [xxx]: 


Thank you for your letter of May 14, 2004 to Mr. Daryl Boychuk of this Division 
concerning the application of section 66.8 and paragraph 96(2.2)(c) of the Income 
Tax Act (the “Act”). In particular, your concern relates to the application of these 
provisions to a member of a limited partnership where the limited partnership carries 
on the business of exploring for, developing and producing oil and natural gas. 


More specifically, your concern relates to a situation where the only limited partner 
is a commercial trust, the sole beneficiary of which is a mutual fund trust, and the 
general partner is a corporation, all the shares of which are owned by the mutual fund 
trust. In this situation, the mutual fund trust does not deal at arm’s length with either 
the commercial trust or the limited partnership. The mutual fund trust, as the sole 
investor in the commercial trust, capitalizes it with a combination of debt and equity. 

The commercial trust uses these funds to acquire a 99% interest in the limited part-. 
nership. In no case does the mutual fund trust derive any of its funds from a person or 
partnership that does not deal at arm’s length with the limited partnership. 


The limited partnership earns income from the resource properties and allocates 99% 
of this income to the commercial trust. However, the debt owing to the mutual fund 
trust reduces the commercial trust’s at-risk amount because the debt is owed by the 
commercial trust to a person (the mutual fund trust) that does not deal at arm’s length 
with the partnership. As a result, section 66.8 of the Act operates to reduce the re- 
source expenses that the commercial trust would otherwise be treated as fying 
incurred, 

Generally, the at-risk rules are designed to limit the deduction of Limited citierhss 


losses that exceed the amount that a limited partner has risked in the partnership (the 
“at-risk amount”). However, as applied to a member of a limited partnership that 
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(b) a reference to a taxpayer who is a member of a particular 
partnership shall include a reference to another partnership that 
is a member of the particular partnership; and 


(c) a taxpayer’s share of Canadian development expenses or Ca- 
nadian oil and gas property expenses incurred by a partnership 
in a fiscal period in respect of which the taxpayer has elected in 
respect of the share under paragraph (f) of the definition “Cana- 
dian development expense” in subsection 66.2(5) or paragraph 
(b) of the definition “Canadian oil and gas property expense” in 
subsection 66.4(5), as the case may be, shall be deemed to be 
nil. 

History [s. 66.8]: Cl. 66.8(1)(a)@(D) and subpara. (1)(b)(iv) amended, and cl. 

(1)(a)(i)(E) and subpara. (1)(b)(v) added, by 2001, c. 17,'s. 50, applicable to’ fiscal 

periods that begin after 2000. Cl. (D) and subpara. (iv) formerly read: 


(D) the foreign exploration and development expenses (in this subsection re- 
ferred to as “foreign expenses”), 


(iv) if any remains unapplied, then to reduce the taxpayer’s share of foreign 
expenses, 


Para. 66.8(3)(c) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 26, applicable with 
respect to partnership fiscal periods ending after July 1990. 


Definitions [s. 66.8]: “amount”, “business” — 248(1); “Canadian development ex- 
pense” — 66.2(5), 248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Cana- 
dian oil and gas property expense” — 66.4(5), 248(1); “country-specific foreign ex- 
penses” — 66.8(1)(a)(i)(D); “farming”, “filing-due date” — 248(1); “fiscal period” — 
249(2), 249.1; “foreign exploration and development expenses” — 66(15), 248(1); 
“global foreign expenses” — 66.8(1)(a)(@)(E); . “investment tax credit’ — 127(9), 
248(1); “Minister”, “share”, “property” — 248(1); “taxation, year’? — 249; “tax- 
payer” — 248(1); “writing” — Interpretation Act 35(1). See also 66.8(3). 


Subdivision f — Rules Relating to 
Computation of Income 


67. General limitation re expenses — In computing income, 
no. deduction shall be made in respect of an outlay or expense in 
respect of which any amount is otherwise deductible under this Act, 
except to the extent that the outlay or expense was reasonable in the 
circumstances. i 


Related Provisions: 8(9)—Employee’s aircraft costs must be reasonable; 
18(1)(a) —Expense not deductible unless for purpose of earning income; 18(1)(h) — 
Personal or living expenses disallowed; 20(1)(c) closing words — Interest deduction 
limited to reasonable amount; 247(8) — Transfer pricing rules take priority over s. 67. 


Selected Cases [s. 67]: Humphrey v. R., [2006] 3 C.T.C. 2136 (TCC) (No deduc- 
tion for repayment of embezzled funds where no tax paid on receipt); Ammar vy. R., 
[2006] 3 C.T.C. 2001 (TCC) (Excessive rental expenses disallowed); Manchester 
Chivers & Associates Insurance Brokers Inc. v. R., [2005] 5 C.T.C. 2180 (TCC) (Sub- 
stantial reduction of deductible directors’ fees paid to children); Hammill v. R., [2005] 
4C.T.C. 7 (FC); aff’ d [2006] 1 C.T.C. 128 (FCA) (Provision can result in disallowance, 
of part or all of deduction); Petro-Canada v. R., [2004] 3 C.T.C. 156 (FCA); leave to 
appeal to SCC refused 2004 CarswellNat 4108 (Paying more than FMV does not nec- 
essarily mean price was unreasonable); Bonin v. R., [2000] 2 C.T.C. 2011 (TCC) (Busi- 
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ness existed, but expenses unreasonable); Tarantino v. R:, [2000] 1 C.T.C. 3039 (TCC) 
(Expenses reasonable even where properties 100% financed); Mohammed v. R., [1997] 
3 C.T.C. 321 (FCA) (“Reasonable expectation of profit” and “expectation of reasona- 
ble profit” not synonymous. 100% financing of project not necessarily unreasonable); 
Shell Canada, Ltd. vy: R:, [1997] 3 C.T.C. 2238 (TCC) (New Zealand currency loans 
intended to get funds at lowest possible after-tax cost to borrower); Monga v. Canada, 
[1997] 1 C.T:C. 2529 (TCC) (nterest exceeding gross rental income was 
unreasonable); Graves v. Canada, [1990] 1 C.T.C. 357 (FCTD) (Half of expenses of 
two-car garage at taxpayer’s home where business car parked not deductible); MSS Inc. 
v. R., [1989] 2 C.T.C. 30 (FCA) (Management expenses paid to another company not 
reasonable where services already provided by taxpayer’s employees); Maduke Foods 
Ltd. v. Canada, [1989] 2 C.T.C. 284 (FCTD) (Management salaries paid to spouse and 
children reduced); Compagnie Idéal Body Inc. v. Canada, [1989] 2 C.T.C. 187 (FCTD) 
(Only. $100,000 of $210,000 bonus paid to spouse inheriting controlling interest was 
reasonable); Moloney v. Canada, [1989] 1 C.T.C. 213:(FCTD); aff'd [1992] 2 C.T.C. 
226 (FCA); leave to appeal to SCC refused (May 6, 1993), Doc. 23336 [unreported] 
(Elaborate scheme found lacking in business purpose, deductions not permitted); 
Gabco Ltd. v. MNR, [1968] C.T.C. 313 (Exch.) ($56,000 paid to president’s brother 
over 15 months reasonable). ~ 


Definitions [s. 67]: “amount” — 248(1). 

1.T. Application Rules: 31. 

Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-131R2: Convention expenses; IT-178R3: 
Moving expenses; IT-357R2: Expenses of training; IT-373R2: Woodlots; IT-467R2: 
Damages, settlements and similar payments; IT-468R: Management or administration 


fees paid to non-residents; IT-521R: Motor vehicle expenses claimed by self-employed 
individuals; IT-525R: Performing artists. 


Information Circulars: 87-2R: International transfer pricing; 06-1: Income tax trans- 
fer pricing and customs valuation. 


1.T. Technical News: 12 (meals and beverages at golf clubs); 15 (Christmas parties 
and employer-paid special events); 16 (Shell case); 22 (shareholder-manager remunera- 
tion); 30 (reasonableness of shareholder/manager remuneration). 


Advance Tax Rulings: ATR-12: Retiring allowance; ATR-45: Share appreciation 
rights plan. 


67.1 (1) Expenses for food, etc. [or entertainment] — Sub- 
ject to subsection (1.1), for the purposes of this Act, other than sec- 
tions 62, 63, 118.01 and 118.2, an amount paid or payable in re- 
spect of the human consumption of food or beverages or the 


enjoyment of entertainment is deemed to be 50 per cent of the lesser 
of 


(a) the amount actually paid or payable in respect thereof, and 


(b) an amount in respect thereof that would be reasonable in the 
circumstances. 


Related Provisions: 8(4) — Limitation on meals of employee. 


History: The opening words of subsec. 67.1(1) amended by 2007, c. 35, subsec. 20(1), 
applicable to amounts that are paid, or become payable, after March 18, 2007. The 
opening words formerly read: 


(1) For the purposes’ of this Act, other than sections 62, 63, 118.01 and 118.2, an 
amount paid or payable in respect of the human consumption of food or bever- 
ages or the enjoyment of entertainment is deemed to be 50% of the lesser of 


Subsec. 67.1(1) amended by 2006, c. 4, s. 54, applicable to 2005 et seq. The subsec. 
formerly read: 


(1) For the purposes of this Act, other than sections 62, 63 and 118.2, an amount 
paid or payable in respect of the human consumption of food or beverages or the 
enjoyment of entertainment, shall be deemed to be 50% of the lesser of 


(a) the amount actually paid or payable in respect thereof, and 
(b) an amount in respect thereof that would» be- reasonable: in the 
circumstances. ; 


The opening words of subsec. 67.1(1) amended by 1995, c. 3, s. 17, to substitute 
“50%” for “80%”, applicable to expenses incurred after February 21, 1994 in respect of 
food and beverages consumed and entertainment enjoyed after February 1994. 


Selected Cases [subsec. 67.1(1)]: Stapley v. R., [2006] 3 C.T.C. 188 (FCA); rev’g 
[2005] 4 C.T.C. 2200 (TCC) (Personal consumption by taxpayer not necessary for pro- 
vision to apply). 

Interpretation Bulletins: IT-504R2: Visual artists and writers; IT-518R: Food bey- 
erages and entertainment expenses; IT-525R: Performing artists. 


Information Circulars: 73-21R9: Claims for meals and lodging expenses of trans- 
port employees. 


I.T. Technical News: 12 (meals and beverages at golf clubs); 16 (Scott case). 
(1.1) Expenses for food and beverages of long-haul truck 


drivers — An amount paid or payable by a long-haul truck driver 
in respect of the consumption of food or beverages by the driver 


381 


S. 67.1(1.1) 


during an eligible travel period of the driver is deemed to be the 
amount determined by multiplying the specified percentage in re- 
spect of the amount so paid or payable by the lesser of 


_ Proposed Amendment — 67(1. 1) Opening words 


(1.1) Meal expenses for long-haul truck drivers — An 
amount paid or payable in respect of the consumption of food or 

beverages by a long-haul truck driver during an eligible travel pe- 
riod of the driver is deemed to be the amount determined by mul- — 
tiplying the specified percentage in seve! of the anaynms so paid 

or payable by the lesser of igs i 
Application: The November 5, 2010 draft. ieaisnaitbi (ee cheat S12: vill 


amend the opening words of subsec. 67(1.1) to read as above, Ldawgra to amounts _ 
that are paid, or become payable, after March 18, 2007. : 


Technical Notes: Subsection 67.1(1.1) provides that. the amount paid or payable 4 


by a long-haul truck driver during an eligible travel period is deemed to be a speci- _ 


fied percentage of the amount instead of the 50% of the amount otherwise deemed in 
subsection 67.1(1). The specified percentage is 70% in a ide. in 2010 eid boil 
after 2010. Py 


The preamble to subsection 67.1(1.1) is amended to ensure. ne ‘i skid. ap- 
plies to expenses in respect of the consumption of food or beverages by a long-haul — 
truck driver, whether or not the expenses are paid or payable by the driver. This” 
ensures that the subsection applies in respect of deductibility of such sauliglee by: an 
employer who may have paid the expenses. i , 258 


(a) the amount so paid or payable, and 


(b) a reasonable amount in the circumstances. 
Related Provisions: 67.1(5) — Definitions. 


History: Subsec. 67.1(1.1) added by 2007, c. 35, subsec. 20(2), applicable to amounts 
that are paid, or become payable, after March 18, 2007. 


(2) Exceptions — Subsection (1) does not apply to an amount 
paid or payable by a person in respect of the consumption of food 
or beverages or the enjoyment of entertainment where the amount 


(a) is paid or payable for food, beverages or entertainment pro- 
vided for, or in expectation of, compensation in the ordinary 
course of a business carried on by that person of providing the 
food, beverages or entertainment for compensation; 


(b) relates to a fund-raising event the primary purpose of which 
is to benefit a registered charity; 


(c) is an amount for which the person is compensated and the 
amount of the compensation is reasonable and specifically iden- 
tified in writing to the person paying the compensation; 

(d) is required to be included in computing any taxpayer’s in- 
come because of the application of section 6 in respect of food 
or beverages consumed or entertainment enjoyed by the tax- 
payer or a person with whom the taxpayer does not deal at arm’s 
length, or would be so required but for subparagraph 6(6)(a)(ii); 


(e) is an amount that 


(i) is not paid or payable in respect of a conference, conven- 
tion, seminar or similar event, 


(ii) would, but for subparagraph 6(6)(a)(i), be required to be 
included in computing any taxpayer’s income for a taxation 
year because of the application of section 6 in respect of food 
or beverages consumed or entertainment enjoyed by the tax- 
payer or a person with whom the taxpayer does not deal at 
arm’s length, and 
(iii) is paid or payable in respect of the taxpayer’s duties per- 
formed at a work site in Canada that is 
(A) outside any urban area, as defined by the last Census 
Dictionary published by Statistics Canada before the year, 
that has a population of at least 40,000 individuals as de- 
termined in the last census published by Statistics Canada 
before the year, and 


(B) at least 30 kilometres from the nearest point on the 
boundary of the nearest such urban area; 


(e.1) is an.amount that 


(i) is not paid or payable in respect of entertainment or, of a 
conference, convention, seminar or similar event, 


Income Tax Act, Part I, Division B 


(ii) would, if this Act were read without reference to subpara- 
graph 6(6)(a)(i), be required to be included in computing a 
taxpayer’s income for a taxation year because of the applica- 
tion of section 6 in respect of food or beverages consumed by 
the taxpayer or by a person with whom the taxpayer does not 
deal at arm’s length, 

(iii) is paid or payable in respect of the taxpayer’s duties per- 
formed at a site in Canada at which the person carries on a 
construction activity or at a construction work camp referred 
to in subparagraph (iv) in respect of the site, and 


(iv) is paid or payable for food or beverages provided ata 
construction work camp, at which the taxpayer is lodged, that 
was constructed or installed at or near the site to provide 
board and lodging to employees while they are engaged in 
construction services at the site; or 


(f) is in respect of one of six or fewer special events held in a 
calendar year at which the food, beverages or entertainment is 
generally available to all individuals employed by the person at 
a particular place of business of the person and consumed or en- 
joyed by those individuals. 
History: Para. 67.1(2)(e.1) added by 2002, c. 9, s. 26, applicable to amounts paid or 
payable in respect of food and beverages provided after 2001. 


Paras. 67.1(2)(d) and (e) amended and para. (f) added by 1999, c. 22, s. 20, para. (d) 
applicable to 1987 et seq. and paras. (e) and (f) applicable to expenses incurred after 
February 23, 1998. Paras. (d) and (e) formerly read: 
(d) is required to be included in computing the income of an employee of the 
person or would be so required but for subparagraph 6(6)(a)(ii); or 


(e) is incurred by the person for food, beverages or entertainment generally avail- 
able to all individuals employed by the person at a particular place of business of 
the person and consumed or enjoyed by such individuals. 


Para. 67.1(2)(e) substituted by 1994, c. 7, Sch. If (1991, c. 49), s. 43, applicable to 
taxation years ending after July 13, 1990. Para. 67.1(2)(e) formerly read: 


(e) is incurred by the person for food, beverages or entertainment generally avail- 
able to all employees of the person at a particular location. 


Selected Cases [subsec. 67.1(2)]: Kelowna Flightcraft Air Charter Ltd. y. R., 
[2003] 4 C.T.C. 2252 (TCC) (Full amount of per diem allowances deductible). 


1.T. Technical News: 15 (Christmas parties and employer-paid special events). 


(3) Fees for convention, etc. — For the purposes of this sec- 
tion, where a fee paid or payable for a conference, convention, sem- 
inar or similar event entitles the participant to food, beverages or 
entertainment (other than incidental beverages and refreshments 
made available during the course of meetings or receptions at the 
event) and a reasonable part of the fee, determined on the basis of 
the cost of providing the food, beverages and entertainment, is not 
identified in the account for the fee as compensation for the food, 
beverages and entertainment, $50 or such other amount as may be 
prescribed shall be deemed to be the actual amount paid or payable 
in respect of food, beverages and entertainment for each day of the 
event on which food, beverages or entertainment is provided and, 
for the purposes of this Act, the fee for the event shall be deemed to 
be the actual amount of the fee minus the amount deemed by this 
subsection to be the actual amount paid or payable for the food, 
beverages and entertainment. 

Related Provisions: 20(10) — Deduction for convention expenses. 

Regulations: No amount other than $50 has been prescribed for purposes of 67.1(3). 


Interpretation Bulletins: IT-131R2: Convention expenses. 


(4) Interpretation — For the purposes of this section, 


(a) no amount paid or payable for travel on an airplane, train or 
bus shall be considered to be in respect of food, beverages’ or 
entertainment consumed or enjoyed while travelling thereon; 
and 


(b) “entertainment” includes amusement and recreation. 


(5) Definitions — The following definitions apply for the purpose 
of this section. 


“eligible travel period” in respect of a long-haul truck driver is a 
period during which the driver is away from the municipality or 
metropolitan area where the specified place in respect of the driver 
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is located for a period of -at least‘24 continuous hours for the pur- 
pose of driving a long-haul truck that transports goods to, or from, a 
location that is beyond a radius of 160 kilometres from:the specified 
place. 


“fong-haul truck” means a truck or a tractor that is designed for 
hauling freight and that has a gross vehicle weight rating (as that 
term is defined in subsection 2(1) of the Motor Vehicle Safety Regu- 
lations) that exceeds 11,788 kilograms. 


“Jong-haul truck driver” means an individual whose principal 
business or principal duty of employment is driving’ a long- -haul 
truck that transports goods. 


“specified percentage” in respect of an amount paid or payable is 


(a) 60 per cent, if the amount is paid or becomes payable on or 
after March 19, 2007 and before 2008;- 


(b) 65 per cent, if the amount is paid or becomes payable in 
2008; 


(c) 70 per cent, if the amount is paid. or becomes payable in 
2009; 


(d) 75. per cent, if the amount is: paid: or becomes payable in 
2010; and 


(e) 80 per cent, if the amount is Ania or becomes payable after 
2010. 


“specified place” means, in the case of an employee, the em- 
ployer’s establishment to which the employee ordinarily reports to 
work is located and, in the case of an individual whose principal 
business is to drive a long-haul truck to ooo B00ds, the place 
where the individual resides. 


History: Subsec. 67.1(5S) added by 2007, c. 35, subsec. 20(3), Saupe to amounts 
that are‘ paid, or become payable, after March 18, 2007. 

Selected Cases [s. 67.1]: Smith v. Canada, [2005] 4 C.T.C. 97 (BC:SC) (Provision 
not unconstitutional as discriminatory); Installations GMR Inc. v.°R. (2003), [2004] 4 
C.T.C. 2433 (TCC) (English version of Act better reflected parliamentary. intention); 
Racco Industrial Roofing Ltd. v. R., (14997].2 C:T.C. 3055;(TCC) (Limitation does not 
apply to per diem amount paid to employee; ejusdem generis rule suggests that en- 
tertainment must also be involved). 


Definitions [s. 67.1]: “amount”, “business” — 248(1); “calendar year” — Interpreta- 


tion Act 37(1)(a); “eligible travel period” — 67.1(5); “employee”, “employer”, “em- 
ployment” — 248(1); “entertainment” — 67.1(4)(b); “individual” — 248(1); “long- 
haul truck’, “long-haul truck) driver” — 67.1(5); “person’, “prescribed”, “registered 
charity” — 248(1); “specified percentage”, “specified place” — 67.1(5); “writing” — 
Interpretation Act 35(1). 


Interpretation Bulletins: IT-518R: Food, beverages and entertainment expenses; IT- 
522R: Vehicle, travel and sales expenses of employees; IT-533: Interest deductibility 
and related issues. 


67.2 Interest on money borrowed for passenger vehicle — 
For the purposes of this Act, where’ an amount is paid or payable for 
a period by a person in respect of interest on borrowed money used 
to acquire a passenger vehicle or on an amount paid or payable for 
the acquisition of such a vehicle, in computing the person’s income 
for a taxation year, the amount of interest so paid or payable shall 
be deemed to be the lesser of the actual amount paid or payable ati 
the amount determined by the formula 
A 


—>xB 
30 


where 
A is $250 or such other amount as may be prescribed; arid 


B_ is the number of days in the period in respect of which the inter- 
est was paid or payable, as the case may be. 

Related Provisions: 8(1)(j) — Automobile and. aircraft costs; 20(1)(c) — Interest 
deductible; 20(1)(d) — Compound interest deductible; 67.4 — More than one owner or 
lessor. 

History: S. 67.2 substituted by 1994, c. 7, Sch. If (1991, ¢. 49), s. 44, applicable to 
taxation years and fiscal periods commencing after June 17, 1987 that end after 1987. 
S. 67.2 formerly read: 


67.2 Interest on money borrowed for passenger vehicle — For the purposes 
of this Act, where an amount in respect of interest is payable by a person on 


S. 67.3(d) 


borrowed money used to acquire, or on an amount payable for the acquisition of, 
a passenger vehicle, in computing the income of the person for a taxation year 
the amount of interest so payable shall be deemed to be the lesser of the actual 
amount payable and the amount determined by the formula 


A 
as 
30 


where 
A. is $250,o0r such other amount as,may.be prescribed; and 


Bis the number of days! in ‘the year in respect of which’ the interest was 
payable. 
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Definitions [s. 67.2]: “amount”, “borrowed money”, “passenger ‘vehicle’, “‘pre- 


scribed”. — 248(1); “taxation year” — 11(2), 249. 

Regulations: 7307(2) (prescribed amount). 

Interpretation Bulletins: IT-355R2: Interest on loans to buy life insurance policies 
and annuity contracts, and interest on policy loans (archived); IT-521R: Motor vehicle 


expenses claimed by self-employed individuals; IT-522R: Vehicle, travel and sales ex- 
penses of employees; IT-525R: Performing artists. 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for, automobiles). 


67.3 Limitation re cost of leasing passenger vehicle — 
Notwithstanding any other section of this. Act, where 


(a) in a taxation year all or part of the actual lease charges in 
respect of a passenger vehicle are paid or payable, directly or 
indirectly, by a taxpayer, and 


(b) in computing the taxpayer’s income for the year an amount 
may be deducted in respect of those charges, 


in determining the amount that may be so deducted, the total of 
those charges shall be deemed not to exceed the lesser of 


(c) the amount, determined by the formula 
am : 
AX=)]-C+D- 
| 30 C—D-E 
where 
A is $600 or such other amount as is prescribed, 


B_ is the number of days in the period commencing at the begin- 
ning of the term of the lease and ending at the earlier of the 
end of the year and the end of the lease, 


C is the. total..of all.amounts deducted in computing the tax- 
payer’s income for preceding taxation years in respect of the 
actual lease, charges, in respect of the vehicle, 


D ‘is the amount of interest that would be earned on the part of 
the total of all refundable amounts in respect of the lease that 
exceeds $1,000 if interest were 


(i) payable on the refundable amounts at the prescribed 
rate, and 


(ii) computed: for the period before the end of the year 
during which the refundable amounts were outstanding, 
and 


E is the total of all reimbursements that became receivable 
before the end of the year by the taxpayer in respect of the 
lease, and 


(d) the amount determined by the formula 


AXxB 
0.85C 


J-D-E 


where 


A. is the total of the actual lease charges in respect of the lease 
incurred in respect of the year or the total of the actual lease 
charges in respect of the lease paid in the year (depending on 
the method regularly followed by ‘the taxpayer in computing 
income), 


is $20,000 or such other amount as is prescribed, 


C is the greater of $23,529 (or such other amount as is pre- 
scribed) and the manufacturer’s list price for the vehicle, 
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D is the amount of interest that would be earned on that part of 
the total of all refundable amounts paid in respect of the lease 
that exceeds $1,000 if interest were 


(i) payable on the refundable amounts at the prescribed 
rate, and 


(ii) computed for the period in the year during which the 
refundable amounts are outstanding, and 


Eis the total of all reimbursements that became receivable dur- 
ing the year by the taxpayer in respect of the lease. 


Related Provisions: 67.4 — More than one owner or lessor; 257 — Formula cannot 
calculate to less than zero. 

History: S. 67.3 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 45, applicable to 
taxation years and fiscal periods beginning after June 17, 1987 that end after 1987, 
except that with respect to amounts paid or payable as a reimbursement in respect of a 
lease expense, it is applicable to taxation years that end after July 13, 1990; and with 
respect to leases entered into before 1991 the description of C in para. (d) shall be read 
as follows: 

Cis the greater of $23,529 (or such other amount as may be prescribed) and 
the total of 


(i) the manufacturer’s list price for the vehicle, and 


(ii) the provincial sales tax, if any, that would have been payable by a 
purchaser of the vehicle if it had been purchased at the manufacturer’s 
list price for the vehicle at the time the first lease of the vehicle was 
entered into and in the province under the laws of which the vehicle was 
registered for the greatest part of the year, 


S. 67.3 formerly read: 


67.3 Notwithstanding any other provision of this Act, where 
(a) a taxpayer leases a passenger vehicle from a lessor in a taxation year, and 


(b) in computing the taxpayer’s income for the year an amount may be de- 
ducted in respect of the vehicle, 


in determining the amount that may be so deducted, the cost to the taxpayer of 
leasing the vehicle shall not exceed the lesser of 


(c) the amount determined by the formula 


AXxB 
-C-D-E 
30 
where 
A is $600 or such other amount as may be prescribed, 


Bis the number of days before the end of the year during which the vehi- 
cle was leased by the taxpayer from the lessor, 


C is the total of all amounts deducted in computing the taxpayer’s income 
for preceding taxation years in respect of the lease of the vehicle, 


D is the amount of interest that would be earned on that part of the total of 
all refundable amounts paid by or on behalf of the taxpayer in respect of 
the lease that exceeds $1,000 if interest were 


(i) payable on the refundable amounts at the prescribed rate, and 


(ii) computed for the period before the end of the year during which 
the refundable amounts were outstanding, and 


E is the total of all reimbursements receivable by the taxpayer in respect of 
the lease of the vehicle before the end of the year; and 


(d) the amount determined by the formula 
AXB 
(22 )-p-e 
0.85C 


A is the total of the actual lease charges payable to the lessor by the tax- 
payer for the lease of the vehicle during the year, 


where 


B_ is $20,000 or such other amount as may be prescribed, 


Cis the greater of $23,529 (or such other amount as may be prescribed) 
and the total of 


(i) the manufacturer’s list price for the vehicle, and 


(ii) the provincial sales tax, if any, that would have been payable by 
a purchaser of the vehicle if it had been purchased at the manufac- 
turer’s list price for the vehicle at the time the first lease of the vehi- 
cle was entered into and in the province under the laws of which the 
vehicle was registered for the greatest part of the year, 


D is the amount of interest that would be earned on that part of the total of 
all refundable amounts paid by or on behalf of the taxpayer in respect of 
the lease that exceeds $1,000 if interest were 


(i) payable on the refundable amounts at the prescribed rate, and 


Income Tax Act, Part I, Division B 


(ii) computed for the period in the year during which the refundable 
amounts are outstanding, and 
E is the total of all reimbursements receivable by the taxpayer in respect of 
the lease of the vehicle during the year. 


7” 6 


Definitions [s. 67.3]: “amount”, “borrowed money”, “motor vehicle”, “passenger 
vehicle”, “prescribed” — 248(1); “prescribed rate” — Reg. 4301; “taxation year” — 
11(2), 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 

Regulations: 4301(c) (prescribed rate of interest); 7307(1), (3), (4) (prescribed 
amounts). 

Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by self-em- 
ployed individuals; IT-522R: Vehicle, travel and sales expenses of employees; IT- 
525R: Performing artists. 

1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles); 
12 (1998 deduction limits and benefit rates for automobiles). 


67.4 More than one owner or lessor — Where a person owns 
or leases a motor vehicle jointly with one or more other persons, the 
reference in paragraph 13(7)(g) to the amount of $20,000, in section 
67.2 to the amount of $250 and in section 67.3 to the amounts of 
$600, $20,000 and $23,529 shall be read as a reference to that pro- 
portion of each of those amounts or such other amounts as may be 
prescribed for the purposes thereof that the fair market value of the 
first-mentioned person’s interest in the vehicle is of the fair market 
value of the interests in the vehicle of all those persons. 


Definitions [s. 67.4]: “amount” — 248(1); “motor vehicle”, “person” — 248(1). 
Regulations: 7307 (prescribed amounts). 


Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by self-em- 
ployed individuals; IT-522R: Vehicle, travel and sales expenses of employees; IT- 
525R: Performing artists. 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 


67.5 (1) Non-deductibility of illegal payments — In comput- 
ing income, no deduction shall be made in respect. of an outlay 
made or expense incurred for the purpose of doing anything that is 
an offence under section 3 of the Corruption of Foreign Public Of- 
ficials Act or under any of sections 119 to 121, 123 to 125, 393 and 
426 of the Criminal Code, or an offence under section 465 of the 
Criminal Code as it relates to an offence described in any of those 
sections. 


Related Provisions: 67.6 — Non-deductibility of fines and penalties. 


History: Subsec. 67.5(1) amended by 1998, c. 34, s. 10, in force February 14, 1999. 
The subsec. formerly read: 


67.5 (1) In computing income, no deduction shall be made in respect of an outlay 
made or expense incurred for the purpose of doing anything that is an offence 
under any of sections 119 to 121, 123 to 125, 393 and 426 of the Criminal Code 
or an offence under section 465 of that Act as it relates to an offence described in 
any of those sections. 


(2) Reassessments — Notwithstanding subsections 152(4) to 
(5), the Minister may make such assessments, reassessments and 
additional assessments of tax, interest and penalties and such deter- 
minations and redeterminations as are necessary to give effect to 
subsection (1) for any taxation year. 


Related Provisions: 165(1.1) — Limitation of right to object to assessment; 
169(2)(a) — Limitation of right to appeal. 


History [s. 67.5]: S. 67.5 added by 1994, c. 7, Sch. II (1991, c. 49), s. 46, applicable 
to outlays made and expenses incurred after July 13, 1990. 


Definitions [s. 67.5]: “assessment”, “Minister” — 248(1); “taxation year’ — 249. 


Interpretation Bulletins: IT-525R: Performing artists; IT-533: Interest deductibility 
and related issues. 


CRA Audit Manual: 13.10.0: Auditing bribes, kickbacks and similar payments. 


67.6 Non-deductibility of fines and penalties — In comput- 
ing income, no deduction shall be made in respect of any amount 
that is a fine or penalty (other than a prescribed fine or penalty) 
imposed under a law of a country or of a political subdivision of a 
country (including a state, province or territory) by any person or 
public body that has authority to impose the fine or penalty. 


Related Provisions: 18(1)(t)— Non-deductibility of amounts paid under Income 
Tax Act and of GST interest; 67.5 — Non-deductibility of illegal payments. 
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History [s. 67.6]: S. 67.6 added by 2005, c. 19, s. 16, applicable to fines and penalties 
imposed after March 22, 2004. 


Regulations: 7309 (prescribed fines and penalties). 
1.T. Technical News: 38 (income tax treatment of GST). 


68. Allocation of amounts in consideration for disposition 
of property — Where an amount received or receivable from a 
person can reasonably be regarded as being in part the consideration 
for the disposition of a particular property of a taxpayer or as being 
in part consideration for the provision of particular services by a 
over, 


in part the considerati n for the dispositior of a particular pro- 
perty of a taxpayer. for the provision of particular services by a 
taxpayer or for a restrictive covenant as Ses alte se subsection 
56.4(1) granted by a taxpayer, | 


Application: The July 16, 2010 draft I gislation (Part 1 U_ Aechniclis: subsec. ii 
will amend the opening words of s. 68 to read as above, applicable after February 26, 
2004, other than to a taxpayer’s grant of a restrictive covenant made in writing by the 
taxpayer before February 27, 2004 between th taxpayer and a person with whom the . 
taxpayer deals at arm’s length. yo : 


Technical Notes (July 201 0): Section 68 app: whee an amount roesien or 
receivable can reasonably be regarded as being in Part consideration for the disposi- 
tion of a particular property of a taxpayer or as being in Part consideration for the _ 
provision of particular services. If the amount is in Part consideration for the dispo: 
tion of property, that Part of the consideration that can reasonably be regarded as 
being for the disposition of a is deemed to be the proceeds of disposition of 


is in Part cons eration for the provision é particular services, ‘that part of the con- 
sideration that can reasonably be regarded a as being for the provision of particular 
services is deemed to be an amount received or receivable by the taxpayer in respect 


of those services and, ‘feciprocally, a an 1 amount pai or ea aee ae ‘the person to ‘whom 
the services are rendered. — ‘ y 


Section 68 is am ns ended to apply in rei spnce: where. consideration received or 
receivable from a person is in Part for a restrictive covenant (as defined by new. 
subsection 56.4(1)) granted by a taxpayer. However, exceptions to the application of 
section 68 to a restrictive covenant are provided in new subsections 56.4(5) to (8). Tf © 
section 68 applies, the part of the consideration that can ‘reasonably be regarded as 
being for the restrictive covenant is considered to be an amount that is received or — 
receivable by the taxpayer in respect of the restrictive covenant, and that Part is also. D 
considered to be paid or payable to the ne by the tie to whom the restric- 
tive covenant was granted. yy ; 


(a) the part of the amount that can reasonably be regarded as 
being the consideration for the disposition shall be deemed to be 
proceeds of disposition of the particular property irrespective of 
the form or legal effect,.of the contract or agreement, and the 
person to whom the property was disposed of shall be deemed to 
have acquired it for an amount equal to that part; and 


(b) the part of the amount that can reasonably be regarded as 
being consideration for, the provision of particular services shall 
be deemed to be an amount received or receivable by the. tax- 
payer in respect of those services irrespective of the form or le- 
gal effect of the contract or agreement, and that part shall be 
deemed to be an amount paid or payable to the taxpayer by the 
person to whom the services were rendered in respect of those 
services. 


Proposed Addition — 68(c) | 

_ (c) the part of the amount that can reasonably be regarded as 

‘being consideration for the restrictive covenant is deemed to 

_ be an amount received or receivable by the taxpayer in respect 
of the restrictive covenant irrespective ‘of the form or legal ef- 

_ fect of the contract or agreement, and that part is deemed to be 
an amount paid or payable to the taxpayer by the coe ae, 
whom the restrictive covenant was granted. 

Application: The July 16, 2010 draft legislation (Part | — technical), ieee 33(2), 


will add para. 68(c), applicable after February 26, 2004, other than to a taxpayer's — 
grant of a restrictive covenant made in writing by the taxpayer before February 27, 


S. 69(1) 


2004 a ae | ane — a eo the ee deals at arm’s — 
length. ‘ y 


Technical ‘Notes (duly 2010): See under 68 opening words above. 


Related Provisions: 12(1)(a) — Services, etc. to be rendered; 12(1)(b) — Amounts 
receivable in respect of services, etc, rendered; 13(33)-— Consideration given for de- 
preciable capital; 56.4(5)-(8) — Whether s. 68 applies to restrictive covenant (non- 
competition payment); 247(8) — Transfer pricing rules take priority over s. 68. 
Selected Cases [s. 68]: Robert Glegg Investment Inc. v. R., [2008] 3 C.T.C. 2315 
(TCC) (No part of consideration for sale of shares could be allocated to non-compete 
covenant); H. Baur Investments Ltd. v. MNR, {1990] 2 C.T.C. 122 (FCTD) (Appraisal 
evidence insufficient to dislodge allocation on disposition similar to allocation at time 
of acquisition); Golden v. R., [1980] C.T.C. 488 (FCTD); rev’d [1983] C.T.C. 112 
(FCA); aff'd [1986] 1 C.T.C. 274 (SCC) (Minister may reallocate amounts between 
land and buildings in arm’s length transaction); A.G. Can. v. Matador Inc. et al., [1980] 
C.T.C. 51 (FCA) (Price for land and building below fair market value of land divided 
pro rata); R. v. Malloney’s Studio Ltd., [1979] C:T.C. 206 (SCC) (No amount allocated 
to building where demolished before purchase); R. v. Jessiman Bros. Cartage: Ltd., 
[1978] C.T.C. 274 (FCTD) (Going concern value of assets rather than trade-in value 
accepted); Crown Trust Co. v. R., [1977] C.T.C.. 320 (FCTD) (Price for land and build- 
ings allocated pursuant to assessment rolls in absence of expert evidence); Stanley v. 
MNR, [1972] C.T.C. 34 (SCC) (Value greater than undepreciated capital cost allocated 
to building even though purchaser desired only land); Munday v. MNR, [1971] C.T.C. 
585 (FCTD) (Part of price allocated’ to building destroyed by purchaser after closing); 
Emco Ltd. v. MNR, [1968] C.T.C. 457 (Exch.) (Taxpayer permitted to change previous 
allocation of purchase price entirely to land), 

Definitions [s. 68]: “amount”, “disposition”, “person”, “property” — 248(1); “re- 
ceived” — 248(7); “restrictive covenant” — 56.4(1); “taxpayer” — 248(1). 
Interpretation Bulletins: IT-143R3: Meaning of eligible capital expenditure, IT- 
220R2: Capital cost allowance — proceeds of disposition of depreciable property. 


Transfer Pricing Memoranda: TPM-06: Bundled transactions. 


69. (1) Inadequate considerations — Except as expressly oth- 
erwise provided in this Act, 


(a) where a taxpayer has. acquired anything from.a person with 
whom the taxpayer was not dealing at arm’s length at an amount 
in excess of the fair market value thereof at the time the taxpayer 
so acquired it, the taxpayer shall be deemed to have acquired it 
at that fair market value; 


Selected Cases [para. 69(1)(a)]: Deptuck v. R., [2003] 3 C.T.C. 287 (FCA) (Arm’s 
length rule applies to partnerships, not partners). 


(b) where a taxpayer has disposed of anything 


(i) to a person with whom the taxpayer was not dealing at 
arm’s length for no proceeds or for proceeds less than the fair 
market value thereof at the time the taxpayer so disposed of 
it, 

(11) to any person-by way of gift inter vivos, or 

(iii) toa trust because of a disposition of a property that does 
not result in a change in the beneficial ownership of the pro- 
perty; and 


Proposed Amendment — 69(1 )(b)(iti) 

Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 34, will de- 
lete the word and” from the end of subpara. 69 1)(b)Gii), eee to dispositions 
that occur after December 23, 1998. a 

Technical Notes (July 2010): Subsection 69(1) provides rules that deal with gifts 
and non-arm’s length dispositions of property, except where such transactions are ex- 
pressly covered by other provisions in the Act that apply to the gift or other disposition. 
The English version of subparagraph 69(1)(b)Gii) is amended to correct an editorial 
error, by deleting the word “and” at the end of the subparagraph. 


the taxpayer’ shall be deemed to have received proceeds of dis- 
position therefor equal to that fair market value; and 


(c) where a taxpayer acquires a property by way of gift, bequest 
or inheritance or because of a disposition that does not result in a 
change in the beneficial ownership of the property, the taxpayer 
is deemed to acquire the property at its fair market value. 
Selected Cases [para. 69(1)(c)]: Sweeney v. Canada, [1990] 2 C.T.C. 342 (FCTD) 
(Son’s right to purchase father’s shares on death not gift). 
Related Provisions [subsec. 69(1)]: 13(33) — Consideration given for deprecia- 
ble capital; 15(1) — Benefit conferred on shareholder; 28(1.1) — Farming or fishing 
business — acquisition of inventory; 38(a.1), (a.3)— Gift of publicly traded or ex- 
changeable securities to charity; 53(5) — Recomputation of ACB on non-arm’s length 
disposition; 56(11) — Disposition of interest in retirement compensation; 69(1.1) — 
Where 70(3) applies; 69(6) — Inadequate considerations; 70(9.01), (9.11), (9.21), 
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(9.31) —S. 69 does not apply on intergenerational rollover of farm or fishing property; 
73(1) — Rollover at cost on transfer to spouse; 73(3.1)(d), (4.1)(d) — No application 
on family farm or fishing rollover; 79(3)E(a) — Where property surrendered to a credi- 
tor; 97(1) — Contribution of property by partner to partnership deemed to be at FMV; 
106(1.1) — Cost of income interest in a trust; 107(1.1) — Cost of capital interest in a 
trust; 107.4(3) — Tax consequences of qualifying disposition to a trust; 107.4(4) — 
FMV of vested interest in trust; 110.1(5), 118.1010.1) — Determination of value on 
donation of servitude, covenant or easement for ecologically sensitive land; 
118.1(10.1) — Determination of value by Canadian Cultural Property Export Review 
Board; 127(11.8)(b) — Ignore 69(1)(c) for certain non-arm’s length costs re investment 
tax credit; 142.7(4) — Deemed value of property on rollover from foreign bank subsid- 
iary to branch; 146(9) — Disposition or acquisition of property by RRSP; 146.3(4) — 
Disposition or acquisition of property by RRIF; 247(8) — Transfer pricing rules take 
priority over subsec. 69(1); 248(30) — Existence of an advantage does not prevent 
there being a gift; 248(35)-(37) — Value of gift limited to cost if acquired within 3 
years or as tax shelter; 251 — Arm’s length; Canada-U.S. Tax Treaty:Art. [x — Ad- 
justments for transactions between related persons. 


History: Subpara. 69(1)(b)(iii) added by 2001, c..17, subsec. 51(1), applicable to dis- 
positions that occur after December 23, 1998. 


Para. 69(1)(c) amended by the said c. 17, subsec. 51(2), applicable to acquisitions that 
occur after December 23, 1998. The para. formerly read: 


(c) where a taxpayer has acquired property by way of gift, bequest or inheritance, 
the taxpayer shall be deemed to have acquired the property at its fair market 
value at the time the taxpayer so acquired it. 


Selected Cases [subsec. 69(1)]: Madsen v. R., [2001] 1 C.T.C. 244 (FCA) (Provi- 
sions of subsec. 69(1) apply to partnerships even though partnerships are not 
taxpayers); Gilvesy Enterprises Inc. vy. Canada, [1997] 1 C.T.C. 2410 (TCC) (“Shot- 
gun” clause may have impact on valuation of assets); Kieboom y. MNR, [1992] 2 
C.T.C. 59 (FCA) (Taxpayer “transferred” property to related parties by reducing equity 
in corporation on subscription for shares by related parties); Terry v. R., [1985] 1 
C.T.C. 135 (FCTD) (Gift of shares valued; evidence of Crown’s valuator, not having 
full access to information, rejected); Gervais v. R., [1984] C.T.C. 661 (FCTD) (Differ- 
ence between acquisition price, paid by son to father, and fair market value not gift); 
Bouchard v. R., [1983] C.T.C. 173 (FCTD) (No capital gain on transfer to child of legal 
estate of property held in trust by parents); Hutterian Brethren et al. v. R., [1980] 
C.T.C. 1 (FCA) (Farming not charitable or religious activity; value of members’ labour 
not gift where they and families received colony’s support in return); Lea-Don Canada 
Ltd. v. MNR, [1970] C.T.C. 346 (SCC) (Proceeds of non-arm’s length sale of assets to 
parent company deemed fair market value). 


Regulations: 1102(14)—Class of depreciable property preserved on non-arm’s 
length acquisition. 

1.T. Application Rules: 20(1.3), 32. 

Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-140R3: 
Buy-sell agreements; IT-143R3: Meaning of eligible capital expenditure; IT-169: Price 
adjustment clauses; IT-188R: Sale of accounts receivable; IT-209R: Inter vivos gifts of 
capital property to individuals directly or through trusts; IT-212R3: Income of deceased 
persons — rights or things; IT-213R: Prizes from lottery schemes and giveaway con- 
tests; IT-226R: Gift to a charity of a residual interest in real property or an equitable 
interest in a trust; IT-268R4: Inter vivos transfer of farm property to child; IT-288R2: 
Gifts of capital properties to a charity and others; IT-297R2: Gifts in kind to charity 
and others; IT-335R2: Indirect payments; IT-385R2: Disposition of an income interest 
in a trust; IT-403R: Options on real estate; IT-405: Inadequate considerations — acqui- 
sitions and dispositions (archived); IT-427R: Livestock of farmers; IT-432R2: Benefits 
conferred on shareholders; IT-433R: Farming or fishing — use of cash method; IT- 
442R: Bad debts and reserves for doubtful debts; IT-490: Barter transactions; IT- 
504R2: Visual artists and writers. 

Information Circulars: 87-2R: International transfer pricing; 89-3: Policy statement 
on business equity valuations; 06-1: Income tax transfer pricing and customs valuation. 
1.T. Technical News: 38 (value of company attributable to voting non-participating 
shares), 


CRA Audit Manual: 12.16.0: Requesting appraisal or valuation. 


Advance Tax Rulings: ATR-1: Transfer of legal title in land to bare trustee corpora- 
tion — mortgagee’s requirements sole reason for transfer; ATR-9: Transfer of personal 
residence from corporation to its controlling shareholder; ATR-36: Estate freeze. 


(1.1) Idem, where subsec. 70(3) applies — Where a taxpayer 
has acquired property that is a right or thing to which subsection 
70(3) applies, the following rules apply: 


(a) paragraph (1)(c) is not applicable to that property; and 


(b) the taxpayer shall be deemed to have acquired the property at 
a cost equal to the total of 


(i) such part, if any, of the cost thereof to the taxpayer who 
has died as had not been deducted by the taxpayer in comput- 
ing the taxpayer’s income for any year, and 


(ii) any expenditures made or incurred by the taxpayer to ac- 
quire the property. 


Income Tax Act, Part I, Division B 


Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-427R: Livestock of farmers. 


(1.2) Idem — Where, at any time, 


(a) a taxpayer disposed of property for proceeds of disposition 
(determined without reference to this subsection) equal to or 
greater than the fair market value at that time of the property, 
and 


(b) there existed at that time an agreement under which a person 
with whom the taxpayer was not dealing at arm’s length agreed 
to pay as rent, royalty or other payment for the use of or the 
right to use the property an amount less than the amount that 
would have been reasonable in the circumstances if the taxpayer 
and the person had been dealing at arm’s length at the time the 
agreement was entered into, 


the taxpayer’s proceeds of disposition of the property shall be 
deemed to be the greater of 


(c) those proceeds determined without reference to this subsec- 
tion, and 


(d) the fair market value of the property at the time of the dispo- 
sition, determined without reference to the existence of the 
agreement. 


Related Provisions: See Related Provisions to 69(1). 


History: Subsec. 69(1.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 27(1), 
applicable to dispositions occurring after December 20, 1991. 


(2) [Repealed] 


History: Subsec. 69(2) repealed by 1998, c. 19, subsec. 107(1), applicable to taxation 
years that begin after 1997. The subsec. formerly read: 


(2) Unreasonable consideration [on dealings with non-resident] — Where a 
taxpayer has paid or agreed to pay to a non-resident person with whom the tax- 
payer was not dealing at arm’s length as price, rental, royalty or other payment 
for or for the use or reproduction of any property, or as consideration for the 
carriage of goods or passengers or for other services, an amount greater than the 
amount (in this subsection referred to as “the reasonable amount’’) that would 
have been reasonable in the circumstances if the non-resident person and the 
taxpayer had been dealing at arm’s length, the reasonable amount shall, for the 
purpose of computing the taxpayer’s income under this Part, be deemed to have 
been the amount that was paid or is payable therefor. 


Selected Cases [subsec. 69(2)]: GlaxoSmithKline Inc. v. R., [2010] 6 C.T.C. 220 
(FCA) (Proper question under provision is whether price paid was reasonable in cir- 
cumstances, not what fair market value might have been); SmithKline Beecham Animal 
Health Inc. v. R., [2001] 2 C.T.C. 2086 (TCC) (Minister may be obliged to disclose 
facts on appeal). 


(3) [Repealed] 


History: Subsec. 69(3) repealed by 1998, c. 19, subsec. 107(1), applicable to taxation 
years that begin after 1997. The subsec. formerly read: 


(3) Idem — Where a non-resident person has neither paid nor agreed to pay to a 
taxpayer with whom the person was not dealing at arm’s length as price, rental, 
royalty or other payment for or for the use or reproduction of any property or as 
consideration for the carriage of goods or passengers or for other services, an 
amount equal to or greater than the amount that would have been a reasonable 
amount in the circumstances if the non-resident person and the taxpayer had 
been dealing at arm’s length, that reasonable amount shall, for the purpose of 
computing the taxpayer’s income under this Part, be deemed to have been re- 
ceived or receivable by the taxpayer therefor. 

Subsec. 69(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 47(1), applicable 

to transactions or events occurring after July 13, 1990. Subsec. 69(3) formerly read: 
(3) Idem — Where a non-resident person has neither paid nor agreed to pay to a 
taxpayer with whom the [person] was not dealing at arm’s length as price, rental, 
royalty or other payment for or for the use or reproduction of any property, or as 
consideration for the carriage of goods or passengers or for other services, the 
amount that would have been reasonable in the circumstances if the non-resident 
person and the taxpayer had been dealing at arm’s length, that amount shall, for 
the purpose of computing the taxpayer’s income under this Part, be deemed to 
have been received or receivable by the taxpayer therefor. 


Selected Cases [subsec. 69(3)]: Sundog Distribution Inc. v. R., [2010] 6 C.T.C. 
2151 (TCC) (Transfer pricing adjustments not protected by tax treaty). 


(4) Shareholder appropriations — Where at any time property 
of a corporation has been appropriated in any manner whatever to 
or for the benefit of a shareholder of the corporation for no consid- 
eration or for consideration that is less than the property’s fair mar- 
ket value and a sale of the property at its fair market value would 
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have increased the corporation’s income or reduced: a loss of the 
corporation, the corporation shall be deemed to have disposed of 
the property, and to have received proceeds of disposition therefor 
equal to its fair market value, at that time. 


Related Provisions: 15(1) — Benefit conferred on shareholder; 142.7(4) — Deemed 
value of property on rollover from foreign bank subsidiary to branch. 


History: Subsec. 69(4). substituted by 1994,.c..21,.s. 32, applicable to, appropriations 
occurring after December 21,1992. That subsec. formerly read: 


(4) Idem — Where property of a corporation has been appropriated in any man- 
ner whatever to, or for the benefit of, a shareholder, for no consideration or for a 
consideration below the fair market value, if the sale thereof at.the fair market. ; 
value would have increased the corporation’s income for.a taxation year, for the 
purpose of determining the corporation’s income for the year, it shall be deemed 
to have sold the property during the year and to have received therefor the fair 
market value thereof. 


Selected Cases [subsec. 69(4)]: Husky Oil Ltd. v. R., [2010] 5 C.T.C. 112 (FCA); 
rev’g [2009] 6 C.T.C.-2021 (TCC) (Provision overrides general rule ‘in 69(4)); 
Boardman et al. v: R., [1986] 1 ‘C.T:C:'103 (FCTD) (Transfer of title to houses pursu- 
ant to order in divorce proceedings deemed sale at fair market value). 


(5) Idem — Where in a taxation year of a corporation property of 
the corporation has been appropriated in any manner.whatever to, 
or for the benefit.of, a shareholder, on the. winding-up of the corpo- 
ration, the following rules apply: 


(a) the corporation is deemed, for the purpose: of computing) its 
income for the year, to have disposed of the property immedi- 
ately before the winding-up for proceeds equal to.its fair market 
value at that time; 


(b) the shareholder shall be deemed to have acquired the pro- 
perty at a cost equal to its fair market value immediately before 
the winding-up; 


(c) subsections 52(1) and (2) do not apply for the purposes of 
determining the cost:to the shareholder of the property; and 


(d) subsections 13(21.2), 14(12), 18(15) and 40(3.4) and (3.6) do 
not apply in respect of any property disposed of on the winding- 
up. 
(e) [Repealed] 
Related Provisions: 15(1)— Benefit conferred.on shareholder; 54“superficial 
loss’(h) — Superficial loss rule inapplicable when 69(5) applies; 84(2) — Distribution 


on winding-up, etc; 142.7(4) — Deemed value of property on,rolloyer.from foreign 
bank subsidiary to branch. 


History: Para. 69(5)(c) amended by 2001, c.. 17, subsec. 51(3), applicable to disposi- 
tions that occur after 1999. The para. formerly read: 
(c) subsections 52(1), (1.1) and (2) are not applicable for the purposes of deter- 
mining the cost to the shareholder of the property; and 


Paras. 69(5)(a), and (d) amended and (e) repealed by 1998, c. 19) subsees..107(2) and 
(3), para. (a) applicable to. windings-up) that begin after 1995, para. (d) applicable: to 
windings-up that begin after April 26, 1995 except that, in its application to windings- 
up that began before 1996, it shall be read as follows: 

(d) subsections 13(21.2), 14(12), 18(15),,40(3.4) and (3.6) and 85(4) and (5.1) do 

not apply to the winding-up; and 
and the repeal of para. (e) applicable to windings-up that begin after 1995. The paras. 
formerly read: 

(a) for the purpose of computing the corporation’s income for the year, 


(i) it shall be deemed to have sold each such property immediately before the 
winding-up and to have received therefor the, fair market value thereof at 
that time, and 


(ii) paragraph 40(2)(e) shall not apply in computing the loss, if any, from the 
sale of any such property; 


(d) subsections 85(4) and (5.1) shall not apply in respect of the winding-up; and 


(e) paragraph 40(2)(e) does not apply in computing the loss, if any, of the share- 
holder from the disposition of a share of the capital stock of the corporation to 
the corporation on the winding-up. 


Para. 69(5)(e) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. mA applicable tc to 
dispositions of shares after 1985. 


Interpretation Bulletins: IT-444R: Corporations — involuntary dissolutions; IT- 
488R2: Winding-up of 90%-owned taxable Canadian corporations (archived), 


Information Circulars: 89-3: Policy statement on business equity valuations. 


(6) [Repealed] 
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History: Subsec. 69(6) repealed by '2003,.c. 28, subsec. 8(2), applicable to taxation 
years that begin after 2006. It formerly read: 


(6) Disposition of petroleum, etc. — An operator with respect to a natural ac- 
cumulation of petroleum or natural gas in Canada, an oil or gas well in Canada 
or a mineral resource in Canada who at any time disposes of property, produced 
in the operation, that is petroleum, natural gas or related hydrocarbons, metal or 
minerals for no proceeds of disposition or for proceeds of disposition less than 
its fair market value at that time, is deemed to have received proceeds of disposi- 
tion for the property equal to that fair market value if the disposition is to’ 


(a) Her Majesty in right of Canada or of a, province; 
(b):an agent of Her Majesty in right of Canada or of a province; or 


Ac) a corporation, a commission or an. association that is controlled by Her 
Majesty in right of Canada or of a province or by.an agent of Her Majesty in 
right of Canada or of a province. 


Subsec,, 69(6) amended by 2003, c.. 28, subsec. 8(1), applicable to dispositions that 
| occur after December 20, 2002. The subsec. formerly read: 


(6) Idem — Where a taxpayer who is an operator with respect to a natural ac- 
cumulation of petroleum or natural gas in Canada, an oil or gas ‘well in Canada 
or a mineral resource in Canada disposes by virtue of an obligation imposed by 
statute or a contractual obligation substituted for an obligation imposed by stat- 
ute of any petroleum, natural gas or related hydrocarbons or metal or minerals 
produced in the operation to 


(a) Her Majesty in right of Canada or a province, 
(b) an agent of Her Majesty in right of Canada ora province, or 


(c) a corporation, commission or association that is controlled by Her Maj- 
esty in right of Canada or a province or by an agent of Her Majesty in right 
of Canada ora province 


for no proceeds of disposition or for proceeds of disposition less ‘than the fair 
market value thereof at the time the taxpayer so disposes of it, the taxpayer shall 
be deemed to have received proceeds of disposition therefor equal to that fair 
market value determined, in circumstances where the taxpayer is required by a 
law or contract to so dispose thereof, without regard to that law or contract. 


(7) [Repealed] | 


History: Subsec. 69(7) repealed by 2003, c. 28, subsec. 8(2), applicable to taxation 
years that begin after 2006. Subsec. 69(7) formerly read: 


(7) |\dem — Where a taxpayer who is an operator with respect to a natural ac- 
cumulation of petroleum or natural gas in Canada, an oil or gas well in Canada 
or a mineral resource in Canada acquires any petroleum, natural gas or related 
hydrocarbons or metal or minerals produced in the operation from 


(a) Her Majesty in right of Canada or a province, 
(b) an agent of Her Majesty in right of Canada or a province, or 


(c)\a corporation, commission or association that is controlled by Her Maj- 
__esty in right of Canada or a province or by:an agent of Her Majesty in right 
of Canada or a province 


for.an amount in excess of the fair market value thereof at the time the taxpayer 
so acquired the petroleum, natural gas or related hydrocarbons or metal or miner- 
als, the taxpayer shall be deemed to have acquired the petroleum, natural gas or 
related hydrocarbons or metal or minerals at’ that fair market value determined, 
in circumstances where the taxpayer is required by a law or contract to so ac- 
quire the petroleum, natural gas or related hydrocarbons or metal or minerals, 
without regard to that law or contract. 


(7.1) [Repealed under former Act] 


(8) [Repealed] 


History: Subsec. 69(8) repealed by 2003, c. 28, subsec. 8(2), applicable to taxation 
years that begin after 2006. Subsec. 69(8) formerly read: 


(8) Fair market value of resource output disposed of to Crown — For the 
purposes of subsection (6), the fair market value at the time of disposition of a 
unit of any particular quantity of petroleum, natural gas or related hydrocarbons 
or metal or minerals disposed of by the taxpayer referred to in that subsection to 
a person referred to in any of paragraphs (6)(a) to (c) shall be deemed to be the 
amount by which 


(a) the average proceeds of disposition that became receivable in the month 
that included that time by that person for the disposition of a like unit from a 
person other than a person referred to in any of paragraphs (6)(a) to (c) 


exceed the total of 


(b) the average total‘of all expenses (including‘depreciation) incurred by that 
person in respect of that month for each like unit that may reasonably be 
attributed to transmitting, transporting, marketing or processing thereof to 
the extent that those expenses are reasonable and necessary and do not in- 
clude any cost of acquisition thereof, and 


(c) in respect of the unit disposed of by the taxpayer, the amount that may 
reasonably be attributed as being an\amount paid to, an amount that became 
payable to or an amount that became receivable by, Her Majesty in Right of 
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Canada for the use and benefit of a band or bands as defined in the /ndian 
Act. 


(9) [Repealed] 


History: Subsec. 69(9) repealed by 2003, c. 28, subsec. 8(2), applicable to taxation 
years that begin after 2006. It formerly read: 


(9) Fair market value of resource output acquired from Crown — For the 
purposes of subsection (7), the fair market value of a unit of any particular quan- 
tity of petroleum, natural gas or related hydrocarbons or metals or minerals ac- 
quired by the taxpayer referred to in that subsection from a person referred to in 
any of paragraphs (7)(a) to (c) shall be deemed to be equal to the total of 


(a) the amount, if any, paid or payable to the taxpayer by that person in 
respect of that unit, and 


(b) the amount, if any, in respect of that unit paid or payable to Her Majesty 
in right of Canada by that person for the use and benefit of a band or bands 
as defined in the Indian Act. 


(10) [Repealed] 


History: Subsec. 69(10) repealed by 2003, c. 28, subsec. 8(2), applicable to taxation 
years that begin after 2006. It formerly read: 


(10) Certain persons deemed to be same person — For the purposes of sub- 
section (8), where a person referred to in any of paragraphs (6)(a) to (c) disposes 
of a unit of any particular quantity of petroleum, natural gas or related hydrocar- 
bons or metal or minerals to another person referred to in any of those 
paragraphs, those persons shall be deemed to be the same person. 


(11) Deemed proceeds of disposition — Where, at any partic- 
ular time as part of a series of transactions or events, a taxpayer 
disposes of property for proceeds of disposition that are less than its 
fair market value and it can reasonably be considered that one of the 
main purposes of the series is 


(a) to obtain the benefit of 


(i) any deduction (other than a deduction under subsection 
110.6(2.1) in respect of a capital gain from a disposition of a 
share acquired by the taxpayer in an acquisition to which 
subsection 85(3) or 98(3) applied) in computing income, tax- 
able income, taxable income earned in Canada or tax payable 
under this Act, or 


(ii) any balance of undeducted outlays, expenses or other 
amounts 


available to a person (other than a person that would be affili- 
ated with the taxpayer immediately before the series began, if 
section 251.1 were read without reference to the definition “con- 
trolled” in subsection 251.1(3)) in respect of a subsequent dispo- 
sition of the property or property substituted for the property, or 


(b) to obtain the benefit of an exemption available to any person 
from tax payable under this Act on any income arising on a sub- 
sequent disposition of the property or property substituted for 
the property, 


notwithstanding any other provision of this Act, where the subse- 
quent disposition occurs, or arrangements for the subsequent dispo- 
sition are made, before the day that is 3 years after the particular 
time, the taxpayer is deemed to have disposed of the property at the 
particular time for proceeds of disposition equal to its fair market 
value at the particular time. 


Related Provisions: 69(12) — No time limit on 69(11) reassessment; 69(13) — 
Amalgamation or merger; 69(14) — Where corporation incorporated during series of 
transactions; 73(3.1)(d), 73(4.1)(d) — Rule in 69(11) takes priority over 73(3)-(4.1); 
87 — Amalgamations; 88(1) opening words — 69(11) takes priority over winding-up 
rules; 160(1.1) — Joint liability; 248(5) — Substituted property. 


History: Subsec. 69(11) amended by 1998, c. 19, subsec. 107(4), applicable to each 
disposition that is part of a series of transactions or events that begins after April 26, 
1995, other than a disposition that occurred before 1996 to a person who was obliged 
on that day to acquire the property under the terms of an agreement in writing entered 
into on or before that day, and for the purpose of this application, a person is consid- 
ered not to be obliged to acquire property where the person can be excused from the 
obligation if there is a change to the Act or if there is an adverse assessment under the 
Act. The subsec. formerly read: 


(11) Where, at any time as part of a series of transactions, a person or partnership 
(in this subsection and subsection (12) referred to as the “vendor”) has disposed 
of property for proceeds of disposition that are less than its fair market value and 


Income Tax Act, Part I, Division B 


it may reasonably be considered that one of the main purposes of the series was 
to obtain the benefit of 


(a) any deduction in computing income, taxable income, taxable income 
earned in Canada or tax payable under this Act, or 


(b) any balance of undeducted outlays, expenses or other amounts 


available to a specified person in respect of a subsequent disposition of the pro- 
perty or property substituted for the property, notwithstanding any other provi- 
sion of this Act, the vendor shall, where the subsequent disposition occurs within 
three years after that time, be deemed to have disposed of the property at that 
time for proceeds of disposition equal to its fair market value at that time. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-474R2: Amalgamations of Canadian corporations; IT-488R2: 
Winding-up of 90%-owned taxable Canadian corporations (archived). 


Information Circulars: 88-2, para. 9: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


1.T. Technical News: 9 (loss consolidation within a corporate group); 30 (corporate 
loss utilization transactions); 34 (loss consolidation — unanimous shareholder 
agreements). 


CRA Audit Manual: 11.5.11: Joint liability assessments. 


(12) Reassessments — Notwithstanding subsections 152(4) to 
(5), the Minister may at any time make such assessments or reas- 
sessments of the tax, interest and penalties payable by the taxpayer 
as are necessary to give effect to subsection (11). 


History: Subsec. 69(12) amended by 1998, c. 19, subsec. 107(4), applicable on the 
same basis as the amendment to subsec. 69(11). The subsec. formerly read: 


(12) Definition of “specified person” — For the purposes of subsection (11), a 
“specified person” is 


(a) a person that was not (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b)) related to the vendor immediately before the series of 
transactions commenced; 


(b) a partnership of which neither the vendor nor a person who was (other- 
wise than by virtue of a right referred to in paragraph 251(5)(b)) related to 
the vendor immediately before the series commenced was a majority interest 
partner (within the meaning assigned by subsection 97(3.1)) immediately 
before the series commenced; or 


(c) where the vendor is a partnership, a person who was neither 


(i) a majority interest partner (within the meaning assigned by subsec- 
tion 97(3.1)) of the partnership immediately before the series com- 
menced, nor 


(ii) a person who was (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b)) related to a person described in subparagraph (i) 
immediately before the series commenced. ; 


(12.1) [Repealed] 


History: Subsec. 69(12.1) repealed by 1998, c. 19, subsec. 107(4), applicable on the 
same basis as the amendment to subsec. 69(11). The subsec. formerly read: 


(12.1) Application of subsecs. (11) and (12) — Subsections (11) and (12) are 
applicable with respect to property disposed of after January 15, 1987 except 
where the person or partnership disposing of the property after that date was 
obliged on that date to dispose of it pursuant to an agreement in writing entered 
into on or before that date or where the person or partnership disposed of the 
property as part of a series of transactions that commenced on or before that 
date. 


(12.2) [Repealed] 


Origin of subsecs. 69(12.1), (12.2): R.S.C. 1985, c. 1 (Sth Supp.). This was 
formerly an application rule in 1987, c. 46, s. 24. 


History: Subsec. 69(12.2) repealed by 1998, c. 19, subsec. 107(4), applicable on the 
same basis as the amendment to subsec. 69(11). The subsec. formerly read: 


(12.2) Obligation to acquire property, etc. — For the purposes of subsection 
(12.1), a person shall be considered not to be obliged either to acquire or dispose 
of property if the person may be excused from performing the obligation as a 
result of changes to this Act affecting acquisitions or dispositions of property. 


(13) Amalgamation or merger — Where there is an amalgama- 
tion or merger of a corporation with one or more other corporations 
to form one corporate entity (in this subsection referred to as the 
“new corporation’), each property of the corporation that becomes 
property of the new corporation as a result of the amalgamation or 
merger is deemed, for the purpose of determining whether subsec- 
tion (11) applies to the amalgamation or merger, to have been dis- 
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posed of by the corporation immediately before the amalgamation 
or merger for proceeds equal to 


(a) in the case of a Canadian resource property or a foreign re- 
source property, nil; and 


(b) in the case of any other property, the cost amount to the cor- 
poration of the property immediately before the amalgamation 
or merger. 


Related Provisions: 87(2)(e) — Rules applicable — capital property. 


History: Subsec. 69(13) amended by 1998, c. 19, subsec. 107(5), applicable to amal- 
gamations and mergers that occur after April 26, 1995. The subsec. formerly read: 


(13) Where there has been an amalgamation or merger of a corporation with one 
or more other corporations to form one corporate entity (in this subsection re- 
ferred to as the “new corporation”), each property of the corporation that became 
property of the new corporation as a result of the amalgamation or merger shall 
be deemed, for the purpose of determining whether subsection (11) is applicable 
in respect of the amalgamation or merger, to have been disposed of by the corpo- 
ration immediately before the amalgamation or merger for, proceeds of disposi- 
tion equal to 


(a) in the case of a Canadian resource property or a foreign resource pro- 

perty, nil; and 

(b) [Repealed] 

(c),in the case of any other property, the cost amount to the corporation of 

the property immediately before the amalgamation or merger. 
Para. 69(13)(b) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 27(2), applica- 
ble to an amalgamation or’ merger of a corporation occurring after the beginning of its 
first taxation year beginning after June 1988. Para. (b) formerly read: 

(b) in the case of eligible capital property, an amount equal to “/3 of the cost 


amount to the corporation of the property immediately before the amalgamation 
or merger; and 


(14) New taxpayer — For the purpose of subsection (11), where a 
taxpayer is incorporated or otherwise comes into existence at a par- 
ticular time during a series of transactions or events, the taxpayer is 
deemed 


(a) to have existed at the time that was immediately before the 
series began; and 


(b) to have been affiliated at that time with every person with 
whom the taxpayer is affiliated (otherwise than because of a 
right referred to in paragraph 251(5)(b)) at the particular time. 


History: Subsec. (14) added by 1998, c. 19, subsec. 107(5), applicable to each disposi- 
tion that is part of a series of transactions or events that begins after April 26, 1995, 
other than a disposition that occurred before 1996 to a person who was obliged on that 
day to acquire the property under the terms of an agreement in writing entered into on 
or before that day, and for the purpose of this application, a person is considered not to 
be obliged to acquire property where the person can be excused from the obligation if 
there is a change to the Act or if there is an adverse assessment under the Act. 


Selected Cases [s. 69]: Heron Bay Investments Ltd. v. R., [2010] 6 C.T.C. 242 
(FCA); rev’g [2010] 4 C.T.C. 2260 (TCC) (Application of provision without inviting 
submissions was improper); Céré v. R., [1999] 3 C.T.C. 2373 (TCC) (Gifts valid but 
valuations exaggerated; penalties upheld). 

Definitions [s. 69]: “amount” — 248(1); “affiliated” — 69(14), 251.1; “arm’s 
length” — 251; “assessment” — 248(1); “beneficial ownership” — 248(3); “busi- 
ness” — 248(1); “Canada” — 255; “Canadian resource property” — 66(15), 248(1); 
“controlled” — 256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “eligi- 
ble capital property” — 54, 248(1); “fair market value” — 248(35); “foreign resource 
property” — 66(15), 248(1); “Her Majesty” — Interpretation Act 35(1); “non-resi- 
dent”, “oil or gas well”, “person”, “prescribed” — 248(1); “proceeds of disposition” — 
54 [technically does not apply to s. 69]; “property” — 248(1); “province” — Interpre- 
tation Act 35(1); “series of transactions or events” — 248(10); “shareholder” — 
248(1); “substituted” — 248(5); “tax payable” — 248(2); “taxable income” — 2(2), 
248(1); “taxable income earned in Canada” — 115(1), 248(1); “taxation year” — 
11(2), 249; “taxpayer” — 248(1). 


70. (1) Death of a taxpayer — In computing the income of a tax- 
payer for the taxation year in which the taxpayer died, 


(a) an amount of interest, rent, royalty, annuity (other than an 
amount with respect to an interest in an annuity contract to 
which paragraph 148(2)(b) applies), remuneration from an office 
or employment, or other amount payable periodically, that was 
not paid before the taxpayer’s death, shall be deemed to have 
accrued in equal daily amounts in the period for or in respect of 
which the amount was payable, and the value of the portion 
thereof so deemed to have accrued to the day of death shall be 
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included in computing the taxpayer’s income for the year in 
which the taxpayer died; and 


(b) paragraph 12(1)(t), shall be read as follows: 


“(t) the amount deducted under subsection 127(5) or (6) in 
computing the taxpayer’s tax payable for the year or a pre- 
ceding taxation year to the extent that it was not included in 
computing the taxpayer’s income for a preceding taxation 
year under this paragraph or is not included in an amount 
determined under paragraph 13(7.1)(e) or 37(1)(e) or. sub- 
paragraph 53(2)(c)(vi) or (h)(ii) or for I in the definition 
“undepreciated capital cost” in subsection 13(21) or L in 
the definition “cumulative Canadian exploration expense” 
in subsection 66.1(6);” 
Related Provisions: 7(1)(e) — Stock option benefit where employee has died; 28(1) 
closing words — Farming or fishing business; 61.2 — Deduction of debt forgiveness 
reserve for year of death; 70(5) — Capital property of deceased; 80(2)(p); (q) — Debt 
forgiveness rules——debt obligation settled by, estate; 118.1(1)“total, gifts’(a)(ii); 
118.1(5) — Unlimited claim for charitable donations after death; 122.7(12)— Special 
rule for Working Income Tax Benefit on death; 146(8.8) — RRSP — effect of death; 
146.01(6) — RRSP Home Buyers’ Plan — income inclusions; 146.02(6)— RRSP 
Lifelong Learning Plan — income inclusions; 146.3(6) — RRIF — effect of death; 
147.2(6) — Additional deductible pension contributions for year of death; 
148.1(2)(b)() — No tax on provision of funeral or cemetary services from eligible fu- 
neral arrangement; 156.1(3) — Instalments not required after death; 164(6) — Election 
by executor to carry back losses of estate to year of death. 


Interpretation Bulletins: IT-210R2: Income of deceased persons — periodic pay- 
ments and investment tax credit; IT-212R3: Income of deceased persons — rights. or 
things; IT-234: Income of deceased persons — farm crops; IT-396R: Interest income; 
IT-410R: Debt obligations — accrued interest on transfer (archived). 


CRA Audit Manual: 16.2.2: Estate of a deceased person. 


Forms: RC4111: What to do, following a death [guide]; T4011: Preparing returns for 
deceased persons [guide]. 


(2) Amounts receivable [“rights or things” separate re- 
turn] — If a taxpayer who has died had at the time of death rights 
or things (other than any capital property or any amount included in 
computing the taxpayer’s income by virtue of subsection (1)), the 
amount of which when realized or disposed of would have been 
included in computing the taxpayer’s income, the value of the rights 
or things at the time of death shall be included in computing the 
taxpayer’s income for the taxation year in which the taxpayer died, 
unless the taxpayer’s legal representative has, not later than the later 
of the day that is one year after the date of death of the taxpayer and 
the day that is 90 days after the sending of any notice of assessment 
in respect of the tax of the taxpayer for the year of death, elected 
otherwise, in which case the legal representative shall file a separate 
return of income for the year under this Part and pay the tax for the 
year under this Part as if 


(a) the taxpayer were another person; 


(b) that other person’s only income for the year were the value 
of the rights or things; and 


(c) subject to sections 114.2 and 118.93, that other person were 
entitled to the deductions to which the taxpayer was entitled 
under sections 110, 118 to 118.7 and 118.9 for the year in com- 
puting the taxpayer’s taxable income or tax payable under this 
Part, as the case may be, for the year. 


Related Provisions: 28(1)— Farming or fishing business; 53(1)(e)(v) — Adjust- 
ments to cost base; 56(1)(z.2), 144.1711) — Income from employee life and health 
trust; 60(t) — Deductions — amount included under 70(2); 70(3) — Rights or things 
transferred to beneficiaries; 70(4) — Revocation of election; 114.2 — Deductions in 
separate returns; 118.93 — Credits in separate returns; 120.2(4)(a) — No minimum tax 
carryover on special return; 127.1(1)(a) — No refundable investment tax credit on spe- 
cial return; 127.55 — Minimum tax not applicable; 150(1)(b) — Filing deadline for de- 
ceased’s return; 159(5)— Election where certain provisions applicable; 244(14), 
(14.1) — Date when notice sent. 


History: Opening words of subsec. 70(2) amended by 2010, c. 25, s. 13, in force on 
December 15, 2010. They formerly read: J 


(2) Where a taxpayer who has died had at the time. of death rights or things 
(other than any capital property or any amount included in computing the tax- 
payer’s income by virtue of subsection (1)), the amount of which when realized 
or disposed of would have been included in computing the taxpayer’s income, 
the value thereof at the time of death shall be included in computing the tax- 
payer’s income for the taxation year in which the taxpayer died, unless the tax- 
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payer’s legal representative has, not later than the day that is one year after the 
date of death of the taxpayer or the day that is 90 days after the mailing of any 
notice of assessment in respect of the tax of the taxpayer for the year of death, 
whichever is the later day, elected otherwise, in which case the legal representa- 
tive shall file a separate return of income for the year under this Part and pay the 
tax for the year under this Part as if 


Interpretation Bulletins: IT-210R2: Income of deceased persons — periodic pay- 
ments and investment tax credit; IT-212R3: Income of deceased persons — rights or 
things; IT-234: Farm crops; IT-278R2: Death of a partner or of a retired person; IT- 
326R3: Returns of deceased persons as “another person”; IT-337R4: Retiring al- 
lowances; IT-382: Debts bequeathed or forgiven on death (archived); IT-427R: Live- 
stock of farmers; IT-457R: Election by professionals to exclude work in progress from 
income; IT-502: Employee benefit plans and employee trusts. 


CRA Audit Manual: 16.2.2: Estate of a deceased person. 
Forms: T4011: Preparing returns for deceased persons [guide]. 


(3) Rights or things transferred to beneficiaries — Where 
before the time for making an election under subsection (2) has ex- 
pired, a right or thing to which that subsection would otherwise ap- 
ply has been transferred or distributed to beneficiaries or other per- 
sons beneficially interested in the estate or trust, 


(a) subsection (2) is not applicable to that right or thing; and 


(b) an amount received by one of the beneficiaries or persons on 

the realization or disposition of the right or thing shall be in- 

cluded in computing the income of the beneficiary or person for 

the taxation year in which the beneficiary or person received it. 
Related Provisions: 44(3) — Where subsec. 70(3) not to apply; 69(1.1) — Deemed 
cost of property to beneficiary; 70(3.1) — Exception; 118.1(7)(b), 118.1(7.1)(b) — Do- 
nation of art or cultural property on death. 


History: Para. 70(3)(b) amended by 1998, c. 19, subsec. 108(1), applicable to taxation 
years that end after November 1991. The para. formerly read: 


(b) an amount received by one of the beneficiaries or other such persons on the 
realization or disposition of the right or thing shall be included in:computing the 
taxpayer's income for the taxation year. in which the taxpayer received it. 


Selected Cases [subsec. 70(3)]: Tory Estate (Montreal Trust Co.) v. MNR, [1976] 
C.T.C. 415 (SCC) (Transfer of deceased’s accounts receivable by estate to beneficiary 
taxable to estate in amount exceeding beneficiary’s interest). 


Interpretation Bulletins: IT-210R2: Income of deceased persons — periodic pay- 
ments and investment tax credit; IT-212R3: Income of deceased persons — rights or 
things; IT-278R2: Death of a partner or of a retired partner; IT-427R: Livestock of 
farmers. 


(3.1) Exception — For the purposes of this section, “rights or 
things” do not include an interest in a life insurance policy (other 
than an annuity contract of a taxpayer where the payment therefor 
was deductible in computing the taxpayer’s income because of par- 
agraph 60(1) or was made in circumstances in which subsection 
146(21) applied), eligible capital property, land included in. the in- 
ventory of a business, a Canadian resource property or a foreign 
resource property. 

History: Subsec. 70(3.1) substituted by 1994, c. 21, subsec. 33(1), applicable to 1992 
et seg. That subsec. formerly read: 


(3.1) For the purposes of this section, “rights or things” do not include an interest 
in a life insurance policy (other than an annuity contract of a taxpayer where the 
payment therefor was deductible in computing the taxpayer’s income by virtue 
of paragraph 60(1)), eligible capital property, land included-in the inventory of a 
business, a Canadian resource property ora foreign resource property. 


Interpretation Bulletins: [T-212R3: Income of deceased persons — rights or things; 
IT-313R2: Eligible capital property — rules where a taxpayer has ceased carrying ona 
business or has died. 


(4) Revocation of election — An election made under subsec- 
tion (2) may be revoked by a notice of revocation signed by the 
legal representative of the taxpayer and filed with the Minister 
within the time that an election under that subsection may be made. 


Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things. 


(5) Capital property of a deceased taxpayer — Where in a 
taxation year a taxpayer dies, 


(a) the taxpayer shall be deemed to have, immediately before the 
taxpayer’s death, disposed of each capital property of the tax- 
payer and received proceeds of disposition therefor equal to the 
fair market value of the property immediately before the death; 
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(b) any person who as a consequence of the taxpayer’s death 
acquires any property that is deemed by paragraph (a) to have 
been disposed of by the taxpayer shall be deemed to have ac- 
quired it at the time of the death at a cost equal to its fair market 
value immediately before the death; 


(c) where any depreciable property of the taxpayer of a pre- 
scribed class that is deemed by paragraph (a) to have been dis- 
posed of is acquired by any person as a consequence of the tax- 
payer’s death (other than where the taxpayer’s proceeds of 
disposition of the property under paragraph (a) are redetermined 
under subsection 13(21.1)) and the amount that was the capital 
cost to the taxpayer of the property exceeds the amount deter- 
mined under paragraph (b) to be the cost to the person thereof, 
for the purposes of sections 13 and 20 and any regulations made 
for the purpose of paragraph 20(1)(a), 


(i) the capital cost to the person of the property shall be 
deemed to be the amount that was the capital cost to the tax- 
payer of the property, and 


(ii) the excess shall be deemed to have been allowed to the 
person in respect of the property under regulations made for 
the purpose of paragraph 20(1)(a) in computing income for 
taxation years that ended before the person acquired the pro- 
perty; and 


(d) where a property of the taxpayer that was deemed by para- 
graph (a) to have been disposed of is acquired by any person as 
a consequence of the taxpayer’s death and the taxpayer’s pro- 
ceeds of disposition of the property under paragraph (a) are re- 
determined under subsection 13(21.1), notwithstanding  para- 
graph (b), 
(i) where the property was depreciable property of a pre- 
scribed class and the amount that was the capital cost to the 
taxpayer of the property exceeds the amount so redetermined 
under subsection 13(21.1), for the purposes of sections 13 
and 20 and any regulations made for the purpose of para- 
graph 20(1)(a), 


(A) its capital cost to the person shall be deemed to be the 
amount that was its capital cost to the taxpayer, and 


(B) the excess shall be deemed to have been allowed to 
the person in respect of the property under regulations 
made for the purpose of paragraph 20(1)(a) in computing 
income for taxation years that ended before the person ac- 
quired the property, and 


(ii) where the property is land (other than land to which sub- 
paragraph (i) applies), its cost to the person shall be deemed 
to be the amount that was the taxpayer’s proceeds of disposi- 
tion of the land as redetermined under subsection 13(21.1). 


Related Provisions: 38(a.1)(ii) — Zero capital gain on bequest of publicly-traded 
securities to charity; 43.1(2) — Life estates in real property; 44(2) — Exchanges. of 
property; 53(4) — Effect on ACB of share, partnership interest or trust interest; 54“su- 
perficial loss”(c) — Superficial loss rule does not apply; 70(5.3) — Value of property 
that depends on life insurance policy; 70(6) — Where transfer or distribution to spouse 
or trust; 70(6.2) — Election; 70(9), (9.01), (9.2), (9.21) — Transfer of farm or fishing 
property to taxpayer’s child, family corporation or partnership; 70(13) — Capital cost 
of certain depreciable property; 70(14) — Order of disposal of depreciable property; 
75.2(b) — Qualifying trust annuity to be disregarded; 80(2)(p), (q) — Debt forgiveness 
rules — debt obligation settled by estate; 110.6(14)(g) — Related persons, etc.; 
118.1(5) — Gift by will deemed made immediately before death; 118.1(10.1) — Deter- 
mination of value by Canadian Cultural Property Export Review Board; 139.1(5) — 
Value of ownership rights in insurer during demutualization; 143.1(4) — Death of ben- 
eficiary of amateur athlete trust; 146(8.92)-(8.93), 146.3(6.3)-(6.4) — Carryback of 
post-death losses in RRSP or RRIF; 159(5) — Election where certain provisions appli- 
cable; 164(6) — Election by executor to carry back losses of estate to year of death; 
248(8) — Occurrences as a consequence of death; 256(7)(a)(i)(D) — Control of corpo- 
ration deemed. not acquired; Canada-U.S. Tax Treaty:Art. XXIX-B:6, 7 — Credit for 
U.S. estate taxes. 


History: Paras. 70(5)(a) to (c), substituted, and para, (d) added, by 1994, c. 21, subsec. 
33(2), applicable to dispositions and acquisitions occurring after 1992. Paras. (a) to (c) 
formerly read: 


(a) the taxpayer shall be deemed to have disposed, immediately before death, of 
each property that was at that time a capital property of the taxpayer and to have 
received proceeds of disposition therefor equal to the fair market value of the 
property at that time; 
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(b) any person who as a consequence; of the, death acquires any property that is 
deemed by paragraph (a) to have been disposed of by the taxpayer at any time 
shall be deemed to have acquired it immediately after that time at a cost eaeal to 
its fair market value at that time; and 


(c) where any depreciable property of the taxpayer of a prescribed class that is 
deemed by paragraph (a) to have been disposed of is acquired by any person as a 
consequence of the death and the amount that was the capital cost to the taxpayer 
of that property exceeds the amount determined under paragraph (b), to, be the 
cost to that person thereof, for the purposes of sections 13 and 20 and any regula- 
tions made for the purpose of paragraph 20(1)(a), 


(i) the capital cost to that person of the property’ shall be deemed to be the 
amount that was the capital cost to the taxpayer of the property, and 


(ii) the excess shall be deemed to have been allowed to that person in respect 
of the property under regulations made for the purpose of paragraph 20(1)(a) 
in computing income for the taxation years ending before the person ac- 
quired the property. 


Subsec. 70(5) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(1), applicable 
to dispositions occurring after 1992. Subsec. (5) formerly read: 


(S) Depreciable and other capital property of deceased taxpayer — Where 
in a taxation year a taxpayer has died, the following rules apply: 


(a) the taxpayer shall be deemed to have disposed, immediately before the 
taxpayer’s death, of éach property owned by the taxpayer at that time that 
was a capital property of the taxpayer (other than depreciable property of a 
prescribed class) and to have received proceeds of disposition therefor equal 
to the fair market value of the property at that time; 


(b) the taxpayer shall be deemed to have disposed, immediately before the 
taxpayer’s death, of all depreciable property of a prescribed class owned by 
the taxpayer at that time and to have received proceeds of disposition there- 
for equal to, 


(i) where the fair market value of that property at that time sieesils the 
undepreciated capital cost thereof to the taxpayer at that time, the 
amount of that undepreciated capital cost plus’ 'h of the amount of the 
excess, and ; 


(ii) in ‘any other case, the fair market value of that property at that time 
plus '+,0f the amount, if any; by which the undepreciated capital cost 
thereof to the taxpayer at that time exceeds that fair market value; 


(c) any person who, as a consequence of the death of the taxpayer, .has ac- 
quired any particular capital property of the taxpayer (other than depreciable 
property of a prescribed class) that is deemed by paragraph (a) to have been 
disposed of by the taxpayer at any time shall be deemed to have acquired it 
immediately after that time ata cost equal to its fair market value immedi- 
ately before the death of the taxpayer; 


(d) any person who, as a consequence of the death of the taxpayer, has ac- 
quired any particular depreciable property of the taxpayer of a prescribed 
class that is deemed by paragraph (b) to have been disposed of by the tax- 
payer at any time shall be deemed to have acquired it immediately after that 
time at a cost equal to that proportion of the proceeds of disposition of all 
depreciable property of that class deemed by paragraph (b) to have been re- 

“ceived by the taxpayer that the fair market value immediately before the 
death of the taxpayer of the particular property is of the fair market value at 
that time of all of that property of that class; and 


(e) where any depreciable property of the taxpayer of a prescribed class that 
is deemed by paragraph (b) to have been disposed of by the taxpayer has 
been acquired by any person as a consequence of the death of the taxpayer 
and the amount that was the capital cost to the taxpayer of that property 
exceeds the amount determined under paragraph (d) to be the cost to that 
person thereof, for the purposes of sections 13 and 20 and any regulations 
made under paragraph 20(1)(a), 


(i) the capital cost to that person of the property shall be deemed to be 
the amount that was the capital cost to the taxpayer of the property, and 


(ii) the excess shall be deemed! to have been allowed to that person in 
respect of the property under regulations made under paragraph 20(1)(a) 
in computing income for taxation years before the. acquisition by that 
person of the property. 


Selected Cases [subsec. 70(5)]: Nauss v. R., [2005] 4 C.T.C. 2473 (TCC) (Suc- 
cessive valuations of life interest and remainder interest); Geltman Estate v. R., [2003] 
1 C.T.C. 2641 (TCC) (RRSPs are “rights or things”); Nussey Estate v. R., [2001] 2 
C.T.C. 222 (FCA); aff’ g [2000] 2 C.T.C. 2284 (TCC) (Agreement could only operate 
following taxpayer’s death, by which time statutory provision applied); Haas Estate v. 
R., [2000] 1 C.T.C. 2446 (TCC) (Domestic law applies when no definition of “gain” in 
tax treaty); Greenwood Estate v. Canada, [1991] 1 C.T.C. 47 (FCTD); aff'd [1994] 1 
C.T.C. 310 (FCA) (Agreement between sons and father to purchase shares on death 
prevents shares from vesting indefeasibly in spousal trust); Gladden Estate v. R., 
[1985] 1 C.T.C. 163 (FCTD) (Capital gain from deemed disposition of shares in Cana- 
dian companies exempt as “sale or exchange” of capital assets under Canada-U.S. Tax 
Treaty); Pappas Estate v. R., [1981] C.T.C. 266 (FCTD) (Vacancies factored into value 
of rental property); R. v. Mastronardi Estate, [1977] C.T.C. 355 (FCA) (Insurance pay- 
able to company on death of shareholder not relevant to value of shares “immediately 
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before his death”); Katz Estate v. R., [1976] C.T.C. 633 (FCTD) (Deemed disposition is 
for purposes of both capital gain and recapture :of capital cost allowance). 


1.T. Application Rules: 20(1.2) (where depreciable property owned since before 
1972 is transferred on death). 


Interpretation Bulletins: IT-140R3: Buy-sell agreements; IT-242R: Retired part- 
ners; IT-217R: Depreciable property owned on December 31, 1971 (archived); IT- 
259R4: Exchanges of property; IT-278R2: Death of a partner or of a retired partner; IT- 
288R2: Gifts. of capital properties to a charity and. others; IT-305R4: Testamentary 
spouse trusts; IT-325R2: Property transfers after separation, divorce and annulment; 
IT-382: Debts bequeathed or forgiven on death (archived); IT-349R3: Intergenerational 
transfers of farm property on death; IT-416R3: Valuation of shares of a corporation 
receiving life insurance proceeds on death of a shareholder; IT-504R2: Visual artists 
and writers; IT-522R: Vehicle, travel and sales expenses of employees. 


Information Circulars: 89-3: Policy statement on business equity valuations. 
CRA Audit Manual: 16.2.2: Estate of a deceased person. 


Forms: RC4111: What to do following a death [guide]; T4011: Preparing returns for 
deceased persons [guide]. 


(5.1) Eligible capital property of deceased — Notwithstand- 
ing subsection 24(1), where at any time a taxpayer dies and any 
person (in this subsection referred to as the beneficiary), as a conse- 
quence of the taxpayer’s death, acquires an eligible capital property 
of the taxpayer in respect of a business carried on by the taxpayer 
immediately before that time (otherwise than by way of a distribu- 
tion of property by a trust that claimed a deduction under paragraph 
20(1)(b) in respect of the property or in circumstances to which 
subsection 24(2) applies), 


(a) the taxpayer shall be deemed to have disposed of the pro- 
perty, immediately before the taxpayer’s death, for proceeds 
equal to “/3 of that proportion of the cumulative eligible capital 
of the taxpayer in respect of the business that the fair market 
value immediately before that time of the property is of the fair 
market value immediately before that time of all of the eligible 
capital property of the taxpayer in respect of the business; 


(b) subject to paragraph (c), the beneficiary shall be deemed to 
have acquired a capital property at the time of the taxpayer’s 
death at a cost equal to the proceeds referred to in paragraph (a); 


(c) where the beneficiary continues to: carry on the business pre- 
viously carriéd on by the taxpayer, the beneficiary shall be 
deemed to have, at the time of the taxpayer’s death, acquired an 
eligible capital property and made an eligible capital property 
expenditure at a cost equal to the total of 


(i) the proceeds referred to in paragraph (a), and 


(ii) 44 of that proportion of the amount, if any, determined for 
F in the definition “cumulative eligible capital” in subsection 
14(5) in respect of the business of the taxpayer at that time 
that the fair market value immediately before that time of the 
particular property is of the fair market value immediately 
before that time of all eligible capital property of the tax- 
payer in respect of the business, 


and, forthe purposes of determining at any time the benefici- 
ary’s cumulative eligible capital in respect of the business, an 
amount equal to */+ of the amount determined under subpara- 
graph (ii) shall be'added to the amount otherwise determined, in 
respect of the business, for P in the definition “cumulative eligi- 
ble capital” in subsection 14(5); and 


(d) for the purpose of determining, after that time, the amount 
required by paragraph 14(1)(b) to be included in computing the 
income of the beneficiary in respect of any subsequent disposi- 
tion of the property of the business, there’ shall be added to the 
amount determined for Q in the definition “cumulative eligible 
capital” in subsection 14(5) the amount determined by the 
formula 


Ae 
& 


where 


A is the amount, if any, determined for Q in that definition in 
respect of the business of. the taxpayer anmanadd.ataly before 
that time, 
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Bis the fair market value immediately before that time of the 
particular property, and 


C is the fair market value immediately before that time of all 
eligible capital property of the taxpayer in respect of the 
business. 


Related Provisions: 14(1)— Inclusion in income from business; 24(1) — Ceasing 
to carry on business; 24(2) — Where business carried on by spouse or controlled cor- 
poration; 110.6(1)“qualified farm property” (d), “qualified fishing property”(d) — Cap- 
ital gains exemption; 248(8) — Occurrences as a consequence of death. 


History: The portion of para. 70(5.1)(d) before the formula amended by 2001, c. 17, 
subsec. 52(1), applicable to taxation years that end after February 27, 2000. The portion 
formerly read: 


(d) for the purposes of determining, after that time, 


(i) the amount deemed by subparagraph 14(1)(a)(v) to be the beneficiary’s 
taxable capital gain, and 


(ii) the amount to be included under subparagraph 14(1)(a)(v) or paragraph 
14(1)(b) in computing the beneficiary’s income 


in respect of any subsequent disposition of the property of the business, there 
shall be added to the amount determined for Q in the definition “cumulative eli- 
gible capital” in [subsection] 14(5) the amount determined by the formula 


Subpara. 70(5.1)(d)(ii) amended by 1995, c. 3, s. 18, applicable to dispositions and 
acquisitions that occur after February 22, 1994. Subpara. (ii) formerly read: 


(ii) the amount to be included under paragraph 14(1)(b) in computing the benefi- 
ciary’s income 


Para. 70(5.1)(b) and the opening words of para. (c) substituted by 1994, c. 21, subsec. 
33(3) and (4), applicable to dispositions and acquisitions occurring after 1992. Para. (b) 
and the opening words of para. (c) formerly read: 


(b) subject to paragraph (c), the beneficiary shall be deemed to have acquired a 
capital property, immediately after the death of the taxpayer, at a cost equal to 
the proceeds referred to in paragraph (a); 


(c) where the beneficiary continues to carry on the business previously carried on 
by the taxpayer, the beneficiary shall be deemed to have acquired an eligible 
capital property and to have made an eligible capital expenditure at a cost equal 
to the total of 


Para. 70(5.1)(d) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(2), applicable 
to acquisitions occurring as a consequence of the death of a taxpayer after the begin- 
ning of the first fiscal period of the taxpayer’s business beginning after 1987. 


Subsec. 70(5.1) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 48(1), applica- 
ble to acquisitions occurring as a consequence of the death of a taxpayer after the be- 
ginning of the first fiscal period of the taxpayer’s business beginning after 1987, except 
that in applying the subsec. in respect of acquisitions occurring before July 13, 1990 
the subsec. shall be read without reference to “(otherwise than under a distribution of 
property by a trust that has claimed a deduction under paragraph 20(1)(b) in respect of 
the property or in circumstances to which subsection 24(2) applies)”. Subsec. 70(5.1) 
formerly read: 


(5.1) Eligible capital property of deceased — Notwithstanding subsection 
24(1), where in a taxation year a taxpayer has died and any person (other than a 
spouse or corporation to whom subsection 24(2) applies), as a consequence of 
the death of the taxpayer, has acquired any particular eligible capital property of 
the taxpayer, the following rules apply: 


(a) the taxpayer shall be deemed to have disposed, immediately before the 
taxpayer’s death, of the property and to have received proceeds of disposi- 
tion therefor in respect of a business carried on by the taxpayer equal to “4/3 of 
the cumulative eligible capital in respect of the business at that time; and 


(b) the person who has so acquired the property shall be deemed to have 
acquired a capital property, immediately after the death of the taxpayer, at a 
cost equal to the proceeds of disposition referred to in paragraph (a), except 
that, where the person continues to carry on the business previously carried 
on by the taxpayer, the person shall be deemed to have acquired an eligible 
capital property and to have made an eligible capital expenditure at a cost 
equal to the total of 


(i) the proceeds of disposition referred to in paragraph (a), and 


(ii) the amount, if any, determined for F in the definition “cumulative 
eligible capital” in subsection 14(5) in respect of the business of the tax- 
payer at that time 


and, for the purposes of determining at any time the person’s cumulative 
eligible capital in respect of the business, an amount equal to the amount 
determined under subparagraph (ii) shall be added to the amount otherwise 
determined for P in that definition. 


Interpretation Bulletins: IT-313R2: Eligible capital property — rules where a tax- 
payer has ceased carrying on a business or has died. 
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(5.2) Resource properties and land inventories of a 
deceased taxpayer — Where in a taxation year a taxpayer dies, 


(a) the taxpayer is deemed to have, immediately before the tax- 
payer’s death, disposed-of each Canadian resource property and 
foreign resource property of the taxpayer and received proceeds 
of disposition for that property equal to its fair market value im- 
mediately before the death; 


(a.1) subject to subparagraph (b)(ii), any particular person who 
as a consequence of the taxpayer’s death acquires any property 
that is deemed by paragraph (a) to have been disposed of by the 
taxpayer is deemed to have acquired the property at the time of 
the death at a cost equal to the fair market value of the property 
immediately before the death; 


(b) notwithstanding paragraph (a), where the taxpayer was resi- 
dent in Canada immediately before the taxpayer’s death, any Ca- 
nadian resource property or foreign resource property of the tax- 
payer that is, on or after the death and as a consequence of the 
death, transferred or distributed to a spouse or common-law 
partner of the taxpayer described in paragraph (6)(a) or a trust 
described in paragraph (6)(b) and it can be shown within the pe- 
riod ending 36 months after the death or, where written applica- 
tion therefor has been made to the Minister by the taxpayer’s 
legal representative within that period, within such longer period 
as the Minister considers reasonable in the circumstances, that 
the property vested indefeasibly in the spouse or common-law 
partner or trust, as the case may be, 


(i) the taxpayer shall be deemed to have, immediately before 
the death, disposed of the property and received proceeds of 
disposition therefor equal to such amount as is specified by 
the taxpayer’s legal representative in the return of income of 
the taxpayer filed under paragraph 150(1)(b), not exceeding 
its fair market value immediately before the death, and 


(11) the spouse, common-law partner or trust, as the case may 
be, is deemed to have acquired the property at the time of the 
death at a cost equal to the amount determined in respect of 
the disposition under subparagraph (i); 


(c) the taxpayer is deemed to have, immediately before the tax- 
payer’s death, disposed of each property that was land included 
in the inventory of a business of the taxpayer and received pro- 
ceeds of disposition for that property equal to its fair market 
value immediately before the death; 


(c.1) subject to subparagraph (d)(ii), any particular person who 
as a consequence of the taxpayer’s death acquires any property 
that is deemed by paragraph (c) to have been disposed of by the 
taxpayer is deemed to have acquired the property at the time of 
the death at a cost equal to the fair market value of the property 
immediately before the death; and 


(d) notwithstanding paragraph (c), where the taxpayer was resi- 
dent in Canada immediately before the taxpayer’s death, any 
property that is land included in the inventory of a business of 
the taxpayer is, on or after the death and as a consequence of the 
death, transferred or distributed to a spouse or common-law 
partner of the taxpayer described in paragraph (6)(a) or a trust 
described in paragraph (6)(b) and it can be shown within the pe- 
riod ending 36 months after the death of the taxpayer or, where 
written application therefor has been made to the Minister by the 
taxpayer’s legal representative within that period, within such 
longer period as the Minister considers reasonable in the circum- 
stances, that the property vested indefeasibly in the spouse or 
common-law partner or trust, as the case may be, 


(i) the taxpayer shall be deemed to have, immediately before 
the death, disposed of the land and received proceeds of dis- 
position therefor equal to its cost amount to the taxpayer im- 
mediately before the death, and 


(ii) the spouse or common-law partner or trust, as the case 
may be, shall be deemed to have acquired the property at the 
time of the death at a cost equal to those proceeds. 
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Technical Notes (July 2010): Subsection 70(5. 2) Re nile ane respect Wg 
indivi- 


the disposition of resource properties and land inventories on the death of 
dual. It is amended to update its structure to conform to modern drafting standards. 


Paragraph 70(5.2)(b) is amended to provide ‘that properties in respect of which a_ 


deemed disposition occurs under paragraph 70(5.2)(a) are deemed to have been ac- 


quired, by the person who as a consequence of the individual's death acquires the — 


property, at a cost equal to its fair market value immediately before tha death. 


Where certain resource properties and land inventories held by an indivi 
ately before death are deemed, under paragraph 70(5.2)(a) and (b), to have been dis- 
posed of by the individual and acquired at a particular cost by an 
paragraph 70(5.2)(c) sets out the conditions under which it will 


acquisition resulting from that deemed disposition and that acquisition. In particular, 


where the conditions in paragraph (c) are met, subparagraph 70(5.2)(c)@) applies to 


determine the deceased individual’s proceeds from the deemed disposition under par- 
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the time of the individual’s death at a cost equal to the amount determined under 
subparagraph (i) spect of the deemed disposition of the property under paragraph 
70(5.2)(a). oe 6 


Related Provisions: 104(4)(a)(i.1) Deemed disposition of trust property; 
159(5) — Election where certain provisions applicable; 248(8) — Occurrences as a 
consequence of death; 248(9.2) — Meaning of “vested indefeasibly”,; Canada-U.S. Tax 
Treaty:Art. XXIX-B:5 — US resident deemed resident in Canada before death. 


History: Para. 70(5.2)(a). amended, applicable to taxation years that begin after 2000, 
and para. (a.1) added, applicable to acquisitions that occur after 1992, by 2001, c. 17, 
subsec. 52(2). Para. (a) formerly read: 


(a) for the purposes ‘of subsection 59(1), paragraph (a) of the description of F in 
the definition “cumulative Canadian development expense” in subsection 66.2(5) 
and paragraph (a) of the description of F in the definition “cumulative Canadian 
oil and gas property expense” in subsection 66.4(5), the taxpayer shall be 
deemed to have, immediately: before the taxpayer’s death, disposed of each Ca- 
nadian resource property and foreign resource property of the taxpayer and re- 
ceived proceeds of disposition therefor equal to its fair market value immediately 
before the death; 


Subpara. 70(5.2)(b)(ii) amended by the said c. 17, subsec. 52(3), applicable to taxation 
years that begin after 2000. The subpara. formerly read: 


(ii) the spouse or common-law partner or trust, as the case may be, shall be 
deemed to have acquired the property at the time of the death at a cost equal to 
the amount included in the taxpayer’s income under subsection 59(1) or included 
in the amount determined under paragraph (a) of the description of F in the defi- 
nition “cumulative Canadian development expense” in subsection 66.2(5) or par- 
agraph (a) of the description of F in the definition “cumulative Canadian oil and 
gas property expense” in subsection 66.4(5), as the case may be, in respect of the 
property; 

Para. 70(5.2)(c) amended, applicable to taxation years that begin after 2000, and para. 

(c.1) added, applicable to acquisitions that occur after, 1992, by the said c. 17, subsec. 

52(4). Para. (c) formerly read: 


(c) the taxpayer shall be deemed to have, immediately before the taxpayer’s 
death, disposed of each property that was land included in the inventory. of-a 
business of the taxpayer and received proceeds of disposition therefor equal to its 
fair market value immediately before the death; and 


Subsec. 70(5.2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law parther”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner”. 


Subsec. 70(5.2) substituted by 1994, c. 21, subsec. 33(5), applicable to dispositions and 
acquisitions occurring after 1992. That subsec. formerly read: 


(5.2) Resource properties and land inventories of deceased taxpayer — 
Where in a taxation year a taxpayer has died, the following rules apply: 


(a) for the purposes of subsection 59(1), paragraph (a) of the description of F 
in the definition “cumulative Canadian development expense” in subsection 
66.2(5) and paragraph (a) of the description of F in the definition “cumula- 
tive Canadian oil and gas property. expense” in subsection 66.4(5), the tax- 
payer shall be deemed to have, immediately before the taxpayer’s death, dis- 
posed of each property owned by the taxpayer at that time that was a 
Canadian resource property or a foreign resource property and to have re- 
ceived proceeds of disposition therefor equal to its fair market value at that 
time; 

(b), (c) [Repealed under former Act] 


(d) notwithstanding paragraph (a), where any property of a taxpayer who 
was resident in Canada immediately before the taxpayer’s death that is a 
Canadian resource property or foreign resource property has, on or after the 
death of the taxpayer and as a consequence thereof, been transferred or dis- 
tributed to the taxpayer’s spouse referred to in paragraph (6)(a) ora trust 
referred to in paragraph (6)(b), if it can be shown, within the period ending 
36 months after the death of the taxpayer or, where written application there- 
for has been made to the Minister by the taxpayer’s legal representative 
within that period, within such longer period as the Minister considers rea- 
sonable in the circumstances, that the property has become vested indefeasi- 
bly in the spouse or trust, as the case may be, the following rules apply: 


(i) the taxpayer shall be deemed to have disposed of the property imme- 
diately before the taxpayer’s death and to have received proceeds of dis- 
position therefor equal to such amount as is specified by the taxpayer’s 
legal representative in the return of income of the taxpayer referred to in 
paragraph 150(1)(b), not exceeding the fair market value of the property 
immediately: before the taxpayer’s death, and 


(ii) the spouse or trust, as the case may be, shall be deemed to have 
acquired the property for an amount equal to the amount included in the 
taxpayer’s income by virtue of subsection 59(1) or included in the 
amount determined under paragraph (a) of the description of F in the 
definition “cumulative Canadian development expense”’.in subsection 
66.2(5) or paragraph (a) of the description of F in the definition “cumu- 
lative Canadian oil and gas property expense” in subsection 66.4(5), as 
the case may be, in respect of the property; 
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(e) the taxpayer shall be deemed to have disposed, immediately before the 
taxpayer's death, of each property that was land included in the inventory of 
a business of the taxpayer and to have received proceeds of disposition 
therefor equal to the fair market value of the property at that time; and 

(f) notwithstanding paragraph (e), where any property of a taxpayer who was 
resident in Canada immediately before the taxpayer’s death that is land in- 
cluded in the inventory of a business has, on or after the taxpayer’s death 
and as a consequence thereof, been transferred or distributed to the tax- 
payer’s spouse referred to in paragraph (6)(a) or a trust referred to in para- 
graph (6)(b), if it can be shown within the period ending 36 months after the 
death of the taxpayer or, where written application therefor has been made to 
the Minister by the taxpayer’s legal representative within that period, within 
such longer period as the Minister considers reasonable in the circumstances, 
that the property has become vested indefeasibly in the spouse or trust, as 
the case may be, the taxpayer shall be deemed to have disposed ofthe land 
immediately before the taxpayer’s death and to have received proceeds of 
disposition therefor equal to the cost amount thereof immediately before the 
taxpayer’s death and the spouse or trust, as the case may be, shall be deemed 
to have acquired the property for an amount equal to those proceeds. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-212R3: 
Income of deceased persons —rights or things; IT-449R: Meaning of “vested indefea- 
sibly” (archived). 


(5.3) Fair market value — For the purposes of subsections (5) 
and 104(4) and section 128.1, the fair market value at any time of 
any property deemed to have been disposed of at that time as a con- 
sequence of a particular individual’s death or as a consequence of 
the particular individual becoming or ceasing to be resident in Can- 
ada shall be determined as though the fair market value at that time 
of any life insurance policy, under which the particular individual 
(or any other individual not dealing at arm’s length with the particu- 
lar individual at that time or at the time the policy was issued) was a 
person whose life was insured, were the cash surrender value (as 
defined in subsection 148(9)) of the policy immediately before the 
particular individual died or became or ceased to be resident in 
Canada, as the case may be. 

Related Provisions: 139.1(5)— Value of ownership rights in insurer during 


demutualization; 248(8)— Occurrences as a consequence of death; 251 — Arm’s 
length. 


History: Subsec. 70(5.3) amended by 2001, c. 17, subsec. 52(5), applicable to disposi- 
tions that occur after October 1, 1996. The subsec. formerly read: 


(5.3) For the purposes of subsection (5) of this section and subsections 70(9.4) 
and (9.5) of the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, the fair market value, immediately before the death of the taxpayer re- 
ferred to in any of those subsections, of any share of the capital stock of a corpo- 
ration deemed to have been disposed of as a consequence of the taxpayer’s death 
shall be determined as though the fair market value at that time of any life insur- 
ance policy under which the taxpayer was the person whose life was insured 
were the cash surrender value (within the meaning assigned by subsection 
148(9)) of the policy at that time. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-416R3: Valuation of shares of a corporation receiving 
life insurance proceeds on death of a shareholder. 


Information Circulars: 89-3: Policy statement on business equity valuations. 


(5.4) NISA on death — Where a taxpayer who dies has at the 
time of death a net income stabilization account, all amounts held 
for or on behalf of the taxpayer in the taxpayer’s NISA Fund No. 2 
shall be deemed to have been paid out of that fund to the taxpayer 
immediately before that time. 

Related Provisions: 12(10.2) — NISA receipts; 248(9.1) — Whether trust created 
by taxpayer’s will. 

History: Subsec. 70(5.4) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(3), 
applicable to 1991 et seq. 


Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-305R4: Testamentary spouse trusts. 


(6) Where transfer or distribution to spouse [or common- 
law partner] or spouse trust — Where any property of a tax- 
payer who was resident in Canada immediately before the tax- 
payer’s death that is a property to which subsection (5) would oth- 
erwise apply is, as a consequence of the death, transferred or 
distributed to 


(a) the taxpayer’s spouse or common-law partner who was resi- 
dent in Canada immediately before the taxpayer’s death, or 
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(b) a trust, created by the taxpayer’s will, that was resident in 
Canada immediately after the time the property vested indefeasi- 
bly in the trust and under which 


(i) the taxpayer’s spouse or common-law partner is entitled 
to receive all of the income of the trust that arises before the 
spouse’s or common-law partner’s death, and 


(ii) no person except the spouse or common-law partner may, 
before the spouse’s or common-law partner’s death, receive 
or otherwise obtain the use of any of the income or capital of 
the trust, 


if it can be shown, within the period ending 36 months after the 
death of the taxpayer or, where written application therefor has 
been made to the Minister by the taxpayer’s legal representative 
within that period, within such longer period as the Minister consid- 
ers reasonable in the circumstances, that the property has become 
vested indefeasibly in the spouse or common-law partner or trust, as 
the case may be, the following rules apply: 


(c) paragraphs (5)(a) and (b) do not apply in respect of the 
property, 

(d) subject to paragraph (d.1), the taxpayer shall be deemed to 
have, immediately before the taxpayer’s death, disposed of the 
property and received proceeds of disposition therefor equal to 


(i) where the property was depreciable property of a pre- 
scribed class, the lesser of the capital cost and the cost 
amount to the taxpayer of the property immediately before 
the death, and 


(ii) in any other case, its adjusted cost base to the taxpayer 
immediately before the death, 


and the spouse or common-law partner or trust, as the case may 
be, shall be deemed to have acquired the property at the time of 
the death at a cost equal to those proceeds, 


(d.1) where the property is an interest in a partnership (other 
than an interest in a partnership to which subsection 100(3) 
applies), 
(i) the taxpayer shall, except for the purposes of paragraph 
98(5)(g), be deemed not to have disposed of the property as a 
consequence of the taxpayer’s death, 


(ii) the spouse or common-law partner or the trust, as the 
case may be, shall be deemed to have acquired the property 
at the time of the death at a cost equal to its cost to the tax- 
payer, and 


(iii) each amount added or deducted in computing the ad- 
justed cost base to the taxpayer of the property shall be 
deemed to be required by subsection 53(1) or (2) to be added 
or deducted, as the case may be, in computing the adjusted 
cost base to the spouse or common-law partner or the trust, 
as the case may be, of the property; and 


(e) where the property was depreciable property of the taxpayer 
of a prescribed class, paragraph (5)(c) applies as if the refer- 
ences therein to “paragraph (a)” and to “paragraph (b)” were 
read as references to “paragraph (6)(d)”. 


Related Provisions: 40(3.18)(a) — Grandfathering of partnership interest trans- 
ferred under 70(6)(d.1); 40(4) — Where principal residence disposed of to spouse or 
spouse trust; 44.1(4) — Treatment of small business investment rollover on death; 
70(6.2) — Election; 70(7) — Special rules applicable re spouse trust; 70(9.1), (9.11), 
(9.3), (9.31) — Transfer of farm or fishing property from spouse trust to settlor’s chil- 
dren; 72(2) — Election by legal representative and transferee re reserves; 73(1.01) — 
Inter vivos transfer of property; 94(4)(b) [proposed] — Deeming non-resident trust to 
be resident in Canada does not apply; 104(4)(a)(i.1) — Trust — deemed disposition on 
death of spouse; 108(3) — Income of trust; 108(4) — Trust not disqualified by reason 
only of payment of certain duties and taxes; 148(8.2) — Rollover of life insurance pol- 
icy to spouse on death; 248(8) — Occurrences as a consequence of death; 248(9.1) — 
Whether trust created by taxpayer’s will; 248(9.2) — Meaning of “vested indefeasi- 
bly”; 248(23.1) — Transfer under provincial family law after death; 248(37)(g) — 
Rule limiting value of donated property does not apply where 70(6) applied; 252(3) — 
Extended meaning of “spouse”; 256(7)(a)(i)(D) — Control of corporation deemed not 
acquired; Canada-U.S. Tax Treaty:Art. XXVI:3(g) — Relief from double taxation; 
Canada-U.S. Tax Treaty:Art. XXIX-B:5, 6 — Credit for U.S. estate taxes. 

History: Subsec. 70(6) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 


2a 


“spouse or common-law partner’, and by Sch. 2, s. 7 to replace “spouse’s’ with 
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“spouse’s or common-law partner’s”’, applicable to 2001 et seq., in force July 31,:2000. 
See also the transitional: rules reproduced in the History to 248(1)“common-law 
partner”. 


Para. 70(6)(d) and subpara. (d.1)(ii) substituted by 1994, c: 21, subsecs. 33(6), (7), ap- | 


plicable to dispositions and acquisitions occurring after 1992. That para. and subpara. 
formerly read: 


(d) subject to paragraph (d.1), the taxpayer shall be deemed to have disposed of 
the property immediately before the taxpayer’s ees and to have received pro- 
ceeds of disposition therefor equal to, 


(i) where the property was depreciable property of the ‘taxpayer of a pre- 
scribed class, that proportion of the undepreciated capital cost to the tax- 
payer immediately before the taxpayer’s death of all.of the depreciable pro- 
perty of the taxpayer of that class that the fair market value at that time of 
the property is of the fair market value at that time of all of the depreciable 
property of the taxpayer of that class, and 


(ii) in any other case, the adjusted cost base to the taxpayer of the property 
immediately before the taxpayer’s death, 


and the spouse or trust, as the case may be, shall be deemed to have acquired the 
property for-an amount equal to those: proceeds, 


(ii) the spouse or the trust, as the case may be, shall be deemed to have acquired 
the property for an amount equal to the cost thereof to the taxpayer, and 


That portion of subsec. 70(6) preceding para. (a), and paras.’ (c) and (e) amended by 
1994, c. 7, Sch. VII (1993, c. 24), subsecs. 28(4) to (6), applicable to dispositions 
occurring after 1992. Those portions formerly read: 


(6) Where transfer or distribution to spouse or trust — Where any property 
of a taxpayer who was resident in Canada immediately before the taxpayer’s 
death that is a property to which paragraphs (5)(a) and (c), or (5)(b) and*(d), as 
the case may be, would otherwise apply has, on or after the taxpayer’s death and 
as a consequence thereof been transferred or distributed to 


(e) where the property was depreciable property of the taxpayer of a,prescribed 
class, paragraph (5)(e) is applicable as if the reference therein to “paragraph (b)” 
and to “paragraph (d)” were read as references to “paragraph (6)(d)”. 


That portion of para. 70(6)(d) preceding subpara. (i) amended to add “subject to para- 
graph (d.1), and para. (d.1), added, by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 48(2), 
(3), applicable to transfers, distributions and acquisitions occurring after January 15, 
1987. 


Selected Cases [subsec. 70(6)]: Antle v. R., [2010] 4.C.T.C. 2327 (TCC); aff'd 
2010 CarswellNat 3894 (FCA) (Spousal trust arrangements were improperly executed 
and ineffective. Capital gain taxed in transferor’s hands); Husel Estate v. Canada, 
[1995] 1°C.T.C. 2298 (TCC) (Rollover appplies only if property received qua 
beneficiary); Labbé v; Canada, [1995] 1 C.T.C. 2209 (TCC) (interposition of holding 
company disqualifies shares as family farm corporation); Greenwood Estate vy. Canada, 
[1991] 1 C.T.C. 47 (FCTD); aff'd [1994] 1 C.T.C. 310 (FCA) (Agreement between 
sons and father to’ purchase shares on death prevents shares from vesting indefeasibly 
in spousal trust); Hillis v..R., [1983] C.T.C. 348 (FCA) (Rollover to spouse only on 
one-third of intestate succession after sons renounced two-thirds to which they were 
entitled). 


1.T. Application Rules: 20(1.1)(a) (property owned since before 1972). 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-236R4: | 


Reserves — disposition of capital property (archived); IT-242R: Retired partners; IT- 
259R4: Exchange of property; IT-278R2: Death of a partner or of a retired partner; IT- 
305R4: Testamentary spouse. trusts; IT-321R: Insurance agents .and_ brokers — 
unearned commissions (archived); IT-325R2: Property transfers after separation, di- 
vorce ‘and annulment; IT-382: Debts bequeathed or forgiven on death (archived); IT- 
449R: Meaning of “vested indefeasibly” (archived); IT-522R: Vehicle, travel and sales 
expenses of employees. 


Advance Tax Rulings: ATR-37: Refund. of premiums transferred to spouse. 
Forms; T4011: Preparing returns for deceased persons [guide]. 


(6.1) Transfer or distribution of NISA to spouse for 
common-law partner] or trust — Where a property that is a net 
income stabilization account of a taxpayer is, on or after the tax- 
payer’s death and.as a consequence thereof, transferred or distrib- 
uted to 


(a) the taxpayer’s spouse or common-law partner, or 
(b) a trust, created by the taxpayer’s will, under which 


(i) the taxpayer’s spouse or common-law partner is entitled 
to receive all of the income of the trust that arises before the 
spouse’s or common-law partner’s death, and 
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(ii) no person except the spouse or common-law partner may, 
before the spouse’s or common-law partner’s death, receive 
or otherwise obtain the use of any of the income or eaptal of 
the trust, 


subsections (5.4) and 73(5) do not apply in respect of the taxpayer’s 
NISA Fund No. 2 if it can be shown, within the period ending 36 
months after the death of the taxpayer or, where written application 
therefor has been made to the Minister by the taxpayer’s legal rep- 
resentative within that period, within such longer period as the Min- 
ister considers reasonable in the circumstances, that the property 
has vested indefeasibly in the spouse or common-law partner or 
trust, as the case may be. 

Related Provisions: 12(10.2) —NISA receipts; 70(6.2) — Election; 70(7) — Spe- 
cial rules applicable re spouse trust; 104(5.1) — NISA’ Fund No. 2 held by spousal 
trust; 104(6) — Deduction in computing income of trust; 104(14,1) — NISA election; 
108(3) — Meaning of “income” of trust; 108(4) — Trust not disqualified by reason 
only of payment of certain duties and taxes; 248(8) — Occurrences as a consequence 
of death; 248(9.1) — Whether trust created by taxpayer’s will; 248(9.2) — Meaning of 
“vested indefeasibly”; 252(3) — Extended meaning of “spouse”. 


History: Subsec. 70(6.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 


with “Spouse or common-law partner”, and by Sch. 2, s. 7 to replace “spouse’s” with 


“spouse’s or common-law partner’s”, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules eprodiced in the History to 248(1)“common-law 
partner”. 


Subsec. 70(6.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(8), applicable 
to 1991 et seq. 

Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-305R4: Testamentary spouse trusts. 


History [former subsec. 70(6.1)]: Former subsec. 70(6.1) repealed by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 28(7), applicable to. 1990 et seq. That subsec. had read: 


(6.1) How trust created — For the purposes of subsection (6) and paragraph 
104(4)(a), a trust shall be considered to be created by a taxpayer’s will if the trust 
is created 

(a) under the terms of the taxpayer’s will; or 


(b) by an order of a court in relation to the taxpayer’s estate made pursuant 
to any law of a province providing for the relief or support of dependants. 


(6.2) Election — Subsection (6) or (6.1) does not apply to any pro- 
perty of a deceased taxpayer in respect of which the taxpayer’s le- 
gal representative elects, in the taxpayer’s return of income under 
this Part (other than.a return of income filed under subsection (2) or 
104(23), paragraph 128(2)(e) or subsection 150(4)) for the year in 
which the taxpayer died, to have subsection (5) or (5.4), as the case 
may be, apply. 

Related Provisions: 220(3.2), Reg. 600(b) — Late filing or revocation of election. 
History: Subsec. 70(6.2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
28(8), applicable to 1991 et seg. That subsec. formerly read: 


(6.2) Subsection (6) does not apply to any property of a deceased taxpayer in 
respect of which the legal representative of the taxpayer has-elected, in the return 
of income of the taxpayer for the year in which the taxpayer died, to have sub- 
section (5) apply. 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(7) Special rules applicable in respect of trust for benefit 
of spouse [or common-law partner] — Where a trust created 
by a taxpayer’s will would, but for the payment of, or provision for 
payment of, any particular testamentary debts in respect of the: tax- 
payer, be a trust to which subsection (6) or (6.1) applies, 


(a) for the purpose of determining the day on or before which a 
return (in this subsection referred to as the “taxpayer’s return’) 
of the taxpayer’s income for the taxation year in which the tax- 
payer died is required to be filed by the taxpayer’s legal repre- 
sentatives, subsection 150(1) shall be read without reference to 
paragraph 150(1)(b) and as if paragraph 150(1)(d) read as 
follows: 


“(d) in the case of any other person, by the person’s legal 
representative within 18 months after the person’s death; 
or’; and 

(b) where the taxpayer’s legal representative so elects in the tax- 
payer’s return (other than a return of income filed under subsec- 
tion (2) or 104(23), paragraph 128(2)(e) or subsection 150(4)) 
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and lists therein one or more properties (other than a net income 
stabilization account) that were, on or after the taxpayer’s death 
and as a consequence thereof, transferred or distributed to the 
trust, the total fair market value of which properties immediately 
after the taxpayer’s death was not less than the total of the non- 
qualifying debts in respect of the taxpayer, 


(i) subsection (6) does not apply in respect of the properties 
so listed, and ; 


(ii) notwithstanding the payment of, or provision for payment 
of, any such particular testamentary debts, the trust shall be 
deemed to be a trust described in subsection (6), 


except that, where the fair market value, immediately after the 
taxpayer’s death, of all of the properties so listed exceeds the 
total of the non-qualifying debts in respect of the taxpayer (the 
amount of which excess is referred to in this subsection as the 
“Jjisted value excess”) and the taxpayer’s legal representative 
designates in the taxpayer’s return one property so listed (other 
than money) that is capital property other than depreciable 
property, 
(iii) the amount of the taxpayer’s capital gain or capital loss, 
as the case may be, from the disposition of that property 
deemed by subsection (5) to have been made by the taxpayer 
is that proportion of that capital gain or capital loss otherwise 
determined that 


(A) the amount, if any, by which the fair market value of 
that property immediately after the taxpayer’s death ex- 
ceeds the listed value excess, 


is of 


(B) the fair market value of that property immediately af- 
ter the taxpayer’s death, and 


(iv) the cost to the trust of that property is 


(A) where the taxpayer has a capital gain from the dispo- 
sition of that property deemed by subsection (5) to have 
been made by the taxpayer, the total of 


(1) its adjusted cost base to the taxpayer immediately 
before the taxpayer’s death, and 


(II) the amount determined under subparagraph (111) to 
be the taxpayer’s capital gain from the disposition of 
that property, or 


(B) where the taxpayer has a capital loss from the disposi- 
tion of that property deemed by subsection (5) to have 
been made by the taxpayer, the amount by which 


(I) its adjusted cost base to the taxpayer immediately 
before the taxpayer’s death 


exceeds 


(IL) the amount determined under subparagraph (111) to 
be the taxpayer’s capital loss from. the disposition of 
that property. 


Related Provisions: 70(8)— Meaning of certain expressions; 248(8) — Occur- 
rences as a consequence of death; 248(9.1) — Whether trust created by taxpayer’s will. 


History: Para. 70(7)(a) amended by 1996, c. 21, s. 14, applicable after 1994. The para. 
formerly read: 


(a) for the purpose of determining the day on or before which a return (in this 
subsection referred to as the “taxpayer’s return’’) of the taxpayer’s income for the 
taxation year in which the taxpayer died is required to be filed by the taxpayer’s 
legal representatives, subsection 150(1) shall be read without reference to para- 
graph 150(1)(b) and the reference in paragraph 150(1)(d) to “on or before April 
30 in the next year” shall be read as a reference to “within 18 months after the 
person’s death”; and 


That portion of subsec. 70(7) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 28(9), applicable to 1991 et seg. That portion formerly read 


(7) Where a trust created by a taxpayer’s will would, but for the payment of, or 
provision for payment of, any particular testamentary debts in respect of the tax- 
payer, be a trust described in subsection (6), the following rules apply: 
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All that portion of para. 70(7)(b) preceding subpara. (iii) amended by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 28(10), applicable to 1991 et seg. That portion formerly 
read: 
(b) where the taxpayer’s legal representative has so elected in the taxpayer's re- 
turn and has listed therein one or more specified properties (including any 
money) that have, on or after the taxpayer’s death and as a consequence thereof, 
been transferred or distributed to the trust, the total fair market value of which 
properties immediately after the taxpayer’s death was not less than the total of 
the non-qualifying debts in respect of the taxpayer, 
(i) subsection (6) does not apply in respect of the specified properties so 
listed, and 
(ii) notwithstanding the payment of, or provision for payment of, any such 
particular testamentary debts, the trust shall be deemed to be a trust de- 
scribed in subsection (6), 
except that where the fair market value, immediately after the taxpayer’s death, 
of all of the specified properties so listed exceeds the total of the non-qualifying 
debts in respect of the taxpayer (the amount of which excess is referred to in this 
subsection as the “listed value excess”) and the taxpayer’s legal representative 
has designated in the taxpayer’s return one specified property so listed (other 
than money) that is a capital property other than depreciable property, 
Para. 70(7)(a) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 48(4), applicable 
to 1990 et seq. Para. 70(7)(a) formerly read: 
(a) for the purpose of determining the day on or before which a return (in this 
subsection referred to as the “taxpayer’s return”) of the taxpayer’s income for the 
taxation year in which the taxpayer died is required to be filed by the taxpayer’s 
legal representative, the reference in paragraph 150(1)(b) to “6 months” shall be 
read, except for the purposes of section 161, as a reference to “18 months”; and 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts. 


(8) Meaning of certain expressions in subsec. (7) — In sub- 
section (7), 


(a) the “fair market value” at any time of any property subject to 
a mortgage or hypothec is the amount, if any, by which the fair 
market value at that time of the property otherwise determined 
exceeds the amount outstanding at that time of the debt secured 
by the mortgage or hypothec, as the case may be; 


(b) “non-qualifying debt” in respect of a taxpayer who has died 
and by whose will any trust has been created that would, but for 
the payment of, or provision for payment of, any particular testa- 
mentary debts in respect of the taxpayer, be a trust described in 
subsection (6), means any such particular testamentary debt in 
respect of the taxpayer other than 


(i) any estate, legacy, succession or inheritance duty payable, 
in consequence of the taxpayer’s death, in respect of any pro- 
perty of, or interest in, the trust, or 


(ii) any debt secured by a mortgage or hypothec on property 
owned by the taxpayer immediately before the taxpayer’s 
death; and 


(c) “testamentary debt’, in respect of a taxpayer who has died, 
means 


(1) any debt owing by the taxpayer, or any other obligation of 
the taxpayer to pay an amount, that was outstanding immedi- 
ately before the taxpayer’s death, and 


(ii) any amount payable (other than any amount payable to 
any person as a beneficiary of the taxpayer’s estate) by the 
taxpayer’s estate in consequence of the taxpayer’s death, 


including any income or profits tax payable by or in respect of 
the taxpayer for the taxation year in which the taxpayer died or 
for any previous taxation year, and any estate, legacy, succes- 
sion or inheritance duty payable in consequence of the tax- 
payer’s death. 


Related Provisions: 248(8) — Occurrences as a consequence of death. 


History: Para. 70(8)(a) and subpara. (b)(ii) amended by 2001, c. 17, s. 208 to add the 
words “or hypothec” (in three places), in force on June 14, 2001. 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts. 
(9) When subsec. (9.01) applies — Subsection (9.01) applies to 


a taxpayer and a child of the taxpayer in respect of land in Canada 
or depreciable property in Canada of a prescribed class of the tax- 
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payer in respect of which subsection (5) would, if this Act were 
read without reference to this subsection, apply if 


(a) the property was, before the death of the taxpayer, used prin- 
cipally in a fishing or farming business carried on in Canada in 
which the taxpayer, the spouse or common-law partner of the 
taxpayer or a child or a parent of the taxpayer was actively en- 
gaged on a regular and continuous basis (or, in the case of pro- 
perty used in the operation of a woodlot, was engaged to the 
extent required by a prescribed forest management plan in re- 
spect of that woodlot); 


(b) the child of the taxpayer was resident in Canada immediately 
before the day on which the taxpayer died; and 


(c) as a consequence of the death of the taxpayer, the property is 
transferred to and becomes vested indefeasibly in the child 
within the period ending 36 months after the death of the tax- 
payer or, if written application has been made to the Minister by 
the taxpayer’s legal representative within that period, within any 
longer period that the Minister considers reasonable in the 
circumstances. 


Related Provisions: 70(10) — Definitions; 248(9.2) — Meaning of “vested indefea- 
sibly”; 250 — Resident in Canada. 

History: Subsec. 70(9) added (former (9) becoming (9.01)) by 2007, c. 2, subsec. 
10(1), applicable to a disposition, that occurs after May 1, 2006, of a property unless 
the disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s 
return of income for the taxation year in which the disposition occurred to have subsec. 
70(9), as it read on May 1, 2006, apply to the disposition. For earlier History to 70(9), 
see under 70(9.01). 


Selected Cases [subsec. 70(9)]: Boger Estate v. MNR, [1991] 2 C.T.C. 168 
(FCTD); aff'd [1993] 2 C.T.C. 81 (FCA) (Bequeathed property unaffected by Family 
Relief Act order vested indefeasibly; rollover allowed). 


Regulations: 7400 (prescribed forest management plan). 
1.T. Application Rules: 26(18) (farmland owned since before 1972). 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death; IT-382: Debts bequeathed or forgiven on death (archived); IT-449R: Meaning of 
“vested indefeasibly” (archived). 

Forms: RC4060 (for PE, ON, AB): Farming income and the AgriStability and AgriIn- 
vest programs guide; RC4408 (for BC, SK, MB, NS, NL, YK): Farming income. and 
the AgriStability and AgriInvest programs harmonized guide — joint forms and guide; 
T4003: Farming income [guide]. 


(9.01) Transfer of farming and fishing property to child — 
If, because of subsection (9), this subsection applies to the taxpayer 
and a child of the taxpayer in respect of a property of the taxpayer 
that has been transferred to the child as a consequence of the death 
of the taxpayer, the following rules apply: 


(a) where the taxpayer’s legal representative does not elect in the 
taxpayer’s return of income under this Part for the year in which 
the taxpayer died, to have paragraph (b) apply to the taxpayer 
and the child in respect of the property, 


(i) paragraphs (5)(a) and (b) and section 69 do not apply to 
the taxpayer and the child in respect of the property, 


(ii) the taxpayer is deemed to have 


(A) disposed of the property immediately before the tax- 
payer’s death, and 


(B) received, at the time of the disposition of the property, 
proceeds of disposition in respect of that disposition of 
the property equal to 


(I) where the property was depreciable property of a 
prescribed class, the lesser of 


1. the capital cost to the taxpayer of the property, 
and 


2. the amount, determined immediately before the 
time of the disposition of the property, that is that 
proportion of the undepreciated capital cost of pro- 
perty of that class to the taxpayer that the capital 
cost to the taxpayer of the property is of the capital 
cost to the taxpayer of all property of that class that 
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had not, at or before that time, been disposed of, 
and 


(II) where the property is land (other than land to 
which subclause (I) applies), the adjusted cost base to 
the taxpayer of the property immediately before the 
time of the disposition of the property, 


(iii) the child is, immediately after the time of the disposition 
of the property, deemed to have acquired the property at a 
cost.equal to the taxpayer’s proceeds of disposition in respect 
of the disposition of the, property determined under subpara- 
graph (ii), and 

(iv) where the property was depreciable property of a pre- 
scribed class, paragraphs (5)(c) and (d) apply to the taxpayer 
and the child in respect of the property as if the references in 
those paragraphs to “paragraph (a)” and “paragraph (b)” 
were read as “subparagraph (9.01)(a)(ii)” and “subparagraph 

~ -(9.01)(a)(iiiy’, respectively; and 


(b) where the taxpayer’s legal representative elects, in the tax- 
payer’s return of income. under this Part for the taxation year in 
which the taxpayer died, to have this paragraph. apply to the tax- 
payer in respect of the property, 


(i) paragraphs (5)(a) and (b) and section 69 do not apply to 
the taxpayer and the child in respect of the property, 


(ii) the taxpayer is deemed to have 


(A) disposed of the property immediately before the tax- 
payer’s death, and 


(B) received, at the time of the disposition of the property, 
proceeds of disposition in respect of that disposition of 
the property equal to 


(1) where the property was depreciable property of a 
prescribed class, the amount that the legal representa- 
tive designates, which must not be greater than the 
greater of nor less than the lesser of 


1. the fair market value of the property immedi- 
ately before the time of the disposition of the pro- 
perty, and 


2. the lesser of the capital cost to the taxpayer of 
the property and the amount, determined immedi- 
ately before the time of the disposition of the pro- 
perty, that is that proportion of the undepreciated 
capital cost of property .of that class to. the taxpayer 
that the capital cost to the taxpayer of the property 
is of the capital cost to the taxpayer of all property 
of that class that had not, at or before that time, 
been disposed of, and 


(I) where the property is land (other than land to 
which subclause (1) applies), the amount that the legal 
representative designates, which must not be greater 
than the greater of nor less than the lesser of 


1. the fair market value of the property immedi- 
ately before the time of the disposition of the pro- 
perty, and 


2. the adjusted cost base to the taxpayer of the pro- 
perty immediately before the time of the disposi- 
tion of the property, 


(iii) the child is, immediately after the time of the disposition 
of the property, deemed to have acquired the property at a 
cost equal to the taxpayer’s proceeds of disposition in respect 
of the disposition of the property determined under subpara- 
graph (ii), 

(iv) where the property. was depreciable property of a pre- 
scribed class, paragraphs (5)(c) and (d) apply to the taxpayer 
in respect of the property as if the references in those 
paragraphs to “paragraph (a)” and “paragraph (b)” were read 
as. “subparagraph (9.01)(b)(ii)”. and ~~ “subparagraph 
(9.01)(b)(ii1)”, respectively, 
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(v) except for the purpose of this subparagraph, 


(A) where the amount designated by the taxpayer’s legal 
representative under subclause (ii)(B)(I), exceeds the 
greater of the amounts determined under sub-subclauses 
(ii)(B)(1)1 and 2 in respect of the property, the amount 
designated is deemed to be equal to the greater of those 
amounts, and 


(B) where the amount designated by the taxpayer’s legal 
representative under subclause (ii)(B)(II) exceeds the 
greater of the amounts determined under sub-subclauses 
(1i)(B)(II)1 and 2 in respect of the property, the amount 
designated is deemed to be equal to the greater of those 
amounts, and 


(vi) except for the purpose of this subparagraph, 


(A) where the amount designated by the taxpayer’s legal 
representative under subclause (i1)(B)(I) is less than the 
lesser of the amounts determined under sub-subclauses 
(ii)(B)(I)1 and 2 in respect of the property, the amount 
designated is deemed to be equal to the lesser of those 
amounts, and 


(B) where the amount designated by the taxpayer’s legal 
representative under subclause (11)(B)(II) is less than the 
lesser of the amounts determined under sub-subclauses 
(ii)(B)(II)1 and 2 in respect of the property, the amount 
designated is deemed to be equal to the lesser of those 
amounts. 

Related Provisions: 70(9.6) — Transfer to parent; 70(9.8) — Farm or fishing pro- 

perty used by corporation or partnership; 70(10) — Definitions; 70(13) — Capital cost 

of certain depreciable property; 73(3), (3.1) — Inter vivos transfer of farm or fishing 


property to child; 220(3.2), Reg. 600(b) — Late filing or revocation of election; 
248(8) — Occurrences as a consequence of death. 


taxpayer's return of income under this Part for the year in which the tax- 
payer died, not greater than the greater of nor less than the lesser of 


(i) where the property was depreciable property of a prescribed class, 
(A) its fair market value immediately before the death, and 


(B) the lesser of the capital cost and the cost amount to the tax- 
payer of the property immediately before the death, and 


(ii) where the property is land (other than land to which subparagraph 
(i) applies), 


(A) its fair market value immediately before the death, and 


(B) its adjusted cost base to the taxpayer immediately before the 
death, 


and the child shall be deemed to have acquired the property at the time of 
the death at a cost equal to those proceeds, except that for the purpose of 
this paragraph, where the elected amount exceeds the greater of the 
amounts determined under clauses (i)(A) and (B) or (ii) (A) and (B), as the 
case may be, it shall be deemed to be equal to the greater thereof, and 
where the elected amount is less than the lesser of the amounts determined 
under clauses (i)(A) and (B) or (ii) (A) and (B), as the case may be, it shall 
be deemed to be equal to the lesser thereof, and”. 


The opening words of subsec. 70(9) amended by 2002, c. 9, subsec. 27(1), applicable 
to transfers of property that occur as a consequence of deaths that occur after December 
10, 2001. The opening words formerly read: 


(9) Where any land in Canada or depreciable property in Canada of a prescribed 
class of a taxpayer to which subsection (5) would otherwise apply was, before 
the taxpayer’s death, used principally in the business of farming in which the 
taxpayer, the taxpayer’s spouse or common-law partner or any of the taxpayer’s 
children was actively engaged on a regular and continuous basis and the property 
is, as a consequence of the death, transferred or distributed to a child of the tax- 
payer who was resident in Canada immediately before the death and it can be 
shown, within the period ending 36 months after the death or, where written 
application therefor has been made to the Minister by the taxpayer’s legal repre- 
sentative within that period, within such longer period as the Minister considers 
reasonable in the circumstances, that the property has vested indefeasibly in the 
child, 


History: Subsec. 70(9.01) renumbered (from (9)) and amended by 2007, c. 2, subsec. | Subsec. 70(9) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
10(1), applicable to a disposition, that occurs after May 1, 2006, of a property unless common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See-also the 
the disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s | transitional rules reproduced in the History to 248(1)“common-law partner”. 

return of income for the taxation year in which the disposition occurred to have subsec. 


: : a All that portion of subsec. 70(9) following para. (a) substituted by 1994, c. 21, subsec. 
70(9), as it read on May 1, 2006, apply to the disposition. Subsec. 70(9) formerly read: 


33(8), applicable to dispositions and acquisitions occurring after 1992. i portion of 


(9) Transfer of farm property to child — If any land in Canada or depreciable the subsec. formerly read: 


property in Canada of a prescribed class of a taxpayer to which subsection (5) 
would otherwise apply was, before the taxpayer’s death, used principally in a 
farming business in which the taxpayer, the taxpayer’s. spouse or common-law 
partner or any of the taxpayer’s children was actively engaged on a regular and 
continuous basis (or, in the case of property used in the operation of a woodlot, 
was engaged to the extent required by a prescribed forest management plan in 
respect of that woodlot), the property is, as a consequence of the death, trans- 
ferred or distributed to a child of the taxpayer who was resident in Canada imme- 
diately before the death and it can be shown, within the period ending 36 months 
after the death or, if written application that this subsection apply has been made 
to the Minister by the taxpayer’s legal representative within that period, within 
any longer period that the Minister considers reasonable in the circumstances, 
that the property has vested indefeasibly in the child, 


(a) paragraphs (5)(a) and (b) do not apply in respect of the property, 


(b) the taxpayer shall be deemed to have, immediately before the taxpayer’s 
death, disposed of the property and received proceeds of disposition therefor 
equal to 


(i) where the property was’ depreciable property of a prescribed class, 
the lesser of the capital cost and the cost amount to the taxpayer of the 
property immediately before the death, and 


(ii) where the property is land (other than land to which subparagraph (i) 
applies), its adjusted cost base to the taxpayer immediately before the 
death, 


and the child shall be deemed to have acquired the property at the time of the 
death at a cost equal to those proceeds, and 


(c) where the property was depreciable property of a prescribed class, 
paragraphs (5)(c) and (d) apply as if the references therein to “paragraph (a)” 
and “paragraph (b)” were read as “paragraph (9)(b)”, 


except that, where the taxpayer’s legal representative so elects in the taxpayer’s 
return of income under this Part for the year in whieh the taxpayer died, para- 
graph (b) shall be read as follows: 


“(b) the taxpayer shall be deemed to have, immediately before the tax- 
payer’s death, disposed of the property and received proceeds of disposi- 
tion therefor equal to such amount as the legal representative elects in the 
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(b) the taxpayer shall be deemed to have disposed of the property immedi- 
ately before the taxpayer’s death and to have received proceeds of disposi- 
tion therefor equal to, 


(i) where the property was depreciable property of the taxpayer of a pre- 
scribed class, that proportion of the undepreciated capital cost to the tax- 
payer immediately before the taxpayer’s death of all of the depreciable 
property of the taxpayer of that class that the fair market value at that 
time of the property was of the fair market value at that time of all of the 
depreciable property of the taxpayer of that class, and 


(ii) where the property was land, its adjusted cost base to the taxpayer 
immediately before the taxpayer’s death, 


and the child shall be deemed to have acquired the property for an 1 amount 
equal to those proceeds, and 


(c) where the property was depreciable property of the taxpayer of a pre- 
scribed class, paragraph (5)(c) applies as if the references therein to “para- 
graph (a)” and to “paragraph (b)” were read as references to “paragraph 


(9)(b)”, 


except that, where the legal representative of the taxpayer has so elected in the 
taxpayer’s return of income under this Part for the year in which the taxpayer 
died, paragraph (b) shall be read as follows: 


“(b) the taxpayer shall be deemed to have disposed of the property imme- 
diately before the taxpayer’s death and to have received proceeds of dispo- 
sition therefor equal to such amount as the legal representative has elected, 
not greater than the greater of or less than the lesser of 


(i) where the property was depreciable property of a prescribed class, 


(A) the fair market value of the property immediately before the 
death of the taxpayer, and 


(B) that portion of the undepreciated capital cost to the taxpayer 
immediately before the taxpayer’s death of all the depreciable 
property of that class of the taxpayer that the fair market value at 
that time of the property disposed of was of the fair market value 
at that time of all of the depreciable property of that class of the 
taxpayer, and 
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(ii) where the property was land not described: in subparagraph (i), 
(A) the fair market value of the land immediately before the tax- 
payer’s death, and 
(B) the adjusted cost base to the taxpayer of the land immediately 
before the taxpayer’s death, 


and the child shall be deemed to have acquired the paapérty ion an amount 
equal to those proceeds, except that for the purposes of this. paragraph, 
where the elected amount exceeds the greater of the amounts determined 
under subparagraphs (i) and (ii), it shall’ be deemed to be equal to the 
greater thereof, and where the elected amount is less than the lesser of the 
amounts determined. under those subparagraphs, it shall be deemed to be 
equal to the lesser thereof; and” 


All that portion. of subsec. 70(9) preceding para. (b) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 28D), applicable with respect to dispositions occurring after 
1992. That portion formerly read: 
(9) Transfer. of farm property to child — Where any land in Canada or depre- 
ciable property in Canada of a prescribed class of a taxpayer to which paragraphs 
(5)(a) and (c) or (5)(b) and (d), as the case may be, would otherwise apply was, 
immediately before the taxpayer’s death, used by the taxpayer, the taxpayer’s 
spouse or any of the taxpayer’s children in the’ business of farming and the pro- 
perty has, on or after the death of the taxpayer and as a consequence thereof, 
been transferred or distributed to a child of the taxpayer who was resident in 
Canada immediately before the death of the taxpayer and it can be shown, within 
the period ending 36 months after the death of the taxpayer or, where written 
application therefor has been made to:the Minister by the taxpayer’s legal repre- 
sentative within that period, within such longer period as the Minister considers 
reasonable in the circumstances, that the property has become vested indefeasi- 
bly in the child, the following rules apply: 
(a) paragraphs (5)(a) to (d).are not applicable to the oes 
Para. 70(9)(c) amended by 1994, c..7,; Sch. VII (1993, c. 24), subsec. 28(12), applica- 
ble with respect to dispositions occurring after 1992. That para. formerly read: 
(c) where the property: was depreciable property of the taxpayer of a prescribed 
class, paragraph (5)(e) is applicable as if the reference therein to “paragraph (b)” 
and to “paragraph (d)” were read as references to “paragraph (9)(b)”, 
Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death. 


Information Circulars: 07-1: Taxpayer relief provisions. 

Forms: RC4060 (for PE, ON, AB): Farming income and the AgriStability and AgriIn- 
vest programs. guide; RC4408 (for BC, SK, MB, NS, NL,. YK): Farming income and 
the AgriStability and Agrilnvest programs harmonized guide — joint forms and guide; 
T4003; Farming income [guide]. 


(9.1) When subsec. (9.11) applies — Subsection (9.11) applies 
to a trust and a child of. the settlor of the trust in respect of a pro- 
perty in respect of which subsection 104(4) or (5) would, if this Act 
were read without reference. to this subsection, apply to: the trust as 
a consequence of the death of the beneficiary: under the trust who 
was a spouse or a common-law partner of the settlor if 


(a) the property (or property for which the property was substi- 
tuted) was transferred to the trust by the settlor; 


(b) subsection (6), subsection. 73(1) (as that subsection applied 
to transfers before 2000) or subparagraph 73(1.01)(c)@) applied 
to the settlor and the trust in respect of the transfer referred to in 
paragraph (a); 

(c) the property is, immediately before the beneficiary’ s death, 
land or a depreciable property of a prescribed class of the trust 
that was used in a fishing or farming business carried on in 
Canada; 


(d) the child of the settlor is, immediately before the benefici- 
ary’s death, resident in Canada; and 


(e) as a consequence of the beneficiary’s death, the property is 
transferred to and becomes vested indefeasibly in the child of 
the settlor within the period ending 36 months after that benefi- 
ciary’s death or, if written application has been made to the Min- 
ister by the taxpayer’s legal representative within that period, 
within any longer period that the Minister considers reasonable 
in the circumstances. 

Related Provisions: 70(10) — Definitions; 248(9.2) —- Meaning of “vested indefea- 

sibly”; 250 — Resident in Canada. 

History: Subsec. 70(9.1) added (former (9.1) becoming (9.11)) by 2007, 'c. 2, subsec. 

10(1), applicable to a disposition, that occurs after May 1, 2006, of a’property unless 


the disposition was before 2007.and the taxpayer elects in writing in the taxpayer’s 
return of income for the taxation year in which the disposition occurred to have subsec. 
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709.1), as) it read on May 1, 2006, apply to the disposition. For earlier History to 
70(9.1), see-under 70(9.11). 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death; IT-382: Debts bequeathed or forgiven on death (archived); IT-449R: Meaning of 
“vested indefeasibly” (archived). 


Forms: RC4060 (for PE; ON, AB): Farming income and the AgriStability and Agriln- 
vest programs guide; RC4408 (for BC, SK, MB, NS, NL, YK): Farming income and 
the AgriStability and AgriInvest programs harmonized guide — joint forms and guide; 
74003? Farming income [guide]. 


(9.11) Transfer of farming and fishing property from trust 
to settlor’s children — If, because of subsection (9.1), this sub- 
section applies to the trust and a child of the settlor of the trust in 
respect of a property of the trust that has been distributed to the 
child as a consequence of the death of the beneficiary under the 
trust who was the spouse or common-law partner of the settlor, the 
following rules apply: 


(a) where the trust does not elect, in its return of income under 
this Part for the taxation year in which the beneficiary died, to 
have paragraph (b) apply to the trust in respect of the property, 


(i) subsections 104(4) and (5) and section 69 do not apply to 
the trust and the child in respect of the property, 


(ii) the trust is deemed to have 


(A) disposed of the property, immediately before that ben- 
eficiary’s death, and 


(B) received, at the time of the disposition, proceeds of 
disposition in respect of that disposition of the property 
equal to 


(1) where ‘the iid was depreciable property of a 
prescribed class, the lesser of 


1. the capital cost to the trust of the property, and 


2. the amount, determined immediately before the 
time of the disposition of the property, that is that 
proportion of the undepreciated capital cost of pro- 
perty of that class to the trust that the capital cost to 
the trust of the property is of the capital cost to the 
trust of all property of that class that had not, at or 
before that time, been disposed of, and 


(11) where the property is land (other than land to 
which subclause (I) applies), the adjusted cost base to 
the trust of the property immediately before the time 
of the disposition of the property, and 


(iii) the child is, immediately after the time of the disposition 
of the property, deemed: to, have acquired the property at a 
cost equal to the:trust’s proceeds of disposition in respect of 
the disposition of the property. determined, under subpara- 
graph (i); 
(b) where the trust elects, in the trust’s return of income under 
this Part for the taxation year in which the beneficiary died, to 
have this paragraph apply to the trust in respect of the property, 


(i) subsections 104(4) and (5) do not apply to the trust in re- 
spect of the property, 


(i) the trust is deemed to have 


(A) disposed of the property immediately before that ben- 
eficiary’s death, and 


(B) received, at the time of the disposition of the property, 
proceeds of disposition in respect of the disposition of the 
property equal to 
(I), where the property was depreciable property of a 
prescribed. class, the. amount. that the trust designates, 
which. must not be greater,than the greater of nor less 
than the lesser of 


1; the fair market value of the property immedi- 
ately before the time of the disposition of the pro- 
perty, and 

2. the lesser of the capital cost to the trust of the 
property and the amount, determined immediately 
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before the time of the disposition of the property, 
that is that proportion of the undepreciated capital 
cost of property of that class to the trust that the 
capital cost to the trust of the property is of the 
capital cost to the trust of all property of that class 
that had not, at or before that time, been disposed 
of, and 


(Il) where the property is land (other than land to 
which subclause (1) applies), the amount that the trust 
designates, which must not be greater than the greater 
of nor less than the lesser of 


1. the fair market value of the property immedi- 
ately before the time of the disposition of the pro- 
perty, and 


2. the adjusted cost base to the trust of the property 
immediately before the time of the disposition of 
the property, 


(iii) the child is, immediately after the time of the disposition 
of the property, deemed to have acquired the property at a 
cost equal to the trust’s proceeds of disposition in respect of 
the disposition of the property determined under subpara- 
graph (ii), 

(iv) except for the purpose of this subparagraph, 


(A) where the amount designated by the trust under sub- 
clause (ii)(B)(I) exceeds the greater of the amounts deter- 
mined under sub-subclauses (ii)(B)(1)1 and 2 in respect of 
the property, the amount designated is deemed to be equal 
to the greater of those amounts, and 


(B) where the amount designated by the trust under sub- 
clause (ii)(B)(II) exceeds the greater of the amounts deter- 
mined under sub-subclauses (ii)(B)(II)1 and 2 in respect 
of the property, the amount designated is deemed to be 
equal to the greater of those amounts, and 


(v) except for the purpose of this subparagraph, 


(A) where the amount designated by the trust under sub- 
clause (1i)(B)(1) is less than the lesser of the amounts de- 
termined under sub-subclauses (11)(B)(I)1 and 2 in respect 
of the property, the amount designated is deemed to be 
equal to the lesser of those amounts, and 


(B) where the amount designated by the trust under sub- 
clause (i1)(B)(II), is less than the lesser of the amounts 
determined under sub-subclauses (11)(B)(II)1 and 2 in re- 
spect of the property, the amount designated is deemed to 
be equal to the lesser of those amounts; 


(c) where paragraph (a) or (b) (each of which is referred to in 
this subsection as the “relevant provision’) applied to the trust in 
respect of a property that was depreciable property of a pre- 
scribed class (other than where the trust’s proceeds of disposi- 
tion of the property under the relevant provision are redeter- 
mined under subsection 13(21.1)), 


(i) the capital cost to the child of the property, immediately 
after the time of the disposition, is deemed to be the amount 
that was the capital cost to the trust of the property, immedi- 
ately before the time of the disposition, and 


(ii) the amount, if any, by which the capital cost to the trust 
of the property, immediately before the time of the disposi- 
tion, exceeds the amount determined under the relevant pro- 
vision to be the cost of the property to the child, immediately 
after the time of the disposition, is, for the purposes of sec- 
tions 13 and 20 and any regulations made for the purpose of 
paragraph 20(1)(a), deemed to have been allowed to the child 
in respect of the property under regulations made for the pur- 
pose of paragraph 20(1)(a) in computing income for taxation 
years that ended before the child acquired the property; and 


(d) where the relevant provision applied to the trust in respect of 
a property and the trust’s proceeds of disposition in respect of 
the disposition of the property determined under the relevant 
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provision are redetermined under subsection 13(21.1), notwith- 
standing the relevant provision, 


(i) where the capital cost to the trust of the property, immedi- 
ately before the time of the disposition, exceeds the amount 
redetermined under subsection 13(21.1), for the purposes of 
sections 13 and 20 and any regulations made for the purpose 
of paragraph 20(1)(a), 


(A) the capital cost to the child of the property, immedi- 
ately after the time of the disposition, is deemed to be the 
amount that was the capital cost to the trust of the pro- 
perty, immediately before the time of the disposition, and 


(B) the amount, if any, by which the capital cost to the 
trust of the property, immediately before the time of the 
disposition, exceeds the amount redetermined under sub- 
section 13(21.1) is deemed to have been allowed to the 
child in respect of the property under regulations made 
for the purpose of paragraph 20(1)(a) in computing in- 
come for taxation years that ended before the child ac- 
quired the property, and 


(11) where the property is land, the cost to the child of the 
property is deemed to be the amount that was the trust’s pro- 
ceeds of disposition as redetermined under subsection 
(QT 


Related Provisions: 70(9.6) — Transfer to parent; 70(10) — Definitions; 70(13) — 
Capital cost of certain depreciable property; 70(14) — Order of disposal of depreciable 
property; 73(4), (4.1) — Inter vivos transfer of family farm or fishing corporations and 
partnerships; 220(3.2), Reg. 600(b) — Late filing or revocation of election; 248(8) — 
Occurrences as a consequence of death. 


History: Subsec. 70(9.11) renumbered (from (9.1)) and amended by 2007, c. 2, sub- 
sec. 10(1), applicable to a disposition, that occurs after May 1, 2006, of a property 
unless the disposition was before 2007 and the taxpayer elects in writing in the tax- 
payer’s return of income for the taxation year in which the disposition occurred to have 
subsec. 70(9.1), as it read on May 1, 2006, apply to the disposition. Subsec. 70(9.1) 
formerly read: 


(9.1) Transfer of farm property from trust to settlor’s children — Where any 
property in Canada of a taxpayer that is land or depreciable property of a pre- 
scribed class has been transferred or distributed to a trust described in subsection 
(6) or subsection 73(1) (as that subsection applied to transfers before 2000) or a 
trust to which subparagraph 73(1.01)(c)(i) applies and the property or a replace- 
ment property for that property in respect of which the trust has made an election 
under subsection 13(4) or 44(1) was, immediately before the death of the tax- 
payer’s spouse or common-law partner who was a beneficiary under the trust, 
used in the business of farming and has, on the death of the spouse or common- 
law partner and as a consequence of the death, been transferred or distributed to 

‘and vested indefeasibly in an individual who was a child of the taxpayer and who 
was resident in Canada immediately before the death of the spouse or common- 
law partner, the following rules apply: 


(a) subsections 104(4) and (5) do not apply to the trust in respect of the 
property, 

(b) the trust shall be deemed to have, immediately before the spouse’s or 
common-law partner’s death, disposed of the property and received proceeds 
of disposition therefor equal to 


(i) where the property was depreciable property of a prescribed class, 
the lesser of the capital cost and the cost amount to the trust of the pro- 
perty immediately before the death, and 


(ii) where the property is land (other than land to which subparagraph (i) 
applies), its adjusted cost base to the trust immediately before the death, 


and the child shall be deemed to have acquired the property at the time of the 
death at a cost equal to those proceeds, 


(c) where any depreciable property of a prescribed class that is deemed by 
paragraph (b) to have been disposed of by the trust is acquired by a child of 
the taxpayer as a consequence of the spouse’s or common-law partner’s 
death (other than where the trust’s proceeds of disposition of the property 
under paragraph (b) are redetermined under subsection 13(21.1)) and the 
amount that was the capital cost to the trust of the property exceeds the 
amount determined under paragraph (b) to be the cost to the child of the 
property, for the purposes of sections 13 and 20 and any regulations made 
for the purpose of paragraph 20(1)(a), 


(i) its capital cost to the child shall be deemed to be the amount that was 
its capital cost to the trust, and 


(ii) the excess shall be deemed to have been allowed to the child in re- 
spect of the property under regulations made for the purpose of para- 
graph 20(1)(a) in computing income for taxation years that ended before 
the child acquired the property, and 
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(d) where the property of the trust that is deemed by paragraph (b) to have 
been disposed of is acquired by a child of the taxpayer as a consequence of 
the spouse’s or common-law partner’s death and the trust’s proceeds of dis- 
position of the property under paragraph (b) are redetermined under subsec- 
tion 13(21.1), notwithstanding paragraph (b), 


(i) where the property was depreciable property of a prescribed class and 
the amount that was its capital cost to the trust exceeds the amount so 
redetermined under subsection 13(21.1), for the purposes of sections 13 
and 20 and any regulations made for the purpose of paragraph 20(1)(a), 


(A) its capital cost to the child shall be deemed to be the amount 
that was its capital cost to the trust, and 


(B) the excess shall be deemed to have been allowed to the child in 
respect of the property under regulations made for the purpose of 
paragraph 20(1)(a) in computing income for taxation years that en- 
ded before the child acquired the property, and 


(ii) where the property is land (other than land to which subparagraph (i) 
applies), its cost to the child shall be deemed to be the amount that was 
the trust’s proceeds. of disposition as redetermined under subsection 
13(21.1), 


except that, where the trust so elects in its return of income under this Part for its 
taxation year in which the spouse or common-law. partner died, paragraph (b) 
shall be read as follows: 


“(b) the trust shall be deemed to have, immediately before the spouse’s or 
common-law partner’s death, disposed of the property and received pro- 
ceeds of disposition therefor equal to such amount as the trust elects in its 
return of income under this Part for the year in which the spouse or com- 
mon-law partner died, not greater than the greater of nor less than the 
lesser of 


(i) where the property was depreciable property of a prescribed class, 
(A) its fair market value immediately before the death, and 


(B) the lesser of the capital cost and the cost amount to the trust of 
the property immediately before the death, and 


(ii) where the property is land (other than land to which subparagraph 
(i) applies), 
(A) its fair market value immediately before the death, and 


(B) its adjusted cost base to the trust immediately before the 
death, 


and the child shall be deemed to have acquired the property at the time of 
the death at a cost equal to those proceeds, except that for the purpose of 
this paragraph, where the elected amount exceeds the greater of the 
amounts determined under clauses (i)(A) and (B) or (ii)(A) and (B), as the 
case may be, it shall be deemed to be equal to the greater thereof, and 
where the elected amount is less than the lesser of the amounts determined 
under clauses (i)(A) and (B) or (ii)(A) and (B), as the case may be, it shall 
be deemed to be equal to the lesser thereof,”. ; 


The opening words of subsec. 70(9.1) amended by 2001, c. 17, subsec. 52(6), applica- 
ble to transfers and distributions from trusts that occur after 1999. Where a particular 
transfer or distribution to a trust referred to in amended subsec. 70(9.1) occurred before 
2001, in applying that subsec. to a transfer or distribution from the trust that occurs 
after 1997, it shall be read without reference to the words “or common-law partner” 
and to the Modernization of Benefits and Obligations Act, 2000, c. 12, unless 


(a) the particular transfer or distribution occurred after 1997; 
(b) the death referred to in that subsec. occurs after 1997; and 
(c) either 
(i) at the time of the particular transfer or distribution referred to in para. (a), 


the taxpayer was a spouse of the individual whose death is referred to in para. 
(b), or 


(ii) because of an election under s. 144 of 2000, c. 12, sections 130 to 142 of 
that Act applied, at the time of the particular transfer or distribution referred to 
in para. (a), to the taxpayer and the individual whose death is referred to in 
para. (b). 


The opening words formerly read: 


(9.1) Transfer of farm property from spouse’s [or common-law partner's] 
trust to settlor’s children — Where any property in Canada of a taxpayer that is 
land or depreciable property of a prescribed class has been transferred or distrib- 
uted to a trust described in subsection (6) or subsection 73(1) and the property or 
a replacement property therefor in respect of which the trust has made an elec- 
tion under subsection 13(4) or 44(1) was, immediately before the death of the 
taxpayer’s spouse or common-law partner who was a beneficiary under the trust, 
used in the business of farming and has, on the death of the spouse or common- 
law partner and as a consequence thereof, been transferred or distributed to and 
become vested indefeasibly in a child of the taxpayer who was resident in Can- 
ada immediately before the death of the spouse or common-law partner, the fol- 
lowing rules apply: 
Subsec. 70(9.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 


or common-law partner”, and by Sch. 2, s. 7 to replace “spouse’s”’ with “spouse’s or 


401 


S. 70(9.2)(a) 


common-law partner's”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced. in the History to 248(1)“common-law. partner”. 


All that portion of subsec. 70(9.1) following para. (a) substituted by 1994, c. 21, sub- 
sec. 33(9), applicable to dispositions and acquisitions occurring after 1992. That por- 
tion of the subsec. formerly read: 


(b) the trust shall be deemed to have disposed of the property immediately 
before the death of the taxpayer’s spouse and to have received proceeds of 
disposition therefor equal to, 


(i) where the property was depreciable property of the trust of a pre- 
scribed class, that proportion of the undepreciated capital cost to the 
trust immediately before the death of the spouse of all of the depreciable 
property of the trust of that class that the fair market value at that time of 
the property was of the fair market value at that time of all of the depre- 
ciable property of the trust of that class, and 


(ii) where the property was land, its adjusted cost base to the trust imme- 
diately before the death of the spouse, 


and the child shall be deemed to have acquired the property for an amount 
equal to those proceeds, and 


(c). where) any depreciable property of the trust of a prescribed class that is 
deemed by. paragraph (b) to have been disposed of by the trust has been 
acquired by a child of the taxpayer by virtue of the death of the taxpayer’s 
spouse and the amount that was the capital cost to the trust of that property 
exceeds the amount determined under paragraph (b) to be the cost to the 
child of that property, for the purposes of sections 13 and 20 and any regula- 
tions made under paragraph 20(1)(a), 


(i) the capital cost to the child of the property shall be deemed to be the 
amount that was the capital cost to the trust of the property, and 


(ii) the excess shall be deemed to have been allowed to the child in re- 
spect of the property under regulations made under paragraph 20(1)(a) 
in computing income for taxation years before the acquisition by the 
child of the property, 
except that, where the trust has so elected in its return of income under this Part 
for its taxation year in which the taxpayer’s spouse died, paragraph (b) shall be 
read as follows: 
“(b) the trust shall be deemed to have disposed of the property immedi- 
ately before the death of the taxpayer’s spouse and to have received pro- 
ceeds of disposition therefor equal to such amount as the trust has elected, 
not greater than the greater of or less than the lesser of 
(i) where the property was depreciable property of a prescribed class, 


(A) the fair market value of the property immediately before the 
death of the spouse, and 

(B) that proportion of the undepreciated capital cost to the trust 
immediately before the death of the spouse of all the depreciable 
property of that class of the trust that the fair market value at that 
time of the property disposed of was of the fair market value at 
that time of all the depreciable property of that class of the trust, 
and 

(ii) where the property was land not described in subparagraph (1), 


(A) the fair market value of the land immediately before the death 
of the spouse, and 


(B) the adjusted cost base to the trust of the land immediately 
before the death of the spouse, 


and the child shall be deemed to have acquired the property for an amount 
equal to those proceeds, except that for the purposes of this paragraph, 
where the elected amount exceeds the greater of the amounts determined 
under subparagraphs (i) and (ii), it shall be deemed to be equal to the 
greater thereof, and where the elected amount is less than the lesser of the 
amounts determined under those subparagraphs, it shall be deemed to be 
equal to ‘the lesser thereof; and”’. 


Para. 70(9.1)(a) amended by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 28(13), appli- 
cable after December 20, 1991. That para. formerly read: 


(a). subsections 104(4) and (5) are not applicable to the property; 
Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death. 

Information Circulars: 07-1: Taxpayer relief provisions. 


(9.2) When subsec. (9.21) applies — Subsection (9.21) applies 
to a taxpayer and a child of the taxpayer in respect of a property of 
the taxpayer in respect of which subsection (5) would, if this Act 
were read without reference to this subsection, apply to the taxpayer 
and the child if 


(a) the property was, immediately before the death of the tax- 
payer, a share of the capital stock of a family fishing corporation 
of the taxpayer, an interest in a family fishing partnership of the 
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taxpayer, a share of the capital stock of a family farm corpora- 
tion of the taxpayer or an interest in a family farm partnership of 
the taxpayer; 


(b) the child of the taxpayer was resident in Canada immediately 
before the day on which taxpayer died; and 


(c) as a consequence of the death of the taxpayer, the property is 
transferred to and becomes vested indefeasibly in the child 
within the period ending 36 months after the death of the tax- 
payer or, if written application has been made to the Minister by 
the taxpayer’s legal representative within that period, within any 
longer period that the Minister considers reasonable in the 
circumstances. 
Related Provisions: 40(3.18)(b) — Grandfathering of partnership interest trans- 
ferred under 70(9.2)(c); 44.1(4) — Treatment of small business investment rollover on 
death; 70(10) — Definitions; 248(9.2) — Meaning of “vested indefeasibly”; 250 — 
Resident in Canada. 


History: Subsec. 70(9.2) added (former (9.2) becoming (9.21)) by 2007, c. 2, subsec. 
10(1), applicable to a disposition, that occurs after May 1, 2006, of a property unless 
the disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s 
return of income for the taxation year in which the disposition occurred to have subsec. 
70(9.2), as it read on May 1, 2006, apply to the disposition. For earlier History to 
70(9.2), see under 70(9.21). 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death; IT-382: Debts bequeathed or forgiven on death (archived); IT-449R: Meaning of 
“vested indefeasibly” (archived). 

Forms: RC4060 (for PE, ON, AB): Farming income and the AgriStability and Agriln- 
vest programs guide; RC4408 (for BC, SK, MB, NS, NL, YK): Farming income and 
the AgriStability and AgriInvest programs harmonized guide — joint forms and guide; 
T4003: Farming income [guide]. 


(9.21) Transfer of family farm and fishing corporations 
and partnerships — If, because of subsection (9.2), this subsec- 
tion applies to the taxpayer and a child of the taxpayer in respect of 
a property of the taxpayer that has been transferred to the child as a 
consequence of the death of the taxpayer, the following rules apply: 


(a) where the taxpayer’s legal representative does not elect, in 
the taxpayer’s return of income under this Part for the taxation 
year in which the taxpayer died, to have paragraph (b) apply to 
the taxpayer in respect of the property, 


(i) paragraphs (5)(a) and (b) and section 69 do not apply to 
the taxpayer and the child in respect of the property, 


(ii) where the property is, immediately before the death of 
the taxpayer, a share of the capital stock of a family fishing 
corporation of the taxpayer, or a share of the capital stock of 
a family farm corporation of the taxpayer, 


(A) the taxpayer is deemed to have 


(1) disposed of the property immediately before the 
taxpayer’s death, and 


(II) received proceeds of disposition in respect of that 
disposition equal to the adjusted cost base to the tax- 
payer, immediately before the time of that disposition, 
of the property, and 


(B) the child is, immediately after the time of the disposi- 
tion, deemed to have acquired the property at a cost equal 
to the taxpayer’s proceeds of disposition in respect of that 
disposition determined under clause (A), and 


(iii) where the property is, immediately before the death of 
the taxpayer, a partnership interest described in paragraph 
(9.2)(a) (other than a partnership interest to which subsection 
100(3) applies), 


(A) the taxpayer is, except for the purpose of paragraph 
98(5)(g), deemed not to have disposed of the property as 
a consequence of the taxpayer’s death, 


(B) the child is deemed to have acquired the property at 
the time of the taxpayer’s death at a cost equal to the cost 
to the taxpayer of the interest immediately before the time 
that is immediately before the time of the taxpayer’s 
death, and 
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(C) each amount required by subsection 53(1) or (2) to be 
added or deducted in computing the adjusted cost base to 
the taxpayer, immediately before the time of the tax- 
payer’s death, of the property is deemed to be an amount 
required by subsection 53(1) or (2) to be added or de- 
ducted in computing, at any time at or after the time of 
the taxpayer’s death, the adjusted cost base to the child of 
the property; and 
(b) where the taxpayer’s legal representative elects, in the tax- 
payer’s return of income under this Part for the taxation year in 
which the taxpayer died, to have this paragraph apply to the tax- 
payer in respect of the property, 


(i) paragraphs (5)(a) and (b) and section 69 do not apply to 
the taxpayer and the child in respect of the property, 

(ii) subject to subparagraph (iti), where the property is, im- 
mediately before the taxpayer’s death, a share of the capital 
stock of a family fishing corporation of the taxpayer, a share 
of the capital stock of a family farm corporation of the tax- 
payer, an interest in a family fishing partnership of the tax- 
payer or an interest in a family farm partnership of the 
taxpayer, 

(A) the taxpayer is deemed to have 


(1) disposed of the property immediately before the 
taxpayer’s death, and 


(II) received, at the time of the disposition of the pro- 
perty, proceeds of disposition in respect of the disposi- 
tion of the property equal to the amount that the tax- 
payer’s legal representative designates, which must 
not be greater than the greater of nor less than the 
lesser of 


1. the fair market value of the property immedi- 
ately before the taxpayer’s death, and 


2. the adjusted cost base to the taxpayer of the pro- 
perty immediately before the time of the 
disposition, 
(B) the child is, immediately after the time of the disposi- 
tion, deemed to have acquired the property at a cost equal 
to the taxpayer’s proceeds of disposition in respect of the 
disposition of the property determined under clause (A), 


(C) except for the purpose of this clause, where the 
amount designated by the taxpayer’s legal representative 
under subclause (A)(II) exceeds the greater of the 
amounts determined under sub-subclauses (A)(IJ)1 and 2 
in respect of the property, the amount designated: is 
deemed to be equal to the greater of those amounts, and 


(D) except for the purpose of this clause, where the 
amount designated by the taxpayer’s legal representative 
under subclause (A)(II) is less than the lesser of the 
amounts determined under sub-subclauses (A)(II)1 and 2 
in respect of the property, the amount designated is 
deemed to be equal to the lesser of those amounts, and 


(iii) where the property is, immediately before the death of 
the taxpayer, a partnership interest described in paragraph 
(9.2)(a) (other than a partnership interest to which subsection 
100(3) applies), and the taxpayer’s legal representative fur- 
_ ther elects, in the taxpayer’s return of income under this Part 
for the taxation year in which the taxpayer died, to have this 
subparagraph apply to the taxpayer in respect of the property, 


(A) the taxpayer is, except for the purpose of paragraph 
98(5)(g), deemed not to have disposed of the property as 
a consequence of the taxpayer’s death, 


(B) the child is deemed to have acquired the property at 
the time of the taxpayer’s death at a cost equal to the cost 
to the taxpayer of the interest immediately before the time 
that is immediately before the death of the taxpayer, and 


(C) each amount required by subsection 53(1) or (2) to be 
added or deducted in computing the adjusted cost base. to 
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the taxpayer, immediately before the time of the’ tax- 
payer’s death, of the property is deemed to be an amount 
required by subsection 53(1) or)(2) to be added or de- 
ducted in computing, at any time at or after the taxpayer’s 
death, the adjusted cost base to the child of the property. 


Related Provisions: 44.1(4) — Treatment of small business investment rollover on 
death; 70(9.6) — Transfer to parent; 70(10) — Definitions; 70(13),— Capital cost of 
certain depreciable property; 220(3.2), Reg. 600(b) — Late filing or revocation of elec- 
tion; 248(8) — Occurrences as a consequence of death. 


History: Subsec. 70(9.21) renumbered (from (9.2)) and amended by 2007, c. 2, sub- 
sec. 10(1), applicable to a disposition, that occurs after'May 1, 2006, of a property 
unless the disposition was before 2007 and the taxpayer elects in writing in the tax- 
payer’s return of income for the taxation year in which the disposition occurred to have 
subsec. 70(9.2), as it read on May 1, 2006, apply to the disposition. Subsec. 70(9.2) 
formerly read: 


(9.2) Transfer of family farm [or fishing] corporations and partnerships — 
Where at any time property of a taxpayer that was, immediately before the tax- 
payer’s death, a share of the capital stock of a family farm corporation of the 
taxpayer or an interest in a family farm partnership of} the taxpayer to which 
subsection (5) would otherwise apply is, as a consequence of the death, trans- 
ferred or distributed to a child of the taxpayer who was resident in Canada imme- 
diately before the death and it can be shown, within the period ending 36 months 
after the death or, where written application therefor has been made to the Min- 
ister by the taxpayer’s legal representative within that period, within such longer 
period as the Minister considers reasonable in the circumstances, that the pro- 
perty has vested indefeasibly in the child, 


(a) subsection (5) does not apply in respect of the property, and 


(b) where the property is a share of the capital stock of a family farm corpo- 
ration, the taxpayer shall be deemed to have, immediately before the tax- 
payer’s death, disposed of the property and received proceeds of disposition 
therefor equal to its adjusted cost base to the taxpayer immediately before 
the death, and the child shall be deemed to have acquired the property at the 
time of the death at a cost equal to those proceeds, and 


(c) where the property is an interest in a family farm partnership (other than 
an interest in a partnership to which subsection 100(3) applies), 


(i) the taxpayer shall, except for the purpose of paragraph 98(S)(g), be 
deemed not to have disposed of the property as a consequence of the 
taxpayer’s death, 


(i) the child shall be deemed to have acquired’ the property at the time 
of the death at a cost equal to the cost to the taxpayer of the interest, and 


(iii) each amount added or deducted in computing the adjusted cost base 
to the taxpayer of the property shall be deemed to be required by subsec- 
tion 53(1) or (2) to be added or deducted, as the case may be, in comput- 
ing its adjusted ‘cost base to the child, 


except that, where the taxpayer’s legal representative so elects in-the taxpayer’s 
return of income under this Part for the year in which the taxpayer died, para- 
graph (c) does not apply and: paragraph' (b) shall be read-as follows: 


“(b) the taxpayer shall be deemed to have, immediately before the tax- 
payer’s death, disposed of the property and received proceeds of disposi- 
tion therefor equal to such amount as, the legal representative elects in the 
taxpayer’s return of income under this Part for the year in which the tax- 
payer died, not greater than the greater of nor less than the lesser of 


(i) its fair market value immediately before the death, and 
(ii) its adjusted cost base to the taxpayer immediately before the death, 


and the child shall be deemed to have acquired the property at the time of 
the death at a cost equal to those proceeds, except that for the purpose of 
this paragraph, where the elected amount exceeds the greater of the 
amounts determined under subparagraphs (i) and (ii), it shall be deemed to 
be equal to the ‘greater thereof, and where the elected amount is less than 
the lesser of the amounts determined under subparagraphs (i) and (ii), it 
shall be deemed to be equal to the lesser thereof, and,”. 


All that portion of subsec. 70(9.2) following para. (a) substituted by 1994, c. 21, sub- 
sec. 33(10), applicable to dispositions and acquisitions occurring after 1992. That por- 
tion of the subsec. formerly read: 


(b) where the property is a share of the capital stock of a family farm corpo- 
ration, the taxpayer shall be deemed to have disposed of the property imme- 
diately before the taxpayer’s death and to have received proceeds of disposi- 
tion therefor equal to its adjusted: cost base to the taxpayer immediately 
before the death, and the child:shall be deemed to have acquired the property 
for an amount equal to the proceeds, and 


(c) where the property is an interest in a family farm partnership (other than 
‘an interest in a partnership to which subsection 100(3) applies), 


(i) the taxpayer shall, except for the purposes of paragraph 98(5)(g), be 
deemed not to have disposed of the property as a consequence of the 
taxpayer’s death, 
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_ (ii) the child shall be deemed: to have acquired the property for an 
amount equal to the cost thereof to the taxpayer, and 


(iii) each amount added or deducted in computing the adjusted cost base 
to the taxpayer of the property shall be deemed to be required by subsec- 
tion 53(1) or (2) to be added or deducted, as the case may be, in comput- 
ing the adjusted cost base to the child of the property, 


except that, where the legal representative of the taxpayer so elects in the tax- 
payer’s return of income under this Part for the year in which the taxpayer died, 
paragraph (c) does not apply and paragraph (b) shall be read as follows: 


“(b) the taxpayer shall be deemed to have disposed of the property imme- 
diately before the taxpayer’s death and to have received proceeds of dispo- 
sition therefor equal to such amount as the legal representative elects, not 
greater. than the greater of or less than the lesser of 


(i) the fair market value of the property immediately’ before the death, 
and 


(ii) the adjusted cost base to the taxpayer of the property immediately 
before the death, 


and the child shall be deemed to have acquired the property for an amount 
equal to those proceeds, except that for the purposes of this paragraph, 
where the elected amount exceeds the greater of the amounts determined 
under subparagraphs (i) and: (ii), it shall be deemed to be equal to the 
greater thereof, and where the elected amount is less than the lesser of the 
amounts determined under those, subparagraphs, it shall be deemed to be 
equal to the lesser thereof,”. 


That portion of subsec. 70(9.2) preceding para. (b) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 28(14), applicable to dispositions occurring after 1992. That por- 
tion formerly read: 


(9.2) Transfer of family farm corporations and partnerships — Where at any 
particular time after April 10, 1978 property of a taxpayer that was, immediately 
before the taxpayer’s death, a share of the capital stock of a family farm corpora- 
tion of the taxpayer or an interest in a family farm partnership of the taxpayer to 
which paragraphs (5)(a) and (c) would otherwise apply has, on or after the death 
of the taxpayer and as a consequence thereof, been transferred or distributed to a 
child of the taxpayer who was resident in Canada immediately before the death 
of the taxpayer and it can be shown, within the period ending 36 months after the 
“death of the taxpayer or, where written application therefor has been made to the 
Minister by the taxpayer’s legal representative within that period, within such 
longer period as the Minister considers reasonable in the circumstances, that the 
property has become vested indefeasibly in the child, the following rules, apply: 


(a) paragraphs (5)(a) and (c) are not applicable to the: property; 


All that portion of subsec.'70(9:2) following para. (a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 48(S), applicable to transfers, distributions and acquisitions oc- 
curring after January 15, 1987. That portion formerly read: 


(b) the taxpayer shall be deemed to-have disposed of the property immedi- 
ately before the taxpayer’s;death and to have received proceeds ‘of disposi- 
tion therefor equal to its adjusted cost base to the taxpayer immediately 
before the taxpayer’s death and the child shall be deemed to have acquired 
the property for an amount equal to those proceeds 


except that, where the legal representative of the taxpayer has so elected in the 
taxpayer’s return of income ‘under this Part for the year in which the taxpayer 
died, paragraph (b) shall be read as follows: 


“(b) the taxpayer shall be deemed to have disposed of the property imme- 
diately before the taxpayer’s death and to have received proceeds of dispo- 
sition therefor equal to such amount as the legal representative has elected, 
not greater than the greater of or less than the lesser of 


(i) the fair market value of the property immediately before the tax- 
payer’s death, and 


(ii) the adjusted cost base’ to the taxpayer of the property immediately 
before the, taxpayer’s death, 


and the child shall be deemed to have acquired the property for an amount 
equal to those proceeds, except that for the purposes of this paragraph, 
where the elected amount exceeds the greater of the amounts determined 
under subparagraphs (i) and (ii); it shall be deemed to be equal to the 
greater thereof, and where the elected amount is less than, the lesser of the 
amounts determined under those subparagraphs, it shall be deemed to. be 
equal to the lesser thereof.” 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death. 


Information Circulars: 07-1: Taxpayer relief provisions. 


(9.3) When subsec. (9.31) applies — Subsection (9.31) applies 
to a trust anda child of the settlor of the trust in respect of a pro- 
perty in respect of which subsection 104(4) would, if this Act were 
read without reference to this subsection, apply to the trust as'a con- 
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sequence of the death of the beneficiary under the trust who was a 
spouse or a common-law partner of the settlor of the trust if 


(a) the property (or property for which the property was substi- 
tuted) was transferred to the trust by the settlor and was, imme- 
diately before that transfer, a share of the capital stock of a fam- 
ily farm corporation of the settlor, a share of the capital stock of 
a family fishing corporation of the settlor, an interest in a family 
farm partnership of the settlor or an interest in a family fishing 
partnership of the settlor; 


(b) subsection (6), subsection 73(1) (as that subsection applied 
to transfers before 2000) or subparagraph 73(1.01)(c)(i) applied 
to the settlor and the trust in respect of the transfer referred to in 
paragraph (a); 


(c) the property is, immediately before the beneficiary’s death, 


(i) a share of the capital stock of a Canadian corporation that 
would, immediately before that beneficiary’s death, be a 
share of the capital stock of a family farm corporation of the 
settlor, if the settlor owned the share at that time and para- 
graph (a) of the definition “share of the capital stock of a 
family farm corporation’, in subsection (10) were read with- 
out the words “in which the person or a spouse, common-law 
partner, child or parent of the person was actively engaged 
on a regular and continuous basis (or, in the case of property 
used in the operation of a woodlot, was engaged to the extent 
required by a prescribed forest management plan in respect 
of that woodlot)”, 


(ii) a share of the capital stock of a Canadian corporation that 
would, immediately before the beneficiary’s death, be a share 
of the capital stock of a family fishing corporation of the set- 
tlor, if the settlor owned the share at that time and paragraph 
(a) of the definition “share of the capital stock of a family 
fishing corporation” in subsection (10) were read without ref- 
erence to the words “in which the individual, the individual’s 
spouse or common-law partner, a child of the individual or a 
parent of the individual was actively engaged on a regular 
and continuous basis’, or 


(111) a partnership interest in a partnership that carried on the 
business of farming or fishing in Canada in which it used all 
or substantially all of the property; 


(d) the child of the settlor was, immediately before that benefici- 
ary’s death, resident in Canada; and 


(e) as a consequence of that beneficiary’s death, the property is 
transferred to and becomes vested indefeasibly in the child 
within the period ending 36 months after that beneficiary’s death 
or, if written application has been made to the Minister by the 
taxpayer’s legal representative within that period, within any 
longer period that the Minister considers reasonable in the 
circumstances. 
Related Provisions: 40(3.18)(c) — Grandfathering of partnership interest trans- 
ferred under 70(9.3)(e); 70(10) — Definitions; 248(9.2) — Meaning of “vested inde- 
feasibly”; 250:— Resident in Canada. 
History: Subsec. 70(9.3) added (former (9.3) becoming (9.31)) by 2007, c. 2, subsec. 
10(1), applicable to a disposition, that occurs after May 1, 2006, of a property unless 
the disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s 
return of income for the taxation year in which the disposition occurred to have subsec. 


70(9.3), as it read on May 1, 2006, apply to the disposition. For earlier History to 
70(9.3), see under 70(9.31). 


Regulations: 7400 (prescribed forest management plan). 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death; IT-382: Debts bequeathed or forgiven on death (archived); IT-449R: Meaning of 
“vested indefeasibly” (archived). 

Forms: RC4060 (for PE, ON, AB): Farming income and the AgriStability and Agriln- 
vest programs guide; RC4408 (for BC, SK, MB, NS, NL, YK): Farming income and 
the AgriStability and Agrilnvest programs harmonized guide — joint forms and guide; 
T4003: Farming income [guide]. 


(9.31) Transfer of family farm or fishing corporation or 
family farm or fishing partnership from trust to children of 
settlor — If, because of subsection (9.3), this subsection applies to 
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the trust and a child of the settlor of the trust in respect of a property 
of the trust that has been distributed to the child as a consequence of 
the death of the beneficiary under the trust who was a spouse or 
common-law partner of the settlor of the trust, the following rules 
apply: 
(a) where the trust does not elect, in its return of income under 
this Part for the taxation year in which the beneficiary died, to 
have paragraph (b) apply to the trust in respect of the property 


(i) section 69 and subsection 104(4) do not apply to the trust 
and the child in respect of the property, 


(ii) where the property is, immediately before the benefici- 
ary’s death, a share described in subparagraph (9.3)(c)(i) or 
(ii), 

(A) the trust is deemed to have 


(I) disposed of the property immediately before the 
beneficiary’s death, and 


(II) received proceeds of disposition in respect of that 
disposition equal to the adjusted cost base to the trust 
of the property immediately before the time of that 
disposition, and 


(B) the child is, immediately after the time of the disposi- 
tion, deemed to have acquired the property at a cost equal 
to the trust’s proceeds of disposition in respect of that dis- 
position of the property determined under clause (A), and 


(iii) where the property is, immediately before the benefici- 
ary’s death, a partnership interest described in subparagraph 
(9.3)(c)Gii) (other than a partnership interest to which sub- 
section 100(3) applies), 


(A) the trust is, except for the purpose of paragraph 
98(5)(g), deemed not to have disposed of the property as 
a consequence of the beneficiary’s death, 


(B) the child is deemed to have acquired the property, at 
the time of the beneficiary’s death, at a cost equal to the 
cost to the trust of the interest immediately before the 
time that is immediately before the time of the benefici- 
ary’s death, and 


(C) each amount required by subsection 53(1) or (2) to be 
added or deducted in computing the adjusted cost base to 
the trust, immediately before the beneficiary’s death, of 
the property is deemed to be an amount required by sub- 
section 53(1) or (2) to be added or deducted in comput- 
ing, at or after the time of the beneficiary’s death, the ad- 
justed cost base to the child of the property; and 


(b) where the trust elects, in its return of income under this Part 
for the taxation year in which the beneficiary died, to have this 
paragraph apply to the trust in respect of the property 


(1) subsection 104(4) does not apply to the trust in respect of 
the property and section 69 does not apply to the trust or the 
child in respect of the transfer of the property, 


(ii) subject to subparagraph (iii), where the property is, im- 
mediately before the beneficiary’s death, a share of the capi- 
tal stock of a corporation described in subparagraph 
(9.3)(c)(i) or (ii) or a partnership interest described in subpar- 
agraph (9.3)(c)(ili), 


(A) the trust is deemed to have 


(1) disposed of the property immediately before the 
beneficiary's death, and 


(II) received, at the time of the disposition of property, 
proceeds of disposition in respect of the disposition of 
the property equal to the amount that the trust 
designates, which must not be greater than the greater 
of nor less than the lesser of 


1. the fair market value of the property immedi- 
ately before the beneficiary’s death, and 
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2. the adjusted cost base to the trust of the property 
immediately before the beneficiary’s death, and 


(B) the child is, immediately after the time of the disposi- 
tion of the property, deemed to have acquired the property 
at a cost equal to the trust’s proceeds of disposition in re- 
spect of that disposition of the property determined under 
clause (A), 


(iii) where the property is, immediately before that benefici- 
ary’s death, a partnership interest described in subparagraph 
(9.3)(c)(iii) (other than a partnership interest to which sub- 
section 100(3) applies), and the trust further elects, in its re- 
turn of income under this Part for the taxation year in which 
the beneficiary died, to have this subparagraph apply to the 
trust in respect of the property, 


(A) the trust is, except for the purpose of paragraph 
98(5)(g), deemed not to have disposed of the property as 
a consequence of the beneficiary’s death, 


(B) the child is deemed to have acquired the property, at 
the time of the beneficiary’s death, at a cost equal to the 
cost to the trust of the property immediately before the 
time that is immediately before the beneficiary’s death, 
and 

(C) each amount required by subsection 53(1) or (2) to be 
added or deducted in computing, immediately before the 
beneficiary’s death, the adjusted cost base to the trust of 
the property is deemed to be an amount required by sub- 
section 53(1) or (2) to be added or deducted in comput- 
ing, at or after the time of the beneficiary’s death, the ad- 
justed cost base to the child of the property, 


(iv) except for the purpose of this subparagraph, where the 
amount designated by the trust under subclause (ii)(A)(ID) ex- 
ceeds the greater of the amounts determined under sub-sub- 
clauses (ii)(A)(ID)1 and 2 in respect of the property, the 
amount designated is deemed to be equal to the greater of 
those amounts, and 


(v) except for the purpose of this subparagraph, where the 
amount designated by the trust under subclause (ii)(A)(ID is 
less than the lesser of the amounts determined under sub-sub- 
clauses (ii)(A)(ID1 and 2 in respect of the property, the 
amount designated is deemed to be equal to the lesser of 
those, amounts. 


Related Provisions: '70(9.6) — Transfer to parent; 70(10) — Definitions; 220(3.2), 
Reg. 600(b) — Late filing or revocation of election; 248(8) — Occurrences as a conse- 
quence of death. 


History: Subsec. 70(9.31) renumbered (from (9.3)) and amended by 2007, c. 2, sub- 
sec. 10(1), applicable to.a disposition, that occurs after May 1, 2006, of a property 
unless the disposition was before 2007 and the taxpayer elects in writing in the tax- 
payer’s return of income for the taxation year in which the disposition occurred to have 
subsec. 70(9.3), as it read on May 1, 2006, apply to the disposition. Subsec. 70(9.3) 
formerly read: 5 


(9.3) Transfer of family farm [or fishing] corporation or partnership from 
trust to children of settlor — Where property of a taxpayer has been transferred 
or distributed to a trust described in subsection (6) or 73(1) (as that subsection 
applied to transfers before 2000) or a trust to which subparagraph 73(1.01)(c)(i) 
applies and the property was, 


(a) immediately before the transfer or distribution, a share of the capital 
stock of a family farm corporation of the taxpayer or an interest in a family 
farm partnership of the taxpayer, and 


(b) immediately before the death of the taxpayer's spouse or common-law 
partner who was a beneficiary under the trust, 


(i) a share in the capital stock of a Canadian corporation that would be a 
share in the capital stock of a family farm corporation if paragraph (a) of 
the definition “share of the capital stock of a family farm corporation” in 
subsection (10) were read without the words “in which the person or a 
spouse, common-law partner, child or parent of the person was actively 
engaged on a regular and continuous basis (or, in the case of property 
used in the operation of a woodlot, was engaged to the extent required 
by a prescribed forest management plan in respect of that woodlot)”, or 


(ii) an interest in a partnership that carried on the business of farming in 
Canada in which it used all or substantially all of its property, 
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.and has, at any time after April 10, 1978, on the death of the spouse or common- 
law partner and as a consequence thereof, been transferred or distributed to and 
become vested indefeasibly in a child of the taxpayer who. was resident in Can- 
ada immediately before the death of the spouse or common-law partner, the fol- 
lowing rules apply: 

(c) subsection 104(4) does not apply to the trust in respect of the property, 


(d) where the property is a share of the capital stock of a family farm corpo- 

ration, the trust shall be deemed to have disposed of the share immediately 

before the death of the spouse or common-law partner and to have received 

proceeds of disposition therefor equal to its adjusted cost base to the trust 

immediately before the death of the spouse or common-law partner, and the 

child shall be deemed to have acquired the. property for an amount equal to 
those proceeds, and 


(ec) where the property is an interest in a family farm partnership (other than 
an interest in a partnership to. which subsection 100(3) applies), 


(i) the trust shall, except for the purposes of paragraph 98(5)(g), be 
deemed not to have disposed of the property as a consequence of the 
death of the spouse or common-law partner, 


(ii) the child shall be deemed to have acquired the property for an 
amount equal to the cost thereof to the trust, and 


(iii) each amount added or deducted in computing the adjusted cost base 
to the trust of the property shall be deemed to be required by subsection 
53(1) or (2) to be added or deducted, as the case may be, in computing 
the adjusted cost base to the child of the property, 


except.that, where the trust so elects in its return of income.under.this Part for its 
taxation year in which the spouse or common-law partner died, paragraph (e) 
shall not apply and paragraph (d) shall be read as follows: 


“(d) the trust shall be deemed to have disposed of the property immedi- 
ately before the death of the spouse or common-law partner and to have 
received proceeds of disposition therefor equal to such amount as the trust 
elects, not greater than the greater of or less than the lesser of 


(i) the fair market value of the property immediately before the death 
of the spouse or common-law partner, and 


(ii) the adjusted cost base to the trust of the property immediately 
before the death of the spouse or common-law partner, 


and the child shall be deemed to have acquired the property for an amount 
equal to those proceeds, except that for the purposes’ of this paragraph, 
where the elected amount exceeds the greater of the amounts determined 
under, subparagraphs (i) and (ii), it shall be deemed to be equal to,the 
greater thereof, and where the elected amount is less than the lesser of the 
amounts determined under those subparagraphs, it shall be deemed to be 
equal to the lesser thereof,’”. 


Subpara. 70(9.3)(b)(i) amended by 2002, c. 9, subsec. 27(2), applicable to transfers and 
distributions of property that occur after December 10, 2001. The subpara. formerly 
read: ; 


(i) a share in the capital stock of a Canadian corporation that would be a share in 
the capital stock of a family farm corporation if paragraph (a) of the definition 
“share of the capital stock of a family farm corporation” in subsection (10) were 
read without the words “in which the person or a spouse, common-law partner, 
child or parent of the person was actively engaged on a regular and continuous 
basis”, or 


The opening words of subsec. 70(9.3) amended by 2001, c. 17, subsec. 52(7), applica- 
ble to transfers and distributions from trusts that occur after 1999. Where a particular 
transfer or distribution to a trust referred to in amended subsec. 70(9.1) occurred before 
2001, in applying that subsec. to a transfer or distribution from the trust that occurs 
after 1997, it shall be read without reference to the words “or common-law partner” 
and to the Modernization of Benefits and Obligations Act, 2000, c. 12, unless 


(a) the particular transfer or distribution occurred after 1997; 

(b) the death referred to in that subsec. occurs after 1997; and 

(c) either 
(i) at the time of the particular transfer or distribution referred to in para. (a), 
the taxpayer was a spouse of the individual whose death is referred to in para. 
(b), or 
(ii) because of an election under s. 144 of 2000, c. 12, sections 130 to 142 of 
that Act applied, at the time of the particular transfer or distribution referred to 
in para. (a), to the taxpayer and the individual whose death is referred to in 
para. (b). 

The opening words formerly read: 


(9.3) Transfer of family farm corporation or partnership from spouse’s [or 
common-law partner’s] trust to children of settlor — Where property of a 
taxpayer has been transferred or distributed to a trust described in subsection (6) 
or 73(1) and the property was, 


Subsec. 70(9.3) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner”, and by Sch. 2, s. 8 to replace “spouse,” with “spouse, com- 
mon-law partner,”, applicable to 2001 et seq., in force July 31, 2000. See also the tran- 
sitional rules reproduced in the History to 248(1)“common-law partner”. 
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Subpara. 70(9.3)(b)(i) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(15), 
applicable to 1992 et seg. That subpara. formerly read: 


(i) a share in the capital stock of a Canadian corporation that would be a share in 
the capital stock of a family farm corporation if paragraph (a) of the definition 
“share of the capital stock of a family farm corporation” in subsection (10) were 
read without the words “and in which that person or that person’s spouse or child 
was actively engaged” and subparagraph (b)(ii) of that definition were read with- 
out the words “in which that person or that person’s spouse or child was actively 
engaged”, or 

Para. 70(9.3)(c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(16), appli- 

cable after December 20, 1991. That para. formerly read: 


(c) subsection 104(4) is not applicable to the property; 
All that portion of subsec. 70(9.3) following para. (c) substituted by 1994, c. 7, Sch. II 


(1991, c. 49), subsec. 48(6), applicable to transfers, distributions and acquisitions oc- 
curring after January 15, 1987. That portion formerly read: 


(d) the trust shall be deemed to have disposed of the property immediately 
before the death of the taxpayer’s spouse and to have received proceeds of 
disposition therefor equal to its adjusted cost base to the trust immediately 
before the death of that spouse, and the child shall be deemed to have ac- 
quired the property for an amount equal to those proceeds, 
except that, where the trust has so elected in its return of income under this Part 
for its taxation year in which the taxpayer’s spouse died, paragraph (d) shall be 
read as follows: 
“(d) the trust shall be deemed to have disposed of the property immedi- 
ately before the death of the taxpayer’s spouse and to have received pro- 
ceeds of disposition therefor equal to such amount as the trust has elected, 
not greater than the greater of or less than the lesser of 
(i) the fair market value of the property immediately before the death 
of the spouse, and 
(ii) the adjusted cost base to the trust of the property immediately 
before the death of the spouse, 
and the child shall be deemed to have acquired the property for an amount 
equal to those proceeds, except that for the purposes of this paragraph, 
where the elected amount exceeds the greater of the amounts determined 
under subparagraphs (i) and (ii), it shall be deemed to be equal to the 
greater thereof, and where the elected amount is less than the lesser of the 
amounts determined under those subparagraphs, it shall be deemed to be 
equal to the lesser thereof.” 
Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death. 


Information Circulars: 07-1: Taxpayer relief provisions. 
(9.4), (9.5) [Repealed under former Act] 


(9.6) Transfer to a parent — Subsection (9.01) or (9.21), as the 
case may be, applies in respect of a transfer of a property as if the 
references in those subsections to “child” were read as references to 
“parent” if 
(a) the property was acquired by a taxpayer in circumstances 
where any of subsections (9.01), (9.11), (9.21), (9.31) and 
73(3.1) and (4.1) applied in respect of the acquisition; 


(b) as a consequence of the death of the taxpayer the property is 
transferred to a parent of the taxpayer; and 


(c) the taxpayer’s legal representative has elected, in the tax- 
payer’s return of income under this Part for the taxation year in 
which the taxpayer died, that this subsection 0, apply. in respect of 
the transfer. 


Related Provisions: 248(8) — Occurrences as a consequence of death. 


History: Subsec. 70(9.6) amended by 2007, c. 2, subsec. 10(2), applicable to a disposi- 
tion, that occurs after May 1, 2006, of a property unless the disposition was before 
2007 and the taxpayer elects in writing in the taxpayer’s return of income for the taxa- 
tion year in which the disposition occurred to have subsec. 70(9), (9.1), (9.2) or (9.3), 
as that subsec. read on May 1, 2006, apply to the disposition. Subsec. 70(9.6) formerly 
read: 


(9.6) Where 
(a) any property has been acquired by a taxpayer in circumstances where any 
of subsections (9), (9.1), (9.2), (9.3) and 73(3) and (4) applied, 
(b) as a consequence of the death of the taxpayer after 1983 the property has 
been transferred or distributed to a parent of the taxpayer, and 
(c) the taxpayer’s legal representative has so elected in the taxpayer’s return 
of income under this Part for the year in which the, taxpayer died, 


subsection (9) or (9.2), as the case may be, shall apply in respect of the transfer 
or distribution as if the references therein to “child” were read as references to 
“parent”. 
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Interpretation Bulletins: IT-268R4: Jnter vivos transfer of farm property to child. 
(9.7) [Repealed under former Act] 


(9.8) Leased farm and fishing property — For the purposes of 
subsections (9) and 14(1), paragraph 20(1)(b), subsection 73(3) and 
paragraph (d) of the definitions “qualified farm property” and 
“qualified fishing property” in subsection 110.6(1), a property of an 
individual is, at a particular time, deemed to be used by the indivi- 
dual in a fishing or farming business, as the case may be, carried on 
in Canada if, at that particular time, the property is being used, prin- 
cipally in the course of carrying on a fishing or farming business in 
Canada, by 


(a) a corporation, a share of the capital stock of which is a share 
of the capital stock of a family fishing corporation, or a share of 
the capital stock of a family farm corporation, of the individual, 
the individual’s spouse or common-law partner, a child of the 
individual or a parent of the individual; or 


(b) a partnership, a partnership interest of which is an interest in 
a family fishing partnership, or an interest in a family farm part- 
nership, of the individual, the individual’s spouse or common- 
law partner, a child of the individual or a parent of the 
individual. 
History: Subsec. 70(9.8) amended by 2007, c. 2, subsec. 10(3), applicable to a disposi- 
tion, that occurs after May 1, 2006, of a property unless the disposition was before 
2007 and the taxpayer elects in writing in the taxpayer’s return of income for the taxa- 
tion year in which the disposition occurred to have subsec. 70(9), (9.1), (9.2) or (9.3), 
as that subsec. read on May 1, 2006, apply to the disposition. Subsec. 70(9.8) formerly 
read: 
(9.8) Leased farm [or fishing] property — For the purposes of subsections (9) 
and 14(1), paragraph 20(1)(b), subsection 73(3) and paragraph (d) of the defini- 
tion “qualified farm property” in subsection 110.6(1), where at any time any pro- 
perty of the taxpayer was used by 


(a) a corporation a share of the capital stock of which is a share of the capital 
stock of a family farm corporation of the taxpayer, the taxpayer’s spouse or 
common-law partner or any of the taxpayer’s children, or 


(b) a partnership an interest in which is an interest in a family farm partner- 
ship of the taxpayer, the taxpayer’s spouse or common-law partner or any of 
the taxpayer’s children 


in the course of carrying on the business of farming in Canada, the property shall 
be deemed to have been used at that time by the taxpayer in the business of 
farming. 


Subsec. 70(9.8) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner”. 


That portion of subsec. 70(9.8) preceding para. (a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 48(7), applicable to 1986 et seg. That portion formerly read: 


(9.8) Leased farm property — For the purposes of subsections (9) and 73(3), 
where at any time any property of a taxpayer was used by 


Interpretation Bulletins: IT-268R4: Jnter vivos transfer of farm property to child. 


(10) Definitions — In this section, 
Related Provisions: 40(8), 44(8), 73(6) — Definitions in 70(10) apply to ss. 40, 44 
and 73. 


“child” of a taxpayer includes 
(a) a child of the taxpayer’s child, 
(b) a child of the taxpayer’s child’s child, and 


(c) a person who, at any time before the person attained the age 
of 19 years, was wholly dependent on the taxpayer for support 
and of whom the taxpayer had, at that time, in law or in fact, the 
custody and control; 


Related Provisions: 84.1(2.2)(a)(i), 212.1(3)(b)G@) — Extended meaning of “child” 
applies for dividend stripping rules; 110.6(1)“child” — Extended meaning applies for 
capital gains exemption; 148(9)“child” — Extended meaning applies for life insurance 
policy rules; 252(1) — Additional extended meaning of “child”. 


Interpretation Bulletins: IT-489R: Non-arm’s length sale of shares to a corporation. 


“4nterest in a family farm partnership” of an individual at any 
time means a partnership interest owned by the individual at that 
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time if, at that time, all or substantially all of the fair market value 
of the property of the partnership was attributable to 


(a) property that has been used principally in the course of carry- 
ing on a farming business in Canada in which the individual, the 
individual’s spouse or common-law partner, a child of the indi- 
vidual or a parent of the individual was actively engaged on a 
regular and continuous basis (or, in the case of property used in 
the operation of a woodlot, was engaged to the extent required 
by a prescribed forest management plan in respect of that wood- 
lot), by 


(i) the partnership, 


(ii) a corporation, a share of the capital stock of which is a 
share of the capital stock of a family farm corporation of ‘the 
individual, the individual’s spouse or common-law partner, a 
child of the individual or a parent of the individual, 


(iii) a partnership, a partnership interest in which is an inter- 
est in a family farm partnership of the individual, the indivi- 
dual’s spouse or common-law partner, a child-of the indivi- 
dual or a parent of the individual, or 


(iv) the individual, the individual’s spouse or common-law 
partner, a child of the individual or a parent of the individual, 


(b) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the, property. of which was attributable to property described in 
paragraph. (d), 


(c) partnership interests or indebtedness of one or more partner- 
ships all or substantially all of the fair market value of the:pro- 
perty of which was attributable to property described in para- 
graph (d),. or 


(d) properties described in any of pie ae (a) to (c); 


History: The definition “interest in a family farm partnership” in subsec. 70(10) 
amended by'2007, c. 2, subsec. 10(4), applicable to a disposition, that occurs after May 
1, 2006, of a property unless the disposition was before 2007 and the taxpayer elects in 
writing in the taxpayer’s return of income for the taxation year in which the disposition 
occurred to have subsec. 70(9), (9.1), (9.2) or (9.3), as that subsec. read on May 1, 
2006, apply to the disposition. The definition formerly read: 


“interest in a family farm partnership” of a person at a particular time means an 
interest owned by the person at that time in a partnership where, at that time, all 
or substantially all of the fair market-value of the property of the partnership'was 
attributable to 


(a) property that has been used by 
(i) the partnership, 
(ii) the person, 
(iii) a spouse, common-law partner, child or parent of the person, or 


(iv) a corporation a share of the capital stock of which was a share of the 
capital stock of a family farm corporation of the person or of a spouse, 
common-law partner, child or parent of the ‘person, 


principally in the course of carrying on a farming business in Canada in 
which the person or a spouse, common-law partner, child or parent of the 
person was actively engaged on a regular and continuous basis (or, in. the 
case of property used in the operation of a woodlot, was engaged to the eXx- 
tent required by a prescribed forest management plan in respect of that 
woodlot), 


(b) shares of the capital stock or indebtedness of one or more corporations 
all or substantially all of the fair market value of the property of which was 
attributable to property described in paragraph (c), or 


(c) properties described in paragraph (a) or (b); 


The closing words. of para. (a) of the definition “interest in a family farm partnership” 
in subsec. 70(10) amended by 2002, c. 9, subsec. 27(3), applicable to transfers of pro- 
perty that occur after December 10, 2001. The closing words formerly read: 


principally in the course of carrying on the business of farming in Canada in 
which the person or a spouse, common-law partner, child or parent of the person 
was actively engaged on a regular and continuous basis, 


The definition “interest in a family farm. partnership” in subsec. 70(10) amended by 
2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, and 
by Sch. 2, s. 8 to replace “spouse,”with “spouse, common-law partner,”, applicable to 
2001 ef seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 
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The definition “interest in a family farm partnership” in subsec. 70(10) amended by 
1993, c. 24, subsec. 28(18), applicable to 1992 et seq. That definition formerly read: 


“interest in a family farm partnership” of a person at a particular time means an 
interest in a partnership that, at that time,-carried on the business, of farming, in 
Canada in which it used all or substantially all of its property and in which that 
person or that person’s spouse or child’ was actively engaged; 

Regulations; 7400 (prescribed forest management plan). 

1.T. Application Rules: 20(1.11), 26(20). 

Interpretation Bulletins: IT-236R4: Reserves — disposition of capital property 

(archived); IT-349R3: Intergenerational transfers of farm property on death. 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm corpo- 
ration; ATR-56: Purification of a family farm corporation. 


“interest in a family fishing partnership” of an individual at any 
time means.a\ partnership interest owned by the individual, at that 
time if, at that time, all or substantially all of the fair market value 
of the property of the partnership was attributable: to 


(a) property that has been used principally in the course of carry- 
ing on a fishing business in Canada in which the individual, the 
individual’s spouse or common-law partner, a child of the indi- 
vidual or a parent of the individual was actively engaged on a 
regular and continuous basis, by 


(i) the. partnership, 


(ii) a corporation, a share of the capital stock of which is a 

share of the capital stock of a family fishing corporation of 
the individual, the individual’s spouse or common-law part- 

ner, a child of the individual or a parent of the individual, 


(iii) a partnership, a partnership interest in which is an inter- 
est in a family fishing partnership of the individual, the indi- 
vidual’s spouse or common-law partner, a child of the indivi- 
dual or a parent of the individual, or 


(iv) the individual, the individual’s spouse or common-law 
partner, a child of the individual or a parent of the individual, 


(b) shares of the capital stock or indebtedness of one or more 

corporations all or substantially all of the fair market value of 

the property of which was attributable to property described in 

paragraph (d), 

(c) partnership interests or indebtedness of one or more partner- 

ships all or substantially all of the fair market value of the pro- 

perty of which was attributable to property. described in para- 

graph (d), or 

(d) properties described in any of paragraphs (a) to (c); 
History: The definition “interest in a family fishing partnership” added to ‘subsec. 
70(10):by 2007,.c. 2, subsec. 10(5), applicable toa disposition, that occurs after:May 1, 
2006, of a: property unless the disposition was before 2007 and the taxpayer elects in 
writing in the taxpayer’s return of income for the taxation year in which the disposition 


occurred to have subsec. 70(9), (9.1), (9.2) or (9.3), as that subsec. read on May 1, 
2006, apply to the disposition. 


“share of the capital stock of a family farm corporation” of a 
person at a particular time. means a share of the capital stock of a 
corporation owned by the person at that time where, at that time, all 
or substantially all of the fair market value of the property owned 
by the corporation was attributable to 


(a) property that has been used by 


(i) the corporation or any other corporation, a share of the 
capital stock of which was a share of the capital stock of a 
family farm corporation of the person or of a spouse, com- 
mon-law partner, child or parent of the person, 


(i.1) a corporation controlled by a corporation referred to in 
subparagraph (i), 

(1i) the person, 

(iii) a spouse; common-law partner, child or parent of the 
person, or 


(iv) a partnership, an interest in which was an interest in a 
family farm. partnership of the person or of a spouse, com- 
mon-law partner, child or parent of the person, 


principally in the course of carrying on a farming business in 
Canada in which the person ora spouse, common-law. partner, 
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child or parent of the person was actively engaged on a regular 
and continuous basis (or, in the case of property used in the op- 
eration of a woodlot, was engaged to the extent required by a 
prescribed forest management plan in respect of that woodlot), 


(b) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the property of which was attributable to property described in 
paragraph (c), or 
(c) properties described in paragraph (a) or (b); 
Related Provisions: 70(12) — Value of NISA deemed nil; 256(6), (6.1) — Meaning 
of “controlled”. 
History: The closing words of para. (a) of the definition “share of the capital stock of a 
family farm corporation” in subsec. 70(10) amended by 2002, c. 9, subsec: 27(4), appli- 
cable to transfers of property that occur after December 10, 2001. The closing words 
formerly read: 
principally in the course of carrying on the business of farming in Canada in 
which the person or a spouse, common-law partner, child or parent of the person 
was actively engaged on a regular and continuous basis, 


The definition “share of the capital stock of a family farm corporation” in subsec. 
70(10) amended by 2000, c. 12, Sch. 2, s. 8 to replace “spouse, with “spouse, com- 
mon-law partner,’, applicable to 2001 et seq., in force July 31, 2000. See also the tran- 
sitional rules reproduced in the History to 248(1)“common-law partner’. 


Subpara. (a)(i.1) added to the definition “share of the capital stock of a family farm 
corporation” in subsec. 70(10) by 1998, c. 19, subsec. 108(2), applicable to 1994 et seq. 


The definition “share of the capital stock ...” in subsec. 70(10) amended by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 28(17), applicable to 1992 et seg. That definition for- 
merly read: 
“share of the capital stock of a family farm corporation” of a person at a particu- 
lar time means 
(a) a share of the capital stock of a corporation that, at that time, carried on 
the business of farming in Canada in which it used all or substantially all of 
its property and in which that person or that person’s spouse or child was 
actively engaged, or 
(b) a share of the capital stock of a corporation all or substantially all of the 
property of which was, at that time, 


(i) shares of the capital stock of one or more corporations described in 
paragraph (a), or a bond, debenture, bill, note, mortgage or similar obli- 
gation issued by such a corporation, 


(ii) property used by the corporation in carrying on the business of farm- 
ing in Canada in which that person, or that person’s spouse or child was 
actively engaged, or 
(iii) any combination of properties described in subparagraphs (i) and 
(ii). 

Regulations: 7400 (prescribed forest management plan). 

1.T. Application Rules: 20(1.11), 26(20). 

Interpretation Bulletins: IT-236R4: Reserves — disposition of capital property 

(archived); IT-349R3: Intergenerational transfers of farm property on death. 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm corpo- 
ration; ATR-56: Purification of a family farm corporation. 


“share of the capital stock of a family fishing corporation’’ of an 
individual at any time means a share of the capital stock of a corpo- 
ration owned by the individual at that time if, at that time, all or 
substantially all of the fair market value of the property owned ‘by 
the corporation was attributable to 


(a) property that has been used principally in the course of carry- 
ing on a fishing business in Canada in which the individual, the 
individual’s spouse or common-law partner, a child of the indi- 
vidual or a parent of the individual was actively engaged on a 
regular and continuous basis, by 


(1) the corporation, 


(ii) a corporation, a share of the capital stock of which is a 
share of the capital stock of a family fishing corporation of 
the individual, the individual’s spouse or common-law part- 
ner, a child of the individual or a parent of the individual, 


(iii) a corporation controlled by a corporation described in 
subparagraph (i) or (ii), 

(iv) a partnership, a partnership interest in which is an inter- 
est in a family fishing partnership of the individual, the indi- 
vidual’s spouse or common-law partner, a child of the indivi- 
dual or a parent of the individual, or 


Income Tax Act, Part I, Division B 


(v) the individual, the individual’s spouse or common-law 
partner, a child of the individual or a parent of the individual, 


(b) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the property of which was attributable to property described in 
paragraph (d), 
(c) partnership interests or indebtedness of one or more partner- 
ships all or substantially all of the fair market value of the pro- 
perty of which was attributable to property described in para- 
graph (d), or 
(d) properties described in any of paragraphs (a) to (c). 
Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 
History: The definition “share of the capital stock of a family fishing corporation” 
added to subsec. 70(10) by 2007, c. 2, subsec. 10(5), applicable to a disposition, that 
occurs after May 1, 2006, of a property unless the disposition of the property was 
before 2007 and the taxpayer elects in writing in the taxpayer’s return of income for the 


taxation year in which the disposition occurred to have subsec. 70(9), (9.1), (9.2) or 
(9.3), as that subsec. read on May 1, 2006, apply to the disposition of the property. 


Interpretation Bulletins [subsec. 70(10)]: IT-268R4: Inter vivos transfer of farm 
property to child. 


(11) Application of subsec. 138(12) — The definitions in sub- 
section 138(12) apply to this section. 
Origin of subsec. 70(11): R.S.C. 1985, c. 1 (Sth Supp.). 


(12) Value of NISA — For the purpose of the definition “share of 
the capital stock of a family farm corporation” in subsection (10), 
the fair market value of a net income stabilization account shall be 
deemed to be nil. 


History: Subsec. 70(12) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 28(19), 
applicable to 1992 et seq. 


(13) Capital cost of certain depreciable property — For the 
purposes of this section and, where a provision of this section (other 
than this subsection) applies, for the purposes of sections 13 and 20 
(but not for the purposes of any regulation made for the purpose of 
paragraph 20(1)(a)), 


(a) the capital cost to a taxpayer of depreciable property of a 
prescribed class disposed of immediately before the taxpayer’s 
death, or 


(b) the capital cost to a trust, to which subsection (9.1) applies, 
of depreciable property of a prescribed class disposed of imme- 
diately before the death of the spouse or common-law partner 
described in that subsection, 


shall, in respect of property that was not disposed of by the taxpayer 
or the trust before that time, be the amount that it would be if sub- 
section 13(7) were read without reference to 


(c) the expression “the lesser of’ in paragraph (b) and clause 
(d)(i)(A) thereof, and 


(d) subparagraph (b)(ii), subclause (d)(i)(A)(D, clause (d)(i)(B) 
and paragraph (e) thereof. 
Related Provisions: 13(7) — Change in use of depreciable property. 
History: Subsec. 70(13) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 


See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Subsec. 70(13) added by 1994, c. 21, subsec. 33(11), applicable to dispositions and 
acquisitions occurring after 1992. 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death. 


(14) Order of disposal of depreciable property — Where 2 
or more depreciable properties of a prescribed class are disposed of 
at the same time as a consequence of a taxpayer’s death, this section 
and paragraph (a) of the definition “cost amount” in subsection 
248(1) apply as if each property so disposed of were separately dis- 
posed of in the order designated by the taxpayer’s legal representa- 
tive or, in the case of a trust described in subsection (9.1), by the 
trust and, where the taxpayer’s legal representative or the trust, as 
the case may be, does not designate an order, in the order desig- 
nated by the Minister. 
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History: Subsec. 70(14) added by 1994, c. 21, subsec. 33(11), applicable to disposi- 
tions and acquisitions occurring after 1992. 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death. ‘ 


Selected Cases [s. 70]: Van Son Estate v. R., [1990] 1 C.T.C. 182: (FCTD) (Rol- 
lover applied although widow sold to survivor two years after death upon:terms similar 
to shareholder’s agreement calling for purchase upon death). 


Definitions [s. 70]: “active business” — 248(1); “adjusted cost base” —- 54, 248(1); 
“amount”, “annuity” — 248(1); “arm’s length” — 251; “assessment’,, “business” — 
248(1); “Canada” — 255, Interpretation Act 35(1); “Canadian corporation” — 89(1), 
248(1); “Canadian resource property” — 66(15), 248(1); “capital cost” — 70(13); 
“capital gain”, “capital loss” — 39(1), 248(1); “capital property” — 54, 248(1); “carry- 
ing on business” — 253; “child” — 70(10), 252(1); “common-law partner” — 248(1); 
“consequence” — 248(8); “controlled” — 256(6), (6.1); “corporation” — 248(1), In- 
terpretation Act 35(1); “cost. amount” — 248(1);.“created by the taxpayer’s will” — 
248(9.1); “cumulative eligible capital” — 14(5), 248(1); “depreciable property” — 
13(21), 248(1); “disposition” — 248(1); “eligible capital expenditure” — 14(5), 
248(1); “eligible capital property” — 54, 248(1); “employment” — 248(1); “estate” — 
104(1), 248(1); “fair market value” — 70(8), 70(12), 139.1(5); “family farm corpora- 
tion’, “family farm partnership”, “family fishing corporation’, “family fishing partner- 
ship” —70(10); “farming”, “fishing” —248(1); “foreign resource ‘property’ — 
66(15), 248(1); “income” — of trust 108(3); “individual” — 248(1); “interest in a fam- 
ily farm partnership”, “interest in a family fishing partnership” — 70(10); “inventory”, 
“legal representative” — 248(1); “life insurance policy” — 138(12), 248(1); “Min- 
ister’ — 248(1); “month” — Interpretation Act 35(1); “net income stabilization ac- 
count”, “NISA Fund No, 2”, “office” — 248(1);.““‘non-qualifying debt” —.70(8); “par- 
ent’ — 252(2)(a);. “person”, “prescribed”, “property”,  “regulation’? — 248(1); 
“related”? — 251(2); “resident in Canada” — 250; “right or thing”, “rights or things” — 
70(3.1); “share” — 248(1); “share of the capital stock of a family farm corporation’, 
“share of the capital stock of a family fishing corporation” — 70(10); “specified invest- 
ment business” — 125(7); “spouse” — 252(3); “substituted” —248(5); “tax paya- 
ble” — 248(2); “taxable income” — 2(2), 248(1); “taxation year” — 11(2), 249; “tax- 
payer” — 248(1); “testamentary debt” —70(8); “trust” — 104(1),. 248(1), (3); 
“undepreciated capital cost” — 13(21), 248(1); “vested indefeasibly’ — 248(9.2); 
“written” — Interpretation Act 35(1)“writing”. 


Interpretation Bulletins [s. 70]: IT-226R: Gift to a charity of a residual interest in 


real property or an equitable interest in a trust. 
71. [Repealed under former Act] 


72. (1) Reserves, etc., for year of death — Where in a taxation 
year a taxpayer has died, 


(a) paragraph 20(1)(n) does not apply to allow, in computing the 
income of the taxpayer for the year from a business, the deduc- 
tion of any amount as a reserve in respect of property sold in the 
course of the business; 


(b) no amount is deductible under subsection 32(1) as a reserve 
in respect of unearned commissions in computing the taxpayer’s 
income for the year; 


(c) no amount may be claimed under subparagraph 40(1)(a)(ii1), 
paragraph 40(1.01)(c) or subparagraph 44(1)(e)(iti) in. comput- 
ing any gain of the taxpayer for the year; 


(d) subsection 64(1)8 does not apply to allow, in computing the 
income of the taxpayer for the year, the deduction of any amount 
as a reserve in respect of the disposition of any property; and 


(e) subsection 64(1.1)8 does not apply to allow, in computing the 
income of the taxpayer for the year, the deduction of any amount 
as a reserve in respect of the disposition of any property. 


Related Provisions: 61.2 — Deduction of debt forgiveness reserve for year of death; 
72(2),— Election by legal representative and transferee re reserves. 


History: Para. 72(1)(c) amended by 1998, c. 19, s. 12, applicable to 1997 et seg. The 
para. formerly read: 
(c) no amount may be claimed under subparagraph 40(1)(a)(ii1) or 44(1)(e)(iii) in 
computing any gain of the taxpayer for the year; 
Para. 72(1)(c) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 49(1), applicable 
to 1990 et seq. Para. 72(1)(c) formerly read: 
(c) subparagraph 40(1)(a)(iii) does not apply to’ permit the claiming of any 
amount under that subparagraph in computing any gain of the taxpayer for the 
year; 


8The section 64 meant to be referred to is s. 64 of R.S.C. 1952, c. 148 — ed. 


S. 72(2)(c)(i) 


Interpretation Bulletins: IT-152R3: Special reserves — sale of land; IT-154R: Spe- 
cial reserves; IT-236R4; Reserves — disposition of capital property (archived); IT- 
321R: Insurance agents and brokers — unearned commissions (archived). 


(2) Election by legal representative and. transferee re 
reserves — Where property of a taxpayer that is a right to receive 
any amount has, on or after the death of the taxpayer and as a con- 
sequence thereof, been transferred or distributed to the taxpayer’s 
spouse or common-law partner described in paragraph 70(6)(a) or 
to a trust described in paragraph 70(6)(b) (in this subsection re- 
ferred to as the “‘transferee’’), if the taxpayer was resident in Canada 
immediately before the taxpayer’s death and the taxpayer’s legal 
representative and the transferee have executed jointly an election 
in respect of the property in prescribed form, 


(a) any amount in respect of the property that would, but for 
paragraph (1)(a), (b), (d) or (e), as the case may be, have been 
deductible.as a reserve in computing the taxpayer’s income for 
the taxation year in which the taxpayer died shall, 


(i) notwithstanding subsection (1), be deducted in computing 
the taxpayer’s income for the taxation year in which the tax- 
payer died, 

(11) be included in computing the transferee’s income for the 
transferee’s first taxation year ending after the death of the 
taxpayer, and 


(iii) be deemed to be 


(A) an amount that has been included in computing the 
transferee’s income from a business for a previous year in 
respect of property sold in the course of the business, 


(B) an amount that has been included in computing the 
transferee’s income for a previous year as a-commission 
in respect of an insurance contract, other than.a life insur- 
ance contract, 


(C) an amount that by virtue of subsection 59(1) has been 
included in computing the transferee’s income for a pre- 
ceding taxation year, or 


(D) for the purposes of subsection 64(1.1)8, an amount 
that by virtue of paragraph 59(3.2)(c) has been included 
in computing the transferee’s income for a preceding tax- 
ation year and to be an amount deducted by the transferee 
pursuant to paragraph 64(1.1)(a)8 in computing the trans- 
feree’s income for the transferee’s last taxation year end- 
ing before the death, 


as the case may be; 


(b) any amount in respect of the property that could, but for par- 
agraph (1)(c),. have’ been claimed under subparagraph 
40(1)(a)Gii) or 44(1)(e)Gi1) in computing the amount of any gain 
of the taxpayer for the year shall, 
(i) notwithstanding paragraph (1)(c), be deemed to have been 
so claimed, and 


(ii) for the purpose of computing the transferee’s income for 
the transferee’s first taxation year ending after the death of 
the taxpayer and any subsequent taxation year, be deemed to 
have been 


(A) proceeds of the disposition of capital property dis- 
posed of by the transferee in that first taxation year, and 


(B). the amount determined under subparagraph 
40(1)(a)(i) or 44(1)(e)G), as the case may be, in respect of 
the capital property. referred to in clause (A); and 


(c) notwithstanding paragraphs (a) and (b), where any property 
had been disposed of by the taxpayer, in computing the income 
of the transferee for any taxation year ending after the death of 
the taxpayer, 

(i) the amount of the transferee’s deduction under paragraph 


20(1)(n).as a reserve in respect of the property sold in the 
course of business, 
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(ii) the amount of the transferee’s claim under subparagraph 
40(1)(a)(iii) or 44(1)(e)(ii) in respect of the disposition of 
the property, and 


(iii) the amount of the transferee’s deduction under section 
648 as a reserve in respect of the disposition of the property 


shall be computed as if the transferee were the taxpayer who had 
disposed of the property and as if the property were disposed of 
by the transferee at the time it was disposed of by the taxpayer. 


Related Provisions: 220(3.2), Reg. 600(b) — Late filing or revocation of election; 
248(8) — Occurrences as a consequence of death. 


History: Subsec. 72(2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


That portion of para. 72(2)(b) preceding subpara. (i), and subpara. 72(2)(c)(ii), 
amended to add to each “or 44(1)(e)(iii)”, and cl. 72(2)(b)(4i)(B) amended to add “or 
44(1)(e)(i), as the case may be”, by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 49(2) to 
(4), applicable to 1990 et seq. 


Interpretation Bulletins [subsec. 72(2)]: IT-152R3: Special reserves — sale of 
land; IT-236R4: Reserves — disposition of capital property (archived). 


Information Circulars [subsec. 72(2)]: 07-1: Taxpayer relief provisions. 


Forms [subsec. 72(2)]: T2069: Election in respect of amounts not deductible as 
reserves for the year of death; T4011: Preparing returns for deceased persons [guide]. 


Definitions [s. 72]: “amount”, “business” — 248(1); “Canada” — 255; “capital pro- 
perty”, “common-law partner’ — 54, 248(1); “consequence” — 248(8); “prescribed”, 
“property” — 248(1); “resident in Canada” — 250; “taxation year’ — 11(2), 249; “tax- 
payer” — 248(1); “trust” — 104(1), 248(1), (3). 


73. (1) Inter vivos transfers by individuals — For the pur- 
poses of this Part, where at any time any particular capital property 
of an individual (other than a trust) has been transferred in circum- 
stances to which subsection (1.01) applies and both the individual 
and the transferee are resident in Canada at that time, unless the 
individual elects in the individual’s return of income under this Part 
for the taxation year in which the particular property was trans- 
ferred that the provisions of this subsection not apply, the particular 
property is deemed 


(a) to have been disposed of at that time by the individual for 
proceeds equal to, 


(i) where the particular property is depreciable property of a 
prescribed class, that proportion of the undepreciated capital 
cost to the individual immediately before that time of all pro- 
perty of that class that the fair market value immediately 
before that time of the particular property is of the fair mar- 
ket value immediately before that time of all of that property 
of that class, and 


(ii) in any other case, the adjusted cost base to the individual 
of the particular property immediately before that time; and 


(b) to have been acquired at that time by the transferee for an 
amount equal to those proceeds. 


Related Provisions: 40(4) — Where principal residence disposed of to a spouse; 
44.1(5) — Small business investment rollover on breakdown of relationship; 53(4) — 
Effect on ACB of share, partnership interest or trust interest; 56.1 — Maintenance pay- 
ments; 70(6)(a) — Where transfer or distribution to spouse or trust; 73(1.1) — Inter- 
pretation; 73(2) — Transfer of depreciable property; 74.1(1) — Attribution of income 
or loss on property transferred to spouse; 74.2(1) — Gain or loss deemed that of lender 
or transferor; 94(4)(b) [proposed] — Deeming non-resident trust to be resident in Can- 
ada does not apply; 104(4)(a), (a.3), (a.4) — Deemed disposition by trust following 
transfer under 73(1); 107.4 — Qualifying disposition to.a trust; 108(3) — Meaning of 
“income” of trust; 108(4) — Trust not disqualified by reason only of payment of cer- 
tain taxes; 148(8) — Disposition at non-arm’s length and similar cases; 148(8.1) — In- 
ter vivos transfer to spouse; 220(3.2), Reg. 600(b) — Late filing or revocation of elec- 
tion; 248(37)(g) — Rule limiting value of donated property does not apply where 73(1) 
applied; 252(3) — Extended meaning of “spouse” and “former spouse”. 


History: Subsec. 73(1) amended by 2001, c. 17, s. 53, applicable to transfers that oc- 
cur after 1999 except that, in respect of transfers that occur in 2000 or 2001, for the 


8The section 64 meant to be referred to is s. 64 of R.S.C. 1952, c. 148 — ed. 
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purpose of subsec. 73(1), the residence of a transferee trust shall be determined without 
reference to s. 94, as it reads before 2002. Subsec. 73(1) formerly read: 


73. (1) Inter vivos transfer of property of spouse, etc., or trust — For the 
purposes of this Part, where at any time after 1977 any particular capital property 
of a taxpayer has been transferred to 


(a) the taxpayer’s spouse or common-law partner, 


(b) a former spouse or common-law partner of the taxpayer in settlement of 
rights arising out of their marriage or common-law partnership, or 


(c) a trust created by the taxpayer under which 


(i) the taxpayer’s spouse or common-law partner is entitled to receive all 
of the income of the trust that arises before the spouse’s or common-law 
partner’s death, and 


(ii) no person except the spouse or common-law partner may, before the 
spouse’s or common-law partner’s death, receive or otherwise obtain the 
use of any of the income or capital of the trust, 


(d) [Repealed] 


and both the taxpayer and the transferee were resident in Canada at that time, 
unless the taxpayer elects in the taxpayer’s return of income under this Part for 
the taxation year in which the property was transferred not to have the provisions 
of this subsection apply, the particular property shall be deemed to have been 
disposed of at that time by the taxpayer for proceeds equal to, 


(e) where the particular property is depreciable property of a prescribed 
class, that proportion of the undepreciated capital cost to the taxpayer imme- 
diately before that time of all property of that class that the fair market value 
immediately before that time of the particular property is of the fair market 
value immediately before that time of all of that property of that class, and 


(f) in any other case, the adjusted cost base to the taxpayer of the particular 
property immediately before that time, 


and to have been acquired at that time by the transferee for an amount equal to 
those PEas 


Proposed / ‘Amendment — Application of S.C. 2001, c.17, S. 53. + 
amendment 


Application: ‘The August 21, 2010 draft legislation (Part Le ponreaseat ‘xusts),s. 
24, will amend the application of the amendment made to subsec. 73(1) by S.C. 2001, 
©. 11,5 53 fo read as follows, deemed in force on June 14, 2001: 


Subsec. 73(1) amended by 2001, ¢. U7, s. 53, applicable to transfers that occur — 
after 1999 except that, in respect of transfers that occur after 1999 and before 
2007, for the purpose of subsec. 73(1), the residence of a transferee trust shall be 
detennined without reference to s. 94, as it reads i in its application to taxation 
years that end before 2007. 


Technical Notes (Sept. 10, 2010): Subsection A3( ih generally provides for a tax- 
free disposition of capital property if it is transferred by an individual to the indivi- 
dual’s spouse, common-law partner or a trust for the exclusive benefit of the spouse or 
common-law partner during the lifetime of the spouse or common-law partner. For sub- 
section 73(1) to apply, the transferor and transferee must both be resident in Canada at 
the time of the transfer. Where the transferee is a trust, in respect of transfers that occur 
in 2000 or 2001, the residency requirement is oe teeta reference to subsec- 
tion 94(1) as it read before 2002. 1 


This amendment to the Income Tax Anadis Act, 2000 (S.C, 2001, c. W — ed.], 
ensures that, in applying subsection 73(1) in respect of transfers that occur after 1999 
and before 2007, the residence of a transferee will be determined without ‘reference to 
section 94 of the Act, as it reads in its application to taxation years that end before 
2007. / 


Wee 


Subsec. 73(1) amended at 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
common-law partner’, by Sch. 2, s. 7, to replace “spouse’s” with “spouse’s or common- 
law partner’s”; and by Sch. 2, s. 9, to replace “marriage” with “marriage or common- 
law partnership”, applicable to 2001 et seq., in force July 31, 2000. See also the transi- 
tional rules reproduced in the History to 248(1)“common-law partner”. 


Para. 73(1)(d) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 29(1), applicable 
with respect to transfers of property occurring after 1992. Para. (d) formerly read: 


(d) an individual of the opposite sex, under an order for the support or mainte- 
nance of the individual, made by a competent tribunal in accordance with the 
laws of a province, where the individual and the taxpayer cohabited in a conjugal 
relationship before the date of the order, 


Para. 73(1)(d) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 50, applicable with 
respect to transfers occurring after July 13, 1990. Para. 73(1)(d) formerly read: 


(d) an individual pursuant to a decree, order or judgment of a competent tribunal 
made in accordance with prescribed provisions of the law of a province if that 
individual either entered into a written agreement with the taxpayer in accor- 
dance with those provisions or is a person within a prescribed class of persons 
referred to in those provisions, 


410 


Subdivision f — Rules. Relating to Computation of Income 


Selected Cases: King v. Canada, [1995] 1 C.T.C. 2353 (TCC) (Conduct of taxpay- 
ers may constitute estoppel with respect to attribution and timing). 


1.T. Application Rules: 20(1.1) (where property owned since before 1972). 


Interpretation Bulletins: IT-209R: Inter vivos gifts of capital property to individuals 
directly or through trusts; IT-325R2: Property transfers after separation, divorce and 
annulment. 


Information Circulars: 07-1: Taxpayer relief provisions. 


(1.01) Qualifying transfers — Subject to subsection (1.02), pro- 
perty is transferred by an individual in circumstances to which this 
subsection applies where it is transferred to 


(a) the individual’s spouse or common-law partner; 


(b) a former spouse or common-law partner of the individual in 
settlement of rights arising out of their marriage or common-law 
partnership; or 


(c) a trust created by the individual under which 


(i) the individual’s spouse or common-law partner is entitled 
to receive all of the income of the trust that arises before the 
spouse’s.or common-law partner’s death and.no person ex- 
cept the. spouse or common-law partner may, before the 
spouse’s or common-law partner’s death, receive or other- 
wise obtain the use of any of the income or capital of the 
trust, 


(ii), the individual is entitled to receive all of the income of 

the trust that arises before the individual’s death and no per- 

son except the individual may, before the individual’s death, 

receive or otherwise obtain the use of any of the income or 

capital of the trust, or 

(iii) either 
(A) the individual or the individual’s spouse is, in combi- 
nation with the other, entitled to receive all of the income 
of the trust that arises before the later of the death of the 
individual and the death of the spouse and no other person 
may, before the later of those deaths, receive or otherwise 
obtain the use of any of the income or capital of the trust, 
or 


(B) the individual or the individual’s common-law partner 
is, in combination with the other, entitled to receive all of 
the income of the trust that-arises before the later of the 
death of the individual and the death of the common-law 
partner and no other person may, before the later of those 
deaths, receive or otherwise obtain the use of any of the 
income or capital of the trust. 

Related Provisions: 73(1.02) — Limitation on transfers to trusts; 108(3) — Calcula- 

tion of trust income; 108(4) — Trust not disqualified by reason only of payment of 


certain duties and taxes; 248(1)“alter ego trust’ — Trust for individual during own 
lifetime. 


History: Subsec. 73(1.01) added by 2001, c. 17, s. 53, applicable to transfers that oc- 
cur after 1999 except that, 
(a) in respect of transfers, that occur in 2000 and subject to para. (b), 


(i) subsec. 73(1.01) shall be read without reference to the words “or common- 


law partner’, “or common-law partner’s” and “or common-law partnership”, 


and 
(ii) subpara. ;73(1.01)(c)(iii) shall be read as follows: 


(iii) the individual or the individual’s spouse is, in combination with the 
other, entitled to receive all of the income of the trust that arises before 
the later of the death of the individual and the death of the spouse and no 
other person may, before the later of those deaths, receive or otherwise 
obtain the use of any of the income or capital of the trust. 


(b) para. (a) does not apply to a transfer at any time by, an individual to or for the 
benefit of another individual where, because of an election under s. 144 of 2000, c. 
12, ss. 130 to 142 of that Act applied at that time’ to those individuals. 


Selected Cases: Anitle vy. R., [2010] 4 C.T.C. 2327 (TCC); aff’d 2010 CarswellNat 
3894 (FCA) (Spousal trust arrangements were improperly executed and ineffective. 
Capital gain taxed in transferor’s hands). 


(1.02) Exception for transfers — Subsection (1.01) applies to a 
transfer of property by an individual to a trust the terms of which 
satisfy the conditions in. subparagraph (1.01)(c)(ii), or (iii) only 
where 

(a) the trust was created after 1999; 


S. 73(2) 


(b) either 


(i) the individual had attained 65 years of age at the time the 
trust was created, or 


(i1) the transfer does not result in a change in beneficial own- 
ership of the property and there is immediately after the 
transfer no absolute or contingent right of a person (other 
than the individual) or partnership as a beneficiary (deter- 
mined with reference to subsection 104(1.1)) under the trust; 
and 


(c) in the case of a trust the terms of which satisfy the conditions 
in subparagraph (1.01)(c)(ii), the trust does not make an election 
under subparagraph 104(4)(a)(ii.1). 

Related Provisions: 104(1.1) — Restricted meaning of “beneficiary”. 


History: Subsec. 73(1.02) added by 2001, c. 17, s. 53, applicable to transfers that oc- 
cur after 1999 except that, in respect of transfers that occur before March 16, 2001, 
subpara, 73(1.02)(b)(ii) shall be read as follows: 


(ii) no person (other than the individual) or partnership has any absolute or con- 
tingent right as a beneficiary under the trust (determined with reference to sub- 
section 104(1.1)); and 


(1.1) Interpretation — For greater certainty, a property is, for the 
purposes of subsections (1) and (1.01), deemed to be property of the 
individual referred to in subsection (1) that has been transferred to a 
particular transferee where, 


(a) under the laws of a province or because of a decree, order or 
judgment of a competent tribunal made in accordance with those 
laws, the property 


(i) is acquired or is deemed to have been acquired by the par- 
ticular transferee, 


(ii) is deemed or declared to be property of, or is awarded to, 
the particular transferee, or 


(iii) has vested in the particular transferee; and 


(b) the property was or would, but for those laws, have been a 
capital property of the individual referred to in subsection (1). 


Related Provisions: 70(9.1), (9.11), (9.3), (9.31) — Transfer of farm or fishing 
property from spouse trust to settlor’s children. 


History: Subsec. 73(1.1) amended by 2001, c. 17, s. 53, applicable to transfers that 
occur after 1999. The subsec. formerly read: - 


(1.1) Interpretation — For greater certainty, where, under the laws of a province 
or because of a decree, order or judgment of a competent tribunal made in accor- 
dance with those laws, a person referred to in subsection (1) 


(a) acquires or is deemed to have acquired, 
(b) is deemed or declared to have or is awarded, or 
(c) has vested in that person, 


property that was or would, but for those provisions, have been a capital property 
of the taxpayer referred to in subsection (1), that property shall, for the purposes 
of that subsection, be deemed to be capital property of the taxpayer that has been 
transferred to that person. 


The opening words of subsec. 73(1.1) substituted by 1994, c. 21, s. 34, applicable to 
transfers occurring after July 13, 1990. The opening words formerly read: 


(1.1) Interpretation — For greater certainty, where, by the operation of pre- 
scribed provisions of the law of a province or by virtue of a decree, order or 
judgment of a competent tribunal made in accordance with those provisions, a 
person referred to in subsection (1) 


Regulations: 6500(2) (prescribed provisions; no longer needed). 
I.T. Application Rules: 20(1.1). 


Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 
annulment. 


(1.2) [Repealed under former Act] 


(2) Capital cost and amount deemed allowed to spouse, 
etc., or trust — Where a transferee is deemed by subsection (1) to 
have acquired any particular depreciable property of a prescribed 
class of a taxpayer for an amount determined under paragraph (1)(e) 
and the capital cost to the taxpayer of the particular property ex- 
ceeds the amount determined under that paragraph, for the purposes 
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of sections 13 and 20 and any regulations made under paragraph 
20(1)(a) 


(a) the capital cost to the transferee of the particular property 
shall be deemed to be the amount that was the capital cost to the 
taxpayer thereof; and 


(b) the excess shall be deemed to have been allowed to the trans- 
feree in respect of the particular property under regulations 
made under paragraph 20(1)(a) in computing income for taxa- 
tion years before the acquisition thereof. 


Proposed Amendment — 73(2) 


(2) Capital cost and amount deemed allowed to spouse, 
etc., or trust — If a transferee is deemed by subsection ( 1) to 
have acquired any particular depreciable property of a prescribed 
class of a taxpayer for an amount determined under paragraph - 
(1)(b) and the capital cost to the taxpayer of the particular pro- 
perty exceeds the amount determined under that paragraph, in ap- 
plying sections 13 and 20 and any —o mas under para- 
graph 20(1)(a) 

(a) the capital cost to the transferee of te pe ietbd property is 

deemed to be the amount that was the capital cost to the tax- 

payer of the particular property; and 


(b) the excess is deemed to have been allowed to the transferee 

in respect of the particular property under regulations made 

under paragraph 20(1)(a) in computing income for taxation 

years before the acquisition of the particular property. 
Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 37, will 
amend subsec. 73(2) to read as above, applicable to transfers that occur after 1999. 
Technical Notes (July 2010): Subsection 73(2) applies where a person (“trans- 
feror”’) transfers depreciable capital property (“DCP”) of a prescribed class to a tax- 
payer (“transferee”) in circumstances in which subsection 73(1) applies. If the capital 
cost to the transferor of the DCP is greater than the amount at which the transferee is 
deemed under subsection 73(1) to have acquired the DCP, subsection 73(2) ensures 
that the proper amount of capital cost allowance allowed to the transferor is available 
for recapture on a subsequent disposition of the DCP by the transferee. 
Subsection 73(2) is amended to replace the reference to paragraph 73(1)(e) with a 
reference to paragraph 73(1)(b). Paragraph 73(1)(b) now provides for the amount at 
which the transferee is deemed to acquire property on a transfer to which subsection 
73(1) applies. 


1.T. Application Rules: 20(1.1) (where property owned since before 1972). 


Interpretation Bulletins: IT-209R: Inter vivos gifts of capital property to individuals 
directly or through trusts; IT-325R2: Property transfers after separation, divorce and 
annulment. 


(3) When subsec. (3.1) applies — Subsection (3.1) applies to a 
taxpayer and a child of the taxpayer in respect of property that has 
been transferred, at any time, by the taxpayer to the child, where 


(a) the property was, immediately before the transfer, land in 
Canada or depreciable property in Canada of a prescribed class, 
of the taxpayer, or any eligible capital property in respect of a 
fishing or farming business carried on in Canada by the 
taxpayer; 


Proposed Amendment — 73(3)(a) 


Application: The November 5, 2010 draft legislation (misc. technical), s. 13, will 
amend para. 73(3)(a) to delete the word “immediately”, applicable to dispositions of 
property that occur after May 1, 2006, other than a disposition in respect of which a 
taxpayer has made a valid election under subsection 11(5) of the Budget Implementa- 
tion Act, 2006, No. 2 §.C. 2007, c. 2. 


Technical Notes: Subsection 73(3) provides a tax-deferral for an inter vivos transfer 
of farm or fishing property by a taxpayer to a child of the taxpayer. Paragraph 73(3)(a) 
is amended to remove the word “immediately”, such that the property need not be used 
in the farming or fishing business immediately before the transfer in order to qualify 
for this rollover. 


Letter from Dept. of Finance, Feb. 27, 2008: 

Ms. Donna Lee, Meyers Norris Penny LLP, Calgary, AB 
Dear Ms. Lee: 
I am writing in response to your letter dated October 3, 2007 in which you identified an 
issue with respect to a change in the application of subsections 73(3) and 73(3.1) of the 
Income Tax Act (Act). In your letter you noted that the addition of the words “immedi- 


ately before the transfer” in paragraph 73(3)(a) of the Act may result in an overly re- 
strictive interpretation regarding the application of subsection 73(3.1) of the Act. 


Income Tax Act, Part I, Division B 


We agree with your concern that new subsection 73(3) of the Act may be overly re- 
strictive with regards to the circumstances under which parents are permitted to transfer 
farm assets including land, depreciable property and eligible capital property to. their 
children on a tax deferred basis. As such, we are prepared to recommend to the Min- 
ister that paragraph 73(3)(a) of the Act be amended to remove the word “immediately”. 
If our recommendation is acted upon, we anticipate that the amendments would be 
included in a future technical bill and would apply with respect to taxation years that 
end on or after May 6, 2006. While I cannot offer any assurance that the Minister will 
agree with our recommendation, I hope that this statement of our intentions is help 
to you. 


Yours sincerely, 


Gerard Lalonde 
Director, Tax Legislation Division, Tax Policy Branch 


(b) the child of the taxpayer was resident in Canada immediately 
before the transfer; and 


(c) the property has been used principally in a fishing or farming 
business in which the taxpayer, the taxpayer’s spouse or com- 
mon-law partner, a child of the taxpayer or a parent of the tax- 
payer was actively engaged on a regular and continuous basis 
(or in the case of property used in the operation of a woodlot, 
was engaged to the extent required by a prescribed forest man- 
agement plan in respect of that woodlot). 


Related Provisions: 250 — Resident in Canada. 


History: Subsec. 73(3) added (former (3) becoming (3.1)) by 2007, c. 2, subsec. 11(3), 
applicable to a disposition, that occurs after May 1, 2006, of a property unless the 
disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s return 
of income for the taxation year in which the disposition occurred to have subsec. 73(3), 
as it read on May 1, 2006, apply to the disposition. For earlier History to 73(3), see 
under 73(3.1). 


Regulations: 7400 (prescribed forest management plan). 
1.T. Application Rules: 26(19) (property owned since before 1972). 


Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child; 
IT-373R2: Woodlots. 


(3.1) Inter vivos transfer of farm or fishing property to 
child — If, because of subsection (3), this subsection applies to the 
taxpayer and a child of the taxpayer in respect of a property trans- 
ferred by the taxpayer to the child of the taxpayer, the following 
rules apply: 


(a) where, immediately before the transfer, the property was de- 
preciable property of a prescribed class, the taxpayer is deemed 
to have disposed of the property, at the time of the transfer, for 
proceeds of disposition equal to 


(i) in any case to which neither subparagraph (ii) nor (iii) ap- 
plies, the taxpayer’s proceeds of disposition otherwise 
determined, 


(ii) the greater of the amounts referred to in clauses (A) and 
(B), if the taxpayer’s proceeds of disposition otherwise deter- 
mined exceed the greater of 


(A) the fair market value of the property immediately 
before the time of the transfer, and 


(B) the lesser of 
(1) the capital cost to the taxpayer of the property, and 


(IJ) the amount, determined immediately before the 
time of the disposition of the property, that is that pro- 
portion of the undepreciated capital cost of property of 
that class to the taxpayer that the capital cost to the 
taxpayer of the property is of the capital cost to the 
taxpayer of all property of that class that had not, at or 
before that time, been disposed of, or 


(11) if the taxpayer’s proceeds of disposition otherwise deter- 
mined are less than the lesser of the amounts referred to in 
clauses (ii)(A) and (B), the lesser of those amounts; 


(b) where the property transferred was land, the taxpayer is 
deemed to have disposed of the property at the time of the trans- 
fer for proceeds of disposition equal to, 


(i) in any case to which neither subparagraph (ii) nor (iii) ap- 
plies, the taxpayer’s proceeds of disposition otherwise 
determined, 
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(ii) the greater of the amounts referred to in clauses (A) and 
(B), if the taxpayer’s proceeds of disposition otherwise deter- 
mined exceed the greater of 


(A) the fair market value of the land immediately before 
the time of the transfer, and 


(B) the adjusted cost base to the taxpayer of the land im- 
mediately before the time of the transfer, or 


(iii) if the taxpayer’s proceeds of disposition otherwise deter- 
mined are less than the lesser of the amounts referred to in 
clauses (ii)(A) and (B), the lesser of those amounts; 


(c) where, immediately before the transfer, the property was eli- 
gible capital property, the taxpayer is deemed to have disposed 
of the property, at the time of the transfer, for proceeds of dispo- 
sition equal to, 
(i) in any case to which neither subparagraph (ii) nor (iii) ap- 
plies, the taxpayer’s proceeds of disposition otherwise 
determined, 


(ii) the greater of the amounts referred to in clauses (A) and 
(B), if the taxpayer’s proceeds of disposition otherwise deter- 
mined exceed the greater of 


(A) the fair market value of the property immediately 
before the time of the transfer,.and 


(B) the amount determined by the formula 


4/3 (A x B/C) 
where 


A is the taxpayer’s cumulative eligible capital in respect 
of the business, 


B is the fair market value of the property immediately 
before the transfer, and 


C is the fair market value immediately before the trans- 
fer of all the taxpayer’s eligible capital property in re- 
spect of the business, or 


(iii) if the taxpayer’s proceeds of disposition otherwise deter- 
mined are less than the lesser of the amounts referred to in 
clauses (1i)(A) and (B), the lesser of those amounts; 


(d) subsection 69(1) does not apply to the taxpayer and the child 
in respect of the property; 


(e) the child is deemed to have acquired the property at a cost 
equal to the taxpayer’s proceeds of disposition in respect of the 
disposition of the property determined under 


(i) where the property is depreciable property of the taxpayer, 

paragraph (a), and 

(ii) where the property is land of the taxpayer, paragraph (b); 
(f) if the property was, immediately before the transfer, an eligi- 


ble capital property of the taxpayer in respect of a business, the 
child is deemed to have acquired 


(i) where the child does not continue to carry on the business, 
a capital property, immediately after the transfer, at a cost 
equal to the taxpayer’s proceeds of disposition in respect of 
the disposition of the property determined under paragraph 
(c), 

(ii) where the child continues to carry on the business, an eli- 
gible capital property and to have made an eligible capital 
expenditure at a cost equal to the total of 


(A) the taxpayer’s proceeds of disposition referred to in 
paragraph (c), and 
(B) 4/3 of the amount determined by the formula 


(A x B/C) — D 
where 
A. is the amount, if any, determined for F in the defini- 
tion “cumulative eligible capital” in subsection 14(5) 
in respect of the business immediately before the 
transfer, 


B is the fair market value of the property immediately 
before the transfer, 


Cis the fair. market value immediately. before the trans- 
fer of all the taxpayer’s eligible capital property in re- 
spect of the business, and 


D is the amount, if any, included under paragraph 
14(1)(a) in computing the taxpayer’s income as a re- 
sult of the disposition, and 


(iii) for the purpose of determining at.any subsequent time 
the child’s cumulative eligible capital in respect of the busi- 
ness, an amount equal to */s of the amount determined under 
subparagraph (ii) is to be added to the amount otherwise de- 
termined for P in the definition “cumulative eligible capital” 
in subsection 14(5); 


(g) for the purpose of determining, in respect of any disposition 
of the property, after the time of the transfer, the amount deemed 
‘to be the child’s taxable capital gain, and the amount to be in- 
cluded in computing the child’s income, there shall be added to 
the amount otherwise determined for Q in respect of the busi- 
ness in the definition “cumulative eligible capital” in subsection 
14(5), the amount determined by the formula, 


AXB/C 
where 


A is the amount, if any, determined for Q in that definition in 
respect of the business immediately before the time of the 
transfer, 


B is the fair market value, immediately before that time, of the 
transferred property, and 


C is the fair market value immediately before that time of all 
the taxpayer’s eligible capital property in respect of the busi- 
ness; and 


(h) where the property is depreciable property of a prescribed 
class of the taxpayer and the capital cost to the taxpayer of the 
property exceeds the cost to. the child of the property, for the 
purposes of sections 13. and 20. and any regulations made under 
paragraph 20(1)(a), 


(i) the capital cost to the child of the property is deemed to be 
the amount that was the capital cost to the taxpayer of the 
property immediately before the transfer, and 


(ii) the excess is deemed to have been allowed to the child in 
respect of the property under regulations made under para- 
graph 20(1)(a) in computing income for taxation years that 
ended before the the child acquired the property. 


Related Provisions: 44(1.1)— Farm or fishing property disposed of to child; 
69(11) — Anti-avoidance rule where property sold after rollover; 70(9), (9.01) — 
Transfer of farm or fishing property to child; 70(9.6) — Transfer to parent; 70(9.8) — 
Farm or fishing property used by corporation or partnership; 75.1 — Gain or loss 
deemed that of transferor; 104(4)(a.4) — Deemed disposition by trust following trans- 
fer; 110.6(1)“qualified. farm property’(d), “qualified fishing property’(d) — Property 
to which 73(3)(d.1) applies eligible for capital gains exemption; 110.6(2) — Capital 
gains exemption on farm property; 110.6(2.2) — Capital gains exemption on fishing 
property; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 73(3.1) renumbered (from (3)) and amended by 2007, c. 2, subsec. 
11(3), applicable to a disposition, that occurs after May 1, 2006, of a property unless 
the disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s 
return of income for the taxation year in which the disposition occurred to have subsec. 
73(3), as it read on May 1, 2006, apply to the disposition. Subsec: 73(3) formerly read: 


(3) Inter vivos transfer of farm [or fishing] property to child — For the pur- 
poses of this Part, if at any time any land in Canada or depreciable property in 
Canada of a prescribed class of a taxpayer or any eligible capital property in 
respect of a business carried on in Canada by a taxpayer is transferred by the 
taxpayer to a child of the taxpayer who was resident in Canada immediately 
before the transfer, and the property was, before the transfer, used principally in 
a farming business in which the taxpayer, the taxpayer’s spouse or common-law 
partner or any of the taxpayer’s children was actively engaged on a regular and 
continuous basis (or, in the case of property used in the operation of a woodlot, 
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be deemed to have acquired an eligible capital property and to have made an 
eligible capital expenditure at a cost equal to the total of 


was engaged to the extent required by a prescribed forest management plan in 
respect of that woodlot), 


(a) where the property transferred was depreciable property of a prescribed 
class, the taxpayer shall be deemed to have disposed of the property at the 
time of the transfer for proceeds of disposition equal to, 


(i) in any case to which neither subparagraph (ii) nor (iii) applies, the 
proceeds of disposition otherwise determined, 


(ii) if the proceeds of disposition otherwise determined exceeded the 
greater of 


(A) the fair market value of the property immediately before the 
time of the transfer, and 


(B) that proportion of the undepreciated capital cost to the taxpayer 
immediately before the time of the transfer of all of the depreciable 
property of the taxpayer of that class that the fair market value at 
that time of the property so transferred was of the fair market value 
at that time of all of the depreciable property of the taxpayer of that 
class, 


the greater of the amounts referred to in clauses (A) and (B), or 


(ili) if the proceeds of disposition otherwise determined were less than 
the lesser of the amounts referred to in clauses (ii)(A) and (B), the lesser 
of those amounts; 


(b) where the property transferred was land, the taxpayer shall be deemed to 
have disposed of the property at the time of the transfer for proceeds of dis- 
position equal to, 


(i) in any case to which neither, subparagraph (ii) nor (iii) applies, the 
proceeds of disposition otherwise determined, 


(ii) if the proceeds of disposition otherwise determined exceeded the 
greater of 


(A) the fair market value of the land immediately before the time of 
the transfer, and 


(B) the adjusted cost base to the taxpayer of the land immediately 
before the time of the transfer, 


the greater of the amounts referred to in clauses (A) and (B), or 


(iii) if the proceeds of disposition otherwise determined were less than 
the lesser of the amounts referred to in clauses (ii)(A) and (B), the lesser 
of those amounts; 


(b.1) where the property transferred was eligible capital property, the tax- 
payer shall be deemed to have disposed of the property at the time of the 
transfer for proceeds of disposition equal to, 


(i) in any case to which neither subparagraph (ii) nor (iii) applies, the 
proceeds of disposition otherwise determined, 


(ii) if the proceeds of disposition otherwise determined exceeded the 
greater of 


(A) the fair market value of the property immediately before the 
time of the transfer, and 


(B) the amount determined by the formula 


a sas! 
3 & 


where 


(i) the proceeds of disposition referred to in paragraph (b.1), and 


(ii) 3 of the amount determined by the formula 
(ax¢) 
jp Cael le 8 8 
C. 


A is the amount, if any, determined for F in the definition “cumulative 
eligible capital” in subsection 14(5) in respect of the business of the 
taxpayer immediately before the time of the transfer, 


where 


Bis the fair market value of the property immediately before that 
time, 


C is the fair market value immediately before that time of all eligible 
capital property of the taxpayer in respect of the business, and 


D_ is the amount, if any, included under subparagraph 14(1)(a)(iv) in 
computing the income of the taxpayer as a result of the disposition, 


and, for the purpose of determining at any subsequent time the child’s cumu- 
lative eligible capital in respect of the business, an amount equal to */s of the 
amount determined under subparagraph (ii) shall be added to the amount 
otherwise determined in respect thereof for P in the definition “cumulative 
eligible capital” in subsection 14(5); 


(d.2) for the purposes of determining after the time of the transfer 


(i) the amount deemed by subparagraph 14(1)(a)(v) to be the child’s tax- 
able capital gain, and 


(ii) the amount to be included under subparagraph 14(1)(a)(v) or para- 
graph 14(1)(b) in computing the child’s income 


in respect of any subsequent disposition of the property of the business, there 
shall-be added to the amount otherwise determined for Q in the definition 
“cumulative eligible capital” in subsection 14(5) the amount determined by 
the formula 


where 


A is the amount, if any, determined for Q in that definition in respect of 
the business of the taxpayer immediately before the time of the transfer, 


Bis the fair market value immediately before that time of the property 
transferred, and 


C_ is the fair market value immediately before that time of all eligible capi- 
tal property of the taxpayer in respect of the business; and 


(e) where the child is deemed to have acquired depreciable property of a 
prescribed class of the taxpayer for an amount determined under paragraph 
(d) and the capital cost to the taxpayer of the property exceeds the amount 
determined under that paragraph, for the purposes of sections 13 and 20. and 
any regulations made under paragraph 20(1)(a), 


(i) the capital cost to the child of the property shall be deemed to be the 
amount that was the capital cost to the taxpayer thereof, and 


(ii) the excess shall be deemed to have been allowed to the child in re- 
spect of the property under regulations made under paragraph 20(1)(a) 


in computing income for taxation years before the acquisition thereof. 
A» is the cumulative eligible capital of the taxpayer in respect of 


‘nl Business! Para. 73(3)(c) amended by the said c. 2, subsec. 11(1), applicable to dispositions that 


occur after December 20, 2002. It formerly read: 
B is the fair market value of the property immediately before the, 


anenend (c) section 69 does not apply in determining the proceeds of disposition of the 


depreciable property, the land or the eligible capital property; 
C is the fair market value immediately before that time of all eli- 


Gible capital propertiyOF MM taxpayer iallegpect Opts budiness, The opening words of subsec. 73(3) amended by 2002, c. 9, s. 28, applicable to trans- 


fers of property that occur after December 10, 2001. The opening words formerly read: 


the greater of the amounts referred to in clauses (A) and (B), or (3) For the purposes of this Part, where at any time any land in Canada or depre- 


ciable property in Canada of a prescribed class of a taxpayer or any eligible capi- 
tal property in respect of a business carried on in Canada by a taxpayer is trans- 
ferred by the taxpayer to a child of the taxpayer who was resident in Canada 
immediately before the transfer, and the property was, before the transfer, used 
principally in the business of farming in which the taxpayer, the taxpayer’s 
spouse or common-law partner or any of the taxpayer’s children was actively 
engaged on a regular and continuous basis, ; 


(iii) if the proceeds of disposition otherwise determined were less than 
the lesser of the amounts referred to in clauses (ii)(A) and (B), the lesser 
of those amounts; 


(c) subsection 69(1) does not apply in determining the proceeds of disposi- 
tion of the depreciable property, the land or the eligible capital property; 


(d) the child shall be deemed to have acquired the depreciable property or 
the land, as the case may be, for an amount equal to the proceeds of disposi- 
tion determined under paragraph (a) or (b), respectively; 


Subsec. 73(3) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
common-law partner”, applicable to 2001 et seqg., in force July 31, 2000. See also the 


(d.1) where the property transferred was eligible capital property of the tax- transitional rules reproduced in the History to 248(1)common-law partner”. 


payer, the child shall be deemed to have acquired a capital property, imme- 
diately after the transfer, at a cost equal to the proceeds of disposition deter- 
mined under paragraph (b.1), except that, where the child continues to carry 
on the business previously carried on by the taxpayer, the taxpayer’s spouse 
or common-law partner or any of the taxpayer’s children, the taxpayer shall 


Subpara. 73(3)(d.2)(ii) amended by 1995, c. 3, s. 19, applicable ‘to transfers that occur 
after February 22, 1994. Subpara. (ii) formerly read: 


(ii) the amount to be included under paragraph 14(1)(b) in computing the child’s 
income : 
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Subdivision f — Rules Relating to Computation of Income 


That portion of subsec. 73(3) preceding: para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec.29(2), applicable to! transfers occurring after 1992: That: portion 
formerly read: 


(3) Inter vivos transfer of farm property by farmer to his child — For the 
purposes of this Part, where at any time after 1971 any land in Canada or depre- 
ciable property in Canada of a prescribed class of a taxpayer or‘any eligible capi- 
tal property in respect of a business carried on in Canada by.a taxpayer,has been 
transferred by a taxpayer to a child of the taxpayer who. was, resident in Canada 
immediately before the transfer, and the property was, immediately before the 
transfer, used by the taxpayer, the taxpayer’s spouse or any of the taxpayer’s 
children in the business of farming, the following rules apply: 


Cl. 73(3)(b.1)Gi)(B) and all that portion of para. (d.1) following subpara. (i) amended, 
and para. (d.2) added, by 1994, c. 7, Sch. VIII (1993, c.°24), subsecs. 29(3) to (5), 
applicable to transfers by a taxpayer occurring after the beginning of the first fiscal 
period of the taxpayer’s business ‘beginning. after 1987. Those portions formerly read: 


(B) “5 of the taxpayer’s cumulative eligible capital in-respect of the business 
immediately before the time. of the transfer, 


(ii) the amount, if.any, by which 


(A) the amount, if any, determined for F in the definition “cumulative 
eligible capital” in subsection 14(5) in respect of the business of the tax- 
payer immediately before the time of the transfer 


exceeds 


(B) the amount, if any, included in the income of the taxpayer by reason 
of subparagraph 14(1)(a)(iv). as a result. of the disposition, 


and, for the purposes of determining at any time the child’s cumulative eligible 

capital in respect of the business, an amount equal to the amount determined 
under subparagraph (ii) shall be added to the amount otherwise determined for P 
in the definition “cumulative eligible capital” in subsection 14(5); and 


Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child; 
IT-373R2: Woodlots. 


(4) When subsec. (4.1) applies — Subsection (4.1) applies to a 
taxpayer and a child of the taxpayer in respect of property that has 
been transferred, at any time, to the child if 


(a) the child was resident in Canada immediately before the 
transfer; and 


(b) the property was, immediately before the transfer, a share of 
the capital stock of a family fishing corporation of the taxpayer, 
a share of the capital stock of a family farm corporation of the 
taxpayer, an interest in a family fishing partnership of the tax- 
payer or an interest in a family farm partnership of the taxpayer 
(within the meaning assigned by subsection 70(10)). 


Related Provisions: 250 — Resident in Canada. 


History: Subsec. 73(4) added (former (4) becoming (4.1)) by 2007, c. 2, subsec. 11(3), 
applicable to a disposition, that occurs after May 1, 2006, of a property unless the 
disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s return 
of income for the taxation year in which the disposition occurred to have subsec. 73(4), 
as it read on May 1, 2006, apply to the disposition. See History to 73(4.1) for the 
former wording of subsec. 73(4). 


1.T. Application Rules: 20(1.1) (where depreciable property disposed of to spouse, 
common-law partner, trust or child). 


Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child. 
Advance Tax Rulings: ATR-56: Purification of a family farm corporation. 


(4.1) Inter vivos transfer of family farm or fishing 
corporations and partnerships — If, because of subsection 
(4), this subsection applies to the taxpayer and the taxpayer’s child 
in respect of the transfer of the property by the taxpayer to the child, 


(a) subject to paragraph (c), where the property was, immedi- 
ately before the transfer, a share of the capital stock of a family 
fishing corporation of the taxpayer, a share of the capital stock 
of a family farm corporation of the taxpayer, an interest in a 
family fishing partnership of the taxpayer or an interest in a fam- 
ily farm partnership of the taxpayer, the taxpayer is deemed: to 
have disposed of the property at the time of the transfer for pro- 
ceeds of disposition equal to, 

(i) in any case to. which neither subparagraph (ii) nor (iii) ap- 

plies, the taxpayer’s proceeds of disposition otherwise 

determined, 


S. 73(4.1) 


(ii) the greater of the amounts referred to in clauses (A) and 
(B), if the taxpayer’s proceeds of disposition otherwise deter- 
mined exceed the greater of 


(A) the fair market value of the property immediately 
before the time of the transfer, and 


(B). the adjusted cost base to the taxpayer of the property 
immediately, before the time of the transfer, or, 


(ii1) if the taxpayer’s proceeds of disposition otherwise deter- 
mined are less than the lesser of the amounts referred to in 
clauses (1i)(A) and (B), the lesser of those amounts; 


(b) subject to ‘paragraph (c), where the property is, immediately 
before the transfer, a share of the capital stock of,a family fish- 
ing corporation of the taxpayer, a share of the capital stock of a 
family farm corporation of the taxpayer, an interest in a family 
fishing partnership of the taxpayer. or an interest in a family farm 
partnership of the taxpayer, the child is deemed to have acquired 
the property for an amount equal to the taxpayer’s proceeds of 
disposition in respect of the disposition of the property deter- 
mined under paragraph (a); | 


(c) where the property, is, immediately. before the transfer, an in- 
terest.in a family fishing partnership of the taxpayer, or an inter- 
est. in) a family farm partnership, of the taxpayer (other than a 
partnership interest to. which subsection 100(3) applies), the tax- 
payer receives no consideration in respect of the transfer of the 
property and the taxpayer elects, in the taxpayer’s return of in- 
come under this Part for the taxation year which includes the 
time of the transfer, to have this paragraph apply in respect of 
the transfer of the property, 


(i) the taxpayer is, except for the purpose of paragraph 
98(5)(g), deemed not to have disposed of the property at the 
time of the transfer, 


(ii) the child is deemed to have acquired the property. at the 
time of the transfer at a cost equal to the cost to the taxpayer 
of the interest immediately before the transfer, and 


(iii), each amount required by subsection 53(1) or (2) to be 
added or deducted in computing the adjusted cost base to the 
taxpayer, immediately before the transfer, of the property is 
deemed to be an amount required by subsection 53(1) or (2) 
to be added or deducted in computing at any time at or after 
the time of the transfer, the adjusted cost base to the child of 
the property; and 


(d) subsection 69(1) does not apply to. the taxpayer and. the child 
in respect of the property. 


Related Provisions: 53(4) — Effect on ACB of share or partnership interest; 
70(9.2), (9.21) — Transfer of family farm and fishing corporations and partnerships; 
70(9.6) — Transfer to parent; 70(10)— “child”; 75.1 — Gain or loss deemed that of 
transferor; 104(4)(a.4) — Deemed disposition by trust following transfer. 


History: Subsec. 73(4.1) renumbered (from (4)) and amended by 2007, °c. 2, subsec. 
11(3), applicable to a disposition; that occurs after May 1, 2006, of a property unless 
the disposition was before 2007 and the taxpayer elects in writing in the taxpayer’s 
return of income for the taxation year in which the disposition occurred to have subsec. 
73(4), as it read on May 1, 2006, apply to the disposition. Subsec. 73(4) formerly read: 


(4) Inter vivos transfer of family farm corporations and partnerships — For 
the purposes of this Part, where at any particular time after April 10,1978 a 
taxpayer has transferred property to a child of the taxpayer who was resident in 
Canada immediately before’ the transfer, and the property was, immediately 
before the transfer, a share of the capital stock of a family farm corporation of 
the taxpayer or an interest in a family farm partnership,of the taxpayer (within 
the meaning assigned by subsection 70(10)), the following rules apply: 


(a) the taxpayer shall be deemed to have disposed of the property at the time 
of the transfer for proceeds of disposition equal to, 


(i) in any case to which neither subparagraph (ii) nor (iii) applies, the 
proceeds of disposition otherwise determined, 


(ii) if the proceeds of disposition otherwise determined exceeded. the 
greater of 


(A) the fair market value of the property immediately before the 
time of the transfer, and 


(B) the adjusted cost base to the taxpayer of the property immedi- 
ately before the time of the transfer, 


the greater of the amounts referred to in clauses (A) and (B), or 
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(iii) if the proceeds of disposition otherwise determined were less than 
the lesser of the amounts referred to in clauses (11)(A) and (B), the lesser 
of those amounts; 
(b) subsection 69(1) does not apply in determining the proceeds of disposi- 
tion of the property; and 
(c) the child shall be deemed to have acquired the property for an amount 
equal to the proceeds of disposition determined under paragraph (a). 


Para. 73(4)(b) amended by the said c. 2, subsec. 11(2), applicable to dispositions after 
December 20, 2002. It formerly read: 
(b) section 69 does not apply in determining the proceeds of disposition of the 
property; and 
Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child. 


(5) Disposition of a NISA — Where at any time a taxpayer dis- 
poses of an interest in the taxpayer’s NISA Fund No. 2, an amount 
equal to the balance in the fund so disposed of shall be deemed to 
have been paid out of the fund at that time to the taxpayer except 
that, 


(a) where the interest is disposed of to the taxpayer’s spouse or 
common-law partner, former spouse or common-law partner or 
an individual referred to in paragraph (1)(d) (as it applies to 
transfers of property that occurred before 1993) in settlement of 
rights arising out of their marriage or common-law partnership, 
on or after the breakdown of the marriage or common-law part- 
nership, that amount shall not be deemed to have been paid to 
the taxpayer if 


(i) the disposition is made under a decree, order or judgment 
of a competent tribunal or, in the case of a spouse or com- 
mon-law partner or former spouse or common-law partner, a 
written separation agreement, and 


(11) the taxpayer elects in the taxpayer’s return of income 
under this Part for the taxation year in which the property 
was disposed of to have this paragraph apply to the disposi- 
tion; and 


(b) where the interest is disposed of to a taxable Canadian cor- 
poration in a transaction in respect of which an election is made 
under section 85, an amount equal to the proceeds of disposition 
in respect of that interest shall be deemed to be paid, at that 
time, to the taxpayer out of the taxpayer’s NISA Fund No. 2. 


Related Provisions: 252(3) — Extended meaning of “spouse” and “former spouse”. 


History: Subsec. 73(5) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with 
“spouse or common-law partner”, and by Sch. 2, s. 9, to replace “marriage” with “mar- 
riage or common-law partnership”, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subsec. 73(5) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 29(6), applicable to 
dispositions occurring after 1990 except that in applying the subsec. before 1993, the 
reference to “marriage” shall be read as a reference to “marriage or other conjugal 
relationship”. (After 1992, “marriage” is defined in new 252(4)(b).) 

Selected Cases [subsec. 73(5)]: Brouillette y. R., [1998] 1 C.T.C. 2229 (TCC) 
(Transfer to trust for benefit of child not legal equivalent of transfer to the child); 
Paxton v. Canada (December 12, 1996), Court File No. A-513-94 (FCA) (unreported) 
(“Inverse sham” had effect of invalidating non-arm’s length transfer); Kieboom (A.) v. 
MNR, [1992] 2 C.T.C. 59 (FCA) (Taxpayer “transferred” property to related parties by 
reducing equity in corporation on subscription for shares by related parties). 


Interpretation Bulletins: IT-268R3: Jnter vivos transfer of farm property to child. 


(6) Application of subsec. 70(10) — The definitions in subsec- 
tion 70(10) apply to this section. 

Origin of subsec. 73(6): R.S.C. 1985, c. 1 (Sth Supp.). 

Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child. 
Definitions [s. 73]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “benefi- 
cial ownership” — 248(3); “beneficiary” — 104(1.1); “business” — 248(1); “Can- 
ada” — 255; “capital property” — 54, 73(1.1), 248(1); “carrying on business” — 253; 
“child” — 70(10), 73(6), 252(1); “common-law partner”, “common-law partner- 
ship” — 248(1); “cumulative eligible capital’ — 14(5), 248(1); “depreciable pro- 


perty” — 13(21), 248(1); “eligible capital property” —54, 248(1); “farming” — 
248(1); “former spouse” —252(3); “income” —of trust 108(3); ‘individual’? — 
248(1); “interest in a family farm partnership” — 70(10), 73(6); “NISA Fund No. 2” — 
248(1); “person”, “prescribed” — 248(1); “proceeds of disposition” —54; “pro- 


perty” — 248(1); “province” — Interpretation Act 35(1); “regulation” — 248(1); “resi- 
dent in Canada” — 250; “separation agreement” — 248(1); “share of the capital stock 
of a family farm corporation” —70(10), 73(6); “specified participating interest” — 


Income Tax Act, Part I, Division B 


248(1); “spouse” — 252(3); “taxable Canadian corporation” —89(1), 248(1); “taxa- 
tion year’ — 11(2), 249; “taxpayer” — 248(1); “testamentary trust” — 108(1), 248(1); 
“transfer” — 73(1.1); “trust” — 104(1), 248(1), (3); “undepreciated capital cost” — 
13(21), 248(1). 


74. [Repealed under former Act] 


Selected Cases [subsec. 74(1)]: Kieboom y. MNR, [1992] 2 C.T.C. 59 (FCA) 
(Taxpayer “transferred” property to related parties by reducing equity in corporation on 
subscription for shares by related parties). 


74.1 (1) [Attribution rule—] Transfers and loans to 
spouse [or common-law partner] — Where an individual has 
transferred or lent property (otherwise than by an assignment of any 
portion of a retirement pension pursuant to section 65.1 of the Can- 
ada Pension Plan or a comparable provision of a provincial pension 
plan as defined in section 3 of that Act or of a prescribed provincial 
pension plan), either directly or indirectly, by means of a trust or by 
any other means whatever, to or for the benefit of a person who is 
the individual’s spouse or common-law partner or who has since 
become the individual’s spouse or common-law partner, any in- 
come or loss, as the case may be, of that person for a taxation year 
from the property or from property substituted therefor, that relates 
to the period in the year throughout which the individual is resident 
in Canada and that person is the individual’s spouse or common- 
law partner, shall be deemed to be income or a loss, as the case may 
be, of the individual for the year and not of that person. 


_ Proposed . Amendment — 74.1(1) 


(1) Transfers and loans to spouse or common-law part- 
ner — Where an individual has transferred or lent property (oth- 
erwise than by an assignment of any portion of a retirement pen- — 
sion pursuant to section 65.1 of the Canada Pension Plan or a 
comparable provision of a provincial pension plan as defined in _ 
section 3 of that Act), either directly or indirectly, by means of a 
trust or by any other means whatever, to or for the benefit of a 
person who is the individual’s spouse or common-law partner or 
who has since become the individual’s spouse or common-law 
partner, any income or loss, as the case may be, of that person for 
a taxation year from the property or from property substituted 
therefor, that relates to the period in the year throughout which the 
individual is resident in Canada and that person is the individual’s 
spouse or common-law partner, is deemed to be income or a loss, 
as the case may - of the —* for the Con net not of. feet 
person, Ls 
Application: The December 7, 2010 draft pli (Sask, Pension eat 5.5; ee 


amend subsec. 74.1(1) to read as above, applicable to transfers and loans made after ; 
2010. 


Technical Notes: Subeesioa 74.1(1) provides that income ae property. trans: 
ferred or loaned by an individual to a spouse or common-law partner of the indivi- 
dual is treated for tax purposes as income of the transferor. For this purpose, certain 
transfers are excluded, including transfers by way of assignment of retirement pen- 
sion income from a prescribed provincial pension plan (i.e. the Saskatchewan Pen- 
sion Plan). : 


Subsection 74.1(1) is amended to remove the reference to a a prescribed province : 
pension plan. This reference is no longer necessary because of the introduction or! 
new subsection 146(21.1), which deems contributions to a “specified pension plan” 

to be premiums paid to an RRSP for various purposes of the Act. As a result of this 
amendment and new subsection 146(21.1), spousal accounts under the Saskatchewan — 
Pension Plan will be subject to the same income attribution rules under alas 201 
Tax Act that apply to spousal RRSPs. . 


For more information, please see related commentary on seeded 14 5(12).. 


Related Provisions: 56(2) — Indirect payments; 56(4.1) — Interest free or low in- 
terest loans; 73(1) — Transfer to spouse deemed at cost; 74.1(3) — Repayment of ex- 
isting indebtedness; 74.2(1) — Gain or loss deemed that of lender or transferor; 74.3 — 
Transfer or loan to a trust; 74.4(4) — Benefit not granted to designated person; 
74.5(1) — Transfer for fair market value consideration; 74.5(2) — Loan for value; 
74.5(3) — Spouses living apart; 74.5(6) — Back-to-back loans or transfers; 74.5(7) — 
Guarantees; 74.5(9) — Transfer or loan to a trust; 74.5(11) — Artificial transactions; 
74.5(12) — Attribution rules — exemption; 74.5(13) — No attribution of split income 
subject to kiddie tax; 82(2) — Attributed dividends deemed received by taxpayer; 
96(1.8) — Transfer or loan of partnership interest; 212(12) — No non-resident with- 
holding tax where income attributed; 248(5) — Substituted property. 


History: Subsec. 74.1(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “‘spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 
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2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Regulations: 7800(1) (Saskatchewan Pension Plan is prescribed provincial pension 
plan (to 2009)). 


Interpretation Bulletins: IT-295R4: Taxable dividends received after 1987 by a 
spouse; IT-325R2: Property transfers after separation, divorce and annulment; IT- 
385R2: Disposition of an income interest in a trust; IT-394R2: Preferred beneficiary 
election; IT-434R: Rental of real property by individual; IT-511R: Interspousal and 
certain other transfers and loans of property; IT-531: Eligible funeral arrangements. 


CRA Audit Manual: 15.7.13: Application of attribution rules to trusts. 


- Possible Future Amendment — In come | Splitting for 
Caregivers o ‘amily Members with Disabilities — 


The True North end and Free, Conservative Party electi n 1 platform 
(conservative.ca), Oct. 7, 2008: See under 118.3(2). 


(2) [Attribution rule — ] Transfers and loans to minors — 
If an individual has transferred or lent property, either directly or 
indirectly, by means of a trust or by any other means whatever, to 
or for the benefit of a person who was under 18 years of age (other 
than an amount received in respect of that person either as a conse- 
quence of the operation of subsection 122.61(1) or under section 4 
of the Universal Child Care Benefit Act) and who 


(a) does not deal with the individual at arm’s length, or 
(b) is the niece or nephew of the individual, 


any income or loss, as the case may be, of that person for a taxation 
year from the property or from property substituted for that pro- 
perty, that relates to the period in the taxation year throughout 
which the individual is resident in Canada, is deemed to be income 
or a loss, as the case may be, of the individual and not of that per- 
son unless that person has, before the end of the taxation year, at- 
tained the: age of 18. years. 


Related Provisions: 56(2) — Indirect payments; 56(4.1) —Interest free or low in- 
terest loans; 69(1)(b) — Transfer not at arm’s length deemed to. be disposition at fair 
market value; 74.1(3) — Repayment of existing indebtedness; 74.3 — Transfer or loan 
to a trust; 74.4(4) — Benefit not granted to designated person; 74.5(1) — Transfer for 
fair market value consideration; 74.5(2) — Loan for value; 74.5(3) — Spouses living 
apart; 74.5(6) — Back-to-back loans or transfers; 74.5(7) — Guarantees; 74.5(9) — 
Transfer or loan to a trust; 74.5(11) — Artificial transactions; 74.5(12) — Attribution 
rules — exemption, 74.5(13) — No attribution of split income subject to kiddie tax; 
75(1) — Transfer before May 23, 1985; 82(2) — Attributed dividends deemed received 
by taxpayer; 96(1.8) — Transfer or loan of partnership interest; 212(12) — No non- 
resident withholding tax where income attributed; 248(5) — Substituted property. 
History: Subsec. 74.1(2) amended by 2007, .c. 2, s. 12, applicable in respect of 
amounts received after June 30, 2006. It formerly, read: 
(2) Where an individual has transferred or lent property, either directly or indi- 
rectly, by means of a trust or by any other means whatever, to or for the benefit 
of a person who was’under 18 years of age (other than an amount received in 
respect of that. person-as a consequence of the operation of subsection 122.61(1)) 
and who 


(a) does not deal with the individual at arm’s length, or 
(b) is the niece or nephew of the individual, 


any income or loss, as the case may be, of that person for a taxation year from 
the property or from property substituted therefor, that relates to the period in the 
year throughout which the individual is resident in Canada, shall be deemed to 
be income ora loss, as the case may be, of the individual and not of that person 
unless that person has, before the end of the year, attained the age of 18 years. 
That portion of subsec. 74.1(2) preceding para. (a) amended by 1994, c. 7, Sch. VII 
(1992, c. 48), s. 4, to add the phrase in parentheses, applicable to 1993 et seq. 
Selected Cases [s. 74.1(2)]: Romkey v. R., [2000] 1.C.T.C. 390 (FCA), (Divestiture 
of right to future dividends was caught by provision). 
Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child; 
IT-325R2: Property transfers after separation, divorce and annulment; IT-385R2: Dis- 
position of an income interest in a trust; IT-394R2: Preferred beneficiary election; IT- 
434R: Rental of real property by individual; IT-510; Transfers and loans of property 
made after May 22, 1985 to a related minor; IT-531: Eligible funeral arrangements. 


CRA Audit Manual; 15.7.13: Application of attribution rules. to trusts. 


(3) Repayment of existing indebtedness — For the purposes 
of subsections (1) and (2), where, at any time, an individual has lent 
or transferred property (in this subsection referred\to as the “lent or 
transferred property”) either directly or indirectly, by means of a 
trust or by any other means whatever, to or for the benefit of a per- 


S. 74.2(1)(c)(ii) 


son, and the lent or transferred property or property’ substituted 
therefor is: used 


(a) to repay, in whole or in part, borrowed money with which 
other property was acquired, or 


(b) to reduce an amount payable for other property, 


there shall be included in computing the income from the lent or 
transferred property, or from property substituted therefor, that is so 
used, that proportion of the income or loss, as the case may be, de- 
rived after that time from the other property or from property sub- 
stituted therefor that the fair market value at that time of the lent or 
transferred property, or property substituted therefor, that is so used 
is of the:cost to that person of the other property at the time of its 
acquisition, but for greater certainty nothing in this) subsection shall 
affect the application of subsections (1) and (2) to any income or 
loss derived from the other property or from property’ substituted 
therefor. 

Interpretation Bulletins [subsec. 74.1(3)]: IT-325R2: Property transfers: after 
separation, divorce and annulment; IT-394R2: Preferred beneficiary election; IT-5 10: 
Transfers and loans of property made after May 22, 1985 to a related minor. 
Definitions [s. 74.1]: “amount” — 248(1); “arm’s length” — 251(1); “borrowed 
money” — 248(1); “Canada” — 255, Interpretation Act 35(1); “common-law part- 
ner” — 248(1); “individual” — 248(1); “nephew”, “niece” — 252(2)(g); “person”, 
“prescribed”, “property” — 248(1); “resident in Canada’ — 250; “‘substituted’* — 
248(5); “taxation year” — 249; “trust” — 104(1), 248(1), (3). 


74.2 (1) [Spousal attribution — ] Gain or loss deemed that 
of lender or transferor — Where an individual has lent or trans- 
ferred property (in this section referred to as “lent or transferred 
property”), either directly or indirectly, by means of a trust or by 
any other means whatever, to or for the benefit of a person (in this 
subsection referred to as the “recipient’”) who is the individual’s 
spouse or common-law partner or who has since become the indivi- 
dual’s spouse or common-law partner, the following rules apply for 
the purposes of computing the income of the individual and the re- 
cipient for a taxation year: 


(a) the amount, if any, by which 


(i) the total of the recipient’s taxable capital; gains for the 
year from dispositions of property (other than listed personal 
property) that is lent or transferred property or property sub- 
stituted therefor occurring in the period (in this subsection 
referred to as the “attribution period”) throughout which the 
individual is resident in Canada and the recipient is the indi- 
vidual’s spouse or common-law partner 


exceeds 


(ii) the total of the recipient’s allowable capital losses. for the 
year from dispositions occurring in the attribution period of 
property (other than listed personal property) that is lent. or 
transferred property or property substituted therefor 


shall be deemed to be a taxable capital gain of the individual for 
the year from the disposition of property other than listed per- 
sonal property; 


(b) the amount, if any, by which the total determined under sub- 
paragraph (a)(ii) exceeds the total determined’ under subpara- 
graph (a)(i) shall be deemed to be an allowable capital loss of 
the individual for the year from the disposition of property other 
than listed personal property; 


(c) the amount, if any, by which 


(i) the amount that the total of the recipient’s gains for the 
year from dispositions occurring. in the attribution period of 
listed personal property that is lent or transferred property or 
property substituted therefor would be if the recipient had at 
no time owned listed personal property other than listed per- 
sonal property that was lent or transferred property or pro- 
perty substituted therefor 


exceeds 


(ii) the amount that the total of the recipient’s losses for the 
year from dispositions of listed personal property that is lent 
or transferred property. or property. substituted therefor would 
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be if the recipient had at no time owned listed personal pro- 
perty other than listed personal property that was lent or 
transferred property or property substituted therefor, 


shall be deemed to be a gain of the individual for the year from 
the disposition of listed personal property; 


(d) the amount, if any, by which the total determined under sub- 
paragraph (c)(ii) exceeds the total determined under subpara- 
graph (c)(i) shall be deemed to be a loss of the individual for the 
year from the disposition of listed personal property; and 


(e) any taxable capital gain or allowable capital loss or any gain 
or loss taken into account in computing an amount described in 
paragraph (a), (b), (c) or (d) shall, except for the purposes of 
those paragraphs and to the extent that the amount so described 
is deemed by virtue of this subsection to be a taxable capital 
gain or an allowable capital loss or a gain or loss of the indivi- 
dual, be deemed not to be a taxable capital gain or an allowable 
capital loss or a gain or loss, as the case may be, of the recipient. 
Related Provisions: 73(1) — Transfer to spouse deemed at cost; 74.1(1) — Transfer 
or loan to spouse; 74.2(3) — Application to disposition on emigration; 74.3 — Trans- 
fers or loans to a trust; 74.4(4)— Benefit not granted to a designated person; 
74.5(1) — Transfer for fair market consideration; 74.5(2)—Loans for value; 
74.5(3) — Spouses living apart; 74.5(6)— Back-to-back loans and_ transfers; 
74.5(7) — Guarantees; 74.5(12) — Attribution rules — exemption; 248(5) — Substi- 
tuted property. 
History: Subsec. 74.2(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law. partner’, applicable to 2001 et seg., in force July 31; 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
Selected Cases [subsec. 74.2(1)]: St-Pierre v. R., [2008] 5 C.T.C. 271 (FCA) 
(“Series” concept in subsec. 248(10) inapplicable). 


Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 
annulment; IT-394R2: Preferred beneficiary election; IT-511R: Interspousal and cer- 
tain other transfers and loans of property; IT-531: Eligible funeral arrangements. 


(2) Deemed gain or loss — Where an amount is deemed by sub- 
section (1) or 75(2) or section 75.1 of this Act, or subsection 74(2) 
of the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952, to be a taxable capital gain or an allowable capital loss of 
an individual for a taxation year, 


(a) for the purposes of sections 3 and 111, as they apply for the 
purposes of section 110.6, such portion of the gain or loss as 
may reasonably be considered to relate to the disposition of a 
property by another person in the year shall be deemed to arise 
from the disposition of that property by the individual in the 
year; and 


(b) for the purposes of section 110.6, that property shall be 
deemed to have been disposed of by the individual on the day on 
which it was disposed of by the other person. 
History: Para. 74.2(2)(b) amended by 1995, c. 3, s. 20, applicable to 1994 et seg. Para. 
(b) formerly read: 
(b) for the purposes of section 110.6, that property shall be deemed to have been 
disposed of by the individual in the year. 
That portion of subsec. 74.2(2) preceding para. (a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), s. 51, applicable to 1987 et seq. That portion formerly read: 


(2) Deemed gain or loss — Where an individual is deemed under subsection 
(1) or section 75.1 of this Act or subsection 74(2) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, to have a taxable capital gain or 
allowable capital loss for a taxation year, 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins [subsec. 74.2(2)]: IT-369R: Attribution of trust income 
to settlor; IT-394R2: Preferred beneficiary election. 


(3) Election for subsection (1) to apply — Subsection (1) does 
not apply to a disposition at any particular time (in this subsection 
referred to as the “emigration disposition”) under paragraph 
128.1(4)(b), by a taxpayer who is a recipient referred to in subsec- 
tion (1), unless the recipient and the individual referred to in that 
subsection, in their returns of income for the taxation year that in- 
cludes the first time, after the particular time, at which the recipient 
disposes of the property, jointly elect that subsection (1) apply to 
the emigration disposition. 

Related Provisions: 74.2(4) — Application rule. 


Income Tax Act, Part I, Division B 


History: Subsec. 74.2(3) added by 2001, c. 17, s. 54, applicable after October 1, 1996. 


(4) Application of subsection (3) — For the purpose of apply- 
ing subsection (3) and notwithstanding subsections 152(4) to (5), 
any assessment of tax payable under this Act by the recipient or the 
individual referred to in subsection (1) shall be made that is neces- 
sary to take an election under subsection (3) into account except 
that no such assessment shall affect the computation of 


(a) interest payable under this Act to or by a taxpayer in respect 
of any period that is before the taxpayer’s filing-due date for the 
taxation year that includes the first time, after the particular time 
referred to in subsection (3), at which the recipient disposes of 
the property referred to in that subsection; or 


(b) any penalty payable under this Act. 
History: Subsec. 74.2(4) added by 2001, c. 17, s. 54, applicable after October 1, 1996. 


Selected Cases [s. 74.2]: King v. Canada, [1995] 1 C.T.C. 2353 (TCC) (Conduct of 
taxpayers may constitute estoppel with respect to attribution and timing). 


Definitions [s. 74.2]: “allowable capital loss’ — 38(b), 248(1); “amount”, “assess- 
ment” — 248(1); “Canada” — 255; “common-law partner’, “disposition”, “filing-due 
date”, “individual” — 248(1); “listed personal property” — 54, 248(1); “person”, “pro- 
perty” — 248(1); “resident in Canada” — 250; “substituted” — 248(5); “taxable capi- 
tal gain” — 38(a), 248(1); “taxation year’ — 249; “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3). 


74.3 (1) [Attribution rule—] Transfers or loans to a 
trust — Where. an individual has lent or transferred property (in 
this section referred to as “lent or transferred property”), either di- 
rectly or indirectly, by means of a trust or by any other means 
whatever, to a trust in which another individual who is at any time a 
designated person in respect of the individual is beneficially inter- 
ested at any time, the following rules apply: 


(a) for the purposes of section 74.1, the income of the designated 
person for a taxation year from the lent or transferred property 
shall be deemed to be an amount equal to the lesser of 


(i) the amount in respect of the trust that was included by 
virtue of paragraph 12(1)(m) in computing the income for the 
year of the designated person, and 


(ii) that proportion of the amount that would be the income 
of the trust for the year from the lent or transferred property 
or from property substituted therefor if no deduction were 
made under subsections 104(6) or (12) that 


(A) the amount determined under subparagraph (i) in re- 
spect of the designated person for the year 


is of 
(B) the total of all amounts each of which is an amount 
determined under subparagraph (i) for the year in respect 
of the designated person or any other person who is 


throughout the year a designated person in respect of the 
individual; and 


(b) for the purposes of section 74.2, an amount equal to the 
lesser of 


(1) the amount that was designated under subsection 104(21) 
in respect of the designated person in the trust’s return of in- 
come for the year, and 


(ii) the amount, if any, by which 


(A) the total of all amounts each of which is a taxable 
capital gain for the year from the disposition by the trust 
of the lent or transferred property or property substituted 
therefor 


exceeds 


(B) the total of all amounts each of which is an allowable 
capital loss for the year from the disposition by the trust 
of the lent or transferred property or property substituted 
therefor, 


shall be deemed to be a taxable capital gain of the designated 
person for the year from the disposition of property (other than 
listed personal property) that is lent or transferred. property. 
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Related Provisions: 56(4.1) — Interest free or low-interest loans; 74.4(4) — Benefit 
not granted to a designated person; 74.5(5) — “Designated person”; 74.5(6) — Back to 
back loans and transfers; 74.5(7) — Guarantees; 74.5(9) — Transfer.or loan to a trust; 


-74.5(12) — Attribution rules — exemption; 74.5(13) — No attribution of split income. 


subject to kiddie tax; 75(2) — Reversionary trusts — attribution rules; 82(2) — Attrib- 
uted dividends deemed received by individual; 96(1.8) — Transfer or loan of partner- 
ship interest; 212(12) — No non-resident withholding tax where income attributed; 
248(5) — Substituted property; 248(25) — Beneficially interested. 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; wir 510: Trans- 
fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


CRA Audit Manual: 15.7.13: Application of attribution rules to trusts. 


(2) Definition of “designated person” — In this section, “des- 
ignated person”, dn respect of an individual, has the meaning as- 
signed by subsection 74.5(5). 

Origin of subsec. 74.3(2): R.S.C. 1985, c. 1 (Sth Supp:). 

Definitions [s. 74.3]: “allowable capital loss” — 38(b), 248(1); “amount” — 248(1), 
“beneficially interested” — 248(25); penne person” — 74.3(2), 74.5(5); “indivi- 
dual” — 248(1); “listed personal property” — 54, 248(1); “property” — 248(1); “sub- 
stipited it R980) “taxable, capital gain” — 38(a), 248(1); “taxation year? — 249; 
“trust” —104(1),.248(1), (3) 


74.4 (1) Definitions — In FS section, 


“designated person”’, in respect of an individual, has the meaning 
assigned by subsection 74.5(5); 


Origin of 74.4(1)“designated person”: R.S.C. 1985, c. 1 (Sth Supp.). 


“excluded consideration”, at any time, means consideration re- 
ceived by an individual that is 


(a). indebtedness, 
(b) a share of the capital stock of a corporation; or 


(c) a right to receive indebtedness ora share of the-capital stock 
of a corporation. 


(2) [Attribution rule —] Transfers and loans to corpora- 
tions — Where an individual has transferred or lent property, ei- 
ther directly or indirectly, by means of a trust or by any other means 
whatever, to a corporation and one of the main purposes of the 
transfer or loan may reasonably be considered to be to reduce the 
income of the individual and to benefit, either directly or indirectly, 
by means of a trust or by any other means whatever, a person who 
is a designated person in respect of the individual, in computing the 
income of the individual for any taxation year that includes a period 
after the loan or transfer throughout which 


(a) the person is a designated person in respect of the individual 
and would have been a specified shareholder of the corporation 
if the definition “specified shareholder” in subsection 248(1) 
were read without reference to paragraphs (a) and (d) of that 
definition and if the reference therein to “any other corporation 
that is related to the corporation” were read'as a reference to 
“any other corporation (other than a small business corporation) 
that is related to the corporation”, 


(b) the individual was resident in Canada, and 
(c) the corporation was not a small business corporation, 


the individual shall’be deemed to have received as interest in the 
year the amount, if any, by which 


(d) the amount that would be interest on the outstanding, amount 
of the loan or transferred property for such periods in the year if 
the interest were computed thereon at the prescribed rate of in- 
terest for such periods 


exceeds the total of 


(e) any interest received in the year by the individual in respect 
of the transfer or loan (other than amounts deemed by this i 
section to be interest), 


(f) all amounts included in the individual’s income for the taxa- 
tion year pursuant to subsection 82(1) or 90(1) in respect of tax- 
able dividends received (other than dividends deemed by section 
84 to have been received) by the individual in the year on shares 
that were received from the corporation as consideration for the 


S. 74.4(3)(b) 


transfer or'as repayment for the loan that were excluded consid- 
eration at the time the dividends were received or on shares sub- 
stituted therefor that were excluded consideration at that time, 
and 


(g) where the designated person is a specified individual in rela- 
tion to the year, the amount required to be included in comput- 
ing the designated person’s income for the year in respect of all 
taxable dividends received by the designated person that 


(i) can reasonably be considered to be part of the benefit 
sought to be conferred, and 


(ii) are included in computing the designated person’s split 
income for any taxation year. 
Related Provisions: 56(4.1)— Interest free or low interest loan to individual; 
74.4(4) — Benefit not granted to a designated person; 82(2) — Attributed dividends 
deemed received by individual; 120.4 — Kiddie tax; 248(5) — Substituted property. 
See also at end of s. 74:4. 


History: Para. 74.4(2)(f) amended by 2007, c. 2, subsec. 43. 12), applicable to 
amounts received after 2005. It formerly read: 


(f) */4 of all'taxable dividends received (other than dividends deemed by section 
84 to have been received) by the individual in the year on shares that were re- 
ceived from the corporation as consideration for the transfer or as repayment for 
the loan that were excluded consideration at the time the dividends were received 

"or on shares substituted therefor that were excluded consideration at that time, 
and 


Para. 74.4(2)(g) added by 2000, c. 19, s. 10, applicable to 2000 et seg. 


Para: 74.4(2)(a) substituted by 1994, c. 7, Sch. II (1991, c. 49),.s..52, applicable to 1987 
et seq. with respect to loans and transfers made after October:27, 1986.. Para. 74.4(2)(a) 
formerly, read: 


(a) the person is a designated person in respect of the individual and would have 
been a specified shareholder of the corporation if the definition “specified share- 
holder” in subsection 248(1) were read without reference to paragraphs (a) and 
(d) of that definition, 


Regulations: 4301(c) (prescribed rate of interest for 74.4(2)(d)). 
Interpretation Bulletins: IT-394R2:.Preferred beneficiary election. 


Information Circulars: 88-2, para. 10: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


I.T. Technical News: 16 (Neuman case). 


Advance Tax Rulings: ATR-25: Estate freeze, ATR-36: Estate freeze; ATR-47: 
Transfer of assets to Realtyco. 


(3) Outstanding amount — For the purposes of subsection (2), 
the outstanding amount of a transferred property or loan at a partic- 
ular time is 


(a) in the case of a transfer of property to a corporation, the 
amount, if any, by which the fair market value of the property at 
the time of the transfer exceeds the total of 


(i) the fair market value, at the time of the transfer, of the 
consideration (other than consideration that is excluded con- 
sideration at the particular time) received by the transferor 
for the property, and 


(ii) the fair market value, at the time of receipt, of any con- 
sideration (other than consideration that is excluded consid- 
eration at the particular time) received by the transferor at or 
before the particular time from the corporation or from a per- 
son with whom the transferor deals at arm’s length, in ex- 
change for excluded consideration previously received by the 
transferor as consideration for the property or for excluded 
consideration substituted, for such consideration; 


(b) in the case of a loan of money or property to a corporation, 
the amount, if any, by which 


(i) the principal amount of the loan of money at the time the 
loan was made, or 


(ii) the fair market value of the property lent at the time. the 
loan was made, 


as the case may. be, exceeds the fair market value, at. the time the 
repayment is received by the lender, of any repayment of the 
loan (other than. a repayment that is excluded consideration .at 
the particular time). 
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(4) Benefit not granted to a designated person — For the 
purposes of subsection (2), one of the main purposes of a transfer or 
loan by an individual to a corporation shall not be considered to be 
to benefit, either directly or indirectly, a designated person in re- 
spect of the individual, where 


(a) the only interest that the designated person has in the corpo- 
ration is a beneficial interest in shares of the corporation held by 
a trust; 

(b) by the terms of the trust, the designated person may not re- 
ceive or otherwise obtain the use of any of the income or capital 
of the trust while being a designated person in respect of the 
individual; and 


(c) the designated person has not received or otherwise obtained 
the use of any of the income or capital of the trust, and no de- 
duction has been made by the trust in computing its income 
under subsection 104(6) or (12) in respect of amounts paid or 
payable to, or included in the income of, that person while being 
a designated person in respect of the individual. 
Related Provisions [s. 74.4]: 51(1)(e) — Exchange deemed transfer of convertible 
property by taxpayer to corporation; 74.5(4) — Exemption where spouses are living 
separate and apart; 74.5(5) — “Meaning of designated person’; 74.5(6) — Back-to- 
back loans and transfers; 74.5(7) — Guarantees; 74.5(9) — Transfers or loans to a 
trust; 74.5(11) — Artificial transactions; 82(2)— Dividends deemed received; 
87(2)G.7) — Amalgamations — continuing corporation; 212(12)—— No non-resident 
withholding tax where income attributed; 248(25) — Meaning of “beneficial interest”. 
Definitions [s. 74.4]: “amount” — 248(1); “arm’s length” — 251(1); “Canada” — 
255; “corporation” — 248(1), Interpretation Act 35(1); “designated person” — 74.4(1), 
74.5(5); “dividend” — 248(1); “excluded consideration” — 74.4(1); “individual”? — 
248(1); “outstanding amount” — 74.4(3); “person”, “prescribed” — 248(1); “pre- 
scribed rate” — Reg. 4301; “principal amount’, “property” — 248(1); “received” — 
248(7); “resident in Canada’ — 250; “share”, “small business. corporation” — 248(1); 
“specified individual” — 120.4(1), 248(1); “specified shareholder” — 248(1); “split in- 
come” — 120.4(1), 248(1); “substituted” — 248(5); “taxable dividend” — 89(1), 
248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3). 


74.5 (1) Transfers for fair market consideration — Notwith- 
standing any other provision of this Act, subsections 74.1(1) and (2) 
and section 74.2 do not apply to any income, gain or loss derived in 
a particular taxation year from transferred property or from property 
substituted therefor if 


(a) at the time of the transfer the fair market value of the trans- 
ferred property did not exceed the fair market value of the pro- 
perty received by the transferor as consideration for the trans- 
ferred property; 

(b) where the consideration received by the transferor included 
indebtedness, 


(1) interest was charged on the indebtedness at a rate equal to 
or greater than the lesser of 


(A) the prescribed rate that was in effect at the time the 
indebtedness was incurred, and 


(B) the rate that would, having regard to all the circum- 
stances, have been agreed on, at the time the indebtedness 
was. incurred, between parties dealing with each other at 
arm’s length, 


(ii) the amount of interest that was payable in respect of the 
particular year in respect of the indebtedness was paid not 
later than 30 days after the end of the particular year, and 


(11) the amount of interest that was payable in respect of 
each taxation year preceding the particular year in respect of 
the indebtedness was paid not later than 30 days after the end 
of each such taxation year; and 


(c) where the property was transferred to or for the benefit of the 
transferor’s spouse or common-law partner, the transferor 
elected in the transferor’s return of income under this Part for 
the taxation year in which the property was transferred not to 
have the provisions of subsection 73(1) apply. 
Related Provisions: 74.5(6) — Back-to-back loans and transfers. Seealso at end of 
s. 74.5. 


History: Subsec. 74.5(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seqg., in force July 31, 
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2000. See also the transitional rules reproduced in the History to 248(1)*common-law 
partner”. 


Regulations: 4301(c) (prescribed rate of interest for 74.5(1)(b)(i)(A)). 
Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 


fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans, of property. 


(2) Loans for value — Notwithstanding any other provision of 
this Act, subsections 74.1(1) and (2) and section 74.2 do not apply 
to any income, gain or loss derived in a particular taxation year 
from lent property or from property substituted therefor if 


(a) interest was charged on the loan at a rate equal to or greater 
than the lesser of 


(i) the prescribed rate that was in effect at the time the loan 
was made, and 


(ii) the rate that would, having regard to all the circum- 
stances, have been agreed on, at the time the loan was made, 
between parties dealing with each other at arm’s length; 


(b) the amount of interest that was payable in respect of the par- 
ticular year in respect of the loan was paid not later than 30 days 
after the end of the particular year; and 


(c) the amount of interest that was payable in respect of each 
taxation year preceding the particular year in respect of the loan 
was paid not later than 30 days after the end of each such taxa- 
tion year. 


Related Provisions: 74.5(7) — Guarantees. See also at end of s. 74.5. 
Regulations: 4301(c) (prescribed rate of interest for 74.5(2)(a)(i)). 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 
fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(3) Spouses [or common-law partners] living apart — Not- 
withstanding subsection 74.1(1) and section 74.2, where an indivi- 
dual has lent or transferred property, either directly or indirectly, by 
means of a trust or by any other means whatever, to or for the bene- 
fit of a person who is the individual’s spouse or common-law part- 
ner or who has since become the individual’s spouse or common- 
law partner, 


(a) subsection 74.1(1) does not apply to any income or loss from 
the property, or property substituted therefor, that relates to the 
period throughout which the individual is living separate and 
apart from that person because of a breakdown of their marriage 
or common-law partnership; and 


(b) section 74.2 does not apply to a disposition of the property, 
or property substituted therefor, occurring at any time while the 
individual is living separate and apart from that person because 
of a breakdown of their marriage or common-law partnership, if 
an election completed jointly with that person not to have that 
section apply is filed with the individual’s return of income 
under this Part for the taxation year that includes that time or for 
any preceding taxation year. 
History: Subsec. 74.5(3) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, and by Sch. 2, s. 9, to replace “marriage” with 
“marriage or common-law partnership”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Para. 74.5(3)(b) substituted by 1994, c. 7, Sch. I (1991, c. 49), s. 53, applicable to 
transfers of property made after May 22, 1985 and loans outstanding on or after May 
22, 1985. Para. 74.5(3)(b) formerly read: 


(b) section 74.2 does not apply with respect to a disposition of the property, or 
property substituted therefor, during the period throughout which the individual 
is living separate and apart from that person by reason of a breakdown of their 
marriage, if the individual files with the individual’s return of income under this 
Part for the taxation year during which the individual commenced to so live sep- 
arate and apart from that person an election completed jointly with that person 
not to have that section apply. 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-434R: Rental 
of real property by individual; IT-511R: Interspousal and certain other transfers and 
loans of property. 


(4) idem — No amount shall be included in computing the income 
of an individual under subsection 74.4(2) in respect of a designated 
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person in respect of the individual who is the spouse or common- 

law. partner of the individual for any period throughout which the 
individual is living separate and apart from the designated person 

by reason of a breakdown of their marriage or common-law 

partnership. 

Related Provisions: See at end of s. 74.5. 


History: Subsec. 74.5(4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, and by Sch. 2, s. 9, to replace “marriage” with 
“marriage or common-law partnership”, applicable to 2001 ef seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)““common-law 
partner”. 


(5) Definition of “designated person” — For the purposes of 
this section, “designated person” in respect of an individual, means 
a person 


(a) who is the spouse or common-law partner of the individual; 
or 


(b) who is under 18 years of age and who 
(i) does not deal with the individual at arm’s length, or 
(ii) is the niece or nephew of the individual. 


History: Subsec. 74.5(5) amended by 2000, c. 12,Sch. 2, s. 1, to replace “spouse”’, 


with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(6) Back to back loans and transfers — Where an individual 
has lent or transferred property 


(a) to another person and that property, or property substituted 
therefor, is lent or transferred by any person (in this subsection 
referred to as a “third party”) directly or indirectly to or for the 
benefit of a specified person with respect to the individual, or 


(b) to another person on condition that property be lent or trans- 
ferred by any person (in this subsection referred to as a “third 
party”) directly or indirectly to or for the benefit of a specified 
person with respect to the individual, 


the following rules apply: 


(c) for the purposes of sections 74.1, 74.2, 74.3 and 74.4, the 
property lent or transferred by the third party shall be deemed to 
have been lent or transferred, as the case may be, by the indivi- 
dual to or for the benefit of the specified person, and 


(d) for the purposes of subsection (1), the consideration received 
by the third party for the transfer of the property shall be deemed 
to have been received by the individual. 


Related Provisions: 74.5(8) — “Specified person’. See also at end-of s. 74.5. 


Selected Cases [subsec. 74.5(6)]: St-Pierre v. R., [2008] 5. C.T.C. 271 (FCA) 
(“Series” concept in subsec. 248(10) inapplicable). 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 
fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(7) Guarantees — Where an individual is obligated, either abso- 
lutely or contingently, to effect any undertaking including any guar- 
antee, covenant or agreement given to ensure the repayment, in 
whole or in part, of a loan made by any person (in this subsection 
referred to as the “third party”) directly or indirectly to or for the 
benefit of a specified person with respect to the individual or the 
payment, in whole or in part, of any interest payable in respect of 
the loan, the following rules apply: 


(a) for the purposes of sections 74.1, 74.2, 74.3 and 74.4, the 
property lent by the third party shall be deemed to have been 
lent by the individual to or for the benefit of the specified per- 
son; and 

(b) for the purposes of paragraphs (2)(b) and (c), the amount of 
interest that is paid in respect of the loan shall be deemed not to 
include any amount paid by the individual to the third party as 
interest on the loan. 

Related Provisions: 74.5(8) — “Specified person”. See also:at end of s. 74.5. 
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Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 
fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(8) Definition of “specified person” — For the purposes. of 
subsections (6) and (7), “specified person”, with respect to an indi- 
vidual, means 


(a) a designated person in respect of the individual; or 


(b) a corporation, other than a small business corporation, of 
which a designated person in respect of the individual would 
have been a specified shareholder if the definition “specified 
shareholder’ in subsection 248(1) were read without reference to 
paragraphs (a) and (d) of that definition. 

Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 


fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(9) Transfers or loans to a trust — Where a taxpayer has lent 
or, transferred property, either directly or indirectly, by means of a 
trust or by any other means whatever, to a trust in which another 
taxpayer is beneficially interested, the taxpayer shall, for the pur- 
poses of this section and sections 74.1 to'74.4, be deemed to have 
lent or transferred the property, as the ‘case may be, to or for the 
benefit of the other taxpayer. 


Related Provisions: 74.3(1) — Transfer or loan to a trust; 248(25) — Beneficially 
interested. 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 
fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(10) [Repealed] 


History: Subsec. 74.5(10) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), s. 30, appli- 
cable after 1990. (See subsec. 248(25).) Subsec. (10) formerly read: 


(10) Beneficially interested — For the purposes of this section and sections 
T4A to 74.4, a taxpayer is beneficially interested in a trust if the taxpayer has any 
right (whether immediate or future, whether absolute or contingent or whether 
conditional on or subject to the exercise of a discretionary power by any person 
or persons) to receive any of the income or capital of the trust either directly 
from the trust or indirectly through one or more’ other trusts. 


(11) Artificial transactions — Notwithstanding any other provi- 
sion of this Act, sections 74.1 to 74.4 do not apply to a transfer or 
loan of property where it may reasonably be concluded that one of 
the main reasons for the transfer or loan was to reduce the amount 
of tax that would, but for this subsection, be payable under this Part 
on the income and gains derived from the property or from property 
substituted therefor. 

Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-510: Trans- 


fers and loans of property made after May 22, 1985 to a related minor; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(12) Where sections 74.1 to 74.3 do not apply — Sections 
74.1, 74.2 and 74.3 do not apply in respect of a transfer by an indi- 
vidual of property 


(a) as a payment of a premium under a registered retirement sav- 
ings plan under which the individual’s spouse or common-law 
partner is; immediately after the transfer, the annuitant (within 
the meaning of subsection 146(1))'to the extent that the premium 
is deductible in computing the income of the individual for a 
taxation year; 


(a.1) as an amount contributed under a provincial pension plan 
prescribed for the purposes. of paragraph 60(v) under. which: the 
individual’s spouse or common-law partner is, immediately after 
the transfer, the annuitant (within the meaning assigned by sub- 
section 146(1)) or the owner of the account under the plan to the 
extent that the amount does not exceed the amount by which the 
amount prescribed for the purposes of subparagraph 60(v)(ii) for 
the year in respect of the plan exceeds the total of all other con- 
tributions to the plan for the year to the account of the spouse or 
common-law partner under the plan; 


Proposed Repeal — 74. 5(12)(a.1) 


ne ‘The December 7, 2010 draft legislation (Sask. Pension Plan), s. 6, will 
repeal para. 74.5(12)(a.1), applicable to transfers made after 2010. 


S. 74.5(12)(a.1) 


Technical Notes: Sections 74.1 to 74.5 provide attribution rules in respect of pro- 
perty transferred or loaned by an individual to certain other people. Subsection 
74.5(12) sets out a list of specified transfers of property that are exempt from the attri- 
bution rules under sections 74.1 to 74.3, including deductible premiums | paid by an 
individual to an RRSP that is a spousal or common-law partner plan in relation to the 
individual and deductible contributions made by an individual to the account of the 
individual’s spouse or common-law partner under a prescribed provincial pension plan 
(ie. the Saskatchewan Pension Plan). 


New subsection 146(21.1) deems cotiributions toa “specified pension plan” (ie. the 
Saskatchewan Pension Plan) to be premiums paid to an RRSP for various purposes of 
the Act, including paragraph 74.5(12)(a). Subsection 74.5(12) is therefore amended to 
repeal paragraph (a.1), which is no longer necessary. Pursuant to paragraph 
74.5(12)(a), deductible contributions made to a spousal account under a specified pen- 
sion plan will continue to be exempt from the attribution rules under sections 74.1 to 
74,3. 


Please see related commentary on. new subsection. 146(21. 3) which “specifies that, for 


taxation years after 2010, spousal accounts under a “specified pension plan” (i.e. the 
Saskatchewan Pension Plan) are subject to the same income attribution rules under sec- 


tion 146 as apply to spousal or common-law partner RRSPs. 


(a.2) as a payment of a contribution under a registered disability 
savings plan; 
(b) as or on account of an amount paid by the individual to an- 
other individual who is. the individual’s spouse or common-law 
partner or a person who was under 18 years of age in a taxation 
year and who 


(i) does not deal with the individual at arm’s length, or 
(ii) is the niece or nephew of the individual, 


that is deductible in computing the individual’s income for the 
year and is required to be included in computing the income of 
the other individual; or 


(c) to the individual’s spouse or common-law partner, 


(i) while the property, or property substituted for it, is held 
under a TFSA of which the spouse or common-law partner is 
the holder, and 


(ii) to the extent that the spouse or common-law partner does 
not, at the time of the contribution of the property under the 
TESA, have an excess TFSA amount (as defined in subsec- 
tion 207.01(1)). 
Related Provisions: 146(5.1)—— Amount of spousal RRSP premiums deductible; 
146(8.3) — Attribution on spousal RRSP payments if withdrawn soon; 146(21.1) — 


Contribution to Saskatchewan Pension Plan deemed to be RRSP premium for purposes 
of 74.5(12)(a). 


History: Para. 74.5(12)(c) added by 2008, c. 28, s. 6, applicable to 2009 et seq. 
Para. 74.5(12)(a.2) added by 2007, c. 35, s. 106, applicable to 2008 et seq. 


Subsec. 74.5(12) amended by 2000, c. 12, Sch. 2, s. 1, to replace. “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Interpretation Bulletins [subsec. 74.5(12)]: IT-394R2: Preferred beneficiary 
election; IT-510: Transfers and loans of property made after May 22, 1985 to a related 
minor; IT-511R: Interspousal and certain other transfers and loans of property. 


(13) Exception from attribution rules [kiddie tax] — Subsec- 
tions 74.1(1) and (2), 74.3(1) and 75(2) of this Act and section 74 of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, do not apply to any amount that is included in computing a 
specified individual’s split income for a taxation year. 

History: Subsec. 74.5(13) added by 2000, c. 19, s. 11, applicable to 2000 et seq. 
Related Provisions [s. 74.5]: 51(1)(c) — Exchange deemed transfer of convertible 
property by taxpayer to corporation; 87(2)(j.7) — Amalgamations — continuing corpo- 
ration; 248(5) — Substituted property. 

Definitions [s. 74.5]: “amount” — 248(1); “arm’s length” — 251(1); “beneficially 
interested” — 248(25); “capital gain” — 39(1)(a), 248(1); “common-law partner’, 
“common-law partnership” — 248(1); “corporation” — 248(1), Interpretation. Act 


35(1); “designated person” — 74.5(5); “individual” — 248(1); “nephew”, “niece” — 
252(2)(g); “person”, “prescribed” — 248(1); “prescribed rate’ — Reg. 4301; “pro- 
perty” — 248(1); “registered disability savings plan” — 146.4(1), 248(1); “registered 


retirement savings plan” — 146(1), 248(1); 
tion” — 248(1); “specified individual” — 120.4(1), 248(1); “specified person” — 
74.5(8); “specified shareholder” — 248(1); “split income” — 120.4(1), 248(1); “substi- 
tuted” — 248(5); “TFSA” — 146.2(5), 248(1); “taxable dividend” — 89(1), 248(1); 
“taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 


“shareholder”, “small business corpora- 
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75. (1) [Repealed under former Act] 


Selected Cases [subsec. 75(1)]: Harvey v. Canada, [1995] 1 C.T.C. 2507 (TCC) 
(Minimum formalities required where subsec. 75(1) sought to be avoided). 


(2) Trusts [revocable, etc.] — Where, by a trust created in any 
manner whatever since 1934, property is held on condition 


(a) that it or property substituted therefor may 


(i) revert to the person from whom the property or property 
for which it was substituted was directly or indirectly re- 
ceived (in this subsection referred to as “the person’), or 


(ii) pass to persons to be determined by the person at a time 
subsequent to the creation of the trust, or 


(b) that, during the existence of the person, the property shall not 
be disposed of except with the person’s consent or in accordance 
with the person’s direction, 


any income or loss from the property or from property substituted 
for the property, and any taxable capital gain or allowable capital 
loss from the disposition of the property or of property substituted 
for the property, shall, during the existence of the person while the 
person is resident in Canada, be deemed to be income or a loss, as 
the case may be, or a taxable capital gain or allowable capital loss, 
as the case may be, of the person. 

Related Provisions: 56(4.1) — Interest free or low interest loans; 73(1) — Rollover 
of capital property to revocable living trust; 74.2(2)— Deemed gain or loss; 
74.5(13) —No attribution of split income subject to kiddie tax; 75(3) — Exceptions; 
82(2) — Dividends deemed received; 94(4)(h) [proposed] — Deeming non-resident 
trust to be resident in Canada does not apply to 75(2); 107(4.1) — Denial of 107(2) 
rollover; 107.4(1)(e) — No qualifying disposition where settlor can change benefi- 
ciaries of trust; 160(1)— Tax liability —non-arm’s length property transfer; 
212(12) —Deemed payments to spouse, etc; 248(5)— Substituted property; 
256(1.2)(f)(iv) — Associated corporations — where shares owned by 75(2) trust. 


History: The portion of subsec. 75(2) after para. (a) amended by 2001, c. 17, subsec. 
55(1), applicable to taxation years that begin after 2000, The portion formerly read: 


(b) that, during the lifetime of the person, the property shail not be disposed 
of except with the person’s consent or in accordance with the person’s 
direction, 


any income or loss from the property or from property substituted therefor, any 
taxable capital gain or allowable capital loss from the disposition of the property 
or of property substituted therefor, shall, during the lifetime of the person while 
the person is resident in Canada be deemed to be income or a loss, as the case 
may be, or a taxable capital gain or allowable capital loss, as the case may be, of 
the person. 


Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 
annulment; IT-394R2: Preferred beneficiary election; IT-369R: Attribution of trust in- 
come to settlor, IT-447: Residence of a trust or estate; IT-531: Eligible funeral 
arrangements. 

I.T. Technical News: 7 (revocable living trusts; protective trusts). 


CRA Audit Manual: 15.7.13: Application of attribution rules to trusts. 


(3) Exceptions — Subsection (2) does not apply to property held 
in a taxation year 


(a) by a trust governed by a deferred profit sharing plan, an em- 
ployee benefit plan, an employees profit sharing plan, a regis- 
tered disability savings plan, a registered education savings plan, 
a registered pension plan, a registered retirement income fund, a 
registered retirement savings plan, a registered supplementary 
unemployment benefit plan, a retirement compensation arrange- 
ment or a TFSA; 


(b) by an employee life and health trust, an employee trust, a 
related segregated fund trust (within the meaning assigned by 
paragraph 138.1(1)(a)), a trust described in paragraph (a.1) of 
the definition “trust” in subsection 108(1), or a trust described in 
paragraph 149(1)(y); 
(c) by a trust that 

(i) is not resident in Canada, 


(ii) is resident in a country under the laws of which an in- 
come tax is imposed, 


(ili) is exempt under the laws referred to in sanpuradiabn (11) 
from the payment of income tax to the government of the 
country of which the trust is a resident, and 


422 


Subdivision f — Rules Relating to Computation of Income 


(iv) was established principally in connection with, or the 
principal purpose of which is to administer or provide bene- 
fits under, one or more superannuation, pension or retirement 
funds or plans or any funds or plans established to provide 
employee benefits; 


‘ D by a Sues ine Sue A iene trust; or 


; and p para. 75(3)(c.3) (as corrected by eRe en Fina f 
ber T; 2010), applicable to taxation years that begin after 2000 ae that 
tion years that end before 2007, it shall be read as follows: LD 

(c.3) oe a trust om is pati, but would be resident i in Canada for the 


the person. for pass to ‘other’ persons cacianntned? 4) that ino Subsect 

exempts. property. held by certain trusts from this attribution rule.” EN 
Subsection 75(3) is amended by — references. to new paragraphs 7s03Ne2 2) nd : 
(¢.3). . 
New paragraph 15(3)(c. 2) ee toa. é propeuy of a ‘trust if os trust, acquired the 
Property from an. Saleen: contributor” (a i L i 


New paesraph 75)(c. 3) ensures ss thie ebaclion 75(2) does not apply to property 
held by a trust in respect of which all of the contributors are either non-resident or 
recent immigrants fo Canada (i.e., none of the contributors to the trust has been resi- 


dent in Canada for more than 60 months). This exception is consistent with similar _ 


60-month exemptions in section 94 (see subsection 94(3) and [para. (a) of each of — 
ed.] the definitions “connected contri or” ” and * ‘resident contrib sti 
94( 1) and section 94.2. - ; 


Letter from Dept. of Finance, May ¢ 9, 2001: . 

Dear [xxx] | oe . a - 
Tam responding to your faxed ieters ‘to Mr. Victor Picwow dated April 30, 2001 | 
concerning the Legislative Proposals and Explanatory Notes on Taxation of 
Resident Trusts and Foreign Investment Entities (the “Legislative Proposals”) 


leased by the Department of Finance by way of Finance Canada News Release num- 
ber eeee) dated Ju ies 00, As you. fo ANON, tera anada News | 


(the “Act”) to exempt what may be termed “60 month immigration trusts” from the 
application of subsection 75(2) of the Act. In your letter, you have suggested that the 


implementation date in respect of the proposed Subsection: 75) ‘eece stiould 


remain as taxation years beginning after 2000. 


From a tax policy standpoint, we have no objections to your suggestion. ions 
quently, we are prepared to recommend to the Minister hat the Bee subsection 
75(3) amendment be revised so Mat) ce 


¢ in respect of trust taxation years pesingieg after 2001, it is substan in the 
form announced on June 22, 2000, and — 


* in respect of any particular trust taxation year that peeine: in 2001, dikes is an 
exemption from subsection 75(2) for a trust that, pursuant to the Act as it reads 
in its application to trust taxation years commencing after 2001, is non- -resident 
for the purposes of computing the trust’s income for the particular year, notwith- 

, Standing that there is a person who is, at the end of the particular year, both 
resident in Canada and a contributor (as defined in section 94, as it reads i in its, 
application to trust taxation years commencing after 2001) to the trust. 


We advise, however, that the proposed subsection 75(3) amendment is part and p 
cel of the Legislative Proposals and that at this juncture it would be premature to _ 


S. 75.1(1)(d) (ii) 


a to whether we would be. prepared to propose an amendment to subsec- 
f Commons except in conjunction with the Leg- 


rectory Tox Legislation I ivision, Tax Policy Bed 
000 and October 10, 2001 ed] 


8 ian Emewein, ] 
[identical letters dated November 1, 


(d) by a prescribed trust. 


History: Para. 75(3)(b) amended es 2010, c. 25, s. 14, applicable after 2009. It for- 
merly read: 


(b) by an-employee trust, a related segregated fund trust (within the meaning 
assigned by paragraph 138.1(1)(a)), a trust described in paragraph (a.1) of the 
definition “trust” in ‘subsection 108(1), or a ‘trust’ described in’ paragraph 
149(1)(y); 
Para. 75(3)(a):amended to substitute “, a retirement compensation arrangement or a 
TFSA” for “ora retirement compensation arrangement’, by 2008, 'c.28, s: 7, applicable 
to 2009 et seq. 
Para. 75(3)(a) amended to add “a registered disability savings plan”, by 2007, c. 35, s. 
107, applicable to 2008 et seq. 
Paras. 75(3)(a) and (b) amended by 2001, c. 17, subsec. 55(2), para. (a) applicable to 
taxation years that end after October 8, 1986 and, notwithstanding subsecs. 152(4) to 
(5), the Minister of National Revenue shall make any assessments, reassessments and 
additional assessments of ‘tax, interest and penalties that are necessary to give effect to 
the words “retirement compensation arrangement” in para. 75(3)(a); and para. (b) ap- 
plicable to 1999 et seg. The paras. formerly read: 
(a) by a trust governed by a registered pension plan, an employees profit sharing 
plan, a registered supplementary unemployment benefit plan, a registered retire- 
ment savings plan, a deferred profit sharing plan, a registered education savings 
plan, a registered retirement income fund or an employee benefit’ plan; 
(b) by an employee trust, a related segregated fund trust (within the meaning 
assigned by paragraph 138.1(1)(a)) or a trust described in paragraph 149(1)(y); 
Para. 75(3)(c.L) amended by. 1998, c. 19, s. 13, applicable to taxation years that end 
after February 22, 1994. The para. formerly read: 
(c.1) by a mining reclamation trust; or 
Para. 75(3)(c.1) added by 1995, c. 3, s. 21, applicable to taxation years that end after 
February 22, 1994. 
Regulations [subsec. 75(3)]: No trusts prescribed for 75(3)(d). 
Definitions [s. 75]: “allowable capital loss” — 38(b), 248(1); “Canada” — 255; 
“capital gain’, “capital loss” — 39(1), 248(1); “contributor” — 94(1); “deferred profit 
sharing plan” — 147(1), 248(1); “employee benefit plan” —248(1); “employee life 
and health: trust” — 144.1(2), 248(1); “employee trust’ — 248(1); “employees profit 
sharing plan” — 144(1), 248(1); “individual”, “non-resident”, “person”, “property”, 
qualifying environmental trust” —248(1); “registered disability savings plan” — 
146.4(1), 248(1); “registered education savings plan” — 146.1(1), 248(1); “registered 
pension plan” — 248(1);. “registered retirement income fund” — 146.3(1), 248(1); 
“registered retirement savings plan” — 146(1), 248(1); “registered supplementary un- 
employment benefit plan” — 145(1), 248(1); “related segregated .fund trust’ — 
138.1(1)(a); “resident in Canada” — 94(3)(a)(vili), 250; “retirement compensation ar- 
rangement” — 248(1); “substituted” — 248(5); “TFSA” — 146.2(5), 248(1); “taxable 
capital gain” — 38(a), 248(1); “taxation year’ — 249; “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3). 
Interpretation Bulletins [s. 75]: IT-268R3: /nter vivos transfer of farm property to 
child; IT-369R: Attribution of trust income to settlor. 


75.1 (1) Gain or loss deemed that of transferor — Where 


(a) subsection 73(3) or (4) applied to the transfer of property (in 
this subsection referred to as “transferred property”) by a tax- 
payer to a child of the taxpayer, 
(b) the transfer was made at less than the fair market value of the 
transferred property immediately before the time of the transfer, 
and 
(c) in a taxation year, the transferee disposed of the transferred 
property and did not, before the end of that year, attain the age 
of 18 years, 
the following rules apply: 

(d) the amount, if any, by which 

(i) the total of the transferee’s taxable capital gains for the 

_ year from dispositions of transferred property 

exceeds 


(ii) the total of the transferee’s allowable capital losses for 
the year from dispositions of transferred property, 
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shall, during the lifetime of the transferor while the transferor is 
resident in Canada, be deemed to be a taxable capital gain of the 
transferor for the year from the disposition of property, 


(e) the amount, if any, by which the total determined under sub- 
paragraph (d)(ii) exceeds the total determined under subpara- 
graph (d)(i) shall, during the lifetime of the transferor while the 
transferor is resident in Canada, be deemed to be an allowable 
capital loss of the transferor for the year from the disposition of 
property, and 


(f) any taxable capital gain or allowable capital loss taken into 
account in computing an amount described in paragraph (d) or 
the amount described in paragraph (e) shall, except for the pur- 
poses of those paragraphs, to the extent that the amount so de- 
scribed is deemed by virtue of this subsection to be a taxable 
capital gain or an allowable capital loss of the transferor, be 
deemed not to be a taxable capital gain or an allowable capital 
loss, as the case may be, of the transferee. 


Related Provisions: 74.2(2) — Deemed gain or loss. 


History: Para. 75.1(1)(a) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 54, applicable 
to property transferred after 1989. Para. 75.1(1)(a) formerly read: 


(a) a taxpayer has, after 1971, transferred property (in this subsection referred to 
as “transferred property”) to a child of the taxpayer in circumstances where sub- 
section 73(3) applied in respect of the transfer, 


(2) Definition of “child” — For the purposes of this section, 
“child” of a taxpayer includes a child of the taxpayer’s child and a 
child of the taxpayer’s child’s child. 

Related Provisions: 70(10) — Parallel definition for other purposes; 252(1) — Fur- 
ther extended meaning of “child”. 

Definitions [s. 75.1]: “allowable capital loss” — 38(b), 248(1); “amount” — 248(1); 
“Canada” — 255; “child” — 75.1(2), 252(1); “property” — 248(1); “resident in Can- 
ada” — 250; “taxable capital gain” — 38(a), 248(1); “taxation year” — 249; “tax 
payer” — 248(1); “transferred property” — 75.1(1)(a). 

Interpretation Bulletins [s. 75.1]: IT-268R4: Inter vivos transfer of farm property 
to child. 


Proposed Addition — 75.2 


75.2 Rules applicable with respect to “qualifying trust 
annuity” — If an amount paid to acquire a qualifying trust annu- 
ity with respect to a taxpayer was deductible under Paragraph 
60(1) in computing the taxpayer’ s income, | 


(a) any amount that is paid out of or under the annuity at any 

particular time after 2005 and before the death of the taxpayer 
is deemed to have been received out of or under the annuity at 

the particular time by the taxpayer, and not to have been re- 

ceived by any other taxpayer; and 


(b) if the taxpayer dies after 2005. 


(i) an amount equal to the fair sarees value é the annuity 
at the time of the taxpayer’s death is deemed to have been 
received, immediately before the taxpayer’ s death, by the © 
taxpayer out of or under the annuity, and 


(it) for the purpose of subsection 70(5), the annuity is to be : 
disregarded in determining the fair market value (immedi- 
ately before the taxpayer’s death) of the taxpayer’s interest 
in the trust that is the annuitant under the annuity. = 


Application: The July 16, 2010 draft Jeon (Part ! — oo s. 38, will add 
s. 75.2, applicable after 2005. ; 


Technical Notes (July 2010): New section 75.2 provides attribution rules in 
respect of a “qualifying trust annuity” with respect to a taxpayer (as defined in new 
subsection 60.011(2)), the purchase price of which is deductible by the taxpayer 
under paragraph 60(1), A distinguishing feature of such an annuity is that the annui- 
tant thereunder is a qualifying trust under which the taxpayer is a beneficiary. 


Paragraph 75.2(a) deems any amount paid out of or under such an annuity at any 
time after 2005 and before the taxpayer’s death to have been received at that time by 
the taxpayer. The taxpayer is required, by paragraph 56(1)(d.2) of the Act, to include 
this amount in computing the taxpayer’s income for the year in which they are 
deemed to have received the amount, as would be the case if the taxpayer were the 
annuitant under the annuity. Paragraph 75.2(a) also deems the amount not to have 
been received by any other taxpayer, thus ensuring that the amount, although payable 
to the trust that is the annuitant under the annuity, is disregarded in determining the 
trust’s income for tax purposes. 
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Paragraph 75.2(b) contains special provisions that apply where a taxpayer who was 
entitled to a deduction under paragraph 60(1) for the purchase price of a qualifying 
trust annuity with respect to the taxpayer dies after 2005. Subparagraph 75.2(b)(i) 
deems the taxpayer to have received, immediately before death, an amount out of or 
under the annuity equal to the fair market value of the annuity at that time. This 
amount is included, also under paragraph 56(1)(d.2), in computing the ph aeke s 
income for the taxation year that includes that time. 


Subparagraph 75.2(b)(ii) provides for the annuity to be disregarded in determining, 
for the purpose of subsection 70(5), the fair market value of the taxpayer's interest in 
the trust that is the annuitant under the annuity. Subsection 70(5) deems a deceased 
taxpayer to have disposed of each capital property owned by the taxpayer immedi- 
ately before death for proceeds equal to the fair market value of the property at that 
time. To the extent that subsection 70(5) deems a taxpayer who dies after 2005 to 
have disposed of an interest in a trust that is the annuitant under a qualifying trust 
annuity with Tespect to the taxpayer, subparagraph 75.2(b)(ii) ensures — by disre- 
garding the annuity in determining the fair market value of the taxpayer’s interest in 
the trust — that the taxpayer is hot oe to double taxation with Tespect to the 
annuity. 


Related Provisions: 60.011(2) — Qualifying trust annuity; 160.2(2. 1, Q. 2)- — 
Joint and several liability for tax under 75.2. 


Definitions [s. 75.2]: “amount” — 248(1); “qualifying trust annuity” — 
248(1); “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 


60.011(2), 


76. (1) Security in satisfaction of income debt — Where a 
person receives a security or other right or a certificate of indebted- 
ness or other evidence of indebtedness wholly or partially as pay- 
ment of, in lieu of payment of or in satisfaction of, a debt that is 
then payable, the amount of which debt would be included in com- 
puting the person’s income if it were paid, the value of the security, 
right or indebtedness or the applicable portion thereof shall, not- 
withstanding the form or legal effect of the transaction, be included 
in computing the person’s income for the taxation year in which it 
is received. 

Related Provisions: 214(4) — Non-resident — securities. 

History: Subsec. 76(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 55, applicable 


to securities, rights, certificates of indebtedness and other evidences of indebtedness 
received after July 13, 1990. Subsec. 76(1) formerly read: 


76. (1) Security in satisfaction of income debt — Where a person has received 
a security or other right or a certificate of indebtedness or other evidence of in- 
debtedness wholly or partially as, in lieu of payment of, or in satisfaction of, a 
debt that was then payable, the amount of which debt would be included in com- 
puting the person’s income if it had been paid, the value of the security, right or 
indebtedness or the applicable portion thereof shall, notwithstanding the form or 
legal effect of the transaction, be included in computing the person’s income for 
the taxation year in which it was received. 


Selected Cases [subsec. 76(1)]: Nellis v. R., [1986] 2 C.T.C. 216 (FCTD) (Mort- 
gage received in satisfaction of debt was security in lieu of payment and included in 
income); Pendray Farms Ltd. et al. v. R., [1980] C.T.C. 109 (FCTD) (Amounts re- 
ceived in cash by marketing association as agent and then by taxpayer in “revolving 
loan fund certificates’’ taxable). 

Advance Tax Rulings: ATR-6: Vendor reacquires business assets following default 
by purchaser. 


(2) ldem — Where a security or other right or a certificate of in- 
debtedness or other evidence of indebtedness is received by a per- 
son wholly or partially as payment of, in lieu of payment of or in 
satisfaction of, a debt before the debt is payable, but is not itself 
payable or redeemable before the day on which the debt is payable, 
it shall, for the purpose of subsection (1), be deemed to be received 
by the person holding it at that time when the debt becomes 
payable. 

History: Subsec. 76(2) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 55, applicable 


to securities, rights, certificates of indebtedness and other evidences of indebtedness 
received after July 13, 1990. Subsec. 76(2) formerly read: 


(2) Idem — Where a security or other right or a certificate of indebtedness or 
other evidence of indebtedness has been received by a person wholly or partially 
as, in lieu of payment of, or in satisfaction of, a debt before the debt was payable, 
but was not itself payable or redeemable before the day on which the debt was 
payable, it shall, for the purpose of subsection (1), be deemed to have been re- 
ceived when the debt became payable by the person holding it at that time. 


Interpretation Bulletins: IT-77R: Securities in satisfaction of an income debt 
(archived). 


(3) Section enacted for greater certainty — This section is 
enacted for greater certainty and shall not be construed as limiting 


424 


Subdivision f — Rules Relating to Computation of Income 


the generality of the other provisions of this Part by which amounts 
are required to be included in computing income. 


(4) [Grain] Debt deemed not to be income debt — Where a 
cash purchase ticket or other form of settlement prescribed pursuant 
to the Canada Grain Act or by the Minister is issued to a taxpayer 
in respect of grain delivered ina taxation year.of.a taxpayer to a 
primary elevator or process elevator and the ticket or other form of 
settlement entitles the holder thereof to payment by the operator of 
the elevator of the purchase price, without interest, stated in the 
ticket for the grain at a date that is after the end of that taxation 
year, the amount of the purchase price: stated in the ticket or other 
form of settlement shall, notwithstanding any other provision of this 
section, be included in computing the income of the taxpayer to 


whom the ticket or other form of settlement was issued for the tax- . 


payer’s taxation year immediately following the taxation year in 
which the grain was delivered and not for the taxation year in which 
the grain was delivered. 


Related Provisions: 76(5) — Meaning of certain expressions. 


Interpretation Bulletins: IT-184R: Deferred cash purchase tickets issued for grain; 
IT-433R: Farming or fishing — use of cash method. 


CRA Audit Manual: 27.12.4: Farming and fishing income — income tax saa 
tions — deferred cash purchase tickets. 


(5) Definitions of certain expressions — In subsection (4), the 
expressions “cash purchase ticket’, “operator”, “primary elevator” 
and “process elevator” have the meanings assigned by the Canada 
Grain Act and “grain” means wheat, oats, barley, rye, flaxseed and 
rapeseed produced in the designated area defined by the Canadian 
Wheat Board Act. 


Related Provisions: 24 — Ceasing to carry on business; 214(4) — Non-resident’ s 
tax on securities income. 


Definitions [s. 76]: ‘amount’ — 248(1); “cash purchase ticket”, “grain” —76(5); 
“Minister” — 248(1); “operator” — 76(5); Ng — 248(1); “primary. elevator”, 
“process elevator’ — 76(5); “taxpayer” — 248(1); “taxation year” — 249. 


76.1 (1) Non-resident moving debt from Canadian _busi- 
ness — If at any time a debt obligation of a non-resident taxpayer 
that is denominated in.a foreign currency ceases to be an obligation 
of the taxpayer in respect of a business or part of a business carried 
on by the taxpayer in Canada immediately before that time (other 
than an obligation in respect of which the taxpayer ceased to be 
indebted at that time), for the purpose of determining the amount of 
any income, loss, capital gain or capital loss due to the fluctuation 
in the value of the foreign currency relative to Canadian currency, 
the taxpayer is deemed to have settled the debt obligation immedi- 
ately before that time at the amount outstanding on account of its 
principal amount. 


(2) Non-resident assuming debt — If at any time a debt obli- 
gation of a non-resident taxpayer that is denominated in a foreign 
currency becomes an obligation of the taxpayer in respect of a busi- 
ness or part of a business that the taxpayer carries on in Canada 
after that time (other than an obligation in respect of which the tax- 
payer became indebted at that time), the amount of any income, 
loss, capital gain or capital-loss in respect of the obligation due to 
the fluctuation in the value of the foreign currency relative to Cana- 
dian currency shall be determined based on the amount of the obli- 
gation in Canadian currency at that time. 


Related Provisions: 261 — Functional currency reporting. 


History: S. 76.1 added by 2001, c. 17, s. 56, applicable after June 27, 1999 in respect 
of an authorized foreign bank, and after August 8, 2000 in any other case. 


Definitions [s. 76.1]: “amount”, “business” — 248(1); “Canada” — 255, Interpreta- 
tion Act 35(1); “Canadian currency” — 261(5)(f)(i); “capital gain” — 39(1)(a), 248(1); 
“capital loss” —39(1)(b), 248(1); “foreign currency’, “non-resident”, “principal 
amount” — 248(1); “resident in Canada” — 94(3)(a)(viii), 250; “taxpayer” — 248(1). 


Interpretation Bulletins. [s. 76.1]: IT-77R: Securities in satisfaction of an income 
debt. 


77. [Repealed] 


S. 78(3) 


History: S. 77 repealed by 1995, c. 21, s. 52, applicable to exchanges occurring after 
October 1994..S. 77 formerly read: 


77. Bond conversion — Where a bond of a debtor is acquired by a taxpayer in 
exchange for another bond of the same debtor and 


(a) the terms of the bond for which it was exchanged conferred on the holder 
thereof the right to make the exchange, and 


(b) the amount payable to the holder of the bond on its maturity is the same 
as the amount that would have been payable to the holder of the bond for 
which it was exchanged on the maturity of that bond, 


the cost of the bond so acquired and the sale price of the bond for which it was 
exchanged shall be deemed to be, 


(c) in the event that the bond that was exchanged was property described in 
an inventory of a business carried on by the taxpayer, the amount at which it 
had been valued at the end of the last complete fiscal period of the business 
preceding the exchange, or 


(d) in any other event, the adjusted cost base to the taxpayer of the bond that 
was exchanged, immediately before the exchange. 


78. (1) Unpaid amounts — Where an amount in respect of a de- 
ductible outlay or expense that was owing by a taxpayer to a person 
with whom the taxpayer was not dealing at arm’s length at the time 
the outlay or expense was incurred and ‘at the end of the second 
taxation year following the taxation year in which the outlay or ex- 
pense was incurred, is unpaid at the end of that second taxation 
year, either 


(a) the amount so unpaid shall be included in computing the tax- 
payer’s income for the third taxation year following the taxation 
year in which the outlay or expense was incurred, or 


(b) where the taxpayer and that person have filed an agreement 
in prescribed form’on or before the day on or before which the 
taxpayer is required by section 150 to file the taxpayer’s return 
of income for the third succeeding taxation year, for the pur- 
poses of this Act the following rules apply: 


(i) the amount so unpaid shall be deemed to have been paid 
by the taxpayer and received by that person on the first day 
of that third taxation year, and section 153, except subsection 
153(3), is applicable to the extent that it would apply if that 
amount were being paid to that person by the taxpayer, and 


(ii) that person:shall be deemed to have .made a loan to the 

taxpayer on. the first day of that third taxation year in an 

amount equal to the amount:so unpaid: minus the amount, if 

any, deducted or withheld therefrom by the taxpayer on ac- 

count of that person’s tax for that\ third taxation. year. 
Related Provisions: 12(1)(b) — Income inclusion for certain amounts not received 
until after end of year; 78(3)— Late filing; 78(4), (5) — Unpaid remuneration; 
80(1)“excluded obligation’(c) — Obligation not subject to debt forgiveness rules; 
127(26) — Parallel rule for unpaid amounts re investment tax credit; 248(1)“salary 
deferral arrangement’(k) — No SDA where bonus paid within 3 years. 


Interpretation Bulletins: IT-109R2: Unpaid IT-152R3: 
reserves — sale of land. 


Information Circulars: 88-2, para. 16: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


amounts; Special 


Forms: T2047: Agreement in respect of unpaid amounts. 


(2) Idem — Where an amount in respect of a deductible outlay or 
expense that was owing by a taxpayer that is a corporation to a per- 
son with whom the taxpayer was not dealing at arm’s length is un- 
paid at the time when the taxpayer is wound up, and the taxpayer is 
wound up before the end of the second taxation year following the 
taxation year in which the outlay or expense was incurred, the 
amount so unpaid shall be included in computing the taxpayer’s in- 
come for the taxation year in which it is wound up. 

Related Provisions: 80(1)“excluded obligation” (c) — Obligation not subject to debt 
forgiveness rules. 


Interpretation Bulletins: IT-109R2: Unpaid amounts; 
“Winding-up”. 


IT-126R2: Meaning of 


(3) Late filing — Where, in respect of an amount described in sub- 
section (1) that was owing by a taxpayer toa person, an agreement 
in a form prescribed for the purposes of this section is filed after the 
day on or before which the agreement is required to be filed for the 
purposes of paragraph (1)(b), both paragraphs (1)(a) and (b) apply 


425 


S. 78(3) 


in respect of the said amount, except that paragraph (1)(a) shall be 
read and construed as requiring 25% only of the said amount to be 
included in computing the taxpayer’s income. 


Interpretation Bulletins: IT-109R2: Unpaid amounts. 


(4) Unpaid remuneration and other amounts — Where an 
amount in respect of a taxpayer’s expense that is a superannuation 
or pension benefit, a retiring allowance, salary, wages or other re- 
muneration (other than reasonable vacation or holiday pay or a de- 
ferred amount under a salary deferral arrangement) in respect of an 
office or employment is unpaid on the day that is 180 days after the 
end of the taxation year in which the expense was incurred, for the 
purposes of this Act other than this subsection, the amount shall be 
deemed not to have been incurred as an expense in the year and 
shall be deemed to be incurred as an expense in the taxation year in 
which the amount is paid. 

Related Provisions: 37(11) — SR&ED expense must be claimed as such even if not 
deductible due to 78(4); 78(5) — 78(4) takes priority over 78(1); 80(1)“excluded obli- 
gation’’(c) — Obligation not subject to debt forgiveness rules; 127(9)“investment tax 
credit’’(m) — investment tax credit must be claimed as such even if not deductible due 
to 78(4); 127(26) — Unpaid amounts re investment tax credit; 248(1)“salary deferral 
arrangement’(k) — No SDA where bonus paid within 3 years. 

History: Subsec. 78(4) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 56, to add “a 
superannuation or pension benefit, a retiring allowance”, applicable to expenses _in- 
curred after July 1990. 

For earlier History, see under 78(5). 


Selected Cases [subsec. 78(4)]: R. v. V and R Enterprises Ltd., [1979] C.T.C. 465 
(FCTD) (Payments at year-end to officers in addition to basic salaries were not “bo- 
nuses”, but part of regular remuneration, and deductible); McClain Industries of 
Canada Inc. v. R., [1978] C.T.C. 511. (FCTD) (Unpaid commissions assigned to non- 
resident company taxable as benefits conferred on another). 


Interpretation Bulletins: IT-109R2: Unpaid amounts. 
1.T. Technical News: 38 (subsec. 78(4) — liability assumed by third party). 


(5) Where subsec. (1) does not apply — Subsection (1) does 
not apply in any case where subsection (4) applies. 

Selected Cases [s. 78]: Dow Chemical Canada Inc. v., R., [2009] 1 C.T.C. 11 
(FCA); rev’g [2008] 3 C.T.C. 2376 (TCC) (First taxation year of amalgamated com- 
pany deemed to be third of predecessor company). 

Definitions [s. 78]: “amount” — 248(1); “arm’s length” — 251(1); “corporation” — 


248(1), Interpretation Act 35(1); “deferred amount”, “émployment’, “office”, “per- 


son”, “prescribed”, “retiring allowance”, “salary deferral arrangement”, “salary or 
wages’, “superannuation or pension benefit” — 248(1); “taxation year” — 11(2), 249; 
“taxpayer” — 248(1). 

Interpretation Bulletins [s. 78]: IT-109R2: Unpaid amounts; IT-152R3: Special 
reserves — sale of land. 


79. [Surrender of property — debtor] — (1) Definitions — 
In this section, 


“creditor” of a particular person includes a person to whom the 
particular person is obligated to pay an amount under a mortgage, 
hypothecary claim or similar obligation and, where property was 
sold to the particular person under a conditional sales agreement, 
the seller of the property (or any assignee with respect to the agree- 
ment) is deemed to be a creditor of the particular person in respect 
of that property; 

Related Provisions: 79.1(1)“creditor’ — Definition applies to s. 79.1. 

“debt” includes an obligation to pay an amount under a mortgage, 


hypothecary claim or similar obligation or under a conditional sales 
agreement; 


Related Provisions: 79.1(1)“debt” — Definition applies to s. 79.1. 


“person” includes a partnership; 
Related Provisions: 79.1(1)“person” — Definition applies to s. 79.1. 


“property” does not include 
(a) money, or 


(b) indebtedness owed by or guaranteed by the government of a 
country, or a province, state, or other political subdivision of 
that country; 


Related Provisions: 79.1(1)“property” — Definition applies to s. 79.1. 
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“specified amount” at any time of a debt owed or assumed by a 
person means 


(a) the unpaid principal amount of the debt at that time, and 


(b) unpaid interest accrued to that time on the debt. 
Related Provisions: 79.1(1)‘specified amount” — Definition applies to s. 79.1. 
History: The definition “creditor” in subsec. 79(1) amended to add “hypothecary 


claim” and replace “shall be deemed” with “is deemed” by 2001, c. 17, s. 209, in force 
on June 14, 2001. 


The definition “debt” in subsec. 79(1) amended to add the words “hypothecary claim” 
by the said c. 17, s. 209, in force on June 14, 2001. 


(2) Surrender of property — For the purposes of this section, a 
property is surrendered at any time by a person to another person 
where the beneficial ownership of the property is acquired or reac- 
quired at that time from the person by the other person and the ac- 
quisition or reacquisition of the property was in consequence of the 
person’s failure to pay all or part of one or more specified amounts 
of debts owed by the person to the other person immediately before 
that time. 


Related Provisions: 79.1(2) — Seizure of property by creditor; 180.2(1)“adjusted 
income” — No OAS clawback on gain to which 79(2) applies. 


(3) Proceeds of disposition for debtor — Where a particular 
property is surrendered at any time by a person (in this subsection 
referred to as the “debtor’’) to a creditor of the debtor, the debtor’s 
proceeds of disposition of the particular property shall be deemed to 
be the amount determined by the formula 


(A+B+C+D4+E-F)x2 


where 


A is the total of all specified amounts of debts of the debtor that 
are in respect of properties surrendered at that time by the debtor 
to the creditor and that are owing immediately before that time 
to the creditor; 


Bis the total of all amounts each of which is a specified amount of 
a debt that is owed by the debtor immediately before that time to 
a person (other than the creditor), to the extent that the amount 
ceases to be owing by the debtor as a consequence of properties 
being surrendered at that time by the debtor to the creditor; 


C_ is the total of all amounts each of which is a specified amount of 
a particular debt that is owed by the debtor immediately before 
that time to a person (other than a specified amount included in 
the amount determined for A or B as a consequence of proper- 
ties being surrendered at that time by the debtor to the creditor), 
where 


(a) any property surrendered at that time by the debtor to the 
creditor was security for 


(1) the particular debt, and 


(ii) another debt that is owed by the debtor immediately 
before that time to the creditor, and 


(b) the other debt is subordinate to the particular debt in re- 
spect of that property; 


(a) where a specified amount of a debt owed by the debtor 
immediately before that time to a person (other than the cred- 
itor) ceases, as a consequence of the surrender at that time of 
properties by the debtor to the creditor, to be secured by all 
properties owned by the debtor immediately before that time, 
the lesser of 


(i) the amount, if any, by which the total of all such speci- 
fied amounts exceeds the portion of that total included in 
any of the amounts determined for B or C as a conse- 
quence of properties being surrendered at that time by the 
debtor to the creditor, and 


(ii) the amount, if any, by which the total cost amount to 
the debtor of all properties surrendered at that time by the 
debtor to the creditor exceeds the total amount that would, 
but for this description and the description of F, be deter- 
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mined under this subsection as a consequence of the sur- 
render, and 


(b) in any other case, nil; 


(a) where the particular property is surrendered at that time 
by the debtor in circumstances in which paragraph 69(1)(b) 
would, but for this subsection, apply and the fair market 
value of all properties surrendered at that time by the debtor 
to the creditor exceeds the amount that would, but for this 
description and the description of F, be determined under this 
subsection as a consequence of the surrender, that excess, 
and . 


(b) in any other case, nil; 
F is the total of all amounts each of which is the lesser of 


(a) the portion of a particular specified amount of a particular 
debt included in the amount determined for A, B, C or D in 
computing the debtor’s proceeds of disposition of the partic- 
ular property, and 


(b) the total of 


(1) all amounts included under paragraph 6(1)(a) or sub- 
section 15(1) in computing the income of any person be- 
cause the particular debt was settled, or deemed by sub- 
section 80.01(8) to have been settled, at or before the end 
of the taxation year that includes that time, 


(ii) all, amounts renounced under subsection. 66(10), 
(10.1), (10.2) or (10.3) by the debtor in, respect of the par- 
ticular debt, 


(iii) all amounts each of which is.a forgiven amount 
(within the meaning assigned by subsection 80(1)) in re- 
spect of the debt at a previous time that the particular debt 
was deemed by subsection 80.01(8) to have been settled, 


(iv) where the particular debt is an excluded obligation 
(within the meaning assigned by subsection 80(1)), the 
particular specified amount, and 


(v) the lesser. of 


(A) the unpaid interest accrued to that time on the par- 
ticular debt, and 


(B) the total of 


(1) the amount, if any, by which the total of all 
amounts included: because of section 80.4 in com- 
puting the debtor’s income for the taxation year 
that includes that time or for.a preceding taxation 
year in respect of interest on the particular debt ex- 
ceeds the total of all amounts paid before that time 
on account of interest on the particular debt, and 


(II) such portion of that unpaid interest as would, if 
it were paid, be included in the amount determined 
under paragraph 28(1)(e) in respect of the debtor; 


G, is the fair market value at that time. of the particular property; 
and 


H_ is the fair market value at that time of all properties surrendered 
by the debtor to the creditor at that time. 


Related Provisions: 13(21) ‘proceeds of disposition” (h) — Inclusion for depreciable 
property rules; 15(1.21)(b) — Inclusion under 79(3) ignored for calculating shareholder 
benefit from forgiven amount; 18(9.3) — Rule where debtor previously prepaid inter- 
est; 79(2) — Meaning of “surrendered”; 79(4) — Subsequent payment by debtor; 
79(5) — Where amount included in consequence of properties being surrendered 
before the year; 79(7) — Where debt denominated in foreign currency; 80(1)“forgiven 
amount”B(f) — Debt forgiveness rules do not apply; 87(2)(h.1) — Amalgamations — 
continuing corporation; 118(2)B — Inclusion under s. 79 ignored for old age credit 
threshold; _122.5(1)“adjusted income’’(a)(ii),__—-«122.6“adjusted __ income”(a)(ii), 
122.7(1)“adjusted net income”(b), 180.2(1)“adjusted income” (a)(ii) — Inclusion under 
s. 79 ignored for GST/HST credit threshold, Child Tax Benefit threshold, Working In- 
come Tax Benefit threshold and Old Age Security clawback threshold; 257 — Formula 
cannot calculate to less than zero. 


Interpretation Bulletins: IT-505: Mortgage foreclosures and conditional sales re- 
possessions (archived). 


S. 79 


(4) Subsequent payment by debtor — An amount paid at any 
time by a person as, on account of or in satisfaction of, a specified 
amount of a debt that can reasonably be considered to have been 
included in the amount determined for A, C or D in subsection (3) 
in respect of a property surrendered before that time by the person 
shall be deemed to be a repayment of assistance, at that time in 
respect of the property, to which 


(a) subsection 39(13) applies, where the property was capital 
property (other than depreciable property) of the person immedi- 
ately before its surrender; 


(b) paragraph 20(1)(hh.1) applies, where the cost of the property 
to the person was an eligible capital expenditure; 


(c) the description of, Ein the definition “cumulative Canadian 
exploration expense” in subsection 66.1(6), the description of D 
in the definition “cumulative Canadian development expense” in 
subsection 66:2(5) or the description of D in the definition “cu- 
mulative Canadian oil and gas property expense” in subsection 
66.4(5), as the case may be, applies, where the cost of the pro- 
perty to the person was a Canadian exploration expense, a Cana- 
dian development expense or a Canadian oil and gas property 
expense; or 


(d) paragraph 20(1)(hh), applies, in any other case. 


(5) Subsequent application with respect to employee or 
shareholder debt— Any amount included under paragraph 
6(1)(a) or subsection 15(1) in computing a person’s income for a 
taxation year that can reasonably be considered to have been in- 
cluded in the amount determined for A, C or D in subsection (3) as 
a consequence of properties being surrendered before the year by 
the person shall be deemed to be a repayment by the person, imme- 
diately before the end of the year, of assistance to which subsection 
(4) applies. 


Forms: T2-SCH 11:. Transactions with shareholders, officers, or employees. 


(6) Surrender of property not payment or repayment by 
debtor — Where a specified amount of a debt is included in the 
amount determined at any time for A, B, C or D in subsection (3) in 
respect of a property surrendered at that time by a person to a credi- 
tor of the person, for the purpose of computing the person’s income, 
no amount.shall be considered to have been paid or repaid by the 
person as a consequence of the acquisition or reacquisition. of the 
surrendered property by the creditor. 


Advance Tax Rulings: ATR-6: Vendor reacquires business assets following default 
by purchaser. 


(7) Foreign exchange — Where a debt is denominated in a cur- 
rency (other than Canadian currency), any amount determined for 
A, B, C or D in subsection (3) in respect of the debt shall be deter- 
mined with reference to the relative value of that currency and Ca- 
nadian currency at the time the debt was issued. 


Related Provisions: 261(2)(b) — 79(7) overrides. general, currency conversion rules; 
261(5)(c), (fi) — Functional currency reporting. 


History [s. 79]: S. 79 amended by 1995, c.'21, subsec. 26(1), applicable to property 
acquired or reacquired after February 21, 1994, other than property acquired or reac- 
quired pursuant to a court order made before February 22, 1994. Subsec. 26(3) of 1995, 
c.21, provides that where a taxpayer so elects in writing filed with the Minister of 
National Revenue, para. 79(f) shall apply to the taxpayer in respect of property reac- 
quired by the taxpayer after 1991 as if it read as follows: 


(e.1) where the property is capital property of the taxpayer and was disposed of 
by the taxpayer to the other person in the year and subsequently reacquired by 
the taxpayer in the year, the taxpayer’s proceeds of disposition of the property 
shall be deemed to be the lesser of the proceeds of disposition of the property to 
the taxpayer (determined without reference to this paragraph) and the amount 
that is the greater of: 


(i) the amount, if any, by which such proceeds (determined, without refer- 
ence to this paragraph) exceeds such portion of the proceeds as is repre- 
sented by the taxpayer’s claim, and 


(ii) the cost amount to the taxpayer of the property immediately before its 
disposition by the taxpayer; 


(f) the taxpayer shall be deemed to have reacquired the property at the amount, if 
any, by which the cost at that time of the taxpayer’s claim exceeds the amount 
described in subparagraph (e)(i) or (11) in respect of that property or the’amount, 
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if any, by which the proceeds of disposition of the property are reduced because 
of paragraph (e.1), as the case may be; 


S. 79 formerly read: 


79. Mortgage foreclosures and conditional sales repossessions — Where, 
at any time in a taxation year, a taxpayer who 


(a) was a mortgagee or other creditor of another person who had previously 
acquired property, or 


(b) had previously sold property to another person under a conditional sales 
agreement, 


has acquired or reacquired the beneficial ownership of the property in conse- 
quence of the other person’s failure to pay all or any part of an amount (in this 
section referred to as the “taxpayer’s claim”) owing by that person to the tax- 
payer, the following rules apply: 


(c) there shall be included, in computing the other person’s proceeds of dis- 
position of the property, the principal amount of the taxpayer’s claim plus all 
amounts each of which is the principal amount :of any debt that had been 
owing by the other person, to the extent. that it has been extinguished by 
virtue of the acquisition or reacquisition, as the case may be, 


(d) any amount paid by the other person after the acquisition or reacquisi- 
tion, as the case may be, as, on account of or in satisfaction of the taxpayer’s 
claim shall be deemed to be a loss of that person, for that person’s taxation 
year in which payment of that amount was made, from the disposition of the 
property, 

(e) in computing the income of the taxpayer for the year, 


(i) the amount, if any, claimed. by the taxpayer under subparagraph 
40(1)(a)(i1i) or 44(1)(e)(ii) in computing the taxpayer’s gain for the im- 
mediately preceding taxation year from the disposition of the property, 
and 


(ii) the amount, if any, deducted under paragraph 20(1)(n) in computing 
the income of the taxpayer for the immediately preceding year in respect 
of the property, 


shall be deemed to be nil, 


(f) the taxpayer shall be deemed to have acquired or reacquired, as the case 
may be, the property at the amount, if any, by which the cost at that time of 
the taxpayer’s claim exceeds the amount described in subparagraph (e)(i) or 
(ii), as the case may be, in respect of the property, 


(g) the adjusted cost base to the taxpayer of the taxpayer’s claim shall be 
deemed to be nil, and 


(h) in computing the taxpayer’s income for the year or a subsequent year, no 
amount is deductible in respect of the taxpayer’s claim by virtue of para- 
graph 20(1)(1) or (p). 


Subpara. 79(e)(i) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 57, to add “or 
44(1)(e)(iii)”, applicable 


(a) to property in respect of which a taxpayer has claimed an amount under sub- 
para. 44(1)(e)(iii) and that was reacquired by the taxpayer after 1985 and before 
July 13, 1990, where the taxpayer so elects before July 1991, and 


(b) to property acquired or reacquired after July 12, 1990, 


and, notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest and pen- 
alties shall be made as are necessary to give effect to an election made pursuant to para. 
(a). 


Selected Cases [s. 79]: Waltz v. R., [2001] 2 C.T.C. 2627 (TCC) (Proper time for 
calculation of foreign exchange gain or loss is date of foreclosure); Jones v. R., [1999] 
1 C.T.C. 2644 (TCC) (Surrender and subrogation gave rise to new creditor; provision 
applicable); Hallbauer v. R., [1998] 3 C.T.C. 115 (FCA); aff'd [1997] 1 C.T.C. 2428 
(TCC) (Non-contingent, irreversible transfers were dispositions); Corbett v. Canada, 
[1997] 1 C.T.C. 2 (FCA) (Section intended to apply where no fixed price of sale. No 
conflict with ss. 13 and 54); Peters (D.L.) v. Canada, [1993] 1 C.T.C. 2628 (TCC) 
(Section 80 applies to unpaid interest on obligation to which section 79 applied); 
Moysey (R.) v. Canada, |1992] 2 C.T.C. 2657 (TCC) (Section applies only to principal 
amount extinguished, not unpaid interest); Ward v. R., [1988] 1 C.T.C. 336 (FCTD) 
(Member of group purchasing “golf course” operation permitted to deduct share of loss 
after foreclosure). 


Definitions [s. 79]: “amount” — 248(1); “assistance” — 79(4), 125.4(5), 248(16), 
(16.1), (18), (18.1); “beneficial ownership” — 248(3); “Canadian currency” — 
261(5)(f)(i); “Canadian exploration expense” — 66.1(6), 248(1); “Canadian deyelop- 
ment expense” — 66.2(5), 248(1); “Canadian oil and gas property expense” — 66.4(5), 
248(1); “creditor”, “debt” —79(1); “debtor” —79(3); “eligible capital expendi- 
ture” — 14(5), 248(1); “person” — 79(1), 248(1); “principal amount” — 248(1); “‘pro- 
perty” — 79(1), 248(1); “province” — Interpretation Act 35(1); “specified amount” — 
79(1); “surrendered” — 79(2); “taxation year” — 249. 


79.1 [Seizure of property — creditor] — (1) Definitions — 
In this section, 


“creditor” has the meaning assigned by subsection 79(1); 


Income Tax Act, Part I, Division B 


“debt” has the meaning assigned by subsection 79(1); 

“person” has the meaning assigned by subsection 79(1); 
“property” has the meaning assigned by subsection 79(1); 
“specified amount” has the meaning assigned by subsection 79(1); 


“specified cost” to a person of a debt owing to the person means 


(a) where the debt is capital property of the person, the adjusted 
cost base to the person of the debt, and 


(b) in any other case, the amount, if any, by which 
(i) the cost amount to the person of the debt 
exceeds 


(ii) such portion of that cost amount as would be deductible 
in computing the person’s income (otherwise than in respect 
of the principal amount of the debt) if the debt were estab- 
lished by the person to have become a bad debt or to have 
become uncollectable. 


Related Provisions: 20(1)(p), 20(4)-(4.2), 50(1) — Provisions allowing deductions 
for bad debts. 


(2) Seizure of property — Subject to subsection (2.1) and for the 
purpose of this section, a property is seized at any time by a person 
in respect of a debt where 


(a) the beneficial ownership of the property is acquired or reac- 
quired at that time by the person; and 


(b) the acquisition or reacquisition of the property is in conse- 
quence of another person’s failure to pay to the person all or part 
of the specified amount of the debt. 
Related Provisions: 50(1) — Deemed disposition of debt on bad debt, windup, 
insolvency or bankruptcy; 79(2) — Surrender of property by debtor; 79.1(2.1) — Ex- 
ception — foreign resource property; 138(11.93)(a) — Section 79.1 does not apply to 
insurer. 
History: Subsec. 79.1(2) amended by 2001, c. 17, s. 57, applicable in respect of pro- 
perty acquired or reacquired after February 27, 2000. The subsec. formerly read: 
(2) For the purposes of this section, a property is seized at any time by a person 
in respect of a debt where the beneficial ownership of the property is acquired or 
reacquired at that time by the person and the acquisition or reacquisition of the 
property was in consequence of another person’s failure to pay to the person all 
or part of the specified amount of the debt. 


(2.1) Exception — For the purpose of this section, foreign re- 
source property is deemed not to be seized at any time from 


(a) an individual or a corporation, if the individual or corpora- 
tion is non-resident at that time; or 


(b) a partnership (other than a partnership each member of 
which is resident in Canada at that time). 


History: Subsec. 79.1(2.1) added by 2001, c. 17, s. 57, applicable in respect of pro- 
perty acquired or reacquired after February 27, 2000. 


(3) Creditor’s capital gains reserves — Where a property is 
seized at any time in a particular taxation year by a creditor in re- 
spect of a debt, for the purpose of computing the income of the 
creditor for the particular year, the amount claimed by the creditor 
under subparagraph 40(1)(a)(iit) or 44(1)(e)(ii) in computing the 
creditor’s gain for the preceding taxation year from any disposition 
before the particular year of the property shall be deemed to be the 
amount, if any, by which the amount so claimed exceeds the total of 
all amounts each of which is an amount determined under para- 
graph (6)(a) or (b) in respect of the seizure. 


(4) Creditor’s inventory reserves — Where a property is 
seized at any time in a particular taxation year by a creditor in re- 
spect of a debt, for the purpose of computing the income of the 
creditor for the particular year, the amount deducted under para- 
graph 20(1)(n) in computing the income of the creditor for the pre- 
ceding taxation year in respect of any disposition of the property 
before the particular year shall be deemed to be the amount, if any, 
by which the amount so deducted exceeds the total of all amounts 
each of which is an amount determined under paragraph (6)(a) or 
(b) in respect of the seizure. 
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(5) Adjustment where disposition and reacquisition of 
capital property in same year — Where a property is seized at 
any time in a taxation year by a creditor in respect of one or more 

debts and the property was capital property of the creditor that was 
disposed of by the creditor at a previous time in the year, the pro- 
ceeds of disposition of the property to the creditor at the previous 
time shall be deemed to be the lesser of the amount of the proceeds 
(determined without reference to this subsection) and the amount 
that is the greater of 


(a) the amount, if any, by which the amount of such proceeds 
(determined without reference to this subsection) exceeds such 
portion of the proceeds as is) represented by the specified 
amounts of those debts immediately before that time, and 


(b) the cost amount to the creditor of the property immediately 
before the previous time. 


(6) Cost of seized properties for creditor — Where a particu- 
lar property is seized at any. time in a taxation year by a creditor in 
respect of one or more debts, the cost to the creditor of the particu- 
lar property shall be deemed to be the amount, if any, by which the 
total of 


(a) that proportion of the total specified costs immediately 
before that time to the creditor of those debts that 


(i) the fair market value of the particular property immedi- 
ately before that time 


is of 
(11) the fair market value of all properties immediately before 


that time that were seized by the creditor at that time in re- 
spect of those debts, and 


(b) all amounts each of which is an outlay or expense made or 
incurred, or a specified amount at that time of a debt that is as- 
sumed, by the creditor at or before that time to protect the credi- 
tor’s interest in the particular property, except to the extent the 
Orsay or expense 


Proposed Amendment - _ 79. 1(6)(b) Spening. words — 


2 79. eee by aibetitalial eersditor’ s indere 
civil law the creditor’ s tight,” for “creditor” s interest 


Assent. _ 
Technical Notes ‘Daly 2010): oe onder £124) 


(i) was included in the cost to the creditor of ibang aca other 
than the particular property, 


(11) was included before that time in computing, for the pur- 
poses of this Act, any balance of undeducted outlays, ex- 
penses or other amounts of the creditor, or 


(iii) was deductible in computing the creditor’s income for 
the year or a preceding taxation year 


exceeds 


(c) the amount, if any, claimed or deducted under paragraph 
20(1)(n) or subparagraph 40(1)(a)(iii) or 44(1)(e) (iii), as the case 
may be, in respect of the particular property in computing the 
creditor’s income or capital gain for the preceding taxation year 
or the amount by which the proceeds of disposition of the credi- 
tor of the particular property are reduced because of subsection 
(5) in respect of a disposition of the particular property by the 
creditor occurring before that time and in the year. 


Related Provisions: 79.1(3) — Capital gains reserve; 79.1(4) — Inventory reserve. 
(7) Treatment of debt — Where a property is seized at any time 
in a taxation year by a creditor in respect of a particular debt, 


(a) the creditor shall be deemed to have disposed of the particu- 
lar debt at that time; 


(b) the amount received on account of the particular debt as a 
consequence of the seizure shall be deemed 


(i) to be received at that time, and 


to come into force on Royal 


S. 80(1) com 


(11) to be equal to 


(A) where the particular debt is capital property, the ad- 
justed cost base to the creditor of the particular debt, and 


(B) in any other case, the cost amount to the creditor of 
the particular debt; 


(c) where any portion of the particular debt is outstanding imme- 
diately after that time, the creditor shall be deemed to have reac- 
quired that portion immediately after that time at a cost equal to 


(i) where the particular debt is capital property, nil, and 
(ii) in any other case, the amount, if any, by which 

(A) the cost amount to the creditor of the particular debt 
exceeds : 


(B) the specified cost to the creditor of the particular debt; 
and 


(d) where no portion of the particular debt is outstanding imme- 
diately after that time and the particular debt is not capital pro- 
perty, the creditor may deduct as a bad debt in computing the 
creditor’s income for the year the:amount described in subpara- 
graph (c)(ii) in respect of the seizure. 


Related Provisions: 79.1(8)— No deduction for principal amount of bad debt; 
142.4(3)(a) — Disposition of specified debt obligation. 


(8) Claims for debts — Where a property is seized at any time in 
a taxation year by a creditor in respect of a debt, no amount in re- 
spect of the debt 


(a) is deductible in computing the creditor’s income for the year 
or a subsequent taxation year as a bad, doubtful or impaired 
debt; or 


(b) shall be included after that time in computing, for the pur- 
poses of this Act, any balance of undeducted outlays, expenses 
or other amounts of the creditor as a bad, doubtful or impaired 
debt. 


Related Provisions: 50(1)(a) — Deemed disposition of bad debt; 79.1(7)(d) — De- 
duction by creditor for bad debt. 


History: Subsec. 79.1(8) amended by 1998, c. 19, s. 110, applicable 
(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b). 


The subsec. formerly read: 


(8) Claims for bad and doubtful debts — Where a property is seized at any 
time in a taxation year by a creditor in respect of a debt, no amount in respect of 
the principal amount of the debt shall be 


(a) deductible in computing, the creditor’s income for the year or a subse- 
quent taxation year as a bad or doubtful debt; or 


(b) included after that. time in computing, for the purposes of this Act, any 
balance of undeducted outlays, expenses or other amounts of the creditor as 
a bad or doubtful debt. 


S. 79.1 added by 1995, c. 21, s. 26, applicable to property acquired or reacquired after 
February 21, 1994, other than property acquired or reacquired pursuant to a court order 
made before February 22, 1994: 


Definitions [s. 79.1]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “ben- 
eficial ownership” — 248(3); “capital gain” — 39(1), 248(1); “capital property” — 54, 
248(1); “corporation” — 248(1), Interpretation Act 35(1); “ ; “cost 
amount” — 248(1); “creditor”, “debt” — 79(1), 79:1(1); “disposition” — 248(1); “for- 
eign. resource, property” — 66(15), 248(1); “individual”, “non-resident” — 248(1); 
“person” — 79(1), 79.1(1), 248(1); “principal amount” — 248(1); “proceeds of dispo- 
sition” — 54; “property” — 79(1), -.79.1(1), °248(1);° “resident in» Canada” — 
94(3)(a)(viii), 250; “seized” — 79.1(2); “specified amount” — 79(1), 79.1(1);. “speci- 
fied cost” — 79.1(1); “taxation year” — 249. 


80. [Debt forgiveness] — (1) Definitions — In this section, 
“commercial debt obligation” issued by a debtor means a debt ob- 
ligation issued by the debtor 


(a) where interest was paid or payable by the debtor in respect of 
. it pursuant to a legal obligation, or 


(b) if interest had been paid or payable by the debtor in respect 
of it pursuant to a legal obligation, 
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an amount in respect of the interest was or would have been deduct- 
ible in computing the debtor’s income, taxable income or taxable 
income earned in Canada, as the case may be, if this Act were read 
without reference to subsections 15.1(2) and 15.2(2), paragraph 
18(1)(g), subsections 18(2), (3.1) and (4) and section 21; 

Related Provisions: 6(15)— Income inclusion on forgiveness of debt owing by 
employee; 80.01(1)“commercial debt obligation” — Definition applies to s. 80.01; 
80.02(1) — Definition applies to s. 80.02; 80.03(1)(a) — Definition applies to s. 80.03; 
80.03(7)(b)(i) — Commercial debt obligation deemed issued where amount designated; 
80.04(1) — Definition applies to s. 80.04; 80.04(4)(e) — Commercial debt obligation 
deemed issued on agreement to transfer forgiven amount; 95(2)(g.1)(i) — Application 
to FAPI; 248(26) — Liability deemed to be obligation issued by debtor; 248(27) — 
Partial settlement of debt obligation. 


“commercial obligation” issued by a debtor means 
(a) a commercial debt obligation issued by the debtor, or 


(b) a distress preferred share issued by the debtor; 


Related Provisions: 40(2)(e.2) — Disposition of commercial obligation in exchange 
for another obligation issued by same person; 80(2)(b) — Obligation to pay interest 
deemed to be a debt obligation; 80.01(1)“commercial obligation” — Definition applies 
to s. 80.01; 80.02(1) — Definition applies to s. 80.02; 80.03(1)(a) — Definition applies 
to s. 80.03; 80.04(1) — Definition applies to s. 80.04. 


“debtor” includes any corporation that has issued a distress pre- 
ferred share and any partnership; 


Related Provisions: 80.01(1)“debtor” — Definition applies to s. 80.01; 80.04(1) — 
Definition applies to s. 80.04. 


“directed person” at any time in respect of a debtor means 


(a) a taxable Canadian corporation or an eligible Canadian part- 
nership by which the debtor is controlled at that time, or 


(b) a taxable Canadian corporation or an eligible Canadian part- 
nership that is controlled at that time by 


(i) the debtor, 


(ii) the debtor and one or more persons related to the debtor, 
or 


(iii) a person or group of persons by which the debtor is con- 
trolled at that time; 


Related Provisions: 80.04(1) — Definition applies to s. 80.04; 256(6), (6.1) — 
Meaning of “controlled”. 


“distress preferred share” issued by a corporation means, at any 
time, a share issued after February 21, 1994 (other than a share is- 
sued pursuant to an agreement in writing entered into on or before 
that date) by the corporation that is a share described in paragraph 
(e) of the definition “term preferred share” in subsection 248(1) that 
would be a term preferred share at that time if that definition were 
read without reference to paragraphs (e) and (f); 

Related Provisions: 61.3(1)(b)D, 61.3(2)(b)D — Deduction of principal amount of 
distress preferred share in determining debt forgiveness reserve; 80.01(1)“distress pre- 


ferred share” — Definition applies to s. 80.01; 80.02(1) — Definition applies to s. 
80.02; 80.03(1)(a) — Definition applies to s. 80.03. 


“eligible Canadian partnership” at any time means a Canadian 
partnership none of the members of which is, at that time, 
(a) a non-resident owned investment corporation, 


(b) a person exempt, because of subsection 149(1), from tax 
under this Part on all or part of the person’s taxable income, 


(c) a partnership, other than an eligible Canadian partnership, or 
(d) a trust, other than a trust in which no non-resident person and 


no person described in paragraph (a), (b) or (c) is beneficially 
interested; 
Related Provisions: 80.04(1) — Definition applies to s. 80.04; 102(1) — Canadian 
partnership. 


“excluded obligation’? means an obligation issued by a debtor 
where 


(a) the proceeds from the issue of the obligation 


(i) were included in computing the debtor’s income or, but 
for the expression “other than a prescribed amount” in para- 
graph 12(1)(x), would have been so included, 
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(ii) were deducted in computing, for the purposes of this Act, 
any balance of undeducted outlays, expenses or other 
amounts, or 


(iii) were deducted in computing the capital cost or cost 
amount to the debtor of any property of the debtor, 


(b) an amount paid by the debtor in satisfaction of the entire 
principal amount of the obligation would be included in the 
amount determined under paragraph 28(1)(e) or section 30 in re- 
spect of the debtor, 


(c) section 78 applies to the obligation, or 


(d) the principal amount of the obligation would, if this Act were 
read without reference to sections. 79 and 80 and the obligation 
were settled without any amount being paid in satisfaction of its 
principal amount, be included in computing the debtor’s income 
because of the settlement of the obligation; 
Related Provisions: 79(3)F(b)(iv) — Proceeds of disposition for debtor, 80(1)‘‘for- 
given amount” B(j) — Debt forgiveness rules do not apply to principal amount of ex- 
cluded obligation; 80(2)(a) — Debt forgiveness rules do not apply to obligation settled 
as consideration for share described in para. (c). 


“excluded property” means property of a non-resident debtor that 
is treaty-protected property or that is not taxable Canadian property; 


Related Provisions: 111(9) — Losses ignored while taxpayer is non-resident. 


History: The definition “excluded property” in subsec. 80(1) amended by 1999, c. 22, 
s. 21, applicable to 1998 et seg. The definition formerly read: 


“excluded property” at any time means property of a non-resident debtor that 
would not be taxable Canadian property of the debtor if it were disposed of at 
that time by the debtor; 


“excluded security” issued by a corporation to a person as consid- 
eration for the settlement of a debt means 


(a) a distress preferred share issued by the corporation to. the 
person, or 


(b) a share issued by the corporation to the person under the 
terms of the debt, where the debt was a bond, debenture or note 
listed on a designated stock exchange in Canada and the terms 
for the conversion to the share were not established or substan- 
tially modified after the later of February 22, 1994 and the time 
that the bond, debenture or note was issued; 

History: Para. (b) of the definition “excluded security” in subsec. 80(1) amended to 


substitute “designated stock exchange” for “prescribed stock exchange” by 2007, c. 35, 
s. 21, applicable after December 13, 2007. : 


“forgiven amount” at any time in respect of a commercial obliga- 
tion issued by a debtor is the amount determined by the formula 


A-B 
where 


A. is the lesser of the amount for which the obligation was issued 
and the principal amount of the obligation, and 


B is the total of 


(a) the amount, if any, paid at that time in satisfaction of the 
principal amount of the obligation, 


(b) the amount, if any, included under paragraph 6(1)(a) or 
subsection 15(1) in computing the income of any person be- 
cause of the settlement of the obligation at that time, 


(c) the amount, if any, deducted at that time under paragraph 
18(9.3)(f) in computing the forgiven amount in respect of the 
obligation, 


(d) the capital gain, if any, of the debtor resulting from the 
application of subsection 39(3) to the purchase at that time of 
the obligation by the debtor, 


(e) such portion of the principal amount of the obligation as 
relates to an amount renounced under subsection 66(10), 
(10.1), (10.2) or (10.3) by the debtor, 


~ (f) any portion of the principal amount of the obligation that 
is included in the amount determined for A, B, C or D in 
subsection 79(3) in respect of the debtor for the taxation year 
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of the debtor that includes that time or for a préceding taxa- 
tion year, 


(g) the total of all amounts each of which is a forgiven 
amount at a previous time that the obligation was deemed by 
subsection 80.01(8) or (9) to have been settled, 


(h) such portion of the principal amount of the obligation as 
can reasonably be considered to have been included under 
section 80.4 in computing the debtor’s income for a taxation 
year that includes that time or for a preceding taxation year, 


(i) where the debtor is a bdakiepe at that time, the principal 
amount of the obligation, 


(j) such portion of the principal amount of the obligation as 
represents the principal amount of an excluded obligation, 


(k) where the debtor isa partnership and the obligation was, 
, since the later of the creation of the partnership, or the issue 
of the obligation, always payable to a member of the partner- 
ship actively engaged, on a regular, continuous and substan- 
tial basis, in those activities of the partnership that are other 
than the financing of the partnership business, the principal 
amount of the obligation, and 


(1) the amount, if any, given at or before that time by the | 


debtor to another person as consideration for the assumption 
by the other person of the obligation; 


Related Provisions: 6(15.1) — Meaning of “forgiven amount” for employee bene- 
fits; 15(1.21) — Meaning of “forgiven amount” for shareholder benefits; 80(2)(k) — 
Determination of forgiven amount where obligation denominated in foreign currency; 
80.01(1) “forgiven amount”’— Application of definition to's. 80.01; '80:01(8)(b) — De- 
termination of forgiven amount on debt parking; 80.02(3)—-(6) — Distress. preferred 
share — determination of amount paid in satisfaction of principal; 80.03(1)(a) — Defi- 
nition applies to s. 80.03; 80.03(7)(b)(ii) — Deemed forgiven amount where amount 
designated after debt forgiveness; 80.04(1) — Definition. applies to s. 80.04; 
80.04(4)(f) — Agreement to transfer forgiven amount; 87(2)(h.1) — Amalgama- 
tions — continuing corporation; 137.1(10) — Settlement of debts by: deposit insurance 
corporation; 248(26) — Liability deemed to be obligation issued by debtor; 248(27) — 
Partial settlement of debt obligation; 257 — Formula cannot calculate to less than zero. 


.T.Application Rules: 26(1.1) (debt outstanding since before 1972). 


Advance Tax Rulings: ATR-27: Exchange and acquisition of interests in capital 
properties through rollovers and winding-up (“butterfly”). 


I.T. Technical News: 15 (tax consequences of the adoption of the “euro” currency). 


“‘person”’ includes a partnership; 


Related Provisions: 80(15)(c) — Where commercial debt eplssiee issued by part- — 


nership; 80.01(1)“person’” — Definition applies to s. 80.01; 80.02(1) — Definition ap- 
plies to s. 80.02; 80.03(1)(a) Epon diese: applies to s. 80.03; 80.04(1) — Definition 
applies to s. 80.04. 


“relevant loss balance” at a particular time for a commercial obli- 
gation and in respect of a debtor’s non-capital loss, farm loss, re- 
stricted farm loss or net capital loss, as the case may be, for a partic- 
ular taxation year means the amount of such loss that would be 
deductible in computing the debtor’s taxable income or taxable in- 
come earned in Canada, as the case may be, for the taxation year 
that includes that time if 


(a) the debtor had sufficient incomes from all sources and suffi- 
cient taxable capital gains, 


(b) subsections (3) and (4) did not apply to reduce such loss at or 
after that time, and 


(c) paragraph 111(4)(a) and subsection 111(5) did not apply to 
the debtor, 


except that, where the debtor is a corporation the control of which 
was acquired at a previous time by a person or group of persons and 
the particular year ended before the previous time, the relevant loss 
balance at the particular time for the obligation and in respect of 
such loss for the particular year shall be deemed to be nil unless 


(d) the obligation was issued by the debtor before, and not in 
contemplation of, the acquisition of control, or 


(e) all or substantially all of the proceeds from the issue of the 
obligation were used to satisfy the principal amount of another 
obligation to which paragraph (d) or this paragraph would apply 
if the other obligation were still outstanding; 
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Related Provisions: 80(15)(c)(iv)(B) — Application of para. (e) of definition where 
obligation issued. by partnership; 80.04(4)(h)(ii) — Application of para. (e) of defini- 
tion on agreement to transfer forgiven amount; 139.1(18) — Holding ‘corporation 
deemed not to acquire control of insurer on demutualization; 256(6)—(9) —, Whether 
control acquired; 256(8) — Deemed acquisition of shares. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement). 


“successor pool” at any time for a commercial obligation and in 
respect of an amount determined in relation to a debtor means the 
portion of that amount that would be deductible under subsection 
66.7(2), (2.3), (3), (4) or (5), as the case may be, in computing the 
debtor’s income for the taxation year that includes that time, if 


(a) the debtor had sufficient incomes from all sources, 


(b) subsection (8) did not apply to reduce the amount so deter- 
mined at that time, 


(c) the year ended immediately after that time, and 


(d) paragraphs 66.7(2. 3)(a), (4)(a) and (5)(a) were read without 
reference to the expressions “30% of”, “30% of” and “10% of’, 
respectively, 


except that the successor pool at that time for the obligation is 
deemed to be nil unless 


(e) the obligation was issued by the debtor before, and. not. in 
contemplation of,..the event described in paragraph (8)(a) that 
gives rise to the deductibility under subsection 66.7(2), (2:3), 
(3), (4) or (5), as the case may be, of all or part of that amount in 
computing the debtor’s income, or 


(f) all or substantially, all of the proceeds from. the issue of the 
obligation were used to satisfy the principal amount.of another 
obligation to which paragraph (e) or this paragraph would apply 
if the other obligation were still outstanding; 
Related Provisions: 80(15)(c)(iv)(B) — Application of para. (f) of definition where 
obligation issued by partnership; 80.04(4)(h)(ii) — Application of para. (f) of definition 
on agreement to transfer forgiven amount; 256(8)'— Deemed ‘acquisition of shares. 


History: The portion of the definition “successor pool” in subsec. 80(1) before para. 
(f) amended by 2001, c. 17, subsec. 58(1), applicable to taxation years that begin after 
2000. The portion formerly read: 


“successor pool” at any time for a commercial obligation and in respect of an 
amount determined in relation to a debtor means such portion of that amount as 
would be deductible under subsection 66.7(2), (3), (4) or (5), as the case may be, 
in computing the debtor’s income for the taxation year that includes that time, if 


(a) the debtor had sufficient incomes from all sources, 
(b) subsection (8) did not apply to reduce the amount so determined at that 
time, 
(c) the year ended immediately after that time, and 
(d) paragraplis 66.7(4)(a) and (5)(a) were read without reference to the ex- 
pressions “30% of’ and. “10% of’, respectively, 
except that the successor pool at that time for the obligation shall be deemed to 
be nil unless 


(e) the obligation was issued by the debtor before, and not in contemplation 
of, the event described in paragraph (8)(a) that gives rise to the deductibility 
under subsection 66.7(2), (3), (4) or (5), as the case may be, of all or part of 
that amount in computing the debtor’s income, or 


“unrecognized loss” at a particular time, in respect of an obligation 
issued by a debtor, from the disposition of a property means the 
amount that would, but for subparagraph 40(2)(g)(ii), be a capital 
loss from the disposition by the debtor at or before the particular 
time of a debt or other right to receive an amount, except that where 
the debtor is a corporation the control of which was acquired before 
the particular time and after the time of the disposition by. a person 
or group of persons, the unrecognized loss at the particular time in 
respect of the obligation is deemed to be nil unless 


(a) the obligation was issued by the debtor before, and not in 
contemplation of, the acquisition of control, or 


(b) all or substantially all of the proceeds from the issue of the 
obligation were used to satisfy the principal amount of another 
obligation to which paragraph (a) or this paragraph would apply 
if the other obligation were still outstanding. 
Related Provisions: 80(15)(c)(iv)(B) — Application of para. (b) of definition where 
obligation issued by partnership; 80.04(4)(h)(ii) — Application of para. (b) of defini- 
tion on agreement to transfer forgiven amount; 87(2)(1.21) — Amalgamations — con- 
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tinuing corporation; 139.1(18) — Holding corporation deemed not to acquire control of 
insurer on demutualization; 256(6)-(9)— Whether control acquired; 256(8)— 
Deemed acquisition of shares. 

History: The opening words of the definition “unrecognized loss” in subsec. 80(1) 
amended by 1998, c. 19, subsec. 111(1), applicable to taxation years that end after 
February 21, 1994. The opening words formerly read: 


“unrecognized loss” at a particular time, in respect of an obligation issued by a 
debtor, from the disposition of a property means the amount that would, but for 
subparagraph 40(2)(g)(ii), be a capital loss from the disposition at or before the 
particular time of a debt or other right to receive an amount, except that where 
the debtor is a corporation the control of which was acquired before the particu- 
lar time and after the time of the disposition by a person or group of persons, the 
unrecognized loss at the particular time in respect of the obligation shall be 
deemed to be nil unless 


(2) Application of debt forgiveness rules — For the purposes 
of this section, 


(a) [when obligation settled] — an obligation issued by a 
debtor is settled at any time where the obligation is settled or 
extinguished at that time (otherwise than by way of a bequest or 
inheritance or as consideration for the issue of a share described 
in paragraph (b) of the definition “excluded security” in subsec- 
tion (1)); 
Related Provisions: 6(15) — Forgiveness of debt owing by employee — taxable 
benefit; 15(1.2) — Forgiveness of debt owing by shareholder — taxable benefit; 
80.01(2)(a) — Application to s. 80.01; 80.01(3)-(9) — Deemed settlement of debts; 
80.02(2)(c) — Meaning of “settled” for distress preferred share; 80.02(7)(a) — 
Deemed settlement where share ceases to be distress preferred share; 80.03(7)(b)(i) — 
Deemed settlement where amount designated; 80.04(3) — Application to s. 80.04; 
80.04(4)(e) — Deemed settlement on agreement to transfer forgiven amount. 


(b) [interest deemed to be obligation] — an amount of in- 
terest payable by a debtor in respect of an obligation issued by 
the debtor shall be deemed to be an obligation issued by the 
debtor that 


(i) has a principal amount, and 
(ii) was issued by the debtor for an amount, 


equal to the portion of the amount of such interest that was de- 
ductible or would, but for subsection 18(2) or (3.1) or section 
21, have been deductible in computing the debtor’s income for a 
taxation year; 
Related Provisions: 6(15.1)(d), 15(1.21)(d) — 80(2)(b) ignored for employee and 
shareholder benefit purposes; 80.01(2)(a) — Application to s. 80.01; 80.04(3) — Ap- 
plication to s. 80.04. 


(c) [ordering of rules] — subsections (3) to (5) and (7) to (13) 
apply in numerical order to the forgiven amount in respect of a 
commercial obligation; 

Related Provisions: 80(15) — Deduction by member of partnership; 80.04(4)(b) — 


Transfer of forgiven amount to related person after maximum designations; 248(27)(b), 
(c) — Partial settlement of debt deemed to be proportional to entire amount. 


(d) [applicable fraction] — the applicable fraction of the un- 
applied portion of a forgiven amount at any time in respect of an 
obligation issued by the debtor is in respect of a loss for any 
other taxation year, the fraction required to be used under sec- 
tion 38 for that year; 


(e) [where applicable fraction reduces loss] — where an 
applicable fraction (as determined under paragraph (d)) of the 
unapplied portion of a forgiven amount is applied under subsec- 
tion (4) to reduce at any time a loss for a taxation year, the por- 
tion of the forgiven amount so applied shall, except for the pur- 
pose of reducing the loss, be deemed to be the quotient obtained 
when the amount of the reduction is divided by the applicable 
fraction; 


(f) [Cumulative eligible capital] — where */: of the unapplied 
portion of a forgiven amount is applied under subsection (7) to 
reduce cumulative eligible capital, except for the purpose of re- 
ducing the cumulative eligible capital, the portion of the for- 
given amount so applied shall be deemed to be */s of the amount 
of the reduction; 
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(g) [amount paid in satisfaction of debt] — where a corpo- 
ration issues a share (other than an excluded security) to a per- 
son as consideration for the settlement of a debt issued by the 
corporation and payable to the person, the amount paid in satis- 
faction of the debt because of the issue of the share is deemed to 
be equal to the fair market value of the share at the time it was 
issued; 
Related Provisions: 51(1)— Conversion of convertible debt into shares. 


(g.1) [amount paid in satisfaction of debt] — where a debt 
issued by a corporation and payable to a person is settled at any 
time, the amount, if any, that can reasonably be considered to be 
the increase, as a consequence of the settlement of the debt, in 
the fair market value of shares of the capital stock of the corpo- 
ration owned by the person (other than any shares acquired by 
the person as consideration for the settkement of the debt) is 
deemed to be an amount paid at that time in satisfaction of the 
debt; 


(h) [debt replaced with debt] — where any part of the con- 
sideration given by a debtor to another person for the settlement 
at any time of a particular commercial debt obligation issued by 
the debtor and payable to the other person consists of a new 
commercial debt obligation issued by the debtor to the other 
person 


(i) an amount equal to the principal amount of the new obli- 
gation shall be deemed to be paid by the debtor at that time, 
because of the issue of the new obligation, in satisfaction of 
the principal amount of the particular obligation, and 


(ii) the new obligation shall be deemed to have been issued 
for an amount equal to the amount, if any, by which 


(A) the principal amount of the new obligation 
exceeds 


(B) the amount, if any, by which the principal amount of 
the new obligation exceeds the amount for which the par- 
ticular obligation was issued; 

Related Provisions: 40(2)(e.2) — Limitation on capital loss; 80(2)(1) — Where debt 


replaced with debt to third party; 248(1)“principal amount” — Principal amount ex- 
cludes amounts payable on account of interest. 


1.T. Technical News: 15 (tax consequences of the adoption of the “euro” currency). 


(i) [multiple debts settled] — where 2 or more commercial 
obligations issued by a debtor are settled at the same time, those 
obligations shall be treated as if they were settled at different 
times in the order designated by the debtor in a prescribed form 
filed with the debtor’s return of income under this Part for the 
debtor’s taxation year that includes that time or, if the debtor 
does not so designate any such order, in the order designated by 
the Minister; 


Related Provisions: 220(3.21)(a) —Late filing, amendment or revocation of 
designation. 


Forms: T2153: Designation under para. 80(2)(i) when two or more commercial obli- 
gations are settled at the same time. 


(j) [“related” and “controlled” ] — for the purpose of deter- 
mining, at any time, whether 2 persons are related to each other 
or whether any person is controlled by any other person, it shall 
be assumed that 


(1) each partnership and each trust is a corporation having a 
capital stock of a single class of voting shares divided into 
100 issued shares, 


(ii) each member of a partnership and each beneficiary under 
a trust owned at that time the number of issued shares of that 
class that is equal to the proportion of 100 that 


(A) the fair market value at that time of the member’s in- 
terest in the partnership or the beneficiary’s interest in the 
trust, as the case may be 


9Sic. The word “other” was inadvertently left over from an earlier draft and should be ignored — ed. 
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is of. 
(B) the fair market value at that time of all members’ in- 


terests in the partnership or all beneficiaries’ interests in 
the trust, as the case may be, and 


(iii) where a beneficiary’s share of the income or capital of a 
trust depends on the exercise by any person of, or the failure 
by any person to exercise, any discretionary power, the fair 
market value at any time of the beneficiary’s interest in the 
trust is equal to 


(A) where the beneficiary is not entitled to receive or oth- 
erwise obtain the use of any of the income or capital of 
the trust before the death after that time of one or more 
other beneficiaries under the trust, nil, and 


(B) in any other case, the total fair market value at that 
time of all beneficiaries’ interests under the trust; 
Related Provisions: 40(2)(e.1) — Application to stop-loss rule; 80.01(2)(a) — Ap- 
plication to s. 80.01; 80.04(3) — Application to s. 80.04. 
(k) [foreign currency obligation] — where an obligation ‘is 
denominated in a currency (other than Canadian currency), the 
forgiven amount at.any time in respect of the obligation shall be 
determined with reference to the relative value of that currency 
and Canadian currency at the time the obligation was issued; 
Related Provisions: 79(7) — Parallel rule re proceeds of disposition where property 
surrendered to creditor; 80.01(11) — Debt parking and statute-barred debt rules ig- 
nored where currency fluctuates; 261(2)(b) — 80(2)(k) overrides general currency con- 
version rules; 261(5)(c), (f)(i),:261(9)(b), 261(13)(b) — Effect of functional currency 
reporting. 
(1) [debt replaced with debt to third party] — where an 
amount is paid in satisfaction of the principal amount of a partic- 
ular commercial obligation issued by a debtor and, as a conse- 
quence of the payment, the debtor is legally obliged to ‘pay that 
amount to another person, the obligation to pay that amount to 
the other person shall be deemed to, be;a commercial obligation 
that was issued by the debtor at the same time and in the same 
circumstances as the particular obligation; 
Related Provisions: 80(2)(h) — Where debt replaced with new debt; 80.01(2)(a) — 
Application to s. 80.01. 
(m) [amount reducible only to zero] — for greater cer- 
tainty, the amount that can be applied under this section to re- 
duce another amount may not exceed that other amount; 


Related Provisions: 257 — Formulas cannot calculate to less than zero. 


(n) [where debt owed by partnership] — except for the 
purposes of this paragraph, where 


(i) a commercial debt obligation issued by a-debtor is settled 
at any time, 


(ii) the debtor is at that time a member of a partnership, and 


(iii) the obligation was, under the agreement governing the 
obligation, treated immediately before that time as a debt 
owed by the partnership, 


the obligation shall. be considered to have been issued by the 
partnership and not by. the debtor; 

Related Provisions: 80(2)(0) — Override rule where debtor jointly liable with 

others; 80(15) — Commercial debt obligation issued by partnership; 80.01(2)(a) — 

Application to s. 80.01; 80.04(3) — Application to s. 80.04. 
(o) [where joint liability for debt] -—— notwithstanding para- 
graph (n), where a commercial debt obligation for which a par- 
ticular person is jointly liable with one or more other persons is 
settled at any time in respect of the particular person but not in 
respect of all of the other persons, the portion of the obligation 
that can reasonably be considered to be the particular person’s 
share of the obligation shall be considered to have been issued 
by the particular person and settled at that time and not at any 
subsequent time; 


Proposed Amendment- _ 80(2)(0) 


(0) notwithstanding. paragraph (n), if a commercial debt rable 
gation, for which a particular person is liable with one or more - 
other persons, is settled at any time in respect of the particular — 


S. 80(3) 


' person but not in respect of all of the other persons, the portion 
of the mcngaee oa p-ovctamarsé be scion to be the 
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(p) [death of debtor] —a seiner debt obligation issued 
by an individual that is outstanding at the time of the’ indivi- 
dual’s death and settled at a subsequent time shall, if the estate 
of the individual was liable for the obligation immediately 
before the subsequent time, be deemed to have been issued by 
the estate at the same time and in the same circumstances as the 
obligation was issued by the individual; and 


Related Provisions: 80(2)(q) — Where debt settled within 6 months of death, 


(q) [death of debtor] — where a commercial debt obligation 
issued by an individual would, but for this paragraph, be settled 
at any time in the period ending 6 months after the death of an 
individual (or within such longer period as is acceptable to the 
Minister and the estate of the individual) and the estate of the 
individual was liable immediately before that time for the 
obligation 
' (i) the obligation shall be deemed to have been settled at the 
beginning of the day on which the individual died and not at 
that time; 


(ii) any amount paid at that time by the estate in satisfaction 
of the principal amount of the obligation shall be deemed to 
have been paid at the beginning of the day on which the indi- 
vidual died, 


(iii) any amount given by the estate at or before that time to 
~ another person as consideration for assumption by the other 
person of the obligation shall be deemed to have been given 
at the beginning of the day on which the individual died, and 


(iv) paragraph (b) shall ‘not apply in respect of the settlement 
to interest that accrues within that period, 


except that this paragraph does not apply in circumstances in 

which any amount is because of the settlement included under 

paragraph 6(1)(a) or subsection 15(1) in computing the income 

of any person or in which section 79 applies in‘respect of the 
obligation. 

Related Provisions: 6(15.1)(d), 15(1.21)(d) — 80(2)(q) ignored for employee and 


shareholder benefit purposes; 80(2)(p) — Where debt not settled within 6 months of 
death. 


History: Para. 80(2)(d) amended by 2001, c. 17, subsec. 58(2), applicable to taxation 
years that end after February 27, 2000. The para. formerly read: 
(d) [applicable fraction] — the applicable fraction of the unapplied portion of a 
forgiven amount at any) time in respect of an obligation issued by a debtor is 
(i) in respect of a loss for a taxation year that ends after 1989, */1, 
(ii) in respect of a loss for a taxation year that ended before 1988, '/2, and 
(iii) in respect of a loss for any other taxation year, the fraction required to 
be used under section 38 for that year; 
Para. 80(2)(g). amended and para. (g.1) added by 1998, c. 19, subsec. 111(2), applicable 
to taxation years that end after February 21, 1994. Para. (g) formerly read: 
(g) the amount paid in satisfaction of a debt issued by a corporation and payable 
to a person shall 


(i) where any part of the consideration given to the person for the settlement 
of the debt consists of a share (other than an excluded security) issued by the 
corporation to the person, be deemed to be equal to the total of 


(A) the fair market value of the share at the time it was issued, and 


(B) the amount, if any, that can reasonably be considered to be the in- 
crease, as a consequence of the settlement of the debt, in the fair market 
value of other shares of the capital stock of the corporation owned by 
the person, and 

(ii) in any other case, be deemed to. include the.amount described, in clause 


(iN(B); 


(3) Reductions of non-capital losses — Where a commercial 
obligation ‘issued by a debtor is settled at any time, the forgiven 
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amount at that time in respect of the obligation shall be applied to 
reduce at that time, in the following order, 


(a) the debtor’s non-capital loss for each taxation year that ended 
before that time to the extent that the amount so applied 


(i) does not exceed the amount (in subsection (4) referred to 
as the debtor’s “ordinary non-capital loss at that time for the 
year’) that would be the relevant loss balance at that time for 
the obligation and in respect of the debtor’s non-capital loss 
for the year if the description of E in the definition “non- 
capital loss” in subsection 111(8) were read without refer- 
ence to the expression “the taxpayer’s allowable business in- 
vestment loss for the year”, and 


(ii) does not, because of this subsection, reduce the debtor’s 
non-capital loss for a preceding taxation year; 


(b) the debtor’s farm loss for each taxation year that ended 
before that time, to the extent that the amount so applied 


(i) does not exceed the amount that is the relevant loss bal- 
ance at that time for the obligation and in respect of the 
debtor’s farm loss for the year, and 


(ii) does not, because of this subsection, reduce the debtor’s 
farm loss for a preceding taxation year; and 


(c) the debtor’s restricted farm loss for each taxation year that 
ended before that time, to the extent that the amount so applied 


(i) does not exceed the amount that is the relevant loss bal- 
ance at that time for the obligation and in respect of the 
debtor’s restricted farm loss for the year, and 


(ii) does not, because of this subsection, reduce the debtor’s 
restricted farm loss for a preceding taxation year. 
Related Provisions: 31(1.1)(b) — Reduction in restricted farm loss; 80(2)(c) — 
Order of application of rules; 80(2)(m)— Reduction cannot exceed the amount of 
losses; 80(4)(a) — Reduction of allowable business investment loss carryforward; 
111(8)“farm loss’C — Reduction in farm loss; 111(8)“non-capital loss”’D.2 — Reduc- 
tion in non-capital loss. 


(4) Reductions of capital losses — Where a commercial obli- 
gation issued by a debtor is settled at any time, the applicable frac- 
tion of the remaining unapplied portion of a forgiven amount at that 
time in respect of the obligation shall be applied to reduce at that 
time, in the following order, 


(a) the debtor’s non-capital loss for each taxation year that ended 
before that time to the extent that the amount so applied 


(i) does not exceed the amount, if any, by which 


(A) the relevant loss balance at that time for the obliga- 
tion and in respect of the debtor’s non-capital loss for the 
year 


exceeds 


(B) the debtor's ordinary non-capital loss (within the 
meaning assigned by subparagraph (3)(a)(i)) at that time 
for the year, and 


(ii) does not, because of this subsection, reduce the debtor’s 
non-capital loss for a preceding taxation year; and 


(b) the debtor’s net capital loss for each taxation year that ended 
before that time, to the extent that the amount so applied 


(i) does not exceed the relevant loss balance at that time for 
the obligation and in respect of the debtor’s net capital loss 
for the year, and 


(ii) does not, because of this subsection, reduce the debtor’s 
net capital loss for a preceding taxation year. 
Related Provisions: 80(2)(c) — Order of application of rules; 80(2)(e) — Determi- 
nation of applicable fraction; 80(2)(m)— Reduction cannot exceed the amount of 
losses; 111(8)“net capital loss’”D — Reduction in net capital loss; 111(8)“non-capital 
loss”D.2 — Reduction in non-capital loss. 


(5) Reductions with respect to depreciable property — 
Where a commercial obligation issued by a debtor is settled at any 
time, the remaining unapplied portion of the forgiven amount at that 
time in respect of the obligation shall be applied, in such manner as 


Income Tax Act, Part I, Division B 


is designated by the debtor in a prescribed form filed with the 
debtor’s return of income under this Part for the taxation year that 
includes that time, to reduce immediately after that time the follow- 
ing amounts: 


(a) the capital cost to the debtor of a depreciable property that is 
owned by the debtor immediately after that time; and 


(b) the undepreciated capital cost to the debtor of depreciable 

property of a prescribed class immediately after that time. 
Related Provisions: 13(7.1)(g) — Reduction in capital cost of depreciable property; 
13(21)“undepreciated capital cost”’E.1 — Reduction in undepreciated capital cost; 
80(2)(c) — Order of application of rules; 80(2)(m)— Reduction cannot exceed the 
capital cost or UCC; 80(6)— Restriction with respect to depreciable property; 
80(13)D(a) — Income inclusion of remaining balance; 80(16) — Designation by CRA 
where debtor fails to designate; 80.04(4)(b) — Transfer of forgiven amount after maxi- 
mum designations; 96(3) — Designation by members of partnership; 220(3.21)(a) — 
Late filing, amendment or revocation of designation. 


Regulations: 1105 (prescribed classes of depreciable property). 


Forms: T2153: Designation under para. 80(2)(i) when two or more commercial obli- 
gations are settled at the same time; T2154: Designation of forgiven amount by the 
debtor — subsecs. 80(5) to 80(11). 


(6) Restriction with respect to depreciable property — 
Where a commercial obligation issued by a debtor is settled at any 
time, 


(a) an amount may be applied under subsection (5) to reduce, 
immediately after that time, the capital cost to the debtor of a 
depreciable property of a prescribed class only to the extent that 


(i) the undepreciated capital cost to the debtor of depreciable 
property of that class at that time 


exceeds 


(ii) the total of all other reductions immediately after that 
time to that undepreciated capital cost; and 


(b) an amount may be applied under subsection (5) to reduce, 
immediately after that time, the capital cost to the debtor of a 
depreciable property (other than.a depreciable property of a pre- 
scribed class) only to the extent that 


(i) the capital cost to the debtor of the property at that time 
exceeds 


(ii) the amount that. was allowed to the debtor before that 
time under Part XVII of the Income Tax Regulations in re- 
spect of the property. 


Regulations: 1105 (prescribed classes of depreciable. property). 


(7) Reductions of cumulative eligible capital — Where a 
commercial obligation issued by a debtor is settled at any time, °/s 
of the remaining unapplied portion of the forgiven amount at that 
time in respect of the obligation shall be applied (to the extent des- 
ignated in a prescribed form filed with the debtor’s return of income 
under this Part for the taxation year that includes that time) to re- 
duce immediately after that time the cumulative eligible capital of 
the debtor in respect of each business of the debtor (or, where the 
debtor is at that time non-resident, in respect of each business car- 
ried on in Canada by the debtor). 

Related Provisions: 14(5)“cumulative eligible capital”F:P.1 — Reduction in cumu- 
lative eligible capital; 80(2)(c) — Order of application of rules; 80(2)(f) — Rule where 
cumulative eligible capital reduced; 80(2)(m) — Reduction cannot exceed the amount 
of cumulative eligible capital; 80(13)D(a) — Income inclusion of remaining balance; 
80(16) — Designation by CRA where debtor fails to designate; 80.04(4)(b) — Transfer 
of forgiven amount after maximum designations; 220(3.21)(a) — Late filing, amend- 
ment or revocation of designation; 253 — Extended meaning of carrying on business in 
Canada. 


Forms: T2153: Designation under para. 80(2)(i). when two or more commercial obli- 
gations are settled at the same time; T2154: Designation of forgiven amount by the 
debtor — subsecs. 80(5) to 80(11). 


(8) Reductions of resource expenditures — Where a com- 
mercial obligation issued by a debtor is settled at any time, the re- 
maining unapplied portion of the forgiven amount at that time in 
respect of the obligation shall be applied (to the extent designated in 
a prescribed form filed with the debtor’s return of income under this 


434 


Subdivision f — Rules Relating to Computation of Income 


Part for the taxation year that:includes that time) to reduce immedi- 
ately after that time the following amounts: 


(a) where the debtor is a corporation resident in Canada through- 
out that year, éach particular amount that would be determined 
in respect of the debtor under paragraph 66.7(2)(a), (2.3)(a), 


(3)(a), (4)(a) or (5)(a) if paragraphs 66.7(2:3)(a);°(4)(a) and — 


(5)(a) were read without reference to the expressions “30% of’, 


“30% of and “10% of’, respectively, as,a.consequence of the | 


acquisition of control of the debtor by a person or group of per- 
sons, the debtor ceasing to be exempt from tax under this Part on 
its taxable income or the acquisition of properties by the debtor 
by way of an amalgamation or merger, where the amount so ap- 
plied does notexceed the successor pool immediately after that 
time for the obligation and in respect of the particular ‘amount; 


(b) the cumulative Canadian exploration expense (within the 
meaning assigned by subsection 66.1(6)) of the debtor; 


(c) the cumulative Canadian development expense (within the 
meaning assigned by subsection 66.2(5)) of the debtor; 


(d) the cumulative Canadian oil and gas property expense 
(within the meaning assigned by subsection 66.4(5)) of the 
debtor; - 


(e) the fatal determined under paragraph 66(4)(a) in respect of 
the debtor, where 


(1) the debtor is resident in Canada throughout that year, and 


(ii) the amount so applied does not exceed such portion of 
the total of the debtor’s foreign exploration and development 
expenses (within the meaning assigned by subsection 66(15)) 
as were incurred by the debtor before that time and would be 
deductible under subsection 66(4) in computing ‘the debtor’s 
income for that year if the debtor had sufficient income de- 
scribed in subparagraph 66(4)(b)(ii) and if that year ended at 
that time; and 


(f) the cumulative foreign resource expense (within the meaning 
assigned ‘by subsection 66. 21(1)) of the debtor in Tespect ofa 
country. 


Related Provisions: .66(4)(a)(iii) — Reduction in claim for FEDE; 66.1(6)“cumula- 
tive Canadian exploration expense’’J.1 — Reduction in CCEE; 66.2(5)“cumulative Ca- 
nadian development expense’?M.1 — Reduction in CCDE; 66.21(1)“cumulative. for- 
eign resource _ expense’l; 66.4(5)“cumulative Canadian, oil. .and~ gas _ property 
expense’’I.1 — Reduction .in CCOGPE;, 66.7(2)(a)(ii),..66.7(3)(a)(1), , 66.7(4)(a)(iv), 
66.7(5)(a)(iit) — Reductions in. successor, pools; 80(2)(c)— Order of application, of 
rules; . 80(2)(m) — Reduction cannot. exceed, resource expenditures reduced; 
80(13)D(a) — Income inclusion of remaining balance; 80(16) — Designation by CRA 
where debtor fails to designate; 80.04(4)(b) — Transfer of forgiven amount after maxi- 
mum designations; 139.1(18) — Holding corporation deemed not to acquire control of 
insurer on demutualization; 220(3.21)(a) — Late filing, amendment or revocation of 
designation; 256(6)-(9) — Whether control acquired. 


History: Para. 80(8)(a) amended by. 2001, ¢.-17, subsec,,58(3), applicable to taxation 
years that begin after 2000. The para. formerly. read: 


(a): where the debtor is a corporation resident in Canada throughout that year, 
each particular amount that would be determined in respect of the debtor under 
paragraph 66.7(2)(a), (3)(a), (4)(a), or (5)(a) if paragraphs 66.7(4)(a) and (5)(a)« 
were read without reference to the expressions “30% of? and “10% of”, respec- 
tively, as a consequence of the acquisition of control of the debtor by a person or, 
group of persons, the debtor.ceasing to be exempt from tax under this Part on, its 
taxable. income or the acquisition. of properties by the debtor by. way of an amal- 
gamation or merger, where the,amount so applied does not. exceed the, successor 
pool immediately after that time for the obligation and in respect of the particular 
amount; 


Para. 80(8)(f) added by the said c. 17, subsec. 58(4), applicable to taxation cats that 
begin after 2000. 


Forms: T2153: Designation under para. 80(2)(i) when two or more cal Peas 


gations are settled at the same time; T2154: Designation of forgiven amount by the | 


debtor — subsecs. 80(5) to 80(11). 
(9) Reductions of adjusted cost bases of capital proper- 


ties — Where a commercial obligation issued by a debtor is settled 


at any time and amounts have been designated under subsections 


(5), (7) and (8) to the maximum extent oye iniie in respectof the | 


settlement, subject to subsection, (18) 


(a) the remaining unapplied..portion of the forgiven, amount at 
that time in respect of the obligation shall be applied (to the ex- 
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tent designated ina prescribed: form filed with the debtor’s're- 
turn of income under this Part for the taxation year that includes 
that time) to reduce immediately after that time the adjusted cost 
bases to the debtor of capital properties (other than'shares of the 
capital.stock of corporations of which the debtor is.a specified 
shareholder at, that time, debts issued by, corporations, of, which 
the debtor.is a specified shareholder at that. time, interests in 
partnerships that are related to the debtor at, that time,,deprecia- 
ble property that is not of a prescribed class, personal-use 
‘properties and excluded properties) that are owned by the debtor 
‘immediately after that time; 


(b) an amount may be applied under this subsection to reduce, 
immediately, after that time, the capital cost to the debtor of a 
depreciable property of,a prescribed class only to the extent that 


(i) the capital cost immediately ‘after that’ time 'to the’ debtor 
‘of the property (determined without reference to the settle- 
ment of the obligation at that time) 


exceeds , 


(ii) its capital cost viceansediinide after that time to tie“ debtor 
for the, purposes of ,paragraphs 8(1)(j), and -(p),-sections: 13 
and..20 and any, regulations, made. for, the purpose. of. para- 
graph .20(1)(a).,(determined, without reference, to.the  settle- 
ment. of the obligation.at that time);.and,- 


(c) for the purposes of paragraphs 8(1)(G) and (p), sections 13 
and 20:and any. regulations. made for the purpose) of paragraph 
20(1)(a); no. amount shall,be considered to have been ApRHEd 
under. this subsection. 
Related Provisions: 53(2)(g.1) — Reduction in ACB; aoe — Order of ‘applica- 
tion of rules; 80(2)(m)— Reduction cannot exceed the ACB; 80(10), (11) — Reduc- 
tion of ACB of certain shares, debt and partnership interests; 80(13)D(a) — Income 
inclusion of remaining ‘balance; 80(16) — Designation by CRA’ where debtor fails to 
designate; 80(18) — Limitation on designation by partnership; 80.04(4)(b) — Transfer 
of forgiven amount after maximum designations; 96(3) — Designation by partners; 
220(3.21)(a) —'Late filing, amendment or revocation of designation. 


Regulations: 1105 (prescribed classes of depreciable property). 


Forms: T2153: Designation under para. 80(2)(i) when two or more commercial obli- 
gations are settled’ at' the same time; T2154: Designation of forgiven amount by the 
debtor = subsecs. | 80(5) to 80(11). 


(10) Reduction of adjusted cost bases of certain shares 
and debts — Where a commercial obligation issued by a debtor is 
settled at any time in a taxation year and amounts have been desig- 
nated by the debtor under subsections (5), (7), (8) and (9) to the 
maximum,extent permitted in respect of the; settlement, subject to 
subsection: (18); the remaining unapplied portion of that forgiven 
amount shall be applied (to the extent that it is designated in a pre- 
scribed form filed with the, debtor’s return of income under this Part 
for the year) to reduce immediately after that time. the adjusted cost 
bases to the debtor of capital properties, owned by the debtor imme- 
diately after that time, that are shares of the capital stock of corpo- 
rations of which the debtor is a specified shareholder_at that time 
and debts issued by corporations of which the debtor is a specified 


‘shareholder at that time (other than shares of the capital ‘stock of 


corporations related to’ the debtor at that ‘time, debts issued by cor- 
porations telated to the debtor at that time and excluded properties). 
Related Provisions: 53(2)(g.1) — Reduction in ACB; 80(2)(c) — Order of applica- 
tion of rules; 80(2)(m) — Reduction cannot exceed the ACB; 80(11) — Reduction of 
ACB of certain shares, debt and partnership interests; 80(13)D(a) — Income inclusion 
of remaining balance; 80(16) — Designation, by,CRA, where debtor fails:to designate; 
80(18) — Limitation on designation by partnership; 80.04(4)(b) — Transfer of. for- 
giyen amount after maximum designations; 96(3) — Designation, by partners; 
220(3.21)(a) — -Late filing, amendment or revocation of designation, 

Forms: T2153: Designation under para. 80(2)(i) when two or more commercial, obli- 
gations are settled at the same time; T2154: Designation of forgiven amount) by the 
debtor;—:subsecs, 80(5) to 80(11). 


(11) Reduction of adjusted cost bases of certain shares, 
debts and partnership interests — Where a commercial obli- 
gation issued by a debtor is settled at any time in a taxation year and 
amounts have been designated by the debtor under subsections (5), 
(7), (8), (9) and (10) to'the maximum’ extent permitted in respect of 
the settlement, subject to subsection’ (18) the remaining unapplied 


435 


S. 80011) 


portion of that forgiven amount shall be applied (to the extent that it 
is designated in a prescribed form filed with the debtor’s return of 
income under this Part for the year) to reduce immediately after that 
time the adjusted cost bases to the debtor of 


(a) shares and debts that are capital properties (other than ex- 
cluded properties and properties the adjusted cost bases of which 
are reduced at that time under subsection (9) or (10)) of the 
debtor immediately after that time; and 


(b) interests in partnerships that are related to the debtor at that 

time that are capital properties (other than excluded properties) 

of the debtor immediately after that time. 
Related Provisions: 53(2)(g.1) — Reduction in ACB; 80(2)(c) — Order of applica- 
tion of rules; 80(2)(m) — Reduction cannot exceed the ACB; 80(13)B(a) — Income 
inclusion where reductions in ACB are excessive; 80(16)— Designation by CRA 
where debtor fails to designate; 80(18) — Limitation on designation by partnership; 
80.03 — Gains on subsequent dispositions; 96(3)— Designation by partners; 
220(3.21)(a) — Late filing, amendment or revocation of designation. 


Forms: T2153: Designation under para. 80(2)(i) when two or more commercial obli- 
gations are settled at the same time; T2154: Designation of forgiven amount by the 
debtor — subsecs. 80(5) to 80(11). 


(12) Capital gain where current year capital loss — Where a 
commercial obligation issued by a debtor (other than a partnership) 
is settled at any time in a taxation year and amounts have been des- 
ignated by the debtor under subsections (5), (7), (8) and (9) to the 
maximum extent permitted in respect of the settlement, 


(a) the debtor shall be deemed to have a capital gain for the year 
from the disposition of capital property (or, where the debtor is 
non-resident at the end of the year, taxable Canadian property), 
equal to the lesser of 


(1) the remaining unapplied portion of the forgiven amount at 
that time in respect of the obligation, and 


(ii) the amount, if any, by which the total of 


(A) all of the debtor’s. capital losses for the year from the 
dispositions of properties (other than listed. personal 
properties and excluded properties), and 


(B) twice the amount that would, because of subsection 
88(1.2), be deductible under paragraph 111(1)(b) in com- 
puting the debtor’s taxable income.for the year, .if the 
debtor had sufficient income and taxable capital gains for 
the year, 


exceeds the total of 


(C) all of the debtor’s capital gains for the year from the 
dispositions of such properties (determined without refer- 
ence to this subsection), and 


(D) all amounts each of which is an amount deemed by 
this subsection to be a capital gain of the debtor for the 
year as a consequence of the application of this subsec- 
tion to other commercial obligations settled before’ that 
time; and 


(b) the forgiven amount at that time in respect of the obligation 
shall be considered to have been applied under this subsection to 
the extent of the amount deemed by this subsection to be a capi- 
tal gain of the debtor for the year as a consequence of the appli- 
cation of this subsection to the settlement of the obligation at 
that time. 


Related Provisions: 80(2)(c) — Order of application of rules. 


History: Cl. 80(12)(a)(ii)(B) amended by 2001, c. 17, subsec. 58(5) to replace the 
expression “4/3 of” with the word “twice”, applicable to taxation years that end after 
February 27, 2000 except that, for a taxation year of a debtor that includes February 28, 
2000 or October 17, 2000, or began after February 28,'2000 and ended before October 
17, 2000, the reference to the word “twice” shall be read as a reference to the expres- 
sion “the fraction that is the reciprocal of the fraction in para. 38(a), as amended by 
2001, c. 17, that applies to the debtor for the year, multiplied by”. 


(13) Income inclusion — Where a commercial obligation issued 
by a debtor is settled at any time in a taxation year, there shall be 
added, in computing the debtor’s income for the year from the 
source in connection with which the obligation was issued, the 
amount determined by the formula 


Income Tax Act, Part I, Division B 


(A+B-C—D)xE 
where 


A is the remaining unapplied portion of the forgiven amount at that 
time in respect of the obligation, 


Bis the lesser of 


(a) the total of all amounts designated under subsection (11) 
by the debtor in respect of the settlement of the obligation at 
that time, and 


(b) the residual balance at that time in respect of the settle- 
ment of the obligation, 


C is the total of all amounts each of which is an amount specified 
in an agreement filed under section 80.04 in respect of the settle- 
ment of the obligation at that time, 


D is 


(a) where the debtor has designated amounts under subsec- 
tions (5), (7), (8), (9) and (10) to the maximum extent permit- 
ted in respect of the settlement, the amount, if any, by which 


(1) the total of all amounts each of which is an unrecog- 
nized loss at that time, in respect of the obligation, from 
the disposition of a property 


exceeds 


(ii) twice the total of all amounts each of which is an 
amount by which the amount determined before that time 
under this subsection in respect of a settlement of an obli- 
gation issued by the debtor has been reduced because of 
an amount determined under this paragraph, and 


(b) in any other case, nil, and 


(a) where the debtor is a partnership, 1, and 
(b) in any other case, '/2. 


Related Provisions: 4(1) — Income from a source; 6(15) — Income inclusion on 
forgiveness of debt owing by employee; 12(1)(z.3) — Inclusion into income from busi- 
ness or property; 28(1)(d) — Inclusion in farming or fishing income when using cash 
method; 61.2—61.4 — Reserves to offset amount included under 80(13); 66.7(1)(b)(iii), 
66.7(2)(b)(iv), 66.7(3)(b) (iii), 66.7(4)(b) (iii), 66.7(5)(b) (iii) — Resource expendi- 
tures — reduction in successor pools; 80(2)(c)— Order of application of rules; 
80(14) — Determination of residual balance; 80(16) — Designation by CRA to reduce 
reserve under 61.2; 80.04(8) — Where corporations become related in order to transfer 
forgiven amount; 95(1)“foreign accrual property income’”’A.1 — */s inclusion in FAPI; 
137.1(10) — Settlement of debts by deposit insurance corporation; 257 — Formula 
cannot calculate to less than zero. 


History: Subpara. (a)(ii) of the description of D in subsec. 80(13) amended by 2001, c. 
17, subsec. 58(6), to replace the expression “4/3 of’ with the word “twice”, applicable 
to taxation years that end after February 27, 2000 except that, for a taxation year of a 
debtor that includes February 28, 2000 or October 17, 2000, or began after February 
28, 2000 and ended before October 17, 2000, the reference to the word “twice” shall be 
read as a reference to the expression “the fraction that is the reciprocal of the fraction in 
para. 38(a), as amended by 2001, c. 17, that applies to the debtor for the year, multi- 
plied by”. 

Para. (b) of the description of E in subsec. 80(13) amended by the said c. 17, subsec. 
58(7), to replace the number “0.75” with the fraction “1/2”, applicable to taxation years 
that end after February 27, 2000 except that, for a taxation year of a debtor that in- 
cludes February 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, the reference to the fraction “1/2” shall be read as a 
reference to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the 
debtor for the year. 


Para. (b) of the description of B in subsec. 80(13) amended by 1998, c. 19, subsec. 
111(3), applicable to taxation years that end after February 21, 1994. The para. for- 
merly read: 


(b) the total of 


(i) the residual balance at that time in respect of the settlement of the obliga- 
tion, and 


(i) the amount, if any, by which the amount determined for C in respect of 
the settlement exceeds the amount determined for A in respect of the 
settlement, 


Interpretation Bulletins: See list at end of s. 80. 
Information Circulars: See list at end of s. 80. 


Advance Tax Rulings: ATR-27: Exchange and acquisition of interests in capital 
properties through rollovers and winding-up (“butterfly”). 
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(14) Residual balance — For the purpose of subsection (13), the 
residual balance at any time in a taxation year in respect of the set- 
tlement of a particular commercial obligation issued by a debtor is 
the amount, if any, by which 


(a) the gross tax attributes of directed persons at that time in 
respect of the debtor 
exceeds the total of 
(b) the value of A in subsection (13) in respect of the settlement 
of the particular obligation at that time, 
(c) all amounts each of which is 
(i) the amount, if any, by which the value of A in subsection 
(13) in respect of a settlement before that time and in the year 


of a commercial obligation issued by the debtor exceeds the 
value-of C in that subsection in respect of the settlement, 


(ii) the value of A in subsection (13) in respect'of a settle- 


ment of a commercial obligation that is deemed by paragraph 
80.04(4)(e) to have been issued by a directed person in re- 
spect of the debtor because of the filing of an agreement 
under section 80.04 in respect of a settlement before that 
time and in the year of a commercial obligation issued by the 
debtor, or 


(iii) the amount specified in an agreement (other than an 
agreement with a directed person in respect of the debtor) 
filed under section 80.04 in respect of the settlement before 
that time and in the year of a commercial obligation issued 
by the debtor, and 


(d) all amounts each of which is an amount in respect of a settle- 
ment at a particular time before that time and in the year of a 
commercial obligation issued by the debtor equal to the least of 


(i) the total of all amounts designated under subsection (11) 
in respect of the settlement, 


(ii) the residual balance of the debtor at the particular time, 
and 


(111) the amount, if any, by which the sum of the values of A 
and B in subsection (13) in respect of the settlement exceeds 
the value of C in that subsection in respect of the settlement. 


Related Provisions: 80(14.1) — Meaning of “gross tax attributes”. 


History: Subsec. 80(14) amended by 1998, c. 19, subsec. 111(4), applicable to taxa- 
tion years that end after February 21, 1994. The subsec. formerly read: 


(14) For the purpose of subsection (13), the residual balance at any time in a 
taxation year in respect of the settlement of a particular commercial obligation 
issued by a debtor is the amount, if any, by which the total of 


(a) all amounts, each of which is an amount that would be applied.under any 
of subsections (3) to (10) and (12) in respect of the settlements. of separate 
commercial obligations issued by directed persons at that time in respect of 
the debtor if 


(i) those obligations were issued at that time by those directed persons 
and were settled immediately after that time, 


(ii) an amount equal to the forgiven amount at that time in respect of the 
particular obligation were the forgiven amount immediately after that 
time in respect of each of those obligations, 


(iii) amounts were designated under subsections (5), (7), (8), (9) and 
(10) by those directed persons to the maximum extent permitted in re- 
spect of the settlement of each of those obligations, and 


(iv) no amounts were designated under subsection (11) by any of those 
directed persons in respect of the settlement of any of those obligations, 
and 


(b) where the debtor is a partnership, all amounts each of which is '/4 of an 
amount deducted because of paragraph (c) or (d) in computing the residual 
balance at that time in respect of the settlement of the particular obligation, 


exceeds the total of 


(c) all amounts each of which is 44 of the amount that would be included 
under subsection (13) in computing the debtor’s income for the year in re- 
spect of the settlement at or before that time of a commercial obligation is- 
sued by the debtor if the amounts determined for B and D in subsection (13) 
were nil, 


(d) all amounts each of which is 4/3 of an amount that would, if the amount 
determined for D in subsection (13) were nil, be included under subsection 
(13) in computing the income of any of those directed persons in‘respect of 
the settlement of an obligation that is deemed by paragraph 80.04(4)(e) to 
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have been issued by the directed person because of the filing of an agree- 
ment under section 80,04 in respect of the settlement at or before that time 
and in the year of a commercial obligation issued by the debtor, 


(ec) all amounts each of, which is an amount specified in an agreement (other 
than an agreement with any of those directed persons) filed under section 
80.04 in respect of the settlement at or before that time and in the year of a 
commercial obligation issued ‘by the debtor, and 
(f) all amounts each of which is the lesser of 
(i) the total of all amounts designated under subsection (11) in respect of 
the settlement before that time and in the year of another commercial 
obligation issued by the debtor, and 


(ii) the residual balance of the debtor at that previous time. 


(14.1) Gross tax attributes — The gross tax attributes of di- 
rected persons at any time in respect of a debtor means the total of 
all amounts each of which is an amount that would be applied under 
any of subsections (3) to (10) and (12) in respect of a settlement of 
a separate commercial obligation (in this subsection referred to as a 
“notional obligation’) issued by directed persons at that time in re- 
spect of the debtor if the following assumptions were’ made: 


(a) a notional obligation was issued immediately before that 
time by each of those directed persons and was settled at that 
time; 

(b) the forgiven amount at that time in respect of each of those 
notional obligations was equal to the total of all amounts each of 
which is a forgiven amount at or before that time and in the year 
in respect of a commercial obligation issued by the debtor; 


(c) amounts were designated under ‘subsections (5), (7), (8), (9) 
and (10) by each of those directed persons to. the maximum ex- 
tent permitted in respect of the settlement of each of those no- 
tional obligations; and 


(d) no amounts were designated under subsection (11) by any of 
those directed. persons in respect of the settlement of any of the 
notional. obligations. 


History: Subsec. 80(14.1) added by 1998, c. 19, subsec. 111(4), applicable to taxation 
years that end after February 21, 1994. 


(15) Members of partnerships — Where a commercial debt ob- 
ligation issued by a partnership (in this subsection referred to as the 
“partnership obligation’) is settled at any time, in a-fiscal,period of 
the partnership that.ends. in a taxation year of a member. of the 
partnership, 


(a) the member may deduct, in computing the member’s income 
for the year, such amount as the member claims not exceeding 
the relevant limit in respect of the partnership obligation; 


(b) for the purpose of paragraph (a), the relevant limit in respect 
of the partnership..obligation is the amount that would be in- 
cluded in computing the member’s income for the year.as a con- 
sequence of the application of subsection (13) and section 96 to 
the settlement of the partnership obligation if the partnership had 
designated amounts under subsections (5), (7), (8), (9) and (10) 
to the maximum extent permitted in respect of each obligation 
settled in that fiscal period and if income arising from the appli- 
cation of subsection (13) were from a source of income separate 
from any other sources of partnership income; and 


(c) for the purposes of this section and section 80.04, 


(i) the member shall be deemed to have issued a commercial 
debt obligation that was settled at the end of that fiscal 
period, 

(ii) the amount deducted under paragraph (a) in respect of the 
partnership obligation in computing the member’s income 
shall be treated as if it were the forgiven amount at the end of 
that fiscal period in respect of the obligation referred to in 
subparagraph (1), 

(iii) subject to subparagraph (iv), the obligation referred to in 
subparagraph (i) shall be deemed to have been issued at the 
same time at which; and in the same circumstances’ in which, 
the partnership obligation was issued, 


(iv) where the member is a corporation the control of which 
was acquired at'a particular time that is before the end of that 
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fiscal period and before the corporation became a member of 
the partnership and the partnership obligation was issued 
before the particular time, 


(A) subject to the application of this subparagraph to an 
acquisition of control of the corporation after the particu- 
lar time and before the end of that fiscal period, the obli- 
gation referred to in subparagraph (i) shall be deemed to 
have been issued by the member after the particular time, 
and 


(B) paragraph (e) of the definition “relevant loss balance” 
in subsection (1), paragraph (f) of the definition “succes- 
sor pool” in that subsection and paragraph (b) of the defi- 
nition “unrecognized loss” in that subsection do not apply 
in respect of that acquisition of control, and 


(v) the source in connection with which the obligation re- 
ferred to in subparagraph (i) was issued shall be deemed to 
be the source in connection with which the partnership obli- 
gation was issued. 
Related Provisions: 4(1)— Income from a source; 20(1)(uu) — Deduction for 
amount allowed under para. 80(15)(a); 61.2:A(b) — Effect of para. 80(15)(a) on re- 
serve for individuals; 61.2:A(b), 61.3(1)(a)(ii), 61.3(2)(a)(ii), 61.4(a)A(ii) — Reserve 
in respect of debt forgiven; 80(1) — “Person” includes a partnership; 80(2)(n) — Com- 
mercial debt obligation issued by partner—-deemed issued by partnership; 
80(13)E(a) — Income inclusion where debtor is partnership; 80(14)(b) — Residual bal- 
ance where debtor is partnership; 80(18) — Limitation on designation by partnership; 
96(3) — Designation by partners; 139.1(18) — Holding corporation deemed not to ac- 
quire control of insurer on demutualization; 256(6)—(9) — Whether control acquired; 
256(8) — Deemed acquisition of shares. 


(16) Designations by Minister — Where a commercial obliga- 
tion issued by a debtor is settled at any time in a taxation year and, 
as a consequence of the settlement an amount would, but for this 
subsection, be deducted under section 61.2 or 61.3 in computing the 
debtor’s income for the year and the debtor has not designated 
amounts under subsections (5) to (11) to the maximum extent possi- 
ble in respect of the settlement, 


(a) the Minister may designate amounts under subsections (5) to 
(11) to the extent that the debtor would have been permitted to 
designate those amounts; and 


(b) the amounts designated by the Minister shall, except for the 
purpose of this subsection, be deemed to have been designated 
by the debtor as required by subsections (5) to (11). 


(17) [Repealed] 


History: Subsec. 80(17) repealed by 1998, c. 19, subsec. 111(5), applicable to taxation 
years that end after February 21, 1994. The subsec. formerly read: 


(17) Income inclusion where residual balance a positive amount — Where 
a commercial obligation issued by a corporation is settled at any time in a taxa- 
tion year and, as a consequence of the settlement an amount is deducted under 
section 61.3 in computing the corporation’s income for the’ year, unless the cor- 
poration has commenced to wind up on or before the day that is 12 months after 
the end of the year there shall be added in computing the corporation’s income 
for the year from the source in connection with which the obligation was issued 
50% of the lesser of 


(a) the total of all amounts designated under subsection (11) by the corpora- 
tion in respect of the settlement of the obligation at that time, and 


(b) the amount, if any, by which the lesser of 


(1) the residual balance (within the meaning assigned by subsection (14)) 
of the corporation at that time in respect of the settlement of the obliga- 
tion, and 


(ii) the amount, if any, by which the amount deducted under section 61.3 
in computing the corporation’s income for the year exceeds the amount, 
if any, deducted because of paragraph 37(1)(f.1) in determining the bal- 
ance determined under subsection 37(1) in respect of the corporation af- 
ter the year because of an amount deducted under section 61.3 in com- 
puting the corporation’s income for the year 


exceeds the total of all amounts included because of this subsection in com- 
puting the corporation’s income for the year in respect of a settlement before 
that time of a commercial obligation issued by the corporation. 


(18) Partnership designations — Where a commercial obliga- 
tion issued by a partnership is settled at any time after December 
20, 1994, the amount designated under subsection (9), (10) or (11) 
in respect of the settlement by the partnership to reduce the adjusted 
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cost base of a capital property acquired shall not exceed the amount, 
if any, by which the adjusted cost base at that time to the partner- 
ship of the property exceeds the fair market value at that time of the 
property. 


History [s. 80]: S. 80 substituted by 1995, c. 21, s. 27, applicable to taxation years 
that end after February 21, 1994, except that 


(a) the amended section does not, other than for the purposes of subsections 6(15) 
and (15.1) and 15(1.2) and (1.21) and section 79, apply to any obligation settled or 
extinguished 


(i) before February 22, 1994, 
(ii) after February 21, 1994 


(A) under the terms of an agreement in writing entered into on or before 
that date, or 


(B) under the terms of any amendment to such an agreement, where that 
amendment was entered into in writing before July 12, 1994 and the 
amount of the settlement or extinguishment was not substantially greater 
than the settlement or extinguishment provided under the terms of the 
agreement, 


(iii) before 1996 pursuant to a restructuring of debt in connection with a pro- 
ceeding commenced in a court in Canada before February 22, 1994, 


(iv) before 1996 in connection with a proposal (or notice of intention to make a 
proposal) that was filed under the Bankruptcy and Insolvency Act, or similar 
legislation of a country other than Canada, before February 22, 1994, or 


(v) before 1996 in connection with a written offer that was made by, or com- 
municated to, the holder of the obligation before February 22, 1994; 


(b) in its application with respect to interest accruing before July 14, 1990, the 
words “was deductible” in paragraph 80(2)(b), shall be read as “was deducted”; 
and 


(c) a form referred to in section 80 shall be deemed to have been filed on a timely 
basis if it is filed with the Minister of National Revenue before 1996. 


Definitions [s. 80]: “acquired” — 256(7)-(9); “adjusted cost base” — 54, 248(1); 
“amount” — 248(1); “applicable fraction” — 80(2)(d); “bankrupt” — 248(1); “benefi- 
cially interested” — 248(25); “business” — 80.03(7)(b)(iii), 248(1);: “Canada” — 255; 
“Canadian currency” — 261(5)(f)(i); “Canadian partnership” — 102(1), 248(1); “‘capi- 
tal gain”, “capital loss” — 39(1), 248(1); “capital property” — 54, 248(1); “carried on 
in Canada” — 253; “class” — 248(6); “commercial debt obligation” — 80(1); “con- 
trol” — 80(2)(j), 256(6)-(9); “controlled, directly or indirectly” —256(5.1), (6.2); 
“corporation” — 248(1), Interpretation Act 35(1); “cost amount” — 248(1); “cumula- 
tive eligible capital’ — 14(S), 248(1); “cumulative foreign resource expense” — 
66.21(1); “debtor” — 80(1); “depreciable property” — 13(21), 248(1); “designated 
stock exchange” — 248(1), 262; “directed person’ — 80(1); “distress preferred share”, 
“eligible Canadian partnership’, “excluded obligation”, “excluded property”, “‘ex- 
cluded security” — 80(1); “farm loss” — 111(8), 248(1); “fiscal period” — 249(2)(b), 
249.1; “foreign exploration and development expenses” — 66(15); “forgiven 
amount” — 80(1), 80.01(8)(b), 80.03(7)(b)(ii);_ “gross tax attributes” — 80(14.1) 
“listed personal property” — 54, 248(1); “Minister” — 248(1); “net capital loss”, “non- 
capital loss” — 111(8), 248(1); “non-resident” — 248(1); “non-resident-owned invest- 
ment corporation” — 133(8), 248(1); “ordinary non-capital loss” — 80(3)(a)(i); “part- 
nership obligation” — 80(15); “person” — 80(1), 248(1); “personal-use property’ — 
54, 248(1); “prescribed” — 248(1); “principal amount”, “property”, “regulation” — 
248(1); “related” — 80(2)(j), 251(2); “relevant limit’ — 80(15)(b); “relevant loss bal- 
ance” — 80(1); “residual balance” — 80(14); “resident in Canada” — 94(3)(a)(viii), 
250; “restricted farm loss’ —31, 248(1); ‘settled’ —80(2)(a), 80.01(3)-(9), 
80.02(2)(c), 80.02(7)(a), | 80.03(7)(b)(i); . “share” — 248(1); “source” — 4(1), 
80.03(7)(b)(iv); “specified shareholder” — 248(1); “successor pool” — 80(1); “taxable 
Canadian corporation” — 89(1), 248(1); “taxable Canadian property” — 248(1); “‘taxa- 
ble capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxable income 
earned in Canada” — 115(1), 248(1); “taxation year” — 11(2), 249; “treaty-protected 
property” — 248(1); “trust” — 104(1), 248(1), (3); “undepreciated capital cost’ — 
13(21), 248(1); “unrecognized loss” — 80(1); “writing” — Interpretation Act 35(1). 


1.T. Application Rules [s. 80]: 26(1.1) (debt outstanding since before 1972.). 


Interpretation Builetins [s. 80]: IT-109R2: Unpaid amounts; IT-142R3: Settlement 
of debts on the winding-up of a corporation; IT-232R3: Losses — their deductibility in 
the loss year or in other years; IT-262R2: Losses of non-residents and part-year re- 
sidents; IT-268R3: Inter vivos transfer of farm property to child; IT-293R: Debtor's 
gain on settlement of debt; IT-382: Debts bequeathed or forgiven on death (archived); 
IT-430R3: Life insurance proceeds received by a private corporation or a partnership as 
a consequence of death; IT-488R2: Winding-up of 90%-owned taxable Canadian cor- 
porations (archived). 


Information Circulars [s. 80]: 88-2, para. 23: General anti-avoidance rule — sec- 
tion 245 of the Income Tax Act, 88-2 Supplement, para. 6: General anti-avoidance 
rule — section 245 of the Income Tax Act. 


History [former s. 80]: subsec. 80(4) 


Subsec. 80(4) substituted by 1994, c. 7, Sch. II (1991, c. 49),’s. 58, applicable to inter- 
est in respect of debts or other obligations settled or extinguished after May 9, 1985, 
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except that, in its application to interest accruing before July 14, 1990, the subsec. shall 
be read as follows: 


(4) For the purposes of subsections (1) and (3), an amount of interest in respect 
of a debt or other obligation of a taxpayer shall be deemed to bea debt or other 
obligation issued by. the taxpayer that 


(a) has a principal amount, and 
(b) was issued by the taxpayer for an amount, 
equal to the portion of the amount of the interest that was deducted, or would, 


but for'subsection 18(2) or (3.1) or section 21, be deductible, in computing the 
taxpayer’s income under this Part for a taxation year. 


Subsec. (4) formerly read: 


(4) Principal for interest payable — For the purposes of subsections (1) and 
(3), an amount of interest payable by a taxpayer on a debt or other obligation 
shall be deemed to have a principal amount equal to the portion thereof that was 
deducted, or would, but for subsection 18(2) or (3.1) or section 21, have been 
deductible, in computing the taxpayer’s income for a taxation year under this 
Part. 


Selected Cases [former s. 80]: Gibralt Capital Corp. v. R., [2003] 3\C.T.C. 147 
(FCA) (Same debt existed where no novation); Beach v. R., [2002] 1C,.T.C. 89 (BC 
CA) (Proposal to creditors that would avoid application of provision was illegal and 
unreasonable); Queenswood Land Associates Ltd. v. R., [2000] '1-C.T:C. 352 (FCA); 
rev’g [1997] 2 C.T.C. 2688 (TCC) (Court cannot, absent sham, recharacterize legal 
relationships); Metro-Can Construction Ltd. v. R., [1999] 2 C.T.C. 2206 (TCC) (Provi- 
sion applies at partnership level, not at level of individual partner); Central City 
Financial Services Ltd. v. R, [1997] 3 C.T.C. 2949 (TCC) (Mere assignment of debt is 
not a settlement of it);| Wigmar Holdings Ltd. v.\R., [1997] 2 C.T.C: 263 (BCA) (Test in 
s. 80 is legal settlement or extinguishment of particular debt in legally binding form); 
Queenswood Associates Ltd. v. R., [1997] 2 C.T.C. 2688 (TCC) (Forgiveness of debt 
related to inventory to‘be included in computation of income); Molstad Development 
Co. v. Canada, [1997] 2 C.T.C. 2360 (TCC) (Borrowed funds were capital, even if 
proceeds used to acquire inventory); Denthor Developments Ltd. v. Canada, [1997] 1 
C.T.C. 2075 (TCC) (No proceeds of disposition of land until land is sold); Carma 
Developers Ltd. v. Canada, [1996] 3 C.T.C. 2029 (TCC) (“Settlement” means final 
settlement and extinguishment of debt from debtor’s perspective); King Rentals Ltd. v. 
Canada, [1995] 2 C.T.C. 2612 (TCC) (Consideration for debt was amount of debt for 
which shares were issued and credit made to share capital, not fair market value of the 
debt). 


80.01 (1) Definitions — In this section, 


“commercial debt obligation” has the meaning assigned by sub- 
section 80(1); 


“commercial obligation” Hae tng! meaning assigned by subsection 
80(1); 


“debtor” has the meaning assigned by subsection.80(1); 


“distress preferred share” has the meaning assigned by subsection 
80(1); 


“forgiven amount” has the meaning assigned by subsection 80(1) 
except that, where an amount would be included. in computing a 
person’s income under paragraph 6(1)(a) or subsection 15(1) as a 
consequence of the settlement of an obligation if the obligation 
were settled without any payment being made in satisfaction of its 
principal amount, “forgiven amount’ in respect of that. obligation 
has the meaning assigned by subsection 6(15.1) or 15(1.21), as the 
case may be; 


“person” has the meaning assigned by subsection 80(1); 


“specified cost” at any time to a person of an obligation means, 


(a) where the obligation is capital property, of the person at that 
time, the adjusted cost base at that time to the person of the obli- 
gation, and 

(b) in any other case, the cost amount to the person of the 
obligation. 


(2) Application — For the purposes 5. this section, 
(a) paragraphs 80(2)(a), (b), G), (1) and (n) apply; and 


(b) a person has a significant interest in-a corporation at any time 
if the person owned at that time 


(1) shares of the’ capital stock of the nerponatind that would 
give the person 25% or more of the votes that could be cast 
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under all circumstances ‘at an annual meeting of shareholders 
of the corporation, or 


(ii) shares of the capital stock of the corporation having a fair 
market value of 25% or more of the fair market value of all 
the issued shares of the capital stock of the corporation 


and, for the purposes of this paragraph, a person shall be deemed 
to own at any time each share of the capital stock of a .corpora- 
tion that is owned, otherwise than because of this paragraph, at 
that time by another person with whom the person does not deal 
at arm’s length. 


(3) Deemed settlement on amalgamation — Where a com- 
mercial obligation or another obligation (in this subsection referred 
to as the “indebtedness”) of a debtor that is a corporation to pay an 
amount to another corporation (in this subsection referred to as the 
“creditor’’) is settled on an amalgamation of the debtor and the cred- 
itor, the indebtedness shall be deemed to have been settled immedi- 
ately before the time that is immediately before the amalgamation 
by a payment made by the debtor and received by the creditor of an 
amount equal to the amount that would have been the creditor’s 
cost amount of the indebtedness at that time if 


(a) the definition “cost amount” in subsection 248(1) were read 
without reference to paragraph (e) of that definition; and 


(b) that cost amount included amounts added in computing the 
creditor’s income in respect of the portion of the indebtedness 
representing unpaid interest, to the extent those amounts have 
not been deducted in computing the creditor’s income as bad 
debts in respect of that unpaid interest. 


Related Provisions: 80(3)—-(13) — Treatment of obligation deemed to have been 
settled. 


(4) Deemed settlement on winding-up — Where there is a 
winding-up of a subsidiary to which the rules in subsection 88(1) 
apply and 
(a) a. debt or other obligation (in this subsection referred.to as the 
“subsidiary’s obligation’”’).of the subsidiary to pay an amount to 
the parent, or . 


(b) a.debt.or other obligation (in this. subsection referred to as 
the “parent’s obligation’) of the parent to pay an amount to the 
subsidiary 


is, aS. a consequence of the winding-up, settled at a particular time 
without any payment of an amount or by the payment of an amount 
that is ‘less than the principal amount of the subsidiary’s obligation 
or the parent’s obligation, as the case may be, 


(c) where that payment is less than the amount that would have 
been the cost amount to the parent or subsidiary of the subsidi- 
ary’s obligation or the parent’s obligation immediately before 
the particular time if the definition “cost amount” in subsection 
248(1) were read without reference to paragraph (e) of that defi- 
nition and the parent so elects in a prescribed form on or before 
the day on or before which the parent is required to file a return 
of income pursuant to section 150 for the taxation year that in- 
cludes the particular time, the amount paid at that time in satis- 
faction of the principal amount of the subsidiary’s obligation or 
the parent’s obligation shall be deemed to be equal to the 
amount that would be the cost amount to the parent or the sub- 
sidiary, as the case may be, of the subsidiary’s obligation or the 
parent’s obligation immediately before the particular time if 


(i) the definition “cost amount” in subsection 248(1) were 
read without reference to paragraph (e) of that definition, and 


(ii) that cost amount included amounts added in ‘computing 
the parent’s income or the subsidiary’s income in respect of 
the portion of the indebtedness representing unpaid interest, 
to the extent that the parent or the subsidiary has not de- 
ducted any amounts as bad debts in respect of that unpaid 
interest, and 


(d) for the purposes of applying section 80 to the subsidiary’s 
obligation, where property is distributed at any time in circum- 
stances to which paragraph 88(1)(a) or (b) applies and the sub- 
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sidiary’s obligation is settled as a consequence of the distribu- 
tion, the subsidiary’s obligation shall be deemed to have been 
settled immediately before the time that is immediately before 
the time of the distribution and not at any later time. 
Related Provisions: 50(1)(b)(ii) — Deemed disposition of debt or shares on wind- 
ing-up; 80(3)-(13)— Treatment of obligation deemed to have been settled; 
80.01(5) — Where distress preferred share issued; 220(3.2), Reg. 600(b) — Late filing 
or revocation of election under 80.01(4)(c). 


Advance Tax Rulings: ATR-66: Non-arm’s length transfer of debt followed by a 
winding-up and a sale of shares. 


Forms: T2027: Election to deem amount of settlement of a debt or obligation. 


(5) Deemed settlement on winding-up — Where there is a 
winding-up of a subsidiary to which the rules in subsection 88(1) 
apply and, as a consequence of the winding-up, a distress preferred 
share issued by the subsidiary and owned by the parent (or a dis- 
tress preferred share issued by the parent and owned by the subsidi- 
ary) is settled at any time without any payment of an amount or by 
the payment of an amount that is less than the principal amount of 
the share, 


(a) where the payment was less than the adjusted cost base of the 
share to the parent or the subsidiary, as the case may be, imme- 
diately before that time, for the purposes of applying the provi- 
sions of this Act to the issuer of the share, the amount paid at 
that time in satisfaction of the principal amount of the share 
shall be deemed to be equal to its adjusted cost base to the par- 
ent or to the subsidiary, as the case may be; and 


(b) for the purposes of applying section 80 to the share, where 
property is distributed at any time in circumstances to which 
paragraph 88(1)(a) or (b) applies and the share is settled as a 
consequence of the distribution, the share shall be deemed to 
have been settled immediately before the time that is immedi- 
ately before the time of the distribution and not at any later time. 
Related Provisions: 50(1)(b)(ii) — Deemed disposition of debt or shares on wind- 
ing-up; 80(3)-(13)— Treatment of obligation deemed to have been settled; 


80.02(2)(c) — Meaning of “settled” for distress preferred shares; 88(1)(b) — Determi- 
nation of proceeds of disposition to parent. 


(5.1) Deemed settlement on SIFT trust wind-up event — If 
a trust that is a SIFT wind-up entity is the only beneficiary under 
another trust (in this subsection referred to as the “subsidiary 
trust’), and a capital property that is a debt or other obligation (in 
this subsection referred to as the “subsidiary trust’s obligation’) of 
the subsidiary trust to pay an amount to the SIFT wind-up entity is, 
as a consequence of a distribution from the subsidiary trust that is a 
SIFT trust wind-up event, settled at a particular time without any 
payment of an amount or by the payment of an amount that is less 
than the principal amount of the subsidiary trust’s obligation 


(a) paragraph (b) applies if 


(i) the payment is less than the amount that would have been 
the adjusted cost base to the SIFT wind-up entity of the sub- 
sidiary trust’s obligation immediately before the particular 
time, and 


(11) the SIFT wind-up entity elects, in prescribed form on or 
before the SIFT wind-up entity’s filing-due date for the taxa- 
tion year that includes the particular time, to have paragraph 
(b) apply; 


(b) if this paragraph applies, the amount paid at the particular 
time in satisfaction of the principal amount of the subsidiary 
trust’s obligation is deemed to be equal to the amount that would 
be the adjusted cost base to the SIFT wind-up entity of the sub- 
sidiary trust’s obligation immediately before the particular time 
if that adjusted cost base included amounts added in computing 
the SIFT wind-up entity’s income in respect of the portion of the 
indebtedness representing unpaid interest, to the extent that the 
SIFT wind-up entity has not deducted any amounts as bad debts 
in respect of that unpaid interest; and 


(c) for the purposes of applying section 80 to the subsidiary 
trust’s obligation, the subsidiary trust’s obligation is deemed to 
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have been settled immediately before the time that is immedi- 
ately before the distribution. 
History: Subsec. 80.01(5.1) added by 2009, c. 2, s. 17, applicable after July 14, 2008. 


(6) Specified obligation in relation to debt parking — For 
the purpose of subsection (7), an obligation issued by a debtor is, at 
a particular time, a specified obligation of the debtor where 


(a) at any previous time (other than a time before the last time, if 
any, the obligation became a parked obligation before the partic- 
ular time), 


(i) a person who owned the obligation 
(A) dealt at arm’s length with the debtor, and 


(B) where the debtor is a corporation, did not have a sig- 
nificant interest in the debtor, or 


(ii) the obligation was acquired by the holder of the obliga- 
tion from another person who was, at the time of that acquisi- 
tion, not related to the holder or related to the holder only 
because of paragraph 251(5)(b); or 


(b) the obligation is deemed by subsection 50(1) to be reac- 
quired at the particular time. 


Related Provisions: 80(2)(j), 80.01(2)(a) — Special rules for determining the mean- 
ing of “related” and “‘arm’s length”; 80.01(7) — Meaning of “parked obligation”. 


(7) Parked obligation — For the purposes of this subsection and 
subsections (6), (8) and (10), 


(a) an obligation issued by a debtor is a “parked obligation” at 
any time where at that time 


(i) the obligation is a specified obligation of the debtor, and 
(ii) the holder of the obligation 
(A) does not deal at arm’s length with the debtor, or 


(B) where the debtor 1s a corporation and the holder ac- 
quired the obligation after July 12, 1994 (otherwise than 
pursuant to an agreement in writing entered into on or 
before July 12, 1994), has a significant interest in the 
debtor; and 


(b) an obligation that is, at any time, acquired or reacquired in 
circumstances to which subparagraph (6)(a)(1i) or paragraph 
(6)(b) applies shall, if the obligation is a parked obligation im- 
mediately after that time, be deemed to have become a parked 
obligation at that time. 

Related Provisions: 80(2)(j), 80.01(2)(a) — Special rules for determining the mean- 


ing of “related” and thence “arm’s length’; 80.01(6)— Meaning of “specified 
obligation”. , 


(8) Deemed settlement after debt parking — Where at any 
particular time after February 21, 1994 a commercial debt obliga- 
tion that was issued by a debtor becomes a parked obligation (other- 
wise than pursuant to an agreement in writing entered into before 
February 22, 1994) and the specified cost at the particular time to 
the holder of the obligation is less than 80% of the principal amount 
of the obligation, for the purpose of applying the provisions of this 
Act to the debtor 


(a) the obligation shall be deemed to have been settled at the 
particular time; and 


(b) the forgiven amount at the particular time in respect of the 
obligation shall be determined as if the debtor had paid an 
amount at the particular time in satisfaction of the principal 
amount of the obligation equal to that specified cost. 
Related Provisions: 40(2)(e.1), (e.2), (g)(ii) —Stop-loss rules on disposition of 
debt; 50(1)(a) — Deemed disposition of bad debt; 79(3)F(b)(i), (iii) — Where property 
surrendered to creditor; 80(1)“forgiven amount”B(g) — Debt forgiveness rules do not 
apply if parked obligation subsequently forgiven; 80(3)-(13) — Treatment of obliga- 
tion deemed to have been settled; 80.01(7)—— Meaning of “parked. obligation”; 
80.01(10) — Subsequent payments; 80.01(11) — Foreign currency fluctuation to be 
ignored. 


(9) Statute-barred debt — Where at any particular time after 
February 21, 1994 a commercial debt obligation issued by a debtor 
that is payable to a person (other than a person with whom the 
debtor is related at the particular time) becomes unenforceable in a 
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court of competent jurisdiction because of a statutory limitation pe- 
riod and the obligation would, but for this subsection, not have been 
settled or extinguished at the particular time, for the purpose of ap- 
plying the provisions of this Act to, the debtor, the obligation shall 
be deemed to have been settled at the particular time. 

Related Provisions: 80(1)“forgiven amount”B(g) — Debt forgiveness rules do not 
apply; 80(2)@), 80.01(2)(a) — Special rules for determining the meaning of “related”; 
80(3)—(13) — Treatment of obligation deemed to have been settled; 80.01(10) — Sub- 
sequent payments; 80.01(11) — Foreign currency fluctuation to be ignored. 


(10) Subsequent payments in satisfaction of debt — Where 
a commercial debt obligation issued by a debtor is first deemed by 
subsection (8) or (9) to have been settled at a particular time, at a 
subsequent time a payment is made by the debtor of an amount in 
satisfaction of the principal amount of the obligation and it cannot 
reasonably be considered that one of the reasons the obligation be- 
came a parked obligation or became unenforceable, as the case may 
be, before the subsequent time was to have this subsection apply to 
the payment, in computing the debtor’s income for the taxation year 
(in this subsection referred to as the “subsequent year’) that in- 
cludes the. subsequent time. from the. source in connection. with 
which the obligation was issued, there may be deducted the amount 
determined by the formula 


0.5(A —B)-C 
where 
A. is the amount of the payment, 
Bis the amount, if any, by which 
(a) the principal amount of the obligation 
exceeds the total of 


(b) all amounts each of which is a forgiven amount at any 
time 
(i) in the period that began at the particular time and. en- 
ded immediately before the subsequent time, and 


(ii) at which a particular portion of the. obligation, is 
deemed by subsection (8) or (9) to, be settled 


in respect of the particular portion, and 


(c) all amounts paid in satisfaction of the principal amount of 
the obligation in the period that began at the particular time 
and ended immediately before the subsequent time, and 


C_is the amount, if any, by which the total of 


(a) all amounts deducted under section 61.3 in computing the 
debtor’s income for the subsequent year or a preceding taxa- 
tion year, 

(b) all amounts added because of subsection, 80(13) in com- 
puting the debtor’s income for the subsequent year or a pre- 
ceding taxation year in respect of a settlement under subsec- 
tion (8) or (9) in a period during which the debtor was 
exempt from tax under this Part on its taxable income, and 


(c) all amounts added because of subsection 80(13) in com- 
puting the debtor’s income for the subsequent year or a pre- 
ceding taxation year in respect of a settlement under subsec- 
tion (8) or (9) in a period during which the debtor was non- 
resident (other than any of those amounts added in comput- 
ing the debtor’s taxable income or taxable income earned in 
Canada) 


exceeds the total of 


(d) the amount, if any, deducted because of paragraph 
37(1)(f.1) in determining the balance determined under sub- 
section 37(1) in respect of the debtor immediately after the 
subsequent year, and 


(e) all amounts by which the amount deductible under this 
subsection in respect of a payment made by the debtor before 
the subsequent time in computing the debtor’s income for the 
subsequent year or a preceding year has been reduced be- 
cause of this description. 


Related Provisions: 3, 4(1) — Income from a source; 20(1)(uu) — Deduction for 
amount allowed under subsec. 80.01(10); 80.01(7) — Meaning of “parked obligation”; 
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87(2)0.21) — Amalgamations)— continuing corporation; 257/— Formula cannot cal- 
culate to less than zero. 


History: Subsec. 80.01(10) amended by 2001, 'c. 17,°s. 59 to replace the number 
“0.75” in the formula with the number “0.5”, applicable to taxation years that end after 
Feb. 27, 2000 except that, where a taxation year of a debtor includes Feb. 28, 2000-or 
Oct. 17, 2000, or began after Feb: 28, 2000 and ended before Oc. 17, 2000, the refer- 
ence to the fraction “1/2” in the subsec. shall be read as a reference to the fraction in 
para. 38(a), as amended by 2001, c. 17, that applies to als debtor for the year. 


F oposed Amendment - Application of S.C. 2001, ¢) 17, s, B90: 
Aoplcton: ‘The Joly 16, 2010 draft Pca (Part Serteesi ce! s. 161, a 


number <0. > atin era to taxation years thats ‘end after 
lL , February al, 2000 except that, for a taxation year of a debtor that includes either 

_ February 28, 2000 or October 17, 2000 or began after February 28, 2000 and 
before October 17, 2000, the reference to the fraction “1/2” shall be read as 
a reference to the fraction in para. 38(a) that applied to the debtor for the year in 
which the commercial debt obligation was deemed to have been settled. 


Technical Notes (July 2010): Subsection 59(2) of the Income Tax Amendments Act, 
2000 is amended to provide that, in computing a debtor’s income for a particular taxa- 
tion year, the fraction in paragraph 38(a) of the Income Tax Act to be applied in respect 
of the settlement ofa commercial d obligation i is the fraction in that paragraph that 
applied to the debtor in the debtor’s taxation year in which the obligation was deemed 
to have been settled instead of the fraction | that ‘paragraph that asset to me oo in 
the particular taxation year. 


This" change corrects a ‘Betaiidar deficiency, andi is —— to have come into force on 
June 14, 2001. a a 


(11) Foreign currency gains and losses — Where an obliga- 
tion issued by_a debtor is denominated in a currency (other than the 
Canadian currency) and the obligation is deemed by subsection (8) 
or (9) to have been settled, those subsections do not apply for the 
purpose of determining any gain or loss of the debtor on the settle- 
ment that is attributable to a fluctuation in the value of the currency 
relative to the value of Canadian currency. 


Related Provisions: 39(2)— Gain or loss on fluctuation of foreign currency; 
79(7) — Currency fluctuation where property surrendered to creditor; 80(2)(k) — De- 
termination of forgiven amount) where obligation denominated in foreign ‘currency; 
261(5)(c),- (f)@) — Functional currency reporting. 


1.T. Technical News: 15 (tax consequences of the adoption of the “euro” currency). 


History [s. 80.01]: S. 80.01 added by 1995, c. 21, s. 27, applicable to taxation years 
that end after February 21, 1994, except that it’does not, other than for the purposes of 
subsections 6(15) and (15.1) and 15(1.2) and (1.21) and section 79, apply to any obli- 
gation settled or extinguished 


(i) before’ February. 22, 1994, 
(ii) after February 21, 1994 


(A) under the terms of an agreement in writing entered into on or before that 
date, or 


(B). under the terms of any amendment, to,such an. agreement, where that 
amendment was entered into in writing before July 12, 1994 and the amount of 
the settlement or extinguishment was not substantially greater than the settle- 
ment or extinguishment provided under the terms of the agreement, 


(iii) before 1996 pursuant to a restructuring of debt in connection with a proceed- 
ing commenced in a court in Canada before February 22, 1994, 


(iv) before 1996 in connection witha proposal (or notice of intention to make a 
proposal) that was filed under the Bankruptcy and Insolvency Act,-or similar legis- 
lation of a country other than Canada, before February 22, 1994, or 


(v) before 1996 in connection with a written offer that was made by, or communi- 
cated to, the holder of the obligation before February 22, 1994. 


Definitions [s. 80.01]: “adjusted cost base” — 54, 248(1);; “amount” — 248(1); 
“arm’s length’ — 80(2)(j), 80.01(2)(a), 251(1); “Canadian currency” — 261(5)(f)(); 
“capital property” — 54, 248(1); “commercial debt obligation”, “commercial obliga- 
tion” — 80(1), 80.01(1); “corporation” — 248(1), Interpretation’ Act 35(1); “cost 
amount” — 248(1); “creditor” — 80.01(3);° “debtor”; “distress ‘preferred’ share” — 
80(1), 80.01(1);. “filing-due. date’ — 248(1);. “forgiven amount” —80(1),,80.01(1), 
80.01(8)(b); “non-resident” — 248(1); . “parent” — 88(1); “parked obligation” — 
80.01(7); “person” — 80(1), 80.01(1), 248(1); “prescribed”, “principal amount” — 
248(1); “related” — 80(2)(j), 80.01(2)(a), 251(2); “SIFT trust wind-up event”, “SIFT 
wind-up entity” — 248(1); = “settled” — 80(2)(a), — 80.01(3)-(9), —-80.02(2)(c), 
80.02(7)(a); “significant interest’ — 80.01(2)(b); “source” — 4(1); “specified cost” — 
80.01(1); “specified obligation” — 80.01(6); “specified shareholder” — 248(1); “sub- 
sidiary” — 88(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


S. 80.02(1) 


80.02 (1) Definitions — In this section, “commercial debt obliga- 
tion’, “commercial obligation”, “distress preferred share” and “per- 
son” have the meanings assigned by subsection 80(1). 


(2) General rules for distress preferred shares — For the 
purpose of applying the provisions of this Act to an issuer of a dis- 
tress preferred share, 


(a) the principal amount, at any time, of the share shall be 
deemed to be the amount (determined at that time) for which the 
share was issued; 


(b) the amount for which the share was issued shall, at any time, 
be deemed to be the amount, if any, by which the total of 


(i) the amount for which the share was issued, determined 
without reference to this paragraph, and 


(ii) all amounts by which the paid-up capital in respect of the 
share increased after the share was issued and before that 
time 

exceeds 


(iii) the total of all amounts each of which is an amount paid 
before that time on a reduction of the paid-up capital in re- 
spect of the share, except to the extent that the amount is 
deemed by section 84 to have been paid as a dividend; 


(c) the share shall be deemed to be settled at such time as it is 
redeemed, acquired or cancelled by the issuer; and 


(d) a payment in satisfaction of the principal amount of the share 
is any payment made on a reduction of the paid-up capital in 
respect of the share to the extent that the payment would be pro- 
ceeds of disposition of the share within the meaning that would 
be assigned by the definition “proceeds of disposition” in sec- 
tion 54 if that definition were read without reference to para- 
graph (j). 

Related Provisions: 80.02(3)(b), 80,02(5)(b) — Deemed amounts for purposes of 

subpara. 80.02(2)(b)(1). 


(3) Substitution of distress preferred share for debt — 
Where any part of the consideration given by a corporation to an- 
other person for the settlement or extinguishment at any time of a 
commercial debt obligation that was issued by the corporation and 
owned immediately before that time by the other person consists. of 
a distress preferred share issued by the corporation to the other 
person, 


(a) for the purposes of section 80, the amount paid at that time in 
satisfaction of the principal amount of the obligation because of 
the issue of that share shall be deemed to be equal to the lesser 
of 


(i) the principal amount of the obligation, and 


(ii) the amount by which the paid-up capital in respect of the 
class of shares that include that share increases because of 
the issue of that share; and 


(b) for the purpose of subparagraph (2)(b)(), the amount for 
which the share was issued. shall be deemed to be equal to. the 
amount deemed by paragraph (a) to have been paid at that time. 


Related Provisions: 80.02(2) — General rules. 


(4) Substitution of commercial debt obligation for distress 
preferred share — Where any part of the consideration given by 
a corporation to another person for the settlement at any time of a 
distress preferred share that was issued by the corporation and 
owned immediately before that time by the other person consists of 
a commercial debt obligation issued by the corporation to the other 
person, for the purposes of section 80 


(a) the amount paid at that time in satisfaction of the principal 
amount of the share because of the issue of that obligation shall 
be deemed to be equal to the principal amount of the obligation; 
and 


Income Tax Act, Part I, Division B 


(b) the amount for which the obligation was issued shall be 
deemed to be equal to its principal amount. 


(5) Substitution of distress preferred share for other 
distress preferred share — Where any part of the consideration 
given by a corporation to another person for the settlement at any 
time of a particular distress preferred share that was issued by the 
corporation and owned immediately before that time by the other 
person consists of another distress preferred share issued by the cor- 
poration to the other person, for the purposes of section 80 


(a) the amount paid at that time in satisfaction of the principal 
amount of the particular share because of the issue of the other 
share shall be deemed to be equal to the amount by which the 
paid-up capital in respect of the class of shares that includes the 
other share increases because of the issue of the other share; and 


(b) for the purpose of subparagraph (2)(b)(i), the amount for 
which the other share was issued shall be deemed to be equal to 
the amount deemed by paragraph (a) to have been paid at that 
time. 


(6) Substitution of non-commercial obligation for distress 
preferred share — Where any part of the consideration given by 
a corporation to another person for the settlement at any time of a 
distress preferred share that was issued by the corporation and 
owned immediately before that time by the other person consists of 
another share (other than a distress preferred share) or an obligation 
(other than a commercial obligation) issued by the corporation to 
the other person, for the purposes of section 80, the amount paid at 
that time in satisfaction of the principal amount of the distress pre- 
ferred share because of the issue of the other share or obligation 
shall be deemed to be equal to the fair market value of the other 
share or obligation, as the case may be, at that time. 


Related Provisions: 80.02(2) — General rules. 


(7) Deemed settlement on expiry of term — Where at any 
time a distress preferred share becomes a share that is not a distress 
preferred share, for the purposes of section 80 


(a) the share shall be deemed to have been settled immediately 
before that time; and 


(b) a payment equal to the fair market value of the share at that 
time shall be deemed to have been made immediately before that 
time in satisfaction of the principal amount of the share. 


Related Provisions: 80(1)‘distress preferred share”, 248(1)‘‘term preferred 
share”’(e) —Maximum term of distress preferred share is 5 years. 


History [s. 80.02]: S. 80.02 added by 1995; c. 21, s. 27, applicable to taxation years 
that end after February 21, 1994, except that it does not, other than for the purposes of 
subsections 6(15) and (15.1) and 15(1.2) and (1.21) and section 79, apply to any obli- 
gation settled or extinguished 


(i) before February 22, 1994, 
(ii) after February 21, 1994 


(A) under the terms of an agreement in writing entered into on or before that 
date, or 


(B) under the terms of any amendment to such an agreement, where that 
amendment was entered into in writing before July 12, 1994 and the amount of 
the settlement or extinguishment was not substantially greater than the settle- 
ment or extinguishment provided under the terms of the agreement, 


(iii) before 1996 pursuant to a restructuring of debt in connection with a proceed- 
ing commenced in a court in Canada before February 22, 1994, 


(iv) before 1996 in connection with a proposal (or notice of intention to make a 
proposal) that was filed under the Bankruptcy and Insolvency Act, or similar legis- 
lation of a country other than Canada, before February 22, 1994, or 


(v) before 1996 in connection with a written offer that was made by, or communi- 
cated to, the holder of the obligation before February 22, 1994; 


Definitions [s. 80.02]: “amount” — 80.02(2)(b), 248(1); “class of shares” — 248(6); 
“commercial debt obligation”, “commercial obligation” — 80(1), 80.02(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “distress preferred share” — 80(1), 80.02(1); 
“dividend” — 248(1); “paid-up capital” — 89(1), 248(1); “payment in satisfaction” — 
80.02(2)(d); “person” — 80(1), 80.02(1), 248(1); “principal amount’? — 80.02(2)(a), 
248(1); “settled” — 80(2)(a), 80.01(5), 80.02(2)(c), 80.02(7)(a); “share” — 248(1). 
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80.03 (1) [Definitions — In this section, “commercial debt obliga- 
tion’, “commercial obligation”, “distress preferred share”, “for- 
given amount” and “person” have the meanings assigned by subsec- 
tion 80(1).]!9 
History: Subsec. 80.03(1) inadvertently deleted, instead of amended to repeal “taxable 
dividend’, by 1998, c. 19, subsec. 112(1), with the version in square brackets above to 
have been applicable to taxation years ‘that end‘after February 21, 1994. The ‘subsec. 
formerly read: 
(1) In this section, - 
(a) “commercial debt obligation”, “commercial obligation’, “distress, pre- 
ferred share’, “forgiven amount” and “person” have the meanings assigned 
by subsection 80(1); and 


(b) “taxable dividend” does not include any capital gains dividends (within 
the meaning dssigned by subsection 131(1)). 


(2) Deferred recognition of debtor’s gain on settlement of 
debt — Where at any time in a taxation year a person (in this sub- 
section referred to as the “transferor”) surrenders a particular capital 
property (other than a distress preferred share) that is a share, a cap- 
ital interest in a trust or an interest in a partnership, the person shall 
be deemed to have a capital gain from the disposition at that time of 
another capital property (or, where the particular property is a taxa- 
ble Canadian property, another taxable Canadian property) equal to 
the amount, if any, by which 


(a) the total of all amounts deducted under paragraph 53(2)(g.1) 
in computing the adjusted cost base to the transferor of the par- 
ticular property immediately before that time 


exceeds the total of 


(b) the amount that would be the transferor’s capital gain for the 
year from the disposition of the particular property if this Act 
were read without reference to subsection 100(2), and 


(c) where, at the end of the year, the transferor is resident in 
Canada or is a non-resident person who carries on business in 
Canada through a fixed place of business, the amount designated 
under subsection (7) by the transferor in respect of the disposi- 
tion, at that time or immediately after that time, of the particular 
property. 

Related Provisions: 80.03(3) — Meaning of “surrender”; 253 — Extended meaning 

of carrying on business in Canada. : 


(3) Surrender of capital property — For the purpose of subsec- 
tion (2), a person shall be considered to have surrendered a property 
at any time only where 


(a), 1n the case, of a share. of the. capital stock of.a. particular 
corporation, 


(i) the person is a corporation that disposed of the, share at 
that time and the proceeds of disposition of the share are de- 
termined under paragraph 88(1)(b), or 


(ii) the person is a corporation that owned the share at’ that 
time and, immediately after that time, amalgamates or 
merges with the particular corporation; 


(b) in the case of a capital interest in a trust, the person disposed 
of the interest at. that time and the proceeds of disposition are 
determined under paragraph 107(2)(c); and 


(c) in the case of an interest in a partnership, the person disposed 
of the interest at that time and the proceeds of disposition are 
determined under paragraph 98(3)(a) or (5)(a). 


(4)-(6) [Repealed] 


History: Subsecs. 80.03(4) to (6) repealed by 1998, c. 19, subsec. 112(2), applicable to 
taxation years that end after February 21, 1994. The subsecs. formerly read: 


(4) Dispositions by corporations — Where at any time in a taxation’ year a cor- 
poration (in this subsection referred to as the, “‘vendor’) disposes, of a.particular 
capital property that is a share, an interest in a partnership or a capital interest in 
a trust, otherwise than by way of a disposition to which subsection (2) or 53(6) 
applies, a disposition to another corporation in circumstances to which subsec- 
tion 53(5) applies, or a disposition the proceeds from which are determined 
under subsection 47(1), section 86 or any of the provisions (other than subsec- 


S. 80.03(7)(b) (i) 


tion 97(2)) referred to in subsection 53(4), the vendor shall be deemed to have a 
capital gain from the disposition at that time of another. capital property (or 
where the particular property is a taxable Canadian property, another taxable Ca- 
nadian property) equal to the amount, if any, by which the lesser of 


(a) all amounts deducted under paragraph 53(2)(g.1) in computing the ad- 
justed cost base to the vendor of the particular property immediately before 
that time, and 


(b) where the particular property 
(i) is a share, the total of all. amounts each of which is 


(A) a taxable dividend on the ‘share that was received in the speci- 
fied period relating to the disposition of the share, to the extent that 
the dividend is deductible in computing taxable income of a holder 
of the share or a beneficiary under a trust that held the share, or 


(B)a capital dividend on the share that was received in the specified 
period relating to the disposition of the share, 


(ii) is an interest in a partnership, the total of all amounts each of which 
is 
(A) the share of a taxable dividend relating to.the interest that was 
received after July 12, 1994 and in a fiscal period of the partnership 
that ended in the specified period relating to the disposition of the 
interest, to the extent that such share is deductible in computing tax- 
able income of a person holding the interest in the partnership or a 
beneficiary under a trust that held the interest in the partnership, or 
(B) the share of a capital dividend relating to the interest that was 
received after July 12, 1994 and in a fiscal period of the partnership 
that ended in the specified period relating to the disposition of the 
interest, or 
(ili) is a capital interest in a trust, the total of all amounts each of which 
is such portion of a taxable dividend that was received by the trust in the 
specified period relating to the disposition of the capital interest and that 
was deemed by subsection 104(19) to have''been received in respect of 
the capital interest, to the extent that such portion was deductible in 
computing taxable income of a person holding the capital interest 
exceeds the total of 
(c) the amount that would be the vendor’s‘capital gain for the year from the 
disposition of the particular property if this Act were read without reference 
to subparagraph 40(1)(a)(iii) and subsection 100(2), and 
(d) where the vendor is resident in Canada at the end of the year or is a non- 
resident person who.carries on business in Canada through a fixed place of 
business at the end of the year, the amount designated under subsection (7) 
by the vendor in respect of the disposition of the particular property. 
(5) Specified period — For the purpose of subsection (4), the specified period 
relating to a disposition at a particular time of a property by a person is the 
period 5 
(a) that began at or on the later of July 12, 1994 and the last time before the 
particular time that the person acquired the property, and 
(b) that ended at the particular time. 
(6) When property acquired — For the purposes of this subsection and subsec- 
tion (5), where, as a consequence of the disposition at a particular time of a pro- 
perty, to a person, an amount is deducted under paragraph 53(2)(g.1) in comput- 
ing the adjusted cost base of the property after the particular time, the person 
shall be deemed not to have acquired the property at the particular time and to 
have acquired the property at the time it was last acquired before the particular 
time. 


(7) Alternative treatment — Where at any time in a taxation 
year a person disposes of a property, for the purposes of subsection 
(2) and section 80 


(a) the person may designate an amount in a prescribed form 
filed with the person’s return of income under this Part for the 
year; and 


(b) where an amount is designated by the person under para- 
graph (a) in respect of the disposition, 
(i) the person shall be deemed to have issued a commercial 
debt. obligation at that time that is settled immediately after 
that time, 


(ii) the lesser of the amount so designated and the amount 
that would, but for this subsection, be a capital gain deter- 
mined in respect of the disposition because of subsection.(2) 
shall be treated as if it were the forgiven amount at the time 


10The English version of subsec. 80.03(1) was inadvertently deleted by 1998, c. 19, subsec. 112(1). The Dept. of Finance has confirmed that this will be corrected in an upcoming 


technical bill. 
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of the settlement in respect of the obligation referred to in 
subparagraph (i), 

(iii) the source in connection with which the obligation re- 
ferred to in subparagraph (i) was issued shall be deemed to 
be the business, if any, carried on by the person.at the end of 
the year, and 


(iv) where the person does not carry on a business at the end 
of the year, the person shall be deemed to carry on an active 
business at the end of the year and the source in connection 
with which the obligation referred to in subparagraph (i) was 
issued shall be deemed to be the business deemed by this 
subparagraph to be carried on. 


Related Provisions: 87(2)(h.1) — Amalgamations — continuing 
220(3.21)(a) — Late filing, amendment or revocation of designation. 


History: The opening words of subsec. 80.03(7) and subpara. 80.03(7)(b)(ii) amended 
by 1998, c. 19, subsecs. 112(3) and (4), applicable to taxation years that end after Feb- 
ruary 21, 1994. The opening words and subpara. formerly read: 


corporation; 


(7) Where at any time in a taxation year a person disposes of a property, for the 
purposes of subsections (2) and (4) and section 80 


(ii) the lesser of the amount so designated and the amount that would, but for this 
subsection, be a capital gain determined in respect of the disposition because of 
subsection (2) or (4) shall be treated as if it were the forgiven amount at the time 
of the settlement in respect of the obligation referred to in subparagraph (i), 


Forms: 12155: Alternative treatment of capital gains arising under s. 80.03 on settle- 
ment of debt. 


(8) Lifetime capital gains exemption — Where, as a conse- 
quence of the disposition at any time by an individual of a property 
that is a qualified farm property of the individual or a qualified 
small business corporation share of the individual (within the mean- 
ings assigned by subsection 110.6(1)), the individual is deemed by 
subsection (2) to have a capital gain at that time from the disposi- 
tion of another property, for the purposes of sections 3, 74.3 and 
111, as they apply for the purpose of section 110.6, the other pro- 
perty shall be deemed to be a qualified farm property of the indivi- 
dual or a qualified small business corporation share of the indivi- 
dual, as the case may be. 


History [s. 80.03]: S. 80.03 added by 1995, c. 21, s. 27, applicable to taxation years 
that end after February 21, 1994, except that 


(a) it does not, other than for the purposes of subsections 6(15) and (15.1) and 
15(1.2) and (1.21) and section 79, apply to any obligation settled or extinguished 


(i) before February 22, 1994, 
(ii) after February 21, 1994 


(A) under the terms of an agreement in writing entered into on or before 
that date, or 


(B) under the terms of any amendment to such an agreement, where that 
amendment was entered into in writing before July 12, 1994 and the 
amount of the settlement or extinguishment was not substantially greater 
than the settlement or extinguishment provided under the terms of the 
agreement, 


(iii) before 1996 pursuant to a restructuring of debt in connection with a pro- 
ceeding commenced in a court in Canada before February 22, 1994, 


(iv) before 1996 in connection with a proposal (or notice of intention to make a 
proposal) that was filed under the Bankruptcy and Insolvency Act, or similar 
legislation of a country other than Canada, before February 22, 1994, or 


(v) before 1996 in connection with a written offer that was made by, or com- 
municated to, the holder of the obligation before February 22, 1994; and 


(b) a form referred to in subsection 80.03(7) shall be deemed to have been filed on 
a timely basis if it is filed with the Minister of National Revenue before 1996. 


Definitions [s. 80.03]: “active business” — 248(1); “adjusted cost base” — 54, 
248(1); “amount” — 248(1); “business” — 248(1); “capital dividend” — 83(2), 
248(1); “capital gain” — 39(1)(a), 248(1); “capital interest” —in a trust. 108(1), 
248(1); “capital property” — 54, 248(1); “carries on business in Canada’ — 253; 
“commercial debt obligation” — 80(1), 80.03(1)(a), 80.03(7)(b)(i); “commercial obli- 
gation” — 80(1), 80.03(1)(a); “corporation” — 248(1), Interpretation Act 35(1); “di- 
rected person” — 80(1), 80.04(1); “distress preferred share” — 80(1), 80.03(1)(a); “‘fis- 
cal period” — 249(2)(b), 249.1; “forgiven amount” — 80(1), 80.03(1)(a), 
80.03(7)(b)(ii); “individual”, “non-resident” — 248(1); “person” — 80(1), 80.03(1)(a), 
248(1); “prescribed” — 248(1); “proceeds of disposition” — 54; “property” — 248(1); 
“resident in Canada” — 94(3)(a)(viii), 250; ‘settled’ — 80.03(7)(b)(i); “share” — 
248(1); “source” — 4(1), 80.03(7)(b)(iv); “surrender” — 80.03(3); “taxable Canadian 
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property” — 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 249; “trans- 
feror’ — 80.03(2); “trust” — 104(1), 248(1), (3); “vendor” — 80.03(4). 


80.04 [Transfer of forgiven amount to other taxpayer] — 
(1) Definitions — In this section, “commercial debt obligation”, 
“commercial obligation’, “debtor”, “directed person”, “eligible Ca- 
nadian partnership”, “forgiven amount’ and “person” have the 


meanings assigned by subsection 80(1). 


(2) Eligible transferee — For the purpose of this section, an “eli- 
gible transferee” of a debtor at any time is a directed person at that 
time in respect of the debtor or a taxable Canadian corporation or 
eligible Canadian partnership related (otherwise than because of a 
right referred to in paragraph 251(5)(b)) at that time to the debtor. 


Related Provisions: 87(2)(h.1) — Amalgamations — continuing corporation. 


(3) Application — Paragraphs 80(2)(a), (b), (j), (1) and (n) apply 
for the purpose of this section. 


(4) Agreement respecting transfer of forgiven amount — 
Where 


(a) a particular commercial obligation (other than an obligation 
deemed by paragraph (e) to have been issued) issued by a debtor 
is settled at a particular time, 


(b) amounts have been designated by the debtor under subsec- 
tions 80(5) to (10) to the maximum extent permitted in respect 
of the settlement of the particular obligation at the particular 
time, 


(c) the debtor and an eligible transferee of the debtor at the par- 
ticular time file under this section an agreement between them in 
respect of that settlement, and 


(d) an amount is specified in that agreement 
the following rules apply: 


(e) except for the purposes of subsection 80(11), the transferee 
shall be deemed to have issued a commercial debt obligation 
that was settled at the particular time, 


(f) the specified amount shall be deemed to be the forgiven 
amount at the particular time in respect of the obligation referred 
to in paragraph (e), 

(g) subject to paragraph (h), the obligation referred to in para- 
graph (e) shall be deemed to have been issued at the same time 
(in paragraph (h) referred to as the “time of issue’’) at which, and 
in the same circumstances in which, the particular obligation 
was issued, 


(h) where the transferee is a corporation the control of which 
was acquired by a person or group of persons after the time of 
issue and the transferee and the debtor were not related to each 
other immediately before that acquisition of control, 


(i) the obligation referred to in paragraph (e) shall be deemed 
to have been issued after that acquisition of control, and 


(ii) paragraph (e) of the definition “relevant loss balance” in 
subsection 80(1), paragraph (f) of the definition “successor 
pool” in that subsection and paragraph (b) of the definition 
“unrecognized loss” in that subsection do not apply in re- 
spect of that acquisition of control, 


(i) the source in connection with which the obligation referred to 
in paragraph (e) was issued shall be deemed to be the source in 
connection with which the particular obligation was issued, and 


(j) for the purposes of sections 61.3 and 61.4, the amount in- 
cluded under subsection 80(13) in computing the income of the 
eligible transferee in respect of the settlement of the obligation 
referred to in paragraph (e) or deducted under paragraph 
80(15)(a) in respect of such income shall be deemed to be nil. 
Related Provisions: 80(13)C — Amount specified in agreement reduces income 
inclusion; .80(14)(c)— Calculation of residual balance for income inclusion; 
80(15)(c) — Where commercial debt obligation issued by partnership; 80.04(5) — 
Where consideration given for entering into agreement; 80.04(6) — How and when 
agreement to be filed with CRA; 87(2)(h.1) — Amalgamations — continuing corpora- 
tion; 139.1(18) — Holding corporation deemed not to acquire control of insurer on 
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demutualization; 256(6)—(9) — Whether control acquired; 256(8) — Deemed acquisi- 
tion of shares. 


(5) Consideration for agreement — For the purposes of. this 
Part, where property is acquired at any time by an eligible trans- 
feree as consideration for entering into an agreement with a debtor 
that is filed under this section 


(a) where the property was owned by the debtor immediately 
before that time, 


(i) the debtor shall be deemed to have disposed of the pro- 
perty at that time for proceeds equal to the fair market value 
of the property at that time, and 


(ii) no amount may be deducted in computing the debtor’s 
income as a consequence of the transfer of the property, ex- 
cept any amount arising as a consequence of the application 
of subparagraph (1); 


(b) the cost at which the property was acquired by the eligible 
transferee at that time shall be deemed to be equal to the fair 
market value of the property at that time; and 


(c) the eligible transferee shall not be required to add an amount 
in computing income solely because of the acquisition at that 
time of the property. 


(d) [Repealed] 


Related Provisions: 80.04(5.1) — No benefit conferred on debtor as a consequence 
of the agreement; 191.3(1.1) — Similar rule for purposes of Part VI.1 tax. 


History: Para. 80.04(5)(d) repealed by 1998, c. 19, subsec. 113(1), applicable to taxa- 
tion years that end after February 21, 1994. The para. formerly read: 


(d) no benefit shall be considered to have been conferred on the debtor as a con- 
sequence of the debtor entering into an agreement filed under this section. 


(5.1) No benefit conferred — For the purposes of this Part, 
where a debtor and an eligible transferee enter into an agreement 
that is filed under this section, no benefit shall be considered to 
have been conferred on the debtor as a consequence of the 
agreement. 


History: Subsec. 80.04(5.1) added by 1998, c. 19, subsec. 113(2), applicable to taxa- 
tion years that end after February 21, 1994. 


(6) Manner of filing agreement — Subject to subsection (7), a 
particular agreement between a debtor and an eligible transferee in 
respect of an obligation issued by the debtor that was settled at any 
time shall be deemed not to have been filed under this section 


(a) where it is not filed with the Minister in a prescribed form 
(i) on or before the later of 


(A) the day on or before which the debtor’s return of in- 
come under this Part is required to be filed for the taxa- 
tion year or fiscal period, as the case may be, that in- 
cludes that time (or would be required to be filed if tax 
under this Part were payable by the debtor for the year), 
and 


(B) the day on or before which the transferee’s return of 
income under this Part is required to be filed for the taxa- 
tion year or fiscal period, as the case may be, that in- 
cludes that time, or 


(ii) within the period within which the debtor or the trans- 
feree may serve a notice of objection to an assessment of tax 
payable under this Part for a taxation year or fiscal period, as 
the case may be, described in clause (i)(A) or (B), as the case 
may be; 


(b) where it is not accompanied by, 


(i) where the debtor is a corporation and its directors are le- 
gally entitled to administer its affairs, a certified copy of their 
resolution authorizing the agreement to be made, 


(ii) where the debtor is a corporation and its directors are not 
legally entitled to administer its affairs, a certified copy of 
the document by which the person legally entitled to admin- 
ister its affairs authorized the agreement to be made, 


S. 80.04(10) 


(iii) where the transferee is a corporation and its directors are 
legally entitled to administer its affairs, a certified copy of 
their resolution authorizing the agreement to be made, and 


(iv) where the transferee is a corporation and its directors are 
not legally entitled to administer its affairs, a certified copy 
of the document by which the person legally entitled to ad- 
minister its affairs authorized the agreement to be made; or 


(c) if an agreement amending the particular agreement has been 
filed in accordance with this section, except where subsection 
(8) applies to the particular agreement. 

Related Provisions: 80.04(7) — Deemed due dates for partnership to file return and 


service notice of objection; 96(3) — Agreement of members of partnership; 150(1) — 
Due date for return; 165(1) — Deadline for serving notice of objection. 


Forms: T2156: Agreement to transfer a forgiven amount under s. 80.04. 


(7) Filing by partnership — For the purpose of subsection (6), 
where an obligation is settled at any time in a fiscal period of a 
partnership, it shall be assumed that 


(a) the partnership is required to file a return of income under 
this Part for the fiscal period on or before the latest day on or 
before which any member of the partnership during the fiscal 
period is required to file a return of income under this Part for 
the taxation year in which that fiscal period ends (or would be 
required to file such a return of income if tax under this Part 
were payable by the member for that year); and 


(b) the partnership may serve a notice of objection described in 
subparagraph (6)(a)(ii) within each period within which any 
member of the partnership during the fiscal period may serve a 
notice of objection to tax payable under this Part for a taxation 
year in which that fiscal period ends. 


(8) Related corporations — Where at any time a corporation be- 
comes related to another corporation and it can reasonably be con- 
sidered that the main purpose of the corporation becoming related 
to the other corporation is to enable the corporations to file an 
agreement under this section, the amount specified in the agreement 
shall be deemed to be nil for the purpose of the description of C in 
subsection 80(13). 


(9) Assessment of taxpayers in respect of agreement — 
The Minister shall, notwithstanding subsections 152(4) to (5), as- 
sess or reassess the tax, interest and penalties payable under this Act 
by any taxpayer in order to take into account an agreement filed 
under this section. 


(10) Liability of debtor — Without affecting the liability of any 
person under any other provision of this Act, where a debtor and an 
eligible transferee file an agreement between them under this sec- 
tion in respect of an obligation issued by the debtor that was settled 
at any time, the debtor is, to the extent of 30% of the amount speci- 
fied in the agreement, liable to pay 


(a) where the transferee is a corporation, all taxes payable under 
this Act by it for taxation years that end in the period that begins 
at that time and ends 4 calendar years after that time; 


(b) where the transferee is a partnership, the total of all amounts 
each of which is the tax payable under this Act by a person for a 
taxation year 


(i) that begins or ends in that period,.and 


(ii) that includes the end of a fiscal period of the partnership 
during which the person was a member of the partnership; 
and 


(c) interest and penalties in respect of such taxes. 
Related Provisions: 80.04(11) — Joint and several liability; 80.04(12) — Assess- 
ment; 80.04(14)— Where partnership is a member of a partnership; 87(2)(h.1) — 
Amalgamations — continuing corporation. 
History: Para. 80.04(10)(a) amended by 1998, c. 19, subsec. 113(3), applicable to tax- 
ation years that end after February 21, 1994. The para. formerly read: 

(a) where the transferee is a corporation, all taxes payable under this Act by it for 


taxation years that end in the period that begins at that time and ends 10 calendar 
years after that time; 
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(11) Joint liability — Where taxes, interest and penalties are pay- 
able under this Act by a person for a taxation year and those taxes, 
interest and penalties are payable by a debtor because of subsection 
(10), the debtor and the person are jointly and severally liable to 
pay those amounts. 


Proposed Amendment — 80.04(11) © 


(11) Joint and several, or solidary, liability — Tt taxes, in- 
terest and penalties are payable under this Act by a person for a 
taxation year and those taxes, interest and penalties are payable by 
a debtor because of subsection (10), the debtor and the person are 
jointly and severally, or solidarily, liable to pay those amounts. 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 205, will 
amend subsec. 80. 04(11) to read as above, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


Related Provisions: 87(2)(h.1) — Amalgamations — continuing corporation. 


(12) Assessments in respect of. liability — Where a debtor 
and an eligible transferee file an agreement between them under this 
section in respect of an obligation issued by the debtor that was 
settled at a particular time, 


(a) where the debtor is an individual or a corporation, the Min- 
ister may at any subsequent time assess the debtor in respect of 
taxes, interest and penalties for which the debtor is liable be- 
cause of subsection (10); and 


(b) where the debtor is a partnership, the Minister may at any 
subsequent time assess any person who has been, a member of 
the partnership in respect of taxes, interest and penalties for 
which the partnership is liable because of subsection (10), to the 
extent that those amounts relate to taxation years of the trans- 
feree (or, where the transferee is another partnership, members 
of the other partnership) that end at or after 


(i) where the person was not a member of the partnership at 
the particular time, the first subsequent time the person be- 
comes a member of the partnership, and 
(11) in any other case, the particular time. 

Related Provisions: 80.04(13) — Provisions applicable to assessment; 80.04(14) — 


Where partnership is a member of a partnership; 87(2)(h.1) — Amalgamations — con- 
tinuing corporation. 


(13) Application of Division | — The provisions of Division I 
apply to an assessment under subsection (12) as though it had been 
made under section 152. 


(14) Partnership members — For the purposes of paragraphs 
(10)(b) and (12)(b) and this subsection, where at any time a member 
of a particular partnership is another partnership, each member of 
the other partnership shall be deemed to be a member of the particu- 
lar partnership at that time. 


History [s. 80.04]: S. 80.04 added by 1995, c. 21, s. 27, applicable to taxation years 
that end after February 21, 1994, except that 


(a) it does not, other than for the purposes of subsections 6(15) and (15.1) and 
15(1.2) and (1.21) and section 79, apply to any obligation settled or extinguished 


(i) before February 22, 1994, 
(ii) after February 21, 1994 


(A) under the terms of an agreement in writing entered into on or before 
that date, or 


(B) under the terms of any amendment to such an agreement, where that 
amendment was entered into in writing before July 12, 1994 and the 
amount of the settlement or extinguishment was not substantially greater 
than the settlement or extinguishment provided under the terms of the 
agreement, 


(iii) before 1996 pursuant to a restructuring of debt in connection with a pro- 
ceeding commenced in a court in Canada before February 22, 1994, 


(iv) before 1996 in connection with a proposal (or notice of intention to make a 
proposal) that was filed under the Bankruptcy and Insolvency Act, or similar 
legislation of a country other than Canada, before February 22, 1994, or 


(v) before. 1996 in connection with a written offer that was made by, or com- 
municated to, the holder of the obligation before February 22, 1994; and 


(b) a form referred to in subsection 80.04(6) shall be deemed to have been filed on 
a timely basis if it is filed with the Minister of National Revenue before 1996. 
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Definitions [s. 80.04]: “acquired” — 256(7)-(9); “amount” — 80.04(5), 248(1); 
“benefit” — 80.04(5.1); “commercial debt obligation” — 80(1), 80.04(1), (4)(e); “com- 


mercial obligation” — 80(1), 80.04(1); “control” — 256(6)-(9); “corporation” — 
248(1), Interpretation Act s. 35(1); “debtor”, “directed person”, “eligible Canadian 
partnership” — 80(1), 80.04(1); “eligible transferee” — 80.04(2); “fiscal period” — 


249(2)(b),, 249.1; “forgiven amount” — 80(1), 80.01(8)(b), 80.04(1); “individual”, 


“Minister” — 248(1); “person” — 80(1), 80.04(1), 248(1); “prescribed” — 248(1); “re- 
lated” — 80(2)(j), 80.04(3), (8), 251(2); “settled” — 80(2)(a),  80.01(3)-(9), 
80.02(2)(c), 80.02(7)(a), 80.04(4)(e); “specified amount” — 80.04(4)(d); “taxable Ca- 
nadian corporation” — 89(1), 248(1); “taxation year” — 249; “time of issue” — 
80.04(4)(g). 


80.1 (1) Expropriation assets acquired as compensation 
for, or as consideration for sale of, foreign property taken 
by or sold to foreign issuer — Where in a taxation year ending 
coincidentally with or after December 31, 1971 a taxpayer resident 
in Canada has acquired any bonds, debentures, mortgages, hypothe- 
cary claims, notes or similar obligations (in this. section referred to 
as “expropriation assets”) issued by the government of a country 
other than Canada or issued by a person resident in a country other 
than Canada and guaranteed by the government of that country, 


(a) as compensation for 


(i) shares owned by the taxpayer of the capital stock of a for- 
eign affiliate of the taxpayer that carried.on business in that 
country, or 


(ii) all or substantially all of the property used by the tax- 
payer in carrying on business in that country, 


(which shares or property, as the case may be, are referred to in 
this section as “foreign property’’), taken, after June 18, 1971, 
from the taxpayer by the issuer under the authority of a law of 
that country, or 


(b) as consideration for the sale of foreign property sold, after 
June 18, 1971, by the taxpayer to the issuer, if 


(i) the sale was, by a law of that country, expressly required 
to be made, or 


(1i) the sale was made after notice or other manifestation of 
an intention to take the foreign property, 


if the taxpayer has so elected, in prescribed form and within pre- 
scribed time, in respect of all of the expropriation assets so acquired 
by the taxpayer, the following rule applies, namely, an amount in 
respect of each such expropriation asset, equal to 


(c) the principal amount of the asset, or 


(d) where the taxpayer has designated in the taxpayer’s election 
an amount in respect of the asset that is less than the principal 
amount thereof, the amount so designated, 


shall be deemed to be 
(e) the cost to the taxpayer of the asset, and 


(f) for the purpose of computing the taxpayer’s proceeds of dis- 
position of the foreign property so taken or sold, the amount re- 
ceived by the taxpayer by virtue of the taxpayer’s acquisition of 
the asset, 


except that in no case may the taxpayer designate an amount in re- 
spect of any expropriation asset so that the taxpayer’s proceeds of 
disposition of the foreign property so taken or sold (computed hay- 
ing regard to the provisions of paragraph (f)) are less than the cost 
amount to the taxpayer of the foreign property immediately before 
it was so taken or sold. 


Related Provisions: 53(1)(k), 53(2)(n) — Adjustments to cost base; 90-95 — 


or revocation of election. 


History: The opening words of subsec. 80.1(1) amended by 2001, c. 17, s. 210 to add 
the words “hypothecary claims”, in force on June 14, 2001. 


Regulations: 4500 (prescribed time). 


Forms: T2079: Election re: expropriation assets acquired as compensation for or a 
consideration for sale of foreign property taken by or sold to foreign issuer. 


(2) Election re interest received or to be received on 
expropriation assets acquired by taxpayer — Where a tax- 
payer has elected in prescribed form and within prescribed time in 
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respect of all amounts (each of which is referred to in this subsec- 
tion as an “interest amount’) received or to be received by the tax- 
payer as or on account of interest.on all expropriation assets ac- 
quired by the taxpayer as compensation for, or as consideration for 
the sale of, foreign property taken by or sold to any particular issuer 
as described in subsection (1), the following rules apply in respect 
of each such asset so acquired by the taxpayer: 


(a) in computing the taxpayer’s income for a taxation year from 
the asset, there may be deducted, in respect of each interest 
amount received by the taxpayer in the year on the asset, the 
lesser of the interest amount and the total of 


(i) the amount required by paragraph (b) to be added, by vir- 
tue of the receipt by the taxpayer of the interest amount, in 
computing the adjusted cost base to the taxpayer of the asset, 
and 


(ii) the greater of 


(A) the adjusted cost base to the taxpayer of the asset im- 
mediately before the interest amount was so received by 
the taxpayer, and 


(B) the adjusted principal amount to. the taxpayer of the 
asset immediately, before the interest amount was so re- 
ceived by the taxpayer, 


and there shall be included, in respect of each amount (in this 
paragraph referred to.as a “capital amount’) received by the tax- 
payer in the year as, on account or in lieu of payment of, or in 
satisfaction of, 


(iii) any proceeds, of disposition of the asset, or 
(iv) the principal amount of the asset, 


the amount, if any, by which the capital amount exceeds the 
greater of the adjusted cost base to the taxpayer of the asset im- 
mediately before the capital amount was received by the tax- 
payer and its adjusted principal amount to the taxpayer at that 
time; 


(b) in computing, at any particular time, the adjusted cost base to 
the taxpayer of the asset, there shall be added, in respect‘of each 
interest amount received by the taxpayer on the asset before the 
particular time, an amount equal to the lesser of 


(1) any income or profits tax paid by the taxpayer to the gov- 
ernment of a country other than Canada in respect of the in- 
terest amount, and 


(ii) that proportion of the tax referred to in subparagraph (1) 
that the adjusted cost base to the taxpayer of the asset imme- 
diately before the interest amount was received by the tax- 
payer is of the amount, if any, by which the interest amount 
exceeds the tax referred to in that subparagraph, 


and there shall be deducted 


(iii) each interest amount received by the taxpayer on the as- 
set before the particular time, and 


(iv) each amount received by the taxpayer before the particu- 
lar time on account of the principal amount of the asset; 


(c) the receipt by the taxpayer of an amount described in subpar- 
agraph (b)(iv) in respect of the asset shall be deemed not to be a 
partial disposition thereof; and 


(d) for the purposes of section 126, notwithstanding, the. defini- 
tion “non-business-income tax” in subsection. 126(7), the “non- 
business-income tax’? paid by a taxpayer does not include any 
tax, or any portion thereof, the amount of which is required by 
paragraph (b) to be added in computing the adjusted cost base to 
the taxpayer of the asset. 

Related Provisions: 53(1)(k), 53(2)(n) — Adjustments to cost base. 

Regulations: 4500 (prescribed time). 


Forms: T2079: Election re: expropriation assets acquired as compensation for or a 
consideration for sale of foreign property taken by or sold to foreign issuer. ’ 


(3) Where interest amount and capital amount received at 
same time — For the purposes of subsection (2), where an. interest 
amount on an expropriation asset and a capital amount with respect 


S. 80.1(4) 


to that asset are received by a taxpayer at the same time, the interest 
amount shall be deemed to have been received by the taxpayer: im- 
mediately before the capital amount: 


(4) Assets acquired from foreign affiliate of taxpayer as 
dividend in kind or as benefit to shareholder — Where a 
foreign affiliate of a taxpayer resident in Canada would, on the as- 
sumption that the foreign affiliate were resident in Canada’ and its 
only foreign affiliates were corporations that were foreign affiliates 
of the taxpayer, be entitled to make an election under subsection (1) 
in respect of assets acquired by it that'would, on that assumption, be 
expropriation assets of the foreign affiliate, and all or any of those 
assets are subsequently acquired by the taxpayer from the foreign 
affiliate as a dividend payable in kind, or as ‘a benefit received from 
the foreign affiliate that would otherwise be required by subsection 
15(1) to be included in computing the income of the taxpayer, if the 
taxpayer has’ so elected, in prescribed form and within prescribed 
time, in respect of all of the assets so acquired by the taxpayer from 
the foreign affiliate, the following rules apply in respect of each 
such asset so acquired by the taxpayer: 


(a) an amount equal to 
(i) the principal amount of the asset, or 


(ii) where the taxpayer has designated in the taxpayer’s elec- 
tion an amount in respect of the asset that is less than the 
principal amount thereof, the amount so designated, 


shall be deemed to be, 


(iii) notwithstanding subsection 52(2), the cost..to. the. tax- 
payer of the asset, and 


(iv) the amount of the dividend or benefit, as the case may 
be, received by the taxpayer by virtue of the acquisition by 
the taxpayer of the asset; 


(b) where the asset was so acquired as such a benefit and the 
taxpayer has designated in the election a class of shares as de- 
scribed in this paragraph in respect of the asset, the amount of 
the benefit shall be deemed 


(i) to have been received by the taxpayer as a dividend from 
the foreign affiliate in respect of such class of shares of the 
capital stock thereof as the taxpayer has designated in the 
election, and 


(ii) not to be an amount required by subsection 15(1) to be 
included in computing the taxpayer’s income; 


(c) in computing the taxable income of the taxpayer for the taxa- 
tion year in which the taxpayer acquired. the asset, there may; be 
deducted from the taxpayer’s income for the year the amount, if 
any, by which the amount received. by the taxpayer as a dividend 
by virtue of the acquisition by the taxpayer of the asset exceeds 
the total of amounts deductible in respect of the dividend under 
sections 91 and 113 in computing the taxpayer’s income or taxa- 
ble income, as the case may be, for the year; 


(d) there, shall be deducted in.computing the adjusted cost base 
to the taxpayer of each share of the capital stock of the foreign 
affiliate that is a share of a class in respect of which an amount 
was received by the taxpayer as a dividend by virtue of the ac- 
quisition by the taxpayer of the asset, the. quotient obtained by 
dividing the amount, if any, deducted by the taxpayer under par- 
agraph (c) in respect of the dividend by the number of shares of 
that class owned by the taxpayer immediately before that 
amount was received. by the taxpayer as a dividend; 


(e) any capital loss of the taxpayer from the disposition, after 
that time when the asset was so acquired by the taxpayer, of a 
share of the capital stock of the ee affiliate shall be deemed 
to be nil; and 


(f) where the taxpayer has so tected in prescribed form and 
within prescribed time, subsection (2) applies as if the asset 
were an expropriation asset.acquired by the taxpayer as compen- 
sation for foreign property taken by a particular issuer as de- 
scribed in subsection. (1). 

Related Provisions: 53(2)(b) — Reduction in ACB. 
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Regulations: 4500 (prescribed time). 


Forms: T2079: Election re: expropriation assets acquired as compensation for or a 
consideration for sale of foreign property taken by or sold to foreign issuer. 


(5) Assets acquired from foreign affiliate of taxpayer as 
consideration for settlement, etc., of debt — Where a for- 
eign affiliate of a taxpayer resident in Canada would, on the as- 
sumption that the foreign affiliate were resident in Canada and its 
only foreign affiliates were corporations that were foreign affiliates 
of the taxpayer, be entitled to make an election under subsection (1) 
in respect of assets acquired by it that would, on that assumption, be 
expropriation assets of the foreign affiliate, and all or any of those 
assets are subsequently acquired by the taxpayer from the foreign 
affiliate as consideration for the settlement or extinguishment of a 
capital property of the taxpayer that was a debt payable by the for- 
eign affiliate to the taxpayer or any other obligation of the foreign 
affiliate to pay an amount to the taxpayer (which debt or other obli- 
gation is referred to in this subsection as the “obligation’’), if the 
taxpayer has so elected, in prescribed form and within prescribed 
time, in respect of all of the assets so acquired by the taxpayer from 
the foreign affiliate, the following rules apply in respect of each 
such asset so acquired by the taxpayer, 


(a) paragraph (4)(a) applies in respect of the asset as if subpara- 
graph (4)(a)(iv) were read as follows: 


“(iv) the taxpayer’s proceeds of the disposition of the obli- 
gation settled or extinguished by virtue of the acquisition 
by the taxpayer of the asset;”; 


(b) where the taxpayer has designated in the taxpayer’s election 
a class of shares as described in this paragraph in respect of the 
asset, 


(i) the amount, if any, by which the cost to the taxpayer of 
the asset (computed having regard to paragraph (a) and para- 
graph (4)(a)) exceeds the amount of the obligation settled or 
extinguished by virtue of the acquisition by the taxpayer of 
the asset shall be deemed to have been received by the tax- 
payer as a dividend from the foreign affiliate in respect of 
such class of shares of the capital stock thereof as the tax- 
payer has designated in the election, and 


(ii) the taxpayer’s gain, if any, from the disposition of the 
obligation shall be deemed to be nil; 


(c) the taxpayer’s loss, if any, from the disposition of the obliga- 
tion shall be deemed to be nil; and 


(d) paragraphs (4)(c) to (f) apply in respect of the asset. 
Regulations: 4500 (prescribed time). 


Forms: T2079: Election re: expropriation assets acquired as compensation for or a 
consideration for sale of foreign property taken by or sold to foreign issuer. 


(6) Assets acquired from foreign affiliate of taxpayer on 
winding-up, etc. — Where a foreign affiliate of a taxpayer resi- 
dent in Canada would, on the assumption that the foreign affiliate 
were resident in Canada and its only foreign affiliates were corpora- 
tions that were foreign affiliates of the taxpayer, be entitled to make 
an election under subsection (1) in respect of assets acquired by it 
that would, on that assumption, be expropriation assets of the for- 
eign affiliate, and all or any of those assets are subsequently ac- 
quired by the taxpayer from the foreign affiliate, 


(a) on the winding-up, discontinuance or reorganization of the 
business of the foreign affiliate, or 


(b) as consideration for the redemption, cancellation or acquisi- 
tion by the foreign affiliate of shares of its capital stock, 


if the taxpayer has so elected, in prescribed form and within pre- 
scribed time, 


(c) in respect of all of the assets so acquired by the taxpayer 
from the foreign affiliate, subsection (1) applies in respect of 
each such asset, or 


(d) in respect of all amounts received or to be received by the 
taxpayer as or on account of interest on all of the assets so ac- 
quired by the taxpayer from the foreign affiliate, subsection (2) 
applies in respect of each such asset, 
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as if the assets were expropriation assets acquired by the taxpayer 
as consideration for the sale of foreign property that consisted of 
shares of the capital stock of the foreign affiliate owned by the tax- 
payer immediately before the assets were so acquired and that was 
sold to a particular issuer as described in subsection (1). 
Regulations: 4500 (prescribed time). 


Forms: T2079: Election re: expropriation assets acquired as compensation for or a 
consideration for sale of foreign property taken by or sold to foreign issuer. 


(7) Definition of “adjusted principal amount” — In this sec- 
tion, “adjusted principal amount” to a taxpayer of an expropriation 
asset at any particular time means the amount, if any, by which 


(a) the total of the principal amount of the asset and, in respect 
of each interest amount received by the taxpayer on the asset 
before the particular time, the lesser of the tax referred to in sub- 
paragraph (2)(b)(i) in respect of that interest amount and the pro- 
portion determined under subparagraph (2)(b)(ii) in respect 
thereof, 


exceeds 


(b) the total of each amount received by the taxpayer before the 
particular time as an interest amount on the asset and each 
amount received by the taxpayer before the particular time as, 
on account or in lieu of payment of, or in satisfaction of, the 
principal amount of the asset. 


(8) Currency in which adjusted principal amount to be 
computed or expressed — For the purposes of this section, the 
adjusted principal amount, at any particular time, of an expropria- 
tion asset or of any asset assumed for the purposes of this section to 
be an expropriation asset shall be computed in the currency in 
which the principal amount of the asset is, under the terms thereof, 
payable, except that for greater certainty, for the purposes of para- 
graph (2)(a), the adjusted principal amount at any particular time of 
such an asset is its adjusted principal amount at that time computed 
as provided in this subsection but expressed in Canadian currency. 


Related Provisions: 261(5)(c), (f)(i) — Functional currency reporting. 


(9) Election in respect of two or more expropriation 
assets acquired by taxpayer — For the purposes of subdivi- 
sion c and subsection (2), and in applying subsections (7) and (8) 
for those purposes, where two or more expropriation assets that 
were 


(a) issued by the government of a country other than Canada, or 


(b) issued by a person resident in a country other than Canada 
and guaranteed by the government of that country 


at the same time, or as compensation for, or consideration for the 
sale of, the same foreign property, have been acquired by a taxpayer 
and the taxpayer has so elected, in prescribed form and within pre- 
scribed time, in respect of all of the expropriation assets that were 
so issued or guaranteed by the government of that country and ac- 
quired by the taxpayer before the making of the election, all of 
those expropriation assets shall be considered to be a single expro- 
priation asset that was issued or guaranteed by the government of 
that country and acquired by the taxpayer. 


Regulations: 4500 (prescribed time). 


Forms: 12079: Election re: expropriation assets acquired as compensation for or a 
consideration for sale of foreign property taken by or sold to foreign issuer. 


Definitions [s. 80.1]: “adjusted cost base’ —54, 248(1); “adjusted principal 
amount” — 80.1(7); “amount”, “business” — 248(1); “Canada” — 255; “Canadian 
currency” — 261(5)(f)(i); “capital loss” — 39(1)(b), 248(1); “capital property” — 54, 
248(1); “class of shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); 
“cost amount’, “dividend” — 248(1); “expropriation assets” — 80.1(1); “foreign affili- 
ate” — 95(1), 248(1); “foreign property” — 80.1(1)(a); “person”, “prescribed”, “prin- 
cipal amount”, “property” — 248(1); “resident in Canada” — 94(3)(a)(viii), 250; 
“share” — 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 11(2), 249; 
“taxpayer” — 248(1). 


80.2 sind ec 


_ Proposed Addition — 80.2 _ 


Technical Neies) (duly 2010) [s. 80.2]: Section 80.2 is a oped rie thn ‘applies 
where a taxpayer pays an amount to another person as a reimbursement, contribution or 
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allowance (collectively referred to herein as a “reimbursement’’) in respect of a Crown 
charge described in paragraph 12(1)(0) or 18(1)(m). If applicable, section 80.2 deems 
the taxpayer to have paid an amount described in ‘paragraph 18(1)(m) and deems the 
other person (the “recipient”) neither to have received nor to have become entitled to 
receive the reimbursement. In effect, section 80.2 provides for the transfer of non-de- 
ductible Crown charges from the recipient to the taxpayer. Normally, the taxpayer is 
entitled to a share of the production or the income from production from the property 
that is subject to the Crown charge. Therefore, although section 80.2 treats the taxpayer 
as having incurred a non-deductible Crown charge, the taxpayer would be entitled to a 
deduction under paragraph 20(1)(v.1) of the Act (resource allowance) calculated by 
reference to the taxpayer’s income from the property. . 


$ 


Section 80.2 operates to deem the taxpayer making the reimbursement to have paid an 
amount described in paragraph 18(1)(m) only to the extent that the reimbursed Crown 
charge was either included in the recipient’s income or was denied as a deduction in 
computing the recipient’: s income. With the phasing out of the income inclusion in par- 
agraph 12(1)(o) and the prohibition against the deduction of Crown charges in para- 
graph 18(1)(m), section 80.2 may no longer apply to the entire amount of a reimburse- 
ment. In addition, section 80.2 does not explicitly preclade the recipient from taking a 
deduction (or reducing an income inclusion) in respect of a reimbursed Crown charge. 
As well, since section 80.2 does not deem the taxpayer to have made the reimburse- 
ment at the time the obligation to pay the Crown charge arose, a taxpayer may seek to 
increase the percentage of the reimbursement that is not subject to paragraph 18(1)(m) 
by delaying the reimbursement. For these reasons, the total amount deductible in com- 
puting the income of the taxpayer and the recipient may, in certain ‘eitcumstanices, ex- 
ceed the amount that was intended to be deductible. 


Accordingly, section 80.2 is amended: 


(a) to eliminate any excess deductions that may be available as a fot of a reim- 
bursement of a Crown charge; yy 


(b) to preclude a taxpayer who makes a reimbursement of a Crown. chee from 
increasing the amount deductible by delaying the time of the reimbursement, and 


(c) to ensure that a taxpayer who makes a reimbursement of : a Crown charge is 
deemed to have paid an amount described in paragraph 18(1)(m) only to the extent 
that the reimbursed Crown charge can reasonably be considered to relate to the 
taxpayer's share of the production, or the income from Produc, from the pro- 
perty to which the Crown charge relates. < 


New section 80.2 applies to reimbursements nods after 2001, except that, the rule de- 
scribed in paragraph (c) above, applies only to reimbursements made on or after Sep- 
tember 17, 2004. 


The ability to claim excess deductions in respect of reimbursed Crown charges is elimi- 
nated by treating the eligible portion of the reimbursement (Gin most cases, the full 
amount of the reimbursement) as a payment described in paragraph 18(1)(m) (subsec- 
tion 80.2(2)) and by reversing the benefit of any deduction in respect of a reimbursed 
Crown charge claimed by the recipient (subsection 80.2(6)). The eligible portion of the 
reimbursement is referred to in new section 80.2 as the “eligible portion of the speci- 
fied amount” (see discussion below under subsections 80. 2(11) and (12)). The amount 
of a reimbursement that exceeds the eligible portion of the specified amount is included 
in the income of the recipient (subsection | 80.2(8)) and, ‘subject to paragraphs 18(1)(a) 
and (b), is deductible in computing the income of the taxpayer (subsection 80.2(9)). In 
addition, new subsection 80.2(3) precludes a taxpayer from i increasing the deductible 
portion of a reimbursement by delaying the time of the reimbursement. It does this by 
ensuring that the amount deductible is determined by reference to the time that the 
reimbursed Crown charge was imposed (i.e., became payable to, or receivable by, the 
Crown or an emanation of the Crown). It should be noted that new subsection 80.2(3) 
does not apply to a reimbursement paid to a partnership if the reimbursement meets the 
conditions described in new subsection 80.2(4) of the Act. These conditions, which are 
set out in paragraphs 80.2(4)(a) to (d), are sciesed | in the commentary to new subsec- 
tion 80. 2(4). 


Dept. of Finance news release 2004-053, Sept. 17, 2004: Minister of Finance 
Proposes Amendments to Royalty Reimbursement Rule 


Minister of Finance Ralph Goodale today announced his intention to propose amend- 
ments to the Income Tax Act that would prevent corporations and other taxpayers from 
obtaining inappropriate tax deductions in respect of reimbursed resource-telated Crown 
charges such as royalties. 


The 2003 budget announced improvements to the tax structure applying to Canada’s 
resource sector. These improvements, which were enacted in November 2003, included 
a deduction for Crown charges that is to be phased in during the period 2003 to 2007. 
Previously, Crown charges such as royalties could not be ee ee in computing in- 
come for tax purposes. 


A special reimbursement rule applies in circumstances where one taxpayer reimburses 
another taxpayer for a Crown charge incurred by that other taxpayer. This reimburse- 
ment rule, which was designed to limit the deductibility of Crown charge reimburse- 
ments, may not operate as intended during the phase-in period. 


Accordingly, amendments to the Income Tax Act are proposed to ensure that the, reim- 
bursement rule imposes the appropriate limits on the deductibility of reimbursement 
payments and provides for the appropriate tax treatment to the recipients of reimburse- 
ments. The attached backgrounder provides a detailed description of the proposed 
amendments. 


S. 80.2 


For further information: Andrée Houde, Public Affairs and Operations Division, (613) 
996-8080; Pat Breton, Press Secretary, Office of the Minister of Finance, (613) 996- 
7861. 


Backgrounder . 


In November 2003, a new regime toe taxing resource income received Royal Assent. 
This regime was outlined in the Department of Finance technical paper in March 2003 
and was subject to extensive consultations with the resource sector. As described in 
that paper, this new regime includes the following three key features, which are being 
phased in over a five-year period (beginning in taxation years that end after 2002): 


* a reduction of the federal corporate tax rate on income earned Se resource activi- 
ties from 28% to 21%; 


© elimination of the resource allowance: and 
* a deduction for Crown charges, such as royalties and mining taxes. 


Consequential to the enactment of the new regime, a long-standing rule in section 80.2 
of the Income Tax Act (the “Act”) dealing with reimbursements, contributions or al- 
lowances (collectively referred to herein as “reimbursements”) in respect of Crown 
charges was repealed, effective for taxation years beginning after 2006. Prior to the 
introduction of the new regime, a taxpayer who reimbursed a Crown charge incurred 
by another person (the “recipient’”) was considered to have made a payment described 
in paragraph 18(1)(m) of the Act, which payment was not deductible in computing the 
taxpayer's income. Thus, neither the taxpayer nor the recipient was entitled to deduct 
an amount in respect of the Crown charge. The purpose of this reimbursement rule was 
to put the taxpayer making the reimbursement in the same position as the recipient in 
respect of the reimbursed Crown charge. 


AS a result of the phase-in of the deductibility of Crown charges, the reimbursement 
tule no longer operates as intended and may result in deductions during the phase-in 
period in excess of those that were intended. 


Accordingly, it is proposed that section 80.2 be amended, applicable to reimbursements 
made after 2001, to provide as follows: 


(a) that the full amount of a reimbursement be deemed to be a payment described 
in paragraph 18(1)(m) of the Act; 


(b) that the income of the recipient be adjusted to offset any reduction in income 
that relates to the reimbursed Crown charge; and 


(c) that the percentage of a reimbursement that is deductible in computing the in- 
come of the taxpayer making the reimbursement be determined by reference to the 
percentage that would have applied if the taxpayer had made the reimbursement at 
the time the Crown charge became payable or receivable. 


These proposed amendments are intended to ensure that only the taxpayer making the 
reimbursement is entitled to a deduction in respect of the reimbursed Crown charge and 
that, subject to the exception described below, the deduction available to the taxpayer 
be limited to the amount that would have been available to me taxpayer at the time the 
Crown charge became payable or receivable. 


It is proposed that the requirement to determine the deductibility of a reimbursement by 
reference to the time the Crown charge became payable or receivable generally not 
apply to a reimbursement by a taxpayer of actual Crown charges incurred by a partner- 
ship during a particular fiscal period if certain conditions are met. These conditions 
include a requirement that the taxpayer be a member of the partnership at the end of a 
particular fiscal period of the partnership and that the reimbursement be made in the 
taxation year of the taxpayer in which the fiscal period of the partnership ends. 


In circumstances where the taxpayer or the recipient is required to amend a previously 
filed tax return, it is proposed that no penalties or interest apply to any additional tax 
payable as a result of the application of these bos if the tax is paid within two months 
of September 17, 2004. L ] | 


For reimbursements made on or after September 17, 2004, it is proposed that: 


¢ The amount of a reimbursement that exceeds the eligible portion of the reimburse- 
ment not be subject to the rules described in (a) to (c) above. The eligible portion 
of a reimbursement is the amount that can reasonably be considered to be the tax- 
payer's share of the Crown charges that apply to a particular property determined 
by reference to the taxpayer’s share of the production or net income from produc- 
tion from the property. In applying this rule, the eligible portion of a reimburse- 
ment of a tax on freehold mineral, rights would be deemed to be equal to the 
amount of the reimbursement. The eligible portion of a reimbursement may be 
deemed to be equal to the amount of the reimbursement in other appropriate 
circumstances. 


¢ The amount of a reimbursement that exceeds the eligible portion of the reimburse- 
ment be included in computing the income of the recipient and, subject to 
paragraphs 18(1)(a) and (b) of the Act, generally be deductible in computing the 
income of the taxpayer. 


These proposed amendments are intended to ensure that certain taxpayers or partner- 
ships do not enter into reimbursement arrangements to artificially increase the amount 
that would otherwise be deductible in respect of a Crown charge. 
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80.2 [Resource royalty reimbursement] — (1) Applica- 
tion — Subsections (2) to (13) apply if 


(a) in a taxation year, a taxpayer, under the terms of a contract, 
pays to a person (referred to in this section as the “recipient”) 
an amount (referred to in this section as the “specified 
amount”) that may reasonably be considered to be received by 
the recipient as a reimbursement of, or a contribution or an al- 
lowance in respect of, an amount (referred to in this section as 
the “original amount’) 


(i) that was described by paragraph 18( 1)(m) and was paid 
or payable by the recipient, or 


(ii) that was, in respect of the recipient, an amount de- 
scribed by paragraph 12(1)(0); 


(b) the original amount is paid or became payable or receivable 
in a taxation year or fiscal period of the recipient that erty 
before 2007; and 


(c) the taxpayer is resident in Canada or Carries on business in 
Canada when the specified amount is paid. 


Technical Notes (July 2010): New subsection 80.2(1) provides that subsections 
80.2(2) to (13) apply if a taxpayer (either resident in Canada or carrying on business 
in Canada) pays an amount, under the terms of a contract, that may reasonably be 
considered to have been received by the recipient as a reimbursement in respect of a 
Crown charge described by paragraph 12(1)(o) or 18(1)(m). The Crown charge is 
referred to in new section 80.2 as the “original amount.” By referring to an original 
amount “described” by paragraphs 12(1)(o) or 18(1)(m) (and not the amount either 
included in income or denied as a deduction under these provisions), subsection 
80.2(1) ensures that section 80.2 applies to the full amount of the reimbursement. 
The full amount of the reimbursement is referred to in new section 80.2 as the “speci- 
fied amount.” 


New paragraph 80.2(1)(b) provides that the reimbursed Crown charge must be paid 
or payable by the recipient or receivable by a person described in paragraph 12(1)(o) 
in a taxation year or fiscal period of the recipient that begins before 2007. As a result, 
section 80.2 will only apply to a reimbursement if the recipient is subject to restric- 
tions on the deductibility of the reimbursed Crown charge (ie., the Crown charge is 
described in paragraph 18(1)(m)) or is required to include some portion of the Crown 
charge in income (i.e., the Crown charge is described in paragraph 12(1)(0)). 


Related Provisions: 53(1)(e)(iv.1) — Addition to ACB of partnership interest for 
specified amount paid by partner to partnership. 


(2) Rules relating to time of payment — If the specified 


amount is paid in a taxation year of the taxpayer that begins 

before 2008, the eligible portion of the specified amount, referred. 
to in subsection (11), is deemed to be a payment described by par- . 
agraph 18(1)(m). If, however, the specified amount is paid in a 


taxation year of the taxpayer that begins after 2007, the specified 
amount is deemed, for the Purpose of applying this section to the 
taxpayer, to be nil. 

Technical Notes (July 2010): New subsection 80.2(2) provides that if the speci- 


fied amount is paid in a taxation year of the taxpayer that begins before 2008, the 
eligible portion of the specified amount is deemed to be an amount described by 


paragraph 18(1)(m). It also provides that, if the specified amount is paid in a taxation © 


year of the taxpayer that begins after 2007, the specified amount is deemed, for the 
purpose of applying section 80.2 to the taxpayer, to be nil. 


For payments made before September 17, 2004, the eligible portion of the specified 
amount is equal to the specified amount. For reimbursements made on or after Sep- 
tember 17, 2004, the eligible portion of the specified amount may be less than the 
specified amount. The rules for determining the eligible portion of the specified 
amount are described in the commentary to subsections 80.2(11) and (12). 


To accommodate the payment of a reimbursement in a taxation year of the taxpayer 
that begins after 2006 and before 2008 (the eligible portion of which is deemed to be 
described by paragraph 18(1)(m)), paragraph 18(1)(m), which was originally re- 
pealed effective for taxation years that begin after 2006, will be repealed for taxation 
years that begin after 2007. If, however, a reimbursement described in subsection 
80.2(1) is delayed to a taxation year of the taxpayer that begins after 2007, the speci- 
fied amount is deemed, for the purpose of applying section 80.2 to the taxpayer, to be 
nil and no deduction will be available to the taxpayer in respect of the 
reimbursement. 


(3) Applying para. 18(1)(m) — For the purpose of applying 
paragraph 18(1)(m) for the taxpayer’s taxation year in which the 
specified amount was paid, the amount to which that paragraph 
applies is to be determined for that taxation year 


(a) if the taxpayer was in existence at the time the original 
amount became receivable by a person referred to in subpara- 
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graph 12(1)(0)(i) or became payable to a person referred to in 
subparagraph 18(1)(m)(i), as if the specified amount were paid 
by the taxpayer at that time; and 


(b) in any other case, as if 


(i) the taxpayer were in existence and had a calendar taxa- 
tion year at the time the original amount became receivable 

by a person referred to in subparagraph 12(1)(0)(i) or be- . 
came payable to a person referred to in subparagraph 

18(1)(m)(i), and 


(ii) the ‘Specified amount were paid by the taxpayer at that 

time. 
Technical Notes (July 2010): To ensure that the taxpayer does not benefit (i.¢., 
increase the percentage of the reimbursement that is deductible in computing in- 
come) by delaying the reimbursement of a Crown charge, new subsection 80.2(3) 
provides that paragraph 18(1)(m) applies as if the reimbursement were made at the 
time the Crown charge was imposed (i.e., became payable or receivable). If the tax- 
payer did not exist at the time the Crown charge was imposed (e.g., a new corpora- 
tion created on an amalgamation), the percentage of the reimbursement that is subject 
to paragraph 18(1)(m) is computed as if the taxpayer were in existence at that time 
and had a calendar year-end. In either case, the percentage of the reimbursement that 
is subject to paragraph 18(1)(m) and, accordingly, the amount that is not deductible 
in the taxation year in which the reimbursement is paid, is determined by reference to 
the percentages described in the transitional rules to the repeal of paragraph 
18(1)Gm), as if the taxpayer paid the reimbursement at the time the reimbursed 
Crown charge was imposed. 


Related Provisions: 80.2(4) — Exception for certain partnership reimbursements. 


(4) Exception for certain partnership reimbursements — 
Subsection (3) does not apply to a specified amount paid by a tax- 
payer if 

(a) the recipient is a partnership; 


(b) the original amount became receivable by a person referred 
to in subparagraph 12(1)(o)(i) or became payable to a person 
referred to in subparagraph 18(1)(m)(i), in a particular fiscal 
period of the partnership; 


(c) the taxpayer is a member of the partnership at the end of 
_ the particular fiscal period; and 


(d) the taxpayer paid the specified amount before the end of 

the taxation year of the igs oi in which that sare are: fiscal 

period ends. 
Technical Notes (July 2010): New subsection 80.2(4) provides that subsection 
80.2(3) does not apply to certain partnership reimbursements if the conditions, set out 
in new paragraphs 80.2(4)(a) to (d), are met. Those conditions require the taxpayer to 
be a member of the partnership at the end of the particular fiscal period in which the 
Crown charge became payable or receivable and require the reimbursement to be 
paid before the end of the taxation year of the taxpayer in which the particular fiscal 
period of the partnership ends. The purpose of new subsection 80.2(4) is to permit a 
member of a partnership to determine the amount deductible in respect of a reim- 
bursed Crown charge by reference to the same taxation year as the profit from the 
partnership’s production (on which the reimbursed Crown charge was imposed) is 
allocated to the member. 


(5) Specified amount deemed to be paid at end of 
taxation year — A specified amount paid by the taxpayer to a 
partnership is deemed to have been paid on the last day of a par-— 
ticular taxation year of the taxpayer, and not at the time it was 
paid, if 
(a) the taxpayer paid an amount to the partnership in the vga: 
ular taxation year (referred to in this subsection as the “‘initial 
payment’); 
(b) the initial payment was paid before September 17, 2004; 


(c) the initial payment is an amount to which subsection (3) 
did not apply because of subsection (4); 


(d) the taxpayer’s share of the original amount in respect of the 
initial payment is greater than the initial payment; 

(e) the specified amount is equal to or less than the difference 
between the taxpayer’s share of the original amount in respect 
of the initial payment and the initial payment; 


(f) the taxpayer elects in the taxpayer’s return of income for 
the taxpayer’s taxation year that includes the time at which the 
specified amount would, if this Act were read without refer- 
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ence to this subsection, have been paid 
apply to the specified amount; and 


(g) the specified amount is paid before 2006. 


Technical Notes (July 2010): New subsection 80.2(5) is a special rule that 
a taxpayer that made a reim| m 
17, 2004 (“initial reimbursem 
section 80.2(5) are met, the taxpayer may make a cai s reimbursement (top- 
an e imbursement”) that i is eee have been hes at the end of the taxation year 


ine’ initial reimbursenient. The rules for Ties a taxpayer’ s share of the original 


amount in pepe of me Lae es are set out i in new subsection 80. oe > 


top-up RE a i the initial aoe was ales than the expayer § share 
of the Crown charges. This provision recognizes that: 1) a taxpayer may have made a 


partial reimbursement prior to September 17, 2004 (the date of the press release an- 
nouncing the amendments to section 80.2) in the expectation of obtaining a deduc- 


tion in respect of reimbursed Crown charges that was proportionate to the reduction _ 
in the taxpayer’s resource allowance; and 2) the deduction anticipated by the tax- _ 


payer may have been diminished by new section 80.2. Thus, new subsection 80.2(5) 
affords the taxpayer the opportunity to correct for unanticipated tax consequences 
relating to the application of new section 80.2 to the initial reimbursement. 


(6) Inclusion i in recipient's income — The recipient shall in- - 
clude in computing the recipient’s income for the taxation year or 
fiscal period in which the original amount was paid or became 


payable or receivable, the amount, if any, by which the eligible 


portion of the specified amount exceeds the portion of the original 


amount that was included in computing the income of the recipi- 


ent for the taxation year or fiscal period because of paragraph — 
12(1)(0) or that was not deductible in computing the income of 
the recipient for the taxation See or fiscal ae because of para- 


ela eo 


was ats or became By bie 
of the specified amount exce 


re portion of the original amount that was cided 


Related Provisions: 80.27 
80.2(11) — Eligible portion. c 


(7) Interpretation — portior 
the purpose of subsection (6), the portion of the original amount 
that was included in computing the income of th ipient 07 

was not deductible in computing the income of t 


amount that would be included in computing the income of the — 
recipient under paragraph 12(1)(o) or that would not be deductible © 


in computing the income of the recipient under paragraph 
18(1)(m), if the original amount were Shoe to the eligible aes 
of the specified amount. 


Have this subsection: 


in the i income of the recipient (if dea reimbursement relates toa ‘paragraph 12(1)(0). / 


1 of the arial amount - Ror 


Technical Notes (July 201 0): New subsection 80.2(7) provides that, in deiciali- 7 
ing the amount included in the income of the recipient under subsection 80, 2(6), the 


portion of the original amount that was included in computing the income of the 
recipient or that was not deductible in computing the income of the recipient is deter- 
mined as if the original amount were equal to the eligible portion of the specified 
amount. For example, assume that, in its taxation year ending on December 31, 2003, 

a recipient was entitled to a deduction of $500 in respect of $5,000 of Crown charges 
described in paragraph 18(1)(m) (10% of $5,000) and that one-half of the Crown 
charges ($2,500) were reimbursed in that year. In this case, the recipient would be 
required to include $250 in its income (10% of $2,500 — the amount deductible by 
the recipient if the original amount were equal to the eligible portion of the specified 
amount). As a further example, assume that the recipient receives a reimbursement of 


$3,000 after September 17, 2004 in respect of $5,000 of Crown charges incurred in 
its taxation year ending December 31, 2004. It is further determined that the eligible 


portion of the specified amount is $2,000. In this case, the recipient would be re- 
quired to include $500 in its income under this provision (25% of $2,000 — the 
amount deductible by the recipient if the original amount were equal to the eligible 
portion of the specified amount). The portion of the reimbursement that exceeds the 
eligible portion of the specified amount ($1, 000) would be included in the recipient’ s 
2004 income under new subsection 80.2(8). 


Related Provisions: 80.2(11) — Eligible portion. 


45] 


S. 80.2(11) 


(8) Inclusion in recipient’s income — The recipient shall in- 
clude, in computing the recipient’s income for its taxation year or 
fiscal period in which the original amount was paid or became 
payable or receivable, the amount, if any, by which the specified 
amount exceeds the eligible portion of the specified amount. 


Technical Notes (July 2010): New subsection 80.2(8) requires the recipient to 


include, in computing the recipient’s income for its taxation year or fiscal period in 


which the original amount was paid or became payable or receivable, the amount, if 
any, by which the specified amo xceeds the eligible portion of the specified 
amount. The amount included in the i income of the recipient under this subsection is _ 


equal to the amount that may be deductible b the taxpayer under subsection 80.2(9). 
Related P ovisions: 80.2(6) — Alternative Ae coisn 80.2(11) — Eligible 
pa Q 


(9). Deduction by taxpayer — i bioer to paragraphs 18(1)(a) 
and (b), t the taxpayer may deduct i in computing the taxpayer’s in- 
come for the taxpayer’s taxation. year in which the specified 
amount was paid, the amount, if any, by which the specified 
amount exceeds the eligible portion of the specified amount. 

Technical Notes (July 201 0): New subsection 80.2(9) provides that the taxpayer 
may deduct, subject to paragraphs 18(1)(a) and (b), in computing the taxpayer s in- 
come for payer’s taxation year in which the specified amount was paid, the 
amount, if any, by which the specified amount exceeds the eligible portion of the 
specified amount. The amount described in this subsection is that portion of a reim- 
bursement that is not treated as a payment described by paragraph 18(1)(m). 


Related Provisions: 80. 2. 4) — Eligible portion. . 


(10) Specified amount deemed not to ‘be  pavenid or re- 
ceivable — Ex: pt for the purposes of this section and subpara-_ 


(a) the taxpayer i is ¢ deemed not to have paid, and not to nave 
been obligated to pay, the specified amount; and 


(b) the recipient is deemed not to have received, and not to 
have been entitled to receive, the specified amount. 


Technical Notes (July 2010): New paragraphs 80.2(10)(a) and (6), provide that, 
except for the purposes of section 80.2 and subparagraph 53(1)(e)(iv.1), the taxpayer 
is deemed not to have paid and not to have been obligated to pay, the specified 
amount and the recipient is deemed not to have received and not to have been enti- 
tled to receive, the specified amount. This subsection ensures that the tax implica- 
tions of Uke described i in este ion ee 1) are dealt ow Mecet sec- 
tion Ba / 


(11) Eligible nonion of a specified : aniouat pth cligible 
Poon of a specified amount is 


“(a) an amount equal to th specified mount if 
(i) the specified amount was ses before September ee 


> 


(ii) the original amount is a tax imposed unde 
law on the production of 


(A) petroleum, natural gas or related hydrdcarbons from 
a natural accumulation of petroleum or natural gas 
(other than a mineral resource) located in Canada, or 
from an oil or gas well located in Canada if the petro- 
___ leum, natural gas or related hydrocarbons are not, before 
: extraction, owned ee tHe Crown in right of Canade 0 ora 
province, or 


g bigancial’ 


eB) metals, minerals or coal from a mineral resource lo- 
cated in Canada if the metals, minerals or coal are not, 

before extraction, owned by the Pay in right of Can- 
ada or a province, 


(ili) the specified amount does not exceed the taxpayer’s 
share of the original amount, or 


(iy) | the original amount is a prescribed amount; and 


(b) the taxpayer! $ share of the original amount, in any other 
case. 


Technical Mieioe Uluke 2010): The amount of a reimbursement that is deemed by 
new subsection 80.2(2) of the Act to be a payment described by paragraph 18(1)(m) 
is the “eligible portion of the specified amount.” The eligible portion of the specified 
amount is defined in paragraph 80.2(11)(b), subject to certain exceptions enumerated 
in paragraph 80.2(11)(a), as the taxpayer’s share of the original amount. The tax- 
payer’s share of the original amount is described in new subsection 80.2(12). 
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Paragraph 80.2(11)(a) provides that the eligible portion of the specified amount is 
equal to the specified amount if 


(a) the specified amount was paid before September 17, 2004; 


(b) the original amount is a tax imposed under a law of a province on freehold 
minerals; or 
(c) the specified amount does not exceed the taxpayer’s share the original 
amount. 
The specified amount of a reimbursement, in future, may also be prescribed by regu- 
lation, to be equal to the eligible portion of the specified amount. 


Related Provisions: 80.2(12) — Taxpayer’s share. 


(12) Taxpayer’s share of original amount — A taxpayer’s 
share of an original amount in respect of a specified amount paid 
by the taxpayer to a recipient in respect of a property is the 
amount that may reasonably be considered to be the taxpayer’s 


share of the total of all amounts described in paragraph 12(1)(0) 


or 18(1)(m) in respect of the property, which share may not ex- 
ceed the total of 


(a) that proportion of the total of all amounts described in para- 
graph 12(1)(o) or 18(1)Gnm) in respect of the property that the 
taxpayer’s share of production from the property payable to 
the taxpayer as a royalty, which royalty is computed without 
reference to the costs of exploration or production, is of the 
total production from the property, and 


(b) that proportion of the total of all amounts described in par- 
agraph 12(1)(o) or 18(1)(m) in respect of the property (other 
than those amounts which the recipient has received or is enti- 
tled to receive as a reimbursement, contribution or allowance 
in respect of a royalty described in paragraph (a)) that the tax- 
payer’s share of the income from the property is of the total 
income from the property. 


Technical Notes (July 2010): New subsection 80.2(12) provides that the tax- 
payer’s share of the original amount is the amount that may reasonably be considered 
to be the taxpayer’s share of the Crown charges in respect of a particular property. 
More specifically, this subsection provides that the taxpayer’s share of the Crown 
charges may not exceed the total of the amounts described in paragraphs 80.2(12)(a) 
and (b). ; 


New paragraph 80.2(12)(a) provides that the taxpayer’s share of the Crown charges 
in respect of a property upon which the taxpayer has an overriding royalty (a royalty 
calculated without reference to the cost of exploration or production) is the propor- 
tion of those Crown charges that is equal to the taxpayer's Pipes tonats Sas of the 
production from the property. 


New paragraph 80.2(12)(b) provides that the taxpayer’s share of the Crown charges 
in respect of a property (excluding any Crown charges that were reimbursed under 
the terms of an overriding royalty) is equal to the taxpayer’s share of the income 
from the property. : 


The requirement that the taxpayer be entitled to a share of the production, or the 


income, from the property to which the reimbursed Crown charge relates is intended _ 


to ensure that a reimbursement paid by a taxpayer will be deemed to be an amount 
described by paragraph 18(1)(m) only to the extent that the taxpayer is entitled to an 
appropriate share of the production, or the income, from the property. This, in turn, is 
intended to ensure that section 80.2 is not used to separate the Crown charges 
(through a reimbursement) from the resource profits generated by a particular pro- 
perty for the purpose of increasing the deduction that may be available in respect of 
the Crown charges. 


(13) Reduction in original amount for Part XII of the Reg- 
ulations — For the purpose of applying Part XII of the Income 
Tax Regulations, an original amount in respect of which a speci- 
fied amount is received is deemed, for the taxation year in which 
the original amount was paid or became payable or receivable, not 
to include an amount equal to the eligible portion of the specified 
amount. 

Technical Notes (July 2010): New subsection 80.2(13) clarifies that, in comput- 
ing the resource profits under Part XII of the Regulations, the Crown charges that 
were paid or became payable by the recipient, or that were receivable in respect of 
the recipient, are reduced by the eligible portion of the specified amount. For exam- 
ple, if a recipient had an amount described in paragraph 12(1)(o) equal to $1,000 and 
$700 of this amount was reimbursed (and the $700 did not exceed the eligible portion 
of the specified amount) in circumstances described in subsection 80.2(1), the recipi- 
ent would be treated, for the purpose of computing the recipient’s resource profits, as 
having a paragraph 12(1)(0) amount equal to $300. 

Payment of Tax 

In circumstances where a taxpayer or recipient is required to pay any income tax that 
the taxpayer or recipient would not be so liable but for the amendments to section 
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80.2, such taxes will be deemed to have been paid on the balance-due day for the 
relevant year if the balance due date was before September 17, 2004 and the tax is 
paid to the Receiver General for Canada before March 2005. 


Examples 


Assume that each of the recipient and the taxpayer is a resident taxable Cana- 
dian corporation and that each has a calendar taxation year. The recipient ac- 
quires a lease on Crown lands, which gives it the right to explore for and pro- 
duce oil and natural gas from a particular property. Under the terms of the 
lease, the recipient is subject to a provincial Crown royalty based on the produc- 
tion from the property. The recipient enters into a contract with the taxpayer 
under which it sells a royalty.interest on the property to the taxpayer equal to 
50%. of the production from the property free of all costs of development and 
operation. During each of 2003, 2004 and 2005, the production from the pro- 
perty is $2.4 million, the royalty payable to the taxpayer is $1.2 million and the 
Crown royalty on the production from the property is $600,000. 


Example 1 


Assume that the Crown royalty is described in paragraph 18(1)(m) and that, 
under the terms of the contract, the taxpayer agreed to reimburse the recipient 
for the portion of the Crown royalty relating to its share of production 
($300,000). During 2003, the taxpayer reimburses the recipient on a monthly 
basis at the same time that the Crown royalty became payable to the provincial 
government. Although the recipient receives the reimbursement, it claims a de- 
duction in respect of the reimbursed Crown royalty equal to $30,000. In this 
case, new section 80.2 would apply as follows: 


Recipient (2003) 


_ Taxpayer (2003) 


Notes: 


ig wore that if the taxpayer had claimed a deduction that exceeded $30,000, the 
“excess” deduction would be disallowed. 


** Assuming that any tax resulting from the application of eros section 
80.2 is paid before March 2005. 


The taxpayer is deemed by subsection 80.2(2) to have paid an amount under 
paragraph 18(1)(m) equal to the specified amount (the amount of the reimburse- 
ment), 90% of which is denied as a deduction in computing the taxpayer's in- 
come by paragraph 18(1)(m). In addition, the deduction taken by the recipient in 
respect of the reimbursed Crown royalty is reversed by subsection 80.2(6). Pur- 
suant to subsection 80.2(13), the recipient would not include in computing its 

_ resource profits under Part XII of the Regulations any portion of the Crown roy- 
alty that was reimbursed by the taxpayer. Accordingly, for the purpose of com- 
puting its resource profits, the recipient would be treated as having a Crown 
royalty equal to $300,000. 


Example 2 


‘Assume that the Crown royalty is described by paragraph 12(1)(o) and that, 
under the terms of the contract, the taxpayer reimburses the recipient on Janu- 
ary 1, 2004 for its share of the Crown royalty that became receivable in 2003. 

_ Although the recipient is entitled to the reimbursement, it includes, under para- 
graph 12(1)(o), only $270,000 in its income in respect of the reimbursed Crown 
royalties (90% of $300,000). In this case, new section 80.2 would apply as fol- 
lows: 


Taxpayer (2004) 
($30,000) 


Recipient (2003) 


$30,000 
Penalty/Interest — — Nil™ 


‘Notes: 


* (10% of $300,000). Note that if the taxpayer had claimed a total deduction 
that exceeded $30,000, the “excess” deduction would be disallowed. 


** Assuming that any tax resulting from the application of proposed section 
80.2 is paid before March 2005. 


As in Example I, the recipient has a $30,000 income inclusion under new sub- 
section 80.2(6). The result is that the total amount included in the income of the 
recipient in 2003 under paragraph 12(1)(o) and subsection 80.2(6) in respect of 
the reimbursed Crown royalty is equal to $300,000. In addition, new subsections 
$0.2(2) and (3) ensure that the entire amount of the reimbursement is an amount 
described in paragraph 18(1)(m) and that the percentage of the reimbursement 
that is not deductible by the taxpayer is determined as if the reimbursement were 
paid at the time the Crown royalty became receivable (i.e., 2003 percentages 
apply). Pursuant to subsection 80.2(13), the recipient would not include in com- 
puting its resource profits under Part XII of the Regulations any portion of the 
Crown royalty that was reimbursed by the taxpayer. Accordingly, for the pur- 
pose of computing its resource profits, the recipient would be treated as having a 
Crown royalty equal to $300,000. 
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History: S. 80.2 repealed by 2003, c. 28, s. 9, applicable to taxation years that begin 
after 2006. S. 80.2 formerly read: 


80.2 Reimbursement by taxpayer [resource royalties] — Where 


(a)/a taxpayer, under the terms of a contract, pays to another person an 
amount (in this subsection!! referred to as the “specified payment”) that 
may reasonably be considered to have been received by the other person as a 
reimbursement, contribution or allowance in respect of an amount (referred 
to in paragraph (b) as the “particular amount’) paid or payable by the other 
person, 

(b) the particular amount is included in the income of the other person or is 


denied as a deduction in computing the income of the other person by reason 
of paragraph 12(1)(0) or 18(1)(m), as the case may be, and 


(c) the taxpayer was resident in Canada or carrying on business in Canada at 
the time the specified payment was made by the taxpayer, 
the following rules apply for the purposes of this Act, other than this ‘section: 


(d) the taxpayer shall be deemed neither to have made nor to have become 
obligated to make the specified payment to the other person but to have paid 
an amount described in paragraph 18(1)(m) equal to the amount of the speci- 
fied payment, and 


(e) the other person shall be deemed neither to have received nor to have 
become entitled'to recéive the specified payment from the taxpayer. 


Il sic. Should read “section” — ed. 


S. 80.3(4) 


80.3 [Income deferrals — livestock] — (1) Definitions — In 
this section, 


“breeding animals” means 


(a) horses that are over 12 months of age and are kept for, breed- 
ing in the commercial production of pregnant mares’ urine, and 


_(b) deer, elk and other similar grazing ungulates, bovine cattle, 
bison, goats and sheep that are over 12 months of age. and are 
kept for breeding; 

History: Para. (b) of the definition “breeding animals” in subsec. 80.3(1) amended by 


1994, c. 7, Sch. VIL (1993, 'c. 24), ’s. 31, to add “deer, elk and other similar grazing 
ungulates’’, applicable to fiscal periods and taxation years ending after 1990. 


“breeding herd” of a taxpayer at any time means the number de- 
termined by the formula 


A+(B=C) 
where 


A is the total number of the taxpayer’s breeding animals held in 
the course of carrying on a farming business at that time, 


B is the total number of the taxpayer’s breeding animals held in 
the business at that time that are female bovine cattle that have 
not given birth to calves, and 


C is the lesser of the number determined as the value of B and’one- 
half the total number of the taxpayer’s breeding animals held in 
the business at that time that-are female bovine cattle that have 
given birth to calves. 


(2) Income deferral from the destruction of livestock — 
Where a particular amount in respect of the forced destruction of 
livestock under statutory authority in a taxation year of a taxpayer is 
included in computing the income of the taxpayer for the year from 
a farming business, there may be deducted in computing that in- 
come such amount as the taxpayer claims not PERO the particu- 
lar amount. 

Related Provisions: 28(1)(g) — Deduction for farming business using cash method; 
80.3(3) — Inclusion of deferred amount; 80.3(6) — Where subsecs. (2) and (4) not to 
apply. 

Interpretation Bulletins: IT-425: Miscellaneous farm income. 


(3) Inclusion of deferred amount — The amount deducted 
under subsection (2) in computing the income of a taxpayer from a 
farming business for a taxation year shall be deemed to be income 
of the taxpayer from the business for the taxpayer’s immediately 
following taxation year. 

Related Provisions: 28(1)(d) — Inclusion in farming: income when using cash 


method; 87(2)(tt) — Amalgamations — deferral. of amounts received; 88(1)(e.2) — 
Winding-up — rules applicable. 


Interpretation Bulletins: IT-425: Miscellaneous farm income. 


(4) Income deferral for regions of drought, flood or 
excessive moisture — If in a taxation year a taxpayer carries on 
a farming business in a region that is at any time in the year a pre- 
scribed drought region or a prescribed region of flood or excessive 
moisture and the taxpayer’s breeding herd at the end of the year in 
respect of the business does not exceed 85% of. the taxpayer’s 
breeding herd at the beginning of the year in respect of the business, 
there may be deducted in computing the taxpayer’s income from the 
business for the year the amount that the taxpayer claims, not ex- 
ceeding the amount, if any, determined by the formula 


(A—B)xC 
where 
A _is the amount by which 


(a) the total of all amounts included in computing the ‘tax- 
payer’s income for the year from the business in respect of 
the sale of breeding animals in the year 
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exceeds 


(b) the total of all amounts deducted under paragraph 
20(1)(n) in computing the taxpayer’s income from the busi- 
ness for the year in respect of an amount referred to in para- 
graph (a) of this description; 


Bis the total of all amounts deducted in computing the taxpayer’s 
income from the business for the year in respect of the acquisi- 
tion of breeding animals; and 


Clg 
(a) 30% where the taxpayer’s breeding herd at the end of the 
year in respect of the business exceeds 70% of the taxpayer’s 


breeding herd at the beginning of the year in respect of the 
business, and 


(b) 90% where the taxpayer’s breeding herd at the end of the 
year in respect of the business does not exceed 70% of the 
taxpayer’s breeding herd at the beginning of the year in re- 
spect of the business. 
Related Provisions: 28(1)(g) — Deduction for farming business using cash method; 
80.3(5) — Inclusion of deferred amount; 80.3(6) — Where subsecs. (2) and (4) not to 
apply; 257 — Formula cannot calculate to less than zero. 
Regulations: 7305, 7305.01 (prescribed drought regions for each year); 7305.02 (pre- 
scribed regions of flood or excessive moisture). 
History: Opening words of subsec. 80.3(4) amended by 2009, c. 31, subsec. 2(1), ap= 
plicable to 2008 et seg. They formerly read: 
(4) Income deferral for sales in prescribed drought region — Where in a 
taxation year a taxpayer carries on a farming business in a region that is a pre- 
scribed drought region at any time in the year and the taxpayer’s breeding herd at 
the end of the year in respect of the business does not exceed 85% of the tax- 
payer’s breeding herd at the beginning of the year in respect of the business, 
there may be deducted in computing the taxpayer’s income from the business for 
the year such amount as the taxpayer claims, not exceeding the amount, if any, 
determined by the formula 


(5) Inclusion of deferred amount — The amount. deducted 
under subsection (4) in computing the income of a taxpayer for a 
particular taxation year from a farming business carried on in a re- 
gion prescribed under that subsection may, to the extent that the 
taxpayer so elects, be included in computing the taxpayer’s income 
from the business for a taxation year ending after the particular tax- 
ation year, and is, except to the extent that the amount has been 
included under this subsection in computing the taxpayer’s income 
from the business for a preceding taxation year after the particular 
year, deemed to be income of the taxpayer from the business for the 
taxation year of the taxpayer that is the earliest of 


(a) the first taxation year beginning after the end of the period or 
series of continuous periods, as the case may be, for which the 
region is prescribed under that subsection, 


(b) the first taxation year, following the particular taxation year, 
at the end of which the taxpayer is 


(i) non-resident, and 


(ii) not carrying on business through a fixed place of business 
in Canada, and 


(c) the taxation year in which the taxpayer dies. 


Related Provisions: 28(1)(d) — Amount under 80.3(5) to be added to income of 
farming business using cash method. 


History: Opening words and para. (a) of subsec. 80.3(5) amended by 2009, c. 31, 
subsec. 2(2), applicable to 2008 et seg. The portion formerly read: 


(5) The amount deducted under subsection (4) in computing the income of a 
taxpayer for a particular taxation year from a farming business carried on in a 
prescribed drought region may, to the extent that the taxpayer so elects, be in- 
cluded in computing the taxpayer’s income from the business for a taxation year 
ending after the particular taxation year, and shall, except to the extent that the 
amount has been included under this subsection in computing the taxpayer’s in- 
come from the business for a preceding taxation year after the particular year, be 
deemed to be income of the taxpayer from the business for the taxation year of 
the taxpayer that is the earliest of 


(a) the first taxation year beginning after the end of the period or series of 
continuous periods, as the case may be, for which the region is a prescribed 
drought region, 
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Subsec. 80.3(5) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 59(1), applica- 

ble to fiscal periods and taxation years ending after 1987. Subsec. 80.3(5) formerly 

read: 
(5) Inclusion of deferred amount — The amount deducted under subsection 
(4) in computing the income of a taxpayer for a taxation year from a farming 
business carried on in a prescribed drought region shall be deemed to be income 
of the taxpayer from the business for the taxpayer’s first taxation year commenc- 
ing after the end of the period or series of continuous periods, as the case may 
be, for which the region was a prescribed drought region or, where the taxpayer 
has died before the beginning of that first taxation year, for the taxation year in 
which the taxpayer died, except to the extent that the amount has been included 
in computing the taxpayer’s income from the business for a preceding taxation 
year. 


Regulations: 7305, 7305.01 (prescribed drought regions for each year). 


(6) Where subsecs. (2) and (4) do not apply — Subsections 
(2) and (4) do not apply to a taxpayer in respect of a farming busi- 
ness for a taxation year 


(a) in which the taxpayer died; or 


(b) where at the end of the year the taxpayer is non-resident and 
not carrying on the business through a fixed place of business in 
Canada. 

History: Para. 80.3(6)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 59(2), 


applicable to fiscal periods and taxation years ending after 1987. Para. 80.3(6)(b) for- 
merly read: 


(b) where the taxpayer is not resident in Canada at the end of the year and at any 
time in the year did not carry on the business in Canada. 
Definitions [s. 80.3]: “amount” — 248(1); “breeding animals”, “breeding herd” — 
80.3(1); “business” — 248(1); “Canada” — 255; “farming”, ‘taxpayer’ — 248(1); 
“taxation year’ — 11(2), 249; “year” — 11(2). 


80.4 (1) Loans [to employees — deemed interest] — Where 
a person or partnership receives a loan or otherwise incurs a debt 
because of or as a consequence of a previous, the current or an in- 
tended office or employment of an individual, or because of the ser- 
vices performed or to be performed by a corporation carrying on a 
personal services business, the individual or corporation, as the case 
may be, shall be deemed to have received a benefit in a taxation 
year equal to the amount, if any, by which the total of 


(a) all interest on all such loans and debts computed at the pre- 
scribed rate on each such loan and debt for the period in the year 
during which it was outstanding, and 


(b) the total of all amounts each of which is an amount of inter- 
est that was paid or payable in respect of the year on such a loan 
or debt by 


(i) a person or partnership (in this paragraph referred to as 
the “employer”) that employed or intended to employ the 
individual, 


(ii) a person (other than the debtor) related to the employer, 
or 


(iii) a person or partnership to or for whom or which the ser- 
vices were or were to be provided or performed by the corpo- 
ration or a person (other than the debtor) that does not deal at 
arm’s length with that person or any member of such 
partnership, 


exceeds the total of 


(c) the amount of interest for the year paid on all such loans and 
debts not later than 30 days after the end of the year, and 


(d) any portion of the total determined in respect of the year 
under paragraph (b) that is reimbursed in the year or within 30 
days after the end of the year by the debtor to the person or en- 
tity who made the payment referred to in that paragraph. 


Related Provisions: 6(9) — Inclusion as income from employment; 6(23) — Em- 
ployer-provided mortgage subsidy is taxable; 12(1)(w) —Benefit from carrying on 
personal services business; 15(2) — Shareholder debt; 20(1)(c)(v) — Deductibility of 
interest; 79(3)F(b)(v)(B)(I) — Where property surrendered to creditor; 80(1)forgiven 
amount’B(h) — Debt forgiveness rules do not apply; 80.4(1.1) — Interpretation; 
80.4(3) — Loans — exceptions; 80.4(4) — Interest on loans for home purchase or relo- 
cation; 80.5 — Interest deemed paid; 110(1)(j) — Deduction — home relocation loan; 
248(1)“home relocation loan”(c) — Definition based on application of 80.4(1). 
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Subdivision f — Rules Relating to Computation of Income 


History: That portion of subsec. 80.4(1) preceding para.-(a) amended by: 1994, c. 7, 

Sch. VIII (1993, c. 24), s. 32, applicable to taxation years commencing after 1991. That 

portion formerly read: 
(1) Loans — Wheré a person or partnership received a loan or otherwise in- 
curred a debt by virtue of the office or employment or intended office or employ- 
ment of an individual, or by virtue of the services performed or to be performed _ 
by a corporation carrying on a personal services business, the individual’or cor) 
poration, as the case: may be, shall be deemed to have received a benefit: in a 
taxation year equal to the amount, if any, by, which the. total of 


Selected Cases [subsec./80.4(1)]: Vine Estate ve Canada, [1990] 1 C.T.C. 18 
(FCTD) (Amount applied by 50% shareholder from one company.to cover losses of 
another fully owned company was benefit); Cooper v. MNR, [1989] 1 C.T.C. 66 
(FCTD) (Provision applies ee to eon officers and shareholders, not to loan. from 
estate to executor): E ' 


Regulations: 4301(c) ora rate pf interest for 80: he but see also TTA 
80.4(7) “prescribed rate’. 


Interpretation Bulletins: IT-171R2: Non-resident individuals — computation’ of 
taxable income earned in Canada and non-refundable tax credits (archived); IT-421R2: 
Benefits to, individuals, corporations and shareholders from loans or debt. 


1.T. Technical News: 6 (payment of mortgage interest subsidy by employer). 


CRA Audit Manual: 24.12.4: Subsection 15(2) — audit issues — indirect benefit 
calculation (section 80.4); 24. 12. a Section 80. Fe — benefit on interest- free or loys inter- 
est loans. 


(1.1) Interpretation — A loan or debt is deemed to have been re- 
ceived or incurred because of an individual’s office or employment, 
or because of services performed by a corporation that carries on a 
personal services business, as the case may be, if it is reasonable to 
conclude that, but for an individual’s previous, current or ‘intended 
office or employment, or the Services performed or to be performed 
by the corporation, 


(a) the terms of the loan or debt would have been different; or 


(b) the loan would not have been received or the debt would not 
have been incurred. 


Related Provisions: 6(23) — Employer-provided mortgage ibe is taxable; 
248(1)“‘home relocation loan”(c) — Definition based on application of 80.4(1).., 


History: Subsec. 80.4(1:1) added by 1999, c. 22,'s. 22, applicable to loans received 
and debts incurred after February 23, 1998 except that, in its application to a loan re- 
ceived or a debt incurred after February 23, 1998 in respect of an eligible relocation of 
an individual in connection. with which the individual begins employment at the new 
work location before October 1998, subsec. (1.1) does not apply to taxation years that 
end before 2001. 


(2) Idem [loan to shareholders — deemed interest] — 
Where a person (other than a corporation resident in Canada) or a 
partnership (other than.a partnership each member of which isa 
corporation resident in Canada) was 


(a) a shareholder of a corporation, 
(b) connected with a shareholder of a corporation, or 


(c) a member of a partnership, or a beneficiary of a trust, that 
was a shareholder of a corporation, 


and ‘by virtue of such shareholding that person or partnership: re- 
ceived a loan from, or otherwise incurred a debt to, that corporation, 
any other corporation related thereto or a partnership of which that 
corporation or any corporation related thereto was a member, the 
person or partnership shall be deemed to have received a benefit in 
a taxation year equal to the amount, if any, by which 


(d) all interest on-all-such loans and debts computed at the pre-= 
scribed rate on each such loan and debt for the period in the year 
during which it Was outstanding 


exceeds 


(e) the amount of interest for the year paid on all such loans and 
debts not later than 30 days after the later of theend of the year 
and December 31, 1982. 


Related Provisions: 15(2)— Income inclusion for amount of loan; 15(9) — 
Deemed. benefit to shareholder; 20(1)(c)(vi) — Deductibility of _ interest; 
79(3)F(b)(v)(B)(1) — Where. property. surrendered to creditor, 80(1)“forgiven 
amount’’B(h) — Debt forgiveness rules do not apply; 80.4(3) — Exceptions; 80.4(8) — 
Meaning of “connected”; 80.5 — Deemed interest; 95(1)“foreign accrual property in- 
come” A(d) — Definitions — “foreign accrual property income”. 


Regulations: 4301(c). (prescribed rate of interest for 80.4(2)(d)); but see also ITA 
80.4(7)“prescribed rate”. 


S. 80.4(5) 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


CRA Audit Manual: .24.12.4: Subsection, 15(2) — audit issues —.indirect benefit 
calculation (section 80.4); 24.12.5: Section 80.4 — benefit on interest- ares or low-inter- 
est loans; 24.12.6: Subsection 80.4(2) — audit i issues. 


(3) Where subsecs. (1) and (2) do not apply — Subsections 
(1) and (2) do not apply: in sti of any loan or debt, or any part 
thereof, 


- (a) on which the rate of interest was equal to or greater than the 
rate that would, having regard to all the circumstances (includ- 
ing the terms and conditions of: the loan or debt), havesbeen 
agreed on, at the time the loan was received or the debt was 
incurred, between parties dealing with each other.at arm’s-length 
if 

(i) none of the parties received the loan or incurred the debt 
by virtue of an office or employment or by virtue of the 
shareholding of a person or partnership, and 


(ii) the ordinary business of the creditor included the lending 
of money, 


except where an amount is paid or notable: in ‘any taxation year 
to the creditor in respect of interest on the,loan or debt by a party 
other, than) the debtor; or 


(b) that was included in computing the income of a person or 
partnership under this Part. 
Selected Cases [subsec. 80.4(3)]: Quigley v. Canada, [1996] 1 CTC. 2378 


(TCC) (“Was included” is question of fact. and not same as “ought to have,.been 
included”). 


CRA Audit Manual: 24.12.5: Section 80.4 — benefit on interest-free or low-interest 
loans. 


(4) Interest on loans for home purchase or relocation — 
For the purpose of computing the benefit under subsection (1) ina 
taxation year in.tespect of a home purchase loan or a home reloca- 
tion loan and for the purpose of paragraph 110(1)(j), the amount of 
interest determined under paragraph (1)(a) shall not exceed the 
amount of interest that would have been determined thereunder if it 
had been computed at the prescribed rate in effect at the time the 
loan was received or the debt was incurred, as the case may be. 


Related Provisions: 80(14)(d) — Residual balance; 80.4(6) — Interest rate cap reset 
every 5 years; 110(1.4) — Replacement of home relocation loan. 


Regulations: 4301(c) (prescribed rate of interest); but ‘see also ITA ‘80.4(7)“pre- 
scribed rate”. 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


(5) Idem — Where an individual has, before November 13, 1981, 
(a) received a housing loan, or 


(b) made arrangements in writing in respect of a home purchase 
loan that would; if the loan were made before 1982, have been a 
housing loan, 


for the purpose of computing the amount of interest referred to in 
paragraph (1)(a) on the loan, the amount of the loan-may be reduced 


(c) for the 1982 taxation year, by the amount, if any, by which 
$40,000 exceeds the: total of 


(i) all amounts claimed as a reduction under this subsection 
for the year by the individual’s spouse: or common-law part- 
ner with whom the individual resided in the year, and 
(ii) all amounts claimed as a reduction under this subsection 
for the year by the individual on all. other:loans,.and 
(d) for the 1983 taxation year, by the amount, if any, by which 
$20,000 exceeds the total of 
(i).all,amounts claimed as a reduction under this, subsection 
for the. year by the individual’s. spouse: or common-law part- 
ner with whom the individual resided in the year, and 
(ii) all amounts claimed as a reduction under this subsection 
for the year by the individual on all other loans. 


History: Subsec. 80.4(5) amended by 2000, c.-12, Sch. 2,.s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seq., in force July:31, 
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S. 80.4(5) 


2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


(6) Deemed new home purchase loans — For the purposes of 
this section, other than paragraph (3)(a) and subsection (5), where a 
home purchase loan or a home relocation loan of an individual has a 
term for repayment exceeding five years, the balance outstanding 
on the loan on the date that is five years from the day the loan was 
received or was last deemed by this subsection to have been re- 
ceived shall be deemed to be a new home purchase loan received by 
the individual on that date. 


Related Provisions: 110(1)(j) — Home relocation loan; 110(1.4) — Replacement of 
home relocation loan. 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


(7) Definitions — In this section, 


“home purchase loan’ means that portion of any loan received or 
debt otherwise incurred by an individual in the circumstances de- 
scribed in subsection (1) that is used to acquire, or to repay a loan 
or debt that was received or incurred to acquire, a dwelling, or a 
share of the capital stock of a cooperative housing corporation ac- 
quired for the sole purpose of acquiring the right to inhabit a dwell- 
ing owned by the corporation, where the dwelling is for the habita- 
tion of 


(a) the individual by virtue of whose office or employment the 
loan is received or the debt is incurred, 


(b) a specified shareholder of the corporation by virtue of whose 
services the loan is received or the debt is incurred, or 


(c) a person related to a person described in paragraph (a) or (b), 
or that is used to repay a home purchase: loan; 


History: That portion of “home purchase loan” preceding para. (a) in subsec. 80.4(7) 
substituted by 1994, c. 7, Sch. IL (1991, c. 49), s. 60, applicable to 1985 et seq. That 
portion formerly read: 


“home purchase loan” means that portion of any loan received or debt otherwise 
incurred by an individual in the circumstances described in subsection (1) that is 
used to acquire, or to repay a loan or debt that had been received or incurred to 
acquire, a dwelling for the habitation of 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


“prescribed rate” of interest means 
(a) 6% per annum before 1978, 
(b) 8% per annum for 1978, and 


(c) for any year, or part thereof, after 1978, such rate of interest 
as is prescribed therefor except that, for the purpose of comput- 
ing the benefit under subsection (1) in a taxation year on a home 
purchase loan received after November 12, 1981 and before 
1982, the prescribed rate of interest at the time the loan was re- 
ceived shall be deemed to be 16% per annum. 


Regulations: 4301(c) (prescribed rate of interest for para. (c)). 


(8) Persons connected with a shareholder — For the pur- 
poses of subsection (2), a person is connected with a shareholder of 
a corporation if that person does not deal at arm’s length with the 
shareholder and if that person is a person other than 


(a) a foreign affiliate of the corporation; or 


(b) a foreign affiliate of a person resident in Canada with which 
the corporation does not deal at arm’s length. 


Selected Cases [s. 80.4]: Marchand v. R., [1997] 2 C.T.C. 312 (FCA) (Blending of 
market and other interest rates not permitted). 


Definitions [s. 80.4]: “amount” — 248(1); “arm’s length” —251(1); “because 
of’ — 80.4(1.1); “Canada” — 255; “carrying on business” — 253; “common-law part- 
ner” — 248(1); “connected” — 80.4(8); “corporation” — 248(1), Interpretation Act 
35(1); “employee” — 248(1); “employer” — 80.4(1)(b)(i); “employment” — 248(1); 
“foreign affiliate” —95( 1), 248(1); “home purchase loan” — 80.4(7); “home reloca- 
tion loan”, “‘i “office”, “officer”, “person” — 248(1); “personal services 
business” — 125(7), 248(1 ); “prescribed” — 80.4(7), 248(1); “prescribed rate” — Reg. 
4301; “related” — 251(2); “resident in Canada” — 94(3)(a)(viii), 250; “share”, “share- 
holder”, “specified shareholder” — 248(1); “taxation year” — 249; “writing” — Inter- 
pretation Act 35(1). 


Income Tax Act, Part I, Division B 


80.5 Deemed interest — Where a benefit is deemed by section 
80.4 to have been received in a taxation year by 


(a) an individual or corporation under subsection 80.4(1), or 
(b) a person or partnership under subsection 80.4(2), 


the amount of the benefit shall, for the purposes of subparagraph 
8(1)(j)(i) and paragraph 20(1)(c), be deemed to be interest paid in, 
and payable in respect of, the year by the debtor pursuant to a legal 
obligation to pay interest on borrowed money. 

Definitions [s. 80.5]: 
Act 35(1); “individual”, 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


“amount” — 248(1); “corporation” — 248(1), Interpretation 
“person” — 248(1); “taxation year” — 249. 


CRA Audit Manual: 24.12.5: Section 80.4 — benefit on interest-free or low-interest 
loans. 


Subdivision g — Amounts Not Included in 
Computing Income 


81. (1) Amounts not included in income — There shall not be 
included in computing the income of a taxpayer for a taxation year, 


(a) statutory exemptions [including Indians] — an 
amount that is declared to be exempt from income tax by any 
other enactment of Parliament, other than an amount received or 
receivable by an individual that is exempt by virtue of a provi- 
sion contained in a tax convention or agreement with another 
country that has the force of law in Canada; 


ees Amendment — ereralraly income 
_ taxation 


Rederal Bacact Suppiewalery information, March 4, 2010: Aboriginal T Tax 
Policy 


Taxation is an integral part of good governance as it promotes greater aconitability 
and self-sufficiency and provides revenues for important public services and invest- 
ments. Therefore, the Government of Canada supports initiatives that encourage the 
exercise of direct taxation powers by Aboriginal governments. 


To date, the Government of Canada has entered into 32 sales tax arrangements under 
which Indian Act bands and self-governing Aboriginal groups levy a sales tax within 
their reserves or their settlement lands. In addition, 12 arrangements respecting per- 
sonal income taxes are in effect with self-governing Aboriginal groups under which 
they i impose a personal i income tax on all residents within their settlement lands. The 
Government reiterates its willingness to discuss and put into effect direct taxation ar- 
rangements with interested Aboriginal governments. [See the First Nations Goods and 
Services Tax Act, reproduced in the Practitioner’s GST Annotated and GST Partner — 
ed.] 


The Government of Canada also supports direct foxaion arrangements pa inter- 
ested provinces or territories and Aboriginal es and enacted legislation to 
facilitate such arrangements in 2006. : 


Related Provisions: 110(1)(f)(i)— Deduction for amount exempted by treaty; 
120(2.2) — Credit for persons subject to First Nations Tax; 126(3)(c) — Employees of 
international organizations; 150(1)(a)(ii) — Non-resident claiming treaty exemption 
must file tax return; 212(1)(h)(iii) — Exemption from non-resident withholding tax. 


Selected Cases [para. 81(1)(a)]: Boubard v. R., [2009] 2 C.T.C. 77 (FCA) (Histor- 
ical factors mitigated against overly strict interpretation of s. 87 of Indian Act); Jeddore 
v. R., [2002] 1 C.T.C. 2336 (TCC) (Taxpayer unable to establish legal existence of 
reserve); Perley v. R., [1999] 3 C.T.C. 180 (FCA) (Remission orders applicable only 
after tax liability has been determined); Poker v. Canada, [1995] 1 C.T.C. 84 (FCTD) 
(Factors considered with respect to taxability of income earned by taxpayer identified 
in Indian Act); Williams v. Canada, [1990] 2 C.T.C. 124 (FCA); rev’d [1992] 1 C.T.C. 
225 (SCC) (Unemployment insurance benefits received by Indian after work on reserve 
completed not taxable). 


Remission Orders: Jndian Settlements Remission Order, P.C. 2000-1112 (certain 
settlements treated as reserves); Indian Income Tax Remission Order (Yukon Territory 
Lands), P.C. 1995-197 (certain lands in Yukon treated as reserves); Indian Income Tax 
Remission Order, P.C. 1993-523, P.C. 1993-1649 (remission of tax on income from an 
employer that resides on a reserve); Indians and Bands on Certain Indian Settlements 
Remission Orders, P.C. 1992-1052 (certain settlements treated as reserves); Indians 
and Bands on Certain Indian Settlements Remission Orders (1997), P.C. 1997-1529 
(certain settlements treated as reserves); McIntyre Lands Income Tax Remission Order, 
P.C. 2005-2230 (lands in the Hillcrest McIntyre subdivision of Whitehorse treated as a 
reserve); Saskatchewan Indian Federal College Remission Order, 2003, P.C. 2003-910 
(college campus treated as a reserve). 
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Subdivision g — Amounts Not Included 


Interpretation Bulletins: IT-62: Indians. [withdrawn — under: revision]; IT-397R: 
Amounts excluded from income — statutory exemptions and certain service or RCMP 
pensions, allowances and compensation; IT-495R3: Child care expenses. 


1.T. Technical News: 2 (tax exemption for Indians); 5 (statutory exemptions — 
Indian Act); 7 (Indians: interest income — situs of savings accounts); 9 (taxation of 
Indians’ investment income). 


Forms: TD1-IN: Determination of exemption of a status Indian’s employment 
income. 


(b) War Savings Certificate — an amount received under a 
War Savings Certificate issued by His Majesty in right of Can- 
ada or under a similar savings certificate issued by His Majesty 
in right of Newfoundland before April 1, 1949; 


Related Provisions: 212(1)(h)(ii) — Exemption from non-resident withholding tax. 


(c) ship or aircraft of non-residents — the income for the 
year of a non-resident person earned in Canada from the opera- 
tion of a ship or aircraft in international traffic, if the country 
where that person resided grants substantially similar relief for 
the year to a person resident in Canada; 
Related Provisions: 248(1)“taxable Canadian property’’(b)(ii) — Exclusion of ship 
or aircraft from taxable Canadian property; 250(6) — Residence of international ship- 
ping corporation; Canada-U.S. Tax Treaty:Art. VIII — Operation of ships or aircraft in 
international traffic. 


Selected Cases [para. 81(1)(c)]: Crown Forest Industries Ltd. v. Canada, [1992] 2 
C.T.C. 1 (FCTD); aff'd [1994] 1 C.T.C. 174 (FCA) (Corporation liable to, but exempt 
from, US tax was resident in US under treaty by virtue of place of management and 
business); Furness, Withy & Co. Ltd. v. MNR, [1968] C.T.C. 35 (SCC) (income from 
services rendered in Canada to unrelated companies not exempt; income from services 
by company’s Canadian branches rendered to ships in company’s service exempt). 


Interpretation Bulletins: IT-494: Hire of ships and aircraft from non-residents. 


(d) service pension, allowance or compensation — a 
pension payment, an allowance or compensation that is received 
under or is subject to the Pension Act, the Civilian War-related 
Benefits Act or the War Veterans Allowance Act, an amount re- 
ceived under the Gallantry Awards Order or compensation re- 
ceived under the regulations made under section 9 of the Aero- 
nautics Act; 


Related Provisions: 81(1)(d.1) — Exemption for certain Canadian Forces members 
and veterans benefits; 212(1)(h)(iii) — Exemption from non-resident withholding tax. 


History: Para. 81(1)(d) amended by 1999, c. 10, s. 44, to, substitute “Civilian War- 
related Benefits Act” for “Merchant Navy Veteran and Civilian War-related Benefits 
Act”, proclaimed into force on May 1, 1999. 


Para. 81(1)(d) amended by 1994, c. 7, Sch. IV (1992, c. 24), s. 15, to substitute 
“Merchant Navy Veteran and Civilian War-related Benefits Act’ for “Civilian War 
Pension and Allowances Act’, effective July 1, 1992. 


Para. 81(1)(d) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 61(1), to add “an 
amount received under the Gallantry Awards Order’, applicable to 1986 et seq. 


Interpretation Bulletins: IT-397R: Amounts excluded from income — statutory ex- 
emptions and certain service or RCMP pensions, allowances and compensation. 


(d.1) Canadian Forces members and_ veterans 
amounts — the total of all amounts received by the taxpayer in 
the year on account of a Canadian Forces income support benefit 
payable to the taxpayer under Part 2 of the Canadian Forces 
Members and Veterans Re-establishment and Compensation Act 
or on account of a disability award, death benefit, clothing al- 
lowance or detention benefit payable to the taxpayer under Part 
3 of that Act; - 


Related Provisions: 6(1)(f.1) Income inclusion for certain payments under 
CFMVRCA; 81(1)(d) — Exemption for other service pensions. 


History: Para. 81(1)(d.1) added by 2005, c. 21, s. 102, proclaimed in force April 1, 
2006. 


(e) war pensions — a pension payment received on account 
of disability or death arising out of a war from a country that 
was an ally of Canada at the time of the war, if that country 
grants substantially similar relief for the year to a person receiv- 
ing a pension referred to in paragraph (d); 

Related Provisions: 212(1)(h)(ii) — Exemption from non-resident withholding tax. 


History: Para. 81(1)(e) substituted by 1994, c..7, Sch. II (1991, c. 49), subsec. 61(2), 
applicable to 1988 et seq. Para. (e) formerly read: 


(e) service pension from another country — a pension payment received on 
account of disability or death arising out of war service from a country that was 


S. 81(1)(g.4) 


an ally of Her majesty or His Majesty at the time of the war service, if that 
country grants substantially similar relief for the year to a person receiving a 
pension referred to in paragraph (d); 


Interpretation Bulletins: IT-397R; Amounts excluded from. income — statutory ex- 
emptions and certain service or RCMP pensions, allowances and compensation. 


(f) Halifax disaster pensions, grants or allowances — a 
pension payment, a grant or an allowance in respect of death or 
injury sustained in the explosion at Halifax in 1917 and received 
from the Halifax Relief Commission the incorporation of which 

--was confirmed by An Act respecting the Halifax Relief Commis- 
sion, chapter 24 of the Statutes of Canada, 1918, or received 
pursuant to the Halifax Relief Commission Pension Continuation 
Act, chapter 88 of the Statutes of Canada, 1974-75-76; 


Related Provisions: 212(1)(h)(iii) — Exemption from non-resident withholding tax. 


History: Para. 81(1)(f) amended by 1995, c. 18, s. 88, in force;September 15,1995. 
Para. (f). formerly read: 


(f),a pension payment, a grant or an allowance in respect of death or injury sus- 
tained in the explosion at Halifax in 1917 received from the Halifax Relief Com- 
mission the incorporation of which was confirmed by An Act respecting the Hal- 
ifax Relief Commission, chapter 24 of the Statutes of Canada, 1918, or from the 
Canadian Pension Commission pursuant to the Halifax Relief Commission Pen- 
sion Continuation Act, chapter 88 of the Statutes of Canada, 1974-75-76; 


(g) compensation by Federal Republic of Germany — a 
payment made by the Federal Republic of Germany or by a pub- 
lic body performing a function of government within that coun- 
try as compensation to a victim of National Socialist: persecu- 
tion, where no tax is payable in respect of that payment under a 
law of the Federal Republic of Germany that imposes an income 
tax; 


(g.1) income from personal injury award property — the 
income for the year from any property acquired by or on behalf 
of a person as an award of, or pursuant to an action for, damages 
in respect of physical or mental injury to that person, or from 
any property substituted therefor and any taxable capital gain for 
the year from the disposition of any such property, 


(i) where the income was income from the property, if the 
income was earned in respect of a period before the end of 
the taxation year in which the person attained the age of 21 
years, and 


(ii) in any other case, if the person was less than 21 years of 
age during any part of the year; 
Related Provisions: 81(1)(g.2) —Income from income exempt under paragraph 
(g.1); 81(5) — Election to increase ACB of capital property at’age 21; 212(1)(h)Gi1) — 
Exemption from non-resident holding tax; 248(5) — Substituted property. 


Interpretation Bulletins: IT-365R2: Damages, settlements and similar receipts. 


(g.2) income from income exempt under para. (g.1) — 
any income for the year from any income that is by virtue of this 
paragraph or paragraph (g.1) not required to be included in com- 
puting the taxpayer’s income (other than any income attributable 
to any period after the end of the taxation year in which the per- 
son on whose behalf the income was earned attained the age of 
21 years); 


Related Provisions: 212(1)(h)(iii) — Exemption from non-resident withholding tax. 
Interpretation Bulletins: IT-365R2: Damages, settlements and similar receipts. 


(g.3) hepatitis C trust — the amount that, but for this. para- 
graph, would be the income of the taxpayer for the year where 


(i) the taxpayer is the trust established under the 1986-1990 
Hepatitis.C Settlement Agreement entered into by Her Maj- 
esty in right of Canada and Her Majesty in right of each of 
the provinces, and 


(ii) the only contributions made to the trust before the end of 
the year are those provided for under the Agreement; 
History: Para. 81(1)(g.3) added by 2000, c. 19, s.\12, applicable to 1999 er seg. 
(g.4) relief for increased heating expenses — an amount 


received pursuant to the Order Authorizing Ex Gratia Payments 
for Increased Heating Expenses; 
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History: Para. 81(1)(g.4) added by 2001, c. 17, subsec. 60(1), applicable to amounts 
received after 2000. 


(g.5) energy cost relief — an amount received pursuant to 
Part | of the Energy Costs Assistance Measures Act; 


Related Provisions: 241(4)(d)(vii.2) — Disclosure of Cores information to per- 
mit payment of benefit. 


History: Para. 81(1)(g.5) added by 2005, c. 49, s. 5, in force on November 25, 2005. 


(h) social assistance [and foster care] — where the tax- 
payer is an individual (other than a trust), a social assistance 
payment (other than a prescribed payment) ordinarily made on 
the basis of a means, needs or income test under a program pro- 
vided for by an Act of Parliament or a law of a province, to the 
extent that it is received directly or indirectly by the taxpayer for 
the benefit of another individual (other than the taxpayer’s 
spouse or common-law partner or a person who is related to the 
taxpayer or to the taxpayer’s spouse or common-law partner), if 


(i) no family allowance under the Family Allowances Act or 
any similar allowance under a law of a province that provides 
for payment of an allowance similar to the family allowance 
provided under that Act is payable in respect of the other in- 
dividual for the period in respect of which the social assis- 
tance payment is made, and 


(ii) the other individual resides in the taxpayer’s principal 
place of residence, or the taxpayer’s principal place of resi- 
dence is maintained for use as the residence of that other in- 
dividual, throughout the period referred to in subparagraph 
(i); 

Possible Future Amendment =7,81 (1)(h) 


Letter from Dept. of Pinanee, dan. 31, 2002: 
Dear Colleague: 


I am writing in response to the April 11, 2001 sng that you forwarded to me — 
[xxx]. 


I have already responded directly to [xxx] sidan with copies to ihe Vorourble 
Martin Cauchon, and Mr. Greg Thompson, M.P. A copy of this response is attached, 
as well as a response from the Canada Customs and Revenue Agency. 


More recently, foster families in New Brunswick have’ asked for a legislative change 
to exempt relief and respite care payments from taxation. I have asked my officials to 
examine this issue. 


Thank you for keeping me apprised of this matter. _ 
Sincerely, 


The Honourable Paul Martin, P.C., MP. 
Minister of Finance 


Related Provisions: 18(1)(c) — Foster parents cannot deduct expenses laid out to 
earn exempt income; 56(1)(u), 110(1)(f) — Income inclusion and deduction — social 
assistance payments; 212(1)(h)(iii) — Exemption from non-resident holding tax. 


History: Para. 81(1)(h) amended by 2000, c. 12, Sch. 2, s..1, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


That portion of para. 81(1)(h) preceding subpara. (i) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), s. 33, to substitute “the taxpayer’s spouse or a person who is related to 
the taxpayer or to the taxpayer’s spouse” for “a person who is cohabiting in a conjugal 
relationship with the taxpayer or who is related to the taxpayer or to such a person”, 
applicable after 1992. 


Para. 81(1)(h) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 61(3), applicable to 
1982 et seg. and, notwithstanding subsecs. 152(4) to (5), if before 1992 [1994, c. 7, 
Sch. VIII (1993, c, 24), s. 159 provides that such a request made before December 11, 
1993 shall be deemed to have been made before 1992] a taxpayer requested the Min- 
ister of National Revenue to do so, such assessments of tax, amounts deemed to be paid 
on account of tax, interest and penalties payable or deemed to be paid by the taxpayer 
for any such year shall be made as are necessary to give effect to the para. in respect of 
the taxpayer. 


Selected Cases [para. 81(1)(h)]: Gallant v. R., [2010] 5 C.T.C. 63 (FCA); aff’g 
[2009] 3 C.T.C. 2314 (TCC) (Provincial payments received by operator of special care 
homes not deductible as social assistance). 


Regulations: No prescribed payments to date, 


1.T. Technical News: 17 (application of para. 81(1)(h) to employment income); 31R2 
(application of para. 81(1)(h)). 
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CRA Audit Manual: 27.34.0: Social assistance payments. 


(i) RCMP pension or compensation — a pension payment 
or compensation received under section 5, 31 or 45 of the Royal 
Canadian Mounted Police Pension Continuation Act, chapter R- 
10 of the Revised Statutes of Canada, 1970, or section 32 or 33 
of the Royal Canadian Mounted Police Superannuation Act, in 
respect of an injury, disability or death; 

Related Provisions: 212(1)(h)(iii) — Exemption from non-resident withholding tax. 

Interpretation Bulletins: IT-397R: Amounts excluded from income — statutory ex- 

emptions and certain service or RCMP pensions, allowances and compensation. 


(j) [Repealed under former Act] 


(k) employees profit sharing plan — a payment or part of a 
payment from an employees profit sharing plan that section 144 
provides is not to be included; 

Related Provisions: 212(1)(h)(iii) — Exemption from non-resident withholding tax. 


(1) prospecting — an amount in respect of the receipt of a 
share that section 35 provides is not to be included; 
Related Provisions: 212(1)(h)(iii) — Exemption from non-resident withholding tax. 
Selected Cases [para. 81(1)(I)]: Cooper v. MNR, [1977] C.T.C. 107 (FCA). (Pro- 
ceeds from disposition of shares received for claims acquired pursuant to agreement 
with prospector exempt). 
(m) interest on certain obligations — interest that accrued 
to, became receivable or was received by, a corporation resident 
in Canada (in this paragraph referred to as the “parent corpora- 
tion”) on a bond, debenture, bill, note, mortgage or similar obli- 
gation received by it as consideration for the disposition by it, 
before June 18, 1971, of 


(i) a business carried on by it in a country other than Canada, 
or 


(11) all of the shares of a corporation that carried on a busi- 

ness in a country other than Canada, and such of the debts 

and other obligations of that corporation as were, immedi- 

ately before the disposition, owing to the parent corporation, 
if 

(iii) the business was of a public utility or public service 

nature, 


(iv) the business or the property described in subparagraph 
(ii), as the case may be, was disposed of to a person or per- 
sons resident in that country, and 


(v) the obligation received by the parent corporation was is- 
sued by or guaranteed by the government of that country or 
any agent thereof; 
Related Provisions: 40(2)(d) — Reduction in capital loss on bond to reflect exempt 
income; 87(2)(jj) — Amalgamations — continuation of predecessor corporations; 
212(1)(h)(iii) — Exemption from non-resident withholding tax. 
(n) Governor General — income from the office of Governor 
General of Canada; 


(0), (p) [Repealed] 
History: Paras. 81(1)(0) and (p) repealed by 1998, c. 19, subsec. 14(1), applicable to 
1998 et seq. The paras. formerly read: 
(o) RESP refunds —a refund of payments (within the meaning nA sy by 
subsection 146.1(1)); 


(p) educational assistance payments — an educational assistance payment 
(within the meaning assigned by subsection 146.1(1)) received by a beneficiary 
under an education savings plan (within the meaning assigned by subsection 
146.1(1)) that is not registered or the registration of which has been revoked 
pursuant to section 146.1; 
(q) provincial indemnities — an amount paid to an indivi- 
dual as an indemnity under a prescribed provision of the law of a 
province; or 
Regulations: 6501 (prescribed provisions — criminal injuries compensation a mo- 
tor vehicle accident claims). 
(r) foreign retirement arrangements — an amount that is 
credited or added to a deposit or account governed by a foreign 
retirement arrangement as interest or other income in respect of 
the deposit or account, where the amount would, but for this par- 
agraph, be included in the taxpayer’s income solely because of 
that crediting or adding. 
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Related Provisions: 56(1)(a)(i)(C.1), 56(12) — Inclusion in income of payment 
from foreign retirement arrangement; 146(20)— Where amount credited or added 
deemed not received. 


History: Para. 81(1)(r) added by 1994, c. 7, Sch. II Wek c. 49), subsec. 61(4), appli- 
cable to 1990 et seq. 


(s) [Repealed under former on, 


(s) § iy. def 
aac in the. ave 


amounts, ey ‘e l hi ‘aph 
come Tax Regulat ons. oe 


ii) re-contributed by the tar D. 


amounts | paid 


We understand arn Cotas Castes and F 
ing to th a inder para- 
ul Lage 


in the ‘participant’ Ss. 
, however, to pair 


taxation years. - 
Thank you for your. fsicl writing 
Yours sincerely, 

_ Brian Ernewein, Director, T: ax Aesistaliod Division, Tax Pol 


Selected Cases [subsec. 81(1)]: ACTRA Fraternal Benefit Society v. R., 11997] 3 
C.T.C. 61 (FCA) (Allocation of assets to particular fund was rebuttable presumption 
only). 


(1.1) [Repealed under former Act] 


(2) M.L.A.’s expense allowance — Where an elected member 
of a provincial legislative assembly has, under an Act of the provin- 
cial legislature, been paid an allowance in a taxation year for ex- 
penses incident to the discharge of the member’s duties in that ca- 
pacity, the allowance shall not be included in computing the 
member’s income for the year unless it exceeds '/2 of the maximum 
fixed amount provided by law as payable to the member by way of 
salary, indemnity and other remuneration as a member in respect of 
attendance at a session of the legislature, in which event there shall 


toa patti at sues a) leave of sae : _ i wish -~ sknowledge your sub- - 
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be included in computing the member’s income for the year only 
the amount by which the allowance exceeds '/2 of that maximum 
fixed amount. 


Related Provisions: 6(1)(b) — Allowances taxable, and exclusions. 


Interpretation Bulletins: IT-266: Taxation of members of provincial legislative 
assemblies (archived). 


(3) Municipal officers’ expense allowance — Where a person 
who is 


(a) an elected officer of an incorporated municipality, 


(b) an officer of a municipal utilities board, commission or cor- 
poration or any other similar body, the incumbent of whose of- 
fice as such an officer is elected by popular vote, or 


(c) a member of a public or separate school board or similar 
body governing a school district, 


has been paid by the municipal corporation or the body of which the 
person was such an officer or member (in this subsection referred to 
as the person’s “employer’) an amount as an allowance in a taxa- 
tion year for expenses incident to the discharge of the person’s du- 
ties as such an officer or member, the allowance shall not be in- 
cluded in computing the person’s income for the year unless it 
exceeds '/2 of the amount that was paid to the person in the year by 
the person’s employer as salary or other remuneration as such an 
officer or member, in which event there shall be included in com- 
puting the person’s income for the year only the amount by which 
the allowance exceeds '/2 of the amount so paid to the person by 
way of salary or remuneration. 


Related Provisions: 6(1)(b)— Allowances taxable; and exclusions. 


| Interpretation Bulletins: IT-292: Taxation of elected officers of incorporated. mu- 


nicipalities, school boards, etc. 


(3.1) Travel expenses — There shall not be included in comput- 
ing an individual’s income for a taxation year an amount (not in 
excess of a reasonable amount) received by the individual from an 
employer with whom the individual was dealing at, arm’s length as 


‘an allowance for, or reimbursement of, travel expenses incurred by 


the individual in the year in respect of the individual’s part-time 
employment in the year with the employer (other than expenses in- 
curred in the performance of the duties of the individual’s part-time 
employment) if 


(a), throughout the period in which the expenses were incurred, 


(i) the individual had other employment or was carrying on a 
business, or 


(ii) where the employer is a designated educational institu- 
tion (as within the meaning assigned by subsection 118.6(1)), 
the duties of the individual’s part-time employment were the 
provision in Canada of a:service to the employer in the indi- 
vidual’s capacity as a professor or teacher; and 


(b) the duties of the individual’s part-time employment. were 
performed at a location not less than 80. kilometres. from, 


(i) where subparagraph (a)(i) applies, both the individual’s 
ordinary place of residence and the place of the other em- 
ployment or business. referred to in that subparagraph, and 


(ii) where subparagraph (a)(ii) applies, the individual’s ordi- 
nary place of residence. 


History: Subsec. 81(3.1) amended by 2001, c. 17, subsec. 60(2), applicable to 1995 et 
seq. and, notwithstanding subsecs. 152(4) to (5), any. assessment of an individual’s tax 
payable under the Act for any taxation year that ends before 2000 shall be made that is 
necessary to take into account the application of subsec. 81(3.1). Subsec. (3.1) formerly 
read: 


(3.1)-An amount received by an individual in respect of the individual’s part- 
time employment by an employer with whom the individual was dealing at arm’s 
length as an allowance for, or reimbursement of, travel expenses incurred during 
a period throughout which the individual had other employment or was carrying 
on a business shall not be included|in computing the individual’s income to the 
extent that it is paid by the employer and does not exceed a reasonable amount 
on account of travel expenses (other than expenses incurred in the performance 
of the duties of the individual’s part-time employment) incurred by the indivi- 
dual in respect of that part-time employment, if the duties of the part-time em- 
ployment are performed at a location ‘not less than 80 kilometres from both the 
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individual’s ordinary place of residence and principal place of employment or 
business, 


Interpretation Bulletins: IT-522R: Vehicle, travel and sales expenses of employees. 


(4) Payments for volunteer [emergency] services — Where 


(a) an individual was employed or otherwise engaged in a taxa- 
tion year by a government, municipality or public authority (in 
this subsection referred to as “the employer’) and received in the 
year from the employer one or more amounts for the perform- 
ance, as a volunteer, of the individual’s duties as 


(i) an ambulance technician, 
(ii) a firefighter, or 


(iii) a person who assists in the search or rescue of individu- 
als or in other emergency situations, and 


(b) if the Minister so demands, the employer has certified in 
writing that 


(i) the individual was in the year a person described in para- 
graph (a), and 


(ii) the individual was at no time in the year employed or 
otherwise engaged by the employer, otherwise than as a vol- 
unteer, in connection with the performance of any of the du- 
ties referred to in paragraph (a) or of similar duties, 


there shall not be included in computing the individual’s income 
derived from the performance of those duties the lesser of $1,000 
and the total of those amounts. 


History: Subsec. 81(4) added by 2001, c. 17, subsec. 60(2), applicable to 1998 ef seq. 
Interpretation Bulletins: IT-495R3: Child care expenses. 


(5) Election — Where a taxpayer or a person described in para- 
graph (1)(g.1) has acquired capital property under the circum- 
stances described in that paragraph, the taxpayer or the person may, 
in the return of income of the taxpayer for the taxation year in 
which the taxpayer attains the age of 21 years, elect to treat any 
such capital property held by the taxpayer or person as having been 
disposed of on the day immediately preceding the day on which the 
taxpayer attained the age of 21 years for proceeds of disposition 
equal to the fair market value of the property on that day and the 
person or taxpayer making the election shall be deemed to have re- 
acquired that property immediately thereafter at a cost equal to 
those proceeds. 


Definitions [s. 81]: “Act” — Interpretation Act 35(1); “amount” — 248(1); “arm’s 


length” — 251(1); “business” — 248(1); “Canada” — 255; “capital property” — 54, 
248(1); “common-law partner’ — 248(1); “corporation” — 248(1), Interpretation Act 
35(1); “designated educational institution” — 118.6(1); “employees profit sharing 


plan” — 144(1), 248(1); “employed” — 248(1); “employer” — 81(4)(a), 248(1); “em- 


ployment” — 248(1); “foreign retirement arrangement’ — 248(1); “Her Majesty” — 
Interpretation Act 35(1); “His Majesty’ — Interpretation Act 35(1)“Her Majesty”; “in- 
dividual”, “international traffic” — 248(1); “legislative assembly”, “legislature” — In- 


terpretation Act 35(1)‘‘legislative assembly”; “Minister”, “non-resident”, “office”? — 


248(1); “Parliament” — Interpretation Act 35(1); “person”, “prescribed”, “pro- 
perty” — 248(1); “province” — Interpretation Act 35(1); “regulation” — 248(1); “re- 
lated” — 251(2); “resident in Canada” — 94(3)(a)(viii), 250; “share” — 248(1); “sub- 


stituted” — 248(S); 
“taxpayer” — 248(1); 
35(1). 


“taxable capital gain’ — 38(a), 248(1); 
“trust” — 104(1), 248(1), (3); 


“taxation year” — 249; 
“writing” — Interpretation Act 


Subdivision h — Corporations Resident in 
Canada and Their Shareholders 


82. (1) Taxable dividends received — In computing the in- 
come of a taxpayer for a taxation year, there shall be included the 
total of the following amounts: 


(a) the amount, if any, by which 


(1) the total of all amounts, other than eligible dividends and 
amounts described in paragraph (c), (d) or (e), received by 
the taxpayer in the taxation year from corporations resident 
in Canada as, on account of, in lieu of payment of or in satis- 
faction of, taxable dividends, 


Income Tax Act, Part I, Division B 


exceeds 


(ii) if the taxpayer is an individual, the total of all amounts 
paid by the taxpayer in the taxation year that are deemed by 
subsection 260(5) to have been received by another person as 
taxable dividends (other than eligible dividends); 


(a.1) the amount, if any, by which 


(i) the total of all amounts, other than amounts included in 
computing the income of the taxpayer because of paragraph 
(c), (d) or (e), received by the taxpayer in the taxation year 
from corporations resident in Canada as, on account of, in 
lieu of payment of or in satisfaction of, eligible dividends, 


exceeds 


(ii) if the taxpayer is an individual, the total of all amounts 
paid by the taxpayer in the taxation year that are deemed by 
subsection 260(5) to have been received by another person as 
eligible dividends; 
(b) if the taxpayer is an individual, other than a trust that is a 
registered charity, the total of 


(i) 25% of the amount determined under paragraph (a) in re- 
spect of the taxpayer for the taxation year, and 


(ii) the product of the amount determined under paragraph 
(a.1) in respect of the taxpayer for the taxation year multi- 
plied by 

(A) for the 2009 taxation year, 45%, 

(B) for the 2010 taxation year, 44%, 

(C) for the 2011 taxation year, 41%, and 

(D) for taxation years after 2011, 38%; 


(c) all taxable dividends received by the taxpayer in the taxation 
year, from corporations resident in Canada, under dividend 
rental arrangements of the taxpayer; 


(d) all taxable dividends (other than taxable dividends described 
in paragraph (c)) received by the taxpayer in the taxation year 
from corporations resident in Canada that are not taxable Cana- 
dian corporations; and 


(e) if the taxpayer is a trust, all amounts each of which is all or 
part of a taxable dividend (other than a taxable dividend de- 
scribed in paragraph (c) or (d)) that was received by the trust in 
the taxation year on a share of the capital stock of a taxable Ca- 
nadian corporation and that can reasonably be considered to 
have been included in computing the income of a beneficiary 
under the trust who was non-resident at the end of the taxation 
year. 


Proposed Amendment — 82(1) 


a) Taxable dividends received — In eanwatiaa the income 
of a taxpayer for a taxation year, there shall be included the total 
of the following amounts: 


(a) the amount, if any, by which 


(i) the total of all amounts, other than eligible dividedas 
and amounts described in paragraph (c), (d) or (e), received 
by the taxpayer in the taxation year from corporations resi- 
dent in Canada as, on account of, in lieu of payment of or | 
in satisfaction of, taxable dividends, 


exceeds 


(ii) 1f the taxpayer is an individual, the total of all amounts’ 
each of which is, or is deemed by paragraph 260(12)(b) to 
~ have been, paid by the taxpayer in the taxation year and 
deemed by subsection 260(5.1) to have been received by 
another person as a taxable dividend (other than an eligible 
dividend); 


(a.1) the amount, if any, by which 


(i) the total of all amounts, other than amounts incliidegti in 
computing the income of the taxpayer because of paragraph 
(c), (d) or (e), received by the taxpayer in the taxation year 
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(e) if the taxpayer is a trust, all amounts each of which is all or 
_ part of a taxable dividend (other than a taxable dividend ¢ de- 
scribed in paragraph (c) or (d)) that was received by the trust in 
the taxation year on a share of the capital stock of a taxable — 
~ Canadian corporation and that can reasonably be considered to 
have been included in computing the income of a beneficiary 
under ng trust t who was cet ceed eS end of a bed ee 
bUveare Ui 


Application: The oe 16, 2010 draft legislation (Part | — Cie ne, 400), 
will amend subsec. (82(1) to ead as aboye, applicable to amounts received, Or padi 
after 2005. | 7 . 


Technical Notes (July 3610) Substation 82(1) oe for the | 
puting the income of a taxpayer from dividends received from corporations resident 
in Canada. The subsection is amended to reflect changes to the securities lending 
arrangement rules. These amendments are made, firstly, to subsection 82(1) as it read 
prior to the Budget Implementation Act, 2006 No.2, $.C. 2007, ¢. 2, s. 44(1). They 
are. ane made to subsection 82(1) as it has read since it was amended by that Act. 0 


In particular, ‘former clause RGB, ‘as it eal Senet before i 


vidual’s dividend income, the dividend | “compensation “payment 
individual. — i : oa 


Due to the amendments made to the securities lending arrangement 1 rule n section 
260, former clause 82( 1(a)Gi(B) is amended in two ways. First, it is amended to 
apply. ‘in respect of an individual’s specified proportion of a dividend compensation 
payment made by a partnership of which the individual is a member. Secondly, since 
new subsection 260(5.1) now sets out the treatment of dividend compensation pay- — 
ments, the clause is amended to replace the reference to oe 606)" win a 
reference to stb spotans 2 tae 


Whether this il tae applies in aaa ofa parlioulss scouritics aide: arrange 
ment depends on when the arrangement is made and, in the case of an arrangement 
made after November 2, 1998 and before December 21, 2002, whether the parties to 
the arrangement have elected to have the amended definition of “dividend rental ar- 
rangement” in Sheenes eps wine = following table shows these alternative 
results. / 
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ons Resident in Canada 


S. 82(1) 


o ‘Aner: ; 
oe December 20, - 
‘| 2002 


Election not 
available. 
_| Amendment 
| applies 


Election not 
| available. 
Amendment / 


for eligible avons wil apply for t taxation years after 2005. and. before 2010. 


Related Provisions: 12(1)(j)— Inclusion ‘into income from business or property; 
52(3) — Cost of stock dividend; 82(1.1)=- Application of 82(1)(a)(i);-82(2) — Divi- 
dends included in income by attribution rules; 82(3) — Dividends received by spouse; 
84 — Deemed dividends; 86.1 — Election to avoid income inclusion when shares re- 
ceived on foreign spin-off; 89(1)“eligible dividend”, “excessive eligible dividend des- 
ignation”’ — Eligible dividends; 89(14) — Designation of eligible dividend; 90 — Div- 
idends received from non-resident corporation; 104(19) — Taxable dividend received 
by trust; 112(3)(b)(i) — Reduction in loss on subsequent disposition of share by corpo- 
rate shareholder; 112(4)-(4.3) — Loss on share held as inventory; 120.4(1)“split in- 
come’’(a)(i) — Dividends received by children subject to income splitting tax; 121 — 
Dividend tax credit; 127.52(1)(f) — Exclusion of gross-up for minimum tax purposes; 
137(4.2) — Credit unions — deemed interest deemed not to be a dividend; 139:1(4)(f), 
(g) Deemed dividend on demutualization of insurance corporation, 139.2 — 
Deemed dividend on distribution by mutual holding corporation; 146.2(7) — No tax on 
dividend income received within TFSA; 187.2, 187.3 — Tax on corporation receiving 
dividend on taxable preferred shares or taxable RFI shares; 191.1 — Tax on corpora- 
tion paying dividend on taxable preferred shares; Canada-U.S. Tax Treaty:Art. X — 
Taxation of dividends; Canada-U.S. Tax Treaty:Art. XXIX:5(d) — No income inclu- 
sion from share of U.S. “S” corporation. 


History: Subpara. 82(1)(b)(ii) amended by 2008, c. 28, s. 8, applicable to 2009 et seq. 
It formerly read: 


(ii) 45% of the amount determined under paragraph (a.1) in respect of the tax- 
payer for the taxation year; 


Subsec..82(1) amended by 2007, c. 2, subsec. 44(1); applicable to amounts received or 
paid after 2005. It formerly read (subject to further retroactive amendments below): 


(1) In computing the income of a taxpayer fora taxation year, there shall be 
included 


(a) the total of 


(i) ali amounts each of which is a taxable dividend received by the tax- 
payer in the year as part of a dividend rental arrangement of the taxpayer 
froma corporation resident in Canada or a taxable dividend received by 
the taxpayer in the year from a corporation resident in Canada that is not 
a taxable Canadian corporation, 


(i.1) where the taxpayer is a trust, all amounts each of which is all or. 
part of a taxable dividend (other than.a taxable dividend described: in 
subparagraph (i)) that was received by the trust in the year on a share of 
the capital stock of a taxable Canadian corporation and that can reasona- 
bly be considered as having been included in computing the income of a 
beneficiary under the trust who was non-resident at the end of the year, 
and 
(ii) the amount, if any, by which 
(A) the total of all amounts received by the taxpayer in the year 
from corporations resident in Canada as, on account of, in lieu of 
payment of or in satisfaction of, taxable dividends, other than an 
amount included in computing the income of the taxpayer because 
of subparagraph (i):or (i.1) 
exceeds 


(B) where the taxpayer is an individual, the total of all amounts paid 
by the taxpayer in the year that are deemed by subsection 260(5) to 
have been received by another person as taxable dividends, 


S. 82(1)(B) 


Proposed Amendment — former cl. 82(1)(a)(ii)(B) 


(B) where the taxpayer is an individual, the total of all amounts 
each of which is, or is deemed by paragraph 260(12)(b) to have 
been, an amount paid by the taxpayer in the year and deemed by 
subsection 260(5.1) to have sins AL by another person as ae 
taxable dividend, 


Application: The July 16, 2010 draft ied edon| (Part Seana heer * 
40(1), will amend former cl. 82(1)(a)(ii)(B) to-read as above, applicable 


(a) to amounts paid in respect of arrangements made after 2001 [and before 
2005], except that, in its application to amounts paid in respect of an arrange- 
ment made before December 21, 2002, cl. (B) is to be read without reference 
to the expression “or is deemed by paragraph 260(12)(b) to have been” unless _ 
an election referred to in para. 148(27)(b) of the draft legislation [see Proposed — 
Amendment to 248(1)“dividend rental arrangement” — — ed. | has been made in 
respect of the arrangement; and 

(b) to amounts paid in respect of arrangements sade lies Radeaaes 2, 1998 


and before 2002, if the parties to the arrangement have made the election re- 
ferred to in para. para. 148(27)(b) cf the draft legislation [see Proposed 


Amendment to 248(1)“dividend rental arrangement” — ed.], except that in its 


application to those arrangements made before 2002, the reference to “subsec- 
tion 260(5.1)” in el. (B)i is to be read as a reference to “subsection 260(5)”- 


Technical Notes (July 2010): See under proposed amendment to subsec. 82(1). a 


plus 
(b) where the taxpayer is an individual, other than a trust that is a registered 
charity, '/s of the amount determined under subparagraph (a)(ii) in respect of 
the taxpayer for the year. 
Subpara. 82(1)(a)(i.1) added and cl. 82(1)(a)(ii)(A) amended by 1998, c. 19, subsecs. 
114(1) and (2), applicable to taxation years that end after April 26, 1995. Cl. 
82(1)(a)(i1)(A) formerly read: 


(A) the total of all amounts received by the taxpayer in the year from corpora- 
tions resident in Canada as, on account or in lieu of payment of, or in satisfaction 
of, taxable dividends, other than an amount included in computing the income of 
the taxpayer by reason of subparagraph (i), 


Selected Cases [subsec. 82(1)]: Doswell v. R., [2003] 4 C.T.C. 2209 (TCC) 
(Grossed-up dividend amount used for Old Age Security clawback); Mulligan v. R., 
[1999] 3 C.T.C. 2092 (TCC) (Corporate informality can be disregarded). 


Regulations: 201(1)(a) (information return). 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-379R: Employees profit sharing plans — allocations to beneficiaries; IT- 
432R2: Benefits conferred on shareholders; IT-524: Trusts — flow-through of taxable 
dividends to a beneficiary — after 1987. 


1.T. Technical News: 11 (U.S. spin-offs (divestitures) — dividends in kind). 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income; 
T3 SCH 8: Investment income, carrying charges. and gross-up amount of dividends 
retained by trust. 


(1.1) Limitations as to subpara. (1)(a)(i) — An amount shall 
be included in the amounts described in subparagraph (1)(a)(i) in 
respect of a taxable dividend received at any time as part of a divi- 
dend rental arrangement only where that dividend was received on a 
share acquired before that time and after April, 1989. 


Origin of subsec. 82(1.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
application rule for subsec. 82(1) in 1990, c. 39, subsec. 18(2)). 


(2) Certain dividends [deemed] received by taxpayer — 
Where by reason of subsection 56(4) or (4.1) or sections 74.1 to 75 
of this Act or section 74 of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, there is included in computing a 
taxpayer’s income for a taxation year a dividend received by an- 
other person, for the purposes of this Act, the dividend shall be 
deemed to have been received by the taxpayer. 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-440R2: Transfer of rights to income. 


(3) Dividends received by spouse or common-law part- 
ner — Where the amount that would, but for this subsection, be 
deductible under subsection 118(1) by reason of paragraph 
118(1)(a) in computing a taxpayer’s tax payable under this Part for 
a taxation year that is less than the amount that would be so deduct- 
ible if no amount were required by subsection (1) to be included in 
computing the income for the year of the taxpayer’s spouse or com- 
mon-law partner and the taxpayer so elects in the taxpayer’s return 
of income for the year under this Part, all amounts described in par- 
agraph (1)(a) or (a.1) received in the year from taxable Canadian 
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corporations by the taxpayer’s spouse or common-law partner are 
deemed to have been so received by that taxpayer and not by the 
spouse or common-law partner. 


Related Provisions: 60.03 — Pension income splitting with spouse; 220(3.2), Reg. 
600(b) — Late filing or revocation of election. 


History: Subsec. 82(3) amended by 2007, c. 2, subsec. 44(2), applicable to amounts 
received or paid after 2005. It formerly read: 


(3) Where the amount that would, but for this subsection, be deductible under 
subsection 118(1) by reason of paragraph 118(1)(a) in computing a taxpayer’s 
tax payable under this Part for a taxation year is less than the amount that would 
be so deductible if no amount were required by subsection :82 (1) to be included 
in computing the income for the year of the taxpayer’s spouse or common-law 
partner and the taxpayer so elects in the taxpayer’s return of income for the year 
under this Part, all amounts described in paragraph (1)(a) received in the year 
from taxable Canadian corporations by the taxpayer’s spouse or common-law 
partner shall be deemed to have been so received by the taxpayer and not by the 
spouse or common-law partner. 


Subsec. 82(3) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
common-law partner’, applicable to 2001 ef seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner”. 


Selected Cases [subsec. 82(3)]: Gillis v. R., [1977] C.T.C. 343 (FCTD) (All of 
spouse’s income to be included if any is included). 


Interpretation Bulletins [subsec. 82(3)]: IT-295R4: Taxable dividends received 
after 1987 by a spouse; IT-513R: Personal tax credits. 


Definitions [s. 82]: “amount” — 248(1); “Canada” — 255; “Canadian corpora- 
tion” — 89(1), 248(1); “common-law partner’ — 248(1); “corporation” — 248(1), In- 
terpretation Act 35(1); ; “eligible 
dividend” — 89(1), 248(1); “individual” — 248(1); “non-resident” — 248(1); “per- 
son” — 248(1); “received” — 248(7); “registered charity” — 248(1); “resident in Can- 
ada” — 250; “series of transactions” — 248(10); “share” — 248(1); “tax payable” — 
248(2); “taxable Canadian corporation”, “taxable dividend” — 89(1), 248(1); “taxation 
year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 


83. (1) Qualifying dividends — Where a qualifying dividend has 
been paid by a public corporation to shareholders of a series of tax- 
deferred preferred shares of a class of the capital stock of the corpo- 
ration that were outstanding on March 31, 1977, the following rules 
apply: 
(a) no part of the qualifying dividend shall be included in com- 
puting the income of any shareholder of the corporation by vir- 
tue of this subdivision; and 


(b) in computing the adjusted cost base to any shareholder of the 
corporation of any tax-deferred preferred share of the corpora- 
tion owned by the shareholder, there shall be deducted in respect 
of the qualifying dividend an amount as provided by subpara- 
graph 53(2)(a)(i). 
Related Provisions: 83(3) — Late filed elections; 83(6) — “Qualifying dividend” 
defined; 89(3) — Simultaneous dividends; 184 — Tax on excessive elections. 
Regulations: 2107 (tax-deferred preferred series). 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-379R: Employees profit sharing plans — allocations to beneficiaries; IT- 
465R: Non-resident beneficiaries of trusts. 


(2) Capital dividend [not taxable] — Where at any particular 
time after 1971 a dividend becomes payable by a private corpora- 
tion to shareholders of any class of shares of its capital stock and 
the corporation so elects in respect of the full amount of the divi- 
dend, in prescribed manner and prescribed form and at or before the 
particular time or the first day on which any part of the dividend 
was paid if that day is earlier than the particular time, the following 
rules apply: 


(a) the dividend shall be deemed to be a capital dividend to the 
extent of the corporation’s capital dividend account immediately 
before the particular time; and 


(b) no part of the dividend shall be included in computing the 
income of any shareholder of the corporation. 


Related Provisions: 14(1.01), (1.02) — Election where proceeds of disposition ex- 
ceed eligible capital expenditure; 83(2.1)— Capital dividend on certain shares disal- 
lowed; 83(3) — Late filed elections; 87(2)(z.1) — Amalgamations — capital dividend 
account; 88(2)(b) — Winding-up of a Canadian corporation; 89(1) — Capital dividend 
account; 89(1)“taxable dividend’(a) — Taxable dividend excludes capital dividend; 
89(3) — Simultaneous dividends; 104(20) — Flow-through of capital dividend through 
trust; 108(3)(a) — “Income” of a trust; 112(3)(a), 112(3)(b)(ii) — Reduction in loss on 
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disposition of share on) which capital dividend paid; 112(3.1)(a), 112(3.1)(b)Gi) — Re- 
duction in loss of partner on disposition of share by partnership; 112(3.2)(b) — Reduce- 
tion in loss on disposition of share by trust; 112(5.2)B(b)(iv) — Adjustment for divi- 
dends received on mark-to-market property; 184, 185 — Tax on excessive elections; 
212(1)(c)(ii) — Tax on payments to non-residents — estate or trust income derived 
from capital dividend; 212(2)(b) —Tax-on capital dividend paid to non-resident; 
220(3.2), Reg. 600(b) — Late filing or revocation. of election, 248(1)* capital divi- 
dend” — Definition applies to entire Act. 


Regulations: 2101 (prescribed manner, prescribed form). 


Interpretation Bulletins: IT-66R6: Capital dividends; IT-67R3: "Taxable dividends 
from, corporations resident in Canada; IT-146R4: Shares entitling: shareholders to 
choose taxable, or capital dividends; IT-149R4: Winding-up dividend; IT-430R3: Life 
insurance proceeds received by a private corporation or a partnership as a consequence 
of death. , : 

Information Circulars: 07- 1; Taxpayer relief provisions. 

1.T. Technical News: 9 (life insurance policy used as security for indebredhess). 
CRA Audit Manual: 28.6.2: Late filed capital. dividends election. 

Advance Tax Rulings: ATR-54: Reduction of paid-up capital. 


Forms: T2054: Election for a capital dividend under subsec. 83(2). 


(2.1) Idem [anti-avoidance] — Notwithstanding subsection (2), 
where a dividend that, but for this subsection, would be a capital 
dividend is paid on a share of the capital stock of a corporation and 
the share (or another share for which the share was substituted) was 
acquired by its holder in a transaction or as part of a series of trans- 
actions one of the main purposes of which was to receive the 
dividend, 


(a) the dividend shall, for the purposes of this Act ee than for 
the purposes of Part II] and computing the capital dividend ac- 
count of the corporation), be deemed to be received by the 
shareholder and paid by the corporation as a taxable dividend 
and not’as a capital dividend; and 


(b) paragraph (2)(b). does. not apply in respect of the dividend. 


Related Provisions: 83(2.2)-(2.4) — Exceptions; 87(2)(z.1) — Amalgamations — 
capital dividend account; 112(3)(a)(i), 112(3)(b)Gi), 112@.1)(a), 112G.1)(b) Gi), 
112(3.2)(b) — Taxable dividend under.83(2.1) excluded from stop-loss rule on disposi- 
fen) of share; 248(1)° ‘life insurance see) dividend” — Definition, applies to entire 


interpivetetion Bulletins: IT- 66R6: Capital dividends. 
Advance Tax Rulings: ATR-54: Reduction of paid-up capital. 


History [subsec. 83(2.1)]: Subsec. 83(2.1) added by 1988, c. 55, s. 55, applicable 
with respect to dividends paid after 4 p.m. EDST, September 25, 1987. 


(2.2) Where subsec. (2.1) does not apply — Subsection (2.1) 
does not apply in respect of a particular dividend, in respect of 
which an election is made under subsection (2), paid on a share of 
the capital stock of a particular corporation to an individual where it 
is reasonable to consider that all or substantially all of the capital 
dividend account of'the particular corporation! immediately before 
the particular dividend became payable consisted of amounts other 
than any amount 


(a) added to that capital dividend account under paragraph (b) of 
the definition “capital dividend account” in subsection 89(1) in 
respect of a dividend received on.a,share of the capital stock of 
another corporation, which share (or,another share for which, the 
share was substituted) was acquired by the particular corporation 
in a transaction or as part of a series of transactions one of the 
main purposes of which was that the particular corporation re- 
ceive the dividend, but not in respect of a dividend where it is 
reasonable to consider that the purpose of paying the dividend 
was to distribute an amount that was received by the other cor- 
poration and included in computing the other corporation’s capi- 
tal dividend account o reason’ of paragraph  (d) of. that 
definition; 


(b) added to that capital dividend account under paragraph 
87(2)(z. 1) as a result of an amalgamation or winding-up or a se- 
ries of transactions including the amalgamation or winding-up 
that would not have been so added had the: amalgamation or 
winding-up occurred or the’ series of transactions been com- 
menced after 4:00:p.m. Eastern Daylight Saving Time, Septem- 
ber 25, 1987; 


S. 83(3) 


(c) added to that capital dividend account at'a time when the 
_ particular ‘corporation was ‘controlled, directly or indirectly, in 
any manner whatever, by one or more non-resident persons; ‘or 


(d) in respect of a capital gain from a disposition of a property 
by the particular corporation or another corporation that may 
reasonably be considered as having accrued while the property 
(or another property for which it was substituted) was a property 
of a corporation that was controlled, directly or indirectly, in any 
manner whatever, by one or more non-resident persons: 


Related Provisions: 248(5) —‘Substituted’ property; 248(10) —= Series of transac- 
tions; 256(5.1), (6:2) Controlled: directly or indirectly. 


Interpretation Bulletins: IT-66R6: Capital. dividends. 
I.T. Technical News: 25 (Silicon: Graphics case — dispersed control is not control). 


(2.3) Idem — Subsection (2.1) does not apply in respect of a divi- 
dend, in respect of which an election is made under subsection (2), 
paid on a share of the capital stock of a corporation where it is rea- 
sonable to consider that the purpose of paying the dividend was to 
distribute an amount that was received by the corporation and in- 
cluded in computing its capital dividend account by reason of para- 
graph (d) of the definition “capital dividend account” in subsection 
89(1). 

Interpretation Bulletins: IT-66R6: Capital dividends. 


(2.4) Idem — Subsection (2.1) does not apply in respect of a par- 
ticular dividend, in respect of which an election is made under sub- 
section (2), paid on a share of the capital stock of a particular corpo- 
ration to’a corporation (in this subsection referred to’as the “related 
corporation”’) related (otherwise than by reason of a right referred to 
in paragraph 251(5)(b)) to the particular corporation where it is rea- 
sonable to consider that all or. substantially all of the capital divi- 
dend account of the particular corporation immediately before. the 
particular dividend became payable consisted of amounts other than 
any amount 


(a) added to that capital dividend account,under paragraph (b) of 
the definition “capital dividend account” in subsection 89(1) in 
respect of a dividend received. on a share of the capital stock of 
another corporation if it is reasonable to, consider, that any por- 
tion of the capital dividend account of that other corporation im- 
mediately before that dividend became payable consisted of 
amounts added to that account under paragraph 87(2)(z.1) or 
paragraph (b) of that definition as a result of a transaction or a 
series of transactions that would not have been so added had the 
transaction occurred or the ‘series’ of transactions been com- 
menced after 4:00 p.m. Eastern Daylight Saving Time, Septem- 
ber 25, 1987; 


(b) that represented the capital dividend account of a corporation 
before it became. related to the related corporation; 


(c) added to the capital dividend account of the particular corpo- 
ration at a time when that corporation was controlled, directly or 
indirectly, in any manner whatever, by one or more non-resident 
persons; 

(d) in respect of a capital gain froma disposition of a property 
by the particular corporation: or another, corporation that may 
reasonably be considered as having accrued while the property 
(or another property for which it was substituted) was a property 
of a corporation that was controlled, directly or indirectly, in any 
manner. whatever, by one or more non-resident persons; or 

(e) in respect of a capital gain from a disposition of a property 
(or another property for which it was substituted) that may rea- 
sonably be considered as having) accrued while the property or 
the other property was a property of a person that was not re- 
lated to the related corporation. 


Related Provisions: 248(5) — Substituted, property; 248(10), — Series of transac- 
tions; 256(5.1), (6.2) — Controlled directly or indirectly. 


Interpretation Bulletins: IT-66R6: Capital dividends. 
.T. Technical News: 25 (Silicon Graphics case — dispersed control is not control). 


(3)-Late filed elections — Where at ‘any particular time after 
1974 a dividend has become payable by a corporation to sharehold- 
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ers of any class of shares of its capital stock, and subsection (1) or 
(2) would have applied to the dividend except that the election re- 
ferred to therein was not made on or before the day on or before 
which the election was required by that subsection to be made, the 
election shall be deemed to have been made at the particular time or 
on the first day on which any part of the dividend was paid, which- 
ever is the earlier, if 


(a) the election is made in prescribed manner and prescribed 
form; 

(b) an estimate of the penalty in respect of that election is paid 
by the corporation when that election is made; and 


(c) the directors or other person or persons legally entitled to 
administer the affairs of the corporation have, before the time 
the election is made, authorized the election to be made. 
Related Provisions: 83(3.1) — Request for late filed election; 83(4) — Penalty for 
late filed election; 83(5) — Unpaid balance of penalty. 
Regulations: 2101(e) (prescribed manner, prescribed form). 
CRA Audit Manual: 28.6.2: Late filed capital dividends election. 
Forms: T2054: Election for a capital dividend under subsec. 83(2). 


(3.1) Request for election — The Minister may at any time, by 
written request served personally or by registered mail, request that 
an election referred to in subsection (3) be made by a taxpayer, and 
where the taxpayer on whom such a request is served does not com- 
ply therewith within 90 days of service thereof on the taxpayer, sub- 
section (3) does not apply to such an election made by the taxpayer. 
Related Provisions: 244(5), (6) — Proof of service; 248(7)— Mail deemed re- 
ceived on day mailed. 

CRA Audit Manual: 28.6.2: Late filed capital dividends election. 


(4) Penalty for late filed election — For the purposes of this 
section, the penalty in respect of an election referred to in paragraph 
(3)(a) is an amount equal to the lesser of 


(a) 1% per annum of the amount of the dividend referred to in 
the election for each month or part of a month during the period 
commencing with the time that the dividend became payable, or 
the first day on which any part of the dividend was paid if that 
day is earlier, and ending with the day on which that election 
was made, and 


(b) the product obtained when $500 is multiplied by the propor- 
tion that the number of months or parts of months during the 
period referred to in paragraph (a) bears to 12. 

Related Provisions: 83(5) — Unpaid balance of penalty. 

CRA Audit Manual: 28.6.2: Late filed capital dividends election. 


(5) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine each election referred to in paragraph (3)(a), 
assess the penalty payable and send a notice of assessment to the 
corporation and the corporation shall pay, forthwith to the Receiver 
General, the amount, if any, by which the penalty so assessed ex- 
ceeds the total of all amounts previously paid on account of that 
penalty. 


(6) Definition of “qualifying dividend” — For the purposes of 
subsection (1), “qualifying dividend” means a dividend on shares of 
a series of a class of the capital stock of a public corporation that is 
prescribed to be a tax-deferred preferred series that became payable 
by the corporation after 1978 and not later than 


(a) where the terms as at March 31, 1977 of the shares of that 
series entitled the holder of any such share to exchange it after a 
particular date for a share or shares of another series or class of 
preferred shares of the capital stock of the corporation, that par- 
ticular date, 


(b) where the terms as at March 31, 1977 of the shares of that 
series required the corporation to offer to purchase at a time not 
later than a particular date all of the shares of that series from all 
of the holders of those shares, that particular date, and 


(c) in any other case, October 1, 1991, 


whichever is applicable in respect of that series of shares, except 
that a dividend on shares of such a series that would otherwise be a 
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qualifying dividend shall be deemed not to be a qualifying dividend 
if 
(d) at the time that the dividend became payable, the terms of 
the shares of that series differ from the terms as at March 31, 
1977 of the shares of that series, or 


(e) after March 31, 1977 the corporation issued additional shares 
of that series. 


(7) Amalgamation where there are tax-deferred preferred 
shares — For the purposes of this section, where, after March 31, 
1977, there has been an amalgamation within the meaning of sec- 
tion 87 and one or more of the predecessor corporations had a series 
of shares outstanding on March 31, 1977 that was prescribed to be a 
tax-deferred preferred series, the following rules apply: 


(a) the series of shares of the capital stock of the predecessor 
corporation that was prescribed to be a tax-deferred preferred se- 
ries shall be deemed to have been continued in existence in the 
form of the new shares; and 


(b) the new corporation shall be deemed to be the same corpora- 
tion as, and a continuation of, each such predecessor 
corporation. 


Regulations: 2107 (tax-deferred preferred series). 


Selected Cases [s. 83]: Faraggi v. R., [2009] 3 C.T.C. 77 (FCA); aff’ g [2008] 1 
C.T.C. 2425 (TCC) (Scheme to create CDA held to be shams). 


Definitions [s. 83]: “adjusted cost base” — 54, 248(1); “amount”, “assessment” — 
248(1); “Canadian corporation” — 89(1), 248(1); “capital dividend” — 83(2), 248(1); 
“capital dividend account” — 89(1); “capital gain” — 39(1)(a), 248(1); “class”, “class 
of shares” — 248(6); “controlled directly or indirectly” — 256(5.1), (6.2); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “dividend”, “individual”, “Minister”, “non- 
resident” — 248(1); “payable” — 84(7), 89(3); “person”, “preferred share’, “pre- 
scribed” — 248(1); “private corporation” — 89(1), 248(1); “property” — 248(1); 
“qualifying dividend” — 83(6); “received” — 248(7); “series of transactions” — 
248(10); “share”, “shareholder” — 248(1); “substituted” — 248(5); “taxable divi- 
dend” 


84. (1) Deemed dividend — Where a corporation resident in 
Canada has at any time after 1971 increased the paid-up capital in 
respect of the shares of any particular class of its capital stock, oth- 
erwise than by 


(a) payment of a stock dividend, 
(b) a transaction by which 


(i) the value of its assets less its liabilities has been increased, 
or 


(ii) its liabilities less the value of its assets have been 
decreased, 


by an amount not less than the amount of the increase in the 
paid-up capital in respect of the shares of the particular class, 


(c) a transaction by which the paid-up capital in respect of the 
shares of all other classes of its capital stock has been reduced 
by an amount not less than the amount of the increase in the 
paid-up capital.in respect of the shares of the particular class, 


(c.1) where the corporation is an insurance corporation, any ac- 
tion by which it converts contributed surplus related to its insur- 
ance business into paid-up capital in respect of the shares of its 
capital stock, 


(c.2) where the corporation is a bank, any action by which it 
converts any of its contributed surplus that arose on the issuance 
of shares of its capital stock into paid-up capital in respect of 
shares of its capital stock, or 


(c.3) where the corporation is neither an insurance corporation 
nor a bank, any action by which it converts into paid-up capital 
in respect of a class of shares of its capital stock any of its con- 
tributed surplus that arose after March 31, 1977 


(i) on the issuance of shares of that class or shares of another 
class for which the shares of that class were substituted 
(other than an issuance to which section 51, 66.3, 84.1, 85, 
85.1, 86 or 87, subsection 192(4.1) or 194(4.1) or section 
212.1 applied), 
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(ii) on the acquisition of property by the corporation from a 
person who at the time of the acquisition held any of the is- 
sued shares of that class or shares of another class for which 
shares of that class were substituted for no consideration or 
for consideration that did not include shares of the capital 
stock of the corporation, or 


(iii) as a result of any action by which the paid-up capital in 
respect of that class of shares or in respect of shares of an- 
other class for which shares of that class were substituted 
was reduced by the corporation, to the extent of the reduction 
in paid-up capital that resulted from the action, 


the corporation shall be deemed to have paid at that time a dividend 
on the issued shares of the particular class equal to the amount, if 
any, by which the amount of the increase in the paid-up capital ex- 
ceeds the total of 


(d) the amount, if any, of the increase referred to in subpara- 
graph (b)(i) or the decrease referred to in subparagraph (b)(ii), as 
the case may be, 


(e) the amount, if any, of the reduction referred to in paragraph 
(c), and 


(f) the amount, if any, of the increase in the paid-up capital that 
resulted from a conversion referred to in paragraph (c.1), (c.2) or 
(c.3), 


and a dividend shall be deemed to have been received at that time 
by each person who held any of the issued shares of the particular 
class immediately after that time equal to that proportion of the div- 
idend so deemed to have been paid by the corporation that the num- 
ber of the shares of the particular class held by the person immedi- 
ately after that time is of the number of the issued shares of that 
class outstanding immediately after that time. 


Related Provisions: 15(1) — Benefit conferred on shareholder — income inclusion; 
53(1)(b) — Addition to ACB; 82(1) — Income inclusion of dividend deemed received; 
84(8) -— Application; 84(10) — Reduction of contributed surplus; 84(11) — Computa- 
tion of contributed surplus; 85(2.1) — Reduction in paid-up capital to prevent deemed 
dividend on s. 85 rollover; 86(2.1) — Adjustment to paid-up capital on internal reor- 
ganization; 87(2)(y) — Amalgamations — contributed surplus; 89(3) — Simultaneous 
dividends; 131(4) — S. 84 does not apply to mutual fund corporation; 131(11)(c) — 
Rules re prescribed labour-sponsored venture capital corporations; 138(11.9) — Com- 
putation of contributed surplus. 


History: Para. 84(1)(c.3) substituted by 1994, c. 21, subsec. 35(1), applicable to ac- 
tions occurring after July 13, 1990, except that for such actions occurring before De- 
cember 21, 1992, subpara. (c.3)(i1i) shall be readias follows: 


(iii) on the reduction by the corporation of the paid-up capital in respect of that 
class of shares or in respect of shares of another class for which shares of that 
class were substituted, 


Para. (c.3) formerly read: 


(c.3) where the corporation is neither an insurance corporation nor a bank, any 
action by which it converts into paid-up capital in respect of a class of shares of 
its capital stock any of its contributed surplus that arose after March 31, 1977 


(i) on the issuance of shares of that class or shares of another class for which 
the shares of that class were substituted (other than an issuance to which 
section 51, 66.3, 84.1, 85, 85.1, 86 or 87, subsection 192(4.1) or 194(4.1) or 
section 212.1 applied), 


(ii) on the acquisition of property by the corporation from a person who at 
the time of the acquisition held any of the issued shares of that class or 
shares of another class for which shares of that class were substituted for no 
consideration or for consideration that did not include shares of the capital 
stock of the corporation, or 


(iii) on the reduction by the corporation of the paid-up capital in respect of 
that class of shares or in respect of shares of another class for which shares 
of that class were substituted, 


Para. 84(1)(c.3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 62(1), applica- 
ble to actions occurring after July 13, 1990. Para. (c.3) formerly read: 


(c.3) where the corporation is a corporation other than an insurance corporation 
or a bank, any action by which it converts any of its contributed surplus that 
arose on the issuance, after March 31, 1977, of shares of a class of its capital | 
stock (other than an issuance to which section 51, 66.3, 84.1, 85, 85.1, 86 or 87, 
subsection 192(4.1) or 194(4.1) or section 212.1 applied) into paid-up capital in 
respect of shares of that class of its capital stock, 


Para. 84(1)(f) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 62(2), applicable after 
1985. 


S. 84(3)(a) 


Selected Cases [subsec. 84(1)]: Aylward v. R., [1997] 2 C.T.C. 2748 (TCC) 
(Section 7, when applicable, overrides subsec. 84(1)). 

Regulations: 201(1)(a) (information return), 

Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-243R4: Dividend refund to private corporations; IT-291R3: Transfer of 
property to a corporation under subsection 85(1); IT-432R2: Benefits conferred on 
shareholders; IT-463R2: Paid-up capital. 

Information Circulars: 76-19R3: Transfer of property to a corporation under s. 85, 
Advance Tax Rulings: ATR-33: Exchange of shares. 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income. 


(2) Distribution on winding-up, etc. — Where funds or pro- 
perty of a corporation resident in Canada have at any time after 
March 31; 1977 been distributed or otherwise appropriated in any 
manner whatever to or for the benefit of the shareholders of any 
class of shares in its capital stock, on the winding-up, discontinu- 
ance or reorganization of its business, the corporation shall be 
deemed to have paid at that time a dividend on the shares of that 
class equal to the amount, if any, by which, 


(a) the amount or value of the funds or property distributed or 
appropriated, as the case may be, 


exceeds 


(b) the amount, if any, by which the paid-up capital in respect of 
the shares of that class is reduced on the distribution or appropri- 
ation, as the case may be, 


and a dividend shall be deemed to have been received at that time 
by each person who held any of the issued shares at that time equal 
to that proportion of the amount of the excess that the number of the 
shares of that class held by the person immediately before that time 
is of the number of the issued shares of that class outstanding im- 
mediately before that time. 

Related Provisions: 15(1) — Benefit conferred on shareholder; 54“‘proceeds of dis- 
position’’(j) — exclusion of deemed dividend; 55(1)— “Permitted redemption” for 
butterfly purposes; 69(5) — Unreasonable consideration; 84(5) — Amount distributed 
or paid. where a share; 84(6), (8)— Application rules; 88(1)— Winding-up; 
88(2)(b) — Winding up of a Canadian corporation; 89(3) — Simultaneous dividends; 
131(4) —S. 84 does not apply to mutual fund corporation; 135.1(7), (8) — Rules for 
agricultural co-op’s tax deferred cooperative shares; 137(4.2) — No application to 
credit union. 


Selected Cases [subsec. 84(2)]: Tremblay v. R., [2010] 6 C.T.C. 262 (FCA); aff’ g 
[2009] 4 C.T.C. 2127 (TCC) (Provision applied; 84(2) inapplicable because. property 
received was never property of the corporation); (Provision does not apply in share- 
for-share exchange); James v. R., [2000] 3 C.T.C. 2035 (TCC) (No deemed dividend 
where corporation had ceased to exist); Felray Inc. v. R., [1998] 2 C.T.C. 4 (FCTD) 
(Discontinuance of business implies element of finality or complete cessation, not 
merely diminution); RMM Canadian Enterprises Inc. y. R., [4997] 3 C.T.C. 2103 
(TCC) (Language of provision very broad and covers variety of ways corporate funds 
can end up in shareholders’ hands); Maccala y. Canada, [1995] 1 C.T.C. 2215 (TCC) 
(Mere reception of property upon dissolution of company does not constitute appropri- 
ation of capital unless there is something more); David v. R., [1975] C.T.C. 197 
(FCTD) (Proceeds from disposition of shares deemed partial appropriation of undistrib- 
uted income); Craddock v. MNR, [1969] C.T.C. 566 (SCC) (Proceeds from disposition 
of shares deemed partial appropriation of undistributed income); Smythe et al. v. MNR, 
[1969] C.T.C. 558 (SCC) (Proceeds from disposition of shares deemed partial appro- 
priation of undistributed income). 

Regulations: 201(1)(a) (information return). 

Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-126R2: Meaning of “winding-up”; IT-149R4: Winding-up dividend; IT- 
243R4: Dividend refund to private corporations; IT-409: Winding-up of a non-profit 
organization (archived); IT-444R: Corporations — involuntary dissolutions; IT-488R2: 
Winding-up of 90%-owned taxable Canadian corporations (archived). 


(3) Redemption, etc. — Where at any time after December 31, 
1977 a corporation resident in Canada has redeemed, acquired or 
cancelled in any manner whatever (otherwise than by way of a 
transaction described in subsection: (2)) any of the shares of any 
class of its capital stock, 


(a) the corporation shall be deemed to have paid at that time a 
dividend on a separate class of shares comprising the shares so 
redeemed, acquired or cancelled equal to the amount, if any, by 
which the amount paid by the corporation on the redemption, 
acquisition or cancellation, as the case may be, of those shares 
exceeds the paid-up capital in respect of those shares immedi- 
ately before that time; and 
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(b) a dividend shall be deemed to have been received at that time 
by each person who held any of the shares of that separate class 
at that time equal to that portion of the amount of the excess 
determined under paragraph (a) that the number of those shares 
held by the person immediately before that time is of the total 
number of shares of that separate class that the corporation has 
redeemed, acquired or cancelled, at that time. 


Related Provisions: 8(12) — Return of employee shares by trustee; 40(3.6) — Stop- 
loss rule on disposition of share of corporation to the corporation; 54“proceeds of dis- 
position”(j) — exclusion of deemed dividend; 55(1) — “Permitted redemption” for 
butterfly purposes; 55(2) — Deemed proceeds or capital gain on capital gains strip; 
84(5) — Amount distributed or paid where a share; 84(6), (8) — Application rules; 
84(9) —Shares disposed of on redemption; 89(3)— Simultaneous dividends; 
128.1(3) — Addition to PUC of corporation that previously became resident in Canada; 
131(4) — S. 84 does not apply to mutual fund corporation; 135.1(7), (8) — Rules for 
agricultural co-op’s tax deferred cooperative shares; 137(4.1) — Deemed interest on 
certain reductions of capital by credit union; 137(4.2) No application to credit 
union; 191.1(1) — Application of Part VI.1 tax to corporation. 


Selected Cases: 943963 Ontario Inc. v. R., [1999] 4 C.T.C. 2119 (TCC) (Part IV tax 
applicable to all dividends and deemed dividends, including those from “safe income’’); 
MacMillan Bloedel Ltd. v. R., [1999] 3 C.T.C. 652 (FCA); aff g [1997] 3 C.T.C. 3012 
(TCC) (Foreign exchange difference between issue prices and redemption price of pre- 
ferred shares not a deemed dividend). 


Regulations: 201(1)(a) (information return). 


Interpretation Bulletins: IT-146R4: Shares entitling shareholders to choose taxable 
or capital dividends; IT-243R4: Dividend refund to private corporations; IT-291R3: 
Transfer of property to a corporation under subsection 85(1); IT-450R: Share for share 
exchange; IT-489R: Non-arm’s length sale of shares to a corporation. 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm corpo- 
ration; ATR-35: Partitioning of assets to get specific ownership — “butterfly”; ATR- 
54: Reduction of paid-up capital; ATR-57: Transfer of property for estate planning pur- 
poses; ATR-58: Divisive reorganization. 


(4) Reduction of paid-up capital — Where at any time after 
March 31, 1977 a corporation resident in Canada has reduced the 
paid-up capital in respect of any class of shares of its capital stock 
otherwise than by way of a redemption, acquisition or cancellation 
of any shares of that class or a transaction described in subsection 
(2) or (4.1), 


(a) the corporation shall be deemed to have paid at that time a 
dividend on shares of that class equal to the amount, if any, by 
which the amount paid by it on the reduction of the paid-up cap- 
ital, exceeds the amount by which the paid-up capital in respect 
of that class of shares of the corporation has been so reduced; 
and 


(b) a dividend shall be deemed to have been received at that time 
by each person who held any of the issued shares at that time 
equal to that proportion of the amount of the excess referred to 
in paragraph (a) that the number of the shares of that class held 
by the person immediately before that time is of the number of 
the issued shares of that class outstanding immediately before 
that time. 


Related Provisions: 53(2)(a)(ii) — Reduction in ACB; 84(5) — Amount distributed 
or paid where a share; 84(8)— Application; 89(3) — Simultaneous. dividends; 
128.1(3) — Addition to PUC of corporation that previously became resident in Canada; 
131(4) — S. 84 does not apply to mutual fund corporation; 137(4.1) — Deemed inter- 
est on certain reductions of capital by credit union; 137(4.2) — No application to credit 
union. 


Regulations: 201(1)(a) (information return). 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-243R4: Dividend refund to private corporations; IT-450R: Share for share 
exchange. 


(4.1) Deemed dividend on reduction of paid-up capital — 
Where at any time after April 10, 1978, a public corporation has 
reduced the paid-up capital in respect of any class of shares of its 
capital stock otherwise than by way of a redemption, acquisition or 
cancellation of any shares of that class or a transaction described in 
subsection (2) or section 86, any amount paid by it on the reduction 
of the paid-up capital shall be deemed to have been paid by the 
corporation and received by the person to whom it was paid, as a 
dividend. 
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yy! Proposed Amendment — 84(4.1) 


(4.1) Deemed dividend on reduction of paid-up capital — 
Any amount paid by a public corporation on the reduction of the 
paid-up capital in respect of any class of shares of its. capital 
stock, otherwise than by way of a redemption, acquisition or can- 
cellation of any shares of that class or by way of a transaction 
described in subsection (2) or section 86, is deemed to have been 
paid by the corporation and received by the person to’ whom it was 
paid, as a dividend, unless 


(a) the amount may reasonably be considered to be derived 
from proceeds of disposition realized by the public corpora- 
tion, or by a person or partnership in which the public corpora- 
tion had a direct or indirect interest at the time that the pro- 

ceeds were realized, from a transaction that occurred © 


(i) outside the ordinary course of the business of the corpo- 
- ration, or of the person or partnership that realized ate Bip: 
ceeds, and 


(ii) within the period that commenced 24 months before the 
payment; and ; 


(b) no amount that may reasonably be considered to be derived 
from those proceeds was paid by the public corporation on a 
previous reduction of the paid-up capital in respect of any ss 
of shares of its capital stock. 


Application: The July 16, 2010 draft legislation (Part 1—~ technical), s. 41, will 
amend subsec. 84(4.1) to read as above, applicable to amounts paid after 1996, ex- 
cept that in respect of those amounts paid before February 27, 2004, the subsec. is to 
be read as follows: 


(4.1) Any amount paid by a public corporation on rae iain of the paid-up 
capital in respect of any class of shares of its capital stock, otherwise than by 
way of a redemption, acquisition or cancellation of any shares of that class or 
by way of a transaction described in subsection (2) or in section 86, is deemed © 
to have been paid by the corporation and received by the person to whom it _ 
was paid, as a dividend, unless the amount may reasonably be considered to be 
derived from proceeds of disposition realized by the public corporation, or by 
a person or partnership in which the public corporation had a direct or indirect 
interest at the time that the proceeds were realized, from a transaction that 
_ occurred outside the ordinary course of the business of the public corporation, 
or of the person or partnership that realized the proceeds. : 


Technical Notes (July 2010): Subsection 84(4.1) treats a payment ona redaction 
of paid-up capital by a public corporation as a dividend, except where the payment is 
made by way of a redemption, acquisition or cancellation of a share or in the course 
of a transaction described i in subsection 84(2) or section 86. 


Subsection 84(4.1) is amended to introduce a new exception. Generally, this excep- 
tion will apply where the amount paid on a reduction of paid-up capital may reasona- 
bly be considered to be a distribution of proceeds of disposition realized from a trans- 
action that did not occur in the ordinary course of the corporation’s business and 
those proceeds were derived from a transaction that occurred no more than 24 
months before the return of the paid-up capital. ; 


In the case of a transaction that funds the payment, generally relief from ‘the deemed 
dividend rule in subsection 84(4.1) will apply if the paid-up capital distribution can 
be traced to proceeds of disposition realized in connection with a transaction that 
may reasonably be considered to be derived from a transaction that occurs outside of 
the ordinary course of the corporation’s business. For example, a paid-up capital dis- 
tribution paid out of proceeds realized on the sale of a business unit of a corporation, 
where the proceeds were not required for reinvestment, would generally not be con- 
sidered to be a distribution from amounts realized in the ordinary course of the cor- 
poration’s business. In general terms, this aspect of the amendment to subsection 
84(4.1) is intended to ensure that only a return of corporate capital, as opposed to a 
distribution of earnings, is subject to the new exception to subsection 84(4.1). 


In order to ensure that the proceeds from an extraordinary transaction are not used to 
fund a stream of regular or periodic distributions, only one return of paid-up capital 
will be permitted in respect of any particular extraordinary transaction and that retum 
must occur within 24 months of the proceeds being realized. However, this one-time 
return rule and 24-month limitation will not apply to distributions of paid-up capital 
made after 1996 and before February 27, 2004. 


Letter from Dept. of Finance, July 2, 1998: 

Dear [xxx]: 

This is in reply to your letter of June 30, 1998 to Dévins Roach of the Department 
regarding the application of subsection 84(4.1) of the Income Tax Act to your client. 


As you know, we are prepared to recommend to the Minister of Finance that subsec- 
tion 84(4.1) of the Income Tax Act be amended. The amendment would provide that 
subsection 84(4.1) apply only in respect of a reduction in the paid-up capital of a— 
class of shares to the extent that a previous increase in the paid-up capital of that 
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as resulted i ina dividend i in ict of which: he taxpayer elected to: a the dive : 
ef Pr i 


rato 
bo that s en 
Yours le a a ] 
Len Farber, Dir 
Letter from Dept. of F 
ea ioe 


Based on our understanding of the facts aeeetioca i in your letter, on has been — 
refocusing: its” — mony in an effort to Ee profi itabili To this end, 


of these dispositions, [xxx] has capital i in excess ‘of i its future pedis 
ese ial bows; may want oy penbeeies stated: Lens of its comn 


an’ aioneeeut ‘would be’ included in the next technical bill. 
Yours sincerely, wes : 


~ Brian Emewein, Director General, ax Legislatio Divi 
Letter from Dept. of Finan e, March 21, 2001 
Dear [xxx]: “4 — 


This is in oe to your firm’ § letters of March 8 and 14, 2001.10, and telephone _ 
conversations with, Davine Roach and Kerry Harnish of this Di ision regarding the 
application of the deemed dividend aes in subsections 842) 
come Tax AG to ‘your client, Exxxt7 : 


Based on our “understanding ‘of the facts described i in “yo Weer bl our conversa- 
tions, box] i isa taxable. Canadi 1 corporation listed on the bi get Stock Exchange — 


(herein vtenied | é! ‘as “historic nee apis 


In [xxx] reorganized its business and. sold off subsidiaries, which a vera 
of [xxx] (of whi 
four business requi 


shareholders (or fapeesiiinatisly Teed | in fold 


You request a comfort letter to the effect that sibeccuaa. 84(4. 1) of the ‘Act will not 

apply to the special distribution to {xxx] shareholders. Where, on the reorganization _ 
of the business of a corporation, subsection 84(2) of the Act applies to a distribution 
of funds or property to shareholders with Tespect to a class of common. 
dividend is deemed to have been paid by the corporation to the exte 
of the distribution exceeds any paid-up capital reduction with respect t of 
shares. While [xxx] did reorganize its business in [xxx], we understand that the Can- — 
ada sonia ~ Revenue Auge? has indicated) to ve that’ ae not sedi the view that = 


bart dod. the. distribution would. ae ‘be made * 
business. 


respect to certain reductions of lhe aoe up capital of a class of shares of a. corpora- 
tion. Based on our understanding of the facts associated with [xxx] proposed. special — 
distribution, we do not regard that subsection 84(4.1) of the | ‘Act should apply to - 
deem a dividend in the case of the historic paid-up capital portion of the special 
distribution with respect ‘to the Class A common shares. Consequently, we are pre- 
pared to recommend to the Minister of Finance that this paid-up capital reduction be 
excluded from the application of subsection 84(4. 1) of the Act. If the recommenda- | 
tion is acted upon, I would sane that ‘such an amendment wore be included in a 
future technical bill. 


op tiah Bitiewein, Dnieso2 Tax Lesitiction! Division, Tax “Pottey Branch’ 


Related Provisions: 53(2)(a) — Reduction. in ACB; 84(4) — Reduction of paid-up 
capital; 89(3) — Simultaneous dividends; 128.1(3) — Addition to PUC of corporation 
that previously became resident in Canada; 131(4) —S. 84 does not apply to mutual 
fund corporation. 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
450R: Share for share exchange. 


(4.2) Deemed dividend on term preferred share — Where, at 
any time after November 16, 1978, the paid-up capital in respect of 
a term preferred share owned by a shareholder that is 


(a) a specified financial institution,, or 


(b) a partnership or trust of which a specified financial institu- 
tion or a person related to. such an institution was a member or a 
beneficiary, 


was reduced otherwise than by way of a redemption, acquisition or 
cancellation of the share or of a transaction described in subsection 
(2) or (4.1), the amount received by the shareholder on the reduc- 
tion of the paid-up capital in respect of the share shall be deemed to 
be a dividend received by the shareholder at that time unless the 
share was not acquired in the ordinary course of the business car- 
ried on by the shareholder. 


Related Provisions: 89(3)— Simultaneous dividends; 131(4) — S. 84' does not 


| apply to mutual fund corporation; 248(13) — Interests in trusts or partnerships. 


(4.3) Deemed dividend on guaranteed share — Where at any 
time after 1987 the paid-up capital in respect of a share of the capi- 
tal’ stock of a particular corporation owned 


(a) by a shareholder that is another corporation to which subsec- 
tion 112(2.2) or (2.4) would, if the particular corporation were a 
taxable Canadian corporation, apply to deny the deduction under 
subsection 112(1) or (2) or 138(6) of a dividend received on the 
share, or 


(b) by a partnership or trust of which such thal corporation is a 
member or beneficiary, as the case may be, 


was reduced otherwise than by way of a redemption, acquisition or 
cancellation of the share or of a transaction described.in subsection 
(2) or (4.1), the amount received by the shareholder onthe reduc- 
tion of the paid-up capital in respect of the share shall be deemed to 
be a dividend received by the shareholder at that time. 


Related Provisions: 89(3) — Simultaneous dividends; 131(4)—S. 84 doesnot 
apply to mutual fund corporation; 248(13) — Interests in trusts or partnerships. 


S (5) Amount distributed or paid where a share — Where 


(a) the amount of property distributed by a corporation or other- 
wise appropriated to. or for the benefit of its shareholders as de- 
scribed in paragraph (2)(a), or 
(b) the amount paid by a corporation as described in paragraph 
(3)(a) or (4)(a), 
includes a share of the capital stock of the corporation, for the pur- 
poses of subsections (2) to (4) the following rules apply: 


(c) in computing the amount referred to in paragraph (a) at any 
time, the share shall be valued at an amount equal to its paid-up 
capital at that time, and 


(d) in computing the, amount referred to in paragraph (b) at, any 
time, the share shall be valued at an amount equal to the amount 
by which the paid-up capital in respect of the class of shares to 
which it belongs has increased by virtue of its)1ssue: 
Related Provisions: ae 86(2. Tarcas fama of paid-up ce after share 
exchange. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation: under 
subsection 85(1). 


(6) Where subsec. (2) or (3) does not apply — Subsection (2) 
or (3), as the case may be, is not applicable 


(a) in respect of any transaction or event, to the extent that sub- 
section (1) is applicable in respect of that’ transaction Or event; 
and 
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(b) in respect of any purchase by a corporation of any of its 
shares in the open market, if the corporation acquired those 
shares in the manner in which shares would normally be pur- 
chased by any member of the public in the open market. 


(7) When dividend payable — A dividend that is deemed by 
this subsection or section 84.1, 128.1 or 212.1 to have been paid at 
a particular time is deemed, for the purposes of this subdivision and 
sections 131 and 133, to have become payable at that time. 


Proposed Amendment — 84(7) _ 


Application: The November 5, 2010 draft legislation (mise. technical), s. 15, will 
amend subsec. 84(7) to substitute “‘this section” for “this subsection’, applicable to div- 
idends deemed to have been paid after February 23, 1998. - 

Technical Notes: Subsection 84(7) provides that a dividend deemed under sections 
84, 128.1 or 212.1 to have been paid at a particular time as a dividend is also regarded, 
for the purposes of Subdivision h of Division B in Part I and sections 131 and 133, to 
have become payable at that time. Subsection 84(7) is amended to replace the reference 
to subsection 84(7) with a reference to section 84. ‘ 


Letter from Dept. of Finance, April 8, 2003: 
Dear [xxx]: : 


Thank you for your letter of January 27, 2003 to Kerry Harnish of this Division re- 
questing that the phrase “deemed by this subsection” in subsection 84(7) of the Income 
Tax Act be replaced by the phrase “deemed by this section”. 


In particular, prior to an amendment in 1998, subsection 84(7) of the Act referred to 
certain dividends. The 1998 amendment added a reference to section 128.1 and re- 
placed the words “deemed by this section” with the words “deemed by this subsec- 
tion”. You note that the change to refer to “this subsection” appears to have been inad- 
vertent and ask that the matter be corrected by an amendment. Among other things, you 
note that the explanatory note accompanying the amendment refers to dividends 
deemed to have been paid under section 84 rather than under subsection 84(7), which 
does not deem any dividend to have been paid. / 


We agree that the reference to “this subsection” in subsection 84(7) of the Act should 
be a reference to “this section”. Consequently, we are prepared to recommend that sub- 
section 84(7) be amended to correct this deficiency and that the amendment apply after 
February 23, 1998, which is the application date of the 1998 amendment. We would 
anticipate including the recommended change in a future technical bill of amendments. 


Thank you for bringing your concerns to my attention. 
Yours sincerely, 


[Gerard Lalonde for] Brian Ernewein, Director, Tax Legislation Division, Tax Pol- 
icy Branch | 


Related Provisions: 15(1) — Appropriation of property to a shareholder. 


History: Subsec. 84(7) amended by 1999, c. 22, s. 23, applicable after February 23, 
1998. It formerly read: 


(7) A dividend that is deemed by this section or section 84.1 or 212.1 to have 
been paid at a particular time shall be deemed, for the purposes of this subdivi- 
sion and sections 131 and 133, to have become payable at that time. 


Subsec. 84(7) substituted by 1994, c. 7, Sch. II (1991, c.:49), subsec. 62(3), applicable 
with respect to dividends paid after 1988. Subsec. (7) formerly read: 


(7) A dividend that is deemed by this section or by section 212.1 to have been 
paid at a particular time shall be deemed, for the purposes of this subdivision, to 
have become payable at that time. 


(8) Where subsec. (3) does not apply — Subsection (3) does 
not apply to deem a dividend to have been received by a share- 
holder of a public corporation where the shareholder is an indivi- 
dual resident in Canada who deals at arm’s length with the corpora- 
tion and the shares redeemed, acquired or cancelled are prescribed 
shares of the capital stock of the corporation. 


Regulations: 6206 (prescribed shares — Class I shares of Reed Stenhouse). 


(9) Shares disposed of on redemptions, etc. — For greater 
certainty it is declared that where a shareholder of a corporation has 
disposed of a share of the capital stock of the corporation as a result 
of the redemption, acquisition or cancellation of the share by the 
corporation, the shareholder shall, for the purposes of this Act, be 
deemed to have disposed of the share to the corporation. 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
444R: Corporations — involuntary dissolutions; IT-484R2: Business investment losses. 


(10) Reduction of contributed surplus — For the purpose of 
paragraph (1)(c.3), there shall be deducted in determining at any 
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time a corporation’s contributed surplus that arose after March 31, 
1977 in any manner described in that paragraph the lesser of 


(a) the amount, if any, by which the amount of a dividend paid 
by the corporation at or before that time and after March 31, 
1977 and when it was a public corporation exceeded its retained 
earnings immediately before the payment of the dividend, and 


(b) the amount of its contributed surplus immediately before the 
payment of the dividend referred to in paragraph (a) that arose 
after March 31, 1977. 


Related Provisions: 84(11)— Computation of contributed surplus; 87(2)(y) — 
Amalgamations — contributed surplus. 


History: Subsec. 84(10) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 62(4), 
applicable to the determination after July 13, 1990 of the contributed surplus of a 
corporation. 


Interpretation Bulletins: IT-463R2: Paid-up capital. 


(11) Computation of contributed surplus — For the purpose 
of subparagraph (1)(c.3)(ii), where the property acquired by the cor- 
poration (in this subsection referred to as the “acquiring corpora- 
tion’) consists of shares (in this subsection referred to as the “sub- 
ject shares”) of any class of the capital stock of another corporation 
resident in Canada (in this subsection referred to as the “subject 
corporation”) and, immediately after the acquisition of the subject 
shares, the subject corporation would be connected (within the 
meaning that would be assigned by subsection 186(4) if the refer- 
ences in that subsection to “payer corporation” and “particular cor- 
poration” were read as “subject corporation” and “acquiring corpo- 
ration”, respectively) with the acquiring corporation, the 
contributed surplus of the acquiring corporation that arose on the 
acquisition of the subject shares shall be deemed to be the lesser of 


(a) the amount added to the contributed surplus of the acquiring 
corporation on the acquisition of the subject shares, and 


(b) the amount, if any, by which the paid-up capital in respect of 
the subject shares at the time of the acquisition exceeded the fair 
market value of any consideration given by the acquiring corpo- 
ration for the subject shares, 


Related Provisions: 84(10) — Reduction of contributed surplus; 186(7) — Interpre- 
tation of “connected”. 


History: Subsec. 84(11) added by 1994, c. 21, subsec. 35(2), applicable to actions 
occurring after December 20, 1992. 


Interpretation Bulletins: IT-463R2: Paid-up capital. 


Definitions [s. 84]: “amount” — 248(1); “arm’s length” — 251(1); “bank”, “busi- 
ness” — 248(1); “Canada” — 255; “class”, “class of shares” —248(6); “con- 
nected” — 186(4), (7); “contributed surplus” — 84(10), (11); “corporation” — 248(1), 
Interpretation. Act 35(1); “dividend” — 248(1); “insurance corporation” — 248(1); 
“month” — Interpretation Act 28, 35(1); “non-resident” — 248(1); “paid-up capi- 
tal” — 89(1), 248(1); “payable” — 84(7), 89(3); “person”, “prescribed” — 248(1); 
“private corporation”, “public corporation” — 89(1), 248(1); “property” — 248(1); 
“received” — 248(7); “resident in Canada” — 94(3)(a)(viii), 250; “share”, “share- 
holder”, “specified financial institution” — 248(1); “subject corporation” — 84(11); 
“substituted” — 248(5); “taxable Canadian corporation” — 89(1), 248(1); “taxable in- 
come” — 2(2), 248(1); “term preferred share” — 248(1); “trust” — 104(1), 248(1), (3). 


84.1 (1) Non-arm’s length sale of shares — Where after May 
22, 1985 a taxpayer resident in Canada (other than a corporation) 
disposes of shares that are capital property of the taxpayer (in this 
section referred to as the “subject shares”) of any class of the capital 
stock of a corporation resident in Canada (in this section referred to 
as the “subject corporation’) to another corporation (in this section 
referred to as the “purchaser corporation”) with which the taxpayer 
does not deal at arm’s length and, immediately after the disposition, 
the subject corporation would be connected (within the meaning as- 
signed by subsection 186(4) if the references therein to “payer cor- 
poration” and to “particular corporation” were read as “subject cor- 
poration” and “purchaser corporation” respectively) with the 
purchaser corporation, 


(a) where shares (in this section referred to as the “new shares’) 
of the purchaser corporation have been issued as consideration 
for the subject shares, in computing the paid-up capital, at any 
particular time after the issue of the new shares, in respect of 
any particular class of shares of the capital stock of the pur- 
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chaser corporation, there shall be deducted an amount deter- 
mined by the formula 


(@ 
ci REET 


where 


A is the increase, if any, determined without reference to this 
section as it applies to the acquisition of the subject shares, in 
the paid-up capital in respect of all shares of the capital stock 
of the purchaser corporation as a result of the issue of the 
new shares, 


B is the amount, if any, by which the greater of 
(i) the paid-up capital, immediately. before the disposition, 
in, respect of the subject shares, and 
(ii) subject to. paragraphs (2)(a) and (a.1), the adjusted 
cost base to the taxpayer, immediately before the disposi- 
tion, of the subject shares, 


exceeds the fair market value, immediately after the disposi- 
tion, of any consideration (other than the new shares) re- 
ceived by the taxpayer from the purchaser corporation for the 
subject shares, and 


C is the increase, if any, determined without reference to this 
section as it applies to the acquisition of the subject shares, in 
the paid-up capital in respect of the particular class of shares 
as a result of the issue of the new shares; and 


(b) for the purposes of this Act, a dividend shall be deemed to be 
paid to the taxpayer by the purchaser corporation and received 
by the taxpayer from the purchaser corporation at the time of the 
disposition in an amount determined by the formula 


(A + D)-(E+F) 
where 


A is the increase, if any, determined without reference. to this 
section as it applies to the acquisition of the subject shares, in 
the paid-up capital in respect of all shares of the capital stock 
of the purchaser corporation as a result of the issue of the 
new shares, 


D is the fair market value, immediately after the disposition, of 
any consideration (other than the new shares) received by the 
taxpayer from the purchaser corporation, for the subject 
shares, . 


E is the greater of 3 
(i) the paid-up capital, immediately before the disposition, 
in respect of the subject shares, and 
(ii) subject to paragraphs (2)(a) and (a.1), the adjusted 
cost base to.the taxpayer, immediately before the disposi- 
tion, of the subject shares, and 


F is the total of all amounts each of which is an amount re- 
quired to be deducted by the purchaser corporation under 
paragraph (a) in computing the paid-up capital in respect. of 
any class of shares of its capital stock by virtue of the acqui- 
sition of the subject shares. 

Related Provisions: 53(2)(a)(iii), 53(2)(p) — Reductions in adjusted cost. base; 
54“proceeds of disposition’(k) — Exclusion of deemed dividend: from. proceeds; 
84(7) — When dividend payable; 84.1(2)—Non-arm’s length sale of shares; 
85(2.1) — Alternative reduction in paid-up capital of new shares; 89(1) — Definitions; 
186(7) — Interpretation of “connected”; 212.1— Similar rule for non-residents; 
257 — Formula amounts cannot calculate to less than zero. 


History: That portion of para. 84.1(1)(b) preceding the formula amended by 1994, c. 
7, Sch. II (1991, c. 49), subsec. 63(1), to add “and received by the taxpayer from the 
purchaser corporation”, applicable to dispositions occurring after May 22, 1985. 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-489R: Non-arm’s length sale of shares to a corporation. 


Information Circulars: 88-2 Supplement, paras. 4, 9: General anti-avoidance rule — 
section 245 of the Income Tax Act. 


Advance Tax Rulings: ATR-27: Exchange and acquisition of interests in capital 
properties through rollovers and winding-up (“butterfly”); ATR-32: Rollover of fixed 
assets from Opco into Holdco; ATR-35: Partitioning of assets to get specific owner- 
ship — “butterfly”; ATR-36: Estate freeze; ATR-42: Transfer of shares; ATR-S5: 
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Amalgamation followed by. sale of shares; ATR-57: Transfer of property for estate 
planning purposes. 


(2) Idem — For the purposes of this section, 


(a) where a share disposed of by a taxpayer was acquired by a 
taxpayer before 1972, the adjusted cost base to the taxpayer of 
the share at any time shall be deemed to be the total of 


(i) the amount that would be its adjusted cost base to the tax- 
payer if the Income Tax Application Rules were read without 
reference to subsections 26(3) and (7) of that Act, and 


(ii) the total of all amounts each’ of which is an amount re- 
ceived by the taxpayer after 1971 and before that time as a 
dividend on the share and in respect of which the corporation 
that paid the dividend has made an election under subsection 
83(1); 


(a.1) where a share disposed of by a taxpayer was acquired by 
the taxpayer after.1971. from a person, with whom the taxpayer 
was not dealing at arm’s length, was a share substituted for such 
a share or was.a share substituted for a share owned by the tax- 
payer at the end of 1971, the adjusted cost base to the taxpayer 
of the share at any time shall be deemed to be the amount, if 
any, by which its adjusted cost base to the taxpayer, otherwise 
determined, exceeds the total of 


(i) where the share or a share for which the share was substi- 
tuted was owned at the end of 1971 by the taxpayer or a per- 
son with whom the taxpayer did not deal at arm’s length, the 
amount in respect of that share equal to the amount, if any, 
by which 
(A) the fair market value of the share or the share for 
which it was substituted, as the case may be, on valuation 
day (within the meaning assigned by section 24 of the In- 
come Tax Application Rules) 


exceeds the total of 


(B) the actual cost (within the meaning assigned by sub- 
section 26(13) of that Act) of the share or the share for 
which it was substituted, as the case may be, on January 
1, 1972, to the taxpayer or the person with whom the tax- 
payer did not deal at arm’s length, ‘and 


(C) the total of all amounts each of which is an amount 
received by the taxpayer or the person with whom the tax- 
payer did not deal at arm’s length after 1971 and before 
that time as a dividend on the share or the share for which 
it was substituted and in respect of which the corporation 
that paid the dividend has made an election under subsec- 
tion 83(1), and 


(ii) the total of all amounts each of which is an amount deter- 
mined after 1984 under subparagraph 40(1)(a)(i) in respect of 
a previous disposition of the share or a share for which the 
share was substituted (or such lesser amount as is established 
by the taxpayer to be the amount in respect of which a deduc- 
tion under section 110.6 was claimed) by the taxpayer or an 
individual with whom the taxpayer did not deal at arm’s 
length; / 
(a.2) [Repealed] 


(b) in respect of any disposition described in subsection (1) by a 
taxpayer.of shares of the capital stock of a subject corporation to 
a purchaser corporation, the taxpayer shall, for greater certainty, 
be deemed not to deal at arm’s length with the purchaser corpo- 
ration if the taxpayer 


(i) was, immediately before the disposition, one of a group of 
fewer than 6 persons that controlled the subject corporation, 
and 

(ii) was, immediately after the disposition, one of a group of 
fewer than 6 persons that controlled the purchaser corpora- 
tion, each member. of which was a member of the group re- 
ferred to in subparagraph (i); and 


(c) [Repealed] 
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(d) a trust and a beneficiary of the trust or a person related to a 
beneficiary of the trust shall be deemed not to deal with each 
other at arm’s length. 
(e) [Repealed] 
Related Provisions: 84.1(2.01) — Rules for 84.1(2)(a.1); 84.1(2.1) — Where capi- 
tal gains reserve claimed; 84.1(2.2) — Rules for 84.1(2)(b); 256(6), (6.1) — Meaning 
of “controlled”. 
History: Paras. 84.1(2)(a.2), (c) and (e) repealed by 1998, c. 19, subsecs. 115(1) to (3), 
the repeal of para. (a.2) applicable to 1994 et seg. and the repeal of paras. (c) and (e) in 
force on June 18, 1998. The paras. formerly read: 
(a.2) for the purposes of paragraph (a.1), where a corporation (in this paragraph 
referred to as the “issuing corporation’) issues previously unissued shares of a 
class of its capital stock (in this paragraph referred to as the “new shares’) to a 
taxpayer, the taxpayer and the issuing corporation shall be deemed not to have 
been dealing with each other at arm’s length at the time the new shares were 
acquired by the taxpayer; 


(c) for the purposes of determining whether or not a taxpayer referred to in para- 
graph (b) was a member of a group of fewer than 6 persons that controlled a 
corporation at any time, any shares of the capital stock of that corporation owned 
at that time by 


(i) the taxpayer’s child (within the meaning assigned by subsection 70(10)), 
who is under 18 years of age, or the taxpayer’s spouse, 


(ii) a trust of which the taxpayer, a person described in subparagraph (i) or a 
corporation described in subparagraph (iii), is a beneficiary, or 


(iii) a corporation controlled by the taxpayer, by a person described in sub- 
paragraph (i), by a trust described in subparagraph (ii) or by any combina- 
tion thereof 


shall be deemed to be owned at that time by the taxpayer and not by the person 
who actually owned the shares at that time; 


(e) for the purpose of paragraph (b), 
(i) a group of persons in respect of a corporation means any 2 or more per- 
sons each of whom owns shares of the capital stock of the corporation, 


(ii) a corporation that is controlled by one or more members of a particular 
group of persons in respect of that corporation shall be considered to be con- 
trolled by that group of persons, and 


(iii) a corporation may be controlled by a person or a particular group of 
persons notwithstanding that the corporation is also controlled or deemed to 
be controlled by another person or group of persons. 


Para. 84.1(2)(e) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 34, applicable to dispo- 
sitions occurring after December 20, 1991. 
Subparas. 84.1(2)(c)(i) to (iii) substituted, para. (d) added, by 1994, c. 7, Sch. II (1991, 
c. 49), subsecs. 63(2), (3), applicable to dispositions occurring after July 13, 1990. Sub- 
paras. (i) to (iii) formerly read: 
(1) the taxpayer’s spouse, 
(ii) an inter vivos trust of which the taxpayer, the spouse, a corporation described 
in subparagraph (iii) or any combination thereof is a beneficiary, or 


(iii) a corporation controlled by the taxpayer, the spouse, a trust described in 
subparagraph (ii) or any combination thereof 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-489R: Non-arm’s length sale of shares to a corporation. 


Advance Tax Rulings: ATR-42: Transfer of shares; ATR-55: Amalgamation fol- 
lowed by sale of shares. 


(2.01) Rules for para. 84.1(2)(a.1) — For the purpose of para- 
graph (2)(a.1), 
(a) where at any time a corporation issues a share of its capital 
stock to a taxpayer, the taxpayer and the corporation are deemed 
not to be dealing with each other at arm’s length at that time; 


(b) where a taxpayer is deemed by paragraph 110.6(19)(a) to 
have reacquired a share, the taxpayer is deemed to have acquired 
the share at the beginning of February 23, 1994 from a person 
with whom the taxpayer was not dealing at arm’s length; and 


(c) where a share owned by a particular person, or a share sub- 
stituted for that share, has by one or more transactions or events 
between persons not dealing at arm’s length become vested in 
another person, the particular person and the other person are 
deemed at all times not to be dealing at arm’s length with each 
other whether or not the particular person and the other person 
coexisted. 
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History: Subsec. 84.1(2.01) added by 1998, c. 19, subsec. 115(4), applicable to 1994 
et seq., except that para. 84.1(2.01)(c) is applicable in respect of the determination of 
the adjusted cost base of a share after June 20, 1996. 


(2.1) Idem — For the purposes of subparagraph (2)(a.1)(ii), where 
the taxpayer or an individual with whom the taxpayer did not deal 
at arm’s length (in this subsection referred to as the “transferor’’) 
disposes of a share in a taxation year and claims an amount under 
subparagraph 40(1)(a)(ii) in computing the gain for the year from 
the disposition, the amount in respect of which a deduction under 
section 110.6 was claimed in respect of the transferor’s gain from 
the disposition shall be deemed to be equal to the lesser of 


(a) the total of 


(i) the amount claimed under subparagraph 40(1)(a)(iii) by 
the transferor for the year in respect of the disposition, and 


(ii) twice the amount deducted under section 110.6 in com- 
puting the taxable income of the transferor for the year in 
respect of the taxable capital gain from the disposition, and 


(b) twice the maximum amount that could have been deducted 
under section 110.6 in computing the taxable income of the 
transferor for the year in respect of the taxable capital gain from 
the disposition if 


(i) no amount had been claimed by the transferor under sub- 
paragraph 40(1)(a)(iii) in computing the gain for the year 
from the disposition, and 


(ii) all amounts deducted under section 110.6 in computing 
the taxable income of the transferor for the year in respect of 
taxable capital gains from dispositions of property to which 
this subsection does not apply were deducted before deter- 
mining the maximum amount that could have been deducted 
under section 110.6 in respect of the taxable capital gain 
from the disposition, 


and, for the purposes of subparagraph (ii), '/2 of the total of all 
amounts determined under this subsection for the year in respect 
of other property disposed of before the disposition of the share 
shall be deemed to have been deducted under section 110.6 in 
computing the taxable income of the transferor for the year in 
respect of the taxable capital gain from the disposition of pro- 
perty to which this subsection does not apply, 


and, for the purposes of this subsection, where more than one share 
to which this subsection applies is disposed of in the year, each 
such share shall be deemed to have been separately disposed of in 
the order designated by the taxpayer in the taxpayer’s return of in- 
come under this Part for the year. 

History: Subsec. 84.1(2.1) amended by 2001, c. 17, s. 61, to replace references to the 
expression ““/; of’ with references to the word “twice” and to replace the reference to 
the fraction “%/s” with a reference to the fraction “2”, applicable to taxation years that 
end after February 27, 2000 except that, for a taxation year of a taxpayer that includes 
February 28, 2000 or October 17, 2000, or began after February 28, 2000 and ended 
before October 17, 2000, the references to the word “twice” shall be read as references 
to the expression “the fraction that is the reciprocal of the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the taxpayer for the year multiplied by” and the 
reference to the fraction “'/2” shall be read as a reference to the fraction in para. 38(a), 
as amended by 2001, c. 17, that applies to the taxpayer for the: year. 


Subsec. 84.1(2.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 62(4), applicable to 
dispositions occurring after July 13, 1990. 


(2.2) Rules for para. 84.1(2)(b) — For the purpose of paragraph 
(2)(b), 


(a) in determining whether or not a taxpayer referred to in that 
paragraph was a member of a group of fewer than 6 persons that 
controlled a corporation at any time, any shares of the capital 
stock of that corporation owned at that time by 


(i) the taxpayer’s child (as defined in subsection 70(10)), 
who is under 18 years of age, or the taxpayer’ S spouse or 
common-law partner, 


(ii) a trust of which the taxpayer, a person described in sub- 
paragraph (i) or a corporation described in subparagraph (iii), 
is a beneficiary, or 
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(iii) a corporation controlled by the taxpayer, by a person de- 
scribed in subparagraph (i) or (ii) or by any combination of 
those persons. or trusts 


are deemed to be owned at that time B By the eaxiayed and not by 
‘the person who actually owned the shares at that time; 


(b) a group of persons in respect of a corporation means any 2 or 
more persons each of whom owns shares of the capital stock of 
the corporation; 


(c) a corporation that is controlled by one or more members of a 
particular group of persons in respect of that corporation is con- 
sidered to be controlled by that group of persons; and 


(d) a corporation may be controlled by a person or a particular 
group of persons even though the corporation is also controlled 
or' deemed to be Sees by another person or group of 
persons. 
Related Provisions: 256(6), (6.1) — Extended meaning of “controlled”. 
History: Subsec. 84.1(2.2) amended by 2000, c.12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Subsec. 84.1(2.2) added by 1998, c: 19, subsec. 115(5), in force on June 18, 1998. 


(3) Addition to paid-up capital — In computing the paid-up 
capital at any time after May 22, 1985 in respect of any class of 
shares of the capital stock of a corporation, there.shall be added an 
amount, equal to the lesser of 


(a) the amount, if any, by which 


(i) the total of all amounts each, of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend on 
shares of the class paid after May 22, £985 and before that 
time by the corporation 


exceeds 


(ii) the total of such dividends ‘that would be determined 
under subparagraph (i) if this Act were read without refer- 
ence to paragraph (1)(a), and 


(b) the total of all amounts required by paragraph (1)(a) to be 
deducted in computing the paid-up capital in respect of that class 
of shares after May 22, 1985 and before that time. 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-489R: Non-arm’s length sale of shares to a corporation. 


Selected Cases: Emory v. 'R., [2010] 4 C.T.C. 2396 (FCC) (Common law principles 
overridden. by provision; taxpayer deemed not to deal at arm’s length’ with 
corporation); Desmarais v. R:, [2006] 3 C.T.C.. 2304 (TCC) (Abusive avoidance of s. 
84.1 by surplus stripping justified use of GAAR); Brouillette v. R., [2005] 4 C.T.C. 
2013 (TCC) (Provision not applicable where taxpayers deal at arm’s length); Olsen v. 
R., [2002] 2 C.T.C. 64 (FCA); rev’g [2000] 3 C.T.C. 2299 (TCC) (Reference to subsec. 
186(4) includes definition in 186(2)); Juliar v. Canada (A. G.), [2001] 4 C.T.C. 45 (Ont 
CA); aff g [2000] 2 C.T.C. 464 (Ont SCJ); leave to appeal to SCC refused (2001), 272 
N.R. 196 (note) (Rectification allowed where obvious that taxpayer would not, have 
proceeded in manner chosen); Hickman v. R., [2000] 4 C.T.C. 2557 (TCC) (Related 
group does not deal at arm’s length; provision applied). 


Definitions [s. 84.1]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); 
“arm’s length” — 84.1(2)(b), (d), 84.1(2.01)(a), (c), 251(1); “child” —70(10), 252(1); 
“class of shares”, — 248(6); “common-law partner” — 248(1); “connected” — 186(4), 
(7);. “control” — 84.1(2,.2)(c), (d); “controlled” — 256(6), (6.1); “corporation” — 
248(1), Interpretation Act 35(1); “dividend” —248(1); “group” — 84.1(2.2)(a), (b); 
“individual” — 248(1); “new shares” — 84.1(1)(a); “paid-up ‘capital’ — 84.1(3), 
89(1), 248(1); “person” — 248(1); “private corporation’? — 89(1), 248(1); “purchaser 
corporation” — 84.1(1); “resident in Canada” — 94(3)(a)(viil), 250; “share” — 248(1); 
“subject corporation”, “subject shares” — 84.1(1); “substituted” — 248(5); “taxable in- 
come” —2(2), 248(1); “taxation year’ — 249; “taxpayer” —248(1); “trust”? — 
104(1), 248(1), (3). 


84.2 (1) Computation of paid-up capital in respect of 
particular class of shares — In computing the paid-up capital 
in respect of any particular class of shares of the capital stock of a 
corporation at any particular time after March 31, 1977, 


(a) there shall be deducted that proportion of the amount, if any, 
by which the paid-up capital in respect of all of the issued shares 
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of the capital stock of the corporation on April 1, 1977, deter- 
mined without reference to this section, exceeds the greater of 


(i) the amount that the paid-up capital limit of the corporation 
would have been on March 31, 1977 if paragraph 89(1)(d) of 
the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, as it read at that date, were read without refer- 
ence to clause 89(1)(d)(iv.1)(F) of that Act and without refer- 
ence to all subparagraphs of paragraph 89(1)(d) of that Act 
except subparagraphs 89(1)(d)(iv.1) and (vii) of that Act, and 


(ii) the paid-up capital limit of the corporation on March 31, 

_ that the paid-up capital on April 1, 1977, determined without 

reference to this section, in respect of the particular class of 

shares is of the paid-up capital on April 1, 1977, determined 

without reference to this section, in respect of all of the issued 

and outstanding shares of the capital stock of the corporation; 
and 


(b) there shall be added an amount equal to the lesser of © 
(i) the amount, if any, by which 
(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3) or (4) to be a dividend on 
shares of the particular class paid by the corporation after 
March 31, 1977 and before the particular time 
-exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the amount required by paragraph (a) to be deducted in 
computing the paid-up capital of shares of the particular 
class. 

Related Provisions: 84.1 — Non-arm’s length sale of shares. 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(2) Debt deficiency — In computing, after March 31, 1977, the 
adjusted cost base to an individual of a debt that was owing to the 
individual by a corporation on March 31, 1977, there shall be de- 
ducted the amount of any dividend that would have been deemed to 
have been received by the individual on that day if the corporation 
had paid the debt in full on that day. 


Related Provisions: 53(2)(p) — Deduction from ACB; 84,.2(3) — Where debt con- 
verted to shares. 


(3) Idem — Where, after March 31, 1977 and before.1979, any 
debt referred to in subsection (2) owing by a corporation and held 
by an individual on March 31, 1977 and continuously after that date 
until conversion, is converted into shares of a particular class of the 
capital stock of the corporation, 


(a) subsection (2) shall not apply in respect of the debt; and 


(b) in computing the paid-up capital in respect of the shares of 
the particular class at any particular time after the conversion, 
(i) there shall be deducted the amount by which the adjusted 
cost base to the taxpayer of the debt would, but for paragraph 
(a), have been reduced by virtue of subsection (2), and 
(ii) there shall be, added an amount equal to the lesser of 
(A) the amount, if any, by which 
(I) the total of all amounts deemed by subsection 
84(3), (4) or (4.1) to be a dividend on shares of the 
particular class paid by the corporation after the con- 
version and before the particular time, 
exceeds 
(I) the total that would be determined under subclause 
(I) if this Act were read without reference to subpara- 
graph (i), and 
(B) the amount required by subparagraph (i) to be de- 
ducted in computing the paid-up capital of shares of the 
particular class. 


Definitions [s. 84.2]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “class 
of shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); “dividend” — 
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248(1); “paid-up capital” — 89(1), 248(1); “share” — 248(1); “taxation year’ — 249; 
“taxpayer” — 248(1). 


85. (1) Transfer of property to corporation by 
shareholders [rollover] — Where a taxpayer has, in a taxation 
year, disposed of any of the taxpayer’s property that was eligible 
property to a taxable Canadian corporation for consideration that 
includes shares of the capital stock of the corporation, if the tax- 
payer and the corporation have jointly elected in prescribed form 
and in accordance with subsection (6), the following rules apply: 


(a) [elected amount deemed to be proceeds and 
cost] — the amount that the taxpayer and the corporation have 
agreed on in their election in respect of the property shall be 
deemed to be the taxpayer’s proceeds of disposition of the pro- 
perty and the corporation’s cost of the property; 


(b) [elected amount not less than boot] — subject to para- 
graph (c), where the amount that the taxpayer and the corpora- 
tion have agreed on in their election in respect of the property is 
less than the fair market value, at the time of the disposition, of 
the consideration therefor (other than any shares of the capital 
stock of the corporation or a right to receive any such shares) 
received by the taxpayer, the amount so agreed on shall, irre- 
spective of the amount actually so agreed on by them, be 
deemed to be an amount equal to that fair market value; 


(c) [elected amount not more than FMV of property 
transferred] — where the amount that the taxpayer and the 
corporation have agreed on in their election in respect of the 
property is greater than the fair market value, at the time of the 
disposition, of the property so disposed of, the amount so agreed 
on shall, irrespective of the amount actually so agreed on, be 
deemed to be an amount equal to that fair market value; 


(c.1) [elected amount minimum — most property] — 
where the property was inventory, capital property (other than 
depreciable property of a prescribed class), a NISA Fund No. 2 
or a property that is eligible property because of paragraph 
(1.1)(g) or (g.1), and the amount that the taxpayer and corpora- 
tion have agreed on in their election in respect of the property is 
less than the lesser of 


(i) the fair market value of the property at the time of the 
disposition, and 

(11) the cost amount to the taxpayer of the property at the time 
of the disposition, 


the amount so agreed on shall, irrespective of the amount actu- 
ally so agreed on by them, be deemed to be an amount equal to 
the lesser of the amounts described in subparagraphs (i) and (ii); 


(c.2) [elected amount — farm inventory] — subject to 
paragraphs (b) and (c) and notwithstanding paragraph (c.1), 
where the taxpayer carries on a farming business the income 
from which is computed in accordance with the cash method and 
the property was inventory owned in connection with that busi- 
ness immediately before the particular time the property was 
disposed of to the corporation, 


(1) the amount that the taxpayer and the corporation agreed 
on in their election in respect of inventory purchased by the 
taxpayer shall be deemed to be equal to the amount deter- 
mined by the formula 

Ax ] +D 


(& 
where 


A is the amount that would be included because of para- 
graph 28(1)(c) in computing the taxpayer’s income for the 
taxpayer’s last taxation year beginning before the particu- 
lar time if that year had ended immediately before the 
particular time, 


B is the value (determined in accordance with subsection 
28(1.2)) to the taxpayer immediately before the particular 
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time of the purchased inventory in respect of which the 
election is made, 


C is the value (determined in accordance with subsection 
28(1.2)) of all of the inventory purchased by the taxpayer 
that was owned by the taxpayer in connection with that 
business immediately before the particular time, and 


D is such additional amount as the taxpayer and the corpora- 
tion designate in respect of the property, 


(ii) for the purpose of subparagraph 28(1)(a)(i), the disposi- 
tion of the property and the receipt of proceeds of disposition 
therefor shall be deemed to have occurred at the particular 
time and in the course of carrying on the business, and 


(iii) where the property is owned by the corporation in con- 
nection with a farming business and the income from. that 
business is computed in accordance with the cash method, 
for the purposes of section 28, 


(A) an amount equal to the cost to the corporation of the 
property shall be deemed to have been paid by the corpo- 
ration, and 


(B) the corporation shall be deemed to have purchased the 
property for an amount equal to that cost, 


at the particular time and in the course of sag ze on that 
business; 


(d) [elected amount minimum — eligible capital pro- 
perty] — where the property was eligible capital property in re- 
spect of a business of the taxpayer and the amount that, but for 
this paragraph, would be the proceeds of disposition of the pro- 
perty is less than the least of 


(i) * of the taxpayer’s cumulative eligible capital in respect 
of the business immediately before the disposition, 


(ii) the cost to the taxpayer of the property, and 


(ii1) the fair market value of the property at the time of the 
disposition, 


the amount agreed on by the taxpayer and the corporation in 
their election in respect of the property shall, irrespective of the 
amount actually so agreed on by them, be deemed to be the least 
of the amounts described in subparagraphs (i) to (iii); 


(d.1) [eligible capital property] — for the purpose of deter- 
mining after the time of the disposition the amount to be in- 
cluded under paragraph 14(1)(b) in computing the corporation’s 
income, there shall be added to the amount otherwise deter- 
mined for Q in the definition “cumulative eligible capital” in 
subsection 14(5) the amount determined by the formula 


(Ax3)-20-8) 


where 


A is the amount, if any, determined for Q in that definition in 
respect of the taxpayer’s business immediately. before the 
time of the disposition, 


B is the fair market value immediately before that time of the 
eligible capital property disposed of to the corporation by the 
taxpayer, 


C is the fair market value immediately before that time of all 
eligible capital property of the taxpayer in respect of the 
business, 


D is the amount, if any, that would be included under subsec- 
tion 14(1) in computing the taxpayer’s income as a result of 
the disposition if the values determined for C and D in para- 
graph 14(1)(b) were zero, and 


E is the amount, if any, that would be included under subsec- 
tion 14(1) in computing the taxpayer’s income as a result of 
the disposition if the value determined for D in paragraph 
14(1)(b) were zero; 
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Proposed Amendment — 85(1)(d. Die 


: (d.1) [eligible capital property] — fot the purpose of deter- 
mining after the disposition time the amount to be included 


under paragraph 14(1)(b) in computing the corporation’s in- | 


come, there shall be added to the amount otherwise determined 
for C in that paragraph the amount determined by the formula 
12x {Ax ome _ ge —~E)])+F+G 
where 
A is the ainounst, if any, Asternined for 0 ii in the daiihicon 


“cumulative eligible capital” in subsection 14(5) in respect _ 
of the taxpayer’s business es before the time ol 


_ the disposition, c 


Bis the fair market value iieainnety before the diviosivon 
time of the eligible capital led pee a to ele cor- 


poration by the taxpayer, 


C is the total of the fair market sahie sniieetiniely before the 
disposition time of all eligible capital property of the tax- 
payer in respect of the business and each amount that was 
described in B in respect of an earlier disposition made af- 

‘ter'the taxpayer’ S adjustment time, 


D is the amount, if any, that would be included under gubsec- 


tion 14(1) i in computing the taxpayer’s income as a result of 


the disposition if the values determined for = and D in et 
agraph 14(1)(b) were zero, 


E_ is the amount, if any, that would be included under tibsk. 
tion 14(1) in computing the taxpayer’s income as a result of 
the disposition if the value determined ole Dain pais e 
14(1)(b) were zero, 


Fis the total of all amounts, each of which is an amount de- 
termined under this paragraph as it applied to the taxpayer 

in respect of a disposition to the corporation on or ae es 
the disposition time, and 


- G is the total of all amounts, each of which is an amount de- — 


termined under subparagraph 88(1)(c.1)(i) as it applied to 
the taxpayer in As ls of a winding- -up before the bei oo 
tion time; 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subse. 42(1), 
will amend para. 85(1)(d.1) to read as re 5b ages to taxation — ofa ae ee 
ration that end after December 20, 2002. : 


Technical Notes (July 2010): See under 850 )(d.1D, @. 1) below. 


Proposed Addition — 85(1)(d.11), (d.12) 
(d.11) [eligible capital property] — for the purpose of de- 


termining after the time of the disposition (referred to in this | 
paragraph and in paragraphs (d.1) and (d.12) as the “disposi- 


tion time’’) the amount to be included under paragraph 14(1)(a) 
or (b) in computing the corporation’s income, there shall be 
added to the amount otherwise determined for each of A and F 
in the definition “cumulative eligible capital” in subsection 
14(5) the amount, if any, determined by the formula 


(A x B/C) + D +E 
where 


A is the amount, if any, ‘that would be determined for Fu in that 
definition in respect of the taxpayer’s business at the begin- 
ning of the taxpayer’s following taxation year if the tax- 
payer’s taxation year that includes the disposition time had 
ended immediately after the disposition time and if, in re- 
spect of the disposition, this Act were read without refer- 
ence to paragraph (d.12), 

B_ is the fair market value immediately before the disposition 
time of the eligible capital property disposed of to the cor- 
poration by the taxpayer, 


C is the fair market value immediately before the disposition 
time of all eligible capital property of the taxpayer in re- 
spect of the business and each amount that was described in 
B in respect of an earlier disposition made after the tax- 
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t time (within the meaning in subsection 


1e total of all amounts, each of which is an amount. de- 
termined under this paragraph as it applied to the taxpayer 
in respect of a disposition to the ee on or before 

the disposition time, aud... 


_ BE is'tlye total « f all amounts, each of which is an eidoant de- 
termined under subparagraph 88(1)(c.1)(i) as it applied to” 
| the taxpayer. in Tespect ofa | winding- uP Driors the PDO: 
_ tion time; 


(412) [eligible capital property] _ for the purpose of de- 
termining after the disposition time the amount to be included 
under paragraph’ 14(1)(a) or (b) in computing the taxpayer's _ 
_ income, the amount, if any, determined by the formula in para- 

graph (d.11) in respect of the disposition is to be deducted 
_ from each of the amounts otherwise determined © 


(i) by subparagraph 14(1)(a)(ii), and 
(ii) for the description of B in paragraph 14(1)(b): 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 42(2), 
will add paras, 85(1)(d. 11) and (d.12), applicable in respect of the disposition of an 
eligible capital property by a taxpayer toa corporation unless 


(a) the disposition by the taxpayer occurred before December 21, 2002; and 


(b) the corporation disposed of the eligible capital property, before June 7, 2007 
and in a taxation year of the corporation ending after February 27, 2000, to a 
person with whom the corporation was dealing at arm’s length at the time of that 
disposition by the corporation. 


Technical Notes (July 2010): Subsection 85(1) provides a tax ideferral for the 
transfer of various types of property by a taxpayer to a taxable Canadian corporation 
for consideration that includes shares of the corporation’s capital stock. In general, 
tax deferral may be achieved if the taxpayer and the corporation jointly elect that the 
proceeds of disposition of the taxpayer and the eligible capital expenditure of, or cost 
to, the Gee are on to be — than ihe fair market value of the property 


transferred. 


Paragraph 85(1)(d.1) serorally reduces, for the corporation that has acquired an eligi- 
ble capital property (ECP), the gain that would be included in income under para- 
graph 14(1)(b) on a subsequent disposition of the property. Paragraph 85(1)(d.1) ad- 
justs the gain, in order to take into account the 1988 change of the rate of income 
inclusion and expenditure deductibility from '/ to */, by adjusting the calculation of 
variable Q in the definition “cumulative eligible capital” in subsection 14(5). Varia- 
ble Q generally represents, for the period prior to the taxpayer’s “adjustment time’, 
the difference between ECP deductions claimed under paragraph 20(1)(b) and the 
total of recapture and gains from prior dispositions of eligible capital property by the 
taxpayer. Paragraph 85(1)(d.1) adjusts variable Q only for the purposes of calculating 
the amount to be included in a corporation’s income under paragraph 14(1)(b), but 
not for the purpose of calculating the corporation’s cumulative eligible capital bal- 
ance for other purposes, such as the claiming of ECP deductions. Specifically, the 
adjustment of variable Q adjusts the value of variables A, B and C in the formula in 
paragraph 14(1)(b). Variables A and B are affected indirectly, since variable Q af- 
fects variable F in the calculation of the cumulative eligible capital balance. 


Paragraph 85(1)(d.1) is amended concurrently with the addition of new paragraph 
85(1)(d.11), New paragraph 85(1)(d.11) generally applies to ensure that an amount 
that would have been recaptured ECP deductions to the taxpayer under subsection 
14(1), if the taxpayer had disposed of the eligible capital property for an amount 
greater than the taxpayer’s cumulative eligible capital at the time of the disposition, 
is subject to recapture in the hands of the corporation upon a subsequent sale of the 
property. This result is achieved by adding an allocation of the potential recapture to 
the taxpayer (ie., variable F of the taxpayer) simultaneously to the corporation’s eli- 
gible capital expenditures and aggregate ECP deductions (i.e., variables A and F re- 
spectively in the definition “cumulative eligible capital” of the corporation). This ad- 
justment applies only for the purpose of calculating the amount to be included in 
income of the corporation under subsection 14(1) upon the subsequent disposition of 
eligible capital property. In this regard, variable F of the taxpayer is determined at the 
beginning of the taxpayer’s following taxation year if the taxpayer’s taxation year 
that included the transfer had ended immediately after the disposition time, deter- 
mined without reference to new paragraph (d.12). Variable F of the taxpayer is ap- 
portioned to the corporation, by means of the quotient B/C in paragraph 85(1)(d.11), 
in the same proportion as the fair market value of the property transferred is to the 
fair market values of all such property transferred before that transfer and the fair 
market value of the total eligible capital property of the taxpayer immediately before 
the transfer. 


Because new paragraph g5(1)(d.11) now accommodates variable F of the corpora- 
tion, paragraph 85(1)(d.1) is amended to add 1/2 of the taxpayer's variable Q amount 
directly to the corporation’s variable C amount in paragraph 14(1)(b), rather than 
adjusting variable Q of the corporation (and thus variable F as well). The quotient 
B/C in paragraph 85(1)(d.1) provides that this adjustment to the corporation is in the 
same proportion as the fair market value of the property transferred at a particular 
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time is to the total of the fair market values of all such property transferred before 
that transfer and the fair market value of the total eligible capital property. of the 
taxpayer immediately before the transfer. 


New variables F and G of paragraph 85(1)(d.1) provide that the adjustments under 
this paragraph, and similar earlier adjustments to the ae under porigraph 
88(1)(c.1), are not lost on a subsequent rollover. © 


New paragraph 85(1)(d.12) is added, concurrently with new sen 85(1)(d.11), 
to ensure that a subsequent disposition of other ECP by the taxpayer does not result 
in recapture of depreciation under paragraph 14(1)(a) when the resulting gain from 
that disposition should have been taxed at a lower rate under paragraph 14(1)(b). 
This could happen, for instance, if the taxpayer were to defer all of the recapture to 
the corporation, such that the taxpayer’s cumulative eligible capital balance at the 
end of the taxation year that includes the rollover is nil. In this case, if in the next 
taxation year the taxpayer were to make another disposition of ECP, paragraph 
85(1)(d.12) would reduce to nil the amounts that would be determined for the tax- 
payer by subparagraph 14(1)(a) and variable B of paragraph 14(1)(b). 


These amendments generally apply in respect of ue oe by a ‘corporation that 
occur after December 20, 2002. 


Example of 85(1)(d.1) and (d.11) 


Mr. X purchased an eligible capital property in 1984 (when the income inclusion 
rate for eligible capital property was one half) at a cost of $300,000. This was 
the first and only eligible capital property held in respect of his business, Mr. X 
claimed deductions of $40,650 under paragraph 20(1)(b) of the Act before his 

“adjustment time” (in the case of Mr. X, January 1, 1988), and of $11,482 sub- 
sequent to that time. Mr. X now transfers the property to a corporation in cir- 
cumstances to which subsection 85(1) applies. Immediately before the time of the 
transfer, the fair market value of the property is $500,000. Mr, X and the corpo- 
ration agree that the proceeds of disposition to Mr. X will be $203,391, which is 


4/3 of the cumulative eligible capital balance of $152,543. The balance is calcu- 


lated as follows: 


Eligible capital expenditure $300,000 
Rate applicable in 1984 “50% 

150,000 
Depreciation before 1988 <40,650> 
Cumulative eligible capital at adjustment time 109,350 
“C” amount: 3/2 of 109,350 164,025 
“D” amount: depreciation before 1988 40,650 
“P” amount: depreciation after 1987 </1,482> 
“O” amount: depreciation before 1988 <40,650> 
Cumulative eligible capital of Mr. X $152,543 


Upon the subsequent sale of the property by the corporation for actual proceeds 
of disposition of $500,000, the amount included in the corporation G income 
under subsection 14(1) is calculated as follows: 


Agreed amount of eligible canis Pea (4/3 a 
$152,543) 
Eligible capital expenditure rate 


“A” amount in cumulative eligible capital balance of 
corporation 


14(1)(a) calculation for corporation: 
$500,000 
75% 


Proceeds 
Rate applicable 


“E” amount in cumulative eligible capital 
balance of corporation 


375,000 
Excess | 227 457 


“F” for corporation: bumped by 
85(1)(d.11) ($40,650 + $11,482) 


14(1)(a) income: lesser of “F” and excess 


ee a 


14(1)(b) calculation for corporation: 
Excess (as above) $222,457 
Less: “B” amount: amount 
85(1)(a.11) 

“C” amount: ‘fz of “Q” qabaves as oa by 
85(1)(d.1) 
Net 
Multiply by 2/3 


14(1)(b) income 


“F”, as bumped by 
<52,132> 


<20,325> 


150,000 
2/3 


Total 14(1) income inclusion to corporation 


$203,391 
75% 


152,543 


$52,132 


$100,000 


$152,132 
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(e) [elected amount minimum — depreciable pro- 
perty] — where the property was depreciable property of a pre- 
scribed class of the taxpayer and the amount that, but for this 
paragraph, would be the proceeds of disposition thereof is less 
than the least of 


(i) the undepreciated capital cost to the taxpayer of all pro- 
perty of that class immediately before the disposition, 


(ii) the cost to the taxpayer of the property, and 


(iii) the fair market value of the property at the time of the 
disposition, 
the amount agreed on by the taxpayer and the corporation in 
their election in respect of the property shall, irrespective of the 
amount actually so agreed on by them, be deemed to be the least 
of the amounts described in subparagraphs (i) to (iii); 


(e.1) [order of dispositions] — where two or more proper- 
ties, each of which is a property described in paragraph (d) or 
each of which is a property described in paragraph (e), are dis- 
posed of at the same time, paragraph (d) or (e), as the case may 
be, applies as if each property so disposed of had been separ- 
ately disposed of in the order designated by the taxpayer before 
the time referred to in subsection (6) for the filing of an election 
in respect of those properties or, if the taxpayer does not so des- 
ignate any such order, in the order designated by the Minister; 


(e.2) [Where excess is benefit to related person] — 
where the fair market value of the property immediately before 
the disposition exceeds the greater of 


(i) the fair market value, immediately after the disposition, of 
the consideration received by the taxpayer for the property 
disposed of by the taxpayer, and 


(11) the amount that the taxpayer and the corporation have 
agreed on in their election in respect of the property, deter- 
mined without reference to this paragraph, 


and it is reasonable to regard any part of the excess as a benefit 
that the taxpayer desired to have conferred ona person related to 
the taxpayer (other than a corporation that was a wholly owned 
corporation of the taxpayer immediately after the disposition), 
the amount that the taxpayer and the corporation agreed on in 
their election in respect of the property shall, regardless of the 
amount actually so agreed on by them, be deemed (except for 
the purposes of paragraphs (g) and (h)) to be an amount equal to 
the total of the amount referred to in subparagraph (ii) and that 
part of the excess; 


(e.3) [conflict between deeming rules and para. (b)] — 
where, under any of paragraphs (c.1), (d) and (e), the amount 
that the taxpayer and the corporation have agreed on in their 
election in respect of the property (in this paragraph referred to 

s “the elected amount’) would be deemed to be an amount that 
is greater or less than the amount that would be deemed, subject 
to paragraph (c), to be the elected amount under paragraph (b), 
the elected amount shall be deemed to be the greater of 


(i) the amount deemed by paragraph (c.1), (d) or (e), as the 
case may be, to be the elected amount, and 


(ii) the amount deemed by paragraph (b) to be the elected 
amount; 


(e.4) [transfer of automobile costing over $30,000] — 
where 


(i) the property is depreciable property of a prescribed class 
of the taxpayer and is a passenger vehicle the cost to the tax- 
payer of which was more than $20,000 or such other amount 
as may be prescribed, and 


(ii) the taxpayer and the corporation do not deal at arm’s 
length, 


the amount that the taxpayer and the corporation have agreed on 
in their election in respect of the property shall be deemed to be 
an amount equal to the undepreciated capital cost to the taxpayer 
of the class immediately before the disposition, except that, for 
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the purposes of subsection 6(2), the cost to the corporation of the 
vehicle shall be deemed to be an ‘amount equal to. its fair market 
value. immediately before the disposition; 


(f) [deemed cost of boot] — the cost to the rere te of any 
particular property (other than shares of the capital stock of the 
corporation or a right to receive any such shares) received by the 
taxpayer as consideration for the disposition shall be deemed to 
be an amount equal to the lesser. of 


(i) the fair market value of the particular eens Pe at the time 
of the disposition, and 


(ii) that proportion of the fair market value, at the time of the 
disposition, of the property ha of by the taxpayer to the 
corporation that 


(A) the amount determined under subparagraph (i) 

is of 7 
(B) the fair market value, at the time of the disposition, of 
all properties (other than shares of the capital stock of the 


corporation or a right to receive any,such shares) received 
by the taxpayer as consideration for the disposition; 


(g) [deemed cost of preferred shares] — the cost to the 
taxpayer of any preferred shares of any class of the capital stock 
of the corporation receivable by the taxpayer as consideration 
for the disposition shall be deemed to be the lesser of the fair 
market value of those shares immediately after the disposition 
and that proportion of the amount, if any; by which the proceeds 
of the disposition exceed the fair market value of the considera- 
tion (other than shares of the capital stock of the corporation or a 
right to receive any such shares) received by the taxpayer for the 
disposition, that 


(i) the fair market value, immediately after the disposition, of 

those preferred shares of that class, 
is of 

(ii) the fair market value, immediately after the disposition, 

of all preferred shares of the capital stock of the corporation 

receivable by the taxpayer as consideration for the 

disposition; 
(h) [deemed cost of common shares] — the cost to the 
taxpayer of any common shares of any class of the capital stock 
of the corporation receivable by the taxpayer as consideration 
for the disposition shall be deemed to be that proportion of the 
amount, if any, by which the proceeds of the disposition exceed 
the total of the fair market value, at the time of the disposition, 
of the consideration (other than shares of the capital stock of the 
corporation or a right to receive any such shares) received by the 
taxpayer for the disposition and the cost to the taxpayer of all 
preferred shares of the capital stock of the corporation receiva- 
ble by the taxpayer as consideration for the disposition, that 


(i) the fair market value, immediately after the disposition, of 
those common shares of that class, 


is of 
(ii) the fair market value, immediately after the disposition, 
of all common shares of the capital stock of the corporation 


receivable by the taxpayer as consideration for the disposi- 
tion; and 


(i) [transfer of taxable Canadian property] — where the 
property so disposed of is taxable Canadian property of the tax- 
payer, all of the shares of the capital stock of the Canadian cor- 
poration received by the taxpayer as consideration for the pro- 
perty are deemed to be, at any time that is within 60 months 
after the disposition, taxable Canadian property of the taxpayer. 
Related Provisions: 12.5(7), 138(23), 142.51(9) — Financial institutions and insur- 
ers — transitional rules for accounting changes; 13(7)(e) — Deemed maximum capital 
cost on non-arm’s length transfer; 13(7)(g), (nh) — Maximum capital cost of passenger 
vehicles; 13(21.2)(d) — No election allowed on certain transfers of depreciable pro- 
perty where UCC exceeds fair market value; 40(3.3), (3.4) — Limitation on loss where 
share acquired by affiliated person; 44.1(6), (7) — Small business investment rollover 
on exchange of shares; 51(4) — Application of 85(1) to exchange of convertible pro- 
perty; 53(4) — Effect on ACB of share, partnership interest or trust interest; 54.2 — 
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Certain shares deemed tobe capital property; 55(1) — “Permitted redemption” for but- 
terfly purposes; 55(3.1)(b) — Rules where foreign vendor’s capital gain exempted by 
treaty; 69(11) — Where corporation later sells transferred property and shelters gain; 
85(1.1) — “Eligible property”; 85(2) — Rollover of property to corporation from part- 
nership; 85(5) — Rules on transfers of depreciable property; 85(6) — Time for elec- 
tion; 86(3)(a) — 85(1) takes precedence over s. 86; 97(2)(a) — Rollover of property to 
a partnership; 107(2)(d.1)(Gii), 107.4(3)() — Deemed taxable Canadian property re- 
tains status when rolled out of trust or into trust; 138(11.5)— Transfer of insurance 
business by non-resident insurer; 139.1(4)(c) — No election allowed re ownership 
rights on demutualization of insurer; 142.5(9) — Transitional rule — mark-to-market 
property acquired by financial institution on rollover; 142.7(3) — Application on con- 
version of foreign bank affiliate to branch; 248(25.1) — Deemed taxable Canadian pro- 
perty retains status through trust-to-trust transfer; 248(37)(f) — Rule limiting value of 
donated property does not apply to certain 85(1) rollovers; 256(7)(c), (d) — Whether 
control of corporation acquired on rollover; 257 — Formula cannot calculate to less 
than zero; Reg. 5301(8) — Effect of transfer on instalment base of transferee; Canada- 
U.S. Tax Treaty:Art. XIII:8 — Deferral of tax for U.S. resident transferor. 


History: Para. 85(1)(i) amended by 2010, c. 12, s. 6, to substitute ‘‘are deemed to be, at 
any time that is within 60 months after the disposition, taxable” for “shall be deemed to 
be taxable”, applicable in determining after March 4, 2010 whether a property is taxa- 
ble Canadian property of a taxpayer. 


The descriptions of D and E in para. 85(1)(d.1) amended by 2001, c. 17, subsec..62(1), 
applicable in respect of taxation years that end after February 27, 2000. The descrip- 
tions formerly read: 


Dis the amount, if any, that would be included under subsection 14(1) in com- 
puting the taxpayer’s income as a result of the disposition if 


(i) the amounts determined for C and D. in ‘subparagraph’ 14(1)(a)(v) 
were zero, and 


(ii) paragraph 14(1)(b) were, read as follows: 


“(b) in any other case, the excess shall be included in computing 
the taxpayer’s income from that business for that year.”, and 


E is the amount, if any, that would be includediunder subsection 14(1) in.com- 
puting the taxpayer’s income asa result.of the disposition if the amount de- 
termined for D in subparagraph 14(1)(a)(v) were zero; 


The opening words of para. 85(1)(c.1) amended by 1995, c, 21, subsec..53(1), applica- 
ble to dispositions occurring after February 22, 1994. The opening words of para. (c.1) 
formerly read: 


(c.1) where the property of the taxpayer was inventory, capital property: (other 
than depreciable property of a prescribed class), a NISA ‘Fund No. 2 ora pro- 
perty (other than capital property or an inventory) of the taxpayer that is a secur- 
ity or debt obligation used in the year in, or held in the year in the course of, 
carrying on the business of insurance or lending money, and the amount that the 
taxpayer and corporation have agreed on in their election in respect of the pro- 
perty is less than the lesser of 


Para. 85(1)(d.1) amended by 1995, c. 3, s. 22, applicable to dispositions of property in 
respect of a business that occur in a fiscal period of the business that ends after Febru- 
ary 22, 1994 otherwise than because of an election under subsec. 25(1). Para. (d.1) 
formerly read: 


(d.1) for the purpose of determining after the time of the disposition the amount 
to be included under paragraph 14(1)(b) in computing the corporation’s income, 
there shall be added to the amount otherwise determined for Q in the definition 
“cumulative eligible capital” in subsection 14(5) the amount determined by the 
formula 


sari 
(ax2)-20 +5) -@ +0) 


where 


A is the amount, if any, determined for Q in that definition in respect of the 
taxpayer’s business immediately before the time of the disposition, 


B is the fair market value immediately before that time of the eligible capital 
property disposed of to the corporation by the taxpayer, 


Cis the fair market value immediately before that time of all eligible capital 
property of the taxpayer in respect of the business, 

D is the amount, if any, that would be included under subsection 14(1) in. com- 
puting the taxpayer’s income as a result of the disposition if paragraph 
14(1)(b) were read as follows: 

“(b) in any other case, the excess shall be iAbitided' | bu computing the 
taxpayer’s income from that business for that year.” 

E_ is the amount, if any, that would be deemed under Abas ep 14(1) to be a 
taxable capital gain of the taxpayer as a result of the disposition if clause 
14(1)(a)(v)(B) were read as follows: 

“(B) zero” 

F is the amount, if any, included under subsection 14(1) in computing the tax- 

payer’s income as a result of the disposition, and 


G_ is the amount, if any, deemed under subsection 14(1) to be a taxable capital 
gain of the taxpayer as a result of the disposition; 
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Para. 85(1)(d.1) substituted by 1994, c. 21, subsec. 36(1), applicable to the disposition 
of property to a corporation occurring after the beginning of its first taxation year that 
begins after June 1988. That para. formerly read: 


(d.1) for the purpose of determining after the time of the disposition the amount 
to be included under paragraph 14(1)(b) in computing the corporation’s income, 
there shall be added to the amount otherwise determined for Q in the definition 
“cumulative eligible capital” in subsection 14(5) the amount determined by the 
formula 


where 


A is the amount, if any, determined for Q in that definition in respect of the 
taxpayer's business immediately before the time of the disposition, 


Bis the fair market value immediately before that time of the eligible capital 
property disposed of to the corporation by the taxpayer, and 


C is the fair market value immediately before that time of all eligible capital 
property of the taxpayer in respect of the business; 


That portion of para. 85(1)(c.1) preceding subpara. (i) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 35(1), to substitute “where the property of the taxpayer” for 
“where the property” and to add reference to “a NISA Fund No. 2”, applicable to dis- 
positions occurring after 1990. 


Para. 85(1)(d.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 35(2), applicable 
to the disposition of property to a corporation occurring after the beginning of its first 
taxation year beginning after June 1988. 


Para. 85(1)(c.2) added by 1994, c. 7, Sch. IJ (1991, c. 49), subsec. 64(1), applicable to 
dispositions occurring after July 13, 1990. 


That portion of para. 85(1)(e.2) following subpara. (ii) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 64(2), to add “(other than the corporation, where all of its issued 
shares, except directors’ qualifying shares, are owned by the taxpayer immediately 
before the disposition), applicable to dispositions occurring after June 1988. 


Selected Cases [subsec. 85(1)]: Stone's Jewellery Ltd. v. Arora, [2010] 2 C.T.C. 
139 (Alta QB) (Rectification granted where rollover had been intended); Bugera, 
{2003] 3 C.T.C. 256 (FCTD) (Late-filed elections not allowed; Minister’s discretion to 
refuse upheld where retroactive tax planning involved); Juliar v. Canada (A. G.), 
[2001] 4 C.T.C. 45 (Ont CA); aff g [2000] 2 C.T.C. 464 (Ont SCJ); leave to appeal to 
SCC refused (2001), 272 N.R. 196 (note) (Rectification allowed where obvious that 
taxpayer would not have proceeded in manner chosen); Barnabe Estate v. MNR, [1999] 
4 C.T.C. 5 (FCA); rev’g [1998] 3 C.T.C. 2201 (TCC) (Executors capable of making 
election); Shepp v. R., [1999] 1 C.T.C. 2889 (TCC) (No transfer of value between clas- 
ses of shares upon reorganization); Dale v. R., [1997] 2 C.T.C. 286 (FCA) (Retroactive 
court approval of share issue was binding on Minister); Deconinck v. R., [1990] 2 
C.T.C. 464 (FCA) (Particulars provided in statement of claim on appeal too late to 
cause finding of erroneous assessment based on vague election form). 


Regulations: 7307(1) (prescribed amount for 85(1)(e.4)(i)). 


1.T. Application Rules: 20(1.2) (transfer of depreciable property by person who 
owned it before 1972). 


Interpretation Bulletins: IT-169: Price adjustment clauses; IT-188R: Sale of ac- 
counts receivable; IT-217R: Depreciable property owned on December 31, 1971 
(archived); IT-243R4: Dividend refund to private corporations; IT-291R3: Transfer of 
property to a corporation under subsection 85(1); IT-427R: Livestock of farmers; IT- 
433R: Farming or fishing — use of cash method; IT-457R: Election by professionals to 
exclude work in progress from income; IT-489R: Non-arm’s length sale of shares to a 
corporation; IT-521R: Motor vehicle expenses claimed by self-employed individuals; 
IT-522R: Vehicle, travel and sales expenses of employees. 


Information Circulars: 76-19R3: Transfer of property to a corporation under s. 85; 
88-2, paras. 9, 10, 13, 14, 22: General anti-avoidance rule — section 245 of the Income 
Tax Act; 88-2 Supplement, paras. 3, 8: General anti-avoidance rule — section 245 of 
the Income Tax Act; 89-3: Policy statement on business equity valuations. 


1.T. Technical News: 3 (section 85 — Dale case); 7 (rollovers of capital property — 
Mara Properties); 10 (1997 limits for automobiles (for 85(1)(e.4)(i)). 


Advance Tax Rulings: ATR-6: Vendor reacquires business assets following default 
by purchaser; ATR-7: Amalgamation involving losses and control; ATR-19: Earned 
depletion base and cumulative Canadian development expense; ATR-25: Estate freeze; 
ATR-27: Exchange and acquisition of interests in capital properties through rollovers 
and winding-up (“butterfly”); ATR-28: Redemption of capital stock of family farm cor- 
poration; ATR-32: Rollover of fixed assets from Opco into Holdco; ATR-35: Partition- 
ing of assets to get specific ownership — “butterfly”; ATR-36: Estate freeze; ATR-42: 
Transfer of shares; ATR-55: Amalgamation followed by sale of shares; ATR-57: 
Transfer of property for estate planning purposes; ATR-58: Divisive reorganization; 
ATR-70: Distribution of taxable Canadian property by a trust to a non-resident. 


Forms: T2 SCH 44:.Non-arm’s length transactions; T2057: Election on disposition of 
property by a taxpayer to a taxable Canadian corporation. 


Income Tax Act, Part I, Division B 


(1.1) Definition of “eligible property” 
subsection (1), “eligible property” means 


(a) a capital property (other than real property, or an interest in 
or an option in respect of real property, owned by a non-resident 
person); 


(b) a capital property that is real property, or an interest in or an 
option in respect of real property, owned by a non-resident in- 
surer where that property and the property received as consider- 
ation for that property are designated insurance property for the 
year; 


— For the purposes of 


Proposed Amendment — 85(1.1)(a), (b) _ 


(a) a capital property (other than real or immovable property, 
an option in respect of such property, or an interest in real pro- 
perty or a real right in an immovable, owned by a non-resident 
person); 


(b) a capital property that is real or immovable property, an 
option in respect of such property, or an interest in real pro- 
perty or a real right in an immovable, owned by a non-resident 
insurer where that property and the property received as con- 
sideration for that property are ihicag set insurance property 
for the year; 

Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


206(1), will amend pe 851. Daye and ath to read as above, to come into force on 
Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(c) a Canadian resource property; 
(d) a foreign resource property; 
(e) an eligible capital property; 


(f) an inventory (other than real property, an interest in real pro- 
perty or an option in respect of real property); 


Proposed Amendment — 85(1.1)(f) 


(f) an inventory (other than real or immovable property, an op- 
tion in respect of such property, or an interest in real property 
or a real right in an immovable); 

Application: The July 16, 2010 draft legislation (Part 2. hinelicnt, subsec. 


206(2), will amend para. 85(1.1)(f) to read as above, to come into force on ore 
Assent. 


Technical Notes (July 2010): See under 12(4). 


(g) a property that is a security or debt obligation used by the 
taxpayer in the year in, or held by it in the year in the course of, 
carrying on the business of insurance or lending money, other 
than 


(i) a capital property, 
(ii) inventory, or 


(iii) where the taxpayer is a financial institution in the year, a 
mark-to-market property for the year; 


(g.1) where the taxpayer is a financial institution in the year, a 
specified debt obligation (other than a mark-to-market property 
of the taxpayer for the year); 


(h) a capital property that is real property, an interest in real pro- 
perty or an option in respect of real property, owned by a non- 
resident person (other than a non-resident insurer) and used in 
the year in a business carried on in Canada by that person; or 


Proposed Amendment — 85(1.1)(h) 


(h) a capital property that is real or immovable property, an 

option in respect of such property, or an interest in real pro- 

perty or a real right in an immovable, owned by a non-resident 

person (other than a non-resident insurer) and used in the year 

in a business carried on in Canada by that person; or 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
206(3), will amend para. 85(1.1)(h) to read as above, to come into force on Royal 
Assent. 


Technical Notes (July 2010): See under 12(4). 
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(i) a NISA Fund No. 2, if that property is owned’ by an 
individual. 
Related Provisions: 85(1.11) — Exception — foreign resource property or interest 
in FIE; 85(1.2) — Limitation on 85(1.1)(h); 248(4) — Interest in real property includes 
a leasehold interest but not a security interest; 248(4.1) — Meaning of * “Teal right in an 
immovable”. 


History: Para. 85(1.1)(i) amended to add “, if that property is owned by an individual” 
by 2007, c. 35, s. 22, applicable to the balance in a NISA Fund No. 2 to the extent that 
that blance consists of contributions made to the fund, and amounts earned on those 
contributions, in 2008 et seq. 


Para. 85(1.1)(b) amended. by 1997, c. 25, s..17, applicable to diepciaticas that occur in 
an insurer's 1997, or subsequent taxation year. Para. (b) formerly read: 
(b) a capital property that is real property or an interest in or an option in respect 
of real property, owned by a non-resident insurer where that property and’ the 
property received as consideration for that property are’property used by it in the 
year in, or held by it in the year in the course of (within the meaning assigned by 
subsection 138(12)), carrying on an insurance business in Canada; 


Para. 85(1.1)(g) amended, and para. (g.1) added, by 1995, c. 21, subsécs: 53(2), (3); 
para. (g) applicable to dispositions occurring in taxation years that begin after October 
1994, and para. (g.1) applicable to dispositions occurring after February 22, 1994. Para. 
(g) formerly, read: 


(g) a property (other than a capital property or an inventory) that is a security or 
debt obligation used by the taxpayer in the year in, or held by it in the year in the 
course of, carrying on the business of insurance or lending money; 


Para. 85(1.1)(f) amended by 1994, c. 7; Sch. VIIT(1993, c. 24), subsec. 35(3), applica- 
ble to dispositions occurring after December 20, 1991. Para. (f) formerly read: 
(f) an inventory (other than real property); 
Para. 85(1.1)(i) added by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 35(4), applicable 
to dispositions occurring after 1990. 
Para. 85(1.1)(h) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 64(3), applicable to 
(a) dispositions occurring after 1989, and 
(b) dispositions occurring after 1984 where the taxpayer is a resident of a country 
with which Canada has a tax treaty and a provision of that treaty that was pre- 


scribed for the purposes of section 115.1 of the Act was effective at the time the 
disposition occurred. 


Interpretation Bulletins: IT- 2913: Transfer of property to a corporation under 
subsection 85(1). 


(1.11) Exception — Notwithstanding subsection (1.1), a foreign 
resource property, or an interest in a partnership that derives all or 
part of its value from one or more foreign resource properties, is not 
an ‘eligible property of a taxpayer.in respect of a disposition by the 
taxpayer to a corporation where 


(a) the taxpayer and the corporation do not deal with each other 
at arm’s length; and 


(b) it is reasonable to conclude that one of the purposes of the 
disposition, or a series of transactions or events of which the dis- 
position is a part, is to’ increase the extent to which any person 
may claim a deduction under section 126. 

Related Provisions: 251(1) — Arm’s length. 


History: Subsec. 85(1.11) added by 2001, c. 17, subsec. 62(2), applicable to disposi- 
tions that occur after December 21, 2000 other than a disposition by a taxpayer that 
occurs pursuant to an agreement in writing made by the taxpayer on or before that date. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(1.2) Application of subsec. (1) [to non-resident vendor] — 
Subsection (1) does not apply to a disposition by a taxpayer to a 
corporation of a property referred to in paragraph (1.1)(h) unless 


(a) immediately after the disposition, the corporation is con- 
trolled by the taxpayer, a person or persons related (otherwise 
than because of a right referred to in paragraph 251(5)(b)) to the 
taxpayer or the taxpayer and a person or persons SO related to the 
taxpayer; 

(b) the disposition is part of a transaction or series of transac- 
tions in which all or substantially all of the property used in the 
business referred to in paragraph (1.1)(h) is disposed of by the 
taxpayer to the corporation; and 


(c) the disposition is not part of a series of transactions that re- 
sult in control of the corporation being acquired by a person or 
group of persons after the time that is immediately after the 
disposition. 


S. 85(2) 


Related Provisions: 139.1(18) — Holding’ corporation deemed not to acquire con- 
trol of insurer on\demutualization; 256(6)—(9) — Whether control acquired. 


History: Subsec. 85(1.2) added by 1994) c. 7, Sch. Tr (1991, c. 49), subsec. 64(4), 
applicable to 


(a) dispositions occurring after 1989, and 


(b) dispositions occurring after 1984 where the taxpayer is a resident of a country 
with which Canada has a tax treaty and a provision of that treaty that was pre- 
scribed for the purposes of section 115.1 of the said Act was effective at the time 
the disposition occurred, 


Interpretation Bulletins: IT-291R3: Transfer of Bipioperty to. a corporation under 
subsection 85(1). 


(1.3) Meaning of “wholly owned corporation” — For the pur- 
poses of this subsection and paragraph (1)(e.2), “wholly owned cor- 
poration” of.a taxpayer means a corporation all the issued and out- 
standing shares of the capital stock of which (except directors’ 
qualifying shares) belong to 

(a) the taxpayer; 

(b).a.corporation that is a wholly owned corporation of the tax- 

payer; or 

(c) any combination of persons described in paragraph (a) or (b). 
History: Subsec. 85(1.3) added by 1994, c. 7,’Sch: II (1991, c. 49), subsec. 64(4), 
applicable to dispositions occurring after June 1988. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(1.4) Definitions — For the purpose of subsection (1.1), “financial 
institution’, “mark-to-market property” and “specified. debt. obliga- 
tion” have, the meanings assigned by subsection 142.2(1). 


History: Subsec., 85(1.4), added by 1995, c. 21, subsec. 53(4),-applicable to, disposi- 
tions occurring after February 22, 1994. 


(2) Transfer of property to corporation from partner- 
ship — Where 


(a) a partnership has disposed, to a iaxable Canadian corporation 
for consideration that includes shares of the corporation’s capital 
stock, of any partnership property that was 


(i) a capital property (other than real property, or an interest 
in or an option in respect of real property, where the partner- 
ship was not a Canadian partnership at the time of the 
meinen 


_ Proposed Amendment — 85(2)(a)(i) 
. tal property uae than Teal or immovable pro- 


cn a property sghnike y in any of paragraphs (1.1)(c) to (f), 
or 


(ili) a property that would be described in paragraph (1.1)(g) 
or (g.1) if the references in those paragraphs to “taxpayer” 
were read as “partnership”, and 


(b).the corporation and all the members of the partnership have 
jointly so elected, in prescribed form and within the time re- 
ferred to in subsection (6), 


paragraphs (1)(a) to (1) are applicable, with such modifications as 
the circumstances require, in respect of the disposition. as if the part- 
nership were a taxpayer resident in Canada who had disposed of the 
property to the corporation. 


Related Provisions: 13(21.2)(d) — No election allowed on certain transfers of de- 
preciable property where UCC exceeds fair market value; 40(3.3), (3.4) — Limitation 
on loss. where share acquired by affiliated person; 51(4) — Application of 85(2) to ex- 
change of convertible property; 54.2 — Certain shares deemed to be capital property; 
69(11) — Where corporation later sells transferred property and shelters gain; 85(3) — 
Where partnership wound up; 85(5) — Rules on transfers of depreciable property; 
85(6) — Time for election; 86(3)(a) — Section 86 does not apply where 85(2) applies; 
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139.1(4)(c) — No election allowed re ownership rights on demutualization of insurer; 
248(4) — Interest in real property, 248(4.1) — Meaning of “real right in an immov- 
able”; 248(37)(f) — Rule limiting value of donated property does not apply to certain 
85(2) rollovers; Reg. 5301(8) — Effect of transfer on instalment base of transferee; 
Canada-U.S. Tax Treaty:Art. XIII:8 — Deferral of tax for U.S. resident transferor. 


History: The portion of subsec. 85(2) before para. (b) amended by 1998, c. 19, subsec. 
116(1), applicable to dispositions that occur after June 20, 1996. That portion formerly 
read: 


(2) Where, after May 6, 1974, 


(a) a partnership has disposed of any partnership property that was a capital 
property (other than real property, or an interest in or an option in respect of 
real property, owned by a partnership that was not a Canadian partnership at 
the time of the disposition), a Canadian resource property, a foreign resource 
property, an eligible capital property, an inventory (other than real property) 
or a property (other than a capital property or an inventory) that is a security 
or ‘debt obligation used by it in the year in, or held by it in the year in the 
course of, carrying on the business of insurance or lending money to a taxa- 
ble Canadian corporation for consideration that includes shares of the capital 
stock of the corporation, and 


1.T. Application Rules: 20(1.2) (transfer of depreciable property by person who 
owned it before 1972). 


Interpretation Bulletins: IT-217R: Depreciable property: owned on December 31, 
1971 (archived); IT-378R: Winding-up. of a partnership; IT-457R: Election by profes- 
sionals to exclude work in progress from. income. 


Information Circulars: 76-19R3: Transfer of property to a corporation under s.-85. 


Forms: T2 SCH 44: Non-arm’s length transactions; T2058: Election on disposition of 
property by a partnership to a taxable Canadian corporation. 


(2.1) Computing paid-up capital — Where subsection (1) or (2) 
applies to a disposition of property (other than a disposition of pro- 
perty to which section 84.1 or 212.1 applies) to a corporation by a 
person or partnership (in this subsection referred to as the 
“taxpayer’’), 


(a) in computing the paid-up capital in respect of any particular 
class of shares of the capital stock of the corporation at the time 
of, and.at any time after, the issue of shares of the capital stock 
of the corporation in consideration for the disposition of the pro- 
perty, there shall be deducted an amount determined by the 
formula 


C 
eB 


where 


A is the increase, if any, determined without reference to this 
section as it applies to the disposition of the property, in the 
paid-up capital in respect of all the shares of the capital stock 
of the corporation as a result of the acquisition by the corpo- 
ration of the property, 


B. is the amount, if any, by which the corporation’s cost of the 
property, immediately after the acquisition, determined under 
subsection (1) or (2), as the case may be, exceeds the fair 
market value, immediately after the acquisition, of any con- 
sideration (other than shares of the capital stock of the corpo- 
ration) received by the taxpayer from the corporation for the 
property, and 


C is the increase, if any, determined without reference to this 
section as it applies to the disposition of the property, in the 
paid-up capital in respect of the particular class of shares as a 
result of the acquisition by the corporation of the property; 
and 


(b) in computing the paid-up capital, at any time after November 
21, 1985, in respect of any class of shares of the capital stock of 
a corporation, there shall be added an amount equal to the lesser 
of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of that class paid after November 21, 1985 and 
before that time by the corporation 


Income, Tax Act, Part I; Division B 


i} 


exceeds 


(B) the total of such dividends that would be determined — 

under clause (A) if the Act were read without reference to | 

paragraph (a), and i 

(ii) the total of all amounts required by paragraph (a) to be | 

deducted in computing the paid-up capital in respect of that | 

class of shares after November 21, 1985 and before that time. | 
Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: All that portion of subsec. 85(2.1) preceding the formula in para. (a) substi- 
tuted by 1994, c. 21, subsec. 36(2), applicable to dispositions occurring after November — 
21, 1985 and, notwithstanding subsections 152(4) to (5), such assessments and determi- 
nations in respect of any taxation year may be made as are consequential on the appli- 
cation of the provision, as amended, to dispositions occurring before 1993. That portion 
of the subsec. formerly read: 
(2.1) Computation of paid-up capital — Where subsection (1) or (2) has been 
applicable in respect of a disposition to a corporation, after November 21, 1985, 
of property (other than a disposition of property in respect of which section 84.1 
or 212.1 applies).by a person or partnership (in this subsection referred to as the 
“taxpayer’), the following rules apply: 
(a) in computing the paid-up capital, at any time after the disposition of the 
property, in respect of any particular class of shares of the capital stock of 
the corporation, there shall be deducted an amount determined by the 
formula 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm corpo- 
ration; ATR-32: Rollover of fixed assets from Opco into Holdco; ATR-35: Partitioning 
of assets to get specific ownership — “butterfly”; ATR-36: Estate freeze. 


(3) Where partnership wound up — Where, 


(a) in respect of any disposition of partnership property of a 
partnership to a corporation, subsection (2) applies, 


(b) the affairs of the partnership were wound up within 60 days 
after the disposition, and 


(c) immediately before the winding-up there was no partnership 
property other than money or property received from the corpo- 
ration as consideration for the disposition, 


the following rules apply: 


(d) the cost to any member of the partnership of any property 
(other than shares of the capital stock of the corporation or a 
right to receive any such shares) received by the member as con- 
sideration for the disposition of the member’s partnership inter- 
est on the winding-up shall be deemed to be the fair market 
value of the property at the time of the winding-up, 


(e) the cost to any. member of the partnership of any preferred 
shares of any class of the capital stock of the corporation receiv- 
able by the member as consideration for the disposition of the 
member’s partnership interest on the winding-up shall be 
deemed to be 


(1) where any common shares of the capital stock of the cor- 
poration were also receivable by the member as considera- 
tion for the disposition of the interest, the lesser of 


(A) the fair market value, immediately after the winding- 
up, of the preferred shares of that class so receivable by 
the member, and 


(B) that proportion of the amount, if any, by which the 
adjusted cost base to the member of the member’s part- 
nership interest immediately before the winding-up, ex- 
ceeds the total of the fair market value, at the time of the 
winding-up, of the consideration (other than shares of the 
capital stock of the corporation or a right to receive any 
such shares) received by the member for the disposition 
of the interest, that 


(1) the fair market value, immediately after the wind- 
ing-up, of the preferred shares of. that class so receiva- 
ble by the member, 

is of 
(Il) the fair market value, immediately after the wind- 
ing-up, of all preferred shares of the capital stock of 
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the corporation receivable by the member as consider- | 


ation for the disposition, and 
(ii) in any other case, the amount determined’ under ial 


(i)(B), 

(f) the cost to any member of the, par ierohigh of. any) common 
shares of any class of the capital stock of the corporation receiv- 
able by the member as consideration for the disposition of the 
member’s» partnership interest: on» ‘the winding-up» shall be 
deemed to be that proportion of the amount, if any,’ by which the 
adjusted cost base to the member of the member’s’ partnership 
interest immediately before the winding-up exceeds the total of 
the fair market value, at the time of the winding-up, of the con- 
sideration (other than shares of the capital stock of the corpora- 
tion or a right to receive any such shares) received by the mem- 
ber for the disposition of the interest and the cost to the member 
of all preferred shares of the capital stock of the corporation re- 
ceivable by the member. as.consideration for the disposition of 
the interest, that 


(i) the fair market value, immediately after the winding-up, 
of the common shares of that class so receivable by the 
member, 


is of 
(ii) the fair market value, immediately after the winding-up, 
of all common shares of the capital stock of the corporation 


so receivable by the member. as consideration, for the 
disposition, 


(g) the proceeds of dicpawtion of the partnership intetest of any 
member of the partnership shall be deemed to be the cost to the 
member of all shares and property receivable or received by the 
member as consideration for ‘the disposition of the interest plus 
the amount of any money received by the member as considera- 
tion for the disposition, and 


(h) where the partnership has distributed partnership property re- 
ferred to in paragraph (c) to a member of the partnership, the 
partnership shall be deemed to have disposed of that property for 
proceeds equal to the cost amount to the partnership of the pro- 
perty immediately before its distribution. 


Related Provisions: 69(11)(a)@) — Exception to rule deeming proceeds at FMV 
where capital gains exemption claimed after incorporation of partnership; 98(2) — 
Deemed. proceeds; 98(4) — Winding-up of partnership. 


1.T. Application Rules: 20(1.2) (transfer of ere property by person who 
owned it before 1972). 


Interpretation Bulletins: IT-217R: Depreciable property owned on December 31, 
1971 (archived); IT-242R: Retired partners; IT-338R2: Partnership interests — effects 
on adjusted cost base resulting from the admission or,retirement of a partner (archived); 
IT-378R: Winding-up of a partnership; IT-457R: Election by professionals to exclude 
work in progress from income. 


(4) [Repealed] 


History: Subsec. 85(4) repealed by 1998, c. 19, subsec. 116(3), applicable, subject to 
s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end/of the Act), to disposi- 
tions of property that occur after April 26, 1995. The subsec. formerly read: 


(4) Loss from disposition to controlled corporation — Where a taxpayer or a 
partnership (in this subsection referred to as the “‘taxpayer’) disposes of any cap- 
ital property (other than. depreciable property of a prescribed class) of the tax- 
payer or eligible capital property in respect of a business of the taxpayer in re- _. 
spect of which the taxpayer would, but for this subsection, be permitted a 
deduction under paragraph 24(1)(a), to a corporation that, immediately after the 
disposition is controlled, directly or indirectly in any manner whatever, by the 
taxpayer, by the spouse of the taxpayer or by a person or group of persons by 
whom the taxpayer is controlled, directly or indirectly in any manner whatever, 


(a) notwithstanding any other provision of this Act, 
(i) the capital loss therefrom, and 


(ii) any deduction under paragraph 24(1)(a) in respect of the business in 
computing the taxpayer’s income for the taxation year in which the tax- 
payer ceased to carry on the business 


shall be deemed to be nil; and 


(b) except where the property so disposed of was, immediately after the dis- 
position, an obligation that was payable to the corporation by another corpo- 
ration that is related tothe corporation or by a corporation or a partnership 
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that would be related to the corporation if paragraph 80(2)(j) applied ‘for the 
purpose of this paragraph) in computing the adjusted cost base ‘to the! tax- 
payer of all shares of any particular class of theicapital stock of the corpora- 
tion owned by the taxpayer immediately after the disposition, there shall be 
added. that proportion of the amount, if, any, by which 


' (i) the cost amount to the taxpayer immediately before the disposition of 
the property so disposed of, 


exceeds the total of 


(ii) the taxpayer’s proceeds of disposition of the property or, where the 
property is an eligible capital property, 4/3 of the taxpayer’s eligible’ 
capital amount resulting from. the disposition of the property, and 


(ii.1), where the: property. disposed. of by. the taxpayer is a share of the 
capital stock of.a corporation, the total of all amounts each of which. is 
an amount that, but for paragraphs (a) and 40(2)(e), would be deducted 


(A) under, subsection 93(2) or 112(3) or (3.2), in computing a.loss of . 
. the taxpayer from the disposition, or 


(B) where the taxpayer is a partnership, bya corporation that,is:a 
member of the partnership under subsection 112(3.1) in computing 
its share of the loss of the partnership from the disposition, 


that 


(iii) the fair market value, immediately after the. disposition, of all shares 
of that class so owned by the taxpayer, ~ 


is of ps 
(iv) the fair market value, immediately after the disposition, of all shares 
of the capital stock of the corporation so owned by the taxpayer. 


Subpara. 85(4)(b)(ii). amended by 1998, c. 19, subsec.. 116(2), applicable 


(a) in the case of a corporation, to dispositions by'it of property that occur after the 
beginning of its first taxation year‘that begins after June 1988; and 


(b) in any other case, to dispositions of property in respect of a business that occur 
after the beginning of the first fiscal period, that begins after 1987, of the business. 


The subpara. formerly read; 


(ii) the taxpayer’s' proceeds of disposition of the property or; where the property 
is an eligible; capital property, the taxpayer’s.eligible capital amount resulting 
from the disposition of the property, and 


The opening words of para. 85(4)(b) amended. by. 1995,-c..21, s. 28, applicable to pro- 
perty disposed).of after July 12, 1994, other than property. disposed of, pursuant to an 
agreement, in writing entered into before July 13, 1994. The opening words formerly 
read: 


(b) in computing the adjusted cost base: to the taxpayer of all shares of any par- 

ticular class of the capital stock of the corporation owned by the taxpayer imme- 

diately after the disposition, there shall be added that proportion of the amount, if 
“any, by which 


The opening words: of para. 85(4)(b) substituted i 19945 ~c. 21, 
applicable» © 


subsec. 36(3), 


‘(a) in the case of a corporation, to dispositions by it of property occurring after the 
beginning of its first taxation year that begins after June 1988; and 


(b) in any other case, to dispositions of property in respect of a business occurring 
after the beginning of the first fiscal period, that begins after 1987, of the business. 


The opening words of that para. formerly read: 


(b) in computing the adjusted cost base to the taxpayer.of all shares of any..par- 
ticular class of the capital stock of the corporation owned by the taxpayer imme- 
diately after the disposition, there shall be added, in the case of capital property, 
the amount that is equal to, and in the case.of eligible capital property, “/3 of the 
amount that is equal to, that proportion ofthe amount, if any, by which 


That portion of, subsec.'85(4) preceding para. (b) substituted by 1994, c.7,/Sch. II 
(1991, c. 49), subsec. 64(5), applicable. to: dispositions occurring after July 13,,1990. 
That portion formerly read; 


(4) Where loss from disposition of property. to controlled corporation — 
Where a taxpayer or a partnership (in this subsection referred to as the taxpayer) 
has, after May 6, 1974, disposed of any capital property or eligible capital pro- 
perty of the taxpayer to a corporation that, immediately after the disposition, was 
controlled, directly or indirectly in any manner whatever, by the taxpayer, by the 
spouse of the taxpayer or!by a person or group of persons by. whom the taxpayer 
was controlled, directly or indirectly in any manner whatever, and, but: for this 
subsection, subsection.24(2) and paragraphs 40(2)(e) and (g), the taxpayer would 
have had a capital loss therefrom or a deduction pursuant to paragraph 24(1)(a) 
in computing the taxpayer’s income for the taxation year in which the taxpayer 
ceased to carry on a business, as the case may be, the following rules apply: 


(a) notwithstanding section 24 and paragraphs 40(2)(e) and (g), the: tax- 
payer’s capital loss therefrom, or the taxpayer’s deduction pursuant to para- 
graph 24(1)(a) in:computing the taxpayer’s income for the taxation year in 
which the taxpayer ceased to carry on the business, as the case may be, oth- 
erwise determined shall be deemed to be nil; and i 


479 


S. 85(4) 


That portion of para. 85(4)(b) between subparas. (i) and (iii) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 64(6), applicable with respect to dispositions occurring 
after July 13, 1990. That portion formerly read: 
exceeds 
(ii) the taxpayer’s proceeds of disposition of the property or, where the pro- 
perty was an eligible capital property, the taxpayer’s eligible capital amount, 
as a result of the disposition of that property 
that 
Selected Cases [subsec. 85(4)]: Miller Estate v. R., [2002] 1 C.T.C. 2555 (TCC) 
(Temporary restraining order did not affect control of shares). 


(5) Rules on transfers of depreciable property — Where 
subsection (1) or (2) has applied to a disposition at any time of de- 
preciable property to a person (in this subsection referred to as the 
transferee”) and the capital cost to the transferor of the property 
exceeds the transferor’s proceeds of disposition of the property, for 
the purposes of sections 13 and 20 and any regulations made for the 
purpose of paragraph 20(1)(a), 

(a) the capital cost to the transferee of the property is deemed to 

be the amount that was its capital cost to the transferor; and 


(b) the excess is deemed to have been deducted by the transferee 
under paragraph 20(1)(a) in respect of the property in computing 
income for taxation years that ended before that time. 
Related Provisions: 13(7)(e) — Similar rule on non-arm’s length transfer of depre- 
ciable property; 132.2(1)(d) [to be repealed], 132.2(5)(d) [draft] — Parallel rule on mu- 
tual fund reorganization. 
History: Subsec. 85(5) amended by 1998, c. 19, subsec. 116(4), applicable, subject to 
s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. The subsec. formerly read; 
(5) Where subsection (1), (2) or (5.1) has applied in respect of a disposition of 
depreciable property to a person or partnership (in this subsection referred to as 
the “transferee’”’) and the capital cost to the transferor of the property exceeds the 
transferor’s proceeds of disposition of the property, for the purposes of sections 
13 and 20 and any regulations made under paragraph 20(1)(a), 
(a) the capital cost of the property to the transferee shall be deemed to be the 
amount that was the capital cost of the property to the transferor; and 
(b) the excess shall be deemed to have been allowed to the transferee in 
respect of the property under regulations made under paragraph 20(1)(a) in 
computing income for taxation years before the acquisition by the transferee 
of the property. 
Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


(5.1) Acquisition of certain tools —capital cost and 
deemed depreciation — If subsection (1) has applied in respect 
of the acquisition at any particular time of any depreciable property 
by a corporation from an individual, the cost of the property to the 
individual was included in computing an amount under paragraph 
8(1)(r) or (s) in respect of the individual, and the amount that would 
be the cost of the property to the individual immediately before the 
transfer if this Act were read without reference to subsection 8(7) 
(which amount is in this subsection referred to as the “individual’s 
original cost’) exceeds the individual’s proceeds of disposition of 
the property, 

(a) the capital cost to the corporation of the property is deemed 

to be equal to the individual’s original cost; and 


(b) the amount by which the individual’s original cost exceeds 
the individual’s proceeds of disposition in respect of the pro- 
perty is deemed to have been deducted by the corporation under 
paragraph 20(1)(a) in respect of the property in computing in- 
come for taxation years that ended before that particular time. 
Related Provisions: 56(1)(k) — Income inclusion where tools disposed of without 
rollover; 97(5) — Parallel rule for rollover to partnership. 
History: The opening words of subsec. 85(5.1) amended by 2007, c. 2, s. 13, applica- 
ble to 2006 et seg. The opening words formerly read: 
(5.1) Acquisition of apprentice tools, re capital cost and deemed deprecia- 
tion — If subsection (1) has applied in respect of the acquisition at any particular 
time of any depreciable property by a corporation from an individual, the cost of 
the property to the individual was included in computing an amount under para- 
graph 8(1)(r) in respect of the individual, and the amount that would be the cost 
of the property to the individual immediately before the transfer if this Act were 
read without reference to subsection 8(7) (which amount is in this subsection 
referred to as the “individual’s original cost”) exceeds the individual’s proceeds 
of disposition of the property, 
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Subsec. 85(5.1) added by 2002, c. 9, s. 29, applicable to dispositions that occur after 
2001. 
Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 
History [former subsec. 85(5.1)]: Subsec. 85(5.1) repealed by 1998, c. 19, subsec. 
116(5), applicable, subject to s. 247 of 1998, c. 19 (grandfathering rule reproduced at 
the end of the Act), to dispositions of property that occur after April 26, 1995. The 
subsec. formerly read: 
(5.1) Idem — Where a person or.a partnership (in this subsection referred to as 
the “taxpayer”) has disposed of any depreciable property of a prescribed class of 
the taxpayer to a transferee that was 
(a) a corporation that, immediately after the disposition, was controlled, di- 
rectly or indirectly in any manner whatever, by the taxpayer, by the spouse 
of the taxpayer or by a person, group of persons or partnership by whom or 
which the taxpayer was controlled, directly or indirectly in any manner 
whatever, 
(b) a person, spouse of a person, member of a group of persons or partner- 
ship who or that immediately after the disposition controlled the taxpayer, 
directly or indirectly in any manner whatever, or 
(c) a partnership and, immediately after the disposition, the taxpayer’s inter- 
est.in the partnership as a member thereof is as described in paragraph 
97(3.1)(a) or (b), 
and the fair market value of the property at the time of the disposition is less than 
both the cost to the taxpayer of the property and the amount (in this subsection 
referred to as the “proportionate amount’) that is the proportion of the un- 
depreciated capital cost to the taxpayer of all property of that class immediately 
before the disposition that the fair market value of the property at the time of the 
disposition is of the fair market value of all property of that class at the time of 
disposition, the following rules apply: 
(d) subsections (1) and (2) and section 97 are not applicable with respect to 
the disposition, 
(e) the lesser of the cost to the taxpayer of the property and the proportionate 
amount in respect of the property shall be deemed to be the taxpayer’s pro- 
ceeds of disposition and the transferee’s cost of the property, 
(f) where two or more depreciable properties of a prescribed class of the 
taxpayer are disposed of at the same time, paragraph (e) applies as if each 
property so disposed of had been separately disposed of in the order desig- 
nated by the taxpayer or, if the taxpayer does not so designate any such or- 
der, in the order designated by the Minister, and 
(g) the cost to the taxpayer of any particular property received by the tax- 
payer as consideration for the disposition shall be deemed to be an amount 
equal to the lesser of 
(i) the fair market yalue of the particular property at the time of the dis- 
position, and 
(ii) that proportion of the fair market value, at the time of the disposi- 
tion, of the property disposed of by the taxpayer that 
(A) the amount determined under subparagraph (1) 
is of 
(B) the fair market value, at the time of the disposition, of all 
properties received by the taxpayer as consideration for the 
disposition. 
Selected Cases [former para. 85(5.1)(e)]: Terminal Norco Inc. v. R., [2006] 4 
C.T.C. 2329 (TCC) (Intention not to retain control after transfer insufficient to avoid 
application of provision). 


(6) Time for election — Any election under subsection (1) or (2) 
shall be made on or before the day that is the earliest of the days on 
or before which any taxpayer making the election is required to file 
a return of income pursuant to section 150 for the taxation year in 
which the transaction to which the election relates occurred. 


Related Provisions: 85(7)-(9) — Late-filed election. 


(7) Late filed election — Where the election referred to in sub- 
section (6) was not made on or before the day on or before which 
the election was required by that subsection to be made and that day 
is after May 6, 1974, the election shall be deemed to have been 
made on that day if, on or before the day that is 3 years after that 
day, 

(a) the election is made in prescribed form; and 

(b) an estimate of the penalty in respect of that election is paid 


by the taxpayer or the partnership, as the case may be, when that 
election is made. 


Related Provisions: 85(8), (9) — Penalty for late-filed election. 
Information Circulars: 76-19R3: Transfer of property to a corporation under s. 85. 
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CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — section 85 
rollovers, 


(7.1) Special cases — Where, in the opinion of the Minister, the 
circumstances of a case are such that it would be just and equitable 


(a) to permit an election under subsection (1) or (2) to be made 
after the day that is 3 years after the day on or before which the 
election was required by subsection (6) to be made, or 


(b) to permit an election made under subsection (1) or (2) to be 
amended, 


the election or amended election shall .be deemed to have been 
made on the day on or before which the election was so required to 
be made if 


© 


(c) the election or amended election is made in prescribed form, 
and 


(d) an estimate of the penalty in respect of the election or 
amended election is paid by the taxpayer or partnership, as the 
case may be, when the election or amended election is made, 


and where this subsection applies to the amendment of an election, 
that election shall be deemed not to have been effective. 


Related Provisions: 85(8), (9) — Penalty for late-filed election. 


Selected Cases [subsec. 85(7.1)]: Bugera v. MNR, [2003] 3 C.T.C. 256 (FCTD) 
(Late-filed elections not allowed; Minister’s discretion to refuse upheld where retroac- 
tive tax planning involved). 


Information Circulars: 76-19R3: Transfer of property to a corporation under s. 85; 
07-1: Taxpayer relief provisions. 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — section 85 
rollovers. ; 


(8) Penalty for late filed election — For the purposes of this 
section, the penalty in respect of an election or an amended election 
referred to in paragraph (7)(a) or (7.1)(c) isan amount equal to the 
lesser of 


(a) 4 of 1% of the amount, if any, by which 


(i) the fair market value of the property in respect of which 
that election or amended election was made, at the time the 
property was disposed of, 


exceeds 


(ii) the amount agreed on in the election or amended election 
by the taxpayer or partnership, as the case may be, and the 
corporation, 


for each month or part of a month during the period commenc- 
ing with the day on or before which the election is required by 
subsection (6) to be made and ending on the day the election or 
amended election is made, and 


(b) an amount, not exceeding $8,000, equal to the product ob- 
tained by multiplying $100 by the number of months each of 
which is a month all or part of which is during the period re- 
ferred to in paragraph (a). 

Related Provisions: 220(3.1) — Waiver of penalty by CRA. 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — section 85 
rollovers. 


(9) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine each election and amended election referred 
to in paragraph (7)(a) or (7.1)(c), assess the penalty payable and 
send a notice of assessment to the taxpayer or partnership, as the 
case may be, and the taxpayer or partnership, as the case may be, 
shall pay forthwith to the Receiver General the amount, if any, by 
which the penalty so assessed exceeds the total of all amounts pre- 
viously paid on account of that penalty. 

Definitions [s. 85]: “acquired” — 256(7)-(9); “adjusted cost base” — 54, 248(1); 
“adjustment time” — 14(5), 248(1); “amount” — 248(1); “arm’s length” — 251(1); 
“assessment”, “business” — 248(1); “Canada” — 255; “Canadian corporation” — 
89(1), 248(1); “Canadian partnership’ — 102(1), 248(1); “Canadian resource pro- 
perty” — 66(15), 248(1); “capital loss” — 39(1)(b), 248(1); “capital property” — 54, 
248(1); “cash method” — 28(1), 248(1); “class of shares” — 248(6); “common 
share” — 248(1); “control” — 256(6)-(9); “controlled” — 256(6), (6.1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “cumulative eligible capital” — 14(5), 
248(1); “depreciable property” — 13(21), 248(1); “designated insurance property” — 
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138(12), 248(1); “disposition” — 248(1); “eligible capital property” — 54, 248(1); “el- 
igible property” — 85(1.1), (1.11); “farming” — 248(1);. “financial institution” — 
85(1.4), .142.2(1); “foreign affiliate” — 95(1), 248(1); “foreign resource property” — 
66(15), 248(1); “immovable” — Quebec Civil Code art. 900-907; “individual”, “in- 
surer” — 248(1); “interest” — in real property 248(4); “inventory” — 248(1); “mark- 
to-market property” — 85(1.4), 142.2(1); “Minister”, “NISA Fund No. 2”, “non-resi- 
dent” — 248(1); “paid-up capital” — 89(1), 248(1); “passenger vehicle”, “person”, 
“preferred share”, “prescribed”, “property” — 248(1); “qualifying share” — 192(6), 
248(1) [not intended to apply to s. 85]; “real right in an immovable” — 248(4.1); “reg- 
ulation” — 248(1); “related’” — 251(2); “resident in Canada” — 94(3)(a)(viii), 250; 
“series of transactions” — 248(10); “share”, “shareholder” — 248(1); “specified debt 
obligation” — 85(1.4), 142.2(1); “specified participating interest’ — 248(1); “taxable 
Canadian corporation” — 89(1), 248(1); “taxable Canadian property” — 248(1); “taxa- 
ble dividend” — 89(1), 248(1); “taxation year’ — 249; “taxpayer” — 248(1); “un- 
depreciated capital cost” — 13(21), 248(1); “wholly owned corporation” — 85(1.3). 
Interpretation Bulletins [s. 85]: IT-188R: Sale of accounts receivable... 


Information Circulars [s. 85]: 76-19R3: Transfer of property to a corporation under 
s, 85. 


85.1 (1) Share for share exchange — Where shares of any par- 
ticular class of the capital stock of a Canadian corporation (in this 
section referred to as the “purchaser’’) are issued to a taxpayer (in 
this section referred to as the “vendor’’) by the purchaser in ex- 
change for a capital property of the vendor that is shares of any 
particular class of the, capital stock (in this section referred to as the 
“exchanged shares’) of another corporation that is a taxable Cana- 
dian corporation (in. this. section referred to as the “acquired corpo- 
ration”), subject to subsection (2), 


(a) except where the vendor has, in the vendor’s return of in- 
come for the taxation year in which the exchange occurred, in- 
cluded in computing the vendor’s income for that year any por- 
tion of the gain or loss, otherwise determined, from the 
disposition of the exchanged shares, the vendor shall be deemed 


(i) to have disposed of the exchanged shares for proceeds of 
disposition equal to the adjusted cost base to the vendor of 
those shares immediately before the exchange, and 


(i1) to have acquired the shares of the purchaser at a cost to 
the vendor equal to the adjusted cost base to the vendor of 
the exchanged shares immediately before the exchange, 


and where the exchanged shares were taxable Canadian property 
of the vendor, the shares of the purchaser so acquired by the 
vendor are deemed to be, at any time that is within 60 months 
after the exchange, taxable Canadian property of the vendor; and 


(b) the cost to the purchaser of each exchanged share, at any 
time up to and including the time the purchaser disposed of the 
share, shall be deemed to be the lesser of 


(i) its fair market value immediately before the exchange, 
and 


(ii) its paid-up capital immediately before the exchange: 


Related Provisions: 7(1.5) — Shares acquired through employee stock option; 
40(3.5)(b)(ii) — Application of loss deferral rules on share exchange; 85.1(2) — 
Where rollover not to apply; 85.1(2.2) — Issuance to trust under court-approved plan; 
85.1(3)-(6) — Exchange. of foreign share for foreign share; 85.1(6.1) — Issuance to 
trust under court-approved plan; 107(2)(d.1)(iii), 107.4(3)(f) — Deemed taxable Cana- 
dian property retains status when rolled out of trust or into trust; 112(7) — Application 
of stop-loss rule where shares exchanged; 128.3 — Deferral applies to post-emigration 
disposition for certain purposes; 219.1 — Corporate emigration; 248(25.1) — Deemed 
taxable Canadian property retains status through trust-to-trust transfer; 256(7)(c), (d) — 
Whether control of corporation acquired on rollover; Canada-U.S. Tax Treaty:Art. 
XIII:8 — Deferral of tax for U.S. resident transferor. 


History: The closing words of para. 85.1(1)(a) amended by 2010, c. 12, subsec. 7(1), 
to substitute “are deemed to be, at any time that is within 60 months after the exchange, 
taxable” for “shall be deemed to be taxable”, applicable in determining after March 4, 
2010 whether a property. is taxable Canadian property of a taxpayer. 


That portion of subsec. 85.1(1) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), s. 36, applicable to exchanges of shares occurring after December 20, 
1991. That portion formerly read: 


85.1 (1) Where shares of any particular class of the capital stock of a Canadian 
corporation (in this section referred to as the “purchaser’”’) have, after May 6, 
1974, been issued to a taxpayer (in this section referred to as the “vendor’’) by 
the purchaser in exchange for capital property of the vendor that is shares of any 
particular class of the capital stock (in this section referred to as the “exchanged 
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shares”) of another corporation (in this section referred to as the “acquired cor- 
poration”), subject to subsection (2), the following rules apply: 


Selected Cases [subsec. 85.1(1)]: Tremblay v. R., [2010] 6 C.T.C. 262 (FCA) 
(Provision applied; 84(2) inapplicable because property received was never property of 
the corporation). 


.T. Application Rules: 26(26), (28). 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
291R3: Transfer of property to a corporation under subsection 85(1); IT-450R: Share 
for share exchange. 


Advance Tax Rulings: ATR-26: Share exchange. 


(2) Where subsec. (1) does not apply — Subsection (1) does 
not apply where 


(a) the vendor and purchaser were, immediately before the ex- 
change, not dealing with each other at arm’s length (otherwise 
than because of a right referred to in paragraph 251(5)(b) that is 
a right of the purchaser to acquire the exchanged shares); 


(b) the vendor or persons with whom the vendor did not deal at 
arm’s length, or the vendor together with persons with whom the 
vendor did not deal at arm’s length, 


(1) controlled the purchaser, or 


(ii) beneficially owned shares of the capital stock of the pur- 
chaser having a fair market value of more than 50% of the 
fair market value of all of the outstanding shares of the capi- 
tal stock of the purchaser, 


immediately after the exchange; 


(c) the vendor and the purchaser have filed an election under 
subsection 85(1) or (2) with respect to the exchanged shares; 


(d) consideration other than shares of the particular class of the 
capital stock of the purchaser was received by the vendor for the 
exchanged shares, notwithstanding that the vendor may have 
disposed of shares of the capital stock of the acquired corpora- 
tion (other than the exchanged shares) to the purchaser for con- 
sideration other than shares of one class of the capital stock of 
the purchaser; or 


(e) the vendor 


(i) is a foreign affiliate of a taxpayer resident in Canada at the 
end of the taxation year of the vendor in which the exchange 
occurred, and 


(ii) has included any portion of the gain or loss, otherwise 
determined, from the disposition of the exchanged shares in 
computing its foreign accrual property income for the taxa- 
tion year of the vendor in which the exchange occurred. 


Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 


History: Para. 85.1(2)(e) added by 2001, c. 17, subsec. 63(1), applicable to exchanges 
that occur after 1995. 


Para. 85.1(2)(a) substituted by 1994, c. 21, s. 37, applicable to exchanges occurring 
after December 21, 1992. That para. formerly read: 


(a) the vendor and purchaser were, immediately before the dae a wack not dealing 
with each other at arm’s length; 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
291R3: Transfer of property to a corporation under subsection 85(1); IT-450R: Share 
for share exchange. 


Advance Tax Rulings: ATR-26: Share exchange. 


(2.1) Computation of paid-up capital — Where, at any time, a 
purchaser has issued shares of its capital stock as a result of an ex- 
change to which subsection (1) applied, in computing the paid-up 
capital in respect of any particular class of shares of its capital stock 
at any particular time after that time 


(a) there shall be deducted that proportion of the amount, if any, 
by which 


(i) the increase, if any, as a result of the issue, in the paid-up 
capital in respect of all the shares of the capital stock of the 
purchaser, computed without reference to this subsection as 
it applies to the issue, 
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exceeds 


(ii) the paid-up capital in respect of all of the exchanged 
shares received as a result of the exchange 


that 


(iii) the increase, if any, as a result of the issue, in the paid-up 
capital in respect of the particular class of shares, computed 
without reference to this subsection as it applies to the issue, 


is of 
(iv) the amount, if any, determined in subparagraph (i) in re- 
spect of the issue; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of that class paid by the purchaser before the 
particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(11) the total of all amounts required by paragraph (a) to be 
deducted in respect of that particular class of shares before 
the particular time. 

Related Provisions: 219.1 — Corporate emigration; 256(6), (6.1) — Meaning of 

“controlled”. 

Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 


291R3: Transfer of property to a corporation under subsection 85(1); IT-450R: Share 
for share ‘eexchange, 


_ Proposed Addition. — 85.1(2.2) _ 


(2. 2) lésuanes deemed made to vendor - — For the purposes 
of subsection (1), if a purchaser issues shares of a class of its capi- 
tal stock (in this subsection referred to as “purchaser shares’) to a 
trust under a court-approved plan or scheme of arrangement in 
consideration. for which a vendor disposes of exchanged shares 
that trade on a designated stock exchange to the purchaser solely 
for purchaser shares that are widely traded on a designated stock 
exchange immediately after and as part of completion of the plan. 
or scheme of arrangement, the issuance to the trust is cat to 
be an issuance to the vendor. ' 

Application: The November 5, 2010 draft legislation (sek technical), ' subsec. 
16(1), will add subsec. 85. 12.2), applicable to share exchanges made after June 2005 
except that it does not apply | to a particular share exchange of a taxpayer that occurs 
before November 5, 2010 if, within six months of being advised by the Minister of 
National Revenue that the amendment applies to faut percha, the taxpayer oes 
not to have it apply to the exchange. ae 


Technical Notes: New subsection 85.1(2.2) peovidel a deeming rule for the pur- 
pose of subsection 85.1(1) under which certain share issues made by a taxable Cana- 
dian corporation (the purchaser corporation) to a trust under a court-approved plan of 
arrangement are deemed to be issued to a person (the yendor) who exchanges. the 
vendor’s shares of a taxable Canadian corporation for the shares issued by the pur- 
chaser corporation. For this deeming rule to apply, the vendor must dispose of the 
vendor's shares to the purchaser corporation solely for the shares issued by the pur- — 
chaser corporation. As well, the vendor’s shares must trade on a designated stock 
exchange and be disposed of for shares of the purchaser corporation that are widely 
traded on a designated stock exchange os after and as part of piso deal of 
the plan of arrangement. b 4i 


Letter from Dept. of Finance, Dec. 16, 2005: See under 85.1(6. 1). 


(3) Disposition of shares of foreign affiliate — Where a tax- 
payer has disposed of capital property that was shares of the capital 
stock of a foreign affiliate of the taxpayer to any corporation that 
was, immediately following the disposition, a foreign affiliate of the 
taxpayer (in this subsection referred to as the “acquiring affiliate’) 
for consideration including shares of the capital stock of the a ARAM: 
ing affiliate, 


(a) the cost to the taxpayer of any property (other than shares of 
the capital stock of the acquiring affiliate) receivable by the tax- 
payer as consideration for the disposition shall be deemed to be 
the fair market value of the property at the time of the 
disposition; 
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(b) the cost to the taxpayer of any shares of any class of the 
capital stock of the acquiring affiliate receivable by the taxpayer 
as consideration for the disposition shall be deemed to be. that 
proportion of the amount, if any, by which the total of the ad- 
justed cost bases to the taxpayer, immediately before the dispo- 
sition, of the shares disposed of exceeds the fair market value at 
that time of the consideration receivable for the disposition 
(other than shares of the capital stock of the acquiring affiliate) 
that 


(i) the fair market value, immediately after the disposition, of 
those shares. of the acquiring affiliate of that class 


is of 
(ii) the fair market value, immediately after the disposition, 


of all shares of the capital stock of the acquiring affiliate re- 
ceivable by the taxpayer as consideration for the disposition; 


(c) the taxpayer’s proceeds of disposition of the shares shall be 
deemed to be an amount equal to the cost to the taxpayer of all 
shares and other property receivable by the taxpayer from the 
acquiring affiliate as consideration for the disposition; and 


(d) the cost to the acquiring affiliate of the shares. acquired from 

the taxpayer shall be deemed to be an amount equal to the tax- 

payer’s proceeds of disposition referred to in paragraph (c). 
Related Provisions: 44.1(6), (7) — Small business investment rollover on exchange 
of shares; 53(1)(c) — Addition to ACB of share; 85.1(4) — Exception. 


(4) Exception — Subsection (3) is not applicable in respect of a 
disposition at any time by a taxpayer of a share of the capital stock 
of a foreign affiliate, all or substantially all of the property of which 
at that time was excluded property (within the meaning assigned by 
subsection 95(1)), to another foreign affiliate of the taxpayer where 
the disposition is part of a series of transactions or events for the 
purpose of disposing of the share to a person who, immediately af- 
ter the series of transactions or events, was a person (other than a 
foreign affiliate of the taxpayer) with whom the taxpayer was deal- 
ing at arm’s length. 

Related Provisions: 248(10) — Series of transactions. 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
291R3: Transfer of property to a corporation under subsection 85(1). 


(5) Foreign share for foreign share exchange — Subject to 
subsections (3) and (6) and 95(2), where a corporation resident in a 
country other than Canada (in this section referred to as the “foreign 
purchaser’) issues shares of its capital stock (in this section referred 
to as the “issued foreign shares’’) to a vendor in exchange for shares 
of the capital stock of another corporation resident in a country 
other than Canada (in this section referred to as the “exchanged for- 
eign shares”) that were immediately before the exchange capital 
property of the vendor, except where the vendor has, in the ven- 
dor’s return of income for the taxation year in which the exchange 
occurred, included in computing the vendor’s income for that year 
any portion of the gain or loss, otherwise determined, from the dis- 
position of the exchanged foreign shares, the vendor is deemed 


(a) to have disposed of the exchanged foreign shares for pro- 
ceeds of disposition equal to the adjusted cost base to the vendor 
of those shares immediately before the exchange, and 


(b) to, have acquired. the issued foreign shares at a cost to the 
vendor equal to the adjusted cost base to the vendor of the ex- 
changed foreign shares immediately before the exchange, 


and where the exchanged foreign shares were taxable Canadian pro- 
perty of the vendor, the issued foreign shares so acquired by the 
vendor are deemed to be, at any time that is within 60 months after 
the exchange, taxable Canadian property of the vendor. 

Related Provisions: 85.1(6)— Where rollover does not apply; 85.1(6.1) — Issu- 
ance to trust under court-approved plan; 86.1(1) — Foreign spinoff; 95(2)(f.6)() — No 
FAPI rollover where 85.1(5) applies; 107(2)(d.1)(iii), 107.4(3)(f) — Deemed taxable 
Canadian property retains status when rolled out of trust or into trust; 248(25.1) — 
Deemed taxable Canadian property retains status through trust-to-trust transfer. 


History: The closing words of subsec. 85.1(5) amended by 2010, c. 12, subsec. 7(2), 
to substitute “to be, at any time that is within 60 months after the exchange, taxable” 
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for “to be taxable”, applicable in determining ‘after March 4, 2010 whether a property is 
taxable Canadian property of a taxpayer. 


Subsec. 85.1(5) added by 2001, c. 17, subsec. 63(2), applicable to exchanges that occur 
after 1995. 


(6) Where subsection (5) does not apply — Subsection (5) 
does not apply where 


(a) the vendor and foreign purchaser were, immediately before 
the exchange, not dealing with each other at arm’s length (other- 
wise than because of a right referred to in paragraph 251(5)(b) 
that is a right of the foreign purchaser to acquire the exchanged 
foreign shares); 


(b) immediately after the exchange the vendor, persons with 
whom the vendor did not deal at arm’s length or the vendor to- 
gether with persons with whom the vendor did not deal at arm’s 
length 


_(i) controlled the foreign purchaser, or 


(ii) beneficially owned shares of the capital stock of the for- 
eign purchaser having a fair market value of more than 50% 
of the fair market value of all of the outstanding shares of the 
capital stock of the foreign purchaser; 


(c) consideration other than issued foreign shares was received 
by the vendor for the exchanged foreign shares, notwithstanding 
that the vendor may have disposed of shares of the capital stock 
of the other corporation referred to in subsection (5) (other than 
the exchanged foreign shares) to the foreign purchaser for con- 
sideration other than shares of the capital stock of the foreign 
purchaser; 


(d) the vendor 


(1) is a foreign affiliate of a taxpayer resident in Canada at the 
end of the taxation year of the vendor in which the exchange 
occurred, and 


(41) has included any portion of the gain or loss, otherwise 
determined, from the disposition of the exchanged foreign 
shares in computing its foreign accrual property income for 
the taxation year of the vendor in which the exchange oc~ 
curred; or 


(e) the vendor is:a foreign affiliate ae a taxpayer resident in Can- 
ada at the end of the taxation year of the vendor in which the 
exchange occurred and the exchanged foreign shares are’ ex- 
cluded property (within, the meaning .assigned..by. subsection 
95(1)) of the vendor. 


History: Subsec. 85.1(6) added by 2001, c. 17, subsec. 63(2), applicable to.exchanges 
that occur after 1995S. 


Proposed Addition — 85. 16. AY 


6. 1) Issua @ deemed made to vendor _— For the purposes 
of subsection (5), if a foreign purchaser i issues shares of a class of — 
its capital stock (in this subsection referred to as “foreign pur- 
chaser shares”) to a trust under a court-approved plan or scheme 
of arrangement in consideration for which a vendor disposes of 
exchanged foreign shares that trade on a designated stock ex-~ 
change to the purchaser solely for foreign purchaser shares that 
are widely traded on a designated stock exchange immediately af- 
ter and as part. of completion of. the plan or scheme of arrange- 
ment, the issuance to ue trust i is eee to be an issuance to the 
vendo 8 7 
Application: “The November 5, 2010 draft 
16(2), will add subsec. 85.1(6.1), applicable to share exchanges made after June 2005 
fa fet it does not beet toa Daren share ekeenae of. a re that occurs 


Technical Notes: “New subsection. 85.16. 1) ponies a : deonting ae for Je pur- 
pose of subsection 85. 165) under which certain share issues made by a foreign corpo- 
ration (the foreign purchaser corporation) to a trust under a court-approved plan of 
artangement are deemed to be issued to a person (the vendor) who exchanges the 
vendor’s shares of a foreign corporation for the shares issued by the foreign pur- 
chaser corporation. For this deeming rule to apply, the vendor must dispose of the 
vendor’s shares to the foreign purchaser corporation solely for the shares ‘issued by 
the foreign purchaser corporation. As well, the vendor’s shares must trade on a desig- 
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nated stock exchange and be disposed of for shares of the foreign purchaser corpora- 
tion that are widely traded on a designated stock exchange immediately after and as 
part of completion of the plan of arrangement. 


Letter from Dept. of Finance, Dec. 16, 2005: 
Dear [xxx]: 


I am replying to your letters of July 14, 2005 and November 9, 2005, as well as your 
conversations with Davine Roach and Kerry Harnish of the Tax Legislation Division, 
concerning a corporate reorganization on July 20, 2005 of a widely-held foreign cor- 
poration the shares of which are listed on a prescribed: stock exchange. During the 
reorganization, Canadian shareholders exchanged their shares of one of the foreign 
corporations in the corporate group for shares of another foreign corporation in the 
same corporate group. 


As a general matter, subsection 85.1(5) of the Income Tax Act is meant to provide a 
rollover in respect of foreign share-for-share exchanges described in that subsection. 
Your enquiry relates to the requirement in subsection 85.1(5) that the foreign pur- 
chaser corporation “issue” its shares to the vendor shareholder in exchange for shares 
of the capital stock of another foreign corporation. Your concern, and that of the 
Canada Revenue Agency, is that the shares of the foreign purchaser corporation were 
not issued to the Canadian shareholders although those shareholders did acquire the 
shares in consideration for the disposed of shares. You therefore request that subsec- 
tion 85.1(5) be clarified to accommodate the particular foreign share-for-share 
exchange. : 


Based on the information provided to us, we are prepared to recommend that subsec- 
tion 85.1(5) be amended to replace the issuance requirement with a requirement that 
the yendor shareholder acquire the shares of the foreign purchaser corporation 
(which shares become listed on a prescribed stock exchange) solely in exchange for 
shares of another foreign corporation (that are listed on a prescribed stock exchange). 
We would also recommend that any such amendment apply to such share-for-share 
exchanges made on or after July 1, 2005. While we cannot, as you know, offer an 
assurance that either the Minister or Parliament will agree with our recommendation, 
I hope that this statement of our position is helpful to you. 


Thank you for bringing your concerns to our attention. 
Yours sincerely, 


Len Farber 
General Director, Tax Legislation Division, Tax Policy Branch 


(7) Application of subsec. (8) — Subsection (8) applies in re- 
spect of the disposition before 2013 by a taxpayer of SIFT wind-up 
entity equity (referred to [in] subsection (8) as the “particular unit’) 


to a taxable Canadian corporation if 


(a) the disposition occurs during a period (referred to in this sub- 
section and subsection (8) as the “exchange period’) of no more 
than 60 days at the end of which all of the equity in the SIFT 
wind-up entity is owned by the corporation; 


(b) the taxpayer receives no consideration for the disposition 
other than a share (referred to in this subsection and subsection 
(8) as the “exchange share’) of the capital stock of the corpora- 
tion that is issued during the exchange period to the taxpayer by 
the corporation; 

(c) neither of subsections 85(1) and (2) applies to the disposi- 
tion; and 


(d) all of the exchange shares issued to holders of equity in the 
SIFT wind-up entity are shares of a single class of the capital 
stock of the corporation. 


History: Subsec. 85.1(7) added by 2009, c. 2, s. 18, applicable to 


(a) dispositions that occur after July 13, 2008; and 


(b) a disposition, by a taxpayer to a corporation, that occurs on or after December 
20, 2007 and before July 14, 2008, if the corporation (jointly with the taxpayer, if 
the taxpayer and the corporation have validly elected that subsec. 85(1) or (2) ap- 
ply to the disposition) elects in writing, filed with the Minister of National Reve- 
nue on or before the corporation’s filing-due date for its taxation year that includes 
March 12, 2009, that this amendment apply to the disposition. 


(8) Rollover on SIFT unit for share exchange — If this sub- 
section applies in respect of a disposition by a taxpayer of a particu- 
lar unit of a SIFT wind-up entity to a corporation for consideration 


that is an exchange share, the following rules apply: 


(a) the taxpayer’s proceeds of disposition of the particular unit, 
and cost of the exchange share, are deemed to be equal to the 
cost amount to the taxpayer of the particular unit immediately 
before the disposition; 


(b) if the particular unit was immediately before the disposition 
taxable Canadian property of the taxpayer, the exchange share is 
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deemed to be, at any time that is within 60 months after the dis- 
position, taxable Canadian property of the taxpayer; 


(c) if the exchange share’s fair market value immediately after 
the disposition exceeds the particular unit’s fair market value at 
the time of the disposition, the excess is deemed to be an amount 
that section 15 requires to be included in computing the tax- 
payer’s income for the taxpayer’s taxation year in which the dis- 
position occurs; 


(d) if the particular unit’s fair market value at the time of the 
disposition exceeds the exchange share’s fair market value im- 
mediately after the disposition, and it is reasonable to regard any 
part of the excess as a benefit that the taxpayer desired to have 
conferred on a person, or partnership, with whom the taxpayer 
does not deal at arm’s length, the excess is deemed to be an 
amount that section 15 requires to be included in computing the 
taxpayer’s income for the taxpayer’s taxation year in which the 
disposition occurs; 


(e) the cost to the corporation of the particular unit is deemed to 
be the lesser of 


(i) the fair market value of the particular unit immediately 
before the disposition, and 


(11) the amount determined for B in the formula in paragraph 
(f) in respect of the particular unit; and 


(f) in computing the paid[-]up capital in respect of each class of 
shares of the capital stock of the corporation at any time after the 
disposition there shall be deducted the amount determined by 
the formula 


(A—B)x C/A 
where 


A is the increase, if any, as a result of the disposition, in the 
paid-up capital in respect of all the shares of the capital stock 
of the corporation, computed without reference to this para- 
graph as it applies to the disposition, 


B_ is the amount determined by the formula 


D-E 
where 
bis 
(i) unless subparagraph (ii) applies, the total of all 
amounts each of which is 


(A) if the SIFT wind-up entity is a trust, the fair 
market value of property received by the SIFT 
wind-up entity on the issuance of the particular 
unit, or 


(B) if the SIFT wind-up entity is a partnership, 


(1) an amount that has at any time been added, 
in computing the adjusted cost base to any tax- 
payer of the particular unit on or before the dis- 
position, because of subparagraph 53(1)(e)(iv) 
or (x), or 


(II) an amount that would at any time have been 
added, in computing the adjusted cost base to 
any taxpayer of the particular unit on or before 
the disposition, because of subparagraph 
53(1)(e)(1) if subsection 96(1) were read with- 
out reference to its paragraph (d) and the part- 
nership deducted all amounts otherwise deduct- 
ible because of that paragraph, and 


(1i) if the SIFT wind-up entity has on or after the end 
of the exchange period issued a unit, nil, and 


E is the total of all amounts each of which 


(i) if the SIFT wind-up entity is a trust, has become 
payable by the SIFT wind-up entity, in respect of the 
particular unit, to any holder of the unit on or before 
the disposition, other than an.amount that has become 
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payable out of its income (determined without refer- 
ence to subsection 104(6)) or capital gains, and 


(ii) if the SIFT wind-up entity is a partnership, 


(A) has at any time been deducted, in computing 
the adjusted cost base to any taxpayer of the partic- 
ular unit on or before the disposition, because of 
subparagraph 53(2)(c)(iv) or (v), or 


(B) would have at any time been deducted, in com- 
puting the adjusted cost base to any taxpayer of the 
particular unit on or before the disposition, because 
of subparagraph 53(2)(c)(i) if subsection 96(1) 
were read without reference to its paragraph (d) 
and the partnership deducted all amounts otherwise 
deductible because of that paragraph, and 


C is the increase, if any, as a result of the disposition, in the 
paid-up capital in respect of the class of shares, computed 
without reference to this paragraph as it applies to the 
disposition. 

Related Provisions: 40(3.5)(b.1) — SIFT wind-up corporation deemed. identical 
property for 40(3.3)-(3.4); 85.1(7)— Conditions for 85.1(8) to apply; 88:1(2), 
107(3.1) — Alternative mechanism of wind-up of SIFT trust; 107.4(3)(f) — Deemed 
taxable Canadian property retains status on rollover; 128.3 — Deferral applies to post- 
emigration disposition for certain purposes; 248(25.1) — Deemed TCP retains status 
through trust-to-trust transfer; 257 — Formula cannot calculate to less than zero. 


History: Para. 85.1(8)(b) amended by 2010, c. 12, subsec. 7(3), to substitute “‘to be, at 
any time that is within 60 months after the disposition, taxable” for “to be taxable”, 
applicable in determining after March 4, 2010 whether a property is taxable Canadian 
property of a taxpayer. 
Subsec. 85.1(8) added by 2009, c.2,'s. 18, applicable to 

(a) dispositions that occur after July 13, 2008; and 


(b) a disposition, by a taxpayer to a corporation, that occurs on or after December 
20, 2007 and before July 14, 2008, if the corporation (jointly with the taxpayer, if 
the taxpayer and the corporation have validly elected that subsec. 85(1) or (2) ap- 
ply to the disposition) elects in writing, filed with the Minister of National Reve- 
nue on or before the corporation’s filing-due date for its taxation year that includes 
March 12, 2009, that this amendment apply to the sow  ia 


Feb. 23, 2005: See after 86.1. 


Definitions [s. 85.1]: “acquired corporation” — 85.1(1); “adjusted cost base” — 54, 


248(1); “amount” — 248(1); “arm’s length” — 251(1); “beneficially, owned” — 
248(3); “Canadian corporation” — 89(1), 248(1); “capital gain” — 39(1)(a), 248(1); 
“capital property” — 54, 248(1); “class of shares” — 248(6); “controlled” — 256(6), 
(6.1); “corporation” — 248(1), Interpretation Act 35(1); “cost amount” —248(1); 
“designated stock exchange” — 248(1), 262; “disposition” — 248(1); “dividend” — 
248(1); “exchanged foreign shares” — 85.1(5); “exchange period” — 85.1(7)(a); “ex- 
change share” — 85.1(7)(b); “exchanged share” — 85.1(1); “filing-due _ date” — 
248(1); “foreign accrual property income” —95(1); “foreign affiliate” —95(1), 
248(1); “foreign purchaser’, “issued foreign shares” — 85.1(5); “Minister” — 248(1); 
“paid-up capital” ; “particular unit” — 85.1(7); “person”, “pro- 
perty” — 248(1); “purchaser” — 85.1(1); “purchaser shares” — 85.1(2.2);  “resi- 
dent” — 250; “resident in Canada’? — 94(3)(a)(vili), 250; “SIFT wind-up entity”, 
“SIFT wind-up entity equity” — 248(1); “series of transactions” — 248(10); “share”, 
“specified participating interest” — 248(1); “taxable Canadian corporation” — 89(1), 
248(1); “taxable Canadian property” — 248(1); “taxation year” — 249; “taxpayer” — 
248(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


86. (1) Exchange of shares by a shareholder in course of 
reorganization of capital — Where, at a particular time after 
May 6, 1974, in the course of a reorganization of the capital of a 
corporation, a taxpayer has disposed of capital property that was all 
the shares of any particular class of the capital stock of the corpora- 
tion that were owned by the taxpayer at the particular time (in this 
section referred to as the “old shares”), and property is receivable 
from the corporation therefor that includes other shares of the capi- 
tal stock of the corporation (in this section referred to as the “new 
shares”), the following rules apply: 


(a) the cost to the taxpayer of any property (other than new 
shares) receivable by the taxpayer for the old shares shall be 
deemed to be its fair market value at the time of the disposition; 
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(b) the cost to the taxpayer of any new shares of any class of the 
capital stock of the corporation receivable by the taxpayer for 
the old shares shall be deemed to be that proportion of the 
amount, if any, by which the total of the adjusted cost bases to 
the taxpayer, immediately before the disposition, of the old 
shares exceeds the fair market value at that time of the consider- 
ation receivable for the old shares (other than new shares) that 


(i) the fair market value, immediately after the disposition, of 
those new shares of that class, 


is of 
(ii) the fair market value, immediately after the disposition, 


of all new shares of the capital stock of the corporation re- 
ceivable by the taxpayer for the old shares; and 


(c) the taxpayer shall be deemed to have disposed of the old 
shares for proceeds of disposition equal to the cost to the tax- 
payer of all new shares and other property receivable by the tax- 
payer for the old shares. 
Related Provisions: 7(1.5) — Exchange of shares; 51(1), (2) — Conversion of debt 
to shares; 51(4) — Application of s. 86 to exchange of conyertible property; 55(1) — 
“Permitted redemption” for butterfly purposes; 85(1)—(3) — Transfer of property to 
corporation; 86(2.1) — Computation of paid-up capital; 86(3) — Application; 86(4) — 
Debt forgiveness — reduction in adjusted cost base of new shares; 112(7) — Applica- 
tion of stop-loss rule where shares exchanged; 128.3 — Deferral applies to post-emi- 
gration disposition for certain purposes; Canada-U.S. Tax Treaty:Art. XIII:8 — Defer- 
ral of tax for U.S. resident transferor. 
Regulations: 230(3) (no information return required if no other consideration). 
1.T. Application Rules: 26(27), (28). 
Interpretation Bulletins: IT-65: Stock splits and consolidations; IT-146R4: Shares 
entitling shareholders to choose taxable or capital dividends. 


Advance Tax Rulings: ATR-22R: Estate freeze using share exchange; ATR-33: 
Exchange of shares. 


(2) Idem — Notwithstanding paragraphs (1)(b) and (c), where a 
taxpayer has disposed of old shares in circumstances described in 
subsection (1) and the fair market value of the old shares immedi- 
ately before the disposition exceeds the total of 


(a) the cost tothe taxpayer of the property (other than new 
shares) receivable by the taxpayer for the old shares as deter- 
mined under paragraph (1)(a), and 
(b) the fair market value of the new shares, immediately after the 
disposition, 
and it is reasonable to regard any portion of the excess (in this sub- 
section referred to as the “gift portion’) as a benefit that the tax- 
payer desired to have conferred on a person related to the taxpayer, 
the following rules apply: 


(c) the taxpayer shall be deemed to have disposed of the old 
shares for proceeds of disposition equal to the lesser of 


(1) the total of the cost to the taxpayer of the property as. de- 
' termined under paragraph (1)(a) and the gift portion 
and 


(ii) the fair market value of the old shares immediately before 
the disposition, 
(d) the taxpayer’s capital loss from the disposition. of the old 
shares shall be deemed to be nil, and 


(e) the cost to the taxpayer of any new shares of any class of the 
capital, stock of the corporation receivable by. the taxpayer for 
the old shares shall be deemed to be that proportion of: the 
amount, if any, by which the total of the adjusted cost bases to 
the taxpayer, immediately before the disposition, of the old 
shares exceeds the total determined under subparagraph (c)(i) 
that 


(i) the fair market value, immediately after the disposition, of 
the new shares of that class, 
is of 
(ii) the fair market value, immediately after the disposition, 
of all new shares of the capital stock of the corporation re- 
ceivable by the taxpayer for the old shares. 
Related Provisions: 86(3) — Application. 
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1.T. Application Rules: 26(27), (28) (where shares or property owned since before 
1972). 


Advance Tax Rulings: ATR-22R: Estate freeze using share exchange; ATR-33: 
Exchange of shares. 


(2.1) Computation of paid-up capital — Where subsection (1) 
applies to a disposition of shares of the capital stock of a corpora- 
tion (in this subsection referred to as the “exchange”’), in computing 
the paid-up capital in respect of a particular class of shares of the 
capital stock of the corporation at any particular time that is the 
time of, or any time after, the exchange, 


(a) there shall be deducted the amount determined by the 
formula 
G 


(Am Bpay 


where 


A is the total of all amounts each of which is the increase, if 
any, as a result of the exchange, in the paid-up capital in re- 
spect of a class of shares of the capital stock of the corpora- 
tion, computed without reference to this subsection as it ap- 
plies to the exchange, 


B is the amount, if any, by which the paid-up capital in respect 
of the old shares exceeds the fair market value of the consid- 
eration (other than shares of the capital stock of the corpora- 
tion) given by the corporation for the old shares on the ex- 
change, and 3 

C is the increase, if any, as a result of the exchange, in the paid- 
up capital in respect of the particular class of shares, com- 
puted without reference to this subsection as it applies to the 
exchange; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts deemed by subsection 84(3), 
(4) or (4.1) to be a dividend on shares of that class paid by 
the corporation before the particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the total of all amounts required by paragraph (a) to be 
deducted in respect of that particular class of shares before 
the particular time. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 86(2.1) added by 1994, c. 21, subsec. 38(1), applicable to exchanges 
occurring after August 1992, other than an exchange occurring after August 1992 and 
before December 21, 1992 where the corporation issuing shares on the exchange so 
elects in writing and files the election with the Minister of National Revenue by De- 
cember 31, 1994. 


(3) Application — Subsections (1) and (2) do not apply in any 
case where subsection 85(1) or (2) applies. 
Related Provisions: 51(4) — Application of section 51. 


History: Subsec. 86(3) substituted by 1994, c. 21, subsec. 38(2), applicable to reorga- 
nizations that begin after December 21, 1992. That subsec. formerly read: 


(3) Where subsecs. (1) and (2) do not apply — Subsections (1) and (2) are 
not applicable in any case where section 51 or any of subsections 85(1) to (3) is 
applicable. 


(4) Computation of adjusted cost base — Where a taxpayer 
has disposed of old shares in circumstances described in subsection 


(1), 
(a) there shall be deducted after the disposition in computing the 
adjusted cost base to the taxpayer of each new share the amount 
determined by the formula 
AX B 
C 


where 


Income Tax Act, Part I; Division B 


A is the amount, if any, by which 


~ (i) the total of all amounts deducted under paragraph 
53(2)(g.1) in computing the adjusted cost base to the tax- 
payer of the old shares immediately before the disposition 


exceeds 


(ii) the amount that would be the taxpayer’s capital gain 
for the taxation year that includes the time of the disposi- 
tion from the disposition of the old shares if paragraph 
40(1)(a) were read without reference to subparagraph (iii) 
of that paragraph, 


Bis the fair market value of the new share at the time it was 
acquired by the taxpayer in consideration for the disposition 
of the old shares, and 


C. is the total of all amounts each of which is the fair market 
value of a new share at the time it was acquired by. the tax- 
payer in consideration for the disposition of the old shares; 
and 


(b) the amount determined under paragraph (a) in respect.of the 
acquisition shall be added in computing the adjusted cost base to 
the taxpayer of the new share after the disposition. 
Related Provisions: 53(1)(q) — Addition to ACB for amount under 86(4)(b); 
53(2)(g.1) — Reduction in ACB under 86(4)(a); 80.03(2)(a) — Deemed gain on dispo- 
sition following debt forgiveness. 
History: Subsec. 86(4) added by 1995, c. 21, s. 29, applicable to taxation years that 
end after February 21, 1994. 
Definitions [s. 86]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “capital 
loss” — 39(1)(b), 248(1); “capital property” — 54; 248(1); “class of shares” — 248(6); 
“common share” — 248(1); “corporation” — 248(1), Interpretation Act 35(1); “desig- 
nated stock exchange” — 248(1), 262; “old shares” — 86(1); “person”, “preferred 


share’, “property”, “ specified participating interest’, “taxpayer” — 248(1). 


1.T. Application Rules [s. 86]: 26(27) (where old shares owned since before 1972). 


Interpretation Bulletins [s. 86]: IT-146R4: Shares entitling shareholders to choose 
taxable or capital dividends; IT-243R4: Dividend refund to private corporations. 
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share”, 


86.1 Foreign spin-offs — (1). Eligible. distribution not 
included in income — Notwithstanding any other provision of 
this Part, 


(a) the amount of an eligible distribution received by a taxpayer 
shall not be included in computing the income of the taxpayer; 
and 


(b) subsection 52(2) does not apply to the eligible distribution 
received by the taxpayer. 


Related Provisions: 85.1(5) — Foreign share-for-share exchange; 86.1(2) — Eligi- 
ble distribution. 


(2) Eligible distribution — For the purpose of this section, a dis- 
tribution by a particular corporation that is received by a taxpayer is 
an eligible distribution if 


(a) the distribution is with respect to all of the taxpayer’s com- 
mon shares of the capital stock of the particular corporation (in 
this section referred to as the “original shares’’); 


(b) the distribution consists solely of common shares of the capi- 
tal stock of another corporation that were owned by the particu- 
lar corporation immediately before their distribution to the tax- 
payer (in this section referred to as the “spin-off shares”); 


(c) in the case of a distribution that 1s not prescribed, 


(1) at the time of the distribution, both corporations are resi- 
dent in the United States and were never resident in Canada, 


(ii) at the time of the distribution, the shares of the class that 
includes the original shares are widely held and actively 
traded on a designated stock exchange in the United States, 
and 


(ii1) under the United States Internal Revenue Code applica- 
ble to the distribution, the shareholders of the particular cor- 
poration who are resident in the United States are not taxable 
in respect of the distribution; 
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| OF ‘at the time of t 
” soe includes the: 


(B) are required, 
oe oF the United States, as amended f 


d and actively traded on a: becleonly stock ¢ 


eq 
Fegistered with the Sect 
In Lees a class of shares 


by a corporation resident in the United Buses" (the “U.S. >) ae $l are: ° 
ration are not actively traded on a prescribed stock exchange but ar 


corporation with the U.S. Securities and Exchange Commission. (the “SEC’) under — 


the Securities Exchange Act of 1934 of the U. S. (the “Exchange : 


Based on our understanding of the facts as set out in your letters, in Sep ember 2000 
[xxx] undertook a spin-off transaction in the U.S. that was tax deferred to its U. S. 
shareholders but taxable to its Canadian shareholders. At the time o rf 
shares of [xxx] (Le., the “original shares”) did not actively trade on a “prescribs 


stock exchange in the U.S. However, because [xxx] had more than [xxx] sharehold- _ 


ers and more than [xxx] in assets, it was required by the Exchange Act to register its 


shares with the SEC and to comply with extensive public filing and disclosure re- 


Oo the distribution (sectio 3201 of the Regu- 


oe were es held by more i shee sue se i 


— 
L 


(d) in the case of a Hees that ig prescribed, 


(i) at the time of the distribution, both corporations are resi- 
dent in the same country, other than the United States, with 
which Canada has a tax treaty (in this section referred to as 
the “foreign country”) and were never resident in Canada, 


(ii) at the, time, of the distribution, the shares of the class that 
includes the original shares are widely held and_ actively 
traded on a designated stock exchange, 


(iii) under the law of the foreign country, those shareholders 
of the particular corporation who are resident in that country 
are not taxable in respect of the distribution, and 


(iv) the distribution is prescribed subject to such terms and 
conditions as. are considered.. .appropriate . in — the 
circumstances; 


(e) before the end of the sixth month following the day on which 
the particular. corporation first distributes. a spin-off share in re- 
spect of the distribution, the particular corporation provides to 
the Minister information satisfactory to the Minister establishing 


(i) that, at the time of the distribution, the shares of the class 
that includes the original shares are widely held and actively 
braided on a prescribed, stock exchange, 


Proposed Amendment — 86.1(2)(e)(i) 
@ that, at the time of the distribution, the shares of oa 


Application: The July. 16, 2010 draft legislation (Part 1 — technic i gu 43Q), 
will amend subpara. 86. 1Q)(e)i) to wae as ee Applies on the same basis as 
86.1(2)(c)Gi), (iii) above. 

Technical Notes (July 201 0): ‘Third, ieeeoeh 86. 1E,@0) i is amended con- 
sequential to the amendment to subparagraph 86.1(2)(c)(ii) described above. 


(ii) that the particular corporation and the other corporation 
referred to in paragraph (b) were never resident’ in Canada, 


(iii) the date of the distribution, 

(iv) the type and fair market value of each property distrib- 
uted to residents of Canada, 

(v) the name and address of each resident of Canada that re- 
ceived property with respect to the distribution, 


(vi) in the caserof a distribution that is not prescribed, that the 
distribution is not taxable under the United States Internal 
Revenue Code applicable to the distribution, 


_ Proposed Amendment — 86.1(2)(e)(vi) 


(wi) in the case of a distribution that is not prescribed, that 

the distribution is not taxable under the provisions of the 
Internal Revenue Code of 1986 of the United States, as 

amended from time to time, that apply to the distribution, 
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Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 43(3), ” 
will amend subpara. 86.1(2)(e)(vi) to read as above, — on the same basis as 
86.1(2)(c)(ii), (iii) above. E : My 


Technical Notes (July 2010): See under 86. LON’), (iii) shove 


(vii) in the case of a distribution that is prescribed, that the 
distribution is not taxable under the law of the foreign coun- 
try, and 


(viii) such other matters that are required, in prescribed form; 
and 


(f) the taxpayer elects in writing filed with the taxpayer’s return 
of income for the taxation year in which the distribution occurs 
that this section apply to the distribution and provides informa- 
tion satisfactory to the Minister 


(i) of the number, cost amount (determined without reference 
to this section) and the fair market value of the taxpayer’s 
original shares immediately before the distribution, 


(ii) of the number, and fair market value, of the taxpayer’s 
original shares and the spin-off shares immediately after the 
distribution of the spin-off shares to the taxpayer, 


(iii) except where the election is filed with the taxpayer’s re- 
turn of income for the year in which the distribution occurs, 
concerning the amount of the distribution, the manner in 
which the distribution was reported by the taxpayer and the 
details of any subsequent disposition of original shares or 
spin-off shares for the purpose of determining any gains or 
losses from those dispositions, and 


(iv) of such other matters that are required, in prescribed 
form. 


Proposed Amendment — 86.1 — sc ibaa canbe 
spinoff to be prescribed _ 


Letter from Dept. of Finance, Sept. 11, 2007: See under Reg. 5600. 


Related Provisions: 86.1(5)—Reassessments beyond limitation _ period; 
95(2)(g.2) — Foreign accrual property income; 96(3) — Election by members of part- 
nership; 220(3.2), Reg. 600(c) — Late filing of election under 86.1(2)(f). 


Regulations: 5600 (prescribed distribution). 


I1.T. Technical News: 28 (foreign spin-offs with “poison pill” 
plans). 


shareholder rights 


(3) Cost adjustments — Where a spin-off share is distributed by 
a corporation to a taxpayer pursuant to an eligible distribution with 
respect to an original share of the taxpayer, 


(a) there shall be deducted for the purpose of computing the cost 
amount to the taxpayer of the original share at any time the 
amount determined by the formula 


A Xx (B/C) 
where 


A is the cost amount, determined without reference to this sec- 
tion, to the taxpayer of the original share at the time that is 
immediately before the distribution or, if the original share is 
disposed of by the taxpayer, before the distribution, at the 
time that is immediately before its disposition, 


Bis the fair market value of the spin-off share immediately af- 
ter its distribution to the taxpayer, and 


C is the total of 


(1) the fair market value of the original share immediately 
after the distribution of the spin-off share to the taxpayer, 
and 


(11) the fair market value of the spin-off share immedi- 
ately after its distribution to the taxpayer; and 


(b) the cost to the taxpayer of the spin-off share is the amount by 
which the cost amount of the taxpayer’s original share was re- 
duced as a result of paragraph (a). 


Income Tax Act, Part I, Division B 


(4) Inventory — For the purpose of calculating the value of the 
property described in an inventory of a taxpayer’s business, 


(a) an eligible distribution to the taxpayer of a spin-off share that 
is included in the inventory is deemed not to be an acquisition of 
property in the fiscal period of the business in which the distri- 
bution occurs; and 


(b) for greater certainty, the value of the spin-off share is to be 
included in computing the value of the inventory at the end of 
that fiscal period. 


(5) Reassessments — Notwithstanding subsections 152(4) to 
(5), the Minister may make at any time such assessments, reassess- 
ments, determinations and redeterminations that are necessary 
where information is obtained that the conditions in subparagraph 
(2)(c)(iii) or (d)(@ii) are not, or are no longer, satisfied. 


History: Subparas. 86.1(2)(c)(ii) and 86.1(2)(d)(ii) amended to substitute “designated 
stock exchange” for “prescribed stock exchange” by 2007, c. 35, para. 68(2)(d), appli- 
cable after December 13, 2007. 


Opening words of subsec. 86.1(2) amended by 2005, c. 30, subsec. 3(1) to replace “this 
section and Part XI’ with “this section”, applicable to distributions received after 2004. 


Opening words of para. 86.1(2)(f) amended by the said c. 30, subsec. 3(2), applicable 
to distributions received after 2004. The opening words. formerly read: 


(f) except where Part XI applies in respect of the taxpayer, the taxpayer elects in 
writing filed with the taxpayer’s return of income for the taxation year in which 
the distribution occurs (or, in the case of a distribution received before October 
18, 2000, filed with the Minister before July 2001) that this section apply to the 
distribution and provides information satisfactory to the Minister 


S. 86.1 added by 2001, c. 17, s. 64, applicable to distributions received after 1997, 
except that 


(a) information referred to in para. 86.1(2)(e) is deemed to be provided to the Min- 
ister of National Revenue on a timely basis if it is provided to that Minister before 
September 12, 2001 (90 days after Royal Assent); and 


(b) the election referred to in para. 86.1(2)(f) is deemed to be filed on a timely 
basis if it is filed with the Minister of National Revenue before September 12, 2001 
(90 days after Royal Assent). 


Selected Cases [s. 86.1]: Allen v. R., [2007] 1 C.T.C. 2441 (TCC) (Failure to 
provide information led to non-applicability of provision). 


Definitions [s. 86.1]: “amount”, “assessment”, “business” — 248(1); “Canada” — 
255, Interpretation Act 35(1); “common share” — 248(1); “corporation” — 248(1), In- 
terpretation Act 35(1); “cost amount” — 248(1); “designated stock exchange” — 
248(1), 262; “disposition” — 248(1); “fiscal period” — 249.1; “foreign country” — 
86.1(2)(d); “inventory”, “Minister” — 248(1); “month” — Interpretation Act 35(1); 
“prescribed” — 248(1); “property” — 248(1); “resident”, “resident in Canada” — 250; 
“share”, “shareholder”, “tax treaty” — 248(1); “taxation year” — 249; “taxpayer” — 
248(1); “United States”, “writing” a eo be Act 35(1). 


ees Amendment. — Cross-border share-for- 
_ share exchanges 


Supplementary” information, Economic Statement, Oct. 18, 2000: Cana- 
dian/Foreign Share- -for-Share Exchanges _ 


Under the Income Tax Act, certain share-for-share exchanges can be effected on a tax- 
deferred basis where the corporations involved are all resident in Canada or are all non- 
residents. These rules do not apply, however, to a Canadian resident shareholder who 
exchanges shares of a domestic corporation for shares of a foreign corporation (or vice 
versa). 


It is inionded that a sare Grae eee ee rule es deyelopedd in moons en 
with the private sector to apply to cross-border share-for-share exchanges where a Ca- 
nadian resident shareholder receives only share consideration on the exchange. To en- 
sure the preservation of the Canadian income tax base, rules must be developed to 
provide for, among other things, cost base adjustments, paid-up capital adjustments, the 
preservation of taxable Canadian property status, and adjustments for tax benefits that 
could potentially arise because of the conversion of capital gains into dividends (or vice 
versa). Any such rollover rule would not take effect before the release of draft legisla- 
tion for public discussion. 


Federal budget, Supplementary Information, Feb. 18, 2003: Cross-Border 
Share-For-Share Exchanges 


Under the Income Tax Act, certain Sees Fort tare elena can be tbidestaken ona 
tax-deferred basis where the corporations involved are all resident in Canada or are all 
non-residents, These rules do not apply, however, to a Canadian resident shareholder 
who exchanges shares of a domestic corporation for shares of a foreign corporation. 
While there may be other indirect means of accomplishing such an exchange on a tax- 
deferred basis, the resulting transactions can be complex and costly. 


In the October 2000 Economic Statement and Budget Update, the Gavesmusi ane: 
took to consult with interested parties on a tax deferral provision that specifically ad- 
dress tax-deferred cross-border share-for-share exchanges. At the same time, the Goy- 
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ernment noted that a basic. feaniement for such a mechanism is that it nioest Canada’s 
tax base. : 


A draft of louie. proposals, eaiceed to balance these objectives w be released 
in the near future for public review and comment. - 


Federal budget, Supplementary formation, M 
Share-For-Share Exchanges tox 


Under the Income Tax Act, certain share-for-share heats can be ui ertaken on a 
tax-deferred basis where the corporations involved are all resident in Canada or ate all 
non-residents. These rules do not apply, however, to a Canadian resident shareholder 
who exchanges shares of a Fie corporation for shares of a foreign corporation. 
While there may be | i ‘an exchar 
deferred basis, the resul 


ch 23, 2004: Cross-Border 


The 2000 we Statement 
the Government’ s intention to. 


87. (1) Amalgamations — In this section, an amalgamation 
means, a merger of two or more corporations each of which was, 
immediately before the merger, a taxable Canadian corporation 
(each of which corporations is referred to in this section as a “pred- 
ecessor corporation”) to form one corporate entity (in this section 
referred to as the “new corporation’) in such a manner that 


(a) all of the property (except amounts receivable from any pred- 
ecessor corporation or shares of the capital stock of any prede- 
cessor corporation) of the predecessor corporations immediately 
before the merger becomes property of the new corporation by 
virtue of the merger, 


(b) all of the liabilities (except amounts payable to any predeces- 
sor corporation) of the predecessor corporations immediately 
before the merger become liabilities of the new corporation by 
virtue of the merger, and 


(c) all of the shareholders (except any predecessor corporation), 
who owned shares of the capital stock of any predecessor corpo- 
ration immediately before the merger, receive shares of the capi- 
tal stock of the new corporation because of the merger, 


otherwise than as a result of the acquisition of property of one cor- 
poration by another corporation, pursuant to the purchase of that 
property by the other corporation or as a result of the distribution of 
that property to the other corporation on the winding-up of the 
corporation. ' 


Related Provisions: 12.5(5), 138(21), 142.51(7) — Financial institutions and insur- 
ers — transitional rules for accounting changes; 53(6) — Effect of amalgamation or 
merger on ACB of share, partnership interest or trust interest; 69(13) — Amalgamation 
or merger — deemed proceeds of disposition; 80.03(1), (3)(a)Gii) — Capital gain on 
amalgamation after debt forgiveness; 87(1.1) — Shares deemed received on merger; 
87(8) — Foreign mergers; 87(9) — Triangular amalgamations; 89(1)“Canadian corpo- 
ration” — Whether amalgamated corporation is Canadian corporation; 89(1)‘‘taxable 
Canadian corporation” (b) — Farmers’ or fishermen’s insurer eligible for amalgamation 
tules; 89(2)— Where corporation is beneficiary under life insurance policy; 112(7) — 
Application of stop-loss rule following amalgamation; 128.2 — Predecessor corpora- 
tions take on residence status of amalgamated corporation; 137(4.3) — Determination 
of preferred-rate amount; 139.1(3)(g) — Where insurance corporation merges causing 
demutualization; 204.85(3) — Rules on amalgamation of LSVCCs; 248(1)“disposi- 
tion’(n), 248(1.1) — Cancellation of shares on foreign amalgamation deemed not to be 
a disposition; 251(3.1), (3.2) — Amalgamated corporation deemed related to predeces- 
sor; 261(17)-(19) — Effect of functional currency reporting. See also at end of s. 87. 


History: Para. 87(1)(c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(1), 
applicable to amalgamations occurring after 1989. Para. (c) formerly read: 
(c) all of the shareholders (except any predecessor corporation) of the predeces- 
sor corporations immediately before the merger receive shares of the capital 
stock of the new corporation by virtue of the merger, 
Regulations: 230(3) (no information return required on cancellation of predecessor’s 
shares). 


S. 87(1.4) 


I.T.. Application Rules: 26(28). 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 87. 


Information Circulars: 88-2, paras. 20, 28: General anti-avoidance rule — section 
245 of the Income Tax Act; 88-2 Supplement, para. 9: General anti-avoidance rule — 
section 245 of the Income Tax Act. 


Advance Tax Rulings: ATR-29: Amalgamation of social clubs; ATR-55: Amalga- 
mation followed by sale of shares; ATR-59: Financing exploration and development 
through limited partnerships. 


Registered Charities Newsletters: 16 (issues: amalgamations, mergers, and con: 
solidations); 21 (when is an.amalgamation not an amalgamation?). 


(1.1) Shares deemed to have been received by virtue of 
merger — For the purposes of paragraph (1)(c) and the Income 
Tax Application Rules, where there is a merger of 


(a) a corporation and one or more of its subsidiary wholly- 
owned corporations, or 


(b) two or more corporations.each of which is a subsidiary 
wholly-owned corporation of the same corporation, 


any shares of the capital stock of a predecessor corporation owned 
by a shareholder (except any predecessor corporation) immediately 
before the merger. that were not cancelled on the merger shall be 
deemed to be shares of the capital stock of the new corporation re- 
ceived by the shareholder by virtue of the merger as consideration 
for the disposition of the shares of the capital stock of the predeces- 
sor corporations. 


Related Provisions: 87(1.4) — Subsidiary wholly-owned corporation. See also at 
end of s. 87. 


Interpretation Bulletins: See list at end of s. 87. 


(1.2) New corporation continuation of a predecessor — 
Where there has been an amalgamation of corporations described in 
paragraph (1.1)(a) or of two or more corporations each of which is a 
subsidiary wholly-owned corporation of the same person, the new 
corporation. is, for ‘the: purposes of-section 29.of the Income Tax 
Application Rules, subsection 59(3.3) and sections 66, 66.1, 66.2, 
66:21, 66.4 and 66.7, deemed to be the same corporation as, and a 
continuation of, each predecessor corporation, except that this sub- 
section does not affect the determination of any predecessor corpo- 
ration’s fiscal period, taxable income or tax payable. 
Related Provisions: 87(1.4) — Subsidiary wholly- owned eit ven See also at 
end of s. 87. 
History: Subsec. 87(1.2) amended by 2001, c. 17, subsec. 65(1), applicable to amalga- 
mations that occur after 2000. The subsec. formerly read: 
(1.2) New corporation continuation of a predecessor — Where there has 
been‘an amalgamation of corporations described in paragraph (1.1)(a) or of 2 or 
more corporations each of which is a subsidiary wholly-owned corporation of 
the same person, the new corporation shall, for the purposes of section 29 of the 
Income Tax Application Rules, subsection 59(3.3) and sections 66, 66.1, 66.2, 
66.4 and 66.7, be deemed to be the same corporation as, and a continuation of, 
each predecessor corporation, except that this subsection shall not affect the de- 
termination of any predecessor corporation’s fiscal period, taxable income or tax 
payable. 
Subsec. 87(1.2) substituted by 1994, c. 21, subsec. 39(1), applicable to amalgamations 
occurring after December 21, 1992. That subsec. formerly read: 
(1.2) New corporation continuation of predecessor — Where there has been 
an amalgamation of corporations described in paragraph (1.1)(a) or (b), the new 
corporation shall, for the purposes of section 29 of the Income Tax Application 
Rules, subsection 59(3.3) and sections 66, 66.1, 66.2, 66.4 and 66.7, be deemed 
to be the same corporation as and a continuation of each predecessor corpora- 
tion, except that this subsection shall in no respect affect the determination of 
any predecessor corporation’s fiscal period, taxable income or tax payable. 
Regulations: 1214 (resource and processing allowances — purposes for which amal- 
gamated corporation deemed to be continuation of predecessors). 
Interpretation Bulletins: IT-125R4: Dispositions of resource properties. See also at 
end of s. 87. 


(1.3) [Repealed under former Act] 


(1.4) Definition of “subsidiary wholly-owned corpora- 
tion” — Notwithstanding subsection 248(1), for the purposes of 
this subsection and subsections (1.1), (1.2) and (2.11), “subsidiary 
wholly-owned corporation”. of a person (in this subsection referred 
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to as the “‘parent”) means a corporation all the issued and outstand- 
ing shares of the capital stock of which belong to 


(a) the parent; 


(b) a corporation that is a subsidiary wholly-owned corporation 
of the parent; or 


(c) any combination of persons each of which is a person de- 
scribed in paragraph (a) or (b). 
Related Provisions: See Related Provisions at end of s. 87. 


History: Subsec: 87(1.4) substituted by 1994, c. 21, subsec. 39(2), applicable to amal- 
gamations occurring after December 21, 1992. That subsec. formerly read: 


(1.4) Notwithstanding subsection 248(1), for the purposes of this subsection and 
subsections (1.1), (1.2) and (2.11), “subsidiary wholly-owned corporation” of .a 
corporation (in this subsection referred to as the “parent corporation”) means a 
corporation all the issued and outstanding shares of the capital stock of which 
belong to 


(a) the parent corporation, 


(b) a corporation that is a subsidiary wholly-owned corporation of the parent 
corporation; or 
(c) any combination of corporations each of which is a corporation described 
in paragraph (a) or (b). 

That portion of subsec. 87(1.4) preceding para. (a) amended by 1994, c. 7, Sch. VII 


(1993, c. 24), subsec. 37(2), to add reference to subsection (2.11), applicable to amal- 
gamations occurring after 1989. 


Interpretation Bulletins: See list at end of s. 87. 


(1.5) Definitions — For the purpose of this section, “financial in- 
stitution”, “mark-to-market property” and “specified debt obliga- 
tion” have the meanings assigned by subsection 142.2(1). 


History: Subsec. 87(1.5) added by 1995, c. 21, subsec. 54(1), applicable to taxation 
years that end after February 22, 1994. 


(2) Rules applicable — Where there has been an amalgamation 
of two or more corporations after 1971 the following rules apply: 


(a) [deemed new corporation — ] taxation year — for the 
purposes of this Act, the corporate entity formed as a result of 
the amalgamation shall be deemed to be a new corporation the 
first taxation year of which shall be deemed to have commenced 
at the time of the amalgamation, and a taxation year of a prede- 
cessor corporation that would otherwise have ended after the 
amalgamation shall be deemed to have ended immediately 
before the amalgamation; 

Selected Cases [para. 87(2)(a)]: Pan Ocean Oil Ltd. v. Canada, [1994] 2 C.T.C. 

143 (FCA) (New company did not “acquire” property of predecessor companies); 

Guaranty Properties Ltd. vy. Canada, [1990] 2.C.T.C. 94 (FCA); leave to appeal to 


SCC refused (1991), 49 B.L.R. 320 (note) (Notice of reassessment to company subse- 
quent to amalgamation was valid). 


Interpretation Bulletins: IT-179R: Change of fiscal period. See also at end of s. 87. 


Information Circulars: 88-2, para. 21: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


(b) inventory — for the purpose of computing the income of 
the new corporation, where the property described in the inven- 
tory, if any, of the new corporation at the beginning of its first 
taxation year includes property that was described in the inven- 
tory of a predecessor corporation at the end of the taxation year 
of the predecessor corporation that ended immediately before 
the amalgamation (which taxation year of a predecessor corpora- 
tion is referred to in this section as its “last taxation year’), the 
property so included shall be deemed to have been acquired by 
the new corporation at the beginning of its first taxation year for 
an amount determined in accordance with section 10 as the 
value thereof for the purpose of computing the income of the 
predecessor corporation for its last taxation year, except that 
where the income of the predecessor corporation for its last taxa- 
tion year from a farming business was computed in accordance 
with the cash method, the amount so determined in respect of 
inventory owned in connection with that business shall. be 
deemed to be the total of all amounts each of which is an 
amount included because of paragraph 28(1)(b) or (c) in com- 
puting that income for that year and, where the income of the 
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new corporation from a farming business is computed in accor- 
dance with the cash method, for the purpose of section 28, 


(i) an amount equal to that total shall be deemed to have been 
paid by the new corporation, and 


(ii) the new corporation shall be deemed to have purchased 
the property for an amount equal to that total, 


in its first taxation year and in the course of carrying on that 
business; 
History: Para. 87(2)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 65(1), 
applicable to amalgamations occurring after 1988, except that, in its application with 
respect to property acquired from a predecessor corporation the last taxation year of 
which commenced before 1989, the reference to “paragraph 28(1)(b) or (c)” in the 
para. shall be read as “paragraph 28(1)(b)”. Para. 87(2)(b) formerly read: 


(b) inventory — for the purpose of computing the income of the new corpora- 
tion for its first taxation year, where the property described in the inventory, if 
any, of the new corporation at the commencement of that year includes 


(i) property that was described in the inventory of a predecessor corporation 
at the end of the taxation year of the predecessor corporation that ended im- 
mediately before the amalgamation (which taxation year of a predecessor 
corporation is referred to in this section as its “last taxation year”), or 


(ii) property that would have been described in the inventory of the prede- 
cessor corporation at the end of its last taxation year if its income for that 
year had not been computed in accordance with the method authorized by 
subsection 28(1), 


the property so included shall be deemed to have been acquired by the new cor- 
poration at the commencement of its first taxation year for an amount determined 
in accordance with section 10 as the value thereof for the purpose of computing 
the income of the predecessor corporation for its last taxation year, except that 
where the income of the predecessor corporation for its last taxation year was 
computed in accordance with the method authorized by subsection 28(1), the 
amount so determined shall be deemed to be the amount, if any, specified in_. 
respect of the predecessor corporation under paragraph 28(1)(b) for that year; 


Interpretation Bulletins: IT-427R: Livestock of farmers. See also at end of s. 87. 


(c) method adopted for computing income — in comput- 
ing the income of the new corporation for a taxation year from a 
business or property 


(i) there shall be included any amount received or receivable 
(depending on the method followed by the new corporation 
in computing its income for that year) by it in that year that 
would, if it had been received or receivable (depending on 
the method followed by the predecessor corporation in com- 
puting its income for its last taxation year) by the predecessor 
corporation in its last taxation year, have been included in 
computing the income of the predecessor corporation for that 
year, and 


(ii) there may be deducted any amount paid or payable (de- 
pending on the method followed by the new corporation in 
computing its income for that year) by it in that year that 
would, if it had been paid or payable (depending on the 
method followed by the predecessor corporation in comput- 
ing its income for its last taxation year) by the predecessor 
corporation in its last taxation year, have been deductible in 
computing the income of the predecessor corporation for that 
year; 

Related Provisions: 87(2)(b) — Meaning of “last taxation year”; 88(1)(e.2) — 

Winding-up. See also at end of s. 87. 


Interpretation Bulletins: See list at end of s. 87. 


(d) depreciable property — for the purposes of sections 13 
and 20 and any regulations made under paragraph 20(1)(a), 


(1) where depreciable property of a prescribed class has been 
acquired by the new corporation from a predecessor corpora- 
tion, the capital cost of the property to the new corporation 
shall be deemed to be the amount that was the capital cost of 
the property to the predecessor corporation, and 


(ii) in determining the undepreciated capital cost to the new 
corporation of depreciable property of a prescribed class at 
any time, 
(A) there shall be added to the capital cost to the new cor- 
poration of depreciable property of the class acquired 
before that time the cost amount, immediately before the 
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amalgamation, to a predecessor corporation of each pro- 
perty included in that class by the new corporation, 


(B) there shall be subtracted from the capital cost to the 
new corporation of depreciable property of that class ac- 
quired before that time the capital cost to the new corpo- 
ration of property of that class acquired ‘by virtue of the 
amalgamation, 


(C) a reference in subparagraph 13(5)(b)(ii) to amounts 
that would have been deducted in respect of property in 
computing a taxpayer’s. income shall be construed as in- 
cluding a reference to amounts that would have been de- 
ducted in. respect.of that. property in-computing a prede- 
cessor corporation’s income, and, 


(D) where depreciable property that is deemed by subsec- 
tion 37(6) to 'be a separate prescribed)class has been: ac- 
quired by the new corporation from a predecessor ‘corpo- 
ration, the. property shall continue to be.deemed:to be; of 
that same separate prescribed class; 


History: Cl. 87(2)(d)Gi)(C) amended by 1997, c. 25, subsec..18(1), applicable to taxa- 
tion years that begin after 1996. Cl. (ii)(C) formerly read: 


(C) a reference in subparagraph 13(5)(b)(ii) to amounts that would have been 
deducted by a taxpayer in respect of transferred property shall be. construed as 
including a reference to amounts that would have been deducted by a predeces- 
sor corporation in respect ‘of that property, and 
Cl. 87(2)(d)(ii)(C) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 65(2), appli- 
cable to taxation years commencing after June 17, 1987 that end after 1987. Cl. (ii)(C) 
formerly read: 
(C) a reference in subparagraph 13(5)(a)(ii) to amounts that would have been 
allowed to a taxpayer in respect of transferred property, at the rate that was al- 
lowed to the taxpayer in respect of property of a prescribed class, shall be con- 
strued as including a reference to amounts that would have been allowed to a 
predecessor corporation in respect of that property at the rate that was allowed to 
the predecessor corporation in respect of property of that prescribed class, and 


1.T. Application Rules: 20(1.2) (transfer of depreciable property by person who 
owned it before 1972). 


Interpretation Bulletins: See list at end of s. 87. 


(d.1) depreciable property acquired from predecessor 
corporation — for the purposes of this Act, where depreciable 
property (other than property of a prescribed class) has been ac- 
quired by the new corporation from a predecessor corporation, 
the new corporation shall be deemed to have acquired the pro- 
perty before 1972 at an actual cost equal to the actual cost of the 
property to the predecessor corporation, and the new corporation 
shall be, deemed. to have been allowed. the total of all amounts 
allowed to the predecessor corporation in respect of the pro- 
perty, under regulations made under paragraph 20(1)(a), in com- 
puting the income of the predecessor corporation; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


1.T. Application Rules: 20(1.2) (transfer of depreciable property by person who 
owned it before 1972). 


Interpretation Bulletins: See list at end of s. 87. 
(e) capital property — subject to paragraph (e.4) and subsec- 
tion 142.6(5), where.a capital property (other than depreciable 
property or an interest in a partnership) has been acquired by the 
new corporation from a predecessor corporation, the cost of the 
property to the new corporation shall be deemed to be the 
amount that was the adjusted cost base of the property to the 
predecessor corporation immediately before the amalgamation; 


Related Provisions: 53(6) — Effect of amalgamation on ACB of share, partnership 
interest or trust interest; 69(13) — Amalgamation or merger. See also at end of s. 87. 


History: Para. 87(2)(e) amended by 1995, c. 21, subsec. 54(2), applicable to taxation 
years that end after February 22, 1994. Para. (e) formerly read: 


(e) where any capital property (other than depreciable property or an interest in a 
partnership) has been acquired by the new corporation from a predecessor corpo- 
ration, the cost of the property to the new corporation shall be deemed to be the 
amount.that was the adjusted cost base of the property to the predecessor corpo- 
ration immediately before the amalgamation; 

Interpretation Bulletins: See list at end of s. 87. 


(e.1) partnership interest — where a partnership interest that 
is capital property has been acquired from a predecessor corpo- 


S..87(2)(e.5) 


ration to which the new corporation was related, for the pur- 
poses of this Act, the cost of that partnership interest to the new 
corporation shall be deemed to be the amount that was the:cost 
of that interest to the: predecessor corporation and, in respect of 
that partnership interest, the new corporation shall be deemed to 
be the same corporation as and a continuation of the predecessor 
corporation; 

Related Provisions: 53(1)(e), 53(2)(c) — ACB — partnership interest; 88(1)(c), 


88(1)(e.2) — Winding-up; 100(2.1) —-Gain from disposition of partnership interest on 
amalgamation, See also at end of s. 87. 


Interpretation Bulletins: See list at end of s. 87. 


(e.2) security or debt obligation — subject to paragraphs 
(e.3) and (e.4) and subsection 142.6(5), where a property that is 
a security or debt obligation (other than a capital property or an 
inventory) of a predecessor corporation used by it in the year in, 
or held’by it in the year in the course of, carrying on the business 
of insurance or lending money in the taxation year ending imme- 
diately before the amalgamation has been acquired by the new 
corporation from the predecessor corporation, the cost of the 
property to the new corporation shall be deemed to be the 
amount that was the cost amount of the property to the predeces- 
sor corporation immediately before the amalgamation; 


History: Para. 87(2)(e.2) amended by 1995, c. 21, subsec. 54(3), applicable to:taxation 
years that end after February 22, 1994. Para. (e.2) formerly read: 


(e.2) where any property that is a security or debt obligation (other than a capital 
property or an inventory) of a predecessor corporation used by it in the year in, 
or held by it in the year in the course of, carrying on the business of insurance or 
lending money in the taxation year ending immediately before the amalgamation 
has been acquired by the:new corporation from the predecessor corporation, the 
cost of the property to the new corporation shall be deemed to be the amount that 
was the cost amount of the property to the predecessor corporation immediately 
before the amalgamation; 


Interpretation Bulletins: See list at end of s. 87. 


(e.3) financial institutions — specified debt. obliga- 
tion — where the new corporation is a financial institution in its 
first taxation year, it shall be deemed, in respect. of.a. specified 
debt obligation (other than a mark-to-market property). acquired 
from a predecessor corporation that was a financial institution in 
its last taxation year, to be the same corporation as, and a contin- 
uation of, the predecessor corporation; 

Related Provisions: 87(1.5) — Interpretation; 87(2)(b) — Meaning of “last taxation 

year’; 88(1)(e.2) — Winding-up; 142.6(5) — Parallel rule for rollover transactions 

generally. See also at end of s. 87. 

History: Para. 87(2)(e.3) added by 1995, c. 21, subsec. 54(3), applicable to amalgama- 

tions occurring, and windings-up beginning, after February: 22,1994. 
(e.4) financial’ institutions — mark-to-market 
perty — where 


(i) the new corporation is a financial institution in its first 
taxation year and a property acquired by the new corporation 
from a predecessor corporation is a mark-to-market property 
of the new corporation for the year, or 


(ii) a predecessor corporation was a financial institution in its 
last taxation year and a property acquired by the new corpo- 
ration from the predecessor corporation was a mark-to-mar- 
ket property of the predecessor corporation for the year, 


the cost of the property to the new corporation shall be deemed 
to be the amount that was the fair market value of the property 
immediately before the amalgamation; 
Related Provisions: 87(1.5) — Interpretation; 87(2)(b) — Meaning of “last taxation 
year’; 87(2)(e), (e.2) — Rule overrides normal rules for capital property, securities and 
debt obligations; 87(2)(g.2), 142:6(1)(b) — Predecessor non-financial institution 
deemed to have disposed of property before amalgamation; 142.5(2) — Predecessor fi- 
nancial institution deemed to have disposed of property before amalgamation; 142.6(5), 
(6) — Acquisition of specified debt obligation by financial institution in rollover trans- 
action. See also at end of s. 87. 
History: Para. 87(2)(e.4) added by 1995, c. 21, subsec, 54(3), applicable to amalgama- 
tions occurring after October 1994. 
(e.5) financial institutions — mark-to-market _ pro- 
perty — for the purposes of subsections 112(5) to (5.2) and 
(5.4) and the definition “mark-to-market property” in subsection 
142.2(1), the new corporation shall be deemed to be the same 


pro- 
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corporation as, and a continuation of, each predecessor 
corporation; 
Related Provisions: 87(1.5) — Interpretation; 88(1)(h) — Parallel rule on windup; 
142.7(6)(a) — Parallel rule on conversion of foreign bank affiliate to branch. See also 
at end of s. 87. 
History: Para. 87(2)(e.5) added by 1995, c. 21, subsec. 54(3), applicable to amalgama- 
tions occurring at any time (including, for greater certainty, amalgamations occurring 
before June 22, 1995). 
(f) eligible capital property — for the purposes of determin- 
ing under this Act any amount relating to cumulative eligible 
capital, an eligible capital amount, an eligible capital expendi- 
ture or eligible capital property, the new corporation shall be 
deemed to be the same corporation as, and a continuation of, 
each predecessor corporation; 
History: Para. 87(2)(f) amended by 1994, c. 7, Sch. VHI (1993, c. 24), subsec. 37(3), 
applicable to amalgamations occurring after June 1988. That para. formerly read: 
(f) cumulative eligible capital — for the purposes of computing the cumulative 
eligible capital of the new corporation at any time in respect of a business, where 
a predecessor corporation carried on a business that is carried on by the new 
corporation, the amount of the cumulative eligible capital of the predecessor cor- 
poration immediately before the amalgamation in respect of that business shall 
be added to the amount determined for A in the definition “cumulative eligible 
capital” in subsection 14(5) in respect of that business; 


Interpretation Bulletins: See list at end of s. 87. 


(f.1) [Repealed] 
History: Para. 87(2)(f.1) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(3), 
applicable to amalgamations occurring after June 1988. That para. formerly read: 


(f.1) idem — notwithstanding paragraph (f), for the purposes of computing the 
cumulative eligible capital of the new corporation at any time in respect of a 
business, where the last taxation year of a predecessor corporation commenced 
before July, 1988 and the predecessor corporation carried ona business that is 
carried on by the new corporation, */2 of the amount of the cumulative eligible 
capital of the predecessor corporation immediately before the amalgamation in 
respect of that business shall be added to the amount determined for A in the 
definition “cumulative eligible capital” in subsection 14(5) in respect of that 
business; 


(g) reserves — for the purpose of computing the income of the 
new corporation for a taxation year, 


(1) any amount that has been deducted as a reserve in com- 
puting the income of a predecessor corporation for its last 
taxation year shall be deemed to have been deducted as a re- 
serve in computing the income of the new corporation for a 
taxation year immediately preceding its first taxation year, 
and 


(ii) any amount deducted under paragraph 20(1)(p) in com- 
puting the income of a predecessor corporation for its last 
taxation year or a previous taxation year shall be deemed to 
have been deducted under that paragraph in computing the 
income of the new corporation for a taxation year immedi- 
ately preceding its first taxation year; 
Related Provisions: 87(2)(b) — Meaning of 
Winding-up. 
(g.1) Continuation — for the purposes of sections 12.3 and 
12.4, subsection 20(26) and section 26, the new corporation 
shall be deemed to be the same corporation as, and a continua- 
tion of, each predecessor corporation; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 


(g.2) financial institution rules — for the purposes of 
paragraphs 142.4(4)(c) and (d) and subsections 142.5(5) and (7), 
142.51(11) and 142.6(1), the new corporation is deemed to be 
the same corporation as, and a continuation of, each predecessor 
corporation; 
Related Provisions: 88(1)(e.2) — Winding-up; 142.6(1)(b) — Deemed disposition 
of specified debt obligations and mark-to-market properties on becoming a financial 
institution. See also list at end of s. 87. 


History: Para. 87(2)(g.2) amended by 2009, c. 2, subsec. 19(1), applicable to taxation 
years that begin after September 2006. The para. formerly read: 


“last taxation year’; 88(1)(e.2) — 


(g.2) for the purposes of paragraphs 142.4(4)(c) and (d) and subsections 142.5(5) 
and (7) and 142.6(1), the new corporation shall be deemed to be the same corpo- 
ration as, and a continuation of, each predecessor corporation; 
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Para. 87(2)(g.2) added by 1995, c. 21, subsec: 54(4), applicable to taxation years that 
end after February 22, 1994. 


(g.3) superficial losses — for the purposes of applying sub- 
sections 13(21.2), 14(12), 18(15) and 40(3.4) to any property 
that was disposed of by a predecessor corporation before the 
amalgamation, the new corporation is deemed to be the same 
corporation as, and a continuation of, each predecessor 
corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(g.3) added by 1998, c. 19, subsec. 117(1), applicable to amalga- 
mations that occur, and windings-up that begin, after April 26, 1995. 


(g.4) superficial losses — capital property — for the pur- 
pose of applying paragraph 40(3.5)(c) in respect of any share 
that was acquired by a predecessor corporation, the new corpo- 
ration is deemed to be the same corporation as, and a continua- 
tion of, each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(g.4) added by 1998, c. 19, subsec. 117(1), applicable to amalga- 
mations that occur, and windings-up that begin, after April 26, 1995. 


Proposed Addition — 87(2)(g.5) 


(g.5) patronage dividends — for the purpose of section 

135, the new corporation is deemed to be the same corporation 

as, and a continuation of, each predecessor corporation; 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 44(1), 


will add para. 87(2)(g.5), applicable to amalgamations that occur, and windings-up 
that begin, after 1997. 


Technical Notes (July 201 0): NGS siseriba 8702\(2 .5) deems a new corpora- 
tion formed on an amalgamation to be the same corporation as and a continuation of 
each of the predecessor corporations for the purpose of section 135. This paragraph, 
which applies to amalgamations that occur after 1997, ensures that the rules in sec- 
tion 135 concerning the deduction for and inclusion in income of patronage divi- 
dends continue to apply where a cooperative corporation or a customer of a coopera- 
tive corporation amalgamates with one or more other corporations between the time a _ 
cooperative corporation makes an allocation in proportion to patronage and the time 
that the patronage dividend is paid. This amendment ensures that payments made 
under subsection 135(1) by the new corporation in satisfaction of allocations made 
by.a predecessor corporation will be deductible by the new corporation. In addition, 
new paragraph 87(2)(g.5) ensures that the deductibility of an amount paid to a new 
corporation formed on the amalgamation of the cooperative corporation’s customer 
and another corporation will not be affected by the amalgamation. 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


‘(h) debts — for the purpose of computing a deduction from the 
income of the new corporation for a taxation year under para- 
graph 20(1)(1), (1.1) or (p) 


(i) any debt owing to a predecessor corporation that was in- 
cluded in computing the income of the predecessor corpora- 
tion for its last taxation year or a preceding taxation year, 


(11) where a predecessor corporation was an insurer or a cor- 
poration the ordinary business of which included the lending 
of money, any loan or lending asset made or acquired by the 
predecessor corporation in the ordinary course of its business 
of insurance or the lending of money, or 


(iii) Where a predecessor corporation was an insurer or a cor- 
poration the ordinary business of which included the lending 
of money, any instrument or commitment described in para- 
graph 20(1)(1.1) that was issued, made or assumed by the 
predecessor corporation in the ordinary course of its business 
of insurance or the lending of money, 


and that by reason of the amalgamation, has been acquired by 
the new corporation, shall be deemed to be a debt owing to the 
new corporation that was included in computing its income for a 
preceding taxation year, a loan or lending asset made or ac- 
quired or an instrument or commitment that was issued, made or 
assumed by the new corporation in a preceding taxation year in 
the ordinary course of its business of insurance or the lending of 
money, as the case may be; 


Related Provisions: 80(2)— Deemed settlement on amalgamation; 87(2)(b) — 
Meaning of “last taxation year’; 88(1)(e.2) — Winding-up. See also at end of s. 87. 
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Interpretation Bulletins: See list at end of s. 87. 


(h.1) debts — for the purposes of section 61.4, the description 
of F in subsection 79(3), the definition “forgiven amount’ in 
subsection 80(1), subsection 80.03(7) and section 80.04, the new. 
corporation shall be deemed to be the same corporation as, and:a 
continuation of, each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(h.1) added by 1995, c. 21, sabsee 30(1), applicable to taxation 
years that end after February 21, 1994. 


Interpretation Bulletins: See list at end of s. 87. 


(i) special reserve — for the purpose of computing a deduc- 
tion from the income of the new corporation for a taxation year 
under paragraph 20(1)(n), any amount included in computing 
the income of a predecessor corporation from a business for its 
last taxation year or a previous taxation year in respect of pro- 
perty sold in the course of the business shall be deemed to have 
been included in computing the income of the new corporation 
from the business for a previous year in respect of that property; 


Related Provisions: 87(2)(b)— Meaning of “last: taxation: year’; 88(1)(e.2)— 
Winding-up. See also. at end.of s» 87. 


Interpretation Bulletins: IT-154R: Special reserves:See also-at end of s. 87. 


(j) special reserves — for the purposes. of paragraphs 
20(1)(m), (m.1) and (m.2), subsection 20(24) and ‘section 34.2, 
the new corporation is deemed to be the same corporation as, 
and a continuation of, each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(j) amended by 1996, c. 21, subsec. 15(1), applicable to amalga- 

mations that occur and windings-up that begin after 1994. The para. formerly read: 
(j) idem — for the purposes of paragraphs 20(1)(m), (m.1) and (m.2) and sub- 
section 20(24), the new corporation shall be deemed to be the same corporation 
as, and a continuation of, the predecessor corporation; 


Para. 87(2)(j) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(4), applicable 

to amalgamations occurring and windings-up beginning after 1990. Para. (j) formerly 

read: 
(j) idem — for the purpose of computing a deduction from the income of the 
new corporation for a taxation year under paragraph 20(1)(m), (m.1) or (m.2) or 
section 32, any amount included in computing the income of a predecessor cor- 
poration from a business for its last taxation year or a’ preceding taxation year by 
virtue of paragraph 12(1)(a) shall be deemed to have been included in computing 
the income of the new corporation from the business for a preceding taxation 
year by virtue of that paragraph; 


Interpretation Bulletins: IT-154R: Special reserves. See also at end of s. 87. 


(j.1), inventory adjustment — for the purposes of paragraph 
20(1)Gi), an amount required by paragraph 12(1)(r) to be: in- 
cluded in computing the income of a predecessor corporation for 
its last taxation year shall be deemed to be an.amount required 
by paragraph 12(1)(r) to be included in computing the income of 
the new corporation for a taxation year immediately preceding 
its first taxation year; 


Related Provisions: 87(2)(b)——Meaning of “last taxation year’s 
Winding-up. See also list at end of s. 87. 


88(1)(e.2) — 


Interpretation Bulletins: See list at end of s. 87. 


(j.2) prepaid expenses and matchable expenditures — 
for the purposes of subsections 18(9) and (9.01), section 18.1 
and paragraph 20(1)(mm), the new corporation is deemed to be 
the same corporation as, and a continuation of, each predecessor 
corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(j.2) amended by 1998, c. 19, subsec. 117(2), applicable after No- 
vember 17, 1996. The para. formerly read: 


(j.2) prepaid expenses — for the purposes of subsections 18(9) and (9.01) and 
paragraph 20(1)(mm), the new corporation shall be deemed to be the same cor- 
poration as, and a continuation of, each predecessor corporation; 


Para. 87(2)(j.2) amended by 1995, c. 3, subsec. 23(1), applicable to 1994 er seq. Para. 
(j.2) formerly read: 


(j.2) prepaid expenses — for the purposes of subsection 18(9) and paragraph 
20(1)(mm), the new corporation shall be deemed to be the same corporation as, 
and a continuation of, each predecessor corporation; 


S. 87(2)(j.6) 


Interpretation Bulletins: See list at end of s..87. 


(j.3) employee benefit plans, etc. [SDAs, RCAs] — for 
the purposes of paragraphs 12(1)(n.1) to (n.3) and 20(1)(r), (s), 
(00) and (pp), section 32.1, paragraph 104(13)(b), subsections 
-144.1(4) to (7) and Part X1.3, the new corporation is deemed to 
be the same corporation as, and a continuation of, each prede- 
cessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up, See also at end of s. 87. 


History: Para. 87(2)(j.3) amended by 2010, c. 25, s. 15, applicable after 2009. It for- 
merly read: 
(.3) for the purposes of paragraphs 12(1)(n.1), (n.2) and (n.3) and 20(1)(r), (00) 
and (pp), section 32.1, paragraph 104(13)(b) and Part XI.3, the new corporation 
shall. be deemed to be the’ same corporation as, and a continuation of, each prede- 
cessor corporation; 


Para. 87(2)(j.3) substituted by 1994, c. 21, subsec. 39(3), applicable to taxation years 
ending after December 21, 1992. That para. formerly read: 
(j.3) for the purposes of paragraphs 12(1)(n.2) and (n.3), 20(1)(x), (00) and (pp), 
section 32.1 and Part XI.3, the new corporation shall be deemed to be the same 
corporation as, and a continuation of, each predecessor corporation; 


Para. 87(2)(j.3) amended, by 1994,.c..7,.Sch. II (1991, c. 49), subsec. 65(3), to add 
reference to para. (pp), applicable to amalgamations occurring and windings-up com- 
mencing after 1985. 


Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. See 
also list at end of s. 87. 


(j.4) accrual rules — for the purposes of subsections 12(3) 
and (9), section 12.2, subsection 20(19) and the definition “‘ad- 
justed cost basis” in subsection 148(9) of this Act, and subsec- 
tions 12(5) and (6) and paragraph 56(1)(d.1) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, the 
new corporation shall be deemed to be the same corporation as, 
and a continuation of, each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: See list at end of s. 87. 


(j.5) cancellation of lease — for the purposes of paragraphs 
20(1)(z) and (z.1), the new corporation shall be deemed to be the 
same corporation as, and a continuation of, each predecessor 
corporation; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 


(j.6) continuing corporation —for the purposes of 
paragraphs 12(1)(t) and (x), subsections 12(2.2) and 13(7.1), 
(7.4) and (24), paragraphs 13(27)(b) and (28)(c), subsections 
13(29) and 18(9.1), paragraphs 20(1)(e), (e.1) and (hh), sections 
20.1 and 32, paragraph 37(1)(c), subsection 39(13), subpara- 
graphs 53(2)(c)(vi) and (h)(ii), paragraph 53(2)(s), subsections 
53(2.1),. 66(11.4) and 66.7(11), section. 139.1,. subsection 
152(4.3), the determination of D in the definition “undepreciated 
capital.cost” in subsection 13(21) and.the determination of L in 
the definition “cumulative Canadian exploration expense” in 
subsection .66.1(6), the. new corporation is deemed to be. the 
same. corporation as, and a continuation. of, each predecessor 
corporation; 
Related Provisions: 55(3.2)(b) — Continuation for purposes of butterfly reorganiza- 
tions and capital gains stripping; 88(1)(e.2) — Winding-up. See also at end of s. 87. 
History: Para. 87(2)(j.6) amended by 2000, c. 19, s. 13, applicable to amalgamations 
that occur, and windings-up that begin, after December 15, 1998. The para. formerly 
read: 
(j.6) for the purposes of paragraphs 12(1)(t) and (x), subsections 12(2.2) and 
13(7.1), (7.4) and (24), paragraphs 13(27)(b) and (28)(c), subsections 13(29) and 
189.1), paragraphs 20(1)(e), (e.1) and (hh), sections 20.1 and 32, paragraph 
37(1)(c), subsection 39(13), subparagraphs 53(2)(c)(vi) and (h)(ii), paragraph 
53(2)(s), subsections 53(2.1), 66(11.4), 66.7(11) and 152(4.3), the determination 
of D in the definition “undepreciated capital cost” in subsection 13(21) and the 
determination of L in the definition “cumulative Canadian exploration expense” 
in subsection 66.1(6), the new corporation shall be deemed to be the same corpo- 
ration as, and a continuation of, each predecessor corporation; 


Para. 87(2)G.6) substituted by 1994, c. 21, subsec. 39(4), applicable after January 1990, 
and 


(a) in applying the para. after 1987 and before February 1990, it shall be read as 
including a reference to para. 20(1)(e.1); and 
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S. 87(2)(j.6) 


(b) in applying the para. after January 1990 and before 1994, it shall be read as if 
the reference in it to “sections 20.1 and 32” were_a.reference to “section 32”. 


Para. 87(2)(j.6) formerly read: 


(j-6) [continuation as to various subjects] — for the purposes of paragraphs 
12(1)(t) and (x), subsections 12(2.2) and 13(7.1), (7.4) and (24); paragraphs 
13(27)(b) and (28)(c), subsections 13(29) and 18(9.1), paragraphs. 20(1)(e).and 
(hh), section 32, paragraph 37(1)(c), subsection 39(13), subparagraphs 
§3(2)(c)(vi) and (h)(ii), paragraph 53(2)(s), subsections 53(2.1), 66(11.4), 
66.7(11) and 152(4.3)' and the determination of 'D in the definition “un- 
depreciated capital cost” in subsection 13(21) and of L in the definition “cumula- 
tive Canadian exploration expense” in subsection 66.1(6), the new corporation 
shall be deemed to be the same corporation as, and a continuation of, each prede- 
cessor corporation; 


Para. 87(2)(j.6) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(5), applica- 
ble after January 1990. Para. (j.6) formerly read: 


(j.6) continuation as to various subjects — for the purposes of paragraphs 
12(1)(t) and (x), subsections 13(7:1), (7.4) and (24), paragraphs 13(27)(b):and 
(28)(c), subsections 13(29) and 18(9.1), paragraphs 20(1)(e) and (hh), section 32, 
paragraph 37(1)(c), subparagraphs 53(2)(c)(vi) and (h)(ii), paragraph 53(2)(s), 
subsections 53(2.1), 66(11.4), and 66.7(11) and the determination of D in the 
definition “undepreciated capital cost” in subsection 13(21) and of L in the defi- 
nition “cumulative Canadian exploration expense” in subsection 66.1(6), the new 
corporation shall be deemed to be the same corporation as, and a continuation of, 
each predecessor corporation; 


Para. 87(2)(j.6) amended by 1994, c. 7, Sch. If (1991, c. 49), subsec. 65(4), to add 
reference to paras. 13(27)(b), (28)(c), subsecs. 13(29), 18(9.1) and s. 32, applicable 
with respect to amalgamations occurring and windings-up commencing after 1989. 


Interpretation Bulletins: See list at end of s. 87. 


(j.7) certain transfers and loans [attribution rules] — for 
the purposes of sections 74.4 and 74.5, the new corporation shall 
be deemed to be the same corporation as, and a continuation of, 
each predecessor corporation; 

Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


Interpretation Bulletins: See list at end of s. 87. 


(j.8) international banking centre business — for the pur- 
poses of section 33.1, the new corporation shall be deemed to be 
the same corporation as, and a continuation of, each predecessor 
corporation; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 


(j.9) Part VI and Part I.3 tax [pre-1992] — for the purposes 
of determining the amount deductible by the new corporation for 
any taxation year under section 125.2 or 125.3, the new corpora- 
tion shall be deemed to be the same corporation as, and a contin- 
uation of, each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 


(j.91) Part 1.3 and Part VI tax — for the purpose of determin- 
ing the amount deductible under subsection 181.1(4) or 190.1(3) 
by the new corporation for any taxation year, the new corpora- 
tion is deemed to be the same corporation as, and a continuation 
of, each predecessor corporation, except that this paragraph does 
not affect the determination of the fiscal period of any corpora- 
tion or the tax payable by any predecessor corporation; 


Proposed Amendment — 87(2)(j.91). 


(j.91) Part 1.3 and Part VI tax — for the purpose of deter- © 


mining the amount deductible under subsection 181.1(4) or 
190.1(3) by the new corporation for any taxation year, the new 
corporation is deemed’ to be the same corporation as, and a 
continuation of, each predecessor corporation, except that this 
paragraph does not affect the determination of the fiscal period 
of any corporation or the tax payable by any corporation for 
any. taxation, year that ends before the amalgamation; 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec, 44(2), 
will amend para. 87(2)(j-91) to read as above, applicable to amalgamations that oc- 
cur, and to windings-up that begin, after December 20, 2002. 
Technical Notes (July 2010): Subsection 88(1) sets out rules ielating to the 
winding-up of a subsidiary into a parent corporation that owns at least 90% of each ~ 
class of shares of the subsidiary. A number of the rules that apply to amalgamations 
under subsection 87(2) also apply to windings-up under subsection 88(1). 


Income Tax Act, Part I, Division B 


Paragraph 87(2)(j.91) allows a new corporation, or, in the case‘of a winding-up under 
subsection 88(1), a parent corporation, to be considered as a continuation. of its pred- 
ecessors or subsidiary, as the case may be, for the purposes of determining an amount 
deductible under subsection 181.1(4) or 190.1(3). Those’ provisions relate, respec- 
tively, to the deduction from a corporation’s tax otherwise payable under Part 1.3-of 
the Act ofan amount in respect of its Canadian surtax, and the deduction from a 
financial institution’s tax otherwise payable under Part VI of the Act of an amount in 
respect of its tax under Part I of the Act. Ia HaHa 
Paragraph 87(2)(j. 91) is amended to clarify that it does not affect the eal period « of, 
or tax payable by, any corporation for any taxation year that ends prior to an amalga~ 
mation, or, by virtue paragraph 88(1)(e.2), the commencement of a winding-up under — 
subsection 88(1). ; xt eae vty 


Related Provisions: 88(1)(e.2) — Winding-up. See also. at end of s. 87. 
History: Para. 87(2)(j.91) amended by 1998, c. 19, subsec..117(3), applicable to amal- 
gamations that occur, and windings-up that begin, after April 26, 1995. The para. for- 
merly read: 
(j.91) for the purposes of determining the amount deductible under subsection 
181.1(4) or 190.1(3) by the new corporation for any taxation year, the new cor- 
poration shall be deemed to be the same corporation as, and a continuation of, 
each predecessor corporation; 


Para. 87(2)(j.91) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(6), applicable 

to amalgamations occurring and windings-up beginning after 1990. 
(j.92) subsections 125(5.1) and 157.1(1) [small business 
deduction and instalment deferral] — for the ‘purposes of 
subsection 125(5.1) and the definition “eligible corporation” in 
subsection 157.1(1), the new corporation is deemed. to be the 
same corporation as, and a continuation of, each predecessor 
corporation; 

Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 

History: Para. 87(2)(j.92) amended by 2002, c. 9, subsec. 30(1), applicable to taxation 

years that end after 2001. The para. formerly read: 


(j-92) subsec. 125(5.1) [small business deduction] — for the purposes of 
subsection 125(5.1), the new corporation shall be deemed to be the same corpo- 
ration as, and a continuation of, each predecessor corporation; 


Para. 87(2)(j.92) added by 1995, c. 3, subsec. 23(2) applicable to taxation years that 

end after June 1994. 
(j.93) mining reclamation trusts [and qualifying 
environmental trusts] — for the purposes of paragraphs 
12(1)(z.1) and (z.2) and 20(1)(ss) and (tt) and sections 107.3 and 
127.41, the new corporation shall be deemed to be the same cor- 
poration as, and a continuation of, each predecessor corporation; 

Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 

History: Para. 87(2)(j.93) added by 1995, c. 3, subsec. 23(2), applicable to amalgama- 

tions that occur and windings-up that begin after February 22, 1994. 
(j.94) film or video productions — for the purposes of sec- 
tions 125.4 and 125.5, the new corporation is deemed to be the 
same corporation as, and a continuation of, each predecessor 
corporation; 

Related Provisions: 88(1)(e.2) — Winding-up. See also at end of 's. 87. 

History: Para. 87(2)(j.94) amended by 1998, c. 19, subsec. 117(4), applicable to amal- 


gamations that occur and windings-up that begin after October 1997. The para. for- 
merly read: 


(j.94) Canadian film or video production tax credit — for the purpose of sec- 
tion 125.4, the new corporation is deemed to be the same Corporation as, and a 
continuation of, each predecessor corporation; 
Para. 87(2)(§.94) added by 1996, c. 21, subsec. 15(2), applicable to amalgamations that 
occur and windings-up that oe after 1994, 


Proposed Addition — 87(2)(j OS) cvceunchgi 
oeG 95) non-resident entities — for the purposes of sections 
94 to 94.2, the new corporation is deemed to be the same cor- 
poration as; and a _ continuation of, each BRESEP ERIE 
corporation; Hi 
Application: The August 27, 2010 crak legislstien (Part | — NRTs and FIEs), . os y 
will add para. 87(2)G.95), applicable to taxation years that end after 2000. 


Technical Notes (Sept. 10, 201 0): Section 87 sets out rules that apply, on the 
amalgamation (as defined in subsection 87(1)) of two or more taxable Canadian cor- 
porations. The amalgamated corporation is generally treated as a continuation of the 
predecessor corporations for the purposes of the Act. 


New paragraph 87(2)(j.95) provides that, where there has been an sida nite of ~ 
two or more taxable Canadian corporations, the amalgamated corporation is deemed 
to be a continuation of its predecessor corporations for the purposes of sections 94, 
94.1 and 94.2, which relate to foreign trusts and non-resident entities. Thus, for ex- 
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Subdivision h — Corporations. Resident in Canada S.87(2)(m) 


(1.21) [debt’forgiveness rules] — for the purposes of section 
61.3; the definition “unrecognized loss” in subsection 80(1) and 
“subsection '80:01(10), the new corporation is deemed’ to ‘be the 


same corporation as, Hage a continuation of, each predecessor 
corporation; 


History: Para. 87(2)(1.21) amended by 1998, 'c/.19, subsec. 1'17(5),applicable to taxa- 


(k) peraln Eauonts c or iovees: —_ for ae purpose of tion years, that end after February 21, 1994. The para. formerly, read: 


subsection 6(3), any amount, received by a person from the new 
corporation that would, if received by the person from a prede- 
cessor corporation, be deemed for the purpose of section 5.to be 


(1.21) forgiven amount —for the purposes. of section 61.3 and subsection 
80.01(10), the new corporation shall be deemed to be the same poe le as, 
and_a continuation of, each predecessor corporation; 


remuneration for that person’s services rendered as an officer or | Para. 87(2)(.21)added by 1995, c. 21, subsec. 30(2), applicabllex toctanatinm yeast that 


during a period of employment, shallbe deemed for the pur- 
poses of section 5 to be remuneration for services so ee by 
the person; 


Related Provisions: 88(1)(e2)—— Winding-up:, See -also /at end:of)s, 87. 
(l) scientific research and experimental develop- 
ment — for the purposes of section 37 and Part VIII; the new 
corporation shall'be deemed to be the'same corporation as, and a 
continuation. of, each predecessor, corporation; 

Related, Provisions: 88(1)(e.2) — Winding-up. See also at end of s: 87. 

Interpretation Bulletins: See list-at end of s.\ 87. 


(1.1) idem [repealed R&D allowance] — for it purposes of 
this paragraph, paragraph (1.2) and section 37.1, 


(i) the base period for a particular taxation year of a new cor- 
poration that has fewer than 3 preceding taxation years shall 
be deemed to be the period 


(A) commencing on the day that 


(1) is, the earliest of all days. each of whieh is a day 
immediately before the commencement of a taxation 
year of a predecessor,corporation.in respect of the new 
corporation that ended after, 1976, and 


end after February 21, 1994. 


(1.3) Peolareiient property: bawhers before the escibiina’ 
tion property of a predecessor corporation was unlawfully taken, 
lost, destroyed or taken under statutory authority,.or was: a for- 


“mer business property of the predecessor corporation, for. the 


purposes of applying sections 13 and 44 and the definition “‘for- 
mer business property” in subsection 248(1) to: the new corpora- 


tion in respect of the property and any'replacement property ac- 


quired therefor, the new corporation shall be deemed to be the 


same corporation as, and a continuation of, the predecessor 


corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end. of.s.. 87. 
ceca tt Bulletins: IT-259R4: Becbanges of property. See aisp at end of s. 87. 


A net Addition - — ron 4) 


6.1)(b jolie new ebipor on 
deem d to be the same. corporation as, and. a continuation of, 
SOR: 


(II) isin the 3 year period ending' on the day immedi- Technical Notes (July 2010): oo ee 87(2)(1. 4) i is added to foals that, 
ately before the commencement of the particular year, | for the purposes of the rules in new subsection 13(4.3) and paragraph 20(16.1)(6) of 
and the Act in respect of which an election is made under new. subsection, 13(4.2), the -, 


(B) ending immediately before the first day of the particu- 
lar taxation year, 


ii) where subparagraph (i) applies, graph 88(1)(e.2) 
(a) Patatap © PP windings p that begin, after December 20, 2002. _ bere © 


Related Provisions: 88(1)(e. 2 Winding-up. se also at end of s. 87, 


(A) in determining the qualified expenditures made by the 
new corporation in its base period, there shall be: included 
the total of all amounts each of which is the qualified ex- 
penditure made by a predecessor corporation in a taxation 
year that commenced i in the base period of the new corpo- 
ration, and 


(B) in determining the total of the, amounts paid. to, the 
new corporation by persons referred to in subparagraphs 
(b)(G) to (iii) of the definition “expenditure base’’ in sub- 
section 37.1(5) in its base period, there shall be included 
the total of all such amounts paid to a predecessor corpo- 
ration by a person referred to in those subparagraphs in a 
taxation year that commenced in the base period of the 
new corporation, 


(iii) the capital cost to.the new corporation of any property 
that was a research property of a predecessor corporation. ac- 


is deemed to be the same corporation as, anda continuation of, each . 


| predecessor corporation. This new provision also applies in respect ¢ of the winding up 


h section 88 applies, as a result of the application of para- 
. New paragraph 87(2)0.4) applies % hopes even Si sae ‘cores ane 


(m) reserves — for the purpose. of, computing. the income of 
the new corporation for a taxation, year, any,,amount. claimed 
under subparagraph 40(1)(a)Gii) or 44(1)(e)Gi1) in computing a 
predecessor corporation’s gain for its last taxation year from the 
disposition of any property shall be deemed 


(i) to have been claimed under subparagraph 40(1)(a)(ili) or 
44(1)(e)(iii), as the case may be, in computing the new cor- 
poration’s gain for a taxation, year immediately preceding its 
first taxation year from the disposition of that property by it 
before its first taxation year, and 


(ii) to be) the amount determined under subparagraph 
40(1)(a)G) or 44(1)(e)G), as the case may be, in respect of 
that, property; 


Related © Provisions: © 87(2)(b) — Meaning of “last taxation year”; 88(1)(e.2) — 


quired by it from the predecessor corporation shall be | winding-up. See also at end of s. 87. 


deemed to be the capital cost thereof to the predecessor cor- 
poration and the property shall be deemed to be a research 


History: Para. 87(2)(m) substituted by 1994, c. 7, Sch. II (1991, :c. 49), subsec. 65(5), 
applicable to amalgamations occurring and windings-up beginning after. 1989. Para. 


property of the new corporation, and 87(2)(m) formerly read: 


(iv) each amount determined in respect of the new corpora- 

tion under subparagraph 37:1(3)(b)(i) or (iii), as the case may 

be, shall be deemed to be the total of the amount otherwise 

determined’ and the total of amounts each of which is the 

amount determined, under subparagraph 37.1(3)(b)(i) or (iii), 

as the case may be, in respect.of a predecessor corporation; 
(1.2) definition of “predecessor corporation” — for the 
purposes of this paragraph and paragraph (1.1), “predecessor cor- 
poration” includes any corporation in respect of which a prede- 
cessor corporation was a new corporation; 
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(m) proceeds not due until after end of year — fomthe purpose of computing 
the income of the new corporation for its first taxation year and any subsequent 
taxation year, any amount claimed under subparagraph 40(1)(a) (iii) in computing 
a predecessor corporation’s gain for its last taxation year from the disposition of 
any property shall be, deemed 


(i) to have been claimed under that subparagraph in computing the new cor- 
poration’s gain for a taxation year immediately preceding its first taxation 
year-from the disposition of that property by it before its first taxation year, 
and 


(ii) to be the amount determined under subparagraph 40(1)(a)(i) in respect of 
that property; 


S. 87(2)(m.1) 


(m.1) [charitable] gift of non-qualifying security — for 
the purpose of computing the new corporation’s gain under sub- 
section 40(1.01) for any taxation year from the disposition of a 
property, the new corporation is deemed to be the same corpora- 
tion as, and a continuation of, each predecessor corporation; 


Related Provisions: 88(1)(e.2)— Winding-up. See also at end of s. 87. 
History: Para. 87(2)(m.1) added by 1998, c. 19, s. 15, applicable to 1997 et seq. 


Proposed Addition — 87(2)(m.2) 


(m.2) [charitable] gift of predecessor’s property — for 
the purpose of computing the fair market value of property 
under subsection 248(35), the new corporation is deemed to be’ 
the same corporation as, and a continuation of, eae sie aie 
sor corporation; 
Application: The July 16, 2010 draft legislation (Part | — technical), subsec. we, 
will add para. 87(2)(m.2), applicable in respect of gifts of property made after 6:00 
p.m. (EST) on December 4, 2003. 
Technical Notes (July 2010): New subsection 248(35) contains rules soahie 
the value, for tax purposes, of a gift of property acquired within a certain period. 
New paragraph 87(2)(m.2) provides. that the period that would haye applied to a 
predecessor corporation, if the predecessor had made the gift, will continue to apply 
after it has been wound up into the parent corporation. New pan 87(2\(m. 2) 
applies in respect of gifts made after December 3, 2003. 


Related Provisions: 88(1)(e.2) — Winding-up. See-also at end of s. 87. © 


(n) outlays made pursuant to warranty — for the purpose 
of section 42, any outlay or expense made or incurred by the 
new corporation in a taxation year, pursuant to or by virtue of an 
obligation described in that section incurred by a predecessor 
corporation, that would, if the outlay or expense had been made 
or incurred by the predecessor corporation in that year, have 
been deemed to be a loss of the predecessor corporation for that 
year from the disposition of a capital property shall be deemed 
to be a loss of the new corporation for that year from the dispo- 
sition of a capital property; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


Interpretation Bulletins: IT-330R: Disposition of capital property subject to war- 
ranty, covenant, etc. (archived). See also at end of s. 87. 


(0) expiration of options previously granted — for the 
purpose of subsection 49(2), any option granted by a predeces- 
sor corporation that expires after the amalgamation shall be 
deemed to have been granted by the new corporation, and any 
proceeds received by the predecessor corporation for the grant- 
ing of the option shall be deemed to have been received by the 
new corporation therefor; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


(p) consideration for resource property disposition — 
for the purpose of computing a deduction from the income of the 
new corporation for a taxation year under section 64 of the Jn- 
come Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, any amount that has been included in computing the in- 
come of a predecessor corporation for its last taxation year or a 
previous taxation year by virtue of subsection 59(1) or para- 
graph 59(3.2)(c) of this Act, of subsection 59(3) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, or 
of subsection 83A(Sba) or (5c) of that Act as it read in its appli- 
cation to a taxation year before the 1972 taxation year, shall be 
deemed to have been included in computing the income of the 
new corporation for a previous year by virtue thereof; 

Related Provisions: 87(2)(b)— Meaning of “last taxation year”; 88(1)(e.2) — 

Winding-up. See also at end of s. 87. 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
(q) registered [pension] plans [and DPSPs] — for the 
purposes of sections 147, 147.1 and 147.2 and any regulations 
made under subsection 147.1(18), the new corporation shall be 
deemed to be the same corporation as, and a continuation of, 
each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 


(r) [Repealed under former Act] 


Income Tax Act, Part I, Division B 


Proposed Addition — 87(2)(r) — 

(r) employees profit sharing plan — an election made 

under subsection 144(10) by a predecessor corporation is 

deemed to be an election made by the new corporation; — 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 44(5), 
will add para. 87(2)(r), alone to apenas that \ catees = ana that 
begin, after 1994. 
Technical Notes (July 201 0): New Saad abi 87(2)(1) preserves an election ae 
subsection 144(10) in connection with an employees profit sharing plan that was 
made by a predecessor corporation before an amalgamation. Paragraph 88(1)(e.2) 
provides that this rule also applies, with appropriate modifications, for the purposes 
of the rules relating to the winding-up of a arora EPH into its parent 
corporation. : 
Related Provisions: BB(1)(e. 2) Windies: See also at a of Ss. 87. 


(s) tax deferred cooperative shares — for the purpose of 
section 135.1, if the-:new corporation is, at the beginning of its 
first taxation year, an agricultural cooperative corporation 
(within the meaning assigned by subsection 135.1(1)), 


(i) the new corporation is deemed to be the same corporation 
as, and a continuation of, each predecessor corporation that 
was an agricultural cooperative corporation at the end of the 
predecessor corporation’s last taxation year, and 


(ii) if, on the amalgamation, the new corporation issues a 

_ share (in this subparagraph referred to as the “new share’’) 
that is described in all of paragraphs (b) to (d) of the defini- 
tion “tax deferred cooperative share” in subsection 135.1(1) 
to a taxpayer in exchange for a share of a predecessor corpo- 
ration (in this subparagraph referred to as the “old share’’) 
that was, at the end of the predecessor corporation’s last tax- 
ation year, a tax deferred cooperative share within the mean- 
ing assigned by that definition, and the amount of paid-up 
capital, and the amount, if any, that the taxpayer is entitled to 
receive on a redemption, acquisition or cancellation, of the 
new share are equal to those amounts, respectively, in respect 
of the old share, 


(A) the new share is deemed to have been issued at the 
time the old share was issued, and 


(B) in applying subsection 135.1(2), the taxpayer is 
deemed to have disposed of the old share for nil proceeds; 
Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
History: Para. 87(2)(s) added by 2006, c. 4, s. 8, s. 55, applicable after 2005S. 


(s.1) deemed SIFT wind-up corporation — if a predecessor 
corporation was a SIFT wind-up corporation immediately before 
the amalgamation, the new corporation is deemed to be a SIFT 
wind-up corporation; 
History: Para. 87(2)(s.1) added by 2009, c. 2, subsec. 19(2), applicable after Decem- 
ber 19, 2007. 


(t) pre-1972 capital surplus on hand — for the purpose of 
subsection 88(2.1), any capital property owned by a predecessor 
corporation on December 31, 1971 that was acquired by the new 
corporation by virtue of the amalgamation shall be deemed to 
have been acquired by the new corporation before 1972 at an 
actual cost to it equal to the actual cost of the property to the 
predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 


(u) shares of foreign affiliate — where one or more shares 
of the capital stock of a foreign affiliate of a predecessor corpo- 
ration have, by virtue of the amalgamation, been acquired by the 
new corporation and as a result of the acquisition the affiliate 
has become a foreign affiliate of the new corporation, 


(i) for the purposes of subsection 91(5) and paragraph 
92(1)(b), any amount required by section 92 to be added or 
deducted, as the case may be, in computing the adjusted cost 
base of any such share to the predecessor corporation before 
the amalgamation shall be deemed to have been so required 
to be added or deducted, as the case may be, in computing 
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the adjusted cost base of the share to the new corporation, 
and 


(i) for the purposes of subsections 93(2) to (2.3), any exempt 
dividend received by the predecessor corporation on any 
such share is deemed to be an exempt dividend received by 
the new corporation on the share; 


Related Provisions: 88(1)(e.2) — Winding-up.; Reg. 5905(5.1) — Effect on FAPI 
accounts. See also at end of s. 87. 


History: Subpara. 87(2)(u)(ii) amended by. 2001, c. 17, subsec, 65(2), applicable after 
November 1999, The subpara. formerly read: 


(ii) for the purpose of subsection 93(2), any exempt dividend received by the 
predecessor corporation on any’such share shall be deemed to be an exempt divi- 
dend received by the new corporation on the share; 


Interpretation Bulletins: See also list at end of s. 87. 


(v) gifts [donations] — for the purposes of section 110.1, the 
new corporation shall be deemed to be the same corporation as, 
and a continuation of, each predecessor corporation with respect 
to gifts; 

Interpretation Bulletins: See list at end of s. 87. 
(w) [Repealed under former Act] 


(x) taxable dividends — for the purposes of subsections 
112(3) to (4.22), 


(i) any taxable dividend received on a share that was deducti- 
ble from the predecessor corporation’s income for a taxation 
year under section 112 or subsection 138(6) is deemed to be 
a taxable dividend received on the share by the new corpora- 
tion that was deductible from the new corporation’s income 
under section 112 or subsection 138(6), as the case may be, 


(ii) any dividend (other than a taxable dividend) received on 
a share by the predecessor corporation is deemed to have 
been received on the share by the new corporation, and 


(iii) a share acquired by the new corporation from a’ prede- 
cessor corporation is deemed to have been owned by the new 
corporation throughout any period of time throughout which 
it was owned bya predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(x) amended by 1998, c. 19, subsec. 117(6), applicable to 1994 et 
seq. except that, in its application to dispositions of shares that occurred before April 
27, 1995, para. 87(2)(x) shall be read as follows: 


(x) for the purposes of subsections 112(3) to (4.3), 


(i) any taxable dividend received on a share that was deductible from.the 
predecessor corporation’s income for a taxation year under section 112 or 
subsection 138(6) is deemed to be a taxable dividend received on the share 
by the new corporation that was deductible from the new corporation’s in- 
come under section 112 or 138(6), as the case may be, 


(ii) any capital dividend or life insurance capital dividend received on a 
share by the predecessor corporation is deemed to be a capita] dividend or 
life insurance capital dividend, as the case may be, received on the share by 
the new corporation, and 


(iii) a share acquired by the new corporation from a predecessor corporation 
is deemed to have been owned by the new corporation throughout any pe- 
riod of time throughout which it was owned by a predecessor corporation; 
The para. formerly read: 
(x) for the purposes of subsections 112(3) to (4.3), 


(i) any taxable dividend received on a share that was deductible from the 
predecessor corporation’s income for a taxation year under section 112 or 
subsection 138(6) shall be deemed to be a taxable dividend received on the 
share by the new corporation that was deductible from the new corporation’s 
income for a taxation year under section 112 or subsection 138(6), as the 
case may be, and 


(ii) any capital dividend or life insurance capital dividend received on a 
share by the predecessor corporation shall be deemed to be a capital divi- 
dend or life insurance capital dividend, as the case may be, received on the 
share by the new corporation; 


Interpretation Bulletins: See list at end of s. 87. 
(y) contributed surplus — for the purposes of subsections 
84(1) and (10), the new corporation shall be deemed to be the 
same corporation as, and a continuation of, each predecessor 
corporation; 


S..87(2)(z.2) 


History: Para. 87(2)(y) added by 1994, c. 7, Sch. II (1991, €. 49), subsec: 65(6), appli- 
cable after July 13, 1990. 


(y.1). [Repealed] | 


History: Para. 87(2)(y.1) repealed by 1998, c. 19, subsec. 117(7), applicable to taxes 
payable for taxation years that begin after 1986. The para. formerly read: 


(y.1) preferred-earnings amount — for the purpose of computing the’ pre- 
ferred-earnings amount (within the meaning assigned by subsection 181(2)) of 
the new. corporation, there shall be added to the new corporation’s preferred- 
earnings amount at the end of its first taxation year the total of all amounts each 
of which is the amount, if any, by which 


(i) a predecessor corporation’s preferred-earnings amount at the end of its 
last taxation year 


exceeds 


(ii) the amount that would be determined under paragraph 181(2)(c) in re- 
spect of the predecessor corporation for its last taxation year if the references 
in that paragraph to “the immediately preceding taxation year’ and “that 
year” were read as “the year”; 


Interpretation Bulletins: See list at end of s. 87. 


(z) foreign tax carryover — for the purposes of determining 
the new corporation’s unused foreign tax credit (within the 
meaning of subsection 126(7)) in respect of a country for any 
taxation year and determining the extent to which subsection 
126(2.3) applies to reduce the amount that may be claimed by 
the new corporation under paragraph 126(2)(a) in respect of an 
unused foreign tax credit in respect of a country for a taxation 
year, the new corporation shall be deemed to be the same corpo- 
ration as, and a continuation of, each predecessor corporation, 
except that this paragraph shall in no respect affect the determi- 
nation of 


(i) the fiscal period of the new corporation or any of its pred- 
ecessor, corporations, or 


(ii) the tax payable under this Act by any predecessor 
corporation; 


Interpretation Bulletins: IT-520: Unused foreign: tax credits — carryforward and 
carryback. See also ,at end of s. 87. 


(z.1) capital dividend account — for the purposes of com- 
puting the capital dividend account of the new corporation, it 
shall be deemed to be the same corporation. as, and a continua- 
tion of, each predecessor corporation, other than a predecessor 
corporation to. which, subsection: 83(2.1) would, if a dividend 
were paid immediately. before’ the amalgamation and. an election 
were made under subsection 83(2) in respect of the full.amount 
of that dividend, apply to deem any portion of the dividend to be 
paid by the predecessor corporation as a taxable dividend; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(z.1) substituted by 1994, c.7, Sch. II (1991, c. 49), subsec: 65(7), 
applicable to amalgamations occurring and windings-up beginning after July 13,1990. 
Para. 87(2)(z.1) formerly read: 


(z.1) capital dividend account — for the purpose of computing at any particu- 
lar time after the amalgamation the capital dividend account of a new corpora- 
tion that has been a private corporation continuously from the time of the amal- 
gamation to the particular time, there ‘shall be added the amount of the capital 
dividend account of each predecessor corporation immediately before the amal- 
gamation, except that the amount of the capital dividend account of any prede- 
cessor corporation immediately before the amalgamation shall be deemed to be 
nil where, had a dividend been paid by the predecessor corporation immediately 
before the amalgamation and an election been made under subsection 83(2) in 
respect of that dividend, subsection 83(2.1) would have applied to deem all or 
any portion of the dividend to be a taxable dividend; 


Interpretation Bulletins: IT-66R6: Capital dividends. See also at end of s. 87. 


(z.2) application of Parts III and III.1 — for the purposes of 
Parts II and III.1, the new corporation is deemed to be the same 
corporation as, and a continuation of, each predecessor 
corporation; 

Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


History: Para. 87(2)(z.2) amended by 2007, c. 2, subsec. 45(1), applicable to amalga- 
mations that occur, and to windings-up that begin, after 2005. It formerly read: 


(z.2) application of Part Ill — for the purposes of Part III, the new corporation 
shall be deemed to be the same corporation as, and a continuation of, each prede- 
cessor corporation; 
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S. 87(2)(z.2) 


Interpretation Bulletins: See list at end of s. 87. 


(aa) refundable dividend tax on hand — where the new 
corporation was a private corporation immediately after the 
amalgamation, for the purpose of computing the refundable divi- 
dend tax on hand (within the meaning assigned by subsection 
129(3)) of the new corporation at the end of its first taxation 
year there shall be added to the total determined under subsec- 
tion 129(3) in respect of the new corporation for the year the 
total of all amounts each of which is the amount, if any, by 
which the refundable dividend tax on hand of a predecessor cor- 
poration at the end of its last taxation year exceeds its dividend 
refund (within the meaning assigned by subsection 129(1)) for 
its last taxation year, except that no amount shall be added under 
this paragraph in respect of a predecessor corporation 


(i) that was not a private corporation at the end of its last 
taxation year, or 


Income Tax Act, Part I, Division B 


History: Para. 87(2)(bb) amended by 1998, c. 19, subsec. 117(8), applicable to amal- | 


gamations that occur after 1991 except that, for amalgamations that occurred after 199m 
and before February 23, 1994, subpara. 87(2)(bb)(i) shall be read as follows: 


(i) the amount determined under each of paragraphs (a) to (g) of the definition 
“capital gains dividend account” in subsection 131(6), and 


The para. formerly read: 


(bb) mutual fund and investment corporations — where the new corporation 
is a mutual fund corporation or an investment corporation, there shall be added 
to the amount determined for each of A, B, C and D in the definition “capital 
gains dividend account” and A and B in the definition “refundable capital gains 
tax on hand” in subsection 131(6) in respect of the new corporation at any time 
the amount so determined immediately before the amalgamation in respect of 
each predecessor corporation that was a mutual fund corporation or an invest- 
ment corporation; 


Para. 87(2)(bb) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 65(8), applicable 
to amalgamations occurring after July 13, 1990 and, where the corporation so elects by 


notifying the Minister of National Revenue in writing before 1993, to amalgamations 


occurring after 1986. Para. 87(2)(bb) formerly read: 


(ii) where subsection 129(1.2) would have applied to deem a 
dividend paid by the predecessor corporation immediately 
before the amalgamation not to be a taxable dividend for the 
purpose of subsection 129(1); 


Related Provisions: 87(2)(b) — Meaning of “last taxation year”; 88(1)(e.2) — 
Winding-up; 131(5) — Dividend refund to mutual fund corporation; 186(5) — Deemed 
private corporation. See also at end of s. 87. 


History: Para. 87(2)(aa) amended by 1996, c. 21, subsec. 15(3), applicable to amalga- 
mations that occur and windings-up that begin after June 1995. The para. formerly 
read: 


(aa) refundable dividend tax on hand — where the new corporation was a pri- 
vate corporation continuously from the time of the amalgamation until the time 
immediately after the beginning of any taxation year, for the purpose of comput- 
ing the refundable dividend tax on hand (within the meaning assigned by subsec- 
tion 129(3)) of the new corporation at the end of that year there shall be added to 
the total determined under subsection 129(3) for that year, from which the total 
of amounts determined under paragraphs 129(3)(c) to (e) is subtracted, the total 
of all amounts each of which is the amount, if any, by which the refundable 
dividend tax on hand immediately before the amalgamation of a predecessor cor- 
poration that was a private corporation at that time exceeds its dividend refund 
(within the meaning assigned by subsection 129(1)) for its taxation year ending 
at that time, except that no amount shall be so added in respect of a predecessor 
corporation where subsection 129(1.2) would have applied to deem a dividend 
paid by the predecessor corporation immediately before the amalgamation not to 
be a taxable dividend for the purpose of subsection 129(1); 

Para. 87(2)(aa) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(8), applica- 

ble to the computation of refundable dividend tax on hand (within the meaning as- 

signed by subsec. 129(3) as amended) for 1993 et seg. Para. (aa) formerly read: 
(aa) refundable dividend tax on hand — in the case of a new corporation that 
has been a private corporation continuously from the time of the amalgamation 
to the end of any taxation year, for the purposes of computing the refundable 
dividend tax on hand (within the meaning assigned by subsection 129(3)), of the 
new corporation at the end of the taxation year, where a predecessor corporation 
had refundable dividend tax on hand immediately before the amalgamation, the 
amount by which the refundable dividend tax on hand at that time exceeds any 
dividend refund (within the meaning assigned by subsection 129(1)) of the pred- 
ecessor corporation for its taxation year ending immediately before the amalga- 
mation shall be added to the total determined under subsection 129(3) from 
which the new corporation’s dividend refunds are to be subtracted, except that 
the amount to be added to the total determined under subsection 129(3) shall be 
deemed to be nil where, had a dividend been paid by the predecessor corporation 
immediately before the amalgamation, subsection 129(1.2) would have applied 
to deem the dividend not to be a taxable dividend; 


Interpretation Bulletins: See list at end of s. 87. 


(bb) mutual fund and investment corporations — where 
the new corporation is a mutual fund corporation or an invest- 
ment corporation, there shall be added to 


(1) the amount determined under each of paragraphs (a) and 
(b) of the definition “capital gains dividend account” in sub- 
section 131(6), and 


(ii) the values of A and B in the definition “refundable capi- 
tal gains tax on hand” in that subsection 


in respect of the new corporation at any time the amounts so 
determined and the values of those factors immediately before 
the amalgamation in respect of each predecessor corporation that 
was, immediately before the amalgamation, a mutual fund cor- 
poration or an investment corporation; 
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(bb) mutual fund corporation — in the case of a new corporation that is a mu- 
tual fund corporation, 
(i) for the purpose of computing its capital gains dividend account at any 
time, where a predecessor mutual fund corporation had a capital gains divi- 
dend account immediately before the amalgamation the amount thereof shall 
be added to the amount determined for A in the definition “capital gains 
dividend account” in subsection 131(6), and 
(ii) for the purpose of computing its refundable capital gains tax on hand at 
the end of any taxation year, where a predecessor mutual fund corporation 
had refundable capital gains tax on hand immediately before the amalgama- 
tion the amount thereof shall be added to the amount determined for A in the 
definition “refundable capital gains [tax] on hand” in subsection 131(6); 


(bb.1) flow-through entities — where a predecessor corpora- 
tion was, immediately before the amalgamation, an investment 
corporation, a mortgage investment corporation or a mutual fund 
corporation and the new corporation is an investment corpora- 
tion, a mortgage investment corporation or a mutual fund corpo- 
ration, as the case may be, for the purpose of section 39.1, the 
new corporation is deemed to be the same corporation as, and a 
continuation of, the predecessor corporation; 


History: Para. 87(2)(bb.1) added by 1998, c. 19, subsec. 117(8), applicable to amalga- 
mations that occur after 1993. 


(cc) non-resident-owned investment corporation — in 
the case of a new corporation that is a non-resident-owned in- 
vestment corporation, 


(i) for the purpose of computing its allowable refundable tax 
on hand (within the meaning assigned by subsection 133(9)) 
at any time, where a predecessor corporation had allowable 
refundable tax on hand immediately before the amalgama- 
tion, the amount thereof shall be added to the total deter- 
mined for A in the definition “allowable refundable tax on 
hand” in subsection 133(9), 


(ii) for the purpose of computing its capital gains dividend 
account (within the meaning assigned by subsection 133(8)) 
at any time, where a predecessor corporation had an amount 
in its capital gains dividend account immediately before the 
amalgamation, that amount shall be added to the amount de- 
termined under paragraph (a) of the description of A in the 
definition “capital gains dividend account’ in subsection 
133(8), and 


(iii) for the purpose of computing its cumulative taxable in- 
come (within the meaning assigned by subsection 133(9)) at 
any time, where a predecessor corporation had cumulative 
taxable income immediately before the amalgamation, the 
amount thereof shall be added to the total determined for A 


in the definition “cumulative taxable income” in subsection 
133(9); 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 
Interpretation Bulletins: See list at end of s. 87. 
(dd)—(hh) [Repealed under former Act] 


(ii) public corporation — where a predecessor corporation 
was a public corporation immediately before the amalgamation, 


{ 


| 
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the new corporation shall be deemed to have been'a public cor- 
poration at the commencement of its first taxation year; 


Interpretation Bulletins: See list at end of s. 87. 


(jj) interest on certain obligations — for the purposes of 
paragraph 81(1)(m), the new corporation shall be deemed to be 
the same corporation as, and a continuation of; each predecessor 
corporation; 

Interpretation Bulletins: See list at end of s. 87. 


(kk) disposition of shares of controlled corporation — 

for the purposes of paragraph.40(2)(h), 
(i) where a corporation \was controlled, directly or indirectly 
in any manner whatever, by a predecessor corporation imme- 
diately before the amalgamation and _ has, by reason. of the 
amalgamation, become controlled, directly, or indirectly in 
any manner whatever, by the new corporation, the new cor- 
poration shall be deemed to have acquired control of the cor- 
poration so controlled at the time control thereof was ac- 
quired by the predecessor corporation, and ~ | 


(ii) where a predecessor corporation was immediately. before 
the amalgamation controlled, directly or indirectly in any 
manner whatever, by a corporation that, immediately after 
the amalgamation, controlled, directly or indirectly in’ any 
manner whatever, the new corporation, the new corporation 
shall be deemed to be the same corporation as, and a continu- 
ation of, each predecessor corporation; . 


Related Provisions: 256(5. 1), (6.2) — Controlled directly or indirectly. See also at 
end of s. 87: 


Interpretation Bulletins: See list at end of s. 87. . 
(Il) para. 20(1)(n) and subpara. 40(1)(a)(iii) amounts — 
notwithstanding any other provision of this Act, where any pro- 
perty was disposed of by a predecessor corporation, the new cor- 
poration shall, in computing 


(i) the amount of any deduction under paragraph 20(1)(n) as 
a reserve in respect of the property sold in the course of busi- 
ness, and 


(ii) the amount of its claim under subparagraph 40(1)(a)(11) 
or 44(1)(e)(iii) in respect of the disposition of the: property, 


be deemed to be the same corporation as, and a continuation of, 
the predecessor corporation; 

Related Provisions: 88(1)(e.2) — Winding-up: See also at end of 8. 87. 

History: Subpara. 87(2)(1l)(ii) amended by 1994, c. 7, Sch. If (1991, ¢..49), subsec. 


65(9), to add reference to subpara. 44(1)(e)(iii), applicable to amalgamations occurring 
and windings-up beginning after 1989. 


(mm) idem — for the purposes of section 126.1, the new corpo- 
ration shall be deemed to be the same corporation as, and a con- 
tinuation of, each predecessor corporation; 


_ Proposed Repea ~ 87(2)(mm) _ 


Application, The July. 16, 2010 draft legislation (Part {— technical), subsec. 44(6), 
will repeal pare. 8 cca Sei to — that occur aft 
2008) 


Technical Notes (uly 2010): er e7(2yGain) ensures that an. ecnleiinted 
corporation will be treated as a continuation of, and the same corporation as, each of its 
predecessor corporations for the purposes of the provisions relating to UI premium tax 
credit. That paragraph i is repealed as a consequence of the repeal of the pro sions relat- 
ing to the UI pi tax soe For paciaony) information, see ay mmentary to 
section 126.1; ~ Oo : Ce — eS 


History: Para. 87(2)(mm) added by 1994, c. 8, subsec. 9(1), AIG HRME to amalgama- 
tions occurring, and windings-up beginning, after 1991. 
(nn) refundable Part Vil tax on hand — for the purpose of 
computing the refundable Part VII tax on hand of the new cor- 
poration at the end.of any taxation year, there shall be added to 
the total determined under paragraph 192(3)(a) the total of all 
amounts each of which is the amount, if any, by which 


(i) a predecessor corporation’s refundable Part, VII tax on 
hand at the end of its last taxation year 


S. 87(2)(00.1) (iii) 


exceeds 


(11) the predecessor corporation’s Part VII refund for its last 
taxation year; 


Related Provisions: 87(2)(b) — Meaning’ of “last taxation ‘year’; 
Winding-up. See also list at end of s. 87. 


88(1)(e.2) — 


Interpretation Bulletins: See list at end of s. 87. 


(00) investment tax credit — for the purpose of applying 
subsection 127(10.2) to any corporation, the new, corporation is 
deemed to have had 


(1) a particular taxation year that 


(A) where. it was associated with another corporation in 
the new corporation’s first taxation year, ended in the'cal- 
endar year that precedes the calendar year, in which that 
first year ends, and 


(B) in any other case, immediately precedes that first 
year, and 


(i1) taxable income for the particular year (determined before 
taking into consideration the specified future tax conse- 
quences for the particular year) equal to the total of all 
amounts'each of which is a predecessor corporation’s taxable 
income for its taxation year that ended immediately before 
the amalgamation (determined before taking into considera- 
tion the specified future tax consequences for that year); 


History: Para. 87(2)(oo0) amended by 1997, c. 25, subsec: 18(2), applicable to amalga- 
mations that occur after 1995, except that, for amalgamations that occur in 1996, the 
expression “any corporation” shall be read as “the new corporation”. For amalgama- 
tions that occur after May 23, 1985 and before 1996, para. (00) shall be read without 
reference to the expression “paragraph. 127.1(2)(a) and. subparagraph’ 157(1)(b)(i)”. 
Para. (00) formerly read: 


(oo) for the purposes of applying subsection 127(10.1), paragraph 127. 1(2)(a) 12 
and subparagraph 157(1)(b)(i) in respect of the first taxation year of the new 
corporation, the new corporation shall be deemed to have had a taxation year 
immediately preceding its first taxation year and to have had 


(i) taxable income for that preceding taxation year equal to the total of 
amounts each of which is the taxable income of a predecessor corporation 
for its taxation year ending immediately before the amalgamation, and 


(ii) a business limit for that preceding taxation year equal to the total of 
amounts each of which is the business limit of a predecessor corporation for 
its taxation year ending immediately before the amalgamation; 


Interpretation Bulletins: See list at end of s. 87. 


(oo.1) refundable investment tax credit and balance- 
due day — for the purpose of applying the definition “qualify- 
ing corporation” in subsection 127.1(2), and subparagraph (d)(i) 
of the definition “balance-due day” in subsection 248(1), to any 
corporation, the new corporation is deemed to have had 


(1) a particular, taxation year that 


(A) where it was associated with another corporation in 
the new corporation’s first taxation year, ended in the cal- 
endar year that precedes the calendar year in which that 
first year ends, and 


(B) where clause (A) does not apply, immediately pre- 
cedes that first year, 


(ii) taxable income for the particular year (determined before 
taking into consideration the specified future tax conse- 
quences for the particular year) equal to the total of all 
amounts each of which is a predecessor corporation’s taxable 
income for its taxation year that ended immediately before 
the amalgamation (determined before taking into considera- 
tion the specified future tax consequences for that year), and 


(iii)-a business limit for the particular year equal to the total 
of all amounts each of which is a predecessor corporation’s 
business limit for its taxation year that ended immediately 
before the amalgamation; 


12 sic. This refers to an earlier version of subsec. 127.1(2), which is now the definition of “qualifying corporation” in that subsec. 
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S. 87(2)(00.1) 


History: The opening words of para. 87(2)(00.1) amended by 2002, c. 9, subsec. 
30(2), applicable to taxation years that end after 2001. The opening words formerly 
read: 
(00.1) for the purpose of applying subparagraph 157(1)(b)(i) and the definition 
“qualifying corporation” in subsection 127.1(2) to any corporation, the new cor- 
poration is deemed to have had 
Para. 87(2)(00.1) added by 1997, c. 25, subsec. 18(3), applicable to amalgamations that 
occur after May 23, 1985, except that, 


(a) for amalgamations that occur before 1997, the expression “any corporation” 
shall be read as “the new corporation”; 

(b) for the purpose of applying para. (00.1) for the purpose of the definition “quali- 
fying corporation” in subsec. 127.1(2), the business limits referred to in para. 
(00.1), for taxation years that ended after June 1994 and began before 1996, shall 
be determined under s. 125 as that section read in its application to taxation years 
that ended before July 1994; and 


(c) cl. (00.1)(4)(A) does not apply 
(i) for the purpose of applying the definition “qualifying corporation” in sub- 
sec. 127,1(2) to taxation years that ended before July 1994, and 


(ii) for the purpose of applying subpara. 157(1)(b)(i) to taxation years that end 
before 1998. 


(pp) Cumulative offset account computation — for the 
purpose of computing the cumulative offset account (within the 
meaning assigned by subsection 66.5(2)) of the new corporation 
at any time, there shall be added to the total otherwise deter- 
mined under paragraph 66.5(2)(a) the total of all amounts each 
of which is the amount, if any, by which 


(1) a predecessor corporation’s cumulative offset account at 
the end of its last taxation year 

exceeds 
(11) the amount deducted under subsection 66.5(1) in comput- 
ing the predecessor corporation’s income for its last taxation 
year; 


Related Provisions: 87(2)(b) — Meaning of 
Winding-up. See also list at end of s. 87. 


“Jast taxation year”; 88(1)(e.2) — 


Interpretation Bulletins: See list at end of s. 87. 


(qq) continuation of corporation [investment tax 
credit] — for the purpose of computing the new corporation’s 
investment tax credit at the end of any taxation year, the new 
corporation is deemed to be the same corporation as, and a con- 
tinuation of, each predecessor corporation, except that this para- 
graph does not affect the determination of the fiscal period of 
any corporation or the tax payable by any _ predecessor 
corporation; 
Related Provisions: See Related Provisions at end of s. 87. 


History: Para. 87(2)(qq) amended by 1998, c. 19, subsec..117(9), applicable to amal- 
gamations that occur after April 26, 1995. The para. formerly read: 


(qq) for the purpose of computing the new corporation’s investment tax credit 
and employment tax credit at the end of any taxation year, the new corporation 
shall be deemed to be the same corporation as, and a continuation of, each prede- 
cessor corporation; 


Interpretation Bulletins: See list at end of s. 87. 


(rr) tax on taxable preferred shares — for the purposes of 
subsections 112(2.9), 191(4), and 191.1(2) and (4), the new cor- 
poration shall be deemed to be the same corporation as, and a 
continuation of, each predecessor corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


(ss) transferred liability for Part VI.1 tax — for the pur- 
poses of section 191.3, the new corporation shall be deemed to 
be the same corporation as, and a continuation of, each prede- 
cessor corporation; 


(tt) livestock — inclusion of deferred amount — for the 
purposes of subsections 80.3(3) and (5), the new corporation 
shall be deemed to be the same corporation as, and a continua- 
tion of, each Bee corporation; 


Related Provisions: 88(1)(e.2) — Winding-up. See also at end of s. 87. 


(uu) fuel tax seas for the purposes of paragraph 
12(1)(x.1), the description of D.1 in the definition “non-capital 
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loss” in subsection 111(8), and subsections 111(10) and (11), the 
new corporation is deemed to be the same corporation as, and a 
continuation of, each predecessor corporation; 
Related Provisions: 88(1)(e.2) — Winding-up; 93(2)—(2.3) — Loss limitation on 
disposition of share, See also list at end of s. 87. 
History: Para. 87(2)(uu) amended by 1997, c. 26, s. 83, applicable to 1997 et seq. 
Para. (uu) formerly read: 
(uu) for the purposes of paragraph 12(1)(x.1), the description of D.1 in the defi- 
nition “non-capital loss” in subsection 111(8), clause 111(10)(a)(i)(B) and sub- 


section 111(11), the new corporation shall be deemed to be the same corporation 
as, and a continuation of, each predecessor corporation. 


Para. 87(2)(uu) added by 1994, c. 7, Sch. VI (1992, c. 29), s. 3, applicable to amalga- 
mations occurring after 1991. 


Interpretation Bulletins: See list at end of s. 87. 


(vv) general rate income pool — if the new corporation is a 
Canadian-controlled private corporation or a deposit insurance 
corporation in its first taxation year, in computing its general 
rate income pool at the end of that first taxation year there shall 
be added the total of all amounts determined under subsection 
89(5) in respect of the corporation for that first taxation year; 
and 

Related Provisions: 88(1)(e.2)(ix), 89(6) — Winding-up; 89(15)— Meaning of 

“deposit insurance corporation”; 125(7)“Canadian-controlled private _corpora- 

tion’”(d) — Election not to be CCPC for purposes of 87(2)(vv). See also at end of s. 87. 


History: Para. 87(2)(vv) added by 2007, c. 2, subsec. 45(2), applicable to amalgama- 
tions that occur, and to windings-up that begin, after 2005. 


(ww) low rate income pool — if the new corporation is 
neither a Canadian-controlled private corporation nor a deposit 
insurance corporation in its first taxation year, there shall be ad- 
ded in computing its low rate income pool at any time in that 
first taxation year the total of all amounts determined under sub- 
section 89(9) in respect of the corporation for that first taxation 
year. 

Related Provisions: 88(1)(e.2)(ix), 89(10) — Winding-up; 89(15) — Meaning of 

“deposit insurance corporation”; 125(7)“Canadian-controlled private corpora- 


tion”(d) — Election not to be CCPC for purposes of 87(2)(ww). See also at end of s. 
87. 


History: Para. 87(2)(ww) added by 2007, c. 2, subsec. 45(2), applicable to amalgama- 
tions that occur, and to windings-up that begin, after 2005. 


(2.01) Application of subsec. 37.1(5) — The definitions in sub- 
section 37.1(5) apply to subsection (2). 


Origin of subsec. 87(2.01): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words to subsec. 37.1(5)). 


(2.1) Non-capital losses, etc., of predecessor corpora- 
tions — Where there has been an amalgamation of two or more 
corporations, for the purposes only of 


(a) determining the new corporation’s non-capital loss, net capi- 
tal loss, restricted farm loss, farm loss or limited partnership 
loss, as the case may be, for any taxation year, and 


(b) determining the extent to which subsections 111(3) to (5.4) 
and paragraph 149(10)(c) apply to restrict the deductibility by 
the new corporation of any non-capital loss, net capital loss, re- 
stricted farm loss, farm loss or limited partnership loss, as the 
case may be, 


the new corporation shall be deemed to be the same corporation as, 
and a continuation of, each predecessor corporation, except that this 
subsection shall in no respect affect the determination of 


(c) the fiscal period of the new corporation or any of its 
predecessors, 


(d) the income of the new corporation or any of its predecessors, 
or 


(e) the taxable income of, or the tax payable under this Act by, 
any predecessor corporation. 


Related Provisions: 87(2)(a) — Taxation year-end; 87(2.11) — Losses, etc., on 
amalgamation with subsidiary wholly-owned dei 256(7) — Where control 
deemed not acquired. See also at end of s. 87. 
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History: Para. 87(2.1)(b) amended by 1998, c. 19, subsec. 117(10), applicable to a 
corporation that becomes or ceases to be exempt from tax under Part I of the Act after 
April 26, 1995. The para. formerly read: 
(b) determining the extent to which subsections 111(3) to (5.4) and paragraph 
149(10)(d) apply to restrict the deductibility by the new corporation of any. non- 
capital loss, net capital loss, restricted farm loss, farm loss or limited partnership 
loss, as the case may be, 
Selected Cases [subsec. 87(2.1)]: Duha Printers (Western) Ltd. vy. R., [1998] 3 
C.T.C. 303 (SCC); Reversed [1996] 3 C-T.C. 19 (FCA) (Shareholder agreement did not 
result in de jure control); Garage Montplaisir Ltée v..MNR, [1992] 2 °C.T.C. 2700 
(TCC) (Predecessor corporation’s business not carried on by corporation resulting from 
amalgamation; non-capital losses not deductible). 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 87. 


(2.11) Vertical amalgamations — Where a new corporation is 
formed by the amalgamation of a particular corporation and one or 
more of its subsidiary wholly-owned corporations, the new corpora- 
tion is deemed to be the same corporation as, and a continuation of, 
the particular corporation for the purposes of applying sections 111 
and 126, subsections 127(5) to (26) and 181.1(4) to (7), Part IV and 
subsections 190.1(3) to (6) in respect of the particular corporation. 
Related Provisions: 87(1.4) — Definition of “subsidiary wholly-owned corpora- 
tion’; 87(2.1) — Non-capital losses, ete., of predecessor corporations; 87(11) — Verti- 
cal amalgamation — effects; 256(7) — Where control deemed. not acquired. 


History: Subsec. 87(2.11): amended by 1998;!c. 19, subsec. 117(11), ccd sathagat to 

amalgamations that occur after April 26, 1995. The subsec. formerly read: 
(2.11) Losses, etc., on amalgamation with subsidiary wholly-owned corpo- 
ration — Where a new corporation is formed by the amalgamation of a particu- 
lar corporation and one or more of its subsidiary wholly-owned corporations, the 
new corporation shall, for the purposes of applying section 111 and. Part IV in 
respect of the particular corporation, be deemed to be the same corporation as, 
and a continuation of, the particular corporation. 

Subsec. 87(2.11) added by 1994, ¢. 7, Sch. VIII (1993, c. 24), subsec. 37(9), applicable 

to amalgamations occurring after 1989. 


1.T. Technical News: 3 (subsection 87(2.11)). 


(2.2) Amalgamation of insurers — Where there has been. an 
amalgamation and one or more of the predecessor corporations was 
an insurer, the new corporation is, notwithstanding subsection (2), 
deemed, for the purposes of paragraphs 12(1)(d), (e), (e.1), (i) and 
(s), subsection 12.5(8), paragraphs 20(1)(1), (1.1), (p) and Gj) and 
20(7)(c), subsections 20(22) and 20.4(4), sections 138, 138.1, 140, 
142 and 148 and Part XII.3, to be the same corporation as, and a 
continuation of, each of those predecessor corporations. 
Related Provisions: 139.1(3)(g)— Where merger causes demutualization of in- 
surer. See also at_end of s. 87. 
History: Subsec. 87(2.2) amended by 2009, c. 2, subsec. 19(3), applicable to taxation 
years that begin after September 2006. The subsec. formerly read: 
(2.2) Where there has been an amalgamation and one or more of the predecessor 
corporations. was an. insurer, the new corporation is, notwithstanding subsection 
(2), deemed, for the purposes of paragraphs 12(1)(d), (e), (e.1),.() and (s) and 
20(1)(), (1.1), (p) and Gj) and 20(7)(c), subsection 20(22), sections 138, 138.1, 
140, 142 and 148 and Part XII.3, to be the same corporation as, and a continua- 
tion of, each of those predecessor corporations. 
Subsec. 87(2.2) amended by 1997, c. 25, subsec. 18(4), applicable to amalgamations 
that occur after 1995. Subsec. (2.2) formerly read: 
(2.2) Amalgamation of insurance corporations — Where there has been an 
amalgamation of two or more corporations and one or more of the predecessor 
corporations was an insurance corporation, the new corporation shall, notwith- 
standing subsection (2), be deemed, for the purposes of paragraphs 12(1)(d), (e), 
(i) and (s) and 20(1)(1), (1.1), (p) and (jj) and 20(7)(c), sections 138, 138.1, 140, 
142 and 148 and Part XII.3 of this Act and section 33 of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, to be the same corporation 
as, and a continuation of, each such predecessor corporation. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: See list at end of s. 87. 


Proposed Addition — 87(2. 3) 


(2.3) Quebec credit unions — For the purpose of applying this 
section to an amalgamation savored by section 689 of An Act 
respecting financial services cooperatives, R.S8.Q.)°¢. C-67.3, an’ 
investment deposit of a credit union is deemed to be a share of a 


S. 87(2.3) 


separate class of the capital stock of a predecessor corporation in 
respect of the amalgamation the adjusted cost base and paid up 
capital of which to the credit union is equal to the adjusted cost 
base to the credit union of the investment onan oni 
Rime ie if : 


i ; n investment conte which section 425 of the Sav- ? 
; j ct, R. S. ce Gots. b sales to the 


: ae on the Laas aie credit union re of the in- 
estment sperm for. Gonsilesarie that RSISLS: antes of 


n (the asian prendtot This rule. applibe where the credit union’s in- 
vestment deposit in the predecessor corporation is dlc because of an amalga- 


cesso piortion noe: an oe cost base and paid up see equal to the ad- 
justed cost base of the investment deposit, to the credit union. ne conditions that 
must be met are that 


. immediately before the amalgamation the investment deposit must ‘be an inyest- 
ment deposit (to which section 425 of the Savings and Credit Unions Act, 

URS.©., 2001, 6. C4 if ee) in an. investment fund of the aaa Corpo: 
ion; and 2 Coe } on 


* on th ataledoalon the ciedirunion disposes of the investment deposit for c con- 
sideration that consists. solely. of shares of the capital stock of the new 
_ corporation L oo 


Letter from ‘Dept, of Finanes; Dec. 5, 2000: 


La présente fait suite A votre | lettre du 27 ‘octobre 2000 et ala reponse que nous vous 
avions donnée en novembre 1999 (copie jointe) concernant la réorganisation pro- 
posée du [xxx]. Je crois savoir que vous avez discuté de la question avec Davine 
Roach et Kerry Harnish de cette division, le 16 novembre 2000. 


Lors de votre rencontre du 10 octobre 2000 avec des représentants de la Direction de 
la” politique de Vimpot, vous indiquiez « que l’Agence des douanes et du revenu du 
Canada («! ADRC ») avait déterminé que les dépdts a participation ne constituent 
pas | des actions aux fins de la Loi de I’ *impot sur le revenu (la « Loi ») et qu’ils ne 
peuvent done étre transférés en franchise d’imp6t au moment de la fusion (selon la 
définition au paragraphe 87(1) de la Loi) [xxx]. Dans votre lettre du 27 agiied ae, 
vous demandez donc que la Loi soit modifiée: _ 


* pour traiter chaque « dépot a eh anos » dun ee comme une « _ 
yy ion » » AUX fins de la one ae! oS : ao 


ne aoe spéciale avvenea? ale ttribution ¢ du cout re “une 
He ou aux nouvelles actions en fonction du cotit plutot que 
ee au paragraphe 87(4), un eansten de cotits pourrait donner lieu 4 des gains 
en capital non réalisés artificiels telativement a certaines des nouvelles actions. , 
acquises: lors de la fusion, 


Comme nous ‘Vindiquions dans notre lettre de novembre 1999, nous sommes dis- 
posés 4 recommander au ministre des Finances que la Loi soit modifiée pour assurer 
le transfert libre d’impét d'un dépot a participation échangé pour une action lors de la 
fusion [xxx]. Plus. précisément, nous sommes disposés a traiter un dépot a participa- 
tion comme s as ‘agissait d’une action aux fins de Vapplication des régles relatives 
< fusions & larticle 87 de la Loi. Nous sommes aussi disposés a considérer que 
l’action réputée représentant le dépét a participation a un prix de base rajusté et un 
capital versé équivalent au prix de base rajusté de la a du contribuable 
dans un dépét a participation en particulier. ; 


Toutefois, nous ne sommes pas disposés a nous écarter de la formule d’attribution 
selon la juste valeur marchande prévue au paragraphe 87(4) de la Loi dans le cas des 
transactions réalisées, dans le cadre de la fusion de [xxx]. La formule actuelle tient 
compte des cas ot les nouvelles actions ne sont pas de la méme categorie que les 
nnes actions. Nous croyons toutefois savoir que 17 ADRC a adopté une mesure 
administrative qui pourrait ¢tre utile dans votre cas. 


Enfin, nous sommes aussi disposés a recommander. que les changements susmention- 
nés + (que nous acceptons de recommander au ministre) s “appliquent aux fusions réal- 
isées aprés 1999. Si nos -recommandations sont acceptées, on prévoit que les modifi- 
cations seraient incluses plus tard dans un projet de loi technique. 
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Veuillez agréer, Monsieur, l’expression de mes sentiments les meilleurs. 
Le directeur, Division de la législation de l’impot, Direction de la politique de _ 
Vimpot , ‘ , die 4 lias 


Brian Ernewein 


(3) Computation of paid-up capital — Subject to subsection 
(3.1), where there is an amalgamation or a merger of 2 or more 
Canadian corporations, in computing at any particular time the 
paid-up capital in respect of any particular class of shares of the 
capital stock of the new corporation, 


(a) there shall be deducted that proportion of the amount, if any, 
by which the paid-up capital, determined without reference to 
this subsection, in respect of all the shares of the capital stock of 
the new corporation immediately after the amalgamation or 
merger exceeds the total of all amounts each of which is the 
paid-up capital in respect of a share (except a share held by any 
other predecessor corporation) of the capital stock of a predeces- 
sor corporation immediately before the amalgamation or merger, 
that 


(i) the paid-up capital, determined without reference to this 
subsection, of the particular class of shares of the capital 
stock of the new corporation immediately after the amalga- 
mation or merger 

is of 
(ii) the paid-up capital, determined without reference to this 
subsection, in respect of all of the issued and outstanding 


shares of the capital stock of the new corporation immedi- 
ately after the amalgamation or merger; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of the particular class paid by the new corpora- 
tion before the particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the amount required by paragraph (a) to be deducted in 
computing the paid-up capital of shares of the particular 
class, 


Related Provisions: 87(3.1) — Election for 87(3) not to apply. See also at end of s. 
87. 


History: That portion of subsec. 87(3) preceding para. (a) amended by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 37(10), applicable to amalgamations occurring after 1990. 
That portion formerly read: 


(3) Computation of paid-up capital — Where there has been an amalgamation 
or a merger after March 31, 1977 of two or more Canadian corporations, in com- 
puting, at any particular time the paid-up capital in respect of any particular class 
of shares of the capital stock of the new corporation 


Interpretation Bulletins: See list at end of s. 87. 


(3.1) Election for non-application of subsec. (3) — Where, 
(a) there is an amalgamation of 2 or more corporations, 


(b) all of the issued shares, immediately before the amalgama- 
tion, of each class of shares (other than a class of shares all of 
the issued shares of which were cancelled on the amalgamation) 
of the capital stock of each predecessor corporation (in this sub- 
section referred to as the “exchanged class”) are converted into 
all of the issued shares, immediately after the amalgamation, of 
a separate class of shares of the capital stock of the new corpora- 
tion (in this subsection referred to as the “substituted class’), 


(c) immediately after the amalgamation, the number of share- 
holders of each substituted class, the number of shares of each 
substituted class owned by each shareholder, the number of is- 
sued shares of each substituted class, the terms and conditions of 
each share of a substituted class, and the paid-up capital of each 
substituted class determined without reference to the provisions 
of this Act are identical to the number of shareholders of the 
exchanged class from which the substituted class was converted, 
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the number of shares of each such exchanged class owned by 
each shareholder, the number of issued shares of each such ex- 
changed class, the terms and conditions of each share of such 
exchanged class, and the paid-up capital of each such exchanged 
class determined without reference to the provisions of this Act, 
respectively, immediately before the amalgamation, and 


(d) the new corporation elects in its return of income filed in 
accordance with section 150 for its first taxation year to have the 
provisions of this subsection apply, 


for the purpose of computing at any particular time the paid-up cap- 
ital in respect of any particular class of shares of the capital stock of 
the new corporation, 


(e) subsection (3) does not apply. in respect of the amalgamation, 
and 


(f) each substituted class shall be deemed to be the same as, and 
a continuation of, the exchanged class from which it was 
converted. 


History: Subsec. 87(3.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(11), 
applicable to amalgamations occurring after 1990. 


(4) Shares of predecessor corporation — Where there has 
been an amalgamation of, two or more corporations after May 6, 
1974, each shareholder (except any predecessor corporation) who, 
immediately before the amalgamation, owned shares of the capital 
stock of a predecessor corporation (in this subsection referred to as 
the “old shares”) that were capital property to the shareholder and 
who received no consideration for the disposition of those shares on 
the amalgamation, other than shares of the capital stock of the new 
corporation (in this subsection referred to as the “new shares”), 
shall be deemed 


(a) to have disposed of the old shares for proceeds equal to the 
total of the adjusted cost bases to the shareholder of those shares 
immediately before the amalgamation, and 


(b) to have acquired the new shares of any particular class of the 
capital stock of the new corporation at a cost to the shareholder 
equal to that proportion of the proceeds described in paragraph 
(a) that 


(i) the fair market value, immediately after the amalgama- 
tion, of all new shares of that particular class so acquired by 
the shareholder, 


is of 
(ii) the fair market value, immediately after the amalgama- 
tion, of all new shares so acquired by the shareholder, 


except that, where the fair market value of the old shares immedi- 
ately before the amalgamation exceeds the fair market value of the 
new shares immediately after the amalgamation and it is reasonable 
to regard any portion of the excess (in this subsection referred to as 
the “gift portion”) as a benefit that the shareholder desired to have 
conferred on a person related to the shareholder, the following rules 
apply: 
(c) the shareholder shall be deemed to have disposed of the old 
shares for proceeds of disposition equal to the lesser of 


(i) the total of the adjusted cost bases to the shareholder, im- 
mediately before the amalgamation, of the old shares and the 
gift portion, and 

(ii) the fair market value of the old shares immediately before 
the amalgamation, 


(d) the shareholder’s capital loss from the disposition of the old 
shares shall be deemed to be nil, 


(e) the cost to the shareholder of any new shares of any class of 
the capital stock of the new corporation acquired by the share- 
holder on the amalgamation shall be deemed to be that propor- 
tion of the lesser of 


(i) the total of the adjusted cost bases to the shareholder, im- 
mediately before the amalgamation, of the old shares, and 


(11) the total of the fair market value, immediately after the 
amalgamation, of all new shares so acquired by the share- 
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- holder and the amount that, but for paragraph (d), would 
have been the shareholder’s capital loss from the disposition 
of the old shares 


that 


(iii) the fair market value, immediately after the amalgama- 
tion, of the new shares of that class so acquired by the 
shareholder 


is of . 
(iv) the fair market value, immediately after the amalgama- 
tion, of all new shares so acquired by the shareholder, 


and where the old shares were taxable Canadian property of the 
shareholder, the new shares are deemed to be, at any time that is 
within 60 months after the amalgamation, taxable Canadian pro- 
perty of the shareholder. 

Related Provisions: 44.1(6), (7) — Small business investment rollover on exchange 
of shares; 7(1.5) — Shares acquired through employee stock option; 53(4) — Effect on 
ACB of shares; 87(5) — Option to acquire share of predecessor corporation; 87(8) — 
Merger of foreign affiliate; 87(9)(a), (c)—Effect of triangular amalgamation; 
95(2)(d) — Merger of foreign affiliate; 107(2)(d.1)(iii), 107.4(3)(f) — Deemed taxable 
Canadian property retains status when rolled out of or into trust; 248(1)“disposi- 
tion’(n), 248(1.1) — Cancellation of shares on foreign amalgamation deemed not to be 
disposition; 248(25.1) — Deemed taxable Canadian property retains status through 
trust-to-trust transfer. See also at end of s. 87. 


History: The closing words of subsec. 87(4) amended by 2010, c.,12, subsec. 8(1), to 
substitute “are deemed to be, at any time that is within 60 months after the amalgama- 
tion, taxable” for “shall be deemed to be: taxable”, applicable in determining after 
March 4, 2010, whether a property is taxable Canadian property ofa taxpayer. 


Selected Cases [subsec. 87(4)]: Husky Oil Ltd. v. Rs [2010] 5.C.T.C. 112 (FCA); 
rev’g [2009] 6 C.T.C. 2021 (TCC) (Provision overrides general rule in 69(4)). 


Interpretation Bulletins: IT-113R: Benefits to employees — stock options. See also 
list at end of's. 87. 


(4.1) Exchanged shares — For the purposes of the definition 
“term preferred share” in subsection 248(1), where there has been 
an amalgamation of two or more corporations after November 16, 
1978 and a share of any class of the capital stock of the new corpo- 
ration (in this;subsection referred to.as the “new share’) was issued 
in consideration for the disposition of a share of any.class of the 
capital stock of a predecessor corporation (in this subsection. re- 
ferred to as the “exchanged share”) and the terms and conditions of 
the new share were the same as, or substantially the same as, the 
terms and conditions of the exchanged share, 


(a) the new share shall be deemed to have been issued at the 
time the exchanged share was issued; ~ 


(b)., if the exchanged share. was. issued under an agreement in 
writing, the new ‘share shall be deemed to have been issued 
under that agreement; and 


(c)' the new corporation shall be deemed to be the same corpora- 
tion as, and a continuation of, ‘each such predecessor 
corporation. 


Related Provisions: 87(9)(a.1) — Effect of triangular amalgamation. See also at end 
of s. 87. 


Interpretation Bulletins: See list at end of s. 87. | 


(4.2) idem — Where there has been an amalgamation or merger of 
two or more corporations after November 27, 1986 and a’share of 
any class of the capital stock of the new corporation (in this subsec- 
tion referred to as the “new share”) was issued to a shareholder in 
consideration for the disposition of a share by that.shareholder of 
any class of the capital stock of a predecessor corporation (in this 
subsection referred to as the “exchanged share’’) and the terms and 
conditions of the new share were the same as, or substantially the 
same.as, the terms, and.conditions of the exchanged share; for the 
purposes of applying the provisions of this subsection, subsections 
112(2.2) and (2.4), Parts IV.1 and VI.1, section 258 and the defini- 
tions, “grandfathered. share”, “short-term preferred, share”, “taxable 
preferred share” and “taxable RFI share” in subsection. 248(1) to the 
new. share, the following rules apply: 


(a) the new share shall be deemed to have been issued at the 
time the exchanged share was issued; 


S. 87(4.3) 


(b) where the exchanged share was a share described in para- 
graph (a), (b), (c) or (d) of the definition “grandfathered share” 
in subsection 248(1), the new share shall be deemed to be the 
same share as the exchanged share for the purposes of that 
definition; 


(c) the new share shall be deemed to have been acquired by the 
shareholder at the trme the exchanged share was acquired by the 
shareholder; 


(d) the new corporation shall be deemed to be the same corpora- 
tion as, and a continuation of, each predecessor corporation; 


(e) an election made under subsection 191.2(1) by a predecessor 
corporation with respect to the class of shares of its capital stock 
to which the exchanged share belonged shall be deemed to be an 
election made by the new corporation with respect to the class of 
shares of its capital stock to which the new share belongs; and 


(f) where the terms or conditions of the exchanged ‘share or an 
agreement in respect of the exchanged share specify an amount 
in respect of the exchanged share for the purposes of subsection 
191(4) and an amount equal to the amount so specified in re- 
spect of the exchanged share is specified in respect of the new 
share for the purposes of subsection 191(4), 
(i) for the purposes of subparagraphs 191(4)(d)(@j) and (e)(), 
the new share shall.be deemed to, have been issued for the 
same consideration as that for which the exchanged share 
was issued and to have been issued for the purpose for which 
the exchanged share was issued, 
(ii) for the purposes of subparagraphs 191(4)(d)(ii) and 
(e)(ii), the new share shall be deemed to be the same share as 
the exchanged share and to have been issued for the purpose 
‘for which the exchanged share was issued, and 


(iii) where the shareholder received no consideration for the 
disposition of the exchanged share other than the new share, 
for the purposes of subsection 191(4), 


(A) in the case of an exchanged share to which subsection 
191(4) applies because of paragraph 191(4)(a), the new 
share shall be deemed to have been issued for considera- 
tion having a fair market value equal to the consideration 
for which the exchanged share was issued, and 


(B) in the case of an exchanged share to which subsection 
191(4) applies because of'an event described in paragraph 
191(4)(b) or (c), the consideration for which the new 
share was issued shall be deemed to have a fair market 
value equal to the fair market value of the exchanged 
share immediately before the time that event occurred. 


Related Provisions: 87(9)(a.1) — Effect of triangular amalgamation. 


History: Para. 87(4.2)(f) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 65(10), 
applicable to 1988 et seq. 


Interpretation Bulletins: See list at end of s. 87. 


(4.3) Exchanged rights — Where there has been an amalgama- 
tion or merger of two or more corporations after June 18, 1987 and 
a right listed on a designated stock exchange to acquire a share of 
any class of the capital stock of the new corporation (in this subsec- 
tion referred to as the “new right’) was acquired by a shareholder in 
consideration for the disposition of a right described in paragraph 
(d) of the definition “grandfathered share” in subsection 248(1) to 
acquire a share of any class of the capital stock of a predecessor 
corporation (in this subsection referred to as the “exchanged right’), 
the new right shall be deemed to be the same right as the exchanged 
right for. the- purposes of paragraph (d) of the | definition 
“grandfathered share” in subsection 248(1) where the terms and 
conditions of the new right were the same as, or substantially the 
same as, the terms and conditions of the exchanged right and. the 
terms and conditions of the share receivable on an exercise of the 
new right were the same as, or substantially the same as, the terms 
and conditions of the share that would have. been received on an 
exercise of the exchanged right. 


Related Provisions: 87(9)(a.2) — Effect of triangular amalgamation. Seé also at end 
of s. 87. 
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History: Subsec. 87(4.3) amended to substitute “designated stock exchange” for “pre- 
scribed stock exchange” by 2007, c. 35, para. 68(2)(e), applicable after December 13, 
2007. 


Interpretation Bulletins: See list at end of s. 87. 


(4.4) Flow-through shares — Where 


(a) there is an amalgamation of two or more corporations each 
of which is a principal-business corporation (within the meaning 
assigned by subsection 66(15)) or a corporation that at no time 
carried on business, 


(b) a predecessor corporation entered into an agreement with a 
person at a particular time for consideration given by the person 
to the predecessor corporation, 


(c) a share of the predecessor corporation 


(i) that was a flow-through share (in this subsection having 
the meaning that would be assigned by subsection 66(15) if 
the definition “flow-through share” in that subsection were 
read without reference to the portion after paragraph (b) of 
that definition) was issued to the person before the amalga- 
mation, or 


(ii) that would (if it were issued) be a flow-through share, 
was to be issued to the person 


for the consideration under the agreement, and 
(d) the new corporation 


(i) issues a share (in this subsection referred to as a “new 
share’) of any class of its capital stock on the amalgamation 
to the person in consideration for the disposition of the flow- 
through share of the predecessor corporation and the terms 
and conditions of the new share are the same as, or substan- 
tially the same as, the terms and conditions of the flow- 
through share, or 


(11) is obliged after the amalgamation to issue a new share of 
any class of its capital stock to the person under the obliga- 
tion of the predecessor corporation to issue a flow-through 
share of the predecessor corporation to the person and the 
new share would not, if issued, be a prescribed share referred 
to in the definition “flow-through share” in subsection 
66(15), 


Proposed Amendment — 87(4. 4)(c), (d) 
(c) for the consideration under the agreement 


(i) a share (in this subsection referred to as the “old share’) 
of the predecessor corporation that was a flow- -through 
share (other than a right to acquire a share) was issued to 
the person before the amalgamation, or 


(ii) a right was issued to the person ‘before the amalgama- 
tion to acquire a share that would, if it were issued, be a 
flow-through share, and 


(d) the new corporation 


(i) issues, on the amalgamation and i in ¢onsideration ce the 
disposition of the old share, a share (in this subsection re- 
_ ferred to as a “new share’’) of any class of its capital stock 
to the person (or to any person or partnership that subse- 
quently acquired the old share) and the terms and condi-. 
tions of the new share are the same as, or substantially the 
same as, the terms and conditions of the old share, or 


(ii) is, because of the right referred to in subparagraph 
(c)(ii), obliged after the amalgamation to issue to the person 
a share of any class of the new corporation’s capital stock 
that would, if it were issued, be a flow-through share, 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 44(8), 


will amend paras. 87(4.4)(c) and (d) to read as above, applicable to amalgamations 
that occur after 1997. 


Technical Notes (July 2010): Subsection 87(4.4) applies where there is an amal- 
gamation of two or more corporations and a predecessor corporation of the new cor- 
poration formed on the amalgamation had entered into a flow-through share agree- 
ment. The rules in subsection 87(4.4) generally enable the new corporation to 


Income Tax Act, Part I, Division B 


renounce certain resource-related expenses incurred after the pamela toa g 
flow-through shareholder. ‘ , 


Paragraph 87(4.4)(c) sets out certain conditions that must be sinidtied for a new cor- | 
poration to renounce expenses to a flow-through shareholder of a predecessor corpo- 
ration. This paragraph is amended, effective for amalgamations that occur after 1997, 
to delete the unnecessary reference to the definition “flow-through share” in subsec- 
tion 66(15) and to ensure that this paragraph is consistent with the senende defini- 
tion “flow-through share” in subsection 66(15). 


Paragraph 87(4.4)(d) sets out certain conditions that must be saieitea to qualify for 
the relief provided in subsection 87(4.4). Subparagraph 87(4.4)(d)(i) requires the new 
corporation to issue a new share to the flow-through share subscriber in consideration 
for the flow-through share. Current subparagraph 87(4.4)(d)(i) does not, however, 
contemplate the transfer of a flow-through share by the flow-through share sub- 
scriber (“original flow-through shareholder”) prior to an amalgamation. ‘Conse- 
quently, subsection 87(4.4) does not accommodate a renunciation by the new corpo- — 
ration to an original flow-through shareholder of expenses incurred by the new 
corporation if the original flow-through shareholder transferred those shares to an- — 
other person. Subparagraph 87(4.4)(d)(i) is amended, effective for amalgamations 
that occur after 1997, to accommodate the issuance of a new share to a person other — 
than the original flow-through shareholder. This amendment ensures that the new — 
corporation may renounce resource expenses incurred after an amalgamation to an 
original flow-through shareholder on the same basis as if that person had owned tie 
flow-through share at the time of the amalgamation. 


for the purposes of subsection 66(12.66) and Part XII.6 and for the 
purposes of renouncing an amount under subsection 66(12.6), 
(12.601) or (12.62) in respect of Canadian exploration expenses or 
Canadian development expenses that would, but for the renuncia- 
tion, be incurred by the new corporation after the amalgamation, 


(e) the person shall be deemed to have given the consideration 
under the agreement to the new corporation for the issue of the 
new share, 


(f) the agreement shall be deemed to have been entered into be- 
tween the new corporation and the person at the particular time, 


(g) the new share shall be deemed to be a flow-through share of 
the new corporation, and 


(h) the new corporation shall be deemed to be the same corpora- 
tion as, and a continuation of, the predecessor corporation. 


Related Provisions: 87(9)(a.21) — Effect of triangular amalgamation. See also at 
end of s. 87. 


History: The portion of subsec. 87(4.4) between paras. (d) and (e) amended by 1997, 
c. 25, subsec. 18(5), applicable (as amended by 1998, c. 19, s. 308, deemed to have 
come into force on April 25, 1997) to amalgamations that occur after 1995, except that 
the expression “subsection 66(12.6), (12.601) or (12.62) in respect of Canadian explo- 
ration expenses or Canadian development expenses” in subsection 87(4.4) of the Act, 
as enacted by subsection (5), shall be read as “subsection 66(12.6), (12.601), (12.62) or 
(12.64) in respect of Canadian exploration expenses, Canadian development expenses 
or Canadian oil and gas property expenses” in respect of amalgamations that occur 
before 1999. This portion formerly read: 


for the purpose of subsection 66(12.66) and for the purposes of renouncing an 

amount under subsection 66(12.6), (12.601), (12.62) or (12.64) in respect of Ca- 
nadian exploration expenses, Canadian development expenses or Canadian oil 
and gas property expenses that would, but for the renunciation, be incurred by 
the new corporation after the amalgamation, 


That portion of subsec. 87(4.4) between paras. (d) and (e) amended by 1994, c. 8, sub- 
sec. 9(2), applicable to amalgamations occurring after December 2, 1992. That portion 
formerly read: 


for the purpose of subsection 66(12.66) and for the purpose of renouncing an 

amount under subsection 66(12.6), (12.62) or (12.64) in respect of Canadian ex- 
ploration expenses, Canadian development expenses or Canadian oil and gas 
property expenses that would, but for the renunciation, be incurred by the new 
corporation after the amalgamation, 


Subsec. 87(4.4) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 65(11), applicable to 
amalgamations occurring after February 1986. 


(5) Options to acquire shares of predecessor corpora- 
tion — Where there has been an amalgamation of two or more cor- 
porations after May 6, 1974, each taxpayer (except any predecessor 
corporation) who immediately before the amalgamation owned a 
capital property that was an option to acquire shares of the capital 
stock of a predecessor corporation (in this subsection referred to as 
the “old option’) and who received no consideration for the disposi- 
tion of that option on the amalgamation, other than an option to 
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acquire shares of the capital stock of the new corporation (in this 
subsection referred to as the “new option’), shall be deemed 


(a) to have disposed of the old option for proceeds equal to the 
adjusted cost base to the taxpayer of that option immediately 
before the amalgamation, and 


(b) to have acquired the new option at a cost to the taxpayer 
equal to the proceeds described in paragraph (a), 


and where the old option was taxable Canadian property of the tax- 
payer, the new option is deemed to be, at any time that is within 60 
months after the amalgamation, taxable Canadian’ property of the 
taxpayer. 

Related Provisions: 7(1.4) — Employee stock options; 87(5.1) — AGB of option; 
87(8) — Merger of foreign affiliate; 87(9)(a.3) — Rules applicable in respect of certain 
mergers; 107(2)(d.1)(iii), 107.4(3)(f) — Deemed taxable Canadian property retains sta- 
tus when rolled out of or into trust; 248(25.1) — Deemed taxable Canadian property 
retains status through trust-to-trust transfer. See also at end of s. 87. 


History: The closing words of subsec. 87(5) amended by 2010, c. 12, subsec. 8(2), to 
substitute “is deemed to be, at any time that is within 60 months after the amalgama- 
tion, taxable” for “shall be deemed to be taxable’, applicable in determining after 
March 4, 2010 whether a property is taxable Canadian property of a taxpayer. 


Interpretation Bulletins: See list at end of s. 87. 


(5.1) Adjusted cost base of option — Where the cost to a tax- 
payer of a new option is determined at any time under subsection 
(5), 
(a) there shall be deducted after that time in computing the ad- 
justed cost base to the taxpayer of the new option the total of all 
amounts deducted under paragraph 53(2)(g.1) in computing, im- 
mediately before that time, the adjusted cost base to the taxpayer 
of the old option; and 


(b) the amount determined under paragraph (a) shall be added 
after that time in computing the adjusted cost base to. the tax- 
payer of the new option. 
Related Provisions: 53(1)(q)— Addition to ACB:for amount under 87(5.1)(b); 
53(2)(g.1) — Reduction in ACB under 87(5.1)(a); 80.03(2)(a) — Deemed gain on dis- 
position following debt forgiveness. See also at end of s. 87. 


History: Subsec. 87(5.1) added by 1995, c. 21, subsec. 30(3), applicable to taxation 
years that end after February 21, 1994: 


(6) Obligations of predecessor corporation — Notwithstand- 
ing subsection (7), where there has been an amalgamation of two or 
more corporations after May 6, 1974, each taxpayer (except any 
predecessor corporation) who, immediately before the amalgama- 
tion, owned a capital property that was a bond, debenture, mort- 
gage, hypothecary claim, note or other similar obligation of a prede- 
cessor corporation (in this subsection referred to as the “old 
property”) and who received no consideration for the disposition of 
the old property on the amalgamation other than a bond, debenture, 
mortgage, hypothecary claim, note or other similar obligation re- 
spectively, of the new corporation (in this subsection referred to as 
the “new property”) is, if the amount payable to the holder of the 
new property on its maturity is the same as the amount that would 
have been payable to the holder of the old property on its maturity, 
deemed 


(a) to have disposed of the old property for proceeds equal to the 
adjusted cost base to the taxpayer of that'property immediately 
before the amalgamation; and 


(b) to have acquired the new property at a cost to the taxpayer 
equal. to the proceeds described in paragraph (a). 
Related Provisions: 80(2) — Deemed settlement on amalgamation; 87(6,1)-— ACB 
of property; 88(1)(e.2) — Application to, winding-up. See also at end of s, 87. 


History: The opening words of subsec. 87(6) amended to add “hypothecary. claim’; 
(twice) and to replace “shall. ... be deemed” with “is ..; deemed” by 2001, c..17, s. 211, 
in force on June 14, 2001. 


1.T. Application Rules: 26(23) (where taxpayer owned the old property. since before 
1972), é 


Interpretation Bulletins: See list at end of s. 87. 
(6.1) Adjusted cost base — Where the cost to a taxpayer of a 


particular property that is a bond, debenture or note is determined at 
any time under subsection (6) and the terms of the bond, debenture 


S. 87(8)(b) 


or note conferred upon the holder the right to exchange that bond, 
debenture or note for shares, 


(a) there shall be deducted after that time in computing the ad- 
justed cost base to the taxpayer of the bond, debenture or note 
the total of all amounts deducted under paragraph 53(2)(g.1) in 
computing, immediately before that time, the adjusted cost base 
to the taxpayer of the property for which the particular property 
was exchanged at that time; and 


(b) the amount determined under paragraph (a) in respect of the 
particular property shall be added after that time in computing 
the adjusted cost base to the taxpayer of the particular property. 
Related Provisions: °53(1)(q) — Addition to: ACB. for amount: under 87(6.1)(b); 


53(2)(g.1) — Reduction in ACB under 87(6.1)(a); 80.03(2)(a)— Deemed gain on dis- 
position following debt forgiveness. See also at end of s. 87. 


History: Subsec. 87(6.1) added by 1995, c. 21, subsec. 30(4), applicable to taxation 
years that end after February 21, 1994. 


(7) [Obligations of predecessor corporation] — Where there 
has been an amalgamation of two or more corporations after May 6, 
1974 and 


(a) a debt or other obligation of a predecessor corporation that 
was outstanding immediately before the amalgamation became a 
debt or other obligation of the new corporation on. the amalga- 
mation, and 


(b) the amount payable by the new corporation on the maturity 
of the debt or other obligation, as the case may be, is the same as 
the amount that would have been, payable by the predecessor 
corporation on its maturity, 


the provisions of this. Act 


(c) shall not apply in fespect’of the transfer of the debt or other 
obligation to the new corporation, and 


(d) shall apply as if the new corporation had incurred or issued 
the debt or other obligation at the time it was incurred or issued 
by the predecessor corporation under the agreement made on the 
day on-which the predecessor. corporation made an, agreement 
under which the debt or other obligation was issued, 
Selected Cases [para. 87(7)(d)]: Dow Chemical Canada Inc. v. R., [2009] 1 C.T.C. 
11 (FCA); rev’ g [2008] 3 C.T.C. 2376 (TCC) (First taxation year of amalgamated com- 
pany deemed to be third of predecessor company). 
except that, for the purposes of the definition “income bond” or “in- 
come debenture” in subsection 248(1), paragraph (d) shall not apply 
to any debt or other obligation of the new. corporation unless the 
terms and conditions thereof immediately after the amalgamation 
are the same as, or substantially the same as, the terms and condi- 
tions of the debt or obligation that was an income bond or income 
debenture of the predecessor corporation immediately before the 
amalgamation. 
Related Provisions: 87(6) — Obligations of predecessor corporation; 88(1)(e.2) — 
Application to winding-up. See also at end of s. 87. 
History: Para. 87(7)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(12). 
Para. (a) formerly read: 


(a) a debt or other obligation of a predecessor corporation, other than any such 
debt or other obligation owed to any other predecessor corporation, was out- 
standing immediately before the amalgamation and became a debt or other obli- 
gation, as the case may be, of the new corporation on the amalgamation, and 


Interpretation Bulletins: See list at end of s. 87. 


(8) Foreign merger — Subject to subsection 95(2), where there 
has been a foreign merger in which a taxpayer’s shares or options to 
acquire shares of the capital stock of a corporation that was a prede- 
cessor foreign corporation immediately before the merger were ex- 
changed for or became shares or options to acquire shares of the 
capital stock of the new foreign corporation or the foreign parent 
corporation; unless the taxpayer elects in the taxpayer’s return of 
income for the taxation year in which the foreign merger took place 
not to have this subsection apply, subsections (4) and (5) apply to 
the taxpayer as if the references in those subsections to 


(a) “amalgamation” were read as “foreign merger’; 


(b) “predecessor corporation” were’ read as “predecessor foreign 
corporation’; and 
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(c) “new corporation” were read as “new foreign corporation or 
the foreign parent corporation”. 


Related Provisions: 87(8.1) — Definition of “foreign merger’; 95(2)(d) — Effect of 
foreign merger on FAPT; Reg. 5905(3) — Effect of foreign merger on FAPI accounts. 
See also at end of s. 87. 


History: The opening words of subsec. 87(8) amended by 2001, c. 17, subsec. 65(3), 
applicable to mergers and combinations that occur after 1995 and, where a taxpayer 
notifies the Minister of National Revenue in writing before the taxpayer’s filing-due 
date for 2001 that the taxpayer makes the election referred to in subsec. 87(8), as 
amended, in respect of a merger or combination that occurred before 1999, the election 
is deemed to have been validly made in respect of the merger or combination. The 
opening words formerly read: 


(8) Where there has been a foreign merger in which a taxpayer's shares or op- 
tions to acquire shares of the capital stock of a corporation that was a predeces- 
sor foreign corporation immediately before the merger were exchanged for or 
became shares or options to acquire shares of the capital stock of the new foreign 
corporation or the foreign parent corporation, unless the taxpayer elects in the 
taxpayer’s return of income under this Part for the taxation year in which the 
foreign merger took place not to have this subsection apply, subsections (4) and 
(5) apply to the taxpayer as if the references in those subsections to 


Subsec. 87(8) amended by 1999, c. 22, subsec. 24(1), applicable to a taxpayer in re- 
spect of a merger or combination of foreign corporations 


(a) that occurs after February 24, 1998, or 
(b) that occurred 


(i) before February 25, 1998 and in a taxation year of the taxpayer for which 
the taxpayer’s normal reassessment period, as defined in subsec. 152(3.1), has 
not ended before 1999, or 


(ii) after 1994 and before February 25, 1998 and in a taxation year of the tax- 
payer in which the taxpayer was exempt from tax under s. 149, 


unless the taxpayer elects by notifying the Minister of National Revenue in writing, 
before January 1, 2000, that the amendment not apply to the taxpayer in respect of 
the merger or combination. Subsec. 87(8) formerly read: 


(8) Merger of foreign affiliate — Where there has been a foreign merger in 
which the shares owned by a taxpayer of the capital stock of a corporation 
that was a predecessor foreign corporation immediately before the merger 
were exchanged for or became shares of the capital stock of the new foreign 
corporation, unless the taxpayer elects in the taxpayer’s return of income 
under this Part for the taxation year in which the foreign merger took place 
not to have the provisions of this section apply, subsection (4) applies to the 
taxpayer as if the references therein to 


(a) “amalgamation” were read as “foreign merger”; 


(b) “predecessor corporation” were read as 


corporation”; 


“predecessor foreign 


(c) “new corporation” were read as “new foreign corporation”; and 
(d) “May 6, 1974” were read. as “November 12, 1981”. 
Interpretation Bulletins: See list at end of s. 87. 


(8.1) Definition of “foreign merger” — For the purposes of this 
section, “foreign merger” means a merger or combination of two or 
more corporations each of which was, immediately before the 
merger or combination, resident in a country other than Canada 
(each of which is in this section referred to as a “predecessor for- 
eign corporation’) to form one corporate entity resident in a country 
other than Canada (in this section referred to as the “new foreign 
corporation”) in such a manner that, and otherwise than as a result 
of the distribution of property to one corporation on the winding-up 
of another corporation, 


(a) all or substantially all the property (except amounts receiva- 
ble from any predecessor foreign corporation or shares of the 
capital stock of any predecessor foreign corporation) of the 
predecessor foreign corporations immediately before the merger 
or combination becomes property of the new foreign corporation 
as a consequence of the merger or combination; 


(b) all or substantially all the liabilities (except amounts payable 
to any predecessor foreign corporation) of the predecessor for- 
eign corporations immediately before the merger or combination 
become liabilities of the new foreign corporation as a conse- 
quence of the merger or combination; and 


(c) all or substantially all of the shares of the capital stock of the 
predecessor foreign corporations (except any shares or options 


Income Tax Act, Part I, Division B 


owned by any predecessor foreign corporation) are exchanged 
for or become, because of the merger or combination, 


(i) shares of the capital stock of the new foreign corporation, 
or 


(ii) if, immediately after the merger, the new foreign corpora- 
tion was controlled by another corporation (in this section re- 
ferred to as the “foreign parent corporation’) that was resi- 
dent in a country other than Canada, shares of the capital 
stock of the foreign parent corporation. 
Related Provisions: 95(4.1) — Application to FAPI; 142.7(1)“qualifying foreign 
merger” — Merger of foreign bank affiliates; 248(1)“disposition”(n), 248(1.1) — Can- 
cellation of shares on foreign merger deemed not to be a disposition; 256(6), (6.1) — 
Meaning of “controlled”. See Related Provisions at end of s. 87. 


History: Subsec. 87(8.1) amended by 2001, c. 17, subsec. 65(4), applicable to mergers 
and combinations that occur after 1995. The subsec. formerly read: 


(8.1) Definition of “foreign merger’ — For the purposes of this section, “for- 
eign merger” means a merger or combination of two or more corporations each 
of which was, immediately before the merger or combination, resident in a coun- 
try other than Canada (each of which is in this section referred to as a “predeces- 
sor foreign corporation”) to form one corporate entity resident in the country in 
which all the predecessor foreign corporations were resident (in this section re- 
ferred to as the “new foreign corporation”) in such manner that ° 
(a) all or substantially all the property (except amounts receivable from any 
predecessor foreign corporation or shares of the capital stock of any prede- 
cessor foreign corporation) of the predecessor foreign corporations immedi- 
ately before the merger or combination becomes property of the new foreign 
corporation by virtue of the merger or combination, 
(b) all or substantially all the liabilities (except amounts payable to any pred- 
ecessor foreign corporation) of the predecessor foreign corporations immedi- 
ately. before the merger or combination become liabilities of the new foreign 
corporation by virtue of the merger or combination, and 


(c) all or substantially all of the shares of the capital stock of the predecessor 
foreign corporations (except any shares or options owned by any predeces- 
sor foreign corporation) are exchanged for or become, because of the merger 
or combination, 


(i) shares of the capital stock of the new foreign corporation, or 


(ii) if, immediately after the merger, the new foreign corporation was 
controlled by another foreign corporation (in this section referred to as 
the “foreign parent corporation’’) that was resident in the same country 
as the new foreign corporation, shares of the capital stock of the foreign 
parent corporation, 


otherwise than as a result of the distribution of property to one corporation on the 
winding-up of another corporation. 


Para. 87(8.1)(c) amended by 1999, c. 22, subsec. 24(2), applicable to a taxpayer in 
respect of a merger or combination of foreign corporations 


(a) that occurs after February 24, 1998, or 
(b) that occurred 


(i) before February 25, 1998 and in a taxation year of the taxpayer for which 
the taxpayer’s normal reassessment period, as defined in subsec. 152(3.1), has 
not ended before 1999, or 


(ii) after 1994 and before February 25, 1998 and in a taxation year of the tax- 
payer in which the taxpayer was exempt from tax under s. 149, 


unless the taxpayer elects by notifying the Minister of National Revenue in writing, 
before January 1, 2000, that the amendment not apply to the taxpayer in respect of the 
merger or combination. Para. 87(8.1)(c) formerly read: 


(c) all or substantially all the shares of the capital stock of the predecessor for- 
eign corporations (except any such shares owned by any predecessor foreign cor- 
poration) are exchanged for or become shares of the capital stock of the new 
foreign corporation by virtue of the merger or combination, 


Interpretation Bulletins: See list at end of s. 87. 


(9) Rules applicable in respect of certain mergers 
[triangular amalgamation] — Where there has been a merger of 
two or more taxable Canadian corporations to form a new corpora- 
tion that was controlled, immediately after the merger, by a taxable 
Canadian corporation (in this subsection referred to as the “‘parent’’) 
and, on the merger, shares of the capital stock of the parent (in this 
subsection referred to as “parent shares”) were issued by the parent 
to persons who were, immediately before the merger, shareholders 
of a predecessor corporation, the following rules apply: 


(a) for the purposes of paragraph (1)(c), subsection (4) and the 
Income Tax Application Rules, any parent shares received by a 
shareholder of a predecessor corporation shall be deemed to be 
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shares of the capital stock of the new corporation received by 
the shareholder by virtue of the merger; 


(a:1) for the purposes of subsections (4.1) and (4.2), a parent 
share issued to a shareholder in consideration for the disposition 
of a share of a class of the capital stock of a predecessor corpo- 
ration shall be deemed to be a share of a class of the capital 
stock of the new corporation that was issued in consideration for 
the disposition of a share of a class of the capital stock of a pred- 
ecessor corporation by that shareholder; 


_(a.2) for the purposes of subsection (4.3), a right. listed,on a des- 

_ ignated stock exchange to acquire a share of a class of the capi- 
tal stock of the parent shall be deemed to be a right listed on a 
designated stock exchange to acquire a share of a class of the 
apie stock id the new ne Re 


Technical Notes (July 201 ne Ne \ 
— afte 9 


cluded before on oor snares / 


(a.3) for the purpose of applying subsection (5) in respect of the 
merger, the reference in that subsection to “the new corporation” 
shall be read as a reference to “the parent’; 


(a.4) for the purpose of paragraph (c), any shares of the new cor- 
poration acquired by the parent on the: merger shall be deemed 
to be new shares; 


(a.5) for the purpose of applying subsection Cy) in respect of 
the merger, 


(i) the reference in paragraph (10)(b) to “the new corpora- 
tion” shall be read as a reference to “the new corporation or 
the parent, within the meaning assigned by subsection (9)”, 
and 


(ii) the references in paragraphs (10)(c) and (f) to “the new 
corporation” shall be read as references to “the public corpo- 
ration described in paragraph (b)’. . 


(b) in computing, at any particular time, the paid-up capital in. 
respect of any particular class of shares of the capital stock of 
the parent that included parent shares immediately after the 
merger 


(i) there shall be deducted that proportion of the amount, if 
any, by which the paid-up capital, determined without refer- 
ence to this paragraph, in respect of all the shares of the capi- 
tal stock of the parent immediately after the merger exceeds 
the total of all amounts each of which is the paid-up capital 
in respect of a share of the capital stock of the parent or a 
predecessor corporation (other than any share of a predeces- 
sor corporation owned by the parent or by another predeces- 
sor corporation and any share of a predecessor corporation 
owned by a shareholder other than the parent or another 


S. 87(9) 


predecessor corporation that was not exchanged on the 
merger for parent shares) immediately before the merger that 


(A) the paid-up capital, determined without reference to 
this paragraph, in respect of that particular class of shares 
of the capital stock of the parent immediately after the 
merger 


is of 
(B) the paid-up capital, determined without reference to 
this paragraph, in respect of all the issued and outstanding 


shares of the classes of the capital stock of the parent that 
included parent shares immediately after the merger, and 


(ii) there shall be added an amount-equal to the lesser of 
(A) the amount, if any, by which 


(1) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a divi- 
dend on shares of the particular class paid by the par- 
ent before the particular time 


exceeds 


(II) the total that would be determined under subclause 
(I) if this Act were read without reference to subpara- 
graph (i), and © 
(B) the amount required by subparagraph (i) to be de- 
ducted in computing the paid-up capital of shares of the 
particular class; and 


(c) notwithstanding paragraph (4)(b), the parent shall be deemed 
to have acquired the new shares of any particular class of the 
capital stock of the new corporation at a cost equal to the total of 


(i) the amount otherwise determined under paragraph (4)(b) 
to be the cost of those shares, and 


(ii) in any case where the parent owned, immediately after 
the merger, all of the issued shares of the capital stock of the 
new corporation, such portion of 


(A) the amount, if any, by which 


(I) the amount by which the total of the money on 
hand of the new corporation and all amounts each of 
which is the cost amount to the new corporation of a 
property owned by it, immediately after the merger, 
exceeds the total of all amounts each of which is the 
amount of any debt owing by the new corporation, or 
of any other obligation of the new corporation to pay 
any, amount, that was outstanding immediately. after 
the merger, 


exceeds 


(II) the total of the adjusted cost bases to the parent of 
all shares of the capital stock of each predecessor cor- 
poration beneficially owned by it immediately before 
the merger 


as is designated by the parent in respect of the shares of that 
particular class in its return of income under this Part for its 
taxation year in which the merger occurred, except that 


(B) in no case shall the amount so designated in respect of 
the shares of a particular class exceed the amount, if any, 
by which the total fair market value, immediately after the 
merger, of the shares of that particular class issued by vir- 
tue of the merger exceeds the cost of those shares to the 
parent determined without reference to this paragraph, 
and 


(C) in no case shall the total of the amounts so designated 
in respect of the shares of each class of the capital stock 
of the new corporation exceed the, amount determined 
under clause (A). 


Related Provisions: 88(4) — Amalgamation deemed not to be acquisition of con- 
trol; 256(6), (6.1) — Meaning of “controlled”. See also at end of s. 87. 


History: Para. 87(9)(a.2) amended to substitute “designated stock exchange” for “pre- 
scribed stock exchange” by 2007, c. 35, para. 68(2)(e), applicable after December 13, 
2007. 
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Para. 87(9)(a.5) added by 1998, c. 19, subsec. 117(12), applicable to amalgamations 
that occur after April 26, 1995 except that, in its application to amalgamations that 
occurred before 1998, para. 87(9)(a.5) shall be read as follows: 


(a.5) for the purpose of applying subsection (10) in respect of the merger, 
(i) any share issued by the parent on the merger is deemed to have been 
issued by the new corporation, and 
(ii) the reference in paragraph (10)(f) to “the new corporation” shall be read 
as a reference to “the corporation that issued the share’; 


Paras. 87(9)(a.3) and (a.4) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 37(13), 
applicable to amalgamations and mergers occurring after December 20, 1991. 


Paras. 87(9)(a.1), (a.2) added by 1994, c. 7, Sch. TI (1991, c. 49), subsec. 65(12), appli- 
cable to amalgamations and mergers occurring after 1986: 


(10) Share deemed listed — Where 
(a) a new corporation is formed as a result of an amalgamation, 
(b) the new corporation is a public corporation, 


(c) the new corporation issues a share (in this subsection referred 
to as the “new share”) of its capital stock, 


(d) the new share is issued in exchange for a share (in this sub- 
section referred to as the “old share”) of the capital stock of a 
predecessor corporation, 


(e) immediately before the amalgamation, the old share was 
listed on a designated stock exchange, and 


(f) the new share is redeemed, acquired or cancelled by the new 
corporation within 60 days after the amalgamation, 


the new share is deemed, for the purposes of subsection 116(6), the 
definitions “qualified investment’ in subsections 146(1), 146.1(1) 
and 146.3(1), in section 204 and in subsections 205(1). and 
207.01(1), and the definition “taxable Canadian property” in sub- 
section 248(1), to be listed on the exchange until the earliest time at 
which it is so redeemed, acquired or cancelled. 
Related Provisions: 87(9)(a.5) — Effect of triangular amalgamation. See also at end 
of s. 87. 
History: The closing words of subsec. 87(10) amended to substitute “146.1(1) and 
146.3(1), in section 204 and in subsections 205(1) and 207.01(1)” for “146.1(1), 
146.3(1), in section 204 and in subsection 205(1)’, by 2008, c. 28, s. 9, applicable to 
2009 et seq. 
Para. 87(10)(e) amended to substitute “designated stock exchange” for “prescribed 
stock exchange” by 2007, c. 35, para. 68(2)(e), applicable after December 13, 2007. 
The closing words of subsec. 87(10) amended by the said c. 35, s. 108, applicable to 
2008 et seq. The closing words formerly read: 
the new share is deemed, for the purposes of subsection 116(6), the definitions 
“qualified investment” in subsections 146(1), 146.1(1), and 146.3(1) and in sec- 
tion 204, and the definition “taxable Canadian property” in subsection 248(1), to 
be listed on the exchange until the earliest time at which it is so redeemed, ac- 
quired or cancelled. 


The closing words of subsec. 87(10) amended by 2001, c. 17, subsec. 65(5), applicable 
after October 1, 1996. The closing words formerly read: 


the new share is deemed, for the purposes of subsections 115(1) and 116(6) and 
the definitions “qualified investment” in subsections 146(1), 146.1(1) and 
146.3(1) and in section 204, to be listed on the exchange until the earliest time at 
which it is so redeemed, acquired or cancelled. 


The closing words of subsec. 87(10) amended by 1999, c. oa subsec. 24(3), applicable 
after 1997. The closing words formerly read: 


the new share is deemed, for the purposes of subsections 115(1) and 116(6) and 
the definitions “qualified investment” in subsections 146(1) and 146.3(1) and in 
section 204, to be listed on the exchange until the earliest time at which it is so 
redeemed, acquired or cancelled. 


Subsec. 87(10) added by 1998, c. 19, subsec. 117(13), applicable to amalgamations that 
occur after April 26, 1995 except that, in its application to amalgamations that occurred 
before July 1996, subsec. 87(10) shall be read without reference to para. (b). 


(11) Vertical amalgamations — Where at any time there is an 
amalgamation of a corporation (in this subsection referred to as the 
“parent”) and one or more other corporations (each of which in this 
subsection is referred to as the “subsidiary”) each of which is a sub- 
sidiary wholly-owned corporation of the parent, 


(a) the shares of the subsidiary are deemed to have been dis- 
posed of by the parent immediately before the amalgamation for 
proceeds equal to the proceeds that would be determined under 
paragraph 88(1)(b) if subsections 88(1) and (1.7) applied, with 


Income Tax Act, Part I, Division B 


any modifications that the circumstances require, to the amalga- _ 


mation; and 


(b) the cost to the new corporation of each capital property of | 
the subsidiary acquired on the amalgamation is deemed to be the | 
amount that would have been the cost to the parent of the pro- 
perty if the property had been distributed at that time to the par- 
ent on a winding-up of the subsidiary and subsections 88(1) and 
(1.7) had applied to the winding-up. 


Related Provisions: 87(2.11) — Vertical amalgamation — carryback of losses; 
87(9)(a.5) — Application on triangular amalgamation; 248(1)“disposition’’(n), 
248(1.1) — Cancellation of shares on foreign amalgamation deemed not to be a dispo- 
sition; Reg. 5905(5.1) — FAPI — amalgamation of corporation holding foreign affili- 
ate. See also at end of s. 87. 


History: Subsec. 87(11) added by 1998, c. 19, subsec. 117(13), subject to subsec. 
117(27) of 1998, c. 19, applicable to amalgamations that occur after 1994, and for the 
purpose of para. 87(11)(b), any designation by a new corporation of an amount under 
para. 88(1)(d) that is filed with the Minister of National Revenue before October 1998 
is deemed to have been made by the new corporation in its return of income under Part 
I of the Act for its first taxation year. 


1998, c. 19, subsec. 117(27), provides: 


(27) Where the new corporation formed on an amalgamation that occurred 
before June 20, 1996 so elects in writing, filed with the Minister of National 
Revenue with the return of income under Part I of the Act for the parent’s taxa- 
tion year that ended immediately before the amalgamation, or within 90 days 
after any assessment or reassessment of tax payable under that Part for the year, 
subsection 87(11) of the Act, as enacted by subsection (13), does not apply to the 
amalgamation. 


Related Provisions [s. 87]: 66.7 — Resource taxation — successor corporation 
rules; 89(1)“Canadian corporation” — Whether amalgamated corporation is a Cana- 
dian corporation; 128.2 — Predecessor corporations take on residence status of amal- 
gamated corporation; 128.3 — Deferral applies to post-emigration disposition for cer- 
tain purposes; 134— Status of non-resident-owned investment corporation for 
purposes of s. 87; 142.6(5), (6) — Acquisition of specified debt obligation by financial 
institution in rollover transaction; 251(3.1), (3.2) — Amalgamated corporation — 
whether related to predecessor; 261(17)-(19)— Effect of functional currency 
reporting. 

Definitions [s. 87]: “adjusted cost base” — 54, 248(1); “agricultural cooperative 
corporation” — 135.1(1); “amalgamation” — 87(1); “amount” — 248(1); “beneficially 
owned” — 248(3); “business” — 248(1); “business limit” — 125(2)-(5.1), 248(1); 
“calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255; “Canadian-controlled 
private corporation” — 125(7), 248(1); “Canadian corporation” — 89(1), 248(1); “Ca- 
nadian development expense” — 66.2(5), 248(1); “Canadian exploration expense” — 
66.1(6), 248(1); “Canadian oil and gas property expense” — 66.4(5), 248(1); “capital 
dividend” — 83(2), 248(1); “capital gain’, “capital loss” — 39(1), 248(1); “capital pro- 
perty” — 54, 248(1); “carrying on business” — 253; “cash method” — 248(1); “class”, 
“class of shares” — 248(6); “common share” — 248(1); “controlled directly or indi- 
rectly” — 256(5.1), (6.2); “corporation” — 248(1), Interpretation Act 35(1); “cost 
amount”, “credit union’ — 248(1); “cumulative eligible capital’ — 14(5), 248(1); “de- 
posit insurance corporation” — 89(15); “depreciable property” — 13(21), 248(1); “des- 
ignated stock exchange” — 248(1), 262; “disposition”, “dividend” — 248(1); “eligible 


capital amount” — 14(1), 248(1); “eligible capital expenditure” — 14(5), 248(1); “eli- 
gible capital property” — 54, 248(1); “employment” — 248(1); “farming” — 248(1); 
“farm loss” — 111(8), 248(1); “financial institution” — 87(1.5), 142.2(1); “fiscal pe- 


riod” — 249(2)(b), 249.1; 
affiliate” — 95(1), 248(1); “foreign merger” — 87(8.1); “foreign parent corpora- 
tion” — 87(8.1)(c); “former business property” — 248(1); “general rate’ income 
pool” — 89(1), TARE: “grandfathered share”, “income bond”, “insurance corpora- 
tion’, “insurer”, “inventory” — 248(1); “investment corporation” — 130(3), 248(1); 

“investment tax credit” — 127(9), 248(1); “last taxation year’ — 87(2)(b); “lending as- 
set” — 248(1); “life insurance capital dividend” — 85(2. 1), 248(1); “life insurance cor- 
poration’, “limited partnership loss” — 248(1); “low rate income pool’ — 89(1), 
248(1); 
fund corporation” — 131(8), 248(1); “net capital loss” — 111(8), 248(1); “new corpo- 
ration” — 87(1); “new foreign corporation” — 87(8.1); “non-capital loss” — 111(8), 
248(1); “non-resident-owned investment corporation” — 133(8), 248(1); “paid-up cap- 
ital” — 89(1), 248(1); “person” — 248(1); “predecessor corporation” — 87(1); “prede- 
cessor foreign corporation” — 87(8.1); “preferred share”, “prescribed” — 248(1); “pri- 
vate corporation” — 89(1), 248(1); “property” — 248(1); “public corporation” — 
89(1), 248(1); “qualified expenditure” — 87(2.01); “regulation” — 248(1); “research 
property” — 37.1(5), 87(2.01); “restricted farm loss” — 31, 248(1); “SIFT wind-up 


corporation”, “share”, “shareholder”, “short-term preferred share’? — 248(1); “speci- 
fied debt obligation” — 87(1.5), 142.2(1); “specified future tax consequence” — 
248(1); “subsidiary wholly-owned corporation” — 87(1.4), 248(1); “substituted 


class” — 87(3.1)(b); “tax payable” — 248(2); “taxable Canadian corporation” — 
89(1), 248(1); “taxable Canadian property” — 248(1); “taxable dividend” — 89(1), 
248(1); “taxable income” — 2(2), 248(1); “taxable preferred share”, “taxable RFI 
share” — 248(1); “taxation year’ — 87(2)(a), 249; “taxpayer”, “term preferred 
share” — 248(1); ‘writing’ — Interpretation Act 35(1). 


1.T. Application Rules [s. 87]: 20(1.2), 26(21)-(23), 34(4), (7), 58(3.3). 
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“flow-through share” — 66(15), 87(4.4), 248(1); “foreign _ 


“mark-to-market property” — 87(1.5), 142.2(1); “mineral” — 248(1); “mutual ~ 
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Interpretation Bulletins [s. 87]: IT-52R4: Income bonds and income debentures 
(archived); IT-121R3: Election to capitalize cost of borrowed money (archived); IT- 
151R5: Scientific research and experimental development expenditures; IT-243R4: 
Dividend refund to private corporations; IT-315: Interest expense incurred for the pur- 
pose of winding-up or amalgamation (archived); IT-474R2: Amalgamations of Cana- 
dian corporations; IT-488R2: Winding-up of 90%-owned taxable Canadian corpora- 
tions (archived). 


Information Circulars [s. 87]: 88-2, para. 20: General anti-avoidance rule — sec- 
tion 245 of the Income Tax Act. 


88. (1) Winding-up [of subsidiary] — Where a taxable Cana- 
dian corporation (in this subsection referred to as the “subsidiary”’) 
has been wound up after May 6, 1974 and not less than 90% of the 
issued shares of each class of the capital stock of the subsidiary 
were, immediately before the winding-up, owned by another taxa- 
ble Canadian corporation (in this subsection referred to as the “par- 
ent’) and all of the shares of the subsidiary that were not owned by 
the parent immediately before the winding-up were owned at that 
time by persons with whom the parent was dealing at arm’s length, 
notwithstanding any other provision of this Act other than subsec- 
tion 69(11), the following rules apply: 


Related Provisions: See at end of subsec. 88(1). 
Forms: RC145: Request to close Business Number (BN) program accounts. 


(a) [property of subsidiary] — subject to paragraphs (a.1) 
and (a.3), each property (other than an interest in a partnership) 
of the subsidiary that was distributed to the parent on the wind- 
ing-up shall be deemed to have been disposed of by the subsidi- 
ary for proceeds equal to 


(i) in the case of a Canadian resource property, a foreign re- 
source property or a right to receive production (as defined in 
subsection 18.1(1)) to which:a matchable expenditure (as de- 
fined in subsection 18.1(1)) relates, nil, and 


(11) [Repealed] 


(iii) in the case of any other property, the cost amount to the 
subsidiary of the property immediately before the winding- 
up; 

Related Provisions: 53(4) — Effect on ACB of share or trust interest; 84(2) — 


Deemed dividend on distribution of assets; 88(2) — Windup of other corporation; 
261(11), (12), (15)(a), (16) — Effect of functional currency reporting. 


History: Subpara. 88(1)(a)(i) amended by 1998, c. 19, subsec. 118(1), applicable after 
November 17, 1996. The subpara. formerly read: 


(i) in the case of a Canadian resource property or foreign resource property, nil, 
and 


The opening words of para. 88(1)(a) amended by 1995, c. 21, subsec. 55(1), applicable 
to windings-up that begin after February 22, 1994. The opening words formerly read: 


(a) subject to paragraph (a.1), each property (other than an interest in a partner- 
ship) of the subsidiary that was distributed to the parent on the winding-up shall 
be deemed to have been disposed of by the subsidiary for proceeds equal to, 


Subpara. 88(1)(a)Gi) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 38(1), 
applicable to distributions of property on the winding-up of a subsidiary in a taxation 
year of the subsidiary beginning after June 1988. Subpara. 88(1)(a)(ii) formerly read: 


(ii) in the case of any eligible capital property, an amount equal to */s of the cost 
amount to the subsidiary of that property immediately before the winding-up, 
and. 


Subpara. 88(1)(a)(ii) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(1), to 
substitute ““/s of’ for “twice”, applicable to distributions of property on the winding-up 
of a subsidiary in a taxation year of the subsidiary beginning after June 1988. 


Selected Cases [para. 88(1)(a)]: Hollinger Inc. v. R., [1998] 4 C.T.C. 2424 (TCC) 
(Losses flow through and sale of unproductive investment does not change nature from 
capital to inventory); Mara Properties Ltd. v. Canada, [1996] 2 C.T.C. 54 (SCC) (Pro- 
perty retained its character as inventory upon rollover). 


Interpretation Bulletins: IT-259R4: Exchanges of property. 

Advance Tax Rulings: ATR-67: Increase in the cost of property on the winding-up 

of a wholly-owned subsidiary. 
(a.1) [property of subsidiary] — each property of the subsid- 
iary that was distributed to the parent on the winding-up shall, 
for the purpose of paragraph (2.1)(b) or (e), be deemed not to 
have been disposed of; 


(a.2) [partnership interest] — each interest of the subsidiary 
in a partnership that was distributed to the parent on the wind- 


S. 88(1)(c)(iv) 


ing-up shall, except for the purpose of paragraph 98(5)(g), be 
deemed not to have been disposed of by the subsidiary; 
History: Para. 88(1)(a.2) amended by 1994, c. 7, Sch. II (1991, c: 49); subsec. 66(2), 


to add“*, except for the purpose of paragraph 98(5)(g),” applicable to windings-up be- 
ginning ‘after January 15, 1987. 


(a:3) [specified debt obligation] — where 


(i) the subsidiary was a financial institution in its taxation 

year in which its assets were distributed to the parent on the 

winding up, and 

(ii) the parent was a financial institution in its taxation year 

in which it received the assets of the subsidiary on the wind- 

ing up, : 
each specified debt obligation (other than a mark-to-market pro- 
perty) of the subsidiary that was distributed to the parent on the 
winding-up shall, except for the purpose of subsection 69(11), 
be deemed not to have been disposed of, and for the purpose of 
this paragraph, “financial institution”, “mark-to-market pro- 
perty” and “specified debt obligation”: have the meanings as- 
signed by subsection 142.2(1); 


Related Provisions: Reg. 8103(3) — Mark-to-market — transition inclusion; Reg. 
9204(2) — Residual portion of specified debt obligation. 


History: Para. 88(1)(a:3) added by 1995, c. 21, subsec.'55(2), applicable to windings- 
up that begin after February 22, 1994. 


(b) [shares of subsidiary] — the shares of the capital stock 
of the subsidiary owned by the parent immediately before the 
winding-up shall be deemed to have been disposed of by the 
parent on the winding-up for proceeds equal to the greater of 


(i) the lesser of the paid-up capital in respect of those shares 
immediately before the winding-up and the amount deter- 
mined under subparagraph (d)(i), and 


(ii) the total of all amounts each of which is an amount in 
respect of any share of the capital stock of the subsidiary so 
disposed of by the parent on the winding-up, equal to the ad- 
justed cost base to the parent of the share immediately before 
the winding-up; 
Related Provisions: 80.01(5) — Determination of proceeds of disposition of distress 
preferred share to subsidiary; 80.03(1), (3)(a)(i) — Capital gain where para. 88(1)(b) 


applies to share on disposition following debt forgiveness; 87(11) — Application to 
vertical amalgamation. See also at end of 88(1). 


(c) [cost to parent] — subject to paragraph 87(2)(e.3) (as 
modified by paragraph (e.2)), and notwithstanding paragraph 
87(2)(e.1) (as modified by paragraph (e.2)), the cost to the par- 
ent of each property of the subsidiary distributed to the parent on 
the winding-up shall be deemed to be 


(i) in the case of a property that is an interest in a partnership, 
the amount that but for this paragraph would be the cost to 
the parent of the property, and 


(ii) in any other case, the amount, if any, by which 


(A) the amount that would, but for subsection 69(11), be 
deemed by paragraph (a) to be the proceeds of disposition 
of the property 


exceeds 


(B) any reduction of the cost amount to the subsidiary of 
the property made because of section 80 on the winding- 
up, 
plus, where the property was a capital property (other than an 
ineligible property) of the subsidiary at the time that the parent 
last acquired control of the subsidiary and was owned by the 
subsidiary thereafter without interruption until such time as it 
was distributed to the parent on the winding-up, the amount de- 
termined under paragraph (d) in respect of the property and, for 
the purposes of this paragraph, “ineligible property” means 
(iii) depreciable property, 
(iv) property transferred to the parent on the winding-up 


where the transfer is part of a distribution (within the mean- 
ing assigned by subsection 55(1)) made in the course of a 
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reorganization in which a dividend was received to. which 
subsection 55(2) would, but for paragraph 55(3)(b), apply, 


(v) property acquired by the subsidiary from the parent or 
from any person or partnership that was not (otherwise than 
because of a right referred to in paragraph 251(5)(b)) dealing 
at arm’s length with the parent, or any other property  ac- 
quired by the subsidiary in substitution for it, where the ac- 
quisition was part of the series of transactions or events in 
which the parent last acquired control of the subsidiary, and 


(vi) property distributed to the parent on the winding-up 
where, as part of the series of transactions or events that in- 
cludes the winding-up, 


(A) the parent acquired control of the subsidiary, and 


(B) any property distributed to the parent on the winding- 
up or any other property acquired by any person. in substi- 
tution therefor is acquired by , 
(J) a particular person (other than a ‘specified person) 
that, at any time during the course of the: series. and 
before control of the subsidiary, was last acquired by 
the parent, was a_ specified _ shareholder. of... the 
subsidiary, 


(II) 2 or more persons (other than specified tonya if 
a particular person would have been, at any time dur- 
ing the course of the series and before control of, the 
subsidiary was. last acquired by the parent, a specified 
shareholder of the subsidiary if all the shares that were 
then owned by those 2. or more persons were owned at 
that time by the particular person, or 


(IIL). a corporation (other than a specified person or the 
subsidiary) 
1. of which a particular person referred to in sub- 
clause (I) is, at any time during the course of the 
series and after control of the subsidiary was last 
acquired by the parent, a specified shareholder, or 


2. of which a particular person.would. be, at any 
time during the course of the series and after con- 
trol of the subsidiary was last acquired by the par- 
ent, a specified shareholder if all the shares then 
owned by persons (other than specified persons) 
referred to in subclause (IL). and acquired by those 
persons as part of the series were owned at that 
time by the particular person; 


Proposed Amendment — 88(1)(c)(vi)(B)(III) 
Letter from Dept. of Finance, Aug. 13, 2007: 
Mr. Firoz Ahmed, Osler Hoskin & Harcourt LLP, Toronto 
Dear Mr. Ahmed: : : 
Thank you for your correspondence dated Tune 22. 2007 : Sees the application of 
subsection 88(1) of the Income Tax Act (Act). In your correspondence, you asked us to 
consider an amendment to subparagraph 88(1)(c)(vi) of the Act that would ensure that 


the increase in the cost of non-depreciable capital property on the Lae ay of ¢ a sub- 
sidiary would not be denied in the circumstances described below. 


1. Vco is a taxable Canadian corporation that controls Target, another taxable Cana- 
dian corporation. Target owns all the shares of Subco and Sellco 1. Subco owns all 
the shares of Sellco 2. 


2. Aco is a taxable Canadian corporation ‘that deals at arm’s Jength with Vco and 
Target. 


3. Peco is a taxable Canadian corporation that is controlled by another corporation 
(Peco Holdings). Pco and Pco slugrice’ deal’ at arm’s oe. with Veco, Neat and 
Aco. 


4. Aco incorporates a wholly-owned ae ey which acquires all the Target 
shares for cash. 


5. Target is wound up into (or sneered nani Asub with the view to increasing 
the tax cost of the shares of Subco and Sellco: 1, as pened oy ipegenes 
88(1)(c).and. (d) of the Act. 


6. Subco is then wound up into (or amalgamated with) Asub (or its successar) with a 
view to increasing the tax cost of the shares of Sellco 2, as oii by paragraphs 
88(1)(c): and (d) of the Act. ‘ ; 


7. Peco purchases the shares ‘of Sellco 1 and Selleo 2 — Asub (or its Successor) for 
cash. 
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Your concern is that subparagraph 88(1)(c)(vi) would preclude the increase in the cost 
of the shares of Subco and Sellco 1 on the winding-up (or amalgamation) of Target, as 
described in paragraph 5.above, and the increase in the cost of the-shares of Sellco-2 on 
the winding-up (or amalgamation) of Subco, as described in paragraph 6 above: 


Subparagraph 88(1)(c)(vi) operates to deny the increase in the cost of non-dépreciable 
capital property distributed on the winding-up of a subsidiary if the distributed property 
or property substituted for the distributed property is acquired by a person or persons 
described in subclauses 88(1)(c)(vi)(B)() to (IL). The purpose: of the subparagraph is 
to deny that increase where one or more persons who had a significant interest in the 
subsidiary before the parent last acquired control of the subsidiary acquire a significant 
interest in the property, either directly or ipa. as part of fhe. series of, fransactions 
or events that includes the winding-up. , 


ar concern ‘involves the ‘inclusion i in subclause 88(1)(c)(vi)(B)AI) of : a 
corporation (other than a specified person or the subsidiary) of which a specified share- 
holder of the subsidiary is a specified shareholder. In your view, Peco would be a corpo- 
ration described in this’ subclause in respect of the winding-up of Target and Subco 
because each of Sellco | and Sellco 2 will be a specified shareholder of Target and 
Subco prior to the acquisition of control of Target by Aco and will be a specified share- 
holder of Pco after Peo acquires the shares of Sellco | and Sellco 2. The reason that 
Sellco 1 and 2 will be ‘specified shareholders of Target, Subco and Pco is that each of 
Sellco 1 and Selico 2 is deemed to own the shares of Target and Subco owned by Veo 
and, following the acquisition of the shares of Séllco 1 and Sellco 2 by Pco, each is 
deemed to own the shares of Pco owned by Pco Holdings (see, in this respect, para- 
graph (a) of the definition “specified shareholder’ in subsection 248(1)). .  s 


You submit that the denial of the cost base increase in these circumstances is contrary 
to the policy underlying subparagraph 88()(c)(vi). This provision is not intended to 
deny the’ ‘cost base increase where the purchaser. (in this case, Pco) is not a person 
described in subclauses 88(1)(c)(vi)(B)(D to (LD prior to the acquisition of control of 
the subsidiary. In this respect, you note that Peo only becomes a person described in 
subclause 88(1)(c)(vi)(B)CID, because of the acquisition of the shares of Sellco 1 and 
Sellco 2. In the absence of this acquisition, Pco would not be a person. described i in 
subclause 88(1)(c)(vi)(B)(H). 


We agree that, in the specific circumstances described above, Pco should not be a cor- 
poration described in subclause 88(1)(c)(vi)(B)(D in respect of Target or Subco. Ac- 
cordingly, we are prepared to recommend to the Minister of Finance that the Act be 
amended to ensure this result for windings-up that begin after August 2004, coincident 
with other amendments to paragraph 88(1)(c. 2) that we a ina letter dated August 
13, 2004, agreed to recommend. 


While I cannot offer any assurance that either the Minister or Parliament will agree 
with our recommendation, | hope that this statement of our intentions is helpful to you. 


Yours sincerely, : 
Brian Emewein, lio bisaes dais tiagmeiicenione Tax Policy Branch = 


Proposed ‘Amendment — 88(1)(c) — a 
__. property - 
Letter from Dept. of Finance, Sept. 4, 2006: 
Mr. Donald Watkins, Osler Hoskin & Harcourt LLP, ‘Calgary, AB 
Dear Mr. Watkins: 


I am writing in response to: ou correspondence. ddtéd ‘Aitpust 24, 1 2006 i in setibit you 
recommend a technical amendment to the rules in subsection 88( 1) of the Income Tax 
Act (the “Act”) governing the cost of property distributed to the parent norporaton on 
the winding- up of a subsidiary. 


Where subsection 88(1) of the Act applies, the ee corporation may lect to increase ~ 
the cost of capital property (other than ineligible property) distributed on the winding- 
up within the limits set out in that subsection. Capital property will be ine ligible pro- 
perty if, among other things, a person described in any of subclauses 88(1)(c)(vi)(B)A) 
to (IJ) (a “restricted person”) acquires, as part of the series of transactions or events 
that includes the winding-up, property distributed to the parent on the winding-up or 
property substituted for such property. 


Your concern relates toa series of proposed transactions in which a restricted person - 
will acquire property to be distributed to the parent on the winding up; however, the 
restricted person will not own the property at any time after the acquisition of control 
of the subsidiary. You note that subparagraph 88(1)(c.3)(iv) of the Act deems property 
not to be property. substituted for the property distributed on the winding-up if it is not 
owned by a restricted person at any time after.the acquisition of control. of the subsidi- 
ary. However, there is no similar provision dealing with acquisition of property distrib- 
uted to the parent on the winding-up. Accordingly, the acquired property will be ineli- 
gible property. 

We agree that ineligible property should not include | property distributed to the parent 
on the winding-up of the subsidiary if a restricted person does not own the property at 
any time after the acquisition of control of the subsidiary. Accordingly, we will recom- 
mend to the Minister of Finance that an amendment be made to subsection. 88(1) of the 
Act to ensure. that such property is not treated as ineligible property. 


We are prepared to recommend that the amendment apply to windings- -up that begin 
after 2005. While we cannot offer any assurance that either the Minister or Parliament 
will agree with our recommendation, we hope ‘that _ statement we our omer is 
helpful to you. : : 
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Related Provisions: 88(1)(c.2) — Specified person for 88(1)(c)(vi); 88(1)(c.3) — 
Property acquired in substitution, for purpose of 88(1)(c)(vi)(B); 88(1)(c.7) — Ex- 
tended meaning of depreciable property; 88(1)(d.2) — When taxpayer last acquired 
control; 88(1)(d.3) — Where control acquired because of death; 88(1.7) — Where par- 
ent did not deal at arm’s length; 88(4) — Amalgamation deemed not to be acquisition 
of control; 248(10) — Series of transactions or events; 256(6)—(9) — Whether control 
acquired. See also at end of 88(1). 


History: The opening words of subcl. 88(1)(c)(vi)(B)(I) amended oe 2001; c. A; 
subsec. 66(1), to add the words “or the subsidiary”, applicable to windings-up that be- 
gin after November 1994. 


Subpara. 88(1)(c)(v) amended by 1998, c. 19, subsec. 118(2), cealicabic to. windings- 
up that begin after 1996. The subpara. formerly read: 


(v) property transferred to the subsidiary by the parent or by any person or part- 
nership that was not, otherwise than because of a right referred to in paragraph 
251(5)(b), dealing at arm’s length with the parent, and 


The portion of subpara. 88(1)(c)(vi) before subcl.. (B)(I1). and. sub-subcl. 
88(1)(c)(vi)(B)(II1)2 amended by 1998, c. 19, subsecs. 118(3) and (4), that portion 
before subcl. (B)(I) applicable to windings-up that begin after June 20, 1996, other than 
windings-up that are. part of an arrangement that was substantially advanced, as evi- 
denced. in writing, before June 21, 1996, and sub-subel. 88(1)(c)(vi)(B)ID2 applicable 
to windings-up that begin after November 1994. That portion and sub-subcl. formerly 
read: 

(vi) property disposed of by the parent as part of the series of transactions or 

events that includes the winding-up where, as part of the series, 


(A) the parent acquired control of the subsidiary, and 


(B) the property or any other property acquired by any person in substitution 
. therefor is acquired by : 


2. of which a particular person would be, at any time during the course of the 
series and after control of the subsidiary was last acquired by the parent, a speci- 
fied shareholder if all the shares then owned by persons (other than specified 
persons) referred to’ in subclause (II) were owned at that time by the particular 
person; 
The opening words. of para. 88(1)(c) amended by 1995, c. 21, subsec:'55(3), applicable 
to windings-up that begin after February 22; 1994..The opening words formerly read: 


(c) notwithstanding, the reference to paragraph 87(2)(e.1) in paragraph (e.2), the 
cost to the parent of each property of the subsidiary distributed to the parent on 
the winding-up shall be deemed to be 
Cl. 88(1)(c)(@i)(B) amended by 1995, c. 21, s. 31, peat to windings-up that begin 
after July 13; 1990. Cl..(B) formerly read: 
(B) any reduction of the cost amount to the subsidiary of tie property made be- 
cause of paragraph 80(1)(b) on the winding-up, 
That portion of para. 88(1)(c) after'cl. (ii)(B) amended by 1995, c..3, subsec. 24(1), 
applicable to windings-up that begin after February 21; 1994 except that, in its applica- 
tion to a winding-up that begins after February 21, 1994 and before December 1994, cl. 
88(1)(c)(vi)(B) shall be read as follows: 
(B) the :property,or any other property, acquired by any person in. substitution 
therefor is acquired by 
(I) a particular person (other than a specified person) that, at any, time during 
the course of the series and before control of the subsidiary was last acquired 
by the parent, was a specified shareholder of the subsidiary, or 
(ID) any person (other than a specified person).that at any time during the 
course of the series did not deal at arm’s length with a particular person 
(other than a specified person) referred to in subclause (1); 


That portion of para. 88(1)(c) formerly read: 
plus, where the property was a capital property (other than depreciable property) — 
owned by the subsidiary at the time that the parent last acquired control of the 
subsidiary and thereafter without interruption until such time as it was distrib- 
uted to the parent on the winding-up, the amount determined under paragraph (d) 
in respect thereof; 
Cl. 88(1)(c)(ii)(A) amended by 1994, c. 7,Sch. VIII (1993, c. 24), subsec. 38(2), appli- 
cable to windings-up beginning after December 20, 1991. Cl. (c)(ii)(A) formerly read: 
(A) the amount deemed by paragraph (a) to be the proceeds of disposition of the 
property 
Subpara. 88(1)(c)(ii) substituted by 1994, c. 7, Sch. Il (1991, c. 49), subsec. 66(3), 
applicable to windings-up beginning after July 13, 1990. Subpara. 88(1)(c)(ii) formerly 
read: 
(ii) in any other case, the amount deemed by paragraph (a) to be the proceeds of 
disposition of the property, 
Selected Cases [para. 88(1)(c)]: Hollinger Inc. v. R., [1998] 4 C. L. C. 2424 (TCC) 
(Losses flow through and sale of unproductive investment does not change nature from 
capital to inventory). 
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Advance Tax Rulings: ATR-67: Increase in the cost of property on the earns 
of a wholly-owned subsidiary. 


1.T. Technical News: 9 (the backdoor butterfly rule). 

(c.1) [eligible capital property] — for the purpose of deter- 
mining after the winding-up the amount to be included under 
paragraph 14(1)(b) in:computing the parent’s income in respect 
of the business carried on by the subsidiary immediately before 
the winding-up, there shall be added to the amount otherwise 
determined for Q in the definition “cumulative eligible capital” 
in subsection 14(5) the amount, if any, determined for Q in that 
definition in respect of that business immediately before the 
disposition; 


Ue to h, by 


bad 


S. 88(1)(c.1) 


That is, new subparagraph 88(1)(c.1)(i) ensures that an amount that would have been ~ 
recaptured depreciation to the subsidiary under subsection 14(1), if the subsidiary 
had instead disposed of the eligible capital property for fair market value proceeds, is 
subject to possible recapture in the hands of the parent upon a subsequent sale of the 
property. Amounts claimed under paragraph 20(1)(b) by the subsidiary after ‘its “‘ad- 
justment time” (as defined in subsection 14(5), ie., generally the beginning of the 
first taxation year of the subsidiary that starts after June 30, 1988) are included in the 
amount subject to potential recapture, by means of an adjustment to variables A and 
F in the definition “cumulative eligible capital” in subsection 14(5), as it applies to 
the subsidiary for the purposes only of calculating any income or gain under subsec- 
tion 14(1). 


New subparagraph 88(1)(c.1)() also applies to ensure . that the adjustment, or an ear- 
lier adjustment to the subsidiary under paragraph 85(1)(d.11), is not lost on a subse- 
quent disposition by way of winding-up. 


For additional information, refer to the commentary to paragraphs 85(1)(d.1) and 
(d.11). 


Related Provisions: 85(1)(d.1)G, 85(1)(d.11)E — Application of (c.1)(i) on s. 85 
election. 


History: Para. 88(1)(c.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 38(3), 
applicable to distributions of property on the winding-up of a subsidiary in a taxation 
year of the subsidiary beginning after June 1988. 
(c.2) [“specified person” and “specified share- 
holder”] — for the purposes of this paragraph and subpara- 
graph (c)(vi), 
(i) “specified person” at any time means the parent and each 
person that would, if this Act were read without reference to 
paragraph 251(5)(b), be related to the parent at that time and, 
for this purpose, a person shall be deemed not to be related to 
the parent where it can reasonably be considered that one of 
the main purposes of one or more transactions or events was 
to cause the person to be related to the parent so as to prevent 
a property that was distributed to the parent on the winding- 
up from being an ineligible property for the purpose of para- 
graph (c), 
Proposed Amendment — 88(1)(c. )(i) 


Letter from Dept. of Finance, Feb. 23, 2007: 
Dear [xxx]: 


yy 


I am writing further to your correspondence dated i January a, 2007 and further to your 


discussions with the Tax Legislation Division regarding the meaning of “specified per- 
son” in subparagraph 88(1)(c.2)(i) of the Income Tax Act (the “Act”). In your corre- 


spondence, you asked us to consider an amendment to that ‘subparagraph that would 
clarify the meaning of specified person in the circumstances described below. | 


Subparagraph 88(1)(c.2)() of the Act defines “specified person” as the parent < and each 
person related (other than because of paragraph 251(5)(b)) to the parent. The definition 


“specified person” is relevant for the purpose of paragraph 88(1)(c) of the Act in that a 
specified person may acquire property distributed to the parent on the winding-up of 
the subsidiary or property substituted for such property without engaging the bump 
denial rule in subparagraph 88(1)(c)(vi). 


You are concerned that a person cannot be a specified person before the incorporation 
of the parent corporation. In your view, this could lead to the inappropriate application 


of the bump denial rule. In this respect, you asked us to consider the following series of | 


transactions or events: 


Prior to the incorporation of the parent comoration.(“Barcat a taxable Canadian 
corporation (“Grandparent”) will acquire common shares of the subsidiary corpo- 
ration (“Subco”) from an arm’s length person. Grandparent will acquire sufficient 
common shares of Subco to become a specified shareholder of Subco but not 


enough to acquire control of Subco. To fund the acquisition of those Subco com- 
mon shares, Grandparent will issue shares and debt to a corporation that is related 


to it (“Related Corporation”). Grandparent will then cause the Parent to be incorpo- 
rated and, following the incorporation, Parent will acquire the remaining common 
shares of Subco from arm’s length persons, thereby acquiring control of Subco. 
Grandparent will transfer its Subco common shares to Parent such that, after the 
transfer, Subco is a wholly-owned subsidiary of Parent. As a final step, Parent 
would like to wind-up Subco and to increase (i.e., bump) the adjusted cost base of 
certain non-depreciable capital property of Subco to be acquired by it on the wind- 
ing-up as provided in paragraphs 88(1)(c) and (d) of the Act. 


In the circumstances described above, the Related Corporation is a specified share- 
holder of Subco that will acquire substituted property (shares and debt of Grandparent) 
as part of the series of transactions or events that includes the winding-up of Subco. 
Therefore, the bump denial rule in paragraph 88(1)(c)(vi) of the Act will apply unless 
the Related Corporation is considered to be a specified person. In this respect, you note 
that subparagraph 88(1)(c.2)(i) defines “specified person” at any time to mean the par- 
ent and each person related to the parent at that time. Accordingly, you are concerned 
that the Related Corporation may not be a specified person because, at the time it ac- 
quired the shares and debt of Grandparent, Parent had not yet been incorporated. You 
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submit that the denial of the bump in these circumstances would not be appropriate 

since the Related Corporation will be related to Parent from the time Parent was incor- 

porated until the winding-up of Subco. 

We agree that, in the circumstances described above, the Related Corporation | should 

not be excluded from being a specified person before the incorporation of Parent solely | 
because the Related Corporation and Parent did not co-exist during that time. Accord- 
ingly, we are prepared to recommend to the Minister that the definition “specified per- 

son” in subparagraph 88(1)(c.2)(i) be amended, applicable to windings-up that begin 

after 2006, so that, in respect of property acquired before the beginning of the winding- 

up of the subsidiary, a specified person would include a person that is related to the 

parent (within the meaning of subparagraph 88(1)(c.2)()) from the time the — ‘was 

incorporated until the beginning of the winding-up of the subsidiary, 


While I cannot offer any assurance that either the Minister or Parliament will agree 

with our recommendation, I hope that this statement of our intentions is helpful to you. 

Yours sincerely, is 
Brian Emewein, General Director — Legislation, Tax Policy Branch _ 


(ii) where at any time a property is owned or acquired by a 
partnership or a trust, 


(A) the partnership or the trust, as the case may be, shall 
be deemed to be a person that is a corporation having one 
class of issued shares, which shares have full voting rights 
under all circumstances, 


(B) each member of the partnership or beneficiary under 
the trust, as the case may be, shall be deemed to own at 
that time the proportion of the number of issued shares of 
the capital stock of the corporation that 


(1) the fair market value at that time of that member’s 
interest in the partnership or that beneficiary’s interest 
in the trust, as the case may be, 


is of 
(II) the fair market value at that time of all the mem- 


bers’ interests in the partnership or beneficiaries’ in- 
terests in the trust, as the case may be, and 


(C) the property shall be deemed to have been owned or 
acquired at that time by the corporation, and 


(iii) in determining whether a person is a specified share- 
holder of a corporation, 


(A) the reference in the definition “specified shareholder” 
in subsection 248(1) to “the issued shares of any class of 
the capital stock of the corporation or of any other corpo- 
ration that is related to the corporation” shall be read as 
“the issued shares of any class (other than a specified 
class) of the capital stock of the corporation or of any 
other corporation that is related to the corporation and 
that has a significant direct or indirect interest in any is- 
sued shares of the capital stock of the corporation”, and 


(B) a corporation is deemed not to be a specified share- 
holder of itself; 


Proposed Amendment — 88(1 \(c.-2)(iii) 
Letter from Dept. of. Finance, Aug. 13, 2004: 
Dear [xxx]: 


Thank you for your letter of May 31, 2004 conceming the availability of the ‘addition to 
the cost of non-depreciable capital property under paragraphs 88(1)(c) and ee of the 
Income Tax Act (the “Act”) in the circumstances described below. 


Your concern relates to a series of proposed transactions wherein a taxable Canadian 
corporation (“Bidco”) will acquire control of another taxable Canadian corporation 
(‘Subco”) followed by a winding up of Subco into Bidco. Prior to the acquisition of 
control, Holdco will own all of the shares of Subco and Subco will own all the shares 
of another corporation (Sellco”). As a condition of the sale of the Subco shares by 
Holdco to Bidco, Holdco and Subco/Bidco will enter into an agreement to sell 
(“purchase agreement”) the shares of Sellco to an arm’s length purchaser (“Pco”), 
which sale will occur shortly after the winding up of Subco. Prior to Heme into ne 
purchase agreement, Pco will not be a specified shareholder of Subco. — 


More specifically, you are concerned that the right to acquire the shares of Sellco under 
the purchase agreement would result in Pco being a specified shareholder of Subco, 
although Pco does not have, nor does it intend to acquire, any direct or indirect interest 
in the shares of Subco, Holdco or Bidco. Your concer relates to the application of the 
deeming rules in subsections 251(2), (3) and (5) combined with the —— of oulee 
ified shareholder” in subsection 248(1) of the Act. 
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In the circumstances described above, paragraph 251(5)(b) of the Act would deem Pco, 
for the purpose of subsection 251(2), to be in the same position in relation to the con- 


to the same - cotporation, they would be 
each other. Under the definition of “s 


paced to the Minister that paragraph: 88(1)(c. 2) of the 
a right to acquire shares of a downstream corporation from being considered in deter- 
mining Ls a person is a Ae oe of the | eee corporation ‘in circum- 


position is belo to you. ee 


Yours yee 


Related Provisions: 88(1)(c.8)— Meaning of class”. for 


“specified 
88(1)(c.2)(iti)(A); 88(4) — Amalgamation deemed. not to be acquisition of control. 


History: Cl. 88(1)(c.2)(iii)(A) amended by 2001, c. 17, subsec. 66(2), applicable to 
windings-up that begin after November 1994. The clause formerly read: 


(A) the reference in the definition “specified shareholder” in subsection 248(1) to 
“or of any other corporation that is related to the corporation” shall be read as “or 
of any other corporation that is related to the corporation and that has a signifi- 
cant direct or indirect interest in any issued shares of the capital stock of the 
corporation”, and 


Subpara. 88(1)(c.2)(iii) added by 1998, c. 19, subsec. 118(5), applicable to windings-up 
that begin after November 1994. 


Para. 88(1)(c.2) added by 1995, c. 3, subsec. 24(2), applicable to winding-ups that be- 
gin after February 21, 1994. 


(c.3) [Substituted property] — for the purpose of clause 
(c)(vi)(B), property acquired by any person in substitution for 
particular property or properties distributed to the parent on the 
winding-up includes 
(1) property (other than a specified property) owned by the 
person at any time after the acquisition of control referred to 
in clause (c)(vi)(A) the fair market value of which 1s, at that 
time, wholly or partly attributable to the particular property 
or properties, and 


(ii) property owned by the person at any time after the acqui- 
sition of control referred to in clause (c)(vi)(A) the fair mar- 
ket value of which is, at that time, determinable primarily by 
reference to the fair market value of, or to any proceeds from 
a disposition of, the particular property or properties 

but does not include 
(iii) money, 
(iv) property that was not owned by the person at any time 
after the acquisition of control referred to in clause 
(c)(vi)(A), or 
(v) property described in subparagraph (i) if the only reason 
the property is described in that subparagraph is because a 
specified property described in any of subparagraphs (c.4)(i) 
to (iv) was received as consideration for the acquisition of a 
share of the capital stock of the subsidiary in the circum- 
stances described in subparagraphs (c.4)(1) to (iv); 


Proposed Addition — 88(1)(c.3)(vi), (vii) 


(vi) a share of the capital stock of the subsidiary or a debt : 
owing by it, if the share or debt, as the case may be, was 
owned by the parent immediately before the winding-up, or _ 


tro! 1 of ye as if it owned the shares of Sellen, As a result, Pco would be related . 


S. 88(1)(c.3)(vii) 


(vii) a share of the capital stock of a corporation or a debt 

owing by a corporation, if the fair market value of the share’ 

or debt, as the | case he be, w was not, at any time after 
; ni 


pplication: oe July 16, 2010 draf 
will add subparas. see: 3\vi and : 


Technical Notes (July 201 0): Paecwcpl 88(1)(c) sonctelty ravines that the cost 
to the parent of each property distributed to it on the winding-up of a subsidiary is 
equal to the subsidiary’ '$ proceeds of disposition plus, where the property i is a capital 
property and is not an ineligible property, an amount determined under paragraph 
88(1)(d) in ase of the Seneas, “Ineligible ek is described in subpara- 


series of transactions or events a includes ale. es the parent es con- 
trol of the subsidiary : a the ae or ‘property aru d ) in substitution for such _ 


Property acquired i in Abstbiion for property disributed on the winding-up (“‘substi- : 
tuted property”) has its ony ‘Meaning and an extended meaning founds in para- — 


! SBC NONE) substituted property includes property mae han a “speci- 
fied property”) owned by a person after the acquisition of control of the subsidiary 
xr market value of the property is wholly or partly attributable to property 
distributed to the parent on the winding-up. Subparagraph 88(1)(c.3)(iv) ensures that. 
property that would be substituted property under the ordinary meaning of the term 
will not be substituted BOpenY if it is not owned - es eee after the ee 
of control, 


Example 1 of the explanatory notes to the oe of paragraph 881IN(e 3) [see 


my i. Sco, a caoble Canadian corporation, owns 15% of Tco, 
a publicly traded taxable Canadian corporation. Another corporation (“Pco’’) makes a 
takeover offer for all the shares of Tco. In anticipation of the sale of the Tco shares, 
Sco incorporates Newco and transfers, on a tax-deferred basis under section 85 of the 
Act, all of its Teo shares to Newco i in em for Newco shares. The adjusted cost 


In the example, ipcene: 88(IVe. 3)(iv) ensures chat me Neco shares are nat 
substituted ae since did not own the Newco shares after the aieneae of 


into Pco, the cog depeee ose capital property (bump property S) ois by Tco at 
the time of the ee of control oO Teo would be ineligible DIopeny sce, 28 


perty substituted for te bump property (ie., the 15% of the Tco shares) would have 
been acquired by a specified | shareholder of Tco (i.e., Newco) and would have been 
owned by Newco after the acquisition of control of Teo. 


New subparagraphs 88(1)(c.3)(vi) and (vii), which apply to eee that boom 

after 1997, are enacted to ensure that certain shares or debt will not be substituted 

property even if they are owned by a specified shareholder after the acquisition of 

control of the subsidiary. Subparagraph 88(1)(c.3)(vi) provides that shares or debt of 

the subsidiary will not be substituted property if such shares or debt are owned by the 

parent immediately before the winding- “up of the subsidiary. Thus, in the example. 
discussed above, the Tco shares, which are owned ao Fee immediately before the 

winding-up of Tco, would not be substituted Property. 


Subparagraph 88(1)(c. 3)(vii) provides that a share. or debt a a coeecnon vi not ihe 
substituted property if the fair market value of the share or debt is not attributable, at 
any time after the winding-up process begins, to property acquired by the parent on | 
the winding-up. This exemption would apply, for example, if an individual “Mr. 

S”), who is a specified shareholder of Tco, incorporates Newco in contemplation of 
'Tco and transfers the Tco shares to Newco. Mr. S then transfers the 
Newco shares to Sco. Immediately after the increase in the adjusted cost base of the 
shares of Newco (i.e., following the safe income crystallization) Sco sells the Newco 
shares to Pco. In th scenario, the Sco shares owned by Mr. S after the sale would 
not be substituted property by reason of new subparagraph 88(1)(c.3)(vii). 


Letter from Dept. of Finance, Dec. 19, 2001: 
Dear [xxx]: 


Thank you for your letter of November 30, 2001 concerning the application of para- 
graph 88(1)(c.3) of the Income Tax Act in the context of a takeover of a taxable 
Canadian corporation (“Targetco”) wherein a specified shareholder of Targetco 
(SCo”) proposes to transfer its shares in Targetco to a new corporation (“Newco”) 
prior to the completion of the takeover, so as to access SCo’s share of the safe in- 
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come of Targetco. You believe that the application of this provision gives rise to 
unintended tax consequences, and ask that consideration be given to amending that 
paragraph to ensure the appropriate tax consequences in the circumstances. 


In particular, you advised us that a Canadian corporation (“Buyco”) owns 51% of the 
shares of Targetco, a public corporation. Another corporation (“SCo”) owns 15% of 
the shares of Targetco and is a specified shareholder of Targetco for the purposes of 
subsection 88(1) of the Act. SCo was also a specified shareholder of Targetco before 
Buyco last acquired control of Targetco. Buyco decides to acquire all of the remain- 
ing shares of Targetco. To this end, Buyco incorporates a wholly-owned subsidiary 


(“PCo”) and transfers its shares of Targetco to PCo, thus resulting in an acquisition. 
of control of Targetco by PCo. PCo then makes a cash takeover bid for all of the 


remaining shares of Targetco. 


In anticipation of the successful takeover bid, SCo incorporates Newco and rransfers 4 


all of its Targetco shares to Newco in exchange for shares in Newco. The adjusted 
cost base and paid-up capital of the Newco shares are increased through a safe in- 


come crystallization transaction involving Newco and SCo. On the takeover bid, PCo 
directly or indirectly acquires all of the shares of Targetco for cash by acquiring all 


of the Targetco shares held by the public and by acquiring all of the Newco shares 


held by SCo. Newco is wound up into PCo and an election is made under paragraph ~ 
88(1)(d) of the Act to “bump” the cost base of the shares of Targetco distributed to — 


PCo on the winding-up. Immediately thereafter, Targetco is wound up into PCo. 
The technical concern arises out of the combined application of clause 


88(1)(c)(vi)(B) of the Act and the definition of substituted property in paragraph ~ 
88(1)(c.3) of the Act. In particular, you are of the view that the Newco shares could - 


be property. that is substituted for property acquired by PCo on the winding-up of 
Targetco and that is acquired by a person (SCo) that was a specified shareholder of 
Targetco before the last acquisition of control of Targetco. Paragraph 88(1)(c.3)(iv) 
of the Act does not'exclude the Newco shares owned by SCo from the definition of 
substituted property because the Newco shares are owned by SCo after PCo acquires 


control of Targetco. Therefore, if the safe income crystallization is viewed as part of — 


the series of transactions or events that includes the winding-up of Targetco, then the 
“bump” may be denied with respect to eligible property of ia distributed to 
PCo on the winding-up of Targetco. 


You submit that, from a tax policy perspective, there is no reason that the safe in- 


come crystallization should result in the denial of the bump on the winding-up of 


Targetco. You contend that the bump denial rules are intended to eliminate “back- 


door” purchase butterflies, namely transactions whereby a significant shareholder of 
the target corporation uses the subsection 88(1) bump rules to achieve what is, in 


effect, a tax-deferred sale of certain corporate assets of the target while maintaining a _ 


continuing interest in other corporate assets of the target. In your view, a safe income 
crystallization, such as the one described above, does not CONSENS or facilitate a 
backdoor purchase butterfly. 


We agree that the safe income crystallization described above should not, in and of — 


itself, result in the denial of the bump on otherwise eligible property distributed by 


Targetco to PCo. Accordingly, we are prepared to recommend to the Minister of - 


Finance an amendment to the Act the effect of which will be to ensure that the shares 
of Newco are not substituted popey for the — of paragraph > of the 
Act. 


If the above recommendation were acted | upon, I would anticipate that such amine : 


ments would be included in a future technical bill. 


Yours sincerely, 


Len Farber 
General Director, Tax Legislation Division, Tax Policy Branch 


Proposed Amendment — 88(1)(c.3) 


Letter from Dept. of Finance, April 22, 2002: 
Dear [xxx]: 


Thank you for your letter of October 11, 2001 to Davine Roach of this Division 
concerning the application of the substituted property rules in paragraphs 88(1)(c.3) 
and (c.4) of the Income Tax Act (the “Act’”). 


In particular, your concern relates to a series of proposed transactions wherein a taxa- 
ble Canadian corporation (“Bidco”) will acquire control of a public corporation 


(“Targetco”). Under the terms of the takeover, employees of Targetco will participate : 
in the stock option plan of Bidco’s parent corporation (“Parentco”). Parentco is a _ 


taxable Canadian corporation and owns all of the shares of Bidco. You indicate that a 
person (“Mr. X”), who is both an employee and specified shareholder of Targetco, 


holds options under Targetco’s employee stock option plan. Concurrently with the 


closing of the takeover bid, Mr. X, along with other employees of Targetco, will 
exchange their Targetco options for Parentco options (“option exchange”). Mr. X is 
also a party to an arrangement with a trust that is governed by subsection 7(6) of the 
Act. Under that arrangement, Mr. X has an option to acquire Targetco shares (“trust 
option”) from the trust. The trust will elect under the terms of the takeover bid to 
receive shares of Parentco and the trust option will be amended to reflect the substi- 
tution of the Targetco shares for Parentco shares. Following the takeover, Targetco 
will be wound-up into Bidco, 


Your concern is that Mr. X may acquire property described in subparagraph 


88(1)(c.3)(i) as a consequence of the option exchange and the amendment to the trust — 


option. Accordingly, the addition to the adjusted cost base of certain non-depreciable 


capital property of Targetco provided in paragraphs 88(1)(c) and (d) (the diame: 
may be unavailable on the winding-up of Targetco into Bidco. 

You ask that we consider including, in the definition of specified property in para- 
graph 88(1)(c.4) of the Act, an option or right to acquire a share received in the — 
circumstances described above. You argue that the option exchange and the amend- 
ment to the trust option is simply a proxy for an exchange of the underlying shares. © 
Accordingly, you submit that there is no policy reason for treating the option ex- 
change and the amendment to the trust option any differently from an exchange of 
Targetco shares for Parentco shares. 

We agree that the option exchange and the amendment to the trust option described 
above, in and of themselves, should not result in the denial of the bump on the wind- . 
ing-up of Targetco into Bidco, Accordingly, we are prepared to recommend to the 
Minister of Finance that the Act be amended to ensure that the rights to acquire 
shares of Parentco received by Mr. X will not be substituted property within the 
meaning of subparagraph 88(1)(c.3)(i). We are also prepared to recommend that the 
amendment apply to windings-up that begin after 2001. If the above recommendation 
were acted upon, we would anticipate that the amendment would be included in a 
future technical bill. : 

Yours sincerely, : 


Brian Ernewein, Director, Tax bégisiatibe Division, Tax Policy Branch 


Proposed Amendment — 88(1)(c.3) 
Letter from Dept. of Finance, June 26, 2007: See under 88(1)(c.4). 


Related Provisions: 88(1)(c.4)— Meaning of specified property; 88(1)(c.6) — 
Where control acquired by way of articles of arrangement; 88(1)(c.7) — Extended 
meaning of depreciable property; 88(4) — Amalgamation deemed not to be acquisition 
of control; 248(5) — Substituted property; 256(6)-(9) — Whether control acquired. 
History: Para. 88(1)(c.3) added by 1998, c. 19, subsec. 118(6), applicable to windings- 
up that begin after February 21, 1994 except that, in its application to windings-up that 
began before June 21, 1996 and to windings-up that begin after June 20, 1996 that are 
part of an arrangement that was substantially advanced, as evidenced in writing, before 
June 21, 1996, the para. shall be read as follows: 


(c.3) for the purpose of clause (c)(vi)(B), property acquired by any. person in 
substitution for particular property or properties 


(i) includes property owned by the person at any time after the acquisition of 
control referred to in clause (c)(vi)(A) the fair market value of which is, at 
that time, determinable primarily by reference to the fair market value of the 
particular property or properties or by reference to any proceeds from a dis- 
position of the particular property or properties, but 

(ii) does not include property that is money received as consideration for a 
disposition of the particular property or properties; 

1.T. Technical News: 9 (the backdoor butterfly rule). 


(c.4) [“specified property”] — for the purposes of subpara- 
graphs (c.3)(i) and (v); a specified property is 
(i) a share of the capital stock of the parent that was received 
as consideration for the acquisition of a share of the capital 
stock of the subsidiary by the parent or by a corporation that 
was a specified subsidiary corporation of the parent immedi- 
ately before the acquisition, 


Proposed Amendment — 88(1)(c.4)(i) _ 
i) a share of. the capital stock of the parent that was 


(A) received as consideration for the acquisition of a 
share of the capital stock of the subsidiary by the parent 
or by, a corporation that was a specified subsidiary cor- 
poration of the parent immediately before the acquisi- 
tion, or 


(B) issued for consideration ee consists “solely of 
money, 


ApBACAtICH: The July 16, 2010 draft legislation (Part 1 — iéetinicaly subsec. 45(3), 
will amend subpara. 88(1)(c.4)(i) to read as above, applicable to windings-up that 
begin, and amalgamations that occur, after 1997. 


Technical Notes (July 2010): Paragraph 88(1)(c.4) defines “specified property” 
for the purposes of subparagraphs 88(1)(c.3)(i) and (v). Specified property is ex- 
cluded from the extended meaning of a substituted property found in subparagraph 
88(1)(c.3)(i). Subparagraph 88(1)(c.4)(i) is amended to include, within the definition 

“specified property”, shares of the parent issued for consideration that consists solely 
of money. This amendment, which applies to windings-up that begin after 1997, en- 
sures that a specified shareholder that participates in a takeover by acquiring shares 
of the parent for cash consideration will not be considered to have acquired substi- 
tuted property within the meaning assigned by subparagraph 88(1)(c.3)(i). 


Letter from Dept. of Finance, Sept. 28, 2000: 
Dear [xxx]: 
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Subdivision h— Corporations Resident in Canada 


{ 


This is in response to your letters of September 15 and 20, 2000. and further to your 
conversations with Davine Roach, regarding the applicatio: the “specified pro- — 
it tule i in paragraph. 88()(c.4) of the Income Tax Act (the “. ct”) to the proposed 
S: S Sore in your letter. Yo believe this a gives rise to unin-_ 


(ii) a an indebtedness that was issued by the parent as consider- 
ation for the acquisition of a share of the capital stock of the 
subsidiary by the parent, 


(iii) a share of the capital stock of a taxable Canadian corpo- 
ration that was received as consideration for the acquisition 
of a share of the capital stock of the subsidiary by the taxable 
Canadian corporation or by the parent where the parent was a 
specified subsidiary corporation of the taxable Canadian cor- 
poration immediately before the acquisition, 


(iv) an indebtedness of a taxable Canadian corporation that 
was issued by it as consideration for the acquisition of a 
share of the capital stock of the subsidiary by the taxable Ca- 
nadian corporation or by the parent where the parent was a 
specified subsidiary corporation of the taxable Canadian cor- 
poration immediately before the acquisition, 


(v) where the subsidiary was formed on the amalgamation of 
2 or more predecessor corporations at least one of which was 
a subsidiary wholly-owned corporation of the parent, a share 
of the capital stock of the subsidiary 


(A) that was issued on the amalgamation in exchange for 
a share of the capital stock of a predecessor corporation, 
and 


(B) that was, immediately after the amalgamation, re- 
deemed, acquired or cancelled by the subsidiary for 
money, and 


(vi) where the subsidiary was formed on the amalgamation of 
2 or more predecessor corporations at least one of which was 
a subsidiary wholly-owned corporation of the parent, a share 
of the capital stock of the parent 


(A) that was issued on the amalgamation in exchange for 
a share of the capital stock of a predecessor corporation, 
and 


S. 88(1)(c.4) 


(B) that was, immediately after the amalgamation, re- 
oe acquired or cancelled by the parent for money; 


: L lawcert Amendment ~ Xe. 4) 


er borpordon € ae ra takeover bid. To foumlee the 
implements what is commor y referred to as an Sa eeee 
out. On the. amalgamation, a new corporation (“A 
mon shares to Bidco and redeemable preferred shares to the Bacay ee ydes of 


Targeteo. Amalco will redeem ue redeemable preferred shares Lapa after the 


Bidco would vs qualify as specifi ied property . as gored oe pies 4) ise 
the Act and, therefore, such shares will be substituted property as defined in ‘subpara- 


ree that the rede tion of the sefoemable Nein has in consideration io y 
common shares of Bidco should not, in the circumstances described above, affect the 
availability. of the pan on the niet. of Amalco into Bice ae we 


66 cA oy 
In particula ‘our concem relates 1 to he come f oun oe oes ina 
series of proposed ae wherein a taxable Canadian corporation that is a pub- 
lic corporation C ireco’’) will acquire control of another ne Canadian corpo- 
ration that i is also. a public. corporation (Targetco”). 


Certain employees (including directors) of Targetco ed other coniamtens wrolaed to 
Targetco (the “Optionholders’) hold options to acquire Targetco Common Shares 
(“Targetco Options”). Under the terms of the takeover, Targetco Options that are 
unexercised on the date of the acquisition of Targetco will become options to acquire _ 
Acquireco common shares (“Acquireco Options”) at a ratio that is consistent with the _ 
purchase price | of the shares under the takeover transaction (the “Option Exchange”). _ 
Following the takeover, Targetco may be wound-up or amalgamated into Acquireco 
Acquireco in circumstances where subsections 87(11) or 
apply. The Optionholders who receive Acquireco Options 

a specified shareholder” of ie (as that 
term is applied i in subparagraph 88¢ ‘)(c)(vi)). ‘ 


Your concern is that the Optionholders may acquire “substituted property” as de- 
scribed in. subparagraph 88(1 )(¢.3) as a consequence of the Option Exchange. Ac- 
cordingly, the addition to the adjusted cost base of certain non-depreciable capital 
property of Targetco provided in paragraphs: 88(1)(c) and (d) (the “bump”) may be 
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unavailable on the winding-up or amalgamation of Targetco into Acquireco or a cor- 
poration related to Acquireco. 


You ask that we consider including, in the definition of specified property in para- 
graph 88(1)(c.4) of the Act, an option or right to acquire a share received in the 
circumstances described above. You argue that the Option Exchange is simply a 
proxy for an exchange of the underlying shares. Accordingly, you submit that there is 
no policy reason for treating the Option Exchange any differently from an exchange 
of Targetco shares for Acquireco shares. 


Based on our understanding of the facts, we agree that the Option Exchange should 
not, in and of itself, result in the denial of the bump on the winding up of Targetco 
into Acquireco or a corporation related to Acquireco. Accordingly, we are prepared 
to recommend to the Minister of Finance that the Act be amended to ensure that the 
rights to acquire shares of Acquireco received by the Optionholders will not be sub- 
stituted property within the meaning of subparagraph 88(1)(c.3)(i). We are also pre- 
pared to recommend that the amendment apply to windings-up that begin after 2001. 
If the above recommendation were acted upon, we would anticipate that the amend- 
ment would be included in a future technical bill. 


Yours very truly, 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


Proposed Amendment — 88(1 ms 


Letter from Dept. of Finance, May 31, 2004: 
Dear [xxx]: 


Thank you for your email of May 13, 2004 to Mr. Daryl Boychuk of this Division 
concerning the application of the substituted property rules in paragraphs OX 3) 
and (c.4) of the Income Tax Act (the “Act’). 


In particular, your concern relates to a series of proposed transactions in which con- 
trol of a taxable Canadian corporation (“[xxx]”) will be acquired. The controlling 
shareholders of [xxx] (each of which is a “subsidiary wholly-owned corporation” of 
“Ixxx]”) will amalgamate with [xxx] to create “[xxx]”. Pursuant to the terms of the 
amalgamation, a wholly owned subsidiary of [xxx] (“[xxx]”) will receive common 
shares of [xxx] and the public shareholders of [xxx] will receive redeemable pre- 
ferred shares that will be redeemed immediately after the amalgamation. [xxx] will 
then be wound-up into [xxx] in circumstances described in subsection 881) of the 
Act. 


You advised us that one of the shareholders of [xxx] (the “Shareholder”) owns less 
than 10% of the issued shares of any class of [xxx]. However, there is a group of key 
employees of [xxx] who are also shareholders and option holders of [xxx] that, to- 


gether with the Shareholder, may be viewed as a group described in subclause — 


88(1)(c)(vi)(B)D. 


To finance the acquisition of [xxx], [xxx] will issue debt in the U.S. and Canadian 
markets. As part of its general investment strategy, the Shareholder would like to 
subscribe for a portion of the debt. The debt in question would be non-participating, 
interest-bearing debt and would not differ from the debt issued to other lenders. 


You are concerned that the subscription for any portion of the debt by the Share- 
holder could be viewed as an acquisition of property substituted for property ac- 
quired by [xxx] on the winding up of [xxx] within the meaning of subparagraph 
88(1)(c.3)(i). You note that the debt would not be “specified property” as defined in 
paragraph 88(1)(c.4) since it would not be issued as consideration for the acquisition 
of a share of the capital stock of a corporation described in subparagraphs 
88(1)(c.4)(ii) or (iv). Accordingly, the addition to the adjusted cost base of certain 
non-depreciable capital property of [xxx] provided in paragraphs 88(1)(c) and (d) 
(the “bump”) may not be available on the winding-up of [xxx] into [xxx]. 

In your view, the denial of the bump in these circumstances would not be consistent 
with the tax policy underlying subparagraph 88(1)(c)(vi) in that the transactions do 
not facilitate a tax-deferred transfer of some of the assets of [xxx]. Moreover, an 
amendment to paragraph 88(1)(c.4) to exclude a debt issued to a specified share- 
holder for consideration that consists solely of money would be consistent with the 
proposed amendment to subparagraph 88(1)(c.4)(i). 


We understand your concerns regarding the denial of the bump in the circumstances 
described in your letter and we do not dispute that the result appears to be inconsis- 
tent with the policy underlying subparagraph 88(1)(c)(vi). As discussed, we are re- 
viewing subparagraph 88(1)(c.3)(i) and the definition of “specified property” in para- 
graph 88(1)(c.4) with a view to identifying those amendments that are necessary to 
ensure that the bump is not denied in appropriate circumstances. I trust that this letter 
is informative of our general position regarding your submission. 


Yours sincerely, 


Len Farber 
General Director, Tax Legislative Division, Tax Policy Branch 


Proposed Amendment — 88(1)(c.4) 


Letter from Dept. of Finance, April 15, 2005: 
Dear [xxx]: 


This is in reply to your letter dated March 16, 2005 and further to your discussions 
with Daryl Boychuk of this Division concerning the application of paragraphs 
88(1)(c.3) and (c.4) of. the Income Tax Act (the “Act’’). In your letter, you asked us 


Income Tax Act, Part I, Division B 


for clarification concerning the scope of certain proposed amendments referred to in 
correspondence released by the Tax Legislation Division. In particular, you have 
asked us to advise you whether these amendments, which relate to the meaning of ~ 
specified property in paragraph 88(1)(c.4) of the Act and, by implication, to the 
meaning of substituted property in subparagraph 88(1)(c.3)(i) of the Act, will apply 
to shares and options of the parent corporation in the circumstances described below. 
In the alternative, you have asked us if we would be prepared to recommend amend- _ 
ments to the Act that would include such property within the meats of specified 
property. 

In addition, you asked us if we would be prepared to recommend an amendment to 
the Act that would ensure that certain publicly-traded warrants cancelled before the 
winding up of the subsidiary corporation, as described below, would not be substi- 
tuted property within the meaning of subparagraph 88(1)(c)(vi). 


In the situation described in your letter, a taxable Canadian corporation (“Parent’’) 
and its subsidiary wholly-owned corporation (“Subco”) acquired control of another 
taxable Canadian corporation (“Target”) by acquiring, pursuant to a takeover offer, 
more than 80% of the issued and outstanding common shares of Target. The only 
consideration issued for the Target shares was Parent shares. Although Target has 
outstanding options and warrants to acquire Target shares, the takeover offer did not 
extend to these options or warrants. All of the warrants (“Target Warrants”) are listed 
on the Toronto Stock Exchange. 


Parent intends to acquire the remaining Target shares through a plan of arrangement. 
Prior to entering into the plan of arrangement, Subco will be wound up into Parent 
and, as a result, the Target shares acquired by Subco pursuant to the takeover offer 
will be transferred to Parent. In furtherance of the plan of arrangement, Parent has 
incorporated a new subsidiary gee ages corporation (“Newco”) under the laws 
of Ontario. 


The Target shareholders will be asked to approve a plan of arrangement pursuant to 
which Target will amalgamate with Newco to form Amalco. On the amalgamation, 
the Target shareholders, other than Parent (and any dissenting shareholders) will re- 
ceive Parent shares on the same basis as they would have received had they tendered 
their Target shares under the takeover offer. As a consequence of the amalgamation, 
Parent will become the sole shareholder of Amalco. Each person that owns a Target 
Warrant or Target option will, on the amalgamation, exchange that option or warrant — 
for an option or warrant, respectively, to acquire that number of shares of Parent that 
such holder would have acquired if the Target Warrant or Target option had been 
exercised and the Target shares so acquired exchanged for Parent shares under the 
takeover offer. The option exchange will be governed by subsection 7(1.4) of the Act 
and the warrant exchange will be governed by subsection 87(S) of the Act, as modi- 
fied by paragraph 87(9)(a.3) of the Act. Subsequent to the amalgamation, Parent in- 
tends to cause Amalco to be wound up with the intention of making designations 
under paragraph 88(1)(d) of the Act in respect of capital property, owned by Target 
at the time Parent acquired control of Target, that is not ineligible property as defined 
in paragraph 88(1)(c) of the Act. 


In your letter, you refer to correspondence from the Tax Legislation Division dated 
May 2, 2002 and June 24, 2003. The letter dated May 2, 2002 states that we are 
prepared to recommend to the Minister that an amendment to the Act be made to 
ensure that certain redeemable preferred shares acquired on an amalgamation (and 
the shares of the parent corporation acquired on the redemption of those shares) 
would be specified property within the meaning of paragraph 88(1)(c.4) of the Act. 
The letter dated June 24, 2003 states that we are prepared to recommend to the Min- 
ister that the Act be amended to ensure that the right to acquire shares of the parent 
corporation would not, in the circumstances described in the letter, be substituted 
property within the meaning of subparagraph 88(1)(c.3)(i) of the Act. 


You have asked us if the recommended amendments referred to in our letters dated 
May 2, 2002 and June 24, 2003, would ensure that the Parent shares received by the 
shareholders of Target and the Parent options or warrants received by the holders of 
Target options and Target Warrants on the amalgamation of Newco and Target 
would be specified property within the meaning of paragraph 88(1)(c.4) of the Act. 
Alternatively, you have asked us if we would be prepared to recommend amend- 
ments to the Act that would include such property within the meaning of specified 
property. 


In addition, you stated in your letter that if a specified shareholder of Target acquires 
Target Warrants prior to the effective date of the plan of arrangement, such acquisi- 
tion would result in the denial of the paragraph 88(1)(c) bump on the winding up of 
Amalco into Parent since the Target Warrants will be property substituted for pro- 
perty owned by Target for the purpose of paragraph 88(1)(c)(vi). In your view, the 
Target Warrants should not be considered substituted property since they will be can- 
celled on the amalgamation and, therefore, will not, at any time after the beginning of 
the winding up of Amalco, derive any value from the Amalco assets. 


We confirm that the recommended amendment referred to in our letter of May 2, 
2002, if enacted, will ensure that the Parent shares acquired by the Target sharehold- 
ers, on the amalgamation described above, will be specified property within the 
meaning of paragraph 88(1)(c.4) of the Act. In addition, we confirm that we are pre- 
pared to recommend to the Minister that paragaph 88(1)(c.4) of the Act be amended 
so that the Parent options and warrants acquired on the amalgamation described 
above, will be specified property within the meaning of paragraph 88(1)(c.4) of the 
Act. Lastly, we are of the view that the Target Warrants acquired prior to the effec- 
tive date of the plan of arrangement should not, in the circumstances described 
above, be substituted property for the purpose of paragraph 88(1)(c)(vi) solely be- 
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i). Accordingly, we will recommend to the Minister _ 
at the Target arrants will b een property 
Med) of mi 


cause of subparagraph 88(1)(c.: 


B8c lye 4), As a. the Gara shares ee 
ns in substitution for nope sisteibun d t 


t the shares of Parentco acquire by Canco in consideration 
so not be considered = be eee described ‘ir 


Subcol deceubed above ‘ahich 5 sO tacit: will occur in ee 2005. Whil 
we cannot offer any assurance that either the ya or Patience will agree with 


Mr. Stephen Ss. a 


Ne ee : 


circumstances where the minority shareholders: of Pareet ould: receive red emable 
preferred shares of the amalgamated corporation. The preferred shares would then be 
redeemed and the redemption price would be satisfied by a combination of money 
and the delivery of shares of the Parent in the same proportions as the minority share- 


holders would have neces if they had tendered their ee shares to ate ee 
bid. y 


In your etter, you note thas subparagraph 88(1)(c.4)(v) of the Act Schnee, within the 
definition of specified prog preferred shares issued on an amalgamation squeeze-__ 
out if those shares are imm ately redeemed, acquired or cancelled for money. In 


po ed upon ded amendment referred to in the May 2 200 
pro vide for the rred shares 0 


is telep one conversations aa your ae dated June 
21, 2007, we are a our public position as Pievensly 2 set ‘out in our 
May 31, 2004 letter (a copy o! ch is attached). 


In this regard, we conti lat we ar iewing subparagraph B8(1)(c. 0 and the 
definition of “specified property” in graph 88(1)(c.4), of the Income Tax Act, 
with a view to identifying those amendments that are necessary to ensure that the — 
addition to the cost base of non-depreciable capital property distributed on the wind- 
ing-up of a subsidiary, as provided by Paragraph Sep) of the Act, is not denied i in 
inappropria circumstan : 


Yours if 


"Brian ‘Bowen General Director — — sib ation, Tax Policy Branch 


Related Provisions: 88(1)(c.5)— Meaning of specified subsidiary corporation; 
88(4) — Amalgamation deemed not to be acquisition of control. 


History: Para. 88(1)(c.4) added by 1998, c. 19, subsec. 118(6), applicable to windings- 
up that begin after February 21, 1994. 


(c.5) [“specified subsidiary corporation”] — for the pur- 
pose of paragraph (c.4), a corporation is a specified subsidiary 
corporation of another corporation, at any time, where the other 
corporation holds, at that time, shares of the corporation 


(i) that give the shareholder 90% or more of the votes that 
could be cast under all circumstances at an annual meeting of 
shareholders of the corporation, and 


(ii) having a fair market value of 90%. or more of the fair 
market value of all the issued shares of the capital stock of 
the corporation; 
Related Provisions: 88(4) — Amalgamation deemed not to be acquisition of 
control. 


History: Para. 88(1)(c.5) added by 1998, c. 19, subsec. 118(6), applicable to windings- 

up that begin after February 21, 1994. 
(c.6) [control acquired by way of articles of arrange- 
ment] — for the purpose of paragraph (c.3) and notwithstand- 
ing subsection 256(9), where control of a corporation is acquired 
by way of articles of arrangement, that control is deemed to have 
been acquired at the end of the day on which the arrangement 
becomes effective; 
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Related Provisions: 88(4) — Amalgamation deemed not to be acquisition of 
control. 


History: Para. 88(1)(c.6) added by 1998, c. 19, subsec. 118(6), applicable to windings- 
up that begin after February 21, 1994. 


(c.7) [depreciable property] — for the purpose of subpara- 
graph (c)(iii), a leasehold interest in a depreciable property and 
an option to acquire a depreciable property are depreciable 
properties; 
Related Provisions: 88(4)— Amalgamation deemed not to be acquisition of 
control. 


History: Para. 88(1)(c.7) added by 1998, c. 19, subsec. 118(6), applicable to windings- 
up that begin after June 20, 1996. 


(c.8) [“specified class”]— for the purpose of clause 
(c.2)(iii)(A), a specified class of the capital stock of a corpora- 
tion is a class of shares of the capital stock of the corporation 
where 


(i) the paid-up capital in respect of the class was not, at any 
time, less than the fair market value of the consideration for 
which the shares of that class then outstanding were issued, 


(ii) the shares are non-voting in respect of the election of the 
board of directors of the corporation, except in the event of a 
failure or default under the terms or conditions of the shares, 


(iii) under neither the terms and conditions of the shares nor 
any agreement in respect of the shares are the shares convert- 
ible into or exchangeable for shares other than shares of a 
specified class of the capital stock of the corporation, and 


(iv) under neither the terms and conditions of the shares nor 
any agreement in respect of the shares is any holder of the 
shares entitled to receive on the redemption, cancellation or 
acquisition of the shares by the corporation or by any person 
with whom the corporation does not deal at arm’s length an 
amount (excluding any premium for early redemption) 
greater than the total of the fair market value of the consider- 
ation for which the shares were issued and the amount of any 
unpaid dividends on the shares; 


Related Provisions: 88(4)— Amalgamation deemed not to be acquisition of 
control. 


History: Para. 88(1)(c.8) added by 2001, c. 17, subsec. 66(3), applicable to windings- 
up that begin after November 1994. 


(d) [increase in cost amounts (bump)] — the amount de- 
termined under this paragraph in respect of each property of the 
subsidiary distributed to the parent on the winding-up is such 
portion of the amount, if any, by which the total determined 
under subparagraph (b)(ii) exceeds the total of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount in 
respect of any property owned by the subsidiary immedi- 
ately before the winding-up, equal to the cost amount to 
the subsidiary of the property immediately before the 
winding-up, plus the amount of any money of the subsidi- 
ary on hand immediately before the winding-up, 


exceeds the total of 


(B) all amounts each of which is the amount of any debt 
owing by the subsidiary, or of any other obligation of the 
subsidiary to pay any amount, that was outstanding im- 
mediately before the winding-up, and 


(C) the amount of any reserve (other than a reserve re- 
ferred to in paragraph 20(1)(n), subparagraph 40(1 )(a)(iii) 
or 44(1)(e)(iii) of this Act or in subsection 64(1) or (1.1) 
of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as those two provisions read imme- 
diately before November 3,!3 1981) deducted in comput- 
ing the subsidiary’s income for its taxation year during 
which its assets were distributed to the parent on the 
winding-up, and 


I35ic. The date should be November 13. 


Income Tax Act, Part I, Division B 


(i.1) the total of all amounts each of which is an amount in 
respect of any share of the capital stock of the subsidiary dis- 
posed of by the parent on the winding-up or in contemplation 
of the winding-up, equal to the total of all amounts received 
by the parent or by a corporation with which the parent was 
not dealing at arm’s length (otherwise than because of a right 
referred to in paragraph 251(5)(b) in respect of the subsidi- 
ary) in respect of 


(A) taxable dividends on the share or on any share (in this 
subparagraph referred to as a “replaced share”) for which 
the share or a replaced share was substituted or ex- 
changed to the extent that the amounts thereof were de- 
ductible from the recipient’s income for any taxation year 
by virtue of section 112 or subsection 138(6) and were 
not amounts on which the recipient was required to pay 
tax under Part VII of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, as it read on March 
31, 1977, or 


(B) capital dividends and life insurance capital dividends 
on the share or on any share (in this subparagraph referred 
to as a “replaced share”) for which a share or a replaced 
share was substituted or exchanged, 


as is designated by the parent in respect of that capital property 
in its return of income under this Part for its taxation year in 
which the subsidiary was so wound up, except that 


(11) in no case shall the amount so designated in respect of 
any such capital property exceed the amount, if any, by 
which the fair market value of the property at the time the 
parent last acquired control of the subsidiary exceeds the cost 
amount to the subsidiary of the property immediately before 
the qandings up, and 


Proposed Amendment — 88(1)(d)(ii)_ 


se shall the amount so designated in Tespect of 
y “seh ors property exceed the amount, if any, ee 


a) the cost’ amount to the subiidiaey ot éf the property im- 
vi  edibely before the winding-up, and . 


(BB) ‘the prescribed amount, and 


Apotieation: The August 27, 2010 draft legislation (Part 1. stems affiliates), 
subsec. 30(1), will amend para. 88(1)(d)(ii) to read as above, applicable to ea iM - 
up that begin, and amalgamations that occur, after. Febmary 27, 2004, ae ent 


S. 53 of the draft legislation provides that any assessment ofa hovers s a, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation i is assented to and would, in the absence of this section, be — 
precluded because of subsecs, 152(4) to (5) of the Act shall be made to ae extent 
necessary to take into account this amendment, ii the taxpayer. 


. @) elects i in writing in respect of all of i ‘its foreign affiliates ass ums se ection nap 
_ in respect of that provision, and — oS 


(ii) files that election with the \e Minister of National Revenue on or before Jae 
30, 2011. — ee 


Technical hietes (Sept. 10, 2 201 oy ioe saciyia) deeeibene for the pur- 
poses of paragraph 88(1)(c), the amount by which the parent may, by desi 
increase or “bump” the cost of capital proeey acquired fe irs on n the a) ing 
the subsidiary. pe 


Subparagraph 88(1)(d)(ii) provides for a limitation to the “bump” amount based. on 
the amount by which the fair market value of the property at the time the parent last — 
acquired control of the subsidiary exceeds the cost amount to the supe taty of the 

property immediately before the winding-up. 


8 a 


. So 
Subparagraph 88(1)(d)(ii) is being amended to further qestrict . “pump” amount by 
an amount prescribed by the Regulations, more ‘particularly - new subsections _ 
5905(5.13) and (5.4) of the Regulations. This additional restriction app ies only to 
property that is a share of a foreign. affiliate or an ‘interest, in a Pee that holds 
shares ofa foreign affiliate. 


For more detail about this prescribed amioini, see. the commentary to new | oibene 
tions 5905(5.13) and (5.4) of the Regulations. ; 
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(iii) in no case shall the total of amounts so designated in 
respect of all such capital properties exceed the. amount, if 
any, by which the total determined under subparagraph 
(b)(ii) exceeds the total of the amounts determined under 
‘subparagraphs (i) and (1.1). 
Related Provisions; . 88(1)(d.2) — When _ taxpayer . last acquired control; 
88(1)(d.3) — Where control acquired because of death; 88(1)(d.4) — Share in foreign 
affiliate of subsidiary; 88(1.7) — Where parent did not deal at arm’s length; 88(1.8), 
(1.9) — Amended designation re tax-free surplus balance; '88(4) — Amalgamation 
deemed. not to be acquisition of control; 256(6)-(9) — Whether control acquired; Reg. 
5905(5.1) — FAPI — windup of corporation holding foreign affiliate. See also at end 
of 88(1). 


History: The portion of para. 88(1)(d) after subpara. (iii) repealed by 1998, c. 19, 
subsec. 118(7), applicable to windings-up that begin after February 21, 1994. That por- 
tion formerly read: 


and for the purposes of this paragraph, where a parent corporation has been 
incorporated or otherwise formed after the time any other corporation (other than 
a corporation acquired by it from a person with whom it was dealing at arm’s 
length) with which it did not deal at arm’s length at any time prior to the wind- 
ing-up was incorporated or otherwise formed, the parent corporation shall be 
deemed to have been in existence from the time of formation of the other corpo- 
ration and to have been not dealing at arm’s length with the other corporation 
from that time; 


The opening words of para. 88(1)(d), panded d by 1995, c. 3, subsec. 24(3), applicable 
to windings-up that begin after February. 21,, 1994, The opening words formerly read: 


(d) the amount determined under this paragraph in respect of each property that 
was a capital property (other than property transferred in the course of a reorgan- 
ization described in paragraph 55(3)(b) in the course of which a dividend was 
received by a corporation to which subsection 55(2) would, but for paragraph 
55(3)(b), apply where the winding-up of the subsidiary was part of a transfer, 
directly or indirectly, of property of a particular corporation to a transferee, 
within the meaning assigned by paragraph 55(3)(b), property transferred to the 
subsidiary by the parent or by any person or partnership that was not, otherwise 
than because of a right referred to in paragraph:251(5)(b), dealing at arm’s length 
with the parent, or a depreciable property) owned by the subsidiary at the time 
that the parent last acquired control of the subsidiary and thereafter without inter- 
ruption until such time as it was distributed to the parent on the winding-up, is 
such portion of the amount, if any, by which the total determined under subpara- 
graph (b)(ii) exceeds the total of 


That portion of para. 88(1)(d) preceding subpara. (i) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 66(4), applicable to windings-up after September 1988, except 
that, in its application to such windings-up beginning = eer 14, 1990, that portion 
shall be read as follows: 


“(d) the amount determined under this paragraph in respect of each property that 
was a capital property (other than property transferred in the course of a reorgan- 
ization described in paragraph 55(3)(b) in the course of which a dividend was 
received by a corporation to which subsection 55(2) would, but for paragraph 
55(3)(b), apply where the winding-up of the subsidiary was part of a transfer, 
directly or indirectly, of property of a particular corporation to a transferee, 
within the meaning assigned by paragraph 55(3)(b), or a depreciable property) 
owned by the subsidiary at the time that the parent last acquired control of the 
subsidiary and thereafter without interruption until such time as it was distrib- 
uted to the parent on the. winding-up, is such portion of the amount, if any, by 
which the total determined under subparagraph (b)(ii) exceeds the total of”. 


That portion formerly read: 


(d) the amount determined under this paragraph in respect of each property that 
was a capital property (other than property transferred in the course of a series of 
transactions or events to which subsection 55(2) would, but for paragraph 
55(3)(b), apply or a depreciable property) owned by the subsidiary at the’ time 
that the parent last acquired control of the subsidiary and thereafter without inter- 
ruption until such time as it was distributed to the parent on the winding-up, is 
such portion of the amount, if any, by which the total determined under subpara- 
graph (b)(ii) exceeds the total of 


Cl. 88(1)(d)G)(C). amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(5), applica- 
ble to windings-up beginning after 1989. Cl. (d)(i)(C) formerly read: 


(C) the amount of any reserve (other than a reserve referred to in paragraph 
20(1)(n) or subparagraph 40(1)(a)(iii) of this Act or subsection 64(1) or (1.1) of 
the Income Tax Act, chapter 148..of the Revised Statutes of Canada, 1952) de- 
ducted in computing the subsidiary’s income for its taxation year during, which 
its assets were distributed to the parent on the winding-up, and 


That portion of subpara. 88(1)(d)(i.1) preceding cl. (A) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 66(6), to add “(otherwise than by reason of a right referred to in 
paragraph 251(5)(b) in respect of the subsidiary)”, applicable to windings-up beginning 
after 1986, except that, in its application with respect to windings-up beginning before 
July 1988, that portion shall be read without reference to the phrase “or in contempla- 
tion of the winding-up”’ therein. 


Regulations: | 5905(5.13) 
88(1)(d)(ii)(B). 


[temporary]; 5905(5.4) (prescribed. amount for 


S. 88(1)(d.2) 


1.T. Application Rules: 26(5)(c)(i)(C) (where property owned since before 1972); 69 
(meaning: of “chapter 148 of ...”). 


1.T. Technical News: 16 (Parthenon Investments case). 


Advance Tax Rulings: ATR-67: Increase in the cost of property on the winding-up 
of a wholly-owned subsidiary, 


(d.1) [rules not applicable] — subsection 84(2) and section 

21, of the Income Tax Application Rules do,not.apply to the 

winding-up of the subsidiary, and subsections..13(21.2) and 

14(12) do.not apply to the winding-up of the subsidiary with 

respect, to. property, acquired by the parent on the winding-up; 
History: Para. 88(1)(d.1) amended by 1998, c. 19, subsec. 118(8); applicable to wind- 
ings-up’ that begin after April 26, 1995 except that, in’ its application to windings-up 
that began before 1996, the reference in para. 88(1)(d.1) to “subsections 13(21.2) and 
14(12)” shall be read as a reference to “subsections:13(21.2), 14(12).and 85(5.1)”. The 
para. formerly read: 


(d.1) subsections 84(2) and 85(5.1) and section 21 of the Income Tax Application 
Rules are not applicable to the winding- up of the subsidiary; 


(d.2) [when control acquired] — in determining, for the pur- 
poses of this paragraph and paragraphs (c) and '(d), the time at 
which a person or group of persons (in this paragraph. and para- 
graph (d.3) referred to as the “‘acquirer’’) last acquired control of 
the subsidiary, where control of the subsidiary was, acquired 
from another person or group of persons (in this paragraph re- 
ferred to as the “vendor”) with whom the acquirer was not (oth- 
erwise than solely because of.a right referred. to in paragraph 
251(5)(b)) dealing at arm’s length, the acquirer is deemed to 
have last acquired control of the subsidiary at the earlier of 


(1) the time at.which the vendor last acquired control (within 
the meaning that would be assigned by subsection 186(2) if 
the reference in that subsection to “another corporation” were 
read as “a person” and the references in that subsection to 
“the other corporation” were read as “‘the person’’) of the sub- 
sidiary, and 


(ii) the time at which the vendor was deemed for the purpose 
of this paragraph to have last acquired control of the 
subsidiary; 

Related Provisions: 88(1)(d.3)— Where control acquired because of death; 


88(4) — Amalgamation deemed not to be acquisition of control; 256(6)-(9) — 
Whether control acquired. See also at end of 88(1). 


History: Para. 88(1)(d.2) amended by 1998, c. 19, subsec. 118(9), applicable to wind- 
ings-up that begin after December 20, 1991. The para. formerly read: 


(d.2) in determining, for the purposes of this paragraph and paragraphs (c) and 
(d), the time that a taxpayer last acquired control of the subsidiary, where control 
of the subsidiary was acquired from a person or group of persons (in this para- 
graph referred to as the “vendor”) with whom the taxpayer was not (otherwise 
than because of a right referred to in paragraph 251(5)(b)) dealing at arm’s 
length, the taxpayer shall be deemed to have last acquired control at the earlier of 
the time that the vendor last acquired control (within the meaning that would be 
assigned by subsection 186(2) if the reference therein to “another corporation” 
were read as “a person” ‘and the references therein to “the other corporation” 
were read as “the person’’) of the subsidiary and the time that the vendor was 

-. deemed by this subsection to have last acquired control, except that in determin- 
ing the time that a particular person or group of persons last acquired control of a 
corporation where at any time control of the corporation is acquired by the par- 
ticular person or group of persons because of a bequest or an inheritance of 
shares of the capital stock of the corporation, for the purposes of this paragraph 
and subsection 186(2) in its application to this paragraph, the particular person or 
group of persons shall be deemed at that time, and at any time before that time, 
to have dealt at arm’s length with the person who bequeathed the shares, or from 
whom the shares were inherited, and each other person who is related to that 
person; 


Para. 88(1)(d.2) substituted by 1994, c. 21, subsec. 40(1), applicable to windings-up 
that begin after December 20, 1991. That para. formerly read: 


(d.2) in determining for the purposes of this paragraph and paragraphs (c) and (d) 
the time that a taxpayer last acquired control of the subsidiary, where control of 
the. subsidiary was acquired from a person or group of persons (in this paragraph 
referred to as the “vendor’’) with whom the taxpayer was not (otherwise than 
because of a right referred to in paragraph 251(5)(b)) dealing at arm’s length, the 
taxpayer shall be deemed to have last acquired control at the earlier of the time 
that the vendor last acquired control (within the meaning that would be assigned 
by subsection 186(2) if the reference therein to “another corporation” were read 
as a reference to “a person” and the references therein to “the other corporation” 
were read as references to “the person’) of the subsidiary and the time that the 
vendor was deemed by this subsection to have last acquired control, except that, 
in determining the time that a particular taxpayer last acquired control of a cor- 
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poration where at any time control of the corporation is acquired by the particu- 
lar taxpayer because of a bequest or an inheritance of shares of the capital stock 
of the corporation, for the purposes of this paragraph and subsection 186(2) in its 
application to this paragraph, the particular taxpayer shall be deemed at that 
time, and at any time before that time, to have dealt at arm’s length with the 
person who bequeathed the shares, or from whom the shares were inherited, and 
each other person who is related to that person; 


Para. 88(1)(d.2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 38(4), applica- 
ble to windings-up beginning after December 20, 1991. Para (d.2) formerly read: 


(d.2) in determining for the purposes of this paragraph and paragraphs (c) and (d) 
the time that a taxpayer last acquired control of the subsidiary, where control of 
the subsidiary was acquired (otherwise than by way of bequest or inheritance) 
from a person or group of persons (in this paragraph referred to as the “vendor’’) 
with whom the taxpayer was not (otherwise than by virtue of a right referred to 
in paragraph 251(5)(b)) dealing at arm’s length, the taxpayer shall be deemed to 
have last acquired control at the earlier of the time that the vendor last acquired 
control (within the meaning assigned by subsection 186(2) if the reference 
therein to “another corporation” were read as a reference to “a person” and the 
references therein to “the other corporation” were read as references to “the per- 
son”) of the subsidiary and the time that the vendor was deemed by this subsec- 
tion to have last acquired control; 


(d.3) [control acquired due to death] — for the purposes of 
paragraphs (c), (d) and (d.2), where at any time control of a cor- 
poration is last acquired by an acquirer because of an acquisition 
of shares of the capital stock of the corporation as a consequence 
of the death of an individual, the acquirer is deemed to have last 
acquired control of the corporation immediately after the death 
from a person who dealt at arm’s length with the acquirer; 


Related Provisions: 88(4) — Amalgamation deemed not to be acquisition of con- 
trol; 256(6)-(9) — Whether control acquired. See also at end of 88(1). 


History: Para. 88(1)(d.3) added by 1998, c. 19, subsec. 118(9), applicable to windings- 
up that begin after December 20, 1991. 


Proposed Addition — 88(1)(d.4) — 


(d.4) [share in foreign affiliate of subsidiary] — — for the 
purpose of subparagraph (d)(ii), 


(i) if, at the time immediately before the iodine -up, the 
subsidiary holds one or more shares of a foreign affiliate of 
the subsidiary, there shall be added to the cost amount, at 
that time, of each of those shares (referred to in this subpar- 
agraph as the “particular share”) the amount determined by 
the formula . oo 


Ax B/C 
where 7 


A is the total of all amounts each ol which is the amount, 
if any, by which — 


(A) the amount of a dividend ely on any share 
of the foreign affiliate (or any other share of the for- 
eign affiliate for which that share is substituted pro- 
perty) held by the subsidiary immediately before the 
winding-up, that was deductible under section 113 in 
computing the income of the subsidiary or of a cor- 
poration with which the subsidiary was not dealing 
at arm’s length (otherwise than because of a right re- 
ferred to in perasrah “ah Heme in respect of the for- 
eign affiliate), 


exceeds 


(B) the portion of that dividend that may cease 
be considered to have reduced the foreign affiliate’s 
exempt or taxable surplus in respect of the subsidiary 
that arose after the acquisition of control of the sub- 
sidiary by the parent (determined on the assumption 
that a dividend is paid out of the foreign affiliate’s 
exempt or taxable surplus, as the case may be, in re- 
spect of the subsidiary, in the reverse order to that in 
which it was added to the foreign affiliate’s exempt 
or taxable surplus in respect of the subsidiary), 


Bis the fair market value of the particular share immedi- 
ately before the winding-up, and 


C is the total of all amounts each of which is the fair mar- 
ket value of a share of the foreign affiliate held by the 
subsidiary immediately before the winding-up, and 


(ii) if, at the time immediately before the winding-up, the 
subsidiary holds a partnership interest in a partnership (re- 
ferred to in this subparagraph as a “holding partnership”) — 
which holds one or more shares of a foreign affiliate of the 
subsidiary, there shall be added to the cost amount, at that 
time, of the subsidiary’s partnership interest in the holding 
partnership (referred to in this subparagraph as the “particu- 
lar partnership interest’), the amount determined by the 
formula 


Dx E/F 
where 


D is the total of all amounts cael of which is the amount, 
if any, by which 


(A) the amount of a dividend received on any share 

_ of the foreign affiliate (or any other share of the for- 
eign affiliate for which that share is substituted pro- 
perty) held by the holding partnership immediately 
before the winding-up, that was deductible under 
section 113 in computing the income of the subsidi- 
ary or of a corporation with which the subsidiary 
was not dealing at arm’s length (otherwise than be- 

cause of a right referred to in paragraph 251(5)(b) in 
respect of the. foreien alias) 


exceeds” 


(B) the portion of that dividend that may icccality 

be considered to have reduced the foreign affiliate’s 

_ exempt or taxable surplus in respect of the subsidiary 

that arose after the acquisition of control of the sub- 

L sidiary by the parent (determined on the assumption 

_ that a dividend is paid out of the foreign affiliate’s 

exempt or taxable surplus, as the case may be, in re- 

_ spect of the subsidiary, in the reverse order to that in 

_ which it was added to the foreign affiliate’s exempt 
or taxable surplus in respect of the subsidiary), 


_ Eis the fair market value of the particular partnership in- 
_ terest immediately before the winding-up, and 


_ F is the total of all amounts each of which is the fair mar- 

__ ket value of a partnership interest in the holding partner- 

ship held by the subsidiary immediately before the 
 winding-up; 


Adplication: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 130(1), will add para. 88(1)(d.4), applicable to amalgamations that occur, and 
to windings-up that begin, after February 27, 2004 and if the taxpayer so elects in 
writing and files the election with the Minister of National Revenue on or before the 
taxpayer’s filing-due date for the taxpayer’s taxation year that includes the day on 
which the amending legislation is assented to, the para. applies in respect of the tax- 
payer to all amalgamations that occur, and to all windings-up that begin, after De- 
cember 20, 2002 and, notwithstanding subsecs. 152(4) to (5) of the Act, any assess- 
ment of the taxpayer’s tax, interest and penalties payable under the Act for any 
taxation year that begins before February 28, 2004 shall be made that is necessary to 
take the election into account. 


Technical Notes: Subsection 88(1) provides rules that apply where a subsidiary 
has been wound up into its parent corporation where both corporations are taxable 
Canadian corporations and the parent owns at least 90% of the issued shares of each 
class of the capital stock of the subsidiary. 


Subsection 88(1) is amended by adding proposed new Sok caioh (d.4) effedtive for 
amalgamations that occur after February 27, 2004 and to windings-up that begin after 
February 27, 2004. Taxpayers may elect to have the provision apply to all amalgama- 
tions that occur, and all windings-up that begin, after December 20, 2002. 


In general terms, proposed new paragraph 88(1)(d.4) applies for the purpose of sub- 
paragraph 88(1)(d)(ii) and increases, in certain circumstances, the cost amount to the 
subsidiary of a share of a foreign affiliate of the subsidiary or the cost amount of a 
partnership interest in a partnership that holds such a share, thereby limiting the 
amount of a increase in cost base of a property to the parent that is the share or the 
interest in the partnership that might otherwise occur on an amalgamation or a wind- 
ing up of the subsidiary. 
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# Paragraph 88(1)(<d.4) sedussien that SL _ 7 in computing the income of the subsidiary for its taxation year, 
up, th 1 if any, following the year in which its assets were transferred to 
or its obligations were assumed by the parent; 


(e.2) [rules applicable] — paragraphs 87(2)(c), (d.1),. (e.1), 
(e.3), (g) to (1), (0.3) to (u), (x), (z.1), (z.2), (aa), (cc), (Il), (nn), 
(pp), (tr), and (tt) to (ww), subsection 87(6) and, subject to sec- 
tion 78, subsection 87(7) apply to the winding-up as if the refer- 
ences in those provisions to 
(i) “amalgamation” were read as “winding-up’”, 
(ii) “predecessor corporation’ were read as “subsidiary”’, 
(iii) “new corporation” were read as “‘parent’, 
(iv) “its first taxation year” were read as “its taxation year 
during which it received the assets of the aay on the 
winding-up”’, 
(v) “its last taxation year” were read as “its taxation year dur- 
ing which its assets were distributed to the parent on the 
winding-up”’, 
(vi) “predecessor corporation’s gain” were read as “subsidi- 
ary’s gain”, 
(vii) “predecessor corporation’s income” were read as “‘sub- 
sidiary’s income”, 
(viii) “new corporation’s income” were read as “parent’s 
income”’, 
(ix) “subsection 89(5)” and “subsection 89(9)” were read as 
“subsection 89(6)” and “subsection 89(10)’, respectively, 
(x) “any predecessor private corporation” were read as “the 
subsidiary (if it was a private corporation at the time of the 
winding-up)”’, 
(xi), (xii) [Repealed] 
(xiii), “two. or more corporations”. were read as 
subsidiary’, 
(xiv), (xv) [Repealed] 
(xvi) “the life insurance: capital divvideinl account of any 
predecessor corporation immediately before the amalgama- 


tion” were read as “the life insurance capital dividend ac- 
count of the subsidiary at the time the subsidiary was wound- 


“se 


a 


up”, 

anc inmige (xvii) “predecessor eesti Ae refundable Part VII tax on 

substituted property) held by a holding partners pi imme lee, hand” were read as “subsidiary’s refundable Part VII tax on 
_ the winding-up, that was deductible under hand” 


(xviii) “predecessor corporation’s Part VII refund” were read 
as “subsidiary’s Part VII refund”, 


(xix) “predecessor corporation’s refundable Part VIII tax on 
hand” were read as “subsidiary’s refundable Part VIII tax on 
hand”, 


(xx) “predecessor corporation’s Part VIII refund’ were read 
as “subsidiary’s Part. VIII refund’, and 


(xxi) “predecessor corporation’s cumulative offset account” 
were read as “‘subsidiary’s cumulative offset account’; 
Related Provisions: 88(1)(g) — Where subsidiary was insurance corporation. See 

also at end of 88(1). 

History: The opening words of para. 88(1)(e.2) amended to substitute “and (tt) to 
y ATMEL (ww)” for “(tt) and (uu)”, and subpara. 88(1)(e.2)(ix) added, by 2007, c. 2, subsecs. 
she interest ina bolts, partnership held yy the ssi imc 46(1), (2), applicable to windings-up that begin after 2005. 

before the winding-up. . , 


Related Provisions: 248(5) — ‘Gubsauited | beeen. 


The openings words of para. 88(1)(e.2) amended and subparas. 88(1)(e.2)(xiv) and (xv) 
repealed by 1998, c. 19, subsecs. 118(10) and (11), applicable to windings-up that be- 
gin after June 1995. The opening words and subparas. formerly read: 


(e.2) paragraphs 87(2)(c), (d.1), (e.1), (e.3), (g) to (1), 0.3) to (u), (x), (y.1), (z.1), 


(e) [Repealed under former Act] 


(e.1) [reserves] — the subsidiary may, for the purposes of (z.2), (aa), (cc), (Il), (nn), (pp), (rn), (tt) and (au), subsection 87(6) and, subject to 
computing its income for its taxation year during which its as- section 78, subsection 87(7) apply to the winding-up as if the references therein 
sets were transferred to, and its obligations were assumed by, the to 

parent on the winding-up, claim any reserve that would have | 0s 

been allowed under this Part if its assets had not been transferred (xiv) “predecessor corporation’s preferred-earnings amount” were read as 
to, or its obligations had not been assumed by, the parent on the “subsidiary’s preferred-earnings amount”, 

winding-up and notwithstanding any other provision of this Part, (xv) “new corporation’s preferred-earnings amount” were read as “parent’s 
no amount shall be included in respect of any reserve so claimed preferred-earnings amount”, 
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The opening words of para. 88(1)(e.2) amended by 1996, c. 21, subsec..16(1), applica- 
ble to windings-up that begin after June 1995. The opening words formerly read: 
(e.2) paragraphs 87(2)(c), (d.1), (e.1), (e.3), (g) to (1), (1.3) to (u), (&), (y.1), (1), 
(z.2), (cc), (1), (nn), (pp), (rr), (tt) and (uu), subsection 87(6) and, subject to 
section 78, subsection 87(7) apply to the winding-up as if the references therein 
to 
The opening words of para. 88(1)(e.2) amended by 1995, c. 21, subsec. 55(4), applica- 
ble to windings-up that begin after February 22, 1994. The opening words formerly 
read: 
(e.2) paragraphs 87(2)(c); (d.1), (e.1),.(g) to (), (1.3) to (u), (x), (y.1), (z.1), (z.2), 
(cc), (11), (nn), (pp), (rr), (tt) and (uu), subsection 87(6) and, subject to section 78, 
subsection 87(7) apply to the winding-up as if the references therein to 
That portion of para. 88(1)(e.2) preceding subpara. (i) amended by 1994, c. 7, Sch. VI 
(1992, c. 29), s. 4, to add reference to para. 87(2)(uu), applicable to windings-up begin- 
ning after 1991. 
That portion of para. 88(1)(e.2) preceding subpara. (i) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 66(7), to delete reference to para. 87(2)(e.2), applicable to wind- 
ings-up ending after June 18, 1987, except that 
(a) in its application to windings-up beginning before 1988, the para. shall be read 
without the reference to “(tt)”, and 
(b) in its application with respect to windings-up beginning before May 1988, the 
para. shall be read without the reference to “(z.2)”. d 
Subparas, 88(1)(e.2)(xi), (xii) repealed by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
66(8), applicable to the computation after July 13, 1990 of capital dividend accounts. 
Those subparas. formerly read: 
(xi) “predecessor corporation’s capital dividend account” were read as “subsidi- 
ary’s capital dividend account”, 
(xii) “the capital dividend account of any predecessor corporation immediately 
before the amalgamation” were read as “the capital dividend account of the sub- 
sidiary at the time the subsidiary was wound up”, 
Interpretation Bulletins: IT-66R6: Capital dividends; IT-330R: Dispositions of cap- 
ital property subject to warranty, covenant, etc. (archived); IT-502: Employee benefit 
plans and employee trusts. See also lists at end of subsec. 88(1) and s. 88. 


(e.3) [investment tax credit] — for the purpose of computing 
the parent’s investment tax credit at the end of any particular 
taxation year ending after the subsidiary was wound up, 


(1) property acquired or expenditures made by the subsidiary 
or an amount included in the investment tax credit of the sub- 
sidiary by virtue of paragraph (b) of the definition “invest- 
ment tax credit” in subsection 127(9) in a taxation year (in 
this paragraph referred to as the “expenditure year’) shall be 
deemed to have been acquired, made or included, as the case 
may be, by the parent in its taxation year in which the expen- 
diture year of the subsidiary ended, and 


(11) there shall be added to the amounts otherwise determined 
for the purposes of paragraphs (f) to (k) of the definition “in- 
vestment tax credit” in subsection 127(9) in respect of the 
parent for the particular year 


(A) the amounts that would have been determined in re- 
spect of the subsidiary for the purposes of paragraph (f) of 
the definition “investment tax credit” in subsection 127(9) 
for its taxation year in which it was wound up if the refer- 
ence therein to “a preceding taxation year” were read as a 
reference to “the year or a preceding taxation year’, 


(B) the amounts determined in respect of the subsidiary 
for the purposes of paragraphs (g) to (i) and (k) of the 
definition “investment tax credit” in subsection 127(9) for 
its taxation year in which it was wound up, and 


(C) the amount determined in respect of the subsidiary for 
the purposes of paragraph (j) of the definition “investment 
tax credit” in subsection 127(9) for its taxation year in 
which it was wound up except that, for the purpose of the 
calculation in this clause, where control of the subsidiary 
has been acquired by a person or group of persons (each 
of whom is referred to in this clause as the “purchaser’’) at 
any time (in this clause referred to as “that time’) before 
the end of the taxation year in which the subsidiary was 
wound up, there may be added to the amount determined 
under subparagraph 127(9.1)(d)(i) in respect of the sub- 
sidiary the amount, if any, by which that proportion of the 
amount that, but for subsections 127(3) and (5) and sec- 
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tions 126, 127.2 and 127.3, would be the parent’s tax pay- 
able under this Part for the particular year, that, 


(I) where the subsidiary carried on a particular busi- 
ness in the course of which a property was acquired, 
or an expenditure was made, before that time in re- 
spect of which an amount was included in computing 
the subsidiary’s investment tax credit for its taxation 
year in which it was wound up, and the parent carried 
on the particular business throughout the particular 
year, the amount, if any, by which the total of all 
amounts each of which is the parent’s income for the 
particular year from the particular business, or the par- 
ent’s income for the particular year from any other 
business substantially all the income of which was de- 
rived from the sale, leasing, rental or development of 
properties or the rendering of services similar to the 
properties sold, leased, rented or developed, or the ser- 
vices rendered, as the case may be, by the subsidiary 
in carrying on the particular business before that time, 
exceeds the total of the amounts, if any, deducted for 
the particular year under paragraph 111(1)(a) or (d) by 
the parent in respect of a non-capital loss or a farm 
loss, as the case may be, for a taxation year in respect 
of the particular business 


is of the greater of 
(II) the amount determined under subclause (I), and 
(III) the parent’s taxable income for the particular year 


exceeds the amount, if any, calculated under subpara- 
graph 127(9.1)(d)(i) in respect of the particular business 
or the other business, as the case may be, in respect of the 
parent at the end of the particular year 


to the extent that such amounts determined in respect of the 
subsidiary may reasonably be considered to have been in- 
cluded in computing the parent’s investment tax credit at the 
end of the particular year by virtue of subparagraph (i), 


and, for the purposes of the definitions “first term shared-use- 
equipment” and “second term shared-use-equipment” in subsec- 
tion 127(9), the parent shall be deemed to be the same corpora- 
tion as, and a continuation of, the subsidiary; 

Related Provisions: 88(1.3) — Rules relating to computation of income and tax of 

parent; 256(6)—(9) — Whether control acquired. See also at end of 88(1). 

History: Subcl. 88(1)(e.3)(ii)(C)(D substituted by 1994, c. 21, subsec. 40(2), applica- 

ble to windings-up that begin after December 21, 1992. That subcl. formerly read: 
(I) where the subsidiary carried on a particular business in the course of which a 
property was acquired, or an expenditure was made, before that time in respect 
of which an amount was included in computing the subsidiary’s investment tax 
credit for its taxation year in which it was wound up, the amount, if any, by 
which the total of all amounts each of which is the parent’s income for the par- 
ticular year from the particular business, or the parent’s income for the particular 
year from any other business substantially all the income of which was derived 
from the sale, leasing, rental or development of properties or the rendering of 
services similar to the properties sold, leased, rented or developed, or the ser- 
vices rendered, as the case may be, by the subsidiary in carrying on the particular 
business before that time, exceeds the total of the amounts, if any, deducted by 
the parent under paragraph 111(1)(a) or (d) for the particular year in respect of a 
non-capital loss or a farm loss, as the case may be, for a taxation year in respect 
of the particular business 


The words following subpara. 88(1)(e.3)(ii) added by 1994, c. 8, s. 10, applicable to 
taxation years ending after December 2, 1992. 


(e.4) [employment tax credit] — for the purpose of comput- 
ing the parent’s employment tax credit at the end of any particu- 
lar taxation year ending after the subsidiary was wound up, 


(1) the subsidiary’s taxpayer employment credits for any tax- 
ation year (in this paragraph referred to as the “employment 
year’) and any amounts required to be added by virtue of 
subsection 127(15) of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, in computing the subsidi- 
ary’s employment tax credit at the end of the employment 
year shall be deemed to be taxpayer employment credits of 
the parent for, and amounts required to be added by virtue of 


522 


Subdivision h — Corporations Resident in Canada 


that subsection in computing the parent’s:employment tax 
credit at the end of, its taxation year in which the employ- 
ment year of the subsidiary ended, and 


(ii) there shall be added to the amounts otherwise determined 
under paragraphs 127(16)(c) and (d) of the Income Tax Act, 


chapter 148 of the Revised Statutes of Canada, 1952, in re- ; 


spect of. the parent for the particular taxation year, the 
amounts that would have been determined. under those 
paragraphs in respect of the subsidiary for its taxation year in 
which it was wound-up if the reference in paragraph 
127(16)(c) of that Act to, “the five immediately preceding 
taxation years” were read as a reference to “that taxation year 
or the five immediately preceding taxation years” to the ex- 
tent that those amounts determined in respect of the subsidi- 
ary may reasonably be considered to be in respect of a tax- 
payer employment credit or an amount required to be added 
by virtue of subsection 127(15) of that Act that is included in 
computing the parent’s employment tax credit at the end of 
the particular year by virtue, of subparagraph (i); 


1.T. Application Rules: 69 (meaning of “/ncome Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952’). 


(e.5) [refundable dividend tax on hand] — [Repealed] 


History: Para. 88(1)(e.5) repealed by 1996, c. 21, subsec. 16(2), applicable to wind- 
ings-up that begin after June 1995. The para. formerly read: 


(e.5) for the purpose of computing the refundable dividend tax'on hand (within 
the meaning assigned by subsection 129(3)) of-the parent at the end of any par- 
ticular taxation year ending after the subsidiary was,wound up, the amount, if 
any, by which 
_ (i) the subsidiary’s refundable dividend tax on hand at the end of its taxation 
year during which it was wound up 
exceeds 


(ii) the subsidiary’s dividend refund (within, the meaning assigned by sub- 
section 129(1)) for its taxation year referred to in subparagraph (i) 


* shail, if 


(iii) the subsidiary was a private corporation at the end of the year during 
which it was wound up, and 


(iv) the parent was a private corporation 


(A) where the subsidiary was wound up in the particular year, at the 
time immediately after the winding-up, and 


(B) in any other case, continuously from the time of the winding-up un- 
til the time immediately after the beginning of the particular year, 


be added to the total determined for the particular year under subsection 129(3) 
from which the total of amounts determined under paragraphs 129(3)(c) to (e) is 
subtracted, except that.no amount shall. be so added in respect of the subsidiary 
where subsection 129(1.2) would have applied to deem.a dividend paid by the 
subsidiary immediately before the winding-up not to be a taxable dividend for 
the purpose of subsection 129(1); . 
Para. 88(1)(e.5) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 38(5), applica- 
ble to the computation of refundable dividend tax on hand (within the meaning as- 
signed by subsec.,129(3) as amended) for 1993 et seg. Para. (e.5) formerly read: 
(e.5) for the purpose of computing the refundable dividend tax on hand (within 
the meaning assigned by subsection 129(3)) of the parent at the end of any taxa- 
tion year ending after, the subsidiary was wound up, the amount, if any, by. which 
(i) the subsidiary’s refundable dividend tax on hand at the end of its taxation 
year during which it was wound up 


exceeds 


(ii) the subsidiary’s dividend refund (within the meaning assigned by sub- 

section 129(1)) for-its taxation year referred to. in subparagraph (4) 
shall, if the parent has been a private corporation continuously from the time of 
the winding-up to the end of the taxation year, be added to the total determined 
under subsection 129(3) from which the parent’s dividend refunds are to be sub- 
tracted, except that the amount to be added to the total determined under subsec- 
tion 129(3) shall be deemed to be nil where, had a dividend been paid by. the 
subsidiary immediately before the winding-up, subsection 129(1.2) would have 
applied to deem the dividend not to be a taxable dividend; 


(e.6) [charitable donations] — where a subsidiary has made 
a gift in a taxation year (in this section referred to as the “gift 
year”), for the purposes of computing the amount deductible 
under section 110.1 by the parent for its taxation years ending 
after the subsidiary was wound up, the parent shall be deemed to 
have made a gift in each of its taxation years in which a gift year 


S. 88(1)(e.8)(i)(A) 


of the subsidiary ended equalto the amount, if any, by which the 

total of all gifts made by the subsidiary in the gift year exceeds 

the total of all amounts deducted by the subsidiary under section 
110.1 of this Act or paragraph 110(1)(a), (b) or (b.1) of the In- 

come Tax Act, chapter 148 of the Revised Statutes of Canada, 
~ 1952, in respect of those sud 


sina a bith a subsidiary has made a 
i this” occ referred: ‘to as the “gift 


eligible amount of the “onal 
ane y ar exceeds th total of all : 


Technical Notes (July 201 0): Paragraph gaye. 6) pedals: a » paren Biieadon 
duct the amount of a subsidiary’s charitable gifts, gifts to Her Mate gifts to 


subsidiary prior to the time of its winding-up. Patiotapy 88(1)(e.6) is 
as esate to the me of new —_ AA to. oie the 0 


Related Provisions: 110.1(1.2) — No due, om 0 of donations after change in 
control; 248(30)-(33) i Determination of eligible amount of gift. 


LT. Application Rules: 69 (meaning of “chapter; 148 of ...”). 


(e.61) [donation of non-qualifying securities] — the par- 
ent is deemed, for the purpose of section 110.1 to have made any 
gift deemed by subsection 118.1(13) to have been made By the 
subsidiary after the subsidiary ceased to exist; 


History: Para. 88(1)(e.61) added by 1998, c. 19, s. 16, applicable after July 1997, 
(e.7) [foreign tax credit] — for the purposes of 


(i) determining the amount deductible by the parent under 
subsection 126(2) for any taxation year commencing after the 
commencement of the winding-up, and 


(ii) determining the extent to which subsection 126(2.3) ap- 
plies to reduce the amount that may be claimed by the parent 
under paragraph 126(2)(a), 


any unused foreign tax credit (within the meaning of subsection 
126(7)) of the subsidiary in respect of a country for a particular 
taxation year: (in this section referred to as. the “foreign tax 
year’), to the extent that it exceeds the total of all amounts each 
of which is claimed in respect thereof under paragraph 126(2)(a) 
in computing the tax payable by the subsidiary under this Part 
for any taxation year, shall be deemed to be an unused foreign 
tax credit of the parent for its taxation year in which the subsidi- 
ary’s foreign tax year ended; 


Related Provisions: 88(1.3) — Rules relating to computation of income and tax of 
parent. See also at;end of 88(1). 


(e.8) [investment tax credit — expenditure limit] — for 
the purpose of applying subsection 127(10.2) to any corporation 
(other than the subsidiary) 


(i) where the parent is associated with another corporation in 
a taxation year (in this paragraph referred to as the “current 
year’) of the parent that begins after the parent received an 
asset of the subsidiary on the winding-up and that ends in a 
calendar year, 


(A) the parent’s taxable income for its last taxation year 
that ended in the preceding calendar year (determined 
before taking into consideration the specified future tax 
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consequences for that last year) is deemed to be the total 
of 


(I) its taxable income for that last year (determined 
before applying this paragraph to the winding-up and 
before taking into consideration the specified future 
tax consequences for that last year), and 


(II) the total of the subsidiary’s taxable incomes for its 
taxation years that ended in that preceding calendar 
year (determined without reference to clause (B) and 
before taking into consideration the specified future 
tax consequences for those years), and 


(B) the subsidiary’s taxable income for each of its taxa- 
tion years that ends after the first time that the parent re- 
ceives an asset of the subsidiary on the winding-up of the 
subsidiary is deemed to be nil, and 


(ii) where the parent received an asset of the subsidiary on 
the winding-up before the current year and is not associated 
with any corporation in the current year, the parent’s taxable 
income for its immediately preceding taxation year (deter- 
mined before taking into consideration the specified future 
tax consequences for that preceding year) is deemed to be the 
total of 


(A) its taxable income for that preceding taxation year 
(determined before applying this paragraph to the wind- 
ing-up and before taking into consideration the specified 
future tax consequences for that preceding taxation year), 
and 


(B) the total of the subsidiary’s taxable incomes for its 
taxation years that ended in the calendar year in which 
that preceding taxation year ended (determined before 
taking into consideration the specified future tax conse- 
quences for those years); 


History: Para. 88(1)(e.8) amended by 1997, c. 25, subsec. 19(1), applicable for the 
purpose of applying subsecs. 127(10.1) and (10.2) to taxation years that begin after 
1995, except that, for taxation years that begin in 1996, the expression “‘any corporation 
(other than the subsidiary)” shall be read as “the parent”. For windings-up that begin 
after May 23, 1985, para. (e.8) shall be read without reference to the expression “the 
definition “qualifying corporation” in subsection 127.1(2) and subparagraph 
157(1)(b)(i)”. Para. (e.8) formerly read: 


(e.8) for the purposes of subsection 127(10.1), the definition “qualifying corpo- 
ration” in subsection 127.1(2) and subparagraph 157(1)(b)(), 


(i) the taxable income of the parent for its taxation year during which it re- 
ceived the assets of the subsidiary on the winding-up shall be deemed to be 
the total of its taxable income for that year as otherwise determined and the 
taxable incomes of the subsidiary for its taxation years ending in the calen- 
dar year in which that year ended, and 


(ii) the business limit of the parent for that year shall be deemed to be the 
total of its business limit for that year as otherwise determined and the busi- 
ness limits of the subsidiary for its taxation years ending in the calendar year 
in which that year ended; 


That portion of para. 88(1)(e.8) preceding subpara. (i) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 66(9), to substitute “the definition “qualifying corporation” in 
subsection 127.1(2)” for “paragraph 127.1(2)(a)”, applicable to. windings-up beginning 
after May 23, 1985. 


(e.9) [refundable ITC and balance-due day] — for the pur- 
pose of applying the definition “qualifying corporation” in sub- 
section 127.1(2), and subparagraph (d)(i) of the definition “bal- 
ance-due day” in subsection 248(1), to any corporation (other 
than the subsidiary) 


(i) where the parent is associated with another corporation in 
a taxation year (in this paragraph referred to as the “current 
year’) of the parent that begins after the parent received an 
asset of the subsidiary on the winding-up and ends in a calen- 
dar year, 


(A) the parent’s taxable income for its last taxation year 
that ended in the preceding calendar year (determined 
before taking into consideration the specified future tax 
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consequences for that last year) is deemed to be the total 
of 


(I) its taxable income for that last year (determined 
before applying this paragraph to the winding-up and 
before taking into consideration the specified future 
tax consequences for that last year), and 


(ID) the total of the subsidiary’s taxable incomes for its 
taxation years that ended in that preceding calendar 
year (determined without reference to subparagraph 
(iii) and before taking into consideration the specified 
future tax consequences for those years), and 


(B) the parent’s business limit for that last year is deemed 
to be the total of 


(I) its business limit (determined before applying this 
paragraph to the winding-up) for that last year, and 


(II) the total of the subsidiary’s business limits (deter- 
mined without reference to subparagraph (iii)) for its 
taxation years that ended in that preceding calendar 
year, 


(ii) where the parent received an asset of the subsidiary on 
the winding-up before the current year and subparagraph (i) 
does not apply, 


(A) the parent’s taxable income for its immediately pre- 
ceding taxation year (determined before taking into con- 
sideration the specified future tax consequences for that 
preceding year) is deemed to be the total of 


(1) its taxable income for that preceding taxation year 
(determined before applying this paragraph to the 
winding-up and before taking into consideration the 
specified future tax consequences for that preceding 
taxation year), and 


(II) the total of the subsidiary’s taxable incomes for 
the subsidiary’s taxation years that end in the calendar 
year in which that preceding taxation year ended (de- 
termined before taking into consideration the specified 
future tax consequences for those years), and 


(B) the parent’s business limit for that preceding taxation 
year is deemed to be the total of 


(1) its business limit (determined before applying this 
paragraph to the winding-up) for that preceding taxa- 
tion year, and 


(II) the total of the subsidiary’s business limits (deter- 
mined without reference to subparagraph (iii)) for the 
subsidiary’s taxation years that end in the calendar 
year in which that preceding taxation year ended, and 


(iii) where the parent and the subsidiary are associated with 
each other in the current year, the subsidiary’s taxable in- 
come and the subsidiary’s business limit for each taxation 
year that ends after the first time that the parent receives an 
asset of the subsidiary on the winding-up are deemed to be 
nil; 
History: The opening words of para. 88(1)(e.9) amended by 2002, c. 9, s. 31, applica- 
ble to taxation years that end after 2001. The opening words formerly read: 
(e.9) [instalments and refundable !TCs] — for the purpose of applying sub- 
paragraph 157(1)(b)() and the definition “qualifying corporation” in subsection 
127.1(2) to any corporation (other than the subsidiary) 


Para. 88(1)(e.9) added by 1997, c. 25, subsec. 19(2), applicable to windings-up that 
begin after May 23, 1985, except that 


(a) the expression “any corporation (other than the subsidiary)” shall be read as 
“the parent” with respect to windings-up that begin before 1997; 


(b) for the purpose of applying para. (e.9) for the purpose of the definition “quali- 
fying corporation” in subsec. 127.1(2), the business limits referred to in para. (e.9), 
for taxation years that ended after June 1994 and began before 1996, shall be deter- 
mined under s. 125 as that section read in its application to taxation years that 
ended before July 1994; and 


(c) subpara. (€.9)(i) does not apply 


(i) for the purpose of applying the definition “qualifying corporation” in sub- 
sec. 127.1(2) to taxation years that ended before July 1994, and 
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(ii) for the purpose of applying subpara. 157(1)(b)() to taxation years that end 

before 1998. 
(f) [depreciable property] — where property that was depre- 
ciable property of a prescribed class of the subsidiary has been 
distributed to the parent on the winding-up and the capital cost 
to the subsidiary of the property exceeds the amount deemed by 
paragraph (a) to be the subsidiary’s proceeds of disposition of 
the property, for the purposes of sections 13 and 20 and any reg- 
ulations made under paragraph 20(1)(a), 


(i) notwithstanding paragraph (c), the capital cost to the par- 
ent of the property shall be deemed to be the amount that was 
the capital cost of the property to the subsidiary, and 


(ii) the excess shall be deemed to have been allowed to the 
parent in respect of the property under regulations made 
under paragraph 20(1)(a) in computing income for taxation 
years before the acquisition by the parent of the property; 


1.T. Application Rules: 20(1.2) (transfer of depreciable property by person who 
owned it before 1972). 


(g) [insurance corporation] — where the subsidiary was an 
insurance corporation, 


(i) for the purposes of paragraphs 12(1)(d), (e), (e.1), (@) and 
(s), subsection 12.5(8), paragraphs 20(1)(1), (1.1), (p) and Gj) 
and 20(7)(c), subsections 20(22) and 20.4(4), sections 138, 
138.1, 140, 142 and 148 and Part XII.3, the parent is deemed 
to be the same corporation as, and a continuation of, the sub- 
sidiary; and 


(ii) for the purpose of determining the amount of the gross 
investment revenue required to be included under subsection 
138(9) in the income of the subsidiary and the parent and the 
amount of gains and losses of the subsidiary and the parent 
from property used by them in the year or held by them in 
the year in the course of carrying on an insurance business in 
Canada 


(A) the subsidiary and the parent shall, in addition to their 
normal taxation years, be deemed to have had a taxation 
year ending immediately before the time when the pro- 
perty of the subsidiary was transferred to, and the obliga- 
tions of the subsidiary were assumed by, the parent on the 
winding-up, and 
(B) for the taxation years of the subsidiary and the parent 
following the time referred to in clause (A), the property 
transferred to, and the obligations assumed by, the parent 
on the winding-up shall be deemed to have been trans- 
ferred or assumed, as the case may be, on the last day of 
the taxation year ending immediately before that time and 
the parent shall be deemed to be the same corporation as 
and a continuation of the subsidiary with respect to that 
property, those obligations and the insurance businesses 
carried on by the subsidiary; 
History: Subpara. 88(1)(g)(@) amended by 2009, c. 2, s. 20, applicable to taxation 
years that begin after September 2006. The subpara. formerly read: 

(i) for the purposes of paragraphs 12(1)(d), (e), (e.1), (i) and (s) and 20(1)()), 

(1.1), (p) and (jj) and 20(7)(c), subsection 20(22), sections 138, 138.1, 140, 142 

and 148 and Part XII.3, the parent is deemed to be the same corporation as, and a 

continuation of, the subsidiary, and 


Subpara. 88(1)(g)(i) amended by 1997, c. 25, subsec. 19(3), applicable to windings-up 
that begin after 1995. Subpara. (i) formerly read: 
(i) for the purposes of paragraphs 12(1)(d), (e), (@) and (s) and 20(1)(1), (1.1), (p) 
and (jj) and 20(7)(c), sections 138, 138.1, 140, 142 and 148 and Part XII.3 of this 
Act and section 33 of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, the parent shall, notwithstanding paragraph (e.2), be deemed to be 
the same corporation as, and a continuation of, the subsidiary, and 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(h) [financial institution — mark-to-market property] — 
for the purposes of subsections 112(5) to (5.2) and (5.4) and the 
definition “mark-to-market property” in subsection 142.2(1), the 
parent shall be deemed, in respect of each property distributed to 
it on the winding-up, to be the same corporation as, and a con- 
tinuation of, the subsidiary; and 
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History: Para. 88(1)(h) added by 1995, c. 21, subsec. 55(5), applicable to windings-up 
that begin at any: time (including, for greater certainty, windings-up that began before 
June 22, 1995). 


(i). [financial institution — mark-to-market property] — 
for the purpose of subsection 142.5(2), the subsidiary’s taxation 
year in which its assets were distributed to the parent on. the 
winding-up shall be, deemed. to have ended. immediately before 
the time when the assets were distributed. 


History: Para. 88(1)(i) added by 1995, c. 21, subsec. 55(S), applicable to: windings-up 
that begin after October 1994. 


Related Provisions [subsec. 88(1)]: 12.5(4), 138(20), 142.51(6) — Financial in- 
stitutions and insurers — transitional rules for accounting changes; 69(5) — Deemed 
distribution of corporation’s property before windup; 69(13) — Amalgamation. or 
merger; 80.01(4) — Deemed settlement of debt on winding-up; 80.01(5) — Deemed 
settlement of distress preferred share on winding-up; 84(2) — Distribution on’ winding- 
up, etc.;'88.1(2) — Windup of SIFT trust into corporation before 2013; 89(3) — Order- 
ing of simultaneous dividends; 98(5)(a)(i) — Where partnership business carried on as 
sole proprietorship; 137(4.3)— Determination of preferred-rate amount; 142.6(5), 
(6) — Acquisition of specified debt obligation by financial institution in rollover trans- 
action; 159(2) — Clearance certificate; 186(5) — Presumption; 261(16) — Effect of 
functional currency reporting; Reg. 8101(3) — Windup of insurer. 


Selected Cases [subsec. 88(1)]: Hickman Motors Ltd. v. R., [1998] 1 C.T.C. 213 
(SCC); rev’g [1995] 2 C.T.C. 320 (FCA) (Property retains depreciable character in 
hands of transferee on winding-up, if not used for other purposes). 


Interpretation Bulletins [subsec. 88(1)]: IT-109R2: Unpaid amounts; IT-121R3: 
Election to capitalize cost of borrowed money. (archived); IT-126R2: Meaning of 
“winding-up’’; IT-142R3: Settlement of debts on the, winding-up of a corporation; IT- 
151R5: Scientific research and experimental development expenditures; IT-154R: Spe- 
cial reserves; IT-321R: Insurance agents and brokers — unearned commissions 
(archived); IT-488R2: Winding-up of 90%-owned. taxable Canadian corporations 
(archived). See also at end of s. 88. 


Information Circulars [subsec. 88(1)]: 88-2 Supplement, para. 8: General .anti- 
avoidance rule — section 245 of the Income Tax Act. 


1.T. Technical News [subsec. 88(1)]: 16 (Continental Bank case). 


CRA Audit Manual [subsec. 88(1)]: 16.1.3: Clearance, certificates — corporations 
with leave to. surrender charter. 


Forms [subsec..88(1)]::T2 SCH 24: First time filer after incorporation, amalgama- 
tion or winding-up; of a subsidiary into a parent. 


(1.1) Non-capital losses, etc., of subsidiary — Where a Ca- 
nadian corporation (in this subsection referred to as the “subsidi- 
ary”) has been wound up and not less than 90% of the issued shares 
of each class of the capital stock of.the subsidiary were, immedi- 
ately before the winding-up, owned by another Canadian corpora- 
tion (in this subsection referred to as the “parent’) and all the shares 
of the subsidiary that were not owned by the parent immediately 
before the winding-up were owned at that time by a person or per- 
sons with whom the parent was dealing at arm’s length, for the pur- 
pose of computing the taxable income of the parent under this Part 
and the tax payable under Part IV by the parent for any taxation 
year commencing after the commencement of the winding-up, such 
portion of any non-capital! loss, restricted farm loss, farm loss or 
limited partnership loss of the subsidiary as may reasonably be re- 
garded as its loss from carrying on a particular business (in this sub- 
section referred to as the “subsidiary’s loss business”) and any other 
portion of any non-capital loss or limited partnership loss of the 
subsidiary as may reasonably be regarded as being derived from 
any other source or being in respect of a claim made under section 
110.5 for any particular taxation year of the subsidiary (in this sub- 
section referred to as “the subsidiary’s loss year”), to the extent that 
it 


(a) was not deducted in computing the taxable income of the 
subsidiary for any taxation year of the subsidiary, and 


(b) would have been deductible in computing the taxable income 
of the subsidiary for any taxation year beginning after the com- 
mencement of the winding-up, on the assumption that it had 
such a taxation year and that it had sufficient income for that 
year, 
shall, for the purposes of this subsection, paragraphs 111(1)(a), (c), 
(d) and (e), subsection 111(3) and Part IV, 


(c) in the case of such portion of any non-capital loss, restricted 
farm loss, farm loss or limited partnership loss of the subsidiary 
as may reasonably be regarded as its loss from carrying on the 
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subsidiary’s loss business, be deemed, for the taxation year of 
the parent in which the subsidiary’s loss year ended, to be a non- 
capital loss, restricted farm loss, farm loss or limited partnership 
loss, respectively, of the parent from carrying on the subsidi- 
ary’s loss business, that was not deductible by the parent in com- 
puting its taxable income for any taxation year that commenced 
before the commencement of the winding-up, 


(d) in the case of any other portion of any non-capital loss or 
limited partnership loss of the subsidiary as may reasonably be 
regarded as being derived from any other source, be deemed, for 
the taxation year of the parent in which the subsidiary’s loss 
year ended, to be a non-capital loss or a limited partnership loss, 
respectively, of the parent that was derived from the source from 
which the subsidiary derived the loss and that was. not deductible 
by the parent in computing its taxable income for any taxation 
year that commenced before the commencement of the winding- 
up, and 


(d.1) in the case of any other portion of any non-capital loss of 
the subsidiary as may reasonably be regarded as being in respect 
of a claim made under section 110.5, be deemed, for the taxation 
year of the parent in which the subsidiary’s loss year ended, to 
be a non-capital loss of the parent in respect of a claim made 
under section 110.5 that was not deductible by the parent: in 
computing its taxable income for any taxation year that com- 
menced before the commencement of the winding-up, 


except that 


(e) where at any time control of the parent or subsidiary has 
been acquired by a person or group of persons, no amount in 
respect of the subsidiary’s non-capital loss or farm loss for a tax- 
ation year ending before that time is deductible in computing the 
taxable income of the parent for a particular taxation year ending 
after that time, except that such portion of the subsidiary’s non- 
capital loss or farm loss as may reasonably be regarded as its 
loss from carrying on a business and, where a business was car- 
ried on by the subsidiary in that year, such portion of the non- 
capital loss as may reasonably be regarded as being in respect of 
an amount deductible under paragraph 110(1)(k) in computing 
its taxable income for the year is deductible only 


Proposed Amendment — — 88(1.1)(e) opening words - 


(e) if control of the parent has been acquired by a ‘person ‘or. 
group of persons at any time after the commencement of the 
winding-up, or control of the subsidiary has been. acquired by aa 
person or group of persons at any time whatever, no amount in. 
respect of the subsidiary’s non-capital loss or farm loss for a. 
taxation year ending before that time is deductible in comput- _ 
ing the taxable income of the parent for a particular taxation. 
year ending after that time, except that such portion of the sub- _ 
sidiary’s non-capital loss or farm loss as may reasonably be. 
regarded as its loss from carrying on a business and, wher 
business was carried on by the subsidiary in that year, suc 
portion of the non-capital loss as may reasonably be regarded | 
_as being in respect of an amount deductible under paragraph _ 
-110(1)(k) in computing its taxable i income for the year is de- 
_ductible only 
Application: The July 16, 2010 draft legislation (Part 1 — lee alee. 4515), - 
will amend the opening words of para. 88(1.1)(e) to read as above, appicabie to 
windings-up that begin after May 1996. 
Technical Notes (July 2010): Subsection 88(1.1) allows a ‘parent corporation 
under certain circumstances to use losses of a subsidiary corporation that has been 
wound up. Paragraph 88(1.1)(e) limits the use that can be made of the former subsid- 
iary’s non-capital losses and farm losses where either the parent or the subsidiary has 
undergone an acquisition of control. In its current form, the paragraph applies these 
limits regardless of when the acquisition of control took place. This can produce 
results that are unnecessarily restrictive. If, for example, a newly-acquired corpora- 
tion is made the parent of an existing subsidiary that has losses, but the subsidiary 
itself has not undergone an acquisition of control since it incurred those losses, there 
is no reason for paragraph 88(1.1)(e) to limit the use that the parent corporation can 
make of the subsidiary’s losses after the winding-up. 


To ensure that it applies more appropriately, paragraph 88(1.1)(e) is amended to dis- 
tinguish between acquisitions of control of the parent corporation and acquisitions of 
control of the subsidiary. In respect of the parent, the limits imposed by the provision 
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will apply only where a person or group of persons has acquired control after the 
commencement of the winding-up. In respect of the subsidiary, those limits will con- 
tinue, to apply if gontrol bes peer acquired at PCA res Lacy 


Deas bale os 5 jen is of bSwGuteiD 
This is further to your: dineinalhicth atficiats of this Division and your letter of 
September 25, 2001 to Lawrence Purdy, in which you request our views on whether 
the tax consequences of the application of paragraph 88(1.1)(e) of the, Income Tax 
Act (Act) to a series of transactions acerd: with the Department’ s income, tax 
policies. 

You describe a series of transactions that is comprised of three main steps and in- 
volves three corporations, Parentco, Lossco and Profitco. By way of background, 
Parentco controls Lossco, which has accumulated non-capital losses and has not been 
subject to a change of control since these losses arose. First, Parentco acquires con- 
trol of Profitco, which is expected to continue to profit in future taxation years. Con- 
trol of Lossco is then chanson to” Profitco, ae Which oe et art is to wind-up 
Lossco into. Profitco. _ L { 


It does seem that, as you suggest, the foe in control of the parede Srofecdl would 
trigger the application of paragraph 88(1.1)(e). The effect would be to restrict the use — 
of the losses of Lossco by Profitco following the winding-up. This would occur de- 
spite the fact that, as I have mentioned, the loss arose while Lossco was part of 


Parentco’s corporate group. You express the view that this result i is pie to the 
policies that underlie the Act. 


As you point out, an amalgamation, rather than a rae of Profitco and Lossco 
would allow. the newly formed company — which could in substance be Profitco — 
to use Lossco’ s losses without restrictions. This is so because subsection 87(2.1) of 
the Act stipulates that, for the purposes of subsections 111@) to 1116. 4) of the Act, 
the new corporation is deemed to be a continuation of each predecessor corporation. : 
Subsection 111(5) would apply only to restrict the losses, if any, of Profitco, since it, 
unlike Lossco, would have been subject to an acquisition of control. © : 


In principle, we agree that the application of paragraph 88(1.1)(e) to transactions akin 
to that which you describe produces an anomalous result, since it restricts the use of 
losses where there has been no change in the ultimate control of the corporation that 
pr . Further, the differential treatment in cases of this sort between _ 
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ph 88(I. Ye) may be triggered ‘where at any time the parent has 
undergone a change of control. This aspect of the provision could be refined to apply 
to acquisitions of control of the parent subsequent to the winding-up. This would 
ensure that. the paragraph would not apply to the type of situation discussed above. 
Further, its effect would be consistent with the present treatment of loss utilizations 
after a change i in control: any winding-up ofa subsidiary that had undergone even an 
indirect change in control prior to the winding-up would still trigger the application 
of paragraph 88(1.1)(e); and the parent’s use of the losses of the subsidiary would be 
restricted if the parent were subject to an acquisition of control after the winding-up. 


I am therefore prepared to recommend an amendment along the ‘lines described 
above. I cannot offer any assurance that either the Minister of Finance or Parliament 
will agree with the recommendation that we intend to make i in this regard. Nonethe- 
less, I hope that this statement 2 our pasion is helpful. 


~ Brian Emewein,, Director, Tax Legislation Division, Tax Bai Branch 
Letter from. Pept. of Finance, She 29, 2001: : 
Dear [xxx]: 


I write further: to my. ‘Newer of Ootsbix 26, 2001, vittigh outlines our intention to rec- 
ommend an amendment to paragraph 88(1.1)(e) of the Income Tax Act, and the re- 
quest you subsequently made to Lawrence Purdy that we indicate as of what date we 
are prepared to recommend that the amendment come into force. 


We intend to recommend ‘that the amendment take effect for windings- up. that ren 
mence after October 25, 2001. As you know, although we have no reason to believe 
that such an amendment would be controversial, I am not in a position to offer any 
assurance that either the Minister of Finance or Parliament will agree with this ¢ or any 
aspect of the recommendation. 
I trust that the above bes me of some assistance. 
Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from apes of Finance: July + 2003: oo 
Dear [xxx]: : po be 
Further to our meeting in December 2002, concerning the coming into force of a 
proposed amendment to subsection 88(1.1) of the Income Tax Act, lam writing to 
inform you of the results of our consideration of this matter, be 
As you know, we recently issued a letter stating our intention to recommend amend- 
ing the rules concerning the treatment of losses where a company. that is part of a 
winding-up transaction has undergone an acquisition of control. More | specifically, 
paragraph 88(1.1)(e) of the Act would be amended to apply, in respect of a a 
corporation, only to acquisitions of control that take place after the winding up has 


begun. In this way, the parent’s use of losses incurred by the former subsidiary while 
it was a member of the group would not be restricted-by subsection 8801.1). 
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(i) if that Clee is carried on oan the Sib stay ¢ or the par- 


ent for profit or with a reasonable present of profit 
throughout the particular year, and 


(ii) to the extent of the total of the parent’s income for the 
particular year from that business and, where properties were 

‘sold, leased, rented or developed or services'rendered in the 
course of carrying on that business before that time, from any 
other business substantially all of the income of which was 
derived from the sale, leasing, rental or development, as’ the 
case may be, of similar properties or the rendering of similar 
services, 


and, for the purpose. of this paragraph, where this subsection ap- 
plied. to the winding-up of another corporation in respect of 
which the subsidiary was. the parent and this paragraph applied 
in respect of losses of that other corporation, the subsidiary shall 
be deemed to be the same corporation as, and a continuation of, 
that other corporation with respect to those losses, and 


(f) any portion of a loss of the subsidiary that would otherwise 
be deemed by paragraph (c), (d) or (d.1) to be a loss of the par- 
ent for a particular taxation year beginning after the commence- 
ment of the winding-up shall be deemed, for the purpose of 
computing the parent’s taxable income for taxation years begin- 
ning after the commencement of the winding-up, to be such a 
loss of the parent for its immediately preceding taxation year 
and not for the particular year, where the parent-so elects in its 
return of income under. this Part forthe particular: year. 

Related Provisions: 10(11)— Adventure in the nature of trade deemed to be busi- 

ness carried on by corporation; 88(1.3) — Rules relating to computation of income and 


tax of parent; 139.1(18) — Holding corporation deemed not to acquire control of in- 
suret on demutualization; 256(6)—(9) — Whether control acquired. 


History: Para. 88(1.1)(b) amended to substitute “any taxation year” for “its first taxa- 
tion year”, and that portion of subsec. 88(1.1) between paras. (b) and (c) amended to 
add “this subsection”, by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(10), applicable in 
computing the taxable I income of parent corporations for 1985 et seq. i 

That portion of para. -88(1.1)(e) following subpara. (ii) added by 1994, c. 7. Sch. 0 
(1991, c. 49), subsec. 66(11), applicable in computing taxable income for 1990 et seq. 
Para. 88(1.1)(f) added by 1994, .¢, 7, Sch. II (1991, c. 49), subsec. 66(12), applicable in 
computing the taxable income of parent corporations for 1985 et seq., except that.a 
parent corporation may elect in accordance with the para. in respect of any of its 1985 
to 1991 taxation years by so notifying the Minister of National Revenue in oe 
before June 18, 1992. 

Selected Cases [subsec. 88(1.1)]: Hickman Motors Ltd. v. R., [1998] 1 C.T.C5213 
(SCC) (Property retains depreciable character in hands of transferée'on her ae if 
not used for other purposes). 

Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect ‘hae acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 88. 


(1.2) Net capital losses of subsidiary — Where the winding- 
up of a Canadian corporation (in this subsection referred to as the 
“subsidiary”) commenced after March 31, 1977 and not less: than 
90% of the issued shares of each class of the ‘capital stock of the 
subsidiary were, immediately before the winding-up, owned by an- 
other Canadian corporation (in this subsection referred to as the 
“parent’’) and all of the:shares of the subsidiary that were not owned 
by the parent immediately before the winding-up were owned at 
that time by persons with whom the parent was dealing at arm’s 
length, for the purposes of computing the taxable income of the par- 


S.'88(1.3)(a) 


ent for any*taxation year commencing after the commencement of 
the ‘winding-up, any net capital loss‘of the subsidiary for any: partic- 
ular taxation year of the subsidiary (in this subsection referred’ to as 
the “subsidiary’s,loss, year”), to the extent that it 


‘ (a) was ‘not-deducted in computing the taxable income’ of the 
subsidiary for any ‘taxation year of the subsidiary, and 


(b) would have been deductible in computing the' taxable income 
of the subsidiary for any taxation year beginning after the com- 
mencement of the winding-up, on the assumption that it had 
such a taxation year and that it had sufficient income and taxable 
capital gains for that year, 


shall, for the purposes. of this subsection, paragraph 111¢ 1)(b) and 
subsection 111(3), be deemed to be a net capital loss of the parent 
for its taxation year in which the particular taxation year of the sub; 
sidiary ended, except that 


(c) where at any time control of the parent or subsidiary has 
been acquired by a person or group of-persons, no amount in 
respect of the subsidiary’s net capital loss for a, taxation, year 
ending before that time.is;deductible in computing the parent’s 
taxable income for a taxation year ending after that time, and 


(d) any portion of a net capital loss of the subsidiary that would 
otherwise be deemed by this subsection to be a loss of the parent 
for a particular taxation year beginning after the commencement 
of the winding-up shall be deemed, for the purposes, of comput- 
ing its taxable income for taxation. years. beginning after. the 
commencement of the winding-up, to be a net capital. loss of the 
parent for its immediately preceding taxation year..and. not for 
the particular year, where the parent so elects in its return of 
income under, this Part for the particular year. 
Related Provisions: 80(12)(a)(@i)(B) — Application of subsidiary’s capital losses 
against. capital gain from forgiveness of debt; 88(1.3) — Computation of income and 
tax of parent; 111(5.4) — Non-capital loss; 139.1(18) — Holding corporation deemed 
not to acquire control of insurer on demutualization; 256(6)—(9) — Whether control 
acquired. 
History: That portion of subsec. 88( 1.2) following para. (a) substituted by 1994; c. 7, 
Sch. II (1991, c. 49), subsec. 66(13), applicable in computing the taxable income of 
parent corporations for 1985 et seq., except that a parent corporation, may elect in ac- 
cordance with para. (d), with respect to any of its 1985 to 1991 taxation years by so 
notifying the Minister of National Revenue.in writing within 6 months after December 
17, 1991. That portion formerly read: 


(b) would have been deductible in computing the taxable income of the sub- 
sidiary for its first taxation year commencing after the commencement of the 
winding-up, on the assumption that it had sucha taxation year and that it had 
sufficient income and taxable capital gains for that year, 
shall, for the purposes of paragraph 111(1)(b) and subsection 111(3), be deemed 
to be a net capital loss of the parent for the taxation year of the parent in which 
the particular taxation year of the subsidiary ended that was not deductible by the 
parent in computing its taxable income for any taxation year that commenced 
before the commencement of the winding-up, except that this\subsection does 
not apply to permit the parent to deduct, for the purpose of computing its taxable 
income for a particular taxation year, the subsidiary’s net capital loss for a taxa- 
tion year if control of the parent or the subsidiary hasbeen acquired, before the 
end of the parent’s particular year, by a person or persons who did not, at the end 
ofthe subsidiary’s loss year, control the parent or the’subsidiary; as the case may 
be. 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 88. 


(1.3) Computation of income and tax of parent — For the 
purpose of paragraphs (1)(e.3), (e.6) and (e.7), subsections (1.1) and 
(1:2); section°110:1; subsections 111¢1) and:(3) and Part TV; where 
a parent corporation has been incorporated or otherwise formed af- 
ter the end of an expenditure year, gift year, foreign tax year or loss 
year, as the case may be, of a subsidiary of the parent, for the pur- 
pose of computing the taxable income of, and the tax payable under 
this Part and Part IV by, the parent for any taxation year, 


(a) it shall be deemed to have been in existence during the par- 
‘ticular period beginning immediately before the end of the sub- 
sidiary’s first expenditure year, gift year, foreign tax year or loss 
nyear, as the case may: be,'and ending immediately after it was 
incorporated or otherwise formed; 
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(b) it shall be deemed to have had, throughout the particular pe- 
riod, fiscal periods ending on the day of the year on which its 
first fiscal period ended; and 


(c) it shall be deemed to have been controlled, throughout the 

particular period, by the person or persons who controlled it im- 

mediately after it was incorporated or otherwise formed. 
Related Provisions: 88(1)(e.6) — Meaning of “gift year”; 256(6), (6.1) — Meaning 
of “controlled”. 


History: Para. 88(1.3)(a) amended by 1994, c. 7, Sch. VIII (1993, ec. 24), subsec. 
38(6), applicable to windings-up commencing after 1988. Para. (a) formerly read: 


(a) it shall be deemed to have been in existence during the particular period com- 
mencing immediately before the end of the subsidiary’s first foreign tax year, 
gift year or loss year, as the case may be, and ending immediately after it was 
incorporated or otherwise formed; 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. 


(1.4) Qualified expenditure of subsidiary — For the purposes 
of this subsection and section 37.1, where the rules in subsection (1) 
applied to the winding-up of a subsidiary, for the purpose of com- 
puting the income of its parent for any taxation year commencing 
after the subsidiary has been wound up, the following rules apply: 


(a) where the parent’s base period consists of fewer than three 
taxation years, its base period shall be determined on the as- 
sumption that it had taxation years in each of the calendar years 
preceding the year in which it was incorporated, each of which 
commenced on the same day of the year as the day of its 
incorporation; 

(b) the qualified expenditure made by the parent in a particular 
taxation year in its base period shall be deemed to be the total of 
the amount thereof otherwise determined and the qualified ex- 
penditure made by the subsidiary in its taxation year ending in 
the same calendar year as the particular year; 


(c) the total of the amounts paid to the parent by persons referred 
to in subparagraphs (b)(i) to (iii) of the definition “expenditure 
base” in subsection 37.1(5) in a particular taxation year in its 
base period shall be deemed to be the total otherwise determined 
and all those amounts paid to the subsidiary by a person referred 
to in those subparagraphs in the subsidiary’s taxation year end- 
ing in the same calendar year as the particular year; and 


(d) there shall be added to the total of the amounts otherwise 
determined in respect of the parent under subparagraphs 
37.1(3)(b)(i) and (iii) respectively, the total of the amounts de- 
termined under those subparagraphs in respect of the subsidiary. 


(1.41) Application of subsec. 37.1(5) — The definitions in sub- 
section 37.1(5) apply to subsection (1.4). 


Origin of subsec. 88(1.41): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words to subsec. 37.1(5)). 


(1.5) Parent continuation of subsidiary — For the purposes of 
section 29 of the Income Tax Application Rules, subsection 59(3.3) 
and sections 66, 66.1, 66.2, 66.21, 66.4 and 66.7, where the rules in 
subsection (1) applied to the winding-up of a subsidiary, its parent 
is deemed to be the same corporation as, and a continuation of, the 
subsidiary. 

History: Subsec. 88(1.5) amended by 2001, c. 17, subsec. 66(4), applicable to wind- 
ings-up that occur after 2000. The subsec. formerly read: 


(1.5) For the purposes of section 29 of the Income Tax Application Rules, sub- 

section 59(3,3) and sections 66, 66.1, 66.2, 66.4 and 66.7, where the rules in 

subsection (1) applied to the winding-up of a subsidiary, its parent shall be 

deemed to be the same corporation as, and a continuation of, the subsidiary. 
Subsec. 88(1.5) added by 1985, c. 45, subsec. 43(9), applicable with respect to wind- 
ings-up commencing after 1982. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-488R2: 
Winding-up of 90%-owned taxable Canadian corporations (archived). 


(1.6) Idem — Where a corporation that carries on a farming busi- 
ness and computes its income from that business in accordance with 
the cash method is wound up in circumstances to which subsection 
(1) applies and, at the time that is immediately before the winding- 
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up of the corporation, owned inventory that was used in connection 


with that business, 


(a) for the purposes of subparagraph (1)(a)(iii), the cost amount 
to the corporation at that time of property purchased by it that is 
included in that inventory shall be deemed to be the amount de- 
termined by the formula 

(axB) +p 


G 
where 


A is the amount, if any, that would be included under paragraph 
28(1)(c) in computing the corporation’s income for its last 
taxation year beginning before that time if that year had en- 
ded at that time, 


B is the value (determined in accordance with subsection 
28(1.2)) to the corporation at that time of the purchased in- 
ventory that is distributed to the parent on the winding-up, 


C is the value (determined in accordance with subsection 
28(1.2)) of all of the inventory purchased by the corporation 
that was owned by it in connection with that business at that 
time, and. 


D is the lesser of 


(i) such additional amount as the corporation designates 
in respect of the property, and 


(ii) the amount, if any, by which the fair market value of 
the property at that time exceeds the amount determined 
for A in respect of the property; 
(b) for the purpose of subparagraph 28(1)(a)(i), the disposition 
of the inventory and the receipt of the proceeds of disposition 
therefor shall be deemed to have occurred at that time and in the 
course of carrying on the business; and 


(c) where the parent carries on a farming business and computes 
its income therefrom in accordance with the cash method, for 
the purposes of section 28, 


(i) an amount equal to the cost to the parent of the inventory 
shall be deemed to have been paid by it, and 


(ii) the parent shall be deemed to have purchased the inven- 
tory for an amount equal to that cost, 


in the course of carrying on that business and at the time it ac- 
quired the inventory. 
History: Subsec. 88(1.6) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(14), 
applicable to windings-up beginning after July 13, 1990. 
Interpretation Bulletins: IT-427R: Livestock of farmers. 


(1.7) Interpretation — For the purposes of paragraphs (1)(c) and 
(d), where a parent of a subsidiary did not deal at arm’s length with 
another person (other than a corporation the control of which was 
acquired by the parent from a person with whom the parent dealt at 
arm’s length) at any time before the winding-up of the subsidiary, 
the parent and the other person are deemed never to have dealt with 
each other at arm’s length, whether or not the parent and the other 
person coexisted. 


Related Provisions: 87(11) — Application to vertical amalgamation; 256(6)-(9) — - 


Whether control acquired. 


History: Subsec. 88(1.7) added by 1998, c. 19, subsec. 118(12), applicable to wind- 
ings-up that begin after February 21, 1994. 


Proposed Addition — 88(1.8), (1.9) | 
: palleation of SUR SEE, (1 *) — ausertion, (19) pies ; 


: @) a “corporal on has oe a desiseatian clr io in this 
- subsection and subsection (1.9) as the “initial designation’) 
- under paragraph (1)(d) in respect of a share of the capital stock - 
of a foreign affiliate of the corporation, or an interest in a part- 
_— nership that, based on the assumptions contained in paragraph 
 96(1)(c), owns a share of the capital stock of a foreign affiliate — 
_ of the corporation, on or before. the filing-due date for its re- 
- turn of income under this Part for the taxation year in which a 
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year so deemed to have ended for proceeds equal to the fair 
market value of the property immediately before the particu- 
lar time; 


(vi) [Repealed] 


(b) where the corporation is, by virtue of subsection 84(2), 
deemed to have paid at the particular time a dividend (in this 
paragraph referred to as the “winding-up dividend”) on shares of 
any class of its capital stock, the following rules apply: 


(i) such portion of the winding-up dividend as does not ex- 
ceed the corporation’s capital dividend account immediately 
before that time or capital gains dividend account immedi- 
ately before that time, as the case may be, shall be deemed, 
for the purposes of an election in respect thereof under sub- 
section 83(2), 131(1) (as that subsection applies for the pur- 
poses of section 130) or 133(7.1), as the case may be, and 
where the corporation has so elected, for all other purposes, 
to be the full amount of a separate dividend, 


(i.1) [Repealed under former Act] 


(ii) the portion of the winding-up dividend equal to the lesser 
of the corporation’s pre-1972 capital surplus on hand imme- 
diately before that time and the amount by which the wind- 
ing-up dividend exceeds 


(A) the portion thereof in respect of which the corporation 
has made an election under subsection 83(2), or 


(B) the portion thereof in respect of which the corporation 
has. made an election under subsection 133(7.1), 


as the case may be, shall be deemed not to be a dividend, 


(iii) notwithstanding the definition “taxable dividend” in sub- 
section 89(1), the winding-up dividend, to the extent that it 
exceeds the total of the portion thereof deemed by subpara- 
graph (1) to be a separate dividend for all purposes and the 
portion deemed by subparagraph (ii) not to be a dividend, 
shall be deemed to be a separate dividend that is a taxable 
‘conditions ; dividend, and 

which th im room has bee f -d alee 8 e ation of subs | (iv) each person who held any of the issued shares of that 
the mat ioe eas & - class at the particular time shall be deemed to have received 
: that proportion of any separate dividend determined under 
subparagraph (i) or (iii) that the number of shares of that 
class held by the person immediately before the particular 
time is of the number of issued shares of that class outstand- 
ing immediately before that time; and 


(2) Winding-up of [other] Canadian corporation — Where a (c) for the purpose of computing the income of the corporation 


Canadian corporation (other than a subsidiary to the winding-up of for its taxation year that includes the particular time, paragraph 
which the rules in subsection (1) applied) has been wound up after 12(1)(t) shall be read as follows: 

1978 and, at a particular time in the course of the winding-up, all. or “(t) the amount deducted under subsection 127(5) or (6) in 
substantially all of the property owned by the corporation immedi- computing the taxpayer’s tax payable for the year or a pre- 
ately before that time was distributed to the shareholders of the ceding taxation year to the extent that it was not included 
corporation, under this paragraph in computing the taxpayer’s income 


for a preceding taxation year or is not included in an 
amount determined under paragraph 13(7.1)(e) or 37(1)(e) 
or subparagraph 53(2)(c)(vi) or (h)(ii) or the amount deter- 


(a) for the purposes of computing the corporation’s 
(i) capital dividend account, 


(i.1) capital gains dividend account (within the meaning as- mined for I in the definition “undepreciated capital cost” in 
signed by subsection 131(6)), where the corporation is an in- “© subsection 13(21) or L in the definition “cumulative Cana- 
vestment corporation, dian exploration expense” in subsection 66.1(6);”. 

(ii) capital gains dividend account (within the meaning as- | Related Provisions: 69(5) — Property appropriated by shareholder on winding-up 
signed by section 133), and of corporation; 84(2) — Distribution of property on winding-up of corporation; 


is ‘ 88(2.1) — “Pre-1972 capital surplus.on hand” defined; 89(3) — Ordering of simultane- 
(1i1) pre-1972 capital surplus on hand, ous dividends; 134 — Status of non-resident-owned investment corporation for 88(2); 


at the time (in this paragraph referred to as the “time of compu- | 159(2) — Clearance certificate. 
tation”) immediately before the particular time, History: Subpara. 88(2)(a)(i.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 


(iv) the taxation year of the corporation that otherwise would | (>), applicable to windings-up beginning after 1988, 
have included the particular time shall be deemed to have en- | Subpara. 88(2)(a)(vi) repealed by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(16), ap- 
ded immediately before the time of c omputation and a new plicable to windings-up beginning after 1987. Subpara. 88(2)(a)(vi) formerly read: 


taxation year shall be deemed to have commenced at that (vi) in calculating the income of the corporation for the taxation year so deemed 
y to have ended, paragraph 12(1)(t) shall be read as follows: 


time, and 

; oe see “(t) the amount deducted under subsection 127(5) or (6) in computing the 
(v) each property of the corporation that was so distributed at taxpayer’s tax payable for the year or a preceding taxation year to the ex- 
the particular time shall be deemed to have been disposed of tent that it was not included in computing the taxpayer’s income for a pre- 
by the corporation immediately before the end of the taxation ceding taxation year under this paragraph or is not included in ‘an amount 
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determined under paragraph 13(7.1)(e) or 37(1)(e), or subparagraph 
53(2)(c)(vi) or (h)(ii) or for I in the definition “undepreciated capital cost” 
in subsection 13(21) or L in the definition “cumulative Canadian explora- 
tion expense” in subsection 66.1(6);” and 


Subpara. 88(2)(b)(i) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(17), to 
add “131(1) (as that subsection applies for the purposes of section 130)”, applicable to 
windings-up beginning after 1988. 


Para. 88(2)(c) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 66(18), applicable to 
windings-up commencing after 1987. 


Interpretation Bulletins: IT-126R2: Meaning of “winding-up”; IT-149R4:; Winding- 
up dividend. See also at end of s. 88. 


CRA Audit Manual: 16.1.3: Clearance certificates — corporations with leave to 
surrender charter. 


Forms: RC145: Request to close Business Number (BN) program accounts. 


(2.1) Definition of “pre-1972 capital surplus on hand” — 
For the purposes of subsection (2), “pre-1972. capital surplus on 
hand” of a particular corporation at a particular time means the 
amount, if any, by which the total of 


(a) the corporation’s 1971 capital surplus on hand on December 
31, 1978 within the meaning of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, as it read on that date, 


(b) the total of all amounts each of which is an amount in respect 
of a capital property of the corporation owned by it on Decem- 
ber 31, 1971 and disposed of by it after 1978 and before the 
particular time, equal to the amount, if any, by which the lesser 
of its fair market value on valuation day (within the meaning 
assigned by section 24 of the Income Tax Application Rules) and 
the corporation’s proceeds. of disposition of that capital property 
exceeds its actual cost to the corporation determined without ref- 
erence to the Income Tax Application Rules other than, subsec- 
tions 26(15), (17) and (21) to (27) of that Act, 


(c) where before the particular time a subsidiary (to the winding- 
up of which the rules in subsection (1) applied) of the particular 
corporation has been wound up after 1978, an amount equal to 
the pre-1972 capital surplus on hand of the subsidiary immedi- 
ately before the commencement of the winding-up, and 


(d) where the particular corporation is a new corporation formed 
as a result of an amalgamation (within the meaning of section 
87) after 1978 and before the particular time, the total of all 
amounts each of which is an amount in respect of a predecessor 
corporation, equal to the predecessor corporation’s pre-1972 
capital surplus on hand immediately before the amalgamation 


exceeds 


(e) the total of all amounts each of which is an amount in respect 
of a capital property (other than depreciable property) of the cor- 
poration owned by it on December 31, 1971 and disposed of by 
it after 1978 and before the particular time equal to the amount, 
if any, by which its actual cost to the corporation determined 
without reference to the Income Tax Application Rules, other 
than subsections 26(15), (17) and (21) to (27) of that Act, ex- 
ceeds the greater of the fair market value of the property on val- 
uation day (within the meaning assigned by section 24 of that 
Act) and the corporation’s proceeds of disposition of the 


property. 


Related Provisions: 84(2) — Distribution on winding-up, etc.; 87(2)(t) — Deemed 
date of acquisition; 88(2.2) — Determination of pre-1972 CSOH; 88(2.3) — Actual 
cost of certain depreciable property. 


1.T. Application Rules: 26(15), (17), (21)-(27); 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived). See also at end of s. 88. 


(2.2) Determination of pre-1972 capital surplus on hand — 
For the purposes of determining the pre-1972 capital surplus on 
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hand of any corporation at a particular time after 1978, the follow- 
ing rules apply: 
(a) an amount referred to in paragraphs (2.1)(b) and (e) in re- 
spect of the corporation shall be deemed to be nil, where the 
property disposed of is 
(i) a share of the capital stock of a subsidiary, within the 
meaning of subsection (1), that was disposed of on the wind- 
ing-up of the subsidiary where that winding-up commenced 
after 1978, 


(ii) a share of the capital stock of another Canadian corpora- 
tion that was controlled, within the meaning assigned by sub- 
section 186(2), by the corporation immediately before the 
disposition and that was disposed of by the corporation after 
1978 to a person with whom the corporation was not dealing 
at arm’s length immediately after the disposition, other than 
by a disposition referred to in paragraph (b), or 


(iii) subject to subsection 26(21) of the Income Tax Applica- 
tion Rules, a share of the capital stock of a particular corpora- 
tion that was disposed of by the corporation after 1978, on an 
amalgamation, within the meaning assigned by subsection 
87(1), where the corporation controlled, within the meaning 
assigned by subsection 186(2), both the particular corpora- 
tion immediately before the amalgamation and the new cor- 
poration immediately after the amalgamation; and 


(b) where another corporation that is a Canadian corporation 
owned a capital property on December 31, 1971 and subse- 
quently disposed of it to the corporation in a transaction to 
which section 85 applied, the other corporation shall be deemed 
not to have disposed of that property in the transaction and the 
corporation shall be deemed to have owned that property on De- 
cember 31, 1971 and to have acquired it at an actual cost equal 
to the actual cost of that property to the other corporation. 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived). See also at end of s. 88. 


(2.3) Actual cost of certain depreciable property — For the 
purpose of subsection (2.1), the actual cost of the depreciable pro- 
perty that was acquired by a corporation before the commencement 
of its 1949 taxation year that is capital property referred to in that 
subsection shall be deemed to be the capital cost of that property to 
the corporation (within the meaning assigned by section 144 of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, as it read in its application to the 1971 taxation year). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(3) Dissolution of foreign affiliate — Where on the dissolution 
of a controlled foreign affiliate (within the meaning assigned by 
subsection 95(1)) of a taxpayer (in this subsection referred to as the 
“disposing affiliate’) one or more shares of the capital stock of an- - 
other foreign affiliate of the taxpayer have been disposed of to the 
taxpayer, 
(a) the disposing affiliate’s proceeds of disposition of each such 
share and the cost thereof to the taxpayer shall be deemed to be 
an amount equal to the adjusted cost base to the disposing affili- 
ate of the share immediately before the dissolution, or such | 
greater amount as the taxpayer claims not exceeding the fair 
market value of the share immediately before the dissolution; 
and 


(b) the taxpayer’s proceeds of disposition of the shares of the 
disposing affiliate shall be deemed to be the amount, if any, by 
which the total of 


(i) the cost to the taxpayer of the shares of the other foreign 
affiliate, as determined in paragraph (a), and 


(ii) the fair market value of any property (other than the 
shares referred to in subparagraph (i)) disposed of by the dis- 
posing affiliate to the taxpayer on the dissolution, 


exceeds 


(iii) the total of all debts owing by the disposing affiliate, and 
of all amounts of other obligations. of the disposing affiliate 


530 


Subdivision h— Corporations Resident in Canada 


to pay amounts, otherwise than as or on account of a divi- 
dend owing by the disposing affiliate to the taxpayer or to 
persons with whom the taxpayer was not dealing at arm’s 
length, that were outstanding immediately before the dissolu- 


tion and that were assumed or cancelled by the taxpayer on 


the dissolution. 


Proposed Amendment - _ - 88(3) 


@) Distributions of property ofa foreign affiliate — If, at 


any time, a taxpayer resident in Canada receives a property from a 


foreign affiliate of the taxpayer (the property received and the for- 


eign affiliate from which the property was received 
to in this subsection as the “distributed property” anc 


ing foreign affiliate” coh ihe on a Seo wane and. a eee 


ste by the Sone ae affiliate, 


(a) where the distributed property was, oe before that 


os time, a share of the capital stock of another foreign affiliate of 


_ the taxpayer and an excluded property of the disposing ee 


affiliate, the distributed property 


(is deemed to have been disposed of, at that time, by the 
_ disposing foreign affiliate to the eae a poveeds of 
disposition that are equal to 


(A) unless a valid election is made thnider Gaus st 
adjusted cost base to the disposing foreign affiliate of 
the ae de Sues immec iately before that time, 
ad 
(B) the amount that the taxpayer lects in 1 ihe prescri 
manner and in the prescribed time in respect of the dis 
tributed property, which amount may not be less than 
_ the adjusted cost base to the disposing foreign affiliate 


of the distributed property immediately before that time : 


and may not exceed the fair market ay at that tin 
of the distributed Property, and _ 


Gb is deemed to have been acquired, at bat fine, by the : 
di 


taxpayer at a cost equal to the amount, determined under 


cibpseaph (i), to be the disposing foreign affiliate’ s ‘pro: i 


ceeds of disposition of the distributed property; — 


__ (b) where the distributed property is property to which para- 


_ graph (a) does not apply, the distributed property is deemed 


@ to have been disposed of, at that time, by the disposing — : 
eeds of disposition. 
that are equal to the fair market value, at hae Ame, “ the 


foreign affiliate to the taxpayer for proce 


distributed property, and — 


(ii) to have been acquired, at that time, iy ‘he ae: at a 
cost equal to the amount, determined under su 
(i), to be the disposing foreign affiliate’ S$ pe eee 
sition of the distributed property; _ 


(c) where the taxpayer disposed of shares of be Cipha stock 
of the disposing foreign affiliate on the dissolution and liquida- 


tion of the disposing foreign affiliate or on the redemption, ac- 


quisition or cancellation of shares of the disposing foreign af- 
filiate, as the case may be, the taxpayer’s proceeds of 


disposition of the shares are oo to be the amount deter- ‘ 


mined by the formula” 


Ao B 
wilcte” . 


B), the 
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was assumed or cancelled by the taxpayer because of the 
dissolution and liquidation or a of the semua se D 
icqui ition or cancellation; 


_ he taxpayer received distributed ae as a divi- 
- dend ora distribution of property, the amount of the dividend 


paid by the disposing foreign affiliate or the amount of the dis- 


| _ tribution of property made by the disposing foreign affiliate to 


A is the total of all amounts cack of which: is the cost. a ae 


taxpayer of a distributed property received by the taxpayer 
as consideration for the disposition of the shares, and 


B is the total of all amounts each of which is the amount of a__ 


debt owing by the disposing foreign affiliate, or of an obli- 
gation of the disposing foreign affiliate to pay an amount, 


(other than a dividend payable to the taxpayer or to persons © 
length) that 


with whom the taxpayer does not deal at arm’s 
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_ the taxpayer, as case may be, is s deemed to be ae amount de- 


adpayer of a distributbd BRODER) reed ce the taxpayer 
from the disposing foreign affiliate as the payment of a div- 
A or as s eae 2 Lu gitele as as case may be, 


the total of all amounts a of whieh: is the amount of a 
debt owing by the disposing foreign affiliate or of an obli- 
gation of the disposing foreign affiliate to pay an amount 
(other than a dividend payable to the taxpayer « or to persons 
with whom the taxpayer does not deal at arm’s length) that 
was assumed or cancelled by the taxpayer because of the 
_ payment of the dividend or because of the distribution, 


(e) the amount ofa distribution of property made, at that time, 
| Dy the disposing foreign affiliate to the taxpayer, is to be de- 
_ ducted in computing the taxpayer’s adjusted cost base of a par- 
ticular share of the capital stock of disposing foreign affiliate 

__ held by the taxpayer, at that time, to the extent that it is reason- 
_ able to consider the distribution to be a payment made by the 
disposing foreign affiliate to the taxpayer as 


(i) a return of an amount that was received by the disposing 
foreign affiliate as consideration for the issuance of ae ee 
ticular share, or 


_ Gi) a return of an amount of Sontribated eee that was 
_ received by the disposing foreign affiliate before that time, 
_ as a contribution of capital to the disposing foreign affiliate 

___ by the shareholder that held the parce share at ihe time 
OL the contribution; and 


- (f) the amount of a distribution of property made, at that time, 
__ by the’ disposing foreign affiliate to the taxpayer is to be in- 
cluded in computing the taxpayer’s income as income from 
property that is the shares of the capital stock of the disposing 
foreign affiliate held at that time by the taxpayer, to the extent 
that it is not deducted, under paragraph (e), in computing the 
- adjusted cost base of a particular share of the capital stock of 
_ the disposing foreign affiliate held by the taxpayer. 


Anplicaton: The February 2), 2004 draft legislation (art 2 — foreign affiliates), 
subsec. 130(2), will amend subsec. Be) to teed as above, _applicable to property 
received after February 27,2004. 


Technical Notes: ‘Subsection 88(3) provides for rules that apply on the dissolution 
of a controlled foreign affiliate (a ‘ ‘disposing affiliate”) of a taxpayer resident in Can- 
ada. For example, shares of a foreign affiliate of a taxpayer that are transferred to the 
taxpayer on the dissolution of the disposing affiliate will be considered to have been 
disposed of by the controlled foreign affiliate, and to have been acquired by the tax- 
payer, for the adjusted cost base or such greater amount as the taxpayer claims not 
exceeding the fair market value of the shares. Also, in general terms, the taxpayer’s 
proceeds of disposition of the taxpayer's shares of the capital stock of the controlled 
foreign affiliate disposed of on the dissolution are deemed to be the amount, if any, 
by which the total of all amounts each of which is the cost to the taxpayer of property 
received by the taxpayer from the controlled foreign affiliate on the dissolution ex- 
ceeds the total of all debts of the controlled foreign affiliate a were assumed or 
cancelled by the taxpayer on the dissolution, 


In general terms, subsection 88(3) is being amended to be applicable to property 
received, by a taxpayer resident in Canada from a foreign affiliate of a taxpayer resi- 
dent i in Canada, in the following circumstances: 


* on a dissolution and liquidation of the foreign affiliate, 
~¢ on a redemption of shares by the foreign affiliate, 
* as payment of a dividend by the foreign affiliate, or 


© as a distribution of property by the foreign affiliate. 
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This amendment applies to property received after February 27, 2004. 


Proposed subsection 88(3) provides for the following rules if, at any time (referred to 
in this commentary as the “distribution time”), a taxpayer resident in Canada re- 
ceives, in the circumstances described above, a property from a foreign affiliate of 
the taxpayer (the property received and the foreign affiliate from which the property 
was received being referred to in this subsection as the “distributed property” and the 
“disposing foreign affiliate”, respectively): 


¢ If the distributed property was, immediately before the distribution time, a share 
of the capital stock of another foreign affiliate of the taxpayer and an excluded 
property of the disposing foreign affiliate, 


— the distributed property is deemed to have been disposed of, at the distribu- 
tion time, by the disposing foreign affiliate to the taxpayer for proceeds of 
disposition that are equal to 


* unless a valid election referred to below is made, the gine cost base 
to the disposing foreign affiliate of the distributed property, immediately 
before that time, and 


* the amount that the taxpayer elects in the prescribed manner and in the 
prescribed time (see proposed new section 5919 of the Income Tax Reg- 
ulations) in respect of the distributed property, which amount may not 
be less than the adjusted cost base to the disposing foreign affiliate of 
the distributed property immediately before that time and may not ex- 
ceed the fair market value, at that time, of the distributed property, and 


— the distributed property is deemed to have been acquired, at that time, by the 
taxpayer at a cost equal to the amount determined to be the disposing foreign 
affiliate’s proceeds of disposition of the distributed property. — 


° If the distributed property is not, immediately before the distribution time, both a 
share of the capital stock of another foreign affiliate of the taxpayer and an ex- 
cluded property of the disposing foreign affiliate, 


— the distributed property is deemed to have been disposed of, at that time, by 
the disposing foreign affiliate to the taxpayer for proceeds of disposition that 
are equal to the fair market value, at that time, of the distributed property, 
and 


— the distributed property is deemed to have been acquired, at that time, by the 
taxpayer at a cost equal to the amount determined to be the disposing foreign 
affiliate’s proceeds of disposition of the distributed property. 


¢ If the taxpayer disposed of shares of the capital stock of the disposing foreign 
affiliate on the dissolution and liquidation of the disposing foreign affiliate or on 
the redemption, acquisition or cancellation of shares of the disposing foreign af- 
filiate, as the case may be, the taxpayer’s proceeds of disposition of the shares 
are deemed to be the amount determined by the formula - 


A-B 
where 


A is the total of all amounts each of which is the cost to the taxpayer of a 
distributed property received by the taxpayer as consideration for the dispo- 
sition of the shares, and 


B is the total of all amounts each of which is the amount of a debt owing by the 
disposing foreign affiliate or of an obligation of the disposing foreign affili- 
ate to pay an amount (other than a dividend payable to the taxpayer or to 
persons with whom the taxpayer does not deal at arm’s length) that was as- 
sumed or cancelled by the taxpayer because of the dissolution and liquida- 
tion or because of the redemption, acquisition or cancellation. 


¢ If the taxpayer has received distributed property as a dividend or a distribution of 


property, the amount of the dividend paid by the disposing foreign affiliate or the 
amount of the distribution of property made by the disposing foreign affiliate to 
the taxpayer, as case may be, is deemed to be the amount determined a by the 
formula ] 


D-E 
where 


Dis the total of all amounts each of which is the cost to the taxpayer of a 
distributed property received by the taxpayer from the disposing foreign af- 
filiate as the payment of a dividend or as the distribution of property, as the 
case may be, and 


E is the total of all amounts each of which is the amount of a debt owing by the 
disposing foreign affiliate or of an obligation of the disposing foreign affili- 
ate to pay an amount (other than a dividend payable to the taxpayer or to 
persons with whom the taxpayer does not deal at arm’s length) that was as- 
sumed or cancelled by the taxpayer because of the payment of the dividend 
or because of the distribution. 


* The amount of a distribution of property made, at the distribution time, by the 
disposing foreign affiliate to the taxpayer, is to be deducted in computing the 
taxpayer's adjusted cost base of a particular share of the capital stock of the 
disposing foreign affiliate held by the taxpayer, at that time, to the extent that it 
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is reasonable to consider the distribution as a payment made by the Htyposing 
foreign affiliate to the taxpayer as 


— areturn of an amount that was received by the disposing foreign affiliate as 
consideration for the issuance of the particular share, or 


— areturn of an amount of contributed surplus that was received by the dispos- 
ing foreign affiliate, before the distribution time, as’a contribution of capital 
to the disposing foreign affiliate by the shareholder that held the particular 
share at that time of the contribution. 


¢ The amount of a distribution of property made, at the distribution time, by the © 
disposing foreign affiliate to the taxpayer is to be included in computing the tax- 
payer’s income as income from property that is the shares of the capital stock of 
disposing foreign affiliate held at that time by the taxpayer, to the extent that it is 
not deducted in computing the adjusted cost base of a particular share of the 
capital stock of the disposing foreign affiliate held by the taxpayer. 


Letter from Dept. of Finance, Aug. 19, 2004: 
Dear [xxx]: 


We are responding to your correspondence and related communications made on be- 
half of [xxx] in connection with proposed subsection 88(3) of the Income Tax Act 
(the “Act’”), as contained in the draft technical amendments released on February er 
2004 by the Minister of Finance, the Honourable Ralph Goodale. 


In your correspondence and communications, you mention the case where a foreign 
affiliate of a taxpayer resident in Canada makes a payment to the taxpayer of an 
amount in respect of shares held by the taxpayer of a particular class of shares of the 
capital stock of the foreign affiliate. For the purposes of your submission, you ask us 
to assume that : 


* the payment in question is not a dividend under the relevant foreign corporation 
law governing the foreign affiliate and is a reduction or a return to the taxpayer 
of the shares’ portion of the paid-up capital in respect of the particular class of 
shares under that law, and | . 


* the amount of the payment in question does not exceed the taxpayer’s pro-rata 
portion (based on the proportion that the number of shares of the particular class 
of shares held by the taxpayer is of the total number of outstanding shares of the 

_ particular class) of the amount of money that had been received by the foreign 
affiliate on the issuance of shares of the particular class or received by another 
foreign affiliate of the taxpayer on the issuance of shares of the capital stock of ' 

‘that other foreign affiliate that were exchanged for shares of the particular class. 


Under the Act as it currently reads, the payment in question would be treated as a 
return of the paid-up capital of the shares of the particular class held by the taxpayer 
and would be deducted, under paragraph 53(2)(b), in computing the adjusted cost 
base to the taxpayer of the shares. No amount would, under the Act as it currently 
reads, be included in the income of the taxpayer in respect of the payment except 
amounts that may be required to be included in the taxpayer’s income because of a 
gain that could arise, under subsection 40(3), in respect of the payment if the amount 
of the payment exceeded the erpayer s Choe cost base of those shares held by the 
taxpayer. 


The proposed subsection 88(3) of the Act that was included in the February 27, 2004 
draft technical amendments was not intended to change the tax outcome described 
above in respect of the payment made as a return of the paid-up capital of the shares 
of the foreign affiliate described above. Although our Branch is studying further revi- 
sions to that proposed subsection 88(3), it is not intended that any such revisions that 
we would recommend to the Minister of Finance would change that tax outcome in 
respect of such a payment. I can also confirm that the operation of that proposed 
subsection 88(3) is not intended to be dependent upon the source of the funds used 
by the foreign affiliate of the taxpayer to make such a payment. to one wo 


I trust that the foregoing provides the clarifications sought. 
Yours sincerely, 
Brian Emewein, Director, Tax Tociaion Division, Tax Policy anes, 
Letter from Dept. of Finance, Jan. 19, 2005: 
Dear [xxx]: 
Subject: Subsection 88(3) of the Income Tax Act 


Thank you for your letter dated July 30, 2004 in connection with proposed subsection 
88(3) of the Income Tax Act (the “Act’”), as contained in the draft technical amend- 
ments released on February 27, 2004 by the Minister of Finance. 


Your letter relates to the application of that proposed subsection 88(3) toa piped 
distribution of money to a taxpayer resident in Canada by a foreign affiliate of the 
taxpayer made in respect of shares of the capital stock of the foreign affiliate held by 
the taxpayer. According to your letter, that distribution is in respect of amounts in- 
cluded in the shares’ portion of the paid-up capital (determined under the relevant 
foreign corporation law) in respect of the class of shares of the capital stock of the 
foreign affiliate to which the shares belong. ; 


Your concern is that the portion of a distribution that is not treated by proposed sub- 
section 88(3) as a reduction to the adjusted cost base to the taxpayer of the shares 
would be treated by that proposed subsection as income from property (other than 
dividends) from the shares. You request that that proposed subsection 88(3) be re- 
vised so as to treat the amount of that distribution made to the taxpayer in respect of 
the shares, to the extent that the amount exceeds the total of the amounts of the re- 
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ductions in respect of the distribution to the adjusted cost base to the taxpayer of the 


shares, as the: payment of | a dividend on the shares. You. argue that such a revision to - 


proposed subsection 88(3) would, where the taxpayer is a corporation, enable the 
taxpayer to benefit from the deductions | itted under section 113 of the Act in 
respect of dividends paid | 
Tax Regulations to be p 
the taxpayer. 

From a tax policy perspective, w we gage mstances described in your 


letter, it would be appro te to make the change you have. requested. We are 
rently. considering revisions to that proposed subsection 88(3) of the Act, and 


of the ee affiliate’ Se oe in — 


requested revision to subsection 88(3) that is aes in os letter i is to be ee ] 


in our recommendations oe the 
Thank you again for wri 
Yours sincerely, ak 


- Brian Ernewein, Director, ax Les lation Division, te 
Letter from Dept. of Finar 1 
Ms. Penny Woolford, KP 
Dear Ms. Woolford: 


I am writing in sponte to your lette dated J Sy 11, 2005 vith Spect to proposed 
subsection 88(3) of the Inc 


LLP. Toronto, ON. 


mation of certain possible modifications to’ 


case of certain liquidations and ae of — es 
dent in Canada. 2 


AS noted i in your letter, existing seibsetsion 88(3) of the | 


lent in Canada that is a 


share (the ‘disposed share’) of the capital stock of 
taxpayer is disposed of to the taxpayer on the disso ution of the controlled foreign 
affiliate (the “dissolved foreign affiliate”), the di 
of disposition of the disposed share are deemed t« ca its adjusted cost base to the 
dissolved foreign affiliate immediately before the dissolution (or such greater amount 
as the taxpayer claims not exceeding t 
The taxpayer’s cost of the disposed sh 
affiliate’s proceeds of disposition in respect of the dispose gure In accordance wih 
the results determined under section 69 of the Act, each other type of property of the 
dissolved foreign affiliate that is disposed of by the dissolved f 
taxpayer on the ae is pees as having been dis 


tion of the shares of the hn stock of th reign affiliate are deemed to 
equal the amount (if any) by which the total ; taxpayer of all the property 
disposed of to the taxpayer by the dissolved foreign affiliate on the dissolution ex- 
ceeds the total amount of debts and other 
(other than dividends payable to the taxpayer or non-arm’s length ae that are 
assumed or cancelled by the vexpayer on the dissolution. 


As you know, proposed subsection 88(3), as contained in the Keon 2004 ore 
als, substantially changed the scope and operation of the rule. In particular, the scope 
of the rule was extended to cover all distributions of property by all foreign z affiliates 
of the taxpayer to the taxpayer, whether or not the distribution was on the dissolution 


of the foreign affiliate or the foreign affiliate was a controlled foreign’ affiliate of the 


taxpayer. For example, a distribution of a property bya foreign affiliate of a taxpayer 
(the “distributing foreign affiliate’ ’) to the setae as a dividend in kind rece 

same treatment as the distribution ° 
tion made by the distributing forei 


affiliate « or in the course of a | liquidation oad 


dissolution of the distributing foreign affiliate. As well, in contrast to existing subsec- 


tion 88(3), shares of the capital stock of another foreign affiliate of the taxpayer that 


are distributed by the distributing foreign affiliate to the taxpayer would be treated _ 
or not the a 


differently under the February 2004 proposals, depending on whet 
shares are excluded property of the foreign affiliate. Where such a distributec 
an excluded property of the foreign affiliate, under the February 2004 proposa 
taxpayer is permitted to elect to treat the distributing foreign affiliate’s proceeds of 
disposition of the share as being an amount that is equal to the adjusted cost base, 
immediately before the distribution, of the share or such greater amount 
exceed the fair market value of the share immediately before the distribution. Where 
it is not, the share is treated, im accordance with the results that would be obtained 
under section 69, as having been disposed of by the distributing foreign affiliate for 
proceeds of disposition equal to me fair oe value of the share ee 
the distribution. 


In your letter, you refer to comments made by Department of Finance Smads that 
the Tax Legislation Division is. considering requested revisions to proposed subsec- 


tion 88(3) that would provide an additional and distinct rule in circumstances where a _ 


distributing foreign affiliate of a taxpayer, that is wholly-owned or substantially 


wholly-owned by the taxpayer, distributes, in the course of its liquidation and disso-_ 


lution, property to the taxpayer in respect of shares of the capital stock of the distrib- 
uting foreign affiliate held by the taxpayer. Under such revisions, the taxpayer would 
be able to elect the distributing foreign affiliate’s proceeds of distribution and the 
taxpayer’s cost for each property of the distributing foreign affiliate (not only ex- 
cluded property) that is distributed by it to the taxpayer in such circumstances. The 


- the foreign affiliate that are prescribed by the Income 


Tax Act as contained in the foreign affiliate proposals _ 

announced on February 27, 2004 by the Minister of Finance. You requested confir- _ 
io that proposed subsection 88(3) and, pre- _ 

sumably, certain other modifications to section 88 of the Act that would apply in the _ 
: a taxpayer r resi- 


.ct provides that, where a 
ther foreign affiliate of the - 


ign affiliate’s proceeds 


air market t value of the disposed share). 


sed of by the dissolved 
the taxpayer at a cost, 


ligations of the dissolved foreign affiliate 
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revisions would provide that the taxpayer could elect an amount that would result in 
no gain or loss of the buting foreign affiliate in respect of the distributed pro- 
perty, or such greater amount (not exceeding the distributed property’s fair market 
value) that would result i ina gain of the distributing foreign affiliate in respect of the 
distributed property. You request confirmation that such revisions will be recom- 
mended to the Minister of Finance . D LZ) 


From a tax policy viewpoint, we would support» ach an sdcanonal and distines es in 
subsection 88(3) provided that the distributing foreign affiliate is wholly-owned or 
substantially wholly-owned by the taxpayer. In those circumstances, it could be con- 
sidered that no substantial change in the ultimate economic interests in the distributed 
property of the distributing foreign affiliate could occur by reason of the liquidation _ 
and dissolution of the distributing foreign affiliate. We note that subsection 88(1) 
requires ownership of not less than 90 percent of shares of each class and, all things 
being equal, we would propose to apply the same threshold in the context of subsec- 
tion 88(3). Based, however, on discussions with representatives of the tax community 
on this point, we are prepared to adopt a different test in connection with subsection 
88(3) to determine whether the taxpayer meets the equity ownership threshold in the 
foreign affiliate to qualify for such an additional and distinct rule in that subsection. 
The test would require the taxpayer to hold shares of the capital stock of the foreign 
affiliate such that, in total, the taxpayer has at least 90 percent of the voting rights at 
a gi neral meeting of the foreign affiliate in all circumstances (immediately before the 
commencement of the liquidation and dissolution of the foreign affiliate) and such 
that the fair market value of a “properiics distributed | to the taxpayer, in respect of 


the ace and ficolation is equal to at least 90 percent of the total fair mar- 
ket value of all properties distributed to all shareholders of the foreign affiliate, in 
respect of shares of the capital stock of the foreign affiliate, by the oe affiliate in 
the course of the liquidation and dissolution. 


Although the technical details of the possible modifications to that ‘eropceeel subsec- 
tion 88) and to section 88 of the Act are still being finalized, we can confirm, in 
general terms, our intention to recommend that modifications be made to that propo- 
sal and to section 88 and other relevant provisions of the Act. Those recommended 
modifications would treat a liquidation and dissolution of a foreign affiliate of a tax-_ 
payer resident in Canada : as a qualifying liquidation and dissolution of that foreign 
affiliate of the taxpayer if the taxpayer meets the required equity ownership threshold _ 
in the foreign affiliate. In general terms, the recommended modifications would also 
provide for the following tax rules in respect of a qualifying liquidation and dissolu- 
tion of a foreign affiliate of a taxpayer resident in Canada where the taxpayer so 
elects in writing to have those tax rules apply in respect of the qualifying liquidation 
and dissolution of the foreign affiliate: 


* the foreign affiliate would be deemed to have disposed of each property (the 
“distributed property’) that is distributed, in the course of the qualifying liquida- 
tion and dissolution, by the foreign affiliate to the taxpayer in respect of shares 

_of the capital stock of the foreign affiliate held by the taxpayer for proceeds of 
disposition (assuming that the foreign affiliate has not received consideration 
from the taxpayer in respect of the distributed property that exceeds the amount 

_ described below as the “relevant cost amount” of the distributed property) that 

are equal to the greater of 


_* the “relevant cost amount” of the distributed property to the foreign affiliate 
in respect of the taxpayer (being essentially the amount that would generally 
result in no gain or loss to the foreign affiliate in respect of the taxpayer in 
‘Tespect of the disposition of the distributed property), and 


oe the amount elec sd by that taxpayer (not exceeding the fair market value of 
the particular distributed property); | 


* any income or taxable capital gain of the foreign affiliate deaved from ie die: : 
sition of the distributed property would be included in computing the foreign — 
affiliate’ s foreign accrual property income in respect of the taxpayer, 


* the taxpayer’s cost of the distributed property would be deemed to be equal to 
the foreign affiliate’ ‘8 proceeds of disposition of that property; | 


* the amount of the distribution made by the foreign affiliate to the taxpayer in 

_ respect of the distributed property would be deemed to be equal to the amount, if _ 

- any, by which the cost to the taxpayer of the ceed PEepetty: exceeds the 
total of all of the following amounts: . 


-° ‘the portion of an amount owing by or of an eMizedon «1 of the ae affiliate 
(other than dividends payable to the taxpayer or non-arm’s length persons) 
_that was assumed or cancelled by the taxpayer because of that distribution of 

the distributed property, and 


_ the cost to the foreign affiliate of a property than was received by the foreign | 
2 affiliate from the taxpayer as consideration for that distribution by the for- 
eign affiliate of the distributed property; and 


the portion of the amount of the distribution made by the foreign affiliate to the 
taxpayer in respect of the distributed property that relates to a particular share of 
_ the capital stock of the foreign affiliate would be treated as 


¢ a return of the paid-up capital in respect of the particular share in respect of 
the taxpayer to the extent of the “foreign paid-up capital” in respect of the 
particular share in respect of the taxpayer (generally, the particular share’s 
portion of the total amounts contributed by the foreign affiliate’s sharehold- 
ers to the foreign affiliate in respect of the shares of the class to which the 
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particular share belongs, provided that those shareholder contributions were 
in respect of shares issued to or held by those shareholders), and 


* a dividend paid by the foreign affiliate to the taxpayer resident in Canada in 
respect of the particular share to the extent that that portion of the amount of 
the distribution is not treated as a return of the paid-up capital i in respect of 
the particular share in respect of the taxpayer. 


We would recommend that such revisions to proposed subsection 88(3) of the Act 
and to section 88 and other relevant provisions of the Act apply to a liquidation and a 
dissolution, of a foreign affiliate of a taxpayer a in secsines: that begins after 
February 27, 2004. 


Thank you for writing. 
Yours sincerely, : 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch _ 


[An identical letter, also dated Aug, 16, 2005, is addressed to Sandra Jack of Felesky 
Flynn LLP — ed.] : : 


Letter from Dept. of Finance, April 12, 2006: 

Mr. R. Jan Crosbie, Davies Ward Phillips & Vineberg LLP, Toronto, ON 

Dear Mr. Crosbie: 

I am writing in response to your letters dated Deceipbey 12, 2005 and lacus 30; 


2006 with respect to proposed subsection 88(3) and paragraph 95(2)(¢.1) of the in- © 


come Tax Act (the “Act”) as contained in the foreign affiliate proposals announced 


on February 27, 2004 by the Minister of Finance. You have requested confirmation 


of certain possible modifications to proposed subsection 88(3) and paragraph 
95(2)(e.1) and certain other identified related provisions of the Act that would apply 


to a liquidation and dissolution, after February 27, 2004, of a foreign affiliate oF a. 


taxpayer resident in Canada. 
Subsection 88(3) of the Act 
As noted in your correspondence, existing subsection 88(3) of the Act provides that, 


where a property of a controlled foreign affiliate of a taxpayer resident in Canada that — 
is a share of the capital stock of another foreign affiliate of the taxpayer is disposed 
of to the taxpayer on the dissolution of the controlled foreign affiliate (the “disposing _ 
foreign affiliate”), the disposing foreign affiliate’s proceeds of disposition of the _ 
share are deemed to equal its adjusted cost base to the disposing foreign affiliate 

immediately before the dissolution (or such greater amount as the taxpayer claims © 
not exceeding the fair market value of the share). The taxpayer’s cost of the share is _ 
deemed to equal the disposing foreign affiliate’s proceeds of disposition in respect of — 


the share. In accordance with the results determined under section 69 of the Act, each 


other type of property of the disposing foreign affiliate that is disposed of by the _ 


disposing foreign affiliate to the taxpayer on the dissolution is treated as having been 
disposed of by the disposing foreign affiliate for proceeds, and to have been acquired 


by the taxpayer at a cost, equal to that property's fair market value. Existing subsec- _ 


tion 88(3) also provides that the taxpayer’s proceeds from the disposition of shares 
held by the taxpayer in the capital stock of the disposing foreign affiliate are deemed 


to equal the amount (if any) by which the total cost to the taxpayer of all the property — 


disposed of to the taxpayer by the disposing foreign affiliate on the dissolution ex- 
ceeds the total amount of debts and other obligations of the disposing foreign affiliate 
(other than dividends payable to the taxpayer or non-arm’s length persons) that are 
assumed or cancelled by the taxpayer on the dissolution. 


In your correspondence, you asked for confirmation of our intention to recommend 
that proposed subsection 88(3) be revised to provide an additional and distinct rule in 
circumstances where a foreign affiliate (the “disposing foreign affiliate”) of a tax- 


payer resident in Canada distributes, in the course of its liquidation and dissolution, — 


property to the taxpayer in respect of shares of the capital stock of the disposing 
foreign affiliate held by the taxpayer. Under such a revision, the taxpayer would be 
able to elect to treat the amount of the disposing foreign affiliate’s proceeds of distri- 


bution for each property of the disposing foreign affiliate (not only excluded pro- 
perty) that is distributed by it to the taxpayer in such circumstances as being such a 


particular amount that would result in no gain or loss of the disposing foreign affili- 
ate in respect of the distributed property, or to be such an amount (not exceeding the 
distributed property’s fair market value) that would result in a gain of the disposing 
foreign affiliate in respect of the distributed property. That particular amount would 
also be treated as the amount of the taxpayer’s cost for that distributed property. 


From a tax policy viewpoint, such an additional and distinct rule in subsection 88(3) 
would be supportable provided that the disposing foreign affiliate is wholly-owned or 
substantially wholly-owned by the taxpayer. It could, in those circumstances, be con- 
sidered that no substantial change in the ultimate economic interests in the distributed 
property of the disposing foreign affiliate would occur by reason of the liquidation 
and dissolution of the disposing foreign affiliate. We note that subsection 88(1) re- 
quires ownership of not less than 90% of the shares of each class and, all things 
being equal, we would propose to apply the same threshold in the context of subsec- 
tion 88(3). Based, however, on discussions with representatives of the tax community 
on this point, we are prepared to adopt a different test in connection with subsection 
88(3) to determine whether the taxpayer meets the equity ownership threshold in the 
disposing foreign affiliate to qualify for such an additional and distinct rule in that 
subsection. The test would require the taxpayer to hold shares of the capital stock of 
the disposing foreign affiliate such that, in total, the taxpayer has at least 90% of the 
voting rights at a general meeting of the disposing foreign affiliate in all circum- 
stances (immediately before the commencement of the liquidation and dissolution of 
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the disposing foreign affiliate) and such that the fair market value of all properties 
distributed to the taxpayer, in respect of shares of the capital stock of the disposing 
foreign affiliate, by the disposing foreign affiliate in the course of the liquidation and 
dissolution is equal to at least 90% of the total fair market value of all properties _ 
distributed to all shareholders of the disposing foreign affiliate, in respect of shares of 
the capital stock of the disposing foreign affiliate, by the disposing foreign carpet in” 
the course of the liquidation and dissolution. di 


Although the technical details of the possible modifications to that proposed subsec- 
tion 88(3) and to the related provisions of the Act are still being finalized, we can 
confirm, in general terms, our intention to recommend that modifications be made to 
that proposal and to the other relevant provisions of the Act. Those recommended 
modifications would treat a liquidation and dissolution of a foreign affiliate of a tax- 
payer resident in Canada as a qualifying liquidation and dissolution of that foreign. 
affiliate of the taxpayer if the taxpayer meets the required equity ownership threshold 
in the foreign affiliate. In general terms, the recommended modifications would also 
provide for the following tax rules in respect of a qualifying liquidation and dissolu- 
tion of a foreign affiliate of a taxpayer resident in Canada where the taxpayer so 
elects in writing to have those tax rules apply in ae of the qe liquidation: 
and dissolution of the foreign affiliate: i 


i. the foreign affiliate would be deemed to have disposed of each property (the 
“distributed property”) that is distributed, in the course of the qualifying liquida- 
tion and dissolution, by the foreign affiliate to the taxpayer in respect of shares 
of the capital stock of the foreign affiliate held by the taxpayer for proceeds of 
disposition (assuming that the foreign affiliate has not received consideration 
from the taxpayer in respect of the distributed property that exceeds the amount 

_ described below as the “relevant cost amount” of the distributed PROSE: that 
_ are equal to the greater of 


a the” ‘relevant cost amount” of the distributed property to the forces affiliate 
in respect of the taxpayer (being essentially the amount that would generally 
_ result in no gain or loss to the foreign affiliate in respect of the taxpayer in 
__ respect of the disposition of the distributed property), and 


* where the foreign affiliate is a controlled foreign affiliate of that iaxpayet: 
the amount elected by that taxpayer (not —— oes fair market _ of 
the particular distributed property), ; 


Z any income or taxable capital gain of the foreign affiliate derived from the dispo- : 
- sition of the distributed property would be included in computing the foreign 
affiliate’ iS foreign accrual property income in respect of the taxpayer, 


3. the taxpayer’ 's cost of the distributed property would be deemed to be equal to. 
~ the foreign affiliate’s proceeds of disposition of that property; 


4. the amount of the distribution made by the foreign affiliate to the taxpayer in 
- respect of the distributed property would be deemed to be equal to the amount, if 
_any, by which the cost to the taxpayer of the distributed property exceeds the 
_ total of all of the following amounts: : 


+ the portion of an amount owing by or ofa an eb heiaar of the a affiligte 
(other than dividends payable to the taxpayer or non-arm’s length persons) 
_that was assumed or cancelled by the taxpayer because of ie: distribution of — 
the distributed property, and 


* the cost to the foreign affiliate ofa property that was poosel by the foreign : 
affiliate from the taxpayer as consideration for that distribution oy the for- 
eign affiliate of the distributed property; 


othe portion ‘of the amount of the distribution made by the foreign affiliate to the 


taxpayer in respect of the distributed property that relates to a particular share of 
the Capital stock of the foreign affiliate would not be treated as proceeds of dis- 
— of the ee ence of ae ie property and would be ones 
ca return of the a an in respect of the particular share in eee of | 
_ the taxpayer to the extent of the “foreign paid-up capital” i in ene of the 
_ Particular share in respect of the taxpayer, and 


* a dividend paid by the foreign affiliate to the bikpayer resident i in Canada in 
respect of the particular share to the extent that that portion of the amount of 
_ the distribution is not treated as a return of the paid-up capital in ete of 
the particular share in respect of the taxpayer; 


6. any loss of the taxpayer resident in Canada from the disposition of a particular 
share of the foreign affiliate that was redeemed, acquired or cancelled by the 
foreign affiliate in ine course of the liquidation and the dissolution would ‘be 
deemed to be nil; 


7. generally, the foreign paid-up camel of a particular share of the pent stock of 
the foreign affiliate of the taxpayer resident in Canada in respect of the taxpayer 
would be the particular share’s portion of the foreign paid-up capital of the class ~ 
of shares of the foreign affiliate’s capital stock to which the particular share 
belongs; 


8. generally, the foreign paid-up ie ofa pacar class of shares of the capital 
stock of the foreign affiliate of the taxpayer resident in Canada would be the total 
amounts contributed by the foreign affiliate’s shareholders to the foreign affiliate 
in respect of the shares of the class to which the particular share belongs, pro- 
vided that those shareholder contributions were in Joi et of shares issued to or — 
held by those shareholders; 
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a however, in computing the foreign aic 
__ of the capital stock of the foreign affiliate of the taxpayer | 
respect of the taxpayer, where property other than money is con’ 


You have asked, and we can conn, ‘that the poi 
made i in a of a share that is is y treated ae the foreign affiliate of a t 


reduce the Gaede s ae cost he bt the share. ‘The oreign aff: 
therelore, be permitted | to distribute pean to the Ges asa return 


The athount by wvhioh the amount of oe Garibution in respect of a h 
portion of the amount of the distribution that i is treated by 


tion rules will a to determine the portion of the dividend { 
various ne pots of the es affiliate determined i in respect of of 


writing. 
Voutsisincerelyo cio i ee ne pa . 

Brian Ernewein, Director, Tax. epistunstin Diner, Tax Policy Bran 
Letter from Dept. of Finance, June 9, 2006: 
Mr. Nick Pantaleo, fag 60s boned LLP, Toronto, ON 
Dear Mr. Pantaleo: : 


I am writing in response ‘to your letter concerning proposed subsection 88(3) of the 
Income Tax Act (the ‘‘Act”) as contained in the foreign affiliate proposals announced 


on February 27, 2004. In your letter, you expres your concern about the oo of 


draft subparagraphs 88(3)(e)() : and (di). 


In your letter, you mention the situation 2a prior to Peace 21, 2004, a corpora- 
tion resident in Canada contributed cash, for no consideration, to a wholly-owned : 
controlled foreign affiliate (“CFA”) of the corporation as a contribution of capital in 
respect of the ordinary shares (common shares) of CFA. Under the’ relevant foreign 
corporation law, that capital contribution resulted in contributed surplus of the CFA. 


Pursuant to paragraph 53(1)(c) of the Act, the taxpayer’s adjusted cost base of the 


S. 88(3) 


1 put of the oainay shares _ the amount of the contribution of Seal 
to above. CFA must then pass a resolution to make a pro rata reduction of 
alue of all its anaes shares Ss the aa shat) ‘the ba of cae at: 


to ‘recommend certain modifications to the propeted ck affiliate | 
that, acted Cae may address the concerns expressed. Under the 


tal of each lass of shares of a ‘foreign affiliate of a taxpayer resident in Canada. The _ 
foreign fire oS of a Particular share would be heels by sds the 


up capital in respect of a share of the class. As Wal ‘rules 
; purpose of determining the amounts to be added in com- _ 
pital in respect of a class of ‘shares of the foreign affili- 
of 7 roperty 1 received by the foreign affiliate for the issuance of shares 
—_ of nee in eee oF te e the ee 


asa return of at ora portion of the amounts included in the foreign 
ital n respect of shares of a particular class of the foreign affiliate can 
butio}: a reduction of the foreign oo capital in respect of those 


There would be added the total of all 
pee CFA on the issuance of ordinary — 


, by CFA to the holders of ordinary shares as a return of the foreign 
in respect of those oo shares. The foreign paid-up capital, at any 


a aka capital, at that time, of the class to which the particular ordinary 
longs by the ee at ve ime, of issued and cies ordinary shares 
of that class. : ~~ 


tributions made after February 27, 2004. However, if the vinous cakes an election: 
that applies in respect of all of its foreign affiliates, there would be a transitional 
version of new subsection 88(3) that would include a provision that would generally 
determine the paid-up ee of a class of se of a ona affi liate of the taxpayer 


foreign corporate law to the: paid-up capital or we contributed ee in yrespea of | 
the lass - — 


Yours sincerely, 


___ Brian Ernewein, Director, Tax Legislation Division Tax Policy Branch 
Letter from Dept. of Finance, April 1, 2008: 


_ Ms. Sandra Jack, Mr. John Burghardt, and Mr. Brett Anderson 
_-Felesky Flynn LLP, Calgary, AB 7 


Dear Ms. Jack, ‘Mr. Burghardt and Mr, Anderson: 


I am writing in response to letter of December 13, 2007 eouceming y aubeection 
88(3) of the Income Tax Act (Act). In your letter you have asked for confirmation of 
the Department’s intention to recommend to the Minister of Finance certain amend- 
ments as described in weil pple August 16, _~ and So 12, ~~ phine ee 

Brian Ernewein. 


As you know, it as aie in the 2007 Budget documents, al confirmed in the 
2008 Budget, that previously released proposals (the “2004 FA proposals”) in respect 
of the taxation of income from foreign affiliates would be reviewed and evaluated in 
view of the international tax measures announced in the 2007 Budget. Certain of 
these 2004 FA proposals, as modified to take into account some of the 2007 Budget 
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measures, were enacted by Bill C-28 that received Royal Assent on December 14, 
2007. 


The review and evaluation referred to in the 2007 Budget documents is still in pro- 
gress in respect of the remaining 2004 FA proposals, including the modifications to 
subsection 88(3) of the Act. Accordingly, it is possible that further changes may be 
made in this area of the tax law. However, we would in that event recommend to the 
Minister of Finance that any further changes to the proposed modifications to subsec- 
tion 88(3) of the Act (including any recommended modifications as described in the 
letters referred to above) incorporated appropriate transitional provisions to ensure 
that the changes did not impair any beneficial effect of those proposed modifications 
for the period before the conclusion of the review. 


While I cannot offer any assurance that either the Minister of Finance or Parliament | 
will agree with our recommendations, I hope that this statement of our intentions is — 


helpful to you. 
Thank you for writing. 
Yours sincerely, 
Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, March 19, 2009: 
[xxx], Vice-President Tax, [xxx], Oakville, ON 
Dear [xxx]: 


I am writing in response to your letter of February 13, 2009 concerning subsection 
88(3) of the Income Tax Act (Act). 


August 16, 2005 and April 12, 2006 letters 


Firstly, in your letter you have asked for confirmation of the Department’s intention 
to recommend to the Minister of Finance certain amendments to subsection 88(3) of 
the Act (the ““88(3) Modifications”) as described in letters dated August 16, 2005 and 
April 12, 2006 (the “Earlier Letters”) from Mr. Brian Ernewein. 


As you know, it was stated in the 2007 Budget documents, and confirmed in the 
2008 Budget documents, that previously released proposals (the “2004 FA propos- 
als”) in respect of the taxation of income from foreign affiliates would be reviewed 
and evaluated in view of the international tax measures announced in the 2007 
Budget. Certain of these 2004 FA proposals, as modified to take into account some 


of the 2007 Budget measures, were enacted by Bill C-28 that received Royal Assent 


on December 14, 2007. Certain other portions of these 2004 FA proposals were en- 
acted by the Budget Implementation Act, 2009, which received Royal Assent on 


March 12, 2009. Furthermore, in the 2009 Budget documents, it was stated that the - 


Government will consider the recommendations of the Advisory Panel on Canada’s 
System of International Taxation that relate to foreign affiliates before proceeding 
with the remaining 2004 FA Proposals, as modified to take into account consulta- 
tions and deliberations since their release. 


The review, evaluation and consideration referred to in the 2007, 2008 and 2009 
Budget documents is still in progress in respect of the remaining 2004 FA proposals. 
Accordingly, it is possible that further changes may be made in this area of the tax 
law. However, we would in that event recommend to the Minister of Finance that any 


further changes to the 88(3) Modifications incorporate appropriate transitional provi- _ 
sions to ensure that the changes do not impair any beneficial effect of those modifica- 


tions for the period up to any announcement of revisions to those modifications. 
“Relevant cost amount” 


Secondly, in your letter you have asked for clarification of the intended meaning of 
the expression “relevant cost amount” as used in the Earlier Letters. As you have 
noted, the recommendations to the Minister of Finance set out in those letters include 
a recommendation to amend the Act such that a taxpayer resident in Canada (a “Ca- 
nadian taxpayer’) may elect in respect of a qualifying liquidation and dissolution of a 
foreign affiliate of the Canadian taxpayer (an “Elected QLAD”) that the foreign affil- 
iate be considered to have disposed of each of its properties for proceeds equal to the 
greater of the “relevant cost amount” to the foreign affiliate of each such property 
and such amount chosen by the Canadian taxpayer, in a further election, not exceed- 
ing the fair market value of the property. In those letters, the relevant cost amount is 
described as being “essentially the amount that would generally result in no gain or 
loss to the foreign affiliate in respect of the Canadian taxpayer in respect of the distri- 
bution of the distributed property”. 


In the example set out in your letter, at the time of an Elected QLAD, the foreign 
affiliate owns non-depreciable capital property that is non-treaty-protected taxable 
Canadian property (“TCP”), having an adjusted cost base of $10 and a fair market 
value of $100. In your example, you assume that the $90 of appreciation (pre-acqui- 
sition gain) occurred at a time when no person or partnership that held the property 
was a “specified person or partnership” in respect of the Canadian taxpayer (within 
the meaning of that term in subsection 95(1) of the Act). Thus, you argue that, for the 
purposes of the foreign accrual property income (“FAPI”) rules in the Act, the for- 
eign affiliate’s proceeds of disposition of the property could be $100, without trigger- 
ing a capital gain under paragraph 95(2)(f) of the Act, because that paragraph, in 
conjunction with paragraph 95(2)(f.1), would exclude the pre-acquisition gain from 
the computation of the capital gain. You therefore suggest that, in this context, the 
relevant cost amount as described in the Earlier Letters would be $100. 


On the other hand, for the purposes of determining the foreign affiliate’s taxable 
income earned in Canada under subsection 115(1) of the Act, under your example, 
you conclude that the foreign affiliate will realize a capital gain to the extent that the 
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foreign affiliate’s proceeds of disposition of the property exceed $10. You therefore 
suggest that, in this context, the relevant cost amount as described in the Earlier Let- 
ters would be $10. 


In light of these conflicting results, you have asked us to provide clarification as to 
the determination of the relevant cost amount of non-depreciable capital property that 
is non-treaty-protected TCP. 


Let us first offer some general clarifying comments as to our intentions with respect 
to the concept of “relevant cost amount’. This concept is meant to be tied directly to 
the so-called “carve-out” rule in paragraph 95(2)(f.1) of the Act. Thus, where a Cana- 
dian taxpayer acquires shares of a foreign affiliate from an arm’s length party and 
that affiliate holds appreciated property, the fair market value of the property at the 
time of acquisition should generally be the affiliate’s relevant cost amount as that is 
the amount of proceeds of disposition that it could receive for the property without 
causing it to have a FAPI gain or loss, after taking into account the carve-out rule. 
Thus, generally the relevant cost amount of the appreciated property would be $100, 
using the figures in your example. 


However, in the more specific context of an Elected QLAD where the property of the 
foreign affiliate is non-treaty-protected TCP and thus is relevant from both a FAPI 
and a section 115 perspective, it is important that the proceeds of disposition of pro- 
perty distributed to the Canadian taxpayer be the same for all Canadian tax purposes 
given that those proceeds will also be the cost to the Canadian taxpayer of that pro- 
perty going forward. It is also possible that certain Canadian taxpayers, in these cir- 
cumstances, may wish their affiliates to realize gains for section 115 purposes, but 
rely on the carve-out rule to reduce or eliminate their FAPI inclusion. 

On the basis of the foregoing, we are prepared to recommend to the Minister of Fi- 
nance that, in the context of an Elected QLAD under the 88(3) Modifications, the 
Canadian taxpayer and the foreign affiliate be entitled to jointly elect that the rele- 
vant cost amount of a property that is non-treaty-protected TCP be the amount that 
causes no gain or loss in the computation of the affiliate’s taxable income earned in 
Canada under section 115. This would mean that if, in your example, that election 
were made, the foreign affiliate’s proceeds of disposition would be $10 such that the 
affiliate would have no gain for section 115 purposes. Furthermore, if that election 
were made, a similar result would obtain for FAPI purposes as paragraph 95(2)(f) 
would produce no gain, without the need to rely on the carve-out rule in paragraph 
95(2)(£.1), and thus the Canadian taxpayer would have no FAPI inclusion. As a re- 
sult, under the 88(3) Modifications, the Canadian taxpayer’s cost of the property 
would be $10 for its future income tax determinations made under the Act. 


While I cannot offer any assurance that either the Minister of Finance or Parliament 
will agree with our recommendations, I hope that this statement of our intentions is 
helpful to you. As stated above, it should also be kept in mind that if the 88(3) Modi- 
fications are further revised, it is possible that the recommendation herein may only » 
apply for the period up to any announcement of any such revisions. 


Thank you for writing. 
Yours sincerely, y 


Gerard Lalonde, Director, Tax Legislation Division, Tax sae Branch 


Related Provisions: 93(1.4) — No election allowed on disposing of share of foreign 
affiliate; 93(4) — capital loss denied; 95(1)“foreign accrual property income” B(b) — 
Inclusion in FAPI; 95(2)(f) — Determination of certain components of foreign accrual 
property income; 95(2)(f.6)(i) —No FAPI rollover where 88(3) applies; 257 — 
Formula amounts cannot calculate to less than zero. 


History: Subpara. 88(3)(b)(iii) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
66(19), to add “otherwise than as or on account of a dividend owing by the disposing _ 
affiliate to the taxpayer or to a person with whom the taxpayer was not dealing at arm’s 
length,” applicable to dissolutions occurring after July 13, 1990. 


Regulations: 5907(2.01) (FAPI — determining earnings derived from disposition). 


(4) Amalgamation deemed not to be acquisition of con- 
trol — For the purposes of paragraphs (1)(c), (c.2), (d) and (d.2) 
and, for greater certainty, paragraphs (c.3) to (c.8) and (d.3), 


(a) subject to paragraph (c), control of any corporation shall be 
deemed not to have been acquired because of an amalgamation; 


(b) any corporation formed as a result of an amalgamation shall 
be deemed to be the same corporation as, and a continuation of, 
each predecessor corporation; and 


(c) in the case of an amalgamation described in subsection 
87(9), control of a predecessor corporation that was not con- 
trolled by the parent before the amalgamation shall be deemed to 
have been acquired by the parent immediately before the 
amalgamation. 

History: The opening words of subsec. 88(4) amended by 2001, c. 17, subsec. 66(5), 


applicable to windings-up that begin after November 1994. The opening words for- 
merly read: 


(4) For the purposes of paragraphs (1)(c), (d) and (d.2), 
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Subsec. 88(4) substituted by 1994; c. 7, Sch. 11 (1991, c. 49), subsec. 66(20), applicable 
to windings-up beginning after March 1977. Subsec. 88(4) formerly read: 


(4) In determining, for the purposes of paragraphs (1)(c) and (d), whether control 
of any corporation has been acquired,-contro] shall be deemed not to have been 
acquired by virtue of any amalgamation and any corporation formed as a result 
of any amalgamation shall be deemed to be the same corporation as, and a con- 
tinuation of, each predecessor corporation and, in the case of a merger described 
in subsection 87(9), control.of a predecessor corporation that was not controlled 
by the parent prior to such a merger shall be deemed to have been acquired by 
the parent immediately prior to the merger. 


Interpretation Bulletins: IT-488R2: Winding-up' of 90%-owned taxable Canadian 
corporations (archived). 


Definitions [s. 88]: “acquired” — 88(1)(c.6), (d.2), 88(4), 256(7)-(9); “acquirer” — 
88(1)(d.2); “adjusted cost base” — 54, 248(1); “allowable business investment loss”, 
“allowable capital loss’ — 38, 248(1); “amount” — 248(1); “arm’s length” — 88(1.7), 
251(1); “assessment”, “business” — 248(1); “business limit” — 125(2)-(5.1), 248(1); 
“calendar year’ — Interpretation Act 37(1)(a);. “Canadian corporation” — 89(1), 
248(1); “Canadian resource property” — 66(15), 248(1); “capital property” — 54, 
248(1); “carrying on business” — 253; “cash method” — 28(1), 248(1); “class”, “class 
of shares” — 248(6); “consequence of the death” — 248(8); “control” — 88(1)(c.6), 
(d.2), 88(4), 256(6)-(9); “controlled” — 256(6), (6.1); “controlled foreign affiliate” — 
95(1), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “cost amount” — 
248(1); “credit union” — 137(6), 248(1); “depreciable property” — 13(21), 88(1)(c.7), 
248(1); “disposition”, “dividend” — 248(1); “eligible amount’ — 248(31), (41); “ex- 
penditure year’ — 88(1)(e.3); “farm loss” — 111(8); “farming” — 248(1); “financial 
institution” — 142.2(1); “filing-due date” — 248(1); “fiscal period’ — 249(2)(b), 
249.1; “foreign affiliate’ —95(1), 248(1); “foreign resource property” — 66(15), 
248(1); “gift year” — 88(1)(e.6); “ineligible property” — 88(1)(c) [before (iii)]; “initial 


designation” — 88(1.8); “investment tax credit” — 127(9), 248(1); “life insurance cap- . 


ital dividend” — 83(2.1), 248(1); “limited partnership loss” — 248(1); ‘“mark-to-mar- 
ket property” — 142.2(1); “Minister” — 248(1); “net capital loss”, “non-capital 
loss” — 111(8), 248(1); “paid-up capital” — 89(1), 248(1); “parent” — 88(1), (1.1), 
(1.2); “payable” — 84(7), 89(3); “person” — 248(1); “pre-1972 capital surplus on 
hand” — 88(2.1), (2.2); “prescribed”, “property” — 248(1); “qualified expenditure” — 
37.1(5), 88(1.41); “resident in Canada” — 250; “restricted farm loss” — 31, 248(1); 
“series of transactions” — 248(10); “share”, “shareholder” — 248(1); “specified 
class” — 88(1)(c.8); “specified debt obligation” — 142.2(1); “specified future tax con- 
sequence” — 248(1); “specified person” — 88(1)(c.2)(i); “specified property” — 
88(1)(c.4); “specified shareholder’? — 88(1)(c.2)(ii1), 248(1); “specified subsidiary cor- 
poration” — 88(1)(c.5); “subsidiary” — 88(1), (1.1), (1.2); “substituted” — 248(5); 
“substitution” — 88(1)(c.3); “tax-free surplus balance” — Reg. 5905(5.5); “tax paya- 
ble” — 248(2); “taxable Canadian corporation” — 89(1), 248(1); “taxable capital 
gain” — 38, 248(1); “taxable dividend” — 89(1), 248(1); “taxable income” — 2(2), 
248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 108(1); “writ- 
ing” — Interpretation Act 35(1). 

1.T. Application Rules [s. 88]: 20(1.2). 


Interpretation Bulletins [s. 88]: IT-188R: Sale of accounts receivable; IT-243R4: 
Dividend refund to private corporations; IT-474R2: Amalgamations of Canadian 
corporations. 


88.1 (1) [SIFT wind-up — ] Application — Subsection (2) ap- 
plies to a trust’s distribution of property to a taxpayer if 


(a) the distribution is a SIFT trust wind-up event; 
(b) the trust is : 


(i) a SIFT wind-up entity whose only beneficiary, at all times 
at which the trust makes a distribution that is a SIFT trust 
wind-up event, is a taxable Canadian corporation, or 


(ii) a trust whose only beneficiary, at all times at which the 
trust makes a distribution that is a SIFT trust wind-up event, 
is another trust described by subparagraph (i); 


(c) where the trust is a SIFT wind-up entity, the distribution oc- 
curs no:more than 60 days: after the earlier of 


(i) the first SIFT trust wind-up event of the trust, and 


(ii) the first distribution to the trust that is a SIFT trust wind- 
up event of another trust; and 


(d) if the property is shares of the capital stock of a taxable Ca- 
nadian corporation, 


(i) the property was not acquired by the trust on a distribution 
to which subsection 107(3:1) applies, and 


(ii) the trust elects in writing, filed with the Minister on or 
before the trust’s filing-due date for its taxation year that in- 
cludes the time of the distribution, that this section apply to 
the distribution. 
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(2) SIFT trust wind-up event — If this subsection applies to a 
trust’s distribution of property to a taxpayer, subsections 88(1) to 
(1.7), and section 87 and paragraphs 256(7)(a) to (e) as they apply 
for the purposes of those subsections, apply, with any modifications 
that the circumstances require, as if 


(a) the trust were.a taxable Canadian corporation (in this subsec- 
tion referred to. as the “‘subsidiary’) that is not a. private 
corporation; isiGh 


(b) where the taxpayer is a SIFT wind-up entity, the taxpayer 
were a taxable Canadian corporation that. is not, a private 
corporation; 


(c) the distribution were a winding-up of the subsidiary; 


(d) the taxpayer’s interest.as a beneficiary under the trust were 
shares of a single class of shares of the. capital stock of the sub- 
sidiary owned by the taxpayer; 


(e) paragraph 88(1)(b) deemed the taxpayer’s proceeds of dispo- 
sition of the shares described in paragraph (d) and owned by the 
taxpayer immediately before the distribution to be equal to the 
adjusted cost base to the taxpayer of the taxpayer’s interest as a 
beneficiary under the trust immediately before the distribution; 


_(f) each trust, a majority-interest beneficiary (in this subsection, 
within the meaning assigned by section 251.1) of which is an- 
other trust that is by operation of this subsection treated as if it 
were a corporation, were a corporation; and 


(g) except for the purposes of subsections 88(1.1) and.(1.2), the 
taxpayer last acquired control of the subsidiary and of each cor- 
poration (including a trust that is by operation of this subsection 
treated as if it were a corporation) controlled by the subsidiary at 
the time, if any, at which the taxpayer last became a majority- 
interest beneficiary of the trust. 


Related Provisions: 80.01(5.1) — Debt settlement on wind-up event; 85.1(7), (8) — 
Alternate mechanism for rollover of SIFT units to corporation; 88.1(1) — Conditions 
for 88.1(2) to'apply;-107(2) — Regular trust rollout rules do not apply; 107(3), (3.1) — 
Rollout of SIFT trust assets to beneficiaries. 


History: S. 88.1 added by 2009, c. 2, s. 21, applicable after July 14, 2008, except that 
subsec. 88.1(1) is to be read without reference to its para. (c) in its application to a 
trust’s distribution of property, if the distribution occurs no later than May 11, 2009. 


Former s. 88.1 repealed by 1994, c. 21, s. 41, applicable after 1992 except that 


(a) where a corporation elects in accordance with para. 111(4)(a) of 1994, c. 21 
(i.e., elects before December 16, 1994 for new subsec. 250(5:1) to'apply in respect 
of a continuance before 1993), the repeal applies to the corporation from the corpo- 


9, &, 


ration’s “time of continuation” (within the meaning assigned by that para.); and 


(b) where a corporation elects in accordance with para. 111(4)(b) of 1994, c. 21 
(i:e., elects before December 16, 1994 for new subsec. 250(5,1) to not apply), the 
repeal applies to the corporation only after the corporation was granted the atticles 
of continuance or similar-constitutional documents in respect of which the election 
was made, 


S.88.1 formerly, read: 


88.1 Corporate emigration — Where at any particular time after August 28, 
1980 a corporation that was incorporated in Canada, other than a corporation that 
was not at any time resident in Canada, 


(a) has been granted articles of continuance, or similar corporate constitu- 
tional documents, in a jurisdiction outside Canada, or 


(b) has become resident in a jurisdiction outside Canada and would, as a 
consequence thereof, be exempt from tax under this Part on income from 
any source, outside Canada derived by it after the particular time by virtue of 
any Act of Parliament or anything approved, made or declared to have the 
force of law under any Act of Parliament, 


thé following rules apply: 


(c) the corporation’s taxation year that would otherwise have included the 
particular time shall be deemed to have ended immediately before the partic- 
ular time and a new taxation year of the corporation shall be deemed to have 
commenced at the particular time, 


(d), the corporation, shall be deemed not to be a Canadian corporation at the 
particular time and all subsequent times, 


(e) each property owned by the corporation immediately. before the particu- 
lar time shall be deemed to have been disposed of by it immediately before 
that time for proceeds of disposition equal to its fair market value at that 
time and those proceeds shall be deemed ‘to have’ become receivable and to 
have been received by it immediately before that time, 
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(f) section 48 does not apply to the corporation for the taxation year in which 
it is deemed by paragraph (e) to have disposed of its property, and 


(g) each property deemed by paragraph (e) to have been disposed of by the 
corporation shall be deemed to have been reacquired by it immediately after 
the particular time at a cost equal to the proceeds of disposition of the pro- 
perty as determined in that paragraph. 


Definitions [s. 88.1]: “adjusted cost base” — 54, 248(1); “class of shares” — 248(6); 
“corporation” — 248(1), Interpretation Act 35(1); “disposition”, “filing-due date, 
“Minister” — 248(1); “private corporation” — 89(1), 248(1); “property”, “share”, 
“SIFT trust wind-up event”, “SIFT wind-up entity” — 248(1); “taxable Canadian cor- 
poration” — 89(1), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


89. (1) Definitions — In this subdivision, 


“adjusted taxable income” of a corporation for a taxation year is 
the amount determined by the formula 


A-B-C 
where 
A is 
(a) unless paragraph (b) applies, the corporation’s taxable in- 
come for the taxation year, and 


(b) if the corporation is a deposit insurance corporation in the 
taxation year, nil, 


B_ is the amount determined by multiplying the amount, if any, de- 
ducted by the corporation under subsection 125(1) for the taxa- 
tion year by the quotient obtained by dividing 100 by the rate of 
the deduction provided under that subsection for the taxation 
year, and 

Cuis 

(a) if the corporation is a Canadian-controlled private corpo- 
ration in the taxation year, the lesser of the corporation’s ag- 
gregate investment income for the taxation year and the cor- 
poration’s taxable income for the taxation year, and 

(b) in any other case, nil; 

Related Provisions: 89(1)“general rate income pool” A:D — Application of adjusted 

taxable income; 257 — Formula cannot calculate to less than zero. 


History: The definition “adjusted taxable income” in subsec. 89(1) added by 2009, c. 
2, subsec. 22(3), applicable to 2006 et seq. 


“Canadian corporation” at any time means a corporation that is 
resident in Canada at that time and was 


(a) incorporated in Canada, or 


(b) resident in Canada throughout the period that began on June 
18, 1971 and that ends at that time, 


and, for greater certainty, a corporation formed at any particular 
time by the amalgamation or merger of, or by a plan of arrangement 
or other corporate reorganization in respect of, 2 or more corpora- 
tions (otherwise than as a result of the acquisition of property of one 
corporation by another corporation, pursuant to the purchase of the 
property by the other corporation or as a result of the distribution of 
the property to the other corporation on the winding-up of the cor- 
poration) is a Canadian corporation because of paragraph (a) only if 


(c) that reorganization took place under the laws of Canada or a 
province, and 


(d) each of those corporations was, immediately before the par- 
ticular time, a Canadian corporation; 
Related Provisions: 134 — NRO not a Canadian corporation; 219 — Additional tax 
on corporations (other than Canadian corporations) carrying on business in Canada; 
219.1 — Tax when corporation ceases to be Canadian corporation; 248(1)“Canadian 
corporation” — Definition applies to entire Act; 248(1)“corporation” — meaning of 
“incorporated in Canada”; 250 — Resident in Canada. 
History: The definition “Canadian corporation” in subsec. 89(1) substituted by 1994, 
c. 21, subsec. 42(1), applicable June 15, 1994. That definition formerly read: 
“Canadian corporation” at any time means a corporation that was resident in 
Canada at that time and was 


(a) incorporated in Canada, or 


(b) resident in Canada throughout the period commencing June 18, 1971 and 
ending at that time; 
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Interpretation Bulletins: IT-98R2: Investment corporations (archived); IT-291R3: 
Transfer of property to a corporation under subsection 85(1); [T-458R2: Canadian-con- 
trolled private corporation; IT-474R2: Amalgamations of Canadian corporations. 


“capital dividend account” of a corporation at any particular time 
means the amount, if any, by which the total of | 


(a) the amount, if any, by which 


(i) the total of all amounts each of which is the amount if 

any, by which 
(A) the amount of the corporation’s capital gain from a 
disposition (other than a disposition that is the making of 
a gift after December 8, 1997 that is not a gift described 
in subsection 110.1(1)) of a property in the period begin- 
ning at the beginning of its first taxation year (that began 
after the corporation last became a ‘private corporation 
and that ended after 1971) and ending immediately before 
the particular time (in this definition referred to as “the 
Resitre 


~ Proposed. yblsaite —_ - S9C}"capital 


(A) the amount of the ebiporkeir S capt gain — 
Be ag of wat ac reference to subparagraphs ~ 


December 8, 1997 that is not a gift described in subsec- - 
tion 110.1(1)) of a property in the period beginning at 
oe thie beginning of its first taxation year that began after . 
the corporation last became a private corporation and 
_ that ended after 1971 and ending immediately before the 
particular time. ie this ‘definition eed to as Oe 
boro, Pen) ai 

Abglteaton: ‘The July 16; 2010 draft legi ation eae J a vectidicat subsec. 460, 
will ance cl. (a)@A) of the definition “capital dividend account” in subsec. 89(1) 


lead account” are ae to provide that a a eee s Le gain ' : 
or loss from. the disposition of a property is computed for capital dividend account - 
purposes without reference to subparagraph 52(3)(a)Gi) and 53(1)(b)(ii). In general, 
this amendment means that no capital dividend election may be made in Tespect ofa 
corporation’s capital gain from disposing of shares to the extent that gain arises’ be- 
cause the cost of the shares does not include amounts described in those amended 
subparagraphs, which are more fully discussed in the commentary accompanying _ 
those amendments. Essentially, this amendment ensures that those subparagraphs 
cannot be used in conjunction with a capital dividend election to convert corporate 
surplus into capital gains upon which a capital dividend election could be made. 


exceeds the total of 


(B) the portion of the capital gain referred to in clause (A) 
that is the corporation’s taxable capital gain, and 


(C) the portion of the amount, if any, by which the 
amount determined under clause (A) exceeds the amount 
determined under clause (B) from the disposition by it of 
a property that can reasonably be regarded as having ac- 
crued while the property, or a property for which it was 
substituted, 


(1) except in the case of a disposition of a designated 
property, was a property of a corporation (other than a 
private corporation, an investment corporation, a mort- 
gage investment .corporation or a mutual fund 
corporation), 


(II) where, after November 26, 1987, the property be- 
came a property of a Canadian-controlled private cor- 
poration (otherwise than by reason of a change in the 
residence of one or more shareholders of the corpora- 
tion), was a property of a corporation controlled di- 
rectly or indirectly in any manner whatever by one or 
more non-resident persons, or 


(III) where, after November 26, 1987, the property be- 
came.a property of a private corporation that was not 
exempt from tax under this Part on its taxable income, 
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was a property of a corporation exempt from tax under 
this Part on its taxable income, 


exceeds 


(ii) the total of all amounts each of which is the amount, if 
any, by which 


(A) the amount of the corporation’s capital loss from a 
disposition (other than a disposition that is the making of 
a gift after December 8, 1997 that.is not a gift described 
in subsection 110.1(1)) of a property in that period 


exceeds the total of 


(B) the part of the capital loss referred to in clause (A) 
that is the corporation’ s allowable capital loss, and 


(C). the portion of the amount, if any, by which a 
amount determined under clause (A) exceeds the amount 
determined under clause (B) from the disposition by it of 
a property that can reasonably be regarded as having ac- 
crued while the property, ora property for which it was 
substituted, 


(I) except in the case of a disposition of a designated 
property, was a property of a corporation (other than a 

_ private corporation, an investment corporation, a mort- 
gage investment. corporation or a mutual fund 
corporation), 


(II) where, after November 26,1987, the ea be- 
came a property of a Canadian-controlled private cor- 
poration (otherwise than by reason of a change in the 
residence of one or more shareholders of the corpora- 
tion), was a property of a corporation controlled di- 
rectly or indirectly in any manner whatever by one or 
more non-resident persons, or 


(III) where, after November 26, 1987, the property be- 
came a property of a private corporation that was not 
exempt from tax under this Part on its taxable income, 
was a property of a corporation exempt from tax under 
this Part on its taxable income, 


(b) all amounts each of which is an amount in respect of a divi- 

_dend received by the corporation on a share of the capital stock 
of another corporation in the period, which amount was, by vir- 
tue of subsection 83(2), not included in computing the income of 
the corporation, 


(c) the total of all amounts each of which is an amount required 
to have been included under this paragraph as it read in its appli- 
cation to a taxation year that ended before February 28, 2000, 


(c.1) the amount, if any, by which 


(i) '/2 of the total of all amounts each of which is an amount 
required by paragraph 14(1)(b) to be included in computing 
the corporation’s income in respect of a business carried on 
by the corporation fora taxation year that is included in the 
period and that ended after February 27, 2000 and betore Oc- 
tober 18, 2000, 
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exceeds 


(11) where the corporation has deducted an amount under sub- 
section 20(4.2) in respect of a debt established by it to have 
become a bad debt in a taxation year that is included in the 
period and that ended after February 27, 2000 and before Oc- 
tober 18, 2000, or has an allowable capital loss for such a 
year because of the application of subsection 20(4.3), the 
amount determined by the formula 


V+WwW 
where 


V is '2 of the value determined for A under subsection 
20(4.2) in respect of the corporation for the last such taxa- 
tion year that ended in the period, and 


WwW is. %3 of the value determined for B under subsection 
20(4.2) in respect of the corporation for the last such taxa- 
tion year that ended in the period, and 


(iii) in any other case, nil, 
(c.2) the amount, if any, by which. 


(i) the total of all amounts each of which is an amount re- 
quired by paragraph 14(1)(b) to be included in computing the 
corporation’s income in respect of a business carried on by 
the corporation for a taxation year that is included in the pe- 
riod and that ends after October 17, 2000, 


exceeds 


(ii) where the corporation has deducted an amount under sub- 
section 20(4.2) in respect of a debt established by it to have 
become a bad debt in a taxation year that is included in the 
. period.and that ends after October 17,2000, or.has an allow- 
able capital loss for such a year because of the application of 
subsection 20(4.3), the amount determined by the formula 


xX+Y 
where 


X is the value determined for A under subsection 20(4.2) in 
respect of the corporation for the last such taxation year 
that ended in the. period, and 


Y is 3 of the value determined for B under subsection 
20(4.2) in respect of the corporation for the last such taxa- 
tion year that ended in the period, and 


(iii) in any other case, nil, 
(d) the amount, if any, by which the total of 


(i) all amounts each of which is the proceeds of a life insur- 
ance policy of which the corporation was a beneficiary on or 
before June 28, 1982 received by the corporation in the pe- 
riod and after 1971 in consequence of the death of any per- 
son, and 


(ii) all amounts each of which is the proceeds of a life insur- 
ance policy of which the corporation was not a beneficiary 
on or before June 28, 1982 received by the corporation in the 
period and after May 23, 1985 in consequence of the death of 
any person 


exceeds the total of all amounts each of which is the adjusted 
cost basis (within the meaning assigned by subsection 148(9)) of 
a policy referred to in subparagraph (i) or (ii) to the corporation 
immediately before that person’s death, 
(e) the amount of the corporation’s life insurance capital divi- 
dend account immediately before May 24, 1985, 
(f) all amounts each of which is an amount in respect of a distri- 
bution made in the period by a trust to the corporation in respect 
of capital gains of the trust equal to the lesser of 

(i) the amount, if any, by which 

(A) the amount of the distribution, 
exceeds 


(B) the amount designated under Si eaiel 104(21) by 
the trust (other than a designation to which subsection 
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104(21.4) applies) in respect of the net taxable capital 
gains of the trust attributable to those capital gains, and 


(ii) the amount determined by the formula 


AB 
where 


A is the fraction or whole number determined when 1 is 
subtracted from the reciprocal of the fraction under para- 
graph 38(a) applicable to the trust for the year, and 


B is the amount referred to in clause (1)(B), and 


(g) all amounts each of which is an amount in respect of a distri- 
bution made by a trust to the corporation in the period in respect 
of a dividend (other than a taxable dividend) paid on a share of 
the capital stock of another corporation resident in Canada to the 
trust during a taxation year of the trust throughout which the 
trust was resident in Canada equal to the lesser of 


(i) the amount of the distribution, and 


(ii) the amount designated under subsection 104(20) by the 
trust in respect of the corporation in respect of that dividend, 


exceeds the total of all capital dividends that became payable by the 
corporation after the commencement of the period and before the 
particular time; 


Related Provisions: 83(2) — Election to pay capital dividend out of capital divi- 
dend account; 83(2.3) — Life insurance proceeds included under 89(1)“capital divi- 
dend account’’(d); 87(2)(z.1) — Amalgamations — rules applicable — capital dividend 
account; 88(2)(a) — Winding-up of a Canadian corporation; 89(1.1) — Capital divi- 
dend account where control acquired; 89(1.2) — Capital dividend account where cor- 
poration ceases to be exempt; 89(2) — Where corporation is beneficiary; 104(20) — 
Flow-through of capital dividend through trust; 131(11)(e) — Rules re prescribed la- 
bour-sponsored. venture capital corporations; 141.1 — Insurance corporation deemed 
not to be private corporation; 248(5) — Substituted property; 248(8) — Occurrences as 
a consequence of death; 256(5.1), (6.2) — Controlled directly or indirectly. 


History: Cl. (a)(i)(A) of the definition “capital dividend account” in subsec. 89(1) 
amended by 2001, c. 17, subsec. 67(1) to add a missing parenthesis and the words “(in 
this definition referred to as “the period”)”, applicable to dispositions made after De- 
cember 8, 1997, other than a disposition made under a written agreement made before 
December 9, 1997. 


Para. (c) of the definition amended and paras. (c.1) and (c.2) added by the said c. 17, 
subsec. 67(2), applicable in respect of taxation years that end after February 27, 2000. 
Para. (c) formerly read: 


(c) all amounts each of which is an amount in respect of a business carried on by 
the corporation at any time in the period, equal to the amount, if any, by which 
the total of 


(i) where the period commenced before the corporation’s adjustment time, 
the amount, if any, by which 


(A) the total of the amounts in respect of the business required to be 
included in the calculation of the corporation’s cumulative eligible capi- 
tal by reason of the description of E in the definition “cumulative eligi- 
ble capital” in subsection 14(5) with respect to that portion of the period 
preceding its adjustment time 


exceeds the total of 


(B) the cumulative eligible capital of the corporation in respect of the 
business at the commencement of the period, and 


(C) '/2 of the total of the eligible capital expenditures in respect of the 
business that were made or incurred by the corporation during that por- 
tion of the period preceding its adjustment time, 


(ii) ' of the total of the amounts in respect of the business required to be 
included in the calculation of the corporation’s cumulative eligible capital by 
reason of the description of E in the definition “cumulative eligible capital” 
in subsection 14(5) with respect to that portion of the period following its 
adjustment time, and 


(iii) '/3 of all amounts received in the period that were required to be in- 

cluded in the corporation’s income by reason of paragraph 12(1)(i.1) 
exceeds the total of 

(iv) where the period commenced after the corporation’s adjustment time, '/s 


of its cumulative eligible capital in respect of the business at the commence- 
ment of the period, 


(v) '/s of the total of the eligible capital expenditures in respect of the busi- 
ness made or incurred by the corporation with respect to that portion of the 
period after its adjustment time, 


(vi) where the period commenced before the corporation’s adjustment time, 
Y2 of the amount, if any, by which the total of the amounts determined in 
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respect of the corporation under clauses (i)(B) and (C) exceeds the amount 
determined in respect of the corporation under clause (i)(A), and 
(vii) '/ of all amounts deducted by the corporation under subsection 20(4.2) 
in respect of debts established by it to have become bad debts during the 
period, 
Paras. (f) and (g) of the definition added by the said c. 17, subsec. 67(3), applicable to 
elections in respect of capital dividends that become payable after 1997. 
Cls. (a)(i)(A) and (a)(ii)(A) of the definition “capital dividend account” in subsec. 
89(1) amended by 1998, c. 19, subsecs. 17(1) and (2), applicable to dispositions made 
after December 8, 1997, other than a disposition made under a written agreement made 
before December 9, 1997. The cls. formerly read: 


(A) the amount of a capital gain of the corporation realized in the period com- 
mencing on the first day of the first taxation year commencing after the time the 
corporation last became a private corporation and ending after 1971, and ending 
immediately before the particular time 


(A) the amount of a capital loss of the corporation realized in that period 


That portion of cl. (a)(i)(c) and of (a)(ii)(C) preceding subcl. (II) of each in the defini- 
tion “capital dividend account” in subsec. 89(1) amended by 1994, c. 7, Sch. II (1991, 
c. 49), subsecs. 67(1), (2), to substitute “the disposition by it of a property” for “the 
disposition by it of a property, other than a designated property” in that portion preced- 
ing subcl. (1), and to add “except in the case of a disposition of a designated property” 
in subcl. (1), applicable to taxation years ending after November 26, 1987. 


Selected Cases [89(1)“capital dividend account”): Innovative Installation Inc. 
v. R., [2010] 1 C.T:C. 2376 (TCC) (Key man insurance proceeds were “received” by 
corporation where used by named beneficiary to reduce corporate loan); CSI 
Development Corp. v. R., [1999] 3 C.T.C. 2421 (TCC) (Partnership has no capital divi- 
dend account); Tipster Investments Ltd. v. R., [1998] 2 C.T.C. 3005 (TCC) (Business 
investment loss included in definition of capital loss). 


1.T. Application Rules; 32.1(4) (where dividend paid or payable before May 7, 
1974). 

Interpretation Bulletins: IT-66R6: Capital dividends IT-123R4: Disposition of eli- 
gible capital property; IT-123R6: Transactions involving eligible capital property; IT- 
149R4: Winding-up dividend; IT-430R3: Life insurance proceeds received by a private 
corporation or a partnership as a consequence of death; IT-484R2: Business investment 
losses. 


1.T. Technical News: 10 (life insurance policy used as security for indebtedness); 25 
(Silicon Graphics case — dispersed control is not control). 


Advance Tax Rulings: ATR-54: Reduction of paid-up capital. 


“designated property” means 


(a) any property of a private corporation that last became a pri- 
vate corporation before November 13, 1981 and that was ac- 
quired by it 

(i) before November 13, 1981, or 


(ii) after November 12, 1981 pursuant to an agreement in 
writing entered into on or before that date, 


(b) any property of a private corporation that was acquired by it 
from another private corporation with whom the private corpora- 
tion was not dealing at arm’s length (otherwise than by virtue of 
a right referred to in paragraph 251(5)(b)) at the time the pro- 
perty was acquired, where the property was a designated pro- 
perty of the other private corporation, 


(c) a share acquired by a private corporation in a transaction to 
which section 51, subsection 85(1) or section 85.1, 86 or 87 ap- 
plied in exchange for another share that was a designated pro- 
perty of the corporation, or 


(d) a replacement property (within the meaning assigned by sec- 
tion 44) for a designated property disposed of by virtue of an 
event referred to in paragraph (b), (c) or (d) of the definition 
“proceeds of disposition” in section 54; 

Related Provisions: 89(1)“capital dividend account’’(a)(i)(C)(1), 89(1)‘‘capital divi- 


dend account”(a)(ii)(C)(I) — Application to capital dividend account; 129(4. oA — Ap- 
plication of definition to s. 129. 


Interpretation Bulletins: IT-66R6: Capital dividends; IT-243R4: Dividend refund to 
private corporations. 


“eligible dividend” means 


(a) a taxable dividend that is received by a person resident in 
Canada, paid after 2005 by a corporation resident in Canada and 
designated, as provided under subsection (14), to be an eligible 
dividend, and 
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(b) in respect of a person resident in Canada, an amount that is 

deemed by subsection 96(1.11) or 104(16) to be a taxable divi- 

dend that is received by the person; 
Related Provisions: 82(1)(a.1), 82(1)(b)(ii) — 45% gross-up for eligible. dividend; 
89(14) — Designation of eligible dividend; 96(1.11)(b) — Publicly-traded partnership 
distribution deemed to be eligible dividend; 104(16) — Income trust distribution 
deemed to be eligible dividend; 121 — 11/18ths dividend tax credit for eligible divi- 
dend; 185.1 — Penalty tax on excessive eligible dividend designation; 248(1) “eligible 
dividend” — Definition applies to entire Act; 260(1.1), (5) — Dividend ie wenon 
payment deemed to be eligible dividend. 


History: The definition “eligible dividend” in subsec. 89(1) amended by 2007, c. 29, s. 
6, deemed to have come into force on October 31, 2006. It formerly read: } 


“eligible dividend” means a taxable dividend that is received by a person resi- 
dent in Canada, paid after 2005 by a corporation resident in Canada and desig- 
nated, as provided under subsection (14), to be an eligible dividend; 


The definition “eligible dividend” added to subsec. 89(1) by 2007, c. 2, subsec. 47(1), 
applicable to taxation years that end after 2005. 


LT. Technical News: 41 (eligible dividend designation). 


Kexgassive eligible dividend designation”, made by a corporation 
in respect of an eligible dividend paid by the corporation at any 
time in a taxation year, means 


(a) unless paragraph (c) applies to the dividend, if the corpora- 
tion is in the taxation year a Canadian-controlled private corpo- 
ration or a deposit insurance corporation, the amount, if any, de- 
termined by the formula 


is 
(Ads BY % 7 


where 


A is the total of all amounts each of which is the amount of an 
eligible dividend paid by the corporation in the taxation year, 


B is the greater of nil and the corporation’s general rate income 
pool at the end of the taxation year, and 


C is the amount of the eligible dividend, 


(b) unless paragraph (c) applies to the dividend, if the corpora- 
tion is not a corporation described in paragraph (a), the amount, 
if any, determined by the formula 

B 


Ax= 
C 


where 
A is the lesser of 


(i) the total of all amounts each of which is an eligible 
dividend paid by the corporation at that time, and 


(ii) the corporation’s low rate income pool at that time, 
B_ is the amount of the eligible dividend, and 


C is the amount determined under subparagraph (i) of the 
description of A, and, 


(c) an amount equal to the amount of the eligible dividend, if it 

is reasonable to consider that the eligible dividend was paid in a 

transaction, or as part of a series of transactions, one of the main 

purposes of which was to artificially maintain or increase the 

corporation’s general rate income pool, or to artificially main- 

tain or decrease the corporation’s low rate income pool; 
Related Provisions: 125(7)“Canadian-controlled private corporation’(d) — Election 
not to be CCPC for purposes of definition; 185.1 — Penalty tax. on excessive designa- 
tion; 248(1)“excessive eligible dividend designation” — Definition applies to entire 
Act; 248(10) — Series of transactions; 257 — Formula cannot calculate to less than 
Zero. 


History: The definition “excessive eligible dividend designation” added to subsec. 
89(1) by 2007, c. 2, subsec. 47(1), applicable to taxation years that end after 2005S. 


“general rate factor” of a corporation for a taxation year is the 
total of 


(a) that proportion of 0.68 that the number of days in the taxa- 
tion year that are before 2010 is of the number of days in the 
taxation year, 
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(b) that proportion of 0.69 that the number of days in the taxa- 
tion year that are in 2010 is of the number of days in the taxation 
year, 


(c) that proportion of 0.70 that the number of days in the taxa- 
tion year that are in 2011 is of the number. of days in the taxation 
year, and 


(d) that proportion of 0.72 that the number of days in the taxa- 
tion year that are after 2011 is of the number of days in the taxa- 
tion year; 

Related Provisions: 89(1)“general rate income pool”A:D — Application of factor. 


History: The definition “general rate factor” in subsec. 89(1) added. by 2009, c. 2, 
subsec. 22(3), applicable to 2006 et seq. 


“general rate income pool” at the end of a particular taxation year, 
of a taxable Canadian corporation that is a Canadian-controlled pri- 
vate corporation or a, deposit insurance corporation in the particular 
taxation year, is the positive or. negative amount determined by the 
formula 


A-B 
where 


A is the positive or negative amount that would, before taking into 
consideration the specified future tax consequences for the par- 
ticular taxation year, be determined by the formula 


C+D+E+F-G 
where 


C is the corporation’s general rate income pool at the end of its 
preceding taxation year, 


D is the amount, if any, that is the product of the corporation’s 
general rate factor for the particular taxation year multiplied 
by, its adjusted taxable income. for the particular taxation 
year, 


E is the total of all amounts each of which is 


(a) an eligible dividend received by the corporation in the 
particular taxation year, or 


(b) an amount deductible under section 113 in computing 
the taxable income of the corporation for the particular 
taxation year, . 


Fis the total of all amounts determined under subsections (4) 
to (6) in respect of the corporation for the particular taxation 
year, and 

G is 

(a) unless paragraph (b) applies, the amount, if any, by 
which 


(i) the total of all amounts each of which is the amount 
of an eligible dividend paid by the corporation in its 
preceding taxation year 


exceeds 
(ii) the total of all amounts each of which is an exces- 


sive eligible dividend designation made by the corpo- 
ration in its preceding taxation year, or 


(b) if subsection (4) applies to the corporation in the par- 
ticular taxation year, nil, and 
Bis the amount determined by the formula 


Hx (1—J) 
where 


H_ is the corporation’s general rate factor for the particular taxa- 
tion year, 


I. is. the total of the corporation’s full rate taxable incomes (as 
would be defined in the definition “full. rate taxable income” 
in subsection 123.4(1), if that definition were read without 
reference to its subparagraphs (a)(i) to (iii)). for the corpora- 
tion’s preceding three taxation years, determined without tak- 
ing into consideration the specified future tax consequences, 
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for those preceding taxation years, that arise in respect of the 
particular taxation year, and 


J is the total of the corporation’s full rate taxable incomes (as 
would be defined in the definition “full rate taxable income” 
in subsection 123.4(1), if that definition were read without 
reference to its subparagraphs (a)(i) to (iii)) for those preced- 
ing taxation years; 


- Proposed Amendment — peas )“general rate income 
poo!” Mork 
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Related Provisions: 82(1)(b)(ii) — Dividend paid out of general rate income pool 
eligible for high dividend tax credit; 89(1)“low rate income pool” — Other income; 
89(4) — GRIP addition on becoming CCPC; 89(5), 87(2)(vv) — GRIP. addition on 
amalgamation; 89(6), 87(2)(vv), 88(1)(e.2)(ix) — GRIP addition on windup; 89(7) — 
GRIP addition for 2006; 125(7)“Canadian-controlled private corporation”(d) — Elec- 
tion not to be CCPC for purposes of definition; 248(1)“general rate income pool” — 
Definition applies to entire Act; 257 — Formula cannot calculate to less than zero un- 
less stated otherwise. 


History: The definition “general rate income pool” in subsec. 89(1) amended by 2009, 
c. 2, subsec. 22(1), applicable to 2006 et seq. The definition formerly read: 


“general rate income pool” at the end of a particular taxation year, of a taxable 
Canadian corporation that is a Canadian-controlled private corporation or a de- 
posit insurance corporation in the particular taxation year, is the positive or nega- 
tive amount determined by the formula 


A-B 
where 


A is the positive or negative amount that would, before taking into considera- 
tion the specified future tax consequences for the particular taxation year, be 
determined by the formula 


C+ 0.68(D -E-F)+G+H-I 
where 
C is the corporation’s general rate income pool at the end of its preceding 
taxation year, 
D is 
(a) unless paragraph (b) applies, the corporation’s taxable income 
for the particular taxation year, and 
(b) if the corporation is a deposit insurance corporation in the partic- 
ular taxation year, nil, 
Eis the amount determined by multiplying the amount, if any, deducted 
by the corporation under subsection 125(1) for the particular taxation 
year by the quotient obtained by dividing 100 by the rate of the deduc- 
tion provided under that subsection for the particular taxation year, 
F) 4s 
(a) if the corporation is a Canadian-controlled private corporation in 
the particular taxation year, the lesser of the corporation’s aggregate 
investment income for the particular taxation year and the corpora- 
tion’s taxable income for the particular taxation year, and 
(b) in any other case, nil, 

G _ is the total of all amounts each of which is 


(a) an eligible dividend, received by the corporation in the particular 
taxation year, or 


(b) an amount deductible under section 113 in computing the taxa- 
ble income of the corporation for the particular taxation year, 


H_ is the total of all amounts determined under subsections (4) to (6) in 
respect of the corporation for the particular taxation year, and 


I is 
(a) unless paragraph (b) applies, the amount, if any, by which 
(i) the total of all amounts each of which is the amount of an 
eligible dividend paid by the corporation in its preceding taxa- 
tion year 
exceeds 


(ii) the total of all amounts each of which is an excessive eligi- 
ble dividend designation made by the corporation in its preced- 
ing taxation year, or 


(b) if subsection (4) applies to the hep pe in the particular taxa- 
tion year, nil, and 
B_ is 68% of the amount, if any, by which 
(a) the total of the corporation’s full rate taxable incomes (as would be 


defined in’ the definition ‘full rate taxable income” in subsection 
123.4(1), if that definition were read without reference to its subpara- 
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graphs (a)(i) to (iii)) for the corporation’s preceding three taxation years, 
determined without taking into consideration the specified future. tax 
consequences, for those preceding taxation years, that arise in respect of 
the particular taxation year, 
exceeds 
(b) the total of the corporation’s full rate taxable incomes (as would be . 
defined in the definition ‘full, rate taxable income” in subsection 
123.4(1), if that definition were read without reference to its subpara- 
graphs (a)(i) to (iii)) for those preceding taxation years; 
The definition “general rate income pool” added to subsec. 89(1) by 2007, c. 2, subsec: 
47(1), applicable to taxation years that end after 2005. 


Forms: T2 SCH 53: General rate income .pool (GRIP) calculation. 


“life insurance capital dividend account [para. 89(1)(b.2)]’’ — 
[Repealed under former Act] 


“ow rate income pool’, at any particular time in a particular taxa- 
tion year, of a corporation (in this definition referred to as the “non- 
CCPC’) that is resident in Canada and is in the particular taxation 
year neither a Canadian-controlled private corporation nor a deposit 
insurance corporation, is the amount determined by the formula 


(A+B+C+D+E+F)-(G+H) 
where 


A is the non-CCPC’s low rate income pool at the end of its preced- 
ing taxation year, 

B is the total of all amounts each of which is an amount deductible 
under section 112 in computing the non-CCPC’s taxable income 
for the year in respect of a taxable dividend (other than an eligi- 
ble dividend) that became payable, in the particular taxation year 
but before the particular time, to the non-CCPC by a corporation 
resident.in Canada, 


C is the total of all amounts detdtmnihbd under subsections (8) to 
(10) in respect of the non-CCPC for the particular taxation year, 
Dis 
(a) if the non-CCPC would, but for paragraph (d) of the defi- 
nition “Canadian-controlled private corporation” in subsec- 
tion 125(7), be a Canadian-controlled private corporation in 
its preceding taxation year, 80% of its aggregate investment 
income for its preceding taxation year, and 


(b) in any other case, nil, 


(a) if the non-CCPC was not a Canadian-controlled private 
corporation in its preceding taxation year, 80% of the amount 
determined by multiplying the amount, if any, deducted by 
the corporation under subsection 125(1) for that preceding 
taxation year by the quotient obtained by dividing 100 by the 
rate of the deduction provided under that subsection for that 
preceding taxation year, and 


(b) in any other case, nil, 

Fads 
(a) if the non-CCPC was an investment corporation in its pre- 
ceding taxation year, four times the amount, if any, deducted 


by it under subsection 130(1) for its preceding taxation year, 
and 


(b) in any other case, nil, 


G is the total of all amounts each of which is a taxable dividend 
(other than an eligible dividend, a capital gains dividend within 
the meaning assigned by subsection 130.1(4) or 131(1) ora tax- 
able dividend deductible by the non-CCPC under subsection 
130.1(1) in computing its income for the particular taxation year 
or for its preceding taxation year) that became payable, in the 
particular taxation year but before the particular time, by the 
non-CCPC, and 

His the total of all amounts each of which is an excessive eligible 
dividend designation made by the non-CCPC in the particular 
taxation year but before the particular time; 


Related Provisions: 82(1)(b)(ii) — Dividend paid out of general rate income pool 
eligible for high dividend tax credit; 89(1)“general rate income pool” — Other income; 
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89(8) — LRIP addition on ceasing to be CCPC; 89(9), 87(2)(ww)— LRIP addition on 
amalgamation; 89(10), 87(2)(ww), 88(1)(e.2)(ix) —LRIP- addition on windup; 
125(7)“Canadian-controlled private corporation’(d) — Election not to be, CCPC for 
purposes of definition; 248(1)“low rate income pool” — Definition applies to entire 
Act; 257 — Formula cannot calculate to less than zero. 


History: The definition “low rate income pool” added to subsec. 89(1) by 2007, c. 2, 
subsec. 47(1), applicable to taxation years that end after 2005, except that in applying 
the definition for taxation years that began before 2006, the description of B shall be 
read as follows: ; 


B is the total of all amounts each of which is an amount deductible under sec- 
tion 112 in computing the non-CCPC’s taxable income for the year in re- 
spect of a taxable dividend (other than an eligible dividend) that became 
payable, in the particular taxation year and after 2005, but before the particu- 
lar time; to the non-CCPC by°a' corporation resident in Canada, 


‘paid-up. capital’ at any particular time means, 


(a) in respect of a share of any class of the capital stock of a 
corporation, an amount equal'to the paid-up capital at that time, 
in respect of the class of shares of the capital stock of the corpo- 
ration to which that share belongs, divided by the number of is- 
sued shares of that class outstanding at that time, 


(b) in respect of a class of shares of the capital stock. of a 
corporation, 


(i) where the particular time is before May 7, 1974, an 
amount equal to the paid-up capital’in respect’ of that class of 
shares at the particular time, computed without ieference to 
the provisions of this Act, 


(ii) where the particular time is after May 6, 1974, and before 
April 1, 1977, an amount equal to the paid-up capital in re- 
spect of that class of shares at the particular time, computed 
in accordance with the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, as it read c on March 31, 
1977, and 


(iii) where the particular time. is after Monch ae “1977, an 
amount equal to the paid-up capital in respect of that class of 
shares at the particular time, computed without reference to 
the provisions of this Act except subsections 51(3) and 
66.3(2) and. (4), sections 84.1 and 84.2, subsections 85(2.1), 
85.1(2.1) and (8), 86(2.1), 87(3) and (9), 128.1(2).and (3), 
138(11.7), 139.1(6) and (7), 192(4. Y and 194(4. 1) and sec- 
tion 212.1, 


except that, where the corporation is a ae corporation 
(within the meaning assigned by subsection 136(2)) or a‘credit 
union and the statute by or under which it was incorporated does 
not provide for paid-up capital in respect of a class of shares, the 
paid-up capital in respect of that class of shares at the particular 
time, computed without reference to the provisions of this Act, 
shall be deemed to be the amount, if any, by which. 


(iv) the total of the amounts received by the corporation in 
respect of shares of that class issued and outstanding at that 
time 


exceeds 


(v) the total of all amounts each of which is an amount or 
part thereof described in subparagraph (iv) repaid by the cor- 
poration to persons who held any of the issued shares of that 
class before that time, and 


(c) in respect of all the shares of the capital stock of a corpora- 
tion, an amount equal to the total of all amounts each of which is 
an amount equal to the paid-up capital in respect of any class of 
shares of the ey ale stock of the corporation at the particular 
time; 


Related Provisions: 51(3) — Exchange of convertible property; 66,3(2) — Explora- 
tion and development shares — deductions from PUC; 66.3(4) — PUC of flow-through 
share; 84.1 — Grind of PUC on non-arm’s length sales of shares; 84.2 — Computation 
of PUC in respect of particular class of shares; 85(2.1) — Transfer of property to cor- 
poration by shareholders — computation of PUC; 85.1(2.1)— Share for share ex- 
change — computation of PUC; 86(2.1)—Internal reorganization; 87(3), (3.1)— 
Amalgamation — computation of PUC; 87(9)(b) — PUC following triangular amalga- 
mation; 128.1(2), (3) — Corporation becoming resident in Canada; 138(11.7) — Insur- 
ance corporations — computation of PUC; 139.1(6), (7) — PUC after demutualization 
of insurer; 192(4.1), 194(4.1) — Computing PUC after SPTC or SRTC designation; 
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212.1 —Non-arm’s length sale of shares by non-resident; 248(1)“paid-up.capital” — 

Definition applies to entire Act; 248(6) — Series of shares; 261(7)(g) — Functional 

currency reporting. 

History: Subpara. (b)(iii) of “paid-up capil | in subsec. 89(1) amended to substitute 

“85.1(2.1) and (8)” for “85.1(2.1)” by 2009, c. 2, subsec. 22(2), applicable after De- 

cember 19, 2007. 

Subpara. (b)(iii) of the definition “paid-up capital” amended by 2000, c. 19, s. 14, ap- 

plicable after December 15, 1998. The subpara. formerly read: 
(iii) where the particular time is after March 31, 1977, an amount equal to the 
paid-up capital in respect of that class of shares at the particular time, computed 
without reference to the provisions of this Act except: subsections 51(3) and 
66.3(2), and (4), sections 84.1 and 84.2, subsections 85(2:1),.85.1(2.1), 86(2.1), 
87(3) and (9), 128.1(2) and (3), 138(11.7), 192(4.1) and 194(4.1) and section 
2AD. 1, 

Subpara. (b)(iii) of the definition “paid-up capital” in subsec. 89(1) substituted by 

1994, c..21, subsec. 42(2), applicable to determinations of paid-up capital after August 

1992, except that, in applying the subpara. before 1993, it shall be read without refer- 

ence to “128.1(2) and (3)”. That subpara. formerly read: 
(iii) where the particular time is:after March 31,1977, an amount equal to the 
paid-up capital in respect of that class of shares at the particular time, computed 
without reference to the provisions of this Act except subsections 66.3(2) and 
(4), ‘sections 84.1 and 84.2, subsections 85(2.1), 85.1(2.1), '87(3) and (9), 
138(11.7); 192(4.1) and-194(4.1) and section 212.1, 

That portion of para: (b) of “paid-up capital” following subpara. (iti) added by 1994, c. 

7, Sch. II (1991, c. 49), subsec. 67(3), applicable after 1988. 


1.T. Application ‘Rules: 69 (meaning of ‘‘chapten 148: of «..”): | 


Interpretation Bulletins: IT-88R2:' Stock dividends; IT-463R2: Paid-up capital; IT- 
489R: Non-arm’s length sale: of shares’ to a:corporation. 
Advance Tax Rulings: ATR-27: Exchange and acquisition of interests in capital 
properties through rolloyers and winding-up (“butterfly”); ATR-28: Redemption of 
capital stock of family farm corporation; ATR-35: Partitioning of assets to get specific 
ownership — “butterfly”; ATR-54: Reduction of paid-up capital. 


‘paid-up capital deficiency [para. 89(1)(d)]” and “paid-up capi- 
tal limit [para. 89(1)(e)]’’ — [Repealed. under former Act] 


“private corporation” at any particular time means‘a corporation 
that, at the: particular time, is resident in Canada; is not a’ public 
corporation and is not controlled by one or more public corpora- 
tions (other than prescribed venture capital corporations) or pre- 
scribed federal Crown corporations or by any combination thereof 
and, for greater certainty, for the purposes of.determining at any 
particular, time .when a. corporation last; became..a_. private 
corporation, 


(a) ‘a corporation ‘that was a private corporation at the com- 
mencement of its’ 1972 taxation year and thereafter without in- 
terruption until the particular time shall be, deemed to, have last 
become a private.corporation at.the.end.of its 1971 taxation 
year, and 


(b) a corporation incorporated after 1971 that was a private cor- 
poration at the time of its incorporation and thereafter without 
interruption until,the particular time shall be-deemed to have last 
become a private corporation immediately before the time of its 
incorporation; 
Related Provisions: 27(2) — Crown corporations; 134 — NRO deemed not private 
corporation; 136(1)— Cooperative corporation not private corporation; 137(7) — 
Credit union not private corporation; 137.1(6) — Deposit insurance corporation not 
private corporation; 141.1 — Insurance corporation ‘not private corporation for certain 
purposes; 186(5)— Subject corporation deemed private corporation for certain pur- 
poses; 227(16) — Municipal or provincial corporation deemed not private corporation 
for Part IV tax; 248(1)“private corporation” — Definition applies to entire Act; 250 — 
Resident in Canada; 256(6), (6,1) — Meaning of “controlled”. 


History: That portion of the definition “private corporation” preceding para. (a) substi- 
tuted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 67(4), applicable after July 13, 1990. 
That portion formerly read: 


“private corporation” at any particular time means a corporation that, at the par- 
ticular time, was resident in Canada, was not a public corporation, and was not 
controlled by one or more public corporations and for greater certainty for the 
purposes of determining, at any, particular time, when.a corporation last became 
a private corporation, , 


Selected Cases [89(1)“private corporation”]: Sedona Networks Corp. v. R., 
[2006] 3.C.T.C. 2159 (TCC) (Deeming rules deem states of facts'to exist, but do not 
effect any actual transfers). 

Regulations: 6700 (prescribed venture capital corporation); 7100 (prescribed federal 
Crown corporation): 
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1.T. Application Rules: 50(1) (status of corporation in 1972 taxation year). 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
391R: Status of corporations; IT-458R2: Canadian-controlled private corporation. 


1.T. Technical News: 25 (Silicon Graphics case — dispersed control is not control). 


“public corporation” at any particular time means 


(a) a corporation that is resident in Canada at the particular time 
if at that time a class of shares of the capital stock of the corpo- 
ration is listed on a designated stock exchange in Canada, 


(b) a corporation (other than a prescribed labour-sponsored ven- 
ture capital corporation) that is resident in Canada at the particu- 
lar time if at any time after June 18, 1971 and 


(i) before the particular time, it elected in prescribed manner 
to be a public corporation, and at the time of the election it 
complied with prescribed conditions relating to the number 
of its shareholders, the dispersal of ownership of its shares 
and the public trading of its shares, or 


(ii) before the day that is 30 days before the day that includes 
the particular time it was, by notice in writing to the corpora- 
tion, designated by the Minister to be a public corporation 
and at the time it was so designated it complied with the con- 
ditions referred to in subparagraph (i), 


unless, after the election or designation, as the case may be, was 
made and before the particular time, it ceased to be a public cor- 
poration because of an election or designation under paragraph 
(c), or 


(c) a corporation (other than a prescribed labour-sponsored ven- 
ture capital corporation) that is resident in Canada at the particu- 
lar time if, at any time after June 18, 1971 and before the partic- 
ular time it was a public corporation, unless after the time it last 
became a public corporation and 


(i) before the particular time, it elected in prescribed manner 
not to be a public corporation, and at the time it so elected it 
complied with prescribed conditions relating to the number 
of its shareholders, the dispersal of ownership of its shares 
and the public trading of its shares, or 


(ii) before the day that is 30 days before the day that includes 
the particular time, it was, by notice in writing to the corpo- 
ration, designated by the Minister not to be a public corpora- 
tion and at the time it was so designated it complied with the 
conditions referred to in subparagraph (1), 


and where a corporation has, on or before its filing-due date for its 
first taxation year, become a public corporation, it is, if it so elects 
in its return of income for the year, deemed to have been a public 
corporation from the beginning of the year until the time when it so 
became a public corporation; 


Related Provisions: 13(27)(f) — Restriction on deduction before available for use; 
87(2)(1i) — Amalgamations — public corporation; 130.1(5)— Mortgage investment 
corporation deemed to be public corporation; 141(2) — Life insurance corporation 
deemed to be public corporation; 141(3) — Life insurance holding corporation deemed 
to be public corporation; 248(1)“public corporation” — Definition applies to entire 
Act; 250 — Resident in Canada. 


History: Para. (a) of the definition “public corporation” in subsec. 89(1) amended to 
substitute “designated stock exchange” for “prescribed stock exchange” by 2007, c. 35, 
s. 23, applicable after December 13, 2007. 


The definition “public corporation” in subsec. 89(1) amended by 1998, c. 19, subsec. 
17(3), applicable to 1995 et seq. The definition formerly read: 


“public corporation” at any particular time means a corporation that was resident 
in Canada at the particular time, if 


(a) at the particular time, a class or classes of shares of the capital stock of 
the corporation were listed on a prescribed stock exchange in Canada, 


(b) at any time after June 18, 1971 and 


(i) before the particular time, it elected in prescribed manner to be a 
public corporation, and at the time of the election it complied with pre- 
scribed conditions relating to the number of its shareholders, dispersal of 
ownership of its shares, public trading of its shares and size of the cor- 
poration, or 


(ii) before a day 30 days before the particular time, it was, by notice in 
writing to the corporation, designated by the Minister to be a public cor- 
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poration, and at the time it was so designated it complied with the condi- 
tions referred to in subparagraph (i), 


unless subsequent to the election or designation, as the case may be, and 
before the particular time, it ceased to be a public corporation by virtue of 
paragraph (c), or 

(c) at any time after June 18, 1971 and before the particular time, it was a 
public corporation, unless after the time it last became a public corporation 
and 


(i) before the particular time, it elected in prescribed manner not to be a 
public corporation, and at the time it so elected it complied with pre- 
scribed conditions relating to the number of its shareholders, dispersal of 
ownership of its shares and public trading of its shares, or 


(ii) before a day 30 days before the particular time, it was, by notice in 
writing to the corporation, designated by the Minister not to be a public 
corporation, and at the time it was so designated it complied with the 
conditions referred to in subparagraph (i), 


in which case it shall be deemed thereupon to have ceased to be a public 

corporation, 
except that where a corporation’s first taxation year ended after 1971 and the 
corporation has, after 1971 and on or before the day on or before which it was 
required by section 150 to file its return of income for that year, become a public 
corporation, it shall, if it so elected in that return, be deemed to have been a 
public corporation from the commencement of that year until the day on which it 
so became a public corporation; 


Regulations: 4800, 4803 (prescribed conditions); 6701 (prescribed labour-sponsored 
venture capital corporation). 


1.T. Application Rules: 50 (status of corporation in 1972 taxation year). 


Interpretation Bulletins: [T-98R2: Investment corporations (archived); IT-176R2: 
Taxable Canadian property — interests in and options on real property and shares; IT- 
391R: Status of corporations; IT-458R2: Canadian-controlled private corporation. 


Forms: T2067: Election not to be a public corporation; T2073: Election to be a public 
corporation. 


“tax equity [para. 89(1)(h)]” — 


“taxable Canadian corporation” means a corporation that, at the 
time the expression is relevant, 


[Repealed under former Act] 


(a) was a Canadian corporation, and 


(b) was not, by virtue of a statutory provision, exempt from tax 
under this Part; 


frppened ‘Amendment _ .89(1 )“taxable Canadian 
_ corporation” (b) 


i (b) was en by ‘reason ofa statutory provision « ‘oth tha 1 os _ 
- graph 149(1)(t), exempt from tax under this. Part 


Application: The July 16, 2010 draft legislation (Part d s¢ 
will amend para. (b) of the definition “taxable Canadian corporat n” in subsec. : 
89(1) to read as above, applicable in respect of taxation years that end afte: 999. oe 


Technical Notes (July 2010): Paragraph (b) of the definition “taxable 
corporation” in subsection 89(1) is amended to clarify that a farming or fishing i in- 
surer to which paragraph 149) applies i is a taxable Canadian cotporaban, 


Letter from Dept. of Finance, Feb. 21, 2000: 
Dear [xxx]: 


Thank you for your letter of November 8, 1999 regarding | section 87 of ibe fame: 
Tax Act (the “Act”) and the treatment accorded thereunder to insurance corporations 
earning poo income in ced of the ir giant’ of Eos paid use in 

fishing) = 


In your ae you expen concern that an Boilie of insurers of farmers and 
fishermen partially, or totally, exempt from tax under paragraph 149(1)(t) of the Act 
could trigger significant tax consequences. You ask that I consider amending the Act 
so that insurers of farmers and fishermen can, on amalgamation, benefit rome e tax ; 

rollover Provisions contained i in section 87. 


There does not appear to be a policy reason hey not altowing Gubsecae 871): of the 
Act to apply to an amalgamation of two or more farmers’ and fishermen’s insurers 
described in paragraph 149(1)(t) of the Act. Consequently, I am prepared to support 
an amendment to the Act to provide that subsection 87(1) of the Act apply ilga- 
mations of insurers exempt, or Partially exempt, from tax under ae 1491 (0 

occurring after 1999. ; : 


Thank you for your help advice © on aie matter, : 
Sincerely, oe IGEN 2k SO =: . 


The Honourable Paul Martin, PC, MP... MIRO ENR aS Abi 
Minister of Finance Ainseis ie. CK boat Dens 
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Related Provisions: 134 — NRO deemed not taxable Canadian corporation; 149 — 
Statutory provisions exempting taxpayers from tax under this Part; 248(1)‘‘taxable Ca- 
nadian corporation” — Definition applies to entire Act. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation’ under 
subsection 85(1). : 


“taxable dividend”? means a dividend other than 


(a) a dividend in respect of which the corporation paying the 
dividend has elected in accordance with subsection 83(1) as) it 
read prior to 1979 or in accordance with subsection 83(2), and 
(b) a qualifying dividend paid by a public corporation to share- 
holders of a prescribed class of tax-deferred preferred shares of 
the corporation within the meaning of subsection 83(1). 
Related Provisions: 15.1(1) — Small business development bond interest deemed 
taxable dividend; 15.2(1) —Small business bond interest deemed taxable dividend; 
82(1) — Inclusion of taxable dividend in income; 88(2) — Winding-up of a Canadian 
corporation; 96(1.11)(b) — Publicly-traded partnership distribution deemed to be divi- 
dend; 104(16) — Income trust distribution deemed to be taxable dividend; 129(1.2) — 
Dividends paid to create dividend refund deemed not to be taxable dividends for pur- 
poses of s. 129; 129(7) — Capital gains dividend is not a taxable dividend for purposes 
of dividend refund (s. 129); 142.7(10)(a) — Branch-establishment dividend to foreign 
entrant bank deemed not to be taxable dividend; 248(1)‘taxable dividend” — Defini- 
tion applies to entire Act; 260(5)— Deemed taxable dividend on securities lending 
arrangement. 
Regulations: 2107 (tax-deferred preferred series). 


Interpretation Bulletins: IT-52R4:: Income bonds and income debentures 
(archived); IT-67R3: Taxable dividends from corporations resident in Canada; IT- 
146R4: Shares entitling shareholders to choose taxable or capital dividends. 


‘“tax-paid undistributed surplus on hand [para. 89(1)(k)]’ — 
[Repealed under former Act] 


“1971 capital surplus on hand [para. 89(1)(I)]’’ — [Repealed 
under former Act] 


(1.01) Application of subsec. 138(12) — The definitions in 
subsection 138(12) apply to this section. 


Origin of subsec. 89(1.01): R.S.C. 1985, c. 1 (5th Supp.) (formerly contained in the 
opening words to subsec. 138(12)). 


(1.1) Capital dividend account where control acquired — 
Where at.any particular time after March 31, 1977. a corporation 
that was, at a previous time, a private corporation controlled di- 
rectly or indirectly in any manner whatever by one or more non- 
resident persons becomes a Canadian-controlled private corporation 
(otherwise than by reason of a change in the residence of one or 
more of its shareholders), in computing the corporation’s capital 
dividend account at and after the particular time there shall be de- 
ducted the amount of the corporation’s capital dividend account im- 
mediately before the particular time. 

Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly; 256(7) — 
Where control deemed not acquired. 

Interpretation Bulletins: IT-66R6: Capital dividends. 


(1.2) Capital dividend account of tax-exempt corpora- 
tion — Where at any particular time after November 26, 1987 a 
corporation ceases to be exempt from tax under this Part on its taxa- 
ble income, in computing the corporation’s capital dividend account 
at and after the particular time there shall be deducted the amount of 
the corporation’s capital dividend account (computed without refer- 
ence to this subsection) immediately after the particular time. 
Interpretation Bulletins: IT-66R6: Capital dividends. 


(2) Where corporation is beneficiary — For the purposes of 
this. section, 


(a) where a corporation was a beneficiary under a life insurance 
policy on June 28, 1982, it shall be deemed not to have been a 
beneficiary under such a policy on or before June 28, 1982 
where at any time after December 1, 1982.a prescribed premium 
has been paid under the policy or there has been a prescribed 
increase in any benefit on death under the policy; and 


(b) where a corporation becomes a beneficiary under a life insur- 
ance policy by virtue of an amalgamation or a winding-up to 
which subsection 87(1) or 88(1) applies, it shall be deemed to 
have been a beneficiary under the policy throughout the period 


S. 89(5) 


during which its predecessor or subsidiary, as the case may be, 
was a beneficiary under the policy. 


Regulations: 309 (prescribed increase, prescribed premium), 


(3) Simultaneous dividends — Where a dividend becomes pay- 
able at the same time on more than one class of shares of the capital 


stock of a corporation, for the purposes of sections 83, 84 and 88, 


the dividend on any such class of shares shall be deemed to become 
payable at a different time than the dividend on the other class or 
classes of shares and to become payable in the order designated 


(a) by the corporation on or before the day on or before which 
its return of income for its taxation year in which such dividends 
become payable is required to be filed; or 


(b) in any other case, by the Minister. 


(4) GRIP. addition — becoming CCPC — If, in a particular tax- 
ation year, a corporation is a, Canadian-controlled private corpora- 
tion or a deposit insurance corporation but was, in its preceding tax- 
ation year, a corporation resident in Canada other than a Canadian- 
controlled private corporation or a deposit insurance corporation, 
there may be included in computing the corporation’s general rate 
income pool at the end of the particular taxation year, the amount 
determined by the formula 


A+B+C-D-E-F-G+H 
where 


A is the total of all amounts each of which is the cost amount to the 
corporation of a property immediately before the end of its pre- 
ceding taxation year; 


B_ is the amount of any money of the corporation on hand immedi- 
ately before the end of its preceding taxation year; 


Cis the amount, if any, by. which 


(a) the total of all amounts that, if the corporation had had 
unlimited income for its preceding taxation year from each 
business carried on, and from each property held, by it in that 
preceding taxation year and. had realized an. unlimited 
amount of capital gains for that preceding taxation year, 
would have been deductible under subsection 111(1) in com- 
puting its taxable income for that preceding taxation year 


exceeds 


(b). the total of all amounts deducted under subsection 111(1) 
in computing the corporation’s taxable income for that pre- 
ceding taxation year; 


D is the total of all amounts each of which is the amount of any 
debt owing by the corporation, or of any other obligation of the 
corporation to pay any amount, that was outstanding immedi- 
ately before the end of its preceding taxation year; 


E is the paid up capital, immediately before the end. of its preced- 
ing taxation year, of all of the issued and outstanding shares of 
the capital stock of the corporation; 


Fis the total of all amounts each of which is a reserve deducted in 
computing the corporation’s income for its preceding taxation 
year; 

G is. the corporation’s capital dividend account, if any, immedi- 
ately before the end of its preceding taxation year; and 


H_ is the corporation’s low rate income pool immediately before the 
end of its preceding taxation year. 
Related Provisions: 125(7)‘Canadian-controlled private corporation’’(d) — Election 


not to be CCPC for purposes of 89(4); 249(3.1) — Deemed: year-end on becoming 
CCPC; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 89(4) added by 2007, c. 2, subsec..47(2), applicable to taxation years 
that end after 2005. 


(5) GRIP addition — post-amalgamation — If a Canadian- 
controlled private corporation or a deposit insurance corporation (in 
this subsection referred to as the “new corporation’) is formed as a 
result of an amalgamation (within the meaning assigned by subsec- 
tion 87(1)), there shall be included in computing the new corpora- 
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tion’s general rate income pool at the end of its first taxation year History: Subsec. 89(5) added by 2007, c. 2, subsec. 47(2), applicable to taxation years 


the total of all amounts each of which is 


that end after 2005. 


(a) in respect of a predecessor corporation that was, in its taxa- | (6) GRIP addition — post-winding-up — If subsection 88(1) 
tion year that ended immediately before the amalgamation (in | applies to the winding-up of a subsidiary into a parent (within the 
this paragraph referred to as its “last taxation year’), a Cana- | meanings assigned by that subsection) that is a Canadian-controlled 
dian-controlled private corporation or a deposit insurance corpo- | private corporation or a deposit insurance corporation, there shall be 
ration, the positive or negative amount determined in respect of | included in computing the parent’s general rate income pool at the 
the predecessor corporation by the formula end of its taxation year that immediately follows the taxation year 


A-B 
where 


A is the predecessor corporation’s general rate income pool at 
the end of its last taxation year, and 


B is the amount, if any, by which 


(i) the total of all amounts each of which is an eligible 
dividend paid by the predecessor corporation in its last 
taxation year / 


exceeds 


(ii) the total of all amounts each of which is an excessive 
eligible dividend designation made by the predecessor 
corporation in its last taxation year; or 


(b) in respect of a predecessor corporation (in this paragraph re- 
ferred to as the “non-CCPC predecessor’) that was, in its taxa- 
tion year that ended immediately before the amalgamation (in 
this paragraph referred to as its “last taxation year’), not a Cana- 
dian-controlled private corporation or a deposit insurance corpo- 
ration, the amount determined by the formula 


A+B4+C+D=+E=F-G+H 
where 


A. is the total of all amounts each of which is the cost amount to 
the non-CCPC predecessor of a property immediately before 
the end of its last taxation year, 


B_ is the amount of any money of the non-CCPC predecessor on 
hand immediately before the end of its last taxation year, 


C is the amount, if any, by which 


(1) the total of all amounts that, if the non-CCPC prede- 
cessor had had unlimited income for its last taxation year 
from each business carried on, and from each property 
held, by it in that last taxation year and had realized an 
unlimited amount of capital gains for that last taxation 
year, would have been deductible under subsection 111(1) 
in computing its taxable income for that last taxation year 


exceeds 


(11) the total of all amounts deducted under subsection 
111(1) in computing the non-CCPC predecessor’s taxable 
income for its last taxation year, 


D_ is the total of all amounts each of which is the amount of any 
debt owing by the non-CCPC predecessor, or of any other 
obligation of the non-CCPC predecessor-to pay any amount, 
that was outstanding immediately before the end of its last 
taxation year, 


E is the paid up capital, immediately before the end of its last 
taxation year, of all of the issued and outstanding shares of 
the capital stock of the non-CCPC predecessor, 


F is the total of all amounts each of which is a reserve deducted 
in computing the non-CCPC predecessor’s income for its last 
taxation year, 


G is the non-CCPC predecessor’s capital dividend account, if 
any, immediately before the end of its last taxation year, and 


H_ is the non-CCPC predecessor’s low rate income pool imme- 
diately before the end of its last taxation year. 
Related Provisions: 87(2)(vv) — Application on amalgamation; 88(1)(e.2)(ix) — 
Application on windup; 125(7)“Canadian-controlled private corporation” (d) — Elec- 
tion not to be CCPC for purposes of 89(5); 257 — Formula in para. (b) cannot calculate 
to less than zero. 


546 


during which it receives the assets of the subsidiary on the winding- 
up 


(a) if the subsidiary was, in its taxation year during which its 
assets were distributed to the parent on the winding-up (in this 
paragraph referred to as its “last taxation year’), a Canadian- 
controlled private corporation or a deposit insurance corpora- 
tion, the positive or negative amount determined by the formula 


VAY 298 
where 


A is the subsidiary’s general rate income pool at the end of its 
last taxation year, and 


B is the amount, if any, by which 


(i) the total of all amounts each of which is an eligible divi- 
dend paid by the subsidiary in its last taxation year 


exceeds 


(ii) the total of all amounts each of which is an excessive 
eligible dividend designation made by the subsidiary in its 
last taxation year; and 


(b) in any other case, the amount determined by the formula 


A+ B+¥C+D=+HPF=G=H 
where 


A. is the total of all amounts each of which is the cost amount to 
the subsidiary of a property immediately before the end of its 
taxation year during which its assets were distributed to the 
parent on the winding-up (in this paragraph referred to as its 
“Jast taxation year’), 


B_ is the amount of any money of the subsidiary on hand imme- 
diately before the end of its last taxation year, ; 


~C is the amount, if any, by which 


(i) the total of all amounts that, if the subsidiary had had 
unlimited income for its last taxation year from each busi- 
ness carried on, and from each property held, by it in that 
last taxation year and had realized an unlimited amount of 
capital gains for that last taxation year, would have been 
deductible under subsection 111(1) in computing its taxa- 
ble income for that last taxation year 


exceeds 


(ii) the total of all amounts deducted under subsection 
111(1) in computing the subsidiary’s taxable income for 
its last taxation year, 


D is the total of all amounts each of which is the amount of any 
debt owing by the subsidiary, or of any other obligation of 
the subsidiary to pay any amount, that was outstanding im- 
mediately before the end of its last taxation year, 


E is the paid up capital, immediately before the end of its last 
taxation year, of all of the issued and outstanding shares of 
the capital stock of the subsidiary, 


F is the total of all amounts each of which is a reserve deducted 
in computing the subsidiary’s income for its last taxation 
year, 


G is the subsidiary’s capital dividend account, if any, immedi- 
ately before the end of its last taxation year, and 


H_ is the subsidiary’s low rate income pool immediately before 
the end of its last taxation year. 


Subdivision h — Corporations Resident in Canada 


Related Provisions: 87(2)(vy), 88(1)(e.2)(ix) — Application on windup; 125(7)“Ca- 
nadian-controlled private corporation’ (d) — Election not to be CCPC for purposes of 
89(6); 257 — Formula in para. (b) cannot calculate to less than zero. 


History: Subsec. 89(6) added by 2007, c. 2, subsec. 47(2), applicable ba taxation years 
that end after 2005. 


(7) GRIP addition for 2006 — If a pgeoplunlted was (or, but for 
an election under subsection (11), would have been), throughout its 
first taxation year that includes any part of January 1, 2006, a Cana- 
dian-controlled private corporation, its general rate income pool at 
the end of its immediately, preceding taxation year is.deemed to be 
the greater of nil and the amount determined by the formula 


€ A-B 
where 
A is the total of 


(a) 63% of the total of all amounts each of which is the cor- 

poration’s full rate taxable income’ (as defined in: subsection 

123.4(1)), for'a taxation year of the corporation that ended 

after 2000 and before 2004, determined before taking into 

consideration the specified future tax consequences for that 
~ taxation ‘year, 


(b) 63% of the total. of, all amounts each of which is the cor- 
poration’s full rate. taxable income (as would be defined in 
subsection 123.4(1), if that.definition were read without ref- 
erence to,its subparagraphs (a)(i) and (ii)), for a, taxation year 
of the corporation that ended after 2003 and before 2006, de- 
termined before taking into consideration the specified future 
tax consequences for that taxation year, and 


(c) all amounts each of which was deductible under subsec- 
tion 112(1) in computing the corporation’s taxable income 
for a taxation year of the corporation (in this paragraph re- 
ferred to as the “particular corporation’) that ended after 
2000 and before 2006, and is’ in respect of a dividend re- 
ceived from a corporation (in this paragraph referred to as the 
“payer corporation”) that was, at the time it paid the divi- 
dend, connected (within the meaning assigned by subsection 
186(4)) with the particular corporation, to the extent that it is 
reasonable to consider, having regard to all the circumstances 
(including but not limited to other shareholders having. re- 
ceived dividends from the payer corporation), that the divi- 
dend was attributable to an amount that is, or if this subsec- 
tion applied to the payer corporation would be, described in 
this paragraph or in paragraph (a) or (b) in respect of the 
payer corporation; and 


B. is the total of all amounts each of which is a taxable dividend 
paid by the corporation in those taxation years. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 89(7) added by 2007, c. 2, subsec. 47(2), applicable to taxation years 
that end after 2005 except that it applies only to the first taxation year of a corporation 
that includes any part of January 1, 2006. 


Forms: T2 SCH 53: General rate income pool (GRIP) calculation. 


(8) LRIP addition — ceasing to be CCPC — If, in a particular 
taxation year, a corporation is neither a Canadian-controlled private 
corporation nor a deposit insurance corporation but was, in its pre- 
ceding taxation year, a Canadian-controlled private corporation or a 
deposit insurance corporation, there shall be included in computing 
the corporation’s low rate income pool at any time in the particular 
taxation year the amount determined by the formula 


A+B+C-D-E+~F-G-H 
where 


A. is the total of all amounts each of which is the cost amount to the 
corporation of a property immediately before the end of its pre- 
ceding taxation year; 


B_ is the amount of any money of the corporation on hand immedi- 
ately before the end of its preceding taxation year; 
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C is the amount, if any, by which 


(a) the total of all amounts that, if the corporation had had 
unlimited income for its preceding,taxation year from each 
business carried on, and from each property held, by it in that 
preceding taxation year and had realized an unlimited 
‘amount of capital gains for that preceding taxation year, 
would have been deductible under subsection 111(1) in com- 
puting its taxable income for that preceding taxation year 


exceeds 


(b) the total of all amounts deducted under subsection 111(1) 
in computing the corporation’s taxable income for its preced- 
ing taxation year; 

D is the total of ‘all amounts each of which is the amount of any 
debt owing by the corporation, or-of any other obligation of the 
corporation to pay any amount, that was outstanding immedi- 
ately before the end of its preceding taxation year; 


E is the paid up capital, immediately before the end of its preced- 
ing taxation year, of all of the issued and outstanding shares of 
the capital stock of the corporation; 


F ‘is the total of all amounts each of which is a reserve deducted in 
computing the corporation’s income for its preceding taxation 
year; 
G is 
(a) if the corporation is not a private corporation, in the par- 
ticular taxation year, the corporation’s capital dividend ac- 
count, if any, immediately before the end of its preceding 
taxation year, and 
(b) in any. other case, nil; and 

H is the positive or negative amount determined by the formula 


I-J 

where 

I is the corporation’s general rate income pool at the end of its 
preceding taxation year, and 

J. is the amount, if any, by which 


(a) the total of all amounts each of which is an eligible 
dividend paid by the corporation in its preceding taxation 
year 


exceeds 


(b) the total of all amounts each of which is an excessive 
eligible dividend designation made by the corporation in 
its preceding taxation year. 

Related Provisions: 125(7)“Canadian-controlled private corporation”(d) — Election 


not to be CCPC for purposes of 89(8); 249(3.1) — Deemed year-end on ceasing to be 
CCPC; 257 — First formula cannot calculate to less than zero. 


History: Subsec. 89(8) added by 2007, c. 2, subsec. 47(2), applicable to taxation years 


that end after 2005. 


(9) LRIP addition — amalgamation — Ifa corporation that is 
resident in Canada and that is neither a Canadian-controlled private 
corporation nor a deposit insurance corporation (in this subsection 
referred to as the “new corporation’) is formed as a result of the 
amalgamation or merger of two or more corporations one or more 
of which is a taxable Canadian corporation, there shall be included, 
in computing the new corporation’s low rate income pool at any 
time in its first taxation year the total of all amounts each of which 
is 
(a) in respect: of a predecessor corporation that was, in its taxa- 
tion year that ended immediately before the amalgamation, 
neither a Canadian-controlled private corporation nor a deposit 
insurance corporation, the predecessor corporation’s low rate. in- 
come pool at the end of that taxation year; and 


(b) in respect of a:predecessor corporation (in this paragraph re- 
ferred to as the “CCPC predecessor’) that was, throughout its 
taxation year that ended immediately before the amalgamation 
(in this paragraph referred to as its “last taxation year’’), a Cana- 
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dian-controlled private corporation or a deposit insurance corpo- 
ration, the amount determined by the formula 


Ae per CH Deh —r—-Go=u 
where 


A. is the total of all amounts each of which is the cost amount to 
the CCPC predecessor of a property immediately before the 
end of its last taxation year, 


B is the amount of any money of the CCPC predecessor on 
hand immediately before the end of its last taxation year, 


C is the amount, if any, by which 


(i) the total of all amounts that, if the CCPC predecessor 
had had unlimited income for its last taxation year from 
each business carried on, and from each property held, by 
it in that last taxation year and had realized an unlimited 
amount of capital gains for that last taxation year, would 
have been deductible under subsection 111(1) in comput- 
ing its taxable income for that last taxation year 


exceeds 


(ii) the total of all amounts deducted under subsection 
111(1) in computing the CCPC predecessor’s taxable in- 
come for its last taxation year, 


D is the total of all amounts each of which is the amount of any 
debt owing by the CCPC predecessor, or of any other obliga- 
tion of the CCPC predecessor to pay any amount, that was 
outstanding immediately before the end of its last taxation 
year, 


E is the paid up capital, immediately before the end of its last 
taxation year, of all of the issued and outstanding shares of 
the capital stock of the CCPC predecessor, 


F is the total of all amounts each of which is a reserve deducted 
in computing the CCPC predecessor’s income for its last tax- 
ation year, 

G is 


(i) if the new corporation is not a private corporation in its 
first taxation year, the CCPC predecessor’s capital divi- 
dend account, if any, immediately before the end of its 
last taxation year, and 


(ii) in any other case, nil, and 
H is the positive or negative amount determined by the formula 


qesy. 
where 


I is the CCPC predecessor’s general rate income pool at the 
end of its last taxation year, and 


J is the amount, if any, by which 


(i) the total of all amounts each of which is an eligible 
dividend paid by the CCPC predecessor in its last tax- 
ation year 


exceeds 


(ii) the total of all amounts each of which is an exces- 
sive eligible dividend designation made by the CCPC 
predecessor in its last taxation year. 
Related Provisions: 87(2)(ww) — Application on amalgamation; 88(1)(e.2)(ix) — 
Application on winding-up; 125(7)“Canadian-controlled private corporation”(d) — 
Election not to be CCPC for purposes of 89(9); 257 — Formulas cannot calculate to 
less than zero. 


History: Subsec. 89(9) added by 2007, c. 2, subsec. 47(2), applicable to taxation years 
that end after 2005. 


(10) LRIP addition — winding-up — If, in a particular taxation 
year, a corporation (in this subsection referred to as the “parent’”’) is 
neither a Canadian-controlled private corporation nor a deposit in- 
surance corporation and in the particular taxation year all or sub- 
stantially all of the assets of another corporation (in this subsection 
referred to as the “subsidiary”) were distributed to the parent on a 
dissolution or winding-up of the subsidiary, there shall be included 
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in computing the parent’s low rate income pool at any time in the 
particular taxation year that is at or after the end of the subsidiary’s 
taxation year (in this subsection referred to as the subsidiary’s “last 
taxation year”) during which its assets were distributed to the parent 
on the winding-up, 


(a) if the subsidiary was, in its last taxation year, neither a Cana- 
dian-controlled private corporation nor a deposit insurance cor- 
poration, the subsidiary’s low rate income pool immediately 
before the end of that taxation year; and 


(b) in any other case, the amount determined by the formula 


A-+.B +G—D—B— EG —H 
where 


A is the total of all amounts each of which is the cost amount to 
the subsidiary of a property immediately before the end of its 
last taxation year, 


Bis the amount of any money of the subsidiary on hand imme- 
diately before the end of its last taxation year, 


C is the amount, if any, by which 


(i) the total of all amounts that, if the subsidiary had had 
unlimited income for its last taxation year from each busi- 
ness carried on, and from each property held, by it in that 
last taxation year and had realized an unlimited amount of 
capital gains for that last taxation year, would have been 
deductible under subsection 111(1) in computing its taxa- 
ble income for that last taxation year 


exceeds 


(ii) the total of all amounts deducted under subsection 
111(1) in computing the subsidiary’s taxable income for 
its last taxation year, 


D is the total of all amounts each of which is the amount of any 
debt owing by the subsidiary, or of any other obligation of 
the subsidiary to pay any amount, that was outstanding im- 
mediately before the end of its last taxation year, 


E is the paid up capital, immediately before the end of its last 
taxation year, of all of the issued and outstanding shares of 
the capital stock of the subsidiary, 


F is the total of all amounts each of which is a reserve deducted 
in computing the subsidiary’s income for its last taxation 
year, 

G is 

(i) if the parent is not a private corporation in the particu- 
lar taxation year, the subsidiary’s capital dividend ac- 
count, if any, immediately before the end of its last taxa- 
tion year, and 

(ii) in any other case, nil, and 


H is the positive or negative amount determined by the formula 


L=J 
where 


I is the subsidiary’s general rate income pool at the end of 
its last taxation year, and 


J is the amount, if any, by which 


(1) the total of all amounts each of which is an eligible 
dividend paid by the subsidiary in its last taxation year 


exceeds 


(ii) the total of all amounts each of which is an exces- 
sive eligible dividend designation made by the subsid- 
iary in its last taxation year. 
Related Provisions: 87(2)(ww), 88(1)(e.2)(ix)— Application on winding-up; 
125(7)“Canadian-controlled private corporation”(d) — Election not to be CCPC for 
purposes of 89(10); 257 — Formula in para. (b) cannot calculate to less than zero. 


History: Subsec. 89(10) added by 2007, c. 2, subsec. 47(2), applicable to taxation 
years that end after 2005. ‘ 
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Subdivision i— Shareholders of Non-Resident Corporations 


(11) Election: non-CCPC — Subject to subsection (12), a corpo- 
ration that files with the Minister on or before its filing-due date for 
a particular taxation year an election in prescribed form to have this 
subsection apply is deemed for the purposes described in paragraph 
(d) of the definition “Canadian-controlled private corporation” in 
subsection 125(7) not to be a Canadian-controlled private corpora- 
tion at any time in or after the particular taxation year. 


Related Provisions: 89(12) — Revocation of election; 220(2.1)— Extension of 
time for filing election; 249(3.1) — Deemed year-end on ceasing to be CCPC. 


History: Subsec. 89(11) added by 2007, c. 2, subsec. 47(2), applicable to taxation 
years that end after 2005. 


Forms: T2002: Election, or revocation of an election, not to be a CCPC. 


(12) Revoking élection — If a corporation files with the Minister 
on or before its filing-due date for a particular taxation year a notice 
in prescribed form revoking, as of the end of the particular taxation 
year, an election described in subsection (11), the election ceases to 
apply to the corporation at the end of the particular taxation year. 
Related Provisions: 89(13) — Consent required for re-election. 

History: Subsec. 89(12) added by 2007, c. 2, subsec. 47(2), applicable to taxation 
years that end after 2005. 

Forms: T2002: Election, or revocation of an election, not to be a CCPC. 


(13) Repeated elections — consent required — If a corpora- 
tion has, under subsection (12), revoked an election, any subsequent 
election under subsection, (11) or subsequent revocation under sub- 
section (12) is invalid unless 


(a) the Minister consents in writing to the subsequent election or 
the subsequent revocation, as the case may be; and 


(b) the corporation complies with any conditions imposed by the 
Minister. 


History: Subsec. 89(13) added by 2007, c. 2, subsec. 47(2), applicable to taxation 
years that end after 2005. 


(14) Dividend designation — A corporation designates a divi- 
dend it pays at any time to be an eligible dividend by notifying in 
writing at that time each person or partnership to whom it pays all 
or any part of the dividend that the dividend is an eligible dividend. 
Related Provisions: 185.1 — Penalty tax on excessive eligible dividend designa- 
tion; 248(7)(a) —.Notification deemed received once it is mailed. 

History: Subsec. 89(14) added by 2007, c. 2, subsec. 47(2), applicable to taxation 
years that end after 2005 except that, in respect of a dividend paid before February 21, 
2007, a designation under subsec. 89(14) is deemed to have been made in a timely 
manner if it is made on or before May 22, 2007. 


1.T. Technical News: 41 (eligible dividend designation). 


(15) Meaning of expression “deposit insurance corpora- 
tion” — For the purposes of paragraphs 87(2)(vv) and (ww) (in- 
cluding, for greater certainty, in applying those paragraphs as pro- 
vided under paragraph 88(1)(e.2)), the definitions “excessive 
eligible dividend designation”, “general rate income pool”, and 
“low rate income pool” in subsection (1) and subsections (4) to (6) 
and (8) to (10), a corporation is a deposit insurance corporation if it 
would be a deposit insurance corporation as defined in the defini- 
tion “deposit insurance corporation” in subsection 137.1(5) were 
that definition read without reference to its paragraph (b) and were 
this Act read without reference to subsection 137.1(5.1). 


History: Subsec. 89(15) added by 2007, c. 2, subsec. 47(2), applicable to taxation 
years that end after 2005. 


Definitions [s. 89]: “adjusted taxable income” — 89(1); “adjustment time” — 14(5), 
248(1); “aggregate investment income” — 129(4), 248(1); “allowable capital loss” — 
38(b), 248(1); “amalgamation” — 87(1); “amount” — 248(1); “arm’s length” — 
251(1); “business” — 248(1); “Canada” — 255; “Canadian-controlled private corpora- 
tion” — 125(7), 248(1); “Canadian corporation” — 89(1), 248(1); “capital divi- 
dend” — 83(2)-(2.4), 248(1); “capital gain” — 39(1)(a), 248(1); “capital loss’ — 
39(1)(b), 248(1); “capital property” — 54, 248(1); “class”, “class of shares” — 248(6); 
“connected” — 186(4); “consequence of the death” — 248(8); “controlled” — 256(6), 
(6.1); “controlled directly or indirectly’ — 256(5.1), (6.2); “cooperative corpora- 
tion” — 136(2); “corporation” — 248(1), Interpretation Act 35(1); “cost amount” — 
248(1); “credit union” — 137(6), 248(1); “cumulative eligible capital” — 14(5), 
248(1); “deposit insurance: corporation” — 89(15); “depreciable property” — 13(21), 
248(1); “designated property” — 89(1); “designated stock exchange” — 248(1), 262; 
“dividend” — 248(1); “eligible capital amount’ — 14(1), 248(1); “eligible capital ex- 
penditure” — 14(5), 248(1); “eligible dividend” — 89(1), 248(1), 260(5); “excessive 


behalf of all Canadians.” _ 
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eligible dividend designation” — 89(1), 248(1); “filing-due date” — 248(1); “foreign 
affiliate” —95(1), 248(1);. “general rate factor’ — 89(1); “general rate income 
pool” — 89(1), 248(1); “incorporated in Canada’ — 248(1)“corporation incorporated 
in Canada”; “insurance corporation”, “inventory” — 248(1); “investment corpora- 
tion” — 130(3), 248(1); “life insurance corporation” — 248(1); “life insurance pol- 
icy” — 138(12), 248(1); “low rate income pool” — 89(1), 248(1); “Minister” — 
248(1); “mortgage investment corporation” — 130.1(6), 248(1); “mutual fund corpora- 
tion” — 131(8), 248(1); “non-resident” — 248(1); “paid-up capital” — 89(1), 248(1); 
“parent” — 88(1); “payable” — 84(7); “person”, “prescribed” — 248(1); “prescribed 
labour-sponsored venture capital corporation” — Reg. 6701; “prescribed venture capi- 
tal corporation” — Reg. 6700; “private corporation” — 89(1), 248(1); “property”? — 
248(1); “province” — Interpretation Act 35(1); “public corporation” — 89(1), 248(1); 
“resident in Canada” — 94(3)(a)(vili), 250; “series of transactions” — 248(10); 
“share”, “shareholder”, “specified future tax consequence” — 248(1); “subsidiary” — 
88(1); “substituted” — 248(5); “taxable Canadian corporation” — 89(1), 248(1); “taxa- 
ble capital gain” — 38(a), (a.1), 248(1); “taxable dividend” — 89(1), 248(1); “taxable 
income” — 2(2), 248(1); “taxation year’? —249; “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 
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89.1 [Repealed under former Act] 


Subdivision i — Shareholders of 
Corporations Not Resident in Canada 


90. Dividends received from non-resident corporation — 
In computing the income for a taxation year of a taxpayer resident 
in Canada, there shall be included any amounts received by the tax- 
payer in the year as, on account or in lieu of payment of, or in satis- 
faction of, dividends on a share owned by the taxpayer of the capi- 
tal stock of a corporation not resident in Canada. 

Related Provisions: 82(1) — Dividends received from corporation resident in Can- 
ada; 113(1) — Deduction to corporation for dividend received from foreign affiliate; 
139.1(4)(), (g) —Deemed dividend on demutualization of insurance. corporation; 
139.2 — Deemed dividend on distribution by mutual holding corporation. 
Definitions [s. 90]: “amount” — 248(1); “Canada” — 255; “corporation” — 248(1), 
Interpretation Act 35(1); “dividend” — 248(1); “resident in Canada” — 94(3)(a)(viii), 
250; “share” — 248(1); “taxation year” — 249; “taxpayer” — 248(1). 
Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. 


Possible Future Amendments — Advisory obah on 
‘International Taxation — 


bapariment of Finance news release 2008- 102, Dec. 10, 2008: Minister of 
Finance Receives | eeport From the Advisory Panel on Canada’ s an of Interna- 


businesses, ”” said Minister Flaherty. “In Noeane 2007, we Sabicea an es 
panel to provide recommendations to enhance the fairness and competitiveness of Can- 


economy. _ | look forward t to reviewing those Wbomancnasaons: and I thank the Chair of 
the Panel, Mr. Peter ges and all of oS Pan ~~ for ae — — on 


In addition to Mr. Godsoe, other members of the ae were; Mr. Kevin ‘Pankey: who 
served as Vice-Chair, Mr. James Love, Mr. Nick Pantaleo, Mr. Finn Poschmann, Mr. 
Guy Saint-Pierre and ‘Ms. Cathy Williams. — cs 


‘are available on the Internet at www.apcs 
the Department of Finance Distribution Centre at 613-995-2855. 


For further information, m : a may contact: ‘Chisholm | thier, Press Secretary, Office 
of the Minister of Finance, 613-996-7861; Jack Aubry, Media Relations, Department of 
Finance, 613-996-8080. 


[The following is ‘excerpted fro the Execu 
report is at wy apesit-gercti. ca — ed. : 


ercfi. ca Or y calling 


ne which along with the full 


Our Recommendations 


The Panel has designed an ‘integrated package ob oo on nendarons fori improy- 
ing Canada’s. system of international taxation in the following areas: outbound and in- 
bound tax rules, non-resident hae tenes, and administration, compliance and 
legislative process. 


Two key directives erge ftom appv the Panel's principles: 


_» The federal government should maintain the existing econ for the taxation of 
foreign-source i income of Canadian companies and ex 
system to all active business income earned outside of Canada by foreign piihtes, 


549 


n 
c 
n°) 
vem 
© 
— 
fe) 
‘= 
je) 
O 
~ 
c 
® 
be) 
2) 
® 
ne 
[= 
fe) 
2 


S. 91(1) 


« The federal government should maintain the existing system for the taxation of 
inbound investment and adopt targeted measures to ensure that Canadian-source 
income is properly measured and taxed. 


These principles and the recommendations in our final report are pragmatic ones, re- 
flecting the Panel's belief that Canada’s current international tax system is a good one 
that requires only some improvements. 


List of Recommendations 


The Panel’s recommendations to the Minister of Finance are listed below. Recommen- 
dation numbers correspond to the chapters in which they are discussed in the the 
Panel’s final report, Enhancing Canada’s International Tax ———, 


Taxation of outbound direct investment 


Recommendation 4.1: Broaden the existing exemption system to cover all foreign ac- 
tive business income earned by foreign affiliates. 


Recommendation 4.2: Pursue tax information wichaiine agreements (TIEA) on a gov. 
ernment-to-government basis without resort to accrual taxation for foreign active busi- 
ness income if a TIEA is not obtained. 


Recommendation 4.3: Extend the exemption system to capital gains and losses realized 
on the disposition of shares of a foreign affiliate where the shares derive all or substan- 
tially all of their value from active business assets. 


Recommendation 4:4: Review the “foreign affiliate” definition; taking into account the 
Panel’s other recommendations ‘on outbound taxation, the approaches of | other coun- 
tries, and the impact of any changes on existing investments. 


Recommendation 4.5: In light of the Panel’s recommendations on outbound ‘taxation, 
review. and undertake consultation on how to reduce overlap and complexity in the 
anti-deferral regimes while ensuring all foreign passive income is taxed in Canada ona 
current basis. 


Recommendation 4.6: Review the scope of the base erosion and investment business 
rules to ensure they are properly targeted and do not impede bona fide business oat 
tions and the competitiveness of Canadian businesses. 


Recommendation 4.7: Impose no additional rules to restrict the deductibility of interest 
expensé of Canadian companies where the borrowed funds are used to invest in foreign 
affiliates and section 18.2 of the Income Tax Act should be be epee 


Taxation of inbound direct investment 


Recommendation 5.1: Retain the ‘current thin capitalization system, and reduce the 
maximum debt-to-equity ratio under the current thin capitalization rules from Zz 1. to 
15:1. 


Recommendation 5.2: Extend the scope of the thin capitalization rules to ‘partnerships, 
trusts and Canadian branches of non-resident corporations. 


Recommendation 5.3: Curtail tax-motivated debt-dumping transactions within related 
corporate groups involving the acquisition, directly or indirectly, by a foreign-con- 
trolled Canadian company of an equity interest in a related foreign ee while 
ensuring bona fide business transactions are not eo oee 


Non-resident withholding taxes 


Recommendation 6.1: Consider further reducing withholding taxes bilaterally 3 in fanue 
tax treaties and protocols to the extent permitted by the government's fiscal framework 
and its agenda regarding additional corporate tax rate reductions. _ 


Administration, compliance and legislative process 


Recommendation 7.1; Take immediate action to enhance the calenie. among taxpay- 
ers, tax advisors and the Canada Revenue Agency to promote the mutual PSpenod ty 
and cooperation required to uphold Canada’s self-assessment system. _ 


Recommendation 7.2: Take steps to improve administration of the transfer pricias wiles 
in resolving disputes, centralizing knowledge for better consistency, and resolving 
technical issues. 


Recommendation 7.3: Eliminate witthglding tax roa temneets relia! to services per- 
formed and employment functions carried on in Canada where the non-resident certi- 
fies the income is exempt from Canadian tax because of a tax treaty. 


Recommendation 7.4: Eliminate withholding tax requirements related to the disposition 
of taxable Canadian property where the non-resident certifies that the gain is exempt 
from Canadian tax because of a tax treaty [largely resolved now with 2010. amend- 
ments to 248(1)“taxable Canadian property” — ed.]. 


Recommendation 7.5: Exclude the sale of all publicly traded Canadian securities from 
notification and withholding requirements under section 116 of the Income Tax Act. 


Recommendation 7.6: Develop a comprehensive, long- term plan to optimize: tax infor- 


mation collection, and set up the information management eit needed i effi. 


ciently process and analyze this information. 

[For earlier news releases when the Advisory Panel was established and finalized, see 
Finance news releases 2007-092 (Nov. 30/07) and 2007-097 eo 11/07), in SITA 
43rd-4Sth ed. or at www.fin-ge.ca — ed.] 

Federal Budget, Supplementary Information, Jan. 27, 2009: International 
Taxation 

Canada’s system of international taxation plays a critical role in attracting investment 
and facilitating the growth of Canadian companies. In December 2008, the Government 
received the final report of the Advisory Panel on Canada’s System of International 


Income Tax Act, Part I, Division B 


Taxation (the Panel). The Government is studying the report and wit cece a re- 
sponse in due course, on which consultations will be held. 


At the same time, certain issues which arose in the context of the Panel’ s) report merit a 
more immediate response. ri + ¥iG 
Interest Deductibility — 

[Section 18.2 will be repealed. This has been done — ea] 
Non-Resident Trusts and Foreign Investment Entities 


[Submissions received will be considered. Revised draft legislation: ong issued in Aue 
gust 2010. See under proposed s. 94 — ed.] iy 


2004 Foreign Affiliate Proposals 
The Government will consider the Panel’s recommendations relating to foreign affili- 
ates before proceeding with the remaining foreign affiliate measures announced in Feb- 


tuary 2004 [see under 95 and Reg, Part LIX —ed.], as modified to take into account 
consultations and deliberations since their release. Z 


ae 


a 


91. (1) Amounts to be included in respect of share of 
foreign affiliate — In computing the income for a taxation year of 
a taxpayer resident in Canada, there shall be included, in respect of 
each share owned by the taxpayer of the capital stock of a. con- 
trolled foreign affiliate of the taxpayer, as income from the share, 
the percentage of the foreign accrual property income of any con- 
trolled foreign affiliate of the taxpayer, for each taxation year of the 
affiliate ending in the taxation year of the taxpayer, equal to that 
share’s participating percentage in respect of the affiliate, deter- 
mined at the end of each such taxation year of the affiliate. 


Proposed Amendments — FAPI 


Dept. of Finance news release 2009-1 20, Dec. 18, 2009: eae: of Can- 
ada Releases Draft Foreign Affiliate Regulations 


The Honourable Jim Flaherty, Minister of Finance, today released for consultation a 
package of draft Income Tax Regulations, as well as other draft legislation, relating to 
the taxation of Canadian multinational corporations with foreign affiliates. Among 
other things, the package includes the Income Tax Regulations that are consequential to 
the Budget 2007 foreign affiliate changes to the Income Tax Act. 


“Our government is committed to enhancing the fairness and competitiveness of Can- 
ada’s international tax rules,” said Minister Flaherty. “The proposals I am announcing 
today will improve the tax oe and assist Canadian ee in eee with 
the tax law.) 7 


Bill C-28, the second Budget 2007 siphon bill, povided substantial tax relief 
for Canadian businesses, including the historic corporate income tax rate reductions 
announced i in the 2007 Economic Statement. In addition, the bill, which received Royal 
Assent on December 14, 2007, implemented a number of amendments to the Income 
Tax Act relating to foreign affiliates, 


Included in Bill C-28 were provisions silowing aad prayies to elect retroactive aes 
tion of some of its foreign affiliate amendments. In response to concerns that the dead- 
line for filing those elections was too early, the Government announced in June 2008 
an 18-month extension of that deadline [see Dept. of Finance news release in Proposed 
Amendment within Notes to 95(2)(a)—ed.] — the new deadline for a corporation 
having a taxation year coinciding with the calendar year is December 31, 2009. The 
package being released today contains all of the proposed changes to the Income Tax 
Regulations that are relevant in determining whether or not to make any of the retroac- 
tive elections provided for in Bill C-28. Furthermore, all seven of these retroactive 
elections are being made revocable. Thus, for example, calendar year bes Sar will 
have until June 30, 2011 to decide whether or not to cancel any such election. | 


The attached Annex outlines all of the measures being proposed in “ pakkdee. Ex: 
planatory notes providing additional details are also being released. : 


References to “announcement date” in the draft legislation and spike notes re- 
leased today should be read as referring to today’s date [Dec. 18, 2009 — ed.]. 


Minister Flaherty indicated that the Government will be accepting comments from 
stakeholders until February 15, 2010 and will proceed with legislation at an early op- 
portunity to implement the proposed amendments, taking into account any comments 
received. : 


eee: | 


For further information, media may contact: Annette Robertson, Press Secretary, Office 
of the Minister of Finance, 613-996-7861; Jack Aubry, Media Relations, milan of 
Finance, 613-996-8080. 


Annex 


The following provides the highlights of the income tax proposals. relating to foreign 
affiliates that were announced by the Honourable Jim Flaherty, Minister of Finance, on 
December 18, 2009 [Note: these were re-released with minor amendments on one 24; 
2010 — ed.]. 


* Minor amendments to the Act that are necessary to phot authority to enact cer- 
tain aspects of the Regulations noted below [88(1)(d)(ii), 92(1.1), 93(3)(c), 
_ 95(1)foreign accrual property income”F, pw neonate establishment” and 
others — ed.]. A: 
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Subdivision i— Shareholders of Non-Resident Corporations 


ount included as FAPI not taxed under rule 


Related Provisions: 17(1)(b)(iii) — Am 
for loan to non-resident; 53(1)(d.1) — Increase in ACB of capital interest in non-resi- 
dent trust; 92(1) — Addition to ACB; 94(1)(d), [to be repealed] — Certain trusts 
deemed to be non-resident corporations; 94.2 — Non-resident trust deemed to be con- 
trolled foreign affiliate for FAPI; 113(1) — Deduction for dividend received from for- 
eign affiliate; 152(6.1) — Reassessment to apply FAPI loss carryback; 161(7)(a)(xii), 


161(7)(b) (iii), +=164(5)(h.4), (k) — Interest calculation on carryback of FAPL; 
233.2-233.5 — Disclosure of foreign property. 


Interpretation Bulletins: IT-392: Meaning of the term “share”; IT-451R: Deemed 
disposition and acquisition on ceasing to be or becoming resident in Canada. 


I.T. Application Rules: 35(1) (TAR 26 does not apply to gains and losses of foreign 
affiliates for FAPI purposes). 

Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


CRA Audit Manual: 15.12.2: Foreign accrual property income (FAPI) and foreign 
affiliates. 


(2) Reserve where foreign exchange restriction — Where 
an amount in respect of a share has been included in computing the 
income of a taxpayer for a taxation year by virtue of subsection (1) 
or (3) and the Minister is satisfied that, by reason of the operation of 
monetary or exchange restrictions of a country other than Canada, 
the inclusion of the whole amount with no deduction for a reserve 


S. 91(4.1) 


in respect thereof would impose undue hardship:on the taxpayer, 
there may be deducted in computing the taxpayer’s income for the 
year such amount as a reserve in respect of the amount so included 
as the Minister deems reasonable in the circumstances. 

Related Provisions: 53(2)(b.1) — Decrease in ACB of capital interest in non-resi- 
dent trust; 91(3) — Reserve included in income following year; 94(1)(d) [to be re- 


pealed] — Certain trusts deemed to be non-resident corporations; 94.2 — Non-resident 
trust deemed to be controlled foreign affiliate for FAPI. 


Interpretation Bulletins: IT-392: Meaning of the term “share”. 


(3) Reserve for preceding year to be included — In comput- 
ing the income of a taxpayer for a taxation year, there shall be in- 
cluded each amount in respect of a share that was deducted by vir- 
tue of subsection (2) in computing the taxpayer’s income for the 
immediately preceding year. 

Related Provisions: 53(1)(d.1) — Increase in ACB of capital interest-in non-resi- 
dent trust; 92(1) — Addition to: ACB; '94(1)(d) [to’ be repealed] — Certain trusts 
deemed to be non-resident corporations; 94.2 — Non-resident trust deemed to be con- 
trolled foreign affiliate for FAPI. 


(4) Amounts deductible in respect of foreign taxes — 
Where, by virtue of subsection (1), an amount in respect of a share 
has been included in computing the income of a taxpayer for a taxa- 
tion year or for any of the 5 immediately preceding taxation years 
(in this subsection referred to as the “income amount’’), there may 
be deducted in computing the taxpayer’s income for the year the 
lesser of 


(a) the product obtained when 


(i) the portion of the foreign accrual tax applicable to the in- 
come amount that was not deductible under this subsection in 
any previous year 


is multiplied by 
) the relevant tax factor, and 


: Proj josed Amen ir 


(b) the amount, if any, by which the income amount exceeds the 
total of the amounts in respect of that share deductible under this 
subsection in any of the 5 immediately preceding taxation years 
in respect of the income amount. 

Related Provisions: 53(2)(b.1) — Decrease in ACB of capital interest in non-resi- 


dent trust; 94(1)(d) [to be repealed] — Certain trusts deemed to be non-resident corpo- 
rations; 94.2 — Non-resident trust deemed to be controlled foreign affiliate for FAPI. 


fespeet of a> ) articular cae afte oO 
include any income paid 
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year’) of the particular affiliate that ends in the taxation year of 
the taxpayer 


(a) a particular person or partnership that is, at any time in the 
affiliate year, a pertinent person or partnership in respect of the 
taxpayer is considered, under the income tax laws (referred to 
in subsections (4.2) and (4.3) as the “relevant foreign tax law”) 
of any country other than Canada under the laws of which any 
income of the particular affiliate is subject to income taxation, 


(i) to own less than all of the shares of the capital stock of a 
corporation that is, at any time in the affiliate year, a perti- 
nent person or partnership in respect of the taxpayer that 
are considered to be owned by the particular person or part- 
nership for the purposes of the Act, or 


(ii) to have a lesser direct or indirect share of the income of 
a partnership that is, at any time in the affiliate year, a perti- 
nent person or partnership in respect of the taxpayer than 
the particular person or partnership is considered to have 
for the purposes of the Act; or 


(b) if the taxpayer is a partnership, the direct or indirect share 
of the income of the partnership of any member of the partner- 
ship that is, at any time in the affiliate year, a person resident 


in Canada, or that is a person or partnership that is, at any time 
in the affiliate year, a pertinent person or partnership in respect — 


of such a person, is, under the income tax laws (referred to in 


subsection (4.3) as the “relevant foreign tax law’) of any coun- — 


try other than Canada under the laws of which any income of 

the partnership is subject to income taxation, less than the 

member’s direct or indirect share of the income 7 the pur- 

poses of the Act. _ 
Related Provisions: 91(4.2) — Exception — hybrid entities; 91(4.3) — Excep- 
tion — _ partnerships, 91(4.4)—Look-through rule for tiered partnerships; 
91(4.5) — “Pertinent person or partnership’; 126(4.11), Reg. 5907(1.03) — Parallel 
rules. 


(4.2) Exception — hybrid entities — For the purposes of sub- 
paragraph (4.1)(a)(i), a pertinent person or partnership in respect 
of the taxpayer is not to be considered to own less than all of the 
shares of the capital stock of a corporation under the relevant for- 
eign tax law that are considered to be owned for the purposes of 
the Act solely because the pertinent person or partnership or the 
corporation is not treated as a corporation under the relevant for- 
eign tax law. 


Related Provisions: O14. .4)—-Look-through rule for tiered partnerships; 
91(4.5) — “Pertinent Poe or partnership’; Reg. 5907(1.04) — Parallel rule. 


(4.3) Exceptions — partnerships — For the purposes of sub- 
paragraph (4.1)(a)(ii) and paragraph (4.1)(b), a member of a part- 
nership is not to be considered to have a lesser direct or indirect 
share of the income of the partnership under the relevant foreign 
tax law than for the purposes of the Act solely because of one or 
more of the following: 


(a) a difference between the relevant foreign tax law and the 


Act in the manner of 
(i) computing the income of the partnership, or _ 


(ii) allocating the income of the partnership because of the 
admission to, or withdrawal from, the partnership of any of 
its members; 


(b) the treatment of the partnership as a corporation under the 
relevant foreign tax law; or 


(c) the fact that the member is not treated as a Coron 
under the relevant foreign tax law. 


Related Provisions: 91(4.4)—Look-through rule for tiered partnerships; 
126(4.12), Reg. 5907(1.05) — Parallel rules. 


(4.4) Tiered partnerships — For the purposes of subsections 
(4.1) to (4.3), if a person or partnership is (or is deemed by this 
subsection to be) a member of a particular partnership that is a 
member of another partnership, the person or partnership is 
deemed to be a member of the other partnership. 


Related Provisions: 126(4.13) — Parallel rule. 


Income Tax Act, Part I, Division B 


(4.5) Pertinent person or partnership — For the purposes of 
this subsection and subsections (4.1) and (4.2), a “pertinent person 
or partnership” in respect of a taxpayer at any time means a per- 
son or a partnership that is, at that time, 


(a) the taxpayer; 
(b) a person (other than a partnership) that is resident in Can- 
ada and does not, at that time, deal at arm’s length with the 
taxpayer; 
(c) a foreign affiliate of 

(i) the taxpayer, 


(ii) a person that is at that time a pertinent person or part- 
nership in respect of the taxpayer under this subsection be- 
cause of paragraph (b), or 


(iii) a partnership that is at that time a pertinent person or 
partnership in respect of the taxpayer under this pubperton 
because of paragraph (d); or 


(d) a partnership a member of which is at that time a pertinent 
person or partnership in respect of the taxpayer under this 
subsection. 


Application: The August 27, 2010 draft legislation (Part 3 — other amendments), s. 
67, will add subsecs. 91(4.1) to (4.5), applicable to income or profits tax paid, and 
amounts prescribed in respect of a foreign affiliate of a taxpayer to be foreign accrual 
tax applicable, in respect of amounts included in computing the taxpayer's income 
under subsec. 91(1) for taxation years of the taxpayer that end after March 4, 2010, 
except that, for taxation years of the taxpayer that end on or before August 27, 2010, 
_ (@) subsecs. 91(4.1) and (4.2) are to be read as follows: 

_. (4.1) For the purposes of the definition “foreign accrual tax” in subsection 

20), foreign accrual tax applicable to a particular amount included in 

computing a taxpayer’s income under subsection (1) for a taxation year in 

respect of a particular foreign affiliate of the taxpayer shall not include any 

income or profits tax paid, or any amount prescribed in respect of the par- 

ticular affiliate to be foreign accrual tax applicable, in respect of the par- 

ticular amount where that particular amount is ene during a period in 

which 


(a) if the taxpayer is a padeerhip: the share of the income of any 
member of the partnership that is a person resident in Canada is, under 
_ the income tax laws (referred to in subsection (4.3) as the “relevant 
foreign tax law’’) of any country, other than Canada, under the laws of 
which the income of the partnership is subject to income taxation, less 
_than its share of the income for the purposes of the Act, or 


(b) in any other case, the taxpayer is considered, under the income tax 

__ laws (referred to in subsection (4.2) as the ‘ ‘relevant foreign tax law”) 

of any country, other than Canada, under the laws of which the in- 

come of the particular affiliate is subject to income taxation, to own 

less than all of the shares of the capital stock of the particular affiliate, 

_ of another foreign affiliate of the taxpayer in which the particular af- 

filiate has an equity percentage, or of another foreign affiliate of the 

taxpayer that has an equity percentage in the particular affiliate, that 

_are considered to be owned by the taxpayer for the purposes of the 
Act. 


(4.2) For the purposes of paragraph (4.1)(b), a taxpayer is not to & one 
ered to own less than all of the shares of the capital stock of a foreign 
affiliate of the taxpayer under the relevant foreign tax law that are consid- 
ered to be owned by the taxpayer for the purposes of the Act solely be- 
cause the taxpayer or the foreign affiliate is not treated as a corporation 
under the relevant foreign tax law. 


(b) the opening words of subsec. 91(4.3) are to be read as follows: 


(4.3) For the purposes of paragraph (4.1)(a), a member of a partnership is © 
not to be considered to have a lesser share of the income of the partnership 
under the relevant foreign tax law than for the purposes of the Act solely 
because of one or more of the following: 


 (e)s. 91 is to be read without reference to subsecs. (4.4) and (45). = 


Technical Notes (Sept. 10, 2010): New subsections 91(4.1) to (4.5), together 
with new rules in section 126 [126(4.11)-(4.13)—ed.] and section 5907 
[5907(1.02)-(1.06) — ed.] of the Regulations, are intended to address tax schemes 
established by taxpayers [“foreign tax credit generators” — ed.] with the intent of 
creating foreign tax credits and similar deductions for foreign tax the burden of 
which is not, in fact, borne by the taxpayer. The main thrust of all of these schemes is 
to exploit asymmetry as between the tax laws of Canada and those of a relevant 
foreign jurisdiction in the characterization of equity and debt instruments. These 
schemes clearly offend the policy underlying the foreign tax credit, foreign accrual 
tax and underlying foreign tax rules in the Act. Although the Government believes 
that these schemes can be successfully challenged under existing rules in the Act, 
including the General Anti-Avoidance Rule in section 245, the magnitude of the po- 
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‘cumstances. ‘These circumstances 
ther a partnership or a corporation 


the purposes of the Act i is chinractetized asa debt instrument issued thy that ak ice 
eels gree under the Foevan, Soreign tax law. oS ao 


tion O1(4. 5), i is considered to own he thea a of the Snares of ise ein affiliate, 
or. seertain: other eonnieng — (again, based off me new. PROP) emake: 


ieeption will Spe wher ¢ one or more oor he Shimoda factors could otherwise be 


snerprcied as ena its beget and there are no other factors that would trig- 


differences! i in the rook pacaion Or, in certain. ‘circumstances, the — of 
(Petnership income as between a relevant foreign: tax law and the Act, _ 

* the treatment of the partnership asa corporation vunder the relevant foreign tax 
law, and : ‘ Co 


canult ae the eee denial nile where 
nial rule would be that the entities 


New aibecotions 91(4. 1) to 4. 5) generally, apply to income o1 ofits tax wa bad 
amounts prescribed i in respect of a foreign affiliate of a taxpayer to be foreign accrual 
tax applicable, in respect of amounts included in computing the taxpayer’s income 
under subsection 91(1) for taxation years of the taxpayer that end after March 4, 
2010. ‘However, there are Sanony rules for taxation years of t taxpayer that ed 

before August 2, 2010. — 


Example L 


Assumptions . 


GL Canco, a ce aio rela Canes owns all he sha 
resident corporation. > 


by FAI owns all of the, common and prefered shares , the capital stoc 
also a U.S. resident corporation. 


3. FA2’s common "shares are worth $200 and its preferred S 
$100. 2 LL 
_ 4, FA2 owns all he a of FA3, is au. 5 resident comperaiene 

5. FAI sells its preferred shares of FA2 to Canco for $100 cash and, at the same 


time, enters into an agreement to sell those shares back to i] ata fi ixed price 
and time in the future. ] 


6. Under U.S. tax principles, Canco is toner to have bane the $100 of 
cash to FAI and i is not considered to own the pes shares: a FAQ. 


Analysis 


Since ( Canco is Gee under the i ee foreign tax ae to own. ee than 
all of the shares of FA2 that it is considered to own under Canadian tax law, 


_ subsection 91(4.1) can potentially apply. However, it will only have an effect — 
where FAI, FA2 or FA3 has An for which Canco wishes to claim a Aay. - 


deduction. 
Epic 2 


hi es are w rth 


S. 91(5.1)-(5.3) 


( / not cop dered to own any shares of FAI, because FAI is not 
considered. to. oe ee < os © hve are no es instruments in 


126(4.11). 


(5) Amounts deductible in respect of dividends re- 
ceived — Where in a taxation year a taxpayer resident in Canada 
has received a dividend on a share of the capital stock of a corpora- 
tion that was at any time a controlled foreign affiliate of the tax- 
payer, there may be deducted, in respect of such portion of the divi- 
dend as is prescribed to have been paid out of the taxable surplus of 
the affiliate, in computing the taxpayer’s income for the year, the 
lesser of 


(a) the amount by which that portion of the dividend exceeds the 
amount, if any, deductible in respect thereof under paragraph 
113(1)(b), and 


(b) the amount, if any, by which 
(i) the total of all amounts required by paragraph 92(1)(a) to 
be added in computing the adjusted cost base to the taxpayer 
of the share before the dividend was so received by the 
taxpayer 

exceeds 


(ii) the total of all amounts required by paragraph 92(1)(b) to 
be deducted in computing the adjusted cost base to the tax- 
payer of the share before the dividend was so received by the 
taxpayer. 
Related Provisions: 20(13) — Deduction, for dividend; 80.1(4)(c) — Assets ac- 
quired from foreign affiliate as dividend in kind or benefit to shareholder; 87(2)(u) — 
Effect of amalgamation; 91(5.1) — Deduction of dividend by shareholder; 91(6) — 
Amounts deductible re dividends received; 91(7) — Where share acquired by partner 
from partnership; 113(1) — Deduction for dividend received from foreign affiliate. 
Regulations: 5900(1)(b), 5900(3) (portion of dividend prescribed to be paid out of 
taxable surplus). 


Interpretation Bulletins: IT-392: Meaning of the term “share’’. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


(5.1)-(5.3) [Repealed] 


History: Subsecs. 91(5.1)-(5.3) repealed without ever taking effect by 2009, c. 2, s. 
23, applicable after 2011. The subsecs. would have read: 


(5.1) Deduction of dividend by shareholder — Where in a taxation year a cor- 
poration resident in Canada receives a dividend on a share of the capital stock of 
a corporation that was at any time a foreign affiliate of the corporation and sub- 
section (5) does not apply in respect of that dividend, there may be deducted, in 
respect of such portion of the dividend as is prescribed to have been paid out of 
the taxable surplus of the affiliate, in computing the corporation’s income for the 
year, the lesser of 


(a) the amount, if any, by which that portion of the dividend exceeds the 
amount, if any, deductible in respect of the dividend under paragraph 
113(1)(b), and 


(b) the amount, if any, by which 


(i) the total of all amounts required under subparagraph 92(1)(a)(ii) to be 
added in computing the adjusted cost base to the taxpayer of the share 
before the dividend was so received by the corporation 


exceeds 


(ii) the total of all amounts required under paragraph 92(1)(b) to be de- 
ducted in computing the adjusted cost base to the taxpayer of the share 
before the dividend was so received by the taxpayer. 


(5.2) Deduction of dividend by member of partnership — Where in a taxa- 
tion year a corporation is deemed under section 93:1 to have received a dividend 
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S. 91(5.1)-(5.3) 


from a foreign affiliate, there may be deducted, in respect of such portion of the 
dividend as is prescribed to have been paid out of the taxable surplus of the 
affiliate, in computing the corporation’s income for the year, the lesser of 


(a) the amount, if any, by which that portion of the dividend exceeds the 
amount, if any, deductible in respect of the dividend under paragraph 
113(1)(b), and 


(b) the amount, if any, by which 


(i) the total of all amounts required under subparagraph 53(1)(e)(xiv) to 
be added in computing the adjusted cost base to the taxpayer of the part- 
nership interest that are reasonably attributable to a share in respect of 
which the dividend was paid 


exceeds 


(ii) the total of all amounts required under subparagraph 53(2)(c)(xiii) to 
be deducted in computing the adjusted cost base to the taxpayer of the 
partnership interest that are reasonably attributable to a share in respect 
of which the dividend was paid. 


(5.3) Deduction of capital gain by member of partnership — Where in a tax- 
ation year a taxpayer is a member of a partnership, there may be deducted from 
the taxpayer’s income for the taxation year an amount equal to the lesser of 


(a) '/2 the amount of the taxpayer’s specified proportion (within the meaning 
of paragraph 18.2(10)(b)) of any capital gain that is attributable to a disposi- 
tion by the partnership of a share of the capital stock of a corporation, and 


(b) the amount, if any, by which 


(i) the total of all amounts required under subparagraph 53(1)(e)(xiv) to 
be added in computing the adjusted cost base to the taxpayer of its inter- 
est in the partnership that are reasonably attributable to the share 


exceeds 


(ii) the total of all amounts required under subparagraph 53(2)(c)(xiii) to 
be deducted in computing the adjusted cost base to the taxpayer of the 
partnership interest that are reasonably attributable to the share. 


Subsecs. 91(5.1)-(5.3) added by 2007, c. 35, s. 24, applicable in respect of interest and 
other borrowing costs paid or payable in respect of a period or periods that begin after 
2011, but repealed before taking effect, as per above. 


(6) Idem — Where a share of the capital stock of a foreign affiliate 
of a taxpayer that is a taxable Canadian corporation is acquired by 
the taxpayer from another corporation resident in Canada with 
which the taxpayer is not dealing at arm’s length, for the purpose of 
subsection (5), any amount required by section 92 to be added or 
deducted, as the case may be, in computing the adjusted cost base to 
the other corporation of the share shall be deemed to have been so 
required to be added or deducted, as the case may be, in computing 
the adjusted cost base to the taxpayer of the share. 


History: Subsec. 91(6) added by 1994, c. 7, Sch. II (1991, c. 49), s. 68, applicable to 
1990 et seq. 


Interpretation Bulletins: IT-392: Meaning of the term “share”. 


(7) Shares acquired from a partnership — For the purpose of 
subsection (5), where a taxpayer resident in Canada acquires a share 
of the capital stock of a corporation that is immediately after the 
acquisition a foreign affiliate of the taxpayer from a partnership of 
which the taxpayer, or a corporation resident in Canada with which 
the taxpayer was not dealing at arm’s length at the time the share 
was acquired, was a member (each such person referred to in this 
subsection as the “member’’) at any time during any fiscal period of 
the partnership that began before the acquisition, 


(a) that portion of any amount required by subsection 92(1) to be 
added to the adjusted cost base to the partnership of the share of 
the capital stock of the foreign affiliate equal to the amount in- 
cluded in the income of the member because of subsection 96(1) 
in respect of the amount that was included in the income of the 
partnership because of subsection (1) or (3) in respect of the for- 
eign affiliate and added to that adjusted cost base, and 


(b) that portion of any amount required by subsection 92(1) to 
be deducted from the adjusted cost base to the partnership of the 
share of the capital stock of the foreign affiliate equal to the 
amount by which the income of the member from the partner- 
ship under subsection 96(1) was reduced because of the amount 
deducted in computing the income of the partnership under sub- 
section (2), (4) or (5) and deducted from that adjusted cost base 


Income Tax Act, Part I, Division B 


is deemed to be an amount required by subsection 92(1) to be added 
or deducted, as the case may be, in computing the adjusted cost 
base to the taxpayer of the share. 

History: Subsec. 91(7) added by 2001, c. 17, s. 68, applicable to shares acquired after 
November 1999. 

Interpretation Bulletins: IT-392: Meaning of the term “share”. 

Selected Cases [s. 91]: CanWest Mediaworks Inc. v. R., [2007] 1 C.T.C. 2479 
(FCA) (Treaty limitation periods do not prevent Canada from assessing, but only limit 
the time for doing so), 

Definitions [s. 91]: “adjusted cost base’ — 54, 248(1); “affiliate year” — 91(4.1); 
“amount’» — 248(1); “arm’s length” — 251(1); “Canada” — 255, Interpretation Act 
35(1); “capital gain” — 39(1)(a), 248(1); “controlled foreign affiliate’ — 94.2(1), 
95(1), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “disposition”, “divi- 
dend” — 248(1); “fiscal period” — 249.1; “foreign accrual property income” — 95(1), 
(2), 248(1); “foreign accrual tax” — 95(1); “foreign affiliate’ — 94(1)(d) [to be re- 
pealed], 95(1), 248(1); “Minister” — 248(1); “participating percentage” — 94.2(2), 
95(1); “person” — 248(1); “pertinent person or parmersmap. «Gots “pre- 
scribed” — 248(1); “relevant foreign tax law’ — 91(4.1)(a); “relevant tax factor” — 
95(1); “resident in Canada” — 94(3)(a)(vili), 250; “share”, “shareholder”, “specified 
proportion” — 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxable sur- 
plus” — 113(1)(b)(i), Reg. 5907(1); “taxation year” —95(1) (for foreign affiliate 
only), 249; “taxpayer” — 248(1). 


92. (1) Adjusted cost base of share of foreign affiliate — In 
computing, at any time in a taxation year, the adjusted cost base to a 
taxpayer resident in Canada of any share owned by the taxpayer of 
the capital stock of a foreign affiliate of the taxpayer, 


(a) there shall be added any amount required to be included in 
respect of that share by reason of subsection 91(1) or (3) in com- 
puting the taxpayer’s income for the year or any preceding taxa- 
tion year (or that would have been so required to be included but 
for subsection 56(4.1) and sections 74.1 to 75 of this Act and 
section 74 of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952); and 


(b) there shall be deducted in respect of that share 


(i) any amount deducted by the taxpayer by reason of subsec- 
tion 91(2) or (4), and 
(ii) any dividend received by the taxpayer before that time to 


the extent of the amount deducted by the taxpayer in respect 
thereof by reason of subsection 91(5) 


in computing the taxpayer’s income for the year or any preced- 
ing taxation year (or that would have been deductible by the tax- 
payer but for subsection 56(4.1) and sections 74.1 to 75 of this 
Act and section 74 of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952). 


_ Enacted Amendment 92(1)- — Effective 2012 


ay Adjusted cost base of share of foreign affiliate — In 
computing, at any time in a taxation year, the adjusted cost base to 
a taxpayer resident in Canada of any share owned by the taxpayer 
of the capital stock of a foreign affiliate of the taxpayer, 


(a) there shall be added in respect of that share any amount : 
included in respect of that share under subsection 91(1) or (3) 
_ in computing the taxpayer’s income for the year or any preced- 
ing taxation year (or that would have been required to have 
_ been so included in computing the taxpayer’s income but for 
subsection 56(4.1) and sections 74.1 to 75 of this Act and sec- 
tion 74 of the Income Tax Act, chapter 148 of ne Revised Stat- 
utes of Canada, 1952); and e 


(6) there shall be deducted in respect of that eo 


(i) any amount deducted by the taxpayer under su ethion 
—91(2) or (4), and 
(ii) any dividend received by the taxpayer befo é that time, 
to the extent of the amount deducted by the taxpayer, in 
respect of the dividend, under subsection 915) 


in computing the taxpayer’ s income for the year or any preced- 
ing taxation year (or that would have been deductible by the 
taxpayer but for subsection 56(4.1) and sections 74.1 to 75 of 
this Act and section 74 of the Income Tax Act, chapter a of 
the Revised Statutes of Canada, 1952). : 
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Application: S.C. 2009, ¢, 2 (Bill C-10, Royal Assent Marc 
amended subsec. 92(1) to read as above, applicable after 2011. 


Federal Budget, Notice of Ways and Means Motion, Jan. 27, 2009: 4) 
That, consequential to the repeal of section 18.2 of the Act: . 


_ (©) subsection 92(1) be amended, applicable after 2011, to ben subparagraph, 
~ 92(1)(a)(ii) and to remove the referenc 
921 )(b) Gi). : 


Related Provisions: 53(1)(d)— ACB additions; 53(2)(b)— ACB deductions; 
87(2)(u) — Shares of foreign affiliate; 91(6) — Amounts deductible re dividends re- 
ceived; 92(1.1) — Addition to ACB of share of FA owned by another FA; 92(1.3) — 
Whether 93(1) election is.a specified section 93 election. 


1.T. Application Rules: 69 (meaning of ‘chapter 148 of ...”’). 
~ apabdeicaey Bulletins: IT-392: Meaning of the term “share”. 


Proposed Additio = 92(1. A) 


d. 1) Adjustment for prescribed amount = the, prescribed 
amount shall be added in computing the adjusted cost base of a. 
share of the capital stock of a foscieg: affiliate of a corporation 

resident in Canada to _ 


(a) another foreign affiliate of ce corporation; or. 1 2 . ) 
(b) a partnership of which another foreign affiliate of ee cor- 
poration is a member. _ 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), s. 
31, will oy subsec. ee D, applicable afte oe 2009. 


‘and penalties payable under the Act for any taxatioi year that ends ibefore the day on 
which the draft legislation is assented to and would, in the absence of this section, be D 
a ogoad of subsecs. era to ») of the nae shall be made to the content 


a pone 92. 1)-(1.A) in the Feb. by, 2004 draft’ legisl v € 
acted, These. were Lae of the “consolidated eae regime, in parts of proposed 
1 i L 


New subsection 92(1.1) provides for an increase in the adjusted cost. base of certain 
foreign affiliate shares. Paragraph 92(1.1)(a) deals with foreign : affiliate shares held 
by another foreign affiliate. Its adjustment is based on an amount prescribed in sub- 
section 5905(7.6) of the Regulations. Paragraph 92(1.1)(b) deals with foreign affili- 
ate shares held by a partnership of which another foreign affiliate is a member. Its 
adjustment is based on an amount prescribed in paragraph 5908(1 1) of the Regula- 
tions. These adjustments apply to certain internal — transactions to 
which the new “fill-the-hole” rule applies, : _ 


For more ‘details about the new “fill-the-hole” sole, see the. comment 
sections 5905(7. 1) to (7.7) of the Regulations. é 


Related Provisions: 53(1)(d) — ACB additions. 
Regulations: 5905(7.6), (7.7), §908(11), (12) (prescribed amount), - 


Proposed Addition — 92(1.2)-(1.5) [transitional] — 


Application: ‘The August 27, 2010 draft ens (Part 2 ee affiliates), SS. 
my and 52, reads : as follows: 


: 51, Subioet to section 52, i a es re eat in Gaus seme ip wri ing in 

_ respect of all of its foreign affiliates and files the election with the Minister of 

~ National Revenue on or before the day that is the later of the corporation’ s filing- 

due date for the corporation’s taxation year ‘that includes the day : on which this 
Act is assented to and the day that is one year after the day on which this Act i i 
assented to, the following rules apply, namely, 


~ (a) if there i is an election (referred to in this section as a “designated - 
93 election”) made by the corporation under subsection 93(1) or (1.2) of the 
Act in respect of a disposition of shares (referred to in this section as ‘the | 
“designated shares’’) of the capital stock of a foreign affiliate of the corpora- 
tion that occurs after December 20, 2002 and before December 19, 2009, 
other than a disposition that is required to be made under an agreement in 
writing ‘made by the vendor before December 21, 2002,° 


(i) section 92 of the Act i is, in respect of the designated shares, to be read 
as if it also contained the following subsections: © : . 


(1.2) Where subsection (1.4) applies — Subsection (1 y ap- 
plies to a holder of a share (referred to in this subsection and sub- 


to section 91(5.1) in eae : 


S. 92 


sections (1.3) and (1.4) as the “relevant share’) of a foreign affili- 
te (referred to in subsection (1.3) as the “relevant foreign — 
iffiliate”’) of a particular corporation resident in Canada i in com- 
_ puting at any time (referred to in this. subsection and subsection 
e. ate ee the ies cost, base to the 


(1.3) Specified section 93 as — An election made . the 

_ particular corporation resident i in ‘Canada under subsection 93(1) 
or (1.2), as the case may be, in respect of a share of a particular 
oreign affiliate of. the particular corporation that is disposed of at _ 
a time (referred to in thi subsection and subsection (1.4) as the 
‘election time”) before the computation | time is, at the computa- 
tion time, a oe section 93 election tales to as oan 

- share i. : ly a < ~~ 
(a) the pirtionlar forcien affiliate bas at the eeencn t time, an 
equity percentage in the relevant foreign affiliate; 


; (b) the relevant foreign affi > was, at the election time, a 
- foreign: affiliate of the particular corporation; 


© throughout the period ‘that beg ns at the election time and 
ends at the ‘computation time, yy 


@ the holder held the relevant ‘share, bine 
Ly © the holder was — 


y (A): a foreign affiliate of the particular corporation, 
 @) a foreign: affiliate of a corporation resident in 


Canada that was related to the particular corporation, 


J ()a partnership of which a foreign affiliate of the 
: particular corporation was a member, or 


() a se of which a foreign affiliate, of a 
Canada that was related to the 
/ ae ones - 


xcluded hops of the holder if the holder had been ¢ a vs o 
eign affiliate o the Pa corporation); and 


2 he computation Ame, ekcluded . 

s phopeny. of the holder G uld have been, at the computa- 
tion time, excluded property. of the holder if the holder had 

_ been a foreign affiliate of the particular corporation or of a 

corporation resident i in Cee that i is elated to the particular L 


: amount sonar! 
Notes: This wae 90.2 ot i 


ee ‘tion time, the exempt cage or deficit, the taxable surplus or def. 
icit, and the underlying foreign tax, of the holder, in respect of the 
particular corporation: resident in Canada or in respect of any 
_ other person that would, at the time after the election time, bea __ 
_ designated person in respect of the particular corporation, the fol- 
_lowing rules apply in determining the — cost aah to the 
gece of the relevant share: 


- (a) there shall be added, to the adjusted cost base to the holder — 
; of the relevant share, the amount prescribed i in respect of the © 
_ relevant share in eee of the specified section 93 renee: 
(b) ace ba be dees fon. ie ee cost oe to the 
holder of the relevant share, the amount prescribed in respect . 
of the relevant share in fase of the Degen section > 
election. 


Related None ont 2: — Conditions for 92 a 4) to sly; 


Notes: This was 92(1.3) in the Feb. 27/04 draft legislation. 


— Regulations: 5902 (transitional version); 5905.1(1) (amount pre 
scribed for 92 1 AA), 5905. 1(2) hoes oa for 
92(1. 4)(b)). 7 
a5) Designated person — For the sede of subsection 
(1.4), a designated person, in case of a ee Soa ar ae 
Dal any time means © 


(a) any person with voy the — conporation was not 
‘dealing at arm’s length; — 
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(b) any person with whom the particular corporation would 
not have been dealing at arm’s length if the person had been 
in existence after the particular Palmore came into 
existence; 


(c) any predecessor corporation (within the meaning assigned 
by subsection 87(1) of the Act) of a person described in para- 
graph (a) or (b); or ~ 


(d) any predecessor corporation (within the meaning assigned 
by patagraph 87(2)(1.2) of the Act) of a person described in 
paragraph (a) or (b). 


52. (1) Subsection (2) applies if 
(a) a corporation has made an election under section 51; 


(b) the corporation has made an election under subsection 93(1) or (1.2) of 
the Income Tax Act in respect of a disposition of a share of the capital stock 
of a foreign affiliate of the corporation that occurs after December 20, 2002 
and on or before February 27, 2004 (other than a disposition required to be 
made under an agreement in writing made by a vendor on or before Decem- 
ber 20, 2002), or in respect of a disposition that occurs after February 27, 
2004 and that is required to be made under an agreement in writing made by 
a vendor after December 20, 2002 and before February 28, 2004; and ~ 


(c) the corporation elects in writing to apply subsection (2) in respect of all 
of its foreign affiliates and files the election with the Minister of National 
Revenue on or before the day that is the later of the corporation’s filing-due 
date for the corporation’s taxation year that includes the day on which this 
Act is assented to and the day that is one hee after the day on which this Act 
is assented to. 


(2) If this subsection applies, section 51 does not apply in respect of dispositions 
referred to in paragraph (1)(b) and the Regulations shall be read, in respect of the 
dispositions, as if section 5902 of the Regulations also contained a subsection 
(6.1) that read as follows: 


(6.1) If an election under subsection 93(1) of the Act is made at any time 
by a particular corporation resident in Canada in respect of a share of the 
capital ‘stock of a foreign affiliate (in this subsection referred to as the 

“particular affiliate”) of the particular corporation that is disposed of to the 
particular corporation, to another corporation resident in Canada with 
which the particular corporation does not deal at arm’s length or to another 
foreign affiliate of the particular corporation, the amount of the particular 
affiliate’s exempt surplus or exempt deficit, taxable surplus or taxable def- 
icit, underlying foreign tax and net surplus in respect of the particular cor- 
poration at that time is to be determined under paragraph (1)(a) as if the 
amount of any dividend referred to in subparagraph (1)(a)(i) or Gi) were 
nil, : 


Technical Notes (Sept. 10, 2010): Consolidated Net Surplus Election 


Clause 51 of these amendments provides a special election that allows taxpayers to 
apply, on a transitional basis, certain rules that were proposed in a February 2004 pack- 
age of draft legislation but that were never enacted. These rules, which are referred to 
in these notes as the “consolidated net surplus” rules, were proposed to be found in 
section 92 of the Act and sections 5902, 5905 and a new section 5911 (which is renum- 
bered herein as section 5905.1) of the Regulations. These transitional rules are gener- 
ally the same as those published in the February 2004 draft, but do contain some modi- 
fications to take into account intervening changes to other provisions of the Act and 
Regulations as well as certain rules that have not yet been introduced. Readers are 
referred to the explanatory notes accompanying the February 2004 draft for additional 
details. 


These rules, if elected, generally apply to dispositions of foreign affiliate shares that 
occur after December 20, 2002 and before December 19, 2009 in respect of which an 
election is made under subsection 93(1) or (1.2), but there are some exceptions. Fur- 
thermore, these rules are subject to a further election Gedo section 59 of these 
amendments. 


Modified Consolidated Net Subilas Election 


Clause 52 of these amendments applies where a taxpayer has elected under clause 51 of 
these amendments and further elects to have this section apply. It allows taxpayers to 
forgo the “consolidated net surplus” rules for the period between December 20, 2002 
and February 27, 2004 and instead apply a different rule, found in subsection 
5902(6.1), that was originally announced in a December 20; 2002 package of draft 
legislation. Readers are referred to the explanatory notes accompanying the December 
20, 2002 draft for additional details. 


These rules, if elected, generally apply to dispositions of foreign affiliate shares that 
occur after December 20, 2002 and on or before February 27, 2004 in respect of which 
an election is made under subsection 93(1) or (1.2) of the Act. 


(2) Deduction in computing adjusted cost base — In com- 
puting, at any time in a taxation year, 


(a) the adjusted cost base to a corporation resident in Canada (in 
this subsection referred to as an “owner”) of any share of the 
capital stock of a foreign affiliate of the corporation, or 


Income Tax Act, Part I, Division B 


(b) the adjusted cost base to a foreign affiliate (in this subsection 
referred to as an “owner’’) of a person resident in Canada of any 
share of the capital stock of another foreign affiliate of that 
person, 


there shall be deducted, in respect of any dividend received on the 
share before that time by the owner of the share, an amount equal to 
the amount, if any, by which 


(c) such portion of the amount of the dividend so received as 
was deductible by virtue of paragraph 113(1)(d) from the in- 
come of the owner for the year in computing the owner’s taxable 
income for the year or as would have been so deductible if the 
owner had been a corporation resident in Canada, 


exceeds 


(d) such portion of any income or profits tax paid by the owner 
to the government of a country other than Canada as may rea- 
sonably be regarded as having been paid in respect of the por- 
tion described in paragraph (c). 
Related Provisions: 53(2)(b) — ACB deductions; 91(6) — Amounts deductible re 
dividends received. 


Interpretation Bulletins: IT-392: Meaning of the term “share”. 


(3) Idem — In computing, at any time in a taxation year, the ad- 
justed cost base to a corporation resident in Canada of any share of 
the capital stock of a foreign affiliate of the corporation, there shall 
be deducted an amount in respect of any dividend received on the 
share by the corporation before that time equal to such portion of 
the amount so received as was deducted under subsection 113(2) 
from the income of the corporation for the year or any preceding 
year in computing its taxable income. 


Related Provisions: 53(2)(b) — ACB deductions. 
Interpretation Bulletins: IT-392: Meaning of the term “share”. 


(4) Disposition of a partnership interest — Where a corpora- 
tion resident in Canada or a foreign affiliate of a corporation resi- 
dent in Canada has at any time disposed of all or a portion of an 
interest in a partnership of which it was a member, there shall be 
added, in computing the proceeds of disposition of that interest, the 
amount determined by the formula 


(A — B) x (C/D) 
where 
A is the amount, if any, by which 


(a) the total of all amounts each of which is an amount that 
was deductible under paragraph 113(1)(d) by the member 
from its income in computing its taxable income for any tax- 
ation year of the member that began before that time in re- 
spect of any portion of a dividend received by the partner- 
ship, or would have been so deductible if the member were a 
corporation resident in Canada, 


exceeds 


(b) the total of all amounts each of which is the portion of 
any income or profits tax paid by the partnership or the mem- 
ber of the partnership to a government of a country other 
than Canada that can reasonably be considered as having 
been paid in respect of the member’s share of the dividend 
described in paragraph (a); 


B is the total of 


(a) the total of all amounts each of which was an amount 
added under this subsection in computing the member’s pro- 
ceeds of a disposition before that time of another interest in 
the partnership, and 


(b) the total of all amounts each of which was an amount 
deemed by subsection (5) to be a gain of the member from a 
disposition before that time of a share by the partnership; 


C is the adjusted cost base, immediately before that time, of the 
portion of the member’s interest in the partnership disposed of 
by the member at that time; and 
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D is the adjusted cost base, immediately before that time, of the 
member’s interest in the partnership immediately before that 
time. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 92(4) added by 2001, c. 17, s. 69, applicable to dispositions that 
occur after November 1999. 


(5) Deemed gain from the disposition of a share — Where a 
partnership has, at any time in‘a fiscal period of the partnership at 
the end of which a corporation resident in Canada or a foreign affil- 
iate of a corporation resident in Canada was a member, disposed of 
a share of the capital stock of a corporation, the amount determined 
under subsection (6) in respect of such a member is deemed to be a 
gain of the member from the disposition of the share by the partner- 
ship for the member’s taxation year in which the fiscal period of the 
partnership ends. 


History: Subsec. 92(5) added by 2001, c. 17, s. 69, applicable to eae that 
occur after November 1999. 


(6) Formula — The amount determined for the purposes of sub- 
section (5) is the amount determined by the formula 


A-B 
where 
A is the amount, if any, by which 


(a) the total of all amounts each of which is an amount that 
was deductible under paragraph 113(1)(d) by the member 
from its income in computing its taxable income for a taxa- 
tion year in respect of any portion of a dividend received by 
the partnership on the share in a fiscal period of the partner- 
ship that began before the time referred to in subsection (5) 
and ends in the member’s taxation year, or would have been 
so deductible if the member were a corporation resident in 
Canada, 


exceeds 


(b) the total of all amounts each of which is the portion of 
any income or profits tax paid by the partnership or the mem- 
ber to a government of a country other than Canada that can 
reasonably be considered as having been paid in respect of 
the member’s share of the dividend described in paragraph 
(a); and 


B is the total of all amounts each of which is an amount that was 
added under subsection (4) in computing the member’s proceeds 
of a disposition before the time referred to in subsection (5) of 
an interest in the partnership. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 92(6) added by! 2001, c. 17, s. 69, applicable to dispositions. that 
occur after November 1999, 

Definitions [s. 92]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “arm’s 
length” — 251(1); “Canada” — 255; “computation time” —92(1.2) [transitional]; 
“corporation” — 248(1), Interpretation Act 35(1); “designated - person” — 92(1.5) 
[transitional]; “disposition”, “dividend” — 248(1); “election time’ — 92(1.3) [transi- 
tional]; “excluded property” — 95(1); “exempt surplus” — 113(1)(a); “fiscal pe- 
riod” — 249.1; “foreign affiliate’ — 95(1), 248(1); “person”, “prescribed” — 248(1); 
“related” — 251(2)-(6); “relevant foreign affiliate”, “relevant share” — 92(1.1), (1.2) 
[transitional]; “resident in Canada” — 94(3)(a)(vili), 250; “share” — 248(1); “specified 
section 93 election” — 92(1.3) [transitional]; “taxable earnings base adjustment” — 
18.2(1); “taxable income” — 2(2), 248(1); “taxation year” — 95(1) (for foreign affili- 
ate only), 249; “taxpayer” — 248(1). 


93. (1) Election re disposition of share in foreign affili- 
ate — For the purposes of this Act, where a corporation resident in 
Canada so elects, in prescribed manner and within the prescribed 
time, in respect of any share of the capital stock of a foreign affili- 
ate of the corporation disposed of by it or by another foreign affili- 
ate of the corporation, 


(a) the amount (in this subsection referred to as the “elected 
amount”) designated by the corporation in its election not ex- 
ceeding the proceeds of disposition of the share shall be deemed 
to have been a dividend received on the share from the affiliate 


S. 93(1)(b) 


by the disposing corporation or disposing affiliate, as the case 
may be, immediately before the disposition and not to have been 
proceeds of disposition; and 


the eT es dates fr these iets / 


(b) where subsection 40(3) applies to the ‘pode corporation 
or disposing affiliate, as the case may be, in respect of the share, 


(i) the amount deemed by that subsection to be the gain of 
the disposing corporation or disposing affiliate, as the case 
may be, from the disposition of the share shall, except for the 
purposes of paragraph 53(1)(a), be deemed to be equal.to the 
amount, if any, by which 


(A) the amount deemed by that subsection to be the gain 
from the disposition of the share determined without ref- 
erence to this subparagraph 


exceeds 
(B) the elected amount, and 


(ii) for the purposes of determining the exempt surplus, ex- 
empt deficit, taxable surplus, taxable deficit and underlying 
foreign tax of the affiliate in respect of the corporation resi- 
dent in Canada (within the meanings assigned by Part LIX of 
the Income Tax Regulations), the affiliate is deemed to have 
redeemed at the time of disposition shares of a class of its 
capital stock. 


Proposed ‘Amendment — — - 93(1 \(b) 


b) where subsection 403) applies to the disposing corporation 
or disposing affiliate, as the case may be, in respect of the 
share, the amount deemed by that subsection to be the gain of 
the disposing corporation or disposing affiliate, as the case 
may be, from the disposition of the share is, except for the pur- — 
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S. 93(1)(b) Income Tax Act, Part I, Division B 


poses of paragraph 53(1)(a), signa to ae em to on yesuane 
if any, by which - 


(i) the amount deemed by ebay subsection to be the gain 
from the disposition of the share eR without refer- 
ence to this paragraph 


exceeds ane 
(ii) the elected amount. Pe 


Application: The August 27, 2010 dnt feselation Part ee Sloe affiliates), 
subsec. 32(1), will amend para. 93(1)(b) to read as above, applicable in respect of 
elections made in respect of dispositions that oceur after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment ofa taxpayer’ s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer, 


(i) elects in writing in respect of all of its foreign affiliates that this: se tion 0 apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue ¢ on or be ore > June 


30, 2011. 
Technical Notes (Sept. 10, 2010): foe gant 93(1)(b) copies ee a compe. 


ration resident in Canada or a foreign affiliate of such a corporation (the corporation _ 


or affiliate being defined as the “disposing corporation’) is treated as having realized 
a gain under subsection 40(3) on the disposition of a share of a foreign affiliate of the 
corporation (i.e., because of a “negative” adjusted cost’ base of the share). 


Subparagraph 93(1)(b)(i) provides that any amount that the corporation elec’ Gea 
as a dividend in respect of the share, instead of proceeds of disposition of the share, 
will reduce the amount of the gain. In order to ensure that the adjusted cost base of | 
the share of the foreign affiliate is returned to nil, this reduction will not apply for the 
purposes of paragraph 53(1)(a) which adds the gain ge subsection oe in ee 
mining the adjusted cost base of the share. : 


Subparagraph 93(1)(b){ii) provides that the foreign ‘aisle: wil be ended to . 


have redeemed shares of a class of its capital stock for the purposes of calculating its _ 


surplus accounts in respect of the corporation. This ensures that the exempt surplus, 
exempt deficit, taxable surplus, taxable deficit and underlying foreign tax in respect © 


of the corporation are appropriately reduced under subsection 5905(2) of the Regula- _ 


tions to reflect the portion of these accounts that is utilized as a result of the deemed 


payment of the dividend by the foreign affiliate to the disposing corporation. Do 


Paragraph 93(1)(b) j is being restructured to rem eS the tule that i is cur 


paragraph 93(1)(b)(ii). That rule is no longer. necessary as the appropriat reductions : 


to the surplus accounts of the foreign affiliate will now be effected under new pa 


graph 5902(1)(b) of the Regulations, without the need for any special eomins ae 


For more detail, see the commentary for subsection 5902(1). | 


Interpretation Bulletins: See at end of s. 93. 


Information Circulars: 76-19R3: Transfer of property to a corporation under s. 85; 
77-9R: Books, records and other requirements for taxpayers having foreign affiliates. 


Forms: T2107: Election for a disposition of shares in a foreign affiliate. 


(1.1) Idem — Where at any time shares of the capital stock of a 
foreign affiliate of a corporation resident in Canada that are ex- 
cluded property are disposed of by another foreign affiliate of the 
corporation (other than a disposition to which paragraph 95(2)(c), 
(d) or (e) applies), the corporation shall be deemed to have made an 
election at that time under subsection (1) in respect of each such 
share disposed of and in the election to have designated an.amount 
equate to such amount as is prescribed. 


Proposed Amendment. — 93(1.1) 


a. 1) Deemed election — If at any time shares of the apie 9 
stock of a foreign affiliate of a corporation resident in Canada are — 
disposed of by another foreign affiliate of the corporation, the cor- 
poration is deemed 


(a) to have made an election at that. time under pb niveines (1) 
in respect of each of those shares; and 


(b) to have designated, in the election, the amount prescribed 
in respect of each of those shares. 


Application: The February 27, 2004 draft legislation (Part 2 —- foreign affiliates), 
subsec. 132(2), will amend subsec. 93(1. 1) to read as above, applicable ¢ on the same 
basis as the proposed amendment to para. 93¢ 1)(a) above. - 


Technical Notes: Subsection 93(1. 1) provides that the rules in Menus 93(1) 
will automatically apply i in respect of a disposition of a share of a foreign affiliate of 
a corporation resident in Canada by another foreign affiliate of the corporation, with- 
out the need for an election, where the share disposed of was “excluded property” (as 
defined in subsection 95(1)) of the-vendor (other than a disposition, of a share that is 
excluded property, to which paragraph 95(2)(c), (d) or (e) applies). The amount of 
the deemed election in respect of the proceeds of disposition of the share is deter- 
mined by the Regulations but will not in any event exceed the vendor’ s capital gain 
otherwise determined in respect of the disposition. 


Subsection 93(1.1) is amended 


© to remove the requirement that the shares be excluded property of the foreign 
_ affiliate of the corporation resident in Canada that disposed of the share, and 

_ © to remove the rule that made the deemed election apply in respect of a disposi- 

. tion, of a share that is an excluded property, to which paragraph 95(2)(c), (d) or 

_ (©) applies. (Such a rule is no longer needed, as the excluded property require- 


Related Provisions: 40(3)— Deemed gain where amounts to be deducted from ment has been removed altogether.) 


ACB exceed cost plus amounts to be added to ACB; 93(1.1) — Election re share in 
foreign affiliate; 93(1.4) — Where no election permitted; 93(5) — Late filed elections; 
93(5.2) — Amended election; 93.1(1) — Where shares are owned by partnership; 


Refer to the coming-into-force commentary below [proposed 93(1. 4)] to determine 
the coming-into-force dates for these amendments 


95(2)(c.1)(c.6) — Suspended gain for FAPI on internal disposition by FA of another | Related Provisions: 95(2)(f)— Determination of certain components of. foreign 


FA; 95(2)(f) — Determination of certain components of foreign accrual property in- 


accrual property income. 


come; Reg. 5900(2) — No election for dividend to have been paid out of taxable sur- 


plus; Reg. 5902(1)(b) — Reductions to surplus accounts of foreign affiliate; Reg. 


5905(2) — Where shares of foreign affiliate are redeemed or cancelled. 


History: Subpara. 93(1)(b)(ii) amended by 2001, c. 17, subsec. 70(1), applicable to 


dispositions that occur after November 1999. The subpara. formerly read: 


(ii) for the purposes of determining the exempt surplus, exempt deficit, taxable 
surplus, taxable deficit and underlying foreign tax of the affiliate in respect of the 
corporation resident in Canada (within the meanings assigned by the regulations 
for the purpose of section 95), the affiliate shall be deemed at the time of disposi- 
tion to have redeemed shares of a class of its capital stock. 


Regulations: 5902(6) (prescribed amount). 


(1.2) Disposition of a share of a foreign affiliate held by a 
partnership — Where a particular corporation resident in Canada 
or a foreign affiliate of the particular corporation (each of which is 
referred to in this subsection as the “disposing corporation”) would, 
but for this subsection, have a taxable capital gain from a disposi- 
tion by a partnership, at any time, of shares of a class of the capital 
stock of a foreign affiliate of the particular corporation and the par- 


Subsec. 93(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 69(1), applicable | Hicular corporation so elects in prescribed manner in respect of the 


to 1987 et seg. Subsec. 93(1) formerly read: 


93. (1) Election re disposition of share in foreign affiliate — Where at any 
time a corporation resident in Canada has so elected, in prescribed manner and 
within the prescribed time, in respect of any share of the capital stock of a for- 
eign affiliate of the corporation disposed of by it or by another foreign affiliate of 
the corporation, for the purposes of this Act, an amount equal. to the lesser of 


(a) the amount designated by the corporation in its election, and 
(b) the proceeds of disposition of the share 


shall be deemed to have been a dividend received on the share from the affiliate 
by the disposing corporation or disposing affiliate, as the case may be, immedi- 
ately before the disposition and not to have been proceeds of disposition. 


Selected Cases [subsec. 93(1)]: Terrador Investments Ltd. v. R., [1999] 3 C.T.C. 
520 (FCA); leave to appeal to SCC refused (May 18, 2000), File 27499 (No bad debt 


possible where statute deemed amount to have been received). 


Regulations: 5902 (prescribed manner, prescribed time). 


disposition, 
Proposed Amendment — 93(1.2) opening words - 


(1.2) Disposition of shares of a foreign affiliate held by a 
partnership — If a particular corporation resident in Canada or 
a foreign affiliate of the particular corporation (each of which i is 
referred to in this subsection as the “disposing corporation ny 
would, but for this subsection, have a taxable capital gain from a 
disposition by a partnership, at any time, of shares of a class of the 
capital stock of a foreign affiliate of the particular corporation and 
the particular corporation so elects in prescribed manner and 
within the prescribed time in respect of the disposition, 
Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 


subsec. 132(3), will amend the opening words of subsec.’93(1 “ay to read as pergteg: 
applicable to dispositions that occur after November 1999, } 


558 


Subdivision i— Shareholders of Non-Resident Corporations S..93(1.2) 


resident in maven ora epeons affiliate of the elec corpora i ich | (ii) where subsection (1.3) applies, the amount prescribed for 
is . to as the Paes oe would, bu it subsec 2 a the purpose of that subsection 


“within: the pent cae 


respect of the aston be 


oe twice 


(i) the amount designated by the particular corporation 
(which amount shall not exceed the amount that is equal to 
the proportion of the taxable capital gain of the partnership 
that the number of shares of that class of the capital stock of 
the foreign affiliate, determined. as the amount, if any, by 
which the number of those shares that were deemed to have 
been owned by the disposing corporation for the purposes of 
subsection 93.1(1) immediately before the disposition ex- 
ceeds the number of those shares that were deemed to have 
been owned for those purposes by the disposing corporation 
immediately after the disposition, is of the number of those 
shares of the foreign affiliate that were owned by the partner- 
ship immediately before the disposition), or 


Aided ies Amendment — mieih 2Kay 


in respect of those shares is deemed to have been a dividend 
received immediately before that time on the number of those 
shares of the. foreign affiliate which shall be determined as the 
amount, if any, by which the number of those shares that the 
disposing corporation was deemed. to own for the purpose of 
} re: is ae one ob en a ae class my the. ee subsection 93.1(1) immediately before the disposition exceeds 
stock of the foreign affiliate, determined as t the number of those shares of the foreign affiliate that the dis- 
amount, if any, by which the number of those shares posing corporation was deemed to own for the purposes of sub- 
that were deemed to have been owned by the dispos- section 93.1 (1) immediately after the disposition; 
_ing corporation for the purposes of subsec ion 
~ 93.1(1) immediately before the disposition 
d 


v2) 
Cc 
° 
i 
© 
a 
fo) 
jou 
h— 
Oo 
1) 
Eo] 
Cc 
o 
2 
2) 
ce) 
o 
c 
ie) 
= 


(b) notwithstanding section 96, the disposing corporation’s taxa- 
ble capital gain from the disposition of those shares is deemed to 
be the amount, if any, by which the disposing corporation’s tax- 
able capital gain from the disposition of the shares otherwise de- 
ee termined exceeds the amount designated by the particular corpo- 
M i Ue ver HD ely ration in respect of the shares; 


been owned for: hoon: purposes by the ae cor 
eek hmneslaigl after we ORI D a 


(c) for the purpose of any regulation made under this subsection, 
the disposing corporation is deemed to have disposed of the 
number of those shares of the foreign affiliate which shall be 
determined as the amount, if any, by which the number of those 
shares that the disposing corporation was deemed to own for the 
purposes of subsection 93.1(1) immediately before the disposi- 
tion exceeds the number of those shares that the disposing cor- 
poration was deemed to own for those purposes immediately af- 
ter the disposition; 


before ce disposition: and 
spies i amount haere Le respect 


(d) for the purposes of section 113 in respect of the dividend 
referred to in paragraph (a), the disposing corporation is deemed 
to have owned the shares on which that dividend was received; 
and 


(ec) where the disposing corporation has a taxable capital gain 
from the partnership because of the application of subsection 
40(3) to the partnership in respect of those shares, for the pur- 
poses of this subsection, the shares are deemed to have been dis- 
posed of by the partnership. 


Related Provisions: 93(1.3) — Deemed election; 93(1.4) — Where no election per- 
mitted; 93.1(1) — Where shares are owned by partnership; Reg. 5900(2) — No elec- 
tion for dividend to have been paid out of taxable surplus; Reg. 5905(2) — Where 
shares of foreign affiliate are redeemed or cancelled. 


Regulation 5902(7)). __| History: Subsec. 93(1.2) amended by 2001, c. 17, subsec. 70(4) to replace the refer- 
Refer to the coming-into-force commentary beh proposed aad wt t fermine | ence to the expression “4/3 of’ with a reference to the word “twice”, applicable to 
the coming-into-force dates for these amendments. — | taxation years that end after February 27, 2000. 
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Proposed Amendment — Application of S.C. 2001, c. 17, subsec. 
70(4) ; 
Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 162, will 
amend the application of the addition of subsec. 93(1.2) by S.C. 2001, c. 17, subsec. 
70(4) (2000 Budget bill), deemed in force on June 14, 2001, to read as follows: 


Subsec. 93(1.2) amended by 2001, c. 17, subsec. 70(4) to replace the reference to 2 
the expression “4/3 of” with a reference to the word “twice”, applicable to taxa- — 
tion years that end after February 27, 2000 except that, for a taxation year of a — 
taxpayer that includes February 28, 2000 or October 17, 2000, or began after 
February 28, 2000 and ended before October 17, 2000, the reference to the word | 
“twice” shall be read as a reference to the expression “the fraction that is the 
reciprocal of the fraction in para. 38(a), as amended by 2001, c. yee that ce 
to the taxpayer for the year, multiplied by”. : 


Technical Notes (July 2010): Section 93 contains a ier of nies ain to the 
disposition of shares of a foreign affiliate of a taxpayer resident i in Canada. — : 


Subsection 93(1.2) provides that, where a particular corporation | resident i in Canada ora 
foreign affiliate of the particular corporation (each of which is referred to as the “dis- 
posing corporation”) would, but for this subsection, have a taxable capital gain from a 
partnership from the disposition by the partnership of shares of a class of the capital 
stock of a foreign affiliate of the corporation, and the disposing corporation so elects in 
prescribed manner in respect of the gain, the amount designated will reduce the taxable 
capital gain and will be grossed up and recharacterized as a dividend received on te 
share by the disposing corporation. 


Paragraph 93(1.2)(a) provides that twice the amount is by de depose corpo- 
ration in respect of the shares (or where subsection 93(1.3) applies, twice the amount 
determined under that subsection) will be treated as a dividend fered on. ie —s 
by the disposing corporation from the foreign affiliate. / 


Before the present amendment, subsection 93(1.2) was applicable to taxation 1 years that 
end after February 27, 2000. This amendment ensures that, for a taxation year of a 
taxpayer that includes either February 28, 2000 or October 17, 2000 or began after 
February 28, 2000 and ended before October 17, 2000, the reference to the word 

“twice” is to read as references to the reciprocal of the capital gains inclusion rate 
applicable to the corporation resident in Canada or to the Dee affiliate for the taxa- 
tion year. This amendment corrects a technical deficiency. ; a y 


Subsec. 93(1.2) added by the said c. 17, subsec. 70(2), applicable to dispositions that 
occur after November 1999. 


Regulations: 5902 (prescribed manner, prescribed time); 5908(8)(b) (how and when 
election made); 5908(8)(c) (prescribed amount for 93(1.2)(a)(i1)). 


(1.3) Deemed election — Where a foreign affiliate of a particular 
corporation resident in Canada has a gain from the disposition by a 
partnership at any time of shares of a class of the capital stock of a 
foreign affiliate of the particular corporation that are excluded pro- 
perty, the particular corporation is deemed to have made an election 
under subsection (1.2) in respect of the number of shares of the for- 
eign affiliate which shall be determined as the amount, if any, by 
which the number of those shares that the disposing corporation 
was deemed to own for the purposes of subsection 93.1(1) immedi- 
ately before the disposition exceeds the number of those shares that 
the disposing corporation was deemed to own for those purposes 
immediately after the disposition. 

Related Provisions: Reg. 5902(7) — Deemed amount designated. 

History: Subsec. 93(1.3) added by 2001, c. 17, subsec. 70(2), applicable to disposi- 
tions that occur after November 1999. 


Proposed Addition — ~ 93(1 A) 


(1.4) Noelection — Notwithstanding subeco nave iS yio 


election may be made under subsection (1) or (1.2) by a corpora- _ 


tion in respect of a disposition of a share of the capital stock of a : 


foreign affiliate of the corporation if any of paragraph 88(3)(a) 
and subparagraphs 95(2)(d)(i), (d.1)G), (e)G), (e.1I)@), (e.2)@, 
(e.3)(i), (€.4)() and (e.5)(i) applies to the disposition. 

Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 


subsec. 132(5), will add ed 93 4), applicable to dispositions that occur after 
February 27, 2004. 


Technical Notes: New subsection 93(1.4) provides that, notwithstanding subsec- 
tions 93(1) to (1.3), no election may be made under subsection 93(1) or (1.2) by a 


corporation in respect of a disposition of a share of the capital stock of a foreign 


affiliate. of the corporation if any of paragraph 88(3)(a) and subparagraphs 
95(2)(A)(), (4-1), (WM, (€.DG), (€.2)G), (€.3)G), (e. OW. and (e. at anelies * to the _ 
disposition. 


Refer to the coming-into-force commentary clon | to ) determine the coming-into- 
force dates for this new subsection. 


Coming-into-Force (ITA 93(1)(a), (1.1), (1.2), (1.3) and (1.4)) 


Income Tax Act, Part I, Division B 


The amendments to paragraph 93(1)(a), to subsection 93(1.1) and to we 
93(1.2)(a)(i) apply to dispositions that occur after December 20, 2002. 


However, those amendments will not apply i in respect of dispositions by a vendor, ate 
one of the following conditions are met: : 


¢ the disposition is required to be made under an asreginent in writing made by the 
_ vendor on or before December 20, 2002, 4 k 


the disposition occurs on or before February 27, 2004 and either 


° 


— a valid election was made by the taxpayer to have new paragraphs 95(2)(c. ty 
_ to (c.6) not apply (and to have a modified version of the draft paragraphs _ 
93(1.4) to (1.6) that were announced on December 20, 2002 apply) to dispo- 
sitions made after December 20, 2002 and on or before February 27, 2004, 
OL . ee s 


— none of new paragraphs 88(3)(a), 95(2)\(c. 2), and 95(2)(d) to (e. 5) of the Act 
~ applies to the disposition, or 


e 


the disposition occurs after February 27, 2004, that disposition is required to be 
made under an agreement in writing made by the vendor on or before February 
27, 2004 and none of new paragraphs 88(3)(@), 95(2)(c.2) and 95(2)(d) to (e.5) 
_ applies to the disposition. — 


For information about the aforementioned election and the aforementioned modified 
version of subsections a a ie a. ee aad © the oc cens to new paragraphs 
95(2)(c.1) to (c.6). 


The amendment to the preamble of subsection ee 1 a Lao to parce: that 
oceur after November 1999. 


New subsection 93( 1.4) applies to dispositions that occur after February 27, 2004. 


Federal Budget, Supplementary Information, Feb. 26, 2008: [Sce at end of 
Proposed Addition of yok 1)-(c.6) for confirmation that these proposals will pro- 
ceed — ed.] 


(2) Loss limitation on disposition of share — Where 


(a) a corporation resident in Canada has a loss from the disposi- 
tion by it at any time of a share of the capital stock of a foreign 
affiliate of the corporation (in this subsection referred to as the 
“affiliate share’), or 


(b) a foreign affiliate of a corporation resident in Canada has a 
loss from the disposition by it at any time of a share of the capi- 
tal stock of another foreign affiliate of the corporation resident 
in Canada that is not excluded property (in this subsection re- 
ferred to as the “affiliate share’’), 


the amount of the loss is deemed to be the amount determined by 
the formula 


A-(B-C) 
Proposed Amendment — 93(2) formula 


Ae (8-0 4D 


Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 132(6), will amend the formula in subsec. 93(2) to read as above, applicable 
to taxation years, of a foreign affiliate of a taxpayer, that begin after February 27, 
2004, except that if the taxpayer so elects in writing and files the election with the _ 
Minister of National Revenue on or before ‘the taxpayer’s filing-due date for the tax- 
payer’s taxation year that includes the day on which the amending legislation is as- 
sented to, the amendment applies to taxation years, of the taxpayer and of all the 
taxpayer's foreign affiliates, that begin after 1994, and, notwithstanding subsecs. 
152(4) to 6), any | assessment of the taxpayer's tax, interest and penalties payable 
under the Act for any of those taxation years that begin on or before February 27, 
2004 shall be made that is necessary to take the election into account. 


Technical Notes: Subsection 93(2) provides rules for the purpose of determining 
the loss of a corporation resident i in Canada from the disposition of a share of a for- 
eign affiliate of the corporation or the loss of a foreign affiliate of the corporation 
from a disposition of a share of the capital stock of another foreign affiliate of the 
corporation that is not excluded prpesy to the foreign affiliate that oe of the 
share. _ — 


The amount of the loss, determined without reference to this subsection, is seduced 
by exempt dividends received, on the share or a share for which the share was substi- 
tuted, by the corporation resident in Canada, by another corporation resident in Can- 
ada that is related to the corporation or by a foreign affiliate of either of those corpo- 
rations resident in Canada (to the extent that the exempt dividends have not already 
reduced losses or allowable capital losses of those corporations or foreign affiliates 
under subsection 93(2), (2.1), (2.2) or (2.3)). The term “exempt dividend” is defined 
in subsection 93(3). 


Subsection 93(2) is being amended to permit the corporation resident in Canada or its 
foreign affiliate to restore a loss from a disposition of a share of the capital stock of a 
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foreign avliete mf the eeaporeton resident i in Caria to the extent of the lesser of 
two amounts. — 


_e The first amount is the reduct 
dividends. 


1. of that loss which 5 ai to exempt 


_* The second amount is the total of the following gains determine Lin 
‘the corporation resident in Canada or the as affiliate, as the cas 
ae disposed of the share: | | : 

_ — The foreign exchange gain arising on the sotlement ¢ or Fentingishment of an 
ee euieation issued or incurred to acquire ‘the share. 


7 = The foreign exchange gain: arising on the ‘redemption, acquisition or “cancel- 
| lation of hae issued to aequire the share. 


ge 


. The § gain arising “under an agreement that provi 
exchange of a ‘currency, or from the disposition 


a currency, that was en- 


tered into or acquired for hedging the foreign extharige re ee ioe etsios © in i 


- connection with the acquisition of the share. - 


First, the formula in ‘subsection ahs is ee d ae aus the new variable ». 
and will read as follows: 


(B-C+D. 
where 


A is the amount of the loss determined without reference to this 
subsection, 


B is the total of all amounts each of which is an amount received 
before that time, in respect of an exempt dividend on the affiliate 
share or on a share for which the affiliate share was substituted, 
by 

(a) the corporation resident in Canada, 


(b) a corporation related to the corporation resident in 
Canada, 


(c) a foreign affiliate of the corporation resident in Canada, 
or 


(d) a foreign affiliate of a corporation related to the corpora- 
tion resident in Canada, 


C is the total of 


(a) the total of all amounts each of which is the amount by 
which a loss (determined without reference to this section), 
from another disposition at or before that time by a corpora- 
tion or foreign affiliate described in the description of B of 
the affiliate share or a share for which the affiliate share was 
substituted, was reduced under this subsection in respect of 
the exempt dividends referred to in the description of B, 


(b) the total of all amounts each of which is twice the amount 
by which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a previous disposition by 
a partnership of the affiliate share or a share for which the 
affiliate share was substituted, was reduced under subsection 
(2.1) in respect of the exempt dividends referred to in the 
description of B, 


(c) the total of all amounts each of which is the amount by 
which a loss (determined without reference to this section), 
from a disposition at or before that time by a corporation or 
foreign affiliate described in the description of B of an inter- 
est in a partnership, was reduced. under subsection (2.2) in 
respect of the exempt dividends referred to in the description 
of B, and 


(d) the total of all amounts each of which is twice the amount 
by which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a disposition at or before 
that time by a partnership of an interest in another partner- 
ship, was reduced under subsection (2.3) in respect of the ex- 
empt dividends referred to in the description of B. 


_ Proposed Addition — 93(2)D 
D is the lesser of 


(a) the amount, if any, by which the amount delsiminiéa for 
B exceeds the amount determined for C, and ; 


es for the pee sale or 


_ Of the corporation resident in Canada or the foreign affiliate 
of the c Tporation resident i n Canada, as the case may b 


A) the settlement or eee of an pre 
of the A oe in vanada- or of the for- 


as the case may be, that can reasonz 
ered to have been issued or incurred in relation to the 
acquisition of the affiliate share by the corporation 


share of the capital stock of a corporation resident in 

Canada or of the foreign affiliate of the corporation 

resident in Canada, as the case may be, that can rea- 

-sonably be considered to have been issued in relation 
_ to the acquisition of the affiliate share by the corpo- 

ration resident in Canada or by the foreign affiliate 

of the corporation oS in Sa _as the case 
may be, and 


resident i in Canada or by the foreign affiliate of the cor- 
~ poration resident in Canada, as the case may be, under 
an agreement that provides for the purchase, sale or ex- 
change of currency, or from the disposition of a cur- 
tency, which agreement or currency, as the case may be, 
-_ ¢an reasonably be considered to have been entered into 
or acquired, by the corporation resident i in Canada or by 
_ the foreign affiliate of the corporation resident in Can- 
ada, as the case may be, for the principal purpose of 
hedging the foreign exchange exposure arising in con- 
nection with the acquisition of the affiliate share. 


Appllestion: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 


subsec. 132(7), will add the description of D to subsec. 93(2), — on the same 
basis as the amendment to the formula above. 7, 


Technical Notes: Second, the addition to the loss dader new variable “—p — be 
determined as the lesser of : 


» The reduction of the loss in sept of exempt dividends ie as (B - C) 
in the formula), and _ : 


¢ The total of the followize amounts denied: in respect of the cdcarstion resi- 
_dent in Canada or the wes affiliate of the Slee resident in Canada, as 
the case may be: 


_—— the amount of the copital « gain dee ed under paragraph 39(2)(a) for the 


taxation year that includes that time in respect of _ 


© the settlement or extinguishment of an obli gation of the bareortion resi- 

_ dent in Canada or of the foreign affiliate of the corporation resident in 

Canada, as the case may be, that can reasonably be considered to have 

_____ been issued or incurred in relation to the acquisition of the affiliate share 

3 by the corporation resident in Canada or by the foreign affiliate of the 
compration resident i in Cpa as the case may | be, Or 


the rerlemspdan, acquisition or educelladon ofa share of the capital stock 

_ of a corporation resident in Canada or of the foreign affiliate of the cor- 

poration resident in Canada, as the case may be, that can reasonably be 

considered to have been issued in relation to the acquisition of the affili- 

___ ate share by the corporation resident in Canada or by the foreign affiliate 
a of the ‘corporation resident i in Canada, as the case may be, and 


_ the anionnt of any gain poled by the corporation resident in Canada or by 
the foreign affiliate of the corporation resident in Canada, as the case may 
be, under an agreement that provides for the purchase, sale or exchange of 
currency, or from the disposition of a currency, which agreement or cur- 
tency, as the case may be, can reasonably be considered to have been en- 
tered into or acquired, by the corporation resident in Canada or by the for- 
eign affiliate resident in Canada, as the case may be, for the principal 
purpose of hedging the foreign exchange exposure sate in connection 

with the acquisition of the affiliate share. 


Coming-into-Force (ITA 93(2), 93(2.1), 93(2.2) and 93(2.3)) 


The amendments to subsections 93(2), 93(2.1), 93(2.2) and (2.3) apply to taxation 
years, of foreign affiliates of a taxpayer, that begin after February 27, 2004. How- 
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ly be id. 


resident in Canada or by the foreign affiliate of the 
corporation resident i in’ a as the case ~ ook 
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ever, if the taxpayer so elects in writing and files that election with the Minister of 
National Revenue on or before the taxpayer’s filing-due date for the taxation year in 
which these amendments are assented to, the amendments will apply taxation years 
of the taxpayer and all foreign affiliates of the taxpayer that begin after 1994. 


Letter from Dept. of Finance, Feb. 12, 2001: 
Angelo Nikolakakis, Stikeman Elliott, Toronto 
Dear Mr. Nikolakakis:. 

Relationship between 93(2 ) and 39(2) 


Finally you have submitted that subsection 93(2) should not apply to deny a loss on ~ 
the disposition of the shares of a foreign affiliate where the loss results from the 
fluctuation in the value of a foreign currency, particularly ae sonecticn 39(2) 
also applies to require the recognition of a corresponding” gain. 


Although we will wish to give further consideration to the issue of how best to iden- 
tify both gains and losses related to such shares, we are prepared to recommend that 
an amendment be made to subsection 93(2) of the Act to address your concerns. 


Effective Date 


It will be recommended that the amendments be made effective for taxation years 
commencing after announcement date. It will also be recommended that taxpayer be 
permitted to elect to have the amendments apply to the 1994 and subsequent taxation 
years of foreign affiliates where the aes Re) elects i in Da of all the taxpayer’ s 
foreign affiliates .. / : | 


Yours sincerely, i 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 40(3) — Deemed gain where amounts to be deducted from 
ACB exceed cost plus amounts to be added; 40(3.3), (3.4) — Limitation on loss where 
share acquired by affiliated person; 87(2)(u)(ii) — Amalgamation; 93(3) — Exempt 
dividends; 93(4) — Loss on disposition of shares of foreign affiliate; 93.1(1) — Where 
shares are owned by partnership; 93.1(2) — Dividend on shares of foreign affiliate held 
by partnership; 257 — Formula amounts cannot calculate to less than zero. 
History: Subsec. 93(2) amended by 2001, c. 17, subsec. 70(5) to replace the references 
to the expression “4/3 of’ with references to the word “twice”, applicable to taxation 
years that end after February 27, 2000 except that, for a taxation year of a taxpayer that 
includes February 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, the references to the word “twice” shall be read as 
references to the expression “the fraction that is the reciprocal of the fraction in para. 
38(a), as amended by 2001, c. 17, that applies to the taxpayer for the year, multiplied 
by”. 
Subsec. 93(2) amended by the said c. 17, subsec. 70(3), applicable to dispositions that 
occur after November 1999. The subsec. formerly read: 

(2) Loss limitation on disposition of share — Where 


(a) a corporation resident in Canada has disposed of a share of the capital 
stock of any foreign affiliate of the corporation, or 


(b) a foreign affiliate of a corporation resident in Canada has disposed of a 
share of the capital stock of another foreign affiliate of the corporation, 


the amount of the loss of the disposing corporation from the disposition of the 
share shall be deemed to be the amount, if any, by which 


(c) the amount that would be the loss of the disposing corporation therefrom 
if this Act were read without reference to this subsection 


exceeds 
(d) the amount, if any, by which 
(i) the total of all amounts received before the disposition of the share in 
respect of exempt dividends on the share or a share for which the share 
was substituted by 
(A) the disposing corporation, 
(B) a corporation related to the disposing corporation, 
(C) a foreign affiliate of the disposing corporation, or 
(D) a foreign affiliate of a corporation related to the disposing 
corporation 
exceeds 
(ii) the total of all amounts each of which is the amount by which a loss 
from a previous disposition of the share or a share for which the share 


was substituted by a corporation referred to in any of clauses (i)(A) to 
(D) has been reduced because of this subsection. 


That portion of subsec. 93(2) following para. (b) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 69(2), applicable to the determination of losses arising in 1985 et 
seq., except that, in its application to such losses from dispositions occurring before 
July 13, 1990, para. (d) shall be read as follows: 


(d) the total of all amounts in respect of exempt dividends received by the dis- 
posing corporation on the share at any time before the disposition. 


That portion of subsec. 93(2) formerly read: 


the amount of any capital loss of the disposing corporation from the disposition 
of the share shall be deemed to be the amount, if any, by which the amount of 
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the capital loss therefrom otherwise determined exceeds the total of all amounts 
in respect of exempt dividends received by the disposing corporation on the 
share at any time before the disposition. 


Interpretation Bulletins: See at end of s. 93. 


(2.1) Loss limitation — disposition of share by partner- 
ship — Where 


(a) a corporation resident in Canada has an allowable capital loss 
from a disposition at any time by a partnership of a share of the 
capital stock of a foreign affiliate of the corporation (in this sub- 
section referred to as the “affiliate share”), or 


(b) a foreign affiliate of a corporation resident in Canada has an 
allowable capital loss from a disposition at any time by a part- 
nership of a share of the capital stock of another foreign affiliate 
of the corporation resident in Canada that would not be excluded 
property of the affiliate if the affiliate owned the share immedi- 
ately before it was disposed of (in this subsection referred to as 
the “affiliate share’), 


the amount of the allowable capital loss is deemed to be the amount 
determined by the formula 


A=(B= 6) 
Bropeced Amendment — aSt@: a formula: , 


OAS B- -C)D 


es The Fobnny 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 132(8), will amend the formula in subsec. 93(2. )) to read as above, applica- 
ble on the same basis as the amendment to the formula i in 93(2).. 


Technical Notes: Subsection 93(2.1) provides rules for the abe of determining 
the allowable capital loss of a corporation resident in Canada from the disposition by 
a partnership of a share of the capital stock of a foreign affiliate of the corporation 
and for the purpose of determining the allowable capital loss of a foreign affiliate of 
a corporation resident in Canada from a disposition by a partnership of a share of the 
capital stock of another foreign affiliate of the corporation that would not be ex- 
cluded property of the foreign affiliate if the foreign affiliate owned fe: share imme- 
diately before it was disposed of. } 


The amount of the allowable capital loss otherwise deichaited | is cee by ‘4 of the 
exempt dividends received, on the share or a share for which the share was substi- 
tuted, by the corporation resident i in Canada, by another corporation resident in Can- 
ada that is related to the corporation resident i in Canada, or by a foreign affiliate of 
either of those corporations resident in Canada (to the extent that the exempt divi- 


dends have not already reduced losses or allowable capital losses of those corpora- 


tions or foreign affiliates under subsection 93(2), (2.1), (2. 2) or - me - POR. 
émpt dividend” is defined in subsection 93(3) . : 


Subsection 93(2.1) is being amended to permit the corporation eles in Chad or 
its foreign affiliate to restore an allowable capital loss from a disposition by a part- _ 
nership of a share of the capital stock of a foreign affiliate of the corporation | resident 
in Canada to the: extent of the lesser of two amounts. 


The additi mn the loss under “new variable sD will be determined as the lesser of 


a ° The fi rst amount is the reduction of that allowable capital loss which. is attributa- 
ble to exempt dividends. . 


¢ The second amount is ‘2 of the loll of the filowes gains determined i respect 
_ of the corporation resident in Canada or the foreign affiliate, as the case may be, 


= The foreign exchange gain arising on the settlement of an a issued 
of incurred to acquire the share. oe 


The foreign exchange gain arising ‘on the redemption, acquisition or cancel- 
lation of shares issued to os the share. - o 


—_— - The gain arising acer an agreement that provides for the pucctieeey “sale or 
exchange of a currency, or from the disposition of a currency, that was en- 
tered into or acquired for hedging the foreign ee — asing in 
connection with the acquisition of the share. : 


First, the formula i in subsection 932. 1) is amended by pea the new variable oe 
and will ae as — | 


S; AL @LOeD. a ae 
where 


A is the amount of the allowable capital loss determined without 
reference to this subsection, 


Bis '/2 of the total of all amounts each of which was received 
before that time, in respect of an exempt dividend on the affiliate 
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share or on a share for which the affiliate share was substituted, 
by 
(a) the corporation resident in Canada, 


(b) a corporation related to the corporation resident in 
Canada, 


(c) a foreign affiliate of the corporation resident in Canada, 
or 


(d) a foreign affiliate of a corporation related to the corpora- 
tion resident in Canada, and 


C is the total of 


(a) the total of all amounts, each, of which is the:amount by 
which an allowable capital loss (determined without refer- 
ence to. this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a disposition at or before 
that time by a partnership of the affiliate share or a share for 
which the affiliate share was substituted, was reduced under 
this subsection in respect of the exempt dividends referred to 
in the description of B, 


(b) the total of all amounts each of which is 1/2 of the amount 
by which a loss (determined without reference to this sec- 
tion), of a corporation or foreign affiliate described in the 
description of B from another disposition at or before that 
time of the affiliate share or a share for which the affiliate 
share was. substituted, was reduced under subsection (2) in 
respect of the exempt dividends referred to in the description 
of B, . 


(c) the total of all amounts each of which is '/2 of the amount 
by which a loss (determined without reference to this sec- 
tion), from a disposition at or before that time by.a corpora- 
tion or foreign affiliate described in the description of B of 
an interest in a partnership, was reduced under. subsection 
(2.2) in respect of the exempt dividends referred to in the 
description of B,,and 


(d) the total of all amounts each of which is the amount by 
which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a disposition at or before 
that time by a partnership of an interest in another. partner- 


ship, was reduced under subsection (2.3) in respect of ex- | 


ee dividends referred to in the description of B. 


oe Addition _ 93(2. 1D 
Dis ‘the lesser. of 


(a) the amount, if any, ie which ies amount determined for 
_B exceeds the amount determined for C, and 


. <b), one-half. of the total of the. following amounts deter- 
_ mined in respect of the corporation resident in. Canada or 
sag ae iffiliate of ee ene reside in Canada, ‘ 


Canada, of the foreient affilians of thee corpora- 


dent in 
_ tion resident in Canada, or of the partnershi 
_ tent that such a gain is reasonably attributabl 
- corporation resident in Canada, or to the foreign affiliate 
-_ of the corporation resident in Canada, as the case may 
_ be) determined under paragraph 39(2)(a) for the taxa- 
_tion year that includes that time in respect of 


(A) the settlement or extinguishment of an obligation — 


_ of the corporation resident. in Canada, of the foreign 
affiliate of the corporation resident in Canada, or of 


the partnership, as the case may be, that can reasona- _ 


bly be considered to have been issued or incurred in 


relation to the acquisition of the affiliate ae by the 7 


partnership, or 
(B) the redemption, sicquisisiot: or cantelicion ofa 


share of the capital stock of the corporation resident 
in Canada or of the foreign affiliate of the corpora- 


S. 93(2.1) 


© tion resident in Canada, as the’ case may be; that can 

reasonably be considered to have been issued in rela~" 
_tion to the. aeawieinencets the affiliate te BY, the 
‘partnership, and | 


Gi) the amount of any. gain ‘tellin d ie the emlership 
_ (to the extent that the gain is reasonably: attributable to 
© the corporation resident in Canada or to the foreign af- 
- filiate of the corporation resident in Canada, as the case 
may be), by the corporation resident in Canada or by the 
oreign affiliate of the corporation resident in Canada, 
_as the case may be, under an agreement that provides 
r the purchase, sale or exchange of currency, or from 
__ the disposition of a currency, which agreement or cur- 

Tency, as the case may be, can reasonably be considered 
to have been. entered into or acquired, by the partner- 
ship, by the corporation resident in Canada or by the 
foreign affiliate of the corporation resident in Canada, 
as the case may be, for the principal purpose of hedging 
the foreign exchange exposure arising in connection 
with the acquisition of the affiliate share. 


Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec, 132), \ ill add the. description of D to subsec. 7 a; ero on the 
same basis as ‘the amendment to the formula in 93(2). 


Technical Notes: ‘Second, the addition to the allowable ees loss under new 
vatiabic “DP” will be determined as. the lesser of, oe : 


the amount oe fe ae gain of the faeces ae 7 Canada: of a ; 
foreign affiliate of the corporation resident in Canada, or of the partnership 
_(to the extent that such a gain is reasonably attributable to the corporation 
resident i in Canada, or to the foreign affiliate of the corporation resident in - 
: anada, as the case may be) determined under paragraph 39(2)(a) 7 the 
____ taxation year that includes that time in ‘Tespect of 


¢ the settlement or extinguishment of an obligation of the competes resi- 
_dent in Canada, of the foreign affiliate of the corporation resident in 
nada, or of the partnership, as the case may be, that can reasonably be 

_ considered to have been issued or incurred in relation to the ore oe 
| of the affiliate share by the parciceehsp, of : 


the redemption, acquisition or cancellation of a share of the capital stock 

a corporation resident i in Canada or of the foreign affiliate of the cor- 

poration resident in Canada, as the case may be, that can reasonably be 
~ considered to have been issued in relation to the acquisition of the affili- 
ate share by the partnership, and 


= the amount of any gain realized by the panei (to the extent tthat the gain 

ig reasonably | attributable to the corporation resident in Canada or to the for- 

- eign affiliate of the corporation resident in Canada, as the case may be), by 

the corporation resident in Canada or by the foreign affiliate of the corpora- 

tion resident in Canada, as the case may be, under an agreement that pro- 

vides for the purchase, sale or exchange of ¢ currency, or from the disposition 

ota currency, which agreement or currency, as the case may be, can reason- 

ably be considered to have been entered into or acquired, by the partnership, 

~ by the corporation resident in Canada or by the foreign affiliate of the corpo- 

tation resident in Canada, as the case may be, for the principal purpose of 

hedging the foreign exchange expos o arising in connection with the acqui- 
_ Sition of the affiliate share. 


Refer to the coming-into-fo e corumenters a 93200] to acemnies -_ ponies 
into-force for this new subsection. _ | 


Related Provisions: 87(2)(u)(ii) — Amalgamation; 93(3)— Exempt dividends; 
93.1(2) — Dividend on shares of foreign affiliate held by partnership; 257 — Formula 
amounts cannot calculate to less than zero. 


History: Subsec. 93(2.1) amended by 2001, c. 17, subsec. 70(6) to replace the refer- 
ences to the fraction “3/4” with references to the fraction “1/2”, applicable to taxation 
years that end after February 27, 2000 except that, for a taxation year of a taxpayer that 
includes February 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, the references to the fraction “1/2” shall be, read as 
references to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the 
taxpayer for the year. 


Subsec. 93(2.1) added by the said c. 17, subsec. 70(3), applicable to dispositions that 
occur after November 1999. 
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(2.2) Loss limitation — disposition of partnership inter- 
est — Where 


(a) a corporation resident in Canada has a loss from the disposi- 
tion by it at any time of an interest in a partnership (in this sub- 
section referred to as the “partnership interest’), which has a di- 
rect or indirect interest in shares of the capital stock of a foreign 
affiliate of the corporation resident in Canada (in this subsection 
referred to as “affiliate shares’), or 


(b) a foreign affiliate of a corporation resident in Canada has a 
loss from the disposition by it at any time of an interest in a 
partnership (in this subsection referred to as the “partnership in- 
terest’), which has a direct or indirect interest in shares of the 
capital stock of another foreign affiliate of the corporation resi- 
dent in Canada that would not be excluded property if the shares 
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(b) a corporation related to the corporation resident in 
Canada, 


(c) a foreign affiliate of the corporation resident in Canada, 
or 


(d) a foreign affiliate of a corporation related to the corpora- 
tion resident in Canada, and 


is the total of 


(a) the total of all amounts each of which is the amount by 
which a loss (determined without reference to this section), 
from another disposition at or before that time by a corpora- 
tion or foreign affiliate described in the description of B of 
affiliate shares or shares for which affiliate shares were sub- 
stituted, was reduced under subsection (2) in respect of the 
exempt dividends referred to in the description of B, 


were owned by the affiliate (in this subsection referred to as “af- 


filiate shares’’), 


the amount of the loss is deemed to be the amount determined by 


the formula 
A-(B-C) 
Proposed Amendment = 93(2.2) formula 


A-(B-—C)+D 


Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 132(10), will amend the formula in subsec. 93(2.2) to read as above, applica- 
ble on the same basis as the amendment to the formula in 93(2). 


Technical Notes: Subsection 93(2.2) provides rules for the purpose of determining 
the loss of a corporation resident in Canada from the disposition of an interest in a 
partnership that holds interests in shares of the capital stock of a foreign affiliate of 
the corporation resident in Canada or the loss of a foreign affiliate of the corporation 
from a disposition ofan interest in a partnership that holds interests in shares of the 
capital stock of another foreign affiliate of the corporation that would not be ex- 
cluded property of the foreign affiliate if the foreign affiliate owned the share imme- 
diately before it was disposed of. 


The amount of the loss otherwise determined is reduced by exempt dividends re- 
ceived on the shares, or shares for which the shares were substituted, by the corpora- 
tion resident in Canada, by another corporation resident in Canada that is related to 
the corporation, or a by foreign affiliate of either of those corporations resident in 
Canada (to the extent that the exempt dividends have not already reduced losses or 
allowable capital losses of those corporations or foreign affiliates under subsection 
93(2), (2.1), (2.2) or (2.3)). The term “exempt dividend” is defined in subsection 
933): 


Subsection 93(2.2) is being amended to permit the corporation resident in Canada or 
its foreign affiliate to restore a loss arising on the disposition of an interest in a part- 
nership that holds interests in shares of the capital stock of a foreign affiliate of the 
corporation resident in Canada to the extent of the lesser of two amounts. 


* The first amount is the reduction of the loss attributable to exempt dividends. 
* The second amount is the sum of the following gains determined in respect of 


the corporation or the foreign affiliate, as the case may be, that disposed of the 
partnership interest 


— The foreign exchange gain arising on the settlement of an riigailal issued 
or incurred to acquire the share interests held by the partnership. — 


— The foreign exchange gain arising on the redemption, acquisition or cancel- 
lation of shares issued to acquire share interests held by the partnership. 


— The gain arising under an agreement that provides for the purchase, sale or 
exchange of a currency, or from the disposition of a currency, that was en- 
tered into or acquired for hedging the foreign exchange exposure arising in 
connection with the acquisition of the share interests held by the partnership. 


First, the formula in subsection 93(2.2) is being amended by adding the new variable 
“D” and will read as follows: 


A-(B-C)+D 


where 


A is the amount of the loss determined without reference to this 


subsection, 


B is the total of all amounts each of which was received before that 


time, in respect of an exempt dividend on affiliate shares or on 


shares for which affiliate shares were substituted, by 
(a) the corporation resident in Canada, 
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(b) the total of all amounts each of which is twice the amount 
by which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from another disposition at or 
before that time by a partnership of affiliate shares or shares 
for which affiliate shares were substituted, was reduced 
under subsection (2.1) in respect of the exempt dividends re- 
ferred to in the description of B, 


(c) the total of all amounts each of which is the amount by 
which a loss (determined without reference to this section), 
from a disposition at or before that time by a corporation or 
foreign affiliate described in the description of B of an inter- 
est in a partnership, was reduced under this subsection in re- 
spect of the exempt dividends referred to in the description of 


.B, and 


(d) the total of all amounts each of which is twice the amount 
by which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a disposition at or before 
that time by a partnership of an interest in another partner- 
ship, was reduced under subsection (2.3) in respect of the ex- 
oe dividends referred to in the description of B. 


_ Proposed Addition — ane 2)D_ 


D. is ‘the lesser of 


~ (a) the amount, if any, by which the amount determined for 
-B exceeds the amount determined for C, and 


(b) the total of the following amounts determined in respect 


of the corporation resident in Canada or the foreign affiliate 


of the corporation resident in Canada, as the case may be, 


(i) the amount of the capital gain of the corporation resi- 
dent in Canada, of the foreign affiliate of the corpora- 
tion resident in Canada, or of the partnership (to the ex- 
tent that such a gain is reasonably attributable to the 
corporation resident in Canada, or to the foreign affiliate 
of the corporation resident in Canada, as the case may 
be) determined under paragraph 39(2)(a) for the taxa- 
tion year that includes that time in respect of 


(A) the settlement or extinguishment of an obligation 
of the corporation resident in Canada, of the foreign 
affiliate of the corporation resident in Canada, or of 
the partnership, as the case may be, that can reasona- 
bly be considered to have been issued or incurred in 
relation to the acquisition of the affiliate shares, or 


-(B) the redemption, acquisition or cancellation of a 
_ share of the corporation resident in Canada or of the 
foreign affiliate resident in Canada, as the case may 
be, or of an interest in the partnership that can rea- 
sonably be considered to have been issued in relation 
to the acquisition of the affiliate shares, and 


(ii) the amount of any gain realized by the corporation 
resident in Canada or by the foreign affiliate of the cor- 
poration resident in Canada, as the case may be, under 
an agreement that provides for the purchase, sale or ex- 


eiiagibi. fone ae aes [ 


inte force s for this new subsection. 


Related Provisions: 87(2)(u)(ii) — Amalgamation; 93(3)— Exempt dividends; 
93.1(1) — Where shares are owned by partnership; 93.1(2) — Dividend on shares of 
foreign affiliate held by partnership; 257 — Formula amounts cannot calculate to less 
than zero. 


History: Subsec. 93(2.2) amended by 2001, c. 17, subsec. 70(7) to replace the refer- 
ences to the expression ‘4/3 of” with references to the word “twice”, applicable to 
taxation years that end after February 27, 2000 except that, for a taxation year of a 
taxpayer that includes February 28, 2000 or October 17, 2000, or began after February 
28, 2000 and ended before October 17, 2000, the references to the word “twice” shall 
be read as references to the expression “the fraction that is the reciprocal of the fraction 
in para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for the year, 
multiplied by”. 


Subsec. 93(2.2) added by the said c. 17, subsec. 70(3), applicable to dispositions that 
occur after November 1999. 


(2.3) Loss limitation — disposition of partnership inter- 
est — Where 


(a) corporation resident in Canada has an allowable capital loss 
from a partnership froma disposition at any time of an interest 
in another partnership that has a direct or indirect interest in 
shares of the capital stock of a foreign affiliate of the corpora- 
tion resident in Canada (in this subsection referred to as “affili- 
ate shares’’), or 


(b) a foreign affiliate of a corporation resident in Canada has an 
allowable capital loss from a partnership from a disposition at 
any time by a partnership of an interest in another partnership 
that has a direct or indirect interest in shares of the capital stock 
of a foreign affiliate of the corporation resident in Canada that 
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ted ed losses or allowable — losses. of Mes a or ee affiliates 


S..93(2.3) 


would not be excluded property of the affiliate if the affiliate 


owned the shares immediately before the disposition (in this 
subsection referred to as “‘affiliate shares’’), 


the amount of the allowable capital loss is deemed to be the amount 


determined by the formula 
A-(B- C) 
roposed Amendment - — 


93(2.3) formula 


bruary 27, 2004 draft legislation (Part 2 — foreign affiliates), 
gies ae the formula i in subsec. 5 3) to read as above, applica- 
in oS 


: rest In another atiienhip ha fas interests in shares of the 
i en affiliate of the corporation resident 1 in Canada and for deter- 


rom a depouion by a partnership of an fs in another partnership that 
has interests in shares of the capital stock of another foreign affiliate of the corpora- 
tion resident in Canada that wor vue be aus oe open if the se were owned 
by the foreign affiliate. . A 
The am int of the allowable cla loss Stherwvite determined is reduced iby! ‘P of the 
exempt dividends received, on the share or a share for which the share was substi- 
tuted, by the corporation resident in Canada, by another corporation resident in Can- 


ada that is related to the corporation, or by a foreign affiliate of either of those corpo- 


rations resident in Canada (tc nt that the exempt dividends have not already 


The foreign exchange gain arising on the stlement of an obligation toned 
ee to 7. the share, 


into oe acquired for fheduing the foreign exchange exposure arising in 
_connection with uae. oS the share. 


where 


A is the amount of the allowable capital loss determined without 
reference to this subsection, 


B is '/ of the total of all amounts each of which was received 
before that time, in respect of an exempt dividend on affiliate 
shares or on shares for which affiliate shares were substituted, 
by 

(a) the corporation resident in Canada, 

(b) a corporation related to the corporation resident in 
Canada, 

(c) a foreign affiliate of the corporation resident in Canada, 
or 

(d) a foreign affiliate of a corporation related to the corpora- 
tion resident in Canada, and 


C. is the total of 


(a) the total of all amounts each of which is '/2 of the amount 
by which a loss (determined without reference to this sec- 
tion), of a corporation or foreign affiliate described in the 
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description of B from another disposition at or before that 
time of affiliate shares or shares for which affiliate shares 
were substituted, was reduced under subsection (2) in respect 
of the exempt dividends referred to in the description of B, 


(b) the total of all amounts each of which is the amount by 
which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a disposition at or before 
that time by a partnership of affiliate shares or shares for 
which affiliate shares were substituted, was reduced under 
subsection (2.1) in respect of the exempt dividends referred 
to in the description of B, 


(c) the total of all amounts each of which is '/2 of the amount 
by which a loss (determined without reference to this sec- 
tion), from a disposition at or before.that time by a corpora- 
tion or foreign affiliate described in the description of B of 
an interest in a partnership, was reduced under subsection 
(2.2) in respect of the exempt dividends referred to in the 
description of B, and 


(d) the total of all amounts each of which is the amount by 
which an allowable capital loss (determined without refer- 
ence to this section), of a corporation or foreign affiliate de- 
scribed in the description of B from a disposition at or before 
that time by a partnership of an interest in another partner- 
ship, was reduced under this subsection in respect of the ex- 
empt dividends referred to in the description of B. 


Proposed Addition — 93(2. 3)D 
D_ is the lesser of 


(a) the amount, if any, by which thee amount demained io. 
B exceeds the amount determined for C, and - 


(b) one-half of the total of the following amounts deter-— 
mined in respect of the corporation resident in Canada or 
the foreign affiliate of the corporation resident i in Canada, 
as the case may be, 
(i) the amount of the capital gain of the corporation resi-_ 
dent in Canada, of the foreign affiliate of the corpora- 
tion resident in Canada, or of the partnership (to the ex- 
tent that such a gain is ‘reasonably attributable to the - 
corporation resident in Canada, or to the foreign affiliate 
of the corporation resident in Canada, as the case may 
be) determined under paragraph 39(2)(a) for the taxa- 
tion year that includes that time in respect of 


(A) the settlement or extinguishment. of an ‘obligation 
of the corporation resident in Canada, of the foreign 
affiliate of the corporation resident in Canada, of the 
partnership or of the other partnership, as the case 
may be, that can reasonably be considered to have 
been issued or incurred in relation to De a 
of the affiliate shares, or 


(B) the redemption, acquisition or age ce a 
share of the corporation resident in Canada or of the 
foreign affiliate of the corporation resident in Can-. 
ada, as the case may be, or of an interest in the part- 
nership or in the other partnership, as the case may 
be, that can reasonably be considered to have been 
issued in relation to the ae of the affiliate 
shares, and 


(ii) the amount of any gain realized by a partierstip (to 
the extent that such gain is reasonably attributable to the 
corporation resident in Canada or to the foreign affiliate 
of the corporation resident in Canada, as the case may 
be), by the corporation resident in Canada or by the for- 
eign affiliate of the corporation resident in Canada, as 
the case may be, under an agreement that provides for 
the purchase, sale or exchange of currency, or from the 
disposition of a currency, which agreement or currency, 
as the case may be, can reasonably be considered to 
have been entered into or acquired by the partnership, 
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by the corporation resident in Canada or by the foreign © 
_ affiliate of the corporation resident in Canada, as the 
case may be, for the principal purpose of hedging the — 
_ foreign exchange exposure arising in connection with « 

_ the acquisition of the affiliate shares. g 
Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates) | 
subsec. 132(13), will add the description of D to subsec. 93(2.3), —_— on the 
same basis as the amendment to the formula in .93(2), 

Technical Notes: Second, the addition to the allowable _ loss under new 
variable “D” will be determined as the lesser of: » Ab aes 
* The reduction of the allowable capital loss in respect of exempt dividends (deter Ls 
mined as (B — C) in the formula), and ; 


* 'h of the total of the following amounts determined in respect of the corporat 
resident in Canada or ie hes affiliate of the sa pmol oe Caen ” boar 
as the case may be, 


_ — the amount of the ow gain of the corporation resident in Canada, of the 
oo foreign affiliate of the corporation resident in Canada, or of the partnership — 
(to the extent that such a gain is reasonably attributable to the corporation 
resident i in Canada, or to the foreign affiliate ‘of the: corporation resident in 
Canada, as the case may be) determined under paragraph 39(2)(a) for bat 
taxation year that. includes that time in fespect Of 


+ ihe settlement or ¢ inguishment of an obligation of the corporation resi- — 
_ dent in Canada, of the foreign affiliate of the. corporation resident in 
: Canada, of the partnership or of the other partnership, as the case may - 
be, that can reasonably be considered to have been issued or incurred in 
_felation to the acquisition of the affiliate shares, or 


ay 


2 


the redemption, acquisition or cancellation of a share of the Sonperatior 
resident in Canada or of the foreign affiliate of the corporation resident 
_ in Canada, as the case may be, or of an interest in the partnership or in 
the other partnership, as the case may be, that can reasonably be consid- 
ered to have been issued I in Felson, ip the veo of the affiliate 
: shares, and : - 


_ — the amount of any gain realized a a eee (ton dee ‘extent ttbat on gain 
is reasonably attributable to the corporation resident in Canada or to the for- 
eign affiliate of the corporation resident in Canada, as the case may be), by 

_ the corporation resident in Canada or by the foreign affiliate of the corpora- 
~ tion resident in Canada, as the case may be, under an agreement that pro- 
vides for the purchase, sale or exchange of currency, | or from the disposition 
_of a currency, which agreement or currency, as the case may be, can reason- 
_ ably be considered to have been entered into or acquired by the partnership, 
by the corporation resident in Canada or by the foreign affiliate of the corpo- 
ration resident in Canada, as the case may be, for the principal purpose of 

_ hedging the foreign ene: exposure seine in connection with the acqui-_ 

sition of the affiliate shares. . 
Refer to the coming-into-force commentary [under 93(2)D] to docanine ie coming- 
into-force for this new subsection. ~ < oe 


Related Provisions: 87(2)(u)(ii) — Amalgamation; 93(3) Exempt dividends; 
93.1(1) — Where shares are owned by partnership; 93.1(2) — Dividend on shares of 
foreign affiliate held by partnership; 257 — Formula amounts cannot calculate to less 
than zero. 


History: Subsec. 93(2.3) amended by 2001, c. 17, subsec. 70(8) to replace the refer- 
ences to the fraction “3/4” with references to the fraction “1/2”, applicable to taxation 
years that end after February 27, 2000 except that, for a taxation year of a taxpayer that 
includes February 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, the references to the fraction “1/2” shall be read as 
references to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the 
taxpayer for the year. 


Subsec. 93(2.3) added by the said c. 17, subsec. 70(3), applicable to dispositions that 
occur after November 1999. } 


(3) Exempt dividends — For the purposes of subsections (2) to 
(23); 


(a) a dividend received by a corporation resident in Canada is an 
exempt dividend to the extent of the amount in respect of the 
dividend that is deductible from the income of the corporation 
for the purpose of computing the taxable income of the corpora- 
tion because of paragraph 113(1)(a), (b) or (c); and 


(b) a dividend received by a particular foreign affiliate of a cor- 
poration resident in Canada from another foreign affiliate of the 
corporation is an exempt dividend to the extent of the amount, if 
any, by which the portion of the dividend that was not pre- 
scribed to have been paid out of the pre-acquisition surplus of 
the other affiliate exceeds the total of such portion of the income 
or profits tax that can reasonably be-considered to have been 
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paid in respect of that portion of the dividend by the particular 
affiliate or by a partnership in which the particular affiliate had, 
at the time of the payment of the income or profits tax, a pariigac 
ship interest, either direpaly. 0 or andincotly, 


History: Subsec. 93(3) amended by 2001, c. 17, subsec. 70(9), applicable to disposi- 
tions that occur after November 1999. The subsec. formerly read: 


(3) For the purposes of subsection (2), 


(a) a dividend received by a corporation resident in Canada is an exempt 
dividend to the extent of the amount in respect of the dividend that is deduct- 
ible from the income of the corporation in computing its taxable income by 
virtue of paragraph 113(1)(a), (b) or (c); and 


(b) a dividend received by a foreign affiliate of a corporation resident in 
Canada from another foreign affiliate of that corporation is an exempt’ divi- 
dend to the extent of the amount, if any, by which the portion of the dividend 
that was not prescribed to have been paid out of the pre-acquisition surplus 
of that other affiliate exceeds such portion of any income or profits tax paid 
by the first-mentioned affiliate as may reasonably be regarded as having 
been paid in respect of that portion of the dividend. 


Regulations: 5900(1)(c) (amount prescribed to have been paid out of pre-acquisition 
surplus); 5905(7.7) (prescribed amount for 93(3)(c)). 


(4) Loss on disposition of shares of foreign affiliate — 
Where a taxpayer resident in Canada or a foreign affiliate of the 
taxpayer (in this subsection referred to as the “vendor’) has ac- 
quired shares of a foreign affiliate of the taxpayer (in this subsec- 
tion referred to as the “acquired affiliate”) on the disposition of 
shares of any other foreign affiliate of the taxpayer (other than a 
disposition to which subsection 40(3.4) applies), 

(a) the capital loss therefrom otherwise determined shall be 

deemed to be nil; and 

(b) in computing the adjusted cost base to the vendor of all 

shares of any particular class of the capital stock of the acquired 

affiliate owned by the vendor immediately after the disposition, 

there shall be added an amount determined by the formula 


G 
(A —B)x D 
where 
A is the cost amount to. the vendor immediately before the dis- 
position of the shares disposed of, 
B is the total of 


(i) the proceeds of disposition ah the shares disposed of, 
and 

(ii) the total of all amounts deducted under paragraph 
(2)(d) in computing losses of the vendor from the disposi- 
tions of the shares disposed of, 


S..93(5.1) 


C. is the fair market value, immediately after the disposition, of 
all shares of that particular class owned by it at that time, and 


D. is the fair market value, immediately after the disposition, of 
all shares. of the capital stock of the acquired affiliate owned 
by it at that time. 

Related Provisions: 93(2) — Loss limitation on disposition of share; 93.1(1) — 


Where shares are owned by partnership; 257 — Formula cannot calculate to less than 
zero. 


History: The opening words of subsec. 93(4) amended. by 1998, c. 19, s. 120, applica- 
ble, subject to s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the 
Act), to dispositions of property that occur after April 26, 1995. The opening words 
formerly read: 


(4) Where‘a taxpayer resident in Canada or a foreign affiliate of the taxpayer (in 
this subsection referred to as the ““vendor”’) has acquired shares of a foreign affil- 

_ late of the taxpayer (in this subsection referred to as the “acquired affiliate”) on 
the disposition of shares of any other foreign affiliate of the taxpayer (other than 
‘a disposition to which subsection 85(4) applies), the following rules apply: 


Para. 93(4)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 69(3), applicable 
to dispositions of shares occurring after July 13, 1990. Para. 93(4)(b) formerly read: 


(b) in computing the adjusted cost base to the vendor of all shares of any particu- 
lar class of the capital stock of the acquired affiliate owned by it immediately 
after the disposition there shall be added the amount that:is equal to that propor: 
tion of the amount, if any, by which 


(i) the cost amount to it immediately before the disposition of the shares 
disposed of 


exceeds 
(i) the proceeds of the disposition 
that 


ii) the fair market value, immediately after the disposition, of all shares of 
that class owned a) it at that time, 


is of 


(iv) the fair market value, immediately after the disposition, of all shares of 
the capital stock of the acquired affiliate owned by it at that time. 


Interpretation Bulletins: See at end of s. 93. 


(5) Late filed elections — Where the election referred to in sub- 
section (1) was not made on or before the day. on or before which 
the election was required by that subsection to be made, the election 
shall be deemed to have been made on that day if, on or before the 
day that is 3 years after that day, 


(a) the election is made. in prescribed. manner; and 
(b) an estimate of the penalty in respect of that election is paid 
by the corporation when that election is made. 

Regulations: 5902 (prescribed manner). 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — disposition 
of shares in a foreign affiliate. 


Forms: T2107: Election for a disposition of shares in a foreign affiliate. 


(5.1) Special cases — Where, in the opinion of the Minister, the 
circumstances of a case are such that it would be just and equitable 


(a) ‘to permit an election under subsection (1) to be made after 
the day that is 3 years after the day on or before which the elec- 
tion was required by that subsection to be made, or 


(b) to permit an election made under subsection (1) to be 
amended, 
the election or amended election shall be deemed to have been 
made-on the day on or before which the election was so required to 
be ‘made if 
(c) the election or amended election is made in prescribed form, 
and . 
(d)..an estimate of the penalty in respect of the election or 
amended election is paid by the corporation when the election or 
amended election is made, 
and where this subsection applies to the amendment of an election, 
that election shall be deemed not to have been effective. 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended, elections — disposition 
of shares in a foreign affiliate. 


Forms: T2107: Election for a disposition of shares in a foreign affiliate. 
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Proposed Addition — 93(5.2) 


(5.2) Amended election — An election (referred to in this sub- 
section as the “amended election”) by a taxpayer under subsection 
(1) in respect of a disposition of shares of the capital stock of a 
foreign affiliate of the taxpayer is deemed to have been made on 
the day on or before which the election was so required to be 
made and any previous election (referred to in this subsection as 
the “old election”) under subsection (1) in respect of — ey a 
tion is deemed not to have been effective if | 


_ (a) the taxpayer has not elected under [section 51 a title of 
implementing enactment]; 


(b) the taxpayer pinde the old election on or before December 
18, 2009; 


(c) in the opinion of the Minisier the circumstances are such 
that it would be just and equitable to permit the old election to 
be amended; and 


(d) the amended election is made in prescribed form on or 
before December 31, 2012. 


Application: The August 27, 2010 draft legislation (Part 2 — fotsibn wracieeee 
subsec. 32(4), will add subsec. 93(5.2), applicable after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5S) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before June 
30, 2011. 


Technical Notes (Sept. 10, 2010): New subsection 93(5. i is added in order to 
provide taxpayers with the ability to amend certain subsection 93(1) elections with- 
out having to pay a late-filing penalty. This new provision is related to the announce- 
ment on December 18, 2009 of the abandonment of the “consolidated net surplus” 
proposals that were issued in draft form on February 27, 2004. Although the ability — 
to amend such an election is subject to the discretion of the Minister, it is generally 
expected that the “just and equitable” standard would be met where the taxpayer’s 
original subsection 93(1) election was filed on the basis of the “consolidated net sur- 
plus” rules and the taxpayer simply wishes to amend the election to reflect their non- — 
application, oy y J 


(6) Penalty for late filed election — For the purposes of this 
section, the penalty in respect of an election or amended election 
referred to in paragraph (5)(a) or (5.1)(c) is an amount equal to the 
lesser of 


(a) '/4 of 1% of the amount designated in the election or amended 
election for each month or part of a month during the period 
commencing with the day on or before which the election is re- 
quired by subsection (1) to be made and ending on the day the 
election is made, and 


(b) an amount, not exceeding $8,000, equal to the product ob- 
tained by multiplying $100 by the number of months each of 
which is a month all or part of which is during the period re- 
ferred to in paragraph (a). 
Related Provisions: 93(7) — Assessment of penalty; 220(3.1) — Waiver of penalty 
by CRA. 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — disposition 
of shares in a foreign affiliate. 


(7) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine each election and amended election referred 
to in paragraph (5)(a) or (5.1)(c), assess the penalty payable and 
send a notice of assessment to the corporation, and the corporation 
shall pay forthwith to the Receiver General the amount, if any, by 
which the penalty so assessed exceeds the total of all amounts pre- 
viously paid on account of that penalty. 


Definitions [s. 93]: “adjusted cost base’ — 54, 248(1); “allowable capital loss” — 


38(b), 248(1); “amount” — 248(1); “arm’s length” — 251(1); “assessment” — 248(1); 
“Canada” — 255; “capital gain”, “capital loss” — 39(1), 248(1); “class” — of shares 
248(6); “corporation” — 248(1), Interpretation Act 35(1); “cost amount’, “disposi- 
tion”, “dividend” — 248(1); “excluded property” —95(1); “exempt dividend” — 
93(3); “exempt surplus” — 113(1)(a), Reg. 5907(1)(d); “foreign affiliate” — 93.1(1), 
95(1), 248(1); “Minister” — 248(1); “pre-acquisition surplus” — Reg. 5900(1)(c); 
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“prescribed” — 248(1); “proceeds of disposition” — 54; “property”, “regulation” — 
248(1); “related” — 251(2)-(6); “resident in Canada” — 250; “share” — 248(1); “sub- 
stituted” — 248(5); “taxable capital gain” — 38(a), 248(1); “taxable income” — 
248(1); “taxable surplus” — 113(1)(b)(i), Reg. 5907(1)(k); “taxation year” — 95(1) 
(for foreign affiliate only), 249; “taxpayer” — 248(1). 

Interpretation Bulletins [s. 93]: IT-392: Meaning of the term “share”; IT-451R: 
Deemed disposition and acquisition on ceasing to be or becoming resident in Canada. 


93.1 (1) Shares held by a partnership — For the purpose of 
determining whether a non-resident corporation is a foreign affiliate 
of a corporation resident in Canada for the purposes of subsections 
(2) and 20(12), sections 93 and 113, paragraph 128.1(1)(d), (and 
any regulations made for the purposes of those provisions), section 
95 (to the extent that that section is applied for the purposes of 
those provisions) and section 126, where based on the assumptions 
contained in paragraph 96(1)(c), at any time shares of a class of the 
capital stock of a corporation are owned by a partnership or are 
deemed under this subsection to be owned by a partnership, each 
member of the partnership is deemed to own at that time that num- 
ber of those shares that is equal to the proportion of all those shares 
that 


(a) the fair market value of the member’s interest in the partner- 
ship at that time 


is of 
(b) the fair market value of all members’ interests in the partner- 
ship at that time. 


i Proposed. Amendment — 93.1(1) _ 


Letter from Dept. of Finance, April 19, 2006: Sce under 93. 10. 


Related Provisions: Reg. 5908 — Shares owned through partnership. 


(2) Where dividends received by a partnership — Where, 
based on the assumptions contained in paragraph 96(1)(c), at any 
time shares of a class of the capital stock of a foreign affiliate of a 
corporation resident in Canada (in this subsection referred to as “af- 
filiate shares”) are owned by a partnership and at that time the affil- 
iate pays a dividend on affiliate shares to the partnership (in this 
subsection referred to as the “partnership dividend”’), 


(a) for the purposes of sections 93 and 113 and any regulations 
made for the purposes of those sections, each member of the 
partnership is deemed to have received the proportion of the 
partnership dividend that 


(1) the fair market value of the member’s interest in the part- 
nership at that time 


is of 
(ii) the fair market value of all members’ interests’ in the 
partnership at that time; 


(b) for the purposes of sections 93 and 113 and any regulations 
made for the purposes of those sections, the proportion of the 
partnership dividend deemed by paragraph (a) to have been re- 
ceived by a member of the partnership at that time is deemed to 
have been received by the member in equal proportions on each 
affiliate share that is property of the partnership at that time; 


(c) for the purpose of applying section 113, in respect of the div- _ 


idend referred to in paragraph (a), each affiliate share referred to 
in paragraph (b) is deemed to be owned by each member of the 
partnership; and 


(d) notwithstanding paragraphs (a) to (c), 


(1) where the corporation resident in Canada is a member of 
the partnership, the amount deductible by it under section 
113 in respect of the dividend referred to in paragraph (a) 
shall not exceed the portion of the amount of the dividend 
included in its income pursuant to subsection 96(1), and 


(ii) where another foreign affiliate of the corporation resident 
in Canada is a member of the partnership, the amount in- 
cluded in that other affiliate’s income in respect of the divi- 
dend referred to in paragraph (a) shall not exceed the amount 
that would be included in its income pursuant to subsection 
96(1) in respect of the partnership: dividend received by the 
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partnership if the value for H in the definition “foreign ac- 
crual property income” in subsection 95(1) were'nil and this 
“pathy were cant ethout wets: to oes en 
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ited purposes described in that subsection) a non-resident cospotation: isa ue affili 
of a corporation re’ t in Cana e shares. C) ident corporation | are 
deemed to be owned by the members of he 
market value of their interests in a ie PaaS 
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be wwned eae the dno s of those other pees 
rule / / 


ae in Canada would not be able io claim a ie es under sp satcectioHt 1130) i in 
conta of enn from the non-resident corporation ae are included, meee of 


the purpose of ceechon 95(2), paragraph 95(2. 2) 
foreign affiliate of the rea in respect of which t 


partnership law a the ow is such that the heatels op the sees are not 
considered to acquire or — of the phases: You mak a sinas vobser vation ith 


—_ where a particular eke owns 18 (Or is deemed i that rule 
time a Partnership interest in another partnership, « each me: 
Jar partnership is deemed to own, at that time, the partner 
- other partnership in the | proportion that the fair market value a 
member’s partnership interest in the particular partnership i is of the fair market 
value at that time of all. cpakogs poreerle interests in the pa 
nership, and : | 


— a person or ae har isa <rember or is 5 doomed i that tule to be a 
member) of a particular partnership that is a member of another partnership is 
deemed to be a member of the other partnership, - 


. subsection 93. 1(1) be amended so that the rule i in that amended ‘subsection t 
— applies for the purposes of subsection 95(2, 2), and : 


o — continues to apply for the purposes of determining (for the limited purposes as 
> presently referred to in that subsection) whether a non-resident Mees: isa 
foreign affiliate of a corporation resident in Canada, and ~ y 28 


S. 94(1)(b)(i)(D) 


is then ine 95¢ 
the i 


(a) and (b) be: amended es by S. C, 2007, ¢. 35 — ed.] so that 
: 95(2)( see 


te a a pect that a Nk! 1999, 
Th you for writing. L 


Yours sincerely, — _ L 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
Related Provisions: 53(2)(c)(xiii) — Deduction from ACB of partnership interest; 
91(5.2) — Deduction of dividend by partner; 92(4)-(6) — Dividend from pre-acquisi- 
tion surplus; 93.1(1) — Where shares are owned by partnership; 95(1)“foreign accrual 
property. income”H — Exclusion from FAPI. 


History: 'S. 93.1 added by 2001, ¢. 17, s. 71, subsec. 93.1(1) applicable in determining 
whether a non-resident corporation is, at any time after November 1999, a foreign affil- 
iate of a taxpayer and, where a taxpayer so elects and notifies the Minister of National 
Revenue in writing before 2002 of its election, that subsection also applies in determin- 
ing (other than for the purposes of subsec. 20(12) and s. 126) whether a non-resident 
corporation was, at any time after 1972 and before December 1999, a foreign affiliate 
of the taxpayer; subsec. 93.1(2) applicable in respect of dividends received after No- 
vember 1999. 


Definitions [s. 93.1]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “dividend” — 248(1); “foreign accrual property income” — 95(1), (2), 
248(1); “foreign affiliate’? — 93.1¢1),.95(1), 248(1); “non-resident” — 248(1); “pro- 
perty”’, “regulation” — 248(1); “resident in Canada” — 250; “share” — 248(1). 


94. (1) Application of certain provisions to trusts not 
resident in Canada — Where, 


(a) at any time.in a taxation year of a trust that'is not resident in 
Canada or that, but for paragraph (c), would not be so resident, a 
person beneficially interested in the trust (in this section referred 
to as a “beneficiary”) was 


(i)'a person resident in Canada, 


(ii) a corporation or trust with which a person resident in 
Canada was not dealing at arm’s length, or 


(iii) a controlled foreign affiliate of a person resident in Can- 
ada, and 


(b) at any time in or before the taxation year of the trust, 


(i) the trust, or a non-resident corporation that would, if the 
trust were. resident in Canada, be a controlled foreign affiliate 
of the trust, has, other than in prescribed circumstances, ac- 
quired property, directly or indirectly in any manner 
whatever, from 


(A) a particular person who 
(1) was the beneficiary referred to in paragraph (a), 


was related to that beneficiary or was the uncle, aunt, 
nephew or niece of that beneficiary, 


(II) was resident in Canada at any time in the 18 
month period before the.end of that year or, in the case 
of a person who has ceased to exist, was resident in 
Canada at any time in the 18 month period before the 
person ceased to exist, and 


(IID) in the case of an individual, had before the end of 
that year been resident in Canada for a period of, or 
periods the total of which is, more than 60 months, or 


(B).a trust or corporation that acquired the property, di- 
rectly or indirectly in any manner whatever, from a partic- 
ular person described in clause (A) with whom it was not 
dealing at arm’s length 


and the trust was not 


(C) an inter vivos trust created at any time before 1960 by 
a person who at that time was a non-resident person, 


(D) a testamentary trust that arose as a consequence of the 
death of an individual before 1976, or 
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S. 94(1)(b)(i)(E) 


(E) governed by a foreign retirement arrangement, or 


(ii) all or any part of the interest of the beneficiary in the trust 
was acquired directly or indirectly by the beneficiary by way 
of 


(A) purchase, 


(B) gift, bequest or inheritance from a person referred to 
in clause (1)(A) or (B), or 


(C) the exercise of a power of appointment by a person 
referred to in clause (i)(A) or (B), 


the following rules apply for that taxation year of the trust: 


(c) where the amount of the income or capital of the trust to be 
distributed at any time to any beneficiary of the trust depends on 
the exercise by any person of, or the failure by any person to 
exercise, any discretionary power, 


(i) the trust is deemed for the purposes of this Part and sec- 
tions 233.3 and 233.4 to be a person resident in Canada no 
part of whose taxable income is exempt because of section 
149 from tax under this Part and whose taxable income for 
the year is the amount, if any, by which the total of 


(A) the amount, if any, that would but for this subpara- 
graph be its taxable income earned in Canada for the year, 


(B) the amount that would be its foreign accrual property 
income for the year if 


(1) except for the purpose of applying subsections 
104(4) to (5.2) to days after 1998 that are determined 
under subsection 104(4), the trust were a non-resident 
corporation all the shares of which were owned by a 
person who was resident in Canada, 


(II) the description of A in the definition “foreign ac- 
crual property income” in subsection 95(1) were, in 
respect of dividends received after 1998, read without 
reference to paragraph (b) of that description, 


(III) the descriptions of B and E in that definition 
were, in respect of dispositions that occur after 1998, 
read without reference to “other than dispositions of 
excluded property to which none of paragraphs (2)(c), 
(d) and (e) apply”, 

(IV) the value of C in that definition were nil, and 


(V) for the purposes of computing the trust’s foreign 
accrual property income, the consequences of the ap- 
plication of subsections 104(4) to (5.2) applied in re- 
spect of days after 1998 that are determined under 
subsection 104(4), 


(C) the amount, if any, by which the total of all amounts 
each of which is an amount required by subsection 91(1) 
or (3) to be included in computing its income for the year 
exceeds the total of all amounts each of which is an 
amount deducted by it for that year under subsection 
91(2), (4) or (5), and 


(D) the amount, if any, required by section 94.1 to be in- 
cluded in computing its income os the year 


exceeds 


(E) the amount, if any, by which the total of all amounts 
each of which is an amount deducted by it under subsec- 
tion 91(2), (4) or (5) in computing its income for the year 
exceeds the total of all amounts each of which is an 
amount included in computing its income for the year be- 
cause of subsection 91(1) or (3), and 


(11) for the purposes of section 126, 


(A) the amount that would be determined under subpara- 
graph (i) in respect of the trust for the year, if that subpar- 
agraph were read without reference to clause (i)(A), is 
deemed to be income of the trust for the year from 
sources in the country other than Canada in which the 
trust would, but for subparagraph (i), be resident, and 


Income Tax Act, Part I, Division B 


(B) any income or profits tax paid by the trust for the year 
(other than any tax paid because of this section), to the 
extent that it can reasonably be regarded as having been 
paid in respect of that income, is deemed to be non-busi- 
ness income tax paid by the trust to the government of 
that country, and ‘ 


(d) in any other case, for the purposes of subsections 91(1) to (4) 
and sections 95 and 233.4, 


(i) the trust shall, with respect to any beneficiary under the: 
trust the fair market value of whose beneficial interest in the 
trust is not less than 10% of the aggregate fair market value 
of all beneficial interests in the trust, be deemed to be a non- 
resident corporation that is controlled by the beneficiary, 


(ii) the trust shall be deemed to be a non-resident corporation 
having a capital stock of a single class divided into 100 is- 
sued shares, and 


(iii) each beneficiary under the trust shall be deemed to own 
at any time the number of the issued shares that is equal to 
the proportion of 100 that 
(A) the fair market value at that time of the beneficiary’s 
beneficial interest in the trust 
is of 
(B) the fair market value at that time of all beneficial in- 
terests in the trust. 


. : Proposed | Amendment sa HN 
See-at end of $945 


Related Provisions: 94(2) — Rights and obligations; 94(3) — Deduction in comput- 
ing taxable income; 94(4) — Deduction from foreign accrual property income; 
94(5) — ACB of capital interest in trust; 94(6) — Where financial assistance given; 
94.1(2) — Trust covered by 94(1)(c) or (d) [to be repealed] is a “non-resident entity”; 
126 — Foreign tax credit; 248(8)— Occurrences as a consequence of death; 
248(25) — Beneficially interested. 


Regulations: 5909 (prescribed circumstances for 94(1)(b)(i)). 


Interpretation Bulletins: IT-447: Residence of a trust or estate; IT-451R: Deemed 
disposition and acquisition on ceasing to be or becoming resident in Canada. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


1.T. Technical News: 38 (Canada-US treaty’s competent authority provision); 43 
(taxation of Roth IRAs). 

CRA Audit Manual: 15.7.12: Application of FAPI rules to trusts. 

Forms: T2 SCH 22: Non-resident discretionary trust. 


(2) Rights and obligations — Where paragraph (1)(c) is appli- 
cable to a trust, each person described in clause (1)(b)(i)(A) or (B) 
shall jointly and severally with the trust have the rights and obliga- 
tions of the trust by virtue of Divisions I and J and shall be subject 
to the provisions of Part XV, but no amount in respect of taxes, 
penalties, costs and other amounts payable under this Act shall be 
recoverable from any such person except to the extent of 


_ Proposed Amendment — 94(2) opening words 
(2) Rights and obligations — — If paragraph 94(1)(c) 


plica- 


ble to a trust, each person described in clause 94(1)(b)( G)(A) or — 


94(1)(b)(i)(B) shall jointly and severally, or solidarily, with the 


trust have the rights and obligations of the trust by virtue of Divi- © 


sions I and J and shall be subject to the provisions of Part XV, but 
no amount in respect of taxes, penalties, costs and other amounts 
payable under this Act shall be fecaxerable from any such es 
except to the extent of | 
Application: The July 16, 2010 draft istics (Pat 2 05 whiten Ss. 207, will 
amend the opening words of subsec. oe to read as above, to come into force on 
Royal Assent. a ie : 
Technical Notes (July nator See under 1214), oe 
(a) amounts paid to the person by the trust or the payment of 
which from the trust the person is entitled to enforce; and 


(b) amounts received by the person on the disposition of an in- 
terest in the trust. 


Related Provisions: 94(3)(e) [proposed] — Application after 2002. 
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Subdivision i— Shareholders of Non-Resident Corporations 


(3) Deduction in computing taxable income — In computing 
the amount of taxable income of a trust to which paragraph (1)(c) 
applies for any taxation year, there may be deducted such portion of 
the amount that would, but for this subsection, be included in com- 
puting the taxable income. of the trust for the year by virtue of 
clauses (1)(c)(i)(B) and (C) as may reasonably be considered as 
having become an amount payable in the year within the meaning 
of subsection 104(24) to a beneficiary. 

Interpretation Bulletins: IT-342R: Trusts — income payable to beneficiaries; IT- 
451R: Deemed disposition and acquisition on ceasing to be or becoming resident in 
Canada. 


(4) Deduction from foreign accrual property income — In 
computing the foreign accrual property income of a trust to which 
paragraph (1)(d) applies for any taxation year, there may be de- 
ducted such portion of the amount that would, but for this subsec- 
tion, be the foreign accrual property income of the trust as may rea- 
sonably be considered as having become an amount payable in the 
year within the meaning of subsection 104(24) to a beneficiary. 

Interpretation Bulletins: IT-342R: Trusts — income payable to beneficiaries; IT- 


451R: Deemed disposition and acquisition on ceasing to be or becoming resident in 
Canada. 


(5) Adjusted cost base of capital interest in trust — In com- 
puting, at any time in a taxation year, the adjusted cost base to a 
taxpayer resident in Canada of a capital interest in a trust to which 
paragraph (1)(d) applies, 


(a) there shall be added any amount required by subsection 91(1) 
or (3) to be included in computing the taxpayer’s income for the 
year or any preceding taxation year (or that would have been so 
required to be included but for subsection 56(4.1) and sections 
74.1 to 75 of this Act and section 74 of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952) in respect 
of that interest; and 


(b) there shall be deducted any amount deducted by the taxpayer 
by reason of subsection 91(2) or (4) in computing the taxpayer’s 
income for the year or any preceding taxation year (or that 
would have been so deductible by the taxpayer but for subsec- 
tion 56(4.1) and sections 74.1 to 75 of this Act and section 74 of 
the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952) in respect of that interest. 


Related Provisions: 53(1)(d.1)— Addition to ACB; 53(2)(b.1) — Reduction in 
ACB. 


(6) Where financial assistance given — For the purposes of 
paragraph (1)(b), a trust or a non-resident corporation shall be 
deemed to have acquired property from any person who has given a 
guarantee on its behalf or from whom it has received any other fi- 
nancial assistance whatever. 


(7) [Repealed] 


History [s. 94]: Subparas. 94(1)(c)(i) and (ii) amended by 2001, c. 17, s. 72, applica- 
ble to 1999 et seg. The subparas: formerly read: 


(i) the trust is deemed for the purposes of this Part and sections 233.3 and 233.4 
to be a person resident in Canada no part of whose taxable income is exempt 
because of section 149 from Part I tax and whose taxable income for the taxation 
year is the total of 


(A) the amount, if any, that would but for this subparagraph be its taxable 
income earned in Canada for that year, 


(B) the amount that would, if it were a trust to which paragraph (d) applies, 
be its foreign accrual property income for that year, and 


(C) the amount, if any, by which the amount required by section 91 to be 
included in computing its income for the year exceeds the amount deducted 
for that year by virtue of subsections 91(2), (4) and (5), and 


(ii) for the purposes of section 126, 


(A) the amounts referred to in clauses (i)(B) and (C) shall be deemed to be 
income of the trust from sources in the country other than Canada in which 
the trust would, but for subparagraph (i), be resident, and 


(B) such part of any income or profits tax paid by the trust for the year (other 
than any tax paid by virtue of this section) that may reasonably be regarded 
as having been paid in respect of that income shall be deemed to be the non- 
business-income tax paid by the trust to the government of that country, and 


S. 94 


The opening words of subpara. 94(1)(c)(i), and the opening words of former para. 
94(1)(d), amended by 1997, c. 25, subsecs. 20(1), (2), applicable after 1995. These 
portions formerly read: 


(i) the’ trust shall be deemed for the purposes of this Part to be a person 
resident in Canada not exempt from tax under section 149 whose taxable 
income for the taxation year is the total of 


‘(d) in any other case, for the purposes of subsections 91(1) to (4) and section 95, 


Former cl. 94(1)(b)(i)(E) added by 1994, c, 7, Sch. I (1991, c. 49), s. 70, applicable to 
1990 et seq. 


Former subsec. 94(7) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), s. 39, applicable 
after 1990. [See now subsec. 248(25).] Subsec. (7) formerly read: 


(7) Beneficially interested — For the purposes of this section, a person is bene- 
ficially interested in a trust if that person has any right (whether immediate or 
future, whether absolute or contingent or whether conditional on or subject to the 
exercise of a discretionary power by any person or persons) to receive any of the 
income or capital of the trust either directly from the trust or indirectly through 
one or more other trusts. 


Definitions [s. 94]: “adjusted cost base” — 54, 248(1); “allowable capital loss” — 
38(b), 248(1); “amount”, “annuity” — 248(1); “arm’s length” — 251(1); “aunt” — 
252(2)(e); “beneficially interested’ — 248(25); “beneficiary” —94(1)(a); “‘busi- 
ness” — 248(1); “Canada” — 255; “capital interest” — 108(1), 248(1); “consequence 
of the death” — 248(8); “controlled foreign affiliate’.-— 95(1), 248(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “dividend” — 248(1); “fiscal period” — 
249(2)(b), 249.1; “foreign accrual property income”, “foreign affiliate’ — 95(1), 
248(1); “foreign retirement arrangement” — 248(1); “nephew”, “niece” — 252(2)(g); 
“non-resident” — 248(1); “non-resident-owned investment corporation” — 133(8), 
248(1); “person”, “prescribed”, “property” — 248(1); “related” — 251(2)-(6); “resi- 
dent in Canada” — 94(1)(c)(i) [to be repealed], 250; “share” — 248(1); “taxable capi- 
tal gain” — 38(a), 248(1); “taxable dividend” — 89(1), 248(1); “taxable income” — 
2(2), 248(1); “taxation year” — (of foreign affiliate) 95(1); “taxpayer” — 248(1); “‘tes- 
tamentary trust’ — 108(1), 248(1); “trust” — 104(1), 248(1), (3); “uncle” — 252(2)(e). 


Interpretation Bulletins [s. 94]: IT-451R: Deemed disposition and acquisition on 
ceasing to be or becoming resident in Canada. 


me for tax. pumoses to be she: total of its” 
its foreign accrual property income cra if oy ge | 


10% or more of me oul fa ore ale of all beneficial interests _ 


e trust is deemed t be a controll d ee affiliate of the beneficiary. 


does ae apply, such beteades Le 


ae if trust income becomes erste to 


he specifically, — NRT into j 
“resident portion’ of the trust generally include property of the trust in ‘respect of 
which there has been a contribution by a current or former resident of Canada, and 
certain other. non-contributed amounts. The “non-resident portion” of the trust gener- 
ally includes all other property of the trust. The NRT generally is not taxed on income 
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S. 94 


derived from its non-resident portion, unless the income is from certain Canadian 
sources. 


In computing its income under the Act, the NRT will have the ordinary deductions 
available, under subsections 104(6) and (12), for certain amounts in respect of benefi- 
ciaries. After claiming any such deductions, the NRT will then have available a deduc- 
tion in respect of amounts included in the income of an “electing contributor” in re- 
spect of the trust. 


New section 94 is intended to apply to NRTs where the amount to be distributed to a 
beneficiary of the trust depends upon a discretionary power, but may also apply to a 
trust in which all interests ate “specified fixed interests” if the trust is not an “exempt 
foreign trust” as defined in subsection 94(1) (which can include cases where the trust 
elects not to be an exempt foreign trust). The new rules are not intended to impact upon 
legitimate commercial trusts. In respect of these NRTs, existing paragraph 94(1)(d) is 
carried forward, with some modifications, as new section 94.2. For more information, 
see the commentary on new section 94.2. 


The English-language expression “jointly and severally” no longer exists in the civil 
law of the province of Quebec and has been replaced in that civil law with the expres- 
sion “‘solidarily”. In the English-language version of section 94, the expression 
“solidarily” is added to the expression “jointly and severally”, which latter expression 
is maintained for common-law purposes. The French-language version of new section 
94 uses only the expression “solidairement’ as this expression is appropriate for both 
the civil and common-law. These changes ensure that the Act appropriately reflects 
both the civil law of the province of Quebec and the law of other provinces. 


Except as indicated otherwise, the amendments to section 94 apply to trust taxation 
years that end after 2006. They also apply to each of a trust’s taxation years in which it 
exists and that end after 2000 and before 2007, and to each taxation year of the benefi- 
ciaries under, and contributors to, the trust in which such a trust taxation 7 ends, if 
the trust 


* was created in one of those taxation years, and 


¢ elects in writing to have new section 94 apply to each of those taxation years of the 
trust by filing the election with the Minister of National Revenue on or before the’ 
trust’s filing-due date for the trust’s taxation year in which new section 94 is as- 
sented to. 


Note that, under the coming-into-force provision for new section 94, any election or 
form (but for greater certainty, not including returns of income) referred to in new 
section 94 that would otherwise be required to be filed before 120 days after Royal 
Assent of the Act giving effect to these changes is deemed to have been filed with the 
Minister of National Revenue on a timely basis if it is filed with the Minister of Na- 
tional Revenue within 365 days after Royal Assent. : : 


For more detail on filing obligations regarding returns oe income, contact the a 
Revenue Agency (CRA). : : 


The following table briefly summarizes section 94 ee related rules. 


Referoaces | 


Issue Summary 


1. Which trusts | A. In general, a trust (other than an S 94(3) 
are subject to exempt foreign trust) will be subject | “exempt person” — s.” 
the new NRT to tax for a taxation year as a trust - 941) 

rules? resident in Canada if a contribution “exempt foreign 


was made to the trust by a person ~ 
(other than a recent immigrant to 
Canada or an exempt taxpayer) that 
is resident in Canada at a specified “resident contribu- 
time (generally, the end of the year). tor’—s.94(1) | 
“specified time” —s. 


94(1) 
a 


_s. 94(3) and (10) 
“beneficiary” — s. 
94(1) 
“contribution” — s. 
94(1) and (2) 
“connected contribu- 


trust’ — s, 94(1) 
“contribution” — < 
94(1) and (2) 


B. In addition, a trust (other than an 
exempt foreign trust) will generally 
be subject to Canadian tax for a tax-— 
ation year if there is a resident bene- 
ficiary under the trust. More 
specifically, if; 


* a contribution was made by a per- tor” —s. 94(1) 

son when the person was resident in | “non-resident time” 
Canada (or generally within a 60- s. 94(1) 
month period before the person be- “resident benefici- 

came resident in Canada or within a ary” —s. 94(1) 
60-month period after the person “specified time” — s. 
ceased to be resident in Canada), 94(1) 

¢ where the contributing person is an “successor. benefici- 


individual (other than a trust), at the 
specified time the individual had 
been resident in Canada for more 
than 60 months, and 

* at the specified time there is a per- 
son (other than a successor benefici- | 
ary) that is resident in Canada and is 

a beneficiary under the trust. 


ary” —s. 94(1) 


Income Tax Act, Part I, Division B 


Issue 
2. Who is re- 
sponsible for 


the tax payable 
by an NRT? 


3. Where the 

NRT rules ap- 
ply to a trust 
for a taxation 

year, how will 

_ the trust’s tax 
liabilities be 
calculated? 


| from the non-resident portion (except | 


4. What is the 
treatment of an 
investment in a 
| commercial. 

NRT? 


Summary 


_ The trust is required to pay its Cana- 


dian taxes. If it fails to do so, each 
contributor (other than an electing 
contributor) referred to in 1(A) 
and/or each beneficiary referred to in 
-1(B) is jointly and severally or 
solidarily liable with the trust for the 
tax. However, the amount recover- 
able from a person that is only a 
beneficiary is limited to the benefici- 
ary’s recovery limit. Relief is also 
available in some cases for a contrib- 
utor whose contribution to the trust 
‘is insignificant relative to other con- 
tributions made to the trust. 


A, Canadian rules generally apply to 
the trust as if the trust were resident 
in Canada throughout the year for 
ag purpose of compute the trust’s 
income. | 


References 


Jointly and severally, — 
or solidarily, liable; 
paragraphs s. 94(3)(d) , 
and (e) 
Limit to amount re- — 
coverable — s. 94(7) | 
Recovery limit — s. — 
94(8) j 
Determination of fair . 
market value — s. 
94(9) 
Definitions —s. 941) | | 


uy 


s. 94(3)(a) and 94(4) 


_ D. The trust’s income for Canadian 


~ E, Part XIL.2 does not apply to the 


“permitted, subject to special rules in 


B. Explicit rule treats the trust as be- 

_coming resident in Canada, with re- 

sulting adjustment to cost amount of 
property. 


Be The trust’s tax liabilities will be 
reduced by amounts attributed to 
electing contributors in respect of the 

- trust. 


‘tax purposes will be computed with- 
‘out regard to its property income 


for certain Canadian source 
amounts). 


trust. Explicit exemption from Part © 
_ Xiil tax on amounts distributed to 

the trust, although payer must still 
withhold and trust is granted a credit 
for such amounts withheld. Part XHI | 
tax will generally apply to amounts 
(other than exempt amounts) paid or 
credited by the trust to non-resident 
beneficiaries. 


F. Flow-through of income to resi- 
dent and non-resident beneficiaries 


the event that Canadian-source in- 
come is distributed to non-residents. 


s. 94(3)(c) 


“electing contribu- 
tor” — s. 94(1) 
s. 94(16) and (17) 


“non-resident por- | 
tion” —s. (eae 
“resident portion” — 
941) 
s. 94(3)(f) 


s. 94(3)(a)(viii) and 
(ix), (3)(g) and (4)(c) 
and 215 and 216(4.1) 
“exempt amount” — s. 

94(1) 


s. 94(3)(a)(ix) and © 
104(7.01) — - special 
rules: 


Where the trust is a paragraph (h) 
exempt foreign trust, a Canadian in- 
vestor with a 10% or more interest 

in the trust (together with persons 
not dealing at arm’s length with the 
investor), or who has contributed re- 
stricted property to the trust, will be 
subject to a modified foreign accrual 

property income (FAPI) regime 
under section 94.2. Other investors 
will be subject to offshore invest- 
ment property regime in section 94.1. 
Remittances out of a trust’s current 
year income remain taxable in the in- 
vestor’s hands under subsection 
104(13), with relief from double tax- 
ation provided. 


“exempt foreign — 


trust” —s. 94(1) | 
“specified fixed inter- 
est” — s: 94(1) 


s. 94(15)(a)Gi) and (c) | 
ss. 94.1 and 94.2 


Notice of Ways and Means Motion, federal hudcet Feb. 16, 1999: Non- 
resident trusts and foreign- -based investment funds 


(8) That the provisions of the Act governing the taxation of 


(a) trust beneficiaries and non-resident trusts, and 


(b) taxpayers resident in Canada who hold interests in foreign-based investment 


funds 


be modified in accordance with proposals described in the budget documents tabled by 
the Minister of Finance in the House of Commons on February 16, 1999. 
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Federal budge 
rusi isis Background 


myent the epee of existing anti-avoid 


Yy 
Yi 


C) les. The trust re- 
an attempt 7 


Consultations will also be. initiated on i: fi 
ne de | non-tesident trusts: : 


U | Additional exceptions could be cenienpiaed to remove fron ae ne non-resi- 
dent trusts that are o not used to avi or defer Canadian tax, such as bona 


perty on or after February 16, 1999, subject to the exceptions note 
non-resident trusts to which a transfer or a loan of property was mai j 
dian resident before February 16, 1999, would be subject to the Proposed rules for 
taxation years ome after 2000. ; 


Dept. of Finance news release 2001-120, Dec. ae 2001: Non-Resident Trusts 
and Foreign Investment Entities _ | 


Finance Minister Paul Martin today announced a ‘one-year ee of the eae date of 
income tax proposals affecting non-resident trusts and foreign investment entities. 


Draft income tax legislation to implement these proposals, which were first put forward 
in the 1999 budget, was released for comment on August 2, 2001. Several detailed 


submissions have recently been received by the Department concerning the proposed 


S. 94 


Affairs and i Operations Division, 
i Office of the: ee of 


Ze sion an we are prepared to fecomnedd to he 


nance a revision to the implementation provision for proposed new sec- 


AMOA ‘exempt Beicn trust” (as Pp 
uld Hee ina situation where a unit t 


non-resident trust that is, at the particular time, a trust described i in Nee ae (c) of the 
definition “exempt trust” in subsection 233.2(1) will not be a trust described in para- 
graph (h) of the definition “exempt foreign trust’ in proposed new subsection 94(1) for 
the fue 's taxation es that ant the particular time ca to in this letter as the 


_ © the trust hos on or : belore the trust’s. fiing-due date for ne AaRANOR year of the 
trust that is as late of 


: (as defined d below) of the trust, 


; sar of the trust vithet includes the oy. on Look the Act cna 
menting new section 94 receives Royal Assent, 


notified the Minister of National Revenue in writing that the trust is electing to 

have the definition “exempt foreign trust” read without reference to paragraph (h) 
__ of the definition “exempt foreign trust” for the “electing year” of the trust and for 
__ all subsequent taxation years of the trust, and 
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S. 94 


* throughout the period that begins at the beginning of the trust’s “electing year” and 
ends at the end of the trust’s current year (referred to in this letter as the “specified 
period’), all of the income of the trust for Canadian income tax purposes in any 
particular taxation year of the trust was paid, or became payable, in the particular 
year to a beneficiary under the trust. : 


For this purpose, the trust's “electing year” means the first particular taxation year of 
the trust in respect of which both of the following conditions are met: 


¢ the trust is an “exempt foreign trust” (as defined in new subsection 94(1)) at the 
end of the particular year and would, but for paragraph (h) of the definition “ex- 
empt foreign trust” in new subsection 94(1), have been deemed by new subsection 
94(3) to be resident in Canada in the particular year, and ° . : 


* the trust was, because of new subsection 94(3) or existing subsection 94(1) of the 
Act, deemed to be resident in Canada in the trust’s taxation year immediately pre- 
ceding the particular year. 


Thirdly, you made a suggestion for a change to paragraph (a) of the definition ae 
investment entity” in proposed new subsection 94.1(1) with a view to. simplification of 
the drafting. While we will continue to consider your ac aia we cannot at bas time 
recommend the adoption of your suggestion. . : 


Thank you for writing. 
Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Didsion. Tax Policy bo 
[This amendment is incorporated into the proposed legislation below — ed.] 
CRA Notice, Jan. 3, 2008: Non-resident trusts and foreign investment entities 


The 1999 federal budget contained proposed changes to the taxation of non-resident 
trusts (NRTs) and their beneficiaries and to the taxation of Canadian taxpayers who 
hold interests in foreign investment entities. The proposed changes, which were to ap- 
ply to tax years that began after 2002, are generally designed to ensure that income 
earned indirectly by Canadian taxpayers through foreign intermediaries is not taxed at a 
more favourable rate than would be the case were the 1 income earned without the i in- 
volvement of those intermediaries. 


On November 9, 2006, legislation to implement those changes was tabled in Portia- 
ment. The legislation, included in Bill C-10, would generally apply to tax years that 
begin after 2006, instead of tax years that begin after 2002. However, as discussed in 
more detail below, provision has been made to allow taxpayers to elect an earlier appli- 
cation of the rules as far back as their first tax year beginning after 2002 (or, for certain 
non-resident trusts, beginning after 2000). As a result of this change in the proposed 
implementation date, taxpayers who filed based on the proposed changes for a tax year 
that began before 2007 will need to either elect an cai Meee: of the rules or 
amend their tax returns. 


Taxpayers who have filed their returns based on the proposed legislation but who do 
not intend to. make an election should write to the Canada Revenue Agency (CRA) as 
soon as possible to request an adjustment to their tax returns. Taxpayers should include 
the reasons for the reassessment and supporting documentation, along with amended 
information slips where applicable. Taxpayers who do not have the proper documenta- 
tion to ask for a reassessment within the normal reassessment period and who need 
additional time to produce such documentation can file a waiver request to permit the 
CRA to reassess beyond the normal reassessment period. For more — see 
Form 12029, Waiver in Respect of The Normal Reassessment Period. : 


NRTs may elect to apply the proposed legislation to any of their tax years ‘that begin 
after 2002 (and before 2007) and subsequent tax years (or, where the trust was created 
in 2001 or 2002, the trust may elect to have the legislation apply for the tax year in 
which the trust was created and subsequent tax years). Taxpayers who hold interests in 
foreign investment entities may elect to apply the proposed legislation to any of their 
tax years that begin after 2002 (and before 2007) and subsequent tax years. To make an 
election, NRTs and taxpayers who hold interests in foreign investment entities will 
have to send a letter to the CRA on or before their fi ling due date for the tax year in 
which the legislation applies. 


Adjustment requests and elections for NRTs should be sent to the nia Tax 
Services Office, Adjustment requests and elections by taxpayers who hold interests in 
foreign investment entities should be sent to the local tax centre. 


Federal Budget, Supplementary Information, Jan. 27, aes Non-Resident 
Trusts and Foreign Investment Entities 


Outstanding proposals for non-resident trusts and foreign investment entities, Acti in- 
troduced in the 1999 Budget, apply in respect of arrangements under which Canadian 
residents seek to avoid Canadian tax through the use of foreign intermediaries under 
circumstances designed to circumvent the application of existing anti-avoidance rules. 
The Government has received submissions, including the [International Taxation Advi- 
sory] Panel’s recommendations [see under s. 90 —ed.], on these proposals; the Gov- 
ernment supports the fundamental policy objective of ensuring that Canadian taxpayers 
should not be able to avoid paying their fair share of income tax through the use of 
foreign intermediaries, but will review the existing proposals in light of these submis- 
sions before proceeding with measures in this area. 


Federal Budget, Notice of Ways and Means Motion, March 4, 2010: (45) That 
the provisions of the Act relating to foreign investment entities and non-resident trusts 
be modified in accordance with the proposals described in the budget documents tabled 
by the Minister of Finance in the House of Commons on March 4, 2010. 
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Federal Budget, Supplementary Information, March 4, 2010: Foreign io 
ment Entities and Non-Resident Trusts 


The Income Tax Act includes rules designed to prevent Canadians from using fonsigh 
intermediaries to avoid paying their fair share of tax. However, the rules are not fully 
effective in certain circumstances where aggressive offshore tax-planning schemes are 
used to circumvent their application. 


The Government continues to make efforts to ensure that appropriate rales exist to 
counter these schemes. Most recently, proposals for amendments were tabled during 
the second session of the 39th Parliament. Those proposals were not enacted before 
Parliament was dissolved in September 2008. Budget 2009 stated that the Government 
would review the outstanding proposals before proceeding with measures in this area. 
As a result of this review, the Government has developed the following revised propos- 
als to replace the outstanding proposals for public consultation with a view to develop- 
ing revised legislation, which will then also be released for comment. 


Foreign Investment Entities [former proposed 94. 1-94.4 — ed.] 


The revised proposals replace the outstanding proposals with respect to foreign invest- 
ment entities with the following limited enhancements to the existing rules i in the Jn- 
come Tax Act: 


_ * Section 94.1 of the icone Tax Act areal: requires an income inclusion with 
respect to interests in an “offshore investment fund property” in certain circum- 
stances. It is proposed that the prescribed rate applicable in computing the income 
inclusion for an interest in an offshore investment fund property be increased to the 
three-month-average Treasury Bill rate plus two percentage points. This increase in 
the prescribed rate is intended to better reflect actual long-term investment returns. 


* Section 94 of the Income Tax Act currently requires certain beneficiaries of a non- 
_ resident trust that is not otherwise deemed resident in Canada to report income on a 
_ modified foreign accrual property income basis where the fair market value of the 
beneficiary's interest in the trust exceeds 10% of the value of all interests in the 
trust. [t is proposed that these rules be broadened to apply to any resident benefici- 
ary who, together with any person not dealing at arm’s length with the beneficiary, 
holds 10% or more of any class of interests in a non-resident trust determined by 
fair market value. They will also apply to any resident who has contributed “re 
stricted property” (as proposed to be defined, which is described below) to a non- 
resident trust. These changes will be relevant for beneficiaries of non-resident 
trusts that are not deemed resident in Canada by the revised proposals discussed 
below. 


Jt is proposed that the relevant reassessment period in respect of interests in off- 
shore investment fund property and interests in trusts described in the previous 
paragraph be extended by three years. It is also proposed that the existing reporting 
_ Tequirements with respect to “specified foreign property” be expanded so that more 
detailed information is available for audit use. These additional measures are 
needed to ensure that the Canada Revenue Agency has the information and time 
___ required to identify and reassess those taxpayers who have not properly reported 
_ their income from transactions involving offshore investment fund properties and 
non-resident trusts. 


Nos: Resident Trusts 


The revised proposals are based on the outstanding proposals with respect to non-resi- 
dent trusts, but with substantial modifications meant to simplify the outstanding pro- 
posals and to better target oa eee that seek to avoid pare the Apes 
amount of Canadian tax. : 


* 


Scope of the Rules 


The existing rules in the icone Tax Act deem a non-resident discretionary trust to be 
resident in Canada if it has a Canadian contributor and a related Canadian beneficiary. 
Such a trust is required to pay tax on its income in the same manner as other residents © 
of Canada. The Canada Revenue Agency, however, has identified complex tax-plan- 
ning arrangements that attempt to frustrate the fundamental policy objectives of these 
rules, The outstanding proposals were intended to prevent this type of tax avoidance by 
broadening the scope of non-resident trusts to which deemed residence would apply. 


The outstanding proposals would have applied to non-resident trusts (other than exempt 
foreign trusts) with a resident contributor regardless of the current existence of a Cana- 
dian beneficiary. They would have also applied where the non-resident trust had a Ca- ° 
nadian beneficiary and the contributor had been resident in Canada within 60 months of 
having made the contribution to the trust (referred to as a resident beneficiary under the 
outstanding proposals). A deemed resident trust would have been taxed on all of its 
income, regardless of who contributed the property upon which the income was earned 
or the source of the income. The outstanding proposals would have generally made 
both resident contributors and resident beneficiaries jointly and severally, or solidarily, 
liable for tax payable by a trust deemed resident. 


The Government has received representations from taxpayers citing the acienteske of 
the outstanding proposals and the difficulty for taxpayers in proceeding with legitimate, 
non-tax-motivated transactions because of uncertainty as to how those proposals would 
apply i in a variety of particular situations. It is proposed that the scope of the outstand- 
ing proposals be simplified and better targeted in several ways. 


First, concerns have been expressed that the outstanding proposals would have inadver- 
tently caused a Canadian tax-exempt entity, such as a pension plan, that invested in a 
non-resident trust to become jointly and severally, or solidarily, liable for the trust’s 
income tax liability despite its tax-exempt status under the Income Tax Act. It is pro- 
posed that an exemption from resident-contributor and resident-beneficiary status be 
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“ome Tax Act (for 
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empt foreign trust and, at 
ote accumulated lee 


f the ish, teks wes a potenti: 
(on default of the loan, for exa 


resident of Canada and fe tea to tax under the bon Tax Act for tax treaty purposes. 
One of the maj ees of Canada’ s tax treaties is to prevent tax avoidance and tax 


Gan ite b ie that tax. It is proposed fan 
ofa trust deemed resident i in ease be made. 


standing proposals i in previou years will have the option of having those years reas- 
ssed. If the taxpayer does not wish to be reassessed for those years, and had more 

income than would have been the case under the existing rules, the vamp will be 
aes and cereal former residents, and any property vubssiniied for such property. entitled to a de uction in the current year for the excess income. 
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S. 94 Income Tax Act, Part I, Division B 


It is proposed that the measures regarding non-resident trusts apply for the 2007 and 
subsequent taxation years. An election allowing a trust to be deemed resident for the 
2001 and subsequent taxation years will be available. The attribution of trust income to 
resident contributors will apply only to taxation years that end after March 4, 2010. 


Public Consultation Process 


The revised proposals described above will be subject to a ctiistibation process tera 
being tabled in Parliament. The public is welcomed and encouraged to submit com- 
ments with respect to these proposals before May 4, 2010. A panel consisting of 
respected tax practitioners will be formed to work with the Department of Finance in 
reviewing any issues identified in comments received and in making recommendations 
on the design of the draft legislation to implement ‘the revised Proposals, ee 
which draft legislation will be released for public commentary. . 


94. [Treatment of trusts with Canadian contributors] 


(1) Definitions — The definitions in this subsection ieee. in this : 


section and in section 94.2. 


“arm’s length transfer’’, at any sine by Wiesono or panneahip 
(referred to in this definition as the “transferor”) means a transfer — 
or loan (which transfer or loan is referred to in this definition as — 
the “transfer”’) of property (other than restricted property) that is 
made at that time (referred to in this definition as the “transfer 
time”) by the transferor to a particular person or partnership (re- 
ferred to in this definition as the “recipient’”) where 


(a) it is reasonable to conclude that none of the reasons (deter- _ 


mined by reference to all the circumstances including the _ 


terms of a trust, an intention, the laws of a country or the exis- 
tence of an agreement, a memorandum, a letter of wishes or 
any other arrangement) for the transfer is the acquisition at any — 
time by any person or partnership of an interest as a benefici- 
ary under a non-resident trust; and ~ : 


(b) the transfer 


(i) is a payment of interest, of a dividend, of rent, of a roy- 
alty or of any other return on investment, or any substitute 
for such a return on investment, in respect of a particular 
property held by the recipient, if the amount of the payment — 
is not more than the amount that the transferor would have ~ 
paid if the transferor dealt at arm’ s ah with the 
recipient, 


(ii) is a payment made by a corporation ona luis of : 


the paid-up capital in respect of shares of a class of its capi- 
tal stock held by the recipient, if the amount of the payment — 
is not more than the lesser of the amount of the reduction in 
the paid-up capital eee the consideration for which the 
shares were issued, 


(iii) is a transfer in cxclanie for which, the eipiedl trans- 
fers or loans property to the transferor, or becomes obli- 
gated to transfer or loan property to the transferor, and be : 
which it is reasonable to conclude 


(A) having regard only to the transfer and the orci 
that the transferor would have been willing to make the © 
transfer if the transferor dealt at arm’s a with ‘the 
recipient, and 


(B) that the terms and conditions, and croup. 
under which the transfer was made would have been ac- 
ceptable to the transferor if the transferor dealt at arm’s 
length with the recipient, 


(iv) is a transfer made in satisfaction of an obligation re 
ferred to in subparagraph (iii), and for which it is reasona- 
ble to conclude 


(A) having regard only to the transfer and the obliga- 
tion, that the transferor would have been willing to 
make the transfer if the transferor dealt at arm’s length 
with the recipient, and : 


(B) that the terms and conditions, and circumstances, 
under which the transfer was made would have been ac- 
ceptable to the transferor if the transferor dealt at arm’s 
length with the recipient, 


(v) is a payment of an amount owing by the transferor 
under a written agreement the terms and conditions of 


which, when entered into, were terms and conditions that, 4 

having regard only to the amount owing and the agreement, 
would have been acceptable to the transferor if the trans- 

_ feror dealt at arm’s length seus the recipient of the | 

payment, E 
(vi) is a payment made before 2002 to a trust, to a corpora- 

tion controlled by a trust or to a partnership of which a trust 

is a majority interest partner in repayment of or otherwise 

in respect of a loan made by a trust, corporation or partner- _ 

ship to the transferor, or 


(vii) is a payment made after 2001 to a trust, to a corpora- 
tion controlled by the trust or to a partnership of which the 
trust is a majority interest partner, in repayment of or other- 
wise in respect of a particular loan made by the trust, cor- 
poration: or partnership to the transferor and either 


_ (A) the payment is made before 2011, and they would 
_ have been willing to enter into the particular loan if they 
dealt at arm’s length with each other, or 


(B) the payment is made before 2005 in accordance 
— with fixed repayment terms apieed to before June 23, 
2000.2 & 


Technical Notes (Sept. 10, 2010): A loan or transfer of property by a person or 
partnership in respect of a trust will generally not be considered a “contribution” to 
the trust where the loan or transfer is an “arm’s length transfer’. In these circum- 
stances, that loan or transfer generally will not cause the transferor to be considered 
to be a “contributor” to the trust. Accordingly, subsection 94(3) does not apply to a 
non-resident trust as a consequence only of an “arm’s length transfer” in respect of 
the trust unless a deemed contribution or deemed contributor rule applies. For more 
information on the definitions “contribution” and ‘ ‘contributor” in subsection 94(1), 
see the commentary on those definitions. 


The definition “arm’s length transfer’ ’ also i is s relevant i in applying s some of the rules 
in new subsection AQ) 


If property transferred or loaned is “restricted property”, the transfer or loan will not 
be an arm’s length transfer. For more information on the definition “restricted pro- 
perty”, see the commentary on that definition and subsection 94(14). 


Under paragraph (a) of the definition, a transfer or loan will be an arm’s length trans- 
fer only if it is reasonable to conclude that none of the reasons (determined by refer- 
ence to all the circumstances including the terms of a trust, an intention, the laws ofa 
country or the existence of an agreement, a memorandum, a letter of wishes or any 
other arrangement) for the transfer is the acquisition at any time by any person or 
partnership of an interest as a beneficiary under a non-resident trust. Thus, if any 
person receives a beneficial interest in a non-resident trust as a result of a particular 
transfer or loan of property or if it is reasonable to conclude that one of the reasons 
for the transfer was to facilitate the acquisition of such an nee the transfer will 
not be an arm’s length transfer, 


Under subparagraphs (b)G@). and (ii) of the definition, an arm’s length transfer in- _ 
cludes, in general terms, an arm’s length return on an investment (conferred by the 
entity in which the investment is made) and certain payments made by a corporation 
on a reduction of the _— Seen in ~~ of shares of a class of the corpora- 
tion’s capital stock. 


Under subparagraph (b)(ii) of the definition, an arm’s length transfer includes a 
transfer (other than of restricted property) in exchange for which the recipient trans- 
fers or loans property (other than restricted property) to the transferor, or becomes 
obligated to so es or loan such property, and for which it is reasonable to con- 
clude 


. having regard only to the transfer and the exchange that the transferor would 
have been ais X to make the transfer if the transferor dealt * arm’s = ho 
: the recipient, and 


- , that the terms ond soutien, and circumstances, npder which the tense was 
made would have been acceptable to the transferor if the Sansiays dealt at arm’s 
length with the recipient. . 


An arm’s length transfer described in diana oxy will suche most 
purchases and sales made to and by persons dealing at arm’s length with one another. 
Tt may also include a repayment of a loan provided that the amounts of any interest 
and principal repaid were amounts that the transferor would have been piling topay | 
if the transferor dealt at arm’s length with the trust. 


Under subparagraph (b)(iv) of the definition, an arm’s length transfer includes a 
transfer that is made in satisfaction of an obligation that = a ss ae cid toc 
which subparagraph (b)(iii) applied, if : 


_* the transferor would have been willing to make the transfer if the transferor dealt 
at arm’s length with the recipient, and ~~ : 


¢ the terms and conditions, and circumstances, under which the ransfer ‘was made 
would have been acceptable to the transferor if co transferor dealt at arm’s 
length with the recipient. : 
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Under subparagraph (b)(v) of the definition, an arm’s length transfer includes a trans- 
fer that is a payment of an amount owing by the transferor under a written agreement 
the terms and conditions of which, when entered into, were terms and conditions that, 
having regard only to the amount owing and the agreement, would have been accept- 
able to the transferor if the transferor dealt at arm’s length the recipient. 


Under subparagraph (b)(vi) of the definition, an arm’s length transfer includes a 
transfer that is a payment made before 2002 to a trust, to a corporation controlled by — 
the trust or to a partnership of which the trust is a majority interest partner, in repay- 
ment of or otherwise in respect of a particular loan made by the trust, corporation or 
partnership, as the case ay be, to the transferor. The conditions that must be met in 
order to qualify as an arm’s length transfer described in subparagraph (b)(vi). of the 
definition are similar to the circumstances prescribed byte former Section 5909 of the 
Income Tax Regulations (the “Regulations”). 


Finally, under subparagraph (b)(vii) of the detinieon, 4 an arm’s feasts transfer in- 
cludes a transfer that i§ a payment made after 2001 to a trust, to a corporation con-- 
trolled by the trust or to a partnership of which the trust is a majority interest partner, — 
in repayment of or otherwise in respect of a particular loan made by the trust, corpo- _ 
ration or partnership, as ste case may) be, to the transferor i in circumstances where 
either : 


© the payment is made before 2011, and parties would have been aalins to 
enter into ne pacar loan if they dealt at arm’ s as with ae other, or 


° * the payment is ‘made before 2005 in accordance with fixed repayment terms 
agreed to before June 23, 2000. : : J 


The definition “arm’s length transfer” generall 


applies to trust taxation years hae 


end after 2006. However, where a trust elects, by notifying the Minister i in writing on 


or before its filing-due date for its taxation year that includes the day on which t 
amending legislation introducing section 94 is assented to, the definition ‘ ‘arm’s 
length transfer’ will be read without reference to a loan or transfer of property that is 
made in a taxation year that begins before 2003 and is identified in the election. This 
electing provision recognizes that the definition “arm’s length transfer” in the new 
rules does not have an equivalent under existing subsection 94(1). In particular, a 
non-resident trust considered resident under the existing law by reason of existing 
subsection 94(1) might not, in ‘the absence of such an election, continue to be deemed — 
resident under new subsection 94(3), which would result in the change in residency 

rules in subsection 128.1(4) applying. The election, which is found in the coming- 

into-force provision of the amending legislation, effectively permits a trust to oa. fo 

continue to be deemed resident. 


Related Provisions: 87(2)(j. 95) - Amalgamations —_ continuing ‘comport an " 


94(4)(a) [proposed] — 
apply. 


“benefi 


a pon tendent trust to be resident in “oe does. NOL : 


ty” under a trust, Anichides 


(a) a person or partnership —_ is beneficially interested i in the 


trust; and. 
(ba person 0 


artnership that would: tbe beicrchlly inter- 


ested in the frost if the teference _ in ae . 


Om) to 7 


 @ any arrangement in respect of the particular | trust” were 
read as a reference to “any arrangement | (including, for 
_ greater certainty, the terms or conditions of a share, or any 
_ arrangement in respect of a share, of the capital stock of a 
corporation that is beneficially interested in the particular: 
trust) in respect of the particular trust’; and 


(ii) “the particular person or partnership might” were read 

as a reference to “the particular person or partnership be- 

comes (or could become on the exercise of a 

by any person or partnership), directly or indirectl itlec 

to any amount derived, directly or indirectly, from as in- 

come or capital of the particular trust or might”. _ 
Technical Notes (Sept. 10, 2010): Under paragraph (a) of the new ‘defini on 

“beneficiary” in subsection 94(1), a beneficiary under a trust includes a person or 
partnership beneficially interested in the trust. For greater certainty, where a partner- 
ship is a beneficiary under a trust, each of its partners is also a oe yar Le 

trust by reason of paragraph 248(25)(c). — 

Under paragraph (b) of the new definition “beneficiary”, a beneficiary | Gades a trust: 

also includes a person that would be beneficially interested in the trust if the refer _ 
ence in subparagraph 248(25)(b)(ii) to J j 


_ (A) “any arrangement in respect of the particular trust” were read as a seierence 
to “any arrangement (including the terms or conditions of a share, or any ar- 
rangement in respect of a share, of the capital stock of a corporation that is bene- 
ficially interested in the particular trust) in respect of the particular trust’, and 


(B) “the particular person or partnership might” were read as a reference to “the 
particular person or partnership becomes (or could become on the exercise of 
any discretion by any person or partnership), directly or indirectly, entitled to 


_any amount derived, directly or indirectly, from the income or capital of the par- 
- ticular trust or might”. 
As a result, the shareholders of a corporate beneficiary would typically be considered 
beneficiaries of a trust for the purposes of new sections 94 and 94.2. 
For the purposes of the Act, ‘the expression “beneficially interested” has the meaning 
assigned by subsection 248(25). 


Related Provisions: 248(25) — Meaning of “beneficially interested”. 


“closely-held corporation”, at any time, means a corporation, 
other than a corporation in respect of which 


(a) there is at least one class of shares of its capital stock that 
includes shares prescribed for the purpose of ‘paragraph 
110(1)(d); 

(b) it is reasonable to conclude that at that time, in respect of 
each class of shares described by paragraph (a), shares of the 
class are held by at least 150 shareholders each of whom holds 


shares of the class that have a ou fair market value Oba at least. 


$500; and 


(Cc) itis reasonable to conblude that at that time in no case does 
a particular shareholder (or particular shareholder together 
with any other shareholder with whom the particular share- 


corporation 


(i) that would give ‘the particular shareholder (or the partic- 
ular shareholder together with those other shareholders re- 


- could be cast under any circumstance at an annual meeting 
_ of shareholders of the corporation if the ee were ee 
at that time, or 


_ (ii) that have a fair market value of 10% or more of the fair 


market value of all of the issued and ee: shares of 
_ the corporation. - 


Technical Notes (Sept. 10, 2010): The definition se pecly told comoraugn? is 
relevant to the definition “ ‘restricted property” and new subsection 233.2(2). For 


more information on the definition “restricted property” in subsection 94(1) and new 


subsection 233.2(2), see the commentary on those provisions. Paragraph 94(15)(a) is 
an anti-avoidance provision that applies in determining whether a corporation is a 
closely-held corporation at any time. For more detail, see the commentary on that 
provision. — : : 


A closely-held oprporton, at any time, means a corona. other than a compora- 


tion in respect of which 


* there is at least one class of shares of its capital stock that includes shares pre- 
scribed for the purpose of paragraph HOO) 


Ax 3 


the corporation’s capital stock that are shares prescribed for the purpose of para- 
graph 110(1)(d), shares of the class are held by at least 150 shareholders each of 
whom holds shares, of the class, that have a total fair market value of at least 
$500 —i.e., in general terms, the shares must be ory. -held; and 


itis nosebe to conclude that at that time, in no case does a particular clipes 
holder (or the particular shareholder together with any other shareholders with 
whom the particular shareholder does not deal at arm’ s length) hold shares of the 
le oe stock of the corporation 


_ — that would give the particular shareholder (or the particular shareholder to- 


gether with those other shareholders with whom the particular shareholder 
does not deal at arm’s length) 10% or more of the votes that could be cast 
under any circumstance at an annual meeting of shareholders of the corpora- 
_ tion if the meee were held at that time, or 


— that have a fair market value of 10% or more of the fair piarket value of all 


of the issued and outstanding shares of the corporation. 
Related Provisions: 94(15)(a)G) — -Anti-avoidance rule re conditions in para. (b). 


“connected contributor’’, to a trust at a particular time, means a 
contributor to the trust at the particular time, other than 


(a) an individual (other than a trust) who was, at or before the 
particular time, resident in Canada for a period of, or periods 
the total of which is, not more than 60 months (but not includ- 
ing an individual who, before the particular time, was never 
non-resident); or 


(b) a person all of whose contributions to the trust made at or 
before the particular time were made at a non- resident time of 
the person. 
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holder does not deal at arm’ s length) hold shares of the 


_ ferred to in this paragraph) 10% or more of the votes that 


_ itis joooneble to conclude that at that time, in respect of each class of shares of 
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Technical Notes (Sept. 10, 2010): The definition “connected contributor” is 
relevant in determining whether a beneficiary is, at a particular time, a “resident ben- 
eficiary” (as defined in new subsection 94(1)) under a non-resident trust. Under new 
paragraph 94(3)(d), such a resident beneficiary can, to an extent, be liable for the 
trust’s income tax. For more information, see the commentary on subsections 94(3) 
and (7) to (10), subparagraph 152(4)(b)(vi) and subsections 160(2.1) and (3). 


A connected contributor at a particular time is any person, including a person that has 
ceased to exist, that is a “contributor” (as defined in new subsection 94(1)) to the 
trust at that time, other than 


¢ an individual who was resident in Canada for a Pale of, or pedis the total of 
which is, not more than 60 months (but not including a trust or an individual who 
before that time was never non-resident), or 


* a person all of whose contributions to the trust made at or before that time oc- 
curred at a “non-resident time” (as defined in new subsection 94(1)) of the 
person. 


For more information on the definitions “contributor”, “resident beneficiary” and 
“non-resident time” in subsection 94(1), see the commentary on those definitions. 


In the context of the definition “connected contributor”, reference should also be 
made to new paragraphs 94(2)(a), (b) and (d) to (m) (which generally extend the 
circumstances in which a transfer is considered to occur for the purposes of section 
94), new paragraphs 94(2)(n) to (q), subsections 94(11) to (13) (which generally ex- 
tend the circumstances in which a contribution is considered to be made for the pur- 
poses of section 94 and may apply to deem a person or partnership to be a connected 
contributor to a trust), and paragraphs 94(2)(c) and (r) to (u) (which generally narrow 
the circumstances in which a contribution is considered to be made for the purposes 
of section 94). Reference should also be made to new subsection 94(10), which ap- 
plies where a contributor becomes resident in Canada within 60 months after cas 
a contribution to a trust. 

Related Provisions: 87(2)(j.95) — Amalgamation — continuing corporation; 
94(1)‘contributor” — Exempt person excluded; 94(10)-—— Where contributor be- 
comes resident in Canada within 60 months; 94(13)(a) — Deemed connected con- 
tributor if trust transfers property to another trust. 


“contribution”, to a trust by a particular Jt or partnership, 
means 


(a) a transfer or loan (other than an arm’s length transfer) of 
property to the trust by the particular person or partnership; 


(b) if a particular transfer or loan (other than an arm’s length | 


transfer) of property is made by the particular person or part- 
nership as part of a series of transactions that includes another 
transfer or loan (other than an arm’s length transfer) of pro- 
perty to the trust by another person or partnership, that other 
transfer or loan to the extent that it can reasonably be consid- 


ered to have been made in feces: of ~ particular transfer or 


loan; and 


(c) if the particular person or partnership becomes obligated to. 


make a particular transfer or loan (other than a transfer or loan 
that would, if it were made, be an arm’s length transfer) of 
property as part of a series of transactions that includes another 
transfer or loan (other than an arm’s length transfer) of pro- 
perty to the trust by another person or partnership, that other 
transfer or loan to the extent that it can reasonably be consid- 
ered to have been made in respect of the obligation. 


Technical Notes (Sept. 10, 2010): Where a “contribution” is made at or before a 
particular time to a non-resident trust by a person or partnership, that person — or in 
the case of a partnership, a person that is a member of that partnership — will gener- 
ally be considered to be a “contributor” at the particular time and, in certain cases 
(excluding, for example, electing contributors), will be jointly and severally or 
solidarily liable under subsection 94(3) for the trust’s income taxes. For more detail 
on the expression “solidarily”, please refer to the introductory commentary above on 
new section 94. For more information on subsection 94(3), see the commentary on 
that subsection. 


Under paragraph (a) of the definition, a “contribution” to a trust by a particular per- 
son or partnership means a loan or transfer of property (in this commentary referred 
to as a “transfer’’) by the person or partnership to the trust (other than an “arm’s 
length transfer’, as defined in new subsection 94(1)). 


Under paragraphs (b) and (c) of the definition “contribution”, a contribution is also 
considered to have been made by a particular person or partnership where 


¢ the particular person or partnership makes a particular transfer (other than an 
“arm’s length transfer”) as part of a series of transactions or events that includes 
another transfer (other than an arm’s length transfer), to the trust, by another 
person or partnership; or 


* the particular person or partnership becomes obligated to make a particular trans- 
fer (other than a transfer that would, if it were made, be an “‘arm’s length trans- 
fer”) as part of a series of transactions or events that includes another transfer 
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(other than an arm’s length transfer), to the trust, by another person or 

partnership. 
In these circumstances, the other transfer is considered to be a contribution to the 
trust by the particular person or partnership only to the extent that the other transfer 
can reasonably be considered to have been made in respect of the particular transfer 
or the particular person or partnership’s obligation to make the particular transfer, as 
the case may be. In either case, a contribution is considered to be made at the time of 
the other transfer. 


There are a number of rules that have the effect of expanding the application of the 
definition “contribution”. See the commentary on new paragraphs 94(2)(a), (b) and 
(d) to (m) (which generally extend the circumstances in which a transfer is consid- 
ered to occur for the purposes of section 94), and new paragraphs 94(2)(n) to (q) and 
subsections 94(11) to (13) (which generally extend the circumstances in which a con- 
tribution is considered to be made for the purposes of section 94). See also the com- 
mentary on paragraphs 94(2)(c) and (r) to (u), which generally narrow the circum- 
stances in which a contribution is considered to be made for the purposes of section 
94. : 


The definition “contribution” applies to all loans and transfers, irrespective of when 
made. 


Related Provisions: 94(2)(g) [proposed] — Deemed transfers; 94(2)(c), (s)-(u) 
[proposed] — Certain transfers deemed not to be contribution; 94(9) — Determina- 
tion of contribution amount. 


“contributor”, to a trust at any time, means a person (other than 
an exempt person but including a person that has ceased to exist) 
that, at or before that time, has made a contribution to the trust. 


Technical Notes (Sept. 10, 2010): A “contributor” to a trust at any time means a 
person, other than an exempt person but including a person that has ceased to exist, 
that at or before that time has made a “contribution” (within the meaning assigned by 
subsections 94(1) and (2)) to the trust. The definition “contributor” is significant pri- 
marily for the purposes of the definitions “resident contributor” and “connected con- 
tributor” 
those definitions and on the definition ‘exempt person”. 

Reference should be made in this context to new paragraphs 94(2)(a), (b) and (d) to 
(m) (which generally extend the circumstances in which a transfer is considered to 
occur for the purposes of section 94), new paragraphs 94(2)(n) to (q) and subsections 


94(11) to ( 13) (which generally extend the circumstances in which a contribution i is 


considered to be made for the purposes of section 94) and paragraphs 94(2)(c) and (1) 
to (u) (which generally narrow the circumstances in which a contribution is consid- 
ered” to be made for the purposes of section 94). 


Note that although a partnership i is not considered to be a contributor in respect of 
contributions made by the partnership to a trust, persons that are members of the 
partnership are considered to have also made those contributions to the trust and, 
therefore, are contributors to the trust in respect of those contributions. 


Related Provisions: 75(3)(c.3) — Reversionary trust rules do not apply to non- 
resident trust even with Canadian resident contributor; 94(13)(a) — Deemed con- 
nected contributor where trust transfers property to another trust; 233. 24) — Annual 
information return required by contributor to non-resident trust. 


“electing contributor” at any time in respect of a trust means a 
resident contributor, to the trust, who has elected to have subsec- 
tion (16) apply in respect of the contributor and the trust for a 
taxation year of the contributor, that includes that time or that 
ends before that time, and for all subsequent taxation years, if 


(a) the election was in writing filed with the Minister on or 
before the contributor’s filing-due date for the first taxation 
year of the contributor for which the election was to take effect 
(referred to in this definition as the “initial year”); and 


(b) the election included both the trust’s account number as 
assigned by the Minister and evidence that the contributor no- 
tified, no later than 30 days after the end of the trust’s taxation 
year that ends in the initial year, the trust that the election 
would be made. 


Technical Notes (Sept. 10, 2010): The definition “electing contributor” is rele- 
vant in applying the rules for attributing, under new subsections 94(16) and (17), 


trust income to a resident contributor. An electing contributor to a trust means a resi- 


dent contributor to the trust who has elected to be attributed the electing contributor’ s 
share of the trust’s income. For this purpose, the trust’s income is determined after 
taking into account allocations to beneficiaries (i.e., after deducting amounts under 
subsections 104(6) and (12)) and after excluding amounts in respect of property in- 
come from the non-resident portion of the trust (i.e., as provided by subparagraph 
94(3)(f)G)). For more information on the definitions “resident contributor” and “resi- 
dent portion” in new subsection 94(1), see the commentary on those definitions. 


In order for an election to be valid it must be made to have subsection 94(16) apply 
to the contributor for the taxation year in which the election is made and for all sub- 
sequent taxation years, and it must be filed with the Minister on or before the contrib- 
utor’s filing-due date for that first taxation year. A valid election must also include 
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the trust’s account number assigned by the Minister (i.c., the number found in box 14 
of ‘the T3 information slip and also identified as the “Trust account number” on the 
first page of the trust’s T3 return of income), and evidence that the contributor noti- 
fied the trust, no later than 30 days after the end of the trust’s taxation year that ends 


in the first sees for ae the election is to » have effect, that the jaa would be 


For more detail on the effect of making an election to be 
eg oe on subsections 947), dine and ioe 


i respect eg 
“amount ieee is. 


(c) paid in the ee taxation year G within 60 days de 
_ the end of the particular taxation year) by the trust directly to a 
beneficiary (determined without perc nCe to. ron 
_ 248(25)) under the trust, if ae 


(i) the beneficiary i is a natural person 
ests as. a ae lage Sheek the ist 
= consideration, | / 


ao the amount is described i 5 dubpeuaragh 2121) 
and is not included in computir g an exempt amount in re- 
_ Spect of any other taxation year of the ius 


(iii) the trust was created before October 30, 3003. and 


ne (iv) no contribution. has been made to the trust on or after 
July 18, 2005, . 


Technical Notes (Sept. 10, 201 oF capessicn Mexcmnpi 2 amount” is relevant 
in determining whether Part XIII tax a s to a non-resident person in respect of an 
amount paid or credited after 2003 by a trust to which subsection 94(3) applies. In 
general terms, Part XIU tax will not t apply 
amounts, 


Three kinds of amounts ‘may cali as an exempt amount i in eect ofa particular 


taxation year of a trust. The first is any amount paid or credited oe the ge . 


assigned by Part Xu) by the trust before 2004. : 
paid or credited by the ee and refered to in pare: 


‘The second i is an amount that is. 


a: on — 1047. op), see @ the commentary { that provis n. 


In respect of such trusts, an exempt amount also means an amount : 
amount included in computing an ed amount in ee of any. other taxation 
n the 


ing peste [ 
248(25)) who is a ‘natural person none of Woke interests as a benefici 
trust was ever aie ne en Cones by reference | t 
108(7)). a 


Related Prov sions: 108) — Meaning of “seq for -somsdeation’ : 
(c)(i). ) . 

“exempt foreign trust”, at a particular ti 

(a) a non-resident trust, if 

(i) each beneficiary under the trust at the particular tine is 


(A) an individual who, at the time that the trus ‘was cre- 
ated, was, because of mental or physical infi ity, de- 
pendent on an individual who is a contributor to the 
trust or on an individual related to such a contributo 


(which beneficiary is referred to in oe oe as ¢ in 


“infirm beneficiary’ *), OF 


(B) a person who is entitled, only afte the Sales | 


time, to receive or otherwise obtain the use of ante a the 
trust’s income or capital, a 


an electing — see 


vas ever Bee for 


uch a if au ae ererp 7 


graph 104(7. 01)(b) in respect of the trust for the particular taxation ce For more — 
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the particular time there is at least one infirm benefi- 


-ciary who suffers from a mental or physical infirmity that 
causes th 


7 (iii) each infirm beneficiary i is, at all times that the infirm 
ae beneficiary i is a beneficiary under the trust during the trust’s 
taxation year th 


eneficiary to be dependent on a person, 


ncludes the Sea time, non- -resident, 


and 
(iv) each contribution to the trust made at or before the par- 


ticular time can reasonably be considered to have been, at 
the time that the contribution was made, made to provide 


_ for the maintenance of an infirm beneficiary during the ex- 
pected period of the beneficiary’s infirmity; 


—() a non-re 


nt trust, if 


@ the trust was created as a consequence of the deakiown 
of a marriage or common-law partnership of two particular 
individuals to provide for the maintenance of a beneficiary 
nder the trust who was, during that marriage or common- 


law partnership, 


(A) a child of both. of those particular individuals 
(which beneficiary is referred to in this paragraph as a 
“child beneficiary’ ), oF 


(B) one of those particular individuals ( (which benefici- 
ary is referred to in this paragraph as the “adult 
beneficiary”), 


_ Gi) each beneficiary under the trust at the particular time is — 


(Aja child beneficiary ‘under 21 years of age, 


_ (B) achild beneficiary under 31 years of age who is en- _ 


~ rolled at any time in the trust’s taxation year that in- 
_ cludes the particular time at an educational institution 
that is described in subclause Oe or , 


(C) the adult beneficiary, or 


(D) a person ‘who is entitled, only after the particular 
_ time, to receive or otherwise obtain the use of ay of the 
trust’ s income or capital, 


= Gi) each beneficiary described i in any a clauses (1i)(A) to 
_ (C/is, at all times that the b ; 
the trust during the trust’s axation year that includes the 
particular time, non-resident, © 


ficiary i is a beneficiary under ~ 


(iv) each contribution to ‘the. trust, at ‘the time that the con- 


. tribution was made, was 


(A) an amount paid by the particular dau aie 
than the adult beneficiary that would be a support 
amount as defined in subsection 56.1(4) if it had been 

paid by that particular individual ae to the” adult 

beneficiary, or 


_ (B) made by one of those pleas individuals ora per- 
son related to one of those particular individuals to pro- 
vide for the maintenance of a child beneficiary, while 
the child was either under 21 years of age, or was under 
_ 31 years of age and enrolled at an educational institution 
located outside Canada that is 


I) a university, college or other educational institu- 
tion that provides courses at a post- ae school 
. levelor . - - 
(ii) an educational j institution. that pias courses 
designed to furnish a person with skills for, or im- 
prove a person’s skills in, an occupation; 


on a oan ie idaut trust, if 


(i) at the tae time, the trust is an agency of the United 


Nations, 
<i at the padioule time, the! trust owns and administers a 


university described in paragraph (f) of the definition “total 
charitable gifts” in subsection 118.1(1), 

(iii) at any time in the trust’s taxation year that includes the 
particular time or at any time in the preceding calendar 
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year, Her Majesty in right of Canada has made a gift to the 
trust, or 


(iv) a trust established pursuant to the International Con- 
vention on the Establishment of an International Fund for 
Compensation for Oil Pollution Damage, 1992, or any pro- 
tocol to it that has been ratified by the Government of 
Canada; 


(d) a non-resident trust 


(i) that, throughout the particular period that began at the 
time it was created and ends at the particular time, would 
be non-resident if this Act were read without reference to 
subsection (1) as that subsection read in its application to 
taxation years that include December 31, 2000, 


(ii) that was created exclusively for charitable purposes and 
has been operated, throughout the particular period, exclu- 
— for —— paps 


day on which the trust was created, in respect of which, 
there are at the particular time at least 20 persons (other 
than trusts) each of whom at the particular time 


(A) is a contributor to the trust, 
(B) exists, and 


(C) deals at arm’s length with at least 19 other pane 
tors to the trust, 


' (iv) the income of which (determined in accordance with 
the laws described in subparagraph (v)) for each of its taxa- 
tion years that ends at or before the particular time would, 
if the income were not distributed and the laws described in 
subparagraph (v) did not apply, be subject to an income or 
profits tax in the country in which it was resident in each of 
those taxation years, and 


(v) that was, for each of its taxation years that ends at or 
before the particular time, exempt under the laws of the 
country in which it was resident from the payment of in- 
come or profits tax to the government of that country in 
recognition of the charitable purposes for which the trust is 
operated; 


(e) a non-resident trust that, throughout the trust’s taxation 
year that includes the particular time, is a trust governed by an 
employees profit sharing plan, a retirement compensation ar- 
rangement or a foreign retirement arrangement; 


(f) a non-resident trust, if 


(i) throughout the particular period that began when it was 
created and ends at the particular time it has been operated 
exclusively for the purpose of administering or providing 
employee benefits, and 


(ii) throughout the trust’s 
particular time 


taxation year that includes the 


(A) the trust is a trust governed by an employee benefit 
plan or is a trust described in paragraph (a.1) of the defi- 
nition “trust” in subsection 108(1), 


(B) the trust is maintained for the benefit of natural per- 
sons the majority of whom are non-resident, and 


(C) no benefits are provided under the trust, other than 
benefits in respect of qualifying services; 


(g) a non-resident trust (other than a prescribed trust or a trust 
described in paragraph (a.1) of the definition “trust” in subsec- 
tion 108(1)) that, throughout the particular period that began 
when it was created and ends at the particular time, 


(i) has been resident in a particular country (other than Can- 
ada) the laws of which have, throughout the particular 
period, 


(A) imposed an income or profits tax, and 


(B) exempted the trust from the payment of all income 
tax, and all profits tax, to the government of that partic- 
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ular country in recognition of the purposes for which the 
trust is operated, and 


(ii) has been operated exclusively for the purpose of ad- 
ministering or providing superannuation or pension benefits 
that are primarily in respect of services rendered, in the par- 
ticular country, by natural persons who were non-resident 
at the time those services were rendered; 


(h) a non-resident trust (other than a trust that elects, in writing 
filed with the Minister on or before the trust’s filing-due date 
for the taxation year of the trust that includes the particular 
time, not to be an exempt foreign trust under this paragraph for 
the taxation year in which the election is made and for each 
subsequent taxation year), if at the particular time 


(i) the only beneficiaries who may for any reason receive, 
at or after the particular time and directly from the trust, 
any of the income or capital of the trust are beneficiaries 
that hold specified fixed interests in the trust, and 


(ii) any of the following applies: 
(A) there are at least 150 beneficiaries described in sub- 
paragraph (i) under the trust each of whose specified 


fixed interests in the trust have at the particular time a 
total fair market value of at least $500, 


 (B) all specified fixed interests in the trust are listed on 

a designated stock exchange and in the 30 days immedi- 

_ately preceding the particular time specified fixed inter- 

_ ests in the trust were traded on a designated stock ex- 
change on at least 10 days, 


(C) each outstanding specified fixed interest in the trust 
in the trust 


_ (1) was issued by the trust in exchange for considera- 
tion that was not less than 90% of the interest’s pro- 
portionate share of the net asset value of the trust’s 
property at the time of its issuance, or 


(II) was acquired in exchange for consideration 
equal to the fair market value of the interest at the 
time of its acquisition, or 

_(D) the trust is governed by 


(1) a Roth IRA, within the meaning of section 408A 
of the Internal Revenue Code of the United States, or 


(ID) a plan or arrangement that was created after Sep- 
tember 21, 2007, that is subject to that Code and that 
the Minister agrees is substantially similar to a Roth 
IRA; or 


(i) a trust that is at the particular time a prescribed trust. 


Technical Notes (Sept. 10, 2010): An “exempt foreign trust” includes a number 
of different types of non-resident trusts that are exempt from deemed Canadian resi- 
dence under new subsection 94(3). The expression refers to the following types of 
non-resident trusts: 


(a) a non-resident trust the current income (determined with reference to 
amended subsection 108(3)) or capital from which can be provided only to one 
or more physically or mentally infirm dependent individuals, provided that each 
such individual is at all times that they are a beneficiary under the trust during 
the trust’s current taxation year, non-resident, and that any property settled on 
the trust could reasonably be considered, at the time it was settled, to be neces- 
sary for the maintenance of those individuals; 


(b) a non-resident trust created as a consequence of the breakdown of a marriage 
or common-law partnership of two individuals, the current income (determined 
with reference to amended subsection 108(3)) or capital from which can be pro- 
vided only for the maintenance of non-resident beneficiaries of the trust who, 
during that marriage or common-law partnership, were either 


« children of both of the individuals, if the beneficiaries are under 21 years of 
age (or under 31 years of age and enrolled in a specified educational institu- 
tion); or 


¢ one of those individuals. 


Under this exemption, each contribution to the trust must have been to provide 
for the maintenance of those children or a former spouse or common-law partner 
of the relationship. In the case of contributions to provide for the maintenance of 
a former spouse or common-law partner of the relationship, those contributions 
must be an amount paid that would be a “support amount” (as defined in subsec- 


wee 


Subdivision i— Shareholders of Non-Resident Corporations 


- tion 56.1(4)) if the amount had been pad ee to the former speine or com- 


mon- -law partner; 
(c) a non-resident trust that i is an ues of the United Navan 


sident trust to 


is neon oad for the benefit of natura pr 
non-resident, ae ; 


. 


tion years that end before 2009, benefit ts in respect of particular services ren- 
dered before November 9, 2006 to 
employee had a right before November 9, 2006 to eceive the benefits in 
respect of the particular services pursuant to a written agreement entered into _ 
____ before November 9, 2006, and (where the ee was resident i in Canada 
. ae November 9, 2006), i 


i an 4 tmst a in section a 


sively for the pasa Purposes descr bed ene is resident i ina eo oe 


with rights to receive directly from hee trust any of the i income or capital of the 
trust are beneficiaries that hold specified fixed interests (as defined in new sub- 
section 94(1)) in the trust and one of the following applies; 


© there are at least 150 direct beneficiaries under the trust 
spectica fixed interests in the fost worth at least $500, 


. all Specified fixed interests. in ae trust are listed ona coe 
- change and were traded on a designated stock achat al 
in the 30 parece preceding days, 


each outstanding specified fixed interest in the trust was eithe: 


__ -— issued by the trust for at least 90 per cent of the interest’s proportionate 
~ share of the net asset value of the fast: s property at the time the interest — 
was issued, of 


— acquired for fair foe. eaue. a die time the interest was. issued, or 


the trust is governed by a Roth IRA within the meaning of 
the United States Internal Revenue Code. or a plan or arrange ment created 
after September 21, 2007 that the Minister agrees is substantially similar to 
Roth IRA, and that is substantially subject to the Code (in this context, the 
_reference to the Minister means the Minister of National Revenue, acting 
competent authority under the authority of the Convention between Canada 


° 


and the United States of America with rape to Taxes on Income and on 


Capital); or 
(i) a non-resident trust that is a prescribed trust. _ . 


Paragraph (h) of the definition “exempt foreign trust” is intended to apply to non- 
resident investment trusts that are truly commercial. Under new section 94.2, if a _ 


resident beneficiary holds, together with persons not dealing at arm’s length with the 
resident beneficiary, 10% or more of the specified fixed interests in a trust described 
by paragraph (h) of the definition exempt foreign trust, the resident beneficiary is 


certain non-resi- 


current ae . 


Regulations or a described in paragraph (a.1) of the definition “trust” i in 
subsection 108(1)) that at all times since it was created has been operated a : 


federal or provincial pension or workers 
termediaries wholly owned by such entities. Exempt persons are neither con Dwr 


provider”) to, for or on behalf of, anothe 


mot oo 
Related Provisions: 


: Si ee of one or more pen- 
sion san or Se esta wished pursuant to an Act of Parlia- 
: ee or the legislature of a province or an order or 


__ which are at that time exempt persons; 


/(f) a Canadian corporation all of the shares, or tights 0) shares, 


of which are held at that time by exempt persons; 


_& 
__ perty of which is held at that time Se for the deal of 
exempt persons; and 


/ ae a partnership all ie members ~ which a are at that time ex- 
_-empt persons. 


Technical Notes (Sept. 10, 2010): The definition “exempt person” is relevant to 
the definitions “contributor” and “reside 
Generally, an exempt person means a person exempt by subsection 149(1) from pay- _ 

Yr nada or a province, certain 


beneficiary” under new subsection 94(1). 


ing tax on their taxable income, ‘Her Majest 


mpensation administrators, and in- 


nor resident beneficiaries under sections 94 and 94.2. 


Related Provisions: 94(1)“contributor” — Exempt person excluded from being 
contributor (and thus also from “resident. contributor” and “connected. contributor’); 
94(1)“tesident beneficiary’ — Exempt person excluded from Dome: resident 
beneficiary. . 


“exempt Service! means a service sendeted at any time by a per- 


son or partnership (referred to in this definition as the “service 


(referred to in this definition as the * ‘recipient’”) if 


(a) the recipient is a trust and. the service relates to “ see 

_ tration of the trust; or 

 (b) the oe conditions Soph in ieapeet of the service, 
namely, — 


_ (i) the service is rendered in the service prowder s opacity 
at that time as an employee or agent of the recipient, 
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(ii) in exchange for the service, the recipient transfers or 


loans property or etal ae obligated to transfer or loan pro- 


perty, and 
(iii) it is reasonable to conclude 


(A) having regard only to the service and the exchange, 
that the service provider would be willing to carry out 


the service if the service provider were dealing at arm’s — 


length with the recipient, and 


(B) that the terms, conditions and circumstances under 
which the service is provided would be acceptable to the 
service provider if the service provider were dealing at 
arm’s length with the recipient. 
Technical Notes (Sept. 10, 2010): The definition “exempt service” is relevant to 
new paragraph 94(2)(f), which deems the provision of certain services (other than 
exempt services) to be a transfer of property. : 


An exempt service means a service rendered at any time by a person « or 9 ares : 


(the “service provider”) to, for or on behalf of, another person or partnership (a “r : 
cipient’) if either 


¢ the recipient is at that time a trust and the service relates to the administration of 
the trust, or “ : 


* the following conditions apply in respect of the service; namely 


(i) the service is rendered in the service provider's capacity at that time as an 


employee or agent of the recipient, 


(ii) in exchange for the service, the recipient transfers or loans Pore Or 
becomes obligated to transfer or loan property, and 


(iii) it is reasonable to conclude _ 


(A) having regard only to the service and the exchange, that the service 
provider would have been willing to carry out the service if the service 
provider had dealt at arm’ s length with the recipient, and 


(B) that the terms, condiions. and circumstances under which the ser- 
vice was provided, would have been acceptable to the service provider if 
the service provider had dealt at arm’s length with the recipient. 


An exempt service that relates to the administration of the trust is not limited to 
services provided by a trustee of the trust, and may include legal, accounting and 
similar services provided in connection with the administration of the trust. However, 
where legal, accounting or similar services are provided in connection with a service 
provided by the trust, such services would not relate to the administration of the trust. 


Related Provisions: 94(2)(f) — Exempt service excluded from rule deeming ser- 
vice to be transfer of property. 


“joint contributor” at any time in respect of a contribution’to a 
trust means, if more than one contributor has made the contribu- 
tion, each of those contributors that is at that time a resident con- 
tributor to the trust. 


Technical Notes (Sept. 10, 2010): The definition “joint contributor” is relevant 
in applying the rules for attributing, under new subsections 94(16) and (17), trust 
income to a resident contributor where, in respect of a given contribution to the trust, 
there is more than one contributor. In this circumstance, a joint contributor refers to 
each person that made (including a person soe is deemed to have made) the contribu- 
tion to the trust. 


For more information on contributions, see the Rebbin on ve chienced mean- 


ings of transfers, loans and contributions in new subsection 94(2), and the commen- 
tary on the definition “contribution” in subsection 94(1).. 


Related Provisions: 94(16)(a)AGi) — Attribution of trust’s income to Shon: 


contributors; 94(17) — Liability of joint contributor. 


“non-resident portion”’ of a trust, at any time, means all property 


held by the trust to the extent that it is not at that time part of the 


resident portion of the trust. 


Technical Notes (Sept. 10, 2010): The non-resident portion of a trust is defined 
by reference to the resident portion of a trust. Essentially, the non-resident portion of 
a trust constitutes all property held by the trust that is not part of the resident portion 
of the trust. Under new paragraph 94(3)(f), a trust that is deemed to be resident in 
Canada for a taxation year may disregard certain amounts in computing its income 
for the year. 


Specifically, an income or loss from property, or a taxable capital gain or allowable 
capital loss from a disposition of property, is generally disregarded to the extent that 
the property is part of its non-resident portion (an exception applies in respect of 
certain Canadian source amounts, which are still required to be included in the trust’s 
income even if they relate to property in the trust’s non-resident portion.) 


For more information on the definition “resident portion” in new subsection 94(1), 
see the commentary on that definition. 
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“non-resident time’’, of a person in respect of a contribution to a 
trust and a particular time, means a time (referred to in this defini- 
tion as the “contribution time”) at which the person made a contri- 
bution to a trust that is before the particular time and at which the 
person was non-resident (or, if the person is not in existence at the 
contribution time, the person was non-resident throughout the 18 
months before ceasing to exist), where the person was non-resi- 
dent or not in existence throughout the period that began 60 
months before the contribution time (or, if the person is an indivi- 
dual and the trust arose on and as a consequence of the death of 
the individual, 18 months before the contribution time) and ends 
at the earlier of 


(a) the time that is 60 months after the contribution time, and 


— (b) the particular time. 


Technical Notes (Sept. 10, 2010): The definition “non-resident time” is relevant 
in determining whether a contributor to a trust is a “connected contributor’ and 
whether the extended transfer (“look-through”) rule in paragraph 94(2)(1) applies in 
determining whether a person or partnership has made a contribution to a trust. 


The “non-resident time” of a person in respect of a contribution to a trust and a par- 
ticular time means a time (referred to in this commentary as the “contribution time”) 
at which the person made a contribution to a trust, that is before the particular time 
and at which the person was non-resident (or not in existence). However, such a time 
will qualify as a non-resident time only if the person was non-resident (or not in — 
existence) throughout a specified period. 


(i) General rule 


In general (subject to the specific exceptions discussed below), the specified period is 
the period that begins 60 months before the contribution time and ends at the earlier 
of 60 months after the contribution time and the particular time. 


The measurement of the specified period by reference to any particular time is meant 
to ensure that the contributing person and the trust may treat the contribution time as 
a non-resident time for the purposes of applying subsection 94(3) at a specified time 
(as defined in subsection 94(1)) in respect of the trust for a taxation year of the trust 
(generally, the end of that taxation year) if at the end of that particular year the con- 
tributor still has not become resident in Canada within ve 60-month period after the 
contribution time. 


However, new subsection 94(10) ensures that such a contributor will, for the pur- 
poses of the definition “connected contributor’, be considered to have made the con- 
tribution at a time other than a non-resident time if the contributor becomes resident 
in Canada within the 60-month period after the contribution time. In such a case, at 
each such specified time in respect of the trust for a taxation year of the trust (gener- 
ally, the end of each of those taxation years) following the contribution, there would _ 
be a connected contributor to the trust and, if there were a resident beneficiary under — 
the trust, subsection 94(3) would also apply in respect of those years. : 


Amended subparagraph 152(4)(b)(vi) ensures that a reassessment of a taxpayer aris- 
ing out of the application of subsection 94(10) may be undertaken by the CRA within 
3 years after the end of the taxpayer’ s normal reassessment period for the taxpayer’ s 
relevant taxation year. 


(it) Contributions made on and as a consequence of death 


For contributions made by an individual to a trust or estate that arose on and as a 
consequence of the individual’s death, the specified period will start 18 months 
before the individual’s death and will end 60 months after the contribution time. 
However, since the individual will not be in existence after death, those contributions 
will, in effect, be considered to have been made at a non-resident time provided the 
individual was not resident in Canada ee the 18 month period before the 
individual’s death. 


(iii) Contributions made before June 23, 2000 


As indicated in the coming-into-force provision for new section 94, where the contri- 
bution time occurs before June 23, 2000, the specified period is the period that begins 
18 months before the end of the trust’s taxation year that includes the contribution 
time and ends at the earlier of 60 months after the contribution time and the particu- 
lar time. In effect, a contribution made before June 23, 2000 will be considered to 
have been made by a person at a non-resident time if the person was non-resident in 
Canada for at least 18 consecutive months before the contribution was made, and 
remained non-resident for at least another 60 consecutive months after the 
contribution. — 


Example | 


Marie has never been resident in Canada. Upon her death in 2011, her property 
was transferred to a trust that is non-resident in Canada for the benefit of her 
adult children, one of whom is currently resident in Canada. No other property 
is contributed to the trust. 


Results 
I. Under paragraph 94(2)(j), the contribution ts deemed to have been snide im- 
mediately before Marie’s death. Since Marie was not resident in Canada for the 


18 months before her death and not in existence for the 60 months following her 
death, the contribution is considered to have been made at a non-resident time. 
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2. Although one of the beneficiaries is resident in Canada, that beneficiary is not 
__ aresident beneficiary for the purposes Of. these rules, and the trust is not deemed 
to be resident in Canada. If, at some time in the future, the trust is resettled or 
pat he property is otherwise transferred to anew trust, Mari ie will b deemed to be 
a contributor to the new trust by reason of new Pp h 94(2)(n). However, 
since Marie will either have been non-resident or not in existence for the 60 

_ months before. and after that transfer to the new trust, Marie’s deemed contribu- 

tion will be made at a i dangle time, ‘Ther new trust will. not be dee: 

dent even if. one or. 


Eo, more information on. 
152(4)(b)(vi), see the comm 


that paragraph, are 
> that establishes, or- 


Non-Resident Corporations 


: oa r pan in a oa. oie on ni 
an eee o the fetes a ich empl 


st cue the eu in which the ‘employee t 
: ees in ve or . 


services Aes io an ee thes tha services that were 
rily in Canada, services rendered in connection with a busines: 
‘ ene} in — ora combination of ces barn: i 


es 


ad to ie Minister that these two pana be made at 
, following the passage of Bill C-10. It would also be my rec- 
ommendation | that these proposed changes apply to the 2007 and subsequent taxation 
years. While T cannot give any assurance that Parliament will agree with this recom- 
mendation, I hope that this statement of our position is helpful to you. 


for which the plan or the trust was substituted) before the Be of fhe c 
month following the e month i in which the amie became resident 
ada, or ch 


¢ any combination of services that are qualifying services described above. 
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Sincerely, 
Brian Emewein, General Director, Tax Policy Branch 
Letter from Dept. of Finance, Apr. 2, 2008: 
Mr. Roger Robineau, Chair, Pension Investment Association of Canada (PIAC) 
Dear Mr. Robineau: 
Thank you for your correspondence, dated January 28, 2008, concerning Bill C-10. 


Bill C-10 contains proposed amendments (the “NRT proposals”) to the existing 
deemed residency rules in the Income Tax Act that apply in respect of non-resident 


trusts. The amended regime treats certain otherwise non-resident trusts as residents of 


Canada where the trust has either a “resident contributor” or a “resident beneficiary”. 
Each resident contributor and resident beneficiary is generally liable together with 
the trust for any unpaid Canadian tax of the trust. The determination of whether an 


entity is a resident contributor or a resident beneficiary is made without regard to the | 


tax status of the entity for purposes of the Act. 


The statutory trust residence rule is suspended, however, where the trust is a non-_ 
resident commercial trust (as set out in the “exempt foreign trust” definition in pro- _ 


posed subsection 94(1) of the Act), in which case the foreign investment entity re- 
gime applies instead. The relevant provisions in the exempt foreign trust definition 


were developed after extensive consultations with taxpayers and representatives from 


the tax community and were understood to have accommodated investments of 
Canadians in foreign commercial trusts. Nonetheless, | appreciate from your submis- 


sions that PIAC is concerned with how the NRT proposals would apply in the con- _ 
text of investments made by registered pension plans, registered retirement savings 


plans and similar plans in non-resident commercial investment trusts. 


I understand that PIAC is prepared to support the enactment of Bill C-10 but is seek- 
ing two amendments to these rules as soon as possible after the passage of Bill C-10. 
In general terms, the first amendment would involve an exemption from resident 
contributor and resident beneficiary status for most registered pension plans, the Can- 


ada Pension Plan Investment Board (and similar provincial pension funds), and cer- _ 
tain Canadian intermediaries (trusts and corporations) in which these qualifying pen- — 


sion plans are the only holders of equity interests or participating debt. The 


exemption would not, however, apply to a plan that is a designated plan (as defined 


in subsection 8500(1) of the Income Tax Regulations), a plan that has fewer than 10 
members (as defined in subsection 147.1(1) of the Act), or a trust or corporation any 
of the activities of which is to administer, manage or invest the monies of a retire- 
ment compensation arrangement. 


The second amendment would modify the provisions of paragraph (h) of the exempt 
foreign trust definition to include a non-resident commercial investment trust, with- 
out regard to whether the trust holds restricted property, in which the only Canadian 
resident investors are Canadian mutual funds (as defined in sections 131 and 132 of 
the Act, and having at least 150 investors) whose investors are exclusively the pen- 


sion plan entities that qualify for the exemption described above, registered mor 


ment savings plans, and registered retirement income funds. 


I am prepared to recommend to the Minister that these two eoendineas be rae at 


the earliest opportunity following the passage of Bill C-10. It would also be my rec- _ 


ommendation that these proposed changes apply to the 2007 and subsequent taxation 
years. While I cannot give any assurance that Parliament will ; agree with this recom- 
mendation, I hope that this statement of our position is helpful to you. 


Sincerely, 
Brian Emewein, General Director, Tax Policy Branch 
Letter from Dept. of Finance, Apr. 29, 2008: 
Mr. Roger Robineau, Chair, Pension Investment Associahion of Canada 


Dear Mr. Robineau: 


This is further to your letter of April 21, in response to my ee of ae 2, 2008, : 
concerning Bill C-10 and, in particular, the application of the proposed income tax 
rules for non-resident trusts (NRTs) to investments made by pension entities in — 


NRTs. I also acknowledge discussions between officials of this Department and rep- 
resentatives of your Association and the Investment Counsel Association of Canada. 


In my previous letter, | confirmed that we were prepared to recommend amendments 
to the Income Tax Act following the passage of Bill C-10 that would exempt certain 
pension entities, including registered pension plans (RPPs), from resident contributor 
and resident beneficiary status under the NRT rules. You have expressed concern 


that the constraint on retirement compensation arrangement (RCA) related activities — 


mentioned in my letter would apply to RPPs. 


As noted in our discussions, it is intended that the exemption apply to the following 
“qualifying pension entities”: 


e an RPP, other than a “designated plan” (as defined in subsection 8500(1) of the 
Income Tax Regulations) or a plan that has fewer than 10 members; 


* a trust (other than an “RCA trust” (as defined in subsection 207.5(1) of the Act)) 
or corporation (such as, for example, the Canada Pension Plan Investment Board, 
the Public Sector Pension Investment Board and the Caisse de dépét et place- 
ment du Québec) established by federal or provincial legislation the principal 
activities of which are to administer, manage or invest the monies of one or more 
pension funds or plans established pursuant to such legislation; and 
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* certain Canadian intermediaries — corporations and trusts (including segre- 
gated fund trusts) — in which qualifying pension entities:are the only benefi- 
ciaries and holders of participating debt. 


I trust this addresses your concerns and look forward to receiving your confirmation 
to this effect. 


Yours sincerely, 
Brian Ernewein, General Director — Legislation, Tax Policy Branch 


Related Provisions: 94(1)“beneficiary” — Extended meaning of “beneficiary”; 
94(3)(a) — Trust with resident beneficiary deemed resident in Canada for certain 
purposes; 94(3)(d), 94(7) — Liability of resident beneficiary for trust’s tax. 


“resident contributor’’, to a trust at any time, means a person 
that is, at that time, resident in Canada and a contributor to the 
trust, but does not include 


(a) an individual (other than a trust) who has not, at that time, 
been resident in Canada for a period of, or periods the total of 
which is, more than 60 months (other than an individual who, 
before that time, was never non-resident); or 


(b) an individual (other than a trust), if 


_ Q) the trust is an inter vivos trust that was created before 
1960 by a person who was non-resident when‘ the trust was 
created, and 


(ii) the individual has not, after 1959, made a contribution 
to the trust. 


Technical Notes (Sept. 10, 2010): Under new subsection 94(3), a trust is gener- 
ally treated as resident in Canada for a particular taxation year of the trust if there is a 
“resident contributor” to the trust at a “specified time” in respect of the trust for the 
particular taxation year (generally, the end of the particular year). Under new para- 
graph 94(3)(d), a “resident contributor” to a trust, other than an electing contributor 
to the trust, can be jointly and severally or solidarily liable with the trust for the 
trust’s income tax liabilities under the Act for the particular year. For further infor- 
mation with respect to the expression “solidarily”, please refer to the introductory — 
commentary above on new section 94. 


A “resident contributor” to a trust at any time means a person that is, at that time, 
resident in Canada and a “contributor” (as defined in new subsection 94(1)) to the 
trust. However, an exemption from treatment as a resident contributor i is Ae begs for 
a contributor who is: 


* an individual who has been resident in Canada for a period of, or periods the © 
total of which is, not more than 60 months (but not including an individual who 
aes that time was never non-resident); and 


* an og edial, ze the trust is an inter vivos trust that was created before 1960 by a 
person who was non-resident when the trust was created and the individual made 
"no contribution after 1959 to the trust. 


In the context of this definition, reference should also be made to new paragraphs 
94(2)(a), (b) and (d) to (m) (which extend the circumstances in which a transfer is 
considered to occur for the purposes } of section 94), new paragraphs 94(2)(n) to (q) 
and subsections 94(11) to (13) (which generally extend the circumstances in which a 
contribution is considered to be made for the purposes of section 94) and paragraphs 
94(2)(c) and (r) to (u) (which generally narrow the circumstances in which a contri- 
bution is considered to be made for the _ purposes of section 94), 


Letter from Dept. of Finance, Sept. 22, 2000: 
Dear [xxx]: 


I am responding to your faxed memo to me dated August 25, 2000 « G@iccuee ‘the 
Legislative Proposals and Explanatory Notes on Taxation of Non-Resident Trusts 
and Foreign Investment Entities (the “Legislative Proposals”) released by the Depart- 
ment of Finance by way of Finance Canada News Release number 2000-050, dated 
June 22, 2000. 


In your memo, you elated to be prenediedne provision in existing clause 
94(1)(b)@)(D) of the Income Tax Act in relation to inter vivos trusts created at any 
time before 1960 by a person who at that time was a non-resident person. In this 
connection, you have suggested that a grandfathering rule be introduced in the Legis- 
lative Proposals. In particular, you have suggested that the definition “resident con- 
tributor” in new proposed subsection 94(1) of the Act be revised to exclude from that 
definition an individual, in the case of a particular trust, where 


(1) the particular trust is an inter vivos trust that was created at any time before 
1960 by a person who at that time was a non-resident person, and 


(ii) no contribution is made to the Pana - by the segatiaica'e at any time 
after 1959. : : 


We are prepared to a bo the Mimstet your rae revision to that 
definition. : 


We confirm that the effect of this revision would be to save a woneresident trust from 
the application of the rule in proposed paragraph 94(3)(a) (which deems the trust to 
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be resident in Canada for tax purposes) in any particular trust ae year ee if all 
the following conditions are met: 


1. the trust is an inter vivos trust that was created at ae time before 1960 bya a 
person who at that time was a non-resident person, — 


2. no contribution is made to the trust at any time after 1959 by any individual 
who, at the end of the particular year, is both resident in Canada and a contribu- 
tor to the trust (except an individual (other than a trust) who has not, at the end of 
the particular year, been resident in Canada for a period of, or he the total of 
which i is, more than 60 months), and 


3. there are no resident beneficiaries (as defined i in the Legislative Proposals 
under the trust at the end of the Particular tees _ 


Thank you for writing. 


Yours sincerely, — 
; “Len Farber, General Director, Tax Legislation Divi 
[This amendment is incorporated into the proposed legislation above — ed.] 


n, Tax Policy B Branch — 


Letters from vert. 9 ue Eves Apr. 2 and 29, doe See under 94(1)“resident 


beneficiary”. 


Related Provisions: 753\(c. 3) Whether revocable frost rules apply; 94(1)* ‘con- 
nected contributor’(a) — 60-month limit; 94(1)“contributor” —— Exempt person ex- 
cluded; 94.1(2)“non-resident entity”(c) — Offshore investment property rules do not 
apply to immigration trust; 94(3)(a) [proposed] — Trust with resident beneficiary 
deemed resident in Canada for certain purposes; 94(3)(d)G) [proposed] — Liability 
of resident contributor for trust’s tax; 94(5) [proposed] — oka ceases to be Haida 
in Canada once there is no resident contributor, : 


“resident portion” of a trust, at a particular time, means all a 


perty held by the trust 


(a) in respect of which a ‘contribution has been made at or 

_ before the particular time to the trust by a contributor that is at 

the particular time a connected contributor or a resident con- 

tributor (except. that if a property held in common or in part- 

nership is contributed by one or more connected contributors 

or resident contributors and one or more persons who are not a 

connected contributor or a resident contributor, then that pro- 

__perty is described by this paragraph only to the extent of the 

_ contributions sy the connected contributors or Seeds 
contributors); 7 _ 


(b) if the trust i incurred. indebtedness in the course of ac- 
quiring at or before the particular time a property, or substi- 
tuted property, all or part of which would not, if this definition 
were read without reference to this paragraph, be part of the 
resident portion of the trust (such property, or part of such pro- 
perty, referred to in this paragraph as the “subject property’ ). 


and the acquisition by the trust of the subject property is not a 


_ contribution to the trust, that is the subject Property to the ex- 
tent of the greater of 


(i) the amount determined by the formula 
AB x C 
where _ 
A is the total of all amounts each of which | is the bi mar- 


ket value of a property held in the resident portion of the — 


_ trust at the beginning of the trust’s taxation year in 
which the trust acquired the subject property, 


B is the total of all amounts each of which is the fair mar- _ 
ket value of a property held by the trust at the beginning — 


_ of the trust’s taxation year in which the trust t acquired 
the subject property, and 


C is the fair market value of the subject propery at the 
time it was acquired by the trust, and : 


(ii) the amount that would be determined by the formula in 
subparagraph (i) if the references in that formula to the be- 
ginning of the trust’s taxation year were read as references 
to the end of the trust’s taxation year and the subject pro- 
perty was not held by the trust at the end of that taxation 
year; 


(c) to the extent that it is at the particular time substituted for a 
property described by paragraph (a) or (b); and 


(d) not described by any of paragraphs (a) to (c), to the extent — 


that it is derived, directly or indirectly, in any manner 


whatever, from property described by any of paragraphs (a) to 
(c), and, without limiting the generality of the foregoing, in- 
_ cluding property derived from the income (computed without 


- reference to paragraph (16)(f)) of the trust for a taxation year 


of the trust that ends at or before the particular time and pro- 
perty in respect of which an amount would be described at the 
particular time in respect of the trust under the definition “cap- 
ital dividend account” in subsection 89(1) if the trust were at 
the particular time a corporation. _ 
Technical Notes (Sept. 10, 2010): The expression “resident portion” is relevant 
to determining which property of a trust will be considered in determining the Cana- 
dian income tax consequences to a trust that is deemed by subsection 94(3) to be 
resident in Canada for a taxation year. In general, contributions of property to the 


trust will form part of the resident portion of the trust to the extent that a9 were — 


made by current or former residents of Canada. 


More specifically, paragraph (a) of the definition ‘provides that all piogeay held by 


the trust m respect of which a contribution has been made by a “connected contribu- 
tor” or a “resident contributor” will be a part of the resident portion of the trust. 


Therefore, if a contribution of property is made jointly by a resident contributor and a 


non-resident contributor (whether in fact, or by reason of a deeming provision), the 
property will form part of the resident portion. However, an exception is provided for 
property held in common or in partnership and that is contributed by one or more 
connected or resident contributors and one or more persons who are not connected or 
resident contributors. In such a case, the property will form part of the resident por- 
tion of the trust only to the extent of the contributions by connected or resident con- 
tributors. This exception contemplates that a particular property be notionally di- 
vided, such that part of the property will form part of the resident portion and part of 
the property will form part of the non-resident portion of the trust, according to the 
extent to which contributions were made by connected contributors and resident con- 
tributors to the trust and by persons who are not connected or resident contributors to 
the trast in respect of the property. 


When a non-resident makes a contribution within 60 months of becoming resident in 
Canada, the contribution will form part of the resident portion as of the date of the 
contribution by operation of subsection 94(10). For more information on the effect of 
94(10) on electing contributors, see the commentary on subsection 94(16). 


Paragraph (b) of the definition provides a rule to apportion a specified property, or 
property substituted for it, a part of which would not otherwise be part of the resident 
portion of the trust, in respect of which the trust has incurred indebtedness (e.g., by 
way of a loan, or the unpaid portion of the purchase price) in order to fund its acqui- 
sition. If the acquisition of the specified property is not a contribution to the trust, 
paragraph (b) applies a formula to allocate a part of the specified property to the 
resident portion of the trust to the extent of the greater of 


* the fair market value of the specified property multiplied by the proportion that 


the total fair market value of all property held in the resident portion of the trust 

_at the beginning of the trust’s taxation year in which the trust acquired the speci- 
fied property is of the total fair market value of all property held by the trust at 
the beginning of the trust’s taxation year in yPick the trust acquired the specified 
Peeper; and 


° the amount determined by the computation directly above if eefelences: to she 
_ beginning of the trust’ § taxation year were read as the end of the trust’s taxation 
year, and if the specified property was not held ey the trust at the end of that 

_ taxation year. 


Paragraph (b) therefore has the effect of allocating the specified property between the 
resident portion and the non-resident portion on a reasonable basis, accounting for 
additional contributions to the trust made in the year. 


Paragraph (c) provides that the resident portion of the trust will also include property 
to the extent that it is substituted for property described in paragraphs (a) and (b) of 
the definition. In this context, paragraph (c) is informed by the meaning of “substi- 
tuted property” under subsection 248(5) such that property substituted for substituted 
property within the meaning of paragraph (c) will also form part of the resident por- 
tion of the trust. — 


Paragraph (d) of the definition includes in the resident portion of the trust property 
that is not described by any of paragraphs (a) to (c) of the definition to the extent that 
it is derived, directly or indirectly in any manner whatever, from property described 
in those paragraphs. Under paragraph (d), such property would include, but not be 
limited to, income accumulating in the trust and income earned on such accumulating 
income, capital gains (i.e., the tax-free portion of a capital gain), and insurance pro- 
ceeds in respect of which the insurance premiums were funded in whole in part by 
property from the resident portion of the trust. 


For more information on the definitions “connected contributor’, “resident contribu- 
tor” and “non-resident portion” in new subsection 94(1), see the commentary on 
those definitions. __ 

Example I 


1. Cathy, who has never been resident in Canada, settled a non-resident trust in 
2004 for the benefit of her daughter, Mary, and Mary’s family (all of whom are 
resident in Canada), by making a contribution of $100,000 to the trust. The trust 
used $50,000 of this amount to acquire a guaranteed investment certificate is- 
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sued by a financial institution that is not resident in Canada and provides a 6% 
annual return on investment (with simple interest), and used the remaining 
$50,000 to acquire shares in a public corporation, Corporation A. The $3,000 
earned annually on the guaranteed investment certificate is used by the trust to 
pay, on an annual basis, $3,000 in investment counsel fees that meet the condi- 
tions set out in paragraph 20(1)(bb). At the end of 2009, the total fair market 
value of all of the trust’s'assets is $200,000 (comprised of the guaranteed invest- 
ment certificate valued at $50,000 and shares of hanes A valued at 
$150,000). 


2. On May 15, 2010, Mary made a contribution of $200,000 to the trust which 
was deposited in an interest-bearing foreign bank account that earns $20,000 in 


2010 and each following year as simple interest, payable at the end of each year. : 
As a result, the trust’s income for 2010 is $23,000 ($3,000 in interest from the 


guaranteed investment certificate and $20,000 in interest from the foreign bank 
account, none of which is derived from a source in Canada). As such, none of the 


trust’s investments is derived from sources in Canada. At the end of 2010, the — 
total fair market value of all of the trust’s assets is $420,000 (comprised of the — 


guaranteed investment certificate valued at $50,000, $220,000 held on deposit, 
and the shares of Corporation A valued at $150,000). : 


3. On May 15, 2011, the trust disposes of all its shares of Corporation A for 


$250,000 and invests the proceeds in shares of another corporation, Corpora- 
tion B (the fair market value of which, at December 31, 20] I, is $250,000). At 
the end of 2011, the total fair market value of all of the trust’s assets is $540,000 


(comprised of the guaranteed investment certificate valued at $50,000, $240, 000 ; 


held on deposit, and the shares of Corporation B valued at $250,000). 
4. On May 15, 2012, the trust borrows $100,000 from a bank. The trust uses the 


proceeds of the loan to acquire shares of another public corporation, Corpora- 


tion C, the fair market value of which, at December 31, 2012, is $100,000. The 
trust also earns in 2012 another $20,000 on the amount held on deposit in the 


interest-bearing account and another $3,000 in interest on the guaranteed in- 


vestment certificate which it uses to pay the investment counsel fees of an equal 
amount. At the end of 2012, the total fair market value of all of the trust’s assets 
is $660,000 (comprised of the guaranteed investment certificate valued at 
$50,000, $260,000 held on deposit, the shares of Corporation B valued at 
$250,000 and the shares of Corporation C valued at $100,000). 


5. Although the trust is resident in Country X, it is not required to pay any in- 
come tax to Country X. In addition, since Mary elects to be an electing contribu- 
tor, the trust is not required to pay any Canadian income tax. 


6. At no time has the trust has made a distribution to its benefi iciaries. 


Results 


2004-2009 


1. The trust is not deemed to be resident in Canada under new subsection 94( 3) 
for any of its 2004 to 2009 taxation years. 


2010 


2. The trust is deemed to be resident in Canada under subsection 94(3) for its 
2010 taxation year because Mary is a resident contributor to, and a resident 
beneficiary under, the trust at the end of that year. Since the trust is deemed 
resident for its 2010 taxation year (and not the immediately preceding year), 
new paragraph 94(3)(c) deems the trust to have disposed of its shares in Corpo- 
ration A immediately before its 2010 taxation year such that the adjusted cost 
base of those shares at the end of 2009 is $150,000. In computing the trust’s 
income for 2010 for Canadian tax purposes, the amount of the trust’s income 
from its “non-resident portion” is excluded and the deduction under paragraph 
20(1)(bb) is limited to the portion of the investment counsel fees that relates to 


its “resident portion” (both terms as defined in new subsection 94(1)). At the end 


of the trust’s 2010 taxation year, its resident portion is comprised of the 
$200,000 contribution by Mary. The balance of its property (the $100,000 con- 


tributed by Cathy and the accumulated capital of $100,000) is included in its 


non-resident portion. These amounts do not include amounts in respect of the 


interest income earned by the trust in 2010. As a result, the trust may exclude — 


200,000/400,000 of its gross income ($23,000) as computed for Canadian tax 
purposes. In addition, the amount deductible under paragraph 20(1)(bb) is lim- 
ited to the portion that relates to the resident portion, or 200,000/400,000 of 
$3,000, such that its income for its 2010 taxation year for Canadian tax pur- 
poses is $10,000 (200,000/400,000 x $23,000 — 200,000/400,000 x $3,000). 
Therefore, of the $20,000 of net accumulated income earned by the trust during 
2010, $10,000 is included in its resident portion for its 2010 taxation year by 
reason of paragraph (d) of the definition “resident portion”. The remaining 
$10,000 is included in its “non-resident portion”. : 


2011 


3. In 2011 the trust earns $23,000 in gross interest income and realizes a capital — 


gain on the disposition of the shares of Corporation A in respect of its resident 
portion. The amount of the trust’s capital gain on the Corporation A shares 
before determining what portion of the shares relates to its resident portion and 
non-resident portion is $100,000 ($250,000 — $150,000). ; 


The portion of the Corporation A shares that relates to the trust’s resident por- 
tion is reflected by the proportion that the property in the resident portion of the 
trust is of all property held by the trust. At the time immediately before the dispo- 
sition, the resident portion of the trust is $210,000 (comprised of the original 
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$200,000 resident contribution and the $10,000 included at the end of 2010). 
The total amount of the trust’s property, immediately before the disposition, is 
$420,000. Accordingly, of the $100,000 of the capital gain earned by the trust, 
$50,000 (210,000/420,000 x $100,000) is included in its resident portion for its 
2011 taxation year by reason of Paragrapn (d) of the definition “resident 
portion”. 


Similarly, of the $20, 000 net interest income, $10,000 will be included i in the 
trust’s resident portion. 


At the end of the trust's 2011 taxation year, the trust’s resident portion will 
equal $270,000 (comprised of the original $200,000 contribution by Mary, the 
$10,000 included at the end of 2010, the $50,000 included of the capital gain 
realized in 2011 and the $10,000 included at the end of 2011). 


2012 


4. Under paragraph (b) of the definition “resident portion”, the portion of the 
property (the Corporation C shares) acquired by way of the loan from the bank 
included in the resident portion of the trust is the oe of two amounts. The 
first is determined by the formula. ¢ 

where A/BxXC 


A is $270,000, ‘the ae mores value of each property that forms part of th the 
resident portion of the trust at the beginning of the trust's shige taxation © 
year, ; 


Bs §340000 she fair more value of all property of the trust held at the 
beginning of its 2012 taxation year, and 


Ce $1 00, 000, the fair market value of the property acquired with the proceed 


_of the loan from the bank. 


The second amount is eg aMbuaaes by the formula 


AIBXC . 


resident portion of the trust at the end of its 2012 taxation year (including 
the amount included in respect of the net interest income of the trust) com- 
puted without reference to the property (shares in Corporation C) acquired 
by the trust during it’s 2011 taxation year : 


Bis $560,000, the fair market value of all property of the trust held at the end 


of its 2011 taxation year computed without reference to the he ied ac- 
quired by the trust during it’s 2012 taxation year, and 


Cis $100,000, the fair market value of the property gaa with ve sia 
of the loan from the bank. : 


In this example, both amounts as determined by the formula are $50,000, which 
is the expected result when a trust has received no additional contributions from 
a contributor in a taxation year. As a result $50,000 of the value of the Corpora- 
tion C shares is included in the resident portion and. $50,000 of their value is 


‘included in the non-resident portion. Thus, of the trust’s property for its 2012 


taxation year, which is comprised of $660,000, the resident portion has a ‘value 
of $330,000 and the non-resident portion has a value of $330,000. As a result, 
the income (taxable under Part I of Act) from the trust’s resident portion for its 
2012 taxation year is $10,000 (($23,000 — 3,000) x ($320,000/640,000)). 

5. The resident portion and non-resident portion at the beginning of 2013 are 
therefore comprised of the following: 


Resident portion ($) Non-resident portion 


ie (8) 
“| 200,000 200,000 


Contributions — 2010 


Accumulated Income — 2010| 10,000 10,000 


Totals — end of 2010 taxa- | 210,000 


tion year 


Accunulated Income — 2011 60,000. (50,000 - 60,000 (50,000 


capital gain and capital gain and 
10,000 interest) 10, 000 interest) 


Totals — end of 2011 taxa- | 270,000 2 70, 000 
tion year | 
Contribution (bank loan) — | 50,000 50, 000 
2011 | 


Accumulated Income —2011\ 10, 10,000 _ 10, 10,000 - 
Totals — end of 2011 taxa- | 330,000 : 330, 
tion year LENS SIGH 


Related Provisions: 94(1)“non-resident portion” — Trust property that is not the 
resident portion; 94(3)(f) — Only resident portion included in trust’s income. 


Subdivision i— Shareholders of Non-Resident:Corporations 


“restricted property” of a person or partnership means er 
that the person or partnership holds and that is _ 


(a) a share (or a right to acquire a share) of the capital ba of 
a closely-held corporation if the share or right, or a property 
_ for which the share or right was substituted, was at any time 


Si Dac aae ee 


_ series of transactions under which - 


_ of the specified share at ‘the time of the acquisition, or, 


a ip, a share (other than. a specified share) of the capital stock ‘ 


_ of a closely-held corporation becomes a Oo aha of 
the capital stock of the corporation; 


_ (b) an indebtedness or other obligation, or a right to acquire an 
/eigieeies or other Beate of a _* gee eo 


@ he stiebieane’s, oblignition or oh or spronely for . 


_ which the indebtedness, obligation or right was substituted, 
became property of the person or partnership as ae = a 
transaction or series of transactions under which. 


_ (A) a specified share of the capital stock of ee 


held corporation was acquired by any person or partner- 
ship in exchange for, as consideration for, or upon the 
conversion of, any property and the cost of the specified 


share to the person who acquired it was less than the fair 
market value of the Nes share at the time of the S 


acquisition, or 


(B) a share (other than a peanea ie of a closely . 
__held corporation becomes a specified ute a8 the oe . 


tal stock of the corporation, and — 


(ii) the amount of any payment under the ‘nicbledhess, ob- 
ligation or right (whether the right to the amount is immedi- ; 


ate or future, absolute or contingent or conditional on or 


subject to the exercise of any discretion by any person or 
partnership) is, directly or indirectly, determined oe 


by one or more of the following criteria: 


(A) the fair market value of, production from or use. of 


any of the property of the closely-held corporation, 
(B) gains or profits from the disposition of any of ob 
property of the closely- -held corporation, 

(C) income, profits, revenue or cash flow of the closely 
held corporation, or 


(D) any other criterion similar to a criterion referred to : 


in any of clauses (A) ue oc) and | 
(c) property : 


(i) that the person or partnership acquired as ee ‘of a series 
of transactions described in paragraph (a) or 1D in oe : 


of another property, and 


(ii) the fair market value of which is derived in whole or in 
part, directly or indirectly, from that other property. 


Technical Notes (Sept. 10, 2010): The expression “restricted property” i is rele- 
vant in applying a number of provisions in respect of non-resident trusts, including 


the definitions “arm’s length transfer” and “exempt foreign trust” in new subsection 


94(1). The definition “restricted property” is intended to serve as an anti-avoidance _ 


provision. 


Specifically, restricted property of a person or partnership means property held by 


the person or partnership that is 


* under paragraph (a) of the definition, a share (or a right to acquire a share) of the 
capital stock of a closely-held corporation if the share (or right), or a property for 
which the share (or right) was substituted, was at any time acquired as part of a 
transaction or series of transactions under which either | 


— a specified share of the capital stock of a closely-held corporation was ac- 
quired by any person or partnership in exchange for, as consideration for, or 
upon conversion of any property at a cost less than the fair market value oo 
the specified share at the time of its acquisition, 


; acquired by the person or partnership as part of a transaction or 


ia specified share of the capital stock ae a closely-held 
corporation was acquired by any person or partnership in 
exchange for, as consideration for, or upon the conversion _ 
of, any property and the cost of the specified share to the 

_ person who acquired it was less than the fair market value © 


of a share (other than a specified share) of the capital stock of a closely-held _ 


corporation that was not a specified share becomes a specified share; 


* under paragraph (b) of the definition, an indebtedness or other obligation (or a 
right to acquire an indebtedness or other Naga of a closely-held corporation 
To 


— the indebtedness, obligation or sight, ora property substituted for it, was 
acquired as part of a transaction or series of transactions, under which either 


* a specified share of the capital stock of a -closely-held corporation was 
_ acquired by any person or partnership in exchange for, as consideration 
_ for, or upon conversion of any property at a cost less than the fair mar- 
Ket value of ue specitied oe at the time of its a } or 


os a a chete (other than a Be share) of a closely-held corporation. that 
was not a specified share becomes a aprciiied share, and 


a Mie amount of any payee under the ardebicanes. obligation. or right 
_ (whether: immediate or future, absolute or contingent or conditional on or 
| : subject to the exercise of any “discretion by any person or partnership) i is, 


_ directly or indirectly, determined primarily by reference to one or more of _ 


* the fair market value of, production from or use of a of the property of 
the closely-held corporation, _ 


* gains or profits from the disposition of any of the closely-held corpora- 
_tion’s property, . : - 


© income, profits, revenue or cash flow of the closely- held (ale or 


‘ . any criterion similar to oe listed immediately above; and 


* under paragraph (c) of the definition, any property that was acquired by the per- 

_ son or partnership as part of a series of transactions described in paragraph (a) or 
(b) of the definition, and the fair market value of which is derived in whole or in 
part, directly or indirectly, from a particular share, indebtedness or right de- 
scribed in paragraph (a) or (b) of the definition. 


‘New subsection 94(14) may apply i in some circumstances to suspend a property's 


characterization as testricted Pee For more details, see the een ae on that 
provision. s ) y 


Related Provisions: TOG 95) — “Amalgamation — continuing corporation: 


94(2)(b) — Deemed restricted f property on indirect transfer to trust; 94(9) — Deter- 


mination of contributi 


ontribt amount when restricted property contributed to trust; 
94(14) — Restricted 


roperty — exception; 94(15)(b) — Anti-avoidance; 


94.20)(b) —— BAPI freatment on oe of restricted property to certain trusts. _ 


“specified fixed interest”, at any time of a person or partnership 
in a trust, means an interest of the person or partnership as a bene- 


ficiary (in this definition, determined. without reference to subsec- _ 


tion 248(25)) under the trust provided that no amount of the in- 
come or capital | of the trust to be distributed at any time in respect 
of any interest in the trust depends on the exercise by any person 


or partnership of, or the failure en ne aes or a to” 


exercise, any discretionary power. — 
Technical Notes (Sept. 10, 2010): The expression “specified fixed interest” is 


relevant in applying paragraphs 94(2)(q) and (r), paragraph (h) of the definition “ex- 


empt foreign trust” in subsection 94(1), the anti-avoidance provisions in new subsec- 
tion 94(15), and new section 94.2. These provisions are intended to apply only to 
commercial trusts and, in the case of paragraph 94(15)(b), employee benefit trusts 
that satisfy the criteria found in paragraph (f) of the definition “exempt foreign trust”. 


A specified fixed interest at any time of a person or partnership in a trust means an 
interest of the person or partnership as a beneficiary under the trust (determined with- 
out reference to subsection 248(25)) if none of the income or capital of the trust to be 
distributed in respect of any interest in the trust depends on the exercise, or the fail- 
ure to exercise, by any person or partnership of any discretionary power. In the con- 
text of a commercial trust in which discretion with respect to the timing of distribu- 
tions does not change the rights to income and capital in respect of any of the 
interests in the trust, such dicing discretion will not disqualify the interests in the 
trust as specified fixed interests. This is so even if a beneficiary (the “seller”) were to 
sell their interest to:another beneficiary (the “purchaser”), such that an amount that 
would have been payable to the seller is instead paid to purchaser (the seller would 
presumably have been compensated for this in determining the proceeds of disposi- 
tion of the interest). However, if the discretion with respect to the timing of distribu- 
tions is such that the trustee may choose which beneficiary would be entitled to a 
particular distribution (i.e., where payments made before a specific date would be 
payable to one beneficiary and payments made after that date would be payable to 
another beneficiary), the beneficial interests in the trust would not be specified fixed 
interests. For greater certainty, beneficial interests in a trust the terms of which pro- 
vide a person or partnership with a power to appoint new beneficiaries or to vary the 
beneficial interests in the trust would not be specified fixed interests. 


Related Provisions: 94(2)(q), (x) (proposed) -— Effect of acquiring speed fixed 
interest. 
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“specified party”, in respect of a particular person at any time, 
means 


(a) the particular person’s spouse or common-law partner at 
that time; 


(b) a corporation that at that time 


(i) is a controlled foreign affiliate of the particular person or 
their spouse or common-law partner, or 


(ii) would be a controlled foreign affiliate of a partnership, 
of which the particular person is a majority interest partner, 
if the partnership were a person resident in Canada at that 
time; 


(c) a person, or a partnership of which the particular person is 
a majority interest partner, for which it is reasonable to con- 
clude that the benefit referred to in SUUDA Serer (8)(a)Gv) was 
conferred 


(i) in contemplation of the person becoming after that time 
a corporation described by paragraph (b), or 


(ii) to avoid or minimize a liability that arose, or that would 
otherwise have arisen, under this Part with respect to the 
particular person; or 


(d) a corporation in which the particular person, or partnership 
of which the particular person is a majority interest partner, is 
a shareholder, if 


(i) the corporation is at or before that time a beneficiary 
under a trust, and 


(ii) the particular person or the partnership is a beneficiary 
under the trust solely because of the application of para- 
graph (b) of the definition “beneficiary” in this subsection 
to the particular person or the partnership in respect of the 
corporation. 


Technical Notes (Sept. 10, 2010): New subsection 94(8) provides a rule for 
calculating a person’s recovery limit for the purpose of determining under subsection 
94(7) the extent of the person’s limitation on liability arising under a provision re- 
ferred to in new paragraph 94(3)(d). A “specified party” in respect of a particular 
person at any time means: 


* under paragraph (a) of the definition, a spouse or common-law partner of the 
particular person; 


° 


under paragraph (b) of the definition, a corporation that is a “controlled foreign 
affiliate” of the particular person or their spouse or common-law partner, or a 
corporation that would be a controlled foreign affiliate of a partnership, of which 
the particular person is a majority interest partner, if the partnership were a per- 
son resident in Canada at that time; 


° 


under paragraph (c) of the definition, a person, or partnership of which the par- 
ticular person is a majority interest partner, for which it is reasonable to conclude 
that a benefit referred to in subparagraph 94(8)(a)(iv) (i.e., a benefit received or 
enjoyed under a trust) was conferred either | 


— in contemplation of the person becoming after that time a corporation de- 
scribed by paragraph (b) of the definition, or 


— to avoid or minimize a liability that arose, or that would otherwise have 
arisen, under Part I of the Act with respect to the particular person; or 


e 


under paragraph (d) of the definition, a corporation in which the particular per- 
son, or a partnership of which the particular person 1s a majority interest partner, 
is a shareholder, if the corporation is or was a beneficiary under a trust, and the 
particular person or partnership is a beneficiary under the trust solely because of 
the application of paragraph (b) of the definition “beneficiary” in new subsection 
94(1) to the particular person or the partnership in respect of the corporation. 


Related Provisions: 87(2)(j.95) — Amalgamation — continuing corporation. 


“specified share” means a share of the capital stock of a corpora- 
tion other than a share that is a prescribed share for the purpose of 
paragraph 110(1)(d). 


Technical Notes (Sept. 10, 2010): A specified share means a share of the capital 
stock of a corporation other than a share that is prescribed for the purpose of para- 
graph 110(1)(d). This expression is relevant to the definition “restricted property” in 
subsection 94(1). For more information, see the commentary on the definition “re- 
stricted property”. 
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“specified time’’, in respect of a trust for a taxation year of the 
trust, means 


(a) if the trust exists at the end of the taxation year, the time 
that is the end of that taxation year; and 


(b) in any other case, the time in that taxation year that is im- 
mediately before the time at which the trust ceases to exist. 


Technical Notes (Sept. 10, 2010): A specified time, in respect of a trust for a 
taxation year of the trust, means 


* if the trust exists at the end of the taxation year, the time that is the end of that 
taxation year; and — 


* if the trust ceases to exist after October 30, 2003, the time in that taxation year 
that is immediately before the time at which the trust ceases to exist. 
This definition is relevant in determining whether paragraph 94(3)(a) applies to deem 
the trust to be resident in Canada, for the taxation year, for a number of purposes. It 
also applies in respect of subsections 94(7), (10) and (15) to (17). For more detail, 
see the commentary on those provisions. 


“successor beneficiary”, at any time under a trust, means a per- 
son that is a beneficiary under the trust solely because of a right of 
the person to receive any of the trust’s income or capital, if under 
that right the person may so receive that income or capital only on 
or after the death after that time of an individual who, at that time, 
is alive and 


(a) is a contributor to the trust; 


(b) is related to (in this definition including an uncle, aunt, 
niece or nephew of) a contributor to the trust; or 


-(c) would have been related to a contributor to the trust if 
every individual who was alive before that time were alive at 
Mhat ime, 

Technical Notes (Sept. 10, 2010): The expression “successor beneficiary” i 


used in the definition “resident beneficiary” in new subsection 94(1). A aden es 
eficiary under a trust does not include a successor beneficiary. 


A successor beneficiary under a trust at a particular time means a person that is a 
beneficiary under the trust solely because of a right of the person to receive any of 
the trust’s income or capital, if under that right the person may so receive that income 
or capital only on or after the death after that time of a specified individual. For this 
purpose a specified individual is an individual who is, at that time, alive and is a 
contributor to the trust, or is related to (including an aunt, uncle, niece or nephew of) 
a contributor to the trust or who would be so related if every individual who was 
alive before that time were alive at that time. 


For more information on the definition “resident beneficiary” in new subsection 
94(1), see the commentary on that definition, 


“transaction” includes an arrangement or event. 


Technical Notes (Sept. 10, 2010): A definition “transaction” is provided for the 
purpose of applying section 94. The definition clarifies that a reference to a transac- 
tion in that section includes an arrangement or event. 


“trust” includes, for greater certainty, an estate. 


Technical Notes (Sept. 10, 2010): A definition “trust” is provided for the 
purpose of applying section 94. The definition clarifies that a reference to a trust in 
that section includes an estate. 


Related Provisions: 108(1) — Definition of “testamentary trust”. 


(2) Rules of application — In this section and section 94.2, 


(a) [indirect transfer increasing value of trust pro- 
perty] —a person or partnership is deemed to have trans- 
ferred, at any time, a property to a trust if 


(i) at that time it transfers or loans property (other than by 
way of an arm’s length transfer) to another person or part- 
nership, and 


(ii) because of that transfer or loan 


(A) the fair market value of one or more propia: held 
by the trust increases at that time, or 


(B) a liability or potential liability of the trust decreases 
at that time; 


(b) [value of transfer under (a)] — the fair market value, at 
any time, of a property deemed by paragraph (a) to be trans- 
ferred at that time by a person or partnership is deemed to be 
the amount of the absolute value of the increase or decrease, as 
the case may be, referred to in subparagraph (a)(ii) in respect 
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(iv) a debt owing by a person or eae from th ce - 
son or partnership, and - : 
(v) a right (granted after June 22, 2000 by the persor or 

partnership from which the Hebe was ST to ante : 
or to be loaned property; . oo 


_(h) [value of transfer under (no) - — he fair market 
at any time of a property deemed by subparagraph (f)( 


a (A) the corpora ion is, at that ‘time, a ontrolied foreign 
affiliate of the specified person, or would at that time be 
a controlled foreign affiliate of the specified person if 
ve |CC™C«C the specified penon were at that time resident in Can- 
io ada. or 


589 


S. 94(2)(D(iv)(B) 


(B) it is reasonable to conclude that the transfer or loan 
was made in contemplation of the corporation becoming 
after that time a corporation described in clause (A); 


(m) [exchange of shares or property] — a particular per- 
son or partnership is deemed to have transferred, at a particular 
time, a particular property or particular part of it, as the case 
may be, to a corporation described in subparagraph (i) or a sec- 
ond person or partnership described in subparagraph (ii) if. 
(i) the particular property is a share of the capital stock of a 
corporation held at the particular time by the particular per- 


son or partnership, and as consideration for the disposition 


at or before the particular time of the share, the particular 
person or partnership received at the particular time (or be- 
came entitled at the particular time to receive) from the cor- 
poration a share of the capital stock of the corporation, or 


(ii) the particular property (or property for which the partic- 
ular property is substituted) was acquired, before the partic- 


ular time, from the second person or partnership by any 


person or partnership, in circumstances that are described 


by any of subparagraphs (g)(i) to (v) (or would be so de- 


scribed if it applied at the time of that acquisition) and at 


the particular time, 


(A) the terms or conditions of the artict i : 
‘change, - 


part of it is settled or cancelled, or 


(D) where the particular property is a ‘right { 
to be loaned property, 


sake that is at at that time a bahtibutbe 2) 


(o) [contribution by partnersh 
by its partners] —a contribution 
particular partnership to a trust is deemed to 
that time jointly by the particular partnership < nd 
son or partnership that is at that time : a mean 
lar partnership; 


(p) [amount of contribution is FMV of Fplonehy ca 


tributed] — subject to paragraph (q) and subsection (9), the - 


amount of a contribution to a trust at the time it was made is 


deemed to be the fair market value, at that time, of the propery , 


that was the subject of the contribution; 

(q) [acquisition of specified fixed interest deemed 
be contribution] — a person or partnership that at any time 
acquires a specified fixed interest in a trust (or a right, issued 
by the trust, to acquire a specified fixed interest in the trust) 


from another person or partnership (other than from the trust 


that issued the interest or the right) is deemed to have made A 


that time a contribution to the trust and the amount of the con- 


tribution is deemed to be equal to the fair market value at that — 


time of the interest or right, as the case may be; 


(r) [exception to (q)] — a particular person or partnership 


that has acquired a specified fixed interest in a trust as a conse- 
quence of making a contribution to the trust — or that has 


made a contribution to the trust as a consequence of having 


acquired a specified fixed interest in the trust or a right de- 
scribed in paragraph (q) — is, for the purpose of applying this 
section at any time after the time that the particular person or 
partnership transfers the specified fixed interest or the right, as 
the case may be, to another person or partnership (which trans- 
fer is referred to in this paragraph as the “‘sale’”’), deemed not to 
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_ have made the contribution in respect of the specified fixed 
interest, or right, that is the subject of the sale where 


(i) in exchange for the sale, the other person or partnership 
transfers or loans, or becomes obligated to transfer or loan, 
property (which property is referred to in subparagraph (ii) 
as the “consideration’”) to the particular person or partner- 
ship, and 


(ii) it is reasonable to conclude 


(A having regard only to the sale and the consideration 
that the particular person or partnership would be will- 
ing to make the sale if the particular person or partner- 
ship were dealing at arm’s length with the other person 
_ Or partnership, and 


| = + (B) that the terms cn contitiens made or imposed in 
respect of the exchange would be acceptable to the par- 
ticular person or partnership if the particular person or 
partnership were dealing at arm’s length with the other 
person or partnership; 


_(s) [certain transfers required by securities law 


deemed not to be contributions] — a transfer to a trust 
by a particular person or partnership is deemed not to be, at a 


_ particular time, a contribution to the trust if 


B® the particular person or partnership has transferred, at or 
before the particular time and in the ordinary course of bus- 
iness f the —_—* ‘person or oheeea property to the 


not a an arm’s length banctee" but would be 
th transfer if the definition “arm’s length 
u nsfer” Z -were read without reference to paragraph (a), and 
) subparagraphs (b)(i), (i) and (iv) to (vii), of that definition, 


; (iii) it is reasonable to conclude that the particular person or 


ae partnership was the only person or partnership that ac- 


quired, in respect of the transfer, an interest as a beneficiary 
_ under the trust, 


(iv) the particular person or partnership was required, ‘onder 
_ the securities law of a country or of a political subdivision 
_of the country in respect of the issuance by the trust of in- 
terests as a beneficiary under the trust, to acquire an interest 
because of the particular person or partnership’s status at 
‘the time of the transfer as a manager or promoter of the 
(v) at the particular time the trust is not an exempt foreign 
trust, but would be at that time an exempt foreign trust if it 
had not made an election under paragraph (h) of the defini- 
_ tion “exempt foreign trust”, and 


Wi) the particular time is before the earliest of 


(A the first time at which the trust becomes an exempt 
foreign trust, 


(B) the first time at which the particular person or part- 
nership ceases to be a manager or promoter of the trust, 
and 
(© the time that is 24 months after the first time at 
which the total fair market value of consideration re- 
ceived by the trust in exchange for interests as a benefi- 
_ciary (other than the particular person or partnership’s 
interest referred to in subparagraph (iii)) under the trust 
ois greater than $500,000; 


‘() [certain transfers deemed not to be contribu- 


tions] — a transfer, by a Canadian corporation of particular 
property, that is at a particular time a contribution by the Cana- 
dian corporation to a trust, is deemed not to be, after the partic- 
ular time, a Coes busien ie the Canadian corporation to the 


trust if 


(i) the trust ae the property before the particular time 
from the Canadian corporation in circumstances ipycdbed 
in subparagraph (g)(i) or (iv), 
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___ “seller’””)to another oe or eEiee 
paragraph as the “buyer 1) the trust _ 


(A) no longer holds any property that is shares of the 
capital stock of, or debt issued me the Canadian ¢ corpo- 
ration, and 


~ (B) no longer oe any property sha | is aie air 
_ market value of which is derived in whole or in part, 


_ or debt issued by, the Canadian corporation, 


articular time with the ee Sones the 
the seller, — 


that the seller would be willing o make the sa 
seller were dealing at arm’s length with the buyer, 


(B) that the terms and conditions mad or imps sed in 
_ respect of the exchange - would be a eptable to the 
seller if the seller were oe at arm’s ee with ae 
buyer, and 


«) that the elas a the Sounder n is not, a Sy or after 
the particular time, determined in whole or in ‘part, di- 


rectly or indirectly, by reference to shares of the capital 
stock of, or debt issued ae the Canadian age 
_ and — oo 


ie) [transfer to bersbnel ‘trust ‘belre Oct. 11/02] —a 


transfer, before October 11, 2002, to a personal trust by an in- 


dividual (other than a trust) of particular property is deemed 


not to be a contribution of the mee: aoe Be ane ani 


- dual to the trust if 


(i) the individual identifies the trust in pracbed 6 fou filed | 
with the Minister on or before the individual’s filing-due__ 
date for the individual’s 2003 taxation yet eS a later date 


___ that is acceptable to the Minister), and 
(ii) the Minister is satisfied that - 


(A) the individual (and any person: or spokthiessiip pot 
dealing at any time at arm’s length with the individual) 


has never loaned or transferred, directly 
restricted property to the trust, 


(B) in respect of each contribution (deennned ‘without 


reference to this paragraph) made before October 11, — 
2002 by the individual to the trust, none of the reasons — 
(determined by reference to all the circumstances in- 
cluding the terms of the trust, an intention, the laws of a 
country or the existence of an agreement, a memoran- . 


dum, a letter of wishes or any other arrangement 


contribution was to permit or facilitate, directly or + indi- : 


rectly, the conferral at any time of a benefit (for greater 


certainty, including an interest as a bene Clary see 2 


the trust) on 
() the individual, | 
(Il) a descendant of the individual, or a 
(III) any person or partnership with whom the divs 


dual or descendant does not, at any time, deal ue 


arm’s length, and 


(C) the total of all amounts each of whioks is oe amount | 
of a contribution (determined without reference to this 


directly or indirectly, from shares of the capital stock of, ‘|e 


(iii) the buyer deals at arm’s length immediately before the 


obligated to transfer. paieay (which pianerty is ena, coe es 
in n this age as — gem ee to the es and Z 


B (A) ‘havin feeird ie to the sale and the corisidietation 
ale if the 


yaragraph) made before October 11, 2002 by the indivi- 
dual to the trust does not exceed the greater of 


the amount of a contribution (determined without 


October a 


loans s, the ‘granting ‘of “options and the provision of ser- 
sn of “property. to a person or ale ne A ene transfer will be 


oe - a be soe that a gonster or out unless it is d ed i to be ; a contribu- 


tion under a provision of section 94, will not be considered a contribution iis an 


“arm’s ‘length transfer” (as defined in new subsection 94(1)). In addition, paragraphs 
phen sa © to fee cone apply t to deem certain transfers ow Le 0 be a 


iL a cy to taxation ‘years ob trusts that end after 2000 and before 
2007 if the trust was created in one of those years, and if the trust elects (under the 
coming-into-force provision for new seotion 94) to we new section 94 APD, to 
each of those years. a ; 


Deemed Transfers 


Paragraph 94(2)(a) generally hale to indies loans or trinslecs of property toa 
trust through transfers to other entities. Paragraph (a) deems a transfer of property 
(other than an “arm’s length transfer” 
direct transfer to a trust if the property is transferred from one person or partnership 


to another and, as a result of the transfer, the fair market value of the Brena of the - 


trust. increases or the liabilities. of the trust decrease. 


Where paragraph (a) applies, paragraph 94(2)(b) deems the fais re vate of pro- 


perty deemed transferred under paragraph (a) to be the total of all amounts each of 
which is the absolute value of an increase in the fair market value of the trust pro- 
perty or a decrease i in the liabilities of the trust because of the transfer. In the event 
that the deemed transfer is a contribution to a trust, paragraph 94(2)(p), described in 
greater detailed below, would deem the amount of the contribution to be that fair 
market value. In addition, if the time of the deemed transfer of property under para- 
graph (a) is after August 27, 2010, and the property that the person or partnership 
actually transferred or loaned is restricted property of the person or partnership, para- 


graph 94(2)(b) deems the property deemed transferred under ee : to be re- 


stricted Property. of the trust. — . 
Paragraph 94(2)(d) applies when a particular person or a ie beac obli- 


gated (e.g., by way of providing a guarantee) to effect any undertaking given to en- _ 


sufe repayment, wholly or partially. of a loan or other indebtedness incurred by an- 
other person or partnership, or when the particular person or partnership has provided 
any other financial assistance to another person or partnership. If these conditions are 
satisfied, the particular person or partnership is deemed to have transferred property 
at that time to the other person or partnership. Any property transferred (i.e., consid- 


eration paid such as a guarantee fee) to the particular person or partnership from the _ 


other person or partnership in exchange for the undertaking or other financial assis- 


tance is deemed to have been so transferred in —- 1 i pene deemed to 


be transferred to the other person or partnership. — 


Under paragraph 94(2)(e), the fair market value of ones doomed noe sobpanl . 


graph 94(2)(d)@) to have been transferred is deemed to be equal to the amount of the 
loan or indebtedness incurred by the other person or partnership to which the pro- 
perty relates. For example, where a particular person provides a guarantee in respect 
of a $1,000 indebtedness entered into by another person, the particular person is 
deemed to have transferred at the time the guarantee is made to the other person 
property with a fair market value of $1,000. In the event that the deemed transfer is a 
contribution to a trust, paragraph 94(2)(p), described i in greater detailed eds would 
deem the amount of the contribution to be $1,000. : 


Paragraph 94(2)(f) applies where any service (other than an srenp service, ; ‘as ae : 


fined in subsection 94(1)) is rendered after June 22, 2000 by a person or partnership 
to, for or on behalf of another person or partnership. In these circumstances, the per- 
son or partnership rendering the service is deemed to have transferred property to the 


other person or partnership. Any property given to the particular person or partner- _ 


ship by the other person or partnership in exchange for the service is deemed to have 
been transferred to the particular person or partnership i in exchange for the property 
deemed by subparagraph (\@ to have been transferred. For more information on the 
definition “exempt service”, see the commentary on that definition. Under paragraph 
94(2)(h), the fair market value of the property deemed under subparagraph 94(2)(f)(i) 
to have been transferred is deemed to be equal to the fair market value of the services 
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rendered. In the event that the deemed transfer is a contribution to a trust, paragraph 
94(2)(p), described in greater detailed below, would deem the amount of the contri- 
bution to be that fair market value. 


For greater certainty, paragraph 94(2)(g) provides that a corporation is considered to 
transfer shares that it issues. Similar rules, also contained in paragraph 94(2)(g), ap- 
ply to interests in a trust acquired otherwise than from a beneficiary under the trust 
and interests in a partnership acquired otherwise than from a member of the partner- 
ship, as well as to debt issued to a person or partnership by another person or partner- 
ship and a right (granted after June 22, 2000 by the person or partnership from ble! 
the right was acquired) to acquire or to be loaned property. 


Paragraph 94(2)(i) deems a person or partnership to have become obligated at a par- 
ticular time to transfer property to another person or partnership where the person or 
partnership becomes obligated to do an act (e.g., the rendering of a service) that 
would constitute the transfer of a property to another person or partnership if the act 
were to occur. 


Paragraph 94(2)(j) applies, for the purpose of applying at any time the definition 
“non-resident time” in subsection 94(1), if a trust acquires property of an individual 
as a consequence of the death of the individual. In these circumstances, paragraph 


94(2)(j) deems the individual to have transferred the property to the trust immedi- 


ately before the individual’s death. . 
Paragraph 94(2)(k) applies where a particular person or partnership loans or transfers 


property to another person or partnership at the direction of or with the acquiescence 


of a third person or partnership (the “specified person”). In these circumstances, if it 


is reasonable to conclude that one of the reasons for the transfer is to avoid or mini-- 


mize a liability of any person or partnership under Part I of the Act that arose, or that 
would otherwise have arisen, because of the application of section 94, the transfer is 
deemed to be a transfer made jointly by the particular person or partnership and the 
specified person. 


Paragraph 94(2)(k.1) applies where a particular person or partnership loans or trans- 
fers property to another person or partnership, at any time after November 8, 2006 
and at the direction of or with the acquiescence of a third person or partnership (the 
“specified person’). In these circumstances, if it is reasonable to conclude that one of 
the reasons for the loan or transfer is to provide benefits in respect of services ren- 


dered by a person as an employee of the specified entity, the transfer is deemed to be 
a transfer made jointly by the particular person or pace and the specified 


person. 
Paragraph 94(2)(1) applies where a corporation loans or transfers property toa person 


or partnership at the direction of or with the acquiescence of another person or part- 


nership (the “specified person’’). In these circumstances, the transfer is deemed to be 
a transfer made jointly by the corporation and the specified person if 


¢ the transfer or loan is made at a time that is not, or would not be, if the et 
or loan were a contribution of the specified person, a “non-resident time” (as 


defined in new subsection 94(1)) of the specified person, or if the specified per- — 
son is a partnership, a non-resident time of one or more members of the partner- 


ship, and 


* either 


— the corporation is at the time of the transfer or loan a controlled foreign 
affiliate of the specified person (or would be a controlled foreign affiliate of 
the specified person if the specified person were resident in Canada), or 


—— it is reasonable to conclude that the transfer or loan was made in contempla- 
tion of the corporation becoming after the time of the transfer or loan a con- 
trolled foreign affiliate of the specified person (or a controlled foreign affili- 


ate of the specified person if the specified person were resident in Canada). . 
The expression “controlled foreign affiliate” is defined in subsection 248(1) as hav- . 


ing the meaning given in subsection 95(1). 


The examples below illustrate the operation of a number of the provisions in subsec-_ 


tion 94(2) and the definition “contribution” in subsection 94(1). 
Example 1 


Donald is a long-term resident of Canada. In 2011, Donald pays higher than fair 
market value consideration for a property acquired from a corporation. A non- 


resident trust holds shares in the corporation. The fair market value of those 


shares increases because of the transaction. 
Results 


1. Under paragraph 94(2)(a), Donald is considered to have transferred property 


to the trust in these circumstances. The exception for arm's length transfers does 
not apply. 
2. As a consequence, Donald is considered to have made a contribution to the 


trust, which results in Donald being a contributor and a resident contributor to 
the trust 


Example 2 


3. Lucie, a long-term resident of Canada, transfers property to Canco on condi- 
tion that Canco direct Canco’s wholly-owned foreign subsidiary (Foreignco-1) 
to transfer properties to another corporation (Foreignco-2) for consideration 
that is less than fair market value. 


4. Shares of the capital stock of Foreigneo-2 are held by a non-resident trust. 
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5. The fair market value of the Foreignco-2 shares increases as a result of the 
increase in the fair market value of the property owned by Foreignco-2. 


Results 


1. The transfers to Canco and to Foreignco-2 are part of the same series i : 
transactions. : 


2. Because of paragraph 94(2)(a), the transfer to Foreignco-2 is RAS es to 
be a transfer by Foreignco-1 to the trust. Because of paragraph 94(2)(1), the 
transfer by Foreignco-1 to the trust is considered to be jointly made by 
Foreignco-1 and Canco. This would also be the result under paragraph 94(2)(k), 
if it was intended to avoid or minimize a liability under Part I. The exception for 
arm’s length transfers does not apply. 


3. Canco is considered to have made a contribution to the non-resident trust 
because of paragraph (a) of the definition “contribution” in new subsection 
94(1). Lucie is considered to have made a contribution to the trust under para- 
graph (b) of that definition. Both Lucie and Canco are therefore contributors 
and resident contributors to the trust. 


“4, Foreignco-1 is also.a “contributor” to the trust, but is not a “resident contrib- 
utor” as long as it does not become resident in Canada. 


Paragraph 94(2)(m) deems a particular person or partnership to have transferred, at a 
particular time, a particular property or particular part of it, as the case may be, to a 
copernsen or a second person or partnership (described below) if 


* the particular property is a share of the capital stock of a corporation held at the 
particular time by the particular person or partnership, and as consideration for 
the disposition at or before the particular time of the share, the particular person 

_or partnership received at the particular time (or became entitled at the particular 
time to receive) from the corporation a share of the capital stock of the corpora- 
tion, or 


¢ the particular property (or property for which the particular property is substi- 
tuted property) was acquired, before the particular time, from the second person 
or partnership by any person or partnership, in circumstances that are described 
by any of subparagraphs 94(2)(g)(i) to (v) (generally, the issuance by the second 
person or partnership of a financial instrument) and at the particular time, 


= the terms or conditions of the particular property change, 


_ -—— the second person or peanersip redeems, acquires or cancels the particular 
property or the particular part of it, 


— where the particular property is a debt owing by the second person or part- 
nership, the debt or the particular part of it is settled or cancelled, or 


— where the particular property is a right to acquire or to be loaned Ree 
the particular person or perniee exercises the right. _ : 


Deemed Contributions 


Paragraph 94(2)(n) applies where a policies trust makes a Saatabiden to i seeiaee : 
trust. If this is the case, the contribution is deemed to have been made jointly by the 
particular trust and each other le or partnership that is a contributor to the Partic- 
ular trust. — 


Paragraph 94(2)(0) apples where a partnership makes a contribution to a trust. 
Where this is the case, the contribution is deemed to have been made jointly by the 
contributing partnership and by each person or partnership that is a member of the 
contributing partnership at the time of the contribution. For transfers made before 
August 27, 2010 by a partnership, a limited partner is not treated by paragraph 
94(2)(0) as having made the transfer; however, if before that date a partnership has 
contributed to a trust, a limited partner of the partnership may also be considered to 
have made a contribution to the trust in respect of a transfer or loan made by the 
limited partner or another entity if any of the other rules in subsection 94(2) so 
provides. 


Paragraph 94(2)(p) provides, subject to paragraphs 94(2)(q) and subsection 94(9), 
that the amount of a contribution to a trust at the time it was made is deemed to be 
the fair market value at that time of the property that was the subject of the contribu- 
tion. This rule is useful for the purposes of new subsections 94(7) and (8) and (15) to 
(17), as well as the reporting penalty provisions in amended subsections 162(10.1) 
and 163(2.4). The rule is relevant because a contribution is defined by reference to a 
loan or transfer, rather than by reference to the property that was the 4 of the 
loan or transfer. 


Paragraphs 94(2)(q) and (r) apply to dealings in a “specified fixed interest’ (as de- 
fined in new subsection 94(1)) in a trust and in a right, issued by the trust, to acquire 
such an interest. The rules for specified fixed interests apply in respect of commercial 
trusts. For more detail, see the commentary on the definition “specified fixed inter- 
est” and on paragraph (h) of the definition “exempt foreign trust” in new subsection 
94(1). Paragraph 94(2)(q) deems a person or partnership, that at any time acquires a 
specified fixed interest in a trust (or a right, issued by the trust, to acquire such an 
interest) from another person or partnership (other than the trust), to have made a 
contribution to the trust at that time. The amount of the contribution is deemed to be 
the fair market value at that time of the specified fixed interest. 


Transfers Deemed not to be Contributions 


Paragraph 94(2)(c) provides an exception, from what would otherwise be a contribu- 
tion to a trust, fora specified financial institution, as: defined in subsection 248(1), 
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the sale. However, nothing in this provision would cause an 
the trust by the particular person to cease to be a contribution to the trust. 


(h) of the definition “exempt foreign trust” not to have that paragray 
a commercial trust cannot rely on the exemption. for exempt foreign trusts in order to / 
avoid the application of subsection 94(3). Paragraph 94(2)(s) will apply in determin- 
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that makes a loan to the trust. It provides that if the loan is made | on arm’s ; length 
terms and in the ordinary course of business of the specified financial aSeHOn, the 
Joan will be deemed not to be a contribution to the trust, yy : 


Paragraph 94(2)(r) generally applies where a particular person. or. patna has 
made a contribution (e.g., because of | paragraph 94(2)(q)) to a trust because of acquir- 
ing a specified fixed interest in the trust or a right to acquire such an interest, or has 
acquired a specified fixed interest in a trust as a consequence of making a contribu- 
tion to the trust, and at a later time the interest or right, as the case may be, is trans- 
ferred, for arm’s length consideration, to another person or partnership (i.e., upon a 
sale of the interest or right, or if the other person or partnership is the trust that issued 


the interest or right, upon a redemption of the interest or right). In these circum- 
stances, the particular person or partnership is deemed, for the purpose of applying 


section 94 at any time after the later time, not to have made the contribution de- 
scribed above in respect of the specified fixed interest, or right, that is the subject of 
ther contribution to 


Paragraph 94(2)(s), in very general terms, provides that a transfer of property toa 
trust by a particular person or partnership that is a manager or promoter of the trust, 


in exchange for an interest as a beneficiary under the trust, will not be considered a 


contribution of the particular person or partnership to the trust while the beneficial 


interest is acquired and held by the particular person or partnership because of a _ 


requirement imposed under securities laws. Paragraph 942) ill be relevant in the 
relatively rare circumstance (i.e., because of an election by the trust. under paragraph 
1 apply to it) that 


ing under that subsection whether the trust has a resident contributor or ies 
contributor (i.e., and hence, a resident beneficiary). . 


More specifically, under paragraph 94(2)(8), a felsier to a trust by: a : particular per- 


son or ies is deemed not to be, ata — time, a contribution to the trust 
ot : Ye 


e 


time and in the ordinary course of business of ‘the c verde person or pen 
ship, property to the trust, 


@ 


the transfer is not an arm’s length a but would be an arm’s length Wenefer 
_ if the definition “arm’s length transfer” in subsection 94(1) were read withou 
reference to paragraph @), and q sebparastnls CD, af i) to au of that 
cree 


e 


person or partnership that acquired, i in respect oF the transfer, an interest, as a 
=e noes the trust, — ee : 


the particular person or parnelshig: was ‘required, ndert the securities law of a 
country or of a political subdivision of the country in respect of the issuance of 
beneficial interests by the trust, to acquire the interest because of the particular 
_ person or partnership’s status at the time of the transfer asa snavoser or promoter ; 
_ (as defined in ue oo) of the trust, 


@ 


at the particular time, the t trust is not an exempt foreign trust, but would bea at t that 
time an exempt foreign trust if it had not made ¢ an election under ae (h) of 
the definition “exempt foreign trust”, vee Ly 


bd 


the Particular time is before the earliest of 


_-— the first time at which the trust becomes - an exempt foreign trust, 


— the first time at which the particular person or parmership ¢ ceases 8 to be: a 
_ manager or promoter of the trust, and : 


Lo ie one what ic 2 months after the frst dine of which the total fair market 
value of consideration received by the trust in exchange for beneficial inter- 
ests (other than the particular person or partnership’ s interest referred to in 
subparagraph 94(2)(s)(ii)) in the trust is greater than $500,000. 


Paragraph 94(2)(1) generally expunges a contribution of shares or indebtedness ‘ef a 
Canadian corporation from the corporation to a trust if the corporation issued (in 


circumstances described in subparagraph 94(2)(g)(i) or (iv)) the shares or the debt to 


the trust and the trust later sells the shares or indebtedness in circumstances in which 
the parties to the sale deal with each other on an arm’s length basis. 


However, the application of paragraph 94(2)(t) will not affect the application of para- 
graph 94(2)(g) in respect of the original transfer by the corporation to the trust or the 
other person or partnership: such transfers will continue to be treated as transfers 
under section 94. In addition, the application of paragraph 94(2)() will not expunge 
the status as a contribution to the trust of a transfer made by a person or partnership 


and involving the corporation (¢.g., a person or partnership that transferred property 


to the corporation, and hence the trust, because of the application 0 of eo 
94(2)(m)). 


More specifically, under paragraph 94(2)(t) a transfer, by a Canadian corporation of 
particular property (i.e., a share or debt), that is at a particular time a contribution by 


the particular person or eee has transferred, at or a the particular : 


itis : reasonable to conclude that the particular person or on aection was the an 


the Canadian corporation to a trust, is deemed not to be, after the het time, a 
contribution by the Canadian corporation to the trust if : 


* the trust acquired the particular property before the particular time fron the Ca- 
nadian corporation in circumstances described in subpage 94(2)(g)()_ or 
Ou J 7 : 


tion of, the issued shares | or dey) at the particular tine eS any person or partner- 
ship (referred to in the paragraph as the “seller’’) to another person or partnership 
(referred to in the paragraph as the “buyer” ”) the trust ceases to hold all of its 
property that is shares of the capital stock of, or debt issued by, the Canadian 
corporation and the trust ceases to hold property that is property the fair market 
value of which is derived in whole or in part, directly or indirectly, from shares 
of the capital stock of, or debt issued by, the Canadian corporation; 


* the buyer deals at arm’s length immediately before the particular time with the 
Canadian corporation, the trust and the seller, 


° in exchenpe for the sale, the buyer transfers or becomes obliged to i ensfer 
property (which property is referred to in the peraeree as the “consideration’’), 
to me seller, and 


* it is ‘reasonable to conclude 


2 - having regard only to the sale and the con deraiod that the seller would 
_have been Hoses to moke the = if me seller dealt at arm’s Soe with the 
buyer, : 


— that the terms and conditions made or imposed in respect of the exchange are 
~ terms and conditions that would have been acceptable to the seller if the 
seller dealt at arm’s length with the buyer, and / 


_ that the value of the consideration is not, at or after the particular time, deter- 
mined in whole or in part, directly or indirectly, by reference to shares of the 
_ capital stock of, or debt issued by, the Canadian corporation. 


Paragraph 94(2)(u) applies to a transfer, before October 11, 2002, to a personal trust 


by an individual (other than a trust) of particular property. Where the conditions in 
subparagraphs 94(2)(u)(i) and (ii) are met, the transfer of the particular property is 

deemed not to be a contribution of the particular property by the individual to the — 
_ Paragraph 94(2)(u) is intended to provide relief to individuals that have trans- _ 
a relatively small amount of property to a trust (e.g., the initial settlement of a 
coin on the trust) where the individual can reasonably be considered not to have been 


involved with the use of the trust as part of what is commonly referred to as an estate 
freeze (i.e., see the condition in clause 94(2)(u)(i)(A) that Le trust never have ac- 
quired from the individual restricted property). 


The conditions in subparagraphs 94(2)(u)(i) and (ii) are that 


* the individual identifies the trust in prescribed form filed with the Minister on or 
before the individual's filing-due date for the individual’s 2003 taxation year (or 
a later date that is acceptable fo tne Minister), and 


o the Minister i is satisfied that 


= the individual (and any person or ee not dealing at any time at 
__arm’s length with the individual) has never loaned or transferred, directly or 
indirectly, restricted property to the trust, 


- — in respect of each contribution (determined without reference to paragraph 
_94(2)(u)) made before October 11, 2002 by the individual to the trust, none 
of the reasons (determined by reference to all the circumstances including 
the terms of the trust, an intention, the laws of a country or the existence of 
_an agreement, a ‘memorandum, a letter of wishes or any other arrangement) 
_for the contribution was to permit or facilitate, directly or indirectly, the con- 
_ferral at any time of a benefit (for greater certainty, including an interest as a 
beneficiary under the trust) on 
(1) the individual, 
(ID). a descendant of the individual, or 
(Ul) any person or partnership with whom the individual or descendant 
does not, at any time, deal at arm’s length, and 


— the foul of all amounts each of which is the amount of a contribution (deter- 
mined without reference to paragraph 94(2)(u)) made before October 11, 
2002 by the individual to the trust does not exceed the greater of 


a 1% of the total of all amounts each of which is the amount of a con- 
tribution (determined without reference to paragraph 94(2)(u)) made to 
the trust before October 11, 2002, and j 


(ID $500. 


Related Provisions: 51(1)(c) — Exchange of convertible pibperty is disposition 
for purposes of 94(2)(m); 87(2)(§.95) — Amalgamation — continuing corporation; 
94(9) — Determination of contribution amount — restricted property. 


(3) Liabilities of non-resident trusts [deemed resident in 


Canada] and others — Where at a specified time in a particu- 
lar taxation year of a trust (other than a trust that is, at that time, 
an exempt foreign trust) the trust is non-resident (détermined 
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S. 94(3) Income Tax Act, Part I, Division B 


without reference to this subsection) and, at that time, there is a 
resident contributor to the trust or a resident beneficiary under the 
trust, 


(a) [trust deemed resident in Canada for many pur- 
poses] —the trust is deemed to be resident in Canada 
throughout the particular taxation year for the purposes of 


(i) section 2, 

(ii) computing the trust’s income for the particular taxation 
year, 

(iii) applying subsections 104(13.1) to (29) and 107(2.1), in 
respect of the trust and a beneficiary under the trust, 


(iv) applying clause 53(2)(h)(i.1)(B), the definition “non- 
resident entity” in subsection 94.1(2), subsection 
107(2.002) and section 115, in respect of a beneficiary 
under the trust, 


(v) subsection 111(9), 


(vi) determining an obligation of the trust to file a return 
under section 233.3 or 233.4, 


(vii) determining the rights and obligations of the trust 
under Divisions A and J, 


(viii) determining the liability of the trust for tax paces Part 
I, and under Part XIII on amounts paid or credited (in this 
paragraph having the meaning assigned by Part XII) to the 
trust, 


(ix) applying Part XIII in respect of an amount (other than 
an exempt amount) paid or credited by the trust to any per- 
son, and 


(x) determining whether a foreign affiliate of a taxpayer 
(other than the trust) is a controlled foreign affiliate of the 
taxpayer; 
(b) [foreign tax credit] — no deduction shall be made under 
subsection 20(11) by the trust in computing its income for the 
particular taxation year, and for the purposes of applying sub- 
section 20(12) and section 126 to the trust for the particular 
taxation year 


(i) the business-income tax (in this paragraph as defined by 
subsection 126(7)), and non-business-income tax (in this 
paragraph as defined by subsection 126(7)), paid by the 
trust for the particular taxation year are deemed not to in- 
clude a tax, or the portion of a tax, that can reasonably be 
regarded as relating to an amount that was excluded under 
subparagraph (f)(i) in computing the trust’s income for the 
particular taxation year, 


(i1) in determining the non-business-income tax paid by the 
trust for the particular taxation year, paragraph (b) of the 
definition “non-business-income tax” does not apply, and 


(ili) if, at that specified time, the trust is resident in a coun- 
try other than Canada, 


(A) the trust’s income for the particular taxation year is 
deemed to be from sources in that country and not to be 
from any other source, and 


(B) the business-income tax, and the non-business-in- 
come tax, paid by the trust for the particular taxation 
year are deemed to have been paid by the trust to the 
government of that country and not to any other 
government; 


(c) [bump of asset costs to FMV] — if the trust was non- 
resident throughout its taxation year (referred to in this para- 
graph as the “preceding year”) immediately preceding the par- 
ticular taxation year, the trust is deemed to have 


(i) immediately before the end of the preceding year, dis- 
posed of each property (other than property described in 
any of subparagraphs 128.1(1)(b)(i) to (iv)) held by the 
trust at that time for proceeds of disposition equal to its fair 
market value at that time, and 
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(ii) at the beginning of the particular taxation year, acquired 
each of those properties so disposed of at a cost equal to its 
proceeds of disposition; 


(d) [resident contributor and resident beneficiary 
liable for trust’s income tax] — each person that at any 
time in the particular taxation year is a resident contributor to 
the trust (other than an electing contributor in respect of the 
trust at the specified time) or a resident beneficiary under the 
trust 
(i) has jointly and severally, or solidarily, with the trust and 
with each other such person, the rights and obligations of 
the trust in respect of the particular taxation year under Di- — 
visions I and J, and 


(ii) is subject to Part XV in respect of those rights and 
obligations; 


(e) [liability of pre-2007 beneficiary] — each person that 
at any time in the particular taxation year is a beneficiary 
under the trust and was a person from whom an amount would 
be recoverable at the end of the trust’s 2006 taxation year 
under subsection (2) (as it read in its application to taxation 
years that end before 2007) in respect of the trust if the person 
had received before the trust’s 2007 taxation year amounts de- 
scribed under paragraph (2)(a) or (b) in respect of the trust (as 
those paragraphs read in their app RtOs to taxation years that 
end before 2007) 


(i) has, to the extent of the person’s recovery limit for the 
year, jointly and severally, or solidarily, with the trust and 
with each other such person, the rights and obligations of 
the trust in respect of the taxation years, of the trust, that 
end before 2007 under Divisions I and J, and 


(ii) is, to the extent of the person’s recovery limit for the 
year, subject to Part XV in respect of those rights and 
obligations; 


(f) [trust’s income calculated only on resident portion 
of assets] — notwithstanding any other provision in the Act, 
in computing the trust’s income for the particular taxation year 


(i) no amount shall be included, in respect of property that 
is part of its non-resident portion, that is an income or loss 
from property, or that is a taxable capital gain or allowable 
capital loss from a disposition of property, except to the ex- 
tent that the amount would be included under any of 
paragraphs 115(1)(a) to (c) in computing its taxable income 
earned in Canada for the year if it were at no time in the 
year resident in Canada, and 


(ii) no amount is to be deducted in respect of an outlay or 
expense except to the extent that it was made or incurred by 
the trust for the purpose of gaining or producing income 
from a property that is part of the trust’s resident portion; 
and 


(g) [withholding tax deemed paid by trust on ac- 


count] — if a person deducts or withholds any amount (re- 


ferred to in this paragraph as the “withholding amount”) as re- 
quired by section 215 from a particular amount paid or 
credited or deemed to have been paid or credited to the trust, 
and the particular amount has been included in the trust’s in- 
come for the particular taxation year, the withholding amount 
shall be deemed to have been paid on account of the trust’s tax 
under this Part for the particular taxation year. 


Technical Notes (Sept. 10, 2010): New subsection 94(3) applies to a non- 
resident trust (other than an “exempt foreign trust”, as defined in subsection 94(1)) 
for a taxation year where, at a “specified time” in respect of the trust for the taxation 
year (generally, the end of the taxation year), there is a “resident contributor” to the 
trust or a “resident beneficiary” under the trust. All of these defined expressions are 
explained in detail in the commentary on new subsection 94(1). 


Where subsection 94(3) applies to a non-resident trust for a taxation year, the trust is 
deemed to be resident in Canada throughout the year for the purposes specified in 


Subdivision i— Shareholders of Non-Resident’ Corporations 


paragraph 94(3)(a). Except to the extent otherwise provided by. subsection 94(4), a 
ust is deemed to be resident i in Canada for a taxation year u g ; 


‘+ for the purposes of applying section 2, in computing the trust’s 
year and computing the trust’s liability for tax under Part I — with the result that 
the trust is subject to tax under that Part on its world-wide income for the year 


2 whether a foreign affiliate of the trust is its controlled foreign affiliate and 


: uted to resident contributors of the trust; however, because of paragraph 94(3)(f) 
the trust will not be required to include in computing its income certain non- 


se 


trust’s losses for the taxation year, subsection 1) mh not aa in, CPU NE 
its taxable income for the year; : a ; 


st 
oe. 


justed cost base to a beneficiary of the beneficiary’ — interest in a trust to which 
this clause applies is $ computed t in the same way as for interests in trusts. resident 
in Canada; 


for the purpose of applying the dended (canon: cron ste idcut entity” in sub- 

section 94, 12) — with the result that a beneficiary’ 's interest in the trust is not 

treated as an interest of a beneficiary in an offshore investment fund oe for 
: the purpose of section 94.1; hl 


for the purposes of applying subsections 104(43. 1) to 2), aha 1070. 1) and 
(2.002) and section 115 — with the result that the tax treatment of beneficiaries 
under the trust generally accords with the tax treatment available to beneficiaries 
under trusts that are resident in Canada; : 


: : 


for the purposes of determining the ebiigation of ihe trust to fle a rea, nee 
sections 233.3 and 233.4 — with the result that the trust is required to file infor- 
mation returns under sections 233.3 


on foreign affiliates); 


r the purpose of ee she liability ne ie just for tax er Part Xin — 


Q with the result that the trust is exempt from Part XII tax on amounts aid or 


Credited to iy (OE tore detail, see the commentary ie) subsection 94(4)); 


a the purpose of applying Pon XU in respect of an mount (c t 
ee amount) pe or cas by the trust to - PEOny 


* 


for ihe purpose. . enue the rights aad | obi Hons 7 the wu mans sec- 
tions 150 to 180 — with the result that various administrative provisions in the 
Act apply in the same way as to other trusts resident in Canada. These provisions 
include those with regard to the filing of returns, assessments, tax. payments, ar- 
rears interest, refund interest, instalment interest, penalties, refunds and appeals. 


Under paragraph 1 of the resident article in Canada’s income tax treaties, a reference 


in such a treaty to a “resident of a Contracting State” means any person who, under 
the law of that State, is liable to taxation in that State by reason of the person’ s 


domicile, residence, place of management or any other criterion of a similar nature. 


A person, in this context, would generally include a trust because of the usual defini- 
tion “person” in Canada’s income tax treaties. Because a trust to which subsection 


94(3) applies is resident in Canada, and is liable to tax in Canada because of ‘being — 
resident in Canada, it will be considered a resident of Canada under paragraph 1 of 


the resident article in Canada’s income tax treaties, whether it is also considered to 


be resident, under the applicable treaty, in another country or not. An amendment to 


the Income Tax Conventions Interpretation Act, described elsewhere in this commen- 
tary, ensures that this result applies consistently across Canada’s tax treaties. 

Where subsection 94(3) applies to deem a trust to be resident in Canada for a particu- 
lar taxation year of the trust, new paragraph 94(3)(b) provides a number of rules for 


determining the recognition by Canada of foreign taxes paid by the trust. In particu- 
ation — 


lar, new paragraph 94(3)(b) provides in respect of the trust for the particular 
year that: 
* no deduction under subsection 20(11) is pana however, a deduction contin- 
ues to be available to the trust under subsection 20(12) in respect of non-business 


income tax paid by the trust in respect of an item of income included 1 in comput- — 


ing the trust’s income for the year; 


* taxes paid in respect of an item excluded from the trust’ S income because of 


subparagraph 94(3)(f)(i) — that is, certain amounts excluded in respect of the 
trust’s non-resident portion — are not included in computing the trust’s busi- 


ness-income tax (BIT) and non-business-income tax (NBIT) for peor of sub- 


section 20(12) and section 126, 


e 


particular taxation year is determined without reference to paragraph’ (b) of the 


definition “non-business-income tax”, with the result that its resulting NBIT is: 


fully creditable against the trust’s Canadian tax otherwise payable for the partic- 


(including, for example, its income determined as a result of deemed dispositions _ 
under subsections 104(4) to (5.2) or ‘128. 1(4) and, for example, in determining - 


whether it has FAPI) that is not distributed to beneficiaries of the trust or attrib- 


Canadian source income from les to. the: extent that it forms patt ol its 


for the purpose of subsection 11109) with be ‘result iar in 1 denies the a 


for the purpose of eprlying clause 53(2)(h)G. 1B) - — wah a recut that the oe 


(information return on foreign property 
holdings the total cost of which exceeds. $100 a and 233.4 (information feturn 


for purposes of subsection 20(12) and section 126, the NBIT of the trust for the 


ular taxation year, or alternatively, fully deductible under subsection 20(12) in 
computing t trust’s income from a source on which sod tax was pais, and 


¢ for purposes of subsection 20(12). ce section 126, ae trust’ s income, and for- 
eign taxes paid by it, for the particular taxation year are “pooled” to the country, 

if any, other than Canada in which the trust is resident for the particular taxation 
Paragraph 94(3)(c) provides that a non-resident trust that becomes subject to subsec- 
tion 94(3) for a particular taxation year, after not being subject to either new subsec- 
tion 94(3) or existing paragraph 94(1)(c) for the preceding year, is deemed, immedi- 
ately before the end of the preceding taxation year, to have disposed of each property 


(other than property described in any of subparagraphs 128.1(1)(b)(i) to (iv)) held by 


the trust at that time for proceeds of disposition equal to its fair market value at that 
time. The trust is also deemed to have acquired, at the beginning of the particular 
taxation year, each of those properties so depnted, of at a cost equal to its proceeds of 
disposition. 7 


Note, in this regard, that because o ok 94(4)(@), sab anon 128. ie will not 
apply in the ee taxation year only because of the apescation of paragraph 
94(3)(a) A vos 

Paragraph 4(3)(c) i is oended to ensure — in a manner similar to S that for taxpayers 
that migrate to Canada — that certain gains or losses that accrued on certain property 
of the trust while the trust was non-resident are not subject to taxation in Canada. 


© complements the rule in subsection 94(6), which applies 
where a ‘non-resident rust ceases to be an “exempt foreign trust” (as defined in sub- 
section 94(1)). In this case, subsection 94(6) establishes the beginning of a new 


“stub” taxation year, If subsection 94(3) applies for that “stub” year, paragraph — 


94(3)(c) would be applicable with regard | to kas propertics ee by the wast at the 
beginning: of that “stu i year. / 


For a summary ‘of the tax ‘consequences ecules, from a change i in the trust’s status 
for tax purposes, see the commentary under subsection 128.1(1.1). 


Example 1 


A trust is created i in 2011. The trust is not at any time say cer forcten trust. At 
the end of its 2011 taxation year, the trust is non- -resident and there are no resi- 
dent contributors to the trust and no resident beneficiaries under the trust. 


On February 1, 2012, John makes a contribution to the trust. At the end of the 


trust's 2012 taxation year, John is a resident contributor to the trust, and the 


trust is non- -resident. . 


On July 1, 2013 the we trustee of the trust moves to Canada, becomes resident 
in Canada at that time and remains resident in Canada throughout the remain- 
der of the year. Immediately before the trustee became resident in Canada, the 

“trustee was no, ident and John remained a resident contributor to the trust. 


On July. 1, 201] 4, ohn ceases to be ‘resident in Canada. There are no other resi- 
dent contributors. to the trust and there are no resident beneficiaries under the 
trust (taking into account the fact Hg John is a conned, contributor). 


Results 7 
. Trust’ 8 ; 2011 ee io 


1. Subsection 94(3) does not apply to deel he trust to be resident in Canada in 
_ computing its income for its 2011 taxation — ; 


‘Trost’ &: 2012 Taxation Year 


Oy Paragraph 94(3)(a) applies i deem the trust to be ieident in Ciuaae 
throughout its 2012 taxation year, for a number of purposes, including the com- 
putation of its income. Because the trust was non-resident throughout its 2011 
taxation year, paragraph 94(3)( ¢) also applies to deem the trust to have disposed 

_of its property (other than certain properties described in subparagraphs 

128. I(1)(b)(i) te (iv)) for Jair market value proceeds immediately before the end 
_of its last 2011 taxation year and to have reacquired those properties at a cost 
equal to that fair market value at the beginning of the 2012 taxation year. Be- 
cause of paragraph 94(4)(d), the application of the deemed residency rule in 
paragraph 94(3 )a) will not cause the trust to become resident in Canada for 
purposes of subsection 1261) 


_Trust’s 2013 Taxation Year 


_ 3. Because the trustee of the trust becomes resident in Canada on iby 1 2013; 

“paragraph 128.1(1)(a) will apply to deem the trust to have a taxation year-end 
immediately before the change of residency. At the end of this first 2013 taxation 

year of the trust, paragraph 94(3)(a) applies to deem the trust to be resident in 
Canada, throughout that first 2013 taxation year, for a number of purposes, in- 
cluding the computing of its income. However, paragraph 94(3)(c) will not apply 

_ because the trust was resident in Canada (i.e. because of the application of par- 

_ agraph 94(. 3 )(a) to the trust’s 2012 taxation year) throughout the year preceding 
the 2013 taxation year. 


4. Paragraph 128.1(1)(a) also ae to deans de trust to have a new taxation 
year at the time the trustee becomes resident in Canada on July 1, 2013. Because 


the trust is resident in Canada at the end of this second 2013 taxation year, 


paragraph 94(3)(a) does not apply to deem the trust to be resident in Canada in 
computing its income for that year, 

'_ 5, As the trust is resident in Canada for the first 2013 taxation year (i.e., the 
2013 taxation year discussed in #3 above), subsection 128.1(1.1) suspends the 
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S. 94(3) 


application of the deemed disposition and re-acquisition rules in paragraphs 
128.1(1)(b) and (c) that would otherwise apply in respect of the end of that first 
2013 taxation year because of the trust becoming resident in Canada on July 1, 
2013. This ensures that the trust does not realize at the end of that first 2013 
taxation year any accrued gains or losses of the trust solely because the basis of 
the trust’s residency in Canada changes. 


6. Note that where subsection 128.1(1.1) applies to a trust, it suspends only the 
application of paragraph 128.1(1)(b) (as a result of paragraph 128.1(1)(c) also 
has no application) to the trust. If the trust becomes resident in Canada, it would 
continue to be subject to paragraph 128.1(1)(a). Also note that paragraph 
94(4)(d) ensures that the application of paragraph 94(3)(a) to the trust will not 


affect the determination of whether the trust becomes resident in Canada for the 


purposes of subsection 128.1(1). 


7. The trust is deemed to cease to be resident in Canada on July 1, 2014 (the 
earliest time at which there is neither a resident contributor nor a resident bene- 
ficiary) by reason of subsection 94(5). As a result, and notwithstanding para- 
graph 94(4)(e), subsection 128.1(4) will apply to deem the trust to have a taxa- 
tion year-end immediately before the time it is deemed to cease being resident in 
Canada. In addition, the deemed disposition and re-acquisition rules in para- 
graph 128.1(4)(b) and (c) will apply. : 


Paragraph 94(3)(d) imposes liabilities for a taxation year on persons who are “resi- 
dent contributors” or “resident beneficiaries”. Where subsection 94(3) applies to a 
trust for a taxation year, each of these persons, other than “electing contributors” for 
the particular taxation year, is jointly and severally, or solidarily, liable with the trust 
in respect of the trust’s obligations under sections 150 to 180. Typically, the most 
significant obligation in this context is the obligation to pay tax instalments pursuant 
to section 156. However, the extent of the liability imposed by paragraph 94(3)(d) is 
limited by new subsection 94(7). For more information, see the commentary on sub- 
sections 94(7) to (9). However, nothing in this paragraph or paragraph 94(3)(e), as 
described below, limits the liabilities of the trust or of another resident contributor or 
resident beneficiary under the Act. 


The expression “solidarily liable” is added to ensure that the Act appropriately re- 
flects both the civil law of the province of Quebec and the law of other provinces. 


Paragraph 94(3)(e) imposes liabilities for a taxation year on each person that is a 
beneficiary under the trust and was a person from whom an amount would be recov- 
erable at the end of 2006 under subsection 94(2) (as it read in its application to taxa- 
tion years that end before 2007) in respect of the trust if the person had received 
before 2007 amounts described under paragraphs 94(2)(a) or (b) in respect of the 
trust (as those paragraphs read in their application to taxation years that end before 
2007). Where subsection 94(3) applies to the trust for a taxation year, each of these 
persons is, to the extent of the person’s recovery limit for the year, jointly and sever- 
ally, or solidarily, liable with the trust in respect of the trust’s obligations under sec- 
tions 150 to 180. Note that where a trust created after 2000 and before 2007 has 
elected under the coming-into-force of new section 94 to have new section 94 apply 
to it for all of its taxation years that end before 2007, paragraph 94(3)(e) does not 
apply to it (i.e., because “old” section 94 would never have applied to it). 


Note that subsection 94(3) generally does not result in the creation of any obligations 
for a trust that is subject to subsection 94(3) to withhold tax under Part XIII or to pay 
any tax under Part XII.2 in respect of distributions of income earned by the trust from 
Canadian sources to non-resident beneficiaries. Instead, the rules in new subsection 
104(7.01) are designed so that there will be a reasonable level of Part I tax in respect 
of Canadian-source income received by the trust in the event the trust also distributes 
that income to non-resident beneficiaries in their capacity as beneficiaries. For more 
information, see the commentary on subsection 104(7.01). 


In addition, in the event that the trust pays or credits an amount to a non-resident and 
that amount is not referred to in paragraph 104(7.01)(b) in respect of the trust for the 
taxation year, the non-resident will continue to be liable for any Part XIII tax on the 
amount, except to the extent that the amount is described in paragraph (b) of the 
definition “exempt amount” in subsection 94(1), or paid or credited before 2004. 


Paragraph 94(3)(f) provides additional rules that apply in computing the income of a 
trust that is deemed to be resident in Canada under paragraph 94(3)(a). First, such a 
trust’s income will be computed without reference to any income from property that 
is part of the trust’s “non-resident portion” (defined under new subsection 94(1)), 
except to the extent that the income would be included under any of paragraphs 
115(1)(a) to (c) in computing the trust’s income earned in Canada for the year if it 
were at no time in the year resident in Canada. Secondly, such a trust will only be 
able to deduct an outlay or expense to the extent that it was made or incurred by the 
trust for the purpose of gaining or producing income from a property that is part of 
the trust’s resident portion. 

Paragraph 94(3)(g) applies when a person withholds and remits Part XIII tax in re- 
spect of an amount paid or credited to a trust that is deemed resident in Canada under 
subsection 94(3). In these circumstances, the amount remitted is deemed to have 
been paid on account of the trust’s Part I tax for the year to the extent that the amount 
paid or credited to the trust has been included in its income under that Part for the 
year. 


Related Provisions: 73(3)(c.2), (c.3)— Whether revocable trust rules apply; 
94(4) — Excluded provisions for 94(3)(a); 94(5) — Trust deemed to cease being res- 
ident in Canada; 94(7) — Limit to amount recoverable under 94(3)(d); 94(8) — “Re- 
covery limit’ for 94(3)(e); 94(11)-(13) — Where property transferred by trust to an- 
other trust to avoid tax; 104(7.01)—Limit to trust’s deduction under 104(6); 
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128.1(1.1)—-No deemed disposition/acquisition on immigration of trust; 


152(4)(b)(vii) — Three-year extension to reassessment deadline; 160(2.1) — Assess- 


ment of amount payable because of 94(3)(d) or (e); 160(3) — Discharge of liability 
under 94(3)(d) or (e); 216(4.1) — Where trust receives rental income from property 
in Canada; 233.2(4) — Annual information return by contributor; 233.3(3) — An- 
nual information return by person owning interest in trust; Reg. 202(6,1) — Trust 
deemed resident for non-resident withholding tax filing obligations; ITCIA 4.3 — 
Deemed residence under 94(3) overrides treaties. : 


.T. Technical News: 38 (Canada-US treaty’s competent authority provision). 
CRA Audit Manual: 15.7.11: Non-resident trusts versus offshore trusts. 


(4) Excluded provisions — For greater certainty, paragraph 
(3)(a) does not deem a trust to De resident in Canada for the pur- 
poses of 


(a) the definitions “arm’s length tratisfer’ and Mexcertipt foreign 
trust” in subsection (1); 


(b) paragraph (14)(a), subsections 70(6) and 73(1), the defini- 
tion “Canadian partnership” in subsection 102(1), paragraph 
107. 4(1)(c) and paragraph (a) of the definition “mutual fund 
trust” in subsection 132(6); 


(c) determining the liability of a person (other than the trust) 
that would arise under section 215; 


(d) determining whether, in applying subsection 128.1(1), the 
trust becomes resident in Canada at a particular time; 


(e) determining whether, in applying subsection 128.1(4), the 
trust ceases to be resident in Canada at a particular time; 


(f) subparagraph (f)(i) of the definition reepoiger in subsec- 
tion 248(1); 


(g) determining whether subsecdén 107(5) noplies« to a distri- 
bution on or after July 18, 2005 of property to the trust; and 


(h) determining whether subsection 75(2) applies to deem an 
amount to be an income, loss, taxable capital gain or allowable 
capital loss of the trust. 


Technical Notes (Sept. 10, 2010): New subsection 94(4) provides that the rules 
in paragraph 94(3)(a) treating non-resident trusts as resident in Ne tea do not apply 
for the purposes of: 


¢ the definitions “arm’s length transfer’ and “exempt foreign trust” in subsection 
94(1) —- thus ensuring that there is no circularity in applying those definitions 
due to fact that those definitions impose a requirement that a trust be non- 
resident; 


* subsections 70(6) and 73(1) and paragraph 107.4(1)(c) (other than, for transfers 
to trusts that occurred before February 28, 2004, subparagraph 107.4(1)(c)(i)), 
and paragraph (f) of the definition “disposition” in subsection 248(1) — thus en- 
suring that rules allowing in some cases for a rollover of property on transfers to 
a Canadian resident trust generally do not apply to transfers to a trust otherwise 
deemed to be resident in Canada by subsection 94(3)); 


* determining whether subsection 107(5) applies to a distribution on or after July — 


18, 2005 of property to the trust; 


¢ determining whether an amount can be attributed, under subsection 75(2), to the 
trust; . 


* determining whether the exception, under paragraph 94(14)(a), to property that is 
restricted property is available in respect of property held by a non-resident trust; 


* paragraph (a) of the definition “mutual fund trust” in subsection 132(6) — mak- 
ing it clear that a trust deemed to be resident in Canada by subsection 94(3) will 
not be treated as a mutual fund trust for any purpose; 


¢ determining, for taxation years that begin after July 18, 2005, whether a partner- 
ship is a “Canadian partnership” (as defined in subsection 102(1)); and 


¢ determining whether, in applying subsection 128.1(1), the trust becomes resident 
in Canada at a particular time and determining whether, in applying subsection 
128.1(4), the trust ceases to be resident in Canada at a particular time — thus 
ensuring that the deeming of a trust to be resident under paragraph 94(3)(a) does 
not apply to affect a determination of whether a trust has changed residence at 
any time (e.g., upon a change of trustees or upon a change . residence of 
trustees). 


Note that paragraphs 94(4)(d) and (e) are generally suspended, for a brief transitional 
period, in their application to a trust that is subject without interruption to “old” and 
“new” sections 94. That transitional period starts immediately before the end of the 
trust’s last taxation year that ends before 2007 and for which it was deemed resident 
by “old” section 94 and ends immediately after the beginning of the trust’s first taxa- 
tion year that ends after 2006 (i.e., its first taxation year in respect of which “new” 
section 94 applies). This is intended to ensure that section 128.1 does not apply to a 
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trust solely because of the transition between the old and new NRT regimes. The 


suspension of paragraphs 94(4)(d) and (e) does not apply, however, where in the 


transitional period a change in the trustees of the trust occurred (e.g., the number of 


_ trustees changed, the residency of any of the trustees changed, or any of the trustees 


was replaced). For a summary of the tax consequences resulting from a change in the 
trust’s status for tax purposes, see the commentary under subsection 128.1(1. 1). 


Furthermore, except as otherwise permitted under subsection 216(4.1), paragraphs 
94(3)(a) and 94(4)(c) do not relieve a payer of Canadian-source income from the 
obligation to withhold amounts under section 215 in connection with amounts paid to 
a trust deemed to be resident in Canada by subsection 94(3). This is so even though 
such a trust is not itself liable for Part XIII tax on amounts paid or credited to it, 
because of the application of subparagraph 94(3)(a)(viii). However, any, Part XII 
taxes withheld in respect of amounts that are paid or credited to the trust and in- 


‘cluded in its income will, under paragraph 94(3)(g), be treated as having oie paid 
on account of the trust’s liability for tax under Part I of the Act. 


(5) Deemed cessation of residence — A trust is a to 


cease to be resident in Canada at the earliest time at which there is 


neither a resident contributor to the trust nor a resident beneficiary 
under the trust in a period that would, if this Act were read with- 


out reference to subsection 128.1(4), be a taxation year of the trust 


_ (a) that immediately follows a taxation year of the trust 
throughout which it was resident in Canada; 


(b) at the beginning of which there was a resident conibnter 
to the trust or a resident beneficiary under the trust; and 


(c) at the end of which the trust is non-resident. 


Technical Notes (Sept. 10, 2010): New subsection 94(5) deems a trust to have — 


ceased to be resident in Canada at the earliest time in a specified period at which 


there is neither a “resident contributor” to the trust nor a “resident beneficiary” under 


the trust. For this purpose, the specified period is the period that would (if the Act 
were read without reference to subsection 128. 1(4)) be a taxation year of the trust 


__ * that immediately follows a taxation year of the trust throughout which it was 


resident in Canada, 


* at the beginning of which there was. cites a resident contributor to thes fash, ora 


resident beneficiary under the trust, and 


¢ at the end of which the trust is non-resident. 


For more information on the expressions “resident contributor” and “resident benefi- 
ciary’’, as defined in new subsection 94(1), see the commentary on those provisions. 


‘Where subsection 94(5) applies, the cessation of residence in Canada of a trust re- 


sults in the application of subsection 128.1(4). Under that subsection, a taxation year 
of the trust is deemed to have ended immediately before the earliest time in the speci- 


fied period described above. At that deemed taxation year-end, the criteria in subsec- 


tion 94(3) are satisfied. Accordingly, the trust will be subject to tax under Part I on its 
world-wide income for that year because it is considered under subsection 94(3) to 
be resident in Canada throughout that year. Under new paragraph 94(3)(d), each “res- 
ident beneficiary” or “resident contributor” at the time of that deemed taxation year 
end, other than “electing contributors” for the particular taxation year, can be jointly 
and severally, or solidarily, liable with the trust for the trust’s income tax liabilities 
under the Act for that year. For more detail on ‘the expression “solidarily”, : eae 
refer to the introductory commentary above on new section 94. 


For a summary of the tax consequences resulting from a change in the trust’s status 
for tax purposes, see the commentary under subsection 128.1(1.1). 


Related Provisions: 94(3)(a) [proposed] — Trust deemed resident in Canada, 


(6) Becoming or ceasing to be an exempt foreign trust — 
If at any time a trust becomes or ceases to be an exempt foreign 
trust (otherwise than because of becoming resident in Canada), 


(a) its taxation year that would otherwise include that time is 
deemed to have ended immediately before that time and a new 
taxation year of the trust is deemed to begin at that time; and 


(b) for the purpose of determining the trust’s fiscal period after 
that time, the trust is deemed not to have established a ee 
‘period before that time. — 


Technical Notes (Sept. 10, 2010): New subsection 94(6) generally provides that, 
if a trust becomes or ceases to be an “exempt foreign trust” (as defined in new sub- 
section 94(1)) at any time, the trust’s taxation year is deemed to have ended immedi- 
ately before that time, a new “stub” taxation year is deemed to have begun at that 
time, and the trust is deemed not to have established a fiscal period before that time. 
However, subsection 94(6) does not apply where a trust ceases to be an exempt for- 
eign trust because it becomes resident in Canada. : 


For example, where subsection 94(6) applies because a trust ceases to be an exempt 
foreign trust, subsection 94(3) may apply to deem the trust to be resident in Canada 
for the new “stub” taxation year of the trust if the criteria set out in that subsection 
are satisfied at a “‘specified time” in respect of the trust for the taxation year (gener- 
ally, the end of the taxation year). Where this is the case, the trust would be subject to 


tax under Part I on its world-wide income for that new “stub” year, subject to any 
amount that is attributed to a resident contributor, because it would be considered 
under subsecuon ae to be resident i in Canada for that year. 


(7) Limit to amount recoverable — The maximum amount 
recoverable under the provisions referred to in paragraph (3)(d) at 
any particular time from a person in respect of a trust (other than a 
person that is deemed, under subsection (12) or (13), to be a con- 
tributor or a resident contributor to the trust) and a particular taxa- 
tion year of the trust is the person’s recovery limit at the particular 


time in respect of the trust and the particular year if 


(a) either 


a) the person is liable under a provision ‘referred to in para- 
_ graph (3)(d) in respect of the trust and the particular year 
solely because the person was a resident beneficiary under 


the trust at a ‘Specified time in aa of the trust in the 


_ particular year, or 


(ii) at a specified time in rope of the trust in the particu- 

lar year, the total of all amounts each of which is the 

amount, at the time it was made, of a contribution to the 

trust made before the specified time by the person or by 

another person or partnership not dealing at arm’s length 
_. with the person, is not more than me a of 


(A) $10,000, and 


(B) 10% of the total of all amounts each of which was 
the amount, at the time it was made, of a contribution 
made to the trust before the specified time; 


_(b) except where the total determined in subparagraph (a)(ii) in 
respect of the person and all persons or partnerships not deal- 
ing at arm’s length with the person is $10,000 or less, the per- 
son has filed on a timely basis under section 233.2 all informa- 
tion returns required to be filed by the person before the 
particular time in respect of the trust 9 on any later day that is 
acceptable to the Minister); and 


(c) it is reasonable to conclude that for each transaction that 
occurred before the end of the particular year at the direction 
of, or with the acquiescence of, the person _ 


(i) none of the purposes of the transaction was to enable the 
person to avoid or minimize any liability under a provision 
referred to in paragraph (3)(d) in respect of the trust, and 


_ (ii) the transaction was not part of a series of transactions 
_any of the purposes of which was to enable the person to 
avoid or minimize any liability under a provision referred 

to in paragraph (3)(d) in respect of the trust. 


Technical Notes (Sept. 10, 2010): New subsection 94(7) allows for a limitation 
of the amount that may be recovered from a person that would otherwise be jointly 
and severally, or solidarily, liable for the entire amount of a trust’s tax obligations 
under the Act. Subsection 94(7) applies to a person (other than one deemed, by sub- 
section 94(12) or (13), to be a contributor or a resident contributor to the trust) in 
respect of a particular taxation year of the trust where three conditions are satisfied. 


The first condition is satisfied in respect of a particular taxation year of the trust if 


* under subparagraph 94(7)(a)(@), the person is jointly and severally, or solidarily, 
liable with the trust only because the person was a “resident beneficiary” (as 
defined in new subsection 94(1)) under the trust at a specified time in respect of 
the trust for the particular year, or 


¢ under subparagraph 94(7)(a)@i), at a specified time in respect of the trust for the 
particular year, the total amount (determined with reference to paragraphs 
-94(2)(b), (e), (hb), (p) and (q) and subsection 94(9)) of contributions made to the 
trust by the person (or by another person or partnership not dealing at arm’s 
length with the person) is not more than the greater of $10,000 and 10% of the 
total amount of all contributions made to the trust before that time. 


The second condition, under paragraph 94(7)(b), requires that the person have filed 
on a timely basis all information returns required to be filed by the person in respect 
of the trust under section 233.2 (or on any later day that is acceptable to the Minister 
of National Revenue), However, the second condition need not be satisfied if the first 
condition is satisfied because the total determined under subparagraph PAT Nay) (in 
respect of the person and all persons or pares not dealing at arm’s length with 
it) is $10,000 or less. 


The third condition, under paragraph 94(7)(c), is satisfied in respect of a person and a 
particular taxation year of the trust where it is reasonable to conclude that each trans- 
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action or event that occurred before the end of the particular year at the direction of, 
or with the acquiescence of, the person satisfied the following conditions: 


* none of the purposes of the transaction or event was to enable the person to 
avoid or minimize any liability under a provision referred to in paragraph 
94(3)(d) in respect of the trust, and 


* the transaction or event was not part of a series of transactions or events any of 
the purposes of which was to enable the person to avoid or minimize any liability 
under a provision referred to in paragraph 94(3)(d) in respect of the trust. 

There are a number of transactions or events, or series of transactions or events, that 
may result in a failure to satisfy the third condition (e.g., an artificial dilution of a 
person’s relative contribution to the trust (i.e., below the 10% level); or corporate 
distributions that have the effect of avoiding or minimizing the impact of the three- 
year rule described in subsection 94(9)). 


Reference should be made in this context to the definition “contribution” in subsec- 
tion 94(1), as Well as to related rules in subsection 94(2). : 


Where subsection 94(7) applies to a person in respect of a taxation year of a trust, the 
amount recoverable at any time from the person in respect of the year is limited to 
the person’s “recovery limit”, determined under subsection 94(8), in respect of the 
trust and the year. 

Related Provisions: 94(8) — Recovery limit; ud, — Determination of contribu- 
tion amount. : : o. 


(8) Recovery limit — The recovery limit eared to in para- 
graph (3)(e) and subsection (7) at a particular time of a particular 
person in respect of a trust and a particular taxation year of the 
trust is the amount, if any, by which the greater of 


(a) the total of all amounts each of which is 


(i) an amount received or receivable after 2000 and before - 


the particular time 


(A) by the particular person on the disposition of all or 


part of the person’s interest as a beneficiary oes the 
trust, or 


(B) by a person or ate (that was, when the 
amount became receivable, a specified party in respect 
of the particular person) on the disposition of all or part 
of the specified party’s interest as a beneficiary under 
the trust, 


(ii) an amount (other than an amount described in subpara- 
graph (i)) made payable by the trust after 2000 and before 
the particular time to 


(A) the particular person because of the interest of the 
particular person as a beneficiary under the trust, or 


(B) a person or partnership (that was, when the amount 
became payable, a specified party in respect of the par- 
ticular person) because of the interest of the specified 
party as a beneficiary under the trust, 


(iii) an amount received after August 27, 2010 by the par- 
ticular person, or a person or partnership (that was, when 
the amount was received, a specified party in respect of the 
particular person), as a loan from the trust to the extent that 
the amount has not been repaid, 


(iv) an amount (other than an amount described in any of 
subparagraphs (i) to (iii)) that is the fair market value of a 
benefit received or enjoyed, after 2000 and before the par- 
ticular time, from or under the trust by 


(A) the particular person, or 


(B) a person or partnership that was, when the benefit 
was received or enjoyed, a specified party in respect of 
the particular person, or 


(v) the maximum amount that would be recoverable from 
the particular person at the end of the trust’s 2006 taxation 
year under subsection (2) (as it read in its application to 
taxation years that end before 2007) if the trust had tax pay- 
able under this Part at the end of the trust’s 2006 taxation 
year and that tax payable exceeded the total of the amounts 
described in respect of. the particular person under 
paragraphs (2)(a) and (b) (as they read in their application 
to taxation years that end before 2007), except to the extent 
that the amount so recoverable is in respect of an amount 
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that is included in the particular person’s recovery limit be- 
cause of subparagraph (i) or (ii), and 


(b) the total of all amounts each of which is the amount, when 
made, of a contribution to the trust before the particular time 
by the particular person, 


exceeds the total of all amounts each of which is 


(c) an amount recovered before the particular time from the 

particular person in connection with a liability of the particular — 
person (in respect of the trust and the particular year or a pre- — 
ceding taxation year of the trust) that arose because of the ap- — 
plication of subsection (3) (or the application of this section as — 
it read in its application to taxation years that end before — 
2007), 


(d) an amount (other than an amount in respect of which this 
paragraph has applied in respect of any other person) recoy- 
ered before the particular time from a specified party in respect 
of the particular person in connection with a liability of the 
particular person (in respect of the trust and the particular year 
or a preceding taxation year of the trust) that arose because of 
the application of subsection (3) (or the application of this sec- 
tion as it read in its cd tea to taxation years that end 
before 2007), or 


(e) the amount, if any, by which the Sirti person’s tax 
payable under this Part for any taxation year in which an 
amount described in any of subparagraphs (a)(i) to (iv) was 
paid, became payable, was received, became receivable or was 
enjoyed by the particular person exceeds the amount that 
would have been the particular person’s tax payable under this 
Part for that taxation year if no such amount were paid, be- 
came payable, were received, became receivable or were en- 
_ joyed by the particular person in that taxation year. 
Technical Notes (Sept. 10, 2010): Under subsection 94(8), the amount of the 


recovery limit that elie toa paces person at any particular time is calculated as 
follows: 


¢ ADD amounts peceived: or receivable after 2000 and before the pide time by 
the particular person on the disposition of all or part of the particular person’s 
interest as a beneficiary under the trust, or by another person or partnership that 
was, at the time the amount became receivable, a specified party (as defined in 
subsection 94(1)) in respect of the particular person on the disposition of all or 
part of the specified party’s interest as a beneficiary under the trust; 


hd 


ADD an amount (other than an amount described in the paragraph above) made 
payable by the trust after 2000 and before the particular time to the particular — 
person because of the interest of the particular person as a beneficiary under the 
trust, or to another person or partnership (that was, at the time the amount be-_ 
came payable, a specified party in respect of the particular person) because of the _ 
interest of the specified patty as a beneficiary under the trust; 


ADD the amount of any loan received after August 27, 2010 by the eu 
person, or by another person or partnership (that was, when the amount was re- 
ceived, a specified party in respect of the particular person) to the extent that the - 
amount has not been repaid; 


_ADD the fair market value of benshic received or enjoyed (othes ‘aan aoe 
described in the paragraphs above), after 2000 and before the particular time, 
under the trust by the particular person (or by a person or partnership that was, at 
the time the benefit was received or sve a ee oa in ago of the 
particular person); 


ADD the maximum amount that would be recoverable from the particular person 
at the end of the trust’s 2006 taxation year under “old” subsection 94(2) (e., as 
it read in its application to taxation years that end before 2007) if the trust had 
had tax payable under Part I of the Act at the end of that taxation year in excess 
of the total of the amounts described in respect of the particular person under 
“old” paragraphs 94(2)(a) and (b) (i.e., as they read in their application to taxa- 
tion years that end before 2007), except to the extent that the amount so recover- 
able is in respect of an amount that is included in the particular person’s recovery 
limit because of subparagraph 94(8)(a)(i) or (ii) (note that where a trust created 
after 2000 and before 2007 has elected under the coming-into-force of new sec- 3 
tion 94 to have new section 94 apply to it for all of its taxation years that end 
before 2007, the amount described by this paragraph would not mee in i Teapot 
of it because “old” section 94 would never have applied to it); 


ADD, to the extent that it exceeds the total of the first five amnesia ea total 
amount (determined with reference to paragraphs 94(2)(b), (e), (h), (p) and (q) 
and subsection 94(9)) of contributions made to the trust by the particular person; 
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‘old” SECON ‘oe (i €., as it read i in its ts application to ene 1 years that end before 


° SUBTRACT | eden rrouies wt the CRA. ‘unc ae 94(3) « or r under 
“old” section 94 (i.e., as it read in its application to taxation years that end before 


trust and the =. ora peeine taxation ar of the trust; and — 


¢ SUBTRACT the amount, a any, by which the parteutar person’s tax payable 
under Part I of the Act for any taxation year in which an amount described in any 
of subparagraphs 94(8)(a)(i) to (iv) was paid, became 
ame receivable or was enjoyed by the partic lar person exceeds the amount that 
would have been the particular person’s tax payab ‘under Part I of the Act for 
that taxation year if no such amount were paid, became payable, were received, 


For more information on subsections 9411) to (13), or the expression ‘ “specifi ed 
party” as defined in subsection 94(1), see the commentary on those 


Related Provisions: 94(9) — Dacosinason of contribution amount, eet a 


Whether amount payable to beneficiary. 


(9) Determination of contribute 
property — If a person or partnership Cc 
stricted property to a trust, the amount of the 


Ww subsection 94(1)) to a trust of re. 


vant to dciennuing certain amounts in respect of trust 
162 and 164, as well as amounts in respect of an e! 
the attribution Tegime | in subsections 9406) | ani 


ting contri tor for purposes of 


The amount of a contribution to a trust because of 2 a neat to! 
es is deemed ce subsection ee to be the ey a 


section 94(1), see the commentary on that definition. y 
Subsection 94(9) allows for a reasonable opportunity i recovery of tax by the CRA 


in the context of a transaction or series of transactions involving the transfer of ic 


stricted property. Consider, for example, an estate freeze under v 
shares in the capital stock of a corporation are transferred directly 


aes trust. Because of the difficulties associated with Poe the common 


to ensure, among other things, that a seascocsment of a taxpayer arising out of the . 


application of subsection 94(9) can be undertaken by the CRA within 3 years aft 


the normal reassessment period of the wee in respect of the taxpayer’ S relevant 


taxation year. 


period. 


(10) Where eéntributor becomes resident in Canada 
within 60 months after making a contribution — In apply- 
ing this section at each specified time, in respect of a taxation year — 


of a trust, that is before the particular time at which a contributor 
to the trust becomes resident in Canada within 60 months after 
making a contribution to the trust, the contribution is deemed to 
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SUBTRACT previous recoveries by the CRA under bse ion 94) or under 


2007) from a specified party in respect of the particular. person in Tespect of the _ 


le, was received, be- 


_ became receivable or were enjoyed by the particular person in that taxation year. - 


time is eee ve Se nee of this section ‘0 Mee the greater 


I rule will be rele-_ 
to a contributor to. 


Libunions under Sections 


Related Provisions: [S240] — Tew ea extension tO. reassessment 


S. 94(11)(b) Gi) 


have been made ata time ~ than a a time of the 
contributor _ 


i Notes (Sept. 10, 2010): New sabcctol 94(10) applies to determine — 
whether there is a “connected contributor” (as defined in new subsection 94(1)) to a 
ru the purposes of section 94, including in applying the definition “resident 
beneficiary” (as defined in new subsection 94(1)). Under new paragraph 94(3)(d), a 
resident beneficiary can, to an extent, be liable for the trust’ '$ income tax under Part | 
of the Act. For more information, see the Commentary on. those definitions and sub- 


sntribution” (as defined i in new subsection 94(1)) t o a trust by a contributor i is 
red to have been made at a time other than a “non-resident time” (as defined 
in subsection 94(1)) if the contributor becomes resident in Canada at any time within — 
the period (referred to in this commentary as the “60-month post period”) 60 months _ 
after the time of the contribution. Ho r, to facilitate the administration of the 
definition * ‘non-resident time”, paragraph (b) of the definition “connected contribu- 
tor’ and subsection 94(3), the definition “non-resident time” is drafted so that such a_ 
contributor and the trust may, subject to subsection 94(10), treat the time of the con- _ 
tribution as a nom -tesident time for the purposes of applying the definition con- 
nected contributor ” and subsection 94(3) at | time” (as defined in new 


subsection 94(1)) in respect of the trust for any particular trust taxation year if at the 
specified time the contributor still has not bec 


resident i in Canada within the 60- 


month post period, 


Subsection 94(10) deems (for the on of applying section 94 at ‘euch specified 
time, in respect of a trust for a taxation year of the trust, that is before the particular 
time at which the contributor becomes resider in Canada within the 60-month post 
period) the contribution to have been mae at a time other than a noe ee time of 
the contributor if: Ly yy J 


° in applying the definition * siecaident time” as of or of those se specified 1 ses. 
the penetet contribution was made at a non-resident time of the. ee ; 
aud - j 


i. in applying the definition ‘ ‘non-resident time” at t ea the contribu- 
_tion is ‘made at a time other than a non-resident time of the contributor. 

Where subsection 94(10) applies, the contributor will be considered to be a “con 
nected contributor” to the trust and, if, asa result, there was a “resident beneficiary” 
ata ‘specified time in the relevant prior taxation year of the trust. In cases where the 
trust was hot already deemed by subsection 94(3) to be resident in Canada for the 
prior year (i.c., because for the prior year there were no resident contributors to the 
trust and no the resident beneficiaries under the trust), the trust would be treated as 
resident in Canada for that year and the resident beneficiary would, because of sub- 
section 94(3), generally be jointly and severally, or solidarily, liable for Part I tax on 
the trust’s income for the prior year. In this regard, please refer to the commentary on 
paragraphs 94(3)(c) and (d). For more details on the expression “solidarily”, please 
refer to the introductory commentary above on new section 94. For more information 
on ‘the definition “electing contributor”, see the commentary on that definition. 

New subparagraph 152(4)(b)(vii) is added to ensure, among other things, that a reas- 
sessment of a taxpayer arising out of the application of subsection 94(10) can be 
undertaken by the CRA within 3 years after the normal reassessment elas of the 
taxpayer in respect of the taxpayer’ s relevant taxation year, 


deel Eoision= IOC cre extension to reassessment 
period. 


(il pplication of Sibscce, (12) and ie 8) Subsections 
(12) and (13) apply to a trust or a person in respect of a trust if _ 


(a) at any time property of a trust (referred to in this subsection 
__ and subsections (12) and (13) as the “original trust’) is trans- 

‘ferred or loaned, directly or indirectly, in any manner, to an- 
__ other trust (referred to in this subsection and subsections (12) 
and (13) as the “transferee trust”); 


(b) the original trust 


_ (i) is deemed to be resident in Canada immediately before 
- that time because of paragraph (3)(a), 


ii) would be deemed to be resident in Canada immediately 
before that time because of paragraph (3)(a) if this section 
were read without reference to paragraph (a) of the defini- 
tion “connected contributor” in subsection (1) and para- 
graph (a) of the in resident contributor” in that 
subsection, 
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(iii) was deemed to be resident in Canada immediately 
before that time because of subsection (1) as it read in its 
application to taxation years that end before 2007, or 


(iv) would have been deemed to be resident in Canada im- 
mediately before that time because of subsection (1) as it 
read in its application to taxation years that end before 2007 
if that subsection were read in that application without ref- 
erence to subclause (b)(i)(A)(III) of that subsection; and 


(c) it is reasonable to conclude that one of the reasons the 
transfer or loan is made is to avoid or minimize a liability 
under this Part that arose, or that would otherwise have arisen, 
because of the application of this section (or the application of 
this section as it read in its application to taxation years that 
end before 2007). 


Technical Notes (Sept. 10, 2010): Subsections 94(11) to (13) provide a set of 
related anti-avoidance rules that apply where it is reasonable to conclude that one of 
the reasons for a loan or transfer of property from a trust (the “original trust”), that is 
deemed under paragraph 94(3)(a) to be resident in Canada (or was deemed resident 
because of “old” subsection 94(1) as it read in its application to taxation years that 
end before 2007 or would have been so deemed under either of those provisions if 
they had applied without regard to the period of time in which a contributor to the 
trust was resident in Canada), to another trust (the “transferee trust’) is to avoid or 
minimize the liability, of any person under Part I of the Act, that arose, or that would 
otherwise have arisen, because of the application of section 94 (or because of subsec- 
tion 94(1) as it read in its application to taxation years that end before 2007). Note 
that if a deemed Canadian resident trust, that was created after 2000 and before 2007 


and that has elected under the coming-into-force of new section 94 to have new sec- 


tion 94 apply to it for all of its taxation years that end before 2007, has made a 


transfer described by paragraph 94(11)(a), the trust will be an “original trust” by 


operation of subparagraph 94(11)(b)(). 


Where a loan or transfer described by subsection 94(11) is made at a particular time, 
the original trust is deemed, under subsection 94(12), to be a resident contributor to 


the transferee trust for the purpose of applying section 94 in respect of the transferee — 


trust. 


Where such a loan or transfer is made at a particular time, a person that is at that time 
a contributor to the original trust is deemed, under subsection 94(13), to be a contrib- 
utor to the transferee trust and (if at that time the person is also a connected contribu- 
tor to the original trust) a connected contributor to the transferee trust. For more in- 
formation on the definitions “contributor” and “connected contributor” in subsection 
94(1), see the commentary on those definitions. 


Subsection 94(7), generally provides that the liability of a “resident contributor” is — 


limited by that contributor’s recovery limit, as determined by reference to subsec- 


tions 94(7) to (9). However, subsection 94(7) does not apply to a person that is _ 


deemed, by subsection 94(12) or (13), to be a contributor or a resident contributor to 
the trust. For more information on the definition “resident contributor” or subsections 
94(3) and (7) to (9), see the commentary on those provisions. : 


(12) Deemed resident contributor — The original trust de- | 


scribed in subsection (11) (including a trust that has ceased to ex- 
ist) is deemed to be, at and after the time of the transfer or loan 
referred to in that subsection, a resident contributor to the trans- 
feree trust for the purpose of ig this section in respect of the 
transferee trust. 

Technical Notes (Sept. 10, 2010): See under 94(11). 

Related Provisions: 94(11) — Application of 94(12). 


(13) Deemed contributor — A person (including any person : 


that has ceased to exist) that is, at the time of the transfer or loan 


referred to in subsection (11), a contributor to the original trust, is — 


deemed to be at and after that time 
(a) a contributor to the transferee trust; and 
(b) a connected contributor to the transferee trust, if at that 
time the person is a connected contributor to the original trust. 
Technical Notes (Sept. 10, 2010): See under 94(11). 
Related Provisions: 94(11) — Application of 94(13). 


(14) Restricted property — exception — A particular pro- 
perty that is, or will be, at any time held, loaned or transferred, as 
the case may be, by a particular person or partnership is not re- 
stricted property held, loaned or transferred, as the case may be, at 
that time by the particular person or partnership if 


(a) the following conditions are met: 


(i) the particular property (and property, if any, for which 
the particular property is, or is to be, substituted property) 
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was not, and will not be, at any time acquired, held, loaned 
or transferred by the particular person or partnership (or 
any person or partnership with whom the particular person 
or partnership does not at any time deal at arm’s length) in 
whole or in part for the purpose of permitting any change in 
the value of the property of a corporation (that is, at any 
time, a closely-held corporation) to accrue directly or indi- 
rectly in any manner whatever to the value of property held 
by a non-resident trust, 


(ii) the Minister is satisfied that the particular property (and 
property, if any, for which it is, or is to be, substituted) is 
_ described by subparagraph (i), and 
_ (iii) the particular property is identified in prescribed form, 
- containing prescribed information, filed, by or on behalf of 


i 


: 


the particular person or partnerships with the Minister on or 


before 


(A) in the case of a person, the particular person’s fil- 
ing-due date for the particular person’s taxation year 
that includes that time, 


(B) in the case of a partnership, the day on or before 
which a return is required by section 229 of the Income 

_ Tax Regulations to be filed in respect of the fiscal pe- 
_ riod of the particular partnership or would be required to 
be so filed if that section applied to the partnership, or 


(C) another date that is acceptable to the Minister; or 
() ; at that time 
(i) the particular property is 
(A) a share of the capital stock of a corporation, 
(B) a specified fixed interest in a trust, or 


(C) an interest, as a member of a partnership, under 
which, by operation of any law governing the arrange- 
ment in respect of the partnership, the liability of the 
member as a member of the partnership is limited, 


(ii) there are at least 150 persons each of whom holds at 
that time property that at that time 


(A) is identical to the particular property, and. 
(B) has a total fair market value of at least $500, 


(iii) the total of all amounts each of which is the fair market 
value, at that time, of the particular property (or of identical 
property that is held, at that time, by the particular person 
or partnership or a person or partnership with whom the 
particular person or partnership does not deal at arm’s 
length) does not exceed 10% of the total of all amounts 
each of which is the fair market value, at that time, of the 
particular property or of identical property held by any per- 
son or partnership, 


(iv) property that is identical to the particular proseiy can 
normally be acquired by and sold by members of the phe 
in the open market, and 


(v) the particular property, or identical property, is fisted on 
a designated stock exchange. 


Technical Notes (Sept. 10, 2010): Subsection 94(14) provid two shparale rules 
that can operate to suspend, in limited circumstances, a particular property’s status as 
restricted property of a particular person or partnership. 


Paragraph 94(14)(a) provides that a particular property that is at any time held, 
loaned or transferred by the particular person or partnership will not be treated as 
restricted property held, loaned or transferred at that time by the person or partner- 
ship if 
* the particular property (or property for which the particular property is, or is to 
be, substituted property) was not, and will not be, at any time acquired, held, 
loaned or transferred by the person or partnership (or any person or partnership 
with whom the person or partnership does not at any time deal at arm’s length) 
in whole or in part for the purpose.of permitting any change in the value of the 
property of a corporation (that is, at any time, a closely-held corporation) to ac- 
crue directly or indirectly in any manner whatever to the value of property held 
by a non-resident trust (.b., because of subsection’ 94(4) a non-resident trust 
includes here a trust that is deemed to be resident in Canada for other peceakes 
under subsection 94(3)); - 
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es the Minister is satisfied that this is the case with respect to the Property oe 
preven: if any, for which it is to be substituted); and 


-« the particular property is. identified in prescribed form with prescribed 
information. ; 


In the case of a person, the preseribed form in which he particular property is identi- 
fied must be filed by the person’s filing- -due date for the person’s taxation year that 
includes that time. In the case of a partnership, the prescribed form must be filed on 


or before the day on which a return is required by section 229 of the Regulations to. 


be filed in respect of the partnership (or would be required to be filed 

applied to the partnership). In either case, the prescribed form may be filed on or 
before another date acceptable to the Minister. That other date will generally be a 
date later than the person or partnership’s relevant filing due-date, but in circum- 


stances in which the person or partnership has no filing-due date, the other date is 


intended to provide the: Minister with the ey to choose : a filing deadline sof the 
prescribed form. / 


Paragraph 94(14)(b) provides that Dropety is not restricted property br a particular 
person or partnership that is held, loaned or transferred, as the case may be, at that 7 


time by the particular person or partnership if at hee time: 


ee the particular property is a share of the cap 
fixed interest in a trust, or an titers, as a li 


| stock of a corporation, a specified 
ited pane ina pete ] 


© there are at least 150 persons wack of whom hols that time property ri at 


that time is identical to the oe _ and has z a — for —_~ vain 


of at least $500; 


: * the total of all amounts each of which | is the fair market value, at that time, of the 
particular property (or of identical property that is held, at that time, by the par- 


ticular person or partnership or a person or partnership with whom the particular — 


person or partnership does not deal at arm’s length) does not exceed 10% of the 


total fair market value, at that time, of the Particular property and of adentical . 


property held by any person or ‘Partnership; 


° property that is identical to the particular property can. sormiolly be beats by 


and sold by members of the pene in the open market; and 


- . the particular property, or identical prope: is listed on a designated eek 
exchange | 


For more details on the definitions “restricted 
tion”, see the commentary on those provisions. — 


Related Provisions: 94(4)(b) — Deeming ne resident trust to be resident in 


Canada does not apply to para. (a); 94(15)(a)Gii) — -Anti-avoidance tule re congioon 
in 94(14)(b) (ii); 248(12) — Identical properties. ‘ 


(15) Anti-avoidance — In applying this. section, | 


(a) ft 50-investor rule] — if it can reasonably be considered : 


_ that one of the main reasons that a person or partnership 
(i) is at any time a shareholder of a corporation is to cause 


the condition in paragraph (b) of the definition “closely- 
held corporation” in subsection (1) to be satisfied in respect — 


of the corporation, the condition is deemed not to have 
been satisfied at that time in respect of the corporation, 


(ii) holds at any time an interest in a trust is to cause the 


condition in clause (h)(ii)(A) of the definition ‘ “exempt for- 


eign trust” in subsection (1) to be satisfied in respect of the. 
trust, the condition is deemed not to have been satisfied at 


that time in respect of the trust, and 


(iii) holds at any time a property is to cause the oe 
described in subparagraph (14)(b)(ii) to be satisfied in re- 


spect of the property or an identical property held by any 


person, the condition is deemed not to have been satisfied 


at that time in Tespect of hae property or the ae 


property; 


(b) [“exempt foreign trust”(f)] —if at apy time at or : 
_ before a specified time in a taxation year of a trust, a resident — 


_ contributor to the trust contributes to the trust property that is 
restricted property of the trust, or property for which restricted 
property of the trust is substituted, and the trust is at that speci- 
fied time an exempt foreign trust by reason of paragraph (f) of 
the definition “exempt foreign trust” in subsection (1), the 
amount of the trust’s income for the taxation year from the re- 
stricted property, and the amount of any taxable capital gain 
from the disposition in the taxation year by the trust of the re- 
stricted property, shall be included in computing the income of 
the resident contributor for its taxation year in which that taxa- 


erty” whe ‘ lose ee 
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tion year of the trust ends and not in computing the income of 
the trust for that taxation year of the trust; and 


(c) (“exempt foreign trust”(h)] — if at a particular time in 
a particular taxation year of a trust, that was at a specified time 
5 ints immediately preceding taxation year an exempt foreign 
trust by reason of paragraph (h) of the definition “exempt for- 
__ eign trust” in subsection (1), a beneficiary who may receive, at 
_ or after the particular time and directly from the trust, any of 
_ the income or capital of the trust holds a specified fixed inter- 
est in the trust, and immediately after the particular time, the 


e interest ceases to be a specified fixed interest in the trust, 


(i) the trust shall include in computing its income for the 
_. particular taxation year an amount equal to the amount de- 
d 


here. 

A is the amount by which the total of all amounts each of | 

"which is the fair market value of a property held by the 
trust at that ‘Specified time exceeds the total of all 

_ amounts each of which is the principal amount outstand- 
_. ing at that specified time of a liability of the trust, 


_B is the amount by which the total of all amounts each of 
__ which is the fair market value of a property held by the 
trust at the earliest time at which there is a resident con- 
_ tributor to, or resident beneficiary under, the trust and at 
e which the trust is an exempt foreign trust (referred to in 
this paragraph as the “‘initial time”) exceeds the total of 
all amounts each of which is the principal amount out- 
standing at the initial time of a liability of the trust, and 
_C is the total of all amounts each of which is the amount 
of a contribution made to the trust in the period that be- 
gins at the initial time and ends at the specified time (in 
this paragraph referred to as s the * as Sross-up pe- 


ii) a the purposes of subsection 1 161), for each taxation 
_ year of the trust that ends in the interest gross- up period, 
ihe trust is (in addition to any excess otherwise determined 
in respect of the trust under that subsection) deemed to 

have throughout the period that begins at the trust’s bal- 

-ance-due date for that taxation year and ends at that speci- 

_ fied time, an excess equal to the amount determined by the 

ae formula 


“| A/B Xx 42.92% 
2 where 
A is the amount determined ce subparagraph @) in re- 
: spect of the trust for the particular taxation year, and 


__ B is the number of the trust’s taxation ee that end in the 
_ interest gross-up period. 


Technical Notes (Sept. 10, 2010): New subsection 94(15) is an anti-avoidance 
provision. 


Determining whether There are 150 Persons 


Paragraph 94(15)(a) is relevant to the application of the definition “closely-held cor- 
poration” in subsection 94(1), paragraph (h) of the definition “exempt foreign trust” 

in subsection 94(1), and paragraph 94(14)(b). These provisions, respectively, provide 
for different results based, in part, on the condition that there be at a particular time at 
least 150 shareholders of ‘the capital stock of a corporation, at least 150 beneficiaries 
under a trust, or at least 150 persons that hold property (identical to a particular pro- 
perty) issued by a trust, corporation or limited partnership. 


New paragraph 94(15)(a) provides that, if it can reasonably be considered that one of 
the main reasons that a person or partnership is at any time a shareholder of a corpo- 
ration, holds a capital interest in a trust, or holds a property is to cause the applicable 
condition above to be met in respect of the corporation, the trust or — in the case of 
paragraph 94(14)(b) — the particular property (or an identical property), the condi- 
tion is deemed not to have been met with eee to the corporation, the trust or the 
particular or identical property. 


Where paragraph 94(15)(a) applies in respect of a particular time and i in respect of 
the corporation or trust, in the case of the corporation, it would be treated at that time 
as a closely-held corporation and in the case of the trust, it would not be treated at 
that time as an exempt foreign trust. In the case of paragraph 94(14)(b), the particular 
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property and the identical property would no longer qualify under Paragraph 
94(14)(b) for an exemption from treatment as restricted property. 


Exempt Foreign Trusts — paragraph (f) 


New paragraph 94(15)(b) applies if at any time a resident contributor has contributed 
restricted property — or contributes property for which restricted property is later 
substituted (including by reference to subsection 248(5)) — to a trust. Where this is 
the case, for each taxation year of the trust for which it is at or after the contribution 
and at a specified time in that taxation year (generally meaning the end of the faxa- 
tion year) an exempt foreign trust because of paragraph (f) of the definition “exempt 
foreign trust” in subsection .94(1), any of the trust’s income from, or taxable capital 
gains from the disposition of, the restricted property is not to be included in comput- 
ing the trust’s income. Instead, those amounts are to be included in computing the 
income of the resident contributor for its taxation year in which the relevant trust 
taxation year ends. 


Exempt Foreign Trusts — paragraph (h) 


New paragraph 94(15)(c) is intended to apply to trusts that initially qualify for the 
commercial trust exemption under paragraph (h) of the definition “exempt foreign 
trust”, but that compromise an essential indicator of commerciality as a result of the 
interest of a beneficiary under the trust ceasing to be fixed. The anti-avoidance rule 
seeks to ensure that the trust is taxed as though it were not an exempt foreign trust 
during the entire period in which there are Canadian investors in the trust and the 
trust qualified as an exempt foreign trust under paragraph (h) of that definition. 


Paragraph 94(15)(c) applies in respect of a trust for a particular taxation year of the 
trust if at the end of its immediately preceding taxation year it was an exempt foreign 
trust because of paragraph (h) of the definition “exempt foreign trust” in subsection 
94(1), and in.the particular taxation year the beneficial interest of a given trust inves- 
tor ceases to be a specified fixed interest (as defined in new subsection 94(1)) in the 
trust (1.b., in these circumstances, the beneficial interests of all of the trust’s inves- 
tors would be expected to also cease to be specified fixed interests in the trust be- 
cause the definition “specified fixed interest” requires that none of the rights to in- 
come or capital in respect of any interest under the trust depend upon a discretionary 
power). 


Where this is the case, the trust is, in general terms, required to include a specified 
amount in computing its income for the particular taxation year. The specified 
amount is intended to be a proxy for the trust’s accumulated income. More specifi- 
cally, that amount is the increase, if any, in the net fair market value of the trust from 
the initial time at which there are Canadian investors in the trust and the trust quali- 
fies as an exempt foreign trust under paragraph (h) of that definition to the end of the 
immediately preceding taxation year, minus the total amount of contributions made 
to the trust in that period (“the interest gross-up period’). 

In addition to this income inclusion for the trust in the particular taxation year, for 
each taxation year of the trust included in its interest gross-up period, the trust is 
made liable for unpaid instalment interest, computed as though the trust had unpaid 
Canadian taxes for the year (using the federal rate of 42.92% that applies for inter 
vivos trusts that have income not earned in a province) in respect of the specified 
amount. The resulting excess is in addition to any other excess otherwise determined 
in respect of the trust under subsection 161(1). 

Related Provisions: 248(12) — Identical properties; 257 — Formula cannot cal- 
culate to less than zero. 


(16) Attribution to electing contributors — If at a specified 
time in respect of a trust for a taxation year of the trust (referred to 
in this subsection as the “trust’s year’), there is an electing con- 
tributor in respect of the trust, the following rules apply: 


(a) the electing contributor is required to include in computing © 


their income for their taxation year (referred to in this subsec- 


tion as the “contributor’s year’) in which the trust’s year ends, 


the amount determined by the formula | 


A/B x (C —D) 
where 
A is the total of all amounts each of whiek 3 is 


(i) if, at or before the specified time, the electing con- | 
tributor has made a contribution to the trust and is not a 


joint contributor in respect of the trust and the contribu- 
tion, the amount of the contribution, or 


(ii) if, at or before the specified time, the electing con- . 


tributor has made a contribution to the trust and is a 
joint contributor in respect of the trust and the contribu- 
tion, the amount obtained when the amount of the con- 
tribution is divided by the number of joint contributors 
in respect of the contribution, 


Bis the total of all amounts each of which is the amount that 
would be determined under A for each resident contributor, 
or connected contributor, to the trust at the specified time if 
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all of those contributors were electing contributors in re- 
spect of the trust, 


C is the trust’s income, computed without reference to para- 
graph (f), for the trust’s year, and 


D is the amount deducted by the trust under section 111 in 
computing its taxable income for the trust’s year; j 
(b) subject to paragraph (c), the amount, if any, required by — 
paragraph (a) to be included in the electing contributor’s in- 
come for the contributor’s year is deemed to be income from | 
property from a source in Canada; | 
(c) for the purposes of this paragraph, paragraph (d) and sec- 
tion 126, an amount in respect of the trust’s income for the 
trust’s year from a source in a country other than Canada is 
deemed to be income of the electing contributor for the con- _ 
tributor’ s year from that source if . 


(i) the amount is designated by the trust, in respect of the 
_ electing contributor, in the trust’s return of income under 
this Part for the trust’s year, 


(ii) the amount may reasonably. be considered (having re- 
gard to all the circumstances including the terms and condi- 
tions of the trust) to be part of the amount that because of 
paragraph (a) was included in computing the income of the 
electing contributor for the contributor’s year, and 


(iii) the total of all amounts designated by the trust, under 
this paragraph or subsection 104(22) in respect of that 
source, in the trust’s return of income under this Part for the 
trust’s year is not greater than the trust’s income for the 
trust’s year from that source; 


(a) for the purposes of this paragraph and section 126, the 
electing contributor is deemed to have paid as business-income 
tax (in this subsection as defined by subsection 126(7)) or non- 
business-income tax (in this subsection as defined by subsec- . 
tion 126(7)), as the case may be, for the contributor’s year in 
Tespect of a source the amount determined by the formula 


AxBC 
where 


A is the amount that, in the absence of subparagraph (e)(i), 
would be the business-income tax or non-business-income 
tax, as the case may be, paid by the trust in respect of that 

_ source for the trust’s year, 
Bis the total of all amounts each of which is an amount des- 
_ ignated under paragraph (c) in respect of that source by the 
trust in respect of the electing contributor in the trust’s re- 
turn of income under this Part for the trust’s year, and 
C is the trust’s income for the trust’s year from that source; 


(e) in applying subsection 20(12) and section 126 to the trust 
_ for the trust’s year there shall be deducted 


(i) in computing the trust’s income from a source for the 
trust’s year the total of all amounts each of which is an 
amount deemed by paragraph (c) to be income from that 
source of the electing contributor for the contributor’s year, 
and 


(ii) in computing the busiicseincome tax or non-business- 

income tax paid by the trust for the trust’s year in respect of 

a source the total of all amounts in respect of that source 

_ each of which is an amount deemed by paragraph (d) to be 

_ paid by the electing contributor as business-income tax or 

- non-business-income tax, as the case may be, in Tespect of 
_ that source; 


(f) in computing the trust’s income for the trust’s year there 
may be deducted the amount that does not exceed the amount 
included by reason of paragraph (a) in the electing contribu- 
tor’s income for the contributor’s year; and _ 


(g) where before the specified time the electing contributor 
made a contribution to the trust as part of a series of transac- 
tions in which another person made the same contribution, in 
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applying this subsection in respect of the electing contributor 

“and the other person, the other person is deemed not to be a 

joint contributor in respect of the contribution if it can reasona- 

__ bly be considered that one of the main purposes of the series 
_ was to obtain the benefit of any deduction in 

come, taxable income or tax payable under this Act or any bal- 

ance of undeducted outlays, expenses or other pons availa- 


person from tax payable under. this Ac . 


Technical Notes (Sept. 10, 2010): New subsection 94(16) provides rules for 
attributing the income of a trust that is deemed to be resident in Canada under new 
subsection 94(3) to its electing | contributors. The provision applies on an electing 
contributor-by-electing contributor basis. Losses of a trust cannot be attributed to an 
electing contributor. Héwever, the amount of trust income to be attributed to an 
electing contributor is reduced by the amount of the trust’s losses of other years de- — 
ducted by the trust in computing its taxable income. For mo . 
definition gus contributor” i in new subsection oe see the oe on that - 
definition. ; - 


New patatepk 94(16)(a) provides for an income cen for ok contribu- 
tor in respect of a trust. T 
trust’s income for the taxation year the amounts deducted by the trust under section — 
111 as losses for the year (thus ensuring that electing contributors benefit from their 
proportionate share of trust losses), and multiplying the result by the proportion that 
the electing contributor’s share of contributions made to the trust is of the total 
amount that would be contributions to the trust by resident contributors or connected — 
contributors if those contributors were electing contributors in. respect of the trust. 
This proportion is itself computed to account for joint contributors (as defined under 
new subsection 94(1)). If there are joint contributors in res of the trust and a 
contribution, the electing contributor’s share of that contribut yn will be divided 
equally among the number of joint contributors i 
graph 94(16)(a) therefore has the effect of attributing 
proportionate share of the income of the trust. Paragrap 


income of the trust that is available to be attributed to ‘elccuns contributors i is its 
meoane computed after taking into account dedu ti ms avail: f 


Ged by the trust under paragraph 94(16)(f). (After applying the. attri 
any (ae oo in respect of the trust, the remaining i income. 


émounts facies in the income of electing contri 
be i income from property from a source in Cans 


New paragraphs 94(16)(c) to (e) provide 
electing contributors in respect of the trus' 
Such a designation is made by the trust on a source-by-source basi 
ignation is made, the amount designated is deemed, for the purposes of paragraphs — 
94( ee and ae and section 126, to be the electing contributor’ S — the year 


‘amount 


under a trust. 


A trust designation oe these rules i respect of a source of i its in 
if it is reasonable to consider that the amount designated i is part 


104(22) i in respect of that source ‘does ol exceed the t trust’s income fori i 
year from that source. Ly : 


New paragraph. 94(16)(d) reas an ce contributor, a ‘as a consequence 
trust’ Ss designation of a source under uae 94(16)(c) i in the contributor’s s 


non-business-income tax od by the trust. The pro-rata ‘share for the 
tributor i is equal to the proportion: of the trust’ s income from that source 


purpose, paragraph 94(16)(d) specifies that the terms een aS ta 7 a 


“non-business-income tax” have, in gee Ne the —— as defined 


under subsection 126(7). . 


New paragraph 94(16)(e) requires that a trust recalculate, for purposes of ier trust 
computing certain deductions in respect of foreign taxes paid by it, amounts of its 
income and business-income tax and non-business-income tax to account for the des- 
ignation made in favour of electing contributors. 


New paragraph 94(16)(f) provides a trust with a deduction for a taxation year corre- 
sponding to amounts included i in an Une Pontaicr s income Mages paragrap 
94(16)(a). y | 


New paragraph 94(16)(g) is an anti-avoidance rule that prevents ihe definition “joint 


contributor” from applying in certain circumstances. If an electing contributor makes __ 


a contribution to a trust as part of a series of transactions or events in respect of 


puting in- 


his income inclusion is computed by subtracting from the _ 


S. 94(16) 


which another person has made the same contribution (e.g., because of the extended 
transfer or contribution rules in subsection 94(2)), and one of the main purposes of 


each 0 the other. joint ‘contributors amounts in respect ae the contribution will be 
oe ‘on subparagraph (i) of A of. the formula 1 in paragraph 94(16)(a), and the result- 
Ju i i an otherwise determined. For this purpose, a 


pect of a conibuion made i a oe who i is non eden at the 
‘time of the contribution, 7 the person later becomes resident in Canada 


ving ine at conlribution at a time other than a non-resident time. As a 

the person will be treated as a connected contributor at the time (“change-in- 
seine") at which the 1 juirements of paragraph (a) of the definition “connected 
contributor” cease foe met in rope of the Person. That contribution as as of the 


at ends before the change-in- status 
uring the time that is pao the 
de ens time, but will instead be taxed at the trust level. 


New subsection 94(16) applies to tax years that end after March 4, 2010. 
Example 1 : 


_ Prorto 201 L Canadians, have made contributions to a pre-existing non-resident 
trust totalling $30,000. None of those persons is resident in Canada in 2011. The 
trust has also received contributions. from non-resident persons who have never 
been resident in Canada totalling $10, 000. No ges are made ue the 

__ trust during its 2011 taxation year. 


- Kamil, Prasanna and Chris are long-term residents - Canada. In ana 
2011, Kamil makes a contribution of $10,000 to the trust and Prasanna makes a 
- contribution of $5,000 to the trust. Both contributions were made in cash. In 

August 2011, Chris contributes securities that have a total fair market value of 
00 1e trust. None of Kamil, Prasanna or Chris has previously contrib- 
. None of oe ane an interest in the trust in ee ee their 


ae 


The trust eeatiaes income a 82, 500 and losses of $500 cone its 2011 taxation 
| year Ad of. the income and losses result from the property contributed by the 
current and former residents of Canada. The $10,000 of property contributed by 

persons who have never been resident in Canada did not result in any income or 
losses during the 201 7 taxation year. 


~ Kamil and Prasanna do not elect to be “electing contributors” in respect of the 
_ trust. Chris elects to be an “electing contributor” in respect of the trust. 


1. The “resident “portion” of He trust for its 2011 taxation year will Jotal 
$50,000. This consists of the $30,000 of pre-2011 contributions from the former 

residents of Canada and the $20,000 total contributions from Kamil, Prasanna 

uring 2011. The “non- resident pom © Of the trust for its 2011 aKa 
tion year will total $10,000, ] 


2. Since Chris i is an “electing contributor” in vances of the trust, he is required 
to include an amount in income in respect of the contribution of securities for his 
taxation year in which the trust’s 2011 taxation year ends. Applying the formula 
Ze paragraph 94(16)(a), he will be ened $200 to be included in income as 
follo Ws: 


65, oo) $50,000) x a — $500) = $200 
3. Under paragraph 94(16)(f), the trust will be permitted a eae deduction in 
computing its income for its 2011 taxation year. 


4. Since Kamil and Prasanna do not elect to be ‘ ‘electing contributors” in re- 

spect of the trust, they will be jointly, severally and solidarily liable with the trust 

for the Canadian income tax liability on its remaining income of $1,800 for its 

2011 taxation year ( as wil any benef iciaries oe the trust who are resident in 
Canada). 


5. Note that the “non-resident portion” of the trust is net involved in these com- 
putations. In other words, the results described above would be obtained even if 
the trust did realize income or losses resulting from the $10,000 of property con- 
tributed by the non-resident persons who have never been peslaeny in Canada. 


Example 2 


Assume the same 1e facts as in n Example 7 ‘except that i trust's income for the 
year before any deduction under subsection 104(6) or paragraph 94(16)(f) is 
$50,000 and that the trust has non-capital losses of other years totalling $15,000 
and net capital losses of other years totalling $10,000, which are available to be 
deducted by the trust in computing its taxable income for 2011. In addition, the 
trust has made $20,000 of its income payable to its beneficiaries. 
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Results 


I. The “resident portion” of the trust for its 2011 taxation year will total 
$50,000. This consists of the $30,000 of pre-2011 contributions from the former 
residents of Canada and the $20,000 total contributions from Kamil, Prasanna 
and Chris during 2011. The “non-resident portion” of the trust for its 2011 taxa- 
tion year will total $10,000. 


2. The trust’s income for 2011(computed without reference to paragraph 
94(16)(f)) is $530,000 less the $20,000 payable to the beneficiaries of the trust, or 
$30,000. The trust decides to deduct $10,000 of its non-capital losses of other 
years and $10,000 of its net capital losses of other years. After the application of 
its losses to 2011, the trust will*have $5,000 in non-capital losses of other years 
available to be applied to future years. 


3. Since Chris is an “electing contributor” in respect of the trust, he is required 
to include an amount in income for his taxation year in which the trust’s 2011 
taxation year ends. Applying the formula in paragraph 94(16)(a), he will be re- 
quired to include $1,000 in income as income from property from a source in 
Canada as follows: 


($5,000 / $50,000) x ($30,000 — $20,000) = $1,000 


4. Under paragraph 94(16)(f), the trust will be permitted to deduct $1,000 in 
computing its income for its 2011 taxation year. As a result, its net income will 
be $29,000 ($50,000 — $20,000 — $1,000 (taking into account the $20,000 paya- 
ble to its beneficiaries)) and its taxable income will be $9,000 ($29,000 — 
$20,000 (taking into account the $20,000 of total losses deducted by it)) for 
2011. Kamil and Prasanna will be jointly, severally and solidarily liable with the 
trust for its income tax liability on that income. 


5. Note that if the trust had made an election under subsection 104(13.1) in re- 
spect of the $20,000 of income payable to its beneficiaries, the amount to be 
included in Chris’ income would have been $3,000 ($5,000 / $50,000) x 
($50,000 — $20,000)), and the taxable income of the trust would have been 
$27,000 ($47,000 — $20,000). 


Example 3 


Luke and Marie are long-term residents of Canada and in 2004 each contributed 
$10,000 to a trust for the benefit of their adult children, Karen and Paul. There 
are no other beneficiaries under the trust. Karen lives in Canada and Paul lives 
in Country X. The trust is considered to be resident in Country X, a country with 
which Canada does not have a tax treaty. David, who is unrelated to Luke and 
Marie and their children, ceased to be resident in Canada on May 15, 2004 and 
made a $10,000 contribution to the trust on May 17, 2004. Marie elects to be an 
“electing contributor” in respect of the trust, but Luke does not. 


The trust realizes $10,000 in income from property during its 2011 taxation 
year, of which $2,000 was earned in Country Y, $4,000 was earned in Country 
X, and the remainder was earned in Canada. The trust distributes $2,000 to each 
beneficiary. The terms of the trust are silent on the source of income to be dis- 
tributed to the beneficiaries. The trust does not have any losses to apply during 
its 2011 taxation year. 


Country Y imposes tax of 25% on the $2,000 earned in Country Y such that the 
trust pays $500 in tax to Country Y. Country X imposes tax on all of the trust's 
income at a rate of 30%, but allows a foreign tax credit for tax payable to an- 
other country to a maximum of 15% such that the trust pays $2,100 in tax to 
Country X (30% x $10,000 — 15% x $6,000). Although the tax payable to Can- 
ada and Country Y exceeds 15% of the income earned in each of those countries, 
Country X limits the foreign tax credit to 15%. 


Results 


1, All of the trust’s property, including the $10,000 of income realized during its 
2011 taxation year, is included in its “resident portion” as all contributions 
were made by either resident contributors or connected contributors. 


2. Under new paragraph 94(16)(a), Marie is required to include an amount in 
her 2011 income computed according to the formula _ 


where A/B (C-D) 


A is the total of each of Marie’s contributions, or $10,000 in this example. 


B is the total of all amounts each of which is the amount that would be deter- 
mined under A for each resident contributor, or connected contributor, to 
the trust at the specified time if all of those contributors were electing con- 
tributors in respect of the trust, or $30,000 in this example. 


Cis the trust’s income for the year computed without reference to paragraph 
94(16)(f), or $6,000 ($10,000 — $4,000) in this example. 


Dis the amount of net capital loss or non-capital loss of the trust applied in 
the year, or nil in this example. 


As a result, Marie is required to include $2,000 ($10,000 / $30,000 x $6,000) in 
her income for 2011, and the trust is entitled to a deduction for that $2,000 
under new paragraph 94(16)(f). 


3. Under new paragraph 94(16)(c), the trust may designate an amount, in re- 
spect of Marie, not exceeding the lesser of its income from a source in a country 
other than Canada ($6,000) and the amount that may reasonably be considered 
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(having regard to all the circumstances including the terms and conditions of the 
trust) to be part of the amount included in Marie's income because of new para- 
graph 94(16)(a) ($2,000). 


Note that the amount designated in respect of Marie reduces the amount that can 
be designated in respect of Karen under subsection 104(22). Alternatively, an 
amount designated in respect of Karen would reduce the amount that could be 
designated in respect of Marie. 


Assuming that the trust makes a designation of $2,000 in respect of Marie under 
new paragraph 94(16)(c), in addition to any non-business-income tax otherwise 
paid by Marie, Marie is, under paragraph 94(16)(d), deemed to have paid non- 
business-income tax equal to the amount determined by the formula 


where AxBIC 


A_ is the total non-business-income tax of the trust for its 2011 taxation year 
paid to a country other than Canada computed without reference to new 
paragraph 94(16)(e), or the $2,600 in total paid to Countries Y and X in this 
example. 


B_ is the amount designated in respect of Marie, or $2,000 in this example. 


is the amount of the trust’s income from property sourced in Country X, or 
$6,000 in this example. Note that new paragraph 94(3)(b)(iii)(A) deems the 
income from Country Y to be from Country X and not from any other source. 


_ Asa result, Marie is deemed to have paid $866.67 in non-business-income tax 


under new paragraph 94(16)(d). 


4. In conjunction with the designation in respect of Marie under new paragraph 
94(16)(d), new paragraph 94(16)(e) operates to reduce the trust’s income from 
Country X for 2011 by the amount designated in respect of Marie, and to reduce 
the amount of non-business-income tax paid by the trust for 2011 by the amount 
deemed to have been paid by Marie. As a result of the application of new para- 
graph 94(16)(e), the maximum amount of foreign income from a source other 


than Canada that can be designated for the year in respect of any beneficiary 


under subsection 104(22) is limited to the trust’s income from that source less 
any amount designated to an electing contributor. Similarly, the amount of for- 
eign tax paid by the trust for the year that can be designated to a beneficiary 
under subsection 104(22.1) is limited to the foreign tax paid by the trust less the 
amount that is deemed to have been paid by an electing contributor. 


5. In this example, the trust would be able to designate an amount under subsec- 
tion 104(22) not exceeding the lesser of the amount of the trust's foreign income 
($4,000) and the amount of income paid to Karen out of the income of the trust 
as income from Country X ($2,000). Since Paul is not resident in Canada such 
that no amount will be included in his income for the year under subsection 
104(13) or (14), no designation can be made to him. Assuming the trust 
designates $2,000 of its income from Country X in respect of Karen, she will be 
deemed to have paid $866.67 ($1,733.33 x $2,000 / $4,000) in non-business- 


__ income tax for the purposes of computing her foreign tax credit. 


6. As a result of the designations of $2,000 of its foreign income to Marie under 
paragraph 94(16)(e), and $2,000 to Karen under subsection 104(22), the trust 
has foreign income of $2,000 ($6,000 — $2,000 — $2,000) and foreign tax paid of 
$1,033.33 ($2,600 — $866.67 — $866.67) to use in computing its own foreign tax 
credit under section 126 (or alternatively, as a deduction under subsection 
20(12)). 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


(17) Liability for joint contribution — If, at or before a speci- 
fied time in a trust’s taxation year (referred to in this subsection as _ 
the “trust’s year’), there is an electing contributor in respect of the 
trust who is a joint contributor in respect of a contribution to the 
trust, 


(a) each person who is a joint contributor in respect a the 
contribution 


(i) has, in respect of the contribution, jointly and several), 
or solidarily, the rights and obligations under Divisions I 
and J of each other person (referred to in this subsection as 
the “specified person’) who is, at or before the specified 
time, a joint contributor in respect of that contribution, for 
the specified person’s taxation year in which the trust’s 
year ends, and 


(ii) is subject to Part XV in respect of those rights and obli- 
gations; and 


(b) the maximum recoverable under the provisions referred to 
in paragraph (a) at a particular time from the person in respect 
of the contribution and a particular specified person’s taxation 
year in which the trust’s year end is the amount determined by 
the formula 
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2. Kelly is deemed to have made a contribution to the trust of $5,000 by reason 
of paragraph (b) of the definition “contribution”. As Chris and Kelly are both 
le ed to have made a contribution to the trust, they may both elect to be an 


a For th purpose of Lee the amount soft income to be attributed to each of 
Chris and Kelly, they are each deemed to have made a contribution of $2,500 by 
: reason of subparagraph (ii) of the description of A in paragraph 94(16)(a). Note 

; a Hed if oy ris had also made a separate contribution to the trust of $10,000, such 
e un oe by the =e Bow. 7 al contributions to the trust would have been $15,000, for the purpose 
nder this Part for the particular Spe ed person’ Of | son pains the amount of income to be attributed to him, the amount deter- 


mined for him under A of t the formula in subsection 94(16) would be $12,500. 


Chris and Kelly have elected to be “electing contributors” In ponee of 


contribution of. canes for their taxation years in which the trust’s 2011 taxa- 
tion year ends. Applying the formula in paragraph 94(1 6) a), he will each be 
c 00 to 7 included in income as ee ve 


25 5007 $50 Aya x 2 500 - oe 5100 


Ww o bsection 94(1)) i in iespect of dia 
| with each other person who is isa joint” 
the os and homes oe fons 1 


a aril, the ae Spiscions 6 Wager 
ntribution of oe to the trust 


amount vp his peat tax payable for 2011. vas new i Mieseccion 160(2.1), 

a notice of assessment in respect of the $50 tax and 

_ chris or Kelly subsequently pays the full amount ow- 
/ ing, 1 the liability of each is ettin guished, nee the —, aes new subsec- 


est and ee ites by the obey person in respect 6 < 
i gee of which the two ee are both 


‘Prior to 201 1, Canadians shige ede cohtribiadions to a pre- 
trust totalling $30,000. Noe of those persons is resident i 
ni 


ion of he trust for its 2011 tan on ‘year ‘will total 
$50,000 and the es resident portion 2 as the trust ae its 201 1 taxation ee 


od Ca A are each deen el to have made a bdniibution t to a the 


to the trust, they | may both elect to be an “electing contributor” to the trust. 


. : 3. - Provided that paragraph 94 16)( 2) does not apply, Corporation A and Kelly 
; each ue attributed $2 30,000 to 0€ included in income as olews 


( 2, 500 / $50 000) » x $5 ,000,000 = $250,000 


mitributor to the trust ae the purpose of computing the amount to be at- 
tributed to electing contributors. As a result, Belly would include the full 
000 eee of onl oe fo 


“o Soe a to (15) sien — @ ack of a trust’ 8 taxation years in a which i it 


_ taxation year will total $10, 000. exists and that end after 2000 and before 2007, and to each taxation year of the 


of $5,000 in respect of Corporation A’s transfer of the securities to the — 
AS Corporation A and Kelly are both deemed to have made a contribution a \ 
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beneficiaries under, and contributors to, the trust in which such a trust taxation 
year ends, if the trust 


(i) was created in one of those taxation years, and 


(ii) elects, in writing, to have s. 94 apply to each of those taxation years of 
the trust by filing the election with the Minister of National Revenue on or 
before the trust’s filing-due date for the trust’s taxation year in which this 
draft legislation is assented to; 


(b) subsecs. 94(16) and (17) apply only to taxation years that end after March 4, 
2010; 


(c) any election or form referred to in s. 94 that would otherwise be required to 
be filed before 120 days after the day on which this draft legislation is assented 
to is deemed to have been filed with the Minister of National Revenue on a 
timely basis if it is filed with the Minister of National Revenue within 365 days 
after the day on which this draft legislation is assented to; 


(d) if a trust elects, by notifying the Minister of National, Revenue in writing on 
or before its filing-due date for its taxation year that includes the day on which 
the legislation enacting new s. 94 is assented to, that this paragraph apply, in 
applying s. 94 in respect of the trust the definition “arm’s length transfer” in 
subsec. 94(1), does not include a loan or other transfer of property that is identi- 
- fied in the election and that is made in a taxation year that begins before 2003; 


(e) cl. ()Gi)(C) of the definition “exempt foreign trust” in subsec. 94(1) is, in 
respect of a trust for its taxation years ap end before fei to be read as fok 
lows: 


(C) no benefits are provided under the trust, other than benefits in aes 
of / 


(D qualifying services, 


(I) particular services rendered before November 9, 2006, to an em- 
ployer by an employee of the employer if the employee had on No- | 
vember 8, 2006, a right (whether immediate or future or whether ab- 
solute or contingent) to receive the benefits in ae of oe pare 
services pursuant to an agreement in writing — J 


N 


1. that was entered into before November 9, 2006, and 


2. where the employee was resident i in Canada on ‘November 9, , 
2006, a copy of which was filed with a prescribed form with the 
Minister by or on behalf of the employer no later than April 30 of 
the first calendar year that begins after November 9, 2006, or | 


(ii) any combination of services that are described i in subclause thes or 
aD; . 

(f) the expression “if the person is an individual and the trust arose on and as a 
consequence of the death of the individual, 18 months before the contribution 
time” in the definition “non-resident time” in subsec. 94(1) i is, in respect of con- 
tributions made before June 23, 2000, to be read as the expression “if the contri- 
bution time is before June 23, 2000, 18 months before the end of the trust’s 
taxation year that includes the contribution time”; 


(g) subpara. 94(3)(a)(x) does not apply in determining, on or before July 18, 
2005, whether a foreign affiliate is a controlled ee affiliate of a fanpayer 
(h) paragraph 94(4)(b) is 


(1) subject to subpara. (ii) below, for taxation years that begin on a before — 
July 18, 2005, to be read without reference to “the definition “Canadian oe 
nership” in subsection 102(1),”, and 


Gi) to be read as follows in its application to a transfer, ee a fist, oe oc- - 
curred before February 28, 2004: 


(b) subsections 70(6) and 73(1), paragraph 107 Adye) other than a 
paragraph G) of that paragraph and paragraph (a) of the es 
“mutual fund trust” in subsection 132(6); 


(Gi) para. 94(4)(f) is, in its application to a transfer by a trust that occurred before — 
February 28, 2004, to be read as follows: 


(f) determining the residency of the transferee in applying ee 
(f)Gi) of the definition “disposition” in subsection 248(1); 


(j) para. 94(2)(0) is, in its application to a bien sd that occurred before et 
27, 2010 to be read as follows: 


(o) a contribution made at any time by a at se to a trust is 
deemed to have been made at that time jointly by the particular partnership 
and by each person or partnership that is at that time a member of the 
particular partnership (other than a member of the particular partnership 
where the liability of the member as a member of the particular partner- 
ship is limited by operation of any law governing the partnership 
arrangement); 


(k) if a trust was, for its last taxation year that ends before 2007, deemed by para. 
94(1)(c) (as it read in its application to that taxation year) to be resident in Can- _ 
ada, paras. 94(4)(d) and (e) do not apply to the trust for the period that starts — 
_immediately before the end of that last taxation year and that ends immediately 
after the beginning of its first taxation year that ends after 2006, unless during 
that period a change in the trustees of the trust occurred; and. / 
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(1) the reference to “designated stock exchange” in subpara. 94(14)(b)(v) is, 
before December 14, 2007, to be read as a reference to “prescribed stock 
exchange”. 


Definitions [s. 94]: “acquired for consideration” — 108(7); “adult beneficiary” — 
94(1)“exempt foreign trust”(b)(i)(B); “allowable capital loss” —38(b), 248(1); 
“amount” — 248(1); “arm’s length’ — 251(1); “arm’s length transfer” —94(1); 
“aunt’ — 252(2)(e); “beneficially interested’ — 248(25); “beneficiary” — 94(1); 
“business” — 248(1), “calendar year” — Interpretation Act 37(1)(a); “Canada” — 
253; Interpretation Act 35(1); “Canadian corporation” — 89(1), 248(1); “child” — 
252(1); “child ‘beneficiary’ —94(1)“exempt foreign trust’(b)(i)(A); “class of 
shares” — 248(6); “closely-held corporation’ —~94(1); “common-law partner’, 
“common-law partnership’ — 248(1); “connected contributor” —94(1), 94(13)(b); 
“consequence of the death” — 248(8); “contribution” — 94(1); “contributor” — 
94(1), 94(13){a); “controlled foreign affiliate” — 95(1), 248(1); “corporation” — 
248(1), Interpretation Act 35(1); “designated stock exchange” — 248(1), 262; “dis- 
position”, “dividend” — 248(1); “electing contributor” — 94(1); “employee”, “em- 
ployee benefit plan” — 248(1); “employees profit sharing plan” — 144(1), 248(1); 
“employer”, “employment” — 248(1); “estate” — 104(1), 248(1); “exempt amount”, 
“exempt foreign trust”, “exempt person”, “exempt service” — 94(1); “filing-due — 
date” — 248(1); “fiscal period” — 249.1; “foreign affiliate” — 95(1), 248(1); “for- 
eign retirement arrangement” — 248(1), Reg 6803; “Her Majesty” — Interpretation 
Act 35(1); “identical” — 248(12); “income from property” — 95(1); “individual” — 
2481); “i i 248(1); “interest. gross-up — peri 
94(15)(c)G)C; “joint contributor” — 94(1); “majority interest partner’, “Minister” — 
248(1); “month” — Interpretation Act 35(1); “nephew”, “niece” — 252(2)(g); “non- 
resident” — 248(1); “non-resident. portion”, “non-resident time” — 94(1); “original 
trust” — 94(11)(a); “paid-up capital” — 89(1), 248(1); “Parliament” — Interpreta- 
tion Act 35(1); “person”, “personal trust’, “prescribed”, “principal amount” —~ 
248(1); “promoter” — 94(1); “property” — 248(1); “province” — Interpretation Act 
35(1); “qualifying : services” — 94(1); “recovery ” Jimit” — 94(8); “regulation” — 
248(1); “related” — 251(2)6); * ident” — 250; “resident beneficiary”, Shi 
conte” - 94(1); “resident in Canada” — 250; “resident portion” — 94(1); “ 
stricted property” — 94(1), (14); ° ‘retirement compensation arrangement” — 248(1); 
“series of transactions” — 248(10); “share”, “shareholder”, “specified financial insti- 


tution” — 248(1); “specified fixed interest”, “specified party”, “specified share”, — 
“specified time” 94(1); “substituted” — 248(5); “successor beneficiary” — 94(1); 
“superannuation or pension benefit” — 248(1); “taxable capital gain’ = 38@), 
248(1); “taxable income”, “taxable income earned in Canada” — 248(1); “taxation | 


year” —95(1), 249; “taxpayer” — PAR, “transaction” — — -94(1); “transferee — 
trust” — 941 I)(a); “trust” — 94(1); “uncle” — 2522)(); “United States” — Inter- 
pretation Act 35(1); “written” — Interpretation Act 35(1)“writing”’. 


94.1 (1) Offshore investment fund property — Where in a 
taxation year a taxpayer, other than a non-resident-owned invest- 
ment corporation, holds or has an interest in property (in this sec- 
tion referred to as an “offshore investment fund property’’) 


(a) that is a share of the capital stock of, an interest in, or a debt 
of, a non-resident entity (other than a controlled foreign affiliate 
of the taxpayer or a prescribed non-resident entity) or an interest 
in or a right or option to acquire such a share, interest or debt, 
and 


Proposed. Amendment — 94. 11) before (b) 


94, 1 Offshore invectment find property ~~ a Where % in a 
taxation year a taxpayer holds or has an interest in property (re- 
ferred to in this section as an “offshore investment fund property”) 


(a) that is a share of the capital stock of, an interest in, or a 
debt of, a non-resident entity (other than a controlled foreign 
affiliate of the taxpayer, a trust to which section 94.2 applies in 
respect of the taxpayer or a prescribed non-resident entity) or 
an interest in or a right or option to acquire such a se inter- 
est or debt, and 


Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 
sec. 7(1), will amend the portion of subsec. 94.1(1) before para. (b) to read as above, 
applicable to taxation years that end after March 4, 2010, and to each taxation year of 
a beneficiary under a trust that ends before March 5, 2010 if subsec. 94(3), as 
amended, applies to the trust for a taxation year of the trust that ends in that earlier 
taxation year of the beneficiary. 


Technical Notes (Sept. 10, 201 0): Section 94.1 contains an anti-avoidance provi- 
sion relating to investors in offshore investment funds. This provision applies where 
a taxpayer invests in an offshore investment fund and one of the main reasons for the 
investment is to reduce or defer the tax liability that would have applied to the in- 
come generated from the underlying assets of the fund if such income had been 
earned directly by the taxpayer. In these circumstances, section 94.1 requires an 
amount to be included in computing the taxpayer’s income in respect of the invest- 
ment. This amount is determined, in general terms, by multiplying the cost amount of 
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e taxpayer's investment (more precisely, the “designated cost” of the investment, 
as defined in subsection 94.1(2)) by a factor based on interest rates ‘Prescribed under 
= XLII of the Regulations. a ~ 


‘ ion 94. 1) sets out the i rules for determi ning whether 
ncluded ina taxpayer’ Ss income for the year, and if 80, 


sul yject to the provision, and expres I 
ie of a taxpayer ane an interest i 


in certain ‘circumstances where agaressive offshore tax-planning schemes Z 
are used to circumvent their application. : - : 


The Government continues to make efforts to ensure ther appro — ies exist to 
counter these schemes. Most recently, proposals for amendments were tabled during — 
( session of | the 39th Parliament. Those: proposals were not enacted before 

Parliame: twas dissolved in September 2008. Budget 2009 stated that the Govern- 
ment would review the outstanding proposals before proceeding with measures in 
this area. As a result of this review, the Government has developed the following 
revised proposals to replace the outstanding proposals for public consultation witha 
view to developing revised legislation, which will then also be oe ior comment. . 


(b) that may reasonably be considered to derive its value, di- 
rectly or indirectly, primarily from portfolio investments of that 
or any other non-resident entity in 


(i) shares of the capital stock of one or more corporations, 


(ii) indebtedness or annuities, 
Fe ‘oreign Investment Entities [former proposed 94. 


(iii) interests in one or. more corporations, trusts, partner- 


ships, organizations, funds or entities, 1B proposals with respect to foreign i in- 


The revised proposals replace the ae 
(iv) commodities, . 
(v) real estate, 


nterests in an “olishote investment fond property” in opiain circum- 


(vi) Canadian or foreign resource properties, 
[ti is ay tips that the A egee ae ieee in ieee, the in- 


(vii) currency of a country other than Canada,’ 


(viii) rights or options to acquire or dispose of any of the 
foregoing, or 


(ix) any combination of the foregoing, g 


and it may reasonably be concluded, having regard to all the cir- 
cumstances, including . 
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non-resident trust that is not otherwise deemed aa GaaGe fo report in- 
: nodified foreign accrual property income basis where the fair market — 
beneficiary’s interest in the trust exceeds 10% of the value. 


(c) the nature, organization and operation of any non-resident 
entity and the form of, and the terms and conditions governing, 
the taxpayer’s interest in, or connection with, any non-resident 
entity, 


(d) the extent to which any:income, profits and gains that may 
reasonably be considered to be earned or accrued, whether di- 


‘interests i in the trust. It is proposed that these rules be broadened to apply. to any 
resident beneficiary who, together with any person not dealing at armn’ s length 


with the beneficiary, me et or more of any ae of i interests i in a non- Tesi- 


who has contributed esis septs tas ves to be defined: which is 
described below) to a non-resident trust. These changes will be relevant for ben- 


eficiaries of non-resident trusts soe are not deemed resident in Canada by the | 


rectly or indirectly, for the benefit of any non-resident entity are 
subject to an income or profits tax that is significantly'less than | * 
the income tax that would be applicable to such income, profits 
and gains if they were earned directly by the taxpayer, and 


(e) the extent to which the income, profits and gains of’any non- 
resident entity for any fiscal period ‘are distributed in that or’ the 
immediately following fiscal period, 


that one of the main reasons for the taxpayer acquiring, holding or 
having the interest in such property was to derive a benefit from 
portfolio investments in assets ‘described in any of subparagraphs 
(b)(i) to (ix) in such a manner that the taxes, if any, on the income, 
profits and gains from such assets for any particular year are signifi- 
cantly less than the tax that would have been applicable under this 
Part if the income, profits and gains had been earned directly by the 
taxpayer, there shall be included in computing the taxpayer’s. in- 
come for the year the amount, if any, by which 


(f) the total of all amounts each of which is the product obtained 
when 


(i), the designated cost to the taxpayer of the offshore invest- 
ment fund property at the end of a month in the year 


sh re investment mad property and interests in trusts i dciieds in the previous 

_ patagraph be extended by three years [see 152(4)(b)(vii) —ed.]. It is also pro- 

_ posed that the. existing reporting requirements with respect to “specified foreign 

property” be expanded so that more detailed information is available for audit 

use. These additional measures are needed to ensure that the Canada Revenue 

Agency has the information and time required to identify and reassess those tax- 

payers who have not properly reported their income from transactions involving 
offshore investment fund Vee and non-resident trusts. 


Non-Resident Trusts SS 
[Reproduced under Proposed Amendment to s. 04 - — ed. : 
Date of Application 


It is proposed that the measures SHED eine inyesanent entities aoe for taxe- 
tion years that end after March 4, 2010. A taxpayer who voluntarily complied with 
the outstanding proposals in previous years will have the option of having those 
years reassessed. If the taxpayer does not wish to be reassessed for those years, and 
had more income than would have been the case under the existing rules, the tax- 
payer will be entitled to a deduction in the current year for the excess income. 


Public Consultation Poas 


The revised proposals described above will be spbiect toa “consultation process 
before being tabled in Parliament. The public is welcomed and encouraged to submit 
comments with respect to these proposals before May 4, 2010. A panel consisting of 
respected tax practitioners will be formed to work with the Department of Finance in 
reviewing any issues identified in comments received and in making recommenda- 


is multiplied by 


(ii) the quotient obtained when the prescribed rate of interest 
for the period including that month is divided by 12 
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tions on the design of the draft legislation to implement the revised proposals, fol- 
lowing which draft legislation will be released for public commentary. 


exceeds 


(g) the taxpayer’s income for the year (other than a capital gain) 
from the offshore investment fund property determined without 
reference to this subsection. 
Related Provisions: 53(1)(m) — Addition to ACB; 87(2)(G.95) — Amalgamation — 
continuing corporation; 94(1)(c)(i)(D) [to be repealed] — Income under 94.1 included 
in income of offshore trust; 94(3)(a) [proposed] — Certain non-resident trusts treated 
as resident in Canada for certain purposes; 95(1)“foreign accrual property income”C — 
Application to determination of FAPI; 152(4)(b)(vii) — Three-year extension to reas- 
sessment deadline; 261(5)(f)(ii) — Functional currency reporting — meaning of “cur- 
rency of a country other than Canada”. 
Regulations: 4301(c) (prescribed rate of interest for 94.1(1)(f)(ii)); to date, no pre- 
scribed non-resident entities prescribed for 94.1(1)(a). 


Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. 


(2) Definitions — In this section, 


“designated cost’’ to a taxpayer at any time in a taxation year of an 
offshore investment fund property that the taxpayer holds or has an 
interest in means the amount determined by the formula 


A+B+C+D 
where 


A is the cost amount to the taxpayer of the property at that time 
(determined without reference to paragraphs 53(1)(m) and (q), 
subparagraph 53(2)(c)(i.3), paragraphs 53(2)(g) and (g.1) and 
section 143.2), 


B_ is, where an additional amount has been made available by a 
person to another person after 1984 and before that time, 
whether by way of gift, loan, payment for a share, transfer of 
property at less than its fair market value or otherwise, in cir- 
cumstances such that it may reasonably be concluded that one of 
the main reasons for so making the additional amount available 
to the other person was to increase the value of the property, the 
total of all amounts each of which is the amount, if any, by 
which such an additional amount exceeds any increase in the 
cost amount to the taxpayer of the property by virtue of that ad- 
ditional amount, 


C is the total of all amounts each of which is an amount included 
in respect of the offshore investment fund property by virtue of 
this section in computing the taxpayer’s income for a preceding 
taxation year, and 

D is 

(a) where the taxpayer has held or has had the interest in the 
property at all times since the end of 1984, the amount, if 
any, by which the fair market value of the property at the end 
of 1984 exceeds the cost amount to the taxpayer of the pro- 
perty at the end of 1984, or 


(b) in any other case, the total of 


(i) the amount, if any, by which the fair market value of 
the property at the particular time the taxpayer acquired 
the property exceeds the cost amount to the taxpayer of 
the property at the particular time, and 


(ii) the amount, if any, by which 


(A) the total of all amounts each of which is an 
amount that would have been included in respect of 
the property because of this section in computing the 
taxpayer's income for a taxation year that began 
before June 20, 1996 if the cost to the taxpayer of the 
property were equal to the fair market value of the 
property at the particular time 


exceeds 


(B) the total of all amounts each of which is an 
amount that was included in respect of the property 
because of this section in computing the taxpayer’s in- 
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come for a taxation year that began before June 20, 
1996, 
except that the designated cost of an offshore investment fund pro- 
perty that is a prescribed offshore investment fund property is nil; 
Related Provisions: 94.1(3) — Pre-Feb. 15/84 property. 
Regulations: 6900 (prescribed offshore investment fund property). 


“non-resident entity” means a corporation that is not resident in 
Canada, a partnership, organization, fund or entity that is not resi- 
dent or is not situated in Canada or a trust with respect to which the 
rules in paragraph 94(1)(c) or () apply. 


_ Proposed Amendment — 94. Ce eee _ 


ep 


” means. 


( ident ou 


is not situated i in Cee or 


ioe Aepcesident trust other than a trust described i in chou & 
_ graph (b)(i) of the definition “resident contributor” in subsec- 
tion 94(1) and a trust that is an “exempt foreign trust” as de- 
ee fined in eubsecion 94(1) — Bes ach : Bab ay Yop (a) to 
(g). 
Application: The oe 27, 2010 arate Ore. (Pat i ‘NRTs ‘and FIEs), sub- 
sec. 7(3), will amend the definition “non-resident entity” in subsec. 94.1(2) to read as 
above, applicable 0 on the same basis as the proposed amendment to 4. Wd) before (b) 
above. 


Technical Notes Sek x0) 2010): Subsection 94.1(2) contains definitions, in- — 
cluding the definition “non-resident entity”, that apply for the purposes of section 
94.1, The definition “non-resident entity” is amended to exclude certain “exempt for- 
eign trusts”, as defined in subsection 94(1), from being non-resident entities for pur- 
poses of section 94.1. Specifically, a reference in section 94.1 to a “non-resident en- 
tity” will not include a trust that i is, at the relevant time, an exempt foreign trust under 
any of paragraphs (a) to (g) of the definition “exempt foreign trust” in subsection 
94(1). A trust that is, at the relevant time, an exempt foreign trust under paragraph (h) 
of that definition will be a non-resident entity for purposes of section 94.1. Also 
excluded from a “non-resident entity” will be a trust in respect of which there are no 
resident contributors, including an “immigration trust” of which every contributor 
who is resident in Canada has not been resident in Canada for a period or periods of 
time the total of which is less than 60 months at the end of a taxation year. As noted 
above under the commentary on subsection 94(3), a non-resident ' —_ will not in- 
clude a trust that is deemed to be resident in Canada. Le . i 
This amendment applies to taxation years that end after March 4,2 2010. The ce 
ment also applies to each taxation year of a beneficiary under a trust that ends’ before 
March 5, 2010 if new subsection 94(3) applies to the trust (because of a valid elec- 
tion by the trust under the ‘coming-into-force provision for new section 94) for a 
taxation year that ends in that earlier taxation year of the beneficiary. 


Federal Budget, esi upan ds aagi ts March A, mosh See under 
MIMMDEDy: uy 


(3) Interpretation — Where subsection (1) is applied with respect 
to an offshore investment fund property that was 


(a) held by the taxpayer on February 15, 1984, 


(b) received as a stock dividend in respect of a share of the capi- 
tal stock of a non-resident entity held by the taxpayer on Febru- 
ary 15, 1984, 


(c) received as a stock dividend in respect of a share of the capi- 
tal stock of a non-resident entity that the taxpayer had previously - 
received as described in paragraph (b), or 


(d) substituted for a property held by the taxpayer on February 
15, 1984 pursuant to an arrangement that existed on that date, 


the reference to “1984” in the descriptions of B and D in the defini- 
tion “designated cost” in subsection (2) shall be read as a reference 
to “1985”. 


Definitions [s. 94.1]: “amount”, “annuity” — 248(1); “Canada” — 255, Interpreta- 
tion Act 35(1); “capital gain” — 39(1)(a), 248(1); “controlled foreign affiliate” — 
95(1), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “cost amount” — 
248(1); “currency of a country other than Canada” — 261(5)(f)(ii); “designated 
cost” — 94.1(2); “exempt foreign trust” —94(1); “fiscal period” — 249(2), 249.1; 
“foreign affiliate’ —95(1), 248(1); “foreign resource property” — 66(15), 248(1); 
“immovable” — Quebec Civil Code art. 900-907; “‘i i 
248(1); “month” — Jnterpretation Act 35(1); “non-resident” — 248(1); “non-resident 
entity” — 94.1(2); “offshore investment fund property” —94.1(1); “prescribed” — 
248(1); “prescribed rate” — Reg. 4301; “property” — 248(1); “qualifying interest” — 
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95(2)(m); “resident” — 250; “resident contributor” — 94(1); “resident in Canada” — 


250; “share” — 248(1); “substituted” — 248(5); “taxation year’ —95(1), 249; “tax- 
oe — 248(1); “trust” — 104(1), 248(1), (3). 


_ Proposed Addition — Transitional rules for taxpayers" 
that complied with former proposed 94.1-94.4 


Application: The August 27, 2010 ack Bones (Part ake subsecs. 
OR provide: 


(5) Subsection (6) applies to a taxpayer for each taxation year that ends in the 

_ period that begins after 2000 and ends before the last taxation year of the tax- 
payer that ends before March 4, 2010 (referred to in this enh and subsec- 
tions (6) to (10) as the “relevant period”), if 


- (a) in a return of income for the year the taxpayer has, in respect of a partici- 
pating interest in a foreign investment entity, in this subsection and subsec- 
_ tions (6) to (10) having the meaning of those terms as set out in the provi- 


: sions of sections 94.1 to 94.4 of the Act contained in section 18 of Bill C-10 


of the second session of the 39th Parliament as passed by the House of Com- 
- mons on October 29, 2007 [reproduced i in SITA 43rd-47th ed.], included or 
deducted an amount (referred to in this subsection and subsections (6) to 
(10) as the “reported inclusion” or “reported deduction” as the case may be) 
under those provisions in computing income for the year; and 


(b) the taxpayer files a prescribed form on or before the taxpayer’ S Siing-cuc 
date for the taxpayer’s taxation year in which this Act is assented to 


G) identifying each participating ‘interest of the aepayes described in 
paragraph (a), and ~ : 


a) providing sufficient detail of each of os participating interests, 
including any reported inclusions or reported deductions in respect of 
those participating interests. 


6 If this subsection applies toa taxpayer for a taxation year, 
(a) the taxpayer’ s reported inclusion for the year in respect of a paricipadey 


interest is deemed to be the amount required to be included under the Act in _ 
computing the ~ s income for that year in respect of that participating — 


interest; and 


(b) the taxpayer’ $ sepnet deduction for the year in respect of a participat- 
: ing interest is deemed to be the amount deductible under the Act in comput- 


ing the taxpayer's income for that | vet in oes of that Sli eee Z 


interest. 


(7) If subsection (6) applies to a taxpayer for one of more taxation years, in 

_ computing the taxpayer’s income for the first taxation year that ends after the 
relevant period, there may be deducted the amount that does not ee the 
Srnnt a any, determined by a formala : 


: a. -B)-(C-— D) 
| _ where 


A is the total of all amounts each of which is a reported inclusion for a year in 
: respect of a participating interest, or a taxable capital gain for a taxation year 
that ends in the relevant period from the disposition of a participating inter- 

est of the taxpayer described i in paragraph (5)(a), 


B is the total of all amounts each of which is a reported deduction for a year ir in 
respect of a participating interest, or an allowable capital loss for a taxation 
year that ends in the relevant period from the disposition of a participating 
interest of the taxpayer described in paragraph GC), y 


Cis the total of all amounts each of which is 


(a) an amount that would be required to be included under the Act, read 
without reference to this Act, in the taxpayer’s income for a taxation 
year that ends in the relevant period in respect of a property that is a 
participating interest of the taxpayer described in paragraph (5)(a), or 


(b) a taxable capital gain computed without reference to this Act for a 
taxation year that ends in the relevant period from the disposition of a 
participating interest of the taxpayer described in paragraph (5)(a), and 


Dis the total of all amounts each of which is an allowable capital loss com- 
puted without reference to this Act for a taxation year that ends in the rele- 
vant period from the disposition of a participating interest of the taxpayer 
described in paragraph (5)(a). 


(8) Subsection (9) applies to a taxpayer in respect of a participating interest de- 
scribed in paragraph Ow) for the first taxation year that ends after the relevant 
period if 


(a) at the start of the year the taxpayer holds the participating interest, — 


(b) the total of all amounts each of which is a reported deduction for a year 
in respect of the participating interest exceeds the total of all amounts each — 
of which is a reported inclusion for a year in respect of the participating 
interest (such amount referred to in subsection (9) as the “excess”); and 


(c) the amount determined for B in applying the formula in subsection (7) in 
computing the taxpayer’s income for that year exceeds the amount, if any, 
that is the amount determined for A in so applying that formula. 


S. 94.1 


(9) If this subsection applies to a taxpayer in respect of a participating interest, in 
computing the adjusted cost base to the taxpayer of the participating interest at 
any time after the start of the taxation year, there is to be deducted an amount 
equal to the excess determined in. respect of the participating interest under para- 
graph (8)(b). 


(10) If subsection (6) does not apply to a taxpayer, and in a return of income for 
_a taxation year that ends in the relevant period, the taxpayer has in respect of a 
__ participating interest in a foreign investment entity a reported inclusion or a re- 

_ ported deduction for the year, notwithstanding subsection 152(4), for the purpose 

of determining, at any time after the end of the normal reassessment period of 
each taxation year of the taxpayer that ends in the relevant period, the amount of 
any refund to which the taxpayer is entitled in respect of any such year, or a 
reduction of an amount payable under this Part by the taxpayer for any such 
year, the Minister of National Revenue may, if the taxpayer makes an application 
for that determination on or before the day that is 365 days after this Act is 
assented to reassess tax, interest or penalties a under this Part by the tax- 
_ payer in respect of each such year. ) 


Definitions [subsecs. 7(5)-(10)]: “adjusted cost “base” — 54, 48(l): “allowable 
capital loss” — 38(b), 248(1); “amount”, “disposition”, “filing-due date” — 248(1); 
“foreign investment entity” — 94.1(1), 248(1); “Minister” — 248(1); “Parliament” — 
Interpretation Act 35(1); “participating interest”, “prescribed”, “property” — 248(1); 
“taxable capital gain” — 38(a), 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


Technical Notes (Sept. 10, 2010): Transitional rules 


The coming-into-force provisions for the amendments to section 94.1 a provide 
rules for determining the income tax treatment of a taxpayer who voluntarily complied 
with earlier proposed amendments (the ‘ ‘outstanding proposals”) tabled during the sec- 
ond session of the 39th Parliament and which were not enacted before Parliament dis- 
solved in September 2008. Budget 2010 announced that the Government would not be 
proceeding with the outstanding proposals. However, a taxpayer who voluntarily com- 
plied with the outstanding proposals in previous years will have the option of request- 
ing to have those years reassessed by the CRA. Such a request must be made to the 
Minister of National Revenue on or before the day that i is 365 days after the transitional 
rules receive Royal Assent. 


NSS 


ho voluntarily complied with the once Proposals in previous 
ish to be reassessed for those years, and had more income than would 
have been the case under the existing rules, the taxpayer will have the option of taking 
a deduction for the excess income. Under such an option, the tax assessed on income 
from all foreign investment entities held by the taxpayer for the period 2001 to 2008 
would be deemed to be the amount of tax required to be remitted under the Act (pro- 
vided the taxpayer made a reasonable effort to compute that income in accordance with 
the outstanding proposals), and the taxpayer would be allowed a deduction for the 
amount, if any, by which the amounts included in income in respect of those invest- 
ments for those years was in excess of the amount that would otherwise have been 
included in income in respect of those investments for those years. The deduction must 
be claimed by he taxpayer in computing the taxpayer’s income for the first taxation 
year om ends after the last taxation year of the taxpayer that ends before March 4, 
2010. 


Note that the election is fot intended to > override the CRA’s role in enforcing compli- 
ance with the provisions of the Act. For example, the election would not prevent the 
CRA from reassessing a particular tax return where the cs ake failed to report an 
amount of income required by section 94.1. J ] 


If a taxpayer voluntarily complied with the outstanding proposals i in previous years in 
respect of a participating interest, and included less in income than would have been 
the case under the existing rules, the excess is not required to be included in income. 
Instead, the taxpayer will be required to deduct an amount in computing the adjusted 
cost base of those participating interests held after the start of the taxpayer's first taxa- 
tion year that ends after March 4, 2010. The deduction amount is the amount by which 
the deductions reported by the taxpayer under the outstanding proposals exceed the 
income inclusions reported by the taxpayer under the outstanding proposals. 


The following examples illustrate the application of these transitional rules. 
Example | 


Ms. Brown has, continuously since 2004, held interests in three foreign invest- 
ments (X, Y and Z). Investment X is property that is an offshore investment fund 
property in respect of which section 94.1 requires Ms. Brown to include an amount 
in income. Investinent Y consists of shares of a foreign corporation that is not a 
foreign affiliate of Ms. Brown and not an offshore investment fund property. In- 
vestment Z is a fixed interest in a non-resident trust, the fair market value of which 
represents 15% of the total fair market value of all interests in that trust. Under the 
rules applicable for 2004 to 2009, Ms. Brown was required to include the follow- 
ing amounts in income, as applicable, for the relevant taxation years: for invest- 
ment X, an amount computed with reference to the designated cost of investment X 
and the prescribed rate for the year under section 94.1; for investment Y, the total 
of all dividends received from the corporation; and for investment Z, the amount 
determined under section 91 acting in operation with paragraph 94(1)(d) of the 
Income Tax Act. However, Ms. Brown instead made reasonable efforts to compute, 
and include in income amounts on the basis that each of the three investments was 
@ participating interest (and not an exempt interest) in a foreign investment entity 
as defined in the outstanding proposals. 
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the total of all reported deductions for investment X during the relevant period 
exceeds the total of all reported inclusions for investment X during the relevant 
period. Since Mr. Brown still holds investment X at the beginning of the first taxa- 
tion year that ends after the relevant period and the net amount included in income 
from his investments that would be participating interests (and not an exempt in- 


A summary of amounts required to be included in Ms. Brown’s income and the 
amounts actually included in her income is as follows: 


Taxation Year Actual amount Required inclusion Net Difference 
included in income amount 


2004 $ 1,000 $ 50 $ 950 terest) in a foreign investment entity as defined in the outstanding proposals for the 
2005 1,000 53 947 relevent period is less than the amount that would have been included in income 
2006 <5.000> 1,000 <6,000> under the law in force during that period, Mr. Brown is required to reduce the 

: : i adjusted cost base of his investment in investment X by the amount of such excess. 
2007 4,000 35 3,945 As in the first example, any errors and omissions made by Mr. Brown for the taxa- 
2008 2,000 60. 1,940 tion years 2004 to 2008 that do not relate to his investments in X, Y and Z are 
Total $ 3,000 $ 1,218 $ 1,782 subject to normal reassessment procedures. 


In the result, Ms. Brown has the choice of amending her previously filed returns to 
reflect the correct amount of tax payable for each year, or she may choose to have 
her tax payable for those years computed as if the amounts that she actually in- 
cluded in income in respect of investments X, Y and Z resulted in the proper 
amount of tax payable for those years and claim the $1,782 difference as a deduc- 
tion in computing her income for 2010. In the event that Ms. Brown’s circum- 
stances are such that the deduction of $1,782 is in excess of her income, the 
$1,782will form part of her non-capital loss for 2010. Any errors and omissions 
made by Ms Brown for the taxation years 2004 to 2008 that do not relate to her 
investments in X, Y and Z are subject to normal reassessment procedures. 


Adjusted Cost Base Adjustments 


If Ms. Brown chooses to amend her previously filed returns to fea the amount of 
tax payable for each year as determined under the rules applicable to those years, 

the cost base of her investments will be adjusted by the income inclusions required 
for each year. If Ms. Brown elects to have her tax payable for those years com- 
puted as if the amounts that she included in income in respect of those invesments 
resulted in the proper amount of tax payable for those years and claim the differ- 
ence as a deduction in computing her income for 2010, the cost base of her invest- 
ments will be adjusted for the actual amount of income inclusions and deductions 
claimed (as such amounts will be deemed to be the amounts required to be in- 
cluded in income or deducted for those years). In addition, the cost base of her 
investments will also be adjusted for the deduction claimed in 2010. As a result, in 
either case (in other words, whether she chooses to have her previous returns as- 
sessed, or elects to have her tax payable for those years computed as if the 
amounts that she included in income in respect of those invesments resulted in the 
proper amount of tax payable for those years and claims the deduction in 2010), 

the adjusted cost base of her investments will be the same after os into account 
the ACB adjustment for the deduction in 2010, / J 


Example 2 


Mr. Brown has, continuously since 2004, held interests in three foreign invest- 
ments (X, Y and Z). Investment X is property that is an offshore investment fund 
property in respect of which section 94.1 requires Mr. Brown to include an amount 
in income. Investment Y consists of shares of a foreign corporation that is not a 
foreign affiliate of Mr. Brown and not an offshore investment fund property. In- 
vestment Z is a fixed interest in a non-resident trust, the fair market value of which 
represents 15% of the total fair market value of all interests in that trust. Under the 
rules applicable for 2004 to 2008, Mr. Brown was required to include the follow- 
ing amounts in income, as applicable, for the relevant taxation years: for invest- 
ment X, an amount computed with reference to the designated cost of investment X 
and the prescribed rate for the year under section 94.1; for investment Y, the total 
of all dividends received from the corporation; and for investment Z, the amount 
determined under section 91 acting in operation with paragraph 94(1)(d) of the 
Income Tax Act. However, Mr. Brown instead included amounts in income on the 
basis that each of the three investments was a participating interest (and not an 
exempt interest) in a foreign investment entity as defined in the outstanding 
proposals. 


A summary of amounts required to be included in Mr. Brown: s income and the 
amounts actually included in his income is as follows: 


Taxation Year Actual amount Required inclusion Net Difference 
included in income amount 


2004 $ 1,000 $ 50 $ 950 

2005 1,000 33 947 

2006 <5,000> 1,000 <6,000> 
2007 <4,000> 55 <4,055> 
2008 2,000 60 1,940 
Total $ <5,000> $ 1,218 $ <6,218> 


In the result, Mr. Brown has the choice of amending his previously filed returns to 
reflect the correct amount of tax payable for each year, or he may elect to have his 
tax payable for those years computed as if the amounts that he included in income 
in respect of invesments X, Y and Z resulted in the proper amount of tax payable 
for those year. He is not required to include the $6,218 difference in income in 
2010, However, Mr. Brown will be required to reduce the adjusted cost base of any 
of those investments in which the amount of the reported deduction for the relevant 
period exceeds the amount of the reported inclusion for the relevant period. For 
example, assume that the losses in 2006 and 2007 arose as a result of mark-to- 
market losses under the outstanding proposals for investment X. Assume also that 


Proposed Addition — 94.2 


94.2 (1) Investments in non-resident commercial 
trusts — For the purposes of subsections (2) and 91(1) to (4) and 
sections 95 and 233.4, an exempt foreign trust (other than a trust 
described in any of paragraphs (a) to (g) of the definition “exempt 
foreign trust” in subsection 94(1)) is deemed to be at a particular 
time a controlled foreign affiliate of each particular person that is 
a resident beneficiary that holds a specified fixed interest in the 
trust at that time, if, at that time 


(a) the total fair market value at that time of all specified fixed 
interests in the trust held by the particular person, persons not 
dealing at arm’s length with the particular person, or persons 
who acquired their interest in the trust in exchange for consid- 
eration given to the trust by the particular person, is at least 
10% of the total fair market value at that time of all specified 
fixed interests in the trust; or 


(b) the particular person has contributed resented Le eh to 
the trust. 
Related Provisions: 87(2)(j.95) — Amalgamation — continuing corporation; 
94.1(1)(a) — Offshore investment fund rules do not apply if 94.2 applies; 94.2(3) — 
Relief from double tax; 94.2(4) — Effect of not providing information to Minister; 
152(4)(b)(vii) — Three-year extension to reassessment deadline. 


(2) Participating percentage — For the purposes of subsec- 
tions 91(1) to (4) and sections 95 and 233.4, if a trust is deemed 
under subsection (1) to be at a particular time a controlled foreign 
affiliate of a person, the person is deemed to own a share of the 
capital stock of the controlled foreign affiliate and the participat- 
ing percentage of that share is deemed to be 


(a) if the foreign accrual property income of the controlled for- 
eign affiliate for its taxation year that includes that time is 
$5,000 or less, nil; and 


(b) in any other case, the proportion of 100 that the fair market 
value at that time of the person’s specified fixed interests in 
the trust is of the fair market value at that time of all specified 
fixed interests in the trust. 
Related Provisions: 87(2)G.95) — Amalgamation — continuing corporation; 
94.2(4) — Effect of not providing information to Minister; 152(4)(b)(vii) — Three- 
year extension to reassessment deadline. 


(3) Relief from double tax — If a trust is deemed under sub- 
section (1) to be at a particular time in a taxation year of the trust 
(referred to in this subsection as the “trust’s year’) a controlled 
foreign affiliate of a person, in computing the amount to be in- 
cluded under subsection 91(1) in the person’s income for a taxa- 
tion year (referred to in this subsection as the “beneficiary’s 
year’) in which the trust’s year ends, there may be deducted an 
amount not exceeding the part of the trust’s foreign accrual pro- 
perty income for the trust’s year that may reasonably be consid- 
ered as having been included in the part of the trust’s income 
(computed without reference to subsections 104(6) and (12)) for 
the trust’s year included in computing the person’s income under 
subsection 104(13) for the beneficiary’s year. 


Related Provisions: 87(2)(j.95) — Amalgamation — continuing corporation; 
94.2(4) — Effect of not providing information to Minister. 


(4) Demand for information — If the Minister sends a written 
demand to a taxpayer requesting additional information for the 
purpose of enabling the Minister to determine the fair market 
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value of interests in a trust for the purpose of determining the ap- 
plication of subsections (1) to (3) to the taxpayer in respect of a 
taxation year, and information that may reasonably be considered 
to be sufficient to make the determination is not received by the 
Minister within 120 days (or within any longer period that is ac- 


ceptable to the Minister) after the Minister sends the demand, in 
xation year the fair 
be. the fair market. 


applying this section to the taxpay 
market value of those interests is deen 
yalue as reasonably determined by. the Minister based on the in- 


formation provided by the taxpayer to the Minister at or before the » 
time the demand is sent and ns anfoonetien 1 ie Mnister eonoi 


siders is reasonable. 


Application: The August 27, 2010 draft ae (Part 1 - 
will adds. 94.2, applicable to taxation years that end after March ¢ 4, 2010, except that 
if subsec. 94(3), as amended, applies to a trust for a taxation year that ends befo 


March 5, 2010, then s. 94.2 shall apply to each beneficiary under the trust for a taxa- 


tion year of the beneficiary in which the earlier taxation year of the trust ends and, 
for those earlier taxation yeaa s. 94. 2 shall be read as follows: _ 


(1) Where, 
(a) at any time ina taxation year of a frst that is not resident in @ansda! OF 


that, but for subsection 94(3), would not be so resident, a person benefi- 
beneficiary”) 


“cially interested i in the uiist a to in this section as a © 


@: a person resident i in Canada, 


not dealing at arm’s length, or 


Waist a controlled foreign affiliate of a person resident in Canada, and 


(b) at any time in or before the taxation year of th trust, 


@ the trust, ora non- -resident corporation that wou d, if the trust were 
resident in Canada, be a controlled foreign affiliate of the trust, has, 
other than in prescribed circumstances, acquired a) ey or 
indirectly in any manner whatever, fom 


_ (A) a particular person who _ 


_ (1) was the beneficiary 1 fined to in beareen pin oi was re- 
ry or was the uncle, aunt, nephew or 


niece of that beneficiary, 


dD was ‘resident in ( a | 
riod before the end of that year or, e case of a person who 
has ceased to exist, was resident in Canada at any time in the 
18 month period | before the person ceased to exist, and 


“year been resident in Canada for a period of, Or periods the 
‘total of which is, more than 60 months, or : 


(B) a trust or corporation that acquired. the property, directly or 

: indirectly in any manner whatever, from a particular person de- 
scribed in clause (A) with whom it was not dealing, at arm’ & 
Jength 


~ and the trust was not — 


_(C) an inter vivos trust oreand at any time belo 1960 a a Pet 
“son who at that time was a non-resident gs 


(D) a testamentary trust that arose as a consequence 0 the death 
of an individual before ‘1976, or 


“() governed by a foreign retirement arrangement, : 


_ (ii)-all or any part of the interest of the beneficiary in the trust. was 
“monde directly or CON oy me ee ” _ of | ; 


mes purchase, 


(B) gift, bequest or ipbonuance on a person ye to De clause, 


- GA) or (B), or : 
(C) the exercise of a power of appoinitinent bya fsa flied to. 
in clause (i)(A) or (B), 
the following rules apply ‘for that taxation year of the trust: 
(c) for the purposes of subsections 911) to (4) and sections 95 ond 233. A, 


(i) the trust shall, with respect to any beneficiary under the trust the 
fair market value of whose beneficial interest in the trust is not less 
than 10% of the aggregate fair market value of all beneficial interests 

in the trtist, be deemed to be a non-resident corporation that is con- 
trolled by the beneficiary, os 


(ii) the trust shall be deemed to be a non-resident corporation ae a 
capital stock of a single class divided into 100 issued shares, and 


a aid sts) s 8, 


Gi) a corporation or trust with ouene a person. ae in ‘Canada was ye 


(i in i. case of : an ‘individual, had bios the ‘end of a 
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_ (ili) each beneficiary under the trust shall be deemed to own at any 
time the number of the ves Pee that i is os to the cea of 
‘100 that - Pay : 2 


lue at eat ‘islet ine beneficia 


8) the fair pee 1 alue at that time eof all beneficial een in 
the trust, and yy 


(d) in computing the foreign accrual bees income of the trust for that 
taxation’ year, there may be deducted such portion of the amount that 
_ would, but for this subsection, be the foreign accrual property income of 
the trust as may reasonably | be considered as having been included in com- 
_puting a beneficiary’ s income under subsection tia for a taxation i 

in which that taxation year of the trust ends. 9 


Technical Notes (Sept. 10, 2010): New section 94.2 sets out rules regarding a 
taxpayer’s interest in a non-resident trust that is an exempt foreign trust under pata- 


graph (h) of the’ definition “exempt foreign trust” in new subsection 94(1). 


Specifically, subsection 94.2(1) provides that the trust ‘be treated for purposes ‘of sub- 
sections 91(1) to (4) and sections 94 and 233.4 as a controlled foreign affiliate (CFA) 
of the taxpayer if the taxpayer } is a resident beneficiary under the trust that holds a 

“specified fixed interest” (as defined i in new subsection 94(1)) i in the trust, and the 
taxpayer either has contributed “restricted property” (as defined in new subsection 
94(1)) to the trust or hol 
certain other persons) represent at least 10% of the total fair market value of all spec- 


ified fixed interests in the trust. As a result, the taxpayer will be required to include in ~ 
computing their income an amount as ison ee section 1. ee this crates the © 


following additional rules” apply: 


© subsection 94.2(2) deems the taxpayer to own n-shanes of the capital babi os the 
CFA and provides rules. for pn the pene s Pencspesne amin 
of those shares; ; 


subsection: 94. 23) allows the likpaver an n offse ing deduction to the extent that a 
‘source of income to the trust that is included in the trust’s foreign accrual pro- 
perty income (“API”) for a year is also included in the part of the trust’s in- 
come for 
- 104(13) — in these circumstances, the taxpayer may reduce the taxpayer’s sub- 
- section 91(1) income inclusion oe agit ase by, fie. amount deter- 
mined under subsection 94.2(3); and L re < 


* the Minister may demand additional fnfShnlalion (ro the taxpayer to determine 
_ the fair market value of interests in the trust and, if the information is not re- 
__ ceived in a timely manner, the fair market value of the interests is deemed to be 
the fe ir market value as reasonably determined Py the Minister baying regard to 
. certain available information. . . 


Unlike the i income computation ofa ‘taxpayer folane Share| ina fone corporation 
where the income inclusion is computed on a share by share basis, the amount to be 
included in the income of a taxpayer holding an interest in a foreign trust is based on 
the. taxpayer’ § participating percentage i in the trust, aggregating all of the taxpayer's 
interests in the trust. This difference is required because not all interests in a trust are 
segregated into separate securities (ue units or “shares”), 


Subsection 94. 21) also applies for the purpose of section. 233.4, ee ensuring that 
the Teporting requirements in respect of foreign | affiliates apply 1 in respect of non- 
resident trusts that are foreign affiliates because of section. 94. be 


Section 94.2 will nor apply to a Canadian resident beneficiary under a trust - = even 
where all interests in the trust are specified fixed interests — where there is no con- 
nected contributor to the trust . -€., in which circumstances the beneficiary would not 
be a “resident beneficiary’). . . . : 


The definitions in subsection 94( Ls ont ts sottienion falco in nepubhection 94(2), 
apply for purposes of section 94.2. Of particular note are the definitions “benefici- 
ary”, “contribution”, “exempt foreign trust”, “resident beneficiary”, “restricted pro- 
perty” and “specified fixed interest”, and the extended contribution rules in 
paragraphs 94(2)(c) and (n) to (u).” : 


New section 94.2 applies to taxation years that end after March 4, 2010. However, if 
new subsection 94(3) applies to a trust (either because of the general application of 
that provision for the 2007 to 2010 taxation, years, or because of a valid election by 
the trust under the coming-into-force provision for new section 94) for a taxation 
year that ends before March 5, 2010, section 94.2 will apply — by preserving as a 
transitional section 94.2 the contents of previously enacted paragraphs 94(1)(a), (b) 
and (d) and subsection 94(4) — to each beneficiary under the trust for a taxation ess 
of the beneficiary in ‘which that earlier taxation year of the trust ends. 


Definitions [s. 94.2]: “amount? — 248(1); “arm’s” length” — 
ary” — 248(25); “beneficiary's year’ — 94.2(3);, “controlled foreign’ affiliate’ — 
94. 2(1), 95(1), 248(1); “exempt foreign trust” — 94(1); “foreign accrual property in- 
come’ — 95(1); “Minister”, “person”, “Property ay 248()); “resident” — 250; “tes- 
ident beneficiary”, “restricted property” — 94(1); “share” — 248(1); “specified fixed 
interest” — 94(1); “taxation Yeah a aot) 249; AXpAyel c= 248(1); “trust” — 
104(1), 248(1), (3); “trust's year” —-94.2(3), “written” — Interpretation Act 
35(1)“writing”. Ls ] 


S. 94.2 


s benehi: _ 


s Specified 1 fixed interests that (together with the interests of 


that year that is included in the taxpayer's income under subsection . 


251(1); “benefici-- 


Wy) 
c 
° 
ae 
© 
— 
fe) 
jo 
— 
o) 
O 
— 
i= 
i) 
= 
” 
o 
ag 
c 
{e) 
= 


S. 95(1) 


95. (1) Definitions for this subdivision — In this subdivision, 


“active business” of a foreign affiliate of a taxpayer means any 
business carried on by the foreign affiliate other than 


(a) an investment business carried on by the foreign affiliate, 


(b) a business that is deemed by subsection (2) to be a business 
other than an active business carried on by the foreign affiliate, 
or 


(c) a non-qualifying business of the foreign affiliate; 


Related Provisions: 95(1)“income from an active business’ — What income in- 
cluded; 248(1) — Meanings of “active business” and “business”. 


History: The definition “active business” in subsec. 95(1) amended by 2007, c. 35, 
subsec. 26(1), applicable as described in the History at the end of s. 95. The definition 
formerly read: 


“active business” of a foreign affiliate of a taxpayer means any business carried 
on by the affiliate other than 


(a) an investment business carried on by the affiliate; or 


(b) a business that is deemed by subsection (2) to be a business other than an 
active business carried on by the affiliate; 


The definition “active business” added to subsec. 95(1) by 1995, c. 21, subsec. 46(3), 
applicable to taxation years of foreign affiliates of taxpayers that begin after 1994 ex- 
cept that, where there has been a change in the taxation year of a foreign affiliate of a 
taxpayer in 1994 and after February 22, 1994, the new definition applies to taxation 
years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such. foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“antecedent corporation” of a particular corporation means 


(a) a predecessor corporation (within the meaning assigned by 
subsection 87(1)) in respect of an amalgamation to which sub- 
section 87(11) applied and by which the particular corporation 
was formed, 


(b) a predecessor corporation (within the meaning of subsection 
87(1)) of the corporation (referred to in this definition as the 
“first amalco”’) that was formed on an amalgamation of the pred- 
ecessor corporation and another corporation, where 


(i) shares of the capital stock of the predecessor corporation 
that were not owned by the other corporation, or by a corpo- 
ration of which the other corporation is a subsidiary wholly- 
owned corporation, were exchanged on the amalgamation for 
shares of the capital stock of the first amalco that were, dur- 
ing the series of transactions or events that includes the amal- 
gamation, redeemed, acquired or cancelled by the first 
amalco for money, 


(11) the first amalco was a predecessor corporation (within the 
meaning assigned by subsection 87(1)) in respect of an amal- 
gamation to which subsection 87(11) applied and by which 
the particular corporation was formed, and 


(iii) the amalgamation referred to in subparagraph (i) oc- 
curred in a series of transactions or events that included the 
amalgamation referred to in subparagraph (ii), 


(c) a corporation that was wound-up into the particular corpora- 
tion in a winding-up to which subsection 88(1) applied, or 


(d) an antecedent corporation of an antecedent corporation of the 
particular corporation; 


Related Provisions: 248(10) — Series of transactions or events. 


History: The definition “antecedent corporation” in subsec. 95(1) added by 2009, c. 2, 
subsec. 25(1), applicable to taxation years of a foreign affiliate of a taxpayer that begin 
after October 2, 2007. However, 


(2009, c. 2, para. 25(6)(c)] if the taxpayer elects in writing in respect of all of its 
foreign affiliates and files the election with the Minister of National Revenue on or 
before the taxpayer’s “election day”, the amendment also applies to taxation years 
of a foreign affiliate of the taxpayer that begin before October 2, 2007 and after the 
date chosen by the taxpayer under paragraph (d) below; and 
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(d) to be valid, an election must include the identification by the taxpayer of its 
choice of one of the following dates: 


(i) December 31, 1994, 
(ii) December 20, 2002, or 
(iii) February 27, 2004. 


For purposes of the above [and for new 95(1)“calculating currency”, “designated ac- 


uired corporation”’, “‘specified person or partnership”, “specified predecessor corpora- 
q Tp 


tion”, 95(2)(f)-(f.15) and 95(2.6)], the taxpayer’s “election day”’ is the later of the tax- 
payer’s filing-due date for the taxpayer’s taxation year that includes the day on which 
this amendment is assented to, and the day that is one year after that day. 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest and 
penalties payable under the Act for any taxation year shall be made that is necessary to 
take into account this amendment. 


“calculating currency” for a taxation year of a foreign affiliate of 
a taxpayer means 


(a) the currency of the country in which the foreign affiliate is 
resident at the end of the taxation year, or 


(b) any currency that the taxpayer demonstrates to be reasonable 
in the circumstances; 


Related Provisions: 261 — Functional currency reporting. 


History: The definition “calculating currency” in subsec. 95(1) added by 2009, c. 2, 
subsec. 25(1), applicable on the same basis as 95(1)“antecedent corporation”. 


“controlled foreign affiliate”, at any time, of a taxpayer resident in 
Canada, means 


(a) a foreign affiliate of the taxpayer that is, at that time, con- 
trolled by the taxpayer, or 


(b) a foreign affiliate of the taxpayer that would, at that time, be 
controlled by the taxpayer if the taxpayer owned 


(i) all of the shares of the capital stock of the foreign affiliate 
that are owned at that time by the taxpayer, 


(ii) all of the shares of the capital stock of the foreign affiliate 
that are owned at that time by persons who do not deal at 
arm’s length with the taxpayer, 


(iii) all of the shares of the capital stock of the foreign affili- 
ate that are owned at that time by the persons (each of whom 
is referred to in this definition as a “relevant Canadian share- 
holder’), in any set of persons not exceeding four (which set 
of persons shall be determined without reference to the exis- 
tence of or the absence of any relationship, connection or ac- 
tion in concert between those persons), who 


(A) are resident in Canada, 


(B) are not the taxpayer or a person described in subpara- 
graph (ii), and 

(C) own, at that time, shares of the capital stock of the 
foreign affiliate, and 


(iv) all of the shares of the capital stock of the foreign affili- 
ate that are owned at that time by persons who do not deal at 
arm’s length with any relevant Canadian shareholder; 


Related Provisions: 17(15)‘controlled foreign affiliate” — Application of definition 
to loan by corporation to non-resident; 94.2(1) — Non-resident trust deemed to be con- 
trolled foreign affiliate for certain purposes; 94(3)(a)(x) [proposed] — Application to 
trust deemed resident in Canada; 95(2.01), (2.02) — Shares held through holding com- 
panies, partnerships and trusts; 128.1(1)(d) — Foreign affiliate becoming resident in 
Canada deemed to have been controlled foreign affiliate; 233.4(4) — Reporting re- 
quirements; 248(1)“controlled foreign affiliate’ — Definition applies to entire Act; 
256(6), (6.1) — Meaning of “controlled”; Canada-U.S. Tax Treaty:Art. XXIX:5(a) — 
U.S. “S” corporation may be deemed to be CFA. 


History: The definition “controlled foreign affiliate” in subsec. 95(1) amended by 
2007, c. 35, subsec. 26(1), applicable as described in the History at the end of s. 95. 
The definition formerly read: 


“controlled foreign affiliate”, at any time, of a taxpayer resident in Canada 
means a foreign affiliate of the taxpayer that was, at that time, controlled by 


(a) the taxpayer, 
(b) the taxpayer and not more than four other persons resident in Canada, 
(c) not more than 4 persons resident in Canada, other than the taxpayer, 


(d) a person or persons with whom the taxpayer does not deal at arm’s 
length, or < 
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(e) the taxpayer and a person or persons with whom the taxpayer does not 
deal at arm’s length; 


Paras. (c) to (e) of “controlled foreign affiliate” in subsec. 95(1) substituted for para. (c) 
by 1994, c. 7, Sch. II (1991, c. 49), subsec. 71(1), applicable to taxation years com- 
mencing after July 13, 1990. Para. (c) formerly read: 


(c) a related group of which the taxpayer was a member; 


“designated acquired corporation” of a taxpayer means a particu- 
lar antecedent corporation of the taxpayer if 


(a) the taxpayer or another antecedent corporation of the tax- 
payer acquired control of 


(i) the particular antecedent corporation, or 


(ii) a corporation (referred to in this definition as a “succes- 
sor corporation’ ”) of which the particular antecedent corpora- 
tion is an antecedent corporation, and 


(b) immediately before the acquisition of control or a series of 
transactions or events that includes the acquisition of control, the 
taxpayer, the other antecedent corporation or a corporation resi- 
dent in Canada of which the taxpayer or the other antecedent 
corporation is a subsidiary wholly-owned corporation, as the 
case may be, dealt at arm’s length (otherwise than because of a 
right referred to in paragraph 251(5)(b)) with the particular ante- 
-cedent eorporalion.. or the successor corporation, as the case may 
be; 


Related Provisions: 248(10) — Series of transactions or events. 


History: The definition “designated acquired corporation” in subsec. 95(1) added by 
2009, c. 2, subsec. 25(1), applicable on the same basis as 95(1)“antecedent 
corporation”. 


“eligible trust”, at any time, means a trust, other than a trust 
(a) created or maintained for charitable purposes, 
(b) governed by an employee benefit plan, 


(c) described in paragraph (a.1) of the definition “trust” in sub- 
section 108(1), 


(d) governed by a salary deferral arrangement, 


(e) operated for the purpose of administering or providing super- 
annuation, pension, retirement or employee benefits, or 


(f) where the amount of income or capital that any entity may 
receive directly from the trust at any time as a beneficiary under 
the trust depends on the exercise by any entity of, or the failure 
by any entity to exercise, a discretionary power; 


History: The definition “eligible trust” in subsec. 95(1) added by 2007, c. 35, subsec. 
26(9), applicable as described in the History at the end of s. 95. 


“entity’’ includes an association, a corporation, a fund, a natural 
person, a joint venture, an organization, a partnership, a syndicate 
and a trust; 


History: The definition “entity” in subsec. 95(1) added by 2007, c. 35, subsec. 26(9), 
applicable as described in the History at the end of s. 95. 


“excluded property’’, at a particular time, of a foreign affiliate of a 
taxpayer means any property of the foreign affiliate that is 


(a) used or held by the foreign affiliate principally for the pur- 
pose of gaining or producing income from an active business 
carried on by it, 

(b) shares of the capital stock of another foreign affiliate of the 
taxpayer where all or substantially all of the fair market value of 
the property of the other foreign affiliate is attributable to pro- 
perty, of that other foreign affiliate, that is excluded property, 


(c) property all or substantially all of the income from which is, 
or would be, if there were income from the property, income 
from an active business (which, for this purpose, includes in- 
come that would be deemed to be income from an active busi- 
ness by paragraph (2)(a) if that paragraph were read without ref- 
erence to subparagraph (v)), or 


(c.1) property arising under or as a result of an agreement that 


(i) provides for the purchase, sale or exchange of currency, 
and 


S: 95(1) exe 


(1i) either 

(A) can reasonably be considered to have been made. by 
the affiliate to reduce its risk, with respect to an amount 
that was receivable under an agreement that relates to the 
sale of excluded property or with respect to.an amount 
that was receivable and was a property described in para- 
graph (c), of fluctuations in the value of the currency in 
which the amount receivable was denominated, or 


(B) can reasonably be considered to have been made by 
the affiliate to reduce its risk, with respect to any of the 
following amounts, of fluctuations in the value of the cur- 
rency in which that amount was denominated: 


(I) an amount that was payable under an agreement 
that relates to the purchase of property that (at all 
times between the time of the acquisition of the pro- 
perty and the particular time) is excluded property of 
the affiliate, 


(II) an amount of indebtedness, to the extent that the 
proceeds derived from the issuance or incurring of the 
indebtedness can reasonably be considered to have 
been: used to acquire property’ that (at: all times be- 
tween the time of the acquisition of that property and 
the particular time) is excluded property of the affili- 
ate, or 


(III) an amount of indebtedness, to the extent that the 
proceeds derived from the issuance or incurring of the 
indebtedness can reasonably. be considered to have 
been used to repay the outstanding balance of 


1. an amount that, immediately before the time of 
that repayment, is described by subclause (1), 


2. an amount of indebtedness of the affiliate that, 
immediately before the time of that repayment, is 
described by subclause (II), or 


3..an amount of indebtedness of the affiliate that, 
immediately before. the time of that repayment, is 
described. by this subclause, 


and, for the purposes of the definitions “foreign affiliate” in this 
subsection and “direct equity percentage” in subsection (4) as they 
apply to this definition, where at any time a foreign affiliate of a 
taxpayer has an interest’ in'a partnership, 


(d) the partnership shall be deemed to be a non-resident corpora- 
tion having capital stock of a single class divided into 100 issued 
shares, and 


(e) the affiliate shall be deemed to own at that time that propor- 
tion of the issued shares of that class that 


(i) the fair market value of the affiliate’s interest in the part- 
nership at that time 


is of 
(ii) the fair market value of all interests in the partnership at 
that time; 
Related Provisions: 85.1(4)(a) — Exception to share-for-share exchange rules 


where foreign affiliate’s property is) substantially all excluded property; Reg. 
5907(5.1) — Rules on disposition of excluded property by FA. 


History: The opening words and paras. (a) to (c) of the definition “excluded property” 
in subsec. 95(1) amended and para. (c.1) added by 2007, c. 35, subsec. 26(2), applica- 
ble as described in the History at the end of s. 95. That portion formerly read: 


“excluded property” of a foreign affiliate of a taxpayer means any property of the 
foreign affiliate that is 


(a) used or held by the foreign affiliate principally for the purpose of gaining 
or producing income from an active business, 


(b) shares of the capital stock of another foreign affiliate of the taxpayer 
where all or substantially all of the property of the other foreign affiliate is 
excluded property, or 


(c) an amount receivable the interest on which is, or would be if interest 
were payable thereon, income from an active business by virtue of subpara- 
graph (2)(a)(ii), 
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S. 95(1) exc 


That portion of the definition “excluded property” following para. (c) substituted by 
1994, c. 7, Sch. II (1991, c. 49), subsec. 71(2), applicable after 1989. That portion 
formerly read: 


and for the purpose of this definition, where a foreign affiliate of a taxpayer has 
an interest in 4 partnership and the fair market value of the interest is equal to or 
greater than 10% of the fair market value of all interests in the partnership, the 
partnership shall be deemed to be another foreign affiliate of the taxpayer and the 
interest of the foreign affiliate in the partnership. shall be deemed to be shares of 
the capital stock of that other foreign affiliate; 


“exempt trust’’, at a particular time in respect of a taxpayer resi- 
dent in Canada, means a trust that, at that time, is a trust under 
which the interest of each beneficiary under the trust is, at all times 
that the interest exists during the trust’s taxation year that includes 
the particular time, a specified fixed interest of the beneficiary in 
the trust, if at the particular time 


(a) the trust is an eligible trust, 


(b) there are at least 150 beneficiaries each of whom holds a 
specified fixed interest, in the trust, that has a fair market value 
of at least $500, and 


(c) the total of all amounts each of which is the fair market value 
of an interest as a beneficiary under the trust held by a specified 
purchaser in respect of the taxpayer is not more than 10% of the 
total fair market value of all interests.as a beneficiary under the 
trust; 


History: The definition “exempt trust” in subsec. 95(1) added by 2007, c. 35, subsec. 
26(9), applicable as described in the History at the end of s. 95. 


“foreign accrual property income” of a foreign affiliate of a tax- 
payer, for any taxation year of the affiliate, means the amount deter- 
mined by the formula 


(A+A.1+A24+B+C)—-(D+E+F+G+H) 
where 


A is the amount that would, if section 80 did not apply to the affili- 
ate for the year or a preceding taxation year, be the total of all 
amounts, each of which is the affiliate’s income for the year 
from property, the affiliate’s income for the year from a business 
other than an active business or the affiliate’s income for the 
year from a non-qualifying business of the affiliate, in each case 
that amount being determined as if each amount described in 
clause (2)(a)(ii)(D) that was paid or payable, directly or indi- 
rectly, by the affiliate to another foreign affiliate of the taxpayer 
or of a person with whom the taxpayer does not deal at arm’s 
length were nil where an amount in respect of the income de- 
rived by the other foreign affiliate from that amount that was 
paid or payable to it by the affiliate was added in computing its 
income from an active business, other than 


(a) interest that would, by virtue of paragraph 81(1)(m), not 
be included in computing the income of the affiliate if it were 
resident in Canada, 


(b) a dividend from another foreign affiliate of the taxpayer, 


(c) a taxable dividend to the extent that the amount thereof 
would, if the dividend were received by. the taxpayer, be de- 
ductible by the taxpayer under section 112, or 


(d) any amount included because of subsection 80.4(2).in the 
affiliate’s income in respect of indebtedness to another cor- 
poration that is a foreign affiliate of the taxpayer or of a per- 
son resident in Canada with whom the taxpayer does not deal 
at arm’s length, 


A.1 is twice the total of all amounts included in computing the af- 
filiate’s income from property or businesses (other than active 
businesses) for the year because of subsection 80(13), 


A.2 is the amount determined for G in respect of the affiliate for 
the preceding taxation year, 


B_ is such portion of the affiliate’s taxable capital gains for the year 
from dispositions of property, other than dispositions of ex- 
cluded property to which none of paragraphs (2)(c), (d) and (e) 
apply, as may reasonably be considered to have accrued after its 
1975 taxation year, 


Income Tax Act, Part I, Division B 


~~ Proposed Amendment — 95(1)“foreign accrual 
property income”B © 


B_ is the portion of the affiliate’s income (to the extent that the 
income is not included under the description of A), or of the | 
affiliate’s taxable capital gains that can reasonably, be consid- 
ered to have accrued after its LHe taxation eats as the case 

somay befor thevyean:; « 10 “tn: o> hol bstanviesh 
(a) from the disposi’ ot, property other than disposition 
of excluded property, 
(b) from dispositions of occlniad Rpt to which any - 
paragraphs (2)(c),(¢.2), (d), (d.1), (€), (e.1), (€.3) to (e.5) 
: and (f. 4) and 88(3)(a) applies, or mia 6 ns 
~ (ce) arising because of a gain under sdtwantion: 40(3) in re- 
spect of a share because of a dividend on the share referred 
ba tO. AD subparagraph (2)(e.3)(iv) or (€.4)(v),. 


Application: The February 27, 2004 draft: legislation (Part,2 — _ foreign affiliates), 
subsec. 133(3), will amend the description of B in the definition “foreign accrual 
propery income” i in se 95(1) to read as above, bCeia in ‘pag of taxation 


95(1) i is ‘relevant for the. purposes of section 91 and for the purposes of  outtee the 
tax surpluses and deficits of the foreign affiliate of a taxpayer. Section 91 provides 
rules for determining amounts that a taxpayer resident in Canada is to include in 
computing that taxpayer’s income for a particular year as income from a share of a _ 
controlled foreign affiliate of that taxpayer. 


First, the description of B in the definition “foreign: accrual property income” in spre iH 
section 95(1) is. amended _ to ‘include income (other than income included in ‘the 
description of A in ‘the definition “foreign accrual property income”) and capital _ 


gains, as the case may be, 
* from dispositions of excluded property orhece any of paragraphs 88(3)(a) and 


95(2)(c), (¢.2), (d), (d.1), (©), (e. Dy (€.3) to (€.5) and (£4) applies in respect. of 
the disposition and, and 


ee 


* gains arising | under subsection 40(3) i in respect of a hare ‘because of a dividend 
: referred to in subparagraph 95(2)(e.3)(iv) or (e.4)(v) On the share, - 


which income or capital gain can een be considered to have accrued after the 
affiliate’s 1975 taxation year. ; 


Second, the description of E in the definition of “foreign ae property income” is 
amended to remove the reference to dispositions of excluded property to which none 
of paragraphs 95(2)(c), ex or (e) apply, and jae it wath a reference to dispositions 
of excluded property. : ow Thea 


C is, where the affiliate is a controlled Sih affiliate of the tax- 
payer, the amount that would be required to be included in com- 
puting its income for the year if 


(a) subsection 94.1(1) were applicable in computing that 
income, 


(b) the words “earned directly by the taxpayer” in that sub- 
section were replaced by the words “earned by the person 


resident in Canada in respect of whom the taxpayer is a for- _ 


eign affiliate”, 


(c) the words “other than a controlled foreign affiliate of the 
taxpayer or a prescribed non-resident entity” in paragraph 
94.1(1)(a) were replaced by the words “other than a’ pre- 
scribed non-resident entity or a,controlled foreign affiliate of 
a person resident in Canada of whom the taxpayer is a con- 
trolled foreign affiliate”, and 


(d) the words “other than a capital gain” in. paragraph 
94.1(1)(g) were replaced by the words “other than any in- 
come that would not be,included in the taxpayer’s foreign 
accrual property income for the year if the value,of C in the 
definition “foreign accrual property income” in subsection 
95(1) were nil and other than a capital gain”, 


D. is the total of all amounts, each of which is the affiliate’s loss for 
the year from property, the affiliate’s loss for the year from a 
business other than an active business of the affiliate or the affil- 
iate’s loss for the year from a non-qualifying business of the af- 
filiate, in each case that amount being determined as if there 
were not included in the affiliate’s income any amount described 
in any of paragraphs (a) to (d) of the description of A and as if 
each amount described in clause (2)(a)(ii)(D) that was paid or 
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Subdivision i— Shareholders' of Non-Resident Corporations 


payable, directly or indirectly, by the affiliate to:another foreign 
affiliate of the taxpayer or of a person with whom the taxpayer 
does not deal at arm’s length were nil where an amount in re- 
spect of the income derived by the other foreign affiliate from 
that amount that was paid or payable to it by the affiliate was 
added in computing its income from an active business, 


E is the amount of the affiliate’s allowable capital losses for the 

~ year from dispositions of property (other than excluded’ pro- 
perty) that can reasonably be considered to have accrued after its 
1975 taxation year, 


F is the amount claimed by the taxpayer, which amount may not 
be greater than the amount prescribed to be the deductible loss 
of the. affiliate for, the vnunet 


D to H contain ae dealin: from FAPI. Where the dehccgons ewe the: addi : 
tions, ‘the resulting: eens is a iene oomnal pha loss (referred to in these 


The ser aig of. ees F of the: FAPL definition leben amended i in n onder t 


better integrate its language with new section 5903. 


G is the amount, if any, by which 


(a) the total of amounts ‘determined for A.1 and A. d in re- 
spect of the eae for the year 


exceeds 


(b) the total of all amounts determined for D, to F in respect 
of. the affiliate for the, year, and 


(a) where the affiliate was a member of a partnership at the 
end of the fiscal period. of the partnership. that. ended in the 
year and the partnership received a dividend at a ‘particular 
time in that fiscal period from a corporation that was, for the 
purposes of sections 93 and 113, a foreign affiliate of the tax- 
payer at that particular time, the portion of the amount of that 
dividend that is included in the value of A in respect of the 
affiliate for the year and that is deemed by paragraph 
93.1(2)(a) to have been received by the affiliate for the pur- 
poses of sections 93 and 113, and 


(b) in any other case, nil; 


Related Provisions: 40(3)(d) — Deemed gain where ACB would become negative; 
53(1)(m) — ACB of offshore investment fund property; 94.2 — Non-resident trust 
deemed to be controlled foreign affiliate for FAPI; 95(2) — Determination of certain 
components. of FAPI; 152(6.1) — Reassessment, to. apply FAPI_ loss), carryback; 
248(1)“foreign accrual property income” — Definition applies to entire. Act; 257 — 
Formula cannot calculate to less than zero; 261(6.1), (7)(a)@) — Application when 
functional currency election made;\Canada-U.S. Tax Treaty:Art. XXIX:5(b) — U.S. 
“S” corporation income may be deemed to be FAPI. 


S. 95(1) for 


History: The opening, words of the description of A:in the definition “foreign accrual 
property income” amended by 2007, c. 35, subsec. 26(3), applicable as described in the 
History at the end of s. 95. The opening words formerly read: 


A. is the amount that would, if section 80 did not apply to the affiliate for the 
year or a preceding taxation year, be the total of the affiliate’s incomes for 
the year from property and businesses (other than active businesses) deter- 
mined as if each amount described in clause (2)(a)(ii)(D) that was paid or 

' payable, directly or indirectly; by the affiliate to another foreign affiliate of 
either the taxpayer or a person with whom’ the taxpayer does not deal ‘at 
arm’s' length were nil where an’ amount in respect of the income derived by 
‘the other foreign’ affiliate from that amount that was paid or payable to it by 
the affiliate was added in computing its income from’ an active business; 
other. than | 


The description of D in the definition “foreign accrual property income” amended by 
the said c. 35, subsec. 26(4), applicable as’described in the History at the end of s. 95. 
The description formerly. read: 


‘Dis the total of the affiliate’s losses for the year from property and businesses 
(other than active businesses) determined as if there were not included in the 
affiliate’s income any amount described in any of paragraphs (a) to (d),of the 
description of A and as if each amount described in clause (2)(a)(ii)(D) that 
was paid or payable, directly or indirectly, by the affiliate to another foreign 
affiliate of either the taxpayer or a person with whom the taxpayer does not 

‘deal at arm’s length were nil where an amount in respect of the income de- 
rived by the other foreign affiliate from that amount that was paid or payable 
to it by the affiliate was added in computing its income from an’ active 
‘business, n 


The description of E in the definition “foreign accrual property income” amended by 
the said c. 35, subsec::26(5), applicable as“described in the History at the end of s/95: 
The description formerly read: 


E_ is such portion’ of the affiliate’s allowable capital losses for the year from 
dispositions of property, other than dispositions of excluded property to 
which none of paragraphs (2)(c), (d) and (e) apply, as may reasonably be 
considered to have accrued after its 1975 taxation year, 


The formula‘in the definition “foreign accrual property income” in subseé. -95(1) 
amended to add “+H” by 2001, c. 17, subsec. 73(1), applicable after November 1999. 


The description of A.1 in the definition “foreign accrual property. income” amended by 
the said c. 17, subsec. 73(2) to replace the reference to the expression “4/3 of” with a 
reference to the word “twice”, applicable to taxation years that end after February 27, 
2000 except that, where a taxation year of a foreign affiliate of a taxpayer includes 
February 28, 2000. or October 17, 2000, or began after February 28, 2000 and ended 
before October 17, 2000, the reference to the word “twice” shall be read as a reference 
to the expression “the fraction that is the reciprocal of the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the foreign affiliate for the year, multiplied by”. 


The description of F in the definition “foreign accrual property income’”amended by, 
the said c. 17, subsec. 73(3), applicable to foreign affiliates’ taxation years that begin 
after November 1999. The description of F formerly read: 


F is the amount prescribed to be the deductible loss of the affiliate for the year 
and the five immediately preceding taxation years,’ and 


The description of H in the definition “foreign accrual property income” added ‘bythe 
said ‘c, 17, subsec. 73(4), applicable after November 1999. 


Paras. (c) and (d) added to the description of C in the definition “foreign accrual pro- 
perty. income” in subsec, 95(1) by 1998, c. 19, subsec. 122(2), para. (c) applicable to 
taxation years that end after November 1991, Para. (d) applicable to taxation years that 
begin after June 19, 1996. “ 


The. formula in the definition “foreign accrual property income” in subsec. 95(1) 
amended, and the descriptions of A.1 and A.2 added, by 1995, c. 21, subsecs, 32(1), 
(2), applicable to taxation years that end after February 21, 1994. The formula formerly 
read: 


(A+B+C)-(D+E+F) 


The opening words of the description of A in the definition “foreign accrual property 
income” in subsec. 95(1) amended by 1995, c. 21, subsec. 78(2), applicable to taxation 
years of foreign affiliates of taxpayers that begin after 1994 except that, where there 
has been a change in’ the taxation year of a foreign’ affiliate of a taxpayer in’ 1994 and 
after February 22, 1994, the amended description of A applies to taxation years of such 
foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in: the taxation year of such foreign affiliate. 


In these instances, for taxation years that end after February 21, 1994, the opening 
words of the description of A should be read as follows (1995, c. 21, subsec. 78(1)): 


A is the amount that would, if section 80 did not apply to the affiliate for the 
year or a preceding taxation year, be the total of the affiliate’s incomes for 
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S. 95(1) for 


the year from property and businesses (other than active businesses), other 
than 


The opening words of the description of A formerly read: 


A is the total of the affiliate’s incomes for the year from property and busi- 
nesses other than active businesses, other than 


The description of D in the definition “foreign accrual property income” in subsec. 
95(1) amended by 1995, c. 21, subsec. 46(2), applicable to taxation years of foreign 
affiliates of taxpayers that begin after 1994 except that, where there has been a change 
in the taxation year of a foreign affiliate of a taxpayer in 1994 and after February 22, 
1994, the amended legislation applies to taxation years of such foreign affiliate of the 
taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 

The description of D'formerly read: 

D is the total of the affiliate’s losses for the year from property and businesses 
(other than active businesses) determined as if there were not included in the 
affiliate’s income any amount described in any of paragraphs (a) to (d) of the 
description of A, 

The description of G added to the definition “foreign accrual property income” in sub- 
sec. 95(1) by 1995, c. 21, subsec. 32(3), applicable to taxation years that end after 
February 21, 1994. 

Para. (d) of the description of A in “foreign accrual property income” added by 1994, c. 
7, Sch. II (1991, c. 49), subsec. 71(3), applicable to 1987 et seq. 

The description of D in “foreign accrual property income” amended by 1994, c. 7, Sch. 
II (1991, c. 49), subsec. 71(4), to parenthesize “other than active businesses” and to 
substitute “paragraphs (a) to (d)” for “paragraphs (a), (b) or (c)”, applicable to 1987 et 
Seq. 

Selected Cases [95(1)“foreign accrual property income”): Canada Trustco 
Mortgage Co. v. MNR, [1999] 2 C.T.C. 308 (FCTD) (No separate treatment for por- 
tions of total income of foreign affiliate); Rostland Corp. v. Canada, [1995] 2 C.T.C. 
2276 (TCC) (Interest income in heavily leveraged real estate venture was income from 
an active business and not FAPI). 

Regulations: 5903 (prescribed amount). 


1.T. Application Rules: 35(1) (ITAR 26 does not apply in determining gains and 
losses of foreign affiliates; 35(4) (where corporation deemed to be foreign affiliate 
before May 7, 1974 because of election). 


Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. 


CRA Audit Manual: 15.12.2: Foreign accrual property income (FAPI) and foreign 
affiliates. 


“foreign accrual tax” applicable to any amount included in com- 
puting a taxpayer’s income by virtue of subsection 91(1) for a taxa- 
tion year in respect of a particular foreign affiliate of the taxpayer 
means 


Proposed Amendment — 95(1)“foreign accrual 1 tax” iss 
opening words 


“foreign accrual tax” applicable to ‘any amount included in. com-— 
puting a taxpayer's income under subsection 91(1) for a taxation — 
year in respect of a particular foreign affiliate of the RPO 
means, subject to subsection 91(4.1), 
Application: The August 27, 2010 draft legislation (Part 3 — other ainenceots) Ss. 
68, will amend the opening words of the definition “ ‘foreign accrual tax” in subsec. | 
95(1) to read as above, applicable to taxation years ofa a eopayer that end. after March : 
4, 2010. a 
Technical Notes (Sept. 10, 2010): The definition “foreign acne aot in Shee 
tion 95(1) is relevant for determining the amount of a deduction that a taxpayer may 
claim under subsection 91(4) in respect of taxes paid or deemed paid in respect of the. 
foreign accrual property income of a foreign affiliate of, a taxpayer. . 

This definition is being amended to provide that it is subject to the new mules in 
subsection 91(4.1) [artificial foreign tax credit generator rules — ed.] that deny FAT 
in certain circumstances. For more details about the new rules i in subsection 914. Ll); 
see the commentary on that subsection. = 


Federal Budget, Notice of Ways and Means Motion and Seas 
Information, March 4, 2010: See under 91(4.1) and 126(4.11). 


Proposed Amendment — 95(1)“foreign accrual tax” 
Letter from Dept. of Finance, Oct. 15, 2010: See under Reg. 5907(1.4). 


Income Tax Act, Part I, Division B 


(a) the portion of any income or profits tax that was paid by 
(i) the particular affiliate, or 


(ii) any other foreign affiliate of the taxpayer in respect of a 
dividend received from the particular affiliate 


and that may reasonably be regarded as applicable to that 
amount, and 


(b) any amount prescribed in respect of the particular affiliate to 
be foreign accrual tax applicable to that amount; 
Related Provisions: 91(4.1)-(4.5) — Limitation — artificial foreign tax credit 
generators. 
Regulations: 5907(1.3) (prescribed foreign accrual tax). 


“foreign affiliate”, at any time, of a taxpayer resident in Canada 
means a non-resident corporation in which, at that time, 


(a) the taxpayer’s equity percentage is not less than 1%, and 


(b) the total of the equity percentages in the corporation of the 
taxpayer and of each person related to the taxpayer (where each 
such equity percentage is determined as if the determinations 
under paragraph (b) of the definition “equity percentage” in sub- 
section (4) were made without reference to the equity percentage 
of any person in the taxpayer or in any person related to the tax- 
payer) is not less than 10%, 


except that a corporation is not a foreign affiliate of a non-resident- 
owned investment corporation; 
Possible Future Amendment — 95(1)“foreign affiliate” 


Advisory Panel on Canada’s System of International Taxation report to 
Minister of Finance, Dec. 10, 2008: Recommendation 4.4: Review the “foreign 


affiliate™ definition, taking into account the Panel’s other recommendations on out- 
bound taxation, the pppies of wea countries, and the impact of any changes on 
existing vestments. . : 


{For more detail on this i issue see the report at \ www apesit gcrcfi or on | TaxPariner 
For the full list of recommendations see under s, 90 — ed] oe 


Related Provisions: 87(8) — Merger of FA; 93.1 — Shares held Ay a sleet 
95(4) — Equity percentage; 128.1(1)(d)—-FA becoming resident in Canada; 
233.4(4) — Reporting requirements; 248(1)‘foreign affiliate” — Definition applies to 
entire Act. 


History: The definition “foreign affiliate” in subsec. 95(1) amended by 1995, c. 21, 
subsec. 46(1), applicable to taxation years of foreign affiliates of taxpayers that begin 
after 1994 except that, where there has been a change in the taxation year of a foreign 
affiliate of a taxpayer in 1994 and after February 22, 1994, the amended legislation 
applies to taxation years of such foreign affiliate of the taxpayer that end after 1994, 
unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 

(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


The definition formerly read: 


“foreign affiliate”, at any time, of a taxpayer (other than a non-resident-owned 
investment corporation) resident in Canada means a corporation (other than a 
corporation resident in Canada), in which, at that time, the taxpayer’s equity per- 
centage was not less than 10%; 


Selected Cases [subsec. 95(1)“foreign affiliate”]: Old HW-GW Ltd. v. Canada, 
[1993] 1 C.T.C. 363 (FCA); leave to appeal to SCC refused (Sept. 30, 1993), Doc. 
23591 (SCC) (Puerto Rico separate country from US under subsecs. 5907(10) and (11) 
of Regulations; incentive to promote sales from Puerto Rico to US was “export” incen- 
tive; dividends from foreign affiliate in Puerto Rico not from “exempt surplus”). 


1.T. Application Rules: 35(4) (where corporation deemed to be foreign affiliate due 
to election made before May 6, 1974). 

Interpretation Bulletins: IT-343R: Meaning of the term “corporation”; IT-451R: 
Deemed disposition and acquisition on ceasing to be or becoming resident in Canada. 
Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


Forms: T2 SCH 25: Investment in foreign affiliates. 


“foreign bank” means an entity that would be a foreign bank 
within the meaning assigned by the definition of that expression in 
section 2 of the Bank Act if 


(a) that definition were read without reference to the portion 
thereof after paragraph (g) thereof, and 
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(b) the entity had not been exempt under section 12 of that Act 
from being a foreign bank; 
History: The definition “foreign bank’’ added ‘to subsec. 95(1) by 1995, c. 21, subsec. 
46(3), applicable to taxation years of foreign affiliates of taxpayers that begin after 
1994 except that, where there has been a change in the taxation year of a foreign affili- 
ate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change-in the taxation year in writing 
before February 22, 1994 from the income, taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“income from a non-qualifying business” of a foreign affiliate of 
a taxpayer resident in Canada for a taxation year includes the for- 
eign affiliate’s income for the taxation year that pertains to or is 
incident to that non-qualifying business, but does not include 


(a) the foreign affiliate’s income from property for the taxation 
year, or 


(b).the foreign affiliate’s income for the taxation year from a 
business that is deemed. by subsection (2) to be.a business other 
than an active, business of the foreign affiliate; 

History: The definition “income froma non-qualifying business” in subsec. 95(1) ad- 


ded by 2007, c. 35, subsec. 26(9), applicable as described in the History at the end of s. 
95. 


“income from an active business” of a foreign affiliate of a tax- 
payer for a taxation year includes the foreign affiliate’s income for 
the taxation year that pertains to or is incident to that active busi- 
ness but does not include 


(a) the foreign affiliate’s income from property for the taxation 
year, 


(b) the foreign affiliate’s income for the taxation year from a 
business that is deemed by subsection (2) to be a business other 
than an active business of the foreign affiliate, or 


(c) the foreign affiliate’s income from a non-qualifying business 
of the foreign affiliate for the taxation year; 
Related Provisions: 17(8)(a)(i) — 17(1) does not apply to loan used for earning 
income from an active business; 95(1)‘‘active business” — Businesses excluded; 
95(1)“income from property” — Extended meaning of income from property. 


History: The definition “income from an active business” amended by 2007, c. 35, 
subsec. 26(1), applicable as described in the History at the end of s. 95. The definition 
formerly read: 


“income from an active business” of a foreign affiliate of a taxpayer for a taxa- 
tion year includes, for greater certainty, any income of the affiliate for the year 
that pertains to or is incident to that business but does not include 


(a) other income that is its income from property for the year, or 


(b) its income for the year from a business that is deemed by subsection (2) 
to be a business other than an active business carried on by, the affiliate; 


The definition “income from an active business” added to subsec. 95(1) by 1995,'c. 21, 
subsec. 46(3), applicable to taxation years of foreign affiliates of taxpayers that begin 
after 1994 except that, where there has been a change in the taxation year of a foreign 
affiliate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate. of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or , 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“income from property” of a foreign affiliate of a taxpayer for a 
taxation year includes the foreign affiliate’s income for the taxation 
year from an investment business and the foreign affiliate’s income 
for the taxation year from an adventure or concern in the nature of 
trade, but does not include 


(a) the foreign affiliate’s income for the taxation year from a 
business that is deemed. by subsection (2) to be,a business other 
than an active business of the foreign affiliate, or 
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(b) the foreign affiliate’s income for the taxation year that per- 
tains to or is incident to 


(i) an active business of the foreign affiliate, or 


(ii) a non-qualifying business of the foreign affiliate; 


Related Provisions: 9(1) — Determination of income from property; 95(1)“invest- 
ment business” — Meaning of investment business; 95(2)(1) — Income from trading or 
dealing in indebtedness. 


History: The definition “income from property” amended by 2007, c. 35, subsec. 
26(1), applicable as described in the History at the end of s. 95. The definition formerly 
read; 


“income from property” of a foreign affiliate of a taxpayer for a taxation year 
includes its income for the year from an investment business and its income for 
the year from an adventure or concern in the nature of trade, but, for greater 
certainty, does not include its income for the year that is because of subsection 
(2) included in its income from an active business or in its income from a busi- 
ness other than an active business; 


The definition “income from property” added to subsec. 95(1) by 1995, c. 21, subsec. 
46(3), applicable to taxation years of foreign affiliates of taxpayers that begin after 
1994 except that, where there has been a change in the taxation year of a foreign affili- 
ate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to. income taxation; or 


(b) the’first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“investment business” of a foreign affiliate of a taxpayer means a 
business carried-on by the foreign affiliate in a taxation year (other 
than a business deemed by subsection (2) to be a business other 
than an active business carried on by the foreign affiliate and other 
than a non-qualifying business of the foreign affiliate) the principal 
purpose of which is to derive income from property (including in- 
terest, dividends, rents, royalties or any similar returns or substitutes 
for such interest, dividends, rents, royalties or returns), income from 
the insurance or reinsurance of risks, income from the factoring of 
trade accounts receivable, or profits from the disposition of invest- 
ment property, unless it is established by the taxpayer or the foreign 
affiliate that, throughout the period in the taxation year during 
which the business was carried on by the foreign affiliate, 


(a) the business (other than any business conducted principally 
with persons with whom. the affiliate does. not deal at arm’s 
length) is 
(i) a business carried on by it as a foreign bank, a trust com- 
pany, a credit union, an insurance corporation or a trader or 
dealer in securities or commodities, the activities of which 
are regulated under the laws 


(A) of each country in which the business. is carried on 
through a permanent establishment (as defined by regula- 
tion) in that country and of the country under whose laws 
the affiliate is governed and any of exists, was (unless the 
affiliate was continued in any jurisdiction) formed or or- 
ganized, or was last continued, 


Proposed Amendment — -95(1 )“investment 
business”(a)(i)(A) 


Aoplesien: The Hens 2, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 33(2), will amend cl. (a)(i)(A) of the definition “investment business” in subsec. 


95(1) to substitute “establishment in that country” for “establishment (as defined by 


regulation) in that country”, applicable to taxation years of a foreign affiliate of a tax- 
payer that begin after 1999. 


S. 53 of the draft legislation provides has any assessment of a iakoauer S tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation i is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


Oy elects i in writing in respect of all of its foreign affiliates that this section apply in 
respect of that provision, and 

(ii) files that election ve the Minister of Nasional Revenue on or before June 30, 
2011, 


Technical Notes iseper 10, -B010y The definition “permanent establishment” is 
being added to subsection 95(1). This definition will have the meaning assigned by 
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paragraph 5906(2)(b) of the Regulations. There are a number of provisions of subdivi- 
sion i of Division B of Part I of the Act that use the term “permanent establishment”, 
some of which make reference to the Regulations, some of which do not. The defini- 
tion of “permanent establishment” in subsection 95(1) and the meaning prescribed for 
that definition in amended paragraph 5906(2)(b) are meant to provide a consistent defi- 
nition of that term for all purposes of the foreign affiliate rules in subdivision i. 


The provisions of subdivision i which currently make specific reference to the Regula-. 
tions for the meaning of “permanent establishment” are being amended to remove. 
those references. Those references will no longer be necessary once the definition “per- 
manent establishment” is added to subsection 95(1). The relevant provisions are: 


* clause (a)(i)(A) of the definition “investment business” in subsection 95(1), 
* clause 95(2)(1)Gii)(A), 

¢ clause 95(2.3)(b)(ii)(A), 

¢ subparagraph 95(2.4)(a)(i), and 


¢ subclause (c)(ii)(B)() of the definition “indebtedness” in subsection 95(2.5). 
For more details, see the commentary to section 5906 of the Regulations. 


(B) of the country in which the business is principally car- 
ried on, or 


(C) if the affiliate is related to a non-resident corporation, 
of the country under whose laws that non-resident corpo- 
ration is governed and any of exists, was (unless that non- 
resident corporation was continued. in. any jurisdiction) 
formed or organized, or was last continued, if those regu- 
lating laws are recognized under the laws of the country 
in which the business is principally carried on and all of 
those countries are members of the European Union, or 


(ii) the development of real estate for sale, the lending of 
money, the leasing or licensing of property or the insurance 
or reinsurance of risks, 


Proposed Amendment — 95(1)“investment 
business” (a)(ii) 
Aocienk sa: The July 16, 2010 draft legislation (Part 2 bijuralism), ied 
208(1), will amend subpara. (a)(ii) of the definition “investment business” in. subsec., 


95(1) by substituting “real property or immovables” for ‘ ‘real estate”, a come into 
force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 
(b) either 


(i) the affiliate (otherwise than as a member of a partnership) 
carries on the business (the affiliate being, in respect of those 
times, in that period of the year, that it so carries on the busi- 
ness, referred to in paragraph (c) as the “operator’), or 


(ii) the affiliate carries on the business as a qualifying mem- 
ber of a partnership (the partnership being, in respect of those 
times, in that period of the year, that the affiliate so carries on 
the business, referred to in paragraph (c) as the “operator’), 
and 


(c) the operator employs 


(i) more than five employees full time in the active conduct 
of the business, or : 


(ii) the equivalent of more than five employees full time in 
the active conduct of the business taking into consideration 
only 


(A) the services provided by employees of the operator, 
and 


(B) the services provided outside Canada to the operator 
by any one or more persons each of whom is, during the 
time at which the services were performed by the person, 
an employee of 


(I) a corporation related to the affiliate (otherwise than 
because of a right referred to in paragraph 251(5)(b)), 


(II) in the case where the operator is the affiliate, 


1. a corporation (referred to in this subparagraph as 
a “providing shareholder’) that is a qualifying 
shareholder of the affiliate, 
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2. a designated corporation in respect of the affili- 
ate, or 


3. a designated partnership in respect of the affili- 
ate, and 


(III) in the case where the operator is the partnership 
described in subparagraph (b)(ii), 


1. any person (referred to in this subparagraph as a 
“providing member”) who is a qualifying member 
of that partnership, 


2. a designated corporation in respect of the affili- 
ate, or 


3. a designated partnership in respect of the 
affiliate, 


if the corporations referred to in subclause (B)(I) and the des- 
ignated corporations, designated partnerships, providing 
shareholders or providing members referred to in subclauses 
(B)(ID) and (IID) receive compensation from the operator for 
the services provided to the operator by those employees the 
value of which is not less than the cost to those corporations, 
partnerships, shareholders or members of the compensation 
paid or accruing to the benefit of those employees that per- 
formed the services during the time at which the services 
were performed by those employees; 


_ Possible Future Amendment — SoC) invastnent 
business” a 


Adviebry. Panel ‘on Canada’ 's ‘System of International Taxation ‘report to 
Minister of Finance, Dec. 10, 2008: Recommendation 4.6: Review the scope of the 


base erosion and investment business rules to ensure they are properly targeted and do. 


not impede bona fide business transactions and the Hopepediiycocss of Canadian 
businesses. 


{For more detail on ae issue see the report at www. apesit-gcrcfi, ca or on TaxParmner, 
For the full list of recommendations see under s. 90 — ed.] : Hf 


Related Provisions: 95(1)“active business’(a) — Investment business excluded 
from active business; 95(2)(a.2) — Income from insurance business; 95(2)(s) — Desig- 
nated; corporation; 95(2)(t) — Designated partnership; 95(2)(u) — Tiers of. partner- 
ships; 95(2.1) — Whether dealing with foreign affiliate at arm’s length; 125(7) — 
Analogous definition of “specified investment business” for small business deduction 
purposes. 


History: Opening words of the definition “investment business” amended by 2007,,c. 
35, subsec. 26(6), applicable as described in the History at the end of s. 95. The open- 
ing words formerly read: 


“investment business” of a foreign affiliate of a taxpayer means a business car- 
ried on by the affiliate in a taxation year (other than a business deemed by sub- 
section (2) to be a business other than an active business carried on by the affili- 
ate) the principal purpose of which is to derive income from property (including 
interest, dividends, rents, royalties or any similar returns or substitutes therefor), 
income from the insurance or reinsurance of risks, income from the factoring of 
trade accounts receivable, or profits from the disposition of investment property, 
unless it is established by the taxpayer or the affiliate that, throughout the period 
in the year during which the business was carried on by the affiliate, 


Subpara. (a)(i) of the’ definition “investment business” amended by the said c. 35, sub- 
sec. 26(7), applicable as described in the History at the end of s. 95. The subpara. 
formerly read: 


(i) a business carried on by it as a foreign bank, a trust company, a credit union, 
an insurance corporation or a trader or dealer in securities or commodities, the 
activities of which are regulated in the country in which the business is princi- 
pally carried on, or 


Para. (b) of the definition “investment business” amended and para. (c) added by the 
said c. 35, subsec. 26(8), applicable as described in the History at the end of s. 95. Para. 
(b) formerly read: 


(b) the affiliate or, where the affiliate carries on the business as a member of a 
partnership (except where the affiliate is a specified member of the partnership in 
a fiscal period of the partnership that ends in the year), the partnership employs 


(1) more than 5 employees full time in the active conduct of the business, or 


(ii) the equivalent of more than 5 employees full time in the active conduct 
of the business taking into consideration only the services provided by its 
employees and the services provided outside Canada to the affiliate or the 
partnership by the employees of 


(A) a corporation related to the affiliate (otherwise than because of a 
right referred to in paragraph 251(5)(b)), or 


Subdivision i— Shareholders of Non-Resident Corporations 


(B) members of the partnership (other than a member of the partnership 
that was a specified member of the partnership in a fiscal period of the 
partnership that ends in the year) 


where the corporation or members referred to in clause (A) or (B) receive 
compensation from the affiliate or the partnership for the services provided 
to the affiliate or the partnership by those employees the value’ of which is 
not less than the cost to such corporation or members of the compensation 
paid or accruing to the benefit of those employees that performed the ser- 
vices during the time the services were performed by those employees; 


The definition “investment business” added to subsec. 95(1) by 1995, c. 21, subsec. 
46(3), applicable to taxation years of foreign affiliates of taxpayers that begin after 
1994 except that, where there has been a change in the taxation year of a foreign affili- 
ate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


Regulations: 5906(2)(b) (permanent establishment). 
I.T. Technical News: 41 (the “more than five full-time employees” test). 


“investment property” of a foreign affiliate of a taxpayer includes 


(a) a share of the capital stock of a corporation other than a share 
of another foreign affiliate of the taxpayer that is excluded pro- 
perty of the affiliate, 


(b) an interest in a partnership other than an interest in a partner- 
ship that is excluded property of the affiliate, 


(c) an interest in a trust other than an interest,in a,trust that is 
excluded property of the affiliate, 


(d) indebtedness or annuities, 


(e), commodities or commodities futures purchased. or sold, di- 
rectly or indirectly in any manner whatever, on a commodities 
or commodities futures exchange (except commodities manufac- 
tured, produced, grown, extracted or processed by the affiliate or 
a person to whom the affiliate is related (otherwise than because 
of a right referred to in paragraph 251(5)(b)) or commodities fu- 
tures in respect of such commodities), 


(f) currency, 
(g) real estate, 


Proposed Amendment — 95(1 “investment 
: th fe 

: property”(g) ae 
Application: The July” 16, 2010 draft legislation (Part 2 —bijural - subsec. 
208(2), will amend para. (g) of the definition “investment property” i in subsec. 95( 1) by 


substituting “real property or immovables” for “real estate”, to come into foree on 
Royal Assent. - . 


Technical Notes (July 2010): cs er a 


(h) Canadian and foreign resource properties, 


(i) interests in funds or entities other than corporations, partner- 
ships and trusts, and 


(j) interests or options in respect of property that is included in 
any of paragraphs (a) to (i); 


ES wap Amendment _— 95(1)“investment 
: se Property") 
Appieation The Tuly 16, 2010 draft legislation (Part 2— bijuralism), subse: 
208(3), will amend para. (j) of the definition “investment property” subsec. 95(1) ‘by 
substituting “interests in, or for civil law rights in, or options in respect of,” for Ante 
ests or options in respect of”, to come into force on Royal Assent. - : 


Technical Notes (July 2010): See under 12(4). 


History: The definition “investment property” added to subsec. 95(1) by 1995, c. 21, 
subsec. 46(3), applicable to taxation years of foreign affiliates of taxpayers that begin 
after 1994 except that, where there has been a change in the taxation year of a foreign 
affiliate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 
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(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier thanthe time that that taxation year would have begun if 
there had not been that change:in the taxation’ of such foreign: affiliate. 


“lease obligation”. of a person includes an obligation under an 
agreement that authorizes the use of or the production or reproduc- 


tion. of property including information or any. other thing; 


History: The definition “lease obligation” added to subsec. 95(1) by 1995, c. 21, sub- 
sec. 46(3), applicable to taxation years of foreign affiliates of taxpayers that begin after 
1994 except that, where there has been a change inthe taxation year of a foreign affili- 
ate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a). such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“lending of money” by a person (for the purpose of this definition 
referred to as the “lender’) includes 


(a) the acquisition by the lender of trade accounts receivable 
(other than trade accounts receivable owing by a person with 
whom the lender does not deal at arm’s length) from another 
person or the acquisition by the lender of any interest in any 
such accounts receivable, 


(b) the acquisition by the lender of loans made by and lending 
assets (other than loans or lending assets owing by a person with 
whom the lender does not deal at arm’s length) of another per- 
son or the acquisition by the lender of any interest in such a loan 
or lending asset, 


(c) the acquisition by the lender of a foreign resource property 
(other than a foreign resource property that is a rental or royalty 
payable by a person with whom the lender does not deal at arm’s 
length) of another person, and 


(d) the sale by the lender of loans or lending assets (other than 
loans or lending assets owing by a person with whom the. lender 
does not deal at arm’s length) or the sale by the lender of any 
interest in such loans or lending assets; 


and for the purpose of this definition, the definition “lending asset” 
in subsection 248(1) shall be read without the words “but does not 
include a prescribed property”; 


History: Closing words added to the definition “lending of money” in subsec. 95(1) by 
1998, c. 19, subsec. 122(3), applicable to taxation years of foreign affiliates of taxpay- 
ers that begin after 1994, but where there was a change in the taxation year of a foreign 
affiliate of a taxpayer in 1994 and after February 22, 1994, the amendment applies to 
taxation years of the foreign affiliate that end after 1994 unless 


(a) the foreign affiliate had requested the change in writing before February 22, 
1994 from the income taxation authority of the country in which the foreign affili- 
ate was resident and subject to income taxation, or 


(b) the foreign affiliate’s first taxation year that began after 1994 began at a time in 
1995 that is earlier than the time when that taxation year would have begun if the 
change had not occurred, 


except that, for taxation years of a foreign affiliate that ended before October 1997, the 
closing words of the definition “lending of money” shall be read as follows: 


and for the purpose of this definition, the definition “lending asset” in subsec- 
tion 248(1) shall be read without the words “but does not include a prescribed 
security’’; 


The definition “lending of money” added to subsec, 95(1) by 1995, c. 21, subsec. 
46(3), applicable to taxation years of foreign affiliates of taxpayers that begin. after 
1994 except that, where there has been a change in the taxation year of a foreign affili- 
ate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“licensing of property” includes authorizing the use of or the pro- 
duction or reproduction of property including information or any 
other thing; 
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History: The definition “licensing of property” added to subsec. 95(1) by 1995, c. 21, 
subsec. 46(3), applicable to taxation years of foreign affiliates of taxpayers that begin 
after 1994 except that, where there has been a change in the taxation year of a foreign 
affiliate of a taxpayer in 1994 and after February 22, 1994, the new definition applies to 
taxation years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


“non-qualifying business” of a foreign affiliate of a taxpayer at 
any time means a business carried on by the foreign affiliate 
through a permanent establishment in a jurisdiction that, at the end 
of the foreign affiliate’s taxation year that includes that time, is a 
non-qualifying country, other than 


(a) an investment business of the foreign affiliate, or 


(b) a business that is deemed by subsection (2) to be a business 
other than an active business of the foreign affiliate; 
Related Provisions: 95(1) ‘foreign accrual property income” A — Income from non- 
qualifying business is FAPI; 95(1)income from a non-qualifying business” — Ex- 
tended definition. 
History: The definition “non-qualifying business” in subsec. 95(1) added by 2007, c. 
35, subsec. 26(9), applicable as described in the History at the end of s. 95. 


‘“non-qualifying country” at any time means a country or other 
jurisdiction with which 


(a) Canada neither has a tax treaty at that time nor has, before 
that time, signed an agreement that will, on coming into effect, 
be a tax treaty, 


(b) Canada does not have a comprehensive tax information ex- 
change agreement that is in force and has effect at that time, and 


(c) Canada has, more than 60 months before that time, either 


(i) begun negotiations for a comprehensive tax information 
exchange agreement (unless that time is before 2014 and 
Canada was, on March 19, 2007, in the course of negotiating 
a comprehensive tax information exchange agreement with 
that jurisdiction), or 


(11) sought, by written invitation, to enter into negotiations 
for a comprehensive tax information exchange agreement 
(unless that time is before 2014 and Canada was, on March 
19, 2007, in the course of negotiating a comprehensive tax 
information exchange agreement with that jurisdiction); 


Proposed Amendment — 95(1)“non-qualifying 
country” 
Advisory Panel on Canada’s System of International Taxation report to 
Minister of Finance, Dec. 10, 2008: Recommendation 4.2: Pursue tax information 


exchange agreements (TIEA) on a government-to-government basis without resort to 
accrual taxation for foreign active business income if a TIEA is not obtained, 


Related Provisions: 95(1)“non-qualifying business” — Business carried on in non- 
qualifying country may be non-qualifying business. 

History: The definition “non-qualifying country” in subsec. 95(1) added by 2007, c. 
35, subsec. 26(9), applicable as described in the History at the end of s. 95. 


“participating percentage” of a particular share owned by a tax- 
payer of the capital stock of a corporation in respect of any foreign 
affiliate of the taxpayer that was, at the end of its taxation year, a 
controlled foreign affiliate of the taxpayer is 


(a) where the foreign accrual property income of the affiliate for 
that year is $5,000 or less, nil, and 


(b) where the foreign accrual property income of the affiliate for 
that year exceeds $5,000, 


(i) where the affiliate and each corporation that is relevant to 
the determination of the taxpayer’s equity percentage in the 
affiliate has only one class of issued shares at the end of that 
taxation year of the affiliate, the percentage that would be the 
taxpayer’s equity percentage in the affiliate at that time on 
the assumption that the taxpayer owned no shares other than 
the particular share (but in no case shall that assumption be 


Income Tax Act, Part I, Division B 


made for the purpose of determining whether or not a corpo- 
ration is a foreign affiliate of the taxpayer), and 


(ii) in any other case, the percentage determined in pre- 
scribed manner; 
Related Provisions: 94.2(2) — Non-resident trust deemed to create participating 
percentage for certain purpose; 95(4) — Equity percentage. 


Regulations: 5904 (prescribed manner). 


Proposed Addition — 95(1)“permanent 
establishment” 


“permanent establishment” has the mROBAnS assigned by 
regulation; 

Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 33(3), will add the definition “permanent establishment” to subsec. 95(1), 
applicable to taxation years of a foreign affiliate of a taxpayer that begin after 1999. 
S. 53 of the draft legislation provides that any assessment of a taxpayer’ s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minkic: of National. Revenic on or before Jane 
30, 2011. 


Technical Notes (Sept. 10, 
business’’(a)(i)(A). 


Regulations: 5906(2)(b) (meaning of permanent establishment). 


2010): See under 95(1)"investment 


“relevant tax factor” means 
(a) where the taxpayer is an individual, 2, or 


(b) where the taxpayer is a corporation, the quotient obtained 
when one is divided by the percentage set out in paragraph 
123(1)(a); 


Proposed Amendment — -95(1)“relevant tax factor” 


“relevant tax factor”, of a person or REESE for a taxation 
year, means 


(a) in the case of a Saoehon” or of a partnership all the 
members of which, other than non-resident persons, are ys 
rations, the quotient obtained by the formula 


1KA—B) 
a See. 
As the DEroniAg? set out in ee 123(1)(a), and 
- is 


(i) in the case of a corporation, the percentage that is the 
corporation’s general rate reduction percentage (as de- 
fined by section 123.4) for the taxation year, and 


(ii) in the case of a partnership, the percentage that 
would be determined under subparagraph (i) in respect 
of the partnership if the partnership were a corporation 
~whose taxation year is the partnership’ S fiscal period, 
and 


(b) in any other case, 2.2; 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 48, will 
amend the definition “relevant tax factor” in subsec. 95(1) to read as above, ice 
ble to 2002 et seg. 


Technical Notes (July 2010): The definition “relevant tax factor” in subsection 
95(1) is used in determining the Canadian tax relief provided in respect of foreign 
taxes imposed on the earnings of a foreign affiliate of a taxpayer. The existing defini- 
tion provides that the relevant tax factor for a corporation (or a partnership all the 
resident members of which are corporations) is the reciprocal of the basic corporate 
tax rate (i.e., 1/.38, or 2.63). The factor for individuals and other partnerships is 2. 


As part of a series of amendments reflecting recent and planned reductions in income 
tax rates, the definition “relevant tax factor” is amended. The relevant tax factor for a 
corporation (or a partnership all the resident members of which are corporations) will 
take account of the “general rate reduction percentage” provided in section 123.4. 
For example, if a corporation’s taxation year is the —- year, its relevant tax 
factor for 2003 will be 1/(.38 — .05), or 3.03. 
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“specified fixed interest”, at any time, of an entity in a trust, 
means_an interest of the entity as a beneficiary under the trust if 


(a) the interest includes, at that time, rights of the entity as a 
beneficiary under the trust to receive, at or after that time and 
directly from the trust, income and capital of the trust, 


(b) the interest was issued by the trust, at or before that time, to 
an entity, in exchange for consideration and the fair market 
value, at the time at which the interest was issued, of that con- 
sideration was equal to the fair market value, at the time at 
which it was issued, of the interest, 


(c) the only manner in which any part of the interest may cease 
to be the entity’s is by way of a disposition (determined without 
reference to paragraph (i) of the definition “disposition” in sub- 
section 248(1) and paragraph 248(8)(c)) by the entity of that 
part, and 


(d) no amount of income or capital of the trust that any entity 
may receive directly from the trust at any time as a beneficiary 
under the trust depends on the exercise by any entity of, or the 
failure by any entity to exercise, a discretionary power; 


History: The definition “specified fixed interest” in subsec. 95(1) added by 2007, c. 
35, subsec. 26(9), applicable as described in the History at the end of s. 95. 


“specified person or partnership”, in respect of a taxpayer, at any 
time means the taxpayer or a person (other than a designated ac- 
quired corporation of the taxpayer), or a partnership, that is at that 
time 
(a) a person (other than a partnership) that is resident in Canada 
and does not, at that time, deal at arm’s length with the taxpayer, 


(b) a specified predecessor corporation of the taxpayer or of a 
specified person or partnership in respect of the taxpayer, 
(c) a foreign affiliate of 
(i) the taxpayer, 
(ii) a person that is at that time a specified person or partner- 
ship in respect of the taxpayer under this definition because 
of paragraph (a) or (b), or 
(ii1) a partnership that is at that time a specified person or 
partnership in respect of the taxpayer under this definition 
because of paragraph (d), or 
(d) a partnership a member of which is at that time a specified 
person or partnership in respect of the taxpayer under this 
definition; 
Related Provisions: 95(2.6) — Interpretation rule for definition. 


History: The definition “specified person or partnership” in subsec. 95(1) added by 
2009, c. 2, subsec. 25(1), applicable on the same basis as 95(1)‘‘antecedent 
corporation”. 


“specified predecessor corporation” of a particular corporation 
means 


(a) an antecedent corporation of the particular corporation, 
(b) a predecessor corporation (within the meaning assigned by 


subsection 87(1)) in respect of an amalgamation by which the 
particular corporation was formed, or 


(c) a specified predecessor corporation of a specified predeces- 
sor corporation of the particular corporation; 


History: The definition “specified predecessor corporation” in subsec. 95(1) added by 
2009, c. 2, subsec. 25(1), applicable on the same basis as 95(1)‘‘antecedent 
corporation”. 


“specified purchaser’’, at any time, in respect of a particular tax- 
payer resident in Canada, means an entity that is, at that time, 
(a) the particular taxpayer, 


(b) an entity resident in Canada with which the particular tax- 
payer does not deal at arm’s length, 


(c) a foreign affiliate of an entity described in any of paragraphs 
(a) and (b) and (d) to (f), 


S. 95(1) tax 


(d) a trust (other than an exempt trust) in which an entity de- 
scribed in any of paragraphs (a) to (c) and (e) and (f) is benefi- 
cially interested, 

(e) a partnership of which an entity described in any of 
paragraphs (a) to (d) and (f) is a member, or 

(f) an entity (other than an entity described in any of paragraphs 
(a) to (e)) with which an entity described in any of paragraphs 
(a) to (e) does not deal at arm’s length; 


History: The definition “specified purchaser” in subsec. 95(1) added by 2007, c. 35, 
subsec. 26(9), applicable as described in the History at the end of s..95. 


“surplus entitlement percentage”, at any time, of a taxpayer in 
respect of a foreign affiliate has the meaning assigned by regula- 
tion; and 

Regulations: 5905(13). 


1endmei : to section ae the Ac and 


elects in writing and files the election (tenes to in one cowmmentary as the “Fresh 
Start Section 95 Election”) with the: Minister of National Revenue before the tax- 


payer’s filing-due date for the taxpayer’s taxation year that includes the day on which _ 


these amendments are assented to, all of those amendments apply to taxation years of 
all foreign affiliates, of the taxpayer, that begin after 1994. This set of proposals 
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S. 95(1) tax 


provides that, notwithstanding subsections 152(4) to (5), the Minister of National 
Revenue can make any assessment of a taxpayer's tax, interest and.penalties payable 
under the Act for any taxation year that is necessary to take the election into account. 
Note that the Global Section 95 Election [see under 95(2\a) — ed. and the — 
Start Section 95 Election are separate elections, = 


The following amendments to the Act and to the or are covered by the 
Fresh Start Section 95. Election package: ; 


the definition “taxable Canadian business” i in subsection 9341) 2 Orn) 
° * paragraphs 95(2)4- 1) and (j. 2) and 9512), k. 1) and (kk. 4) to Lk. Oh: and 


* subsections 5907(2.9) and (2. 91) ofthe: Regulations. es . . 


See the commentary to paragraph 95(2)(0), es qiduional information. with respect to 
transitional provisions. 


Note that this set of proposals provides for the possibility of a total eee of the 2% 
Fresh Start Section 95 Election. If a taxpayer has made what would otherwise be a — 
valid Fresh Start Section 95 Election, and the taxpayer has, on or before the tax* 
payer's filing-due date for the taxpayer’ $ taxation year that includes the day that is 
the third anniversary of the day on which the amending legislation enacting this set 
of proposals is assented to, filed with the Minister of National Revenue a notice in 
writing to revoke the election, the election is deemed never to have been made. This 
set of proposals provides that, notwithstanding subsections 152(4) to (5), the Minister 
of National Revenue can make any assessment of a taxpayer’s tax, interest and penal- 
ties payable under the Act for any meane aes that is semua to ana Oe sabaces i 
tion into account. / : 


Related Provisions: e500. Lb, fk, « 2)— Appiion to APL ses 
95(2)(a) — Tiers of partnerships. _ a : i : : 


Bh OEY 


“taxation year” in relation to a foreign affiliate of a saxon 
means the period for which the accounts of the foreign affiliate 
have been ordinarily made up, but no such period may exceed 53 
weeks. 


Related Provisions: 95(1) — Foreign affiliate; 249 — Taxation year. 


“trust company” includes a corporation that is resident in Canada 
and that is a loan company as defined in subsection 2(1) of the Ca- 
nadian Payments Association Act [now the Canadian Payments 
Act — ed.]. 

History: The definition “trust company” added to subsec. 95(1) by 1998, c. 19, subsec. 
122(4), applicable to taxation years of foreign affiliates of taxpayers that begin after 
1994 except that, where there was a change in the taxation year of a foreign affiliate of 
a taxpayer in 1994 and after February 22, 1994, the amendment applies to taxation 
years of the foreign affiliate that end after 1994 unless 


(a) the foreign affiliate had requested the change in writing before February 22, 
1994 from the income taxation authority of the country in which the foreign affili- 
ate was resident and subject to income taxation; or 


(b) the foreign affiliate’s first taxation year that began after 1994 began at a time in 
1995 that is earlier than the time when that taxation year would have begun if the 
change had not occurred. 


(2) Determination of certain components of foreign 
accrual. property income— For the purposes of. this 
subdivision, 


(a) [income related to active business] — in computing 
the income or loss from an active business for a taxation year of 
a particular foreign affiliate of a taxpayer in respect of which the 
taxpayer has a qualifying interest throughout the year or that is a 
controlled foreign affiliate of the taxpayer throughout the year, 
there shall be included any income or loss of the particular for- 
eign affiliate for the year from sources in a country other than 
Canada that would otherwise be income or loss from property of 
the particular foreign affiliate for the year to the extent that 


(i) the income or loss 


(A) is derived by the particular foreign affiliate from ac- 
tivities that can reasonably be considered to be directly 
related to active business activities carried on in a country 
other than Canada by 


(1) another foreign affiliate of the taxpayer in respect 
of which the taxpayer has a qualifying interest 
throughout the year, or 


(II) a life insurance corporation that is resident in Can- 
ada throughout the year and that is 


1. the taxpayer, 
2. a person who controls the taxpayer, 


Income Tax Act, Part I, Division B 


3. a person controlled by the taxpayer, or 


4. a person controlled by a person who controls the 
taxpayer, and 


(B) would be included in computing the amount 'pre- 
scribed to be. the earnings or loss, from an active business 
carried on in a country other than Canada, of 


(1) that other foreign affiliate referred to in subclause 
(A)(1) if the income were earned by it, or 


(II) the life insurance corporation referred to in sub- 
clause (A)(II) if that life insurance corporation were a 
foreign affiliate of the taxpayer and the income were 
earned by it, 


Proposed Amendment — 7 APUAMEND: 
Letter: from Dent of sd danlese ight 4, 2009: ige 
Dear [xxx]: 2h me tle ‘ 


I am writing in response to your correspondence to me dated February 4, 2009 and 
your subsequent communications with Mr. Dave Beaulne of this Division. In your cor- 
respondence, you describe difficulties in the application of | hoch’ Gace of 
the Income Tax Act (Act) in relation to partnerships. 


You mention that subparagraph 95(2)(a)(i) of the. Act permits: a noite forsidia affili- 
ate of a taxpayer in respect of which the taxpayer has a qualifying interest to include i in 
its income or ‘loss from an active business its income or loss from property if that in- 
come or loss from property meets two conditions. The first condition is that the income 
or loss from property be derived by the particular foreign affiliate from activities that 
can reasonably | be considered to be directly related to active business activities carried 
on ina country, other than Canada by another foreign affiliate of the taxpayer (where 
certain criteria are met) or by a life insurance corporation (where certain other criteria 
are met). The second condition is that the income or loss would be included in comput- 
ing the. amount prescribed to be the earnings or loss from an active business carried on 
ina country other than Canada of the other foreign affiliate of the taxpayer or, on the 
assumption ‘that ‘the life insurance corporation were a foreign affiliate of the Apes 
the life insurance corporation, as the case may be. it 


You submit that: subparagraph 95(2)(a)(i) of the Act recognizes that it may not be pos- 
sible for a business to be carried on in a single legal entity because of commercial 
issues. You further submit that foreign partnerships should be entitled to access the 
recharacterization rule contained in oe See of the Act to uae same 
extent as foreign corporations. . (ee A 


We agree that, from a tax policy peck neas. x is shplopdate ee the income or loss 
from property of foreign partnerships to have access to the recharacterization rule con- 
tained in subparagraph 95(2)(a)@) i in a manner similar to the income or loss from pro- 
perty earned by foreign corporations. We are, therefore, prepared to ‘Yecommend to the 
Minister of Finance that the Act be amended to ensure that the income from property of 
a. foreign partnership of which a foreign affiliate of a taxpayer is a member be 


recharacterized as active business income in circumstances similar to those in which a 


foreign affiliate earning that income e directly is ayes oa for ech 
recharactetization. ee 


We will also recommend that this amendment apply for taxation years, of ages affili- 
ates, that begin after the announcement date of draft legislation incorporating’ this 
amendment and that, if a taxpayer elects in respect of all of its foreign affiliates, the 


amendment apply for taxation years, of the taxpayer’s foreign affiliates, that end after - 


2007. 


While we cannot offer any ¢ assurance that either the Minister of Finance ae eee 
will agree with our recommendations in respect of this matter, we — that this state- 
ment of our intentions is lps — ; 


Yours sincerely, — ; 
cei Lalonde, ee Tax neue: Division, ‘Tax — — 


(ii) the income or loss 1s achven from amounts that were 
paid or payable, directly or indirectly, to the particular for- 
eign affiliate or a partnership of which the particular foreign 
affiliate was a member 


(A) by a life insurance corporation that is resident in Can- 
ada and that is the taxpayer, a person who controls the 
taxpayer, a person controlled by the taxpayer or a person 
controlled by a person who controls the taxpayer, to the 
extent that those amounts that were paid or payable were 
for expenditures that are deductible in a taxation year of 
the life insurance corporation by the life insurance corpo- 
ration in computing its income or loss for a taxation year 
from carrying on its life insurance business outside Can- 
ada and are not deductible in computing its income or loss 
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for a taxation year from carrying on its life insurance bus- 
iness in Canada, 


(B) by 

(I) another foreign affiliate of the taxpayer in respect 
of which the taxpayer has a qualifying interest 
throughout the year, to the extent that those amounts 
that were paid or payable. are for expenditures. that 
were deductible by that other foreign affiliate in com- 
puting the amounts prescribed to be its earnings or 
loss for.a taxation year from an active business (other 
than an active business carried on in Canada), or 


(II) acpartnership of which another foreign affiliate of 
the taxpayer (in respect of which other foreign affiliate 
the taxpayer has a qualifying interest. throughout the 
year) is a qualifying member throughout each period, 
in the fiscal period of the partnership, that ends in the 
year, in which that other foreign affiliate was a mem- 
ber of the partnership, to the extent that those amounts 
that were paid or payable are for expenditures that are 
deductible by the partnership in computing that other 
foreign affiliate’s share of any income or loss of the 
partnership, for a fiscal period, that is included in 
computing ‘the amounts prescribed to’ be that other for- 
eign’ affiliate’s “earnings' or: loss’ for: a taxation. year 
from an active business (other than an active business 
carried on in Canada), 


(C) by a partnership of which the particular foreign affili- 
ate is a qualifying member throughout each period, in the 
fiscal period of the partnership that ends in the year, in 
which the particular foreign affiliate was a member of the 
partnership, to the extent that those amounts that were 
paid or payable are for expenditures that are deductible by 
the partnership in computing the particular foreign affili- 
ate’s share of any income or loss of the partnership, for a 
fiscal period, that. is included in computing the amounts 
prescribed to be the particular foreign affiliate’s earnings 
or loss for a taxation year from an active business (other 
than an active business carried on in Canada), or 


(D) by another foreign affiliate (referred to in this clause 
as the “second affiliate’) of the taxpayer — in respect of 
which the taxpayer has a qualifying interest throughout 
the year — to the extent that the amounts are paid or pay- 
able by the second affiliate, in Sa of any, particular 
period in the year, 


(1) under a legal obligation to pay, interest on borrowed 
money. used for the purpose of earning income from 
property, or 
(II), onan amount. payable for property acquired for 
the purpose of gaining or producing income from 
property 

where 


(II}) the property is, throughout the particular period, 
excluded property of the second affiliate that is shares 
of the capital stock of a corporation (referred to in this 
clause as the “third affiliate”) which is, throughout the 
particular period, a foreign affiliate (other than the 
particular foreign affiliate) of the taxpayer in respect 
of which the taxpayer has a qualifying interest, 


(IV) the second affiliate and the third affiliate are resi- 


years (each of which taxation years is referred to in 
subclause (V) as a “relevant taxation year” of the sec- 
ond affiliate or of the third. affiliate, as thee case may 
be) that end in the year, and 


S. 95(2)(a) 


1. that affiliate-is’subject to income taxation in that 
country in that relevant taxation year, or 


2. the members or shareholders of that affiliate 
(which, for the purpose of this. sub-subclause,, in- 
cludes a person that has, directly or indirectly; an 
interest, or for civil law a right, in.a share.of. the 
capital stock of, or in an equity interest in, the affil- 
iate) at the end of that relevant taxation year are 
subject to income taxation in that country. on, in ag- 
gregate, all or substantially all of the income of that 
affiliate for that relevant taxation year in their taxa- 
tion years in which that relevant taxation year ends, 


(iii) the income, or, loss is derived, by the particular, foreign 
affiliate from the factoring of trade accounts receivable ac- 
quired by the particular foreign affiliate, or a partnership of 
which the particular foreign affiliate was a member, from an- 
other foreign affiliate of the taxpayer in respect of which the 
taxpayer has a qualifying interest throughout the year to the 
extent that the accounts receivable arose in the course of an 
active business carried on in a country other than Canada by 
that other foreign affiliate, 


(iv) the income or loss is derived by the particular foreign 
affiliate from loans or lending assets acquired by the particu- 
lar foreign affiliate, or a:partnership of which the particular 
foreign affiliate was a member, from another foreign affiliate 
of the taxpayer in respect of which the taxpayer has a quali- 


~ fying interest throughout the year, to the extent that the loans 


or lending assets arose in the course of an‘ active business 
carried ‘on in‘a)country other than Canada by that other for- 


“reign affiliate,’ 
'“(y) the income or loss is derived by the particular foreign af- 


filiate from the disposition of excluded property that is not 
capital property, or 


(vi) the income or loss is derived by the particular foreign 
affiliate under or as a result of an agreement that provides for 
the purchase, sale or exchange: of currency and that can rea- 
sonably be considered to have been made 2 PY the particular 
foteig affiliate to reduce 


(A) its risk — with respect to an amount that increases the 

‘ amount required by this paragraph to be included in com- 
puting the particular foreign affiliate’s income for a taxa- 
tion year from an active business or that decreases the 
amount required by this paragraph to. be included in com- 
puting the particular foreign affiliate’s loss for a taxation 
year from,an. active business —of, fluctuations . in . the 
value of the currency in which the amount, was denomi- 
nated,, or 


(B) its risk — with respect to an amount that decreases 

‘the amount required by this paragraph to be included in 
computing the particular foreign affiliate’s income for a 
taxation yeat from an active business or that increases the 
amount required by this paragraph to be included in com- 
puting the particular foreign affiliate’s loss for a taxation 
year from an active business — of fluctuations in the 
-value-of the ‘currency. in which the amount was 
denominated; 


Possible Future Amendment — -95(2)(a) 


Advisory. Panel. on Canada’ s System of International Taxation report. to 
Minister of Finance, Dec. 10, 2008: Recommendation 4.1: Broaden the existing 


5 : : exemption system ate cover ue foreis active business income Saaluas b fori 
dent in the same country foreach of their taxation affiliates. ~ es ae ; eo Sapiaives Py see 


(For more deans ‘on this issue see the report at www. _apesit-gercfi< ca or on TaxPartner. 
For the full list of recommendations see under s: 90 —ed.] 


Related Provisions: 20(3) — Purpose for. which borrowed money, deemed to have 


ee been used; 95(2)(n) — Deemed FA and deemed qualifying interest; 95(2)(r)— FA 
(V) in respect of each of the second affiliate and the deemed to be qualifying member of partnership; 95(2)(u) — Tiers of partnerships; 
third affiliate for each relevant taxation year of that af- | 95(2)y), (z)——Look-through rules for partnerships; 95(2.2) — Interpretation’ rules; 


filiate, either 
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S. 95(2)(a) 


tation rules; 95(6) — Anti-avoidance rules; 253 — Whether business carried on in 
Canada. 

Regulations: 5907(1)earnings”(b) (increase in earnings from an active business); 
§907(1)exempt earnings”(d) (inclusion in exempt earnings); 5907(1)“exempt loss”’(c) 
(inclusion in exempt loss); 5907(1)“loss’’(b) (increase in loss from an active business); 
5§907(2.7), (2.8) (where amount included in 95(2)(a)(i) or (ii)). 

Interpretation Bulletins: IT-392: Meaning of term “share”. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


(a.l1) [income from sale of property] — in computing the 
income from a business other than an active business for a taxa- 
tion year of a foreign affiliate of a taxpayer there shall be in- 
cluded the income of the affiliate for the year from the sale of 
property (which, for the purposes of this paragraph, includes the 
income of the affiliate for the year from the performance of ser- 
vices as an agent in relation to a purchase or sale of property) 
where 


(i) it is reasonable to conclude that the cost to any person of 
the property (other than property that is designated property) 
is relevant in computing the income from a business carried 
on by the taxpayer or by a person resident in Canada with 
whom the taxpayer does not deal at arm’s length or is rele- 
vant in computing the income from a business carried on in 
Canada by a non-resident person with whom the taxpayer 
does not deal at arm’s length, and 


(ii) the property was neither 


(A) manufactured, produced, grown, 
processed in the country 


extracted or 


(1) under whose laws the affiliate is governed and any 
of exists, was (unless the affiliate was continued in 
any jurisdiction) formed or organized, or was last con- 
tinued, and 


(II) in which the affiliate’s business is principally car- 
ried on, nor 


(B) an interest in real property, or a real right in an im- 
movable, located in, or a foreign resource property in re- 
spect of, the country 


(1) under whose laws the affiliate is governed and any 
of exists, was (unless the affiliate was continued in 
any jurisdiction) formed or organized, or was last con- 
tinued, and 


(II) in which the affiliate’s business is principally car- 
ried on, 


unless more than 90% of the gross revenue of the affiliate for the 
year from the sale of property is derived from the sale of such 
property (other than a property described in subparagraph (11) 
the cost of which to any person is a cost referred to in subpara- 
graph (i)) to persons with whom the affiliate deals at arm’s 
length (which, for this purpose, includes a sale of property to a 
non-resident corporation with which the affiliate does not deal at 
arm’s length for sale to persons with whom the affiliate deals at 
arm’s length) and, where this paragraph applies to include in- 
come of the affiliate from the sale of property in the income of 
the affiliate from a business other than an active business, 


(iii) the sale of such property shall be deemed to be a sepa- 
rate business, other than an active business, carried on by the 
affiliate, and 


(iv) any income of the affiliate that pertains to or is incident 
to that business shall be deemed to be income from a busi- 
ness other than an active business; 
Related Provisions: 95(2)(n)—Deemed FA and deemed qualifying interest; 
95(2)(u) — Tiers of partnerships; 95(2.3) — Application of 95(2)(a.1); 95(3.1) — Des- 
ignated property; 253 — Whether business carried on in Canada. 
(a.2) [income from insurance] — in computing the income 
from a business other than an active business for a taxation year 
of a foreign affiliate of a taxpayer there shall be included the 
income of the affiliate for the year from the insurance of a risk 
(which, for the purposes of this paragraph, includes income of 


Income Tax Act, Part I, Division B 


the affiliate for the year from the reinsurance of a risk) where the 
risk was in respect of 


(i) a person resident in Canada, 
(ii) a property situated in Canada, or 
(iii) a business carried on in Canada 


unless more than 90% of the gross premium revenue of the affil- 
iate for the year from the insurance of risks (net of reinsurance 
ceded) was in respect of the insurance of risks (other than risks 
in respect of a person, a property or a business described in sub- 
paragraphs (i) to (ii1)) of persons with whom the affiliate deals at 
arm’s length and, where this paragraph applies to include in- 
come of the affiliate from the insurance of risks in the income of 
the affiliate from a business other than an active business, 


(iv) the insurance of those risks shall be deemed to be a sepa- 
rate business, other than an active business, carried on by the 
affiliate, and 


(v) any income of the affiliate that pertains to or is incident to 
that business shall be deemed to be income from a business 
other than an active business; 
Related Provisions: 95(2)(n) Deemed FA and deemed qualifying interest; 
95(2)(u) — Tiers of partnerships; 253 — Whether business carried on in Canada. 
(a.3) [income from Canadian debt and lease obliga- 
tions] — in computing the income from a business other than 
an active business for a taxation year of a foreign affiliate of a 
taxpayer there shall be included the income of the affiliate for 
the year derived directly or indirectly from indebtedness and 
lease obligations (which, for the purposes of this paragraph, in- 
cludes the income of the affiliate for the year from the purchase 
and sale of indebtedness and lease obligations on its own ac- 
count, but does not include excluded income) 


(i) of persons resident in Canada, or 
(i1) in respect of businesses carried on in Canada 


unless more than 90% of the gross revenue of the affiliate de- 
rived directly or indirectly from indebtedness and lease obliga- 
tions (other than excluded revenue) was derived directly or indi- 
rectly from indebtedness and lease obligations of non-resident 
persons with whom the affiliate deals at arm’s length and, where 
this paragraph applies to include income of the affiliate for the 
year in the income of the affiliate from a business other than an 
active business, 


(iil) those activities carried out to earn such income shall be 
deemed to be a separate business, other than an active busi- 
ness, carried on by the affiliate, and 


(iv) any income of the affiliate that pertains to or is incident 
to that business shall be deemed to be income from a busi- 
ness other than an active business; 


Proposed Amendment — Oe 
Letter from Dept. of Finan, oy 17, 2006: 
Dear [xxx]: s 
I am writing in response to your letters with respect to paragraph 95(2)(a. 3) of the 


Income Tax Act (the “Act’) and clause (d)(ii)(B) of the definition “exempt earnings” in _ 


subsection 5907(1) of the Income Tax Regulations aa Regulations”). 
Paragraph 95(2)(a.3) of the Act 


In your correspondence, you ie a concern with respect to the —e of paragraph 


95(2)(a.3) in light of clause 95(2)(a)Gi)(E) of the Act. 


Paragraph 95(2)(a. 3) provides generally that the income for a taxation year ofa foreign 
affiliate of a taxpayer resident in Canada derived from indebtedness or lease obliga- 
tions of persons resident i in Canada (ori in respect of businesses carried on in Canada) is 
not to be treated as active business income unless more than 90% of the foreign affili- 
ate’s gross revenue for the year from indebtedness or lease obligations is derived from 
indebtedness and lease obligations of = Pence with whom the foreign affil- 
iate deals at arm’s length. 


In the example provided in your cdiiespondbhees you point out thins where the require- 
ments for the application of clause 95(2)(a)(ii)(B) of the Act are met, that clause would 
treat, as active business income of the foreign affiliate of a taxpayer resident in Canada, 
the income of the foreign affiliate derived from the interest paid to the foreign affiliate 
by the taxpayer on a debt of the taxpayer in respect of the taxpayer's foreign insurance 
business. You point out that paragraph 95(2)(a.3) would, however, result in that same 
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95(2)(a.3) to preclude its application i in respect of an affiliate’s income from lease bli- 
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income being included in the foreign accrual property income of the foreign affiliate. 
You identify the inclusion, because of paragraph 95(2)(a.3), of that income of the for- 
eign affiliate in the foreign accrual property income of the foreign affiliate as being 
inconsistent with the inclusion of that income of the foreign affiliate in the active busi- 
ness income of the foreign affiliate because of clause 95(2)(ay(ii(B). 


We agree that it would be inappropriate to include an amount of i income of a foreign 
affiliate i in its foreign accrual property income because of paragraph 95(2)(a.3) when 
that same amount of income is included in its active business income under clause 
95(2)(a)(ii)(E). Therefore, we are prepared to recommend. that paragraph 95(2)(a.3) be 
amended to provide for consistent treatment of that income as active business income. 
The recommended Aneatet to J eh 95(2)(a. 3) would ensure that any particular 


come from a business ne than ae active S pidics: if the taxpayer is the taxpayer re- 
ferred to in clause 95(2)(a)Gi)(E) and the particular income would, because of clause 
95(2)(a)(ii)(E), be ees in ¢ nee the: scone of the — atfiliate from an 
active business. 


Tt will be recommended that such an diasnetliens ay to taxation years, of a — 
affiliate of a taxpayer, that end after February 27, 2004. : 


‘Clause (d)(ii)(B) of the definitio 
Regulations - 


[See under Reg. 5907(1)“exe i) earnings” — ~ed 
Thank you for writing. : 
Yours sincerely, 


rem AER in pee 507 ) of the 


~ Brian as Director, 7 Ta see Diol, Tax oe Branch ( 
Proposed Amendment. — esiay. ne 

Her trom. Dept. of Finance, Dec. 18, 2000: oe 

Angelo Nikolakakis, Stikeman Elliott, Aes aoe 

Dear Mr. Nikolakakis: . _ 


We are responding to your letters of J oe ig July: 26 je November 20, 2000 concern- 
ing paragraph (b) of the definition “investment business” in subsection 95(1), the inter- 
action of subsection 95(2.2) and paragraph OO ‘and i a a ee 
95(2)(a.3) of the Income Tax Act (the “Act’)..« / 


In your letter of November 20, 2000, you reqioneel that we iainend iosecton 


gations relating to the use of property outside of Canada by persons having no ma 
connection with the relevant taxpayer. You also requested that we confirm our oS 
ness to recommend such an amendment to the Minister of Finance. 


We are sympathetic to your request. Therefore, it will be recommended to the Mitac 
of Finance that the Act be amended. The amendment will provide that paragraph 
95(2)(a.3) of the Act does not apply to the income derived by a. foreign affiliate of a 
taxpayer from lease obligations of persons (other than the taxpayer or persons that do 
not deal at arm’s length with the taxpayer) relating to the use of property outside of 
Canada. It will be recommended that the amendment be made effective for taxation 
years of foreign affiliates that begin after 1999. It will also be recommended that a 
taxpayer be permitted to elect to have the amendment apply in respect of all the foreign 
affiliates of the taxpayer in respect of their taxation years coremensing: after. de 
which was the application date when it was first introduced. 


Thank you for bringing these matters to our r attention. 
Yours sincerely, . 
Brian Ernewein, Director, Tax testain Dion, tan Policy a 


- Proposed Amendment — -95(2)(a.3) 


Letter from Dept. of Finance, July 17, 2006: See under 950. oe in- 
come’ "and “ excluded revenue’. < 


Related Provisions: 95(2)(n)—-Deemed FA and deemed Ksaualifoiie interest; 
95(2)(u) — Tiers of» partnerships; 95(2.4)-(2.42) — Application of 95(2)(a.3); 
95(2.5) — Definitions for 95(2)(a.3). 


Regulations: 7900(1), (2) (prescribed financial institutions). 


(a.4) [income from partnership debt and lease obliga- 
tions] — in computing the income from a business other than 
an active business for a taxation year of a foreign affiliate of a 
taxpayer there shall be included (to the extent not included under 
paragraph (a.3) in such income of the affiliate for the year) that 
proportion of the income of the affiliate for the year derived di- 
rectly or indirectly from indebtedness and lease obligations 
(which, for the purposes of this paragraph, includes the income 
of the affiliate for the year from the purchase and sale of indebt- 
edness and lease obligations on its own account) in respect of a 
business carried on outside Canada by a partnership (any portion 
of the income or loss of which for fiscal periods of the partner- 
ship that end in the year is included or would, if the partnership 
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had an income or loss for such fiscal periods, be included di- 
rectly or indirectly in computing the income or loss of the tax- 
payer or a person resident in Canada with whom the taxpayer 
does not deal at arm’s length) that 


(i) the total of all amounts each of which is the income or 
loss of the partnership for fiscal periods of the partnership 
that end in the year that are included directly or indirectly in 
computing the income or loss of the taxpayer or a person res- 
ident in Canada with whom the taxpayer does not deal at 
arm’s length 


is of 
(ii) the total of all amounts each of which is the income or 


loss of the partnership for fiscal periods of the partnership 
that end in the year 


unless more than 90% of the gross revenue of the affiliate de- 
rived directly or indirectly from indebtedness and lease obliga- 
tions was derived directly or indirectly from indebtedness and 
lease obligations of non-resident persons with whom the affiliate 
deals at arm’s length (other than indebtedness and lease obliga- 
tions of a partnership described in this paragraph) and where this 
paragraph applies to include a proportion of the income of the 
affiliate for the year in the income of the affiliate from a busi- 
ness other than an active business 


(iii) those activities carried out to earn such income of the 
affiliate for the year shall be deemed to be a separate busi- 
ness, other than an active business, carried on by the affiliate, 
and 


(iv) any income of the affiliate that pertains to or is incident 
to that business shall be deemed to be income from a busi- 
ness other than an active business 


and for the purpose of this paragraph, where the income or loss 
of a partnership for a fiscal period that ends in the year is nil, the 
proportion of the income of the affiliate that is to be included in 
the income of the affiliate for the year from a business other than 
an active business shall be determined as if the partnership had 
income of $1,000,000 for that fiscal period; 


Related Provisions: 95(2)(n) Deemed FA and deemed qualifying interest; 
95(2)(u) — Tiers of partnerships; 253 — Whether business carried on in Canada. 


(b) [Services deemed not active business] — the provi- 
sion, by a foreign affiliate of a taxpayer, of services or of an 
undertaking to provide services 


(i) is deemed to be a separate business, other than an active 
business, carried on by the affiliate, and any income from 
that business or that pertains to or is incident to that business 
is deemed to be income from a business other than an active 
business, to the extent that the amounts paid or payable in 
consideration for those services or for the undertaking to pro- 
vide services 


(A) are deductible, or can reasonably be considered to re- 
late to amounts that are deductible, in computing the in- 
come from a business carried on in Canada, by 

(1) any taxpayer of whom the affiliate is a foreign af- 

filiate, or 

(II) another taxpayer who does not deal at arm’s 

length with 

1. the affiliate, or 


2. any taxpayer of whom the affiliate is a foreign 
affiliate, or 
(B) are deductible, or can reasonably be considered to re- 
late to an amount that is deductible, in computing the for- 
eign accrual property income of a foreign affiliate of 


(I) any taxpayer of whom the affiliate is a foreign af- 
filiate, or 


(II) another taxpayer who does not deal at. arm’s 
length with 


1. the affiliate, or 
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2. any taxpayer of whom the affiliate is a foreign 
affiliate, and 


(ii) is deemed to be a separate business, other than an active 
business, carried on by the affiliate, and any income from 
that business or that pertains to or is incident to that business 
is deemed to be income from a business other than an active 
business, to the extent that the services are, or are to be, per- 
formed by 


(A) any taxpayer of whom the affiliate is a foreign 
affiliate, 


(B) another taxpayer who does not deal at arm’s length 
with 


(1) the affiliate, or 
(II) any taxpayer of whom the affiliate is a foreign 
affiliate, 
Proposed Amendment — 95(2)(b)(ii)(B) 
Letter from Dept. of Finance, March 23, 2010: 
Dear [xxx]: 


I am writing in response to your letters, of January 5 and 27, 2010 to Mr. Dave Beaulne 


of our Division, on behalf of your client, [xxx] subparagraph 95(2)(b)Gi) of the Income 


Tax Act (Act). 


In general terms, subparagraph 95(2)(b)(ii), as amended by the Budget and Economic 
Statement Implementation Act, 2007 (the “2007 Amending Act’), ensures that the in- 
come of a foreign affiliate of a taxpayer from services is treated as foreign accrual 
property income (“FAPI”) of the foreign affiliate if the services are performed by an 
entity described under any of clauses (A) to (D) of that subparagraph. The entity de- 
scribed under clause (B) is any other taxpayer who does not deal at arm’s length with 
the affiliate or who does not deal at arm’s length with any fe aes of whom oe affili- 
ate is a foreign affiliate. y 


In your correspondence, you express your concern that clause 95(2)(b)(1i)(B) is overly 
broad. You submit that clause 95(2)(b)Gi)(B), which formerly (ie., before the 2007 
Amending Act) applied only to services rendered by an individual resident i in Canada, 
was not intended to cause FAPI where the services were peang performed outside Can- 
ada by non-residents. J ] yy 


We agree and are, therefore, crated to recommend 0 the) Minister of Finan that 
clause 95(2)(b)(ii)(B) of the Act be amended so that an entity described under clause 
95(2)(b)Gi)(B) include only a person who is an individual resident in Canada, a corpo- 
ration resident in Canada, or a non-resident person that performs the services in the 
course of a business carried on in Canada, where that individual, corporation or non- 
resident person does not deal at arm’s length with the affiliate or any taxpayer of whom 
the affiliate is a foreign affiliate. 


We will further recommend that such an amendment to clause 95(2)(b)(ii)(B) apply to 
taxation years of foreign affiliates that begin after the day on which draft legislation 
detailing the amendment is first announced, but (if the taxpayer so elects in respect of 
all of its foreign affiliates) with elective retroactive application to pode ek al taxa- 
tion years that begin after February 27, 2004. 


While I cannot offer any assurance that either the Minister of Finance or Parliament 
will agree with our recommendations, I hope that this statement ek: our neon is 
helpful to you. / 


Thank you for writing. 
Yours sincerely, 


Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branch 


(C) a partnership any member of which is a person de- 
scribed in clause (A) or (B), or 


(D) a partnership in which any person or partnership de- 
scribed in any of clauses (A) to (C) has, directly or indi- 
rectly, a partnership interest; 


Related Provisions: 95(2)(n)—-Deemed FA and deemed qualifying interest; 
5(2)(u) — Tiers of partnerships; 95(2.2) — Interpretation rules; 95(3) — “Services” 
defined; 253 — Whether business carried on in Canada. 


(c) [rollover of FA shares to another FA] — where a for- 
eign affiliate of a taxpayer (in this paragraph referred to as the 
“disposing affiliate”) has disposed of capital property that was 
shares of the capital stock of another foreign affiliate of the tax- 
payer (in this paragraph referred to as the “shares disposed of”) 
to any corporation that was, immediately following the disposi- 
tion, a foreign affiliate of the taxpayer (in this paragraph referred 
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to as the “acquiring affiliate”) for consideration including shares 
of the capital stock of the acquiring affiliate, 


(i) the cost to the disposing affiliate of any property (other 
than shares of the capital stock of the acquiring affiliate) re- 
ceivable by the disposing affiliate as consideration for the 
disposition shall be deemed to be the fair market value of the 
property at the time of the disposition, 


(ii) the cost to the disposing affiliate of any shares of any 
class of the capital stock of the acquiring affiliate receivable 
by the disposing affiliate as consideration for the disposition 
shall be deemed to be that proportion of the amount, if any, 
by which the total of the relevant cost bases to it, immedi- 
ately before the disposition, of the shares disposed of exceeds 
the fair market value at that time of the consideration receiv- 
able for the disposition (other than shares of the capital stock 
of the acquiring affiliate) that 


(A) the fair market value, immediately after the disposi- 
tion, of those shares of the acquiring affiliate of that class 


is of 


(B) the fair market value, immediately after the disposi- 
tion, of all shares of the capital stock of the acquiring af- 
filiate receivable by the disposing affiliate as considera- 
tion for the disposition, 


(iii) the disposing affiliate’s proceeds of disposition of the 
shares shall be deemed to be an amount equal to the cost to it 
of all shares and other property receivable by it from the ac- 
quiring affiliate as consideration for the disposition, and 


(iv) the cost to the acquiring affiliate of the shares acquired 
from the disposing affiliate shall be deemed to be an amount 
equal to the disposing affiliate’s proceeds of disposition re- 
ferred to in subparagraph (ili); 
Related Provisions: 53(1)(c) — Addition to ACB of share; 95(1)‘foreign accrual 
property income’B(b) — Inclusion in FAPI; 95(2)(f.6))—— No rollover where 
95(2)(c) applies; 95(2)(n) — Deemed FA and deemed qualifying interest; 95(6) — 
Anti-avoidance rules. 


Regulations: 5907(1)“net earnings’ (d)(i), “net loss”(d)(i), “taxable earnings”(b)(v), 
“taxable loss”(b)(v) (exclusions from reduction); 5907(5.3)(b) (Reg. 5907(5.1) does not 
apply to disposition). 


Interpretation Bulletins: IT-392: Meaning of term “share”. 


Proposed Addition — 95(2)(c. 1)-(c.6) 


Technical Notes: New paragraphs 95(2)(c.1) to (c.6) put into place a regime that, 
in general terms, is intended to suspend the recognition of the capital gain that would — 
have arisen upon an internal disposition by a foreign affiliate of a corporation resi- 
dent in Canada (or a partnership of which the foreign affiliate is a member) of a share _ 
of another foreign affiliate of a corporation resident in Canada that is excluded pro- — 
perty to the vendor (or would be excluded property to the vendor if the vendor were a 


foreign affiliate of the taxpayer) if such a disposition would otherwise result ina 


gain. Generally, this “suspended gain” is recognized when there is an external dispo. 
sition of the share. See the definitions “specified vendor” and “specified purchaser” 
[now in 95(1) — ed.] in proposed new subsection 95(3.2) to determine when a dispo- 
sition of a share of the capital stock of a foreign affiliate of a corporation resident in 
Canada is an internal disposition. These provisions replace proposed subsections — 
93(1.4) to (1.6) that were found in the December 20, 2002 proposals. 


New paragraphs 95(2)(c.1) to (c.6) will apply to dispositions that occur after Decem- “ 
ber 20, 2002. However, those paragraphs will not apply to a disposition of a share of 
the capital stock of a foreign affiliate of a corporation resident in Canada by a vendor 


* if the disposition of the share is required to be made under an agreement in. writ- 
ing made by the vendor on or before December 20, 2002, or : 


* if the disposition of the share occurs on or before February (ag 2004 and a valid 
election in respect of the vendor is made under subsection 133(40) of the enact- 
ing legislation. 


Where such an election is made, the special rules set out under cabaeation 1340) of 
the enacting legislation will apply. Generally, a modified version of the proposed 
subsections 93(1.4) to (1.6) that were part of the December 20, 2002 proposals will 
apply. For details about the election and about those special rules, see the draft enact- 
ing legislation that this commentary accompanies. Note also that this current set of 
proposals provides that, notwithstanding subsections 152(4) to (5), the Minister of 
National Revenue can make any assessment of a taxpayer's tax, interest and penalties 
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| payable under the ‘Act for any taxation | ee ‘that is nee to me sk an election 


into account. 


-(c.1) [application of para. (c. 2 


Ge Bs Le 


to a specified vendor, in respect of 


a ident in Canada referred to in the definition * oo dor 


in subsection 3. 2), (which specified vendor i is referred to in 
this paragraph and paragraph (c.2) as the “vendor”) if 


(i) the vendor disposes at any time of a share of the capital 
stock of a foreign affiliate, of the particular corporation, 


(which share is referred to in this paragraph, ‘paragraphs. 


» (c.2) to tc: 4) and subsection (3.3) as the ‘ ‘specified share”, 


_ which time is referred to in this paragraph and paragraphs 
(c.2) to (c.4)<as the “original disposition time” of the speci- — 
fied share and which foreign affiliate is referred to in — 
paragraphs (c.4) and (c.6) and in subsection (3.3) as the — 


- “disposed. foreign affiliate”) to. a person or partnership (re- ie 


ferred to in this paragraph as the ‘purchaser”) that is, im- 
mediately after that time, a specified gopher le in respect of 
the particular corporation, 


C (ii) immediately before the original disposition time, the 
‘specified share is excluded property of the vendor (or 
__ would be excluded property of the vendor if the vendor 


were, immediately before the original disposition time, a 


_ foreign affiliate of the particular corporation), 
(iii) the vendor would, were this Act read without reference 


: to paragraph (c.2), have a taxable capital ean from the dis- 


Position of the ‘specified share, and 


. (iv) none of paragraphs (2c), (d) to fe. 1) ond (e. 3) to Te 3) 


and 88(3)(a) applies to the Vendor] in aa of the roca 
tion of the share; 


echnical Notes: New paragraph 95(2)(c. 1) sets out the circumstances under 


which new paragraph 95(2)(¢.2) will apply. Generally, new paragraph 95(2)(c. 2) ap- 
plies to a specified vendor (defined in new subsection 953. 7), in respect of a ae 


ration” resident in Canada, if 


e 


the specified vendor disposes of, at boy ‘time, a share of the capital ock of a 


foreign affiliate of the corporation resident in Canada, ‘(referred to here as the 


_ Specaticd share”, and which time is referred to here as the ‘original disposition 
time” of the specified share and which foreign affiliate is referred to here as the 

“disposed foreign affiliate”) to a person or partnership that is, immediately after — 
that time, a specified. purchaser (defined in new subsection a 2) Ano, in. 


95(1) — ed.|) in respect of the ce resident i in Canada); 


immediately before the original disposition time, the specified: share i is excluded : 


property of the specified vendor (or would be excluded property of the specified 
vendor if the specified vendor were, immediately before the original epoption 


ie, a a. affiliate of the corporation resident in Canada); 


if le Act? were read without reference to paragraph 95(2)(c.2), the ecnea ven- 
dor would ae a eave capi & gain from the — of me e Spe share; ; 


none of paragraphs 88(3)(a) and 95(2)(c), (d) to (e.1) and. te 3) to ») apples to 


_ the specified vendor in respect of the disposition of the share. 


Related Provisions: 95(2)(e. 1)Gi) — Windup — continuation oF “alae. : 
95(2)(n) — Deemed FA and deemed qualifying interest; 95(3. Ds GB. 3) — Defin- 


tions; 95(3.6) — Partnerships and trusts. 


(¢.2) [suspended gain on internal d disposition of FA] eo 


if this paragraph applies to a vendor, the following rules apply: 


(i) where the vendor is not a partnership, the vendor’s pro- _ 
ceeds of disposition (determined without reference to sub- _ 
section 93(1)) from the disposition of the specified oO 


are deemed to be an amount that is equal to 


(A) if clause (B) does not apply. to the vendor in ee 


of the disposition, the total of the vendor's adjusted cost 
base of the specified share and the amount, if any, that 
would be designated under subsection 93(1) because of 


subsection 93(1.1) in respect of the specified share if the — 
specified share was disposed of for consideration equal 


to its fair market value at the original disposition time of 
the specified share, or 


(B) if the vendor is a controlled foreign affine oa the 


particular corporation resident in Canada at the end of 
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the vendor’s taxation year that includes the original dis- 


position time of the specified share and the particular 
_ corporation so elects in respect of the disposition in pre- 
_ scribed manner and within the ears time, the 
greater of 


—(D the onion: determined by ae Sat in fe of 
the: specified share, and 


(ID) the amount that is the lesser of the fair market 
value of the consideration received by the vendor in 
respect of the disposition and the amount that the 
particular corporation designates in the election, 


_ Gi) where the vendor is a partnership of which a particular 

_ foreign affiliate of the particular corporation referred to in. 
_ the definition ‘ ‘specified vendor’ in subsection (3.2) is a 

member, for the purpose of « computing the particular for- 
_ eign affiliate’s taxable capital gain from the disposition by 
_ the partnership of the specified share, the vendor’s pro- 
ceeds of disposition from the disposition of the specified 


share are deemed to be an amount that is equal to 


- (A) if clause (B) does not apply to the vendor in respect 
_ of the disposition, the total of the vendor’s adjusted cost 


base of the specified share and the amount of a divi- 


_ dend, if any, that would be deemed by subsection 
_ 93(1.2) to have been received. immediately before the 

: original disposition time because of subsection 93(1.3) 

__ in respect of the specified share in respect of the particu- 
Jar foreign affiliate on the assumptions that 


(1) the specified share is a share referred to in sub- 
“section 93(1.3) in respect of the particular foreign 
_ affiliate, : 


: os (ID) no other hie: of the disposed fsteient affiliate 
“was disposed of at the original disposition time of 
the specified share, 


_ (UD the particular. foreign affiliate was the votiy 
_ Member ¢ of the partnership, and — 


‘ (IV) the specified share was disposed of for consid- 
_ eration equal to its fair market value at the original 
_ disposition time of the specified share, or 


(B) if the particular foreign affiliate is a controlled for- 
eign affiliate of the particular corporation resident in 
_ Canada at the end of particular foreign affiliate’s taxa- 


_ tion year that includes the original disposition time of 


va the specified share and the particular corporation so 
_ elects in respect of the disposition in prescribed manner 
_ and within the prescribed time, the greater of — 
__(D the amount determined by clause (A) in ea of 
‘ the specified share, and 


(1) the amount that is the lesser of the fair market 

value of the consideration received by the vendor in 

respect of the disposition and the amount that the 
ae particular corporation designates i in the election, 


_. Gi) the purchaser’ s cost of the specified share is deemed to 
be an amount that is equal to the fair market value, at the 
original disposition time, of the specified share, 


(iv) the vendor’s cost of a property that was received as 
consideration for the disposition of the specified share is 
deemed to be an amount that is equal to the fair market 
value of the property at the original disposition time of the 
specified share, and 


(vy) the vendor that is a foreign affiliate of the particular 


corporation resident in Canada or a foreign affiliate of the 
particular corporation resident in Canada that is a member 


- of a partnership that is the vendor (which vendor or foreign 


affiliate is referred to in this subparagraph and paragraph 


_ (c.3) as the “relevant foreign affiliate”) is deemed to have 
an unadjusted suspended gain in respect of a specified 
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share disposed of, at the original disposition time, by the 
vendor that is equal to twice the amount, if any, by which 


(A) the amount that would, but for the application of 
this paragraph, have been the relevant foreign affiliate’s 
taxable capital gain in respect of that disposition, if the 
vendor’s proceeds of disposition in respect of that dis- 
position were equal to the fair market value of the con- 
sideration received by the vendor in respect of that 
disposition, 
exceeds 


(B) the amount of the relevant foreign affiliate’s taxable 
capital gain in respect of that disposition; 


Technical Notes: New paragraph 95(2)(c.2) sets out various rules that will apply 
to the specified vendor and the specified purchaser in respect of the corporation resi- 
dent in Canada. The rules can be summarized as follows: 


¢ Where the specified vendor is not a partnership, the proceeds of disposition (de- 
termined without reference to subsection 93(1)) from the disposition of the spec- 
ified share (referred to in new subsection 95(2)(c.1)) are deemed to be an amount 
equal to one of the following two amounts: 


— the total of the specified vendor’s adjusted cost base of the specified share 
and the amount, if any, that would be designated under subsection 93(1) be- 
cause of subsection 93(1.1) in respect of the specified share if the specified 
share was disposed of for consideration equal to its fair market value at the 
original disposition time (referred to in new subsection 95(2)(c.1)) of the 
specified share (such aggregate referred to here as the “specified amount’), 
or 


— if the specified vendor is a controlled foreign affiliate of the particular cor- 
poration resident in Canada at the end of the specified vendor’s taxation year 
that includes the original disposition time of the specified share and the par- 
ticular corporation elects in prescribed manner and within the prescribed 
time (see proposed new section 5915 of the Regulations), the greater of the 
specified amount and the amount that is the lesser of the fair market value of 
the consideration received by the specified vendor in respect of the disposi- 
tion and the amount that the particular corporation designates in the election. 


¢ Where the specified vendor is a partnership of which a particular foreign affiliate 
of the particular corporation referred to in the definition “specified vendor” in 
new subsection 95(3.2) is a member, in computing the particular foreign affili- 
ate’s taxable capital gain from the disposition by the partnership of the specified 
share, the specified vendor’s proceeds of disposition from the disposition of the 
specified share are deemed to be an amount that is equal to one of the following 
amounts: 


— the total of the specified vendor’s adjusted cost base of the specified share 
and the amount of a dividend, if any, that would be deemed by subsection 
93(1.2) to have been received immediately before the original disposition 
time because of subsection 93(1.3) in respect of the specified share in re- 
spect of the particular foreign affiliate on the assumptions that the specified 
share is a share reférred to in subsection 93(1.3) in respect of the particular 
foreign affiliate, no other share of the disposed foreign affiliate was disposed 
of at the original disposition time of the specified share, the particular for- 
eign affiliate was the only member of the partnership, and the specified share 
was disposed of for consideration equal to its fair market value at the origi- 
nal disposition time of the specified share (referred to here as the “clause (A) 
amount”), or 


— if the particular foreign affiliate is a controlled foreign affiliate of the partic- 
ular corporation resident in Canada at the end of the particular foreign affili- 
ate’s taxation year that includes the origina! disposition time of the specified 
share and the particular corporation elects in prescribed manner and within 
the prescribed time (see proposed section 5915 of the Regulations), the 
greater of the Clause (A) amount and the amount that is the lesser of the fair 
market value of the consideration received by the vendor in respect of the 
disposition and the amount that the particular corporation designates in the 
election. 


* The specified purchaser’s cost of the specified share is deemed to be the fair 
market value at the original disposition time of the specified share. 


* The specified vendor’s cost of property received as consideration for the disposi- 
tion of the specified share is deemed to be the fair market value of the property at 
the original disposition time of the specified share. 


* The specified vendor that is a foreign affiliate of the particular corporation resi- 
dent in Canada or a foreign affiliate of the particular corporation resident in Can- 
ada that is a member of a partnership that is the specified vendor (here and in the 
commentary to paragraph 95(2)(c.3) referred to as the “relevant foreign affili- 
ate”) is deemed to have an unadjusted suspended gain in respect of a specified 
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share disposed of, at the original disposition time, by the specified vendor that is _ 

equal to twice the amount, if any, by which 

— the amount of the taxable capital gain that, but for the application of this 
paragraph, would have been realized by the relevant foreign affiliate in re- 
spect of that disposition, if the specified vendor’s proceeds of disposition in 
respect of that disposition were equal to the fair market value of the consid- 

~ eration received by the specified vendor in ce of the disposition, 
exceeds 


— the amount of the taxable capital gain that was realized by the relevant for- 
eign affiliate in respect of that disposition. 
Related Provisions: 95(1)“foreign accrual property income”B(b) — Inclusion in 
FAPI; 95(2)(c.1) — Conditions for para. (c.2) to apply; 95(2)(c.3) — Deemed capital 
gain for relevant FA; 95(2)(e.1)(ii) — Windup — continuation of affiliate; 
95(2)(£.6)(i) — No rollover where 95(2)(c.2) applies; 95(2)(n) — Deemed FA and 
deemed qualifying interest; 95(3.2), (3.3) — Definitions; 95(3.6) — Partnerships and 
trusts. 
Regulations: 5907(2.01) (determining earnings derived from disposition); 5915 
(prescribed manner of making election under 95(2)(c.2)). 
(c.3) [deemed capital gain later] — the relevant famsien af- 
filiate referred to in paragraph (c.2) is deemed to have a capital 
gain from the disposition of the specified share equal to the 
amount prescribed to be the adjusted suspended gain in respect 
of the specified share and to have paid to the government of a 
country an amount equal to the amount prescribed to be the 
adjusted allocable tax in respect of the adjusted suspended gain 
in respect of the specified share at the earlier of 


(i) the first time, after the original disposition time, that a 
specified purchaser in respect of the particular corporation 
that holds, immediately before that first time, the specified 
share makes a ‘triggering disposition of the specified share, 
and 


(ii) the first time, after the original disposition time, that a 
specified purchaser in respect of the particular corporation 
(which specified purchaser is referred to in this subpara- 
graph as the “current holder’) that holds, immediately 
before that first time, the specified share ceases to be a 
specified purchaser in respect of the particular corporation 
otherwise than because of a specified discontinuance of the 
current holder; 
Technical Notes: New subsection 95(2)(c.3) deems the specified vendor referred 
to in paragraph 95(2)(c.1) to have a capital gain from the disposition of the specified 
share (defined in new paragraph 95(2)(c.1)) equal to the amount of the adjusted sus- 
pended gain (see new section 5912 of the Regulations) in respect of the specified 
share and to have paid to the government of a country an amount equal to the ad- 
justed allocable tax (see new section 5912 of the Regulations) in respect of the ad- 
justed suspended gain at the earlier of 
¢ the first time, after the original disposition time (defined in new paragraph 
95(2)(c.1)), that a specified purchaser (defined in new subsection 95(3.2) [now in 
95(1) —ed.]) in respect of the particular corporation that holds, immediately 
before that first time, the specified share makes a triggering disposition (defined 
in new subsection 95(3. 3)) of the specified share; and 


¢ the first time, after the original disposition time, that a specified potchasgs (the 
“current holder’’) in respect of the particular corporation that holds, immediately — 
before that first time, the specified share ceases to be a specified purchaser in 
respect of the particular corporation otherwise than because of a specified dis- 
continuance (defined in new subsection 95(3.2)) of the current holder. 


Related Provisions: 95(2)(c.4) — Where specified share redeemed, acquired or 
cancelled; 95(2)(c.5) — Where specified share ceases to exist; 95(2)(c.6) — Where 
specified share exchanged for another share; 95(2)(e.1)(i1) — Windup — continua- 
tion of affiliate; 95(2)(n) — Deemed FA and deemed qualifying interest; 95(2)(y) — 
Meaning of “government of a country”; 95(3.2), (3.3) — Definitions; 95(3.6) — 
Partnerships and trusts. 


Regulations: 5912(1) (amount prescribed to be adjusted suspended gain); 5912(2) 
(amount prescribed to be adjusted allocable tax). 


(c.4) [Where specified share redeemed, etc.] — for the 
purpose of paragraph (c.3), if a specified purchaser (referred to 
in this paragraph as the “current holder’) in respect of a partic- 
ular corporation resident in Canada holds the specified share 
and that share is redeemed, acquired or cancelled (otherwise 
than on a dividend-like redemption of that share) by the dis- 
posed foreign affiliate, the specified share is deemed to con- 
tinue to exist, and the current holder is deemed to continue to 
hold that share, until the time that the-current holder ceases to 
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be a specified purchaser i in Fie a of the particular corporation 
otherwise than bec: 
current holder; 


: Technical Notes: New paragraph 95(2)(c.4) oe for the purpose of eben 
: | ee 3); ee os aif a hateiep ie anne in new muubsotion 95@G.2) [now 


jemption” of that das defined: in new subsection 95. 2)) by 
liate ‘Gefined i in new paragraph 95(2)(c.1)) — the specified share i is deemed 
ue to exist, and the current holder i is deemed to continue to unt 


“subsection (3.3) or cya Oo. or ey (e) th ee i 
“triggering disposition” in subsection (3.3), the specified sh 


ene Of se current i or 
chnical Notes: New paragraph 952 


in 95(1) — ed.] and referred to here as a “curret 
resident i in Canada holds a specified share : (described i in new paragraph 95(2)(c.1)) in 
respect of the corporation resident in Canada and the specified share ceases to exist 


‘subsection ¢ 95(3.3) or subparagraph (a)(i) or Gi) of the definition * ‘triggering disposi- 
tion” in subsection 95@. 3) —— the specified share is deemed to continue to exist, and 


the time that the current holder ceases to be a specified purchaser i in respect of ihe 
: sete resident i in Canada otherwise than because of a ee ed discontinuance . 


is deemed to continue ” aon a las current ee tis 


: isposed Hales , 


i >) provides, for the purpose of puanraps = 
9502\(c. 3), that — if a specified purchaser (defined in new subsection 95(3. 2) [now 
holder”) i in respect of a corporation _ 


as a result of a dissolution, winding-up, cessation of existence, merger or combina- / 
tion described in paragraph (a) or (b) of the definition “specified discontinuance” in 


the current holder is deemed to continue to hold the share, until the current holder 
ceases to be a specified purchaser in respect of the corporation resident in Canada _ 


otherwise than because of a specified discontinuance of the: current ‘holder. 


Related Provisions: — -95(2)(e.1)(ii) = ag — continuation of 
‘ interest; 95GB. 2), G. 2 Defini- 


: Partnerships ae trusts. 


cs B6) Iyhere Specifiod, share. sxchenasdl 


. tte share of the ee save affiliate, th es share is 


deemed to be the specified res in Tespect of the 
esident ir in Canada, 2 


95(2\¢. 3), that if a specified share (described in new aragraph 95(2)(c. 1)) int respect 
ofa corporation resident in Canada is exchanged for another share of the disposed 


iliate; 


foreign affiliate (described in new paragraph 95(2)(c.1)) the other share is deemed to 


be the specified share in respect of the corporation resident in Canada. 


Application: The February 27, 2004 draft legislation (Part 2 — foreign athletes), 
subsec. 133(11), will add paras. 95(2)(c.1) to (c.6), applicable to dispositions that _ 
occur after December 20, 2002 (other than dispositions required to be made under an 


agreement in writing made by a vendor before December 21, 2002), except that (per / 
Feb. 27, 2004 draft legislation subsec. 133(40)) if, in respect of all of the foreign 


affiliates of a taxpayer, the taxpayer so elects in writing and files the election with the _ 


Minister of National Revenue on or before the taxpayer’s filing-due date for the tax- 
payer’s taxation year ie includes the day on which the gabe: legislation is as- 


sented to 


(a) paras. (c.1) to (c.6) do not apply, in respect of the taxpayer a dispositions : 


that occur after December 20, 2002 and before February 28, 2004, and 


(b) with respect to the dispositions referred to in para. (a), the Act shall, in re- 


spect of the taxpayer, be read as hue it contained subsecs. 93(1. . to “ 6) that . 


read as follows: 


(1.4) Disposition of foreign affiliate shares — If: a 5 eecihes vous in 
respect of a particular corporation resident in Canada, disposes of a share 
of the capital stock of a foreign affiliate of the particular corporation to a 


S. 95(2)(c.6) 


: specified purchaser that would otherwise result in a dina gain to the 
specified vendor, 


(a) the share is deemed not to be prhided prapetly . the vendor un- 
__ less any of subsection 88(3) or paragraphs 95(2)(c), (d) and (e) ap- 
plied to the disposition of the share; and 

fb) the cost amount of t he share to the purchaser is deemed to ie qual 
_to the proceeds of disposition of the share to the vendor. 


d 5 Specified vendors — foreign affiliates oe specified vendor re- 
- ferred to in subsection UAis | 


a)a foreign affiliate of the partic 


(b) a partnership of wee) a foreign affiliate of the particular corpora- 
| tion isa ee : 


ar corporation, or 


and penalties payable under the Act for ; any taxation year shall be made that is heces- 
sary to take an election or revocation referred to above into account, / 


Federal Budget, Suppemeniay 
re zy 


with su ection 93( 1 4) of the Income Tax Act, as proposed i in ithe Legislative Pro- 


posals and peony Notes Relating to Income Tax that were announced on De- 


° 
are excluded property. Nou ee your concem that, if proposed subsection 
93(1.4) is enacted as drafted, those dispositions could result i in foreign accrual pro- 
perty income (FAPI) to the taxpayer resident in Canada, and you requested that the 
Act not be amended to introduce subsection 93(1.4) as proposed. 


Itis our intention to recommend the introduction.of amendments to the Act (the “new 
rule”) which, in general terms, would provide that where a specified vendor in re- 
spect of a taxpayer resident in Canada makes a disposition (including, for greater 


a disposition arising on a redemption, acquisition or cancellation of a 
share) of a share of a foreign affiliate of the taxpayer, that is excluded property, fo a 
specified purchaser i in respect of the taxpayer, no gain would be recognized at the 
time of that disposition. However, a taxpayer would be permitted to elect an amount — 
of proceeds of disposition, up to the fair market value of the share disposed of, which 
could result in a gain. In the case of such an election, any such gain would be in- 
cluded in computing FAPI. Therefore, the ony FAPI that fouled arise on such a dis- 
position would be self-imposed. 


The new tle would apply only i in respect of a disposition of a Shae of a foreign 


affiliate of the taxpayer that is excluded property of the specified vendor (or would _ 


be excluded property of the specified vendor if the specified vendor were a foreign 
affiliate of the taxpayer) and only where the disposition would otherwise result in a 
gain being realized by the specified vendor. _ 


Should our recommendation be acted upon, it is eoelemplaied that the new rule 
would apply to dispositions occurring after draft implementing legislation is made 
public. The proposed subsection 93(1 4), with some modifications, would apply to 
dispositions oceurring before that time; however, taxpayers would be given the alter- 
native of applying, in respect of all foreign affiliates of the taxpayer, the new rule to 
all relevant dispositions occurring after December 20, 2002. For a taxpayer that 
wishes to apply the new rule to dispositions occurring before its announcement date, 
certain other related changes to the foreign ohare regime may are apply with re- 
spect to those dispositions. : 


1 trust that this letter addresses your concerns. 
Yours sincerely, 
_ Brian Emewein, Director, Tan Pe teten Division, Tax Policy Branch 


[Two similar letters dated October 28, 2003, one of which was addressed to Angelo 
Nikolakakis, Davies Ward Phillips & Vineberg LLP, Montréal — ed.] 


Related Provisions: 
95(2)(n) Deemed FA and deemed eying interest; 
Definitions. 


95(2)(. Ii) — Windup — continuation of affiliate: 
G2) B3)— 
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S. 95(2)(d) 


(d) [foreign merger] — where there has been a foreign merger 
in which the shares owned by a foreign affiliate of a taxpayer of 
the capital stock of a corporation that was a predecessor foreign 
corporation immediately before the merger were exchanged for 
or became shares of the capital stock of the new foreign corpora- 
tion or the foreign parent corporation, subsection 87(4) applies 
to the foreign affiliate as if the references in that subsection to 


(i) “amalgamation” were read as “foreign merger”, 

(ii) “predecessor corporation” were read as “predecessor for- 
eign corporation”, 

(iii) “new corporation” were read as “new foreign corpora- 
tion or the foreign parent corporation’, and 


(iv) “adjusted cost base” were read as “relevant cost base”; 


Proposed Amendment — 95(2)(d) 


(d) [foreign merger] — if there has been a foreign merger 
(within the meaning of subsection 87(8.1)) of two or more 
predecessor foreign corporations (other than a foreign merger 
to which paragraph (d.1) applies) to form a new foreign corpo- 
ration that was, immediately after the foreign merger, a foreign 
affiliate of a corporation resident in Canada, and a particular 
foreign predecessor corporation to the foreign merger was, im- 
mediately before the foreign merger, a foreign affiliate of the | 
corporation resident in Canada, the following rules apply: 


(i) each property of the new foreign corporation that was a 
property of the particular foreign predecessor corporation 
immediately before the foreign merger is deemed to have 
been disposed by the particular foreign predecessor corpo- 
ration to the new foreign corporation for proceeds of ate akg 
sition equal to 


(A) where the property was excluded property of the 
particular foreign predecessor corporation immediately 
before the foreign merger, an amount that is equal to the 
relevant cost base, immediately before the foreign 
merger, of the property to the particular s0TrI BE tes 
cessor corporation, or 


(B) in any other case, an amount equal to the fair idaikei 
value, immediately before the foreign merger, of the , 
property, 
(ii) the cost of the property to the new foreign corporation 
immediately after the foreign merger is deemed to be an 
amount equal to the particular foreign predecessor corpora- 
tion’s proceeds of disposition of the per determined by 
subparagraph (i), 
(iii) each shareholder of the particular foreign: predecessor 
corporation that was, immediately before the foreign 
merger, a specified vendor in respect of the corporation res- 
ident in Canada 


(A) is deemed to have disposed, on the foreign merger, 
of each share of the particular foreign predecessor cor- 
poration that, immediately before the foreign merger, 
was held by the shareholder and was excluded property 
of the shareholder, for proceeds of cisposition that are 
equal to 


(1) unless a valid election is made under subclause 
(ID), the adjusted cost base, immediately before the 
foreign merger, of the share, to the shareholder, and 


(II) the amount that the corporation resident in Can- 
ada elects in respect of the disposition in the pre- 
scribed manner and in the prescribed time, which 
amount may not be less than the adjusted cost base, 
immediately before the foreign merger, of the share, 
to the shareholder and may not be greater than the 
fair market value, immediately before the foreign 
merger, of the share, and 

(B) is deemed to have acquired each share of the new 


foreign corporation received on the foreign merger by 
the shareholder in exchange for a share described in 
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clause (A) at a cost equal to the amount dotermmned by 
the formula 


AxB/C 
where 
_A is the total of all amounts each of which is the sian: 


holder’s proceeds of disposition of a share described 


in clause (A), 


B is the fair market value, immediately after the for- — 
eign merger, of the particular share of the new for- 


eign corporation, and 


C is the fair market value, immediately after the for- 
eign merger, of all snares of the new foreign corpo- 
ration received on the foreign merger by the share- 


holder, and 


(iv) the new foreign corporation is deemed to be the same : 


person as, and a continuation of, the particular foreign 
predecessor corporation 


(A) for the purposes of paragraphs (c. 1) to (c. 6), in re- 
spect of the disposition of a specified share received on 
the foreign merger by the new foreign corporation and 
disposed of, on the foreign merger, to the new foreign 
corporation by the. pans fnuniee apreersem 
corporation, 

(B) for the purposes of oon (f 3) to (f.93), in re- 
spect of the disposition of a specified property received 
on the foreign merger by the new foreign corporation 

_and disposed of, on the foreign merger, to the new for- 
eign corporation by the SS foreign ees 
corporation, and 


(C) for the purposes of pariaraphe (h) to (h. 5), in re- 


5 


~ spect of the disposition of a specified property received 


on the foreign merger by the new foreign corporation 


and disposed of, on the foreign merger, to the new for- 


eign corporation by the particular foreign predecessor 
corporation, 


(wv) the taxation year of the particular predecessor foreign 


corporation that would otherwise include the time of the 


Re: 


foreign merger is deemed to have ended immediately 


before that time, and 


(vi) where the fair market value of the Bhiak referred to in 

clause (iii)(A), immediately before the foreign merger, €X- 

ceeds the fair market value of the share referred to in clause 

(iii)(B), immediately after the foreign merger, and it can 

reasonably be considered that all or any portion of the ex- 
cess is a benefit that that shareholder desired to have con- 
- ferred on another shareholder of the new corporation, 


(A) the amount of the benefit is deemed to be income — 
from property that is the shares of the new foreign cor- 
poration of the other shareholder on whom the benefit 
was conferred that was received, ipmeciateny, after the — 


foreign merger, and 


pe Cd 


(B) where the shares of the new foreiein corporation 
held by the other shareholder on whom the benefit is — 
‘conferred are excluded property to that shareholder or — 


would be excluded property to that shareholder if that 
shareholder were a foreign affiliate of the corporation 


resident in Canada, the amount of the benefit is to be 


added, immediately after the foreign merger, in comput- 
ing the adjusted cost base of the shares of the new cor- 
- poration held at that time by that shareholder; — 

Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(11), will amend para. 95(2)(d) to read as sist Ganda to eee 
mergers that occur after February 27, 2004. _ 
Technical Notes: Paragraph 95(2)(d) provides rules that apply to a forsign affiliate 
of a taxpayer that is a shareholder of another foreign affiliate (a “predecessor foreign 
affiliate”) of the taxpayer that participates in a foreign merger and that shareholder 
receives shares of a new foreign corporation formed on the foreign merger or the 


630 


* each ENG of the manic reign predecessor corporation that: 
cues before the foreign r merger, a _ ied ‘vendor i in a of the vee 


eet feitar sac of the new foreicn corpo! 
>) ton received on nie foreign merger the sha hetien 


é ir market alue, medals after the 
5 of the new we foreign ge ieied on 


pur Pp ~ 

ion of a specified ‘shar pee on the Aa merger by | the new fe 
orporation: and dispos: of, on the foreign merger, to the new foreis 
oration by the ee ar Be) predeces sor glee | _ 


_ — for the purposes of paragraphs 95(2)(£.3) o ie 93), in respect of the Gayest 
tion of a specified property received on the foreign merger by the new for- _ 
_ eign corporation and disposed of, on the foreign merger, tc the new fore 1 
eas by the ‘particular foreign predecessor corporation, al 


es “of paragraphs 95(2)(h) to (h. 5), i in respect of the Usposition 
property received ‘on the foreign merger by we nen foreign 


z patos ey of the pariculos predecessor foreign corporation that would — 
otherwise include the time of the ae her is deemed to have ended i imme- io 
diately before that time, and : 


ad wh re the fair market value of the share of the predecessor Gupentol 
- changed by the shareholder on the foreign merger exceeds the fair market 
of the share of the new foreign corporation received ‘on the foreign merger for 
the exchanged share and it is reasonable to consider all or any portion of the _ 
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S. 95(2)(d. Dd 


xcess a$ a benefit that the shareholder desired to have conferred on another 
shareholder of the new foreign corporation, the amount of the benefit. 


is deemed to be income from property that is the shares of the new foreign 
poration ¢ o the other shachoidet, and : 


e of the shares of the new foreign 
corporation of the other shareholder if they are excluded property. 


Related Provisions: 87(8.1) — Foreign merger; 93(1.4) — No election allowed on 
disposing of share of foreign affiliate; 95(1)foreign accrual property income”B(b) — 
Inclusion in FAPI;, 95(2)(£.6)(i) — No rollover where 95(2)(d) applies; 95(2)(n) — 
Deemed FA and deemed qualifying interest; 95(3.8) — Exclusion from exempt surplus 
of foreign affiliate. 

Regulations: 5907(1)“net earnings”(d)(i), “net loss”(d)(i), “taxable earnings’’(b)(v), 
“taxable loss”(b)(v) (exclusions from reduction); 5907(2.01) (determining earnings de- 
rived from disposition); 5907(5.3)(b) (Reg. 5907(5.1) does not apply to disposition); 
5916 (prescribed manner of making election under 95(2)(d)(iii)(A)). 


Interpretation Bulletins: IT-392: Meaning’ of term “‘share’. 


(d.1) [foreign merger] — where there has been a foreign 
merger of two or more predecessor foreign corporations, in re- 
spect of each of which a taxpayer’s surplus entitlement percent- 
age was not less than 90% immediately before the merger, to 
form'a-new foreign corporation in respect of which the tax- 
payer’s surplus entitlement percentage immediately after the 
merger was not less than 90%, other than a foreign merger 
where, under the income tax law of the country in which the 
predecessor foreign corporations were resident: immediately 
before the merger, a gain or loss was recognized in respect of 
any capital property, of a predecessor foreign corporation that 
became capital property of the new foreign corporation in the 
course of the merger, 


(i) each capital property of the new foreign corporation that 
was a capital property of a predecessor. foreign corporation 
immediately before the merger shall be deemed to have been 
disposed of.by. the predecessor foreign corporation immedi- 
ately before the merger for proceeds of disposition equal to 
the cost amount of the property to the predecessor foreign 
corporation at that time; and 


(11) for the purposes of this subsection and the definition “for- 
eign accrual property income” in subsection (1), the new for- 
eign corporation shall, with respect to any disposition by it of 
any capital property to which subparagraph (i) applied, be 

.. deemed to be the same corporation as, and a continuation of, 
the predecessor foreign corporation that owned the property 
immediately before the merger, 


but for greater certainty nothing in this paragraph shall affect the 
determination of whether any property of a predecessor foreign 
corporation is disposed of on a foreign merger other than one to 
which this paragraph applies; 


_ Proposed Amendment — 95(2)(d.1) 


a @. 1) [foreign merger] — if there has been a foreign merger 
(within the meaning of subsection 87(8. 1)) of two or more. 
| predecessor foreign corporations, in respect of each of which a 
_ taxpayer’s surplus entitlement percentage was not less than 
290% immediately before the merger, to form a new foreign 
corporation in respect _of which the taxpayer’s surplus entitle- 
“ment percentage immediately after the merger was not less 
than 90% (other than a foreign merger where, under the in- 
come tax law of the country in which the predecessor foreign 
corporations were resident immediately before the merger, any 


_ income, gain or loss was recognized in respect of any property — 


of a predecessor foreign corporation that became POPE: ¢ oF 
the new foreign corporation in the course of the merger) _ 


(i) each property of the new foreign corporation that was a 

‘property of a predecessor foreign corporation immediately 

before the merger is deemed to have been disposed of by 

the predecessor foreign corporation immediately before the 

__ merger for proceeds of disposition equal to the cost amount 

of the property to the ch aeaasitan oi porplen eerporaion at 
_ that time, 
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S. 95(2)(d.1)(ii) 


(ii) the new foreign corporation is deemed to be the same 
corporation as, and a continuation of, the predecessor for- 
eign corporation for the purposes of 


(A) this subsection and the definition “foreign accrual 
property income” in subsection (1), with respect to any 
disposition by the new foreign corporation of property 
owned by the predecessor corporation immediately 
before the merger, and 


(B) paragraphs (c.1) to (c.6), (f.1) to (f:93) and (h) to 
(h.5), 


(iii) for greater certainty, nothing in this paragraph affects 
the determination of whether any property of a predecessor 
foreign corporation is disposed of on a foreign merger other 
than a foreign merger to which this paragraph applies, and 


(iv) subsection 87(4) applies to each foreign affiliate of the 
taxpayer that, immediately before the merger, owned shares 
of the capital stock of a predecessor foreign corporation as 
if the reference in that subsection to 


(A) the word “amalgamation” were a reference to the 
expression “foreign merger” and with any other modifi- 
cations that the circumstances require, 


(B) the expression “predecessor corporation” were a ref- 
erence to: the expression “predecessor foreign corpora- 
tion” and with any other modifications that the circum- 
stances require, 


(C) the expression “new corporation” were a reference 
to the expression “new foreign corporation” and with 
any other modifications that the circumstances require, 
and 


(D) the expression “adjusted cost base” were a reference 


to the expression “relevant cost base” and with any — 


other modifications that the circumstances require; 


Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(11), will amend para. 95(2)(d.1) to read as ae lien to —- 
mergers that occur after December 20, 2002. 


Technical Notes: Paragraph 95(2)(d.1) provides for the rollover of cape property 
on a foreign merger where certain conditions have been met. One of these conditions 
(referred to as the “non-recognition condition”) is that no gain or loss was recog- 
nized, under the income tax law of the country in which the predecessor foreign cor- 
porations were resident, in respect of any capital property of a predecessor foreign 
corporation that became capital property of the new foreign a ah in the course 
of the foreign merger. 


Paragraph 95(2)(d.1) is amended in a number of ways. — 


First, paragraph 95(2)(d.1) is amended to provide for the rollover of property (includ- 
ing, but not restricted to capital property) on a foreign merger where certain condi- 
tions have been met. In addition, the non-recognition condition is amended to require 
that no income, gain or loss was recognized, under the income tax law of the country 
in which the predecessor foreign corporations were resident, in respect of any pro- 
perty of a predecessor foreign corporation that became property of the new foreign 
corporation in the course of the foreign merger. 


Second, the amendments to subparagraph 95(2)(d.1)(ii) treat (for the purposes of 
paragraphs 95(2)(c.1) to (c.6), (f.1) to (£93) and (h) to (h.5)) the new foreign corpo- 
ration as the same corporation as and as a — a of the predecessor foreign 
corporation. 


Third, new subparagraph 95(2)(d. 1N(iv) i is a consequential to the amendments to par- 
agraph 95(2)(d) and makes subsection 87(4) applicable to the shareholders of the 
predecessor foreign corporation that are foreign affiliates of the corporation resident 
in Canada. 


Letter from Dept. of Finance, June 9, 2006: y 
Mr. Nick Pantaleo, Price WaterhouseCoopers LLP, Toronto, ON 
Dear Mr. Pantaleo: 


I am writing in response to your letter dated April 13, 2006 concerning the foreign 
affiliate proposals announced on February 27, 2004. Proposed paragraph 95(2)(d.1) 
would be applicable to foreign mergers (within the meaning of subsection 87(8.1)) of 
predecessor foreign corporations that occur after December 20, 2004. You requested 
confirmation of certain possible modifications in respect of that proposed paragraph 
that we have under consideration. 


Although the technical details of our intended recommendations for modifications to 
the foreign affiliate proposals are still being finalized, we can confirm, in general 
terms, that our recommended modifications in respect of proposed paragraph 
95(2)(d.1) would include the following modifications. 


Income Tax Act, Part I, Division B 


First, the 90% surplus entitlement percentage requirement and the foreign tax law 
non-recognition requirement would no longer be preconditions to the application of 


proposed paragraph 95(2)(d.1). However, as the paragraph is intended asa rule inthe 


foreign affiliates context, it would not apply unless 


* a “specified vendor’ (as defined in proposed subsection 95(3.2)) in respect of the ; 


taxpayer resident in Canada was, immediately before the foreign merger, a pred- 
ecessor foreign corporation or a shareholder of a predecessor foreign corpora- _ 


tion, and 


Re 


* the foreign corporation formed on the merger was, immediately after the merger, — 


a “specified purchaser” (as defined in proposed subsection 95(3.2) [now in — 


95(1) — ed.]) in respect of the taxpayer. 
Second, proposed paragraph 95(2)(d.1) would not apply unless the shares of the capi- 
tal stock of each predecessor foreign corporation that, in the course of the foreign 
merger, are exchanged for or become shares of the capital stock of the new foreign 
corporation or the foreign parent corporation have a total fair market value equal to at 


least 90% of the total fair market value of all shares of the capital stock of the prede- 


cessor foreign corporation (other than shares owned by any predecessor foreign cor- 


poration that, in the course of the merger, are not exchanged for or become shares of ~ 


the capital stock of the new foreign corporation or the foreign parent corporation) 
that are issued and outstanding shares of the capital stock of the predecessor foreign 
corporation immediately before the merger. 


Third, proposed paragraph 95(2)(d.1) would provide that, if a predecessor foreign _ 


corporation is a specified vendor in respect of the taxpayer resident in Canada and 
the new foreign corporation is a specified purchaser in respect of the taxpayer, each 
property of the new foreign corporation that was, immediately before the foreign 


merger, a property of the predecessor foreign corporation would be deemed to have — 


been disposed by the predecessor foreign affiliate for proceeds of disposition and 
acquired by the new foreign corporation at a cost equal to 


* the predecessor foreign corporation’s “relevant cost base” (as described below) — 


of the property, where the property is an excluded property of the predecessor 
foreign corporation, 


* the predecessor foreign corporation’s “relevant cost amount” (as described be- 
low), where the property is not an excluded property of the predecessor foreign 
corporation and the predecessor foreign corporation’s relevant cost amount of 
_ the property is greater than the fair market value of the property, and 


* the predecessor foreign corporation’ s relevant cost base of the property, in any 
other case, 


Fourth, proposed paragraph 95(2)(4. 1) would provide that, if a predecessor foreign 
corporation is not a specified vendor in respect of the taxpayer resident in Canada 
and, immediately after the foreign merger, the new foreign corporation is a specified 
purchaser in respect of the taxpayer, each property of the new foreign corporation 
that, immediately before the merger, was a property of the predecessor foreign corpo- 
ration would be deemed to have been acquired by the new fa ae ke at a 
cost equal to the fair market value of the property. 


Fifth, proposed paragraph 95(2)(d. 1) would be modified so that subsection 87(4), 


read in the manner provided by that paragraph, would apply to any specified vendor 
in respect of the taxpayer resident in Canada where the specified vendor holds shares 


of the capital stock of the predecessor foreign corporation immediately before the 


foreign merger. That subparagraph would also be modified so that, in applying sub- 


section 87(4), the references in that subsection to* ‘adjusted cost base” would be read 


as references to the specified vendor’ s relevant cost amount (rather than relevant cost 
base) of those shares. _ 


Sixth, proposed paragraph 95(2)(d.1) would provide that: any income or profits taxes _ 


paid by or refunded to a predecessor foreign corporation that is a specified vendor in 


respect of the taxpayer resident in Canada in respect of income, gains or losses com- _ 
puted in accordance with foreign tax laws that arise from the dispositions of property _ 


in the course of the foreign merger are not income or profit taxes paid by or refunded 
to the predecessor foreign corporation. An exception from this rule would be pro- 
vided to the extent that those taxes paid by or refunded to the predecessor foreign 
corporation relate to income, gains or losses included in determining the amounts 
prescribed to be the predecessor foreign corporation’s exempt or a earnings in 
respect of the taxpayer. 


Finally, the rules in section 95 of the Act would be modified so that, in applying 
paragraph 95(2)(d.1), ‘i 
* the predecessor foreign corporation’s “relevant cost amount” of the distributed 
property in respect of the taxpayer resident in Canada would be essentially the 
amount that would generally result in no gain or loss to the predecessor foreign 
corporation in respect of the taxpayer in respect of the distribution, and 


3 


© the predecessor foreign corporation’s 
perty in respect of the taxpayer would be essentially the greater of 


— the predecessor foreign corporation’s relevant cost amount of the distributed 
property in respect of the taxpayer, and — 


— where the predecessor foreign corporation is a controlled foreign affiliate of 
the taxpayer, the amount elected by the taxpayer (not exceeding the fair mar- 
ket value of the distributed property). 


We propose to recommend that the above-mentioned modifications in respect of pro- 
posed paragraph 95(2)(d.1) be effective for foreign mergers that occur after Decem- 
ber 20, 2002. A taxpayer resident in Canada could, by so electing in respect of all 
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relevant cost base” of the distributed pro-— 


Subdivision 1— Shareholders of Non-Resident ‘Corporations 


foreign mergers of all its foreign affiliates, opt not to have the first modification de- 


scribed above apply to foreign mergers that occur after December 20, 2002 and dur- 
ing a transition period. . Y 


os sincerely, 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


[An essentially identical letter, also dated June 9, 2006, is addressed to R. Tan roe 


= of Davies Ward nes & nee | ede in ie anus 


Related Provisions: 87(8.1) — Foreign merger; 93(1.4) — No election allowed on 
disposing of share of foreign affiliate; 95(1)‘‘foreign accrual property income’’B(b) — 
Inclusion in: FAPI; 95(2)(f.6)(i) — No rollover where 95(2)(d.1) applies; 95(2)(n) — 
Deemed FA and deemed qualifying interest. 

Regulations: 5907(2.01) (determining earnings derived from disposition). 


Interpretation Bulletins: IT-392: Meaning of term “‘share”. 


(e) [windup of foreign affiliate] — except as otherwise pro- 
vided in paragraph (e.1), where on the dissolution of a foreign 
affiliate of a taxpayer (in this paragraph referred to as the “dis- 
posing affiliate”) one or more shares of the capital stock of an- 
other foreign affiliate of the taxpayer have been disposed of to a 
shareholder that is another foreign affiliate of the taxpayer, 


(i) the, disposing affiliate’s proceeds of disposition of each 
such share and the cost thereof to the shareholder shall be 
deemed to be an amount equal to the relevant cost, base to the 
disposing affiliate of the share immediately before the disso- 
lution, and 


(i1) the shareholder’s proceeds of disposition of the shares of 
the disposing affiliate, shall be deemed to be the amount, if 
any, by which the total of 


(A) the cost to the shareholder of the shares of the other 
foreign affiliate, as determined in subparagraph (i), and 


(B) the fair market value of any property (other than the 
shares referred to in clause (A)) disposed of by the dis- 
posing affiliate to the shareholder on the dissolution, 


exceeds 


(C) the total of all amounts each of which is the amount 
of any debt owing by the disposing affiliate, or of any 
other obligation of the disposing affiliate to pay any 
amount, that was outstanding immediately before the dis- 
solution and that was assumed or cancelled by the share- 
holder on the dissolution; 


Proposed Amendment — 95(2)(e). 


(e) [windup of foreign affiliate] — if, at a particular time, a 
_ shareholder (other than a person resident in Canada) of a for- 
eign affiliate (referred to in this paragraph as the “disposed for- 


eign affiliate”) of a particular corporation resident in Canada > 


that is a specified purchaser in respect of the particular corpo- 
ration receives, in the course of a liquidation and dissolution — 
(other than a liquidation and dissolution to. which paragraph 
(e.1) applies) of the disposed foreign affiliate, a property from 
the disposed foreign affiliate, the following rules apply: 


(i) the disposed foreign affiliate’ s proceeds of disposition of 
the property are deemed to be 


(A) if the property is excluded property of the disposed — 
foreign affiliate at the particular time, an amount that is 
equal to the relevant cost base, immediately before the 
particular time, of the aes to the Fe foreign 
affiliate, or 


(B) in any other case, an aout Sud to ne fair market 
value, immediately ere ae particular time, of the 
property, 
(ii) the cost of the property to the shareholder jthinediatcly 
after the particular time is deemed to be an amount equal to 
the disposed foreign affiliate’s proceeds of disposition of - 
the property determined by subparagraph (i), 


(iii) the property is deemed to have been received by the 
_ shareholder as proceeds of disposition of shares of the dis- 


posed foreign affiliate disposed of by the shareholder i in the 


course of the liquidation and dissolution, 


- disposed of by the shareholder in the course of the liquida- 


: tion and dissolution is deemed to have been disposed of for 


- proceeds that are equal to the amount determined by the 
pale 


(A~B) x cI | 


| A is she total of all. amounts each of which is the cost to 
the shareholder, immediately after the particular time, of 
a property received by the shareholder as consideration 

for the disposition of the shares of the disposed foreign 

affiliate dis sed of in the course of the liquidation: and 
dissolution, 


_ B is the total of all amounts each of which i is the amount 
"of a debt that was owing by the disposed foreign affili- 
ate, or any other obligation of the disposed foreign affil- 

iate to pay an amount that was outstanding, immediately 


_ before it was assumed or cancelled, as the case may De, 


by the shareholder, © 
C is the fair market value, immediately before the com- 


mencement of the liquidation and cep ation, of the 


a particular share, and 


 D is the fair market value, immediately before the com- 
-_mencement of the liquidation and dissolution, of all the 
_ shares of the disposed foreign affiliate disposed of by 
that shareholder, 


Wy) any gain from the disposition of the’ shares of the dis- 
posed foreign affiliate disposed of by the shareholder in the 


course of the liquidation and dissolution that, but for this — 


subparagraph, would be a gain from the disposition of ex- 
cluded property of the shareholder, is deemed to be the 
ae of 


(A) the amount of the gain as otherwise determined, and 


_ (B) such amount, not exceeding the amount referred to 
in clause (A), as the particular corporation resident in 


Canada elects in prescribed manner and within the pre- 


scribed time, and 


(vi) the shareholder is deemed to be the same person as, 
and a continuation of, the disposed foreign affiliate 
(A) for the purposes of paragraphs (c.1) to (c.6), in re- 
spect of the disposition of a specified share received by 
the shareholder and disposed of, to the shareholder, by 


the disposed foreign affiliate in ae course . the liqui- 


dation and dissolution, 


(3) for the purposes of paragraphs (f.3) to (f.93), in re- 

spect of the disposition of a specified property received 

__ by the shareholder and. disposed of, to the shareholder, 

_ by the disposed foreign affiliate in the course of the liq- 
uidation and dissolution, and 


(C): for the purposes of paragraphs (h) to ‘(h. 5), ‘in re- 

spect of the disposition of a specified property received 

by the shareholder and disposed of, to the shareholder, 

. _ by the disposed foreign affiliate in the course of the liq- 
_ uidation and dissolution, and 


(ii) the taxation year of the disposed foreign affiliate that 
would otherwise include the time that the disposed foreign 
affiliate is dissolved is deemed to have ended immediately 
before that time; 
Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(11), will amend para. 95(2)(e) to to read as above, applicable to liquida- 
tions that begin after February 27, 2004. 


Technical Notes: Paragraph 95(2)(e) provides rules for determining foreign ac- 


crual property income that apply when a foreign affiliate of a taxpayer dissolves and, 


on the dissolution, disposes of shares of a foreign affiliate of the taxpayer a to an- 
other foreign affiliate of the taxpayer. / 
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. (iy) each particular share of the disposed eee affiliate | 
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S. 95(2)(e) 


Paragraph 95(2)(e) is amended to provide for the following rules if, at a particular 
time, a shareholder (other thana person resident in Canada) of a foreign affiliate 
(referred to in this paragraph as the “disposed foreign affiliate’) of a particular corpo- 
ration resident in Canada that is a specified purchaser in respect of the particular 
corporation receives, in the course of a liquidation and dissolution (other than a liqui- 
dation and dissolution to which paragraph 95(2)(e.1) applies) of the tate foreign 
affiliate, a property from the disposed foreign affiliate: 


* the disposed foreign affiliate’s proceeds of disposinon of the tan are 
deemed to be 


— if the property is excluded property of the disposed foreign affiliate at the 
particular time, an amount that is equal to the relevant cost base (defined in 
current subsection 95(4)), immediately before the oe ak of the pro- 
perty to the disposed foreign affiliate, or 


— in any other case, an amount equal to the fair market Calne. immediately 
before the particular time, of the property, : 


the cost of the property to the shareholder immediately after the fatticalar time is 
deemed to be an amount equal to the disposed foreign affiliate’s proceeds of 
disposition of the property determined above, 


the property is ‘deemed to have been ceed by the shareholder as procedds of 
disposition of shares of the disposed foreign affiliate disposed of by the share- 
holder in the course of the liquidation and dissolution, 


each particular share of the disposed rian affiliate disposed of by the share. 
holder in the course of the liquidation and dissolution is deemed to have been 
disposed of for proce ae are Vales ue hag amount determined by the formula 


(A= B) x cD 
where 


A. is the total of all amounts each of which is ae cost to the shateholder’ imme- 
diately after the particular time, of a property received by the shareholder as 
consideration for the disposition of the shares of the disposed foreign affili- 
ate disposed of in the course of the liquidation and dissolution, 


B sis the total of all amounts each of which is the amount of a debt that was 
owing by the disposed foreign affiliate, or any other obligation of the dis- 
posed foreign affiliate to pay an amount that was outstanding, immediately / 
before it was assumed or cancelled, as the « case ‘may be, by the shareholder, 


C is the fair market value. immediately before the commencement of the liqui- 
dation and dissolution, of the particular share, and 


D is the fair market value, immediately before the commencement of the liqui- 
dation and dissolution, of all the shares of aa aiponee foreign affiliate dis- 
posed of by that shareholder, : 


any gain from the disposition of the shares of the disposed foreign affiliate dis- 
posed of by the shareholder in the course of the liquidation and dissolution that, 
but for this subparagraph, would be a gain from the disposition of ee pro- 
perty of the shareholder, is deemed to be the lesser of / J 


— the amount of the gain as. otherwise determined, and 


-— such amount, not exceeding the amount of the gain as otherwise determined, 
as the particular corporation resident in Canada elects in prescribed manner 
and within the prescribed time (see proposed new section 5916 of the Regu- 
lations), and : 


the shareholder is deemed to be the same person as, and a continuation of, the 

disposed foreign affiliate 

— for the purposes of paragraphs 95(2)(c.1) to (c.6), in respect of the disposi- 
tion of a specified share received by the shareholder. and disposed of, to the 
shareholder, by the disposed Eee affiliate i in the course of the liquidation 
and dissolution, : : 


— for the purposes of paragraphs 95(2)(£.3) to (£.93), in respect of the disposi- 
tion of a specified property received by the shareholder and disposed of, to 
the shareholder, by the disposed foreign affiliate in = course of the liquida- 
tion and dissolution, and : 


— for the purposes of paragraphs 95(2)(h) to (h.5), in respect of iKélaisposition 
of a specified property received by the shareholder and disposed of, to the 
shareholder, by the disposed foreign affiliate in the course of the liquidation 
and dissolution, and 


the taxation year of the disposed foreign affiliate that would otherwise include 
the time that the disposed foreign affiliate is dissolved is deemed to have ended 
immediately before that time. 


A “specified purchaser” in respect of a corporation resident in Canada is defined in 
proposed new subsection 95(3.2) [now in 95(1) — ed.]. 


Related Provisions: 93(1.4) — No election allowed on disposing of share of foreign 
affiliate; 95(1)“foreign accrual property -income’’B(b)— Inclusion. in FAPI; 
95(2)(e.6) — Where -shareholder is a partnership; 95(2)(f.6)(i) — No rollover where 
95(2)(e) applies; 95(2)(n) — Deemed FA and deemed qualifying interest; 95(3.8) — 


Income Tax.Act, Part I, Division B 


Exclusion from exempt surplus of foreign affiliate; 257 — Formula amount cannot cal- 
culate to less than zero. 


Regulations: 5905(7) (computation of balances where 95(2)(e) applies); 5907(1)“net — 


earnings”(d)(i), “net loss”(d)(i), “taxable earnings’(b)(v), “taxable loss’’(b)(v) (exclu- 
sions from reduction); 5907(2.01) (determining earnings derived from disposition); 


5907(5.3)(b) (Reg. 5907(5.1) does not apply to disposition); 5907(9) (dissolution); | 


5916 (prescribed manner of making election under 95(2)(e)(v)(B)). 
Interpretation Bulletins: [T-392: Meaning of term “share”. 


(e.1) [windup of foreign affiliate] — where there has been a 
liquidation and a dissolution of a foreign affiliate (in this para- 
graph referred to as the “disposing affiliate’) of a taxpayer in 
respect of which, immediately before the liquidation, the tax- 
payer’s surplus entitlement percentage was not less than 90%, 
other than a liquidation and a dissolution where, under the in- 
come tax law of the country in which the disposing affiliate was 
resident immediately before the liquidation, a gain or loss was 
recognized by the disposing affiliate in respect of any capital 
property distributed by it in the course of the liquidation to an- 
other foreign affiliate of the taxpayer resident in that country, 
the following rules apply: 


(i) each capital property of the disposing affiliate that was so 
distributed to another foreign affiliate of the taxpayer shall be 
deemed to have been disposed of by the disposing affiliate 
for proceeds of disposition equal to the cost amount of the 
property to the disposing affiliate immediately before the 
distribution, 


(11) for the purposes of this subsection and the definition “for- 
eign accrual property income” in subsection (1), the other af- 
filiate shall, with respect to any disposition by it of capital 
property to which subparagraph (i) applied, be deemed to be 
the same corporation as, and a continuation of, the disposing 
affiliate, and 


(iii) the other affiliate’s proceeds. of disposition of the shares 
of the capital stock of the disposing affiliate disposed of in 
the course of the liquidation shall be deemed to be the ad- 
justed cost base of those shares to the other affiliate immedi- 
ately before the disposition; 


Proposed Amendment — 95(2)(e.1) 


(e.1) [windup of foreign affiliate] — if there has been a liq- 
uidation and a dissolution of a foreign affiliate (in this para- 
graph referred to as the “disposing affiliate”) of a taxpayer in 
respect of which, immediately before the liquidation, the tax- 
payer’s surplus entitlement percentage was not less than 90% 
(other than a liquidation and a dissolution where, under the in- 
come tax law of the country in which the disposing affiliate 
was resident immediately before the liquidation, any income, 

_ gain or loss was recognized by the disposing affiliate in respect 
of any property distributed by it in the course of the HagIaasO8 
to another foreign affiliate of the taxpayer): 


i) each property of the disposing affiliate that was so dis- 
tributed to another foreign affiliate of the taxpayer is 
deemed to have been disposed of by the disposing affiliate 

_ for proceeds of disposition equal to the cost amount of the 
property to the disposing affiliate ee before the 
distribution, 


(ii) the other affiliate is deemed to be the same corporation 
as, and a continuation of, the disposing affiliate for the pur- 
poses of 


(A) this subsection and the definition “foreign accrual 
property income” in subsection (1), with respect to any 
disposition by the other affiliate of property owned by 
the disposing affiliate immediately before the liquida- 
tion, and 


(B) enecpeantea (c. ds to AG, és (f. 1) to (f 93) ind (h) to 
(h.5), and 
(iii) the other affiliate’s pideseit of fiepoaitiog of the 


shares of the capital stock of the disposing affiliate dis- 
posed of in the course of the liquidation is deemed to be the 


634 


' 
l 
| 


Subdivision i — Shareholders of Non-Resident Corporations 


- adjusted cost base of those shares to the other re im- 
mediately before the disposition; = 


Application: The February 27, 2004 draft legislation (Part 2 - 


ten affiliates), 


subsec. 133(11), will amend para. 95(2)(e.1) to read as above, es to liquida- _ 


tions that begin after Decemb: 


Technical Notes: Paragraph 95(2)(e.1) provides for the solloe: 6 bopiist property 
‘on a liquidation and a dissolution of a foreign affiliate of a ta) -certai 
conditions have been met. One of these conditions: (referred to as the “non-recogni- 
tion condition”) is that no gain 
the country in which the disposing 
respect of any property of the disposi 
affiliate in the course of the liquidatior 
resident in that country. 


filiate was resident, by the disposing affiliate in 
ffiliate that was distributed by the disposing 
| to another ne affiliate, of the taxpayer, 


Paragraph 95(2)(e.1) is amended i in the foll wing ways. 


First, paragraph 95(2)(e.1) is amended to provide for the rollover of propeity (inelud- 
ing, but not restricted to, capital property) on a liquidation and a dissolution of a 
foreign affiliate of a taxpayer where certain conditions have been met. 


Second, the non-recognition condition in para; ph 95(2)(e. 1) is amended to require 
that no income, gain or loss was recognized, under the income tax law of the country 
in which the disposing affiliate was resident, by the disposing affiliate in respect of 
any property of the disposing affiliate that was distributed by the disposing affiliate 
in the course of the liquidation and dissolution to another. foreign affiliate of the tax- 
payer. The non-recognition condition no longer requires that this other foreign affili- 
ate be resident in the same country as the disposing affiliate. 


Third, the amendments to subparagraph 95(2)(e. 1)Gi) treat (for the purposes of 
paragraphs 95(2)(c.1) to (c.6), (f. 1) to (£.93) and (h) to (h.5)) the shareholder of the 
disposing affiliate as the same corporation as the eS affiliate. oo 


Letter from Dept. of Finance, April 12, 2006: 
Mr. R. lan Crosbie, Davies Ward oe & Vineberg LLP, Toronto, ON 
Dear Mr. Crosbie: 


V7 


I am writing in response to your eee dated December 12, 2005 and January 30, - 


2006 with respect to proposed subsection 88(3) and paragraph 95(2)(e.1) of the In- 
come Tax Act (the “Act’) as contained in the foreign affiliate proposals announced 
on February 27, 2004 by the Minister of Finance. You have requested confirmation 


of certain possible modifications to proposed subsection 88(3) and paragraph _ 


95(2)(e.1) and certain other identified related provisions of the Act that would apply 
to a liquidation and dissolution, afi 
taxpayer resident i in Canada. 


Subsection 88(3) of the Act 
[See under 88(3) — ed.] 
Paragraph 95(2 Nel) of the Act 
In your correspondence, you expressed your \ views about two of the conditions to the 


application of paragraph 95(2)(.1) toa liquidation and dissolution of a foreign affili- _ 


ate (the “disposing foreign affiliate”) 2 a ee resident i in Canada ate poe 
foreign affiliate of the taxpayer. a 


The first condition i is the requireme that ee ee bave ape Gtlenca: 
percentage, in respect of the disposing foreign affiliate, of at least 90% immediately 
before the liquidation of the disposing foreign affiliate (the “90% SEP requirement”). 
You seek confirmation of our intention to recommend that, as an alternative to meet- 
ing the 90% SEP requirement, paragraph 95(2)(e.1) would be available where, i imme- 
diately before the. liquidation, a foreign affiliate of the taxpayer has a 90% or greater 
fair. market value ‘participating equity interest in the disposing foreign ¢ : 


The second condition is the requirement that there be no gain or | 
under the income tax laws of the country in which the disposing foreign affiliate v 
resident immediately before the liquidation, in respect of any property distributed by 
the disposing foreign affiliate in the course of the liquidation to another foreign affili- _ 


ate of the taxpayer (the “non- -recognition requirement”). You argue for the removal - 


of the non-recognition requirement as a precondition to the application of paragraph 
95(2)(e.1) so as to permit rollover treatment in respect of all property (rather than — 
only excluded property) of the disposing foreign affiliate disposed of to any foreign 
affiliate of the taxpayer in the course of the liquidation and dissolution. 


In your view, where proposed paragraph 95(2)\(e. 1) applies, that rollover eamnent. 
should be provided for by deeming ~ disposing foreign affiliate’ s proceed of dis- 
payer, 


CX 


the cost amount of the property to. the disposing foci. affiliate immediatly bejore 


the liquidation. 


From a tax policy viewpoint, we are sympathetic to the requests: sade for such revi- 


sions to the proposed paragraph 95(2)(e. 1). Although the technical details of our in- 
tended recommendations for modifications in respect of proposed paragraph 
95(2)(e.1) and to the February 2004 foreign affiliate proposals in general are still 


being finalized, we can confirm, in general terms, that our recommended modifica- 


tions in respect of that proposed ‘Sg sos ) of the Act would pe the 
following modifications. — 


First, the recommended modifications to proposed paragraph 95(2)¢¢. 1) would re- 
move the non-recognition requirement that is a condition to the application of that 
paragraph. 


loss was recognized, under the income tax law of | 


ne of a oe affiliate of ‘2 


ss becoguined, : 


NS 
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Second, proposed paragraph 95(2)(e.1) would be amended to provide that it apply to 
a liquidation and a dissolution of a foreign affiliate (the “disposing foreign affiliate”) 
of a taxpayer resident i in Canada if one of the two following alternative tests is met . 
by the taxpayer resident in Canada: 


* The payer would, immediately before the time of the earliest distribution of 

_ property by the disposing foreign affiliate in respect of shares of the capital stock 
__ of the disposing foreign affiliate in the course of the liquidation and the dissolu- 
tion of the disposing foreign affiliate, have a surplus entitlement percentage in 
_ respect of the disposing foreign affiliate of not less than 90% (on the assumption 
~ that shares of the capital stock of non-resident corporations owned by any tax- 
payers resident in Canada and related (otherwise than by virtue of paragraph 
251(5)(0) of the Act) to the taxpayer were attributed to the taxpayer. 


A foreign affiliate of the taxpayer that is a shareholder of the disposing foreign 
affiliate has a 90% or greater fair market value participating equity interest in the 
disposing foreign affiliate. It would be met if the total fair market value of the 
_ properties distributed in the course of the liquidation and dissolution by the dis- 
posing foreign affiliate to the shareholder foreign affiliate was not less than 90% 
of the total fair market value of the properties distributed zal the disposing for- 
eign affiliate to all of its shareholders. 


© 


Third, the recommended modifications to that proposed paraeraph 95(2\(e. 1) would 
provide that, where that paragraph applies to a liquidation and a dissolution of the 
disposing foreign affiliate of the taxpayer resident in Canada, the following rules 
would apply (except to the extent that subsection 88(3) would apply to the disposing 
foreign affiliate and the shareholder of the disposing foreign affiliate i in respect of the 
distribution of the property): . 


-» the disposing foreign affiliate vont be deemed to have disposed of each pro- 
rty distributed, in the course of the qualifying liquidation and dissolution, to a 
shareholder of the disposing foreign affiliate that was, immediately before the 
distribution, a “specified purchaser” (within the meaning to be assigned by draft 

subsection 95(3.5) [originally written “95(3.3)”, but Finance has confirmed it 
Should be (3.5) — ed.]) in respect of the wexpayer resident in Canada for pro- 
| coed: equal to the greater Oe 


‘ the ‘ ‘relevant cost amount” of the das ibuted pone. to the disposing for- 

eign affiliate i in Tespect of the taxpayer resident in Canada (being essentially 
the amount that would generally result in no gain or loss to the disposing 
foreign affiliate in respect of the — in ee of the Bese of the 
_ distributed property), and yy 


* where the disposing foreign affiliate is a controlled Fioelen affiliate of the 
er resident in Canada, the amount elected by the taxpayer (not exceed- 
ing the fair market value of the particular distributed property); 


© 


any gain under subsection 40(3) of the Act of the shareholder from the disposi- 
tion of a particular share of the disposing foreign affiliate that was redeemed, 
acquired or cancelled by the disposing foreign affiliate in the course of the liqui- 
e dissolution would be deemed to be nil; 


the amounts required to be determined under paragraph 95(2)(e.1) would be de- 
termined in Canadian dollars where those amounts are relevant for determining 
the foreign accrual property income of the disposing foreign ees in oe 
of the taxpayer 1 resident in Canada; and — 


the rules listed earlier in this letter numbered as 2 to 9 would ae with neces- 

_ sary changes to fit the context of the shareholders of the disposing foreign affili- 
ate being specified purchasers in respect of ee a resident in as 
rather than the taxpayer. j J 


Fourth, the recommended modifications to ‘peer 95(2)(e.1) would clarify that 
paragraph 95(2)(e.1) applies (except to the extent that subsection 88(3) applies), to 
the disposing foreign affiliate and its shareholders that are specified purchasers in 
respect of the taxpayer resident in Canada, i in respect of the Ge vanoe of the distrib- 
uted property for the purpose of computing — 


* the foreign accrual property income, the surplus and tax accounts 5 Gs defined | in 
subsection 5907 of the Income Tax Regulations) and the foreign paid-up capital, 

__ of the disposing foreign affiliate or any foreign affiliate of the taxpayer resident 
___ in Canada or any taxpayer resident in Canada that does not deal at arm’s length — 
_ with that taxpayer resident in Canada that are shareholders of the disposing for- 
eign affiliate, in respect of those taxpayers, and 


the income or capital gains of a taxpayer resident in Canada that, at the time of 

distribution, was a specified purchaser in respect of the taxpayer resident in Can- 
ada and a shareholder (or a member of a aoe that was the shareholder) of 
the disposing foreign affiliate. 


We propose to recommend to the Minister of Finance that these modifications to 
proposed paragraph 95(2)(e.1) of the Act and the related provisions apply to a liqui- 
dation and dissolution of a foreign affiliate of a taxpayer resident in Canada that 
begins after December 20, 2002, except if the taxpayer makes an election that applies 
in respect of all liquidations and dissolutions of its foreign affiliates. If the taxpayer 
makes that election, eee the Se. ‘issued on a oe 2004 would 
apply. 

Thank you for writing. 

Yours sincerely, 


Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
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Letter from Dept. of Finance, June 9, 2006: See first letter dated June 9, 2006 
under 88(3). 


Related Provisions: 93(1.4) — No election allowed on disposing of share of foreign 
affiliate; 95(1)‘foreign accrual property income”B(b)—Inclusion in FAPI; 
95(2)(e.2) — Where redemption, acquisition or cancellation deemed to be liquidation 
and dissolution; 95(2)(f.6)(i) — No rollover where 95(2)(e.1) applies; 95(2)(n) — 
Deemed FA and deemed qualifying interest. 

Regulations: 5905(7) (computation of balances where 95(2)(e.1) applies); 5907(2.01) 
(determining earnings derived from disposition); 5907(9) (dissolution where 95(2)(e.1) 
does not apply). 


Interpretation Bulletins: IT-392: Meaning of term “share”. 


Proposed Addition — 95(2)(e.2)—(e.6) 


(e.2) [application of para. (e.1)] — for the purpose of para- 
graph (e.1), a redemption, an acquisition or a cancellation of 
shares of a foreign affiliate of a corporation resident in Canada 
is deemed to be a liquidation and a dissolution of the foreign 
affiliate, if 


(i) the surplus entitlement percentage of the corporation 
resident in Canada, in respect of the foreign affiliate, imme- 
diately before the redemption, acquisition or cancellation, 
is more than 90%, the surplus entitlement percentage of the 
corporation resident in Canada, in respect of the foreign af- 
filiate is, immediately after the redemption, acquisition or 
cancellation, nil, and the foreign affiliate has no issued and 
outstanding shares immediately after the redemption, ac- 
quisition or cancellation, or 


(ii) in the course of the redemption, acquisition or cancella- 
tion, property that has a fair market value equal to or 
greater than 90% of the fair market value, immediately 
before the redemption, acquisition or cancellation, of the 
property owned by the foreign affiliate is, because of the 
redemption, acquisition or cancellation, distributed to the 
shareholders of the foreign affiliate; 

Technical Notes: New paragraph 95(2)(e.2) provides that, for the purpose of new 

paragraph 95(2)(e.1), a redemption, acquisition or cancellation of the shares of a for- 


eign affiliate of a corporation resident in Canada will be treated as a liquidation and a 
dissolution of the foreign affiliate if: 


¢ the surplus entitlement percentage of the corporation resident in Canada, in re- 
spect of the foreign affiliate, immediately before the redemption, acquisition or 
cancellation is more than 90%, and the surplus entitlement percentage of the cor- 
poration resident in Canada, in respect of the foreign affiliate is, immediately 
after the redemption, acquisition or cancellation, nil, and the foreign affiliate has 
no issued and outstanding shares immediately after the redemption, acquisition 
or cancellation; or 


* in the course of the redemption, acquisition or cancellation, property having a 
fair market value equal to or greater than 90% of the fair market value, immedi- 
ately before the redemption, acquisition or cancellation, of the property owned 
by the foreign affiliate is, because of the redemption, acquisition or cancellation, 
distributed to the shareholders of the foreign affiliate. 


New paragraph 95(2)(e.2) applies to redemptions, acquisitions or cancellations that 
occur after February 27, 2004 other than a redemption, an acquisition or a cancella- 
tion of shares of a holder of shares that are required to be made under an agreement 
in writing made by the holder on or before February 27, 2004. 


Related Provisions: 93(1.4) —No election allowed on disposing of share of 
foreign affiliate; 95(2)(n) — Deemed FA and deemed eee interest; 95GB: 2) — 
Definitions. 


(e.3) [rollover to specified purchaser] — if, at a particu- 
lar time, a shareholder (other than a person resident in Can- 
ada), of a foreign affiliate of a particular corporation resident 
in Canada, that is a specified purchaser in respect of the partic- 
ular corporation receives (otherwise than in the course of a liq- 
uidation and a dissolution of the foreign affiliate or a merger or 
combination of corporations involving the foreign affiliate) a 
property from the foreign affiliate as a dividend or distribution 
on a share of the foreign affiliate, notwithstanding subsection 
52(2), the following rules apply: 


(1) the foreign affiliate’s proceeds of disposition of the pro- 
perty are deemed to be 


(A) if the property is excluded property of the foreign 
affiliate at the particular time, an amount that is equal to 


Income Tax Act, Part I, Division B 


the relevant cost base of the property to the foreign affil- 
iate immediately before the particular time, or 


(B) in any other case, an amount equal to the fair market 
value, immediately before the particular time, of the 
property, 
(ii) the cost of the property to the shareholder immediately 
after the particular time is deemed to be an amount equal to 
the foreign affiliate’s proceeds of disposition of the pro- 
perty determined by subparagraph (i), 
(iii) the amount of that dividend or distribution, in respect 
of the property, is deemed to be equal to the amount of the 
foreign affiliate’s proceeds of disposition of the property 
determined by subparagraph (i), and 


(iv) where, but for this subparagraph, the shareholder 
would, because of subsection 40(3), have a gain in respect 
of the share because of the dividend or distribution and the 
share is excluded property of the shareholder (or would be 
excluded property of the shareholder if the shareholder 
were a foreign affiliate of the particular corporation), for 
the purpose of applying subsection 40(3), the amount pre- 
scribed by paragraph 5900(1)(c) of the Regulations to have 
been paid out of the pre-acquisition surplus of the particular 
corporation’s foreign affiliate from which the property was 
received, otherwise determined, in respect of the dividend 
or distribution in respect of the share is deemed to be the 
lesser of 


(A) the amount that, but for this subparagraph, would be 
so prescribed, and 


(B) the amount, not exceeding the amount referred to in 
clause (A), that the particular corporation elects in pre- 
scribed manner and within the prescribed time; 


Technical Notes: New paragraphs 95(2)(e.3) to (e.6) put into place a regime that, 
in general terms, is intended to provide to a foreign affiliate of a corporation resident — 
in Canada the possibility of rollover treatment (and avoidance of gains that will be 
included in foreign accrual property income) for dispositions of excluded property of 
the foreign affiliate to a specified purchaser in respect of the corporation resident in 
Canada. A “specified purchaser” in respect of a corporation resident in Canada is 
defined in proposed new subsection 95(3.2) [now in 95(1) — ed.]. 


Paragraphs 95(2)(e.3) to (e.6) apply to a receipt, after February 27, 2004, by a speci- 
fied purchaser in respect of the corporation resident in Canada from a foreign affili- 
ate of the corporation resident in Canada of property as a dividend or distribution in 
respect of a share of the foreign affiliate, or as consideration in respect of a redemp- 
tion, purchase or acquisition of a share of the foreign affiliate. The paragraphs do not 
apply where the property was received because of a legal obligation of the foreign 
affiliate that arose on or before February 27, 2004 to pay the dividend or make the 
distribution, redemption, purchase or acquisition. 


New paragraph 95(2)(e.3) provides for the following rules (notwithstanding subsec- 
tion 52(2)), if, at a particular time, a shareholder (other than a person resident in ~ 
Canada), of a foreign affiliate of a corporation resident in Canada, that is a specified 
purchaser (defined in new subsection 95(3.2) [now in 95(1) — ed.]) in respect of the 
corporation resident in Canada receives (otherwise than in the course of a liquidation 
and dissolution of the foreign affiliate or a merger or combination of corporations 
involving the foreign affiliate) a property from the foreign affiliate as a col paorety or 
distribution on a share of the foreign affiliate. 


* The foreign affiliate’s proceeds of disposition of the property are deemed to be: 


—— if the property is excluded property of the foreign affiliate at the particular 
time, an amount that is equal to the relevant cost base (defined in subsection 
95(4)) of the property to the foreign affiliate immediately before the particu- 
lar time; or 


— in any other case, an amount that is equal to the fair market “ese immedi- 
ately before the particular time, of the property. 


¢ The cost of the property to the shareholder, immediately after the particular time, 
is deemed to be an amount equal to the foreign affiliate’s proceeds of disposition 
of the property determined above. 


¢ The amount of that dividend or distribution, in respect of the property, is deemed 
to be equal to the foreign affiliate’s proceeds of disposition of the property deter- 
mined above. 


* Where, but for subparagraph 95(2)(e.3)(iv) (the provision described by this para- 
graph), the shareholder would, because of subsection 40(3), have a gain in re- 
spect of the share of the foreign affiliate on or in respect of which the dividend or 
distribution was received and the share of the foreign affiliate is excluded pro- 
perty of the shareholder (or would be excluded property of the shareholder if the 
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_ shareholder were a foreign affiliate of the particula 


the amount that, if sou 95(2(eiv) did, not. 
: prescribed; and : 


c fest ae 95(2)(e.3), ad de 4) of the Income Tax 
01 ge vee Eoposas announced on ead 21s 2004. 


ing ay Occ 
bar 95(2)(e. 3)(i). or (f. 4)(i) of the foreign affiliate proposals, when there i is a dispo- 
.. : Lisi 7 


( perty | of a foreign affiliate o 


taxpayer Tesident in ada or a partnership of 
which a | Under th 


reign affiliate of a taxpayer resident in Canada is a membe 


proposed subparagraphs, the: property is treated as having been disposed of for pro- 


ceeds of aap equal to the holder's adjusted cost base of the property (or such 


of the pro} erty to ‘the holder ad the taxpayer is no! ee to cea eos oo 
disposition wr the holder that are equal to the holder’s cost amount of the property in 
order to avoid this undesired result. We also noted your uncertainty as to how those — 


provisions would apply to property (such 


ource oo or ae oe pro- 
perty) that is not capital property. 


We have previously identified these i issues and dane to ones modifications to 
the foreign affiliate proposals that would eliminate them. The revisions to proposed _ 


subparagraph 95(2)(e.3)G) or (£.4)G) would (except where the taxpayer elects other. 
wise) permit the foreign affiliate to treat its proceeds of disposition in respect of a 


disposition of an excluded property to be equal to an amount that would result in no _ 
r deficit in respect of the disposition. The — 
income, gain, loss, surplus or deficit amount that has not been recognized at the time _ 
of the naan would be recognized when the appropriate circumstances occur. 


immediate income, gain, loss, surplu: 


Where shareholder is a patieehip: 95(2). on — No alloc: chee gee oe . 


plies; 95(2)(n) — Deemed FA, deemed qualifying interest; 95@. ee . 


953.6) — Partnerships, trusts; 95(3.8) — Exclusion from exempt surplus of FA. 


Regulations: 5907(2.01) (determining earnings derived from disposition 5916 : 


(prescribed manner of making election under 95(2)(e. 3Kiv)(B)). 


(e.4) [rollover to specified purchaser] — if, at a partic 
lar time, a shareholder (other than a person resident i in Can- 
in Canada, that is a specified purchaser in respect of the partic- 
ular corporation receives (otherwise than in the course of the 


liquidation and dissolution of the foreign affiliate or a merger 
or combination of corporations that includes the foreign affili-_ 
ate) a property from the foreign affiliate as consideration in 
respect of a dividend-like redemption of a share of the foreign 


affiliate by the foreign affiliate, the following rules apply: 


(i) the foreign affiliate’s proceeds of apes § of the pro- 
perty are deemed to be — 


(A) where the property is excluded property of 
eign affiliate at the particular time, an amount 


equal to the relevant cost base of the property to the for- _ 


eign affiliate immediately before the particular time, or 


corporation), for the pur- 
poses of applying subsection 40(3), the ae ey YY _ Paragraph 


— the amount — not ex ceding the ‘amount ‘that volte a avbbaragraph 
95(2)(e. 3)(iv) did not exist, be so prescribed — that the particular iii 


ur, because of draft subpara- 


S. 95(2)(e.4) 


-(B) in any other case, an amount equal to the fair market 
. value, cpg: before the ae ies time, of the 


d -d to be an amount equal to 
he amount of the foreign affiliate’s proceeds of cep on 
of the roperty determined by subp graph (i), 


i) the property is deemed to have been received by the 
hareholder as | a dividend on the share and the amount of 


(iv) if the share is exclided property. of the shareholder (or 

_ would be excluded property of the shareholder if the share- 
holder were a foreign affiliate of the particular corpora 
ion), the shareholder is deemed to have disposed of the — 
share for proceeds of disposition of an amount equal to the 
cost he share to the shareholder ee 
_ before the coleem ne and 


of the ‘share referred to in oy (iv) because of the 
dividend referred to in subparagrapt (iti) received ee the 


) tesp ie dividend velewed to in before Gi) in 
: ae at he share i is 5 eon fe be the lesser o 


B) the amount, not ihe the coe feted to in 
_ clause ke that ai pia resident in Canada 


(e.4) provides. for the follow rules if, 
at a ceeeilae time, a share! older (other a person resident in Canada), of a for- 
eign affiliate of a corporation resident in Canada, that is a specified purchaser in 
respect of the corporation resident in Canada, receives (otherwise than in the course 
of the liquidation and dissolution of the foreign affiliate or a merger or combination 
of corporations that includes the foreign affiliate) a property from the foreign affiliate — 
as consideration in respect of a dividend-like redemption (defined in subsection 
95(.2)) of. a share of the foreign affiliate by the reign affiliate. 


° The foreign affiliate’ s proceeds of dispos f the property are deemed to be 


where the property is excluded property of the foreign affi liate at the particu- 
Jar time, an amount that is equal to the relevant cost base (defined in subsec- 
ion 95(4)) of the property to the ae affiliate Be eee before the 
particular time, or 


is dona to be » an amount a to the amount of the foreign affiliate’ s proceeds 


of disposition of the popany dete: ed above. _ 


e 


The property is deemed to have been received 6 the sharcliblter as a dividend 
on the share and the amount of that dividend, in respect of the property, is 

_ deemed to be equal to the amount of the foreign ariliok s one of so 
tion of the Property determined above. 


Where the share of the foreign affiliate fedeemed is tohiaed pope of the 
shareholder (or would be excluded property of the shareholder if the shareholder 
were a foreign affiliate of the particular corporation), the shareholder is deemed 
_ to have disposed of the share for proceeds of disposition equal to the cost amonnt 
of the share to the shareholder immediately before the disposition. ] 


e 


Where, but for subparagraph 95(2)(e.4)(v) (the provision described by this para- 

_ graph), the shareholder would, because of subsection 40), have a gain in re- 
__ Spect of the share of the foreign affiliate because of the dividend received by the 
shareholder in respect of the redemption of the share, for the purposes of apply- 
ing subsection 40(3), the amount prescribed by paragraph 5900(1)(c) of the Reg- 
ulations to have been paid out of the pre-acquisition surplus of the foreign affili- 
ate — of the corporation resident in Canada — from which the property was 
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received, otherwise determined, in respect of the deemed dividend described 
above in respect of the share is deemed to be: the lesser of 


— the amount that, but for subparagraph 95(2)(e.4)(v), would be so prescribed, 
and 


— the amount— not exceeding the amount that, but for subparagraph 
95(2)(e.4)(v), would be so prescribed — that the corporation resident in 
Canada elects in prescribed manner and within the prescribed time (see pro- 
posed new subsection 5916 of the Regulations). 

Related Provisions: 93(1.4) — No election allowed on ‘disposing of share of FA; 
95(1)“foreign accrual property income’’B(b) — Inclusion in FAPI; 95(2)(e.6) — 
Where shareholder is a partnership; 95(2)(f.6)@) — No rollover where 95(2)(e.4) ap- 
plies; 95(2)(n) — Deemed FA ‘and deemed qualifying interest: 95(3.2) — Defini- 
tions; 95(3.6) — Partnerships and trusts; 95(3.8) — Exclusion from exempt surplus 
of FA. 
Regulations: 5907(2.01) (determining earnings derived from disposition); 5916 
(prescribed manner of making election under (v)(B)). 


(e.5) [rollover to specified purchaser] — if, at a particu- 
lar time, a shareholder (other than a person resident in Can- 
ada), of a foreign affiliate of a corporation resident in Canada, 
that is a specified purchaser in respect of the corporation resi- 
dent in Canada receives (otherwise than in the course of a divi- 
dend-like redemption, a liquidation and dissolution of the for- 
eign affiliate or a merger or combination of corporations that 
includes the foreign affiliate) a property from the foreign affili- 
ate as consideration in respect of a redemption, acquisition or 
cancellation (in this paragraph referred to as the “particular re- 
demption’’) of a particular share of the foreign affiliate by the 
foreign affiliate as part of a redemption, acquisition or cancel- 
lation (in this paragraph referred to as the “total redemption’’) 
of one or more shares (including the particular share) of the 
foreign affiliate held by the sna the ens rules 


apply: 
(1) the foreign affiliate’s proceeds of disposition of thie pro- 
perty are deemed to be 


(A) where the property is excluded property of the for- 
eign affiliate at the particular time, an amount that is 
equal to the relevant cost base, immediately before the 
particular time, of the property to the foreign affiliate, or 


(B) in any other case, an amount equal to the fair market — 
value, immediately pee the particular time, of the. 


property, 


(ii) the cost of the property to the shareholder immediately : 
after the particular time is deemed to be an amount equal to 


the foreign affiliate’s proceeds of CDOS of the pro- 
perty determined by subparagraph (i), 


(ili) the property is deemed to have been received by the 
shareholder as proceeds of disposition of shares of the for- 
eign affiliate disposed of by the shareholder in the course of 
the particular redemption, 


(iv) the particular share disposed of to the foreign affiliate 
because of the particular redemption is deemed to have 


been disposed of for proceeds that : are equal to the amount _ 


determined by the formula 


(A-B)xC/D. 
where 


A is the total of all amounts each of which is the cost, de- 
termined in subparagraph (ii), to the shareholder, of a 
property received by the shareholder as consideration 
for the disposition by the shareholder of a share or 
shares of the foreign affiliate redeemed in the course of 
the total redemption, 


Bis the total of all amounts each of which the amount of a 
debt that was owing by the foreign affiliate, or any other 
obligation of the foreign affiliate to pay an amount that 
was outstanding, immediately before it was assumed or 
cancelled, as the case may be, by the shareholder in re- 
spect of the total redemption, 


Income Tax Act; Part I, Division B 


© © oas 
(A) where the particular share was held by the share- 
holder at the time immediately before the com- 
mencement of the total redemption, the fair market 
value, at that time, of the particular share, and 


(B) where the particular share was acquired by the 

shareholder after the commencement of the total re- 

_ demption, the fair market value, at the time ofa its ac- 
- quisition, of the particular share, and | 


D is s the total of 
(A) the fair market value, immediately before the 


commencement of the total redemption, of all shares 


of the foreign affiliate held by the shareholder before © 
the commencement of the total redemption and re- — 
deemed as part of the total redemption while held d by 
the shareholder, and 


(B) the total of all amounts each of which is the fair — 
market value at the time of acquisition of a share of 
‘the foreign affiliate acquired after the commence- 
‘ment of the total redemption by the shareholder and 
redeemed as part of the total redemption while held 
by the shareholder, and 


(v) any gain from the disposition of a particular shate' of the 
foreign affiliate disposed of by the shareholder in the 
course of the total redemption that, but for this subpara- 
graph, would be a gain from the disposition of excluded 
property of the shareholder, is deemed to be the lesser of 


(A) the amount of the gain as otherwise determined, and 


(B) the amount, not exceeding the amount referred to in 

clause (A), that the corporation resident in Canada 

_ elects in prescribed manner and within the prescribed 

_ time: iba bts 

Technical Notes: New paragraph 95(2)(e.5) provides the following rules if, at a 

particular time, a shareholder (other than a person resident in Canada), of a foreign 

affiliate of a corporation resident in Canada, that is a specified purchaser (defined in 

new paragraph 95(3.2) [now in 95(1) — ed.]) in respect of the corporation resident in 

Canada receives (otherwise than in the course of a dividend-like redemption (defined 

in subsection 95(3.2)), a liquidation and dissolution of the foreign affiliate, or a 

merger or combination of corporations that includes the foreign affiliate) a property 

from the foreign affiliate as consideration in respect of a redemption, acquisition or 
cancellation (the “particular redemption”) of a particular share of the foreign affiliate _ 

by the foreign affiliate as part of a redemption, acquisition or cancellation (the “total 
redemption”) of one or more shares Cncluding the particular share) of the foreign — 


affiliate held by the shareholder. — 


° The foreign affiliate’s proceeds of disposition of the property are deemed to be: 


— if the property is excluded property of the foreign affiliate at the particular 

time, an amount that is equal to the relevant cost base (defined in subsection 

- 95(4)), immediately ign the pane time, of the property to the foreign 
affiliate; or 


- — in any other case, an ‘amount that is equal to the fair market value, immedi- 
ately before the parecular time, of the property. 


The cost of the property to the shareholder immediately sites the parichlan time 
is deemed to be the foreign affiliate’s proceeds of disposition of the property. 
(Subparagraph ced a 5)Gi)) 


The property is goes to have been received by the shareholder as cast of 
disposition of shares of the foreign affiliate disposed of by the shareholder in the 
course of the particular redemption. : 


The particular share disposed of to the foreibn affiliate acbase of the lactaes 
redemption is deemed to have been disposed of for: pear that.are equal to the 
_ amount determined by the formula 


(A-B)xC/D 
where 
A is the total of all amounts each of which is the cost, determined in subpara- 
graph 95(2)(e.5)(ii), to the shareholder, of a property received by the share- 


holder as consideration for the disposition by the shareholder of a share or 
shares of the foreign affiliate redeemed in the course of the total redemption; 


Bis the total of all amounts each of which the amount of a debt that was owing 
by the foreign affiliate, or any other obligation of the foreign affiliate to pay 
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/ an amount that was outstanding; immediately before it was assumed or can- 
__ celled by the shareholder i in respect of the total redemption; _ he 


* if the particular share was held by the shareholder at the time immedi- 


value, at that time, of the particular share; and. 


* if the particular re was acquired by the shareholder after th 
_ mencement of the total redemption, the fair market vale a th ime of 
its sequen of the pes Jane 


ss inthe total of. 


¢ the fair market ae aroinedistely tele the conmencement: a he to- 
tal. redemption, of all shares of the foreign affiliate held by the share- 
"holder before the commencement of the total redemption and redeemed 
as part of the total redemption while ned the shareholder; and — 


the total of all amounts each of which is the f ir aaket value at the time 


of acquisition of a share of the foreign affiliate acquired after the com- 
. ” mencement of the total Ni ue by the shareholder and redeemed as 


ee aoe 5)(v) a provision dewrbed by this bullet), a bea 


: gain from the disposition of excluded pee of the peor is deemed o 
a be the lesser of: 


as the corporation iden in Canada elects in prescribed 
the abe time (see ae section 7 of et 


Whe er where 95(2) -D) ap- 
plies; 95(2)(n) — Deemed FA and deemed Shae interest; 95(3.2) — Defini-_ 
ae es 6) Bae and trusts; ae 8) — ~ Exclusion 


— binder this TAR to be property of. ite eres: are 


deemed to be owned at that time by each member of the 
_ partnership in a proportion equal to the proportion of me 
| a 
_ (A) the Li wadkenalue that Giie of “ member’ 
partnership interest in the oes oo 
'is-of 


- (B) the fair market value 2 ae re of ail partnership 
_ interests in the partnership, 


Gi) each amount determined under any of. paragraphs (ce) 


3 and (e.3) to (e.5) in respect of the partnership i in respect of 


_ (i) is deemed to be the amount determined under that pat 
_ graph in respect: of pe as. affiliate in respect of tl 
_ shares, and 


(iii) the income, gain or loss. derived by the partnership, — 
while the foreign affiliate is a member of the partnership, in 


respect of the shares deemed by supa At) ao be 
owned by the foreign affiliate 7 


(A) is to be determined as if er partnership were ‘the 
foreign affiliate, and = 


(B) is deemed to be an income or a loss or a toxable 
capital gain or an allowable capital loss, as the case may 
be, of the foreign affiliate from the partnership and not 
to be an income or a loss or a taxable capital gain or an 


ately before the commencement of the total redemption, the fair pane 


the shares of the foreign affiliate described in subparagraph — 


S. 95(2)(£.1) 


allowable capital _ a” any = anemia. of the 
ane _ 5 


Technical Notes: New paragraph 95(2)(6.6) rbvilesst ‘the slows rules, for the 
purposes: of applying paragraphs 95(2)(e) and (e.3) to (e.5) for the purposes of deter- 
es a foreien affiliate’ s income from the periarsiy } if the shareholder of the 
is the partnership and the ee: affiliate of the conporation resident in Canada i is a 
member of the partnership. : 


° Shares of a foreign gli of the oe aden in » Canada siened to in 
gerngeph that are propery of the Parnes, or are deny under para- 


the fair market value at oe time eof the je member 
artners hip 


a ‘Ea ch amount determined under : any. yor alae 95(2)(e) d (e.3) to (€.5) in 
/ ‘respect of the partnership i in respect of the shares of the foreign affiliate deemed 
above to be owned by a ‘member of the partnership that is a foreign affiliate of 
the corporation resident in Canada is deemed to be the amount determined under 

that paragraph in respect of the member i in respect of those shares. 


° 


The income, gain or loss derived by the partnership, while a foreign affiliate of 
the corporation resident in Canada is a member of the partnership, in respect of 
semed above to be owned by the foreign affiliate a 


—— 1s to be determined « aS a ee ‘Partnership were the foreign affiliate, and 


deemed to be an income or a loss or a taxable capital gain or an alldwpbte 
pital loss, as the case may be, of the foreign affiliate from the partnership 
and not to be an income or a loss or a taxable capital gain or an allowable 
capi Toss of any other member of the partnership. ” 


Applica oh ‘The ruary 27, 2004 draft Sse (Part 2— foreign alfiliates), 


tions, acquisitions | an fariceliations that occur ater Febmary 27, 2004 other than 
Dean Was ; , neellations of shares of a fleet of shares that are 


paras. (€.3) to €. 6) applicable 10: a | receipt, after foay 27, 2004, 

oreign affiliate of property as a dividend or-distribution on a share of the 

foreign affiliate, or as consideration in respect of a redemption, purchase or acquisi- 

tion of a share of the foreign affiliate, other than property received because of a ines 
ili 


dividend or make the abeibiden, redemption, : purchase or acquisition. ‘ 
Federal Budget, > plementary i yet inde Feb. 26, 2008: een at end of 


ceed ae 


Related Provisions: 95(2)(n) Bes Ph eed 4 aii i 

(f) [rules for:calculating income. of: foreign affiliate] — 
except as otherwise provided in this subdivision and ‘except to 
the extent that the context otherwise requires, a foreign affiliate 
of a taxpayer is deemed to be at all times resident in Canada for 
the purposes of determining, in respect of the taxpayer for a tax- 
ation year of the foreign affiliate, each amount that is the foreign 
affiliate’s 


(i) capital gain, capital loss, taxable capital gain or allowable 
capital loss from a disposition of a ‘property, or 


(ii) income or loss from a property, from a business other 

than an active business or from a non-qualifying business; 
Related Provisions: 95(2)(e.1)(ii) — Windup — continuation of affiliate; 95(2)(f.1), 
(f.11) — Additional rules; 95(2)(f.12)-(f.15) — Currency to be used in calculations; 
95(2)(n) — Deemed FA and deemed qualifying interest; 248(10) — Series of transac- 
tions or events; 261 —Functional currency reporting. 


Regulations: 5903(1), (3) (deductible loss); 5907(5) (capital gain rules ‘to be used). 


(f.1) [calculating income of foreign affiliate] — in com- 
puting an amount described in paragraph (f) in respect of a pro- 
perty or a business, there is not to be included any portion of that 
amount that can reasonably be considered to have accrued, in 
respect of the property (including for the purposes of this para- 
graph any property for which the property. was substituted) or 
the business, while no person or partnership that held the pro- 
perty or carried on the business was a specified person or part- 
nership’in respect of the taxpayer referred to in paragraph (f); 
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S. 95(2)(f.11) Income Tax Act, Part I, Division B 


be read as a reference to “one or more currencies other than the 
calculating currency relative to the calculating currency” and the 
references in that subsection to “of a country other than Canada” 
are to be read as references to “other than the calculating 


(f.11) [calculating income of foreign affiliate] — in deter- 
mining an amount described in paragraph (f) for a taxation year 
of a foreign affiliate of a taxpayer, 


(i) if the amount is described in subparagraph (f)(i), this Act 

is to be read without reference to section 26 of the Jncome 

Tax Application Rules, and 

(ii) if the amount is described in subparagraph (f)(ii), 
(A) this Act is to be read without reference to subsections 
14(1.01) to (1.03), 17(1) and 18(4) and section 91, except 
that, where the foreign affiliate is a member of a partner- 
ship, section 91 is to be applied to determine the income 
or loss of the partnership and for that purpose subsection 
96(1) is to be applied to determine the foreign affiliate’s 
share of that income or loss of the partnership, and 


(B) if the foreign affiliate has, in the taxation year, dis- 
posed of a foreign resource property in respect of a coun- 
try, it is deemed to have designated, in respect of the dis- 
position and in accordance with subparagraph 59(1)(b)(11) 
for the taxation year, the amount, if any, by which 


(1) the amount determined under paragraph 59(1)(a) in 
respect of the disposition 


exceeds 


(II) the amount determined under subparagraph 
59(1)(b)G) in respect of the disposition; 


currency”; 
Related Provisions: 261(5)(h)(i) — Functional currency reporting. 


Proposed Addition — 95(2)(f.3)-(f.94) 


(£.3) [application of para. (f.4)] — paragraph (f.4) applies 
to a specified vendor, in respect of a particular corporation res- 
ident in Canada referred to in the definition “specified vendor” 


cers 


in subsection (3.2), (which specified vendor is referred to in : 


this paragraph and paragraphs (f.4), (f.8) and (f.9) as the “ven- 
dor”) if 
G) the vendor. chp at any time of a property (which 
property is referred to in this paragraph and paragraphs 
(f.4) and (f.5) and (f. 7) to (f.9) as the “specified property” 
and which time is referred to in this paragraph and 
paragraphs (f.4), (f.5), (f.8) and (f.9) as the “original dispo- 
sition time” of the specified property) to a person or part- 
/ nership (in this paragraph referred to as the “purchaser’’) 
_ that is, immediately after that time, a specified eee in 
_ respect of the particular corporation, 


(ii) immediately before the original disposition time, the 
specified property is excluded property of the vendor (or 
would be excluded property of the vendor if the vendor 


Related Provisions: 95(2)(e.1)(ii) — Windup — continuation of affiliate; 
95(2)(f.12)-(f.15) —— Currency to be used in calculations; 95(2)(n) — Deemed FA 
and deemed qualifying interest; 261 — Functional currency reporting. 


were, immediately before the original disposition time, a 
foreign affiliate of the particular corporation), and 


(f.12) [currency to be used for foreign affiliate] — a for- 
eign affiliate of a taxpayer shall determine each of the following 
amounts using its calculating currency for a taxation year: 


(1) subject to paragraph (f.13), each capital gain, capital loss, 
taxable capital gain and allowable capital loss of the foreign 
affiliate for the taxation year from the disposition, at any 
time, of a property that, at that time, was an excluded pro- 
perty of the foreign affiliate, 


(ii) its income or loss for the taxation year from each active 
business carried on by it in the taxation year in a country, and 


(111) its income or loss that is included in computing its in- 
come or loss from an active business for the taxation year 
because of paragraph (a); 
Related Provisions: 95(2)(f.13)-(f.15) — Rules; 261(5)(e), 261(5)(h)(i) — Func- 
tional currency reporting. 


(f.13) [currency to be used for foreign affiliate] — where 
the calculating currency of a foreign affiliate of a taxpayer is a 
currency other than Canadian currency, the foreign affiliate shall 
determine the amount included in computing its foreign accrual 
property income, in respect of the taxpayer for a taxation year of 
the foreign affiliate, attributable to its capital gain or taxable 
capital gain, from the disposition of an excluded property in the 
taxation year, in Canadian currency by converting the amount of 
the capital gain, or taxable capital gain, otherwise determined 
under subparagraph (f.12)(i) using its calculating currency for 
the taxation year into Canadian currency using the rate of ex- 
change quoted by the Bank of Canada at noon on the day on 
which the disposition was made; 


Related Provisions: 261(5)(h) — Functional currency reporting. 


(f.14) [currency to be used for foreign affiliate] — a for- 
eign affiliate of a taxpayer shall determine using Canadian cur- 
rency each amount of its income, loss, capital gain, capital loss, 
taxable capital gain or allowable capital loss for a taxation year, 
other than an amount to which paragraph (f.12) or (f.13) applies; 


Related Provisions: 261(5)(h)(i)(A) — Functional currency reporting — meaning of 
“Canadian currency”. 


(f.15) [currency to be used for foreign affiliate] — for the 
purpose of applying subparagraph (f.12)(i), the reference in sub- 
section 39(2) to “the currency or currencies of one or more 
countries other than Canada relative to Canadian currency” is to 


(iii) the vendor would, were this Act read without reference | 


to paragraph (f.4), have income or a taxable capital gain 
from the disposition of the specified property; 
Technical Notes: New paragraphs 95(2)(f.3) to (£.9) put into place a regime that, 


in general terms, is designed t to suspend the recognition of the income or capital gain 
that would otherwise arisen ‘upon an internal disposition of an excluded property. 


Generally, this “suspended gain” is recognized at the time the property is disposed of - 


in an external disposition. This regime replaces the rules found in existing subsection 
5907(5.1) of the Regulations and the rules found in proposed subsections 5907(5.1) 
to (5.3) of the Regulations that were part of the December 20, 2002 proposals. 


New ‘paragraphs 95(2)E. 3) to (£9) will apply to dispositions of property that occur 
after February 27, 2004. However, those paragraphs will not apply to a disposition by 
a vendor that is required to be made under an agreement in writing made by me 
vendor on or before February 27, 2004. 
New paragraph 95(2)(£.3) provides the circumstances under which new ‘paragraph 
95(2)(£.4) applies to a specified vendor (defined in new subsection 95(3.2)) in respect 
ofa ‘particular: corporation resident i in Canada if the following conditions are met: 
* the specified vendor disposes at any time of a property that, at that time, is ex- 
cluded property of the vendor (or would be excluded property of the vendor if 
___ the vendor were, at that time, a foreign affiliate of the particular corporation) to a 


person or partnership that is, immediately after that time, a specified purchaser 


(defined in new subsection 95(3.2) [now in 95(1) — ed.]) in respect of the partic- 
: ular ee and 


e oH this Act were read without reference to petit 95(2)(£.4), the specified ven- 
dor would have income or a taxable oe gain from the Sigesos of the 
_ Property. J 
In new paragraphs 95(2)(E. 4) a ¢. 5) and (f. 7) to (f. 9), the species vendor i is re- 
ferred to as the “vendor”, the time of the disposition of the excluded property is 
referred to as the “original — time” and the oper is referred to as the 
“specified property”. : 
Related Provisions: 95(2)(e. 1G) — Windup - — continuation of) affiliate: 
95(2)(f.6)(@) — Exclusion of para. (f.3); 95(2)(f.7) — Designated replacement pro- 
perty deemed continuation of specified property; 95(2)(f.8) — Where part of speci- 
fied property disposed of; 95(2)(£.9) — Designated replacement property acquired by 
specified purchaser; 95(2)(n) — Deemed FA and deemed qualifying sninrest; 2), 
(3.4) — Definitions; 95(3.6) — Partnerships and trusts. 


(f.4) [Suspended gain on_ internal dispastiion of 
_ excluded property] — if this paragraph applies to a vendor 

in respect of a particular disposition of specified property re- 

ferred to in paragraph (f.3), the following rules apply: — 


(i) the vendor’s proceeds from the disposition of the speci- 
fied property are deemed to be 


(A) if clause (B) does not apply to the setters in 1 respect 
of the disposition, an amount equal to the vendor’s ad- 
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justed cost base of the specified eg cee at the Gnetal 
disposition time, or 


_(B) if the vendor that is a foreign affiliate 0 of the particu- 


lar corporation resident in Canada is a controlled foreign — 


affiliate of the particular corporation resident in Canada 
at the end of that vendor’s taxation year that includes 


the original disposition time of the specified property _ 


and the particular corporation so elects in respect of the 
disposition in prescribed manner and within Ds pre- 
scribed time, the greater of 


(I) the amount determined by clause (A) i in respect of 
the specified property, and oo 


_ (ID) the amount that is the lesser of the fair market — 


value of the consideration received by that vendor in 
respect of the disposition and the amount that the 
_ particular corporation designates in the election, 


: (i) the purchaser's cost of the specified property is deemed 
to be an amount that is equal to the fair market value of the 


specified property at the original disposition time, — 
(iii) the vendor’s cost of a particular property that was re- 


ceived as consideration for the disposition of the specified 
property is deemed to be the fair market value of the partic- 


ular property at the original disposition time, and _ 


(iv) the vendor that is a foreign affiliate of the particular 
corporation resident in Canada or a foreign affiliate of the © 


particular corporation resident in Canada that is a member 


of a partnership that is the vendor (which vendor or foreign 


affiliate is referred to in this subparagraph and subpara- 
graph (f.5) as the “relevant foreign affiliate’) is deemed to 
have an unadjusted suspended income or gain in respect of 
a specified property disposed of, at the original disposition 
time, by the specified vendor that 1 is Ss equal to the amount, if 
any, by which — a 


(A) the amount that is the i income or twice the amount 
of the taxable capital gain, as the case may be, that, but 
for the application of this paragraph, would have been 


realized by the relevant foreign affiliate in respect of 


that disposition, 
exceeds 


(B) the amount that is the income or twice the amount 
of the taxable capital gain, as the case may be, that was 


realized by the relevant foreign arnliate in ee OF 


that disposition; 
Technical Notes: New paragraph 95(2)(f. 4) sets out rules that oe to a vendor 


and a purchaser in respect of a particular disposition of specified property referred to _ 
in new paragraph 95(2)(f. >). In new paragraph 95(2)(£.4), the specified vendor is re- 


ferred to as the “vendor”, the time of the disposition of the excluded property is 


referred to as the ‘ ‘original disposition time” and the property is referred to as the 
“specified property”. The rules can be summarized as follows: 


The vendor's proceeds from the disposition of the specified property ar are deemed 


to be equal to the vendor’s adjusted cost base of the specified property at the 


original disposition time (referred to in here in this commentary as the “relevant 
ACB amount’) or, if the vendor that is a foreign affiliate of the particular corpo- — 


ration resident in Canada is a controlled foreign affiliate of the particular corpo- 
ration resident in Canada at the end of that vendor’s taxation year that includes 
the original disposition time of the specified property and the particular corpora- 


tion resident in Canada so elects in prescribed manner and within the prescribed © 


time (see proposed new section 5916 of the Regulations), the proceeds from the 
disposition of the property can be equal to an amount greater than the relevant 
ACB amount, but cannot exceed the fair market value of the specified property 
at the original disposition time. 


The cost to the purchaser of the specified property is deemed to be equal to the 
fair market value of the specified property at the original disposition time. 


The cost to the vendor of a particular property that was received as consideration 
for the disposition of the specified property is deemed to be the fair market value 
of the particular property at the original disposition time. 


The foreign affiliate of the particular corporation resident in Canada that is the 
vendor or that is a member of a partnership that is the vendor (which foreign 


affiliate is referred to in subparagraph 95(2)(f.4)(iv) and in paragraph 95(2)(f.5) 
as the “relevant foreign affiliate’) is deemed to have an unadjusted suspended 
income or gain in respect of a specified property disposed of, at the original 
ae time, equal to the amount, if any, by which 


— the amount that is the income or twice the amount of the taxable oul gain, 
as the case may be, that, but for the application of this paragraph, would 
have been realized by the relevant foreign affiliate in respect of that 

: be ee 


exceeds 


_ ‘the amount that is the income or twice the amount of the taxable capital gain, 
as the case may be, that was realized by the relevant Tories affiliate in re- 
mee of that disposition. 


Letter from Dept. of Finance, June 6, 2006: See under 95(2)e. cy 


Related Provisions: 95(1)“foreign accrual property income’Btb) — Inclusion in 
FAPI: 95(2)(e.1)(ii) — Windup of FA; 95(2)(f.3) — Conditions for (f. 4) to apply; 
95(2)(f.5) — Deemed gain later; 95(2)(E. 7) — Designated replacement property 
deemed continuation of specified property; 95(2)(f.8) — Where part of specified pro- 
perty disposed of, 95(2)(f.9) — Designated replacement property acquired by speci- 
fied purchaser; 95(2)(n) — Deemed FA and deemed es interest; 95(3.2), 
G. 4) -— Definitions; 95(3. 6) — Partnerships aad trusts. 


Regulations: 5907(2.01) (determining earnings derived from disposition); 5917 
(prescribed manner of making election under 95(2)(f.4)). 


(E. 5). [deemed gain later] — the relevant foreign afiiae re: 


ferred to in subparagraph (f.4)(iv) is deemed to have income or 
a capital gain from the disposition of the specified property 
equal to the amount prescribed to be the adjusted suspended 
income or gain in respect of the specified property and to have 
paid to the government of a country an amount equal to the 
amount prescribed to be the adjusted allocable tax in respect of 
the adjusted suspended income or gain in respect of the speci- 
Hee property at the earlier of © 


- @ the first time, after the original Bic ison time, that a 
specified purchaser in respect of the particular corporation 
that holds, immediately before that first time, the specified 

_ property makes a triggering disposition of the specified 
property, and 


(ii) the first time, he the original disposition time, that a 
specified purchaser in respect of the particular corporation 
_ (which specified purchaser is referred to in this paragraph 
and paragraphs (f.8) and (f.9) as the “current holder”) that 
_ holds, immediately before that first time, the specified pro- 
perty ceases to be a specified purchaser in respect of the 
particular corporation otherwise than because of a ae 
discontinuance of the current holder; 


Technical Notes: New paragraph 95(2)¢E. 5) deems the relevant foreign affiliate 
referred to in subparagraph 95(2)(f.4)(Gv) to have income or a taxable capital gain 
from the disposition of the specified property equal to the amount prescribed to be 
the adjusted suspended income or gain (see proposed new subsection 5913(1) of the 
Regulations) in respect of the specified property and to have paid to the government 
of a country an amount equal to the amount prescribed by regulation to be the ad- 
justed allocable tax (see proposed new subsection 5913(2) of the Regulations) in re- 
spect of the adjusted oe income or gain in SS of * ee property at 
the earlier of 


« the first time, after the original disposition time, that a specified purchaser in 
respect of the particular corporation that holds, immediately before that first 
time, the specified property and makes a triggering disposition (see definition in 
subsection 95(3.4)) of the spectied property, or 


the first time, after the original disposition time, that a specified purchaser in 
respect of the particular corporation (which specified purchaser is referred to 
here and in paragraphs 95(2)(f.8) and (f.9) as the “current holder”) that holds, 
immediately before that first time, the specified property, and ceases, at that first 
time, to be a specified purchaser in respect of the particular corporation other- 
wise than because of a specified discontinuance of the current holder. 


Related Provisions: 95(2)(e.1)Gi) — Windup — continuation of — affiliate, 
95(2)(f.7) — Designated replacement property deemed continuation of specified pro- 
perty; 95(2)¢.8) — Where part of specified property disposed of; 95(2)(f.9) — Des- 
ignated replacement property acquired by specified purchaser, 95(2)(f.94) —- Where 
relevant FA wound up or merged; 95(2)(n) — Deemed FA and deemed qualifying 
interest; 95(2)(y) — Meaning of “government of a country”; 95(3.2), (3.4) — Defini- 
tions; 95(3.6) — Partnerships and trusts. 
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S. 95(2)(£.5) 


Regulations: 5913(1) (amount prescribed to be adjusted suspended income or 

gain); 5913(2) (amount prescribed to be adjusted allocable tax). 
(f.6) [exclusion of para. (f.3)] — paragraph (f.3) does not 
apply to a disposition of a property by a person or partnership 
if 


(i) any of paragraphs (2)(c), (c.2), (d), (d.1) (e), (e.1), and 
(e.3) to (e.5) and subsections 85.1(5) and 88(3) applies to 
the person or partnership in respect of the disposition of the 
property, or 


(ii) the property was disposed of 
(A) in the ordinary course of an active business of the 
person or partnership, or 
(B) as an adventure or concern in the nature of trade; 
Technical Notes: New paragraph 95(2)(f.6) ensures that paragraph 95(2)(f.3) will 
not apply to a disposition of a property by a person or partnership if 
* any of subsections 85.1(5) and 88(3) and paragraphs 95(2)(c), (c.2), (d), (d.1), 
(e), (e.1), (e.3), (e.4) and (e.5) applies to the person or gogo in respect of 
the disposition of the property, or 
* the property was disposed of in the ordinary course of an active business of the 
person or partnership or was disposed of as an adventure or concern in the nature 
of trade. 
Related Provisions: 95(2)(e.1)(ii)—- Windup — continuation of affiliate; 


95(2)(f.7) — Designated replacement property deemed continuation of specified pro- 
perty; 95(2)(f.8) — Where part of specified property disposed of; 95(2)(f.9) — Des- 


ignated replacement property acquired by specified purchaser; 95(2)(n) — Deemed — 


FA and deemed qualifying interest; 95(3.2), (3.4) — Definitions; 95(3.6) — Partner- 
ships and trusts. i - 
(f.7) [designated replacement property deemed 
continuation of specified property] — for the purposes 
of paragraphs (f.3) to (f.6) and (f.8) and (f.9) and subsection 
(3.4), a designated replacement property referred to in clause 
(b)Gi)(A), (B) or (C) of the definition “triggering disposition” 
in subsection (3.4) is deemed to be the same property as and a 
continuation of the specified property referred to in that clause; 
Technical Notes: New paragraph 95(2)(f.7) provides that for the purposes of 
paragraphs 95(2)(f.3) to (f.6) and (f.8) and (£.9) and subsection 95(3.4), a designated 
replacement property referred to in clause (b)(i1)(A), (B) or (C) of the definition 
“triggering disposition” in new subsection 95(3.4) is deemed to be the same property 
as the specified property referred to in that clause. 
Related Provisions: 95(2)(e.1)(ii) — Windup — continuation of affiliate; 
95(2)(f.8) — Where part of specified property disposed of; 95(2)(f.9) — Designated 
replacement property acquired by specified purchaser; 95(2)(n) — Deemed FA and 
deemed qualifying interest; 95(3.2), (3.4) — Definitions; aa 6) — — and 
trusts. 


(f.8) [where part of specitied property disposed of] — 
for the purposes of paragraphs (f.3) to (f.7) and (f.9) and sub- 
section (3.4), if, at any time, part of a specified property 
(which specified property is referred to in this paragraph as the 
“initial specified property”) is disposed of by a current holder 


and the remaining part of the specified property is Feeainied by. 


the current holder, 


(i) the part (referred to in this paragraph as the “part inter- 
est’) of the initial specified property disposed of, at that 
time, is deemed to be a specified property of the current 
holder, 


(ii) the portion of the unadjusted suspended income or gain 
attributable to the part interest is deemed to be that propor- 
tion of the adjusted suspended income or gain in respect of 
the whole of the initial specified property that the fair mar- 


Ket value at that time of the part interest is of the fair mar-- 


ket value at that time of the initial specified property, 

(iii) the part (referred to in this paragraph as the “remaining 
interest”) of the initial specified property not disposed of at 
that time is deemed to be a specified property of the current 
holder that was disposed of at the original disposition time, 
and 


(iv) the amount of income or gain that would have been 
realized on the disposition of the remaining interest at the 
original disposition time is deemed to be the amount, if 
any, by which the unadjusted suspended income or gain in 
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respect of the initial specified property exceeds the amount 
determined by subparagraph (ii) to be the unadjusted sus- 
pended income or gain in respect of the part interest; 


Technical Notes: New paragraph 95(2)(f.8) provides that for the purposes of 
paragraph 95(2)(f.3) to (f.7) and (f£.9) and subsection 95(3.4), where, at any time, part 
of a specified property (referred to here as the “initial specified property”) is dis- 
posed of by a current holder (defined in new paragraph 95(2)(f.5)) and the remaining 
part of the specified es. is retained by the current hee the following rules 
apply: 
* The part (referred to here as the “part interest”) of the initial specified property 
disposed of, at that time, is deemed to be a specified property of the current 
holder. 


* The portion of the unadjusted suspended income or gain attributable to the part 
interest is deemed to be that proportion of the adjusted suspended income or gain 
in respect of the whole of the initial specified property that the fair market value 
at that time of the part interest is of the fair market value at that time of the initial 
specified property. 


The part (referred to here as the “remaining interest”) of the initial specified pro- 
‘perty not disposed of at that time is deemed to be a specified property of the 
current holder that was disposed of at the original disposition time. 


The amount of income or gain that would have been realized on the disposition 
of the remaining interest at the original disposition time is deemed to be the 
amount, if any, by which the unadjusted suspended income or gain in respect of 
the initial specified property exceeds the amount determined to be the unadjusted 
suspended income or gain in respect of the part interest. 

Related Provisions: 95(2)(e.1)(ii) — Windup — continuation of affiliate; 
95(2)(f.7) — Designated replacement property deemed continuation of specified pro- 
perty; 95(2)(£.9) — Designated replacement property acquired by specified pur- 
chaser; 95(2)(n) — Deemed FA and deemed qualifying interest; 95(3.4) — Defini- 
tions; 95(3.6) — Partnerships and trusts. 


(f.9) [replacement of specified property] — for the pur- 
poses of paragraphs (f.3) to (f.8), if a current holder disposes, 
at a particular time, of the whole of a specified property (re- 
ferred to in this paragraph as the “initial specified property”) 
and as part of a transaction, or series of transactions or events, 
that includes the disposition of the initial specified property, a 
specified purchaser in respect of the particular corporation ac- 
quires a designated replacement property in respect of the ini- 
tial specified property, 
(i) the designated replacement property (referred to in this 
paragraph as the “remaining interest’) is deemed to be a 
specified property of the current holder that was disposed 
of at the original disposition time, 


' Gi) the unadjusted suspended income or gain in respect of 
' the remaining interest is deemed to be that proportion of the 
unadjusted suspended income or gain in respect of the 
whole of the initial specified property (determined without 
reference to subparagraph (iii)) that the fair market value of 
the remaining interest, at the time it was acquired, is of the 
fair market value, at the particular time, of the initial speci- 
fied property, and 


(iii) the unadjusted suspended income or gain in respect of 
_ the initial specified property is deemed to be the amount, if 
any, by which the unadjusted suspended income or gain in 
respect of the initial specified property (determined without 
- reference to this subparagraph) exceeds the amount deter- 
mined by subparagraph (ii) to be the unadjusted suspended 
income or gain in respect of the remaining interest; 
Technical Notes: New paragraph 95(2)(f.9) provides that for the purposes of 
paragraphs 95(2)(f.3) to (f.8), if a current holder (defined in new paragraph 
95(2)(£.5)) disposes, at any particular time, of the whole of a specified property (re- 
ferred to here as the “initial specified property”) and as part of a transaction, or series 
of transactions or events, that includes the disposition of the initial specified pro- 
perty, a specified purchaser (defined in new subsection 95(3.2) [now in 95(1) — ed.]) 
in respect of the particular corporation acquires a designated replacement property 
(referred to here as the “remaining interest”) in respect of the initial specified pro- 
perty, the following rules apply: 


¢ The remaining interest is deemed to be a specified property of the current holder 
that was disposed of at the original disposition time. (Subparagraph 95(2)(£.9)(i)) 


¢ The unadjusted suspended income or gain in respect of the remaining interest is 
deemed to be that portion of the unadjusted suspended income or gain in respect 
of the whole of the initial specified property (determined without reference to 
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subparagraph 95(2\f. 9)Gii)) that the fair market value of the remaining interest, 
at the time it was acquired, is of the fair market value, at the particular time, of 
S the initial acs property. (Subparagraph 95(2)¢f. ee oe 


© The unadjusted siepenced | income or gain in respect. of the initial specified pro- 


perty is deemed to be the amount, if any, by which the unadjusted suspended _ 


income or gain in respect of the initial specified property (determined without 


reference to subparagraph 95(2)(f.9)(iii)) exceeds the amount determined by sub- 

paragraph 95(2)(f. 9)(ii) to be the unadjusted suspended i income or gain in ee 

of the remainin g interest. oubparagrape 952) E. 9)Gii)) : 
Related Provisions: 95(2)(e. 1)Gi) — Windup — continuation: of affiliate: 
95(2)(£.7) — Designated replacement property deemed continuation of specified pro- 
perty; 95(2)(E. 8)— Where part of specified property disposed of; 95(2)(n) — 
Deemed FA and deemed qualifying interest; 95(3.4) — Definitions; 95(3. 6) — Part- 
nerships and trusts; 248(10) — Series of transactions or events. : 


(f.91) [eligible capital property and depreciable’ pro- 
_ perty] — if, at a particular time, a non-resident corporation 
that, immediately before the particular time, was not a foreign 
affiliate of a particular taxpayer resident in Canada, or of a per- 
son or partnership that would — if the particular taxpayer were 
a taxpayer referred to in paragraphs (2)(f)(iii) to (viii) — be 

_ described by any of those subparagraphs (the particular tax- 
payer or each of those persons or partnerships being referred to 
in this paragraph and paragraphs (f.92), (f.93) and (f.94) as a 
“particular Canadian shareholder”, the non-resident corpora- 
tion being referred to in this paragraph and paragraph (f.92) as 


a “particular foreign affiliate” in respect of the particular Cana- : 
aan shareholder and the particular time being referred to in | 


this paragraph and paragraph (f.92) as the “‘status change time” 


in respect of the particular foreign affiliate of the particular Ca- : 


nadian shareholder) becomes a foreign affiliate of the particu- 
lar Canadian shareholder, the following rules apply in comput- 


ing the particular foreign affiliate’s foreign accrual property — 


income in respect of the particular Canadian shareholder or a 


person or partnership that would — if the person or partnership — 
were a taxpayer referred to in subparagraphs (2)(f)(iii) to 


(viii) — be. described by any of those subparagraphs (the par- 
ticular Canadian shareholder or each of those persons or part- 
nerships is referred to in paragraph (f.92) as a “relevant share- 


holder”) for any taxation year of the particular pian de 


that ends after the status change time: 


(i) for the purpose of determining the disitulative eligible 


capital of the particular foreign affiliate, at the beginning of 
its taxation year that includes the status change time in re- 
spect of the particular foreign affiliate in respect of the par- 
ticular Canadian shareholder, in respect of each business 
other than an active business carried on by the particular 
foreign affiliate in that taxation year, the particular foreign 
affiliate is deemed to have disposed, immediately before 
the beginning of that taxation year, of each eligible pro- 
perty at that time of the particular foreign affiliate in re- 
spect of each business carried on by the particular foreign 
affiliate that is, at that time, a business other than an active 
business, for proceeds equal to the cost to the particular for- 
eign affiliate of the eligible property at o time Y that 
disposition, 


(ii) for the purpose of determining the cost of eligible pro- 
perty to the particular foreign affiliate, and the cumulative 
eligible capital of the particular foreign affiliate, for its tax- 
ation year that includes the status change time in respect of 
the particular foreign affiliate in respect of the particular 


Canadian shareholder and for each subsequent taxation © 


year, in respect of each business other than an active busi- 
ness carried on by the particular foreign affiliate in that tax- 
ation year or subsequent taxation year, the particular for- 
eign affiliate is deemed to have acquired, immediately after 
the beginning of its particular taxation year that includes 
the status change time in respect of the particular foreign 
affiliate in respect of the particular Canadian shareholder, 
each eligible property of the particular foreign affiliate, im- 
mediately before the beginning of the particular year, in re- 
spect of each business carried on by the particular foreign 
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affiliate that is immediately before the beginning of the par- 
ticular year a business, other than an active business, at a 
cost equal to the lesser of 


(A) the fair market value of the eligible property at the 
‘Status change time, and 


 (B) the cost to the santeulae) foreigri affiliate of the elie: 
ble property immediately before the beginning of the 
- particular year, 


: Gil) eligible property, in respect of a business carried on by 
the particular foreign affiliate, means a property, right or 
thing in respect of which the particular foreign affiliate has, 


after 1971 and before the status change time, made an eligi- 
ble capital expenditure i in respect of the business, 


_(iv) for the purpose of determining the undepreciated capi- 


tal cost to the particular foreign affiliate, at the beginning of 


- its taxation year that includes the status change time in re- 


spect of the particular foreign affiliate in respect of the par- 
ticular Canadian shareholder, of its depreciable capital pro- 
perty used or held in the course of carrying on a business, 


other than an active business, of the Pee pe affil- 
_iate in that taxation year, 


(A) the particular foreign affiliate is is eeined @ have as 


posed, immediately before the beginning of that taxation — 


year, of each depreciable capital property of the particu- 
lar foreign affiliate, held by the particular foreign affili- 
ate and used or held in the course of carrying on a busi- 
ness of the particular foreign affiliate that is a business 
other than an active business immediately before the be- 
ginning of that year, for proceeds equal to the capital 
cost to the particular foreign affiliate of the depreciable 
property at the beginning of that year, and 


2 (B) at the time that is immediately after the time of that 
__ disposition, the particular foreign affiliate’s un- 


: depreciated capital cost of its depreciable capital pro- 
_ perty, in respect of each such business that is a business 
other than an active business, is deemed to be nil, and 


(v) for the purpose of determining the capital cost and un- 
depreciated capital cost to the particular foreign affiliate of 


its depreciable capital property used or held in the course of 
carrying on each business other than an active business car- 


__ tied on by the particular foreign affiliate, for its taxation 
. year that includes the status change time in respect of the 


particular foreign affiliate in respect of the particular Cana- 
dian shareholder and for subsequent taxation years, the par- 


~~ ticular foreign affiliate is deemed to have acquired, at the 
‘time that is immediately after the beginning of its particular 


taxation year that includes the status change time in respect 
of the particular foreign affiliate in respect of the particular 


Canadian shareholder, each depreciable capital property 


(each such depreciable capital property referred to in this 


_ subparagraph and paragraph (£.93) as a “specified deprecia- 
ble property”) that was owned by the particular foreign af- 


filiate and used or held by the particular foreign affiliate, at 
the time that is immediately before the beginning of the 


particular taxation year, in the course of the carrying on of 
a business, other than an active business, of the particular — 
foreign affiliate, at that time, at a el cost equal to » 


lesser of 


(A) the fair market value of the specified depreciable 
property at the status change time, and 


(B) the capital cost to the particular foreign affiliate of 
the specified depreciable property at the time immedi- 
Soe before the ee of the particular taxation — 
year; 


Technical Notes: In general cans, new paragraphs ose 91) to (£.93) jhioduce 
rules relating to the determination of the cost of eligible capital property, and the 
capital cost and the undepreciated capital cost of depreciable capital property, of a 
non-resident corporation that becomes a foreign affiliate of a taxpayer resident in 
Canada for the purposes of computing the foreign affiliate’s foreign accrual property 
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income in respect of the taxpayer resident in Canada or in respect of a specified party 
in respect of the taxpayer resident in Canada. These rules complement the rules in 
new paragraph 95(2)(f.2) [superseded by 95(2)(f.1)-(£.15), as enacted, above — ed.] 
and are comparable to but not the same as the rules, in existing subsections 111(5.1) 
and (5.2), that apply when control of a corporation has been acquired. 


New paragraph 95(2)(f.91) provides certain additional ‘rules for computing the for- 
eign accrual property income of a foreign affiliate of a taxpayer in respect of the 
taxpayer. 


New paragraph 95(2)(f.91) applies if, at a particular time, a non-resident corporation 
that, immediately before the particular time, was not a foreign affiliate of a particular 
taxpayer resident in Canada, or of a person or partnership that would — if the partic- 
ular taxpayer were a taxpayer referred to in paragraphs 95(2)(f)(iii) to (viii) — be 
described by any of those subparagraphs (the particular taxpayer or each of those 
persons or partnerships being referred to in this paragraph and new paragraphs 
95(2)(f.92), (f.93) and (f.94) as a “particular Canadian shareholder’) becomes a for- 
eign affiliate of the particular Canadian shareholder: 


The non-resident corporation is referred to in this paragraph and paragraph 
95(2)(f.92) as a “particular foreign affiliate” in respect of the particular Canadian 
shareholder. The particular time is referred to in this paragraph and in paragraph 
95(2)(f.92) as the “status change time” in respect of the cena foreign affiliate of 
the particular Canadian shareholder. 


New paragraph 95(2)(f.91) provides rules that apply in saaipodig the particular for- 
eign affiliate’s foreign accrual property income in respect of the particular Canadian 
shareholder or a person or partnership that would — if the person or partnership were 
a taxpayer referred to in subparagraphs 95(2)(f)(iii) to (viii) — be described by any 
of those subparagraphs (the particular Canadian shareholder or each of those persons 
or partnerships being referred to in paragraph 95(2)(f.92) as a “relevant shareholder’) 
for any taxation year of the particular foreign affiliate that ends after the status 
change time. 


Those rules can be summarized. as follows: 


¢ For the purpose of determining the cumulative eligible capital of the particular 
foreign affiliate in respect of the particular Canadian shareholder, at the begin- 
ning of the particular foreign affiliate’s taxation year that includes the status 
change time, in respect of each business (other than an active business) carried 
on by the particular foreign affiliate in that taxation year, the particular affiliate 
is deemed to have disposed, immediately before the beginning of that taxation 
year, of each “eligible property” (see third paragraph, below) of the particular 
foreign affiliate, at the time of that disposition, in respect of each business (other 
than an active business) carried on by the particular foreign affiliate at the time 
of that disposition, for proceeds equal to the cost to the particular foreign affiliate 
of the eligible property at the time of that disposition. 


* For the purpose of determining the cost of eligible property to the particular for- 
eign affiliate in respect of the particular Canadian shareholder, and the cumula- 
tive eligible capital of the particular foreign affiliate in respect of the particular 
Canadian shareholder, for its taxation year that includes the status change time in 
respect of the particular foreign affiliate in respect of the particular Canadian 
shareholder and for each subsequent taxation year, in respect of each business 
(other than an active business) of the particular foreign affiliate in that taxation 
year or subsequent taxation year, the particular foreign affiliate is deemed to 
have acquired, immediately after the beginning of its particular taxation year that 
includes the status change time in respect of the particular foreign affiliate in 
respect of the particular Canadian shareholder, each eligible property of the par- 
ticular foreign affiliate, immediately before the beginning of the particular year, 
in respect of each business carried on by the particular foreign affiliate that is, 
immediately before the beginning of the particular year, a business (other than an 
active business) of the particular foreign affiliate, at a cost equal to the lesser of 


— the fair market value of the eligible property at the status change time, and 


—— the cost to the particular foreign affiliate of the eligible property immediately 
before the beginning of the particular year. 


“Eligible property” in respect of a business carried on by the particular foreign 
affiliate is a property, right or thing in respect of which the particular foreign 
affiliate has, after 1971 and before the status change time, made an eligible capi- 
tal expenditure in respect of the business. 


* For the purpose of determining, at the beginning of the particular foreign affili- 
ate’s taxation year that includes the status change time in respect of the foreign 
affiliate in respect of the particular Canadian shareholder, the undepreciated cap- 
ital cost to the particular foreign affiliate of a depreciable capital property used or 
held by the particular foreign affiliate in the course of carrying on a business 
other than an active business of the particular foreign affiliate in that taxation 
year, 


— the particular foreign affiliate is deemed to have disposed, immediately 
before the beginning of that taxation year, of each depreciable capital pro- 
perty of the particular foreign affiliate, held by the particular foreign affiliate 
and used or held in the course of carrying on a business of the particular 
foreign affiliate that is a business (other than an active business) immedi- 
ately before the beginning of that taxation year, for proceeds equal to the 
capital cost to the particular foreign affiliate of the depreciable property at 
the beginning of that year, and 
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— at the time that is immediately after the time of that disposition, the particu- 
lar foreign affiliate’s undepreciated capital cost of its depreciable capital 
property, in respect of each such business that is a business other than an 
active business, is deemed to be nil. 


For the purpose of determining the capital cost and undepreciated capital cost to 
the particular foreign affiliate in respect of the particular Canadian shareholder of 
its depreciable capital property used or held in the course of carrying on each 
business (other than an active business) carried on by the particular foreign affili- 
ate, for the particular foreign affiliate’s taxation year that includes the status 
change time in respect of the particular foreign affiliate in respect of the particu- 
lar Canadian shareholder and for its subsequent taxation years, the particular for- 
eign affiliate is deemed to have acquired, at the time that is immediately after the 
beginning of its taxation year that includes the status change time, each deprecia- 
ble capital property (each such depreciable capital property referred to in this 
subparagraph and paragraph 95(2)(f.93) as a “specified depreciable property”) 
that was owned by the particular foreign affiliate and used or held by the particu- 
lar foreign affiliate, immediately before the beginning of the foreign affiliate’s 
taxation year that includes the status change time, in the course of carrying on a 
business of the particular foreign affiliate other than an active business, at a capi- 
‘tal cost equal to the lesser of 


— the fair market value of the specified eee Propet at the status 
change time, and 


— fhe capital cost to the particular foreign affiliate of the specified depreciable 
property immediately before the beginning of the foreign affiliate’ § taxation 
year that includes the status change time. 


New paragraph 95(2)(F.91) applies in respect of non-resident corporations that be- 
come foreign affiliates of a particular taxpayer resident in Canada after February 27, 
2004. 


Related Provisions: 95(2)(e.1)Gi) — Windup — continuation of affiliate; 
95(2)(f.94) — Where relevant FA wound up or merged, 95(2)(n) — Deemed FA and 
deemed qualifying interest. 
(f.92) [cumulative eligible capital] — in applying para- 
graph (a) of the description of E in the definition “cumulative 
eligible capital” in subsection 14(5) in respect of a particular 
disposition, that occurs after the beginning of the taxation year 
of a particular foreign affiliate of a relevant shareholder that 
includes the status change time in respect of the particular for- 
eign affiliate in respect of the particular Canadian shareholder, 
by the particular foreign affiliate of a relevant shareholder, in 
respect of which a particular consideration (that was eligible 
property that was in existence at the time immediately before 
the status change time) was provided by the particular foreign 
affiliate, the particular foreign affiliate’s proceeds from the 
particular disposition, are deemed to be the amount, if any, de- 
termined by the formula 


A-(B+C). 
where 


A is the particular foreign affiliate’s proceeds from the as 
ular disposition, as otherwise determined, 


B is the lesser of 
(i) the amount, if any, by which 


(A) the fair market value, of the eligible property, 
immediately before the status change time in respect 
of the particular Canadian shareholder 


exceeds 


(B) the particular foreign affiliate’s cost, of the eligi- 
ble property, immediately before the particular dis- 
_ position, and 
(ii) the amount, if any, by which the particular foreign 
affiliate’s proceeds from the particular disposition, as 
otherwise determined, exceeds the particular foreign af- 
filiate’s cost of the eligible property immediately before 
the particular disposition, and — 
C is the lesser of 

(i) the amount, if any, by which 


(A) the particular foreign affiliate’s cost, of the eligi- 
ble property, immediately before the beginning of 
the taxation year of the particular foreign affiliate 
that included the status change time in Resperkt of the 
particular Canadian shareholder 


a) 
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echnical toe New omer 9502). 92) is ee to nee puree 
95Q\(E. 91). It provides sees in applying paragraph (a) of the description of E in the 
a particular 
particular 


G7/ 


disposition that occurs after the beginning of the taxation year of a 


foreign affiliate that includes the status change time (defined in paragraph 


95(2)(E. 91)) in respect of the particular foreign affiliate in respect of the particular 
Canadian shareholder, (defined in paragraph 95(2)(£.91)), by the partic war foreign 
affiliate (defined in paragraph 95(2)(f.91)) of a relevant shareholder (def in para- 
graph 95(2)(£.91)), in respect of which a particular consideration (that was eligible 


property defined in paragraph 95(2)(f.91) that was in existence at the time immedi- _ 
ately before the status change time was provided by the particular foreign affiliate, _ 


the particular foreign affiliate’s proceeds from the particular disposition, : 
to > be the amount, if he — 2 the formula - 


are doce 


ee A- +O. 
srileres: 


Ais the pede frien affiliate’s s proceeds f from the particular dis sition, a 


=. otherwise determined, 


B is the eseer. of 


ae any, by which - a 


exceeds 


* the particular fie affiliate’ s cost, of the bee 
ately before the particular disposition, and — / 


foreign affiliate’s cost of the Sire a scares before the par- 
ticular disposition, and _ ; De 


C is me lesser of 


oo ie. amount, if any, by which : 


* the particular foreign affiliate’ s “cost, of the eligible poe ‘immedi- 
__ ately before the beginning of the taxation ‘year of the particular foreign 
affiliate that included a status change time in respect of the particular 

_ Canadian shareholder) : 


exceeds 


_ ¢ the fair Na value, of the eligible property, immediately before the 
status is change time in respect « of the icular Canadian she ee ane 


— the amount, if any, by which the puteie foreign affiliate’ Ss proceeds. om 


the particular disposition, as otherwise determined, exceeds the particular 7 


foreign affiliate’ Ss cost of os See pen, — Detar: = 
disposition. 


New ee 95(2)(f. 92) applies i in respect of non-resident corporations ‘that fer 


come foreign affiliates after February 27, 2004. 


Related Provisions: -9§(2)(e.1) Gi) — Windup — continuation — “of affiliate; : 
95(2)(f.94) — Where relevant FA wound up or merged; 95(2)(n) — Deemed FA and © 


deemed es interest; 257 — Formula amount cannot calculate to ey man 
Zero. 


(f 93) disposition of depreciable oiseen — if at any 


time after the beginning of the taxation year of the particular — 


foreign affiliate that includes the status change time in respect 
of the particular foreign affiliate in respect of the particular Ca- 


_nadian shareholder, the particular foreign affiliate disposes of a _ 


particular specified depreciable property, the particular foreign 
affiliate’s proceeds from the disposition of the particular speci- 
fied depreciable property are deemed to be the amount, if any, 
pelgeeined By: the focmula 


A— (B + C) 
where 


: - he fair market value, of the eligible pees fokdeduelyt before t a : 
: tatus cous time boacane of the Sse Canadian shareholder 


i immedi 


- the amount, if any, by which the particular foreign affiliate’ s proceeds from / 
- the particular disposition, as otherwise determined, exceeds the particular 


is the particular foreign affiliate’ s proceeds of disposition i in 


amie’ ceieaaele roses as ameeie ee 
ne a Pcepreca ies ee Ss eaten cost of 


change time in respect of the articular Canadian 


B) ‘the fair market Lao « 
depreciable property at theo 


icular specified 


-nadian shareholder, and — 


: Gi) the amount, if any, by whi the pails forchin 
__affiliate’s proceeds from the disposition of the particular 

specified depreciable property, as otherwise determined, 
| exceed the particular foreign affiliate’s capital cost of 
. the particular specified depreciable proper: ee 
ately before the disposition; - 


Technical Notes: New paragraph 95(2)(E. 93) is consequential to new oe 


95(2)E.91). Tt provides that if, at any time after the beginning of the taxation year of 
the particular foreign affiliate (defined in paragraph 95(2)(£.91)) that includes the sta- 


tus change time (defined in paragraph 95(2)(£.91)) in respect of the particular foreign 


affiliate in respect of the particular Canadian shareholder (defined in paragraph 
95(2)¢F. 91), the particular foreign affiliate disposes of a particular specified depre- 
ciable property (defined in paragraph 95(2)(E. 91)), the particular foreign affiliate’s 
proceeds from the disposition of the particular specified depreciable Propeny are 
deepest to » the ane if any, oe hey Py me aes 


Ae B- + Oo. 


ere 


_ is the parece freien affiliate” s oe of £ Scpostion in respect of the dispo- 
sition of the particular specified depreciable ae as otherwise determined, 


Bis the lesser of 


— the amount, CG any, by which 


__ immediately before the status change time in respect of the particular 
Canadian shareholder . 


* the panicular oo affiliate’s cat cost of the particular specue? 
depreciable Pp immediately before the disposition, and — 


-— ihe amount, if any, by which the particular foreign affiliate’s proceeds from 


ular specified depreciable property immediately before the time of the dispo- 
sition, and 
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as of the dist sition of the particular ta oe : 


panda forse 2 affiliate any pehudes the status 


ediately before 
the status change time in sees of the Lee . 


" « the fair market value. of the particular specified depreciable property, 


the disposition of the particular specified depreciable property, as otherwise 
determined, exceed the particular foreign affiliate’s capital cost of the partic- 
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C _ is the lesser of 
— the amount, if any, by which 


* the particular foreign affiliate’s capital cost of the particular specified 
depreciable property immediately before the beginning of the taxation 
year of the particular foreign affiliate that includes the status change 
time in respect of the particular Canadian shareholder. 


exceeds 


_ © the fair market value of the ssh Bite specified depreciable property at 
the time immediately before the status change time in respect of the par- 
ticular Canadian shareholder, and 


— the amount, if any, by which the particular foreign affiliate’s proceeds from _ 


the disposition of the particular specified depreciable property, as otherwise 

determined, exceed the particular foreign affiliate’s capital cost of the partic- 

ular specified depreciable property, immediately before the disposition. — 
New paragraph 95(2)(f.93) applies in respect of non-resident corporations that be- 
come foreign affiliates after February 27, 2004. : 
Related Provisions: 95(2)(e.1)(ii) — Windup — continuation of affiliate: 
95(2)(f.91)(v) — Meaning of “specified depreciable property”; -95(2)(£.94) — Where 
relevant FA wound up. or merged; 95(2)(n) — Deemed FA and deemed qualifying 
interest; 257 — Formula amount cannot calculate to less than zero. 


(f.94) [Where relevant foreign affiliate wound up or 
merged] — for the purposes of paragraphs (f.5) and (f.91) to 
(f.93), if the relevant foreign affiliate referred to in paragraph 
(f.5) or the particular foreign affiliate referred to in any of 
paragraphs (f.91) to (f.93) (which relevant foreign affiliate or 
particular foreign affiliate, as the case may be, is referred to in 
this paragraph as the “specified foreign affiliate’) has been 
wound up into another non-resident corporation (referred to in 
this paragraph as the “foreign parent corporation”) or merged 
or combined with one or more other non-resident corporations 
to form one non-resident corporate entity (referred to in this 
paragraph as the “new foreign corporation’), the foreign parent 
corporation or the new foreign corporation, as the case may be, 
is deemed to be the same corporation as and a continuation of 
the specified foreign affiliate, if 


(i) the surplus entitlement percentage of the particular cor- : 


poration resident in Canada, immediately before the merger 
or combination or the winding-up, in respect of the speci- 
fied foreign affiliate is not less than 90%, and 


(ii) the surplus entitlement percentage of the particular cor- 
poration resident in Canada, immediately after the merger 
or combination or the winding-up, in respect of the foreign 
parent corporation or new foreign corporation, as the case 
may be, is not less than 90%; 


Technical Notes: New paragraph 95(2)(F. 94) provides ‘that, for the purposes of 


paragraphs 95(2)(f.5) and (£.91) to (£.93), if the relevant foreign affiliate referred to 
in paragraph 95(2)(f.5) or the particular foreign affiliate referred to in any of 


paragraphs 95(2)(f.91) to (£.93) (in either case, the “specified foreign affiliate”) has _ 
been wound up into another non-resident corporation (the “foreign parent corpora-. 


tion”) or merged or combined with one or more other non-resident corporations to 


form one non-resident corporate entity (the “new foreign corporation”), the foreign 


parent corporation or the new foreign corporation, as the case may be, is deemed to 
be the same corporation as and a continuation of the specified foreign affiliate, if 


* the surplus entitlement percentage of the particular corporation resident in Can- 
ada, immediately before the merger or combination or the winding-up, in respect 
of the specified foreign affiliate is not less than 90%, and 


* the surplus entitlement percentage of the particular corporation resident in Can- 
ada, immediately after the merger or combination or the winding-up, in respect 
of the foreign parent corporation or new foreign corporation, as the case may be, 
is not less than 90%. 


Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(15), will add paras. 95(2)(.3) to (£.94), applicable as follows: 


(a) paras. (f.3) to (£.9), to dispositions of property that occur after February 27, 
2004, except that those paras. do not apply in respect of a disposition of property 
that is required to be made under an agreement in writing made by the vendor of 
the property before February 28, 2004; 


(b) paras. (f.91) to (£.93), in respect of non-resident corporations that become 
foreign affiliates after February 27, 2004; and 


(c) para. (f.94), after February 27, 2004. 


Federal Budget, Supplementary Information, Feb. 26, 2008: [See at end of 
Proposed Addition of 95(2)(c.1)—(c.6) for confirmation that these proposals will pro- 
ceed — ed.] 


Income Tax Act, Part I, Division B 


(g) [currency fluctuation] — income earned, a loss incurred 
or a capital gain or capital loss realized, as the case may be, in a 
taxation year by a particular foreign affiliate of a taxpayer in 
respect of which the taxpayer has a qualifying interest through- 
out the taxation year or a particular foreign affiliate of a tax- 
payer that is a controlled foreign affiliate of the taxpayer 
throughout the taxation year, because of a fluctuation in the 
value of the currency of a country other than Canada relative to 
the value of Canadian currency, is deemed to be nil if it is 
earned, incurred or realized in reference to any of the following 
sources: 


(i) a debt obligation that was owing to 


(A) another foreign affiliate of the taxpayer in respect of 
which the taxpayer has a qualifying interest throughout 
the year (which other foreign affiliate is referred to in this 
paragraph as a “qualified foreign affiliate”) by the partic- 
ular affiliate, or 


(B) the particular affiliate by a qualified foreign affiliate, 


(ii) the redemption, cancellation or acquisition of a share of 
the capital stock of, or the reduction of the capital of, the 
particular affiliate or a qualified foreign affiliate (which par- 
ticular affiliate or which qualified foreign affiliate is referred 
to in this subparagraph as the “issuing corporation’) by the 
issuing corporation, or 


(111) the disposition to a qualified foreign affiliate of a share 
of the capital stock of another qualified foreign affiliate; 


Related Provisions: 95(2)(g.01) — Currency hedging; 95(2)(g.02) — Application 
of 39(2) to foreign affiliate; 95(2)(g.03) — Application of 95(2)(g) to partners; 


95(2)(n) — Deemed FA: and deemed qualifying interest; 95(2.201)— Deemed con- 
trolled foreign affiliate throughout year; 261(5)(h)(ij) — Meaning of “Canadian cur- 


rency 


“and “currency of a country other than Canada”. 


Interpretation Bulletins: IT-392: Meaning of term “share”. 


1.T. Technical News: 15 (tax consequences of the adoption of the “euro” currency). 
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(g.01) any income, loss, capital gain or capital loss, derived by a 
foreign affiliate of a taxpayer under or as a result of an agree- 
ment that provides for the purchase, sale or exchange of cur- 
rency and that can reasonably be considered to have been made 
by the foreign affiliate to reduce its risk (with respect to any 
source, any particular income, gain or loss determined in refer- 
ence to which is deemed by paragraph (g) to be nil) of fluctua- 
tions in the value of currency, is, to the extent of the absolute 
value of the particular income, gain or loss, deemed to be nil; 


(g.02) in applying subsection 39(2) for the purpose of this subdi- 
vision (other than sections 94 and 94.1), the gains and losses of a 
foreign affiliate of a taxpayer in respect of excluded property are 
to be computed in respect of the taxpayer separately from the 
gains and losses of the foreign affiliate in respect of property 
that is not excluded property; 


(g.03) [application of 95(2)(g) to partners] — if at any time 
a particular foreign affiliate referred to in paragraph (g) is a 
member of a partnership or a qualified foreign affiliate referred 
to in that paragraph is a member of a partnership, 


(i) in applying this paragraph, where a debt obligation is ow- 
ing at that time by a debtor to the partnership of which the 
particular foreign affiliate is a member, the debt obligation is 
deemed to be owing at that time by the debtor to the particu- 
lar foreign affiliate in the proportion that the particular for- 
eign affiliate shared in any income earned, loss incurred or 
capital gain or capital loss realized by the partnership in re- 
spect of the debt obligation, 


(ii) in applying this paragraph, where a debt obligation is ow- 
ing at that time to a creditor by the partnership of which the 
particular foreign affiliate is a member, the debt obligation is 
deemed to be owing at that time to the creditor by the partic- 
ular foreign affiliate in the proportion that the particular for- 
eign affiliate shared in any income earned, loss incurred or 
capital gain or capital loss realized by the partnership in re- 
spect of the debt obligation, : 


b 


Subdivision i— Shareholders of Non-Resident Corporations 


(111) in applying paragraph (g) and this paragraph, where a 
debt obligation is owing at that time by a debtor to the part- 
nership of which the qualified foreign affiliate is a member, 
the debt obligation is deemed to be owing at that time by the 
debtor to the qualified foreign affiliate in the proportion that 
the qualified foreign affiliate shared in any income earned, 
loss incurred or capital gain or capital loss realized by the 
partnership in respect of the debt obligation, ' 


(iv) in applying paragraph (g) and this paragraph, where a 
debt obligation is owing at that time to a creditor by the part- 
nership of which the qualified foreign affiliate is a member, 
the debt obligation is deemed to be owing at that time to the 
creditor by the qualified foreign affiliate in the proportion 
that the qualified foreign affiliate shared in any income 
earned, loss incurred or capital gain or capital loss realized 
by the partnership in respect of the debt obligation, and 


(v) in computing the particular foreign affiliate’s income or 
loss from a partnership, any income earned, loss incurred or 
capital gain or capital loss realized, as the case may be, by 
the partnership — in respect of the portion of a debt obliga- 
tion owing to or owing by the partnership that is deemed by 
any of subparagraphs (i) to (iv) to.be.a debt obligation owing 
to or owing by the particular foreign affiliate (referred to in 
this subparagraph as the “allocated debt obligation’) — be- 
cause of a fluctuation in the value of the currency of a coun- 
try other than Canada relative to the value of Canadian cur- 
rency, that is attributable to the allocated debt obligation is 
deemed to be nil to the extent that paragraph (g) would, if the 
rules in subparagraphs (i) to (iv) were applied, have applied 
to the particular foreign affiliate, to deem to be nil the in- 
come earned, loss incurred or capital gain or capital loss real- 
ized, as the case may be, by the particular foreign affiliate in 
respect of the allocated debt obligation, because of a fluctua- 
tion in the value of the currency of a country other than Can- 
ada relative to the value of Canadian currency; 


Related Provisions: 95(2)(i) — Look-through rule for partnerships; 95(2)(u) — 
Tiers of partnerships; 261(5)(h)G) — Meaning of “Canadian currency “ and “currency 
of a country other than Canada”. 


(g.1) [debt forgiveness rules] — in computing the foreign 
accrual property income of a foreign affiliate of a taxpayer the 
Act shall be read 


(i) as if the expression “income, taxable income or taxable 
income earned in Canada, as the case may be” in the defini- 
tion “commercial debt obligation” in subsection 80(1) were 
read as “foreign accrual property income (within the meaning 
assigned by subsection 95(1))”, and 


(ii) without reference to subsections 80(3) to (12) and (15) 
and 80.01(5) to (11) and sections 80.02 to 80.04; 


(g.2) [foreign spin-off election] — for the purpose of com- 
puting the foreign accrual property income of a foreign affiliate 
of any taxpayer resident in Canada for a taxation year of the af- 
filiate, an election made pursuant to paragraph 86.1(2)(f) in re- 
spect of a distribution received by the affiliate in a particular 
taxation year of the affiliate is deemed to have been filed under 
that paragraph by the affiliate if 


(i) where there is only one taxpayer resident in Canada in 
respect of whom the affiliate is a controlled foreign affiliate, 
the election is filed by the taxpayer with the taxpayer’s return 
of income for the taxpayer’s taxation year in which the par- 
ticular year of the affiliate ends, and 


(ii) where there is more than one taxpayer resident in Canada 
in respect of whom the affiliate is a controlled foreign affili- 
ate, all of those taxpayers jointly elect in writing and each of 
them files the joint election with the Minister with their re- 
turn of income for their taxation you in which the particular 
year of the affiliate ends; 


(h) [Repealed] 


Proposed Addition — 95(2)(h)-(h. 5) 


h) application of para. (h. 1)] — paragraph (h.1) Liles to 
specified vendor in respect of a ‘particular taxpayer resident 
| Canada (which specified vendor is referred to in this para- 
Ta h and paragraphs (h.1) and (h.2) as the “vendor’’) if 

(i) the vendor disposes. at any time of a property (which 
property is referred to in this paragraph and paragraphs 
(h.1) to (h. 5) as the “specified property” and which time is 
referred to in this paragraph and paragraphs (h.1) to (h.5) as 
the “original disposition time” of the specified property) 


payer) toa person or partnership (referred to in paragraph 

h.1) as the “purchaser”) that is, immediately after that 
time, a specified purchaser i in respect A the particular tax- 
payer, and 


ii) the vendor would, were this Act read without reference 
to paragraph (h.1), have a loss or allowable capital loss 
from the disposition of the specified property; 


Technical Notes: New paragraphs 95(2)(h) to (h. 5) put into place a regime that, in 
general terms, is designed to suspend the recognition of the loss that would otherwise 
be incurred upon an internal disposition of a property that is not an excluded Pro- 
ty, a depreciable property or an eligible capital property. Generally, this “sus- 
pended loss” is recognized at the time the property is disposed of in an external dis- 
position. ‘The rules are comparable to but not the same as the rules found in 
Subse ction 40(3. 4). See the definitions “specified vendor” and “specified purchaser” 

in proposed new subsection got 2 to determine when a Bokdaae is an internal 
disposition. : / 

New paragraphs 95(2)(h) | to with 5) py to decplisitions of property atten Bebruars 21, 

2004 other than where the disposition of property is required to be made under a 
written agreement made by the vendor of the property on or before February 27, 

oc 

New paragraph 95(2)(h) provides that new paperaph 95(2)(h, 1) applies to a speci- 
fied vendor in respect of a particular taxpayer resident in Canada (see definition of 


and paragraph (h.1) as the “vendor”) if © 


. ‘the vendor disposes at any. time ee to fee and | in oa 95(2)(h. 1) to 
a. 5) as. the “original disposition time”) of a property (referred to here and in 


not a depreciable property, eligible capital property or an excluded property of 
‘the vendor (or would not be excluded property of the vendor if the vendor were, 
at that time, a foreign affiliate of the particular taxpayer) to a person or partner- 
__ ship (referred to here as the “‘purchaser’”) that is, immediately after that time, a 
Specified purchaser i in re of the particular taxpayer, and 


__* the vendor would have a loss or an allowable capital loss from the disposition of 
the cified Pee, 1 this re were fead wisou reference to okt 
© 95(2)(h.1). - 


The « expressions ” “original aipotdoh time” “epecified property’, “vendor” and “pur- 
chaser” are described in new paragraph 95(2)(h) and are then referred to throughout 
new paragraphs 95(2)(h. 1) to 95(2)(h.5). oe 


Related Provisions: 95(3.5) — Definitions: 953. 6) _ Bannorsigs sod trusts. 


(h.1) [Suspended loss on internal disposition of 
~ excluded property] — if this paragraph applies to a vendor 
_ in respect of a disposition of specified property referred to in 
es (h), the following rules apply: — 


(i) the vendor’s proceeds from the disposition of the speci- 
fied property are deemed to be an amount that is equal to 
the vendor’s adjusted cost base of the specified property at 
the original disposition time, 
(ii) the purchaser” s cost of the specified property is gomed 


to be an amount that is equal to the fair market value of the 
specified Property at the original disposition time, 


ceived as consideration for the disposition of the specified 
_ property is deemed to be the fair market value of the partic- 
ular property at the original disposition time, 


io taxpayer resident in Canada or a foreign affiliate of the par- 
ticular taxpayer resident in Canada that is a member of .a 
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S. 95(2)(h.1)(iv) 


that, at that time, is not depreciable property, eligible capi- 
tal property or an excluded property, of the vendor (or 
would not be excluded property of the vendor if the vendor 
were, at that time, a foreign affiliate of the particular tax- 


“specified vendor” in subsection 95G. 5) and ouch na ea vendor referred in here. 


paragraphs 95(2)(h.1) to (h:5) as the “specified property”) that, at that time, is. 


_ (iii) the vendor’s cost of a particular property that was re- 


(iv) the vendor that is a foreign affiliate of the particular 
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S. 95(2)(h.1)(iv) 


partnership that is the vendor (which vendor or foreign af- 
filiate is referred to in this subparagraph as the “relevant 
foreign affiliate”) is deemed to have an unadjusted sus- 
pended loss or capital loss in respect of the specified pro- 
perty disposed of, at the original disposition time, by the 
vendor that is equal to the amount, that is the loss or twice 
the amount of the allowable capital loss, as the case may 
be, that, but for the application of this paragraph, would 
have been realized by the relevant foreign affiliate in re- 
spect of that disposition, and 


(v) notwithstanding subsection 40(3.3), subsection 40(3.4) 

does not apply to the vendor in respect of the disposition of 

the specified property; 
Technical Notes: New paragraph 95(2)(h.1) provides the following rules for the 
vendor in respect of the disposition of the specified property. 


¢ The vendor’s proceeds from the disposition of the specified property are deemed 
to be an amount that is equal to the vendor’s adjusted cost base of the specified 
property at the original disposition time (see paragraph 95(2)(h)). - 


° 


The purchaser's cost of the specified property is deemed to be an amount that is 
equal to the fair market value of the specified property at the original disposition 
time. 


The vendor’s cost of a particular property that was received as consideration for 
the disposition of the specified property is deemed to be the fair market value of 
the particular property at the original disposition time. 


° 


(referred to here as the “relevant foreign affiliate”) is deemed to have an unad- 


justed suspended loss or capital loss in respect of the specified property, at the — 


original disposition time, by the vendor that is equal to the amount, that, but for 


the application of this paragraph, would have been the relevant foreign affiliate’s _ 
loss or twice the amount of the allowable capital loss, as the case may be, in — 


respect of that disposition, if the vendor’s proceeds of disposition in respect of 
that disposition were equal to the fair market value of the specified property. 


vendor in respect of the disposition of the specified property. ; 
Related Provisions: 95(2)(h) — Conditions for para. (h.1) to apply; 95(2)(h.2) — 
Timing of deemed loss for relevant foreign affiliate; 95(2)(h.3) — Designated re- 
placement property deemed to be specified property; 95(2)(h.4) — Where part of 
specified property disposed of; 95(2)(h.5) — Designated replacement property ac- 
quired by specified purchaser; 95(3.5) — Definitions; 95(3.6) — Partnerships and 
trusts. 
(h.2) [timing of deemed loss] — the relevant foreign affili- 
ate referred to in paragraph (h.1) is deemed to have a loss or 
capital loss from the disposition of the specified property equal 
to the amount prescribed to be the adjusted suspended loss or 
capital loss in respect of the specified property and to have re- 
ceived from the government of a country an amount equal to 
the amount prescribed to be the adjusted allocable tax refund 
in respect of the adjusted suspended loss or capital loss in re- 
spect of the specified property at the earlier of 


(i) the first time, after the original disposition time, that a 
specified purchaser in respect of the particular taxpayer 
(which specified purchaser is referred to in paragraphs (h.4) 
and (h.5) as the “current vendor”) that holds, immediately 
before that first time, the specified property makes a trig- 
gering disposition of the specified property, and 


(ii) the first time, after the original disposition time, that a 
specified purchaser in respect of the particular taxpayer 
(which specified purchaser is referred to in this subpara- 
graph as the “current holder’) that holds, immediately 
before that first time, the specified property ceases to be a 
specified purchaser in respect of the particular taxpayer 
otherwise than because of a specified discontinuance of the 
current holder; 
Technical Notes: New paragraph 95(2)(h.2) provides that the relevant foreign 
affiliate referred to in paragraph 95(2)(h.1) is deemed to have a loss or capital loss 
from the disposition of the specified property equal to the amount prescribed by reg- 
ulation to be the adjusted suspended loss or capital loss (see proposed new subsection 
5914(1) of the Regulations) in respect of the specified property. New paragraph 
95(2)(h.2) also provides that the relevant foreign affiliate referred to in paragraph 
95(2)(h.1) is deemed to have received from the government of a country an amount 
equal to the amount prescribed by regulation to be the adjusted allocable tax refund 


The vendor that is a foreign affiliate of the particular taxpayer or a foreign affili- 
ate of the particular taxpayer that is a member of a partnership that is the vendor _ 


Notwithstanding subsection 40(3.3), subsection 40(3.4) does not apply to the ~ 


Income Tax Act, Part I, Division B 


(see proposed new subsection 5914(2) of the Regulations) in respect of the adjusted 
suspended loss or capital loss in respect of the specified property. The adjusted sus- 
pended loss or capital loss and the adjusted allocable tax refund will arise at the 
earlier of 


¢ the first time, after the original disposition time, that a specified purchaser (see 
subsection 95(3.5)) in respect. of the particular taxpayer (referred to in 
paragraphs 95(2)(h.4) and (h.5) as the “current vendor’) that holds, immediately 
before that first time, the specified property makes a triggering disposition (see 
subsection 95(3.5)) of the specified property. 


or. 


the first time, after the original disposition time, that a specified purchaser in 
respect of the particular taxpayer (referred to here as the “current holder’) that 
holds, immediately before that first time, the specified property, ceases at that 
time to be a specified purchaser in respect of the particular taxpayer otherwise 
than because of a specified discontinuance (see subsection 95(3.5)) of the current 
holder. 

Related Provisions: 95(2)(h.3) — Designated replacement property deemed to be 
specified property; 95(2)(h.4)—— Where part of specified property disposed of; 
95(2)(h.5) — Designated replacement property acquired by specified purchaser; 
95(2)(y) — Meaning of “government of a country”; 95(3.5)— Definitions; 
95(3.6) — Partnerships and trusts. 


Regulations: 5914(1) (amount prescribed to be adjusted suspended loss or capital 
loss); 5914(2) (amount prescribed to be adjusted allocable tax refund). 


(h.3) [designated replacement property deemed to be 
specified property] — for the purposes of paragraphs (h.1), 
(h.2), (h.4) and (h.5) and subsection (3.5), a designated re- 
placement property referred to in clause (b)(ii)(A), (B) or (C) 
of the definition “triggering disposition” in subsection (3.5) is 
deemed to be the specified property referred to in that clause; 
Technical Notes: New paragraph 95(2)(h.3) provides that for the purposes of 
paragraphs 95(2)(h.1), (h.2), (h.4) and (h.5) and subsection 95(3.5), a designated re- 
placement property referred to in clause (b)(ii)(A), (B) or (C) of the definition “trig- 
gering disposition” in subsection 95(3.5) is deemed to be the same property as the 
specified property referred to in that clause. 
Related Provisions: 95(2)(h.4) — Where part of specified property disposed of; 
95(2)(h.5) — Designated replacement property acquired by specified purchaser; 
95(3.5) — Definitions; 95(3.6) — Partnerships and trusts. 


(h.4) [where part of specified property disposed of] — 

for the purposes of paragraphs (h.!) to (h.3) and (h.5) and sub- 

section (3.5) if, at any time, part of a specified property (which 

specified property is referred to in this paragraph as the “initial 

specified property”) is disposed of by a current vendor and the 

remaining part of the specified property is retained by the cur- 
_ rent vendor, 


(i) the part (referred to in this paragraph as the “part inter- 
est”) of the initial specified property disposed of, at that 
time, is deemed to be a specified property of the current 
vendor, 


(ii) the portion of the unadjusted suspended loss or capital 
loss attributable to the part interest is deemed to be that 
proportion of the adjusted suspended loss or capital loss in 
respect of the whole of the initial specified property that the 
fair market value at that time of the part interest is of the 
fair market value at that time of the initial specified 
property, ) 

(iii) the part (referred to in this paragraph as the “remaining 
interest’) of the initial specified property not disposed of at 
that time is deemed to be a specified property of the current 
vendor that was disposed of at the original disposition time, 

and 


(iv) the amount of loss or capital loss that would have been 
realized on the disposition of the remaining interest at the 
original disposition time is deemed to be the amount, if 
any, by which the unadjusted suspended loss or capital loss 
in respect of the initial specified property exceeds the 
amount determined by subparagraph (ii) to be the unad- 
justed suspended loss or capital loss in respect of the part 
interest; Cane 

Technical Notes: New paragraph 95(2)(h.4) provides that for the purposes of 


paragraphs 95(2)(h.1) to (h.3) and (h.5) and subsection 95(3.5), where at any time, 
part of a specified property (referred to here as the “initial specified property”) is 
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disposed of by a current vendor and the remaining part of the — Property is 
retained by the current vendor, the following rules apply: — 


ie The part (referred to here as the “part interest”) of the initial specified property 
disposed of, at that time, shall a deemed to be a oe property. of the cur- 
tent vendor. 


The portion of the unadjusted suspended loss or capital joss attributable to the 
_ part interest is deemed to be that proportion of the adjusted suspended loss or 
capital loss in respect of the whole of the initial specified property that the fair 
market value at that time of the part interest is of the fair market value at that 
time of the initial specified Property. (Subpatazraph 95(2)(h, AM) 


° 


- current vendor that was disposed of at the original disposition time. _ 


° 


The amount of loss or capital loss that would have been realized on the disposi- 
tion of the remaining interest at the original disposition time is deemed to be the 
amount, if any, by which the unadjusted suspended loss or capital loss in respect 
of the initial specified property exceeds the amount determined by subparagraph 


95(2)ch. 4)(ii) to be the unadiistee suspended | loss or yee loss i in respect of the 


part interest. 
Related Provisions: 95(2)(h.3) — Desenced hea property deemed to be 


specified property; 95(2)(h.5) — Designated replacement property acquired by speci- " 


fied purchaser; 95(3.5) — Definitions; 956. 6) — Partnerships and trusts. 
(h.5) [designated replacement property acquired by 


specified purchaser] — for the purposes of paragraphs — 


_ (h.1) to (h.4) and subsection (3.5), if a current vendor disposes, 
at any particular time, of the whole of a specified property (re- 


ferred to in this paragraph as the “initial specified property”) — 


and as part of a transaction, or series of transactions or events, 
that includes the disposition of the initial specified property, a 


specified purchaser in respect of the particular taxpayer ac- — 


quires a designated replacement property i in Jespect of the ini- 
tial specified property, 


(i) the designated replacement p property (referred oi in this 


paragraph as the ‘ “remaining interest”) is deemed to be a 


specified property of the current vendor that was disposed — 


of at the original disposition time, 


(ii) the unadjusted suspended loss or capital loss in respect 


of the remaining interest is deemed to be that proportion of 
the unadjusted suspended loss or capital loss in respect of 


the whole of the initial specified property (determined with- 


out reference to subparagraph (iii)) that the fair market 
value of the remaining interest, at the time it was acquired, 

~ is of the fair market value, at the ge ee time, of oe ini- 
tial specified property, and — 


(iii) the unadjusted anes loss or deplat loss in respect 
of the initial specified property is deemed to be the amount, 
if any, by which the unadjusted suspended loss or capital - 
loss in respect of the initial specified property (determined 


without reference to this subparagraph) exceeds the amount 
determined by subparagraph (ii) to be the unadjusted sus- 


pended loss or capital loss in ve of the _Temaining 


intere St; 


Technical Notes: New paragraph 95(2)(h, a) oe that for the purposes of | 


paragraphs 95(2)(h. 1) to (h.4) and subsection 95(3.5), if a current vendor disposes, at 
any particular time, of the whole of a specified property (referred to here as the “ini- 
tial specified property”) and as part of a transaction, or series of transactions or 


events, that includes the disposition of the initial specified property, a specified pur- 


chaser in respect of the taxpayer acquires a designated replacement property (see the 
definition “triggering disposition” in subsection 95(3. cede in ene “« the ies ae spec- 
ified property, the following rules apply: y 


° The designated replacement property (referred to here as “the remaining inter- 


est”) is deemed to be a specified property of the current vendor that was Wisroeed 


of at the original disposition time. (Subparagraph 95(2)(h.5)G)) 


The unadjusted suspended loss or capital loss in respect of the remaining interest 
is deemed to be that portion of the unadjusted suspended loss or capital loss in 
respect of the whole of the initial specified property (determined without refer- 
ence to subparagraph 95(2)(h.5)(iii)) that the fair market value of the remaining 
interest, at the time it was acquired, is of the fair market value, at the particular 
time, of the initial specified property. (Subparagraph 95(2)(h.5)(ii)) 

The unadjusted suspended loss or capital loss in respect of the initial specified 
property is deemed to be the amount, if any, by which the unadjusted suspended 
loss or capital loss in respect of the initial specified property (determined without 
reference to subparagraph 95(2)(h.5)(iii)) minus the amount determined by sub- 


The part (referred to’here as the “remaining interest’) of the initial tes pro- 
_ perty not disposed of at that time is deemed to be a specified property of the 


* 
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paragraph 95(2)(h.5)(ii) to be the unadjusted suspended loss or capital loss in 

respect of the remaining interest. (Subparagraph 95(2)(h.5) (ii) 
Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(16), will add paras. 95(2)(h) to (h.5), applicable to dispositions of pro- 
perty that occur after February 27, 2004, except that those paragraphs do not apply in 
respect of a disposition of property that is required to be made under an agreement in 
writing made by the vendor of the property before February 28, 2004. 


Federal Budget, Supplementary Information, Feb. 26, 2008: [See at end of 
Proposed Addition of 95 (2)(c.1)—(c.6) for confirmation that these ro will pro- 
ceed — ed.] 

Related Provisions: 95(2)(h. 3) — be eaied eplacement proper deemed to be 
specified property; 95(2)(h.4)—— Where part of specified property disposed of; 
95(3.5) — Definitions; 95(3.6) — Partnerships and trusts; ate) — oe of trans- 
actions or events. 


(i) [settlement of debt relating’t to excluded property] — 
any income, gain or loss of a foreign affiliate of a taxpayer or of 
a partnership of which a foreign affiliate of a taxpayer is a mem- 
ber (which foreign affiliate or partnership is referred to in this 
paragraph as the “debtor’), for a taxation year or fiscal period of 
the debtor, as the case may be, is deemed to be income, a gain or 
a loss, as the case may be, from the disposition of an excluded 
property of the debtor, if the income, gain or loss is 


(i) derived from the settlement or extinguishment of.a debt of 
the debtor all or substantially all of the proceeds from which 


(A) were used to acquire property, if at all times after the 
time at which the debt became debt of the debtor and 
before the time of that settlement or extinguishment, the 
property (or property substituted for the property) was 
property of the debtor and was, or would if the debtor 
were a foreign affiliate of the taxpayer be, excluded pro- 
perty of the debtor, 


(B) were used at all times to earn income from an active 
business carried on by the debtor, or 


(C) were used by the debtor for a combination of the uses 
described in clause (A) or (B), 


(ii) derived from the settlement or extinguishment of a debt. 


of the debtor all or substantially all of the proceeds from 
which were used to settle or extinguish a debt referred to in 
subparagraph (i) or in this subparagraph, or 

(iii) derived under or as a result of an agreement that pro- 
vides for the purchase, sale or exchange of currency and that 
can reasonably be considered to have been made by the 
debtor to reduce its risk, with respect to a debt referred to in 
subparagraph (i) or (ii), of fluctuations in the value of the 
currency in which the debt was denominated; 


(j) [ACB of partnership interest] — the adjusted cost base 
to a foreign affiliate of a taxpayer of an interest in a partnership 
at any time shall be such amount as is prescribed by regulation; 


Regulations: 5907(12) [to be repealed], 5908(10). 


Proposed Addition — 95(2)(j.1), (j.2) 

G.1) [conditions for para. (j.2) to apply] — paragraph 
(j.2) applies in respect of a particular taxation year of a foreign 
affiliate of a taxpayer and in respect of a particular fiscal pe- 
‘riod of a partnership at the end of which a foreign affiliate of a 
taxpayer is a member of the partnership (which foreign affili- 
ate or partnership i is referred to in this paragraph and paragraph 
7. 2) as the “operator” and which particular taxation year or 
particular fiscal period is referred to in this paragraph and par- 
agraph (j.2) as the “specified taxation sacl if in the specified 
taxation year 


(i) the ‘operator ¢ carries on a business Weieied to in this par- 
agraph and paragraph (j.2) as a “foreign business”), 


(i) the foreign business includes the insuring of risks, 


(iii) the foreign business is not, at any time, a taxable Cana- 
_ dian business, 


(iv) the foreign business is 
(A) an investment business, or 
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S. 95(2)(j.1)(iv)(B) 


(B) a business whose activities include activities 
deemed by paragraph (a.2) or (b) to be a separate busi- 
ness, other than an active business, carried on by the af- 
filiate, and 


(v) in respect of the foreign business, the operator would, 


were it a corporation carrying on the foreign business in 
Canada, be required by law to report to, and be subject to 
the supervision of, a regulatory authority that is the Super- 
intendent of Financial Institutions or a iene authority ofa 
province; 


Related Provisions: 95(2)(u) — Tiers of partnerships. 


(j.2) [policy reserves in respect of insurance busi- 
ness] — if this paragraph applies in respect of a specified tax- 
ation year of an operator, in computing the operator’s income 
or loss from the foreign business for the specified taxation year 
and each subsequent taxation year or fiscal period in which the 
foreign business is carried on by the operator 


Income Tax Act, Part I, Division B 


¢ for the purposes of Part XIV of the Regulations, 


— the operator is deemed to be required by law to report to, and to have beet 
subject to the supervision of, ‘the regulatory authority referred to in subpara- 
graph 95(2)@j.1)(v), and 


— if the operator is a life insurer and the foreign business is a life insurance 
business, the life insurance policies issued in the conduct of that —— are 
deemed to be life insurance policies in Canada. 


For information about the new definition “taxable Canadian business”, see the com- 
mentary to subsection 95(1). 


In connection with the application of these new paragraphs, note the rule in new 
paragraph 95(2)(k.7) [now 95(2)(u) — ed.]. For detail, see the commentary for para- 
graph 95(2)(k.7) [see Technical Notes book or database, under 95(2)(u) — ed.]. 


These new paragraphs apply to taxation years, of a foreign affiliate of a taxpayer, that 
begin after December 20, 2002. These amendments are included in the Fresh Start 
Section 95 Election —* conan’ _— Baers Canadian business” — 
ed.] : 


Absent a Fresh Start Section 95 Election by a taxpayer resident in Canada in respect 
of the taxpayer’s foreign affiliate, subsection 1402(2) of the Regulations (which was 


repealed by P.C. 1999-1154, SOR/99-269, dated June 23, 1999) ensures, if the for- 
eign affiliate of the taxpayer resident in Canada itself is the operator, that a result 
similar to the result afforded the foreign affiliate by new paragraphs 95(2)(j.1) and 
(j.2) is afforded the foreign affiliate for the 1995 and prior. ration. yea of the for- 
eign ; affiliate of the taxpayer resident in Canada. _ J 


Federal Budget, Supplementary Information, Feb. : 26, 2008: Te at end of 
Proposed Addition of Poe 1)-(c.6) for confirmation that these proposals, will pro- 
ceed — ed.] 


Related Provisions; cova — Tiers o paraieuios 


(i) the operator is deemed to carry on the foreign business 
in Canada throughout that part of the specified taxation 
year, and of each of those subsequent taxation years or fis- 
cal periods, in which the onsen} business is carried on by 
the operator, and 


(ii) for the purposes of Part XIV of the Bacula ons 


(A) the operator is deemed to be required by law to re- _ 
port to, and to have been subject to the supervision of, 
the regulatory authority referred to in subparagraph 


G.1)(v), and 


(B) where the operator is a life insurer and the foreign 
business is a life insurance business, the life insurance 
policies issued in the conduct of that business are 
deemed to be life insurance policies in Canada; 


Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(17), will add paras. 95(2)(j.1) and (j.2), applicable to taxation years, of a 
foreign affiliate of a taxpayer, that begin after December 20, 2002 (or after 1994 if 
the Fresh Start s, 95 Election is filed — see Application note to 95(1) ‘taxable Cana- 
dian business”). 


(k) [change in business — fresh start rule] — where, in a 
particular taxation year, a foreign affiliate of a taxpayer 


(i) Carries on an investment business outside Canada and, in 
the preceding taxation year, that business was not an invest- 
ment business of the affiliate (or the definition “investment 
business” in subsection (1) did not apply in respect of the 
business in the preceding taxation year), or 


(11) is deemed by paragraph (a.1), (a.2), (a.3) or (a.4) to carry 
on a separate business, other than an active business, and, in 
the preceding taxation year, that paragraph did not apply to 
: deem the affiliate to be carrying on that separate business, 
Technical Notes: New paragraphs 95(2)(j.1) and G.2) ensure that a foreign affiliate 

of a taxpayer resident in Canada that carries on an insurance business is eligible to 
claim certain policy reserves in connection with an insurance business 1 in computing 
its foreign accrual property income. 


for the purpose of computing the income of the affiliate from the 
investment business or the separate business as the case may be 
(in this subsection referred to as the “foreign business’’) for the 
particular year and each subsequent taxation year in which the 
foreign business is carried on, 


(iii) the affiliate shall be deemed 


(A) to have begun to carry on the foreign business in Can- 
ada at the later of the time the particular year began or the 
time that it began to carry on the foreign business, and 


New paragraph 95(2)(j.1) provides that new paragraph 95(2)(j.2) applies in respect of 
a particular taxation year of a foreign affiliate of a taxpayer and in respect of a partic- 
ular fiscal period of a partnership at the end of which a foreign affiliate of a taxpayer 
is a member of the partnership (which foreign affiliate or partnership is referred to as 
the “operator” and which particular taxation year or particular fiscal period is re- 
ferred to as the “specified taxation year’) if in the specified taxation. year 


« the operator carries on a business (referred to as a “foreign business”), 
(B) to have carried on the foreign business in Canada 
throughout that part of the particular year and each such 


subsequent taxation year in which the foreign business 
was carried on by it, 


the foreign business includes the insuring of risks, 


° 


the foreign business is not, at any time, a “taxable Canadian business” (as newly 
defined in subsection 95(1)), : 

(iv) where the foreign business of the affiliate is a business in 
respect of which, if the foreign business were carried on in 
Canada, the affiliate would be required by law to report to a 
regulating authority in Canada such as the Superintendent of 
Financial Institutions or a similar authority of a province, the 
affiliate shall be deemed to have been required by law to re- 
port to and to have been subject to the supervision of such 
regulating authority, and 


(v) paragraphs 138(11.91)(c) to (f) apply to the affiliate for 
the particular year in respect of the foreign business as if 


the foreign business is 
— an investment business, or 
— a business the activities of which include activities deemed by paragraph 


95(2)(a.2) or (b) to be a separate business, other than an active business, 
carried on by the affiliate, and 


in respect of the foreign business, the operator would, if it were a corporation 
carrying on the foreign business in Canada, be required by law to report to, and 
be subject to the supervision of, a regulatory authority that is the Superintendent 
of Financial Institutions or a similar authority of a province. 


(A) the affiliate were the insurer referred to in subsection 
138(11.91), 


(B) the particular year of the affiliate were the particular 
year of the insurer referred to in that subsection, and 


New paragraph 95(2)(.2) provides that in computing an operator’s income or loss 
from the foreign business for the specified taxation year and each subsequent taxa- 
tion year or fiscal period in which the foreign business is carried on by the operator 


* the operator is deemed to carry on the foreign business in Canada throughout 
that part of the specified taxation year, and of each of those subsequent taxation 
years or fiscal periods, in which the foreign business is carried on by the opera- 
tor, and 


(C) the foreign business of the affiliate were the business 
of the insurer referred to in that- subsection; 
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Proposed Amendment — 95(2)(k) 


(k) [conditions for para. (k.1) to apply] - _ siberaph 
(k.1) applies in respect of a particular taxation year of a foreign 
affiliate of a taxpayer and in respect of a particular fiscal pe- 


riod of a partnership at the end of which a foreign affiliate of a 


_ taxpayer is a member of the partnership (which foreign affili- 
ate or partnership is referred to in this paragraph and paragraph 
_ (k.1) as the “operator” and which particular taxation year or 
_ particular fiscal period is referred to in this paragraph and par- 


agraph (k.1) as the “specified taxation year”) if — 


(i) in the specified taxation year, the operator carries on a 


business (referred to in this paragraph and, subject to para- 


graph (k.6),' in paragraph (k. 1), as a “foreign business”), 
(ii) the foreign business is not, at any time in the specified 
taxation year, a taxable Canadian business, — 
Gi tm the specified taxation year, the et business is 
(A) an investment business, : 
2 (B). a business whose activities clude” activities 
deemed by any of paragraphs (a.1) to (b) to be a sepa- 
rate business, other than an active Dusinices, carried on 
by the’ affiliate, or 
(C)a business the income fons which is ; included by 
paragraph (1) in computing the affiliate’s income from 
_ property for the specified taxation year, and 


(iv) in the taxation year of the affiliate or the fiscal period 


of the partnership that includes the day that i is immediately 
before the beginning of the specified taxation year, 


(A) the affiliate or ae ee carried on the foreign 


a 


_ business, 


(B) the foreign bibstonss was not, at a0 time, a taxable 


Canadian business, and © 


(C) the foreign ‘business. ‘was not. cube in any of 


clauses (iii)(A) to (C); 


Bppiication. The February 27, 2004 draft legislation (Part 2 — ee efile. 


subsec. 133(17), will amend para. 95(2)(k) to read as above, applicable to taxation 
years, of a foreign affiliate of a taxpayer, that begin after December 20, 2002 (or after 
1994 if the Fresh Start s. 95 Election is filed — see ene note to 95(1)“taxable 
Canadian business’). 


If the Fresh Start s. 95 Election is made then in anivian ci SOWENO for 
taxation years, of all foreign affiliates of the taxpayer, that begin before December 
21, 2002, that clause is to be read in respect of those affiliates as ee 


(C) either 


@ ue foreign business was not pe: in we of oe Gan) » ©. 
or 


(I) the definition “investment business” in ‘subsection qd) did not apply in 
respect of the foreign business in the specified taxation year; 


In applying subpara. 95(2)(k)(iv) (before the amendment above) to taxation years, of 
foreign affiliates of a taxpayer, that end after 1999 and begin before December 21, 

2002, that subpara. is, unless the taxpayer makes the. Fie Start s. 95 Election, to be 
read as follows: . 5 


(iv) if the foreign business of the affiliate is a business in | respect of hil the 
affiliate would, if the foreign business were carried on in Canada, be required 
by law to report to a regulating authority in Canada such as the es 
of Financial Institutions or a similar authority of a province, 


(A) the affiliate is deemed to be required by law to report to and to be 
subject to the supervision of such regulating authority, and _ 


(B) if the affiliate is a life insurer ‘and the foreign business of the affiliate 
is a life insurance business, the life insurance policies issued in the con- _ 
duct of that business are deemed to be life i insurance policies in Canada, | 
and 


Technical Notes: Paragraph 95(2)(k) provides fresh start rules that, in gener 
terms, are triggered if there is one of two types of changes to the business activities 
of a foreign affiliate of a taxpayer resident in Canada, namely: 


e ina particular taxation year, the foreign affiliate of the taxpayer resident in Can- 

ada carries on an investment business outside Canada and, in the preceding taxa- 

tion year, that business was not an investment business (as defined in subsection 
95(1)) of the foreign affiliate, or - 


* ina particular taxation year, the foreign affiliate of the taxpayer resident in Can- 
ada is deemed by paragraph 95(2)(a.1), (a.2), (a.3) or (a.4) to carry on a separate 
business, other than an active business, and, in the preceding taxation year, the 


foreign: affiliate was not deemed st ae pastes to be carrying on that separate 
business. _ | 


Paragraph 95(2)(k) refers to that investment business or that separate business as the 
“foreign business”. 


The fresh start rules, set out in pamomat 95(2)(k), also a“ where a foreign affili- 
ate of a taxpayer resident in Canada begins to carry on a particular business in the 
particular year and the particular business was an investment business of the foreign 


affiliate (or was comprised « of activities deemed by paragraph 95(2)(a.1), (a.2), (a.3) 


or (a.4) to be a cm odes other than a an active uae carried on es the 
foreign affiliate). ‘ 


These fresh start tules Se for the purpose of one the forcibn accrual pro- 
perty income (FAPD, of a foreign affiliate of a taxpayer resident in Canada in respect 
of the taxpayer, from a foreign business for a particular taxation year of the foreign 
affiliate and for each subsequent taxation year in which the foreign business is con- 
sidered to be carried on. In general terms, the fresh start rules provide for the follow- 


ing in computing the foreign affiliate’s ball in respect of the taxpayer from the 


foreign business for those ‘years: 


¢ The foreign affiliate is deemed to have began to carry on the foreign business in 
Canada at the later of the time the particular taxation year began and the time the 


. foreign affiliate began carrying on the foreign business. The foreign affiliate is” 


also deemed to have carried on the foreign business in Canada throughout that 
part of the particular taxation year and each subsequent taxation year in which 
the foreign business is considered to be carried on by the foreign affiliate. 


Be 


Where the foreign business i is a business in 1 respect of which the foreign affiliate 
_ would, if the foreign business were carried on in Canada, be required by law to 
. report toa regulating authority such as the federal Superintendent of Financial 


__ Institutions or a similar authority of a province, the foreign affiliate is deemed to 


have been subject to the supervision of such a regulating authority. 


: Paragraphs 138(11.91)(c) to (f) apply to the foreign affiliate in respect of the 
_ foreign business as if the foreign affiliate were the insurer referred to in subsec- 
tion 138(11. 91), the particular taxation year were the particular year referred to 
in those paragraphs and the foreign business were ve Steines. of lak insurer 
- referred to in those paragraphs. 7 7 


The fresh start rules in subparagraph 95(2)(k) ensure that the income of the force 
affiliate from the foreign business is calculated using Canadian tax rules. For exam- 


ple, the rule deeming the foreign affiliate to be subject to the supervision of a regulat- 


ing authority permits the foreign affiliate to claim certain reserves in respect of insur- 
ance policies in connection with the foreign business. As well, there is a deemed 


disposition and reacquisition of property used or held in the foreign business immedi-_ 


ately before the beginning of the particular taxation year. The fresh start rules ensure 
that income or losses accruing in prior periods do not enter into the income calcula- 
tions for the foreign eee in the ae taxation yeu or in subsequent taxation 
years. : y ee 


A number of amendments are made to these fresh start rules. Note that paragraph 
95(2)(k) is being divided into amended paragraph 95(2)(k) and new paragraph 
95(2)(k.1). Amended paragraph 95(2)(k) defines the circumstances to which the fresh 
start rules apply, and new paragraph 95(2)(k. 1) contains the substantive Provisions of 
the fresh Start rules. 


Amended paragraph 95(2)(k) So dee ‘that new paragraph 95(2)(k. 1) applies in re- 
spect of a particular taxation year of a foreign affiliate of a taxpayer resident in Can- 
ada and in respect of a particular fiscal period of a partnership at the end of which a 
foreign affiliate of a taxpayer resident in Canada is a member of the partnership 
(which foreign affiliate or partnership i is referred to as the “operator” and which par- 
ticular taxation year or particular fiscal period i is referred © as the — taxation 
ve it the following four conditions are met: 


* in the specified taxation year, the operator carries on a 2 business (referred to in 
amended paragraph 95(2)(k) and, subject to new paragraph 95(2)(k.6), in new 
; paragraph 95(2)(k.1), as a “foreign business”), 


the foreign business is not, at any time in the epeetticd taxation year, a “taxable 
Canadian business’, 


in the specified taxation year, “the foreign business is 


s 


—— af investment business (clause 95(2)(k)(iii)(A)), 


—a busiriess the activities of which include nchuitis deed by any of 
paragraphs 95(2)(a.1) to (6) to be a separate business, other than an active 
business, carried on by the foreign affiliate (clause 95(2)(k)(ili)(B)), or 


—— a business the income from which is included by paragraph 95(2)(1) in com- 
_ puting the foreign affiliate’s income from property for the specified taxation 
year ey PENNE) 


and | 


¢ in the een year of the foreien affiliate, or fiscal period of the partnership, 
that includes the day that i is immediately before the beginning of the specified 
taxation year) 


— the foreign affiliate or the partnership ee on the foreign business, 


—— the foreign business was not, at any time, a “taxable Canadian business’’, and 
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S. 95(2)(k) Income Tax Act, Part I, Division B 


— the foreign business was not described in any of clauses 95(2)(k)(ii)(A), (B) 
and (C). 


In connection with the first of these conditions, see the commentary to new subpara- 
graph 95(2)(k.6). 

Letter from Dept. of Finance, Jan. 8, 2001: 

Dear [xxx]:... 


You have also requested amendments to paragraph 95(2)(k) of the Act. The purpose 
of these amendments would be to permit a foreign affiliate of a Canadian multina- 
tional insurer to deduct reserves in respect of foreign life insurance policies in com- 
puting its foreign accrual property income derived from carrying on a foreign life 
insurance business. We are sympathetic to this request. Consequently, we will rec- 
ommend such amendments to the Minister of Finance. The amendments will be simi- 
lar to those suggested in your letter and will be effective for taxation years ending 
after 1999, 


Thank you for bringing these matters to our attention. 
Yours sincerely, 


Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 95(2)(u) — Tiers of partnerships; 253 — Whether business car- 
ried on in Canada. 


Regulations: 5907(2.9) (computation of earnings for preceding taxation year). 


Proposed Addition — 95(2)(k.1)—(k.6) 


(k.1) [change in business — fresh start rule] — if this 
paragraph applies in respect of a specified taxation year of an 
operator, in computing the operator’s income or loss from the 
foreign business, and in computing the operator’s capital gain 
or capital loss from the disposition of property used or held in 
the course of carrying on the foreign business, for the specified 
taxation year and each subsequent taxation year or fiscal pe- 
riod in which the foreign business is carried on by the operator 


(i) the operator is deemed 


(A) to have begun to carry on the foreign business in 
Canada at the beginning of the specified taxation year, 
and 


(B) to carry on the foreign business in Canada through- 
out that part of the specified taxation year, and of each 
of those subsequent taxation years or fiscal periods, in 
which the foreign business is carried on by the operator, 


(11) where, in respect of the foreign business, the operator 
would, if it were a corporation carrying on the foreign busi- 
ness in Canada, be required by law to report to, and be sub- 
ject to the supervision of, a regulatory authority that is the 
Superintendent of Financial Institutions or a similar author- 
ity of a province, 


(A) the operator is deemed to be required by law to re- 
port to, and to have been subject to the supervision of, 
such regulating authority, and 


(B) if the operator is a life insurer and the foreign busi- 
ness is a life insurance business, the life insurance poli- 
cies issued in the conduct of that business are deemed to 
be life insurance policies in Canada, 


(ili) paragraphs 138(11.91)(c) to (e) apply to the operator 
for the specified taxation year in respect of the foreign busi- 
ness as if 


(A) the operator were the insurer referred to in subsec- 
tion 138(11.91), 


(B) the specified taxation year of the operator were the 
particular taxation year of the insurer referred to in that 
subsection, 


(C) the foreign business of the operator were the busi- 
ness of the insurer referred to in that subsection, and 


(D) the reference in paragraph 138(11.91)(e) to “pro- 
perty owned by it at that time that is designated insur- 
ance property in respect of the business” were read as a 
reference to “property owned or held by it at that time 
that is used or held by it in the particular taxation year in 
the course of carrying on the insurance business”, and 


(iv) if a particular property is deemed, because of the appli- 
cation of subparagraph (iii) and paragraph 138(11.91)(e), to 
have been disposed of in the preceding taxation year by the 
operator (which disposition is referred to in this subpara- 
graph as a “particular disposition” of the particular 
property), 
(A) the amount of the foreign affiliate’s income, gain or 
loss (which income, gain or loss is referred to in this 
subparagraph as the “deferred amount’) derived from 
the operator’s income, gain or loss from the particular 
disposition of the particular property 


(1) is to be included in computing the foreign affili- 
‘ate’s income, gain or loss for its taxation year that 
includes the last day of the operator’s taxation year 
or fiscal period in which the particular property is 
disposed of by the operator in a disposition that is 
not the particular disposition, and 


(II) is not to be included in computing the foreign 
affiliate’s income, gain or loss for its taxation year 
that includes the last day of the operator’s taxation 
year that includes the time of the particular disposi- 
tion of the particular property, and 


(B) the portion of the income taxes paid by the foreign 
affiliate to, or recovered by the foreign affiliate from, 
the government of a country other than Canada that may 
reasonably be considered to relate to the deferred 
amount is not to be included in determining income 
taxes paid to or recovered in respect of any other in- 
come, gain or loss of the foreign affiliate; 
Technical Notes: New paragraph 95(2)(k.1) provides that, in computing the opera- 
tor’s income or loss from the foreign business, and in computing the operator’s capi- 
tal gain or capital loss from the disposition of property used or held in the course of 
carrying on the foreign business, for the specified taxation year and each subsequent 
taxation year or fiscal period in which the foreign business is carried on by the opera- 
tor, 


¢ the operator is deemed 


— to have begun to carry on the foreign business in Canada at the beginning of 
the specified taxation year, and 


— to carry on the foreign business in Canada throughout that part of the speci- 
fied taxation year, and of each of those subsequent taxation years or fiscal 
periods, in which the foreign business is carried on by the operator, 


(subparagraph 95(2)(k.1)(i)) 


¢ where, in respect of the foreign business, the operator would, if it were a corpo- 
ration carrying on the foreign business in Canada, be required by law to report 
to, and be subject to the supervision of, a regulatory authority that is the Superin- 
tendent of Financial Institutions or a similar authority of a province, 


— the operator is deemed to have been required by law to report to, and to have 
been subject to the supervision of, such regulating authority, and 


— if the operator is a life insurer and the foreign business is a life insurance 
business, the life insurance policies issued in the conduct of that business are 
deemed to be life insurance policies in Canada, 


(subparagraph 95(2)(k.1)(ii)) : 

* paragraphs 138(11.91)(c) to (e) apply to the operator for the specified taxation 
year in respect of the foreign business as if 
— the operator were the insurer referred to in subsection 138(11.91), 


— the specified taxation year of the operator were the particular taxation year 
of the insurer referred to in that subsection, 


— the foreign business of the operator were the business of the insurer referred 
to in that subsection, and 


— the reference in paragraph 138(11.91)(e) to “property owned by it at that 
time is designated insurance property in respect of the business” were read 
as a reference to “property owned or held by it at that time used or held by it 
in the particular taxation year in the course of carrying on the insurance busi- 
ness”, (subparagraph 95(2)(k.1)(iii)) 


and 


¢ if a particular property is deemed, because of the application of subparagraph 
95(2)(k.1)(ii1) and paragraph 138(11.91)(e), to have been disposed of in the pre- 
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ceding taxation year by the operator (which disposition is referred to in this sub- 
paragraph as a “particular disposition” of the particular property), 


— the amount of the foreign affiliate’s income, gain or loss (which income, 

- gain or loss is referred to in this subparagraph as the “deferred amount”) 

derived from the operator's income, gain or loss i the particular disposi- 
tion of the particular property 


¢ is to be included in computing the foreign affiliate’s income, gain or loss 
for its taxation year that includes the last day of the operator’ $s taxation 
year or fiscal period in which the particular property is disposed of by 
‘ the operator in a disposition that is not the particular disposition, and 


* is not to be included in computing the foreign affiliate’s income, gain or 
loss for its taxation year that includes the last day of the operator’s taxa- 
tion year that includes the time of the particular disposition of the partic- 
ular Property, and 


— the portion of the i income taxes paid by the foreign affiliate to, or recovered 
by the foreign affiliate from, the government of a country other than Canada 


. that may reasonably be considered to relate to the deferred amount is not to 


be included in determining income taxes paid to or recovered in respect of 
any other income, gain or loss of the foreign affiliate. 


(sabparagvaph 95(2)(k. 1)(v)) 


In general terms, the amendments to paragraphs 95(2)(k) and (k.1) can be summa- 
mized as follows: 


First, the amendments ensure that the Gach start rules apply not only if the particular 
business is carried on by a foreign affiliate of a taxpayer resident in Canada, but also 
if the particular business is carried on by a partnership of which a foreign affiliate of 


a taxpayer resident in Canada is a member. These amendments ensure, in the case of 


partnerships, that the fresh start rules will work on the basis of fiscal periods of the 
partnership and will therefore be relevant in the computation of the foreign affiliate 
*s foreign accrual property income for the foreign affiliate’s taxation year that in- 
cludes a fiscal period to which the fresh start rules apply. In amended paragraph 


95(2)(k) and new paragraph 95(2)(k.1), the expression “operator” refers to the for- 


eign affiliate (if the foreign affiliate directly carries on the particular business) or to 


the partnership (if the foreign affiliate carries on the particular business through the 


partnership). 


Second, the amendments ensure that the fresh start rules are no longer triggered if the 
operator begins to carry on the particular business in the specified taxation year and 
did not carry on the particular business in the preceding taxation year. However, it is 


possible that, in such a situation, new paragraphs 95(2)(j.1) and (j.2) may apply. For 
further detail, see the commentary to new paragraphs 95(2)(j.1) and G.2). 


Third, the amendments ensure that the type of change in business activities that trig- 

gers the fresh start rules is a change that meets the following conditions: 

- ¢ in the specified taxation year, the operator carries on a business (a “foreign 
business’), 


© in the specified taxation year, the foreign business is 
— an investment business, 
— a business whose activities include activities deemed by any of paragraphs 


95(2)(a.1) to (b) to be a separate business (other than an active business) 
carried on by the foreign affiliate, or 


— a business the income from which is included by paragraph 95(2)(1) in com- 
puting the foreign affiliate’s income from property for the specified taxation 
year, 


© in the preceding taxation year or fiscal period, the foreign affiliate or the partner- 
ship carried on the foreign business, and 


_ * in that preceding taxation year or fiscal period, the foreign business was not de- 
scribed in any of clauses 95(2)(k)G@ii)(A), (B) and (C). 
Fourth, new paragraph 95(2)(k) provides that, in order for the fresh start rules to be 
triggered, the foreign business of the operator 
* cannot, at any time in the specified taxation year, be a taxable Canadian business 
of the operator, and 


* cannot, at any time in the preceding taxation year or fiscal period, have been a 
__. taxable Canadian business of the foreign affiliate or the partnership. 
For more detail, see the commentary to the new definition “taxable Canadian busi- 
ness” in subsection 95(1). 
Fifth, new paragraph 95(2)(k.1) provides that life insurance policies issued by a for- 
eign business of a foreign affiliate of a taxpayer resident in Canada in the conduct of 
that business are deemed to be life insurance policies in Canada if 
* the operator would be required by law to report to the Superintendent of Finan- 
cial Institutions or to a similar authority of a province in respect of the foreign 
business if the operator were a corporation carrying on the foreign business, 


* the foreign business is a life insurance business, and 


* the operator is a life insurer. 


S..95(2)(K.1) 


This new rule ensures that the operator is eligible to claim certain policy reserves in 
connection with the life insurance business. 


Sixth, new paragraph 95(2)(k.1) makes it clear that, in applying paragraph 
138(11.91)(e) to the fresh start rules, the reference in paragraph 138(11.91)(e) to 
“property owned by it at that time that is designated insurance property in respect of 
the business” is to be read as a reference to “property owned or held by it at that time 
that is used or held by the insurer in the particular taxation year in the course of 
carrying on the insurance business”. 


Seventh, consequential to the repeal of paragraph 138(1 1.91)(f), the reference, in the 
fresh start rules, to “paragraphs 138(11.91)(c) to (f)” is changed to read “paragraphs 
1380.1 91)(c) to (e)”. For more detail, see the commentary to Epona 138(1 1.91). 


Eighth, subparagraph 95(2)(k. liv) provides that the income, gain or loss from the 
deemed disposition of a particular property under subparagraph 95(2)(k.1)(iii) is only 
to be included in computing the foreign affiliate’s income, gain or loss in the taxation 
year in which the property is disposed of in a transaction other than the deemed 
disposition. The recognition of foreign income tax recoveries paid or recovered that 
is related to the deferred income, gain or loss is to matched with the recognition of 
that income, gain or loss. 


New paragraphs 95(2)(k) and (k.1) apply to taxation years of foreign affiliates of a 
taxpayer resident in Canada that begin after December 20, 2002. These amendments 
are included in the Fresh Start Section 95 Election package described [under 
95(1)“taxable Canadian business’ — ed.] 


However, note that this set of proposals sets out a number of transitional rules with 
respect to the application of paragraphs 95(2)(k) and (k.1). 


First, in applying new paragraph 95(2)(k.1) for taxation years, of a foreign affiliate of 
the taxpayer, that begin on or before February 27, 2004, that paragraph is to be read 
without reference to subparagraph 95(2)(k.1)(G@v). 


Second, in the case where the taxpayer has made a valid Fresh Start Section 95 Elec- 
tion, in applying new clause 95(2)(k)(iv)(C), for taxation years, of all foreign affili- 
ates of the taxpayer, that begin before December 21, 2002, that clause is to be read in 
respect of those affiliates as follows: 


(C) either 


(® the foreign business was not described in any of clauses (iii)(A) to (C), 
or 


(ID) the definition “investment business” in subsection (4) did not apply in 
respect of the foreign business in the specified taxation year; 


Third, in applying existing subparagraph 95(2)(k)Gv) to taxation years, of foreign 
affiliates of a taxpayer, that end after 1999 and begin before December 21, 2002, that 
subparagraph is, unless the taxpayer makes a valid Fresh Start Section 95 Election, to 
be read as follows: 


(iv) if the foreign business of the affiliate is a business in respect of which the 
affiliate would, if the foreign business were carried on in Canada, be required 
by law to report to a regulating authority in Canada such as the Superintendent 
of Financial Institutions or a similar authority of a province, 


(A) the affiliate is deemed to be required by law to report to and to be 
subject to the supervision of such regulating authority, and 


(B) if the affiliate is a life insurer and the foreign business of the affiliate 
is a life insurance business, the life insurance policies issued in the con- 
duct of that business are deemed to be life insurance policies in Canada, 


Forco, a wholly-owned foreign affiliate of Canco, is deemed to carry on an in- 
vestment business. The principal purpose of Forco’s business is to derive income 
from trading or dealing in securities. The particular taxation year of Forco in 
respect of which paragraphs 95(2)(k) and (k.1) apply to the investment business 
is its taxation year ended December 31, 1995 (its “1995 taxation year”). Forco 
had acquired only one security for $10 million. The fair market value of the 
security was $12 million at the end of its taxation year that ended on December 
31, 1994 (its “1994 taxation year”). Assume, for the purposes of this example, 
that Canco has made a valid Fresh Start Section 95 Election. 


Application of paragraphs 95(2)(k) and {k.1) 


Forco is deemed to have, at the end of its 1994 taxation year, disposed of all the 
securities used or held by it in respect of the investment business. The amount of 
$2 million (i.e., $12 million minus $10 million) would be added to the “earn- 
ings” of Forco in the taxation year in which it disposed of the securities. Follow- 
ing the deemed reacquisition of the securities at the beginning of its 1995 taxa- 
tion year, Forco would have $12 million as the cost of its securities for the 
purposes of computing its income from the investment business. For additional 
detail, refer to the commentary to subsection 5907(2.9) of the Regulations. 


Related Provisions: 95(2)(u) — Tiers of partnerships; 95(2)(y) — Meaning of 
“government of a country”; 253 — Whether business carried on in Canada. 


653 


” 
= 
° 
a 
Ae) 
ke 
° 
a 
— 
fe) 
Oo 
bet 
c 
® 
A 
72) 
® 
is 
= 
ie) 
= 
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Regulations: 5907(2.9) (computation of earnings for preceding taxation year); 

5907(2.91) (property deemed disposed of and reacquired). 
(k.2) [conditions for para. (k.3) to apply] — paragraph 
(k.3) applies in respect of a particular taxation year of a foreign 
affiliate of a taxpayer or in respect of a particular fiscal period 
of a partnership at the end of which a foreign affiliate of a tax- 
payer is a member of the partnership (which foreign affiliate or 
partnership is referred to in this paragraph and paragraph (k.3) 
as the “operator” and which particular taxation year or particu- 
lar fiscal period is referred to in this paragraph and paragraph 
(k.3) as the “specified taxation year’) if 


(i) in the taxation year of the affiliate, or fiscal period of the 
partnership, (which taxation year or fiscal period i is referred 
to in this paragraph and paragraph (k.3) as “the preceding 
taxation year’) that includes the day immediately before the 
beginning of the specified taxation year, the affiliate or 
partnership carried on a business (which is referred to in 
this paragraph and, subject to paragraph (k.6), in paragraph 
(k.3), as a “foreign business’), . 

(ii) the foreign business was not, at any time in the preced- 
ing taxation year, a taxable Canadian business, 


(iii) in the preceding taxation year, the foreign business was 
(A) an investment business, 


(B) a business whose activities included activities 
deemed by any of paragraphs (a.1) to (b) to be a sepa- 
rate business, other than an active business, catnice on 
by the affiliate, or 


(C) a business the income from which is included by 
paragraph (1) in computing the affiliate’s income from 
property for the preceding taxation year, and 

(iv) éither 
(A) at any time in the specified taxation year, the oe 
tor carries on the foreign business and 


(1) the foreign business is an active business that is 


not a taxable Canadian business, or 
(II) all or substantially all of the fair market value of 


the property of the operator used or held by the oper- | 


ator in the course of carrying on the foreign business 
is attributable to property of the ieee that is ex- 
cluded property, or — 


(B) at no time in the specified taxation year does the 
operator carry on the foreign business; 


Technical Notes: New paragraphs 95(2)(k.2) and (k.3) operate together and, in 
general terms, provide for fresh start rules that are triggered if a business carried on 
that is not an active business of a foreign affiliate of a taxpayer resident in Canada (or 
a business of a partnership of which the foreign affiliate is a member) becomes, in a 
particular taxation year of the foreign affiliate or in a particular fiscal period of the 
partnership (as the case may be), an active business. These fresh start rules apply in 
computing the foreign affiliate’s foreign accrual property income (FAPI) in respect 
of the taxpayer from that business for the preceding taxation year or fiscal period. 


Paragraph 95(2)(k.2) provides that paragraph 95(2)(k.3) applies in respect of a partic- 
ular taxation year of a foreign affiliate of a taxpayer or in respect of a particular fiscal 
period of a partnership at the end of which a foreign affiliate of a taxpayer is a mem- 
ber of the partnership (which foreign affiliate or partnership is referred to as the “op 
erator” and which particular taxation year or particular fiscal period is referred to as 
the “specified taxation year’) if the following four conditions are met: 


* in the preceding taxation year of the foreign affiliate or fiscal period of the part- 
nership (which taxation year or fiscal period is referred to in this paragraph and 
paragraph (k.3) as the “preceding taxation year’) that includes the day immedi- 
ately before the beginning of the specified taxation year, the foreign affiliate or 
the partnership carried on a business (which is referred to in paragraph 95(2)(k.2) 
and, subject to paragraph (k.6), in paragraph 95(2)(k.3), as the “foreign 

_business”), 


* the foreign business was not, at any time in the preceding taxation year, a “taxa- 
ble Canadian business’’, 

* in the preceding taxation year, the foreign business was 
— an investment business (clause 95(2)(k.2)(iii)(A)), 


— a business whose activities included activities deemed by any of paragraphs 


95(2)(a.1) to (b) to be a separate business, other than’ an active business, - 


carried on by the affiliate (clause 95(2)(k.2)(iii)(B)), or 


Income Tax Act, Part I, Division B 


— a business the income from which is included by paragraph 95(2)(1) in com- 
puting the affiliate’s income from property for that preceding taxation year 
or fiscal period (clause 95(2)(k.2)(iii)(C)), and 


¢ either 


— at any time in the specified taxation year the operator carries on the foreign 
business, and 


* the foreign business is an active business that is not a “taxable Canadian 
business” (subclause 95(2)(k.2)(iv (A)(D, or 


* all or substantially all of the fair market value of the property of the 
operator used or held by the operator in the course of carrying on the 
foreign business is attributable to property of the operator that is ex- 

_ cluded property (subclause 95(2)(k.2)(iv)(A)UID), or 


— at no time in the specified taxation year does the operator carry on the for- 
eign business. 


In connection with the first of these four conditions, see the commentary on new 
subparagraph 95(2)(k.6). 


For detail on the new definition “taxable Canadian business’, see the commentary to 
subsection 95(1). 2 @ 


The fresh start rules in paragraph 95(2)(k.3) provide that, in computing the operator’s 
income or loss from the foreign business and in computing the operator’s capital gain . 
or capital loss from the disposition of property used or held in the course of carrying 
on the foreign business, for the preceding taxation year or fiscal period referred to in 
paragraph 95(2)(k. 2) and for the specified taxation year of the operator and the ns nis 
ator’s subsequent taxation years or fiscal periods, 


* the operator is deemed to have ceased to carry on the foreign business i in Canada 
at the beginning of the specified taxation year, and 


* subject to subparagraph 95(2)(k.3)Gii), paragraphs 138(11.91)(c) to (e) apply to 
the operator for the specified taxation year in respect of the foreign business as if 


— the operator were the “insurer” referred to in subsection 138(11.91), 


— the specified taxation year of the operator were the “particular taxation year” 
of the insurer referred to in that subsection, : 


— the foreign business of the operator were the business of the insurer referred 
10 in that subsection, 


_ — the reference i in gk 138(11 91ye) 1 to “property owned by it at that 
time that is designated insurance property in respect of the business” were 
read as a reference to “property owned or held by it at that time that is used 
or held by the insurer in the particular taxation year in the course of carrying 
on the insurance business”, and 


—- where, under subparagraph 95(2)(k.3)(iil), the taxpayer elects in prescribed 
manner and within the prescribed time (see proposed new section 5918 of 
the Regulations), to have that subparagraph apply in respect of every pro- 
perty that is deemed, because of the application of subparagraph 
95(2)(k.3)(ii) and paragraph 138(11.91)(e), to have been disposed of in the 
specified taxation year by the operator (each such property referred to as the 
“particular property” and each such disposition referred to as the “particular 
disposition” of the particular property”); the following rules apply: 


¢ the amount of the foreign affiliate’s income, gain or loss (which income, 
_ gain or loss is referred to as the “deferred amount”) derived from the 
operator's income, gain or loss from a particular disposition of a particu- 
lar property 
-—— is to be included in computing the foreign affiliate’s foreign scorual 
property income in respect of the taxpayer for the foreign affiliate’s 
taxation year that includes the last of the operator’s taxation year or 
fiscal period in which the particular property is disposed of by the 
operator in a disposition that is not the particular disposition, and 
— is not to be included in computing the foreign affiliate’s foreign ac- 
crual property income in respect of the taxpayer for the foreign af- 
filiate’s taxation year that includes the last day of the operator's tax- 
ation year or fiscal period that includes the time of the particular 
disposition of the particular property, and 


© the portion, of the income taxes paid by the foreign affiliate to, or recov- 
ered by the foreign affiliate from, the government of a country other 
than Canada that may reasonably be considered to relate to the deferred 
amount is not to be included in determining income taxes paid to or 
recovered in respect of any other income, gain or loss of the ree 
affiliate. 


Paragraphs 95(2)(k.2) and (k.3) ensure that, if a foreign business that is an active 
business in the specified taxation year was not an active business in the immediately 
preceding taxation year or fiscal period, as the case may be, any accrued gains will 
be included in computing the FAPI of the foreign affiliate in that preceding taxation 
year or fiscal period. The active business income of the foreign affiliate will reflect 
income, gains and losses accruing in the specified taxation year and in subsequent 
taxation years or fiscal periods, as the case may be. The reference, in subsection 
95(2)(k.3), to paragraphs 138(11.91)(c) to (e), ensures that, immediately before the 
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beginning of the specified taxation. eH) there is a deemed. ei and freed 


New satabraphs 95(2)(k. ay lid +k 3) apply to rasthtion: weirs a8 ‘a oteion affiliate of a 
taxpayer that begin after December 20, 2002. However, this set of proposals provides 


that, in applying new paragraph 95(2)(k.2) for taxation years, of a foreign affiliate of - 


the taxpayer, that begin on or before February 27, 2004, ‘that oo. is to be tead 
pent reference to subclause 95(2)(k. VOD os 


_. Example. 
> Pacis’ 


 Forco, a 1 wholly-owned foreign affiliate of Canco, red on a ‘particular busi- 
ness that was an investment business throughout its. taxation year that ended 
; ~ December 31; 2004. Forco is resident in a country that is a designated i treaty 
- country for the purposes. of Part LIX of the Regulations, In its taxation year that 


ended December 3k, 2005 a its ee taxation fe 2 business. activities consti- . 


tute an active business.’ 


At the end of its 2004 taxation year, Peréo owned capital property with a cost : 
amount of $6 million, and inventory with a cost amount of $2 million, that was — 
property used or held in the course of carrying on this business, At the end of 


__ that taxation year, the fair market value of Forco’s capital property was. oes 
5 million and the fair market value of its inventory was SM, million. 
Application of paragraphs 95(2)lk. 2h. and. (k3) a. _ _ 
Forco would be deemed to have, immediately before the end of its 2004 taxation 


| year, disposed of all of its property sae PEAKE. equal, to ae market rae of 
- that property at that time. J 


Inc connection with the deemed disposition of t the ae property, Forco would 
_. be deemed to have a capital gain of $4 million (i.e., $10 million minus $6 mil- 
lion). Therefore, the taxable capital gain would be $2 million. ‘Subject to a tax- 

_ payer election described below, the $2 million of taxable capital gains will be 

included in computing Forco’s FAPI for the 2004 taxation year. Following the 
deemed reacquisition of the capital property at the end of its 2004 taxation year, 

Forco would have a cost in the amount of $10 million for the capital property. 


s Subject to a taxpayer election described 
_ disposition of the inventory, Forco would ‘b deemed to have income of $2 mil- 
_ lion that aes be included in hey oasis the ie 


“amount eS, $4 millon for ae lemon 


For fresh starts in taxation years of a foreign. affiliate. : a aay resident i in 


Canada commencing after December 20, 2002, where the taxpayer elects (sub- _ 


paragraph 95(2)(k.3)(iv)), the gain and income arising because of the applica- 


‘tion of paragraph 95(2)(k.3) can be recognized by the foreign affiliate in the — 


a year the property is disposed of by foreign affiliate in a disposition other a dis- 


W, ‘in connection with We deemed 


S. 95(2)(K.4)(iv) 


_ that is used or held by it in the particular taxation year in 
the course of carrying on the insurance business”, and 


2 (ii) where the taxpayer ‘so elects, 'in prescribed manner and 

- within the prescribed time, to have this subparagraph apply — 
__. in respect of each property that is deemed, because of the 
application of» subparagraph » (i) © and — paragraph 

yas 1 IIe), to have been disposed of in the specified © 
"taxation year by the operator (each such property referred 
to in this subparagraph as a “particular property” and each 


o . such disposition of a particular property referred to in this. 


- eens as a “particular een | of the ee 
_ property) — as a 
(A) the amount of the foreign affiliate’ s income, gain or 
__ loss (which income, gain or loss is referred to in this 
ubparagraph as the “deferred amount”) derived from — 
the operator’s income, gain or loss from a particular dis- 
position of a particular property 


(I) i is to. be included in. computing the foreign affili- 
ate’s foreign accrual property income in respect of 
_ the taxpayer for the foreign affiliate’s taxation year 
“that includes the last day of the operator’s taxation 
_ ‘year or fiscal period in which the particular property 
__ is disposed of by the operator in a disposition that is_ 
_ not the particular disposition, and | 


ci) is not to be included in computing the foreign 
_affiliate’s foreign accrual property income in respect © 
_ of the taxpayer for the foreign affiliate’s taxation 
snc -YOaT! that includes: the last day of the operator’s taxa- 
_ tion year or fiscal period that includes the time of the 
particular disposition of the particular property, and 


_ (B) the portion of the income taxes paid by the foreign 
_ affiliate to, or recovered by the foreign affiliate from, 
- the government of a country other than Canada that may 
reasonably be considered to relate to the deferred 
amount is not to be included in determining income 
‘taxes: paid to or recovered in respect of any other in- 
come, gain or loss of the SOR eR affiliate; 
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Related Provisions: 95(2)(u) — Tiers of partnerships. 
(k.3) [fresh start rule where business be oiries labtive: 


_ position deemed, because of the application ef bee agen ai) and 


paragraph 138(11.91)(e), to have occurred. 


business] — if this ‘paragraph: applies i in respect of a speci- 


- fied taxation year of an operator, in computing the operator's — 


income or loss from the foreign business, and in computing the 


operator's capital gain or capital loss from the disposition of — 
_ property used or held in the course of carrying on the foreign — 


business, for the preceding taxation year or fiscal period Te- 


_ ferred to in paragraph (k.2) and for the specified taxation year 
of the operator and ane lope S re ih oe aanyeas. or 


fiscal periods 
(i) the operator is deemed to have ceased to ca 


foreign business in Canada at the Myleene of the specified _ 


taxation year, 


(ii) subject to subparagraph (ii), irik 1 38(1 One 
to (e) apply to the operator for the specified taxation year in 


respect of the foreign business as if — 


(A) the operator were the insurer referred toi in subsec- 


tion 138(11.91), © ee i 


(B) the specified taxation year of the pes were. me 
particular taxation year wh a insurer ey to in sat ; 


subsection, 


(C) the foreign buisness of the Spelaise were the Busi’ : 


ness of the insurer referred to in that subsection, 


(D) the reference in paragraph 138(11. 91)(e) to “pro- 


perty owned by it at'that time that is designated insur- 
ance property in respect of the business” were read as a 
reference to “property owned or held by it at that time 


rry on the _ 


Technical Notes: See under 95(2)k. 2) above. 


Related’ ‘Provisions: oe y lee of. a 95(2\9) — Mein of 
“government of a country”. i 


Regulations: 5907(2.91) (Broperty deemed Sposa of and reacquired) 5918 oF 
scribed manner of making election under 95(2)(k.3)(iii)). 


te. A) [fresh start rule where income partly faxed: in 
Canada] — — if at any time a foreign affiliate of a taxpayer res- 
_ident in Canada, or a partnership at the end of the fiscal period 
‘of which includes that time a foreign affiliate of a taxpayer 


resident in Canada is a member of the partnership, (which for- 
_ eign affiliate or partnership is referred to in this paragraph as 


‘the “operator” ; carries ona business both outside Canada and 
in Canada and i income from the particular part of that business 
hat is carried on in Canada is income from a taxable Canadian 
business, the Jolene rules apply, for ae | pe of 


parneraply (k) to (k.3): 


_ Gi) the particular part of the business is deemed to be, at het 
_ time. a separate business, 


(ii) the assets used, or held, at that time primarily i in the 
~ coursé of carrying on the particular part of the business are 

deemed to be, at that time, used or held in the course of 
carrying on the separate business, 


(ii) any ‘liability incurred, and any reserve “established: at 
__ that time in the course of carrying on the particular part of 
. the business are deemed to be, at that time, incurred or es- 
tablished in the course of carrying on the seperale business, 

‘ and o 


(iv) the transactions conducted at ‘that time in n the particular 
. part of the business are deemed to be transactions con- 
ducted, at that time, in the separate business; 
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Technical Notes: The fresh start rules provided for in new paragraphs 95(2)(k) and 
(k.1) and in new paragraphs 95(2)(k.2) and (k.3), respectively, do not apply to a busi- 
ness the income from which is subject to tax under Part I of the Act. New paragraph 
95(2)(k.4) provides for a rule to deal with the situation where income from part of the 
business is subject to tax under Part I. 


New paragraph 95(2)(k:4) provides that, if at any time a foreign affiliate of a tax- 
payer resident in Canada, or a partnership at the end of the fiscal period of which 
includes that time a foreign affiliate of a taxpayer resident in Canada is a member of 
the partnership, (which foreign affiliate or partnership is referred to as the “opera- 
tor”), carries on a business both outside Canada and in Canada and income from that 
particular part of that business that is carried on in Canada is income from a taxable 
Canadian business, the following rules apply for the purposes of paragraphs 95(2)(k) 
to (k.3): 


* the particular part of the business is deemed to be, at that time, a separate 
business, 


the assets used, or held, at that time primarily in the course of carrying on the 
particular part of the business are deemed to be, at that time, used or held in the 
course of carrying on the separate business, 


e 


any liability incurred, and any reserve established, at that time in the course of 
carrying on the particular part of the business are deemed to be, at that time, 
incurred or established in the course of carrying on the separate business, and 


° 


the transactions conducted at that time in the particular part of the business are 
deemed to be transactions conducted, at that time, in the separate business. 
New paragraph 95(2)(k.4) applies to taxation years, of a foreign affiliate of a tax- 
payer, that begin after December 20, 2002. This new paragraph is included in the 
Fresh Start Section 95 Election package described [under 95(1)“taxable Canadian 
business” — ed.] 


Related Provisions: 95(2)(u) — Tiers of partnerships; 253 —- Whether business 
carried on in Canada. 


(k.5) [conditions for para. (k.6) to apply] — paragraph 
(k.6) applies for the purposes of paragraphs (k.1) and (k.3) in 
respect of a particular business of an operator if 


(i) the particular business is the operator’s foreign business 
for the specified taxation year described in paragraph (k) or 
for the preceding taxation year described in subparagraph 
(k.2)G), and 


(ii) the activities of the Se tndie business for that specified 


or preceding taxation year include particular activities 
deemed by any of paragraphs (a.1) to (b) to be a separate 


business, other than an active business, carried on by the’ 


foreign affiliate for that specified or preceding taxation year 
and the particular activities were not all the activities of the 


particular business in that specified or discsiondne taxation | 


year; 


Technical Notes: New paragraph 95(2)(k.6), in combination with new paragraph 
95(2)(k.5), provides application rules for the purposes of new PROSTapRS 95(2)(k. 1) 
and (k.3). 


New paragraph 95(2)(k.5) provides that new cee: 95(2)(k. 6) nook for the 
purpose of paragraphs 95(2)(k.1) and (k.3) in respect of a particular business of an 
operator if 


* the particular business is the epeaton s foreign business for that specified or ie 
ceding taxation year, and 


¢ the activities of the particular business for that specified or needing aon 
year include particular activities deemed by any of paragraphs 95(2)(a.1) to (b) 
to be a separate business, other than an active business, carried on by the foreign 
affiliate and the particular activities were not all the activities of the particular 
business in that specified or preceding taxation year. 


New subparagraph 95(2)(k.6) provides that, in applying pea 95(2)(k.1) and 
(k.3), 


¢ the part of the particular business that consists of activities deemed by any of 
paragraphs 95(2)(a.1) to (b) to be a separate business, other than an active busi- 
ness, carried on by the foreign affiliate for a taxation year or fiscal period re- 
ferred to in paragraph 95(2)(k.1) or (k.3), of the operator, is deemed to be the 
operator’s foreign business carried on in that taxation year or fiscal period (sub- 
paragraph 95(2)(k.6)(i)), 


the assets used or held by the operator primarily in the course of carrying on 
activities deemed by any of paragraphs 95(2)(a.1) to (b) to be a separate busi- 
ness, other than an active business, carried on by the foreign affiliate for a taxa- 
tion year or fiscal period, referred to in paragraph 95(2)(k) or (k.2), of the opera- 
tor, are deemed to be assets used or held by the operator in the course of carrying 
on the foreign business in that taxation year or fiscal period (subparagraph 
95(2)(k.6)(ii)), 
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the portion of the liabilities incurred and the portion of the reserves established, 
in the course of carrying on activities deemed by any of paragraphs 95(2)(a.1) to 
(b).to be a separate business, other than an active business, carried on by the 
foreign affiliate for a taxation year or fiscal period, referred to in paragraph 
95(2)(k) or (k.2), of the operator, are deemed to be liabilities incurred and 
reserves established in the course of carrying on the foreign business in that taxa- 
tion year or fiscal period (subparagraph 95(2)(k.6)(iii)), and 


subject to subparagraphs 95(2)(k.6)(ii) and (iii), the transactions conducted in the 
course of carrying on activities deemed by any of paragraphs (a.1) to (b) to be a 
separate business, other than an active business, carried on by the foreign affili- 
ate for a taxation year or fiscal period, referred to in paragraph 95(2)(k) or (k.2), 
of the operator, are, to the extent that those transactions relate to those activities, 
deemed to be transactions conducted in the course of carrying on the foreign 
business i in that taxation year or fiscal period (subparagraph 95(2)(k.6)(iv)). 


New paragraphs 95(2)(k.5) and (k.6) apply to taxation years, of a foreign affiliate of 
a taxpayer, that begin after December 20, 2002. 


These new paragraphs are included in the Fresh Start Section 95 Election package 
described [under 95(1)“taxable Canadian business” — ed.] 


Related Provisions: 95(2)(u) — Tiers of partnerships. 


(k.6) [application rule for para. (k.1) or (k.3)] — if this 
paragraph applies in respect of the particular business of the 
operator, in applying paragraphs (k.1) and (k.3), 


(i) that part of the particular business that consists of activi- 
ties deemed by any of paragraphs (a.1) to (b) to be a sepa- 
rate business, other than an active business, carried on by 
the foreign affiliate for a taxation year or for a fiscal period, 
referred to in paragraph (k.1) or (k.3), of the operator, is 
deemed to be the operator’s foreign business carried on in 
that taxation year or fiscal period, 


(ii) the assets used or held by the operator primarily i in the 
course of carrying on activities deemed by any of 
paragraphs (a.1) to (b) to be a separate business, other than 

an active business, carried on by the foreign affiliate for a 
taxation year or for a fiscal period, referred to in paragraph 
(k) or (k.2), of the operator, are deemed to be assets used or 
held by the operator in the course of carrying on the foreign 
business in that taxation year or fiscal period, 

(iii) the portion of the liabilities incurred, and the portion of 
the reserves established, in the course of carrying onactivi- 
ties deemed by any of paragraphs (a.1) to (b) to be a sepa- 
rate business, other than an active business, carried on by 
the foreign affiliate for a taxation year or for a fiscal period, 
referred to in paragraph (k) or (k.2), of the operator, are 
deemed to be liabilities incurred and reserves established in 
the course of carrying on the foreign business in that taxa- 
tion year or fiscal period, and 
(iv) subject to subparagraphs (ii) and (iii), the transactions 
conducted in the course of carrying on activities deemed by 
any of paragraphs (a.1) to (b) to be a separate business, 

_ other than an active business, carried on by the foreign af- 
filiate for a taxation year or for a fiscal period, referred to 
in paragraph (k) or (k.2), of the operator, are, to the extent 
that those transactions relate to those activities, deemed to 
be transactions conducted in the course of carrying on the 
foreign business in that taxation year or fiscal period; 

Technical Notes: See under para. (k.5) above. 

Application: The February 27, 2004 draft legislation (Part 2 — foreign affiliates), 
subsec. 133(17), will add paras. 95(2)(k.1) to (k.6), applicable to taxation years, of a 
foreign affiliate of a taxpayer, that begin after December 20, 2002 (or after 1994 if 
the Fresh Start s. 95 Election is filed [not applicable to paras. (k.2), (k.3)] — see 
Application note to 95(1)"taxable Canadian business”), except that in applying paras. 
95(2)(k.1) and (k.2) for taxation years, of a foreign affiliate of the taxpayer, that 


begin before February 28, 2004, para. (k.1) is to be read without reference to sub- 
para. (iv), and para. (k.2) is to be read without reference to subcl. (iv)(A)(II). 


Federal Budget, Supplementary Information, Feb. 26, 2008: [See at end of 
Proposed Addition of 95(2)(c.1)—(c.6) for confirmation that these proposals will pro- 
ceed —ed.] _ 


Related Provisions: 95(2)(u) _ Tiers of partnerships. 
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(1) [trading or dealing in debt] — in computing the income 
from property for a taxation year of a foreign affiliate of a tax- 
payer there shall be included the income of the affiliate for the 
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year from a business (other than an investment business of the 
affiliate) the principal purpose of which is to derive income from 
trading or dealing in indebtedness (which for the purpose of this 
paragraph includes the earning of interest on indebtedness) other 
than 


(i) indebtedness owing by persons with whom the affiliate 
deals at arm’s length who are resident in the country in 
which the affiliate was formed or continued and exists and is 
governed and in which the business is principally, carried on, 
or 


(ii) trade accounts receivable owing by persons with whom 
the affiliate deals at arm’s length, 


unless 
(iii) the business is carried on by: the affiliate as a foreign 
bank, a trust company, a credit union, an insurance corpora- 
tion.or a trader or dealer in ‘Securities: or commodities, the 
activities of which are regulated under the laws 


(A) of each country in which the business is carried on 
through a permanent establishment (as defined by regula- 
tion) in that country and of the country under whose laws 
the affiliate is governed and any of exists, was (unless the 
affiliate was continued in any jurisdiction) formed or or- 
ganized, or was last continued, 


Proposed Amendment — 95(2)(I)(iii)(A) 


y ars of a foreign affiliate of a ‘taxpayer that begin: after 1999. 


. of the draft legislation provides that any assessment ofa a taxpaye: 
and penalties payable under the Act for 


precluded because of subsecs. 152(4) to (5) of 
necessary to take into account this amendment, if the taxpayer.) 44.5: 


- (i) elects in writing in respect of all of its sey =—_— that this section nappy in 


respect of that provision, and 10 


(ii) files that election with the Minister of ee Revenue,o on or. before hine 30, 
2011. 


Technical Notes (Sept. 10, 201 0): ces under 95(1)"investment, uisiness”(a)((A). 


(B) of the country in which the business is principally car- 
ried on, or 


(C) if the affiliate is related to a non-resident corporation, 
of the country under whose laws that non-resident corpo- 
ration is governed and any of exists, was (unless that non- 
resident corporation was continued in any jurisdiction) 
formed or organized, or was last continued, if those regu- 
lating laws are recognized under the laws of the country 
in which the business is principally carried on and all of 
those countries are members of the European Union, and 
(iv). the taxpayer is 
(A) a bank, a trust company, a credit union, an insurance 
corporation or a trader or dealer in securities or commodi- 
ties resident in Canada, the business activities of which 
are subject by law to the supervision of a regulating au- 
thority such as the Superintendent of Financial Institu- 
tions or a similar authority of a province, 
(B) a subsidiary wholly-owned corporation of a corpora- 
tion described in clause (A), or 
(C) a corporation of which a corporation described in 
clause (A) is a subsidiary wholly-owned corporation; 
Related Provisions: 253 — Whether business carried on in Canada. 
Regulations: 5906(2)(b) (permanent establishment, for 95(2)(1)(ii)(A)). 
(m) [“qualifying interest”] — a taxpayer has a qualifying in- 
terest in respect of a foreign affiliate of the taxpayer at any time 
if, at that time, the taxpayer owned 
(i) not! less than 10% of the issued and outstanding shares 
(having full voting rights under all circumstances) of the af- 
filiate, and 


Do clication: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 33(4), will amend cl. 95(2)()Gii)(A) to substitute “establishment in that country” 
for “establishment (as defined by regulation) in that country”, applicable: e taxation 


any taxation year that ends. before the day on 
which the draft legislation i is assented to and would, in the absence of this section, be 
the Act shall be made. to i) extent | 
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(ii) shares of the affiliate having a fair market value of not 
less than 10%-of the fair market value of all the issued and 
outstanding shares of the affiliate 


and for the purpose of this paragraph 


(111) where, at any time, shares of a corporation are owned or 
are deemed for the purposes of this paragraph to be owned 
by another corporation (in this paragraph referred to as the 
“holding corporation’), those shares shall be deemed to be 
owned at that time by each shareholder of the holding corpo- 
ration in a proportion equal to the proportion of all such 
shares that 


(A) the fair market value of the shares of the holding cor- 
poration owned at that time by the shareholder 


is of 
(B) the fair market value of all the issued shares of the 
holding corporation outstanding at that time, 


(iv) where, at any time, shares of a corporation are property 
of a partnership or are deemed for the purposes of this para- 
graph to be property of a partnership, those shares shall be 
deemed to be owned at that time by each member of the part- 
nership in a proportion equal to the proportion of all such 
shares that 


(A) the member’s, share of the income or loss of the part- 
nership for its fiscal period that includes that time 


is of 
(B) the income or loss of the partnership for its fiscal pe- 
riod that includes that time 


and for the purpose of this subparagraph, where the income 
and loss of the partnership for its fiscal period that includes 
that time are nil, that proportion shall be computed as if the 
partnership had income for the period in the amount of 
$1,000,000, and 


(v) where, at any time, a person is a holder of convertible 
property issued by the affiliate before June 23, 1994 the 
terms of which confer on the holder the right to exchange the 
convertible property for shares of the affiliate and the tax- 
payer elects in its return of income for its first taxation year 
that ends after 1994 to have the provisions of this subpara- 
graph apply to the taxpayer in respect of all the convertible 
property issued by the affiliate and outstanding at that time, 
each holder shall, in respect of the convertible property held 
by it at that time, be deemed to have, immediately before that 
time, 


(A) exchanged the convertible property for shares of the 
affiliate, and 


(B) acquired shares of the affiliate in accordance with the 
terms and conditions of the convertible property; 
Regulations: 5907(1)“exempt loss”(c)(ii)(H)(IV) (exempt loss). 
Interpretation Bulletins: IT-392: Meaning of term “share”. 
(n) [“qualifying interest”] — in applying paragraphs (a) and 
(g) and subsections (2.2) and (2.21), in applying paragraph .(b) 
of the description of A in the formula in the definition “foreign 
accrual property income” in subsection (1) and in applying para- 
graph (d) of the definition “exempt earnings”, and paragraph (c) 
of the definition “exempt loss”, in subsection 5907(1) of the 
Regulations, a non-resident corporation is deemed to be, at any 
‘ time, a foreign affiliate of a particular corporation resident in 
‘Canada, and a foreign affiliate of the particular corporation in 
respect of which the particular corporation has a qualifying in- 
terest, if at that time 


(i) the non-resident corporation is a foreign affiliate of an- 
other corporation that is resident in Canada and that is related 
(otherwise than because ofa right referred to in paragraph 
251(5)(b)) to the particular corporation, and 


(ii) that other corporation has a qualifying interest in respect 
of the non-resident corporation; 
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(o) [“qualifying member”] — a particular person is a qualify- 
ing member of a partnership at a particular time if, at that time, 
the particular person is a member of the partnership and 


(i) throughout the period, in the fiscal period of the partner- 
ship that includes the particular time, during which the mem- 
ber was a member of the partnership, the particular person is, 
on a regular, continuous and substantial basis 


(A) actively engaged in those activities, of the principal 
business of the partnership carried on in that fiscal period 
by the partnership, that are other than activities connected 
with the provision of or the acquisition of funds required 
for the operation of that principal business, or 


(B) actively engaged in those activities, of a particular 
business carried on in that fiscal period by the particular 
person (otherwise than as a member of a partnership) that 
is similar to the principal business carried on in that fiscal 
period by the partnership, that are other than activities 
connected with the provision of or the acquisition of 
funds required for the operation of the particular business, 
or 


(ii) throughout the period, in the fiscal period of the partner- 
ship that includes the particular time, during which the par- 
ticular person was a member of the partnership 


(A) the total of the fair market value of all partnership 
interests in the partnership owned by the particular person 
was equal to or greater than 1% of the total of the fair 
market value of all partnership interests in the partnership 
owned by all members of the partnership, and 


(B) the total of the fair market value of all partnership 
interests in the partnership owned by the particular person 
or persons (other than trusts) related to the particular per- 
son was equal to or greater than 10% of the total of the 
fair market value of all partnership interests in the part- 
nership owned by all members of the partnership; 


Related Provisions: 95(2)(u) — Tiers of partnerships. 
Regulations: 5907(1)“exempt earnings”’(a.1) (exempt earnings). 


(p) (“qualifying shareholder”] — a particular person is a 
qualifying shareholder of a corporation at any time if throughout 
the period, in the taxation year of the corporation that includes 
that time, during which the particular person was a shareholder 
of the corporation 


(i) the particular person owned 1% or more of the issued and 
outstanding shares (having full voting rights under all cir- 
cumstances) of the capital stock of the corporation, 


(ii) the particular person, or the particular person and persons 
(other than trusts) related to the particular person, owned 
10% or more of the issued and outstanding shares (having 
full voting rights under all circumstances) of the capital stock 
of the corporation, 


(iii) the total of the fair market value of all the issued and 
outstanding shares of the capital stock of the corporation 
owned by the particular person is 1% or more of the total fair 
market value of all the issued and outstanding shares of the 
capital stock of the corporation, and 


(iv) the total of the fair market value of all the issued and 
outstanding shares of the capital stock of the corporation 
owned by the particular person or by persons (other than 
trusts) related to the particular person is 10% or more of the 
total fair market value of all the issued and outstanding 
shares of the capital stock of the corporation; 


Related Provisions: 95(2)(v) — Shares held through holding corporation. 
Interpretation Bulletins: IT-392: Meaning of term “share”. 


(q) [look-through rules for paras. (0) and (p)] — in apply- 
ing paragraphs (0) and (p), 
(i) where interests in any partnership or shares of the capital 
stock of any corporation (which interests or shares are re- 
ferred to in this subparagraph as “equity interests”) are, at 
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any time, property of a particular partnership or are deemed | 
under this paragraph to be, at any time, property of the par- | 
ticular partnership, the equity interests are deemed to be 
owned at that time by each member of the particular partner- | 
ship in a proportion equal to the proportion of the equity in- 
terests that 
(A) the fair market value, at that time, of the member’s | 
partnership interest in the particular partnership 
is of 
(B) the fair market value, at that time, of all members’ | 
partnership interests in the particular partnership, and 


(ii) where interests in a partnership or shares of the capital | 
stock of a corporation (which interests or shares are referred | 
to in this subparagraph as “equity interests”) are, at any time, 
property of a non-discretionary trust (within the meaning as- 
signed by subsection 17(15)) or are deemed under this para- 
graph to be, at any time, property of such a non-discretionary — 
trust, the equity interests are deemed to be owned at that time | 
by each beneficiary under that trust in a proportion equal to | 
that proportion of the equity interests that 


(A) the fair market value, at that time, of the beneficiary’s 
beneficial interest in the trust 


is of 
(B) the fair market value, at that time, of all beneficial 
interests in the trust; 
Interpretation Bulletins: IT-392: Meaning of term “share”. 
(r) [“qualifying member’ — in applying paragraph (a) and 
in applying paragraph (d) of the definition “exempt earnings”, 
and paragraph (c) of the definition “exempt loss’, in subsection 
5907(1) of the Regulations, a partnership is deemed to be, at any 
time, a partnership of which a foreign affiliate — of a particular 
corporation resident in Canada and in respect of which foreign 
affiliate the particular corporation has a qualifying interest — is 
a qualifying member, if at that time 


(i) a particular foreign affiliate — of another corporation that 
is resident in Canada and that is related (otherwise than be- 
cause of a right referred to in paragraph 251(5)(b)) to the par- 
ticular corporation — is a member of the partnership, 


(ii) that other corporation has a qualifying interest in respect 
of the particular foreign affiliate, and 


(iii) the particular foreign affiliate is a qualifying member of 
the partnership; 


(s) [“designated corporation”] — in applying the definition 
“investment business” in subsection (1), a particular corporation 
is, at any time, a designated corporation in respect of a foreign 
affiliate of a taxpayer, if at that-time 


(1) a qualifying shareholder of the foreign affiliate or a person 
related to such a qualifying shareholder is a qualifying share- 
holder of the particular corporation, 


(ii) the particular corporation 


(A) is controlled by a qualifying shareholder of the for- . 
eign affiliate, or 


(B) would be controlled by a particular qualifying share- 
holder of the foreign affiliate if the particular qualifying 
shareholder of the foreign affiliate owned each share of 
the capital stock of the particular corporation that is 
owned by a qualifying shareholder of the foreign affiliate 
or by a person related to a qualifying shareholder of the 
foreign affiliate, and 


(iii) the total of all amounts each of which is the fair market 
value of a share of the capital stock of the particular corpora- 
tion owned by a qualifying shareholder of the foreign affili- 
ate or by a person related to a qualifying shareholder of the 
foreign affiliate is greater than 50% of the total fair market 
value of all the issued and outstanding shares of the capital 
stock of the particular corporation; 
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(t) (“designated partnership”] — in applying the definition 
“investment business” in subsection (1) in respect of a business 
carried on by a foreign affiliate of a taxpayer in a taxation year, 
a particular partnership is, at any time, a designated partnership 
in respect of the foreign affiliate of the taxpayer, if at that time 


(i) the foreign affiliate or a person related to. the foreign affil- 
iate is a qualifying member of the particular partnership, and 


(ii) the total of all amounts — each of which is the fair mar- | 


ket value of a partnership interest in the particular partner- 
‘ship held by the foreign affiliate, by a person related to the 
foreign affiliate or (where the foreign affiliate carries on, at 
that time, the business as a qualifying member of another 
partnership) by ‘a qualifying member of the other partner- 
ship — is greater than 50% of the total:fair market value of 
all partnership interests in the particular. partnership owned 
by all members of the particular partnership; 
(u) [look-through rule for partnerships] — if any entity is 
(or is deemed by this paragraph to be).a member of a particular 
_ partnership that,is a member of another partnership, 


(i) the entity is deemed to be a member of the other partner- 
ship for the purpose of 
(A) subparagraph (ii), 
(B) applying the reference, in paragraph (a), to “a mem- 
ber” of a partnership, 
(C) paragraphs (a.1) to (b), (g,03) and (0), and 
(D) paragraphs (b) and (c) of the definition “investment 
business’’ in subsection (1), and 


(i) in applying paragraph (g.03), the entity is deemed to 
have, directly, rights to the income. or capital of the other 
partnership, to the extent of the entity’s direct and indirect 
rights. to. that income or capital; 


Related Provisions: Reg. 59089) — Parallel rule in regulations. 
(v) [Shares held through holding carneration| — in ap- 
plying paragraph (p), 


(i) where shares of the capital stock of any corporation (re- | 


ferred to in this paragraph as the “issuing corporation”) are, 
at any time, owned by a corporation (referred to in this para- 
graph as the “holding corporation’ ’) or are deemed under this 
paragraph..to be, at any. time, owned by .a corporation (re- 
ferred to. in this. paragraph as-the “holding corporation’), 
those shares are deemed to be owned at that time by each 
shareholder. of the holding corporation in. a,proportion equal 
tothe proportion of those shares that ad 


(A) the fair market value, at that time, of the shares of the 
capital stock of the issuing corporation that are owned by 
the shareholder 


is of 
(B) the fair’market value, at that time, of all the issued 


and outstanding shares of the capital Stem of the issuing 
corporation, and 


(ii) a person who is deemed by. subparagraph (i) to own, at 
any time, shares, of the. capital. stock of a corporation is 
deemed to be, at that time, a shareholder of the corporation; 


(w) [where FA active in more than one country] — where 
a foreign affiliate of a corporation resident in Canada carries on 
an active business in more than one country, 


(i) where the business is carried on in a country other than 
Canada, it is deemed to carry on that business in that country 
only to the extent that the profit or:loss from that business 
can reasonably be attributed to a permanent establishment 
situated in that country, and 


(ii) where the business is carried on in Canada, it is deemed 
to carry on that business in Canada only to the extent that the 
income from the active business is subject, to tax under this 
Part; 


‘Adv 
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(x) [losses of FA] — the loss from an active business, from a 
non-qualifying business or from property (as the case may be) of 
a foreign affiliate of a taxpayer resident in Canada for a taxation 
year is the amount of that loss, if any, that is computed by apply- 
ing the provisions in this subdivision with respect to the compu- 
tation of income from the active business, from the non-qualify- 
ing business or from property (as the case may be) of the foreign 

_ affiliate for the taxation year with any modifications that the cir- 
cumstances require; 


(y) [look-through rule for partnarstips) —in determin- 
ing — for the purpose of paragraph (a) and for the purpose of 
applying subsections (2.2) and (2.21) for the purpose of apply- 
ing that paragraph — whether a‘non-resident corporation is, at 
any time, a foreign affiliate of a taxpayer in respect of, which the 
taxpayer has a qualifying interest, where interests in any partner- 
ship or shares of the capital stock of any corporation (which in- 
terests or. shares, are referred to.in,this paragraph as “equity inter- 
ests”) are, at that:time, property of a particular partnership or are 
deemed under this paragraph'to be, at any time, property of the 
. particular.partnership,; the equity interests,;-are. deemed to be 
owned: at that time by each member of the particular partnership 
in a proportion equal to the proportion of the equity interests that 


(i) the fair market value, at that time, of the member’s part- 
nership interest in the particular partnership 


is of 
(ii) the fair market value, at that time, of all members’  part- 
nership interests in the. particular partnership; and 


(z) [where FA is a partner] — where a particular foreign af- 
filiate of a taxpayer — in respect of which the taxpayer has a 
qualifying interest or that is a controlled foreign affiliate of the 
taxpayer — is a member ofa partnership, the particular foreign 
affiliate’s foreign accrual property income.orloss in respect of 
the taxpayer fora taxation year shall notanclude any mcome or 
loss of the partnership to the extent that the income or loss 


(i) is attributable to the foreign accrual property income or 
loss of a foreign affiliate of the partnership that is also a for- 
eign affiliate of the taxpayer (referred to in this paragraph as 
the “second foreign affiliate”) in respect of which the tax- 
payer has a qualifying interest or that is a controlled foreign 
affiliate of the, taxpayer, and 


(ii) is, because. of paragraph (a) as applied in respect of the 
taxpayer, included in:computing the income or loss from an 
active business of the second foreign affiliate for a taxation 
year. 


_ Possible Future Amendments — -95(2) 


ry Panel on Canada’s System of International Taxation report to 
Minister of Finance, Dec. 10, 2008: Recommendation 4.5: In light of the Panel’s 
recommendations on outbound taxation, review and undertake consultation on how to 
reduce overlap and complexity 1 in the anti-deferral regimes while ensuring all Heeien 
passive income is taxed in Canada on a current basis, _ . 


Recommendation 4.6: Review the scope of the base erosion and investment business 
rules to ensure ‘they are prop rly targeted and do not impede bona fide business transac- 
tions and the competitiveness of Canadian businesses. eo 


[For more detail. on ‘this issue see the report at www. eae ca OF on. TaxPartner. 
For the full list of recommendations see. under s.. 90 marie 


History: Para. 95(2)(f) amended‘by 2009, c. 2, subsec. 25(2), applicable to taxation 
years ofa foreign affiliate of a/taxpayer that begin after October 2,:2007./ However, 


(a) for, taxation years of a foreign affiliate that begin before 2009, .subpara. 
95(2)(f)(ii) shall be read as follows: 


(ii) income or loss from a property or from a business. other than an active 
business; .. . 


(c) ifthe taxpayer elects in writing.in respect of all of its foreign affiliates and files 
the election with the Minister.of National Revenue on, or before the taxpayer’s 
“election day”, the amendment also applies to taxation years of a foreign affiliate 
of the taxpayer that begin before October 2, 2007 and after the date chosen by the 
taxpayer under paragraph (d) below, except that subpara. 95(2)(f)(ii) shall be read 
in ‘its application to those taxation years in the manner described in paragraph (a) 
above; and 
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(d) to be valid, an election must include the identification by the taxpayer of its 


choice of one of the following dates: 
(i) December 31, 1994, 
(ii) December 20; 2002, or 
(iii) February 27, 2004. 


Para. 95(2)(f) formerly read: 


(f) [capital gains and losses of foreign affiliate] — except as otherwise pro- 
vided in this subsection, each taxable capital gain and each allowable capital loss 
of a foreign affiliate of a taxpayer from the disposition of property shall be com- 
puted in accordance with Part I, read without reference to section 26 of the In- 
come Tax Application Rules, as though the affiliate were resident in Canada 


(i) where that gain or loss is the gain or loss of a controlled foreign affiliate 
from the disposition of property to which paragraph (c), (d) or (e) or 88(3)(a) 
applies or from any other disposition of property (other than excluded pro- 
perty), in Canadian currency, and 


(ii) in any other case, on the assumption that the currency of the country in 
which the affiliate is resident or such other currency as is reasonable in the 
circumstances (in this subparagraph referred to as the “calculating cur- 
rency”’) were the currency of Canada and, where’subsection 39(2) is applica- 
ble, on the further assumptions that 


(A) the reference in that subsection to “the currency or currencies of one 
or more countries other than Canada relative to Canadian, currency” 
were read as a reference to “one or more currencies other than the calcu- 
lating currency relative to the calculating currency”, and 


(B) the references therein to “of a country other than Canada” were read 
as references to “of a country other than the country of the calculating 
currency”, 


except that in computing any such gain or loss from the disposition of property 
owned by the affiliate at the time it last became a foreign affiliate of the taxpayer 
there shall not be included such portion of the gain or loss, as the case may be, as 
may reasonably be considered to have accrued during the period that the affiliate 
was not a foreign affiliate of 


(ii1) the taxpayer, 
(iv) any person with whom the taxpayer was not dealing at arm’s length, 


(v) any person with whom the taxpayer would not have been dealing at 
arm’s length if the person had been in existence after the taxpayer came into 
existence, 


(vi) any predecessor corporation (within the meaning assigned by subsection 
87(1)) of the taxpayer or of a person described in subparagraph (iv) or (v), or 


(vii) any predecessor corporation (within the meaning assigned by paragraph 
87(2)(1.2)) of the taxpayer or of a person described in subparagraph (iv) or 
(v); 


Paras. 95(2)(f.1) to (f.15) added by the said c. 2, subsec. 25(2), applicable to taxation 
years of a foreign affiliate of a taxpayer that begin after October 2, 2007. However, 


(2009, c. 2, s. 25(6)(c)] if the taxpayer ‘elects in writing in respect of all of its 
foreign affiliates and files the election with the Minister of National Revenue on or 
before the taxpayer’s “election day” [see application of amendment to para. 
95(2)(f) above], the amendment also applies to taxation years of a foreign affiliate 
of the taxpayer that begin before October 2, 2007 and after the date chosen by the 
taxpayer under paragraph (d) below; and 


(d) to be valid, an election must include the identification by the taxpayer of its 
choice of one of the following dates: 


(i) December 31, 1994, 
(ii) December 20, 2002, or 
(ili) February 27, 2004. 
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(B) would be included in computing the amount prescribed to be the 
earnings or loss from an active business carried on in a country other 
than Canada of 


(I) the non-resident corporation to which the particular affiliate and 
the taxpayer are related throughout the year, or 


(II) the taxpayer, where the taxpayer is a life insurance corporation 
resident in Canada throughout the year 


if it were a foreign affiliate of the taxpayer and the income were earned 
by it, 
(ii) the income is derived from amounts that were paid or payable, directly 
or indirectly, to the particular affiliate or a partnership of which the particu- 
lar affiliate was a member 


(A) by 


(I) a non-resident corporation to which the particular affiliate and 
the taxpayer are related throughout the year, or 


(II) a partnership of which a non-resident corporation to which the 
particular affiliate and the taxpayer are related throughout the year 
is a member and of which that non-resident corporation is not a 
specified member at any time in a fiscal period of the partnership 
that ends in the year 


to the extent that those amounts that were paid or payable are for ex- 
penditures that would, if the non-resident corporation or the partnership 
were a foreign affiliate of the taxpayer, be deductible by it in the year or 
a subsequent year in computing the amounts prescribed to be its earn- 
ings or loss from an active business, other than an active business car- 
ried on in Canada, 


(B) by 


(I) another foreign affiliate of the taxpayer in respect of which the 
taxpayer has a qualifying interest throughout the year, or 


(ID) a partnership of which another foreign affiliate of the taxpayer 
in respect of which the taxpayer has a qualifying interest throughout 
the year is a member and of which that other affiliate is not a speci- 
fied member at any time in a fiscal period of the partnership that 
ends in the year 


to the extent that those amounts that were paid or payable are for ex- 
penditures that were or would be, if the partnership were a foreign affili- 
ate of the taxpayer, deductible in the year or a subsequent taxation year 
by the other affiliate or the partnership in computing the amounts pre- 
scribed to be its*earnings or loss from an active business, other than an 
active business carried on in Canada, 


(C) by a partnership of which the particular affiliate is a member and of 
which the particular affiliate is not a specified member at any time in a 
fiscal period of the partnership that ends in the year to the extent that 
those amounts that were paid or payable were for expenditures that 
would be, if the partnership were a foreign affiliate of the taxpayer, de- 
ductible in the year or a subsequent year in computing the amounts pre- 
scribed to be its earnings or loss from an active business carried on by it 
outside Canada, 

(D) by another foreign affiliate of the taxpayer (in this clause referred to 
as the “second affiliate”) to which the particular affiliate and the tax- 
payer are related throughout the year to the extent that the amounts are 
paid or payable by the second affiliate 


(J) under a legal obligation to pay interest on borrowed money used 
for the purpose of earning income from property, or 


(I) on an amount payable for property acquired for the purpose of 
gaining or producing income from property. 
where 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest and 
penalties payable under the Act for any taxation year shall be made that is necessary to 
take into account this amendment. 


Para. 95(2)(a) amended by 2007, c. 35, subsec. 26(10), applicable as described in the 
History at the end of s. 95. The para. formerly read: 


(III) the property is excluded property of the second affiliate that is 
shares of a foreign affiliate (other than the particular affiliate) of the 
taxpayer in respect of which the taxpayer has a qualifying interest 
throughout the year (in this clause referred to as the “third 
affiliate”), 


(a) in computing the income from an active business for a taxation year of a 
particular foreign affiliate of a taxpayer in respect of which the taxpayer has a 
qualifying interest throughout the year there shall be included any income of the 
affiliate for that year from sources in a country other than Canada that would 
otherwise be income from property of the affiliate for the year to the extent that 


(i) the income 


(A) is derived by the particular affiliate from activities that can reasona- 
bly be considered to be directly related to the active business activities 
carried on in a country other than Canada by 


(I) any other non-resident corporation to which the particular affili- 
ate and the taxpayer are related throughout the year, or 


(II) the taxpayer, where the taxpayer is a life insurance corporation 
resident in Canada throughout the year, and 
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(IV) the second and third affiliates are resident in and subject to 
income taxation in the same country, and 


(V) the amounts paid or payable are relevant in computing the lia- 
bility for income taxes in that country of the members of a group of 
corporations composed of the second affiliate and one or more other 
foreign affiliates of the taxpayer (the shares of which are excluded 
property) that are resident and subject to income taxation in that 
country and in respect of which the taxpayer has a qualifying inter- 
est throughout the year, or 


(E) by the taxpayer, where the taxpayer is a life insurance corporation 
resident in Canada (in this clause referred to as the “insurer”), to the 
extent that those amounts that were paid or payable were for expendi- 
tures that are deductible in the year or a subsequent taxation year by the 
insurer in computing its income or loss-from carrying on its life insur- 
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ance business outside Canada and are not deductible in the year or a 
subsequent taxation year in computing its income or loss from carrying 
on its life insurance business in Canada, 


(iii) the income is derived by the particular affiliate from the factoring of 
trade accounts receivable acquired by the particular affiliate or a partnership 
of which the particular affiliate was a member from a non-resident corpora- 
tion to which the particular affiliate and the taxpayer are related throughout 
the year to the extent that the accounts receivable arose in the course of an 
active business carried.on in a country other than Canada by the non-resident 
corporation, or 


(iv) the income is derived by the particular affiliate from loans or lending 
assets acquired by the particular affiliate or a partnership of which the partic- 
ular affiliate was a member from a non-resident corporation to which the 
particular affiliate and the taxpayer are related throughout the. year, to the 
extent that the loans or lending assets arose in the course of an active busi- 
ness carried on in a country other than Canada by the non-resident 
corporation; 


Subparas. 95(2)(a.1)(i), (ii) amended by the said c. 35, subsec. 26(11), applicable as 
described in the History at the end of s. 95. The subparas. formerly read: 


(i) it is reasonable to conclude that the cost to any person of the property (other 
than property that was manufactured, produced, grown, extracted or processed in 
Canada by the taxpayer or a person with whom the taxpayer does not deal ‘at 
arm’s length in the course of carrying on a business in Canada and that was sold 
to non-resident persons other than the affiliate or sold to the affiliate for sale to 
non-resident persons) is relevant in computing the income, from a. business car- 
ried on by the taxpayer or a person resident in Canada with whom the taxpayer 
does not deal at arm’s length or is relevant in computing the income from a 
business carried on in Canada by a non-resident person with whom the taxpayer 
does not deal at arm’s length, and 


(ii) the property was not manufactured, produced, grown, extracted or processed 
in the country under whose laws the affiliate was formed or continued and exists 
and is governed and in which the affiliate’s business is principally carried on, 


Para. 95(2)(b) amended by the said c. 35, subsec. 26(12), applicable as described in the 
History at the end of s. 95. The para. formerly read: 


(b) where a controlled foreign affiliate of a taxpayer provides services or an un- 
dertaking to provide services and 


(i) the amount paid or payable in consideration. therefor 


(A) is deductible in computing the income from a business carried on in 
Canada by any person in relation to whom the affiliate is a controlled 
foreign affiliate or by a person related to that person, or 


(B) was paid or payable by a person other than the taxpayer and can 
reasonably be considered to relate to an amount that was deductible by 
the taxpayer ora person related to the taxpayer in computing the income 
of that taxpayer or person froma business carried on in Canada, or 


(ii) the services are performed or are to be performed by any person referred 
to in subparagraph (i) who is an individual resident in Canada, 


the provision of those services or the undertaking to provide those services shall 
be deemed to be a separate business, other than an active business, carried on by 
the affiliate, and any income from that business or that pertains to or is incident 
to that business shall be deemed to be income from a business other than an 
active business; 


Para. 95(2)(g) amended by the said c. 35, subsec. 26(13), applicable as described in the 
History at the end of s. 95. The para. formerly read: 


(g) where, because of a fluctuation in the value of the currency of a country other 
than Canada relative to the value of Canadian currency, a particular foreign affil- 
iate of a taxpayer in respect of which the taxpayer has a qualifying interest 
throughout a taxation year of the particular affiliate has earned income or. in- 
curred a loss or realized a capital gain or a capital loss in the year, in reference to 


(i) a debt obligation that was owing to 


(A) another foreign affiliate of the taxpayer in respect of which the tax- 
payer has a qualifying interest throughout the year or any other non- 
resident corporation to which the particular affiliate and the taxpayer are 
related throughout the year (referred to in this paragraph as a “qualified 
foreign corporation’), or 


(B) the particular affiliate by a qualified foreign corporation, 


(ii) the redemption, cancellation or acquisition of a share of the capital stock 
of, or the reduction of the capital of, the particular affiliate or another foreign 
affiliate of the taxpayer in, respect of which the taxpayer has a qualifying 
interest throughout the year, or 


(iii) the disposition to a qualified foreign corporation of a share of the capital 
stock of another foreign affiliate of the taxpayer in respect of which the tax- 
payer has a qualifying interest throughout the year, 


that income, gain or loss, as the case may be, is deemed to be nil; 


Paras. 95(2)(g.01) to (g.03) added by the said c. 35, subsec. 26(13), as described in the 
History at the end of s. 95. 
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Para. 95(2)(i) amended by the'said c. 35, subsec. 26(14), applicable as described in the 
History at the end of s. 95. The para. formerly read: 


(i) any gain or loss of a foreign affiliate of a taxpayer from the settlement or 
extinguishment of a debt that related at all times to the acquisition of excluded 
property shall be deemed to be a gain or loss from the disposition of excluded 
property; 


Subpara. 95(2)(1)(iii) amended by the said c. 35, subsec. 26(15), applicable as described 
in the History at the end of s. 95. The subpara. formerly read: 


(iii) the business is carried on by the affiliate as a foreign bank, a trust company, 
a credit union, an insurance corporation or a trader or dealer in securities or com- 
modities, the activities of which are regulated in the country under whose laws 
the affiliate was formed or continued and exists and is governed and in which the 
business is principally carried on, and 


Paras. 95(2)(n) to (z) added by the said c. 35, subsec. 26(16), applicable as described in 
the History at the end of s. 95. 


The portion of para. 95(2)(a.3) before subpara. (iii) amended by 2001, c. 17, subsec. 
73(5), applicable to taxation years of foreign affiliates that begin after 1999 except that, 
where a taxpayer so elects in writing and files the election with the Minister of National 
Revenue on or before the taxpayer’s filing-due date for the taxation year that includes 
June 14, 2001, para. 95(2)(a.3) applies to taxation years, of all of the taxpayer’s foreign 
affiliates, that begin after 1994 except that, where there has been a change in the taxa- 
tion year of a particular foreign affiliate of a taxpayer in’i994 and after February 22, 
1994, the enacted provisions apply to taxation years of the particular foreign affiliate of 
the taxpayer that end after 1994, unless 


(a) the particular foreign affiliate had requested that change’in the taxation year in 
writing before February 22, 1994 from the income taxation authority of the country 
in which it was resident and subject to income taxation; or 


(b) the first taxation year of the particular foreign affiliate: that began after 1994 
began at a time in 1995 that is earlier than the time that: it would have begun if 
there had not been that change in the taxation year of the particular foreign 
affiliate, 


and, notwithstanding subsections 152(4) to (5), any assessment of a taxpayer’s tax pay- 
able under the Act for any of those taxation years shall be made‘ that is necessary to 
take into account the application of this amendment. The portion of para. 95(2)(a.3) 
before subpara. (iii) formerly read: 


(a.3) in computing the income from a business other than an-active business for a 
taxation year of a foreign affiliate of a taxpayer there shall be included the in- 
come of the affiliate for the year derived directly or indirectly from indebtedness 
(other than a specified deposit with a prescribed financial institution) and lease 
obligations (which, for the purposes of this paragraph, includes the income of the 
affiliate for the year from the purchase and sale of indebtedness. and lease obliga- 
tions on its own account) 


(i) of persons resident in Canada, or 
(ii) in respect of businesses carried on in Canada 


unless more than 90% of the gross revenue of the affiliate derived directly or 
indirectly from indebtedness (other than a specified deposit with a prescribed 
financial institution) and lease obligations was derived directly or indirectly from 
indebtedness and lease obligations of non-resident persons with whom the affili- 
ate deals at arm’s length and, where this paragraph applies to include income of 
the affiliate for the year in the income of the affiliate from a business other than 
an active business, 


Para. 95(2)(g) amended by the said c. 17, subsec. 73(6), applicable on the same basis as 
the repeal of 95(2)(h) below. Para. 95(2)(g) formerly read: 


(g) [debt settlement — currency fluctuation] — where, by virtue of a fluctua- 
tion in the value of the currency of a country other than Canada relative to the 
value of the Canadian dollar, a foreign affiliate of a taxpayer has realized a taxa- 
ble capital gain or an allowable capital loss ina taxation year on the settlement 
of a debt that was owing to 


(i) another foreign: affiliate of the taxpayer or any other non-resident corpo- 
ration with which the taxpayer does not deal at arm’s length, or 


(ii) the affiliate by another foreign affiliate of the taxpayer or any other non- 
resident corporation with which the taxpayer does not deal at arm’s length, 


such gain or loss, as the case may be, shall be deemed to be nil; 


Para. 95(2)(g.2) added by the said c. 17, subsec. 73(7), applicable to distributions re- 
ceived after 1997 except that the election referred to in para. 95(2)(g.2) is deemed to be 
filed on a timely basis if it is filed with the Minister of National Revenue before Sep- 
tember 12, 2001 (90 days after Royal Assent). 


Para. 95(2)(h) repealed by the said c. 17, subsec. 73(8), applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after November 1999 except that, where the 
taxpayer so elects in writing and files the election with the Minister of National Reve- 
nue on or before the day of the taxpayer’s filing-due date for the taxation year that 
includes June 14, 2001, the amendment applies to taxation years, of ali of its foreign 
affiliates, that began after 1994 and, notwithstanding subsecs. 152(4) to (5), any assess- 
ment of a taxpayer’s tax payable under the Act for any of those taxation years shall be 
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made that is necessary to take into account the application of the amendment. Para. 
95(2)(h) formerly read: 


(h) [Share transactions — currency fluctuation] — where, by virtue of a fluc- 
tuation in the value of the currency of a country other than Canada relative to the 
value of the Canadian dollar, a foreign affiliate of a taxpayer has realized a taxa- 
ble capital gain or an allowable capital loss in a taxation year on 


(i) the redemption, cancellation or acquisition of a share of the capital stock 
of, or the reduction of the capital of, another foreign affiliate of the taxpayer, 
or 


(ii) the disposition to a person with whom the taxpayer does not deal at 
arm’s length of a share of the capital stock of another foreign affiliate of the 
taxpayer, 

that gain or loss, as the case may be, shall be deemed to be nil; 


Para. 95(2)(d) amended. by 1999, c. 22, subsec. 25(1), applicable to a taxpayer in re- 
spect of a merger or combination of foreign corporations 


(a) that occurs after February 24, 1998, or 
(b) that occurred 


(i) before February 25, 1998 and in a taxation year of the taxpayer for which 
the taxpayer’s normal reassessment period, as defined in subsec. 152(3.1), has 
not ended before 1999, or 


(ii) after 1994 and before February 25, 1998 and in a taxation year of the tax- 
payer in which the taxpayer was exempt from tax under s. 149, 


unless the taxpayer elects by notifying the Minister of National Revenue in writing, 
before January 1, 2000, that the amendment not apply to the taxpayer in respect of 
the merger or combination. 


The para. formerly read: 


(d) where there has been a foreign merger in which the shares owned by a for- 
eign affiliate of a taxpayer of the capital stock of a corporation that was a prede- 
cessor foreign corporation immediately before the merger were exchanged for or 
became shares of the capital stock of the new foreign corporation, subsection 
87(4) applies to the foreign affiliate as if the references in that subsection to 


(i) “amalgamation” were read as “foreign merger”, 


(ii) “predecessor 
corporation”, 


corporation” were read as “predecessor foreign 


(iii) “new corporation” were read as “new foreign corporation’, 
(iv) “adjusted cost base” were read as “relevant. cost base’, and 
(v) “May 6, 1974” were read as “November 12, 1981”; 


Subpara. 95(2)(g.1)(ii) amended by 1998, c. 19, subsec. 122(5), applicable to taxation 
years that end after February 21, 1994. The subpara. formerly read: 


(ii) without reference to subsections 80(3) to (12), (15) and (17) and 80.01(5) to 
(11) and sections 80.02 to 80.04; 


Para. 95(2)(a) amended, paras. 95(2)(a.1) to (a.4) added, by 1995, c. 21, subsec. 46(4), 
applicable to taxation years of foreign affiliates of taxpayers that begin after 1994 ex- 
cept that, where there has been a change in the taxation year of a foreign affiliate of a 
taxpayer in 1994 and after February 22, 1994, the amended legislation applies to taxa- 
tion years of such foreign affiliate of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


Para. (a) formerly read: 


(a) in computing the income from an active business of a foreign affiliate of a 
taxpayer there shall be included 


(i) any income from sources in a country other than Canada that would oth- 
erwise be income from property or a business other than an active business, 
to the extent that it pertains to or is incident to an active business carried on 
in a country other than Canada by the affiliate or any other non-resident 
corporation with which the taxpayer does not deal at arm’s length, and 


(ii) any amount paid or payable to the affiliate by, and, where the affiliate is 
a member of a partnership, the affiliate’s share of any amount paid or paya- 
ble to the partnership by, 


(A) another foreign affiliate of the taxpayer, or 


(B) any other non-resident corporation with which the taxpayer does not 
deal at arm’s length 


to the extent that, in computing the amount prescribed to be its earnings 
from an active business other than a business carried on by it in Canada, that 
amount is deductible or would be deductible if the non-resident corporation 
were a foreign affiliate of the taxpayer; 


Para. 95(2)(g.1) added by 1995, c. 21, subsec. 32(4), applicable to taxation years that 
end after February 21, 1994. 
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Paras. 95(2)(k) to (m) added by 1995, ¢. 21, subsec. 46(5), applicable to taxation years. 
of foreign affiliates of taxpayers that begin after 1994 except that, where there has been’ 
a change in the taxation year of a foreign affiliate of a taxpayer in 1994 and after 
February 22, 1994, the new paragraphs apply to taxation years of such foreign affiliate | 
of the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing | 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or { 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation year of such foreign affiliate. 


i 
f 
j 
\ 
Subpara. 95(2)(h)(i) substituted by 1994, c. 21, s. 43, applicable to redemptions, can- | 
cellations, acquisitions and reductions occurring after December 21, 1992. That sub- } 
para. formerly read: } 

| 

| 


_ (i) the redemption, cancellation or acquisition of shares of the capital stock of, or 
the reduction of the capital of, the affiliate or another foreign affiliate of the 
taxpayer, or 

That portion of subpara. 95(2)(a)(ii) preceding cl. (A) substituted by 1994, c. 7, Sch. I 
(1991, c. 49), subsec. 71(5), applicable to 1987 et seq. That portion formerly read: 


(ii) any amount paid or payable to the affiliate by 
Para. 95(2)(b) substituted by 1994, c. 7, Sch. II (1991, c..49), subsec. 71(6), applicable 


to ‘taxation years beginning after July 13, 1990. Para. 95(2)(b) formerly read: 


(b) the income of a controlled foreign affiliate of a taxpayer from services or an 
undertaking to provide services shall be deemed to be income from a business 
other than an active business if 


(i) the amount paid or payable in consideration therefor 


(A) is deductible in computing the income from a business carried on in 
Canada by any person in relation to which the affiliate is a controlled 
foreign affiliate or by a person related to that person, or 


(B) was paid or payable by a person other than the taxpayer and may 
reasonably be considered to relate to an amount that was deductible by 
the taxpayer or a person related to the taxpayer in computing the income 
of that taxpayer or person from a business carried on in Canada, or 


(ii) the services are performed or are to be performed by any person referred 
to in subparagraph (i) who is an individual resident in Canada; 


That portion of para. 95(2)(d.1) preceding subpara. (i) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec: 71(7), applicable to foreign mergers occurring after 1989. That 
portion formerly read: 


(d.1) where there has been a foreign merger of two or more predecessor foreign 
corporations in respect of each of which a taxpayer’s surplus entitlement percent- 
age was not less than 90% immediately before the merger to form a new foreign 
corporation in respect of which the taxpayer’s surplus entitlement percentage im- 
mediately after the merger was not less than 90% and, under the income tax law 
of the country in which the predecessor foreign corporations were resident im- 
mediately before the merger, no gain or loss was recognized in respect of any 
capital property of a predecessor foreign corporation that became capital pro- 
perty of the new foreign corporation in the course of the merger, the following 
rules apply: 

That portion of para, 95(2)(e.1) preceding subpara. (i) substituted by 1994, c. 7, Sch. II 

(1991, c. 49), subsec. 71(8), applicable to liquidations commencing after 1989. That 

portion formerly read: 
(e.1) where there has been a liquidation and a dissolution of a foreign affiliate (in ~ 
this paragraph referred to as the “disposing affiliate”) of a taxpayer in respect of 
which, immediately before the liquidation, the taxpayer’s surplus entitlement 
percentage was not less than 90% and, under the income tax law of the country 
in which the disposing affiliate was resident immediately before the liquidation, 
no gain or loss was recognized by the disposing affiliate in respect of any capital 
property distributed by it in the course of the liquidation to another foreign affili- 
ate of the taxpayer resident in that country, the following rules apply: 

Subpara. 95(2)(f)(i) substituted by 1994, c. 7, Sch. I (1991, c. 49), subsec. 71(9), appli- 

cable to dispositions after July 13, 1990. Subpara. (f)(i) formerly read: 
(i) where that gain or loss is the gain or loss of a controlled foreign affiliate from 
the disposition of property other than excluded property, in Canadian currency, 
and 

Selected Cases [subsec. 95(2)]: Rostland Corp. v. Canada, [1995] 2 C.T.C. 2276 

(TCC) (Interest income in heavily leveraged real estate venture was income from an 

active business and not FAPI). 


Regulations [subsec. 95(2)]: 5910 (production sharing rules). 


(2.01) Rules for the definition “controlled foreign affili- 
ate” — In applying paragraph (b) of the definition “controlled for- 
eign affiliate” in subsection (1) and in applying this subsection, 


(a) shares of the capital stock of a corporation that are at any 
time owned by, or that are deemed by this subsection to be at 
any time owned by, another corporation are deemed to be, at 
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that time, owned by, or property of,’as the case may be, each 
shareholder of the other corporation in the proportion that 


(i) the fair market value at that time of the shares of the capi- 
tal stock of the other corporation that, at that time, are owned 
by, or are property of, the shareholder. 


Hels; Of; 


(ii) the fair market value at that time of all the issued and 
outstanding shares of the capital stock of the other 
corporation; 


(b) shares of the capital Hock of a corporation that are, or are 
deemed by this subsection to be, at any time, property of a part- 

__ hership, are deemed to be, at that time, owned by, or property of, 
as the case may be, each member of the partnership in the pro- 
portion that 


(i) the fair market.value at that time of the member’s partner- 
ship interest in the partnership 


vis of 


(ii) the fair market value at that time of all partnership inter- 
ests in the partnership; 


(c) shares of the capital stock of a corporation that are at any 
time owned by, or that are deemed by this subsection to be at 
any time owned, by, a non-discretionary trust (within the mean- 
ing assigned by subsection 17(15)) other than an exempt trust 
| (within the meaning assigned by, subsection -(1)) are deemed to 
be, at that time, owned by, or property of, as the case may be, 
each beneficiary of the trust in the proportion that 


(i) the fair market value at that time of the beneficiary’s ben- 
eficial interest in the trust 


is of 


(ii) the fair market value at that time of all beneficial interests 
in the trust; and 


(d) all of the shares of the capital stock of a corporation. that are 
at any time owned by, or that‘are deemed by this subsection to 
be at any time owned by, a particular trust (other than an exempt 
trust within the meaning assigned by subsection (1) or a non- 
discretionary trust within the meaning assigned by subsection 
17(15)) are deemed to be, at that time, owned by, or property of, 
as the case may be, 


(i) each beneficiary of the particular trust at that time, and 


(ii) each settlor (within the meaning assigned by subsection 
17(15)) in respect of the particular trust at that time. 


Related Provisions: 95(2.02) — No double counting. 


History: Subsec. 95(2.01) added by 2007, ‘c. 35, subsec. 26(17),' applicable as de- 
scribed in the History at the end of s. 95. 


(2.02) Rule against double-counting — In applying the as- 
sumption in paragraph (b) of the definition “controlled foreign affil- 
iate” in subsection (1) in respect of a taxpayer resident in Canada to 
determine whether a foreign affiliate of the taxpayer is at any time a 
controlled foreign affiliate: of the taxpayer, nothing.in that para- 
graph or in subsection (2.01) is to be read or construed as requiring 
an interest, or for civil law a right, in a share of the capital stock of 
the foreign affiliate of the taxpayer owned at that time by the tax- 
payer to be taken into account more than once. 


History: Subsec. 95(2.02) added by 2007, c. 35, subsec. 26(17), applicable as de- 
scribed in the History at the end of s. 95. 


(2.1) Rule for definition “investment business” — For the 
purposes of the definition “investment business” in subsection (1), a 
foreign affiliate of a taxpayer, the taxpayer and, where the taxpayer 
is a corporation all the issued shares of which are owned by a cor- 
poration: described in subparagraph (a)(i), such corporation de- 
scribed in subparagraph (a)(i) shall be considered to be dealing with 
each other at arm’s length in respect of the entering into of agree- 


S..95(2.2) 


ments that provide for the purchase, sale or exchange of currency 
and the execution of such agreements where 


(a) the taxpayer is 


(i) a bank, a trust company, a credit union, an insurance cor- 
poration or a trader or dealer in securities or commodities 
resident in Canada, the business activities of which are sub- 
ject by law to the supervision of a regulating authority such 
as the Superintendent of Financial Institutions or a similar 
authority of a province, or 


(ii) a subsidiary wholly-owned corncetinn of a corporation 
described. in, subparagraph (1); 


(b) the agreements’ are swap agreements, forwatd purchase or 
sale agreements, forward rate agreements, futures agreements, 
options or rights agreements or similar agreements; 


(c). the affiliate entered into the agreements in the course of a 
business carried on by. the affiliate, if 


(i) the business is carried on by ‘the affiliate principally in a 
country (other than Canada) and principally with persons 
with whom the affiliate deals at arm’s length, and 


(ii) the business activities of the affiliate are regulated in that 
country; and 


(d) the terms and conditions of such agreements are substantially 
the same as the terms and conditions of similar agreements made 
by persons dealing at arm’s length. 

Related Provisions: 95(2.41) — Foreign affiliate of life insurer. 

History: Para. 95(2.1)(c) amended by 2007, c. 35) subsec. 26(18), applicable as de- 

scribed in the History at the end of s..95. The para. formerly read: 


(c) the agreements are entered in the course of a business carried on by the affili- 
ate principally with persons with whom the affiliate deals at arm’s length in the 
country under whose laws the affiliate was formed or continued and exists and is 
governed and in which the business is principally carried on; and 


Subsec. 95(2.1) added by 1995, c. 21, subsec. 46(6), applicable to taxation years of 
foreign affiliates of taxpayers that begin after 1994 except that, where there:has been ’a 
change in the taxation year of a foreign affiliate of a taxpayer in| 1994 and after Febru- 
ary 22, 1994, the new, subsection applies to taxation years of such foreign affiliate of 
the taxpayer that end after’ 1994, unless 
(a) such foreign’ affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to’ income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been’ that change in the taxation of such foreign affiliate. 


(2.2) Qualifying interest throughout year — For the. purposes 
of paragraphs (2)(a) and (g), a non-resident corporation that is nota 
foreign affiliate of a taxpayer in respect of which the’ taxpayer has a 
qualifying interest throughout a particular taxation year is deemed 
to be a foreign affiliateof the taxpayer in respect of which the:tax- 
payer has a qualifying interest’ throughout that particular taxation 
year if 


(a) a person or partnership Haas in that particular taxation year, 
acquired or disposed of shares of the capital stock of that non- 
resident corporation-or of any other corporation and, because of 
that, acquisition or, disposition, that non-resident corporation be- 
comes or ceases to. be. a, foreign affiliate of the taxpayer in. re- 
spect of which the taxpayer has a qualifying interest, and 


(b) at the beginning of that particular taxation year or, at.the end 
of that particular taxation year, the non-resident corporation is a 
foreign affiliate of the taxpayer in respect of which the taxpayer 
has. a qualifying interest. 
Related Provisions: 95(2)(n) Deemed FA and deemed qualifying interest; 
95(2)(y) — Look-through rule for partnerships; 95(2.21) — Application of 95(2.2). 
History: The opening words of subsec. 95(2.2) amended by 2009, c. 2, subsec. 25(3), 
applicable to taxation years of a foreign affiliate of a taxpayer that begin after 1994. 
However, the opening words shall, in their application to taxation years of a foreign 
affiliate that begin after 1994 and before 2009, be. read as follows: 
(2.2) For the purposes of paragraphs (2)(a) and (g), 
The opening words formerly read: 
(2.2) Rule re subsec. (2) — For the purpose of subsection (2), other than para- 
graph (2)(f),a non-resident corporation that is not a foreign affiliate of a tax- 


663 


” 
e 
fe) 

iS 
© 
h 
° 
2 
hen 
fe) 

O 
ae 
= 
® 

= 
m7 
3) 

st 
. 
fe) 

a 


S. 95(2.2) 


payer in respect of which the taxpayer had a qualifying interest throughout a 
particular taxation year is deemed to be a foreign affiliate of the taxpayer in 
respect of which the taxpayer has a qualifying interest throughout that particular 
taxation year if 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest and 
penalties payable under the Act for any taxation year shall be made that is necessary to 
take into account this amendment. 


Subsec. 95(2.2) amended by 2007, c. 35, subsec. 26(19), applicable as described in the 
History at the end of s. 95. The subsec. formerly read: 


For the purpose of subsection (2), 


(a) a non-resident corporation that was not a foreign affiliate of a taxpayer in 
respect of which the taxpayer had a qualifying interest throughout a particu- 
lar taxation year shall be deemed to be a foreign affiliate of a taxpayer in 
respect of which the taxpayer had a qualifying interest throughout that year 
where 


(i) a person has, in that year, acquired or disposed of shares of that non- 
resident corporation or any other corporation and, because of that acqui- 
sition or disposition, that non-resident corporation became or ceased to 
be a foreign affiliate of the taxpayer in respect of which the taxpayer had 
a qualifying interest, and 


(ii) at the beginning of that year or at the end of that year, the non- 
resident corporation was a foreign affiliate of the taxpayer in respect of 
which the taxpayer had a qualifying interest; and 


(b) a non-resident corporation that was not related to a foreign affiliate of a 
taxpayer and the taxpayer throughout a particular taxation year shall be 
deemed to be related to the foreign affiliate of the taxpayer and that taxpayer 
throughout that year where 


(i) a person has, in that year, acquired or disposed of shares of that non- 
resident corporation or any other corporation and, because of that acqui- 
sition or disposition, that non-resident corporation became or ceased to 
be a non-resident corporation that was related to the foreign affiliate of 
the taxpayer and the taxpayer, and 


(ii) at the beginning of that year or at the end of that year, the non- 
resident corporation was related to the foreign affiliate of the taxpayer 
and the taxpayer. 


The opening words of subsec. 95(2.2) amended by 2001, c. 17, subsec. 73(9) to replace 
“paragraph (2)(a)” with “subsection (2)”, applicable to taxation years of a foreign affili- 
ate of a taxpayer that begin after November 1999 except that, where the taxpayer so 
elects in writing and files the election with the Minister of National Revenue before the 
day of the taxpayer’s filing-due date for the taxation year that includes June 14, 2001, 
the amendment applies to taxation years, of all of its foreign affiliates, that began after 
1994 and, notwithstanding subsecs. 152(4) to (5S), any assessment of a taxpayer’s tax 
payable under the Act for any of those taxation years shall be made that is necessary to 
take into account the application of the amendment. 


Subsec. 95(2.2) added by 1995, c. 21, subsec. 46(6), applicable to taxation years of 
foreign affiliates of taxpayers that begin after 1994 except that, where there has been a 
change in the taxation year of a foreign affiliate of a taxpayer in 1994 and after Febru- 
ary 22, 1994, the new subsection applies to taxation years of such foreign affiliate of 
the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


(2.201) Controlled foreign affiliate throughout year — For 
the purposes of paragraphs (2)(a) and (g), a non-resident corpora- 
tion is deemed to be a controlled foreign affiliate of a taxpayer 
throughout a taxation year of the non-resident corporation if 


(a) in the taxation year, a person or partnership acquires or dis- 
poses of shares of the capital stock of a corporation and, because 
of the acquisition or disposition, the non-resident corporation 
becomes or ceases to be a controlled foreign affiliate of the tax- 
payer; and 


(b) at either or both of the beginning and end of the taxation 
year, the non-resident corporation is a controlled foreign affiliate 
of the taxpayer. 


History: Subsec. 95(2.201) added by 2009, c. 2, subsec. 25(4), applicable to taxation 
years of a foreign affiliate of a taxpayer that end after 1999. However, 


(a) subject to para. (b) below, for taxation years of a foreign affiliate that begin 
before December 21, 2002, the reference to “for the purposes of paragraphs (2)(a) 
and (g)” shall be read as a reference to “for the purpose of paragraph (2)(a)”; and 
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(b) if the taxpayer has made a valid election under subsec. 26(46) of S.C. 2007, c.. 
35 (Budget and Economic Statement Implementation Act, 2007), the amendment. 
applies to taxation years of a foreign affiliate of the taxpayer that begin after 1994," 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest and | 
penalties payable under the Act for any taxation year shall be made that is necessary to 


take into account this amendment. 


(2.21) Rule re subsec. (2.2) — Subsection (2.2) does not apply. 
for the purpose of paragraph (2)(a) in respect of any income or loss 


referred to in that paragraph, of a particular foreign affiliate of the’ t 


taxpayer, to the extent that that income or loss can reasonably be_ 


considered to have been realized or to have accrued before the ear- ; 


lier of ; 
(a) the time at which the particular affiliate became, as deters} 
mined without reference to subsection (2.2), a foreign affiliate of | : 
the taxpayer in respect of which the taxpayer had a qualifying | 
interest, and 


(b) the time at which the particular affiliate became, as deter- | 
mined without reference to subsection (2.2), a foreign affiliate of | 
another person resident in Canada in respect of which the other | 
person resident in Canada had a qualifying interest, where 


(i) the taxpayer is a corporation, 


(11) the taxpayer did not exist at the beginning of the taxation 
year, 


(ili) the particular affiliate became a foreign affiliate of the 


taxpayer in the taxation year because of a disposition, in the 


taxation year, of shares of the capital stock of the particular 


affiliate to the taxpayer by the other person resident in Can- 
ada, and 


(iv) the other person resident in Canada was, immediately 
before that disposition, related to the taxpayer. 


Related Provisions: 95(2)(n)—-Deemed FA and deemed qualifying interest; 
95(2)(y) — Look-through rule for partnerships. 


History: Subsec. 95(2.21) added by 2007, c. 35, subsec. 26(19), applicable as de- 
scribed in the History at the end of s. 95. 


(2.3) Application of para. (2)(a.1) — Paragraph (2)(a.1) does 
not apply to a foreign affiliate of a taxpayer in respect of a sale or 
exchange of property that is currency or a right to purchase, sell or 
exchange currency where 


(a) the taxpayer is 


(1) a bank, a trust company, a credit union, an insurance cor- 
poration or a trader or dealer in securities or commodities 
resident in Canada, the business activities of which are sub- 
ject by law to the supervision of a regulating authority such 
as the Superintendent of Financial Institutions or a similar 
authority of a province, or 


(ii) a subsidiary wholly-owned corporation of a corporation 
described in subparagraph (i); 


(b) the sale or exchange was made by the affiliate in the course 
of a business conducted principally with persons with whom the 
affiliate deals at arm’s length, if 


(i) the business is principally carried on in the country (other 
than Canada) under whose laws the affiliate is governed and 
any of exists, was (unless the affiliate was continued in any 
jurisdiction) formed or organized, or was last continued, or 


(ii) the affiliate is a foreign bank, a trust company, a credit 
union, an insurance corporation or a trader or dealer in secur- 
ities or commodities and the activities of the business are 
regulated 


(A) under the laws of the country under whose laws the 
affiliate is governed and any of exists, was (unless the af- 
filiate was continued in any jurisdiction) formed or organ- 
ized, or was last continued, and under the laws of each 
country in which the business is carried on through a per- 
manent establishment (as defined by regulation) in that 
country, 
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bag 33(5), will amend cl, 95(2. Siren to substitute ° édstablishtient 4 in that country” 
for | Bolsters (as defined. ae Meer in that eines Ne to taxation 


_ : respect of that provision, —_ 


(ii) files that election: 
2011 oe 
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(B) under the laws of the country (other than Canada) in 
which the business is principally carried on, or 


(C) if the affiliate is related to a corporation, under the 
laws of the country under the laws of which that related 
corporation is governed and any of exists, was (unless 
that related corporation was continued in any jurisdiction) 
formed or organized, or was last continued, if those regu- 
lating laws are recognized under the laws of the country 
in which the business is principally carried on and all of 
those countries are members of the European Union; and 


(c) the terms and conditions of the sale or exchange of such pro- 
perty are substantially the same as the terms and conditions of 
“similar sales or exchanges of such property by persons dealing at 
arm’s length. 


History: Para. 95(2.3)(b) amended by 2007, c. 35, subsec. 26(20), applicable as de- 
scribed in the History at the end of s. 95. The para. formerly read: 


(b) the sale or exchange was made in the course of a business carried on by the 
affiliate principally with persons with whom the affiliate deals at arm’s length in 
the country under whose laws the affiliate was formed or continued and exists 
and is governed and in which the business is principally carried on by it; and 


Subsec. 95(2.3) added by 1995, c. 21, subsec. 46(6), applicable to taxation years of 
foreign affiliates of taxpayers that begin after 1994 except that, where there has been a 
change in the taxation year of a foreign affiliate of a taxpayer in 1994 and after Febru- 
ary 22, 1994, the new subsection applies to taxation years of such foreign affiliate of 
the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


Regulations: 5906(2)(b) (permanent establishment, for 95(2.3)(b)(ii)(A)). 


(2.4) Application of para. (2)(a.3) — Paragraph (2)(a.3) does 
not apply to a foreign affiliate of a taxpayer in respect of its income 
derived directly or indirectly from indebtedness to the extent that 


(a) the income is derived by the affiliate in the course of a busi- 
ness conducted principally with persons with whom the affiliate 
deals at arm’s length carried on by it as a foreign bank, a trust 
company, a credit union, an insurance corporation or a trader or 
dealer in securities or commodities, the activities of which are 
regulated under the laws 


(i) of the country under whose laws the affiliate is governed 
and any of exists, was (unless the affiliate was continued in 
any jurisdiction) formed or organized, or was last continued 
and of each country in which the business is carried on 
through a permanent establishment (as defined by regulation) 
in that country, 


Proposed Amendment — 95(2.4)(a)(i) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), gub- 
sec. 33(6), will amend subpara. 95(2.4)(a)(i) to substitute “establishment i in that coun- 
try” for “establishment (as defined by regulation) in that country”, , applicable to taxa- 
tion years of a foreign affiliate of a taxpayer that begin after 1999. 


estment bie ee 
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S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation i is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the shall be made to the extent 


ny to take into account this amendment, if the taxpayer 


: @ elects in writing i in re of all of its ide oe that = section opely in 
respect of that provision, and | eee 


 @i) fi files that election with the Minister of National Revenue on Z 
2011. 


Technical Notes (Sept. 10, 201 0): See under 95(1) “investment business”(a)(A(A). 


(11) of the country in which the business is principally carried 
on, or 


(iii) if the affiliate is related’ to’ a'corporation, of the country 
under the laws of which that related corporation is governed 
and any of exists, was (unless that related corporation was 
continued in any jurisdiction) formed or organized, or was 
last continued, if those regulating laws are recognized under 
the laws of the country in which the business is principally 
carried on and all of those countries are members of the Eu- 
ropean Union, and 


(b) the income is derived by the affiliate from trading or dealing 
in the indebtedness (which, for this purpose, consists of income 
from the actual trading or dealing in the indebtedness and inter- 
est earned by the affiliate during a short term holding period on 
indebtedness acquired by it for the purpose of the trading or 
dealing) with persons (in this subsection referred to as “regular 
customers”) with whom it deals at arm’s length who were resi- 
dent in a country other than Canada in which it and any competi- 
tor (which is resident in the country in which the affiliate is resi- 
dent and regulated in the same manner the affiliate is regulated 
in the country under whose laws the affiliate was formed or con- 
tinued and exists and is governed and in which its business is 
principally carried on) compete and have a substantial market 
presence, 


and, for the purpose of this subsection, an acquisition of indebted- 
ness from the taxpayer shall be deemed to be part of the trading or 
dealing in indebtedness described in paragraph (b) where the in- 
debtedness is acquired by the affiliate and sold to regular customers 
and the terms and conditions of the acquisition and the sale are sub- 
stantially the same as the terms and conditions of similar acquisi- 
tions and sales made by the affiliate in transactions with persons 
with whom it deals at arm’s length: 


History: Para. 95(2.4)(a) amended by 2007, c. 35, subsec. 26(21), applicable as de- 
scribed in the History at the end of s. 95. The para. formerly read: 


(a) the income is derived by the affiliate in the course of a business conducted 
principally. with persons with whom the affiliate deals at arm’s length-carried on 
by it as a foreign bank, a trust company, a credit union, an insurance corporation 
or a trader or dealer in securities or commodities, the activities of which are 
regulated in the country under whose laws the affiliate was formed or continued 
and exists and is governed and in which the business is principally carried on, 
and 


Subsec. 95(2.4) added by 1995, c. 21, subsec. 46(6), applicable to taxation years of 
foreign affiliates of taxpayers that begin after 1994 except that, where there has been a 
change in the taxation year of a foreign affiliate of a taxpayer in 1994 and after Febru- 
ary 22, 1994; the new subsection applies to taxation years of such foreign affiliate of 
the taxpayer that end after 1994, unless 


(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income, taxation authority of the country in 
which it was resident and subject to income taxation; or 


(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change: in the taxation of such foreign affiliate. 


Regulations: 5906(2)(b) (permanent establishment, for 95(2.4)(a)(i)). 


(2.41) Application of para. (2)(a.3) — Paragraph (2)(a.3) does 
not apply to a foreign affiliate of a taxpayer resident in Canada in 
respect of the foreign affiliate’s income for a taxation year derived, 
directly or indirectly, from indebtedness of persons resident in Can- 
ada or from indebtedness in respect of businesses carried on in Can- 
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ada (referred to in this subsection as the “Canadian indebtedness’’) 
if 
(a) the taxpayer is, at the end of the foreign affiliate’s taxation 
year 


(i) a life insurance corporation resident in Canada, the busi- 
ness activities of which are subject by law to the supervision 
of the Superintendent of Financial Institutions or a similar 
authority of a province, or 


(ii) a corporation resident in Canada that is a subsidiary con- 

trolled corporation of a corporation described in subpara- 

graph (1); 
(b) the Canadian indebtedness is used or held by the foreign af- 
filiate, throughout the period in the taxation year that that Cana- 
dian indebtedness was used or held by the foreign affiliate, in 
the course of carrying on a business (referred to in this subsec- 
tion as the “foreign life insurance business’’) that is a life insur- 
ance business carried on outside Canada (other than a business 
deemed by paragraph (2)(a:2) to be-a separate business other 
than an active business), the activities of which are regulated 


(i) under the laws of the country under whose laws the for- 
eign affiliate is governed and any. of exists, was (unless the 
foreign affiliate was continued in any jurisdiction) formed or 
organized, or was last continued, and 


(ii) under the laws of the country, if any, in which the busi- 
ness is principally carried on; 
(c) more than 90% of the gross premium revenue of the foreign 
affiliate for the taxation year in respect of the foreign life insur- 
ance business was derived from the insurance or reinsurance of 
risks (net of reinsurance ceded) in respect of persons 


(i) that were non-resident at the time at which the policies in 
respect of those risks were issued or effected, and 


(ii) that were at that time dealing at arm’s length with the 
foreign affiliate, the taxpayer and all persons that were re- 
lated at that time to the foreign affiliate or the taxpayer; and 


(d) it is reasonable to conclude that the foreign affiliate used or 
held the Canadian indebtedness 


(i) to fund a liability or reserve of the foreign life insurance 
business, or 


(11) as capital that can reasonably be considered to have been 
required for the foreign life insurance business. 


Related Provisions: 95(2.1)(c) — Rule for definition of “investment business”. 


History: Subsec. 95(2.41) added by 2007, c. 35, subsec. 26(22), applicable as de- 
scribed in the History at the end of s. 95. 


(2.42) Exception re para. (2)(a.3) — If, at any time in a taxation 
year of a foreign affiliate of a taxpayer referred to in paragraph 
(2)(a.3), a life insurance corporation resident in Canada is the tax- 
payer referred to in paragraph (2)(a,3). or is a person who controls, 
or is controlled by, such a taxpayer, a particular indebtedness or a 
particular lease obligation of the life insurance corporation is, for 
the purposes of that paragraph, deemed, at that time, not to be an 
indebtedness or a lease obligation of a person resident in Canada, to 
the extent of the portion of the particular indebtedness or lease obli- 
gation that can reasonably be considered'to have been issued by the 
life insurance corporation to the foreign affiliate 


(a) in respect of the life insurance corporation’s life insurance 
business carried on outside Canada; and 


(b) not in respect of 


(i) the life insurance corporation’s life insurance business 
carried on in Canada, or 
(ii) any other use. 
History: Subsec. 95(2.42) added by 2007, c. 35, subsec. 26(22), applicable as de- 
scribed in the History at the end of s. 95. 


(2.5) Definitions for para. (2)(a.3) — For the. purpose of para- 
graph (2)(a.3), 
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“excluded income” and “‘excluded revenue” for a taxation year in 


respect of a foreign affiliate of a taxpayer mean, respectively, in- , 


come or revenue, that is 


(a) derived directly or indirectly from a specified deposit with a 
prescribed financial institution, 


(b) derived directly or indirectly from a lease obligation of a per- 
son (other than the taxpayer or a person that does not deal at 
arm’s length with the taxpayer) relating to the use of property 
outside Canada, or 


(c) included in computing the affiliate’s income for the year 
from carrying on a business through a permanent establishment 
in Canada; 


Proposed Amendment — 95(2.5)“excluded income” 4 


} 


and “excluded revenue” = 


Letter from Dept. of Finance, July 17, 2006: 
Mr. Angelo Nikolakakis, Couzin Taylor LLP, Montréal, QC 
Dear Mr. Nikolakakis: 


Tam writing in response to correspondence to Mr. Wallace Conway in which you ex- 


press your concern with respect to the wording of paragraph (b) of the definitions “ex- 
cluded income” and “excluded revenue” for the purpose of paragraph 95(2)(a.3) of the 
Income Tax Act, which are set out in subsection 95(2.5) of the Act. ; 


Paragraph 95(2)(a.3) includes, in computing the income from a business other than an” 
active business of a foreign affiliate of a taxpayer resident in Canada, the foreign affili- 
ate’s income (other than excluded income) derived directly or indirectly from most 
forms of indebtedness or lease obligations of persons resident in Canada or in respect 
of businesses carried on in Canada. That paragraph goes on to provide for a de minimis 
test so that such income from indebtedness or lease obligations is not included in com- 
puting the foreign affiliate’s income from a business other than an active business if 
more than 90% of the foreign affiliate’s gross revenue. (other than excluded revenue) 
derived directly or indirectly from indebtedness or lease obligations was from non- 
resident persons with whom the foreign affiliate deals at arm’s length. 


Paragraph (b) of the definitions “excluded income” “and “excluded revenue” in subsec- 
tion 95(2.5) provides that the foreign affiliate’s income or revenue, respectively, is ex- 
cluded income or excluded revenue where it is derived directly or indirectly from a 
lease obligation of a person (other than the taxpayer or a person that does not deal at 
arm’s length with the taxpayer) relating to the use of property outside Canada. 


In the example provided in your correspondence, a controlled foreign affiliate (Forco) 
of a corporation resident in Canada (Canco) carries on an active business of ae 
Be throughout the world. As well, 95 percent of Forco’s gross revenue (“go 
revenue”) derived from indebtedness or lease obligations is derived from lease bat 
tions of non-resident corporations, with which Forco deals at arm’s length, relating to_ 
the use of property outside Canada and 5 percent (“bad revenue”) is derived from lease. 
obligations of persons resident in Canada relating to the use of property in Canada, For 
the purposes of this letter, we presume that all of those lease obligations of those non- 
resident ‘corporations relate to the use of the leased property outside Canada in the 
course of a business carried on by those non-residents through a permanent establish- 
ment outside Canada. 


You argue that, in the circumstances of that pranks ade should ps eat to rely 
on the de minimis rule in paragraph 95(2)(a.3), since more than 90% of Forco’s gross 
revenue from indebtedness or lease obligations is derived from lease obligations of | 


non-resident persons with whom Forco deals at arm’s' length relating to the use (in the - 


course of carrying on a business outside Canada) of property outside Canada, You note 

that, based on the wording of paragraph (b) of the “excluded revenue” definition, it” 
would appear that the de minimis rule would not apply: as all of aise sila — Feve!! 
nue” would be “excluded revenue”. Mt DENG Se 


From a tax policy perspective, we agree with you that Forco should, in the circum- 
stances of that example, be entitled to rely on the de minimis rule in “paragraph 


95(2)(a.3) of the Act. Accordingly, we are prepared to recommend that paragraph (b) - 


of the definitions “excluded income” and “excluded revenue” in subsection 95(2. 5) be 
amended so that income or revenue, respectively, of a foreign affiliate of a taxpayer 
resident in Canada is described by paragraph (b) of those definitions only if it is income 
or revenue of the foreign affiliate that is derived directly or indirectly from a particular 
os resident in Canada (other than the taxpayer or a person that does not deal at 
arm’s length with the taxpayer) relating to the use of property outside Canada in the 
course of a business carried on by the particular person teepuaie a neon -establish- 
ment outside Canada. Peersris 


We will recommend that such an sbneutioarink to the Act be oftedine fdr taxation years 
of foreign affiliates of a taxpayer that begin after the announcement date of draft legis- 
lation incorporating that amendment. However, if a taxpayer so elects in respect of all 
its foreign affiliates, the taxpayer would be permitted to have that amendment apply 
with the same coming-into-force as provided for the excluded income and excluded 
revenue definitions in subsection 95(2.5) as enacted mY stalnipey papenenest 3 in age 


38 


Thank you for writing. % 
Yours sincerely, _ ait f 
Brian Ernewein, Director, Tax § diel Division, Tax Policy Deandis’> 
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Subdivision i— Shareholders of Non-Resident Corporations 


ane Se 


Regulations: 5906(2)(b) [draft], 8201 [to be deleted]. 


“indebtedness” does not include obligations of a particular person 
under agreements with non-resident corporations providing for the 
purchase, sale or exchange of currency where 


(a) the agreements are swap agreements, forward purchase or 
sale agreements, forward rate agreements, futures agreements, 
options or rights agreements, or similar agreements, 


(b) the particular person is a bank, a trust company, a credit 
union, an insurance corporation or a trader or dealer in securities 
or commodities resident in Canada, the business activities of 
which are subject by law to the supervision of a regulating au- 
thority in Canada such as the Superintendent of Financial Insti- 
tutions or a similar authority of a province, 


(c) the agreements are entered into by the non-resident corpora- 
tion in the course of a business conducted principally with per- 
sons with whom the non-resident corporation deals at arm’s 
length, if 


(i) the business is principally carried on in the country (other 
than Canada) under whose laws the non-resident corporation 
is governed and any of exists, was (unless the non-resident 
corporation was continued in any jurisdiction) formed or or- 
ganized, or was last continued, or 


(ii) the non-resident corporation isa foreign affiliate of the 
particular person, or of a person related to the particular per- 
son, and 


(A) the non-resident corporation is a foreign bank, a trust 
company, a credit union, an insurance corporation or a 
trader or dealer in securities or commodities, and 


(B) the activities of the business are regulated 


(1) under the laws of the country under whose laws the 
non-resident corporation is governed and any of exists, 
was (unless the non-resident corporation was contin- 
ued in any jurisdiction) formed or organized, or was 
last continued and under the laws of each country in 
which the business is carried on through a permanent 
establishment (as defined by regulation) in that 
country, 


tunes ‘Amendmen 


3 


regu soa in tha tue “esl 1 
payer that begin after 1999. : 


which te draft tenon is assented to and woul 
aie because of subsecs. 


(ID) under the laws of the country (inet than Canada) 
in which the business is principally carried!4, or 


(III) if the affiliate is related to a corporation, under 
the laws of the country under the laws of which a cor- 
poration related to the non-resident corporation is gov- 
erned and any of exists, was (unless that related corpo- 
ration was continued in any jurisdiction) formed or 
organized, or was last continued, if those: regulating 
laws are recognized under the laws of the country in 
which the business is principally carried on and all of 


l4gie. Should be “carried on” — ed. 


S. 95(2.5) 


those countries are members of the European Union, 
and 


(d) the terms and conditions of such agreements are substantially 
the same as the terms and conditions of similar agreements made 
by persons dealings at arm’s length; 


Regulations: 5906(2)(b) (permanent establishment, for (c)(ii)(B)(1)). 


“specified deposit” means a deposit of a foreign affiliate of a tax- 
payer resident in Canada with a prescribed financial institution resi- 
dent in Canada where 


(a) the income from the deposit is income of the affiliate for the 
year that would, but for paragraph (2)(a.3), be.income from an 
active business carried on by it in a country other than Canada 
(other than a business the principal purpose of which is to derive 
income from property including interest, dividends, rents, royal- 
ties or similar returns or substitutes therefor or profits from the 
disposition of investment property), or 


(b) the income from the deposit is income of the affiliate for the 
year that would, but for paragraph (2)(a.3), be income from an 
active business carried on by the affiliate principally with per- 
sons with whom the affiliate deals at arm’s length in the country 
under whose laws the affiliate was formed or continued and ex- 
ists and is governed and in which the business is principally car- 
ried on by it and the deposit was held by the affiliate in the 
course of carrying on that part of the business conducted with 
non-resident persons with whom the affiliate deals at arm’s 
length or that part of the business conducted with a person with 
whom the affiliate was related where it can be demonstrated that 
the related person used or held the funds deposited in the course 
of a business carried on by the related person with non-resident 
persons with whom the related person and the affiliate deal at 
arm’s length. 


History: The definition “indebtedness” in subsec. 95(2.5) amended by 2007, c. 35, 
subsec. 26(23), applicable as described in the History at the end of s. 95. The definition 
formerly read: 


“indebtedness” does not include obligations of a person under agreements with 
non-resident corporations providing for the purchase, sale or exchange of cur- 
rency where 


(a) the agreements are swap agreements, forward purchase or sale agree- 
ments, forward rate agreements, futures.agreements, options or rights agree- 
ments, or similar agreements, 


(b) the person is a bank, a trust company, a credit union, an insurance corpo- 
ration or a trader or dealer in securities or commodities resident in Canada, 
the business activities of which are subject by law to the supervision of a 
regulating authority in Canada such as the Superintendent of Financial Insti- 
tutions or a similar authority of a province, 


(c) the agreements are entered into by the non-resident corporation in the 
course of a business carried on by it principally with persons with which it 
deals at arm’s length in the country under whose laws the non-resident cor- 
poration was formed or continued and exists and is governed and in which 
the business is principally carried on by it, and 


(d) the terms and conditions of such agreements are substantially the same as 
the terms and conditions of similar agreements made by persons dealing at 
arm’s length; 


The definitions “excluded income” and “excluded revenue” added to subsec. 95(2.5) by 
2001, c. 17, subsec. 73(10), applicable to taxation years of foreign affiliates that begin 
after 1999 except that, where a taxpayer so elects in writing and files the election with 
the Minister of National Revenue on or before the taxpayer’s filing-due date for the 
taxation year that includes June 14, 2001, subsec. 95(2.5) applies to taxation years, of 
all of the taxpayer’s foreign affiliates, that begin after 1994 except that, where there has 
been a change in the taxation year of a particular foreign affiliate of a taxpayer in 1994 
and after February 22, 1994, the enacted provisions apply to taxation years of the par- 
ticular foreign affiliate of the taxpayer that end after 1994, unless 


(a) the particular foreign affiliate had requested that change in the taxation year in 
writing before February 22, 1994 from the income taxation authority of the country 
in which it was resident and subject to income taxation; or 


(b) the first taxation year of the particular foreign affiliate that began after 1994 
began at a time in 1995 that is earlier than the time that it would have begun if 
there had not been that change in the taxation year of the particular foreign 
affiliate, 
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S. 95(2.5) Income Tax Act, 


and, notwithstanding subsections 152(4) to (5), any assessment of a taxpayer’s tax pay- 
able under the Act for any of those taxation years shall be made that is necessary to 
take into account the application of this amendment. 
Subsec. 95(2.5) added by 1995, c. 21, subsec. 46(6), applicable to taxation years of 
foreign affiliates of taxpayers that begin after 1994 except that, where there has been a 
change in the taxation year of a foreign affiliate of a taxpayer in 1994 and after Febru- 
ary 22, 1994, the new subsection applies to taxation years of such foreign affiliate of 
the taxpayer that end after 1994, unless 
(a) such foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation; or 
(b) the first taxation year of such foreign affiliate that began after 1994 began at a 
time in 1995 that is earlier than the time that that taxation year would have begun if 
there had not been that change in the taxation of such foreign affiliate. 


Regulations: 7900 (prescribed financial institution). 


(2.6) Rule for the definition “specified person or partner- 
ship” — For the purposes of paragraphs (a) to (d) of the definition 
“specified person or partnership” in subsection (1), if a person or 
partnership (referred to in this subsection as the “taxpayer’’) is not 
dealing at arm’s length with another person or partnership (referred 
to in this subsection as the “particular person”) at a particular time, 
the taxpayer is deemed to have existed and not to have dealt at 
arm’s length with the particular person, nor with each specified 
predecessor corporation of the particular person, throughout the pe- 
riod that began when the particular person or the specified prede- 
cessor corporation, as the case may be, came into existence and that 
ends at the particular time. 

History: Subsec. 95(2.6) added by 2009, c, 2, subsec. 25(5), applicable to taxation 
years of a foreign affiliate of a taxpayer that begin after October 2, 2007. However, 


[2009, c. 2, s. 25(6)(b)] if the taxpayer elects in writing in respect of all of its 
foreign affiliates and files the election with the Minister of National Revenue on or 
before the day (in this subsection referred to as the taxpayer’s “election day”’) that 
is the later of the taxpayer’s filing-due date for the taxpayer’s taxation year that 
includes the day on which the amending legislation is assented to and the day that 
is one year after that day, subsec. 95(2.6) shall, in its application to a taxation year 
of a foreign affiliate of the taxpayer that begins after October 2, 2007 and before 
July 14, 2008, be read as follows: 
(2.6) For the purposes of paragraphs (a) to (d) of the definition “specified 
person or partnership” in subsection (1), in determining whether, at a partic- 
ular time, a person was not, at a time (referred to in this subsection as the 
“prior time’’) that is before the particular time and at which that person did 
not exist, dealing at arm’s length with another person, where the person ex- 
ists at the particular time but did not exist at the prior time 


(a) the person is deemed to exist at the prior time; and 
(b) where the person is related to another person at the particular time, 


the person is deemed to have been related to that other person at the 
prior time. 


(c) if the taxpayer elects in writing in respect of all of its foreign affiliates and files 
the election with the Minister of National Revenue on or before the taxpayer’s 
election day, the amendment also applies to taxation years of a foreign affiliate of 
the taxpayer that begin before October 2, 2007 and after the date chosen by the 
taxpayer under paragraph (d) below; and 


(d) to be valid, an election must include the identification by the taxpayer of its 
choice of one of the following dates: 
(i) December 31, 1994, 
(i1) December 20, 2002, or 
(iii) February 27, 2004. 
Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest and 


penalties payable under the Act for any taxation year shall be made that is necessary. to 
take into account this amendment. 


(3) Definition of “services” — For the purposes of paragraph 
(2)(b), “services” includes the insurance of Canadian risks but does 
not include 


(a) the transportation of persons or goods; 

(b) services performed in connection with the purchase or sale of 
goods; 

(c) the transmission of electronic signals or electricity along a 
transmission system located outside Canada; or 


(d) the manufacturing or processing outside Canada, in accor- 
dance with the taxpayer’s specifications and under a contract be- 
tween the taxpayer and the affiliate, of tangible property, or for 
civil law corporeal property, that is owned by the taxpayer if the 


Part I, Division B 


property resulting from the manufacturing or processing is used 
or held by the taxpayer in the ordinary course of the taxpayer’s 
business carried on in Canada. 


History: Paras. 95(3)(c) and (d) added by 2007, c. 35, subsec. 26(24), applicable as 
described in the History at the end of s. 95. 


(3.1) Designated property — subpara. (2)(a.1)(i) — Desig- 
nated property referred to in subparagraph (2)(a.1)(i) is property 
that is described in the portion of paragraph (2)(a.1) that is before 
subparagraph (i) that is 
(a) property that was sold to non-resident persons other than the 
affiliate, or sold to the affiliate for sale to non-resident persons, 
and 


(i) that 


(A) was — in the course of carrying on a business in Can- 
ada — manufactured, produced, grown, extracted or 
processed in Canada by the taxpayer, or by a person with 
whom the taxpayer does not deal at arm’s length, or 


(B) was — in the course of a business carried on by a for- 
eign affiliate of the taxpayer outside Canada — manufac- 
tured or processed from tangible property, or for civil law 
corporeal property, that, at the time of the manufacturing 
or processing, was owned by the taxpayer or by a person 
related to the taxpayer and used or held by the owner in 
the course of carrying on a business in Canada, if the 
manufacturing or processing was in accordance with the 
specifications of the owner of that tangible or corporeal 
property and under a contract between that owner and that 
foreign affiliate, 


(ii) that was acquired, in the course of carrying on a business 
in Canada, by a purchaser from a vendor, if 


(A) the purchaser is the taxpayer or is a person resident in 
Canada with whom the taxpayer does not deal at arm’s 
length, and 


(B) the vendor is a person 
(1) with whom the taxpayer deals at arm’s length, 
(II) who is not a foreign affiliate of the taxpayer, and 


(III) who is not a foreign affiliate of a person resident 
in Canada with whom the taxpayer does not deal at 
arm’s length, or 


(iii) that was acquired by a purchaser from a vendor, if 


(A) the purchaser is the taxpayer or is a person resident in 
Canada with whom the taxpayer does not deal at arm’s 
length, 


(B) the vendor is a foreign affiliate of 
(1) the taxpayer, or 


(IJ) a person resident in Canada with whom the tax- 
payer does not deal at arm’s length, and 


(C) that property was manufactured, produced, grown, ex- 
tracted or processed in the country 


(1) under whose laws the vendor is governed and any 


of exists, was (unless the vendor was continued in any 
jurisdiction) formed or organized, or was last contin- 
ued, and 


(II) in which the vendor’s business is principally car- 
ried on; or 
(b) property that is an interest in real property, or a real right in 


an immovable, located in, or a foreign resource property in re- 
spect of, the country 


(i) under whose laws the affiliate is governed and any of ex- 
ists, was (unless the affiliate was continued in any jurisdic- 
tion) formed or organized, or was last continued, and 


(ii) in which the affiliate’s business is principally carried on. 


History: Subsec. 95(3.1) added by 2007, c. 35, subsec. 26(25), applicable as described 
in the History at the end of s. 95. i 
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Subdivision i— Shareholders of Non-Resident Corporations 


e Proposed Addition — 95(3. 23. 8) 


(@.2) Definitions — The following definition: apply 
poses of this subsection and paragraphs (2)(c.1) te 
(e.5) and (f.3) to (f.7) and subsec tions (3.3) to. 


“dividend-like redemption”, of | 
pen affiliate (referred to in this definition as the 


oo 


mption, an acquisition 
tred to as the “reden 


ae the ‘commentary for i. 
detail. 


Note also that the oe oe trust”, as ‘defined in su 
95(1) — ed.], is also used in new paragraphs 95(2)(w) and ® by ref 
aa see the = to those paragraphs, a — 


“suing ee affiliate”) of a corporation resident in Canada is a redemption, an 


acquisition of a cancellation (referred to here as the “redemption”) of the share if 


1 the share is excluded property (or would be excluded property if the holder of the 
_ share were a foreign affiliate of the corporation resident in Canada) of. another — 
foreign affiliate, of the corporation weesced in ee that, ney before 


the redemption, held the shake and 


* the surplus entitlement percentage of the corporation resident in Canada, ne re- : 
spect of the issuing ‘foreign affiliate, immediately before the redemption, i is. equal . 
to the surplus entitlement percentage of the corporation resident in Canada, in 


_ fespect of the issuing foreign affiliate, immediately aft 


e redemption. 
Related Provisions: 9503. 6) Partnerships and trusts. - 


“participating interest”, in an entity, means 


- (a) if the entity is a corporation, a share of the capital st stock of : 


the corporation; 


(b) if the entity is a trust, an interest as a beneficiary under the 


trust; 


_(c) if the entity is a partnership, a partnership interest in the 


partnership; and 


(d) a property. that is, der a contract, in ecuay, or es 


either immediately or in the future, and absolutely or contin- 


_ gently, convertible into, Tene te for, or a nent to acquire, 


directly or indirectly, — 


(i) a share or interest — in any @ of paragraphs (a) to 
(c), or 


Gia property (other than money) ‘the fair market value of 


which is determined primarily by reference to the fa 
ket value of those shares or interests. 


Technical Notes: “Participating interest” in a corporation, trust or pannesships a 
the case may be, (referred to here as the “entity’) is a property that is 


¢ where the entity is a corporation, a share of the capital stock of that corporation, 
* where the entity is a trust, an interest as a beneficiary under that trust, 
* where the entity is a partnership, an interest in that partnership, and 


* under a contract, in equity or otherwise, either immediately or in the future, and 
absolutely or contingently, convertible into, exchangeable for or a right to ac- 
quire, directly or indirectly, a property described in paragraphs (a) to (c) of this 


definition, or a property the fair market value of which is determined principally” 


by reference to those properties. 


The expression “entity” is defined in new amended subsection 95(1). See the com- 


mentary to subsection 95(1) for more detail. 


for the pur- 


(a) the share is (or would, if held by a eae ate of the 
dlegaee resident in nie ses exelnde property, of a 


Related Provisions: 95. 6) - Partnerships and rusts, ihe 


“specified vendor”, at any time in respect of a eae corpora- 
tion resident in oe means a fe or Se ses is, at 
that time, 


- (d). a partnership i in which a person or “paniership desoiibed I in” 


SS of paragraphs (a) to (c) has, directly or soe: in any 
manner whatever, a partnership interest. 


Techical Notes: “ “Specified vendor”, at any time, in respect of a particular 


corporation resident gniCanada, isa person or partnership that is, at _ time, 


r yee corporation, 


oe foreign affiliate of the 


© a foreign affili 


of a oinuce ip of which the particular es, is a 
ee / 


. a partnership a member of which i isa person Sa bek bate, or 


*a partnership in which any person or Harnershie described above has, dirty or 
indiree tly, in any manner whatever, a partnership interest. 


Subsection 95(3. 2) applies after December 20, 2002. 
Related Provisions: 9503. 5)"*specified 
95. 6)— - Partnerships and trusts. 


(3.3) Definitions for paras. (2\(c. 1) to (c.6) - a _ The following 
definitions apply for the PURDON of this subsection and 
paragraphs, (2)(c. 1) {0 «. 6). 


dor Definition for othe 


“con buted proper ” means a proper 


(a) that was held by the disposed foreign affiliate at the origi- 
nal disposition time, and was held by a person or partnership 
that wa a specified purchaser in respect of the particular 

‘corporation resident in Canada immediately after a transaction 
OF an event that x or a series os transactions or events that 
includes, 


(i ya Satta. ale acecribed in clause (a)(i)(A) or 
( \(B) of the definition “triggering disposition”, - 


) the dissolution, winding- up, or cessation of the exis- 
_ tenc described » eee o of me Lea “speci- 
fied . 


ii) a merger or sol tog Ueceriped; in se a (b) a 
the definition “specified discontinuance”; and 


-(b) for which it is reasonable to conclude that one of the main 
reasons for holding the property at the original calmer time 


wae 
(i) to avoid the disqualification of the particular sispoettion 
asa triggering disposition, or 


(ii) to avoid the characterization of a particular dissolution, 
_ winding-up, or cessation of the existence, of a specified 
_ purchaser in respect of a particular corporation resident in 
Canada as a specified discontinuance. 
Technical Notes: New subsection 95(3.3) provides definitions for the purposes of 
subsection 95(3.3) and paragraphs (2)(c.1) to (c.6). See the commentary for those 
proposed new paragraphs for further detail. 
“Contributed property” is a property 


_¢ that was held by the disposed foreign affiliate at the original disposition time, 
and was held by a person or partnership that was not a specified purchaser in 
respect of the particular corporation resident in Canada immediately after a trans- 

~ action or event, or series of transactions or events that includes, 


_ o> a particular disposition described in clauses (a)G)(A) and (ii)(B) of the defi- 
nition “triggering es 


— the dis solation, winding- up, or cessation io the existence, described in para- 
_ graph (a) of the definition “specified discontinuance”, or 


—— a merger or combination described in paragraph (b) of the definition “speci- 
fied discontinuance’, and 
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S, 95(3.3) con 


* for which it is reasonable to conclude that one of the main reasons for holding 


the property at the original disposition time was 


— to avoid the disqualification of the particular disposition as a triggering ae. : 


position, or 


— to avoid the characterization of a particular dissolution, winding-up, or ces- 
sation of the existence, of a specified purchaser in respect of a particular 
corporation resident in Canada as a specified discontinuance. 


Related Provisions: 95(3.2) — Definitions; 95(3.6) — Partnerships and trusts; 
248(5) — Substituted property; 248(10) = Series of transactions or events. 


“specified discontinuance”, of a current holder in respect of a 
particular corporation resident in Canada, means 


(a) a dissolution, winding-up, or cessation of the existence, of 
a corporation or partnership if, immediately after a transaction 
or an event that is, or a series of transactions or events that 


includes, the dissolution, winding-up or cessation, a person or — 


partnership that is a specified purchaser, in respect of the par- 
ticular corporation resident in Canada, 


(i) holds the specified share, or — 


(ii) holds property that, immediately before the commence- 
ment of the transaction or event or of the series, was pro- 
perty (or property substituted for such property) of the dis- 
posed foreign affiliate that, immediately before that 
commencement, had a total fair market value that was 


greater than 50% of the total fair market value, immediately 


before that commencement, of all of the property (other 
than contributed property) of the disposed foreign affiliate, 


(b) a merger or combination of corporations or partnerships if, 

immediately after a transaction or an event that is, or a series © 
of transactions or events that includes, the merger or combina- 
tion, a specified purchaser in respect of the particular corpora- 


tion resident in Canada 
(i) holds the specified share, or 


(ii) holds property that, immediately before the commence- 
ment of the transaction or event or of the series, was pro- 
perty (or property substituted for such property). of the dis- 
posed foreign affiliate that, immediately before that 
commencement, had a total fair market value that was 
greater than 50% of the total fair market value, immediately 


before that commencement, of all of the property (other 


than contributed property) of the disposed foreign affiliate; 
or _ ; 
(c) a disposition of a participating interest in the current holder 
if, in the course of a transaction or an event that is, or a series 
of transactions or events ‘that includes, the disposition of the 
participating interest, the specified share (or any portion of the 
specified share) or a right to, or an interest in, the specified 
share (or any portion of the interest in the specified share) be- 
comes property of a person or partnership that is a specified 
purchaser in respect of the particular corporation resident in 
Canada. 


Technical Notes: “Specified discontinuance” of a current ye in os of a 
particular corporation resident in Canada is 


* a dissolution, winding-up, of a cessation of the existence, of a corporation or 
partnership if, immediately after a transaction or event, or series of transactions 


or events that includes the dissolution, winding-up or cessation, a person or, part- 


nership that is a specified purchaser in respect of the particular corporation resi- 
dent in Canada, 


— holds the specified share, or 


— holds property that, immediately after the commencement of the transaction 
or event or of the series, was property (or property substituted for such pro- 
perty) of the disposed foreign affiliate that, immediately before, that com- 
mencement, had a total fair market value that was greater than 50%, of the 
total fair market value, immediately before that commencement, of all of the 
property (other than contributed property) of the disposed foreign affiliate, 


* a merger or combination of corporations or partnerships if, immediately after a 
transaction or event that is, or series of transactions or events that includes, the 
merger or combination, a person or partnership that isa specified purchaser in 
respect of the particular corporation resident in Canada, 


— holds the specified share, or 
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— holds property that, immediately before the commencement of the transac- 
tion or event or of the series, was property (or property substituted for such 

_ property) of the disposed foreign affiliate that, immediately before that com- _ 
mencement, had a total fair market value that was greater than 50% of the - 
total fair market value of all of the property (other than contributed property) 

of the disposed foreign affiliate, or 


* a disposition of a participating interest in the current holder if, in the course of a 
transaction or event that is, or series of transactions or events that includes, the- 
‘disposition of the participating interest, the specified share (or any portion of the 

_ specified share) or a right to or an interest in the specified share (or any portion 
of the interest in the specified share) becomes property of a person or partnership — 
that is a specie purchaser in respect of the particular corporation resident in 
Canada. 


Note that the expression “contributed property” is defined in new subsection 95(3.3). 
Letter from Dept. of Finance, July 17, 2006: 
Dear [xxx]: 


lam writing in response to your letter dated April 13, 2006 concerning the definition 

“specified discontinuance” in proposed subsection 95(3.3) of the Income Tax Act (the 
“Act”), as contained in the epics ae proposals that were announced on Febru- 
ary 27, 2004. - : 


In the example provided in your letter, a foreign affiliate (FA1) of a corporation resi- 
dent in Canada (Canco) holds shares of another foreign affiliate (FA2) of Canco that 
are excluded property of FA1. FA1 disposes of those shares to another foreign affili- » 
ate (FA3) of Canco or to a Canadian subsidiary (“Cansub”) of Canco, as the case 
may be, (the “internal purchaser”). You also indicate that, as part of a series of trans- 
actions that includes that internal disposition of FA2 shares by FA1, the shares of the 
internal purchaser are being disposed of by Canco to persons that are not specified 
purchasers in respect of Canco. You also mention that, at the end of that series, the 
internal purchaser will cease to be a specified purchaser in respect of Canco. 


As you noted, proposed paragraph 95(2)(c.2) would, for surplus purposes, defer the 

recognition of FA1’s gain realized on the disposition of the FA2 shares until, in ac- 

cordance with proposed paragraph 95(2)(c.3), there is a triggering disposition (as de- 

fined in proposed subsection 95(3.3)) of those shares or until the internal purchaser 

ceases to be a specified purchaser in respect of Canco (otherwise than because of a 
“specified discontinuance” of the internal purchaser). 


In your example, the internal purchaser will cease to be a specified pretences in re- 
spect of Canco since, as part of a series of transactions or events that includes the 
disposition of the FA2 shares to the internal purchaser, the shares of the internal 
purchaser are to be sold to an external purchaser. Consequently, you are of the view 
that FA1’s gain from the disposition of the FA2 shares to the internal purchaser 
should be recognized when the shares of the internal purchaser are sold. However, 
under paragraph (c) of the definition “specified discontinuance” in proposed subsec- 
tion 95(3.3), there will be a specified discontinuance of the internal purchaser be- 
cause the sale of the shares of the internal purchaser by Canco to the external pur- 
chaser is part of a series of transactions or events ose includes the pee of the 
shares of FA2 to the internal purchaser. : 


We agree with your conclusion that, in the example provided, there should not be a 
specified discontinuance of the internal purchaser since, at the end of the series of 
transactions or events in which the shares of FA2 and the internal purchaser are sold, 
the internal purchaser is no longer a specified purchaser of Canco (and the FA2 
shares are no longer held within the group). We are, therefore, prepared to recom- 
mend that the test in paragraph (c) of the proposed definition “specified discontinu- 
ance” in subsection 95(3.3) be modified. The modified test would treat a disposition 
of participating interests (such as the shares of the internal purchaser in your exam- 
ple) in the current holder in respect of the corporation resident in Canada as a speci- 
fied discontinuance of the current bolder only if, after the disposition, any entity that 
is a specified purchaser in respect of the corporation resident in Canada holds any 
right or interest in respect of the specified shares (the FA2 shares in your example) or 
the participating interests (the shares of the internal purchaser in your example) or 
any property that tracks the value of the specified shares or the participating interests. 
If our recommendation is acted upon, the revisions to the definition “specified dis- 
continuance” in proposed subsection 95(3.3) would have the same application date as 
the application date of that definition. 


We note that similar issues arise with respect to paragraph (c) of the definitions of 

“specified discontinuance” in proposed subsections 95(3.4) and (3.5) and we would 
thus recommend a comparable change to Leonie (c) of those definitions. 
Thank you for writing. : 
Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 

Related Provisions: 95(3.2) — Definitions; 95(3.4)“specified discontinuance”, 
95(3.5)*specified discontinuance” — Definitions for other purposes; 95(3.6) — Part- 


nerships and trusts; 248(5) — Substituted property; 248(10) — Series of transactions 
or events. 


“triggering aici eonacal of a specified share in sil of a par- 
ticular corporation resident in Canada, means the first disposition, 
after the original disposition time, of the specified share to a per-. 
son or partnership that is, immediately after that first disposition, 
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Subdivision i— Shareholders of Non-Resident Corporations 


not a specified purchaser in respect of the particular Pxporationt 
resident in Canada, but does not include — 


> {aja disposition of the specified share in respect of the particu- 
_ lar corporation resident in Canada that arises in the course of © 


@a dissolution, winding- -up, or cessation of the existence, / 


Ob 
(A) the dispiised foreig ffitiate if immediatly after a 
transaction or an event that is, or a series of transactions 

_ or events that includes, the dissolution, winding-up or 
cessation, a specified purchaser i in respect of the particu- 
lar corporation resident in Canada holds property that, 


immediately before the commencement of the transac- 


tion or event or of the series, was property (or property 
substituted for such property) of the disposed foreign af- 


the total fair market value, immediately before that 
commencement, of all of the. property (other than con- 
tributed property) of the disposed foreign affiliate, or 


(B) a current holder in respect of the particular corpora- 
tion resident in Canada if, immediately after a transac- 
tion or an event that is, or a series of tra 
events that includes, the dissolution, winding-up or ces- 
sation, a specified purchaser i in respect of the particular 
corporation resident in Canada holds the specified share 
(or any portion of the specified share) or a right to, or an 


interest in, the specified share (or any portion of the 


right to or interest in the specified share), or 
(ii) a merger or combination of corporations or partnerships 
if, immediately after a transaction or an event that is, or a 
series of transactions or events that includes, the merger or 
combination, a specified purchaser in respect of the a 
__ lar corporation resident in Canada holds 


(A) the specified share (or. any portion of the specified 
Share) or a right to, or an interest in, the specified share 


(or any portion of the cee to or interest in the a 


share), or 


(B) property that, “dihaeiatcly ' before the commence- 
ment of the transaction or event or of the series, was 
property (or property substituted for such property) of 


the disposed foreign affiliate that, immediately before — 


- that commencement, had a total fair market value that 
was greater than 50% of the total fair market value, im- 


mediately before that commencement, of all of the pro- 


perty (other than contributed pene of the aa 
foreign affiliate, 


(b) a disposition of the specified share in respect of the particu- 
lar corporation resident in Canada that is ae o a series - 
transactions or events that includes _ 


(i) the bee. of the specified share to a person or part: 


nership that is not a specified purchaser in respect | 
particular corporation resident in Canada, and 


(ii) the acquisition, by a specified purchaser in he of 


the particular corporation resident in Canada, of © 


(A) the specified share (or any portion of the ‘specified 
share) or a right to, or an interest in, the specified share 
(or any portion of the right to or interest in the es 
share), 


(B) a share, a right to a share, or a right to acquire a 
share (which share or right is referred to in this subpara- 
graph as a “substituted share’’) of the same or a substan- 
tially similar class of shares of the capital stock of the 


disposed foreign affiliate as the specified share ora sub- 


stituted share, or 
(C) a property the fair market value of which is deter- 


mined primarily by reference to property that is the 


specified share (or a substituted share) or to property 


that, at the original disposition time, was property (or _ 


filiate that, immediately before that commencement, had 
a total fair market value that was greater than 50% of — 


property substituted for it) of the disposed foreign affili- 
ate, or to any combination of those properties; or 


(c) a particular disposition of the specifies share in respect of 

the particular corporation resident in Canada if, immediately 
_ after a transaction or an event that is, or a series of transactions 
or ev its that includes, the particular disposition 


_ (i) a specified purchaser i in respect of the particular corpo- 
ration resident in Canada holds property (other than con- 
_ tributed property) the fair market value of which is derived 
- primarily from property that was, immediately before the 
original disposition time, _ 


aa) (A) property of the disposed & forcien affiliate, 

 (B) property from which property of the disposed for- 

; eign affiliate primarily derived its fair market value, 

oO properties substituted for properties described in 
clause (A) or (B), or _ 


7 1D) any combination of properties described in any of 
clauses (A) to (C), and 
(ii) the fair market value of the properties described in sub- 
paragraph (i) is greater than 50% of the fair market value, 
immediately before the original disposition time, of all of 
the property of the disposed foreign affiliate. 
Technical Notes: “Triggering disposition” of a specified share in respect of a 
particular corporation resident in Canada is the first disposition, after the original 
disposition time, of the specified share to a person or partnership that is, immediately 


after that first disposition, not a specified purchaser in respect of the Os ee 
ration resident in Canada, but does not include 


¢a disposition of the specified share in respect of the pees Poe es fe 
- dent i in Canada that arises in the course of co : J 


| dissolution, winding-up, ora cessation of the existence, of 


that is, or series of transactions or events that includes, the dissolution, 
-winding-up or cessation, a specified purchaser i in respect of the particu- 
lar corporation resident in Canada holds property ‘that, immediately 
before the commencement of the transaction or event or of the series, 
was property (or property substituted for such property) of the disposed 
ign affiliate that, immediately before that commencement, had a to- 
r market value that was greater than 50% of the total fair market 
value, immediately before that commencement, of all the property (other 
ibuted prop Hy) of the in eee foreign affiliate, or 


a current holder in respect of the particular coronation resident in Can- 
ada if, immediately after a transaction or event that is, or series of trans- 


a specifi ied purchaser i in respect of the particular corporation resident in 
_ Canada holds the specified share (or any portion of the specified share) 

or a right to or an interest in the specified share (or any portion of the 
: eet, to or interest in the specified share), or : 


oa merger or combination of corporations or partnerships if, iomeduuely after 


__a transaction or event that is, or series of transactions or events that includes, 
— - the merger or combination, a specified purchaser in respect of the particular 
corporation resident in Canada holds — 


an interest in the specified share (or any pomion of the — to or interest 
in the specified share), or | ; 


or event or of the series, was property (or property substituted for such 
property) of the disposed foreign affiliate that, immediately before that 


commencement, had a total fair market value that was greater than 50% ~ 


of the total fair market value, immediately before that commencement, 
of all of the property (other than contributed property) of the epee’ 
- foreig affiliate; LD 


a 4 dispounen a the specified share in respect of the particular cons apuen fesi- 
dent in Canada that is part of a series of transactions or events that includes 


— the disposition of the specified share to a person or partnership that is not an 
a specified purchaser i in respect ” the pertievlas corporation resident in Can- 
ada, an 7 


— the accicen, by a specified purchaser i in respect of the particular corpora- 


_ tion resident i in Canada, of 


¢ the specified share (or any poition of the specified share) or a right to or 
an interest in the specified share Ne any pone of the right to or interest 
- in the specified share), A : 
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* the. disposed foreign affiliate if, immediately after a transaction or oa 


, that includes, the dissolution, winding-up or cessation, — 


s the specified share (or any portion of the specified share) or a right to or 


property that, immediately before fhe! commencement ot the transaction 
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* a share, a right to a share, or a right to acquire a share (which share or 
right is referred to here as a “substituted share’) of the same or a sub- 
stantially similar class of shares of the disposed foreign affiliate as the 
specified share or a substituted share, or 


* a property the fair market value of which is determined primarily by 
reference to property that is the specified share (or a substituted share) 
or to property that, at the original disposition time, was property (or pro- 
perty substituted for it) of the disposed foreign affiliate, or to any combi- 
nation of those properties; or 


* a particular disposition of the specified share in respect of the particular corpora- 
tion resident in Canada if, immediately after a transaction or event that is, or 
series of transactions or events that includes, the particular disposition, 


— a specified purchaser in respect of the particular corporation resident in Can- 
ada holds property (other than contributed property) the fair market value of 
which is derived primarily from property that was, immediately before the 
original disposition time, 

* property of the disposed foreign affiliate, 
* property from which property of the disposed foreign affiliate primarily 
derived its fair market value, or 


* any combinations of such properties or properties substituted for such 
properties, and 


— the fair market value of those properties is greater than 50% of the fair mar- 
ket value, immediately before the original disposition time, of all of the pro- 
perty the disposed foreign affiliate. 


Subsection 95(3.3) applies after December 20, 2002. 

Letter from Dept. of Finance, May 11, 2005: 

Mr. Angelo Nikolakakis, Ernst & Young LLP, Montreal Qc 

Dear Mr. Nikolakakis: a : 

I am writing in response to your correspondence dated April 4, 2005 to Mr. Wallace 


Conway in which you express your concern with respect to the wording of the defini- — 


tion “triggering disposition” in proposed subsection 95(3.3) of the Income Tax Act. 
That proposed subsection is contained in the proposals announced by the Minister of 
Finance on February 27, 2004 in connection with foreign affiliates. 


In the example provided in your correspondence, a foreign affiliate (FA1) of a corpo- 
ration resident in Canada holds shares (“specified shares” within the meaning of pro- 
posed paragraph 95(2)(c.1) of the Act) of the capital stock of another foreign affiliate 
(FA2) of the corporation resident in Canada that are excluded property. FA1 disposes 
of those specified shares of FA2 to another foreign affiliate (FA3) of the corporation 
resident in Canada. As part of the same series of transactions that includes that first 
disposition (the internal disposition), those specified shares of FA2 are disposed of 
by FA3 to an arm’s length party (the external disposition) that is not a “specified 
purchaser” in respect of the corporation resident in Canada. 


As you note in your correspondence, the internal disposition of the specified shares 


(i.e., the disposition by FA! to FA3) would be subject to the rules in proposed — 


paragraphs 95(2)(c.2) and (c.3) which suspend, in certain circumstances, gains that, 


but for those paragraphs, would have otherwise been derived from the internal dispo- _ 
sition of the specified shares. You indicate that the external disposition of the speci- 


fied shares (i.e., the disposition by FA3 to the arm’s length party) should be a “trig- 
gering disposition” in respect of the internal disposition. However, you are concerned 
that the current wording of paragraph (b) of the definition “triggering disposition” in 
proposed subsection 95(3.3) would not produce that result. That paragraph results in 
a particular disposition of a specified share not being a triggering disposition of the 
specified share if that particular disposition of the specified share is part of a series of 
transactions or events that includes the acquisition, by a specified purchaser in re- 
spect of the particular corporation resident in Canada, of the specified share. Since, in 
your example, the internal disposition by FAI to FA3 of the specified shares and the 
external disposition by FA3 to the arm’s length party of the specified shares are part 
of the same series of transactions or events, the external disposition would be dis- 
qualified from being a triggering disposition in respect of the internal disposition that 
would permit the release of the suspended gains. You submit that such a result would 
not be appropriate if, as in your example, at the end of that series of transactions or 
events, the arm’s length party is the holder of the specified shares and is not a speci- 
fied purchaser in respect of the corporation resident in Canada and, at that time, no 
entity that is a specified purchaser in respect of the corporation resident in Canada 
holds any right or interest in respect of the specified shares or any property the value 
of which tracks the value of the specified shares. 


From a tax policy perspective, we agree that, in the circumstances described in your 
example, the external disposition of the specified shares by FA3 to the arm’s length 
party should qualify as a triggering disposition and result in a release of the sus- 
pended gains in respect of the internal disposition of the specified shares. Accord- 
ingly, we are prepared to recommend that paragraph (b) of the definition “triggering 
disposition” contained in proposed subsection 95(3.3) of the Act be revised. Under 
our recommendation, the revised wording of that paragraph (which describes a non- 
triggering disposition) would include a requirement that, at the end of the series of 
transactions or events that includes the internal and external dispositions of the speci- 
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fied shares, a specified purchaser (in respect of the particular corporation resident in 
Canada referred to in that paragraph) holds the specified shares or, in general terms, 
some other right or interest in respect of the specified shares or any property the 
value of which tracks the value of the specified shares. 


In your correspondence, you also note that similar concerns arise in connection with 
paragraph (b) of the definitions of “triggering disposition” in proposed subsections 
95(3.4) and (3.5) of the Act in the February 2004 proposals. A recommendation will © 
be made that those definitions be revised in the same fashion. 


Yours sincerely, 

Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
Related Provisions: 95(3.2) — Definitions; 95(3.4)“triggering disposition”, 
95(3.5)*triggering disposition” — Definitions for other purposes; 95(3.6) — Partner- 


ships and trusts; ens — Substituted property; 248(10) — Series of transactions or 
events. 


(3.4) Definitions for paragraphs (2)(f.3) to (f. 9) — The fol- 
lowing definitions apply for the purposes of this subsection and 
paragraphs (2)(f.3) to (£.9), 


“specified discontinuance’’, of a current holder described in par- 
agraph (2)(f.5), means 


(a) a dissolution, winding-up, or cessation of the existence, of 
a corporation or partnership if, immediately after a transaction 
or an event that is, or a series of transactions or events that 
_ includes, the dissolution, winding-up or cessation, a specified 
_ purchaser, in respect of the particular corporation, holds the 
specified property; 


(b) a merger or combination of corporations or partnerships i, 
immediately after a transaction or an event that is, or a series 
of transactions or events that includes, the merger or combina- 
tion, a person or partnership that is a specified purchaser, in 
respect of the particular corporation, holds the specified pro- 
perty; or 


(c) a disposition of a participating interest in the current holder 
if, in the course of a transaction or an event that is, or a series 
of transactions or events that includes, the disposition of the 
participating interest, the specified property (or any portion of 
the specified property) or a right to, or an interest in, the speci- 
fied property (or any portion of the specified property) be- 
comes property of a specified purchaser in ee of the par- 
ticular corporation. 

Technical Notes: New subsection 95(3.4) provides definitions for a purposes of 

proposed new paragraphs 95(2)(f.3) to (£.9). See the commentary for those proposed 

new paragraphs for further detail. 


“Specified discontinuance” of a current holder described in nate bl 95(2).5) is 


* a dissolution, winding-up, or cessation of the existence, of a corporation or part- 
nership if, immediately after a transaction or event that is, or series of transac- 
tions or events that includes, the dissolution, winding-up or cessation, a specified 
purchaser, in respect of the particular corporation, holds the specified property, 


* a merger or combination of corporations or partnerships if, immediately after a 
transaction or event that is, or series of transactions or events that includes, the 
merger or combination, a specified purchaser, in respect of the particular corpo- 
ration, holds the specified property, or 


a disposition of a participating interest in the current holder if, in the course of a 
transaction or event that is, or series of transactions or events that includes, the 
disposition of the participating interest, the specified property (or any portion of 
_ the specified property) or a right to or an interest in the specified property (or 
any portion of the specified property) becomes property of a specified purchaser 
in respect of the particular corporation. 


Letter from Dept. of Finance, July 17, 2006: See under 95(3.3)“specified 
discontinuance”. 


Related Provisions: 95(2)(f.7) — Designated replacement property deemed con- 
tinuation of specified property; 95(2)(f.8) — Where part of specified property dis- 
posed of; 95(3.2) — Definitions; 95(3.3)specified discontinuance”, 95(3.5)‘‘speci- 
fied discontinuance” — Definitions for other purposes; 95(3.6) — Partnerships and 
trusts; 248(5) — Substituted property; 248(10) — Series of transactions or events. 


“triggering disposition”, of a specified property in respect of a 
particular corporation resident in Canada, means the first disposi- 
tion, after the original disposition time, of the specified property 
to a person or partnership that is, immediately after that first dis- 
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poration resident in Canada, but does not include — 
| fe 


__ ticular corporation resident i in Canada that occurs in the course 
ns of 


action or an event that is, or a series of transactions or 
events that includes, the dissolution, winding-up or cessa- 
tion, a specified purchaser in respect of the gs op cor- 
_ poration holds the specified property, or. 


combination, a specified purchaser in respect of ie boon 
ot lar corporation: holds the specified property; or — 


“(b) a disposition of the specified property in respect of the par- 
ticular corporation | resident in Canada that i is par of a Series of 
transactions or events that includes — 


the particular corporation resident in Canada, and — 


ne particular corporation resident in Canada, of | 


(A) the specified property (or any portion of the: speci- / 
7: m _ fied property) or a right to, or an interest in, the speci- 7 


~ fied property (or any portion of the right to or interest in 
_ the specified property) (which right, interest or portion 


is referred to for the purposes of paragraphs Qy¢. 7) and 


(f. 2) as a “designated replacement property”), 


~ (B) a property or a right to acquire a property. (hich 
property or right is referred to in this clause and for the © 


purposes of paragraphs (2)(f.7) and (f.9) as a “desig- 


nated replacement property”) that is substantially simi- _ 
lar to the specified property or to the eens es . 


>) ment property, or. 
: (C) a property (referred to for the ‘purpose 
paragraphs (2).7) and (£.9) as a 


_ mined primarily by reference to property that is the 


specified property or properties from which the speci- — 
_ fied property primarily derived its fair ae alte’ at 


_the original disposition time. = . 
Technical Notes: “Triggering disposition”, of a specified property 


disposition time, of the specified property to a person or partnership that is, immedi- 


ately after that first disposition, not a specified purchaser i in ore of the Paar . 


corporation, but does not include 


ea disposition of the specified property in respect te ee corporation 


: ba | in Canada that arises in the course of 


-— a dissolution, winding-up, or cessation of the existence, ae. a corporation oF 


partnership if, immediately after a transaction or event that is, or series of 
transactions or events that includes, the dissolution, winding-up or cessation, 


_a specified purchaser in respect of the ed hes holds the speci- 


fied property, and _ 


ae merger or combination of corporations or poraehion ae jinraedintely ae y 


a transaction or event that is, or series of transactions or events that includes, 


the merger or combination, a specified purchaser in respect of the ae 7 


Corporation holds the specified property, or 


a ‘disposition of the specified property in respect of the particular corporation : 


resident in Canada that is part of a series of transactions or events that includes 


-— we disposition of the specified property to a person or partnership other than 
a specified purchaser in respect of the particular corporation Nae: in Can- 


ada, and 


— the acquisition, by a specified purchaser i in respect of the particular corpora- 
tion, of 


* the specified property (or any portion of the specified nip) or a 


right to or an interest in the specified property (or any portion of the 


right to or interest in the specified property) (which right, interest or 


Subdivision i—~ Shareholders of Non-Resident: Corporations 
position, not a specified purchaser i in respect of the particular cor 


(a) a disposition of the specified property in respect of the par- 


6 a dissolution, ae ale or «cessation of the existence, 
_ of a corporation or partnership if, immediately after a trans- — 


' (ii) a merger or combination of corporations ¢ or partnerships \ 
| oe, immediately after a transaction or an event that is, or a 
series of transactions or events that includes, the merger or 


(i) the disposition of the specified property to a ‘person or 
_ partnership that is not a specified purchaser i in ey of 


Gi) the acquisition, by. a specified purchaser i in respect of 


“designated replace- 2 
ment property”) the fair market value of which is deter- _ 


; respect ofa a 
particular corporation resident in Canada, is the first disposition, after the original ~ 


_ portion is referred to for the purposes of paragraphs 95(2)(f.7) and (f.9) 
asa oe replacement property”), 


oa property ora right to acquire a property (which property or ae is 
referred to here and for the purposes of paragraphs 95(2)(f.7) and (£.9) 
as a “designated replacement property”) that is substantially similar to 

the specified property or to the designated replacement property, or 
[a property (referred to for the purposes of paragraphs 95(2)(f. 7) and (f,9) 
as a “designated replacement property”) the fair market value of which 
is determined primarily by reference to property that is the specified. 


rived its fair market value at the original disposition time. 
Srbse toe 9503. 4) applies after December 20, 2002. 


posed of; 95.2) — Definitions; 95. 3)triggering disposition”, 95(3.5)“triggering 
disposition” —- Definitions for other purposes; 95(3.6) — Partnerships and trusts; 
248(5) — Substituted property; 248(10) — Series of transactions or events. 


paragraphs (2)(h) to (h.5). 
“specified discontinuance”, ie a current holder en in ‘Par- 
ite (2)(h.2), means . 

/ @) a dissolution, winding- up, or cessation of the existence, of 


a corporation | or partnership if, immediately after a transaction 
or an event that is, or a series of transactions or events that 


fied property; 
(b) a merger or combination of corporations or Barinersnips’ if, 
immediately after a transaction or an event that is, ora series 
__ of transactions or events that includes, the merger or combina- 
tion, a specified purchaser in respect of ihe oe ales 
holds the specified property; or 


(c) a disposition of a participating interest in the current holder 

_ if, in the course of a transaction or an event that is, or a series 
of transactions or events that includes, the disposition of the 

_ participating interest, the specified property (or any portion of 
the specified property) or a right to, or an interest in, the speci- 


comes property of a specified ae in sivebs of the par- 
ticular taxpayer. 
Technical Notes: New subsection 95(3. 5) paves definitions for the purphses of 
paragraphs 95(2)(h) to (h.5). See the commentary for those as new een 
for further detail. 
“Specified discontinuance”, of a current holder described in paragraph 95(2)(h. 2), is 
8 dissolution, winding- -Up, OF cessation of the existence, of a. corporation or part- 
nership if, immediately after a transaction or event that is, or series of transac- 
tions or events that includes, the dissolution, winding-up or cessation, a specified 
purchaser i in respect of the particular taxpayer holds the specified property, 


e 


a merger or combination of corporations or partnerships if, immediately after a 
transaction or event that is, or series of transactions or events that includes, the 
merger or combination, a person or partnership that is a specified purchaser in 

_fespect of the particular taxpayer holds the specified property, or 


a disposition of a participating interest in the current holder if, in the course of a 
transaction or event that is, or series of transactions or events that includes, the 
_ disposition of the participating interest, the specified property (or any portion of 
_ the specified property) or a right to, or an interest in, the specified property (or 
any portion of the specified property) becomes property of a specified purchaser 
in respect of the particular taxpayer. ; 
Letter from Dept. ‘of dere ae 17, 2006: See under eo 3) “specified 
discontinuance”. 
Related Provisions: 95(2)¢h, 3) — Designated vepthonieeet property deemed to be 
specified property; 95(2)(h.4)-— Where part of specified property disposed of, 
95(2)(h.5) — Designated replacement property acquired by specified purchaser, 
95(3.2) — Definitions; 95(3.3)‘specified discontinuance’, 95(3.4)“specified discon- 
tinuance” — Definitions for other purposes; 95(3.6) — Partnerships and _ trusts: 
248(10) — Series of transactions or events. : ' \ 


“specified vendor’’, at any time in respect of a particular taxpayer 
resident in Canada, means a person or partnership that is, at that 
time, 


(a) a foreign affiliate of the particular taxpayer; 
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_ property or properties from which the specified property primarily de- 


Related Provisions: 95(2)(f.7) — Designated replacement property deemed con- 
tinuation of specified property; 95(2)(f.8) — Where part of specified property dis- 


(3. 5) Definitions for paragraphs (2)(h) to (h.5) — The fol- 
lowing definitions apply for the uaposes & ot me subsection and . 


“includes, the dissolution, winding-up or cessation, a specified 
_ purchaser in respect of ee ee es the oe : 


fied property (or any portion of the specified property) be- 
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(b) a foreign affiliate of a partnership of which the particular 
taxpayer is a member; 

(c) a partnership a member of which is a person described in 
paragraph (a) or (b); or 

(d) a partnership in which a person or partnership described in 


any of paragraphs (a) to (c) has, directly or indirectly in any 


manner whatever, a partnership interest. 


Technical Notes: “Specified vendor’, at any time, in respect of a particular 
taxpayer resident in Canada, is a person or partnership that is, at that time, 


¢ a foreign affiliate of the particular taxpayer, 
* a foreign affiliate of a partnership of which the particular taxpayer is a member, 
* a partnership a member of which Ws a person described above, or 


* a partnership in which any person or partnership described above has, ae or 
indirectly in any manner whatever, a partnership interest. 


Related Provisions: 95(2)(h.3) — Designated replacement property deemed to he 
specified property; 95(2)(h.4)—— Where part of specified property disposed of; 


95(2)(h.5) — Designated replacement property acquired - by specified purchaser; 
95(3.2) — Déknitons: 95(3.2)specified vendor” — Definitions for other purposes; 
95(3.6) — Partnerships and trusts. 


“triggering disposition”, of a specified property in respent of a 


particular taxpayer resident in Canada, means the first disposition, 
after the original disposition time, of the specified property, to a 
person or partnership that is, immediately after that first disposi- 
tion, not a specified purchaser in respect of the particular tax- 
payer, but does not include 


(a) a disposition of the specified property in respect of the. par- 
ticular taxpayer resident in Canada that occurs in the course of 


Gi) a dissolution, winding-up, or cessation of the existence, 
of a corporation or partnership if, immediately after a trans- 
action or an event that is, or a series of transactions or 
events that includes, the dissolution, winding-up or cessa- 
tion, a specified purchaser in respect of the particular tax- 
payer holds the specified property, or 


(ii) a merger or combination of corporations or arttestgs 
if, immediately after a transaction or an event that is, or a 
series of transactions or events that includes, the merger or 
combination, a specified purchaser in respect of the pet 
lar taxpayer holds the specified property; or 


(b) a disposition of the specified property in respect of thie par- 


ticular taxpayer resident in Canada that is part of a series of 


transactions or events that includes’ 


(i) the disposition of the specified property to a person or : 
partnership that is not a specified purchaser in respect ¢ of | 


the particular taxpayer resident in Canada, and 


(ii) the acquisition, by a specified purchaser in respect of 


the particular taxpayer resident in Canada, of 


(A) the specified property (or any portion of the speci- 
fied property) or a right to, or an interest in, the speci- 
fied property (or any portion of the right to or interest in 
the specified property) (which right, interest or portion 
is referred to for the purposes of paragraphs (2)(h.3) and 
(h.5) as a “designated replacement property”), : 


(B) a property or a right to acquire a property (which 
property or right is referred to in this clause and for the 
purposes of paragraphs (2)(h.3) and (h.5) as a “desig- 
nated replacement property”) that is substantially simi- 
lar to the specified property or to the designated ees 
ment property, or 


(C) a property (which property is referred to for the pur- 
poses of paragraphs (2)(h.3) and (h.5) as a “designated 
replacement property”) the fair market value of which is 
determined primarily by reference to property that is the 
specified property or properties from which the speci- 
fied property primarily derived its fair market value at 
the original disposition time. 


Technical Notes: “Triggering disposition”, of a specified property in respect of a 
particular taxpayer resident in Canada, is the first disposition, after the original dispo- 
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sition time, of the specified property, to a person or partnership that is, immediately — 


after that first disposition, not a specified purchaser in respect of the particular tax- 


payer, but does not include 


¢ a disposition of the specified property. in respect of the particular taxpayer Tesi- 
dent in Canada that occurs in the course of 


— a dissolution, winding-up, or cessation of the existence, of a corporation or 
partnership if, immediately after a transaction or event that is, or series of 
transactions or events that includes, the dissolution, winding-up or cessation, 
a specified purchaser in respect of the particular taxpayer holds the specified 
property, oe 


— a merger or pcebiiiaton of corporations or partnerships if, scineiscistely after 
a transaction or event that is, or series of transactions or events that includes, 
the merger or combination, a specified purchaser 1 in respect of the particular 
~ taxpayer holds the specified property, and 


a disposition of the specified property in respect af the particular taxpayer resi- 
dent i in Canada that i is part of a series of transactions or events that includes 


— the disposition of the specified property to a person or partnership other than 
“a specified purchaser in sore of the particular Papas relent | in Canada, 
and < : 


= the acquisition by, a specified purchaser i in respect of the particular taxpayer 
resident in Canada, of 


“the specified property (or any one of the specified property) or a right to or 
an interest in the specified property (or any portion of the right to or interest in 
the specified property) (which right, interest or portion is referred to for the pur- 
poses of paragraphs ages 3) and (h.5) as a “designated replacement 
property”), . 


e 


a property or a right to acquire a property (which property or right is referred to 
here and for the purposes of paragraphs 95(2)(h.3) and (h.5) as a “designated 
replacement property ’) that is substantially similar to the specified property or to 
the designated replacement property, or 


a property (which property is referred to for the purposes of paragraphs 
95(2)(h.3) and (h.5) as a “designated replacement property”) the fair market 
value of which i is determined primarily by reference to property that is the speci- 
fied property or properties from which the specified Property primarily derived 
its fair market value at the original disposition time. 

Subsection 95(3. 5) applies after December 20, 2002. 

Related Provisions: 95(2)(h.3) — Designated replacement property deemed to be 
specified property; 95(2)(h.4)—— Where part of specified property disposed of; 
95(2)(h.5) — Designated replacement property acquired by specified purchaser; 
95(3.2) — Definitions; 95(3.3)“triggering disposition”, 95(3.4)“triggering disposi- 
tion” — Definitions for other purposes; 95(3.6)— Partnerships and _ trusts; 
248(10) — Series of transactions or events. 


(3.6) 


(h.5) and subsections (3.2) to (3.5), in determining if a non-resi- 
dent corporation is a foreign affiliate of a particular corporation 


resident in Canada or of a particular taxpayer resident in Canada, . 


as the case. may be, in circumstances where, at any time, a person 
or partnership (referred to in this subsection as the “holder’) is a 
member of a partnership, or has a beneficial interest in a trust 
(other than an exempt trust), 


(a) the partnership or the trust, as the case may be, is deemed 
to be a non-resident corporation having capital stock of a sin- 
gle class divided into 100 issued shares; 


(b) the holder is deemed to own at that time that proportion of 
the issued shares of that class that 


(i) the fair market value, at that time, of the holder’ S part- 
nership interest in the partnership or of the holder’s benefi- 
cial interest in the trust, as the case may be, 


is of 
(ii) the fair market value, at that time, of all partnership in- 


terests in the partnership or of all beneficial interests in the 
trust; and 


(c) for the purpose of paragraph (b), the fair market wale: at 
any time, of the holder’s beneficial interest in a trust (other 
than a non-discretionary trust within the meaning assigned by 
subsection 17(15)) is deemed to be the fair market value, at 
that time, of all beneficial interests in the trust. 


Technical Notes: New subsection 95(3.6) provides rules to be used in determining 
if a non-resident corporation is a foreign affiliate of a particular corporation resident 
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Partnerships and. trusts—For the purposes of 
paragraphs (2)(c.1) to (c.5), (e.3) to (e.5), (£.3) to (£.9) and (h) to 


I 


in Canada. or of a particular taxpayer resident in Canada for the purposes of © 
[eager 95(2)(c.1) to (c.5), (e.3) to (e.5), (f.3). to (f. 9) and (h) to (h.5) and subsec- > 

mn 953.2). to (3.5) where a pers ’ i 
tenet ciary under, a trus Sth, bee de: 


w subs ining if a non-resident corporation is 

a foreign affiliate Neg a pericdar oo resident in Cana da or of a particular _ 
| taxpayer resident i in Canada, as the case may be, ‘cumstances where, at any time, 
person OF partnership (which | person or partnership is referred to here asthe 
member of a Laer or has a enefic ‘interest i in a trust ¢ (other . 


ei is reel to own at that time that ee of the, issued a shares of 
at class that the fair market \ value of the sole i / 


boneideted t that one. ie the main reasons that an entity holds, at any” bine! a ‘capital 7 
interest in a trust is to cause the trust to satisfy the condition in paragraph (b) of the — 
“exempt trust” in ges 9503. 2) ete in 95(1 ed.],. i 


acne on a EE dicponton, Le 2 in any of de ond) of 
(e) and €. od to (e.5), of excluded — if i it may re onably be 
ed that one of th 


the particular corporation reondeak in Canada. oe respect. of a 
corporation resident in Canada with which the particular corpora-_ 
tion resident in Canada does not deal at arm’s length), having re-~ 
. = ee other am ed owes 


“Or ane the: ee to the epacnne dorpoiadon resident in 
cmecatie ora eeteten ees in Less selaok ce ‘which the 


oo of a aiapositiet of a Pica ofa bree affiliate of the : 
‘particular corporation, resident i in Canada or of a share of a for- 
_eign affiliate of a corporation resident in Canada with which 
the particular corporation — in Canada een fit ee at 


arm’s length. 


Technical Notes: New subsection 9503. 8) is an sntitnisoldeniee tule to. preven tthe 
premature recognition of exempt surplus (the non-taxable portion of a capital gain) 
on an internal sale of excluded property to which any of proposed new paragraphs — 
95(2)(d) and (e) and (e.3) to (¢,5) applies. Although capital gains on internal sales of. 
excluded property, to which those paragraphs apply, create foreign accrual property 
income, where the foreign affiliate is not a controlled foreign affiliate of the particu- 
lar corporation resident in Canada the particular corporation resident in Canada i is not 
subjected to Canadian tax on that foreign accrual property income. Therefore, the 
particular corporation resident in Canada can be advantaged on an internal disposi- 
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tion of excluded property by. claiming a relevant cost base, or electing proceeds of 
disposition, gre djusted cos the Property. disposed « of, in Particu- rs 
the fo gn. jurisdiction does not | tax « C pital gains. Where the. foreign j juris- 


ire to ‘create taxable 
pnt ae . 


vides ‘that n no. > amount ma ne empt ‘Surpls 
of foreign : affiliate of a particular corporation res lent in Canada in respect of the _ 
arising on the internal disposition of excluded property if it is reasonable to’ 
conclude that one of the 1 main reasons for claiming a relevant cost base, or electing 
proceeds of disposition, greater than the adjusted cost base of the property disposed. 
of on that internal disposition was the creation of exempt surplus in respect of the 

n respect ‘of a corporation resident i in 
Canada with which the particular corporation iat in ae does not deal at 
arm’s length. a : : y 


The factors to. consider ¢ in whee this dete; 


_* the amount of i foreian income tax paid, 


__ resident in Canada or to a a resident in Canada with which the ‘particu- : 


lar pee mesidentit in = does, t deal at arm’s length, and 


oe corporation aside in Canada does. not oe 
Subsection 95(3.8) applies after December 20, 2002. 


Application: The February 27, 2004 draft legislation (Part oe fersign! v ites), 
subsec. 133@9), will add subsecs. 953. 1) to (3.8), applicable as follows: 


@) subsec. G.1), to taxation years, ofa foreign affiliate of a taxpayer, that at begin 
ber 20, 2002. However, if a taxpayer so elects in writing and files. 
ith the Minister of National Revenue on or before the taxpayer’ ee 
e for the taxpayer's taxation year that includes the day on which © 
ct is assented to, the subsec. applies to taxation aoe of all frets affili-” 
0 ‘the taxpay ef, that begin after 1994; / A 
ubsecs. (3.2 ) to > 3B. ); after December 30, 2002: and 
Ise G. 8), to di positions that occur after February ; 2, 2004. 


lote: the. definitions “eligible trust”, “exempt ust”, “specified fixed i terest” aad. 
“specified purchaser” , formerly defined in subsec. 53.2). above (and also in. subsec. 
956. 5) in the case of “specified purchaser”) aré now defined in subsec. 95(1), 


S 


(4) Definitions — In this section, 


“direct equity percentage” at any time of any person in a corpora- 
tion is'the percentage determined by the following rules: 


(a) for each class of the issued shares of the capital stock of the 
corporation, determine the proportion of 100 that the number of 
shares of that class owned by that person at that time is of the 
total number of issued shares of that class at that time, and 


(b) select the proportion determined under paragraph (a) for that 
person in respect of the corporation that is not less than any 
other proportion so determined: for that person in respect, of the 
corporation at, that time, 


and the proportion selected under paragraph (b), when expressed as 
a percentage, is that person’s direct equity percentage in'the corpo- 
ration at that time; 


Interpretation Bulletins: IT-392: Meaning of term “share”. 


“equity percentage” at any time of a person, in any particular cor- 
poration, is the total of 


(a) the person’s direct equity percentage at that time in the par- 
ticular corporation, and 


(b) all percentages each of which is the product obtained when 
the person’s equity percentage at that time in any corporation is 
multiplied by that corporation’s direct equity percentage at that 
time in the particular corporation 


except that for the purposes of the definition “participating percent- 
age” in subsection (1), paragraph (b) shall be read as if the refer- 
ence ‘to “any corporation” were a reference to “any corporation 
other than a corporation resident in Canada’; 

Related Provisions: 94(1)(d) [to be repealed] — Deemed ownership in trust deemed 


to.be corporation for FAPI purposes; 149.1(1)“equity percentage” — Meaning of term 
for private foundation corporate-holding rules. 
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“relevant cost base” to a foreign affiliate of property at any time 
means the adjusted cost base to the affiliate of the property at that 
time or such greater amount as the taxpayer claims not exceeding 
the fair market value of the property at that time. 


(4.1) Application of subsec. 87(8.1) — In this section, the ex- 
pressions “foreign merger”, “predecessor foreign corporation’, 
“new foreign corporation” and “foreign parent corporation” have 
the meanings assigned by subsection 87(8.1). 


Origin of subsec. 95(4.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 87(8.1)). 


History: Subsec. 95(4.1) amended by 1999, c. 22, subsec. 25(2), applicable to a tax- 
payer in respect of a merger or combination of foreign corporations 


(a) that occurs after February 24, 1998, or 
(b) that occurred 


(i) before February 25, 1998 and in a taxation year of the taxpayer for which 
the taxpayer’s normal reassessment period, as defined in subsec. 152(3.1), has 
not ended before 1999, or 


(ii) after 1994 and before February 25, 1998 and in a taxation year of the tax- 
payer in which the taxpayer was exempt from tax under s. 149, 


unless the taxpayer elects by notifying the Minister of National Revenue in writing, 
before January 1, 2000, that the amendment not apply to the taxpayer in respect of 
the merger or combination. 

The subsec. formerly read: 


29 6. 


(4.1) In this section, the expressions “foreign merger’, “predecessor foreign cor- 
poration” and “new foreign corporation” have the meanings assigned by subsec- 
tion 87(8.1). 


(5) Income bonds or debentures issued by foreign affili- 
ates — For the purposes of this subdivision, an income bond or 
income debenture issued by a corporation (other than a corporation 
resident in Canada) shall be deemed to be a share of the capital 
stock of the corporation unless any interest or other similar periodic 
amount paid by the corporation on or in respect of the bond or de- 
benture was, under the laws of the country in which the corporation 
was resident, deductible in computing the amount for the year on 
which the corporation was liable to pay income or profits tax im- 
posed by the government of that country. 


Interpretation Bulletins: IT-388: Income bonds issued by foreign corporations 
(archived). 


(6) Where rights or shares issued, acquired or disposed 
of to avoid tax — For the purposes of this subdivision (other than 
section 90), 


(a) where any person or partnership has a right under a contract, 
in equity or otherwise, either immediately or in the future and 
either absolutely or contingently, to, or to acquire, shares of the 
capital stock of a corporation or interests in a partnership and 


(i) it can reasonably be considered that the principal purpose 
for the existence of the right is to cause 2 or more corpora- 
tions to be related for the purpose of paragraph (2)(a), those 
corporations shall be deemed not to be related for that pur- 
pose, or 


(ii) it can reasonably be considered that the principal purpose 
for the existence of the right is to permit.any person to avoid, 
reduce or defer the payment of tax or any other amount that 
would otherwise be payable under this Act, those shares or 
partnership interests, as the case may be, are deemed to be 
owned by that person or partnership; and 


(b) where a person or partnership acquires or disposes of shares 
of the capital stock of a corporation or interests in a partnership, 
either directly or indirectly, and it can reasonably be considered 
that the principal purpose for the acquisition or disposition is to 
permit a person to avoid, reduce or defer the payment of tax or 
any other amount that would otherwise be payable under this 
Act, that acquisition or disposition is deemed not to have taken 
place, and where the shares or partnership interests were unis- 
sued by the corporation or partnership immediately before the 
acquisition, those shares or partnership interests, as the case may 
be, are deemed not to have been issued. 
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Related Provisions: 17(14) — Similar rule re loans to non-residents; 256(5.1) — 
Controlled directly or indirectly. 


History: The opening words of subsec. 95(6) amended by 2001, c. 17, subsec. 73(11), 
to add the words “or interests in a partnership”, applicable after November 1999. 


Subpara. 95(6)(a)(ii) amended by the said c. 17, subsec. 73(12), applicable after No- 
vember 1999. The subpara. formerly read: 


(ii) it can reasonably be considered that the principal purpose for the existence of 
the right is to permit any person to avoid, reduce or defer the payment of tax or 
any other amount that would otherwise be payable under this Act, those shares 
shall be deemed to be owned by that person or partnership; and 


Para. 95(6)(b) amended by the said c. 17, subsec. 73(13), applicable after November 
1999. The para. formerly read: 


(b) where a person or partnership acquires or disposes of shares of the capital 
stock of a corporation, either directly or indirectly, and it can reasonably be con- 
sidered that the principal purpose for the acquisition or disposition of the shares 
is to permit a person to avoid, reduce or defer the payment of tax or any other 
amount that would otherwise be payable under this Act, those shares shall be 
deemed not to have been acquired or disposed of, as the case may be, and where 
the shares were unissued by the corporation immediately prior to the acquisition, 
those shares shall be deemed not to have been issued. 


Subsec. 95(6) amended by 1995, c. 21, subsec. 46(7), applicable (as amended by 1998, 
c. 19, subsec. 305(1), deemed to have come into force on June 22, 1995) to rights 
acquired and shares acquired or disposed of in taxation years of foreign affiliates of 
taxpayers that begin after 1994 except that, where there has been a change in the taxa- 
tion year of a foreign affiliate of a taxpayer in 1994 and after February 22, 1994, the 
amendment applies to rights acquired and shares acquired or disposed of in taxation 
years of the foreign’ affiliate that end after 1994, unless 


(a) the foreign affiliate had requested the change in writing before February 22, 
1994 from the income taxation authority of the country in which the foreign affili- 
ate was resident and subject to income taxation; or 


(b) the foreign affiliate’s first taxation year that began after 1994 began at a time in 
1995 that is earlier than the time at which that taxation year would have begun if 
the change had not occurred. 


Subsec. (6) formerly read: 


(6) Where rights or shares issued to avoid tax — For the purposes of this 
subdivision, 


(a) where any person has a right under a contract, in equity or otherwise, 
either immediately or in the future and either absolutely or contingently, to, 
or to acquire, shares of the capital stock of a corporation, those shares shall, 
if one of the main reasons for the existence of the right may reasonably be 
considered to be the reduction or postponement of the amount of taxes that 
would otherwise be payable under this Act, be deemed to be owned by that 
person; and 


(b) where any foreign affiliate of a taxpayer or any non-resident corporation 
controlled, directly or indirectly in any manner whatever, by the taxpayer or 
by a related group of which the taxpayer was a member has issued shares of 
a class of its capital stock and one of the main reasons for the existence or 
issuance of one or more of the shares of that class may reasonably be consid- 
ered to be the reduction or postponement of the amount of taxes that would 
otherwise be payable under this Act, those shares shall be deemed not to 
have been issued. 


Selected Cases [subsec. 95(6)]: Univar Canada Ltd. v. R., [2006] 1 C.T.C. 2308 
(TCC) (Principal purpose of purchase was not to avoid, defer or reduce taxes). 


1.T. Technical News: 32 (subsec. 95(6): scope of application); 34 (update on subsec- 
tion 95(6)); 36 (paragraph 95(6)(b)); 38 (application of para. 95(6)(b)). 


(7) Stock dividends from foreign affiliates — For the pur- 
poses of this subdivision and subsection 52(3), the amount of any 
stock dividend paid by a foreign affiliate of a corporation resident 
in Canada shall, in respect of the corporation, be deemed to be nil. 
Interpretation Bulletins [subsec. 95(7)]: IT-88R2: Stock dividends. 


History [s. 95]: S. 95 amended by 2007, c. 35, s. 26, which is reproduced here to 
provide a convenient view of the complex in-force rules in one place: 


39 es 


26. (1) The definitions “active business’, “controlled foreign affiliate”, “income 
from an active business” and “income from property” in subsection 95(1) of the 
Act are replaced by the following: 


{see enacted versions above] 


(2) The portion of the definition “excluded property” in subsection 95(1) of the 
Act before paragraph (a) of that definition and paragraphs (a) to (c) of that defi- 
hition are replaced by the following: 


{opening words, (a)—(c.1) — see enacted version above] 


(3) The portion of the description of A in the definition “foreign accrual property 
income” in subsection 95(1) of the Act before paragraph (a) is replaced by the 
following: 


[see enacted version above] 
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(4) The description of D in the: definition “foreign accrual property income” in 
subsection 95(1) of the Act is replaced by the following: 


[see enacted version above] 


(5) The description of E in the definition “foreign accrual property income” in 
subsection 95(1), of the Act is replaced by the following: 

[see enacted version above] 

(6) The portion of the definition “investment business” in subsection 95(1) of the 
Act before paragraph (a) is replaced by the following: 

[see enacted version above] 

(7) Subparagraph (a)(i) of the definition “investment business” in subsection 
95(1) of the Act is replaced by the following: 

[see enacted version above] 

(8) The definition “investment business” in subsection 95(1) of the Act is 
amended by striking out the word “and” at the end of paragraph (a) and by re- 
placing paragraph (b) with the following: 

[(b), (c) — see enacted version above] 

(9) Subsection 95(1) of the Act is amended by adding the following in alphabeti- 
cal order: 


99° 66 2 6 99 66s 


entity”, exempt trust’, 


9 ee 


“eligible trust’, income from a non-qualifying busi- 


ness”, “non- -qualifying business”, “non-qualifying country”, “specified fixed 
interest”, “specified purchaser” [see enacted versions above] 


(10) Paragraph 95(2)(a) of the Act is replaced by the following: 
[see enacted version above] 


(11) Subparagraphs 95(2)(a.1)@) and (ii) of the Act are replaced by the 
following: 


[see enacted version above] 

(12) Paragraph 95(2)(b) of the Act is replaced by the following: 

[see enacted version above] 

(13) Paragraph 95(2)(g) of the Act is replaced by the following: 

[(g)-(g.03) — see enacted version above] 

(14) Paragraph 95(2)(i) of the Act is replaced by the following: 

[@).—. see enacted version above] 

(15) Subparagraph 95(2)(1)(iii) of the Act is replaced by the following: 

[(iii) — see enacted version above] 

(16) Subsection 95(2) of the Act is amended by striking out the word “and” at 
the end of paragraph (1) and by adding the following after paragraph (m): 

[(n) to (z) — see enacted version above] 

(17) Section 95 of the Act is amended by adding the following after subsection 
(2): 

[(2.01), (2.02) — see enacted version above] 

(18) Paragraph 95(2.1)(c) of the Act is replaced by the following: 

[see enacted version above] 

(19) Subsection 95(2.2) of the Act is replaced by the following: 

[(2.2), (2.21) — see enacted version above] 

(20) Paragraph 95(2.3)(b) of the Act is replaced by the following: 

[see enacted version above] 

(21) Paragraph 95(2.4)(a) of the Act is replaced by the following: 

[see enacted version above] 

(22) Section 95 of the Act is amended by adding the following after subsection 
(2.4): 

[(2.41), (2.42) — see enacted version above] 


(23) The definition “indebtedness” in subsection 95(2.5) of the Act is replaced 
by the following: 


[see enacted version above] 


(24) Subsection 95(3) of the Act is amended by striking out the word “or” at the 
end of paragraph (a) and by adding the following after paragraph (b): 


[(c), (d) — see enacted version above] 


(25) Section 95 of the Act is amended by adding the following after subsection 
(3): 


{(3.1),— see enacted version above] 
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(26) The definitions “active business”, “income from an active business” and 
“income from property” in subsection 95(1) of the Act, as enacted by subsection 
(1), subsections (3), (4), and (6), the definitions “income from a non-qualifying 
business”, “non-qualifying business” and “non-qualifying country” in subsection 
95(1):of the Act, as enacted by subsection (9), and paragraphs 95(2)(w) and (x) 
of the Act, as enacted by subsection (16), apply in respect of taxation years, of a 
foreign affiliate of a taxpayer, that begin after 2008. 


(27) The definition “controlled foreign affiliate” in subsection 95(1) of the Act, 
as enacted by subsection (1), applies to taxation years, of a foreign affiliate of a 
taxpayer, that begin after 1995, except that 


(a) for taxation years, of a foreign affiliate of a taxpayer, that begin after 
2002 and on or before February 27, 2004, the definition “controlled foreign 
affiliate” in subsection 95(1) of the Act, as enacted by subsection (1), is to 
be read as follows: 


“controlled foreign affiliate’, at any time, of a taxpayer resident in 
Canada, means 


(a) a foreign affiliate of the taxpayer that is, at that time, 
controlled 


(i) by the taxpayer, 


(ii) by the taxpayer and not more than four other persons resi- 
dent in Canada, or 


(iii) by not more than four persons resident in Canada, other 
than the taxpayer, 


(b) a foreign affiliate of the taxpayer that would, at that time, be 
controlled by the taxpayer if the taxpayer owned 


(i) all of the shares of the capital stock of the foreign affiliate 
that are owned at that time by the taxpayer, 


(ii) all of the shares of the capital stock of the foreign affiliate 
that are owned at that time by persons who do not deal at 
arm’s length with the taxpayer, 


(ii) all of the shares of the capital stock of the foreign affili- 
ate that are owned at that time by the persons (each of whom 
is referred to in this definition as.a “relevant Canadian share- 
holder’), in any set of persons not exceeding four (which set 
of persons shall be determined without reference to the exis- 
tence of or the absence of any relationship, connection or ac- 
tion in concert between those persons), who 


(A) are resident in Canada, 

(B) are not the taxpayer or a person described in subpara- 
graph (ii), and 

(C) own, at that time, shares of the capital stock of the 
foreign affiliate, and 


(iv) all of the shares of the capital stock of the foreign affili- 
ate that are owned at that time by persons who do not deal at 
arm’s length with any relevant Canadian shareholder; 


(b) for taxation years, of a foreign affiliate of a taxpayer, that begin after 
1995 and before 2003, the definition “controlled foreign affiliate” in subsec- 
tion 95(1) of the Act, as enacted by subsection (1), is to be read as follows: 


“controlled foreign affiliate”, at any time of a taxpayer resident in 
Canada, means a foreign affiliate of the taxpayer that 


(a) is, at that time, controlled 
(i), by the taxpayer, 


(ii) by the taxpayer and not more than four other persons resi- 
dent in Canada, or 


(iii) by not more than four persons resident in Canada, other 
than the taxpayer, or 


(b) would, at that time, be controlled by the taxpayer if the tax- 
payer owned 


(i) each share of the capital stock of a corporation that is 
owned at that time by the taxpayer and each share of the capi- 
tal stock of a corporation that is owned at that time by any of 
not more than four other persons resident in Canada, 


(ii) each share of the capital stock of a corporation that is 
owned at that time by any of not more than four persons resi- 
dent i in’ Canada (other than the taxpayer); and 


- _ Proposed Amendment — Earlier version me < 
Pal deg foreign affiliate” 


dealing with “controlled foreign aff _ and aualiied fori affiliates” 
respectively. 


(iii) each share of the capital stock of a corporation that is 
owned at that time by the taxpayer and each share of the capi- 
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tal stock of a corporation that is owned at that time by any 
person with whom the taxpayer does not deal at arm’s length. 


(28) Subject to subsection (46), subsections (2) and (14) apply to taxation years, 
of a foreign affiliate of a taxpayer, that begin after December 20, 2002, except 
that paragraph 95(2)(i) of the Act, as enacted by subsection (14), shall, in respect 
of settlements and extinguishments of debt held by a foreign affiliate of the tax- 
payer that occur in those taxation years and before October 2, 2007, be read as 
follows: 


(i) any gain or loss determined in accordance with subsection 39(2) of a 
foreign affiliate of a taxpayer is deemed to be a gain or loss, as the case 
may be, from the disposition of an excluded property if the gain or loss is 


(i) derived from the settlement or extinguishment of a debt all or sub- 
stantially all of the proceeds from which were used at all times to ac- 
quire excluded property or to earn income from an active business or 
for a combination of those uses, or 


(ii) derived under or as a result of an agreement that provides for the 
purchase, sale or exchange of currency and that can reasonably be 
considered to have been made by the affiliate to reduce its risk, with 
respect to.a debt referred to in subparagraph (i), of fluctuations in the 
value of the currency in which the debt was denominated; 


(29) Subsection (5) applies in respect of taxation years, of a foreign affiliate of a 
taxpayer, that end on or after December 20, 2002. 


(30) Subject to subsection (46), subsections (7), (15), (18) and (20) to (23) apply 
to taxation years, of a foreign affiliate of a taxpayer, that begin after 1999. 


(31) Subject to subsection (46), subsection (8) applies to taxation years, of a 
foreign affiliate of a taxpayer, that end after 1999. 


(32) Subject to subsection (45), subsection (11) applies to taxation years, of a 
foreign affiliate of a taxpayer, that begin after December 20, 2002. 


(33) The definition “entity” in subsection 95(1) of the Act, as enacted by subsec- 
tion (9), applies in respect of taxation years, of a foreign affiliate of a taxpayer, 
that begin after 1994. 


(34) The definitions “eligible trust”, “exempt trust”, “specified fixed interest” 
and “specified purchaser” in subsection 95(1) of the ‘Act, as enacted by subsec- 
tion (9), apply after February 27, 2004, except that, after February 27, 2004 and 
before October 2, 2007, the definition “specified purchaser” in subsection 95(1) 
of the Act, as enacted by subsection (9), shall be read as follows: 
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“specified purchaser’, at any time in respect of a particular taxpayer resi- 
dent in Canada, means a person or partnership that is, at that time, 


(a) the particular taxpayer; 


(b) a taxpayer resident in Canada with which the particular taxpayer 
does not deal at arm’s length; ; 


(c) a foreign affiliate of a person described in paragraph (a) or (b); 


(d) a non-resident person with which a person, described in any of 
paragraphs (a) to (c) does not deal at arm’s length; 


(e) a trust (other than an exempt trust) in which a person or partner- 
ship described in any of paragraphs (a) to (d) and (f) is beneficially 
interested; and 


(f) a partnership of which a person or partnership described in any of 
paragraphs (a) to (e) is a member. 


(35) Subject to subsection (46), subsection (10) and paragraph 95(2)(z) of the 
Act, as enacted by subsection (16), apply to taxation years, of a foreign affiliate 
of a taxpayer, that end after 1999. However, 


(a) subject to paragraph (b), paragraph 95(2)(a) of the Act, as enacted by 
subsection (10), shall, for taxation years, of a foreign affiliate of a taxpayer, 
that end after 1999 and begin before 2009, be read as follows: 


(a) in computing the inconie or loss from an active business for a taxa- 
tion year of a particular foreign affiliate of a taxpayer in respect of 
which the taxpayer has a qualifying interest throughout the year or 
that is.a controlled foreign affiliate of the taxpayer throughout the 
year, there shall be included any income or loss of the particular for- 
eign affiliate for that year from sources in a country other than Canada 
that would otherwise be income or loss from property of the particular 
foreign affiliate for the year to the extent that 


(i) the income or loss 


(A) is derived by the particular foreign affiliate from activi- 
ties that can reasonably be considered to be directly related to 
active business activities carried on in a country other than 
Canada by 


(I) another corporation 


1. that is a non-resident corporation to which the par- 
ticular foreign affiliate and the taxpayer are related 
throughout the year, or 


2. that is a foreign affiliate of the taxpayer in respect 
of which the taxpayer has a qualifying interest 
throughout the year, or 
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(il) a life insurance corporation that is resident in Canada 
throughout the year and that is 


1. the taxpayer, 
2. a person who controls the taxpayer, 
3. a person controlled by the taxpayer, or 


4. a person controlled by a person who controls the 
taxpayer, and 


(B) would be included in computing the amount prescribed to 
be the earnings or loss, from an active business carried on in a 
country other than Canada, of 


(1) the non-resident corporation referred to in sub-sub- 
clause (A)(I)1 or the life insurance corporation referred 
to in subclause (A)(II), if that non-resident corporation or 
that life insurance corporation were a foreign affiliate of 
the taxpayer and the income were earned by it, or 


(II) the foreign affiliate referred to in sub-subclause 
(A)(D)2, if the income were earned by it, 


(ii) the income. or loss is derived from amounts that were paid or 
payable, directly or indirectly, to the particular foreign affiliate or 
a partnership of which the particular foreign affiliate was a 
member 


(A) by 


(I) a non-resident corporation to which the particular for- 
eign affiliate and the taxpayer are related throughout the 
year, or 


(11) a partnership of which a non-resident corporation to 
which the particular foreign affiliate and the taxpayer are 
related throughout the year is a qualifying member 
throughout each period, in the fiscal period of the part- 
nership that ends in the year, in which that non-resident 
corporation was a member of the partnership 


to the extent that those amounts that were paid or payable are 
for expenditures that would, if the non-resident corporation or 
the partnership were a foreign affiliate of the taxpayer, be de- 

~ ductible by it in computing the amounts prescribed to be its 
earnings or loss for a taxation year from an active business 
(other than, an active business carried on in Canada); 


(B) by 


(I) another foreign affiliate of the taxpayer in respect of 
which the taxpayer has a qualifying interest throughout 
the year, or 


(II) a partnership of which another foreign affiliate of the 

‘taxpayer — in respect of which other foreign affiliate the 
taxpayer has a qualifying interest throughout the year or 
to which other foreign affiliate the particular foreign af- 
filiate and the taxpayer are related throughout the year — 
is a qualifying member throughout each period, in the fis- 
cal period of the partnership that ends in the year, in 
which that other foreign affiliate was a member of the 
partnership 


to the extent that those amounts that were paid or payable are 
for expenditures that were deductible by the other foreign af- 
filiate or would (if the partnership were a foreign affiliate of 
the taxpayer) be deductible by the partnership in computing 
the amounts prescribed to be its earnings or loss for a taxation 
year from an active business (other than an active business 
carried on in Canada), 


(C) by a partnership of which the particular foreign affiliate is 
a qualifying member throughout each period, in the fiscal pe- 
riod of the partnership that ends in the year, in which the par- 
ticular foreign affiliate was a member of the partnership, to 
the extent that those amounts that were paid or payable were 
for expenditures that would, if the partnership were a foreign 
affiliate of the taxpayer, be deductible in computing the 
amounts prescribed to be its earnings or loss for a taxation 
year from an active business (other than an active business 
carried on in Canada), 


(D) by another foreign affiliate (referred to in this clause as 
the “second affiliate”) of the taxpayer — in respect of which 
the taxpayer has a qualifying interest throughout the year or 
to which the particular foreign affiliate and the taxpayer are 
related throughout the year — to the extent that the amounts 
are paid or payable by the second affiliate, in respect of any 
particular period in the year, 


(I) under a legal obligation to pay interest on borrowed 
money used for the purpose bf earning income from pro- 
perty, or 


reduce 
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(ID) on an.amount payable for property acquired for the 
purpose of gaining or producing income from property ' 


where 


(III) the property is, throughout the particular period, ex- 
cluded property of the second affiliate that is shares of 
‘the capital stock of a corporation (referred’ to in this 
clause as the “third affiliate”) which is; throughout the 
particular period, a foreign affiliate (other than the partic- 
ular foreign affiliate) of the taxpayer in respect of which 
the taxpayer has a qualifying interest or to which the par- 
ticular foreign affiliate and the taxpayer are related, 


(IV) the second affiliate and the third affiliate are resident 
in the same country for each‘of their taxation:years (each 
of which taxation years is referred to in subclause (V) as 


and 


(V) in respect of each of the second affiliate and the third 
affiliate for each ee taxation year of that affiliate, 
~ either: 


1. that affiliate is subject to ae. taxation in that 
country in that relevant taxation year, or 


2. the members or shareholders of that affiliate 
(which, for the, purpose of this sub-subclause, in- 
cludes a person that has, directly or indirectly, an in- 
terest, or for civil law a right, in a share of the capital 
stock of, or in an’equity interest in, the affiliate) at 
the end of that relevant taxation year are subject to 
income taxation in that country on, in aggregate, all 
or substantially all of the income of that affiliate for 
that relevant taxation year in’ their taxation years in 
which that relevant taxation year ends, or 


(E) bya life insurance corporation that is resident in Canada 
and that is the taxpayer, a person who controls the taxpayer, a 
person controlled by the taxpayer or a person controlled by a 
person who controls the taxpayer, to the extent that those 
amounts that were paid or payable were for expenditures that 
are deductible by the life insurance corporation in computing 
its income or loss for a taxation year from carrying on its life 
insurance business outside Canada and are not deductible in 
computing its income or loss for a taxation year from carry- 
ing on its life insurance business in Canada, 


(iii) the income or loss is derived by the particular foreign affiliate 
from the factoring of trade accounts receivable acquired by the 
particular foreign affiliate, or a partnership of which the particular 
foreign affiliate was a member, from a non-resident corporation to 
which the particular ‘foreign affiliate and the taxpayer are related 
throughout the year to the extent that the accounts receivable 
arose in the course'of an active business carried on in a country 
other than Canada by the non-resident corporation, 


(iv) the income or loss is' derived by the particular foreign affiliate 
from loans or lending assets acquired by the particular foreign af- 
filiate, or a partnership of which the particular foreign affiliate 
was a member, from a non-resident corporation to which the par- 
ticular foreign affiliate and the taxpayer are related throughout the 
year to the extent that the loans or lending assets arose in the 
course of an active business carried on in a country other than 
Canada by ‘the non-resident corporation, 


(v) the income or loss is derived by the particular foreign affiliate 
from the disposition of excluded property that is not capital pro- 
perty, or 

(vi) the income or loss is derived by the particular foreign affiliate 
under or as a result of an agreement that provides for the 
purchase, sale or exchange of currency and that can reasonably be 
considered to have been made by the particular foreign affiliate to 


(A) its. risk — with respect to. an amount that increases the 
amount required by this paragraph to be included in comput- 
ing the particular foreign affiliate’s income for a taxation year 
from an active business or that decreases the amount required 
by this’ paragraph to be included in computing the particular 
foreign affiliate’s loss for a taxation year from an active busi- 
ness — of fluctuations in the value of the currency in, which 
the amount was denominated, or 


(B) its risk — with respect to an: amount that acsieae the 
amount required by this paragraph to be included in comput- 
ing the particular foreign affiliate’s income for a taxation year 
from an active business or that increases the amount required 
by this paragraph to be included in computing the’ particular 


“relevant taxation year” of the second affiliate or of the © 
third affiliate, as the case may i that end in the year, 


foreign affiliate’s loss for a taxation year from an active busi- 
ness — of fluctuations in the value of the currency in which 
the amount was denominated; 


(b) if a taxpayer so elects in writing and files the election with the Minister 
of National Reyenue on or before the taxpayer’s filing-due date for the tax- 
payer’ s taxation year that includes the day, on which this Act i is assented to, 


Proposed Amendment- ot 8-mor 1th ey tension to election. 


. lease 3008-048, suns 46 2008 See. seed 
Amendment — Extend cating. for elections, at ‘ubsec. ule. below. 


(i) subclauses 95(2)(a)(ii)(D)(II) to (V) of the hee, as enacted ie sub- 
section (10), as required to be read by paragraph (a), also apply to taxa- 
tion years, of all foreign affiliates of the taxpayer, that begin after 1994 
and end before 2000, except that the references in those subclauses, as 
those subclauses apply to those taxation years of a foreign affiliate of a 
taxpayer, to. “particular foreign affiliate” shall be read as references to 
“particular affiliate”; and 


subsection (46), clauses 95(2)(a)(ii)(A) to (C) and (E) of the Act, as en- ~ 
acted by subsection (10), as required to be read by paragraph (a), also 
apply to taxation years, of all foreign affiliates of the taxpayer, that be- 
gin after 1994 and end before 2000, except that the references in those 
clauses 95(2)(a)(ii)(A) to (C), as those clauses apply to those: taxation 
years of a foreign affiliate of a taxpayer, to “particular foreign affiliate” 
shall be read as references to “particular affiliate” and 


(A) subclause (11) of that clause 95(2)(a)(ii)(A) shall be read as 
follows: 


(ID), a ‘partnership of which a non-resident corporation to 
which the, particular, affiliate and the taxpayer, are related 
throughout the year is a member and of which that non-resi- 
dent corporation is not a specified member at any time in a 
fiscal period of the partnership that ends in the year 


(B) subclause (II) of that clause. 95(2)(a)(ii)(B) shall be read as 
follows: 


(II) a partnership of which another foreign affiliate of the tax- 
nayer in respect of which, the taxpayer has.a qualifying inter- 
est throughout the year is a member.and.of which that other 
foreign affiliate.is not a specified member at any time in a 
fiscal period of the partnership that ends in the year 


(C) that clause 95(2)(a)(ii)(C) shall be read as follows: 


(C) by a partnership of which the particular affiliate is a 
member and of which the particular affiliate is not a specified 
member at any time in a fiscal period of the partnership that 
ends in the year, to the extent that those amounts that were 
paid or payable were for expenditures that would be, if the 
partnership were a foreign affiliate of the taxpayer, deductible 
in a taxation year in computing the amounts prescribed to its 
earings or loss from an active business carried on by it 
outside Canada, 


(36) Subsection (12) applies to taxation years, of a foreign affiliate of a taxpayer, 
that begin after December 20, 2002, except that, in applying paragraph 95(2)(b) 
of the Act, as enacted by subsection (12), to taxation years, 'of a foreign affiliate 
of the taxpayer, that begin after December 20, 2002 and before February 28, 
2004, that paragraph ‘shall be read as follows: 


(b) the provision, by a foreign affiliate of a taxpayer, of services or of an 

undertaking to provide services is deemed to be a separate business, other 

than an active business, carried on by the affiliate, and any income-from 

that business or that pertains to or is incident to that business is deemed to 
_ be income from a business other than an active business, if 


(i) the amount paid or payable in consideration for those services or 
for the undertaking to provide those’ services 


(A) is deductible, or can reasonably be considered to relate to an 
amount that is deductible, in computing the income from a busi- 
ness carried on in Canada, by 
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(1) any taxpayer of whom the affiliate is a controlled foreign 
affiliate, or 


(II) another person who is related to any taxpayer of whom 
the affiliate is a controlled foreign affiliate, or 


(B) is deductible, or can reasonably be considered to relate to an 
amount that is deductible, in computing the foreign accrual pro- 
perty income of a controlled foreign affiliate of 


(1) any taxpayer of whom the affiliate is a controlled foreign 
affiliate, or 


(I1) another person who is related to any taxpayer of whom 
the affiliate is a controlled foreign affiliate, or 


(ii) the services are, or are to be, performed by 


(A) any taxpayer of whom the affiliate is a controlled foreign af- 
filiate and who is an individual resident in Canada, or 


(B) another person who is related to any taxpayer of whom the 
affiliate is a controlled foreign affiliate and who is an individual 
resident in Canada; 


(37) Subject to subsection (46), paragraphs 95(2)(g) to (g.03) of the Act, as en- 
acted by subsection (13), apply to taxation years, of a foreign affiliate of a tax- 
payer, that begin after December 20, 2002, except that, for taxation years, of a 
foreign affiliate of a taxpayer, that begin after December 20, 2002 and before 
2009, paragraph 95(2)(g) of the Act, as enacted by subsection (13), shall be read 
as follows: 


Proposed Amendment — Earlier reading of 95(2)(g.03) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(3), will amend the opening words of subsec. 26(37) of the Budget and 
Economic Statement Implementation Act, 2007 (Bill C-28, S.C. 2007, c. 35) to pro- 
vide that for taxation years, of a foreign affiliate of a taxpayer, that begin after De- 
cember 20, 2002 and before 2009, paragraph 95(2)(g.03) shall be read as if the refer- 
ences to “qualified fsa affiliate’ were references to nee foreign 
corporation”. 


Technical Notes (Sept. 1058 201 o10):1 First, badendaients are Being dade to correct 
some errors in certain of its transitional provisions. These are found in the amend- 
ments to paragraph 26(27)(b) and the English version of subsection 26(37), dealing 
with “controlled foreign affiliates” and “qualified foreign affiliates”, respectively. 


(g) income earned, a loss incurred or a capital gain or capital loss realized, 
as the case may be, in a taxation year by a particular foreign affiliate of a 
taxpayer in respect of which the taxpayer has a qualifying interest 
throughout the taxation year or that is a controlled foreign affiliate of the 
taxpayer throughout the taxation year, because of a fluctuation in the value 
of the currency of a country other than Canada relative to the value of 
Canadian currency, is deemed to be nil if it is earned, incurred or realized 
in reference to any of the following sources: 


(i) a debt obligation that was owing to 


(A) another foreign affiliate of the taxpayer in respect of which 
the taxpayer has a qualifying interest throughout the year or any 
other non-resident corporation to which the particular affiliate and 
the taxpayer are related throughout the year (which other foreign 
affiliate or other non-resident corporation is referred to in this par- 
agraph as a “qualified foreign corporation”), or 


(B) the particular affiliate by a qualified foreign corporation, 


(ii) the redemption, cancellation or acquisition of a share of the capital 
stock of, or the reduction of the capital of, the particular affiliate or a 
qualified foreign corporation (which particular affiliate or which qual- 
ified foreign affiliate is referred to in this subparagraph as the “issuing 
corporation”) by the issuing corporation, or 


(iii) the disposition to a qualified foreign corporation of a share of the 
capital stock of another qualified foreign corporation; 


(38) Subject to subsection (46), paragraphs 95(2)(n) and (p), (r) to (t), (v) and (y) 
of the Act, as enacted by subsection (16), apply to taxation years, of a foreign 
affiliate of a taxpayer, that end after 1999. However, if a taxpayer so elects in 
writing and files the election with the Minister of National Revenue on or before 
the taxpayer’s filing-due date for the taxpayer’s taxation year that includes the 
day on which this Act is assented to, paragraph 95(2)(n) of the Act, as enacted 
by subsection (16), applies to taxation years, of all foreign affiliates of the tax- 
payer, that begin after 1994. 


Proposed Amendment — 18-month extension to election deadline 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(4), will amend subsec. 26(38) of the Budget and Economic Statement Im- 
plementation Act, 2007 (Bill C-28, S.C. 2007, c. 35) to change the above election 
deadline to “the day that is 18 months after the taxpayer’s filing-due date for the 
taxpayer’s taxation year that includes December 14, 2007”. 


Technical Notes (Sept. 10, 2010): See under pisarek Amendment to subsec. 
26(40) below. 
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Dept. of Finance news release 2008-048, June 27, 2008: See “Proposed 
Amendment — Extended deadline for elections” at subsec.: 26(46) below. 


(39) Subject to subsection (46), paragraphs 95(2)(o) and (q) of the Act, as en- 
acted by subsection (16), apply to taxation years that end after 1999. 


(40) Paragraph 95(2)(u) of the Act, as enacted by subsection (16), applies in 
respect of taxation years, of foreign affiliates of a taxpayer, that end after 1999. 
However, if a taxpayer so elects in writing and files the election with the Min- 
ister of National Revenue on or before the taxpayer’s filing-due date for the tax- 
payer’s taxation year that includes the day on which this Act is assented to, para- 
graph 95(2)(u) of the Act, as enacted by subsection (16), applies in respect of 
taxation years, of all foreign affiliates of the taxpayer, that begin after 1994. 


Proposed Amendment — 18-month extension to election deadline 


Application: The August Zi, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(5), will amend subsec. 26(40) of the Budget and Economic Statement Im- 
plementation Act, 2007 (Bill C-28, S.C. 2007, c. 35) to change the above election 
deadline to “the day that is 18 months after the taxpayer’s filing-due date for the 
taxpayer’ s taxation year that includes December 14, 2007”. 


Technical Notes (Sept. 10, 201 0): Second, the deadlines are being extended by 
18 months in respect of the 7 different elections to effect further retroactive applica- 
tion of certain of the foreign affiliate provisions in Bill C-28. These deadline exten- 
sions are provided for in the amendments to paragraphs 26(35)(b) and (42)(b), and 
subsections 26(38), (40), 44), (45) and (46) [amending respectively the in-force 
rules for 95(2)(a)(ii), 95(2)(n), 95(2)(u), 95(2.2) [with 95(2.21)], 95(3), 95(3.1) [with 
95(2)(a. 1] and the: Global Section 95 Election —ed.] . 


Dept. of. Finance news release 2008-048, June 27, 2008: See paaeeed 
Amendment — Extended deadline for elections” at subsec. 26(46) below. 


(41) Subsection (17) applies to taxation years, of a foreign affiliate of a taxpayer, 
that begin after February 27, 2004. 


(42) Subsection 95(2.2) of the Act, as enacted by subsection (19), applies to tax- 
ation years, of a foreign affiliate of a taxpayer, that end after 1999. However, 


(a) subsection 95(2.2) of the Act, as enacted by subsection (19), shall be read 
as follows for taxation years, of a foreign affiliate of a taxpayer, that end 
after 1999 and begin before 2009: 


(2.2) For the purpose of subsection (2), other than paragraph (2)(f), 


(a) a non-resident corporation that was not a foreign affiliate of a 
taxpayer in respect of which the taxpayer had a qualifying interest 
throughout a particular taxation year shall be deemed to be a for- 
eign affiliate of the taxpayer in respect of which the taxpayer had 
a qualifying interest throughout that year where 


(i) a person or partnership has, in that year, acquired or dis- 
posed of shares of the capital stock of that non-resident cor- 
poration or any other corporation and, because of that acqui- 
sition or disposition, that non-resident corporation became or 
ceased to be a foreign affiliate of the taxpayer in respect of 
which the taxpayer had a qualifying interest, and 


(ii) at the beginning of that year or at the end of that year, the 
non-resident corporation was a foreign affiliate of the tax- 
payer in respect of which the taxpayer had a qualifying inter- 
est; and 


(b) a non-resident corporation that was not related to a taxpayer or 
to a taxpayer and a foreign affiliate of the taxpayer, as the case 
may be, throughout a particular taxation year is deemed to be re- 
lated to the taxpayer or to the taxpayer and the foreign affiliate of 
the taxpayer throughout that year if 


(1) a person or partnership has, in that year, acquired or dis- 
posed of shares of the capital stock of the non-resident corpo- 
ration or any other corporation and, because of that acquisi- 
tion or disposition, the non-resident corporation became (or 
would have become, if paragraph 251(5)(b) did not apply to 
rights contained in the agreement under which the person ac- 
quired the shares), or ceased to be, a non-resident corporation 
that was related to the taxpayer or to the taxpayer and the 
foreign affiliate of the taxpayer, and 


(ii) at the beginning, or at the end, of that year, the non-resi- 
dent corporation was related to the taxpayer or to the taxpayer 
and the foreign affiliate of the taxpayer. 


(b) if a taxpayer elects in writing and files the election with the Minister of 
National Revenue on or before the taxpayer’s filing-due date for the tax- 
payer’s taxation year that includes the day on which this Act is assented to, 
subsection 95(2.2) of the Act, as enacted by subsection (19), also applies to 
taxation years, of all its foreign affiliates, that begin after 1994 and end 
before 2000, as though subsection 95(2.2) of the Act, as enacted by subsec- 
tion (19), read as follows: 


Subdivision i— Shareholders of Non-Resident Corporations 


Bass | Proposed: Amendment — 18-month extension to en 
ies | sous . _ 


= B06) will bate pare. pet ee the s udeer te Economic Statement 


Implementation Act, 2007 (Bill C-28, S Lee 2007, c. 35) to change the above election 
: eee date for the . 


2 


i © to “the day wa is” ae months after the SS 


é 9 es 
| deadline for elections” at subsec, 26(46) om, 


(2.2) For the purpose of subsection (2), other than paragraph (2)(f), 


(a) a nen-resident corporation that was not.a foreign affiliate of a 
taxpayer in respect of which the taxpayer had a qualifying interest 
throughout a particular taxation year shall be deemed to be a for- 
eign affiliate of a taxpayer in respect of which the taxpayer had a 
qualifying interest throughout that year where 


(i) a person has, in that year, acquired or disposed of shares of 
the capital stock of that non-resident corporation or any other 
corporation and, because of that acquisition. or, disposition, 
that non-resident corporation became or ceased to be a for- 
eign affiliate of the taxpayer in respect of which the taxpayer 
had a qualifying interest, and 


(ii) at the beginning of that year or at the end of that year, the 
non-resident corporation was a foreign affiliate of the tax- 
payer in respect of which the taxpayer had a qualifying inter- 
est; and 


(b) a non-resident corporation that was not related to a taxpayer or 
to a taxpayer and a foreign affiliate of the taxpayer, as the case 
may be, throughout a particular taxation year is deemed to be re- 
lated to the taxpayer or to the taxpayer and the foreign affiliate of 
the taxpayer throughout that year if 


(i) a person has, in that year, acquired or disposed of shares of 
the capital stock of the non-resident corporation or any other 
corporation and, because of that acquisition or disposition, 
the non-resident corporation became (or would have become, — 
if paragraph 251(5)(b) did not apply to rights contained in the 
agreement under which the person acquired the shares), or 
ceased to be, a non-resident corporation that was related to 
the taxpayer or to the taxpayer and the foreign affiliate of the 
taxpayer, and 


(ii) at the beginning, or at the end, of that year, the non-resi- 
dent corporation was related to the taxpayer or to the taxpayer 
and the foreign affiliate of the taxpayer. 


(43) Subsection 95(2.21) of the Act, as enacted by subsection (19), applies to 
taxation years, of a foreign affiliate of a taxpayer, that end after 1999. However, 


(a) for taxation years, of a foreign affiliate of a taxpayer, that end after 1999 
and begin before 2009, subsection 95(2.21) of the Act, as enacted by subsec- 
tion (19), is to be read as follows: 


(2.21) Subsection (2.2) does not apply for the purpose of paragraph 
(2)(a) in respect of any income or loss referred to in that paragraph, of 
a particular foreign affiliate of the taxpayer in respect of which the 
taxpayer has a qualifying interest throughout the taxation year of the 
particular affiliate or to which the taxpayer is related throughout the 
taxation year, to the extent that that income or loss can reasonably be 
considered to have been realized or to have accrued 


(a) before the earlier of 


(i) the time at which the particular affiliate became, as deter- 
mined without reference to subsection (2.2), a foreign affili- 
ate of the taxpayer in respect of which the taxpayer had a 
qualifying interest or to which the taxpayer is related, and 


(ii) the time at which the particular affiliate became, as.deter- 
mined without reference to subsection (2.2), a foreign affili- 
ate of another person resident in Canada in respect of which 
the other person resident in Canada had a qualifying interest 
or to which the other person resident in Canada is related, 
where 


(A) the taxpayer is a corporation, 


(B) the taxpayer did not exist at the beginning of the tax- 
ation year, 

(C) the particular affiliate became a foreign affiliate of 
the taxpayer in the taxation year because of a disposition, 
in the taxation year, of shares of the capital stock of the 
particular affiliate to the taxpayer by the other person res- 
ident in Canada, and 
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(D) the other person resident in Canada was, immediately 
before that disposition, related to the taxpayer; or 


(b) before the earlier of 


(i) the time at which a non-resident corporation (other than 
the particular affiliate), or a foreign affiliate of the taxpayer 
(other than the particular affiliate), referred to in paragraph 
(2.2)(a) became, as determined without reference to subsec- 
tion (2.2), 


(A) a foreign affiliate of the taxpayer in respect of which 
the taxpayer had a:qualifying interest, or 


(B) related to the taxpayer and to the particular affiliate, 
and 


(ii) the time at which a non-resident corporation (other than 
the particular affiliate), or a foreign affiliate of the taxpayer 
(other than the particular affiliate), referred to in paragraph 
(2.2)(a) became, as determined without reference to subsec- 
tion (2.2), a foreign affiliate, of another person resident in 
Canada, in respect of which the other person resident in Can- 
ada had a qualifying interest (or became, as determined with- 
out reference to subsection (2.2), related to the other person 
resident in Canada and to the particular affiliate), where 


(A) the taxpayer is. a corporation, 


(B) the taxpayer did not exist at the beginning of the tax- 
ation year, 


(C) the particular affiliate became a foreign affiliate of 
the taxpayer in the taxation year because of a disposition, 
in the taxation year, of shares of the capital stock of the 
particular affiliate to the taxpayer by the other person res- 
ident in Canada, and 


(D) the other person resident in Canada was, immediately 
before that disposition, related to the taxpayer. 


(b) if a taxpayer makes a valid election under paragraph (42)(b) in respect of 
all its foreign affiliates, subsection 95(2.21) of the Act, as enacted by subsec- 
tion (19), being read in the manner described in paragraph (a), also applies to 
taxation years, of all its foreign affiliates, that begin after 1994 and end 
before 2000. 


(44) Subject to subsection (46), subsection (24) applies to the 2001 and subse- 
quent taxation years of a foreign affiliate of a taxpayer. However, if a taxpayer 
elects in writing and files the election with the Minister of National Revenue on 
or before the taxpayer’s filing-due date for the taxpayer’s taxation year that in- 
cludes the day on which this Act is assented to, that subsection applies to taxa- 
tion years, of all its foreign affiliates, that begin after ene 


Proposed Amendment — ies - 18-month : xte sion to election deadline | 


Application: ‘The “August 2), 2010 draft legislation (Part 2 — foreign affiliates), 


subsec. 39(7), will amend subsec. 26(44) of the Budget and Economic Statement Im- 


plementation Act, 2007 (Bill C-28, S.C. 2007, ¢. 35) to change the above election 
deadline to “the day that is 18 months after the taxpayer’ oa, -due_ date for the | 


taxpayer’ taxation: year that includes December 14, 2007” 


Ys 


Technical Notes Geet 10, 201 0), See unde Proposed Amendment to 0 subse 


26(40) abov 


Dept. of Finance. news hee 2008-048, June a7. 2008: See “Proposed 
Amendment — Extended deadline for elections” to subsec. 26(46) below. e 


(45) Subsection (25) applies to taxation years, of a foreign affiliate of a taxpayer, 
that begin after December 20, 2002. However, if a taxpayer elects in writing and 
files the election with the Minister of National Revenue on or before the tax- 
payer’s filing-due date for the taxpayer’s taxation year that includes the day on 
which this Act is assented to, subsections (11) and (25) apply to taxation years, 
of all its foreign affiliates, that begin after 1994. 


_ Proposed Amendment — 18-month extension ‘to election deadline 


Application: The August a 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(7), will amend. subsec. 26(45) of the Budget and Economic Statement Im- 
plementation Act, 2007 (Bill C-28, S.C. 2007, c. 35) to change the above election 
deadline to “the day that is 18 months after the taxpayer’s filing-due_ date for the 
taxpayer’ s taxation year that includes December 13, 2007”. a 


Technical Notes. (Sept. 10, 201 Me ‘See under Proposed: Amendient to subsec. 
26(40) above. 


Dept. of Finance news release. 2008-048, “June a. 2008: ‘See “Proposed 
Amendment — Extended deadline for elections” at subsec. 26(46) below. 


(46) If a taxpayer so elects in writing and files the election with the Minister of 
National Revenue on or before the taxpayer’s filing-due date for the taxpayer’s 
taxation year that includes the day on which this Act is assented to, 
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Proposed Amendment — Extended deadline for elections 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(8), will amend the opening words of subsec, 26(46) of the Budget and 
Economic Statement Implementation Act, 2007 (Bill C-28, S.C. 2007, c. 35) to read: 


If a taxpayer so elects in wiiting and files the election with the Minister of Na- 
tional Revenue on or before the day that is 18 months after the taxpayer’s filing- 
due date for the taxpayer’s taxation year that includes December 14, 2007, 


Technical Notes (Sept. 10, 2010): See under Proposed Amendment to subsec. 
26(40) above. 


Dept. of Finance news release 2008-048, June 27, 2008: Government of 
Canada Eases Tax Compliance Burden for Internationally-Engaged Canadian 
Businesses 


The Honourable Jim Flaherty, Minister of Finance, today proposed changes to the 
Income Tax Act for Canadian businesses with foreign sama: and those that report 
earnings in a foreign currency. 


“Our government is committed to creating a corporate tax system that is both fair and 
internationally competitive,” said Minister Flaherty. “The proposals I am announcing 
today will i improve the tax system and will assist Canadian businesses in complying 
with the tax law.” 


Foreign Affiliates 


Bill C-28, the second Budget 2007 sa sictaoniclicn bill, provided substantial tax re- 
lief for Canadian businesses, including the historic corporate income tax rate reduc- 
tions announced in the 2007 Economic Statement. In addition, the bill, which re- 
ceived Royal Assent on December 14, 2007, implemented a number of amendments 
to the Income Tax Act relating to foreign affiliates. - 


Included in the bill were provisions which allow taxpayers to elect retroactive appli- 
cation of some of these foreign affiliate amendments. However, in response to con- 
cerns that the deadline for filing these elections is too tight — for example, a tax- 
payer with a December 31, 2007 year-end must file these elections by June 30, 
2008 — the Government is proposing to extend the filing deadline for these elections 
by 18 months. These proposals are set out in more detail in the, attached annex. 


[The functional currency proposals were enacted in s. 261 —ed.] 
For further information, media may contact: Chisholm Pothier, Press Secretary, Of- 


fice of the Minister of Finance, 613-996- 7861; Jack sale Ae oe: Relations, ls 
ment of Finance, 613-996-8080. 


Annex 
Foreign Affiliates 


Bill C-28, which received Royal Assent on December 14, 2007, incu a number 
of amendments to the /ncome Tax Act that implement various foreign affiliate pro- 
posals announced in Budget 2007 as well as related foreign affiliate proposals an- 
nounced on February 27, 2004. 


In this context, Bill C-28 contains a one-time dean (commonly seforsed to as the 
“Global Election”) which allows taxpayers to elect retroactive application of a block 
of foreign affiliate amendments. a adiion to the Global Election, there are various 
tions. In the case of both of the Global Blecon and the separate elections, the elec- 
tions apply to all foreign affiliates of the particular taxpayer. 


As enacted, Bill C-28 requires that a taxpayer wishing to make the Global Election or 
a separate election must do so by filing the election with the Minister of National — 


Revenue on or before the taxpayer’s filing-due date for the taxpayer’s taxation year 
that includes the day on which the bill received Royal Assent. Since corporate filing- 
due dates are generally six months after year-end, this means that a taxpayer with a 
December 31, 2007 year-end must file these elections by June 30, 2008. 


The Government has received comments from stakeholders, in respect of both the — 


Global Election and the separate elections, expressing concern with the current elec- 
tion deadline. To address these concerns, it is proposed that the filing deadline for 
both the Global Election and the separate elections be extended by 18 months. 


{The functional currency proposals were enacted ins. 261 = ed,] 


(a) paragraphs (a), (c) and (c.1) of the definition “excluded property” in sub- 
section 95(1) of the Act, as enacted by subsection (2), subsection (8), 
paragraphs 95(2)(g.01) and (g.02) of the Act, as enacted by subsection (13), 
paragraph 95(2)(1) of the Act, as enacted by subsection (14), paragraphs 
95(2)(0) to (t) and (z) of the Act, as enacted by subsection (16), subsections 
(18) and (22) and paragraph 95(3)(d) of the Act, as enacted by subsection 
(24), apply to taxation years, of all foreign affiliates of the taxpayer, that 
begin after 1994; 


(b) subparagraph 95(2)(a)(i) of the Act, as enacted by subsection (10), read 
in the manner described in paragraph (35)(a) but read without reference to 
sub-subclause 95(2)(a)(i)(A)(1)2 of the Act, subclause 95(2)(a)(i)(B)(I) of 
the Act and the word “or” at the end of subclause 95(2)(a)(i)(B)(I) of the 
Act, also applies to taxation years, of all foreign affiliates of the taxpayer, 
that begin after 1994 and end before 2000; 

(c) clauses 95(2)(a)(ii)(A) to (C) and (E) of the Act and subparagraphs 
95(2)(a)(v) and (vi) of the Act, all as enacted by subsection (10), read in the 
manner described in paragraph (35)(a), also apply to taxation years, of all 
foreign affiliates of the taxpayer, that begin after 1994 and end before 2000, 


Income Tax Act, Part I; Division B 


except that the references to “income or loss” 
95(2)(a)(v) and that portion of subparagraph 95(2)(a)(vi) before clause (A) 
of that subparagraph 95(2)(a)(vi), as those subparagraphs apply to those tax- 
ation years of a foreign affiliate of the taxpayer, shall be replaced by a refer- 
ence to “income”; 


(d) paragraph 95(2)(g) of the Act, as enacted by subsection (13), being read 
in the manner described in subsection (37), also applies to taxation years, of 
all foreign affiliates of the taxpayer, that begin after 1994 and before Decem- 
ber 21, 2002; and 


(e) paragraph 95(2)(i) of the Act, as enacted by subsection (14), as required 
by subsection (28) to be read, in respect of settlements and extinguishments 
of debt held by a foreign affiliate of the taxpayer that occur before October 
2, 2007 in taxation years, of the foreign affiliate of the taxpayer, that begin 
after December 20, 2002, also applies in respect of settlements and extin- 
guishments of debt held by a foreign affiliate of the taxpayer that occur in 
taxation years, of the foreign affiliate of the taxpayer, that begin after 1994 
and before December 21, 2002. 


(47) If a taxpayer has made what would, but for this subsection, be a valid elec- 
tion under subsection (46) and the taxpayer has, on or before the taxpayer’s fil- 
ing-due date for the taxpayer’s taxation year that includes the day that is the third 
anniversary of the day on which this Act is assented to, filed with the Minister of 
National Revenue a notice in writing to revoke the election, the election is 
deemed, otherwise than for the purpose of this subsection, never to have been 
made. 


Proposed Amendment — Revocation of election permitted 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(9), will amend subsec. 26(47) of the Budget and Economic Statement Im- 
plementation Act, 2007 (Bill C-28, S.C. 2007, c. 35) to read: 


(47) If a taxpayer has made what would, but for this subsection, be a valid elec- 
tion under any of paragraph (35)(b), subsections (38) and (40), paragraph (42)(b) 
and subsections (44) to (46) and the taxpayer has, on or before the taxpayer’s 
filing-due date for the taxpayer’s taxation year ‘that includes December 14, 2010, 
filed with the Minister of National Revenue a notice in. writing to revoke the 
election, the election is deemed, otherwise than for the purpose of this subsec- 
tion, ‘never to have been made. 


Technical Notes (Sept. 10, 201 0): Third, es scope ‘of the revocation option is 
being broadened. Currently the so-called “global election” can be revoked by the 
filing-due date for the taxpayer’ s taxation year that includes December 14, 2010. Al- 
though the latter date is not being changed, this revocation option is being made 
applicable to the 6 other foreign affiliate elections as well, by virtue of an amend- 
ment to subsection 26(47 ). revocation option is being made applicable to the 6 other 
foreign affiliate elections as well [95(2)(a)(ii), 95(2)(n), 95(2)(u), 95(2.2) [with 
95(2.21)], 95(3), 953.1) [with 95(2)(a.1)] — ed.], by virtue of an amendment to sub- 
section 26(47) fof Bill €-28, S.C, 2007, 35 ed}) o« 


(48) Notwithstanding subsections 152(4) to (5) of the Act, any assessment of a 
taxpayer’s tax, interest and penalties payable under the Act for any taxation year 
shall be made that is necessary to take an election referred to in any of subsec- 
tions (35), (38), (40), (42) and (44) to (46), or a revocation referred to in subsec- 
tion (47), into account. 


Proposed Amendment — Late reassessment at taxpayer’s option 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 39(10), will amend subsec. 26(48) of the Budget and Economic Statement 
Implementation Act, 2007 (Bill C-28, 8.C, 2007, ¢./35) 10 read; 


(48) Any assessment of a taxpayer’ s tax, interest and penalties payable under the 
Act for any taxation year ‘that ends before Dec. 14, 2007 and would otherwise be 
precluded because of 152(4)-(5) shall be made to the extent nressnany to eke 
into account any of the following: : 


(a) an election made by the taxpayer under any. a PE Se 5 (35), (38), 

(40), (42) and (44) to (46) {re ITA 95(2)(a)(ii), 95(2)(n), 95(2)(u), 95(2.2) 

“ [with 95(2.21)], 95(3), 95(3.1) [with 95(2)(a.1)] and the Global Section 95 

Election — ed.] or a revocation referred to in subsection (47) [see Proposed 

- Amendment above —ed.] or any provision of this section in respect of 

which an election is made under any of those subsections by the taxpayer; or 

(b) subsection 10(3) [amending 17(15)“controlled foreign affiliate’ — ed.] 

‘or any provision of this section [all other amendments to s. 95 — ed.] (other 

than any provision referred to in paragraph (a) in respect of which the tax- 
payer has made an election referred to in paragraph (a)), if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this sub- 
section apply in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or 
~ before June 30, 2011. 


Technical Notes (Sept. 10, 2010): Fourth, subsection 26(48) of Bill C-28 [S.C. 
2007, c. 35 — ed.] is being amended. Subsection. 26(48) currently provides for an 
override of the normal statute-barring provisions of subsections 152(4) to (5) of the 
Income Tax Act in order to take into account the 7 elections referred to above. How- 
ever, some foreign affiliate provisions of Bill C-28 have automatic, i.e. non-elective, 
application to periods that may be statute-barred. Thus, subsection 26(48) is being 
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in that subparagraph — 


Subdivision j — Partnerships and Their Members 


‘its: eT 10(3), se the option of speek To avail i 
ayer must file an election on or before. June 30, 2011 


Definitions [s. 95]: “active business” —95(1); “adjusted allocable tax” — Reg. 
§912(2), 5913(2); “adjusted allocable tax refund” — Reg. 5914(2); “adjusted cost 
base” — 54, 248(1); “adjusted suspended gain” — Reg. 5912(1); “adjusted suspended 
income” — Reg. 5913(1); “adjusted suspended loss” — Reg. 5914(1); “allowable capi- 
tal loss” — 38(b), 248(1); “amount” — 95(7), 248(1); “annuity” — 248(1); “antece- 
dent corporation” — 95(1); ‘‘arm’s length” — 95(2.6), 251(1); “bank”? — 248(1); “ben- 
eficially interested” — 248(25); “borrowed money”, “business” — 248(1); “business 
carried on in Canada” — 253; “calculating currency” — 95(1); “Canada” — 255, In- 
terpretation Act 35(1); “Canadian currency” — 261(5)(h)(i)(A); “Canadian resource 
property” — 66(15), 248(1); “capital gain” — 39(1)(a), 248(1); “capital interest’? — 
108(1), 248(1); “capital loss” —39(1)(b), 248(1); “capital property” — 54, 248(1); 
“carrying on a business in Canada” — 253; “class” — of shares 248(6); “contributed 
property” — 95(3.3); “controlled” — 256(6), (6.1); “controlled directly or  indi- 
rectly” — 256(5.1), (6.2); “controlled foreign affiliate” — 94.2(1), 95(1), 248(1); “cor- 
poration” — 94(1)(d) [to be repealed], 248(1), Interpretation Act 35(1); | “cost 
amount” — 248(1); “credit union” — 137(6), 248(1); “cumulative eligible capital” — 
14(5), 248(1);, “currency of a country other than Canada” — 261(5)(h)(i)(B); “current 
vendor’ — 95(2)(h.2)(i); “depreciable property” — 13(21), 248(1); “designated. ac- 
quired corporation” —9S(1); “designated corporation” — 95(2)(s); “designated part- 
nership” — 95(2)(t); “designated property” — 95(3.1); “direct equity percentage” — 
95(4); “disposed foreign affiliate” — 95(2)(c.1)(i); “disposition”, “dividend” — 
248(1); “dividend-like redemption” — 95(3.2); “eligible capital expenditure” — 14(5), 
248(1); “eligible capital property” — 54, 248(1); “eligible property” — 95(2)(f.91)(iii); 
“eligible trust” —95(1); “employee” — 248(1); “employee benefit plan’ — 248(1); 
“entity” —95(1); “equity percentage” — 95(4); “excluded income” — 95(2:5); “ex- 
cluded property” —95(1); “excluded revenue” — 95(2.5); “exempt surplus” — 
113(1)(a); “exempt trust’? —95(1); “filing-due date” — 248(1); “first amalco” — 
95(1)‘antecedent corporation’*(b); “fiscal period” — 249(2)(b), 249.1; “foreign accrual 
property income” —95(1), 95(2), 248(1); “foreign affiliate” — 93.1(1), 94(1)(d) [to be 
repealed], 95(1), 248(1); “foreign bank” — 95(1); “foreign business” — 95(2)q.1)(), 
95(2)(k)(i), 95(2)(k.2)(i); “foreign investment. entity” — 248(1); “foreign merger’, 
“foreign parent corporation” — 87(8.1), 95(4.1); “foreign resource property” — 
66(15), 248(1); “general rate reduction percentage” — 123.4(1); “government of a 
country” — 95(2)(y); “holding corporation” — 95(2)(m)(iii); “immovable” — Quebec 
Civil Code art. 900-907; “income bond”, “income debenture” — 248(1); “income from 
a non-qualifying business’, “income from an active be ieee — 95(1); “income from 
property’ — (1), 95(1); “indebtedness” — 95(2.5); “insurance corporation”, “in- 
surer’” — 248(1); “investment business”, “investment property”, “lease obligation” — 
95(1); “lending asset” — 95(1)“lending of money”, 248(1); “lending of money”, “li- 
-censing of property” —95(1); “life insurance business”, “life insurance corpora- 
tion” — 248(1); “life insurance policy” — 138(12), 248(1); “life insurer’, “Min- 
ister” — 248(1); “month” — Interpretation Act 35(1); “new foreign corporation” — 
87(8.1), 95(4.1); “non- diserctionary trust” — 17(15); PHOLE -qualifying business”, “non- 
qualifying country” —95(1); “non-resident” — 248(1); “non-resident-owned invest- 
ment corporation” — 133(8), 248(1); “operating partnership” — 95(1)‘investment bus- 
iness’(b); “operator” — 95(2)(.1), 95(2)(k), 95(2)(k.2), 95(2)(k.4);. “original disposi- 
tion time” — 95(2)(c.1)(i), 95(2)(£.3)@), 95(2)(h)(D); “participating interest” — 95(3.2), 
248(1); “permanent establishment’? — 95(1), Reg. 5906(2)(b) [draft], 8201 [to be de- 
leted]; “person” — 248(1); “personal trust” — 248(1); “predecessor corporation” a 

87(1); “predecessor foreign corporation” — 87(8.1), 95(4.1); “prescribed” — 248(1); 
“preseribed financial institution” — Reg. 7900(1), (2); “property” — 248(1); “prov- 
ince” — Interpretation Act 35(1); “qualifying interest’ —95(2)(m), (n), 95(2.2); 
“qualifying member” — 95(2)(0)-(1), 248(1); “qualifying shareholder’ — 95(2)(p), 


(q); “rate of exchange quoted” — 261(5)(h)(ii); “real right” — 248(4.1); “regula- 
tion” — 248(1); “related” — 95(2.2)(b), 95(6)(a)(i), 251(2); “related group” — 251(4); 
“relevant cost base” —95(4); “relevant foreign affiliate” — 95(2)(c.2)(v), 
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95(2)(f.4)(iv); “relevant non-arm’s length entity” —95(1); “resident”, “resident in 
Canada” — 94(3)(a)(viii), 250; “salary deferral arrangement” —748(1): “series of 
transactions”, “series of transactions or events” — 248(10); “services” — 95(3); 

“share”, “shareholder” — 248(1); “specified deposit” — 95(2.5); “specified deprecia- 
ble property” — 95(2)(f.91)(v); “specified discontinuance” — 95(3.3), (3.4), (3.5); 
“specified fixed interest” — 95(1); “specified member” — 248(1); “specified person or 
partnership”, “specified predecessor corporation” — 95(1); “specified property’? — 
95(2)(f.3)(i), 95(2)(h)G);., “specified . purchaser” —95(1); “specified _ share”? — 
95(2)(c.1)(i); “specified taxation year” — 95(2)(j.1), 95(2)(k), 95(2)(k.2); “specified 
Ven dons =n 9008 Phe (3.5); “status change time” — 95(2)(f.91); “subsidiary controlled 
corporation”, , “subsidiary wholly: -owned | corporation” — 248(1); “substituted” — 
248(5); “successor corporation’”» — 95(1)° ‘designated acquired corperation! *(a) (ii); “‘sur- 
plus entitlement percentage’? — 95(1); “‘tax treaty” — 248(1); “taxable Canadian busi- 
ness”, — 95(1); “taxable Canadian property” — 248(1); “taxable capital gain” — 38(a), 
248(1); “taxable dividend’ — 89(1), 248(1);.“taxable income earned in Canada” — 
248(1); “taxation year’ —95(1), 249; “taxpayer” — 248(1); 
tion” — 95(3.3), (3.4), (3.5); “trust” — 104(1), 248(1), (3); “trust company” — 95(1); 
“undepreciated capital cost” — 13(21), 248(1); “writing”, “written” — Interpretation 
Act 35(1)“writing”. - 


“triggering disposi- _ 


S. 96(1) 


Subdivision j — Partnerships and Their 
Members 


96. (1) General rules — Where a taxpayer is a member of a part: 
nership, the taxpayer’s income, non-capital loss, net capital loss, re- 
stricted farm loss and farm loss, if any, for a taxation year, or the 
taxpayer’s taxable income earned in Canada for a taxation year, as 
the case may be, shall be. computed as if 


(a) the partnership were a separate person resident in Canada; 
(b):the taxation year of the partnership were its fiscal period; 


(c) each partnership activity (including the ownership of pro- 
perty) were carried on by the partnership as a separate person, 
and a computation were made of the amount of 


(i) each taxable capital gain and allowable capital loss of the 
partnership from the disposition of property, and 


(ii) each income.and loss of the partnership from each other 
source or from sources in a particular place, 


for each taxation year of the partnership; 


(d) each income or loss. of the partnership for a taxation year 
were computed as if 


(i) this Act were read without reference to section 34.1, sub- 
section 59(1), paragraph 59(3.2)(c.1) and subsections 
66.1(1), 66.2(1) and,66.4(1), and 


(ii) no deduction were permitted under any of section 29 of 
the Income Tax Application Rules, subsections 34.2(4) and 
65(1) and sections 66, 66.1, 66.2, 66.21 and 66.4; 


(e) each gain of the partnership from the disposition of land used 
in a farming business of the partnership were computed as if this 
Act were read without reference to paragraph 53(1)(i); 


(e.1) the amount, if any, by which 


(i) the total of all amounts determined under paragraphs 
37(1)(a) to (c.1) in respect of the partnership at the end of the 
taxation year 


exceeds 


(ii) the total of all amounts determined under paragraphs 
37(1)(d). to (g) in respect of the partnership at the end of the 
year 


were deducted under subsection 37(1) by the partnership in 
computing its income for the year; 

(f). the. amount of the. income: of.the partnership. fora taxation 
year from any source or from sources in a particular place were 
the: income of the taxpayer from that source or from sources in 
that particular place, as the case may be, for the taxation year of 
the taxpayer in which the partnership’s taxation year ends, to the 
extent of the taxpayer’s share thereof; and 


(g) the amount, if any, by which 


(i) the loss of the partnership for a taxation year from any 
source or sources in a particular place, 


exceeds 


(ii) in the case of a specified member (within the meaning of 
the definition “specified member” in subsection 248(1) if that 
definition were read without reference to paragraph (b) 
thereof) of the partnership in the year, the amount, if any, 
deducted by the partnership by virtue of section 37 in calcu- 
lating its income for the taxation year’ from that source or 
sources in the particular place, as the case may be, and 


(iii) in any other case, nil 
were the loss of the taxpayer from that source or from sources in 
that particular place, as the case may be, for the taxation year of 


the taxpayer in which the partnership’s taxation year ends, to the 
extent of the taxpayer’s, share thereof. 


. ee ip Administrative Change. — Fue, 


CRA news si Sept. 17, 2010: foe hs ‘Res, 22911). 
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Related Provisions: 12(1)(1) — Inclusion of partnership income; 12(1)(y) — Auto 
provided to partner; 33.1(2)(a) — “person” includes partnership for international bank- 
ing centre rules; 39.1(2)B(b), 39.1(4), (5) — Election to trigger capital gains exemp- 
tion; 53(1)(e), 53(2)(c) — ACB of partnership interest; 66(16) — “person” includes 
partnership for flow-through share rules; 66(18) — Resource expenditures claimed by 
members of partnerships; 66.1(7), 66.2(6), (7), 66.4(6), (7), 66.7(11) — Resource ex- 
penses; 79(1), 79.1(1) — “person” includes partnership for rules re seizure of property 
by creditor; 80(1)forgiven amount’’B(k) — Debt forgiveness rules do not apply to 
debt forgiven by partnership to active partner; 80(1), 80.01(1) — “person” includes 
partnership for debt forgiveness rules; 80(15) — Application of debt forgiveness rules 
to partners; 87(2)(e.1) — Amalgamation — partnership interest; 93(1.2) — Disposition 
of share of foreign affiliate; 93.1 — Shares of foreign affiliate held by partnership; 
96(1.01)(a) — Income allocation to former partner; 96(1.1) — Allocation of income 
share to retiring partner; 96(1.11) — Allocation of non-portfolio earnings of SIFT part- 
nership; 96(1.7) — Gains and losses; 96(1.9) — Foreign trusts and other foreign invest- 
ment entities; 96(2.1) — Limited partnership losses; 100(2.1) — Disposition of interest 
in partnership; 107(1)(d) — Stop-loss rule on disposition by partnership of interest in 
trust that flowed out dividends; 112(3.1) — Stop-loss rule for partner on disposition by 
partnership of share on which dividends paid; 118.1(8) — Donation made by partner- 
ship; 120.4(1)“split income”(b) — Kiddie tax on partnership income of children; 
127(8), (8.1)—JInvestment tax credit of partnership or limited partner; 
127.52(1)(c.1) — Minimum tax—no deduction for losses of limited partner; 
127.52(2) — Application of partnership. income and loss for minimum tax purposes; 
139.1(1) — “person” includes partnership for purposes of insurance demutualization; 
152(1.4)-(1.8) — i 
Rules where partnership liable to penalty; 187.4(c) — “person” includes partnership for 
Part IV.1 tax; 209(6) — “person” includes partnership for tax on carved-out income; 
210 — Partnership as designated beneficiary; 212(13.1) — Non-resident withholding 
tax where payer or payee is a partnership; 227(5.2) — Partnership liable for obligations 
re withholding tax; 227(15) — Assessment of partnership for Part XIII tax; 237.1(1) — 
“person” includes partnership for tax. shelter identification rules; 244(20) — Notice to 
members of partnerships; 251.1(4)(b) — “person” includes partnership for definition of 
affiliated persons; 261(6) — Effect of functional currency election; Income Tax Con- 
ventions Interpretation Act 6.2 — Partnership with Canadian resident partner cannot be 
resident in another country. 


History: Subpara. 96(1)(d)(i) amended by 2003, c. 28, s. 10, by deleting “paragraphs 
12(1)(z.5) and 20(1)(v.1)”, applicable to taxation years that begin after 2006. 


Para. 96(1)(d) amended by 2001, c. 17, subsec. 74(1), applicable to fiscal periods that 
begin after 2000. Para. (d) formerly read: 


(d) each income or loss of the partnership for a taxation year were computed as if 
this Act were read without reference to paragraphs 12(1)(z.5) and 20(1)(v.1), 
section 34.1 and subsections 66.1(1), 66.2(1) and 66.4(1) and as if no deduction 
were permitted under any of section 29 of the Income Tax Application Rules, 
subsections 34.2(4) and 65(1) and sections 66, 66.1; 66.2 and 66.4; 


Para. 96(1)(d) amended by 1997, c. 25, s. 21, applicable to fiscal periods that begin 
after 1996. Para. (d) formerly read: 


(d) each income or loss of the partnership for a taxation year were computed as if 
this Act were read without reference to paragraph 20(1)(v.1), section 34.1 and 
subsections 66.1(1), 66.2(1) and 66.4(1) and as if no deduction were permitted 
under any of section 29 of the Income Tax Application Rules, subsections 34.2(4) 
and 65(1) and sections 66, 66.1, 66.2 and 66.4; 


Para. 96(1)(d) amended by 1996, c. 21, subsec. 17(1), applicable after 1994. The para. 
formerly read: 


(d) each income or loss of the partnership for a taxation year were computed as if 
this Act were read without reference to paragraph 20(1)(v.1) and subsections 
66.1(1), 66.2(1) and 66.4(1) and as if no deduction were permitted by section 29 
of the Income Tax Application Rules, subsection 65(1) or section 66, 66.1, 66.2 
or 66.4; 


Para. 96(1)(d) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 40(1), applicable 
to partnership fiscal periods commencing after December 20, 1991. Para. (d) formerly 
read; 


(d) each income or loss of the partnership for a taxation year were computed as if 
this Act were read without reference to subsections 66.1(1), 66.2(1) and 66.4(1) 
and as if no deduction were permitted by section 29 of the Income Tax Applica- 
tion Rules, subsection. 65(1) or section 66, 66.1, 66.2 or 66.4; 


Selected Cases [subsec. 96(1)}: Canadian Solifuels Inc., [2001] 4 C.T.C. 161 
(FCA) (Provisions of subsec. 127(8) sufficient to deal with ITCs for partnerships with- 
out reference to computation rules in subsec. 96(1)); Spire Freezers Ltd. vy. R., [1998] 2 
C.T.C. 2764 (TCC); aff'd [1999] 3 C.T.C. 476 (FCA); rev’d [2001] 2 C.T.C. 40 (SCC) 
(Partnership did not exist because it was not created with a view to profit); Goldstein v. 
Canada, [1995] 2 C.T.C. 2036 (TCC) (Income retains its character as it flows through 
partnership); Signum Communications Inc. v. Canada, [1991] 2 C.T.C. 31 (FCA) (Lim- 
ited partner allowed losses greater than amount of capital contribution); Laxton v. Can- 
ada, {1989} 2 C.T.C. 85 (FCA) (Joint venture not separate person); R. v. CFTO TV 
Ltd., [1982] C.T.C. 147 (FCTD) (Contractual right of partner to buy out taxpayer does 
not preclude deduction of partnership losses). 


Regulations: 229 (partnership information return); 1101(lab), 1102(1a) (depreciable 
property of partnership); 1210 (partner’s share of resource allowances). 


Income Tax Act, Part I, Division B 


1.T. Application Rules: 20(3) (depreciable property of partnership held since before 
1972). 


Interpretation Bulletins: IT-123R6: Transactions involving eligible capital pro- 
perty; IT-259R4: Exchanges of property; IT-278R2: Death of a partner or of a retired 
partner; IT-346R: Commodity futures and certain commodities; IT-353R2; Partnership 
interests — some adjustments to cost base (archived); IT-406R2: Tax payable by an 
inter vivos trust. See also list at end of s. 96. 


Information Circulars: 73-13: Investment clubs; 89-5R: Partnership information 
return. 


1.T. Technical News: 3 (use of a partner’s assets by a partnership); 6 (expenses paid 
personally by partner where fiscal years do not coincide — policy in para. 14 of IT- 
138R reversed); 25 (partnership issues); 30 (computation/allocation of partnership in- 
come and losses). 

Advance Tax Rulings: ATR-59: Financing exploration and development through 
limited partnerships; ATR-62: Mutual fund distribution limited partnership — amorti- 
zation of selling commissions. 


Application Policies: SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED. 


Forms: T1229: Statement of resource expenses and depletion allowance; T2032: 
Statement of professional activities; T2121: Statement of fishing activities; T2124: 
Statement of business activities; T4068: Guide for the partnership information return; 
T5013 Summ: Information return of partnership income; T5013A: Statement of part- 
nership income for tax shelters and renounced resource expenses. 


‘Proposed Addition — 96(1. 01) 


(1.01) Income allocation to former member — If, . “at any 
time in a fiscal period of a partnership, ¢ a 1 taxpayer ceases to be a 
member of the partnership 


(a) for the purposes of subsection (1) and sections 34.1, 34. 2, - 


101, 103 and 249.1, and notwithstanding paragraph 98.1(1)(d), 


the taxpayer is deemed to be a member of the Eee at 


the end of the fiscal period; and 


(b) for the purposes of the application of paragraph ee 1)(b) 
and subparagraphs 53(1)(e)(i) and (viii) and (2)(c)(i) to the 
taxpayer, the fiscal period of the partnership i is deemed to end — 


(Gd. immediately before the time at which the taxpayer is 
deemed by subsection 70(5) to have disposed of the interest 
in the partnership, where the taxpayer ceased to be a mem- — 
ber of the partnership because of the taxpayer’s death, and 


Gi) immediately before the time that is immediately before 
the time that the taxpayer ceased to be a member of the 
partnership, in any other case. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 49(1), 
will add subsec. 96(1.01), applicable in respect of a taxpayer, in the case where the 
taxpayer ceases to be a member of a partnership because of the taxpayer's death, to 
2003 et seqg.; and in any other case, to 1995 et seq. 


Technical Notes. (July 2010): New subsection 96(1.01) generally applies to the 
1995 and subsequent taxation years. Paragraph 96(1.01)(a) deems a taxpayer who is 
a former member of a partnership to be a member at the end of the fiscal period in 
which the taxpayer ceased to be a member, for the purpose of allocating partnership 
income or loss for that period. This new provision clarifies that, although a taxpayer 
may have ceased to be a member of a partnership before the end of the partnership’ s 
fiscal period, an amount of the income or loss of the partnership is allocable to the 
taxpayer under subsection 96(1). The amount so allocated is relevant to certain calcu- 
lations relating to partnership income or loss, including the calculation of the ad- 
justed cost base of the former member of the partnership immediately before the 
taxpayer ceased to be member. 


New subsection 96(1.01) applies notwithstanding the rule in ratuecaphh 98. 1(1)@) | 
that would otherwise deem a former partnership member with a residual interest not 
to be a member of the partnership for the purposes of certain provisions of the Act. _ 


New paragraph 96(1.01)(a) does not require that partnership income or loss be calcu-— 
lated immediately: after a member leaves the partnership. The income or loss alloca- 

tion, including that of the former member, continues to be calculated after the end of 

the partnership’s fiscal period. In some circumstances the fiscal period of a partner- 

ship may end in a taxation year of the former member that is after the taxation year in - 
which the partnership interest was disposed of. It is, therefore, possible that a mem- 

ber will not be required to report a partnership income allocation until the taxation 

year following that in which a capital gain or loss on the disposition shes ps eee 

ship interest is required to be reported. 


New paragraph 96(1.01)(b) clarifies that an income or loss allocation for the “stub 
period” during which a taxpayer was a member is included in the calculation of the 
adjusted cost base of the partnership interest at the time the former member disposes 
of the interest or a residual interest. The income or loss allocation will affect the 
calculation of a capital loss under paragraph 98.1(1)(c) or subsection 100(2). Subsec- 
tion 96(1.01) may ameliorate certain situations where, under the existing provisions 
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(1.1) Allocation of share of income to retiring partner — 
For the purposes of subsection (1) and sections 34.1, 34.2, 101, 103 


and 249.1, 


(a) where the principal activity of a partnership is carrying on a 
business in Canada and its members have entered into an agree- 
ment to allocate a share of the income or loss of the partnership 
from any source or from sources in a particular place, as the case 
may be, to any taxpayer who at any time ceased to be a member 
of 


(i) the partnership, or 


(ii) a partnership that at any time has ceased to exist or 
would, but for subsection 98(1), have ceased to exist, and 
either 


(A) the members of that partnership, or 


(B) the members of another partnership in which, imme- 
diately after that time, any of the members referred to in 
clause (A) became members 


have agreed to make such an allocation 


or to the taxpayer’s spouse, common-law partner, estate or heirs 
or to any person referred to in subsection (1.3), the taxpayer, 
spouse, common-law partner, estate, heirs or person, as the case 
may be, shall be deemed to be a member of the partnership; and 


(b) all amounts each of which is an amount equal to the share of 
the income or loss referred to in this subsection allocated to a 
taxpayer from a partnership in respect of a particular fiscal pe- 
riod of the partnership shall, notwithstanding any other provi- 
sion of this Act, be included in computing the taxpayer’s income 
for the taxation year in which that fiscal period of the partner- 
ship ends. 

Related Provisions: 53(2)(c) — ACB of partnership interest; 96(1.2) — Disposal of 

right to share in income; 96(1.3) — Deductions; 96(1.4) — Right deemed not to, be 

capital property; 96(1.5) — Disposition by virtue of death of taxpayer; 96(1.6) — 

Deemed members of partnership are deemed to carry on business. 

History: Subsec. 96(1.1) amended ‘by 2000, c. 12, Sch. 2, s. 8, to replace 

“spouse,” with “spouse, common-law partner,” applicable to 2001 et seq., in force July 


S..96(1.4) 


31, 2000. See also the transitional rules reproduced in the History to 248(1)‘common- 
law partner”. 


The opening words of subsec. 96(1.1) amended by 1996, c. 21, subsec. 17(2), applica- 
ble after 1994. The opening words formerly read: 


(1.1) For the purposes of subsection (1) and sections 101 and 103, 


Selected Cases [Subsec. 96(1.1)]: CS7 Development Corp. v. R., [1999] 3 C.T.C. 
2421 (TCC) (Partnership has no ‘capital dividend account); Sauriol v. Canada, [1994] 2 
C.T.C. 244 (FCA) (“Allocate” used in ordinary sense of assigning or setting aside and 
creating real right for recipient); Lachance v. Canada, [1994] 2: C.T.G. 185 (FCA) 
(Provision requires allocation of retired partner’s income among provincial sources); 
Dacen v. MNR, [1989] 2 C.T.C. 44 (FCTD) (income improperly allocated to former 
partner when agreement unilaterally altered by remaining partners); Delesalle v. R.; R. 
v. Cohos, [1986] 1 C.T.C. 58 (FCTD) (Part of sum paid to retiring partner representing 
work in progress was capital repayment); Laferriére v. R., [1985] 2 C.T.C. 190 (FCTD) 
(Sale price for partnership interest including amounts for work in progress and ac- 
counts receivable was. capital). 


Interpretation Bulletins: IT-278R2: Death of a partner or of a retired partner; IT- 
338R2: Partnership interests — effects on adjusted cost base. resulting, from the admis- 
sion or retirement of a partner (archived). See also at end of s. 96. 


(1.11) Deemed dividend of SIFT partnership — If a SIFT 
partnership is liable to tax for a taxation year under Part IX.1, 


(a) paragraph (1)(f) is to be read as if the expression “the amount 
of the income of the partnership for a taxation year from any 
source or from sources in a particular place” were read as “the 
amount, if any, by which the income of the partnership for a 
taxation year from any source or from sources in a particular 
place exceeds, in respect of each such source, the portion of the 
partnership’s taxable non-portfolio earnings for the taxation year 
that is applicable to that source’; and 


(b) the partnership is deemed to have received a dividend in the 
taxation year from a taxable Canadian corporation equal to the 
amount by which the partnership’s taxable non-portfolio earn- 
ings for the taxation year exceeds the tax payable by the partner- 
ship for the taxation year under Part I[X.1. 
Related Provisions: 89(1)“eligible dividend’(b) — Dividend under 96(1.11) eligible 
for 45% gross-up and high dividend tax credit; 126(8);— Foreign tax credit where in- 


come arises, outside Canada; 197(2) — Part IX.1 tax on partnership distributions; 
197(3) — Part IX.1 tax calculated without reference to 96(1.11). 


History: Subsec. 96(1.11) added by 2007, c. 29, s. 7, deemed to have come into force 
on October 31, 2006. 


(1.2) Disposal of right to share in income, etc — Where in a 
taxation year a taxpayer who has a right to a share of the income or 
loss of a partnership under an agreement referred to in subsection 
(1.1) disposes of that right, 


(a) there shall be included in computing the taxpayer’s income 
for the year the proceeds of the disposition; and 


(b) for greater certainty, the cost to the taxpayer of each property 
received by the taxpayer as consideration for the disposition is 
the. fair, market. value. of the property at the time of the 
disposition. 

Related Provisions: 96(1.3) — Deductions. 

Interpretation Bulletins: See list at end of s. 96. 


(1.3) Deductions — Where, by virtue of subsection (1.1) or (1.2), 
an amount has been included in computing a taxpayer’s income for 
a taxation year, there may be deducted in computing the taxpayer’s 
income for the year the lesser of 


(a) the amount so included in computing the taxpayer’s income 
for the year, and 


(b) the amount, if any, by, which the cost to the taxpayer of the 
right to a share of the income or loss of a partnership under an 
agreement referred to in subsection (1.1) exceeds the total of all 
amounts in respect of that right that were deductible by virtue of 
this subsection in computing the taxpayer’s income for previous 
taxation years. 

Interpretation Bulletins: IT-278R2: Death of a partner or of a retired partner; IT- 


338R2: Partnership interests — effects on adjusted cost base resulting from the admis- 
sion or retirement of a partner (archived). See also:at end of s. 96. 


(1.4) Right deemed not to be capital property — For the pur- 
poses of this Act, a right to a share of the income or loss of a part- 
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nership under an agreement referred to in subsection (1.1) shall be 
deemed not to be capital property. 


Interpretation Bulletins: IT-338R2: Partnership interests — effects on adjusted cost 
base resulting from the admission or retirement of a partner (archived). 


(1.5) Disposition by virtue of death of taxpayer — Where, at 
the time of a taxpayer’s death, the taxpayer has a right to a share of 
the income or loss of a partnership under an agreement referred to 
in subsection (1.1), subsections 70(2) to (4) apply. 


Related Provisions: 53(1)(e)(v) — Adjustments to cost base. 


interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-278R2: Death of a partner or of a retired partner. See also list at end of s. 96. 


(1.6) Members of partnership deemed to be carrying on 
business in Canada — Where a partnership carries on a busi- 
ness in Canada at any time, each taxpayer who is deemed by para- 
graph (1.1)(a) to be a member of the partnership at that time is 
deemed to carry on the business in Canada at that time for the pur- 
poses of subsection.2(3), sections 34.1 and. 150 and (subject to sub- 
section 34.2(7)) section 34.2. 


History: Subsec. 96(1.6) amended by 1996, c, 21, subsec..17(3), applicable after 1993. 
The subsec. formerly read: 


(1.6) Where a partnership carries on a business in Canada in a taxation year, each 
taxpayer who is deemed by paragraph (1.1)(a) to be a member of the partnership 
shall, for the purposes of subsection 2(3), be deemed to carry on that business in 
Canada in that year. 


Interpretation Bulletins: See list.at end of s. 96. 


(1.7) Gains and losses — Notwithstanding subsection (1) or sec- 
tion 38, where in a particular taxation year of a taxpayer, the tax- 
payer is a member of a partnership with a fiscal period that ends in 
the particular year, the amount of a taxable capital gain (other than 
that part of the amount that can reasonably be attributed to an 
amount deemed under subsection 14(1.1) to be a taxable capital 
gain of the partnership), allowable capital loss or allowable business 
investment loss of the taxpayer for the particular year determined in 
respect of the partnership is the amount determined by the formula 
B 


Ax= 
CG 


where 


A is the amount of the taxpayer’s taxable capital gain (other than 
that part of the amount that can be attributed to an amount 
deemed under subsection 14(1.1) to be a taxable capital gain of 
the partnership), allowable capital loss or allowable business in- 
vestment loss, as the case may be, for the particular year other- 
wise determined under this section in respect of the partnership; 


Bis the relevant fraction that applies under paragraph 38(a), (a.1), 
(a.2), (b) or (c) for the particular year in respect of the taxpayer; 
and 


C is the fraction that was used under section 38 for the fiscal pe- 
riod of the partnership. 


Related Provisions: 96(1.71) — Transitional rule for 2000. 


History: The opening words of subsec. 96(1.7) amended by 2001, c. 17, subsec. 74(2), 
applicable to taxation years that end after February 27, 2000. The opening words for- 
merly read: 


(1.7) Notwithstanding subsection (1) or section 38, where in a particular taxation 
year of a taxpayer (other than an individual who is not a testamentary trust) com- 
mencing before 1990, the taxpayer is a member of a partnership with a fiscal 
period ending in the particular year, the amount of its taxable capital gain (other 
than that part of the amount that can be attributed to an amount deemed under 
subsection 14(1) to be a taxable capital gain of the partnership), allowable capital 
loss or allowable business investment loss for the particular year determined in 
respect of the partnership shall be the amount determined by the formula 


The descriptions of A and B in subsec. 96(1.7) amended by the said c. 17, subsec. 
74(3), applicable to fiscal periods that begin after 2000. The descriptions formerly read: 


A is the amount of the taxpayer’s taxable capital gain (other than that part of 
the amount that can be attributed to an amount deemed under subsection 
14(1) to be a taxable capital gain of the partnership) allowable capital loss or 
allowable business investment loss, as the case may be, for the particular 
year otherwise determined under this section in respect of the partnership; 


Income Tax Act, Part I, Division B 


B is the fraction that would be used under section 38 for the particular year in 
respect of the taxpayer if the taxpayer had a capital gain for the particular 
year; and 


Proposed Amendment — Election that 96(1.7) not apply for 2000 “ 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 4907), 
will enact the transitional rule below for subsec. 96(1. 7): 


rea 


49. (7) If a taxpayer, who is a member of a partnership at the a ofa sedbisdia? , 
_ fiscal period, of the partnership, that ends in the taxpayer’s 2000 taxation, year, — 
_.so elects in writing and files the election with the Minister of National Revenue _ 
on or before the taxpayer’s filing-due date for the taxpayer's taxation year in — 
which this Act is assented to, 


(a) subsection 96(1.7) of the Act does not Cah to the uneye” Ss 20001 taxa- 4 
tion year; g 


(b) the taxpayer is deemed to have a capital gain, a capital loss or a fete 
investment loss in respect of the partnership for the particular fiscal period 
equal to the amount of the taxable capital gain, the allowable capital loss or 
the allowable business investment loss in respect of the partnership for the — 
particular fiscal period, as the case may be, multiplied by the reciprocal of - 
the fraction in paragraph 38(a) of the Act that applies to the partnership for 
the particular fiscal period; a 


(c) the amount of a capital gain, a capital loss or a business investment loss 
__ determined under paragraph (b) is deemed to be a capital gain, ‘a capital loss 
Ola business investment loss, as the case may be, of the taxpayer from a _ 
coe of a capital Lites on ae day that the particular fi fiscal ras 
ends, and” : 


ie except as provided by this subsection, no amount shall be included in : 
computing the taxpayer’s taxable capital gains, allowable capital losses and — 
allowable business investment losses in respect of the taxable capital gains, 
~ allowable capital losses and allowable business investment losses of tte 
"partnership for the particular fiscal period. 


Technical Notes (July 2010): The calculation of the capital gains ‘inclusion rate ‘of a 
taxpayer for the 2000 taxation year takes into account the net capital gains or losses of 
the taxpayer for the year 2000 other than those allocated by a partnership. It is the 
inclusion rate of the taxpayer, determined without reference to the allocated partnership 
gains, that is applied to the taxpayer’ s share of the partnership gains in determining the 
taxable capital gains of the taxpayer derived from the partnership capital gains. As a 
result, taxpayers with different inclusion rates report different amounts of taxable capi- 
tal gains in respect of capital ' gains allocated to the taxpayer by ¢ a “partnership. 


{Subclause 49(7)] introduces a special ‘transitional rule under which: members of a part- 
nership may elect to treat capital gains and losses allocated to them by a partnership as 
their own capital gains and losses for the purpose of calculating the taxpayer’s capital 
gains inclusion rate for the year 2000. The gains and losses will be considered to have 
been realized by the taxpayer on the day on which the fiscal period of the Partnership 
ends, 


Ifa taxpayer so oe subsection 1 96(1. 7) wil ae apply, "The taxpayer will be deeric 
to have realized (on the day on which the fiscal period of the partnership. ends in the 
taxpayer’s 2000 taxation year) a capital gain, a capital loss or a business investment 
loss in respect of the partnership equal to the amount of the taxable capital gain, the 
allowable capital loss or the allowable business investment loss, as the case may be, of 
the partnership allocated to the taxpayer, multiplied by the reciprocal of the fraction in 
paragraph 38(a) that applied to the partnership for the particular fiscal’ period. Where 
the inclusion rate for the partnership cannot be determined, the rules in subsection 
96(1.7) apply to determine the inclusion rate of the partnership. This capital gain, capi- 

tal loss or business investment loss is deemed to be a capital gain, capital loss or busi- 
ness investinent loss, as the case may be, of the taxpayer from a ee of a oe 

property on the day that the particular fiscal period ends. 


Interpretation Bulletins: See list at end of s. 96. 


(1.71) Application — Where the fraction referred to in the 
description of C in subsection (1.7) cannot be determined by a tax- 
payer in respect of a fiscal period of a partnership that ended before 
February 28, 2000, or includes February 28, 2000 or October 17, 
2000, for the purposes of subsection (1.7), the fraction is deemed to 
be 


(a) where the fiscal period ended before or began before Febru- 
ary 28, 2000, 7/4; 
(b) where the fiscal period began after February 27, 2000 and 
before October 18, 2000, */s; and 
(c) in any other case, '/2. 
History: Subsec. 96(1.71) added by 2001, c. 17, subsec. 74(4), applicable to fiscal 
periods that begin after 2000. 


(1.8) Loan of property — For the purposes of subsection 56(4.1) 
and sections 74.1 and 74.3, where an individual has transferred or 
lent property, either directly or indirectly, by means of a trust or by 
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any other means whatever, to a person and the property or property 

substituted therefor is an interest in a partnership, the person’s share 

of the amount of any income or loss of the partnership for.a fiscal 
riod in which the person was a specified member of the partner- 

ship shall be deemed to be income or loss, as the case may be, from 

the property or substituted property. 

Related Provisions; 248(5) — Substituted property. 


Interpretation Bulletins: IT-511R: aoa and certain other transfers and loans 
of property. See also at end of s. 96. 


(2) Construction — The provisions of this subdivision shall be 
read and construed as if each of the assumptions in paragraphs 
(1)(a) to (g) ‘were made. 


(2.1) Limited partnership losses. [at-risk rule] — Notwith- 
standing subsection (1), where a taxpayer is, at any time.in a taxa- 
tion year, a limited partner of a partnership, the amount, if any, by 
which a 
(a) the total of all amounts each of which is the taxpayer’s share 
of the amount of any loss of the partnership, determined in ac- 
cordance with subsection (1), for a fiscal period of the partner- 
_ ship ending in the taxation year from a business (other than a 
farming business) or from property 


exceeds 
(b) the amount, if any, By which 


(i) the taxpayer’s at-risk amount in respect of the partnership 
at the end of the fiscal period 


exceeds the total of 


(ii) the amount required by subsection 127(8) in respect of 
the partnership to be added in computing the investment tax 
credit of the taxpayer for the taxation year, 


(iii), the taxpayer’s share of any losses of the partnership for 
the fiscal period from a farming business, and. 


(iv) the taxpayer’s share of 


(A) the foreign resource pool expenses, if any, incurred 
by the partnership in the fiscal period, 


(B) the Canadian exploration expense, if any, incurred by 
the partnership in the fiscal period, 


(C) the Canadian development expense, if any, iticurred 
by the partnership in the fiscal period, ‘and 


_(D) the Canadian oil and gas property expense, if any, in- 
curred by the partnership.in the fiscal period, 


shall 


(c) not be deducted in computing the taxpayer’s income for the 
year, 


(d) not be included in computing the taxpayer’s non-capital loss 
for the year, and 


(ce). be. deemed to. be. the. taxpayer’s limited. partnership loss in 
respect of the partnership for the: year. 


Related Provisions: 66.8(1)— Resource expenses of limited partner; 87(2.1)(a) — 
Amalgamation — limited partnership loss carried forward;:96(1.01)(b) — Deemed end 
of fiscal period when taxpayer ceases to be partner; 96(2.2) — At-risk amount; 
111(1)(e) — Carryforward of non-deductible limited partnership losses; 1119) — 
Limited partnership loss where taxpayer not resident in Canada; 127.52(1)()(ii)(B) — 
Calculation of previous year’s limited partnership loss for minimum tax purposes; 
128.1(4)(f) — Limited partnership © loss’ limitation »'‘on » becoming: non-resident; 
152(1.1)-(1.3) — Determination of losses; 248(1)“‘limited partnership loss” — Defini- 
tion applies to entire Act. 
History: Cl. 96(2:1)(b)(iv)(A) amended by 2001, c. 17, subsec. 74(5), applicable to 
fiscal periods that begin after 2000. The cl. formerly read: 
(A) the foreign exploration and development expenses, if any, incurred by the 
partnership in the fiscal period, 
Selected Cases [subsec. 96(2.1)]: Foley. R:, [2004] 1.C.T.C. 2795. (TCC) 
(Limited partners argued that they should be ‘general partners); Signum 
Communications Inc. v.,Canada, [1991] 2.C,T.C. 31,(FCA) (Limited partner allowed 
losses greater. than, amount of capital contribution to partnership). 
Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years; IT-262R2: Losses of non-residents and part-year residents; IT-302R3: 
Losses of ‘a’ corporation — the effect that acquisitions of control, amalgamations, and 


S. 96(2.2)(e) 


windings-up ‘have on their deductibility — after ee 15, 1987:See:also; at end of s. 
96. : x, sh 
I.T. Technical News: 5 (atieinden cost base of vhs interest): 


Advance Tax Rulings: ATR-51: Limited partner at-risk rulés; ATR-59: Financing 
exploration and-development through limited partnerships. 


(2.2) At-risk amount — For the purposes of this section and sec- 
tions 111 and 127, the at-risk amount of a taxpayer, in respect of a 
partnership of which the taxpayer is a limited partner, at any partic- 
ular time is the amount, if any, by which the total of 


(a) the adjusted cost base to the taxpayer of the taxpayer’s part- 

nership interest at that time, computed in accordance with sub- 
_ section (2.3) where applicable, 

(b) where the particular, time is the end of. the fiscal period. of the 

partnership, the taxpayer’s share of the income of the partner- 

ship: from a source for that fiscal, period,computed under. the 

method, described in subparagraph 53(1)(e)(i), and 


(b.1) where the particular time is the end of the fiscal period of 
the partnership, the amount referred to im~ subparagraph 
53(1)(e)(vill) in respect . the taxpayer for jes fiscal period 


exceeds the total of 


(c) all amounts each of which is an amount owing at that time to 
the partnership, or to a person or partnership not dealing at arm’s 
length with the partnership, by the taxpayer or by a person or 
partnership not dealing at arm’s length with the taxpayer, other 
than any amount deducted under subparagraph 53(2)(c)(i.3) in 
computing the adjusted cost base, or under section 143.2 in com- 
puting the cost, to the taxpayer of the taxpayer’s Rion in- 
terest Mf ie time, atualie 


(4) any amount or benefit Ts aie taxpayer or a person not deal- 
ing at arm’s length with the taxpayer is entitled, either immedi- 
ately or in the future and either absolutely or contingently, to 
receive or to obtain, whether by way of reimbursement, compen- 
sation, revenue guarantee, proceeds of disposition, loan or any 
other form of indebtedness or in. any other form or manner 
whatever, granted or to. be granted for the purpose of reducing 
the impact, in whole or in part; of any loss that the taxpayer may 
sustain because the taxpayer is'a member of the partnership or 
holds or disposes of an interest in the partnership, except to the 
extent that the amount or benefit is included in the determination 
of the value of J in the definition “cumulative Canadian explora- 
tion expense” in subsection 66.1(6), of M in the definition “cu- 
mulative Canadian development expense” in subsection 66.2(5) 
or of I in the definition “cumulative Canadian oil and gas pro- 
perty expense” in subsection 66.4(5) in respect of the taxpayer, 
or the entitlement arises 


(i) by virtue of a contract of insurance with an insurance cor- 
poration dealing at arm’s length with each member of the 
partnership under which the taxpayer is insured against any 
claim arising as a result of a liability incurred in the ordinary 
course of carrying on the partnership, business, 


(ii) [Repealed] 
(ili) as a Consequence of the death of the taxpayer, 
(iv), (v) [Repealed] 
(vi) in respect of an amount not included in the at-risk 
amount of the taxpayer determined without reference to this 
paragraph; or 
(vii) because of an excluded obligation (as defined in subsec- 
tion 6202.1(5) of the Income Tax Regulations) in relation to a 
share issued to the partnership by_a corporation, 

and, for the purposes of this. subsection, 


(e) where the amount or benefit to which the taxpayer or the 
person is entitled, at any time.is provided by way, of an agree- 
ment or other arrangement under which the taxpayer or the per- 
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son has a right, either immediately or in the future and either 
absolutely or contingently (otherwise than as a consequence of 
the death of the taxpayer), to acquire other property in exchange 
for all or any part of the partnership interest, for greater certainty 
the amount or benefit to which the taxpayer or the person is enti- 
tled under the agreement or arrangement is considered to be not 
less than the fair market value of the other property at that time, 
and 


(f) where the amount or benefit to which the taxpayer or the per- 
son is entitled at any time is provided by way of a guarantee, 
security or similar indemnity or covenant in respect of any loan 
or other obligation of the taxpayer or the person, for greater cer- 
tainty the amount or benefit to which the taxpayer or the person 
is entitled under the guarantee or indemnity at any particular 
time is considered to be not less than the total of the unpaid 
amount of the loan or obligation at that time and all other 
amounts outstanding in respect of the loan or obligation at that 
time. 
Related Provisions: 40(3.14)(b) — Meaning of “limited partner” re negative ACB 
of partnership interest; 66.8 — Resource expenses of limited partner; 96(2.3) — Com- 
putation of at-risk amount; 96(2.6) — Artificial transactions; 96(2.7) — Non-arm’s 
length contribution of capital to partnership; 143.2(2), (6) — At-risk adjustment to tax 
shelter investment; 248(8) — Occurrences as a consequence of death. 


History: Para. 96(2.2)(c) and the opening words of para. 96(2.2)(d) amended by 1998, 
c. 19, subsec. 123(1), applicable after November 1994. Para. (c) and the opening words 
of para. (d) formerly read: 


(c) the total of all amounts each of which is an amount owing at that time to the 
partnership or toa person or partnership with whom or which the partnership 
does not deal at arm’s length by the taxpayer or by a person or partnership with 
whom or which the taxpayer does not deal at arm’s length other than any such 
amount deducted under subparagraph 53(2)(c)(i.3) in computing the adjusted 
cost base to the taxpayer of the.taxpayer’s partnership interest at that time; and 


(d) where the taxpayer or a person with whom the taxpayer does not deal at 
arm’s length is entitled, either immediately or in the future and either absolutely 
or contingently, to receive or obtain any amount or benefit, whether by way of 
reimbursement, compensation, revenue guarantee or proceeds of disposition or 
in any other form or manner whatever, granted or to be granted for the purpose 
of reducing the impact, in whole or in part, of any loss that the taxpayer may 
sustain because the taxpayer is a member of the partnership or holds or disposes 
of an interest in the partnership, the amount or benefit, as the case may be, that 
the taxpayer or the person is or will be so entitled to receive or obtain, except to 
the extent that the amount or benefit is included in the determination of J in the 
definition “cumulative Canadian exploration expense” in subsection 66.1(6), of 
M in the definition “cumulative Canadian development expense” in subsection 
66.2(5) or of I in the definition “cumulative Canadian oil and gas property ex- 
pense” in subsection 66.4(5) in respect of the taxpayer or the entitlement arises 


Subparas. 96(2.2)(d)(iv) and (v) repealed by 1998, c. 19, subsec. 123(3), applicable to 
partnership interests acquired by a taxpayer after April 26, 1995, other than where 


(a) the interest in the partnership is acquired by the taxpayer under the terms of an 
agreement in writing entered into by the taxpayer before April 27, 1995, or the 
interest was acquired by the taxpayer 


(i) before 1996 where 
(A) all or substantially all of the property of the partnership is 


(I) a film production prescribed for the purpose of subpara. 
96(2.2)(d)(ii), or 


(II) an interest in one or more partnerships all or substantially all of 
the property of which is a film production prescribed for the purpose 
of subpara. 96(2.2)(d)(ii), 


(B) the principal photography of the production began before 1996, or, in 
the case of a production that is a television series, the principal photogra- 
phy of one episode of the series began before 1996, and 


(C) the principal photography of the production was completed before 
March 1996, 


(ii) before 1996 where it can reasonably be considered that the funds raised by 
the partnership through the issue of the interest were used by the partnership to 
acquire before 1996 property included in Class 24, 27 or 34 in Schedule II to 
the Income Tax Regulations and the property was 


(A) acquired under an agreement in writing entered into by the partnership 
before April 27, 1995, or 


(B) under construction by or on behalf of the partnership on April 26, 
1995, 


(iii) before July 1995 under the terms of a document that is'a prospectus, pre- 
liminary prospectus or registration statement filed before April 27, 1995 with a 
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public authority in Canada under and in accordance with the securities legisla- | 


tion of Canada or of any province and, where required by law, accepted for 
filing by the public authority, and the funds so raised were expended before 
1996 on expenditures contemplated by the document, or 


(iv) before July 1995 under the terms of an offering memorandum distributed | 


as part of an offering of securities where 


(A) the memorandum contained a complete or substantially complete 


description of the securities contemplated in the offering as well as the | 


terms and conditions of the offering, 
(B) the memorandum was distributed before April 27, 1995, 


(C) solicitations in respect of the sale of the securities contemplated by the 
memorandum were made before April 27, 1995, 


(D) the sale of the securities was substantially in accordance with the 
memorandum, and 


(E) the funds were spent before 1996 in accordance with the memoran- 
dum; and 


(b) the following conditions are met: 
(i) in the case of an interest 


(A) acquired by the taxpayer under the terms of an agreement in writing 
entered into by the taxpayer before April 27, 1995, or 
(B) to which subparagraph (a)(iii) or (iv) applies 
that is a tax shelter for which s. 237.1 requires an identification number to be 
obtained, an identification number was obtained before April 27, 1995, and 


(ii) there is no agreement or other arrangement under which the taxpayer's 
obligations with respect to the interest can be changed, reduced or waived if 
there is a change to the Act or if there is an adverse assessment under the Act. 


The subparas. formerly read: 


(iv) by virtue of an agreement under which the taxpayer may dispose of the part- 
nership interest for an amount not exceeding its fair market value, determined 
without reference to the agreement, at the time of the disposition, 


(v) by virtue of a revenue guarantee or other agreement in respect of which gross 
revenue is earned by the partnership except to the extent that the revenue guaran- 
tee or other agreement may reasonably be considered to ensure that the taxpayer 
or person will receive a return of a portion of the taxpayer’s investment, 


The portion of subsec. 96(2.2) after para. (d) amended by 1998, c. 19, subsec. 123(4), 
applicable to partnership interests acquired by a taxpayer after April 26, 1995, except 
that it does not apply where 


(a) the interest was acquired by the taxpayer 


(i) under the terms of an agreement in writing entered into by the taxpayer 
before April 27, 1995, 


(ii) before July 1995 under the terms of a document that is a prospectus, pre- 
liminary prospectus or registration statement filed before April 27, 1995 with a 
public authority in Canada under and in accordance with the securities legisla- 
tion of Canada or of any province and, where required by law, accepted for 
filing by the public authority, and the funds so raised were expended before 
1996 on expenditures contemplated by the document, or 


(iii) before July 1995 under the terms of an offering memorandum distributed 
as part of an offering of securities where 


(A) the memorandum contained a complete or substantially complete 
description of the securities contemplated in the offering as well as the 
terms and conditions of the offering, 


(B) the memorandum was distributed before April 27, 1995, 


(C) solicitations in respect of the sale of the securities contemplated by the 
memorandum were made before April 27, 1995, 


(D) the sale of the securities was substantially in accordance with the 
memorandum, and 


(E) the funds were spent before 1996 in accordance with the memoran- | 


dum; and 
(b) the following conditions are met: 


(i) in the case of an interest that is a tax shelter for which s. 237.1 requires an 
identification number to be obtained, an identification number was obtained 
before April 27, 1995, and 


(ii) there is no agreement or other arrangement under which the taxpayer’s 
obligations with respect to the interest can be changed, reduced or waived if 
there is a change to the Act or if there is an adverse assessment under the Act. 


That portion formerly read: 


and, for the purposes of this subsection, where the amount or benefit to which 
the taxpayer is at any time entitled is provided 


(e) by way of an agreement or other arrangement under which the taxpayer 
has a right, either absolutely or contingently (otherwise than as a conse- 
quence of the death of the taxpayer), to acquire other property in exchange 
for all or any part of the partnership interest, for greater certainty the amount 
or benefit to which the taxpayer is entitled under the agreement or arrange- 
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ment shall be not less than the fair market value of that other property at that 
time, or 


(f) by way of a guarantee, security or similar indemnity or covenant in re- 
spect of any loan or other obligation of the taxpayer, by the partnership or a 
person or partnership with whom or which the partnership does not deal at 
arm’s length, for greater certainty the amount or benefit to which the tax- 
payer is entitled under the guarantee or indemnity at any particular time shall 
not be less than the total of the unpaid arnount of the loan or obligation at 
that time and all other amounts outstanding in respect of the loan or. obliga- 
tion at that time. 


Subpara. 96(2.2)(d)(ii) repealed by 1996, c. 21, subsec. 17(4), applicable to revenue 
guarantees granted after 1995. The subpara. formerly read: 


(ii) by virtue of a prescribed revenue guarantee in respect of a prescribed film 
production, ‘ 


Para. 96(2.2)(c) amended by, 1995; c. 3, s. 25, Pa EO after September 26, 1994. 
Para. (c) formerly read: 


(c) the total of all amounts each of which is an amount owing at that time to the 
partnership or to a person or partnership with whom or which the partnership 
does not deal at arm’s length by the taxpayer or by a person with whom the 
taxpayer does not deal at arm’s length, and 


That portion of para. 96(2.2)(d) preceding subpara. (i) substituted by 1994, c..7, Sch. II 
(1991, c. 49), subsec. 72(1), applicable to taxation years ending after June 17, 1987. 
That portion formerly read: 


(d) where the taxpayer or a person with whom the taxpayer does not deal at 
arm’s length is entitled, either immediately or in the future, either absolutely or 
contingently, to receive or obtain any amount or benefit, whether by way of re- 
imbursement, compensation, revenue guarantee or proceeds of disposition or in 
any other form or manner whatever, granted or to be granted for the purpose of 
reducing the impact, in whole-or in part, of any loss that the; taxpayer may sus- 
tain. by virtue of the taxpayer’s being a member of the partnership or by virtue of 
the taxpayer’s holding or disposing of the taxpayer’s partnership interest, the 
amount or benefit, as the case may be, that the taxpayer or the person is or will 
be so entitled to receive or obtain, except to the extent that the entitlement arises 


Subpara. 96(2.2)(d)(vii) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 72(2), appli- 
cable to taxation years ending after June 17, 1987. 


Selected Cases [subsec. 96(2.2)]: Goren v. R., [1997] 3 C.T.C. 2025 (TCC) (At- 
risk rules applied where no commercial activity whatsoever); Central Supply Company 
(1972) v. R., [1997] 3 C.T.C. 102 (FCA); rev’ g [1995] 2 C.T.C. 2320 (TCC) (Deduc- 
tions permitted under specific provisions of the Act may nevertheless unduly or artifi- 
cially reduce income); Hazelwood v. Canada, [1990] 1 C.T.C. 5 (FCTD) (Deductions 


for losses and capital cost allowance by limited partner permitted to the extent of capi- 


tal contribution). 
Regulations: 7500 (prescribed film production, prescribed revenue guarantee). 


Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years. See also at end of s. 96. 


I.T. Technical News: 5 (adjusted cost base of partnership interest); 12 (adjusted cost 
base of partnership interest). 


Advance Tax Rulings: ATR-51: Limited partner at-risk rules; ATR-59: Financing 
exploration and development through limited partnerships. 


(2.3) Idem — For the purposes of subsection (2.2), where a tax- 
payer has acquired the taxpayer’s partnership interest at any time 
from a transferor other than the partnership, the adjusted cost base 
to the taxpayer of that interest shall be computed as if the cost to the 
taxpayer of the interest were the lesser of 


(a) the taxpayer’s cost otherwise determined, and 
(b) the greater of 


(i) the adjusted cost base of that interest to the transferor im- 
mediately before that time, and 


(i) nil, 


and where the adjusted cost base of the tatleterot cannot be deter- 
mined, it shall be deemed to be equal to the total of the amounts 
determined in respect of the taxpayer under paragraphs (2.2)(c) and 
(d) immediately after that time. 


(2.4) Limited partner — For the purposes of this section and sec- 
tions 111 and 127, a taxpayer who is a member of a partnership at a 
particular time is a limited partner of the partnership at that time if 
the member’s partnership interest is not an exempt interest (within 
the meaning assigned by subsection (2.5)) at that time and if, at that 
time or within 3 years after that time, 


(a) by operation of any law governing the partnership arrange- 
ment, the liability of the member as a member of the partnership 


S. 96(2.4) 


is limited (except by operation of a provision of a statute of Can- 
ada or a province that limits the member’s liability only for 
debts, obligations and liabilities of the partnership, or any mem- 
ber of the partnership, arising from negligent acts or omissions 
or misconduct that another member of the partnership or an em- 
ployee, agent or representative of the partnership commits in the 
course of the partnership business while the partnership is a lim- 
ited sedis partnership); 


Proposed Amendment - — 96(2. 4)(a) 


: (a) by operation of any law governing the partnership ented: 

-ment, the liability of the member as a member of the partner- 

_ ship is limited (except by operation of a provision of a statute 

_ of Canada or a province that limits the member’s liability only 

_ for debts, obligations and liabilities of the partnership, or any 

member of the partnership, arising from: negligent acts or 

omissions, from misconduct or from fault of another member 

of the: partnership or an employee, an agent or a representative 

of the partnership in the course of the partnership business 
while the partnership 1 is a limited hability: partnership); 


ly 16 O10 draft legislation ‘(Part 1-— technical), subsec. 49(2), 
: 0 read as above, applicable after June 20, 2001. 


(July 2010): Subsection 96(2.4) provides an ook definition . 
r thee PURO of f applying the simited, srennesthe, at-risk rules 


6 ne piped se a eo neey of: a Seat is a thinnived partes 


Pa 
if, by operation of law governing the partnership agreement, the liability of the mem- 


ber is limited, However, paragraph 96(2.4)(a) does not apply. in cases 
where a member’s liability i is limited by operation of a statutory provision of Canada 
or of a pve that limits the member’ s aoe pay is for the coe rs and 


a pases a of “faulv/fautes”. The English version. te paragraph 
er to the civil law concept of “fault” and i is amended to de. 80, 


Proposed Amendment- —_ 96(2. eye —_ gical 
: adjustment — 


Letter from eet of Finance, July 11, 2003: See ander 40(3. 1). 


(b) the member ora person not dealing at arm’s length with the 
member is entitled, either immediately or in the future and either 
absolutely or contingently, to receive an amount or to obtain a 
benefit that would be described in paragraph (2:2)(d) if that par- 
agraph were read without reference to subparagraphs (ii) and 
(vi); 

(c),one:of the reasons for the existence of the member who owns 
the interest 


(1) can reasonably be considered to be to limit the liability of 
any person with respect to that interest, and 


(ii) cannot reasonably be considered to be to permit any per- 
son who has an interest in the member to carry on that per- 
son’s business (other than an investment business) in the 
most effective manner; or 


(d) there is an agreement or other arrangement for the disposi- 
tion of an interest in the partnership and one of the main reasons 
for the agreement or arrangement can reasonably be considered 
to be to attempt to avoid the application of this subsection to the 
member. 
Related Provisions: 40(3.14) — Definition of limited partner for purposes of nega- 
tive ACB rules; 66.8 — Resource expenses of limited partner; 96(2.5) — Exempt inter- 
est in a partnership; 127:52(3) — Definition for minimum tax purposes; 143.2(1)“tax 
shelter investment”(b) — Whether limited partnership interest is tax shelter investment. 
History: Para. 96 (2.4)(a) amended by 2001, 'c. 17, subsec. 74(6), applicable after 
1997. The para. formerly read: 
(a) by operation of any law governing the partnership arrangement, the liability 
of the member as a member of the partnership is limited; 
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S. 96(2.4) 


Subsec. 96(2.4) amended by 1998, c. 19, subsec. 123(5), applicable to fiscal periods 
that end after November 1994. The subsec. formerly read: 


(2.4) For the purposes of this section and sections 111 and 127, a taxpayer who 
is a member of a partnership at a particular time is a limited partner of that part- 
nership at that time if the taxpayer’s partnership interest is not an exempt interest 
at that time (within the meaning assigned by subsection (2.5)) and if, at that time 
or within three years after that time, 
(a) by operation of any law which governs the partnership arrangement, the 
liability of the taxpayer in the taxpayer’s capacity as a member of the part- 
nership, is limited; 
(b) the taxpayer or a person with whom the taxpayer does not deal at arm’s 
length is entitled to receive an amount or obtain a benefit that would be 
described in paragraph (2.2)(d) if it were read without reference to subpara- 
graphs (2.2)(d)(ii) and (vi); 


(c) one of the reasons for the existence of the taxpayer who owns the interest 


(i) may reasonably be considered to be to limit the liability of any other 
person with respect to that interest, and 


(ii) may not reasonably be considered to be to permit any person who 
has an interest in the taxpayer to carry on that person’s business (other 
than an investment business) in the most effective manner; or 


(d) there is an agreement or other arrangement for the disposition of an inter- 
est in the partnership and one of the main reasons for the agreement or ar- 
rangement may reasonably be considered to be to attempt to avoid the appli- 
cation of this subsection to the taxpayer. 


Selected Cases [subsec. 96(2.4)]: Raby v. R., [2007] 2 C.T.C. 2146 (TCC) (No 
tax credits where taxpayer not engaged actively in partnership business); Docherty v. 
R., [2005] 2 C.T.C. 97 (FCA) (At-risk rules applied where benefits obtainable from 
limited partnership); Foley v. R., [2004] 1 C.T.C. 2795 (TCC) (Limited partners argued 
that they should be general partners). 


Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years. See also at end of s. 96. 


(2.5) Exempt interest — For the purposes of subsection (2.4), an 
exempt interest in a partnership at any time means a prescribed 
partnership interest or an interest in a partnership that was actively 
carrying on business on a regular and a continuous basis immedi- 
ately before February 26, 1986 and continuously thereafter until 
that time or that was earning income from the rental or leasing of 
property immediately before February 26, 1986 and continuously 
thereafter until that time, where there has not after February 25, 
1986 and before that time been a substantial contribution of capital 
to the partnership or a substantial increase in the indebtedness of the 
partnership and, for this purpose, an amount will not be considered 
to be substantial where 


(a) the amount was used by the partnership to make an expendi- 
ture required to be made pursuant to the terms of a written 
agreement entered into by it before February 26, 1986, or to re- 
pay a loan, debt or contribution of capital that had been received 
or incurred in respect of any such expenditure, 


(b) the amount was raised pursuant to the terms of a prospectus, 
preliminary prospectus or registration statement filed before 
February 26, 1986 with a public authority in Canada pursuant to 
and in accordance with the securities legislation of Canada or of 
any province, and, where required by law, accepted for filing by 
that public authority, or 


(c) the amount was used for the activity that was carried on by 
the partnership on February 25, 1986 but was not used for a sig- 
nificant expansion of the activity 


and, for the purposes of this subsection, 


(d) a partnership in respect of which paragraph (b) applies shall 
be considered to have been actively carrying on a business on a 
regular and a continuous basis immediately before February 26, 
1986 and continuously thereafter until the earlier of the closing 
date, if any, stipulated in the document referred to that paragraph 
and January 1, 1987, and 


(e) an expenditure shall not be considered to have .been required 
to be made pursuant to the terms of an agreement where the ob- 
ligation to make the expenditure is conditional in any way on the 
consequences under this Act relating to the expenditure and the 
condition has not been satisfied or waived before June 12, 1986. 


Selected Cases [subsec. 96(2.5)]: Goren v. R., [1997] 3 C.T.C. 2025 (TCC) (At- 
risk rules applied where no commercial activity whatsoever). 


Income Tax Act; Part I, Division B 


Regulations: No prescribed partnership interests to date. 


(2.6) Artificial transactions — For the purposes of paragraph | 
(2.2)(c), where at any time an amount owing by a taxpayer or a} 
person with whom the taxpayer does not deal at arm’s length is re- | 
paid and it is established, by subsequent events or otherwise, that 

the repayment was made as part of a series of loans or other trans- | 


actions and repayments, the amount owing shall be deemed not to | 


have been repaid. 
Related Provisions: 248(10) — Series of transactions. 


(2.7) idem — For the purposes of paragraph (2.2)(a), where at any 
time a taxpayer makes a contribution of capital to a partnership and 
the partnership or a person or partnership with whom or which the 
partnership does not deal at arm’s length makes a loan to the tax- 
payer or to a person with whom the taxpayer does not deal at arm’s 


length or repays the contribution of capital, and it is established, by © 


subsequent events or otherwise, that the loan or repayment, as the 
case may be, was made as part of a series of loans or other transac- 
tions and repayments, the contribution of capital shall be deemed 
not to have been made to the extent of the loan or repayment, as the 
case may be. 


Related Provisions: 248(10) — Series of transactions. 
Interpretation Bulletins: See list at end of s. 96. 


(3) Agreement. or election of partnership members — 
Where a taxpayer who was a member of a partnership at any time in 
a fiscal period has, for any purpose relevant to the computation of 
the taxpayer’s income from the partnership for the fiscal period, 
made or executed an agreement, designation or election under or in 
respect of the application of any of subsections 13(4) and (16) and 
14(6), section 15.2, subsections 20(9) and 21(1) to (4), section 22, 
subsection 29(1), section 34, clause 37(8)(a)(1i)(B), subsections 
44(1) and (6), 50(1) and 80(5), (9), (10) and (11), section 80.04, 
subsections 86.1(2), 97(2), 139.1(16) and (17) and 249.1(4) and (6) 
that, but for this subsection, would be a valid agreement, designa- 
tion or election, 


_ Proposed Amendment — - 96(3) opening words 


@) » Agteeriénd or election of partnership members — If a_ 
taxpayer who was a member of a partnership at any time in a fis- 
cal period has, for any purpose relevant to the computation of the” 
taxpayer’s income from the partnership for the fiscal period, made _ 
or executed an agreement, designation or election under or in 60— 
respect of the application of any of subsections 13(4), (4.2) and 

(16) and 14(1.01), (1.02) and (6), section 15.2, subsections 20(9) 
and 21(1) to (4), section 22, subsection 29(1), section 34, clause 

37(8)(a)(i)(B), subsections 44(1) and (6), 50(1) and 80(5) and (9) 

to (11), section 80,04 and subsections. 86.1(2), 97(2), 139. 1(16) 

and (17) and 249.1(4) and (6) that, if this Act were read without 

reference to this SADSEGBOR: would be a valid ABECASIENE Pesan ; 
tion or election, _ ‘ 
Application: The July 16, 2010 deat Tecate Part 1— ecg oe. 49(3), 

will amend the opening words of subsec. 96(3) to read as above, applicable to taxa- 

tion years that end after February 27, 2000. However, the amended subsec. is, before 

December ai, 2002, to be read without reference to “, (4. 2)" and “CE 2)". 


Technical Notes (July 2010): Subsection 96(3) provides rules that. pee ifa 
member of a partnership makes an election under certain provisions of the Act for a 
purpose that is relevant to the computation of the member’s income from the partner- 
ship. In such a case, the election will be valid only if it is made on behalf of all the 
members 0 the partnership and the member had authority to act. for the partnership. 


Subsection 96(3) i is amended, generally for taxation years that end after February 27, 
2000, to apply for the purposes of an election under subsections 14(1.01) and ad 02), : 
in respect of the disposition of an eligible capital property. 


Subsection 96(3) is also amended so that after agen bee 20, 2002, it — for the: 
purposes of elections under subsection 13(4.2). : 
(a) the agreement, designation or election is not valid unless 


(i) it was made or executed on behalf of the taxpayer and 
each other person who was a member of the partnership dur- 
ing the fiscal period, and 


(11) the taxpayer had authority to act for the partnership; 
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'(b) unless the agreement, designation or election is invalid be- 


cause of paragraph (a), each other person who was a member of | 


the partnership during the fiscal.period shall.be deemed to have 
made or.executed the agreement, designation or election; and 


| (c) notwithstanding paragraph (a), any agreement, designation or 

_ election deemed by paragraph (b) to have been made or exe- 
cuted by any person shall be deemed to be a’ valid agreement, 
designation or election made or executed by that person. 


Related Provisions: 244(20) — Members of partnerships; ae 229.1(4) — Parallel 
tule for publicly-traded partnership information disclosure. | 


History: The opening words of subsec. 96(3) amended by 2001, c,.17, subsec,'74(7), 
applicable after 1999. The opening words formerly read: 


_ (3) Where, a taxpayer who was a member of a partnership ducave a fiscal aioe 
has, for any purpose relevant to the computation of the taxpayer’s income from 
“the partnership for the fiscal period, made or executed an agreement, designation 
or an election under or in respect of the ‘application of any of subsections 13(4), 
* © (15) and (16) and 14(6), section 15!2, subsections 20(9) and 21(1) to (4), section 
22, subsection 29(1), ‘section’ 34, clause 37(8)(a)(ii)(B), ‘subsections 44(1) and: 
(6), 50(1) and 80(5), (9), (10) and (11), section 80.04 and subsections 97(2), 
139.1(16) and (17) and 249.1(4) and (6) that, but for this subsection, would be a 
valid agreement, designation or election, | 


The opening words of subsec. 96(3) amended by 2000, c. 19, s. 15, applicable to fiscal , 


periods that end after December 15, 1998. The opening words formerly read: 


(3) Where’ a taxpayer who was a member Of a partnership during a fiscal period 
has, for any purpose relevant ‘to the computation of the’ taxpayer’s income from 
_the partnership for the fiscal period, made or executed an agreement, designation 
or an election under or in respect of the application of any of subsections 13(4), 
(15) and (16) and 14(6), section 15.2, subsections 20(9) and 21(1) to (4), section 
+ 22; subsection 29(1), section’ 34, clause 37(8)(a)(ii)(B), subsections 44(1) and 
(6), 50(1) and 80(5), (9), (10) and (11), section 80.04 and subsections 97(2) and 
249.1(4) and (6) that, but for. this subsection, would be a valid agreement, desig- 
nation or election, 


The opening words of subsec. 96(3) amended by 1998, c. 19; subsec:,123(6), applicable 
to fiscal periods that end after December 2, 1992, except that 


(a) with respect.to fiscal periods. that ended after that day and before February 22, 
1994, the opening words of subsec. 96(3) shall be read as follows: 


(3). Where a taxpayer who was a member of a partnership during a fiscal 
period has, for any purpose relevant to the computation of the taxpayer’s 
income from the partnership for the fiscal period, made or executed ‘an elec- 
tion under or in respect of the application of any of subsections 13(4), (15) 
and (16) and 14(6), section’ 15.2, subsections 20(9) and 21(2):to (4), section 
22, subsection 29(1), section 34, clause 37(8)(a)Gi)(B) and subsections 44(1) 
and (6), 50(1) and 97(2) that, but for this subsection, would be a nated 
election, 


and 


(b) before 1995, the opening words shall be read without reference to. subsections 
249.1(4) and (6) of the Act. 


The opening words formerly read: 


(3), Where a taxpayer who was a member of a partnership in a fiscal period has, 
for any purpose relevant to the computation of the taxpayer’s income from the 
partnership for the fiscal period, made or executed an agreement, a designation 
or an‘ election under or in respect of the application of any of subsections 13(4), 
(15) and (16), 14(6) [section 15.2, subsections], 20(9) and 21(1) to (4), section 

_ 22, subsection, 29(1), section, 34, clause 37(8)(a)(ii)(B),- subsections 44(1) and 
(6), 50(1) and 80(5), (9), (10) and (11), section 80.04 and subsections 97(2) and 
249.1(4) and (6) that, but for this subsection, would be a valid agreement, desig- 
nation or election, 


The opening words of subsec..96(3) amended by eet ce. 21; subsec. 17(5), applicable 
after 1994. The opening words formerly read: 


(3) Where a taxpayer who was a member of a partnership during a fiscal period 
has, for any purpose relevant to the computation of the taxpayer’s income from 
the partnership for the fiscal period, made or executed an agreement, a designa- 
tion or an election under or. in respect of the application of any of subsections 
13(4), (15) and (16), 14(6), [section 15.2, subsections] 209) and 21(1) to (4), 
section 22, subsection 29(1), section 34, clause 37(8)(a)(ii)(B), subsections 44(1) 
and (6), 50(1) and 80(5), (9), (10) and (11), section 80:04 and subsection 97(2) 
that, but for this subsection, would’be a valid agreement, designation or election, 


Subsec. 96(3) amended by 1995, c. 21, s. 33, applicable to fiscal periods that end after 


February 21, 1994. Subsec. (3) formerly read: 


(3) Election by members — Where a taxpayer who was a member of a partner- 
ship during a fiscal period has, for any purpose relevant to: the computation of 
the taxpayer’s income from the partnership for the. fiscal period, made or exe- 
cuted an election under or in respect of the application of any of subsections 
13(4), (15) and (16), 14(6), [section 15.2, subsections] 209) and 21(1) to (4), 
section 22, subsection 29(1), section 34, clause 37(8)(a)(ii)(B) and subsections 


S. 96(5)(b) 


44(1) and (6),:50(1) ‘and 97(2) that, but for this subsection, would be a valid 
election, 


(a) the ‘election is not valid unless « 


(i) it was made or executed on behalf of the taxpayer and each other 
person) who was a member of the partnership.during the fiscal, period, 
and 


(ii) the taxpayer had authority to act for the partnership; 


(b) unless the election is.invalid by virtue of paragraph (a), each other person 
who was a member of the partnership during the fiscal period, shall be 
deemed to have made or executed the election; and 

(c) notwithstanding paragraph (a), any election deemed by paragraph (b) to 
have been made or executed by any person shall be deemed ‘to be a valid 
election made or executed by that. person. 


The opening words of subsec. 96(3) amended by 1994, c: 8, s, 11, applicable to Siseal 
periods ending after December 2, 1992. [However, 1994, c. 8 unintentionally deleted 
the reference to 15.2. Officials at the Department of Finance have confirmed that the 
reference to ‘section 15.2 ‘will be retroactively reinstated in a future bill, and therefore 
that the subsec. should be read as if it were present.] They formerly read: 
(3) Where a:taxpayer who was amember of a partnership during.a fiscal period 
has, for any purpose releyant tothe computation. of the taxpayer’s income from 
the partnership for the fiscal period, made or executed an,election under or in 
respect of the application of any of subsections 13(4), (15) and (16) and 14(6), 
section 15.2, subsections 20(9) and 21(1)-to (4), section’22,.subsection 29(1), 
section 34 and subsections 44(1) and (6),:50(1) and 97(2) that, but for this sub- 
section, would bea valid election, 
That portion of subsec. 96(3) preceding para. (a) amended by 1994, c. 7, Sch. VII 
(1993, c. 24), subsec. 40(2), applicable after Kebruary 25, 1992. That portion formerly 
read; 
(3) Where a taxpayer who was a member of a partnership during a fiscal period 
has, for any purpose relevant to the computation of the taxpayer’s income from 
the partnership for the fiscal period, madesor executed an election) under or in 
respect of the application of any of subsections. 13(4), (15).and (16), 14(6), 20(9) 
and 21(1) to (4), section 22, ,subsection 29(1), section 34 and subsections 44(1) 
and (6), 50(1) and 97(2) that, but for this subsection, would be a valid election, 
the ‘following rules apply:) 
That portion of subsec. 96(3) preceding para:-(a) substituted by 1994, c. 7,Sch. II 
(1991, c..49), subsec..72(3), applicable to dispositions occurring after July 13,1990 and 
with. respect to elections made in respect of the application of subsec..50(1), as 
amended, to the 1985 to 1989 taxation years and, notwithstanding subsecs. 152(4) to 
(5), Such assessments of tax, interest and penalties payable for the 1985 to 1989 taxa- 
tion years shall be made as are necessary to give effect to those élections. That portion 
of subsec. 96(3) fornierly read: 
(3) Where a taxpayer who was a member of a partnership during a fiscal period 
thereof that ended after 1971 has, for any purpose ‘relevant to. the computation of 
the taxpayer’s income from the partnership for the fiscal period, made or exe- 
cuted an election under any of subsections 13(4), (15) and (16), 14(6), 20(9) and 
21(1) to (4), section 22, subsection 29(1), section 34 and subsections 39(4), 44(1) 
and (6) and 97(2) that; but for this subsection, would be a valid election, the 
following rules apply: 
Interpretation Bulletins: IT-278R2: Death of a partner or of a retired partner; IT- 
413R: Election by members of a partnership under subsection 97(2); IT-457R: Election 
by professionals to exclude work in progress from income, See also at end of s. 96. 


CRA Audit Manual: 27.25.0; Income of professionals and fiscal period issues. 


(4). Election — Any election under,subsection 97(2) or 98(3) shall 
be made on or before the day, that.is the earliest of the days on or 
before which. any taxpayer, making the election is required to file a 
return of income pursuant to section 150 for the taxpayer’s taxation 
year in which the transaction to which the election relates occurred. 
Related Provisions: 96(5) — Late filing; 96(6) — Penalty for late filing; 96(7) — 
Unpaid- balance of penalty. 

Interpretation Bulletins: IT-413R: Election by members of a partnership under 
subsection 97(2). See also at end of s. 96. 


Forms: T2060: Election for disposition of property upon cessation of partnership. 


(5), Late filing — Where an election referred to in subsection (4) 
was not made; on or before the,day on or before which the. election 
was required by that subsection to be made and that day was after 
May 6, 1974, the election shall be deemed to have been made on 
that day if, on or before the day that is 3 years after that day, 
(a) the election is made in prescribed. form; and 
(b) an estimate of the penalty in respect of that election is paid 
by the taxpayer referred to in subsection 97(2) or by the persons 
referred to in subsection 98(3), as the case,may.be,, when that 
election is made. 
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Interpretation Bulletins: IT-413R: Election by members of a partnership under 
subsection 97(2). See also at end of s. 96. 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — disposition 
of property to a partnership. 


(5.1) Special cases — Where, in the opinion of the Minister, the 
circumstances of a case are such that it would be just and equitable 


(a) to permit an election under subsection 97(2) or 98(3) to be 
made after the day that is 3 years after the day on or before 
which the election was required by subsection (4) to be made, or 


(b) to permit an election made under subsection 97(2) to be 
amended, 


the election or amended election shall be deemed to have peed 
made on the day on or before which the election was so required to 
be made if 


(c) the election or amended election is made in prescribed form, 
and 


(d) an estimate of the penalty in respect of the election or 
amended election is paid by the taxpayer referred to in subsec- 
tion 97(2) or by the persons referred to in subsection 98(3), as 
the case may be, when the election or amended election is made, 


and where this subsection applies to the amendment of an election, 
that election shall be deemed not to have been effective. 


Interpretation Bulletins: IT-413R: Election by members of a partnership under 
subsection 97(2). See also at end of s. 96. 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections — disposition 
of property to a partnership. 


(6) Penalty for late-filed election — For the purposes of this 
section, the penalty in respect of an election or an amended election 
referred to in paragraph (5)(a) or (5.1)(c) is 


(a) where the election or amended election is made under sub- 
section 97(2), an amount equal to the lesser of 


(i) '44 of 1% of the amount by which the fair market value of 
the property disposed of by the taxpayer referred to therein at 
the time of disposition exceeds the amount agreed on by the 
taxpayer and the members of the partnership in the election 
or amended election, for each month or part of a month dur- 
ing the period commencing with the day on or before which 
the election is required by subsection (4) to be made and end- 
ing on the day the election or amended election is made, and 


(ii) an amount, not exceeding $8,000, equal to the product 
obtained by multiplying $100 by the number of months each 
of which is a month all or part of which is during the period 
referred to in subparagraph (i); and 


(b) where the election is made under subsection 98(3), an 
amount equal to the lesser of 


(i) 4 of 1% of the amount by which 


(A) the total of all amounts of money and the fair market 
value of partnership property received by the persons re- 
ferred to therein as consideration for their interests in the 
partnership at the time that the partnership ceased to exist 


exceeds 


(B) the total of each such person’s proceeds of disposition 
of that person’s interest in the partnership as determined 
under paragraph 98(3)(a), 


for each month or part of a month during the period com- 
mencing with the day on or before which the election is re- 
quired by subsection (4) to be made and ending on the day 
the election or amended election is made, and 


(ii) an amount, not exceeding $8,000, equal to the product 
obtained by multiplying $100 by the number of months each 
of which is a month all or part of which is during the period 
referred to in subparagraph (i). 
Related Provisions: 96(7) — Assessment of penalty; 220(3.1) — Waiver of penalty 
by CRA. 


Interpretation Bulletins: [T-413R: Election by members of a partnership under 
subsection 97(2). See also at end of s. 96. 


Income Tax Act, Part I, Division B 


CRA Audit Manual: 28.6.1: Penalties for late filed/amended elections ta | 


of property to a partnership. 


(7) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine each election and amended election referred 
to in paragraph (5)(a) or (5.1)(c), assess the penalty payable and 
send a notice of assessment to the taxpayer or persons, as the case 


may be, and the taxpayer or persons, as the case may be, shall pay | 


forthwith to the Receiver General the amount, if any, by which the 
penalty so assessed exceeds the total of all amounts previously. paid 
on account of that penalty. 


(8) Foreign partnerships — For the purposes of this Act, where 
at a particular time a person resident in Canada becomes a member 
of a partnership, or 'a person who is a member of a partnership be- 
comes resident in Canada, and immediately before the particular 
time no member of the partnership is resident in Canada, the fol- 
lowing rules apply for the purpose of computing the partnership’s 
income for fiscal periods ending after the particular time: 


(a) where, at or before the particular time, the partnership held 
depreciable property of a prescribed class (other than taxable 
Canadian property), 


(i) no amount shall be included in determining the amounts 
for any of A, C, D and F to | in the definition “undepreciated 
capital cost” in subsection 13(21) in respect of the acquisi- 
tion or disposition before the particular time of the property, 
and 


(ii) where the property is the partnership’s property at the 
particular time, the property shall be deemed to have been 
acquired, immediately after the particular time, by the part- 
nership at a capital cost equal to the lesser of its fair market 
value and its capital cost to the partnership otherwise 
determined; 


(b) in the case of the partnership’s property that is inventory 
(other than inventory of a business carried on in Canada) or non- 
depreciable capital property (other than taxable Canadian pro- 
perty) of the partnership at the particular time, its cost to the 
partnership shall be deemed to be, immediately after the particu- 
lar time, equal to the lesser of its fair market value and its cost to 
the partnership otherwise determined; 


(c) any loss in respect of the disposition of a property (other than 
inventory of a business carried on in Canada or taxable Cana- 
dian property) by the partnership before the particular time shall 
be deemed to be nil; and 


(d) where */ of the cumulative eligible capital in respect of a 
business carried on at the particular time outside Canada by the 
partnership exceeds the total of the fair market value of each 
eligible capital property in respect of the business at that time, 


the partnership shall be deemed to have, immediately after that 


time, disposed of an eligible capital property in respect of the 
business for proceeds equal to the excess and to have received 
those proceeds. 


Related Provisions: 96(9) — Anti-avoidance. 


History: Subsec. 96(8) added by 1994, c. 21, s. 44, applicable to a particular partner- _ 


ship where a person or partnership becomes a member of the particular partnership 
after December 21, 1992, or where a member of the particular partnership becomes 
resident in Canada after August 30, 1993, except that before May 1994, the subsec. 
shall be read without reference to para. (d). 


(9) Idem — For the purpose of applying subsection (8), where it 
can reasonably be considered that one of the main reasons that there 
is a member of the partnership who is resident in Canada is to avoid 
the application of that subsection, the member shall be deemed not 
to be resident in Canada. 


Proposed Amendment — 96(9) 


(9) Application of foreign partnership rule — For the pur- 
poses of applying subsection (8) and this subsection, 
(a) where it can reasonably be considered that one of the main 
reasons that a member of a partnership is resident in Canada is 
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avoid the application | i sone ( a. . 


ies. Subsec. 96(9) added by 1994, c. 21, s. 44, applicable to a particular partner- 
ship where a person or partnership becomes a member of the particular partnership 
after December 21, 1992, or where a member of the particular partnership becomes 
resident in Canada after August 30, 1993. 


Selected Cases [s. 96]: Backman v. R., [2001] 2 C.T.C.‘11 (SCC) (No ‘valid 
partnership exists if no intention to earn profit); Spire Freezers Ltd. v. R., [2001] 2 
C.T.C. 40 (SCC) (Intention to earn profit can be ancillary without preventing existence 
of partnership); Madsen v. R., [2001] 1 C.T.C. 244 (FCA) (Provisions of subsec. 69(1) 
apply to partnerships even though partnerships are not taxpayers). 


Definitions [s. 96]: “adjusted cost base” — 54, 248(1); “allowable business invest- 
ment loss”, “allowable capital “loss” —38, 248(1); “amount” — 248(1); “‘arm’s 
length” — 251(1); “assessment”, “business” —248(1); “Canada” — 250, 255; “Cana- 
dian development expense” — 66.2(5), 248(1); “Canadian exploration expense’? — 
66.1(6), 248(1); “Canadian oil and gas property expense”. — 66.4(5), 248(1); “Cana- 
dian partnership” — 102(1); “capital cost” — of depreciable property 13(7); “capital 
property, 24, 248(1); “carried on in Canada”, “carries on a business in Canada”, 
“carrying on a business in Canada” — 253; “common-law partner’ — 248(1);' “conse- 
quence of the death” — 248(8); “controlled foreign affiliate’ —95(1), 248(1); 
“cost” — 96(8); “cumulative eligible’ capital’ — 14(5), 248(1); “depreciable pro- 
perty” — 13(21), 248(1); “disposition” — 13(21), 248(1); “dividend” —248(1); “eligi- 
ble capital property” — 54, 248(1); “employee” — 248(1); “farm loss” — 111(8), 
248(1); “farming”, “filing-due date” — 248(1); “fiscal period’ —249(2)(b), 249.1; 
“foreign accrual property income”, “foreign affiliate” — 25 1), 248(1); “foreign invest- 
ment entity” — 248(1); “foreign resource pool expense”, “gross revenue”, “insurance 
corporation”, “inventory” — 248(1); “investment tax credit” — 1279), 248(1); “lim- 
ited partner” — 96(2.4); “limited partnership loss” — 96(2,1), 248(1); “member” — 
102(2); “Minister” — 248(1); “net capital loss”, “non-capital loss” — 111(8), 248(1); 
“non-resident” — 248(1); “participating interest” — 248(1); “person”, “prescribed”, 
“property” — 248(1); “province” — Interpretation Act 35(1); “resident in Canada” — 
290; “restricted farm loss” — 31, 248(1); “SIFT partnership” — 197(1), (8), 248(1); 
“series of loans”, “series of transactions” — 248(10); “share”, “specified member” — 
248(1); “substituted” — 248(5); “taxable Canadian corporation”, “taxable Canadian 
property” — 248(1); “taxable capital gain” — 38(a), 248(1); “taxable income earned in 
Canada” — 115(1), 248(1); _ “taxable _non-portfolio earnings’ — 197; “taxation 
year” — 11(2), 96(1)(b), 249; “taxpayer” — 248(1); “testamentary trust” — 108(1), 
248(1); “trust” — 104(1), 248(1), (3); “written” — Interpretation Act 35(1)“writing”. 
Interpretation Bulletins [s. 96]: IT-81R: Partnerships — income of non-resident 


partners; IT-90: What is a partnership?; IT-151RS5: Scientific research and experimental 
development expenditures; IT-242R: Retired partners. 


97. (1) Contribution of property to partnership — Where at 
any time after 1971 a partnership has acquired property from a tax- 
payer who was, immediately after that time, a member of the part- 
nership, the partnership shall be deemed to have acquired the pro- 


Subdivision j — Partnerships and Their Members S. 97(2) 


perty at an amount equal to its fair market value at that time and the 
taxpayer shall be deemed to have disposed of the property for pro- 
ceeds equal to that fair market value. 

Related Provisions: 13(21.2)(d) — No application on certain transfers of deprecia- 


ble property where UCC exceeds fair market value; 96(2) — Construction; 97(2) — 
Election for rollover on transfer of property to partnership. 


Interpretation Bulletins: IT-457R: Election by professionals to exclude work in 
progress from income; IT-471R: Merger of partnerships. 


1.T. Technical News: 3 (use of a partner’s assets by a partnership). 


(2) Rules where election by partners — Notwithstanding any 
other provision of this Act other than subsection 13(21.2), where a 
taxpayer at any time disposes of any property that is a capital pro- 
perty, Canadian resource property, foreign resource property, eligi- 
ble capital property or inventory of the taxpayer to a partnership 
that immediately after that time is a Canadian partnership of which 
the taxpayer is a member, if the taxpayer and all the other members 
of the partnership jointly so elect in prescribed form within the time 
referred to in subsection 96(4), 


(a) the provisions of paragraphs 85(1)(a) to (f) apply to the dis- 
position as if 


(i) the reference therein to “corporation’s cost” were read as 
a reference to “partnership’s cost’, 


(ii) the references. therein to “other than any shares of the 
capital stock of the corporation or a right to receive any such 
shares” and to “other than shares of the capital stock of the 
corporation or a right to receive any such shares” were read 
as references to “other than an interest in the partnership’, 


(ii1) the references therein to “shareholder of the corporation” 
were read as references to “member of the partnership”, 


(iv) the references therein to “the corporation” were read as 
references to “all the other members of the partnership”, and 


(v) the references therein to “to the corporation” were read as 
references to “to the partnership”; 


(b) in computing, at any time after the disposition, the adjusted 
cost base to the taxpayer of the taxpayer’s interest in the partner- 
ship immediately. after the disposition, 


(i) there shall be added the amount, if any, by which the tax- 
payer’s proceeds of disposition of the property exceed the 
fair market value, at the time of the disposition, of the con- 
sideration (other than an interest in the partnership) received 
by the, taxpayer for the property, and 


(ii) there shall be deducted the amount, if any, by which the 
fair market value, at the time of the disposition, of the con- 
sideration (other than an interest in the partnership) received 
by the taxpayer for the property so disposed of by the tax- 
payer exceeds the fair market value of the property at the 
time of the disposition; and 


(c) where the property so disposed of by the taxpayer to the part- 
nership is taxable Canadian property of the taxpayer, the interest 
in the partnership received by the taxpayer as consideration for 
the property is deemed to be, at any time that is within 60 
months after the disposition, taxable Canadian property of the 
taxpayer. 


Related Provisions: 13(21.2)(d) —No election allowed on certain transfers of de- 
preciable property where UCC exceeds fair market value; 40(3.3), (3.4) — Limitation 
on loss where share acquired by affiliated person; 53(4) — Effect on ACB of share, 
partnership interest or trust interest; 96(2) — Construction; 96(3) — Election by mem- 
bers; 96(4)-(7) Elections; 97(4) — Where capital cost to partner exceeds proceeds of 
disposition; 98.1(2) — Continuation ‘of original partnership; —107(2)(d.1)(iii), 
107.4(3)(f) — Deemed taxable Canadian property retains status when rolled out of trust 
or into trust; 248(25.1) — Deemed taxable Canadian property retains status through 
trust-to-trust transfer; Canada-U.S. Tax Treaty:Art. XIII:8 — Deferral of tax for U.S. 
resident transferor. 


History: Para. 97(2)(c) amended by 2010, c. 12, s. 9, applicable in determining after 
March 4, 2010 whether a property is taxable Canadian property of a taxpayer. It for- 
merly read: 


(c) where the property so disposed of by the taxpayer to the partnership is taxa- 
ble Canadian property of the taxpayer, the interest in the partnership received by 
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the taxpayer as consideration therefor shall be deemed to be taxable Canadian 
property of the taxpayer. 


The opening words of subsec. 97(2) amended by 1998, c. 19, subsec. 124(1), applica- 
ble, subject to s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the 
Act), to dispositions of property that occur after April 26, 1995. The opening words 
formerly read: 


(2) Notwithstanding any other provision of this Act, other than subsection 
85(5.1), where at any time after November 12, 1981 a taxpayer has disposed of 
any capital property, a Canadian resource property, a foreign resource property, 
an eligible capital property or an inventory to a partnership that immediately af- 
ter that time was a Canadian partnership of which the taxpayer was a member, if 
the taxpayer and all the other members of the partnership have jointly so elected 
in prescribed form and within the time referred to in subsection 96(4), the fol- 
lowing rules apply: 


Selected Cases [subsec. 97(2)]: CECO Operations Ltd. v. R., [2006] 5 C.T.C. 
2174 (TCC) (GAAR applied in face of patent abuse of subsec. 97(2) election); Pinot 
Holdings Ltd. v. R., [2000] 1 C.T.C. 258 (FCA) (Legal character of amounts paid is 
function of obligation being discharged, not particular means of funding the payment); 
Continental Bank of Canada v. R., [1998] 4 C.T.C. 119 (SCC) (Leasing company in 
which bank had interest nevertheless entitled to election). 


1.T. Application Rules: 20(1.2) (where transferred depreciable property was owned 
by the transferor since before 1972). 


Interpretation Bulletins: IT-338R2: Partnership interests — effects on adjusted cost 
base resulting from the admission or retirement of a partner (archived); IT-413R: Elec- 
tion by members of a partnership under subsection 97(2); IT-457R: Election by profes- 
sionals to exclude work in progress from income; IT-471R: Merger of partnerships. 


Information Circulars: 76-19R3: Transfer of property to a corporation under s. 85; 
88-2, paras. 12, 22: General anti-avoidance rule — section 245 of the Income Tax Act. 


1.T. Technical News: 16 (Continental Bank case). 


Forms: T2059: Election on disposition of property by a taxpayer to a Canadian 
partnership. 


(3) [Repealed] 


History: Subsec. 97(3) repealed by 1998, c. 19, subsec. 124(2), applicable, subject to 
s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. The subsec. formerly read: 


(3) Where property acquired from majority interest partner — Where, at any 
time after November 12, 1981, a taxpayer has disposed of any capital property to 
a partnership and, immediately after the disposition, the taxpayer was a majority 
interest partner of the partnership and, but for this subsection, the taxpayer would 
have had a capital loss therefrom, the following rules apply: 


(a) notwithstanding any other provision of this Act, the taxpayer’s capital 
loss therefrom shall be deemed to be nil; and 


(b) except where the property so disposed of was, immediately after the dis- 
position, an obligation that was payable to the partnership by a corporation 
that is related to the taxpayer or by a corporation or partnership that would 
be related to the taxpayer if paragraph 80(2)(j) applied for the purposes of 
this paragraph, in computing at any time after the disposition the adjusted 
cost base to the taxpayer of the taxpayer’s interest in the partnership imme- 
diately after the disposition, there shall be added the amount, if any, by 
which 


(i) the cost amount to the taxpayer, immediately before the disposition, 
of the property 


exceeds 
(ii) the taxpayer’s proceeds of disposition of the property. 


The opening words of para. 97(3)(b) amended by 1995, c. 21, s. 34, applicable to pro- 
perty disposed of after July 12, 1994, other than property disposed of pursuant to an 
agreement in writing entered into before July 13, 1994. The opening words of para. (b) 
formerly read: 


(b) in computing at any time after the disposition the adjusted cost base to the 
taxpayer of the taxpayer’s interest in the partnership immediately after the dispo- 
sition, there shall be added the amount, if any, by which 


(3.1) [Repealed] 


History: Subsec. 97(3.1) repealed by 1998, c. 19, subsec. 124(2), applicable, subject to 
s. 247 of 1998, c. 19 (grandfathering rule reproduced at the end of the Act), to disposi- 
tions of property that occur after April 26, 1995. The subsec. formerly read: 


(3.1) Deemed majority interest partner — For the purposes of subsection (3), 
a taxpayer shall be deemed to be a majority interest partner of a partnership at 
any time if 


(a) the total of the taxpayer’s share, the share of the taxpayer’s spouse and 
the share of a person or group of persons that, directly or indirectly in any 
manner whatever, controlled or was controlled by the taxpayer, of the in- 
come of the partnership from any source for the fiscal period of the partner- 
ship that includes that time exceeds '/2 of the income of the partnership from 
the source for that period; or 
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(b) the total of the taxpayer’s share, the share of the taxpayer’s spouse and 
the share of a person or group of persons that, directly or indirectly in any 
manner whatever, controlled or was controlled by the taxpayer, of the total 
amount that would be paid to all members of the partnership (otherwise than 
as the share of any income of the partnership) if it were wound up at that 
time exceeds '/2 of that amount. 


(4) Where capital cost to partner exceeds proceeds of dis- 
position — Where subsection (2) has been applicable in respect of 


the acquisition of any depreciable property by a partnership from a | 


taxpayer who was, immediately after the taxpayer disposed of the 
property, a member of the partnership and the capital cost to the 


taxpayer of the property exceeds the taxpayer’s proceeds of the dis- — 


position, for the purposes of sections 13 and 20 and any regulations 
made under paragraph 20(1)(a) 


(a) the capital cost to the partnership of the property shall be 
deemed to be the amount that was the capital cost thereof to the 
taxpayer; and 


(b) the excess shall be deemed to have been allowed to the part- 
nership in respect of the property under regulations made under 
paragraph 20(1)(a) in computing income for taxation years 
before the acquisition by the partnership of the property. 
Related Provisions: 13(7)(e) — Non-arm’s length transfer of depreciable property. 


(5) Acquisition of certain tools — capital cost and deemed 
depreciation — If subsection (2) has applied in respect of the ac- 
quisition at any particular time of any depreciable property by a 
partnership from an individual, the cost of the property to the indi- 
vidual was included in computing an amount under paragraph 
8(1)(r) or (s) in respect of the individual, and the amount that would 
be the cost of the property to, the individual immediately before the 
transfer if this Act were read without reference to subsection 8(7) 
(which amount is in this subsection referred to as the “individual’s 
original cost”) exceeds the individual’s proceeds of disposition of 
the property, ' 


(a) the capital cost to the partnership of the property is deemed 
to be equal to the individual’s original cost; and 


(b) the amount by which the individual’s original cost exceeds 
the individual’s proceeds of disposition in respect of the pro- 
perty is deemed to have been deducted by the partnership under 
paragraph 20(1)(a) in respect of the property in computing in- 
come for taxation years that ended before that particular time. 


Related Provisions: 56(1)(k) — Income inclusion where tools disposed of without 
rollover; 85(5.1) — Parallel rule for rollover to corporation. 


History: The opening words of subsec. 97(5) amended by 2007, c. 2, s. 14, applicable 
to 2006 et seq. The opening words formerly read: 


(5) Acquisition of apprentice tools, re capital cost and deemed deprecia- 
tion — If subsection (2) has applied in respect of the acquisition at any particular 
time of any depreciable property by a partnership from an individual, the cost of 
the property to the individual was included in computing an amount under para- 
graph 8(1)(r) in respect of the individual, and the amount that would be the cost 
of the property to the individual immediately before the transfer if this Act were 
read without reference to subsection 8(7) (which amount is in this subsection 
referred to. as the “individual’s original cost’) exceeds the individual’s proceeds 
of disposition of the property, 


Subsec. 97(5) added by 2002, c. 9, s. 32, applicable to dispositions that occur after 
2001. 


Definitions [s. 97]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “Cana- 


dian partnership” — 102(1), 248(1); “Canadian resource property” — 66(15), 248(1); 
“depreciable property” — 13(21), 248(1); “fiscal period’ — 249(2)(b), 249.1; “foreign 
resource property” — 66(15), 248(1); “majority interest partner’ — 248(1); “mem- 
ber” — 102(2); “net capital loss”, “non-capital loss” — 111(8), 248(1); “person”, “pre- 
scribed”, “property”, “regulation” — 248(1); “restricted farm loss” — 31, 248(1); 
“specified participating interest”, “taxable Canadian property” — 248(1); “taxation 
year” — 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 97]: IT-188R: Sale of accounts receivable. 


98. (1) Disposition of partnership property — For the pur- 
poses of this Act, where, but for this subsection, at any time after 
1971 a partnership would be regarded as having ceased to exist, the 
following rules apply: 


(a) until such time as all the partnership property and any pro- 
perty substituted therefor has been distributed to the persons en- 
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titled by law to receive it, the partnership shall be deemed not to 
have ceased to exist, and each person who was a partner shall be 
deemed not to have ceased to bea partner, 


(b) the right of each such person to share in that property shall 
be deemed to be an interest in the partnership, and 


(c) notwithstanding subsection 40(3), where at the end of a fiscal 
period of the partnership, in respect of an interest in the 
partnership, 


(i) the total of all amounts required by subsection 53(2) to be 
deducted in computing the adjusted cost base to the taxpayer 
_, of the interest at that time 


exceeds I) ait, 


(11) the total of the cost to the taxpayer: of the interest deter- 
mined for the purpose of computing the adjusted cost base to 
the taxpayer of that interest at that time and all amounts re- 
quired by subsection 53(1) to be added to the cost.to the tax- 
payer of the interest in computing the adjusted cost base to 
the taxpayer of that interest at that. time, 


the amount of the excess shall be deemed to be a gain of the 
taxpayer for the taxpayer’s taxation year that includes that time 
_from a disposition at that time of that interest. 


Selected Cases [para. 98(1)(c)]: Tesainerv. ‘R.) [2009] 3: C.T-C. 109 (FCA) 
(Settlement payment re legal advice not distribution of capital by related partnership). 


Related Provisions: 20(1)(e)(vi) — Expenses re financing; 40(3.2) — Para. 98(1)(c) 
takes precedence over subsec. 40(3.1); 98(3) — Rules where partnership ceases to ex- 
ist; 98.1(2) — Continuation of original partnership; 99(1) — Fiscal period of termi- 
nated partnership; 99(2) — Fiscal period for individual member of terminated partner- 
ship; 248(5) — Substituted property. 

History: The closing words of para. 98(1)(c) amended by 1995, c. 3, subsec. 26(1), 
applicable to 1994 et seq. except that, in its application to the 1994 and 1995 taxation 
years, the closing words shall be read as follows: 


the amount of the excess shall be deemed.to be a gain of the He for the 

taxpayer’s taxation year that includes that time from a disposition at that time of 
that interest and, for the purposes of section 110.6, that interest shall be deemed 
to have been disposed of by the taxpayer at that time. 


The closing words formerly read: 


98(1) the amount of the excess shall be deemed to be a gain of the taxpayer for 
the taxation year of the taxpayer that includes that time from a disposition at that 
time of that interest and, for the purposes of section 110.6, that interest shall be 
deemed to have been disposed of by the taxpayer. in. that year. 


That portion of para. 98(1)(c) following subpara. (ii) substituted by 1994, c.7, Sch. I 
(1991, c. 49), subsec. 73(1), applicable to 1985 et seg. That portion formerly read: 


the amount of the excess shall be deemed to be a gain of the taxpayer for the 
year from a disposition at that time, of that interest and, for the purposes of sec- 
tion 110.6, that interest shall be deemed to have been disposed of by the taxpayer 
in the year. 
1.T. Application Rules: 23(4.1)(a) (where professional business carried on in part- 
nership since before 1972). 


Interpretation Bulletins: IT-338R2: Partnership interests — effects.on ACB result. 
ing from admission or retirement of a partner (archived). 


(2) Deemed proceeds — Subject to subsections (3) and (5) and 
85(3), where at any time after 1971 a partnership has disposed of 
property to a taxpayer who was, immediately before that time, a 
member of the partnership, the partnership shall be deemed to have 
disposed of the property for proceeds equal to its fair market value 
at that time and the taxpayer shall be deemed to have acquired the 
property at an amount equal to that fair market value. 

Related Provisions; 53(4) — Effect.on ACB of share, partnership interest or trust 
interest. 

Interpretation Bulletins: IT-338R2: Partnership interests — effects on ACB result- 
ing from admission or retirement of a partner (archived); IT-457R: Election by profes- 
sionals to exclude work in progress from income. 


(3) Rules applicable where partnership ceases to exist 
[rollout] — Where at any particular time after 1971 a Canadian 
partnership has ceased to exist and all of the partnership property 
has been distributed to persons who were members of the partner- 
ship immediately before that time so that immediately after that 
time each such person has, in each such property, an undivided in- 
terest that, when expressed as a percentage (in this subsection re- 
ferred to as that person’s “percentage”’) of all undivided interests in 


S. 98(3)(c) 


the’ property, is equal to the person’s undivided interest, when so 
expressed, in each other such property; if each such person has 
jointly so elected in.respect of the property in prescribed form and 
within the time referred to in SPageian 96(4), the following rules 


apply: 


you ed in r Ae t of the ae eh sah | form and 
met ferred to tic 1 3 fol lowing rules 


, — bijuralism), ee 
¢ subsec. 983) to ae as nea to come into 


aye each ach person’s proceeds of the deptssittont of the per- 
son’s interest in the partnership shall be deemed to be an amount 
equal to the greater of 


(i) the adjusted cost base to the person, immediately before 
the particular time, of the person’s interest in the partnership, 
and 


(ii) the amount of any money received by the person on the 
cessation of the partnership’s existence, plus the person’s 
percentage of the total of amounts each of which is the cost 
amount to the partnership of each such property immediately 
before its distribution; 


(b) the cost to each such person of that person’s undivided inter- 
est. in each such property shall be deemed to be an amount equal 
to. the total of 


will a iy 16 words of cae. Data by Ariane ‘interest or 
i terest”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(1) that person’s percentage of the cost amount to the partner- 
ship of the property immediately before its distribution, 
(i.1) where the property is eligible capital property, that per- 
son’s percentage of “4 of the amount, if any, determined for F 
in the definition “cumulative eligible capital” in. subsection 
14(5) in respect of the partnership’s. business. immediately 
before the particular time, and 


(ii) where the amount determined under subparagraph (a)(i) 
exceeds the amount determined under subparagraph (a)(ii), 
the amount determined under paragraph (c) in respect of the 
peasauy s undivided interest in the property) 


nes Amendment — = HOSEN 


Technical ; jotes. hs 2010): Ss £124). 


(c) the amount determined under this paragraph in respect of 
each such person’s undivided interest in each such property that 
was a Capital property (other than depreciable property) of the 
partnership is such portion of the excess, if any, described in 
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subparagraph (b)(ii) as is designated by the person in respect of 
the property, except that 


(i) in no case shall the amount so designated in respect of the 
person’s undivided interest in any such property exceed the 
amount, if any, by which the person’s percentage of the fair 
market value of the property immediately after its distribu- 
tion exceeds the person’s percentage of the cost amount to 
the partnership of the property immediately before its distri- 
bution, and 


(ii) in no case shall the total of amounts so designated in re- 
spect of the person’s undivided interests in all such capital 
properties (other than depreciable property) exceed the ex- 
cess, if any, described in subparagraph (b)(ii); 


Proposed Amendment — 98(3)(c) Es 


(c) the amount determined under this paragraph i in respect of | 
each such person’s undivided interest or right in each such pro-— 
perty that was a capital property (other than depreciable pro- 
perty) of the partnership is such portion of the excess, if any, 
described in subparagraph (b)(ii) as is designated by the person 
in respect of the property, except that 


(i) in no case shall the amount so designated 1 in ieee of 
the person’s undivided interest or right in any such property 
exceed the amount, if any, by which the person’s percent- 
age of the fair market value of the property immediately 
after its distribution exceeds the person’s percentage of the - 
cost amount to the partnership of the Property ee 
before its distribution, and 


(ii) in no case shall the total of amounts so designated in 
respect of the person’s undivided interest or right in all 
such capital properties (other than depreciable property) ex- 
ceed the excess, if any, described in subparagraph (b)(11); 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


209(4), will amend para. 98(3)(c) to read as above, to come into force on Royal 
Assent. 


Technical Notes (July 2010): See under 12(4). 


(d) [Repealed under former Act] 


(e) where the property so distributed by the partnership was de- 
preciable property of the partnership of a prescribed class and 
any such person’s percentage of the amount that was the capital 
cost to the partnership of that property exceeds the amount de- 
termined under paragraph (b) to be the cost to the person of the 
person’s undivided interest in the property, for the purposes of 
sections 13 and 20 and any regulations made under paragraph 
20(1)(a) 


(i) the capital cost to the person of the person’s undivided 
interest in the property shall be deemed to be the person’s 
percentage of the amount that was the capital cost to the part- 
nership of the property, and 


(11) the excess shall be deemed to have been allowed to the 
person in respect of the property under regulations made 
under paragraph 20(1)(a) in computing income for taxation 
years before the acquisition by the person of the undivided 
interest; 


Proposed Amendment — 98(3)(e) 


(ce) where the property so distributed by the partnership was 
depreciable property of the partnership of a prescribed class 
and any such person’s percentage of the amount that was the > 
capital cost to the partnership of that property exceeds the 
amount determined under paragraph (b) to be the cost to the 
person of the person’s undivided interest or right in the pro- 
perty, for the purposes of sections 13 and 20 and be bel oe 
tions made under paragraph 20(1)(a) : 


(i) the capital cost to the person of the person’s undivided 
interest or right in the property shall be deemed to be the 
person’s percentage of the amount that was the capital cost 
to the partnership of the property, and 
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(ii) the excess shall be deemed to have been allowed to the 

person in respect of the property under regulations made 

under paragraph 20(1)(a) in computing income for taxation 

years before the acquisition by the person of the, Sage 
interest or right; ; : 
Application: The July 16, 2010 draft jeccalauae (art Si Siig subsec. : 
209(5), will amend para. 98(3)(e) to read as above, to come into force on Be 7 | 
Assent. ne 


Technical Notes (July 2010): See under 12(4). i 
(f) the partnership shall be deemed to have disposed of each 
such property for proceeds equal to the cost amount to the part- 
nership of the property immediately before its distribution; and 


(g) where the property so distributed by the partnership was eli- 
gible capital property in respect of the business, 


(i) for the purposes of determining under this Act any amount 
relating to cumulative eligible capital, an eligible capital 
amount, an eligible capital expenditure or eligible capital 
property, each such person shall be deemed to have contin- 
ued to carry on the business, in respect of which the property 
was eligible capital property and that was previously carried 
on by the partnership, until the time that the person disposes 
of the person’s undivided interest in the property, 


Proposed Amendment — 98(3)(g)(i) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
209(6), will amend subpara. 98(3)(g)(i) by Substituting De la or ae for Benen) 
to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(ii) for the purposes of determining the person’s cumulative 
eligible capital in respect of the business, an amount equal to 
4/4 of the amount determined under subparagraph (b)(i.1) in 
respect of the business shall be added to the amount other- 
wise determined in respect thereof for P in the definition “cu- 
mulative eligible capital” in subsection 14(5), and 


(iii) for the purpose of determining after the particular time 
the amount required by paragraph 14(1)(b) to be included in 
computing the person’s income in respect of any subsequent 
disposition of property of the business, the value determined 
for Q in the definition “cumulative eligible capital” in sub- 
section 14(5) is deemed to be the amount, if any, of that per- 
son’s percentage of the value determined for Q in that defini- 
tion in respect of the partnership’s business immediately 
before the particular time. 


Related Provisions: 24(3) — Where partnership has ceased to exist; 53(4) — Effect 
on ACB of partnership interest; 69(11)(a)(i) — Exception to rule deeming proceeds at 
FMV where capital gains exemption claimed after dissolution of partnership; 80.03(1), 
(3)(c) — Capital gain where para. 98(3)(a) applies to partnership interest on disposition © 
following debt forgiveness; 85(3) — Alternative provision where partnership wound 
up; 96(4) — Election; 96(6) — Penalty for late filed election; 98(2) — Deemed pro- 
ceeds; 98(4) — Application. 


History: Subpara. 98(3)(g)(iii) amended by 2001, c. 17, subsec. 75(1), applicable in 
respect of taxation years that end after February 27, 2000. The subpara. formerly read: 


(iii) for the purposes of determining after the particular time 


(A) the amount deemed under subparagraph 14(1)(a)(v) to be the person’s 
taxable capital gain, and 


(B) the amount to be included under subparagraph 14(1)(a)(v) or paragraph 
14(1)(b) in computing the person’s income 


in respect of any subsequent disposition of the property of the business, the 
amount determined for Q in the definition “cumulative eligible capital” in sub- 
section 14(5) shall be deemed to be the amount, if any, of that person’s percent- 
age of the amount determined under that clause in respect of the partnership’s 
business immediately before the particular time. 


Cl. 98(3)(g)(iii)(B) amended by 1995, c. 3, subsec. 26(2), applicable to acquisitions of 
property that occur after February 22, 1994. Cl. (B) formerly read: 


(B) the amount to be included under paragraph 14(1)(b) in computing the income 
of the person 


All that portion of para. 98(3)(b) preceding subpara. (ii) amended, and para. (g) added, 
by 1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 41(1) and (2), applicable to acquisitions 
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| of property occurring asa result of a partnership ceasing to exist after the beginning of 


its first fiscal period beginning after 1987,-That portion of para, (b) formerly read: 


(b) the cost to each such person of the person’s undivided interést in each such 
property shall be deemed to.be an amount equal to 


(i) the person’s percentage of the cost amount to the; partnership. of the pro- 
perty immediately before. its distribution ‘ 


plus 
Regulations: 230(3) (no information return required). 


1.T. Application Rules: 20(1.2) (where transferred depreciable property was owned 
by transferor since before 1972). 


Interpretation Bulletins: IT-338R2: Partnership interests — effects on ACB result- 
ing from admission or retirement of a partner (archived); IT-442R: Bad debts and 
reserves for doubtful debts;, IT-457R: Election by professionals to exclude work in pro- 
gress from income; IT-471R: Merger of partnerships. 


I.T. Technical News: 12 (adjusted cost base, of partnership interest). 
Information Circulars: 76-19R3: Transfer of property to a corporation'under s. 85. 
Forms; 12060; Election for disposition of property upon. cessation of partnership. 


(4) Where subsec. (3) does not apply — Subsection (3) is not 
applicable in any case in which subsection O) or 85(3) is 
applicable. 


(5) Where partnership business carried on as sole propri- 
etorship — Where at, any; particular time after 1971. a Canadian 
partnership has ceased to.exist and within 3 months after the partic- 
ular time one, but not more. than one, of the persons who were, im- 
mediately before the particular time, members of the partnership 
(which person is in this subsection referred to as the “proprietor”, 
whether an individual, a trust or a corporation) carries on alone the 
business that was the business of the partnership and continues to 
use, in the course of the business, any property that was, immedi- 
ately before the. particular time, partnership property and that was 
received by the proprietor as proceeds of disposition of the proprie- 
tor’s interest in the partnership, the following rules, apply: 


(a) the: proprietor’s proceeds of disposition of the proprietor’ s 
interest in the partnership shall be deemed to be an amount equal 
to the greater of 


(i) the total of the adjusted cost base to the proprietor, imme- 
diately before the particular time, of the proprietor’s interest 
in the partnership, and the adjusted cost base to the proprietor 
of each other interest in the partnership deemed by paragraph 
(g) to have been acquired by the proprietor at the particular 
time, and 


(ii) the total of 


(A) the cost amount’'to the. partnership, immediately 
before the particular time, of each such property so re- 
ceived by the proprietor, and 


(B) the amount of any other proceeds of the disposition of 
the proprietor’s interest in the partnership received by. the 
proprietor; 
(b) the cost to ‘the proprietor of each such property shall be 
deemed to be an amount equal to the total of 


(i) the cost amount to the partnership of the property immedi- 
ately before that time, 


(i.1) where the property is eligible anisal ae “/s of the 
amount, if any, determined for F in the definition “cumula- 
tive eligible capital” in subsection 14(5) in respect of the 
partnership’s business immediately before the particular 
time, and 


(ii) where the amount determined under subparagraph (a)(1) 
exceeds the amount determined under subparagraph (a)(ii), 
the amount determined under paragraph (c) in respect of the 
property; 
(c) the amount determined under this paragraph in respect of 
each such property so received by the proprietor that is a capital 
property (other than depreciable property) of the proprietor is 
such portion of the excess, if any, described in subparagraph 


S. 98(5) 


(b)(ii)'as is designated by the proprietor in respect of the pro- 
pens except that 


(i) in no case shall the amount so designated in respect of any 
such property exceed the amount, if any, by which the fair 

market value of the property immediately after the particular 
time exceeds. the cost. amount to. the partnership, of the pro- 
perty: immediately before that time; and 


(ii) in no case shall the total of amounts so designated in re- 
spect of all such capital properties (other than depreciable 
property) exceed the excess, if any, described in subpara- 
graph (b)(ii); 

(d) [Repealed under former Act] 


(e) where any such property so received by the proprietor was 
depreciable property of a prescribed class of the partnership and 
the. amount that was the capital cost to the partnership of that 
property exceeds’ the amount determined under paragraph (b) to 
be the cost to the proprietor of the property, for the purposes of 
sections 13 and 20 and any regulations made under paragraph 
20(1)(a) 


(i) the capital cost to the proprietor of the property shall be 
deemed to be the amount that was the capital ‘cost to the part- 
nership of the property, and 


(ii) the excess shall be deemed to have been allowed to the 
proprietor in respect of the property under regulations made 
under paragraph 20(1)(a) in computing income. for taxation 
years before the acquisition by the proprietor of the property; 


(f) the partnership shall be deemed to have disposed of each 
such property for proceeds equal to the cost amount to the part- 
nership of the property immediately, before the particular time; 


(g) where, at the particular time, all: other persons who were 
members: of the partnership immediately before that time have 
disposed of their interests in the partnership to the proprietor, the 
proprietor shall be deemed at that time:to have acquired partner- 
ship interests from those other persons and not to have acquired 
any property that was property of the partnership; and 


‘ (h) where the property so received by the proprietor 1 is eligible 
capital property in respect of the business, 


(i) for the purpose of determining the proprietor’ s cumulative 
eligible capital in respect of the business, an amount equal to 
/4 of the amount determined under subparagraph (b)(i.1) in 
respect of the, business, shall. be added. to. the amount other- 
wise determined in respect thereof for P in the definition “cu- 
mulative eligible capital” in subsection 14(5), and 


(ii) for the purpose of determining after the particular time 
the amount required by paragraph 14(1)(b) to be included’in 
computing the proprietor’s income in respect of any subse- 
quent disposition of property of the business, the value deter- 
mined for Q in the definition “cumulative eligible capital” in 
subsection 14(5) is deemed to be the value, if any, deter- 
mined for Q in that definition in respect of the partnership’s 
business: immediately before the particular: time. 

Related Provisions: 24(3) — Where partnership has ceased to exist; 53(4) — Effect 

on ACB of partnership interest; 80.03(1), (3)(c) — Capital gain where para. 98(5)(a) 


applies to partnership interest on disposition following debt forgiveness; 88(1)(a.2) — 
Winding-up; 98(2) — Deemed proceeds; 98(4) — Subsec. 98(3) does not apply. 


History: Subpara. 98(5)(h)(ii) amended ‘by 2001; c. 17, subsec. 75(2), applicable in 
respect of taxation years that end after February 27, 2000. The subpara. formerly read: 


(ii) for the purposes of determining after the particular time 


(A) the amount deemed under subparagraph 14(1)(a)(v) to be the proprie- 
tor’s taxable capital gain, and 


(B) the amount to be included under subparagraph 14(1)(a)(v) or paragraph 
14(1)(b) in computing the proprietor’s income 


in respect of any.subsequent disposition of property of the business, the amount 
determined for Q in the definition “cumulative eligible capital” in subsection 
14(5) shall be deemed to be the amount, if any, determined for Q in that defini- 
tion in respect of the partnership’s business immediately before the particular 
time. 
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Cl.-98(5)(h)Gi)(B) amended by 1995, c..3, subsec..26(3), applicable to acquisitions of 
property that occur after February 22, 1994. Cl. (B) formerly read: 
(B) the amount to be included under paragraph 14(1)(b) in computing the propri- 
etor’s income 
All that portion of para. 98(5)(b) preceding subpara. (ii) amended, and para. (h) added, 
by 1994, c. 7, Sch. VII (1993, c. 24), subsecs. 41(3) and (4), applicable to acquisitions 
of property occurring as a result of a partnership ceasing to exist after the beginning of 
its first fiscal period beginning after 1987. That portion of para. (b) formerly read: 
(b) the cost to the proprietor of each such property so received by the proprietor 
shall be deemed to be an amount equal to 


(i) the cost amount to the partnership of the property immediately, before that 
time, 


plus 


Subpara. 98(5)(a)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 73(2), ap- 
plicable to partnerships ceasing to exist after January 15, 1987. Subpara. (a)(i) formerly 
read: 
(i) the total of the adjusted cost base to the proprietor, immediately before the 
particular time, of the proprietor’s interest in the partnership, and the cost to the 
proprietor of all interests in the. partnership. deemed by paragraph (g) to have 
been acquired by the proprietor at the particular time, and 
Selected Cases [subsec. 98(5)]: Stefanson Farms Ltd. v. R., [2009] 3 C.T.C. 2368 
(TCC) (Provision not applicable where partnership continued during interim period); 
Bow River Pipe Lines Ltd. v. Canada, [1997] 1 C.T.C. 2306 (TCC) (Rollover denied 
where taxpayer unable to establish that it was member of partnership). 
I.T. Application Rules: 20(1.2) (where transferred depreciable property was owned 
by transferor since before 1972). 
Interpretation Bulletins: IT-338R2: Partnership interests — effects on ACB result- 
ing from admission or retirement of a partner (archived); IT-457R: Election by profes- 
sionals to exclude work in progress from income; IT-474R2: Amalgamations of Cana- 
dian corporations. 
Information Circulars: 88-2, para. 22: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


(6) Continuation of predecessor partnership by new part- 
nership — Where a Canadian partnership (in this subsection re- 
ferred to as the “predecessor partnership’) has ceased to exist at any 
particular time after 1971 and, at or before that time, all of the pro- 
perty of the predecessor partnership has been transferred to another 
Canadian partnership (in this subsection referred to as the “new 
partnership”) the only members of which were members of the 
predecessor partnership, the new partnership shall be deemed to be 
a continuation of the predecessor partnership and any member’s 
partnership interest in the new partnership shall be deemed to be a 
continuation of the member’s partnership interest in the predecessor 
partnership. as 

Related Provisions: 53(4) — Effect on ACB of share, partnership interest or trust 
interest; 142.51(10) — Accounting changes — transitional rules for financial institu- 


tions; Reg. 8103(5) — Mark-to-market transition — inclusion; . Reg. 9204(4) — 
Residual portion of specified debt obligation. 


Regulations: 230(3) (no information return required). 


Interpretation Bulletins [subsec. 98(6)]: IT-338R2: Partnership. interests — ef- 
fects on ACB resulting from admission or retirement of a partner (archived); IT-457R: 
Election by professionals to exclude work in progress from income; IT-474R2: Amal- 
gamations of Canadian corporations. 


Definitions [s. 98]: “adjusted cost base” — 54, 248(1); “amount”, 
248(1); “Canadian partnership” — 102(1), 248(1); “capital property” — 54, 248(1); 
“cost amount” — 248(1); “cumulative eligible capital” — 14(5), 248(1); “depreciable 
property” — 13(21), 248(1); “eligible capital amount’ — 14(1), 248(1); “eligible capi- 
tal expenditure” — 14(5), 248(1); “eligible capital property” — 54, 248(1); “mem- 
ber” — 102(2); “person”, “property”, “regulation”, “specified participating interest’? — 
248(1); “substituted” — 248(5); “taxation year’ — 11(2), 249; “taxpayer” — 248(1). 


“business” — 


98.1 (1) Residual interest in partnership — Where, but for 
this subsection, at any time after 1971 a taxpayer has ceased to be a 
member of a partnership of which the taxpayer was a member im- 
mediately before that time, the following rules apply: 


(a) until such time as all the taxpayer’s rights (other than a right 
to a share of the income or loss of the partnership under an 
agreement referred to in subsection 96(1.1)) to receive any pro- 
perty of or from the partnership in satisfaction of the taxpayer’s 
interest in the partnership immediately before the time at which 
the taxpayer ceased to be a member of the partnership are satis- 
fied in full, that interest (in this section referred to as a “residual 
interest’) is, subject to sections 70, 110.6 and 128.1 but notwith- 


Income Tax Act, Part I, Division B 


standing any other section of this Act, deemed not to have been — 


disposed of by the taxpayer and to continue to be an interest in 
the partnership; 


(b) where all of the taxpayer’s rights described in paragraph (a) 
are satisfied in full before the end of the fiscal period of the part- 
nership in which the taxpayer ceased to be a member thereof, the 
taxpayer shall, notwithstanding paragraph (a), be deemed not to 
have disposed of the taxpayer’s residual interest until the end of 
that fiscal period; 


(c) notwithstanding subsection 40(3), where at the end of a fiscal 
period of the partnership, in respect of a residual interest in the 
partnership, 


(1) the total of all amounts required by subsection 53(2) to be 
deducted in computing the adjusted cost base to the taxpayer 
of the residual interest at that time 


exceeds 


(ii) the total of the cost to the taxpayer of the residual interest 
determined for the purpose of computing the. adjusted cost 
base. to the taxpayer of that interest at that time, and all 
amounts required by subsection 53(1) to be added to the cost 
to the taxpayer of the residual interest in computing the ad- 
justed cost base to the taxpayer of that interest at that time 


the amount of the excess shall be deemed to be a gain of the 
taxpayer, for the taxpayer’s taxation year that includes that time, 
from a disposition at that time of that residual interest; and 


| (d) where a taxpayer has a residual interest 


(i) by reason of paragraph (b), the taxpayer shall, except for 
the. purposes of subsections 110.1(4) and. 118.1(8), be 
deemed not to be a member of the partnership, and 


(ii) in any other case, the taxpayer shall, except for the pur- 
poses of subsection 85(3), be deemed not to be a member of 
the partnership. 


Related Provisions: 40(3.2) — Para. 98.1(1)(c) takes precedence: over subsec. 
40(3.1); 96(1.01)(a) — Income allocation to former partner; 98.1(2) — Continuation of 
original partnership; 98.2 — Transfer of interest on death. 


History: Subpara. 98.1(1)(d)(i) amended to substitute “110.1(4) and 118.1(8)” for 
“110.1(4), 118.1(8) and 127(4.2)” by 2006, c. 9, s. 63, in force on January 1, 2007. 


Para. 98.1(1)(a) amended by 1998, c. 19, s. 125, applicable to 1994 et seq. The para. 
formerly read: 


(a) until such time as all the taxpayer’s rights (other than a right to a share of the 
income or loss of the partnership under an agreement referred to in subsection 
96(1.1)) to receive any property of or from the partnership in satisfaction of the 
taxpayer’s interest in the partnership immediately before the time that the tax- 
payer ceased to be a member of the partnership are satisfied in full, that interest 
(in this section referred’ to as a “residual interest’) shall, subject to sections 70 
and 128.1 but notwithstanding any other section of this Act, be deemed not to 
have been disposed of by the taxpayer. and to continue to be an interest in the 
partnership; 


The closing words of para. 98.1(1)(c) amended by 1995, c. 3, s. 27, applicable to 1994 
et seq. except that, in its application to the 1994 and 1995 taxation years, the closing 
words shall be read as follows: 


the amount of the excess shall:be deemed to be a gain of the taxpayer, for the 

taxpayer’s taxation year that includes that time, from a disposition at that time of 
that residual interest and, for the purposes of section 110.6, the residual interest 
shall be deemed to have been disposed of by the taxpayer at that time; and 


The closing words formerly read: 


the amount of the excess shall be deemed to be a gain of the taxpayer, for the 

taxation year of the taxpayer that includes that time, from a disposition at that 
time of that residual interest and, for the purposes of section 110.6, the residual 
interest shall be deemed to have been disposed of by the taxpayer in that year; 
and 


Para. 98.1(1)(a) substituted by 1994, c. 21, s. 45, applicable after 1992 except that, 
where a corporation elects in accordance with para. 111(4)(a) of 1994, ¢. 21, the 
amended para. applies to the corporation from the time at which the corporation was 
first granted articles of continuation (or similar constitutional documents) in) another 
jurisdiction. Para. 98.1(1)(a) formerly read: 


(a) until such time as all the taxpayer’s rights (other than a right to a Fie of the 
income or loss of the partnership under an agreement referred to in subsection 
96(1.1)) to receive any property of or from the partnership in satisfaction of the 
taxpayer’s interest in the partnership immediately before the time that the tax- 
payer ceased to be a member of the partnership are satisfied in full, that interest 
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(in this section referred to as a “residual interest’) shall, subject to sections’ 48 
and 70 but notwithstanding any other section ofthis Act, be deemed not to’ have 
been disposed of by the, taxpayer and to continue to be an interest in the 
partnership; 
That portion of para. 98.1(1)(c) following subpara. (ii) substituted by 1994, c..7, Sch. II 
(1991, c. 49), s. 74, applicable to 1985 et seq. That portion formerly read: 


the amount of the excess shall be deemed to be a gain of the taxpayer for the 
year from a disposition at that time of that residual interest; and 


|.T. Application Rules: 23(4, 1)(b) (where professional practice carried on in partner- 
ship since before 1972). 


Interpretation Bulletins: IT-242R: Retired partners; IT-278R2: Death of a partner 


or of a retired partner. 
i 


(2) Continuation -of original partnership — Where a partner- 
ship (in this subsection referred to as the “original partnership’’) has 
or would but for subsection 98(1) have ceased to exist at a time 
when a taxpayer had rights described in paragraph (1)(a) in respect 
of that partnership and the members of another partnership agree to 
satisfy all or part of those rights, that other partnership shall, for the 
purposes of that paragraph, be deemed to. be a continuation of the 
original partnership. 

Interpretation Bulletins: IT-278R2: Death of a partner or of a retired partner. 
Definitions [s. 98.1]: “amount” — 248(1); “property” — 248(1); “residual inter- 
est” — 98.1(1)(a); “taxpayer” — 248(1). 


98.2 Transfer of interest on death — Where by virtue of the 
death of an individual a taxpayer has acquired a property that was 
an interest in a partnership to which, immediately before the indivi- 
dual’s death, section 98.1 applied, 


(a) the taxpayer shall be deemed to have acquired a right to re- 
ceive partnership property and not to have acquired an interest in 
a partnership; 


(b) the taxpayer shall be deemed to have acquired the right re- 
ferred to in paragraph (a) at a cost equal to the amount deter- 
mined to be the proceeds of disposition of the interest in the 
partnership to the deceased individual by virtue of. paragraph 
70(5)(a) or (6)(d), as the case may be; and 
(c) section 43 is not applicable to the right. 
Related Provisions: 53(2)(0) — Deductions from ACB; 248(8) — Occurrences as a 
consequence of death. 
Definitions [s. 98.2]: “amount”, “individual”? — 248(1); 
248(1). 


Interpretation Bulletins [s. 98.2]: IT-242R: Retired partners; IT-278R2: Death of a 
partner or of a retired partner; IT-349R3: Intergenerational transfers of farm property 
on death. 
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‘property’, “taxpayer” — 


99. (1) Fiscal period of terminated partnership — Except as 
provided in subsection (2), where, at any time in a fiscal period of a 
partnership, the partnership would, but for subsection 98(1), have 
ceased to exist, the fiscal period shall be deemed to have ended im- 
sabe before ie time. 


y particular time in a fiscal eri 0 


nership, the per mean would, if this ig Ha ad without r 


10 draft cee : 
as above, i in force on Royal Assent. 


‘the pai : 
justed cost base. sinadinety- pe ite eoceet time, sade erton 53, subse te) 
99(1) is amended to provide that fiscal period of a partnership is considered t 
immediately before the time that is immediately before the particular time. 


Related Provisions: 127.52(1)(c.1), (c.2) Exclusion from minimum tax. 


(2) Fiscal period of terminated partnership for individual 
member — Where an individual was a member of a partnership 


S. 100(2)(a) 


that, at any time in a fiscal period of a partnership, has or would 
have, but for subsection 98(1), ceased to exist, for the purposes of 
computing the individual’s income for a taxation year the partner- 
ship’s fiscal period may, if the individual so elects and subsection 
249.1(4) does not apply in respect of the partnership, be deemed to 
have ended immediately before the time when the fiscal period of 
the pattnership would have ended if the partnership had not so 
ceased to exist. 


Related Provisions: 25(1) — Parallel rule for individuals; 99(3), (4) — Validity of 
election. 


History: Subsec. 99(2) amended by 1996, c. 21, s. 17.1, applicable to fiscal periods 
that begin after 1994. The subsec: formerly read: 


(2) Fiscal period for individual member of terminated partnership — Where 
an individual was a member of a partnership that, at any time in a fiscal period of 
the partnership, has or would have, but for subsection 98(1), ceased to exist, for 
the purposes of computing the individual’s income for a taxation year the part- 
nership’s fiscal period may, if the individual so elects, be deemed to have ended 
immediately before the time when the fiscal period of the partnership would 
have ended if the partnership had not so ceased to exist. 


Interpretation Bulletins: IT-179R: Change of fiscal period. 

Information Circulars:76-19R3: Transfer of property to a corporation under’ s. 85: 
(3) Validity of election — An election under subsection (2) is not 
valid unless the individual was resident in Canada at the time when 


the fiscal period of the partnership would, if the election were valid, 
be deemed to have ended, 


Related Provisions: 96(4)-(7) — Elections. 


(4) Idem — An election under subsection (2) is not valid if, for the 


| individual’s taxation year in which a fiscal period of the partnership 


would not, if the election were valid, be deemed. to have ended but 
in which it would otherwise have ended, the individual elects to 
have applicable the rules set out in the Income Tax Application 
Rules that apply when two or more fiscal periods of a partnership 
end in. the same. taxation year. 

Definitions’ [s. 99]: “Canada” — 255; “fiscal period” —99(1), (2), 249.1; “indivi- 
dual” —248(1); “member” —102(2); “resident in Canada” — 94(3)(a)(viii), 250; 
“taxation year’ — 11(2), 249; “taxpayer” — 248(1). 


100. (1) Disposition of an interest in a partnership — Not- 
withstanding. paragraph 38(a), a taxpayer’s taxable capital gain for a 
taxation year from the disposition of an interest in-a partnership to 
any person exempt from tax under section 149 shall be deemed to 
be 


(a) '/2 of such portion of the taxpayer’s capital:gain for the year 
therefrom as may reasonably be regarded: as attributable to in- 
creases in the’ value of any partnership property of the partner- 
ship that is capital property other than depreciable property, 


plus 


(b) the whole of the remaining portion of that capital gain. 


Related Provisions: 100(5) — Deemed capital loss on amount paid following dispo- 
sition of partnership interest. 


History: Para. 100(1)(a) amended by 2001, c. 17, s. 76 to replace the reference to the 
fraction “3/4” with a reference to the fraction “1/2”, applicable to taxation years that 
end after February 27, 2000 except that, where a taxation year of a taxpayer includes 
February 28, 2000 or October 17, 2000, or began after February 28, 2000 and ended 
before October 17, 2000, the reference to the fraction “1/2” shall be read as a reference 
to the fraction in para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for 
the year. 


(2) Gain from disposition of interest in partnership — In 
computing a taxpayer’s gain for a taxation year from the disposition 
of an interest in a partnership, there shall be included, in addition to 
the amount thereof determined under subsection 40(1), the amount, 
if any, by which 


(a) the total of all amounts required by subsection 53(2) to be 
deducted in computing the adjusted cost base to the taxpayer, 
immediately. before the disposition, ofthe interest in the 
partnership, 
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exceeds 
(b) the total of 


(1) the cost to the taxpayer of the interest in the partnership 
determined for the purpose of computing the adjusted cost 
base to the taxpayer of that interest at that time, and 


(ii) all amounts required by subsection 53(1) to be added to 
the cost to the taxpayer of that interest in computing the ad- 
justed cost base to the taxpayer of that interest at that time. 


Related Provisions: 100(5) — Deemed capital loss on amount paid following dispo- 
sition of partnership interest. 

Selected Cases [subsec. 100(2)]: Stursberg (R.K.G.) v. MNR, [1993] 2 C.T.C. 76 
(FCA) (Transactions resulting in reduction of partner’s share and corresponding in- 
crease of another partner’s share was disposition of part of first partner’s interest, not 
distribution of capital). 


Interpretation Bulletins: IT-268R4: Jnter vivos transfer of farm property to child; 
IT-278R2: Death of a partner or of a retired partner. 


(2.1) Idem — Where, as a result of an amalgamation or merger, an 
interest in a partnership owned by a predecessor corporation has be- 
come property of the new corporation formed as a result of the 
amalgamation or merger and the predecessor corporation was not 
related to the new corporation, the predecessor corporation shall be 
deemed to have disposed of the interest in the partnership to the 
new corporation immediately before the amalgamation or merger 
for proceeds of disposition equal to the adjusted cost base to the 
predecessor corporation of the interest in the partnership at the time 
of the disposition and the new corporation shall be deemed to have 
acquired the interest in the partnership from the predecessor corpo- 
ration immediately after that time at a cost equal to the proceeds of 
disposition. 

Related Provisions: 87(2)(e.1) — Partnership interest. 

Interpretation Bulletins: IT-474R2: Amalgamations of Canadian corporations. 


(3) Transfer of interest on death — Where by virtue of the 
death of an individual a taxpayer has acquired a property that was 
an interest in a partnership immediately before the individual’s 
death (other than an interest to which, immediately before the indi- 
vidual’s death, section 98.1 applied) and the taxpayer is not a mem- 
ber of the partnership and does not become a member of the part- 
nership by reason of that acquisition, 


(a) the taxpayer shall be deemed to have acquired a right to re- 
ceive partnership property and not to have acquired an interest in 
a partnership; 


(b) the taxpayer shall be deemed to have acquired the right re- 
ferred to in paragraph (a) at a cost equal to the amount deter- 
mined to be the proceeds of disposition of the interest in the 
partnership to the deceased individual by virtue of paragraph 
70(5)(a) or (6)(d), as the case may be; and 


(c) section 43 is not applicable to the right. 


Related Provisions: 53(2)(0) — Deduction from ACB; 248(8) — Occurrences as a 
consequence of death. 


Interpretation Bulletins: IT-278R2: Death of a partner or of a retired partner; IT- 
349R3: Intergenerational transfers of farm property on death. 


(4) Loss re interest in partnership — Notwithstanding para- 
graph 39(1)(b), the capital loss of a taxpayer from the disposition at 
any time of an interest in a partnership is deemed to be the amount 
of the loss otherwise determined minus the total of all amounts each 
of which is the amount by which the taxpayer’s share of the partner- 
ship’s loss, in respect of a share of the capital stock of a corporation 
that was. property of a particular partnership at that. time, would 
have been reduced under subsection 112(3.1) if the fiscal period of 
every partnership that includes that time had ended immediately 
before that time and the particular partnership had disposed of the 
share immediately before the end of that fiscal period for proceeds 
equal to its fair market value at that time. 

Related Provisions: 40(3.7)— Application to non-resident — individual; 
53(2)(c)(i)(C) — Reduction in ACB; 100(5) — Deemed capital loss on amount paid 


following disposition of partnership interest; 107.4(3)(b)(ii) — Application of stop-loss 
rule to qualifying disposition. 


Income Tax Act, Part I, Division B 


History: Subsec. 100(4) amended by 1998, c. 19, s. 126, applicable to dispositions that 
occur after April 26, 1995. The subsec. formerly read: 


(4) Notwithstanding paragraph 39(1)(b), the capital loss of a corporation from 
the disposition at any time of an interest in a partnership shall be deemed to be 
the amount of the loss otherwise determined minus the total of all amounts each 
of which is the amount by which the corporation’s share of the partnership’s 
loss, in respect of a share of the capital stock of a corporation that was property 
of the partnership at that time, would have been reduced pursuant to subsection 
112(3.1) or (4.2) had the fiscal period of the partnership ended immediately 
before that time and had the partnership disposed of the share immediately 
before the end of that fiscal period for its fair market value at that time. 


Proposed Addition—100(5) i tits 


ap 


(5) Replacement of partnership capital — A taxpayer who | 
pays an amount at any time in a taxation year is deemed to have a __ 
capital loss from a disposition of property for the year if 


(a) the taxpayer disposed of an interest in a partnership before — 
that time or, because of subsection (3), acquired before that — 
time a right to receive property of a partnership; (oH 


(b) that time is after the disposition or acquisition, as the case ‘ 
may be; : 


(c) the amount would have been described in subparagraph _ 
53(1)(e)(iv) had the taxpayer been a member of the partnership — 
at that time; and 


_ (d) the amount is paid pursuant to a legal obligation of the tax- _ 
_ payer to pay the amount. 


3 


Application: The July 16, 2010 draft legislation (Part 1 _ technica, s 51, will add 
subsec. 100(5), applicable to 1995 et seq. aly 


Technical Notes (July 201 0): Section 100 contains rules lewd to the calcula- 
tion of capital gains and losses in respect of an interest in a partnership. There may 
be circumstances under which a former member of a partnership or an heir of a de- 
ceased member is required to pay an amount to the partnership to cover a deficit in 
the former member’s equity account. Such a situation could arise, for instance, where 
the partnership has a net loss for the partnership's fiscal period in which the taxpayer 
ceased to be a member. The former member may have been deemed to have realized 
a capital gain under subsection 100) upon disposition of the partnership interest, if 
the former member had at that time a “negative” adjusted cost base under section 54 
(if such a negative balance were allowed under that section). 


New subsection 100(5), which generally applies to the 1995 and subsequent taxation 
years, deems a taxpayer to haye a capital loss from the payment by the taxpayer of an 
amount after the time of disposition of the partnership interest, if that amount would 
have been a capital contribution to the partnership if the taxpayer had still been a 
member at the time of the payment. The loss is available to the former member or to. 
an heir who has been deemed by auhseegon. 100(3) to have acquired a right to ac- 
quire partnership property. — 


Example — 


Mr. Green was a partner in XYZ Partnership until June 30. The fiscal period end fe 
of the partnership was December 31. The adjusted cost base of his partnership 
interest on January He was Nil. From ‘oe to June 30 he withdrew hg 6, oa in 
capital. ; 


Shortly after the fiscal ese end, all the partners agree that Mr. Great Ss Wake i 
of the partmership loss for the period was $20,000. During the following year he 
paid $36,000 owing by him to the partnership in satisfaction of his obligation. . 


A summary of Mr. Greer: Ss aaiuiies o cost base is as follows: 


Se Cost Base 


| 


January 1, Year I oe : Nil 
January 31, Drawings $ <16,000> ? ae , 
Retirement of Mr. Green, June 30 oe és 
December 31, Year 1, bits Wer 
Share of loss for 6 months <20,000> <36,000> 
March 31 — Repayment of partner- Wate : 

ship capital - 36,000 Nil 


Mr. Green is entitled to claim a partnership loss of $20,000 for the taxation year — 
in which he retired (‘Year 1”). He had a $36,000 “negative” adjusted cost base 
for his partnership interest as at the time that he left the partnership, giving rise 
to a deemed capital gain under subsection 100(2) for Year 1. However, he will 
be allowed a $36,000. capital loss under subsection 100(5) for the taxation year 
in which he repaid the deficit. 


Definitions [s. 100]: “adjusted cost base” — 54, 248(1); “ 
tal gain” — 39(1)(a), 248(1); “capital loss” — 39(1)(b), 248(1); “capital property” — 
54, 248(1); “corporation” — 248(1), Interpretation Act 35(1); “depreciable pro- 
perty” — 13(21), 248(1); “disposition” — 248(1); “fiscal period” — 249(2)(b), 249.1; 


amount” — 248(1); “capi- 
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| “member” — 102(2); “person” — 248(1); “property” — 248(1); “share” — 248(1); 
' “taxable capital gain” — 38(a), 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


| 101. Disposition of farmland by partnership — Where a tax- 
| payer was a member of a partnership at the end of a taxation year of 
| the partnership in which the partnership disposed of land used in a 
_ farming business of the partnership, there may be deducted in com- 
puting the taxpayer’s income for the taxpayer’s taxation year in 
| which the taxation year of the partnership ended, '/2 of the total of 
| all amounts each of which is an amount in respect of that taxation 
year of the taxpayer or any preceding taxation year of the taxpayer 
ending after 1971, equal to the taxpayer’s loss, if any, for the year 
from the farming business, to the extent that the loss 


(a) was, by virtue of section 31, not deductible in computing the 
taxpayer’s income for the year; 


(b) was not deducted for the purpose of computing the tax- 
payer’s taxable income for the taxpayer’s taxation year in which 
the partnership’s taxation year in which the land was disposed of 
ended, or for any preceding taxation year of the taxpayer; 


(c) did not exceed that proportion of the total of 


(i) taxes (other than income or profits taxes or taxes imposed 
by reference to the transfer of the property) paid by the part- 
nership in its taxation year ending in the year or payable by it 
in respect of that taxation year to a province or a Canadian 
municipality in respect of the property, and 


(ii) interest paid by the partnership in its taxation year ending 
in the year or payable by it in respect of that taxation year, 
pursuant to a legal obligation to pay interest on borrowed 
money used to acquire the property or on any amount as con- 
sideration payable for the property, 


(to the extent that the taxes and interest were included in com- 
puting the loss of the partnership for that taxation year from the 
farming business), that 


(iii) the taxpayer’s loss from the farming business for the 
year 


is of 
(iv) the partnership’s loss from the farming business for. its 
taxation year ending in the year; and 


(d). did not exceed the remainder obtained when 


(i) the total of each of the taxpayer’s losses from the farming 
business for taxation years preceding the year (to the extent 
that those losses are included in computing the amount deter- 
mined under this section in respect of the taxpayer) 


is deducted from 


(ii) twice the amount of the taxpayer’s taxable capital gain 
from the disposition of the land. 


Related Provisions: 53(1)(i)— Corresponding rule for non-partnerships — addition 
to ACB; 96(1.01)(a) — Income allocation to former partner; 96(1.1) — Allocation of 
share of income to retiring partner; 111(7) — Limitation on loss carryforward. 


History: S. 101 amended by 2001, c. 17, s. 77 to replace the reference to the fraction 
“3/4” with a-reference to the fraction “1/2” and by replacing the reference to the ex- 
pression “4/3 of’ with a reference to the word “twice’’, applicable to taxation years that 
end after February 27, 2000 except that, in applying it to a taxpayer’s taxation year that 
includes February. 28, 2000 or October 17, 2000, or began after February 28, 2000 and 
ended before October 17, 2000, 


(a) the reference to the fraction “1/2” shall be read as a reference to the fraction in 
para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for the year; 
and 


(b) the reference to the word “twice” shall be read as a reference to the, expression 

“the fraction that is the reciprocal, of the fraction in para. 38(a), as amended by 

2001, c. 17, that applies to the taxpayer for the year, multiplied by”. 
Definitions [s. 101]: ‘amount’, “borrowed money”, “business”, “farming” — 
248(1); “member” — 102(2); “property” — 248(1); “province” — Interpretation Act 
35(1); “taxable capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxa- 
tion year’ — 249; “taxpayer” — 248(1). f } 


102. (1) Definition of “Canadian partnership” In this sub- 
division, “Canadian partnership” means a partnership “all of the 
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Subdivision j — Partnerships .and Their Members 


S. 103(2) 


members of which were, at any time in respect of which the expres- 
sion. is relevant, resident in Canada. 

Related Provisions: 80(1) — “Eligible Canadian partnership”; 94(4)(b) [pro- 
posed] — Deeming non-resident trust to be resident in Canada does not apply to para. 
(b); 96(8) — Anti-avoidance rules; 212(13.1)(b) — Non-Canadian; partnership.deemed 
non-resident for withholding tax. purposes; 248(1)“Canadian partnership” — Definition 
applies to entire Act; Income Tax Conventions Interpretation Act 6.2 — Partnership 
with Canadian resident partner cannot be resident in another country. 


(2) Member of a partnership — In this subdivision, a reference 
to a person or a taxpayer who is a member of a particular partner- 
ship shall include a reference to another partnership that is a mem- 
ber of the particular partnership. 

Selected Cases [s. 102]: Randall v. R., [1985] 1 C.T.C. 268 (FCTD) (Non-resident 


member not actively participating in business taxed as if carrying on business in Can- 
ada where participating in profits). 

Definitions [s. 102]: “Canada” — 255; “person” — 248(1); “resident in Canada” — 
250; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 102]: IT-123R6: Transactions involving eligible capital 
property; IT-338R2: Partnership interests — effects on adjusted cost base resulting 
from the admission or retirement of a partner (archived); IT-413R: Election by mem- 
bers of a partnership under subsection 97(2); IT-417R: Merger of; partnerships. 


103. (1) Agreement to share income, etc., so as to reduce 
or postpone tax otherwise payable — Where the members of 
a partnership have agreed to share, in a specified. proportion, any 
income or loss of the partnership from any source or from sources 
in a particular place, as the case may be, or any other amount in 
respect of any activity of the partnership that is relevant to the com- 
putation of the income or taxable income of any of the members 
thereof, and the principal reason for the agreement may reasonably 
be considered to be the reduction or postponement of the tax that 
might otherwise have been or become payable under this Act, the 
share of each member of the partnership in the income or. loss, as 
the case may be, or in that other amount, is the amount that'is rea- 
sonable having regard to. all the circumstances including the propor- 
tions in which:the members have agreed. to share profits and losses 
of the partnership from other sources or from sources in other 
places. 

Related Provisions: 96(1.01)(a) — Income allocation to former partner; 103(1.1) — 
Unreasonable allocation of income;'!103(2) — Meaning of “losses”; 248(1) — Defini- 
tion of “specified proportion”. 


Selected Cases [subsec. 103(1)]: Penn West Petroleum Ltd. v..R., [2007] 4.C.T.C. 
2063 (TCC) (No_need to establish abuse where specific anti-avoidance proyision 
exists); XCO Investments Ltd. v. R., [2007],2 C.T.C. 243 (FCA); aff’ g [2006] 1 C.T.C. 
2220 (TCC), (Provision applies to sharing of income as well as. losses); Signum 
Communications Inc. v. Canada, [1991] 2 C.T.C. 31 (FCA) (Limited partner’s losses 
not limited by amount of capital contribution). 


I.T. Technical News: 30 (computation/allocation of partnership income and losses). 


(1.1) Agreement to share income, etc., in unreasonable 
proportions — Where two or more members of a partnership who 
are not dealing with each other at arm’s length agree to share any 
income. or loss of the partnership or any,other amount in-respect of 
any activity of the partnership. that is relevant to the computation of 
the income or taxable income of those members and the share of 
any such member of that income, loss or other amount is not rea- 
sonable in the circumstances having regard to the capital invested in 
or work performed for the partnership by the members thereof or 
such other factors as may be relevant, that share shall, notwithstand- 
ing any agreement, be deemed to be the amount that is reasonable 
in the circumstances. 


Related Provisions: 96(1.01)(a) — Income allocation to former partner. 


Selected Cases [subsec. 103(1.1)]: Krauss v. R., [2010] 2 C.T.C. 2023 (TCC) 
(Unreasonable allocation of partnership income adjusted); Archbold y. Canada,.[1995] 
1 C.T.C. 2872 (TCC) (No legal impediment to partner’s drawing salary from 
partnership). 


Interpretation Bulletins: IT-231R2: Partnerships — partners not dealing at arm’s 
length. 


(2) Definition of “losses” — For the purposes of this section, the 
word “losses” when used in the expression “profits and losses” 


means losses determined without reference to other provisions of 
this Act. 


S. 103(2) 


Related Provisions: 96(1.1) — Allocation of share of income to retiring partner. 
Definitions [s. 103]: “amount” — 248(1); “arm’s length” — 251(1); “assessment” — 
248(1); “losses” — 103(2); “member” — 102(2); “specified proportion” — 248(1); 
“taxable income” — 2(2), 248(1). 

Interpretation Bulletins: IT-338R2: Partnership interests — effects on adjusted cost 
base resulting from the admission or retirement of a partner (archived). 


Subdivision k — Trusts and Their 
Beneficiaries 


104. (1) Reference to trust or estate — In this Act, a reference 
to a trust or estate (in this subdivision referred to as a “‘trust’’) shall, 
unless the context otherwise requires, be read to include a reference 
to the trustee, executor, administrator, liquidator of a succession, 
heir or other legal representative having ownership or control of the 
trust property, but, except for the purposes of this subsection, sub- 
section (1.1), subparagraph (b)(v) of the. definition “disposition” in 
subsection 248(1) and paragraph (k) of that definition, a trust is 
deemed not to include an arrangement under which the trust can 
reasonably be considered to act as agent for all the beneficiaries 
under the trust with respect to all dealings with all of the trust’s 
property unless the trust is described in any of paragraphs (a) to 
(e.1) of the definition “trust” in subsection’ 108(1). ‘ 


Related Provisions: 75(2) — Revocable or reversionary trust; 94(3) — Non-resi- 
dent trust deemed resident in Canada; 94(3)(a) [proposed] — Trust deemed resident in 
Canada; 104(1.1) — Restricted meaning of “beneficiary”; 108(1)Meaning of 

“trust”; 122(1) — High rate of tax for inter vivos trusts; 128(1)(b), 128(2)(b) — Estate 
of bankcupt deemed not to be a trust or estate; 146.1(1)“trust? — RESPs — meaning of 
“trust”; 233.2(4) — Reporting requirement re transfers to foreign trust; 233.6(1) — Re- 
porting requirement re distributions from foreign trust; 248(1)“disposition”’(b)(v) — 
Where trustee ceasing to act as agent of beneficiary; 248(1)“estate’” — Definition ap- 
plies to entire Act; 248(1)“trust’” — Definition applies to entire Act; 248(3) — Deemed 
trusts in Quebec; 251(1)(b) — Personal trust and beneficiary deemed not to deal at 
arm’s length. 


History: Subsec. 104(1) amended by 2001, c. 17, subsec. 78(1), applicable to 1998 et 
seq., except that in connection with transfers of property that occur before December 
24; 1998, subsec. 104(1) shall be read as follows: 


(1) In this Act, a reference to a trust or estate (in this subdivision referred to as a 
“trust’) shall, unless the context otherwise requires, be read to include a refer- 
ence to the trustee, executor, administrator, liquidator of the succession, heir or 
other legal representative having ownership or control of the trust property. 


Subsec. 104(1) formerly read: 


(1) In this Act, a reference to a trust or estate (in this Subdivision referred to as a 
“trust”) shall be read as a reference to the trustee or the executor, administrator, 
heir or other legal representative having ownership or control of the trust 


property. 
Selected Cases [subsec. 104(1)]: Garron Family Trust (Trustee of) v. R.,.[2010] 2 


C.T.C. 2346 (TCC) (Test for determining residence of trusts same as for corporations, 
ie., place of central management and control). 


Interpretation Bulletins: IT-216: Corporation holding property as agent for share- 
holder (archived); IT-447: Residence of a trust or estate. 


1.T. Technical News: 7 (revocable living trusts, protective trusts, bare trusts); 38 
(control of corporation owned by income trust — impact of change in trustees). 


CRA Audit Manual: 16.2.0: Estates and trusts program; 16.2.5: Bare trusts. 


(1.1) Restricted meaning of “beneficiary” — Notwithstanding 
subsection 248(25.1) and for the purposes of subsection (1); para- 
graph (4)(a.4), subparagraph. 73(1.02)(b)(ii) -and paragraph 
107.4(1)(e), a person or partnership is deemed not to be a benefici- 
ary under a trust at a particular time where the person or partnership 
is beneficially interested in the trust at the particular time solely be- 
cause of 


Proposed Amendment — 104(1.1) opening words — 


(1.1) Restricted meaning of “beneficiary” — Notwithstand- 
ing subsection 248(25), for the purposes of subsection (1), para- 
graph (4)(a4), subparagraph 73(1.02)(b)(ii) and paragraph 
107.4(1)(e), a person or partnership is deemed: not to be a benefi-_ 
ciary under a trust at a particular time if the person or partnership 
is beneficially interested in the trust at the particular time solely . 
because of 


Income Tax Act, Part I, Division B 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 52(1), 
will amend the opening words nt subsec. 104(1.1) to read as. above, applicable:toy* 
1998 et seq. 

Technical Notes (July 2010): Subsection’ 104(1.1) applies dsinieies Purpose of © 
identifying beneficiaries under a trust for the purposes of subsection 104(1), a 
graph -73(1.02)(b)(ii) and paragraphs 104(4)(a 4) and 107. 4(1)(e). a 


J iSKE: if: 
Subsection 104(1.1) is amended to clarify. that it applies notwithstanding. subsection, | 
248(25). Subsection 248(25) describes, for other purposes of the Act, the circum: circum: 
stances in which < a ot or Magpie 22a is fights - ze “beneficially interested” 


1 
in a trust. PID oT oe We 
e| 


(a) a aks that may arise as a consequence of the terms of the 
will or other testamentary instrument of an, individual who, at 
the particular time, is a beneficiary under the trust; ; 


(b).a right that may arise as a consequence of the law governing | 
the intestacy of an individual who, at that time, is a beneficiary 
under the trust; 


(c) a right as a shareholder under the terms of the shares of the 
capital stock of a corporation that, at the particular time, is a 
beneficiary under the trust; 


(d) a right as a member of a partnership ade the terms of the 
partnership agreement, where, at the particular time, the partner- 
ship is a beneficiary under the trust; or 


(e) any combination of rights described in paragraphs (a) to (d). 


History: Subsec. 104(1.1) added by 2001, c. 17, subsec. 78(1), applicable to 1998 et 
seq.. 


(2) Taxed as individual — A trust shall, for the purposes of this 
Act, and without affecting the liability of the trustee or legal repre- 
sentative for that. person’s own income tax, be deemed to. be in re- 
spect of the trust property an individual, but where there is more 
than one trust and 


(a) substantially all of the property of the various trusts has been 
received from one person, and 


(b) the various trusts are conditioned so that the income thereof 
accrues, or will ultimately accrue to the same beneficiary, or 
group or class of beneficiaries, 
such of the trustees as the Minister may designate shall, for the pur- 
poses of this Act, be deemed to be in respect of all the trusts an 
individual whose property is the property of all the trusts and whose 
income is the income of all the trusts. 
Related Provisions: 127.53(2), (3) — Multiple trusts must share minimum tax ex- 


‘emption; 248(1)“individual’” — Trust is an individual. 


Regulations: 204 (information return). 


Interpretation Bulletins: IT-406R2: Tax payable by an inter vivos trust; IT-447: 
Residence of a trust or estate. 


Forms: T3: Statement of trust income allocations and designations, T3-ADJ: T3 ad- 
justment request; T3 SCH 9: Income allocations and designations to beneficiaries. 


(3) [Repealed under former Act] 


(4) Deemed disposition by trust [every 21 years] — Every 
trust is, at the end of each of the following days, deemed to have 
disposed of each property of the trust (other than exempt property) 
that’ was capital property (other than excluded property or deprecia- 
ble property) or land included in the inventory of a business of the, 
trust for proceeds equal to its fair market value (determined with 
reference to subsection 70(5,3)) at the end of that day and to have 
reacquired the property immediately after that day for an amount 
equal to that fair market value, and for the purposes of this Act 
those days are 


(a) where the trust 


(i) is a trust that was created by the will of a taxpayer who 
died after 1971 and that, at the time it was created, was a 
trust, 


(i.1) is a trust that was created by the will of a taxpayer who 
died after 1971 to which property was transferred in circum- 
stances to which paragraph 70(5.2)(b) or (d) or (6)(d) applied 
and that, immediately after any such property vested indefea- 
sibly in the trust as a PonsaaperaGe of the death of the tax- 
payer, was.a trust, 
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Be a 
died after bid 


: ‘that taxation cea se (6)(d) applied, and that, immedi tely. 
a any Seah ofthe txp asibly in t é 


trust taxation ‘years that sheers 2 7 -. 


(ii) is a trust that was created mas Satie 17, 1971 by a tax- 
payer during the taxpayer’s lifetime that, at any time after 
1971, was a trust, or 


(ii.1) 1s a trust (other than a trust the terms of which are de- 
scribed in clause (iv)(A) that elects in its return of income 
under this Part for its first taxation year that this subpara- 
graph not apply) that was created after 1999 by a taxpayer 
during the taxpayer’s lifetime and that, at any time after 
1999, was a trust 


under which 


(iii) the taxpayer’s spouse or common-law partner was enti- 
tled to receive all of the income of the trust that arose before 
the spouse’s or common-law partner’s death and no person 

except the spouse or common-law partner could, before the 
spouse’s or common-law partner’s death, receive or other- 
wise obtain the use of any of the income or capital of the 
trust, or 


(iv) in the case of a trust described in subparagraph (ii.1) cre- 
ated bya taxpayer who had attained 65 peat of age at the 
time the trust was created, 


(A) the taxpayer was entitled to receive all of the income 
of the trust that arose before the taxpayer’s death and no 
person except the taxpayer could, before the taxpayer’s 
death, receive or otherwise obtain. the use of, any. of the 
income or capital of the trust, 


(B) the taxpayer or the. taxpayer’s spouse was, in combi- 
nation with the spouse or the taxpayer, as the case may 
be, entitled to receive all of the income of the trust that 
arose before the later of the death of the taxpayer and the 
death of the spouse and no other person could, before the 
later of those deaths, receive or otherwise obtain the use 
of any of the income or capital of the trust, or 


(C) the taxpayer or the taxpayer’s common-law partner 
was, in combination with the common-law partner or the 
taxpayer, as the.case may be, entitled to receive all of the 
income of the trust that arose before the later of the death 
of the taxpayer and the death of the common-law partner 
and)'no other person could, before the later of, those 
deaths, receive or otherwise obtain: the use of any of the 
income or capital: of the trust, 


the day on which the death or the later death, as the case may be, 
occurs; 


(a.1) where the trust:is a pre-1972 spousal trust on January 1, 
1993 and the spouse or common-law partner referred) to in the 


definition “pre-1972 spousal trust” in subsection’ 108(1) in re- 
spect of the trust was 


(i) in the case of a trust created by the will of a taxpayer, 
alive on January 1, 1976, and 


_ Gi) in the case of a trust created by a taxpayér during the 
taxpayer’s lifetime, alive on May 26, 1976, 


the day that.is the later of 


(ili) the day on which that spouse or common-law partner 

dies, and 

(iv) January 1, 1993; 
(a.2) where. the: trust. makes a) distribution to,a beneficiary, in. re- 
spect of the beneficiary’s capital interest in the trust, it is reason- 
able to conclude that the distribution was financed by a liability 
of the trust and one of the purposes. of incurring the liability. was 
to avoid taxes otherwise payable under this Part as a conse- 
quence of the death of any individual, the day on which the dis- 
‘tribution is made (determined as if a day ends for the trust im- 
mediately after the time at which each distribution is made by 
the trust to a beneficiary in respect of the beneficiary’s te 
interest, in the trust); 


(a:3) where property (other than property described in any of 
subparagraphs 128.1(4)(b)(@) to (iii)) has been transferred by a 
taxpayer after December 17, 1999 to the trust in circumstances 
to which subsection 73(1) applied, it is reasonable to conclude 
that the property was so transferred in anticipation that the tax- 
payer would subsequently cease to reside in Canada and the tax- 
payer subsequently ceases to reside in Canada, the first day after 
that transfer during which the taxpayer ceases to reside in Can- 
ada (determined as. if.a day ends for the trust immediately. after 
~each. time at which the taxpayer ceases: to be irasiiait in 
Canada); 


(a.4) where the trust is a trust to which property was transferred 
by a taxpayer who is an individual (other than a trust) in circum- 
stances in which section 73 or subsection 107.4(3) applied; the 
transfer did not result in a change in beneficial ownership of that 
property and no,person (other than the taxpayer) or partnership 
has any absolute or contingent right as a beneficiary under the 
trust (determined with reference to subsection (1.1)), the day on 
which the death of the taxpayer occurs; 


(b) the day that is 21 years after the latest‘of 
(i) January 1, 1972, 
(ii) the.day on which the trust was created, and 


(iii) where applicable, the day determined under paragraph 
(a), (a.1) or (a.4) as those paragraphs applied from time to 
time after 1971; and 


(c) the day that is 21 years after any day (other than a day deter- 
mined. under any of paragraphs (a) to (a.4)) that is, because of 
this subsection, a day on which the trust is deemed to have dis- 
posed of each such property. 


‘Proposed / imendment — — 104(4)(c) 


ey hace c Be ~ tion-resident 


Related Provisions: 53(4) — Effect on ACB of share, partnership interest or trust 
interest; 54“superficial loss”(c) — Superficial loss rule does not apply; 70(5.3) — 
Value of property that depends on life insurance policy; 70(6)(a) — Where transfer or 
distribution to spouse or trust; 70(9.1), (9.11) — Transfer of farm or fishing property 
from spouse, trust to settlor’s children; 73(1.01) — Inter vivos transfer, of property, to 
spouse trust; 94 — Certain non-resident trusts deemed resident, 104(1,1) — Restricted 
meaning of “beneficiary” for 104(4)(a.4); 104(4.1) — Mark-to-market property can be 
capital property for 104(4); 104(5) — Deemed disposition of depreciable property; 
104(5.3) — Election to postpone deemed disposition to 1999; 104(5:8) — Trust trans- 
fers; 104(6)— Deduction: in computing income. of trust; 104(15)(a)— Allocable 
amount. for -preferred beneficiary election; 107(4) — Distributions from - trust; 
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107.4(3)(h) — Qualifying disposition to a trust; 108(1) — “accumulating income”; 
108(1)cost amount’’(a.1) — Cost amount before death of taxpayer; 108(1)“trust” — 
Exclusions to meaning of “trust”; 108(3) — Meaning of “income” of trust; 108(4) — 
Trust payment of duties and taxes; 108(6)— Where terms of trust are varied; 
127.55(e) — Application of minimum tax; 132.11(4) — Amounts paid from December 
16-31 by mutual fund trust to beneficiary; 138.1(1)— Rules re segregated funds; 
139.1(5) — Value of ownership rights in insurer during demutualization; 159(6.1) — 
Election to postpone payment of tax on deemed disposition; 248(1)“alter ego trust” — 
Name for trust described in 104(4)(a)(iv)(A); 248(1)“joint spousal or common-law 
partner trust” — Name for trust described in 104(4)(a)(iv)(B); 248(8) — Occurrences 
as a consequence of death; 248(9.1) — Whether trust created by taxpayer’s will; 
248(9.2) — Meaning of “vested indefeasibly”; 252(3)— Extended meaning of 
“spouse”. 


History: The opening words of subsec. 104(4) amended by 2001, c. 17, subsec. 78(2), 
applicable 


(a) to days after December 23, 1998 that are determined in respect of a trust under 
subsec. 104(4), as amended; and 


(b) for the purpose of determining the cost amount to a trust after December 23, 
1998 of property, to days after 1992 that are determined in respect of the trust 
under subsec. 104(4), as amended. 


The opening words formerly read: 


(4) Every trust shall, at the end of each of the following days, be deemed to have 
disposed of each property of the trust that was capital property (other than ex- 
cluded property or depreciable property) or land included in the inventory of the 
trust for proceeds equal to its fair market value at the end of that day and to have 
reacquired the property immediately thereafter for an amount equal to that fair 
market value, and for the purposes of this Act those days are 


Subpara. 104(4)(a)qi.1) added and the portion of para. 104(4)(a) after subpara. (ii) 
amended by the said c. 17, subsec. 78(3), applicable to 2000 et seg. except that, with 
regard to a trust created by a taxpayer at a particular time in 2000 for the benefit of 
another individual, subparas. 104(4)(a)(iii) and (iv) shall be read without reference to 
the words “or common-law partner’ and “or common-law partner’s” and to cl. 
104(4)(a)(iv)(C), unless, because of an election under s. 144 of 2000, c. 12 [see History 
to 248(1)“common-law partner’], ss. 130 to 142 of that Act applied at the particular 
time to the taxpayer and the other individual. The portion after subpara. (ii) formerly 
read: 


under which 


(iii) the taxpayer’s spouse or common-law partner was entitled to receive all 
of the income of the trust that arose before the spouse’s or common-law 
partner’s death, and 


(iv) no person except the spouse or common-law partner could, before the 
spouse’s or common-law partner’s death, receive or otherwise obtain the use 
of any of the income or capital of the trust, 


the day on which the spouse or common-law partner dies; 


Paras. 104(4)(a.2) to (a.4) added by the said c. 17, subsec. 78(4), paras. (a:2) and (a.3) 
applicable to days after December 17, 1999 that are determined in respect of the trust 
under subsection 104(4), as amended; and para. (a.4) applicable to 2000 et seq., and, 
where a trust elects in writing and files the election with the Minister of National Reve- 
nue on or before March 31, 2001 (or at any later time that is acceptable to the Min- 
ister), applicable after December 23, 1998. 


Subpara. 104(4)(b)(iii) amended by the said c. 17, subsec. 78(5), applicable to 2000 et 
seq., and, where a trust elects in writing and files the election with the Minister of 
National Revenue on or before March 31, 2001 (or at any later time that is acceptable 
to the Minister), applicable after December 23, 1998. The subpara. formerly read: 


(iii) where applicable, the day determined under paragraph (a) or (a.1) as those 
paragraphs applied from time to time after 1971; and 


Para. 104(4)(c) amended by the said c. 17, subsec. 78(6), applicable to 2000 et seg. The 
para. formerly read: 


(c) the day that is 21 years after any day (other than a day determined under 
paragraph (a) or (a.1)) that is, because of this subsection, a day on which the trust 
is deemed to have disposed of each such property. 


Subsec. 104(4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner’, and by Sch. 2, s. 7 to replace “‘spouse’s’’with “spouse’s or 
common-law partner’s’, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)““common-law partner’. 


Subpara. 104(4)(a)(i.1) amended by 1998, c. 19, subsec. 127(1), applicable to acquisi- 
tions and dispositions that occur after 1992. Subpara. 104(4)(a)(i.1) formerly read: 


(i.1) is a trust that was created by the will of a taxpayer who died after 1971 to 
which property was transferred in circumstances to which paragraph 70(5.2)(d) 
or (f) or (6)(d) applied and that, immediately after any such property vested inde- 
feasibly in the trust as a consequence of the death of the taxpayer, was a trust, or 
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Para. 104(4)(a.1) amended by 1996, c. 21, subsec. 18(1), applicable to trust taxation 
years that end after February 11, 1991. The para. formerly read: 


(a.1) where the trust is a pre-1972 spousal trust on January 1, 1993, the day that 
is the later of 


(i) the day on which the spouse referred to in the definition “pre-1972 
spousal trust” in subsection 108(1) in respect of the trust dies, and 
(ii) January 1, 1993; 
Subpara. 104(4)(b)(ii1) amended by 1996, c. 21, subsec. 18(2), applicable to trust taxa- 
tion years that end after February 11, 1991. The subpara. formerly read: 

(iii) where applicable, the day determined under paragraph (a) or (a.1); and 
Subsec. 104(4) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(1), applica- 
ble to taxation years of trusts ending after February 11, 1991 except that para. 104(4)(a) 
as amended does not apply in respect of any trust described therein because of subpara. 
(i.1) thereof where the spouse who was the beneficiary of that trust died before Decem- 
ber 21, 1991. Subsec. (4) formerly read: 

(4) Deemed disposition by a trust — Every trust shall, on each of the follow- 

ing days, be deemed to have disposed of each property of the trust that was capi- 

tal property (other than depreciable property) or land included in the inventory of . 

the trust for proceeds equal to its fair market value on that day and to have reac- 

quired the property immediately thereafter for an amount equal to that fair mar- 
ket value, and for the purposes of this Act those days are 
(a) where the trust 


(i) is a trust created by the will of a taxpayer who died after December 
31, 1971 and that, at the time it was created, was a trust, or 


(ii) is a trust created by a taxpayer during the taxpayer’s lifetime, other 
than a trust described in subsection 122(2), that, at any time after 1971, 
was a trust 


under which 


(iii) the taxpayer’s spouse was entitled to receive all of the income of the 
trust that arose before the spouse’s death, and 


(iv) no person except the spouse could, before the spouse’s death, re- 
ceive or otherwise obtain the use of any of the income or capital of the 
trust, 


the day on which the spouse dies; 
(b) the day that is 21 years after the latest of 
(i) January 1, 1972, 
(ii) the day on which the trust was created, and 
(ili) where applicable, the day referred to in paragraph (a); and 
(c) the day that is 21 years after any day that is, by virtue of this subsection, 
a day on which the trust is deemed to have disposed of each such property. 


Interpretation Bulletins: IT-120R6: Principal residence; IT-286R2: Trusts — 
amounts payable; IT-325R2: Property transfers after separation, divorce and annul- 
ment; IT-349R3: Intergenerational transfers of farm property on death; IT-370: 
Trusts — capital property owned on December 31, 1971 (archived); IT-381R3: 
Trusts — capital gains and losses and the flow-through of taxable capital gains to bene- 
ficiaries; [T-394R2: Preferred beneficiary election; IT-449R: Meaning of “vested inde- 
feasibly” (archived); IT-465R — Non-resident beneficiaries of trusts. 


Advance Tax Rulings: ATR-38: Distribution of all of the property of an estate. 
Forms: T1055: Summary of deemed dispositions. 


(5) Depreciable property [deemed disposition] — Every 


trust is, at the end of each day determined under subsection (4) in 
respect of the trust, deemed to have disposed of each property of the 
trust (other than exempt property) that was a depreciable property 
of a prescribed class of the trust for proceeds equal to its fair market 
value at the end of that day and to have reacquired the property 
immediately after that day at a capital cost (in this subsection re- 
ferred to as the “deemed capital cost’) equal to that fair market 
value, except that 


(a) where the amount that was the capital cost to the trust of the 
property immediately before the end of the day (in this para- 
graph referred to as the “actual capital cost”) exceeds the 
deemed capital cost to the trust of the property, for the purpose 
of sections 13 and 20 and any regulations made for the purpose 
of paragraph 20(1)(a) as they apply in respect of the property at 
any subsequent time, 

(i) the capital cost to the trust of the property on its reacquisi- 


tion shall be deemed to be the amount that was the actual 
capital cost to the trust of the property, and 


(ii) the excess shall be deemed to have been allowed under 
paragraph 20(1)(a) to the trust in respect of the property in 
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computing its income for taxation years that ended before the 
trust reacquired the property; 


(b) for the purposes of this subsection, the reference to “at the 
end of:a taxation year” in subsection 13(1) shall be read as a 
reference to “at the particular time a trust is deemed by subsec- 
tion 104(5) to have disposed of depreciable property of a pre- 
scribed class”; and 


(c) for the purpose of computing the excess, if any, referred to in 
subsection 13(1) at the end of the taxation year of a trust that 
included a day on which the trust is deemed by this subsection to 
have disposed of a depreciable property of a prescribed class, 
any amount that, on that day, was included in the trust’s income 
for the year under subsection 13(1) as it reads because of para- 
graph (b), shall be deemed to be an amount included under sec- 
tion 13 in the trust’s income for a preceding taxation year. 


Related Provisions: 70(9.1), (9.11) — Transfer of farm or fishing property from 
spouse trust to settlor’s children; 104(5.3) — Election by trust to postpone deemed dis- 
position; 104(5.8)— Trust transfers; 104(6) — Deduction in computing income of 
trust; 108(1) — “accumulating income”; 108(1)“cost amount’(a.1)— Cost amount 
before death of taxpayer; 108(1)“trust” — Exclusions to meaning of “trust”; 108(6) — 
Where terms of trust are varied. 


History: The opening words of subsec. 104(5) amended by 2001, c. 17, subsec. 78(7), 
applicable to days after December 23, 1998 that are determined under subsection 
104(4), as amended. The opening words formerly read: 


(5) Idem [depreciable property] — Every trust shall, at the end of each day 
determined under subsection (4) in respect of the ‘trust, be deemed to have dis- 
posed of each property of the trust that was.a depreciable property of a pre- 
scribed class of the trust for proceeds equal to its fair market value at the end of 
that day and to have reacquired the property immediately thereafter at a capital 
cost (in this subsection referred to as the “deemed capital cost’’) equal to that fair 
market value, except that 


Subparas. 104(5)(a)(i) and (ii) substituted by 1994, c. 21, subsec. 46(1), applicable to 
days determined under subsec. 104(4) that are after 1992. Those subparas. formerly 
read: 


(i) the capital cost to the trust of the property shall be deemed to be the amount 
that was the actual capital cost to the trust of the property, and 


(ii) the excess shall be deemed to have been allowed to the trust in respect of the 
property under paragraph 20(1)(a) in computing income for taxation years before 
the reacquisition by the trust of the property, and any other amount allowed to 
the trust in respect of the property under that paragraph in computing income for 
those years shall be deemed to be nil; 


Subsec. 104(5) amended by 1994, c..7, Sch. VII (1993, 'c. 24), subsec. 42(1), applica- 
ble to taxation years of trusts ending after February 11, 1991 except that with respect to 
those days determined under subsec. 104(4) (as amended) that are before 1993, subsec. 
104(5) shall be read without reference to the amendments made by subsection (1), and 
the portion of subsec: 104(5) preceding para. (c) shall be read as follows: 


(5) Every trust shall, at the end of each day determined under subsection (4) in 
respect of the trust, be deemed to have disposed of all depreciable property of a 
prescribed class of the trust for proceeds equal to 


(a) where the fair market value of that property at the end of the day exceeds 
the undepreciated capital cost thereof to the trust at the end of the day, the 
amount of that undepreciated capital cost plus '/2 of the excess, and 


(b) in any other case, the fair market value of that property at the end of that 
day plus '2 of the amount, if any, by which the undepreciated capital cost 
thereof to the trust at the end of that day exceeds that fair market value, 


and to have reacquired each such depreciable property of that class immediately 
thereafter at a capital cost (in this subsection referred to as the “deemed capital 
cost”) equal to that proportion of the proceeds determined under paragraph (a) or 
(b), as the case may be, that the amount that was the fair market value of that 
property is of the total of the amounts that were the fair market values of all 
properties of that class at the end of that day, except that 


Subsec. 104(5) formerly read: 


(5) Idem — Every trust shall, on each day determined under subsection (4) in 
respect of the trust, be deemed to have disposed of all depreciable property of a 
prescribed class of the trust for proceeds equal to, 


(a) where the fair market value of that property on that day exceeds the un- 
depreciated capital cost thereof to the trust on that day, the amount of that 
undepreciated capital cost plus 2 of the amount of the excess, and 


(b) in any other case, the fair market value of that property on that day plus 
Yo of the amount, if any, by which the undepreciated capital cost thereof to 
the trust on that day exceeds that fair market value, 


and to have reacquired each such depreciable property of that class immediately 
thereafter at a capital cost (in this subsection referred to as the “deemed capital 
cost”) equal to that proportion of the proceeds determined under paragraph (a) or 
(b), as the case may be, that the amount that was the fair market value of that 


S. 104(5.2)(a)(ii) 


property on that day is of the total: of the amounts that were the’ fair market val- 
ues of all properties of that class on that day, except that 


(c) where the amount that was the capital cost to the trust of any particular 
property of that class exceeds the deemed capital cost to the trust of the 
property, for the purposes of sections 13 and 20 and any regulations made 
under paragraph 20(1)(a) as they apply in respect of the property at any sub- 
sequent time, . 
(i) the capital cost to the trust, of the property shall be deemed to be the 
amount that was the capital cost to the trust of the property, and 
(ii) the excess shall be deemed to have been allowed to, the trust in re- 
spect of the property under paragraph 20(1)(a) in computing income for 
taxation years before the reacquisition by the trust of the property, and 
any other amount allowed to the trust in respect of the property under 
that paragraph in computing income for those’ years shall be deemed to 
be nil, 


(d) for the purposes of this subsection, the words “at the end of a taxation 
year,” in subsection 13(1) shall be deemed to read “at the particular time a 
trust is deemed by subsection 104(5) to have disposed of depreciable pro- 
perty of a prescribed class,” and 


(e) for the purpose of computing the excess, if any, referred to in subsection 
13(1) at the ‘end of the taxation year of a trust that included a day on which 
the trust is deemed by this subsection to have disposed of ‘all depreciable 
property of a prescribed class, any amount that, on that day, was included in 
the trust’s income for the year by virtue of subsection 13(1) as it reads by 
virtue of paragraph (d), shall be deemed to be an amount included in the 
taxpayer’s income by virtue of section: 13 for a prior taxation year. 


Interpretation Bulletins: IT-286R2: Trusts — amount payable; IT-349R3: In- 
tergenerational transfers of farm property on death; IT-381R3: Trusts — capital gains 
and losses and. the flow-through of taxable capital gains. to beneficiaries; IT-394R2: 
Preferred beneficiary election; IT-465R: Non-resident beneficiaries of trusts. 


Forms: T1055: Summary of deemed dispositions. 


(5.1) Idem [NISA Fund No. 2] — Every trust that holds an inter- 
est ina NISA Fund No. 2 that was transferred to it in circumstances 
to, which paragraph 70(6.1)(b) applied shall be deemed, at the end 
of the.day on which, the spouse. or. common-law partner referred to 
in that paragraph. dies (in this subsection referred. to.as, the “spouse 
or common-law partner”), to have been paid an amount’ out of the 
fund equal to the amount, if any, by which 


(a) the balance at the end of that day in the fund so transferred 
exceeds 


(b) such portion of the amount described. in paragraph (a) as is 
deemed by subsection (14.1) to have.been paid to the spouse or 
common-law partner. . 
Related Provisions: 104(5.8) — Trust transfers; 104(6) — Deduction in computing 
income of trust; 252(3)— Extended meaning of “spouse”. 


History: Subsec. 104(5.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 ef seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Subsec.104(5.1) added by 1994; c. 7, Sch: VIII (1993, c. 24), subsec. 42(2), applicable 
to 1991 etiseq. . 


Forms: T1055: Summary of deemed dispositions. 


(5.2) Resource property [deemed disposition] — Where at 
the end of a day determined under. subsection (4) in respect. of.a 
trust, the trust owns a Canadian resource property (other than an 
exempt property) or a foreign resource property (other than.an ex- 
empt property), 
(a) for the purposes of determining the amounts under subsec- 
tion 59(1), paragraphs 59(3.2)(c) and (c.1), subsections 66(4) 
and 66.2(1), the definition “cumulative Canadian development 
expense” in subsection 66.2(5), the definition “cumulative for- 
eign resource expense” in subsection 66.21(1),° subsection 
66.4(1) and the definition “cumulative Canadian oil and gas pro- 
perty expense” in subsection 66.4(5), the trust is deemed 


(i) to have a taxation year (in this subsection referred to as 
the “old taxation year”) that ended at the end of that day and 
a new taxation year that begins immediately after that day, 
and . 


(11) to have disposed, immediately before the end of the old 
taxation year, of each of those properties for proceeds that 
became receivable at that time equal to its fair market value 
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at that time and to have reacquired, at the beginning of the 
new taxation year, each such property for an amount equal to 
that fair market value; and 


(b) for the particular taxation year of the trust that included that 
day, the trust shall 


(i) include in computing its income for the particular taxation 
year the amount, if any, determined under paragraph 
59(3.2)(c) in respect of the old taxation year and the amount 
so included shall, for the purposes of the determination of B 
in the definition “cumulative Canadian development ex- 
pense” in subsection 66.2(5), be deemed to have been in- 
cluded in computing its income for a preceding taxation year, 


(i.1) include in computing its income for the particular taxa- 
tion year the amount, if any, determined under paragraph 
59(3.2)(c.1) in respect of the old taxation year and the 
amount so included is, for the purpose of determining the 
value of B in the definition “cumulative foreign resource ex- 
pense” in subsection 66.21(1), deemed to have been included 
in computing its income for a preceding taxation year, and 


(ii) deduct in computing its income for the particular taxation 
year the amount, if any, determined under subsection 66(4) 
in respect of the old taxation year and the amount so de- 
ducted shall, for the purposes of paragraph 66(4)(a),. be 
deemed to have been deducted for a preceding taxation year. 


Related Provisions: 104(5.3) — Election; 104(5.8)— Trust transfers; 104(6) — 
Deduction in computing income of trust; 108(1) — “accumulating income”; 108(1) — 
“trust”; 108(6) — Where terms of trust are varied. 


History: The portion of subsec. 104(5.2) before para. (b) amended by 2001, c: 17, 
subsec. 78(8), applicable to days after December 23, 1998 that are determined under 
subsec. 104(4), as amended, except that in applying para. 104(5.2)(a) to days that are in 
taxation years that begin before 2001 and that are determined under subsec. 104(4), that 
paragraph shall be read without the references to para. 59(3.2)(c.1) and the definition 
“cumulative foreign resource expense” in subsec. 66.21(1). The portion before para. (b) 
formerly read: 


(5.2) Rules for trusts [resource property] — Where on a day determined under 
subsection (4) in respect of a trust the trust owns a Canadian resource property or 
a foreign resource property, the following rules apply: 


(a) for the purpose of determining the amounts under subsection 59(1), para- 
graph 59(3.2)(c), subsections 66(4) and 66.2(1), the definition “cumulative 
Canadian development expense” in subsection 66.2(5), subsection 66.4(1) 
and the definition “cumulative Canadian oil and gas property expense” in 
subsection 66.4(5), the trust shall be deemed 


(i) to have a taxation year (in this subsection referred to as the “old taxa- 
tion year”) that ended on that day and a new taxation year (in this sub- 
section referred to as the “new taxation year’) that commenced immedi- 
ately after that day, and 


(ii) to have disposed, immediately before the end of the old taxation 
year, of each of its Canadian resource properties and foreign resource 
properties for proceeds that become receivable at that time equal to its 
fair market value at that time and to have reacquired, at the beginning of 
the new taxation year, each such property for an amount equal to that 
fair market value; and 


Subpara. 104(5.2)(b)(i.1) added by the said c. 17, subsec. 78(9), applicable to taxation 
years that begin after 2000. ; 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election. 


(5.3) Election [before 1999] — Where a trust files an election 
under this subsection in prescribed form with the Minister within 6 
months after the end of a taxation year of the trust that includes a 
day before 1999 (in this subsection referred to as the “disposition 
day’’) that would, but for this subsection, be determined in respect 
of the trust under paragraph (4)(a.1) in the case of a trust described 
in that paragraph, or under paragraph (4)(b) in any other case, and 
there is an exempt beneficiary under the trust on the disposition 
day, 


(a) for the purposes of subsections (4) to (5.2), paragraph (6)(b) 
and subsection 159(6.1), the day determined under paragraph 
(4)(a.1) or (b), as the case may be, in respect of the trust is 
deemed to be the earlier of 


(i) January 1, 1999, and 
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(ii) the first day of the trust’s first taxation year that begins 
after the first day after the disposition day throughout which 
there is no exempt beneficiary under the trust; 


(b) subsection 107(2) does not apply to a distribution made by 
the trust during the period 


(i) beginning immediately after the disposition day, and 


(ii) ending at the end of the first day after the disposition day 
that is determined in respect of the trust under subsection (4) 


to any beneficiary (other than an individual who is an exempt 
beneficiary under the trust immediately before the time of the 
distribution); 

(b.1) where the trust filed the form before March 1995, para- 


graph (b) does not apply to distributions made by the trust after 
February 1995; and 


(c) subsection 107.4(3) does not apply to a disposition by the 
trust during the period 


(i) beginning immediately after the disposition day, and 


(ii) ending at the end of the first day after the disposition day 
that is determined in respect of the trust under subsection (4). 


(d) [Repealed] 


Related Provisions: 104(5.31) — Revocation of election; 104(5.4) — Exempt bene- 
ficiary; 104(5.8)— Trust transfers; 107(2)— Rollout of property to beneficiaries 
where election not available; 108(1) — “trust”; 110.6(12) — Spousal trust deduction; 
220(3.2), Reg. 600(b) — Late’ filing or revocation of election; 248(25.1) — Trust-to- 
trust transfers. 


History: The opening words of para. 104(5.3)(c) amended by 2001, c. 17, subsec. 
78(10), applicable to transfers made after December 23, 1998. The opening words for- 
merly read: 


(c) subject to paragraph (d), paragraph (e) of the definition “disposition” in sec- 
tion 54 does not apply to a transfer by the trust after the disposition day during 
the period 


Para. 104(5.3)(d) repealed by the said c. 17, subsec. 78(11), applicable to transfers 
made after December 23, 1998. Para. (d) formerly read: 


(d) where 


(1) property is transferred from the trust to another trust in circumstances to 
which paragraph (e) of the definition “disposition” in section 54 would, but 
for paragraph (c), apply, 


(ii) the other trust held no property immediately before the transfer, and 


(iii) the terms of the trust immediately before the transfer are identical to the 
terms of the other trust immediately after the transfer, 


paragraph (e) of the definition “disposition” in section 54 applies to the transfer 
and the other trust shall be deemed to be the same trust as, and a continuation of, 
the trust. 


The portion of subsec. 104(5.3) before para. (b) amended and para. (b.1) added by 
1996, c. 21, subsecs. 18(3) and (4), applicable after February 11, 1991. That portion 
before para. (b) formerly read: 


(5.3) Election — Where a trust so elects in prescribed form filed with the Min- 
ister within 6 months after the end of a taxation year of the trust that includes a 
day (in this subsection referred to as the “disposition day”) that would, but for 
this subsection, be determined in respect of the trust under paragraph (4)(a.1) in 
the case of a trust described in that paragraph, or under paragraph (4)(b) in any 
other case, and there is an exempt beneficiary under the trust on the disposition 
day, 


(a) for the purposes of subsections (4) to (5.2), paragraph (6)(b) and subsec- 
tion 159(6.1), the day determined under paragraph (4)(a.1) or (b), as the case 
may be, in respect of the trust shall be deemed to be the first day of the first 
taxation year of the trust beginning after the first day after the disposition 
day throughout which there is no exempt beneficiary under the trust; 


Subsec. 104(5.3) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(3), applicable 
after February 11, 1991. 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries; IT-394R2: Preferred beneficiary 
election. 


(5.31) Revocation of election — Where a trust that has filed an 
election under subsection (5.3) before July 1995 applies before 
1997 to the Minister in writing for permission to revoke the election 
and the Minister grants permission to revoke the election, 


(a) the election is deemed, otherwise than for the purposes of 
this subsection, never to have been made; 
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(b) the trust isnot liable to any penalty under this Act to the 
extent that the liability would, but for this: paragraph, have in- 
creased because of the revocation of the election; and 


(c) notwithstanding subsections 152(4) to (5), such assessments 
of tax, interest and, penalties under this Act, shall be made as are 
necessary to take into account the consequences of the revoca- 
tion of the election. 
History: Subsec. 104(5.31) added by 1996, c. 21, subsec., 18(5); SeOllcable on June 20, 
1996. 


(5. 4) Exempt poneillelaing-s: Bor the purpose of subsection (5.3), 
an “exempt beneficiary” under a trust at a particular time is an indi- 
vidual who is alive and a beneficiary ange the trust at the particular 
time, where _ 


(a) in the < case of a trust that was created after February 11, 
1991, the individual, or an individual who, otherwise than be- 
cause. of subsection 252(2), is the brother or sister,of the indivi- 
dual, was alive at the earlier of 


(i) the time the trust was created, and 


(ii) the earliest of all times. each of which is the time that 
another trust was created that, before the particular time and 
the end of the day that would, but for subsection (5.3), be 
determined in respect of the trust under paragraph (4)(a.1) or 
(b), transferred property to the trust either 


(A), directly, or 
(B) indirectly through one or more trusts, 
in circumstances in which subsection (5:8) applies; and 


(b) the individual or the individual’s spouse or common-law 
partner or former spouse or common-law partner was 


(i) the designated contributor in respect of the trust, or 


(il) a grandparent, parent, brother, sister, “child, niece or 
nephew 


(A).of the designated contributor in respect of the trust, or 


(B) of the spouse or common-law’ partner or former 

spouse or common-law partner of the designated contrib- 

utor in respect of the trust. 
Related Provisions: 104(5.5)— Beneficiary; 
252(3) — Extended meaning of “spouse”. 


History: Subsec. 104(5.4) amended. by 2000, .c..12, Sch. 2,:s. 2, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules Sawin in the History to eed common-law 
partner’. 


Subsec. 104(5.4) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 423), applicable 
after February 11, 1991. 


104(5.6) — Designated contributor; 


(5.5) Beneficiary — For the purpose of subsection'(5.4), a benefi- 
ciary under a trust is an individual who is beneficially interested in 
the trust, except that an individual shall be deemed-not to. be a bene- 
ficiary under a trust at a particular time 


(a) where 


(i) the interests in the trust at the particular time of all indi- 
viduals who would, if this Act were read, without reference to 
this paragraph, be exempt beneficiaries under the trust are 
conditional on or subject to the exercise of a discretionary 
power by a person, 


(ii) by the exercise of (or the failure to exercise) such power 
under the terms of the trust after the particular time, all inter- 
ests in the trust of ; 
(A) those individuals, and 
(B) other individuals who are children of deceased indi- 
viduals who, if this Act were read without reference to 
this paragraph, would have been exempt beneficiaries 
under the trust at any time before the particular time 


may terminate before the time at which the last of those indi- 
viduals and the other individuals dies and without any of 
those individuals or the other individuals enjoying any bene- 
fit under the trust after the particular time, and 


S. 104(5.6)(c) (iii) (A) (ID 


(iii) the trust was created after February 11; 1991 or subpara- 
graph (ii) applies in respect of the trust because of a variation 
of the terms of the trust occurring after February 11, 1991; or 


(b) where it is reasonable to consider that one of the main pur- 
poses for the creation of the interest of the individual in the trust 
was to defer the day determined under paragraph (4)(a.1) or (b) 
in respect.of the trust. 

Related Provisions: 248(25) — Beneficially. interested. 


History: Subsec. 104(5.5) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(3), 
applicable after February 11, 1991. 


(5.6) Designated contributor — For the purpose of subsection 
(5.4), a designated contributor in respect of a trust is 


(a) where the trust is described in paragraph (4)(a) or was, on 
December 20, 1991, a pre-1972 spousal trust, the individual who 
created (or whose will created) the trust; 


(b) where paragraph (a) does not apply and the trust is a testa- 
mentary trust at the end of the taxation year for which it makes 
an election under subsection (5.3), the individual as a conse- 
quence of whose death the trust was created; and 


(c) in the case of any other trust, the individual who was, or who 
was related to, an individual beneficially interested in the trust 

,and who is designated by, the trust in its election under subsec- 
tion (5.3) 


(i) where, at each time in the relevant period, the total 
amount. of property transferred or loaned before that time by 
the designated individual (either directly or through another 
trust) to, the trust 


(A) exceeded the total amount of property so transferred 
or loaned before. that time by each other individual who 
was born before the designated individual and who, at any 
time, was related to any individual beneficially interested 
in the trust, and 


(B) was not less than the total amount of property so 
transferred or loaned before that time by each other indi- 
vidual who was born after the designated individual and 
who, at any time, was related to any individual benefi- 
cially interested inthe trust, 


(ii) where | 
(A) no individual may be designated.in respect of the trust 
because of subparagraph (i), 


(B) the designated individual transferred or loaned pro- 
perty (either directly or through another trust) to the trust 
at any time before the end of the relevant period, and 


(C) the designated individual was born before all other in- 
dividuals who 


(I). at,any time were related to any individual benefi- 
cially. interested in the trust or to any individual who 
transferred. or loaned property to the trust before. the 
end of the relevant period, and 


(II) ‘transferred or loaned property (either directly or 
through another trust) to the trust at any time before 
the end of the relevant period, or 


(iii) where throughout the relevant period the property of the 
trust consisted primarily of 


(A) shares of the capital stock of a corporation 


(1) controlled, on the day that the trust was created or 
at the beginning of the relevant period, by the desig- 
nated individual or by the designated individual and 
one or more other individuals born after, and related 
to, the designated individual, or 


(II) all or substantially all of the value of which 
throughout the relevant period derived from property 
transferred to the corporation by the designated indivi- 
dual or by the designated individual and one or more 
other individuals born after, and related to, the desig- 
nated individual, 
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(B) shares of the capital stock of a corporation all or sub- 
stantially all of the value of which, throughout the part of 
the relevant period throughout which the shares were held 
by the trust, derived from shares described in clause (A), 


(C) property substituted for the shares described in clause 
(A) or (B), 


(D) property attributable to profits, gains or distributions 
in respect of property described in clause (A), (B) or (C), 
or 


(E) any combination of the properties described in clauses 
(A) to (D). 
Related Provisions: 104(5.7) — Designated contributor; 248(5) — Substituted pro- 
perty; 248(9.1) — Trust created by. will. 


History: Subsec. 104(5.6) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(3), 
applicable after February 11, 1991. 


(5.7) Idem — For the purposes of subsection (5.6), 


(a) the relevant period in respect of a trust is the period that be- 
gins one year after the day on which the trust was created and 
ends at the end of the day that would, but for the election of the 
trust under subsection (5.3), be determined in respect of the trust 
under paragraph (4)(a.1) or (b), as the case may be; 


(b) 2 individuals shall be deemed to be related to each other 
where one of them is the aunt, great aunt, uncle or great uncle of 
the other individual; 


(c) an individual shall be deemed not to be a designated contrib- 
utor in respect of a trust where it is reasonable to consider that 
one of the main purposes of a series of transactions or events 
that includes 


(1) an individual becoming a trustee in respect of trust pro- 
perty, or 
(ii) an acquisition of property or a borrowing by any 
individual 
was to defer the day determined under paragraph (4)(b) in re- 
spect of the trust; and 


(d) in determining whether all or substantially all of the value of 
shares of the capital stock of a corporation is derived from other 
property, the other property shall be deemed to include property 
substituted for the other property and property attributable to 
profits, gains or distributions in respect of the other property and 
the substituted property. 


Related Provisions: 248(5) — Substituted property; 248(10) — Series of transac- 
tions or events. 


History: Subsec. 104(5.7) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(3), 
applicable after February 11, 1991. 


(5.8) Trust transfers — Where capital property (other than ex- 
cluded property), land included in inventory, Canadian resource 
property or foreign resource property is transferred at a particular 
time by a trust (in this subsection referred to as the “transferor 
trust”) to another trust (in this subsection referred to as the “‘trans- 
feree trust”) in circumstances in which. subsection 107(2) or 
107.4(3) or paragraph (f) of the definition “disposition” in subsec- 
tion 248(1) applies, 


(a) for the purposes of applying subsections (4) to (5.2) after the 
particular time, 


(1) subject to paragraphs (b) to (b.3), the first day (in this sub- 
section referred to as the “disposition day’) that ends at or 
after the particular time that would, if this section were read 
without reference to paragraph (4)(a.2) and (a.3), be deter- 
mined in respect of the transferee trust is deemed to be the 
earliest of 


(A) the first day ending at or after the particular time that 
would be determined under subsection (4) in respect of 
the transferor trust without regard to the transfer and any 
transaction or event occurring after the particular time, 


(B) the first day ending at or after the particular time that 
would otherwise be determined under subsection (4) in 
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; 


respect of the transferee trust without regard to any trans- | 


action or event occurring after the particular time, 


where 


(I) the transferor trust is a joint spousal or common- | 
law partner trust, a post-1971 spousal or common-law | 
partner trust or a trust described in the definition “pre- 


1972 spousal trust” in subsection 108(1), and 


(II) the spouse or common-law partner referred to in 
paragraph (4)(a) or in the definition “pre-1972 spousal 
trust” in subsection 108(1) is alive at the particular 
time, 


(C.1) the first day that ends at or after the particular time, 
where 


(1) the transferor trust is an alter ego trust, a trust to | 


which paragraph (4)(a.4) applies or a joint spousal or 
common-law partner trust; and 


(II) the taxpayer referred to in paragraph (4)(a) or 


(a.4), as the case may be, is alive at the particular time, — 


and 
(D) where 


(I) the disposition day would, but for the application of | 
this subsection to the transfer, be determined under | 


paragraph (5.3)(a) in respect of the transferee trust, 
and 


(iI) the particular time is after the day that would, but 
for subsection (5.3), be determined under paragraph 
(4)(b) in respect of the transferee trust, 


the first day ending at or after the particular time, and 


(11) where the disposition day determined in respect of the 
transferee trust under subparagraph (i) is earlier than the day 
referred to in clause (i)(B) in respect of the transferee trust, 
subsections (4) to (5.2) do not apply to the transferee trust on 
the day referred to in clause (i)(B) in respect of the transferee 
trust; 


(b) paragraph (a) does not apply in respect of the transfer where 


(i) the transferor trust is a post-1971 spousal or common-law 
partner trust or a trust described in the definition “pre-1972 
spousal trust” in subsection 108(1), 


(ii) the spouse or common-law partner referred to in para- 
graph (4)(a) or in the definition “pre-1972 spousal trust” in 
subsection 108(1) is alive at the particular time, and 


(iii) the transferee trust is a post-1971 spousal or common- 
law partner trust or a trust described in the definition “pre- 
1972 spousal trust” in subsection 108(1); 


(b.1) paragraph (a) does not apply in respect of the transfer 
where 


(i) the transferor trust is an alter ego trust, 


(ii) the taxpayer referred to in paragraph (4)(a) is alive at the 
particular time, and 


(iii) the transferee trust is an alter ego trust; 


(b.2) paragraph (a) does not apply in respect of the transfer 
where 


(i) the transferor trust is a joint spousal or common-law part- 
ner trust, 


(ii) either the taxpayer referred to in paragraph (4)(a), or the 
spouse or common-law partner referred to in that paragraph, 
is alive at the particular time, and 


(iii) the transferee trust is a joint spousal or common-law 
partner trust; 


(b.3) paragraph (a) does not apply in respect of the transfer 
where 


(i) the transferor trust is a trust to which paragraph (4)(a.4) 
applies, ; 


(C) the first day that ends at or after the particular time, ; 
/ 
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(ii) the taxpayer referred to in paragraph (4)(a.4) is alive at 
the particular time, and 


(iii) the transferee trust is a trust to which paragraph (4)(a.4) 
applies; and 


(c) for the purposes of subsection (5.3), unless a day ending 
before the particular time has been determined under paragraph 
(4)(a.1) or (b) or would, but for subsection (5.3), have been so 
determined, a day determined under subparagraph (a)(i) shall be 
deemed to be a day determined under paragraph (4)(a.1) or (b), 
as the case may be, in respect of the transferee trust. 


Related Provisions: 248(25.1) — Trust-to-trust transfers. 


History: The opening words of subsec. 104(5.8) amended by 2001, c. 17, subsec. 
78(12), applicable to transfers made after February 11, 1991 except that, for transfers 
made before December 24, 1998, the opening words shall be read as follows: 


(5.8) Where capital property (other than excluded property), land included in in- 
ventory, Canadian resource property or foreign resource property is transferred at 
a particular time by a trust (in this subsection referred to as the “transferor trust’’) 
to another trust (in this subsection referred to as the “transferee trust”) in circum- 
stances in which paragraph (e) of the definition “disposition” in section 54 or 
subsection 107(2) applies and the transferee trust is not described in paragraph 
(g) of the definition “trust” in subsection 108(1), 


The opening words formerly read: 


(5.8) Where capital property (other than excluded property), land included in in- 
ventory, Canadian resource property or foreign resource property is transferred at 
a particular time by a trust (in this subsection referred to as the “transferor trust’’) 
to another trust (in this subsection referred to as the “transferee trust’’) in circum- 
stances in which paragraph (e) of the definition “disposition” in section 54 or 
subsection 107(2) applies, 


The opening words of subpara. 104(5.8)(a)(i) amended by the said c. 17, subsec. 
78(13), applicable to transfers made after December 17, 1999. The opening words for- 
merly read: 


(i) subject to paragraph (b), the first day (in this subsection referred to as the 
“disposition day”) ending at or after the particular time determined under subsec- 
tion (4) in respect of the transferee trust shall be deemed to be the earliest of 


Cl. 104(5.8)(a)(~)(C) amended and cl. (C.1) added by the said c. 17, subsec. 78(14), 
applicable to transfers made after 1999. Cl. (C) formerly read: 


(C) where the transferor trust is a trust that is described in paragraph (4)(a) or the 
definition “pre-1972 spousal trust” in subsection 108(1) and the spouse or com- 
mon-law partner referred to in that paragraph or definition is alive at the particu- 
lar time, ‘the first day ending at or after the particular time, and 


Para. 104(5.8)(b) amended, and paras. (b.1) to (b.3) added, by the said c. 17, subsec. 
78(15), applicable to transfers made after 1999. Para. (b) formerly read: 


(b) where the transferor trust is a trust.(in this paragraph referred to as an “eligi- 
ble trust”) that is described in paragraph (4)(a) or the definition “pre-1972 
spousal trust” in subsection 108(1) and the spouse or common-law partner re- 
ferred to in that paragraph or definition is alive at the particular time, paragraph 
(a) does not apply in respect of the transfer where the transferee trust is an eligi- 
ble trust; and 


Subsec. 104(5.8) amended by 2000, c. 12, Sch. 2,\s. 1, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
Subsec. 104(5.8) added by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 42(3), applicable 
to property transferred after February 11, 1991 except that para. 104(5.8)(b) as it ap- 
plies to property transferred before December 21, 1991 shall be read as follows: 
(b) where the transferor trust or the transferee trust is a trust that is described in 
paragraph (4)(a) or the definition “‘pre-1972 spousal trust” in subsection 108(1) 
and the spouse referred to therein is alive at the particular time, paragraph (a) 
does not apply in respect of the transfer; and 


(6) Deduction in computing income of trust — For the pur- 
poses of this Part, there may be deducted in computing the income 
of a trust for a taxation year 


_ Proposed Amendment - aa -104(6) opening words - 


Application: The August 27, 2010 draft legislation. (Part I non-resident tru 
subsec. 9(1), will amend the opening words of subsec. 104(6) i “Subject | to 
sections (7) to (7.1),” to the beginning, applicable to taxatic y' 

and to each earlier taxation year of a trust to which subsec. 94(3), as amended, applies 
and each taxation year of a beneficiary vege? * the trust in which one of those bisiuee 
taxation. years of the trust ends. : : 


Technical Notes (Sept. 10, 2010): igebseetion 10406) yeierally pee a trust Ae 


deduct, in computing its income for a taxation year, an amount not exceeding the por- 


tion of its income otherwise determined for the year that becomes payable in the: year to 
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(a) in the case of an employee trust, the amount by which the 
amount that would, but for this subsection, be its income for the 
year exceeds the amount, if any, by which 


(i) the total of all amounts each of which is its income for the 
year from a business 


exceeds 


(ii) the total of all amounts each of which is its loss for the 
year from a business; 


(a.1) in the case of a trust governed by an employee benefit plan, 
such part of the amount that would, but for this subsection, be its 
income for the year as was paid in the year to a beneficiary; 


(a.2) where the taxable income of the trust for the year is subject 
to tax under this Part because of paragraph 146(4)(c) or subsec- 
tion 146.3(3.1), the part of the amount that, but for this subsec- 
tion, would be the income of the trust for the year that was paid 
in the year to a beneficiary; 


(a.3) in the case of an inter vivos trust deemed by subsection 
143(1) to exist in respect of a congregation that is a constituent 
part of a religious organization, such part of its income for the 
year as became payable in the year to a beneficiary; 
(a.4) in the case of an employee life and health trust, an amount 
that became payable by the trust in the year as a designated em- 
ployee benefit (as defined in subsection 144.1(1)); and 
(b) in any other case, such amount as the trust claims not ex- 
ceeding the amount, if any, by which 
(i) such part (in this section referred to as the trust’s “ad- 
justed distributions amount” for the taxation year) of the 
amount that, but for 


(A) this subsection, 
(B) subsections (5.1), (12), and 107(4), 


(C) the application of subsections (4), (5) and (5.2) in re- 

spect of a day determined under paragraph (4)(a), and 

(D) subsection 12(10.2), except to the extent that that sub- 

section applies to amounts paid to a trust described in par- 

agraph 70(6.1)(b) and before the death of the spouse or 

common-law partner referred to in that paragraph, 
would be its income for the year as became payable in the 
year to a beneficiary or was included under subsection 
105(2) in computing the income of a beneficiary 


exceeds 
(ii) where the trust 
(A) is a post-1971 spousal or common-law partner trust 
that was created after December 20, 1991, or 


(B) would be a post-1971 spousal or common-law partner 

trust if the reference in paragraph (4)(a) to “at the time it 

was created” were read as “on December 20, 1991”, 
and. the spouse or common-law partner referred to in para- 
graph (4)(a) in respect of the trust is alive throughout the 
year, such part of the amount that, but for 

(C) this subsection, 

(D) subsections (12) and 107(4), and 

(E) subsection 12(10.2), except to the extent that that sub- 

section applies to an amount paid to a trust described in 

paragraph 70(6.1)(b) and before the death of the spouse or 

common-law partner referred to in that paragraph, 
would be its income for the year as became payable in the 
year to a beneficiary (other than the spouse or common-law 
partner) or was included under subsection 105(2) in comput- 


S. 104(6)(b)(ii) 


ing the income of a beneficiary (other than the spouse or 
common-law partner), 


(ii.1) where the trust is an alter ego trust or a joint spousal or 
common-law partner trust and the death or later death, as the 
case may be, referred to in subparagraph (4)(a)(iv) has not 
occurred before the end of the year, such part of the amount 
that, but for this subsection and subsections (12), 12(10.2) 
and 107(4), would be its income as became payable in the 
year to a beneficiary (other than a taxpayer, spouse or com- 
mon-law partner referred to in clause (4)(a)(iv)(A), (B) or 
(C)) or was included under subsection 105(2) in computing 
the income of a beneficiary (other than such a taxpayer, 
spouse or common-law partner), 


(iii) where the trust. is an alter ego trust, a joint spousal or 
common-law partner trust, a trust to which paragraph (4)(a.4) 
applies or a post-1971 spousal or common-law partner trust 
and the death or the later death, as the case may be, referred 
to in paragraph (4)(a) in respect of the trust occurred on a day 
in the year, the amount, if any, by which 


(A) the maximum amount that would be deductible under 
this subsection in computing the trust’s income for the 
year if this subsection were read without reference to this 
subparagraph 


exceeds the total of 


(B) the amount that, but for this subsection and subsec- 
tions (12), 12(10.2) and 107(4), would be its income: that 
became payable in the year to the taxpayer, spouse or 
common-law partner referred to in subparagraph 
(4)(a)(iti), clause (4)(a)(iv)(A), (B) or (C) or paragraph 
(4)(a.4), as the case may be, and 


(C) the amount that would be the trust’s income for. the 
year if that income were computed without reference to 
this subsection and subsection (12) and as if the year be- 
gan immediately after the end of the day, and 


(iv) where the trust is a SIFT trust for the, taxation year, the 
amount, if any, by which 


(A) its adjusted distributions amount for the taxation year 
exceeds 
(B) the amount, if any, by which 


(1) the amount that would, if this Act were read with- 
out reference to this subsection, be its income for the 
taxation year 


exceeds 


(II) its non-portfolio earnings for the taxation year. 


Related Provisions: 4(3)(b) — Whether deductions under 104(6) are applicable to a 
particular source; 104(5.3)— Election by trust to postpone deemed disposition; 
104(7) — Non-resident beneficiary; 104(7.01) — Limitation where non-resident trust 
deemed resident in Canada; 104(7.1) — Deduction denied — capital interest greater 
than income interest; 104(10) — Property owned for non-resident; 104(13) — Income 
inclusion to beneficiary; 104(13.1), (13.2) — Designation of income distributed to ben- 
eficiary; 104(16) — SIFT distribution deemed to be dividend; 104(18) — Trust for mi- 
nor; 104(24) — Whether amount payable; 104(29) — Amounts deemed to be payable 
to beneficiaries; 107(2.11) — Election to not flow out gain on distribution to benefi- 
ciaries; 107.1 — Deemed disposition where employee trust or employee benefit plan 
distributes property; 108(5) — Restriction on deduction for beneficiary; 111(8)“non- 
capital loss”(a.1) — Amount under 104(6)(a.4) included in calculation of ELHT’s non- 
capital loss; 120.4 — Kiddie tax on beneficiary’s income; 132.11(6) — Additional in- 
come of mutual fund trust electing for December 15 year-end; 138.1(1) — Rules re 
segregated funds; 144.1(3)(b) — No deduction to employee life and health trust if op- 
erated primarily for benefit of key employees; 146.2(6)(c) — No deduction under 
104(6) for TFSA that is required to pay Part I tax; 149.1(12) — Rules — charities; 
210.2 — Tax on income of trust. 


History: Para. 104(6)(a.4) added by 2010, c. 25, s. 16, applicable after 2009. 


The opening words of subpara. 104(6)(b)(i) amended by 2007; c. 29, subsec. 8(1), 
deemed to have come into force on October 31, 2006. They formerly read: 


(i) such part of the amount that, but for 


Subpara. 104(6)(b)(iv) added by the said c. 29, subsec. '8(2), deemed to have come into 
force on October 31, 2006. 


Para. 104(6)(a.3) added by 2001, c. 17, subsec. 78(16), applicable to 1998 er seq. 


Income Tax Act, Part I, Division B 


Cls. 104(6)(b)(ii)(A) and (B) amended by the said c. 17, subsec. 78(17); applicable to 
2000 et seq. The cls. formerly read: 


(A) is described in paragraph (4)(a) and was created after December 20, 1991, or 


(B) would be described in paragraph (4)(a) if the reference therein to “at the time 
it was created” were read as “on December 20, 1991” 


Subpara. 104(6)(b)(ii.1) added and subpara. (iii) amended by the said c. 17, subsec. 
78(18), applicable to 2000 et seg. Subpara. (iii) formerly read: 


(iti) where the trust is described in paragraph (4)(a) and the spouse or common- 
law partner referred to in paragraph (4)(a) in respect of the trust ed's on a day in 
the year, the part of the amount that, but for 


(A) this subsection, and 
(B) subsections (12) and 107(4) 


would be the part of its income for the year that became payable in the year toa 
beneficiary (other than the spouse or common-law partner) and as is attributable 
to one or more dispositions by the trust before the end of that day of capital 
properties (other than excluded properties), land described in an inventory of the 
trust, Canadian resource properties or foreign resource properties. 


Subsec. 104(6) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)‘“common-law partner”. 


Para. 104(6)(a.2) added by 1998, ¢. 19, subsec. 127(2), applicable to 1996 et seq. 


Subpara. 104(6)(b)(iii) added by 1996, c. 21, subsec. 18(6), applicable to trust taxation 
years that end after July 19, 1995. 


Para. 104(6)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(4), applica- 
ble to 1991 et seq., except that for taxation years of trusts ending after 1990 and before 
December 21, 1991, the para. shall be read as follows: 


(b) in any other case, such amount as the trust claims not exceeding such part of 
the amount that, but for 


(i) this subsection, 

(ii) subsections (5.1) and (12), 

(iii) subsections (4), (5) and (5.2) and 107(4), where the trust is a trust de- 
scribed in paragraph (4)(a), and 

(iv) subsection 12(10.2), except to the extent that that subsection applies to 


amounts paid to.a trust described in paragraph 70(6.1)(b) and before. the 
death of the spouse referred to in that paragraph, 


would be its income for the year as became payable in the year to a beneficiary 
or was included under subsection 105(2) in computing the income of a 
beneficiary. 


Para. 104(6)(b) formerly read: 


(b) in any other case, such amount as the trust may claim not exceeding such part 
of the amount that, but for this subsection, subsection (12).and, where the trust is 
a trust described in paragraph (4)(a), subsections (4), (5), (5.2) and 107(4), 
would be its income for the year as became payable in the year to a beneficiary 
or was included in computing the income of a beneficiary for the year by reason 
of subsection 105(2). 
Selected Cases [subsec. 104(6)]: Cockeram vy. R., [2004] 3 C.T.C. 2457 (TCC) 
(Mere intention does not create a trust); Langer Family Trust v. MNR, [1992] 1 C.T.C. 
2119 (TCC) (No deduction where income not “paid in the year to the person”); Brown 
v. R., [1979] C.T.C. 476 (FCTD) (Taxpayer required to include income received even 
though estate not claiming deduction). 


Interpretation Bulletins: IT-85R2: Health and welfare trusts for employees; IT- - 


286R2: Trusts — amount payable; IT-342R: Trusts — income payable to beneficiaries; 
IT-381R3: Trusts — capital gains and losses and the flow-through of taxable capital 
gains to beneficiaries; IT-394R2: Preferred beneficiary election; IT-465R — Non-resi- 
dent beneficiaries of trusts; IT-493: Agency cooperative’ corporations; IT-5O0R: 
RRSPs — death of annuitant; IT-502: Employee benefit plans and employee trusts. 


1.T. Technical News: 11 (payments made by a trust for the benefit: of a minor 
beneficiary); 25. (health and welfare trusts). 
CRA Audit Manual: 16.2.3: Income allocated and designated to beneficiaries. 


Advance Tax Rulings: ATR-65: Reduction to management fees for large invest- 
ments in a mutual fund. 


(7) Non-resident beneficiary — No deduction may be made 
under subsection (6) in computing the income for a taxation year of 
a trust in respect of such part of an amount that would otherwise be 
its income for the year as became payable in the year to a benefici- 
ary who was, at any time in the year, a designated beneficiary of the 
trust (as that expression applies for the purposes of section 210.3) 
unless, throughout the year, the trust was resident in Canada. 

Related Provisions: 104(24) — Whether amount payable; 210.2(1) — Part XII.2 tax 


on trust; 212(1)(c) — Withholding tax on payment to non-resident beneficiary; 
250(6.1) — Trust that ceases to exist deemed resident throughout year. 


Interpretation Bulletins: IT-393R2: Election re tax on rents and timber royalties — 
non-residents. 


710 


Subdivision k — Trusts and Beneficiaries 


pe caicis ” Proposed Addition — 104(7.01) « 
7.01), Trusts deemed to be resident in Canada. [— 


nitation on deduction] —Tf a trust is deemed by subsection 
94(3) to be resident in Canada for a taxation year for the purpose ue 
of computing the trust’s income for the year, the maximum — 


amount deductible under subsection (6) in. a meh its: income 
for the year is the amount, if any, by which fooges: a) - 


(a) the maximum amount that, if this: Act were ae: sbittiiur 


__ reference to this subsection, would be deductible under subsece i 
— tion (6) i in nee ta its income aor ose Paget eg 


Pe, : ; a ik sp hoe ea 
, (b) the total. ts oehe aces i 


(i) the portion of the trust’ s ddsignated ineoene ae aie pare | 
- (within the meaning assigned by section 210) that became 


"payable in the year to a non-resident beneficiary under the 
-_ trust in respect of an interest of the non-resident as a bene- 
" ficiary under the trust, and 


“AXB. 


where 


A ‘is an amount (other than an amount desctibed t in subpar 


pores (Oj that, 4.447. : 


_ {A) ts paid or credited beaciny ring meaning gasigned | 


Slaby Part XII) in the year to the trust, 


__ (B) would; if this Act were read. without rebrende 10 
subparagraph 94(3)(a)(viii), paragraph 212@)(b) and 


_ ‘sections 216 and 217, be an amount as a conse- 
. quence of the payment or crediting of which the trust 


eS “ would have been liable to tax under Part XIII, and 


, (C) becomes payable in the year by the trust to a 
| non-resident beneficiary under the trust in respect of 


poe an interest of the non-resident 2 as a sphecuperey =e cout 
2 me ests sai Ve 


ay 0. 35, if the trust can establish to the ailsfacton 
of the Minister that the non-resident beneficiary to 


whom the amount described in the description of A 
__ is payable is resident in a country with which Can- 
- ada has a tax treaty under which the income tax that 

Canada may impose on the beneficiary in ee of ‘ 


bs the amount is limited, and 
-(B) 0. 6, in any other case. 


Application: The August 27, 2010 draft legislation (Part i — dmteaiibont ae. 
subsec. 9(2), will add subsec. 104(7.01), applicable to taxation years that end. after 
2006, and to each earlier taxation year ofa trust to which subsec. 94(3), as amended, 
applies and each taxation year of a beneficiary under the trust in which one of those 


earlier taxation years of the trust ends. Pin 


Technical Notes (Sept. 10, 2010): Subsection 104(6) eehepaty pevinits a trust to . 
deduct, in computing income for a taxation year, an amount not exceeding the por- — 
tion of its income for the year that becomes payable in the year to a beneficiary under 

the trust. Because of subsection 104(24), trust income is deemed not to have become 
payable in the year to a beneficiary unless it is paid in the year to the beneficiary Or 


the beneficiary was entitled i in the year to enforce payment of the amount. 


New subsection 104(7.01) restricts the amount that a trust, that is deemed by subsec- / 
tion 94(3) to be resident in Canada (referred to in this commentary as a “subsection : 
94(3) trust”), can deduct under subsection 104(6) in computing its income in ‘the — 


event that the trust has Canadian-source income and makes distributions to ‘benefi- 
ciaries not resident in Canada. j é L 


In effect, subsection 104(7.01) acts as a proxy Ab taxes under Parts XII.2 and XIII of 
the Act in connection with Canadian-source income earned by a subsection 94(3) 


trust that has become payable by the trust to its non-resident beneficiaries. 


New subsection 94(3) deems a trust to which it applies to be resident in Canada for 
certain purposes, not including Part XII.2. Accordingly, a trust that is resident in 
Canada solely because of the deeming provision in subsection 94(3) would generally 
be non-resident for purposes: of Part X11.2. Because of an existing exemption for non- 
resident trusts in Part XIJ.2, the tax under that Part does not apply to such a trust. (A 
subsection 94(3) trust remains a non-resident also for purposes of determining 
whether any other trust is liable to tax under Part XIL.2 in respect of distributions to 
the subsection 94(3) trust.) ‘ 


7 : aia all amounts each of which i is : determined ed by the Toe d 


S. 104(7.01) 


A enor 94(3) trust is also exempt from Part XIII withholding obligations on 


Tt ould aa. be ole that ceneks that ne or aeaita an 1 amount toa eubsection es 
trust are still, subject to a withholding obligation under section 215 notwithstanding 
that the trust itself is exempt from Part XIII tax. This is because new paragraph 
94(4)(c). provides that the deemed Canadian residence under subsection 94(3) does 
not apply for the purposes of determining withholding obligations under section 215. 
The CRA will hold the withholding taxes paid and, as required by. paragraph 
apply, them on account of the trust’ 's Part I tax liability, but only to the 


extent the amount on which Part XIII tax is paid i is an amount included in the trust’s 
income. The existing provisions of the Act do not expressly give a Part XIII exemp- 
tion in this regard to trusts that are subject to existing subsection 94(1). Instead, ex- 
isting subparagraph 94(1)(¢)(ii) allows a tax credit to be claimed by those trusts 
ction 126 i in connection with Part xUT tax on payments made to those trusts. 


above, ‘subsection 104(7. 01) reduces the maximum ‘deduction under 
6). More. specifically, ‘the amount by which the maximum deduction 
under subsection TONG) in) 4 taxation’ nae is: aes under subsection sha we is 
équal to the total Of: : : : 


© the: portion of the trust’s : SeRSTRRY income” for the year (as defined in Part 
XII.2) that became payable in the year to a non-resident beneficiary (including | 
another subsection 94(3) trust) under the trust in respect of an interest of the non- - 


. 7 pesident as a 4 dae ot under the trust, and . 


all amounts eh of eo is » the pidduer ‘obtained by multiplying a specified 
» factor by each particular amount that is paid or credited in the year to the trust 
_ that would, disregarding express provisions to the contrary in the Act, be subject. 
to Part XIII tax and that is payable in the year to a non-resident beneficiary (in- 
-- cluding: another subsection 94(3) trust) under the t trust in respect of an interest of 
the non-resident as a beneficiary under the trust. 


,¢ 


The “specified factor in respect of each particular amount described in the second 
paragraph above is 0.35, if the trust can establish to the satisfaction of the Minister of 

] Revenue that the non-resident beneficiary to whom the particular amount is 
sident ina country with which ‘Canada has a tax treaty under which the 
income tax that Canada may impose on the beneficiary i in (gee ‘of the amount is 
limited. In any other case, the specified factor is 0.6. : ) 


This. amendment applies to taxation years that end after 2006. It also sonics | to each © 
earlier taxation year of a trust to which subsection 94(3) applies (because of a valid 
election by the trust under the coming- -into-force provision for new section 94) and 
each taxation year of a beneficiary under Me trust in which one of those earlier taxa 
tion years of the trust ends. : 


The example’ ‘below illustrates the operation ‘of new subsection hee 01). 
Example 


Trust xi is an n offshore trust established by Stefan, a long-term resident of Can- 
ada. The primary beneficiaries under the trust are Linda (a resident of Canada), 
Tim (a resident of non-Treatyland) and Bart (a resident of the United States). 


Trust X receives $1,600 of income in its 2007 taxation year. This income consists. 
of $400 of taxable dividends received from a taxable Canadian corporation. The 
remaining $1,200 of income is from other sources, none of which is shikecreneted 
income” (as defined in Part XH.2) of the trust. 


$1, 050 of Trust x ‘Ss income for 2007 is made payable in the year to Bart. Of this 
amount, $100 represents the taxable dividends. Trust X makes payable $200 of — 
its income to Tim. Of this amount, $200 represents the taxable dividends. The 
- remaining $350 of the trust’s income is made payable in the year to Linda. Of 
ap) tas. amount, $1 00 represents the taxable dividends. 


- roe x is assumed to have designated the $400 of taxable siideds under sub- - 
__. section 104(19). ( Where a designation under subsection 104(19) is available and 

the designation is made, the. designated portion of the dividend income of the — 

~ trust will, for the purposes of the Act (other than Part XII), maintain its charac- ~ 

ter, as oldie income, in eg ee a? the ree nied J: 


Results. : 


1. Because Trust x he a sy esident Conia aor at he end of its 2007 taxation 
__ year, the trust is deemed by new subsection 94(3 3) to be oat in ae for 
the: purposes of computing its income. i 


» 2 Before taking into account any deduction under subsection 104(6), Trust X's 
income is $1, no Note Jed: the ON in singe is sienna in nine the 
trust's. income. i 


13: Before taking into account new subsection ‘104( a al ms the maximum deduction 
under subsection 104(6) is also $1,600. Co OS 


4. Because of subsection 104( 7.01 ), the maximum deduction under subsection 
- 104(6) is reduced to $1,445 (i.e., $1,600 minus the total of: nil + ((.60 X $200)’ 
and (0.35 x $100))). 
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5. Assuming that the trust claims a deduction of $1,445 under subsection 104(6), 
the trust would consequently have income of $155. If a tax rate of 42.92% were 
assumed (i.e., combined federal rates of 29% (because of subsections 122(1) and 
117(2)) and 13.92% (because of subsection 120(1))), the trust would be liable — 
for Canadian income tax of approximately $67. Note that the trust is exempt 
from having to collect a Part XIII tax in respect of the amounts made payable to 
Bart and Tim that are referred to in paragraph 104(7.01)(b) in respect of the 
trust for the particular taxation year, because these are exempt amounts for the 
purposes of subparagraph 94(3)(a)(ix). In the absence of this exemption, the — 
Part XII tax that would have had to have been collected by the trust in respect 
of the amounts made payable to Bart and Tim would have been $65 (i.e., 25% of 
$200 and 15% of $100), which is approximately equal to the tax that the trust 
must pay as a result of the application of subsection 104(7.01). 

Related Provisions: 94(1)“exempt amount”(b) — Amount under 104(7.01)(b) is _ 

exempt amount for non-resident trust rules; 104(24) — Whether amount payable to 

beneficiary. : : — < 


(7.1) Capital interest greater than income interest — Where 
it is reasonable to consider that one of the main purposes for the 
existence of any term, condition, right or other attribute of an inter- 
est in a trust (other than a personal trust) is to give a beneficiary a 
percentage interest in the property of the trust that is greater than 
the beneficiary’s percentage interest in the income of the trust, no 
amount may be deducted under paragraph (6)(b) in computing the 
income of the trust. 

Related Provisions: 104(7.2) — Anti-avoidance rule. 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries. 


Advance Tax Rulings: ATR-65: Reduction to management fees for large invest- 
ments in a mutual fund. 


(7.2) Avoidance of subsec. (7.1) — Notwithstanding any other 
provision of this Act, where 


(a) a taxpayer has acquired a right to or to acquire an interest in 
a trust, or a right to or to acquire a property of a trust, and 


(b) it is reasonable to consider that one of the main purposes of 
the acquisition was to avoid the application of subsection (7.1) 
in respect of the trust, 


on a disposition of the right (other than pursuant to the exercise 
thereof), the interest or the property, there shall be included in com- 
puting the income of the taxpayer for the taxation year in which the 
disposition occurs the amount, if any, by which 


(c) the proceeds of disposition of the right, interest or property, 
as the case may be, 


exceed 


(d) the cost amount to the taxpayer of the right, interest or pro- 
perty, as the case may be. 


(8) [Repealed under former Act] 
(9) [Repealed under former Act] 


(10) Where property owned for non-residents [income 
from NRO] — Where all the property of a trust is owned by the 
trustee for the benefit of non-resident persons or their unborn issue, 
in addition to the amount that may be deducted under subsection 
(6), there may be deducted in computing the income of the trust for 
a taxation year for the purposes of this Part, such part of the divi- 
dends and interest received by the trust in a year from a non-resi- 
dent-owned investment corporation as are not deductible under that 
subsection in computing the income of the trust for the year. 

Related Provisions: 104(11) — Dividend received from non-resident-owned invest- 


ment corporation; 134.1 — Transitional rule re elimination of NROs; 212(9) — Ex- 
emptions from withholding tax. 


(11) Dividend received from _ non-resident-owned 
investment corporation — Where any part of the dividends re- 
ceived in a taxation year by a trust described in subsection (10) 
from a non-resident-owned investment corporation are deductible 
under that subsection in computing the income of the trust for the 
year, for the purposes of Part XIII the trust shall be deemed to have 
paid to a non-resident person on the last day of the year an amount 
equal to that part, as income of the non-resident person from the 
trust. 


Income Tax Act, Part I, Division B 


Related Provisions: 134.1 — Transitional rule re elimination of NROs; 212(1)(c) — 
Estate or trust income; 212(9) — Exemptions from non-resident withholding tax. 


(12) Deduction of amounts included in_ preferred 
beneficiaries’ incomes — There may be deducted in computing 
the income of a trust for a taxation year the lesser of 


(a) the total of all amounts designated under subsection (14) by 
the trust in respect of the year, and 


(b) the accumulating income of the trust for the year. 


Related Provisions: 4(3)(b) — Whether deductions under 104(12) are applicable to 
a particular source; 104(6) — Deduction in computing trust income; 104(13) — In- 
come payable to beneficiary; 108(1) — Accumulating income defined; 108(5) — Re- 
striction on deduction for beneficiary; 149.1(12) — Rules — charities. 


History: Subsec. 104(12) amended by 1996, c. 21, subsec. 18(7), applicable to trust 
taxation years that begin after 1995. The subsec. formerly read: 


(12) Deduction of part of accumulating income included in. preferred 
beneficiary's income — For the purposes of this Part, there may be deducted in 
computing the income of a trust for a taxation year such part of its accumulating 
income for the year as was required by subsection (14) to be included in comput- 
ing the income of a preferred beneficiary. 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries; IT-394R2: Preferred beneficiary elec- 
tion; IT-465R: Non-resident beneficiaries of trusts; IT-SOOR: RRSPs — death of an 
annuitant. 


Advance Tax Rulings: ATR-34: Preferred beneficiary’s election. 


(13) Income of beneficiary — There shall be included in com- 
puting the income for a particular taxation year of a beneficiary 
under a trust such of the following amounts as are applicable: 


(a) in the case of a trust (other than a trust referred to in para- 
graph (a) of the definition “trust” in subsection 108(1)), such 
part of the amount that, but for subsections (6) and (12), would 
be the trust’s income for the trust’s taxation year that ended in 
the particular year as became payable in the trust’s year to the 
beneficiary; and 


(b) in the case of a trust governed by an employee benefit plan 
to which the beneficiary has contributed as an employer, such 
part of the amount that, but for subsections (6) and (12), would 
be the trust’s income for the trust’s taxation year that ended in 
the particular year as was paid in the trust’s year to the 
beneficiary. 


Related Provisions: 6(1)(h) — Income from employee trust; 12(1)(m) — Income 
inclusion — benefits from trusts; 53(2)(h) — Reduction of ACB of beneficiary’s inter- 
est re amount paid or payable by trust; 104(13.1), (13.2) — Designation of distributed 
income by trust; 104(16)(c) — SIFT distribution deemed not to be payable to benefici- 
ary; 104(18) — Trust for minor; 104(19) — Portion of taxable dividends deemed re- 
ceived by beneficiary; 104(21) — Portion of taxable capital gains deemed gain of bene- 
ficiary; 104(22)-(22.4) — Foreign tax credit allocation to beneficiary; 104(24) — 
Whether amount payable; 104(27) — Pension benefits; 104(29) — Flow-out of re- 
source amounts; 104(30), (81) — Deduction for Part XII.2 tax; 106(1) — Income inter- 
est in trust; 106(2)(a)(ii) — Reduction of income inclusion on disposition of income 
interest; 107(2.11) — Election to not flow out gain to beneficiaries on distribution; 
107.1 — Deemed cost to beneficiary where employee trust or employee benefit plan 
distributes property; 107.3(4) — No application to qualifying environmental trusts; 
108(S5) — Amount deemed to be income from trust; 120.4(1)“split income”’(c) — Kid- 
die tax on certain trust income of children; 132.11(4) — Amounts paid from Dec. 16- 
31 by mutual fund trust to beneficiary; 132.11(6) — Additional income of MFT elect- 
ing for Dec. 15 year-end; 146(8.1) — RRSP — deemed receipt of refund of premiums; 
210.2 — Tax on income of trust; 212(1)(c)—Non-resident withholding tax; 
214(3)(f) — Non-resident withholding tax — deemed payments; 250(6.1) — Trust that 
ceases to exist deemed resident throughout year; 250.1(b) — Non-resident trust 
deemed to have income calculated under the Act. 


History: Subsec. 104(13) amended by 2001, c. 17, subsec. 78(19), applicable to 2000 
et seq. The subsec. formerly read: 


(13) There shall be included in computing the income for a taxation year of a 
beneficiary under a trust such of the following amounts as are applicable: 


(a) in the case of a trust (other than a trust referred to in paragraph (a) of the 
definition “trust” in subsection 108(1)) that was resident in Canada through- 
out its particular taxation year that ended in the year, such part of the amount 
that, but for subsections (6) and (12), would be the trust’s income for the 
particular year as became payable in the particular year to the beneficiary; 


(b) in the case of a trust governed by an employee benefit plan to which the 
beneficiary has contributed as an employer, such part of the amount that, but 
for subsections (6) and (12), would be the income of the trust for its particu- 
lar taxation year that ended in the year as was paid in the particular year to 
the beneficiary; and 2 
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(c) in the case of a trust,(other than a trust referred to in. paragraph (a) or 
paragraph (a) of the definition “trust” in subsection 108(1)), all amounts that 
became payable in the year by the trust to the beneficiary in respect of the 
beneficiary’s interest in the trust, otherwise than 


(i) as proceeds of disposition of the beneficiary’s interest or part thereof, 
or 


(ii) an amount paid as a distribution of capital by a personal trust. 


Para. 104(13)(b) substituted by 1984, c. 1, subsec. 45(5), to substitute “in any case 
other than that of a trust governed by an employee benefit plan” for “in any other case”, 
applicable to 1980 er seq. 


Subsec. 104(13) substituted by 1980-81-82-83, c. 140, subsec. 60(4), applicable to 

1980 et seg. Subsec. 140(13) formerly read: 
(13) Such part of the amount that would be the income of a trust (other than a 
trust governed by an employee benefit plan) for a taxation year if no deduction 
were made under subsection (6), (12) or 20(16) or under regulations made under 
paragraph 20(1)(a) as was payable in the year to a beneficiary shall be included 
in computing the income of the person to whom it so became payable whether or 
not it was paid to him in that year and shall not be included in computing his 
income for a subsequent year in which it was paid. 


Subsec. 104(13) substituted by 1980-81-82-83, c. 48, subsec. 54(2), to add “(other than 
a trust governed by an employee benefit plan)”, applicable to 1980 et seq. 


Subsec. 104(13) substituted by 1977-78, c. 1, subsec. 49(4), applicable to taxation 
years commencing after May 25, 1976 and ending after March 1977, to add reference 
to subsec. 20(16). 


Selected Cases [subsec. 104(13)]: Brown v. R., [1979] C.T.C. 476 (FCTD) 
(Taxpayer required to include income received even though estate not claiming 
deduction). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-201R2: Foreign tax credit — trust and benefi- 
ciaries; IT-243R4: Dividend refund to private corporations; IT-286R2: Trusts — 
amount payable; IT-342R: Trusts— income payable to beneficiaries; IT-381R3: 
Trusts — capital gains and losses and the flow-through of taxable capital gains to bene- 
ficiaries; IT-385R2: Disposition of an income interest in a trust; IT-465R: Non-resident 
beneficiaries of trusts; IT-SOOR: RRSPs — death of an annuitant; IT-502: Employee 
benefit plans and employee trusts; IT-524: Trusts — flow-through of taxable dividends 
to a beneficiary — after 1987; IT-531: Eligible funeral arrangements. 


I.T. Technical News: 11 (payments made by a trust for the benefit of a minor 
beneficiary). 


CRA Audit Manual: 16.2.3: Income allocated and designated to beneficiaries. 
Forms: T4011: Preparing returns for deceased persons [guide]. 


(13.1) Amounts deemed not paid — Where a trust, in its return 
of income under this Part for a taxation year throughout which it 
was resident in Canada and not exempt from tax under Part I by 
reason of subsection 149(1), designates an amount in respect of a 
beneficiary under the trust, not exceeding the amount determined by 
the formula 


A 
=x(C+>D=E 
B®! ) 


where 


A is the beneficiary’s share of the income of the trust for the year 
computed without reference to this Act, 


B is the total of all amounts each of which is a beneficiary’s share 
of the income of the trust for the year computed without refer- 
ence to this Act, 


C is the total of all amounts each of which is an amount that, but 
for this subsection or subsection (13.2), would be included in 
computing the income of a beneficiary under the trust by reason 
of subsection (13) or 105(2) for the year, 


D is the amount deducted under subsection (6) in computing the 
income of the trust for the year, and 


E is equal to the amount determined by the trust for the year and 
used as the value of C for the purposes of the formula in subsec- 
tion (13.2) or, if no amount is so determined, nil, 


the amount so designated shall be deemed, for the purposes of sub- 
sections (13) and.105(2), not to have been paid. or to have become 
payable in the year to or for the benefit of the beneficiary or out of 
income of the trust. 

Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada; 108(1) — “trust”; 250(6.1) — Trust that ceases to exist deemed resident 
throughout year; 257 — Formula cannot calculate to less than zero. 
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Selected Cases [subsec. 104(13.1)]: Lussier v. R., [2000] 2 C.T.C. 2147 (TCC) 
(No statutory limitation regarding election to attribute income). 


Interpretation Bulletins: IT-342R: Trusts —income payable to ‘beneficiaries; IT- 
381R3: Trusts — capital gains and losses and the flow-through of taxable capital gains 
to beneficiaries; IT-394R2: Preferred ‘beneficiary election. 


(13.2) Idem — Where a trust, in its return of income under this 
Part for a taxation year throughout which it was resident in Canada 
and not exempt from tax under Part I by reason of subsection 
149(1), designates an amount in respect of a beneficiary under the 
trust, not exceeding the amount determined by the formula 

A 


—=xXC 
B 


where 


A is the amount designated by the trust for the.year in ncappet of 
the beneficiary under subsection (21), 


B is the total of all amounts each of which has been designated for 
the year in respect of a beneficiary of the trust under subsection 
(21), and 


C is the amount determined by the trust and used in computing all 
amounts each of which is designated by the trust for the year 
under this subsection, not exceeding the amount by which 


(i) the total of all amounts each of which is an amount that, 
but for this subsection or subsection (13.1), would be in- 
cluded in computing the income of a beneficiary under the 
trust by reason of subsection (13) or 105(2) for the year 


exceeds 


(ii) the amount deducted under subsection (6) in computing 
the income of the trust for the year, 


the amount so designated shall 


(a) for the purposes of subsections (13) and 105(2) (except in the 
application of subsection (13) for the purposes of subsection 
(21)), be deemed not to have been paid or to have become paya- 
ble in the year to or for the benefit of the beneficiaries.or out of 
income of the trust; and 


(b) except for the purposes of subsection (21) as it applies for 
the purposes of subsections (21.1) and (21.2), reduce the amount 
of the taxable capital gains of the beneficiary otherwise included 
in computing the beneficiary’s income for the year by reason of 
subsection (21). 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada; 250(6.1) — Trust that ceases to exist deemed resident throughout year. 


Interpretation Bulletins: IT-342R: Trusts — income payable to beneficiaries; IT- 
381R3: Trusts — capital gains and losses and the flow-through of taxable capital gains 
to beneficiaries. 


(14) Election by trust and preferred beneficiary — Where a 
trust and a preferred beneficiary under the trust for a particular taxa- 
tion year of the trust jointly so elect in respect of the particular year 
in prescribed manner, such part of the accumulating income of the 
trust for the particular year as is designated in the election, not. ex- 
ceeding the allocable amount for the preferred, beneficiary in re- 
spect of the trust for the particular year, shall be included in com- 
puting the income of the preferred beneficiary for the beneficiary’s 
taxation year in which the particular year ended and shall not be 
included in computing the income of any beneficiary of the trust for 
a subsequent taxation year. 

Related Provisions: 12(1)(m)—Income  inclusion— benefits from — trusts; 
94(3)(a)(iii) [proposed] — Application to trust deemed resident in Canada; 104(12) — 
Deduction for amount included in preferred beneficiary’s income; 104(14.01), 
(14.02) — Late, amended or revoked election made with capital gains exemption elec- 
tion; 104(15) — Allocable amount; 104(19)— Portion of net taxable dividends 
deemed received by beneficiary; 104(21) — Portion of taxable capital gains deemed 
gain of beneficiary; 108(5) — Interpretation; 146(8.1)— RRSP — deemed receipt of 
refund premiums; 220(3.2), Reg. 600(b) — Late filing or revocation of-election. 


History: Subsec. 104(14) amended by 1996, c. 21, subsec. 18(8), applicable to trust 
taxation years that begin after 1995. The subsec. formerly read: 


(14) Where a trust and a preferred beneficiary thereunder jointly so elect in re- 
spect of a taxation year in prescribed manner and within prescribed time, such 
part of the accumulating income of the trust for the year as is designated in the 
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election, not exceeding the preferred beneficiary’s share therein, shall be in- 
cluded in computing the income of the preferred beneficiary for the year, and 
shall not be included in computing the income of any beneficiary of the trust for 
a subsequent year in which it was paid. 


Selected Cases [subsec. 104(14)]: Muzich Family Trust v. MNR, [1993] 1 C.T.C. 
2330 (TCC) (Preferred beneficiary election not valid where not filed in prescribed form 
nor within prescribed time). 


Regulations: 2800(1), (2) (prescribed manner, prescribed time). 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries; 
IT-243R4: Dividend refund to private corporations; IT-381R3: Trusts — capital gains 
and losses and the flow-through of taxable capital gains to beneficiaries; IT-394R2: 
Preferred beneficiary election; IT-SOOR: RRSPs — death of an annuitant; IT-524: 
Trusts — flow-through of taxable dividends to a beneficiary — after 1987. 


Information Circulars: 07-1: Taxpayer relief provisions. 
CRA Audit Manual: 16.2.4: Preferred beneficiaries. 


Advance Tax Rulings: ATR-30: Preferred beneficiary election on accumulating 
income of estate; ATR-34: Preferred beneficiary’s election. 


(14.01) Late, amended or revoked election — A trust and a 
preferred beneficiary under the trust may jointly make an election, 
or amend or revoke an election made, under subsection (14) where 
the election, amendment or revocation 


(a) is made solely because of an election or revocation to which 
subsection 110.6(25), (26) or (27) applies; and 


(b) is filed in prescribed manner with the Minister when the 
election or revocation referred to in paragraph (a) is filed. 


Related Provisions: 104(14.02) — Effect of election. 


History: Subsec. 104(14.01) added by 1998, c. 19, subsec. 127(3), applicable to taxa- 
tion years that include February 22, 1994. 


(14.02) Late, amended or revoked election — Where a trust 
and a preferred beneficiary under the trust have made an election or 


amended or revoked an election in accordance with subsection 
(14.01), 


(a) the election or the amended election, as the case may be, is 
deemed to have been made on time for the purpose of subsection 
(14); and 


(b) the election that was revoked is deemed, otherwise than for 
the purposes of this subsection and subsection (14.01), never to 
have been made. 


History: Subsec. 104(14.02) added by 1998, c. 19, subsec. 127(3), applicable to taxa- 
tion years that include February 22, 1994. 


(14.1) NISA election — Where, at the end of the day on which a 
taxpayer dies and as a consequence of the death, an amount would, 
but for this subsection, be deemed by subsection (5.1) to have been 
paid to a trust out of the trust’s interest in a NISA Fund No. 2 and 
the trust and the legal representative of the taxpayer so elect in pre- 
scribed manner, such portion of the amount as is designated in the 
election shall be deemed to have been paid to the taxpayer out of a 
NISA Fund No. 2 of the taxpayer immediately before the end of the 
day and, for the purpose of paragraph (a) of the description of B in 
subsection 12(10.2) in respect of the trust, the amount shall be 
deemed to have been paid out of the trust’s NISA Fund No. 2 im- 
mediately before the end of the day. 


Related Provisions: 248(8) — Occurrences asa consequence of death. 


History: Subsec. 104(14.1) added by 1994, c. 7,.Sch. VIII (1993, c. 24), subsec. 42(5), 
applicable to 1991 et seq. 


(15) Allocable amount for preferred beneficiary — For the 
purpose of subsection (14), the allocable amount for a preferred 
beneficiary under a trust in respect of the trust for a taxation year is 


(a) where the trust is an alter ego trust, a joint spousal or com- 
mon-law partner trust, a post-1971 spousal or common-law part- 
ner trust or a trust described in the definition “‘pre-1972 spousal 
trust” in subsection 108(1) at the end of the year and a benefici- 
ary, referred to in paragraph (4)(a) or in that definition, is alive 
at the end of the year, an amount equal to 


(i) if the preferred beneficiary is a beneficiary so referred to, 
the trust’s accumulating income for the year, and 


(ii) in any other case, nil; 
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(b) where paragraph (a) does not apply and the preferred benefi- | 
ciary’s interest in the trust is not solely contingent on the death | 
of another beneficiary who has a capital interest in the trust and 
who does not have an income interest in the trust, the trust’s | 
accumulating income for the year; and ) 


(c) in any other case, nil. 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident | 
in Canada; 108(1) — Trust defined; 138.1(1) — Rules re segregated funds; 250(6.1)— | 
Trust that ceases to exist deemed resident throughout year. | 


History: Paras. 104(15)(a) and (b) amended by 2001, c. 17, subsec. 78(20), applicable 
to 2000 et seg. The paras. formerly read: 


(a) where the trust is a trust described in the definition “pre-1972 spousal trust” 
in subsection 108(1) at the end of the year or a trust described in paragraph (4)(a) 
and the taxpayer’s spouse or common-law partner referred to in that definition or 
paragraph is alive at the end of the year, an amount equal to 


(i) if the beneficiary is that spouse or common-law partner, the trust’s ac- 
cumulating income for the year, and 


(ii) in any other case, nil; 


(b) where paragraph (a) does not apply and the beneficiary’s interest in the trust 
is not solely contingent on the death of another beneficiary who has a capital 
interest in the trust and who does not have an income interest in the trust, the 
trust’s accumulating income for the year; and 


Subsec. 104(15) amended by 2000, c. 12, Sch. 2,.s. 1, to replace “spouse” with “spouse 
or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner’. 


Subsec. 104(15) amended by 1996, c. 21, subsec. 18(9), applicable to trust taxation 
years that begin after 1995. The subsec. formerly read: 


(15) Preferred beneficiary's share — The share of a particular preferred bene- 
ficiary under a trust in the accumulating income of the trust for a taxation year is, 


(a) where the trust is a trust described in the definition “pre-1972 spousal 
trust” in subsection 108(1) at the end of the year or a trust described in para-_, 
graph (4)(a) and the taxpayer’s spouse referred to in that definition or para- 
graph is alive at the end of the year, an amount equal to 


(i) if the particular preferred beneficiary is the taxpayer’s. spouse, the 
trust’s accumulating income for the year, and 


(ii) in any other case, nil; 


(b) in any case not referred to in paragraph (a), where the shares in which the 
accumulating income of the trust would be payable to the beneficiaries 
thereunder do not depend on the exercise by any person of, or the failure by 
any person to exercise, any discretionary power, 


(i) if at the end of the year the particular beneficiary was a member of a 
class of beneficiaries under the trust each of whom was entitled, as a 
member of that class, to share equally in any income of the trust, the 
portion of the trust’s accumulating income for the year that may reason- 
ably be regarded as having been earned for the benefit of beneficiaries 
of that class, divided by the number of beneficiaries (other than regis- 
tered charities) of that class in existence at the end of the year, and 


(ii) in any other case, the portion of the trust’s accumulating income for 
the year that may reasonably be regarded as having been earned for the 
benefit of the particular preferred beneficiary; 


(c) in any case not referred to in paragraph (a) or (b), where each beneficiary 
under the trust whose share of the accumulating income of the trust depends 
on the exercise by any person of, or the failure by any person to exercise, 
any discretionary power, is a preferred beneficiary, or would be a preferred 
beneficiary if the beneficiary were resident in Canada, or is a registered 
charity, the portion of the trust’s accumulating income for the year equal to 
the amount determined in prescribed manner to be the beneficiary’s discre- 
tionary share of the trust’s accumulating income for the year; and 


(d) in any case not referred to in paragraph (a), (b) or (c), nil. 


That portion of para. 104(15)(a) preceding subpara. (i) amended by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 42(6), applicable to taxation years of trusts ending after 
December 20, 1991. That portion formerly read: 


(a) where the trust is a trust described in paragraph (4)(a) and the taxpayer’s 
spouse referred to in that paragraph is alive at the end of the year, an amount 
equal to, 


Regulations: 2800(3), (4) (prescribed manner for 104(15)(c)). 

Interpretation Bulletins: IT-394R2: Preferred beneficiary election. 

Advance Tax Rulings: ATR-30: Preferred beneficiary election on accumulating 
income of estate; ATR-34: Preferred beneficiary’s election. 


(16) SIFT deemed dividend — If an amount (in this subsection 
and section 122 referred to as the trust’s “‘non-deductible distribu- 
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tions amount” for the taxation year) is determined under ‘subpara- 
graph (6)(b)(iv) in respect of a SIFT trust for a taxation year 


(a) each beneficiary under the SIFT trust to whom at any time in 
the taxation year an amount became payable by the trust is 
deemed to have received at that time a taxable dividend that was 
paid at that time by a taxable Canadian corporation; 


(b) the amount of a dividend described in paragraph (a) as hav- 
ing been received by a beneficiary at any time in a taxation year 
is equal to the amount determined by the formula 


A/B.x.C 


where 


A is the amount that became payable at that time by the SIFT 
trust to the beneficiary, 


Bis the total of all amounts, each of which became payable in 
the taxation year by the SIFT trust to a beneficiary under the 
SIFT trust, and 


C is the SIFT trust’s non-deductible distributions amount for 
the taxation year; 


(c) the amount of a dividend described in paragraph (a) in  re- 
spect of a beneficiary under the SIFT trust is deemed for the 
purpose of subsection (13) not to be an amount payable to the 
beneficiary; and 


(d) for the purposes of applying Part XIII in respect of each divi- 

dend described in paragraph (a), the SIFT trust is deemed to be a 

corporation resident in Canada that paid the dividend. 
Related Provisions: 53(2)(h)(i.1)(A.1) — Reduction in ACB excludes dividend 
deemed received; 82(1)— Taxable dividend included in income with gross-up; 
89(1)“eligible dividend’’(b) — Dividend under 104(16) eligible for 45% gross-up and 
high dividend tax credit; 104(24) — Whether amount payable; 122(1)(b) — SIFT trust 
pays corporate tax on distributed income; 197(2) — Taxation of SIFT partnership 
distributions. 


History: Subsec. 104(16) ‘added by 2007, c. 29, subsec. 8(3), deemed to have come 
into force on October 31, 2006. 


(17)-(17.2) [Repealed under former Act] 


(18) Trust for minor — Where any part of the amount that, but 
for subsections (6) and (12), would be the income of a trust for a 
taxation year throughout which it was resident in Canada 


(a) has not become payable in the year, 


(b) was held in trust for an individual who did not attain 21 
years of age before the end of the year, 


(c) the right to which vested at or before the end of the year 
otherwise than because of the exercise by any person of, or the 
failure of any person to exercise, any discretionary power, and 


(d) the right to which is not subject to any future’ condition 
(other than a condition that the individual survive to an age not 
exceeding 40 years), 


notwithstanding subsection (24), that part of the amount is, for the 
purposes of subsections (6) and (13), deemed to have become paya- 
ble to the individual in the year. 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada; 250(6.1) — Trust that ceases to exist deemed resident throughout year. 


History: Subsec. 104(18) amended by 1996, c. 21, subsec. 18(10), applicable to trust 
taxation years that begin after 1995. The subsec. formerly read: 


(18) Where all or any part of the income of a trust for a taxation year has not 
become payable in the year and was held in trust for a minor whose right thereto 
has vested and the only reason that it has not become payable in the year was 
that the beneficiary was a minor, it shall, for the purposes of subsections (6) and 
(13) be deemed to have become payable to the minor in the year. 


Interpretation Bulletins: IT-286R2: Trusts — amount payable; IT-342R: Trusts — 
income payable to beneficiaries; IT-381R3: Trusts — capital gains and losses and the 
flow-through of taxable capital gains to beneficiaries; IT-394R2: Preferred beneficiary 
election. 

1.T. Technical News: 11 (payments made by a trust for the benefit of a minor 
beneficiary). 


(19) Taxable dividends — Such portion of a taxable dividend re- 
ceived by a trust in a taxation year throughout which it was resident 
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in Canada on a share of the capital stock of a taxable Canadian cor- 
poration as 


(a) may reasonably be considered (having regard to all the cir- 
cumstances including the terms and conditions of the trust ar- 
rangement) to be part of the amount that, by reason of subsec- 
tion (13) or (14) or section 105, as the case may. be, .was 
included in computing the income for a particular taxation year 
of a beneficiary under the trust, and 


(b) was not designated by the trust in respect of any other bene- 
ficiary under the trust 


is, if so designated by the trust in respect of the beneficiary in its 
return of income for the year, deemed, for the purposes of 
paragraphs 82(1)(b) and 107(1)(c) and (d) and section 112, not to 
have. been received by the trust, and for the purposes of this Act 
(other than Part XIII), to be a taxable dividend on the share received 
by the beneficiary in the particular year from the corporation. 


der LAN by. te trust in th particular taxation year, ona 
share of the capital | stock ofa a = Canadian a. 2 


ye : 
dian. a the _ of the dividend i in oem of which the = deseo is 


wader is 


. * for Ke pipes of viedidednd ebiiney. aia 107 and ® and section = 
_ deemed not to have been received by the trust, and — : 
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* for the purposes of the Act other than Part XIII, deemed to be a taxable dividend 
on the share received by the taxpayer in the taxpayer’s taxation year in which the 
particular taxation year of the trust ends. 


These deeming rules do not apply, however, unless a number of conditions are met. 
One of these conditions — that a designated amount not be made in respect of more 
than one beneficiary ‘under the trust — is replaced with a new requirement that the 
total of all amounts designated by the trust under subsection 104(19) for the particu- 
lar taxation year of the trust not exceed the total of all amounts each of which is the 
amount of a taxable dividend received by the trust in the particular taxation year on a 
share of the capital stock of a taxable Canadian corporation. 


The deeming rules under subsection 104(19) apply, in respect of a beneficiary under 
the trust, only to the portion of the amount, designated under that subsection, that 
may reasonably be considered (having regard to all the circumstances including the 
terms and conditions of the trust arrangement) to be part of the amount that, by rea- 
son of subsection 104(13) or (14) or section 105, as the case may be, was included in 
computing the income for a particular taxation year of a beneficiary under the trust. 
This condition is also amended and now provides that the portion of a taxable divi- 
dend designated by a trust is deemed to be a taxable dividend of a taxpayer who is a 
beneficiary of the trust (and not to be a diyidend received by the trust) only if an 
amount equal to the amount of the designated portion may reasonably be considered 
(having regard to all the circumstances including the terms and conditions of the 
trust) to be part of the amount that, because of paragraph 104(13)(a) or subsection 
104(14) or section 105, was included in computing the income of that taxpayer Gi. ay 
the taxpayer in respect of whom the amount is designated). ] 


The amended reference in the above rule to paragraph 104(13)(a), instead of ‘subsec- L 
tion 104(13), applies to taxation years that end after July 18, 2005. This change clari- 


fies that the deeming rules do not apply to taxable dividends received by a trust gov- L 


erned by an employee benefit plan and paid to an employer under the plan. This is 
intended to ensure the appropriate characterization of such amounts for f purposes of 
the rules relating to employee benefit plans. For taxation years that end after Febru- — 
ary 27, 2004 and on or before July 18, 2005, the referenced re’ is subsection 
104(13). 


Related Provisions: 82(1)— Taxable dividends received; susan [pro- 
posed] — Application to trust deemed resident in Canada; 107(1)(c), (d) — Loss on 
disposition of capital interest in trust; 112(3.12) — Exclusion from stop-loss rule where 
beneficiary is partnership or trust; 112(3.2) — Stop-loss rule; 112(5.2)B(b)(iii) — Ad- 
justment for dividends received on mark-to-market property; 250(6.1) — Trust that 
ceases to exist deemed resident throughout year. 
History: The closing words of subsec. 104(19) amended by 2001, c. 17, subsec. 
78(21), applicable to taxation years that end after 2000. The closing words formerly 
read: 
shall, if so designated by the trust in respect of the beneficiary in the return of its 
income for the year under this Part, be deemed, for the purposes of this Act, 
other than Part XIII, not to have been received by the trust and to be a taxable 
dividend on the share received by the beneficiary in the particular year from the 
corporation. 
Subsec. 104(19) substituted by 1980-81-82-83, c. 140, subsec. 60(6), applicable with 
respect to designations made after November 12, 1981. Subsec. 104(19) formerly read: 
(19) Such portion of 
(a) the aggregate of taxable dividends received by a trust in a taxation year 
on shares of the capital stock of taxable Canadian corporations, 
as 
(b) may reasonably be considered (having regard to all the circumstances 
including the terms and conditions of the trust arrangement) to be part of the 
amount that, by virtue of subsection (13) or (14) or section 105, as the case 


may be, was included in computing the income for the year of a particular 
beneficiary under the trust, and 


(c) was not designated by the trust in respect of any other beneficiary 
thereunder, 


shall, if so designated by the trust in respect of the particular beneficiary in the 
return of its income for the year under this Part, be deemed, for the purposes of 
section 82 and this subsection, to be a taxable dividend received by the particular 
beneficiary in the year from a taxable Canadian corporation, and not to be a 
taxable dividend received by the trust in the year from a taxable Canadian 
corporation. 


Interpretation Bulletins: IT-328R3: Losses on shares on which dividends have been 
received; IT-524: Trusts — flow-through of taxable dividends to a beneficiary — after 
1987. 


1.T. Technical News: 41 (eligible dividend designation). 


(20) Designation in respect of non-taxable dividends — 
The portion of the total of all amounts, each of which is the amount 
of a dividend (other than a taxable dividend) paid on a share of the 
capital stock of a corporation resident in Canada to a trust during a 
taxation year of the trust throughout which the trust was resident in 
Canada, that can reasonably be considered (having regard to all the 
circumstances including the terms and conditions of the trust ar- 


Income Tax Act, Part I, Division B 


rangement) to be part of an amount that became payable in the year 
to a particular beneficiary under the trust shall be designated by the 
trust in respect of the particular beneficiary in the return of the 
trust’s income for the year for the purposes of subclause 
53(2)(h)(.1)(B)UD, paragraphs 107(1)(c) and (d) and subsections 
112(3.1), (3.2), (3.31) and (4,2). 


Related Provisions: 83(2)—Capital dividends; 89(1)“capital dividend ac- 
count’’(g) — Addition to CDA for capital dividends allocated by trust to corporate ben- 
eficiary; 94(3)(a)(ii1) [proposed] — Application to trust deemed resident in Canada; 
107(1)(c) — Stop-loss rule where beneficiary is corporation; 104(24) — Whether 
amount payable; 112(3.2) — Stop-loss rule; 112(4.3) — Limitation on loss on disposi- 
tion of share by trust; 132(3) — Application to a mutual fund trust; 248(1)“disposi- 
tion’’(i)(ii) — Payment in respect of capital interest in a trust; 250(6.1) — Trust that 
ceases to exist deemed resident throughout year. 


History: Subsec. 104(20) amended by 1998, c. 19, subsec. 127(4), applicable after 
April 26, 1995. Subsec. 104(20) formerly read: 


(20) Such portion of the total of all amounts each of which is the amount of a 
dividend (other than a taxable dividend) paid on a share of the capital stock of a 
corporation resident in Canada to a trust during a taxation year of the trust 
throughout which the trust was resident of Canada as may reasonably be consid- 
ered (having regard to all the circumstances including the terms and conditions 
of the trust arrangement) to be part of an amount that became payable in the year 
to a particular beneficiary under the trust, shall be designated by the trust in re- 
spect of the particular beneficiary in the return of the trust’s income for the year 
for the purposes of subclause 53(2)(h)(i.1)(B)(ID, paragraph 107(1)(c) and sub- 
sections 112(3.2) and (4.3). 


Interpretation Bulletins: IT-328R3: Losses on shares on which dividends have been 
received. 


(21) Taxable capital gains — Such portion of the net taxable 
capital gains of a trust for a taxation year throughout which it was 
resident in Canada as 


(a) may reasonably be considered (having regard to all the cir- 
cumstances including the terms and conditions of the trust ar- 
rangement) to be part of the amount that, by virtue of subsection 
(13) or (14) or section 105, as the case may be, was included in 
computing the income for the taxation year of 


(i) a particular beneficiary under the trust, if the trust is a 
mutual fund trust, or 


(ii) a particular beneficiary under the trust who is resident in 
Canada, if the trust is not a mutual fund trust, and 


(b) was not designated by the trust in respect of any other bene- 
ficiary under the trust, 


shall, if so designated by the trust in respect of the particular benefi- 
ciary in the return of its income for the year under this Part, be 
deemed, for the purposes of sections 3 and 111, except as they ap- 
ply for the purpose of section 110.6, and subject to paragraph 
132(5.1)(b), to be a taxable capital gain for the year of the particular 
beneficiary from the disposition by that beneficiary of capital 


property. 
Proposed Amendment — 104(21) | 


(21) Designation i in respect of taxable capital gains: a aoe 
the purposes of sections 3 and 111, except as they apply for the 
purposes of section 110.6, and subject to paragraph 132(5.1)(b), 
an amount in respect of.a trust’s net taxable capital gains for a_ 
particular taxation year of the trust is deemed to be a taxable capi-. 
tal gain, for the taxation year of a taxpayer in which the particular 
taxation year ends, from the disposition by the taxpayer of eapial 
property if 


(a) the amount 


(i) is designated by the trust, in respect of the taxpayer, in 
the trust’s return of income under this Part for the Bachioulas 
taxation year, and 


(ii) may reasonably be considered (having regard to all ie’ 
circumstances including the terms and conditions of the 
trust) to be part of the amount that, because of paragraph 
(13)(a) or subsection (14) or section 105, was included in 
computing the income for sae taxation — atone of ie 
taxpayer; 
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y aso) bly — ebasilered tha i pert tO. 
ms and conditions of the trust Cy) be. art 


ticular taxation year. 


Proposed Amendment - — 104(21) 


one from Dept. of press Noy, 9, 2005: ‘See under 1316 api gains 
dividend account”. / . 


Related Provisions: 39.1(2)B(a), 39.1(3) — Reduction in gain to reflect capital 
gains exemption election; 89(1)“capital dividend account’(f) — Addition to CDA for 
capital gains allocated by trust to corporate beneficiary; 94(3)(a)(iii) [proposed] — Ap- 
plication to trust deemed resident in Canada; 104(13.2) — Designation of amount by 
trust; 104(21.01), (21.02) — Late, amended or revoked designation of capital gains ex- 
emption; 104(21.1), (21.2) — Beneficiary’s taxable capital gain, 104(21.3) — Determi- 
nation of net taxable capital gains; 104(21.4)-(21.7) — Transitional rules for 2000 cap- 
ital gains rate changes; 110.6(19), (20) — Election to trigger capital gains exemption; 
127.52(1)(d)Gii), (1)(g)(ii) — Adjusted taxable income (for minimum tax); 132(5.1), 
(5.2) — Mutual fund trust — distribution of gain on taxable Canadian property; 
212(1)(c) — Estate or trust income — non-residents; 250(6.1) — Trust that ceases to 
exist deemed resident throughout year. 


peas i ie Wie rs the tru ‘isa a mutual fund inst sug the par 


S. 104(21.1) 


History: The closing words of subsec. 104(21) amended by 2005, c. 19, subsec. 17(2), 
applicable. after March 22, 2004. The closing words formerly read: 


shall, if so designated by the trust in respect of the particular beneficiary in the 

return of its income for the year under this Part, be deemed, for the purposes of 
sections 3 and 111 except as they apply for the purposes of section 110.6, to be a 
taxable capital gain for the year of the particular beneficiary from the disposition 
by that beneficiary of capital property. 


Interpretation Bulletins: IT-123R6: Transactions involving eligible capital pro- 
perty; IT-342R: Trusts — income payable to beneficiaries; IT-381R3: Trusts — capital 
gains and losses and the flow-through of taxable capital gains to beneficiaries; IT- 
394R2: Preferred beneficiary election; IT-465R: Non-resident beneficiaries of trusts; 
IT-493: Agency cooperative corporations. 


Advance Tax Rulings: ATR-34: Preferred beneficiary’s election. 


Forms: RC4169: Tax treatment of mutual funds for individuals [guide]; T3 SCH 3: 
Eligible taxable capital gains. 


(21.01) Late, amended or revoked designation — A trust that 
has filed its return of income for its taxation year that includes Feb- 
ruary 22, 1994 may subsequently designate an amount under sub- 
section (21), or amend or revoke a designation made under that sub- 
section where the designation, amendment or revocation 


(a) is made solely because of an increase or decrease in the net 
taxable capital gains of the trust for the year that results from an 
election or revocation to which subsection 110.6(25), (26) or 
(27) applies; and 

(b)-is filed with the. Minister, with an amended return of income 


for. the year, when the election or revocation referred to.in para- 
graph (a) is filed with the Minister. 


Related Provisions: 104(21.02) — Restriction; 104(21.03) — Effect of designation. 


History: Subsec. 104(21.01) added by 1998,.c. 19, subsec. 127(5), applicable to taxa- 
tion years that include February 22, 1994. 


(21.02) Late, amended or revoked designation — A designa- 
tion, amendment or revocation under subsection (21.01) that affects 
an amount determined in respect of a beneficiary under subsection 
(21.2) may be made only where the trust 


(a) designates an:amount, or amends or revokes a designation 
made, under subsection (21.2) in respect of the beneficiary; and 


(b) files the designation, amendment or revocation referred to in 
paragraph (a) with the Minister when required by paragraph 
(21.01)(b). 


History: Subsec. 104(21.02) added by 1998, c. 19, subsec. 127(5), applicable to taxa- 
tion years that include February 22, 1994. 


(21.03) Late, amended or revoked designation — Where a 
trust designates an amount, or amends or revokes a designation, 


under subsection (21) or (21.2) in, accordance with subsection 
(21.01), 


(a) the designation or amended designation, as the case may be, 
is deemed to have been made in the trust’s return of income for 
the trust’s taxation year that includes February 22, 1994; and 


(b) the designation that was revoked is deemed, other than for 
the. purposes of this subsection and. subsections (21.01) and 
(21.02), never, to: have been made. 


History: Subsec. 104(21.03) added by 1998, c. 19, subsec. 127(5), applicable to taxa- 
tion years that include February 22, 1994. 


(21.1) Beneficiary’s taxable capital gain — Notwithstanding 
subsection (21) or section 38, where in a particular taxation year, 
commencing before 1990, of a taxpayer (other than an individual 
who is not a testamentary trust) the taxpayer is a beneficiary of a 
trust with a taxation year ending in the particular year, the amount 
(other than that part of the amount that can be attributed to an 
amount deemed under subsection 14(1) to be a taxable capital gain 
of the trust) deemed by subsection (21) to be a taxable capital gain 
of the taxpayer for the particular year in respect of the trust shall be 
the amount determined by the formula 
B 


AXxX= 
Cc 


where 
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A. is the amount, if any, by which the amount (other than that part 
of the amount that can be attributed to an amount deemed under 
subsection 14(1) to be a taxable capital gain of the trust) deemed 
by subsection (21) to be the taxpayer’s taxable capital gain for 
the particular year in respect of the trust exceeds the amount 
(other than that part of the amount that can be attributed to an 
amount deemed under subsection 14(1) to be a taxable capital 
gain of the trust) designated by the trust for the particular year in 
respect of the taxpayer under subsection (13.2); 


B_ is the fraction that would be used under section 38 for the partic- 
ular year in respect of the taxpayer if the taxpayer had a capital 
gain for the particular year; and 


C is the fraction that is used under section 38 for the year of the 
trust. 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada. 


(21.2) Beneficiaries’ taxable capital gain — Where, for the 
purposes of subsection (21), a personal trust or a trust referred to in 
subsection 7(2) designates an amount in respect of a beneficiary in 
respect of its net taxable capital gains for a taxation year (in this 
subsection referred to as the “designation year’), 


(a) the trust shall in its return of income under this Part for the 
designation year designate an amount in respect of its eligible 
taxable capital gains, if any, for the designation year in respect 
of the beneficiary equal to the amount determined in respect of 
the beneficiary under each of subparagraphs (b)(i) and (11); and 


(b) the beneficiary is, for the purposes of sections 3, 74.3 and 
111 as they apply for the purposes of section 110.6, 


(i) deemed to have disposed of the capital property referred 
to in clause (ii)(A), (B) or (C) if a taxable capital gain is de- 
termined in respect of the beneficiary for the beneficiary’s 
taxation year in which the designation year ends under those 
clauses, and 


(ii) deemed to have a taxable capital gain for the benefici- 
ary’s taxation year in which the designation year ends 


(A) from a disposition of a capital property that is quali- 
fied farm property (as defined for the purpose of section 
110.6) of the beneficiary equal to the amount determined 
by the formula 

(A x B x C)((D x E) 


(B) from a disposition of a capital property that is a quali- 
fied small business corporation share (as defined for the 
purpose of section 110.6) of the beneficiary equal to the 
amount determined by the formula 

(A x Bx F)(D.x E) 
and 
(C) from a disposition of a capital property that is a quali- 
fied fishing property (as defined for the purpose of sec- 
tion 110.6) of the beneficiary equal to the amount deter- 
mined by the formula 

(A x B x I)/(D x E) 
where 
A is the lesser of 


(1) the amount determined by the formula 


G-H 
where 
G is the total of amounts designated under subsec- 


tion (21) for the designation year by the trust, 
and 


H is the total of amounts designated under subsec- 
tion (13.2) for the designation year by the trust, 
and 


Income Tax Act, Part I, Division B 


(II) the trust’s eligible taxable capital gains for the | 
designation year, 


B is the amount, if any, by which the amount designated , 
under subsection (21) for the designation year by the | 
trust in respect of the beneficiary exceeds the amount 
designated under subsection (13.2) for the year by the | 
trust in respect of the beneficiary for the taxation year, 


C is the amount, if any, that would be determined under — 
paragraph 3(b) for the designation year in respect of 
the trust’s capital gains and capital losses if the only 
properties referred to in that paragraph were qualified 
farm properties of the trust disposed of by it after 
1984, 


Dis the total of all amounts each of which is the amount 
determined for B for the designation year in respect of 
a beneficiary under the trust, 


E is the total of the amounts determined for C, F and I 
for the designation year in respect of the beneficiary, 


F is the amount, if any, that would be determined under 
paragraph 3(b) for the designation year in respect of 
the trust’s capital gains and capital losses if the only 
properties referred to in that paragraph were qualified 
small business corporation shares of the trust, other 
than qualified farm property, disposed of by it after 
June 17, 1987, and 


I is the amount, if any, that would be determined under 
paragraph 3(b) for the designation year in respect of 
the trust’s capital gains and capital losses if the only 
properties referred to in that paragraph were qualified 
fishing properties of the trust disposed of by it on or 
after May 2, 2006, 


and for the purposes of section 110.6, those capital properties shall 
be deemed to have been disposed of by the beneficiary in that taxa- 
tion year of the beneficiary. 


Related Provisions: 39(10) — Reduction of business investment loss; 94(3)(a)(iii) 
[proposed] — Application to trust deemed resident in Canada; 104(21.01), (21.02) — 
Late, amended or revoked designation made with capital gains exemption election; 
104(21.21)-(21.24) — Transitional rules’for 2007; 104(21.3) — Determination of net 
taxable capital gains; 110.6(11) — No capital gains exemption allowed in certain cases; 
110.6(12) — Spousal trust deduction; 110.6(14)(c)——Related persons,  etc.; 
110.6(20) — Election to trigger capital gains exemption; 257 — Formula amount can- 
not calculate to less than zero. 


History: Para. 104(21.2)(b) amended by 2007, c. 2, s. 15, applicable to taxation years 
of a trust that end after May 1, 2006. It formerly read: 


(b) the beneficiary shall, for the purposes of sections 3, 74.3 and 111 as they 
apply for the purposes of section 110.6, be deemed to have a taxable capital gain 
for the beneficiary’s taxation year in which the designation year ends 


(i) from a disposition of capital property that is qualified farm property of 
the beneficiary equal to the amount determined by the formula 
AXBXxC 
DXxE 
and 
(ii) from a disposition of capital property that is a qualified small business 
corporation share of the beneficiary equal to the amount determined by the 
formula 
AXBXF 
DXxE 
where 
A sis the lesser of 


(iii) the amount determined by the formula 


G-H 
where 


G is the total of amounts designated under subsection (21) for the des- 
ignation year by the trust, and 


H_ is the total of amounts designated under subsection (13.2) for the 
designation. year by the trust, and 


(iv) the trust’s eligible taxable capital gains for the designation year, 
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- Bis the amount, if any, by which the amount designated under subsection (21) 

_ . for the designation year by the trust in respect of the beneficiary exceeds the 

; _ amount designated. under subsection Ne 2) for the year by the trust. in re- 
spect of the beneficiary, 


__.. C , is the amount, if any, that would be Sapraled under na lhadeat 3(b) for the » 
_ designation year in respect of the trust’s capital gains and capital losses if the 

only properties referred to in that paragraph were qualified farm properties 
of the trust disposed of by it after 1984, 


D is the total of all amounts each of which is the amount Boerriied for B for 
the designation year in respect of a beneficiary under the trust, 


E is the total of the amounts determined for C and F for the designation year in 
respect of the beneficiary, and 


F is the amount, if any, that would be determined under paragraph 3(b) for the 
designation year in respect of the trust’s capital gains and capital losses if the 
only properties referred to.in that paragraph were qualified small business 
corporation shares of the trust, other than qualified farm property, disposed 
of by it after June 17, 1987, © 


The opening words of subsec. 104(21.2) amended to add the words “or a trust referred 
to in subsection 7(2)” by 2001, c. 17, subsec. 78(22), applicable to trusts’ taxation years 
that begin after February 22, 1994. 


Subsec. 104(21.2) amended by 1995, c. 3, s. 28, applicable to trusts’ taxation years that 
begin after February 22, 1994; and, in applying subsec. 104(21.2) to a trust’s taxation 
year that includes) that, day, 


(a) the opening words of subsec.: 104(21.2) shall be read’ as follows: 


(21.2) Where, for the purposes of subsection (21), a trust (other than a mu- 
tual fund trust) designates an amount in respect of a beneficiary in respect of 
its net taxable capital gains for a taxation year (inthis subsection referred to 
as the ‘ ‘designation year’), 


(b) the descriptions of A, B and C in para. 104(21.2)(b) shall be read as fallowe: 
A. is the lesser of 


(i) the amount determined by the formula 
H-T° 
where 


H_ is the total of amounts designated under subsection (21) for the 
designation year by the trust, and 


I is the total of amounts designated under subsection (13.2) for 
the designation year by the trust, and 


(i1) the trust’s eligible taxable capital gains for the designation year, 


B is the amount, if any, by which the amount designated under subsection 
(21) for the designation year by the trust in respect of the beneficiary 
exceeds the amount designated under subsection (13.2) for the year by 
the trust in respect of the beneficiary, 3 


C __ is the total of all amounts each of which is the amount determined for B 
for the designation year in respect of a beneficiary under the trust, 


and : 
(c) the closing words of subsec. 104(21.2) shall be read as follows: 


and for the purposes of section 110.6, each such taxable capital gain of a 
beneficiary-shall be deemed to be a taxable capital gain of the beneficiary for 
the beneficiary’s taxation year in which the designation year ends from the 
disposition of a property that occurred on Feoruaty 22, 1994. 


Subsec. 104(21.2) formerly read: 


_ (21.2) Beneficiary’s taxable capital gain from trust — Where a trust has, for 
~ the purposes of subsection (21), designated an amount (in this subsection re- 
ferred to as the “designated amount”) in respect of a beneficiary of the trust in 
respect of its net taxable. capital gains for a taxation year (in this subsection re- 
ferred to as the “designation year’’) and by virtue thereof the designated amount 
is deemed, for the purposes described in that subsection, to be a taxable capital 
gain for the year of the beneficiary from the disposition by the beneficiary of 
capital property, 
(a) the trust shall in its return of income for the designation year designate an 
amount in respect of its eligible taxable capital gains for the designation year 
in respect of the beneficiary equal to the amount determined in respect of the 
beneficiary under each of subparagraphs (b)(i), (ii) and (iii), and 


(b) the beneficiary shall, for the purposes of sections 3, 74.3 and 111 as they 
apply for the purposes of section 110.6, be deemed to have a taxable capital 
gain for the year 
(i) from the disposition of capital property that is qualified farm property 
of the beneficiary equal to the amount determined by the formula 


B 
ElG 


(ii) from thé disposition of ¢apital property that is’a qualified small busi- 
_ ness» corporation, share of;theybeneficiary equal tothe amount deter- 
mined by the formula 


- and 

: (iii) from the disposition of capital property, other than. properties. re- 
ferred to in subparagraphs (1) or (ii), equal to the amount determined. by 
the formula 


where 
A is the eligible taxable capital gains of the trust for the designation year, 


B_ is the amount, if any, by which the designated amount exceeds the 
amount designated in respect of the beneficiary for the designation year 
under subsection. (13.2), 


.C ) is the greater of 


(i) the total of all amounts each of which is: the amount used for B 
,, under this paragraph in.respect of a beneficiary of the trust for the 
designation year, and 


(ii) the amount, if any, by which the net taxable capital gains of the 
trust for the designation year exceed the amount, if any, by which 


(A) the investment expense (within the meaning assigned by 
subsection 110.6(1)) of the trust for the designation year 


exceeds 


(B) the investment income (within the meaning assigned by 
subsection 110.6(1)) of the trust for the designation year, 


D_ is the amount, if any, that would be determined in respect of the trust for 
the designation year under paragraph 3(b) in respect of capital gains and 
capital losses if the only properties referred to in that paragraph were 
qualified farm properties of the trust disposed of by. it after, 1984, 


E is the amount, if any, that would be determined in respect of the trust for 
the designation year under paragraph 3(b) in respect of capital gains and. 
capital losses if the only properties referred to in that paragraph were 
qualified small business corporation shares of the trust, other than quali- 
fied farm property, disposed of by. it-after June 17, 1987, 


F is the lesser of 


(i) the amount, if any, that would be determined under paragraph 
3(b) in respect. of capital gains and capital losses in'respect of the 
trust for the designation year if 


(A) the only properties referred to in that’ paragraph were 
properties disposed of.by it after 1984, other than qualified farm 
properties and other than qualified:small business corporation 
shares disposed of by. it after June 17, 1987, and 


(B) the trust’s capital gains and capital losses for the year from 
dispositions of non-qualifying real property of the trust were 
equal to its eligible real property gains and eligible real pro- 
perty losses, respectively, for the year from those dispositions, 
and. 
(ii) the amount that would be determined under subparagraph (1) if 
that subparagraph were read without reference to clause (i)(B), and 
G. \ is the total of the amounts used for D, E and F under this-paragraph in 
respect of the beneficiary for the year, 
_ and for the purposes of section,110,6, those capital properties shall be deemed to 
have been disposed of by:the beneficiary in the year. 
The description of F in para. 104(21.2)(b) amended by 1994, c. 7, Sch. VIIL(1993, c. 
24), subsec. 42(7), applicable to 1992 et seg. That description formerly read: 

F is the amount, if any, that would be determined in respect of the trust for the 
designation year under paragraph 3(b) in respect of capital gains and capital 
losses if the only properties referred to in that paragraph were properties 
disposed of by it after 1984, other than qualified farm properties and other 
than qualified small business corporation shares disposed, of by it after June 
17, 1987, and 

The description of C in para. 104(21.2)(b) substituted by 1994, c, 7, Sch. I (1991, c. 
49), s. 75, applicable to 1988 et seg. The description of C formerly read: 

C is the net taxable capital gains of the trust for the designation year, 
Interpretation Bulletins: IT-123R6: Transactions involving, eligible capital Biv 
perty; IT-381R3: Trusts — capital gains and losses and the flow-through of taxable 
capital gains to beneficiaries. 

Advance Tax Rulings: ATR-34: Preferred beneficiary’s election. 


Forms: T3 SCH 3: Eligible taxable capital gains, T3 SCH’4: Cumulative net invest- 
ment loss; T3 SCH 9: Income allocations and designations to beneficiaries. 
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(21.21) Beneficiaries’ taxable capital gain — QFP 
[qualified farm property] taxable capital gain — If clause 
(21.2)(b)(ii)(A) applies to deem, for the purpose of section 110.6, 
the beneficiary to have a taxable capital gain (referred to in this sub- 
section as the “QFP taxable capital gain”) from a disposition of cap- 
ital property that is qualified farm property of the beneficiary, for 
the beneficiary’s taxation year that includes March 19, 2007 and in 
which the designation year of the trust ends, for the purpose of sub- 
section 110.6(2.3), the beneficiary is, where the trust complies with 
the requirements of subsection (21.24), deemed to have a taxable 
capital gain from the disposition of qualified farm property of the 
beneficiary on or after March 19, 2007 equal to the amount deter- 
mined by the formula 


AXB/C 
where 
A is the amount of the QFP taxable capital gain; 


Bis, where the designation year of the trust includes March 19, 
2007, the amount that would be determined in respect of the 
trust for the designation year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in paragraph 3(b) were qualified farm property of the trust that 
were disposed of by the trust on or after March 19, 2007; and 


C is, where the designation year of the trust includes March 19, 
2007, the amount that would be determined in respect of the 
trust for the designation year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in paragraph 3(b) were qualified farm property. 

Related Provisions: 104(21.2)— Meaning of “designation year’; 

Trust to designate amounts. 


History: Subsec. 104(21.21) added by 2007, c. 35, s. 27, applicable to taxation years 
of trusts that end after March 18, 2007. 


(21.22) Beneficiaries’ taxable capital gain — QSBC 
[qualified small business corporation share] taxable 
capital gain — If clause (21.2)(b)(ii)(B) applies to deem, for the 
purpose of section 110.6, the beneficiary to have a taxable capital 
gain (referred to in this subsection as the “QSBC taxable capital 
gain”) from a disposition of capital property that is a qualified small 
business corporation share of the beneficiary, for the beneficiary’s 
taxation year in which the designation year of the trust ends, for the 
purpose of subsection 110.6(2.3), the beneficiary, where the trust 
complies with requirements of subsection (21.24), is deemed to 
have a taxable capital gain from the disposition of a qualified small 
business corporation share of the beneficiary on or after March 19, 
2007 equal to the amount determined by the formula 


AXB/C 


104(21.24) — 


where 
A is the amount of the QSBC taxable capital gain; 


Bis, where the designation year of the trust includes March 19, 
2007, the amount that would be determined in respect of the 
trust for the designation year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in paragraph 3(b) were qualified small business corporation 
shares of the trust that were disposed of by the trust on or after 
March 19, 2007; and 


C is, where the designation year of the trust includes March 19, 
2007, the amount that would be determined in respect of the 
trust for the designation year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in paragraph 3(b) were qualified small business corporation 
shares of the trust. 


Related Provisions: 104(21.2) — Meaning of “designation year”; 
Trust to designate amounts. 


History: Subsec. 104(21.22) added by 2007, c. 35, s. 27, applicable to taxation years 
of trusts that end after March 18, 2007. 


(21.23) Beneficiaries’ taxable capital gain — QFFP 
[qualified fishing property] taxable capital gain — If clause 


104(21.24) — 


Income Tax Act, Part I, Division B 


(21.2)(b)(ii)(C) applies to deem, for the purpose of section 110.6,. 
the beneficiary to have a taxable capital gain (referred to in this sub-| 

section as the SEE taxable capital gain”), from a disposition of 

capital property that is qualified fishing property of the beneficiary, | 

for the beneficiary’s taxation year in which the designation year of | 
the trust ends, for the purpose of subsection 110.6(2.3), the benefi- | 
ciary, where the trust complies with requirements of subsection | 
(21.24), is deemed to have a taxable capital gain from the disposi- | 
tion of qualified fishing property on or after March 19, 2007 equal | 
to the amount determined by the formula 


AXB/C 


where 
A is the amount of the QFFP taxable capital gain; 


B is, where the designation year of the trust includes March 19, 
2007, the amount that would be determined in respect of the 
trust for the designation year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in paragraph 3(b) were qualified fishing property that were dis- 
posed of by the trust on or after March 19, 2007; and ; 


C is, where the designation year of the trust includes March 19, 
2007, the amount that would be determined in respect of the 
trust for the designation year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in paragraph 3(b) were qualified fishing property of the trust. 


Related Provisions: 104(21.2) — Meaning of “designation year’; 104(21.24) — 


Trust to designate amounts. 


History: Subsec. 104(21.23) added by 2007, c. 35, s. 27, applicable to taxation years 
of trusts that end after March 18, 2007. 


(21.24) Trusts to designate amounts — A trust shall deter- 
mine and designate, in its return of income under this part for a 
designation year of the trust, the following amounts in respect of a 
beneficiary: 


(a) the amount that is, under subsection (21.21), determined to 
be the beneficiary’s taxable capital gain from the disposition, on 
or after March 19, 2007, of qualified farm property of the 
beneficiary, 


(b) the amount that is, under subsection (21.22), determined to 
be the beneficiary’s taxable capital gain from the disposition, on 
or after March 19, 2007, of qualified small business corporation 
share of the beneficiary, and 


(c) the amount that is, under subsection (21.23), determined to 
be the beneficiary’s taxable capital gain from the disposition, on 
or after March 19, 2007, of qualified fishing property of the 
beneficiary. 


History: Subsec. 104(21.24) added by 2007, c. 35, s.'27, applicable to taxation years 
of trusts that end after March 18, 2007. 


(21.3) Net taxable capital gains of trust determined — For 
the purposes of this section, the net taxable capital gains of a trust 
for a taxation year is the amount, if any, by which the total of the 
taxable capital gains of the trust for the year exceeds the total of 


(a) its allowable capital losses for the year, and 


_ Proposed Amendment — 104(21. 3)(a) 


a) the total of all amounts each of which is an allowable capi- 
_ tal loss (other than an allowable business investment loss) of 
the trust si dor the year | Hom the sispasition of a soles eae She 
and — 


Applicston The July 16, 2010 draft iooaiseen (Part { echnical subsec, 52(7), 
will amend para. 10421. 1 pe ge as patie ee to trust TAIOT ai that 
begin after 2000. - : ci 


Technical Notes (July 2010): Subsection 104(21. 3) defines the, ie hea “net 
taxable capital gains”. The expression is used in subsections 104(21) and (21.2), 
which permit a trust to flow through its taxable capital gains realized in a year to a 
beneficiary to whom an amount of the trust’s income for the year has been made 
payable. The trust can flow through its taxable capital gains to beneficiaries only to 
the extent of its net taxable capital gains for the year, ke 


720 


Subdivision k — Trusts and Beneficiaries 


(b) the amount, tif any, deducted under Stadoh 1116) in 
computing its taxable income for the year. 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries. 


Forms: T3 SCH 3: Eligible taxable capital gains. 


(21.4) Deemed gains [transitional for 2000] — Where an 
amount is designated in respect of a beneficiary by a trust for a par- 
ticular taxation year of the trust that includes February 28, 2000 or 
October 17, 2000 and that amount is, because of subsection (21), 
deemed to be a taxable capital gain of the beneficiary from the dis- 
position of capital property for the taxation year of the beneficiary 
in which the particular taxation year of the trust ends (in this sub- 
section referred to as the “allocated gain’), 


(a) the beneficiary is deemed to.have realized capital gains (in 
this subsection referred to as the “deemed gains”) from the dis- 
position of capital property in the beneficiary’s taxation year in 
which the particular taxation year ends equal to the amount, if 
any, by which 
(i) the amount determined when the amount of the allocated 
gain is divided by the fraction in paragraph 38(a) that applies 
to the trust for the particular taxation year 


exceeds 


(ii) the amount claimed by the beneficiary not exceeding the 
beneficiary’s exempt capital gains balance for the year in re- 
spect of the trust; 


(b) notwithstanding subsection (21) and except as a consequence 
of the application of paragraph (a), the amount of the allocated 
gain shall not be included in computing the beneficiary’s income 
for the beneficiary’s taxation year in which the particular taxa- 
tion year ends; 


(c) the trust shall disclose to the beneficiary in prescribed form 
the portion of the deemed gains that are in respect of capital 
gains realized on dispositions of property that occurred before 
February 28, 2000, after February 27, 2000 and before October 
18, 2000, and after October 17, 2000 and, if it does not do so, 
the deemed gains are deemed to be in respect of capital gains 
realized on dispositions of property that occurred before Febru- 
ary 28, 2000; and 


(d) where a trust so elects under this paragraph in its return of 
income for the year, 


(i) the portion of the deemed gains. that are in respect of capi- 
tal gains from dispositions of property that occurred before 
February 28, 2000 is deemed to be that proportion of the 
deemed gains that the number of days that are in the particu- 
lar year and before February 28, 2000 is of the number of 
days that are in the particular year, 


(ii) the portion of the deemed gains that are in respect of cap- 
ital gains from dispositions of property that occurred in the 
year and in the period that began at the beginning of Febru- 
ary 28, 2000 and ended at the end of October 17, 2000, is 
deemed to be that proportion of the deemed gains that the 
number of days that are in the year and in that period is of the 
number of days, that are in the particular year, and 

(iii) the portion of the deemed gains that are in respect of 


capital gains from dispositions of property that occurred in 
the year and in the period that begins at the beginning of Oc- 
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tober 18, 2000. and ends at the end of the particular year, is 
deemed to be that proportion of the deemed gains that the 
number of days that are in the year and in that period is of the 
number of days that are in the particular year; and 


(e) no,amount may be claimed by.the beneficiary under subsec- 
tion 39.1(3) in respect of the allocated gain. 
Related Provisions: , 89(1)“capital dividend \account’’(f)(i)(B) — Amounts. desig- 
nated under 104(21.4) not added to, CDA of corporate beneficiary; 104(21,5)-(21.7) — 
Further transitional rules for 2000. 


History: Subsec. 104(21.4) added by 2001, c. 17, subsec. 78(23), applicable to taxa- 
tion years that end after February 27, 2000. 


(21.5) Deemed gains [transitional for 2000] — Where no 
amount is designated by a trust under subsection (21) in respect of 
its net taxable capital gains for a taxation year that includes Febru- 
ary 28, 2000 or October 17, 2000, the trust has net capital gains or 
net capital losses from the disposition of property in the year, and 
the trust so elects under this subsection in its return of income for 
the year 


(a) the portion of the net capital gains or net capital losses that 
are in respect of capital gains and losses from dispositions of 
property that occurred before February 28, 2000 is deemed to be 
that proportion of the net capital gas or net capital losses, as 
the case may be, that the number of days that are in the year and 
before February 28, 2000 is of the number of days that are in the 
year, 


(b) the portion of the net capital gains or net capital losses that 
are’ in respect of capital gains and. losses from dispositions of 
property that occurred in the year and in the period that began at 
the beginning. of February 28, 2000 and ended at the end of Oc- 
tober 17, 2000, is deemed to be that proportion of the net capital 
gains or net capital losses, as the case may be, that the number 
of days that are in the year and in that period is of the number of 
days that are in the year, and 


(c) the portion of the net capital gains or net capital losses that 
are in respect of capital gains and losses from dispositions of 
property that occurred in the year and in the period that began at 
the beginning of October 18, 2000 and ended at the end of the 
year, 1s deemed to be that proportion of the net capital gains or 
net capital losses, as the case may be, that the number of days 
that are in the year and in that period is of the number of days 
that are in the year, 


and, for the purpose of this subsection, 


(d) the net capital gains of a trust from dispositions of property 
in a year is the amount, if any, by which the trust’s capital gains 
from dispositions of property in the year exceeds the trust’s cap- 
ital losses from dispositions of property in the year, and 


(e) the net capital losses of a trust from dispositions of property 
in a year is the amount, if any, by which the trust’s capital losses 
from dispositions of property in the year exceeds the trust’s cap- 
ital gains from dispositions of property in the year. 
History: Subsec. 104(21.5) added by 2001, c. 17, subsec. 78(23), applicable to taxa- 
tion years that end after February 27, 2000. 


(21.6) Deemed gains [transitional for 2000] — [where] 
subsec. (21.4) applies — Where a taxpayer is deemed by sub- 
section (21.4) to have realized capital gains from the disposition of 
capital property in a taxation year of the taxpayer in respect of dis- 
positions of property by a trust of which the taxpayer is a 
beneficiary, 


(a) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property before February 28, 2000 and the 
taxation year of the taxpayer includes February 27, 2000, the 
deemed gains are deemed to be a capital gain of the taxpayer 
from the disposition by the taxpayer of capital property in the 
taxpayer’s taxation year and before February 28, 2000; 


(b) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property before February 28, 2000 :and the 
taxation year of the taxpayer began after February 27, 2000 and 
ended before October 18, 2000, °/s of the deemed» gains is 
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deemed to be a capital gain of the taxpayer from the disposition 
by the taxpayer of capital property in the taxpayer’s taxation 
year; 


(c) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property before February 28, 2000 and the 
taxation year of the taxpayer began after February 27, 2000 and 
ended after October 17, 2000, °/s of the deemed gains is deemed 
to be a capital gain of the taxpayer from the disposition by the 
taxpayer of capital property in the taxpayer’s taxation year and 
before October 18, 2000; 


(d) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property before February 28, 2000 and the 
taxation year of the taxpayer began after October 17, 2000, */2 of 
the deemed gains is deemed to be a capital gain of the taxpayer 
from the disposition by the taxpayer of capital property in the 
taxpayer’s taxation year; 


(e) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property after February 27, 2000 and before 
October 18, 2000, and the taxation year of the taxpayer began 
after October 17, 2000, */s of the deemed gains is deemed to be a 
capital gain of the taxpayer from the disposition by the taxpayer 
of capital property in the taxpayer’s taxation year; 


(f) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property after February 27, 2000 and before 
October 18, 2000 and the taxation year of the taxpayer includes 
February 28, 2000 and October 17, 2000, the deemed gains are 
deemed to be a capital gain of the taxpayer from the disposition 
by the taxpayer of capital property in the taxpayer’s taxation 
year and in the period that began after February 27, 2000 and 
ended before October 18, 2000; 


Proposed Addition — 104(21.6)(f.1) 


(f.1) if the deemed gains are in respect of capital gains of the - 
trust from dispositions of property after February 27, 2000 and 
before October 17, 2000 and the taxation year of the taxpayer 
began after February 27, 2000 and ended after October 17, 
2000, the deemed gains are deemed to be a capital gain of the 
taxpayer from the disposition by the taxpayer of capital pro- 
perty in the taxpayer’s taxation year and in the period that be- 
gan after February 27, 2000 and ended before October 18, 
2000; . 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 52(8), 
will add para. 104(21.6)(f.1), appleavie to taxation years that oe after _ fo 
2000; - | 


Technical Notes (July 201 0): Subs -clcs 104(21.6) provides me for ie deter- 
mination of the inclusion rate to be used by a taxpayer for capital gains realized by a 
trust in 2000. This subsection applies to a taxpayer who has a taxation year that be- 
gins after October 17, 2000 and who is deemed by subsection 104(21.4) to have 
capital gains from the disposition of capital property in the year in respect of oe Se 
tions of property by a trust of which the taxpayer isa beneficiary. 


This subsection ensures that the inclusion rate for capital gains sealised on | propery 
disposed of by a trust prior to February 27, 2000 is “4, and is 7/3 in respect of ‘property — 
disposed of by a trust after February 7: 2000 and before October 18, 2000. Ce 


Subsection 104(21.6) is ; amended by adding new paragraph (f,1) to ensure that where 
the deemed gains are in respect of capital gains from dispositions of property by the 
trust that occurred after February 27, 2000 and before October 17, 2000 in circum- ~ 
stances where the taxation year of the taxpayer began after February 27, 2000 and 
ended after October 17, 2000, the gains are deemed to be a capital gain of the tax- 
payer from the disposition by the taxpayer of capital property in the taxpayer's taxa- 
tion year and in the period that began after February 27, 2000 and ended before Octo- 
ber 18, 2000. 


(g) if the deemed gains are in respect of capital gains of the trust 
from dispositions of property after February 27, 2000 and before 
October 17, 2000 and the taxation year of the taxpayer began 
after February 27, 2000 and ended before October 17, 2000, the 
deemed gains are deemed to be a capital gain of the taxpayer 
from the disposition by the taxpayer of capital property in the 
taxpayer’s taxation year; and 
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_ Proposed Amendment — 104(21.6)(g) ee | 


(g) if the deemed gains are in respect of capital gains oth he 
trust from dispositions of property after February 27, 2000 and 


began after February 27, 2000 and ended before fee eee | 
2000, the deemed gains are deemed to be a capital gain o yf 
__ taxpayer from the disposition by the taxpayer of ca ' 
-perty in the taxpayer’s taxation year; and _ wer 
Application: The July 16, 2010 draft legislation (Part 1 — technical), susie 8) 


will amend para. 104(21.6)(g) to read as above, spenete to trust taxation’ dee: that 
end after December 20, 2002. — 


Technical Notes (July 2010): Paragraph 104(21.6)(g) is amended to correct a 
technical deficiency in a reference to a date. The reference to “October 17, 2000”, ist 7 
changed to “October 18, 2000” which reflects the date on which the ie Cs the i 
capital gain inclusion rate from %/ to 'h was announced. Ls 


me 


(h) in any other case, the deemed gains are deemed to be a capi- 
tal gain of the taxpayer from the disposition of capital property 
by the taxpayer in the taxpayer’s taxation year and after October 
17, 2000. 


Related Provisions: 
purposes. 


History: Subsec. 104(21.6) added by 2001, c. 17, subsec. 78(23), applicable to taxa- 
tion years that end after February 27, 2000. 


127.52(1)(d)(iii) — 104(21.6) ignored for minimum. tax 


(21.7) Deemed gains [transitional for 2000] — [where] 
subsec. (21.4) does not apply — Where an amount is desig- 
nated under subsection (21) in respect of a beneficiary by a trust for 
a particular taxation year of the trust that ends in a taxation year of 
the beneficiary that includes February 28, 2000 or October 17, 2000 
and subsection (21.4) does not apply in respect of the designated 
amount, 


(a) notwithstanding subsection (21) and except as a consequence 
of the application of paragraph (b), the designated amount shall 
not be included in computing the beneficiary’s income; 


(b) the beneficiary is deemed to have a capital gain from the 
disposition by the beneficiary of capital property on the day on 
which the particular taxation year ends equal to the amount, if 
any, by which 


(i) the amount determined by dividing the designated amount 
by the fraction in paragraph 38(a) that applies to the trust for 
the particular taxation year 


exceeds 


(i1) the amount claimed by the beneficiary, which amount 
may not be greater than the beneficiary's exempt capital 
gains balance for the year in respect of the trust; and 


(c) no amount may be claimed under subsection 39.1(3) by the — 
beneficiary in respect of the designated amount. 


History: Subsec. 104(21.7) added by 2001, c. 17, subsec. 78(23), applicable to taxa- 
tion years that end after February 27, 2000. 


(22) Designation of foreign source income by trust — For 
the purposes of this subsection, subsection (22.1) and section 126, 
such portion of a trust’s income for a taxation year (in this subsec- 
tion referred to as “that year”) throughout which it is resident in 
Canada from a source in a country other than Canada as 


(a) can reasonably be considered (having regard to all the cir- 
cumstances including the terms and conditions of the trust ar- 
rangement) to be part of the income that, because of subsection 
(13) or (14), was included in computing the income for a partic- 
ular taxation year of a particular beneficiary under the trust, and 


(b) is not designated by the trust in respect of any other benefici- 
ary thereunder 


shall, if so designated by the trust in respect of the particular benefi- 
ciary in its return of income under this Part for that year, be deemed 
to be the particular beneficiary’s income for the particular year from 
that source. 
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Related Provisions: 4(3)— Whether deductions are applicable to a particular 
source; 94(3)(a)(iii) [proposed] — Application’ to trust deemed resident in Canada; 
104(22.2), (22.3) — Recalculation of trust’s foreign-source income and foreign tax; 
250(6.1) — Trust that ceases to exist deemed resident throughout year. 


S. 104(22.1) 


History: Subsec. 104(22) substituted by 1994, c. 21, subsec. 46(2), applicable to taxa- 
tion years ending after November 12, 1981 except that, with respect to taxation years of 
trusts that began before 1988, ‘the opening words of subsec. 104(22) shall be read as 
follows: 


' (22) For the purposes of this subsection, subsection (22.1) and section 126, such 
portion of a trust’s income for a taxation year (in this subsection referred to as 
“that year’) from. a source in a country other than Canada: as 


Subsec. 104(22) formerly read: 


(22) Deduction for foreign taxes — For jack purposes of this suceniies aud 
section 126, the following tules apply: 


(a) such, portion of, the income of a trust for a taxation, year. throughout which 
_it was)resident in Canada (before making any deduction under subsection (6) 
or (12)) from sources in a foreign country as 


(i) may reasonably be considered (having regard to all the circumstances 

- including the terms and conditions of the trust arrangement) to be part of 
the income that, by virtue of subsection (13) or (14), as the case may be, 
was included in computing the income for a taxation year of a particular 
beneficiary under the trust, and 


(ii) was not designated by the trust in respect of any other-beneficiary 
thereunder, 


shall, if so, designated by the trust in respect of the particular beneficiary in 
its return of income for the year under this Part, be deemed to be income of 
the particular beneficiary for the taxation year from sources in that country; 


(b) a beneficiary under a trust shall be deemed to have paid as income tax for 
a taxation year, on the income that the beneficiary is deemed by paragraph 
(a) to have for the year from sources ina foreign country, to the government 
“of that country an amount equal to that proportion of the income or profits 
tax paid by. the trust for the year to the government of that country. or to:the 
government of a-state, province or other political subdivision of that country 
(except such portion of that tax as was deductible under subsection 20(11) or 
deducted under subsection 20(12) in computing its income for the year) that 


(i) such portion of the amount included in computing the beneficiary’s 
income for the year by virtue of subsection (13) or (14),.as the case may 
be, as is deemed by paragraph (a) to be income for the year from sources 
in that country, 

is of: 
(ii) the income of the trust for the year from sources in that country 
(before making any. deduction under subsection (6) or (12)); 


(c) the income of a trust from sources in a foreign country for a taxation year 
shall be;deemed to be its.actual income from those sources for the year mi- 
nus the total of the amounts deemed by paragraph (a) to be the income there- 
from for the year of all beneficiaries under the trust; and 


(d) a trust shall be deemed to have paid:as income tax to the government of a 
foreign country for a taxation year an amount equal to the income or profits 
tax actually paid by it for the year to the government of that, country, or to 
the government of a state, province or other political subdivision of that 
country (except such portion of that tax as was deductible under subsection 
20(11) or deducted under subsection 20(12) in computing its income for the 
year), minus the total of amounts deemed by paragraph (b) to have been paid 
to the government of that country for the year by all beneficiaries under the 
trust. 


Interpretation Bulletins: IT-20i1R2: Foreign tax credit — trust and beneficiaries; 
IT-506: Foreign income taxes as a deduction from income. 


(22.1) Foreign tax deemed paid by beneficiary — Where a 
taxpayer is a beneficiary under a trust, for the purposes of this sub- 
section and section 126, the taxpayer shall be deemed to have paid 
as business-income tax or non-business-income tax, as the case may 
be, for a particular taxation year in respect of a source the amount 
determined by the formula 


Aegis 
C 


° 


where 


A is the amount that, but for subsection (22.3), would be the busi- 
ness-income tax or non-business-income tax, as the case may. be, 
paid by the trust in respect of the source for a taxation year (in 
this subsection referred to as “that year’) of the trust that ends in 
the particular year; 


B_ is the amount deemed, because of a, designation under subsec- 
tion (22) for that year by the trust, to be. the taxpayer’s income 
from the source;. and 


C is the trust’s income for that year from the source. 
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Related Provisions: 4(3)— Whether deductions are applicable to a particular 
source; 94(3)(a)(iii) [proposed] — Application to trust deemed resident in Canada; 
126(2.22) — Foreign tax credit to trust on disposition of property by non-resident 
beneficiary. 

History: Subsec. 104(22.1) added by 1994, c. 21, subsec. 46(2), applicable to taxation 
years ending after November 12, 1981. 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries. 


(22.2) Recalculation of trust’s foreign source income — 
For the purpose of section 126, there shall be deducted in comput- 
ing a trust’s income from a source for a taxation year the total of all 
amounts deemed, because of designations under subsection (22) by 
the trust for the year, to be income of beneficiaries under the trust 
from that source. 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada. 


History: Subsec. 104(22.2) added by 1994, c. 21, subsec. 46(2), applicable to taxation 
years ending after November 12, 1981. 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries. 


(22.3) Recalculation of trust’s foreign tax — For the purpose 
of section 126, there shall be deducted in computing the business- 
income tax or non-business-income tax paid by a trust for a taxation 
year in respect of a source the total of all amounts deemed, because 
of designations under subsection (22) by the trust for the year, to be 
paid by beneficiaries under the trust as business-income tax or non- 
business-income tax, as the case may be, in respect of the source. 
Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 


in Canada; 126(7)‘‘non-business-income tax”(c.1)— Amount deducted under 
104(22.3) from business-income tax excluded from non-business-income tax. 


History: Subsec. 104(22.3) added by 1994, c. 21, subsec. 46(2), applicable to taxation 
years ending after November 12, 1981. 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries. 


(22.4) Definitions — For the purposes of subsections (22) to 
(22.3), the expressions “business-income tax” and “non-business- 
income tax” have the meanings assigned by subsection 126(7). 


History: Subsec. 104(22.4) added by 1994, c:.21, subsec. 46(2), applicable to taxation 
years ending after November 12, 1981. 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries. 


(23) Testamentary trusts — In the case of a testamentary trust, 
notwithstanding any other provision of this Act, the following rules 
apply: 
(a) the taxation year of the trust is the period for which the ac- 
counts of the trust are made up for purposes of assessment under 
this Act, but no such period may exceed 12 months and no 
change in the time when such a period ends may be made for the 
purposes of this Act without the concurrence of the Minister; 


(b) when a taxation year is referred to by reference to a calendar 
year, the reference is to the taxation year or years coinciding 
with, or ending in, that year; 


Proposed Repeal — 104(23)(a), (b) 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 52(10), 
will repeal paras. 104(23)(a) and (b), applicable after December 20, 2002. 


Technical Notes (July 2010): Subsection 104(23) provides special rules that apply 
to testamentary trusts. Paragraph 104(23)(a) defines the taxation year of a testamentary 
trust to be the period for which the accounts of the trust are made up for purposes of 
assessment under the Act. For this purpose, that paragraph also provides that no such 
period may exceed 12 months and no change in the time when such a period ends may 
be made for the purposes of the Act without the concurrence of the Minister of Na- 
tional Revenue. Paragraph 104(23)(b) provides that, in the case of a testamentary trust 
when a taxation year is referred to by reference to a calendar year, the reference is to 
the taxation year or years coinciding with, or ending in, that year. 


Paragraphs 104(23)(a) and (b) are repealed. 


This amendment applies after December 20, 2002. For a related set of amendments, see 
the commentary on section 249 and the definition “testamentary trust” in subsection 
108(1). 


(c) the income of a person for a taxation year from the trust shall 
be deemed to be the person’s benefits from or under the trust for 
the taxation year or years of the trust that ended in the year de- 
termined as provided by this section and section 105; 
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(d) where an individual having income from the trust died after . 
the end of a taxation year of the trust but before the end of oa 
calendar year in which the taxation year ended, the individual’s 
income from the trust for the period commencing immediately | 
after the end of the taxation year and ending at the time of death | 
shall be included in computing the individual’s income for the | 
individual’s taxation year in which the individual died unless the | 
individual’s legal representative has elected otherwise, in which | 
case the legal representative shall file a separate return of in- } 
come for the period under this Part and pay the tax for the period 
under this Part as if / 
: 


(i) the individual were another person, 
(ii) the period were a taxation year, 


(iii) that other person’s only income for the period were the — 
individual’s income from the trust for that period, and | 


(iv) subject to sections 114.2 and 118.93, that other person 
were entitled to the deductions to which the individual was 
entitled under sections 110, 118 to 118.7 and 118.9 for the 
period in computing the individual’s taxable income or tax 
payable under this Part, as the case may be, for the period; 
and 


(e) in lieu of making the payments required by sections 155, 156 
and 156.1, the trust shall pay to the Receiver General within 90 
days after the end of each taxation year, the tax payable under 
this Part by it for the year. 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada; 114.2 — Deductions in separate returns; 118.93— Credits in separate re- 
turns; 120.2(4)(a) — No minimum tax carryover on special return under 104(23)(d); 
127.1(1)(a) — No refundable investment tax credit on special return; 127.55 — Mini- 
mum tax not applicable; 249(1)(c), (5), (6) — Taxation year of testamentary trust. 


History: Para. 104(23)(a) amended by 1996, c. 21, subsec. 18(11), applicable after 

1994. The para. formerly read: 
(a) the taxation year of the trust is the period for which the accounts of the trust 
have been ordinarily made up and accepted for purposes of assessment under this 
Act and, in the absence of an established practice, the period adopted by the trust 
for that purpose (but no such period may exceed 12 months and a change in a 
usual and accepted period may not be made for the purpose of this Act without 
the concurrence of the Minister); 


Para. 104(23)(e) amended by 1994, c. 8, s. 12, applicable to 1994 et seq. Para. (e) 
formerly read: 


(e) in lieu of making the payments required by section 156, the trust shall pay to 
the Receiver General within 90 days from the end of each taxation year, the tax 
for the year as estimated under section 151. 
Interpretation Bulletins: IT-179R: Change of fiscal period; IT-326R3: Returns of 
deceased persons as “another person’. 


Forms: T4011: Preparing returns for deceased persons [guide]. 


(24) Amount payable — For the purposes of subsections (6), (7), 
(13), (16) and (20) and subparagraph 53(2)(h)(i.1), an amount is 
deemed not to have become payable to a beneficiary in a taxation 
year unless it was paid in the year to the beneficiary or the benefici- 
ary was entitled in the year to enforce payment of it. 


Proposed Amendment — 104(24) _ : 


(24) Amount payable —For the purposes of seBpaneshol 
§3(2)(h)(i.1), subsection 94(8), and subsections (6), CU. 01), 
(13), (16) and (20), an amount is deemed not to have become pay- 
able to a beneficiary in a taxation year unless it was paid i in the 
year to the beneficiary or the beciiiary was entitled i in be year. 
to enforce payment of it. 


Application: The August 27, 2010 draft legislation (Part 1 — non-resident trusts), 
subsec. 9(3), will amend subsec. 104(24) to read as above, applicable to taxation — 
years that end after 2006, and to each earlier taxation year of a trust to which subsec. 
94(3), as amended, applies and each taxation year of a beneficiary under the trust in 
which one of those earlier taxation years of the trust ends, except that subsec. 
104(24) is to be read as follows in its application before October 31, 2006: é 


(24) Amount payable — For the purposes of subparagraph 53(2)(h)(i.1), sub- 
section 94(8), and subsections (6), (7), (7.01), (13) and (20), an amount is 
deemed not to have become payable to a beneficiary in a taxation year unless it 
was paid in the year to the beneficiary or the a was amen in the — 
year to enforce payment of it. ‘ 
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04(6). VUndel aabseclon es an amoun iy dened: 


able in the year to a beneficiary unless it was paid int i aan or 


b ad was entitled in the ore es ae ment of | the an 


Related Provisions: phar [proposed] — Application to trust deemed resident 
in Canada; 94(4) [to be repealed] — FAPI does not include “amount payable” to bene- 
ficiary; 104(18) — Trust for person under age 21. 


History: Subsec. 104(24) amended by 2007, c. 29, subsec. 8(4), deemed to have come 
into force on October 31, 2006. It formerly read: 


(24) For the purposes of subparagraph 53(2)(h)(i.1) and subsections (6), (7), (13) 
and (20), an amount shall be deemed not to have become payable to a benefici- 
ary in a taxation year unless it ‘was paid in the year to the beneficiary or the 
beneficiary was entitled in the year to enforce payment of the amount. 


Selected Cases [subsec. 104(24)]: Langer Family Trust v. MNR, [1992] 1 C.T.C. 
2119 (TCC) (No deduction where income not “paid in the year to the person”). 


Interpretation Bulletins: IT-286R2: Trusts — amount payable; IT-342R: Trusts — 
income payable to beneficiaries; IT-381R3: Trusts — capital gains and losses and the 
flow-through of taxable capital gains to beneficiaries. 


I.T. Technical News: 11 (payments made by a trust for the benefit of a minor 
beneficiary). 


(25), (25.1), (26) [Repealed under former Act] 


(27) Pension benefits — Where a testamentary trust has, in a 
taxation year throughout which it was resident in Canada, received 
a superannuation or pension benefit or a benefit out of or under a 
foreign retirement arrangement and has designated, in the return, of 
its income for the year under this Part, an amount in respect.of a 
beneficiary under. the trust equal to such portion (in this subsection 
referred to as the “beneficiary’s share’) of the benefit as 


(a) may reasonably be considered (having regard to all the cir- 
cumstances including the terms and conditions of the trust ar- 
rangement) to be part of the amount that, by reason of subsec- 
tion (13), was included in computing the income for a particular 
taxation year of the beneficiary, and 


(b) was not designated by the trust in respect of any other bene- 
ficiary under the trust, 


the following rules apply: 
(c) where 


(i) the. benefit is an amount described. in subparagraph (a)(1) 
of the definition “pension income” in subsection 118(7), and 


(ii) the beneficiary was a spouse or common-law partner of 
the settlor of the trust, 


the beneficiary’s share of the benefit shall be deemed, for the 
purposes of subsections 118(3) and (7), to be a payment de- 
scribed in subparagraph (a)(i) of the definition “pension income” 
in subsection 118(7) that is included in computing the benefici- 
ary’s income for the particular year, 


(d) where the benefit 


(i) is a single amount (within the meaning assigned by sub- 
section 147.1(1)), other than an amount that relates to an‘ac- 
tuarial surplus, paid by a registered pension plan to the trust 
as a consequence of the death of the settlor of the trust who 
was, at the time of death, a spouse or common-law partner of 
the beneficiary, or 


(ii) would be an amount included in the total determined 
under paragraph 60(j) in respect of the beneficiary for the 
taxation year of the beneficiary in which the benefit was re- 
ceived by the trust if the benefit had been received by the 
beneficiary at the time it was received by the trust, 
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‘the beneficiary’s share of the benefit is, for the purposes of para- 
graph 60), an eligible amount in respect of the beneficiary for 
the particular year, and 


(e) where the benefit is a sing? amount (within the meaning as- 
signed by subsection 147.1(1)) paid by a registered pension plan 
to the trust as a consequence of the death of the settlor of the 
trust, 


(i) if. the beneficiary was, immediately before the settlor’s 
death, a child or grandchild of the settlor who, because of 
mental or physical infirmity, was financially dependent on 
the settlor for support, the beneficiary’s share of the benefit 
(other than any portion of it that relates to an actuarial sur- 
plus) is deemed, for the purposes of paragraph 60(1), to be an 
amount from a registered pension plan included in computing 
the beneficiary’s income for the particular year as a payment 
described in clause 60(1)(v)(B.01), and 


(ii) if the beneficiary was, at the time of the settlor’s death, 
under 18 years of age and a child or grandchild of the settlor, 
the beneficiary’s share of the benefit (other than any portion 
of it that relates to an actuarial surplus) is deemed, for the 
purposes of paragraph 60(1), to be an amount from a regis- 
tered pension plan included in computing the beneficiary’s 
income for the particular year as a payment described in sub- 
clause 60(1)(v)(B.1)dD. 


Related Provisions: 60(1)(v)(B.1) — Rollover of RRSP/RRIF designated benefits to 
child or grandchild on death; 94(3)(a)(iit) [proposed] — Application to trust deemed 
resident in Canada; 146(1.1) — Where child presumed not financially dependent for 
104(27)(e)G); 248(8) — Occurrences as a consequence of death; 250(6.1) — Trust that 
ceases to exist deemed resident throughout year. 


History: Para. 104(27)(e) amended by 2003, c. 15, subsec. 72(2), Harness in respect 
of deaths that occur after 2002. Para. (e) formerly read: 


(e) where the benefit is a single amount (within the meaning assigned by subsec- 
tion 147.1(1)) paid by a registered pension-plan to the trust as a consequence of 
the death of the settlor of the trust and the beneficiary was, at the time of the 

- settlor’s death, under 18 years of age anda child or grandchild of the settlor, the 
beneficiary’s share of the benefit (other than any portion thereof that relates to an 
actuarial surplus) shall be deemed, for the purposes of paragraph 60(1), to be an 
amount from a registered pension plan included in computing the beneficiary’s 
income for the particular year as a payment described in subclause 
60()(v)(B.DdD. 


Subsec. 104(27) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner’. 


Paras. 104(27)(c) and (d) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(8), 
applicable after 1992. Paras. (c) and (d) formerly read: 


(c) where 


(i) the benefit is an amount described in subparagraph (a)(i) of the definition 
“pension income” in subsection 118(7), and 


(ii) the beneficiary was a spouse (in this subsection having the meaning as- 
signed by subsection 146(1.1)) of the’settlor of the trust, 


the beneficiary’s share of the benefit shall be deemed, for the purposes of sub- 
sections 118(3) and (7), to be a payment described in subparagraph (a)(i) of the 
definition “pension income’ in subsection 118(7) that is included in computing 
the beneficiary’s income for the particular year, 


(d) where the benefit 


(i) is a single amount (within the meaning assigned by subsection 147.1(1)), 
other than an amount that relates to an actuarial surplus, paid by a registered 
pension plan to the trust as a consequence, of the death of the settlor of the 
trust who was, at the time of the settlor’s death, a spouse of the beneficiary, 
or 


(ii) would be an amount included in the total determined under paragraph 
60(j) in respect of the beneficiary for the taxation year of the beneficiary in 
which the benefit was received by the trust if the benefit had been received 
by the beneficiary at the time it was received by the trust, 


the beneficiary’s share of the benefit is, for the purposes of paragraph 60(j), an 
eligible amount in respect of the beneficiary for the particular year, and 


That portion of subsec. 104(27) preceding para. (a) substituted by 1994, c. 7, Sch. I 
(1991, c. 49), subsec. 75(2), applicable to 1990 et seq. That portion formerly read: 


(27) Pension benefits — Where a testamentary trust has received a superannu- 
ation or pension benefit in a taxation year throughout which it was resident in 
Canada and has designated, in the return of its income for the year under this 
Part, an amount in respect of a beneficiary under the trust equal to such portion 
(in this subsection referred to as the “beneficiary’s share’’) of the benefit as 
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Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 


Forms: T3 SCH 7: Pension income allocations or designations; T3 SCH 9: Income 
allocations and designations to beneficiaries. 


(27.1) DPSP. benefits — Where 


(a) a testamentary trust has received in a taxation year (in this 
subsection referred to as the “trust year”) throughout which it 
was resident in Canada an amount from a deferred profit sharing 
plan as a consequence of the death of the settlor of the trust, 


(b) the settlor was an employee of an employer who participated 
in the plan on behalf of the settlor, and 


(c) the amount is not part of-a series of periodic payments, 
such portion of the amount as 


(d) is included under subsection 147(10) in computing the in- 
come of the trust for the trust year, 


(e) can reasonably be considered (having regard to all the cir- 
cumstances including the terms and conditions of the trust ar- 
rangement) to be part of the amount that was included under 
subsection (13) in computing the income for a particular taxa- 
tion year of a beneficiary under the trust who was, at the time of 
the settlor’s death, a spouse or common-law partner, of the set- 
tlor, and 


(f) is designated by the trust in respect of the beneficiary in the 
trust’s return of income under this Part for the trust year 


is, for the purposes of paragraph 60(j), an eligible amount in respect 
of the beneficiary for the particular year: 

Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada; 248(8) — Occurrences as a consequence of death; 250(6.1) — Trust that 
ceases to exist deemed resident throughout, year. 

History: Subsec. 104(27.1) amended by 2000; c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 


2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Para. 104(27.1)(e) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(9), appli- 
cable after 1992. Para. (e). formerly read: 


(e) may reasonably be considered (having regard to all the circumstances includ- 
ing the terms and conditions of the trust arrangement) to be part of the amount 
that, by reason of subsection (13), was included in computing the income for a 
particular taxation year of a beneficiary under the trust who was, at the time of 
the settlor’s death, a spouse (within the meaning assigned by subsection 
146(1.1)) of the settlor, and 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 


(28) [Death benefit deemed received by beneficiary] — 
Such portion of any amount received by a testamentary trust in a 
taxation year on or after the death of an employee in recognition of 
the employee’s service in an office or employment as may reasona- 
bly be considered (having regard to all the circumstances including 
the terms and conditions of the trust arrangement) to be paid or pay- 
able at a particular time to a particular beneficiary under the trust 
shall be deemed to be an amount received by-the particular benefi- 
ciary at the particular time on or after the death of the employee in 
recognition of the employee’s service in an office or employment 
and not to have been received by the trust. 

Related Provisions: 56(1)(a)(iii) — Death benefit included in income; 94(3)(a)(iii) 
[proposed] — Application to trust deemed resident in Canada; 250(6.1) — Trust that 
ceases to exist deemed resident throughout year. 


Interpretation Bulletins: IT-508R: Death benefits. 


(29) [Repealed] 


Related Provisions: 94(3)(a)(iii) [proposed] — Application to trust deemed resident 
in Canada; 250(6,1) — Trust that ceases to exist deemed resident throughout year; 
257 — Formula cannot calculate to less than zero. 


History: Subsec. 104(29) repealed by 2003, c. 28, subsec. 11(2), applicable to trust 
taxation years that begin after 2006. Subsec. 104(29) formerly read: 


(29) Amounts deemed payable to beneficiaries [resource income] — For 
the purposes of this section, an amount designated by a trust in its return of in- 
come for a taxation year throughout which it was resident in Canada is deemed 


Income Tax Act, Part I, Division B 


to have become, in the proportions that the trust designates in that return of in- 
come, payable by the trust to particular beneficiaries under the trust in the year if 


(a) the designated amount does not exceed the amount determined by the 
formula 


(A -B) x C/D 
where 
A is the total of all amounts each of which is 


(i) an amount that is not deductible in computing the trust’s income 
for the year, but that would be deductible in computing that income 
if this Act were read without reference to paragraph 18(1)(m), 


(ii) an amount that is required by paragraph 12(1)(0) or by subsec- 
tion 69(6) or (7) to be included in computing that income, or 

(iii) an amount that is required to be included in computing that in- _ 
come because of an amount designated under this subsection by an- 
other trust, 


B is the total of all amounts each of which is 


(i) an amount that is deductible (otherwise than because of the _ 


membership of the trust in a partnership) under paragraph ~ 
20(1)(v.1) in computing the trust’s income for the year, or 


(ii) an amount that is not included in computing that income, but 
that would be included in computing that income if this Act were 
read without reference to section 80.2, 


C is the total of all amounts each of which is a portion of the trust’s in- 
come for the year computed without reference to the provisions of this 
Act (in this subsection referred to as the “trust-purpose income of the 
trust for the year’) that 


(i) was payable in the year to a beneficiary under the trust, or 


(ii) was required by subsection 105(2) to be included in computing — 
the income of a beneficiary under the trust, and 


D is the trust-purpose income of the trust for the year; and 


(b) the designated proportions are reasonable having regard to the portions 
of the trust-purpose income of the trust for the year that are included in com- 
puting the beneficiaries’ incomes for the year. 


Subsec. 104(29) amended by 2003, c. 28, subsec. 11(1), applicable to trust taxation 
years that end after December 20, 2002. The subsec. formerly read: 


(29) Where a trust, in its return of income under this Part for a taxation year 
throughout which it was resident in Canada, designates an amount not exceeding 
the proportion of the amount, if any, by which 


(a) the total of all amounts each of which is an amount that would, but for 
paragraph 18(1)(1.1) or (m), be deductible in computing the income of the 
trust for the year or that is required to be included in computing its income 
for the year by reason of paragraph 12(1)(0) or subsection 69(6) or (7) 


exceeds 


(b) the total of all amounts each of which is an amount that is deductible 
(otherwise than because of the membership of the trust in a partnership) 
under paragraph 20(1)(v.1) in computing the income of the trust for the year 
or that would, but for section 80.2, be included in computing its income for 
the year, 


that 


(c) the total of all amounts each of which is a part of the income of the trust 
for the year computed without reference to the provisions of this Act (in this 
subsection referred to as the “trust-purpose income” for the year) that was 
payable in the year to a beneficiary of the trust or was included in computing 
the income of a beneficiary of the trust for the year by virtue of subsection 
105(2) 
is of 
(d) the trust-purpose income of the trust for the year, 


that designated amount shall, for the purposes of this section, be deemed to have 
become payable by the trust to particular beneficiaries of the trust in the year in 
such proportions as are designated by the trust in that return of income, provided 
that those proportions are reasonable having regard to the shares of the trust- 
purpose income of the trust for the year included in computing their incomes for 
the year. 


Para. 104(29)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 42(10), appli- 
cable to taxation years ending after December 20, 1991. Para. (b) formerly read: 


(b) the total of all amounts each of which is an amount deductible in computing 
the income of the trust for the year under paragraph 20(1)(v.1) or that would, but 
for section 80.2, be included in computing its income for the year, 


Interpretation Bulletins: IT-342R: Trusts — income payable to beneficiaries. 


(30) Tax under Part XII.2 — For the purposes of this Part, there 
shall be deducted in computing the income of a trust for a taxation 
year the tax paid by the trust for the year under Part XII.2. 
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Related Provisions: 18(1)(t)— Tax under Part XII.2 is deductible. 


(31) Idem — The amount in respect of a taxation year of a trust 
that is deemed under subsection 210.2(3) to have been paid by a 
beneficiary under the trust on account of the beneficiary’s tax under 
this Part shall, for the purposes of subsection (13), be deemed to be 
an amount in respect of the income of the trust for the year that has 
become payable by the trust to the beneficiary at the end of the 
year. 

Interpretation Bulletins: IT-342R: Trusts — income payable to beneficiaries. 


Selected Cases [s. 104]: De Mond v. R., [1999] 4 C.T.C. 2007 (TCC) (Existence of 
trust did not prevent taxpayer from deducting partnership losses). 


Definitions [s. 104]: “accumulating income” — 108(1); “adjusted distributions 
amount” — 104(6)(b)@); “allocable. amount’ — 104(15);. “allocated gain” — 
104(21.4); “allowable business investment loss” — 38(c), 248(1); “allowable capital 
loss” — 38(b), 248(1); “alter ego trust”, “amount”, “assessment” — 248(1); “aunt” — 
252(2)(e); “beneficial ownership” — 248(3); “beneficially interested” — 248(25); 
“beneficiary” — 104(1.1), (5.5), 108(1); “brother? — 252(2); . “business” — 248(1); 
“business-income tax” — 104(22.4), 126(7); “calendar year’ — Interpretation Act 
37(1)(a); “Canada” — 255, Interpretation Act 35(1); “Canadian resource property” — 
66(15), 248(1); “capital gain’ — 39(1)(a), 248(1); “capital interest” — 108(1), 248(1); 
“capital loss” — 39(1)(b), 248(1); “capital, property”, — 54, 104(4.1), 248(1); 
“child” — 252(1); “common-law partner” — 248(1); “consequence of the death”, 
“consequence of whose death’ — 248(8); “contributor” — 94(1); “controlled” — 
256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “cost amount’? — 
107(1)(e), 108(1);. “created: by, the taxpayer’s. will” — 248(9.1); “deemed capital 
cost” — 104(5); “deemed gain” — 104(21.4)(a); “deferred profit sharing plan” — 
147(1), 248(1); “depreciable property” — 13(21), 248(1); “designated beneficiary” — 
210; “designated contributor” — 104(5.6),: (5.7)(c); (designated employee benefit” — 
ag “designated income” —210; “designation year” — 104(21.2);  “disposi- 
— 248(1); “disposition day” — 104(5.3), (5.8); “dividend” — 248(1); “eligible 
Beatie capital gains” — 108(1); “employee”, “employee benefit plan” — 248(1); “em- 
ployee life and health trust’ — 144.1(2), 248(1); “employee trust”, “employer”, “em- 
ployment” — 248(1); “estate” — 104(1), 248(1); “excluded property” — 108(1); “ex- 
empt _ beneficiary” — 104(5.4); | “exempt property’ — 108(1); “financially 
dependent” — 146(1.1); “foreign resource property” — 66(15), 248(1); “foreign retire- 
ment arrangement” — 248(1); “former spouse” —252(3); “grandparent” — 252(2); 
“great-aunt”, “great-uncle” — 252(2)(f); “income” — of trust 108(3); “income inter- 
est” — 108(1), 248(1); ‘individual’? — 248(1); “inter vivos trust” — 108(1), 248(1); 
“inventory” — 248(1); “investment tax credit” — 1279), 248(1); “joint. spousal or 
common-law partner trust’, “legal representative’, “Minister” — 248(1); “mutual fund 
trust” — 132(6)=(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “net cap- 
ital gains” — 104(21.5)(d); “net capital losses” — 104(21.5)(e), 248); “net taxable 
capital. gains’ — 104(21.3); “NISA Fund. No. 2”— 248(1); “non-business-income 
tax” — 104(22.4), 126(7); “non-deductible distributions amount’ — 104(16); “non- 
portfolio earnings” — 122.1(1); “non-resident” — 248(1); “non-resident-owned invest- 
ment corporation” — 133(8), 248(1); “office” — 248(1); “parent” — 252(2)(a); “paya- 
ble” — 104(24); “person”, “personal trust’, “post-1971 spousal or common-law partner 
trust” — 248(1); “pre-1972 spousal trust”, “preferred beneficiary” — 108(1); “pre- 
ferred beneficiary’s share” — 104(15); “prescribed”, “property” — 248(1); “qualified 
farm property”, “qualified fishing property”, “qualified small business corporation 
share” — 108(1), 110.6(1); “received” — 248(7); “registered charity”, “registered pen- 
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sion plan” — 248(1); “related”? — 104(5.7)(b), 251(2); “relevant. period” — 104(5.7); 
“resident contributor” — 94(1); “resident. in Canada” — 94(3)(a)(viii), 250; “SIFT 
trust” — 122.1(1), (2), 248(1); “series” — 248(10); “settlor’? — 108(1); “share”, 


“Shareholder”? — 248(1); “single amount” — 147.1(1); “sister” —252(2); “small busi- 
ness corporation” — 248(1); “spouse” — 252(3); “substituted” — 248(5); “superannu- 
ation or pension benefit’ — 248(1); “tax treaty’” — 248(1); “taxable Canadian corpora- 
tion” — 89(1), 248(1); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 
89(1), 248(1); “taxable income” — 2(2), 248(1);. “taxation year” — 104(23)(a) [to be 
repealed], 249; “taxpayer” — 248(1); “testamentary trust” — 108(1), 248(1); “trust” — 
104(1), (3), 108(1), 248(1); “‘trust-purpose income’ — 104(29)(c); “uncle” — 
252(2)(e); “vested indefeasibly” — 248(9.2). 


105. (1) Benefits under trust — The value of all benefits to a 
taxpayer during a taxation year from or under a trust, irrespective of 
when created, shall, subject to subsection (2), be included in com- 
puting the taxpayer’s income for the year except to the extent that 
the value . 


(a) is otherwise required to be.included in computing the tax- 
payer’s income for a taxation year; or 


(b) has been deducted under paragraph 53(2)(h) in computing 
the adjusted cost base of the taxpayer’s interest in the trust or 
would be so deducted if that paragraph 
(i), applied in respect of the taxpayer’s. interest in the trust, 
and. 


(ii) were read without reference to clause 53(2)(h)(i.1)(B). 


S. 106(1.1) 


Related Provisions: 104(19)— Portion of dividends deemed received by benefici- 
ary; 104(21) — Portion of capital gains deemed gain of beneficiary; 104(23) — Testa- 
mentary trusts; 107.3(4)—No application to qualifying environmental trusts; 
108(5) — ‘Interpretation. 


Selected Cases [subsec. 105(1)]: Cooper v. MNR, [1989] 1 C.T.C. 66 (FCTD) 
(Interest-free loan to beneficiary by trust not taxable). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-243R4: Dividend refund to private corpora- 
tions; IT-524: Trusts — flow-through of taxable dividends to a beneficiary — after 
1987. 


1.T. Technical News: 11 (payments made by a trust for the benefit of a minor 
beneficiary; taxable benefit; for use of personal-use, property). 


(2) Upkeep, etc. — Such part of an amount paid by a trust out of 
income: of the trust, for the upkeep, maintenance or taxes of or in 
respect of property that, under the terms of the trust arrangement, is 
required to be maintained for the use of a tenant for life or a benefi- 
ciary as is reasonable in the circumstances shall be included in com- 
puting the income of the tenant for life or other beneficiary from the 
trust for the taxation year for which it was paid. 

Related Provisions: 104(6) — Deduction in computing trust income; 104(13. Dy 
(13.2) — Designation of distributed income by trust; 104(23) — Testamentary trusts; 
104(29) — Amounts deemed to be payable to beneficiaries; 108(5) — Interpretation; 
120.4(1)“split income” (c) — Certain trust income of children subject to income split- 
ting tax. 

Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
342R: Trusts — income payable to beneficiaries; IT-381R3: Trusts — capital gains and 
losses and the flow-through of taxable capital gains to beneficiaries; IT-465R: Non- 
resident beneficiaries of trusts; IT-524: Trusts — flow-through of taxable dividends to 
a beneficiary — after 1987. 


1.T. Technical News: 11 (taxable benefit for use of personal-use property). 


Definitions [s. 105]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “bene- 
ficiary” — 108(1); “property” — 248(1); “taxation year” — 104(23)(a) [to, be re- 
pealed], 249; “taxpayer” — 248( 1); “trust” — 104(1), 108(1), 248(1), (3). 


106. (1) Income interest in trust — Where an amount in respect 
of a taxpayer’s income interest in a trust has been included in com- 
puting the taxpayer’s income for a taxation year by reason of sub- 
section (2) or 104(13), except to the extent that an amount in re- 
spect of that income interest has been deducted in computing the 
taxpayer’s taxable income pursuant to subsection 112(1) or 138(6), 
there may be deducted in computing the taxpayer’s income for the 
year the lesser of 


(a) the amount so included in ance the taxpayer’s income 
for the year, and 


(b) the amount, if any, by which the cost to the taxpayer of the 
income interest exceeds the total of all amounts in respect of the 
interest that were deductible under this subsection in computing 
the taxpayer’s income for previous taxation years. 
Related Provisions: 106(1.1) — Cost of income interest; 108(1) — Exclusions from 
definition of “trust”; 115(1)(a)(iv) — Non-residents’ taxable income earned in Canada; 
128.1(10)“excluded right or interest’(j), (k) — Emigration — whether a deemed dispo- 
sition of income interest. 


Interpretation Bulletins: IT-385R2: Disposition of an income interest ina trust. 


(1.1) Cost of income interest in a trust — The cost to a tax- 
payer of an income interest of the taxpayer in‘a trust is deemed to 
be nil unless 


(a) any part of the interest was acquired by the taxpayer from a 
person who-was the beneficiary in respect of the interest imme- 
diately before that acquisition; or 


(b) the cost of any part.of the interest would otherwise be deter- 
mined not to be nil under paragraph 128.1(1)(c) or (4)(c). 
Related Provisions: 108(1) — Exclusions from definition of “trust”. 
History: Subsec. 106(1.1) amended by 2001, c. 17, subsec. 79(1), applicable to 2000 
et seq. The subsec. formerly read: 


(1.1) For the purposes of subsection (1) and notwithstanding paragraph 69(1)(c), 
the cost to a taxpayer of an income interest in a trust, other than an interest ac- 
quired by the taxpayer from a person who was the beneficiary in respect of the 
interest immediately before the acquisition thereof by the taxpayer, shall be 
deemed to be nil: 


Interpretation Bulletins: IT-385R2: Disposition of an income interest in a trust. 
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(2) Disposition by taxpayer of income interest — Where ina 
taxation year a taxpayer disposes of an income interest in a trust, 


(a) except where subsection (3) applies to the disposition, there 
shall be included in computing the taxpayer’s income for the 
year the amount, if any, by which 


(i) the proceeds of disposition 
exceed 


(ii) where that interest includes a right to enforce payment of 
an amount by the trust, the amount in respect of that right 
that has been included in computing the taxpayer’s income 
for a taxation year because of subsection 104(13); 


(b) any taxable capital gain or allowable capital loss of the tax- 
payer from the disposition shall be deemed to be nil; and 


(c) for greater certainty, the cost to the taxpayer of each property 
received by the taxpayer as consideration for the disposition is 
the fair market value of the property at the time of the 
disposition. 
Related Provisions: 107.3(4) — No application to qualifying environmental trusts; 
107.4(3)(n) — No disposition of income interest in trust on qualifying disposition; 
108(1) — Exclusions from definition of “trust”; 115(1)(a)(iv) — Non-residents’ taxa- 
ble income earned in Canada. 


History: Para. 106(2)(a) amended by 2001, c. 17, subsec. 79(2), applicable to 2000 et 
seq. The para. formerly read: 


(a) except where subsection (3) is applicable, there shall be included in comput- 
ing the taxpayer’s income for the year the proceeds of the disposition; 


Interpretation Bulletins: IT-385R2: Disposition of an income interest in a trust. 


Advance Tax Rulings: ATR-3: Winding-up of an estate. 


(3) Proceeds of disposition of income interest — For 
greater certainty, where at any time any property of a trust has been 
distributed by the trust to a taxpayer who was a beneficiary under 
the trust in satisfaction of all or any part of the taxpayer’s income 
interest in the trust, the trust shall be deemed to have disposed of 
the property for proceeds of disposition equal to the fair market 
value of the property at that time. 


Interpretation Bulletins: IT-385R2: Disposition of an income interest in a trust. 


Definitions [s. 106]: “allowable capital loss” — 38(b), 248(1); “amount” — 248(1); 
“beneficiary” — 108(1); “cost” — 106(1.1); “income interest” — 108(1), 248(1); “per- 
son” — 248(1); “proceeds of disposition” — 54, 106(3); “property” — 248(1); “taxa- 
ble capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 
104(23)(a) [to be repealed], 249; “taxpayer” — 248(1); “trust” — 104(1), 108(1), 
248(1), (3). 


107. (1) Where 
a taxpayer has disposed of all or any part of the taxpayer’s capital 
interest in a trust, 


(a) where the trust is a personal trust or a prescribed trust, for the 
purpose of computing the taxpayer’s capital gain, if any, from 
the disposition, the adjusted cost base to the taxpayer of the in- 
terest or the part of the interest, as the case may be, immediately 
before the disposition is, unless any part of the interest has ever 
been acquired for consideration and, at the time of the disposi- 
tion, the trust is non-resident, deemed to be the greater of 


(i) its adjusted cost base, otherwise determined, to the tax- 
payer immediately before the disposition, and 


(ii) the amount, if any, by which 


(A) its cost amount to the taxpayer immediately before 
the disposition 
exceeds 


(B) the total of all amounts deducted under paragraph 
53(2)(g.1) in computing its adjusted cost base to the tax- 
payer immediately before the disposition; 


(b) [Repealed] 


(c) where the taxpayer is not a mutual fund trust, the taxpayer’s 
loss from the disposition is deemed to be the amount, if any, by 
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which the amount of that loss otherwise determined exceeds the’ 
amount, if any, by which 


(i) the total of all amounts each of which was received or; 
would, but for subsection 104(19), have been received by the’ 
trust on a share of the capital stock of a corporation before) 
the disposition (and, where the trust is a unit trust, after) 
1987) and 


(A) where the taxpayer is a corporation, 
f 


(1) was a taxable dividend designated under subsection 

104(19) by the trust in respect of the taxpayer, to the 

extent of the amount of the dividend that was deducti- | 
ble under section 112 or subsection 115(1) or 138(6) 
in computing the taxpayer’s taxable income or taxable 
income earned in Canada for any taxation year, or 


(I) was an amount designated under subsection 
104(20) by the trust in respect of the taxpayer, 


(B) where the taxpayer is another trust, was an amount 
designated under subsection 104(19) or (20) by the trust 
in respect of the taxpayer, and 


(C) where the taxpayer is not a corporation, trust or part- 
nership, was an amount designated under subsection 
104(20) by the trust in respect of the taxpayer 


exceeds 


(ii) the portion of the total determined under subparagraph (i) 
that can reasonably be considered to have resulted in a reduc- 
tion, under this paragraph, of the taxpayer’s loss otherwise 
determined from a previous disposition of an interest in the 
trust, and 


(d) where the taxpayer is a partnership, the share of a person 
(other than another partnership or a mutual fund trust) of any 
loss of the partnership from the disposition is deemed to be the 
amount, if any, by which that loss otherwise determined exceeds 
the amount, if any, by which 


(i) the total of all amounts each of which is a dividend that 
was received or would, but for subsection 104(19), have been 
received by the trust on a share of the capital stock of a cor- 
poration before the disposition (and, where the trust is a unit 
trust, after 1987) and 


(A) where the person is a corporation, 


(1) was a taxable dividend that was designated under 
subsection 104(19) by the trust in respect of the tax- 
payer, to the extent of the amount of the dividend that 
was deductible under section 112 or subsection 115(1) 
or 138(6) in computing the person’s taxable income or 
taxable income earned in Canada for any taxation. 
year, or 


(II) was a dividend designated under subsection 
104(20) by the trust in respect of the taxpayer and was 
an amount received by the person, 


(B) where the person is an individual other than a trust, 
was a dividend designated under subsection 104(20) by 
the trust in respect of the taxpayer and was an amount 
received by the person, and 


(C) where the person is another trust, was a dividend des- 
ignated under subsection 104(19) or (20) by the trust in 
respect of the taxpayer and was an amount received by 
the person (or that would have been received by the per- 
son if this Act were read without reference to subsection 
104(19)), 


exceeds 


(11) the portion of the total determined under subparagraph (i) 
that can reasonably be considered to have resulted in a reduc- 
tion, under this paragraph, of the person’s loss otherwise de- 
termined from a previous aponlests of an interest in the 
trust. 


Subdivision k — Trusts and Beneficiaries 


iterest is not a -capit: pr 
e definition “cost a 


ee 001 in poe oF alif 
: mended, in respect of which a int ) 
amended, or that would have been : 0 described had n 
_ subsec. 155(12) of the. ft leg 


its subclause BO”; and 


(i) the amendment « does not apply toa disposition by a taxpayer after Febru. © ‘ 


the taxpayer on or before February 27, 2004, and — 


- Gi) subpara. 107(1)(e)(ii) is, with respect to meant etoile in b suicl | 
- 53(2)(H)G. 1)(B)Q) that were payable on or b fore February 27, 2004, to be 
read without reference to the words “ae t bparagraph were ° read. a yout, 
reference to its subclause (B)M”. Y 


Technical Notes (July 2010): ‘Subsection 107¢ 1) contai special rules appliclble 
to the disposition. of an interest in a trust. A trust can distribute non- -taxable amounts, 
such as returns of capital and the non-taxable portion of a capital gain, to the holders _ 
of interests in the trust. G rently, the Act requires a r umn of capital t to be accounted 
for by reducing the recipient’ s adjusted cost base of 
effect of this genera tule is clear where the intere 


is. ne as ae Prone, it is. 


7(1)(e) applies when a xmel despise of an iilcors mh a trust 
that is not held as capital property. The paragraph deems the taxpayer’s cost amount 
of that interest to be the cost amount used for inventory valuation purposes less ‘the 
total of all returns of capital and non-taxable capital gains payable to the taxpayer, in 

respect of the interest, prior to the disposition. This is to recognize that all Teceipts 
fora property held on income account should be treated as either i income ora oO 
tion in the cost of the property to the holder. a ‘ 


The new paragraph applies to dispositions ; after 2001 if the trust interest isa a aie 
security, as defined in subsection 260(1), and an SLA compensation payment or a 
dealer compensation payment, as defined in subsection 260(1) | has been paid i in re- 
spect of the trust unit after 2001 and before February 27, 2004. Otherwise, the new 
tule applies to dispositions after February. 27, 2004, except that it will not apply to a 
disposition that took place after February 21, 2004 and before 2005,.if the taxpayer 
had on or before February 27, 2004 entered into an n agreement in ey for the 
disposition of the interest. 34 


There is a further exception to the application of the new parantapin Distributions of 
the non- -taxable portion of capital gains will reduce the cost amount of an interest in a 
trust only if those distributions took place after the new ‘paragraph came into ef- 
fect — that is, in the case of a trust interest that was the subject of a security lending | 
arrangement (SLA) that was made between January 1, 2002 and. February 2), — he 
after 2001, and, in all other cases, after February 27, 2004. 


Related Provisions: 40(3.7) — Application to non-resident individual; 104(19) — 
Taxable dividends flowed through trust; 107(1.1)— Cost of capital interest; 
107.3(4) — No application to qualifying environmental trusts; 107.4(3)(b)(ii) — Appli- 
cation of stop-loss rule to qualifying disposition; 108(6)— Where ‘terms of trust are 
varied; 108(7) — Meaning of ‘“‘acquired for consideration”; 128.1(10)“excluded right 
or interest”(j), (k) — Emigration — whether a deemed disposition of capital interest; 
248(1)“disposition’(d), (h) — Whether transfer by trust is a disposition of capital inter- 
est; 248(25.4) — Addition to cost of capital interest in trust. 


History: The opening words of para. 107(1)(a) amended, para. 107(1)(b) and the clos- 
ing words of para. 107(1)(d) repealed, by 2001, c. 17, subsecs. 80(1) to (3), applicable 
to 2000 et seg. except that, in respect of transfers in 2000 or 2001, for the purposes of 
subsec. 107(1), as amended, the residence of a transferee trust shall be determined 
without reference to s. 94, as it read before 2002. Those portions formerly read: 


(a) where the trust is a personal trust or a prescribed trust, for the purpose of 
computing the taxpayer’s taxable capital gain, if any, from the disposition, the 


e draft egislation, is paid after 2001 and before Oe 

28, 2004, except that subpara. 107(1)(e)Gi) i is, with respect to amounts described — 
in subcl. 53(2)(h)G.1)(B)() that were payable on or before 2002, to be read with- 

out reference to the words * if that alec siotees were — ‘without reference to 


(b) in any other case, after rebill 20, 2004, except that, jest to para. (a), . 


ary 27, 2004 and before 2005 pursuant to an pam in hea made ey 


interest in the trust. While the _ 
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adjusted cost base tothe taxpayer of the interest, or the part of the interest, as the 
case may be, immediately before the disposition shall be deemed to be the 
greater of 


(b) for greater certainty, for the purposes of computing the taxpayer’s allowable 
capital loss, if any, from the disposition of the interest or part thereof, as the case 
may be, the adjusted cost base to the taxpayer of the interest or part thereof im- 
mediately before the disposition is the adjusted cost base to the taxpayer thereof 
immediately. before that time as determined under this Act without reference to 
paragraph (a), 


except that where the interest was an interest in an inter vivos trust not resident 
in Canada that was purchased by the taxpayer, paragraph (a) does not apply in 
respect of the disposition of all or any part thereof except where subsection (2) is 
applicable in respect of any distribution of property by the trust to the taxpayer in 
satisfaction of that interest or that part thereof, as the case may be. 


Prop sed Amendment — Application of S.C. 2001, c. 17, s. 80 


e August 27, 2010 draft legislation (Part 1 — NRTs and FIs), s. 25, 
pplication of the amendments made to subsec. 107(1) by S.C. 2001, . 
5 to @) he fagak deemed i in. force on June 14, 2001, to read as 


The opening words of para. 107(1)(a) amended. pars, 5, 107d) nd he closing 
words of para. 107(1)(d) repealed, by 2001, c. 17, subsecs. 80(1) to (3), applica- 
ble to 2000 et seg. except that, in respect of transfers after 1999 and before 2007, 
7 for the purposes of subsec. 107(1), as amended, the residence of a transferee trust 
: _ shall | be determined without reference to s. 94, in its sepplicaycn to taxation neat 
that end before 2007. 


Technical Notes, (Sept. 10, 2010): Paragraph 1071 \(a) ee for the purpose ol 
computin a EaRDAYEE s taxable, os ei from the ep of a bape interest in 


ay 
tion 1072) applies. For his he fe aden of the trust is to be determined with- 
out reference to section 94 as it read before 2002. 


This ee to the Income Tax. Amendments Act, 2000, ensures that, in applying 
subsection. 107(1) in respect of transfers that occur after 1999 and before 2007, the 
residence of a transferee trust will be determined without reference to section 94 of the 
Act, as it reads i in its application to taxation years that began before 2007. 


Para. 107(1)(c), amended, and para. (d) added by 1998, c. 19, subsec. 128(1), applicable 
to dispositions that occur after April 26, 1995 except that, for. dispositions that. occur 
before 1998, the first reference to “loss” in para. 107(1)(c) shall be read as “capital 
loss”. Para. 107(1)(c) formerly read: 


(c) where. the. taxpayer is a corporation and the interest is not an interest in a 
prescribed trust, its capital loss from the disposition at any time of the interest or 
part thereof shall be deemed to be the. amount, if any, by which the amount of its 
loss otherwise determined exceeds the amount, if any, by which 


(i) the total of all amounts each of which, was, received by the trust before 
that time (and, where the trust is a unit trust, after 1987) and designated by it 
under subsection 104(19) or (20) in respect of the corporation 


exceeds 


(ii) such portion of the total referred to in subparagraph (i) as can reasonably 
be considered to have resulted in a reduction under this paragraph of its capi- 
tal loss otherwise determined from the disposition before that time of an in- 
terest in the trust, 


Para. 107(1)(a) amended by 1995, c. 21, s: 35, applicable to taxation years that end 
after February 21, 1994. Para. (a) formerly read: 


(a) where the trust is a personal trust or a prescribed trust, for the purposes of 
computing the taxpayer’s taxable capital gain, if any, from the disposition of the 
interest or part thereof, as the case may be, the adjusted cost base to the taxpayer 
thereof immediately before the disposition shall be deemed to be an amount 
equal to the greater of the adjusted cost base to the taxpayer thereof otherwise 
determined immediately before that time and the cost amount to the taxpayer 
thereof immediately before that time, 


Para. 107(1)(c) substituted by 1994, c. 21, s. 47, applicable to 1988 et seq. That para. 
formerly read: 


(c) where the taxpayer is a corporation and the interest is not an interest in a 
prescribed trust, its capital loss from the disposition at any time of the interest or 
part thereof shall be deemed to be the amount of its loss otherwise determined 
minus the total of all amounts each of which is an amount received by the trust 
before that time and designated by it in respect of the corporation under subsec- 
tion 104(19) or (20), 
Para. 107(1)(a) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 76(1), to add “or a 
prescribed trust”, applicable to dispositions occurring after 1987, other than a disposi- 
tion of an interest in a trust, the units of which were listed on October 1, 1987 on a 
prescribed stock exchange, occurring before the earlier of 


(a) January 1, 1991, and 
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(b) any date after October 1, 1987 on which a beneficial interest in the trust was or 
is issued, 

Regulations: 4800.1 (prescribed trust). 

Advance Tax Rulings: ATR-38: Distribution of all of the property of an estate. 


(1.1) Cost of capital interest in a trust — The cost to a tax- 
payer of a capital interest of the taxpayer in a personal trust or a 
prescribed trust is deemed to be, 


(a) where the taxpayer elected under subsection 110.6(19) in re- 
spect of the interest and the trust does not elect under that sub- 
section in respect of any property of the trust, the taxpayer’s cost 
of the interest determined under paragraph 110.6(19)(a); and 


(b) in any other case, nil, unless 


(i) any part of the interest was acquired by the taxpayer from 
a person who was the beneficiary in respect of the interest 
immediately before that acquisition, or 


(ii) the cost of any part of the interest would otherwise be 
determined not to be nil under section 48 as it read in its ap- 
plication before 1993 or under paragraph 111(4)(e) or 
128.1(1)(c) or (4)(c). 
Related Provisions: 107.4(3)(k)-(m) — Cost of capital interest in trust following 
qualifying disposition; 107.4(4)— Fair market value of capital interest in trust; 
248(25.4) — Addition to cost of capital interest in trust. 
History: Subsec. 107(1.1) amended by 2001, c. 17, subsec. 80(4), applicable to 2000 
et seg. The subsec. formerly read: 
(1.1) For the purpose of subsection (1) and notwithstanding paragraph 69(1)(c), 
the cost to a taxpayer of a capital interest in a trust, other than an interest ac- 
quired by the taxpayer from a person who was the beneficiary in respect of the 
interest immediately before its acquisition by the taxpayer or an interest issued to 
the taxpayer for consideration paid by the taxpayer that is equal to the fair mar- 
ket value of the interest at the time of issuance, is deemed to be 
(a) where the taxpayer elects under subsection 110.6(19) in respect of the 
interest and the trust does not elect under that subsection in respect of any 
property of the trust, the taxpayer’s cost of the interest determined under 
paragraph 110.6(19)(a); and 
(b) in any other case, nil. 
Subsec. 107(1.1) amended by 1998, c. 19, subsec. 128(2), applicable to 1994 et seg. 
Subsec. 107(1.1) formerly read: 
(1.1) For the purposes of subsection (1) and notwithstanding paragraph 69(1)(c), 
the cost to a taxpayer of a capital interest in a trust, other than an interest ac- 
quired by the taxpayer from a person who was the beneficiary in respect of the 
interest immediately before the acquisition thereof by the taxpayer or an interest 
issued to the taxpayer for consideration paid by the taxpayer that is equal to the 
fair market value thereof at the time of issuance, shall be deemed to be nil. 


Regulations: 4800.1 (prescribed trust). 


Proposed Addition — 107(1.2) 


(1.2) Deemed fair market value — non-capital property — 
For the purpose of section 10, the fair market value at any time of 
a capital interest in a trust is deemed to be equal to the amount 
that is the total of 


(a) the amount that would, if this Act were read without iieteg 
ence to this subsection, be its: fair: market value. at abe we, i 
and 


(b) the total of all amounts, each of which is an amount that 
would be described, in respect of the capital interest, in subpar- 
agraph 53(2)(h)(i.1) if that subparagraph were read without 
reference to its subclause (B)(I), that has become payable to 
the taxpayer before that time. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 54(2), 
will add subsec, 107(1.2), applicable to dispositions that occur, and valuations made, 


(a) after 2001 in respect of qualified trust units, as defined in subsec. 260(1), in 
respect of which an amount described in para. 260(5.1)(b), as amended, or that 
would have been so described had no election been made under subsec. 155(12) 
of the draft legislation, is paid after 2001 and before February 28, 2004, except 
that para. 107(1.2)(b) is, with respect to amounts described in subcl. 
53(2)(h)(i.1)(B)(1) that were payable on or before 2002, to be read without refer- 
ence to the pe ‘if that subparagraph were read without reference to its sub- 
clause (B)(1)”; : 


(b) in any other case, after February 27, 2004, except that, sibjest to para. (a), 
para. 107(1.2)(b) is, with respect to amounts described in  subcl. 
53(2)(b)(i.1)(B)(1) that were payable on or before February 27, 2004, to be read 
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without reference to the words “if that subparagraph were read without reference _ 
to its subclause (B)(I)”. | 


Technical Notes (July 2010): Where an interest ina 1 trust is held as: an 1 inyento ory, 
the fair market value of the interest at valuation for the purpose of section 10. can be 
affected by non-taxable distributions from the trust, potentially producing a tax loss_ 
to the holder of the interest even though the holder had suffered no fare < f 

(due to the non-taxable distribution the holder has already received). 


New subsection 107(1.2) requires that at any particular valuation time ie fair market — 
value of an interest in.a trust be deemed to be the total of the fair market value 
otherwise determined and the sum of any returns of capital and non-taxable capital — 
apes =e ee ony time. i i 


ary 27, 2004, and to valuations after 2001 i if the trust interest in question is a quali- 
fied security, as defined in subsection 260(1), and an SLA compensation payment or 
a dealer compensation payment, as defined in subsection 260(1), has been pad in 
respect of the trust unit after 2001 and before February 27, 2004. i a 


There is an exception to the application of the new. soecon Distributions of the 
non-taxable portion of capital gains will be added to the fair market value of an. ‘inter- 4 
est in a trust only if those distributions took place after the new subsection came into | 

effect — that is, in the case of a trust interest that was the subject of a security lend- 
ing arrangement (SLA) that was made between January 1, 2002 and ‘Febroary’ 27, 4 
2004, after 2001, and, in all other cases, after February 27, 2004, > 


Related Provisions: 107.4(4) — Fair market value of vested capital ines 


Bice eee 


(2) Distribution by personal trust — Subject to subsections 
(2.001), (2.002) and (4) to (5), if at any time a property of a per- 
sonal trust or a prescribed trust is distributed (otherwise than as a 
SIFT trust wind-up event) by the trust to a taxpayer who was a ben- 
eficiary under the trust and there is a resulting disposition of all or 
any part of the taxpayer’s capital interest in the trust, 


(a) the trust shall be deemed to have disposed of the property for 
proceeds of disposition equal to its cost amount to the trust im- 
mediately before that time; 


(b) subject to subsection (2.2), the taxpayer is deemed to have 
acquired the property at a cost equal to the total of its cost 
amount to the trust immediately before that time and the speci- 
fied percentage of the amount, if any, by which 


(i) the adjusted cost base to the taxpayer of the capital inter- 
est or part of it, as the case may be, immediately before that 
time (determined without reference to paragraph (1)(a)) 


exceeds 


(11) the cost amount to the taxpayer of the capital interest or 
part of it, as the case may be, immediately before that time; 


(b.1) for the purpose of paragraph (b), the specified percentage 
is, 


(i) where the property is capital property (other than depre- 
ciable property), 100%, 


(11) where the property is eligible capital vitepettyy in respect . 
of a business of the trust, 100%, and 


(iii) in any other case, 75%; 


Proposed Amendment — 107(2)(b. 1)(ii ae 


Application: The July 16, 2010 draft legislation (Part 1 — technical), ‘subsec. 54(3), 
will amend subpara. 107(2)(b.1)(ii) to replace “75%” with “S0%", applicable distri- 
butions made after December 20, 2002. 


Technical Notes (July 201 0): Subsection 107(2) applies where a ‘personal trust or a 
prescribed trust described in section 4800.1 of the Regulations distributes property to a 
beneficiary and there is a resulting disposition of part or all of the beneficiary's capital 
interest in the trust. Under paragraph 107(2)(a), the trust is deemed to have disposed of 
the property for proceeds of disposition equal to the property’s cost amount. Under 
paragraph 107(2)(b), the property is deemed to have been acquired by the beneficiary 
for an amount equal to the total of the amount described in paragraph 107(2)(a) and a 
“bump” equal to the specified percentage of any excess of the adjusted cost base to the 
beneficiary of the capital interest over its cost amount (as defined by subsection 108(1)) 
to the beneficiary of the interest. Under subparagraph 107(2)(b. .1)(iii), the specified 
percentage for property (other than non-depreciable capital property and eligible capital 
property) is 75%. Where subsection 107(2) applies, paragraph 107(2)(c) provides that 
the beneficiary is deemed to have disposed of all or part, as the case may be, of the 
capital interest for proceeds equal to the amount determined under that _ patagraph. 


Subparagraph 107(2)(b.1)Gii) is amended to replace the reference to 75% with a refer- 
ence to 50%, consistent with the current capital gains inclusion rate. 2 
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 (c) the taxpayer is deemed to have disposed of all or part, as the 


a 


case may be, of the capital interest for proceeds equal to the 


_ amount, if any, by which 


proper 3 Dd 
(i) the cost at which the taxpayer would be deemed. by para- 
graph (b) to have acquired the property if the specified per- 
centage referred to in that paragraph were 100% 


applies ty 


exceeds 


(ii) the total of all amounts each of which is an eligible offset 

at that time of the taxpayer in respect of the capital interest or 

the part of it; 
(d) where the property so distributed was depreciable property 
of a prescribed class,of the trust and the amount that was, the 
capital cost to the trust.of that property exceeds the cost at which 
the taxpayer is deemed by this section to have acquired the pro- 
perty, for the purposes of sections 13 and 20 and any regulations 
made under paragraph 20(1)(a) 


(i) the capital cost to the taxpayer of the property shall be 
deemed to be the amount that was the capital cost of the pro- 
perty to the trust, and 


(ii) ‘the excess shall be deemed to have been allowed to the 
taxpayer in respect of the property under regulations made 
under paragraph 20(1)(a) in computing income for taxation 
years before the acquisition by the taxpayer of the property; 
(d.1) [Repealed] 
(e) [Repealed] 


(f) where the property so distributed was eligible capital pro- 


_perty of the trust in respect of a business of the trust, 


(i) where the eligible capital expenditure of the trust in re- 
spect of the property exceeds the cost at which the taxpayer 
is deemed by this subsection to have acquired the property, 
for the purposes of sections 14, 20 and 24, 


(A) the eligible capital expenditure of the taxpayer in re- 
spect of the property shall be deemed to be the amount 
that was the eligible capital expenditure of the trust in re- 
spect of the property, and 


(B) 7/4 of the excess)shall- be deemed. to have been allowed 
under paragraph 20(1)(b) to the taxpayer in respect of the 
property in computing income for taxation years ending 


(I) before the acquisition by the taxpayer of the pro- 
perty, and 


(II) after the adjustment time of the taxpayer in respect 
of the business, and 


(ii) for the purpose of determining after that time the amount 
required by paragraph 14(1)(b) to be included in computing 
the taxpayer’s income in respect of any subsequent disposi- 
tion of property of the business, there shall be added to the 
value otherwise determined for Q in the definition “cumula- 
tive eligible capital” in subsection 14(5) the amount deter- 
mined by the formula 


B 
AX 
C 
where 
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A is the amount, if any, determined for Q in that definition 
in tespect of the business of the trust immediately before 
the distribution, 


is the fair market value of the property so distributed im- 
mediately before the distribution, and 


is the fair market value immediately before the distribu- 
tion of all eligible capital property of the trust in respect 
of the business. 


Related Provisions: 43(3) — No capital loss on payment out of trust’s income or 
gains; 53(4) — Effect on ACB of trust interest; 69(11) — Deemed proceeds of disposi- 
tion; 80.03(1), (3)(b) — Capital gain where subsec. 107(2) applies to trust interest on 
disposition following debt forgiveness; 104(4)(a.2) — Anti-avoidance rule where trust 
distributes property before death; 104(5.8) — Trust transfers; 107(2.01) — Principal 
residence ‘distribution by personal trust; 107(2.1) — Application where trust elects out 
of 107(2); 107(4) — Where trust in favour of spouse or self; 107(4.1) — Where subsec. 
75(2) applicable to trust; 107(4.2) — Application of subsec. (2.1) instead of subsec. 
(2); 107(5) — Distribution to non-resident; 107.4(3) — Rollover of property to trust 
where no change in beneficial ownership; 107.4(4) — Fair market value of capital in- 
terest in trust; 126(2.22) — Foreign tax credit to trust on disposition of property by 
non-resident beneficiary; 220(4.6)-(4.63) — Security for tax on distribution of taxable 
Canadian property to non-resident beneficiary; 248(1)‘‘disposition’’(d), (h) — Whether 
transfer by trust is a disposition of capital interest; 248(25.1) — Deemed taxable Cana- 
dian property retains status through trust-to-trust transfer. 


History: Subpara. 107(2)(d.1)@ii) amended by 2010, c. 12, subsec. 10(1), applicable in 
determining after October 1, 1996 whether a property is taxable Canadian property of a 
taxpayer. It formerly read: 


(iii) the property was deemed by paragraph 51(1)(f), 85(1)(i) or 85.1(1)(a), sub- 
section 87(4) or (5) or paragraph 97(2)(c) to be taxable Canadian property of the 
trust; and 


Para. 107(2)(d.1) repealed by the said c. 12, subsec. 10(2), applicable in determining 
after March 4, 2010 whether a property is taxable Canadian property of a taxpayer. It 
formerly read: 


(d.1) the property is deemed to be taxable Canadian property of the taxpayer 
where 


(i) the taxpayer is non-resident at that time, 
(ii) that time is before October 2, 1996, and 


(iii) the property was deemed by paragraph 51(1)(f), 85(1)@) or 85.1(1)(a), 
subsection 85.1(5) or 87(4) or (5) or paragraph 97(2)(c) to be taxable Cana- 
dian property of the trust; and 


The opening words of subsec. 107(2) amended by 2009, c. 2, subsec. 26(1), applicable 
after July 14, 2008. The opening words formerly read: 


(2) Subject to subsections (2.001), (2.002) and (4) to (5), where at any time a 
property of a personal ‘trust or a prescribed trust is distributed by the trust to a 
taxpayer who was a beneficiary under the trust and there is a resulting disposi- 
tion of all or any part of the taxpayer’s capital interest in the trust, 


The opening words of subsec. 107(2) amended by 2001, c. 17, subsec. 80(6), applicable 
to distributions made after 1999. The opening words formerly. read: 


(2) Subject to subsection (2.001), where at any time a property of a personal trust 
or a prescribed trust is distributed by the trust to a taxpayer who was.a benefici- 
ary under the trust in satisfaction of all or any part of the taxpayer’s capital inter- 
est in the trust, 


The opening words of subsec. 107(2) amended by the said c. 17, subsec,:80(5), applica= 
ble to distributions made after October 1, 1996. The opening words formerly read: 


(2) Capital interest distribution by personal or prescribed trust — Where at 
any time any property of a personal trust or a prescribed trust has been  distrib- 
uted by the trust to a taxpayer who was a beneficiary under the trust in satisfac- 
tion of all or any part of the taxpayer’s capital interest in the trust, the following 
rules apply: 


Paras. 107(2)(b) and (c) amended, and para. (b.1) added, by the said c. 17, subsec. 
80(7), applicable to distributions made after! 1999. Paras. (b) and (c) formerly read: 


(b) the taxpayer is, subject to subsection (2.2), deemed to have acquired the pro- 
perty at a cost equal to’the total of its cost amount to’ the trust immediately before 
that time and the amount, if any, by which 


(i) the adjusted cost base to the taxpayer of the capital interest. or part 
thereof, as the case may be, immediately before that time as determined for 
the; purposes of paragraph (1)(b) 


exceeds 


(ii) the cost amount to the taxpayer of the capital interest or part thereof, as 
the case may be, immediately before that time; 


(c) the taxpayer shall be deemed to have disposed of all or part, as the case may 
be, of the capital interest for proceeds equal to the cost at which the taxpayer is 
deemed by paragraph (b) to have acquired the property, minus the amount of any 
debt assumed by the taxpayer or of any other legal obligation assumed by the 
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taxpayer to pay any amount, if the distribution of the property to the taxpayer 
was conditional on the assumption by the taxpayer of the debt or obligation; 
Para. 107(2)(d.1) added by the said c. 17, subsec. 80(8), applicable in determining after 
October 1, 1996 whether property is taxable Canadian property. 
The portion of subpara. 107(2)(f)(ii) before the formula amended by the said c. 17, 
subsec. 80(9), applicable to taxation years that end after February 27, 2000. The portion 
formerly read: 
(ii) for the purposes of determining after that time 
(A) the amount deemed under subparagraph 14(1)(a)(v) to be the taxpayer’s 
taxable capital gain, and 
(B) the amount to be included under subparagraph 14(1)(a)(v) or paragraph 
14(1)(b) in computing the taxpayer’s income 
in respect of any subsequent disposition of the property of the business, there 
shall be added to the amount otherwise determined for Q in the definition “cu- 


mulative eligible capital” in subsection 14(5) the amount determined by the 
formula 


The opening words of para. 107(2)(b) amended by 1998, c. 19, subsec. 128(3), applica- 
ble to distributions made after 1993. The opening words formerly read: 


(b) the taxpayer shall be deemed to have acquired the property at a cost equal to 
the total of its cost amount to the trust immediately before that time and the 
amount, if any, by which 
Cl. 107(2)(Gi)(B) amended by 1995, c. 3, s. 29, applicable to distributions of property 
made after February 22, 1994. Cl. (B) formerly read: 
(B) the amount to be included under paragraph 14(1)(b) in computing the income 
of the taxpayer 


Para. 107(2)(e) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 43(1), applica- 
ble to distributions occurring after July 13, 1990. Para. (e) formerly read: 


(e) where the property so distributed was eligible capital property of the trust in 
respect of a business of the trust, 


(i) the references to “its cost amount” in paragraphs (a) and (b) shall be read 
as references to ““/s of its cost amount”, and 


(ii) where the eligible capital expenditure of the trust in respect of the pro- 
perty exceeds the cost at which the taxpayer is deemed by this subsection to 
have acquired the property, for the purposes of sections 14, 20 and 24, 


(A) the eligible capital expenditure of the taxpayer in respect of the pro- 
perty shall be deemed to be the amount that was the eligible capital ex- 
penditure of the trust in respect of the property, and 


(B) *s of the excess shall be deemed to have been allowed to the tax- 
payer in respect of the property under paragraph 20(1)(b) in computing 
income for taxation years ending 


(1) before the acquisition by the taxpayer of the property, and 


(Il) after the adjustment time of the taxpayer in respect of the 
business. 


Para. 107(2)(f) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 43(2), applicable to 
distributions occurring after 1987. 


Para. 107(2)(e) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 76(2), applicable with 
respect to distributions made after July 13, 1990. 


Regulations: 4800.1 (prescribed trust). 


Interpretation Bulletins: IT-120R6: Principal residence; IT-209R: Inter vivos gifts 
of capital property to individuals directly or through trusts; IT-349R3: Intergenerational 
transfers of farm property on death; IT-393R2: Election re tax on rents and timber roy- 
alties — non-residents. 


Advance Tax Rulings: ATR-38: Distribution of all of the property of an estate; 
ATR-70: Distribution of taxable Canadian property by a trust to a non-resident. 


(2.001) No rollover on election by a trust — Where a trust 
makes a distribution of a property to a beneficiary of the trust in full 
or partial satisfaction of the beneficiary’s capital interest in the trust 
and so elects in prescribed form filed with the Minister with the 
trust’s return of income for its taxation year in which the distribu- 
tion occurred, subsection (2) does not apply to the distribution if 
(a) the trust is resident in Canada at the time of the distribution; 
(b) the property is taxable Canadian property; or 
(c) the property is capital property used in, eligible capital pro- 
perty in respect of, or property described in the inventory of, a 
business carried on by the trust through a permanent establish- 
ment (as defined by regulation) in Canada immediately before 
the time of the distribution. 
Related Provisions: 107(2.002)—Election by beneficiary; 220(3.2), . Reg. 


600(b) — Late filing: or revocation of election; 248(1)“taxable Canadian pro- 
perty’(m)—(q) — Extended meaning of TCP. 


Income Tax Act, Part I, Division B 


History: Subsec. 107(2.001) added by 2001, c. 17, subsec. 80(10), applicable to distri- 
butions made after October 1, 1996, except that for distributions made from a trust — 
before June 14, 2001, an election under subsec. 107(2.001) is deemed to have been — 
made in a timely manner if it is made on or before the trust’s filing-due date for the 
taxation year that includes June 14, 2001. 
Regulations: No regulation defining “permanent establishment” as yet (though Reg. 
8201 would be the logical choice). 


(2.002) No rollover on election by a beneficiary — Where a 
non-resident trust makes a distribution of a property (other than a 
property described in paragraph (2.001)(b) or (c)) to a beneficiary 
of the trust in full or partial satisfaction of the beneficiary’s capital 
interest in the trust and the beneficiary makes an election under this 
subsection in prescribed form filed with the Minister with the bene- 
ficiary’s return of income for the beneficiary’s taxation year in 
which the distribution occurred, 


(a) subsection (2) does not apply to the distribution; and 


(b) for the purpose of subparagraph (1)(a)(ii), the cost amount of 
the interest to the beneficiary is deemed to be nil. 


Related Provisions: 94(3)(a)(iv) [proposed] — Application to trust deemed resident 
in Canada; 107(2.001) — Election by trust. 


History: Subsec. 107(2.002) added by 2001, c. 17, subsec. 80(10), applicable to distri- 
butions made after 1999, except that for distributions made to a beneficiary before June 
14, 2001, an election under subsec. 107(2.002) is deemed to have been made in a 
timely manner if it is made on or before the beneficiary’s filing-due date for the taxa- 
tion year that includes June 14, 2001. 


(2.01) Distribution of principal residence — Where property 
that would, if a personal trust had designated the property under 
paragraph (c.1) of the definition “principal residence” in section 54, 
be a principal residence (within the meaning of that definition) of 
the trust for a taxation year, is at any time (in this subsection re- 
ferred to as “that time’’) distributed by the trust to a taxpayer in 
circumstances to which subsection (2) applies and the trust so elects 
in its return of income for the taxation year that includes that time, 


(a) the trust shall.be deemed to have disposed of the property 
immediately before the particular time that is immediately 
before that time for proceeds of disposition equal to the fair mar- 
ket value of the property at that time; and 


(b) the trust shall be deemed to have reacquired the property at 
the particular time at a cost equal to that fair market value. 


History: The opening words of subsec. 107(2.01) amended by 2001, c. 17, subsec. 
80(11), applicable to distributions made after 1999. The opening words formerly read: 


(2.01) Where a property that would, if a personal trust had designated the pro- 
perty under paragraph (c.1) of the definition “principal residence” in section 54, 
be a principal residence (within the meaning of that definition) of the trust for a 
taxation year, is at any time (in this subsection referred to as “that time’’) distrib- 
uted by the trust to a taxpayer in circumstances to which subsection (2) applies 
and subsection (4) does not apply and the trust so elects in its return of income 
under this Part for the taxation year that includes. that time, 


That portion of subsec. 107(2.01) preceding para. (a) amended by 1994, c. 7, Sch. VIII — 
(1993, c. 24), subsec. 43(3), applicable to distributions occurring after 1990, except that 
an election by a trust (other than a trust described in subsec. 70(6) or 73(1)) to have 
subsec. 107(2.01), as amended, apply to a distribution by the trust occurring after 1990 
and before June 11, 1993 may be made by the trust by notifying the Minister of Na- 
tional Revenue in writing before December 11, 1993. That portion formerly read: 


(2.01) Principal residence distribution by spousal trust — Where at any time 
(in this subsection referred to as “that time’) a property has been distributed by a 
trust described in subsection 70(6) or 73(1) to a taxpayer in circumstances in 
which subsection (2) applies and subsection (4) does not apply and the property 
would, if the trust had designated the property under paragraph 54(g), be a prin- 
cipal residence (within the meaning assigned by that paragraph) of the trust for a 
taxation year, the following rules apply where the trust so elects in its return of 
income under this Part for the taxation year that includes that time: 


Subsec. 107(2.01) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 76(3), applicable 
to distributions occurring after May 9, 1985, except that an election to have the subsec. 
apply in respect of a distribution by trust occurring after May 9, 1985 and before De- 
cember 18, 1991, that is made by the trust so notifying the Minister of National Reve- 
nue in writing before April 1992 shall be deemed to have been made in accordance 
with the subsec.; and, notwithstanding subsecs. 152(4) to (5), such assessments of tax, 
interest and penalties shall be made as are necessary to give effect to the election. 


Interpretation Bulletins: IT-120R6: Principal residence. 


(2.1) Other distributions — Where at any time a property of a 
trust is distributed by the trust to a beneficiary under the trust, there 
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would, if this Act were read without reference to paragraphs (h) and 
(i) of the definition “disposition” in subsection 248(1), be a result- 
| ing disposition of all or any part of the beneficiary’s capital interest 
in the trust (which. interest or part, as the case may be, is in this 
subsection referred to as the “former interest’) and the rules in.sub- 
sections (2) and (3.1) and sections 88.1 and 132.2 donot apply in 
respect of the distribution, 


(a) the trust is deemed to have disposed of the property for pro- 
ceeds equal to its fair market value at that time; 


(b) the beneficiary is deemed to have acquired the property at.a 
cost equal to the proceeds determined under paragraph (a); 


(c) subject to paragraph (e), the beneficiary’s proceeds of dispo- 
sition of the portion of the former interest disposed of by the 
beneficiary on the distribution are deemed to be ricienp to the 
‘amount, if any, by which 


(i) the proceeds determined under paragraph (a) (other than 
the portion, if any, of the proceeds that is a payment to which 
paragraph (h) or (i) of the definition “disposition” in subsec- 
tion 248(1) applies), 


exceed the total of 


(ii) where the property is not a Canadian resource property or 
foreign resource property, the amount, if any, by which 


(A) the fair market value of the property at that time 
exceeds the total of 


(B) the cost.amount to the trust of the property immedi- 
ately before that time, and 


(C) the portion, if any, of the excess that would be deter- 
mined under this subparagraph if this subparagraph were 
read without reference to this clause that represents a pay- 
ment to which paragraph (h) or (i) of the definition “dis- 
position” in subsection 248(1) applies, and 


(iii) all amounts each of which is an eligible offset at that 
time of the taxpayer in respect of the former interest; 


(d) notwithstanding paragraphs (a) to (c), where the trust is non- 
resident at that time, the property is not described in paragraph 
(2.001)(b) or (c) and, if this Act were read without reference to 
this paragraph, there would be no income, loss, taxable capital 
gain or allowable capital loss of a taxpayer in respect of the'pro- 
perty because of the application of subsection 75(2) to the dispo- 
sition at that time of the property, 


(i) the trust is deemed to have disposed of the property: for 
proceeds equal to the cost amount of the property, 


(ii) the beneficiary is deemed to have acquired the property at 
a cost equal to the fair market value of the property, and 


(iii) the beneficiary’s proceeds of disposition of the portion 
of the former interest disposed of by the beneficiary on the 
distribution are deemed to be equal to the amount, if any, by 
which 


(A) the fair market value of the property 
exceeds the total of 


(B) the portion, if any, of the amount of the distribution 
that is a payment,to which paragraph (h),or (i) of the defi- 
nition “disposition” in subsection 248(1) applies, and 


(C) all amounts each of which is an eligible offset at that 
time of the taxpayer in respect of the former interest; and 


(e) where the trust is a mutual fund trust, the distribution occurs 
in a taxation year of the trust before its 2003 taxation year, the 
trust has elected under subsection (2.11) in respect of the year 
and the trust so elects in respect of the distribution in, prescribed 
form filed with the trust’s return of income for the year, 


(i) this subsection shall be read without reference to para- 
graph (c), and 


(ii) the beneficiary’s proceeds of disposition of the portion of 
the former interest disposed of by the beneficiary on the dis- 
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tribution are deemed to be equal to the amount determined 

under paragraph (a). 
Related Provisions: 43(3) — No capital loss on payment out of trust’s income or 
gains; 53(2)(h)(i.2) — Reduction in ACB of interest in trust; 94(3)(a)(iii). [proposed] — 
Application to trust deemed resident in Canada; 107(2.11) — Election not to flow out 
gains to beneficiaries; 107(4.01) — 107(2.1) applies to distribution of specified partici- 
pating interest; 107(4.2) — Application of subsec. (2.1); 107(5) — 107(2.1) applies to 
capital distribution to non-resident beneficiary; 107.4(4) — Fair market value of capital 
interest in trust; 248(1)“disposition’(d), (h) — Whether transfer by trust is a disposition 
of capital interest. 
History: The opening words of subsec. 107(2.1) amended to substitute “subsections 
(2) and (3.1) and sections 88.1 and” for “subsection (2) and section” by 2009, c. 2, 
subsec. 26(2), applicable after July 14, 2008. 


Subsec. 107(2.1) amended by 2001, c. 17, subsec. 80(12), applicable to distributions 
made after 1999, except that 


(a) the amendment does not apply to distributions made before March 2000 in sat- 
isfaction of rights described in subsec. 52(6) that were acquired before 2000; and 


(b) for distributions made from a trust before June 14, 2001, an election under that 
subsec. 107(2.1) is deemed to have been made in a timely manner if it is made on 
or before the trust’s filing-due date for the taxation year that includes June 14, 
2001. 

Subsec. 107(2.1) formerly read: 
(2.1) Where at any time any property of a trust is distributed by the trust-to:a 
beneficiary under the trust in satisfaction of all or any part of the beneficiary’s 
capital interest in the trust or in satisfaction of a right described in subsection 
52(6), and. subsection (2) does not apply in respect of the distribution, notwith- 
standing any other provision of this Act other than section 132.2, 


(a) the trust shall: be deemed to have disposed of the property for proceeds 
equal to its fair market value at that time; 


(b) the beneficiary shall be deemed.to have acquired the property at a cost 
equal to that fair market value; and 


(c) the beneficiary shall be deemed to have disposed of the interest or part 
thereof in the trust or the right, as the case may be, for proceeds of disposi- 
tion equal to the cost at which the beneficiary is deemed:by paragraph (b) to 
have acquired the property. 


The opening words of subsec. 107(2.1) amended by 1998, c. 19, subsec. 128(4), appli- 
cable to distributions made after June 1994. The opening words formerly read: 


(2.1) Where at any time any property of a trust has been distributed by the trust 
to a beneficiary under the trust in satisfaction of all or any part of the benefici- 
ary’s capital interest in the trust or in satisfaction of a right described in subsec- 
tion. 52(6) and subsection (2) is not applicable in respect of the distribution, not- 
withstanding any other provision of this Act, the following rules apply: 


(2:11) Gains not distributed to beneficiaries — Where a trust 
makes one or more distributions of property in a taxation year in 
circumstances in,which subsection (2.1) applies (or, in the case of 
property distributed after October 1, 1996 and before 2000, in cir- 
cumstances in which subsection (5) applied) 


(a) where the trust is resident in Canada at the time of each of 
those distributions and has so elected in prescribed form filed 
with the trust’s return for the year or a preceding taxation year, 
the income of the trust for the year (determined without refer- 
ence to,subsection 104(6)) shall, for the purposes of subsections 
104(6) and (13), be computed without regard to all of those dis- 
tributions to non-resident persons (including a partnership other 
than a Canadian partnership); and 


(b) where the trust is resident in Canada at the time of each of 
those distributions and has so elected in prescribed form filed 
with the trust’s return for the year or a preceding taxation year, 


the income of the trust for the year (determined without refer- 
ence to subsection 104(6)) shall, for the purposes of subsections 
104(6) and (13), be computed without regard to all of those 
BAEAE He 


Cth ‘Act’) toa sdistibation of eos by a mu- 
kn wledge your conversations with Mr. Grant 


You have 1 raised an issue c cerning the possible | taxation of i income at the trust level 
where a trust, that has elected under subsection 107(2.11) in respect of the distribu- 


tion of its property, makes a cash payment to unitholders out of the trust’s income or 
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capital gains; You submit that the effect of the election under subsection 107(2.11) 
extends to all of the trust’s distributions, including cash payments to beneficiaries out 
of trust income or capital gains. If, as a result of subsection 107(2.11), the f payments 
out of income or capital gains were ignored for the purposes of subsection 104(6) z and 
(13), you submit that the corresponding amounts of income and capital gains would 
be recognized at the trust level. We confirm that stich a result would be unintended.” 


The purpose of subsection 107(2. 11) is to provide trusts with a mechanism of, ensur- 
ing that capital gains, that arguably would otherwise be considered to be paid out toa _ 
unitholder upon a distribution of property from the trust to the. unitholder, are not 
paid out on the distribution. Given this policy, the provision should generally. apply. 
only to distributions of property that would be expected to result in the realization at 
the trust level of such capital gains. Accordingly, the effect of an election under sub- 
section 107(2.11) should not extend to distributions’ of cash tae in Canadian 
dollars. . 
We are prepared to recommend amendments to subsection 107(2. 11) of ‘the Act to . 
clarify its intended application in the circumstances described above. In addition, we 
are prepared to recommend that such an amendment apply to distributions of pro- 
perty made by a mutual fund trust after 2001, and, where — trust so elects, to distri- 
butions made by a mutual fund trust after 1999. : He Aa eA 


Thank you for writing. POR Ge De 


Yours sincerely, 


Brian Emewein, Director, Tax Legislation Division, Tax, Policy Branch . 


Related Provisions: 43(3) — No capital loss on payment out of trust’s income or 
gains; 107(2.12) — Whether election applies for 2003 and later years. 


History: Subsec. 107(2.11) added by 2001, c. 17, subsec. 80(12), applicable to distri- 
butions made after October 1, 1996, except that for distributions made from a trust 
before June 14, 2001, an election under subsec. 107(2.11) is deemed to have been made 
in a timely manner if it is made on or before ‘the trust’s filing-due date for the taxation 
year that includes June 14, 2001. 


(2.12) Election — subsec. (2.11) — An election made under 
subsection (2.11) by a mutual fund trust is deemed, for the trust’s 
2003 and subsequent taxation years, not to have been made if 


(a) the election is made after December 20, 2000 and applies to 
any taxation year that ends before 2003; and 


(b) the proceeds of disposition of a beneficiary’s interest in the 
trust have been determined under paragraph (2.1)(e). 


History: Subsec. 107(2.12) added by 2001, c. 17, subsec. 80(12), in force June 14, 
2001. 


(2.2) Flow-through entity — Where at any time before 2005 a 
beneficiary under a trust described in paragraph (h), (i) or (j) of the 
definition “flow-through entity” in subsection 39.1(1) received a 
distribution of property from the trust in satisfaction of all or a por- 
tion of the beneficiary’s interests in the trust and the beneficiary 
files with the Minister on or before'the beneficiary’s filing-due date 
for the taxation year that includes that time an election in respect of 
the property in prescribed form, there shall be included in the cost 
to, the beneficiary of a particular property (other than money) re- 
ceived by the beneficiary as part of the distribution of property, the 
least of 


(a) the amount, if any, by which the beneficiary’s exempt capital 
gains balance (as defined in subsection 39.1(1)) in‘réspect of the 
trust for the beneficiary’s taxation year that includes that time 
exceeds the total of all amounts each of which is 


(i) an amount by which a capital gain is reduced under sec- 
tion 39.1 in the year because of the beneficiary’s exempt cap- 
ital gains balance in respect of the trust, 


(ii) twice an amount by which a taxable capital gain is re- 
duced under section 39.1 in the year because of the benefici- 
ary’s exempt capital gains balance in respect of the trust, or 


(ili) an amount included in the cost to the beneficiary of an- 
other property received by the beneficiary at or before that 
time in the year because of this subsection, 


(b) the amount by which the fair market value of the particular 
property at that time exceeds the adjusted cost base to the trust 
of the particular property immediately before that time, and 
(c) the amount designated in respect of the particular property in 
the election. 


Related Provisions: 39.1(1)“exempt capital gains balance” F(a) — Exempt capital 
gains balance of flow-through entity. 
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History: Subpara. 107(2.2)(a)(ii) amended by 2001, c. 17, subsec. 80(13), to replace , 
the reference to the expression “4/3 of’ with a reference to the word “twice”, applicable | 
to taxation years that end after February 27, 2000 except that, for a beneficiary’s taxa- | 


n 


tion year that includes February 28, 2000 or October 17, 2000, or began after February | 
28, 2000 and ended before October 17, 2000, the reference to the word “twice” shall be | 
read as a reference to the expression “the fraction that is the reciprocal of the fraction in | 
para. 38(a), as amended by 2001, c. 17, that applies to the beneficiary for the year, 
muitiplied by”. 


} 
Subsec. 107(2.2) added by 1998, c. 19, subsec. 128(5), applicable to distributions made 
after 1993, and a prescribed form filed under subsec. 107(2.2) before January 1999 js | 
deemed to be filed on time. | 
| 
| 


(3) Application of subsec. (3.1) — Subsection (3.1) applies to a 
trust’s distribution of property to a taxpayer if 


(a) the distribution is a SIFT trust wind-up event to which sec- 
tion 88.1 does not apply; 


(b) the property is a share and the only shares distributed on any 
SIFT trust wind-up event of the trust are of a single class of the 
capital stock of a taxable Canadian corporation; and 


(c) where the trust is a SIFT wind-up entity, the distribution oc- 
curs no more than 60 days after the earlier of 


(i) the first SIFT trust wind-up event of the trust, and 


(11) the first distribution to the trust that is a SIFT trust wind- 
up event of another trust. 
History: Subsec. 107(3) added by 2009, c. 2, subsec. 26(3), applicable after July 14, 
2008, except that 


para. 107(3)(b) is to be read without reference to “of a single class” in its applica- 
tion to a trust’s distribution of property before February 3, 2009; and 


subsec. 107(3) is to be read without reference to its para. (c) in its application to a 
trust’s distribution of property, if the distribution occurs no later than May 11, 
2009. 


Former subsec. 107(3) repealed by 2001, c. 17, subsec. 80(14), applicable to distribu- 
tions made after 1999. The subsec. formerly read: 


(3) Cost of property other than non-depreciable capital property — Where 
the property referred to in subsection (2) that was distributed by a trust to a tax- 
payer was property other than capital property that was not depreciable property, 
for the purpose of determining the cost to the taxpayer of the property under 
paragraph (2)(b) (except for the purposes of that paragraph as it applies to deter- 
mine the taxpayer’s proceeds of disposition of the taxpayer’s capital interest 
under paragraph (2)(c)), the reference in paragraph (2)(b) to “the amount” pall 
be read as a reference to “'/ of the amount”. 


(3.1) SIFT trust wind-up event — If this subsection applies to a 
trust’s distribution of property, the following rules apply: 


(a) the trust is deemed to have disposed of the property for pro- 
ceeds of disposition equal to the adjusted cost base to the trust of 
the property immediately before the distribution; 


(b) the taxpayer is deemed to have disposed of the taxpayer’s 
interest as a beneficiary under the trust for proceeds of disposi- 
tion equal to the cost amount to the taxpayer of the interest im-- 
mediately before the distribution; 


(c) the taxpayer is deemed to have acquired the property at a 
cost equal to 


(i) if, at all times at which the trust makes a distribution that 

is a SIFT trust wind-up event, the taxpayer is the only benefi- 

ciary under the trust and is a SIFT wind-up entity or a taxable © 
Canadian corporation, the adjusted cost base to the trust of 

the property immediately before the distribution, and 


(ii) in any other case, the cost amount to the taxpayer of the 
taxpayer’s interest as a beneficiary under the trust immedi- 
ately before the distribution; 


(d) if the taxpayer’s interest as a beneficiary under the trust was 
immediately before the disposition taxable Canadian property of 
the taxpayer, the property is deemed to be, at any time that is 
within 60 months after the distribution, taxable Canadian pro- 
perty of the taxpayer; and 


(e) if a liability of the trust becomes as a consequence of the 
distribution a liability of the corporation described in ‘paragraph 
(3)(b) in respect of the distribution, and the amount payable by 
the corporation.on the maturity of the liability is the same as the 
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amount that would have been payable by the trust on its 
maturity, 


(i) the transfer of the liability by the trust to the corporation is 
deemed not to have occurred, and 


(11) the liability is deemed 


(A) to have been incurred or issued by the corporation at 
the time at which, and under the agreement under which, 
it was incurred or issued by the trust, and 


(B), not to have been incurred or issued by the trust. 
Related Provisions: 80.01(5.1) — Debt settlement on wind-up event; 85:1(7), (8) — 
Alternate mechanism for rollover of SIFT units to corporation; 88.1(2) — Wind-up of 
SIFT trust to single corporation; 107(2), (2.1) — Regular rollout rules do not apply; 
107(3) — Conditions for 107(3.1) to apply; 107.4(3)(f) —° Deemed taxable Canadian 
property retains status on rollover; 108(1)“cost amount” — Definition does not apply 
to 107(3.1); 248(25.1) — Deemed taxable Canadian property retains status through 
trust-to-trust transfer. 

History: Para. 107(3.1)(d) amended by 2010, c. 12, subsec. 10(3), to substitute “to be, 
at any time that is within 60 months after the distribution, taxable” for “to be taxable”, 
applicable in determining after March 4, 2010 whether a property is taxable Chadian 


property of a taxpayer. 
Subsec. 107(3.1) added by 2009, c. 2, subsec. 26(3), applicable after July 14, 2008. 


(4) Trusts in favour of spouse, common-law partner. or 
self — Subsection (2:1) applies (and subsection (2) does not apply) 
at any time to property distributed to a beneficiary by a trust de- 
scribed in paragraph 104(4)(a) where 


(a) the beneficiary is not 


_(i) in the case of a post-1971 spousal or common-law partner 
trust, the spouse or common-law partner referred to in para- 
graph 104(4)(a), 


(ii) in the case of an alter ego trust, the taxpayer referred to 
in paragraph 104(4)(a), and 


(iii) in the case of a joint spousal or common-law partner 
trust, the taxpayer, spouse or common-law partner referred to 
in paragraph 104(4)(a); and 


_(b).a taxpayer, spouse or common-law partner referred to in sub- 
paragraph (a)(i), (11), or (ili), as the case may be, is alive on the 
.day of the distribution. 


Related Provisions: 53(4) — Effect on ACB of share,, partnership interest or. trust 
interest; 104(6) — Deduction in computing income of trust; 107(5) — Distribution to 
non-resident beneficiary; 108(1) — “accumulating income”’. 


History: Subsec. 107(4) amended by 2001, c. 17, subsec. 80(15), applicable to distri- 
butions made after 1999. The subsec. formerly. read: ‘ 


(4) Where trust in favour of spouse [or common-law partner] — Where 


(a) at any time property of a trust is distributed by the trust to a beneficiary 
in circumstances to which subsection (2) would, but for this subsection, 
apply, 

(a.1) the trust is described in paragraph 104(4)(a), 


(a.2) the property so distributed by the trust was capital property, a Canadian 
resource property, a foreign resource property or property that was land in- 
cluded in the inventory of the trust, 


(b) the taxpayer to whom the property is so distributed is a person other than 
the spouse or common-law partner referred to in paragraph 104(4)(a) in re- 
spect of the trust, and 


(c) that spouse or common-law partner is alive on the day the property is so 
distributed, 


notwithstanding paragraphs (2)(a) to (c), the following rules apply: 


(d) the trust shall be deemed to have disposed of the property and to have 
received proceeds of disposition therefor equal to its fair market value at that 
time, 


(e) the taxpayer shall be deemed to have acquired the property at a cost 
equal to those proceeds, and 


(f) the: taxpayer shall be deemed to have disposed of all or part, as the:case 
may be, of the taxpayer’s capital interest in the trust for proceeds of disposi- 
tion equal to the cost at which, but for this subsection, the taxpayer would be 
deemed by paragraph (2)(b) to have acquired the property, minus the amount 
of any debt assumed by the taxpayer or of any other legal obligation: as- 
sumed by, the taxpayer to pay any amount, if the distribution of the property 
to the taxpayer was conditional on the assumption by the taxpayer of the 
debt or obligation. 


S. 107(4.D(O)W@ 


Subsec. 107(4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “‘spouse’’ with “spouse 
or common-law. partner”, applicable to 2001 et seq.,.in force July 31, 2000. See also the 
transitional rules reproduced, in the History to 248(1)“common-law partner”. 


| All that portion of subsec. 107(4) preceding para. (e) amended by 1994, c. 7, Sch. VIII 


(1993, c. 24), subsec. 43(4), applicable to distributions occurring after Decembet 20, 
1991 except that para. (d) as amended does not apply to distributions occurring before 
1993. That portion formerly read: 


(4) Where trust in favour of spouse — Where the trust referred to in subsec- 
tion (2) was a trust described in paragraph 104(4)(a)' and’ 


(a) the property so distributed by the trust was capital property, a Canadian 
resource property, a foreign resource property or property that was land in- 
cluded in the inventory of the trust, 


(b) the taxpayer to whom the property was so distributed was a person other 
than the spouse, and 


(c) the spouse was alive at the time the: property ‘was so distributed, 
notwithstanding paragraphs (2)(a) to (c), the following rules apply: 


(d) the trust shall be deemed to have disposed of the property and to have 
received proceeds of disposition therefor equal to, 


(i) where the property was depreciable property of the trust of a pre- 
scribed class and the fair market value of that property at that time ex- 
ceeds its cost amount to the trust at that time, the amount of that cost 
amount plus '/2 of the amount of the excess, 


(ii) where the property was depreciable property of the trust of a pre- 
scribed class and the cost amount of that property to the trust at that time 
exceeds its fair market value at that time, the amount of that fair market 
value plus '/2 of the amount of the excess, and 


(iii) in any other case, its fair market value at that time, 


Interpretation Bulletins: IT-120R6: Principal residence; IT-286R2: Trusts — 
amount payable; IT-381R3: Trusts — capital gains and losses and the flow-through of 
taxable capital gains to beneficiaries; IT-465R: Non-resident beneficiaries of trusts. 


(4.1) Where subsec. 75(2) applicable to trust — Subsection 
(2.1) applies (and subsection (2) does not apply) in respect of a dis- 
tribution of any property of a particular personal trust or prescribed 
trust by the particular trust to a taxpayer who was a beneficiary 
under the particular trust where 


(a) the distribution was in satisfaction of all or any part of the 
taxpayer’s capital interest in the particular trust; 


(b) subsection 75(2) was applicable at a particular time in re- 
vet of aay Property < of 


75(2) was” at any time neh in respect t of property. is: made without si to 

paragraph 753K. 2). Therefore, if subsection 752) i iS otherwise applicable i in respect 

of the property, the property remains such a property for the purposes of subsection 

107(4. 1) even though the property is one in respect of which an electing contributor A 
will not be attributed income under subsection 75(2). a 


(i) the particular trust, or 


(ii) a trust the property of which included a property that, 
through one. or more dispositions. to which. subsection 
107.4(3) applied, became a property of the particular trust, 
and the property was not, at any time after the particular time 
and before the distribution, the subject.of.a disposition for 
proceeds of disposition equal to the fair market value of the 
property at the time of the disposition; 


(c) the taxpayer was neither 


(i) the person (other than a trust described in subparagraph 
(b)Gi)) from whom the particular trust directly or indirectly 
received the property, or property for which the property was 
substituted, nor 
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(ii) an individual in respect of whom subsection 73(1) would 
be applicable on the transfer of capital property from the per- 
son described in subparagraph (i); and 


(d) the person described in subparagraph (c)(i) was in existence 
at the time the property was distributed. 


Proposed Amendment — 107(4.1) 
Letter from Dept. of Finance, Oct. 19, 2007: 
Ms. Kathy M. Munro, [xxx] 
Dear Ms. Munro: 


I am writing in connection with your letter, and subsequent discussions with officials of 
the Tax Policy Branch, concerning the application of subsection 107(4.1) of the Income 
Tax Act. In your view, subsection 107(4.1) is inappropriately broad in its effect on 
distributions from trusts, particularly where the trust was created before the provision’s 
introduction. 


You have provided an example of an inter vivos trust that was settled in 1986 through 
the gift of a gold coin with nominal value. Because the terms of the trust set out that 
decisions of the trust are to be determined by a majority that includes the settlor of the 
trust, subsection 75(2) of the Act may apply to attribute any income earned on the gold 
coin back to the settlor. As a result of the application of subsection 75(2) to the gold 
coin, subsection 107(4.1) will also apply to distributions of property from the trust. The 
effect of the application of subsection 107(4.1) will be to have subsection 107(2.1) of 
the Act apply to the distributions of property and thus prevent a rollover of the trust’s 
properties to the beneficiaries (other than the settlor). Unlike subsection 75(2), which 
applies only in respect of the property contributed to the trust by the settlor, subsection 
107(4.1) will apply not just to the gold coin, but to all of the properties of the trust that 
are distributed to beneficiaries. In your view, because the trust was established before 
1989 (the year in which distributions were first subject to subsection 107(4. 1)) it would 
be appropriate to allow some form of relief to the trust, particularly in Afege of the 
property of the trust to which subsection 75(2) has never applied. 


Having regard to your submission, we are prepared to recommend to the Minister of 
Finance that subparagraph 107(4.1)(b)(i) of the Act be amended so as not to apply in 
determining whether subsection 107(2.1) applies in respect of. a trust distribution that 
occurs after 2001 and before 2009 where — 


(a) the distribution is of property to which sibécrliot 75(2) had not applied at any 
time while the property was held by any of the trusts referred to in subparagraph 
107(4.1)(b) Gb, 


(b) one of the trusts referred to in subparagraph 107(4.1)(6)Gi), 
* was created before 1989, and 


¢ held, at a time before 1989, particular. property that was, at that fine, subject to to 
subsection 75(2), and ] 


(c) none of the trusts referred to in subparagraph 107(4. 1b) Gi) held any property 
(other than the particular property) that was subject 1 to subsection TQ). 


While I cannot offer any assurance that Parliament will agree with our jecemetie. 
tion, I hope that this statement of our intentions is peopel) to yous 


Yours sincerely, 


Brian Emewein, General. Director — Legislation, Tax Policy Branch - 


Related Provisions: 248(5) — Substituted property. 


History: Subsec. 107(4.1) amended by 2001, c. 17, subsec. 80(17), applicable to distri- 
butions made after March 16, 2001. The subsec. formerly read: 


(4.1) Where any property of a personal trust or a prescribed trust is distributed by 
the trust to a taxpayer who was a beneficiary under the trust in satisfaction of all 
or any part of the taxpayer’s capital interest in the trust and 


(a) subsection 75(2) was applicable at any time in respect of any property of 
the trust, 


(b) the taxpayer was a person other than 


(i) the person from whom the trust directly or indirectly received the 
property, or property for which the property was substituted, or 


(ii) an individual in respect of whom subsection 73(1) would be applica- 
ble on the transfer of capital property from the person described in sub- 
paragraph (i), and 


(c) the person described in subparagraph (b)(i) was alive at the time the pro- 
perty was distributed, 


subsection (2.1) applies (and subsection (2) does not apply) in respect of the 
distribution. 


The closing words of subsec. 107(4.1) amended by the said c. 17, subsec. 80(16), appli- 
cable to distributions made after 1999. The closing words formerly read: 


notwithstanding paragraphs (2)(a) to (c), the rules described in paragraphs (4)(d) 
to (f) apply. 


Regulations: 4800.1 (prescribed trust). 


Income Tax Act, Part I, Division B 


Proposed Addition — 107(4.2) nt 


(4.2) Distribution of property received on qualifying diss 
position — Subsection (2.1) applies (and subsection (2) does not 
apply) at any time to property distributed after December 20, 2002 — 
to a beneficiary by a ule trust or a trust —— for the | 
PURReee: of subsection (2), if. 


(a) at a particular time before December 21, 2002 there was a 
qualifying disposition (within the meaning assigned by subsec- 
tion 107.4(1)) of the property, or of other property for which — 


the property is substituted, by a particular partnership or a par- a 


_ ticular corporation, as the case may be, to a trust; and A 


_(b) the beneficiary is neither the particular PaseesmUe, nor the 2 
particular corporation. . : 1 ¢ranote 


Application: The July 16, 2010 ‘draft iseatok (Part 1 — technical), subsec. 
54(21), will add subsec. ne 2), ms esate to distributions — after December 
20; 2024) < 4 


Technical Notes (July 2010): New subsection 107(4. 2) prevents a tax- deferred 
distribution of property after December 20, 2002 from a personal trust or a trust pre- 
scribed for the purpose of subsection 107(2) to a beneficiary of the trust if ferent 
conditions are met. The specified conditions are that: 


* ata particular time before December 21, 2002 there was a qualifying deperhowe 
(within the meaning assigned by subsection 107.4(1)) of the property, or of other 
property for which the property is substituted, by a particular PaeDpReAD, ora 
particular corporation, as the case. may | be, ie an trust; and. 


* the beneficiary is neither the particular partnership nor the particular Lassa a 


Where the specified conditions are met, subsection 107(2.1) will apply so that the — 
trust is deemed to have disposed of the property for eS et 0 oe isandee Ss 
fair market value at the time of distribution. 


Related Provisions: 248(5) — Substituted property. 


(5) Distribution to non-resident — Subsection (2.1) applies 
(and subsection (2) does not apply) in respect of a distribution of a 
property (other than a share of the capital stock of a non-resident- 
owned investment corporation or property described in any of sub- 
paragraphs 128.1(4)(b)(i) to (iii)) by a trust resident in Canada to a 
non-resident taxpayer (including a partnership other than a Cana- 
dian partnership) in satisfaction of all or part of the taxpayer’s capi- 
tal interest in the trust. 


Proposed Amendment - —1 07(5) 


(5) Distribution to non-resident — Subsection Q. ). cout 


(and subsection (2) does not apply) in respect of a distribution of a 
property (other than a share of the capital stock of a non-resident- 
owned investment corporation or property described in any of 
subparagraphs 128.1(4)(b)(i) to Gii)) by a trust to a non-resident 
taxpayer (including a partnership other than a Canadian partner- 
ship) in satisfaction of all or he of the ane s rapa interest 
in the HGS ae ; 


Application: The fay 16, 2010 deat ere a 1— st ‘subsec. 
54(21), will amend subsec.. apeoe to read as above, Sebi to dion toade 
after February 27, 2004. 


Technical Notes (July 2010): Subsection 1075) ae to the diseitpiion of 
property (other than shares in non-resident-owned investment corporations or pro- 
perty described in any of subparagraphs 128.1(4)(b)(i) to (iii))) by a trust resident in 
Canada to a non-resident beneficiary. In these circumstances, the rollover under sub- 
section 107(2) is not available and instead subsection 107(2. 1) will apply to deter- 
mine the Canadian i income tax consequences of the distribution. to the trust and the 
beneficiary. 


Subsection 107(5) is amended so that it applies whether the trust mane the digtribuc 
tion is resident in Canada or not. 


Related Provisions: 53(4) — Effect on ACB of share, partnership interest or trust 
interest; 94(4)(g) [proposed] — Deeming non-resident trust to be resident in Canada 
does not apply to 107(5); 107(2.11) — Election for gain not to be flowed out to benefi- 
ciary; 107(5.1) — Gain does not increase instalment requirements; 126(2.22) — For- 
eign tax credit to trust on disposition of property by non-resident beneficiary; 
212(11) — Payment to non-resident beneficiary deemed paid as income of trust for 
withholding tax purposes; 220(4.6)-(4.63) — Security ud tax on distribution of taxable 
Canadian property to non-resident beneficiary. 
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History: Subsec. 107(5) amended by: 2001, c. 17, subsec. 80(18), applicable to distri- 
butions made after October 1, 1996, except that for distributions made after October 1, 
- 1996 and before 2000, subsec. 107(5) shall be read as follows: 


(5) Where subsection (2) applies to a distribution at any time by a trust resident 
in Canada of a property (other than a share of the capital stock of a non-resident- 
owned investment corporation or property described in any of subparagraphs 
128.1(4)(b)(i) to (iii)) to a non-resident taxpayer (including a partnership other 
than a Canadian partnership) who is a beneficiary under the trust in satisfaction 
of the taxpayer’s capital interest in the trust, notwithstanding paragraphs. (2)(a), to 
(c), 

(a) the trust is deemed to have disposed of the property for proceeds equal to 

its fair market value at that time; 


(b) the taxpayer is deemed to have acquired the property at a cost equal to 
that fair market value; and ~ 


(c) the taxpayer is deemed to Hine disposed of all or part, as the case may 
be, of the taxpayer’s capital interest in the trust, for proceeds of disposition 
equal to the adjusted cost base to the taxpayer of that interest or part of the 
interest, as the case may be, immediately before that time. 


el 107(5) formerly read: 


(5) Where subsection (2) applies to the distribution by a trust of any property 
(other’ than a Canadian resource property, excluded property or property that 
would, if at no time in the taxation year of the trust in which it is so distributed 
the trust is resident in Canada, be taxable Canadian property) to a non-resident 
taxpayer (including a partnership other than a Canadian partnership) who is a 
beneficiary under the trust, notwithstanding paragraphs (2)(a) to (c), 


(a) the trust shall be deemed to have disposed of the property for proceeds 
equal to its fair market value at that time; 


(b) the taxpayer shall be deemed to have coe the property at a cost 
equal to that fair market value; and 


(c) the taxpayer shall be deemed to have disposed of all or part, as the case 
may be, of the taxpayer’s interest in the trust, for proceeds of disposition 
equal to the adjusted cost base to the taxpayer of the interest or part thereof, 
as the case may be, immediately before the property was so distributed. 


That portion of subsec.'107(5) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c, 24), subsec. 43(5), applicable to distributions occurring after 1991. That por- 
tion formerly read: 


(5) Where subsection (2) is applicable in respect of the distribution by a trust of 
any property (other than a Canadian resource property or property, that jis! or 
would, if at no time in the taxation year of the trust in which it was so distributed 
the trust had been resident in Canada, be taxable Canadian property) to a non- 
resident taxpayer (including a partnership other than a Canadian partnership) 
who was a beneficiary under the trust, notwithstanding ‘paragraphs (2)(a) to (c), 
the following rules apply: 


Advance Tax Rulings: ATR-70: Distribution of ‘axahte Canadian property by a trust 
to a non-resident. 


(5.1) Instalment interest — Where, solely because of the appli- 
cation .of subsection (5), paragraphs (2)(a) to (c) do not apply to a 
distribution in a taxation year of taxable Canadian property by a 
trust, in applying sections 155, 156 and 156.1 ‘and subsections 
161(2), (4) and (4.01) and any regulations made for the purpose of 
those provisions, the trust’s total taxes payable under this Part and 
Part I.1 for the year are deemed to be the lesser of 


(a) the trust’s total taxes payable under this Part and Part I.1 for 
the year, determined before taking into consideration the speci- 
fied future tax consequences for the year, and 


(b). the amount that would be determined under paragraph (a) if 
subsection (5) did not apply to each distribution in the year of 
taxable Canadian property to which the rules in subsection (2) 
do not apply solely because of the application of subsection (5). 


History: Subsec. 107(5.1) added by 2001, c. 17, subsec. 80(18), applicable to distribu- 
tions made after October 1, 1996. 


(6) Loss reduction — Notwithstanding any other provision of 
this Act, where a person or partnership (in this subsection referred 
to as the ““vendor”) has disposed of property and would, but for this 
subsection, have had a loss from the disposition, the vendor’s loss 
otherwise determined in respect of the disposition shall be reduced 
by such portion of that loss as may reasonably be considered to 
have accrued during a period in which 


(a) the property or property for which it was substituted was 
owned by a trust; and 


(b) neither the vendor nor a person that would, if section 251.1 
were read without reference to the definition “controlled” in 


S. 107.1(d) 


subsection 251.1(3), be affiliated with the vendor had a capital 
interest in the trust. 


Related Provisions: 248(5) — Substituted property. 


History: Para. 107(6)(b) amended by 1998, c. 19, subsec.: 128(6), applicable after 
April 26, 1995. Para. 107(6)(b) formerly read: 


(b) neither 
(i) the vendor, nor 
(ii) any person related to the vendor, nor 


(iii) any partnership of which the vendor or a person related to the vendor 
was a majority interest partner (within the meaning assigned by subsection 
97(3.1)) 


had. a capital interest in the trust. 


. 6, 


; “adjusted cost base” — 
54, 248(1); “affiliated” — 251.1; “alter ego trust’ — 248(1); “allowable capital 
loss” — 38(b), 248(1); “amount” — 248(1); “beneficiary” — 108(1); “business” — 
248(1); “Canada” — 255; “Canadian, partnership” — 102(1), 248(1); “Canadian. re- 
source property” — 66(15), 248(1); “capital gain’ — 39(1), 248(1); “capital inter- 
est” — 108(1), 248(1); “capital loss” —39(1)(b),. 107(1)(c), 248(1);. “capital pro- 
perty” —54, 248(1); “common-law © partner’ — 248(1); “corporation” — 248(1), 
Interpretation Act 35(1); “cost” — 107(1.1); “cost amount” — 107(1)(e), 108(1); “de- 
preciable property” — 13(21), 248(1); “disposition” — 248(1); “eligible capital expen- 
diture” — 14(5), 248(1); “eligible capital property” — 54, 248(1); “eligible offset’, 
“excluded property” — 108(1); “fair market value” — 107.4(4); “foreign investment 
entity” — 248(1); “foreign resource property” — 66(15), 248(1); “insurance, corpora- 
tion” — 248(1); “inter vivos trust’ — 108(1), 248(1); “inventory”, “joint spousal or 
common-law partner trust’, “Minister” — 248(1); “mutual fund trust” — 132(6)-(7), 
192-20) [to be repealed], 132.2(3)(n) [draft], 248(1); “non-resident” — 248(1); 
“non-resident-owned investment corporation” — 133(8), 248(1); “participating inter- 
est” — 248(1); “person”, “personal trust”, “post-1971 spousal or common-law partner 
trust”, “prescribed” — 248(1); “prescribed trust” — Reg. 4800.1; “property” — 
248(1); “qualifying disposition” — 107.4(1); “regulation” — 248(1); ‘“‘related’”” — 
251(2); “resident in Canada” — 94(3)(a)(viii), 250; “SIFT trust wind-up event”, “SIFT 
wind-up entity”, “share”, “specified future tax consequence”, “specified participating 
interest’”” — 248(1); “énecified percentage” — 107(2)(b.1); “substituted’” — 248(5); 
“taxable Canadian corporation” — 89(1), 248(1);) “taxable Canadian. property” — 
248(1); “taxable capital gain” — 38(a), 248(1); “taxation year’ — 104(23)(a) [to be re- 
pealed], 249; “taxpayer” — 248(1); “testamentary trust” — 108(1), 248(1); “trust” — 
104(1), 108(1), 248(1), (3); “unit trust” — 108(2), 248(1). 


29 66 a0 ee 


107.1 Distribution by certain employment-related trusts — 
If at any time any property of an employee life and health trust, an 
employee trust, a trust governed by an employee benefit plan or a 
trust described in paragraph (a.1) of the definition “trust”, in-subsec- 
tion 108(1) has been distributed by the trust to a taxpayer who was 
a beneficiary under the trust in satisfaction of all or any part of the 
taxpayer’s interest in the trust, the following rules apply: 


(a) in the case of an employee life and health trust, an employee 
trust or a trust described in paragraph (a.1) of, the. definition 
“trust” in subsection 108(1), 


(i) the trust shall be deemed to have disposed of the property 
immediately before that time for proceeds of disposition 
equal to its fair market value at that time, and 


(ii) the taxpayer shall be deemed to have acquired the pro- 
perty at a cost equal to its fair market value at that time; 


(b) in the case of a trust governed by an employee benefit plan, 


(i) the trust shall be deemed to have disposed of the property 
for proceeds of disposition equal to its cost amount to the 
trust immediately before that time, and 


(ii) the taxpayer shall ‘be: deemed-to have acquired the pro- 
perty at a cost equal to the greater of 


(A) its fair market value at that time, and 


(B) the adjusted cost base to the taxpayer of the tax- 
payer’s interest or part thereof, as the case may be, imme- 
diately before that time; 


(c) the taxpayer shall be deemed to have disposed of the tax- 
payer’s interest or part thereof, as the case may be, for proceeds 
of disposition equal to the adjusted cost base to the taxpayer of 
that interest or part thereof immediately before that time; and 


(d) where the property was depreciable property of a prescribed 
class of the trust and the amount that was the capital cost to the 
trust of that property exceeds the cost at which the taxpayer is 
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deemed by this section to have acquired the property, for the 
purposes of sections 13 and 20 and any regulations made under 
paragraph 20(1)(a), 


(i) the capital cost to the taxpayer of the property shall be 
deemed to be the amount that was the capital cost of the pro- 
perty to the trust, and 


(ii) the excess shall be deemed to have been allowed to the 

taxpayer in respect of the property under regulations made 

under paragraph 20(1)(a) in computing income for taxation 

years before the acquisition by the taxpayer of the property. 
Related Provisions: 6(1)(g) — Income from employee benefit plan; 6(1)(h) — In- 
come from employee trust; 18(1)(0) — No deduction for employee benefit plan contri- 
butions; 32.1 — Employee benefit plan deductions; 104(6) — Deduction in computing 
income of trust; 104(13) — Income payable to beneficiary. 


History: The portion of s. 107.1 before subpara. (a)(i) amended by 2010, c. 25, s. 17, 
applicable after 2009. The portion formerly read: 


107.1 Distribution by employee trust, employee benefit plan or’ similar 
trust — Where at any time any property of an employee trust, a trust governed 
by an employee benefit plan or a trust described in paragraph (a.1) of the defini- 
tion “trust” in subsection 108(1) has been distributed by the trust to a taxpayer 
who was a beneficiary under the trust in satisfaction of all or any part of the 
taxpayer’s interest in the trust, the following rules apply: 


(a) in the case of an employee trust or a trust described in paragraph (a.1) of 
the definition “trust” in subsection 108(1), 


The portion of s. 107.1 before subpara. (a)(i) amended by 2001, c. 17, s. 81, applicable 
to 1999 et seq. The portion formerly read: 


107.1 Distribution by employee trust .or employee benefit plan — Where at 
any time any property of an employee trust or a trust governed by an employee 
benefit plan has been distributed by the trust to a taxpayer who was a beneficiary. 
under the trust in satisfaction of all or any part of the taxpayer’s interest in the 
trust, the following rules apply: 


(a) in the case of an employee trust, 
Definitions [s. 107.1]: “adjusted cost base’ — 54, 248(1); “amount” — 108(1), 
248(1); “cost amount” — 107(1)(e), 108(1); “depreciable property” — 13(21), 248(1); 
“employee benefit plan” —248(1); “employee life and health trust” — 144.1(2), 
248(1); “employee trust” — 248(1); “property”, “regulation” — 248(1); “‘taxation 
year” — 249; “taxpayer” — 248(1); “trust” —104(1), 108(1), 248(1), (3). 


Interpretation Bulletins: [T-502: Employee benefit plans and employee trusts. 


107.2 Distribution by a retirement compensation arrange- 
ment — Where, at any time, any property of a trust governed by a 
retirement compensation arrangement has been distributed by the 
trust to a taxpayer who was a beneficiary under the trust in satisfac- 
tion of all or any part of the taxpayer’s interest in the trust, for the 
purposes of this Part and Part XI.3, the following rules apply: 


(a) the trust shall be deemed to have disposed of the property for 
proceeds of disposition equal to its fair market value at that 
time; 

(b) the trust shall be deemed to have paid to the taxpayer as a 
distribution an amount equal to that fair market value; 


(c) the taxpayer shall be deemed to have acquired the property at 
a cost equal to that fair market value; 


(d) the taxpayer shall be deemed to have disposed of the tax- 
payer’s interest or part thereof, as the case may be, for proceeds 
of disposition equal to the adjusted cost base to the taxpayer of 
that interest or part thereof immediately before that time; and 


(e) where the property was depreciable property of a prescribed 
class of the trust and the amount that was the capital cost to the 
trust of that property exceeds the cost at which the taxpayer is 
deemed. by this section to have acquired the property, for the 
purposes of sections 13 and 20. and any regulations made under 
paragraph 20(1)(a), 


(i) the capital cost to the taxpayer of the property shall be 
deemed to be the amount that was the capital cost of the pro- 
perty to the trust, and 


(ii) the excess shall be deemed to have been allowed to the 
taxpayer in respect of the property under regulations made 
under paragraph 20(1)(a) in computing the taxpayer’s in- 
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come for taxation years before the acquisition by the tax-| 
payer of the property. 


| 


Related Provisions: 56(1)(x)-(z) — Benefits from retirement compensation ar- | 
rangement; 60(t) — Amount included under para, 56(1)(x) or (z) or subsec. 70(2); | 
60(u) — Amount included under para. 56(1)(y); 153(1)(q) — Withholding required on | 
distribution by RCA; Part XI.3—Tax in respect of retirement compensation } 
arrangements. / 


Definitions [s. 107.2]: “adjusted cost base” — 54, 248(1); “depreciable property” — | 
13(21), 248(1); “prescribed”, “property”, “regulation”, “retirement compensation ar- | 
rangement” — 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), | 
108(1), 248(1), (3). 


) 


| 
) 


107.3 (1) Treatment of beneficiaries under qualifying | 
environmental trusts — Where a taxpayer is a beneficiary under | 
a qualifying environmental trust in a taxation year of the trust (in | 
this subsection referred to as the “trust’s year”) that ends in a partic- _ 
ular taxation year of the taxpayer, 


(a) subject to paragraph (b), the taxpayer’s income, non-capital | 
loss and net capital loss for the particular year shall be computed © 
as if the amount of the income or loss of the trust for the trust’s — 
year from any source or from sources in a particular place were | 
the income or loss of the taxpayer from that source or from | 
sources in that particular place for the particular year, to the ex- 

tent of the portion thereof that'can reasonably be considered to — 
be the taxpayer’s share of such income or loss; and | 


(b) if the taxpayer is non-resident at any time in the particular 
year and an income or loss described in paragraph (a) or an 
amount to which paragraph 12(1)(z.1) or (z.2) applies would not 
otherwise be included in computing the taxpayer’s taxable in- 
come or taxable income earned in Canada, as the case may be, 
notwithstanding any other provision of this Act, the income, the 
loss or the amount shall be attributed to the carrying on of busi- 
ness in Canada by the taxpayer through a fixed place of business 
located in the province in which the site to which the trust re- 
lates is ‘situated. 


Related Provisions: 12(1)(z.1)— Inclusion in income of amount received from 
trust; 87(2)4.93) — Amalgamations — continuing corporation; 107.3(2) — Where 
property transferred to beneficiary. 


History: The opening words of subsec. 107.3(1) and para. 107.3(1)(b) amended by 
1998, c. 19, subsecs. 18(1), (2), applicable to taxation years that end after February 18, 
1997. The opening words and para. (b) formerly read: 


107.3 (1) Treatment of beneficiaries under mining reclamation trusts — 
Where a taxpayer is a beneficiary under a mining reclamation trust in a taxation 
year of the trust (in this subsection referred to as the “‘trust’s year”) that ends in a 
particular taxation year of the taxpayer, 


(b) where the taxpayer is non-resident at any time in the particular year and an 
income or loss described in paragraph (a) or an amount to which paragraph 
12(1)(z.1) or (z.2) applies would not: otherwise be included in computing the 
taxpayer’s taxable income or taxable income earned in Canada, as the case may 
be, notwithstanding any other provision of this Act the income, the loss or the 
amount shall be attributed to the carrying on of business in Canada by the tax- 
payer through a fixed place of business located in the province in which the mine 
to which the trust relates is situated. 


Subsec. 107.3(1) added by 1995, c. 3, s. 30, applicable to taxation years that end after 
February 22, 1994. ; 


(2) Transfers to beneficiaries — Where property of a qualify- 
ing environmental trust is transferred at any time to a beneficiary 
under the trust in satisfaction of all or any part of the beneficiary’s 
interest as a beneficiary under the trust, 


(a) the trust shall be deemed to have disposed of the property at 
that time for proceeds of disposition equal to its fair market 
value at that time; and 


(b) the beneficiary shall be deemed to have acquired the pro- 
perty at that time at a cost equal to its fair market value at that 
time. 


Related Provisions: 87(2)(j.93) — Amalgamations — continuing 
107.3(1) — Income or loss flowed through to beneficiaries. 


corporation; 
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History: The opening words of subsec. 107.3(2) amended by 1998, c. 19, subsec. 


 18(3), applicable to taxation years.that end after February 18, 1997. The opening words 


former! y read: 


» (2) Where property of a mining reclamation trust, is srteanstemedl at any time to a 
beneficiary under the trust in satisfaction of all or any part of the beneficiary’s 
interest as a beneficiary under the trust, 


Subsec. 107.3(2) added by 1995, c. 3, 8.30, applicable to. taxation years that.end after 
February 22, 1994. 


(3) Ceasing to be a qualifying environmental trust — 
Where a trust ceases at any time to be a qualifying environmental 
trust, 


(a) the taxation year of the trust that would otherwise have in- 


cluded that time is:deemed to have ended:immediately before | 


that time and a new taxation year of the trust is deemed to have 
_ begun at that time; 


(b) the trust shall be deemed to have disposed immediately 
before that time of each property held by the’ trust immediately 
after that time for proceeds of disposition equal to its fair market 
value, at that time and to;have reacquired immediately. after that 
time, each such property for an amount equal to that fair market 
value; 


(c) each beneficiary under the trust ibhtAeatakery before that time 
shall be deemed to have received at that time from the trust an 
amount equal to the percentage of the fair market value of the 
properties of the trust immediately after that time that can rea- 
sonably be considered to be the beneficiary’s interest in the 
trust; and 


| (d) each beneficiary under the trust shall be deemed to Have ac- 
quired immediately after that time an interest in the trust at a 


cost equal to the amount deemed by paragraph (c) to have been | 


received by the beneficiary from the trust. 
Related Provisions: 87(2)(j.93) — Amalgamations — continuing corporation. 


History: The: portion-of subsec.,107.3(3), before para..(b) amended by 1998, c. 19, 
subsec,.18(4), applicable to, taxation years that end after February 18, 1997. The portion 
formerly read: 


_(3). Ceasing to be a mining reclamation trust — Where a trust ceases at any 
time to be a mining reclamation trust, 


(a) the taxation year. of the trust that would otherwise have included that time 
shall be deemed to have ended at that time and a new taxation year of the 
trust shall be deemed to have begun immediately after that time; 


Subsec. 107.3(3) added by 1995, 6/435, 8303 ApEn esviei to taxation years that end after 
February 22, 1994. 


(4) Application — Subsection 104(13) and sections 105 to 107 do 
not apply to a trust with respect to a taxation year during vatos it is 
a qualifying environmental trust. 


Related Provisions: 12(1)(z.1) —Income inclusion in lieu , of application of 
104(13); 75(3)(c.1) — Reversionary trust rules do not apply. 


History: Subsec. 107.3(4) amended by 1998, c. 19,subsec. 18(5), applicable to taxa- 
tion years that end after February 18, 1997, and amended by 1997 Budget, effective for 

taxation years that end after February 18, 1997, to change “mining reclamation trust” to 
“qualifying: environmental trust”. Subsec. 107.3(4). formerly -read; 


(4) Subsection 104(13) and sections 105 to 107 do not apply to a trust with re- 
spect to-aitaxation year during which it 'is'a mining reclamation trust. 


Subsec. 107.3(4) added by 1995, c. 3, s. 30, applicable to taxation years that end after 
February 22, 1994. 


Definitions [s. 107.3]: “business” — 248(1), 253; “net capital loss”, “non-capital 
loss” — 111(8), 248(1); “non-resident” — 248(1); “property” — 248(1); “province” — 
Interpretation. Act 35(1); “qualifying environmental trust”. —248(1); “resident.in Can- 
ada” — 94(3)(a)(viii), 250; “taxable income” — 2(2), 248(1); “taxable income earned 
in Canada” — 248(1); “taxation year’ —11(2), 107.3(3)(a), 249; “taxpayer” — 
248(1); “trust’s year” — 107.3(1). 


107.4 (1) Qualifying disposition — For the purpose of this sec- — 


tion, a “qualifying disposition” of a property means a disposition of 
the property by a person or partnership (in this subsection referred 
to as the “‘contributor’’) as a result of a transfer of the property to a 
particular trust where 


S.)107.4(1)(e) 


iat Proposed ‘Amendment — 107 mein —— _—— 


107. 4 ( ) Qualifying idiapsition: eda this, section, a “<qualify- 
ing disposition’ of a property means a disposition of the property 
before December 21, 2002 by a person or partnership, and a dis- 
position of property after December 20, 2002 by an individual, 

(which person, siete or individual is refer? to in this sib: 


‘tk trust pareict or pete the taxpayer’ s Jifations giieenies an as a. adie 
tion from the taxpayer’ s estate. A partnership, corporation | or individual (including a 

all qualified transferors for the purpose. of applying the definition “qualify- 
ip ‘subsection 107. 4(1). Where the transferee trust is a non-resident 
trust, a que fying disposition will occur only where the conditions in paragraph — 
107.4) satisfied. Another condition that must be. met for there to-be a qualify- 
ing disposition is found in paragraph 107.4(1)(d), which requires that the disposition 
not be b partnership, if the disposition is part of a series of transactions or events 
that begins after December 17, 1999 and includes the cessation of the partnership’s 
existence and a subsequent distribution from a personal trust to a former member of 
the peep in circumstances to which subsection 107(2) applies. 


07. | 1)i is amended so that after December 20, 2002 only an individual 
st) may make. a qualifying dispo iti a aes As a result, paragraph 
‘repealed. - 


For. a re ated amendment, ‘see the commentary to new ‘subsection 10704, ONG 


iS 


(a) the disposition does not result in a change in the beneficial 
ownership of the property; 


(b) the proceeds of disposition would, if this Act were read with- 
‘out reference to this section and sections,69 and 73, not be deter- 
mined under any provision of this Act; 


(c) if the particular trust is non-resident, the disposition is not 


(i) bya person resident in Canada or by a partnership (other 
than. a partnership each member of which is non-resident), or 


(ii) a transfer of taxable Canadian property from a non-resi- 
dent person who was resident in Canada in any of the ten 
Catena years preceding the transfer; 


f Proposed Amendment — 107.4(1)(c) 
‘ular trust is resident i in Canada at the time of the 


Application: The A vis 16, 2010 daft fee (Part 1— techtica)) ee 570), 
will amend para. 107.4( wan to D read as dongs applicable to aispesens that hae 
after February 27, 2004.” 


Technical No s (July 2010): ‘In addition, paragraph 107. A(I)(C) i is. ‘amended so 
that a qualifying disposition « can only be made where the transferee trust is resident in 
Canada at the time of the transfer regardless of the residency of the transferor. 


(d) the contributor is not a partnership, if the disposition is part 
of a series of transactions or events that begin after December 
17, 1999 that includes the cessation of the partnership’s exis- 
tence and a subsequent distribution from a ‘personal trust to a 
former member of the partnership in circumstances to which 
SUS On bitter) applies; 


_ Proposed Repeal — 107. 4(1)(d) 
Application: The july. 16, 2010 draft jegislation (Part 1 — technical), subsec. 57(3), 
will repeal para. 107.4(1)(d), deemed to have come into force on December 20, 2002. 


Technical Notes (July 2010): See under 107.4(1) opening words above. 


(e) unless the contributor is a trust, there is immediately after the 
disposition no absolute or contingent right of a person or part- 
nership (other. than the contributor or, where the property was 
co-owned, each of the joint contributors) as a beneficiary (deter- 
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mined with reference to subsection 104(1.1)) under the particu- 
lar trust; 


(f) the contributor is not an individual (other than a trust de- 
scribed in any of paragraphs (a) to (e.1) of the definition “trust” 
in subsection 108(1)), if the particular trust is described in any of 
paragraphs (a) to (e.1) of the definition “trust” in subsection 
108(1); 


(g) the disposition is not part of a series of transactions or events 


(i) that begins after December 17, 1999 and that includes the 
subsequent acquisition, for consideration given to a personal 
trust, of a capital interest or an income interest in the trust, 


(11) that begins after December 17, 1999 and that includes the 
disposition of all or part of a capital interest or an income 
interest in a personal trust, other than a disposition solely as a 
consequence of a distribution from a trust to a person or part- 
nership in satisfaction of all or part of that interest, or 


(i1i) that begins after June 5, 2000 and that includes the trans- 
fer to the particular trust of particular property as considera- 
tion for the acquisition of a capital interest in the particular 
trust, if the particular property can reasonably be considered 
to have been received by the particular trust in order to fund 
a distribution (other than a distribution that is proceeds of 
disposition of a capital interest in the particular trust); 


(h) the disposition is not, and is not part of, a transaction 
(i) that occurs after December 17, 1999, and 


(ii) that includes the giving to the contributor, for the disposi- 
tion, of any consideration (other than consideration that is an 
interest of the contributor as a beneficiary under the particu- 
lar trust or that is the assumption by the particular trust of 
debt for which the property can, at the time of the disposi- 
tion, reasonably be considered to be security); 


(i) subsection 73(1) does not apply to the disposition and would 
not apply to the disposition if 


(i) no election had been made under that subsection, and 


(i1) section 73 were read without reference to subsection 
73(1.02); and 


(j) if the contributor is an amateur athlete trust, a cemetery care 
trust, an employee life and health trust, an employee trust, an 
inter vivos trust deemed by subsection 143(1) to exist in respect 
of a congregation that is a constituent part of a religious organi- 
zation, a related segregated fund trust (within the meaning as- 
signed by paragraph 138.1(1)(a)), a trust described in paragraph 
149(1)(0.4) or a trust governed by an eligible funeral arrange- 
ment, an employees profit sharing plan, a registered disability 
savings plan, a registered education savings plan, a registered 
supplementary unemployment benefit plan or a TFSA, the par- 
ticular trust is the same type of trust. 
Related Provisions: 75(2)— Revocable or reversionary trust; 94(4)(b) [pro- 
posed] — Application of rule deeming non-resident trust to be resident in Canada; 
104(1.1) — Restricted meaning of “beneficiary”; 107(4.2) — Application of subsec. 
107(2.1); 107.4(2) — Application of para. (1)(a); 107.4(3) — Tax consequences of 
qualifying dispositions; 248(1)“disposition” — Whether transfer to a trust is a disposi- 
tion; 248(10) — Series of transactions or events. 
History: Para. 107.4(1)G) amended by 2010, c. 25, s. 18, applicable after 2009. It 
formerly read: 
(j) if the contributor is an amateur athlete trust, a cemetery care trust, an em- 
ployee trust, an inter vivos trust deemed by subsection 143(1) to exist in respect 
of a congregation that is a constituent part of a religious organization, a related 
segregated fund trust (as defined by section 138.1), a trust described in paragraph 
149(1)(0.4) or a trust governed by an eligible funeral arrangement, an employees 
profit sharing plan, a registered disability savings plan, a registered education 
savings plan, a registered supplementary unemployment benefit plan or a TFSA, 
the particular trust is the same type of trust; and 
Para. 107.4(1)G) amended to substitute “, a registered supplementary unemployment 
benefit plan or a TFSA, the particular trust is the same type of trust; and” for “or a 
registered supplementary unemployment benefit plan, the particular trust is the same 
type of trust’, by 2008, c. 28, s. 10, applicable to 2009 et seq. 
Para. 107.4(1)(G) amended by 2007, c. 35, s. 109, to add “‘a registered disability savings 
plan”, applicable to 2008 ef seq. 
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Subsec. 107.4(1) added by 2001, c. 17, s. 82, applicable 
(a) to dispositions that occur after December 23, 1998; and 


(b) in respect of 1993 et seq., to transfers of capital property that occurred before ; 
December 24, 1998, except that, in its application to transfers before December 24, | 
1998, subsec. 107.4(1) shall be read as follows: 


107.4 (1) For the purpose of this section, a “qualifying disposition” of a pro- 
perty means a transfer of the property to a particular trust that was not a 
disposition of the property for the purpose of subdivision c because of para- 
graph (e) of the definition “disposition” in section 54, except where 


(a) if the transfer is from another trust to the particular trust, } 


(i) each trust can reasonably be considered to act as agent for the | 
same beneficiary or beneficiaries in respect of the property trans-  } 
ferred, or 


(ii) the transferee trust can reasonably be considered to act as agent 
for the transferor trust in respect of the property transferred; and 


(b) in any other case, it is reasonable to consider that the particular trust 
acts as agent in respect of the property transferred. 


(2) Application of paragraph (1)(a) — For the purpose of para- 

graph (1)(a), 
(a) except where paragraph (b) applies, where a trust (in this par- 
agraph and subsection (2.1) referred to as the “transferor trust”), | 
in a period that does not exceed one day, disposes of one or | 
more properties in the period to one or more other trusts, there is 
deemed to be no resulting change in the beneficial ownership of | 
those properties. if 


(i) the transferor trust receives no consideration for the dispo- 
sition, and 


(ii) as. a consequence of the disposition, the value of each 
beneficiary’s beneficial ownership at the beginning of the pe- 
riod under the transferor trust in each particular property of 
the transferor trust (or group of two or more properties of the 
transferor trust that are identical to each other) is the same as 
the value of the beneficiary’s beneficial ownership at the end 
of the period under the transferor trust and the other trust or 
trusts in each particular property (or in property that was im- 
mediately before the disposition included in the group of 
identical properties referred to above); and 


(b) where a trust (in this paragraph referred to as the “trans- 
feror’”) governed by a registered retirement savings plan or by a 
registered retirement income fund transfers a property to a trust 
(in this paragraph referred to as the “transferee”) governed by a 
registered retirement savings plan or by a registered retirement 
income fund, the transfer is deemed not to result in a change in 
the beneficial ownership of the property if the annuitant of the 
plan or fund that governs the transferor is also the annuitant of 
the plan or fund that governs the transferee. 


Related Provisions: 107.4(2.1) — Fractional interest in a share. 


History: Subsec. 107.4(2) added by 2001, c. 17, s. 82, applicable to dispositions that — 
occur after December 23, 1998. 


(2.1) Fractional interests — For the purpose of applying para- 
graph (2)(a) in respect of a transfer by a transferor trust of property 
that includes a share and money, the other trust or trusts referred to 
in that paragraph may receive, in lieu of a transfer of a fractional 
interest in a share that would otherwise be required, a dispropor- — 
tionate amount of money or interest in the share (the value of which 
does not exceed the lesser of $200 and the fair market value of the 
fractional interest). 


History: Subsec. 107.4(2.1) added by 2001, c. 17, s. 82, applicable to dispositions that 
occur after December 23, 1998. 


(3) Tax consequences of qualifying dispositions — Where 
at a particular time there is a qualifying disposition of a property by 
a person or partnership (in this subsection referred to as the “trans- 
feror”’) to a trust (in this subsection referred to as the “transferee 
trust’), 


(a) the transferor’s proceeds of disposition of the property are 
deemed to be 


(1) where the transferor so elects in writing and files the elec- 
tion with the Minister on or before the transferor’s filing-due 
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date for its taxation year that includes the particular time, or 
at any later time that is acceptable to the Minister, the 
amount specified in the election that is not less than the cost 
amount to the transferor of the property immediately before 
the particular time and not more than the fair market value of 
the property at the particular time, and 


(ii) in any other case, the cost amount to the transferor of the 
property immediately before the particular time; 


(b) the transferee trust’s cost of the property is deemed to be the 
amount, if any, by which 


(i) the proceeds determined under paragraph (a) in respect of 
the qualifying disposition 


exceed 


(ii) the amount by which the transferor’s loss otherwise de- 
termined from the qualifying disposition would be reduced 
because of subsection 100(4), paragraph 107(1)(c).or (d) or 
any of subsections 112(3) to (4.2), if the proceeds determined 
under paragraph (a) were equal to the fair market value of the 
property at the particular time; 


~ (c) [Repealed] 


(d) if the property was depreciable property of a prescribed class 
of the transferor and its capital cost to the transferor exceeds the 
cost at which the transferee trust is deemed by this subsection to 
have acquired the property, for the purposes of sections 13 and 
20 and any regulations made for the purpose of paragraph 
20(1)(a), 


(i) the capital cost of the property to the transferee trust is 
deemed to be the amount that was the capital cost of the pro- 
perty to the transferor, and 


(ii) the excess is deemed to have been allowed to the trans- 
feree trust in respect of the property under regulations made 
for the purpose of paragraph 20(1)(a) in computing income 
for taxation years that ended before the particular time; 
(e) if the property was eligible capital property of the transferor 
in respect of a business of the transferor, 


(i) where the eligible capital expenditure of the transferor in 
respect of the property exceeds the cost at which the trans- 
feree trust is deemed by this subsection to have acquired the 
property, for the purposes of sections 14, 20 and 24, 


(A) the eligible capital expenditure of the transferee trust 
in respect of the property is deemed to be the amount that 
was the eligible capital expenditure of the transferor in re- 
spect of the property, and 


(B) */4 of the excess is deemed to have been allowed under 
paragraph 20(1)(b) to the transferee trust in respect of the 
property in computing income for taxation years that 
ended 


(I) before the particular time, and 


(II) after the adjustment time of the transferee trust in 
respect of the business, and 


(ii) for the purpose of determining after the particular time 
the amount required. by paragraph 14(1)(b) to be included in 
computing the transferee trust’s income in respect of any 
subsequent disposition of the property of the business, there 
shall be added to the value otherwise determined for Q in the 
definition “cumulative eligible capital” in subsection 14(5) 
the amount determined by the formula 


A x (B/C) 


where 


A is the amount, if any, determined for Q in that definition 
in respect of the business of the transferor immediately 
before the particular time, 


B is the fair market value of the property. immediately 
before the particular time, and 
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C is the fair market value immediately before the particular 
time of all eligible capital property of the transferor in re- 
spect of the business; 


(f) if, as a result of a transaction or event, the property was 
deemed to be taxable Canadian property of the transferor by this 
paragraph or any of paragraphs 44.1(2)(c), 51(1)(f), 85(1)(@) and 
85.1(1)(a), subsection 85.1(5), paragraph 85.1(8)(b), subsections 
87(4) and (5) and paragraphs 97(2)(c) and 107(3.1)(d),: the pro- 
perty is also deemed to be, at any time that is ‘within 60 months 
after the transaction or event, taxable Canadian property. of the 
transferee trust; 


(g) where the transferor is a related segregated fund trust (in this 
paragraph having the meaning assigned by section 138.1), 


(i) paragraph 138.1(1)(@) does not apply in respect of a dispo- 
sition of an interest in the transferor that occurs in connection 
with the qualifying disposition, and 

(ii) yn computing the amount determined under paragraph 
138.1(1)@) in respect of a subsequent disposition of an inter- 
est in the transferee trust where the interest is deemed to exist 
in connection with a particular life insurance policy, the ac- 
quisition fee (as defined by subsection 138.1(6)) in respect of 
the particular policy shall be determined as if each amount 
determined under any of paragraphs 138.1(6)(a) to (d) in re- 
spect of the policyholder’s interest in the transferor had been 
determined in respect of the policyholder’s interest in the 
transferee trust; 


(h) if the transferor is a trust to which property had been trans- 
ferred by an individual (other than a trust), 


(i) where subsection 73(1) applied in respect of the property 
so transferred and it is reasonable to consider.that the pro- 
perty was so transferred in anticipation of. the individual 
ceasing to be resident in Canada, for the purposes of para- 
graph 104(4)(a.3) and the application of this paragraph to a 
disposition by the transferee trust after the particular time, 
the transferee trust is deemed after the particular time to be a 
trust to which the individual had transferred property in an- 
ticipation of the individual ceasing to reside in Canada and in 
circumstances to which subsection 73(1) applied, and 
(ii) for the purposes of paragraph (j) of the definition “ex- 
cluded right or interest” in subsection 128.1(10) and the ap- 
plication of this paragraph to a disposition by the transferee 
trust after the particular time, where the property so trans- 
ferred was transferred in circumstances to which this subsec- 
tion would apply if subsection (1) were read without refer- 
ence to paragraphs (1)(h) and (i), the transferee trust is 
deemed after the particular time to be a trust an interest in 
which was acquired by the individual as a consequence of a 
qualifying disposition; 
(i) if the transferor is a trust (other than a personal trust or a trust 
prescribed for the purposes of subsection 107(2)), the transferee 
trust. is deemed to be neither a personal trust nor a trust pre- 
scribed for the purposes of subsection 107(2); 


(j) if the transferor is a trust and a taxpayer disposes of all or part 
of a capital interest in the transferor because of the qualifying 
disposition and, as a consequence, acquires a capital interest or 
part of it in the transferee trust 


(i) the taxpayer is deemed to dispose of the capital interest or 
part of it in the transferor for proceeds equal to the cost 
amount to the taxpayer of that interest or part of it immedi- 
ately before the particular time, and 


(ii) the taxpayer is deemed to acquire the capital interest or 
part of it in the transferee trust at a cost equal to the amount, 
if any, by which 


(A) that cost amount 
exceeds 


(B) the amount by which the taxpayer’s loss otherwise 
determined from the disposition referred to in subpara- 


S. 107.4(3)G)Gi)(B) 


graph (i) would be reduced because of paragraph 
107(1)(c) or (d) if the proceeds under that subparagraph 
were equal to the fair market value of the capital interest 
or part of it in the transferor.immediately before the par- 
ticular time; 


(k) where the transferor is a trust, a taxpayer’s beneficial owner- 
ship in the property ceases to be derived from the taxpayer’s 
capital interest in the transferor because of the qualifying dispo- 
sition and no part of the taxpayer’s capital interest in the trans- 
feror was disposed of because of the qualifying disposition, 
there shall, immediately after the particular time, be added to the 
cost otherwise determined of the taxpayer’s capital interest in 
the transferee trust, the amount determined by the formula 


A x [(B — C)/B] — D 
where 


A is the cost amount to the taxpayer of the taxpayer’s capital 
interest in the transferor immediately before the particular 
time, 


B is the fair market value immediately before the particular 
time of the taxpayer’s capital interest in the transferor, 


C is the fair market value at the particular time of the tax- 
payer’s capital interest in the transferor (determined as if the 
only property disposed of at the particular time were the par- 
ticular property), and 


D_ is the lesser of 


(i) the amount, if any, by which the cost amount to the 
taxpayer of the taxpayer’s capital interest in the transferor 
immediately before the particular time exceeds the fair 
market value of the taxpayer’s capital interest in the trans- 
feror immediately before the particular time, and 


(11) the maximum amount by. which the taxpayer’s loss 
from a disposition of a capital interest otherwise deter- 
mined: could have been reduced because of paragraph 
107(1)(c) or (d) if the taxpayer’s capital interest in the 
transferor had been disposed of immediately before the 
particular time; 


(1) where paragraph (k) applies to the qualifying disposition in 
respect of a taxpayer, the amount that would be determined 
under that paragraph in respect of the qualifying disposition if 
the amount determined for D in that paragraph were nil shall, 
immediately after the particular time, be deducted in computing 
the cost otherwise determined of the taxpayer’s capital interest 
in the transferor; 


(m) where paragraphs (j) and (k) do not apply in respect of the 
qualifying disposition, the transferor is deemed to acquire the 
capital interest or part of it in the transferee trust that is acquired 
as a consequence of the qualifying disposition 


(i) where the transferee trust is a personal trust, at a cost 
equal to nil, and ’ 


(11) in any other case, at a cost equal to the excess determined 
under paragraph (b) in respect of the qualifying disposition; 
and 


(n) if the transferor is a trust and a taxpayer disposes of all or 
part of an income interest in the transferor because of the quali- 
fying disposition and, as a consequence, acquires an income in- 
terest or a part of an income interest in the transferee trust, for 
the purpose of subsection 106(2), the taxpayer is deemed not to 
dispose of any part of the income interest in the transferor at the 
particular time. 


Related Provisions: 53(4) — Effect on ACB of trust interest; 104(4)(a.4) — 
Deemed disposition by trust after 107.4(3) applied; 104(5.3)(c)— No application 
where election in effect to postpone deemed disposition; 104(5.8) — Where property 
transferred from one trust to another; 107(4.1)(b)(ii) — Application to subsequent dis- 
tribution by trust; 107.4(4) — Fair market value of capital interest in trust; 257 — 
Formula cannot calculate to less than zero. 
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History: Para. 107.4(3)(f) amended by 2010, c. 12, s. 11, applicable in determining | 
after March 4, 2010 whether a property is taxable Canadian property of a taxpayer. It | 
formerly read: 


(f) if the property was deemed. to be taxable Canadian property of the transferor | 
by this paragraph or paragraph 44.1(2)(c), 51(1)(f), 85(1)G) or 85.1(1)(a) or 
(8)(b), subsection 85.1(5) or 87(4) or (5) or paragraph 97(2)(c) or 107(2)(d.1) or 
(3.1)(d), the property is deemed to be taxable Canadian property of the transferee 
trust; 


Para. 107.4(3)(f) amended by 2009, c. 2, s. 27, applicable © 
(a) to dispositions that occur after December 23, 1998; and 


(b) in respect of 1996 et seq., to transfers of capital property that occurred before | 
December 24, 1998. 


The para. formerly read: 


(f) if the property was deemed to be taxable Canadian property of the transferor 
by this paragraph or paragraph 51(1)(f), 85(1)(@) or 85.1(1)(a), subsection 87(4) 
or (5) or paragraph 97(2)(c) or 107(2)(d.1), the property is deemed to be taxable 
Canadian property of the transferee trust; 


Opening words of para. 107.4(3)(b) amended by 2005, c. 30, subsec. 4(1), applicable to 
dispositions that occur after 2004. The opening words formerly read: 


(b)' except as otherwise provided under paragraph (c), the transferee trust’s cost 
of the property is deemed to be the amount, if any, by which 


Para. 107.4(3)(c) repealed by the said c. 30, subsec. 4(2), applicable to dispositions that 
occur after 2004. The para. formerly read: 


(c) notwithstanding subsection 206(4), for the purposes of Part XI and regula- 
tions made for the purposes of that Part, the transferee trust’s cost of the property 
is deemed to be . 


(i) the cost amount to the transferor immediately before the particular time 
where 


(A) the particular time is before 2000, 


(B) the transferor is a trust governed by a registered retirement savings 
plan or a registered retirement income fund, 


(C) the transferee trust is governed by a registered retirement savings 
plan or, a registered retirement income fund, 


(D) the transferee trust files a written election with the Minister on or 
before the later of March 31, 2001 and its filing-due date for its taxation 
year that includes the particular time (or at such later date that is accept- 
able to the Minister) that this subparagraph apply, and 


(E) it can reasonably be considered that the election was not made for 
the purpose of avoiding tax under Part XI, 

(ii) the fair market value of the property at the-particular time where 
(A) subparagraph (iti) does not apply, 


(B) the transferee trust files a written election with the Minister on or 
before the later of March 31, 2001 and its filing due-date for its taxation 
year that includes the particular time (or at such later date as is accept- 
able to the Minister) that this subparagraph apply, and 


(C) it can reasonably be considered that the election was not made for 
the purpose of avoiding tax under Part -XI, 
(iii) the fair market value of the property at the particular time where 
(A) subparagraph (i) does not apply to the qualifying disposition, 
(B) the particular time is before 2000, 
(C) the transferor is a trust governed by a registered retirement savings 
plan or a registered retirement income fund, and 
(D) the transferee trust is governed by a registered retirement savings 
plan or a registered retirement income fund, and 
(iv) the cost amount to the transferor of the property immediately before the 
particular time, in any other case; 
Subsec. 107.4(3) added by 2001, c. 17, s. 82, applicable 
(a) to dispositions that occur after December 23, 1998 except that, in its application 
to dispositions that occurred in taxation years that ended before February 28, 2000, 


the reference to “paragraph 14(1)(b)” in subpara. 107.4(3)(e)(ii) shall be read as a 
reference to “subparagraph 14(1)(a)(v) or paragraph 14(1)(b)”; and 


(b) re 1993 et seq., to transfers of capital property that occurred before December 
24, 1998, except that, in its application to transfers before December 24, 1998, 


(i) the opening words of subsec. 107.4(3) shall be read as follows: 


(3) Where at a particular time there is a qualifying disposition of a pro- 
perty by a person or partnership (in this subsection referred to as the 
“transferor’) to a trust (in this subsection referred to as the “transferee 
trust”), except for the purposes of Part XI and regulations made for the 
purposes of that Part 


(ii) subsec. 107.4(3) shall be read without reference to paras. (a), (c), (g) and 
(h); 7 
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(iii) para. 107.4(3)(b) shall be read as follows: 


(b) the transferee trust’s cost of the property is deemed to be the cost 
amount to the transferor of the property immediately before the particu- 
lar time; 


(iv) subsec, 107.4(3) shall be read as if each amount determined under cl. 
107.4(3)G)Gi)(B) and the description of D in para. 107.4(3)(k) were nil; and 


(v) subpara. 107.4(3)(m)(ii) shall be read as follows: . 


(ii) in any other case, at a cost equal ‘to the amount: determined under 
paragraph (b) in respect of the qualifying disposition. 


(4) Fair market value of vested interest in trust — Where 


(a) a particular capital interest in a trust is held by a beneficiary 
at any time, « 


(b) the particular interest is vested indefeasibly at that time, 


(c) the trust is' not'describedn any of paragraphs (a) to .(e.1) of 
the definition “trust” in subsection 108(1), and 


(d) interests under the trust are not ordinarily disposed of for 
consideration that reflects the fair market value’ of the net assets 
of the trust; 


the fair market value of the particular interest at that time is deemed 
to be not less than the amount determined by the formula 


(A — B) x (C/D) 
where 


A is the total fair market value at that time of all properties of the 
trust, 


B.. is the total, of all amounts: each of which is the amount of a debt 


owing by the trust at that time or the amount of any other obliga- | 


tion of the trust to pay any amount that is outstanding at that 
time, 


C_ is the fair market value at that time of the particular interest (de- 
termined without reference to this subsection), and 


D is the total fair market value at that time of all interests as bene- 
ficiaries under the trust (determined without reference to this 
subsection). 

Related Provisions: 107(1.2) — Fair market value of capital interest in trust for 


purposes of valuation as inventory; 248(9.2) — Meaning of “vested indefeasibly”; 
257 — Formula cannot calculate to less than zero. 


History: Subsec. 107.4(4) added by 2001, c. 17, s. 82, applicable to dispositions that 
occur after December 23, 1998. 


Definitions [s. 107.4]: “adjustment time” —14(5), 248(1); “amateur: athlete 
trust” — 143.1(1)(a) [to be repealed], 143.1(1.2)(a) [proposed], 248(1); “amount” — 


248(1); “beneficial ownership” — 248(3); “beneficiary” — 104(1.1), 108(1); “busi- | 


ness’? — 248(1); “Canada” —'255, Interpretation Act 35(1); “capital. interest’ — 
108(1), 248(1); “capital property”.— 54, 248(1); “cemetery, care, trust’ — 148.1(1), 
248(1); “contributor” — 107.4(1); “cost amount” — 107(1)(e), 248(1); “depreciable 
property” — 13(21), 248(1); “disposition” — 248(1); “eligible capital expenditure” — 
14(5), 248(1); “eligible capital property” — 54, 248(1); “eligible, funeral arrange- 
ment” — 148.1(1), 248(1); “employee life and health trust” — 144.12), 248(1); “em- 
ployee trust” — 248(1); “employees profit sharing plan” — 144(1), 248(1); “fair mar- 
ket value” — 107.4(4); “filing-due date” — 248(1); “income interest” — 108(1), 
248(1); “individual” ; “inter vivos trust’ — 108(1), 248(1); “life. insurance 
policy” — 138(12), 248(1); “Minister”, “non-resident” — 248(1); “person”, “personal 
trust”, “prescribed”, “property” — 248(1); “registered disability savings plan” — 
146.4(1), 248(1); “registered education savings plan” — 146.1(1), 248(1); “registered 
supplementary unemployment benefit plan” — 145(1), 248(1); “regulation” — 248(1); 
“related” — 251(2)-(6); “related segregated fund trust” — 138.1(1)(a); “resident in 
Canada” — 94(3)(a)(viii), 250; “series of transactions” — 248(10); “security” — Inter- 
pretation Act 35(1); “specified participating interest”, “taxable Canadian property” — 
248(1); “TFSA” — 146.2(5); 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“transferor trust’ — 107.4(2)(a); “trust” — 104(1), (3), 108(1), 248(1); “vested’ inde- 
feasibly” — 248(9.2); “writing” — Interpretation Act 35(1). 


108. (1) Definitions — In this subdivision, 


“accumulating income” of a trust for a taxation year means the 
amount that would be the income of the trust for the year if that 
amount were, computed 


(a) without reference to paragraphs 104(4)(a) and (a.1) and sub- 
sections 104(5.1), (5.2) and (12) and 107(4), 


S.:108(1) cap 


(b):as if the greatest-amount that the trust was entitled:to: claim 
under subsection 104(6) in computing its income: for the: year 
were so, claimed, and 


(c) without reference to subsection 12(10.2), except to the extent 
that that subsection applies to amounts paid to a trust to which 
' paragraph 70(6.1)(b) applies and before the death of the spouse 
or common-law partner referred to in that paragraph; 
History: The definition “accumulating income” in subsec. 108(1) amended by 2001, c. 
17, subsec. 83(1), applicable to 2000 et seq. The definition formerly read: 


“accumulating income” of a trust for a taxation year means the amount that 
would be the income of the trust for the year if that amount were 


(a) computed without reference to subsections 104(5.1) and (12), 


(b) computed as if the greatest amount that the trust was entitled to claim 
under subsection 104(6) in computing its: income ‘for the’ year’ were’ so 
claimed, ’ 


(c) where the trust 

(i) is-a pre-1972 spousal trust: at the end of ‘the year, 

(ii) is described in paragraph 104(4)(a), or 

(iii) elected“under subsection 104(5.3) for a preceding taxation year, 
computed without reference to subsections 104(4), (5) and (5.2) and 107(4), 

~(d) where the trust is described in paragraph 104(4)(a) and the taxpayer’s 

spouse or common-law partner referred to in that paragraph died on a day in 
that year, computed as if any, disposition by the trust before the end of that 


day of capital property, land described in an inventory of the trust, Canadian 
resource property or foreign resource property had not occurred, and 
(e) computed without reference to subsection 12(10.2), except to the extent 
that that subsection applies to amounts paid to a trust to which paragraph 
70(6.1)(b) applies and before the death of the spouse or common-law partner 
referred to in that paragraph; 
The definition ‘ accumulating 4 income” in subsec,.108(1) amended by. 2000, ci 12,,.Sch. 
2, s. 1, to replace “spouse” with “spouse or common-law paxtner’, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 
The definition “accumulating income” in subsec. 108(1) amended by 1996, c. 21, sub- 
sec. 19(1), applicable to trust taxation years that end after July 19, 1995: The definition 
formerly read: 


“accumulating income” of a trust for a taxation year means the amount that 
would be the income of the trust for the year if this Act were read without refer- 
ence to 


(a) subsections 104(5.1) and (12), 
(b) where the trust 
(i) is.a pre-1972 spousal trust at the end of the year, 
(ii) is described in paragraph 104(4)(a), or 
(iii) elected under subsection 104(S.3) for a preceding taxation year, 
subsections 104(4), (5), (5.2). and.107(4), and 
(c) subsection 12(10.2), except to the extent that that subsection applies to 


amounts paid to a trust to which paragraph 70(6.1)(b) applies and before.the 
death of the spouse referred to in that paragraph; 


The definition “accumulating income” in subsec. 108(1) amended by 1994, c. 7, Sch. 


VIII (1993, c. 24), subsec. 44(1), applicable to 1991 et seq. The definition formerly 

read: , 
“accumulating income” of a trust for a taxation year means the amount that 
would, but for subsection 104(12) and, where the trust is a°trust described in 
paragraph 104(4)(a), subsections 104(4), (5), (5.2) and 107(4), be its income for 
the year; 

Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 

through of taxable capital gains to beneficiaries; IT-394R2: Preferred beneficiary 

election. 


Advance Tax Rulings: ATR-34: Preferred beneficiary’ s election. 


“beneficiary”’ under a trust includes a person beneficially interested 
therein; 

Related Provisions: 104(1.1) — Restricted meaning of “beneficiary” for certain 
purposes; 104(5.5) — Meaning of “beneficiary” for purposes of election to postpone 
deemed disposition; 143.1(1)(e) [to be repealed], 143.1(1.2)(e) [proposed] — Deemed 
beneficiary of amateur athletes’ reserve fund; 248(3) — Rules applicable in Quebec; 
248(13) — Deemed beneficiary for certain purposes; 248(25) — Meaning of “benefi- 
cially interested”. 


“capital interest” of a taxpayer,in a trust means all. rights of the 
taxpayer as a beneficiary under the trust, and after 1999 includes a 
right (other, than a right acquired before 2000 and. disposed of 
before March 2000) to enforce payment of an amount by the trust 
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that arises as a consequence of any such right, but does not include 
an income interest in the trust; 
Related Provisions: 53(2)(h), (i) Reduction in ACB of capital interest; 
248(1)“capital interest” — Definition applies to entire Act; 248(1)“disposition’(d), 
(h) — Whether transfer by trust is a disposition of capital interest. 
History: The definition “capital interest” in subsec. 108(1) amended by 2001, c. 17, 
subsec. 83(2), applicable after 1999. The definition formerly read: 
“capital interest” of a taxpayer in a trust means 
(a) in the case of a personal trust or a prescribed trust, a right (whether im- 
mediate or future and whether absolute or contingent) of the taxpayer as a 


beneficiary under the trust to, or to receive, all or any part of the capital of 
the trust, and 


(b) in any other case, a right of the taxpayer as a beneficiary under the trust; 


“cost amount” to a taxpayer at any time of a capital interest or part 
of it, as the case may be, in a trust, means (notwithstanding subsec- 
tion 248(1) and except for the purposes of subsection 107(3.1) and 
section 107.4 and except in respect of a capital interest in a trust 
that is at that time a foreign affiliate of the taxpayer), 


(a) where any money or other property of the trust has been dis- 
tributed by the trust to the taxpayer in satisfaction of all or part 
of the taxpayer’s capital interest (whether on the winding-up of 
the trust or otherwise), the total of 


(i) the money so distributed, and 


(ii) all amounts each of which is the cost amount to the trust, 

immediately before the distribution, of each such other 

property, 

(iii) [Repealed] 
(a.1) where that time is immediately before the time of the death 
of the taxpayer and subsection 104(4) or (5) deems the trust to 
dispose of property at the end of the day that includes that time, 
the amount that would be determined under paragraph (b) if the 
taxpayer had died on a day that ended immediately before that 
time, and 


(b) in any other case, the amount determined by the formula 


G 
(A-B) x= 


where 
A is the total of 


(i) all money of the trust on hand immediately before that 
time, and 


(11) all amounts each of which is the cost amount to the 
trust, immediately before that time, of each other property 
of the trust, 


Bis the total of all amounts each of which is the amount of any 
debt owing by the trust, or of any other obligation of the trust 
to pay any amount, that was outstanding immediately before 
that time, 


C is the fair market value at that time of the capital interest or 
part thereof, as the case may be, in the trust, and 


D is the fair market value at that time of all capital interests in 
the trust; 


Related Provisions: 107(1)(e) — Cost amount of capital interest in trust that is not 
capital property; 248(1)“cost amount” — Definition for other purposes; 248(25.3) — 
Deemed cost of trust units; 257 — Formula cannot calculate to less than zero. 


History: The opening words of the definition “cost amount” in subsec. 108(1) 
amended by 2009, c. 2, s. 28, applicable after July 14, 2008. The opening words for- 
merly read: 


“cost amount” to a taxpayer at any time of a capital interest or part of the inter- 
est, as the case may be, in a trust (other than a trust that is a foreign affiliate of 
the taxpayer) means, except for the purposes of section 107.4 and notwithstand- 
ing subsection 248(1), to a taxpayer at any time of a capital interest or part 
thereof, as the case may be, in a trust (other than a trust that is a foreign affiliate 
of the taxpayer) means, notwithstanding the definition of “cost amount” in sub- 
section 248(1), 


The opening words of the definition “cost amount” in subsec. 108(1) amended by 2001, 
c. 17, subsec. 83(4), applicable to 1993 et seg. The opening words formerly read: 


“cost amount” to a taxpayer at any time of a capital interest or part thereof, as the 
case may be, in a trust (other than a trust that is a foreign affiliate of the tax- 
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payer) means, notwithstanding the definition of “cost amount” in subsection 
248(1), 


Para. (a.1) of the definition “cost amount” in subsec. 108(1) added by the said c. 17, 
subsec. 83(5), applicable to deaths that occur after 1999 and, where a day before the 
2000 taxation year is determined under paragraph 104(4)(a.4), as amended, in respect 
of a trust, it applies to deaths that occur after December 23, 1998. 


Subpara. (a)(ii) of the definition “cost amount” in subsec. 108(1) substituted, and sub- 
para. (iii) repealed, by 1994, c. 21, subsec. 48(2), applicable after July 13, 1990. Sub- 
paras. (a)(ii) and (iii) formerly read: 


(ii) all amounts each of which is the cost amount to the trust, immediately before 
the distribution, of each such other property (other than eligible capital property 
in respect of a business of the trust), and 


(iii) all amounts each of which is “/; of the cost amount to the trust, immediately 
before the distribution, of each such other property that is eligible capital pro- 
perty in respect of a business of the trust, and 


The description of A in para. (b) of the definition “cost amount” in subsec. 108(1) 
substituted by 1994, c. 21, subsec. 48(3), applicable after July 13, 1990. That descrip- 
tion formerly read: 


A is the total of 
(i) all money of the trust on hand immediately before that time, 


(ii) all amounts each of which is the cost amount to the trust, immedi- 
ately before that time, of each other property of the trust (other than 
eligible capital property in respect of a business of the trust), and 


(iti) “4 of the total of all amounts each of which is the cumulative eligi- 
ble capital of the trust, immediately before that time, in respect of a bus- 
iness of the trust, 


Paras. (a), (b) of “cost amount” substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
77(1), applicable after July 13, 1990. Those paras. formerly read: 


(a) in any case where any money or property of the trust has been distributed by 
the trust to the taxpayer in satisfaction of the whole or part of the taxpayer’s 
capital interest, as the case may be (whether on the winding-up of the trust or 
otherwise), the total of the money so distributed and all amounts each of which is 
the cost amount to the trust, immediately before the distribution, of a property so 
distributed to the taxpayer, and 


(b) in any other case, that proportion of the amount, if any, by which the total of 
all money of the trust on hand immediately before that time and all amounts each 
of which is the cost amount to the trust, immediately before that time, of a pro- 
perty of the trust exceeds the total of all amounts each of which is the amount of 
a debt owing by the trust, or of any other obligation of the trust to pay any 
amount, that was outstanding immediately before that time, that 


(i) the fair market value at that time of the capital interest or part thereof, as 
the case may be, in the trust, 


is of 
(ii) the fair market value at that time of all capital interests in the trust; 
Advance Tax Rulings: ATR-38: Distribution of all of the property of an estate. 


“designated income [para. 108(1)(d.1)]’’ — [Repealed under for- 
mer Act] 


“eligible offset” at any time of a taxpayer in respect of all or part of 
the taxpayer’s capital interest in a trust is the portion of any debt or 


obligation that is assumed by the taxpayer and that can reasonably ~ 


be considered to be applicable to property distributed at that time in 
satisfaction of the interest or part of the interest, as the case may be, 
if the distribution is conditional upon the assumption by the tax- 
payer of the portion of the debt or obligation; 


History: The definition “eligible offset” in subsec. 108(1) added by 2001, c. 17, sub- 
sec. 83(8), applicable after 1999. 


“eligible real property gain” — [Repealed] 
History: The definition “eligible real property gain” in subsec. 108(1) repealed by 


1995, c. 3, subsec. 31(1), applicable to taxation years that begin after February 22, 
1994. The definition formerly read: 


“eligible real property gain” of a trust has the meaning that would be assigned by 
the definition of that expression in subsection 110.6(1) if the reference in that 
definition to “non-qualifying real property” were read as “non-qualifying real 
property as defined in subsection 108(1)”; 
The definition “eligible real property gain” in subsec. 108(1) substituted by 1994, c. 21, 
subsec. 48(1), applicable to 1992 et seg. That definition formerly read: 


“eligible real property gain” of a trust has the meaning assigned by subsection 
110.6(1); 


The definition “eligible real property gain” added by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 44(2), applicable to 1992 et seq. 


“eligible real property loss’? — [Repealed] 
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History: The definition “eligible real property loss” in subsec. 108(1) repealed by 


| 1995, c. 3, subsec. 31(1), applicable to taxation years that begin after February 22, 


1994. The definition formerly read: 


“eligible real property loss” of a trust has the meaning that would be assigned by 
the definition of that expression in subsection 110.6(1) if the reference in that 
definition to “non-qualifying real property” were read as “non-qualifying real 
property as defined in subsection 108(1)”; 


The definition “eligible real property loss” in subsec. 108(1) substituted by 1994, c. 21, 
subsec. 48(1), applicable to 1992 et seg. That definition formerly read: 


“eligible real property loss” of a trust has the meaning assigned by subsection 
110.6(1); 


The definition “eligible real property loss’ added by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 44(2), applicable to 1992 et seq. 


“eligible taxable capital gains” of a personal trust for a taxation 
year means the lesser of 


(a) its annual gains limit (within the meaning assigned by sub- 
section 110.6(1)) for the year, and 


(b) the amount determined by the formula 


A-B 
where 


A is its cumulative gains limit (within the meaning assigned by 
subsection 110.6(1)) at the end of the year, and 


B is the total of all amounts designated under subsection 
104(21.2) by the trust in respect of beneficiaries for taxation 
years before that year; 

Related Provisions: 257 — Formula cannot calculate to less than, zero. 
History: The definition “eligible taxable capital gains” in subsec. 108(1) amended by 


1995, c. 3, subsec. 31(2), applicable to taxation years that begin after February 22, 
1994. The definition formerly read: 


“eligible taxable capital gains” of a trust for a taxation year means the lesser of 


(a) its annual gains limit for the year (within the meaning that would be 
assigned by the definition of that expression in subsection 110.6(1) if the 
reference in that definition to “non-qualifying real property” were read as 
“non-qualifying real property as defined in subsection 108(1))’, and 


(b) the amount determined by the formula 


AB 
where 


A is its cumulative gains limit at the end of the year (within the meaning 
that would be assigned by the definition of that expression in subsection 
110.6(1) if the reference in that definition to “non-qualifying real pro- 
perty” were read as “non-qualifying real property as defined in subsec- 
tion 108(1))”, and 


B © is the total of all amounts designated under subsection 104(21.2) by the 
trust in respect of beneficiaries in taxation years before that year; 


The definition “eligible taxable capital gains” in subsec. 108(1) substituted by 1994, c. 
21, subsec. 48(1), applicable to 1992 et seg. That definition formerly read: 


“eligible taxable capital gains” of a trust for a taxation year means the lesser of 


(a) the annual gains limit (within the meaning assigned by the definition of 
that expression in subsection 110.6(1)) of the trust for the year, and 


(b) the amount determined by the formula 


A-B 
where 
A is the cumulative gains limit (within the meaning assigned by the defini- 
tion of that expression in subsection 110.6(1) if that definition were read 


without reference to paragraph (c) thereof) of the trust at the end of the 
year, and 


B the total of all amounts each of which is an amount designated by the 
trust under subsection 104(21.2) in respect of a beneficiary in a taxation 
year preceding that year; 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries. 


Forms: T3 SCH 3: Eligible taxable capital gains. 


“excluded property” means a share of the capital stock of a non- 
resident-owned investment corporation that is not taxable Canadian 


property; 
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History: The definition “excluded property” amended by 1998, c. 19, subsec. 129(1), 
applicable after April 26, 1995. It formerly read: 


“excluded property” at a particular time means a share of the capital stock of a 
non-resident-owned investment corporation if, on the first day of the first taxa- 
tion year of the corporation that ends at or after the particular time, the corpora- 
tion does not own property referred to in any of clauses 115(1)(b)(v)(A) to (D); 


The definition “excluded property” added by 1994, c. 7, Sch. VIII (1993, c. 24), sub- 
sec. 44(2), applicable after February 11, 1991. 


“exempt property” of a taxpayer at any time means property any 
income or gain from the disposition of which by the taxpayer at that 
time would, because the taxpayer is non-resident or because of a 
provision contained in a tax treaty, not cause an increase in the tax- 
payer’s tax payable under this Part; 

History: The definition “exempt property” in subsec. 108(1) added by 2001, c. 17, 
subsec. 83(8), applicable after 1992, except that before 1999, the words “tax treaty” 
shall be read as “convention or agreement with another country that has the force of 
law in Canada”. 


“income interest” of a taxpayer in a trust means a right (whether 
immediate or future and whether absolute or contingent) of the tax- 
payer as a beneficiary under a personal trust to, or to receive, all or 
any part of the income of the trust and, after 1999, includes a right 
(other than a right acquired before 2000 and disposed of before 
March 2000) to enforce payment of an amount by the trust that 
arises as a consequence of any such right; 


Related Provisions: 108(3) — Meaning of “income” of trust; 248(1)‘Sincome inter- 
est” — Definition applies to entire Act. 


History: The definition “income interest” in subsec. 108(1) amended by 2001, c. 17, 
subsec. 83(3), applicable in respect of interests created or materially altered after Janu- 
ary 1987 that were acquired after 10 p.m. EST, February 6, 1987. The definition for- 
merly read: 


“income interest” of a taxpayer in a trust means a right (whether immediate or 
future and whether absolute or contingent) of the taxpayer as a beneficiary under 
a personal trust to, or to receive, all or any part of the income of the trust; 


Interpretation Bulletins: IT-385R2: Disposition of an income interest in a trust. 


‘inter vivos trust”? means a trust other than a testamentary trust; 
Related Provisions: 143(1) — Communal religious congregation deemed to be inter 
vivos trust; 143.1(1)(a) [to be repealed], 143.1(1.2)(a) [proposed] — Amateur athletes’ 
reserve fund deemed to be inter vivos trust; 146.1(11) — RESP deemed to be inter 
vivos trust for certain purposes; 149(5) — Exception re investment income of certain 
clubs; 207.6(1) — Retirement compensation arrangement deemed to be inter vivos 
trust; 248(1)“inter vivos trust” — Definition applies to entire Act. 


‘“non-qualifying real property” — [Repealed] 
History: The definition “non-qualifying real property” in subsec. 108(1) repealed by 
1995, c. 3, subsec. 31(1), applicable to taxation years that begin after February 22, 
1994. The definition formerly read: 
“non-qualifying real property” 
(a) of a trust that is a personal trust has the meaning assigned by subsection 
110.6(1), and 
(b) of a trust that is not a personal trust has the meaning assigned by subsec- 
tion 131(6); 


The definition “non-qualifying real property” in subsec. 108(1) added by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 44(2), applicable. to 1992 et seq. 


“‘pre-1972 spousal trust” at a particular time means a trust that 
was 


(a) created by the will of a taxpayer who died before 1972, or 


(b) created before June 18, 1971 by a taxpayer during the tax- 
payer’s lifetime 
that, throughout the period beginning at the time it was created and 
ending at the earliest of January 1, 1993, the day on which the tax- 
payer’s spouse or common-law partner died and the particular time, 
was a trust under which the taxpayer’s spouse or common-law part- 
ner was entitled to receive all of the income of the trust that arose 
before the spouse’s or common-law partner’s death, unless a person 
other than the spouse or common-law partner received or otherwise 
obtained the use of any of the income or capital of the trust before 
the end ‘of that period; 
Related Provisions: 104(4)(a.1) — Deemed disposition by a trust; 104(15) — Pre- 


ferred beneficiary’s share; 104(15)(a) — Allocable amount for preferred beneficiary 
election; 108(3) — Meaning of “income” of trust; 108(4) — Trust not disqualified by 
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reason only of payment of certain duties and taxes; 248(9.1) — Whether trust: created 
by taxpayer’s will; 252(3) — Extended: meaning of “spouse”. 


History: The closing words of the definition “pre-1972 spousal trust” in subsec. 
108(1) amended by 2001, c. 17, s. 241, applicable to 2001 et seg. except that, if a 
taxpayer and a person have jointly elected pursuant to s. 144 of 2000, c. 12:in respect 
of the 1998, 1999 or 2000 taxation years, the amendment applies to the taxpayer and 
the person in respect of the applicable taxation year and subsequent taxation years. The 
closing words formerly read: 
that, throughout the period beginning at the time it was created and ending at the 
earliest of January 1, 1993, the day on which the taxpayer’s spouse or common- 
law partner died and the particular time, was a trust under which the taxpayer’s 
spouse or common-law partner was entitled to receive all of the income of the 
trust that arose before the spouse or common-law partner's death, unless. a per- 
son other than the spouse or common-law partner received or otherwise obtained 
the use of any of the income or capital of the trust before the end of that period; 


The definition “pre-1972 spousal trust” in subsec. 108(1) amended by 2000, c..12, Sch. 
2, s. 1, to replace “spouse” with “spouse or common-law partner’, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)‘*common-law partner”. 


The definition “pre-1972 spousal trust” in subsec. 108(1) added by 1994, ¢. 7, Sch. VIII 
(1993, c. 24), subsec. 44(2), applicable after February 11, 1991. 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gain to beneficiaries. 


“preferred beneficiary” under a trust for a particular taxation year 
of the trust means a beneficiary under the trust at the end of the 
particular year who is resident in Canada at that time if 


(a) the beneficiary is 


(i) an individual in respect of whom paragraphs 118.3(1)(a) 
to (b) apply for the individual’s taxation year (in this defint- 
tion referred to as the “beneficiary’s year”) that ends in the 
particular year, or 


(ii) an individual 
(A) who attained the age of 18 years before the end of the 
beneficiary’s year, was a dependant (within the meaning 
assigned by subsection 118(6)) of another individual for 


the beneficiary’s year and was dependent on the other in- 
dividual because of mental or physical infirmity, and 


(B) whose income (computed without reference to sub- 
section 104(14)) for the beneficiary’s year does not ex- 
ceed the amount used under paragraph (c) of the descrip- 
tion of B in subsection 118(1) for the year, and 


(b) the beneficiary is 
(i) the settlor of the trust, 


(ii) the spouse or common-law partner or former spouse or 
common-law partner of the settlor of the trust, or 


(iii) a child, grandchild or great grandchild of the settlor of 
the trust or the spouse or common-law partner of any such 
person; 

Related Provisions: 104(14) — Preferred beneficiary election. 


History: The definition “preferred beneficiary” in subsec. 108(1) amended by 2000, c. 
12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, applicable 
to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“*common-law partner”. 


Cl. (a)(i)(B) of the definition “preferred beneficiary” amended by 2000, c. 19, subsec. 
16(1), applicable to 1998 et seq., except that the reference to “the amount used under 
paragraph (c) of the description of B.in subsection 118(1) for the year” shall be read as 
a reference to 


(a) “$6,956” for the 1998 taxation year; and 
(b) “$7,044” for the 1999 taxation year. 
The clause formerly read: 


(B) whose income (computed without reference to subsection 104(14)) for the 
beneficiary’s year does not exceed $6,456, and 


The definition “preferred beneficiary” amended by 1998, c. 19, s. 19, applicable to trust 
taxation years that end after 1996. It formerly read: 


“preferred beneficiary” under a trust for a particular taxation year of the trust 
means an individual 


(a) who is resident in Canada and a beneficiary under the trust at the end of 
the particular year, 


Income Tax Act, Part I, Division B 


(b) in respect of whom paragraphs 118.3(1)(a) to (b) apply for the indivi- | 
dual’s taxation year’in which the particular year ends, and 


(c) who is 
(i) the settlor of the trust, 
(ii) the spouse or former spouse of the settlor of the trust, or 


(iii) a child, grandchild or great grandchild of the settlor of the trust, or 
the spouse of any such person; 


The definition “preferred beneficiary” in subsec. 108(1) amended by 1996, c. 21, sub- 
sec. 19(2), applicable to trust taxation years that begin after 1995. The definition for- 
merly read: 


“preferred beneficiary” under any trust means an individual resident in Canada 
who is a beneficiary under the trust and is 


(a) the settlor of the trust, 
(b) the spouse or former spouse of the settlor of the trust, or 


(c) a child, grandchild or great grandchild of the settlor of the trust, or the 
spouse of any such person; 


Interpretation Bulletins: IT-374: Meaning of “settlor” (archived); IT-381R3: 
Trusts — capital gains and losses and the flow-through of taxable gains to benefi- 
ciaries; IT-394R2: Preferred beneficiary election. 


“qualified farm property” of an individual has the meaning as- 
signed by subsection 110.6(1); 


“qualified fishing property” of an individual has the meaning as- 
signed by subsection 110.6(1);. 


History: The definition “qualified fishing property” added to subsec. 108(1) by 2007, 
c. 2, s. 16, applicable after May 1, 2006. 


“qualified small business corporation share” of an individual has 
the meaning assigned by subsection 110.6(1); 


“settlor’’, 


(a) in relation to a testamentary trust, means the individual re- 
ferred to in the definition “testamentary trust”. in this subsection, 
and 


(b) in relation to an inter vivos trust, 


(i) if the trust was created by the transfer, assignment or other 
disposition of property thereto (in this paragraph referred to 
as property “contributed”) by not more than one individual 
and the fair market value of such of the property of the trust 
as was contributed by the individual at the time of the crea- 
tion of the trust or at any subsequent time exceeds the fair 
market value of such of the property of the trust as was con- 
tributed by any other person or persons at any subsequent 
time (such fair market values being determined at the time of 
the making of any such contribution), means that individual, 
and 


Ee 
—————— 


(ii) if the trust was created by the contribution of property — 


thereto jointly by an individual and the individual’s spouse or 
common-law partner and by no other person and the’ fair 
market value of such of the property of the trust as was con- 
tributed by them at the time of the creation of the trust or at 
any subsequent time exceeds the fair market value of such of 
the property of the trust as was contributed by any other per- 
son or persons at any subsequent time (such fair market val- 
ues being determined at the time of the making of any such 
contribution), means that individual and the spouse or com- 
mon-law partner; 


Related Provisions: 17(15)“settlor” — Alternate definition for purposes of loan by 
corporation to non-resident; 104(5.6) — Designated contributor. 


History: The definition “settlor” in subsec. 108(1) amended by 2000, c. 12, Sch. 2, s. 
1, to replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. : 


Interpretation Bulletins: IT-374: Meaning of “settlor’ (archived); IT-394R2: Pre- 
ferred beneficiary election. 


“testamentary trust” in a taxation year means a trust or estate that 
arose on and as a: consequence of the: death of an individual (includ- 
ing a trust referred to in subsection 248(9.1)), other than at 
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“testamentary trust”, in a taxation year, means a trust that arose 
on and as a consequence of the death of an individual oan a 
trust referred to in subsection 24809. 1)), other than ° 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 58(1), 
| will amend the opening words of the definition “testamentary trust” in subsec. 108(1) 
_ to read as above, applicable to taxation years that end after December 20, 2002. 


Technical Notes (July 2010): Subsection 108(1). defines “testamentary trust” 


generally as a trust or estate that arose on and in rien aie of the death 2 an 
individual, and provides some exceptions to that definition. | 


Subsection 104(1) provides that references to a “trust” in subdivision k of DA Eion B 
of Part I of the Act (i.e., sections 104 to 108) include a trust or estate. The definition — 
“testamentary trust” in subsection 108(1) i is therefore amended to remove the refer- 
ence to “estate” because the references in that definition to a “trust” include an estate. 


(a).a trust created by a person other. than the individual, 


(b).a trust created after November 12, 1981 if; before the end of 
the taxation year, property has been contributed to the trust oth- 
erwise than by an individual on or after the individual’s death 
and as a consequence thereof, and 


(c) a trust created before November 13, 1981 if 


(i) after June 28, 1982 property has been contributed to the 
trust otherwise than by an individual on or after the indivi- 
dual’s death and as a consequence thereof, or 


(11) before the end of the taxation year, the total fair market 
value of the property owned by the trust that was contributed 
to the trust otherwise than by an individual on or after the 
individual’s death and as a consequence thereof and the pro- 
perty owned by the trust that was substituted for such pro- 
perty exceeds the total fair market value of the property 
owned by the trust that was contributed by an individual on 
or after the individual’s death and as a consequence thereof 
and. the property owned by. the trust that was substituted for 
such property, and for the purposes of this paragraph the fair 
market value of any property shall be determined as at the 
time it was acquired by the trust; and 


Proposed Addition — 108(1)“testamentary trust”(d) 


(d) a trust that, at any time after December 20, 2002 and before 
the end of the taxation year, incurs a debt or any other obliga- 
tion owed to, or guaranteed by, a beneficiary or any other per- 
son or partnership | (which beneficiary, person or partnership is 
referred to in this paragraph as the ‘ ‘specified party”) with 
whom any beneficiary of the trust does not deal at arm’ S 
length, other than a debt or other obligation 


(i) incurred by the trust in satisfaction of the specified : 
party’s right as ‘a beneficiary under the trust | 


(A) to enforce payment of an amount of the trust’s i in- 
come or capital gains payable at or before that time by - 
the trust to the specified party, or 


(B) to otherwise receive any part of the emvial of the 
trust, 


(ii) owed to the specified party, if the debt or other ‘Gblies 
tion arose because of a service (for greater certainty, not — 
including any transfer or loan of property) rendered by the — 
specified party to, for or on behalf of the trust, or 


(iii) owed to the specified party, if 


(A) the debt or other obligation arose because of a pay- | 
ment made - the anes party for or on behalf of the 
trust, 


(B) in exchange for the payment, the trust transfers pro- 
perty, the fair market value of which is not less than the 
principal amount of that debt or other obligation, to the 
specified party within 12 months after the payment was — 
made (or, where written application has been made to — 
the Minister by the trust within that 12 months, within - 
any longer period that the Minister considers reasonable 
in the circumstances), and 
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-(C) it is reasonable to conclude that the specified party 
would have been willing to make the payment if the 
specified party dealt at arm’s length with the trust, ex- 

cept where the trust is the individual’s estate and that — 

_ payment was made within the first 12 months after the — 

individual’s death (or, where written application has 

_ been made to the Minister by the estate within that 12 
- months, within any longer period that the Mie con- 
_. siders reasonable in the circumstances); ya 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 58(2), 
will add para. (d) to the definition “testamentary trust” in subsec. 108(1), Lea 
to taxation. years that end after December 20, 2002, except that : 

(a) a transfer that i is required, by cl. (@)(iii)(B) of the definition, as didended. to 

be made within 12 months after a payment was made is deemed to be made ina 
timely manner if it it is made within os ee after this a Cae is as- 
sented to; and 

: (b) for those taxation years that end before the day on which this draft legislation 
is assented to, ‘the reference to “within the first 12 months after the individual’s 
death” in cl. (d)Gii)(C) of the definition, as amended, is to be read as a reference 
to “after the individual's death and no later than 12 months after the day on 
wien He ae ae CO adeaoes Act, 40! 0 [this draft Jepslanony 1 is assented — 
Lae 

Technical Notes (July 201 0): ee paragraph (a) af the definition testamentary 


trust” is an anti- avoidance rule. ‘That new paragraph provides that a testamentary 


trust in a taxation year does not include a trust (in the commentary on this amend- 
ment, references to “trust” include an estate) that incurs, after December 20, 2002 
and before the end of the taxation year, a debt or any other obligation to pay an 
amount to, or guaranteed by, a beneficiary or any other person or partnership (re- 
ferred to in this commentary as the “specified party”) with whom any beneficiary of 
the trust does not deal at arm’s length. However, such a debt will not affect the status - 
of the trust asa testamentary trust if ‘it is a debt or i: obligation owed to the 
specified party and a 


* iL 1s incurred by the trust in i teton of the ‘specified party's $ right as a benefi- y 
_ ciary under the trust to enforce payment of an amount of income or capital gains 
payable by the trust to the specified party or to otherwise receive any part of.the 
capital of the trust, | 


it arose because of a service (for greater cenainty: not iictudin any transfer or 
loan of property) rendered by the specified party to, for or on behalf of the trust; 
for example, this would include debts or other obligations arising in respect of 
‘services rendered in a person’s capacity as an executor or administrator of an 
estate, as a liquidator of succession or as a trustee of a trust, or 


it arose because of a payment made by the specified party for or on behalf of (but 
‘not to) the trust; for example, a payment of funeral expenses on behalf of the 
_ deceased's estate. However, to qualify under this provision, additional conditions 
must be satisfied. In very general terms, these conditions are that the trust fully 
reimburse the specified party within a year of the specified party making the 
payment. More precisely, in exchange for the payment the trust must transfer 
property (the fair market value of which is not less than the principal amount of 
that debt or other obligation that arose because of the payment) to the specified 
party within 12 months after the specified party made the payment (or, where 
‘written application has been made to the Minister by the trust within that 12. 
months, within any longer period that the Minister considers reasonable in the 
circumstances). A transfer of property, within the required period by the trust to 
the specified party, which does not result in the settlement or cancellation of that 
_ debt or obligation would not satisfy this requirement. It must also be reasonable 
to conclude that the specified party would have been willing to make the pay- 
ment if the specified party dealt at arm’s length with the trust. This third require- 
ment is suspended, however, where the trust is an individual’s estate and the 
payment giving rise to the debt or obligation was made within the first 12 
months after the individual’s death (or, where written application has been made 
to the Minister of National Revenue by the estate within that 12 months, within 
any longer period that the Minister considers reasonable in the circumstances). 


These amendments apply to trust taxation years that end after December 20, 2002. 
However, a transfer that is required, by clause (d)(iii)(B) of the definition “testamen- 
tary. trust” in subsection 108(1) to be made within 12 months after a payment was 
made, is deemed to have been made in a timely manner if it is made no later than 12 
months after this amended definition receives Royal Assent. In effect, the deadline 
imposed by that clause for the full reimbursement of the specified party by the trust 
or estate is extended, without need for written application, provided that the full re- 
imbursement is made within 12 months after Royal Assent. 


In addition, for taxation years. that end before Royal Assent, the exception from the 
arm’s length condition for obligations owed by an estate (which condition and excep- 
tion are set out in clause (d)(iii)(C) of the definition) will apply so that a payment that 
is made by a specified party for or on behalf of the estate and that is described in 
clause (d)(iii)(A) will not be subject to the arm’s length requirement where the pay- 
ment is made at any time after the individual’s death and not later than 12 months 
after Royal Assent. For these taxation years, if such a qualifying payment is not made 
within 12 months after Royal Assent, then the Minister may grant a further extension 


TAT 
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of the period, beyond 12 months after Royal Assent, if written application is made to 
the Minister by the estate within 12 months after Royal Assent. 


Letter from Dept. of Finance, April 28, 2004: 
Dear [xxx] 


Thank you for your letter of March 3, 2004, concerning proposed paragraph (d) of 
the definition “testamentary trust” in subsection 108(1) of the Income Tax Act, con- 
tained in the Legislative Proposals and Draft Regulations relating to Income Tax 
(“Legislative Proposals”), released by the Minister of Finance on February 27, 2004. 


Subsection 108(1) of the Act defines “testamentary trust” generally as a trust that 
arose on and as a consequence of the death of an individual, and provides some ex- 
ceptions to that definition. A reference in that definition to a trust includes an estate. 


Proposed paragraph (d) of the definition “testamentary trust’ is an anti-avoidance 
rule that is intended to respond to the use of testamentary trusts as vehicles for in- 
come splitting. That new paragraph provides that a testamentary trust in a taxation 
year does not include a trust or estate that incurs, after December 20, 2002 and before 
the end of the taxation year, a debt or any other obligation to pay an amount to, or 
guaranteed by, a beneficiary or any other person or partnership (referred to in the 
proposed definition as the ‘ ‘Specified party”) with whom any oe of the trust 
or estate does not deal at arm’s length. 


Certain of such debts and obligations would, however, not cause a trust or ohbie to 
lose its status as a testamentary trust. For example, under proposed subparagraph 
(d)(iii) of the definition, a debt or obligation would not affect the status of a trust or 
estate as a testamentary trust if it is a debt or other obligation owed to the specified 
party, it arose because of a payment made by the specified party for or on behalf of 
the trust or estate, the trust or estate fully reimburses the specified party within a year 
of the specified party making the payment and it is reasonable to conclude that the 
specified party would have been willing to make the payment if the specified party 
dealt at arm’s length with the trust or estate. 


In your letter you have expressed concern that the last condition in subparagraph 
(d)(iii) of that definition — that the specified party would have been willing to make 
the payment if the specified party dealt at arm’s length with the trust or estate — 
will, in practice, not be satisfied in the case of the vast majority of estates of deceased 
individuals. We understand from your letter that this is because of the legal limita- 
tions placed on the estate executor’s ability to deal with property of the estate, such 
that family members of a deceased individual will often undertake to make payments 
on behalf of the estate — for example, the payment of funeral expenses or a tax lia- 
bility — without any expectation, or arrangement to the effect, that the reimburse- 
ment by the estate of such payments include an arm’s length amount of interest. As a 
result, under that proposed paragraph of the definition “testamentary trust” the estate 
would lose its status under the Act as a testamentary trust. 


We are of the view that the loss of an estate’s status as a testamentary trust, in these 
circumstances, would be inconsistent with the policy objectives of proposed para- 
graph (d) of the definition. Therefore, we are prepared to recommend a modification 
to proposed subparagraph (d)(iii) of the definition “testamentary trust”, to provide 
that the requirement in clause (C) of that subparagraph — that the specified party 
would have been willing to make the payment if the specified party dealt at arm’s 
length with an individual’s estate — not apply where the payment for or on behalf of 
an estate is made within the first 12 months after the individual’s death (or, where 
written application has been made to the Minister of National Revenue by the estate 
within that 12 months, within any longer period that that Minister considers reasona- 
ble in the circumstances). As a result, where the remaining conditions of proposed 
subparagraph (d)(iii) of that definition are satisfied, to the extent that the circum- 
stances do not involve an attempt to use the estate as a vehicle for income splitting, 
the anti-avoidance provisions of the Act would not be expected to apply to cause the 
estate to lose its status as a testamentary trust. 


For these purposes, we will also recommend that an application, otherwise required 
to be filed before 120 days after the amending legislation containing that proposed 
subparagraph (d)(iii) receives Royal Assent, be deemed to have been filed on a 
timely basis if it is filed in writing with the Minister of National Revenue within 120 
days after that Royal Assent. 


Thank you for writing. 
Yours sincerely, 


Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 94(1)‘trust” — Non-resident trust rules apply to estates; 
104(23) — Rules for testamentary trusts; 108(1.1) — Home renovation expenditure by 
beneficiary does not put trust offside; 210.1(a) — Part XII.2 does not apply to testa- 
mentary trust; 248(1)‘testamentary trust’ — Definition applies to entire Act; 248(8) — 
Occurrences as a consequence of death; 249(1)(c), (5) — Taxation year of testamentary 
trust; 249(6) — Deemed year-end on loss of testamentary trust status. 


History: The opening words of the definition “testamentary trust” in subsec. 108(1) 
substituted by 1994, c. 21, subsec. 48(4), applicable to 1990 et seg. The opening words 
of that definition formerly read: 


“testamentary trust” in a taxation year means a trust or estate that arose upon and 
in consequence of the death of an individual (including a trust referred to in 
subsection 70(6.1)), other than 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries. 
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“trust” includes an inter vivos trust and a testamentary trust but in) 


subsections 104(4), (5), (5.2), (12), (13.1), (13.2), (14) and (15) and 
sections 105 to 107 does not include 


(a) an amateur athlete trust, an employee life and health trust, an _ 
employee trust, a trust described in paragraph 149(1)(0.4) or a 

trust governed by a deferred profit sharing plan, an employee | 
benefit plan, an employees profit sharing plan, a foreign retire- | 
ment arrangement, a registered disability savings plan, a regis- ) 
tered education savings plan, a registered pension plan, a regis- 
tered retirement income fund, a registered retirement savings | 


plan, a registered supplementary unemployment benefit plan or | 


a TFSA, 


(a.1) a trust, other than a trust described in paragraph (a) or (d), 
all or substantially all of the property of which is held for the 
purpose of providing benefits to individuals each of whom is 
provided with benefits in respect of, or because of, an office or 
employment or former office or employment of any individual, 


Proposed Amendment — 108(1)“trust”(a.1) 


(a.1) a trust (other than a trust described in paragraph (a) or 
(d), a trust to which subsection 7(2) or (6) applies or a trust 
prescribed for the purpose of subsection 107(2)) all or substan- 
tially all of the property of which is held for the purpose of 
providing benefits to individuals each of whom is provided 
with benefits in respect of, or because of, an office or employ- 
ment or former office or employment of any individual, 


Application: The July 16. 2010 draft legislation (Part 1 — technical), subsec, 58(3), 
will amend ‘para. (a.l) of the definition “trust” in subsec. 108(1) to read as above, 
applicable to trust taxation years that begin after 2006. 


Technical Notes. (July 2010): Paragraph (a.1) of that definition is amended to 
clarify that its intended application should be limited to health and welfare trusts. 
[See also under 108(1)‘trust’” between (e.1) and (f) — ed.] 


(b) a related segregated fund trust (within the meaning assigned 
by section 138.1), 


(c) an inter vivos trust deemed by subsection 143(1) to exist in 
respect of a congregation that is a constituent part of a religious 
organization, 


(d) an RCA trust (within the meaning assigned by subsection 
207.5(1)), 


(e) a trust each of the beneficiaries under which was at all times 
after it was created a trust referred to in paragraph (a), (b) or (d) 
or a person who is a beneficiary of the trust only because of 
being a beneficiary under a trust referred to in any of those 
paragraphs, or 


(e.1) a cemetery care trust or a trust governed by an eligible fu- 
neral arrangement, 


and, in applying subsections 104(4), (5), (5.2), (12), (14) and (15) 
and section 106 at any time, does not include 


repose Amendment — 108(1)“trust” between (e.1) 
and (f) 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 58(4), 
will delete “and section 106” from the portion of the definition “trust” in subsec. 108(1) 
between paras. (e.1) and (f), applicable to 1998 ef seq. 


Technical Notes (July 2010): For the purposes of the 21-year deemed disposition 
rule and other specified measures, subsection 108(1) defines “trust” to exclude certain 
listed trusts. 


For these purposes, paragraph (f) of the definition excludes unit trusts (as defined in 
subsection 108(2)) and paragraph (g) excludes, except as specified, trusts all interests 
in which have vested indefeasibly. 


This definition is amended so that section 106 is not a provision for the purposes of 
which paragraphs (f) and (g) of the definition apply. Section 106 provides rules in re- 
spect of an “income interest” (as defined in subsection 108(1)) in a “personal trust” (as 
defined in subsection 248(1)). As a result of this amendment, for the purpose of section 
106, references to a trust will include a trust described in paragraph (g) of the definition 
“trust” in subsection 108(1). (As the definition “personal trust’’ expressly excludes a 
unit trust, paragraph (f) of the definition “trust” in subsection 108(1) is not relevant for 
this purpose.) 
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(f) a trust that, at that time, is a unit trust, or © 


(g) a trust all interests in which, at that time, have vested inde- 
feasibly, other than 


(i) an alter ego trust, a joint spousal or common-law partner 
trust, a post-1971 spousal or common-law partner trust or a 
trust to which paragraph 104(4)(a.4) applies, 


(ii) a trust that has elected under subsection 104(5.3), 


(iii) a trust that has, in its return of income under this Part for 
its first taxation year that ends after 1992, elected that this 
paragraph not apply, 


(iv) a trust that is at that time resident in Canada where the 
total fair market value at that time of all interests in the trust 
held at that time by beneficiaries under the trust who at that 
time are non-resident is more than 20% of the total fair mar- 
ket value at that time of all interests in the trust held at that 
time by beneficiaries under the trust, 


(v) a trust under the terms of which, at that time, all or part of 
a person’s interest in the trust is to be terminated with refer- 
ence to a period of time (including a period of time deter- 
mined with reference to the person’s death), otherwise than 
as.a consequence of terms of the trust under which an interest 
in the trust is to be terminated as a consequence of a distribu- 
tion to the person (or the person’s estate) of property of the 
trust if the fair market value of the property to be distributed 
is required to be commensurate with the fair market value of 
that interest immediately before the distribution, or 


(vi) a trust that, before that time and after December 17, 
1999, has made a distribution toa beneficiary in respect of 
the beneficiary’s capital interest in the trust, if the distribu- 
tion can reasonably be considered to have been financed by a 
liability of the trust and one of the purposes of incurring the 
liability was to avoid taxes otherwise payable under this Part 
as a consequence of the death of any. individual; 


Related Provisions: 75(2) — Revocable or reversionary. trust; 94(1)“exempt foreign 
trust’’(f) — Trust under (a.1) excluded from non-resident trust rules; 94(3).— Non-resi- 
dent trust deemed resident in Canada; 104(1) — Reference to trust or estate; 
107.4(4) — Fair market value of capital interest in trust; 146.1(1)“trust” — Meaning of 
“trust” for RESP; 210.1(d) —Certain trusts not subject to Part XII.2 tax; 233.2(4) — 
Reporting requirement re transfers to foreign trust; 233.6(1) — Reporting requirement 
re distributions from foreign trust;, 248(1)“disposition”(b)(v).— Where trustee ceasing 
to act as agent of beneficiary; 248(1)“trust’ — Definition outside subdiv. k is that in 
104(1); 248(3) — Deemed trusts in Quebec; 248(9.2) — Meaning of “vested indefeasi- 
bly”; 248(25.1) — Trust-to-trust transfers — deemed same trust; 251(1)(b) — Personal 
trust and beneficiary deemed not to deal at arm’s length. 


History: Para. (a) of the definition “trust” amended by 2010, c. 25, s. 19, to add “an 
employee life and health trust,” after “an amateur athlete trust,”, applicable after 2009. 


Para. (a) of the definition “trust” amended to substitute “, a registered supplementary 
unemployment benefit plan or a TFSA” for “or a registered supplementary unemploy- 
ment benefit plan”, by 2008, c. 28, s. 11, applicable to 2009 et seq. 


Para. (a) of the definition “trust” amended by 2007, c. 35, s. 110 to add “a registered 
disability savings plan,”, applicable to 2008 et seq. 


Para. (a.1) of the definition “trust” added by 2001, c. 17, subsec. 83(6), applicable to 
1999 et seq. 


The portion of the definition “trust” after para. (e.1) amended by the said c. 17, subsec. 
83(7), applicable to 1998 et seg., except that 


(a) it does not apply for the purpose of applying subpara. (g)(iv) of the definition 
before December 24, 1998; and 


(b) where the trust so elects in writing and files the election with the Minister of 
National Revenue on or before the trust’s filing-due date for the taxation year of 
the trust that includes June 14, 2001 (or any later day that is acceptable to the 
Minister), subpara. (g)(v) of the definition, as it applies before 2001, shall be read 
as follows: 


(v) a trust any interest in which may become effective in the future, or 
The portion after para. (e.1) formerly read: 
and, in subsections 104(4), (5), (5.2), (12), (14) and (15), does not include 
(f) a unit trust, or 


(g) a trust (other than a trust described in paragraph 104(4)(a), a trust that has 
elected under subsection 104(5.3), or a trust that, in its return of income under 
this Part for its first taxation year ending after 1992, has elected that this subpar- 
agraph not apply) all interests in which have vested indefeasibly and no interest 
in which may become effective in the future. 


S. 108(2)(b)Gi)(B) 


Para. (e.1) of the definition “trust” in subsec. 108(1) amended by 1998, c. 19, subsec. 
129(2), applicable to 1993 et seq. Para. (e.1) formerly read: 


(e.1) a trust governed by an eligible funeral arrangement, 


Para. (e.1) added to the definition “trust” in subsec. 108(1) by 1995, c. 21, s. 61, appli- 
cable to 1993 et seq. 


The preamble to the definition “trust” amended by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 44(4), applicable to 1993 et seg. That portion formerly read: 


“trust” includes an inter vivos trust and a testamentary trust but, in subsections 
104(4), (5), (5.2), (12), (14) and (15); does not include a unit trust and, in subsec- 
tions 104(4), (5), (5.2), (12), (13.1), (13.2), (14) and (15) and: sections 105 to 
107, does not include 


Para. (a) of “trust” amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 44(5), appli- 
cable to 1988 et seg. except that, in its application to the 1988 and 1989 taxation years, 
the para. shall be read without reference to the expression “a foreign retirement ar- 
rangement”. Para. (a) formerly read: 


(a) a trust governed by a registered pension plan, a foreign retirement arrange- 
ment, an employees profit sharing plan, a registered supplementary unemploy- 
ment benefit plan, a registered retirement savings plan, a deferred profit, sharing 
plan, a registered education savings plan, a registered retirement income fund, an 
employee benefit plan, an employee trust or a trust described in paragraph 
149(1)(0.4), 


Paras..(e) and (g) of “trust” added and the portion between: those paras. moved from the 
preamble by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 44(6), applicable to 1993 et 
seq. 

Para. (a) of “trust” amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 77(2), to add 
“a foreign retirement arrangement’, applicable to 1990 et seq. 


Interpretation Bulletins [subsec. 108(1)“trust’]: IT-394R2: Preferred benefici- 
ary election; IT-449R: Meaning of “vested indefeasibly” (archived); IT-502: Employee 
benefit plans and employee trusts; IT-531: Eligible funeral arrangements. 

Related Provisions [subsec. 108(1)]: 104(4), (5), (5.2) — Exempt property ex- 
cluded from 21-year deemed disposition. 


Selected Cases [subsec. 108(1)]: Greenberg v. R., [1997] 3 C.T:C. 2859 (TCC) 
(Contribution of property to trust caused it to cease to be testamentary trust). 


(1.1) Home renovation tax credit — For the purpose of the def- 
inition “testamentary trust” in subsection (1), a contribution to a 
trust does not include a qualifying expenditure (within the meaning 
of section 118.04) of a beneficiary under the trust. 


History: Subsec. 108(1.1) added by 2009, c; 31, s. 3, applicable to 2009 et seq. 


(2) Where trust is a unit trust — For the purposes of this Act, a 
trust is a unit trust at any particular time if, at that time, it was an 
inter vivos trust the interest of each beneficiary under which was 
described by reference to units of the trust, and 


(a) the issued units of the trust included 


(i) units having conditions attached thereto that included con- 
ditions requiring the trust to accept, at the demand of the 
holder thereof and at prices determined and payable in accor- 
dance with the conditions, the surrender of the units, or frac- 
tions or parts thereof, that are fully paid, or 


(ii) units qualified in accordance with prescribed conditions 
relating to the redemption of the units by the trust, 


and the fair market value of such of the units as had conditions 
attached thereto that included such conditions or as were so 
qualified, as the case may be, was not less than 95% of the fair 
market value of all of the issued units of the trust (such fair mar- 
ket values being determined without regard to any voting rights 
attaching to units of the trust), 


(b) each of the following conditions was satisfied: 


(i) throughout the taxation year that includes the particular 
time (in this paragraph referred to as the “current year”), the 
trust was resident in Canada, 

(ii) throughout the period or periods (in this paragraph re- 
ferred to as the “relevant periods’) that are in the current year 
and throughout which the conditions in paragraph (a) are not 
satisfied in respect of the trust, its only undertaking was 


(A) the investing of its funds in property (other than real 
property or an interest in real property), 

(B) the acquiring, holding, maintaining, improving, leas- 
ing or managing of any real property or an interest in real 
property, that is capital property of the trust, or 
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S. 108(2)(b)(ii)(A) 


Proposed Amendment — 108(2)(b)(ii)(A), (B) 
(A) the investing of its funds in property (other than real 
property or an interest in real property or an immovable 
or a real right in an immovable), ip 
(B) the acquiring, holding, waa improving, 
leasing or managing of any real property or an interest. 
in real property, or of any immovable or a real right in 
immoyables, that is capital property of the trust, or 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


210(1), will amend cls. 108(2)(b)(ii)(A) and (B) to read as above, to come into force 
on Royal Assent. oe 


Technical Notes (July 2010): See under 12(4). 


(C) any combination of the activities described in clauses 
(A) and (B), 
(iii) throughout the relevant periods at least 80% of its pro- 
perty consisted of any combination of 


(A) shares, 


(B) any property that, under the terms or conditions of 
which or under an agreement, is convertible into, is ex- 
changeable for or confers a right to acquire, shares, 


(C) cash, 


(D) bonds, debentures, mortgages, hypothecary claims, 
notes and other similar obligations, 


(E) marketable securities, 


(F) real property situated in Canada and interests in real 
property situated in Canada, and 


(G) rights to and interests in any rental or royalty com- 
puted by reference to the amount or value of production 
from a natural accumulation of petroleum or natural gas 
in Canada, from an oil or gas well in Canada or from a 
mineral resource in Canada, 


Proposed Amendment — 108(2)(b)(ii)(F), (G) 
(F) real property situated in Canada, and interests in 


such real property, or immovables situated in Canada 
and real rights in such immovables, and. 


(G) rights to and interests in — or, for civil law, rights — 
in or to — any rental or royalty computed by reference 
to the amount or value of production from a natural ac- 
cumulation of petroleum or natural gas in Canada, from 
an oil or gas well in ‘Canada or from a mineral resource 
in Canada, 

Application: The July 16, 2010 dare opisiation. (Part De eral, pabsec. 


210(2), will amend cls. 108(@2)()GiDF) ane (G) to read as above, to come into force 
on Royal Assent. 


Technical Notes (July 2010): See under 12(4), 


(iv) either 
(A) not less than 95% of its income for the current year 
(computed without regard to subsections 49(2.1) and 
104(6)) was derived from, or from the disposition of, in- 
vestments described in subparagraph (iii), or 


(B) not less than 95% of its income for each of the rele- 
vant periods (computed without regard to subsections 
49(2.1) and 104(6) and as though each of those periods 
were a taxation year) was derived from, or from the dis- 
position of, investments described in subparagraph (iii), 


Proposed Amendment — 108(2)(b)(iv) 
Letter from Dept. of Finance, March 7, 2003: 
Dear [xxx] 
Thank you for your letter of October 17, 2002, concerning the interaction of paragraph 
108(2)(b) and subsection 39(2) of the Income Tax Act. 


As you know, if the issued units of a trust do not meet the conditions of paragraph 
108(2)(a) of the Act, the trust must at that time meet the requirements of paragraph 
108(2)(b) or (c) in order to qualify at any time as a “unit trust” under the Act. For a 
trust that relies upon paragraph 108(2)(b), subparagraph 108(2)(b)(iii) imposes upon 
the trust the condition that at least 80% of the trust’s property consist of any combina- 


Income Tax Act, Part I, Division B 


tion of property described in clauses. 108(2)(b)(iii)(A). to» (G), Subparagraph 
108(2)(b)(iv) requires, in general terms, that at least 95% of the trust’s income over | 


certain periods of time be derived from investments, or dispositions of investments, in 
property described in subparagraph (iii). 


Subsection 39(2) of the Act deems certain gains resulting from the fluctuation in value 
of foreign currency to be capital gains from the disposition of foreign currency. 


In your letter, you describe a trust that seeks to rely on paragraph 108(2)(b) to qualify — 
as a unit trust. Some of the trust’s property may consist of foreign investments. The | 
trust may seek to minimize its risk of foreign currency fluctuations by funding its for 
eign investments with debt denominated in the foreign currency in which those foreign | 
investments are denominated. We assume that the trust carries on, at all relevant times, | 
these activities in a manner that permits it to satisfy the limitations, in subparagraph 


108(2)(b)(ii), on its undertaking. 


You are concerned that the portion, if any, of the trust’s income i in a given year that 
arises from the application of subsection 39(2) would not be income derived from in- 
vestments, or the disposition. of investments, described in subparagraph 108(2)(b) (iii), 
such that the trust might not be able to satisfy the conditions of subparagraph 
108(2)(b)Gv). As a result, you are seeking an amendment to subparagraph 108(2)(b)(iv) 
so that the trust’s income would be computed without regard to subsection 39(2). 

In our view, the deemed capital gains that arise because of the application of subsection 
39(2) should not be included in computing the income of a trust for the purpose of 
subparagraph 108(2)(b)(iv). We are, therefore, prepared to. recommend a clarifying 
amendment to the Act so that, in applying subparagraph 108(2)(b)(iv), the trust's in- 
come would be computed without regard to subsection 39(2). We will also recommend 
that such an amendment apply for the 2003 and subsequent taxation years. 


Of « course, we cannot offer any assurance that either the Minister of Finance or Parlia- 
ment will agree with the recommendation that we intend to make in this regard. None- 
theless, we trust that this statement of our eens is helpful. — 


Thank you for writing, 
Brian Ernewein, Director, Tax Legislation Dain. Tax Policy Branch 


(v) throughout the relevant periods, not more than 10% of its 
property consisted of bonds, securities or shares in the capital 
stock of any one corporation or debtor other than Her Maj- 
esty in right of Canada or a province or a Canadian munici- 
pality, and 


(vi) where the trust would not be a unit trust at the particular 
time if this paragraph were read without reference to this 
subparagraph and subparagraph (iii) were read without refer- 
ence to clause (FP), the units of the trust are listed at any time 
in the current year or in the following taxation year on a des- 
ignated stock exchange.in Canada, or 


(c) the fair market value of the property of the trust at the end of 
1993 was primarily attributable to real property (or an interest in 
real property), the trust was a unit trust throughout any calendar 
year that ended before 1994 and the fair market value of the pro- 
perty of the trust at the particular time is primarily attributable to 
property described in paragraph (a) or (b) of the definition 
“qualified investment” in section 204, real property (or an inter- 
est in real property) or any combination of those. properties. 


Proposed Amendment — 108(2)(c) 


(c) the fair market value of the property of the trust at the end 
of 1993 was primarily attributable to real property or an inter- 
est in real property — or to immovables or a real right in im- 
_movables —- and the trust was a unit trust throughout any cal- 
endar year that ended before 1994 and the fair market value of 
_. the property of the trust at the particular time is primarily at- 
tributable to property described in paragraph (a) or (b) of the 
definition “qualified investment” in section 204, real property 
or an interest in real property — or immovables or a real right 
in immovables — or any combination of those properties. 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
210(3), will amend ae EME) to read as ape to come into ee on Royal 
Assent. 


Technical Notes (July 2010): See under 12(4). 


Related Provisions: 20(1)(e)(i) — Deduction for expenses relating to sale of units; 
53(1)(d.2), 53(2)(h), (j) — ACB of units; 108(1)“trust’(f) — Unit trusts excluded from 
many trust rules; 132(6) — Meaning of “mutual fund trust”; 132(6.2) — Mutual fund 
trust — retention of status; 248(1)“unit trust” — Definition applies to entire Act; 
248(4.1) — Meaning of “real right in an immovable”; 250(6.1) — Trust that ceases to 
exist deemed resident throughout year; 253.1— Limited partner not considered to 
carry on business of partnership. 2 
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' History: Subpara. 108(2)(b)(vi) amended to substitute: “designated stock exchange” 
_ for “prescribed stock exchange” by 2007, c. 35, s. 28, applicable after December 13, 


2007. 
Para. 108(2)(b) amended by 2001, c. 17,,subsec. 83(9), applicable to 1998 et seq. The 
para. formerly read: 


(b) throughout the taxation year in which the, particular time occurred 
(i) it was resident in Canada, 
(ii) its only undertaking was 


(A) the investing of its funds in property (other ar real property or an 
interest in real property), 


(B) the acquiring, holding, maintaining, improving, leasing or managing 
of any real property, or interest in real property, that is capital property 
of the trust, or 


(C) any combination of the activities described in clauses (A) and (B), 
(iii) at least 80% of its gee consisted of any combination of | 
(A) shares, 


(B) any property that, bile the terms or conditions of which or under 
an agreement, is convertible into, is‘exchangeable for or confers a right 
to acquire, shares, 


(C) cash, . 

(D) bonds, debentures, mortgages, notes and other similar BRenGons, 
'(E) marketable securities, 

(F) real property situated in Canada and interests in such property, and 


(G) rights to and interests in any rental or royalty computed by reference 
to the amount or value of production from a natural accumulation of 
petroleum or natural gas in Canada, from an oil or gas wells in Canada or 
from a mineral resource in Canada, 


(iv) not less than 95% of its income (determined without reference to sub- 
sections 49(2.1) and 104(6)) for the year was derived from, or from the dis- 
position of, investments described in ‘subparagraph (ii), and 


(v) not more than 10% of its property consisted of bonds, securities or shares 
in the capital stock of any one corporation or debtor other than Her Majesty 
in right of Canada or a province or a Canadian municipality, catia 


and, where the trust would not be a unit trust at the particular time if subpara- 
graph (iii) were read without reference to the words “real property (or interests in 
real property) situated in Canada”, the units of the trust are listed at any time in 
the year or in the following taxation year on a prescribed stock exchange in Can- 
ada, or 


Cls. 108(2)(b)(ii)(A) and (B), subpara. 108(2)(b)(iii), and the closing words of para. 
108(2)(b) amended, para. 108(2)(c) added, by 1998, c. 19, subsecs. 129(3)-(6), applica- 
ble to 1994 et seq. Cls. 108(2)(b)(ii)(A) and (B), subpara. 108(2)(b)Gii) and the closing 
words of para. 108(2)(b) formerly read: 


(A) the investing of its funds in property (other than real property), 


(B) the acquiring, holding, maintaining, improving, leasing or managing of any 
real property that is capital property of the trust, or 


(iii) at least 80% of its property consisted of any.combination of shares,.bonds, 
mortgages, marketable securities, cash, real property situated in Canada or rights 
to or interests in any rental or royalty computed by reference to the amount or 
value of production from a natural accumulation of petroleum or natural gas in 
Canada, from an oil or gas well in Canada or from a mineral resource in Canada, 


and, where the trust would not be a unit trust at the particular time if subpara- 

graph (iii) were read’ without reference to the words “real property situated in 
Canada”, the units of the trust are listed at any time in the year or in the follow- 
ing taxation year on a prescribed stock exchange in Canada. 


Para. 108(2)(b) amended by 1995, c. 21, s. 66, applicable to 1994 et seg. Para. (b) 
formerly read: 


(b) throughout the taxation year in which the particular time occurred it complied 
with the following conditions: 


(i) it was resident in Canada, 
(ii) its only undertaking was the investing of funds of the trust, 


(iii) at least 80% of its property throughout the year consisted of shares, 
bonds, mortgages, marketable securities, cash or rights to or interests in any 
rental or royalty computed by reference to the amount or value of production 
from a natural accumulation of petroleum or natural gas in Canada, from an 
oil or gas well in Canada or from a mineral resource in Canada, 


(iv) not less than 95% of its income (determined without reference to sub- 
sections 49(2.1) and 104(6))' for the year was derived from, or from disposi- 
tions of, investments described in subparagraph (iii), 

(v) at no time in the year did more than 10% of its property consist of shares, 
bonds'or sécurities of any one corporation or debtor other than Her Majesty 
in right of Canada or a province or a'Canadian municipality, and 
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(vi) where there were prescribed for the purposes of this subparagraph con- 
ditions relating to the number of unit holders, dispersal of ownership of its 
units or public trading of its units, all holdings of and transactions in its units 
accorded with those conditions. 


Subpara. 108(2)(b)(iv) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 77(3), to 
add ‘(determined without reference to subsections 49(2.1) and 104(6))”, applicable to 
1990 et seq. 

LT. Technical News: 6 (mutual funds trading — meaning of “investing its funds in 
property” in 108(2)(b)(ii)(A)). 


(3) Income of a trust in certain provisions — For the pur- 
poses of the definition “income interest” in subsection (1), the in- 
come of a trust is its income computed without reference to the pro- 
visions of this Act and, for the purposes of the definition “pre-1972 
spousal trust’ in subsection (1) and paragraphs 70(6)(b) and 
(6.1)(b), 73(1.01)(c) and 104(4)(a), the income of a trust is its in- 
come computed without reference to the provisions of this Act, mi- 
nus apy dividends IAG in hate) income 


of the definition. see 1972 


ee 
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(a) that.are amounts, not. included by, reason of section.83 in 
computing the income of the trust for.the purposes, of the other 
provisions, of this Act; 


(b) that are described in subsection’ 131(1); or 


(c)’ to: which subsection 131(1) srstoaiys by reason of subsection 
130(2). 
Related Provisions: 108(5) — Interpretation. 
History: The opening words of subsec. 108(3) amended by 2001, c. 17, subsec. 
83(10), applicable to 2000 et seq., except for the purpose of applying s. 73 to: transfers 
that occur before 2000.,The opening words formerly read: 
(3) For the purposes ‘of the definition “income interest’? in subsection (1), the 
income‘of a trust is its income computed without reference to 'the provisions of 
this Act and, for the purposes of the definition “pre-1972 spousal trust.’ in sub- 
section (1) and paragraphs 70(6)(b) and (6.1)(b), 73(1)(c) and 104(4)(a), the in- 
come of a trust is its income computed without reference to the provisions of this 
Act, minus any dividends included therein 
That portion of subsec. 108(3) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993; c. 24), subsec. 44(7); applicable to 1991et seq: That portion formerly read: 


(3) For the purposes of the definition “income interest” in subsection (1), the 
income of a trust is its income computed without reference to the provisions of 
this Act and, for the purposes of subparagraphs 70(6)(b)(i), 73(1)(c)(i) and 
104(4)(a)(iii), the-income of a trust is its income computed without reference, to 
the provisions of this Act, minus any dividends included therein 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts; IT- 385R2: Disposi- 
tion ‘of: an income interest*in a’ trust. 


(4) Trust not disqualified — For the purposes of the definition 
“pre-1972 spousal trust” in subsection (1), subparagraphs 
70(6)(b)Gi) ‘ and (6.1)(b)Gii) and paragraphs 73(1.01)(c) and 
104(4)(a), where a trust was created by a taxpayer whether by the 
taxpayer’s will or otherwise, no person is deemed to have received 
or otherwise obtained or to be entitled to receive or otherwise ob- 
tain the use of any income or capital of the trust solely because of 
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the payment, or provision for payment, as the case may be, by the 
trust of 


(a) any estate, legacy, succession or inheritance duty payable, in 
consequence of the death of the taxpayer or a spouse or com- 
mon-law partner of the taxpayer who is a beneficiary under the 
trust, in respect of any property of, or interest in, the trust; or 


(b) any income or profits tax payable by the trust in respect of 
any income of the trust. 
Related Provisions: 248(8) — Occurrences as a consequence of death; 248(9.1) — 
Whether trust created by taxpayer’s will. 


History: Subsec. 108(4) amended by 2001, c. 17, subsec. 83(11), applicable to 2000 et 
seq., except for the purpose of applying s. 73 to transfers that occur before 2000. The 
subsec. formerly. read: 
(4) For the purposes of the definition “pre-1972 spousal trust” in subsection (1) 
and subparagraphs 70(6)(b)(ii) and (6.1)(b)(i1), 73(1)(c)(ii) and 104(4)(a)(iv), 
where a trust was created by a taxpayer whether by the taxpayer’s will or other- 
wise, a person, other than the taxpayer’s spouse or common-law partner, shall be 
deemed not to have received or otherwise obtained or to be entitled to receive or 
otherwise obtain the use of any income or capital of the trust solely because of 
the payment, or provision for payment, as the case may be, by the trust of 
(a) any estate, legacy, succession or inheritance duty payable, in conse- 
quence of the taxpayer’s death, in respect of any property of, or interest in, 
the trust; or 


(b) any income or profits tax payable by the trust in respect of any income of 
the trust. 
Subsec. 108(4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner’. 
That portion of subsec. 108(4) preceding para. (a) amended by 1994, c. 7, Sch. VII 
(1993, c. 24), subsec. 44(8), applicable to 1991 et seg. That portion formerly read: 


(4) Trust not disqualified by reason only of payment of certain duties and 
taxes — For greater certainty, for the purposes of subparagraphs 70(6)(b)(ii), 
73(1)(c)(ii) and 104(4)(a)(iv), where a trust has been created by a taxpayer 
whether by the taxpayer’s will or otherwise, a person, other than the taxpayer’s 
spouse, shall be deemed not to have received or otherwise obtained or to be enti- 
tled to receive or otherwise obtain the use of any of the income or capital of the 
trust, by reason only of the payment, or provision for payment, by the trust of 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts. 


(5) Interpretation — Except as otherwise provided in this Part, 


(a) an amount included in computing the income for a taxation 
year of a beneficiary of a trust under subsection 104(13) or (14) 
or section 105 shall be deemed to be income of the beneficiary 
for the year from a property that is an interest in the trust and not 
from any other source, and 


(b) an amount deductible in computing the amount that would, 
but for subsections 104(6) and (12), be the income of a trust for 
a taxation year shall not be deducted by a beneficiary of the trust 
in computing the beneficiary’s income for a taxation year, 


but, for greater certainty, nothing in this subsection shall affect the 
application of subsection 56(4.1), sections 74.1 to 75 and 120.4 and 
subsection 160(1.2) of this Act and section 74 of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952. 

Related Provisions: 3 — Calculation of income; 129(4) — “Canadian investment 
income” and “foreign investment income” defined. 

History: The closing words of subsec. 108(5) amended by 2000, c. 19, subsec. 16(2), 
applicable to 2000 et seg. The closing words formerly read: 


but, for greater certainty, nothing in this subsection shall affect the application 
of subsection 56(4.1) and sections 74.1 to 75 of this Act and section 74 of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: IT-243R4: Dividend refund to private corporations. 
I.T. Technical News: 38 (SIFT entities — definition of REIT). 


(6) Variation of trusts — Where at any time the terms of a trust 
are varied 


(a) for the purposes of subsections 104(4), (5) and (5.2) and sub- 
ject to paragraph (b), the trust is, at and after that time, deemed 
to be the same trust as, and a continuation of, the trust immedi- 
ately before that time; 


(b) for greater certainty, paragraph (a) does not affect the appli- 
cation of paragraph 104(4)(a.1); and 
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(c) for the purposes of paragraph 53(2)(h), subsection 107(1), 
paragraph (j) of the definition “excluded right or interest” in 


subsection 128.1(10) and the definition “personal trust” in sub- | 


section 248(1), no interest of a beneficiary under the trust before 
it was varied is considered to be consideration for the interest of 
the beneficiary in the trust as varied. 
History: Subsec. 108(6) amended by 2001, c. 17, subsec. 83(12), applicable to 2000 et 
seq. The subsec. formerly read: 


(6) For the purposes of subsections 104(4), (5) and (5.2), where at any time the 
terms of a trust are varied, the trust shall at and after that time be deemed to be 
the same trust as, and a continuation of, the trust immediately before that time, 
but, for greater certainty, nothing in this subsection affects the application of 
paragraph 104(4)(a.1). 


Subsec. 108(6) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 44(9), applicable to 
variations occurring after February 11, 1991. 


(7) Interests acquired for consideration — For the purposes | 


of paragraph 53(2)(h), subsection 107(1), paragraph (j) of the defi- 
nition “excluded right or interest” in subsection 128.1(10) and the 
Spee “personal trust” in subsection 248(1), 


_ Proposed Amendment — 108(7) opening words 


on 
Seen 


(7) Interests acquired for consideration —— For the purposes . | 


of paragraph 53(2)(h), subparagraph (c)(i) of the definition “ex- 5 
empt amount” in subsection 94(1), subsection 107( 1), paragraph — 
G) of the definition “excluded right or interest” in subsection — 
128. 1(10) and paragraph (b) of the definition enamel trust” in = 


subsection 248(1), S 


Fee! 


Application: The August 27, 2010 draft entuien oes ve need trusts), ? 
s. L1, will amend the opening words of subsec. 108(7) to read as above, applicable to : 
taxation years that end after 2006, and to each earlier taxation year of a trust to which _ 


subsec. 94(3), as amended, applies and each taxation year of a beneficiary under the - 


trust | in which one of those earlier taxation years ¢ of the trust ends. 


Technical Notes (Sept. 10, 2010): Subsection. 108(7). contains a rule. that, in — 
general | terms, provides that a person (or two or more related persons) can make a 
contribution toa trust and retain an interest under the trust without the interest being 
considered t to have been acquired { for consideration. This rule applies for the purposes 
of paragraph 53(2)(h), subsection 107(1), ‘paragraph (j) of the definition “excluded 
right or interest” in subsection 128.1(10) and the definition “personal trust” in sub- 
section 248(1). 


Subsection 108(7) is amended so that it Ke applies for the purpose of subparagraph 
(i) of the definition * ‘exempt amount” in subsection 94(1). For more detail on that — 
definition, see the commentary above. _ 
This amendment applies to taxation years that end after 2006. It also apple to ek 
earlier taxation year of a trust to which subsection 94(3) applies (because of a valid 
election by the trust under the coming-into-force provision for new section 94) and 
each taxation year of a beneficiary under the trust in which one of those earlier taxa- 
tion years of the trust ends. : 


(a) an interest in a trust is deemed not to be acquired for consid- 
eration solely because it was acquired in satisfaction of any right 


as a beneficiary under the trust to enforce payment of an amount 


by the trust; and 


(b) where all the beneficial interests in a particular inter vivos 
trust acquired by way of the transfer, assignment or other dispo- 
sition of property to the particular trust were acquired by 


(i) one person, or 


(11) two or more persons who would be related to each other . 


if 
(A) a trust and another person were related to each other, 


where the other person is a beneficiary under the trust or 
is related to a beneficiary under the trust, and 


(B) a trust-and another trust were related to each other, 
where a beneficiary under the trust is a beneficiary under 
the other trust or is related to.a beneficiary under the other 
trust, 


any beneficial interest in the particular trust acquired by such a 
person is deemed to have been acquired for no consideration. 
History: Subsec. 108(7) added by 2001, c. 17, subsec. 83(12), applicable after Decem- 
ber 23, 1998. 
Definitions [s. 108]: “alter ego trust” —248(1); 
143.1(1)(a) [to be repealed], 
“arm’s length” — 251(1); 


“amateur athlete trust” — 
143.1(1.2)(a) [proposed], 248(1); “amount” — 248(1); 
“beneficially . interested” — 248(25); “beneficiary” — 
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108(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255, Interpreta- 


! tion Act 35(1); “capital gain” — 39(1)(a), 248(1); “capital interest” — 108(1), 248(1); 
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“capital property” — 54, 248(1); “cemetery care trust”, “common-law partner” — 
248(1); “common-law partner” — 248(1); “consequence” — 248(8); “corporation” — 
248(1), Interpretation Act 35(1); “cost amount” — 107(1)(e), 108(1); “created by the 
taxpayer’s will” — 248(9.1); “deferred profit sharing plan” — 147(1), 248(1); “desig- 
nated stock exchange” — 248(1), 262; “disposition” — 248(1); “dividend” — 248(1); 
“eligible capital property” — 54, 248(1); “eligible funeral arrangement’ — 148.1(1), 
248(1); “employee benefit plan” — 248(1); “employee life and health trust” — 
144.1(2), 248(1); “employee trust’, — 248(1); “estate” — 104(1), 248(1); “employees 
profit sharing plan” — 144(1), 248(1); “fair market value” — 107.4(4); “foreign affili- 
ate” — 95(1); 248(1); “foreign investment entity” — 248(1); “foreign retirement ar- 
rangement” — 248(1); “Her Majesty” — Interpretation Act 35(1); “immovable” — 
Quebec Civil Code: art: 900-907; “income:,of beneficiary” — 108(5); “income of 
trust” — 108(3); “income. interest” — 108(1), 248(1); “individual” — 248(1); “inter 
vivos trust” — 108(1), 248(1); “joint spousal or common-law. partner trust’, “mineral 
resource”, “Minister” — 248(1); “month” — Interpretation Act 28, 35(1); “non-resi- 
dent” — 248(1); “non-resident-owned investment corporation” — 133(8), 248(1); “oil 
or gas well” — 248(1); “participating interest” — 248(1); “person”, “personal trust”, 
“post-1971 spousal or common-law partner trust” —248(1); “pre-1972 spousal 
trust” — 108(1); “prescribed” — 248(1); “prescribed trust” — Reg. 4800.1; “pro- 
perty” — 248(1);: “province” — Interpretation Act 35(1); “qualifying expenditure” — 
118.04(1); “real, right” — 248(4.1); “registered disability savings -plan” — 146.4(1), 
248(1); “registered education. savings plan” — 146.1(1), 248(1);. “registered. pension 
plan” — 248(1);, “registered retirement income fund” — 146.3(1), 248(1);,.“‘registered 
retirement savings plan” — 146(1), 248(1); “registered supplementary unemployment 
benefit plan” — 145(1), 248(1); “related” — 251(2)-(6); “related segregated fund 
trust” — 138.1(1)(a); “relevant periods” — 108(2)(b)(ii); “resident in Canada” — 
94(3)(a)(viii), 250; “retirement compensation arrangement”, “share” — 248(1); 
“spouse” — 252(3); “substituted” — 248(5); “TFSA” — 146.2(5), 248(1); “tax 
treaty” — 248(1); “taxation year” — 104(23)(a) [to be repeated], 249; “taxpayer” — 
248(1); “testamentary trust” — 108(1), 248(1);, “trust” — 104(1),. (3), 108(1), 248(1); 
“undertaking” — 253.1(a); “unit trust” — 108(2), 248(1); “vested indefeasibly” — 
248(9.2); “written” — Interpretation Act 35(1)“writing”. 


DIVISION C — COMPUTATION OF TAXABLE INCOME 
109. [Repealed under former Act] 


110. (1) Deductions permitted — For the purpose of computing 
the taxable income of a taxpayer for a taxation year, there may be 
deducted such of the following amounts as: are applicable: 


(a) [Repealed under former Act] 


Selected Cases [para. 110(1)(a)]: Bradley v. R:, [1998] 3 C.T.C. 393 (FCA) 
(Forgiveness of non-existent loan could not be part of carry forward). 


(b)—(b.1) [Repealed under former Act] 


Selected Cases [para. 110(1)(b.1)]:. Friedberg v. Canada, [1992] 1 C.T.C. 1 
(FCA); leave to appeal to SCC refused (July 2, 1992), Doc. 22990, [unreported] (No 
deduction was permitted in respect of a gift where taxpayer had no title to: property 
when he donated it). 


(c) [Repealed under former Act] 


Selected Cases [para. 110(1)(c)]: Brown v. Canada, [1995] 1 C.T.C. 208 (FCTD) 

(“Designed” can be read as meaning “intended”. Air conditioner deductible as medical 

expense). 
(d) employee [stock] options — an amount equal to '/» of 
the amount of the benefit deemed by subsection 7(1) to have 
been received by the taxpayer in the year in respect of a security 
that a particular qualifying person has agreed after February 15, 
1984 to sell or issue under an agreement, or in respect of the 
transfer or other disposition of rights under the agreement, if 


(i) the security was acquired under the agreement by the tax- 
payer or a person not dealing at arm’s length with the tax- 
payer in circumstances described in paragraph 7(1)(c), 


(1.1) the security 


(A) is a prescribed share at the time of its sale or issue, as 
the case may be, 

(B) would have been a prescribed share if it were issued 
or sold to the taxpayer at the time the taxpayer disposed 
of rights under the agreement, 

(C) would have been a unit of a mutual fund trust at the 
time of its sale or issue if those units issued by the trust 
that were not identical to the security had not been issued, 
or 
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(D) would have been a unit of°a‘mutual fund trust if 


(I) it were issued or sold to the taxpayer at the time the 
taxpayer disposed of rights under the agreement, and 


(II) those units issued by the trust that were not identi- 
cal to the security had not been issued, 


(ii) where rights under the agreement were not acquired by 
the taxpayer as a result of a disposition of rights to which 
subsection 7(1.4) applied, 


(A) the amount payable by the taxpayer to acquire the se- 
curity under the agreement is not less than the amount by 
which 


(I) the fair market value of the security at the time the 
agreement was made 


exceeds 

_, (I) the amount, if any, paid by the taxpayer to acquire 
the right to acquire the security, and 

(B) at the time immediately after the agreement was 

made, the taxpayer was dealing at arm’s length with 
(I) the particular qualifying person, 
(II) each other qualifying person that, at the time, was 
an employer of the taxpayer and was not dealing at 
arm’s length with the particular qualifying person, and 
(III) the qualifying person of which the taxpayer had, 
under the agreement, a. right to acquire a security, and 


(iii) where rights under the'agreement were acquired by the 
taxpayer as a result of one or more dispositions to which sub- 
section 7(1.4) applied, 


(A) the amount payable by the taxpayer to acquire the se- 
curity under the agreement is not less than the amount 
that was included, in respect of the security, in the amount 
determined under subparagraph 7(1.4)(c)(ii) with respect 
to the most recent of those dispositions, 


(B) at the time immediately after the agreement the rights 
under which were the subject of the first of those disposi- 
tions (in this subparagraph referred to as the “original 
agreement”) was made, the taxpayer was dealing at arm’s 
length with 


(1) the qualifying person that made the original 
agreement, 


(II) each other qualifying person that, at the time, was 
an employer of the taxpayer and was not dealing at 
arm’s length with the qualifying person that made the 
original agreement, and 


(III) the qualifying person of which the taxpayer had, 
under the original agreement, a right to acquire a 
security, 


(C) the amount that was included, in respect of each par- 
ticular security that the taxpayer had a right to acquire 
under the original agreement, in the amount determined 
under subparagraph 7(1.4)(c)(iv) with respect to the first 
of those dispositions was not less than the amount by 
which 


(I) the fair market value of the particular security at 
the time the original agreement was made 


exceeded 


(II) the amount, if any, paid by the taxpayer to acquire 
the right.to,acquire the security, and 


(D) for the purpose of determining if the condition in par- 
agraph 7(1.4)(c) was satisfied with respect to each of the 
particular dispositions following the first of those 
dispositions, 
(I) the amount, that. was. included, in respect of each 
particular security that could be acquired under the 
agreement the rights under which were the subject of 
the particular disposition, in the amount determined 
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under subparagraph 7(1.4)(c)(iv) with respect to the 
particular disposition 


was not less than 


(II) the amount that was included, in respect of the 
particular security, in the amount determined under 
subparagraph 7(1.4)(c)(ii) with respect to the last of 
those dispositions preceding the particular disposition; 


Related Provisions: 7(1.4)— Rules where options exchanged; 7(1.5) — Rules 
where securities exchanged; 7(1.7) — Deemed disposition where rights cease to be ex- 
ercisable; 7(2) — Securities held by trustee; 7(6)(a) — Sale to trustee for employees; 
7(7) — Definitions; 7(14)— Deferral deemed valid at CRA’s discretion; 
110(1)(d.01) — Deduction on donating employee stock-option shares to charity; 
110(1)(d.1) — Alternative deduction; 110(1.1), (1.2) — Election by employer to forgo 
deduction for cash-out payment; 110(1.5)— Determination of amounts; 110(1.7), 
(1.8) — Reduction in exercise price of stock option; 110.1(3)(b)(@j) — Reduced recap- 
ture on donation of property to charity; 111(8)“non-capital loss’A:E — Amount in- 
cluded in non-capital loss; 111.1 — Order of applying provisions; 114.2 — Deductions 
in separate returns; 127.52(1)(h)(ii) — Deduction partly allowed for minimum tax pur- 
poses; 153(1.01) — Withholding tax on stock option benefits; 164(6.1) — Exercise or 
disposition of employee stock option by legal representative of deceased employee; 
180.01 — Election to reduce tax on shares that have dropped in value. 


History: Subpara. (i) added and former subpara. 110(1)(d)(j) renumbered as (i.1), by 
2010, c. 25, subsec. 20(1), applicable in respect of acquisitions of securities and trans- 
fers or dispositions of rights occurring after 4:00 p.m. EST, March 4, 2010. Subpara. (i) 
formerly read: 


(i) the security 
(A) is a prescribed share at the time of its sale or issue, as the case may be, 


(B) would have been a prescribed share if it were issued or sold to the tax- 
payer at the time the taxpayer disposed of rights under the agreement, 


(C) would have been a unit of a mutual fund trust at the time of its sale or 
issue if those units issued by the trust that were not identical to the security 
had not been issued, or 


(D) would have been a unit of a mutual fund trust if 


(1) it were issued or sold to the taxpayer at the time the taxpayer dis- 
posed of rights under the agreement, and 


(II) those units issued by the trust that were not identical to the security 
had not been issued, 


The opening words of para. 110(1)(d) amended by 2001, c. 17, subsec. 84(1) to replace 
the fraction “1/4” with “1/2”, applicable to 2000 et seg. except that, for the 2000 taxa- 
tion year, the reference shall be read as a reference to 


(a) the fraction “1/4”, if the transaction, event or circumstance as a result of which 
a benefit is deemed by subsec. 7(1), as amended, to have been received by a tax- 
payer occurred before February 28, 2000, and 


(b) the fraction “1/3”, if the transaction, event or circumstance as a result of which 
a benefit is deemed by subsec. 7(1), as amended, to have been received by a tax- 
payer occurred after February 27, 2000 and before October 18, 2000. 


Subparas. 110(1)(d)@i) and (iii) amended by the said c. 17, subsec. 84(2), applicable to 
1998 et seq. The subparas. formerly read: 


(ii) where rights under the agreement were not acquired by the taxpayer as a 
result of the disposition of rights to which subsection 7(1.4) applied, 


(A) the amount payable by the taxpayer to acquire the security under the 
agreement (determined without reference to any change in the value of a 
currency of a country other than Canada relative to Canadian currency dur- 
ing the period between the time the agreement was made and the time the 
security was acquired) is not less than the amount by which 


(I) the fair market value of the security at the time the agreement was 
made 


exceeds 


(II) the amount, if any, paid by the taxpayer to acquire the right to ac- 
quire the security, and 


(B) immediately after the agreement was made, the taxpayer was dealing at 
arm’s length with the particular person and with each qualifying person with 
which the particular person was not dealing at arm’s length, and 


(iii) where rights under the agreement were acquired by the taxpayer as a result 
of one or more dispositions to which subsection 7(1.4) applied, 


(A) the amount payable by the taxpayer, to acquire the old security under the 
exchanged option in respect of the first of those dispositions, (determined 
without reference to any change in the value of a currency of a country other 
than Canada relative to Canadian currency during the period between the 
time the agreement was made and the time the security was acquired), was 
not less than the amount by which 


(I) the fair market value of the old security at the time the agreement in 
respect of the exchanged option was made 
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exceeds 


(ID) the amount, if any, paid by the taxpayer to acquire the right to ac- 
quire the old security, and 


; (B) immediately after each of those dispositions, the taxpayer was dealing at 
arm’s length with 


(I) the qualifying person with whom the taxpayer entered into an agree- 
ment to receive consideration in respect of the disposition, and 


(II) each qualifying person with which the qualifying person described 
in subclause (I) did not deal at arm’s length; 


Para. 110(1)(d) amended by 1999, c. 22, s. 26, applicable to 1998 et seq. It formerly 
read: 


(d) employee stock options — where, after February 15, 1984, 


(i) a corporation has agreed to sell, issue or cause to be issued to the tax- 
payer a share of its capital stock or of the capital stock of another corpora- 
tion with which it does not deal at arm’s length, 


(ii) the share was a prescribed share at the time of its sale or issue, as the 
case may be, or, where the taxpayer has disposed of rights under the agree- 
ment, the share would have been a prescribed share if it were issued or sold 
to the taxpayer at the time the taxpayer disposed of such rights, 


(iii) the amount payable by the taxpayer to acquire the share under the agree- 
ment (determined without reference to any change in the value of a currency 
of a country other than Canada relative to Canadian currency during the pe- ~ 
riod between the time the agreement was made and the time the share was 
acquired) is not less than the amount by which 


(A) the fair market value of the share at the time the agreement was 
made 


exceeds 


(B) the amount, if any, paid by the taxpayer to acquire the right to ac- 
quire the share, 


or where the rights under the agreement were acquired by the taxpayer as a _ 
result of one or more dispositions of rights to which subsection 7(1.4) ap- 
plied, the amount payable by the taxpayer to acquire the old share under the 
original option (determined without reference to any change in the value of a 
currency of a country other than Canada relative to Canadian currency. dur- 
ing the period between the time the agreement was made and the time the 
share was acquired) that was disposed of in consideration for a new option in 
the first such disposition was not less than the amount by which | 


(C) the fair market value of the old share at the time the agreement in 
respect of the original option was made 


exceeds 


(D) the amount, if any, paid by the taxpayer to acquire the right to ac-. 
quire the old share, and 


(iv) at the time immediately after the agreement was made and, where the 
rights under the agreement were acquired by the taxpayer as a result of one 
or more dispositions to which subsection 7(1.4) applied, at the time the 
agreement in respect of the original option was made and at the time imme- 
diately after each disposition, the taxpayer was dealing at arm’s length with 
the corporation, the other corporation and the corporation of which the tax- 
payer is an employee, 

an amount equal to '/s of the amount of the benefit deemed by subsection 7(1) to 

have been received by the taxpayer in the year in respect of the share or the 

transfer or other disposition of the rights under the agreement; 


Subpara. 110(1)(d)(iii) substituted by 1994, c. 21, subsec. 49(1), applicable to 1992 er 
seq. That subpara. formerly read: 


(iii) the amount payable by the taxpayer to acquire the share under the agreement 
is not less than the amount by which 


(A) the fair market value of the share at the time the agreement was made 
exceeds 

(B) the amount, if any, paid by the taxpayer to acquire the right to acquire 

the share, 
or where the rights under the agreement were acquired by the taxpayer as a result 
of one or more dispositions of rights to which subsection 7(1.4) applied, the 
amount payable by the taxpayer to acquire the old share under the original option 


that was disposed of in consideration for a new option in the first such disposi- 
tion was not less than the amount by which 


(C) the fair market value of the old share at the time that the agreement in 
respect of the original option was made 


exceeds 


(D) the amount, if any, paid by the taxpayer to acquire the right to acquire 
the old share, and 


Para. 110(1)(d) amended by 1994, c. 7, Sch. 11 (1991, c. 49), subsec. 78(1), to substitute 
subparas. (i) to (iv), applicable to 1988 et seg., except that, in the application of the 
para. with respect to shares acquired or rights in respect of shares transferred or other- 
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_ wise disposed’ of before 1990, the reference therein to ‘‘'/s”. shall be read. as “3”: Sub- 


paras. (i) to (iv) formerly read: 
(i) a corporation has agreed to sell or issue to the taxpayer a share of its capital 


‘stock or the capital’ stock of another corporation with which it does not deal at 
arm’s length, 


(ii) the share was a prescribed share at the time of its sale or issue, as the case 
may be, or, in circumstances where’ the taxpayer has disposed: of the taxpayer’ s 
rights under the agreement, the share would have been a prescribed) share if it 
were issued or sold to the taxpayer at the time the taxpayer disposed of his rights, 


(iii) the amount payable by the taxpayer to acquire the share under, the agreement 
is not less than the fair market value of the share at the time the agreement was 
made, and 


(iv) at the time immediately after the agreement was made the taxpayer was deal- 
ing at arm’s length with the corporation, the other corporation and the corpora- 
tion of which the taxpayer. is‘an employee, 


Selected Cases [para. 110(1)(d)]:; McAnulty v. R., [2002]. 1 EuT,C, 2035 (TCC) 
(Option granted when officer with ostensible authority committed to it; board resolu- 
tions merely confirmatory). 


Regulations: 6204 (prescribed share). 


Interpretation Bulletins: IT-113R4: Benefits to employees — stock options; IT- 
151R5: Scientific research and experimental par nent expenditures. 


1.T. Technical News: 7 (stock options plans - — receipt of cash in lieu of shares); 19 
(Securities option plan — disposal of securities option rights for shares). 


(d.01) charitable donation of employee option securi- 
ties — subject to subsection (2.1), if the taxpayer disposes of a 
security acquired in the year by the taxpayer under an agreement 
referred to in subsection 7(1) by making a gift of the security to 
a qualified donee, an amount in respect of the disposition of the 
security equal to '/2 of the lesser of the benefit deemed by para- 
graph 7(1)(a) to have been received by the taxpayer in the year 
in respect of the acquisition of the security and the amount that 
would have been that benefit had the value of the security at the 
time of its acquisition by the taxpayer been equal to the value of 
the security at the time of the disposition, if 


(i) the security is a security described in subparagraph 
38(a.1)(), 


(ii) [Repealed] 


(iii) the gift is made in the year and on or before the day that 
is 30 days after the day on,which the taxpayer acquired, the 
security, and 


(iv) the taxpayer. is entitled to a deduction under paragraph 
(d) in respect of the acquisition of the security; 


Related Provisions: 7(1'.3)— Order of disposition of securities; 7(2) — Securities 
held by trustee; 7(6)(a) — Sale to. trustee for employees; 38(a,1), (a.3) — Parallel in- 
clusion rate for capital gains on donated shares or exchangeable partnership interests; 
110(2.1) — Donation made with proceeds of sale; 111(8)non-capital loss” A:E — 
Amount included in non-capital loss; 127.52(1)(h)(iii) — Deduction allowed for mini- 
mum tax purposes; 153(1.01) — Withholding tax on stock option benefits. 


History: The opening words of para. 110(1)(d.01) amended to substitute “if the tax- 
payer disposes” for “where the taxpayer disposes” and “donee” for “donée (other than a 
private foundation)”. by 2007, c. 35, s. 29, applicable in raRP of gifts made after 
March 18, 2007. 


The opening words of para. 110(1)(d.01) ented by 2006, c. 4, s. 56, applicable to 
gifts made after May |, 2006. The opening words formerly read: 


(d.01) subject to subsection (2:1), where the taxpayer disposes of a security ac- 

quired in the year by the taxpayer under an agreement referred to in subsection 

71) by making a gift of the security to a qualified donee (other than a private 

foundation), an amount'in respect of the disposition of the security equal to '/s of 

the lesser of the benefit deemed by paragraph 7(1)(a) to have. been received by 

the taxpayer in the year in respect of the acquisition of the security and the 

amount that would have been that benefit had the value of the security at the. 
time of its acquisition by the taxpayer been equal to the value of the security at 

the time of the disposition, if 


Subpara. 110(1)(d.01)(ii) repealed by 2002, c. 9, subsec: 33(1), applicable to disposi- 
tions that occur after 2001. The subpara. formerly read: 


(ii) the taxpayer acquired the security after February 27, 2000 and before 2002, 


Para. 110(1)(d.01) added by 2001, c. 17, subsec. 84(3), applicable to 2000 et seq. ex- 
cept that, for the 2000 taxation year, the! reference; to the fraction “1/4” shall be read as 
a reference to the fraction “1/3” if the transaction, event or circumstance as a result of 


S. 110(1)(f) (ii) 


which a benefit is.deemed by. subsec. 7(1), as amended by ;2001, c. 17, to have been 
received by a taxpayer occurred after February 27, 2000 and before October 18, 2000. 


(d.1), idem, [employee stock options] — where the taxpayer 


(i) is deemed, under paragraph 7(1)(a) by virtue of subsection 
7(1.1), to have received a benefit in the year‘in respect of a 
share acquired. by the taxpayer after May 22,1985, 


(ii) has not disposed of the share (otherwise than as a conse- 
quence of the; taxpayer’s death), or,,exchanged the share 
within two years. after, the date the taxpayer acquired it, and 


(iii) has: not deducted:an, amount under paragraph (d) in re- 
spect of the benefit in computing the taxpayer’s taxable in- 
come for the year, 


an, amount equal to '/2 of the amount of the benefit; 


Related Provisions: 7(1.3)— Order of disposition of securities; 7(1.5) — Rules 
where securities exchanged; 7(1.6) — Emigration does not trigger disposition for pur- 
poses of 110(1)(d.1); 7(2) — Securities held by trustee; 7(6)(a)— Sale to trustee for 
employees; —110(1)(d) Alternative deduction; 111(8)“non-capital loss” A:E — 
Amount included in non-capital loss; 111.1\+- Order of applying provisions; 114.2 — 
Deductions in separate returns; 127.52(1)(h)Gv) — Deduction partly allowed for mini- 


| mum tax purposes; 248(8) — Occurrences as a consequence of death. 


History: Para. 110(1)(d.1) amended to replace the reference to “'/” with “/2” by 2001, 
c. 17, subsec. 84(4), applicable in respect of dispositions and exchanges that occur after 
February 27, 2000 except that, for dispositions and exchanges that occurred after Feb- 


| ruary 27, 2000. and before October }18,'2000, the reference to, the fraction “'/2” shall be 


read as a reference to, the fraction “3”. ane 
Interpretation Bulletins: IT-113R4: Benefits to employees — stock options. 


(d:2) prospector’s and grubstaker’s shares — where the 
taxpayer has, under paragraph 35(1)(d), included:an amount in 
the taxpayer’s income for the year in respect of a share received 
after May 22,.1985, an amount equal to '/2 of that amount, unless 
that amount is exempt from income tax in Canada by reason of a 
provision contained in a tax convention or agreement with an- 
other country that has the force of law in Canada; 

Related Provisions: 111(8)“non-capital loss’”*A:E — Amount included in non-capi- 

tal loss; 111.1— Order of applying ‘provisions; 114.2— Deductions in separate re- 

turns; 127.52(1)(h)(iv) — Deduction partly allowed for minimum. tax purposes. 


History: Para. 110(1)(d.2) amended to replace the reference to ““/’ with ““!” by 2001, 
c. 17, subsec. 84(4), applicable in respect of dispositions and exchanges that occur after 
February 27, 2000 except that, for dispositions and exchanges that occurred after Feb- 

ruary 27, 2000 and before October 18, 2000, the reference to the fraction “!/2” shall be 
read as a reference to the fraction “'/3”. 


(d.3) employer’s shares [where election made _ re 
DPSP] — where the taxpayer has, under subsection 147(10.4), 
included an amount in computing the taxpayer’s income for the 
year, an amount equal to ''/2 of that amount; 

Related Provisions: 111(8)“non-capital loss” A:E — Amount included in non-capi- 


tal loss; 111.1 — Order of applying provisions; 114:2 — Deductions in separate re- 
turns; 127.52(1)(h)Gv) — Deduction partly allowed for minimum tax purposes. 


History: Para. 110(1)(d.3) amended to replace the reference to “/4” ‘with “2” by 2001, 


| c. 17, subsec..84(4), applicable in respect of dispositions and exchanges that occur after 


February 27; 2000 except that, for dispositions and exchanges that occurred after Feb- 
ruary 27, 2000 and before October 18, 2000, the reference to the fraction “‘!”' shall be 
read as a.reference to.the fraction “1/3”. 


Interpretation Bulletins: IT-281R2: Elections on’ single payments froma deferred 
profit-sharing plan (archived). 


(e)-(e.2) [Repealed under former Act] 


_(f), deductions for payments — any, social assistance pay- 
ment made on: the basis ofa means, needs or ‘income test and 
included because of clause S6(1)(a)G)(A) or paragraph 56(1)(u) 
in‘ computing the taxpayer’ s income for the year or any amount 
that is 


(i) an,amount. exempt from fachaoe tax in Canada because of 
a provision contained in.a tax convention. or agreement with 
“another country that has the force of law. in Canada, 


(ii) compensation received under an employees’ or workers’ 
compensation law of Canada or,a province in respect of an 
injury, disability or death, except any such compensation re- 
ceived by a person as the employer or former employer of 
the person in respect of whose injury, disability or death the 
compensation was paid, 
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(iii) income from employment with a prescribed international 
organization, 


(iv) the taxpayer’s income from employment with a pre- 
scribed international non-governmental organization, where 
the taxpayer 


(A) was not, at any time in the year, a Canadian citizen, 


(B) was a non-resident person immediately before begin- 
ning that employment in Canada, and 


(C) if the taxpayer is resident in Canada, became resident 
in Canada solely for the purpose of that employment, or 


(v) the lesser of 


(A) the employment income earned by the taxpayer as a 
member of the Canadian Forces, or as a police officer, 
while serving on 


(1) a deployed operational mission (as determined by 
the Department of National Defence) that is assessed 
for risk allowance at level 3 or higher (as determined 
by the Department of National Defence), 


(II) a prescribed mission that is assessed for risk al- 
lowance at level 2 (as determined by the Department 
of National Defence), or 


(III) any other mission that is prescribed, and 


(B) the employment income that would have been so 
earned by the taxpayer if the taxpayer had been paid at 
the maximum rate of pay that applied, from time to time 
during the mission, to a non-commissioned member of 
the Canadian Forces; 


to the extent that it is included in computing the taxpayer’s in- 
come for the year; 


Related Provisions: 56(1)(u) — Social assistance payments; 56(1)(v) — Workers’ 
compensation; 60(j) — Transfer of superannuation benefits; 81(1)(a) — Amounts not 
included in income; 111(8)“‘non-capital loss” A:E — Amount included in non-capital 
loss; 111.1 — Order of applying provisions; 114.2 — Deductions in separate returns; 
126(7)“*tax-exempt income” — Income exempted by tax treaty; 127:52(1)(h)(v) — Ap- 
plication of deduction for minimum tax purposes; 146(1)‘‘earned income”(c) — In- 
come exempted by tax treaty is not earned income of a non-resident for RRSP pur- 
poses; 150(1)(a)(ii) — Requirement for non-resident corporation claiming treaty 
exemption to file tax return; 153(1.1) — Application for reduced source withholding 
where amount exempt from tax under treaty; 248(1)‘treaty-protected business”, 
“treaty-protected property” — Amounts exempted by tax treaty. 


History: Subpara. 110(1)(f)(v) added by 2005, c. 19, s. 18, applicable to 2004 et seq. 
Subpara. 110(1)(f)(iv) added by 1994, c. 21, subsec. 49(3), applicable to 1993 et seg. 


Subpara. 110(1)(f)(iii) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 45, applicable to 
1991 et seq. 


Para. 110(1)(f) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 78(2), applicable 
to 1991 et seq. Para. (f) formerly read: 


(f) any amount that is 


(i) an amount exempt from income tax in Canada by virtue of a provision 
contained in a tax convention or agreement with another country that has the 
force of law in Canada, 


(ii) compensation received under an employees’ or workers’ compensation 
law of Canada or a province in respect of an injury, disability or death, ex- 
cept any such compensation received by a person as the employer or former 
employer of the person in respect of whose injury, disability or death the 
compensation was paid, or 


(iii) a social assistance payment made on the basis of a means, needs or 
income test by a registered charity or under a program (other than a pre- 
scribed program) provided for by an Act of Parliament or a law of a prov- 
ince where the payment is received by the individual in respect of whom the 
social assistance was provided or by a person who, at the time the payment 
was made, resided with the individual; 


Selected Cases [para. 110(1)(f)]: Granaas v. R., [2010] 1 C.T.C. 2217 (TCC) 
(Superannuation benefits not income from employment); Cloutier v. ‘R., [2003] 3 
C.T.C. 2075 (TCC) (Mere employment by government not equivalent to performance 
of government function); Whitney vy. R., [2002] 3 C.T.C. 476 (FCA) (Amounts received 
pursuant to collective agreement are income from employment, not compensation re- 
ceived under compensation law); Hughes v. R., [2002] 3 C.T.C. 2184 (TCC) (Pension 
exempt from tax in U.K. nevertheless taxable in Canada); Cai v. Canada, [1996] 3 
C.T.C. 2724 (TCC) (Taxpayer’s presence in Canada was more than just as student). 


Regulations: 102(6) (no source withholding on 110(1)(f)(v) amounts); 232, 233 (in- 
formation return); 7500 (prescribed missions for 110(1)(f)(v)(A)(ID); 8900(1) (pre- 
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scribed international organization for 110(1)(f)(iii); 8900(2) (prescribed international ; 


non-governmental organization for 110(1)(f)(iv)). 


Interpretation Bulletins: IT-202R2: Employees’ or workers’ compensation; IT- 
499R: Superannuation or pension benefits; IT-528: Transfers of funds between regis- 
tered plans. 


CRA Audit Manual: 27.34.0: Social assistance payments. 


(g) financial assistance [adult basic education] — any 
amount that 


(i) is received by the taxpayer in the year under a program 
referred to in subparagraph 56(1)(r)(ii) or (iii), a program es- 
tablished under the authority of the Department of Human 
Resources and Skills Development Act or a_ prescribed 
program, 

(ii) is financial assistance for the payment of tuition fees of 
the taxpayer that are not included in computing an amount 
deductible under subsection 118.5(1) in computing the tax- 


payer’s tax payable under this Part for any taxation year, 


(iii) is included in computing the taxpayer’s income for the 
year, and 


(iv) is not otherwise deductible in computing the taxpayer’s 
taxable income for the year; 
Related Provisions: 60(n) — No second deduction if amount repaid; 111(8)“non- 


capital loss’ A:E — Amount included in non-capital loss; 127.52(1)(h)(vi) — Deduc- 
tion allowed for minimum tax purposes. 


History: Subpara. 110(1)(g)(i) amended by 2005, c. 34, para. 81(a) to substitute “De- 
partment of Human Resources and Skills Development Act” for “Department of Human 
Resources Development Act’, proclaimed in force October 5, 2005. 


Para. 110(1)(g) added by 2002, c. 9, subsec. 33(2), applicable to 1997 et seg. and, 

notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest or 

penalty for any taxation year shall be made that is necessary to give effect to the 

paragraph. 

Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 

search grants and financial assistance. 
(h) [grandfathering 50% inclusion of pre-1996 US social 
security] — 35 per cent of the total of all benefits (in this para- 
graph referred to as “U.S. social security benefits’) that are re- 
ceived by the taxpayer in the taxation year and to which para- 
graph 5 of Article XVIII of the Convention between Canada and 
the United States of America with respect to Taxes on Income 
and on Capital as set out in Schedule I to the Canada-United 
States Tax Convention Act, 1984, S.C. 1984, c. 20, applies, if 


(i) the taxpayer has continuously during a period that begins 
before 1996 and ends in the taxation year, been resident in 
Canada, and has received U.S. social security benefits in 
each taxation year that ends in that period, or 


(ii) in the case where the benefits are payable to the taxpayer 
in respect of a deceased individual, 


(A) the taxpayer was, immediately before the deceased - 


individual’s death, the deceased individual’s spouse or 
common-law partner, 


(B) the taxpayer has continuously during a period that be- 
gins at the time of the deceased individual’s death and 
ends in the taxation year, been resident in Canada, 


(C) the deceased individual was, in respect of the taxation 
year in which the deceased individual died, a taxpayer de- 
scribed in subparagraph (i), and 


(D) in each taxation year that ends in a period that begins 
before 1996 and that ends in the taxation year, the. tax- 
payer, the deceased individual, or both of them, received 
U.S. social security benefits. 
’ History: Para. 110(1)(h) added by 2010, c. 12, s. 12, applicable to 2010 et seq. 
(i) [Repealed under former Act] 


History: Para. 110(1)(i) repealed by 1994, c. 7, Sch. II (1991, c, 49), subsec.. 78(3), 
applicable to 1989 et seq. Para. (i) formerly read: 


(i) unemployment insurance benefit repayment — any benefit repayment 
payable by the taxpayer under Part VII of the Unemployment Insurance Act on or 
before April 30 of the following year to the extent that the amount was not de- 
ductible in computing the taxpayer’s taxable income for any previous taxation 
year; j 
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Para. 110(1)(i) added by 1979, c. 5, s. 33, applicable to 1979 et seq. 


(j) home relocation loan — where the taxpayer has, by virtue 
of section 80.4, included an amount in the taxpayer’s income for 
the year in respect of a benefit received by the taxpayer in re- 
spect of a home relocation loan, the least of 


(i) the amount of the benefit that would have been deemed to 
have been received by the taxpayer under section 80.4 in the 
year if that section had applied only in respect of the home 
relocation loan, 


(ii) the amount of interest. for the year that would be com- 
puted under paragraph 80.4(1)(a) in respect of the home relo- 


cation loan if that loan were in the amount of $25,000 and 


were extinguished on the earlier of 


(A) the day that is five years after the day on which the 
home relocation loan was made, and 
(B) the day on which the home relocation loan was extin- 
guished, and 
(iii) the amount of the benefit deemed to have been received 
by the taxpayer under section 80.4 in the year; and 


Related Provisions: 80.4(4) — Interest on home relocation loan; 110(1.4) — Re- 
placement of home relocation loan; 111(8)“non-capital loss’ A:E — Amount included 
in non-capital loss; 111.1 — Order of applying provisions; 114.2 — Deductions in sep- 
arate returns; 127.52(1)(h) — Deduction disallowed for minimum tax purposes. 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


1.T. Technical News: 6 (payment of mortgage interest subsidy by employer). 
(k) Part VI.1 tax —°/s of the tax payable under subsection 
191. 1(1) by the taxpayer for the year. 
: _ Proposed Amendment — -110(1 Loe 
) Part vi J tax— the amount determined t 


i by : 
@ if the taxation year ends befor 2010, 3 


(ii) if. the t taxation n year ends after + 2009 
3. 2 and : 


pro eS ae income that would have a. an amount f i 
Part I equal to he, tax under Part Vi. A. To pe that result, 


provisions in ihe pes Tak. Act that assume a ree cna co 

tax rate in the context of the reductions in the general federal corp 

fate, as was announced in the Economic Statement delivered on Oct 

The review of other such provisions continues ~~ | any other amendments will | 

announced 1 upon completion of that review. 
Gp, 


etter from Dept. of Finance, Aug. 2, 2002: Sce under 191. 1M ada. — 


Related Provisions:. 111(5) — Change in control of corporasont 111(8)“non-capital 
loss”, A:E — Amount included in non-capital loss; 191.3(4) — Related corporations. 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. 


Forms: T2 SCH 43: Calculation of Parts [V.1 and VI.1 taxes. 


(1.1) Election by particular qualifying person — For the pur- 
pose of computing the taxable income of a taxpayer for a taxation 
year, paragraph (1)(d) shall be read without reference to its subpara- 
graph (i) in respect of all rights granted to the taxpayer under an 
agreement to sell or issue securities referred to in subsection 7(1) if 


(a) the particular qualifying person elects in prescribed form that 
neither the particular qualifying person nor any person not deal- 
ing at arm’s length with the particular qualifying person will de- 


S. 110(1.5)(c) 


duct in computing its income for a taxation year any amount 
(other than a designated amount described in subsection (1.2)) in 
respect of a payment to or for the benefit of a taxpayer for the 
taxpayer’s transfer or disposition of rights under the agreement; 


(b) the particular qualifying person files the election with the 
Minister; 

(c) the particular qualifying person provides the taxpayer with 
evidence in writing of the election; and 


(d) the taxpayer files the evidence with the Minister with the 
taxpayer’s return of income for the year in which a deduction 
under paragraph (1)(d) is claimed. 
Related Provisions: 1'8(1)(m) — No deduction for amount in respect of which 
election made; 110(1.2) — Designated amount. 


History: Subsec.'110(1.1) added by 2010, c. 25, subsec.'20(2), applicable in respect of 
acquisitions of securities and transfers or dispositions of rights occurring after 4:00 
p.m. EST, March 4, 2010. 


(1.2) Designated amount — For the purposes of subsection 
(1.1), an amount is a designated amount if the following conditions 
are met: 


(a) the amount would otherwise be deductible in computing the 
income of the particular qualifying person in the absence of sub- 
section (1.1); 


(b) the amount is payable to a person 


(i) with whom the particular qualifying person deals at arm’s 
length, and 


(ii) who is neither an employee of the particular qualifying 
person nor of any person not dealing at arm’s length with the 
particular qualifying person; and 


(c) the amount is payable in respect of an arrangement entered 
into for the purpose of managing the particular qualifying per- 
son’s financial risk associated with a potential increase in value 
of the securities under the agreement described in subsection 
(1.1). 

History: Subsec. 110(1.2) added by 2010, c. 25, subsec. 20(2), applicable in respect of 


acquisitions of securities and transfers or dispositions of rights occurring after 4:00 
p.m. EST, March 4, 2010. 


(1.3) [Repealed under former Act] 


(1.4) Replacement of home relocation loan — For the pur- 
poses of paragraph (1)(j), a loan received by.a taxpayer that is used 
to repay a home relocation loan shall be deemed to be the same, loan 
as the relocation loan and to have been made on the same day as the 
relocation loan. ; 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


(1.5) Determination of amounts relating to employee 
security [stock] options — For the purpose of paragraph (1)(d), 


(a) the amount payable by a taxpayer to acquire a security under 
an agreement referred to in subsection 7(1) shall be determined 
without reference to any change in the value of a currency of a 
country other than Canada, relative to Canadian currency, occur- 
ring after the agreement was made; 


(b) the fair market value of a security at the time an agreement 
in respect of the security was made shall be determined on the 
assumption that all specified events associated with the security 
that occurred after the agreement was made and before the sale 
or issue of the security or the disposition of the taxpayer’s rights 
under the agreement in respect of the security, as the case may 
be, had occurred immediately before the agreement was made; 
and 


(c) in determining the amount that was included, in respect of a 
security that a qualifying person has agreed to sell or issue to a 
taxpayer, in the amount determined under subparagraph 
7(1.4)(c)Gi) for the purpose of determining if the condition in 
paragraph 7(1.4)(c) was satisfied with respect to a particular dis- 
position, an assumption shall be made that all specified events 
associated with the security that occurred after the particular dis- 
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position and before the sale or issue of the security or the tax- 
payer’s subsequent disposition of rights under the agreement in 
respect of the security, as the case may be, had occurred imme- 
diately before the particular disposition. 


Related Provisions: 110(1.6) — Meaning of “specified event”; 110(1.7) — Defini- 
tions in 7(7) apply. 


History: Subsec. 110(1.5) amended by 2001, c. 17, subsec. 84(5), applicable to 1998 
et seq. The subsec. formerly read: 


(1.5) Value of share under stock option — For the purpose of subparagraph 
(1)(d)(iii), the fair market value of a share of the capital stock of a corporation at 
the time an agreement in respect of the share was made shall be determined on 
the assumption that 


(a) any subdivision or consolidation of shares of the capital stock of the 
corporation, 

(b) any reorganization of share capital of the corporation, and 

(c) any stock dividend of the corporation 


occurring after the agreement was made and before the share was acquired had 
taken place immediately before the agreement was made. 


Subsec. 110(1.5) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 78(4), applicable to 
1988 et seq. 


Interpretation Bulletins: IT-113R4: Benefits to employees — stock options. 


(1.6) Meaning of “specified event” — For the purpose of sub- 
section (1.5), a specified event associated with a security is, 


(a) where the security is a share of the capital stock of a 
corporation, 
(i) a subdivision or consolidation of shares of the capital 
stock of the corporation, 


(11) a reorganization of share capital of the corporation, and 
(111) a stock dividend of the corporation; and 

(b) where the security is a unit of a mutual fund trust, 
(i) a subdivision or consolidation of the units of the trust, and 


(ii) an issuance of units of the trust as payment, or in satisfac- 
tion of a person’s right to enforce payment, out of the trust’s 
income (determined before the application of subsection 
104(6)) or out of the trust’s capital gains. 

Related Provisions: 110(1.7) — Definitions in 7(7) apply. 

History: Subsec. 110(1.6) added by 2001, c. 17, subsec. 84(5), applicable to 1998 et 

Seq. 


(1.7) Definitions in subsection 7(7) — The definitions in sub- 
section 7(7) apply for the purposes of subsections (1.5) and (1.6). 
History: Subsec. 110(1.7) added by 2001, c. 17, subsec. 84(5), applicable to 1998 et 
seq. 


Proposed Amendment — 110(1.7), (1.8) 


(1.7) Reduction in exercise price — If the amount payable by | 
a taxpayer to acquire securities under an agreement referred to in 
subsection 7(1) is reduced at any particular time and the condi- 
tions in subsection (1.8) are satisfied in respect of the reduction, 


(a) the rights (referred to in this subsection and subsection 
(1.8) as the “old rights’) that the taxpayer had under the agree- 
ment immediately before the particular time are deemed to 
have been disposed of by the taxpayer, ib uate before the 
particular time; 


(b) the rights (referred to. in this culvekitow: and sie ccoton 
(1.8) as the “new rights”) that the taxpayer has under the 
agreement at the particular time are deemed to be ‘Acquired by 
the taxpayer at the particular time; and 


(c) the taxpayer is deemed to receive the new rights as consid- 
eration for the disposition of the old rights. 


(1.8) Conditions for subsec. (1.7) to apply — The following 
are the conditions in respect of the reduction: 


(a) that the taxpayer would not be entitled to a dedinion under 
paragraph (1)(d) if the taxpayer acquired securities under the 
agreement immediately after the particular time and this sec- 
tion were read without reference to subsection (1.7); and 


(b) that the taxpayer would be entitled to a cin under 
paragraph (1)(d) if the taxpayer 


_ (i) disposed of the old rights immediately before the partic. 
ular time, 


(ii) acquired the new iat at the Pore ule time as consid: 
eration for the disposition, and 


(iii) acquired securities under the agreement tetiedlatly 
after the particular time. — 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 59(2), 
will amend subsec. 110(1.7) to read as above and add subsec. (1.8), applicable to 
reductions that occur after 1998. 


An election by a taxpayer under subsec. 7(10) to have subsec. 7(8) opp f is deemed 
to have been filed in a timely manner if 


' (a) it is filed on or before the 60th day after this draft legislation is assented to; 


(b) it is in respect of a security acquired ” the taxpayer before this draft legisla- 
_ tion is assented to; 


(c) the taxpayer is entitled to a deduction under para. AAgcyiah: in cnspect of the 
acquisition, and 


(d) the taxpayer would not have been so enatled, if subsec | 10(1 .7), as amended, 
did not apply. 


1.T. Technical News: ITTN- 38 Ganloyes seek option dedocance 


Technical Notes (July 2010): Subsection 110(1.7) provides that the definitions in 
subsection 7(7) relating to employee security options also apply for the purposes of — 
subsections 110(1.5) and 110(1.6). Since subsection 7(7) also provides for the defini- 
tions to so apply, existing subsection 110(1.7) is unnecessary and is repealed. 


A new subsection 110(1.7) is added that applies in circumstances where there is a _ 
reduction in the amount (referred to in these notes as the “exercise price”) payable by 
an employee to acquire securities under an employee SeouTey option and the condi- 
tions in new subsection 110(1.8) are satisfied. 


This new subsection ensures that a reduction in the exercise price under an employee 
security option does. not disqualify the employee from claiming the security option 
deduction under ‘paragraph 110(1)(d), if the reduction could have been effected by 
way of an exchange of — — ey the employee’s eran’ for the 
deduction. — ] } 


Paragraph 110(1)¢@) ee a deduction in computing taxable income in circum- 
stances where subsection 7(1) deems an employee to have received a benefit from 
employment in connection with the exercise or disposition of rights under an em- 
ployee option agreement. The deduction is currently equal to one-half of the amount 
of the employment benefit, and the effect of the deduction is to tax the benefit at a 
rate equivalent to the capital gains | inclusion rate. > 


Paragraph 110(1)(d) sets out certain conditions that must be satisfied in order to et ; 
ify for the security option deduction. These conditions include a minimum exercise 
price requirement under the option giving rise to the benefit under subsection 7(1) _ 
and, if that option was acquired as a consequence of one or more qualifying ex- 
changes of options, under each of the previous options. Thus, if a reduction in the 
exercise Price under an employee ‘security option causes the exercise price to fall 
below the minimum threshold established under paragraph 110(1)(d) for that option, — 
the employee will not be entitled to claim the security option deduction. : 


However, there are situations in which an otherwise disqualifying reduction in an 
option exercise price could be effected by way of an exchange of options without 
jeopardizing the employee’ s eligibility for the deduction. This would be the case, for. 
example, if the exercise price had originally been set at the fair market value (FMV) 
of the underlying securities at the time of grant, there is a subsequent decline in the — 
FMV of the securities and the exercise price is adjusted to that lower FMV. The 
combined effect of subsections. 110(1.7) and (1.8) is to deem such a reduction to have 
been effected by way of an exchange, thus ensuring that the emplayee remains eligi-. 
ble for the security option deduction. 


eat 


In particular, new subsection 110(1.7) provides that, ‘where there is a sede in ‘the, a 


exercise price under an employee security option and the conditions in subsection 
110(1.8) are satisfied, the employee is deemed to have disposed of the rights under — 
the option immediately before the reduction and to have acquired the amiendiog ive te i 
immediately thereafter as consideration for the disposition. fe 


New subsection 110(1.8) sets out two conditions that must be satisfied 3 in order for 
new subsection 110(1.7) to apply. 


¢ First, the employee would not qualify for the security option deduction if the 
option were exercised immediately after the exercise price reduction. and sub- 
section 110(1.7) were disregarded). — 


* Second, the employes would have been eligible: for the se ductiniy had there, in 
fact, been an exchange of options and the employee exercised the option imme- 
diately after the exchange. 


These conditions ensure that the provisions of salt x 110(1. 1 paces vale Bide! 
an otherwise disqualifying reduction in the exercise price under’an employee security 
option could have been effected by way of an panning? of options without so dis- 
qualifying the employee. 


758 


Division C — Computation of Taxable Income 


sei _ security option deduction. 


the reduction had been effected byw way 
have been no increase in the net ek 


Dace betveen the PMV of thé hae uder ihe «old et * tnd Whe “old exers: 
cise price” ( $300 - $1, 000 = ay Thus, the eters = would have been an ex- 


. cise e price established 
would have been met. 


Thus, if the reduction had been efeced i way op an exch 
_ exercised the option immediately after, the exchange, he 7 ld 
__ for the security option deduction. : 
Since the requirements of subsection 110(1.8) are satisfied, s 
__ applies to deem the reduction to have been effected by way of ¢ an 
sequently, the reduction will not disqualify Pierre ae clair nir 
deduction. . 


Extended Nae ad ne for. 


feral Election 


taxation ofa security option benetit to Ae year i in cowie the he ae the 
security. One condition is that the employee be eligible to claim the deduction under _ 
on lle in respect. of the ee es condition i is that the employee : 


the option is exercised (or before oe 14, 2001 for securities acquired i in 4 2000). 


The coming-into-force provisions for subsections 1101. 2) and 1. 
deferral election deadline for securities which are acquired before this legislation re- 
ceives Royal Assent, and which become qualified for the deduction under paragraph 
110(1)(d) only by reason of amended subsection 110(1.7), to the later a / 


° the election deadline that would otherwise ay) © and 


_* the day that i is 60 days after Royal Assent. 
Letter from Dept. of Finance, ra 1 * 2001: 
Dear teed 


Act (Act). ] 
As you know, we are peat to recommend that the ec be 


a ‘seduction in the option exercise price to an amount below. the value co) the ae — 
ine. share when the ame was a shee the reduction could have been aCe 


x 1.4), this ail would be lnnited to those sifuntions in | which the nel how in as 
cise price provides no immediate increase in the net benefit associated with the Op- 
tion. We will recommend that this oe at if scones apply. to reductions in — 


exercise price occurring after 1998. 


We are also prepared to recommend the [sic] section 6204 of the inow: Tax Regula . 
tions be amended. That section sets out certain conditions that must be met in order — 
for an employee who has acquired a stock option share to be eligible for the stock — 
option deduction. One of the conditions [Reg. 6204(1)(b) — ed.]} is that there be no 
teasonable expectation, at the time the share is acquired, that the paid-up capital 
(PUC) of the share will be reduced in the following two years, although an exception 

is made for a reduction in PUC that may be expected to occur in ~ cones of an 
amalgamation or wind-up of a subsidiary. A 


S. 110(2.1) 


We will recommend that an exception also be made for a reduction in PUC that may 
be eos occur in the context of a distribution which, because of subsection _ 
ot be recharacterized as a dividend for tax purposes. This 
Pepa aloe a stock option share of a .aeasian 


: j 002 concerning ‘proposed cen: 
ome Tax Act to ensure ‘that an gente is not Se from 


| ing uction in exercise price could have been oneal by way of » 
an exchange of options without | jeopardizing an employee’ s eligibility for the stock ™ 
option deduction. Thi uld pogen that the beg exchange iia the con- 
of th 


re la 
fected fee way of an eae rep 


ptions. 


You have noted that, in order to reflect a dintaisiornentih in ne value followiey. a 

spin-off transaction, a corporation will commonly amend outstanding employee stock 

options to both reduce the exercise price and increase the number of shares, and that 

such am dments are structured so that there is no increase in the net benefit associ- 

the stock option. You have asked if the proposed relieving provision is 
apply i in such a situation, or if the fact that there is a share increase in 

t iy the “exercise pe reduction will serve to deny access to the 


provision, 


i wish to confit im that thts i is no grtent to preclude the doclieadon of the relieving 
provision. to an amendment that reduces the exercise price under a stock option sim- — 
ply because the amendment also increases the number of shares covered by the op- 
tion. However, as with a simple reduction in exercise price, the proposed relieving 
provision is in ded to apply only if the stock option amendment could have been 
effected by way of < an exchange of options without jeopardizing access to the stock 
option deduction. Consequently, a prerequisite for the proposed provision to apply is 
that the comt ed: ss not result i in an increase in the net benefit associated with 
the option, 


I wish to thank you for writing a trust that this letter «proves you with the clarifi- , 
cation you require. — 


ian imewein, Director, 7 ci cee Tox Policy E Branch 

(2) Charitable gifts [vow of perpetual poverty] — Where an 
individual is, during a taxation year, a member of a religious order 
and has, as such, taken a vow of perpetual poverty, the individual 
may deduct in computing the individual’s taxable income for the 
year an amount equal to the total of the individual’s superannuation 
or pension benefits and the individual’s earned income for the year 
(within the meaning assigned by section 63) if, of the individual’s 
income, that amount is paid in the year to the order. 


Related Provisions: 118.1(1) — “Total charitable gifts”; 118.1(3) — Deduction 
from tax; 127.52(1)(h)(@) — Deduction allowed for minimum tax purposes. 


Selected Cases [subsec. 110(2)]: Aubry v. R., [1976] C.T.C. 598 (FCTD) (Per- 
sonal living expenses of member of Jesuit Order residing away from group’s house of 
retreat not charitable gift). 


Interpretation Bulletins: IT-86R: Vow of perpetual poverty; IT-141R: Clergy resi- 
dence deduction. 


Information Circulars: 78-5R3: Communal organizations. 


(2.1) Charitable donation — proceeds of disposition of 
employee option securities — Where a taxpayer, in exercising 
a right to acquire a security that a particular qualifying person has 
agreed to sell or issue to the taxpayer under an. agreement referred 
to in subsection 7(1), directs a broker or dealer appointed or ap- 
proved by the particular qualifying person (or by a qualifying per- 
son that does not deal at arm’s length with the particular qualifying 
person) to immediately dispose of the security and pay all or a por- 
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tion of the proceeds of disposition of the security to a qualified 
donee, 


(a) if the payment is a gift, the taxpayer is deemed, for the pur- 
pose of paragraph (1)(d.01), to have disposed of the security by 
making a gift of the security to the qualified donee at the time 
the payment is made; and 


(b) the amount deductible under paragraph (1)(d.01) by the tax- 
payer in respect of the disposition of the security is the amount 
determined by the formula 


Ax B/C 
where 


A is the amount that would be deductible under paragraph 
(1)(d.01)in respect of the disposition of the security if this 
subsection were read without reference to this paragraph, 


Bis the amount of the payment, and 


C is the amount of the proceeds of disposition of the security. 


Related Provisions: 7(1.3) — Order of disposition of securities; 153(1.01) — With- 
holding tax on stock option benefits. 


History: S. 110(2.1) added by 2001, c. 17, subsec. 84(6), applicable to 2000 et seq. 


Selected Cases [former subsec. 110(2.1)]: O’Brien Estate v. MNR, [1991] 2 
C.T.C. 2747 (TCC) (Donation of remainder of trust to charity upon death of benefici- 
ary who had life interest deductible since executors’ encroachment powers did not un- 
dermine absolute nature of gift). 


(2.2)-(9) [Repealed under former Act] 


Definitions [s. 110]: “amount” — 248(1); “arm’s length” — 251(1); “associated” — 
256; “Canada” — 255; “capital gain” — 39(1)(a), 248(1); “common-law partner’ — 
248(1); “consequence of the taxpayer’s death” — 248(8); “corporation” — 248(1), In- 
terpretation Act 35(1); “designated amount” — 110(1.2); “disposition”, “employer”, 
“employment” — 248(1); “exchanged option” — 7(1.4)(a); “home relocation loan” — 
110(1.4), 248(1); “identical” — 248(12); “individual”, “Minister” — 248(1); “mutual 
fund trust” — 132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); 
“new option”, “new share” — 7(1.4); “new rights” — 110(1.7)(b); “non-resident” — 
248(1); “old rights” — 110(1.7)(a); “old share” — 7(1.4)(a); “person”, “prescribed” — 
248(1); “private foundation” — 149.1(1), 248(1); “province” — Interpretation Act 
35(1); “qualified donee” — 149.1(1), 248(1); “qualifying person” — 7(7); “resident in 
Canada” — 94(3)(a)(viii), 250; “security” —7(7); “share” — 248(1); “specified 
event” — 110(1.6); “stock dividend” — 248(1); “taxable income” — 2(2), 248(1); 


“taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “writ- 
ing” — Interpretation Act 35(1). 
Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another 


person”. 


110.1 (1) Deduction for [charitable] gifts [by corpora- 
tion] — For the purpose of computing the taxable income of a cor- 
poration for a taxation year, there may be deducted such of the fol- 
lowing amounts as the corporation claims: 


(a) Charitable gifts — the total of all amounts each of which is 
the fair market value of a gift (other than a gift described in par- 
agraph (b), (c) or (d)) made by the corporation in the year or in 
any of the 5 preceding taxation years to 


Proposed Amendment — 110. 1(1)(a) opening 
words 


(a) charitable gifts — the total of all amounts each of which. 
is the eligible amount of a gift (other than a gift described in 
paragraph (b), (c) or (d)) made by the corporation in the year 
or in any of the five preceding taxation years to 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 60(1), 


will amend the opening words of para. 110.1(1)(a) to read as above, applicable to _ 
gifts made after December 20, 2002. 


Technical Notes (July 2010): Section 110.1 provides a deduction in computing 


taxable income in respect of gifts made by corporations to registered charities and to 
certain other entities. Section 110.1 is amended to expand the entities referred to in 
this section to include municipal or public bodies performing a function of govern- 
ment in Canada. This amendment is in response to the Quebec Court of Appeal deci- 
sion in Tawich Development Corporation v. Deputy Minister of Revenue of Quebec, 
2001 D.T.C. 5144. For additional oe see the commentary to paragraph 
149(1)(d.5). 


Section 110.1 is also amended as a consequence of the addition of new subsections 
248(30) to (38). Generally, those subsections clarify the circumstances under which a » 
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transfer of property will be considered a gift notwithstanding that the transferor may 

be entitled to receive an advantage or benefit in respect of the property. New subsec- 
tion 248(31) generally provides that the “eligible amount” of the gift is the excess of 
the fair market value of a property transferred by way of gift over the value of the | 
advantage or benefit, if any, to which the transferor is entitled. For additional infor- | 
mation, see the commentary to new subsections 248(30) to (39). 


Paragraphs 110.1(1)(a) to (d) provide, respectively, for the deduction by a corpora 
tion of amounts in respect of “charitable gifts”, “gifts to Her Majesty”, “ 


gifts to insti- 
tutions” and “ecological gifts”. The amount deductible by the corporation is gener- 


ally the fair market value of the gift. These paragraphs are amended, consequential to 
the addition of new subsection 248(31), to provide that the amount deductible by the 
corporation is generally the “eligible amount” of a gift. ; 


In addition, paragraphs 110.1(1)(a) and 110.1(1)(d) are expanded to provide that ase: | 
deduction is available in respect of gifts made by corporations to municipal or public 
bodies performing a function of government in Canada. 


) 


Paragraph 110.1(1)(d) is also amended to ones its application to “real servitudes” ‘ 
under the Civil Code of Quebec. 
(i) a registered charity, 
(11) a registered Canadian amateur athletic association, 


(111) a corporation resident in Canada and described in para- 
graph 149(1)(1), 


(iv) a municipality in Canada, 


Proposed Addition — 110.1(1)(a)(iv.1) 
(iv.l)a municipal or public body performing a function of — 
government in Canada, — ; 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 60(2), 
will add subpara. 110.1(1)(a)(iv.1), applicable to gifts made after May 8, 2000. 


Technical Notes (July 2010): See under 110.1(1)(a) opening words above. 
Letter from Dept. of Finance, Sept. 10, 2002: See under 149(1)(d.5). 


(v) the United Nations or an agency thereof, 


(vi) a university outside Canada that is prescribed to be a uni- 
versity the student body of which ordinarily includes students 
from Canada, 


(vii) a charitable organization outside Canada to which Her 
Majesty in right of Canada has made a gift in the year or in 
the 12-month period preceding the year, or 


(viii) Her Majesty in right of Canada or a province, 


not exceeding the lesser of the corporation’s income for the year 
and the amount determined by the formula 


0.75A + 0.25 (B+ C+D) 
where 


A is the corporation’s income for the year computed without 
reference to subsection 137(2), 


B is the total of all amounts each of which is a taxable capital 
gain of the corporation for the year from a disposition that is 
the making of a gift made by the corporation in the year and 
described in this paragraph, 


Proposed Amendment — 110.1(1)(a)B 


B. is the total of all amounts, each of which is that proportion 
of the corporation’s taxable capital gain for the taxation — 
year in respect of a gift made by the corporation in the taxa- 
_tion year (in respect of which gift an eligible amount 1s de- — 
scribed in this paragraph for the taxation year) that the eli- 
gible amount of the gift is of the corporation’s Proceees of 
disposition in respect of the gift, ee 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 60(3), 


will amend the description of B in para. 110.1(1)(a) to read as above, apie to 
gifts made after December 20, 2002. 


Technical Notes (July 2010): See under 110.1(1)(a) opening words above. 


C is the total of all amounts each of which is a taxable capital 
gain of the corporation for the year, because of subsection 
40(1.01), from a disposition of a property in a preceding tax- 
ation year, and 
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D is the total of all amounts each of which is determined in 
respect of the corporation’s depreciable property of a pre- 
scribed class and equal to the. lesser of 


(A) the amount included under subsection 13(1) in respect 
of the class in computing the corporation’s income for the 
year, and 


(B) the total of all amounts each of which is determined 
in respect of a disposition that is the making of.a gift of 
property of the class made by the corporation in the year 
that is described in this paragraph and equal to the lesser 
of 


(1) the. proceeds of disposition of the property minus 
any outlays and expenses to the extent that they were 
made or incurred by the corporation for the purpose of 
making the disposition, and 


(II) the capital cost to the scant. of the property; 


‘Proposed Amendment - —_ - 110. 1(1 )(a)D(B) 


 (B) the total of all amounts sich of which is deter- 

mined in respect of a disposition. that is the making 
of a gift of property of the class by the corporation in 

the year (in respect of which gift an ligible amount 
is described in this Paragraph for. 
- equal to the lesser of ae 


Ds that proportion, ‘of the: amount ee nihich the . 
_ proceeds. of disposition. of the: property exceeds 

any outlays and expenses, to the extent that they 
were made or incurred by the corporation for the 


: - ble amount of the gift i is of the corporation’s pro- 

_ ceeds of disposition in respect of the gift, and 
: . (il) that proportion, of the capital cost to the cor- 
_ poration of the property, that the eligible amount 


_ position in respect of the gift; _ 


A dlication: The July 16, 2010 draft legislation (Part 1 — canon Rane 4, 
will amend cl. (B) of the description of D in | para. 1 ” eae to ee as ae foe : 
cable to gifts made after December 20, 2002. 


Technical Notes (July 2010): See under 110. vaya) opening words ave 


(a.1) gifts of medicine — the total of all amounts in respect of 
property that is the subject of an eligible medical gift made by 
the corporation in the taxation year or in any of the five preced- 
ing taxation years, each of which is the lesser of 


(i). the cost to the corporation of the property, and 


(ii) 50% of the amount, if any, by which the corporation’s 
proceeds of disposition of the property in respect of the gift 
exceeds the cost to the corporation of the property. 


Proposed Amendment —1 10. 1(1 \(a. ae 


(al) gifts of medicine the total of all amounts eich of 
which is an amount, in respect of property that is the ‘subject of 
an eligible medical gift made by the corporation in the taxation 
year or in any of the 5 perene taxation years, determined by 
_theformula, 


oes AX BIC 

where 

a is the lesser of, . 
< (a) the cost to the corporation of the property,’ and 


(b). 50 per cent of the amount, ifs any, by which the cor- 
poration’s proceeds of disposition of the property in re- 


spect of the gift exceeds the cost to the CO aeOn, of. 


the property; : 
B is the eligible amount of the gift; and 


C_ is the corporation’ s proceeds of sas cspes of the © property 
in respect of the gift. 


purpose of making the disposition, that the eligi- — 


Of the gift is of the corporation’s process e oe 


S. 110.1(4)(d) Gi) 


Application: The July 16, 2010 draft legislation (Part 1 -— technical), subsec. 60(5), 
will amend para. 110. ae 1) to | fead as above, pclen le, to oF made after De- 
cember 20 2002. 


Technical Notes duly 2010): ‘See under 110. 1a) opening words above. 


(b) gifts to Her Majesty — the total of all amounts each of 
which is the fair market value of a gift (other than a gift de- 
scribed in paragraph (c) or (d)) made by the corporation to Her 
Majesty in right of Canada or a province 


(Proposed Amendment — _ 110. 14 Xb) ‘opening 
. ‘words L 


. O) atts a ete ele —athe total of ail: amounts each of 


n: The a 16, SOO draft legislation (Part i. = Sian, subsec, -60(6), 
will amend th pening | ords of para. 110. oS to tead as ee — to 
gifts made after De ember 20, 2002. 


Technical Note ‘(duly 2 201 0): See aden 110. Lays) Speniee words above. 


(i) in the year or in any of the 5 preceding taxation years, and 


(ii) before February 19, 1997 or under a written agreement 
made before that day; 


(c) gifts to institutions — the total of all amounts each of 
which is the fair market value of a gift (other than a gift de- 
scribed in paragraph (d)) of an object that the Canadian Cultural 
Property Export Review Board has determined meets the criteria 
set out in paragraphs 29(3)(b) and (c) of the Cultural Property 
Export and Import Act, which gift was made by the corporation 
in the year or in any of the 5 preceding taxation years to an insti- 
tution or a public authority in Canada that was, at the time the 
gift was made, designated under subsection 32(2) of that Act ei- 
ther generally or for a specified purpose related to that object; 
and 
_ Proposed Amendment — 110.1(1)(c) _ 

(c) gifts to institutions — the total of all amounts enh soe 
which is the eligible amount of a gift (other than a gift de- 
scribed i in paragraph (d)) of an object that the Canadian Cul- 
, tural Property Export Review Board has determined meets the 
criteria set out in paragraphs 29(3)(b) and (c) of the Cultural — 
_ Property Export and Import Act, which gift was made by the 
corporation in the year or in any of the five preceding taxation 
_ years to an institution or a public authority in Canada that was, 
at the time the gift was made, designated under subsection 

- 32(2) of that Act either Bencrally or fy a ee purpose 
_ Telated to that object; aod 
Application: The July 16, 2010 draft legeltion en 1 nical Bubsee. 60(7), 


will amend para. 110. 1)©) to read as og — to - = pans vio Decem- 
ber 20, 2002. - 


Technical Notes (duly 201 o See under 110. oe opening words above. 


(d) ecological gifts — the total of all amounts each of which 
is the fair market value of a gift of land, including a servitude for 
the use and benefit of a dominant land, a covenant or an ease- 
ment, the fair market value of which is certified by the Minister 
of the Environment and that is certified by that Minister, or by a 
person designated by that Minister, to be ecologically sensitive 
land, the conservation and protection of which is, in. the opinion 
of that Minister, or that person, important to the preservation of 
Canada’s environmental heritage, which gift was made by the 
corporation in the year or in any of the five preceding taxation 
years to 


(i) Her Majesty in right of Canada or a province or a munici- 
pality in Canada, or 


(ii) a registered charity one of the main purposes of which is, 
in the opinion of that Minister, the conservation and protec- 
tion of Canada’s, environmental heritage, and that is ap- 
proved by that Minister or that person in respect of the gift. 
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Proposed Amendment — 110.1(1)(d) > 


(d) ecological gifts — the total of all amounts each of which 
is the eligible amount of a gift of land (including a covenant or | 
an éasement to which land is subject or, in the case of land in 
the Province of Quebec,.a real servitude) if. 


(i) the fair market yalue of the gift is ectidhied by the Min- 
ister of the Environment, 


(ii) the land is certified by that Minister, or by a person des- 
ignated by that Minister, to be ecologically. sensitive land, 
the conservation and protection of which is, in the opinion 
of that Minister or the designated person, important to the 
preservation of Canada’s environmental heritage, and 


(iii) the gift was made by. the corporation in the year or in’ 
any of the five preceding taxation years to S 


(A) Her Majesty in right of Canada or of ap provinee, 
(B) a municipality in Canada, 


(C) a municipal or public body sated a function be 
government in Canada, or 


(D) ,a, registered charity one of, the main purposes of 
which is, in the opinion of that Minister, the conserva- 

~ tion and protection of Canada’s environmental heritage, 
and that is approved by that Minister or the ee 
person in respect of the gift’: 9) >. g 


Application: The July 16, 2010 draft legislation (Part i cee atin, ainste: den) 
will amend para. 110.1(1)(d) to read as above, applicable to gifts made after Decem- 
ber 20, 2002. For gifts made after May 8, 2000 and before December: 24, 2002, sub- 
para. 110.1(1)(d)G) is to be read as follows: 


(i) Her Majesty in right of Canada or. of a province; a carat ea in Canada 
_ or a municipal or public. body performing a function of government in Canada, 
or 


Technical Notes (July 2010): See under 110.1(1)(a) opening words above . 
Letter from Dept. of Finance, Sept. 10, 2002: See under 149(1)(d.5). 


Related Provisions: 37(5) — R&D expenditures not deductible under 110.1; 46(1), 
(5) — Capital gain on certain donations of art and other property; 87(2)(v) — Amalga- 
mations — gifts; 88(1)(e.6), 88(1.3) — Effect of winding-up; 110.1(1.1)(a) — Gifts not 
deductible if previously deducted; 110.1(1.2) —No carryforward of deduction after 
change in control of corporation; 110.1(3) — Gift of capital property; 110.1(5) — Fair 
market value of ecological servitude, covenant or easement; 110.1(8), (9) — Meaning 
of “eligible medical gift’; 118.1(1) — Parallel rules for donations by individuals; 
118.1(10)—(10.5) — Determination of value of ecological or cultural property; 
149.1(6.4) — Donations to registered national arts’ service ‘organization; 
188.2(3)(a)(i) — Effect of suspension of charity’s receipting privileges; 207.3 — Tax 
on institution that disposes of cultural property; 207.31 — Tax if donee of ecological 
property disposes of it;.230(2) — Records of donations; 237.1(1)“gifting arrangement’, 
“tax shelter’ — Tax shelter registration requirement; 248(30)—(33) — Determination of 
eligible amount; 248(35)-(39) — Value of gift limited to cost if acquired within 3 
years or as tax shelter; 248(41) — Donation value deemed nil if taxpayer does not in- 
form donee of circumstances requiring reduction; 261(7)(a) — Functional currency re- 
porting; Canada-U.S. Tax Treaty:Art. XXI:6 — Donations to U.S. charities. 


History: Para. 110.1(1)(a.1) added by 2007, c. 35, subsec. 30(1), applicable in respect 
of gifts of property made after March 18, 2007. 


The opening words of para. 110.1(1)(d) amended by 2001, c.. 17, subsec. 85(1), appli- 
cable in respect of gifts made after February 27, 2000. The opening words formerly 
read: 


(d) the total of all amounts each of which is the fair market value of a gift of 
land, including a servitude for the use and benefit of a dominant land, a covenant 
or an easement, that is certified by the Minister of the Environment, or a person 
designated by that Minister, to be ecologically sensitive land, the conservation 
and protection of which is,.in the opinion of that Minister, or that person, impor- 
tant to the preservation of Canada’s environmental heritage, which gift was made 
by the corporation in the year or in any of the 5 preceding taxation years to 


1999, c. 22, s. 33 provides the following special rule, applicable to taxation years that 
ended after November 15, 1997 and before 1998. 


For the purposes of the Act, if 


(a) a taxpayer made a gift at any particular time before February 1998, and 
after the end of a taxation year that ended after November 15, 1997 and 
before 1998, that would be deductible under section 110.1 or 118.1 of the 
Act in computing the taxpayer’s taxable income or tax payable under Part I 
of the Act for the year if it were made immediately before the end of the 
year, 


(b) the gift was a gift of tangible property (other than real property) or a gift 
by cash, cheque, credit card or money order, 
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(c) the gift was not made 
(i) through a payroll deduction, or 
(ii) where the taxpayer died after 1997, by the taxpayer’s will, and 


(d) the taxpayer so elects in the taxpayer's return of income under the Act 
for the year or by notifying the Minister of National Revenue. in writing 
before 1999, 


the taxpayer is deemed to have made the gift and, in the case of a gift of tangible 
property, to have disposed of the property immediately before the end of the 
taxpayer’s taxation year that ended before 1998 and not to have done so at the 
particular time. 


Subsec. 110.1(1) amended by 1998, c. 19, subsec. 20(1), applicable to taxation years 
that begin after 1996. Subsec. 110.1(1) formerly read: 


(1) For the purpose of computing the taxable income of a corporation for a taxa- 
tion year, there may be deducted such of the following amounts as are 
applicable: 


(a) the total of all amounts each of which is the fair market value of a gift 
made by the corporation in the year (or in any of the 5 immediately preced- 
ing taxation years to the extent that the amount thereof was not deducted in 
computing its taxable income for any preceding taxation year) to 


(i) a registered charity, 
(ii) a registered Canadian amateur athletic association, 


(iii) a housing corporation resident in Canada and exempt from tax 
under this Part because of paragraph 149(1)(i), 


(iv) a Canadian municipality, 
(v) the United Nations or an agency thereof, 


(vi) a university outside Canada that is prescribed to be a university the 
student body of which ordinarily includes students from Canada, or 


(vii) a charitable organization outside Canada to which Her Majesty in 
right of Canada has made a gift during the corporation’s taxation year or 
the 12 months immediately preceding that taxation year, 


not exceeding the amount determined by the formula 


0.5(A + B) 
where 


A_ is its income for the year computed without reference to subsection 
137(2), and 


B is the total of all amounts. each of which is the amount of a taxable capi- 
tal gain from a gift of property made by it in the year to a donee de- 
scribed in this paragraph; 

(b) the total of all amounts each of which is the fair market value of a gift 
made by the corporation in the year (or in any of the 5 immediately preced- 
ing taxation years to the extent that the amount thereof was not:deducted in 
computing its taxable income for any preceding taxation year) to Her Maj- 
esty in right of Canada or a province, not exceeding the amount remaining, if 
any, after the amount deducted for the year under paragraph (a) by. the,cor- 
poration is deducted in computing its taxable income for, the year; 


(c) the total,of all amounts each of which is the fair market value of.a gift 
(other than a gift in respect of which an amount is or was deducted under 
paragraph (a) or (b)) of'an object that the’ Canadian Cultural Property Export 
Review, Board has determined meets the criteria set out in paragraphs 
29(3)(b) and (c) of the Cultural Property Export and Import Act, which gift 
was made by the corporation in the year (or in any of the 5 immediately 
preceding taxation years to the extent that the amount thereof was not de- 
ducted in computing its taxable income for any preceding taxation year) to 
an institution or a public authority in Canada that was, at the time the gift 
was made, designated under subsection 32(2) of that Act either generally or 
for a specified purpose related to that object, not exceeding the amount re- 
maining, if any, after the amounts deducted for the year under paragraphs (a) 
and (b) by the corporation are deducted in computing its taxable income for 
the year; and 


(d) the total of all amounts each of which is the fair market value of a gift 
(other than a gift in respect of which an amount is or was deducted under 
paragraph (a), (b) or (c)) of land, including a servitude for the use and bene- 
fit of a dominant land, a covenant or an easement, that is certified by the 
Minister of the Environment, or a person designated by that, Minister, to be 
ecologically sensitive land, the conservation and protection of which is, in 
the opinion of that Minister, or that person, important to the preservation of 
Canada’s environmental heritage, which gift was made by the corporation in 
the year (or in any of the 5 immediately preceding taxation years to the ex- 
tent that the amount was not deducted in computing its taxable income for 
any preceding taxation year) to 


(i) a Canadian municipality, or 
(ii) a registered charity one of the main purposes of which is, in the 
opinion of the Minister of the Environment, the conservation and protec- 


tion of Canada’s environmental heritage, and that is approved by that 
Minister, or that person, in respect of that gift, 
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and not exceeding the amount remaining, if any, after the amounts deducted 
for the year under paragraphs (a), (b) and (c) are deducted in computing the 
corporation’s taxable income for the year, 


The portion of para. 110.1(1)(a) after subpara. (vii) amended by 1997, c. 25, s. 22, 
applicable to 1996 et seg. That portion formerly read: 


(a) not exceeding 20% of its income for the year computed without reference to 
subsection 137(2); 


Para. 110.1(1)(d) added by 1996, c. 21, subsec. 20(1), applicable to gifts made after 
February 27, 1995. 


Paras. 110.1(1)(a) to (c) substituted by 1994, c. 7, Sch. II (1991, c. 49), s..79, applicable 
after December 11, 1988. Paras, (a) to (c) formerly read: 


(a) the total of gifts made by the corporation in the year (and in the 5 immedi- 
ately preceding taxation years to the extent of the amount thereof that was not 
deducted in computing its taxable income for any preceding taxation year) to 


(i) registered charities, 
(ii) registered Canadian amateur athletic associations, 


‘ (iii) housing corporations resident in Canada and exempt from tax under this 
Part by paragraph 149(1)(i), 


(iv) Canadian municipalities, 
(v) the United Nations or agencies thereof, 


(vi) universities outside Canada prescribed to be universities the student 
body. of which ordinarily includes students from Canada, and 


(vii) charitable organizations outside Canada to which Her Majesty in right 
of Canada has made a gift during the corporation’s taxation year or the 12 
months immediately preceding that taxation year, 


not exceeding 20% of its income for the year computed without reference to 
subsection 137(2); 


(b) the total of gifts made by the corporation in the year (and in the 5 immedi- 
ately preceding taxation years to the extent of the amount thereof that was not 
deducted in computing its taxable income for any preceding taxation year) to Her 
Majesty in right of Canada and Her Majesty in right of the provinces, not ex- 
ceeding the amount remaining, if any, when the amount deducted for the year 
under paragraph (a) by the corporation is deducted from its income for the year; 
and 


(c) the total of gifts (other than gifts in respect of which amounts are or were 
deducted under paragraph (a) or (b)) of objects that the Canadian Cultural Pro- 
perty Export Review Board has determined meet all of the criteria set out in 
paragraphs 29(3)(b) and (c) of the Cultural Property Export and Import Act, 
which gifts were made by the corporation in the year (and in the. 5 immediately 
preceding taxation years to the extent of the amount thereof not deducted under 
this Act in computing its taxable income for any preceding taxation year) to in- 
stitutions or public authorities in Canada that were, at the time the gifts were 
made, designated under subsection 32(2) of that Act either generally or for a 
purpose related to those objects, not exceeding the amount remaining, if any, 
when the amounts deducted for the year under paragraphs (a) and (b) by the 
corporation are deducted from its income for the year. 


Regulations: 3503, Sch. VIII (prescribed universities outside Canada). 


Interpretation Bulletins: IT-110R3: Gifts and official donation receipts; IT-151R5: 
Scientific research: and experimental development expenditures; IT-226R: Gift to a 
charity of a residual interest in real property or an equitable interest in a trust; IT- 
244R3: Gifts of life insurance policies as charitable donations; IT-288R2: Gifts of capi- 
tal properties to a charity and others; IT-297R2: Gifts in kind to.charity and others; IT- 
385R2: Disposition of an income interest in a trust; IT-407R4: Dispositions of cultural 
property to designated Canadian institutions. 


Information Circulars: 84-3R6: Gifts to certain charitable organizations outside 
Canada. 

Advance Tax Rulings: ATR-63: Donations to agents of the Crown. 

Forms: RC4142: Tax advantages of donating to a charity [guide]; T2 SCH 2: Charita- 
ble donations and gifts; T1236: Qualified donees worksheet/amounts provided to other 
organizations. 

1.T. Technical News: 17 ee of property as,a gift). ; 
Registered Charities Newsletters: See under 118.1(1)“total charitable gifts”. 


(1.1) Limitation on deductibility — For the purpose of deter- 
mining the amount deductible under subsection (1) in computing a 
corporation’s taxable income for a taxation year, 


(a) an amount in respect of a gift is deductible only to the extent 
that it exceeds amounts in respect of the gift deducted under that 
subsection in computing the corporation’s taxable income for 
preceding taxation years; and 


(b) no amount in respect of a gift made in a particular taxation 
year is deductible under any of paragraphs (1)(a) to (d) until 
amounts deductible under that paragraph in respect of gifts made 


S. 110.1(2) 


in taxation years preceding the particular year have been 
deducted. 


Related Provisions: 118.1(2.1) — Ordering rule parallel to 110.1(1.1)(b). 


History: Subsec. 110.1(1.1) added by 1998, c. 19, subsec. 20(1), applicable to taxation 
years that begin after 1996. 


(1.2) Where control acquired -— Notwithstanding paragraph 
88(1)(e.6), if control of a particular corporation is racbpg at any 
time by a person or group of persons, 


(a) no amount is deductible under any of paragraphs (ayia) to (d) 
in computing any corporation’s taxable income for a taxation 
year that ends on or after that time in respect of a gift made by 
the. particular corporation, before that time; and 


(b) no amount is deductible under any of paragraphs (1)(a) to (d) 
in computing any corporation’s taxable income for a taxation 
year that ends on or after that time in respect of a gift made by 
any corporation on or after that time if the property that is the 
subject of the gift) was acquired by the particular corporation 
under an arrangement under which it was expected that control 
of the particular corporation would be so acquired by a person or 
group of persons, other than a qualified donee that received the 
gift, and the gift would be so made. 


Related Provisions: 111(4), (5) — Change of control rules for losses; 256(6)—-(9) — 
Whether control acquired. 


History: Subsec. 110.1(1.2) added by 2005, c. 19, s. 19, applicable in respect of gifts 
made after March 22, 2004. 


(2) Proof of gift — A gift shall not be included for the purpose of 
determining a deduction under subsection (1) unless the making of 
the aut is proven by filing with the Minister 


: ant — a 1(2) Spent words 


ele oeeienta in respect of 
a gift contain, in ‘addition to the Tnfoiaty ready prescribed, the a amount of the 
advantage, We any, and ‘the eligible amount of the gift. a ] 


For additional details, ‘see the commentary to new ‘Subsections 248331) and (32) re- 
garding the eligible amount and the amount of the advantage in respect of a gift. 


(a) a receipt for the gift that contains prescribed information; 


(b) in the case of a gift described in paragraph (1)(c), the certifi- 
cate issued under subsection 33(1) of the Cultural Property Ex- 
port and Import Act; and 


(c) in the case of a gift described in paragraph (1)(d), both certif- 
icates referred to in that paragraph. 


Related Provisions: 118.1(2) — Parallel rule for individuals; 149.1(1)“disbursement 
quota” A — Charity must spend 80% of gifts on charitable purposes; 188 — Revoca- 
tion tax where registration of charity is revoked; 248(30)—(33) — Determination of eli- 
gible amount; 248(41) — Donation value deemed nil if taxpayer does not inform donee 
of circumstances requiring reduction. 


History: Subsec. 110.1(2) amended by 2001, c. 17, subsec. 85(2), applicable in respect 
of gifts made after February 27, 2000, except that it shall be read without reference to 
para. (b) in respect of gifts made before December 21, 2000. The subsec. formerly 
read: 


(2) A gift shall not be included for the purpose of determining a deduction under 
subsection (1) unless the making of the gift is proven by filing with the Minister 
a receipt therefor that contains prescribed information. 


Regulations: 3500-3502 (prescribed information). 
Advance Tax Rulings: ATR-63: Donations to agents of the Crown. 
Forms: T2 SCH 2: Charitable donations and gifts. 
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(3) Gifts of capital property — Where at any time 
(a) a corporation makes a gift of 


(i) capital property to a donee described in paragraph (1)(a), 
(b) or (d), or 


(ii) in the case of a corporation not resident in Canada, real 
property situated in Canada to a prescribed donee who pro- 
vides an undertaking, in a form satisfactory to the Minister, 
to the effect that the property will be held for use in the pub- 
lic interest, and 


(b) the fair market value of the property at that time exceeds its 
adjusted cost base to the corporation, 


such amount, not greater than the fair market value otherwise deter- 
mined and not less than the adjusted cost base to the corporation of 
the property at that time, as the corporation designates in its return 
of income under section 150 for the year in which the gift is made 
is, if the making of the gift is proven by filing with the Minister a 
receipt containing prescribed information; deemed to be its pro- 
ceeds of disposition of the property and, for the purposes of subsec- 
tion (1), the fair market value of the gift made by the corporation. 


Proposed Amendment — 110.1(2.1), (3) 


(2.1) Where subsec. (3) applies — Subsection (3) Pigg in 
circumstances where ; 


(a) a corporation makes a gift at any time of 


(i) capital property to a donee described i in rss al (Iya), [ 
(b) or (d), or : 


(ii) in the case of a corporation not regent in Canada, real 
or immovable property situated in Canada to a prescribed 
donee who provides an undertaking, in a form satisfactory 
to the Minister, to the effect that the property will be held 
for use in the public interest; and — 


(b) the fair market value of the property otherwise determined 
at that time exceeds 


(i) in the case of depreciable property of a prescribed class, 
the lesser of the undepreciated capital cost of that class at 
the end of the taxation year of the corporation that includes 
that time (determined without reference to the proceeds of 
disposition designated in respect of the property under sub- 
section (3)) and the adjusted cost base to the corporation of 
the property immediately before that time, and 


(ii) in any other case, the adjusted cost base to the corpora- 
tion of the property immediately before that time. 


Related Provisions: 118.1(5.4) — Parallel rule for individuals; 248(35)-(39) — —_ 
Value of gift limited to cost if acquired within 3 years or as tax shelter. 


Regulations: 3504 (prescribed donee for 110.1(2.1)(a)(ii)). 


(3) Gifts of capital property — If this subsection applies in re- 
spect of a gift by a corporation of property, and the corporation 
designates an amount in respect of the gift in its return of income 
under section 150 for the year in which the gift is made, the 
amount so designated is deemed to be its proceeds of disposition 
of the property and, for the purpose of subsection 248(31), the fair 
market value of the gift, but the amount so designated may not 
exceed the fair market value of the property otherwise determined 
and may not be less than the greater of 


(a) in the case of a gift made after December 20, 2002, the 
amount of the advantage, if any, in respect of the gift, and 


(b) the amount determined under subparagraph (2.1)(b)() or 
(ii), as the case may be, in respect of the property. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 60(9), 
will add subsec. 110.1(2.1) and amend subsec. (3) to read as above, applicable to 
gifts made after 1999 except that, for gifts made after 1999 and before December 21, 
2002, the expression “‘subsection 248(31)” in subsec. 110.1(3) is to be read as “sub- 
section (1)”. 


Technical Notes (July 2010): Subsection 110.1(3) provides that, if a corporation 
donates capital property to a charity, it may designate a value between the adjusted 
cost base and the fair market value of the donated property to be treated both as the ° 
proceeds of disposition for the purpose of calculating its capital gain and the amount 
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of the gift for the purpose of the deduction allowed for ane donations under 
subsection 110.1(1). 


Subsection 110.1(3) is restructured as new subsection 110.1(2.1) and revised subsec- 
tion 110.1(3). New subsection 110.1(2.1) describes the circumstances under which © 
amended subsection 110.1(3), which remains generally unchanged, will apply. How- 
ever, where the property is depreciable property, subsection 110.1(2.1) includes those. 
situations where the actual value of the gifted property is between the undepreciated 
capital cost of that class at the end of the taxation yee of the Peas ~ the fair 
market value of the donated property. 1 set 


Amended subsection 110.1(3) provides for the amount that may be designated by the m 


corporation. As with the former provision, the amount designated is considered to be 


the corporation’s proceeds of disposition of the gift. The subsection also continues to 


provide that the amount designated is treated as the fair market yalue of the property 
transferred by way of gift. However, under the amended version, this is for the pur- 
pose of new subsection 248(31) of the Act instead of for subsection 110,1(1). New 
subsection 248(31) generally provides that the “eligible amount” of a gift is the ex- 
cess of the fair market value of a property transferred by way of gift over the value of 
the advantage or benefit, if any, to which the transferor is entitled. The “eligible 
amount” is relevant to the determination of the amount deductible under subsection 
110.11) by the corporation. 


Finally, amended subsection 110.1(3) allows a corporation to reduce the amount of 


recaptured depreciation that might otherwise be calculated in respect of a gift of de- — 


preciable property, with a corresponding reduction to the eligible amount deductible 


under subsection 110.1(1) in respect of the gift. However, the designated amount : 


may not be lower than the amount of any actual proceeds of disposition in respect of 


the property (or, more specifically, the amount of the advantage in respect of the gift, — 


as defined in. new. subsection 248(32)). 


In particular, the amount designated by the corporation in respect of the property 
transferred may not exceed the fair market value of the property otherwise deter- 
mined, and may not be less than the greater of 


* the amount of the advantage, if any, in respect of the gift, and 


* the adjusted cost base of the property or, if the property is depreciable property 
of the: corporation, ‘the undepreciated capital cost of the class of the property at 


the end of the corporation’s taxation year (determined without reference to the 


proceeds of disposition designated in fespect of the property). 


See also the example in the commentary to subsections 118.1(5.4) and (6) of the Act, 
which apply ee to individuals as do subsections 110.122.1) and (3) to 
corporations. 


For additional details regarding the eligible amount and the amount of the advantage 
in respect of a gift, see the commentary to new subsections 248(31) and (32). — 


Letter from Dept. of Finance, Feb. 15, 2000: See under 118.1(5.4), (6). 


Related Provisions: 118.1(5.4), (6) — Parallel rule for individuals; 248(32) — De- 
termination of amount of advantage; 248(35)—(37) — Value of gift limited to cost if 
acquired within 3 years or as tax shelter. 


History: The closing words of subsec. 110.1(3) amended by 2001, c. 17, subsec. 
85(3), applicable in respect of gifts made after February 27, 1995. The closing words 
formerly read: 


such amount, not greater than the fair market value and not less than the ad- 
justed cost base to the corporation of the property at that time, as the corporation 
designates in its return of income under section 150 for the year in which the gift 
is made shall, if the making of the gift is proven by filing with the Minister a 
receipt containing prescribed information, be deemed to be its proceeds of dispo- 
sition of the property and, for the purposes of subsection (1); the fair market 
value of the gift made by the corporation. 


Subpara. 110.1(3)(a)(i) amended by 1996, c. 21, subsec. 20(2), applicable to gifts made 
after February 27, 1995. The subpara. formerly read: 


(i) capital property to a donee described in paragraph (1)(a) or (b), or 
That portion of subsec. 110.1(3) following para. (b) amended by 1994, c. 7, Sch. VIII 


(1993, c. 24), s. 46, applicable to gifts made after December 11, 1988. That portion ~ 


formerly read: 


such amount, not greater than the fair market value and not less than the ad- 
jJusted cost base to the corporation of the property at that time, as is designated 
by the corporation in its return of income under section 150 for the year in which 
the gift is made shall, if payment thereof is proven by filing with the Minister a 
receipt containing prescribed information, be deemed to be its proceeds of dispo- 
sition of the property and the amount of the gift made by the corporation. 


Regulations: 3500 to 3502 (prescribed information). 


Interpretation Bulletins: IT-288R2: Gifts of capital properties to a charity and 
others. 


(4) Gifts made by partnership — Where a corporation is, at the 
end of a fiscal period of a partnership, a member of the partnership, 
its share of any amount that would, if the partnership were a person, 
bea gift made by the partnership to any donee shall, for the pur- 
poses of this section, be deemed to be a gift made to that donee by 
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the corporation in its taxation shegea in which the: ope a ai of the 
apeeship joe . 


Related Provisions: 53(2)(c)(iii) — Deduction from ACB of partnership interest; 
118.1(8) — Parallel rule for individuals; 248(30)-(3) — Determination of eligible 
amount. 


(5) Ecological gifts — For the purposes of applying subpara- 
graph 69(1)(b)(ii), this section and section 207.31 in respect of a 
gift described in paragraph (1)(d) that is made: by a taxpayer, the 
amount that is the fair market value (or, for the purpose of subsec- 
tion (3), the fair market value otherwise determined) of the gift at 
the time the gift was made and, subject to subsection (3), the tax- 
payer’s proceeds, of disposition, of the gift, is deemed to. be the 
amount determined by the Minister of the Environment to be 


(a) where the gift is land, the fair market value of.the gift; or. 


(b). where the. gift is a servitude, covenant or easement to which 
land is subject, the greater of 


(i) the fair market value otherwise determined of the BS and 


(ii) the amount by which the fair market value of the land is 
reduced as a result of the making of the. gift. 


Related Provisions: 43(2) — calculation for 110.1(5) also applies for determining 
capital gain or loss on disposition; 118.1(12) — Parallel rule for individuals: 


History: Subsec. 110.1(5) amended by 2001, c. 17, subsec. 85(5), applicable in respect 


of gifts made after February 27, 2000. The subsec. formerly read: 


(5) For the purposes of applying subparagraph 69(1)(b)@i), section 207.31, and 
this section in respect of a gift described in paragraph (1)(d) that is made by a 
taxpayer and that is a servitude, covenant or easement to which land is subject, 
the greater of 


(a) the fair market value otherwise determined of the gift, and 


(b). the amount by which the fair market value of the land is reduced as a 
result of the making of the gift 


is deemed to be the fair market value (or, for the purpose of subsection (3), the 
fair market value‘otherwise determined) of the gift at the time the gift was made 
and, subject to subsection (3), to be the taxpayer’s proceeds of disposition of the 
gift. 


S. 110.1(8) 


Subsec.'110.1(5) amended by the said c. 17, subsec. 85(4), applicable in respect of gifts 
made after February 27, 1995 and before February 28, 2000. The subsec. formerly 
read: 


(5) For the purposes of paragraph (1)(d) and section 207.31, the fair market value 
of a gift of a servitude, a covenant or an easement to which land. is subject is 
deemed; to. be the greater of its fair market value otherwise determined and the 
amount by which the fair market value of the land is reduced as a consequence of 
the making of the gift. 


Subsec.. 110.1(5) added. by 1998, c. 19, subsec. a), applicable to gifts made after 
February 27, 1995 


(6) Non-qualifying securities — Subsections 118.1(13), and 
(14) and (16) to (20) apply to a corporation as if the references in 
those ‘subsections to an individual were read as references to a cor- 
poration and as if a-non-qualifying security of a corporation in- 
cluded a share (other than a share listed on a designated. stock ex- 
change) of the capital stock of the corporation. 


Related Provisions: 40(1.01) — Capital gains reserve on disposition of non-qualify- 
ing security; 88(1)(e.61) — Winding-up of subsidiary — gift deemed made. by parent 
corporation; 110.1(7) — Where corporation ceases to exist after making donation of 
non-qualifying securities; 118.1(18) — Definition of non-qualifying security. 


History: Subsec. 110.1(6) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007; c: 35, para. 68(2)(f), applicable after December 
13, 2007. 


Subsec: 110.1(6) added by 1998, c./19; subsec. 20(2); applicable after July 1997. 


(7) Corporation ceasing to exist — If, but for this subsection, a 
corporation (other than a corporation that was a predecessor corpo- 
ration in an amalgamation to which subsection 87(1) applied or a 
corporation that was wound up in a winding-up to which subsection 
88(1) applied) would be deemed by subsection 118.1(13) to have 
made a gift after the corporation ceased to exist, for the purpose of 
this section, the corporation is deemed to have made the gift in its 
last taxation year, except that the amount of interest payable under 
any provision of this Act is the amount that it would be. if this sub- 
section did not apply to the. gift. 


History: Subsec. 110.1(7) added: by. 1998, c: 19, subsec. 20(2), applicable after July 
1997. 


(8) Eligible medical gift— For the purpose of paragraph 
(1)(a.1), a gift referred to in paragraph (1)(a) is an eligible medical 
gift of a corporation if 


(a) the corporation has directed the donee to apply the gift.to 
charitable activities outside of Canada; 


(b) the property that is the subject of the gift is a medicine that is 
available for the donee’s use at least,six months prior to its expi- 
ration date, within the meaning of the Food cede Drug 
Regulations; : 


(c) the medicine qualifies as a drug, within the meaning of the 
ra and Drugs Act, and the drug 


(i) meets the requirements of that Act, or would meet those 
requirements if that Act were read without reference to its 
subsection 37(1), and 


(ii) is not a food, cosmetic or device (as those terms are de- 
fined in that Act), a natural health product (as defined in the 
Natural. Health, Products, Regulations), or a veterinary drug; 


(d) the property was, immediately before the making of the gift, 
described in an inventory in respect of a business of the corpora- 
tion; and 


(e) the donee-is a registered charity that, in the opinion of the 
Minister of International Cooperation (or, if there is no such 
Minister, the Minister responsible for the Canadian International 
Development Agency) meets conditions prescribed by 
regulation. 
Related Provisions: 110.1(9) — Conditions, for 110.1(8)(e);, 149.1(15)(d) — Gov- 
ernment may disclose list of qualifying charities. 


History: Para. 110.1(8)(e) amended by 2009, c. 2, subsec. 29(1) to substitute “condi- 
tions prescribed by regulation” for “prescribed conditions”, applicable in respect of 
gifts made after June 2008. 
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Paras. 110.1(8)(b), (c) and (e) amended by 2008, c. 28, subsecs. 12(1), (2), applicable 
in respect of gifts made after June 30, 2008. Those portions formerly read: 


(b) in the case of a gift made on or before October 2, 2007, the property that is 
the subject of the gift is medicine; 


(c) in the case of a gift made after’ October 2,'2007, the property that is the 
subject of the gift is a medicine that qualifies as a drug, within the meaning of 
the Food and Drugs Act, and the drug 


(e) the donee is a registered charity that has received a disbursement under a 
program of the Canadian International Development Agency. 


Subsec. 110.1(8) added by 2007, c. 35, subsec. 30(2), applicable in respect of gifts of 
property made after March 18, 2007. 
Regulations: 3505 (conditions to qualify). 


(9) Rules governing international medical charities — For 
the purpose of paragraph (8)(e), 
(a) for greater certainty, nothing in paragraph (8)(b) modifies the 
application to a registered charity of the prescribed’ conditions 
referred to in paragraph (8)(e); . 
(b) if, in respect of a registered charity, the Minister referred to 
in paragraph (8)(e) is of the opinion described in that paragraph 
(i) that Minister may also designate a period of time during 
which that opinion is valid, and 
(ii) notwithstanding subparagraph (i), the opinion may be re- 
voked at any time by that Minister if 
(A) that Minister is of the opinion that the registered char- 
ity no longer meets prescribed conditions referred to in 
paragraph (8)(e), or 
(B) any person has made any misrepresentation that is at- 
tributable to neglect, carelessness or wilful default for the 
purpose of obtaining the opinion; and 
(c) a revocation referred to in subparagraph (b)(ii) is effective as 
of the time that notice, in writing, of the revocation is issued by 
that Minister to the registered charity. 
Related Provisions: 149.1(15)(d) — Government may disclose list of qualifying 
charities. 
History: Subsec. 110.1(9) added by 2009, c. 2, subsec. 29(2), applicable. in. respect of 
gifts of property made after June 2008. 
Regulations: 3505 (conditions to qualify). 
Definitions [s. 110.1]: “adjusted cost base” — 54, 248(1); “advantage” — 248(32); 
“amount”, “business” — 248(1); “Canada” — 255, Interpretation Act 35(1); “capital 
property” — 54, 248(1); “corporation” — 248(1), Interpretation Act 35(1); “deprecia- 
ble property” — 13(21), 248(1); “designated stock exchange” — 248(1), 262; “disposi- 
tion” — 248(1); “eligible amount” — 248(31), (41); “eligible medical gift” — 
110.1(8), (9), Reg. 3505; “fair market value” — 110.1(5), 118.1010), 248(35); “fiscal 
period” — 249(2)(b), 249.1; “Her Majesty” — Interpretation Act 35(1); “immov- 
able” — Quebec Civil Code art. 900-907; “inventory”, “Minister” — 248(1); “person”, 
“prescribed”, “property” — 248(1); “province” — Interpretation Act 35(1); “qualified 
donee” — 149.1(1), 248(1); “real servitude” — Quebec Civil Code art. 1177; “regis- 


tered Canadian amateur athletic association”, “registered charity”, “regulation” — 


248(1); “resident in Canada” — 250; “taxable income” — 2(2), 248(1); “taxation 
year” — 249; “undepreciated capital cost” — 13(21), 248(1); “writing” — Interpreta- 
tion Act 35(1); “written” — Interpretation Act 35(1) [“writing”’). 


110.2 [Lump-sum averaging] — (1) Definitions — The defini- 
tions in this subsection apply in this section and section 120.31. 


“eligible taxation year’’, in respect of a qualifying amount received 
by an individual, means a taxation year 


(a) that ended after 1977 and before the year in which the indivi- 
dual received the qualifying amount; 


(b) throughout which the individual was resident in Canada; 


(c) that did not end in a calendar year in which the individual 
became a bankrupt; and 


(d) that was not included in an averaging period, within the 
meaning assigned by section 119 (as it read in its application to 
the 1987 taxation year), pursuant to an election that was made 
and not revoked by the individual under that section. 


“qualifying amount” received by an individual in a taxation year 
means an amount (other than the portion of the amount that can 
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reasonably be considered to be received as, on account of, in lieu of 
payment of or in satisfaction of, interest) that is included in comput- 
ing the individual’s income for the year and is 


(a) an amount 


(i) that is received pursuant to an order or judgment of a 

competent tribunal, an arbitration award or a contract by 
which the payor and the individual terminate a legal proceed- 
ing, and 


(ii) that is 
(A) included in computing the individual’s income from 
an office or employment, or 


(B) received as, on account of, in lieu of payment of or in 
satisfaction of, damages in respect of the individual’s loss 
of an office or employment, 


(b) a superannuation or pension benefit (other than a benefit re- 
ferred to in clause 56(1)(a)(i)(B)) received on account of, in lieu 
of payment of or in satisfaction of, a series of periodic payments 
(other than payments that would have otherwise been made in 
the year or in a subsequent taxation year), 


(c) an amount described in paragraph 6( 1)(f), subparagraph 
56(1)(a)(iv) or paragraph 56(1)(b), or 


(d) a prescribed amount or benefit, 


except to the extent that the individual may deduct for the year an 
amount under paragraph 8(1)(b), (n) or (n.1), 60(n) or (0.1) or 
110(1)(f) in respect of the amount so included. 


“specified portion’’, in relation to an eligible taxation year, of a 
qualifying amount received by an individual means the portion of 
the qualifying amount that relates to the year, to the extent that the 
individual’s eligibility to receive the portion existed in the year. 


Related Provisions: 120.31(1) — Definitions apply to 120.31. 


(2) Deduction for lump-sum payments — There may be de- 
ducted in computing the taxable income of an individual (other than 
a trust) for a particular taxation year the total of all amounts each of 
which is a specified portion of a qualifying amount received by the 
individual in the particular year, if that total is $3,000 or more. 
Related Provisions: 120.31 — Tax payable for other years. 


History: S. 110.2 added by 2000, c. 19, s. 17, applicable to amounts received by an 
individual after 1994 (other than an amount in respect of which tax has been remitted to 
the individual under subsec. 23(2) of the Financial Administration Act) and, notwith- 
standing subsecs. 152(4) to (5) of the Income Tax Act, any assessment of the indivi- 
dual’s tax payable under that Act for any taxation year that ended before 1999 shall be 
made as is necessary to take into account the application of s. 110.2. 


Selected Cases [s. 110.2]: Céré v. R., [2002] 4 C.T.C. 2025 (TCC) (Provision 
intended to reduce anomalies in income and reference was to taxable income, not ad- 
justed income). 


Definitions [s. 110.2]: “amount”, “bankrupt” — 248(1); “calendar year” — Interpre- _ 
tation Act 37(1)(a); “eligible taxation year” — 110.2(1); “employment”, “individual”, 
“non-resident”, “office”, “prescribed” — 248(1); “qualifying amount” — 110.2(1); 
“resident in Canada” — 250; “specified portion” — 110.2(1); “superannuation or pen- 
sion benefit”, “taxable income” — 248(1); “taxation year” — 249; “trust” — 104(1), 
248(1), 248(3). 


Forms: T1198: Statement of qualifying retroactive lump-sum payment. 
110.3 [Repealed under former Act] 


110.4 [Repealed] 


History: S. 110.4 repealed by 2000, c. 19, s. 18, applicable to 1998 et seq. S. 110.4 
formerly read: 


110.4 (1) [Repealed under former Act] 


(2) Election — Where an individual files with the individual’s return under this 
Part for a taxation year ending before 1998 and throughout which the individual 
was resident in Canada an election in prescribed form on or before the day on or 
before which the individual was, or would have been if tax had been payable 
under this Part by the individual for the year, required to file:a return of income 
under this Part for the year, there shall be added in computing the individual’s 
taxable income for the year the amount, if any, by which 


(a) such portion of the individual’s accumulated averaging amount at the end 
of the immediately preceding taxation year as is specified by the individual 
in the election ; 
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» exceeds 
(b) the total of amounts that would be’ the individual’s farm loss or non- 
capital loss for the year if the amount determined for B in the definition 
“farm loss” or for C in the definition “non-capital loss” in subsection 111(8) 
were zero. 


(3) [Repealed under former Act] 


(4) Death of a taxpayer — For the purposes of subsection (2), where an indivi- 

dual was resident in Canada throughout the period beginning on the first day of 

the taxation year in which the individual died and ending at the time of the indi- 
. vidual’s death, the individual shall be deemed to have been resident in Canada 

throughout that year. 

(5), Exception —.Subsection-(2) does not apply vith respect to a return of in- 

come filed under subsection 70(2) or 150(4) or paragraph 104(23)(d). 


(6) [Repealed under former Act] 


(6.1) Revocation of election — An election filed by an individual under sub- 
‘section (2) for a taxation year may be revoked, 


(a) where the individual died in the year in which the election was filed, by 

the individual or the individual’s legal representative filing with the Minister 

a notice of revocation in writing not later than the day on or before which the 

individual’ s return of income; for the year of death is required to be filed, or 

would be required to be filed if tax under this Part were payable for the year 
| of death; and 


(b) in any other case, by the individual or the legal representative filing with 
the Minister a notice of revocation in writing not later than the 30th day 
following the day of mailing of a notice of assessment of an amount payable 
by the individual under this Part for the year. 


(7) [Repealed under former Act] 


(8) Accumulated averaging amount — In this section and section 120.1, the 
accumulated averaging amount of an individual 


(a) at the end of any taxation year before 1998 (other than a taxation year in 
which the individual dies) is the product obtained when 
(i) the amount, if any, by which 
(A) the individual’ s accumulated averaging amount at the end of the 
immediately preceding taxation year 
exceeds 


(B) the amount specified under subsection (2) by the individual in 
the individual’s election for the year 
is multiplied. by 


(ii) the ratio (adjusted in such manner as may be prescribed and rounded 
to the nearest one-thousandth or, where the ratio is equidistant from two 
consecutive one-thousandths, to the higher thereof) that the Consumer 
Price Index of the 12 month period that ended on September 30 of that 
year bears to the Consumer Price Index. for. the. 12, month period .that 
ended on September 30 of the immediately preceding year; 


(b) at the end of the taxation year before 1998 and in which the individuals 
dies is 
(i) nil, where the individual’s tax payable under this Part for the year is 
computed under section 119, or 


(ii) the amount determined under subparagraph (a)(1) for the year, in any 
other case; and 


(c) at any time after 1997 is nil. 


Subpara. 110.4(8)(b)(ii) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 80, to substi- 
tute “subparagraph (a)(i)” for “paragraph (a)”, applicable to 1988 et seq: 


110.5 Additions for foreign tax deductions — There shall be 
added to a corporation’s taxable income otherwise determined for a 
taxation year such amount ‘as the corporation may claim to the ex- 
tent that the addition thereof 


(a) increases any amount deductible by the: corporation under 
subsection: 126(1) or (2) for the year; and 


(b) does not increase an amount deductible by the corporation 
under any of sections. 125, 125.1,°127; 127.2.and 127.3 for the 
year. 
Related Provisions: 111(8)“non-capital loss”B — Carryover\of amount determined 
under 110.5; 115(1)(a)(vii) — Parallel rule for authorized foreign bank. 
Definitions [s. 110.5]: “amount”? — 248(1); “corporation” — 248(1),: Interpretation 
Act 35(1); “taxable income” — 2(2), 248(1); “taxation year” — 249. 
Interpretation Bulletins [s. 110.5]: IT-232R3: Losses — their deductibility in the 
loss year or in other years; IT-270R3: Foreign tax credit; IT-302R3: Losses of a corpo- 
ration — the effect that acquisitions of control, amalgamations, and windings-up have 
on their deductibility — after January 15, 1987. 


S. 110.6(1) ann 


110.6 (1) [Capital gains exemption — ] Definitions — For the 
purposes of this section, 


“annual gains limit” of an individual for a taxation year means the 
amount determined by the formula —__ 


A=B 
where 
A is the lesser of 


(a) the amount determined in respect of the individual for the 
year under paragraph 3(b) in respect of ee gains and cap- 
ital losses, and 


(b) the amount that would be determined in respect of the 
individual, for, the year under paragraph 3(b) in respect of 
capital gains and losses if the only properties referred to in 
that paragraph were qualified farm properties disposed of by 
the individual after 1984, qualified small business, corpora- 
tion shares disposed of by the individual after June 17, 1987 
and qualified fishing properties disposed of by the individual 
on or after May 2, 2006, and 


Bis the total of 
(a) the amount, if any, by which 


(i) the individual’s net capital losses for, other taxation 
years deducted under paragraph 111(1)(b) in computing 
the individual’s taxable income for the vga 


exceeds 


(ii) the ‘amount, if any, by which the amount determined 
in respect of the individual for the year under paragraph 
3(b) in respect of capital gains and capital losses exceeds 
the amount determined for A in respect of the individual 
for the year, and 


(b) all of the; individual’s. allowable. business investment 
losses for the year; 


Related Provisions: 110.6(13) — Meaning of “amount determined under para. 
3(b)”; 257 — Formula cannot calculate to less than zero: See also at end of s: 110.6. 


History: Para. (b) of the description of A in the definition “annual gains limit” in 
subsec. 110.6(1) amended by, 2007, c. 2; subsec. 17(2), applicable to dispositions of 
property that occur after May. 1, 2006. Para. (b) formerly read: 


(b) the amount that would be determined in respect of the individual for the year 
under paragraph 3(b) in respect of capital gains and losses if the only properties 
referred to; in that paragraph were qualified farm: properties disposed of by the 
individual after 1984 and qualified small business corporation shares disposed of 
by the individual after June 17, 1987, and 


Para. (b) of the description of A in the, definition “annual gains limit” in subsec. 
110.6(1) amended by 1995, c. 3, subsec. 32(2), applicable to 1994 et seq. except that, 
for the 1994 and 1995 taxation years, it shall be read as follows: 


(b) the amount that would be determined in respect of the individual for the ‘year 
under paragraph 3(b) in respect, of capital gains and. capital losses if 


(i) the only properties referred to in paragraph 3(b) were properties disposed 
of by the individual after 1984 and, except where the property was at the 
time of the disposition a qualified small business corporation share or quali- 
fied. farm property of the individual, before February 23, 1994, 


(i.1) no amount were included under paragraph 3(b) in respect of 


(A) a taxable capital gain of the individual that resulted from an election 
made under subsection (19) by a personal trust unless the individual was 
a beneficiary under the trust on February 22, 1994, and 


(B) that portion of a taxable capital gain referred to in clause (A) that 
can reasonably be regarded as being in respect of an amount that is in- 
cluded in computing the’ individual’s income because of an interest in 
the trust that was acquired by the individual after February, 22, 1994, 


(i.2) except for the purpose of determining the individual’s share of a taxable 
capital gain of a partnership for its fiscal period that includes February 22, 
1994 or a taxable capital, gain of the individual resulting from a designation 
made under section 104 by.a trust for its taxation year that includes that day, 
in determining the individual’s. taxable capital. gain for the 1995 taxation 
year from the disposition of a property (other than a qualified small business 
corporation share or qualified farm property), this Act were read without 
reference to subparagraphs 40(1)(a)(ii) and 44(1)(e)(ii), and 


(ii) the individual’s capital gains and capital losses for the year from disposi- 
tions of non-qualifying real property of the individual: were equal to the indi- 
vidual’s eligible real property gains and eligible real property losses, respec- 
tively, for the year from those dispositions, and 
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Para. (b) of the description of A formerly read: 

(b) the amount that would be determined in respect of the individual for the year 

under paragraph 3(b) in respect of capital gains and capital losses if 
(i) the only properties referred to in paragraph 3(b) were properties disposed 
of by the individual after 1984, and 
(ii) the individual’s capital gains and capital losses for the year from disposi- 
tions of non-qualifying real property of the individual were equal to the indi- 
vidual’s eligible real property gains and eligible real property losses, respec- 
tively, for the year from those dispositions, and 


“Annual gains limit” in subsec. 110.6(1) amended by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 47(1), applicable (as amended by 1994, c. 21, subsec. 50(6)) to 1985 et 
seq. except that in its application to the 1985 to 1991 taxation years para. (b) of the 
description of A shall be read as follows: 


(b) the amount that would be determined in respect of the individual for the year 
under paragraph 3(b) in respect of capital gains and capital losses if the only 
properties referred to in paragraph 3(b) were properties disposed of by the indivi- 
dual after 1984, and 


That definition formerly read: 
“annual gains limit” of an individual for a taxation year means the amount, if 
any, by which 


(a) the amount that would be determined in respect of the individual for the 
year under paragraph 3(b) in respect of capital gains and capital losses if the 
only properties referred to in that paragraph were properties disposed of by 
the individual after 1984 


exceeds the total of 


(b) the amount of the individual’s net capital losses for other taxation years 
deducted in computing the individual’s taxable income for the year under 
paragraph 111(1)(b), and 
(c) the total of all the individual’s allowable business investment losses for 
the year; 
Interpretation Bulletins: IT-236R4: Reserves — disposition of capital property 
(archived). 
Forms: See list at end of s. 110.6. 


“child” has the meaning assigned by subsection 70(10); 


“cumulative gains limit” of an individual at the end of a taxation 
year means the amount, if any, by which 


(a) the total of all amounts determined in respect of the indivi- 
dual for the year or preceding taxation years that end after 1984 
for A in the definition “annual gains limit” 


exceeds the total of 


(b) all amounts determined in respect of the individual for the 
year or preceding taxation years that end after 1984 for B in the 
definition “annual gains limit’, 


(c) the amount, if any, deducted under paragraph 3(e) in comput- 
ing the individual’s income for the 1985 taxation year, 


(d) all amounts deducted under this section in computing the in- 
dividual’s taxable incomes for preceding taxation years, and 


(e) the individual’s cumulative net investment loss at the end of 
the year; 
History: The definition “cumulative gains limit” in subsec. 110.6(1) substituted by 
1994, c. 21, subsec. 49(1), applicable to 1985 et. seq.; and, notwithstanding subsections 
152(4) to (5), such assessments and determinations in respect of any taxation years may 


be made as are necessary to give effect to the amended definition. That definition for- 
merly read: 


“cumulative gains limit” of an individual at the end of a taxation year means the 
amount, if any, by which 
(a) the total of all amounts each of which is 
(i) the amount determined in respect of the individual for the year or a 


preceding taxation year ending after 1987 for A in the definition ‘annual 
gains limit”, or 


(ii) the amount determined in respect of the individual for a preceding 
taxation year ending after 1984 and before 1988 under paragraph (a) of 
the definition “annual gains limit” as it read in its application to those 
years 


exceeds the total of 
(b) all amounts each of which is 


(i) the amount determined in respect of the individual for the year or a 
preceding taxation year ending after 1987 under paragraph (a) or (b) of 
the description of B in the definition “annual gains limit”, 
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(ii) the amount determined in respect of the individual for a preceding 
taxation year ending after 1984 and before 1988 under paragraph (b) or 
(c) of the definition “annual gains limit” as it read in its application to 
those years, or 

(iii) an amount deducted under paragraph 3(e) by the individual for the 
individual’s 1985 taxation year, 


(c) all amounts deducted under this section in computing the individual’s 
taxable income for a preceding taxation year, and 


(d) the individual’s cumulative net investment loss at the end of the year; 
“Cumulative gains limit” in subsec. 110.6(1) amended by 1994, c. 7, Sch. VII (1993, 
c. 24), subsec. 47(1), applicable to 1988 et seg. That definition formerly read: 

“cumulative gains limit” of an individual at the end of a taxation year means the 
amount, if any, by which 


(a) the total of all amounts each of which is the amount determined in re- 
spect of the individual for the year or a preceding taxation year ending after 
1984 under paragraph (a) of the definition “annual gains limit” in this 
subsection 


exceeds the total of 


(b) the total of all amounts each of which is the amount determined in re- 
spect of the individual for the year or a preceding taxation year ending after 
1984 under paragraph (b) or (c) of the definition “annual gains limit” in this 
subsection or an amount deducted by the individual under paragraph 3(e) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 
for the individual’s 1985 taxation year, 


(c) the total of all amounts each of which is an amount deducted by the 

individual under this section in computing the individual’s taxable income 

for a preceding taxation year, and 

(d) the individual’s cumulative net investment loss at the end of the year; 
Selected Cases [110.6(1)“cumulative gains limit”]: Hunter v. R., [1997] 3 
C.T.C. 3104 (TCC) (Minister entitled to take into account events in earlier years in 
determining cumulative gains limit). 


“cumulative net investment loss” of an individual at the end of a 

taxation year means the amount, if any, by which 
(a) the total of all amounts each of which is the investment ex- 
pense of the individual for the year or a preceding taxation year 
ending after 1987 

exceeds 


(b) the total of all amounts each of which is the investment in- 
come of the individual for the year or a preceding taxation year 
ending after 1987; 


Forms: 1936: Calculation of cumulative net investment loss. 


“eligible real property gain” — [Repealed] 
History: The definition “eligible real property gain” in subsec. 110.6(1) repealed by 
1995, c. 3, subsec. 32(1), applicable after 1995. The definition formerly read: 


“eligible real property gain” of an individual for a taxation year from a disposi- 
tion of a non-qualifying real property of the individual means the amount deter- 
mined by the formula 


where 
A is the indiyidual’s capital gain for the year from the disposition, 


Bis the number of calendar months in the period that begins with the later of 
the calendar month in which the property was last acquired by the individual 
and January 1972 and ends with February 1992, and 


Cis the number of calendar months in the period that begins with the later of 
the calendar month in which the property was last acquired by the individual 
and January 1972 and ends with the calendar month in which the property 
was disposed of by the individual; 


“Eligible real property gain” added to subsec. 110.6(1) by 1994, c. 7, Sch. VIII (1993, 
c. 24), subsec. 47(6), applicable to 1992 et seq. 
“eligible real property loss” — [Repealed] 


History: The definition “eligible real property loss” in subsec. 110.6(1) repealed by 
1995, c. 3, subsec. 32(1), applicable after 1995. The definition formerly read: 


“eligible real property loss” of an individual for a taxation year from a disposi- 
tion of a non-qualifying real property of the individual means the amount deter- 
mined by the formula 


B 
Adar 
G 


where 
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A is the individual’s capital loss for the year from the disposition, 


B is the number of calendar months in the period that, begins with the later of 
the calendar month in which the property was last acquired by the individual 
~ and January 1972 and ends with February 1992, and 


C_is the number of calendar months in the period that begins with the later of 
the calendar month in which the property was last acquired by the individual 
and January 1972 and ends with the calendar month in which the property 
was disposed of by the individual; 


“Eligible real property loss” added to subsec. 110.6(1) by 1994, c. 7, Sch. VIII (1993, 
@, 24), subsec. 47(6), applicable to 1992 et seq. 


“interest in a family farm partnership” of an individual (other 
than a trust that is not a personal trust) at any time means a partner- 
ship interest owned by the individual at that time if 


(a) throughout any 24-month period ending before that time, 
_. more, than 50% of the fair market value of the property of the 
partnership was attributable to 


(i) property that was used principally in the course of carry- 
ing on the business of farming in Canada in which the indivi- 
dual, a beneficiary referred to in clause (C) or a spouse, com- 
mon-law partner, child or parent of the individual or of a 
beneficiary referred to in clause (C) was actively engaged on 
a regular and continuous basis, by 


) (A) the partnership, 
(B) the individual, 


(C) where the individual is a personal trust, a beneficiary 
of the trust, 


(D) a spouse, common-law partner, child or parent of the 
individual or of ‘a beneficiary referred to in clause (C), 


(E) a corporation, a share of the capital stock of which 
was a share of the capital stock of a family farm corpora- 
tion of the individual, a beneficiary referred ‘to in clause 
(C) or a spouse, common-law partner, child or parent of 
the individual or of a beneficiary referred to in clause (C), 
or 


(F) a partnership, a partnership interest of which was an 
interest in a family farm partnership of the individual, a 
beneficiary referred to in clause (C) or a spouse, com- 
mon-law partner, child or parent of the individual or of a 
beneficiary referred to.in clause (C), 


(ii) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the property of which was attributable to properties described 
in subparagraph (iv), 
(iii) a partnership interest in.or indebtedness. of one or more 
partnerships all or substantially all of the fair market value of 
the property of which was attributable to properties. described 
in. subparagraph (iv), or 
(iv) properties described in any of subparagraphs (i) to (111), 
and 
(b) at that time, all or substantially all of the fair market value of 
the property of the partnership was attributable to property de- 
scribed in subparagraph (a)(iv); 
Related Provisions: See Related Provisions at end of s. 110.6. 
History: The definition “interest in a family farm partnership” in subsec. 110.6(1) 


amended by 2007, c. 2, subsec. 17(1), applicable to dispositions = property that occur 
after May 1, 2006. It formerly read: 


“interest in a family farm partnership” of an individual (other than a trust that is 
not a personal trust) at any time means an interest owned by the individual at that 
time in a partnership: where 


(a) throughout any 24-month period ending before that time, more than 50% 
of the fair market value of the property of the partnership was attributable to 


(i) property that was used by 
(A) the partnership, 
(B) the individual, 


(C) where the individual isa personal trust, a beneficiary of the 
trust, 
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(D) a spouse, common-law partner, child or parent of the individual 
or of a beneficiary referred to in clause (C), or 


(E) a corporation a share of the; capital stock of which was a share 
of the capital stock of a family farm corporation of the individual, a 
beneficiary referred to in clause (C) or a spouse, common-law part- 
ner, child or parent of the individual or of a beneficiary referred to 
in clause (C), 


principally in the course of carrying on the’business of farming in Can- 
ada in which the individual, a beneficiary referred to in clause (C) or a 
spouse, common-law partner, child, or parent of the individual or of a 
beneficiary referred to in clause (C) was actively engaged on a regular 
and continuous basis, 


(ii) shares of the capital stock or indebtedness of one or more. corpora- 
tions all or substantially all of the fair market value of the property of 
which was attributable to properties described in subparagraph (iii), or 


(iii) properties described in either subparagraph (i) or (ii), and 


(b) at that time, all or substantially all of the fair market value of the pro- 
perty of the partnership was attributable to 


(i) property that was used. principally, in the course of carrying on the 
. business of farming in Canada by the partnership or a person referred to 
in subparagraph (a)(i), 


(ii) shares of the capital stock or indebtedness of one or more corpora- 
tions described in subparagraph (a)(ii), or 


(iii) properties described in subparagraph (i) or (ii). 


The definition “interest in a family farm partnership” in subsec. 110.6(1), amended by 
2001, c. 17, s. 242 and 2000, c. 12, Sch. 2, s. 8, to replace “spouse,” with “spouse, 
common-law partner,” applicable to 2001 et seq. except that, if a taxpayer and a person 
have jointly elected pursuant to s. 144 of 2000, c. 12 in respect of the 1998, 1999 or 
2000: taxation year, the amendment applies: to the taxpayer and the person in respect of 
the. applicable taxation year and subsequent taxation years. 


“Tnterest in a family farm partnership” in subsec: 110.6(1) amended by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 47(2), applicable to 1992 et seg, That definition formerly 
read: 


“interest ina family farm partnership” of an individual (other than a trust that is 
not a personal trust) at any time means an interest owned by the individual at that 
time in a partnership where, 


(a) throughout any 24-month period ending before that time, more than 50% 
of the fair market value of the property of the partnership was attributable to 
property used by 


(i) the partnership, 
(ii) the individual, 
(iii) where the individual is a personal trust, a beneficiary of the trust, 


(iv) a spouse, child or parent of the individual or of a beneficiary re- 
ferred to in subparagraph (iii), or 


(v) a corporation a share of the capital stock of which was a share of the 
capital stock of a family farm corporation of the individual, a benefici- 
ary referred to in subparagraph (iii) or a spouse, child or parent of the 
individual or of such a beneficiary 


principally in the course of carrying on the business of farming in Canada in 
which the individual, a beneficiary referred to in subparagraph, (iii) or a 
spouse, child or parent of the individual or of such a beneficiary was actively 
engaged on a regular and continuous basis, and 


(b) at that time, all or substantially all of the fair market value of the pro- 
perty of the partnership was attributable to property that has been used prin- 
cipally in the course of carrying on the business of farming in Canada by the 
partnership or a person referred to in paragraph (a); 


“Interest in a family farm partnership” substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 81(1), applicable to 1988 et seg. That definition formerly read: 


“interest ina family farm partnership” of an individual (other than a trust that is 
not a personal trust) at any time means an interest owned by the individual at that 
time in a partnership all or substantially all of the property of which was, at that 
time, property used by 


(a) the partnership, 
(b) the individual, 
(c) where the individual is a personal trust, a beneficiary of the trust, 
. (d).a spouse, child or parent of a person referred to in paragraph (b) or (c), or 


(e) a corporation, a share of the capital stock of which was a share of the 
capital stock of a family farm corporation of an individual referred to in 
paragraph (b), (c) or (d) 


throughout a period of at least 24 months before that time in the course of carry- 
ing on the business of farming in Canada in which any individual referred to in 
paragraph (b), (c) or (d) was actively engaged ona regular and continuous basis; 


769 


S. 110.6(1) int 


“interest in a family fishing partnership” of an individual (other 
than a trust that is not a personal trust) at any time means a partner- 
ship interest owned by the individual at that time if 


(a) throughout any 24-month period ending before that time, 
more than 50% of the fair market value of the property of the 
partnership was attributable to 


(i) property that was used principally in the course of carry- 
ing on the business of fishing in Canada in which the indivi- 
dual, a beneficiary referred to in clause (C) or a spouse or 
common-law partner, child or parent of the individual or of a 
beneficiary referred to in clause (C) was actively engaged on 
a regular and continuous basis, by 


(A) the partnership, 
(B) the individual, 


(C) where the individual is a personal trust, a beneficiary 
of the trust, 


(D) a spouse, common-law partner, child or parent of the 
individual or of a beneficiary referred to in clause (C), 


(E) a corporation, a share of the capital stock of which 
was a share of the capital stock of a family fishing corpo- 
ration of the individual, a beneficiary referred to in clause 
(C) or a spouse, common-law partner, child or parent of 
the individual or of a beneficiary referred to in clause (C), 
or 


(F) a partnership, a partnership interest of which was. an 
interest in a family fishing partnership of the individual, a 
beneficiary referred to in clause (C) or a spouse, com- 
mon-law partner, child or parent of the individual or of a 
beneficiary referred to in clause (C), 


(11) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the property of which was attributable to properties described 
in subparagraph (iv), 
(iii) a partnership interest in or indebtedness of one or more 
partnerships all or substantially all of the fair market value of 
the property of which was attributable to properties described 
in subparagraph (iv), or 
(iv) properties described in any of subparagraph [sic] (i) to 
(iii), and 
(b) at that time, all or substantially all of the fair market value of 
the property of the partnership was attributable to property de- 
scribed in subparagraph (a)(iv); 
Related Provisions: See Related Provisions at end of s. 110.6. 
History: The definition “interest in a family fishing partnership” added to subsec. 


110.6(1) by 2007, c. 2, subsec. 17(4), applicable to dispositions of property that occur 
after May 1, 2006. 


“investment expense” of an individual for a taxation year means 
the total of 


(a) all amounts deducted in computing the individual’s income 
for the year from property (except to the extent that the amounts 
were otherwise taken into account in computing the individual’s 
investment expense or investment income for the year) other 
than any amounts deducted under 
(i) paragraph 20(1)(c), (d), (e), or (e.1) of this Act or para- 
graph 20(1)(k) of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952, in respect of borrowed 
money that was used by the individual, or that was used to 
acquire property that was used by the individual, 
(A) to make a payment as consideration for an income- 
averaging annuity contract, 
(B) to pay a premium under a registered retirement sav- 
ings plan, or 
(C) to make a contribution to a registered pension plan or 
a deferred profit sharing plan, or 


(ii) paragraph 20(1)G) or subsection 65(1), 66(4), 66.1(3), 
66.2(2), 66.21(4) or 66.4(2), 


Income Tax Act, Part I / 


(b) the total of 


(i) all amounts deducted under paragraph 20(1)(c), (d), (e), 
(e.1), (f) or (bb) of this Act or paragraph 20(1)(k) of the In- } 
come Tax Act, chapter 148 of the Revised Statutes of Canada, | 
1952, in computing the individual’s income for the year from | 
a partnership of which the individual was a specified member | 
in the fiscal period of the partnership ending in the year, and » 


(ii) all amounts deducted under subparagraph 20(1)(e)(vi) in § 
computing the individual’s income for the year in respect of | 
an expense incurred by a partnership of which the individual _ 
was a specified member in the fiscal period of the partnership | 
ending immediately before it ceased to exist, | 


(c) the total of 


(i) all amounts (other than allowable capital losses) deducted | 
in computing the individual’s income for the year in respect — 
of the individual’s share of the amount of any loss of a part- 
nership of which the individual was a specified member in | 
the partnership’s fiscal period ending in the year, and 


(ii) all amounts each of which is an amount deducted under | 
paragraph 111(1)(e) in computing the individual’s taxable in- 
come for the year, 


(d) 50% of the total of all amounts each of which is an amount 
deducted under subsection 66(4), 66.1(3), 66.2(2), 66.21(4) or 
66.4(2) in computing the individual’s income for the year in re- 
spect of expenses 


(i). incurred. and renounced under subsection 66(12.6), 
(12.601), (12.62) or (12.64) by a corporation, or 


(ii) incurred by a partnership of which the individual was a 
specified member in the fiscal period of the partnership in 
which the expense was incurred, and 


(e) the total of all amounts each of which is the amount of the 
individual’s loss for the year from 


(i) property, or 


(ii) renting or leasing a rental property (within the meaning 
assigned by subsection 1100(14) of the Income Tax Regula- 
tions) or a property described in Class 31 or 32 of Schedule 
II to the Income Tax Regulations 


owned by the individual or by a partnership of which the indivi- 
dual was a member, other than a partnership of which the indivi- 
dual was a specified member in the partnership’s fiscal period 
ending in the year, and 


(f) the amount, if any, by which the total of the individual’s net 
capital losses for other taxation years deducted under paragraph — 
111(1)(b) in computing the individual’s taxable income for the 
year exceeds the amount determined in respect of the individual 
for the year under paragraph (a) of the description of B in the 
definition “annual gains limit’; 


Related Provisions: 66(18)— Expenses of partnerships (re para. (d)). See also 
Related Provisions at end of s. 110.6. 


History: Subpara. (a)(ii) of the definition “investment expense” in subsec. 110.6(1) 
amended by 2001, c. 17, subsec. 86(1), to add reference to subsec. 66.21(4), applicable 
to taxation years that begin after 2000. 


Para. (d) of the definition “investment expense” in subsec. 110.6(1) amended by the 
said c. 17, subsec. 86(2), applicable to taxation years that begin after 2000. The para. 
formerly read: 


(d) 50% of the total of all amounts each of which is an amount deducted under 
subsection 66(4), 66.1(3), 66.2(2) or 66.4(2) in computing the individual’s in- 
come for the year in respect of expenses incurred and renounced under subsec- 
tion 66(12.6), (12.601), (12.62) or (12.64) by a corporation or incurred by a part- 
nership of which the individual was a specified member in the fiscal period of 
the partnership in which the expense was incurred, and 


Para. (d) of the definition “investment expense” in subsec. 110.6(1) amended by 1994, 
c. 8, s. 13, to add reference to subsec. 66(12.601), applicable to 1992 et seq. 


Para. (f) of “investment expense” in subsec. 110.6(1) added by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 47(3), applicable to 1992 et seq. 
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Paras. (a), (b) of “investment expense” in subsec. 110.6(1) substituted by 1994, c. 7, 
Sch. I1.(1991, c. 49), subsec. 81(2), applicable to 1988 et seg. except that 
(a) para. (a) does not apply before 1989 to amounts deducted under para. 20(1)(a) 
in respect, of a’ certified production (within. the, meaning. assigned by subsec. 
1104(2) of the Regulations) of a taxpayer or a partnership that is property included 
in para. (n) in Cl. 12 of Sch. II to the Regulations, and 
(b) in its application to a taxpayer who so elects by notifying the Minister of Na- 
tional Revenue in writing before 1993, subpara. (a)(ii) shall, in respect of the tax- 
payer’s 1988 and 1989. taxation. years, be read as follows: 


(ii) paragraph 20(1)G), to the extent that the total of all amounts deducted 
under that paragraph by the taxpayer in the year or a preceding taxation year 
ending after 1987 exceeds the total of,all amounts each of which is an 
amount that 


(A) was included in the taxpayer’s investment income: for the eaves s 
1988 or 1989 taxation year, and 


(B) was included under subsection 15(2) in the taxpayer’ Ss. income for 
the taxpayer’s 1988 or 1989 taxation year, 


or subsection 65(1), 66(4), 66.1(3), 66.2(2) or 66.4(2), 
Paras. (a), (b) formerly read: 


' (a) the total of all amounts each of which is an amount (other than an amount 
deducted under subsection 65(1), 66(4), 66.1(3), 66.2(2) or 66.4(2)) deducted in 
computing the individual’s income for the year from property, except to the ex- 
tent that the amount was included in computing the individual’s investment ex- 
pense for the 'year under paragraph (b), (c) or (e), 


(b) the total of all amounts each of which is an amount deducted under paragraph 
20(1)(c), (d), (e), (f) or (bb) of this Act or paragraph 20(1)(k) of the: Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952. in computing the indi- 
vidual’s income forthe year from a partnership of which the individual was a 
specified member in the fiscal period of the partnership ending in the year, 


Subpara. (c)(i) of “investment expense” in subsec. 110.6(1) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 81(3), applicable to 1988 et seg. Subpara. (c)(i) formerly 
read: 
(i) all amounts each of which is an amount deducted in computing the indivi- 
dual’s income for the year as the individual’s share of the amount of any loss of 
a partnership of which the individual was a specified member in the fiscal period 
of the partnership ending in the year, and 
That portion of para. (e) of “investment expense” following’ subpara. (ii) in subsec. 
110.6(1) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 81(4), applicable to 
1988 et’ seg., except that the para. does not apply before 1989 to amounts deducted 
under para. 20(1)(a) in respect of a certified production (within the meaning assigned 
by subsec. 1104(2) of the Regulations) of a taxpayer or a partnership that is property 
included in para. (n) in Cl. 12 of Sched. II to the Regulations. That portion of para. (e) 
formerly read: 


owned by the individual or by a partnership of, which the individual was a mem- 
ber, except. to the extent that the amount was included in computing the indivi- 
dual’s investment expense for the year under paragraph (c); 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


‘“fnvestment income” of an individual for a taxation year means 
the total of 


(a) all amounts included in computing the individual’s income 
for the year from property (other than.an amount included under 
subsection 15(2) or paragraph 56(1)(d) of this Act or paragraph 
56(1)(d.1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952), including, for greater certainty, any 
amount so included under subsection 13(1) in respect of a pro- 
perty any income from which would be income from property 
(except to the extent that the amount was otherwise: taken. into 
account in computing the individual’s investment income or in- 
vestment expense for the year), 


(b) all amounts (other than taxable capital gains) jneluded in 
computing the individual’s income. for the year-in.respect of the 
individual’s share of the income of a partnership of which the 
individual was a specified member in the partnership’s fiscal pe- 
riod ending in the year, including, for greater certainty, the indi- 
vidual’s share of all amounts included under subsection 13(1) in 
computing the income of the partnership, 


(c) 50% of all amounts included under subsection 59(3.2), in 
computing the individual’s income for the year, 


(d) all amounts each of which is the:amount of the individual’s 
income for the year from 


(1) a property, .or 
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(ii) renting or leasing a rental property (within the meaning 
assigned by subsection 1100(14) of the Income Tax Regula- 
tions) or a property described in Class'31 or 32 of Schedule 
II to the Income Tax Regulations 


owned by the individual or by a partnership of which the indivi- 
dual was a member (other than a partnership of which the indivi- 
dual: was a specified member in’ the partnership’s fiscal period 
ending in the year), including, for greater ‘certainty, any amount 
included under subsection 13(1) in computing the individual’s 
income for the year in respect of a rental property of the indivi- 
dual or the partnership or in’ respect of a property any income 
from which would be income from property, 


(e) the amount, if any, by which 


(i) the total of all amounts (other than amounts in respect of 
income-averaging annuity contracts or annuity contracts pur- 
chased under deferred profit sharing plans or plans referred 
to in subsection 147(15) as revoked plans) included under 
paragraph 56(1)(d) of this Act or paragraph 56(1)(d.1) of the 
Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952, in computing the individuai’s income for the year 


exceeds 


(ii) the total of all amounts deducted under paragraph 60(a) 
in computing the’ individual’s income for the year, and 


(f) the amount; if any, by which the total of all amounts included 

under paragraph 3(b) in respect of capital gains and capital 

losses in computing the individual’s income forthe year exceeds 

the amount determined in respect of the individual for the year 
“for A in the definition “annual gains limit”; 


History: Para. (f) of “investment income” in subsec. 110.6(1) added by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 47(4), applicable to 1992 et seq. 


“Investment income” amended to substitute paras. (a) to (e) for'(a) to (d) by 1994, c. 7, 
Sch. I1:(1991, ic. 49), subsec.'81(5), applicable to 1988 et seq. except that in its applica- 
tion to a taxpayer who so:elects by notifying the Minister of National Revenue in writ- 
ing before, 1993, para. (a) shall be read without reference. to “subsection 15(2) or” in 
respect of the taxpayer’s 1988 and 1989 taxation years, Paras. (a) to (d) formerly read: 


(a) the total of all amounts included in computing the individual’s income for the 
year from property, including, for, greater certainty, any amount included under 
- subsection 13(1) in respect of a property the income from. which would be in- 
come from property, except to the extent that the amount was included in com- 
puting the individual’s investment income for the year under paragraph (b) or 


(d), 


(b) the total of all amounts each of which is an amount included in computing 

the individual’s income for the year as the individual’s share of the income of a 

partnership of which the individual was a specified member in the fiscal period 

of the partnership ending ini the year, including; for greater certainty, the indivi- 

dual’s share of all amounts included under subsection 13(1) in computing the 
_.income of the partnership, 


(c) 50% of the total of all amounts included in computing the individual’s in- 
come for the year under subsection 59(3.2), and 


(d) the total of all amounts each of which is an amount included in computing 
the individual’s income for the year from 


(i) property, or 


(ii))renting or leasing a:rental property (within the meaning assigned by sub- 
section 1100(14) of'the Income Tax Regulations) or a property described in 
Class 31 or 32 of Schedule II to the Income Tax Regulations | 


owned by the individual or by a partnership of which the individual was a mem- 
ber; except to: the extent that the amount was included in computing the indivi- 
dual’s investment income for the year under paragraph (b), including, ‘for greater 
certainty, any amount included under subsection’ 13(1) in computing the indivi- 
dual’s income for the year in respect of rental property or in respect of a property 
the. income from which would be. income from. property; 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


[Repealed] 


History: The definition “non-qualifying real property” in subsec. 110.6(1) repealed by 
1995, c. 3, subsec. 32(1), applicable after 1995. The definition formerly read: 


‘“non-qualifying real property’? — 


“non-qualifying real property” of an individual (other than a trust that is not a 
personal trust) means property disposed of after February 1992 by the individual, 
or a partnership any of the income of which is required to be included in comput- 
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ing the income of the individual, that at the time of its disposition (in this defini- 


(c) an interest in a partnership (other than an interest in a family farm part- 
tion referred to as the “determination time’’) is 


nership of the individual) the fair market value of which is derived princi- | 


(a) real property, other than 
(i) qualified farm property of the individual, 


(ii) real property owned by the individual or the individual’s spouse that 
was used 


(A) throughout that part of the 24-month period preceding the deter- 
mination time during which it was owned by the individual or the 
individual’s spouse, or 


(B) throughout all or substantially all of the time in the period pre- 
ceding the determination time during which it was owned by the 
individual or the individual’s spouse, 


principally in an active business carried on by 
(C) the individual (otherwise than as a member of a partnership), 


(D) where the individual is a personal trust,'a preferred beneficiary 
(within the meaning assigned by subsection 108(1)) under the trust 
(otherwise than as a member of a partnership), 


(E) a spouse, child or parent of the individual or of a preferred bene- 
ficiary described in clause (D) (otherwise than as a member of a 
partnership), 


(F) a corporation (otherwise than as a member of a partnership) 
where shares representing all or substantially all of the fair market 
value of all the issued and outstanding shares of its capital stock 
were owned by one or more persons described in this subparagraph, 


(G) one or more persons as members of a partnership where inter- 
ests representing all or substantially all of the fair market value of 
all partnership interests in the partnership were owned by one or 
more persons described in this subparagraph, or 


(H) a personal trust (otherwise than as a member of a partnership) 
where interests representing all or substantially all of the fair market 
value of all beneficial interests in the trust were owned by. one or 
more persons described in this subparagraph, and 


(iii) real property of the partnership (except where the individual is a 
specified member of the partnership or, if a taxable capital gain of the 


pally from real property, other than real property that was used 


(i) throughout that part of the 24-month period preceding the determina- 
tion time during which it was property of the partnership or persons de- 
scribed in any of clauses (a)(ii)(C) to (H), or 


(ii) throughout all or substantially all of the time in the period preceding 
the determination time during which it was property of the partnership 
or persons described in any of clauses (a)(1i)(C) to (H), 


principally in an active business carried on by one or more persons as mem- 
bers of the partnership or by persons described in any of clauses (a)(ii)(C) to 
(H), but not including an interest in a partnership the fair market value of 
which is derived principally from real property owned by another partner- 
ship, a corporation or a trust, or any combination thereof, the shares of the 
capital stock of which or the interests in which, as the case may be, would, if 
they were disposed of at the determination time by the individual, not be 
non-qualifying real property of the individual, 


(d) an interest in a.trust the fair market value of which is derived principally 
from real property, other than real property that was used 


(i) throughout that part of the 24-month period preceding the determina- 
tion time during which it was owned by the trust or persons described in 
any of clauses (a)(ii)(C) to (H), or 


(ii) throughout all or substantially all of the time in the period preceding 
the determination time during which it was owned by the trust or per- 
sons described in any of clauses (a)(ii)(C) to (H), 


principally in an active business carried on by the trust or by persons de- 
scribed in any of clauses (a)(ii)(C) to (H), but not including an interest in a 
trust the fair market value of which is derived principally from real property 
owned by another trust, a corporation ora partnership, or any combination 
thereof, the shares of the capital stock of which or the interests in which, as 
the case may be, would, if they were disposed of at the determination time 
by the individual, not be non-qualifying real property of the individual, or 


(e) an interest or an option in respect of property described in any of 
paragraphs (a) to (d), 


and, for the purposes of this definition, an “active business” carried on by a per- 
son at any time means any business carried on by the person at that time other 
than a business (other than a business carried on by a credit union or a business 
of leasing property. that is not real property) the principal purpose of which is to 
derive income from property (including interest, dividends, rents or royalties), 
unless the person or, where the person carries on the business as a member of a 
partnership, the partnership 


individual’s spouse from the disposition of property of the partnership 
would be a taxable capital gain of the individual, the individual’s spouse 
is a specified member of the partnership) that was used 


(A) throughout that part of the 24-month period preceding the deter- 
mination time during which it was property of the partnership, the 
individual or the individual’s spouse, or 


(B) throughout all or substantially all of the time in the period pre- 


ceding the determination time during which it was property of the 
partnership, the individual or the individual’s spouse, 


principally in an active business carried on by 


(f) employs in the business at that time more than 5 individuals on a full- 
time basis, or 


(g) in the course of carrying on the business has managerial, administrative, 


financial, maintenance or other similar services provided to it at that time 
and the person or partnership could reasonably be expected to require more 
than 5 full-time employees if those services had not been so provided; 


(C) the individual, 


(D) where the individual is a personal trust, a preferred beneficiary 


(within, the meaning assigned by, subsection, 108(1)),under, the trust, The closing words of paras. (b), (c) and (d) of the definition “non-qualifying real pro- 


perty” in subsec. 110.6(1) substituted by 1994, c. 21, subsecs. 50(2), (3) and (4), appli- 
cable to 1992 et seg. The closing words of those paras. formerly read: 


(E) a spouse, child or parent of the individual or of a preferred bene- 
ficiary described in clause (D), 


(F) a corporation where shares representing all or substantially all of 
the fair market value of all the issued and outstanding shares of its 
capital stock were owned by one or more persons described in this 
subparagraph, or 


principally in an active business carried on by the corporation or by persons 
described in any of clauses (a)(ii)(C) to (H), 


(G) a personal trust where interests representing all or substantially 
all of the fair market value of all beneficial interests in the trust 
were owned by one or more persons described in this subparagraph, 


principally in an active business carried on by one or more persons as members 
of the partnership or by persons described in any of clauses (a)(ii)(C) to (H), 


(b) a share of the capital stock of a corporation (other than a qualified small 
business corporation share of the individual or a share of the capital stock of 
a family farm corporation of the individual) the fair market value of which is 
derived principally from real property, other than real property that was used 


principally in-an active business carried on by the trust or by persons described 
in any of clauses (a)(ii)(C) to (H), or 


“Non-qualifying real property” added to subsec. 110.6(1) by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 47(6), applicable to 1992 et seq. 


Selected Cases [110.6(1)“non-qualifying real property”): Boudreau y. R., 
[1997] 2 C.T.C. 2489 (TCC) (“One or more persons described in this subparagraph” 
not restricted to related persons). 


(i) throughout that part of the 24-month period preceding the determina- 
tion time during which it was owned by the corporation or by persons 
described in any of clauses (a)(ii)(C) to (H), or 


(ii) throughout all or substantially all of the time in the period preceding 
the determination time during which it was owned by the corporation or 
by persons: described in fee: cialisca aan) me bi “qualified farm property” of an individual (other than a trust that 
is not a personal trust) at any time means a property owned at that 
time by the individual, the spouse or common-law partner of the 
individual or a partnership, an interest in which is an interest in a 
family farm partnership of the individual or the individual’s spouse 


or common-law partner that is 


principally in an active business carried on by the corporation or by persons 
described in any of clauses (a)(ii)(C) to (H), but not including a share of the 
capital stock of a corporation the fair market value of which is derived prin- 
cipally from real property owned by another corporation, a partnership or a 
trust, or any combination thereof, the shares of the capital stock of which, or 
the interests in which, as the case may be, would, if they were disposed of at 
the determination time by the individual, not be non-qualifying real property 


(a) real or immovable property that was used principally in the 
of the individual, 


course of carrying on the business of farming in Canada by, 
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an interest in which is an interest in a family farm partnership of the individual 
or the individual’s spouse or common-law partner that is 


(a) real property that was used by 
(i) the individual, 


(ii) where the individual is a personal trust, a beneficiary referred to in 
paragraph 104(21.2)(b) of the trust, 


(iii) a spouse, common-law partner, child or parent of a person referred 
to in subparagraph (i) or (ii), 


(iv) a corporation, a share of the capital stock of which is a share of the 
capital stock of a family farm corporation of an individual referred to in 
any of subparagraphs (i) to (iii), or 


(v):a partnership, an interest in which is:an interestin a family farm 
partnership of an individual referred to in any of subparagraphs (i) to 
(iii), 
in the course of carrying on the business of farming in Canada and, for the 
purpose of this paragraph, property will not be considered to have been used 
in the course of carrying on the business of farming in Canada unless 


(vi) the property or property for which the property was substituted (in 
this. subparagraph referred to as “‘the property”) was owned.by a person 
who was the individual, a beneficiary referred to in subparagraph (ii) or 
a spouse, common-law partner, child or parent of the individual or of 
such a beneficiary, by a personal trust from which the individual ac- 
quired the property or by a partnership referred to in subparagraph (v) 
throughout the period of at least 24 months immediately preceding that 
time and 


(A) in at least 2 years while the property was so owned the gross 
revenue of such a person, or of a personal trust from which the indi- 
vidual acquired the property, from the farming business carried on 
in Canada in which the property was principally used and in which 
such a person or, where the individual is a-personal trust, a benefici- 
ary of the trust was actively engaged on a regular.and continuous 
basis exceeded the income of the person from all other sources for 
the, year,. or 


(B) the property was used by a corporation referred to in subpara- 
graph (iv) or a partnership referred to in, subparagraph (v) princi- 
pally in the course of carrying on the business of farming in Canada 
throughout a period of at: least 24 months during which time the 
individual, a beneficiary referred to in subparagraph (ii) or a spouse, 


Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branc 


(i) the individual, 


(ii) if the individual is a personal trust, a beneficiary of the 
trust that is entitled to receive directly from ie trust any in- 
come or capital of the trust, 


(ili) a spouse, common-law partner, child or parent of a per- 
son referred to in subparagraph (i) or (ii), 


(iv) a corporation, a share of the capital stock of which is a 
share of the capital stock of a family farm corporation of an 
individual referred to in any of subparagraphs (i) to (iii), or 
(v) a partnership, an interest in which is an interest in a fam- 
ily farm partnership of an individual referred to in any of 
subparagraphs (1) to (iii), 


common-law partner, child or parent of the individual or of such a 
beneficiary was actively engaged on a regular and continuous basis 
in the farming business in which the property was used, or 


(vii) where. the property is a property last acquired by the individual. or 
partnership before June 18, 1987, or after June 17, 1987 under an agree- 
ment in writing entered into before that date, the property or property for 
which the property was substituted (in this subparagraph referred to as 
“the property”) was used by the individual, a beneficiary referred to in 
subparagraph (ii) or a spouse, common-law partner, child or parent of 
the individual or of such a beneficiary, a corporation referred to in sub- 
paragraph (iv) or a partnership referred to in subparagraph (v) or by a 
personal trust from which the individual acquired the property princi- 
pally in the course of carrying on the business of farming in Canada 


(A) in the year the property was disposed of by the individual, or 


(b) a share of the capital stock of a family farm corporation of (B) in at least 5 years during which the property was owned by. the 


the individual or the individual’s spouse or common-law individual, a beneficiary referred to in subparagraph (ii) or a spouse, 
partner, common-law partner, child or parent of the individual or of such a 

§ A 4 é PU SoR beneficiary, by a personal trust from which the individual acquired 
(c) an interest in a family farm partnership of the individual or the property or by a partnership referred to in subparagraph (wv), 


the individual’s spouse or common-law partner, or 


(d) an eligible capital property (which is deemed to include capi- 
tal property to which paragraph 70(5.1)(b) or 73(3.1)(f) applies) 
used. by a person or partnership referred to in any of subpara- 
graphs (a)(i) to (v), or by a personal trust from which the indivi- 
dual acquired the property, in the course of carrying on the busi- 
ness of farming in Canada; 
Related Provisions: 14(1.1) — Eligible capital property inclusion deemed to be 
taxable capital gain for exemption purposes; 70(9.8) — Farm property used by corpora- 
tion or partnership; 80.03(8) — Deemed qualified farm property where capital gain 
deemed on disposition following debt forgiveness; 108(1)“‘qualified farm property” — 
Definition applies to trusts; 110.6(1.3) — Interpretation — property used in a farming 
business; 248(5) — Substituted property. See. also at end of s. 110.6. (ii) shall be deemed to include capital property to which paragraph 
History: The definition “qualified farm property” in subsec, 110.6(1). amended by 70(5.1)(b) or 73(3)(d.1) applies; 
2007, c. 2, subsec. 17(1), applicable to dispositions of property that occur after May 1, The definition “qualified farm property” in subsec. 110.6(1) amended by 2000, c. 12, 
2006. It formerly read: Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, and by Sch. 2, 
“qualified farm property” of an individual (other than a trust that is not a per- s. 8, to replace “spouse,” with “spouse, common-law partner,”’, applicable to 2001 et 
sonal trust) at any particular time means a property owned at that time by the seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
individual, the spouse or common-law partner of the individual or a partnership, 248(1)“common-law. partner”. 


(b) a share of the capital stock of a family farm corporation of the individual 
or the individual’s spouse or common-law partner, 


(c) an interest in a family farm partnership of the individual or the indivi- 
dual’s spouse or common-law partner, or 


(d) an eligible capital property used by a person or partnership referred to in 
any of subparagraphs (a)(i) to (v), or by a personal trust from which the 
individual acquired the property, in the course of carrying on the business of 
farming in Canada and, for the purpose of this paragraph, eligible capital 
property 
(1) will not be considered to have been used in the course of carrying on 
the business of farming in Canada unless the conditions set out in sub- 
paragraph (a)(vi) or (vii), as the case may be, are met, and 
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Those portions of para. (a) of “qualified farm property” preceding subpara. (i) and fol- 
lowing subpara. (v), and para. (d) in subsec. 110:6(1) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsecs. 81(6) to (8), applicable to 1988 et seg.. Those portions and that 
para. formerly read: 


(a) real property used by 


in the course of carrying on the business of farming in Canada and, for the pur- 
poses of this paragraph, property will not be considered to have been used in the 
course of carrying on the business of farming in Canada at that time unless 


(vi) where the property is a property other than a property referred to in 
subparagraph (vii), the property or property for which the property was sub- 
stituted was used by a person or partnership referred to in any of subpara- 
graphs (i)'to (v) or by a personal trust from which the: individual acquired the 
property in the course of carrying on the business of farming in Canada 


(A) in the year the property was disposed of by the individual, or 


(B) in at least five years during which the property was owned by an 
individual referred to in any of subparagraphs (i) to (iii), by a personal 
trust from which the individual acquired the property or by a partnership 
referred to in subparagraph (v), 


(vii) where the property is a property acquired by the individual or a partner- 
ship after June 17, 1987 otherwise than pursuant to an agreement in writing 
entered into on or before that date, the property or property for which the 
property was substituted was owned by an individual referred to in any of 
subparagraphs (i) to (ili), by a personal trust from which the individual ac- 
quired the property or by a partnership referred to in subparagraph (v) 
throughout the period of at least 24 months immediately preceding that time 
and 


(A) in at least 2 years while the property was so owned, the gross reve- 
nue of an individual referred to in any of subparagraphs (i) to (iii) or of a 
personal trust from which the individual acquired the property from the 
farming business carried on in Canada in which the individual used the 
property and in which the individual or, where the individual is a per- 
sonal trust, a beneficiary of the trust was actively engaged on a regular 
and continuous basis exceeded the individual’s income from all other 
sources for the year, or 


(B) the property was used by a corporation referred to in subparagraph 
(iv) Or a partnership referred to in subparagraph (v) in the course of car- 
rying on the business of farming in Canada throughout a period of at 
least 24 months during which time an individual referred to in any of 
subparagraphs (i) to (iii) was actively engaged on a regular and continu- 
ous basis in the farming business in which the property was used, 


(d) an eligible capital property used by a person or partnership referred to in any 
of subparagraphs (a)(i) to (v) or by a personal trust from which the individual 
acquired the property in the course of carrying on the business of farming in 
Canada and, for the purpose of this definition, eligible capital property will not 
be considered to have been used in the course of carrying on the business of 
farming in Canada unless the conditions set out in subparagraph (a)(vi) or (vii), 
as the case may be, are met; 

Selected Cases [110.6(1) “qualified farm property”): Desrosiers (Succession de) 

v. R., [2000] 3 C.T.C, 2200 (TCC) (Exemption for qualified farm property available 

even though taxpayer had taken position during lifetime that property was timber 

limit). 

Interpretation Bulletins: IT-236R4: Reserves — disposition of capital property 

(archived). See also at end of s. 110.6. 


“qualified fishing property” of an individual (other than a trust 
that is not a personal trust) at any time means a property owned at 
that time by the individual, the spouse or common-law partner of 
the individual or a partnership, an interest in which is an interest in 
a family fishing partnership of the individual or the individual’s 
spouse or common-law partner that is 


(a) real or immovable property or a fishing vessel that was used 
principally in the course of carrying on the business of fishing in 
Canada by, 


Proposed Amendment — 110. .6(1)“qualified fishing 
property”(a) Opening words 
Application: The November 5, 2010 draft legislation (misc. technical), subsec. 17(2), 
will amend the opening words of para. (a) of the definition “qualified fishing property” 
in subsec. 110.6(1) to delete the word Losrencassdy ap eeni to: eh ae of pro- 
perty that occur after May 1, 2006. 


Technical Notes: Subsection 110.6(2.2) provides to individuals an exemption of up 
to $750,000 for capital gains realized on the disposition of “qualified fishing property”. 
Qualified fishing property generally includes real property owned by an individual, the 
individual’s spouse or a family fishing partnership in which the individual or spouse 
has an interest. In general, in order to qualify, paragraph (a) of that definition requires 


Income Tax: Act, Part I 


the real property have been used Principally in a fishing business operated by the I 
vidual, the individual’s spouse ¢ or any of their (including, in general 
when such business is jopeed through a family f shing corporation « or portnersiap a 
personal trust). (ie 

Paragraph (a) of that fp aha is amended to remove the word “principally”. 
Letter from Dept. of ae March 20, 2008: See under 110. (ale fa r 
PrOREEY; (a) Oeming. WOId6 i ics 2 aii, (OA) anise ROO Mes 


(i) the individual, 


(ii) if the individual is a personal trust, a beneficiary of the — 
trust that is entitled to receive directly from the trust any in- — 


come or capital of the trust, 


(ili) a spouse, common-law partner, child or parent of a per- 
son referred to in subparagraph (i) or (ii), 


(iv) a corporation, a share of the capital stock of which is a 
share of the capital stock of a family fishing corporation of 
an individual referred to in any of subparagraphs (i) to (iii), 
or 


(v) a partnership, an interest in which is an interest in a fam- 
ily fishing partnership of an individual referred to in any of 
subparagraphs (i) to (iii), 
(b) a share of the capital stock of a family fishing corporation of 
the individual or the individual’s spouse or common-law 
partner, 


(c) an interest in a family fishing partnership of the individual or 
the individual’s spouse or common-law partner, or 


(d) an eligible capital property (which is deemed to include capi- 
tal property to which paragraph 70(5.1)(b) or 73(3.1)(f) applies) 
used by a person or partnership referred to in any of subpara- 
graphs (a)(i) to (v), or by a personal trust from which the indivi- 
dual acquired the property, in the course of carrying on the busi- 
ness of fishing in Canada; 

Related Provisions: 14(1.2) —Eligible capital property inclusion deemed to be 

taxable capital gain for exemption purposes; 70(9.8) — Fishing property used by cor- 

poration or partnership; 108(1)“qualified fishing property” — Definition applies to 


trusts; 110.6(1.2) — Interpretation — property used in a fishing business. See also at 
end of s. 110.6. 


History: The definition “qualified fishing property” added to subsec. 110.6(1) by 
2007, c. 2, subsec. 17(4), applicable to dispositions of property that occur after May 1, 
2006. 


“qualified small business corporation share” of an individual 
(other than a trust that is not a personal trust) at any time (in this 
definition referred to as the “determination time”) means a share of 
the capital stock of a corporation that, 


(a) at the determination time, is a share of the capital stock of a 
small business corporation owned by the individual, the indivi- 


dual’s spouse or common-law partner or a partnership related to 


the individual, 


(b) throughout the 24 months immediately preceding the deter- 
mination time, was not owned by anyone other than the indivi- 
dual or a person or partnership related to the individual, and 


(c) throughout that part of the 24 months immediately preceding 


the determination time while it was owned by the individual or a _ 


person or partnership related to the individual, was a share of the 
capital stock of a Canadian-controlled private corporation more 
than 50% of the fair market value of the assets of which was 
attributable to 


(i) assets used principally in an active business carried on pri- 
marily in Canada by the corporation or by a corporation re- 
lated to it, 


(ii) shares of the capital stock or indebtedness of one or more 
other corporations that were connected (within the meaning 
of subsection 186(4) on the assumption that each of the other 
corporations was a “payer corporation” within the meaning 
of that subsection) with the corporation where 


(A) throughout that part of the 24 months immediately 
preceding the determination time that ends at the time the 
corporation acquired such a share or indebtedness, the 
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share or indebtedness was not: owned by anyone other 
than the corporation, a person or partnership related to the 
corporation or a person or fate Reha to such a 
person or partnership; and’ — 


(B) throughout that part of the 24 months immediately 
preceding the determination time while such a share or 
indebtedness was owned by the corporation, a person or 
partnership related to the corporation, or a person or, part- 
nership related to sucha person or partnership, it was a 
share or indebtedness of a Canadian-controlled private 
corporation more than 50% of the fair market value of the 
assets of which was attributable. to assets described in 
subparagraph (iii), or 
(111) assets described in either of subparagraph (i) or (ii) 
except that 
(d) where, for any particular period of time in, the 24-month pe- 


riod ending at the determination time, all or substantially all of | 


the fair market value of the assets of a particular corporation that 
is the corporation or another corporation that was connected 
with the corporation cannot be attributed to assets described in 
subparagraph (c)(i), shares or indebtedness of corporations de- 
scribed in clause (c)(ii)(B), or any combination thereof, the ref- 
erence in clause (c)(ii)(B) to “more than 50%” shall, for the par- 
ticular period of time, be read as a reference to “all or 
substantially all” in respect of each other corporation that was 
connected with the particular corporation and, for the purpose of 
this paragraph, a corporation is connected with another corpora- 
tion only where 


(1) the corporation is connected (within the meaning of sub- 
section 186(4) on the assumption that the corporation was a 
“payer corporation” within the meaning of that subsection) 
with the other corporation, and 


(11) the other corporation owns shares of the capital stock of 
the corporation and, for the purpose of this subparagraph, the 
other corporation shall be deemed to own the shares of the 
capital stock of any corporation that are owned by a corpora- 
tion any shares of the capital stock of which are owned or are 
deemed. by this subparagraph to be auned by. the..other 
corporation, 


(e) where, at any time in the 24-month perida ending ‘at the de- 
termination time, the share was substituted for another share, the 
share shall be considered to have met the requirements, of. this 
definition only where the other share 


(i) was not owned by any person or partnership other than a 

. person,or partnership described in paragraph (b) throughout 
the period beginning 24 months before the: determination 
time.and ending at the time of substitution, and 


(ii) was a share of the capital stock of a corporation described 
in paragraph (c) throughout that part of the period referred to 
in subparagraph (i) during which such share was owned by a 
person or partnership described in paragraph (b), and 


(f) where, at any time in the 24-month period ending at the de- 
termination time, a share referred to in subparagraph (c)(ii) is 
substituted for another share, that share shall be considered to 
meet the requirements of subparagraph (c)(ii) only where the 
other share 


(i) was not owned by any person or partnership other than a 
person or partnership described in clause (c)(ii)(A) through- 
out the period beginning 24 months before the determination 
time and ending at the time of substitution, and 


(ii) was a share of the capital stock of a corporation described 
in paragraph (c) throughout that part of the period referred to 
in subparagraph (i) during which the share was owned by a 
person or partnership described in clause (c)(ii)(A); 
Related Provisions: 80.03(8) — Deemed qualified small business corporation share 
where capital gain deemed on disposition following debt forgiveness; 108(1)“qualified 


small business corporation share” — Trusts; 110.6(1.1) — Fair market value of net in- 
come stabilization account; 110.6(14) — Various rules of interpretation; 110.6(15) — 


$.110.6(1) sha 


Value of assets of corporation; 110.6(16) — Personal trust; 186(7) — Interpretation of 
“connected” for subparas. (c)(ii), (d)(i);, 248(5) — Substituted: property. See.also at end 
of s. 110.6. 


History: The definition “qualified small business corporation share” in subsec, 
110.6(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
common-law partner’, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)‘common-law partner”. 


Subparas. (c)(i), (ii) and paras. (d) to (f) of “qualified small business corporation share” 
in subsec. 110.6(1) substituted by 1994,\c. 7, Sch: II (1991, c. 49); subsecs. 81(9), (10), 
applicable to dispositions. of shares occurring after June'17, 1987. Those subparas. and 
paras. formerly read: , 


(i) assets used in an n active business carried.on n primal in n Canada by. the corpo- 
ration or by. a corporation related to it, 


_ (ii) shares of the capital stock of or bonds, debentures, bills, notes, mortgages or 
similar obligations issued by. one or more other corporations that were connected 
with the corporation (within the meaning of subsection 186(4) on the assumption 
that in each case the connected other corporation was at that time a “payer corpo- 
ration’: within the. meaning of that subsection) where 


' (A) throughout that part of the 24 months immediately preceding the deter- 
mination time that ends at the time the corporation acquired those shares or 
obligations, the shares, or obligations were not owned by anyone other than 
the corporation or a person or partnership related to it, and 
(B) throughout that part of the 24 months immediately preceding the deter- 
mination time while those shares or obligations were owned by the corpora- 
tion or a’ person or partnership related to it; they’ were shares or obligations 
of Canadian-controlled private corporations more than 50% of the fair mar- 
ket value of the assets of which was attributable to assets described!in sub- 
paragraph (iii), or_ 

(d) where, for any period of time in the 24 month period ending at the, determina- 
tion time, all or substantially all of the fair market value of the assets of a corpo- 
ration cannot be attributed to assets described in subparagraph (c)(i) or shares or 
obligations of corporations described in ‘clause (c)(@i)(B); the reference in clause 
(c)(ii)(B) to “more than 50%” shall, for that period of time, be read as a'reference 
o “all or substantially all” in respect of other, corporations connected with the 
corporation (within the meaning of subsection 186(4) on the assumption that in 
each case the connected other corporation was at oe time a “payer corporation” 
within the meaning of that subsection) i 
(e) where, at any time in the'24 month period ‘ending at the determination’ time, 
the share was substituted for another share, the share shall’be considered to have 
met the requirements of this definition only where the other share 
(1) was not owned by any ‘person or partnership other than a person or part- 
nership described in paragraph (b), and 
(ii) was a share of the capital stock of a corporation described in paragraph 
(c), 
throughout that part of that 24 month period ending at the determination time 
that ends at the time of substitution, and 
(f) where, at any time in the 24-month period ending at the determination time, a 
share referred to in subparagraph (c)(ii) is substituted’ for another share, that 
share shall be considered to have met the requirements of that subparagraph only 
where the other share _. 
(i) was not owned by any person or partnership other than.a person or part- 
nership. described in clause (c)(ii)(A), and 
(ii) was a share of the capital stock of a.corporation:described in paragraph 
(c), 
throughout that part of that 24 month period ending at the determination time 
that ends at the time of substitution; 
Interpretation Bulletins: See list at end of s: 110.6: 
Information Circulars: 88-2, para. 15: General anti-avoidance rule — section 245 of 
the Income Tax Act; 88-2 Supplement, paras. 3, 4: General anti-avoidance rule — sec- 
tion 245 of the Income Tax Act. 
Advance Tax Rulings: ATR-53: Purification of a small business corporation, ATR- 
55: Amalgamation followed by sale of shares. 


“share of the capital stock of a family farm corporation” of an 
individual (other than a trust that is nota personal trust)’at any time 
means a share of the capital stock of a corporation owned by the 
individual at that time if 


(a) throughout any 24-month period. ending before that time, 
more than 50% of the fair market value of the property owned 
by the corporation was attributable to 


(i) property that was used principally in the course of carry- 
ing on the business of farming in, Canada in which the indivi- 
dual, a beneficiary referred. to.in clause (C) or a-spouse or 
common-law partner, child or parent of the individual or of a 
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beneficiary referred to in clause (C) was actively engaged on 
a regular and continuous basis, by 


(A) the corporation, 
(B) the individual, 


(C) where the individual is a personal trust, a beneficiary 
of the trust, 


(D) a spouse, common-law partner, child or parent of the 
individual or of a beneficiary referred to in clause (C), 


(E) another corporation that is related to the corporation 
and of which a share of the capital stock was a share of 
the capital stock of a family farm corporation of the indi- 
vidual, a beneficiary referred to in clause (C) or a spouse, 
common-law partner, child or parent of the individual or 
of a beneficiary referred to in clause (C), or 


(F) a partnership, an interest in which was an interest in a 
family farm partnership of the individual, a beneficiary 
referred to in clause (C) or a spouse, common-law part- 
ner, child or parent of the individual or of such a 
beneficiary, 


(ii) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the property of which was attributable to property described 
in subparagraph (iv), 
(iii) a partnership interest in or indebtedness of one or more 
partnerships all or substantially all of the fair market value of 
the property of which was attributable to properties described 
in subparagraph (iv), or 
(iv) properties described in any of subparagraphs (i) to (iii), 
and 

(b) at that time, all or substantially all of the fair market value of 

the property owned by the corporation was attributable to pro- 

perty described in subparagraph (a)(iv); 

History: The definition “share of the capital stock of a family farm corporation” in 


subsec. 110.6(1) amended by 2007, c. 2, subsec. 17(1), applicable to dispositions of 
property that occur after May 1, 2006. It formerly read: 


“share of the capital stock of a family farm corporation” of an individual (other 
than a trust that is not a personal trust) at any time means.a share of the capital 
stock of a corporation owned by the individual at that time where 


(a) throughout any 24-month period ending before that time, more than 50% 
of the fair market value of the property owned by the corporation was attrib- 
utable to 


(i) property that was used by 
(A) the corporation, 
(B) the individual, 


(C) where the individual is a personal trust, a beneficiary of the 
trust, 


(D) a spouse, common-law partner, child or parent of the individual 
or of a beneficiary referred to in clause (C), or 


(D.1) another corporation that is related to the corporation and of 
which a share of the capital stock was a share of the capital stock of 
a family farm corporation of the individual, a beneficiary referred to 
in clause (C) or a spouse or common-law partner, child or parent of 
the individual or of a beneficiary referred to in clause (C), or 


(E) a partnership, an interest in which was an interest in a family 
farm partnership of the individual, a beneficiary referred to in clause 
(C) or a spouse, common-law partner, child or parent of the indivi- 
dual or of such a beneficiary, 


principally in the course of carrying on the business of farming in Can- 
ada in which the individual, a beneficiary referred to in clause (C) ora 
spouse, common-law partner, child or parent of the individual or of such 
a beneficiary, was actively engaged on a regular and continuous basis, 


(ii) shares of the capital stock or indebtedness of one or more corpora- 
tions all or substantially all of the fair market value of the property of 
which was attributable to property described in subparagraph (iii), or 


(ili) properties described in either subparagraph (ji) or (ii), and 


(b) at that time, all or substantially all of the fair market value of the pro- 
perty owned by the corporation was attributable to 


(i) property that was used principally in the course of carrying on the 
business of farming in Canada by the corporation or a person or partner- 
ship referred to in subparagraph (a)(i), 


Income Tax Act, Part I 


(ii) shares of the capital stock or indebtedness of one or more corpora- 
tions all or substantially all of the fair market value of the property of 
which was attributable to property described in subparagraph (iii), or 
(iii) properties described in either subparagraph (i) or (ii). 


Cl. (a)(i)(D.1) added to the definition “share of the capital stock of a family farm cor- 
poration” in subsec. 110.6(1) by the said c. 2, subsec. 17(3), applicable to dispositions 
of property that occur after 2001 and before May 2, 2006. 


The definition “share of the capital stock of a family farm corporation” in subsec. 
110.6(1) amended by 2000, c. 12, Sch. 2, s. 8, to replace “spouse,” with “spouse, com- 
mon-law partner,”, applicable to 2001 et seq., in force July 31, 2000. See also the tran- 
sitional rules reproduced in the History to 248(1)“common-law partner”. 


That portion of subpara. (a)(i) of “share of the capital stock of a family farm corpora- 


tion” preceding cl. (A) in subsec. 110.6(1) amended by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 47(5), applicable to 1992 et seg. That portion formerly read: 


(i) property used by 


“Share of a capital stock of a family farm corporation” in subsec. 110.6(1) substituted 
by 1994, c. 7, Sch. II (1991, c. 49), subsec. 81(11), applicable to 1988 et seg. That 
definition formerly read: 


“share of the capital stock of a family farm corporation” of an individual (other 
than a trust that is not a personal trust) at any time means a share of the capital 
stock of a corporation owned by the individual at that time where, at that time, 
all or substantially all of the property owned by the corporation was 
(a) property used by 

(i) the corporation, 

(ii) the individual, 

(ili) where the individual is a personal trust, a beneficiary of the trust, 

(iv) a spouse, child or parent of an individual referred to in subparagraph 

(ii) or (iii), or 

(v) a partnership, an interest in which was an interest in a family farm 

partnership of an individual referred to in subparagraph (ii), (iii) or (iv) 


throughout a period of at least 24 months before that time in the course of 
carrying on the business of farming in Canada in which any individual re- 
ferred to in subparagraph (ii), (iii) or (iv) was actively engaged on a regular 
and continuous basis, 

(b) shares of the capital stock of one or more corporations all or substantially 
all of the property of which was property described in paragraph (a) or 
bonds, debentures, bills, notes, mortgages or similar obligations issued by 
such a corporation, or 


(c) properties described in either of paragraph (a) or (b). 


“share of the capital stock of a family fishing corporation” of an 
individual (other than a trust that is not a personal trust) at any time 
means a share of the capital stock of a corporation owned by the 
individual at that time if 


(a) throughout any 24-month period ending before that time, 
more than 50% of the fair market value of the property owned 
by the corporation was attributable to 


(i) property that was used principally in the course of carry- 
ing on the business of fishing in Canada in which the indivi- 
dual, a beneficiary referred to in clause (C) or a spouse or 
common-law partner, child or parent of the individual or of a 
beneficiary referred to in clause (C), was actively engaged on 
a regular and continuous basis, by 


(A) the corporation, 
(B) the individual, 


(C) where the individual is a personal trust, a beneficiary 
of the trust, 


(D) a spouse, common-law partner, child or parent of the 
individual or of a beneficiary referred to in clause (C), 


(E) another corporation that is related to the corporation 
and of which a share of the capital stock was a share of 
the capital stock of a family fishing corporation of the in- 
dividual, a beneficiary referred to in clause (C) or a 
spouse, common-law partner, child or parent of the indi- 
vidual or of a beneficiary referred to in clause (C), or 


(F) a partnership, an interest in which was an interest in a 
family fishing partnership of the individual, a beneficiary 
referred to in clause (C) or a spouse, common-law part- 
ner, child or parent of the individual or of such a 
beneficiary, 
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(1i) shares of the capital stock or indebtedness of one or more 
corporations all or substantially all of the fair market value of 
the property of which was attributable to property described 
in subparagraph (iv), 


(iii) a partnership interest in or indebtedness of one or more 
partnerships all or substantially all of the fair market value of 
the property of which was attributable to properties described 
in subparagraph (iv), or 


(iv) properties described in any of subparagraphs (i) to (iii), 
and 


(b) at that time, all or substantially all of the fair market value of 
the property owned by the corporation was attributable to pro- 
perty described in subparagraph (a)(iv). 

History: The definition “share of the capital stock of a family fishing corporation” 


added to subsec. 110.6(1) by 2007, c. 2, subsec. 17(4), applicable to dispositions of 
property that occur after May 1, 2006. 


Related Provisions [subsec. 110.6(1)]: 110.6(1.1) — Fair market value of net 
income stabilization account; 110.6(15) — Value of assets of corporation; 257 — 
Formula cannot calculate to less than zero. See also at end of s. 110.6. 


Advance Tax Rulings: ATR-S6: Purification of a family farm corporation. 


(1.1) Idem [value of NISA] — For the purposes of the definitions 
“qualified small business corporation share” and “share of the capi- 
tal stock of a family farm corporation” in subsection (1), the fair 
market value of a net income stabilization account shall be deemed 
to be nil. 


History: Subsec. 110.6(1.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
47(7), applicable to 1991 et seq. 


(1.2) Property used in a fishing business — For the purposes 
of applying the definition “qualified fishing property”, in subsection 
(1), of an individual, at any time, a property owned at that time by 
the individual, the spouse or common-law partner of the individual, 
or a partnership, an interest in which is an interest in a family fish- 
ing partnership of the individual or of the individual’s spouse or 
common-law partner, will not be considered to have been used in 
the course of carrying on the business of fishing in Canada, unless 


(a) throughout the period of at least 24 months immediately pre- 
ceding that time, the property or property for which the property 
was substituted (in this paragraph referred to as “the property’’) 
was owned, by any one or more of 


(i) the individual, or a spouse, common-law partner, child or 
parent of the individual, 


(ii) a partnership, an interest in which is an interest in a fam- 
ily fishing partnership of the individual or of the individual’s 
spouse or common-law partner, 


(iii) if the individual is a personal trust, the individual from 
whom the trust acquired the property or a spouse, common- 
law partner, child or parent of that individual, or 


(iv) a personal trust from which the individual or a child or 
parent of the individual acquired the property; and 


(b) either 


(i) in at least two years while the property was owned by the 
one or more persons referred to in paragraph (a), 


(A) the gross revenue of a person (in this clause referred 
to as the “operator’”) referred to in paragraph (a) from the 
fishing business referred to in clause (B) for the period 
during which the property was owned by a person de- 
scribed in paragraph (a) exceeded the income of the oper- 
ator from all other sources for that period, and 

(B) the property was used principally in a fishing business 
carried on in Canada in which an individual referred to in 
paragraph (a), or where the individual is a personal trust, 
a beneficiary of the trust, was actively engaged on a regu- 
lar and continuous basis, or 
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(ii) throughout a period of at least 24 months while the pro- 
perty was owned by one or more persons: or partnerships re- 
ferred to in paragraph (a), the property was used by a corpo- 
ration referred to in subparagraph (a)(iv) of the definition 
“qualified fishing property” in subsection (1) or by a partner- 
ship referred to in paragraph!> (a)(v) of that definition in a 
fishing business in which an individual referred to in any of 
subparagraphs (a)(1) to (iii) of that definition was actively en- 
gaged on a regular and continuous basis. 


Related Provisions [subsec. 110.6(1.2)]: 110.6(1,3) — Parallel rule for qualified 
farm property; 248(5) — Substituted property. 


History: Subsec. 110.6(1.2) added by 2007, c. 2, subsec. 17(5); applicable to disposi- 
tions of property that occur after May 1,.2006. 


(1.3) Property’ used in a farming business — For the pur- 
poses of applying the definition “qualified farm property”, in sub- 
section (1), of an individual, at any time, a property owned at that 
time by the individual, the spouse or common-law partner of the 
individual, or a partnership, an interest in which is an interest in a 
family farm partnership of the individual or of the individual’s 
spouse, or common-law. partner, will not be considered to have been 
used in the course of carrying on the business of farming in Canada, 
unless 


(a) throughout the period of at least 24 months immediately pre- 
ceding that time, the property or property for which the property 
was substituted (in this paragraph referred. to as “the property’’) 
was owned, by any one or more of 


(i) the individual, or-a spouse, common-law partner, child or 
parent.of the individual, 


(11) a partnership, an interest in which is an interest in a fam- 
ily farm partnership of the individual or of the individual’s 
spouse or common-law partner, 


(111) if the individual is a personal: trust, the individual from 
whom the trust acquired the. property or a spouse, common- 
law partner, child or parent of that individual, or 


(iv) a personal trust from which the individual ora child or 
parent of the individual acquired the property; 


(b) if paragraph (c) does not apply, either 


(i) in at least two years while the property was owned by the 
one or more persons referred to in paragraph (a), 


(A) the gross revenue of a person (in this clause referred 
to as the “operator’’) referred to in paragraph (a) from the 
farming business referred to in clause (B) for the period 
during which the property was owned by a person de- 
scribed in paragraph (a) exceeded the income of the oper- 
ator from all other sources for that period, and 


(B) the property was used principally in a farming busi- 
ness carried on in Canada in which an individual referred 
to in paragraph (a), or where the individual is a personal 
trust, a beneficiary of the trust, was actively engaged on a 
regular and continuous basis, or 


(ii) throughout a period of at least 24 months while the pro- 
perty was owned by one or more persons or partnerships re- 
ferred to in paragraph (a), the property was used by a corpo- 
ration referred to in subparagraph (a)(iv) of the definition 
“qualified farm property” in subsection (1) or by a partner- 
ship referred to in subparagraph (a)(v) of that definition in a 
farming business in which an individual referred to in any of 
subparagraphs (a)(i) to (iii) of that definition was actively en- 
gaged on a regular and continuous basis; or 


(c) if the property or property for which the property was substi- 
tuted was last acquired by the individual or partnership before 
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June 18, 1987 or after June 17, 1987 under an agreement in writ- 
ing entered into before that date, 


(i) in the year the property was disposed of by the individual, 
the property was used principally in the course of carrying on 
the business of farming in Canada by 


(A) the individual, or a spouse, common-law’ partner, 
child or parent of the individual, 


(B) a beneficiary referred to in subparagraph (a)(ii) in the 
definition “qualified farm property” in subsection (1) or a 
spouse, common-law partner, child or parent of that 
beneficiary, 


(C) a corporation referred to in subparagraph (a)(iv) in the 
definition “qualified farm property” in subsection:(1), 


(D) a partnership referred to in subparagraph (a)(v) in the 
definition “qualified farm property” in subsection (1), or 


(E) a personal trust from which the individual acquired 
the property, or 


(ii) in at least five years during which the property was 
owned by a person described in clauses (A) to (E), the pro- 
perty was used principally in the course of carrying on the 
business of farming in Canada by 


(A) the individual, or a spouse, common-law partner, 
child or parent of the individual, 


(B) a beneficiary referred to in subparagraph (a)(ii) in the 
definition “qualified farm property” in subsection (1) or a 
spouse, common-law partner, child or parent of that 
beneficiary, 


(C) a corporation referred to in subparagraph (a)(iv) in the 
definition “qualified farm property” in subsection (1), 


(D) a partnership referred to in subparagraph (a)(v) in the 
definition “qualified farm property” in subsection (1), or 


(E) a personal trust from which the individual acquired 
the property. 


Proposed Amendment — 110.6(1 :3) 


(1.3) Property used in a farming business — For the pur- 
poses of applying the definition “qualified farm property”, in sub- 
section (1), of an individual, at any time, a property owned at that 
time by the individual, the spouse or common-law partner of the 
individual, or a partnership, an interest in which is an interest in a 
family farm partnership of the individual or of the individual’s 
spouse or common-law partner, will not be considered to have 
been used in the course of carrying on the business of farming in 
Canada, unless 


(a) the following apply in: respect of the property or property 
for which the property was substituted ee this paragraph re- 
ferred to as “the property”), 


(i) the property was owned throughout the period of at least 
24 months immediately Recap that time fee one or more 
of : 


(A) the individual, or a spouse, common- law partner, 
child or parent of the individual, 


(B) a partnership, an interest in which is an dolce! ina 
family farm partnership of the individual or of the indi- 
vidual’s spouse or common-law partner, 


(C) if the individual is a personal trust, the individual 
from whom the trust acquired the property or a spouse, 
common-law partner, child or parent of that individual, 
or 


(D) a personal trust from which the individual or a child 
or parent of the individual acquired the property; and 
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© (il) either. 


_ (A) in at least two years while the property was owned 
by one or more persons referred to in subparagraph (i), 


(I) the gross revenue of a person (in this -subclause- 
referred to as the “operator”) referred to in subpara- 
graph (i) from the farming business referred to in 
subclause (II) for the period during which the pro- 
perty was owned by a person described in “subpara- 
' graph (i) exceeded the income of the operator from 
all other sources for that period, and | 


(II) the property was used principally in a farming 
_ business carried on in Canada in which an individual 
referred to in subparagraph (i), or where the indivi- 
dual is a personal trust, a beneficiary of the trust, was. g 
actively engaged on a regular and continuous + Oa re 
or q 


(B) throughout a period of at least 24 months while thie A 


property was owned by one or more persons or partner- 
ships referred to in subparagraph (i), the property was © 


_used by a corporation referred to in subparagraph (a)(iv) 


of the definition “qualified farm property” in subsection | 


 ()orbya partnership referred to in subparagraph (a)(v)- 


of that definition in a farming business in which an indi-. 


vidual referred to in any of subparagraphs (a)(i) to (iii) 
of that definition was actively engaged on a regular and 


_ continuous basis; or 


(b) if the property or property for which the oe was. aoe 
stituted was last acquired by the individual or partnership 
- before June 18, 1987 or after June 17, 1987 under an agree- 
“ment in writing entered into before that date, 


Wi in the year the property was disposed of by the indivi-. 
dual, the property was used principally i in the course of car- 
rying on. the business of farming in Canada by 


(A) the individual, or a spouse, common-law partner, 
child or parent of the individual, | : a 


- (B) a beneficiary referred to in subparagraph: (a)(ii) in 


the definition “qualified farm property” in subsection 


(1) or a spouse, grsiebiogagsh ae amid or oe of 


that beneficiary, 


(C) a corporation referred to in suibphindmaph (a)(iv) in 


the definition ee: farm ——— in subsection 
(1), fe 

(D) a partnership fete to in subparagraph (atv) in 
the definition ‘ prriee farm jon el in recep ts 
(hr . = 


i: (BE) a personal trust front which the individual acquired 


the property, or - 


(ii) in at least five years Sek which the property was 
owned by a person described in clauses (A) to (E), the pro- 
perty was used principally i in the course of carrying on the 
business of farming 1 in Canada by 


(A) the individual, or a spouse, common-law partner, 
child or parent of the individual, 


(B) a beneficiary referred to in subparagraph (a)(ii) in 
the definition “qualified farm property” in subsection 
(1) or a spouse, common-law partner, child or pater of 
that. beneficiary, ee 


(Cy a corporation referred to in RVbpangiae @yiiv) in 


the definition ‘ snbalified farm DIOP in subsection 


(1), 


'(D) a partnership Hefeirede & in subparagraph (a)(v) in 
the definition Soe Ai farm POPey: in subsection 


(i), oF 


(E) a personal trust from which the individual | acquired 
the property. 
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Related Provisions [subsec. 110.6(1.3)]: 110.6(1.2) — Parallel rule for qualified 
fishing property; 248(5) — Substituted property. 


History: Subsec. 110.6(1.3) added by 2007, c. 2, subsec. 17(5), applicable to, disposi- 
tions of property that occur after May 1, 2006. 


(2) Capital gains deduction — qualified farm property — In 
computing the taxable income for a taxation year of an individual 
(other than a trust) who was resident in Canada throughout the year 
and who disposed. of qualified farm property in the year or a preced- 
ing taxation year ending after 1984, there may be deducted such 
amount as the individual may claim not exceeding the least of 


(a) the amount determined by the formula 


[$375,000 -(A+B+C+D)]xE 
where 


A is the total of all amounts each of which is an amount de- 
ducted under this section in computing the individual’s taxa- 
ble income for a preceding taxation year that ended 


(i) before 1988, or 
(ii) after October 17, 2000, 
B is the total of all amounts each of whichis 


(i) 3/4 of an amount deducted under this section in comput- 
ing the individual’s taxable income for a preceding taxa- 
tion year that ended after 1987 and before 1990 (other 
than amounts deducted under this section for a taxation 
year in respect of an amount that was included in comput- 
ing an individual’s income for that year because of sub- 
paragraph 14(1)(a)(v) as that subparagraph applied for 
taxation years that ended before February 28, 2000), or 
(ii) 7/4 of an amount deducted under this section in com- 
puting the individual’s taxable income for a preceding 
taxation year that began after February 27, 2000 and en- 
ded before October 18, 2000, 


C is 7/3 of the total of all amounts each of which is an amount 
deducted under this section in computing the individual’s 
taxable income 


(i) for a preceding taxation year that ended after 1989 and 
before February 28, 2000, or 


(ii)'in respect of an amount that was included because of 
subparagraph 14(1)(a)(v) (as that subparagraph applied 
for taxation years that ended before February 28, 2000) in 
computing the individual’s income for a taxation year that 
began after 1987 and ended before 1990, 


D is the product obtained when the reciprocal of the fraction 
determined for E that applied to the taxpayer fora preceding 
taxation year that began before and included February 28, 
2000 or October 17, 2000 is multiplied by the amount de- 
ducted under this subsection in computing the individual’s 
taxable income for that preceding year, and 

E is 

(i) in the case of a taxation year that includes February 28, 
2000 or October 17, 2000, the amount determined by the 
formula 
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& x (F + G)/H 
where 


F is the amount deemed by. subsection 14(1.1) to be a 
taxable capital gain of the taxpayer for the. taxation 
year; 


G is the amount by which the amount determined in re- 
spect of the taxpayer for the year under paragraph 3(b) 
exceeds the amount determined for F; and 


H is the total of 


(A) the amount deemed by subsection 14(1.1) to be 
a taxable capital gain of the taxpayer for the taxa- 
tion year multiplied by 


(1) where jthat amount is determined by refer- 
ence to paragraph 14(1.1)(a), the reciprocal of 
the fraction obtained by multiplying the fraction 
*/4 by the fraction in paragraph 14(1)(b) that ap- 
plies to the taxpayer for the taxation year, 


(II) where that amount is determined by refer- 
ence to paragraph 14(1.1)(b), and the taxation 
year does not end after February 27, 2000 and 
before October 18, 2000, 2, and 


(III) where that amount is determined by refer- 
ence to paragraph 14(1.1)(b), and the taxation 
year ends after February 27, 2000 and before 
October 18, 2000, */,, and 


(B) the amount determined for G multiplied by the 
reciprocal of the fraction in paragraph 38(a) that 
applies to the taxpayer for the taxation year; and 


(ii) in any other case, 1, 
(b) the individual’s cumulative gains limit at the end of the year, 
(c) the individual’s annual gains limit for the year, and 


(d) the amount that would be determined in respect of the indivi- 
dual for the year under paragraph 3(b) in respect of capital gains 
and capital losses if the only properties referred to in that para- 
graph were qualified farm properties of the individual disposed 
of after June 17, 1987. 
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rth | rong” and Free, Conservative Party” ‘election platform 
(conse ative.ca), Oct. 7 logged cue oe Taxes ue Small Business - 


~<a a 9» $500 00. 


usiness cli Aheshold 11250) — 


Related Provisions: 14(1.1) — Eligible capital property inclusion deemed: to be 
taxable’ capital gain for exemption purposes; 40(1.1) —Extended: capital gains reserve 
where farm property disposed. of to child; 40(3.1) — Deemed disposition where nega- 
tive ACB of partnership interest creates deemed gain; 73(3)-(4.1) — Intergenerational 
rollover of farm property; 110.6(2.3) — Transitional addition for 2007; 110.6(4) — 
Maximum deduction; 110.6(5);— Individual deemed resident in Canada throughout 
year; 110.6(6)— Failure to report gain; 110.6(7)-(11) — Restrictions; 110.6(13) — 
Meaning of “amount determined under para: 3(b)”; 110.6(17) — Order of deduction; 
110.6(31), (32) — Deduction limited to $250,000 for dispositions before March 20, 
2007; 127.52(1)(h)G) — Deduction allowed for minimum tax purposes; 257 — 
Formula cannot calculate to less than zero. See also;at end of s. 110.6. 


History: The formula in para. 110.6(2)(a) amended to substitute “$375,000” for 
“$250,000” by 2007, c. 35, subsec. 31(1), applicable to taxation years that begin after 
March 19, 2007. 
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S. 110.6(2) 


The description of A in para. 110.6(2)(a) amended by 2007, c. 2, subsec. 17(6), appli- 
cable to preceding taxation years that end after October 17, 2000. The description for- 
merly read: 
A is the total of all amounts each of which is an amount deducted under this 
section in computing the individual’s taxable income for a preceding taxa- 
tion year that ended before 1988, 


Para. 110.6(2)(d) amended by the said c. 2, subsec. 17(7), applicable to taxation years 
that end after May 1, 2006. The para. formerly read: 


(d) the amount that would be determined in respect of the individual for the year 
under paragraph 3(b) in respect of capital gains and capital losses if the only 
properties referred to in that paragraph were qualified farm properties disposed 
of by the individual after 1984. 


Para. 110.6(2)(a) amended by 2001, c. 17, subsec. 86(3), applicable to taxation years 
that end after February 27, 2000. The para. formerly read: 


(a) the amount, if any, by which $375,000 exceeds the total of 


(i) the total of all amounts each of which is an amount deducted by the indi- 
vidual under this section in computing the individual’s taxable income for a 
preceding taxation year, 


(ii) Where the taxation year ended after 1987, '/3 of the total of all amounts 
each of which is an amount deducted under this section in computing the 
individual’s taxable income for a taxation year ending before 1988, and 


(iii) where the taxation year ended after 1989, '/s of the total of 


(A) all amounts deducted under this section in computing the indivi- 
dual’s taxable income for a taxation year ending before 1990 (other than 
amounts deducted under this section for a taxation year in respect of an 
amount that was included in computing the individual’s income for that 
year because of subparagraph 14(1)(a)(v)), and 


(B) the amount determined under subparagraph (ii) in respect of the in- 
dividual for the year, 


1995, c. 3, para. 32(15)(a), states that in applying the Act to the 1994 and 1995 taxation 
years, para. 110.6(2)(d) shall be read as follows: 


(d) the amount that would be determined in respect of the individual for the year 
under paragraph 3(b) in respect of capital gains and capital losses if the only 
properties referred to in that paragraph were qualified farm properties disposed 
of by the individual after 1984 otherwise than because of an election made under 
subsection (19). 


Cl. 110.6(2)(a)(iii)(A) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 47(8), 
applicable to 1990 et seq. That cl. formerly read: 
(A) the total of all amounts each of which is an amount deducted under this 
section in computing the individual’s taxable income for a taxation year ending 
before 1990, and 


Selected Cases [subsec. 110.6(2)]: Larsen v. R., 
(Timber stand may be farm property). 

Interpretation Bulletins: IT-426R: Shares sold subject to an earnout agreement. 
Also see list at end of s. 110.6. 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm corpo- 
ration; ATR-56: Purification of a family farm corporation. 


[2000] 1.C.T.C. 209 (FCA) 


Forms: T657: Calculation of capital gains deduction; T1237: Saskatchewan farm and 
small business capital gains tax credit. See also at end of s. 110.6. 


(2.1) Capital gains deduction — qualified small business 
corporation shares — In computing the taxable income for a 
taxation year of an individual (other than a trust) who was resident 
in Canada throughout the year and who disposed of a share of a 
corporation in the year or a preceding taxation year and after June 
17, 1987 that, at the time of disposition, was a qualified small busi- 
ness corporation share of the individual, there may be deducted 
such amount as the individual may claim not exceeding the least of 


(a) the amount determined by the formula in paragraph (2)(a) in 
respect of the individual for the year, 


(b) the amount, if any, by which the individual’s cumulative 
gains limit at the end of the year exceeds the amount deducted 
under subsection (2) in computing the individual’s taxable in- 
come for the year, 


(c) the amount, if any, by which the individual’s annual gains 
limit for the year exceeds the amount deducted under subsection 
(2) in computing the individual’s taxable income for the year, 
and 


(d) the amount that would be determined in respect of the indivi- 
dual for the year under paragraph 3(b) (to the extent that that 
amount is not included in computing the amount determined 
under paragraph (2)(d) or (2.2)(d) in respect of the individual) in 
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respect of capital gains and capital losses if the only properties. 
referred to in paragraph 3(b) were qualified small business cor-, 
poration shares of the individual disposed of after June 17, 1987., 


doc oumc = Amendment — Indexing of. $750, De 
® exemption | om 
The True North strong and Free, Conservative Party Section platfo 
(conservative.ca), Oct. 7, 2008: See under 110. 6(2). 


ve 
& = } 


_ Possible Future Amendment — Shares of foreign i 
affiliates . 


Advisory Panel on Canada’s System of International Taxation report } 
Minister of Finance, Dec. 10, 2008: Recommendation 4.3: Extend the exempt on 
system to capital gains and losses realized on the disposition of shares of a foreig: 

affiliate where the shares derive all or substantially all of — value from ache ase 
ness assets. 


[For more detail on this issue see the report at www. apesit-gerefi. i.ca or on TaxPartne 
For the full list of recommendations see under s. 90 —ed.] ey a 


Related Provisions: 40(1.1)(c) — extended capital gains reserve where small busi: 
ness corporation disposed of to child; 48.1 — Deemed disposition to trigger exemption 
before small business corporation goes public; 69(11)(a)(i) — Exception to rule deem- 
ing proceeds at FMV where CG deduction claimed after incorporation or dissolution of 
partnership; 110.6(2.3) — Transitional addition for 2007; 110.6(4) — Maximum de- 
duction; 110.6(5) — Individual deemed resident in Canada throughout — year; 
110.6(6) — Failure to report gain; 110.6(7)—(11) — Restrictions; 110.6(13) — Mean- 
ing of “amount determined under para. 3(b)”; 110.6(31), (32) — Deduction limited to 
$250,000 for dispositions before March 20, 2007; 127.52(1)(h)(i) — Deduction al- 
lowed for minimum tax purposes. See also at end of s. 110.6. 


History: Para. 110.6(2.1)(d) amended by 2007, c. 2, subsec. 17(8), applicable to taxa- 
tion years that end after May 1, 2006. The para. formerly read: 


(d) the amount that would be determined in respect of the individual for the year 
under paragraph 3(b) (other than an amount included in determining the amount 
in respect of the individual under paragraph (2)(d)) in respect of capital gains and 
capital losses if the only properties referred to in paragraph 3(b) were qualified 
small business corporation shares disposed of by the individual after June 17, 
1987. 


Para. 110.6(2.1)(a) amended by 2001, c. 17, subsec. 86(4), applicable to taxation years 
that end after February 27, 2000. The para. formerly read: 


(a) the amount, if any, by which $375,000 exceeds the total of 


(i) the total of all amounts each of which is an amount deducted by the indi- 
vidual under this section in computing the individual’s taxable income for a 
preceding taxation year, 


(ii) where the taxation year ended after 1987, the amount determined under 
subparagraph (2)(a)(ii) in respect of the individual for the year, and 


(iii) where the taxation year ended after 1989, the amount determined under 
subparagraph (2)(a)(iii) in respect of the individual for the year, 


Para. 110.6(2.1)(d) amended by 1998, c. 19, subsec. 130(1), applicable to 1996 et seq. 
Para. 110.6(2.1)(d) formerly read: 


(d) the amount that would be determined in respect of the individual for the year 
under paragraph 3(b) (other than an amount included in determining the amount 
in respect of the individual under paragraph (2)(d)) in respect of capital gains and 
capital losses if the only properties referred to in that paragraph were qualified 
small business corporation shares disposed of by the individual after June 17, 
1987. 


1995, c. 3, para. 32(15)(b), states that in applying the Act to the 1994 and 1995 taxation 
years, para. 110.6(2.1)(d) shall be read as follows: 


(d) the amount that would be determined in respect of the individual for the year 

under paragraph 3(b) (other than an amount included in determining the amount 

in respect of the individual under paragraph (2)(d)) in respect of capital gains and 

capital losses if the only properties referred to in paragraph 3(b) were qualified 

small business corporation shares disposed of by the individual after June 17, 

1987 otherwise than because of an election made under subsection (19). 
Selected Cases [subsec. 110.6(2.1)]: Harquail v. R., [2002] 1 C.T.C. 25 (FCA) 
(Not necessary for complete agreement on all elements before a business exists); Ast 
(H.) Estate v. Canada, [1992] 2 C.T.C. 2251 (TCC) (Capital gains deduction validly 
claimed in year subsequent to disposition). 


Interpretation Bulletins: IT-426R: Shares sold subject to an earnout agreement. 
Also see list at end of s. 110.6. 


Information Circulars: 88-2, para. 15: General anti-avoidance rule — section 245 of 
the Income Tax Act; 88-2 Supplement, paras. 3, 4: General anti-avoidance rule — sec- 
tion 245 of the Income Tax Act. 

Advance Tax Rulings: ATR-42: Transfer of shares; ATR-53: Purification of a small 
business corporation; ATR-55: Amalgamation followed by sale of shares. 


Forms: 1657: Calculation of capital gains deduction; T1237: Saskatchewan farm and 
small business capital gains tax credit. See also at end of s. 110.6. 
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Division C — Computation of Taxable Income 


(2.2) Capital gains deduction — qualified fishing pro- 
_perty — In computing the taxable income for a taxation year of an 
individual (other than a trust) who was resident in Canada through- 
out the year and who, in the year or a preceding year, disposed of a 
property that was, at the time of disposition, a qualified fishing pro- 
rty of the individual, there may be deducted the amount that the 
individual claims not exceeding the least of 


(a) the amount determined by the formula in paragraph (2)(a) in 
respect of the individual for the year; 


(b) the amount, if any, by which the individual’s cumulative 
gains limit at the end of that year exceeds. the total of. all 
amounts each of which is an amount deducted under subsection 
(2) or (2.1) in computing the individual’s taxable income for the 
year; 


(c) the amount, if any, by which the individual’s annual gains 
limit for the year exceeds the total of all amounts each of which 
is an amount deducted under subsection (2) or (2.1) in comput- 
ing the individual’s taxable income for the year; and 


(d) the amount that would be determined in respect of the indivi- 
dual for the year under paragraph 3(b) in respect of capital gains 
and capital losses if the only properties referred to in that para- 
graph were qualified fishing properties of the individual dis- 
posed of on or after May 2, 2006. 

Pata ATO Fede Ta a 


a 


taxable capital gain for exemption purposes; 40(1.1)— Extended capital gains! reserve 
where fishing property disposed of to child; 40(3.1) — Deemed) disposition where neg- 
ative ACB of partnership interest creates deemed gain; 73(3)-(4.1) — Intergenerational 
rollover of fishing property; 110.6(2.3) — Transitional addition for 2007; 110.6(4) — 
Maximum deduction; 110.6(5) — Individual deemed resident in Canada throughout 
year; 110.6(6) — Failure to report gain; 110.6(7)-(11) — Restrictions; 110.6(13) — 
Meaning of “amount determined under para: 3(b)’’; 110.6(17) — Order of ‘deduction; 
110.6(31), (32) Deduction limited to. $250,000 for: dispositions before March 20, 
2007. See also.at end of s. 110.6: 


History: Subsec. 110,6(2.2) added by 2007, c. 2, subsec. 17(9);\applicable to taxation 
years that end after May 1, 2006. 


(2.3). Additional capital gains deduction — taxation year 
that includes March 19, 2007 — In computing the taxable in- 
come of an individual (other than a trust) for the individual’s taxa- 
tion year that includes March 19, 2007 (referred to in this subsec- 
tion as the “transition year”), there may be deducted, where that 
individual was resident in Canada throughout the transition year 
and that individual disposed of in the transition year, and on or after 
March 19, 2007, a qualified small business corporation share of the 
individual, a qualified farm property of the individual, or a qualified 
fishing property of the individual, such amount as the individual 
may claim not'exceeding the least of 


(a) $125,000, 


(b) the amount, if any, by which the individual’s. cumulative 
gains limit at the end of the transition year exceeds the total of 
all amounts-each of which is an amount deducted by the indivi- 
dual under subsection (2), (2.1), or (2.2) in computing the indivi- 
dual’s taxable income for the transition year, 


(c) the amount, if any, by which the individual’s annual gains 
limit for the transition year exceeds the total of all amounts each 
of which is an amount deducted by the individual under subsec- 
tion (2), (2.1), or (2.2) in computing the individual’s taxable in- 
come for the transition year, and 


(d) the amount that would be determined in respect of the indivi- 
dual for the transition year under paragraph 3(b) in respect of 
capital gains and capital losses if the only properties referred to 
in that paragraph were qualified small, business corporation 
shares of the individual, qualified farm properties of the indivi- 
dual, and qualified fishing properties of the individual, disposed 
of by the individual on or after March 19, 2007. 
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Related Provisions: 110.6(31), (32) -— Deduction limited to $250,000 for disposi- 
tions before March 20, 2007. See also atvend of s. 110.6. 


History: Subsec: 110.6(2.3) added by 2007, .c. 35, subsec. 31(2), applicable to taxation 
years that end after March 18, 2007. 


(3) [Repealed] 


History: Subsec. 110.6(3) repealed by 1995, c. 3, subsec. 32(3), applicable to 1996 et 
seq.; and, in applying subsec. 1 10.6(3) to the 1994 and 1995 taxation years, the opening 
words of subsec. (3) shall be read as follows: 


(3) In computing the taxable income for a taxation year of an individual (other 
than a trust) who was resident in Canada throughout the year and who disposed 
of property (other than property the capital gain or capital loss from the disposi- 
tion of which is included in determining an amount under paragraph (2)(d) or 
(2.1)(d)) there may be deducted such amount as the individual claims, not ex- 
ceeding the least of 


Subsec. 110.6(3) formerly read: 


(3) Capital gains deduction —.other property — In computing the taxable 
income for a taxation year of an individual (other than.a trust) who was resident 
in Canada throughout the year and who disposed of property (other than a dispo- 
sition of property to which subsection (2) or (2.1) applies) there may be deducted 
such amount as the individual may claim not exceeding the least of 


(a) the amount, if any, by which $75,000 exceeds the total of 


(i) the total of all amounts each of which is an amount deducted by the 
individual under this ‘subsection in computing the individual’s taxable 
income for a preceding taxation year, 


(ii) where the taxation year ended after 1987, 3 of the total of all 
amounts each of which is an amount deducted under this subsection in 
computing the individual’s taxable income for a taxation year ending 
before 1988, and 


(111) where the taxation year ended after 1989, '/s of the total of 


(A) all amounts deducted under this subsection in computing the 
individual’s taxable income for a taxation year ending before 1990 
(other than amounts‘ deducted under this subsection for a taxation 
year in respect of an amount that was included in computing the 
individual’s income for that year because of subparagraph 
14(1)(a)(v)), and 
(B) the amount determined under subparagraph (ii) in respect of the 
individual for the year, 
(b) the amount, if any, by which the individual’s cumulative gains limit at 
the end of the year exceeds the total of all amounts each of which is an 
amount deducted under subsection (2) or (2.1) in computing the individual’s 
taxable income for the year, and 
(c) the amount, if any, by which the individual’s annual gains limit for the 
year exceeds the total of all amounts each of which is an amount deducted 
under subsection (2) or (2.1) in computing the individual’s taxable income 
for the year: 
Cl. 110.6(3)(a)(iii)(A) amended by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 47(9), 
applicable to 1990 et seg. That cl. formerly read: 


(A) the total of all amounts each of which is an amount deducted under this 
subsection in computing the individual’s taxable income for.a taxation year,end- 
ing before 1990, and 
Selected Cases [subsec. 110.6(3)]: Cardin v. R., [1998] 3 C.T.C. 22. (FCA) 
(Capital gain (not just taxable portion) to be included in income for purposes of calcu- 
lation for old age pension). 


(4) Maximum capital gains deduction — Notwithstanding 
subsections (2), (2.1) and (2.2), the total amount that may be de- 
ducted under this section in computing an individual’s income for a 
taxation year shall not exceed the total of the amount determined by 
the formula in paragraph 2(a) [should read (2)(a)— ed.] and the 
amount that may be deducted under subsection (2.3), in respect of 
the individual for the year. 


History: Subsec. 110.6(4) amended by 2007, c. 35, subsec. 31(3), applicable to taxa- 
tion years that end after March 18, 2007. It formerly. read: 


(4) Notwithstanding subsections (2), (2.1) and (2.2), the total amount that may be 
deducted under this section in computing an individual’s income for a taxation 
year shall not.exceed the amount determined by the formula in paragraph (2)(a) 
in respect of the individual for the year. 


Subsec. 110.6(4) amended by 2007, c. 2; subsec. 17(10), applicable to taxation years 
that end after May 1, 2006. It formerly read: 


(4) Notwithstanding subsection[s] (2) and (2.1), the total amount that may be 
deducted under this section.in computing an individual’s income for a taxation 
year shall not-exceed the amount determined by the formula in paragraph (2)(a) 
in respect of the individual for the year. 
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S. 110.6(4) 


Subsec. 110.6(4) amended by 2001, c. 17, subsec. 86(5), applicable to taxation years 
that end after February 27, 2000. The subsec. formerly read: 


(4) Notwithstanding subsections (2) and (2.1), the total amount that may be de- 
ducted under this section in computing an individual’s taxable income for a taxa- 
tion year shall not exceed the amount, if any, by which $375,000 exceeds the 
total of 


(a) the total of all amounts each of which is an amount deducted by ‘the 
individual under this section in computing the individual’s taxable income 
for a preceding taxation year, 
(b) where the taxation year ended after 1987, the amount determined under 
subparagraph (2)(a)(1i) in respect of the individual for the year, and 
(c) where the taxation year ended after 1989, the amount determined under 
subparagraph (2)(a)(iii) in respect of the individual for the year. 
The opening words of subsec. 110.6(4) amended by 1995, c. 3, subsec. 32(4), applica- 
ble to 1996 et seg. The opening words formerly read: 


(4) Notwithstanding subsections (2) and (2.1), the total amount that may be de- 
ducted under this section in computing an individual’s taxable income for a taxa- 
tion year shall not exceed the amount, if any, by which $375,000 exceeds the 
total of 


(5) Deemed resident in Canada — For the purposes of subsec- 
tions (2) to (2.3), an individual is deemed to have been resident in 
Canada throughout a particular taxation year if 


(a) the individual was resident in Canada at any time in the par- 
ticular taxation year; and 


(b) the individual was resident in Canada throughout the imme- 
diately preceding taxation year or throughout the immediately 
following taxation year. 


Related Provisions: 14(8) — Parallel rule for cumulative eligible capital recapture. 
See also at end of s. 110.6. 


History: Opening words of subsec. 110.6(5) amended by 2007, c. 35, subsec. 31(4), to 
substitute “(2) to (2.3)” for “(2), (2.1) and (2.2)”, applicable to taxation years that end 
after March 18, 2007. 


Subsec. 110.6(5) amended by 2007, c. 2, subsec. 17(10), applicable to taxation years 
that end after May 1, 2006. It formerly read: 


(5) Where an individual was resident in Canada at any time in a particular taxa- 
tion year and throughout 


(a) the immediately preceding taxation year, or 
(b) the immediately following taxation year, 


for the purposes of subsections (2) and (2.1) the individual shall be deemed to 
have been resident in Canada throughout the particular year. 


The closing words of subsec. 110.6(5) amended by 1995, c. 3, subsec. 32(5), applicable 
to 1996 et seq. The closing words formerly read: 


for the purposes of subsections (2), (2.1) and (3) the individual shall be deemed 
to have been resident in Canada throughout the particular year. 


(6) Failure to report capital gain — Notwithstanding subsec- 
tions (2) to (2.3), no amount may be deducted under this section in 
respect of a capital gain of an individual for a particular taxation 
year in computing the individual’s taxable income for the particular 
taxation year, if 


(a) the individual knowingly or under circumstances amounting 
to gross negligence 


(i) fails to file the individual’s return of income for the par- 
ticular taxation year within one year after the taxpayer’s fil- 
ing-due date for the particular taxation year, or 


(ii) fails to report the capital gain in the individual’s return of 
income for the particular taxation year; and 


(b) the Minister establishes the facts justifying the denial of such 
an amount under this section. 


History: Opening words of subsec. 110.6(6) amended by 2007, c. 35, subsec. 31(5), to 
substitute “(2) to (2.3)” for “(2), (2.1) and (2.2)”, applicable to taxation years that end 
after March 18, 2007. 


Subsec. 110.6(6) amended by 2007, c. 2; subsec. 17(10), applicable to taxation years 
that end after May 1, 2006. It formerly read: 


(6) Notwithstanding subsections (2) and (2.1), where an individual has'a capital 
gain for a taxation year from the disposition of a capital property and knowingly 
or under circumstances amounting to gross negligence 


(a) fails to file a return of the individual’s income for the year within one 
year after the day on or before which the individual is required to file a 
return of the individual’s income for the year pursuant to section 150, or 
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(b) fails to report the capital gain in the individual’s return of income for the 
year required to be filed pursuant to section 150, 


no amount may be deducted under this section in respect of the capital gain in 
computing the individual’s taxable income for that or any subsequent taxation 
year and the burden of establishing the facts justifying the denial of such an 
amount under this section is on the Minister. 


- 
The opening words of subsec. 110.6(6) amended ei 1995, c. 3, subsec: 326), _applica- | 
ble to 1996 et seg. The opening words formerly read: 
(6) Notwithstanding subsections (2), (2.1) and (3), where an individual has a | 
capital gain for a taxation year’ from the disposition of a capital property and 
knowingly or under circumstances amounting to gross negligence . 
Selected Cases [subsec. 110.6(6)]: Ounpuu v. R., [2009] 5.C.T.C. 2335 (TCC) | 
(Difference between “knowing” and “knowingly”); Foisy v. R., [2001] 1 C.T.C. 2606 
(TCC) (Failure to declare gain did not result in loss of exemption or-imposition of | 
penalty). 


CRA Audit Manual: 28.4.15: Application of Pee in specific income tax situa- 
tions — taxable capital gains. 
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(7) Deduction not permitted — Notwithstanding . subsections 
(2) to (2.3), no amount may be deducted under this section in com- 
puting an individual’s taxable income for a taxation year in respect 
of a capital gain of the individual for the taxation year if the capital 
gain is from a disposition of property which disposition is part of a 
series of transactions or events 


(a) that includes a dividend received by a corporation to which 
dividend subsection 55(2) does not apply but would apply if this 
Act were read without reference to paragraph 55(3)(b); or 


(b) in which any property is acquired by a corporation or part- 
nership for consideration that is significantly less than the fair 
market value of the property at the time of acquisition (other 
than an acquisition as the result of an amalgamation or merger 
of corporations or the winding-up of a corporation or partnership 
or a distribution of property of a‘trust in satisfaction of all or part 
of a corporation’s capital interest in the trust). 


Related Provisions: 248(10) — Series of transactions or events. See also at end of s. 
110.6. 


History: The portion of subsec. 110.6(7) before para. (b) amended by 2007, c. 35, 
subsec. 31(6), applicable to taxation years that end after May 1, 2006, except that for 
taxation years that end before March 19, 2007, the portion shall be read as follows: 


(7) Notwithstanding subsections (2) to (2.2), no amount may be deducted under 
this section in computing an individual’s taxable income for a taxation year in 
respect of a capital gain of the individual for the taxation year, if the capital gain 
is from a disposition of property which disposition is part of a series of transac- 
tions or events 


The portion formerly read: 


Notwithstanding subsections (2), (2.1) and (2.2), no amount may be deducted 
under this section in computing an individual’s taxable income for a taxation ' 
year in respect of a capital gain of the individual for the taxation year, if the 
capital gain is from a disposition of property which disposition is part of a series 
of transactions or events 


(a), to which subsection 55(2) would apply if this Act were read without ref- 
erence to paragraph 55(3)(b); or 


Subsec. 110.6(7) amended by 2007, c. 2, subsec. 17(10), applicable to taxation years 
that end after May 1, 2006. It formerly read: 


(7) Notwithstanding subsections (2) and (2.1), where an individual has a capital 
gain for a taxation year from the disposition of property: as part of a series of 
transactions or events 


(a) to which subsection 55(2) would, but for paragraph 55(3)(b), apply, or 


(b) in which any property is acquired by a corporation or partnership for 
consideration that is significantly less than the fair market value of the pro- 
perty at the time of acquisition (other than an acquisition as the result of an 
amalgamation or merger of corporations or the winding-up of a,corporation 
or partnership or a distribution of property of a trust in satisfaction of all or 
part of a corporation’s capital interest in the trust), 


no amount in respect of that capital gain shall be deducted under this section in 
computing the individual’s taxable income for the year. 


The opening words of subsec. 110.6(7) amended by 1995, c: 3, subsec. 32(7), applica- 
ble to 1996 et seg. The opening words formerly read: 


(7) Where deduction not permitted — Notwithstanding subsections (2), (2.1) 
and (3), where an individual has a capital gain for a taxation year from the dispo- 
sition of property as part of a series of transactions or events each of which is 
effected or to be effected after November 21, 1985 


Advance Tax Rulings: ATR-56: Purification of a-family farm corporation. 
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(8) Deduction not permitted — Nothwithstanding subsections 
(2) to (2.3), where an individual has a capital gain for a taxation 
year from the disposition of a property and it can reasonably be 
concluded, having regard to all the circumstances, that a significant 
part of the capital gain is attributable to the fact that dividends were 
not paid on a share (other than a prescribed share) or that dividends 
paid on such a share in the taxation year or in any preceding taxa- 
tion year were less than 90% of the average annual rate of return on 
that share for that year, no amount in respect of that capital gain 
shall be deducted under this section in computing the individual’s 
taxable income for the. year. 


Related Provisions: 110.6(9) — Average annual rate of return; 183.1(7).— Tax. on 
corporate distributions — application of s. 110.6(8). See also ‘at end of s. 110.6. 


History: Subsec. 110.6(8) amended by 2007, c. 35, subsec. 31(7), to substitute “(2) to 
2: ohm for “(2);. (2. 1) and (2.2), s eoaoncnins to taxation years that end after March 18, 
2007. Taye 


Subsec. 110.6(8) amended by 2007, c. 2, subsec. 17(10), applicable to taxation years 
eet end after May 1; 2006. It formerly read: 


(8) Notwithstanding subsections (2) and (2. 1), where an individual has a capital 
gain for a taxation year from the disposition of a property and it can reasonably 
be concluded, having regard to all the circumstances, that a significant part of the 
capital gain is attributable to the fact that dividends were not paid.on a share 
(other than a prescribed share) or that dividends paid on such a share in the year 
or in any preceding taxation year were less than 90% of the average annual rate 

“of return thereon for that year, no amount in respect of that capital gain shall be 
deducted under this section in computing the individual’s taxable income for the 
year. 

Subsec. 110.6(8) amended by 1995, c. 3, subsec. 32(8), splcale to 1996 et seq. Sub- 
sec. (8) formerly read: 


(8) Idem — Notwithstanding subsections (2), (2.1) and (3), where an individual 

‘has a capital gain for'a taxation year from the disposition, after November 21, 
1985, of a property and it may reasonably be concluded, having ‘regard to all the 
circumstances, that a‘significant part of the capital gain is attributable to the fact 
that dividends were not paid on a share (other than a prescribed share) of a cor- 
poration or that dividends paid on such a share in the year or in any preceding 
taxation year were less than 90% of the average annual rate of return thereon for 
that year, no amount in respect of that capital gain shall be deducted under’ this 
section in computing the individual’s taxable income for the year. 


Regulations: 6205 (prescribed share). 


(9) Average annual rate of return — For the purpose of sub- 
section (8), the average annual rate of return on a share (other than a 
prescribed share) of a corporation for a taxation year is the annual 
rate of return by way of dividends that a knowledgeable and pru- 
dent investor who purchased the share on the day it was issued 
would expect to receive in that year, other than the’ first year after 
the i issue, in respect of the share. if 


(a) there was no delay or postponement of the payment of divi- 
dends and no failure to pay dividends in respect of the share; 


(b) there was no variation from year to year in the amount of 

dividends payable in respect of the share (other than where the 

amount of dividends payable is expressed’ as an invariant per- 

centage of or by reference to an invariant difference between the 

dividend expressed as a rate of interest and a sata ae 
» market interest rate); and ) 


(c) the proceeds to be received by the investor on the disposition 
of the share are the same amount the corporation received as 
consideration on the issue of the ‘share. 


Regulations: 6205 (prescribed share). 
(10) [Repealed under former Act] 


(11) Where deduction not permitted — Where it is reasonable 
to consider that one of the main reasons for an individual acquiring, 
holding or having an interest in a partnership or trust (other than an 
interest in a personal trust) or a share of an investment corporation, 
mortgage investment corporation or mutual fund corporation, or for 
the existence of any terms, conditions, rights or other attributes of 
the interest or share, is to enable the individual to receive or have 
allocated to the individual a percentage of any capital gain or taxa- 
ble capital gain of the partnership, trust or corporation that is larger 
than the individual’s percentage of the income of the partnership, 
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trust or corporation, as the case may be, notwithstanding any other 
provision of this Act, 


(a) no amount may be deducted under this section by the indivi- 
dual in respect of any such gain allocated or distributed to the 
individual after November 21, 1985; and 


(b) where the individual is a trust, any such gain allocated or 
distributed to it after November 21, 1985 shall not be included in 
computing its eligible taxable capital gain (within the meaning 
assigned ‘by subsection 108(1)). 


(12) Trust deduction — Notwithstanding any other provision of 
this Act,.a-trust described in paragraph 104(4)(a).or (a. 1) (other than 
a'trust that elected under subsection 104(5.3), an alter ego trust ora 
joint spousal or common-law partner trust) may, in computing its 
taxable income for its taxation year that includes the day deter- 
mined under paragraph 104(4)(a) or (a.1), as the case may be, in 
respect of the trust, deduct under this section an amount equal to the 
least of 


(a) the amount, if any, by which the eligible taxable capital gains 
(within the meaning assigned by subsection 108(1)) of the trust 
for that year exceeds the amount, if any, by which 


(i), the total of all amounts each of which is the amount, if 
any, determined under paragraph (b) or (d) of the definition 
“cumulative gains limit” in subsection (1) in respect of the 
taxpayer’s spouse, or common-law. partner at the end of the 
taxation year in which the spouse or common-law partner 
died 

exceeds 


(ii) the amount if any, determined under paragraph (a) of the 
definition “cumulative:gains limit” in subsection (1) in re- 
spect of the taxpayer’s spouse or common-law partner at the 
end.of the taxation year-in which the spouse or common-law 
partner died; 


(b) the amount, if any, that would be determined in respect of 
the trust for that year under paragraph 3(b) in respect of capital 
gains and capital losses if the only properties referred to in that 
paragraph were qualified farm properties disposed of by it after 
1984, qualified small business corporation:shares disposed of by 
it after June 17; 1987 and qualified fishing properties disposed 
of by it on or after May’2, 2006, and 


(c).the amount, if.any, by which the amount determined by the 
formula in paragraph (2)(a) in respect of: the taxpayer’s spouse 
or common-law. partner. for the. taxation. year in which that 
spouse or common-law partner died exceeds the amount de- 
ducted under this section for that taxation year by.,that spouse or 
common-law. partner. 


Related Provisions: 104(21.1) — Beneficiary’s taxable capital gain from trust; 
110:6(13):— Meaning of “amount determined under para: 3(b)’;’ 127.52(1)(h)(i) — 
Deduction allowed for minimum tax purposes. See also at end of s. 110.6. 


History: Para. 110.6(12)(b) amended by 2007, c. 2, subsec.’17(11), applicable to taxa- 
tion years that end after May 1, 2006. Para. (b) formerly read: 


(b) the amount, if any, that would be determined in respect of the trust for that 
year under paragraph 3(b) in respect of capital gains and capital losses if the only 
properties referred to in that paragraph were qualified farm properties disposed 
of by it after 1984 and qualified small business corporation shares disposed of by 
it after June 17, 1987, and 


The opening words of subsec. 110.6(12) amended by 2001, c. 17, subsec. 86(6), appli- 
cable to 2000 et seg. The opening words formerly read: 


(12) Spousal trust deduction — Notwithstanding any other provision of this 
Act, a trust described in. paragraph 104(4)(a) or (a.1) (other than a trust that 
elected under subsection 104(5.3)) may, in computing its taxable income for its 
taxation year that includes the day determined under paragraph 104(4)(a) or 
(a.1), as the case may be, in respect of the trust, deduct under this section an 
amount equal to the least of 


Para. 110.6(12)(c) amended by the said c. 17, subsec. 86(7), applicable to taxation 
years that end after February 27, 2000, except that the amount determined under the 
para., in computing a trust’s taxable income for its particular taxation year that includes 
February 28; 2000 ‘or October 17, 2000, or began after February 28, 2000 and ended 
before October 17,'2000, is deemed ‘to be equal to the amount determined under that 
para. (without reference ‘to this application) multiplied by the quotient obtained when 
the fraction in para: 38(a), as amended, that applies to the trust for its particular year is 
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divided by the fraction in para, 38(a), as amended, that applies to the taxpayer’s spouse 
or common-law partner for the taxation year in which the spouse or common-law part- 
ner died. The para. formerly read: 


(c) the amount, if any, by which $375,000 exceeds the total of 


(i) the total of all amounts each of which is an amount deducted by the tax- 
payer’s spouse or common-law partner under this section for the taxation 
year in which the spouse or common-law partner died or a preceding taxa- 
tion year, and 


(ii) the total of all amounts each of which is an amount determined under 

subparagraph (2)(a)(ii) or (iii) in respect of the taxpayer's spouse or com- 
mon-law partner for the taxation year in which the spouse or common-law 
partner died. 


Subsec. 110.6(12) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Para. 110.6(12)(b) amended by 1995, c. 3, subsec. 32(9), applicable to taxation years 
that end after February 22, 1994 except that, for taxation years that end after that day 
and before 1997, it shall be read as follows: 


(b) the total of 
(i) the least of 


(A) the amount, if any, determined in respect of the trust for that year 
under paragraph 3(b) in respect of capital gains and losses, 


(A.1) the amount, if any, that would be determined in respect of the trust 
for that year under paragraph 3(b) in respect of capital gains and losses 
if 
(I) the only properties referred to in that paragraph were properties 
(other than properties referred to in subparagraph (ii)) disposed of 
by it after 1984 and before February 23, 1994, 


(IJ) the trust’s capital gains and capital losses for the year from dis- 
positions of non-qualifying real property of the trust were equal to 
its eligible real property gains and eligible real property losses, re- 
spectively, for that year from those dispositions, 


(IIT) no amount were included under paragraph 3(b) in respect of a 
capital gain of the trust that resulted from an election made under 
subsection (19) by another trust unless the trust was a beneficiary 
under the other trust on February 22, 1994, and 


(IV) except for the purpose of determining the trust’s share of a tax- 
able capital gain of a partnership for the partnership’s fiscal period 
that includes February 22, 1994 or a taxable capital gain of the trust 
resulting from a designation made under section’ 104 by another 
trust for the other trust’s taxation year that includes that day, in de- 
termining the trust’s taxable capital gain for a taxation year that be- 
gins after that day from the disposition of a property (other than a 
qualified small business corporation share or qualified farm pro- 
perty), this Act were read without reference to subparagraphs 
40(1)(a)(ii) and 44(1)(e)@i), and 


(B) the amount, if any, by which $75,000 exceeds the total of 


(1) the total of all amounts each of which is an amount deducted 
under subsection (3) in computing the taxable income of the tax- 
payer’s spouse for the taxation year in which the spouse died or a 
preceding taxation year, and 


(IL) the total of all amounts each of which is an amount determined 
under subparagraph (3)(a)(ii) or (iii) in respect of the taxpayer’s 
spouse for the taxation year in which the spouse died, and 


(ii) the amount, if any, that would be determined in respect of the trust for 
that year under paragraph 3(b) in respect of capital gains and losses if the 
only properties referred to in that paragraph were qualified farm properties 
disposed of by it after 1984 and qualified small business corporation shares 
disposed of by it after June 17, 1987; and 


Para. (b) formerly read: 
(b) the total of 
(i) the least of 


(A) the amount, if any, determined under paragraph 3(b) in respect of 
the trust for that year in respect of capital gains and capital losses, 


(A.1) the amount, if any, that would be determined under paragraph 3(b) 
in respect of the trust for that year in respect of capital gains and capital 
losses if 


(I) the only properties referred to in that paragraph were properties 
disposed of by it after 1984, other than properties referred to in sub- 
paragraph (ii), and 

(II) the trust’s capital gains and capital losses for that year from dis- 
positions of non-qualifying real property of the trust were equal to 
its eligible real property gains and eligible real property losses, re- 
spectively, for that year from those dispositions, and 
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(B) the amount, if any, by which $75,000 exceeds the total of 


(1) the total of all amounts each of which is an amount deducted by 

the taxpayer’s spouse under subsection (3) for the taxation year in 

which the spouse died or a preceding taxation year, and 

(ID) the total-of all amounts each of which is an amount determined | 

under subparagraph (3)(a)(ii) or (ii) in respect of the taxpayer's, 

spouse for the taxation year in which the spouse died, and : 
(ii) the amount, if any, that would be determined in respect of the trust for 
that year under paragraph 3(b) in respect of capital gains and capital losses if 
the only properties referred to in that paragraph were qualified farm proper-_ 
ties disposed of by it after 1984 and qualified small business corporation 
shares disposed of by it after June 17, 1987, and 


That portion of subsec. 110.6(12) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 47(10), applicable to 1993 et seg. That portion formerly read: 


(12) Notwithstanding any other provision of this Act, a trust described in para- 
graph 104(4)(a) may, in computing its taxable income for its taxation year in 
which the taxpayer’s spouse referred to in that paragraph died, deduct under this 
section an amount equal to the least of 


All that portion of para. 110.6(12)(b) preceding cl..(i)(B) amended by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 47(11), applicable to 1992 et seg. That portion formerly 
read: 


(b) the total of 
(i) the lesser of 


(A) the amount, if any, that would be determined in respect of the trust 
for that year under paragraph 3(b) in respect of capital gains and capital 
losses if the only properties referred to in that paragraph were properties 
disposed of by it after 1984, other than properties referred to in subpara- 
graph (ii), and 


Forms: T3 SCH 5: Spousal or common-law partner trust’s capital gains deduction in 
year of beneficiary’s death. 


(13) Determination under para. 3(b) — For the purposes of this 
section, the amount determined under paragraph 3(b) in respect of 
an individual for a period throughout which the individual was not 
resident in Canada is nil. 

Related Provisions: 74.2(2)— Deemed gain or loss under attribution rules; 


104(21), (21.2) — Beneficiary’s taxable capital gain from trust. See also at end of s. 
110.6. 


(14) Related persons, etc. [miscellaneous rules re 
shares] — For the purposes of the definition “qualified small busi- 
ness corporation share” in subsection (1), 


(a) a taxpayer shall be deemed to have disposed of shares that 
are identical properties in the order in which the taxpayer ac- 
quired them; 


(b) in determining whether a corporation is a small business cor- 
poration or a Canadian-controlled private corporation at any 
time, a right referred to in paragraph 251(5)(b) shall not include 
a right under a purchase and sale agreement relating to a share of 
the capital stock of a corporation; 


(c) a personal trust shall be deemed 


(i). to be related to a person or partnership for any period 
throughout which the person or partnership was a beneficiary 
of the trust, and 


(ii) in respect of shares of the capital stock of a corporation, 
to be related to the person from whom it acquired those 


shares where, at the time the trust disposed of the shares, all 


of the beneficiaries (other than registered charities) of the 
trust were related to that person or would have been so re- 
lated if that person were living at that time; 


(d) a partnership shall be deemed to be related to a person for 
any period throughout which the person was a member of the 
sedis ep 


a _ Proposed Addition — 110.6(14)(d.1) _ 


Oe. 1 a vaee who is a member of a partnership that is a mean 
ber of another cesses pig is ee to pen ps member of the — 
other partnership; TIS, CEB) aS 
Application: The July 16, 2010 draft legislation (Part 1 — ahi s. 61, will add 

para. 110.6(14)(d.1), applicable to dispositions that occur after December 20, 2002; 

and to dispositions made by a taxpayer after 1999, if the taxpayer so elects in as) 
and files the election with the Minister of National Revenue on or before the tax-_ 
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. filing-due date it the taxpayer's taxation ures in whick oo gid oe ea 


r of a gf that 


Srey of another partnership (a lower-tier d fees to be 
Jower-tiered partnership. This amendm il 
» the deduction for taxable capital gains rising. on the dispos 
small business corporation share by the Jower-tiered Partnership. 


Letter from Dept. of LFinanee, Aug. 17, 2001: 
Monsieur, — : 


Se 


a une phcisomne sshd L 
st une associé de la société de per- 
1i ie —— dune Sopiete de 


be tout au vised a aque cette paisa 
Elle ne permet done Pas a un. _ 
: elle 5 


le Scactone of la Division . i a Kgsation de impos, 
_ Brian Ernewein _ . 


(e) where a corporation acquires shares of a class of the capital 
stock of another corporation from any person, it shall be deemed 
in respect.of those shares‘to._be related to the person where all or 
substantially all the consideration received by that person from 
the corporation in respect of those shares was common shares of 
the capital stock of the corporation; 


(f) shares issued after June 13, 1988 by a corporation to a partic- 
ular person or partnership. shall be deemed to have been owned 
immediately before their issue by a person who was not related 
to the particular person or partnership unless the shares were 
issued 


(i), as consideration for other shares, 


(ii) as part of a transaction or series of transactions in which 
the person or partnership disposed of property to the corpora- 
tion that consisted of 


(A) all or substantially all the assets used in an active bus- 
iness catried on by that person or the members of that 
partnership, or 


(B) an. interest in a-partnership all or substantially all the 
assets of which were used in an active business. carried.on 
by the members of the partnership, or 


(iii), as payment of a stock dividend; and 


(g) where, immediately before the death of an individual, or, in 
the case of a deemed transfer under subsection 248(23), immedi- 
ately before the time that is immediately before the death of an 
individual, a share would, but for paragraph (a) of the definition 
“qualified small business corporation share” in subsection (1), 
be a qualified small business corporation share of the individual, 
the share shall be deemed to be a qualified small business corpo- 
ration share of the individual if it was a qualified small business 
corporation share of the individual at any time in the 12-month 
period immediately preceding the death of the individual. 
Related Provisions: 54.2 —Sale of shares.after incorporation of business; 
110.6(16) — Personal trust; 248(1) — “business” does not include adventure or con- 
cern under 110.6(14)(f); 248(5)(b) — Effect of stock dividend; 248(10) — Series of 
transactions or events; 248(12) — Identical properties. See also at end of 110.6. 


History: Subpara. 110.6(14)(f)(iii) added by 1998, c. 19, subsec. poe) applicable to 
dispositions of shares that occur after June 17, 1987. 
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Para. 110.6(14)(c) substituted and (g) added by 1994, c) 7, Sch. II (1991, c. 49), sub- 
secs. 81(12), (13), applicable to 1988 et seq. Para.(c) formerly read: 


(c) a personal trust shall be deemed to, be related to a person or partnership for 
_any period throughout which the person or partnership was a beneficiary of the 
trust; 

Advance Tax Rulings: ATR-55: Amalgamation followed by sale of shares. 


(15) Value of assets of corporations — For the purposes of 
the definitions “qualified small business corporation share” and 
“share of the capital stock of a family: farm corporation” in subsec- 
tion (1), the definition “share of the capital stock of a family. farm 
corporation” in subsection 70(10) and. the definition “small business 
corporation” in subsection 248(1), 


“ 


(a) where a person (in this subsection referred to as the “‘in- 
sured”), whose life was insured under an insurance policy 
owned by a particular corporation, owned shares of the capital 
stock (in this subsection referred to as the “subject shares’’) of 
the particular corporation, any corporation connected with the 
particular corporation or with which the particular corporation is 
connected or any corporation connected with any such corpora- 
tion or with which any such corporation is connected (within the 
meaning of subsection 186(4) on the assumption that the corpo- 
ration referred to in this subsection was a payer corporation 
within the meaning of that subsection), 


(i) the fair market value of the life insurance policy shall, at 
any time before the death of the insured, be deemed to be its 
cash surrender value (within the meaning assigned by sub- 
section 148(9)) at that time, and 


(ii) the total fair market value of,assets (other than assets de- 
scribed in subparagraph (c)(i), (ii) or Gii) of the definition 
“qualified small business corporation share” in subsection 
(1), subparagraph (b)(i), (i) or (ii) of the definition “share of 
.the capital stock of a family farm corporation” in subsection 
(1) or paragraph (a), (b) or (c) of the definition “small busi- 
ness corporation” in subsection 248(1),.as the case may be) 
of any of those corporations that are 


(A) the proceeds, the right to receive the proceeds or at- 
tributable to, the proceeds, of the. life insurance policy of 
which the particular corporation was a beneficiary, and 


(B) used, directly or indirectly, within the 24-month pe- 
riod beginning at the time of the death of the insured or, 
where written application therefor is made by the particu- 
lar corporation within that period, within such longer pe- 
riod as the Minister considers reasonable in the circum- 
stances, to redeem, acquire or cancel the subject shares 
owned by the insured immediately before the death of the 
insured, 


not in excess of the fair market value of the assets immedi- 
ately after the death of the insured, shall, until the later of 


(C) the redemption, acquisition or cancellation, and 


(D) the day that is 60 days after the payment of. the pro- 
ceeds under the policy, 


be deemed not to exceed the cash surrender value (within the 
meaning assigned by subsection.148(9)) of the policy imme- 
diately before the death of the insured; and 


(b) the fair. market value of an asset of a particular corporation 
that is a share of the capital stock or indebtedness of another 
corporation: with which the particular corporation. is connected 
shall be deemed to be nil and, for the purpose of this paragraph, 
a particular corporation is connected with another corporation 
only where 


(i) the particular corporation is connected (within the mean- 
ing assigned by, paragraph (d) of the definition “qualified 
small business corporation share” in subsection (1)) with the 
other corporation, and 


(ii) the other corporation is not connected (within the mean- 
ing of subsection 186(4) as determined without reference to 
subsection 186(2) and on the assumption that the other cor- 
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poration is a payer corporation within the meaning of subsec- 
tion 186(4)) with the particular corporation, 


except that this paragraph applies only in determining whether a 
share of the capital stock of another corporation with which the 
particular corporation is connected is a qualified small business 
corporation share or a share of the capital stock of a family farm 
corporation and in determining whether the other corporation is 
a small business corporation. 


Related Provisions: 186(7) — Interpretation of “connected” for para. (a). 


History: Subsec. 110.6(15) substituted by 1994, c. 21, subsec. 50(5), applicable to 
dispositions occurring after 1991. That subsec. formerly read: 


(15) Life insurance policy of corporation — For the purposes of the definitions 
“qualified smal] business corporation share” and “share of the capital stock of a 
family farm corporation” in subsection (1) and the definition “small business 
corporation” in subsection 248(1), where a person (in this subsection referred to 
as the “insured”), whose life was insured under an insurance policy owned by a 
particular corporation, owned shares of the capital stock (in this subsection re- 
ferred to as the “subject shares”) of the particular corporation, any corporation 
connected with the particular corporation or with which the particular corpora- 
tion is connected or any corporation connected with any such corporation or with 
which any such corporation is connected (within the meaning of subsection 
186(4) on the assumption that the corporation referred to in this subsection was a 
payer corporation within the meaning of that subsection), 


(a) the fair market value of the life insurance policy shall, at any time before 
the death of the insured, be deemed to be its cash surrender value (within the 
meaning assigned by subsection 148(9)) at that time; and 


(b) the total fair market value of assets (other than assets described in sub- 
paragraph (c)(1), (ii) or (iii) of the definition “qualified small business corpo- 
ration share” in subsection (1), subparagraph (b)(i), (ii) or (iii) of the defini- 
tion “share of the capital stock of a family farm corporation” in subsection 
(1) or paragraph (a), (b) or (c) of the definition “small business corporation” 
in subsection 248(1), as the case may be) of any of those corporations that 
are 


(i) the proceeds, the right to receive the proceeds or attributable to the 
proceeds, of the'life insurance policy of which the particular corporation 
was a beneficiary, and 
(ii) used, directly or indirectly, within the 24-month period beginning at 
the time of the death of the insured or, where written application there- 
for is made by the particular corporation within that period, within such 
longer period as the Minister considers reasonable in the circumstances, 
to redeem, acquire or cancel the subject shares owned by the insured 
immediately before the death of the insured, 
not in excess of the fair market value of the assets immediately after the 
death of the insured shall, until the later of 


(iii) the redemption, acquisition or cancellation, and 
(iv) the date that is 60 days after the payment of the proceeds under the 
policy, 

be deemed not to exceed the cash surrender value (within the meaning as- 


signed by subsection 148(9)) of the policy immediately before the death of 
the insured. 


Subsec. 110.6(15) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 81(14), applicable 
to dispositions occurring after June 17, 1987, except that, with respect to dispositions 
occurring before July 13, 1990, the reference to “within the 24-month period com- 
mencing at the time of the death of the insured or, where written application therefor is 
made by the particular corporation within that period, within such longer period [as the 
Minister considers reasonable in the circumstances]” in subpara. 110.6(15)(b)(ii) shall 
be read as “before July 13, 1991 or, where written application therefor is made by the 
particular corporation before that date, before date”’. 


(16) Personal trust — For the purposes of the definition “quali- 
fied small business corporation share” in subsection (1) and of para- 
graph (14)(c), a personal trust shall be deemed to include a trust 
described in subsection 7(2). 


History: Subsec. 110.6(16) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 81(14), 
applicable to dispositions occurring after June 17, 1987. 


(17) Order of deduction— For the purpose of clause 
(2)(a)(i11)(A), amounts deducted under this section in computing an 
individual’s taxable income for a taxation year that ended before 
1990 shall be deemed to have first been deducted in respect of 
amounts that were included in computing the individual’s income 
under this Part for the year because of subparagraph 14(1)(a)(v) 
before being deducted in respect of any other amounts that were 
included in computing the individual’s income under this Part for 
the year. 
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History: Subsec. 110.6(17) amended by 1995, c. 3, subsec. 32(10), applicable to 1996 

et seq. Subsec. (17) formerly read: 
(17) For the purposes of clauses (2)(a)(iii)(A) and (3)(a)(iii)(A), amounts. de- 
ducted by an individual under this section in computing the individual’s taxable 
income for a taxation year ending before 1990 shall be deemed to have first been 
deducted in respect of any amounts that were included in computing the indivi- 
dual’s income for that year because of paragraph 14(1)(a)(v) before being de- 
ducted in respect of any other amounts that were included in computing the indi- 
vidual’s income for that year. 


Subsec. 110.6(17) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 47(12), applica- 
ble to 1990 et seq. 


(18) [Repealed] 


History: Subsec. 110.6(18) repealed by 1995, c. 3, subsec. 32(11), applicable to 1996 
et seq. Subsec. (18) formerly read; 
(18) Eligible real property gains and losses — For the purposes of the defini- 
tions “eligible real property gain” and “eligible real property loss” in subsection 
(1), 
(a) an individual shall be deemed to have disposed of identical properties in 
the order in which they were acquired; 
(b) where paragraph 74.2(2)(b) applies for the purposes of this section to 
deem a property disposed of by another person to have been disposed of by 
an individual in a taxation year, the individual shall be deemed to have last 
acquired that property at the time at which the other person last acquired it 
and to have disposed of it at the time at which the other person disposed of 
it; 
(c) where an individual is deemed by subsection 70(6), (9), (9.1), (9.2) or 
(9.3), 73(1), (3) or (4), 98(3) or (5) or 107(2) to have acquired property for 
an amount that is not greater than the adjusted cost base to the person or 
partnership from whom it was acquired, the individual shall be deemed to 
have acquired the property at the time it was last acquired by the person or 
partnership; : 
(d) the number of calendar months in a period shall be determined without 
reference to any such month that is in a taxation year of the individual or the 
individual’s spouse for which the property in respect of which the eligible 
real property gain or eligible real property loss is computed was a principal 
residence (within the meaning assigned by section 54) of the individual or 
the individual’s spouse; and 
(e) where the eligible real property gain or eligible real property loss of an 
individual is computed in respect of a gain or loss from a disposition of 
property by a partnership, the individual shall be deemed to have last. ac- 
quired the property at the time it was last acquired by the partnership and to 
have disposed of the property at the time it was disposed of by the partner- 
ship except that, where the individual had disposed of that property to the 
partnership and an election had been filed under subsection 97(2) in respect 
of that disposition, the individual shall be deemed to have last acquired the 
property at the time it was last acquired by the individual before that disposi- 
tion if the amount agreed on in that election in respect of the property was 
not greater than the adjusted cost base to the individual of the property at the 
time of that disposition. 
Subsec. 110.6(18) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 47(12), applica- 
ble to 1992 et seq. 


(19) Election for property owned on February 22, 1994 — 
Subject to subsection (20), where an individual (other than a trust) 
or a personal trust (each of which is referred to in this subsection 
and subsections (20) to (29) as the “elector’’), elects in prescribed 
form to have the provisions of this subsection apply in respect of 


(a) a capital property (other than an interest in a trust referred to 
in any of paragraphs (f) to (j) of the definition “flow-through 
entity” in subsection 39.1(1)) owned at the end of February 22, 
1994 by the elector, the property shall be deemed, except for the 
purposes of sections 7 and 35 and subparagraph 110(1)(d.1)(ii), 


(i) to have been disposed of by the elector at that time for 
proceeds of disposition equal to the greater of 


(A) the amount determined by the formula 


A-B 
where 
A is the amount designated in respect of the property in 
the election, and 
Bis the amount, if any, that would, if the disposition 
were a disposition for the purpose of section 7 or 35, 


be included under that section as a result of the dispo- 
sition in computing the income of the elector, and 
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(B) the adjusted cost base to the elector of the property 
immediately before the disposition, and 


(ii) to have been reacquired by the elector immediately after 
that time at a cost equal to 


(A) where the property is an interest in or a share of the 
capital stock of a flow-through entity, (within.the meaning 
assigned. by subsection 39.1(1)) of the elector,:the cost to 
the elector of the property immediately before the disposi- 
tion referred to in subparagraph (i), 

~(B) where an'amount would, if the aephiesih rettisted to 
in subparagraph (i) were a disposition for the purpose of 
section 7 or 35, be included under that section as a result 
of the disposition in computing the income of the elector; 
the lesser of 


(I) the elector’s proceeds of disposition of the property 
determined under subparagraph (i), and 


_ (ID the, amount determined,by the. formula 
A- Bi 
where 


Ais the amount, if any, by which the fair market 
value of the property at. that time exceeds the 
amount that would, if the disposition referred to in 
subparagraph (1) were a disposition for the purpose 
of section 7 or 35, be included under that section as 
a result of the disposition in computing the income 
of the elector, and 


B is the amount that would be determined by the 
formula in subclause (C)(ID) in respect of the pro- 
~“perty if clause (C) applied to the property, and 


(C) in any other case; the lesser of 
(1) the designated amount, and 
(II) the amount, if any, by which the fair market value 
of the property at that time exceeds the amount deter- 
mined by the formula 
| A-1.1B 
where 
A_ is the designated amount, and 
B is the fair market value of the property at that time; 


(b) a business carried on by the elector (otherwise than as a 
member of a partnership) on February 22, 1994, 


‘(i) the amount that would be determined under subparagraph 
14(1)(a)(v) at the end of that day in respect of the elector if 


(A) all the eligible capital property owned at that time by 
the'elector in respect of the business were disposed of by 
the ‘elector immediately before that time for proceeds of 
disposition equal to the amount designated in the election 
in respect of the business, and 


(B) the fiscal period of the business. ended at that time 


shall be deemed to bea taxable capital gain of the elector for 
the taxation year in which the fiscal period of the business 
that includes that time ends from the disposition of a particu- 
lar property and, for the purposes of this. section, the particu- 
lar property shall be deemed to have been disposed of by the 
elector at that time, and 


(ii) for the purpose of paragraph 14(3)(b), the amount of the 
taxable capital gain determined under subparagraph (i) shall 
be deemed to have been claimed, by a person who does not 
deal at arm’s length with each person or partnership that does 
not deal at arm’s length with the elector, as a deduction under 
this section in respect of a:disposition at that time of the eli- 
gible capital property; and 


S. 110.6(20)(a)()(B) UD 


‘tor shall'bedeemed to have a capital gain for the: year from the 
disposition on sleigh 22; 1994 of f wpaaia equal to the lesser 
Of) iaF 


(i) the total of amounts wREnted in elections made under 
this subsection by the Ayah in respect of interests in the 
trust, and 


(ii) 44 of the amount’ that would, if all of the trust’s capital 
properties were disposed of at'the end of February 22, 1994 
for proceeds of disposition equal to their fair market value at 

© that time and that portion of the trust’s capital gains and capi- 

stal losses or its net taxable capital gains, as the case may be, 
arising from the dispositions as can reasonably be considered 
to represent the elector’s share thereof! were allocated to or 
designated in respect of the elector, be the increase in the an- 
nual gains limit of the elector.for the, 1994 taxation Ne as a 
result of the dispositions, 


Related Provisions: 13(7)(e.1)—Depreciable pied property; 
depreciated, capital cost”F—No_ recapture of CCA on election; 14(1)(a)(v)D, 
14(5)“cumulative eligible capital”B, 14(9) — Cumulative eligible ‘capital; 39.1 — 
Holdings in flow-through ‘entities; 40(2)(b)A,’ D, 40(7.1) = Principal ‘residence; 
49(3.2) — Options; 53(1)(r) — Increase’ in’ ACB’ immediately before’ disposing of all 
interests or shares) of a flow-through entity; 54‘adjusted :cost-base”(c) — ACB adjust- 
ment .of flow-through: entity preserved through. disposition and - reacquisition; 
84.1(2.01)(a) — Share deemed acquired not at arm’s length (cost base preserved) for 
purposes of later non-arm’s length sale; 107(1.1)(a) — Cost of capital interest in a trust 
when’ election made; 110:6(20) — Application of election; 110.6(21) — Non-qualify- 
ing real property; /110.6(23) — Partnership interest; 110.6(24)—(30) — Time for elec- 
tion and late-filed elections; 257 — Formulas, cannot calculate to less than zero; Reg. 
2800(2.1) — Extended deadline for preferred beneficiary election..See also at end of s. 
110.6. 


History: Subsec. 110.6(19) added by. 1995, c. 3, subsec. 32(12), AR NONE to 1994 et 
Seq. 

Selected Cases [subsec. 110.6(19)]: Holder v. R., “(2004] 3 C.T.C. 207 (ECA) 
(Effect of error in election triggered application of adjustments); Champagne v. R., 
[2003] 3 C.T.C. 2318 (LCC) (“Shall” has imperative meaning); Smedley vy. R., [2003] 2 
C.T.C}» 2658 (PCC) (Remission order. recommended where «taxpayer: unaware’ of 
election). 


Remission Orders: Karen Smedley and George Smedley: Remission Order, P.C. 
2004-264 (remission of tax where CRA failed to advise that election could be amended 
under 110.6(27)). 


1.T. Application Rules: 20(1)(c) (where depreciable property owned since before 
1972); 26(29) (following election, property deemed not owned at end of 1971 so ITAR 
26(3) will not apply). 


Interpretation Bulletins: IT-120R6: Principal residence; IT-217R: Depreciable pro- 
perty owned on December 31, 1971 (archived); IT-379R: Employees profit sharing 
plans — allocations to beneficiaries. 


13(21)“un- 


1.T. Technical News: 7. (principal residence. and the capital gains election). 


(20) Application of subsec. (19) — Subsection (19) applies to a 
property or to.a business, asthe case may be, of,an elector only if 
(a) where’ the elector is’ an individual (other than a trust), 
(i) its application to all of the properties in respect of which 
elections were made under that subsection by the elector or a 
Spouse or common-law partner of the elector and to all the 
businesses in respect of which, elections were made under 
that subsection by the elector 


(A) would result in an increase in the amount deductible 

under subsection (3) in computing the taxable income of 
the elector or a spouse or common-law partner of. the 
elector, and 


(B)' in respect: of each of the 1994 and 1995: taxation 
years, 


(I) where no part of the taxable capital gain resulting 
from an election by the elector is included in comput- 
ing the income of a:spouse or common-law partner. of 
the elector, would not result in:the amount determined 
under paragraph (3)(a) for the: year in respect of the 
elector being exceedediby the lesser of the amounts 
determined under paragraphs (3)(b).and_(c) for the 
year in respect of the elector, and 


(c) an interest owned at the end of February 22; 1994: by the 
elector in a trust referred to in any of paragraphs: (f) to (j) of the 
definition “flow-through entity” in subsection 39.1(1), the: elec- 


(II) where no part of the taxable capital gain resulting 
from an election by the elector is included in comput- 
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ing the income of the elector, would not result in the 
amount determined under paragraph (3)(a) for the year 
in respect of a spouse or common-law partner of the 
elector being exceeded by the lesser of the amounts 
determined under paragraphs (3)(b) and (c) for the 
year in respect of the spouse or common-law partner, 


(ii) the amount designated in the election in respect of the 
property exceeds ''/io of its fair market value at the end of 
February 22, 1994, or 


(iii) the amount designated in the election in respect of the 
business is $1.00 or exceeds |'/io of the fair market value at 
the end of February 22, 1994 of all the eligible capital pro- 
perty owned at that time by the elector in respect of the busi- 
ness; and 


(b) where the elector is a personal trust, its application to all of 
the properties in respect of which an election was made under 
that subsection by the elector would result in 


(i) an increase in the amount deemed by subsection 104(21.2) 
to be a taxable capital gain of an individual (other than a 
trust) who was a beneficiary under the trust at the end of Feb- 
ruary 22, 1994 and resident in Canada at any time in the indi- 
vidual’s taxation year in which the trust’s taxation year that 
includes that day ends, or 


(ii) where subsection (12) applies to the trust for the trust’s 
taxation year that includes that day, an increase in the 
amount deductible under that subsection in computing the 
trust’s taxable income for that year. 
History: Subsec. 110.6(20) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)““common-law 
partner”. 


Subsec. 110.6(20) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et seq. 


(21) Effect of election on non-qualifying real property — 
Where an elector is deemed by subsection (19) to have disposed of 
a non-qualifying real property, 
(a) in computing the elector’s taxable capital gain from the dis- 
position, there shall be deducted the amount determined by the 
formula 


0.75(A - B) 
where 
A is the elector’s capital gain from the disposition, and 


Bis the elector’s eligible real property gain from the disposi- 
tion; and 
(b) in determining at any time after the disposition the capital 
cost to the elector of the property where it is a depreciable pro- 
perty and the adjusted cost base. to the elector of the property in 
any other case (other than where the property was at the end of 
February 22, 1994 an interest in or a share of the capital stock of 
a flow-through entity within the meaning assigned by subsection 
39.1(1)), there shall be deducted */3 of the-amount determined 
under paragraph (a) in respect of the property. 
Related Provisions: 13(7)(e)(i)(B)(IV) — Reduction in capital cost reflected for 
CCA purposes; 53(2)(u) — Reduction in ACB; 127.52(1)(h.1) — Calculation for pur- 


poses of minimum tax; 257 — Formula cannot calculate to less than zero. See also at 
end of s. 110.6. 


History: Subsec. 110.6(21) added by 1995, c. 3, subsec..32(12), applicable to 1994 er 
seq. 


Selected Cases [subsec. 110.6(21)]: Holder v. R., [2004] 3 C.T.C. 207 (FCA) 
(Effect of error in election triggered application of adjustments). 


(22) Adjusted cost base — Where an elector is deemed by para- 
graph (19)(a) to have reacquired a property, there shall be deducted 
in computing the adjusted cost base to the elector of the property at 
any time after the reacquisition the amount, if any, by which 


(a) the amount determined by the formula 


A—11B 
where 
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A is the amount designated in the election under subsection 
(19) in respect of the property, and 


B_ is the fair market value of the property at the end of February 
22, 1994 


exceeds 


(b) where the property is an interest in or a share of the capital 
stock of a flow-through entity (within the meaning assigned by 
subsection 39.1(1)), “3 of the taxable capital gain that would 
have resulted from the election if the amount designated in the 
election were equal to the fair market value of the property at the 
end of February 22, 1994 and, in any other case, the fair market 
value of the property at the end of February 22, 1994. 

Related Provisions: 14(9) — Further effects of excessive election; 53(2)(v) — Re- 


duction in ACB; 110.6(19)(a)(ii)(C)(11), 110.6(28) — Further effects of excessive elec- 
tion; 257 — Formula cannot calculate to less than zero. See also at end of s. 110.6. 


History: Subsec. 110.6(22) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et 
seq. 


Selected Cases [subsec. 110.6(22)]: Holder v. R., [2004] 3 C.T.C. 207 (FCA) 
(Effect of error in election triggered application of adjustments). 


(23) Disposition of partnership interest — Where an elector 
is deemed by subsection (19) to have disposed of an interest in a 
partnership, in computing the adjusted cost base to the elector of the 
interest immediately before the disposition 


(a) there shall be added the amount determined by the formula 
c 
A-B)X=+E 
( ) D 


where 


A. is the total of all amounts each of which is the elector’s share 
of the partnership’s income (other than a taxable capital gain 
from the disposition of a property) from a source or from 
sources in a particular place for its fiscal period that includes 
February 22, 1994, 


B is the total of all amounts each of which is the elector’s share 
of the partnership’s loss (other than an allowable capital loss 
from the disposition of a property) from a source or from 
sources in a particular place for that fiscal period, 


C_ is the number of days in the period that begins the first day of 
that fiscal period and ends February 22, 1994, 


D is the number of days in that fiscal period, and 


E is “4 of the amount that would be determined under para- 
graph 3(b) in computing the elector’s income for the taxation 
year in which that fiscal period ends if the elector had no 
taxable capital gains or allowable capital losses other than 
those arising from dispositions of property by the partnership 
that occurred before February 23, 1994; and 


(b) there shall be deducted the amount that would be determined 
under paragraph (a) if the formula in that paragraph were read as 


ec 
B-—A)x=+E 
( x5 


Related Provisions: 53(1)(e)(xii) — Addition to ACB; 53(2)(c)(xi) — Reduction in 
ACB; 257 — Formulas cannot calculate to less than zero. See also at end of s. 110.6. 
History: Subsec. 110:6(23) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et 
seq. 


(24) Time for election — An election made under subsection (19) 
shall be filed with the Minister 


(a) where the elector is an individual (other than a trust), 


(i) if the election is in respect of a business of the elector, on 
or before the individual’s filing-due date for the taxation year 
in which the fiscal period of the business that includes Febru- 
ary 22, 1994 ends, and 


(ii) in any other case, on or before the individual’s balance- 
due day for the 1994 taxation year; and 


(b) where the elector is a personal trust, on or before March 31 
of the calendar year following the calendar year in which the 
taxation year of the trust that includes February 22, 1994 ends. 
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Related Provisions: 110:6(26)—(30) — Late and amended elections. See also at end 
of s. 110.6. 


History: Subpara. 110.6(24)(a)(i) amended by: 1996, c. 21, s..21; applicable to 1995 et 
seq. The subpara. formerly read: 


_(i) if the election is in respect of a business of the elector, on or before the indivi- 
dual’s balance-due day for the taxation year in which ‘the fiscal period of the 
business that includes February 22, 1994 ends, and 


Subsec. 110.6(24) added by 1995, c..3, subsec. 32(12), applicable to 1994 et seq. 


(25) Revocation of election — Subject to subsection (28), an 
elector may revoke an election made under subsection (19) by filing 
a written notice of the revocation with the Minister before 1998. 
Related Provisions: 104(14.01) — Revocation of preferred beneficiary election at 
same time; 104(21.01) — Revocation of trust’s taxable capital gains designation at 
same time. See also at end.of s. 110.6. 

History: Subsec. 110.6(25) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et 
seq. 

I.T. Technical News: 7 (principal residence and the capital gains election). 


(26) Late election — Where an election made under subsection 
(19) is filed with the Minister after the day (referred to in this sub- 
section and subsections (27) and (29) as the “election filing date”) 
on or before which the election is required by subsection (24) to 
have been filed and on or before the day that is 2 years after the 
election filing date; the election shall be deemed for the purposes of 
this section (other than subsection (29)) to have been filed on the 
election filing date if an estimate of the penalty in respect of the 
election is paid by the elector when the election is, filed with the 
Minister. 

Related Provisions: 104(14.01) — Late preferred beneficiary election filed at same 


time; 104(21.01) — Late filing of trust’s taxable capital gains designation at same time; 
110.6(29) — Amount of penalty. See also at end of s. 110.6. 


History: Subsec. 110.6(26) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et 
seq. 


(27) Amended election — Subject to subsection (28), an election 
under subsection (19) in respect of a property or a business is 
deemed to be amended and the election, as amended, is deemed for 
the purpose of this section (other than subsection (29)) to have been 
filed on the election filing date if 


(a) an amended election in prescribed form in respect of the pro- 
perty or the business is filed with the Minister before 1998; and 


(b) an estimate of the penalty, if any, in respect of the amended 
election is paid by the elector when the amended election is filed 
with the Minister. 
Related Provisions: 104(14:01) — Amended preferred beneficiary election filed at 
same time; 104(21.01) — Amendment of trust’s taxable capital gains designation at 
same time; 110.6(26) — Election filing date; 110.6(29) — Amount of penalty. See also 
at end of s. 110.6. 
History: The opening words of subsec, 110.6(27) amended by 1998, c. 19, subsec. 
130(3), applicable to 1994 et seg. The opening words formerly read: 


(27) Subject to subsection (28), an election made under subsection (19) in re- 
spect of a property or a business shall be deemed to be amended and the election, 
as amended, shall be deemed to have been filed on the election filing date if 


Subsec. 110.6(27) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et seq. 


Remission Orders: Karen Smedley and George Smedley Remission Order, P.C. 
2004-264 (remission of tax’ where CRA failed to advise that election ‘could be 
amended). 


(28) Election that cannot be revoked or amended — An 
election under subsection (19) cannot be revoked or amended where 
the amount designated in the election exceeds 11/10 of 


(a) if the election is in respect of a property other than an interest 
in a partnership, the fair market value of the property at the end 
of February 22, 1994; 


(b) if the election is in respect of an interest in a partnership, the 
greater of $1 and the fair market value of the property at the end 
of February 22, 1994; and 

(c) if the election is in respect of a business, the greater of $1 
and the fair market value at the end of February 22, 1994 of all 
the eligible capital property owned at that time by the elector in 
respect of the business. 


S. 110.6(31) 


Related Provisions: 14(9), 110.6(19)(a)(ii)(C)(D, 110.6(22)(a)B — Further effects 
of excessive election; 40(3)(a) — Partnership interest can have negative ACB. See also 
at end of s. 110.6. 


History: Subsec. 110. 6(28) amended by 1998, c. 19, subsec. 130(4), applicable to 
1994 et seg..Subsec. 110.6(28) formerly read: 


(28) An election made under subsection (19) cannot be revoked or amended 
where the amount designated in the election. exceeds ''/10 of 


(a) if the election is in respect of a property, the fair market value of the 
property at the end of February 22, 1994; and 


(b) if the election is in respect of a business, the fair market value at theend 
of February 22, 1994 of all the eligible capital property owned at that time 
by the elector in respect of the business. 


Subsec. 110.6(28) added by 1995, c. 3, subsec. 32(12), applicable to 1994 et seq. 
(29) Amount of penalty — The penalty in respect of an election 
to which subsection (26) or (27) applies is the amount determined 
by the formula 
AxXB 
300 


where 


Ais the number of months each of which is a month all or part of 
which is during the period that begins the day after the election 
filing date and ends the day the election or amended election is 
filed with the Minister; and 


Bis the total of all amounts each of which is the taxable capital 
gain of the elector or a spouse or common-law partner of the 
elector that results from the application of subsection (19) to the 
property or the business in respect of which the election is made 
less, where subsection (27) applies to the election, the total of all 
amounts each of which would, if the Act were read without ref- 
erence to subsections (20) and (27), be the taxable capital gain 
of the elector or a spouse or common-law partner of the elector 
that resulted from the application of subsection (19) to the pro- 
perty or the business. 


Related Provisions: 110.6(26) — Election filing date; 220(3. D — Waiver of pen- 
alty by CRA: See also at end of s. 110.6. 


History: Subsec. 110.6(29) amended’ by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Subsec: 110.6(29) added by 1995,-c. 3, subsec. 32(12), applicable to 1994 et seq. 


(30) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine each. election to which subsection (26).or 
(27) applies, assess the penalty payable and send a notice of assess- 
ment to the elector who made the election, and the elector shall pay 
forthwith to the Receiver General the amount, if any, by which the 
penalty so assessed exceeds the total of all amounts previously paid 
on account of that penalty. 


History: Subsec. 110.6(30) added by 1995, .c, 3; subsec. 32(12), applicable to 1994 et 
seq. 


(31) Conditions for the. application of subsec. (32) — Sub- 
section (32) applies to an individual for a taxation year that begins 
after March 19, 2007 if 


(a) in the taxation year the individual has a taxable capital gain 
from the disposition, before March 20, 2007, of a qualified small 
business corporation share of the individual, a qualified. farm 
property of the individual or a qualified fishing property: of..the 
individual; and 


(b) the total of all amounts each of which is an amount of a taxa- 
ble capital gain of the individual described in paragraph (a) ex- 
ceeds the amount that would be determined under paragraph 
(2)(a) in respect of the individual for the taxation year were the 
reference to “$375,000” in that paragraph read as a reference to 
“$250,000” (the amount of which excess is referred to in subsec- 
tion (32) as the “denied excess”). 


History: Subsec. 110.6(31) added by 2007, c. 35, subsec. 31(8), Sree to taxation 
years that end after March 18, 2007. 
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(32) Deduction denied — Notwithstanding subsections (2) to 
(2.3), if this subsection applies to an individual for a taxation year, 
no amount may be deducted under this section for the taxation year 
by the individual in respect of the individual’s taxable capital gains 
for the year described in paragraph (31)(a) to the extent of the de- 
nied excess. 


Related Provisions: 110.6(31) — Conditions for 110.6(32) to apply. 


History: Subsec. 110.6(32) added by 2007, c. 35, subsec. 31(8), applicable to taxation 
years that end after March 18, 2007. 


Related Provisions [s. 110.6]: 14(1.1) — Excess exceeding eligible capital amount 
deemed to be taxable capital gain; 39(9) Reduction of business investment loss; 
39(11) — Bad debt recovery; 39(13) — Repayment of assistance; 40(3) — Deemed 
gain when ACB adjusted below nil; 42 — Deemed loss on warranty; 70(2) — Roll- 
overs on death; 98(1)(c) — Disposition of partnership property; 111(8)“non-capital 
loss”A:E — Carryforward of exemption, deduction as non-capital loss; 111(8)‘‘pre- 
1986 capital loss balance”’C, D, E — Balance reduced by exemption claims; 111.1 — 
Order of applying provisions; 131(1)(b) — Election re capital gains dividend. 


Definitions [s. 110.6]: “active business” — 248(1); “adjusted cost base” — 54, 
248(1); “allowable business investment loss” — 38(c), 248(1); “alter ego trust”, 
“amount” — 248(1); “annual gains limit’ — 110.6(1); “assessment” — 248(1); “aver- 
age annual rate of return” — 110.6(9); “borrowed money”, “business” — 248(1); “cal- 
endar year” — Interpretation Act 37(1)(a); “Canada” — 255; “Canadian-controlled:pri- 
vate corporation” — 125(7), 248(1); “capital gain” — 39(1)(a), 248(1); “capital 
interest” —in a trust 108(1), 248(1); “capital loss” — 39(1)(b), 248(1); “capital pro- 
perty” —54, 248(1); “carrying on business” — 253; “child” —70(10), 110.6(1), 
252(1); “class of shares” —248(6); “common-law partner”, “common share” — 
248(1); “connected” — 186(4), (7); “corporation” — 248(1), Interpretation Act 35(1); 
“credit union” — 137(6), 248(1); “cumulative gains limit”, “cumulative net investment 
loss” —'110.6(1); “deferred profit sharing plan” — 147(1), 248(1); “disposition”, “div- 
idend” — 248(1); “election filing date” — 110.6(26); “elector” — 110.6(19); “eligible 
capital property” — 54, 248(1); “eligible real property loss” — 110.6(1); ‘‘em- 
ployee” — 248(1); “farming” — 248(1); “filing-due date” — 150(1), 248(1);. “fiscal 
period” — 249(2)(b), 249.1; “fishing”, “gross revenue” — 248(1); “identical” — 
248(12); “immovable” — Quebec Civil Code art. 900-907; “income-averaging annuity 
contract” — 61(4), 248(1); “individual”, “insurance policy” — 248(1); “interest in a 
family farm partnership”, “interest in a family fishing partnership” — 110.6(1); “in- 
vestment corporation” — 130(3)(a), 248(1); “investment expense”, “investment in- 
come” — 110.6(1); “joint spousal or common-law partner trust”, “Minister” — 248(1); 
“month” — Interpretation Act 35(1); “mortgage investment corporation” — 130.1(6), 
248(1); “mutual fund corporation” — 131(8), 248(1); “mutual fund © trust” — 
132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “net capital 
loss” — 111(8), 248(1); “net income stabilization account” — 110.6(1.1), 248(1); 
“non-qualifying real property” — 110.6(1), 248(1); “parent” — 252(2)(a); “person” — 
248(1); “personal trust” — 110.6(16), 248(1); “prescribed” — 248(1); “property”? — 
248(1); “qualified farm property” — 110.6(1), (1.3); “qualified fishing property’? — 
110.6(1), (1.2); “qualified small business corporation share” — 110.6(1); “registered 
charity”, “registered pension plan” — 248(1); “registered retirement savings plan” — 
146(1), 248(1); “related” — 110.6(14)(c)-(e), 251(2); “related segregated fund 
trust” — 138.1(1)(a); “resident in Canada” — 110.6(5), 250; “series of transactions” — 
248(10); “share” — 248(1); “share of the capital stock of a family farm corporation”, 
“share of the capital stock of a family fishing corporation” — 110.6(1); “small business 
corporation” — 110.6(14)(b), 248(1); “specified member’ —248(1); “stock divi- 
dend” — 248(1); “substituted” — 248(5); “taxable capital gain” — 38(a), 248(1); “tax- 
able income” — 2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “‘testamen- 
tary trust” — 108(1), 248(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation 
Act 35(1). 


Interpretation Bulletins [s. 110.6]: IT-120R6: Principal residence; IT-123R6: 
Transactions involving eligible capital property; IT-236R4: Reserves — disposition of 
capital property (archived); IT-242R: Retired partners; IT-268R3: Inter vivos transfer 
of farm property to child; IT-268R4: Inter vivos transfer of farm property to child; IT- 
278R2: Death of a partner or of a retired partner; IT-281R2: Elections on single pay- 
ments from a deferred profit-sharing plan (archived); IT-330R: Dispositions of capital 
property subject to warranty, covenant, etc. (archived); IT-369R: Attribution of trust 
income to settlor; IT-373R2: Woodlots; IT-381R3: Trusts — capital gains and losses 
and the flow-through of taxable capital gains to beneficiaries; IT-442R: Bad debts and 
reserves for doubtful debts; IT-451R: Deemed disposition and acquisition on ceasing to 
be or becoming resident in Canada; IT-504R2: Visual artists and writers. 


Forms [s. 110.6]: Tl SCH 3: Capital gains (or losses); T3 SCH 3: Eligible taxable 
capital gains; T6S7: Calculation of capital gains deduction; T936: Calculation of cumu- 
lative net investment loss; T1161: List of properties by an emigrant of Canada. 


110.7 (1) Residing in prescribed zone [northern Canada 
deduction] — Where, throughout a period (in this section referred 
to as the “qualifying period’’) of not less than 6 consecutive months 
beginning or ending in a taxation year, a taxpayer whois an indivi- 
dual has resided in one or more particular areas each of which is a 


*Not indexed for inflation, but increased from $7.50 as of 2008 — ed. 
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prescribed northern zone or prescribed intermediate zone for the 
year and files for the year a claim in prescribed form, there may be | 
deducted in computing the taxpayer’s taxable income for the year’ | 


(a) the total of all amounts each of which is the product obtained _ 
by multiplying the specified percentage for a particular area for | 
the year in which the taxpayer so resided by an amount received, | 
or the value of a benefit received or enjoyed, in the year by the 
taxpayer in respect of the taxpayer’s employment in the particu- 
lar area by a person with whom the taxpayer was dealing at 
arm’s length in respect of travel expenses incurred by the tax-_ 
payer or another individual who was a member of the taxpayer’s 
household during the part of the year in which the taxpayer re- 
sided in the particular area, to the extent that 


| 
| 


(1) the amount received or the value of the benefit, as the case 
may be, 


(A) does not exceed a prescribed amount in respect of the 
taxpayer for the period in the year in which the taxpayer 
resided in the particular area, 


(B) is included and is not otherwise deducted in comput- 
ing the taxpayer’s income for the year or any other taxa- 
tion year, and 


(C) is not included in determining an amount deducted 
under subsection 118.2(1) for the year or any other taxa- 
tion year, 


(ii) the travel expenses were incurred in respect of trips made 
in the year by the taxpayer or another individual who was a 
member of the taxpayer’s household during the part of the 
year in which the taxpayer resided in the particular area, and 


(iii) neither the taxpayer nor a member of the taxpayer’s 
household is at any time entitled to a reimbursement or any 
form of assistance (other than a reimbursement or assistance 
included in computing the income of the taxpayer or the 
member) in respect of travel expenses to which subparagraph 
(ii) applies; and 


(b) the lesser of 
(i) 20% of the taxpayer’s income for the year, and 


_ (ii) the total of all amounts each of which is the product ob- 
tained by multiplying the specified percentage for a particu- 
lar area for the year in which the taxpayer so resided by the 
total of 


(A) $8.25* multiplied by the number of days in the year 
included in the qualifying period in which the taxpayer 
resided in the particular area, and 


(B) $8.25* multiplied by the number of days in the year 
included in that portion of the qualifying period through- 
out which the taxpayer maintained and resided in a self- 
contained domestic establishment in the particular area 
(except any day included in computing a. deduction 
claimed under this paragraph by another person who re- 
sided on that day in the establishment). ) 

Related Provisions: 6(6) — Employment at special work site or remote area—— non- — 

taxable benefits; 111.1 — Order of applying provisions; 127.52(1)(h)(i) — Deduction 

allowed for minimum tax purposes. 


Interpretation Bulletins: IT-91R4: Employment at special work sites or remote 
work locations; IT-178R3: Moving expenses. 


Regulations: 100(3.1) (deduction reduces source withholdings); 7303.1 (prescribed 
northern zone, prescribed intermediate zone). 


Forms: RC4054: Ceiling amounts for housing benefits paid in prescribed zones [infor- 
mation sheet]; T2222: Northern residents deductions. 


(2) Specified percentage — For the purpose of subsection (1), 
the specified percentage for a particular area for a taxation year is 


(a) where the area is a prescribed northern zone for the year, 
100%; and. 
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(b) where the area is a prescribed intermediate’zone for the year, 
50%. 


Regulations: 7303.1 (prescribed northern zone, prescribed intermediate zone). 


Interpretation Bulletins: IT-91R4: Employment at special work sites or remote 
work locations. , 


(3) Restriction — The total determined under paragraph (1)(a) for 
a taxpayer in respect of travel expenses incurred in, a. taxation year 
in respect of an individual shall not be in respect of more than 2 
trips made by the individual in the year, other than trips to obtain 
medical services that are not available in the locality in which the 
taxpayer resided. 


Related Provisions [s. 110.7(3)]: 118.2(2)(g), (h) — Medical expense credit for 
travel expenses. 


(4) Board and lodging allowances, etc. — The amount deter- 
mined under subparagraph (1)(b)(ii) for a particular area for a tax- 
payer for a taxation year shall not exceed the amount by which the 
amount otherwise determined under that subparagraph for the par- 
ticular area for the year exceeds the value of, or an allowance in 
respect of expenses incurred by the taxpayer for, the taxpayer’s 
board and lodging in the particular area (other than at a work site 
described in paragraph 67.1(2)(e)) that. 


(a) would, but for subparagraph 6(6)(a)(i), be included in com- 
puting the taxpayer’s income for the year; and 


(b) can reasonably be considered to be attributable to that por- 
tion of the qualifying period that is in the year and during which 
the taxpayer maintained a self-contained domestic establishment 
as the taxpayer’s principal place of residence in an area other 
than a prescribed northern zone or a prescribed intermediate 
zone for the year. 

Regulations: 7303.1 (prescribed northern zone, prescribed intermediate zone). 

Interpretation Bulletins: IT-91R4: Employment at special work sites or remote 

work locations; IT-178R3: Moving’ expenses. 


Forms: RC4054: Ceiling amounts for housing benefits paid in prescribed zones [infor- 
mation sheet]. 


(5) Idem — Where on any day an individual resides in more than 
one particular area referred to. in subsection (1), for the purpose of 
that subsection, the individual shall be:deemed to reside in only one 
such area on that day. 
History [s. 110.7]: Cls. 110.7(1)(b)(@ii)(A) and (B) amended to'substitute “$8125” for 
“$7.50”, by 2008, c. 28, s. 13, applicable to 2008 et seq. 
The opening words of subsec. 110.7(4) amended. by! 1999, ‘c, 22,.s. 27, applicable to 
1998 et seg. The opening words formerly read: 
(4) Idem — The amount determined under subparagraph (1)(b)(ii) for a paste: 
lar area for.a taxpayer for a taxation year shall not exceed the amount by which 
the amount otherwise determined under that subparagraph for that particular area 
for the year exceeds the value of, or an allowance in respectof expenses incurred 
by the taxpayer for, the taxpayer’s board. and lodging in the particular area that 
Subpara, 110.7(1)(a)Git) added by 1994, c..7, Sch, VHI-(1993,-c. 24), s. 48, applicable 
to 1992 et seq. 
S. 110.7 substituted by 1994, .c. 7, Sch. 11,(1991, c. 49), s. 82, applicable to: 1988 et seq: 
except that 


(a) for the 1988 to 1990 taxation years, 
(i) para. 110.7(1)(b) shall be read as follows: 


(b) subject to. subsections. (4) and (6), the. total.of all amounts each of 
which is the product obtained by multiplying the specified percentage 
for a particular area for the year in which the taxpayer so resided by the 
lesser of 


(i) 20% of the taxpayer’s income for the year, and 
(ii) the total of 


(A) $450 multiplied by the quotient obtained when the number 
of days in the year included in that portion of the qualifying 
period throughout which the taxpayer maintained and resided in 
a self-contained domestic establishment in the particular area 
(except any’ day included in computing a deduction’ claimed 
under this paragraph by another person who resided on that day 
in the establishment) is divided by 30, and 


(B) $225 multiplied by the amount, if any, by which 


(I) the quotient obtained when the number of days in the 
year included in the qualifying period in which the taxpayer 
resided in the particular area is divided by 30 
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exceeds 
(II) the quotient determined under clause (A), 
(ii) the section shall be read as including the following subsections: 


(6) Subject to subsection (7), where a quotient determined under para- 

graph (1)(b) is not a whole number, it shall be rounded to the nearest 

whole number or, where it is equidistant from 2 such consecutive whole 
‘numbers, ‘it shall be rounded to the higher thereof. 


(7) Where, in a taxation year, a taxpayer resided in more than one partic- 
ular area each of ‘which is an area referred to in subsection (2) for the 
year, for the purpose of computing the amount deductible under subsec- 
tion (1) in computing the taxpayer’s taxable income for the year, the 
total of all amounts each of which is a quotient determined under para- 
graph (1)(b) in respect of any such area for the year shall not exceed the 
total of such amounts that would have been obtained for the year if the 
taxpayer had resided in only one such area throughout the portion of the 
qualifying period ‘included in the year. 


(8) Where 2 or more taxpayers not dealing with each other at arm’s 
length resided in the same self-contained domestic establishment for pe- 
riods in a taxation year, for the purpose of computing the amounts de- 
ductible under subsection (1) in computing the taxable incomes of those 
taxpayers for the year, the total of all quotients determined for the year 
under clause (1)(b)(@i)(A) in respect of the establishment shall not ex- 
ceed the amount that would be the quotient determined under that clause 
in respect of the establishment for the year if the establishment had been 
maintained by only one such taxpayer for the total of those periods; 


(b) for the 1988 to 1994 taxation years, 
(i) that portion of subsec. 110.7(1) preceding para. (a) shall be read as follows: 


110.7:.(1)Where; throughout ’a' period (in this section referred ‘to as the 
“qualifying period’’) of not less than 6 consecutive months beginning or 
ending in a taxation year, a taxpayer who is an individual has resided in 
one or more particular areas each of which is a prescribed.area for the 
year or for one of the 2 preceding taxation years or a prescribed northern 
zone or prescribed intermediate zone for the year, and the taxpayer files 
for the year a claim in prescribed form, there may be deducted in com- 
puting the taxpayer’s taxable income for the year, 


(ii) subsection 110.7(2) shall be read as follows: 


(2) For the purpose of subsection (1), the specified percentage for a par- 
ticular area for-a taxation. year is 


(a) where the area is a prescribed area for the year or a prescribed 
northern zone for the year, 100%; 


(b) except-as otherwise provided in paragraph (a), where the area 
was a prescribed area for the immediately preceding taxation year, 
667/3%; 


(c).except as otherwise provided in paragraph (a) or (b), where the 
area is a prescribed intermediate zone for the year, 50%; and 

(d) except as otherwise provided.in paragraph (a), (b) or (c), where 
the area was a prescribed area for the second preceding taxation 
year, 33'%, 


(iii) paragraph 110.7(4)(b) shall be read as follows: 


(b) can reasonably be considered to be attributable to that portion of the 
qualifying period that is in the year and during which the taxpayer main- 
tained a self-contained domestic establishment as the taxpayer’s princi- 
pal place of residence in an area other than, a prescribed_.area, prescribed 
northern zone or prescribed intermediate zone for the year, 


S: 110.7 formerly read: 


110.7 (1) Residing in prescribed area — In computing the taxable income for 
a taxation year of an individual who, throughout a period of not less than 6 
months commencing or ending in the year, resided in an area that was a pre- 
scribed area for the year or for one of the 2 preceding taxation years and who 
files a claim in prescribed form with the individual’s return of income for the 
year pursuant to section 150, there may be deducted 


(a) where the area was a prescribed area for the year, 100%, 


(b); where the area was not a prescribed area for the year but was a pre- 
scribed area for the immediately preceding taxation year; 7/3, and 


(c) where the area was not a prescribed area for the year or the immediately 
preceding taxation year but was a prescribed area for the second preceding 
taxation year, ' 
of such of the following amounts as are applicable: 

(d) ‘an amount received, or the value of a benefit received or enjoyed, in the 
year by the individual in respect of the individual’s employment in the area 
by a person with whom the individual was dealing at arm’s length in respect 
of travel expenses incurred by the individual, to the extent that 


(i) the amount, received or the value of the benefit,.as the case may be, 


(A) does not exceed a prescribed amount, 
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(B) is included and is not otherwise deducted in computing the indi- 
vidual’s income for the year, and 


(C) is not included in determining an amount deducted under sub- 
section 118.2(1) for the year or any other taxation year, and 


(ii) the travel expenses were incurred in connection with 


(A) a trip made in the year for the purpose of obtaining medical 
services not available in the locality in which the individual resided, 
or 


(B) not more than two. trips made in the year for a purpose other 
than to obtain medical services not available in the locality in which 
the individual resided; and 


(e) subject to subsection (2), the lesser of 
(i) 20% of the individual’s income for the year, and 
(ii) the total of 


(A) $450 multiplied by the quotient obtained when the number of 
days in the year included in that portion of the period throughout 
which the individual maintained and resided in a self-contained do- 
mestic establishment (except any day included in computing a de- 
duction claimed under this paragraph by another person who resided 
on that day in the establishment) is divided by 30, and 


(B) $225 multiplied by the amount, if any, by which 


(I) the quotient obtained when the number of days in the year 
included in the period is divided by 30 


exceeds 
(II) the quotient determined under clause (A). 


(2) Restriction — The amount deductible under paragraph (1)(e) shall not ex- 
ceed the amount by which the total determined under that paragraph exceeds the 
value of, or an allowance in respect of expenses incurred by the individual re- 
ferred to in subsection (1) for, the individual’s board and lodging 


(a) that would, but for subparagraph 6(6)(a)(i), be included in computing his 
income for the year, and 


(b) that can reasonably be considered to be attributable to that portion of the 
period referred to in subsection (1) during which the individual maintained a 
self-contained domestic establishment as the individual’s principal place of 
residence in an area other than a prescribed area. 


(3) Whole number — For the purposes of subparagraph (1)(e)(i), where a quo- 
tient is not a whole number, it shall be rounded to the nearest whole number or 
where it is equidistant from two consecutive whole numbers, it shall be rounded 
to the higher thereof. 


Definitions [s. 110.7]: “amount” — 248(1); “arm’s length” —251(1); “employ- 
ment’, “individual”, “person”, “prescribed” — 248(1); “prescribed intermediate 
zone” — Reg. 7303.1(2); “prescribed northern zone” — Reg. 7303.1(1); “qualifying 
period” — 110,7(1); “self-contained domestic establishment” — 248(1); “specified 
percentage” — 110.7(2); “taxable income” — 2(2), 248(1); “taxation year” — 249. 


111. (1) Losses deductible — For the purpose of computing the 
taxable income of a taxpayer for a taxation year, there may be de- 
ducted such portion as the taxpayer may claim of the taxpayer’s 


(a) non-capital losses — non-capital losses for the 20 taxa- 
tion years immediately preceding and the 3 taxation years imme- 
diately following the year; 


Related Provisions: 88(1.1) — Windup — non-capital losses of subsidiary; 
88(1.3) — Windup — rules relating to computation of income and tax of parent; 
111(7.2) — Non-capital loss of life insurer; 111(7.3)-(7.5), 144.113) — Special rules 
for non-capital losses of employee life and health trust; 115(1)(c), (d) — Application of 
losses to non-resident; 127.52(1)(i)(i) — Limitation on deduction for minimum tax pur- 
poses; 186(1)(d)(i) — Application of non-capital loss to Part IV tax. See also at end of 
subsec. 111(1) and s. 111. 


Selected Cases [para. 111(1)(a)]: Duha Printers (Western) Ltd. v. R., [1998] 3 
C.T.C. 303 (SCC); Reversed [1996] 3 C.T.C. 19 (FCA) (Shareholder agreement did not 
result in de jure control); Allcann Wood Suppliers Inc. vy. Canada, [1994] 2 C.T.C. 
2079 (TCC) (Challenge of Minister’s calculation of taxable income can bring other 
years into play if losses in such years affect taxable income in year under appeal); R. v. 
Merali, [1988] 1 C.T.C. 320 (FCA) (Rental losses incurred by non-resident electing to 
be taxed as resident carried forward and deducted from subsequent income earned as 
resident); Oceanspan Carriers Ltd. y. R., [1987] 1 C.T.C. 210 (FCA) (Losses incurred 
by corporation before becoming resident not deductible); AJM Steel Ltd. v. MNR, 
[1969] C.T.C. 479 (Exch.) (Accumulated losses deductible for previously inactive sub- 
sidiary to which business transferred; subsidiary not division of parent); MNR vy. Wahn, 
[1969] C.T.C. 61 (SCC) (Partnership losses must be deducted from other income 
sources before carry back provisions available). 


Interpretation Bulletins: IT-393R2: Election re tax on rents and timber royalties — 
non-residents; IT-484R2: Business investment losses. See also at end of s. 111. 


Information Circulars: 88-2, para. 8: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


Income Tax Act, Part I 


1.T. Technical News: 3 (loss utilization within a corporate group); 25 (refreshing 
losses). 

CRA Audit Manual: 11.3.3: Application of losses; 11.3.6: Examples of loss alloca- 
tion and the business investment tax credit; 29.1.0: Non-capital losses; 29.5.0: Loss 
carryovers. 

Advance Tax Rulings: ATR-44: Utilization of deductions and credits within a 
related corporate group. ‘ 


Forms: T1A: Request for loss carryback; T3A: Request for loss carryback by a trust. 


(b) net capital losses — net capital losses for taxation years 

preceding and the three taxation years immediately following 

the year; 
Related Provisions: 88(1.2) — Wind-up—net capital losses of subsidiary; 
88(1.3) — Wind-up — computation of income of parent; 104(21)(a) — Trusts — por- 
tion of taxable capital gains deemed gain of beneficiary; 110.6(1) — “annual gains 
limit”; 111(1.1) — Adjustments to net capital losses; 111(2) — Net capital losses when 
taxpayer dies; 115(1)(c), (d) — Application of losses to non-resident, 127.52(1)@)@) — 
Limitation on deduction for minimum tax purposes; 129(3) — Refundable dividend tax 
on hand; 180.01 — Election to reduce tax on stock-option shares that have dropped in 
value. See also at end of subsec. 111(1) and s. 111. 


Selected Cases [para. 111(1)(b)]: Placements Bourget Inc. y. R., [1988] 2 C.T.C. 8 
(FCTD) (Capital losses not deductible from income from disposition of shares held by 
trader). 


Interpretation Bulletins: IT-98R2: Investment corporations (archived); IT-243R4: 
Dividend refund to private corporations; IT-395R2: Foreign tax credit — foreign- 
source capital gains and losses; IT-484R2: Business investment losses. See also at end 
ofS: Ie 


CRA Audit Manual: 11.3.3: Application of losses; 29.2.0: Capital losses; 29.5.0: 
Loss carryovers. 


Forms: T3A: Request for loss carryback by a trust. 


(c) restricted farm losses — restricted farm losses for the 20 
taxation years immediately preceding and the 3 taxation years 
immediately following the year, but no amount is deductible for 
the year in respect of restricted farm losses except to the extent 
of the taxpayer’s incomes for the year from all farming busi- 
nesses carried on by the taxpayer; 
Related Provisions: 31 — Loss from farming where chief source of income not 
from farming; 53(1)(@) — Addition to ACB of. farmland; 88(1.3) — Winding-up — 
computation of income and tax payable by parent; 101 — Loss carryforward claimed 
on disposition of farmland by partnership; 115(1)(c), (d) — Application of losses to 
non-resident; 127.52(1)(i)(i) — Limitation on deduction for minimum tax purposes. 
See also at end of subsec. 111(1) and s. 111. 


Interpretation Bulletins: See list at end of(s. 111. 


CRA Audit Manual: 11.3.3: Application of losses; 11.6.5 and Appendix A-11.2.23: 
Farm losses and restricted farm loss report; 29.5.0: Loss carryovers. 


Forms: T3A: Request for loss carryback by a trust. 
(d) farm losses — farm losses for the 20 taxation years imme- 


diately preceding and the 3 taxation years immediately follow- 
ing the year; and 


Related Provisions: 53(1)(i) — Addition to ACB of farmland; 101 — Claim of loss ~ 


after disposition of farmland by partnership; 127.52(1)(i)(@) — Limitation on deduction 
for minimum tax purposes. 


CRA Audit Manual: 11.3.3: Application of losses; 11.6.5 and Appendix A-11.2.23: 
Farm losses and restricted farm loss report; 29.5.0: Loss carryovers. 


Forms: T3A: Request for loss carryback by a trust. 


(e) limited partnership losses — limited partnership losses - 


in respect of a partnership for taxation years preceding the year, 
but no amount is deductible for the year in respect of a limited 
partnership loss except to the extent of the amount by which 


(i) the taxpayer’s at-risk amount in respect of the partnership 
(within the meaning assigned by subsection 96(2.2)) at the 
end of the last fiscal period of the partnership ending in the 
taxation year 


exceeds 
(ii) the total of all amounts each of which is 


(A) the amount required by subsection 127(8) in respect 
of the partnership to be added in computing the invest- 
ment tax credit of the taxpayer for the taxation year, 


(B) the taxpayer’s share of any losses of the partnership 
for that fiscal period from a business or property, or 
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(C) the taxpayer’s share of 


(I) the foreign resource pool expenses, if any, incurred 
by the partnership in that fiscal period, 


(II) the Canadian exploration expense, if any, incurred 
by the partnership in that fiscal period, 


(III) the Canadian development expense, if any, in- 
curred by the partnership in. that fiscal period, and 


(IV) the Canadian oil and gas property expense, if any, 

incurred by the partnership in that fiscal, period. 
Related Provisions [para. 111(1)(e)]: 88(1.1) — Wind-up — non-capital losses of 
subsidiary; 96(2.1) — Determination of limited partnership losses; 96(2.4) — Limited 


partner — extended definition; 127.52(1)(i)(@) — Limitation on deduction for minimum 
tax purposes. See also at end of subsec. 111(1) ands. 111. 


CRA Audit Manual: 11.3.3: Application of losses; 29.5.0: Loss carryovers. 


Related Provisions [subsec. 111(1)]: 111(3) — Limitations on deductibility; 
111(4), (5) — Limitations where change of control; 111(9) — ‘Where taxpayer not resi- 
dent in Canada; 152(6)(c) — CRA required to reassess earlier year to allow. carryback; 
164(5), (5.1) — Effect of carryback of loss; 164(6) — Carryback of losses of estate to 
deceased’s year of death; 256(7) — Where control deemed not to have been acquired; 
256(8) — Where share'deemed to have been acquired; 261(7)(a), 261(15) — Func- 
tional currency reporting. See also at end of s. 111. For other carryovers, see under 
“carryforward” in Topical Index. 


History: Paras. 111(1)(a), (c) and (d) amended by 2006, c. 4, subsecs. 57(1), (2), to 
substitute “20 taxation years” for “10 taxation years”, applicable in respect of losses 
that arise in 2006 et seq. 


Para. 111(1)(a) amended by 2005, c. 19, subsec. 20(1) to replace “7 taxation years” 
with “10 taxation years”, applicable in respect of losses that arise in taxation years that 
end after March 22, 2004. 


Subcl. 111(1)(e)Gi)(C)(D amended by 2001, c. 17, subsec. 87(1), applicable to taxation 
years that begin after 2000. The subcl. formerly read: 


(I) the foreign exploration and development expenses, if any, incurred by: the 
partnership in that fiscal period, 


Interpretation Bulletins [subsec. 111(1)]: IT-151R5: Scientific research and ex- 
perimental development expenditures; IT-232R3: Losses — their deductibility in the 
loss year or:in other years; IT-262R2: Losses of non-residents, and part-year residents; 
IT-302R3: Losses of a corporation — the effect that acquisitions of control, amalgama- 
tions, and windings-up have on their deductibility — after panpaly 15, 1987. See also at 
end of s. 111. 


Forms [subsec. 111(1)]: T1A: Request for loss carryback; T2 SCH 4: Corporation 
loss continuity and application; T3A: Request for loss carryback by a ‘trust. 


(1.1) [Adjustments to] Net capital losses — Notwithstanding 
paragraph (1)(b), the amount that may be deducted under that para- 
graph in computing a taxpayer’s taxable income for a particular tax- 
ation year is the total of 


(a) the lesser of 


(i) the amount, if any, determined under paragraph 3(b) in 
respect of the taxpayer for the particular year, and 


(ii) the total of all amounts each of which is an amount deter- 
mined by the formula 


B 
Ax= 
Cc 


where 


A is the amount claimed under paragraph (1)(b) for the par- 
ticular year by the taxpayer in respect of a net capital loss 
for a taxation year (in this paragraph referred to as the 
“loss year’), 


B is the fraction that would be used for the particular year 
under section 38 in respect of the taxpayer if the taxpayer 
had a capital loss for the particular year, and 


C. is the fraction required to be used under section 38 in re- 
spect of the taxpayer for the loss year; and 


(b) where the taxpayer is an individual, the least of 
(1) $2,000, 


(ii) the taxpayer’s pre-1986 capital loss balance for’ the par- 
ticular year, and 


S. 111(2)(b) 


(iii) the amount, if any, by which 
(A) the amount claimed under paragraph (1)(b) in respect 
of the taxpayer’s net capital losses for the:particular year 
exceeds 
~ (B) the total of the amounts in respect of the taxpayer’s 
net capital losses that, using the formula in subparagraph 
(a)(ii), would be required to be claimed under paragraph 
(1)(b) for the particular year to’ produce the amount deter- 
mined Pla paragraph a) for the particular year. 


—11 1(1. 1)(c) 
inister determines to be rea- 
Sate os na oem 


in respect of net apie loss carryo" rs where the other rules i in i Subsection pro- 


duce inappropriate results. 


Related Provisions: 111(2) — Year of death. See also at end of s. 111. 


History: Subsec. 111(1.1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
83(1), applicable; to the computation of taxable.income for 1985. et seg. Subsec. 
111(1.1) formerly read: 


(1.1) Notwithstanding paragraph (1)(b), where a taxpayer has claimed an amount 
under that paragraph for a particular taxation year in respect of the taxpayer’s net 
capital losses, the amount that may be deducted under that paragraph in respect 
of those losses for that year is the lesser of 


(a) the total of 


(i), the amount, if any, determined under paragraph 3(b) in respect of the 
taxpayer for the, particular year, and 


(ii) where the taxpayer is an individual, the lesser of 
(A) $2,000, and 
(B) the taxpayer’s pre-1986 poe loss balance for the particular 


year; and 
(b) the total of all amounts each of which is 'an amount determined by the 
formula 
AX 
where 


A is the’ amount of a net capital loss for ‘a taxation year (in this paragraph 
referred to as a “loss year’’) claimed under paragraph \(1)(b), 


B | is the fraction that would be used for the particular year under section 38 
in'respect of the taxpayer if the taxpayer had a capital loss for that year, 
and 


C_ is the fraction required’ to be used under section 38 in respect of the 
taxpayer for) the loss year. 


Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years; IT-262R2: Losses of non-residents and part-year residents. See also at 
end of s. 111. 


(2) Year of death — Where a taxpayer dies in a taxation year, for 
the purpose of computing the taxpayer’s taxable income for that 
year and the immediately preceding taxation year, the following 
rules apply: 


(a) paragraph (1)(b) shall. be read as follows: 
“(b) the taxpayer’s net capital losses for all taxation years 
not claimed for the purpose of computing the taxpayer’s 
taxable income for any other taxation year;”; and 
(b) paragraph (1.1)(b) shall be read as follows: 
“(b) the amount, if any, by which 
(i) the amount claimed under paragraph (1)(b) in respect 
of the taxpayer’s net capital losses for the particular 
year 
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exceeds the total of 


(ii) all amounts in respect of the taxpayer’s net capital 
losses that, using ‘the formula in subparagraph (a)(ii), 
would be required to be claimed under paragraph (1)(b) 
for the particular year to produce the amount determined 
under paragraph (a) for the particular year, and 


(iii) all amounts each:of which is an amount deducted 
under section 110.6 in computing the taxpayer’s taxable 
income for a taxation year, except to the extent that, 
where the particular year is the year in which the tax- 
payer died, the amount, if any, by which the amount de- 
termined under subparagraph (i) in respect of the tax- 
payer for the immediately preceding taxation. year 
exceeds the amount so determined under subparagraph 
(ii).” 
History: Subsec. 111(2) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 83(1), 


applicable to the computation of taxable income for 1985 et seg. Subsec. 111(2) for- 
merly read: 


(2) Where a taxpayer dies in a taxation year, for the purposes of computing the 
taxpayer’s taxable income for that year and the immediately preceding taxation 
year, subsection (1.1) shall be read as: follows: 


“(1.1) Notwithstanding paragraph (1)(b), where a taxpayer has claimed an 
amount under that paragraph for a particular year in respect of the tax- 
payer’s net capital losses, the amount that may be deducted under that par- 
agraph in respect of those losses (to the extent they are not deducted in 
computing the taxpayer’s income for any other taxation year) for that year 
is the total of 


(a) an amount not exceeding the amount, if any, determined under 
paragraph 3(b) in respect of the taxpayer for the particular year, equal 
to the total of all amounts each of which is an amount determined by 
the, formula 


where 


A’ is the net capital losses for a taxation’ year (in this paragraph re- 
ferred to as a “loss year’) claimed under paragraph (1)(b), 


Bis the fraction that would be used for the particular year under 
section 38 in respect of the taxpayer if the taxpayer had a capital 
loss for that year, and 


Cis the fraction required to be used under section 38:in respect of 
the taxpayer for the loss year; and 


(b) the amount, if any, by which 


(i) the amount of the taxpayer’s net capital losses claimed under 
paragraph (1)(b) for the particular year 


exceeds the total of 


(ii) the amount of the taxpayer’s net capital losses claimed under 
paragraph (1)(b) that was determined under paragraph (a) for the 
particular year, and 


(iii) the total of all amounts each of which is an amount deducted 
by the taxpayer under section 110.6 in computing the taxpayer’s 
taxable income for a taxation year.” 


Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in. other years. See also at end of s:, 111. 


(3) Limitation on deductibility — For the purposes of subsec- 
tion (1), 


(a). an amount in respect of a non-capital loss, restricted farm 
loss, farm loss or limited partnership loss, as the case may be, 
for a taxation year is deductible, and an amount in respect of a 
net capital loss for a taxation year may be claimed, in computing 
the taxable income of a taxpayer for a particular taxation year 
only to the extent that it exceeds the total of 


(i) amounts deducted under this section in respect of that 
non-capital loss, restricted farm loss, farm loss or limited 
partnership loss in computing taxable income for taxation 
years preceding the particular taxation year, 


(i.1) the amount that was claimed under paragraph (1)(b) in 
respect of that net capital loss for taxation years preceding 
the particular taxation year, and 
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(ii) amounts claimed in respect of that loss under paragraph 
186(1)(c) for the year in which the loss was incurred or under 
paragraph 186(1)(d) for the particular taxation year and taxa- 
tion years preceding the particular taxation year, and 


(b) no amount is deductible in respect of a non-capital loss, net 
capital loss, restricted farm loss, farm loss or limited partnership 
loss, as the case may be, for a taxation year until 


(i) in the case of a non-capital loss, the deductible non-capital 
losses, 


(ii) in the case of a net capital loss, the deductible net capital 
losses, 


(iii) in the case of a restricted farm loss, the deductible re- 
stricted farm losses, 


(iv) in the case of a farm loss, the deductible farm losses, and 


(v) in the case of a limited partnership loss, the deductible 
limited partnership losses, 


for preceding taxation years have been deducted. 


Related Provisions: 87(2.1)(b) — Determining loss after amalgamation; 88(1.1) — 
Non-capital losses of subsidiary; 88(1.2) — Net capital losses of subsidiary; 88(1.3) — 
Winding-up — computation of income and tax payable by parent; 149(10)(c) — No 
loss carryover on corporation becoming or ceasing to be exempt. See also at end of s. 
Vib 


History: That portion of para. 111(3)(a) preceding subpara. (i) substituted by 1994, c. 
7, Sch. II (1991, c. 49), subsec. 83(2), applicable to the computation of taxable income 
for 1985 et seg. That portion formerly read: 


(a) an amount in respect of a non-capital loss, net capital loss, restricted farm 
loss, farm loss or limited partnership loss, as the case may be, for a taxation year 
is deductible by a taxpayer in computing taxable income for a particular taxation 
year only to the extent that it exceeds the total of 


Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years; IT-262R2: Losses of non-residents and part-year residents, IT-302R3: 
Losses of a corporation — the effect that acquisitions of control, amalgamations, and 
windings-up have on their deductibility — after January 15, 1987. See also at end of s. 
ial 


(4) Acquisition of control [capital losses] — Notwithstanding 
subsection (1), where, at any time (in this subsection referred to as 
“that time”), control of a corporation has been acquired by, a person 
or group of persons 


(a) no amount in respect of a net capital loss for a taxation year 
ending before that time is deductible in computing the corpora- 

‘ tion’s taxable income for a taxation year ending after that time, 
and 


(b) no amount in respect of a net capital loss for a taxation year 
ending after that time is deductible in computing the corpora- 
tion’s taxable income for a taxation year ending before that time, 


and where, at that time, the corporation neither became nor ceased 
to be exempt from tax under this Part on its taxable income, 


(c) in computing the adjusted cost base to the corporation at and 
after that time of each capital property, other than a depreciable 
property, owned by the corporation immediately before that 
time, there shall be deducted the amount, if any, by which the 
adjusted cost base to the corporation of the property immedi- 
ately before that time exceeds its fair market value immediately 
before that time, 


(d) each amount required by paragraph (c) to be deducted in 
computing the adjusted cost base to the corporation of a property 
shall be deemed to be a capital loss of the corporation for the 
taxation year that ended immediately before that time from the 
disposition of the property, 

(e) each capital property owned by the corporation immediately 
before that time (other than a property in respect of which an 
amount would, but for this paragraph, be required by paragraph 
(c) to be deducted in computing its adjusted cost base to the cor- 
poration or a depreciable property of a prescribed class to which, 
but for this paragraph, subsection (5.1) would apply) as is desig- 
nated by the corporation in its return of income under this Part 
for the taxation year that ended immediately before that time or 
in a prescribed form filed with the Minister on or before the day 
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that is 90 days after the day on which’a notice of assessment of 
tax payable for the year or notification that no tax is payable for 
the year is sent to the corporation, is deemed to have been dis- 
posed of by the corporation immediately before the time that is 
immediately before that time for proceeds of disposition equal to 
the lesser of 


(i) the fair market value of the property immediately before 
that time, and 


(ii) the greater of the adjusted cost base to the corporation of 
the property immediately before the disposition and such 
amount as is designated by the corporation in respect of the 
property, < 
and shall be deemed to have been reacquired by it at that time at 
a cost equal to the proceeds of disposition thereof, except that, 
where the property is depreciable property of the corporation the 
capital cost of which to the corporation immediately before the 
disposition time exceeds those proceeds of disposition, for the 
purposes of sections 13 and 20 and any regulations made for the 
purpose: of paragraph 20(1)(a), 


(111) the capital cost of the property to the corporation at that 
time shall be deemed to be the amount that was its capital 
cost immediately before the disposition, and 


(iv) the excess shall be deemed to have been allowed to the 
corporation in respect of the property under regulations made 
for the purpose of paragraph 20(1)(a) in computing its in- 
come for taxation years ending. before that.time, and 


(f) each amount that by virtue of paragraph (d) or (e) is a capital 
loss or gain of the corporation from a disposition of a property 
for the taxation year that ended immediately before that time 
shall, for the purposes. of the definition “capital dividend. ac- 
count” in subsection 89(1), be deemed to be a capital loss or 
gain, as the case may be, of the corporation from the disposition 
of the property immediately before the time that a capital pro- 
perty of the corporation in respect of which paragraph (e) would 
be applicable would be deemed by that paragraph to have been 
disposed of by the corporation. 


Related Provisions: 13(7)(f)— Rules applicable to depreciable property; 
53(2)(b.2) — Reduction in ACB; 53(4) — Effect on ACB of share, partnership interest 
or trust interest; 87(2.1)(b) — Determining loss after amalgamation; 107(1.1)(b)Gi) — 
Deemed cost of income interest in trust; 110.1(1.2) — Parallel rule for charitable dona- 
tion credits; 111(5)— Parallel rule for non-capital losses; 111(12) — Gain or loss on 
foreign debt after change in control; 139.1(18) — Holding corporation deemed not to 
acquire control of insurer on demutualization; 244(14), (14.1) — Date when notice 
sent; 249(3.1) Deemed year end on becoming or ceasing to be CCPC; 249(4) — 
Deemed year end where change of control occurs; 256(6)—(9) — Whether control ac- 
quired; Reg. 5905(5,2), (5:3) — Rule where foreign affiliate is acquired. See also at 
end of s. 111 and under “Control of corporation: change of’ in Topical Index. 


History: Opening words of para. 111(4)(e) amended by 2010,:c. 25, subsec. 21(1), in 
force on December 15, 2010. They. formerly, read: 


(e) each capital property owned by the corporation iinrhetlarely tafe that time 
(other than a property in respect of which an amount would, but for this para- 
graph, be required by paragraph (c) to be deducted in computing its adjusted cost 
base to the corporation or a depreciable property of a prescribed class to which, 
but for this paragraph, subsection (5.1) would apply) as is designated by the cor- 
poration in its'return of income under this. Part.for the taxation year that.ended 
immediately before that time or in a prescribed form filed with the Minister on or 
before the day that is 90 days after the day on which a notice of assessment of 
tax payable for the year or notification that no tax is payable for the year is 
mailed to the corporation, shall be deemed to have been disposed of by the cor- 
poration immediately before the time.that.is immediately before that time for 
proceeds of disposition equal to the lesser of 


Para. 111(4)(e) substituted by 1994, c. 7, Sch. I (1991, c. 49), subsec. 83(3), applicable 
to acquisitions of control occurring after July 13, 1990, other than acquisitions of con- 
trol where the persons acquiring control were obliged on that day to acquire control 
pursuant to the terms of agreements in writing entered into on or before that day. Para. 
111(4)(e) formerly read: 


(e) each capital property owned by the corporation immediately before that time, 
other than a property in respect of which an amount would, but for this para- 
graph, be required by paragraph (c) to be deducted in computing its adjusted cost 
base to the corporation, as is designated by the corporation in its return of in- 
come under this Part for the taxation year that ended immediately before that 
time or in a prescribed form filed with’the Minister on or before the day that is 
90 days after the day on which a notice of assessment of tax payable for the year 
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or notification that no tax is payable for the year is mailed to the corporation, 
shall be deemed to have been disposed of by the corporation immediately before 
the time that is immediately before that time for proceeds of disposition equal to 
the greater of 


(i) the adjusted cost base to the corporation of the property immediately 
before that time, and 


(ii) the lesser of the fair market value of the property immediately before that 
time and such amount as is designated by the corporation in respect of the 
property 
_and shall be deemed to have been reacquired by it at that time at a cost equal to 
the proceeds of disposition thereof, and 


interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 111. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement); 9 (loss consolida- 
tion within a corporate group); 30 (corporate loss utilization transactions). 


Forms: T2 SCH 6: Summary of dispositions of capital property. 


(5) Idem [business or property losses after change in con- 
trol] — Where, at any time, control of a corporation has been ac- 
quired by a person or group of persons, no amount in respect of its 
non-capital loss or farm loss for a taxation year ending before that 
time is deductible by the corporation for a taxation year ending after 
that time and no amount in respect of its non-capital loss or farm 
loss for a taxation year ending after that time is deductible by the 
corporation for a taxation year ending before that time except that 


(a) such portion of the corporation’s non-capital loss or farm 
loss, as the case may be, for a taxation year ending before that 
time as may reasonably be regarded as its loss from carrying on 
a business and, where a business was carried on by the corpora- 
tion in that year, such portion of the non-capital loss as may rea- 
sonably be regarded as being in respect of an amount deductible 
under paragraph 110(1)(k) in computing its taxable income for 
the year is deductible by the corporation for a particular taxation 
year ending after that time 


(i) only if that business was carried on by the corporation for 
profit or with a reasonable expectation of profit throughout 
the particular year, and 


(ii) only to the extent of the total of the corporation’s income 
for the particular year from that business and, where proper- 
ties were sold, leased, rented or developed or services’ ren- 
dered in the course of carrying on that business before that 
time, from any other business substantially all the income of 
which was derived from the sale, leasing, rental or develop- 
ment, as the case may be, of similar properties or the render- 
ing of similar services; and 


(b) such portion of the corporation’s non-capital loss or farm 
loss, as the case may be, for a taxation year ending after that 
time as may reasonably be regarded as its loss from carrying on 
a business and, where a business was carried on by the corpora- 
tion in. that year, such portion of the non-capital loss as may rea- 
sonably be regarded as being in respect of an amount deductible 

- under paragraph 110(1)(k) in computing its taxable income for 
the year is deductible by the corporation for a particular year 
ending before that time 


(i) only if throughout the taxation year and in the particular 
year that business was carried on by the corporation for profit 
or with a reasonable expectation of profit, and 


(11) only to the extent of the corporation’s income for the par- 
ticular year from that business and, where properties were 
sold, leased, rented or developed or services rendered in the 
course of carrying on that business before that time, from any 
other business substantially all the income of which was de- 
rived from the sale, leasing, rental or development, as the 
case may be, of similar properties or the rendering of similar 
Services. 


A carnara | ee 
consolidations: - 
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The Honourable Jim Flaherty, Minister of Finance, today launched public consultations 
on the taxation of corporate groups to explore whether changes to the tax system can be 
made to improve its efficiency and to support economic growth. 


“Our Government has already taken significant steps to enhance the competitiveness of 
the tax system for Canadian businesses,” said Minister Flaherty. “We are committed to 
continuing on this track, including by exami’ whether structural changes could im- 
prove the functioning of the tax system.” 


The Government has heard various concerns from the business comunetlh and the 
provinces regarding the current approach to utilizing tax losses within corporate 
groups. The consultations will allow for further exploration of potential changes, such 
as a more formalized system of loss transfers or some form of consolidated reporting. 


To help guide the consultations, the Government is releasing a paper entitled The Taxa- 
tion of Corporate Groups [37 pp —ed.]. A new system for the taxation of corporate 
groups would constitute a fundamental change to the Canadian corporate tax system. 
The paper highlights important issues where stakeholder feedback will be helpful in 
determining what type of group taxation system the Government should consider. . 


Minister Flaherty also highlighted that the federal government is consulting with the 
provinces on the taxation of corporate groups. He noted that the Government will care- 
fully consider any potential revenue impacts for both the federal and provincial govern- 
ments, and the impact that a new system of group taxation could have on federal-pro- 
vincial tax arrangements. 


The purpose of the consultations is to get the views of all stakeholders on a wide range 
of considerations and possible approaches for a new system of group taxation. As it 
may be challenging to satisfy the interests of both levels of government and the busi- 
ness community, stakeholders are encouraged to recognize competing interests and 
provide input about their most important priorities. 


If as a result of this consultation exercise a new system of group taxation should be 
proposed, stakeholders will be consulted again on the specific design of the new 
system. ; 


The Government invites comments from stakeholders on any element of the paper by 
February 25, 2011. Detailed instructions on ees a submission can be found at 
fin.gc.ca/activty/consult/tec-igs-eng.asp. 


For further information, media may contact: Annette Robertson, Press Secretary, Office 
of the Minister of Finance, 613-996-7861; Jack Aubry, Media Relations, Department of 
Finance, 613-996-8080. 


The Taxation of Corporate Groups Consultation 


Note: A consultation is not a poll. Please do not send cane or duplicate 
submissions. : 


Who may respond: The Government invites comments from stakeholders meganling 
any element of this paper by February 25, 2011. 


Comments may be submitted to TCG-consultation-IGS @fin.ge.ca. 


Also, written comments can be forwarded to: Geoff Trueman, Business Income Tax 
Division, Department of Finance, L’ Esplanade Laurier, 17th Floor, East Tower, 140 
O’Connor Street, Ottawa KIA 0GS5. 


To add.to the transparency of the consultation process, the Department of Finance will 
post submissions on the Department of Finance website, with the consent of the sub- 
mitting party. We ask that, in providing your submission, you state whether you con- 
sent to posting your submission on the Department of Finance website. If you make a 
submission, please clearly indicate if you would like the Department of Finance to: 


* Post your submission on the Department of Finance website, and 


¢ Include your name and/or the name of the organization which you represent with 
your submission when posting it on the Department of Finance website. 


We also request that submissions which are to be posted on the Departmental website 
be provided electronically in PDF format or in plain text. The Department of Finance 
will not post submissions that do not clearly indicate a preference to be posted on our 
website. Once received by the Department of Finance, all submissions will be subject 
to the Access to Information Act (ATI Act) and may be disclosed in accordance with its 
provisions. If a request pertaining to your submission is received under the ATI Act, 
you will be consulted under Section 27 of the ATI Act. 


[The 37-page consultation paper is at fin.ge.ca/activty/consult/tcc-igs-eng.asp — ed.] 


Federal Budget, Supplementary Information, March 4, 2010: Taxation of 
Corporate Groups 


Over the last several years, the Government has taken significant steps to improve the 
competitiveness of the tax system for Canadian businesses, and followed through on 
Advantage Canada commitments to reduce taxes on business investment. However, 
there are still specific structural elements of the tax system where it may be possible to 
make improvements. For example, the Government has heard various concerns from 
the business community and from the provinces regarding the utilization of tax losses 
within corporate groups. Going forward, the Government will explore whether new 
rules for the taxation of corporate groups — such as the introduction of a formal system 
of loss transfers or consolidated reporting — could improve the functioning of the tax 
system. Stakeholder views will be sought prior to the introduction of any changes. 


Ontario Budget, March 25, 2010: Taxation of Corporate Groups 


The 2009 Budget presented a plan to modernize Ontario’s tax system that will signifi- 
cantly improve Ontario’s competitiveness for new business investment. The implemen- 
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tation of a single corporate tax administration has also streamlined the cost of doing 
business in Ontario, The McGuinty government continues to look for ways to improve 
the tax system and strengthen the long-term competitiveness of Ontario's economy. 


In its 2010 budget, the federal government made a commitment to explore new rules 
for the taxation of corporate groups, such as consolidated reporting. Ontario welcomes 
this review and the federal government’s acknowledgment of concerns raised by pro- 
vincial governments regarding the utilization of tax losses within corporate groups. On- 
tario looks forward to working collaboratively with the federal government to explore 
options to address the impact these transactions have on provincial tax and inter- 
provincial income allocation. 

In advance of any formal changes to the tax system, Ontario calls on the federal gov- 
ernment, in administering Ontario’s corporate taxes, to ensure that tax losses are uti- 
lized by a corporation in the province where the loss takes place. This will ensure 
losses are treated in a fair and reasonable manner and do not distort the principles of 
interprovincial income allocation. Ontario will consider taking action, where appropri- 
ate and within its administrative purview, to ensure these principles are upheld 


Related Provisions: 10(11) — Adventure in the nature of trade deemed to be busi- 
ness carried on by corporation; 69(11) — Restriction on loss. consolidation outside cor- 
porate group; 87(2.1)(b) — Determining loss after amalgamation; 110.1(1.2) — Paral- 
lel rule for charitable donation credits; 111(4) — Parallel rule for capital losses; 
111(12) — Gain or loss on foreign debt after change in control; 139.1(18) — Holding 
corporation deemed not to acquire control of insurer on demutualization; 249(3.1) — 
Deemed year end on becoming or ceasing to be CCPC; 249(4) — Deemed year end 
when change of control occurs; 256(6)-(9) — Whether control acquired. See also at 
end of s. 111. 

Selected Cases [subsec. 111(5)]: Crystal Beach Park Ltd. v. R., [2006] 4 C.T.C. 
2024 (TCC) (No change of control where trust relationship disclosed from outset); 
Garage Montplaisir Ltée v. MNR, [2000] 4 C.T.C. 22 (FCA); aff g [1998] 1 C.T.C. 51 
(FCTD) (Business of company must still be a going concern after takeover for losses to 
be available); Duha Printers (Western) Ltd. v. R., [1998] 3 C.T.C. 303 (SCC); Re- 
versed [1996] 3 C.T.C. 19 (FCA) (Shareholder agreement did not result in de jure 
control); Wigmar Holdings Ltd. v. R., [1997] 2 C.T.C. 263 (FCA) (Word “and” be- 
tween clauses (A) and (B) in subpara. 111(5)(a)(i) to be read disjunctively, not 
cumulatively); Yarmouth Industrial Leasing Ltd. v. R., [1985] 2 C.T.C. 67 (FCTD) 
(Losses of inactive subsidiary not carried forward where new type of business subse- 
quently assumed; control changed when 60% of parent sold). 

Interpretation Bulletins: IT-206R: Separate businesses; IT-302R3: Losses of a 
corporation — the effect that acquisitions of control, amalgamations, and windings-up 
have on their deductibility — after January 15, 1987. See also at end of s. 111. 

1.T. Technical News: 7 (control by a group — 50/50 arrangement); 9 (loss consolida- 
tion within a corporate group); 16 (Duha Printers case), 25 (refreshing losses); 30 (cor- 
porate loss utilization transactions); 34 (loss consolidation — unanimous shareholder 
agreements; sale of tax losses; change in trustees and control); 38 (control of corpora- 
tion owned by income trust — impact of change in trustees); 41 (loss consolidation and 
provincial GAAR). 

Advance Tax Rulings: ATR-7: Amalgamation involving losses and control; ATR- 
44: Utilization of deductions and credits within a related corporate group. 


(5.1) Computation of undepreciated capital cost — Where, 
at any time, control of a corporation (other than a corporation that at 
that time became or ceased to be exempt from tax under this Part on 
its taxable income) has been acquired by a person or group of per- 
sons and, if this Act were read without reference to subsection 
13(24), the undepreciated capital cost to the corporation of depre- 
ciable property of a prescribed class immediately before that time 
would have exceeded the total of 


(a) the fair market value of all the property of that class immedi- 
ately before that time, and 


(b) the amount in respect of property of that class otherwise al- 
lowed under regulations made under paragraph 20(1)(a) or de- 
ductible under subsection 20(16) in computing the corporation’s 
income for the taxation year ending immediately before that 
time, 


the excess shall be deducted in computing the income of the corpo- 
ration for the taxation year ending immediately before that time and 
shall be deemed to have been allowed in respect of property of that 
class under regulations made under paragraph 20(1)(a). 

Related Provisions: 87(2.1)(b)— Determining loss after | amalgamation; 
95(2)(f.91)-(f.93) — Parallel rules for FAPI; 139.1(18) — Holding | corporation 
deemed not to acquire control of insurer on demutualization; 256(6)—-(9) — Whether 
control acquired. See also at end of s. 111. 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 111. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement); 9 (loss consolida- 
tion within a corporate group); 30 (corporate loss utilization transactions). 
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(5.2) Computation of cumulative eligible capital — Where, 
at any time, control of a corporation (other than a corporation that at 
that time became or ceased to be exempt from tax under this Part on 
its taxable income) has been acquired by a person or group of per- 
sons and immediately before that time the corporation’s cumulative 
eligible capital in respect of a business exceeded the total of 


(a) */4 of the fair market value of the eligible gpital property in 
respect of the business, and 


(b) the amount otherwise deducted under paragraph 20(1)(b) in 
computing the corporation’s income from the business for the 
taxation year ending immediately before that time, 


the excess shall bé deducted under paragraph 20(1)(b) in computing 
the corporation’s income from the business for the taxation year 
ending immediately. before. that. time. 

Related Provisions: 87(2.1)(b) — Determining | loss “after amalgamation; 
95(2)(f.91)-(f.93) — Parallel rules for FAPI; 139.1(18)— Holding corporation 


deemed not to acquire control of insurer on demutualization; 256(6)—(9) — Whether 
control acquired. See also at end of s. 111. 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of.s. 111. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement); 9 (loss consolida- 
tion within a corporate group); 30 (corporate loss utilization transactions). 


(5.3) Doubtful debts and bad debts — Where, at any time, 
control of a corporation (other than a corporation that at that time 
became or ceased to: be exempt from tax under this Part on its taxa- 
ble income) has been acquired by a person or group of persons, no 
amount may be deducted under paragraph 20(1)(1) in computing the 
corporation’s income. for its. taxation year ending immediately 
before..that time and each amount that is the greatest amount that 
would, but for this subsection and subsection 26(2) of this Act and 
subsection 33(1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, have been deductible under paragraph 
20(1)(1) in respect of a debt owing to the corporation immediately 
before that time shall be deemed to be a separate debt and shall, 
notwithstanding any other provision of this Act, be deducted as a 
bad debt under paragraph 20(1)(p) in computing the corporation’s 
income for the year and the amount by which the debt exceeds that 
separate debt shall be deemed to be a separate debt incurred at the 
same time and under the same circumstances as the debt was 
incurred, 

Related Provisions: 50(1)(a) — Deemed disposition where debt becomes bad debt; 
87(2.1)(b) — Determining loss after amalgamation; 88(1.1) — Non-capital losses, etc., 
of subsidiary; 139.1(18)— Holding corporation deemed not to acquire control of in- 


surer on demutualization; 256(6)—(9) —= Whether control acquired. See also at end of s. 
111: 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. 


1.T. Technical News: 7. (control bya group — 50/50 arrangement); 9 (loss consolida- 
tion within a corporate group). 


(5.4) Non-capital loss — Where, at any time, control of a corpo- 
ration has been acquired by a person or persons, such portion of the 
corporation’s non-capital loss for a taxation year ending before that 
time as 


(a) was not deductible in computing the corporation’s income 
for a taxation year ending before that time, and 


(b) can reasonably be considered. to be a non-capital loss of a 
subsidiary corporation (in this subsection referred to as the “for- 
mer subsidiary corporation”) from carrying on a particular busi- 
ness (in this subsection referred to as the “former subsidiary cor- 
poration’s loss business”), that was deemed by. subsection 
88(1.1) of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as it read on November 12, 1981 to be the 
non-capital loss of the corporation for the taxation year of the 
corporation in which the former subsidiary. corporation’s loss 
year ended 


S. 111(7.1)(b)Gi)(C) 


shall’ be deemed to be a non-capital loss of the corporation from 
carrying on the former subsidiary corporation’s loss business. 
Related Provisions: 87(2.1)(b)— Determining loss after amalgamation; 


139.1(18) — Holding corporation deemed not to acquire control of insurer on demutu- 
alization; 256(6)—(9) — Whether control acquired. See also at end of's. 111: 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987. See also at end of s. 111. 


1.T. Technical News: 7 (control by a group — 50/50 ee, 9. (loss consolida- 
tion within a corporate group). 


(5.5) Restriction — Where control of ‘a corporation has; been ac- 
quired by a person or group of persons and it may reasonably be 
considered that the main reason for the acquisition of control was to 
cause paragraph (4)(d) or subsection (5.1), (5.2) or (5.3) to apply 
with respect to the acquisition, 


(a) that provision and paragraph (4)(e), and 
(b) where that provision is' paragraph (4)(d), paragraph (4)(c) 
shall not apply with respect to the acquisition. 


Related Provisions: 87(2.1)(b)— Determining loss after amalgamation; 
139:1(18) — Holding corporation deemed not to acquire control of insurer on demutu- 
alization; 256(6)—(9) — Whether control acquired. 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15,1987. See also at end of s. 111. 


(6) Limitation — For the purposes of this section and paragraph 
53(1)G), any loss of a taxpayer for a taxation year. from. a farming 
business shall, after the taxpayer disposes of the land used in that 
farming business and to the extent that the amount of the loss: is 
required by paragraph 53(1)(i) to be added in computing the ad- 
justed cost base to the taxpayer of the land immediately before the 
disposition, be deemed not to be a loss. 


(7) idem — For the purposes of this section, any loss of a taxpayer 
for,a taxation year from.a farming business shall, to the extent that 
the loss is included in the amount of any deduction permitted by 
section 101 in computing the taxpayer’s income for any subsequent 
taxation year, be deemed not to be a loss of the taxpayer for the 
purpose of computing the taxpayer’s taxable income for that .subse- 
quent year or any taxation year subsequent thereto. 


(7.1) Effect of election by insurer under subsec. 138(9) in 
respect of 1975 taxation year — Where an insurer has made an 
election under subsection. 138(9) in respect of its 1975 taxation 
year, for the purpose of determining the amount deductible:in com- 
puting its taxable income for its 1977 and subsequent taxation years 
in respect of the non-capital loss, if any, for the 1972 and each sub- 
sequent taxation year ending before 1977, a portion of the non-capi- 
tal loss for.each;such year equal to the lesser of 


(a) the portion of the non-capital loss for the year (determined 
without reference to this subsection) that would be deductible in 
computing the insurer’s taxable income for its 1977 taxation 
year if the insurer had sufficient income for that year, and 

(b) the amount, if any, by which 


(i) its 1975 branch accounting election deficiency 


exceeds 
(ii) the total of 
(A) the amount determined under subparagraph 


138(4.1)(d)Gi) in respect of the insurer, 


(B) the total of all amounts each of which is an amount 
determined under paragraph 13(22)(b) with respect to de- 
preciable property of a prescribed class of the insurer, and 


(C) the total of all amounts each of which is the portion 
determined under this subsection in respect of the non- 
capital loss for a taxation year after 1971 and preceding 
the year 
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shall, for the purposes of this section, be deemed to have been de- 
ductible under this section in computing the insurer’s taxable in- 
come for a taxation year ending before 1977. 


Related Provisions: 111(7.11) — Definitions in 138(12) apply. See also Related 
Provisions at end of s. 111. 


Interpretation Bulletins: See list at end of s. 111. 


(7.11) Application of subsec. 138(12) — The definitions in 
subsection 138(12) apply to subsection (7.1). 


Origin of subsec. 111(7.11): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in 
the opening words of subsec. 138(12)). 


(7.2) Non-capital loss of life insurer — Notwithstanding para- 
graph (1)(a), in the case of a life insurer the amount deductible in 
computing its taxable income for its 1978 and subsequent taxation 
years, 
(a) in respect of its non-capital loss for each taxation year ending 
before 1977 shall be deemed to be nil; and 
(b) in respect of its non-capital loss for its 1977 taxation year 
shall be deemed to be the amount, if any, by which 


(i) the amount referred to in subparagraph. 138(4.2)(a)(iv) 
exceeds the total of 

(ii) the amount of the reserve determined for the purpose of 
subparagraph 138(4.2)(a)(i), 
(iii) in any case where subparagraph 138(4.2)(a)(ii) applies, 
the total of amounts referred to in that subparagraph, and 
(iv) in any case where subparagraph 138(4.2)(a)(iii) applies, 
the amount referred to in that subparagraph. 

Interpretation Bulletins: See list at end of s. 111. 


(7.3) Non-capital losses of employee life and health 
trusts — Paragraph (1)(a) does not apply in computing the taxable 
income of a trust for a taxation year if the trust. is, in the year, an 
employee life and health trust. 

Related Provisions: 111(7.4)—Carryback and carryforward for 
111(7.5) —No carryforward where ELHT loses status or deduction rights. 


History: Subséc. 111(7.3) added by 2010, c. 25, subsec. 21(2), applicable after 2009. 


BLHT; 


(7.4) Non-capital losses of employee life and health 
trusts — For the purposes of computing the taxable income of an 
employee life and health trust for a taxation year, there may be de- 
ducted such portion as the trust may claim of the trust’s non-capital 
losses for the three taxation years immediately preceding and the 
three taxation years immediately following the year. 

Related Provisions: 111(7.3) — Regular non-capital loss carryovers not allowed; 
111(7.5)—No_  carryforward where ELHT loses status or deduction rights; 
111(8)“non-capital loss’(a.1) — Amount deductible in calculating loss of employee 
life and health trust; 144.1(10) —Non-capital losses to EHLT only as allowed by 
111(7.3)+(7.5). 


History: Subsec. 111(7.4) added by 2010, c. 25, subsec. 21(2), applicable after 2009. 


(7.5) Non-capital losses of employee life and health 
trusts — Notwithstanding paragraph (1)(a) and subsection (7.4), 
no amount in respect of the trust’s non-capital losses for a taxation 
year in which the trust was an employee life and health trust may be 
deducted in computing the trust’s taxable income for another taxa- 
tion year (referred to in this subsection as the “specified year’) if 


(a) the trust was not an employee life and health trust for the 

specified year; or 

(b) the trust is an employee life and health trust that, because of 

the application of subsection 144.1(3), is not permitted to deduct 

any amount under subsection 104(6) for the specified year. 
History: Subsec. 111(7.5) added by 2010, c. 25, subsec. 21(2), applicable after 2009. 


(8) Definitions — In this section, 


“exchange rate” at any time in respect of a currency of a country 
other than Canada means the rate of exchange between that cur- 
rency and Canadian currency quoted by the Bank of Canada at noon 
on the day that includes that time or, if that day is not a business 
day, on the day that immediately precedes that day, or a rate of ex- 
change acceptable to the Minister; 


Income Tax Act, Part I 


Related Provisions: 261(5)(d) — Application when using functional currency re- 
porting; 261(5)(f)(i) — Interpretation when functional currency election in effect; In- 
terpretation Act s, 29 — Time referred to is standard time. 
History: The definition “exchange rate” in subsec. 111(8) added by 2009, c. 2, subsec, 
30(1), applicable to any acquisition of control of a corporation that occurs 
(a) after March 7, 2008, other than an acquisition of control that occurs before 
2009 under the terms of an agreement made in writirig before March 8, 2008; or 
(b) after 2005, if the corporation so elects in writing and files the election with the 
Minister of National Revenue on or before the corporation’s filing due-date for the 
corporation’s taxation year that includes March 12, 2009. 
If an election under paragraph (b) above is made by the corporation, in respect, of an 
acquisition of control, a designation under para. 111(4)(e) by the corporation for its 
taxation year that ended immediately before the acquisition of control is deemed to 
have been made in a timely manner if that designation is made on or before the corpo- 
ration’s filing due-date for its taxation year that includes March 12, 2009. 


“farm loss” of a taxpayer for a taxation year means the amount 
determined by the formula 


A-C 
where 
A is the lesser of 
(a) the amount, if any, by which 


(i) the total of all amounts each of which is the taxpayer’s 
loss for the year from a farming or fishing business 


exceeds 


(ii) the total of all amounts each of which is the tax- 
payer’s income for the year from a farming or fishing 
business, and 


(b) the amount that would be the taxpayer’s non-capital loss 
for the year if each of the amounts determined for C and D in 
the definition “non-capital loss” in this subsection were zero, 
and 


B_ [Repealed] 


C_ is the total of all amounts by which the farm loss of the taxpayer 
for the year is required to be reduced because of section 80; 


Related Provisions: 31(1), (1.1) — Restricted farm loss; 53(1)(i) ~ Addition: to 
ACB of farmland; 80(3)(b)— Reduction in farm loss on. debt forgiveness; 
87(2.1)(a) — Amalgamation — farm loss carried forward; 96(1) — Farm loss of part- 
ner; 111(9) — Farm loss where taxpayer not resident in Canada; 127.52(1)(i)(Gi)(B) — 
Calculation of previous year’s farm loss for minimum tax purposes; 128.1(4)(f) — 
Farm loss limitation on becoming non-resident; 161(7) — Effect of carryback of loss; 
248(1)“farm loss” — Definition applies to entire Act; 257 — Formula cannot calculate 
to less than zero. See also at end of s. 111. 


History: The formula in the definition “farm loss” in subsec. 111(8) amended to re- 
move reference to B and the description of B repealed by 2000, c. 19, subsecs. 19(1) 
and (2), applicable to 1998 et seq. The description of B formerly read: 


Bis the amount, if any, by which any amount specified by the taxpayer in the 
taxpayer’s election for the year under subsection 110.4(2), exceeds the 
amount that would be the taxpayer’s non-capital loss for the year if the 
amount determined for C in the definition “non-capital loss” in this subsec- 
tion were zero, and 


The formula in the definition “farm loss” in subsec. 111(8) amended to add C, and the 
description of C added, by 1995, c. 21, subsecs. 36(1), (2), applicable to taxation years 
that end after February 21, 1994. 

Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987; IT-322R: Farm losses. See also at end of s. 111. 


CRA Audit Manual: 29.4.0: Farm losses and restricted farm losses. 


“foreign currency debt” means a debt obligation denominated in a 

currency of a country other than Canada; 

Related Provisions: 248(1)“foreign currency debt” — Definition applies to entire 

Act; 261(5)(f)(ii) — Interpretation when functional currency election in effect. 

History: The definition “foreign currency debt” in subsec. 111(8) added by 2009, c. 2, 

subsec. 30(1), applicable to any acquisition of control of a corporation that occurs 
(a) after March 7, 2008, other than an acquisition of control that occurs before 
2009 under the terms of an agreement made in writing before March 8, 2008; or 


(b) after 2005, if the corporation so elects in writing and files the election with the 
Minister of National Revenue on or before the corporation’s filing due-date for the 
corporation’s taxation year that includes March 12, 2009. 


If an election under paragraph (b) above is made by the corporation in respect of an 
acquisition of control, a designation under para. 111(4)(e) by the corporation for its 


798 


Division C — Computation of Taxable Income 


taxation year that ended immediately before the acquisition of control is: deemed to 
have been-made ina timely. manner if that designation is made on or before the corpo- 
ration’s filing due-date for its taxation year that includes March 12, 2009. 


“net capital loss” of a taxpayer for a taxation year means the 
amount determined by the formula 


A-—B+C-—D 
where 


Ais the amount, if any, Midteentineti under subparagraph 3(b)(ii) in 
respect of the taxpayer for the year, ~ 


B_ is the lesser of the, total determined under subparagraph 3(b)(i) 
in respect of the taxpayer for the. year and the, amount deter- 
mined for A in respect, of the taxpayer for the year, 


C is the least of 


(a) [effective approx..2012], the amount of the. allowable bus- 
iness: investment losses of the taxpayer: for’ the iy Savon 
tenth preceding taxation year, 


(b) [effective approx. 2012] the amount, if any, by which 'the 
amount of the non-capital loss:of the taxpayer for the tax- 
payer’s tenth preceding taxation year exceeds the total of all 
amounts in respect of that non-capital loss deducted in com- 


puting the taxpayer’s taxable income or claimed by the tax- | 


payer under paragraph .186(1)(c) or (d) for the year or for any 
preceding taxation year, and 


(c). [effective approx. 2012] if the taxpayer is a corporation 
the control of which was acquired by a person or) group of 
persons before the end of the year and after the end of the 
taxpayer’s tenth preceding taxation year, nil, and 


D is the total of all amounts by which the net capital loss of the 
taxpayer for the year is required to be reduced because of sec- 
tion 80; 


Related Provisions: 80(4)(b) — Reduction in net capital loss on debt forgiveness; 
87(2.1)(a)-— Amalgamation — net capital loss carried forward; 96(1)— Net capital 
loss of partner; 96(8)(b)— Loss, of partnership that: previously had only non-resident 
partners; 96(8)(c) — Disposition of property by partnership that previously had only 
non-resident partners; 111(1)(b) — Application of net capital loss; 111(7.2) — Non- 
capital loss of life insurer;’ 111(9)—Net~ capital loss of ‘non-resident; 
127.52(1)(i)Gi) — Calculation of previous year’s loss for minimum tax purposes; 
128.1(4)) —Net capital loss limitation on becoming non-resident; 139.1(18) — 
Holding corporation deemed not to acquire control of insurer on demutualization; 
142.7(12)(f) — Net capital loss on conversion of foreign bank affiliate to branch; 
161(7) — Effect of carryback of loss; 180.01 — Election to reduce tax on stock-option 
shares that have dropped in value; 248(1)‘net capital loss” —+ Definition. applies to en- 
tire Act; 256(6)-(9) — Whether control acquired; 257 — Formula cannot calculate to 
less than zero. See also at end of s. 111. 


History: The: description of C in the definition “net capital loss” in.subsec. 111(8) 
amended by 2005, c. 19, subsec..20(2), applicable in respect of losses that arise in 
taxation years that end after March 22, 2004, except that, for a taxation year of a tax- 
payer before the taxpayer’s 8th taxation year that ends after that date, oa (c) of the 
description of C is to be read-as follows: 


(c) where the taxpayer is a corporation the control of which was acquired by a 
person or group of persons before the end of the year and after the end of the 
taxpayer’s seventh preceding taxation year, nil, and f 


The description of C formerly read: 
C__ is the least of 


(a) the amount of the allowable business investment losses of the tax- 
payer for the taxpayer’s seventh preceding taxation year, 


(b) the amount, if any, by which the amount of the:non-capital loss: of 
the taxpayer for the taxpayer’s seyenth preceding taxation year exceeds 
the total of all amounts in respect of that non-capital loss deducted in 
computing the taxpayer’s taxable income or claimed by. the’ taxpayer 
under paragraph 186(1)(c) or (d) for the year or for any preceding taxa- 
tion year, and 


(c) where the taxpayer is a corporation the control of which was ac- . 
quired by a person or group of persons before the end of the year and 
after the end of the taxpayer’s seventh preceding taxation year, nil, and 


16Should be a comma — ed. 


S.111(8) non 


The definition “net capital loss? in subsec, 111(8), amended by 1995, c: 21, subsec. 
36(3), applicable to taxation years that end: after February 21,.1994. The definition for- 
merly read: 


“net capital loss” of a taxpayer for a taxation year means. the total of 


(a) the amount determined by the formula __ 


A-B 
where 


A is the amount, if any, determined under subparagraph 3(b)(ii) in respect 
of the taxpayer for the year, and 


' Bis the total determined under subparagraph 3(b)(i) in respect of the tax- 
payer for the ‘year, and 


-(b) the amount that is equal to the lesser ‘ag 


(i) the amount of the ‘allowable business investment “ANd of. the tax- 
payer for the taxpayer’s seventh preceding taxation year, and 


(ii) the amount, if any, by which the amount of the non-capital loss of 
the taxpayer for the taxpayer’s seventh preceding taxation year exceeds 
the ‘total of amounts in respect of that non-capital loss deducted by the 
taxpayer in computing the taxpayer’s taxable income or claimed by the 
taxpayer under paragraph 186(1)(c) or (d) for the year or for any preced- 
ing taxation year 


except that where the taxpayer is a corporation the control of which was 
acquired by a person or group of persons before the end of the year and after 

the end of the taxpayer’s seventh preceding taxation year, the amount deter- 
mined under this paragraph in respect of the taxpayer for the year shall be 
deemed to be nil; . : 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987; IT-484R2: Business investment losses. See also at end of s. 111. 


“non-capital loss” of a taxpayer for a taxation year means, at any 
time, the amount determined by the formula 
(A + B)-(D+D.1 + D.2) 
where 
A is the amount determined by the formula 


B“F 
where ) 
E is the total of all amounts each of which is 


(a) the. taxpayer’s loss for the. year from an..office, em- 
ployment, business or property; 


(a.1) anamount deductible under paragraph 104(6)(a.4) i in 
computing the taxpayer’s income for the year; 16 


(b) an. amount deducted under. paragraph (1)(b) or section 
110.6, or deductible under any of paragraphs 110(1)(d) to 
(d.3),. (f),, (g),..G). and. (k), section, 112.and_. subsections 
113(1). and. 138(6), in.computing the taxpayer’s taxable 
income for the year; or 


(c) if that time is before the taxpayer’s eleventh following 
taxation year, the taxpayer’s allowable business. invest- 
ment loss me the Yat and 


F is the amount determined under paragraph 3(c), in respect. of 
the taxpayer for the: year, 


B is the amount, if any, determined in respect of the taxpayer for 
the year under section 110.5 or subparagraph 115(1)(a)(vii), 


C [Repealed] 
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D is the amount that would be the taxpayer’s farm loss for the year 
if the amount determined for B in the definition “farm loss” in 
this subsection were zero, 


D.1 is the total of all amounts deducted under subsection (10) in 
respect of the taxpayer for the year, and 


D.2 is the total of all amounts by which the non-capital loss of the 
taxpayer for the year is required to be reduced because of sec- 
tion 80; 


Related Provisions: 3.1 — Reasonable expectation of profit required for taxpayer to 
have Joss from business or property; 80(3)(a), 80(4)(a) — Reduction in non-capital loss 
on debt forgiveness; 87(2.1)(a) — Amalgamation — non-capital loss carried forward; 
96(1) — Non-capital loss of partner; 96(8)(b), (c) — Loss of partnership that previ- 
ously had only non-resident partners; 111(1)(a) — Application of non-capital loss; 
111(5.4) — Non-capital loss after change of control; 111(9) — Non-capital loss where 
taxpayer not resident in Canada; 111(10), (11) — Fuel tax rebate loss abatement; 
127.52(1)()Gi)(B) — Calculation of previous year’s non-capital loss for minimum tax 
purposes; 128.1(4)(f)— Non-capital loss limitation on becoming non-resident; 
142.7(12)(d) — Non-capital loss on. converting foreign bank affiliate to branch; 
161(7) — Effect of carryback of loss; 248(1)“non-capital loss” — Definition applies to 
entire Act; 257 — Formula amounts cannot calculate to less than zero. See also at end 
of seri 


History: Para. (a.1) of the description of E in the definition “non-capital loss” added 
by 2010, c. 25, subsec. 21(3), applicable after 2009. 


The portion of the definition “non-capital loss” in subsec. 111(8) before the description 
of F amended by 2006, c. 4, subsec. 57(3), applicable in respect of losses that arise in 
2006 et seq. The portion formerly read: 


“non-capital loss” of a taxpayer for a taxation year means the amount determined 
by the formula 


(A +B)—(D+D.1 + D.2) 
where 


A is the amount determined by the formula 


E-F 
where 


E is the total of all amounts each of which is the taxpayer’s loss for the 
year from an office, employment, business or property, the taxpayer’s 
allowable business investment loss for the year, an amount deducted 
under paragraph (1)(b) or section 110.6 in computing the taxpayer’s tax- 
able income for the year or an amount that may be deducted under any 
of paragraphs 110(1)(d) to (d.3), (f), (g), Gj) and (k), section 112 and 
subsections 113(1) and 138(6) in computing the taxpayer’s taxable in- 
come for the year, and 


The description of E in the definition “non-capital loss” in subsec. 111(8) amended by 
2002, c. 9, s. 34, applicable to 1997 et seg. and, notwithstanding subsecs. 152(4) to (5), 
any assessment of a taxpayer’s tax, interest or penalty for any taxation year shall be 
made that is necessary to give effect to the amendment. The description formerly read: 


E is the total of all amounts each of which is the taxpayer’s loss for the year 
from an office, employment, business or property, the taxpayer’s allowable 
business investment loss for the year, an amount deducted under paragraph 
(1)(b) or section 110.6 in computing the taxpayer’s taxable income for the 
year or an amount that may be deducted under any of paragraphs 110(1)(d) 
to (d.3), (f), (j) and (k), section 112 and subsections 113(1) and 138(6) in 
computing the taxpayer’s taxable income for the year, and 


The description of E in the definition “non-capital loss” in subsec. 111(8) amended by 
2001, c. 17, subsec. 87(2), applicable to 2000 et seg. The description formerly read: 


E is the total of all amounts each of which is the taxpayer’s loss for the year 
from an office, employment, business or property, the taxpayer’s allowable 
business investment loss for the year, an amount deducted under paragraph 
(1)(b) or section 110.6 in computing the taxpayer’s taxable income for the 
year or an amount that may be deducted under paragraph 110(1)(d), (d.1), 
(d.2), (d.3), (f), (j) or (k), section 112 or subsection 113(1) or 138(6) in com- 
puting the taxpayer’s taxable income for the year [, and] 


The description of B in the definition “non-capital loss” in subsec. 111(8) amended by 
the said c. 17, subsec. 87(3) to add reference to subparagraph 115(1)(a)(vii), applicable 
after June 27, 1999. 


The first formula in the definition “non-capital loss” in subsec. 111(8) amended to re- 
move reference to C and the description of C repealed by 2000, c. 19, subsecs. 19(3) 
and (4), applicable to 1998 et seg. The formula and the description of C formerly read: 


(A+ B)-(C+D+D.1+D.2) 


C is any amount specified by the taxpayer in the taxpayer’s election for the 
year under subsection 110.4(2), 
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The first formula in the definition “non-capital loss” in subsec. 111(8) amended to add 
D.2, and the description of D.2 added, by 1995, c. 21, subsecs. 36(4), (5), applicable to 
taxation years that end after February 21, 1994. 


The description of E in the definition “non-capital loss” in subsec. 111(8) amended by 
1994, c. 7, Sch. VIII (1993, c. 24), subsec. 49(1), applicable to 1991 et seg. That 
description formerly read: 


E is the total of all amounts each of which is the taxpayer’s loss for the year 
from an office, employment, business or property, the taxpayer’s allowable 
business investment loss for the year, an amount deducted under section 
110.6 or an amount deductible under paragraph 110(1)(d), (d.1), (d.2), (4.3), 
(f), (j) or (k), section 112 or subsection 113(1) or 138(6) in computing the 
taxpayer’s taxable income for the year, and 


D.1 and its description in “non-capital loss” in subsec. 111(8) added by 1994, c. 7, Sch. 
VI (1992, c. 29), subsecs. 5(1) and (1.1), applicable to amounts received after 1991. 


Selected Cases [subsec. 111(8)“non-capital loss”]: Taylor v. Canada, [1991] 1 
C.T.C. 304 (FCA) (No carryforward of “non-capital loss of other years” incurred dur- 
ing non-residency). 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987; IT-484R2: Business investment losses. See also at end of s. 111. 
1.T. Technical News: 25 (refreshing losses). 

CRA Audit Manual: 29.1.0: Non-capital losses. 


Forms: T1A: Request for loss carryback. 


“‘pre-1986 capital loss balance” of an individual for a particular 
taxation year means the amount determined by the formula 


(A+B)-(C+D+E+E.1) 
where 


A is the total of all amounts each of which is an amount deter- 
mined by the formula 


F-G 
where 


F is the individual’s net capital loss for a taxation year ending 
before 1985, and 


G is the total of all amounts claimed under this section by the 
individual in respect of that loss in computing the indivi- 
dual’s taxable income for taxation years preceding the partic- 
ular taxation year, and 


B_ is the amount determined by the formula 
H-I 
where 
H_ is the lesser of 


(a) the amount of the individual’s net capital loss for the 
1985 taxation year, and 


(b) the amount, if any, by which the amount determined 
under subparagraph 3(e)(ii) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, in respect of 
the individual for the 1985 taxation year exceeds the amount 
deductible by reason of paragraph 3(e) of that Act in comput- 
ing the individual’s taxable income for the 1985 taxation 
year, and 


I is the total of all amounts claimed under this section by the 
individual in respect of the individual’s net capital loss for 
the 1985 taxation year in computing the individual’s taxable 
income for taxation years preceding the particular taxation 
year, 

C is the total of all amounts deducted under section 110.6 in com- 
puting the individual’s taxable income for taxation years that 

end before 1988 or after October 17, 2000, 


Proposed Amendment - - 111(8)“pre-19 ; capital x 

_ foss balance”C | : 

C is the total of all amounts deducted under section : 10.6. 

- computing the individual’s taxable income for taxation years 
_ that ended before 1988 or begin after Octob 00, 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 62(2), 


will amend the description of C in the definition “pre-1986 —— loss balance” i ‘in 
subsec. 111(8) to read as above, applicable to 2000 et Séqo nS cock lee" 
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D is 5% of “he total of all amounts = ii of which is an amount de- 
ducted under section 110.6 in computing the individual’s taxable 
income for a taxation year, preceding the particular year, that 


(a) ended after 1987 and before 1990, or 


(b) began after February 27, 2000 and ended before October 
18, 2000, * 


E_ is 73 of the total of all amounts deducted under section 110.6 in 
computing the individual’s taxable income for taxation years, 
preceding the particular year, that ended after 1989 and before 
February 28, 2000, and 


E.1 is amount determined by the formula 


J x (0.5/K) 
where 


J is the amount deducted by the individual under section 110.6 
for a taxation year of the individual; preceding the particular 
year, that includes February 28, 2000 or October 17, 2000, 
and 


K is the fraction in paragraph 38(a) that applies to the indivi- 
dual for the individual’s taxation year referred to in the 
description of J. 

Related Provisions: 161(7) — Effect of carryback of loss; 257 — Formula amounts 
cannot calculate to less than zero. See also at end of s. 111. 


History: The first formula in the definition “pre-1986 capital loss balance” in subsec. 
111(8) amended by 2001, c. 17, subsec. 87(4) to add “+ E.1”, applicable to taxation 
years that end after February 27, 2000. 

The descriptions of C to E in the definition “pre-1986 capital loss balance” in subsec. 
111(8) amended, and the description of E.1 added, by the said.c. 17, subsec. 87(5), 
applicable to taxation years that end after February 27, 2000: The descriptions of C to E 
formerly read: 

C’ is the total of all.amounts deducted ibis section 110.6 in computing the 
individual’s taxable income for taxation years preceding 1988, 

D_ is ¥4 of the total of all the amounts deducted under section 110.6 in comput- 
ing the individual’s taxable income for taxation years preceding the particu- 
lar year and ending after 1987 and before 1990, and 

E is % of the total of all the amounts deducted under section 110.6 in comput- 
ing the individual’s taxable income for taxation years preceding the particu- 
lar year and ending after 1989. 

The descriptions of G and I in “pre-1986 capital loss balance” in subsec. 111(8) substi- 
tuted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 83(4), (5), applicable to the computa- 
tion of taxable income for 1985 et seg. Those descriptions formerly read: 

G_ is the total of all amounts deducted by the individual under, this section, in 
respect of that loss in computing the individual’s taxable income for taxation 
years preceding the particular taxation year, 


I is the total of all amounts deducted by the individual under this section in 
respect of the individual’s net capital loss for the 1985 taxation year in com- 
puting the individual’s taxable income for taxation years preceding the par- 
ticular taxation year, 

1.T. Application Rules: 69 (meaning of “chapter 148 of ....”). 

Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years; IT-262R2: Losses of non-residents and part-year residents. See also at 
end of s. 111. 


(9) Exception [non-residents] — In this section, a taxpayer’s 
non-capital loss, net capital loss, restricted farm loss, farm loss and 
limited partnership loss for a taxation year during which the tax- 
payer was not resident in Canada shall be determined as if 


(a) in the part of the year throughout which the taxpayer was 
non-resident, if section 114 applies to the taxpayer in respect of 
the year, and 
(b) throughout the year, in any other case, 
the taxpayer had no income other than income described in any of 
subparagraphs 115(1)(a)(i) to (vi), the taxpayer’s only taxable capi- 
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tal gains, allowable capital losses and allowable business invest- 
ment losses were from dispositions of taxable Canadian property 
(other than treaty-protected property) and the taxpayer’s only other 
losses were losses from the duties of an. office or,employment per- 
formed by the taxpayer in Canada and businesses (other than treaty- 
protected businesses) carried on by the taxpayer in Canada. 

Related Provisions: 80(1)“excluded property” — Properties to which debt forgive- 
ness rules do not apply; 94(3)(a)(v) [proposed] — Application to trust deemed resident 


in Canada; 115(1)(c) — Treaty-protected business losses not usable against Canadian 
business profits; 161(7) — Effect of carryback of loss. See also at end of s. 111. 


History: Para. 111(9)(a) amended by 2001, c. 17, subsec. 87(6), pop ECADIE | to 1998 et 
seq. The para. formerly read: 


(a) throughout the. portion of the year referred to in paragraph 114(b), where 
section 114 applies. to the, taxpayer in respect of the year, and 


The closing words of subsec.'111(9) amended by 1999, c. 22, s. 28, applicable for the 

purpose of computing taxable income and taxable income earned in Canada for 1998 et 

seq. The closing words. formerly read: 

the taxpayer had no income other than income described in subparagraphs 

115(1)(a)G) to (vi), the taxpayer’s only taxable capital gains and allowable capi- 
tal losses were taxable capital gains and allowable capital losses from the dispo- 
sition of taxable Canadian property and the taxpayer’s only losses were allowa- 
ble business investment losses and losses from duties of an office or employment 
performed by the taxpayer in Canada and businesses carried on by the taxpayer 
in Canada. 


That portion of subsec. 111(9) following para. (b) amended by 1994, c..7, Sch.. VII 
(1993, c. 24), subsec. 49(2), applicable to 1991 et seq. and with respect to the computa- 
tion of taxable income and taxable income: earned in Canada for those aise That por- 
tion formerly read: 


the taxpayer had no income: other; than income described in subparagraphs 
115(1)(a)(i) to (vi), the taxpayer’s only, taxable capital gains and allowable. capi- 
tal losses were taxable capital gains and allowable capital losses from the dispo- 
sition of taxable Canadian property and the taxpayer’s only losses were losses 
from businesses carried on by the taxpayer in Canada. 


Interpretation Bulletins: IT-262R2: Losses of non-residents and part-year residents; 
IT-393R2: Election re tax on rents and timber royalties —non-residents: 


(10) Fuel tax rebate — loss abatement — Where in a particu- 
lar taxation year a taxpayer received an amount (in this subsection 
referred to as a “rebate”) as a fuel tax rebate under subsection 
68.4(2) or (3.1) of the Excise Tax Act, in computing the taxpayer’s 
non-capital loss for a taxation year (in this subsection referred to as 
the “loss year”) that is one of the’ 7 taxation years: preceding the 
particular year, there shall be deducted the lesser of 


(a) the amount determined by the formula 


10 (A —B)=C 
where 


A is the total of all rebates received by the taxpayer in the par- 
ticular year, 


Bis the total of all amounts, in respect of rebates received by 
the taxpayer in the particular year, repaid by the taxpayer 
under subsection 68.4(7) of that Act, and 


C is the total of all amounts, in respect of rebates received in 
the. particular year, deducted under this. subsection in com- 
puting the taxpayer’s non-capital losses for. other. taxation 
years; and 


(b) such amount as the taxpayer claims, not exceeding that por- 
tion of the taxpayer’s non-capital loss for the loss year (deter- 
mined without reference to this subsection) that would be de- 
ductible in computing the taxpayer’s taxable income for the 
particular year if the taxpayer had sufficient income for the par- 
ticular year from businesses carried on by the taxpayer in the 
particular year. 

Related Provisions: 12(1)(x.1) — Income inclusion — fuel tax rebates; 111(8)‘‘non- 

capital loss”D.1 — Claim under 111(10) reduces non-capital loss; 111(11) — Fuel tax 

rebate loss abatement — partnerships; 257 — Formula cannot calculate to less than 

Zero. 

History: That portion of subsec. 111(10) before para. (b) amended by 1997, c. 26, 

subsec. 84(1), applicable to 1997 et seg. That portion formerly read: 


(10) Where, in a particular taxation year, a taxpayer received an amount (in this 
subsection referred to as a “rebate”) as a fuel tax rebate under subsection 68.4(2) 
of the Excise Tax Act, in computing the amount of the taxpayer’s non-capital loss 
for a taxation year (in this subsection referred to as the “loss year”) that is one of 
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the 7 taxation years preceding the particular year, there shall be deducted the 
lesser of 


(a) the amount, if any, by which 
(i) 10 times the amount, if any, by which 


(A) the total of all rebates received by the taxpayer in the particular 
year 


exceeds 


(B) the total of all amounts, in respect of rebates received by the 
taxpayer in the particular year, repaid by the taxpayer under subsec- 
tion 68.4(7) of that Act 


exceeds 


(ii) the total of all amounts, in respect of rebates received in the particu- 
lar year, deducted under this subsection in computing the taxpayer’s 
non-capital losses for other taxation years, and 


Subsec. 111(10) added by 1994, c. 7, Sch. VI (1992, c. 29), subsec. 5(2), applicable to 
amounts received after 1991 (originally added as subsec. (9) before R.S.C. 1985 (Sth 
Supp.) consolidation). 


Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years. 


(11) Fuel tax rebate — partnerships — Where a taxpayer was 
a member of a partnership at any time in a fiscal period of the part- 
nership during which it received a fuel tax rebate under subsection 
68.4(2), (3) or (3.1) of the Excise Tax Act, the taxpayer is deemed 


(a) to have received at that time as a rebate under subsection 
68.4(2), (3) or (3.1), as the case may be, of that Act an amount 
equal to that proportion of the amount of the rebate received by 
the partnership that the member’s share of the partnership’s in- 
come or loss for that fiscal period is of the whole of that income 
or loss, determined without reference to any rebate under section 
68.4 of that Act; and 


(b) to have paid as a repayment under subsection:68.4(7) of that 
Act an amount equal to that proportion of all amounts repaid 
under subsection 68.4(7) of that Act in respect of the rebate that 
the member’s share of the partnership’s income or loss for that 
fiscal period is of the whole of that income or loss, determined 
without reference to any rebate under section 68.4 of that Act. 


Related Provisions: 12(1)(x.1) — Income inclusion — fuel tax rebates. 


History: That portion of subsec. 111(11) before para. (b) amended by 1997, c. 26, 
subsec. 84(2), applicable to 1997 et seg.,That portion formerly read: 


(11) Idem — partnerships — Where a taxpayer was a member of a partnership 
at any time in a fiscal period during which the partnership received a fuel tax 
rebate under subsection 68.4(2) or (3) of the Excise Tax Act, the taxpayer is 
deemed 


(a) to have received at that time as a rebate under subsection 68.4(2) or (3), 
as the case may be, of that Act an amount equal to that proportion of the 
amount of the rebate received by the partnership that the member’s share of 
the partnership’s income or loss for that fiscal period is of the whole of that 
income or loss, determined without reference to any rebate under section 
68.4 of that Act; and 


Subsec. 111(11) added by 1994, c. 7, Sch. VI (1992, c. 29), subsec. 5(2), applicable to 
amounts received after 1991 (originally added as subsec. (10) before R.S.C. 1985 (Sth 
Supp.) consolidation). 


(12) Foreign currency debt on acquisition of control — For 
the purposes of subsection (4), if at any time a corporation owes a 
foreign currency debt in respect of which the corporation would 
haye had, if the foreign currency debt had been repaid at that time, a 
capital loss or gain, the corporation is deemed to own at the time (in 
this subsection referred to as the “measurement time”’) that is imme- 
diately before that time a property 


(a) the adjusted cost base. of which at the measurement time is 
the amount determined by the formula 

A+B-C 
where 


A is the amount of principal owed by the corporation under the 
foreign currency debt at the measurement time, calculated, 
for greater certainty, using the exchange rate applicable at the 
measurement time, 
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B is the portion of any gain, previously recognized in respect of 
‘the foreign currency debt because of this section, that is rea- 
sonably attributable to the amount described in A, and 


Cis the portion of any capital loss previously recognized in re- 
spect of the foreign currency debt because of this section, 
that is reasonably attributable to the amount described in A; 
and. 


(b) the fair market value of which is the amount that would be 
the amount of the principal owed by the corporation under the 
foreign currency debt at the measurement time if, that amount 
were calculated using the exchange rate applicable at the time of 
the original borrowing. 


Related Provisions: 39(2) — Capital gain or loss on foreign currency; 40(10), 
(11) — Calculation of gain or loss on foreign currency debt; 257 — Formula cannot 
calculate to less than zero. 


History: Subsec. 111(12) added by 2009, c. 2, subsec. 30(2), applicable to any acquisi- 
tion of control of a corporation that occurs 


(a) after March 7, 2008, other than an acquisition of control that occurs before 
2009 under the terms of an agreement made in writing before March 8, 2008; or 


(b) after 2005, if the corporation so elects in writing and files the election with the 
Minister of National Revenue on or before the corporation’s filing due-date for the 
corporation’s taxation year that includes March 12, 2009. 


If an election under paragraph (b) above is made by the corporation in respect of an 
acquisition of control, a designation under para. 111(4)(e) by the corporation for its 
taxation year that ended immediately before the acquisition of control is deemed to 
have been made in a timely manner if that designation is made on or before the corpo- 
ration’s filing due-date for its taxation year that includes March 12, 2009. 


Related Provisions [s. 111]: 31(1)— Loss from farming where chief source of 
income not farming; 66.8(1) — Resource expenses of limited partner; 87(2.1) — Non- 
capital loss, net capital loss, restricted farm loss and farm loss of predecessor corpora- 
tion; 87(2.11) — Losses, etc., on amalgamation with subsidiary wholly-owned corpora- 
tion; 88.1 — Non-capital loss, net capital loss, restricted farm loss, and farm loss of 
subsidiary; 96(2.2) — At-risk amount; 104(21) — Portion of taxable capital gains 
deemed gain of beneficiary; 111.1 — Ordering of applying provisions; 127.52(1) — 
Adjusted taxable income determined; 128(1)(g), 128(2)(g) — Where corporation or in- 
dividual is bankrupt; 152(1.1)—(1.3) — Determination of losses; '152(6)— Reassess- 
ment; 164(6) — Where disposition of property by legal representative of deceased tax- 
payer; 256(8) — Deemed acquisition of shares. 


Selected Cases [s. 111]: CCLI/ (1994) Inc. v. R., [2007] 4 C.T.C. 19 (FCA) 
(Taxpayer has option of choosing losses to be applied); Burleigh v. R., [2004] 2 C.T.C. 
2797 (TCC) (Processing of return or determination of loss immaterial to claim for loss 
in tax return). 


Definitions [s. 111]: ‘acquired’ — 256(7)-(9); ‘‘active business” — 248(1); “‘ad- 
justed cost base” — 54, 248(1); “allowable business investment loss” — 38(c), 248(1); 
“allowable capital loss” — 38(b), 248(1); “amount” — 248(1); “arm’s length” — 
251(1); “assessment”, “business” — 248(1); “Canada” — 255; “Canadian development 
expense” — 66.2(5), 248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Ca- 
nadian oil and gas property expense” — 66.4(5), 248(1); “capital loss” — 39(1)(b), 
248(1); “capital property” — 54, 248(1); “carrying on business” — 253; “control” — 
256(6)—(9); “corporation” — 248(1), Interpretation Act 35(1); “cumulative eligible 
capital” — 14(5), 248(1); “currency of a country other than Canada” — 261(5)(f)(ii); 
“depreciable property” — 13(21), 248(1); “eligible capital property” — 54, 248(1); 
“employee life and health trust” — 144.1(2), 248(1); “employment” — 248(1); “ex- 
change rate” — 111(8), 261(5)(d); “farming” — 248(1); “farm loss” — 111(8), 248(1); 
“fiscal period” — 249(2)(b), 249.1; “fishing”, “foreign currency” — 248(1); “foreign 
currency debt” — 111(8), 248(1); “foreign resource pool expense”, “individual”, “in- 
surer’” — 248(1); “investment tax credit” — 127(9), 248(1); “life insurer” — 248(1); 
“limited partner” — 96(2.4); “limited partnership loss” — 96(2.1)(e), 248(1); “mea- 
surement time” — 111(12); “Minister” — 248(1); “net capital loss” — 111(8), 248(1); 
“1975 branch accounting election deficiency” — 111(7.11), 138(12); “non-capital 
loss” — 111(8), 248(1); “non-resident”, “‘office”, “person”, “prescribed”, “property”, 
“regulation” — 248(1); “resident in Canada’ — 94(3)(a)(viii), 250; “restricted farm 
loss” — 31, 248(1); “sent” — 244(14), (14.1); “specified year” — 111(7.5); “tax paya- 
ble” — 248(2); “taxable capital gain” — 38, 248(1); “taxable income” — 2(2), 248(1); 
“taxation year” — 249; “taxpayer”, “treaty-protected business”, “treaty-protected pro- 
perty” — 248(1); “undepreciated capital cost” — 13(21), 248(1). 


Interpretation Bulletins [s. 111]: IT-171R2: Non-resident individuals — computa- 
tion of taxable income earned in Canada and non-refundable tax credits (archived); IT- 
322R: Farm losses; IT-373R2: Woodlots; IT-381R3: Trusts — capital gains and losses 
and the flow-through of taxable capital gains to beneficiaries; IT-474R2: Amalgama- 
tions of Canadian corporations. 


111.1 Order of applying provisions — In computing an indivi- 
dual’s taxable income for a taxation year, the provisions of this Di- 
vision shall be applied in the following order: sections 110, 110.2, 
111, 110.6 and 110.7. 
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Division C — Computation of Taxable Income 


History: S. 111.1-amended. by. 2000, c..19, s: 20, applicable to 1998 et seg. S. 111.1 
formerly, read: 


111.1 In computing the taxable income. of an individual for a taxation year, the 
provisions of this Division shall be applied in the following order: subsection 
110.4(2) and sections 110, 111, 110.6 and 110.7. 


Definitions [s. 111.1]: “individual” — 248(1); “taxable income” — 2(2), 248(1); 
“taxation year’ — 249. 
Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 


in other years; IT-523: Order of provisions applicable in computing an individual’s 
taxable income and tax payable. 


CRA Audit Manual: 29.5.8: Loss carryovers — order of certain deductions. 


112. (1) Deduction of taxable dividends received by 
corporation resident in Canada — Where a corporation in.a 
taxation year has received a taxable dividend from 


(a) a taxable Canadian corporation, or 


(b):a corporation resident in Canada (other than a non-resident- 
owned investment corporation ora corporation exempt from tax 
under this, Part) and controlled by it, 


an amount equal to the dividend may be deducted from the income 
of the receiving corporation for the year for age PERE of comput- 
ing its taxable income. 


Related Provisions: 52(3)(a)(ii) — Deduction from cost’ of share received as stock 
dividend; » 53(1)(b)(ii) — Reduced ‘addition to. ACB of share. after. 84(1) applies; 
55(2) — Capital gains .stripping; 104(16) — Distributions tax on income trusts; 
104(19) — Taxable dividends flowed through trust; 111(8)“non-capital loss” A:E — 
Amount included in non-capital loss; 112(2) — Dividends received from non-resident 
corporation; 112(2.1)-(2.6) — Where no deduction permitted; 1'12(3)—(3.32) — Denial 
of capital loss on share where intercorporate dividend previously paid; 112(4)+(4.3) — 
Loss on share held as inventory; 112(5.2)B(b)(i), Gi) — Adjustment for dividends re- 
ceived on mark-to-market property; 115(1)(d.1) — Deduction from income of non-resi- 
dent; 137(5.2) — Credit union — allocations. of taxable. dividends and. capital. gains; 
138(6) — Life insurer; 186(1) — Tax payable on certain taxable dividends; 186(3)“as- 
sessable dividend” — Part IV tax; 219(1)(b) — Branch tax on non-resident. corpora- 
tions; 256(6), (6.1) — Meaning of “controlled”. See also at end of s. 112. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-98R2: Investment corpora- 
‘tions (archived); IT-269R4: Part IV tax on dividends received by a private corporation 
ora subject corporation; IT-328R3: Losses on shares on which dividends have been 
received; IT-385R2: Disposition of an income interest. in a trust; IT-524: Trusts — 
flow-through of taxable dividends to a beneficiary — after 1987. 


Information Circulars: 88-2, para. 13: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


Advance Tax Rulings: ATR-16: Inter-company dividends and interest expense; 
ATR-18: Term preferred shares; ATR-22R: Estate freeze using share exchange; ATR- 
27: Exchange and ‘acquisition of interests in capital properties through Tollovers and 
winding-up (“butterfly”); ATR-32: Rollover of fixed assets from Opco into Holdco; 
ATR-35: Partitioning of assets to get specific ownership — “butterfly”; ATR-46; Fi- 
nancial difficulty; ATR-57: Transfer of property for estate planning parposes: ATR-S58: 
Divisive reorganization. 


(2) Dividends received from non-resident corporation — 
Where a:taxpayer that is a corporation has, in a taxation year, re- 
ceived a dividend from a corporation (other than a foreign affiliate 
of the-taxpayer) that was taxable under subsection. 2(3). for the year 
and that has, throughout the period from June 18, 1971 to the time 
when the dividend was received, carried on a business in Canada 
through a permanent establishment as defined by regulation, an 
amount equal to that proportion of the dividend that the paying cor- 
poration’s taxable income earned in Canada for the immediately 
preceding year is of the whole of the amount that its taxable income 
for that year would have been if it had been resident in Canada 
throughout that year, may be deducted from the income of the re- 
ceiving corporation for the taxation year for the purpose of comput- 
ing its taxable income. 

Related Provisions: 55(2) — Capital gains stripping; 112(2.1)—(2.6) — Where no 
deduction. permitted; 112(5.2)B(b)(i), (ii) — Adjustment for dividends received on 
mark-to-market property; 113(1) — Deduction for dividend from foreign affiliate, 
115(1)(d.1) — Deduction from income of non-resident; 137(5.2) —,Credit union — al- 
locations of taxable dividends and capital gains; 186(3)‘‘assessable dividend” — Part 
IV tax; 247(1) — Dividend stripping. See also at end of s. 112. 


Regulations: 400(2) (meaning of “permanent establishment” until April 26, 1989); 
8201 (meaning of “permanent establishment” effective 10:00. p.m., April 26, 1989). 


S.)112(2.2)(a) 


(2.1) Where no deduction permitted — No deduction may be 
made under subsection (1) or (2) in computing the taxable income 
of a specified financial institution in respect of a dividend received 
by it on a share that was, at the time the dividend was paid, a term 
preferred share, other than a dividend paid on a share of the capital 
stock of a corporation that was not acquired i in the ordinary course 
of the business carried on by the institution, and for the purposes of 
this subsection, where a restricted financial institution received the 
dividend on a share of the capital stock of a mutual fund corpora- 
tion or an investment corporation at any time after that mutual fund 
corporation or investment corporation has elected pursuant to. sub- 
section 131(10) not to be a restricted financial institution, the share 
shall be deemed to be a term preferred share acquired in the ordi- 
nary course of business. 


Related Provisions: 84(4.2)— Deemed dividend where: paid-up capital of term 
preferred share reduced;, 191(4) — Subsection 112(2.1) deemed not to apply; 248(1).— 
“amount” of a stock dividend; 248(14) — Specified financial. institution — corpora- 
tions deemed related; 258(2) — Deemed dividend on term preferred share. See also at 
end of s. 112: 


Selected Cases [subsec. 112(2.1)]: Banner Pharmacaps NRO Ltd. y. R., [2003] 3 
C.T.C. 2022 (LCC). (NRO status remained where no revocation: of election); Citibank 
Canada. v., R., [2002] 2.C.T.C. 171, (FCA); aff g [2001] 2. C.T.C. 2260 (TCC), (instru- 
ments did not. have. character of debt, such as repayment, default). 


Interpretation Bulletins: | IT-52R4: 
(archived); IT-88R2: Stock dividends. 


Advance Tax Rulings: ATR-10:; Issue. of term preferred shares; ATR-16: Inter- 
company dividends and interest expense; ATR-18: Term. preferred shares; ATR-46: Fi- 
nancial difficulty. 


Income ‘bonds’ and income ° debentures 


(2.2) Guaranteed shares — No deduction may be made. under 
subsection (1), (2) or 138(6) in computing the taxable income of a 
particular corporation in.respect of a dividend received on a share 
of the capital stock of a corporation that was issued after 8:00 p.m. 
Eastern Daylight Saving Time, June 18, 1987 where 


(a) a person or partnership (in this subsection and subsection 
(2.21) referred to as the “guarantor’’) that is a specified financial 
institution or a specified person in relation to any such institu- 
tion, but that is not the issuer of the share or an individual other 
than a trust, is, at or immediately before the time the dividend is 
paid, obligated, either absolutely or contingently and either im- 
mediately or in the future, to effect any undertaking (in this sub- 
section and subsections (2.21) and (2.22) referred to as a “guar- 
antee agreement’), including any guarantee, covenant or 
agreement to purchase or repurchase the share and including the 
lending of funds to or the placing of amounts on deposit with, or 
on behalf of, the particular corporation or any specified person 
in relation to the particular corporation given to ensure that 
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Proposed Amendment — 112(2. 2)(a) oo 
words 


(a) a person or partnership (in this subsection and subsection — 
(2.21) referred to as the “guarantor”) that is a specified finan- 
cial institution or a specified person in relation to a specifi ied 
financial institution, but that is not the issuer of the share or an 
individual other than a trust, is, at or immediately before the 
time the dividend was received, obligated, either absolutely or 
contingently and either immediately or in the future, to effect 
any undertaking (in this subsection and subsections (2. 21) and 
(2.22) referred to as a “guarantee agreement”), including any 
guarantee covenant or agreement to purchase or repurchase the 
share and including the lending of funds to or the placing of 
amounts on deposit with, or on behalf of, the particular corpo- 
ration or any specified person in relation. to the pe cor- 
poration given to ensure that : 
Application: The November 5, 2010 draft legislation (misc. ‘teshnidal); subsec. 


18(2), will amend the opening words of para. 112(2.2)(a) to read as above, cue i 
to dividends received after November 4, 2010. 


Technical Notes: Subsection 112(2. 2) denies the fierce deduc- 
tion for dividends on certain shares that are guaranteed by a specified financial insti- 
tution. Paragraph 112(2.2)(a) i is amended to teplace the reference to the term “pai Y 
with the word “received”. —. 


MIR LE IRS 


(i) any loss that the datdentie corporation or a specified per- 
son in relation to the particular corporation may sustain by 
reason of the ownership, holding or disposition of the share 
or any other property is limited in any respect, or 


(ii) the particular corporation or a specified person in relation 
to the particular corporation will derive earnings by reason of 
the ownership, holding or disposition of the share or any 
other property; and 


(b) the guarantee agreement was given as part of a transaction or 
event or a series of transactions or events that included the issu- 
ance of the share. 


Related Provisions: 84(4.3) — Deemed dividend where paid-up capital of guaran- 
teed share reduced; 87(4.2) — Amalgamations; 112(2.21) — Exceptions; 112(2.22) — 
Interpretation; 248(1) — “amount” of a stock dividend; 248(10) — Series of transac- 
tions; 248(14) — Specified financial institution — corporations deemed related; 
258(3) — Deemed interest on preferred shares. See also at end of s. 112. 


History: Subsec. 112(2.2) amended by 2001, c. 17, subsec. 88(1), applicable in respect 
of dividends received after 1998. The subsec. formerly read: 


(2.2) dem — No deduction may be made under subsection (1), (2) or 138(6) in 
computing the taxable income of a particular corporation in respect of a dividend 
received on a share of the capital stock of a corporation that was issued after 8:00 
p.m. Eastern Daylight Saving Time, June 18, 1987 where a person or partnership 
(other than the issuer of the share or an individual other than a trust) that is a 
specified financial institution or a specified person in relation to any such institu- 
tion was, at or immediately before the time the dividend was paid, obligated, 
either absolutely or contingently and either immediately or in the future, to effect 
any undertaking (in this subsection referred to as a “guarantee agreement’), in- 
cluding any guarantee, covenant or agreement to purchase or repurchase the 
share and including the lending of funds to or the placing of amounts on deposit 
with, or on behalf of, the particular corporation or any specified person in rela- 
tion to the particular corporation given to ensure that 


(a) any loss that the particular corporation or a specified person in relation to 
the particular corporation may sustain by reason of the ownership, holding 
or disposition of the share or any other property is limited in any respect, or 


(b) the particular corporation or a specified person in relation to the particu- 
lar corporation will derive earnings by reason of the ownership, holding or 
disposition of the share or any other property, 


and the guarantee agreement was given as part of a transaction or event or a 
series of transactions or events that included the issuance of the.share, except 
that this subsection does not apply to a dividend received on 


(c) a share that was at the time the dividend was received a share described 
in paragraph (e) of the definition “term preferred share” in subsection 248(1) 
during the applicable time period referred to in that paragraph, 


(d) a grandfathered share, a taxable preferred share issued before December 
16, 1987 or a prescribed share, or 


(e) a taxable preferred share issued after December 15, 1987 and of a class 
of the capital stock of a corporation that is listed on a prescribed stock ex- 
change where all guarantee agreements in respect of the share were given by 
the issuer of the share, by one or more persons that would be related to the 
issuer if this Act were read without reference to paragraph 251(5)(b) or by 
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the issuer and one or more such persons unless at the time the dividend is 
received the shareholder or the shareholder and specified persons in relation 
to the shareholder receive dividends in respect of more than 10 per cent of 
the issued and outstanding shares to which the guarantee agreement applies, 
and for the purposes of this subsection 

(f) where a guarantee agreement in respect of a share is given at any particu- 
lar time after 8:00 p.m. Eastern Daylight Saving Time, June 18, 1987, other- 
wise than pursuant to a written arrangement to do so entered into before 8:00 
p.m. Eastern Daylight Saving Time, June 18, 1987, the share shall be 
deemed to have been issued at the particular time and the guarantee agree- 
ment shall be deemed to have been given as part of a series of transactions 
that included the issuance of the share, and 


(g) “specified person” has the meaning assigned by paragraph (h) of the def- 
inition “taxable preferred share” in subsection 248(1). 
Regulations: 6201(3) (prescribed share for 112(2. 2)(g); 6201(8) (prescribed share 
for 112(2.2)(d)). 


Advance Tax Rulings: ATR-16: Inter-company dividends and interest expense; 
ATR-46: Financial difficulty. 


(2.21) Exceptions — Subsection (2.2) does not apply to:a divi- 
dend received by a particular corporation on 


(a) a share that is at the time the dividend is received a share 
described in paragraph (e) of the definition “term. preferred 
share” in subsection .248(1); 


(b) a grandfathered share, a taxable preferred share issued before 
December 16, 1987 or a prescribed share; 


(c) a taxable preferred share issued after December 15, 1987 and 
of a class of the capital stock of a corporation that is listed on a 
designated stock exchange where all guarantee agreements in re- 
spect of the share were given by one or more of the issuer of the 
share and persons that are related (otherwise than because of a 
right referred to in paragraph 251(5)(b)) to the issuer unless, at 
the time the dividend is paid to the particular corporation, divi- 
dends in respect of more than 10 per cent of the issued and out- 
standing shares to which the guarantee agreement applies are 
paid to the particular corporation or the particular corporation 
and specified persons in relation to the particular corporation; or 


(d) a share 


(i) that was not acquired by the particular corporation in the 
ordinary course of its business, 

(ii) in respect of which the guarantee agreement was not 
given in the ordinary course of the guarantor’s business, and 
(iii) the issuer of which is, at the time the dividend is paid, 
related (otherwise than because of a right referred to in para- 
graph 251(5)(b)) to both the particular corporation and the 
guarantor. 

Related Provisions: 112(2.22) — Interpretation. See also at end of s. 112. 


History: Para. 112(2.21)(c) amended to substitute “designated stock exchange” for ; 


“prescribed stock exchange” by 2007, c. 35, para. 68(2)(g), applicable after December 
13, 2007. 


Subsec. 112(2.21) added by 2001, c. 17, subsec. 88(1), dior in respect of divi- 
dends received after 1998. 


(2.22) Interpretation — For the purposes of subsections (2.2) and 
(2.21), 


(a) where a guarantee agreement in respect of a share is given at 
any particular time after 8:00 p.m. Eastern Daylight Saving 
Time, June 18, 1987, otherwise than under a written arrange- 
ment to do so entered into before 8:00 p.m. Eastern Daylight 
Saving Time, June 18, 1987, the share is deemed to have been 
issued at the particular time and the guarantee agreement is 
deemed to have been given as part of a series of transactions that 
included the issuance of the share; and 


(b) “specified person” has the meaning assigned by paragraph 
(h) of the definition “taxable preferred share” in subsection 
248(1). 

Related Provisions: 248(1)“grandfathered share’ — Share deemed not to be 


grandfathered share; 258(3) — Deemed interest on preferred share. See also at end of s. 
112. 


History: Subsec. 112(2.22) added by 2001, ¢. 17, subsec. 88(1), applicable in respect 
of dividends received after 1998. 
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(2.3) Idem — No deduction may be made under subsection (1) or 
(2) or 138(6) in computing the taxable income of a particular corpo- 
ration in respect of a dividend received on a share of the capital 
stock of a corporation as part of a dividend rental arrangement of 
the particular corporation. 

Related Provisions: 126(4.2) — No foreign tax credit on short-term securities ac- 
quisitions; 248(1)“dividend rental arrangement”(c) [to be repealed], (b) [draft] — Divi- 
dend rental arrangement includes arrangement where 112(2.3) applies; 260(6.1) — De- 
ductible amount under securities lending arrangement. See also at end of s. 112. 


Advance Tax Rulings: ATR-16: Inter-company dividends and interest expense. 


(2.4) Where no deduction permitted — No deduction may be 
made under subsection (1) or (2) or subsection 138(6) in computing 
the taxable income of a particular corporation in respect of a divi- 
dend received on a share (in this subsection referred to as the “‘sub- 
ject share’’), other than an exempt share, of the capital stock of an- 
other corporation where 


(a) any person or partnership was obligated, either absolutely or 
contingently, to effect an undertaking, including any guarantee, 
covenant or agreement to purchase or repurchase the subject 
share, under which an investor is entitled, either immediately or 
in the future, to receive or obtain any amount or benefit for the 
purpose of reducing the impact, in whole or in part, of any loss 


that an investor may sustain by virtue of the ownership, holding © 


or disposition of the subject share, and any property is used, in 


whole or in part, either directly or indirectly in any manner 


whatever, to secure the undertaking; or 


(b) the consideration for which the subject share was issued or 
any other property received, either directly or indirectly, by an 
issuer from an investor, or any property substituted therefor, is 
or includes 


(i) an obligation of an investor to make payments that are 
required to be included, in whole or in part, in computing the 
income of the issuer, other than an obligation ofa corpora- 
tion that, immediately before the subject share was issued, 
would be related to the corporation that issued the subject 
share if this Act were read without reference to paragraph 
251(5)(b), or 


(ii) any right to receive payments that are required to be in- 
cluded, in whole or in part,.in computing the income of. the 
issuer where, that right is held on condition that it or property 
substituted therefor may revert or pass to an investor.or a 
person or partnership: to be determined by an investor; 


where that obligation or right was acquired by the issuer as part 
of a transaction or event or a series of transactions or events that 
included the issuance or acquisition of the subject share, or a 
share for which the subject share was substituted. 


Related Provisions: 87(4.2) — Amalgamations; 112(2.5) — Application of subsec. 
(2.4); 112(2:6) — Definitions; 112(2.8) — Loss’ sustained by investor; 112(2.9) — Re- 
lated corporations; 248(1) — “amount” of a stock dividend; 248(5) — Substituted pro- 
perty; 248(10) — Series of transactions. See also at end of s. 112. 


History: Subpara. 112(2.4)(b)(i) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
84(1), to substitute “a corporation that, immediately” for “a corporation, that immedi- 
ately”, applicable after 5 p.m. EST, November 27, 1986. 


Interpretation Bulletins: IT-88R2: Stock dividends. 


(2.5) Application of subsec. (2.4) — Subsection (2.4) applies 
only in respect of a dividend on a share where, having regard to all 
the circumstances, it may reasonably be considered that the share 
was issued or acquired as part of a transaction or event or a series of 
transactions or events that enabled any corporation to earn invest- 
ment income, or any income substituted therefor, and, as a result, 
the amount of its taxes payable under this Act for a taxation year is 
less than the amount that its taxes payable under this Act would be 
for the year if that investment income were the only income of the 
corporation for the year and all other taxation years and no amount 
were deductible under subsections 127(5) and 127.2(1) in comput- 
ing its taxes payable under this Act. 


Related Provisions: 248(10) — Series of transactions. 


S. 112(3) 


(2.6) Definitions — For the purposes of this subsection and sub- 
section (2.4), 


“exempt share” means 
(a) a prescribed share, 


(b) a share of the capital stock of a corporation issued before 
5:00 p.m. Eastern Standard Time, November 27, 1986, other 
than a share held at that time 


(i) by the issuer, or 


(ii) by any person or partnership where the issuer may be- 
come entitled to receive any amount after that time by way of 
subscription proceeds. or contribution of capital with respect 
to that share pursuant to an agreement made before that time, 
or 


(c) a share that- was, at the time the dividend referred to:in sub- 
section (2.4) was received, a share described in paragraph (e) of 
the definition “term preferred share” in subsection 248(1) during 
the applicable time period referred to in that paragraph; 


History: Para. (c) of “exempt share” in subsec 112(2.6) added by 1994; c) 21, subsec. 
51(1), applicable after December 21, 1992. 


‘4nvestor” means the particular corporation referred to ‘in subsec- 
tion (2.4) and a person with whom that corporation does not deal at 
arm’s length and any partnership or trust of which that corporation, 
or a person with whom that corporation does not deal at arm’s 
length, is a member or beneficiary, but does. not include the other 
corporation referred to in that, subsection; 


‘ssuer” means the other corporation referred to in subsection (2.4) 
and a person with whom that corporation does not deal at arm’s 
length and any partnership or trust of which that corporation, or a 
person with whom that corporation does not deal at arm’s length, is 
a member or beneficiary, but does not include:the particular corpo- 
ration referred to in that subsection. 


Related Provisions: 112(2.7) — Change in agreement or condition; 248(13),— In- 
terests in trusts and partnerships..See also at end of s. 112. 


(2.7) Change in agreement or condition — For the purposes 
of the definition “exempt share” in subsection (2.6), where at any 
time after 5:00 p.m: Eastern Standard Time, November 27, 1986 the 
terms or conditions of a share of the capital stock of a corporation 
have been changed or any agreement in respect of the share has 
been changed or entered into by the corporation, the share shall be 
deemed to have been issued at that time. 


(2.8) Loss sustained by investor — For the purposes of para- 
graph (2.4)(a), any loss that an investor may sustain by virtue of the 
ownership, holding or disposition of the subject share referred to in 
that paragraph shall be deemed to include any loss with respect to 
an obligation or share.that was issued or acquired as part of a trans- 
action or event.or.a series. of transactions or events that included the 
issuance or acquisition of the subject share, or a share for which the 
subject share was substituted. 


Related Provisions: 248(10) — Series of transactions. 


(2.9) Related corporations — For the purposes of subparagraph 
(2.4)(b)(), where it may reasonably be considered having regard to 
all the circumstances that a corporation has become related to any 
other corporation for the purpose of avoiding any limitation upon 
the deduction of a dividend under subsection (1), (2) or 138(6), the 
corporation shall be deemed not to be related to the other 
corporation. 


Related Provisions: 87(2)(rr) — Amalgamations — tax on taxable preferred shares. 
See also at end of s. 112. 


(3) Loss on share that is capital property — Subject to sub- 
sections (5.5) and (5.6), the, amount of any loss of a taxpayer (other 
than a trust) from the disposition of a,share that is capital property 
of the taxpayer (other than a share that is property of a partnership) 
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is deemed to be the amount of the loss determined without refer- 
ence to this subsection minus, 


(a) where the taxpayer is an individual, the lesser of 


(i) the total of all amounts each of which is a dividend re- 
ceived by the taxpayer on the share in respect of which an 
election was made under subsection 83(2) where subsection 
83(2.1) does not deem the dividend to be a taxable dividend, 
and 


(ii) the loss determined without reference to this subsection 
minus all taxable dividends received by the taxpayer on the 
share; and 


(b) where the taxpayer is a corporation, the total of all amounts 
received by the taxpayer on the share each of which is 


(i) a taxable dividend, to the extent of the amount of the divi- 
dend that was deductible under this section or subsection 
115(1) or 138(6) in computing the taxpayer’s taxable income 
or taxable income earned in Canada for any taxation year, 


(ii) a dividend in respect of which an election was made 
under subsection 83(2) where subsection 83(2.1) does not 
deem the dividend to be a taxable dividend, or 


(iii) a life insurance capital dividend. 


Related Provisions: 40(2)(g) — Restriction on capital losses; 40(3.3), (3.4) —Lim- 
itation on loss where share acquired by affiliated person; 40(3.7) — Application to 
non-resident individual; 53(1)(f) — Addition to ACB; 87(2)(x) — Amalgamations — 
flow-through to new corporation; 93(2) — Parallel rule on disposition of shares of for- | 
eign affiliate; 107(1)(c), (d) — Parallel stop-loss rule on disposition of interest in trust 
that flowed dividends out to corporation; 107.4(3)(b)(Gi) — Application of stop-loss 
rule to qualifying disposition; 112(3.01) — Exclusion for certain dividends; 112.1), 
(3.2) — Loss on share that is capital property of partnership or trust; 112(4)-(4.22) — 
Shares held as inventory; 112(5.2)C(b) — Adjustment for dividends received on mark- 
to-market property; 112(7) — Rules where shares exchanged. See also at end of s. 112. 


History: Subpara. (b)(iv) of the amendment in 1998, c.:19, subsec. 131(11) (see be- 
low) amended by 2001, c. 17, s. 251, applicable to 2000 et seg., and 


(a) in respect of the 1998 and 1999 taxation years, where a taxpayer and a person 
who would have been the taxpayer’s common-law partner in the 1998 or 1999 
taxation year jointly elect under s. 144 of 2000, c. 12 to have ss. 130 to 142 of that 
Act apply, if applicable, to the 1998 or 1999 taxation year, subpara. 131(11)(b)(iv), 
as amended, shall be read as follows for the applicable year: ' 


(iv) the disposition is made. by 
(A) the individual or the individual’s spouse or common-law partner, 


(B) the estate of the individual or of the individual’s spouse or common- 
law partner within the estate’s first taxation year, 


(C) the particular trust where it is a trust described in paragraph 
104(4)(a) or (a.1) of the Income Tax Act in respect, of a spouse or.com- 
mon-law partner, the spouse or common-law partner is the beneficiary 


end of the trust’s third taxation year that begins after the death of the 
individual or the individual’s spouse, as the case may be; 


Subsec. 112(3) amended by 1998, c. 19, subsec. 131(1), applicable (by 131(11)) to 
dispositions that occur after April 26, 1995, other than 


(a) a disposition that occurs pursuant to an agreement in writing made bifoae April 
27, 1995; 


(b) a disposition of a share of the capital stock of a corporation that is made to the 
corporation if 


(i) on April 26, 1995 the share was owned by an individual (other than a trust) 
or by a particular trust under which an individual (other than a trust) was a 
beneficiary, 


(ii), on April 26, 1995 a corporation, or a partnership of which.a corporation is 
a member, was a beneficiary of a life insurance policy that insured the life of 
the individual or the individual’s spouse, 


(ili) it was reasonable to conclude on April 26, 1995 that a main purpose of the 
life insurance policy was to fund, directly or indirectly, in whole or in part, a 
redemption, acquisition or cancellation of the share by the corporation that is- 
sued the share, and 


(iv) [as amended by 2001, c. 17; see above] the disposition is made by 
(A) the individual or the individual’s spouse or common-law partner, 


(B) the estate of the individual or of the individual’s spouse or common- 
law partner within the estate’s first taxation year, 


(C) the particular trust where it is a post-1971 spousal or common-law 
partner trust or a trust described in para. 104(4)(a.1) of the Act, the indivi- 
dual’s spouse or common-law partner, as the case may be, is the benefici- 
ary referred to in subpara. (i) and the disposition occurs before the end of 
the trust’s third taxation year that begins after the death of the individual’s 
spouse or common-law partner, as the case may be, or 


(D) a trust described in para. 73(1.01)(c) of the Act created by the indivi- 
dual, or a trust described in para. 70(6)(b) of the Act created by the indivi- 
dual’s will in respect of the individual’s spouse or common-law partner, 
before the end of the trust’s third taxation year that begins after the death 
of the individual or the individual’s spouse or common-law partner, as the 
case may be; 


(c) a disposition of a share of the capital stock of a corporation owned by an indivi- 
dual on April 26, 1995 that was made by the individual’s estate before 1997; 


(d) a disposition of a share of the capital stock of'a corporation owned by an estate 
on April 26, 1995, the first taxation year of which ended after that day, that was 
made by the estate before 1997; or 


(e) a disposition of a share of the capital stock of a corporation owned by an indivi- 
dual on April 26, 1995 where the individual is a trust described in para. 104(4)(a) 
or (a.1) of the Act in respect of a spouse, that was made by the trust after the 
spouse’s death and before 1997. 


Subsec. 131(12) of the said c. 19 provides: 


(12) For the purposes of paragraph [(b) above] and this subsection, a share of the 
capital stock of a corporation acquired in exchange for another share in a transac- 
tion'to which section 51, 85, 86 or 87 of the Act applies is deemed to be the same 
share as the other share. 


referred to in subparagraph (i) and the disposition occurs before the end Subsec, 112(3) formerly read: 


of the trust’s third taxation year that begins after the death of the spouse 
or common-law partner, or 


(D) a trust described in paragraph 73(1)(c) of that Act created by the 
individual in respect of the individual’s spouse or common-law partner, 
or a trust described in paragraph 70(6)(b) of that Act created by the indi- 
vidual’s-will in respect of the individual’s spouse or common-law part- 
ner, before the end of the trust’s third taxation year that begins after the 
death of the spouse or common-law partner; 


(b) in respect of the 2000 taxation year, where a joint election has not been filed by 
the taxpayer and a person who would have been the taxpayer’s common-law part- 
ner in the year 2000 to have ss. 130 to 142 of the Modernization of Benefits and 
Obligations Act apply to the year 2000, subpara. 131(11)(b)(iv), as amended, shall 
be read as follows for that year: 


(iv) the disposition is made by 
(A) the individual or the individual’s spouse, 


(B) the estate of the individual or of the individual’s spouse within the 
estate’s first. taxation year, 


(C) the particular trust where it is a post-1971 spousal or common-law 
partner trust or a trust described in paragraph 104(4)(a.1) of the Income 
Tax Act, the individual or the individual’s spouse, as the case may be, is 
the beneficiary referred to in subparagraph (i) and the disposition occurs 
before the end of the trust’s third taxation year that begins after the 


(3) Loss on share that is capital property — Subject to subsections (5:5) and 
(5.6), where a corporation owns a share that is a capital property and receives a 
taxable dividend, a capital dividend or a life insurance capital dividend in respect 
of that share, the amount of any loss of the: corporation arising from transactions 
with reference to the share on which the dividend was received shall, unless it is 
established by the corporation that 


(a) the corporation owned the share 365 days or longer before the loss was 
sustained, and 


(b) the corporation and’ persons with whom the corporation was not dealing 
at arm’s length did not, at the time the dividend was received, own in the 
aggregate more than 5% of the issued shares of any class of the capital stock 
of the corporation from which the dividend was received, 


be deemed to be the amount of that loss otherwise determined, minus the total of 
all amounts each of which is an amount received by the corporation in respect of 


(c) a taxable dividend on the share to the extent that the amount of the divi- 
dend was deductible from the, corporation’s income for any. taxation year by 
virtue of this section or subsection 138(6) and was not an amount on which 
the corporation was required to pay tax under Part VII of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, as it read on 
March 31, 1977, 


(d) a capital dividend on the share, or 
(e) a life insurance capital dividend on the share. 


death of the individual or the individual’s spouse, as the case may be, or The opening words of subsec. 112(3) amended by 1995, c. 21, subsec. 56(1), applicable 
(D) a trust described in paragraph 73(1.01)(c) of that Act created by the to dispositions occurring after October 30, 1994. The opening words formerly read: 


individual, or a trust described in paragraph 70(6)(b) of ‘that Act created 
by the individual’s will in respect of the individual’s spouse, before’ the 
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(3) Loss on share that is capital property — Where a corporation owns a 
share that is a capital property and receives a taxable dividend, a capital dividend 
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or a life insurance capital dividend in respect of that share, the amount of any 
loss of the corporation arising from transactions with reference to the share on 
which the dividend was received shall, unless it is established: by the corporation 
that 


|.T. Application Rules: 69 (meaning of fttchated 148 of ...”). 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-328R3: Losses on shares on 
which dividends have been received: 

1.T. Technical News: 12 (stop-loss provisions — grandfathering). 

CRA Audit Manual: an 2.4: Specific exceptions to capital gain and loss rules. 


(3.01) Loss on. share that is capital property — excluded 
dividends — A dividend shall not’ be included in the total deter- 
mined under subparagraph (3)(@a)@) or paragraph G)b) where the 
taxpayer establishes that 


(a) it was received when the taxpayer and persons with whom 
the taxpayer was not dealing at arm’s length did not own in total 
more than 5%: of the issued shares’ of’ any ‘class ‘of the» capital 
stock of the corporation from which the dividend was received; 
and 


(b) it was received on a share that the taxpayer owned through- 
out the 365-day_ period that ended immediately before ‘the 
disposition. — 


Related Provisions: 87(2)(x) — Amalgamations — flow- “through to new corpora- 
tion; 112(5.6) — Stop-loss rules restricted. 


History: Subsec. 112(3.01) added by 1998, c. 19, subsec 131(1), peice on the 
same basis as subséc. 112(3). 


(3.1) Loss on share held by partnership — Subject to subsec- 
tions (5.5) and (5.6), where a taxpayer (other than a partnership or a 
mutual fund trust) is a member of a partnership, the taxpayer’s 
share of any loss of the partnership from the disposition of a share 
that is held by a particular partnership as capital property is deemed 
to be that share of the loss ects without reference to this sub- 
section minus, 


(a) where the taxpayer is an individual, the lesser of 


(i) the total of .all amounts each of which is.a dividend re- 
ceived by the taxpayer on the share in respect of which an 
election was made under subsection 83(2) where subsection 
83(2.1) does not deem the dividend to be a taxable dividend, 
and 


(ii) that share of the loss determined without reference to this 
subsection minus all taxable dividends received by the tax- 
payer on the share; 


(b) where the taxpayer is a corporation, the total of all amounts 
received by the taxpayer on the share each of which is 


(i)'a taxable dividend, to the extent of the amount of the divi- 
dend that was deductible under this section or subsection 
115(1) or 138(6) in computing the taxpayer’s taxable income 
or taxable income earned in Canada for any taxation year, 


(ii) a dividend in respect of which an election was made 
under subsection 83(2) where subsection 83(2.1) does not 
deem the dividend to be a taxable dividend, or 


(iii) a life insurance capital dividend; and 


(c) where the taxpayer is a trust, the total of all amounts each of 
which is 


(i) a taxable dividend, or 
(ii) a life insurance capital dividend 


received on the share and designated under subsection 104(19) 
or (20) by the trust in respect of a beneficiary that was a:corpo- 
ration, partnership or trust. 


Related Provisions: 40(3.3), (3.4) — Limitation on loss where share acquired by 
affiliated person; 40(3.7) — Application to non-resident individual; 53(1)(f) — Addi- 
tion to ACB; 87(2)(x) — Amalgamations — flow-through to’ new corporation; 
100(4) — Application of stop-loss rule to disposition of interest in partnership; 
104(20) — Designation re non-taxable dividends; 107.4(3)(b)(i) — Application of 
stop-loss rule to qualifying disposition; 112(3.11) — Exclusion for certain dividends; 
112(3.12) — Amount designated by trust to beneficiary that is a partnership or trust; 
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112(5.2)C(c) — Adjustment for dividends received on mark-to-market. property; 
112(7) — Rules where shares exchanged. See also at end of s. 112. 


History: Subsec. 112(3.1) amended by 1998, c. 19, subsec. 131(1), applicable on the 
same basis as subsec. 112(3). Subsec. 112(3.1) formerly read: 


(3.1) Loss on share that is capital property of partnership — Subject to sub- 
sections (5.5) and (5.6), where a corporation is a member of a partnership and 
the corporation receives a taxable dividend, a‘capital dividend or a life insurance 

‘capital dividend in respect’of a share that is a capital property of the partnership, 
the corporation’s share of any loss of the partnership arising with respect to the 
share on which the dividend was received shall, unless jit is established by the 
corporation that. 


(a) the partnership held the share 365 days’ or longer. before the loss was 
sustained, and 


(b) the partnership, the corporation and persons with whom the corporation 
was ‘not dealing at arm’s length did not, at the time the dividend was re- 
ceived; hold in the aggregate more than 5% of the issued shares of any class 
of the capital stock of the.corporation from which the dividend'was received, 


be deemed to be the amount of that-loss otherwise determined,, minus the total of 
all amounts each.of which is an,amount received by the corporation in respect of 


(c) a taxable dividend on the share ‘to the extent that the amount of the divi- 
dend was deductible from the corporation’s income for any taxation year by 
virtue of this section or subsection 138(6) and was not an amount on which 
the corporation was required to pay tax under Part VII of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, as it read on 
March 31, 1977, ; 


(d):a capital dividend on the share, or 
(e) a life insurance capital dividend on the. share. 


The opening words of subsec, 1126. 1) amended. by 1995,.c.. 21, subsec. 56(2), applica- 


" ble to dispositions occurring after October 30, 1994. The opening words formerly read: 


(3.1) dem — Where a corporation is a member of a partnership and the corpora- 
tion receives a taxable dividend, a capital dividend or a life insurance’ capital 
dividend in, respect, of a share that is a capital: property of the partnership, the 
corporation’s share of any loss of the partnership arising with respect to the share 
on which the dividend was received shall, unless it is established by the corpora- 
tion that 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-88R2: Stock dividends; IT- 328R3: Losses on shares on 
which dividends have been received. 


.T. Technical News: 12 (stop-loss provisions — grandfathering). 


(3.11) Loss on share held by partnership — excluded divi- 
dends — A dividend shall not be included in the total determined 
under subparagraph (3.1)(a)(Gi) or paragraph (3.1)(b) or (c) where 
the taxpayer establishes that 


(a) it was received when the particular partnership, the taxpayer 
and persons with whom the taxpayer was not dealing at arm’s 
length did not hold in total more than 5% of the issued shares of 
any class of the capital stock of the corporation from which. the 
dividend was received; and... 


(b) it was received on a share that the particular partnership held 
throughout the 365-day period that ended immediately before 
the disposition. 


Related Provisions: 87(2)(x) — Amalgamations — flow-through to new corpora- 
tion; 112(5.6) — Stop-loss rules ‘restricted. 


History: Subsec. 112(3.11) added by 1998, c. 19, subsec. 131(1), applicable on the 
same basis as ‘subsec.' 112(3). 


(3.12) Loss. on share held by partnership.— excluded divi- 
dends — A taxable dividend received on,a share and designated 
under subsection 104(19) by a particular trust in respect of a-benefi- 
ciary that was‘a partnership or trust shall not be included in the total 
determined under paragraph (3.1)(c) where the particular trust es- 
tablishes that the dividend was received by an individual (other than 
a trust). 


History: Subsec. 112(3.12) added by 1998, c. 19, subsec. 13101), applicable ‘on the 
same basis as subsec. 112(3). 


(3.2) Loss on share held by trust — Subject to subsections 
(5.5) and (5.6), the amount of any loss. of a trust (other than a mu- 
tual fund trust) from the disposition of a-share of the capital stock of 
a corporation that is-capital property of the trust is deemed.to be the 
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amount of the loss determined without reference to this subsection 
minus the total of 


(a) the amount, if any, by which the lesser of 


(i) the total of all amounts each of which is a dividend re- 
ceived by the trust on the share in respect of which an elec- 
tion was made under subsection 83(2) where subsection 
83(2.1) does not deem the dividend to be a taxable dividend, 
and 


(ii) the loss determined without reference to this subsection 
minus the total of all amounts each of which is the amount of 
a taxable dividend 


(A) received by the trust on the share, 


(B) received on the share and designated under subsection 
104(19) by the trust in respect of a beneficiary who is an 
individual (other than a trust), or 


(C) received on the share and designated under subsection 
104(19) by the trust in respect of a beneficiary that was a 
corporation, partnership or another trust where the trust 
establishes that 


(I) it owned the share throughout the 365-day period 
that ended immediately before the disposition, and 


(II) the dividend was received while the trust, the ben- 
eficiary and persons not dealing at arm’s length with 
the beneficiary owned in total less than 5% of. the is- 
sued shares of any class of the capital stock of the cor- 
poration from which the dividend was received 


exceeds 


(iii) where the trust is an individual’s estate, the share was 
acquired as a consequence of the individual’s death and the 
disposition occurs during the trust’s first taxation year, '/2 of 
the lesser of 


(A) the loss determined without reference to this subsec- 
tion, and 


(B) the individual’s capital gain from the disposition of 
the share immediately before the individual’s death, and 


(b) the total of all amounts each of which is 
(i) a taxable dividend, or 
(ii) a life insurance capital dividend 


received on the share and designated under subsection 104(19) 
or (20) by the trust in respect of a beneficiary that was a corpo- 
ration, partnership or trust. 


Related Provisions: 40(3.7) — Application to non-resident individual; 53(1)(f) — 
Addition to ACB; 87(2)(x) — Amalgamations — flow-through to new corporation; 
104(20) — Designation re non-taxable dividends; 107.4(3)(b)(ii) — Application of 
stop-loss rule to qualifying disposition; 112(3.3), (3.31) — Exceptions; 
112(5.2)C(b) — Adjustment for dividends received on mark-to-market property; 
112(5.6) — Stop-loss rules restricted; 112(7) — Rules where shares exchanged. See 
also at end of s. 112. 


History: Subpara. 112(3.2)(a)(iii) amended to replace the fraction “1/4” with “1/2” by 
2001, c. 17, subsec. 88(2), applicable to dispositions that occur after February 27, 2000 
except that, for dispositions that occurred before October 18, 2000, the reference to 
“1/2” shall be read as a-reference to “1/3”. 


Subsec. 112(3.2) amended by 1998, c. 19, subsec. 131(1), applicable on the same basis 
as subsec. 112(3). Subsec. 112(3.2) formerly read: 


(3.2) Loss on share that is capital property of trust — Subject to subsections 
(5.5) and (5.6), where a corporation is a beneficiary of a trust (other than a pre- 
scribed trust) that owns a share that is capital property and the corporation re- 
ceives a taxable dividend in respect of that share pursuant to a designation under 
subsection 104(19) or the trust has made a designation under subsection 104(20) 
in respect of the corporation for a capital dividend or a life insurance capital 
dividend on that share, the amount of any loss of the trust arising with respect to 
the share on which the dividend was subject to a designation shall, unless it is 
established by the corporation that 


(a) the trust owned the share 365 days or longer before the loss was sus- 
tained, and 


(b) the trust, the corporation and persons with whom the corporation was not 
dealing at arm’s length did not, at the time the dividend was received, own 
in the aggregate more than 5% of the issued shares of any class of the capital 
stock of the corporation from which the dividend was received, 
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be deemed to be the amount of that loss otherwise determined, minus the total of 
all amounts each of which is a taxable dividend, a capital dividend or a life insur- 
ance capital dividend in respect of that share that was designated under subsec- 
tion 104(19) or (20) in respect of a beneficiary that was a corporation. 


The opening words of subsec. 112(3.2) amended by 1995, c. 21, subsec. 56(3), applica- 
ble to dispositions occurring after October 30, 1994. The opening words formerly read: 


(3.2) Idem — Where a corporation is a beneficiary of a trust (other than a pre- 
scribed trust) that owns a share that is capital property and the corporation re- 
ceives a taxable dividend in respect of that share pursuant to a designation under 
subsection 104(19) or the trust has made a designation under subsection 104(20) 
in respect of the corporation for a capital dividend or a life insurance capital 
dividend on that share, the amount of any loss of the trust arising with respect to 
the share on which the dividend was subject to a designation shall, unless it is 
established by the corporation that 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-328R3: Losses on shares on 
which dividends have been received. 


I.T. Technical News: 12 (stop-loss provisions — grandfathering). 


(3.3) Loss on share held by trust — special cases — Not- 
withstanding subsection (3.2), where a trust has at any time ac- 
quired a share of the capital stock of a corporation because of sub- 
section 104(4), the amount of any loss of the trust from a 
disposition after that time is deemed to be the amount of the loss 
determined without reference to subsection (3.2) and this subsection 
minus the total of 


(a) the amount, if any, by which the lesser of 


(i) the total of all amounts each of which is a dividend re- 
ceived after that time by the trust on the share in respect of 
which an election was made under subsection 83(2) where 
subsection 83(2.1) does not deem the dividend to be a taxa- 
ble dividend, and 


(ii) the loss determined without reference to subsection (3.2) 
and this subsection minus the total of all amounts each of 
which is the amount of a taxable dividend 


(A) received by the trust on the share after that time, 


(B) received on the share after that time and designated 
under subsection 104(19) by the trust in respect of a bene- 
ficiary who is an individual (other than a trust), or 


(C) received on the share after that time and designated 
under subsection 104(19) by the trust in respect of a bene- 
ficiary that was a corporation, partnership or another trust 
where the trust establishes that 


(I) it owned the share throughout the 365-day period 
that ended immediately before the disposition, and 


(II) the dividend was received when the trust, the ben- 
eficiary and persons not dealing at arm’s length with 
the beneficiary owned in total less than 5% of the is- 
sued shares of any class of the capital stock of the cor- 
poration from which the dividend was received 


exceeds 
(iii) 2 of the lesser of 


(A) the loss from the disposition, determined without ref- 
erence to subsection (3.2) and this subsection, and 


(B) the trust’s capital gain from the disposition immedi- 
ately before that time of the share because of subsection 
104(4), and 


(b) the total of all amounts each of which is a taxable dividend 
received on the share after that time and designated under sub- 
section 104(19) by the trust in respect of a beneficiary that was a 
corporation, partnership or trust. 
Related Provisions: 40(3.7) — Application to non-resident individual; 87(2)(x) — 
Amalgamations — flow-through to new corporation; 107.4(3)(b)(ii) — Application of 
stop-loss rule to qualifying disposition; 112(3.31), (3.32) Excluded dividends; 
112(5.6) — Stop-loss rules restricted; 112(7) — Rules where shares exchanged. 
History: Subpara. 112(3.3)(a)(iii) amended to replace the fraction “/s” with “!/2” by. 
2001, c. 17, subsec. 88(2), applicable to dispositions that occur after February 27, 2000 
except that, for dispositions that occurred before October 18, 2000, the reference to 
“‘/” shall be read as a reference to “!/;”, 


Subsec. 112(3.3) added by 1998, c. 19, subsec. 131(1), applicable on the same basis as 
subsec. 112(3). 
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(3.31) Loss on share held by trust— excluded divi- 
dends — No dividend received by a trust shall be included under 
subparagraph (3.2)(a)(i) or (b)Gi) or (3.3)(a)(i) where the trust es- 
tablishes that the dividend , 

(a) was received, . 


(i) in any case where the divielnien was designated under sub- 
section 104(19) or (20) by the trust, when the trust; the bene- 
ficiary and persons with whom the beneficiary was not deal- 
ing at arm’s length did not own in total more than 5% of the 
issued shares of any class of the capital stock of the corpora- 
tion from which the dividend was received, or 


(ii) in any ether case, when the trust and persons with.whom 
the trust was not dealing at arm’s length did not own in total 
more than 5% of the issued shares of any class of the capital 
stock of the corporation from which the dividend was re- 
ceived, and 


(b) was received on a share that the trust. owned throughout. the 
365-day period that ended immediately before the disposition. 
Related Provisions: 87(2)(x) — Amalgamations — flow-through to new. corpora- 


tion; 104(20) — Designation re non-taxable dividends; 112(5.6) — Stop-loss rules re- 
stricted; 112(7) — Rules where shares exchanged. 


History: Subsec. 112(3.31) added by 1998, c. 19, subsec. 131(1), applicable on the 
same basis as subsec. 112(3). 


(3.32) Loss on share held by trust — excluded divi- 
dends — No taxable dividend received on the share and desig- 
nated under subsection 104(19) by the trust in respect of a benefici- 
ary that was a corporation, partnership or trust shall be included 
under paragraph (3.2)(b) or (3.3)(b) where the trust establishes that 
the dividend was received by an individual (other than a trust), or 


(a) was received when the trust, the beneficiary and persons with 
whom the beneficiary was not dealing at arm’s length did not 
own in total more than 5% of the issued shares of any class of 
the capital stock of the corporation from which the dividend was 
received; and 


(b) was received on a share that the trust owned throughout the 

365-day period that ended immediately before ‘the disposition. 
Related Provisions: 
corporation. 


History: Subsec. 112(3.32) added by 1998, c. 19, subsec. 131(1), applicable on the 
same basis as subsec. 112(3). 


87(2)(x) — Amalgamations — flow-through to new 


(4) Loss on share that is not capital property — Subject to 
subsections (5.5) and (5.6), the amount of any loss of a taxpayer 
(other than a trust) from the disposition of a share of the capital 
stock of a corporation. that is property (other than capital property) 
of the taxpayer is deemed to be the amount of the loss determined 
without reference to this subsection minus, 


(a) where the taxpayer is an individual and the corporation is 
resident in Canada, the total ofall dividends received by the i in- 
dividual on the share; 


(b) where the taxpayer is a partnership, the total of all dividends 
received by the partnership on the share; and 


(c) where the taxpayer is a corporation, the total of all amounts 
received by the taxpayer on the share each of which is 


(i) a taxable dividend, to the extent of the amount of the divi- 
dend that was deductible under this section, section 113 or 
subsection 115(1) or 138(6) in computing the taxpayer’s tax- 
able income or taxable income earned in Canada for any tax- 
ation year, or 
(ii) a,dividend (other than a taxable dividend). 
Related Provisions: 87(2)(x)— Amalgamations — flow-through to new corpora- 
tion; 93(2)-(2.3) — Loss limitation on disposition of share; 112(4.01) — Exclusion for 
certain dividends; 112(5.2)C(b) — Adjustment for dividends received on mark-to-mar- 
ket property. See also at end of s. 112. 
History: Subsec. 112(4) amended by 1998, c. 19, subsec. 131(1), applicable to dispo- 
sitions that occur after April 26, 1995. Subsec, 112(4) formerly read: 


(4) Subject to subsections (5.5) and (5.6), where a taxpayer owns a share that is 
not a capital property and receives a dividend in respect of that share, the amount 
of any loss of the taxpayer arising from transactions with reference to the share 
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on which, the dividend was received shall, unless it is established by the taxpayer 
that _ 
(a) the taxpayer owned the share 365 days or longer. before the; loss was 
sustained, and 
(b) the taxpayer and persons with whom the taxpayer was not dealing, at 
arm’s length, did not, at the time the dividend was received, own in the ag- 
gregate more than 5% of the issued shares of any class of the capital stock of 
the corporation from which the dividend was received, 
be deemed to be the amount of that loss otherwise determined, minus 
~ ‘(c) where the taxpayer is an individual and the corporation is a taxable Cana- 
dian corporation, the total of all amounts each of which is a dividend (other 
than a capital gains dividend within the meaning assigned by subsection 
131(1)) on the share received by the taxpayer, 
(d) where the taxpayer is a corporation, the total of all amounts each of 
which is 
(1) a taxable dividend, to the extent of the amount thereof that was de- 
ductible under this section or subsection 115(1) or 138(6) in computing 
the taxpayer’s taxable income or taxable income earned in Canada for 
any taxation year, or 
(ii) a dividend (other than a taxable dividend or a dividend deemed by 
subsection 131(1) to be a capital gains dividend), 


on the share received by the taxpayer, and, 
» (e):in any other case, nil. 
The opening words of subsec. 112(4) amended by 1995, c. 21, subsec. 56(4), applicable 
to dispositions occurring after. October 30, 1994. The opening words. formerly read: 


(4) Where a taxpayer owns a share: that is not a capital property and receives a 
dividend in respect of that share, the amount of any loss of the, taxpayer arising 
from transactions with reference to the share.on which the dividend was received 
shall, unless it is established by the taxpayer that 
Subpara. 112(4)(d)(ii) substituted by 1994, c. 21, subsec. 51(2), applicable to the deter- 
mination of losses arising in 1990 et seg. and, where a taxpayer has elected under sub- 
sec. 84(6) of 1994, c. 7, Sch. II (1991, c..49) (see below), in the taxpayer’s 1985 to 
1989 taxation years, in which case, notwithstanding subsecs. 152(4) to (5), such assess- 
ments and determinations shall be made as are necessary to give effect to that amend- 
ment. That subpara. formerly read: 
(ii) a dividend, other than a taxable dividend, 
That portion of subsec. 112(4) following para. (b) substituted by 1994, ¢:,7, Sch. II 
(1991, c. 49), subsec. 84(2), applicable (by subsec. 84(6)) to the determination of losses 
arising 
(a) in 1990 et seq.; and » 
(b) where a taxpayer so elects by notifying the Minister of National Revenue in 
writing before 1992 [1994, c..7, Sch. VIII (1993, c. 24); s. 159 provides-that such 
an election made before December 11, 1993 shall'be deemed to have been made 
before 1992], in the taxpayer’s 1985 to 1989 taxation years, in which case, not- 
withstanding subsecs. 152(4) to (5), such assessments of tax, interest and. penalties 
shall be made as are necessary to give effect to the election, 


except that the subsec. as amended does not apply to the amount of a dividend received 
by. a taxpayer on which the taxpayer was, required to pay tax under Part VII as it read 
on March 31, 1977. That portion of subsec. 112(4) formerly read: 


be deemed tobe the amount of that loss otherwise determined; minus the total of 

all amounts received by the taxpayer in respect of dividends (other than capital 
gains dividends within the meaning assigned by subsection 131(1)) on the share 
to.the extent that the amounts of those dividends were not amounts on which the 
taxpayer was required to pay tax under Part VII of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, as it read on March 31, 1977. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-328R3: Losses on shares on 
which dividends have been received. 


(4.01) Loss’'on share that is not capital: property — 
excluded. dividends — A dividend shall not be included in the 
total determined under paragraph (4)(a), (b)\or (c) where the tax- 
payer establishes that 


(a) it was received when the taxpayer and persons with whom 
the taxpayer was not dealing at arm’s length did not own in total 
more than 5% of the issued shares of any class of the capital 
stock of the corporation from which the dividend was received; 
and 


(b) it was received on a share that the taxpayer owned through- 
out the 365-day period that ended immediately before the 
disposition. 
Related Provisions: 87(2)(x) — Amalgamations — flow-through to new corpora- 
tion; 112(5.6) — Stop-loss rules restricted. 


History: Subsec. 112(4.01) added by 1998, c. 19, subsec. 131(1), applicable to dispo- 
Sitions that occur after April 26, 1995. 
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(4.1) Fair market value of shares held as inventory — For 
the purpose of section 10, the fair market value at any time of a 
share of the capital stock of a corporation is deemed to be equal to 
the fair market value of the share at that time, plus 


(a) where the shareholder is a corporation, the total of all 
amounts received by the shareholder on. the share. before that 
time each of which is 


(i) a taxable dividend, to the extent of the amount of the divi- 
dend that was deductible under this section, section 113 or 
subsection 115(1) or 138(6) in computing the shareholder’s 
taxable income or taxable income earned in Canada for any 
taxation year, or 


(ii) a dividend (other than a taxable dividend); 


(b) where the shareholder is a partnership, the total of all 
amounts each of which is a dividend received by the shareholder 
on the share before that time; and 


(c) where the shareholder is an individual and the corporation is 
resident in Canada, the total of all amounts each of which is a 
dividend received by the shareholder on the share before that 
time (or, where the shareholder is a trust, that would have been 
so received if this Act were read Mong reference to subsection 
104(19)). 


Related Provisions: 87(2)(x) — Amalgamations — flow-through to new corpora- 
tion; 112(4.11)— Exclusion for certain dividends. See also at end of s. 112. 


History: Subsec. 112(4.1) amended by 1998, c. 19, subsec. 131(1), applicable to taxa- 
tion years that end after April 26, 1995. Subsec. 112(4.1) formerly read: 


(4.1) Fair market value of share that is not capital property — Where a tax- 
payer (other than a prescribed trust) or partnership (in this subsection referred to 
as the “holder”) holds a share that is not a capital property and a dividend is 
received in respect of that share, for the purpose of subsection 10(1) and any 
regulations made under that subsection, the fair market value of the share at any 
particular time after November 12, 1981 shall, unless it is established by the 
holder that 


(a) the holder held the share 365 days or longer before the particular time, 
and 


(b) the holder and persons with whom the holder was not dealing at arm’s 
length did not, at the time the dividend was received, hold in the aggregate 
more than 5% of the issued shares of any class of the capital stock of the 
corporation from which the dividend was received, 


be deemed to be an amount equal to the fair market value of that share at the 
particular time otherwise determined, plus 


(c) where the holder is an individual and the corporation is a taxable Cana- 
dian corporation, the total of all amounts each of which is a dividend (other 
than a capital gains dividend within the meaning assigned by subsection 
131(1)) on the share received before the particular time by the holder or that 
would have been so received if this Act were read without reference to sub- 
section 104(19), 


(d) where the holder is a corporation, the total of all amounts each of which 
is 
(1) a taxable dividend, to the extent of the amount thereof that was de- 
ductible under this section, section 113 or subsection 115(1) or 138(6) in 
computing the holder’s taxable income or taxable income earned in 
Canada for any taxation year, or 


(ii) a dividend (other than a taxable dividend or a dividend deemed by 
subsection 131(1) to be a capital gains dividend), 
on the share received before the particular time by the holder, 
(e) where the holder is a partnership, the total of all amounts each of which 
is a dividend (other than a capital gains dividend within the meaning as- 


signed by subsection 131(1)) on the share received before the particular time 
by the holder, and 


(f) in any other case, nil, 

Subpara. 112(4.1)(d)(ii) substituted by 1994, c. 21, subsec. 51(3), applicable to 1990 et 
seq. and, where a taxpayer has elected under subsec. 84(7) of 1994, c..7, Sch. II (1991, 
c. 49) (see below), to the taxpayer’s 1985 to 1989 taxation years, in which case, not- 
withstanding subsecs. 152(4) to (5), such assessments and determinations shall be made 
as are necessary to give effect to that amendment. That subpara. formerly read: 

(ii) a dividend, other than a taxable dividend, 
That portion of subsec. 112(4.1) following para. (b) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 84(3), applicable (by subsec. 84(7)) 

(a) to 1990 et seq., and 


(b) where a taxpayer so elects by notifying the Minister of National Revenue in 
writing before 1992 [1994, c. 7, Sch. VIII (1993, c. 24), s. 159 provides that such 
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an election made before December 11, 1993 shall be deemed to have been made 
before 1992], to the taxpayer’s 1985 to 1989 taxation years, in which case, not- 
withstanding subsecs. 152(4) to (5), such assessments of tax, interest and penalties 
shall be made as are necessary to give effect to the election, 
except that the subsec. as amended does not apply to the amount of a dividend received 
by a holder on which the holder was required to pay tax under Part VII of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, as it read on March 31, 
1977. That portion of subsec. 112(4.1) formerly read: 
be deemed to be the total of the fair market value of the share at the particular 
time otherwise determined and all. amounts received before the particular time by 
the holder in respect of dividends (other than capital gains dividends within the 
meaning assigned by subsection 131(1)) on the share determined as if this Act 
were read without reference to subsection 104(19). 
Interpretation Bulletins: IT-88R2: Stock dividends; IT-328R3: Losses on shares on 
which dividends have been received. 


(4.11) Fair market value of shares held as inventory — 
excluded dividends — A dividend shall not be included in the 
total determined under paragraph (4.1)(a), (b) or (c) where the 
shareholder establishes that 


(a) it was received while the shareholder and persons with whom 
the shareholder was not dealing at arm’s length did not hold in 
total more than 5% of the issued shares of any class of the capi- 
tal stock of the corporation from which the dividend was re- 
ceived; and 


(b) it was received on a share that the shareholder held through- 

out the 365-day period that ended at the time referred to in sub- 

section (4.1). 
Related — Provisions: 
corporation. 


History: Subsec. 112(4.11) added by 1998, c. 19, subsec. 131(1), applicable to taxa- 
tion years that end after April 26, 1995. 


87(2)(x) — Amalgamations — flow-through to new 


(4.2) Loss on share held by trust — Subject to subsections 
(5.5) and (5.6), the amount of any loss of a trust from the disposi- 
tion of a share that is property (other than capital property) of the 
trust is deemed to be the amount of the loss determined without 
reference to this subsection minus 


(a) the total of all amounts each of which is a dividend received 
by the trust on the share, to the extent that the amount was not 
designated under subsection 104(20) in respect of a beneficiary 
of the trust; and 


(b) the total of all amounts each of which is a dividend received 
on the share that was designated under subsection 104(19) or 
(20) by the trust in respect of a beneficiary of the trust. 


Related Provisions: 87(2)(x) — Amalgamations — flow-through to new corpora- 
tion; 104(20) — Designation re non-taxable dividends; 112(3.2) — Stop-loss_ rule; 
112(4.21), (4.22) — Exclusions for certain dividends; 112(5.2)C(b) — Adjustment for 
dividends received on mark-to-market property. See also at end of s. 112. 


History: Subsec. 112(4.2) amended by 1998, c. 19, subsec. 131(1), applicable to dis- 
positions that occur after April 26, 1995. Subsec. 112(4.2) formerly read: 


(4.2) Where no deduction permitted — Subject to subsections (5.5) and (5.6), 
where a taxpayer is a member of a partnership and the taxpayer receives a divi- 
dend in respect of a share that is not a capital property of the partnership, the 
taxpayer’s share of any loss of the partnership arising with respect to the share 
on which the dividend was received shall, unless it is established by the taxpayer 
that 


(a) the partnership held the share 365 days or longer before the loss was 
sustained, and 


(b) the partnership, the taxpayer and persons with whom the taxpayer was 
not dealing at arm’s length did not, at the time the dividend was received, 
hold in the aggregate more than 5% of the issued shares of any class of the 
capital stock of the corporation from which the dividend was received, 


be deemed to be the amount of that loss otherwise determined, minus 


(c) where the taxpayer is an individual and the corporation is a taxable Cana- 
dian corporation, the total of all amounts each of which is a dividend (other 
than a capital gains dividend within the meaning assigned by subsection 
131(1)) on the share received by the taxpayer, 


(d) where the taxpayer is a corporation, the total of all amounts each of — 
which is 
(i) a taxable dividend, to the extent of the amount thereof that was de- 
ductible under this section or subsection 115(1) or 138(6) in computing 
the taxpayer’s taxable income or taxable income earned in Canada’ for 
any taxation year, or 
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(ii) a dividend (other than a taxable dividend or a dividend deemed by 
subsection 131(1) to be a capital gains-dividend), 


on the share received by/the taxpayer, and 
(e) in any other, case, nil. 


The opening words of subsec. 112(4.2) amended by 1995, c: 21, subsec. 56(5), applica- 
ble to dispositions occurring after October 30, 1994: The opening words formerly read: 


(4.2) Where no’ deduction permitted — Where a taxpayer is a member of a 
partnership and the taxpayer receives a dividend in respect of a share that is not a 
capital property of the partnership, the taxpayer’s share of any loss of the part- 
nership arising with respect to the share on which the dividend was received 
shall, unless it is established by the taxpayer that 


Subpara. 112(4.2)(d)(ii) substituted by 1994, c. 21, subsec. 51(4), applicable to the de- 
termination of losses arising in 1990 et seq. and, where a taxpayer has elected under 
subsec. 84(6) of 1994, c..7,,Sch. II (1991,-c..49) (see: below), in the taxpayer’s 1985 to 
1989 taxation years, in which case, notwithstanding subsees. 152(4) to (5), such assess- 
ments and determinations shall be made as are necessary to give effect to that amend- 
ment. That subpara. formerly read: 


(ii) a dividend, other than a taxable dividend, : 


That portion of subsec. 112(4.2) following para. (b) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 84(4), applicable (by subsec. 84(6)) to the determination of losses 
arising 
(a) in 1990 et seq., and 
(b) where a taxpayer so elects by notifying the Minister of National Revenue in 
writing before: 1992 [1994, c. 7, Sch. VIII (1993, ¢..24), s. 159 provides that such 
an election made,before December 11, 1993 shall be deemed to;have been made 
before 1992], in the taxpayer’s 1985 to 1989 taxation years, in which case, not- 
withstanding subsecs. 152(4) to (5), such assessments of tax, interest and penalties 
shall be made as are necessary to give effect to the election, 


except that the subsec. as amended does not apply to the amount of a dividend received 
by a taxpayer on which the taxpayer was required to pay tax under Part VII of the 
Income Tax Act, chapter 148 of the Revised Statutes ‘of Canada, 1952, \as it/read on 
March 31, 1977.. That portion of subsec, 112(4.2) formerly read: 


be deemed to be the amount of the loss otherwise determined, minus the total of 
all amounts each of which is an amount received by the taxpayer in respect of 


(c) a dividend (other than capital gains dividends within the meaning-as- ~ 
signed by subsection 131(1)) on the share to' the extent that the amount of’! 
that dividend was not an amount on which the taxpayer was required to pay 
tax under Part VII of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as it read on March 31, 1977. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-328R3: Losses on shares on 
which dividends have been received. 


(4.21) Loss on share held by trust—excluded divi- 
dends — A dividend shall not be included in the total determined 
under paragraph (4.2)(a) where the taxpayer establishes that 


(a) it was received when the trust and persons with whom the 
trust was not dealing at arm’s length did not own in total more 
than 5% of the issued shares of any class of the capital stock of 
the corporation from which the dividend was received; and 


(b) it was received ona share. that the trust owned throughout the 
365-day period that ended immediately before the disposition: 


Related Provisions: 87(2)(x) — Amalgamations — flow-through to new corpora- 
tion; 112(5.6) — Stop-loss rules. restricted. 


History: Subsec. 112(4.21) added by 1998, c. 19; subsec. 131(1),, applicable to dispo- 
sitions that occur after April 26, 1995. 


(4.22) Loss on share held by trust — excluded divi- 
dends — A dividend shall not be included in the total determined 
under paragraph (4.2)(b) where the taxpayer establishes that 


(a) it was received when the trust, the beneficiary and persons 
with whom the beneficiary was not dealing ‘at arm’s length did 
not own in total. more than 5% of the issued shares of any class 
of the capital stock of the corporation from which the dividend 
was received; and 

(b) it was received on a share that the trust owned throughout the 
365-day period that ended immediately before the disposition. 


Related Provisions: 87(2)(x)— Amalgamations — flow-through to new corpora- 
tion; 112(5.6) — Stop-loss rulesirestricted: 


History: Subsec. 112(4.22) added by 1998, c. 19, subsec. 131(1), applicable to dispo- 
sitions that occur after April 26, 1995. 


(4.3) [Repealed] 


S.. 112(5.2) 


History: Subsec. 112(4.3) repealed by 1998, c. 19, subsec. 131(2), applicable to dispo- 
sitions that occur after April 26, 1995. Subsec. 112(4.3) formerly read: 


(4.3) Idem — Subject to subsections (5.5) and (5.6), where a taxpayer is a bene- 
ficiary of a trust (other than a prescribed trust) that owns a share that is not capi- 
tal property and the taxpayer receives a taxable dividend in respect; of that. share 
pursuant to a designation under subsection 104(19) or the trust has made a desig- 

«nation under, subsection 104(20) in respect of the ‘taxpayer for a dividend other 
than.a taxable) dividend on that share, the amount of any loss of the trust arising 

|) with, respect to, the, share, on which the dividend was subject, to, a, designation 
shall, unless it is established by the taxpayer that 


(a) the trust owned the share 365 days or eopeer before the loss was sus- 
tained, and 


(b) the trust, the taxpayer and persons with whom the taxpayer was not deal- 
ing, at arm’s, length. did not, at the time the dividend was received, own in the 
aggregate more than 5% of the issued shares of any class of the capital stock 
of the corporation from which the dividend was received, . 


be deemed to be the amount of that loss otherwise determined, minus the total of 
all amounts each of which is a dividend’ (other than!-a capital gains dividend 
within the meaning assigned by subsection 131(1)) in respect of that share that 
was designated under subsection 104(19) or (20) in respect of the taxpayer. 


The opening words of subsec. 112(4.3) amended by 1995, c. 21, subsec. 56(6), applica- 
ble to dispositions occurring after October 30, 1994. The opening words formerly read: 


(4.3) Loss on share that is not capital property. of trust — Where a taxpayer 
is‘a beneficiary of a trust (other than a prescribed trust) that owns;a share that is 
not capital property and the taxpayer receives-a taxable dividend in respect of 
that share pursuant to a designation under subsection 104(19) or the trust has 
made a designation under subsection 104(20) in respect of the taxpayer for a 
dividend other than a taxable dividend on that share, the amount of any loss of 

| the trust:arising with respect to. the share on which the dividend was subject to a 
designation shall, unless it is established by the taxpayer that 


(5) Disposition of share by financial institution — Subsec- 
tion (5.2) applies ‘to the disposition of a’ share by a taxpayer in a 
taxation year where 


(a) the taxpayer is a financial institution in the year; 
(b) the share is a mark-to-market property for the year; and 


(c) the taxpayer received a dividend on the share at a time when 
the taxpayer and persons with whom the taxpayer was not deal- 
ing at arm’s length held in total more than 5% of the issued 
shares of any class of the capital stock of the corporation from 
which the dividend was received. 
Related Provisions: _87(2)(e.5) — Amalgamation — continuing _ corporation; 
88(1)(h) — Windup — continuing corporation; 112(5.4) — Deemed dispositions and 
reacquisitions to be ignored; 138(11.5)(k.2) — Transfer of business by non-resident 
insurer. 


History: Subsec. 1.12(5).added by, 1995, c:,21, subsec. 56(7), applicable to dispositions 
in taxation years that begin after October 1994. 


(5.1) Share held for less than one year — Subsection (5.2) ap- 
plies to the disposition of a share by a taxpayer in a taxation year 
where 


(a) the disposition is an actual disposition; 


(b) the taxpayer did not hold the share throughout the 365-day 
period that ended immediately before the disposition; and 


(c) the share was a mark-to-market property of the taxpayer for a 
taxation year that begins after October 1994 and in which the 
taxpayer was a financial institution. 
Related Provisions: —87(2)(e.5)-— Amalgamation — continuing — corporation; 
88(1)(h) — Windup — continuing corporation; 112(5.4) — Deemed dispositions and 
reacquisitions to be ignored; 138(11. ate 2) — Transfer of business by non-resident 
insurer. 
History: Para. 112(5.1)(b) amended by 1998, c. 19, subsec. 131(3), applicable to dis- 
positions that occur after April 26, 1995. Para. 112(5.1)(b) formerly read: 
(b) the taxpayer held the share for less than 365 days; and 


Subsec. 112(5.1) added by 1995, c. 21, subsec. 56(7), applicable to dispositions in taxa- 
tion years that begin after October 1994. 


(5.2) Adjustment re dividends — Subject to subsection (5.3), 
where subsection (5) or (5.1) provides that this subsection applies to 
the disposition of a share by a taxpayer at any time, the taxpayer’s 
proceeds of disposition shall be deemed to be the amount deter- 
mined by the formula 


A+B-(C=D) 
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where 


A is the taxpayer’s proceeds determined without reference to this 
subsection, 


Bis the lesser of 


(a) the loss, if any, from the disposition of the share that 
would be determined before the application of this subsection 
if the cost of the share to any taxpayer were determined with- 
out reference to 


(i) paragraphs 87(2)(e.2) and (e.4), 88(1)(c), 138(11.5)(e) 
and 142.5(2)(b), 


(ii) subsection 85(1), where the provisions of that subsec- 
tion are required by paragraph 138(11.5)(e) to be applied, 
and 


(ii1) paragraph 142.6(1)(d), and 
(b) the total of all amounts each of which is 


(i) where the taxpayer is a corporation, a taxable dividend 
received by the taxpayer on the share, to the extent of the 
amount that was: deductible under this section or subsec- 
tion 115(1) or 138(6) in computing the taxpayer’s taxable 
income or taxable income earned in Canada for any taxa- 
tion year, 


(ii) where the taxpayer is a partnership, a taxable dividend 
received by the taxpayer onthe share, to the extent of the 
amount that was deductible under this section or subsec- 
tion 115(1) or 138(6) in computing the taxable income or 
taxable income earned in Canada for any taxation year of 
members of the partnership, 


(iii) where the taxpayer is a trust, an amount designated 
under subsection 104(19) in respect of a taxable dividend 
on the share, or 


(iv) a dividend (other than a taxable dividend) received by 
the taxpayer on the share, 


C is the total of all amounts each of which is the amount by which 


(a) the taxpayer’s proceeds of disposition on a deemed dispo- 
sition of the share before that time were increased because of 
this subsection, 


(b) where the taxpayer is a corporation or trust, a loss of the 
taxpayer on a deemed disposition of the share before that 
time was reduced because of ‘subsection (3), (3.2), (4) or 
(4.2), or 


(c) where the taxpayer is a partnership, a loss of a member of 
the partnership on a deemed disposition of the share before 
that time was reduced because of subsection (3.1) or (4.2), 
and 


D is the total of all amounts each of which is the amount by which 
the taxpayer’s proceeds of disposition on a deemed disposition 
of the share before that time were decreased because of this 
subsection. 


Related Provisions: 87(2)(e.5) — Amalgamation — continuing — corporation; 
88(1)(h) — Windup — continuing corporation; 112(5.21) — Exclusion for certain div- 
idends; 112(5.3), (5.4) — Application; 112(5.5), (5.6) — Stop-loss rules not applicable; 
138(11.5)(k.2) — Transfer of business by non-resident insurer; 257 — Formula cannot 
calculate to less than zero. See also at end of 112(1). 


History: Subpara. (b)(iv) of the description of B, and para. (b) of the description of C 
in subsec. 112(5.2), amended by 1998, c. 19, subsecs. 131(4), (5), applicable to disposi- 
tions that occur after April 26, 1995. Subpara. B(b)(iv) and para. C(b) formerly read: 


(iv) a dividend (other than a taxable dividend or,a dividend. deemed. by subsec- 
tion 131(1) to be a capital gains dividend) received by the taxpayer on the share, 


(b) where the taxpayer is a corporation or trust, a loss of the taxpayer on a 
deemed disposition of the share before that time was reduced because of subsec- 
tion (3), (3.2), (4) or (4.3), or 


Subsec. 112(5.2) added by 1995, c. 21, subsec. 56(7), applicable to dispositions in taxa- 
tion years that begin after October 1994. 
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(5.21) Subsection (5.2) — excluded dividends — A dividend 
shall not be included in the total determined under paragraph (b) of 
the description of B in subsection (5.2) unless 


(a) the dividend was received when the taxpayer and persons 
with whom the taxpayer did not deal at arm’s length held in total 
more than 5% of the issued shares of any class of the capital 
stock of the corporation from which the dividend was received; 
or 


(b) the share was not held by the taxpayer throughout the 365- 
day period that ended immediately before the disposition. 


History: Subsec. 112(5.21) added by 1998, c. 19, subsec. 131(6), applicable to dispo- 
sitions that occur after April 26, 1995. 


(5.3) Adjustment not applicable — For the purpose of deter- 
mining the cost of a share to a taxpayer on a deemed reacquisition 
of the share after a deemed disposition of the share, the taxpayer’s 
proceeds of disposition shall be determined without regard to sub- 
section (5.2). 


History: Subsec. 112(5.3) added by 1995, c. 21, subsec. 56(7), applicable to disposi- 
tions in taxation years that begin after October 1994. 


(5.4) Deemed dispositions — Where a taxpayer disposes of a 
share at any time, 


(a) for the purpose of determining whether subsection (5.2) ap- 
plies to the disposition, the conditions in subsections (5) and 
(5.1) shall be applied without regard to a deemed disposition and 
reacquisition of the share before that time; and 


(b) total amounts under subsection (5.2) in respect of the dispo- 
sition shall be determined from the time when the taxpayer actu- 
ally acquired the share. 
Related Provisions: 87(2)(e.5) — Amalgamation — continuing corporation; 
88(1)(h) — Windup — continuing corporation; 138(11.5)(k.2) — Transfer of business 
by non-resident insurer. 


History: Subsec. 112(5.4) added by 1995, c. 21, subsec. 56(7), applicable to disposi- 
tions in taxation years that begin after October 1994. 


(5.5) Stop-loss rules not applicable — Subsections (3) to (4) 
and (4.2) do not apply to the disposition of a share by a taxpayer in 
a taxation year that begins after October 1994 where 


(a) the share is a mark-to-market property for the year and the 
taxpayer is a financial institution in the year; or 


(b) subsection (5.2) applies to the disposition. 
Related Provisions: 112(5.6) — Transitional rules. 
History: The opening words of subsec. 112(5.5) amended by 1998, c. 19, subsec. 


131(7), applicable to dispositions that occur after April 26, 1995. The opening words 
formerly read: 


(5.5) Subsections (3) to (4), (4.2) and (4.3) do not apply to the disposition of a 
share by a taxpayer in a taxation year that begins after October 1994 where 


Subsec. 112(5.5) added by 1995, c. 21, subsec. 56(7), applicable to dispositions in taxa- 
tion years that begin after October 1994, 


(5.6) Stop-loss rules restricted — In determining whether any 
of subsections (3) to (4) and (4.2) apply to reduce a loss of a tax- 
payer from the disposition of a share, this Act shall be read without 
reference to paragraphs (3.01)(b) and (3.11)(b), subclauses 
(3.2)(a)Gi)(C)(). and. (3.3)(a)(ii)(C)() and. paragraphs (3.31)(b), 
(3.32)(b), (4.01)(b), (4.21)(b) and (4.22)(b) where 

(a) the disposition occurs 


(i) because of subsection 142.5(2) in a taxation year that in- 
cludes October 31, 1994, or 


(ii) because of paragraph 142.6(1)(b) after October 30, 1994; 
or 


(b) the share was a mark-to-market property of the taxpayer for 
a taxation year that begins after October 1994 in which the tax- 
payer was a financial institution. 
History: The opening words of subsec. 112(5.6) amended by 1998, c. 19, subsec. 
131(8), applicable to dispositions that occur after April 26, 1995. The opening words 
formerly read: 
(5.6) In determining whether any of subsections (3) to (4), (4.2) and (4.3) apply 
to the disposition of a share by a taxpayer, each of those subsections shal! be 
read without reference to paragraph (a) of the subsection where 
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Subsec. 112(5.6) added by 1995, c. 21, subsec. 56(7), applicable to dispositions: occur- 
ring after October 30, 1994. : 


(6) Meaning of certain expressions — For the purposes of this 
section, 


(a) [“dividend”, “taxable dividend”] — “dividend” and 
“taxable dividend” do not include a capital gains dividend 
(within the meaning assigned by subsection 131(1)) or any divi- 
dend received by a taxpayer on which the taxpayer was required 
to pay tax under Part VII of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, as it read on March 31, 
1977; 


Related Provisions: 248(1) — Definitions of “dividend” and “taxable dividend”. 


(b) [“control”] — one corporation is controlled by another cor- 
poration if more than 50% of its issued share capital (having full 
voting rights under all circumstances) belongs to the other cor- 
poration, to persons with whom the other corporation does not 
deal.at arm’s length, or to,the other corporation and persons with 
whom the other corporation does not deal at arm’s length; and 


(c) [“financial institution”, “mark-to-market pro- 
perty”] — “financial institution” and “mark-to-market  pro- 
perty” have the meanings assigned by subsection 142.2(1). 


Related Provisions: See Related Provisions at end of s. 112. 


History: Para. 112(6)(a) amended by 1998, c. 19, subsec. 131(9), applicable after 
April 26, 1995: Para. 112(6)(a) formerly read: 


(a) [‘taxable dividend”] — “taxable dividend” does not include a capital gains 
dividend within the meaning assigned by subsection 131(1); 


Para. 112(6)(c) added by 1995, c. 21, subsec.: 56(8), applicable to taxation years that 
begin after October 1994. 


(7) Rules where shares exchanged — Where a share (in this 
subsection referred to as the “new share’’) has been acquired in ex- 
change for another share (in this subsection referred to as the “old 
share”) in a transaction to which section 51, 85.1, 86 or 87 applies, 
for the purposes of the application of any of subsections (3) to 
(3.32) in respect of a disposition of the new share, the new share is 
deemed to be the same share:as the old share, except that 


(a) any dividend received on the old share is deemed for those 
purposes to have been received on the new share only to the 
extent of the proportion of the dividend that 


(i) the shareholder’s. adjusted cost base of the new share im- 
mediately after the exchange 


is of 
(ii) the shareholder’s adjusted cost base of all new shares im- 


mediately after the exchange acquired in exchange for the 
old share; and 


(b) the amount, if any, by which a loss from the disposition of 
the new share is reduced because of the application of this sub- 
section shall not exceed the proportion of the shareholder’s ad- 
justed cost base of the old share immediately before the ex- 
change that 


(i) the shareholder’s adjusted cost base of the new share im- 
mediately after the exchange 


is of 
(ii) the shareholder’s adjusted cost base of all new shares, 


immediately after the exchange, acquired in exchange for the 
old share. 


Related Provisions: 40(3.7) — Application to non-resident individual. 


History: Subsec. 112(7) amended by 1998, c. 19, subsec. 131(10), applicable to dispo- 
sitions that occur after April.26, 1995. Subsec. 112(7) formerly read: 


(7) Where at a particular time a share (in this subsection referred to as the “new 
share’’) has been acquired by a corporation, partnership or trust (in this subsec- 
tion referred to as the “holder’”) in exchange for another share (in this subsection 
referred to as the “old share”) by means of a transaction to which section 51, 
85.1, 86 or 87 applies, any reference in subsection (3), (3.1) or (3.2) to a share 
shall be deemed to include a reference to the new share and the old share as 
though they were the same share, except that the total of the amounts to be de- 
ducted from a loss otherwise determined on any new share of the holder, in re- 
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spect of dividends received, or designated by the holder, in respect of the share, 
shall be deemed to be the total of 


(a) the total of all amounts each of which is an amount that would be deter- 
mined under subsection (3), (3.1) or (3.2), in respect of a taxable dividend, a 
capital dividend or a life insurance capital dividend received or designated 
by the holder in respect of the new share only, and 


(b) the amount determined by the formula 


B 
AX= 
Cc 


' where 


A is the total of all amounts each of which is the amount determined in 
respect of an old share exchanged by the holder at the particular time 
equal to the lesser of 


(i) the total of all amounts each of which’ is received or designated 
by the holder‘in respect of a taxable dividend, a capital dividend or 
a life insurance capital dividend on the old share, and 


(ii) the adjusted cost base to the holder of the old share immediately 
before the particular time, 


B is the adjusted cost base to the holder of the new share immediately after 
the exchange, and 


C_ is the adjusted cost base to the holder of all new shares immediately 
after the exchange, 


to the extent that those amounts, were not amounts on which the holder was re- 
quired to pay tax under Part VII of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952, as it read on March 31, 1977. 


Para. 112(7)(b) substituted by 1994, c. 21, subsec. 51(5), applicable to losses arising in 
1992 et seq. That para. formerly read: 


(b) that proportion of the total-of all amounts each of which is an amount re- 
ceived or designated by the holder in respect of a taxable dividend, a capital 
dividend or a life insurance capital dividend on all the old shares exchanged at 
the particular time that 


(i) the adjusted cost base to the holder of the new share immediately after the 
exchange 


is of 
(ii) the adjusted cost base to the holder of all new shares immediately after 
the exchange 


Interpretation Bulletins [subsec. 112(7)]: IT-88R2: Stock dividends; IT-269R4: 
Part IV tax on dividends received by a private corporation or a subject corporation; IT- 
328R3: Losses on shares on which dividends have been received. 


Related Provisions [s. 112]: 66(1) — Exploration development expenses of princi- 
pal-business corporations; 82(2) — Certain dividends deemed received by taxpayer; 
104(19) — Taxable dividends flowed through trust; 138(6)— Insurance corpora- 
tions — Deduction for dividends from taxable corporations; 187.2 — Tax on dividends 
on taxable preferred shares; 187.3 — Tax on dividends on taxable RFI shares. 


Definitions [s. 112]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “arm’s 
length” — 251(1); “business” — 248(1); “Canada” — 255; “capital dividend” — 
83(2), 248(1); “capital property” — 54, 248(1); “carried on a business in Canada” — 
253; “class” — 248(6); “consequence of the. individual’s death” — 248(8); “con- 
trolled” — 112(6)(b), 256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); 
“designated stock exchange” — 248(1), 262; “disposition” — 248(1); “dividend” — 
112(6)(a), 248(1); “dividend rental arrangement” — 248(1); “exempt share” — 
112(2.6), (2.7); “financial institution” — 112(6)(c), 142.2(1); “foreign affiliate” — 
95(1), 248(1); “grandfathered share” — 248(1); “guarantee agreement”, “guarantor” — 
112(2.2)(a); “individual”, “insurance corporation” — 248(1); “investment corpora- 
tion” — 130(3)(a), 248(1); “investor”, “issuer” — 112(2.6); “life insurance capital div- 
idend” — 248(1); “mark-to-market property” — 112(6)(c), 142.2(1); “mutual fund cor- 
poration” — 131(8), 248(1); “mutual fund trust” — 132(6)-(7), 132.2(1)(q) [to be 
repealed], 132.2(3)(n) [draft], 248(1); “non-resident-owned investment corporation” — 
133(8), 248(1); “permanent establishment” — Reg. 8201; “person”, “prescribed”, “pro- 
perty” — 248(1); “received” — 248(7); “regulation” — 248(1); “related” —'112(2.9), 
251; “resident in Canada” — 250; “restricted financial institution”.— 248(1); “series of 
transactions” — 248(10); “share” — 112(7), 248(1); “short-term preferred share” — 
248(1); “specified financial institution” — 248(1), 248(14); “specified person” — 
112(2.22)(b); “substituted” — 248(5); “tax payable” — 248(2); “taxable Canadian cor- 
poration” — 89(1), 248(1); “taxable dividend’? — 89(1), 112(6)(a),; 248(1); “taxable in- 
come” — 2(2), 248(1); “taxable income earned in Canada” — 115(1), 248(1); “taxable 
preferred share” — 248(1); “taxation year” — 249; “taxpayer”, “term preferred 
share” — 248(1); “trust”? — 104(1),. 248(1), (3); “written” — Interpretation Act 
35(1)“writing”. 


113. (1) Deduction in respect of dividend received from 
foreign affiliate — Where in a taxation year a corporation resi- 
dent in Canada has received a dividend on a share owned by it of 
the capital stock of a foreign affiliate of the corporation, there. may 
be deducted from the income for the year of the corporation for the 
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purpose of computing its taxable income for the year, an amount 
equal to the total of 


(a) an amount equal to such portion of the dividend as is pre- 
scribed to have been paid out of the exempt surplus, as defined 
by regulation (in this Part referred to as “exempt surplus”) of the 
affiliate, 
Selected Cases [para. 113(1)(a)]: Old HW-GW Ltd. v. Canada, [1993] 1 C.T.C. 
363 (FCA); leave to appeal to SCC refused (Sept. 30, 1993), Doc. 23591 (SCC) (Puerto 
Rico separate country from US under subsecs. 5907(10) and (11) of Regulations; in- 
centive to promote sales from Puerto Rico to US was “export” incentive; dividends 
from foreign affiliate in Puerto Rico not from “exempt surplus”). 


(b) an amount equal to the lesser of 
(i) the product obtained when the foreign tax prescribed to be 
applicable to such portion of the dividend as is prescribed to 
have been paid out of the taxable surplus, as defined by regu- 
lation (in this Part referred to as “taxable surplus’’) of the af- 
filiate is multiplied by the amount by which 


(A) the relevant tax So 


Technical Notes (duly 2040): Subs 
deduct specified amounts in respect of div 
of the exempt, taxable and pre-acquisition ‘surplus of th foreign « i 

amounts so deductible are determined Fapcly with reference: to. oe. ux of the 


gard to dividends out of taxi surplus. are. also deter 
reegou. comppention:s s 2 PRESALE factor e a4 


tor’ to the resident pe receiving te dividends and oe taxation year in hich 
the dividends are received. By virtue of subsection 113@), the n x L 
tax factor” is derived from the definition of that | expression in subsection 95(1). 


exceeds 
(B) one, and 
(ii) that portion of the dividend, 
(c) an amount equal to the lesser of 
(i) the product obtained when 


(A) the non-business-income tax paid by the corporation 
applicable to such portion of the dividend as is prescribed 
to have been paid out of the taxable surplus of the affiliate 


is multiplied by 
®) the relevant tax factor, and 


Applféation: The July 16, 2010 bb aainrteeie i 
will amend dl. LOO to ie as ab 


» Gi) the amount we which such portion of the dividend as is 
prescribed to have been paid out of the taxable surplus of the 
affiliate exceeds the deduction in respect thereof referred to 
in paragraph (b); and 
(d) an amount equal to such portion of the dividend as is pre- 
scribed to have been paid out of the pre-acquisition surplus of 
the affiliate, 


and for the purposes of this subsection and subdivision 1 of Division 
B, the corporation may make such elections as may be prescribed. 


Proposed Amendment — Exempt ‘surplus © 


Federal Budget, Notice of Ways and Means Motion and Supplementary 
Information, March 19, 2007: See under Reg. 5907(1)“exempt surplus”. 4 


Related Provisions: 20(13) — Deduction for dividend; 91(5) — Amounts deducti- 
ble in respect of dividends received; 92(2) — ACB reduction where amount deductible 
under 113(1)(d); 92(4)-(6) — Where dividend from pre-acquisition surplus received by 
partnership; 93(1.2) — Disposition of share of foreign affiliate held by partnership; 
93(2)-(2.3) — Stop-loss rules; 93(3) — Exempt dividends; 93.1(1) — Where. shares 


Income Tax: Act, Part I 


are owned by partnership; 93.1(2) — Dividend on shares of foreign affiliate held by 
partnership; 95(3.8) — Exclusion from exempt surplus of foreign affiliate; 111(8)“non- 
capital loss” A:E — Carryforward of dividend deduction as non-capital loss; 112(2) — 
Deduction for dividend received from corporation that is not a foreign affiliate; 
113(4) — Dividend received before 1976; 186(1) — Part IV tax on certain taxable diy- 
idends; 186(3)“assessable dividend” — Part IV tax. See also at end of s, 113. 


Regulations: 5900-5902, 5906, 5907 (prescribed portion, prescribed foreign tax, pre- 
scribed elections, definitions); 5900(1)(c) (pre-acquisition surplus), 5907(1.01) (exempt 
surplus, taxable surplus). 

Interpretation Bulletins: IT-269R4: Part IV tax on taxable dividends received by a 


private corporation or a subject corporation; IT-328R3: Pes on shares on which div- 
idends have been received. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


CRA Audit Manual: 15.11.4: Tax treaties — relief from double taxation; 15.12.2: 
Foreign accrual property income (FAPI) and foreign affiliates. 


(2) Additional deduction — Where, at any particular time in a 
taxation year ending after 1975, a corporation resident in Canada 
has received a dividend on a share owned by it at the end of its 
1975 taxation year of the capital stock of a foreign affiliate of the 
corporation, there may be deducted from the income for the year of 
the corporation for the purpose of computing its taxable income for 
the year, an amount in respect of the dividend equal to the lesser of 


(a) the amount, if any, by which the amount of the dividend so 
received exceeds the total of 


(i) the deduction in respect of the dividend permitted by sub- 
section 91(5) in computing the corporation’s income for the 
year, and 


(ii) the deduction in respect of the dividend permitted by sub- 
section (1) from the income for the year of the corporation 
for the purpose of computing its taxable income, and 


(b) the amount, if any, by which 


(i) the adjusted cost base to the corporation of the share at the 
end of its 1975 taxation year 


exceeds the total of 
(ii) [Repealed under former Act] 


(iii) such amounts in respect of dividends received by the 
corporation on the share after the end of its 1975 taxation 
year and before the particular time as are deductible under 
paragraph (1)(d) in computing the taxable income of the cor- 
poration for taxation years ending after 1975, 


(iii.1) the total of all amounts received by the corporation on 
the share after the end of its 1975 taxation year and before 
the particular time on a reduction of the paid-up capital of the 
foreign affiliate in respect of the share, and 


(iv) the total of all amounts deducted under this subsection in 
respect of dividends received by the corporation on the share 
before the particular time. 

Related Provisions: 92 — ACB of share in foreign affiliate; 113(1) — Deduction in 


respect of dividend received from foreign affiliate; 186(3)“assessable dividend” — Part 
IV tax. See also at end of s. 113. 


Interpretation Bulletins: IT-98R2: Investment corporations (archived); IT-269R4: 
Part IV tax on taxable dividends received by a private corporation or a subject 
corporation. 


(3) Definitions — In this section, 


“non-business-income tax” paid by a taxpayer has the meaning as- 
signed by subsection 126(7); 


“relevant tax factor” has the meaning assigned by. subsection 
95(1). 


(4) Portion of dividend deemed paid out of exempt sur- 
plus — Such portion of any dividend received at any time in a tax- 
ation year by a corporation resident in Canada on a share owned by 
it of the capital stock of a foreign affiliate of the corporation, that 
was received after the 1971 taxation year of the affiliate and before 
the affiliate’s 1976 taxation year, as exceeds the amount deductible 
in respect of the dividend under paragraph (1)(d) in computing the 
corporation’s taxable income for the year shall, for the purposes of 
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paragraph (1)(a), be deemed to be the portion of thedividend pre- 
scribed to have been paid out of the exempt surplus of the affiliate. 


Related Provisions: 113(1) — Deduction in respect of dividend received from for- 
eign affiliate. See,also at-end of s, 113. 


Related Provisions [s. 113]: 66(1) — Exploration and dtirenvpinent expenses of 
principal-business_ corporations; 80:1(4) — Assets acquired from) foreign affiliate of 
taxpayer as dividend. in kind or as benefit to shareholder;, 82(2) — Dividend. deemed 
received by taxpayer; 126(4) — Portion of foreign tax. not included; 187.2 — Tax on 
dividends on taxable preferred shares; 187.3 — Tax on dividends on taxable RFI 
shares; 258(3)— Certain dividends on preferred shares deemed to be interest; 
258(5) — Deemed interest ‘on certain shares. | 


Definitions [s. 113]: “adjusted cost base” — 54; “amount” — 
255; “corporation” — 248(1), Interpretation Act 35(1); “dividend” 
surplus” — 113(1)(a), ‘Reg. 5907(1),...(1.01); 
248(1); “individual” — 248(1); “non-business-income tax”) — ~113@), 126(7); “pre-ac- 
quisition surplus” — Reg. 5900(1)(c); “prescribed”, 4 it ; “relevant 
tax factor” — 95(1), 113(3); “resident in Canada” — 250; “share” — 7A8(1): “taxable 
income” —2(2), 248(1); “taxable surplus” — 113(1)(6)(@), Reg: 5907(1), (1.01); “taxa- 
tion year’ — 249; “taxpayer” — 248(1). 


248(1); “Canada” — 
248(1); “exempt 
“foreign _ affiliate’— 93.1(1), 95(1), 


114. Individual resident in Canada for only part of year — 
Notwithstanding subsection 2(2), the taxable income for a taxation 
year of an individual who is resident in Canada throughout part of 
the year and non-resident throughout another part of the year is the 
amount, if any; by which 


(a) the amount that would be the individual’s income for the 
year if the individual had no income or losses, for the part of the 
year throughout, which the. individual was non-resident, other 
than 


(i) income or losses described 1 in paragraphs 115(1)(a) to (c), 
and 


(ii) income that would have been included in thé individual’s 
taxable income earned in Canada for the year under subpara- 
graph 115(1)(a)(v) if the part of the year throughout which 
the individual was non-resident were the whole taxation year, 


exceeds the total of 


(b) the deductions permitted by subsection 111(1) and, to the 
extent that they relate to amounts included in computing the 
amount determined under paragraph (a), the deductions permit- 
ted by any of paragraphs 110(1)(d) to (d. 2) and (f), and 


(c) any other deduction permitted for the purpose of ongettin: 
taxable income to the extent that 


(i) it, can reasonably be considered to be applicable to the part 
of the year throughout which the individual was resident. in 
Canada, or 


(ii) 1f all or substantially all of the individual’s income for the 
part of the year throughout which the individual was non- 
resident is included in the amount determined under’ para- 
graph (a), it can reasonably be considered to be applicable to 
that part of the year. 


Related Provisions: 66(4.3) — Foreign exploration and development expenses of 
part-year resident; 111(9) — Losses where taxpayer not resident in Canada; 118.91 — 
Part-year resident — deductions from tax; 119 — Credit to former resident where‘stop- 
loss rule applies; 120(3)(a) — Effect of s. 114 where income earned in no province or 
in Quebec; 126(2.1) — Foreign tax credit where s. 114 applies; 128.1 iinet in 
residence. 


History: S. 114 amended by 2001, c. 17, s. 89, applicable to 1998 et seq. S. 114 for- 
merly read: 


114. Notwithstanding subsection 2(2), where an individual is resident in Canada 
throughout part of a taxation year, and throughout another part of the year is 
non-resident, the individual’s taxable income for the year is the amount, if any, 
by which the total of 


(a) the individual’s income for the period or periods in the year throughout 
which the individual is resident in Canada, computed without regard to sec-) 
tion 61.2 and as though that period or those periods were the whole taxation 
year, and 


(b) the amount that would be the individual’s taxable income earned in Can- 
ada for the year if at no time in the year the individual had been resident in 
Canada, computed as though the part of the year that is not in the period or 
periods referred to in paragraph (a) were the whole taxation year, 


S. 114.1 


exceeds 
(c) the total of 


(i) such of the deductions permitted forthe purpose of computing taxa- 
“'ble income-as can reasonably be considered wholly applicable, and 


(ii) such part of any other of those deductions as can reasonably be con- 
sidered applicable 


to the period or periods referred to in paragraph (a), 


except that the total of all amounts included in computing the total determined 
under paragraph (c) and all, amounts deducted. because of paragraphs 115(1)(d).to 
(f) in respect of the individual for the year shall not, exceed the: total of the 
amounts, that would have been deductible i in computing the individual’s taxable 
‘income for the year had the individual been resident in Canada throughout the 
year. 


Para. 114(a) amended by 1995, c. 21, s. 37, applicable to taxation years that end after 
February 21, 1994. Para. (a) formerly read: 


(a) the individual’s income for the period or periods in the year throughout 
which the individual is resident in Canada, computed as though that period or 
those’ periods were the whole taxation year, and 


All that portion of s. 114 preceding para. (b) substituted by 1994, c. 21, s. 52, applica- 
ble to 1992 et seg., except that'a taxpayer may elect that the amendment not apply to 
the taxpayer’s 1992 taxation year by. notifying.the Minister of National Revenue in 
writing before the end of December 1994. That portion of s..114 formerly read: 


© 114. Individual resident in Canada for only part of year — Notwithstanding 
subsection 2(2), where an individual is resident in Canada during part of a taxa- 
tion year, and during some other part of the year is not resident in Canada, is not 
employed.in Canada and is not carrying on-business in Canada, for the purposes 
of this Part, the individual’s aan income wes the year is the amount, if any, by 
which the total of ‘ 


(a) the individual’s income for the period or periods in the year throughout 
which the individual is resident in Canada, is employed in Canada or is car- 
rying, on-business in Canada, computed as though that period or those. péri- 
ods were the whole. taxation year and as though any. disposition of property 
deemed by subsection 48(1) to -have been made because the individual 
ceased to be resident in Canada were made in that period or those periods, 
and 


S. 114 substituted by 1994, c. 7, Sch. II eget c. 49), s. 85, applicable to 1988 et seq. 
S. 114 formerly: réad: 


114: Individual resident in Canada’ during part only of year — Notwithstand- 
ing’ subsection 2(2), where an individual was resident in Canada during part of a 
taxation year, and during’some other part of the year was not resident in Canada, 
was not employed in Canada and was not carrying on business in Canada, for the 
purpose of this Part, the individual’s taxable income for. the taxation year is the 
a of 


(a) the individual’s income for the period or periods i in, the year throughout 
which the individual was resident in Canada, was employed in Canada or 
was Carrying on business in Canada, computed as though that period or those 
periods were the whole taxation year and’as though any disposition of pro- 
perty deemed by subsection 48(1) to have been made by reason of the indivi- 
dual having ceased to be resident in Canada, were made in the period or 
periods, and 


(b) the amount that would be the individual’s taxable income earned in Can- 
ada for the year if at no time in the year the individual had been resident in 
Canada, computed as though the portion of the’ year that is not inithe period 
or periods referred, to, in paragraph (a) were the whole taxation year, 


minus the total of such of the deductions permitted for the purpose of computing 
taxable income as may reasonably be considered wholly applicable to the period 
or periods referred to in paragraph (a) and of such part of any other of those 
deductions as may reasonably be considered applicable to the period or periods. 


Selected Cases [s. 114]: Grant v. R., [2007] 4 CTC. 41 (FCA); aff'g [2006] 5 
C:T.C. 2207 (TCC) (“Taxable income” has narrower definition than ins. 248); Taylor 
v. Canada, [1991] 1-€.T.C: 304 (FCA) (No carryforward of “non-capital loss of other 
years” ‘incurred during non-residency); Taylor ‘v:' Canada, [1988] 2. C:T.C. 226 
(FETD); rev'd [1991] 1°C.T.C. 304.(FCA) (Div. Bi deductions not restricted'to those 
reasonably considered wholly applicable to period, of residence); Schujahn v. MNR, 
[1962] C.T.C. 364 (Exch.) (Intention not relevant; residence is question of fact). 
Definitions [s. 114]: “amount”, “individual”, “non-resident” — 248(1); “resident in 
Canada” — 94(3)(a)(viii), 250; “taxable income”, “taxable income earned ‘in Can- 
ada” —248(1); “taxation year” — 249. 


Interpretation Bulletins [s. 114]: IT-221R3: Determination of an individual’s resi- 
dence ‘status; IT-262R2:Losses of non-residents and part-year residents; IT-497R4: 
Overseas employment tax credit. 


Forms: T1248 SCH D: Information about your residency status; T4056: Emigrants 
and income tax [guide];'T4058: Non-residents and income ‘tax [guide]. 


114.1 [Repealed] 
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History: S. 114.1 repealed by 2001, c. 17, s. 89, applicable to 1998 et seq. S. 114.1 
formerly read: 


114.1 Application of subsec. 115(2) — In applying section 115 for the pur- 
poses of section 114, the references in paragraphs 115(2)(b), (b.1) and (c) to 
“who had, in any previous year, ceased to be resident in Canada” shall be read as 
references to “who has, in the year, or had, in any previous year, ceased to be 
resident in Canada”. 


114.2 Deductions in separate returns — Where a separate re- 
turn of income with respect to a taxpayer is filed under subsection 
70(2), 104(23) or 150(4) for a particular period and another return 
of income under this Part with respect to the taxpayer is filed for a 
period ending in the calendar year in which the particular period 
ends, for the purpose of computing the taxable income under this 
Part of the taxpayer in those returns, the total of all deductions 
claimed in all those returns under section 110 shall not exceed the 
total that could be deducted under that section for the year with re- 
spect to the taxpayer if no separate returns were filed under subsec- 
tions 70(2), 104(23) and 150(4). 

Related Provisions: 118.93 — Credits in separate returns. 

Definitions [s. 114.2]: “calendar year’ — Interpretation Act 37(1)(a); “taxable in- 
come” — 2(2), 248(1); “taxpayer” — 248(1). 


Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another 
person”. 


DiviSION D — TAXABLE INCOME EARNED IN 
CANADA BY NON-RESIDENTS 


115. (1) Non-resident’s taxable income [earned] in Canada 
— For the purposes of this Act, the taxable income earned in Can- 
ada for a taxation year of a person who at no time in the year is 
resident in Canada is the amount, if any, by which the amount that 
would be the non-resident person’s income for the year under sec- 
tion 3 if 

(a) the non-resident person had no income other than 


(i) incomes from the duties of offices and employments per- 
formed by the non-resident person in Canada and, if the per- 
son was resident in Canada at the time the person performed 
the duties, outside Canada, 


(ii) incomes from businesses carried on by the non-resident 
person in Canada which, in the case of the Canadian banking 
business of an authorized foreign bank, is, subject to this 
Part, the profit from that business computed using the bank’s 
branch financial statements (within the meaning assigned by 
subsection 20.2(1)), 


(iii) taxable capital gains from dispositions described in para- 
graph (b), 

(iii.1) the amount by which the amount required by para- 
graph 59(3.2)(c) to be included in computing the non-resi- 
dent person’s income for the year exceeds any portion of that 
amount that was included in computing the non-resident per- 
son’s income from a business carried on by the non-resident 
person in Canada, 


(111.2) amounts required by section 13 to be included in com- 
puting the non-resident person’s income for the year in re- 
spect of dispositions of properties to the extent that those 
amounts were not included in computing the non-resident 
person’s income from a business carried on by the non-resi- 
dent person in Canada, 


(111.21) the total of all amounts, each of which is an amount 
included under subparagraph 56(1)(r)(v) or section 56.3 in 
computing the non-resident person’s income for the year, 


(111.3) in any case where, in the year, the non-resident person 
carried on a business in Canada described in any of 
paragraphs (a) to (g) of the definition “principal-business 
corporation” in subsection 66(15), all amounts in respect of a 
Canadian resource property that would be required to be in- 
cluded in computing the non-resident person’s income for the 
year under this Part if the non-resident person were resident 
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in Canada at any time in the year, to the extent that those 
amounts are not included in computing the non-resident per- 
son’s income by virtue of subparagraph (ii) or (iii.1), 


(iv) the amount, if any, by which any amount required by 
subsection 106(2) to be included in computing the non-resi- 
dent person’s income for the year as proceeds of the disposi- 
tion of an income interest in a trust resident in Canada ex- 
ceeds the amount in respect of that income interest that 
would, if the non-resident person had been resident in Can- 
ada throughout the year, be deductible under subsection 
106(1) in computing the non-resident person’s income for the 
year, 


(iv.1) the amount, if any, by which any amount required by 
subsection 96(1.2) to be included in computing the non-resi- 
dent person’s income for the year as proceeds of the disposi- 
tion of a right to a share of the income or loss under an agree- 
ment referred to in paragraph 96(1.1)(a) exceeds the amount 
in respect of that right that would, if the non-resident person 
had been resident in Canada throughout the year, be deducti- 
ble under subsection 96(1.3) in computing the non-resident 
person’s income for the year, 


(v) in the case of a non-resident person described in subsec- 
tion (2), the total determined under paragraph (2)(e) in re- 
spect of the non-resident person, 


(vi) the amount that would have been required to be included 
in computing the non-resident person’s income in respect of 
a life insurance policy in Canada by virtue of subsection 
148(1) or (1.1) if the non-resident person had been resident 
in Canada throughout the year, and 


(vil) in the case of an authorized foreign bank, the amount 
claimed by the bank to the extent that the inclusion of the 
amount in income 


(A) increases any amount deductible by the bank under 
subsection 126(1) for the year, and 


(B) does not increase an amount deductible by the bank 

under section 127 for the year, 
Selected Cases [para. 115(1)(a)]: Granaas v.,R., [2010] 1 C.T.C. 2217 (TCC) 
(Superannuation benefits not income from employment); Blauer v. R., [2008] 4 C.T.C. 
2107 (TCC) (Wage loss replacement benefit payments received by non-resident not 
income earned in Canada); Sutcliffe v. R., [2006] 2 C.T.C. 2267 (TCC) (Taxability of 
income allocated to domestic routes flown over foreign territory); Hale (J.) v. Canada, 
[1992] 2 C.T.C. 379 (FCA); leave to appeal to SCC refused (1993), 151 N.R. 159 
(note) (Benefit from exercising options while resident in UK and after Canadian em- 
ployment terminated taxable; subsec. 7(4) not inconsistent with Article 15(1) of Can- 
ada-UK Convention). 


(b) the only taxable capital gains and allowable capital losses 
referred to in paragraph 3(b) were taxable capital gains and al- 
lowable capital losses from dispositions, other than dispositions 
deemed under subsection 218.3(2), of taxable Canadian proper- 
ties (other than treaty-protected properties), and 

Selected Cases [para. 115(1)(b)]: Beame v. R., [2004] 2 C.T.C. 265 (FCA); rev’ g 


[2003] 2 C.T.C. 2140 (TCC) (“Capital gain” in Canada-U.K. Agreement refers to “tax- 
able capital gain’). 


(b.1) [Repealed] 


(c) the only losses for the year referred to in paragraph 3(d) were 
losses from duties of an office or employment performed by the 
person in Canada and businesses (other than treaty-protected 
businesses) carried on by the person in Canada and allowable 
business investment losses in respect of property any gain from 
the disposition of which would, because of this subsection, be 
included in computing the person’s taxable income earned in 
Canada, 


exceeds the total of 


(d) the deductions permitted by subsection 111(1) and, to the 
extent that they relate to amounts included in computing the 
amount determined under any of paragraphs (a) to (c), the de- 
ductions permitted by any of paragraphs 110(1)(d) to (d.2) and 
(f) and subsection 110.1(1), 
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(e) the deductions permitted by any of subsections 112(1) and 
(2) and 138(6) in respect of a dividend received by the non-resi- 
dent person, to the extent that the dividend is included in com- 
puting the non-resident person’s taxable income earned in Can- 
ada for the year, 


(e.1) the deduction permitted by subsection (4.1), and 


(f) where all or substantially all of the non-resident person’s in- 
come. for the year is included in computing the non-resident per- 
son’s taxable income earned in Canada for the year, such of the 
other deductions permitted for the purpose of computing taxable 
income as may reasonably be considered wholly applicable: 


Related Provisions:«2(3) — Tax on non-resident’s taxable income earned in Can- 
ada; 4(3) — Whether deductions applicable:to a’particular source; 33.1 — International 
banking centres; 40(9) — Prorating for gains not taxed before April 27, 1995; 52(8) — 
Cost to non-resident of share of corporation that becomes resident in Canada; 
94(3)(a)(iv) [proposed] — Application to beneficiary of trust deemed resident in Can- 
ada; 107.3(1)(b) Income of non-resident beneficiary of mining reclamation 
trust/qualifying environmental trust; 111(8)“non-capital loss’”B — Carryforward of 
115(1)(b)(vii), amount; 111(9)— Carryover of losses of non-resident ‘taxpayer; 
112(3)(b)@) — Reduction in loss under 115(1)(d.1) on subsequent disposition of share; 
112(5.2)B(b)(i), Gi) — Adjustment for dividends received on mark-to-market property; 
114 — Individual resident in Canada for only part of year; 115(2.1) — Non-resident 
actors — income excluded; 115.1 — Competent authority agreements under tax trea- 
ties; 115.2 — Non-resident investment or pension fund deemed not carrying on busi- 
ness in Canada; 116 — Certificate required’ where non-resident disposes. of TCP; 
118.94 —Limitation on credits available; 217— Election re certain. payments; 
219(1) — Branch taxon non-resident ‘corporations; 248(1)“‘taxable: income earned in 
Canada’ — Definition applies to entire Act but cannot be less: than nil; 250.1(a)— 
Taxation year of non-resident person; Canada-U.S. Tax Treaty:Art. VII — Business 
profits of U.S. resident; Canada-U.S. Tax Treaty:Art: XIII — Taxation of capital gains. 


History: Subpara. 115(1)(a)(iii-21) amended by 2009, c. 2, s. 31, applicable to 2008 et 
seq. The subpara. formerly read: 


(iii.21) the amount; if any, included under section 56.3 in computing the:non- 
resident person’s income for the year, 


Para. 115(1)(b) amended by 2005,:c. 19, s. 21 to add “, other than dispositions deemed 
under subsection 218.3(2),”, applicable after 2004. 


Subpara. 115(1)(a)(i) amended by 2001, c. 17, subsec. 90(1), applicable to 1998 et seq. 
except that, if an individual who ceased at any time after 1992 and before October 2, 
1996 to be resident in Canada elects under subsec. 124(1) of the said c. 17 (see c. 17 
amendment to 128.1(4)(b)) in respect of that cessation of residence, subpara. 
115(1)(a)@), as amended, applies to income received by the individual after that cessa- 
tion of residence. The subpara. formerly read: 


(i) incomes from the duties of offices and. employments performed by the non- 
resident person in Canada, 


Subpara. 115(1)(a)(ii) amended by the said c. 17, subsec. 90(2), applicable after June 
27, 1999. The subpara. formerly read: 


(ii) incomes from businesses carried on by the non-resident person in Canada, 


Subpara. 115(1)(a)(vii) added by. the said c..17, subsec. 90(3), applicable after June, 27, 
1999, 


Para.. 115(1)(b) amended and para. (b.1) repealed by the said c. 17, subsec. 90(4), appli- 
cable after October 1, 1996, except that, in its application to dispositions that occurred 
before the 1998 taxation year, para. 115(1)(b) shall be read as follows: 


(b) the only taxable capital gains and allowable capital losses referred to in para- 
graph 3(b) were taxable capital gains and allowable capital losses from disposi- 
tions of taxable Canadian properties, and 


The paras. formerly read: 


(b) the only taxable capital gains and allowable capital losses referred to in para- 
graph 3(b) were taxable capital gains and allowable capital losses from disposi- 
tions at any time in the year of property or:an interest therein (in this Act referred 
to as “taxable Canadian property”) that was | 


(i), real property situated in Canada, 
(ii) a capital property used by the non-resident person in carrying on a busi- 
ness in Canada, other than 

(A) property used in carrying on an insurance business, and 


(B) ships and aircraft used principally in international traffic and. per- 
sonal property pertaining to their operation if the country in which the 
non-resident person is resident grants substantially similar relief for the 
year to persons resident in Canada, 


(iii) where the non-resident person is an insurer, any capital property that is 
its designated insurance property for the year, 


(iv) a share of the capital stock of a corporation (other than a mutual fund 
corporation) resident in Canada that is not listed on a prescribed stock 
exchange, 


S.:115(1) 


(v) a share of the capital stock of a non-resident corporation that is not listed 
on a prescribed stock exchange where, at any particular time during) the 12- 
month period that ends at that time, 


\(A) the fair market value of alliof the properties of the corporation each 
of which was 


(I) a taxable Canadian property, 

di) a Canadian resource property, 

(IID) a timber resource property, 

(IV) an income interest in a trust resident in Canada, or 


(V) an interest in or option in respect of.a property described in any 
of subclauses (II) to (IV), whether or not the property exists, 


was more than 50% of the fair market value of all of its properties, and 


(B) more than 50% of the fair market value of the share is derived di- 
rectly or indirectly from one or any combination of 


(I) real property situated in Canada, 
(II) Canadian resource properties, and 
(IID) timber resource properties, 


(vi) a share’ otherwise described in subparagraph (iv) or (v) that is listed on a 
prescribed stock exchange, or a share of the capital stock of a mutual fund 
corporation, if, at any time during the 5-year period that ends at that time, 
the non-resident person, persons with whom the non-resident person did not 
deal.at arm’s length, or the non-resident person together with all such per- 
sons owned 25% or more of the issued shares of any class of the capital 
stock of the corporation that issued the share, 


(vii) an interest in a partnership where, at any particular time during the 12- 
month period that ends at that time, the fair market value of all of the proper- 
ties of the partnership each of which was 


(A) a taxable Canadian property, 

(B) a Canadian resource property, 

(C) a timber resource property, 

(D), an income interest in, a trust resident in Canada, or 


(E) an interest in or option in respect of a property described in clauses 
(B) to (D), whether or not that property exists, 


was more than 50% of the fair market value of all of its properties, 
(viii) a capital interest in a trust (other than a unit trust) resident in Canada, 
(ix) a unit of a unit trust (other than a mutual fund trust) resident in Canada, 


(x)_a unit of a mutual fund trust if, at any particular time during the 5-year 
period that ends at that time, not less than 25% of the issued units of the trust 
belonged to the non-resident person, to persons with whom the non-resident 
person did not deal at arm’s length, or to the non-resident person and per- 
sons with whom the non-resident person did not deal at arm’s length, 


(xi) an interest in a non-resident trust where, at any particular time during 
the 12-month period that ends at that time, 


(A) the fair market value of all of the properties of the trust each of 
which was 


(1) a taxable Canadian property, 

(I) a Canadian resource property, 

(III) a timber resource property, 

(IV) an income interest ina trust resident in Canada, or 


~ (V) an interest in or option in respect of a property described in 
subclauses (II) to (IV), whether or not the property exists, 


was more than 50% of the fair market value of all of its properties, and 


(B) more than 50% of the fair market value of the interest, is derived 
directly or indirectly from one or any, combination of 


(1) real property situated in Canada, 
(I) Canadian resource properties, and 
(II) timber resource properties,’ or 


(xii) a property deemed by any provision of this Act to be taxable Canadian 
property, 
but does not include a share of the capital stock of a non-resident-owned invest- 
ment corporation if, on the first day of the year, the corporation did not own 
taxable Canadian property, Canadian resource property, timber resource property 
nor an income interest in a trust resident in Canada, 


(b.1) notwithstanding paragraph (b), the taxable capital gains and allowable capi- 
tal losses referred to in paragraph 3(b) did not include taxable capital gains and 
allowable capital losses from dispositions at any time in the year of taxable Ca- 
nadian property that was treaty-protected property of the non-resident at that 
time, and 


Para. 115(1)(d) amended by the said: c. 17, subsec. 90(5) to replace “paragraphs 
110(1)(@), (d.1),; (d.2)” with “paragraphs 110(1)(d) to (d.2)”, applicable: to 2000 et seg. 
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Para. 115(1)(e.1) added by the said c. 17, subsec. 90(6), applicable to taxation years 
that begin after February 27, 2000. 


The opening words of subsec. 115(1), paras. 115(1)(c) to (e) amended, and para. (b.1) 
added, by 1999, c. 22, subsecs. 29(1), (2), applicable to 1998 et seg. The opening words 
and paras. (c) to (e) formerly read: 


(1) For the purposes of this Act, the taxable income earned in Canada for a taxa- 
tion year of a person who at no time in the year is resident in Canada is the 
amount of the non-resident person’s income for the year that would be deter- 
mined under section 3 if 


(c) the only losses for the year referred to in paragraph 3(d) were losses from 
duties of an office or employment performed by the person in Canada and 
businesses carried on by the person in Canada and allowable business invest- 
ment losses in respect of property any gain from the disposition of which 
would, because of this subsection, be included in computing the person’s 
taxable income earned in Canada, 


minus the total of 


(d) the deductions permitted by paragraphs 110(1)(d), (d.1), (d.2) and (f) and 
subsection 110.1(1), 


(d.1) the deductions permitted by subsections 112(1) and (2) and 138(6), to 
the extent that a dividend or portion thereof has been included in computing 
the non-resident person’s taxable income earned in Canada, 


(e) such of the deductions from income permitted by section 111 as may 
reasonably be considered to be applicable to the duties of an office or em- 
ployment performed by the non-resident person in Canada, a business car- 
ried on by the non-resident person in Canada or a disposition of property, 
any profit or gain on which would have been required by this subsection to 
be included in computing the non-resident person’s taxable income earned in 
Canada, and 


Para. 115(1)(b) amended by 1998, c. 19, subsec. 132(1), applicable after April 26, 
1995, except in respect of the disposition of a property before 1996 


(a) to a person who was obliged on April 26, 1995 to acquire the property pursuant 
to the terms of an agreement in writing made on or before that day (and, for the 
purpose of this paragraph, a person shall be considered not to be obliged to acquire 
property where the person can be excused from. the obligation if there is a change 
to the Act or if there is an adverse assessment under the Act); or 


(b) pursuant to a prospectus or similar document filed with the relevant securities 
authority before April 27, 1995. 


Para. 115(1)(b) formerly read: 


(b) the only taxable capital gains and allowable capital losses referred to in para- 
graph 3(b) were taxable capital gains and allowable capital losses from disposi- 
tions of property each of which was a disposition of property or an interest 
therein (in this Act referred to as a “taxable Canadian property”) that was 


(i) real property situated in Canada, 
(ii) any capital property used by the non-resident person in carrying on a 
business (other than an insurance business) in Canada, 
(ii.1) where the non-resident person is an insurer, any capital property that is 
its designated insurance property for the year, 
(iii) a share of the capital stock of a corporation resident in Canada (other 
than a public corporation), 
(iv) a share of the capital stock of a public corporation if at any time during 
such part of the period of 5 years immediately preceding the disposition 
thereof as is after 1971, not less than 25% of the issued shares of any class of 
the capital stock of the corporation belonged to the non-resident person, to 
persons with whom the non-resident person did not deal at arm’s length, or 
to the non-resident person and persons with whom the non-resident person 
did not deal at arm’s length, 
(v) an interest in a partnership, if, at any time during the 12 months immedi- 
ately preceding the disposition thereof, the fair market value of such of the 
partnership property as was, at that time, 

(A) a Canadian resource property, 

(B) a timber resource property, 

(C) an income interest in a trust resident in Canada, or 

(D) any other property described in this paragraph 
was not less than 50% of the total of 


(E) the fair market value at that time of all of the partnership property, 
and 


(F) the amount of any money of the partnership on hand at that time, 
(vi) a capital interest in a trust (other than a unit trust) resident in Canada, 
(vil) a unit of a unit trust (other than a mutual fund trust) resident in Canada, 


(vill) a unit of a mutual fund trust, if at any time during such part of the 
period of 5 years immediately preceding the disposition thereof as is after 
1971, not less than 25% of the issued units of the trust belonged to the non- 
resident person, to persons with whom the non-resident person did not deal 
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at arm’s length, or to the non-resident person and persons with whom the 
non-resident person did not deal at arm’s length, or 
(ix) any other property deemed by any provision of this Act to be taxable 
Canadian property, 
but not including a share of the capital stock of a non-resident-owned investment 
corporation, if, on the first day of the taxation year of the corporation in which 
the disposition was made, the corporation did not own any property that was 
property referred to in clauses (v)(A) to (D), and 
Subpara. 115(1)(b)(ii.1) amended by' 1997, c. 25, s. 23, applicable to 1997 er we Sub- 
para. (b)(ii.1) formerly read: 
(ii.1) where the non-resident person is an insurer, any capital property that is 
property used by it in the year in, or held by it in the year in the course of, 
carrying on an insurance business in Canada, 
Subpara. 115(1)(a)(iii.21) added by 1995, c. 21, s. 38, applicable to taxation years that 
end after February 21, 1994. 
Para. 115(1)(c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 50, applicable to 
1991 et seq. Para. (c) formerly read: 
(c) the only losses referred to in paragraph 3(d) were losses from businesses car- 
ried on by the non-resident person in Canada, 
Para. 115(1)(d) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 86(1), to delete 
reference to paragraph 110(1)(i), applicable to 1988 et seq. 
Para. 115(1)(d.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 86(2), applicable to 
1983 et seq. 
Selected Cases [subsec. 115(1)]: Hale v. Canada, [1992] 2 C.T.C..379 (FCA); 
leave to appeal to SCC refused (March 11, 1993), Doc. 23193 (Stock option benefit 
arose from Canadian employment and taxed even though taxpayer not resident in Can- 
ada when option exercised); Placrefid Ltd. v. MNR, [1992] 2 C.T.C. 198 (FCTD) (Pay- 
ment to cancel settlement agreement by mortgagee not taxable as proceeds of disposi- 
tion-of option); Hurd v. R., [1981] C.T.C. 209 (FCA) (Benefit from exercise of option 
taxable where U,S. resident performed duties in Canada in year of exercise). 
Regulations: 105 (withholding on payments of fees, commissions, etc:). 
1.T. Application Rules: 26(30) (taxable Canadian property under new rules effective 
April 26, 1995). 
Interpretation Bulletins: IT-113R4: Benefits to employees — stock options; IT- 
150R2: Acquisition from a non-resident of certain property by death or mortgage fore- 
closure or by virtue of a deemed disposition (archived); IT-176R2: Taxable Canadian 
property — Interests in and options on real property and shares; IT-242R: Retired part- 
ners; IT-262R2: Losses of non-residents and part-year residents; IT-379R: Employees 
profit sharing plans — allocations to beneficiaries; IT-393R2: Election re tax on rents 
and timber royalties — non-residents; IT-421R2: Benefits to individuals, corporations 
and shareholders from loans or debt; IT-434R: Rental of real property by individual; 
IT-451R: Deemed disposition and acquisition on ceasing to be or becoming resident in 
Canada; IT-465R: Non-resident beneficiaries of trusts See also at end of s. 115. 


Information Circulars: 72-17R5: Procedures concerning the disposition of taxable 
Canadian property by non-residents of Canada — section 116; 88-2'Supplement, para. 
7: General anti-avoidance rule — section 245 of the Income Tax Act. 


CRA Audit Manual: 15.2.0: Income of a non-resident. 


Advance Tax Rulings: ATR-70: Distribution of taxable Canadian property by a trust 
to a non-resident. 


Forms: R105: Regulation 105 waiver application; R106: Regulation 102 waiver appli- | 
cation — film industry; R107: Regulation 105 waiver application — film industry; T2 
SCH 91: Information concerning claims for treaty-based exemptions; T1243: Deemed 
disposition of property by an emigrant of Canada; T1248 SCH D: Information about 
your residency status; T1261: Application for a CRA individual tax number (ITN) for 
non-residents; T2061A: Election by an emigrant to report deemed dispositions of taxa- 
ble Canadian property and capital gains and/or losses thereon; T4058: Non-residents 
and income tax [guide]. 


(2) Idem [persons deemed employed in Canada] — Where, 
in a taxation year, a non-resident person was 


(a) a student in full-time attendance at an educational institution 
in Canada that is a university, college or other educational insti- 
tution providing courses at a post-secondary school eye in 
Canada, 


(b) a student attending, or a teacher teaching at, an educational 
institution outside Canada that is a university, college or other 
educational institution providing courses at a post-secondary 
school level, who in any preceding taxation year ceased to be 
resident in Canada in the course of or subsequent to moving to 
attend or to teach at the institution, 


(b.1) an individual who in any preceding taxation year ceased to 
be resident in Canada in the course of or subsequent to moving 
to carry on research or any similar work under a grant received 
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by the individual to enable the — to carry on the re- 
search or work, 


“(c) an individual 


(i). who had, in-any previous year, ceased to be. resident. i in 
, Canada, 


(ii) who received, in the taxation year, salary or wages or 
other remuneration in respect of an office or employment 
that was paid to the individual directly or indirectly bya per- 
son resident in Canada, and 


(i11) who was, under an agreement or a convention with one 
or more countries that has the force ‘of law in Canada, enti- 
tled to an exemption from an income tax otherwise payable 
in any of those countries in respect of the ed or wages or 
other remuneration, ‘or 


~’(c.1) a person who received in the year an amount, under a con- 
tract, that was or will be deductible in computing the income of 
a taxpayer subject to tax under this Part and the amount can, 
irrespective of when the contract was entered into or the form or 
legal effect of the contract, reasonably be regarded as having 
been received, in whole or in part, 


(i) as consideration or partial consideration for entering into a 

contract. of service or an agreement to perform a, service 

where any such service is to be performed in Canada, or for 

undertaking not to enter into such a contract or agreement 
_ with another party, or 


(ii) as remuneration or partial remuneration from the duties 
of an office, or employment.or as compensation or partial 
compensation for services to be performed. in Canada, 


the following rules apply: 


(d) for the purposes of subsection 2(3) the non-resident person 
shall be deemed to have been employed in Canada in the year, 


(e) for the purposes of subparagraph (1)(a)(v), the total deter- 
mined under this paragraph in respect of the non-resident ipeasen 
is the total of 


(i) any remuneration in respect of an office or employment 
that was paid to the non-resident person directly or indirectly 
by a person resident.in Canada.and. was received by the non- 
resident person in the year, except to the extent that such re- 
muneration is attributable to the duties of an office or em- 
ployment performed. by the non-resident person ARYYEOSES 
outside Canada. and 


(A) is subject to an income or petits tax hil Sue by the 
government of a country other than Canada, or 


(B) is paid in connection with the selling of property, the 
negotiating of contracts or the rendering of services for 
the non-resident person’s employer; or a foreign affiliate 
of the employer, or any other person with whom the'em- 
ployer. does not deal at arm’s length, in the ordinary 
course of.a business carried on by the employer, that for- 
eign affiliate) or that person, 


(ii) amounts that would be required by paragraph 56(1)(n) or 
(0) to. be included in computing the non-resident person’s in- 
come forthe year if the non-resident person were resident in 
Canada throughout the year and the reference in the applica- 
ble paragraph.to “received by the taxpayer in the year” were 
read as a reference to “received by the taxpayer in the year 
from a source in Canada”, 


(iit) [Repealed] 

(iv) amounts that would be required by paragraph 56(1)(q) to 
be included in computing the non-resident person’s income 
for the year if the non-resident person were resident in Can- 
ada throughout the year, and 

(v) amounts described in paragraph (c.1) received by the 


non-resident person in the year, except to the extent that they 
are otherwise required to be included in computing the non- 
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resident person’s taxable income earned in Canada for the 
year, and 


(f) there may be deducted ‘in computing the taxable income of 
the non-resident person for the year! the amount that would’ be 
deductible in computing the non-resident person’s income for 
the year by virtue of section 62 if 

(i) the definition “eligible relocation” in subsection 248(1) 


were read without reference to subparagraph (a)(i) of that 
definition, and 


(ii), the amounts described in subparagraph 62(1)(c)(ii) were 
the amounts described in. subparagraph. (e)(ii),. of this 
subsection. 
Related Provisions: 4(3) — Deductions applicable; 33.1.— International banking 
centres; 52(8) — Reduction in cost base of share of corporation that. becomes. resident 
in Canada; 146(1)‘‘earned income”(d) — RRSPs — “earned income”: 153(1)(0) — 
Withholding of-tax on amount described in-115(2)(c.1); 250(1) —Individuals deemed 
resident in Canada. 
History: Paras. 115(2)(b) and (. y amended by 2001, G: 7, apne 90(7),, applicable 
to 1998 et seg. The paras. formerly read; 


(b) a student attending, or-a teacher teaching at, an educational institution outside 
Canada that is.a university, college or other educational. institution providing 
courses at a post-secondary school level, who.had, in any previous year, ceased 
to be resident in Canada in the course of or subsequent to moving to attend or to 
teach at, as the case may be, that institution, 
(b.1):an individual who had, in any previous year, ceased to be resident in Can- 
ada in the:course of or.subsequent to moving to carry on research or any similar 
work under a grant received by the individual to enable the individual to carry on 
that research or work, 
Para. 115(2)(c) amended; subparas. 115(2)(f)() to (iii) replaced with subparas. (i) and 
(ii), by 1999, c. 22, subsec. 29(3); para, (c) applicable to 1998 et seq., subparas. (f)(i) 
and (ii) applicable after 1997. Para. 115(2)(c) and subparas. 115(2)(f)(i) to (iii) for- 
merly read: 
(c) an‘ individual who had, in any previous year, ceased to be resident in Canada 
and who‘was, inthe taxation year, in'receipt of remuneration in respect of an 
office or employment that was paid to the individual directly or indirectly by a 
person resident in Canada, or 


(i) that section were read without reference to paragraph 62(1)(a),, 


(ii) that section were applicable in computing the taxable income of non-resident 
persons, and” 


(iii), the amounts described in subparagraph 62(1)(f)(i) were the amounts de- 
scribed in subparagraph (e)(ii) of this subsection. 
Subpara. 115(2)(e)(i1) repealed by 1994, c. 7, Sch. VII (1992, c. 48), subsec. nats 
applicable to 1993 et seg. Subpara. (e)(iii) formerly read: 
(iii) amounts that would be. required by subsection 56(5) to be included in,com- \' 


puting the non-resident person’s income for the year if the non-resident person 
were resident in Canada throughout the year, 


Subpara. 115(2)(e)(@ii) amended. by 1994, c. 7, Sch. VIL (1992, c..48), subsec. 5(1), to 
substitute “subsection 56(5)” for “subsection 56(5) of this Act or subsection 56(8) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952,” applicable 
to 1990 et seq. 


Selected Cases [subsec. 115(2)]: Jarlan vy. R.,, [1984] C.T.C. 375, (FCTD) (Royal- 
ties sent to inventor after leaving Canada constituted income from employment, not 
royalties paid to non-resident). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-161R3: Non-residents — exemption from tax 
deductions at source on employment income (archived); IT-178R3: Moving expenses. 
See also at end of s. 115, 


Forms: T1248 SCH D: Information about your residency status; T1261: Application 
for a CRA individual tax number (ITN) for non-residents; T4058: Non-residents and 
income tax [guide]. 


(2.1) Non-resident actors — Notwithstanding subsection (1), 
where a non-resident person is ‘liable to tax’ under subsection 
212(5.1), or would if this Act were read without reference to sub- 
section 212(5.2) be so liable, in respect of an amount paid, credited 
or provided in a particular taxation year, the amount shall not be 
included in computing the non-resident’ person’s taxable” income 
earned in Canada for any taxation year unless a valid election is 
made under subsection 216.1(1) in respect of the non-resident per- 
son for the particular year. 


Related Provisions: 115(2.2)— Deferred payment by  actor’s 
150(1)(a)G)(B) — No requirement for actor to file Canadian tax return. 


corporation; 
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History: Subsec. 115(2.1) added by 2001, c. 17, subsec. 90(8), applicable in respect of 
amounts paid, credited or provided after 2000. 


(2.2) Deferred payment by actor’s corporation — Where a 
corporation is liable to tax under subsection 212(5.1) in respect of a 
corporation payment (within the meaning assigned by subsection 
212(5.2)) made in a taxation year in respect of an actor and, in a 
subsequent year, the corporation makes an actor payment (within 
the meaning assigned by subsection 212(5.2)) to or for the benefit 
of the actor, the amount of the actor payment is not deductible in 
computing the income of the corporation for any taxation year and 
is not included in computing the taxable income earned in Canada 
of the actor for any taxation year. 


History: Subsec. 115(2.2) added by 2001, c. 17, subsec. 90(8), applicable in respect of 
amounts paid, credited or provided after 2000. 


Regulations: 202(1.1) (information return). 


(2.3) Non-resident persons—2010 Olympic and 
Paralympic Winter Games — Notwithstanding subsection (1), 
no amount is to be included in computing the taxable income 
earned in Canada for any taxation year of a non-resident person, in 
respect of any amount paid or payable to that person in respect of 
activities performed in Canada by that person in connection with 
the 2010 Olympic Winter Games or the 2010 Paralympic Winter 
Games, after 2009 and before April 2010, if that person is: 


(a) an athlete who represents a country. other than Canada; 


(b) a member of an officially registered support staff associated 
with a team from a country other than Canada; 


(c) a person who serves as a games Official; 
(d) the International Olympic Committee; 
(e) the International Paralympic Committee; 


(f) an international sports federation that is a member, of the 
General Association of International Sports Federations; 


(g) an accredited foreign media organization; or 


(h) an individual, other than a trust, who is an employee, an of- 
ficer or a member of a person described in any one or more of 
paragraphs (a) to (g), or who provides services under contract 
with one or more persons described in those paragraphs. 


Related Provisions: 153(1)(a), (g) — No source withholdings; 212(17.1) — Interna- 
tional Olympic Committee and Paralympic Committee not subject to withholding tax. 


History: Subsec. 115(2.3) added by 2007, c. 35, s. 32, in force on December 14, 2007. 


(3) [Repealed] 


History: Subsec. 115(3) repealed by 2001, c. 17, subsec. 90(9), applicable after Octo- 
ber 1, 1996. The subsec. formerly read: 


(3) Property deemed to include interests and options — For the purpose of 
this section, a property described in subparagraphs (1)(b)(1) to (xii) is deemed to 
include any interest therein or option in respect thereof, whether or not such pro- 
perty is in existence. 


Subsec. 115(3) amended by 1998, c. 19, subsec. 132(2), applicable after April 26, 
1995, except in respect of the disposition of a property before 1996 


(a) to a person who was obliged on April 26, 1995 to acquire the property pursuant 
to the terms of an agreement in writing made on or before that day (and, for the 
purpose of this paragraph, a person shall be considered not to be obliged to acquire 
property where the person can be excused from the obligation if there is a change 
to the Act or if there is an adverse assessment under the Act); or 


(b) pursuant to a prospectus or similar document filed with the relevant securities 
authority before April 27, 1995. 


Subsec. 115(3) formerly read: 
(3) Property deemed to include interests and options — For the purpose of 
this section, a property described in subparagraphs (1)(b)(i) to (ix) shall be 
deemed to include any. interest therein or option in respect thereof, whether. or 
not such property is in existence. 


Subsec. 115(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 86(3), applicable 
after July 13, 1990. Subsec. 115(3) formerly read: 
(3) Property deemed to include, option — For the purposes of this section, .a 
property described in subparagraphs (1)(b)(i) to (ix) shall be deemed to include 
an option in respect of such a property whether or not the property is in 
existence. 


(4) Non-resident’s income from Canadian resource pro- 
perty — Where a non-resident person ceases at any particular time 
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ina taxation year to carry on such of the businesses described in 
any of paragraphs (a) to (g) of the definition “principal business 
corporation” in subsection 66(15) as were carried on by the non- 
resident person immediately before that time at one or more fixed 
places of business in Canada and either does not commence after 
that time and during the year to carry on any business so described 
at a fixed place of business, in Canada or disposes of Canadian re- 
source property at any time in the year during which the non-resi- 
dent person was not carrying on any business so described at a fixed 
place of business in Canada, the following rules apply: 


(a) the taxation year of the non-resident person that would other- 
wise. have included the particular time shall be deemed to have 
ended at such time and a new taxation year shall be deemed to 
have commenced immediately thereafter; 


(b) the non-resident person or any partnership of which the non- 
resident person was a member immediately after the particular 
time shall be deemed, for the purpose only of computing the 
non-resident person’s income earned in Canada for the taxation 
year that is deemed to have ended, to have disposed immediately 
before the particular time of each Canadian resource property 
that was owned by the non-resident person or by the partnership 
immediately after the particular time and to have received there- 
for immediately before the particular time proceeds of disposi- 
tion equal to the fair market value thereof at the particular time; 
and 


(c) the non-resident person or any partnership of which the non- 
resident person was a member immediately after the particular 
time shall be deemed, for the purpose only of computing the 
non-resident person’s income earned in Canada for a taxation 
year commencing after the particular time, to have reacquired 
immediately after the particular time, at a cost equal to the 
amount deemed by paragraph (b) to have been received by the 
non-resident person or the partnership as the proceeds of dispo- 
sition therefor, each property deemed by that paragraph to have 
been disposed of. 

Related Provisions: 4(3) — Deductions applicable; 66.2(7) — Exception — Cana- 


dian development expense; 66.4(7) — Share of partner; 115(5) — Partnership excludes 
prescribed partnership; 115.1 — Competent authority agreements under tax treaties. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties. 


(4.1) Foreign resource pool expenses — Where a taxpayer 
ceases at any time after February 27, 2000 to be resident in Canada, 
a particular taxation year of the taxpayer ends after that time and the 
taxpayer was non-resident throughout the period (in this subsection 
referred to as the “non-resident period’’) that begins at that time and 
ends at the end of the particular year, 


(a) in computing the taxpayer’s taxable income earned in Can- 
ada for the particular year, there may be deducted each amount | 
that would be permitted to be deducted in computing the tax- 
payer’s income for the particular year under subsection 66(4) or 
66.21(4) if 
(i) subsection 66(4) were read without reference to the words 
“who is resident throughout a taxation year in Canada” and 
as if the amount determined under subparagraph 66(4)(b)(ii) 
were nil, and 


(ii) subsection 66.21(4) were read without reference to the 
words “throughout which the taxpayer is resident in Canada” 
and as if the amounts determined under subparagraph 
66.21(4)(a)(ii) and paragraph 66.21(4)(b) were nil; and 


(b) an amount deducted under this subsection in computing the 
taxpayer’s taxable income earned in Canada for the particular 
year is deemed, for the purpose of applying subsection 66(4) or 
66.21(4), as the case may be, to a subsequent taxation year, to 
have been deducted in computing the taxpayer’s income for the 
particular year. 


History: Subsec. 115(4.1) added by 2001, c. 17, subsec. 90(10), applicable to taxation 
years that begin after February 27, 2000. 


(5) interpretation of “partnership” — For the purposes of sub- 
section (4), “partnership” does not include a prescribed partnership. 
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Regulations: No prescribed partnerships to date. 


(6) Application of subsec. 138(12) — The definitions in sub- 
section 138(12) apply to this section. 


Origin of subsec. 115(6): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 138(12)). 


Selected Cases [s..115]: Austin v. R., [2006] 3 C.T.C.. 2422 (TCC) (Income based 
on games played in Canada, not days spent); Hale v. Canada, [1992] 2.C.T.C. 379 
(FCA); leave to appeal to SCC refused (March 11, 1993), Doc. 23193 (Stock option 
benefit arose from Canadian employment and taxed even though taxpayer not resident 
in Canada when option exercised); Placrefid Ltd. v. MNR, [1992] 2'C.T.C. 198 (FCTD) 
(Payment to non-resident for cancellation of agreement was business income; non-resi- 
dent had no. place of business in. Canada, not taxable). 


Definitions [s. 115]: “allowable business investment loss’ — 38(c), 248(1); ‘‘allowa- 
ble capital loss” — 38(b), 248(1); “amount” — 248(1); “associated” — 256; “author- 
ized foreign bank”, “business” — 248(1); “branch financial statements’ — 20.2(1); 
“Canada” — 255, Interpretation Act 35(1); “Canadian. banking business” — 248(1); 
“Canadian resource property” — 66(15), 248(1); “capital interest’ — in a trust 108(1), 
248(1); “capital property” — 54, 248(1); “carried on a business in Canada” — 253; 
“class of shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); “corpo- 
ration payment” — 212(5.2); “designated insurance property” — 138(12), 248(1); 
“dividend”, “employed”, “employee”, “employment” — 248(1); “foreign affiliate’ — 
95(1), 248(1); “foreign resource pool expense” — 248(1); “income interest” — 108(1), 
248(1); “individual” — 248(1); “interest —in real property 248(4); “international 
traffic” — 248(1); “life insurance policy in Canada” — 138(12), 248(1); “listed” — 
87(10); “mutual fund corporation” — 131(8), 248(1); “mutual fund trust” — 
132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “non-resident”, 
“office”, “officer” — 248(1); “partnership” — 115(5);.. “person”, “prescribed” — 
248(1); “property” — 248(1); “property used by it in the year in, or held by it in the 
year in the course of carrying onan insurance business” — 115(6), 138(12); “public 
corporation” — 89(1), 248(1); “resident in Canada” — 94(3)(a)(viii), 250; “salary or 
wages’, “share” — 248(1); “taxable Canadian property” — 248(1); “taxable capital 
gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxable income earned in 
Canada” — 115(1), 248(1); “taxation year” — 249, 250.1(a); “taxpayer” — 248(1); 
“timber resource property” — 13(21), 248(1); “treaty-protected business”, “treaty-pro- 
tected property” — 248(1); “trust” — 104(1), 248(1), (3); “unit trust” — 108(2), 
248(1). 

Interpretation Bulletins [s. 115]: IT-81R: Partnerships — income of non-resident 
partners; IT-168R3: Athletes and players employed by, football, hockey and similar 
clubs; IT-171R2: Non-resident individuals — computation of taxable income earned in 
Canada and non-refundable tax credits (archived); IT-221R3: Determination of an indi- 
vidual’s residence status; IT-328R3: Losses on shares on which dividends have been 
received; IT-393R2: Election re tax on rents and timber royalties — non-residents; IT- 
420R3: Non-residents — income earned in Canada. 


115.1 (1) Competent authority [tax treaty] agreements — 
Notwithstanding any other provision of this Act, where the Minister 
and another person have, under a provision contained in a tax con- 
vention or agreement with another country that has the force of law 
in Canada, entered into an agreement with respect to the taxation of 
the other person, all determinations made in accordance with the 
terms and conditions of the agreement shall be deemed to be in ac- 
cordance with this Act. 


(2) Transfer of rights and obligations — Where rights and ob- 
ligations under an agreement described in subsection (1) have been 
transferred to another person with the concurrence of the Minister, 
that other person shall be deemed, for the purpose of subsection (1), 
to have entered into the agreement with the Minister. 


Related Provisions [s. 115.1]: 115(1) — Non-resident’s taxable income earned in 
Canada; 116(1) — Disposition by non-resident of certain property; Canada-U.S. Tax 
Treaty:Art. XX VI — Mutual agreement procedure; Canada-U.K. Tax Treaty:Art. 23 — 
Mutual agreement procedure. 


History: S. 115.1 substituted by 1994, c. 7, Sch. VIII (1993, c. 24), s. 51, applicable 
after 1984. S. 115.1 formerly read: 


115.1 Disposition of property by non-resident person — Where a non-resi- 
dent person or partnership (in this section referred to as “the vendor”) has in a 
taxation year disposed of property to another person or partnership (in this sec- 
tion referred to as “the purchaser”) and 


(a) the Minister has agreed, pursuant to a prescribed tax treaty provision, to 
defer the taxation in Canada of the gain or income in respect of the disposi- 
tion, and 


(b) the vendor and the purchaser jointly so elect in prescribed form and 
within the prescribed time in accordance with terms and conditions satisfac- 
tory to the Minister, 
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notwithstanding any other provision of this Act, the following rules apply: 


(c) the amount that the vendor, the purchaser and the Minister have agreed 
on in respect of the property shall be deemed to be the vendor’s proceeds of 
disposition of the property and the. purchaser’s cost of the property; 


(d) where the property was, at the time of its disposition, depreciable pro- 
perty of a prescribed class to the vendor and the vendor’s capital cost of the 
property immediately before the disposition exceeds the agreed amount in 
respect of the property, for the purposes of sections 13 and 20 and any regu- 
lations made under paragraph 20(1)(a), 


(i) the capital cost of the property to the purchaser shall be deemed to be 
the amount that was the capital cost thereof to the vendor immediately 
before the disposition, and 


(ii) the excess shall be deemed to have been allowed to the purchaser in 
respect of the property under regulations made under paragraph 20(1)(a) 
in computing income for taxation years ending before the acquisition by 
the purchaser of the property, and 
(e) where the property was, at the time of its disposition, a capital property, a 
Canadian resource property, a foreign resource property, an eligible capital 
property or an inventory to the vendor, that property shall be deemed to be 
such a property of the purchaser and the purchaser shall be deemed, to have 
acquired that property and used it for the same purposes as that for which the 
property was used by the vendor immediately before that time. 
Definitions [s. 115.1]: “Minister”, “person” — 248(1). 


Interpretation Bulletins [s. 115.1]: IT-173R2: Capital gains derived in Canada by 
residents of the United States; IT-270R3: Foreign tax credit, IT-420R3: Non-re- 
sidents — income earned in Canada. 


Information Circulars [s. 115.1]: 71-17R5: Guidance on competent authority assis- 
tance under Canada’s tax conventions. 

1.T. Technical News: 34 (Canada-U.S. competent authority Memorandum of 
Understanding). 

Transfer Pricing Memoranda: TPM-12: Accelerated Competent Authority Proce- 
dure (ACAP). 

CRA Audit Manual: 15.12.4: Competent authority division. 


Forms [s. 115.1]: T2029: Waiver in respect of the normal reassessment period or 
extended reassessment’ period. 


115.2 Non-residents with Canadian investment service 
providers — (1) Definitions — The definitions in this subsec- 
tion apply in this section. 


“Canadian investor’’, at any time in respect of a non-resident per- 

son, means a person that the non-resident person knows, or ought to 

know after reasonable inquiry, is at that time resident in Canada. 

History: The definition “Canadian investor” added to subsec. 115.2(1) by 2002, c. 9, 

subsec, 35(4), applicable to 1999 et seg. except that, in applying the definition to taxa- 

tion years that end after 1998 and before 2002, the definition shall be read as follows: 

“Canadian investor’, at any time in respect of a qualified non-resident, means 

(a) a person that the non-resident knows, or ought to know after reasonable 
inquiry, is at that time resident in Canada; and 


(b) a partnership that the non-resident knows, or ought to know after reason- 
able inquiry, has a member that is at that time resident in Canada. 


“Canadian service provider” means a corporation resident in Can- 
ada, a trust resident in Canada or a Canadian partnership. 


“designated investment services” provided to a person or partner- 
ship means any one or more of the services described in the follow- 
ing paragraphs: 
(a) investment management and advice with respect to qualified 
investments, regardless of whether the manager has discretion- 
ary authority to buy or sell; 


(b) purchasing and selling qualified investments, exercising 
rights incidental to the ownership of qualified investments such 
as voting, conversion and exchange, and entering into and exe- 
cuting agreements with respect to such purchasing and selling 
and the exercising of such rights; 


(c) investment administration services, such as receiving, deliv- 
ering and having custody of investments, calculating and report- 
ing investment values, receiving subscription amounts from, and 
paying distributions and proceeds of disposition to, investors in 
and beneficiaries of the person or partnership, record keeping, 
accounting and reporting to the person or partnership and its in- 
vestors and beneficiaries; and 
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(d) in the case of a corporation, trust or partnership the only un- 
dertaking of which is the investing of its funds in qualified in- 
vestments, marketing investments in the corporation, trust or 
partnership to non-resident investors. 


Proposed Amendment — 115.2(1 J desioneteg 
investment services”(d) . 


Letter from Dept. of Finance, April 28, 2008: See under 115.2(2). 


History: The definition “designated investment services” in subsec. 115.2(1) amended 
by 2002, c. 9, subsec. 35(2), applicable to 2002 et seq. The definition formerly read: 
“designated investment services” provided to a qualified non-resident means any 
one or more of the services described in the following paragraphs: 
(a) investment management and advice with respect to qualified invest- 
ments, regardless of whether the manager has discretionary authority to buy 
or sell; 
(b) purchasing and selling qualified investments, exercising rights incidental 
to the ownership of qualified investments such as voting, conversion and 
exchange, and entering into and executing agreements with respect to such 
purchasing and selling and the exercising of such rights; 
(c) investment administration services, such as receiving, delivering and 
having custody of investments, calculating and reporting investment values, 
receiving subscription amounts from, and paying distributions and proceeds 
of disposition to, investors in and beneficiaries of the qualified non-resident, 
record keeping, accounting and reporting to the qualified non-resident and 
its investors and beneficiaries; and 


(d) if the qualified non-resident is a corporation, trust or partnership the only 
undertaking of which is the investing of its funds in qualified investments, 
marketing investments in the qualified non-resident to non-resident 
investors. 


“promoter” of a corporation, trust or partnership means a particu- 
lar person or partnership that initiates or directs the founding, or- 
ganization or substantial reorganization of the corporation, trust or 
partnership, and a person or partnership that is affiliated with the 
particular person or partnership. 


History: The definition “promoter” in subsec. 115.2(1) amended by 2002, c. 9, subsec. 
35(2), applicable to 2002 et seg. The definition formerly read: 


“promoter” of a qualified non-resident that is a corporation, trust or partnership 
means a person or partnership that initiates or directs the founding, organization 
or substantial reorganization of the non-resident, or a person or partnership affili- 
ated with such a person or partnership. 


“qualified investment” of a person or partnership means 


(a) a share of the capital stock of a corporation, or an interest in 
a partnership, trust, entity, fund or organization, other than a 
share or an interest 
(i) that is either 
(A) not listed on a designated stock exchange, or 
(B) listed on a. designated stock exchange, if the person or 


partnership, together with all persons with whom the per- 
son or partnership does not deal at arm’s length, owns 


25% or more of the issued shares of any class of the capi- 


tal stock of the corporation or of the total value of inter- 
ests in the partnership, entity, trust, fund or organization, 
as the case may be, and 


(ii) of which more than 50% of the fair market value is de- 
rived from one or more of 


(A) real property situated in Canada, 
AG OROESE Amendment — 115. 2(1)"qualified 


investment”(a)(ii)(A) a 


Rcpicainn? The. July 16, 2010 draft legislation (Part 2 hecdens) s, 211, will 
amend cl. (a)(ii)(A) of the definition “gq ualified investment” in subsec. 115.2(1) by sub- 
stituting “real or immovable property” “for: ‘real property”, to come into force on Royal 
Assent. 


Technical Notes (July 2010): See under 12(4). 
(B) Canadian resource property, and 
(C) timber resource property; 
(b) indebtedness; 
(c) annuities; 
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(d) commodities or commodities futures purchased or sold, di- 
rectly or indirectly in any manner whatever, on a commodities 
or commodities futures exchange; 


(e) currency; and 


(f) options, interests, rights and forward and futures agreements 
in respect of property described in any of paragraphs (a) to (e) or 
this paragraph, and agreements under which obligations are de- 
rived from interest rates, from the price of property described in 
any of those paragraphs, from payments made in respect of such 
a property by its issuer to holders of the property, or from an 
index reflecting a composite measure of such rates, prices or 
payments, whether or not the agreement creates any rights in or 
obligations regarding the referenced property itself. 

History: Cls. (a)(i)(A), (B) of the definition “qualified investment” in subsec. 115.2(1) 


amended to substitute “designated stock exchange” for “prescribed stock exchange” by 
2007, c. 35, para. 68(2)(h); applicable after December 13, 2007. 


The portion of the definition “qualified investment” in subsec. 115.2(1) before subpara. 
(a)(ii) amended by 2002, c. 9, subsec. 35(3), applicable to 2002 et seq. The portion 
formerly read: 


“qualified investment” of a qualified non-resident means 


(a) a share of the capital stock of a corporation, or an interest in a partner- 
ship, trust, entity, fund or organization, other than a share or an interest 
(i) that is either 
(A) not listed on a prescribed stock exchange, or 
(B) listed on a prescribed stock exchange, if the qualified non-resi- 
dent, together with all persons with whom the non-resident does not 
deal at arm’s length, owns 25% or more of the issued shares of any 
class of the capital stock of the corporation or of the total value of 
interests in the partnership, entity, trust, fund or organization, as the 
case may be, and 


“qualified non-resident” — [Repealed] 


History: The definition “qualified non-resident” in subsec. 115.2(1) repealed by 2002, 
c. 9, subsec. 35(1), applicable to 2002 et seq. The definition formerly read: 


“qualified non-resident” means a non-resident person or a partnership no mem- 
ber of which is resident in Canada. 


(2) Not carrying on business in Canada — For the purposes 
of subsection 115(1) and Part XIV, a non-resident person is not 
considered to be carrying on business in Canada at any particular 
time solely because of the provision to the person, or to a partner- 
ship of which the person is a member, at the particular time of des- 
ignated investment services by a Canadian service provider if 


(a) in the case of services provided to a non-resident individual 
other than a trust, the individual is not affiliated at the particular 
time with the Canadian service provider; 


(b) 1 in the case of services provided to a non-resident person that 
is a corporation or trust, 


(i) the person has not, before the particular time, directly or - 
through its agents, 


(A) directed any promotion of investments in itself princi- 
pally at Canadian investors, or 


(B) sold an investment in itself that is outstanding at the 
particular time to a person who was a Canadian investor 
at the time of the sale and who is a Canadian investor at © 
the particular time, 


(11) the person has not, before the particular time, directly or 
through its agents, filed any document with a public authority 
in Canada in accordance with the securities legislation of 
Canada or of any province in order to permit the distribution 
of interests in the person to persons resident in Canada, and 


(iii) when the particular time is more than one year after the 
time at which the person was created, the total of the fair 
market value, at the particular time, of investments in the 
person that are beneficially owned by persons and partner- 
ships (other than a designated entity in respect of the Cana- 
dian service provider) that are affiliated with the Canadian 
service provider does not exceed 25% of the fair market 
value, at the particular time, of all investments in the person; 
and 
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(c) in the case of services provided to a partnership of which the 
non-resident person isa member, 


(i) the particular time is not more than one year after the part- 
nership was formed, or 


(ii) the total of the fair market value, at the particular time, of 
investments in the partnership that are beneficially owned by 
persons and partnerships (other than a designated entity in 
respect of the Canadian service provider) that are affiliated 
with the Canadian service provider does not exceed 25% of 
the fair market value, at the particular time, of all invest- 
ments in the partnership. 


rovided certain 
ices does not 
bi siness in 


iimat on investments pale 
Gans service provider 


gous. Although cs of the p 


of i ‘ind ees vis-a-vis. a non-resident HSS and a service eae whi 
investment services. toa partnesshep of which the non-resident i is a member, 


We. therefore intend to re Smead two things: that subsection Tid 22) be amended : 


that a non-resident who is a member of a partnership which receives investment ser: 


vices will not be denied the benefit of section 115.2 because other persons or partner- 
ships, which are. affiliated with the service provider but not with the non-resident, hold 
more nan 25% of the fair market value of the interests in the “partnership; and that, i in 
keeping with the principle ‘of applying section 115.2 at the part rather than at ‘the 
partnership level, the 25% investment limit apply to the non-resi 


Subsequent taxation years, if the non-resident so chooses. 


Of course, we cannot offer any assurance that either the Minister of Finance or Parlia- 


ment will agree with the recommendation that we intend to make i in this regard. None- 
theless, we trust that this: statement of our position is helpful. _ — 


Yours sincerely, 
Brian Ermewein, Director, Tax Legislation Division, Tax Policy Branch 


it would pee that the two rules diff adam para 


partners them-_ 
selves. We are prepared to recommend that these amendments apply to tte see = 


S.)115.2(2)(c)(ii) 


a return in Canada solely 

stment services to the non-resident by a 

Lispreaiion, 2001-0089875, a copy of 
ich y 


example would be 
equires a to 


benefit from the poten of 
| business in Canada. Rather, ‘the 


0 115. 2to apply for the purposes 
eneral policy intent of the sec- 
i ment ‘manager. does not, by itself, 
they. are carrying on business in Canada. 


‘to conned: amendments to the Act along the foregoing 
a we will recommend t that these amendments be made effective as 
ective date of section 3 2 aoa: for taxation years sey end after 


‘respo: to your t Gomtesbontlen : of saat ary 2 and 16: 2008 in 1 Which 
Dare of ee as ‘summarized ee in 


W, section 1 15. 2i is an interpretive rule for the purposes. of subsection 115(1) 
and Part XIV of the Act; it ensures that, if certain conditions are met, the provision of 
designated investment services by a Canadian service provider to a non-resident person 
does not by itself cause the of eee oO to De considered to be carrying on 
business i in Canada. ; 


You are concerned that the interpretive ade: in section 115, 2 applies ony for the pur- 
poses of subsection 115(1) and Part XIV of the Act and not for the purposes of apply- 
definition “taxable Canadian property” in subsection 248(1) of the Act. In par- 
ticular, you are concerned that the receipt of Canadian investment management 
services by a non-resident partnership may still result in the partnership being consid- 
ered, for the purposes of applying the “taxable Canadian property” definition, to be 
carrying on business in Canada and that an interest in the partnership would therefore, 
because of the combined effect of paragraphs (b) and (g) of the definition “taxable 
Canadian property”, be considered taxable Canadian property. 


Tn: your view, this result i is not appropriate from a tax policy viewpoint. We agree with 
you. and, therefore, \ we are prepared to recommend to the Minister of Finance that sub- 
section 115.2(2) of the Act be amended to ensure ‘that, if the condition in paragraph (c) 
of the subsection is met (which paragraph requires that the time of the provision of the 
designated investment services to the partnership by the Canadian service provider be 
not more than one year after the partnership was formed and that the condition in sub- 
paragraph 115.2(2)(c)(ii) placing a 25 percent limit on investments held in the partner- 
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ship by persons who are affiliated with the Canadian service provider be satisfied), 
property of a partnership shall, for the purposes of determining whether the non-resi- 
dent’s partnership interest in the partnership is “taxable Canadian property” as defined 
in subsection 248(1) of the Act, not be considered to be used or held by the partnership 
in a business carried on in Canada. We will recommend that this atieneniens be made 
applicable for taxation years that end after 2007. 


Partnership information returns 


Similarly, you are concerned that the interpretive rule in section 115.2 may not abely 
for the purposes of section 229 of the Income Tax Regulations (Regulations), which 
requires members of a partnership that carries on business in Canada to file information 
retums. You are, therefore, concerned that non-resident members of a partnership who 
are entitled to benefit from the protection of section 115.2 may nonetheless be required 
to file a partnership information return in Canada solely because of the provision of 
designated investment services to the partnership by a Canadian service provider. 


You suggest that amendments be made to eliminate the requirement for non-resident 
members of a partnership to make a partnership information return for a partnership in 
respect of which section 115.2 applies. You argue that such a change would be consis- 
tent with the purpose of section 115.2; that it would be consistent with the comfort 
letter dated November 26, 2002 and signed by Mr. Brian Emewein in which he indi- 
cated the intention of this Division to recommend to the Minister a change to section 
115.2 to broaden that section such that it applies also for the purpose of the filing re- 
quirements of a corporation under section 150 of the Act; and that it would reduce the 
administrative burden and costs incurred in respect of the preparation of partnership 
information returns. : 


While we are in general agreement with the substance of your ee I should note 
that in one important respect your analysis seems to misinterpret the policy basis of 
section 115.2. You imply that, because this provision applies in respect of a partner- 
ship, the partnership is not carrying on business in Canada, and therefore its members 
should be excused from having to file information returns. In fact, section 115.2 pro- 
vides only the assurance that the activities it describes do not in themselves cause a 
non-resident to carry on business in Canada. A given person or partnership may be the 
beneficiary of the section and still, as a result of its other ge bes men’ on 
business in Canada. . y 


That said, we agree that expanding the application of section 115. 2 of the Act such that 
it applies for the purpose of section 229 of the Regulations is consistent with the gen- 


eral policy intent of section 115.2: i.e., to ensure that the use of a Canadian service 


provider does not, by itself, cause non-residents to be treated as though they are carry- 


ing on business i in Canada. Accordingly, we are prepared to recommend to the Minister 


applicable for taxation years that end after 2007. 


Marketing partnership interests to Canadian residents 


Paragraph (d) of the definition “designated investment sorvice i in abecction 115. 20) 
applies i in the case of a corporation, trust, or partnership the only undertaking of which 
is the investing of its funds in qualified investments; it includes, in designated invest- 
ment services, the marketing of investments in the corporation, trust or partnership to 
non-resident investors. You argue that the scope of paragraph (d) is too narrow in that 
section 115.2 offers protection to non-resident members of a partnership regardless of 
whether the partnership has a combination of Canadian resident and non-resident mem- 
bers, yet paragraph (d) requires that the Canadian service provider not market invest- 
ments in the partnership to Canadian residents. You also argue that such a requirement 
hinders the ability of Canadian asset managers to compete internationally. You there- 
fore propose that paragraph (d) of the definition “designated investment services” in 
subsection 115.2(1) be broadened to permit Canadian service providers to market in- 
vestments in the partnership to Canadian residents. We understand your concern; how- 
ever, we are not prepared to recommend any change at this time. We will keep this 
matter under consideration. : 


While we cannot offer any assurance that either the Minister of Finance or Parliament 
will agree with our recommendations in respect of the first two matters, we hope that 
this statement of our ates is helpful. 


Thank you for writing. 
Yours sincerely, 


Gerard Lalonde 
Director, Tax Legislation Division, Tax Policy Branch 


History: Subsec. 115.2(2) amended by 2002, c. 9, subsec. 35(5), applicable to 2002 et 
seq. In applying subpara. 115.2(2)(b)(i) to taxation years that end after 1998 and before 
2002, the opening words of that subpara. shall be read as follows: 


(i) the non-resident has not, before the particular time, directly or through its 
agents, 


Subsec. 115.2(2) formerly read: 


(2) For the purposes of subsection 115(1) and Part XIV, a qualified non-resident 
is not considered to be carrying on business in Canada at any particular time 
solely because of the provision to the non-resident at the particular time of desig- 
nated investment services by a Canadian service provider if 


(a) in the case of a non-resident who is an individual other than a trust, the 
non-resident is not affiliated at the particular time with the Canadian service 
provider; and 


Income Tax Act, Part I 


(b) in the case of a non-resident that is a corporation, trust or partnership, 


(i) the non-resident has not, before the particular time, directly or 
through its agents, directed any promotion of investments in itself prin- 
cipally at, or sold such investments to, persons that the non-resident 
knew or ought to have known after reasonable enquiry were resident in 
Canada or partnerships that the non-resident knew or ought to have 
known after reasonable enquiry had members that were resident in 
Canada, 

(ii) the non-resident has not, before the particular time, directly or 
through its agents, filed any document with a public authority in Canada 
in accordance with the securities legislation of Canada or-of any proy- 
ince in order to permit the distribution of interests in the non-resident to 
persons resident in Canada, and 


(iii) when the particular time is more than one year after the time at 
which the non-resident was created, the total of the fair market value, at 
the particular time, of investments in the non-resident that are benefi- 
cially owned by persons and partnerships (other than a designated entity 
in respect of the Canadian service provider) that are affiliated with the 
Canadian service provider does not exceed 25% of the fair market value, 
at the particular time, of all investments in the non-resident. 


(3) Interpretation — For the purposes of subparagraph (2)(b)(iii) 
and this subsection, 


(a) the fair market value of an investment in a corporation, trust 
or partnership shall be determined without regard to any voting 
rights attaching to that investment; and 


(b) a person or partnership is, at a particular time, a designated 
entity in respect of a Canadian service provider if the total of the 
fair market value at the particular time, of investments in the 
entity that are beneficially owned by persons and partnerships 
(other than another designated entity in respect of the Canadian 
service provider) that are affiliated with the Canadian service 
provider does not exceed 25% of the fair market value, at the 
particular time, of all investments in the entity. 


(4) Transfer pricing — For the purpose of section 247, where 
subsection (2) applies in respect of services provided to a person 
that is a corporation or trust or to a partnership, if the Canadian 
service provider referred to in that subsection does not deal at arm’s 
length with the promoter of the person or of the partnership, the 
service provider is deemed not to deal at arm’s length with the per- 
son or partnership. 


History [subsec. 115.2(4)]: Subsec. 115.2(4) amended by 2002, c. 9, subsec. 35(6), 
applicable to 2002 et seq. The subsec. formerly read: 


(4) For the purpose of section 247, where subsection (2) applies to a qualified 
non-resident, if the Canadian service provider referred to in that subsection does 
not deal at arm’s length with the promoter of the qualified non-resident, the ser- 
vice provider is deemed not to deal at arm’s length with the non-resident. 


History [s. 115.2]: S. 115.2 added by 2000, c. 19, s. 21, applicable to taxation years 
that end after 1998. 


Definitions [s. 115.2]: “affiliated” — 251.1; “amount”, “annuity” — 248(1); “arm’s 
length” — 251(1); “beneficially owned’ — 248(3); “business” — 248(1); “Canada” — 
255, Interpretation Act 35(1); “Canadian investor’ — 115.2(1); “Canadian partner- 
ship” — 102, 248(1); “Canadian resource property” — 66(15), 248(1); “Canadian ser- 
vice provider” — 115.2(1); “corporation” — 248(1), Interpretation Act 35(1); “desig- 
nated entity” —115.2(3)(b); “designated investment services” — 115.2(1); 
“designated stock exchange” — 248(1), 262; “disposition” — 248(1); “fair market 
value” — 115.2(3)(a); “immovable” — Quebec Civil Code art. 900-907; “individual”, { 
“non-resident” — 248(1); “person”, “prescribed” — 248(1); “promoter” — 115.2(1); 
“property” — 248(1); “ “qualified investment”, 
“qualified non-resident” — 115.2(1); “record” — 248(1); “resident in Canada” — 
94(3)(a)(vili), 250; “share” — 248(1); “taxation year” — 249; “timber resource pro- 
perty” — 13(21), 248(1); “trust” — 104(1), 248(1), (3). 


116. (1) Disposition by non-resident person of certain pro- 
perty — If a non-resident person proposes to dispose of any taxa- 
ble Canadian property (other than property described in subsection 
(5.2) and excluded property) the non-resident person may, at any 
time before the disposition, send to the Minister a notice setting out 


(a) the name and address of the person to whom he proposes to 
dispose of the property (in this section referred to as the “pro- 
posed purchaser’); 


(b) a description of the property sufficient to identify it; 
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(c) the estimated amount of the proceeds of disposition to be 
received by the non-resident person for the property; and 


(d) the amount of the adjusted cost base to him [the non-resident 

person] of the property at the time of the sending of the notice. 
Related Provisions: 115:1 Competent authority agreements under tax treaties; 
116(2) — Certificate in respect of proposed disposition; 116(3) — Notice to Minister; 
116(5) — Purchaser liable to withhold. if no certificate obtained, 116(6) — Excluded 
property. 
History: The opening words of Bae 116(1) amended by 2001, c. 17, subsec. 91(1), 
applicable after October 1, 1996. The opening words formerly read: 


116. (1) Where a non-resident person proposes to dispose of any property that 
would, if the non-resident person disposed of it, be taxable Canadian property of 
that person (other than property described in subsection (5.2) and excluded pro- 

“perty) the non-resident person may, at any time before the disposition, send to 
the Minister a notice setting out , 


The opening words of subsec. 116(1) amended by 1998, c. 19, subsec. 133(1), applica- 
ble after April 26, 1995. The opening words formerly read: 


116. (1) Where.a non-resident person. proposes to dispose of any property that 
would, if the non-resident person disposed of it, be taxable Canadian property of 
that person (other than depreciable property or excluded property), the non-resi- 
dent person may, at any time beforé the disposition, send to the Sushil a notice 
setting out 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of s; 116. 


|.T. Technical News: 38 (anti-discrimination provisions). 


CRA Audit Manual: 12.13.0: Disposals of taxable Canadian property; 15.2.12: Dis- 
position of taxable: Canadian property by a non-resident; 15.10.10: Section 116 audit 
guide and reference manual; 16.2.2: Estate of a deceased person — non-residents. 


Forms: T1261: Application for a’Canada Revenue Agency individual tax number 
(ITN) for non-residents; T2062: Request by a non-resident of Canada for a certificate 
of compliance related to the disposition of taxable Canadian property; T2062A: Re- 
quest by a non-resident of Canada for a certificate of compliance related to the disposi- 
tion of Canadian ‘resource or timber resource property, Canadian real property (other 
than capital property), or depreciable taxable Canadian property;'T2062A SCH 1: Dis- 
position of Canadian resource. property by non-residents. 


(2) Certificate in respect of proposed disposition — Where 
a non-resident person, who has sent to the Minister a notice under 
subsection (1) in respect of a, proposed. Papasan of any, property, 
has 


(a) paid to the Receiver General, as or on account of tax under 
this Part payable by the non-resident person for the year, 25% of 
the amount, if any, by which the estimated amount set out in the 
notice in accordance with paragraph (1)(c) exceeds the amount 
set out in the notice in accordance with paragraph (1)(d), or 


(b) furnished the Minister with security acceptable to the Min- 
ister in respect of the proposed disposition of the property, 


the Minister shall, forthwith issue to. the non-resident person and. the 
proposed purchaser. a certificate in prescribed form in respect of the 
proposed disposition, fixing therein an amount (in this section. re- 
ferred to as the “certificate limit’) equal to the estimated amount set 
out in the notice in accordance with paragraph (1)(c). 


Related Provisions: 116(5) — Non-residents — Liability of purchaser, L64(1. 6) — 
Security not to be released while appeal pending. 


History: Subsec. 116(2) amended by 2001, c. 17, subsec. 91(2) to replace the percent- 
age “33 1/3%” with “25%”, applicable to taxation years that end after February 27, 
2000, except that, for a taxation year that ended after February 27, 2000 and before 
October 18, 2000, it shall be read as a reference to “30%”. 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of s, 116. is 


(3) Notice to Minister — Every non-resident person who in-a tax- 
ation year disposes of any taxable Canadian property of that person 
(other than property described in subsection (5.2) and excluded pro- 
perty) shall, not later than 10 days after the disposition, send to the 
Minister, by registered mail, a notice setting out 


(a) the name and address of the person to whom the non-resident 
person disposed of the property (in this section referred to as the 
“purchaser’’), 


(b) a description of the property sufficient to identify it, and 


S. 116(5)(c) 


(c) a statement of the proceeds of disposition of the property and 
the amount of its adjusted cost base to, the non-resident person 
immediately before the disposition, 


unless the non-resident person has, at any time esond the disposi- 
tion, sent to the Minister a notice under subsection (1) in respect of 
any proposed disposition of that property and 


(d) the purchaser was the proposed purchaser referred to in that 
notice, 


(e) the estimated amount set out in that notice in accordance 
with paragraph (1)(c) is equal to, or greater than the proceeds of 
disposition of the property, and 


(f) the amount set out in that notice in accordance with para- 
graph (1)(d) does not exceed the adjusted cost base to the non- 
resident person ofthe’ property immediately before’ the 
disposition. 
Related Provisions: ..116(6) — Excluded property; 162(7)— Penalty for failure to 
send notice; 238(1) — Offences; 248(7) — Mail deemed. received on day mailed. 


History: The, opening words of subsec. 116(3) amended by. 1998, c., 19, subsec: 
133(2), applicable after April 26, 1995. The opening words formerly read: 


116. (3) Every non-resident person who in a taxation year has made a disposition 
of any taxable Canadian property of that person (other than depreciable property 
or excluded property) shall, not later than 10 days after the day on which the 
disposition was made, send to the Minister, by registered mail, a notice setting 
out 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars, at 
end of s. 116. 


Forms: T1261: Application for a Canada Revenue Agency individual tax number 
(ITN) for non-residents; T2062: Request by a non-resident of Canada for a certificate 
of compliance related to the disposition of taxable'Canadian property; T2062A: Re- 
quest by a non-resident of Canada for a certificate of compliance related to the disposi- 
tion of Canadian resource or timber resource property, Canadian real property (other 
than capital property), or depreciable taxable Canadian property; T2062A SCH 1: Dis- 
position of Canadian resource property by non-residents. 


(4) Certificate in respect of property disposed of — Where 
a non-resident person who has sent to the Minister’a notice under 
subsection (3) in respect of a disposition of any property has 


(a) paid to the Receiver General, as or on account of tax under 
this Part payable by the non-resident person for the year, 25% of 
the amount, if any, by which the proceeds of disposition of the 
property exceed the adjusted cost base to the non-resident per- 
son of the property immediately before the disposition, or 


(b) furnished the Minister with security acceptable to the Min- 
ister in respect of the disposition of the property, 


the Minister shall forthwith issue to the non-resident person and the 
purchaser a certificate in iE nai form in respect of. the 
disposition. 

Related Provisions: 116(5) — Non-residents — liability of purchaser; 164(1.6) — 
Security not to be released while appeal pending. 


History; Subsec, 116(4) amended by 2001, c, 17, subsec. 91(2) to replace the percent- 
age “33 1/3%” with “25%”, applicable to taxation years that end after February 27, 
2000, except that, for a taxation year that ended after February 27; 2000: and before 
October 18, 2000, it shall be read as a reference to’ “30%”. 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of s. 116. : 


(5) Liability of purchaser — Where in a taxation year a pur- 
chaser has acquired from a non-resident person any taxable Cana- 
dian property (other than depreciable property or excluded pro- 
perty) of the non-resident person, the purchaser, unless 


(a) after reasonable inquiry the purchaser had no reason to be- 
lieve that the non-resident person was not resident in Canada, 
(a.1) subsection (5.01) applies to the acquisition, or 

(b) a certificate under subsection (4) has. been issued to. the pur- 
chaser by the Minister in respect of the. property, 


is liable to pay, and shall remit to the Receiver General within 30 
days after the end of the month in which the purchaser acquired the 
property, as tax under this Part for the year on behalf of the non- 
resident person, 25% of the amount, if any, by which 


(c) the cost to the purchaser of the property so acquired 


825 


S. 116(5) 


exceeds 


(d) the certificate limit fixed by the certificate, if any, issued 
under subsection (2) in respect of the disposition of the property 
by the non-resident person to the purchaser, 


and is entitled to deduct or withhold from any amount paid or 
credited by the purchaser to the non-resident person or otherwise 
recover from the non-resident person any amount paid by the pur- 
chaser as such a tax. 


Proposed Amendment — Refunds of amounts 


assessed to another person under 116(5) 


Federal Budget, Notice of Ways and Means Motion and ‘Supplementary 


Information, March 4, 2010: See under 1641 Do 


Related Provisions: 116(2) — Certificate in respect of proposed disposition; 
116(4) — Certificate in respect of property disposed of; 116(6) — Excluded property; 
164(1.5)(c)(ii) — Late refund of amount overpaid due to assessment under 116(5); 
227(9) — Failure to remit tax — penalty; 227(9.3) — Interest on tax not paid; 
227(10.1) — Assessment; 248(7) — Mail deemed received on day mailed. 


History: Para. 116(5)(a.1) added by 2008, c. 28, subsec. 14(1), applicable in respect of 
dispositions of property that occur after 2008. 


Subsec. 116(5) amended by 2001, c. 17, subsec. 91(2) to replace the percentage “33 
1/3%” with “25%”, applicable to taxation years that end after February 27, 2000, ex- 
cept that, for a taxation year that ended after February 27, 2000 and before October 18, 
2000, it shall be read as a reference to “30%”. 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of s. 116. 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


CRA Audit Manual: 12.13.0: Disposals of taxable Canadian property; 15.2.12: Dis- 
position of taxable Canadian property by, a non-resident; 15.10.10: Section 116 audit 
guide and reference manual. 


(5.01) Treaty-protected property — This subsection applies to 
the acquisition of a property by.a person (referred to in this subsec- 
tion as the “purchaser’’) from a non-resident person if 


(a) the purchaser concludes after reasonable inquiry that the 
non-resident person is, under a tax treaty that Canada has with a 
particular country, resident in the particular country; 


(b) the property would be treaty-protected.property of the non- 
resident person if the non-resident person were, under. the tax 
treaty referred to in paragraph (a), resident in the particular 
country; and 


(c) the purchaser provides notice dee subsection (5.02) in re- 
spect of the acquisition. 


Related Provisions: 116(5)(a.1), (5.3)(a), (6)@) — No certificate required. 


History: Subsec. 116(5.01) added by 2008, c. 28, subsec. 14(2), applicable in respect 
of dispositions of property that occur after 2008. 


Forms: T2062C; Notification of an acquisition of treaty-protected property from a 
non-resident vendor. 


(5.02) Notice by purchaser in respect of an acquisition of 
property — A person (referred to in this subsection as the “pur- 
chaser”) who acquires property from a non-resident person provides 
notice under this subsection in respect of the acquisition if the pur- 
chaser sends to the Minister, on or before the day that is 30 days 
after the date of the acquisition, a notice setting out 


(a) the date of the acquisition; 

(b) the name and address of the non-resident person; 

(c) a description of the property sufficient to identify it; 

(d) the amount paid or payable, as the case may be, by the pur- 
chaser for the property; and 


(e) the name of the country with which Canada has concluded a 
tax treaty under which the property is a treaty-protected property 
for the purposes of subsection (5.01) or (6.1), as the case may 
be. 


Related Provisions: 
property. 


History: Subsec. 116(5.02) added by 2008, c. 28, subsec. 14(2), applicable in respect 
of dispositions of property that occur after 2008. 


116(6.1) — Property subject to notice is’ treaty-exempt 


Income Tax: Act, Part I 


(5.1) Gifts, etc. — If a non-resident person has disposed of or pro- | 


poses to dispose of a life insurance policy in Canada, a Canadian 
resource property or a taxable Canadian property other than 


(a) excluded property, or 


(b) property that has been transferred or distributed,on or after 
the non-resident person’s death and as a consequence thereof 


to any person by way of gift inter vivos or to a person with whom 
the non-resident person was not dealing at arm’s length for no pro- 
ceeds of disposition or for proceeds of disposition less than the fair 
market value of the property at the time the non-resident person so 
disposed of it or proposes to dispose of it, as the case may be, the 
following rules apply: 


(c) the reference in paragraph (1)(c) to “the proceeds of disposi- 
tion to be received by the non-resident person for the property” 
shall be read as a reference to “the fair market value of the pro- 
perty at the time the non-resident person proposes to dispose of 
ite; 

(d) the references in subsections (3) and (4) to “the proceeds of 
disposition of the property” shall be read as references to “the 
fair market value of the property immediately before the 
disposition’, 

(¢) the references in subsection (5) to “the cost to the purchaser 
of the property so acquired” shall be read as references to “the 
fair market value of the property at the time it was so acquired”; 
and 


(f) the reference in subsection (5.3) to “the amount payable by 
the taxpayer for the property so acquired” shall be read as a ref- 
erence to “the fair market value of the property at the time it was 
so acquired”’. 

Related Provisions: 116(6) — Excluded property. 


History: The opening words of subsec. 116(5.1) amended by 2001, c. 17, subsec. 
91(3),:applicable after October 1, 1996. The opening words formerly. read: 
(5.1) Idem — Where a non-resident person has disposed of or proposes to dis- 
pose of a life insurance policy in Canada, a Canadian resource property or any 
property that is or would, if the non-resident person disposed of it, be taxable 
Canadian property of the non-resident person other than 
Interpretation Bulletins: IT-150R2: Taxable Canadian property — acquisition from 
a non-resident of certain property on death or mortgage foreclosure or by virtue of a 
deemed disposition (archived). See also Interpretation Bulletins and Information Circu- 
lars at.end of s. 116. 
Forms: 12062B: Notice of disposition of life insurance policy in Canada by a non- 
resident; T2062B SCH 1: Certification and remittance notice, 


(5.2) Certificates for dispositions — If a non-resident person 
has, in respect of a disposition or proposed disposition to a taxpayer 
in a taxation year of property (other than excluded property), that is 
a life insurance policy in Canada, a Canadian resource property, a 


property (other than capital property) that is real property situated in - 


Canada, a timber resource property, depreciable property that is a 
taxable Canadian property or any interest in or option in respect of a 
property to which this subsection applies (whether or not that pro- 
Praty exists), 


" Proposed Amendment — 116(5.2) opening words _ 


6: 2) Certificates for dispositions — — Ifa non-resident person 
has, in respect of a disposition, or a proposed disposition, in al me 
ation year to a taxpayer of property (other than excluded - property 

that is a life insurance policy in Canada, a Canadian resource apio 
perty, a property (other than capital property) that is real p pert ca ; 
or an immovable, situated in Canada, a timber resource property, 
depreciable property that is a taxable Canadian property, eligible 
capital property that is a taxable Canadian property or any interest 
in, or for civil law any right in, or any option in respect of,.a pro-- 
perty to which this jeubseation ADPUSS) resin or; ak that PFOn 9 
perty exists), ° sop cteaein 
Application: The July 16, 2010 deat esiiics Part 1— testyieat, subsec. 64(1), 
will amend the opening \ words of subsec. 116. 2, to Bees as above, eee ha 
December 23, 1998. 
Technical Notes (July 2010): Section 116 sets out rules that dol Aiea! a Aone 
resident person disposes of any of certain types of property. Subsection 116(5.2) al- 
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Division D — Taxable Income Earned in'Canada by Non-Residents 


- : rope 
12 nded | to include : mong 


y that is a tax oe 


(a) paid to the Receiver General, as. or on account.of tax under 
this Part payable by the non-resident person for the year, such 
amount as is acceptable. to, the, Minister in respect of the disposi- 
tion or proposed disposition of the property,..or 


(b) furnished the Minister with security acceptable to the Min- 
ister in respect of the disposition.or proposed disposition of the 
property, 
the Minister shall forthwith j issue to the non-resident person and. to 
the taxpayer a certificate in prescribed form in respect of the dispo- 
sition or proposed disposition fixing therein an amount equal to the 
proceeds of disposition, proposed proceeds of’ disposition or such 
other amount as is reasonable in the circumstances. 


Related Provisions: 116(5.1), (5.3) — Liability of purchaser; 164(1.6) — Security 

not to be released while appeal pending; 248(4) — Interest in real property. 

History: The opening words of subsec. 116(5.2) amended by 2001, c. 17, subsec. 

91(4), applicable after October 1, 1996. The opening words formerly read: 
(5:2) Where a non-resident person has, in respect of a disposition or proposed 
disposition to a taxpayer in a taxation year of property (ether than excluded pro- 
perty) that is a life insurance policy, in Canada, a Canadian-resource property, a 
property (other than capital property) that is real property situated in Canada, a 
timber resource property, depreciable property that is or would, if the non-resi- 
dent person disposed of it, be a taxable Canadian property of the non-resident 
person or any interest in, or option in respect of, a property to which this subsec- 
tion applies (whether or not the property exists), ' 

The opening words of subsec. 116(5.2) amended by 1998, c. 19, subsec. 133(3), appli- 

cable to dispositions that occur after 1996. The opening words formerly read: 


116. (5.2) Where a non-resident person has, in respect. of a disposition or pro- 
posed disposition to a taxpayer in a taxation year of a life insurance policy in 
Canada of the non-resident person, a Canadian resource property of the non- 
resident person, a property (other than capital property) that is real property situ- 
ated in Canada of the non-resident person (including any interest therein or op- 
tion in respect thereof, whether or not the property is in existence), a timber 
resource property of the non-resident person or any interest therein or option in 
respect thereof, or depreciable property that is or would, if the non-resident per- — 
son disposed of it, be a taxable Canadian property of the non-resident person, 


That portion of subsec. 116(5.2) preceding para. (a) substituted by 1994, c. 7, Sch. I 
(1991, c. 49), s..87, applicable to dispositions occurring after February 20, 1990, other 
than dispositions pursuant to agreements in writing entered, into, before February 21, 
1990. That portion formerly read: 


(5.2) Where a non-resident person has, in respect of a Ai@pORIGON or proposed 

disposition to a taxpayer in a taxation year of a life insurance policy in Canada of 

the non-resident person, a Canadian resource property of the non-resident person 

or depreciable property that is or would, if the non-resident person disposed of it; 
‘be taxable Canadian property of the non-resident person, 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of s. 116. 


(5.3) Liability of purchaser in certain cases — Where in a 
taxation year a taxpayer has acquired from) a non-resident person 
property referred to in ‘subsection (5.2), 


(a) the taxpayer, unless subsection (5.01) applies to the acquisi- 
tion or unless after reasonable inquiry the taxpayer had no rea- 
son to believe that the non-resident person was not resident in 
Canada, is.liable to pay, as tax under this Part for the year on 
behalf of the non-resident person, 50% of the amount, if any, by 
which 


(i) the amount payable by the taxpayer for the’ property so 
acquired 

exceeds 
(ii) the amount fixed in the certificate, if any, issued ticles 


subsection (5.2) in respect of the disposition of the property 
by the non-resident person to, the taxpayer 


and is entitled to deduct or withhold from any amount paid or 
credited by the taxpayer to the non-resident person or to other- 


S. 116(6)(f) 


wise recover from the non-resident person any amount paid by 
the taxpayer as such a tax; and 

(b) the taxpayer shall, within 30 days after the end of the month 
in which the taxpayer acquired the property, remit to the Re- 
ceiver General the tax for which the taxpayer is liable under par- 
agraph (a). 


Related Provisions: 164(1.5)(c)(ii) — Late refund of amount overpaid due to as- 
sessment under 116(5.3); 227(9) — Failure to remit tax — penalty; 227(9.3) — Interest 
on tax not paid; 227(10.1) — Assessment; 248(7) — Mail deemed received on op 
mailed, 


History: The opening words of para. 116(5.3)(a) amended to substitute “unless sub- 

section (5.01) applies to the acquisition or unless after reasonable” for “unless after 

reasonable”, by 2008, c. 28, subsec. 14(3), applicable in respect of dispositions of pro- 
perty that occur after 2008. 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of s. 116. 


(5.4) Presumption — Where there has been a disposition by a 
non-resident of a life insurance policy in Canada by virtue of sub- 
section 148(2) or any of paragraphs (a) to (c) and (e) of the defini- 
tion “disposition” in subsection 148(9), the insurer under the policy 
shall, for the purposes of subsections (5.2) and (5.3) be deemed to 
be the taxpayer who acquired the property for an amount equal to 
the proceeds of disposition as determined under section 148. 


Interpretation Bulletins: See Interpretation Bulletins and Information Circulars at 
end of. s. 116. 


(6) Definition of “excluded property” 
this section, 


— For the purposes of 
“excluded property” of a non-resident person means 


(a) a property that is a taxable Canadian property solely because 
a provision of this Act deems it to be a taxable Canadian 
property; 

(a.1) a property (other than real property situated in aeien a 
Canadian resource property or a timber resource property) that is 
described in an inventory of a business carried on in Canada by 


(b) a security that is 
(i) listed on a recognized stock exchange, and 
(ii) either < 
(A) a share of the capital stock of a corporation, or 
(B), SIFT wind-up entity equity; 
(c) a unit of a mutual fund trust; 


(d) a bond, debenture, bill, note, mortgage, hypothecary claim or 
similar obligation; 


(e) property of a non-resident insurer that 


(i) is licensed or otherwise authorized under the laws of Can- 
ada or a province to, carry on an insurance business in Can- 
ada; and 
(ii) carries on an insurance business, within the meaning of 
subsection 138(1) of the Act; in Canada; 
(f) property of an authorized foreign bank that is used or held in 
the course of the bank’s Canadian banking business; 


_ Proposer | Amendm nt — 116(6)(f) 


~ nadian banking business; 


Application: The July 16, 2010 draft legislation eae 1 —technical), subsec. se a 
will amend para. 116(6)(f) to read as above, applicable after June 27,1999. 
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S. 116(6)(f) 


Technical Notes (July 2010): Subsection 116(6) defines “excluded property” for 
the purposes of section 116. Paragraph 116(6)(f) defines the “excluded property” of 
an authorized foreign bank. 


Paragraph 116(6)(f) currently treats as an excluded Be any pperty of an au- 
thorized foreign bank that is used or held in the bank’s “Canadian banking business” 

(defined in subsection 248(1)). The paragraph is amended to treat as excluded pro- 
perty all of the property of an authorized foreign bank that carries on a Canadian 
banking business. As a result, the treatment of authorized foreign banks will in this 
respect be comparable to the treatment of non-resident insurers. 


Letter from Dept. of Finance, Dec. 18, idle 


Dear [xxx]: 


I am writing in reply to your letter of October 24, 2001, regardin; the conversion 
rules of foreign bank branches, particularly subsection 142.7(8) and subparagraph : 
212(1)(b)(vii) of the Income Tax Act, as well as your letter of November 13, 2001 
regarding the application of section 116 of the Act where an Be pinnciin foreign bank 
disposes of its eee to a Canadian resident. J 


You suggest that it would be difficult for the purchaser of a taxghle: Costes; pro- 
perty from an authorized foreign bank to determine if the property were used in the — 
bank’s Canadian banking business, and thus was an “excluded property” under sec- 
tion 116 such that the transaction would have no withholding implications. “There- _ 
fore, you request that the purchaser be exempt from the withholding obligation in a — 
manner similar to ae relief guy for the asin of Part XII and pints 
105. . 


We understand the difficulty facing as an as a& ays are prepared to fec- 
ommend amendments to alleviate the compliance burden of purchasers acquiring tax- 
able Canadian properties from an authorized foreign | bank similar to the relief availa- 
ble to qualified non-resident insurance corporations: described i in Regulation oo. 


It is also our intention to recommend that the above-noted changes be effective after — 
June 27, 1999, coinciding with the other aspects of the taxation rules of authorized a 
foreign bank. While I can offer no assurance that the Minister will accept our recom- _ 
mendations, we expect that measures along the lines I have described will be in- 
cluded in the next package of draft income tax technical amendments., 


I trust that the above will satisfy. your requirements. . 


Yours sincerely, . 


y 


Brian Ernewein, Director, Tax ieeiagol Divison Tax Policy Reiach 
Letter from Dept. of Finance, July 13, 2001: See under 212(13.3). 
(g) an option in respect of property referred to in any of 


paragraphs (a) to (f) whether or not such property is in 
existence; 


(h) an interest in property referred to in any of paragraphs (a) to 
(g); and 


Proposed Amendment — 116(6)(h) _ 


Application: The July 16, 2010 draft legislation (Part 2 — _ bijuralism), subsec. 


212(2), will amend para. 116(6)(h) by substituting “an interest, or for civil law a 7 
for “an interest”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(i) a property that is, at the time of its CispOsiiy a treaty-ex- 
empt property of the person. 
Related Provisions: 55(6) — Reorganization share deemed listed on designated 
stock exchange for purposes of 116(6); 87(10) — New share issued on amalgamation 
of public corporation deemed listed; 150(5) — Disposition: of excluded property may 
be “excluded disposition” not requiring tax return. 


History: Para. 116(6)(b) amended by 2009, c. 2, s. 32, applicable after July 14, 2008. 
The para. formerly read: 


(b) a share of a class of shares of the capital stock of a corporation that is listed 
on a recognized stock exchange; 


Para. 116(6)(i) added by 2008, c. 28, subsec. 14(4), applicable in respect of dispositions 
of property that occur after 2008. 


Para. 116(6)(b) amended to substitute “recognized stock exchange” for “prescribed 
stock exchange” by 2007, c. 35, s.33, applicable after December 13, 2007. 


Paras. 116(6)(a) and (b) amended, and para. (a.1) added, by 2001, c. 17, subsec. 91(5), 
paras. (a) and (a.1) applicable after October 1, 1996 and para. (b) applicable after June 
27, 1999. Paras. 116(6)(a) and (b) formerly read: 

(a) property described in subparagraph 115(1)(b)(xii); 

(b) a share of a class of the capital stock of a corporation that is listed on a 

prescribed stock exchange, or an interest in the share; 


Para. 116(6)(d) amended by the said c. 17, s. 212, to add the words “hypothecary 
claim”, in force on June 14, 2001. 


Income Tax Act, Part I 


Para. 116(6)(e) amended, and paras. (f) to (h) added, by the said c. 17, subsec. 91(6), 
applicable after June 27, 1999. Para. (e) formerly read: 


(e) any other property that is prescribed to be excluded property. 


Paras, 116(6)(a) and (b) amended by 1998, c. 19, subsec. 133(4), applicable after April 
26, 1995, except in respect of the disposition of a property before 1996 
(a) to a person who was obliged on April 26, 1995 to acquire the property pursuant 
to the terms of an agreement in writing made on or before that day (and, for the 
purpose of this paragraph, a person shall be considered not to be obliged to acquire 
property where the person can be excused from the obligation if there is a change 
to the Act or if there is an adverse assessment under the Act); or 
(b) pursuant to a prospectus or similar document filed with the relevant securities 
authority before April 27, 1995. 


Paras. 116(6)(a) and (b) formerly read: 

(a) property described in subparagraph 115(1)(b)(ix); 

(b) a share of the capital stock of a public corporation, or an interest therein; 
Regulations: 810 [to be repealed] (property prescribed to be excluded property). 


(6.1) Treaty-exempt property — For the purpose of subsection 
(6), a property is a treaty-exempt property of a non-resident person, 
at the time of the non-resident person’s disposition of the property 
to another person (referred to in this subsection as the “purchaser”), 
if 
(a) it is, at that time, a treaty-protected property of the non-resi- 
dent person; and 


(b) where the purchaser and the non-resident person are related 
at that time, the purchaser provides’ notice under subsection 
(5.02) in respect of the disposition. 


History: Subsec. 116(6.1) added by 2008, c. 28, subsec. 14(5), applicable in respect of 
dispositions of property that occur after 2008. 


(7) Application of subsec. 138(12) — The definitions in sub- 
section 138(12) apply to this section. 


Origin of subsec. 116(7): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsec. 138(12)). 


Selected Cases [s. 116]: RCI Trust (Trustee of) v. MNR, [2010] 3 C.T.C. 24 (FCA), 
rev’g [2009] 5 C.T.C. 85 (FC) (Possible treaty exemption does not extinguish require- 
ment to obtain certificate); Merlis Investments Ltd. v. MNR, [2001] 1 C.T.C. 57 
(FCTD) (Minister sought to apply provision to taxpayers not party to transaction). 


Definitions [s. 116]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “arm’s 
length” — 251(1); “authorized. foreign bank”,“‘bank’’, “business” — 248(1); “Can- 
ada” — 255, Interpretation Act 35(1); “Canadian banking business” — 248(1); “Cana- 
dian resource property” — 66(15), 248(1); “capital property” — 54, 248(1); “class of 
shares” — 248(6); “consequence” — 248(8); “corporation” — 248(1), Interpretation 
Act 35(1); “depreciable property” — 13(21), 248(1); “disposition” — 248(1); “eligible 
capital property” — 54, 248(1); “excluded property” — 116(6); “immovable” — Que- 
bec Civil Code art. 900-907; “insurer” — 248(1); “interest” in real property — 248(4); 
“inventory” — 248(1); “life insurance policy in Canada” — 138(12), 248(1); 
“listed” — 87(10); “Minister” — 248(1); “month” — Interpretation Act 35(1); “mutual 
fund — trust” — 132(6)-(7), 132.2(3)(n), 248(1); “non-resident”, “person”, “pre- 
scribed” — 248(1);. “property” — 248(1); “province” — Interpretation Act 35(1), 
“public corporation” — 89(1), 248(1); “recognized stock exchange” — 248(1); “re- - 
lated” — 251(2)-(6); “resident” — 250; “security” — Interpretation Act 35(1); “SIFT 
wind-up entity equity’, “share”, “tax treaty”, “taxable Canadian property’ — 248(1); 
“taxation year” — 249, 250.1(a); “taxpayer” — 248(1); “timber resource property”, — 
13(21), 248(1); “treaty-exempt property” — 116(6.1); “treaty-protected property” — 
248(1). See also 116(7). 


Interpretation Bulletins [s. 116]: IT-150R2: Acquisition from non-resident of 
certain property on death or mortgage foreclosure or by virtue of a deemed disposition + 
(archived); IT-474R2: Amalgamations of Canadian corporations. 


Information Circulars [s. 116]: 72-17R5: Procedures concerning the disposition of 
taxable Canadian property by non-residents of Canada — section 116. 


DIVISION E — COMPUTATION OF TAX 


Subdivision a — Rules Applicable to 
Individuals 


117. (1) Tax payable under this Part — For the purposes of this 
Division, except section 120 (other than subparagraph (a)(ii) of the 
definition “tax otherwise payable under this Part” in subsection 
120(4)), tax payable under this Part, tax otherwise payable under 
this Part and tax under this Part shall be computed as if this Part 
were read without reference to Division E.1. 
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Subdivision a — Computation of Tax: Individuals 


History: Subsec. 117(1) amended by 2000, c. 19, subsec: 22(1), applicable to 1998 et 
seq. except that, in its application to the 1998 and 1999 taxation years, the reference to 
“subparagraph (a)(ii)” shall be read as a reference to “paragraph (b)”. The subsec. for- 
merly read: 
(1) For the purposes of this. Division, except section 120: (other than paragraph 
(b) of the definition “tax otherwise payable under this Part” in subsection 120(4)) 
and section 120.1 (other than subsection 120.1(2)), tax payable under this Part, 
tax otherwise payable under this Part and tax under this Part shall be computed 
as if this Part were read without reference to Division E.1. 


(2) Rates for taxation years after 2008 — The tax payable 
under this Part by an individual on the individual’s taxable income 
or taxable income earned in Canada, as the case may be (in this 
subdivision referred to as the “amount taxable’) for a taxation year 
is 


(a) 15% of the amount taxable, if the amount taxable is equal to 
or less than the amount determined for the taxation year in re- 
spect of $40,726!7; 


(b) if the amount taxable is greater than abs Teel? and is equal 
to or less than $81,452!7, the maximum amount determinable in 
respect of the taxation year under paragraph (a), plus 22% of the 
amount by which the amount taxable exceeds $40,726!” for the 
year; 

(c) if the amount taxable is greater than $81,452!7, but is equal 
to or less than $126,264!7, the maximum amount determinable 
in respect of the taxation year under paragraph (b), plus 26% of 
the amount by which the amount taxable exceeds $81,452!” for 
the year; and 


(d) if the amount taxable is greater than $126,264!7, the maxi- 
mum amount determinable in respect of the taxation year under 
paragraph (c), plus 29% of the amount by which 'the amount tax- 
able exceeds $126,264! for the year. 


Related Provisions: 117(1) — Minimum tax to be ignored for purposes of 117(2); 
117(3) — Minimum thresholds for 2004; 117.1(1) — Indexing for inflation; 120(2) — 
Rate reduction for residents of Quebec; 122 — Top rate of tax payable by inter vivos 
trust; 127.5 — Minimum tax; 180.2 — “Clawback” tax on old age security. 


History: Subsec. 117(2) amended by 2009, c. 2, s. 33, applicable to 2009 et seq. The 
subsec. formerly read: 


(2) Rates for taxation years after 2006 — The tax payable under this Part by 
an individual on the individual’s taxable income or taxable income earned in 
Canada, as the case may be (in this subdivision referred to as the “amount taxa- 
ble”) for a taxation year is 


(a) 15% of the amount taxable, if the amount taxable is equal to or Pa than 
the amount determined for the taxation year in respect of $36, 3781 


(b) if the amount pxable 3 is greater than the amount determined for the year 
in respect of $36, 37818 and is equal to or less than the amount determined 
for the year in respect of $72,756" °, the amount determined in respect of the 
taxation year under paragraph (a) plug 22% of the amount by which the 
amount taxable exceeds the amount determined in respect of $36, 37818 for 
the year; 


(c) if the amount faxablert is greater than the amount determined for the year 
in respect of $72,756 18, but is eapal to or less. than the amount determined 
for the year in respect of $118,285!8° the total of the amounts determined in 
respect of the taxation year under panigeaphs (a) and (b) plus 26% of the 
amount by wich the amount taxable exceeds the amount determined in re- 
spect of $72,756!8. and 


(d) if the amount taxable is greater than the amount that would be deter- 
mined for the year in respect of $1 18,285!8. the total of the amounts deter- 
mined in respect of the taxation year under paragraphs (a), (b) and (c) plus 
29% of the amount by which the amount taxable exceeds the amount deter- 
mined in respect of $118,285!8 
Para. 117(2)(a) amended to substitute “15%” for “15.5%” by 2007, .c. 35, s. 179, appli- 
cable to 2007 et seq. 
Paras. 117(2)(c) and (d) amended by 2007, c. 2, s. 18, applicable to 2007 et seq. Paras. 
(c) and (d) formerly read: 


(c) if the amount pat is greater than the amount determined for the year in 
respect of $72,756!8, but is equal to or less than the amount determined for the 
year in respect of $1 18, 82518 the total of the amounts determined in respect of 
the taxation year under paragraphs (a) and (b) plus 26% of the amount ay which 
the amount taxable exceeds the amount determined in respect of $72,756 18. ; and 


17Indexed by 117.1 after 2009 — ed. 
18tndexed by 117.1 after 2005 — ed. 


S. 117(2) 


(d) if the amount taxable is caer than the amount that would be determined for 
the year in respect of $118,825 18 the total of the amounts determined in respect 
of the taxation year under paragraphs (a), (b), and (c) plus 29% of the amount by 
which oo amount taxable exceeds the amount determined in. respect of 
$118,82518 


Subsec. 1170) amended by 2006, c. 4, subsec. 58(3), applicable to 2007 et seq. It 
formerly read: 


(2) Rates for the 2006 taxation year — The tax payable under this Part by an 
individual on the individual’s taxable income or taxable income earned in Can- 
ada, as the case may be (in this subdivision referred to as the “amount taxable’’) 
for the 2006 taxation year is 


(a) 15.25% of the amount taxable, if the amount taxable is equal to or less 
than $36,378; 


(b) $5,548 plus 22% of.the amount by which the amount taxable exceeds 
$36,378, if the amount taxable is greater than $36,378 and is equal to or less 
than $72,756; 


(c) $13,551 plus 26% of the amount by which the amount taxable exceeds 
$72,756, if the amount taxable is.greater than $72,756 and is equal to or less 
than, $118,285; and 


(d) $25,388 plus 29% of the amount Be which the amount taxable exceeds 
$118,285, if the amount taxable is greater than $118,285. 


Subsec. 117(2) amended by 2006, c: 4; subsec. 58(2), applicable to 2006. It formerly 
read: 


(2) Rates for the 2005 taxation year — The tax payable under this Part by an 
individual on the individual’s taxable income or taxable income earned in Can- 
ada, as the case may be (in this subdivision referred to as the “amount taxable’) 
for the 2005 taxation year, is 


(a) 15% of the amount taxable, if the amount esti is celicl to or less than 
$35,595; 


(b) $5,339 plus 22% of the amount by which the amount taxable exceeds 
$35,595, if the amount taxable is greater than $35,595 and is equal to or less 
than $71,190; 

(c) $13,170 plus 26% of the amount by which the amount taxable exceeds 


$71,190, if the amount taxable is greater than $71,190 and is equal to or less 
than $115,739; and 


(d) $24,753 plus 29% of the amount by which the amount taxable exceeds 
$115,739, if the amount taxable is greater than $115,739. 


Subsec. 117(2) amended by 2006, c. 4, subsec. 58(1),; applicable to 2005. It formerly 
read: 


(2) Rates for years after 2000 — The tax payable under this Part by an indivi- 
dual on the individual’s taxable income or taxable income earned in Canada, as 
the case may be, (in this subdivision referred to as the “amount taxable”) for a 
taxation year is sees 
(a) 16%. of the, amount taxable, if the amount taxable does not exceed 
$30,754; 


(b) $4,921 plus 22% of the amount by which' the amount taxable exceeds 
$30,754, if the amount taxable exceeds $30,754 and does not..exceed 
$61,509; 
(b.1) $11,687 plus 26% of the amount by which the amount taxable exceeds 
$61,509, if the amount taxable exceeds $61,509 and does not exceed 
$100,000; and 
(c) $21,695 plus 29% of the amount by which the amount taxable exceeds 
$100,000, if the amount taxable exceeds $100,000. 
Subsec. 117(2) amended by 2001, c. 17, subsec. 92(2), applicable,to 2001 et seq. Sub- 
sec. 117(2) formerly read: 
(2) Rate for 2000 — The tax payable under this Part by an individual on the 
individual’s taxable income or taxable income earned in Canada, as the case may 
be, (in this subdivision referred to as the “amount taxable”) for the 2000 taxation 
year is 
(a) 17% of the amount taxable, if the amount taxable does not exceed 
$30,004; 
(b) $5,101 plus 25% of the amount by which the amount taxable exceeds 
$30,004, if the amount taxable exceeds $30,004 and does not exceed 
$60,009; and 
(c) $12,602 plus 29% of the amount by which the amount taxable exceeds 
$60,009, if the amount taxable exceeds $60,009. 
Subsec. 117(2) amended by 2001, c. 17, subsec. 92(1), applicable to the 2000 taxation 
year. Subsec. 117(2) formerly read: 


(2) 1988 and subsequent taxation years rates — The tax payable under this 
Part by an individual on the individual’s taxable income or taxable income 
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earned in Canada, as the case may be, (in this subdivision referred to as the 
“amount taxable”) for the 1988 and subsequent taxation years is 
(a) 17% of the amount taxable if the amount taxable does not exceed 
$27,500; 19 
(b) $4,67519 plus 26% of the amount by which the amount taxable exceeds 
$27,500!9 if the amount taxable exceeds $27,50019 and does not exceed 
$55,00019; and 
(c) $1 1,82519 plus 29% of the amount by which the amount taxable exceeds 
$55,000.19 
Selected Cases: Guillemette v. R., [1997] 3 C.T.C. 2797 (TCC) (Progressive tax 
rates not unconstitutional). 
Interpretation Bulletins: IT-406R2: Tax payable by an inter vivos trust; IT-513R: 
Personal tax credits; IT-515R2: Education tax credit; IT-516R2: Tuition tax credit; IT- 
519R2: Medical expense and disability tax credits and attendant care expense 
deduction. 


CRA Audit Manual: 15.2.15: Tax calculations. 


(2.1) Tax payable — WITB advance payment — The tax pay- 
able under this Part on the individual’s taxable income for a taxa- 
tion year, as computed under subsection (2), is deemed to be the 
total of the amount otherwise computed under that subsection and, 
except for the purposes of sections 118 to 118.9, 120.2, 121, 122.3 
and subdivision c, the total of all amounts received by the indivi- 
dual in respect of the taxation year under subsection 122.7(7). 


History: Subsec. 117(2.1) added by 2007, c. 35, s. 34, applicable to 2008 et seq. 


(3) Minimum thresholds for 2004 — Each of the amounts of 
$30,754, $61,509 and $100,000 referred to in subsection (2) is 
deemed, for the purposes of applying subsection (2) to the 2004 tax- 
ation year, to be the greater of 


(a) the amount that would be used for the 2004 taxation year if 
this section were read without reference to this subsection, and 


(b) in the case of 
(i) the amount of $30,754, $35,000, 
(ii) the amount of $61,509, $70,000, and | 
(iii) the amount of $100,000, $113,804. 
History: Subsec. 117(3) added by 2001, c. 17, subsec. 92(2), applicable to 2001 et seq. 


Note re Provincial Income Tax: In addition to the tax under Part I of the federal 
Act, as above, an individual who resides in or has income earned in any of the prov- 
inces is also subject to provincial income tax. Except for Quebec, which collects its 
own tax on separate income tax returns, each other province imposes a tax that is ex- 
pressed as a percentage of the tax otherwise payable under Part I of the federal Act and 
is collected for the province by the federal government on a joint tax return. For rates 
and surtaxes see introductory pages. 


(4)-(5.2) [Repealed under former Act] 


(6) [Repealed] 


History: Subsec. 117(6) repealed by 2000, c. 19, subsec. 22(2), applicable to 1998 et 
seq. The subsec. formerly read: 


(6) Special table — An individual (other than an individual of a prescribed 
class) whose amount taxable for a taxation year does not exceed a prescribed 
amount may use a table prepared for that year in accordance with prescribed 
rules in computing the amount of the individual’s tax payable under Part I.1 and 
the amount that, but for prescribed provisions of this Act, would be the indivi- 
dual’s tax payable under this Part for the year. 


(7) [Repealed] 


History: Subsec. 117(7) repealed by 1994, c. 7, Sch. VII (1992, c. 48), s. 6, applicable 
to 1993 et seq. Subsec. (7) formerly read: 


(7) Notch provision — Where the tax otherwise payable under this Part for a 
taxation year by an individual is greater than the total of 


(a) the tax that would be so payable if, in computing the individual’s tax 
payable under this Part for the year, the individual could deduct under sec- 
tion 118.2 payments described in that section made in respect of a person 
who, had the person’s income for the year been nil, would have been a de- 
pendant in respect of whom the individual could have deducted an amount 
under section 118 in computing the individual’s tax payable under this Part 
for the year; and 


(b) 68% of the amount by which the income for the year of the person re- 
ferred to in paragraph (a) exceeds $6,000!9, 
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the tax otherwise payable under this Part for the year may be reduced to that 
total. i 
Definitions [s. 117]: “amount” — 248(1); “amount taxable” — 117(2); “individual”, 
“person”, “prescribed” — 248(1); “tax payable” —117(1), 248(2); “taxable in- 
come” — 2(2), 248(1); “taxable income eamed in Canada” — 115(1), 248(1); “taxa- 
tion year” — 249; “taxpayer” — 248(1). 


Annuai Adjustment of Deductions and Other Amounts 


117.1 (1) Annual adjustment [inflation indexing] — The 
amount of $1,000 referred to in the formula in paragraph 8(1)(s), 
each of the amounts expressed in dollars in» subparagraph 
6(1)(b)(v.1), subsection 117(2), the description of B in subsection 
118(1), subsection 118(2), paragraph (a) of the description of B in 
subsection 118(10), subsection 118.01(2), the descriptions of C and 
F. in subsection 118.2(1), subsections 118.3(1), 122.5(3). and 
122.51(1) and (2), the amounts of $925 and $1,680 referred to in 
the description of A, and the amounts of $10,500 and $14,500 re- 
ferred to in the description of B, in the formula in subsection 
122.7(2), the amount of $462.50 referred to in the description of C, 
and the amounts of $16,667 and $25,700 referred to in the descrip- 
tion of D, in the formula in subsection 122.7(3), and each of the 
amounts expressed in dollars in Part I.2 in relation to tax payable 
under this Part or Part 1.2 for a taxation year shall be adjusted so 
that the amount to be used under those provisions for the year is the 
total of 


(a) the amount that would, but for subsection (3), be the amount 
to be used under those provisions for the preceding taxation 
year, and 


(b) the product obtained by multiplying 
(i) the amount referred to in paragraph (a) 
by 


(ii) the amount, adjusted in such manner as may be pre- 
scribed and rounded to the nearest one-thousandth, or, where 
the result obtained is equidistant from two consecutive one- 
thousandths, to the higher thereof, that is determined by the 
formula 


—1 


| > 


where 


A. is the Consumer Price Index for the 12 month period that 
ended on September 30 next before that year, and 


B. is the Consumer Price Index for the 12 month period im- 


mediately preceding the period mentioned in the descrip- - 


tion of A. 


Related Provisions: 117(1.1) — Indexing of specific amounts; 122.5(3.1) — Index- 
ing of GST Credit amounts; 122.61(5)— Indexing of Child Tax Benefit; 
207.01(1)“TFSA dollar limit’(b) — Indexing of $5,000 tax-free savings account con- 
tribution limit; 257 — Formula cannot calculate to less than zero, 


History: The opening words of subsec. 117.1(1) amended by 2010, c. 25, s. 22, appli- . 


cable to 2009 et seg. They formerly read: 


117.1 (1) Annual adjustment (indexing) — The amount of $1,000 referred to 
in the formula in paragraph 8(1)(s), each of the amounts expressed in dollars in 
subparagraph 6(1)(b)(v.1), subsection 117(2), the description of B in subsection 
118(1), subsection 118(2), paragraph (a) of the description of B in subsection 
118(10), subsection 118.01(2), the descriptions of C and F in subsection 
118.2(1), subsections 118.3(1), 122.5(3) and 122.51(1) and (2), the amounts of 
$500 and $1,000 referred to in the description of A, and the amounts of $9,500 
and $14,500 referred to in the description of B, in the formula in subsection 
122.7(2), the amount of $250 referred to in the description of C, and the amounts 

~ of $12,833 and $21,167 referred to in the description of D, in the formula in 
subsection 122.7(3), and each of the amounts expressed in dollars in Part 1.2 in 
relation to tax payable under this Part or Part J.2 for a taxation year shall be 
adjusted so that the amount to be used under those provisions for the year is the 
total of 
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The opening words of subsec..117.1(1);amended: by 2007;,¢..35, s..35, peeEhicede to 
2008 et seq. They formerly: read: 


117.1 (1) The amount of $1, 000 teferred ‘to in the formula in paragraph 8(1)(s) 

» and each of the amounts expressed. in dollars in, subparagraph: 6(1)(b)(v.1);sub= + 
section 117(2), the description of B in subsection 118(1), subsection: 118(2), par- 
agraph (a) of the description of B in subsection 118(10), subsection 118.01(2), 
the descriptions of C and F in subsection 118.2(1), subsections 118.3(1), 
122.5(3) and 122.51(1) and (2) and Part I.2 in relation to tax payable under this 
Part or Part I.2 for a taxation year shall be adjusted so that the amount to be used 
under those provisions for the year is, the total. of 


The opening words of subsec. 117.1(1) amended to add reference to 6(1)(b)(v.1) by 
2007, c. 16, s. 4, applicable to taxation years that end after June 22; 2007. 


The opening words of subsec. 117.1(1) amended by 2007, c. 2,'s. 19, applicable’ to 
2008 et seq. They formerly read: 


117.1 (1) Each of the amounts expressed in dollars in subsection 117(2), the 
description of B in subsection 118(1), subsections 118(2) and 118.01(2), the de- 
scriptions of C and F in subsection 118.2(1), subsections 118.3(1), 122.5(3) and 
122:51(1) and (2) and Part I.2 in relation to tax payable under this Part or Part I.2 
for a taxation year shall be adjusted so that the amount to be used under those 
provisions for the year is the totalof 


The opening words of subsec. 117.1(1) amended to replace “subsection 118(2) ” with 
“subsections 118(2) and 118.01(2)”, by 2006, c. 4, s. 59, applicable to 2006 et seq. 


The opening words of subsec. 117.1(1) amended by 2005, c. 19, s. 22, applicable to 
2004 et seg. The opening words formerly read: 


(1) Each of the amounts expressed in dollars in subsection 117(2), the descrip- 
tion of B in subsection 118(1), subsections 118(2), 118.2(1), 118.3(1), 122.5(3) 
and 122.51(1) and (2) and Part I.2 in relation to tax payable under this Part or 
Part 1.2 for a taxation year shall be adjusted so that the amount to be used under 
those provisions for the year is the total of 
The portion of subsec. 117.1(1) before subpara. (d)(ii) amended by 2000, c. 19, subsec. 
23(1), applicable to 2001 et seg. The portion formerly read: 


(1) Each of 


(a) the amount of $6,456 referred to in clause (a)(ii)(B) of the definition 
“preferred beneficiary” in subsection 108(1) in relation to a beneficiary’s 
income. (computed without reference to subsection 104(14)) for a taxation 
year, 


(b) the amounts expressed in dollars in subsection 117(2), paragraphs (b.1) 
to (d) of the description of B in subsection 118(1), subsections 118(2), 
118.2(1) and 118.3(1) and Part [.2 in relation to tax payable: under this aa 
or Part I.2 for a taxation year, 


(b.1) the amounts of $5,000 and $6,000 referred to in subsection (2) and 
paragraphs (a) and (b) of the description of B in subsection 118(1) 1 in relation 
to tax payable under this Part for a taxation year, and © 


(6.2) the amounts expressed in dollars in subsections 122.5(3) and 122.51(1) 
and (2) in relation to tax payable under this Part for a taxation year 


shall be- adjusted so that the amount to be used under those provisions for the 
year is the total of 


(c) the amount that would, but for subsection (3), be the amount 'to be used 
under those provisions for the immediately preceding taxation year, and 


(d) the product obtained by multiplying 
(i) the amount referred to in paragraph (c) 
by 


The formula in subsec. 117.1(1) amended by 2000, c. 14, subsec. 37(1), applicable to 
2000 et seq. It formerly read: 


A 
—— 1.03 
B 


Para. 117.1(1)(6) amended by 1999; c. 22, s. 30, applicable 
(a) to 2000 er seg. for amounts referred to in para. (b.1) of the description of B in 
subsec. 118(1) as amended; and 
(b) to 1999 et seq. for amounts referred to in para. (c.1) of the description of B in 
subsec. 118(1) as amended. : 
The para. formerly read: 


(b) the amounts expressed in dollars in subsection 117(2), paragraphs (c) and (d) 
of the description of B in subsection 118(1), subsections 118(2), 118.2(1) and 
118.3(1)*and Part 1.2 in relation to tax payable under this Part’or Part 1.2 for a 
taxation’ year, 
The portion of subsec. 117.1(1) before para. (c) amended by 1998, c. 19, s..21, applica- 
ble to 1997: et seq. except that; in applying para. 117.1(1)(b.2) to the 1997, taxation 
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year, the reference in that) paragraph to “subsections’ 122.5(3) and 122,51(1) and be 
shall be read as, “subsection, 122.5(3)”. The portion formerly read: 


117.1 (1) Each of 
(a) the amounts of $5,000 and $6,000 referred ‘to in subsection (2) and 
paragraphs (a) and (b) of the description of B in subsection 118(1), 
~(a.1) the amounts expressed in dollars in subsection 122.5(3), and. 
(b) the amounts expressed in dollars in subsection 117(2), paragraphs (c) and 


(d) of the description of B in subsection 118(1), subsections 118(2), 118.2(1) 
and 118.3(1) and Part 1.2 


shall be adjusted, for each taxation year after 1996 for amounts referred to in 
paragraph (d) of the description of B in subsection 118(1), for each taxation year 
after 1990 for amounts referred to in subsection 122.5(3) and for each taxation 
year after 1988 in any other case, so that the amount to be used under those 
provisions for the year is an amount equal to the total of 


Subsec. 21(3) of 1998, c. 19 provides that, for the purpose of para, 117.1(1)(c), the 
amount, to be used under cl. (a)(ii)(B) of the definition “preferred beneficiary” in sub- 
sec. 108(1), as amended, in relation to income for the 1996 taxation year is deemed to 
be $6,456. 


Para. 117.1(1)(a) amended by 1997, c. 25, subsec. 24(1), to substitute “paragraphs (a) 
and (b)_ of the description of B in subsection 118(1)” for “paragraphs 118(1)(a) and 
(b)”, applicable April 25, 1997. 

The portion of subsec: 117.1(1) between paras. (b) and (c) amended by 1997, c. 25, 
subsec. 24(2), applicable to 1996 et seg. This portion formerly read: 


shall ‘be adjusted, for each taxation year after 1990 for amounts referred to ‘in 
subsection 122.5(3) and for each taxation year after 1988 in any other case, so 
that the amount to be used under those provisions for the year is an amount ‘equal 
to‘the total of 


Para. 117.1(1)(b) amended by 1996, c. 21, s. 22, applicable to’ 1996 ‘et ‘seg. The para. 
formerly read: 


(b) the amounts expressed in dollars in subsection 117(2), paragraphs 118(1)(c) 
and (d) and subsections 118(2), 118.2(1), 118.3(1) and 180.2(1) 


Interpretation Bulletins: IT-406R2: Tax payable by an inter vivos trust. 


(1.1) Adjustment of certain amounts — Notwithstanding any 
other provision of this section, for the purpose of making the adjust- 
ment provided under subsection (1) for the 2000 taxation year, the 
amounts used for the 1999 ‘taxation year 


(a) in respect of the amounts of $6,000, $5,000 and $500 re- 
ferred to in paragraphs (a), (b) and (c) of the description of B in 
subsection 118(1) and the amount of $625 referred to in subpar- 
agraph 180.2(4)(a)(ii). are deemed to be $7,131, $6,055, $606 
and $665, respectively; and 


(b) in respect of the amounts of $6,456 and $4,103 referred to in 
paragraph (d) of the description of B in subsection 118(1) are 
deemed to be $7,131 and $4,778, respectively. 


Related Provisions: 122.5(3.1) — Indexing of GST Credit amounts. 


History: Subsec. 117.101.1) added by 2000, c. 14, subsec. 37(2), applicable to the 
2000 taxation year. 


(2) Idem — [Repealed] 
History: Subsec. 117.1(2) repealed’by 2000, c. 19, subsec:.23(2), applicable to 1999 er 
seq. The,subsec. formerly read: 
(2) Idem — The amount of $500 referred to in subparagraphs (a)(ii) and (b)(iv) 
of the description of B in subsection 118(1) shall be adjusted, for each taxation 


year after 1988 so that the amount to be used under those subparagraphs for the 
year is the amount determined by the formula 


Rivets 10 
= ($6,000? — $5,000!” ) 


Subsec. 117.1(2) amended by’ 1997, c:’25, subsec. 24(3), to substitute “subparagraphs 
(a)(ii) and (b)(iv) of the description of B in subsection 118(1)” for “subparagraphs 
118(1)(a)G@i) and (b)(iv)”, applicable April 25, 1997. 

Para. 117.1(1)(b) amended by 1994, c. 7, Sch. VII (1992, c. 48), s..7, to delete refer- 
ence to subsecs. 117(7), 122.2(1) and 164.1(1), applicable to 1993 et seq. 


(3) Rounding — Where an amount referred to in this section, 
when adjusted as provided in this section, is not a multiple of one 
dollar, it shall be rounded to'the nearest multiple of one dollar or, 
where it is equidistant from two such consecutive multiples, to the 
higher thereof. 
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(4) Consumer Price Index —In this section, the Consumer 
Price Index for any 12 month period is the result arrived at by 


(a) aggregating the Consumer Price Index for Canada, as pub- 
lished by Statistics Canada under the authority of the Statistics 
Act, adjusted in such manner as is prescribed, for each month in 


Income Tax Act; Part I, Division E 


(c) rounding the result obtained under paragraph (b) to the near- 
est one-thousandth or, where the result obtained is equidistant 


from two consecutive one-thousandths, to the higher thereof. 


History: Para. 117.1(4)(a) amended by 2000, c. 14, subsec. 37(3), applicable to 2000 
et seq. The para. formerly read: 


(a) aggregating the Consumer Price Index, as published by Statistics Canada 


that period; 


(b) dividing the aggregate obtained under paragraph (a) by 


twelve; and 


under the authority of the Statistics Act, adjusted in such manner as may be pre- 


scribed, for each month in that period, 
(5)-(8) [Repealed under former Act] 


INDEXED PERSONAL TAX CREDITS (see introductory pages for more details) 


2004 2005 
Indexing factor from previous year 1.033 1.017 
118(1)B(c): basic personal credit $1,282 $1,297 
118(1)B(a), (b): spousal/partner and wholly dependent person 1,089 1,102 
— income limit 680 735 
under 18 and infirm 605 577 
118(1)B(b.1): living with child under 18 
118(1)B(d): 18 and over and infirm 605 577 
— income limit 5,368 5,460 
118(2): age 65 or older (low-income only, since 1994) 626 597 
— income limit for phaseout 29,124 29,619 
118(3): maximum pension credit 160 150 
118.3(1): disability credit 1,038 989 
118(1)B(c.1): caregiver 605 577 
118(10): Canada Employment Credit 
118.01(2): maximum adoption expenses credit 1,500 
118.2(1): medical expense credit — income threshold 1,813 1,844 
180.2(1): OAS/family allowance clawback — income threshold 59,789 60,806 
180.2(4): OAS monthly grind-down TAT 760 


207.01(1)“TFSA dollar limit” — maximum annual contribution 
(rounded to nearest $500) 


INDEXED FEDERAL TAX RATES FOR INDIVIDUALS 


1988 Income Tax Rate Schedule 


Taxable Income Tax on 
Lower Limit 
$0 — 27,500 $ — 
27,501 — 55,000 4,675 
55,001 and over 11,825 


1989 Income Tax Rate Schedule 
Taxable Income Tax on 
Lower Limit 
$0 — 27,803 $ — 
27,804 — 55,605 4,726 


55,606 and over 11,955 


1990 Income Tax Rate Schedule 
Taxable Income Tax on 
Lower Limit 
$0. — 28,275 $)— 
28,276 — 56,550 4,807 


56,551 and over 12,158 


1991 Income Tax Rate Schedule 


Taxable Income Tax on 
Lower Limit 
$0 — 28,784 $— 
28,785 — 57,568 4,893 
57,569 and over 1277 


Tax Rate 
on Excess 
17% 
26% 
29% 


Tax Rate 
on Excess 
17% 
26% 
29% 


Tax Rate 
on Excess 
17% 
26% 
29% 


Tax Rate 
on Excess 
17% 
26% 
29% 


1992-1999 Income Tax Rate Schedule 


Taxable Income Tax on 
Lower Limit 
(inflation less than 3% per year) 

$0 — 29,590 $ — 
29,591 — 59,180 5,030 


59,181 and over 12,724 


Tax Rate 
on Excess 


17% 
26% 
29% 


2006 2007 2008 2009 2010 
1,022 1.022 1.019 1.025 1.006 
$1,348 $1,440 $1,440 $1,548 $1,557 
1,144 1,440 1,440 1,548 1,557 
751 0 0 0 0 
600 603 614 630 633 
300 306 313 315 
600 603 614 630 633 
5,580 5,702 5,811 5,956 5,992 
772 777 79) 961 967 
30,270 30,936 31,524 32,312 32,506 
305 300 300 300 300 
1,028 1,034 1,053 1,079 1,086 
600 603 614 630 633 
38 153 153 157 158 
1559 1,567 1,596 1,636 1,646 
1,885 1,926 1,962 2,011 2,024 
62,144 63,511 64,718 66,335 66,733 
777 794 809 829 834 
5,000 5,000 
2000 Income Tax Rate Schedule 
Taxable Income Tax on 
Lower Limit 
$0 — 30,004 $ — 
30,005 — 60,009 5,101 
60,010 and over 12,602 
2001 Income Tax Rate Schedule 
Taxable Income Tax on 
Lower Limit 
$0 — 30,754 $ — 
30,755 — 61,509 4,921 
61,510 — 100,000 11,687 
100,001 and over 21,694 


2002 Income Tax Rate Schedule 


Taxable Income Tax on 


Lower Limit 


$0 — 31,677 $ — 
31,678 — 63,354 5,068 
63,355 — 103,000 12,037 
103,001 and over 22,345 


2003 Income Tax Rate Schedule 


Taxable Income Tax on 
Lower Limit 
$0 — 32,183 $ — 
32,184 — 64,368 5,149 
64,369 — 104,648 12,229 
104,649 and over 22,702 


2004 Income Tax Rate Schedule 


Taxable Income Tax on 


Lower Limit 


$0 — 35,000 $ — 

35,001 — 70,000 5,600 
70,001 — 113,804 13,300 
113,805 and over 24,689 


832 


Tax Rate 
on Excess 
17% 
25% 
29% 


Tax Rate 
on Excess 
16% 
22% 
26% 
29% 


Tax Rate 
on Excess 
16% 
22% 
26% 
29% 


Tax Rate 
on Excess 
16% 
22% 
26% 
29% 


Tax Rate 
on Excess 
16% 
22% 
26% 
29% 


Subdivision a — ‘Computation of Tax: Individuals 


2005 Income Tax Rate Schedule 


Taxable Income Tax on Tax Rate 
Lower Limit on Excess | 
$0 — 35,595 $ — 15% 
35,596 — 71,190 5,339 22% 
71,191 — 115,739 13,170 26% 
115,740 and over 24,753 29% 
2006 Income, Tax Rate Schedule 
Taxable Income Tax on Tax Rate 
Lower Limit on Excess 
$0 — 36,378 $ — 15.25% 
36,379 — 72,756 * 5,548 22% 
72,757 — 118,285 1355) 26% 
118,286 and over 25,388 29% 
2007 Income Tax Rate Schedule 
Taxable Income Tax on Tax Rate 
Lower Limit on Excess 
$0 — 37,178 $ — 15% 
37,179 — 74,357 5,577 22% 
74,358 — 120,887 13,756 26% 
120,888 and over 25,854 29% 
2008 Income Tax Rate Schedule 
Taxable Income Tax on Tax Rate 
Lower Limit on Excess 
$0 — 37,885 $ — 15% 
37,886 — 75,769 5,683 22% 
75,770. — 123,184 14,017 26% 
123,185 and over 26,345 29% 
2009 Income Tax Rate Schedule 
Taxable Income Tax on Tax Rate 
Lower Limit on Excess 
$0 — 40,726 $ — 15% 
40,727 — 81,452 6,109 ° 22% 
81,453 — 126,264 15,068 26% 
126,265 and over 26,719 29% 
2010 Income Tax Rate Schedule 
Taxable Income Tax on Tax Rate 
Lower Limit on Excess 
$0 — 40,970 $ — 15% 
40,971 — 81,941 6,146 22% 
81,942 — 127,021 15,159 26% 
127,022 and over 26,880 29% 
2011 Income Tax Rate Schedule 
Taxable Income Tax on Tax Rate 
Lower Limit on Excess 
$0 — 41,544 $ — 15% 
41,545 — 83,088 6,232 22% 
83,089 — 128,800 15,3 Jl 26% 
128,801 and over 27,256 29% 


See former s. 180.1 regarding surtax before 2001 and Division E.1 for minimum 
tax. 


Definitions [s. 117.1]: “amount” — 248(1); “Consumer Price Index’ — 117.1(4); 
“<ndividual”, “prescribed”, “regulation” — 248(1); “taxation year’* — 249. 


118. (1) Personal credits — For the purpose of computing the 
tax payable under this Part by an individual for a taxation year, 
there may be deducted an amount determined by the formula 


AXB 
where 
A is the appropriate percentage for the year, and 
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B’ is the total of, 


(a) married or common-law partnership status — in 
the case of an individual who at any time in the year is a 
married person or a person who is in a common-law partner- 
ship who supports the individual’s spouse or common-law 
partner and is not living separate and apart from the spouse 
or common-law partner by reason of a breakdown of their 
“marriage or common-law partnership, an amount equal to the 
total of 


(i) $10,32017, and 
(ii) the amount determined by the formula 


$10,320! 
where 


C is the income of the individual’s spouse ‘or common- 
law partner for the year or, where the individual, and 
the, individual’s spouse ..or.common-law partner are 
living separate and apart at the end of the year because 
of a breakdown of their marriage or common-law part- 
nership, the spouse’s or common-law partner’s income 
for the year while married to, or in a common-law 
partnership with, the individual and not so separated, 


Related Provisions: 82(3) — Optional inclusion into income of dividends received 
by spouse; 117.1(1) — Indexing for inflation; 118(3.1), (3.2) — Amounts for 2006-08; 
118(4) — Limitations; 118(5) — No. deduction: where claim made for support; 
118.91 — Individual resident in Canada for part of the year; 118.95(b) — Application 
in year individual becomes bankrupt. 


History: The description of B in subsec. 118(1), amended to substitute “$10,320” for 
“$7,131” in subpara. (a)(i) and “$10,320” for “$6,055” in subpara. (a)(ii) by 2009, c. 2, 
subsec. 34(1), applicable to 2009 et seq. 


The description of C in subpara. 118(1)B(a)(ii) amended to substitute “spouse’s or 
common-law partner’s income” for ““spouse’s income” by the said'c. 2, subsec. 34(2), 
applicable to 2009 et seq. 


Para. (a) of the description of B in subsec. 118(1) amended by. 2007, c. 29, subsec. 9(1), 
applicable to 2007 et seq. Per s. 41 of 2007, c. 29; if Bill C-10 receives Royal Assent, 
the amendment to 118(1)B(a)Gi)C in Bill C-10 (see proposed amendment below to 
correct the “spouse’s income” 'to “the spouse’s or common-law partner’s income’’) is 
deemed to have come into force before this amendment (which restores the incorrect 
wording “the spouse’s income” that currently appears; this: has: been brought to Fi- 
nance’s attention and will likely be addressed in:a future technical bill). Para. (a) for- 
merly read: 


(a) married [or common-law] status — in the case of an individual who at any 
time in the year is a married person or a person who is in a common-law partner- 
ship who supports the individual’s spouse or common-law partner and is not liv- 
ing separate and apart from the spouse or common-law, partner by reason of a 
breakdown of their marriage or common-law partnership, an amount equal to the 
total of 


(i) $7,131, and 


(ii) the amount determined by the. formula 


$6,055 — (C — $606) 
where 


C~ is the greater of $606 and the income of the individual’s spouse for the 

» ‘year or, where the individual and the individual’s spouse or common- 

law partner are living separate and apart at the end of the year because 

of a breakdown’ of their marriage’ or’ common-law partnership,’ the 

sspouse’s income for the year while married or in a common-law partner- 
ship and not,so separated, 


Para. (a) of the description of B in subsec. 118(1) amended by 2000, c. 12, Sch.'2, s. 1, 
to replace “spouse” with “spouse or common-law partner”; by Sch. 2,’s. 9, to replace 
“marriage” with “marriage or common-law partnership”; by Sch. 2, s. 11, to replace 
“married” with “married or in a common-law partnership’; and by Sch. 2, 's,.13, to 
replace “married person” with “married person or a person who is in a common-law 
partnership”, applicable to 2001 et seq., in force July 31, 2000. See also the transitional 
rules reproduced in the History to 248(1)“common-law partner”. 


Subparas. (a)(i) and (ii) of the description of B in subsec. 118(1) amended by 2000, c. 
19, subsec. 24(1), applicable to 1999 et seq. except that, in their application to the 1999 
taxation year, the references to “$7,131”, “$6,055” and “$606” in‘ subparas. (a)(i) and 
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(ii) shall be read as references to “$6,794”, “$5,718” and “$572”, respectively. The 
subparas. formerly read: 


(i) $6,000!9, and 
(ii) an amount determined by the formula 


$5,000!” - (Cc - $500!” ) 
where 


Cis the greater of $500!9 and the income of the individual’s spouse for the 
year or, where the individual and the individual’s spouse are living separate 
and apart at the end of the year by reason of a breakdown of their marriage, 
the spouse’s income for the year while married and not so separated, 


The opening words of para. (a) of the description of B in subsec. 118(1) amended by 
1997, c. 25, subsec. 25(2), applicable to 1997 et seq. The opening words formerly read: 


(a) in the case of an individual who at any time in the year is a married person 
who supports the individual’s spouse, an amount equal to the total of 


Interpretation Bulletins: IT-295R4: Taxable dividends received after 1987 by a 
spouse; IT-513R: Personal tax credits. 


Forms: T1 Sched. 6: Working income tax benefit. 
(b) wholly dependent person [“equivalent to 
spouse” credit] — in the case of an individual who does 
not claim a deduction for the year because of paragraph (a) 
and who, at any time in the year, 


(i) is 
(A) a person who is unmarried and who does not live 
in a common-law partnership, or 
(B) a person who is married or in a common-law part- 
nership, who neither supported nor lived with their 


spouse or common-law partner and who is not sup- 
ported by that spouse or common-law partner, and 


(ii) whether alone or jointly with one or more other per- 
sons, maintains a self-contained domestic establishment 
(in which the individual lives) and actually supports in 
that establishment a person who, at that time, is 
(A) except in the.case of a child of the individual, resi- 
dent in Canada, 


(B) wholly dependent for support on the individual, or 
the individual and the other person or persons, as. the 
case may be, 

(C) related to the individual, and 


(D) except in the case of a parent or grandparent of the 
individual, either under 18 years of age or so depen- 
dent by reason of mental or physical infirmity, 
an amount equal to the total of 
(iii) $10,320!7, and 
(iv) the amount determined by the formula 


$10,320!’ _—D 
where 


D is the dependent person’s income for the year, 


Related Provisions: 117.1(1) — Indexing for inflation; 118(3.1), (3.2) — Amounts 
for 2006-08; 118(4) — Limitations; 118(5) — No deduction where claim made for sup- 
port; 118(5.1),— Restriction in 118(5) does not apply if neither parent can claim child; 
118.3(2) — Dependant having impairment; 118.91 — Individual resident in Canada for 
part of the year; 118.95(b) — Application in year individual becomes bankrupt. 


History: The description of B in subsec. 118(1) amended to substitute “$10,320” for 
“$7,131” in subpara. (b)(iii) and “$10,320” for “$6,055” in subpara. (b)(iv) by 2009, c. 
2, subsec. 34(4), applicable to 2009 et seq. 


Subpara. (b)(iv) of the description of B in subsec. 118(1) amended by 2007, c. 29, 
subsec. 9(3), applicable to 2007 et seq. It formerly read: 


(iv) the amount determined by the formula 


$6,055 — (D — $606) 


I7Indexed by 117.1 after 2009 — ed. 
19tndexed by 117.1 after 1988 — ed. 
20Indexed by 117.1 after 2007 — ed. 
2lindexed by 117.1 after 1999 — ed. 
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where 
D.. is the greater of $606 and the dependent person’s income for the year, 


Subpara. (b)(i) of the description of B.in subsec. 118(1) amended by 2000, c. 12, sub- 
sec. 131(1), applicable to 2001 et seg., in force July 31, 2000. See also the transitional 
rules reproduced in the History to.248(1)“common-law partner’. The subpara. formerly 
read: 


(i) is an unmarried person or a married person who neither supported nor lived 
with the married person’s spouse and is not supported by the spouse, and 


Subparas. (b)(iii) and (iv) of the description of Bin subsec. 118(1) amended by 2000, c. 
19, subsec. 24(2), applicable to 1999 et seq. except that, in-their application to the 1999 
taxation year, the references to “$7,131”, “$6,055” and “$606” in subparas. (b)(iii) and 
(iv) shall be read as references to “$6,794”, “$5,718” and “$572”, respectively. Those 
subparas. formerly read: 


(iii) $6,000!9, and 


(iv) an amount determined by the formula 


$5,000'” — (D- $500"? ) 
where 
D is the greater of $500!9 and the income for the year of the dependent person, 


The opening words of para. (b) of the description of B in subsec. 118(1) amended by 
1997, c. 25, subsec. 25(3), applicable to 1997 et seq. Those words formerly read: 


(b) in the case of an individual not entitled to a deduction by reason of paragraph 
(a) who, at any time in the year, 


Selected Cases [para. 118(1)B(b)]: Mahoney vy. R., [2003] 1 C.T.C. 2694 (TCC) 
(Infirmity and disability are not the same); Geddes v. R., [2000] 2 C.T.C. 2577 (TCC) 
(Intermittent but substantial visits sufficient to qualify). 


Interpretation Bulletins: IT-513R: Personal tax credits. 
Forms: T1 Sched. 5: Details of dependant. 


(b.1) child amount [Child Tax Credit] — where 


(i) a child of the individual ordinarily resides throughout 
the taxation year with the individual together with another 
parent of the child, $2,0002° for each such child who is 
under the age of 18 years at the end of the taxation year, 
or 


(ii) except where subparagraph (i) applies, the individual 
may deduct an amount under paragraph (b) in respect of 
the individual’s child who is under the age of 18 years at 
the end of the taxation year, or could deduct such an 
amount in respect of that child if paragraph 118(4)(a) did 
not apply to the individual for the taxation year and if the 
child had no income for the year, $2,0002° for each such 
child, 


Related Provisions: 117.1(1)—JIndexing for inflation; 118(4) — Limitations; 
118(5) —No deduction where claim made for support; 118(5.1) — Restriction in 
118(5) does not apply if neither parent can claim child; 118(9.1) — Where child is 
born, adopted or dies during year; 118.3(2) — Dependant having impairment; 118.8 — 
Transfer of unused credit to spouse or common-law partner; 118.91 — Individual resi- 
dent in Canada for part of the year; 118.95(b) — Application in year individual be- 
comes bankrupt. 


History: Subpara. (b.1)(ii) of the description of B in subsec. 118(1) amended by 2007, 
c. 35, subsec. 36(1) to substitute “taxation year and if the child had no income for the 
year, $2,000” for “taxation year, $2,000”, applicable to 2007 et seq. 


Para. (b.1) added to the description of B in subsec. 118(1) by 2007, c. 29, subsec. 9(4), 
applicable to 2007 et seq. 


Former para. (b.1) of the description of B in subsec. 118(1) repealed by 2000 c. 19, 
subsec. 24(4), applicable to 2000 et seg. The para. formerly read: 


(b.1) supplementary amount [low-income individuals] — for each individual 
(other than a trust), 1/2 of the amount, if any, by which the total of 

(i) $5002!) and 

(ii) if an amount is deducted under paragraph (a) or (b) by the individual for 


the year in respect of another individual (or would be so deducted if the 
other individual had no income for the year), the lesser of 


(A) $5002!, and 
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(B) the amount, if any, by which 


(1) the total of $5002! and the amount used under paragraph (c) for | 
the year 


exceeds 


(II) the other individual’s income for the year or, where the other 

individual is the individual’s spouse and both persons are living 

separate and apart at the end of the year by reason of a breakdown, 
of their marriage, the other individual’s income for the year while 

married and not so’ separated 


exceeds 
 Gii) 4% of the amount, if any, by which 
(A) the individual’s income for the year 
exceeds 


(B) the total of $500, the amount used under paragraph (c) for the year 
and, if subparagraph (ii) applies for the year to the individual, the 
amount determined under clause (ii)(B) for the year, 


The opening words of former para. (b.1) of the description of B in subsec. 118(1) | 


amended by the said c. 19, subsec. 24(3), applicable to the 1999 taxation year. The 
opening words formerly read: 


supplementary amount [low-income individuals] — for each individual 
(other than a trust), the amount, if any, by which the total of 


Former para. (b.1) added to the description of B in subsec. 118(1) by 1999; ‘c. 22, 
subsecs. 31(1), applicable to 1998 et seq. except that, in its application to the 1998 
taxation year, the reference to “the amount” in the opening words of para. (b.1) shall be 
read as a reference to “50% of the amount”. 
(c) single status — except in the case of an individual en- 
titled to a,deduction because, of paragraph (a) .or. (b), 
$10,320!7, 
Related Provisions: 117.1(1)— Indexing for inflation; 118(3.1) — Amount, for 
2006-08; 118.91 — Individual resident in Canada for part of the year; 118.95(b)— 
Application. in’ year individual becomes bankrupt; 122(1.1) — No personal credits al- 
lowed. to trust. 


History: Para, (c);of the description,of B in subsec,, 118(1), amended to. substitute 
“$10,320” for “$7,131” .by 2009,-c. 2,, subsec, 34(5), applicable to 2009 et seq. 


Para. (c) of the description of Bin subsec:'118(1) amended by 2000, c. 19, subsec. 
24(5), applicable to 1999 et seg. except that, in its application to the 1999 taxation year, 
the reference to “$7,131” shall be read as “$6,794”. The para. formerly read: 


(c) except in the case of an individual entitled to a deduction by reason of para- 
graph (a) or (b), $6,000!9, 


Para. (c) of the description of B in subsec. 118(1) amended by. 1997, c, 25, subsec. 
25(4), by striking out the word “and” at the end, applicable to 1996 et seq. 


Interpretation Bulletins: IT-495R3: Child care expenses; IT-500R: RRSPs — death 
of an annuitant; IT-513R: Personal tax credits. 


(c.1) in-home care of relative [caregiver credit] — in 
the case of an individual who, at any time in the year alone or 
jointly with one or more persons, maintains a self-contained 
domestic establishment which is the ordinary, place: of resi- 
dence of the individual and of a particular person 


(i) who has attained the age of 18 years before that’ time, 
(ii) who is 
(A) the individual’s child or grandchild, or 


(B) resident in Canada and.is the parent, grandparent, 
brother, sister, aunt, uncle, nephew or niece of the in- 
dividual or of the individual’s spouse or common-law 
partner, and 

(111) who is 
(A) the individual’s parent or grandparent and has at- 
tained the age of 65 years before that time,’ or 


(B), dependent on the individual, because. of the partic- 
ular person’s mental or physical infirmity, 


I7Indexed by 117.1 after 2009 — ed. 
19Indexed by 117.1 after 1988 — ed. 
2lindexed by 117.1 after 1999 — ed. 
22Indexed by 117.1 after 2001 — ed. 
23Indexed by 117.1 after 1998 — ed. 
24Indexed by 117.1(1) after 2000 — ed. 
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the amount determined by the formula 


$15,453” —D.1 
where 


'D.1 is the greater of $11,953?2 and the particular person’s 
income for the year, 
Related Provisions: 117.1(1) — Indexing for inflation; 118(1)B(e) — Credit for 
infirm dependant; 118(4) — Limitations; 118(5) — No deduction where claim made 
for support; 118.2(2)(1.8) — Medical expense credit for caregiver training; 118.3(2) — 
Dependant having impairment; 118.91 — Individual resident in Canada for part of the 
year; 118.95(b) — Application in year individual becomes bankrupt. 


History: Cl. (c.1)Gi)(B) of the description of B in subsec. 118(1) amended by 2001, c. 
17, subsec. 93(1), to add “of the individual or of the individual’s spouse or common- 
law partner”, applicable to 1998 et seq. except that the cl. shall be read without refer- 
ence to “or common-law partner” for any taxation year that ends before 2001 unless a 
valid election is made by the taxpayer under s, 144 of the Modernization of Benefits 
and Obligations Act, S.C. 2000, c. 12, that that Act apply to the taxpayer in respect of 
one or more taxation years that includes the year. 


The portion of para. (c.1) of the description of B in subsec. 118(1) after cl. (aii)(B) 
amended by the said c. 17, subsec. 93(2), applicable to 2001 et seg. That portion for- 
merly read: 


the amount determined by the formula 


$13,853°° = D.1 
where 
D.1 is the greater of $1 1,50023 and the particular person’s income for the year, 
Para. (c.1) added to the description of B in subsec. 118(1) by 1999, c. 22, subsec. 31(2), 
applicable to 1998 et seq. ' . 
Selected Cases [para. 118(1)B(c.1)]: Solanki v. R., [2010] 6 C.T.C. 2266 (TCC) 
(Parents required to live with, caregivers, not in condo supplied by caregivers). 
(d) dependants — for each dependant of the individual for 
the year who 


(i) attained the age of 18 years before the end of the year, 
and 
(11). was dependent on the individual because of mental or 
physical infirmity, 

the amount determined by the formula 


$8,466 —E 
where 


E is the greater of $4,96622 and the dependant’s income for 
the year, and 

Related Provisions: 108(1)“preferred beneficiary’(a)(ii)(A) — Infirm dependant 
can be a preferred beneficiary of trust; 117.1(1)—Indexing for inflation; 
118(1)B(e) — Credit for infirm dependant who also qualifies for equivalent-to-spouse 
credit; 118(4) — Limitations; 118(6) — Definition of dependant; 118.3(2) — Depen- 
dant having impairment; 1.18.91 — Individual.resident in Canada for, part of the year; 
118.92. — Ordering: of credits; 118.95(b)— Application in. year individual. becomes 
bankrupt; Canada-U.S. Tax Treaty:Art., XXV:3 — US-resident dependant qualifies. 
History: The portion of ‘para. (d) of the description of Bin subsec.. 118(1) after sub- 
para. (ii) amended ‘by 2001, 'c. 17, subsec. 93(3) applicable to 2001 et seq.. That portion 
formerly read: 


the amount determined by the formula 


$4131 4B 
where 
E is the greater of $4,77824 and the dependant’s income for. the year, and 


The portion of para. (d) of the description of B in subsec. 118(1) after subpara. (ii) 
amended by 2000, c. 19, subsec. 24(6), applicable to 1999 et seq. except that, in its 
application to the 1999 taxation year, the references to “$7,131” and “$4,778” shall be 
read as references to “$6,794” and “$4,441”, respectively. The portion formerly read: 


the amount determined by the formula 
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$6,456 -E 
where 
E is the greater of $4,10325 and the income for the year of the dependant, and 


The closing words of para. (d) of the description of B in subsec. 118(1) amended by 
1997, c. 25, subsec. 25(5), applicable to 1996 et seg. Those words formerly read: 


an amount determined by the formula 


$1,4717° — (B -$2,500°° ) 
where 
E is the greater of $2,50023 and the income for the year of the dependant. 
Para. (d) of the description of B in subsec. 118(1) substituted by 1994, c. 7, Sch. VII 
(1992, c. 48), subsec. 8(1), applicable to 1993 et seq. Para. (d) formerly read: 
(d) for each dependant of the individual for the year, an amount equal to 


(i) if the dependant was under the age of 18 years at any time in the year, an 
amount determined by the formula 


$388” — (E ~ $2,500” ) 
where 
E is the greater of $2,50023 and the income for the year of the dependant, 


except that where the individual has more than 2 such dependants for the 
year, the reference to the amount “$388*"” in the formula under this subpar- 
agraph shall, in respect of all but 2 of those dependants, be read as twice that 
amount, and 


(ii) in the case of a person dependent on the individual by reason of mental 
or physical infirmity and to whom subparagraph (i) does not apply, an 
amount determined by the formula 


$1,4717° — (F~ $2,500”) 
where 
F is the greater of $2,500!9 and the income for the year of the dependant. 
(For earlier history see at end of s. 118. See also former para. 109(1)(d), s. 117.1.) 


(e) additional amount [re dependant] — in the case of 
an individual entitled to a deduction in respect of a person 
because of paragraph (b) and who would also be entitled, but 
for paragraph (4)(c), to a deduction because of paragraph 
(c.1) or (d) in respect of the person, the amount by which the 
amount that would be determined under paragraph (c.1) or 
(d), as the case may be, exceeds the amount determined 
under paragraph (b) in respect of the person. 

Related Provisions: 118(6) — Definition of dependant; 118.91 — Individual resi- 


dent in Canada for part of the year; 118.92 — Ordering of credits; 118.95(b) — Appli- 
cation in year individual becomes bankrupt. 


History: Para. (e) of the description of B amended by 1999, c. 22, subsec. 31(3), appli- 
cable to 1998 et seq. Para (e) formerly read: 


(e) infirm dependant — in the case of an individual entitled to a deduction in 
respect of a person because of paragraph (b) and who would also be entitled, but 
for paragraph (4)(c), to a deduction because of paragraph (d) in respect of the 
same person, the amount by which. the amount that would be. determined under 
paragraph (d) in respect of the person exceeds the amount determined under par- 
agraph (b) in respect of the person. 


Para. (e) added to the description of B in subsec. 118(1) by 1997, c: 25, subsec. 25(6), 
applicable to 1996 et seq. 


Selected Cases [Subsec. 118(1)]: Gartner v. R., [2000] 3 C.T.C. 2228 (TCC) 
(Divorce judgment had specified parties were living separate and apart. Extra costs 
awarded to taxpayer); Dionne v. R., [1998] 2 C.T.C. 2352 (TCC) (Provision does not 
violate Canadian Human Rights Act). 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-495R3: Child 
care expenses; IT-513R: Personal tax credits. 


Information Circulars: 07-1: Taxpayer relief provisions. 
Forms: RC4064: Information concerning people with disabilities [guide]. 


19tndexed by 117.1 after 1988 — ed. 
23 Indexed by 117.1 after 1998 — ed. 
25tndexed by 117.1 after 1996 — ed. 
26Indexed by 117.1 after 2006 — ed. 
27Indexed by 117.1 after 1995 — ed. 


28Not indexed for inflation — ed. 
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(2) Age [senior citizen] credit — For the purpose of computing 
the tax payable under this Part for a taxation year by an individual 
who, before the end of the year, has attained the age of 65 years, 
there may be deducted the amount determined by the formula 


A x ($6,408°° — B) 
where 
A is the appropriate percentage for the year; and 


B is 15% of the amount, if any, by which the individual’s income 
for the year would exceed $25,92127 if no amount were included 
in respect of a gain from a disposition of property to which sec- 
tion 79 applies in computing that income. 

Related Provisions: 117.1(1) — Indexing for inflation; 118.8 — Transfer of unused 

credits to spouse; 118.91 — Individual resident in Canada for part of the year; 


118.92 — Ordering of credits; 118.95(b) — Application in year individual becomes 
bankrupt; 180.2 — “Clawback” tax and withholding of old age security benefits. 


History: The formula in subsec. 118(2) amended to substitute “$6,408” for “$5,066” 
by 2009, c. 2, subsec. 34(6), applicable to 2009 et seq. 


The formula in subsec. 118(2) amended to substitute “$5,066” for “$3,236” by 2007, c. 
29, subsec. 9(5), applicable to 2006 er seq. 


The description of B in subsec. 118(2) amended by 1998, c. 19, s, 134, applicable to 
1994 et seq. except that, notwithstanding s. 117.1, the value of B in subsec. 118(2) 
shall, for the 1994 taxation year, be determined as the lesser of $1,741 and 7.5% of the 
amount, if any, by which the individual’s income for the year would exceed $25,921 if 
no amount were included in respect of a gain from a disposition of property to which s. 
79 applies in computing that income. The description formerly read: 


Bis 15% of the amount, if any, by which the individual’s income for the year 
exceeds $25,92127. 


Subsec. 118(2) amended by 1995, c. 3, s. 33, applicable to 1994 et seq. except that, 
notwithstanding s. 117.1, the value of B in subsec. 118(2) shall, for the 1994 taxation 
year, be determined as the lesser of $1,741 and 7.5% of the amount, if any, by which 
the individual’s income for the year exceeds $25,921. Subsec. (2) formerly read: 


(2) For the purpose of computing the tax payable under this Part for a taxation 
year by an individual who, before the end of the year, has attained the age of 65 
years, there may be deducted an amount determined by the formula 


AX $3,236 
where 
A is the appropriate percentage for the year. 


Selected Cases [subsec. 118(2)]: Peter v. R., [1997] OTC. 2504" (TCC) 
(Treaty-protected income not included in calculation). 


Interpretation Bulletins: IT-513R: Personal tax credits. 
Information Circulars: 07-1: Taxpayer relief provisions. 


Remission Orders: Keith Kirby Remission Order, P:C. 2005-1533; Josephine Pas- 
torious Remission Order, P.C. 2005-1534. ? 


(3) Pension credit — For the purpose of computing the tax paya- 
ble under this Part by an individual for a taxation year, there may be 
deducted an amount determined by the formula 


AXB 
where 
A is the appropriate percentage for the year; and 


Bis the lesser of $2,0008 and the eligible pension income of the 
individual for the taxation year. 


Related Provisions: 60.03 — Pension income splitting with spouse; 104(27) — 
Deemed income of beneficiary; 118(7) — Definition of “eligible pension income”; 
118(7), (8) — Meaning of “pension income” and “qualified pension income”; 118.8 — 
Transfer of unused credits to spouse; 118.91 — Individual resident in Canada for part 
of the year; 118.92 — Ordering of credits; 118.93 — Separate returns; 118.95(a) — 
Application in year individual becomes bankrupt; 122(1.1) — Credits not permitted to 
trust. 
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History: The description of B in subsec. 118(3) amended by. 2007, c. 29, subsec. 9(6), 


(f) [Repealed] 


applicable to 2007 er-seq. It formerly read: Paras. 118(3.1)(c)-(e) amended and para. (f) repealed by 2007, c. 35, subsec. 180(1), 
Bis the lesser of $2,00028 and applicable to 2007 et seq. The paras. formerly read: 


(a) where the individual has attained the age of 65 years before the end 
of the year, the pension income received by the individual in the year, 
and 


(b) where the individual has not attained the age of 65 years before the 
end of the year, the qualified pension income received by the individual 
in the year. 


The opening words of the description of B in subsec. 118(3) amended by 2007, c. 2, 
subsec. 20(1), applicable to 2006 et seq. They formerly read: 


B is the lesser of $1,000 and 


Subsec. 118(3) amended by 1994, c. 1, Sch. VIII (1993, c. 24), subsec. 52(1), applica- 
ble to 1992 et seq. Subsec. (3) formerly read: 


(3) For the purpose of computing the tax payable under this Part by an individual 
for a taxation year, there may be deducted, 


(a) where the individual has attained the age of 65 years before the end of 
the year, an amount determined by the formula 
AXxB 
where 
Ais the appropriate percentage for the year, and | 


(c) for the 2007 taxation year, to: be replaced. by the amount that is the total of 
$100 and the:amount that would be determined for that description for that taxa- 
tion year in respect of the particular amount by applying section 117.1 (without 
reference to subsection 117.1(3)) to the amount of $8,639 as deemed under para- 
graph (b; 

(d) for the 2008 taxation year, to be replaced by the amount that is the total of 
$200 and the amount that would be determined for that description for that taxa- 
tion year in respect of the particular amount by applying section 117.1 (without 
reference to subsection 117.1(3)) to the amount determined under paragraph (c); 


(e) for the 2009 taxation year, to be replaced by the amount that is the greater of 


(i) the total of $600 and the amount that would be determined for that 
description for that taxation year in respect of the particular amount by ap- 
plying section 117.1 (without reference to subsection 117.1(3)) to the 
amount determined under paragraph (d), and 


(ii) $10,000; and 


(f) for, each of the 2010 and subsequent taxation years, to be replaced by the 
amount that is the amount that would be determined for that description for those 
years in respect of the particular amount by applying section 117.1 (without ref- 
erence to subsection 117.1(3)) to the amount determined under this subsection in 
respect of the amount for the immediately preceding taxation year. 


B__ isthe lesser of $1,000 and the pension income received by the individual Subsec. 118(3.1) amended by 2006, c. 4, subsec. 60(1), applicable to 2005 et seq... 
in the year; and Subsec. 118(3.1) formerly read: 


(b) where the individual (other than an individual referred to in paragraph 
(a)) has before the end of the year 
(i) attained the age of 60 years, 
(ii) received a disability pension or survivor’s pension under the Canada 
Pension Plan or under a provincial pension plan as defined in section 3 
of that Act, or 
(iii) not attained the age of 60 years, and has not deducted in computing 
the individual’s income for the year an amount under paragraph 60()) 
(other than in respect of an amount included in computing the indivi- 
dual’s income pursuant to subsection 147(10), which amount was re- 
ceived in satisfaction of all the individual’s rights and entitlements 
under a deferred profit sharing plan), 


an amount determined by the formula 


AXB 
where 
A . is the appropriate percentage for the year, and 
B is the lesser of $1,000 and the qualified pension income received by the 
individual in the year. 


Selected Cases [subsec. 118(3)]: Letarte v. R., [2007] 3 C.T.C. 2506 (TCC) 
(Credit not available for taxpayer under 65, even where funds had originally been in a 
pension fund but later transferred to RRSP); Whalen v. Canada, [1995] 1 C.T.C. 2339 
(TCC) (Payments from RRIF to persons under 65 do not give rise to entitlement to 
pension credit). 

Interpretation Bulletins: IT-S00R: RRSPs — death of an annuitant; IT-517R: Pen- 
sion tax credit (archived). 


Information Circulars: 07-1: Taxpayer relief provisions. 


(3.1) Additions to personal credits — basic personal amount — The amount 
of $7,131 referred to in paragraphs (a) to (c) of the description of B in subsection 
(1) (in this subsection referred to as the “particular amount”) that is to be used 
for the purpose of determining the amount of that description is 


(a) for the 2006 taxation year, to be replaced by the amount that is the total 
of $100 and the amount that would be determined for that description for 
that year in respect of the particular amount if this section were read without 
reference to this subsection; 


(b) for the 2007 taxation year, to be replaced by the amount that is the total 
of $100 and the amount that would be determined for that description for 
that year in respect of the particular amount by applying subsection 117.1(1) 
to the amount’ determined under paragraph (a); 


(c) for the 2008 taxation year, to be replaced by the amount that is the total 
of $400 and the amount that would be determined for that description for 
that year in respect of the particular amount by applying subsection 117.1(1) 
to the amount determined under paragraph (b); 


(d) for the 2009 taxation year, to be ian by the amount that is. the 
greater of 


(i) the amount that is the total of $600 and the amount that would be 
determined for that description for that year in respect of the particular 
amount by applying subsection 117.1(1) to the amount determined 
under paragraph (c), and 
(ii) $10,000; and 
(e) for the 2010 and subsequent taxation years, to be replaced by the amount 
that is the amount that would be determined for that description for those 


years in respect of the particular amount by applying subsection 117.1(1) to 
the amount determined under paragraph (d). 


Subsec. 118(3.1) amended by 2005, c. 30, s. 5; in force June 29, 2005.-The subsec. 
(3.1) [Repealed] formerly: read: 


History: Subsec. 118(3:1) repealed by 2009, c. 2; subsec. 34(7), applicable to 2009 et 
seq. It formerly read: 
(3.1) Additions to personal credits — basic personal amount — The amount 
of $7,131 referred to in paragraphs (a) to (c) of the description of B in subsection 
(1) (in this subsection referred to as the “particular amount’) that is to be used 
for the purpose of determining the amount of that description is 


(a) for the 2005 taxation year, to be replaced by $8,648; 


(b) for the 2006 taxation year, to be replaced by $8,839, except that, for the 
purpose of determining the particular amount for the 2007 taxation year, the 
particular amount for 2006 is deemed to be $8,639; 


(3.1) Minimum amounts for 2004 — Each of the amounts of $7,131, $6,055 
and $606 referred to in paragraphs (a) to (c) of the description of B in subsection 
(1) is deemed, for the 2004 taxation year, to be the greater of 


(a) the amount in respect. thereof that would be used for that year if this 
section were read without reference to this subsection, and 


(b) in the case of 
(i) the amounts of $7,131, $8,000, 
(ii) the amounts of $6,055, $6,800, and 
(iii) the amounts of $606, $680. 


(c) for the 2007 and 2008 taxation years, to be replaced by $9,600; Subsec. 118(3.1) added by 2001, c. 17, subsec. 93(4), in force June 14, 2001. 
i i b laced by $10,100; and 
(d) for the 2009 taxation year, to be replaced by $ (3.2) [Repeale d] 


(e) for each of the 2010 and subsequent taxation years, to be replaced by the 
amount that is the amount that would be determined for that description for 
those years in respect of the particular amount by applying section 117.1 
(without reference to subsection 117.1(3)) to the amount determined under 
this subsection in respect of the amount for the immediately preceding taxa- 
tion year. 


28Not indexed for inflation — ed. 
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History: Subsec. 118(3.2) repealed by 2009, c. 2, subsec. 34(7), applicable to 2009 et 
seq. It formerly read: 


(3.2) Additions to personal credits — spouse or common-law partner or 
wholly dependent person — The amount of $6,055 referred to in subpara- 
graphs (a)(ii) and (b)(iv) of the description of B in subsection (1) (in this subsec- 


S. 118(3.2) 


tion referred to as the “particular amount’) that is to be used for the purpose of 
determining the amount of that description is 


(a) for the 2005 taxation year, to be replaced by $7,344; 


(b) for the 2006 taxation year, to be replaced by $7,505, except that, for the 
purpose of determining the particular amount for the 2007 taxation year, the 
particular amount for 2006 is deemed to be $7,335; 


(c) for the 2007 and 2008 taxation years, to be replaced by $9,600; 
(d) for the 2009 taxation year, to be replaced by $10,100; and 


(e) for each of the 2010 and subsequent taxation years, to be replaced by the 
amount determined for that description for that taxation year in respect of 
the particular amount by applying section 117.1 (without reference to sub- 
section 117.1(3)) to the amount determined under this subsection in respect 
of the amount for the immediately preceding taxation year. 


Paras. 118(3.2)(c){e) amended and para. (f) repealed by 2007, c. 35, subsec. 180(2), 
applicable to 2007 et seg. The paras. formerly read: 


(c) for the 2007 taxation year, to be replaced by $8,929; 


(d) for the 2008 taxation year, to be replaced by the amount that is the total of 
$200 and the amount that would be determined for that description for that taxa- 
tion year in respect of the particular amount by applying section 117.1 (without 
reference to subsection 117.1(3)) to the amount determined under paragraph (c); 


(e) for the 2009 taxation year, to be replaced by the amount that is the greater of 


(i) the total of $600 and the amount that would be determined for, that 
description for that taxation year in respect of the particular amount by ap- 
plying section 117.1 (without reference to subsection 117.1(3)) to the 
amount determined under paragraph (d), and 


(ii) $10,000; and 


(f) for each of the 2010 and subsequent taxation years, to be replaced by the 
amount determined for that description for that taxation year in respect of the 
particular amount by applying section 117.1 (without reference to subsection 
117.1(3)) to the amount determined for that description for the immediately pre- 
ceding taxation year in respect of the particular amount. 


(c) for the 2007 taxation year, to be replaced by the amount that is the total of 
$85 and the amount that would be determined for that description for that taxa- 
tion year in respect of the particular amount by applying section 117.1 (without 
reference to subsection 117.1(3)) to the amount of $7,335 as deemed under para- 
graph (b); 

(d) for the 2008 taxation year, to be replaced by the amount that is the total of 
$170 and the amount that would be determined for that, description for that taxa- 
tion year in respect of the particular amount by applying section 117.1 (without 
reference to subsection 117.1(3)) to the amount determined under paragraph (c); 


(e) for the 2009 taxation year, to be replaced by the amount that is the greater of 
(i) the total of $510 and the amount that would be determined for that 
description for that taxation year in respect of the particular amount by ap- 


plying section 117.1 (without reference to subsection 117.1(3)) to the 
amount determined under paragraph (d), and 


(ii) $8,500; and 


Subsec. 118(3.2) amended by 2006, c. 4, subsec. 60(1), applicable to 2005 et seg.. 
Subsec. 118(3.2) formerly read: 


(3.2) Additions to personal credits — spouse or common-law partner or 
wholly dependent person — The amount of $6,055 referred to in subpara- 
graphs (a)(ii) and (b)(iv) of the description of B in subsection (1) (in this subsec- 
tion referred to as the “particular amount”) that is to be used for the purpose of 
determining the amount of that description is 


(a) for the 2006 taxation year, to be replaced by the amount that is’ the total 
of $85 and the amount that would be determined for that description for that 
year in respect of the particular amount if this section were read without 
reference to this subsection; 


(b) for the 2007 taxation year, to be replaced by the amount that is the total 
of $85 and the amount that would be determined for that description for that 
year in respect of the particular amount by applying subsection 117.1(1) to 
the amount determined under paragraph (a); 


(c) for the 2008 taxation year, to be replaced by the amount that is the total 
of $340 and the amount that would be determined for that description for 
that year in respect of the particular amount by applying subsection 117.1(1) 
to the amount determined under paragraph (b); 
(d) for the 2009 taxation year, to be replaced by the amount that is the 
greater of 
(i) the amount that is the total of $510 and the amount that would be 
determined for that description for that year in respect of the particular 
amount by applying subsection 117.1(1) to the amount determined 
under paragraph (c), and 


(ii) $8,500; and 


Income Tax Act; Part I, Division E 


(e) for the 2010 and subsequent taxation years, to be replaced by the amount 
that is the amount that would be determined for that description for those 
years in respect of the particular amount by applying subsection 117.1(1) to 
the amount determined under paragraph (qd). 


Subsec. 118(3.2) added by 2005, c..30,.s..5, in force June 29, 2005. 


(3.3) [Repealed] 


History: Subsec. 118(3.3) repealed by 2007, c. 29, subsec. 9(8), applicable to 2007 er 
seq. It formerly read: 


Paras. 118(3.2)(c) to (e) amended by 2007, c. 29, subsec. 9(7), applicable to 2007 et 
seq. They formerly read: 


(3.3) Additions to personal credits — net income threshold — The amount 
of $606 referred to in subparagraphs (a)(ii) and (b)(iv) of the description of B in 
subsection (1) (in this subsection referred to as the “particular amount’) that is to 
be used for the purpose of determining the amount of that description is 


(a) for the 2005 taxation year, to be replaced by. $734; 


(b) for the 2006 taxation year, to be replaced by $751, except that, for the 
purpose of determining the particular amount for the 2007 taxation year, the 
particular amount for 2006 is deemed to be $734; 


(c) for the 2007 taxation year, to be replaced by the amount that is the total 
of $8.50 and the amount that would be determined for that description for 
that taxation year in respect of the particular amount by applying section 
117.1 (without reference to subsection 117.1(3)) to the amount of $734 as 
deemed under paragraph (b); 


(d) for the 2008 taxation year, to be replaced by the amount that is the total 
of $17.00 and the amount that would be determined for that description for 
that taxation year in respect of the particular amount by applying section 
117.1 (without reference to subsection. 117.1(3)).to the amount determined 
under paragraph (c); 


(e) for the 2009 taxation year, to be replaced by the amount that is the 
greater of 


(i) the total of $51.00 and the amount that would be determined for that 
description for that taxation year in respect of the particular amount by 
applying section 117.1 (without reference to subsection 117.1(3)) to the 
amount determined under paragraph (d); and 


(ii) $850; and 


(f) for each of the 2010 and subsequent taxation years, to be replaced by the 
amount determined for that description for that taxation year in respect of 
the particular amount by applying section 117.1 (without reference to sub- 
section 117.1(3)) to the amount determined for that description for the im- 
mediately preceding taxation year in respect of the particular amount. 


Subsec. 118(3.3) amended by 2006, c. 4, subsec. 60(1), applicable to 2005 et seq.. 
Subsec. 118(3.3) formerly read: 


(3.3) Additions to personal credits — net income threshold — The amount 
of $606 referred to in subparagraphs (a)(ii) and (b)(iv) of the description of B in 
subsection (1) (in this subsection referred to as the “particular amount’) that is to 
be used for the purpose of determining the amount of that description is 


(a) for the 2006 taxation year, to be replaced by the amount that is the total 
of $8.50 and thé amount that would be determined for that description for 
that year in respect of the particular amount if this section were read without 
reference to this subsection; 


(b) for the 2007 taxation year, to be replaced by the amount that is the total 

of $8.50 and the amount that would be determined for that description for 

that year in respect of the particular amount by applying subsection 117.1(1) . 
to the amount determined under paragraph (a); 


(c) for the 2008 taxation year, to be replaced by the amount that is the total 
of $34 and the amount that would be determined for that description for that ’ 
year in respect of the particular amount by applying subsection 117.1(1) to 
the amount determined under paragraph (b); 


(d) for the 2009 taxation year, to be replaced by the amount that is the 
greater of 


(i) the amount that is the total of $51 and the amount that would be 
determined for that description for that year in respect of the particular 
amount by applying subsection 117.1(1) to the amount determined 
under paragraph (c), and 
(ii) $850; and 
(e) for the 2010 and subsequent taxation years, to be replaced by the amount 
that is the amount that would be determined for that description for those 


years in respect of the particular amount by applying subsection, 117.1(1) to 
the amount determined under paragraph (d). 


Subsec. 118(3.3) added by 2005, c. 30, s. 5; in force June 29, 2005. 


(4) Limitations re subsec. (1) — For the purposes of subsection 
(1), the following rules apply: 
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(a) no amount may be deducted under subsection (1) because of 
paragraphs (a) and (b) of the description of B in subsection (1) 


Subdivision a — Computation of ‘Tax: Individuals 


»by an individual in a taxation year for more than one other 
person; 


(a.1) no amount may be deducted under subsection (1) because 
of paragraph (b) of the description of B in subsection (1) by an 
individual for a taxation year for a person in respect of whom an 
amount is deducted because of paragraph (a) of that description 
by another individual for the year if, throughout the year, the 
person and that other individual are married to each other or in a 
common-law partnership with each other and are not living sep- 
arate and apart because of a breakdown of their marriage or the 
common-law partnership, as the case may be; 


(b) not more than one individual is entitled to a deduction under 
subsection (1) because of paragraph (b) or (b.1) of the descrip- 
tion of B in that subsection for a taxation year in respect of the 
same person or the same domestic establishment and where two 
or more individuals otherwise entitled to such a deduction fail to 
agree as to the individual by whom the deduction may be made, 
no such deduction for the year shall be allowed to either or any 
of them; 


(c) where an individual is entitled to a deduction under subsec- 
tion (1) because of paragraph (b) of the description of B in sub- 
section (1) for a taxation year in respect. of any person, no 
amount may be deducted because of paragraph (c.1) or (d) of 
that description by any individual for the year in respect of the 
person; 


(d) where: an individual is entitled to a deduction under subsec- 
tion (1) because of paragraph (c.1) of the description of B in 
subsection (1) for a taxation year in respect of any person, the 
person is deemed not to be a dependant of any individual for the 
year for the purpose of paragraph (d) of that description; and 


(e) where more. than one individual is entitled to a deduction 
under subsection (1) because of paragraph (c.1) or (d) of the 
description of B in subsection (1) for a taxation year in respect 
of the same person, 


(i) the total of all amounts so deductible for the year shall not 
exceed the maximum amount that would be so deductible for 
the year by any one of those individuals for that person if that 
individual were. the only individual entitled, to. deduct an 
amount for the year because of that paragraph for that per- 
son, and 


(ii) if the individuals cannot agree as to what portion of the 
amount each can so deduct, the’ Minister may fix the 
portions. 


Related Provisions: 118(6) — Definition of “dependant”. 


History: Subsec. 118(4)(b) amended to substitute “paragraph (b) or (b.1) of the 
description of B in that subsection” for “paragraph (b) of the description of B in sub- 
section (1) by 2007,.c. 29, subsec. 9(9), applicable to 2007 et seq. 


Para. 118(4)(a.1) amended by 2000, c. 12, subsec. 131(3), applicable to 2001 et seq., 
applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 
duced in the History to 248(1)“common-law partner”. The para. formerly read: 


(a.1) no amount may be deducted under subsection (1) because of paragraph (b) 
of the description of B in subsection (1) by an individual for a taxation year for a 
person in respect of whom an amount is deducted because of paragraph (a), of 
that description by another individual for the year if, throughout the year, the 
person and that other individual are married to each other and are not living 
separate and ‘apart because of a breakdown of their marriage; 


Para. 118(4)(a.1) added, paras. 118(4)(c) to (e) amended, by 1999, c. 22, subsecs. 
31(4), (5), applicable: to 1998: et seg. Paras. (c) to (e) formerly read: 


(c) where an individual is entitled to a deduction under subsection (1) because of 
paragraph (b) of the description of B in subsection (1) for any person described 
therein, the person shall ibe deemed not to be a dependant for the year for the 
purposes of paragraph aye) and 


(d) [Repealed] 


(e) where more than one individual is, in respect of a taxation year, entitled to 
deduct an amount under subsection (1) because of paragraph (d) of the descrip- 
tion of B in subsection (1) for the same dependant, the total of all amounts so 
deductible for the year shall not:exceed the maximum amount that would be 
deductible by reason of that paragraph for the year by any one of those individu- 
als for that dependant if that individual were the only individual entitled to de- 
duct an amount for the year by reason of that paragraph for that dependant and, 


S..118(5.1) 


where the individuals cannot agree as to what portion of the amount each can so 
_ deduct, the Minister may fix the portions. 


Buibgesi 118(4) amended by 1997, ¢. 25, subsec. 25(7), by substituting 


- (a) in para. (a), “because of paragraphs (a) and (b) of the description of B in sub- 
section (1)” for “by reason of paragraphs (1)(a) and (b)’; 
(b) in paras., (b)-and (c), “because of paragraph (b) of the description of B in, sub- 
section (1)” for “by reason of paragraph (1)(b)”, and 
(c) in para. (e), “because of paragraph (d) of the description of B in subsection (1)” 
for “by reason of pe oerape (1)(d)”, 

applicable April 25, 1997. 

Para. 118(4)(d) repealed by 1994, C 7 Sch. VII (1992, c. 48), subsec. 8(2), applicable 

to 1993 et seq. Para. (d) formerly read: 
(d) no amount may be deducted under subsection (1) by reason of paragraph 
(1)(d) by an individual for a taxation year for a-person in respect of whom an 
allowance referred to'in subsection 56(5) has been paid in the year, except to-the 


extent of the proportion of the allowance paid in the year in respect of the person 
that has been included in computing the individual’s income for the year; and 


Interpretation Bulletins: IT-513R:; Personal tax credits. 


(5) Support — No amount may be deducted under subsection (1) 
in computing an individual’s tax payable under this Part for a taxa- 
tion year in respect of a person where the individual is required to 
pay a support amount (within the meaning assigned by subsection 
56.1(4)) to the individual’s spouse or common-law partner or for- 
mer spouse or common-law partner in respect of the person and the 
individual 
(a) lives separate and apart from the spouse or common-law 
partner or former spouse or common-law partner throughout the 
year because of the breakdown of their marriage or common-law 
partnership; or , 


(b) claims a deduction for the year because of section 60. in re- 
spect of a support amount paid to the. spouse or common-law 
partner or former spouse or common-law partner. 


Related Provisions: 118(5.1) — Restriction does not apply when two people both 
pay child support. 


History: The opening words of subsec. 118(5) amended by 2001, ¢. 17,'s. 243, appli- 
cable to 2001 et seq. except that, if a taxpayer and a person have jointly elected pursu- 
ant to s. 144 of 2000, c.:12 in respect of the 1998; 1999 or 2000 taxation: years, the 
amendment applies to the taxpayer and the person in respect.of the applicable taxation 
year and subsequent taxation years. That portion formerly read: 


(5) No amount may be deducted under subsection (1) in computing an indivi- 
dual’s tax payable under this Part for a taxation year in respect of a person where 
the individual is required to pay a support amount (as defined in subsection 
56.1(4)) to the individual’s spouse or former spouse in respect of the person and 
the individual 


Subsec. 118(5) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with “spouse 
or common-law partner”, and by Sch. 2, s. 9, to replace “marriage” with “marriage or 
common-law. partnership”, applicable to: 2001 et seqg., in force July 31,2000: See also 
the transitional rules reproduced in the History to 248(1)““common-law partner’. 


Subsec. 118(5) amended by 1997, c. 25, subsec. 25(8), applicable to_.1997 et seg. Sub- 
sec. (5) formerly read: 


(5) Alimony and maintenance — Where an individual in;computing the indivi- 
dual’s income for a taxation year is:entitled to a deduction under paragraph 
60(b), (c) or (c.1) in respect of a payment for the maintenance of a spouse or 
child, the spouse or child shall, for the purposes of this section (other ‘than’ the 
definition “qualified pension income” in subsection (7)) be deemed not to be the 
spouse or child of the individual. 


Selected Cases [subsec. 118(5)]: Lavoie v. R. (2002), [2005] 2 C.T.C. 2621 
(TCC) (Even if support payments are not made, access to credit denied); Paustian v. 
Canada, [1995] 1 C.T.C. 2395 (TCC) (Entitlement to deduction under para. 60(b) dis- 
qualifies deduction under s. 118). 

Interpretation Bulletins: IT-513R: Personal tax credits; 
payments. 


IT-530R: Support 


Information Circulars: 07-1: Taxpayer relief provisions: 


(5.1) Where subsec. 118(5) does not apply — Where, if this 
Act were read without reference to this subsection, solely because 
of the application of subsection (5), no individual is entitled to a 
deduction under paragraph (b) or (b.1) of the description of B in 
subsection (1) for a taxation year in respect of a child, subsection 
(5) shall not apply in respect of that child for that taxation year. 


History: Subsec. 118(5.1) added by 2007, c. 35, subsec. 36(2), applicable to 2007 et 
seq. 
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S. 118(6) 


(6) Definition of “dependant” —For the purposes of 
paragraphs (d) and (e) of the description of B in subsection (1) and 
paragraph (4)(e), “dependant” of an individual for a taxation year 
means a person who at any time in the year is dependent on the 
individual for support and is 


(a) the child or grandchild of the individual or of the individual’s 
spouse or common-law partner; or 

(b) the parent, grandparent, brother, sister, uncle, aunt, niece or 
nephew, if resident in Canada at any time in the year, of the 
individual or of the individual’s spouse or common-law partner. 


Related Provisions: 252(1), 
“brother”, etc.. 


(2) — Extended meaning of “child”, “parent”, 


History: Subsec. 118(6) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et.seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


The opening words of subsec. 118(6) amended by 1997, c. 25, subsec. 25(9), applicable 
to 1996 et seg. Those words formerly read: 
(6) For the purposes of paragraphs (1)(d) and (4)(e), “dependant” of an indivi- 
dual for a taxation year means a person who at any time in the year is dependent 
on the individual for support and is 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-513R: Per- 
sonal tax credits. 


(7) Definitions — Subject to subsections (8) and (8.1), for the pur- 
poses of this subsection and subsection (3), 


History: The opening words of subsec. 118(7) amended by 2007, c. 29, subsec. 9(10), 
to substitute “subsections (8) and (8.1)” for “subsection (8)”, applicable to 2007 et seq. 


“eligible pension income” of an individual for a taxation year 
means 


(a) if the individual has attained the age of 65 years before the 
end of the taxation year, the pension income received by the in- 
dividual in the taxation year, and 


(b) if the individual has not attained the age of 65 years before 
the end of the taxation year, the qualified pension income re- 
ceived by the individual in the taxation year; 


Related Provisions: 60.03(1)“eligible pension income” — Definition applies to pen- 
sion income splitting rules. 


History: The definition “eligible pension income” added to subsec. 118(7) by 2007, c. 
29, subsec. 9(11), applicable to 2007 et seq. 


“pension income” received by an individual in a taxation year 
means the total of 


(a) the total of all amounts each of which is an amount included 
in computing the individual’s income for the year that is 


(i) a payment in respect of a life annuity out of or under a 
superannuation or pension plan, 


Proposed Amendment a 118(7)“pension - . 
Li plan”(a)(i) : oe 

Application: The December 7. 2010 draft legislation (Sask, Pension Plan), A ubeee. 

7(1), will amend subpara. (a)(i) of the definition “pension plan” in subsec, 118(7) to 


substitute “pension plan or a specified pension plan” i a. plan”, applicable 
after 2009. U 


Technical Notes: The. “etibon “pension cone in nT 11807) ample for 


the purposes of the pension income credit provisions under subsection 118(3) and the 


pension income splitting provisions under section 60.03. Subparagraph (a)(i) of the def- 
inition is amended by adding a reference to a “specified pension plan” (i.e. the Sas- 
katchewan Pension Plan, see the commentary on the new definition “specified pension 
plan” in subsection 248(1)). This amendment adds annuity payments from a specified 
pension plan to the list of pension benefits that are eligible for the purposes of the 
pension income credit and pension income splitting Provisions. 


Dept. of Finance news release 201 0-11 8, Dec. d, 2010: See oe 248(1)"speci- 
fied pension plan”. 


(ii) an annuity payment under a registered retirement savings 
plan, under an “amended plan” as referred to in subsection 
146(12) or under an annuity in respect of which an amount is 
included in computing the individual’s income by reason of 
paragraph 56(1)(d.2), 


Income Tax Act, Part I, Division E 


(iii) a payment out of or under a registered retirement income 
fund or under an “amended fund” as referred to in subsection 
146.3(11), 


ee Addition — mh aa gs woe 
CLOn NT ge _income”(a)(iii. 1) : 


ue a payment (other. than a payment described i in ‘subpar- 
raph (i)) payable on a periodic basis under a. money 
purchase provision (within the meaning assigned. by. sub- 
section 147.1(1)) of a registered pension PlaDs ing cet: 
Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 65, will da 
subpara. Gi. 1) to - “ahi Beats ae - ae qe) sleae to 
2004 et seq. . > 
Technical Notes (duly z 2010): Sechort 118 provides ee number of credits that 
ti e in computing the tax payable by an individual, including the pension 
credit i in subsection 118(3). The pension credit available to a taxpayer who is 65 
years of | age or older is based on the taxpayer’s “pension income”, as defined in 
subsection 118(7). Pension income includes lifetime annuity payments under a pen- 
sion plan. and ‘payments | under a Tegistered retirement income fund (RRIF). 


The definition “pension income” is amended to add periodic payments under a 
money purchase provision of a registered pension plan (RPP), to the extent that such 
payments are not already included. This amendment i is consequential on amendments 
to section 8506 of the Regulations, the purpose of which is to allow money purchase 
RPPs to provide members with retirement benefits that are payable in the same man- 
ner as is permitted under a RRIF. Since these benefits would not be considered to be 
lifetime annuity payments, it is necessary to ensure that they qualify for the hadi 
of the pension credit. 


(iv) an annuity payment under a deferred profit sharing plan 
or under a “revoked plan” as referred to in subsection 
147(15), 


(v) a payment described in subparagraph 147(2)(k)(v), or 


(vi) the amount by which an annuity payment included in 
computing the individual’s income for the year by reason of 
paragraph 56(1)(d) exceeds the capital element of that pay- 
ment as determined or established under paragraph 60(a), 
and 


(b) the total of all amounts each of which is an amount included 
in computing the individual’s income for the year by reason of 
section 12.2 of this Act or paragraph 56(1)(d.1) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952; 
Related Provisions: 60.03(1)“pension income” — Definition applies to pension in- 
come splitting rules; 104(27) — Flow-out of pension benefits by trust; 118(8) — Limi- 
tations; 118(8.1) — Bridging benefits included in “payment in respect of a life annuity 
under a superannuation or pension plan”. 
Regulations: 7800 (Saskatchewan Pension Plan is specified pension plan, for sub- 
para. (a)(i)). 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“qualified pension income” received by an individual in a taxation 
year means the total of all amounts each of which is an amount 
included in computing the individual’s income for the year and de- 
scribed in 


(a) subparagraph (a)(i) of the definition “pension income” in this 
subsection, or 


(b) any of subparagraphs (a)(ii) to (vi) or paragraph (b) of the 
definition “pension income” in this subsection received by the 
individual as a consequence of the death of a spouse or com- 
mon-law partner of the individual. 


Related Provisions: 104(27) — Flow-out of pension benefits by trust; 118(5) — 
Alimony and maintenance; 118(8) — Limitations; 118.7 — Credit for UI/EI premium 
and CPP contribution; 248(8) — Occurrences as a consequence of death. 


History: Para. (b) of the definition “qualified pension income” in subsec. 118(7) 
amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “‘spouse or common-law 
partner”, applicable to 2001 et seq., in force July 31, 2000. See also the transitional 
rules reproduced in the History to 248(1)“common-law partner”. 


Para. (b) of “qualified pension income” amended by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 52(2), applicable after 1992. Para. (b) formerly read: 


(b) any of subparagraphs (a)(ii) to (vi) or paragraph (b) of the definition “pension 
income” in this subsection received by the individual as a consequence of the 
death of the spouse (within the meaning assigned by subsection 146(1.1)) of the 
individual. 
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Interpretation Bulletins: IT-500R: RRSPS — death of an annuitant; IT-517R: Pen- 
sion tax credit (archived). 


(8) Interpretation — For the purposes of subsection (1), “pension 
income” and “qualified pension income” received by an individual 
in a taxation year do not include any amount that is 


(a) the amount of a pension or supplement under the Old Age 
Security Act or of any similar payment under a law of. a 
province; 


(b) the amount of a benefit under the Canada Pension Plan or 
under a provincial pension plan as defined in section 3 of that 
Act; 


(c) a death bénefit; 
(d) the amount, if any, by which 


(i) an amount required. to be included in Earaie the indi- 
vidual’s income for the year 


exceeds 


(11) the amount, if any, by which the amount referred to in 
subparagraph. (i) exceeds. the total of all amounts deducted 
(other than under paragraph 60(c)). by the individual for the 
year in respect of that amount; 


(e).a payment received out of or under a salary deferral arrange- 
ment, a retirement compensation arrangement, an employee ben- 
efit plan, an employee trust or a prescribed. provincial pension 
plan; or 


ment heceed out of, an 
t, a retirement compensation arrang ment, 


ee The L ion | Pension Plan), subse 
712), Agee ae M8@ye) to read as hak apple after << oe 


2 ) r 
“prescribed proviiclat pension plan’ (ie. the Saskatchewan ek Plan) from the 
list of the amounts that are excluded from ‘ ‘pension income” d “qualified pension — 
income”. This amendment is ‘consequential on an: biel tela subsection 118(7) 
which, in effect, spomnits income splitting i in respect of life annuity payments received ; 
by a taxpayer from a_ “specified pension plan” (i.e. the Saskatchewan Pension Pl 
For more information, please see the commentary on the ney 
pension plan” in subsection 248(1). - 


(f) a payment (other than a payment under the Judges Act or ois 
Lieutenant Governors Superannuation Act) received out. of.or 
under an unfunded supplemental plan or arrangement, being a 
plan or arrangement where 


(i) the payment was in respect of services rendered to an em- 
ployer by the individual or the individual’s spouse or com- 
mon-law partner or former spouse or common-law partner as 
an employee, and 


(ii) the plan or arrangement would have been a retirement 
compensation arrangement or an employee benefit plan had 
the employer made.a contribution in respect of the payment 
to a trust governed by the plan or arrangement. 
Related Provisions: 118.91 — Individual resident in Canada for part of the year; 
118.92 — Ordering of credits; 118.93 — Credits in separate returns; 118.94 — Tax 
payable by non-resident individual. 


History: The opening words of subsec. 118(8) and subpara. 118(8)(d)(ii) amended by 
2007, c. 29, subsecs. 9(12), (13), applicable to 2007 et seg. The portions formerly read: 


(8) Interpretation — For the purposes of subsection (3), “pension income” and 
“qualified pension income” received by an individual do not include any amount 
that is 


(ii) the amount, if any, by which the amount referred to in subparagraph (i) ex- 
ceeds the total of all amounts deducted by the individual for the year in respect 
of that amount; or 


29$950 for 2006, and indexed by 117.1 after 2007 — ed. 


defini ion. ere y 


S. 118(10) 


Para. 118(8)(f) added by the said c. 29, :subsec..9(14), applicable to 2007 et seq. 


| Regulations: 7800 (Saskatchewan Pension Plan is prescribed provincial pension plan 


for’ 118(8)(e) (to 2009)). 
Interpretation Bulletins [subsec. 118(8)]: IT-517R: Pension tax credit (archived). 


(8.1) Bridging benefits — For the purposes of subsection (7), a 
payment in respect of a life annuity under a,superannuation or pen- 
sion plan is. deemed. to. include.a payment in. respect of bridging 
benefits, being benefits: payable under a registered pension plan on 
a periodic basis and not less frequently than annually to an indivi- 
dual where 


(a) the individual or the individual’s spouse or common-law 
partner or former spouse or common-law partner was a member 
(as defined in subsection 147.1(1)) of the registered’ pension 
plan; 

(b) the benefits are payable for a period ending no later than the 
end of the month following the month in which the member at- 
tains 65 years of age or would have attained that age if the mem- 
ber had survived to that day; and 


(c) the.amount (expressed on an annualized basis) of the benefits 
payable to the individual fora calendar year does not exceed the 
total of the maximum amount of benefits payable for that year 
under Part I of the Old Age Security Act and the maximum 
amount of benefits (other than disability, death or survivor bene- 
fits) payable for that year under either the Canada Pension Plan 
or a provincial pension plan as defined in section 3 of that Act. 


History: Subsec. \118(8.1) added by 2007, c. 29, subsec. 9(15), applicable to 2007 et 
seq: 


(9) [Repealed] 
History: Subsec. 118(9) repealed by 2009, c. 2, subsec. 34(7), applicable to 2009 er 


_ seq. It formerly read: 


(9) Rounding — If an amount determined under any of paragraphs (3. 1)(a) to (f) 
and (3.2)(a) to (f) is not a multiple of one dollar, it shall be rounded to the near- 
est multiple of one dollar or, where it is.equidistant from two such consecutive 
multiples, to the greater multiple. 


Subsec. 118(9) amended to substitute “(3.1)(a) to (f) and (3.2)(a) to (f)” for “(3.1)(a) to 
(f), (3.2)(a) to (f) and (3.3)(a) to (f)” by 2007, c. 29, subsec. 9(15), applicable to 2007 et 
seq. 


Subsec. 118(9) added by 2006, c.-4, subsec. 60(2), applicable to 2005 ef seq. 


(9.1) Child tax credit — For greater certainty, in the case of a 
child who in a taxation year-is born, adopted or dies, the reference 
o “throughout the taxation year” in subparagraph 118(1)(b.1)G) is 
to be read as a reference to “throughout the portion of the taxation 
year that is after the child’s birth or adoption or before the child’s 
death”’. 


History: Subsec. 118(9.1) added by 2007, c. 29, subsec. 9(15), applicable to 2007 er 
seq. 


(10) Canada Employment Credit — For the purpose of com- 
puting the tax payable under this Part by an individual for a taxation 
year, there may be deducted the amount determined by the formula 


AXB 
where 
A is the appropriate percentage for the taxation year; and 
B is the lesser of 
(a) $1,00029, and 


(b) the total of all amounts, each of which is an amount in- 
cluded in computing the individual’s income for the taxation 
year from an office or employment or an amount included in 
the taxpayer’s income forthe taxation year because of sub- 
paragraph 56(1)(r)(v). 
Related: Provisions: 8(1)(r)(@i)B(B)() — Apprentice mechanics’ tools deduction 
based on amount of Canada Employment Credit; 117.1(1) — Indexing of $1,000 :to 
inflation after 2007; 118.8 — Application of credit on transfer of unused credits to 
spouse; 118.91 — Part-year resident; 118.95(b)— Application in year individual ‘be- 
comes bankrupt. 
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History: Para. (b) of the description of B in subsec. 118(10) amended by 2009, c. 2, 
subsec. 34(8), applicable to 2008 et seq. The para. formerly read: 


(b) the amount that would be the individual’s income for the taxation year from 
all offices and employments if this Act were read without reference to section 8. 


Subsec. 118(10) added by 2007, c. 2, subsec. 20(2), applicable to 2006 et seq., except 
that in its application to the 2006 taxation year, “$1,000” shall be read as “$250”. 


Definitions [s. 118]: “amount”, “annuity”, “appropriate percentage” — 248(1); 
“aunt” — 252(2)(e); “basic personal amount surplus adjustment’ — 118(9); 
“brother” — 252(2); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255; 
“child” —118(5), 252(1); “common-law partner’, “common-law partnership” — 
248(1); “consequence of the death” — 248(8); “death benefit” — 248(1); “deferred 
profit sharing plan” — 147(1), 248(1); “dependant” — 118(5), (6); “eligible pension 


income” — 118(7); “employee”, “employer”, “employee benefit plan”, “employee 
trust” — 248(1); “grandparent” — 252(2); “individual”, “Minister”? — 248(1); “money 
purchase provision” — 147.1(1); “month” — Interpretation Act 35(1); “nephew”, 


“niece” — 252(2)(g); “parent” — 252(2)(a); “payment in respect of a life annuity’ — 
118(8.1); “pension income” — 118(7), (8); “person”, “prescribed” — 248(1); “prov- 
ince” — Interpretation Act 35(1); “qualified pension income” — 118(7), (8); “real ser- 
vitude” — Quebec Civil Code art. 1177;- “received” — 248(7); “registered pension 
plan” — 248(1); “registered retirement income fund” — 146.3(1), 248(1); “registered 
retirement savings plan” — 146(1), 248(1);. “related” — 251(2); “resident in Can- 
ada” — 250; “retirement compensation arrangement’, “salary deferral arrangement’, 
“self-contained domestic establishment” — 248(1); “sister” — 252(2); “specified pen- 
sion plan” — 248(1), Reg. 7800; “spouse” — 118(5); “surplus adjustment’ — 
122.52(1); “tax payable” — 248(2); “taxation year’ — 249; “trust” — 104(1), 248(1), 
(3); “uncle” — 252(2)(e). 

Interpretation Bulletins [s. 118]: IT-83R3: Non-profit organizations — Taxation of 
income from property; IT-171R2: Non-resident individuals — computation of taxable 
income earned in Canada and non-refundable tax credits (archived); IT-326R3: Returns 
of deceased persons as “another person”; IT-393R2: Election re tax on rents and timber 
royalties — non-residents; IT-495R3: Child care expenses; IT-516R2:° Tuition tax 
credit; IT-519R2: Medical expense and disability tax credits and attendant care expense 
deduction. 


Information Circulars [s. 118]: 07-1: Taxpayer relief provisions. 


118.01 [Adoption expense credit] — (1) Definitions — The 
following definitions apply in this section. 


“adoption period”, in respect of an eligible child of an individual, 
means the period that 


(a) begins at the earlier of the time that the eligible child’s adop- 
tion file is opened with a provincial ministry responsible for 
adoption (or with an adoption agency licensed by a provincial 
government) and the time, if any, that an application related to 
the adoption is made to a Canadian court; and 


(b) ends at the later of the time an adoption order is issued by, or 
recognized by, a government in Canada in respect of that child, 
and the time that the child first begins to reside permanently 
with the individual. 


“eligible adoption expense”, in respect of an eligible child of an 

individual, means an amount paid for expenses incurred during the 

adoption period in respect of the adoption of that child, including 
(a) fees paid to an adoption agency licensed by a provincial 
government; 


(b) court costs and legal and administrative expenses related to 
an adoption order in respect of that child; 


(c) reasonable and necessary travel and living expenses of that 
child and the adoptive parents; 


(d) document translation fees; 
(e) mandatory fees paid to a foreign institution; 


(f) mandatory expenses paid in respect of the immigration of 
that child; and 
(g) any other reasonable expenses related to the adoption re- 
quired by a provincial government or an adoption agency li- 
censed by a provincial government. 
Related Provisions: 67.1(1)— Food and entertainment 50% restriction does not 
apply. 


“eligible child’’, of an individual, means a child who has not at- 
tained the age of 18 years at the time that an adoption order is is- 


18Indexed by 117.1 after 2005 — ed. 
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sued or recognized by a government in Canada in respect of the 
adoption of that child by that individual. 


(2) Adoption expense tax credit — For the purpose of comput- 
ing the tax payable under this Part by an individual for the taxation 
year that includes the end of the adoption period in respect of an 
eligible child of the individual, there may be deducted the amount 
determined by the formula 


AXB 
where 
A is the appropriate percentage for the taxation year; and 
B is the lesser of 
(a) $10,00018, and 
(b) the amount determined by the formula 


CED 
where 


C is the total of all eligible adoption expenses in respect of 
the eligible child, and 


D is the total of all amounts each of which is the amount of 
a reimbursement or any other form of assistance (other 
than an amount that is included in computing the indivi- 
dual’s income and that is not deductible in computing the 
individual’s taxable income) that any individual is or was 
entitled to receive in respect of an amount included in 
computing the value of C. 
Related Provisions: 117.1(1) — Indexing for inflation; 118.01(3) — Apportionment 
of credit between parents; 118.91 — Part-year resident; 118.92 — Ordering of credits; 
118.93 — Credits in separate returns; 118.94 — Computing tax payable by a non-resi- 
dent individual; 118.95(a) — Application in year individual becomes bankrupt; 257 — 
Formula cannot calculate to less than zero. 


(3) Apportionment of credit — Where more than one individual 
is entitled to a deduction under this section for a taxation year in 
respect of the adoption of an eligible child, the total of all amounts 
so deductible shall not exceed the maximum amount that would be 
so deductible for the year by any one of those individuals for that 
child if that individual were the only individual entitled to deduct an 
amount for the year under this section, and if the individuals cannot 
agree as to what portion of the amount each can so deduct, the Min- 
ister may fix the portions. 

History: S. 118.01 added by 2006, c. 4, s. 61, applicable to 2005 et seq. 
Definitions [s. 118.01]: “adoption period” — 118.01(1); “amount”, “appropriate per- 
centage” — 248(1); “Canada” — 255, Interpretation Act 35(1); “child” — 252(1); “eli- 
gible adoption expense”, “eligible child’ — 118.01(1); “individual”, “Minister” — 
248(1); “parent” — 252(2)(a); “related” — 251(2)-(6); “taxable income’? — 248(1); 
“taxation year” — 249. 


118.02 [Public transit pass credit] — (1) Definitions — The 
following definitions apply in this section. 


“eligible electronic payment card” means an electronic payment 
card that is 


(a) used by an individual for at least 32 one-way trips, between 
the place of origin of the trip and its termination, during an unin- 
terrupted period not exceeding 31 days, and 


(b) issued by or on behalf of a adian transit organization, which 
organization records and receipts the cost and usage of the elec- 
tronic payment card and identifies the right, of the individual 
who is the holder or owner of such a card, to use public com- 
muter transit services of that qualified Canadian transit 
organization. 


“eligible public transit pass’ means a document 


(a) issued by or on behalf of a qualified Canadian transit organi- 
zation; and 
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- (b) identifying the right of an individual who is the holder or 
~ owner of the document to use public commuter transit ‘services 
of that qualified Canadian transit organization 


(i) on an unlimited number of occasions and on any day on 
which the public commuter transit services are offered during 
an uninterrupted period of at least 28 days, or 


(ii) on an unlimited number of occasions during an uninter- 
rupted period of at least 5 consecutive days, if the combina- 
tion of that document and one or more other such documents 
gives the right to the individual to use those public commuter 
transit services on at least 20 days in a 28-day period. 


“public commuter transit services” means services offered to the 
general public, ordinarily for a period of at least five days per week, 
of transporting individuals, from a place in Canada to another place 
in Canada, by means of bus, ferry, subway, train or tram, and in 
respect of which it can reasonably be expected that those individu- 
als would return daily to the place of their departure. 


“qualified Canadian transit organization” means a_ person 
authorised, under a law of Canada or a province, to carry on in Can- 
ada a business that is the provision of public commuter transit ser- 
vices, which is carried on through a permanent Cov SnInEeE in 
aes 


Regulations: 8201 (meaning of “permanent establishment”). 


“qualifying relation” of an individual for a taxation year means a 
person who is 


(a) the individual’s spouse or common-law partner at any time in 
the taxation year; or 


(b) a child of the individual who has not; during the taxation 
year, attained the age of 19 years. 


(2) Transit pass tax credit — For the purpose of computing the 
tax payable under this Part by an individual for a taxation year, 
there may be deducted the amount determined by the formula 


AXB 
where 
A is the appropriate percentage for the taxation year; and 
B is the amount determined by the formula 


1) 
where 


C is the total of all amounts each of which is the portion of the 
cost of an eligible public transit pass or of an eligible elec- 
tronic payment card, attributable to the use of public com- 
muter transit services in the taxation year by the individual or 
by a person who is in the taxation year a qualifying relation 
of the individual, and 


D is the total of all amounts each of which is the amount of a 
reimbursement, allowance or any other form of assistance 
that any person is or was entitled to receive in respect of an 
amount included in computing the value of C (other than an 
amount that is included in computing the income for any tax- 
ation year of that person and that is not deductible in comput- 
ing the taxable income of that person). 


S. 118103(1) qua 


Related Provisions: 118.02(3) — Apportionment of credit where more than one 
person eligible; 118.91 — Part-year resident; 118,92 — Ordering of credits; 118.93 — 
Credits in separate returns; 118:94 — Computing tax payable by a non-resident indivi- 
dual; 118.95(a) — Application in year individual becomes bankrupt; 257 — Formula 
cannot calculate. to. less than zero. ; 


(3) Apportionment of credit — If more than one individual is 
entitled to a deduction under: this section for a taxation year in:re- 
spect of an eligible public transit pass or of an eligible electronic 
payment card, the total of all amounts so deductible shall not ex- 
ceed the maximum amount that would be so deductible for the year 
by any one of those individuals for that eligible public transit pass 
or eligible electronic payment card if that individual were the only 
individual entitled to deduct an amount for the year under this sec- 
tion, and if the individuals cannot agree as to what portion of the 
amount each can so deduct, the Minister may fix the portions. 
History: The definition “eligible electronic payment card’.added to subsec. 118.02(1) 
by 2007, c. 35, subsec, 37(2), applicable to 2007. \et seq. 
Para. (b) of the definition “eligible public transit pass” in subsec. 118.02(1) amended 
by the said c. 35, subsec. 37(1), applicable to 2007 et seq. The para. formerly read: 
(b) identifying the right of an individual who is the holder or owner of the docu- 
ment to use public commuter transit services of that qualified Canadian transit 
organization on an unlimited number of occasions and on any day on which the 
public commuter transit services are offered during an uninterrupted period of at 
least 28 days. 
The description of C in the formula’ in subsec. 118.02(2) amended by the said c. 35, 
subsec. 37(3), to substitute “pass or of an eligible electronic payment card, attributable” 
for “pass attributable”, applicable to 2007 et seg. 


Subsec. 118.02(3) amended by the said:c, 35, subsec. 37(4), applicable to 2007 et seq. 
The subsec. formerly read: 


(3) If more than one individual is entitled to a deduction under this section for a 
taxation year in respect of an eligible public transit pass, the total of all amounts 
so deductible shall not exceed the maximum amount that would be so deductible 
for the year by any one of those individuals for that eligible public transit pass if 
that individual were the only individual entitled to deduct an amount for the year 
under this section, and if the individuals cannot agree as to what portion of the 
amount each can so deduct, the Minister may fix the portions. 


S. 118.02 added by 2007, c. 2, s. 21, applicable to 2006 et seq. in respect of the use of 
public commuter transit services after June 2006. 


' Definitions [s. 118.02]: “amount”, “appropriate percentage’, “business” — 248(1); 


“child” — 
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“Canada” — 255, Interpretation Act 35(1); 
ner” — 248(1); eligible electronic payment car 


252(1); “common-law part- 
eligible public transit pass” — 


118.02(1); “individual”, “Minister” — 248(1); “permanerit establishment” — Reg. 
8201; “person” —248(1); “province” — Interpretation Act 35(1); “public commuter 
transit services”, “qualified Canadian transit organization’, “qualifying relation” — 
118.02(1); “record”, “regulation”, “taxable income” — 248(1); “taxation year”, — 249. 


118.03 [Children’s fitness credit] — (1) Definitions — The 
following definitions apply in this section. 


“eligible fitness expense”’ in respect of a qualifying child of an in- 
dividual for a taxation year means the amount of a fee paid to a 
qualifying entity (other than an amount paid to a person that is, at 
the time the amount is paid, the individual’s spouse or common-law 
partner or another individual who is under 18 years of age) to the 
extent that the fee is attributable to the cost of registration or mem- 
bership of the qualifying child ina prescribed program of physical 
activity and, for the purposes of this section, that cost 

(a) includes the,cost to the qualifying entity of the program in 

respect of its.administration, instruction, rental of required facili- 

ties, and uniforms and equipment that are not available to be ac- 

quired by a participant in the program for an amount less than 

their fair market value at the time, if any, they are so acquired; 

and 

(b) does not include 

(i) the cost of accommodation, travel, food or beverages, or 


(ii) any amount deductible under section 63 in computing 
any person’s income for any taxation year. 


Regulations: 9400 (prescribed program of physical activity). 


“qualifying child” of an individual for a taxation year means a 
child of the individual who is, at the beginning of the taxation year, 


(a) under 16 years of age; or 
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(b) in the case where an amount is deductible under section 
118.3 in computing any person’s tax payable under this Part for 
the taxation year in respect of that child, under 18 years of age. 


“qualifying entity” means a person or partnership that offers one 
or more prescribed programs of physical. activity. 
Regulations: 9400 (prescribed program of physical activity). 


(2) Child fitness tax credit — For the purpose of computing the 
tax payable under this Part by an individual for a taxation year, 
there may be deducted the amount determined by the formula 


AXxB 
where 
A is the appropriate percentage for the taxation year; and 


B_ is the total of all amounts each of which is, in respect of a quali- 
fying child of the individual for the taxation year, the lesser of 
$50028 and the amount determined by the formula 


Gieab 
where 


C is [the] total of all amounts each of which is an amount paid 
in the taxation year by the individual, or by the individual’s 
spouse or common law partner, that is an eligible fitness ex- 
pense in respect of the qualifying child of the individual, and 


D is the total of all amounts that any person is or was entitled to 
receive, each of which relates to an amount included in com- 
puting the value of C in respect of the qualifying child that is 
the amount of a reimbursement, allowance or any other form 
of assistance (other than an amount that is included in com- 
puting the income for any taxation year of that person and 
that is not deductible in computing the taxable income of that 
person). 


Possible Future Amendment — Children’s Fitness 
credit to be refundable 


The. True North Strong and Free, Conservative Party election platform. 


(conservative.ca), Oct. 7, 2008: Supporting Sport and Amateur Fitness 


A re-elected Conservative Government led by Stephen Harper will continue support for 
sport and amateur fitness in Canada, at both the elite and recreational levels, We will 
also enhance the Children’s Fitness Tax Credit by making it refundable. _ 


Related Provisions: 118.03(3) — Apportionment of credit where more than one 
person eligible; 118.91 — Part-year resident; 118.92 — Ordering of credits; 118.93 — 
Credits in separate returns; 118.94 — Computing tax payable by a non-resident indivi- 
dual; 118.95(a) — Application in year individual becomes bankrupt; 257 — Formula 
cannot calculate to less than zero. 


(2.1) Child fitness tax credit — child with disability — For 
the purpose of computing the tax payable under this Part by an indi- 
vidual for a taxation year there may be deducted in respect of a 
qualifying child of the individual an amount equal to $50028 multi- 
plied by the appropriate percentage for the taxation year if 


(a) the amount referred to in the description of B in subsection 
(2) is $10028 or more; and 


(b) an amount is deductible in respect of the qualifying child 
under section 118.3 in computing any person’s tax payable 
under this Part for the taxation year, 


(3) Apportionment of credit — If more than one individual is 
entitled to a deduction under this section for a taxation year in re- 
spect of a qualifying child, the total of all amounts so deductible 
shall not exceed the maximum amount that would be so deductible 
for the year by any one of those individuals in respect of that quali- 
fying child if that individual were the only individual entitled to 
deduct an amount for the year under this section in respect of that 
qualifying child, and if the individuals cannot agree as to what por- 
tion of the amount each can so deduct, the Minister may fix the 
portions. 


9) ; wg 4 : 
28Not indexed for inflation — ed. 
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Definitions [s. 118.03]: “amount”, “appropriate percentage” — 248(1); “child” — 
252(1); “common-law partner’ — 248(1); “eligible fitness expense” — 118.03(1); “in- 
dividual”, “Minister” — 248(1); “person”, “prescribed” —248(1); “qualifying child”, 
“qualifying entity” — 118.03(1); “taxable income” — 248(1); “taxation year” — 249, 


Possible Future Addition — Refundable Children’s Art 
Tax Credit ; 


The True North Strong and Free, Conservative Party election platform 
(conservative.ca), Oct. 7, 2008: Promoting Canada’s Arts and Culture — 


A re-elected Conservative Government led by Stephen Harper will create a new, re- 


fundable tax credit on up to $500 of eligible fees for children under 16 who participate 
in eligible arts or cultural activities, such as music lessons, drama or art classes. [...] 
Encouraging Sports, Fitness and Arts and Cultural Activities Among Children in 
Lower-Income Families : ye 
A re-elected Conservative Government will extend the benefit of the existing Chil- 


dren’s Fitness Tax Credit and the new Children’s Art Tax Credit to lower-income fami-. 


lies that pay little or no income tax by making both credits fully refundable. 


History: The opening words of the definition “eligible fitness expense” in subsec. 
118.03(1) amended by 2007, c. 35, subsec. 38(2), to substitute “person that is” for 
“qualifying entity that is” and “prescribed program of physical” for “program of pre- 
scribed physical’, applicable to 2007 et seg. 
The definition “qualifying child” in subsec. 118.03(1) amended by the said c. 35, sub- 
sec. 38(1), applicable to 2007 et seq. It formerly read: 
“qualifying child” of an individual for a taxation year means a child of the indi- 
vidual who had not, before the taxation year, attained the age of 16 years. 


The definition “qualifying entity” in subsec. 118.03(1) amended by the said c. 35, sub- 
sec. 38(1) to substitute “prescribed programs of physical” for “programs of prescribed 
physical”, applicable to 2007 et seq. 


Subsec. 118.03(2.1) added by the said c. 35, subsec. 38(3), applicable to 2007 et seq. 
S. 118.03 added by 2007, c. 2, s. 21, applicable to 2007 et seq. 


118.04 [Home renovation tax credit — 2009 only] — (1) 
Definitions — The following definitions apply in this section. 


“eligible dwelling” of an individual, at any time, means a housing 
unit (including the land subjacent to the housing unit and the imme- 
diately contiguous land, but not including the portion of such land 
that exceeds the greater of '/2 hectare and the portion of such land 
that the individual establishes is necessary for the use and enjoy- 
ment of the housing unit as a residence) located in Canada if 


(a) the individual (or a trust under which the individual is a ben- 
eficiary) owns, whether jointly with another person or otherwise, 
at that time, the housing unit or a share of the capital stock of a 
co-operative housing corporation acquired for the sole purpose 
of acquiring the right to inhabit the housing unit owned by the 
corporation; and 


(b) the housing unit is ordinarily inhabited at any time during the 
eligible period by the individual, by the individual’s spouse or 
common-law partner or former spouse or common-law partner 
or by a child of the individual. 


Related Provisions: 108(1.1) — Renovation by beneficiary, where property owned 
by testamentary trust, does not make trust an inter vivos trust. 


“eligible period” means the period that begins on January 28, 2009 
and that ends on January 31, 2010. 


‘individual’ does not include a trust. 


“qualifying expenditure” of an individual means an outlay or ex- 
pense that is made or incurred, by the individual or by a qualifying 
relation in respect of the individual during the eligible period, that is 
directly attributable to a qualifying renovation by the individual and 
that is the cost of goods acquired or services received during the 
eligible period and includes such an outlay or expense for permits 
required for, or for the rental of equipment used in the course of, the 
qualifying renovation, but does not include such an outlay or 
expense 


(a) to acquire goods that have been used, or acquired for use or 
lease, by the individual or by a qualifying relation in respect of 
the individual, for any purpose whatever before they were ac- 
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quired by the individual or the qualifying relation in respect of 
the individual; 


(b) made or incurred under the terms of an agreement entered 
into before the eligible period; 


(c) to acquire a property that can be used independently of the 
qualifying renovation; 


(d) that is the cost of annual, recurring or routine repair or 
maintenance; 


- (e) to acquire a household appliance; 
(f) to acquire an electronic home-entertainment device; 
(g) for financing costs in respect of the qualifying renovation; 


(h) made or incurred for the purpose of gaining or producing 
income from a business or property; or 


(i) in respect of goods or services provided by a person not deal- 
ing at arm’s length with the individual, unless the person is reg- 
istered for the purposes of Part IX of the Excise Tax Act. 


Related Provisions: 118.04(2) — Qualifying expenditure made by co-op, condo- 
minium corporation or trust. 


“qualifying relation” in respect of an individual means a person 
who is the individual’s spouse or common-law partner, or a child of 
the individual who has not attained the age of 18 years before the 
end of 2009 (other than a child who was, at any time during the 
eligible period, a married person, a person who is in a common-law 
partnership or a person who has a child). 


“qualifying renovation” by an individual, at any time, means a 
renovation or alteration, of a property that is at that time an eligible 
dwelling of the individual or of a qualifying relation in respect of 
the individual, that is of an enduring nature and that is integral to 
the eligible dwelling. 


(2) Rules of application — For the purposes of this section, 


(a) a qualifying expenditure of an individual includes an outlay 
or expense made or incurred by a co-operative housing corpora- 
tion, a condominium corporation (or, for civil law, a syndicate 
of co-owners) or a similar entity (in this paragraph referred to as 
the “corporation’’), in respect of a property that is owned, admin- 
istered or managed by that corporation, and that includes an eli- 
gible dwelling of the individual, to the extent of the individual’s 
share of that outlay or expense, if 


(i) the outlay or expense would be a qualifying expenditure 
of the corporation if the corporation were a natural person 
and the property were an eligible dwelling of that natural per- 
son, and 


(ii) the corporation has notified the individual, in writing, of 
the individual’s share of the outlay or expense; and 


(b) a qualifying expenditure of an individual includes an outlay 
or expense made or incurred by a trust, in respect of a property 
owned by the trust that includes an eligible dwelling of the indi- 
vidual, to the extent of the share of that outlay or expense that is 
reasonably attributable to the individual, having regard to the 
amount of the outlays or expenses made or incurred in respect of 
the eligible dwelling of the individual (including, for this pur- 
pose, common areas relevant to more than one eligible dwell- 
ing), if 

(i) the outlay or expense would be a qualifying expenditure 

of the trust if the trust were a natural person and the property 

were an eligible dwelling of that natural person, and 


(ii) the trust has notified the individual, in writing, of the in- 
dividual’s share of the outlay or expense. 


(3) Home renovation tax credit — For the purposes of comput- 
ing the tax payable under this Part by an individual for the indivi- 
dual’s 2009 taxation year, there may be deducted the amount deter- 
mined by the formula 
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Ax (B-— $1,000) 
where 
A is the appropriate percentage for the taxation year; and 


B. is the lesser of $10,000 and the total of all amounts, each of 
which is a qualifying expenditure of the individual. 

Related Provisions: 118.04(5) — Apportionment of credit where more than one 

person eligible; 118.91 — Part-year resident; 118.92 — Ordering of credits; 118.93 — 

Credits in separate returns; 118.94 — Computing tax payable by a non-resident indivi- 

dual; 118.95(a) — Application in year individual becomes bankrupt; 257 — Formula 

cannot calculate to less than zero. 


(4) Interaction with medical expense credit — Notwithstand- 
ing paragraph, 248(28)(b), an amount may be included in determin- 
ing both an amount under subsection (3) and under section 118.2 if 
those amounts otherwise qualify to be included for the purposes of 
those provisions. 


(5) Apportionment of credit — If more than one individual is 
entitled to a deduction under this section for a taxation year in re- 
spect of a qualifying expenditure of an individual, the total of all 
amounts so deductible shall not exceed the maximum amount that 
would be so deductible for the year by any one of those individuals 
in respect of the qualifying expenditure, if that individual were the 
only individual entitled to deduct an amount for the year under this 
section, and if the individuals cannot agree as to what portion of the 
amount each can so deduct, the Minister may. fix the portions. 


History: S. 118.04 added by 2009; c. 31, s. 4, applicable to 2009 et seq. 


Definitions [s. 118.04]: “amount”, “appropriate percentage” — 248(1); “arm’s 
length” —251(1); “business” —248(1); “calendar year’ — Interpretation ‘Act 
37(1)(a); “Canada” — 255, Interpretation Act 35(1); “child” — 252(1); “common-law 
partner”, “common-law partnership” — 248(1); “corporation” —248(1), Interpreta- 
tion Act 35(1); “eligible dwelling’, “eligible period”, “individual” — 118.04(1); “Min- 
ister’, “person”, “property” — 248(1); “qualifying expenditure” — 118.04(1), (2); 
“qualifying relation”; “qualifying renovation” — 118.04(1); “related” — 251(2)-(6); 
“share” — 248(1); “taxation year’ — 249; “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


118.05 [First-time home buyer’s credit and disability home 
purchase credit] — (1) Definitions — The following defini- 
tions apply in this section. 


“qualifying home” in respect of an individual, means a “qualifying 
home” as defined in subsection 146.01(1) that is acquired, whether 
jointly or otherwise, after January 27, 2009 if 


(a) the home is acquired by the individual, or by the individual’s 
spouse or common-law partner, and 


(i) the individual intends to inhabit the home as a principal 
place of residence not later than one year after its acquisition, 


(ii) the individual did not own, whether jointly or otherwise, 
a home that was occupied by the individual in the period 


(A) that began at the beginning of the fourth preceding 
calendar year that ended before the acquisition, and 


(B) that ended on the day before the acquisition, and 


(ii1) the individual’s spouse or common-law partner did. not, 
in the period. referred to in subparagraph (ii), own, whether 
jointly or otherwise, a home 


(A) that was inhabited by the individual during the mar- 
riage to or common-law partnership with the individual, 
or: 


(B) that was a share of the capital stock of a cooperative 
housing corporation that relates to a housing unit inhab- 
ited by the individual during the marriage to or common- 
law partnership with the individual; or 


(b) the home is acquired by the individual for the benefit of a 
specified person in respect of the individual, and 


(i) the individual intends that the home be inhabited by the 
specified person as a principal place of residence not later 
than one year after its acquisition by the individual, and 
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(ii) the purpose of the acquisition of the home by the indivi- 
dual is to enable the specified person to live in 


(A) a home that is more accessible by the specified person 
or in which the specified person is more mobile or func- 
tional, or 


(B) an environment better suited to the specified person’s 
personal needs and care. 


Related Provisions: 118.05(2) — Transfer of land must be registered to qualify as 
“acquired”. 


“specified person” in respect of an individual, at any time, means a 
person who 


(a) is the individual or is related at that time to the individual; 
and 


(b) would be entitled to a deduction under subsection 118.3(1) in 
computing tax payable under this Part for the person’s taxation 
year that includes that time if that subsection were read without 
reference to paragraph (c) of that subsection. 


(2) Rules of application — For the purposes of this section, an 
individual is considered to have acquired a qualifying home only if 
the individual’s interest (or for civil law, right) in it is registered in 
accordance with the land registration system or other similar system 
applicable where it is located. 


(3) First-time home buyers’ tax credit [and disability home 
purchase credit] — In computing the tax payable under this Part 
by an individual for a taxation year in which a qualifying home in 
respect of the individual is acquired, there may be deducted the 
amount determined by multiplying $5,000 by the appropriate per- 
centage for the taxation year. 

Related Provisions: 118.05(4) — Apportionment of credit where more than one 
person eligible; 118.91 — Part-year resident; 118.92 — Ordering of credits; 118.93 — 


Credits in separate returns; 118.94 — Computing tax payable by a non-resident indivi- 
dual; 118.95(a) — Application in year individual becomes bankrupt. 


(4) Apportionment of credit — If more than one individual is 
entitled to a deduction under this section for a taxation year in re- 
spect of a particular qualifying home, the total of all amounts so 
deductible shall not exceed the maximum amount that would be so 
deductible for the year by any one of those individuals in respect of 
the qualifying home, if that individual were the only individual enti- 
tled to deduct an amount for the year under this section, and if the 
individuals cannot agree as to what portion of the amount each can 
so deduct, the Minister may fix the portions. 


History: S. 118.05 added by 2009, c. 31, s. 4, applicable to 2009 e¢ seq. 


Definitions [s. 118.05]: “acquired” — 118.05(2); “amount”, “appropriate percent- 
age” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “common-law partner’, 
“common-law partnership” — 248(1); “corporation” — 248(1), Interpretation Act 


35(1); “individual”, “Minister”, “person”, “property” — 248(1); “qualifying home” — 
118.05(1); | “related” —251(2)-(6); “share” — 248(1); “specified, person” — 
118.05(1); “taxation year” — 249. 


118.1 (1) Definitions — In this section, 


“total charitable gifts” of an individual for a taxation year means 
the total of all amounts each of which is the fair market value of a 
gift (other than a gift the fair market value of which is included in 
the total Crown gifts, the total cultural gifts or the total ecological 
gifts of the individual for the year) made by the individual in the 
year or in any of the 5 immediately preceding taxation years (other 
than in a year for which a deduction under subsection 110(2) was 
claimed in computing the individual’s taxable income) to 


Proposed Amendment — 118.1(1)“total charitable 
gifts” opening words | 


“total charitable gifts”, in respect of an individual for : a  exation 
year, means the total of all amounts each of which is the eligible 
amount of a gift (other than a gift described in the definition “total 
Crown gifts”, “total cultural gifts” or “total ecological gifts”) 
made by the individual in the year or in any of the five preceding 
taxation years (other than in a year for which a deduction under 


Income Tax Act, Part I, Division E 


subsection 1 10(2) was claimed in. competing CREE 
ble income) to fanhiy bar “ 4 


Application: The July 16, 2010 draft legislation (Part 1 — technical), sec. 66(2), 
will amend the opening words of the definition “total charitable gifts” in ‘bse 
118.1(1) to read as above, applicable to gifts made after December 20, 2002. mR 


Technical | Notes (July 2010): Section 118. 1 provides for a charitable 
tax credit to individuals i in respect of gifts made to registered charities and to 
other entities, $ Section 118. Li is amended to expand ‘the entities referred to in| 


tion to include municipal or ‘public bodies performing a function of gove 
Canada. ‘This amendment is in nei gree to the Quebec Court of - abet 


ie 


aN iis of Seiahy 2h 


Mods). ob sHemaleholne-onicus gis a8 aan Re a) 


The ete to to section 118.1, ig es foie. are made consequential to the 
addition of new wi acne 248030), - Go: Conall, those subsections clarity ‘the 


sendin that the a may be cenitied +s receive an-advantdse pee: ae respect 2 
of the _property. New subsection 248(31) generally. provides. that the “eligible © a 
1ount” of the lies is the excess: of the fair market value of sli sees transferred by | 


Feros 118.1(1) provides definitions of the ‘terms “total ae sins’ “total <4 
oe bee “total eae te Mee mek gifts”. sees oe a 


“otal ecological gifts” ‘in subsection ‘Tis 8. 1(1) : are tioae as a eas of the 
addition of new subsection wed C to provide that the amount that pais ies for the 


dditior I the definition c of to’ bie; gifts” and pee sfinition of LOO: 
gical gifts” in subsection 118. 1) are expanded to include a gift to a caer al or 

public body performing a function of government in Canada. ee 

(a) a registered charity, 

(b) a registered Canadian amateur athletic association, 


(c) a housing corporation resident in Canada and exempt from 
tax under this Part because of paragraph 149(1)(1), 


(d) a Canadian municipality, 


OQ Proposed Amendment — 118. 1(1)"total charitable 
: - gifts"(d), (a. 1 i, 


@. 1) a municipal or F public body performing a pews of gov. 

_ernment in Canada, 
Applic ation: The July 16, 2010 draft legislation (Part 1 20 eee: aad 66(3), 
will amend para. (d) of the. definition “total charitable gifts” in subsec. 118. 1(1) to 
read as above and add para. (d.1), applicable to gifts made after May 8, 2000. j 
Technical Notes beh 201 0): ope under 118. vg ‘total charitable ‘ae pening. 
words above. ay 


Letter from Dept. Be Finance; Sept. 10, 2902: See plies! chietined lt 


(e) the United Nations or an agency thereof, 


(f) a university outside Canada that is prescribed to be a univer- 
sity the student body of which ordinarily includes students from 
Canada, 


(g) a charitable organization outside Canada to. which Her Maj- 
esty in right of Canada has made a gift during the individual’s 
taxation year or the 12 months immediately preceding that taxa- 
tion year, or 
(g.1) Her Majesty in right of Canada or a province, 

to the extent that those amounts were 


(h) not deducted in computing the individual’s taxable income 
for a taxation year ending before 1988, and 


(i) not included in determining an amount that was deducted 
under this section in computing the individual’s tax payable 
under this Part for a preceding taxation year; 
Related Provisions: 38(a.1)— No capital gain on donation of publicly-traded 
shares; 43.1(1) — Charitable gifts excluded from rules re life interests in real property; 
46(1), (5S) — Capital gain on certain donations of art and other property; 69(1)(b)(ii) — 
Donor deemed to have disposed of property at fair market value; 110(1)(d.01) — De- 
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duction on donating employee stock-option shares to ‘charity; 110.1(1)(a) — Parallel 
deduction for corporations; 118:1(1)“total gifts’(a)(ii) — Charitable gifts limited to 
75% of net income; 118.1(2.1) — Ordering of claims; 118.1(5.1), (5.2) — Designation 
of charity as beneficiary of insurance policy; 118.1(5.3) — Designation, of charity as 
beneficiary of RRSP, RRIF or TFSA; 118.1(6)(b)(i) — Reduced gain or recapture on 
donation of property to charity; 118.1(10.1) — Determination of value of cultural pro- 
perty; 118.1(13) — Donation of non-qualifying securities; 118.1(16) —Loanback ar- 
rangements; 143(3.1) — Hutterite colonies — election re gifts; 149.1(6.4) — Dona- 
tions to registered national arts service organization; 188.2(3)(a)(i)— Effect of 
suspension of charity’s receipting privileges; 237.1(1)“gifting arrangement”, “‘tax shel- 
ter’ — Tax shelter registration requirement;.248(30)—(33) — Determination of eligible 
amount; 248(35)—(39) — Value of gift limited to cost if acquired within 3 years or as 
tax shelter; 248(41) — Donation value deemed nil if taxpayer does not inform donee of 
circumstances requiring reduction; Canada-U.S. Tax Treaty: Art. XXI:6 — Donations 
to U.S. charities qualify for taxpayer with U.S.-source income; Canada-U.S. Tax 
Treaty:Art. XXIX-B:1 — Property left to U.S. charity on death. 


History: 2005, c. 30, s. 6, states that for the purpose of applying s. 118.1, a gift made 
by an individual after 2004 and before January 12, 2005 is deemed to have been made 
by the individual in the individual’s 2004 taxation year and not in the individual’s 2005 
taxation year if 


(a) the individual claims an amount under subsec. 118.1(3) in respect of the gift for 
the individual’s 2004 taxation year; 


(b) the gift was made to a registered charity listed under the International Humani- 
tarian Assistance program of the’ Canadian International Development Agency; 


(c) the individual directed the ee to apply the gift to the tsunami relief effort; 
and : 


’ (d) the gift was in the form of cash or was transferred by way of cheque, credit 
card or money order. 


Para. (g.1) added to the definition “total charitable gifts” in subsec. 118.1(1) by 1998, 
c. 19, subsec. 22(1), applicable to taxation years that begin after 1996. 


The opening words of the definition “total charitable gifts” in subsec. 118.1(1) 
amended. by 1996, c. 21, subsec..23(1), applicable to. gifts made after February, 27, 
1995. The opening words formerly read: 


“total charitable gifts” of an individual for a taxation year means the total of. all 
amounts each of which is the fair market value of a gift (other than a gift the fair 
market value of which is included in the total Crown gifts or the total cultural 
gifts of the individual for the year, or would have been so included for a preced- 
ing taxation year if this section had applied to that preceding year) made by the 
individual in the year or in any of the 5 immediately preceding taxation years 
(other than in.a year for which a deduction under subsection 110(2):. was claimed 
in computing the individual’s taxable income) to 


Definition “total charitable gifts” amended by 1994, c. 7, Sch; I1:(1991, c: 49), subsec. 
88(1), applicable after December 11; 1988. That definition formerly. read: 


“total charitable gifts” of an individual for a taxation year means the total of all 
amounts, each of which is the amount of a gift made by the individual in the year 
or in one of the-5 immediately preceding taxation years to 


(a) a registered charity, 
(b) a registered Canadian amateur athletic association, 


(c) a housing corporation résident‘in Canada and exempt from tax under this 
Part by paragraph 149(1)(i), 


(d) a Canadian’ municipality, 
(e) the United Nations or an agency thereof, 


(f) a university outside Canada prescribed to be a university the student body 
of which ordinarily includes students from Canada, or 


(g) a charitable organization outside Canada to. which Her Majesty in right 
of Canada has made a gift during the individual’s taxation year or r the 12 
months immediately preceding that taxation year, 


to the extent that the amounts of those gifts have been neither 


(h) deducted in computing the individual’s taxable income for a taxation 
year preceding 1988, nor 


(i) used in determining an ‘amount that has been deducted under this section 
in computing the individual’s tax payable’ under this Part for a preceding 
taxation year, 


but, where the individual has claimed a deduction under subsection 110(2) in 
computing the individual’s taxable income for a taxation year, does not include 
the amount of any gift made in that year; 


Selected Cases [subsec. 118.1(1)“total charitable gifts”]: Coleman v. R., 
(2010) 3 C.T.C. 2311 (TCC) (Where principal objective was to fund child’s income, 
donations not charitable); Woolner v. R., [2000] 1 C.T.C. 35 (FCA) (Anticipated bene- 
fit deprives “gift” of essential eleemosynary quality); Burns v. MNR, [1990] 1 C.T.C. 
350 (FCA) (Donations to registered amateur athletic association not “gifts” where tax- 
payer paying for daughter’s training); Guertin, Antoine, Ltée v. R., [1988] 1 C.T.C. 117 
(FCA) (Loan for interest to company by foundation made from amounts donated to 
foundation by company not artificial transactions); R. v. McBurney, [1985] 2 C.T.C. 
214 (FCA); leave to appeal to SCC refused (1986), 65 N.R. 320 (note), (sub nom. 
McBurney v. MNR) (Mere lack of legal obligation to contribute to religious schools not 
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sufficient to create gifts); \R.v. Zandstra, [1974] C.T:C. 503: (FCTD) (Of amounts paid 
to Christian school, $200 per childheld:to be tuition; excess charitable): 


Regulations: 3503, Sch: VIII (prescribed universities). 
Interpretation Bulletins: See lists at end of 118.1(1) and 118.1. 


Information Circulars: 75-23: Tuition fees and charitable donations paid to privately 
supported secular and religious’ schools; 84-3R6: Gifts to certain’ charitable organiza- 
tions outside Canada. See also at end of 118.1. 


1.T. Technical News: 17 (loan of property as:a gift). 


Registered Charities Newsletters: 1 (donation of services); 2 (issuing official 
donation receipts where there’ are prizes); 3' (gifts of property other than cash); 4 (issu- 
ing receipts for gifts of art); 6 (can registered charities issue donation receipts for tui- 
tion fees?; the “art” of issuing official donation receipts); 7 (fundraising golf tourna- 
ments; fundraising auctions); 8 (further questions on golf tournaments; directed 
donations; issuing receipts for gifts of art; gifts of units in a hedge fund; membership 
fees; official donation receipts — Quebec donors); 9 (how do you establish the value of 
gifts-in-kind?); 11 (audit of tax preparer lands registered charities in hot water); 12 
(valuing gifts of public securities); 14 (abusive donation scheme not allowed); 16 (do- 
nations of items of a speculative value); 18 (charitable donation tax shelter arrange- 
ments; what is a gift in kind? how should charitable gifts in kind be valued? donation 
of time-shares, including recreational property; can businesses receive receipts for’ do- 
nations made out of their inventory? can shares or stock options be gifts? can a charity 
issue a charitable receipt for a court-ordered payment made to it?); 22 (rent-free accom- 
modations; donate-a-car programs); /23 (court news: volunteering services is not a gift); 
24 (First Nations and qualified donee status); 25 (reimbursing funds to volunteers); 27 
(receipts — who is the donor?); 29 (tax shelter gifting arrangements; valuing dona- 
tions); 33 (improper receipting). 

Charities Policies: CPC-006: Gift-in-kind; CPC-008: Gift — payment to a regis- 
tered charity instead of paying union dues; CPC-012: Out of pocket expenses; CPC- 
017: Official donation receipts — gifts of services; CPC-018: Official donation re- 
ceipts — gifts out of inventory;;CPC-019: Official donation receipts — payment for 
participation in a youth band or choir; CPC-025: Gift — expenses — volunteer; CPC- 
030: Organizations outside Canada to which Her Majesty has made-a gift; CPS-018: 
Donations of gift certificates. 


CRA Audit Manual: 12.16.0: Requesting appraisal or valuation. 


Forms: RC4142: Tax advantages of donating to a charity [guide]; T1236: Qualified 
donees worksheet/amounts provided to other organizations. 


“total Crown gifts” of an individual for a taxation year means the 
total of all amounts each of which is the fair market value of a gift 
(other than a gift the fair market value of which is included in the 
total cultural gifts or the total ecological gifts of the individual for 
the year) made by the individual in the year or in any of the 5 1m- 
mediately preceding taxation years to Her Majesty in right of Can- 


ada or a province, to oe eee that those amounts. were 


ous by he jidividbal 
cedin sa iets to det 


(ays not deducted in computing. the dividual S Te income 
for a taxation year ending before 1988, 


(b) not included in determining an amount that was deducted 
under this section in computing the individual’s tax payable 
under this Part for a preceding taxation year, and 


(c) in respect of gifts made before February 19, 1997 or under 
agreements in writing made before that day; 
History: Para. (c) added to the definition “total Crown gifts” in subsec. 118.1(1) by 
1998, c. 19, subsec. 22(2), applicable to taxation years that begin after 1996. 


The opening words of the definition “total Crown gifts” in subsec. 118.1(1) amended 
by.1996, c, 21, subsec. 23(2), applicable to gifts made after February 27, 1995. The 
opening words formerly read: 

“total Crown gifts” of an individual for a taxation year means the total:of all 


amounts each of which is the fair market value of a gift (other than a gift the fair 
market value of which is included in the total cultural gifts of the individual for 
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the year, or would have been so included for a preceding taxation year if this 
section had applied to that preceding year) made by the individual in the year or 
in any of the 5 immediately preceding taxation years to Her Majesty in right of 
Canada or a province, to the extent that those amounts were 


Definition “total Crown gifts” in subsec..118.1(1) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 88(1), applicable after December 11, 1988. That definition for- 
merly read: 


“total Crown gifts” of an individual for a taxation year means the total of all 
amounts each of which is the amount of a gift made by the individual in the year 
or in one of the 5 immediately preceding taxation years to Her Majesty in right 
of Canada or to Her Majesty in right of a province, to the extent that the amounts 
of those gifts have been neither 


(a) deducted in computing the individual’s taxable income for a taxation 
year preceding 1988, nor 


(b) used in determining an amount that has been deducted under this section 
in computing the individual’s tax payable under this Part for a preceding 
taxation year; 


Selected Cases [subsec. 118.1(1)“total Crown gifts”]: Williamson v. Canada 
(A.-G.), [2006] 4 C.T.C. 200 (FCA) (institution must be designated at time gift 
received); Hudson Bay Mining and Smelting Co. Ltd. v. Canada, [1989] 2:C.T.C. 309 
(FCA); leave to appeal to SCC refused (1990), 106 N.R. 16 (note) (“Gift” to Crown 
corporation after latter acquired facilities from taxpayer neither separate transaction nor 
deductible). 


Advance Tax Rulings: ATR-63: Donations to agents of the Crown. 
1.T. Technical News: 17 (loan of property as a gift). 


Forms: T1236: Qualified donees worksheet/amounts provided to other organizations. 


“total cultural gifts” of an individual for a taxation year means the 
total of all amounts each of which is the fair market value of a gift 


Proposed. Amendment — 118. ee? cultural saltte 
: nepeninae words: me 


Apnlicalioder The ae 16, 2010 seats legislation (Part | —tectnica, mnbeed 66(5), 
will amend the opening words of the mares ee cultural al gifs in subsec. 118.1¢)) 


words above. 


(a) of an object that the Canadian Cultural Property Export Re- 
view. Board has. determined meets the criteria set out in 
paragraphs 29(3)(b) and (c) of the Cultural Property Export and 
Import Act, and 


(b) that was made by the individual in the year or in any of the 5 
immediately preceding taxation years to an institution or a pub- 
lic authority in Canada that was, at the time the gift was made, 
designated under subsection 32(2) of the Cultural Property Ex- 
port and Import Act either generally or uy a specified purpose 
related to that object, 


to the extent that those amounts were 


(c) not deducted in computing the individual’s taxable income 
for a taxation year ending before 1988, and 


(d) not included in determining an amount that was deducted 
under this section in computing the individual’s tax payable 
under this Part for a preceding taxation year; 


Related Provisions: 39(1)(a)(i.1) — No capital gain on gift of cultural property to 
designated institution; 110.1(1)(c) — Parallel deduction for corporations; 118.1(1)“to- 
tal gifts”(c) — Cultural gifts not limited to 75% of net income; 118.1(2.1) — Ordering 
of claims; 118.1(6)(b)(i) — Reduced recapture on donation of property to charity; 
118.1(7.1) — Gifts of cultural property — deemed proceeds; 118.1(10) — Determina- 
tion of fair market value; 118.1(10.1) — Determination of value by Cultural Property 
Export Review Board; 143(3.1) — Election in respect of gifts; 207.3 — Tax on institu- 
tion that disposes of cultural property; 248(30)-(33) — Determination of eligible 
amount; 248(35)-(39) — Value of gift limited to cost if acquired within 3 years or as 
tax shelter. 


Income Tax Act, Part I, Division E 


History: Definition “total cultural gifts” in subsec. 118.1(1) amended by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 88(1), applicable after December 11, 1988. That definition 
formerly read: 


“total cultural gifts” of an individual for a taxation year means the total of all 
values each of which is the value of a gift 


(a) of an object that the Canadian Cultural Property Export Review Board 
has determined meets all the criteria set out in paragraphs 29(3)(b) and (c) of 
the Cultural Property Export and Import Act, 


(b) that neither is included in the total charitable gifts or the total Crown 
gifts of the individual for the year, nor would have been so included in a 
preceding taxation year had this section been applicable to that preceding 
year, and 


(c) that was made by the individual in the year or in one of the 5 immedi- 
ately preceding taxation years to an institution or public authority in Canada 
that was, at the time the gift was made, designated under subsection 32(2) of 
the Cultural Property Export and Import Act either generally or for a pur- 
pose related to the object referred to in paragraph (a) 


to the extent that the values of those gifts have been neither 


(d) deducted in computing the individual’s taxable income for a taxation 
year preceding 1988, nor 


(e) used in determining an amount that has been deducted under this section 
in computing the individual’s tax payable under this Part for a preceding 
taxation year; 


Selected Cases [subsec. 118.1(1)“total cultural gifts”]: Chabot v. R., [2000] 2 
C.T.C. 2546 (TCC) (Artwork not owned and could not be donated); Hudson Bay 
Mining and Smelting Co. Ltd. v. Canada, [1989] 2 C.T.C. 309 (FCA); leave to appeal 
to SCC refused (1990), 106 N.R. 16 (note) (“Gift’” to Crown corporation after latter 
acquired facilities from taxpayer neither separate transaction nor deductible); Friedberg 
v. MNR, [1989] 1 C.T.C. 274 (FCTD); aff'd in part [1992] 1 C.T.C. 1 (FCA); leave to 
appeal to SCC refused (July 2, 1992), Doc. 22990 [unreported]. Fair market value of 
collections donated to museum deductible despite cost to taxpayer below fair market 
value). 


Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions. See also at end of 118.1. 


I.T. Technical News: 17 (loan of property as.a gift). 
Registered Charities Newsletters: 24 (cultural property as gifts). 


“total ecological gifts” of an individual for a taxation year means 
the total of all amounts each of which is the fair market value of a 
gift (other than a gift the fair market value of which is included in 
the total cultural gifts of the individual for the year) of land, includ- 
ing a servitude for the use and benefit of a dominant land, a cove- 
nant or an easement, the fair market value of which is certified by 
the Minister of the Environment and that is certified by that Min- 
ister, Or a person designated by that Minister, to be ecologically 
sensitive land, the conservation and protection of which is, in the 
opinion of that Minister, or that person, important to the preserva- 
tion of Canada’s environmental heritage, which gift was made by 
the individual in the year or in any of the five immediately preced- 
ing taxation years to 


(a) Her Majesty in right of Canada or a province or a municipal- 
ity in Canada, or 


(b) a registered charity one of the main purposes of which is, in 
the opinion of the Minister of the Environment, the conservation 
and protection of Canada’s environmental heritage, and that is 
approved by that Minister, or that person, in respect of that gift, 


to the extent that those amounts were not included in determining 
an amount that was deducted under this section in computing the 
individual’s tax payable under this Part for a preceding taxation 
See 


_ Proposed Amendment - ae -118. SONIA Peale 
ate 


“total ecological gifts”, in Tespect | of an ‘individual for a taxation 


year, means the total of all amounts each of which is the eligible | 
amount of a gift (other than a gift described in the definition “total 
cultural gifts”) of land (including a covenant or an. easement to 
which land is subject or, in the case of es in the: ee of 
Quebec, a real servitude) if ‘og y laee 


_(a) the fair market value of the sift is certified labs the e Minister é 
of the Environment, ‘ niperioreinettio: 
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 (b) the land is certified by that Minister, or by : 


follows: — .. 
(a) Her Majesty j in sie. of Canada or of: a provinee, a nage in. Canada 


Technical Notes ‘(amy 2010): ee also under. 118. 1 totat Gntble: gifts” 


opening words above — ed.} The definition. “total ecological gifts” is also amended : 


to clarify, its application to “real servitudes” under the Civil Code of Oyabees | SO 
Letter from Dept. of Finance; Sept. 10, 2002: See under 149(1)(d.5). 


Related Provisions: 38(a.2) — Reduced capital gain inclusion on ecological gift; 
110.1(1)(d) — Parallel deduction for corporations; 118.1(1)“total gifts’ (d) — Ecologi- 
cal gifts not limited to 20% ‘of net income; 118.1(2.1) — Ordering of claims; 
118.1(10.1)—(10.5) — Determination of fair market value by Minister of the Environ- 
ment; 118.1(12) — Fair market value of ecological servitude, covenant or easement; 
207.31 — Tax if donee disposes of the property; 248(30)—(33) — Determination of eli- 
gible amount. 


History: The opening words of the definition “total ecological gifts” in subsec. 
118.101) amended by 2001, c. 17, subsec. 94(1), applicable in respect of gifts made, or 
proposed to be made, after February 27, 2000. The opening words formerly read: 


“total ecological gifts” of an individual for a taxation year means the total of all 
amounts each of which is the fair market value of a gift (other than a gift the fair 
market value of which is included in the total cultural gifts of the individual for 
the year) of land, including a servitude for the use and benefit of a dominant 
land, a covenant or an easement, that is certified by the Minister of the Environ- 
ment, or a person designated by that Minister, to be ecologically sensitive land, 
the conservation and protection of which is, in the opinion of that Minister, or 
that person, important to the preservation of Canada’s environmental heritage, 
which gift was made by the individual in the year or in any of the 5 immediately 
preceding taxation years to 


Para. (a) of the definition “total ecological gifts” in subsec. 118.1(1) amended by 1998, 
c. 19, subsec. 22(3), applicable to gifts made after February 18, 1997. Para. (a) for- 
merly read: 


(a) a Canadian municipality, or 


The definition “total ecological gifts” added to subsec. 118.1(1) by 1996, c. 21, subsec. 
23(4), applicable to gifts made after February 27, 1995. 


1.T. Technical News: 17 (loan of property as a gift). 
Registered Charities Newsletters: 22 (ecological gifts). 


“total gifts” of an individual for a taxation year means the total of 
(a) the least of 
(i) the individual’s total charitable gifts for the year, 


(ii) the individual’s income for the year where the individual 
dies in the year or in the following taxation year, and 


(iii) in any other case, the lesser of the individual’s income 
for the year and the amount determined by the formula 


0.75A +.0.25 (B+C+D—E) 
where 


Pp desig- 
nated a that Minister, to be Herein sensitiv ‘land, the — 
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A ‘is the individual’s income for the year, 


B. is the total of all amounts each of which is a taxable capi- 
tal gain of the individual for the year from a disposition 
that is the making of a gift made by the individual in the 
year, which gift is included in the individual’s total chari- 
table gifts for the year, 


i Proposed Amendment — ig 1(1 og 
ae gifts”(a)(iii)B og as 
Bis the total of all amounts, each of which i is that propor- 
coe ieee “augers ese HC gain me the taxa- 


of income. Variable B B is amended as a consequence of the addition of new subsec- 
248(31), to ensure that the enhanced income limit only. applies to the | ee ofa 
taxable capital gain that relates to the eligible amount of a gift. 


C is the total of all amounts each of which is a taxable capi- 
tal gain of the individual for the year, because of subsec- 
tion 40(1.01), from a disposition of a property in a pre- 
ceding taxation year, 


D is the total of all amounts each of which is determined in 
respect of the individual’s. depreciable property of a pre- 
scribed class and equal to the lesser of 


(A) the amount included under subsection 13(1) in re- 
spect of the class in computing the individual’s in- 
come for the year, and 


(B) the total of all amounts each of which is deter- 
mined in respect of a disposition that is the making of 
a gift of property of the class made by the individual 
in the year that is included in the individual’s total 
charitable gifts for the year and equal to the lesser of 


(i) the proceeds of disposition of the property mi- 
nus any outlays and expenses to the extent that 
they were made or incurred by the individual for 
the purpose of making the disposition, and 


(II) the capital cost to the individual of the pro- 
perty, and 


Prepased Amendment — 118. ED Noel 
_gifts’(aiii)D(B) i (ttsti~—S 


. (B) the nee of all amounts each of which is deter-. 
mined in respect of a disposition that is the making 
of a gift of property of the class made by the indivi- 
dual in the year (in respect of which gift an eligible 
amount is included in the individual’s total charita- 

_ ble gifts for the taxation year) equal to to the lesser of — 


- (D that proportion, “of the amount by which the 

proceeds of disposition of ‘the ” property exceed 

any outlays and expenses, to the extent that they 
were made or incurred by the individual for the 

purpose of making the disposition, that the eligi- 
ble amount of the gift is of the individual’s pro- 

- ceeds of disposition in respect of the gift, and 


(11) that proportion, of the capital cost to the indi- 
vidual of the property, that the eligible amount of 
the gift i is of the individual’s proceeds of disposi- 
tion in respect of the gift, and 
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Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec: 66(7), 
will amend cl. (B) in the description of D in subpara. (a)(iii) of the definition “total 
gifts” in subsec. 118.1(1) to read as above, tes eine to ong — — December 
20, 2002. 


Technical Notes (July 2010): See under 118. 1) *toral’ ineetane above. 


E is the total of all amounts each of which is the portion of 
an amount deducted under section 110.6 in computing the 
individual’s taxable income for the year that can reasona- 
bly be considered to be in respect of a gift referred to in 
the description of B or C, 

(b) the individual’s total Crown gifts for the year, 
(c) the individual’s total cultural gifts for the year, and 
(d) the individual’s total ecological gifts for the year. 


Related Provisions: 248(35)—-(39) — Value of gift limited to cost if acquired within 
3 years or as tax shelter; 257 — Formula cannot calculate to less than zero. 


History: 1999, c. 22, s. 33 provides the following special rule, applicable to taxation 
years that ended after November 15, 1997 and before 1998. 


For the purposes of the Act, if 


(a) a taxpayer made a gift at any particular time before February 1998, and 
after the end of a taxation year that ended after November 15, 1997 and 
before 1998, that would be deductible under section 110.1 or 118.1 of the 
Act in computing the taxpayer’s taxable income or tax payable under Part I 
of the Act for the year if it were made immediately before the end of the 
year, 


(b) the gift was a gift of tangible property (other than real property) or a gift 
by cash, cheque, credit card or money order, 


(c) the gift was not made 
(i) through a payroll deduction, or 
(ii) where the taxpayer died after 1997, by the taxpayer’s will, and 


(d) the taxpayer so elects in the taxpayer’s return of income under the Act 
for the year or by notifying the Minister of National Revenue in writing 
before 1999, 


the taxpayer is deemed to have made the gift and, in the case of a gift of tangible 
property, to have disposed of the property immediately before the end of the 
taxpayer’s taxation year that ended before 1998 and not to have done so at the 
particular time. 


Subpara. (a)(iii) of the definition “total gifts” in subsec. 118.1(1) amended by 1998, c. 
19, subsec. 22(4), applicable to taxation years that begin after 1996. Subpara. (a)(iii) 
formerly read: 


(iii) in any other case, the amount determined by the formula 


0.5(A + B —C) 
where 
A is the individual’s income for the year, 


B is the total of all amounts each of which is the amount of a taxable capital 
gain from a gift of property made by the individual in the year to a donee 
described in the definition “total charitable gifts”, and 


C is the total of all amounts each of which is the portion of an amount de- 
ducted under section 110.6 in computing the individual’s taxable income for 
the year that can reasonably be considered to be in respect of a gift of capital 
property made by the individual in the year to a donee described in the defi- 
nition “total charitable gifts”, 


Para. (a) of the definition “total gifts” in subsec. 118.1(1) amended by 1997, c. 25, s. 
26, applicable to 1996 et seq. and, where an individual dies m 1996, to the individual’s 
1995 taxation year. Para. (a) formerly read: 


(a) the lesser of 
(i) the individual’s total charitable gifts for the year, and 
(ii) /s of the individual’s income for the year, 


Para. (d) of the definition “total gifts” in subsec. 118.1(1) added by 1996, c. 21, subsec. 
23(3), applicable to gifts made after February 27, 1995. 


Definition “total gifts” in subsec. 118.1(1) amended by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 88(1), applicable after December 11, 1988. That definition formerly read: 


“total gifts” of an individual for a taxation year means the total of 
(a) the lesser of 
(i) the individual’s total charitable gifts for the year, and 


(ii) '/s of the individual’s income for the year computed without refer- 
ence to subsection 137(2), 


(b) the individual’s total Crown gifts for the year, and 
(c) the individual’s total cultural gifts for the year. 
1.T. Technical News: 17 (loan of property as a gift). 


Income Tax Act, Part I, Division E 


Interpretation Bulletins: See list at end of s. 118.1. 
Information Circulars: See list at end of s. 118.1. 


(2) Proof of gift — A gift shall not be included in the total charita- 
ble gifts, total Crown gifts, total cultural gifts or total ecological 
gifts of an individual unless the making of the gift is proven by 
filing with the Minister 


_ Proposed Amendment — 118.1(2) opening words — 


@) Proof of gift — An eligible amount of a gift shall not be in- : 
cluded in the total charitable gifts, total Crown gifts, total cultural — 
gifts or total ecological gifts of an individual unless the making of | 
the gift is evidenced by filing with the Minister x 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec, 66(8), 
of. Subsec. 118.12) to ae as APNG, applicable oe 
2002.” 


garding cere amount on ee amount of ie cece | respect of a gift. 


(a) a receipt for the gift that contains prescribed information; 


(b) in the case of a gift described in the definition “total cultural 
gifts” in subsection (1), the certificate issued under subsection 
33(1) of the Cultural Property Export and Import Act; and 


(c) in the case of a gift described in the definition “total ecologi- 
cal gifts” in subsection (1), both certificates referred to in that 
definition. 
Related Provisions: 110.1(2) — Parallel rule for corporations; 149.1(1)‘‘disburse- 
ment quota” A — Charity must disburse 80% of receipted gifts; 188.2 — Suspension of 
charity’s receipting privileges; 230(2) — Books and records to be kept by charity; 
248(30)—(33) — Determination of eligible amount; 248(41) — Donation value deemed 
nil if taxpayer does not inform donee of circumstances requiring reduction. 


History: Subsec. 118.1(2) amended by 2001, c. 17, subsec. 94(2), applicable in respect 
of gifts made, or proposed to be made, after February 27, 2000, except that the subsec., 
as amended, shall be read without reference to para. 118.1(2)(b) in respect of gifts 
made before December 21, 2000. That subsec. formerly read: 


(2) A gift shall not be included in the total charitable gifts, total Crown gifts, 
total cultural gifts or total ecological gifts of an individual unless the making of 
the gift is proven by filing with the Minister a receipt therefor that contains pre- 
scribed information. 


Subsec. 118.1(2) amended by 1996, c. 21, subsec. 23(5), applicable to gifts made after 
February 27, 1995. That subsec. formerly read: 


(2) A gift shall not be included in the total charitable gifts, total Crown gifts or 
total cultural gifts of an individual unless the making of the gift is proven by 
filing with the Minister a receipt therefor that contains prescribed information. 


Selected Cases [subsec. 118.1(2)]: Céré v. R., [1999] 3 C.T.C. 2373 (TCC) (Gifts 
valid but valuations exaggerated; penalties upheld). 

Regulations: 3501 (prescribed information). 

Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions. See also at end of s. 118.1. 

Information Circulars: See list at end of s. 118.1. 

Advance Tax Rulings: ATR-63: Donations to agents of the Crown. 


Registered Charities Newsletters: See under 118.1(1)“total charitable gifts” and 
Reg. 3501(1). 


(2.1) Ordering — For the purposes of determining the total chari- 
table gifts, total Crown gifts, total cultural gifts and total ecological 
gifts of an individual for a taxation year, no amount in respect of a 
gift described in any of the definitions of those expressions and 
made in a particular taxation year shall be considered to have been 
included in determining an amount that was deducted under this 
section in computing the individual’s tax payable under this Part for 
a taxation year until amounts in respect of such gifts made in taxa- 
tion years preceding the particular year that can be so considered 
are so considered. 
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Related Provisions: 110.1(1.1)(b) — Parallel ordering rule for corporations: 
History: Subsec. 118.1(2.1) added by 1998, c. 19, subsec, 22(5), applicable to taxation 
years that begin after 1996. 


(3) Deduction by individuals for gifts — For the purpose of 
computing the tax payable under this Part by an individual for a 
taxation year, there may be deducted such amount as the individual 
claims not exceeding the amount determined by the formula 

(A x B) + [C x (D-B)] 
where 
A is the appropriate percentage for the year; 


B is the lesser of $200 and the individual’s total gifts for the year; 


C is the highest percentage referred to in subsection 117(2) that 


applies in determining tax that might be payable under this Part 


for the year; and’ 


D is the individual’s total gifts for the year. 


Related Provisions: 37(5) — Scientific research and experimental development ex- 
penditures; 110(2) — Deduction for member of religious order who has taken vow of 
perpetual poverty; 110.1 — Deduction for gifts by corporations; 117(1) — Tax payable 
under this Part; 118.1(4)-(5.3) — Gift on death; 118.1(5.4), (6) — Gift of capital pro- 
perty — designation of value; 118.1(7) — Gift of art by artist; 118:1(13)-(20) — No 
credit for gift of non-qualifying securities; 118.91 — Individual resident in Canada for 
part of the year; 118.95(a), 128(2)(e)(iii)(B), 128(2)(f)(iv), 128(2)(g)Gi)(B) — Applica- 
tion to bankrupt individual; 152(6) — Reassessment; 164(5), (5.1) — Effect of car- 
ryback of loss. p 


History: Subsec. 118.1(3) amended by 1995, c. p? . 34, applicable-to 1994 et seq. 
Subsec. (3) formerly read: 


@) For the purpose of computing the tax payable under this Part by an individual 
for a taxation year, there may be deducted such amount as the individual may 
claim not exceeding an amount determined by the formula 


(A xB). +(C x(D-=B)) 
where 
A is the appropriate percentage for the year; 
Bis the lesser of $250 and the individual’s total gifts for the year; 


C is the highest percentage referred to in subsection 117(2) that is applicable in 
determining tax that might be payable under this Part for the year; and 


D is the individual’s total gifts for the year. 


Selected Cases [subsec. 118.1(3)]: Klotz v. R., [2004] 2 C.T.C. 2892 (TCC) 
(Value of gift not supported by evidence). 


Interpretation Bulletins: IT-226R: Gift to a charity! of a residual interest in real 
property or an equitable interest in a trust; IT-297R2: Gifts in kind to charity and 
others; IT-407R4: Dispositions of cultural property to designated Canadian institutions. 
See also at end of s. 118.1. 


Information Circulars: 75-23: Tuition fees and charitable donations paid to privately 
supported secular and religious schools. 


Registered Charities Newsletters: See under 118. 1(1y‘total charitable gifts”. 


(4) Gift in year of death — Subject to subsection (13), a gift 
made by an individual in the particular taxation year in which the 
individual dies (including, for greater certainty, a gift otherwise 
deemed by subsection (5), (5.2), (5.3),:(7), (7-1), (13) or (15) to 
have been so made) is deemed, for the purpose of this section other 
than this subsection, to have been made by the individual in the 
preceding taxation year, and not in the particular year, to the extent 
that an amount in respect of the gift is not deducted in computing 
the individual’s tax payable under this Part for the particular year. 


Related Provisions: 70(5) — Deemed disposition of property immediately before 
death; 118.1(5) — Gift made by will deemed made in year of death. 


History: Subsec. 118.1(4) amended by 2001, c. 17, subsec. 94(3), to substitute “sub- 
section (5), (5.2), (5.3), (7), (7-1), (13) or (15)” for “subsection (5), (13) or (15)”,-appli- 
cable in respect of deaths that occur after 1998. For taxation years before 2000, subsec. 
118.1(4) is read without reference to subsecs. 118.1(7) and (7.1) except that, where a 
taxpayer or a taxpayer’s legal representative notifies the Minister of National Revenue 
in writing before 2002 of the intention of the taxpayer or the taxpayer's legal represen- 
tative that this subsection apply in respect of a gift made after 1996 and before 2000, 
subsec. 118.1(4), as amended, applies to the taxation year in which the gift was made 
and shall be read, in respect of the 1996 to 1998 taxation years, without reference to 
subsecs, 118.1(5.2) and (5.3). 


S. 118.1(5.1) 


Subsec. 118.1(4) amended by 1998, c. 19; subsec. 22(6), applicable to gifts made after 
July 1997. Subsec. 118.1(4) formerly read: 
(4) Time of gift — For the purposes of this section, a gift made by an individual 
in the taxation year in which the individual dies shall be deemed to have been 
made by the individual in the immediately preceding taxation year to the extent 
that an amount in respect thereof is not deducted in computing the individual’s 
tax payable under this Part for the taxation year in which the individual dies. 


Interpretation Bulletins: IT-288R2: Gifts of capital properties to a charity and 
others; IT-407R4: Dispositions of cultural Peery to designated Canadian institutions. 
See also at end of s. 118.1. 


(5) Gift by will — Subject to subsection (13), where an individual 
by the individual’s will makes a gift, the gift is, for the purpose of 
this section, deemed to have been made by the individual immedi- 
ately before the individual died. 

Related Provisions: 38(a.1)(ii) — Gift of publicly- traded securities made on death; 
38(a.2) — Reduced capital gain inclusion on ecological gift; 39(1)(a)(i.1) — Gain on 
disposition not capital. gain; 70(5)— Deemed disposition of property immediately 
before death; 118.1(4) — Carryback of gift made in year of death; 118.1(5.1), (5.2) — 
Gift of life insurance on death. See also at end of s. 118.1. 


History: Subsec. 118.1(5) amended by 1998, c. 19, subsec. 22(6), applicable to gifts 
made after July 1997 Subsec. 118.1(5) formerly read: ~ 
(5) Where an individual by the individual’s will makes a gift to a donee de- 
scribed in subsection (1), the gift shall, for the purposes of this section, be 
deemed to have been made: by, the individual 1 in the taxation. year in which the 
individual dies. 


Interpretation Bulletins: IT-226R: Gift to a charity of a residual interest in ‘real 
property or an equitable interest in a trust; IT-407R4: Dispositions of cultural property 
to designated Canadian institutions:;See also at end of s. 118.1. 


Registered Charities Newsletters: 1. (donation of services); 2 (issuing official 
donation receipts where there are prizes); 3 (gifts of property other than cash); 4 (issu- 
ing receipts for gifts of art); 6 (can registered charities issue donation tax receipts for 
tuition fees?; the “art” of issuing official donation receipts); 7 (fundraising golf tourna- 
ments; fundraising auctions); 8 (further questions on golf tournaments; directed dona- 
tions; issuing receipts for gifts of art; gifts of units in a hedge fund; Membership fees; 
official donation’ receipts — Quebec donors); 9 (how do: you establish the value of 
gifts-in-kind?); 11 (audit of\tax preparer lands registered charities: in hot water); 12 
(valuing gifts of public securities); 27 (gift of residue of an estate can qualify). 


(5.1) Direct designation — insurance proceeds — Subsec- 
tion (5.2) applies to an individual in respect of a life insurance pol- 
icy where 


(a) the policy is a life insurance. policy under which, immedi- 
ately before the individual’s death, the individual’s life was 
" insured; 


(b).a,transfer of money, or a transfer by means of a negotiable 
instrument, is made as a consequence of the individual’s death 
and solely because of the obligations under the policy, from an 
insurer to a qualified donee (other than a transfer the amount of 
which is not included in computing the income of the individual 
or the individual’s estate for any taxation year but would have 
been included in computing the income of the individual or the 
individual’s estate for a taxation. year if the transfer had been 
made to the individual’s legal representative for the benefit of 
the individual’s estate and this Act were read without.reference 
to subsection 70(3)); 


(c) immediately before the individual’s death, 


(i) the individual’s consent would have been required’ to 
change the recipient of the transfer described in paragraph 
(b), and 


(ii) the donee’ was neither'a policyholder under the policy, 
nor an assignee of the individual’s interest under the policy; 
and 


(d) the transfer occurs within the 36 month period that begins at 
the time of the death (or, where written application to extend the 
period has been made to the Minister by. the individual’s legal 
representative, within such longer period.as the Minister consid- 
ers reasonable in the circumstances). 


History: Subsec. 118.1(5.1) added by 2001, c. 17, subsec. 94(4), applicable in respect 
of deaths that occur after 1998. 


Registered Charities Newsletters: 15 (gifts by direct designation). 
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(5.2) Deemed gift — subsection (5.1) — Where this subsec- 
tion applies, 


(a) for the purpose of this section (other than subsection (5.1) 
and this paragraph) and section 149.1, the transfer described in 
subsection (5.1) is deemed to be a gift made, immediately before 
the individual’s death, by the individual to the qualified donee 
referred to in subsection (5.1); and 


(b) the fair market value of the gift is deemed to be the fair mar- 
ket value, at the time of the individual’s death, of the right to 
that transfer (determined without reference to any risk of default 
with regard to obligations of the insurer). 
Related Provisions: 118.1(4)—Carryback of gift made in year of death; 
149.1(1)“disbursement quota” A(a) — Designated amount (enduring property) not in- 
cluded in disbursement quota; 149.1(1)“enduring property” — Definition includes gift 
deemed by 118.1(5.2). 


History: Para. 118.1(5.2)(a) amended by 2005, c. 19, subsec. 23(1), to add “and sec- 
tion 149.1”, applicable in respect of deaths that occur after 1998. 


Subsec. 118.1(5.2) added by 2001, c. 17, subsec. 94(4), applicable in respect of deaths 
that occur after 1998. 


Registered Charities Newsletters: 15 (gifts by direct designation). 


(5.3) Direct designation — RRSPs, RRIFs and TFSAs — If 
as a consequence of an individual’s death, a transfer of money, or a 
transfer by means of a negotiable instrument, is made, from an ar- 
rangement (other than an arrangement of which a licensed annuities 
provider is the issuer or carrier) that is a registered retirement sav- 
ings plan or registered retirement income fund or that was, immedi- 
ately before the individual’s death, a TFSA to a qualified donee, 
solely because of the donee’s interest or, for civil law, a right asa 
beneficiary under the arrangement, the individual was the annuitant 
under, or the holder of, the arrangement immediately before the in- 
dividual’s death and the transfer occurs within the 36-month period 
that begins at the time of the death (or, where written application to 
extend the period has been made to the Minister by the individual’s 
legal representative, within such longer period as the Minister con- 
siders reasonable in the circumstances), 


(a) for the purposes of this section (other than: this paragraph) 
and section 149.1, the transfer is deemed to be a gift made, im- 
mediately before the individual’s death, by the individual to the 
donee; and 


(b) the fair market value of the gift is deemed to be the fair mar- 
ket value, at the time of the individual’s death, of the right to the 
transfer (determined without reference to any risk of default 
with regard to the obligations of the issuer or carrier of the 
arrangement). 


Related Provisions: 118.1(4)—Carryback of gift made in year of death; 
149.1(1)“disbursement quota” A(a) — Designated amount (enduring property) not in- 
cluded in disbursement quota; 149.1(1)“enduring property” — Definition includes gift 
deemed by 118.1(5.3). 


History: The opening words of subsec. 118.1(5.3) amended by 2009, c. 2, s. 35, appli- 
cable to 2009 et seg. They formerly read: 


(5.3) If as a consequence of an individual’s death, a transfer of money, or a trans- 
fer by means of a negotiable instrument, is made, from an arrangement that is a 
registered retirement savings plan, registered retirement income fund or TFSA 
(other than an arrangement of which a licensed annuities provider is the issuer or 
carrier) to a qualified donee, solely because of the donee’s interest or, for civil 
law, a right as a beneficiary under the arrangement, the individual was the annui- 
tant under, or the holder of, the arrangement immediately before the individual’s 
death and the transfer occurs within the 36-month period that begins at the time 
of the death (or, where written application to extend the period has been made to 
the Minister by the individual’s legal representative, within such longer period as 
the Minister considers reasonable in the circumstances), 


Subsec. 118.1(5.3) amended by 2008, c. 28, s. 15, applicable to 2009 et seq: It formerly 
read: 


(5.3) Direct designation — RRSPs and RRIFs — Where as a consequence of 
an individual’s death, a transfer of money, or a transfer by means of a negotiable 
instrument, is made, from a registered retirement savings plan or registered re- 
tirement income fund (other than a plan or fund of which a licensed annuities 
provider is the issuer or carrier, as the case may be) to a qualified donee, solely 
because of the donee’s interest as a beneficiary under the plan or fund, the indi- 
vidual was the annuitant (within the meaning assigned by subsection 146(1) or 
146.3(1)) under the plan or fund immediately before the individual’s death and 
the transfer occurs within the 36-month period that begins at the time of the 
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death (or, where written application to extend the period has been made to the 
Minister by the individual’s legal representative, within such longer period as the 
Minister considers reasonable in the circumstances), 


(a) for the purposes of this section (other than this paragraph) and section 
149.1, the transfer is deemed to be a gift made, immediately before the indi- 
vidual’s death, by the individual to the donee; and 


(b) the fair market value of the gift is deemed to be the fair market value, at 
the time of the individual's death, of the right to the transfer. (determined : 
without reference to any risk of default with regard to the obligations of the 
issuer of the plan or the carrier of the fund). 


Para. 118.1(5.3)(a) amended by 2005, c. 19, subsec. 23(2), to add “and section 149.1”, 
applicable in respect of deaths that occur after 1998. 


Subsec. 118.1(5.3) added by 2001, c. 17, subsec. 94(4), applicable in respect of deaths 
that occur after 1998. 


Registered Charities Newsletters: 15 (gifts by direct designation). 


(6) Gift of capital property — Where, at any time, whether by 
the individual’s will or otherwise, an individual makes_a gift of 


(a) capital property to a donee described in the definition “total 
charitable gifts”, “total Crown gifts” or “total ecological gifts” in 
subsection (1), or ? 


(b) in the case of an individual who is a non-resident person, real 
property situated in Canada to a prescribed donee who provides 
an undertaking, in a form satisfactory to the Minister, to the ef- 
fect that such property will be held for use in the public interest, 


and the fair market value of the property otherwise determined at 
that time exceeds its adjusted cost base to the individual, such 
amount, not greater than the fair market value and not less than the 
adjusted cost base to the individual of the property at that time, as 
the individual or the individual’s legal representative designates in 
the individual’s return of income under section 150 for the year in 
which the gift is made.is, if the making of the gift is proven by 
filing with the Minister a receipt containing prescribed information, 
deemed to be the individual’s proceeds of disposition of the pro- 
perty and, for the purposes of subsection (1), the fair market value 
of the gift made by the individual. 


Proposed Amendment — 118.1(5.4), (6) _ 


(5.4) Where subsec. (6) is ores — —— © sree in 
circumstances where — 


ce an individual Le ee idapeo ia 


AD makes a gift (by the individual’s will-or eneeshibe ate? 
any time of capital property to a donee described in the def- © 
inition “total charitable gifts”, “total Crown Bifts” or toate it 
a — in — sey or 5 


will or otherwise) at any time of real or immovable pote ? 
perty situated in Canada to a prescribed donee who pro- — 
vides an undertaking, in a form satisfactory to the Minister, © 

to the effect that the property will be held for’ use in the ~ 
public interest; and __ Bin 


-(b) the fair market value of the BeBe otherwise determined ti 
at that time exceeds | 


(i) in the case of dépredidbile property of a predeibed tases 


‘ 


| 
; 
: 
) 
| 
; 


the lesser of the undepreciated capital cost of that class at © 


the end of the taxation year of the individual that includes — 
that time (determined without reference to proceeds of dis- 
position designated in respect of the property under plate ' 
tion (6)) and the adjusted cost base to the pista of the © 
property immediately before that time, and... an 
(ii) in any other case, the adjusted cost base to thie’ hive 
dual of the property immediately before that time. © © 


Related Provisions: 110.1(2.1) — Parallel rule for corporations; AB 29) — 
Value of gift limited to cost if acquired within 3 years or as tax’ shelter. . ce 


Regulations: 3504 (prescribed donee for 118. 1(5,4)(a)(ii)). 


(6) Gifts of capital property — If this subsection sti in re- 

spect of a gift by an individual of property, and the individual OF: 
the individual’s legal representative designates an amount in re-- 
spect of the gift in the individual’s return of income under section — 
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for the year in which the gift is made, the amount so desig- 
is deemed to” be the individual’s proceeds of disposition of 
e property and, for the purpose of subsection 248(31), th 
narket value of the gift, but the amount so designated 


xceed the fair market value of the ey otherwise determined 


: may not be less than the ae of 


Subdivision a—— Computation of Tax: Individuals S. 118.1 
"Taxable Capital Gain 5 42,500 
" Undepreciated Capua Cor 

Recaptured depreciation yj . . _ 20,000 
T al Incom e Inclusion | ber de . ae $ » 62,500 

eo The pligible anount of the sift is calculated « as follows: 8 
Designated proceeds” L $150,000 
] Amount of advantage dechslletotion\e. 95,000 
Eligible oe of the gift _ 55,000 


iter ‘which 
il apply. ae 


le pr 3 
ons where the a tual ue of the gifted property is between t Se 


aes we and thet fair 


Lo. subsection 118, 1(6) ee as amount that may be Setecies oe i 


& 


: & : : 
relevant to the determination of the tax credit deductible bye the individual under sub- 
section. 118.103), J : : : : : 


Finally, amended subsection 118. 1(6) effectively allows as = indian i elas ee 


amount of recaptured depreciation that might otherwise be calculated in respect of a 


ift of depreciable property, with a corresponding reduction to the eligible amount _ 
deductible i in respect of the gift under subsection 118.1(6). However, the designated — 


amount may not be lower than the amount of any actual proceeds of disposition i An 


respect of the property (or, more specifically, the amount of the advantage in vavapert - 


of the gift, as defined under new subsection 248(32)). 


In particular, the amount designated by the individual in respect of the eae) trans- 
ferred 1 “may not exceed the fair market value of the sa kes determined, 
and may not be less than the greater of 


a the. amount of the advantage, if any, in po of the ene and © 


os ‘the adjusted cost base of the property or, if the property. is rece property 
_ of the individual, the undepreciated capital cost of the class of the property at the 

_ end of the individual’s taxation year (determined without reference to the pro- 

ceeds of disposition designated in respect of the property). 


‘Subsections 118. 1.4) and (6) (as amended) generally apply in respect ¢ of gifts made 
after 1999. For additional details regarding the eligible amount and the amount of the 
Sead 1 respect of a gift, see the commentary to new subsections 248(31) and _ 


Mr. Adams ae a rental property with a fae market Sue of $200, 000 te to a. 
registered charity, in exchange for proceeds of disposition of $95,000. The origi- 
nal cost to Mr. Adams when he purchased the property in 1985 was $65,000. 
The rental property ‘is the only depreciable property in its class, with an un- 

depreciated capital cost balance before the transfer of $45, 000. : 
: Assuming that the transfer qualifies as a gift (see the commentary to subsections : 
~ 248(30) to (32)), Mr. Adams may designate any amount between $95, 000 and — 

_ $200,000 as the proceeds of disposition for the gift. Mr. Adams could have des- 

ignated an amount as low $45, 000, if he We Teed a lesser amount i in n actual 

__ proceeds from the charity. ~ 
_ Mr. Adams decides to designate $150, 000 as its ge of ae The 
_ taxable gain to Mr. Adams on the. fracafens can alias be allocated as follows: 

: . $ 150,000 
65,000 


"Designated proceeds 


Adjusted cost base (original ne Ne 65,000 


~ Capital Gain 


ee As with ae former provision, the amount designated i is deemed fo be a 4 


85,000 


Letter from Dept. of Finance, Feb. 18, 2000: 
Dear [xxx] 


The Honot able Paul Martin, Minioree of Finance: has forwarded your letter of Sep- 
tember 7, 999 to me for reply. It is my ‘understanding that you have requested 
amendments to the Income Tax Act (the Act) that would address a situation where a 
resident of Switzerland would be required to pay Canadian income tax as a result of a 
donation of a Canadian rental building to a charity. More specifically, upon the dona- 
tion to charity of their Canadian rental buildings, your Swiss clients would be re- 
quired to pay tax under Part I of the Act on the resulting recaptured capital cost 
allowance. CCA”), without the ability to deduct a charitable donations tax credit. 


Talso understand that Mr. Ed Short of this Department spoke with you in this regard 
and asked whether you were seeking amendments to the Act that would allow for an 
elective reduction of the deemed proceeds of disposition as a result of the gift (with a 
concurrent reduction of the base upon which the charitable donations tax credit is 
calculated) or amendments that would allow the claim of the charitable donations tax 
credit against tax on other sources of income. Your letter dated November 1, 1999 
suggests , that you are seeking, both. That is, you have suggested not only that the 
disposition ‘should (on ; an elective basis) : not give tise to tax but that the charitable 
donations tax credit should also be allowed to be claimed against tax on oe Cana, 
dian sources of income that a non-resident may have. 


You have indicated that, on an ongoing basis, your Swiss clients have elected under 
section 216 of the Act to pay Part I tax on their net incomes from rental property, 
rather than to pay tax at the flat rate on gross rents that otherwise applies to non- 
residents under Part XIII of the Act. In this regard, they have claimed CCA against 
their rental revenues. Disposing of the rental properties for proceeds above their un- 
depreciated capital costs would, Hbarefore| result in a CCA and, resins: 


Property i income 2 of patie is, pelea ted ee Part XA, adi is gener. ally 
calculated asa percentage of the gross amount of revenues. The exceptions are rental 
income from real property and timber royalties, for which a non- resident may elect 
to pay as under Part I on net income from the property. Although this election is 
in order to give non-residents some relief from Part XIII tax, the basis of 
relief i Is. ae method of calculating income, not the availability of tax credits. Just as 
the Part XiIll tax on property income may not be reduced by the charitable donations 
tax credit, the elective Part I tax on property income may not be reduced. 


However, an amendment that the Minister of Finance is prepared to support would 
extend the existing election to report a reduced amount of capital gain on the dona- 
tion of capital property to also reduce the recaptured CCA that must be reported on 
the donation of a depreciable capital property. This amendment would apply equally 
to residents who file under section 152 of the Act and non-residents who are required 
to file under subsection 216(5). The result of this amendment would be that taxpay- 
ers, resident and non-tesident alike, would not be ene i pay tae on the oo 
of a depreciable property. ; 


I understand that the Minister of fees intends to recommend that the requisite 
amendments to the Income Tax Act be effective for sniees made ae eos 


Yours sincerely, 


Munir A. Sheikh 
_ Senior ADM, Tax Policy Banch 


Related Provisions: 110.1(3) — Parallel rule for corporations; 248(32) — Determi- 
nation of amount of advantage; 248(35)-(39) — Value of gift limited to cost if ac- 
quired within 3 years or as tax shelter. 


History: The closing words of subsec. 118.1(6) amended by 2001, c. 17, subsec. 
94(5), applicable in respect of gifts made after February 27, 1995. The closing words 
formerly read: 


and the fair market value of the property at that time exceeds its adjusted cost 
base to the individual, such amount, not greater than the fair market value and 
not less than the adjusted cost base to the individual of the property at that time, 
as the individual or the individual’s legal representative designates in the indivi- 
dual’s return of income under section 150 for the year in which the gift is made 
shall, if the making of the gift is proven by filing with the Minister a receipt 
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containing prescribed information, be deemed to be the individual’s proceeds of 
disposition of the property and, for the purposes of subsection (1), the fair mar- 
ket value of the gift made by the individual. 


Para. 118.1(6)(a) amended by 1996, c. 21, subsec. 23(6), applicable to gifts made after 
February 27, 1995. The para. formerly read: 


(a) capital property to a donee described in the definition “total charitable gifts” 
or “total Crown gifts” in subsection (1), or 


That portion of subsec. 118.1(6) following para. (b) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), s. 53, applicable to gifts made after December 11, 1988. That: portion 
formerly read: 


and the fair market value of the property at that time exceeds its adjusted cost 

base to the individual, such amount, not greater than the fair market value and 
not less than the adjusted cost base to the individual of the property at that time, 
as is designated by the individual or the individual’s legal representative in the 
individual’s return of income under section 150 for the year in which the gift is 
made shall, if the making of the gift is proven by filing with the Minister a re- 
ceipt containing prescribed information, be deemed to be the individual’s pro- 
ceeds of disposition of the property and the amount of the gift made by the 
individual. 


Regulations: 3500-3502 (prescribed information), 3504 (prescribed donee). 


Interpretation Bulletins: IT-226R: Gift to a charity of a residual interest in real 
property or an equitable interest in a trust; IT-288R2: Gifts of capital properties to a 
charity and others; IT-504R2: Visual artists and writers. 


Forms: T3 SCH 1A, T1170: Capital gains on gifts of certain capital property. 


(7) Gifts of art [by artist] — Except where subsection (7.1) ap- 
plies, where at any time, whether by the individual’s will or other- 
wise, an individual makes a gift described in the definition “total 
charitable gifts” or “total Crown gifts” in subsection (1) of a work 
of art that was 


(a) created by the individual and that is property in the indivi- 
dual’s inventory, or 


(b) acquired under circumstances where subsection 70(3) 
applied, 
and at that time the fair market value of the work of art exceeds its 
cost amount to the individual, the following rules apply: 


(c) where the gift is made as a consequence of the death of the 
individual, the gift is deemed to have been made immediately 
before the death, and 


(d) the amount, not greater than that fair market value at the time 
the gift is made and not less than the cost amount of the property 
to the individual, that is designated in the individual’s return of 
income under section 150 for the year in which the gift is made 
is, if the making of the gift is proven by filing with the Minister 
a receipt containing prescribed information, deemed to be the 
individual’s proceeds of disposition of the work of art and, for 
the purposes of subsection (1), the fair market value of the gift 
made by the individual. 


Proposed Amendment — 118.1(7)(d) 
(d) the amount that the individual or the individual’s lez jeg 
resentative designates in the individual’s return of income 


Ngee 


deemed to be the individual’s proceeds of disposition of the 


work of art and, for the purpose of subsection 248(31), the fair 
market value of the work of art, but the amount so designated 
may not exceed the fair market value otherwise determined of 
the work of art and may not be less than the greater of _ 


(i) the amount of the advantage, if ie in been of the 
gift, and 


(ii) the cost amount to the individual of the work of art.’ 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
66(11), will amend para. 118.1(7)(d) to read as above, eed to aaa made aie 
December 20, 2002. 


Technical Notes (July 2010): Subsection 118.1(7) sade that, if an artist 
donates artwork created by the artist and held in the artist’s inventory, the artist may 
designate a value between the cost amount and the fair market value of the artwork to 
be treated both as the proceeds of disposition for the purpose of calculating the art- 
ist’s income and the amount of the gift for the purpose of calculating the tax credit 
allowed for charitable donations under subsection 118.1(3). 


If the artwork is certified as a cultural gift, as described in subsection 118.1(1), sub- 
section 118.1(7.1) applies instead of subsection 118.1(7). Under subsection 
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118.1(7.1), the artist is treated as having received proceeds of disposition equal to the — 
cost amount to the artist of the work of art for the purpose of calculating the artist's 
income, but the fair market value of the artwork is not affected. This means that the 
artist is entitled to a credit based on the value of the. donation, but that the artist 
recognizes neither a profit nor a loss on the disposition of the work of art i C 
ing income from a business for income tax purposes. : 


Paragraphs 118.1(7)(d) and (7.1)(d) are amended consequential to the addition « 
subsections 248(31) and (32). Amended paragraph 118.1(7.1)(d) generally provides 
that the -artist’s proceeds of disposition from a gift of cultural property that was cre- 
ated by the artist and held as inyentory may not be lower than the amount of aye | 
actual proceeds of disposition in respect of the property (or, more specifically, the Ng | 
amount of the a in eae of the he as defined under new subsection — 


ee 


respect pe the ait. Asa result, the artist will have business i income Sino ‘the disposi- 4 : 
tion if the amount of the advantage i in pane of the a exceeds ie cost amount to: 
the artist of the work of art. - 


For gifts from an artist’s inventory that are not cerutied cultural property, nel oe 
paragraph 118. 1(7)(d) provides that the amount designated in the artist's return of _ 
income is deemed to be the artist’s proceeds of disposition. The provision also con- 
tinues to provide that the amount designated is treated as the fair market value of the 
property transferred by way of gift. However, under the amended version, this is for | 
the purpose of new ‘subsection 2483 1) (changed from Deane ueitad ac New 


excess. of the fair market ee of a property fonvieees by way of aift over ‘the val 
of the oes or preci, if; any, t to which ee Se is entitled. The “e eligib 


sonsiened may ‘not pone the ee abies walle of the Property otherwise deter- 
ane « and ea not be less ten the ae of 


in ‘respect | of a gift, se see ‘the commentary to new subsections 248(31) and (32). 
10(6) — Artist’s 


Related Provisions: 248(32) — Determination of 


amount of advantage. 


History: Subsec. 118.1(7) amended by 2001, c. 17, subsec. 94(6), applicable to 2000 
et seq., and where a taxpayer or a taxpayer’s legal representative so notifies the Min- 
ister of National Revenue in writing before 2002 of the intention of the taxpayer or the 
taxpayer’s legal representative that this amendment apply in respect of a gift made after 
1996 and before 2000, this amendment applies to the taxation year in which the gift 
was made and, where para. 118.1(7)(d) applies, the amount designated in the notice in 
respect of the gift is deemed to have been validly designated for the purposes of that 
paragraph in the taxpayer’s return of income for the year in which the gift was made. 
Subsec. 118.1(7) formerly read: 


(7) Except where subsection (7.1) applies, where at any time, whether by the 
individual’s will or otherwise, an individual makes a gift of a work of art that 
was created by the individual and that is property in the individual’s inventory to 
a donee described in the definition “total charitable gifts” or “total Crown gifts” 
in subsection (1) and at that time the fair market value of the work of art exceeds 
its cost amount to the individual, such amount, not greater than that fair market 
value and not less than that cost amount, as is designated in the individual’s 
return of income under section 150 for the year in which the gift is made shall, if 
the making of the gift is proven by filing with the Minister a receipt containing 
prescribed information, be deemed to be the individual’s proceeds of disposition 
of the work of art and, for the purposes of subsection (1), the fair market value of 
the gift made by the individual. 


Subsec. 118.1(7) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 88(2), applica- 
ble to gifts made after 1990. Subsec. 118.1(7) formerly read: 


(7) Where at any time after 1984, whether by the individual’s will or otherwise, 
an individual makes a gift of a work of art created by the individual that is pro- 
perty in the individual’s inventory to a donee described in the definition “total 
charitable gifts” or “total Crown gifts” in subsection (1), and the fair market 
value of the work of art at that time exceeds its cost amount to the individual, 
such amount, not greater than the fair market value and not less than the cost 
amount to the individual of the work of art at that time, as is designated by the 
individual or the individual’s legal representative in the individual’s return of 
income under section 150 for the year in which the gift is made shall, if the 
making of the gift is proven by filing with the Minister a receipt containing pre- 
scribed information, be deemed to be the individual’s proceeds of disposition of 
the work of art and the amount of the gift made by the individual. 


Interpretation Bulletins: IT-288R2: Gifts of capital properties to a charity and 
others; IT-504R2: Visual artists and writers. 


inventory; 
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(7.1) Gifts of cultural property — Where at any particular time, 
whether by the individual’s will or otherwise, an individual makes a 
gift described in the definition “total cultural gifts” in subsection (1) 
of a work of art that was 


(a) created by the individual and that is property in the indivi- 
dual’s inventory, or 


(b) acquired under circumstances where subsection 70(3) 
applied, 


and at that time the fair market value of the work of art exceeds its 
cost amount to. the individual, the following rules apply: 


(c) where the gift is made as a consequence of the death of the 
individual, the individual is deemed to have made the gift imme- 
diately before the death, and 


(d) the individual is deemed to have received at the particular 
time proceeds of disposition in respect of the gift equal to its 
cost amount to the individual at that time. 


Related Provisions: ROL aNG. 1) — Meaning of capital gain and ET loss; 


207.3 — Tax on institution that disposes of cultural property; 248(32) — Determina- 
tion of amount of advantage. 


History: Subsec. 118.1(7.1) amended by 2001, c. 17, subsec. 94(6), applicable to:2000 
et seq., and where a taxpayer or a taxpayer’s legal representative so notifies the Min- 
ister of National Revenue in writing before 2002 of the intention of the taxpayer or the 
taxpayer’s legal representative that this amendment apply in respect of a gift made after 
1996 and before 2000, this amendment applies to the taxation year in which the gift 
was made. Subsec. 118.1(7.1) formerly read: 


(7.1) Where at any time, whether by the individual’s will or otherwise, an indivi- 
dual makes a gift described in the definition “total cultural gifts” in subsection 
(1) of a work of art that was created by the individual and that is property in the 
individual’s inventory, the individual shall, if the making of the gift is proven by 
filing with the Minister a receipt containing prescribed information, be deemed 
to have received proceeds of disposition in respect of the gift at that time equal 
to its cost amount to the individual at that time. 


Subsec. 118.1(7.1) added by 1994, c..7, Sch. IL (1991, c. 49), subsec. 88(2); applicable 
to gifts made after 1990. 


Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions; IT-504R2: Visual artists and writers. See also at.end of s. 118.1. 


(8) Gifts made by partnership — Where an individual is, at the 
end of a fiscal period of a partnership, a member of the partnership, 
the individual’s share of any amount that would, if the partnership 
were a person, be a gift made by the partnership to any donee shall, 
for the purposes of this section, be deemed to be a gift made by the 
individual to that donee in the individual’s taxation year in which 
the “soli oe of the pate © 2 


vere ‘person, be. pee eligible amount af a ft es by. eC | 
nership to any donee is, for the purpose of this section, deemed 
be the eligible amount of a gift made to that donee by th 
dual in the spepoal st taxation rs in which the fist 


Be oceton: 
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made es a Laiticiehis to its individual members, iaseouing"e to each member's share 
in the partnership. Subsection 118.1(8) is amended consequential to the addition of | 
new subsection 248(31), to refer tothe “eligible amount” of a sietiae meds bce . 
an individual’s membership in a partnership. : oe 


S..118.1(10.2) 


Related Provisions: 53(2)(c)(iii) — Deduction from ACB of partnership interest; 
110.1(4) — Parallel rule for corporations; 248(30)-(33) — Determination of eligible 
amount. 


(9) Commuter’s charitable donations — Where throughout a 
taxation year an individual resided in Canada near the boundary be- 
tween Canada and the United States, if 


(a) the individual commuted to the individual’s principal place 
of employment or business in the United States, and 


(b) the individual’s chief source of income for the year, was that 
employment or business, 


a gift made by the individual in the year to a religious, charitable, 
scientific, literary or educational organization created or organized 
in or under the laws of the United States that would be allowed as a 
deduction under the United States Internal Revenue Code shall, for 
the purpose of the definition “total charitable gifts” in subsection 
(1), be deemed to: have been made ‘to a registered. charity. 


Related Provisions: Canada-U.S. Tax Treaty: Art. XXI:6 — Cross-border donations. 


(10) Determination of fair market value — For the purposes of 
paragraph 110.1(1)(c) and the definition “total cultural gifts” in sub- 
section (1), the fair market value of an object is deemed to’ be the 
fair market value determined by the Canadian Cultural Property Ex- 
port Review Board. 
Related Provisions: 118.1(10.1) — Determination by Board applies’ for 2 years; 
118.1011) — Assessment consequential on determination of value by Board; 
241(4)(d)(xii) — Disclosure of information to Department of Canadian Heritage or the 
Board. — 
History: Subsec. 118.1(10), amended-by 1995, c, 38, s. 3, in force July 12, 1996. Sub- 
sec. (10) formerly read: 
(10) For the purposes of paragraph 110.1(1)(c) and the definition “total cultural 
gifts” in subsection (1), the fair market value of an object shall be determined by 
the Canadian Cultural Property Export Review Board. 


Subsec. 118.1(10) added by 1994, c. 7, Sch, II (1991, ¢, 49), subsec, 88(3), applicable 
to gifts made after February 20, 1990. 


Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions; IT-504R2:' Visual artists ‘and writers. 


(10.1) Determination of. fair market, value [cultural,.or 
ecological property] — For the purposes of subparagraph 
69(1)(b)Gi), subsection 70(5) and sections 110.1, 207.31 and this 
section, where at any time the Canadian Cultural Property Export 
Review Board or the Minister of the Environment determines or 
redetermines an amount to be the fair market value of a property 
that is the subject of a gift described in paragraph 110.1(1)(a), or in 
the definition “total charitable gifts” in subsection (1), made by a 
taxpayer within the two-year period that begins at that time, an 
amount: equal to) the last-amount:so determined or redetermined 
within the period is deemed to be the fair market value of the gift at 
the time the gift was made and, subject to subsections (6), (7); (7.1) 
and 110.1(3), to be the taxpayer’s proceeds of disposition of the 
gift. 

Related Provisions: 118.1(10. a 1) — Related administrative procedures. 
History: Subsec. 118.1(10.1) amended by 2001, c. 17, subsec. 94(7), applicable in 


respect of ‘gifts made, or proposed’ to be made, after February 27, 2000. Subsec. 

118.1(10.1) formerly read: 
(10.1). For-the purposes of subparagraph 69(1)(b)(ii), subsection: 70(5), section 
110.1 and this section, where at any time the Canadian Cultural Property Export 
Review Board determines or redetermines an amount to be the fair market value 
of a property that is the subject of a gift described in paragraph 110.1(1)(a) or in 
the definition “total charitable gifts” in subsection (1) made by a taxpayer within 
the two-year period that begins at that time, the last amount so determined or 
redetermined within the period is deemed to be the fair market value of the pro- 
perty at the time the gift was made and, subject to subsection 110.1(3) and sub- 
sections (6) and (7), to be the taxpayer’s proceeds of disposition of the property. 


Subsec. 118.1(10.1) added by 1999, c. 22, s. 32, applicable to determinations and rede- 
terminations made after February 23, 1998: 


(10.2) Request for determination by the Minister of the En- 
vironment — Where a person disposes or proposes to dispose of a 
property that would, if the disposition were made and the certifi- 
cates described in paragraph 110.1(1)(d) or in the definition “total 
ecological: gifts” in subsection (1) were issued by the Minister of 
the Environment, be a gift described in those provisions, the person 


855 


S. 118.1(10.2) 


may request, by notice in writing to that Minister, a determination 
of the fair market value of the property. 


Related Provisions: 118.1(10.3) — Duty of Minister on receipt of request. 


History: Subsec. 118.1(10.2) added by 2001, c. 17, subsec. 94(7), applicable in respect 
of gifts made, or proposed to be made, after February 27, 2000. 


(10.3) Duty of Minister of the Environment — In response to a 
request made under subsection (10.2), the Minister of the Environ- 
ment shall with all due dispatch make a determination in accor- 
dance with subsection (12) or 110.1(5), as the case may be, of the 
fair market value of the property referred to in that request and give 
notice of the determination in writing to the person who has dis- 
posed of, or who proposes to dispose of, the property, except that 
no such determination shall be made if the request is received by 
that Minister after three years after the end of the person’s taxation 
year in which the disposition occurred. 


Related Provisions: 118.1(10.4)— Redetermination by Minister; 118.1(10.5) — 
Certificate of fair market value. 


History: Subsec. 118.1(10.3) added by 2001, c. 17, subsec. 94(7), applicable in respect 
of gifts made, or proposed to be made, after February 27, 2000. 


(10.4) Ecological gifts — redetermination — Where the Min- 
ister of the’ Environment has, under subsection (10.3), notified a 
person of the amount determined by that Minister to be the fair mar- 
ket value of a property in respect of its disposition or proposed 
disposition, 
(a) that Minister shall, on receipt of a written request made by 
the person on or before the day that is 90 days after the day that 
the person was so notified of the first such determination, with 
all due dispatch confirm or redetermine the fair market value; 


(b) that Minister may, on that Minister’s own initiative, at any 
time redetermine the fair market value; 


(c) that Minister shall in either case notify the person in writing 
of that Minister’s confirmation or redetermination; and — 


(d) any such redetermination is deemed to replace all preceding 
determinations and redeterminations of the fair market value of 
that property from the time at which the first such determination 
was made. 


Related Provisions: 118.1(10.5) — Certificate of fair market value; 169(1.1) — 
Appeal of valuation to Tax Court of Canada. 


History: Subsec. 118.1(10.4) added by 2001,,c. 17, subsec. 94(7), applicable in respect 
of gifts made, or proposed to be made, after February 27, 2000. 


(10.5) Certificate of fair market value — Where the Minister of 
the Environment determines under subsection (10.3) the fair market 
value of a property, or redetermines that value under subsection 
(10.4), and the property has been disposed of to a qualified donee 
described in paragraph 110.1(1)(d) or in the definition “total eco- 
logical gifts” in subsection (1), that Minister shall issue to the per- 
son who made the disposition a certificate that states the fair market 
value of the property so determined or redetermined and, where 
more than one certificate has been so issued, the last certificate is 
deemed to replace all preceding certificates from the time at which 
the first certificate was issued. 


Related Provisions: 118.1(12) — Reassessment beyond limitation period to give 
effect to certificate; 169(1.1) — Appeal of certificate value to Tax Court of Canada. 


History: Subsec. 118.1(10.5) added by 2001, c. 17, subsec. 94(7), applicable in respect 
of gifts made, or proposed to be made, after February 27, 2000. 


(11) Assessments — Notwithstanding subsections 152(4) to (5), 
such assessments or reassessments of a taxpayer’s tax, interest or 
penalties payable under this Act for any taxation year shall be made 
as are necessary to give effect 


(a) to a certificate issued under subsection 33(1) of the Cultural 
Property Export and Import Act or to a decision of a court re- 
sulting from an appeal made pursuant to section 33.1 of that Act; 
or 


(b) to a certificate issued under subsection (10.5) or to a decision 
of a court resulting from an appeal made pursuant to subsection 
169(1.1). 
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Related Provisions: 
118.1(11). 


History: Subsec. 118.1(11) amended by 2001, c. 17, subsec. 94(8), applicable in re- 
spect of gifts made, or proposed to be made, after February 27, 2000. Subsec. 
118.1(11) formerly read: 


(11) Notwithstanding subsections 152(4) to (5), such assessments or reassess- 
ments of a taxpayer’s tax, interest or penalties payable under this Act for any 
taxation year shall be made as are necessary to give effect to a certificate issued 
under subsection 33(1) of the Cultural Property Export and Import Act or to a 
decision of a court resulting from an appeal made pursuant to section 33.1 of that 
Act. 


Subsec. 118.1(11) added by 1995, c. 38, s. 3, in force July 12, 1996. 


165(1.2) —No_ objection allowed to assessment under 


(12) Ecological gifts [fair market value] — For the purposes of 
applying subparagraph 69(1)(b)(i1), subsection 70(5), this section 
and section 207.31 in respect of a gift described in the definition 
“total ecological gifts” in subsection (1) that is made by an indivi- 
dual, the amount that is the fair market value (or, for the purpose of 
subsection (6), the fair market value otherwise determined) of the 
gift at the time the gift was made and, subject to subsection (6), the 
individual’s proceeds of disposition of the gift, is deemed to be the 
amount determined by the Minister of the Environment to be 


(a) where the gift is land, the fair market value of the gift; or 


(b) where the gift is a servitude, covenant or easement to which 
land is subject, the greater of 


(i) the fair market value otherwise determined of the gift, and 


(ii) the amount by which the fair market value of the land is 
reduced as a result of the making of the gift. 
Related Provisions: 43(2) — Calculation for 118.1(12) also applies for determining 
capital gain or loss on disposition; 110.1(5) — Parallel rule for donation deduction for 
corporations; 118.1(10.1)-(10.5) — Determination of fair market value by Minister of 
the Environment. 


History: Subsec. 118.1(12) amended by 2001, c. 17, subsec. 94(10), applicable in re- 
spect of gifts made, or proposed to be made, after February 27, 2000. Subsec. 
118.1(12) formerly read: 
(12) For the purpose of applying subparagraph 69(1)(b)(ii), subsection 70(5), 
section 207.31 and this section in respect of a gift described in the definition 
“total ecological gifts” in subsection (1) that is made by a taxpayer and that is a 
servitude, covenant or easement to which land is subject, the greater of 


(a) the fair market value otherwise determined of the gift, and 


(b) the amount by which the fair market value of the land is reduced as a 
result of the making of the gift 


is deemed to be the fair market value (or, for the purpose of subsection (6), the 
fair market value otherwise determined) of the gift at the time the gift was made 
and, subject to subsection (6), to be the taxpayer’s proceeds of disposition of the 
gift. 


Subsec. 118.1(12) amended by 2001, c: 17, subsec. 94(9), applicable in respect of gifts 
made after February 27, 1995 and before February 28, 2000. Subsec. 118.1(12) for- 
merly read: 


(12) For the purposes of section 207.31 and the definition “total ecological gifts” 
in subsection (1), the fair market value of a gift of a servitude, a covenant or an 
easement to which land is subject is deemed to be the greater of its fair market 
value otherwise determined and the amount by which the fair market value of the 
land is reduced as a result of the making of the gift. 


Subsec. 118.1(12) added by 1998, c. 19, subsec. 22(7), applicable to gifts made after 
February 27, 1995. 


(13) Non-qualifying securities — For the purpose of this sec- ' 
tion (other than this subsection), where at any particular time an 
individual makes a gift (including a gift that, but for this subsection 
and subsection (4), would be deemed by subsection (5) to be made 
at the particular time) of a non-qualifying security of the individual 
and the gift is not an excepted gift, 


(a) except for the purpose of applying subsection (6) to deter- 
mine the individual’s proceeds of disposition of the security, the 
gift is deemed not to have been made; 


(b) if the security ceases to be a non-qualifying security of the 
individual at a subsequent time that is within 60 months after the 
particular time and the donee has not disposed of the security at 
or before the subsequent time, the individual is deemed to have 
made a gift to the donee of property at the subsequent time and 
the fair market value of that gift is deemed to be the lesser of the 
fair market value of the security at the subsequent time and the 
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amount of the gift made at the particular'time that would, but for 
this subsection, have been included in the individual’s total char- 
itable gifts or total‘Crown gifts for a taxation year; 


(c) if the security is disposed of by the donee within 60 months 
after the particular time and paragraph (b) does not apply to the 
_sécurity, the individual is deemed to have made a gift to the do- 
nee of property at the time of.the disposition and the fair market 
value of that gift is deemed to be the lesser of the fair market 
value of any consideration (other than.a,non-qualifying, security 
of the individual or a property that would be a non-qualifying 
security of the individual ‘if the individual were alive at that 
time) received by the donee for the disposition and the amount 
of the gift made at the particular time that would, but for, this 

subsection, have been included in the individual’s total charita- 
ble = alts or total Crown gifts for a taxation year; and 
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(d) a designation under subsection (6) or 110. 13) in fees of 
the gift made at the particular time may be made in the indivi- 
dual’s return of income for the year that includes the subsequent 
time referred to in paragraph (b).or the time of the disposition 
referred to in paragraph (c). 


the par- , 


S. 118.1(16) 


Related Provisions: 40(1.01) — Capital gains reserve on disposition of non-qualify- 
ing security; 88(1)(e.61) — Winding-up of subsidiary — gift deemed made by parent 
corporation; 110.1(6),..(7) — Application. to corporation; 118.1(14) — When security 
exchanged for another non-qualifying security; 118.1(14.1) — Exchange of beneficial 
interest in trust for other non-qualifying securities; 118.1(15)— Death of donor; 
118.1(18) — Definition of non-qualifying security; 118.1(19) — Excepted gift. 


History: Subsec. 118.1013) added by 1998, c. 19, subsec. 22(7), applicable to gifts 
made after July 1997. 


(14) Exchanged security — Where a share (in this subsection 
referred to as the “new share”) that is a non-qualifying security of 
an individual has been acquired by a donee referred to in subsection 
(13) in exchange for another share (in this subsection referred to as 
the “original share’’) that is a non-qualifying security of the indivi- 
dual by means of a transaction to which section 51, subparagraphs 
85.1(1)(a)Gi) and (ii) or section 86 or 87 applies, the new share is 
deemed: for the:purposes of this subsection and ‘subsectton’ (13) to 
be the same share as the original: share: 


Related Provisions: 110.1(6) — Application to corporation; 118.1(18) — Definition 
of non-qualifying security. 


History: Subsec. 118.1(14) added by 1998, c. 19, subsec. 22(7), applicable to gifts 
made after July 1997. 


(14.1) Exchange of beneficial interest in trust — Where a 
donee disposes of a beneficial interest in a trust that-is a non-quali- 
fying security of an individual in circumstances. where paragraph 
(13)(c) would, but for this subsection, apply in respect of the dispo- 
sition, and in respect. of which the donee receives no consideration 
other than other non-qualifying securities of the individual, for the 
purpose of subsection (13) the gift referred to in that subsection is 
to be read as a reference to a gift of those other non- qualifying 
securities. 


History: Subsec. 118.1(14.1) added by 2007, c. 35, subsec. 39(1), applicable;in respect 
of gifts made after March 18, 2007. 


(15),Death of donor — If, but for this. subsection, an individual 
would be deemed by subsection (13) to. have made a gift after the 
individual’s death, for the purpose of this section the individual is 
deemed to have made the gift in the taxation year in which the indi- 
vidual died, except that the amount of interest payable under any 
provision of this Act is. the amount that it would be if this subsec- 
tion did not apply to the gift. 

Related. Provisions: 118.1(4) — Carryback: of gift ;made.in year of death; 


152(4)(b)(vi) — Three-year extension to reassessment period; 161(1) — Imposition of 
interest on late payments of tax. 


History: Subsec, 118.1(15) added by 1998, c. 19, subsec. 22(7), applicable to gifts 
made after July 1997. 


(16) Loanbacks — For the purpose of this section, where 
(a) at any particular time an individual makes a gift of property, 


(b) if the property is a non-qualifying security of the individual, 
the gift is an excepted gift, and 


(c) within 60 months after the particular time 


(i) the donee holds a non-qualifying ‘security of the individual 
that was acquired by the donee after the time that is 60 
months before the particular time, or 


(ii) the individual or any person or partnership with which 
the individual does not deal at arm’s length uses property of 
the donee under an agreement that was made or modified af- 
ter the time that is 60 months before the particular time, and 
the property was not used in the carrying on of the donee’s 
charitable activities, 


the fair market value of the gift is deemed to be that value otherwise 
determined minus the total of all amounts each of which is the. fair 
market value of the consideration given by the donee to so acquire,a 
non-qualifying security so held or the fair market value of such a 
property so used, as the case may be. 

Related Provisions: 110.1(6) — Application to corporation; 118.1017) — Ordering 
rule; 118.1(18) — Definition of non-qualifying security; 152(4)(b)(vi) — Three-year 
extension to reassessment period. 
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History: Subpara. 118.1(16)(c)(ii) amended by 2007, c. 35, subsec. 39(2), applicable 
in respect of gifts made after March 18, 2007, It formerly read: 
(ii) where the individual and the donee do not deal at arm’s length with each 
other, 


(A) the individual or any person or partnership with which the individual 
does not deal at arm’s length uses property of the donee under an agreement 
that was made or modified after the time that is 60 months before the partic- 
ular time, and 
(B) the property was not used in the carrying on of the donee’s charitable 
activities, 
Subsec. 118.1(16) added by 1998, c. 19, subsec. 22(7), applicable where 

(a) a non-qualifying security referred to in subpara. 118.1(16)(c)(i) is acquired after 

July 1997; or 

(b) property referred to in subpara. 118.1(16)(c)(ii) has begun to be used after July 

1997. 


(17) Ordering rule — For the purpose of applying subsection (16) 
to determine the fair market value of a gift made at any time by a 
taxpayer, the fair market value of consideration given to acquire 
property described in subparagraph (16)(c)(i) or of property de- 
scribed in subparagraph (16)(c)(ii) is deemed to be that value other- 
wise determined minus any portion of it that has been applied under 
that subsection to reduce the fair market value of another gift made 
before that time by the taxpayer. 

Related Provisions: 110.1(6) — Application to corporation. 

History: Subsec. 118.1(17) amended by 1999, c. 31, s. 136, in force June 17, 1999 
(Royal Assent). It formerly read: 


(17) For the purpose of applying subsection (16) to determine the fair market 
value of a gift made at any time by a taxpayer, the fair market value of consider- 
ation given to acquire property described in subparagraph (16)(b)(i) or of pro- 
perty described in subparagraph (16)(b)(ii) is deemed to be that value otherwise 
determined minus any portion of it that has been applied under that subsection to 
reduce the fair market value of another gift made before that time by the 
taxpayer. 


Subsec. 118.1(17) added by 1998, c. 19, subsec. 22(7), applicable after July 1997. 


(18) Non-qualifying security defined — For the purposes of 
this section, “non-qualifying security” of an individual at any time 
means 


(a) an obligation (other than an obligation of a financial institu- 
tion to repay an amount deposited with the institution or an obli- 
gation listed on a designated stock exchange) of the individual 
or the individual’s estate or of any person or partnership with 
which the individual or the estate does not deal at arm’s length 
immediately after that time; 


(b) a share (other than a share listed on a designated stock ex- 
change) of the capital stock of a corporation with which the indi- 
vidual or the estate or, where the individual is a trust, a person 
affiliated with the trust, does not deal at arm’s length. immedi- 
ately after that time; 


(b.1) a beneficial interest of the individual or the estate in a trust 
that 


(i) immediately after that time is affiliated with the individual 
or the estate, or 


(ii) holds, immediately after that time, a non-qualifying se- 
curity of the individual or estate, or held, at or before that 
time, a share described in paragraph (b) that is, after that 
time, held by the donee; or 


(c) any other security (other than a security listed on a desig- 
nated stock exchange) issued by the individual or.the estate or 
by any person or partnership with which the individual or the 
estate does not deal at arm’s length (or, in the case where the 
person is a trust, with which the individual or estate is affiliated) 
immediately after that time. 

Related Provisions: 110.1(6) — Application to corporation; 118.1(20) — Meaning 

of “financial institution”. 

History: Para. 118.1(18)(a) amended to substitute “designated stock exchange” for 


“prescribed stock exchange” by 2007, c. 35, para. 68(2)(i), applicable after December 
13, 2007. 


Paras. 118.1(18)(b) and (c) amended and para. (b.1) added by the said c. 35, subsec. 
39(3), applicable in respect of gifts made after March 18, 2007 except that in applying 
subsec. 118.1(18) before December 14, 2007, the references in the subsec. to. “desig- 
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nated stock exchange” shall be read as, references to “‘prescribed stock exchange”. Pa- — 


ras. (b) and (c) formerly read: 


(b) a share (other than a share listed on a prescribed stock exchange) of the capi- 
tal stock of a corporation with which the individual or the estate does not deal at 
arm’s length immediately after that time; or 


(c) any other security (other than a security listed on a prescribed stock ex- 
change) issued by the individual or the estate or by any person or partnership 
with which the individual or the estate does not deal at arm’s length immediately 
after that time. 


Subsec. 118.1(18) added by 1998, c. 19, subsec. 22(7), applicable after July 1997. 


(19) Excepted gift — For the purposes of this section, a gift made 
by a taxpayer is an excepted gift if 


(a) the security is a share; 
(b) the donee is not a private foundation; 
(c) the taxpayer deals at arm’s length with the donee; and 


(d) where the donee is a charitable organization or a public foun- 
dation, the taxpayer deals at arm’s length with each director, 
trustee, officer and like official of the donee. 
Related Provisions: 110.1(6) — Application to corporation; 251(1) — Meaning of 
arm’s length. 


History: Subsec. 118.1(19) added by 1998, c. 19, subsec. 22(7), applicable to. gifts 
made after July 1997. 


(20) Financial institution defined — For the purpose of subsec- 
tion (18), “financial institution” means a corporation that is 


(a) a member of the Canadian Payments Association; or 


(b) a credit union that is a shareholder or member of a body cor- 
porate or organization that is a central for the purposes of the 
Canadian Payments Association Act. 


Related Provisions: 110.1(6) — Application to corporation. 


History: Subsec. 118.1(20) added by 1998, c. 19, subsec. 22(7), applicable after July 
1997. ; 


Selected Cases [s. 118.1]: Doubinin v. R., [2005] 5 C.T.C. 56 (FCA) (Gift limited 
to cash paid by taxpayer, not including amounts paid by third parties); Aikman v. R., 
[2000] 2 C.T.C. 2211 (TCC) (Cost of property relevant factor in determining value 
where no comparables available); Beaudry v. R., [1998] 1 C.T.C. 2041 (TCC) (No de- 
duction where recipient merely intermediary for non-eligible donee). 


Definitions [s. 118.1]: “adjusted. cost base” — 54, 248(1); “advantage” — 248(32); 
“affiliated” — 251.1; “amount”, “appropriate percentage” — 248(1); “annuitant” — 
146(1), 146.3(1); “arm’s length” — 251(1); “assessment”, “business” — 248(1); “Can- 
ada’ — 255, Interpretation Act 35(1); “capital property” — 54, 248(1); “charitable or- 
ganization” — 149.1(1) [technically does not apply to 118.1]; “corporation” — 248(1), 
Interpretation Act 35(1); “cost amount” — 248(1); “credit union” — 137(6), 248(1); 
“depreciable property” — 13(21), 248(1); “designated stock exchange” — 248(1), 262; 
“disposition”, “employment” — 248(1); “eligible amount” — 248(31), (41);  “es- 
tate’? — 104(1), 248(1); “excepted gift?— 118.1(19); “fair market value” — 
118.1(13), 248(35); “financial institution” — 118.1(20); “fiscal period” — 249(2)(b), 
249.1; “Her Majesty” — Interpretation Act 35(1); “immovable” — Quebec Civil Code 


art. 900-907; “individual”, “insurer”, “inventory”, “legal’ representative” — 248(1); 


“life insurance policy” — 138(12), 248(1); “Minister” — 248(1); “month” — Jnterpre- 
tation Act 35(1); “non-qualifying security’ — 118.1(18); “non-resident” — 248(1); 
“officer” — 248(1) [under “office”]; “‘person’”, “prescribed” — 248(1); “private foun- 
dation” — 149.1(1), 248(1); .“‘property’””— 248(1); “province” — Interpretation Act 
35(1); “public foundation”, “qualified donee” — 149.1(1), 248(1); “qualified pension 


income” — 118(7); “registered Canadian amateur athletic association”, “registered 


charity” — 248(1); “registered retirement income fund” — 146.3(1), 248(1); “regis- - 


tered retirement savings plan” — 146(1), 248(1); “resident in Canada” — 250; “share”, 
“shareholder” — 248(1); “TFSA” — 146.2(5), 248(1); “tax payable” — 248(2); “taxa- 
ble capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 
249; “taxpayer” — 248(1); “that Minister’ — 118.1(10.2); “total charitable gifts”, “to- 
tal Crown gifts”, “total cultural gifts’, “total ecological gifts”, “total gifts” — 118.1(1); 
“trust” — 104(1), 248(1), (3); “undepreciated capital cost” — 13(21), 248(1); “writ- 
ing” — Interpretation Act 35(1); “written” — Interpretation Act 35(1)“writing”’. 


Interpretation Bulletins [s. 118.1]: IT-86R: Vow of perpetual poverty; IT-110R3: 
Gifts and official donation receipts; IT-151R5: Scientific research and experimental de- 
velopment expenditures; IT-171R2: Non-resident individuals — computation of taxa- 
ble income earned in Canada and non-refundable tax credits (archived); IT-226R: Gift 
to a charity of a residual interest in real property or an equitable interest in a trust; IT- 
244R3: Gifts by individuals of life insurance policies as charitable donations; IT- 
288R2: Gifts of capital properties to a charity and others; IT-297R2: Gifts in kind to 
charity and others; IT-326R3: Returns of deceased persons as “another person”; IT- 
393R2: Election re tax on rents and timber royalties — non-residents; IT-407R4: Dis- 
positions of cultural property to designated Canadian institutions; IT-504R2: Visual 
artists and writers. ‘ 
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Information Circulars [s. 118.1]: 75-23: Tuition fees and charitable donations paid 
to privately supported schools; 07-1: Taxpayer relief provisions. 


118.2 (1) Medical expense credit — For the purpose of comput- 
ing the tax payable under this Part by an individual for a taxation 
year, there may be deducted the amount determined by the formula 


Ax [(B = C) + D] 
where 
A is the appropriate percentage for the taxation year; 


B is the total of the individual’s medical expenses in respect of the 

_ individual, the, individual’s spouse, the individual’s common- 
law partner or a child of the individual who has not attained the 
age of 18 years before the end of the taxation year 


(a) that are evidenced by receipts filed with the Minister, 


(b) that were not included, in determining an amount under 
this subsection, section 64 or subsection 122.51(2), for a pre- 
ceding taxation year, 


(c) that are not included in determining an amount under this 
subsection, section 64 or.subsection 122.51(2), by any other 
taxpayer for any taxation year, and 


(d) that were paid by the individual or the individual’s legal 
representative within any period of 12 months that ends in 
the taxation year or, if those expenses were in respect of a 
person (including the individual) who died in the taxation 
year, within any period of 24 months that includes the day of 
the person’s death; 


C is the lesser of $1,81339 and 3% of the individual’s income for 
the taxation year; and 


D ‘is the total of all amounts each of which is, in respect of a de- 
pendant of the individual (within the meaning assigned by sub- 
section 118(6), other than a child of the individual who has not 
attained the age of 18 years before the end of the taxation year), 
the lesser of $10,000 and the amount determined by the formula 


E-F 
where 


Eis the total of the individual’s medical expenses in respect of 
the dependant 


(a) that are evidenced by receipts filed with the Minister, 


(b) that were not included in determining an amount 
under this subsection, or subsection 122.51(2), in respect 
of the individual for a preceding taxation year, 


(c) that are not included in determining an amount under 
this subsection, or subsection 122.51(2), by any other tax- 
payer for any taxation year, and 


(d) that were paid by the individual or the individual’s le- 
gal representative within the period referred to in para- 
graph (d) of the description of B; and 


F is the lesser of $1,81339 and 3% of the dependant’s income 
for the taxation year. 


Related Provisions: 110.7(1) — Residing in prescribed zone; 117(1) — Tax paya- 
ble under this Part; 117.1(1) — Indexing for inflation; 118.2(3)(a) — Taxable employ- 
ment benefits deemed paid by employee as medical expense; 118.2(3)(b) — Reim- 
bursed or reimbursable amounts excluded; 118.3 — Mental or physical impairment; 
118.4(1) — Severe and prolonged impairment; 118.4(2) — Reference to medical prac- 
titioner; 118.91 — Individual resident in Canada for part of the year; 118.92 — Order- 
ing of credits; 118.93 — Credits in separate returns; 118.94 — Computing tax payable 
by a non-resident individual; 118.95(a) — Application in year individual becomes 
bankrupt; 122.51 — Refundable credit of up to $500; 257 — Formula cannot calculate 
to less than zero. 


History: The portion of the description of D in subsec. 118.2(1) preceding the formula 
amended to substitute “$10,000” for “$5,000”, by 2006, c. 4, subsec: 62(1), applicable 
to 2005 et seq. 


Indexed by 117.1 after 1988 — ed. 
30Indexed by 117.1(1) after 2004 — ed. 


S. 118.2(1) 


Subsec.:118.2(1) amended by 2005, c1.19, s. 24, applicable to 2004 et seq. For the 2001 
to 2003 taxation years, the description of B in subsec. 118.2(1) is to be read as follows: 


B. is the total of the individual’s:medical expenses 
(a) that are evidenced by receipts filed with the Minister, 


(b) that were not included in determining an amount under this subsec- 
tion or subsection 122.51(2) for a preceding taxation year, and 


(c) that were paid by the individual or the individual’s legal representa- 
tive within any period of 12 months that ends in the taxation year or, if 
those expenses were in respect of a person (including the individual) 
who died in the taxation year, within any period of 24 months that in- 
cludes the day of the person’s death; 


The subsec. formerly read: 


(1) For the purpose of computing the tax payable under this Part by an individual 
for a taxation year, there may be deducted an amount determined by the formula 


A(B-C)-D 
where 
A is the appropriate percentage for the year; 


Bis the total of the individual’s medical expenses that are proven by filing 
receipts therefor with the Minister, that were not included in determining an 
amount under this ‘subsection or subsection 122.51(2) for a preceding taxa- 
tion year and that were paid by either the individual or the individual’s legal 
representative, 

(a) where the individual died in the year, within any period of 24 months 
that includes the day of death, and 


(b).in any other case, within any period of 12 months ending in the year; 

C_ is the lesser of $1,500!9 and 3% of the individual’s income for the year; and 

D © is. 68% of the total of all‘amounts each of which is the amount, if any,' by 
which 


(a) the income for the year of a person (other than the individual and the 
individual's spousecor common-law partner) in respect of whom’ an 
amount is included in computing the individual’s deduction under this 
section for the year 


exceeds 


(b) the amount used under paragraph (c) of the description of B in sub- 
section 118(1) for the year. ] 
Para. (a) of the description of D in subsec..118.2(1) amended by 2000, c. 12, Sch. 2, s. 
1, to replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq:, in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


Para. (b) of the description of D in’ subsec. 118.2(1) amended by 2000, c. 19, subsec. 
25(1), applicable to 1999 et seq. except that, in its application to the 1999 taxation year, 
the para. shall be read as follows: 

(b) $7,044. 
Para. (b) formerly read: 


(b) the total of $500 and the amount used under paragraph (c) of the description 
of B in subsection 118(1) for the year. 


Para. (b) of the description of D in subsec. 118.2(1) amended by 1999, c..22, subsec. 
34(1), applicable to 1998 et seq. Para. (b) formerly read: 
(b) the amount used under paragraph [(c)] of the description of B in subsection 
118(1) for the year. 


The opening words of the description of B in 118.2(1) amended by 1998, c. 19, subsec. 
23(1), applicable to 1997 et seg. The opening words formerly read: 


Bis the total of the individual’s medical expenses that are proven by filing 
receipts therefor with the Minister, that were not included in determining a 
deduction for medical expenses for a preceding taxation year and that were 
paid by either the individual or the individual’s legal representative 


Subsec. 118.2(1) substituted by 1994, c..7, Sch. VII (1992, c, 48), subsec. 9(1), applica- 
ble to 1993 et seq. Subsec. (1) formerly read: 


118.2 (1) For the purpose of computing the tax payable under this Part by an 
individual for a taxation year, there may be deducted an amount determined by 
the formula 


Ax (B=C) 
where 
A is the appropriate percentage for the year; 


Bis the total of the individual’s medical expenses that are proven by filing 
receipts therefor with the Minister, that were not included in determining a 


859 


S. 118.2(1) 


deduction for medical expenses for a preceding taxation year and that were 
paid by either the individual or the individual’s legal representative, 


(a) where the individual died in the year, within any period of 24 months 
that includes the day of death, and 
(b) in any other case, within any period of 12 months ending in the year; 
and 
C_ is the lesser of $1,50023 and 3% of the individual’s income for the year. 
Selected Cases: Wart v. R., [1997] 2 G.T.C. 2651 (TCC) (Receipts required for 


subsec. 118.2(1) expenses; for subsec. 118.2(4) deemed expenses, taxpayer need only 
show expenses were reasonable). 


Interpretation Bulletins: IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived); IT-393R2: 
Election re tax on rents and timber royalties — non-residents; IT-519R2; Medical ex- 
pense and disability tax credits and attendant care expense deduction. 


Information Circulars: 07-1: Taxpayer relief provisions. 
Forms: RC4064: Information concerning people with disabilities [guide]. 


(2) Medical expenses — For the purposes of subsection (1), a 
medical expense of an individual is an amount paid 


(a) [medical and dental services] — to a medical practi- 
tioner, dentist or nurse or a public or licensed private hospital in 
respect of medical or dental services provided to a person (in 
this subsection referred to as the “patient’”) who is the indivi- 
dual, the individual’s spouse or common-law partner or a depen- 
dant of the individual (within the meaning assigned by subsec- 
tion 118(6)) in the taxation year in which the expense was 
incurred; 


(b) [attendant or nursing home care] — as remuneration 
for one full-time attendant (other than a person who, at the time 
the remuneration is paid, is the individual’s spouse or common- 
law partner or is under 18 years of age) on, or for the full-time 
care in a nursing home of, the patient in respect of whom an 
amount would, but for paragraph 118.3(1)(c), be deductible 
under section 118.3 in computing a taxpayer’s tax payable under 
this Part for the taxation year in which the expense was incurred; 


(b.1) [attendant] — as remuneration for attendant care pro- 
vided in Canada to the patient if 


(i) the patient is a person in respect of whom an amount may 
be deducted under section 118.3 in computing a taxpayer’s 
tax payable under this Part for the taxation, year in which the 
expense was incurred, 


(ii) no part of the remuneration is included in computing a 
deduction claimed in respect of the patient under section 63 
or 64 or paragraph (b), (b.2), (c), (d) or (e) for any taxation 
year, 


(iii) at the time the remuneration is paid, the attendant is 
neither the individual’s spouse or common-law partner nor 
under 18 years of age, and 


(iv) each receipt filed with the Minister to prove payment of 
the remuneration was issued by the payee and contains, 
where the payee is an individual, that individual’s Social In- 
surance Number, 


to the extent that the total of amounts so paid does: not exceed 
$10,00028 (or $20,00028 if the individual dies in the year); 


(b.2) [group home care] — as remuneration for the patient’s 
care or supervision provided in a group home in Canada main- 
tained and operated exclusively for the benefit of individuals 
who have a severe and prolonged impairment if 
(i) because of the patient’s impairment, the patient is a per- 
son in respect of whom an amount may be deducted under 
section 118.3 in computing a taxpayer’s tax payable under 
this Part for the taxation year in which the expense is 
incurred, 


(11) no. part of the remuneration is included in computing a 
deduction claimed in respect of the patient under section 63 


23tndexed by 117.1 after 1998 — ed. 


28Not indexed for inflation — ed. 
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or 64 or paragraph (b), (b.1), (c), (d) or (e) for any taxation 
year, and 


(iii) each receipt filed with the Minister to prove payment of 
the remuneration was issued by the payee and contains, 
where the payee is an individual, that individual’s Social In- 
surance Number; 


(c) [full-time attendant at home] — as remuneration for one 
full-time attendant upon the patient in a self-contained domestic 
establishment in which the patient lives, if 


(i) the patient is, and has been certified by a medical practi- 
tioner to be, a person who, by reason of mental or physical 
infirmity, is and is likely to be for a long-continued period of 
indefinite duration dependent on others for the patient’s per- 
sonal needs and care and who, as a result thereof, requires a 
full-time attendant, 


Proposed Amendment — 118. 2(2)(c)(i) 


~ (i) the patient is, and has been certified in writing by a med- 

ical practitioner to be, a person who, by reason of mental or 

physical infirmity, is and is likely to be for a long-contin- 

ued petiod of indefinite duration dependent on others for 

the patient’ s personal needs and care and Ss as a result, 
requires a full-time attendant, — ‘ 

Appleton! The July 16, 2010 draft legislation (Part 1 — technical), subsec. 67(1), 


will amend subpara. 118.2(2)(c)(i) to Wane sells aie to certifications made 
after December 20, 2002. 


Technical Notes. (July 2010): ‘The eligibility of certain expenses to the medical 
expense tax credit is conditional on a medical practitioner’s certification. Paragraphs 
118. 2(2)(C), (d), (€), (g), aad se are pqmcuded to clarify ee such a Ces has to 
be in writing. - 


(ii) at the time the remuneration is paid, the attendant is 
neither the individual’s spouse or common-law partner nor 
under 18 years of age, and 


(iii) each receipt filed with the Minister to prove payment of 
the remuneration was issued by the payee and contains, 
where the payee is an individual, that individual’s Social In- 
surance Number; 


(d) [nursing home care] — for the full-time care in a nursing 
home of the patient, who has been certified by a medical practi- 
tioner to be a person who, by reason of lack of normal mental 
capacity, is and in the foreseeable future will continue to be de- 
Had on others for the patient’s personal needs and care; 


- Proposed Amendment — 1 18.2(2)(d) 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 67(2), 
will amend para. 118.2(2)(d) to substitute “certified in writing” for ° speetified applica- 
ble to certifications made after December 20, 2002. 


Technical Notes (July 2010): See under 118,202) above. — 


(e) [school, institution, etc.] — for the care, or the care and 
training, at a school, institution or other place of the patient, who 
has been certified by an appropriately qualified person to be a 
person who, by reason of a physical or mental handicap, requires 


the equipment, facilities or personnel specially provided by that . 


school, institution or other place for the care, or the care and 
training, of individuals suffering from the handicap suffered by 
the patient; 


Proposed Amendment — 118. .2(2)(e) 


Application: The July 16, 2010 draft legislation (Part 1 — technical), pole: 67(2), 
will amend para. 118.2(2)(e) to substitute “an institution or another place of the patient, 
who has been certified in writing” for “institution or other place of the patient, who has 
been certified”, applicable to certifications made after December 20, 2002. _ 


Technical Notes (July 2010): See under 118.2(2)(c)(i) above. 


(f) [ambulance fees] — for transportation by ambulance to or 
from a public or licensed private hospital for the patient; 
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(g) [transportation] — toa person engaged in the business of 
providing transportation services, to the extent that the payment 
is made for the transportation of 


(i) the patient, and 


(i) one individual who pate the patient, where the 
patient was, and has been certified by a medical practitioner 
to be, incapable. of travelling without the assistance, of an 
attendant 


‘a the locality whee the patient awane to a place, not less 
than 40 kilometres from that locality, where medical services are 
normally provided, or from that place to that locality, if 


(iii) substantially equivalent medical services are not availa- 
ble in that locality, 


(iv) the route travelled by the patient is, having regard to the 
circumstances, a reasonably direct route, and 


(v) the patient travels to that place to obtain medical services 
for himself or herself and it is reasonable, having regard to 
the circumstances, for the patient to travel to that place to 
obtain those services; 


(h) [travel expenses] — for reasonable travel expenses (other 
than expenses described in paragraph (g)) incurred in respect of 
the patient and, where the patient was, and has been certified by 
a medical practitioner to be, incapable of travelling without the 
assistance of an attendant, in respect of one individual who ac- 
companied the patient, to obtain medical services in a place that 
is not less than 80 kilometres from the locality where the patient 
dwells if the circumstances described i in subparagraphs (g)(iii), 


(iv) vile (v) apply; 


i) Fovienel — fon or in ener of. an “artificial hie an iron 
lung, a rocking bed for poliomyelitis victims, a, wheel. chair, 
crutches, a spinal.brace, a brace for a limb, an, iliostomy, or co- 
lostomy pad, a truss for hernia, an artificial eye, a laryngeal 
speaking aid, an aid to hearing, an artificial kidney machine, 
phototherapy equipment for the treatment of psoriasis or other 
skin disorders, or an oxygen oe yet ne = patient, 


(i.1) tcievicey aor eae nuitligannieicoubaae or in) respect of 
diapers, disposable briefs, catheters, catheter trays, tubing’ or 
other products ‘required by the patient by reason of incontinence 
caused by illness, injury or affliction; 
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(j) [eyeglasses] — for eye glasses or other devices. for the 
treatment or correction of a defect of vision of the patient as 
prescribed by a medical practitioner or optometrist; 


(k) [various] — for an oxygen tent’ or other equipment neces- 
sary to administer oxygen or for insulin, oxygen, liver extract 
injectible for pernicious anaemia. or, vitamin B12, for pernicious 
anaemia, for use by, the patient. as. prescribed. by. a medical 
practitioner; 


(1) [guide dogs, etc.] —.on behalf of the patient who is blind 
or profoundly deaf or has severe autism, severe epilepsy or a 
severe and prolonged impairment that markedly restricts the use 
of the patient’s arms or legs, 


(i) for an animal specially trained to assist the patient in cop- 
ing with the impairment and provided by a person or organi- 
zation one of whose main purposes)is such, training. of 
animals, 


(ii) for the care and maintenance of such an rae including 
food and veterinary care, 


(ii1) for reasonable travel expenses of the patient incurred for 
the purpose of attending a school, institution or other facility 
that trains, in the handling of such animals, individuals who 
are so impaired, and 


(iv) for reasonable board and. lodging expenses of the patient 
incurred for the purpose of the patient’s full-time attendance 
at a school, institution or other facility referred to in subpara- 
graph (iii); 
(1.1). [transplant costs] — on behalf.of the patient who re- 
quires a bone marrow or organ transplant, 


(1) for reasonable expenses (other than expenses described in 
subparagraph (ii)), including legal fees and insurance premi- 
ums, to locate a compatible donor and to arrange for the 
transplant, and 


(1) for reasonable travel, board and lodging expenses (other 
than expenses described in paragraphs (g) and (h)) of the do- 
nor (and one other person who accompanies the donor) and 
the patient (and one other person who accompanies the pa- 
tient) incurred in respect of the transplant; 


(1.2) [alterations to home] — for reasonable expenses relat- 
ing to renovations or alterations to a dwelling of the patient who 
lacks normal physical development or has a ‘severe'and pro- 
longed mobility impairment, to enable the patient to gain access 
to, or to be mobile or functional yap the dwelling, provided 
that such expenses 


(i) are not of a type that would typically be expected to in- 
crease the value of the dwelling, and 


(ii) are of a type that would not normally be incurred by per- 
sons who have normal: physical development or who do not 
have a severe and prolonged mobility impairment; 


(1.21) [home construction costs] — for reasonable expenses 
relating to the construction of the principal place of residence of 
the patient who lacks normal physical development or has a se- 
vere and prolonged mobility impairment, that can reasonably be 
considered to be incremental costs incurred. to enable the patient 
to gain access to, or to be mobile or functional within, the. pa- 
tient’s principal place of residence, provided that such expenses 


(i) are not of a type that would typically be expected to in- 
crease the value of the dwelling, and 


(ii) are of a type that would not normally be incurred by per- 
sons who have normal physical development or who do not 
have a severe and prolonged mobility impairment; 


(1.3) [lip reading and sign language training} — for rea- 
sonable expenses relating to rehabilitative therapy, including 
training in lip reading and sign language, incurred to adjust for 
the patient’s hearing or speech loss; 


(1.4) [sign language services] — on behalf a the patient 
who has a speech or hearing impairment, for sign language in- 
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terpretation services or real-time captioning services, to the ex- 
tent that the payment is made to a person in the business of pro- 
viding such services; 

(1.41) [note-taking services] — on behalf of the patient who 
has a mental or physical impairment, for note-taking services, if 


(i) the patient has been certified in writing by a medical prac- 
titioner to be a person who, because of that impairment, re- 
quires such services, and 


(ii) the payment is made to a’person in the business of pro- 
viding such services; 


(1.42) [voice recognition software] — on behalf of the pa- 
tient who has a physical impairment, for the cost of voice recog- 
nition software, if the patient has been certified in writing by a 
medical practitioner to be a person who, because of that impair- 
ment, requires that software; 


(1.43) [reading services] — on behalf of the patient who is 
blind or has a severe learning disability, for reading services, if 


(i) the patient has been certified in writing by a medical prac- 
titioner to be a person who, because’ of that impairment, re- 
quires such services, and 


(ii) the payment is made to a person in the business of pro- 
viding such services; 


(1.44) [deaf-blind intervening services] — on behalf of the 
patient who is blind and profoundly deaf, for deaf-blind inter- 
vening services, if the payment is made to a person in the busi- 
ness of providing those services; 


(1.5) [moving expenses] — for reasonable moving expenses 
(within the meaning of subsection 62(3), but not including any 
expense deducted under section 62 for any taxation year) of the 
patient, who lacks normal physical development or has a severe 
and prolonged mobility impairment, incurred for the purpose of 
the patient’s move to a dwelling that is more accessible by the 
patient or in which the patient is more mobile or functional, if 
the total of the expenses claimed under this paragraph by all per- 
sons in respect of the move does not exceed $2,000; 


(1.6) [driveway alterations] — for reasonable expenses relat- 
ing to alterations to the driveway of the principal place of resi- 
dence of the patient who has a. severe and prolonged mobility 
impairment, to facilitate the patient’s access to a bus; 


(1.7) [van for wheelchair] — for a van that, at the time of its 
acquisition or within 6 months after, that time, has been adapted 
for the transportation of the patient who requires the use of a 
wheelchair, to the extent of the lesser of $5,000 and 20% of the 
amount by which 


(i) the amount paid for the acquisition of the van 
exceeds 


(ii) the portion, if any, of the amount referred to in subpara- 
graph (i) that is included because of paragraph (m) in com- 
puting the individual’s deduction under:this section for any 
taxation year; : 


(1.8) [caregiver training] — for reasonable expenses (other 
than amounts paid to a person who was at the time of the pay- 
ment the individual’s spouse or common-law partner or a person 
under 18 years of age) to train the individual, or a person related 
to the individual, if the training relates to the mental or physical 
infirmity of a person who 


(i) is related to the individual, and 


(ii) is a member of the individual’s household or is dependent 
on the individual for support; 


(1.9) [therapy] — as remuneration for therapy provided to the 
patient because of the patient’s severe and prolonged impair- 
ment, if 
(i) because of the patient’s impairment, an amount may be 
deducted under section 118.3 in computing a taxpayer’s tax 


payable under this Part for the taxation year in which the re- 
muneration is paid, 
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(ii) the therapy is prescribed by, and administered under the 
general supervision of, 


(A) a medical doctor or a psychologist, in the case of 
mental impairment, and 


(B) a medical doctor or an occupational therapist, in the 
case of a physical impairment, 


(iii) at the time the remuneration is paid, the payee is neither 
the individual’s spouse nor an individual who is under 18 
years of age, and 


(iv) each receipt filed with the Minister to prove payment of 
the remuneration was issued by the payee and contains, 
where the payee is an individual, that individual’s Social In- 
surance Number; 


(1.91) [tutoring services] — as remuneration for tutoring ser- 
vices that are rendered to, and are supplementary to the primary 
education of, the patient who 


(i) has a learning disability or a mental impairment, and 
(ii) has been certified in writing by a medical practitioner to 


be a person who, because of that disability or impairment, 
requires those services, 


if the payment is made to a person ordinarily engaged in the 
business of providing such services to individuals who are not 
related to the payee. 


(m) [prescribed in regulations] — for any device or equip- 
ment for use by the patient that 


(i) is of a prescribed kind, 
(ii) is prescribed by a medical practitioner, 


(iii) is not described in any other paragraph of this subsec- 
tion, and 


(iv) meets such conditions as may be prescribed as to its use 
or the reason for its acquisition, 


to the extent that the amount so paid does not exceed the 
amount, if any, prescribed in respect of the device or equipment, 


(n) [drugs] — for 
(i) drugs, medicaments or other preparations or substances 
(other than those described in paragraph (k)) 


(A) that are manufactured, sold or represented for use in 
the diagnosis, treatment or prevention of a disease, disor- 
der or abnormal physical state, or its symptoms, or in re- 
storing, correcting or modifying an organic function, 


(B) that can lawfully be acquired for use by the patient 
only if prescribed by a medical practitioner or dentist, and 


(C) the purchase of which is recorded by a pharmacist, or 


(ii) drugs, medicaments or other preparations or substances ~ 
that are prescribed by regulation; 


(o) [lab tests] — for laboratory, radiological or other diagnos- 
tic procedures or services together with necessary interpreta- 
tions, for maintaining health, preventing disease or assisting in 
the diagnosis or treatment of any injury, illness or disability, for 
the patient as prescribed by a medical practitioner or dentist; 


(p) [dentures] — to a person authorized under the laws of a 
province to carry on the business of a dental mechanic, for the 
making or repairing of an upper or lower denture, or for the tak- 
ing of impressions, bite registrations and insertions in respect of 
the making, producing, constructing and furnishing of an upper 
or lower denture, for the patient; 


(q) [health plan premiums] — as a premium, contribution or 
other consideration under a private health services plan in re- 
spect of one or more of the individual, the individual’s spouse or 
common-law partner and any member of the individual’s house- 
hold with whom the individual is connected by blood relation- 
ship, marriage, common-law partnership or adoption, except to 
the extent that the premium, contribution or consideration is de- 
ducted under subsection 20.01(1) in computing an individual’s 
income from a business for any taxation year; 


Subdivision a — Computation of Tax: Individuals 


(r) [gluten-free food] — on behalf of the patient: who has ce- 
liac disease, the incremental cost of acquiring gluten-free food 
products as compared to the cost of comparable. non- gluten- free 
food products, if the patient has been certified in writing by a 
medical practitioner to be a person who, because of that disease, 
requires a gluten-free diet; 


(s) [Special Access Programme drugs]; =:for drugs ob- 
tained under Health Canada’s Special Access Programme in ac- 
cordance with sections C,.08.010 and, C.08.011_of. the Food. and 
Drug Regulations and purchased for use by, the patient; 


(t) [Special Access Programme devices] — for medical 
“devices obtairied under Health Canada’s Special Access’ ‘Pro- 
gramme in accordance with Part 2 of the Medical Devices Regu- 
lations and purchased for use by the patient; or 


(u) [marijuana] — on behalf of the patient who is authorized 
to possess marihuana for medical purposes under the Marihuana 
Medical Access Regulations or section 56 of the Controlled 
Drugs and Substances Act, for 


(i) the cost of medical marihuana or marihuana seeds pur- 
chased from Health Canada, or 


(ii) the cost of marihuana purchased from an individual who 
possesses,.on behalf of that patient, a Designated-person Pro- 
duction license to produce marihuana under the Marihuana 

- Medical Access Regulations or an Exemption for cultivation 
or production under section 56 of the Controlled Drugs and 
Substances Act. 


Related Provisions: 20(1)(qq), (mm) — Business. deduction for disability. -related 
modifications to buildings and disability-related equipment; 20.01 — Deduction from 
business income for private health plan premiums; 63(3)“child care expense”(d) — 
Medical expenses are not child care expenses; 64 — Disability supports deduction for 
attendant care and other expenses; 67.1(1) — Food and entertainment 50% restriction 
does not apply; 110.7(3) — Northern. Canada’ residents — trips. to) obtain medical-ser- 
vices; 118.04(4) — Home. renovation. credit (2009-10) and medical expense credit can 
both be claimed for same expense; 118.2(2.1) — Expenses for purely cosmetic proce- 
dures disallowed; 118.2(3) — Deemed medical expense; 118.2(4) — Use of own vehi- 
cle for. transportation under (2)(g); 118.3(2) — Dependant having impairment; 
144.1(10) — Employee contributions to employee life and health trust. deemed to be 
contributions to private health services plan for 118.2(2)(q) if so identified; 251(6) — 
Meaning of “connected by blood relationship, marriage or, adoption”. 


History: The opening words of para. 118.2(2)(1) amended to substitute “severe autism, 
severe epilepsy or.a severe and prolonged” for “a severe and prolonged’, .by 2008, c. 
28,, subsec. 16(1), applicable to 2008 et seq. 


Para. 118.2(2)(n) amended by the said c. 28, subsec. 16(2), applicable to expenses in- 
curred after February 26, 2008. It formerly read: 


(n) for drugs, medicaments or other'preparations or substances (other than those 
described in paragraph (k)) manufactured, sold or represented for use in the diag- 
nosis, treatment or prevention of a disease; disorder, abnormal physical state, or 
the symptoms thereof or in restoring, correcting or modifying an organic func- 
tion, purchased for,use by the patient,as prescribed by a medical) practitioner or 
dentist and as recorded by a pharmacist; 


Para. 118.2(2)(i). amended by 2006, c. 4, subsec. 62(2), applicable to 2005 et seq. Para. 
118.2(2)(i) formerly’ read: 


(i) for or in respect of an artificial limb, iron lung; rocking bed for poliomyelitis 
victims, wheel chair, crutches, ‘spinal brace, brace for a limb, iliostomy or 'colos- 
tomy pad, truss for hernia, artificial eye, laryngeal speaking aid, aid to hearing, or 
artificial kidney machine, for the patient; 


Paras. 118.2(2)(1,2) and (1:21) amended by the’ said, 2006, c. 4, subsec: 62(3), applicable 
to expenses incurred after February 22, 2005. They formerly read: 


(1.2) for reasonable expenses relating to renovations or alterations to a dwelling 
of the patient who lacks normal physical development or has a ‘severe and pro- 
longed mobility impairment, to enable the patient to gain access to, or to be mo- 
bile or functional within, the dwelling; 


(1.21) for reasonable expenses, relating to the construction of the principal place 
of residence of the patient who lacks normal physical development or has a se- 
vere and prolonged mobility impairment, that can reasonably be considered to be 
incremental costs incurred to enable the patient to gain access to, or to’be mobile 
or functional within, the patient’s principal place of residence; 


Paras. 118.2(2)(1.43) and (1.44), and (2)(s) to (u), added: by the — 2006, c. 4, subsecs. 
62(4), (5), applicable to 2005 et seq: 
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Para. 118.2(2)(.4) amended and paras: (1.41), (1.42) and (r) added by: 2003, c. 15, :sub- 
secs.:73(1);:(2) applicable to:2003 et seq. Para. (1:4) formerly read: 


(1.4) on behalf of the patient who has a speech or hearing impairment, for sign 
language interpretation services, to the extent that the payment is made to a per- 
son engaged in the business of providing such services; 


Para. 118.2(2)(.21) added by. 2001;.c., 17,.s..95, applicable, to 2000 et seq. 


Para. 118.2(2)(q) amended by the said c. 17, s. 244, to add “common-law partner’, 
applicable to 2001, et.seg.,except that, if,a taxpayer anda person have jointly elected 
pursuant to s. 144 of 2000, c. 12 in respect of the 1998, 1999 or 2000.taxation years, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year and subsequent taxation years. 


Paras. 118.2(2)(a) and (b), subparas. 118.2(2)(b.1)(iii) and (c)(@i); and pata: 118.2(2) 
(1.8) and (q) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or 
common-law partner’, applicable to 2001 ef seg., in force July 31, 2000. See also the 
transitional rules reproduced in the History to.248(1)“common-law partner’. 


Subpara. 118.2(2)(b.1)(ii) amended, paras. 118.2(2)(b.2), (2)(1.9) and (1.91) added, by 
2000, c. 19, subsecs. 25(2), (3), applicable to 1999 et seg. The subpara. formerly read: 


(ii), no,amount is included under section 63 or 64 or paragraph (b), (c),(d) or (e) 
in computing a deduction claimed in respect of the patient for the; taxation. year 
in which, the remuneration was paid, 


Para. 118.2(2)(1.8) added, and para. 118:2(2)(q) amended by 1999,°\c.‘22, subsecs. 
34(2), (3), applicable to. 1998; et,seg. Para. (q) formerly read: 


(q) as a premium, contribution or other consideration to a private health services 
plan in-respect of one or more of the individual, the, individual’s:spouse and any 
member of the individual’s household; with whom the-individual is connected. by 
blood relationship, marriage or adoption. 


The; closing words of para. 118.2(2)(b.1) amended, paras. 118.2(2)(1:4) to (1.7)-and the 
closing words to para. 118.2(2)(m) added, by 1998, c. 19, subsecs. Bats 1)-(3), ein 
ble to 1997, et: seg. The closing words of para: (b.1) formerly read:| 


to the extent that the total of amounts so paid does’ not exceed’$5,000' (or 
$10,000 where the individual died in the year); 


Para. 118. 2(2). 3) added: by 1994, c..7, Sch. VUI (1993, c. 24), subsec. 54(1), applica- 
ble to 1992 et seq. 


Para. 118.2(2)(a) substituted by-1994, c..7, Sch. VII.(1992;'c. 48), subsec. yee -applica- 
ble to: 1993. etseq. Para: (a) formerly read: 


(a) to a medical practitioner, dentist or nurse ora public or licensed private hos- 
pital in respect of medical or dental services provided to a person (in this subsec- 
tion referred to as the “patient”) who is the individual, the individual’s spouse or 
any dependant in respect of whom the individual may deduct an amount under 
séction 118-from tax payable under this Part by the individual for the taxation 
year in which the expense was incurred; 


Paras. 118.2(2)(b); (b.1):substituted for para: (b) by..1994, c..7, Sch. II, (1991, c. 49), 
subsec. 89(1), applicable. to.expenses incurred, after 1990. Para 118.2(2)(b) formerly 
read: 


(b) as remuneration for one full-time attendant on, or for the full-time care ina 
nursing home of, the patient who has a severe and prolonged mental-or physical 
impairment that has been certified as such in prescribed form by a medical prac- 
titioner or, where the impairment is an impairment of, sight, by a medical practi- 
tioner or an optometrist; 


Subpaass 118.2(2)(c)(ii), (iii) substituted by 1994, c.7,Sch. II:(1991, c. 49); subsec. 
89(2), applicable to expenses incurred after 1990. Subparas. (c)(ii), (iii) formerly read: 


(ii) the attendant: is not 


(A) a person in respect of whom the individual or the individual’s spouse 
deducts an amount under section 118 from tax payable under this Part by the 
individual for the taxation year in which the remuneration is paid, or 


(B) at the time the remuneration is paid, under 18 years of age and connected 
with the individual or the individual's spouse ey blood relationship, mar- 
riage or adoption, and 


(iii) each receipt filed with the Minister to prove payment of the remuneration 
contains the Social Insurance Number of the person who issued the‘ receipt; 


Para. 118.2(2)(h) substituted by 1994, c. 7, Sch. II (1991, c. cre subsec. 89(3), applica- 
ble to 1988 et seq. Para, 118.2(2)(h) formerly read: 


(h) for reasonable travel expenses (other than expenses described in paragraph 
(g)) incurred in respect of the patient (who was, and has been certified by a med- 
ical practitioner to be, incapable of travelling without the assistance of an attend- 
ant) and one individual who accompanied the patient to obtain medical services 
in a place that is not less than 80 kilometres from the locality where the patient 
dwells if the circumstances described in subparagraphs  (g)(iii) to (v) apply; 


Paras. 118.2(2)(i), (i.1) substituted for para. (i) and paras. (1), (1:2)'substituted by 1994, 
c. 7, Sch. IL.(1991, c.. 49), subsecs.-89(4), (5), (7); applicable; to expenses incurred after 
1990. Paras. (1), (1), (1.2) formerly read: 


(i) for or in respect of an artificial limb, iron lung, rocking bed for poliomyelitis 
victims, wheel chair, crutches, spinal brace, brace for a limb, iliostomy or colos- 
tomy pad, cloth diapers or disposable ‘briefs for use by persons who are inconti- 
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nent by reason of illness, injury or affliction, truss for hernia, artificial eye, la- 
ryngeal speaking aid, aid to hearing or artificial kidney machine for the patient; 


(1) on behalf of the patient who is totally blind or profoundly deaf, 


(i) for a dog trained to guide or assist a blind or deaf person and provided by 
a person or organization one of whose main purposes is the training of such 
dogs, 

(ii) for the care and maintenance of such a dog, including food and veterina- 
rian care, 


(iii) for reasonable travel expenses of the patient incurred in travelling to and 
from a school, institution or other place that trains blind or deaf persons in 
the handling of such dogs, and 


(iv) for reasonable board and lodging expenses of the patient incurred while 
the patient is required to live away from the patient’s ordinary place of resi- 
dence because the patient is in full-time attendance at a school, institution or 
other place that trains blind or deaf persons in the handling of such dogs; 


(1.2) for reasonable expenses relating to modifications to a dwelling of the pa- 
tient, who lacks normal physical development or is necessarily confined to a 
wheelchair for a long-continued period of indefinite duration, to enable the pa- 
tient to be mobile and functional within the dwelling; 
Para. 118.2(2)(m) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 89(8). Para. 
118.2(2)(m) formerly read: 
(m) for any device or equipment, not described in any other paragraph of this 
subsection, of a prescribed kind, for use by the patient as prescribed by a medical 
practitioner; 
Selected Cases: Murphy v. R., [2010] 6 C.T.C. 2341 (TCC) (Under provincial 
statute, payments for acupuncture were payments to medical practitioner); Greenaway 
v. R., [2010] 3 C.T.C. 2140 (TCC) (Expenditures claimable under different provisions 
may be claimed on basis of most favourable tax treatment); Ali v. R., [2008] 4 C.T.C. 
245 (FCA); aff’g [2006] 4 C.T.C. 2087 (TCC) (Supplements recommended by physi- 
cian but not recorded by pharmacist not eligible); Chevalier v. R., [2008] 4 C.T.C. 2009 
(TCC) (Organic food and products not within scope of provision; provision does not 
infringe Charter); Breger y. R., [2007] 4 C.T.C. 2133 (TCC) (Medication prescribed by 
doctor and recorded by pharmacist qualified, even if it could have been purchased over 
the counter); Lister v. R., [2007] 1 C.T.C. 137 (FCA) (Two part analysis: whether tax- 
payer has requisite handicap and whether place receiving payment is within scope of 
provision); Roy v. R., 2004 CarswellNat 4481 (TCC) (Therapist under provincial law 
not a doctor; expenses did not qualify as medical expenses); Ray v. R., [2002] 4 C.T.C. 
2590 (TCC) (Requirement for drugs to be recorded by pharmacist disregarded); Dunn 
v. R., [2002] 2 C.T.C. 2007 (TCC) (Medications must be recorded by a pharmacist); 
Banman y. R., [2001] 2 C.T.C. 2111 (TCC) (Alternative medicine not recognized as 
equivalent of medical practice); Hillier v. R., [2000] 3 C.T.C. 2367 (TCC) (Modifica- 
tions during construction phase may qualify); Flumerfelt v. R., [1999] 3 C.T.C. 2168 
(TCC) (Full-time medical care means person must attend to taxpayer and no one else); 
Revusky v. R., [1997] 2 C.T.C. 2443 (TCC) (Certification valid even though issued 
after travel had occurred). t 
Regulations: 5700 (prescribed device or equipment for 118.2(2)(m)); 5701 (pre- 
scribed drugs or substances for 118.2(2)(n)). 
Interpretation Bulletins: IT-339R2: Meaning of “private health services plan”; IT- 
393R2: Election re tax on rents and timber royalties — non-residents; IT-495R3: Child 
care expenses; IT-519R2: Medical expense and disability tax credits and attendant care 
expense deduction. 
Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips (re 118.2(2)(b.1)(v), (c)Qii)). 


Forms: RC4064: Information concerning people with disabilities [guide]. 


(2.1) Cosmetic purposes — The medical expenses referred to in 
subsection (2) do not include amounts paid for medical or dental 
services, nor any related expenses, provided purely for cosmetic 
purposes, unless necessary for medical or reconstructive purposes. 


History: Subsec. 118.2(2.1) added by 2010, c.,12, s. 13, applicable to expenses in- 
curred after March 4, 2010. 


(3) Deemed medical expense — For the purposes of subsection 
(1), 
(a) any amount included in computing an individual’s income 
for a taxation year from an office or employment in respect of a 
medical expense described in subsection (2) paid or provided by 
an employer at a particular time shall be deemed to be a medical 
expense paid by the individual at that time; and 
(b) there shall not be included as a medical expense of an indivi- 
dual any expense to the extent that 
(i) the individual, 
(ii) the person referred to in subsection (2) as the patient, 
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(iii) any person related to a person referred to in subpara- 
graph (i) or (ii), or 


(iv) the legal representative of any person referred to in any 
of subparagraphs (i) to (iii) 
is entitled to be reimbursed for the expense, except to the extent 
that the amount of the reimbursement is required to be included 
in computing income and is not deductible in computing taxable 
income. 
Related Provisions: 251(2) — Related persons. 


History: Para. 118.2(3)(b) amended by 1998, c. 19, subsec. 23(4), applicable to 1997 
et seq. Para. 118.2(3)(b) formerly read: 


(b) there shall not be included as a medical expense of an individual any expense 

for which the individual, the person referred to in subsection (2) as the patient or 

the legal representative of either of them has been or is entitled to be reimbursed, 

except to the extent that the amount thereof is required to be included in comput- 

ing income under this Part and cannot be deducted in computing taxable income. 
Para. 118.2(3)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 54(2), appli- 
cable to 1992 et seq. Para. (b) formerly read: 


(b) there shall not be included as a medical expense of an individual any expense 
for which the individual or the individual’s legal representative has been or is 
entitled to be reimbursed, except to the extent that its amount is required to be 
included in computing the individual’s income under this Part. 


Interpretation Bulletins: IT-339R2: Meaning of “private health services plan”, IT- 
393R2: Election re tax on rents and timber royalties — non-residents; IT-519R2: Medi- 
cal expense and disability tax credits and attendant care expense deduction. 


(4) Deemed payment of medical expenses — Where, in cir- 
cumstances in which a person engaged in the business of providing 
transportation services is not readily available, an individual makes 
use of a vehicle for a purpose described in paragraph (2)(g), the 
individual or the individual’s legal representative shall be deemed 
to have paid to a person engaged in the business of providing trans- 
portation services, in respect of the operation of the vehicle, such 
amount as is reasonable in the circumstances. 

Selected Cases [subsec. 118.2(4)]: Watt v. R., [1997] 2 C.T.C. 2651 (TCC) 


(Receipts required for subsec. 118.2(1) expenses; for subsec. 118.2(4) deemed ex- 
penses, taxpayer need only show expenses were reasonable). 


Selected Cases [s. 118.2]: Noddin y. R., [2005] 1 C.T.C. 2287 (TCC) (No Charter 
violation in requirement for provincial supervision of therapists); Exner v. R., [2002] 4 
C.T.C. 2415 (TCC) (Charter not breached through reduction of benefits available); 
Crockart v. R., [1999] 2 C.T.C. 2409 (TCC) (Provision to be construed liberally, hu- 
manely and compassionately). 


Definitions [s. 118.2]: “amount”, “appropriate percentage”, “business” — 248(1); 
“carrying on business” — 253; “child” — 252(1); “common-law partner”, “common- 
law partnership” — 248(1); “connected” — 251(6); “dentist” — 118.4(2); “employ- 
ment”, “individual”, “legal representative’ — 248(1); “medical practitioner” — 
118.4(2); “Minister” — 248(1); “month” — Interpretation Act 28, 35(1); “nurse” — 
118.4(2); “office” — 248(1); “optometrist” — 118.4(2); “patient” — 118.2(2)(a); “per- 
son”, “prescribed”, “private health services plan” — 248(1); “province” — Interpreta- 
tion Act 35(1); “regulation” — 248(1); “related” — 251(2); “resident in Canada” — 
250; “self-contained domestic establishment’ — 248(1); “tax payable” — 248(2); “tax- 
ation year” — 249; “taxpayer” — 248(1); “writing” — Interpretation Act 35(\). 


Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another per- 
son”; IT-518R: Food, beverages and entertainment expenses. 


118.3 (1) Credit for mental or physical impairment — Where 


(a) an individual has one or more severe and prolonged impair- 
ments in physical or mental functions, 


(a.1) the effects of the impairment or impairments are such that 
the individual’s ability to perform more than one basic activity 
of daily living is significantly restricted where the cumulative 
effect of those restrictions is equivalent to having a marked re- 
striction in the ability to perform a basic activity of daily living 
or are such that the individual’s ability to perform a basic activ- 
ity of daily living is markedly restricted or would be markedly 
restricted but for therapy that 


(i) is essential to sustain a vital function of the individual, 


(ii) is required to be administered at least three times each 
week for a total duration averaging not less than 14 hours a 
week, and 


(iii) cannot reasonably be expected to be of significant bene- 
fit to persons who are not so impaired, 
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(a.2) in the case of an impairment in physical or mental func- 
tions the effects of which are such that the individual’s ability to 
perform a single basic activity of daily living is markedly re- 
stricted or would be so restricted but for therapy referred to in 
paragraph (a.1), a medical practitioner has certified in prescribed 
form that the impairment is a severe and prolonged impairment 
in physical or mental functions the effects of which are such that 
the individual’s ability to perform a basic activity of daily living 
is markedly restricted or would be markedly restricted, but for 
therapy referred to in paragraph (a.1), where the medical practi- 
tioner is a medical doctor or, in the case of 


(i) a sight impairment, an optometrist, 

(ii) a speech impairment, a speech-language pathologist, 
(iii) a hearing impairment, an audiologist, 

(iv) an impairment with respect to an individual’s ability in 
feeding or dressing themself, an occupational therapist, 

(v) an impairment with respect to an individual’s ability in 
walking, an occupational therapist, or after February 22, 
2005, a physiotherapist, and 

(vi) an impairment with respect to an individual’s ability in 
mental functions necessary for everyday life, a psychologist, 


(a.3) in the case of one or more impairments in physical or 
mental functions the effects of which are such that the indivi- 
dual’s ability to perform more than one basic activity of daily 
living is significantly restricted, a medical practitioner has certi- 
fied in prescribed form that the impairment or impairments are 
severe and prolonged impairments in physical or mental func- 
tions the effects of which are such that the individual’s ability to 
perform more than one basic activity of daily living is signifi- 
cantly restricted and that the cumulative effect of those restric- 
tions is equivalent to having a marked restriction in the ability to 
perform a single basic activity of daily living, where the medical 
practitioner is, in the case of 


(i) an impairment with respect to the individual’s ability in 
feeding or dressing themself, or in walking, a medical doctor 
or an occupational therapist, and 


(ii) in the case of any other impairment, a medical doctor, 


(b) the individual has filed for a taxation year with the Minister 
the certificate described in paragraph (a.2) or (a.3), and 


(c) no amount in respect of remuneration for an attendant or care 
in a nursing home, in respect of the individual, is included in 
calculating a deduction under section 118.2 (otherwise than be- 
cause of paragraph 118.2(2)(b.1)) for the year by the individual 
or by any other person, 


there may be deducted in computing the individual’s tax payable 
under this Part for the year the amount determined by the formula 
A xX (B+C) 
where 
A is the appropriate percentage for the year, 
B is $6,000, and 
ee is 
(a) where the individual has not attained the age of 18 years 
before the end of the year, the amount, if any, by which 
(i) $3,500 
exceeds 
(ii) the amount, if any, by which 
(A) the total of all amounts each of which is an 
amount paid in the year for the care or supervision of 
the individual and included in computing a deduction 
under section 63, 64 or 118.2 for a taxation year 
exceeds 


(B) $2,050, and 
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(b) in any other case, zero. 


Proposed Amendment — Appeal re eligibility for 
_ Disability Tax Credit to Tax Court of Canada | 


Se nder 146. 4(1)“DTC-eligible individual”. 


Related Provisions: 6(16) — Non-taxable disability-related employment benefits; 
64 — Disability supports deduction for attendant care and other expenses; 108(1) — 
Preferred beneficiary election available after 1995 only to beneficiary with severe and 
prolonged impairment; 117.1(1) — Indexing for inflation; 118.03(2.1) — Additional 
fitness credit for child eligible for 118.3 credit; 118.05(1)“specified person” — Disabil- 
ity Home Purchase Credit; 118.2 — Credit for medical expenses; 118.3(1.1) — Deter- 
mining time spent on therapy; 118.3(4) — Additional information requested by CRA; 
118.4(1) — Meaning of severe and prolonged impairment; 118.4(2) — Reference’ to 
medical practitioner; 118.6(3) — Education credit for disabled individuals; 118.8 — 
Transfer of unused credits to spouse; 118.91 — Individual resident in Canada for part 
of year; 118.92 — Ordering of credits; '118.93'— Credits in separate returns; 118.94 — 
Computing tax payable by a non-resident individual; 118.95(b) — Application in year 
individual becomes bankrupt; 122.7(3) — Working Income Tax Benefit — disability 
supplement; 146.4(1)“DTC-eligible individual” — Registered’ disability savings plan 
for person eligible for 118.3 credit. 


History: Para. 118.3(1)(b) amended by by 2007, c. 2, s. 22 to substitute “(a.2) or (a.3)” 
for “(a.2)”, applicable to 2005 et seq. 


Para. 118.3(1)(a), the opening words of para. (a.1), and para. (a.2) amended, and para. 
(a.3) added, by 2006, c. 4, subsecs. 63(1) to (3), applicable to 2005 et seq. The 
amended portions formerly read: 


(a) an individual has a severe and prolonged mental or physical impairment, 


(a.1) the effects of the impairment are such that the individual’s ability to per- 
form a basic activity of daily living is markedly restricted or would be markedly 
restricted but for therapy that 


(a.2) in the case of 
(i). a sight impairment, a medical doctor or an optometrist, 


(i.1) ‘a speech ‘impairment, 
pathologist, 


a medical doctor or a speech-language 


(ii) a hearing impairment, a medical doctor or an audiologist, 


(iii) an impairment with respect to an individual’s ability in feeding or dress- 
ing themself, or in walking, a medical doctor or an occupational therapist, 
(iv) an impairment with respect to an individual’s ability in perceiving, 
thinking and remembering, a medical doctor or a psychologist, and 


(v) an impairment not referred to in any of subparagraphs (i) to’ (iv), a medi- 
cal doctor 


has certified in prescribed form that the impairment'is a severe and prolonged 
mental or physical impairment the effects of which are such that the individual’s 
ability to perform a basic activity of daily living is markedly restricted or would 
be markedly restricted but for therapy referred to in paragraph (a.1), 
Subpara. 118.3(1)(a.2)(iii) amended. by 2003, c. 15, subsec. 74(1), applicable to 2003 et 
seq. Subpara. (a.2)(iii) formerly read: 
(iii) an impairment with respect to an individual’s ability in feeding and dressing 
themself, or in walking, a medical doctor or an occupational therapist, 
Para. 118.3(1)(a.1) amended by 2001, c. 17, subsec. 96(2), applicable to 2000 et seq. 
Para. (a.1) formerly read: 
(a.1) the effects of the impairment are such that the individual’s ability. to per- 
form a basic activity of daily living is markedly restricted, 


Subpara. 118.3(1)(a.2)(i.1) added by the said c. 17, subsec. 96(4), applicable to certifi- 
cations made after October 17, 2000. 


The closing words of para. 118.3(1)(a.2) amended by the said c. 17, subsec. 96(5), 
applicable to 2000 et seqg., to add “or would be markedly restricted but for therapy 
referred to in paragraph (a.1)”. 


The portion of subsec. 118:3(1) after para. (c) amended by the said c. 17, subsec. 96(6), 
applicable to 2000 et seg., except that, in its application to 2000, the references to 
“$6,000”, “$3,500” and “$2,050” in the descriptions of B and C in the formula, as 
amended, shall be read as references to “$4,293”, “$2,941” and “$2,000”, respectively. 
That portion formerly read: 


for the purposes of computing the tax payable under this Part by the individual 
for the year, there may be deducted an amount determined by the formula 


Ax $4,118°! 
where 


A is the appropriate percentage for the year. 
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Subpara. 118.3(1)(a.2)(iii) renumbered as subpara. (v) and amended, and subparas. (iii) 
and (iv) added, by 1999, c. 22, subsec. 35(1), applicable to certifications made after 
February 24, 1998 Subpara. (iii) formerly read:. 

(iii) an impairment not referred to in subparagraph (i) or (ii), a medical doctor 
Para. 118.3(1)(a.2) amended by 1998, c. 19, s. 24, applicable to certifications made 
after February 18, 1997. Para. 118.3(1)(a.2) formerly read: 


(a.2) a medical doctor, or where the impairment is an impairment of sight, a 
medical doctor or an optometrist, has certified in prescribed form that the indivi- 
dual has a severe and prolonged mental or physical impairment the effects of 
which are such that the individual’s ability to perform a basic activity of daily 
living is markedly restricted, 


Subsec. 118.3(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 90(1), (3), 
applicable to 1991 et seg. Subsec, 118.3(1) formerly read: 


118.3 (1) Where 


(a) an individual has a severe and prolonged mental or physical impairment 
that has been certified as such in prescribed form by a medical practitioner 
or, where the impairment is an impairment of sight, by a medical practitioner 
or an optometrist, 

(b) the individual has filed for a taxation year with the Minister the certifi- 
cate described in paragraph (a), and 


(c) no amount in respect of remuneration for an attendant, or care in a nurs- 
ing home, by reason of the mental or physical impairment of the individual 
is included in calculating a deduction under subsection 118.2(1) for the year 
by the individual or by any other person, 


for the purposes of computing the tax payable under this Part by the individual 
for the year, there may be deducted an amount determined by the formula 


Ax $3,236" 
where 
A is the appropriate percentage for the year. 


Selected Cases [subsec. 118.3(1)]: Froese v. R., [1998] 3 C.T.C. 2237 (TCC) 
(Erroneous tick-mark by doctor not conclusive); Lowe v. Canada, [1995] 1 C.T.C. 
2392 (TCC) (Colostomate did not qualify for credit); Brookshaw v. Canada, [1994] 2 
C.T.C. 2360 (TCC) (Crohn’s disease qualified for credit). 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-495R3: Child 
care expenses. See also at end of s. 118.3. 
Information Circulars: 07-1: Taxpayer relief provisions. 


Forms: RC4064: Information concerning people with disabilities [guide]; T2201: Dis- 
ability tax credit certificate. 


(1.1) Time spent on therapy — For the purpose of paragraph 
118.3(1)(a.1), in determining whether therapy is required to be ad- 
ministered at least three times each week for a total duration aver- 
aging not less than an average of 14 hours a week, the time spent on 
administering therapy 


(a) includes only time spent on activities that require the indivi- 
dual to take time away from normal everyday activities in order 
to receive the therapy; 


(b) in the case of therapy that requires a regular dosage of medi- 
cation that is required to be adjusted on a daily basis, includes 
(subject to paragraph (d)) time spent on activities that are di- 
rectly related to the determination of the dosage of the 
medication; 


(c) in the case of a child who is unable to perform the activities 
related to the administration of the therapy as a result of the 
child’s age, includes the time, if any, spent by the child’s pri- 
mary caregivers performing or supervising those activities for 
the child; and 


(d) does not include time spent on activities related to dietary or 
exercise restrictions or regimes (even if these restrictions or re- 
gimes are a factor in determining the daily dosage of medica- 
tion), travel time, medical appointments, shopping for medica- 
tion or recuperation after therapy. 
History: Subsec. 118.3(1.1) added by 2006, c. 4, subsec. 63(4), applicable to 2005 et 
seq. 


(2) Dependant having impairment — Where 


(a) an individual has, in respect of a person (other than a person 
in respect of whom the person’s spouse or common-law partner 
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deducts for a taxation year an amount under section 118 or 
118.8) who is resident in Canada at any time in the year and who 
is entitled to deduct an amount under subsection (1) for the year, 


(i) claimed for the year a deduction under subsection 118(1) 
because of 


(A) paragraph (b) of the description of B in that subsec- 
tion, or 


(B) paragraph (c.1) or (d) of that description where the 
person is a parent, grandparent, child, grandchild, brother, 
sister, aunt, uncle, nephew or niece of the individual, or of 
the individual’s spouse or common-law partner, or 


(ii) could have claimed for the year a deduction referred to in 
subparagraph (i) in respect of the person if 


(A) the person had no income for the year and had at- 
tained the age of 18 years before the end of the year, and 


(B) in the case of a deduction referred to in clause (i)(A), 
the individual were not married or not in a common-law 
partnership, and 


(b) no amount in respect of remuneration for an attendant, or 
care in a nursing home, because of that person’s mental or phys- 
ical impairment, is included in calculating a deduction under 
section 118.2 (otherwise than under paragraph 118.2(2)(b.1)) for 
the year by the individual or by any other person, 


there may be deducted, for the purpose of computing the tax paya- 
ble under this Part by the individual for the year, the amount, if any, 
by which 


(c) the amount deductible under subsection (1) in computing that 
person’s tax payable under this Part for the year 


exceeds 


(d) the amount of that person’s tax payable under this Part for 
the year computed before any deductions under this Division 
(other than under sections 118 to 118.05 and 118.7). 


Related Provisions: 63(1)(c)(ii)(A)(II), 63(2)(b)G)(B), 63(3)“child care ex- 
pense’’(c)(i)(B) — Higher child care expenses deduction for disabled child over 7; 
118.3(4) — Additional information requested by CRA; 118.8 — Transfer of disability 
credit to spouse; 118.91 — Individual resident in Canada for part of the year; 118.92 — 
Ordering of credits; 118.93 — Credits in separate returns; 118.94 — Computing tax 
payable by a non-resident individual; 118.95(b) — Application in year individual be- 
comes bankrupt; Canada-U.S. Tax Treaty:Art. XXV:3 — US-resident dependant 
qualifies. 


History: Para. 118.3(2)(d) amended by 2009, c. 31, subsec. 5(2) to substitute “under 
sections 118 to 118.05 and 118.7” for “sections 118 and 118.7”, applicable to 2009 et 
seq. 


Cl. 118.3(2)(a)(i)(B) amended by 2001, c. 17, subsec. 96(7), applicable to 2000 et seg. 
The clause formerly read: 


(B) paragraph (c.1) or (d) of that description where the person is the individual’s 
parent, grandparent, child or grandchild, or 


Cl. 118.3(2)(a)Gi)(B) amended by 2000, c. 12, s. 132, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)‘‘common-law partner’. The clause formerly read: 


(B) in the case of a deduction referred to in clause (i)(A), the individual were not 
married, and 


Para. 118.3(2)(a) amended by 1999, c. 22, subsec. 35(2), applicable to 1998 et seq. The 
para. formerly read: 


(a) an individual has, in respect of a person (other than a person in respect of 
whom the person’s spouse deducts for the year an amount under section 118 or 
118.8) who is resident in Canada at any time in a taxation year and who is enti- 
tled to deduct an amount under subsection (1) for the year, claimed for the year a 
deduction under subsection 118(1) because of 


(i) paragraph (b) of the description of B in subsection 118(1), or 


(ii) paragraph (d) of the description of B in subsection 118(1) where that 
person is the individual’s child or grandchild, 


or, where that person is the individual’s parent, grandparent, child or grandchild, 
could have claimed such a deduction if the individual were not married and that 
person had no income for the year and had attained the age of 18 years before the 
end of the year, and 
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Subparas. 118.3(2)(a)(i) and (ii) amended by 1997, c. 25, s. 27, applicable April 25, 
1997. Subparas. (a)(i) and (ii) formerly read: 

(i) paragraph 118(1)(b), or 

(ii) paragraph 118(1)(d) where that person is the individual’s child or grandchild, 
The closing words of para. 118.3(2)(a) substituted by 1994, c, 21, s. 53, applicable to 
1993 et seq. The closing words formerly read: 


or, where that person is the individual’s parent, grandparent, child or grandchild, 
could have claimed such a deduction if the individual were not married and that 
person had no income for the year, and 


Para. 118.3(2)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 55, applicable to 
1991 et seq. Para. (b) formerly’ read: 


(b) no amount in respect of remuneration for an attendant, or care in a nursing 
home, by reason of that person’s mental or physical impairment, is included in 
calculating a deduction under subsection 118.2(1) for the year by the individual 
or by any other person, 


That portion of para. 118.3(2)(a) preceding subpara. (i) substituted by 1994, c. 7, Sch. 
II (1991, c. 49), subsec. 90(2), applicable to 1988 et.seq. That portion formerly read: 


(a) an individual has, in respect of a person who is resident in Canada at any time, 
in a taxation year and who is entitled to deduct an amount under subsection (1) 
for the year, claimed for the year a deduction under subsection 118(1) by reason 
of 


Interpretation Bulletins: See list at end of 118.3. 
Information Circulars: 07-1: Taxpayer relief provisions. 
fe: apie’ Information ee aerate es disabilities again 


members with disabilities — whether oh 
tween Aaa for t tax lagen 


(3) Partial dependency — Where more than one individual. is 
entitled to deduct an amount under subsection (2) for a taxation 
year in respect of the same person, the total of all amounts so de- 
ductible for the year shall not exceed the maximum amount ‘that 
would be deductible under that subsection for the year by an indivi- 
dual in respect of that person if that, individual.were the only indivi- 
dual entitled to deduct an amount under that subsection in respect of 
that person, and where the individuals cannot agree as to what por- 
tion of the amount each can deduct, the Minister may fix the 
portions. 


(4) Additional information — Where a claim under this section 

or under section 118.8 is made in respect of an individual’s 

impairment 
(a) if the Minister requests in writing information with respect to 
the individual’s impairment, its effects on the individual and, 
where applicable, the therapy referred to in paragraph (1)(a.1) 
that is required to be administered, from any person referred to 
in subsection (1) or (2) or section 118.8 in connection with such 
a claim, that person shall provide the information so requested to 
the Minister in writing; and 


(b) if the information referred to in paragraph (a) is provided by 
a person referred to in paragraph (1)(a.2), the information so 
provided is deemed to be included in a certificate in prescribed 
form. 


- Proposed Amendment — 118.3(4)(b) 


Application: The November 5, 2010 draft legislation (misc. technical), s. 21, will 


amend para. BEHOD | to substitute “Da ae oe 1 ay am “()(a.2) ee to 


2005 et seq. 


Technical Noise: Beeson 118. 5 cow idek a tax ceed ee referred to as the 


Disability Tax Credit (DTC), for individuals who have a severe and prolonged mental 
or physical impairment. Paragraph 118.3(4)(a) provides a requirement for certain per- 
sons to provide, upon request of the Minister of National Revenue, additional informa- 
tion with respect to an individual's impairment. If this information is provided by a 
medical practitioner referred to in paragraph 118. 3(1)(a.2), paragraph 118.3(4)(b) pro- 
vides that the information is considered to be in the form of a certificate required for 
the purpose of claiming the DTC. 


S. 118.4(1)(c)() 


Paragrap 8.3(4)(b) is amended to dd a similar reference to.a medical pers 
referred | paragraph 118.3(1)(a.3), which was added by the 2006 budget. _ 


Related Provisions: 162(7)— Penalty for failure to comply with request. for 
information. 


History [subsec. 118.3(4)]: Subsec. 118.3(4); amended by 2001,..c,, 17, subsec. 
96(8), applicable to 2000 et seg. Subsec. 118.3(4) formerly read: 


(4) Department of Human Resources Development — The Minister may 
obtain the advice of the Department of Human Resources Development as to 
whether an individual in respect.of whom an amount has been. claimed under 
subsection (1) or (2) has a severe and prolonged impairment, the effects of which 
are such that the individual’s ability to perform a basic activity of daily living is 
markedly restricted, and any person referred to in subsection (1) or (2) shall,.on 
request in writing by that Department for information with respect to an indivi- 
dual’s impairment and its effects on the individual, provide the information so 
requested. 


Subsec. 118.3(4) amended by 1996, c. 11, para. 97(1)(e), to substitute “Department of 
Human Resources Development” for “Department of National Health and Welfare”, in 
force July 12, 1996. 


Subsec, 118.3(4) added by 1994, c. 7, Sch. II (1991, c. 49); subsec.,90(3), applicable to 
1991 et seq. 


Selected Cases [s. 118.3]: Jasper v. R., [2003] 2 C.T.C. 2492 (TCC) (Doctor’s 
testimony explained shortcomings in signed certificate); Buchanan v. R., [2002] 3 
C.T.C. 301 (FCA) (Medical certificate may be ignored or treated as positive if doctor 
misinterprets the law); Maclsaac. y. R.,.[2000] 1, C.T.C. 307.(FCA) (Provision of pre- 
scribed form is mandatory, not merely directory); Radage v. Canada, [1996] 3 C.T.C. 
2510 (TCC) (Provisions to be construed liberally, humanely and compassionately, not 
narrowly and technically, without ignoring narrowness of statutory language); 
Noseworthy v. Canada, [1996],2 C.T.C. 2006 (TCC) (Inability to get out of bed inter- 
fered with ordinary course.of life). 


Definitions [s. 118.3]: “amount” — 248(1); “appropriate percentage” — 248(1); 
“audiologist” — 118.4(2); “aunt” — 252(2)(e); “basic activity of daily living” — 
118.4(1)(c), (d); “brother” —'252(2)(b); “Canada” — 255; “child” — 252(1); “com- 
mon-law partner’, “common-law partnership” — 248(1); “dressing” — 118.4(1)(f); 
“feeding” — 118.4(1)(e);, “grandparent”? — 252(2)(d); “individual’? — 248(1);. “mark- 
edly restricted” — 118.4(1)(b);. “medical doctor” — 118.4(2); “Minister” — 248(1); 


“nephew”, “niece” — 252(2)(g); “occupational therapist’ — 118.4(2); “optome- 
trist’” — 118.4(2); “parent” — 252(2)(a); “person”, “prescribed” — 248(1);  “pro- 
longed”? — 118.4(1)(a); ‘psychologist’ — 118.4(2); “resident in Canada” — 250;.“‘sis- 


ter” — 252(2)(c); “speech-language pathologist” — 118.4(2); 
“uncle” — 252(2)(e); “writing” — Interpretation Act 35(1). 
Interpretation Bulletins [s. 118.3]: IT-171R2: Non-resident individuals — compu- 
tation of taxable income earned in Canada and non-refundable tax credits (archived); 
IT-326R3: Returns of deceased persons as “another person”; IT-393R2: Election re tax 
on rents and timber royalties — non-residents; IT-495R3: Child care expenses; IT- 
516R2: Tuition tax credit; IT-519R2: Medical expense and disability tax credits and 
attendant care expense deduction. 


Forms [s. 118.3]: T929: Disability supports deduction; T2201: Disability tax credit 
certificate, 


“taxation. year” — 249; 


118.4 (1) Nature of impairment — For the purposes of subsec- 
tion 6(16), sections 118.2 and 118.3 and this subsection, 


(a) an impairment is prolonged where it has lasted, or can rea- 
sonably be expected to last, for a continuous period of at least'12 
months; 
Selected Cases [para. 118.4(1)(a)]: Lewis v. R., [2008] 1.C.T.C. 2326 (TCC) (Full 
blindness required to obtain benefit). 
(b) an individual’s. ability to perform a basic activity of daily 
living is markedly restricted only where all or substantially all of 
the time, even with therapy and the use of appropriate devices 
and medication, the individual is blind or is unable (or requires 
an inordinate amount of time) to perform a basic activity of 
daily living; 


(b.1) an individual is considered to have the equivalent of a 
marked restriction in'a basic activity of daily living only where 
all or'substantially all of the time, even with therapy and the use 
of appropriate devices and medication, the individual’s ability to 
perform more than one basic activity of daily living (including 
for this purpose, the ability to see) is significantly restricted, and 
the cumulative effect. of those restrictions is tantamount to the 
individual’s ability to perform a basic activity of daily living be- 
ing markedly restricted; 

(c) a basic activity of daily living in relation to an individual 
means 


(1) mental functions necessary for everyday life, 
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(ii) feeding oneself or dressing oneself, 


Selected Cases [subpara. 118.4(1)(c)(ii)]: Mercier v. R., [1998] 2 C.T.C. 2610 
(TCC) (“And” should be read as “or’). 


(iii) speaking so as to be understood, in a quiet setting, by 
another person familiar with the individual, 


(iv) hearing so as to understand, in a quiet setting, another 
person familiar with the individual, 


(v) eliminating (bowel or bladder functions), or 
(vi) walking; 

(c.1) mental functions necessary for everyday life include 
(i) memory, 


(ii) problem solving, goal-setting and judgement (taken to- 
gether), and 


(iii) adaptive functioning; 
(d) for greater certainty, no other activity, including working, 


housekeeping or a social or recreational activity, shall be consid- 
ered as a basic activity of daily living; 


(e) feeding oneself does not include 


(i) any of the activities of identifying, finding, shopping for 
or otherwise procuring food, or 


(ii) the activity of preparing food to the extent that the time 
associated with the activity would not have been necessary in 
the absence of a dietary restriction or regime; and 


(f) dressing oneself does not include any of the activities of 
identifying, finding, shopping for or otherwise procuring 
clothing. 


History: Paras. 118.4(1)(b.1) and (c.1) added, subpara. 118.4(1)(c)(i) amended, by 
2006, c. 4, subsecs. 64(1) to (3), applicable to 2005 et seg. Subpara (c)(i) formerly read: 


(i) perceiving, thinking and remembering, 


Subpara. 118.4(1)(c)(ii) amended, paras. (e) and (f) added, by 2003, c. 15, subsecs. 
75(1), (2), applicable to 2003 et seq. Subpara. (c)(ii) formerly read: 


(ii) feeding and dressing oneself, 


Subsec. 118.4(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 91, applicable to 
1991 et seg. Subsec. 118.4(1) formerly read: 


118.4 (1) For the purposes of sections 63, 118.2 and 118.3, 


(a) a person shall be considered to have a severe and prolonged impairment 
only if by reason thereof the person is markedly restricted in the person’s 
activities of daily living and the impairment has lasted or can reasonably be 
expected to last for a continuous period of at least 12 months; and 


(b) the Minister may obtain the advice of the Department of National Health 
and Welfare as to whether a person has a severe and prolonged impairment. 


Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another per- 
son”; IT-519R2: Medical expense and disability tax credits and attendant care expense 
deduction. 


(2) Reference to medical practitioners, etc. — For the pur- 
poses of sections 63, 64, 118.2, 118.3 and 118.6, a reference to an 
audiologist, dentist, medical doctor, medical practitioner, nurse, oc- 
cupational therapist, optometrist, pharmacist, physiotherapist, psy- 
chologist or speech-language pathologist is a reference to a person 
authorized to practise as such, 


(a) where the reference is used in respect of a service rendered to 
a taxpayer, pursuant to the laws of the jurisdiction in which the 
service is rendered; 


(b) where the reference is used in respect of a certificate issued 
by the person in respect of a taxpayer, pursuant to the laws of 
the jurisdiction in which the taxpayer resides or of a province; 
and 


(c) where the reference is used in respect of a prescription issued 
by the person for property to be provided to or for the use of a 
taxpayer, pursuant to the laws of the jurisdiction in which the 
taxpayer resides, of a province or of the jurisdiction in which the 
property is provided. 


28Not indexed for inflation — ed. 
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History [subsec. 118.4(2)]: The opening words of subsec. 118.4(2) amended by 
2006, c. 4, subsec. 64(4), to add a reference to s. 64 applicable to 2004 et seg., and 
“physiotherapist” applicable after February 22, 2005. 


The opening words of subsec. 118.4(2) amended by 2001, c. 17, s. 97, to substitute 
“psychologist or speech-language pathologist” for “or psychologist”, applicable to cer- 
tifications made after October 17, 2000. 


The opening words of subsec. 118.4(2) amended by 1999, c. 22, s. 36, applicable after 
February 24, 1998. The opening words formerly read: 


(2) For the purposes of sections 63, 118.2 and 118.3, a reference to an audiolo- 
gist, dentist, medical doctor, medical practitioner, nurse, optometrist or pharma- 
cist is a reference to a person authorized to practice as such 


The opening words of subsec. 118.4(2) amended by 1998, c. 19, subsec. 25(1), applica- 
ble to taxation years that end after November 1991 except that the reference to “an 
audiologist” is applicable after February 18, 1997. The opening words formerly read: 


(2) For the purposes of sections 63, 118.2 and 118.3, a reference to a medical 
practitioner, dentist, pharmacist, nurse or optometrist is a reference to a person 
authorized to practice as such, 


Selected Cases [subsec. 118.4(2)]: Murphy v. R., [2010] 6 C.T.C. 2341 (TCC) 
(Under provincial statute, payments for acupuncture were payments to medical 
practitioner); Couture v. R., [2009] 2 C.T.C. 80 (FCA); rev’g 2008 CarswellNat 739 
(TCC) (“Authorized” is not the same as “‘permitted”). 


Selected Cases [s. 118.4]: Buchanan y. R., [2002] 3 C.T.C. 301 (FCA) (Medical 
certificate may be ignored or treated as positive if doctor misinterprets the law); 
Radage y. Canada, [1996] 3 C.T.C. 2510 (TCC) (Provisions to be contrued liberally, 
humanely and compassionately, not narrowly and technically, without ignoring narrow- 
ness of statutory language); Noseworthy v. Canada, [1996] 2 C.T.C. 2006 (TCC) (In- 
ability to get out of bed interfered with ordinary course of life). 

Definitions [s. 118.4]: “basic activity of daily living” — 118.4(1)(c), (d); “dress- 
ing” — 118.4(1)(f); “feeding” — 118.4(1)(e); “individual” — 248(1); “mental func- 
tions necessary for everyday life” — 118.4(1)(c.1); “Minister”, “person”, “property” — 
248(1); “province” — Interpretation Act 35(1); “taxpayer” — 248(1). 


Forms [s. 118.4]: T2201: Disability tax credit certificate. 


118.5 (1) Tuition credit — For the purpose of computing the tax 
payable under this Part by an individual for a taxation year, there 
may be deducted, 


(a) [institution in Canada] — where the individual was dur- 
ing the year a student enrolled at an educational institution, in 
Canada that is 


(i) a university, college or other educational institution pro- 
viding courses at a post-secondary school level, or 


(ii) certified by the Minister of Human Resources and Skills 
Development to be an educational institution providing 
courses, other than courses designed for university credit, 
that furnish a person with skills for, or improve a person’s 
skills in, an occupation, 


an amount equal to the product obtained when the appropriate 
percentage for the year is multiplied by the amount of any fees 
for the individual’s tuition paid in respect of the year to the edu- 
cational institution if the total of those fees exceeds $100,28 ex- 
cept to the extent that those fees 


(ii.1) are paid to an educational institution described in sub- 
paragraph (i) in respect of courses that are not at the post- 
secondary school level, 


(ii.2) are paid to an educational institution described in sub- 
paragraph (ii) if 


(A) the individual had not attained the age of 16 years 
before the end of the year, or 


(B) the purpose of the individual’s enrolment at the insti- 
tution cannot reasonably be regarded as being to provide 
the individual with skills, or to improve the individual’s 
skills, in an occupation, 


(iii) are paid on the individual’s behalf by the individual’s 
employer and are not included in computing the individual’s 
income, 
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x silent 


(ii1.1) are fees in respect of which the individual is or was 
entitled to receive a reimbursement or any form of assistance 
under a program of Her Majesty in right of Canada or a prov- 
ince designed to facilitate the entry or re-entry of workers 
into the labour force, where the amount of the reimbursement 
or assistance is not included in computing the individual’s 
income, 


(iv) were included as part of an allowance received by the 
individual’s parent on the individual’s behalf from an em- 
ployer and are not included in computing the income of the 
parent by reason of subparagraph 6(1)(b)(ix), or 


(v) are paid on the individual’s behalf, or are fees in respect 
of which the individual is or was entitled to receive a reim- 
bursement, under a program of Her Majesty in right of Can- 
ada designed to assist athletes, where the payment or reim- 
bursement is not included in computing the individual’s 
income; 

Related Provisions: See Related Provisions at end of s. 118.5. 

History: Subpara. 118.5(1)(a)(ii) amended by 2005, c. 34, subpara. 80(f)(i), to substi- 


tute “Minister of Human Resources and Skills Development” for “Minister of Human 
Resources Development’, proclaimed in force October 5, 2005. 


Subpara. 118.5(1)(a)(v) added by 1998, c. 19, s. 135, applicable to 1994 et seq. 


Subpara, 118.5(1)(a)Gi) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 

Human Resources Development” for “Minister of National Health and Welfare”, in 

force July 12, 1996. 

That portion of para. 118.5(1)(a) between subparas. (ii) and (iii) amended by 1994, c. 7, 

Sch. VIII (1993, c. 24), s. 56, applicable to 1992 et seg. That portion formerly read: 
an amount equal to the product obtained when the appropriate percentage for the 
year is multiplied by the amount of any fees for the individual’s tuition paid in 
respect of the year to the educational institution if the total of those fees exceeds 
$100 and, in the case of an educational institution described in subparagraph (ii), 
the individual is enrolled therein to obtain skills for, or improve the individual’s 
skills in, an occupation, except to the extent that those fees 

Subpara. 118.5(1)(a)(iii.1) added by 1994, c. 7, Sch. II (1991, c. 49), s. 92, applicable 

to 1988 et seq. 


Selected Cases [para. 118.5(1)(a)]: Setchell v. R., [2006] 2 C.T.C. 2259 (TCC) 
(Tuition fees regarded as business expense). 


Interpretation Bulletins: IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived); IT-393R2: 
Election re tax on rents and timber royalties — non-residents; IT-470R: Employees’ 
fringe benefits; IT-516R2: Tuition tax credit. 


Information Circulars: 75-23: Tuition fees and charitable donations paid to privately 
supported secular and religious schools; 07-1: Taxpayer relief provisions. 


Forms: T2202A: Tuition, education, and textbook amounts certificate; TL11B: Tui- 
tion, education, and textbook amounts certificate — Flying school or club. 


(b) [university outside Canada] — where the individual was 
during the year a student in full-time attendance at a university 
outside Canada in a course leading to a degree, an amount equal 
to the product obtained when the appropriate percentage for the 
year is multiplied by the amount of any fees for the individual’s 
tuition paid in respect of the year to the university, except any 
such fees 


(i) paid in respect of a course of less than 13 consecutive 
weeks duration, 


S. 118.5(3)(b) 


(ii) paid on the individual’s behalf by the individual’s em- 
ployer to the extent that the amount of the fees is not in- 
cluded in computing the individual’s income, or 


(iii) paid on the individual’s behalf by the employer of the 
individual’s parent, to the extent that the amount of the fees 
is not included in computing the income of the parent by rea- 
son of subparagraph 6(1)(b)(ix); and 
Related Provisions: See Related Provisions at end of 118.5. 
Selected Cases [para. 118.5(1)(b)]: McGrath v. R., [2007] 4 C.T.C. 2076 (TCC) 
(On-line attendance acceptable for tuition credit); Valente v. R., [2006] 3 C.T.C. 2048 
(TCC) (Full-time attendance at online university does not require physical‘attendance); 
Fayle v. R., {2005] 1 C.T.C: 2840 (TCC) (Despite same number of hours as .13-week 
course, 6-week course did not qualify); R. v. Gaudet, [1978] C.T.C. 686 (FCA) (Seven 
hours per week in classes in “qualifying educational program” and 10 hours per week 
preparing therefor not “full time’’). 


Interpretation Bulletins: IT-516R2: Tuition tax credit. 


Forms: TLI1A: Tuition, education, and textbook amounts certificate — University 
outside Canada. 


(c) [cross-border commuter] — where the individual re- 
sided throughout the year in Canada near the boundary between 
Canada and the United States if the individual 


(i) was at any time in the year a:student enrolled at an educa- 
tional institution in the United States that is a university, col- 
lege or other educational institution providing courses at a 
post-secondary school level, and 


(ii) commuted. to that educational institution in the United 
States, 


an amount equal to the product obtained when the appropriate 
percentage for the year is multiplied by the amount of any fees 
for the individual’s tuition paid in respect of the year to the edu- 
cational institution if those fees exceed $100, except to the ex- 
tent that those fees 


(iii) are paid on the individual’s behalf by the individual’s 
employer and are not included in computing the individual’s 
income, or 


(iv) were included as part of an allowance received by. the 
individual’s. parent on the individual’s, behalf from. an.em- 
ployer and are not included in computing the income of the 
parent by reason of subparagraph 6(1)(b)(ix). 
Related Provisions: See Related Provisions at end of 118.5. 
Selected Cases [subsec. 118.5(1)]:,Zarkowski v, R.., [2008],1 C.T.C.,2347 (TCC) 
(Level of course, not age of taxpayer, relevant); Yankson v. R., [2006] 1 C.T.C. 2391 
(TCC); add’] reasons to [2005] 4 C.T.C. 2511 (TCC) (Distinctions based on residence 
not Charter violations); Friedland v. R., [2000] 1 C.T.C. 2938 (TCC) (No educational 
institution; fees not deductible); Gilbert v. R., [1999] 2 C.T.C. 2127 (TCC) (Foreign 
institutions must be degree-granting for tuition to be deductible); Edwards v. R., [1998] 
4 C.T.C. 2906 (TCC) (Onus on Minister to show school not certified). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-516R2: Tuition tax credit. 


I.T. Technical News: 13 (employer-paid educational costs). 


Forms: T2202A: Tuition, education, and textbook amounts certificate; TL11C: Tui- 
tion, education, and textbook amounts certificate — Commuter to United States. 


(2) Application to deemed residents — Where an individual 
is deemed by section 250 to be resident in Canada throughout all or 
part of a taxation year, in applying subsection (1) in respect of the 
individual for the period when the individual is so deemed to be 
resident in Canada, paragraph (1)(a) shall be read without reference 
to the words “in Canada”. 


Forms: TL11D: Tuition fees certificate — educational institutions outside Canada for 
a deemed resident of Canada. 


(3) Inclusion of ancillary fees and charges — For the pur- 
pose of this section, “fees for an individual’s tuition” includes ancil- 
lary fees and charges that are paid 


(a) to an educational institution referred to in subparagraph 
(1)(a)G@), and 

(b) in respect of the individual’s enrolment at the institution in a 
program at a post-secondary: school level, 
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but does not include 
(c) any fee or charge to the extent that it is levied in respect of 
(i) a student association, 
(ii) property to be acquired by students, 


(iii) services not ordinarily provided at educational institu- 
tions in Canada that offer courses at a post-secondary school 
level, 


(iv) the provision of financial assistance to students, except 
to the extent that, if the reference in paragraph 56(1)(n). to 
“$500” were read as a reference to “nil”, the amount of the 
assistance would be required to be included in computing the 
income, and not be deductible in computing the taxable in- 
come, of the students to whom the assistance is provided, or 


(v) the construction, renovation or maintenance. of any build- 
ing or facility, except to the extent that the building or facil- 
ity is owned by the institution and used to provide 


(A) courses at the post-secondary school. level, or 


(B) services for which, if fees or charges in respect of the 
services were required to be paid by all students of the 
institution, the fees or charges would be included because 
of this subsection in the fees for an individual’s tuition, 
and 


(d) any fee or charge for a taxation year that, but for this para- 
graph, would be included because of this subsection in the fees 
for the individual’s tuition and that is not required to be paid by 


(i) all of the institution’s full-time students, where the indivi- 
dual is a full-time student at the institution, and 


(ii) all of the institution’s part-time students, where the indi- 
vidual is a part-time student at the institution, 


to the extent that the total for the year of all such fees and 
charges paid in respect of the individual’s enrolment at the insti- 
tution exceeds $250. 

History: Subsec. 118.5(3) added by 1998, c. 19, s. 26, applicable to 1997 et seq. 


Selected Cases [subsec. 118.5(3)]: Arrioja v. R., [2005] 2 C.T.C. 2012 (TCC) 
(National Examining Board not an educational institution). 


Related Provisions [s. 118.5]: 64(a)A(ii)(1) — Deduction for talking textbooks for 
disabled students; 110(1)(g) — Deduction for tuition assistance that does not qualify 
under 118.5; 117(1) — Tax payable under this Part; 118.5(3) — Ancillary fees in- 
cluded; 118.61(2) — Carryforward of unused credits; 118.8 — Transfer of unused 
credits to spouse; 118.9 — Transfers to supporting person; 118.91 — Individual resi- 
dent in Canada for part of the year; 118.92 — Ordering of credits; 118.93 — Credits in 
separate returns; 118.94 Computing tax payable by a non-resident individual; 
118.95(a) — Application in year individual becomes bankrupt; Reg. 5700(w) — Medi- 
cal expense credit for talking textbooks for disabled students. 

Selected Cases [s. 118.5]: Humphreys v. R., [2010] 3 C.T.C. 2286 (TCC) (“Near” 
in relation to U.S. border is a relative and flexible concept); Klassen v. R., [2008] 2 
C.T.C. 16 (FCA) (Two-year degree institution not “university outside Canada’); 
Cleveland v. R., [2004] 2 C.T.C. 2416 (TCC) (Physical presence at university 
required); East v. R., [2001] 1 C.T.C. 2033 (TCC) (Certification applies to institution, 
not to specific locations); Jacejko v. R., [1999] 4 C.T.C. 2032 (TCC) (Institution had 
right to determine whether course was post-secondary). 

Definitions [s. 118.5]: “amount”, “appropriate percentage” — 248(1); “Canada” — 
255; “employer” — 248(1); “fees for tuition” — 118.5(3); “Her Majesty” — Interpre- 
tation Act 35(1); “individual” — 248(1); “parent” — 252(2)(a); “property” — 248(1); 
“province” — /nterpretation Act 35(1); “resident in Canada” — 250; “tax payable” — 
248(2); “taxation year” — 249. 1 


Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another per- 
on”; IT-516R2: Tuition tax credit. 


118.6 (1) [Education credit —] Definitions — For the pur- 
poses of sections 63 and 64 and this subdivision, 


History: The opening words of subsec. 118.6(1) amended by 2001, c. 17, subsec. 
98(1), to substitute “sections 63°and'64” for “section 63”, applicable to 2000 et seq. 


The opening words of subsec. 118.6(1) amended by 1999, c. 22, subsec. 37(1), applica- 
ble to 1998 et seg. The opening words formerly read: 

118.6 (1) For the purposes of this subdivision, 
The opening words of subsec. 118.6(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 93(1), applicable after June 1990. That portion formerly read: 


118.6 (1) For the purposes of this section 
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“designated educational institution” means 
(a) an educational institution in Canada that is 


(i) a university, college or other educational institution desig- 
nated by the Lieutenant Governor in Council of a province as 
a specified educational institution under the Canada Student 
Loans Act, designated by an appropriate authority under the 
Canada Student Financial Assistance Act, or designated by 
the Minister of Higher Education and Science of the Prov- 
ince of Quebec for the purposes of An Act respecting finan- 
cial assistance for students of the Province of Quebec, or 


Proposed Amendment — 118. 6(1)“designated — $4 
_ educational institution”(a)(i) ji 6 


Gia university, college or other educational institution des- ; 
_ ignated by the lieutenant governor in council of a province 
“as a specified educational institution under the Canada Stu- 
dent Loans Act, designated by an appropriate authority 
under the Canada Student Financial Assistance Act, or des- 
: y the Minister of Education of the Province of 
“Quebec for the purposes of An Act respecting - financial as- 
sistance for education expenses, R.S.Q, c. A-13.3, or 


Application: The July 16, 2010 draft legislation (Part 1 —technical), s. 70, will 
amend subpara. (a@ of the definition “designated sssmpilania pstentiye in subsec. 
118. 6(1), to read ve, applicable to 1998 et seq. bag 


Technical Notes (July 2010): Subsection 118. ey defines thd eapteiatesl wdbcie: 
nated educational institution”, which is relevant for the purposes of the child care 
expense and atten € expense deductions and the tuition fee and education tax _ 
redits. Generally spe , a designated educational institution is an institution that 
provides post-secondary education, an institution certified by the Minister of Human 
Resources Development it furnishes or improves skills in an occupation, or a for- 
eign university. This amendment to subparagraph (a)(i) of that definition, applicable 
to th 998 and subsequent taxation years, is consequential on, the change. in the 
name of the Quebec statute under which financial assistance is ‘provid e a 4 students : 
as well as the change in the name of the responsible Quebec ministry. : 


(1) certified by the Minister of Human Resources and Skills 
Development to be an educational institution providing 
courses, other than courses designed for university credit, 
that furnish a person with skills for, or improve a person’s 
skills in, an occupation, 


(b) a university outside Canada at which the individual referred 
to in subsection (2) was enrolled in a course, of not less than 13 
consecutive weeks duration, leading to a degree, or 


(c) if the individual referred to in subsection (2) resided, 
throughout the year referred to in that subsection, in Canada 
near the boundary between Canada and the United States, an ed- 
ucational institution in the United States to which the individual 
commuted that is'a university, college or other educational insti- 
tution providing courses at a post-secondary school level; 
Related Provisions: 122.7(1)‘designated educational institution” — Definition ap- 
plies to Working Income Tax Benefit; 146.1(1)“post-secondary educational institu- 
tion’(a) — DEI qualifies for RESP purposes; 146.02(1)“qualifying educational pro- 
gram” — DEI qualifies for Lifelong Learning Plan RRSP withdrawal. 
History: Subpara. (a)(ii) of “designated educational institution” in subsec. 118:6(1) 
amended by 2005, c. 34, subpara. 80(f)(i) to substitute “Minister of Human Resources 


and Skills Development” for “Minister of Human Resources Development”, pro- 
claimed in force October 5, 2005. 


Subpara. (a)(ii) of “designated educational institution” in subsec. 118.6(1) amended by 
1996, c. 11, para. 95(h), to substitute “Minister of Human Resources Development” for 
“Minister of National Health and Welfare”, in force July 12, 1996. 


Subpara, (a)(i) of “designated educational institution” in subsec. 118.6(1) amended by 
1994, c. 28, s. 28, in force August 1, 1995. The subpara. formerly read: 


(i) a university, college or other educational institution designated by the Lieu- 
tenant Governor in Council of a province as a specified educational institution 
under the Canada Student Loans Act or recognized by the Minister of Higher 
Education and Science of the Province of Quebec for the purposes of An Act 
respecting financial assistance for students of the Province of Quebec, or 


Forms: TLI1A: Tuition, education, and textbook amounts certificate — University 
outside Canada. 


“qualifying educational program’ means a program of not less 
than three consecutive weeks duration that provides that each stu- 
dent taking the program spend not less than ten hours per week on 
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courses or work in the program:and, in respect of a program at an 
institution described in the definition “designated educational insti- 
tution’ (other than an institution described in subparagraph (a)(ii) of 
that definition), that is a program. at a post-secondary school level 
but, in relation to any particular student, does not include a program 
if the student receives, from a person with whom the student is 
dealing at arm’s length, any allowance, benefit, grant or reimburse- 
ment for expenses in respect of the program other than 


(a) an amount received by the student as or on. account, of a 
scholarship, fellowship or bursary, or a prize for achievement in 
a field of endeavour ordinarily carried on by the student, 


(b) a benefit, if any, received by the student because of a loan 
made to the student in accordance with the requirements of the 
Canada Student Loans Act or An Act respecting financial assis- 
tance for education expenses, R.S:Q., c. A-13.3) or because of 
financial assistance given to the student in accordance with the 
. requirements of the Canada Student Financial Assistance\Act, or 


(c)‘an amount that is received by the student in the year under a 
program referred to in subparagraph 56(1)(r)(i) or (iii); a pro- 
gtam established under.the, authority. of the Department of 
» Human: Resources, and Skills. Development, Actor a prescribed 
program; 


Related Provisions: 146.1(1)“qualifying educational program” — Only para. (b) of 
definition applies to RESPs; 146.02(1)“qualifying educational program” — Definition 
for purposes of LLP (borrowing from RRSP). 


History: Para: (c) of “qualifying educational program” in subsec.) 118.6(1) amended 
by 2005, c. 34, para: 81(b) to substitute “Department of Human Resources and Skills 
Development Act’ for “Department of Human. Resources. Development: Act’, pro- 
claimed in force October 5, 2005. 


“Qualifying educational program” in subsec. 118. 6(1).amended by 2005,..c. 19, SE: 
applicable to 2004 et seq. For the 1998 to 2003 taxation years, subpara. (a)(ii) of the 
definition is to be read as follows: 


(ii) a benefit, if any, received by the student because of a loan made to the stu- 
dent in accordance with the requirements of the Canada Student Loans Act or An 
Act respecting financial assistance for education expenses, R.S.Q., c. A-13.3, or 
because of financial assistance given to the student in accordance’ with the re- 
quirements of the Canada Student Financial Assistance Act, or 


The definition formerly’ read: 


“qualifying educational program” means a program of not less than 3 consecu- 
tive weeks duration that provides that each student taking the program spend not 
less than 10 hours per week on courses or work in the program and, in respect of 
a program at an institution described in the definition “designated educational 
institution” (other than an institution described in subparagraph (a)(ii) thereof), 
that is a program at a post-secondary school level but, in relation to any particu- 
lar student, does not include any such program 


(a) if the student receives, from a person with whom the student is dealing at 
arm’s length, any allowance, benefit, grant or reimbursement for expenses in 
‘respect of the program other than 
(i) an amount received by the student as or on account of a scholarship, 
fellowship or bursary, or a prize for achievement in a field of endeavour 
ordinarily carried on by the student, 


(ii) a benefit, if any, received by the student by reason of a loan made to 
the student in accordance with the requirements of the Canada Student 
Loans Act or An Act respecting financial assistance for students of the 
Province of Quebec, or by reason of financial assistance given to the 
student in accordance with the requirements of the Canada Student Fi- 
nancial Assistance Act, or 
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(ili) an amountithat is received by. the student in the year under a pro- 
gram referred to in subparagraph 56(1)(r)(ii) or (iii), a program estab- 
lished under the authority of the Department of Human Resources De- 
velopment Act or a prescribed program, or 


(b) if the program is taken by the student 


(i) during a period in respect of which the student receives income aeons 
an office or employment, and 


(ii) in connection with, or as part of the duties of, that office or 
employment. 


Subpara. (a)(iii) of “qualifying educational program” 
2002, c. 9, s. 36, applicable to 2002 'et‘seq: 


Subpara. (a)(ii) of “qualifying educational program” in subsec. 118.6(1) amended by 
1994, ¢c. 28, s: 28, in force ‘August 1, 1995. The subpara. formerly read: 


(ii) a benefit, if any, received by the student by reason of a loan made to the 
’ “student in accordance with the requirements of the Canada Student Loans Act or 
An Act respecting financial assistance for:students of the Province ‘of Quebec, or 
Selected Cases [Subsec. 118.6(1)“qualifying educational program” ]: Pan v. 
R., [2010] 5 C.T.C, 2204 (TCE) (No benefit received where university tuition fees not 
charged); Castela v. R., [2005] 3 C.T.C. 2190 (TCC) (Courses toward Master’s degree 
not employment-related). 


in subsec. 118.6(1) added by 


Regulations: No prescribed programs yet for para. (c). 
Interpretation Bulletins: IT-495R3: Child care, expenses. 


“specified educational program” means a program that would be 
a qualifying educational program if the definition “qualifying edu- 
cational program” were read without reference to the words “that 
provides that each student taking the program spend not less than 
10 hours per week on courses or work in the program”. 


History: “Specified educational program” aged by 1999, c. 22, subsec. 37(2), appli- 
cable to. 1998 et seq. 


(2) Education credit — There may be deducted in computing an 
individual’s, tax. payable under, this Part, for a taxation year the 
amount determined by, the formula 


AXB 
where, 
A ‘is the appropriate percentage for the year; and 
Bis the total of the products obtained when 


(a) $40028 is multiplied by the number of months in the year 
during, which the individual.is enrolled in.a qualifying educa- 
tional program as a full-time student at. a.designated educa 
tional institution, and 


(b), $12028 is multiplied-by the number of months in the year 
(other than months, described in paragraph.(a)), each of 
which is a month during which the individual is enrolled.at.a 
designated educational institution,in.a specified educational 
program that provides that each student in the program spend 
not less than 12 hours in the month on courses in the 
program, 


if the enrolment is proven by filing with the Minister a certificate in 
prescribed form issued by the designated educational institution and 
containing prescribed information. and, in respect, of a designated 
educational institution described in subparagraph (a)(i) of the defi- 
nition “designated educational institution” in subsection (1), the in- 
dividual has attained the age of 16 years before the end of the year 
and is enrolled inithe program to obtain skills for, or improve the 
individual’s skills in, an occupation. 

Related Provisions: 56(3) — Scholarship exempt when student qualifies for educa- 
tion credit; 118.6(2.1)— Additional credit for textbooks; 118.6(3) — Disabled individ- 
uals may be ‘enrolled part-time; 118.61(2) — Carryforward. of unused credits; 118.8 — 
Transfer of: unused credits to spouse; 118.9-— Transfers to supporting: person; 
118.91 — Individual resident'in Canada for part of the year; 118.92 — Ordering) of 
credits; 118.93 — Credits in separate returns; 118.94 — Computing tax payable by a 
non-resident individual; 118.95(a) — Application in year individual becomes bankrupt; 
146.02 — LLP (loan from RRSP to fund education). 

History: Paras. (a) and (b) of the description of B in subsec. 118.6(2) amended by 
2001, c. 17, subsec:'98(2), to substitute “$400” for “$200” in para: (a); and “$120” for 
“$60” in para. (b),' applicable to’ 2001 et seq. 
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The closing words in subsec. 118.6(2) amended by the said c. 17, subsec. 98(3), to add 
“has attained the age of 16 years before the end of the year and”, applicable to 1999 et 
seq. 

Subsec. 118.6(2) amended by 1999, c. 22, subsec. 34(3), applicable to 1998 et seq. The 
subsec. formerly read: 


(2) For the purpose of computing the tax payable under this Part by an individual 
for a taxation year, there may be deducted an amount determined by the formula 


A x $200 x B 
where 
A is the appropriate percentage for the year, and 


B_ is the number of months in the year during which the individual is enrolled 
in a qualifying educational program as a full-time student at a designated 
educational institution, 


if the enrolment is proven by filing with the Minister a certificate in prescribed 
form issued by the designated educational institution and containing prescribed 
information and, in respect of a designated educational institution described in 
subparagraph (a)(ii) of the definition “designated educational institution” in sub- 
section (1), the student is enrolled in the program to obtain skills for, or improve 
the student’s skills in, an occupation. 


The formula in subsec. 118.6(2) amended by 1998, c. 19, s. 27, applicable to 1997 et 
seq. except that, for the 1997 taxation year, the reference to “$200” shall be read as a 
reference to “$150”. It formerly read: 


Ax$100°°xB 


The formula in subsec. 118.6(2) amended by 1997, c. 25, s. 28, applicable to 1996 et 
seq. It formerly read: 


Ax $80" xB 
The formula in subsec. 118.6(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
57(1), to substitute “$80” for “$60”, applicable to 1992 er seq. 


The description of B in subsec. 118.6(2) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 93(3), applicable to 1991 et seg. That description formerly read: 


Bis the number of months in the year during which the individual is a student 
in full-time attendance at a designated educational institution and enrolled in 
a qualifying educational program at the institution, 


Selected Cases [subsec. 118.6(2)]: Cunningham v. R., [2005] 4 C.T.C. 2131 
(TCC) (Connection required between employment and educational program if credit to 
be disallowed). 


1.T. Technical News: 13 (employer-paid educational costs). 


Forms: 11238: Equity in education tax credit; T2202: Education and textbook 
amounts certificate; T2202A: Tuition, education, and textbook amounts certificate; 
TL11A: Tuition, education, and textbook amounts certificate — University outside 
Canada. 


(2.1) Post-secondary textbook credit — If an amount may be 
deducted under subsection (2) in computing the individual’s tax 
payable for a taxation year, there may be deducted in computing the 
individual’s tax payable under this Part for the year the amount de- 
termined by the formula 


AXB 
where 
A is the appropriate percentage for the year; and 
Bis the total of the products obtained when | 


(a) $6528 is multiplied by the number of months referred to 
in paragraph (a) of the description of B in subsection (2), and 


(b) $2028 is multiplied by the number of months referred to 
in paragraph (b) of that description. 
Related Provisions: 118.6(3) — Disabled individuals may be enrolled part-time; 
118.61(2) — Carryforward of unused credits; 118.8, 118.9 — Transfer of unused cred- 
its to spouse or supporting person; 118.91 — Individual resident in Canada for part of 
the year; 118.92 — Ordering of credits; 118.93— Credits in separate returns; 
118.94 — Computing tax payable by a non-resident individual; 118.95(a) — Applica- 
tion in year individual becomes bankrupt. 
History: Subsec. 118.6(2.1) added by 2007, c. 2, subsec. 23(1), applicable to 2006 er 
seq. 


(3) Students eligible for the disability tax credit — In calcu- 
lating the amount deductible under subsection (2) or (2.1), the refer- 


28Not indexed for inflation — ed. 


Income Tax Act, Part I, Division E 


ence in subsection (2) to “full-time student” is to be read as “stu- 
dent” if 
(a) an amount may be deducted under section 118.3 in respect of 
the individual for the year; or 


(b) the individual has in the year a mental or physical impair- 
ment the effects of which on the individual have been certified 
in writing, to be such that the individual cannot reasonably be 
expected to be enrolled as a full-time student while so impaired, 
by a medical doctor or, where the impairment is 


(i) an impairment of sight, by a medical doctor or an 
optometrist, 


(i.1) a speech impairment, by a medical doctor or a speech- 
language pathologist, 

(ii) a hearing impairment, by a medical doctor or an 
audiologist, 

(iii) an impairment with respect to the individual’s ability in 
feeding or dressing themself, by a medical doctor or an occu- 
pational therapist, 


(iii.1) an impairment with respect to the individual’s ability 
in walking, by a medical doctor, an occupational therapist or 
a physiotherapist, or 
(iv) an impairment with respect to the individual’s ability in 
mental functions necessary for everyday life (within the 
meaning assigned by paragraph 118.4(1)(c.1)), by a medical 
doctor or a psychologist. 
Related Provisions: 64(a)A(ii)(I) — Disability supports deduction for talking text- 
books; 146.02(1)“full-time student’’ — Student eligible under 118.6(3) qualifies as full- 
time student for LLP (loan from RRSP to fund education); 146.1(2)(g.1)@)(B) — Dis- 


abled student may receive RESP funds when enrolled part-time; Reg. 5700(w) — Med- 
ical expense credit for talking textbooks. 


History: The opening words of 118.6(3) amended by 2007, c. 2, subsec. 23(2), appli- 
cable to 2006 et seg. The opening words formerly read: 
(3) Disabled students — In calculating the amount deductible under subsection 
(2) in computing an individual’s tax payable under this Part for a taxation year, 
the reference in that subsection to “full-time student” shall be read as “student” if 
either 
Subparas. 118.6(3)(b)(iii) and (iii-1) substituted for subpara. 118.6(3)(b)(ili) by the said 
c. 2, subsec. 23(3), applicable to 2005 et seg. in respect of certifications made by a 
physiotherapist after February 22, 2005. Subpara. 118.6(3)(b)(iii) formerly read: 

(iii) an impairment with respect to the individual’s ability in feeding or dressing 
themself, or in walking, by a medical doctor or an occupational therapist, or 
Subpara. 118.6(3)(b)(iv) amended by the said c. 2, subsec. 23(5), applicable to 2005 et 

seq. The subpara. formerly read: 
(iv) an impairment with respect to the individual’s ability in perceiving, thinking 
and remembering, by a medical doctor or a psychologist. 


Subpara. 118.6(3)(b)(i.1) added by 2003, c. 15, subsec. 76(1), applicable in respect of 
certifications made after October 17, 2000. 


Subpara. 118.6(3)(b)(iii) amended by the said c. 15, subsec. 76(3), applicable to 2003 
et seq. The subpara. formerly read: 
(iii) an impairment with respect to the individual’s ability in feeding and dressing 
themself, or in walking, by a medical doctor or an occupational therapist, or 


Subsec. 118.6(3) amended by 1999, c. 22, subsec. 37(4), applicable to certifications 
made 


(a) after February 18, 1997, in the case of a hearing impairment referred to in sub- 
para. 118.6(3)(b)(ii); and 
(b) after February 24, 1998, in any other case. 
The subsec. formerly read: 
(3) Application of subsec. (2) to disabled individuals — In calculating the 


amount deductible under subsection (2) in computing the tax payable under this 
Part for a taxation year by an individual 


(a) in respect of whom an amount may be deducted under section 118.3 for 
the year, or 


(b) who has in the year a mental or physical impairment, if a medical doctor 
or, where the impairment is an impairment of sight, a medical doctor or an 
optometrist, has certified in writing that the effects of the impairment on the 
individual are such that the individual cannot reasonably be expected to be 
enrolled as a full-time student while so impaired, 


the reference in that subsection to “full-time student” shall be read as “student”. 
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Subsec. 118.6(3) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 57(2), applicable 
to 1992 et seq. 


Selected Cases [s. 118.6]: Humphreys v. R., [2010] 3.C.T.C. 2286 (TCC), (“Near” 
in relation to U.S. border is a relative and flexible concept); Klassen v. R., [2008] 2 
C.T.C. 16 (FCA) (Two-year degree institution not “university outside Canada”). 

Definitions [s. 118.6]: “amount”, “appropriate percentage” — 248(1); “arm’s 
length” —251(1); “audiologist” — 118.4(2); “Canada” — 255, Interpretation Act 


29 4es 


35(1); “designated educational institution” — 118.6(1); “employment”, “individual” — 
248(1); “Lieutenant Goyernor in Council” — Interpretation Act 35(1); “medical doc- 
tor’ — 118.4(2); “Minister” — 248(1); “month” — Interpretation Act 35(1); “occupa- 
tional therapist” — 118.4(2); “office”, “person”, “prescribed” — 248(1); “province” — 
Interpretation Act 35(1); “psychologist” — 118.4(2); “qualifying educational pro- 
gram”, “specified educational program” — 118.6(1); “tax payable” — 248(2); “taxa- 
tion year” — 249; “writing” — Interpretation Act 35(\). 

Interpretation Bulletins [s. 118.6]: IT-171R2: Non-resident individuals — compu- 
tation of taxable income earned in Canada and non-refundable tax credits (archived); 
IT-326R3: Returns of deceased persons as “another person”; IT-393R2: Election re tax 
on rents and timber royalties — non-residents; IT-515R2: Education tax credit. 


Information Circulars [s. 118.6]: 07-1: Taxpayer relief provisions. 


118.61 (1) Unused tuition, textbook and educf[a]tion tax 
credits — In this section, an individual’s unused tuition, textbook 
and education tax credits at the end of a taxation year is the amount 
determined by the formula 


A+(B-—C)-(D+E) 
where 


A is the amount determined under this subsection in respect of the 
individual at the end of the preceding taxation year; 


B is the total of all‘amounts each of which may be deducted under 
section 118.5 or 118.6 in computing the individual’s tax payable 
under this Part for the year; 


C is the lesser of the value of B and the amount that would be the 
individual’s tax payable under this Part for the year if no amount 
were deductible under this Division (other than an amount de- 
ductible under this section and any of sections 118 to 118.05, 
118.3 and 118.7); 


D is the amount that the individual may deduct under subsection 
(2) for the year; and 


E is the tuition, textbook and education tax credits transferred for 
the year by the individual to the individual’s spouse, common- 
law partner, parent or grandparent. 


Related Provisions: 118.81 — Tuition, textbook and education credits transferred; 
257 — Formula cannot calculate to less than zero; 128(2)(g)(ii) — Effect of bank- 
ruptcy on unused credits. 


History: The description of C in subsec. 118.61(1) amended by 2009, c. 31, subsec. 
6(1) to substitute “118 to 118.05” for “118, 118.01, 118.02, 118.03”, applicable to 2009 
et seq. 


Subsec. 118.61(1) amended by 2007, c. 2, subsec. 24(1), applicable to 2006 et seg. 
except that in its application to the 2006 taxation year, the description of C 1s to be read 
without its reference to s. 118.03. Subsec. 118.61(1) formerly. read: 


(1) Unused tuition and education tax credits — In this section, an indivi- 
dual’s unused tuition and education tax credits at the end of a taxation year is the 
amount determined by the formula 


A+(B-C)-(D+E) 
where 


A _ is the individual’s unused tuition and education tax credits at the end of the 
preceding taxation year; 


Bis the total of all amounts each of which may be deducted under section 
118.5 or 118.6 in computing the individual’s tax payable under this Part for 
the year; 

Cis the lesser of the value of B and the amount that would be the individual’s 
tax payable under this Part for the year if no amount were deductible under 
this Division (other than an amount deductible under this section and any of 
sections 118, 118.01, 118.3 and 118.7); 


Dis the amount that the individual may deduct under subsection (2) for the 
year; and 


E is the tuition and education tax credits transferred for the year by the indivi- 
dual to the individual’s spouse, common-law partner, parent or grandparent. 


S. 118.61(4) 


The description of C in subsec. 118.61(1) amended by 2006, c. 4; subsec. 65(1), appli- 
cable to 2002 et seq. except that, for taxation years that are after 2001 and before 2005, 
the description of C shall be read without reference to s. 118.01. It formerly read: 


C is the lesser of the value of B and the amount that would be the individual’s 
tax payable under this Part for the year if no amount were deductible under 
any of sections 118.1, 118.2, 118.5, 118.6, 118.62, 118.8, 118.9 and 121; 


The description of C in subsec. 118.61(1) amended by 2001, c. 17, subsec. 99(1), appli- 
cable to 1999 et seg. That description formerly read: 


Cis the lesser of the value of B and the amount that would be the individual’s 
tax payable under this Part for the year if no amount were deductible under 
section 118.5 or 118.6; 


Subsec. 118.61(1) amended by 2000, c. 12, Sch. 2; .s. 8, to replace “spouse,” with 
“spouse, common-law partner,”, applicable to 2001 et seq., in force July 31, 2000. See 
also the transitional rules reproduced in the History to 248(1)“common-law partner”. 


Subsec. 118.61(1) added by 1998, c. 19, s. 28, applicable to 1997 et seq. 


(2) Deduction of carryforward — For the purpose of computing 
an individual’s tax payable under this Part for a taxation year, there 
may be deducted the lesser of 


(a) the amount determined under subsection (1) in respect of the 
individual at the end of the preceding taxation year, and 


(b) the amount that would be the individual’s tax payable under 
this Part for the year if no amount were deductible under this 
Division (other than an amount deductible under this section and 
any of sections 118 to 118.05, 118.3 and 118.7). 

Related Provisions: 118.61(4)— Where credit rate changes from year to year; 


118.91 — Individual resident in Canada for part of the year; 118.92 — Ordering of 
credits; 128(2)(e), 128(2)(f)(iv) — On bankruptcy, only trustee can claim carryforward. 


History: Para. 118.61(2)(b) amended by 2009, c, 31, subsec. 6(2) to substitute “118 to 
118.05” for “118, 118.01, 118.02, 118.03”, applicable to 2009 et seq. 


Paras. 118.61(2)(a) and (b) amended by 2007, c. 2, subsec. 24(2), applicable to 2006 et 
seq. except that in its application to the 2006 taxation year, para. (b) is to be read 
without its reference to s. 118.03. Paras. 118.61(2)(a) and (b) formerly read: 


(a) the individual’s unused tuition and education tax credits at the end of the 
preceding taxation year, and 


(b) the amount that would be the individual’s tax payable under this Part for the 
year if no amount were deductible under this Division (other than an amount 
deductible under this section and any of sections 118, 118.01, 118.3 and 118.7). 


Para. 118.61(2)(b) amended by 2006, c. 4, subsec. 65(2), applicable to 2002 et seq. 
except that, for taxation years that are after 2001 and. before 2005, the para. shall be 
read without reference to s. 118.01. The para, formerly read: 


(b) the amount that would be the individual’s tax payable under this Part for the 
year if no amount were deductible under any of sections 118.1, 118.2, 118.5, 
118.6, 118.62, 118.8, 118.9 and 121. 


Para. 118.61(2)(b) amended by 2001, c. 17, subsec. 99(2), applicable to 1999 et seq. 
That para. formerly read: 
(b) the amount that would be the individual’s tax payable under this Part for the 
year if no amount were deductible under section 118.5 or 118.6 or this section. 


Subsec. 118.61(2) added by 1998, c. 19, s. 28, applicable to 1997 et seq. 


(3) [Repealed] 
History: Subsec. 118.6(3) repealed by 2007, c. 2, subsec. 24(3), applicable to 2006 et 
seq. It formerly read: 


(3) Unused tuition and education tax credits at the end of 2000 — For the 
purpose of determining the amount that may be deducted under subsection (2) in 
computing an individual’s tax payable for a taxation year that begins after 2000, 
the individual’s unused tuition fee and education tax credits at the end of the 
individual’s 2000 taxation year is deemed to be '/i7 of the amount that would be 
the individual’s unused tuition and education tax credits at the end of that year if 
this section were read without reference to this subsection. 


Subsec. 118.61(3) added by 2001, c. 17, subsec. 99(3), applicable to 2001 et seg. 


(4) Change of appropriate percentage — For the purpose of 
determining the amount that may be deducted under subsection (2) 
or 118.6(2.1) in computing an individual’s tax payable for a taxa- 
tion year, in circumstances where the appropriate percentage for the 
taxation year is different from the appropriate percentage for the 
preceding taxation year, the individual’s unused tuition, textbook 
and education tax credits at the end of the preceding taxation year is 
deemed to be the amount determined by the formula 


A/JB XC 
where 
A is the appropriate percentage for the current taxation year; 
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B is the appropriate percentage for the preceding taxation year; 
and 


C_ is the amount that would be the individual’s unused tuition, text- 
book and education tax credits at the end of the preceding taxa- 
tion year if this section were read without reference to this 
subsection. 

History: Subsec. 118.61(4) amended by 2007, c. 2, subsec. 24(4), applicable to 2005 

et seq. except that for the 2005 and 2006 taxation years, the references: to “unused 

tuition, textbook and education tax credits” in the subsec. are to be read as “unused 

tuition and education tax credits”. It formerly read: 
(4) For the purpose of determining the amount that may be deducted under sub- 
section (2) in computing an individual’s tax payable for a taxation year, in cir- 
cumstances where the appropriate percentage for the taxation year is different 
from the appropriate percentage for the preceding taxation year, the individual’s 
unused tuition fee and education tax credit at the end of the preceding taxation 
year is deemed to be the amount determined by the formula 


A/B x C 
where 
A is the appropriate percentage for the current taxation year; 
Bis the appropriate percentage for the preceding taxation year; and 


C is the amount that would be the individual’s unused tuition and education tax 
credits at the end of the preceding taxation year if this section were read 
without reference to this subsection. 


Subsec. 118.61(4) added by 2006, c. 4, subsec. 65(3), applicable to 2005 et seq. 
Definitions [s. 118.61]: “amount”, “appropriate. percentage”, “common-law _part- 
ner” — 248(1); “grandparent” — 252(2)(d); “individual” — 248(1); “parent” — 
252(2)(a); “taxation year” — 249; “tuition, textbook and education tax credits trans- 
ferred’ — 118.81; “unused tuition, textbook and education tax credits” — 118.61(1). 


118.62 Credit for interest on student loan — For the purpose 
of computing an individual’s tax payable under this Part for a taxa- 
tion year, there may be deducted the amount determined by the 
formula 


AXB 
where 
A is the appropriate percentage for the year; and 


Bis the total of all amounts (other than any amount paid on ac- 
count of or in satisfaction of a judgement) each of which is an 
amount of interest paid in the year (or in any of the five preced- 
ing taxation years that are after 1997, to the extent that it was not 
included in computing a deduction under this section for any 
other taxation year) by the individual or a person related to the 
individual. on a loan made to, or other amount owing by, the 
individual under the Canada Student Loans Act, the Canada Stu- 
dent Financial Assistance Act or a law of a province governing 
the granting of financial assistance to students at the post-secon- 
dary school level. 

Related Provisions: 20(1)(c) — Interest deductible when money borrowed to earn 

income; 118.91 — Individual resident in Canada for part of the year; 118.92 — Order- 

ing of credits; 118.93 — Credits in separate returns; 118.94 — Computing tax payable 
by a non-resident individual; 118.95(a) — Application in year individual becomes 
bankrupt. 


History: S. 118.62 added by 1999, c. 22, s. 38, applicable to 1998 et seq. 


Selected Cases [s. 118.62]: Napier v. R., [2007] 2 C.T.C. 2377 (TCC) (Loan from 
university met criteria giving rise to education credit). 


Definitions [s. 118.62]: “amount”, “appropriate percentage” — 248(1); “individual”, 
“person” — 248(1); “province” — Interpretation Act 35(1); “related” — 251(2)-(6); 
“taxation year” — 249. 


118.7 Credit for UI [El] premium and CPP contribution — 
For the purpose of computing the tax payable under this Part by an 
individual for a taxation year, there may be deducted an amount 
determined by the formula 

AXB 
where 


A is the appropriate percentage for the year; and 


Income Tax Act, Part I, Division E 


Bis the total of 


(a) the total of all amounts each of which is an amount paya- 
ble by the individual as an employee’s premium for the year 
under the Employment Insurance Act, not exceeding the 
maximum amount of such premiums payable by the indivi- 
dual for the year under that Act, 


(b) the total of all amounts each of which is an amount paya- 
ble by the individual for the year as an employee’s contribu- 
tion under the Canada Pension Plan or under a provincial 
pension plan defined in section 3 of that Act, not exceeding 
the maximum amount of such contributions payable by the 
individual for the year under the plan, and 


(c) the amount by which 


(i) the total of all amounts each of which is an amount 
payable by the individual in respect of self-employed 
earnings for the year as a contribution under the Canada 
Pension Plan or under a provincial pension plan within 
the meaning assigned by section 3 of that Act (not ex- 
ceeding the maximum amount of such contributions paya- 
ble by the individual for the year under the plan) 


exceeds 


(ii) the amount deductible under paragraph 60(e) in com- 
puting the individual’s income for the year. 


Proposed Amendment — 118.7 — Quebec Parental 
ds IRSHEGHAG, Plan irealad Ns a insurance, 
118.7 Credit job EI ad QPIP premiums and CPP contre 4 
butions — For the purpose of computing the tax payable. under — 
this Part by an individual for a taxation year, there may be de- 
ducted an amount determined by the formula 


Sa ARB ie 


where 
A is the sopropete icedse Nee the - year; and 
Bis the total of | 


(a) the total oF all amounts ech of stich | is an amount pay- 
able by the individual as an employee’s premium for the | 
year under the Employment Insurance Act, not exceeding — 
the maximum amount of such premiums payable peas Be in- 
dividual for the year under that Act, 


ee 1) the total of all amounts each of which i is an amount 

_ payable by the individual as an employee’ Ne premium, ok, 
_.. the year under the Act respecting. parental insurance, .. 

RSQ. c. A-29.011, not exceeding the maximum amount 

of such premiums payable by the individual for the he 
under that Act, 


 (a.2) the amount, if any, ee welds ae total of all pein 
each of which is an amount payable by the individual in 

respect of self-employed earnings for the year as a pre- 
mium under the Act respecting parental insurance, R:S.Q., 
c. A-29.011, (not exceeding the maximum amount of such — 
premiums payable by the individual for the year under that 
Act) exceeds the amount deductible under paragraph 60(g) 
in computing the individual’s income for the year, ~~ 


~ (b) the total of all amounts each of which is an amount pay- 
able by the individual for the year as an employee’s contri- 
bution under the Canada Pension Plan or under a provin- 
cial pension plan defined in section 3 of that Act, not 
exceeding the maximum amount of such contributions pay- 
able by the individual for the year urider ie plan? md 


(c) the amount by which ee 


(i) the total of all amounts each’ of! which j is ai amount 
payable by the individual in respect-of self-employed 
earnings for the year as a contribution under the Canada 
_ Pension Plan or under a provincial pension plan within 
the meaning assigned by section 3 of that Act (not ex- 


s 
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ceeding the maximum amount of such contributions — 
payable by the individual for the year der the Plan) 


exceeds . 


(ii). the amount. dequoible meee paragraph. ADiey, in 
: computing the individual’s income for the year. . 
Application: The July 16, 2010 draft legislation (Part 1 — technical, 5. ah ye YY 
amend s. 118.7 to read as above, applicable to 2006 er seq. 
Technical Notes (July 2010): Section 118.7 is amended, consequential to the 
introduction of the new Quebec Parental Insurance Plan (QPIP) on January 1, 2006, _ 
to provide for a tax credit in respect of premiums paid under og Plan. The mare 

ni ote is also amended to add ; a refence to the QPIP. : 
Dept. of Finance. news release. holes ein _ AG, 2008: See. nades fed 
56(1)(a){vii). Al Peer og i aig Bk i 


BrApract Amendment - ~ — a 


118.7 Credit for: EI premiums: ‘and: CPP Gentibutlong=- 7 
For the purpose of computing the tax payable under this Part by 
an individual for a taxation year, there my be. a ane 

aroun onniblet aes » io formula’ 


where » : oe) ey ey 
A is the appropriate percentage for the year; and 
B is the total of | 


(a) the total of all amounts eal a which i is an i aneunt pay- 
~ able by the individual as an employee’ Ss premium or a self- 
~ employment premium for the year under the Employment — 
Insurance Act, not exceeding the maximum amount of such 

premiums payable by the individual for the year under that 
Act, ] 


(b) the total of all amounts each of which is is an n amount pay- 
__able by the individual for the year as an employee’s contri- _ 
_, bution under the Canada Pension Plan or under a provin- 
cial pension: plan defined in section 3 of that Act, not 

_ exceeding the maximum amount of such contributions pay- | 
able by the individual for the year under the ae and 


fae the amount by which 


‘ ay the total of all amounts each of aint is an amount 
_ payable by the individual in respect of s f-employed 
_ earnings for the year as a contribution under the Canada 
Pension Plan or under a ‘provincial pension plan within 
the meaning assigned by section 3 of that Act (not ex- 
ceeding ‘the maximum amount of such contributions — 
“payable by the individual for the year under the ed 


exceeds _ 


_ he SROMEL Hes veh Dig: MAGE paragraph ONG) in 
computing the individual’s income for the year i 


Application: ‘The August 27, 2010 draft legislation (Pa 3 other amendments), s. 
75, will amend s. 118.7 to read as above, applicable to 2010 et seq. (This bay ieent 
will need to be changed to accommodate the QPIP amendment above.) : 


Technical Notes: Section 118.7 provides for calculating an ‘individual’ s tax aed 
in respect of Canada Pension Plan contributions, contributions under a provincial 

pension plan defined in section 3 of that Act [Quebec Pension Plan — ed.] ane em- 
ployment i insurance premiums. yp 


Section 118.7 is amended, consequential | to the enactment of. the pee the 
Self-Employed Act, to provide for a tax credit in respect of Premniins paid by. a self- 
employed individual under the Employment Insurance Act. 


Related: Provisions: 56(1)(a) — CPP, EI and QPIP. benefits taxable; 60(e) — De- 
duction for other half of CPP contributions; 60(g) — Deduction for portion of QPIP 
contributions; 117(1) — Tax payable under this Part; 118.91 — Individual resident in 
Canada for part of the year; 118.92 — Ordering of credits; 118.93 — Credits in sepa- 
rate returns; 118.94 — Tax payable by non-resident individual; 118.95(a) — Applica- 
tion in year individual becomes bankrupt. 


History: Para. (c) of the description of B in s. 118.7 amended by 2001, c. 17, s. 100, 
applicable to 2001 ef seg. Para. (c) formerly read: 
(c) the total of all amounts each of which is an amount payable by the individual 


in respect of self-employed earnings for the year as a contribution under the 
Canada Pension Plan or under a provincial pension plan as defined in section 3 


onatea Gi 
by tion 118.6(1). 


S. 118.71(3) 


of that Act, not exceeding the maximum amount of such contributions payable 
by the individual for the year under the plan. 


Para. 118.7B(a) amended by 1996, c. 23, para. 187(d), to substitute “Employment In- 
surance Act’ for “Unemployment Insurance Act’, in force June 30, 1996. 


Selected Cases [s. 118.7]: Ashby v. Canada, [1996] 1 C.T.C. 2464 (TCC) (Deduc- 
tions made but not remitted differ from case where deductions not made). 


66 > 66 


Definitions [s. 118.7]: “amount”, “appropriate percentage”, indivi- 


dual” — 248(1); “tax payable” — 248(2); “taxation year’ — 249. 


Interpretation Bulletins: IT-171R2: Non-resident individuals — computation. of 
taxable income earned in Canada and non-refundable tax credits (archived); IT-326R3: 
Returns of deceased persons as “another person”; IT-393R2: Election re tax on rents 
and timber royalties — non-residents; IT-516R2: Tuition tax credit; IT-519R2: Medical 
expense and disability tax credits and attendant care expense deduction. 


employee’, 


Information Circulars: 07-1: Taxpayer relief provisions. 
Forms: T1 Sched. 8: QPP contributions on self-employment and other earnings. 


oh mond Addition — 118.71 Pets member’s bill] | 


onal ace has the veges age 


“designated region” sith tneaning sume by section 3 of the 


Regional Development Incentives Act, but does not include metro- 


politan: areas with a population 08 more than: 200,000. 


“qualifying employment ” means an office or employment, that . 
the individual begins to hold in the 24-month period that follows 
the date on which the individual successfully completes the 
courses and, where applicable, the internships leading to the . 
awarding of a recognized diploma, or the date on which the indi- 
idual is awarded a recognized diploma that is a master’s or doc- — 


toral degree under an educational pee oe the ane of | 
é f : 


issertation ort thesis, 


| ; dividual beg ins to pe form the duties of the office or 
a mploy; ent after January 1, 2009; 

(b) at the time that the individual takes up the office or em- 
ployment, the establishment of the individual’s employer at 
which the individual ordinarily performs the duties of that of- 

Tie or employment, or to which the individual is ordinarily 

"attached, is situated in a designated region, and 


. (G) the knowledge and skills. obtained during the individual’s 
__, training or educational program are related to the duties per- 
, formed by the. individual in connection with tae, elnrs or 

employment. — pe 


“recognized diploma” means a degree, diploma or attestation 
awarded by a designated educational institution. 4 


(2) Tax credit for new graduates working in. eae 
regions — For the’ purpose of. computing the tax payable under 
this Part by an individual for a taxation year, ithere: ae be qe 
ducted an amount equal to the lesser of 


(a) the amount that is 40% of the aggregate of all amounts each 
_ of which is the salary or wages of the individual for the year 
) from qualifying Ca rt: 

~ (b) $3, 000, and | 


(c) the amount by which $8, 000 exceeds the aggresate of all 
amounts each of which is an amount that the individual de- _ 
ducted under this section for the purpose of computing the tax 
_ payable, or that the individual is deemed to have paid to the 
- Receiver General inset this. section for a Pecos taxation — 
“year. 


Related Provisions: 118, 71G) — Deemed scaidence if individual has died. 


(3) Deemed residence _— For the purposes of paragraph (2\(a), 
an individual who was resident in a designated region in Canada 
immediately before the individual’s death is deemed to be resident 
in a designated region in Canada on December 31 of the Med in 
which the individual died. 
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Application: Bill C-288 (First Senate Reading, May 6, 2010), s. 1, will add-s. 
118.71, in force on Royal Assent. 


Bill C-288 Summary: This enactment amends the Income Tax Act to give every 
new graduate who settles in a designated region a tax credit equal to the lesser of 


(a) 40% of the individual’s salary or wages, 

(b) $3,000, and 

(c) the amount by which $8,000 exceeds all amounts oe for a preceding taxa- 
tion year. 


The purpose of this measure is to encourage new graduates to settle in designated 
regions, thereby curbing the exodus of young peel from those fern and promot- 
ing their economic development. 


Definitions [s. 118.71]: “amount” — 248(1); “Canada” — 255, Interpretation Act 
35(1); “designated educational institution” — 118.6(), 118.71(1); “designated re- 
gion” — 118.71(1); “employer”, “employment”, “individual”, “office” — 248(1); 
“qualifying employment’, “recognized diploma’? — 118.71(1); “resident” — 250; 
“salary or wages” — 248(1); “taxation year” — 249; eUne:, — Interpretation Act 
35(1). ie L 


118.8 Transfer of unused credits to spouse [or common- 
law partner] — For the purpose of computing the tax payable 
under this Part for a taxation year by an individual who, at any time 
in the year, is a married person or a person who is in a common-law 
partnership (other than an individual who, by reason of a break- 
down of their marriage or common-law partnership, is living sepa- 
rate and apart from the individual’s spouse or common-law partner 
at the end of the year and for a period of 90 days commencing in 
the year), there may be deducted an amount determined by the 
formula 


A+B-—-C 
where 


A is the tuition, textbook and education tax credits transferred for 
the year by the spouse or common-law partner to the individual; 


Bis the total of all amounts each of which is deductible under sub- 
section 118(1), because of paragraph (b.1) of the description of 
B in that subsection, or subsection 118(2) or (3) or 118.3(1) in 
computing the spouse’s or common-law partner’s tax payable 
under this Part for the year; and 


C is the amount, if any, by which 


(a) the amount that would be the spouse’s or common-law 
partner’s tax payable under this Part for the year if no 
amount were deductible under this Division (other than an 
amount deductible under subsection 118(1) because of para- 
graph (c) of the description of B in that subsection, under 
subsection 118(10) or under any of sections 118.01 to 
118.05, 118.3, 118.61 and 118.7) 


exceeds 
(b) the lesser of 


(i) the total of all amounts that may be deducted under 
section 118.5 or 118.6 in computing the spouse’s or com- 
mon-law partner’s tax payable under this Part for the 
year, and 


(ii) the amount that would be the spouse’s or common- 
law partner’s tax payable under this Part for the year if no 
amount were deductible under this Division (other than an 
amount deductible under any of sections 118 to 118.05, 
118.3, 118.61 and 118.7). 


Related Provisions: 117(1) — Tax payable under this Part; 118.3(2) — Disability 
credit claim for disabled dependant; 118.3(4) — Additional information requested by 
CRA; 118.61(2) — Carryforward of unused credits; 118.91 — Individual resident in 
Canada for part of the year; 118.92 — Ordering of credits; 118.93 — Credits in sepa- 
rate returns; 118.94——Computing tax payable by a non-resident individual; 
118.95(b) — Application in year individual becomes bankrupt; 257 — Formula cannot 
calculate to less than zero. 


History: Para. (a) of the description of C in s. 118.8 amended by 2009, c. 31, subsec. 
7(1) to substitute “, under subsection 118(10) or under any of sections 118.01 to 
118.05, 118.3, 118.61 and 118.7” for “or under section 118.61 or 118.7”, applicable to 
2009 et seq. - 


28Not indexed for inflation — ed. 


Income Tax Act, Part I, Division E 


Subpara. (b)(ii) of the said description of C amended by the said c. 31, subsec. 7(2) to 
substitute “any of sections 118 to 118.05, 118.3, 118.61 and 118.7” for “section 118, 
118.01, 118.02, 118.03, 118.3, 118.61 or 118.7”, applicable to 2009 et seq. 


The description of B in s. 118.8 amended to substitute “118(1), because of paragraph 
(b.1) of the description of B in that subsection, or subsection 118(2) or (3)” for “118(2) 
or (3)”, by 2007, c. 29, s. 10, applicable to 2007 et seq. 


The description of A in s. 118.8 amended by 2007, c. 2, subsec. 25(1), applicable to 
2006 et seq. The description of A formerly read: 


A _ is the tuition and education tax credits transferred for the year by the spouse 
or common-law partner to the individual; 


Subpara. (b)(ii) of the description of C in s. 118.8 amended by the said c. 2, subsec. 
25(2), applicable to 2005 et seq. except that in its application to the 2005 taxation year, 
the subpara. is to be read without its reference to s. 118.02, and in its application to the 
2005 and 2006 taxation years, the subpara. is to be read without its reference to s. 
118.03. Subpara. (b)(ii) formerly read: 


(ii) the amount that would be the spouse’s or common-law partner’s tax payable 
under this Part for the year if no amount were deductible under this Division 
(other than an amount deductible under section 118, 118.3, 118.61 or 118.7). 


The description of A in s. 118.8 amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner’, and the descriptions of B and C 
amended by Sch. 2, s. 7, to replace “spouse’s’with “spouse’s or common-law part- 
ner’s”, applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules 


reproduced in the History to 248(1)“common-law partner”. 


The opening words of s. 118.8 amended by 2000, c. 12, s. 133, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. The opening words formerly read: 


118.8 For the purpose of computing the tax payable under this Part for a taxation 
year by an individual who, at any time in the year, is a married person (other 
than an individual who, by reason of a breakdown of their marriage, is living 
separate and apart from the individual’s spouse at the end of the year and for a 
period of 90 days commencing in the year), there may be deducted an amount 
determined by the formula 


Para. (a) of the description of C in s. 118.8 amended by 2000, c. 19, s. 26, applicable to 
2000 et seq. The para. formerly read: 


(a) the amount that would be the spouse’s tax payable under this Part for the year 
if no amount were deductible under this Division (other than an amount deducti- 
ble under subsection 118(1) because of paragraph (b.1) or (c) of the description 
of B in that subsection or under section 118.61 or 118.7) 


Para. (a) of the description of C in s. 118.8 amended by 1999, c. 22, s. 39, applicable to 
1998 et seq. Para. (a) formerly read: 


(a) the amount that would be the spouse’s tax payable under this Part for the year 
if no amount were deductible under this Division (other than an amount deducti- 
ble under subsection 118(1) because of paragraph (c) of the description of B in 
that subsection or under section 118.61 or 118.7) 


The descriptions of A and C in s. 118.8 amended by 1998, c. 19, subsecs. 29(1), (2), 
applicable to 1997 et seg. A and C formerly read: 


A is the lesser of $85028 and the total of all amounts each of which is deducti- 
ble under section 118.5 or 118.6 in computing the spouse’s tax payable 
under this Part for the year; 


Cis the spouse’s tax payable under this Part for the year computed before any 
deductions under this Division (other than a deduction under subsection 
118(1) because of paragraph (c) of the description of B in that subsection or 
under section 118.7). 


The descriptions of A, B and C in s. 118.8 amended by 1997, c. 25, s. 29, applicable to 
1996 et seq. A, B, and C formerly read: 


A is the lesser of $68028 and the total of all amounts that the individual’s 
spouse may deduct under section 118.5 or 118.6 for the year; 


B is the total of all amounts each of which is an amount that the individual’s 
spouse may deduct for the year under subsection 118(2) or (3) or 118.3(1); 
and 


Cis the amount of the individual’s spouse’s tax payable under this Part for the 
year computed before any deductions under this Division (other than a de- 
duction under subsection 118(1) by reason of paragraph 118(1)(c) or under 
section 118.7). 


The description of A in s. 118.8 amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 58, 
applicable to 1992 et seg. That description formerly read: 


A is the lesser of $600 and the total of all amounts each of which is an amount 
that the individual’s spouse may deduct for the year under section 118.5 or 
118.6; 
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Definitions [s. 118.8]: “amount”, “common-law partner”, “common-law partner- 
ship”, “individual” — 248(1); “tax payable” — 248(2); “taxation year” — 249; “tui- 
tion, textbook and education tax credits transferred” — 118.81. 

Interpretation Bulletins: IT-171R2: Non-resident individuals — computation of 
taxable income earned in Canada and non-refundable tax credits (archived); IT-326R3: 
Returns of deceased persons as “another person”; IT-393R2: Election re tax on rents 
and timber royalties — non-residents; IT-470R: Employees’ fringe benefits; IT-513R: 
Personal tax credits; IT-515R2: Education tax credit; IT-516R2: Tuition tax credit; IT- 
517R: Pension tax credit (archived); IT-519R2: Medical expense and disability tax 
credits and attendant care expense deduction. 


Forms: T1 Sched. 2: Federal amounts transferred from ites spouse or common-law 
partner. 


118.81 Tuition, textbook and education tax credits trans- 
ferred — In this subdivision, the tuition, textbook and education 
tax credits transferred for a taxation year by a person to an indivi- 
dual is the lesser of 


(a) the amount determined by the formula 


A-B 
where 
A is the lesser of 


(i) the total of all amounts that may be deducted under 
section 118.5 or 118.6.in computing the person’s tax pay- 
able under this Part for the year, and 


(ii) the amount determined by the formula 


CxD 
where 
C_ is the appropriate percentage for the taxation year, and 
D is $5,000. 


B_ is the amount that would be the person’s tax payable under 
this Part for the year if no amount were deductible under this 
Division (other than an amount deductible under any of sec- 
tions 118 to 118.05, 118.3, 118.61 and 118.7), and 


(b) the amount for the year that the person designates in writing 
for the purpose of section 118.8 or 118.9. 


Related Provisions: 118.61(2) — Carryforward of unused credits; 257 — Formula 
cannot calculate to less than zero. 


History: The description of B in para. 118.81(a) amended by 2009, c. 31, s. 8 to sub- 
stitute “118 to 118.05” for “118, 118.01, 118.02, 118.03”, applicable to 2009 et seq. 


The opening words of s. 118.81 amended by 2007, c. 2, subsec. 26(1), applicable to 
2006 et seg. The opening words formerly read: 


118.81 Tuition and education tax credits transferred — In this subdivision, 
the tuition and education tax credits transferred for a taxation year by a person to 
an individual is the lesser of 


The description of B in para. 118.81(a) amended by the said c. 2, subsec. 26(2), appli- 
cable to 2006. et seq. except that, in its application to the 2006 taxation year, the 
description of B is to be read without its reference to s. 118.03. The description of B 
formerly read: 


B . is the amount that would be the person’s tax payable under this Part for the 
year if no amount were deductible under this Division (other than an amount 
deductible under any of sections 118, 118.01, 118.3, 118.61 and 118.7), and 


Subpara. (ii) of the description of A, and the description of B in para. 118.81(a) 
amended by 2006, c. 4, subsecs. 66(1), (2), applicable to 2005 et seg. The descriptions 
formerly read: 


(ii) $80028, and 


Bis the amount that would be the person’s tax payable under this Part for the 
year if no amount were deductible under this Division (other than an amount 
deductible under section 118, 118.3, 118.61 or 118.7), and 


Subpara. (ii) of the description of A in s. 118.81 amended by 2001, c. 17, s. 101, to 
substitute “$800” for “$850”, applicable to 2001 et seq. 


S. 118.81 added by 1998, c. 19; subsec. 30(1), applicable to. 1997 er seq. 


Definitions [s. 118.81]: “amount”, “appropriate percentage”, “individual”, “per- 
on” — 248(1); “tax. payable” — 248(2); “taxation year” — 249; “writing” — Inter- 
pretation Act 35(1). 


28Not indexed for inflation — ed. 


S. 118.9 


118.9 Transfer to parent or grandparent — If for a taxation 
year a parent or grandparent of an individual (other than an indivi- 
dual in respect of whom the individual’s spouse or common-law 
partner deducts an amount under section 118 or 118.8 for the year) 
is the only person designated in writing by the individual for the 
year for the purpose of this section, there may. be deducted in com- 
puting the tax payable under this Part for the year by the parent or 
grandparent, as the case may be, the tuition, textbook and education 
tax credits transferred for the year by the individual to the Parent or 
grandparent, as the case may be. 


History [s. 118.9]: S. 118.9 amended by 2007, c. 2, s. 27, applicable to 2006 et seq. It 
formerly read: 


118.9 Where for a taxation year a parent or grandparent of an individual (other 
than an individual in respect of whom the individual’s spouse or common-law 
partner deducts an amount under section 118 or 118.8 for the year) is the only 
person designated in writing by the individual for the year for the purpose of this 
section, there may be deducted in computing the tax payable under this Part for 
the year by the parent or grandparent, as the case may be, the tuition and educa- 
tion tax credits transferred for the year by the individual to the parent or grand- 
parent, as the case may be. 


S. 118.9 amended by 2000, c.,12, Sch. 2, s..1,, to replace “spouse”? with “spouse or 
common-law partner”, applicable to.2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner”. 


S. 118.9 amended by 1998, c. 19, subsec. 30(1), applicable to 1997 et seq..It formerly 
read: 


118.9 (1) Transfers to supporting person — Where the parent or grandparent 
of an individual (other than an individual in respect of whom the individual’s 
spouse deducts an amount under section 118 or 118.8 for the year) files with the 
Minister for a taxation year a prescribed form containing prescribed information, 
there may be deducted in computing the tax payable by the parent or grandpar- 
ent, as the case may be, under this Part for the year an amount determined by the 
formula 


A-B 
where 


A is the lesser of $85028 and the total of all amounts each of which is deducti- 
ble under section 118.5 or 118.6 in computing the individual’s tax payable 
under this Part for the year; and 


Bis the amount of the individual’s tax payable under this Part for the year 
computed before any deductions under this Division (other than sections 
118, 118.3 and 118.7). 


(2) Only one claim per student — Where in computing his or her tax payable 
under this Part for a taxation year a parent or grandparent of an individual has 
deducted an amount under section 118 in respect of the individual, that parent or 
grandparent, as the case may be, is the only person entitled to deduct an amount 
for the year under subsection (1) in respect of the individual and in any other 
case only such one of the parents and grandparents of the individual as is desig- 
nated for the year in writing by the individual is entitled to make such a deduc- 
tion for the year. 


The description of A in subsec. 118.9(1) amended by 1997, c. 25, s..30, applicable to 
1996 et seq. The description of A formerly read: 


A. is the lesser of $68028 and the total of all amounts that the individual may 
deduct under section 118.5 or 118.6 for the year; and 


The description of A in subsec. 118.9(1) amended by 1994, c. 7, Sch. VIII (1993, c. 
24), s. 59, applicable to 1992 et seq. That description formerly read: 


A is the lesser of 
(a) $600, and 


(b) the total of all amounts each of which is an amount that the indivi- 
dual may deduct under section 118.6 for the year or an amount that the 
individual would have been entitled to deduct under subsection 118.5(1) 
for the year if the reference in paragraph 118.5(1)(a) to “the amount of 
any fees for the individual’s tuition paid in respect of the year to the 
educational institution” were read as a reference to “that portion of the 
individual’s fees paid in respect of the year that may reasonably be con- 
sidered to have been paid in respect of a qualifying educational program 
of an educational institution described in subparagraph (a)(i) of the defi- 
nition “designated educational institution” in subsection 118.6(1)”; and 


The description of A in subsec. 118.9(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
s. 94, applicable to fees relating to periods after June 1990. That description formerly 
read: 


A is the lesser of $600 and the total of all amounts each of which is an amount 
the individual may deduct for the year under section 118.5 or 118.6; and 
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S. 118.9 


Definitions [s. 118.9]: “amount”, “common-law: partner” — 248(1); “grandpar- 
ent” — 252(2)(d); “individual”, “Minister” — 248(1); “parent” — 252(2)(a); “pre- 
scribed” — 248(1); “tax payable” — 248(2); “taxation year” — 249; “tuition, textbook 
and education tax credits transferred” — 118.81; “writing” — Interpretation Act 35(1). 
Interpretation Bulletins [s. 118.9]: IT-171R2: Non-resident individuals — compu- 
tation of taxable income earned in Canada and non-refundable tax credits (archived); 
IT-326R3: Returns of deceased persons as “another person”; IT-393R2: Election re tax 
on rents and timber royalties — non-residents; IT-470R: Employees’ fringe benefits; 
IT-515R2: Education tax credit; IT-516R2: Tuition tax credit. 


118.91 Part-year residents — Notwithstanding sections 118 to 
118.9, where an individual is resident in Canada throughout part of 
a taxation year and throughout another part of the year is non-resi- 
dent, for the purpose of computing the individual’s tax payable 
under this Part for the year, 


(a) the amount deductible for the year under each such provision 
in respect of the part of the year that is not included in the period 
or periods referred to in paragraph (b) shall be computed as 
though such part were the whole taxation year; and 


(b) the individual shall be allowed only 


(i) such of the deductions permitted under subsections 118(3) 
and (10) and 118.6(2.1) and sections 118.01 to 118.2, 118.5, 
118.6, 118.62 and 118.7 as can reasonably be considered 
wholly applicable to the period or periods in the year 
throughout which the individual is resident in Canada, com- 
puted as though that period or those periods were the whole 
taxation year, and 


(ii) such part of the deductions permitted under sections 118 
(other than subsections 118(3) and (10)), 118.3, 118.8 and 
118.9 as can reasonably be considered applicable to the pe- 
riod or periods in the year throughout which the individual is 
resident in Canada, computed as though that period or those 
periods were the whole taxation year, 


except that the amount deductible for the year by the individual 
under each such provision shall not exceed the amount that would 
have been deductible under that provision had the individual been 
resident in Canada throughout the year. 

Related Provisions: 114 — Individual resident in Canada during only part of year; 
117(1) — Tax payable under this Part; 217(c) — Election respecting certain payments. 


History: Para. 118.91(b) amended by 2009, c. 31, s. 9, applicable to 2009 et seq. It 
formerly read: 


(b) the individual shall be allowed only 


(i) such of the deductions permitted under subsections 118(3), (10) and 
118.6(2.1) and sections 118.01, 118.02, 118.03, 118.1, 118.2, 118.5, 118.6, 
118.62 and 118.7 as can reasonably be considered wholly applicable, and 


(ii) such part of the deductions permitted under sections 118 (other than sub- 
section 118(3)), 118.3, 118.8 and 118.9 as can reasonably be considered 
applicable 


to the period or periods in the year throughout which the individual is resident in 
Canada, computed as though that period or those periods were the whole taxa- 
tion year, 
Subpara. 118.91(b)(~) amended by 2007, c. 2, s. 28, applicable to 2006 et seg. except 
that in its application to the 2006 taxation year, the subpara. is to be read without its 
reference to s. 118.03. Subpara. (b)(i) formerly read: 


(i) such of the deductions permitted under subsection 118(3) and sections 
118.01, 118.1, 118.2, 118.5, 118.6, 118.62 and 118.7 as can reasonably be con- 
sidered wholly applicable, and 


Subpara. 118.91(b)(i) amended by adding “118.01,” before “118.1”, by, 2006, c. 4, s. 
67, applicable to 2005 et seq. 


Subpara. 118.91(b)(@) amended by 1999, c. 22, s. 40; applicable to 1998 et seq. The 
subpara. formerly read: 


(i) such of the deductions permitted under subsection 118(3) and sections 118.1, 
118.2, 118.5, 118.6 and 118.7 as can reasonably be considered wholly applica- 
ble, and 


The opening words of s. 118.91 and the closing words of para. (b) substituted by 1994, 
c, 21, subsecs. 55(1), (2), applicable to 1992 et seq., except that a taxpayer may elect 
that the amendment not apply to the taxpayer’s 1992 taxation year by notifying the 
Minister of National Revenue in writing before the end of December 1994. The substi- 
tuted portions formerly read: 


118.91 Notwithstanding the provisions of sections 118 to 118.9, where an indivi- 
dual is resident in Canada throughout part of a taxation year and throughout 
some other part of the year is not resident in Canada, is not employed in Canada 
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and is not carrying on business in Canada, for the purpose of computing the 
individual’s tax payable under this Part for the year, 


to the period or periods in the year throughout which the individual is resident in 
Canada, is employed in Canada or is carrying on business in Canada, computed 
as though the period or periods were the whole taxation year, 
S. 118.91 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 95, applicable to 1988 er 
seq. S. 118.91 formerly read: 


118.91 Individual resident in Canada for part of the year — Notwithstanding 
sections 118 to 118.9, where an individual is resident in Canada during part of a | 
taxation year and during some other part of the year is not resident in Canada, is 
not employed in Canada and is not carrying on business in Canada, unless all or 
substantially all of the individual’s income for the year is included in computing 
the individual’s taxable income for the year, no amounts may be deducted under 
those sections for the purpose of computing the individual’s tax payable under 
this Part for the year except the total of 
(a) the deductions permitted under sections 118.1, 118.2, 118.5, 118.6 and 
118.7 to taxpayers resident in Canada throughout the year for the purpose of 
computing tax payable under this Part for the year that may reasonably be 
considered wholly applicable to the individual for the period or periods in 
the year throughout which the individual is resident in Canada, employed in 
Canada or carrying on business in Canada; and 
(b) such part of the deductions permitted under sections 118, 118.3, 118.8 
and 118.9 to taxpayers resident in Canada throughout the year for the pur- 
pose of computing tax payable under this Part for the year as may reasonably 
be considered applicable to the individual for the period or periods referred 
to in paragraph (a). 
Definitions [s. 118.91]: “amount” — 248(1); “Canada” —.255; “carrying on busi- 
ness” — 253; “employed”, “individual”, “non-resident” — 248(1); “resident in Can- 
ada” — 250; “tax payable” — 248(2); “taxation year” — 249; “taxpayer” — 248(1). 


118.92 Ordering of credits — In computing an individual’s tax 
payable under this Part, the following provisions shall be applied in 
the following order: subsections 118(1) and (2), section 118.7, sub- 
sections 118(3) and (10) and sections 118.01, 118.02, 118.03, 
118.04, 118.05, 118.3, 118.61, 118.5, 118.6, 118.9, 118.8, 118.2, 
118.1, 118.62 and 121. 

Related Provisions: 117(1) — Tax payable under this Part. 

History: S. 118.92 amended by 2009, c. 31, s. 10 to substitute “118.03, 118.04, 
118.05, 118.3” for “118.03, 118.3”, applicable to 2009 et seq. 


S. 118.92 amended by 2007, c. 2, s. 29, applicable to 2006 er seq. except that in its 
application to the 2006 taxation year, the section is to be read without its reference to s. 
118.03. It formerly read: 


118.92 In computing an individual’s tax payable under this Part, the following 
provisions shall be applied in the following order: subsections 118(1) and (2), 
section 118.7, subsection 118(3) and sections 118.01, 118.3, 118.61, 118.5, 
118.6, 118.9, 118.8, 118.2, 118.1, 118.62 and 121. 


S. 118.92; amended to add “118.01,” before “118.3”, by 2006, c. 4, s. 68, applicable to 
2005 et seq. ; 
S. 118.92 amended by 1999, c. 22, s. 41, applicable to 1998 et seq. It formerly read: 


118.92 In computing an individual’s tax payable under this Part, the following 
provisions shall be applied in the following order: subsections 118(1) and (2), 
section 118.7, subsection 118(3) and sections 118.3, 118.61, 118.5, 118.6, 118.9, 
118.8, 118.2, 118.1 and 121. 


S. 118.92 amended by 1998, c. 19, s. 31, applicable to 1997 et seg. It formerly read: 


118.92 In computing the tax payable under this Part by an individual the follow- 
ing provisions shall be applied in the following order: subsections 118(1) and 
(2), section 118.7, subsection 118(3) and sections 118.3, 118.5, 118.6, 118.9, 
118.8, 118.2, 118.1 and 121. 

Definitions [s. 118.92]: “individual” — 248(1); “tax payable” — 248(2). 


Interpretation Bulletins: IT-523: Order of provisions applicable in computing an 
individual’s taxable income and tax payable. 


118.93 Credits in separate returns — If a separate return of in- 
come with respect to a taxpayer is filed under subsection 70(2), 
104(23) or 150(4) for a particular period and another return of in- 
come under this Part with respect to the taxpayer is filed for a pe- 
riod ending in the calendar year in which the particular period ends, 
for the purpose of computing the tax payable under this Part by the 
taxpayer in those returns, the total of all deductions claimed in all 
those returns under any of subsections 118(3) and (10) and sections 
118.01 to 118.7 and 118.9 shall not exceed the total that could be 
deducted under those provisions for the year with respect to the tax- 
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payer if no separate returns were filed under any of subsections 
70(2), 104(23) and 150(4). 

Related Provisions: 114.2 — Deductions in separate returns; 117(1) — Tax payable 
under this Part. 

History: S. 118.93 amended to substitute “any of subsections 118(3) and (10) and” for 
“any of subsection 118(3) and” by 2007, c. 2, s. 29, applicable to 2006 et seq. 

S. 118.93 amended to substitute “118.01 to 118.7” for “118.1 to.118.7”, by 2006, c. 4, 
s. 68, applicable to 2005 et seq. 

Definitions [s. 118.93]: 
payer” — 248(1). 


Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another per- 
son”; IT-513R: Personal tax credits; IT-517R: Pension tax credit (archived). 


“calendar. year’ — Interpretation Act .37(1)(a); “tax- 


118.94 Tax payable by non-resident (credits restricted) — 
Sections 118 to 118.05 and 118.2, subsections 118.3(2) and (3) and 
sections 118.6, 118.8 and 118.9 do not apply for the purpose of 
computing the tax payable under this Part for a taxation year by an 
individual who at no time in the year is resident in Canada unless 
all or substantially all of the individual’s income for the year is in- 
cluded in computing the individual’s taxable income earned in Can- 
ada for the year. 


Related Provisions: 117(1) — Tax Selene under this Part;:217— Election respect- 
ing certain payments. 


History: S. 118.94 amended by 2009, c. 31, s. 11 to substitute “118 to 118.05” for 
“118, 118.01, 118.02, 118.03”, applicable to 2009 et seq. 


S. 118.94 amended to add “, 118.02, 118.03” after “118.01”, by 2007, c. 2, s. 29, appli- 
cable to 2006 et seg. except that in its application to the 2006 taxation year, the section 
is to' be read without its reference to s. 118.03. 

S. 118.94 amended to add “, 118.01” after “118”, by 2006, c. 4, s. 68, applicable to 
2005 et seq. 


S. 118.94 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 96, applicable to 1988 et 
seq. S. 118.94 formerly read: 


118.94 Computing tax payable by a non-resident individual — Sections 118 
and 118.2, subsections 118.3(2) and (3) and sections 118.5 to 118.9 do not apply 
for the purpose of computing the tax payable under this Part for a taxation year 
by an individual who at no time in the year is resident in Canada, except that, 
where all or substantially all of the individual’s income for the year is included 
in computing the individual’s taxable income earned in Canada for the year, for 
the purpose of computing the individual’s tax payable under this Part for the year 
there may be deducted the amounts that would have been deductible under those 
provisions for the! purpose of computing the individual’s tax payable under this 
Part for the year had the individual been resident in Canada throughout the year. 


Definitions [s. 118.94]: “individual”, “non-resident”? — 248(1); “resident in Can- 
ada” — 250; “taxable. income ‘earned in Canada” — 248(1); “taxation year” — 249. 


Interpretation Bulletins: IT-171R2: ‘Non-resident individuals — ‘computation of 
taxable income.earned in Canada'and non-refundable tax credits (archived); IT-513R: 
Personal tax credits. 


CRA Audit Manual: 15.2.15: Tax calculations. 


118.95 Credits in year of bankruptcy — Notwithstanding sec- 
tions 118 to 118.9, for the purpose of computing an individual’s. tax 
payable under this Part for a taxation year that ends in a,calendar 
year in which the individual becomes bankrupt, the individual shall 
be allowed only 


(a) such of the deductions.as. the individual is entitled te under 
any of subsections 118(3) and (10) and sections 118.01 to, 118.2, 
118.5, 118.6, 118.62 and 118.7, as can reasonably be considered 
wholly applicable to the taxation year, and 


(b) such part of the deductions as the individual is entitled to 
under any of sections 118 (other than subsections 118(3) and 
(10)), 118.3, 118.8 and 118.9 as can SES be considered 
applicable to, the, taxation year, 


except that‘the total of the amounts so deductible for all taxation 
years of the individual in the calendar year under any of those pro- 
visions shall not exceed the amount that would have been deducti- 
ble under that provision in respect of the calendar year if the indivi- 
dual had not become bankrupt. — . 

Related Provisions [s.° 118.95]: 122.5(7) — Parallel rule for’ GST ‘credit; 
122.61(3.1) — Parallel rule for Child Tax: Benefit; 128(2)(e)(Gii) — Credits: allowed on 
return by trustee. 


S. 119 


History: Paras. 118.95(a) and (b) amended by 2007; c. 31,812, applicable to 2009 et 
seq. They formerly. read: 


(a) suchof the deductions as, the individual is entitled to under: subsections 
118(3) and (10) and sections 118.01, 118.02, 118.03; 118.1, 118:2;118.5, 118.6, 
118.62 and 118.7 as can reasonably be considered wholly applicable to the taxa- 
tion year, and 
. (b) such part of the deductions as the individual is entitled to under sections 118 
(other than subsection 118(3)), 118.3, 118.8 and 118. 9 as can reasonably be con- 
‘sidered applicable to the taxation year, 


Para. 118.95(a) amended . to. substitute “‘subsections 118(3) and (10)..and. sections 
118,01, 118.02; 118.03,” for, “subsection 118(3).and sections, 118.01,”, by, 2007,-c; 2, s. 
30, applicable. to 2006 et seq. except that in its application to the 2006 taxation year, the 
para. is to be: read, without its reference, to's. 118.03. 


Para. 118.95(a) amended to-add “118.01,” before “118.1", by 2006,'c: 4; s. 69, applica- 
ble to 2005 et seq. 

Para: 118.95(a) amended by 1999, c. 22,:s:.42, applicable to 1998 et seq. It formerly 
read: 


(a) ‘such of the deductions as the individual is entitled to under subsection 118(3) 
and sections 118.1, 118.2, 118.5, 118.6 and 118.7 as can reasonably be consid- 
ered wholly applicable to the taxation year, and 


S. 118,95 added by 1998, c. 19, .s. 136, applicable to bankruptcies that occur after April 
26, 1995. ; 

Definitions [s. 118.95]: askrape 248(1); “calendar year” —— Interpretation Act 
37(1)(a); “individual” — 248(1); “taxation year” — 249. 

Interpretation Bulletins [s. 118.95]: IT-513R: Personal tax. credits, 


119. Former resident — credit for tax paid — If at any partic- 
ular time an individual was deemed by subsection 128.1(4) to have 
disposed of a capital property that was a taxable Canadian property 
of the individual throughout the period that began at the particular 
time and that ends at the first time, after the particular time, at 
which. the. individual disposes of. the property, there may be de- 
ducted in computing. the individual’ s tax payable under this Part for 
the taxation year that includes the particular time the lesser of 


(a) that proportion of the individual’s tax for the year otherwise 
payable under this Part (within the meaning assigned by para- 
graph (a) of the definition “tax for the year otherwise payable 
under this Part” in subsection 126(7)) that 


(i) the individual’s taxable capital gain from the disposition 
of the property. at the eel time 


is of 


(ii) the amount determined maidee paragraph 114(a) in respect 
of the individual for the year, and 


(b) that proportion of the individual’s tax payable under Part 
XIII in respect of dividends received during the period by the 
individual in respect of the property and: amounts. deemed under 
Part XIII to have been paid during the period 'to the individual as 
dividends’ from corporations resident ‘in'Canada, to the extent 
that the amounts can reasonably be considered to relate to the 
property, that 

(i) the amount by which the individual’s loss from the dispo- 

sition of the property at the end of the period is reduced by 

subsection 40(3.7) 


is of 
(ii) the total amount of those dividends. 


Proposed Amendment — Interaction of s. 11! 
lternative’ ini: Tax 


004: See under 


OS eH re 


Related Provisions: 126(2.21)— Foreign tax credit for former resident; 
128.1(6)(b)(iii) — Effect of election by returning former resident; 128.3 — Shares ac- 
quired on rollover deemed to be same shares for s. 119; 127.531(a) — Credit allowed 
for alternative minimum tax; 152(6)(c.1) [to be repealed] — Minister required to reas- 
sess past year to allow additional deduction; 152(6.3) — Reassessment to allow s. 119 
credit; 161(7)(a)(@), 164(5)(a.1) — Effect of carryback, of loss. 


History: S. 119 added by 2001, c: 17, subsec. 102(2), applicable to’dispositions after 
December 23, 1998 by individuals who cease'to be resident in Canada after October 1, 
1996. 


Definitions [s. 119]: “amount” 
ration” — 248(1), Interpretation ‘Act 35(1); “dividend”, 


—'248(1); “capital property” — 54, 248(1); “corpo- 
“individual”, “property” — 
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248(1); “resident in Canada” — 250; “taxable Canadian property” — 248(1); “taxable (2) Refunds — Where this section is applicable to the computation of an indivi- 
capital gain” — 38(a), 248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3). dual’s tax for a taxation year, the amount, if any, by which the total of 
History [former s. 119]: Former s. 119 repealed by 2001, c. 17, subsec. 102(1), (a) the total of taxes payable under this Part for the preceding years, and 
applicable to 1995 et seq. It formerly read: (b) the amount, if any, by which 


119. (1) Averaging for farmers and fishermen [obsolete] — Where an indivi- 
dual’s chief source of income has been farming or fishing for a taxation year (in 
this section referred to as the “year of averaging”) and the 4 immediately preced- 
ing years for which the individual has filed returns of income as required by this 
Part (in this section referred to as the “preceding years”), if the individual, on or 
before the day on or before which the individual was required to file a return of 
the individual’s income for the year of averaging, or on or before the day on or 
before which the individual would have been required to file such a return if any 
tax had been payable by the individual for the year of averaging, files with the 
Minister an election in prescribed form, the tax payable under this Part for the 
year of averaging is an amount determined by the following rules: 


(a) ascertain the amount, if any, remaining after deducting from the income 
for each year of the averaging period (which, in this section, means the year 
of averaging and the preceding years) all deductions permitted for that year 
by Division C, except the deductions permitted by section 110.4 of this Act 
or section 109 of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, or any amount in respect of a loss for the 3 years immediately 
following the year of averaging or any amount in respect of a loss deducted 
under this paragraph from income for a preceding taxation year in the aver- 
aging period, 


(b) determine the amount (in this section referred to as the “average gross 
income’) equal to '/s of the amount by which 


(i) the total of the amounts determined under paragraph (a) for the years 
in the averaging period, 


exceeds 


(ii) the total of the amounts that would be deductible in respect of the 
losses for the taxation years in the averaging period in computing the 
taxable income for the year immediately following the year of averaging 
if the individual’s income from the same business for that year were the 
total of the amounts determined under paragraph (a) for the years in the 
averaging period, 


(c) determine the amount (in this section referred to as the “average net in- 
come’’) for each year in the averaging period equal to the average gross. in- 
come minus the deductions permitted for that year by section 109 of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 


(d) determine the amount (in this section referred to as the “average tax’) for 
each year in the averaging period equal to the tax that would be payable 
under this Part for the year if the taxable income for the year were the aver- 
age net income for the year and no amount were deductible under subsection 
127(5) for the year, 


(e) determine the amount, if any, by which 
(i) the total of the average taxes as determined under paragraph (d) 
exceeds 


(ii) the total of all amounts each of which is an amount deducted under 
subsection 127(5) in computing the tax payable for the preceding years 
other than any amount deemed by subsection 127.1(3) to have been so 
deducted, 


(f) where 


(i) the total of all amounts each of which is the amount deemed by sub- 
section 120(2) to have been paid on account of tax under this Part for a 
preceding year in the averaging period, 


exceeds 


(ii) the amount that would be determined under subparagraph (i) if the 
taxable income for each preceding year were the average net income for 
that year, 


add to the amount, if any, determined under paragraph (e) the amount of that 
excess, 


(g) where paragraph (f) does not apply, deduct from the amount, if any, de- 
termined under paragraph (e) the amount, if any, by which 


(i) the amount determined under subparagraph (f)(ii) 
exceeds 
(ii) the amount determined under subparagraph (f)(i), and 


(h) deduct from the amount resulting from the application of paragraph (f) or 
(g), as the case may be, the total of the taxes payable under this Part for the 
preceding years computed without reference to section 120.2, 


and the remainder, if any, obtained under paragraph (h) is the tax payable under 
this Part for the year of averaging and no further deduction may be made there- 
from under any other provision of this Part except subsection 127(5). 


(i) the amount determined under subparagraph (1)(f)(ii) 
exceeds 

(ii) the amount determined under subparagraph (1)(f)(i) 

exceeds the total of 

(c) the amount, if any, determined under paragraph (1)(e), and 
(d) the amount, if any, by which 

(i) the amount determined under subparagraph (1)(f)(i) 
exceeds 

(ii) the amount determined under subparagraph (1)(f)(ii) 


shall be deemed to be an overpayment made when the notice of assessment for 
the year of averaging was mailed. 


(3) Assessment — The provisions of this Part relating to the assessment of tax, 
interest and penalties apply with such modifications as the circumstances require 
to an assessment whereby, for the purposes of this section, it is determined by 
the Minister that no tax is payable under this Part for the year of averaging or 
that an overpayment has been made as described in subsection (2). 


(4) Where subsec. (1) election null — An election under subsection (1) is a 
nullity unless the earliest of the “preceding years” ended before 1988 and is one 
of the 6 years immediately preceding the year of averaging. 


(5) Revocation of election — An election filed under subsection (1) may be 
revoked by the individual 


(a) at any time before the Minister has first assessed the individual’s tax for 
the year of averaging; or 


(b) during the 30 day period immediately following any assessment by the 
Minister of the individual’s tax for the year of averaging. 


(6) Limitation as to election — No election may be filed under this section by a 
taxpayer for a taxation year if 


(a) the averaging period resulting from the election would include a year that 
was included in an averaging period resulting from a previous election by 
the taxpayer under this section that has not been revoked under subsection 
(5); or 


(b) an amount has been added or deducted under section 110.4 in computing 
the taxable income of the taxpayer for the year or any other year of the aver- 
aging period. 
(7) Rents or trust income from farming or fishing — For the purposes of sub- 
section (1), 


(a) rents dependent on the lessee’s gross production in the course of farming 
or fishing, and 


(b) income from a trust or estate to the extent that it can reasonably be re- 
garded as having been derived from farming or fishing, 


shall be deemed to be income from farming or fishing. 


(8) Losses — Any amount in respect of a loss deducted in making a calculation 
under paragraph (1)(a) and any amount in respect of a loss described in subpara- 
graph (1)(b)(ii) shall, for the purpose of computing taxable income for taxation 
years following the year of averaging, be deemed to have been deducted in re- 
spect of that loss in computing taxable income for a taxation year preceding the 
year for which the loss was determined. 


(9) Investment tax credit — Where this section is applicable to the computation 
of an individual’s tax payable for a taxation year, the amount, if any, by which 


(a) the amount described in subparagraph (1)(e)(ii) 
exceeds 
(b) the amount described in subparagraph (1)(e)(i) 


shall be added in computing the individual’s investment tax credit at the end of 
that year, and paragraph 12(1)(t) and subsections 13(7.1) and 53(2) shall not ap- 
ply to any amount deducted under subsection 127(5) for that year, or any subse- 
quent taxation year, that may reasonably be attributed to the amount added under 
this subsection. 


(10) Idem — Notwithstanding the definition “investment tax credit” in subsec- 
tion 127(9), where a taxpayer has filed an election under subsection (1) for a year 
of averaging, in computing the taxpayer’s investment tax credit at the end of any 
of the preceding years, there shall not be included any amount in respect of pro- 
perty acquired, or an expenditure made, in or after the year of averaging. 


Selected Cases [former subsec. 119(1)]: Israel v. R., [1979] C.T.C. 468 (FCTD) 
(Company to which taxpayer transferred farming business held not to have income 
from farming in the year; income averaging not permitted); Wilfley v. R., [1974] C.T.C. 
510 (FCTD) (Income averaging permitted to incorporator of company to operate farm); 
Kuhl et al. v. R., [1973] C.T.C. 846 (FCTD) (Income averaging permitted to incorpora- 
tors of company to operate farm where incorporators working for company as indepen- 
dent contractors). 
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120. (1) Income not earned in a province — There shall be 
added to the tax otherwise payable under this Part by an individual 
for a taxation year the amount that bears the same relation to 48% 
of the tax otherwise payable under this Part by the individual for the 
year that 


(a) the individual’s income for the year, other than the indivi- 
dual’s income earned in the year in a province, 
bears to . 
(b) the individual’s income for the year. 
Related Provisions: 117(1) — Tax payable under this Part; 120(3) — “Income for 
the year” defined; 120(4) — Income earned in the year in a province. 
History: The opening words of subsec. 120(1) amended by 2001, c. 17, subsec. 
103(1), applicable to.2000 et seg. That portion formerly read: 


(1) There shall be added to the tax otherwise payable under this Part by an indi- 
vidual for a taxation year an amount that bears the same relation to. 52%, of the 
tax otherwise payable under this Part by the individual for the year that 


Selected Cases [subsec. 120(1)]: Gardner v: R., [2000] 4'C.T.C. 2531 (TCC); 
aff'd [2002] 1 C.T.C. 302 (FCA) (Matters of Ontario tax tobe decided, by Ontario 
courts). 

Interpretation Bulletins: IT-393R2: Election re tax on rents and timber royalties — 
non-residents; IT-434R: Rental of real property by individual. 


Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 
1989-1204 (reduction in withholdings for certain income related to Quebec). 


(2) Amount deemed paid in prescribed manner [Quebec 
abatement] — Each individual is deemed to have paid, in pre- 
scribed manner and on prescribed dates, on account of the indivi- 
dual’s tax under this Part for a taxation year an amount that bears 
the same relation to 3% of the tax otherwise payable under this Part 
by the individual for the year that 


(a) the individual’s income earned in the year in a province that, 
on January 1, 1973, was a province’ providing schooling al- 
lowances within the meaning of the Youth Allowances Act, chap- 
ter Y-1 of the Revised Statutes of Canada, 1970, 


bears to 


(b) the individual’s income for the year. 


Related Provisions: 117(1) — Tax payable under this Part; 120(3) — “Income for 
the year” defined; 152(1)(b)— Determination of amount on assessment; 
152(4.2)(d) — Redetermination at taxpayer’s request; 160.1 — Where excess refunded. 
Federal-Provincial Fiscal Arrangements ... Act: S. 27 of the Federal-Provin- 
cial Fiscal Arrangements and Federal Post-Secondary Education and Health Contri- 
butions Act, R.S.C. 1985, c. F-8, provides an additional 13.5% credit for residents of 
Quebec. 

Selected Cases [subsec. 120(2)]: Hollinger v. R., [1974] C.T.C. 693 (FCA) 
(Amounts received by passive partner in U.S. business constituted income from busi- 
ness; no provincial abatement). 


Regulations: 6401 (prescribed date is December 31 of each year). 


Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 
1989-1204 (reduction in withholdings for certain income related to Quebec). 


(2.1) [Repealed] 

History: Subsec. 120(2.1) repealed by 2001, c. 17, subsec. 103(2), applicable to 1996 

et seg. Subsec. 120(2.1) formerly read: 
(2.1) Idem — Where section 119: is applicable to the computation of an indivi- 
dual’s tax for a taxation°year (referred to in that: section as the “year of averag- 
ing”), notwithstanding subsection (2), the amount deemed by that subsection to 
have been paid on account of the individual’s tax under this Part for the year 
shall be equal to the amount that would be determined under that subsection if 
the reference therein to “the tax otherwise payable under this Part by the indivi- 
dual for the year” were read as a reference to “the amount that would be the tax 
otherwise payable under this Part by the individual if the individual’s taxable 
income for the year were the individual’s average net income (within the mean- 
ing of paragraph 119(1)(c)) for the year”. 


(2.2) Amount deemed paid [First Nations tax] — An indivi- 
dual is deemed to have paid on the last day of a taxation year, on 
account of the individual’s tax under this Part for the year, an 
amount equal to the individual’s income tax payable for the year to 
an Aboriginal government pursuant to a law of that government 
made in accordance with a tax sharing agreement between that gov- 
ernment and the Government of Canada. 


Related Provisions: 81(1)(a) — Deduction for amounts exempted under Jndian Act; 
152(1)(b) — Determination of amount on assessment; 152(4.2)(d) — Redetermination 
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at taxpayer’s request; 156.1(1)“net tax owing”(b)B; E, F, 156.1(1.3) — First Nations 
tax counted for instalment purposes; 239(5) — 120(2.2) to. be ignored in, determining 
whether offence committed. 


History: Subsec. 120(2.2) added by 2000, c. 19, subsec. 27(1), applicable to 1999 er 
seq. 


(3) Definition of “the individual’s income for the year” — 
For the purpose of this section, “the individual’s income for the 
year” means 


(a) if section 114 applies to the individual in respect of the year, 
the amount determined under paragraph 114(a) in respect of the 
individual for the year; 


(b) if the individual was non-resident throughout the year, the 
individual’s taxable income earned in Canada for the year deter- 
mined without reference to paragraphs 115(1)(d) to (f); 


(c) in the case of an individual who is a specified individual in 
relation to the year, the individual’s income for the year com- 
puted without reference to paragraph 20(1)(ww); and 


(d) in the case of a SIFT trust, the amount, if any, by which ‘its 
income for the year determined without reference to this para- 
graph exceeds its taxable SIFT trust distributions (as defined in 
subsection 122(3)) for the year. 
History: Para. 120(3)(d) added by 2007, c. 29, s. 11, deemed to have come into force 
on October 31, 2006. 


Paras. 120(3)(a) and (b) amended by 2001, c.'17, subsec. 103(3), applicable to 1998 et 
seq., except that, for taxation years that end before 2000, the paras. shall be read as 
follows: 


(a) if section 114 applies to the individual in respect of the year, the amount 
determined under paragraph 114(a) in respect of the individual for the year; and 


(b) if the individual was non-resident throughout the year, the individual’s taxa- 
ble income earned in Canada for the year determined without reference to 
paragraphs 115(1)(d).to (f). 
The paras, formerly read: 

(a) in the case of an individual to whom section 114 applies, who was resident in 
Canada during part.of the year and during some other part of the year was not 
resident in Canada, the amount that would be determined under that section to be 
the individual’s taxable income for the year if that section were read without 
reference to the words following paragraph 114(b); 


(b) in the case of an individual to whom section 115 applies who was not resi- 
dent in Canada at any time in the taxation year, the amount that would be deter- 
mined under Division D to be the individual’s taxable income for the year if 
subsection 115(1) were read without reference to the words following paragraph 
115(1)(c); and 


The opening words of subsec. 120(3) amended, para. 120(3)(c) added, by 2000, c. 19, 
subsecs. 27(2), (3), applicable to 2000 et seg. The opening words formerly read: 


(3) Definition of “the individual’s income for the year’ — In subsections (1) 
and (2), “the individual’s income for the year” means 


(3.1) [Repealed under former Act] 
(4) Definitions — In this section, 


‘income earned in the year in a province’’ means amounts deter- 
mined under rules prescribed for the purpose by regulations made 
on the recommendation of the Minister of Finance; 

Regulations: 2600-2607 (rules determining income earned: in the year in.a province). 
Interpretation Bulletins: IT-221R3: Determination of an individual’s residence sta- 
tus; IT-434R: Rental of real property by individual. 

‘province [para. 120(4)(b)]’’ — [Repealed under former. Act] 


“tax otherwise payable under this Part’? by an individual for a 
taxation year means the total of 


(a) the greater of 
(i) the individual’s minimum amount for the year determined 
under section 127.51, and 


(ii) the amount that, but for this section, would be the indivi- 
dual’s tax payable under this Part for the year if this Part 
were read without reference to 


(A) subsection 117(2.1), section 119, subsection 120.4(2) 
and sections 126, 127,.127.4,and 127.41, and 


(B) where the individual is a specified individual in rela- 
tion to the year, section 121 in its application to dividends 


881 


S. 120(4) tax 


included in computing the individual’s split income for 
the year, and 


(b) where the individual is a specified individual in relation to 
the year, the amount, if any, by which 


(i) 29% of the individual’s split income for the year 
exceeds 


(ii) the total of all amounts each of which is an amount that 
may be deducted under section 121 and that can reasonably 
be considered to be in respect of a dividend included in com- 
puting the individual’s split income for the year. 


Related Provisions: 117(1) — Tax payable under this Part. 


History: Cl. (a)(ii)(A) of the definition “tax otherwise payable under this Part” in sub- 
sec. 120(4) amended by 2007, c. 35, s. 40 to add “subsection 117(2.1),”, applicable to 
2008 et seq. 


Cl. (a)(ii)(A) of the definition “tax otherwise payable under this Part” in subsec. 120(4) 
amended by 2001, c. 17, subsec. 103(4), to add “section 119,”, applicable to 1996 et 
seq. except that, in its application to taxation years that end before 2000 [see para. (b) 
history below], subsec. (3) of the amending legislation shall be read as follows: 


(3) Paragraph (b) of the definition “tax otherwise payable under this Part” in 
subsection 120(4) of the Act is replaced by the following: 


(b) the amount that, but for this section and subsection 117(6), would be 
the tax payable under this Part by the individual for the year if this Part 
were read without reference to any of sections 119, 126, 127 and 127.4. 


The definition “tax otherwise payable under this Part” in subsec. 120(4) amended by 
2000, c. 19, subsec. 27(3), applicable to 2000 et seg. It formerly read: 


“tax otherwise payable under this Part” by an individual for a taxation year 
means the greater of 


(a) the amount, if any, by which the total of 


(i) the individual’s minimum amount for the year determined under sec- 
tion 127.51, and 


(ii) any amount required under subsection 120.1(2) to be added to the 
tax payable by the individual for the year under this Part, 


exceeds any amount that may be deducted under subsection 120.1(1) from 
the tax payable by the individual for the year under this Part, and 


(b) the amount that, but for this section and subsection 117(6), would be the 
tax payable under this Part by the individual for the year if this Part were 
read without reference to any of sections 126, 127 and 127.4. 


Para. (b) of the definition “tax otherwise payable under this Part” in subsec. 120(4) 
amended by 1999, c. 22, s. 43, applicable to 1998 et seq. 


(b) the amount that, but for this section and subsection 117(6), would be the tax 
payable under this Part by the individual for the year if the individual were not 
entitled to any deduction under any of sections 126, 127, 127.2 and 127.4. 


Selected Cases [s. 120]: Lemaire v. Canada, [1995] 1 C.T.C. 2844 (TCC) (Tax 
Court cannot grant relief from provincial taxation or order refund of provincial taxes 
deducted at source). 


Definitions [s. 120]: “amount” — 248(1); “Canada” — 255; “income earned in the 
year in a province” — 120(4); “income for the year” — 120(3); “individual” — 248(1); 
“minimum amount” — 127.51; “prescribed”, “non-resident” — 248(1); “province” — 
Interpretation Act 35(1); “regulation” — 248(1); “resident in Canada” — 250; “SIFT 
trust” — 122.1(1), (2), 248(1); “specified individual”, “split income” — 120.4(1), 
248(1); “tax otherwise payable” — 120(4); “tax payable” — 248(2); “taxable in- 
come” — 2(2), 248(1); “taxable SIFT trust distributions” — 122(3); “taxation year” — 
249; “taxpayer” — 248(1). 


1.T. Application Rules [s. 120]: 40(1), (2); 49(3). 


120.1 [Repealed] 


History [120.1]: S. 120.1 repealed by 2000, c. 19, s. 28, applicable to 1998 et seq. It 
formerly read: 


120.1 (1) Forward averaging credit— There may be deducted from the 
amount that would, but for this section, be the tax otherwise payable under this 
Part (other than the tax payable with respect to a return of income referred to in 
subsection 110.4(5)) by an individual for a taxation year an amount equal to the 
product obtained when 


(a) the amount specified in the individual’s election for the year under sub- 
section 110.4(2) and, where the individual’s legal representative has filed on 
the individual’s behalf an election under subsection (2) for the year, the indi- 
vidual’s accumulated averaging amount at the end of the year 


is multiplied by 
(b) the percentage referred to in paragraph 117(2)(c). 


(2) Year of death — Where an individual dies in a taxation year before 1998 
(and is resident in Canada at the time of death) and the individual’s legal repre- 
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sentative files with the individual’s return of income (other than a return of in- 
come referred to in subsection 110.4(5)) for the year an election in prescribed 
form on or before the day on or before which the return is required to be filed, — 
there shall be added to the amount that would, but for this section, be the indivi- 
dual’s tax payable for the year under this Part with respect to the return of in- 
come an amount equal to the amount, if any, by which 


(a) the total of the taxes that would have been payable by the individual 
under this Part for the three immediately preceding taxation years if the indi- 
vidual’s taxable income otherwise determined for each of those years were 
increased by '/3 of the individual’s accumulated averaging amount at the end 
of the year in which the individual died and if this Part were read without 
reference to sections 119 to 127,3 


exceeds 


(b) the total of the taxes that would have been payable by the individual 
under this Part for the three immediately preceding taxation years if this Part 
were read without reference to sections 119 to 127.3. 


(3) Deduction and additions — Each amount deducted or added under subsec- 
tion (1) or (2) in computing the tax payable under this Part by an individual for a 
taxation year shall, notwithstanding those subsections, be equal to the total of 


(a) the amount that would, but for this subsection, be determined for the year 
under subsection (1) or (2), as the case may be, and 


(b) an amount equal to that proportion of 52% of the amount referred to in 
paragraph (a) that 


(i) the individual’s income for the year, other than the individual’s in- 
come earned in the year in a province, 


is of 
(ii) the individual’s income for the year. 


(4) Presumption — Where the amount deductible by an individual under sub- 
section (1) exceeds the amount that would, but for that subsection, be the indivi- 
dual’s tax otherwise payable under this Part for the year, the excess shall be 
deemed to be an amount paid by the individual, on the day the individual was 
required to file the election under subsection 110.4(2), on account of the indivi- 
dual’s tax for the year under this Part. 


(5) Reduction — Notwithstanding subsection (4), the amount of the excess re- 
ferred to in that subsection shall be reduced by an amount equal to that propor- 
tion of 16.5% of the amount of the excess that 


(a) the individual’s income earned in the year in a province that, on January 
1, 1973, was a province providing schooling allowances (within the meaning 
of the Youth Allowances Act, chapter Y-1 of the Revised Statutes of Canada, 
1970) 


is of 
(b) the individual’s income for the year. 


(6) Individual not resident — Where an individual was not resident in Canada 
throughout the taxation years referred to in paragraph (2)(b), the amount deter- 
mined under that paragraph shall be equal to the amount that would have been so 
determined if the individual had been resident in Canada throughout those years 
and the individual’s incomes for those years had been from sources in Canada. 


(7) Application — This section does not apply to an individual described in sub- 
section (6) unless the individual’s legal representatives have, on or before the 
day on or before which they were required to file the individual’s return of in- 
come under this Part for the taxation year in which the individual died (or would 
have been required to file such a return had tax been payable by the individual 
under this Part for the year), filed a return of the individual’s income for each of 
the three taxation years referred to in paragraph (2)(b) in the same form and 
containing the same information as the return that the individual, or legal repre- 
sentatives, would have been required to file under this Part if the individual had 
been resident in Canada throughout each of those three years and if tax had been 
payable by the individual under this Part for each of those three years. 


(8) Amount required to be included — Where an amount is required by virtue 
of this section to be included in computing the individual’s tax otherwise payable 
under this Part for a taxation year, the references in subsection 120(1) and sec- 
tion 121 of this Act and subsection 120(3.1) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, to “the tax otherwise payable under this 
Part” shall be read as references to “the amount that would, but for section 120.1, 
be the tax otherwise payable under this Part”. 


That portion of para. 120.1(3)(b) preceding subpara. (i) amended by 1994, c. 7, Sch. II 
(1991, c. 49), s. 97, to substitute “52%” for “47%”, applicable to 1989 et seg. except 
that for the 1989 taxation year “52%” shall be read as “49.5%”. 


Selected Cases [s. 120.1]: Miller v. MNR, [1990] 2 C.T.C. 4 (FCTD); rev'd [1993] 
1 C.T.C. 269 (FCA) (Amendment of election permitted subsequent to filing). 


120.2 (1) Minimum tax carry-over — There may be deducted 
from the amount that, but for this section, section 120. and subsec- 
tion 120.4(2), would be an individual’s tax payable under this Part 
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for a particular taxation year such amount as the individual claims 
not exceeding the lesser of ' 


(a) the portion of the total of the individual’s additional taxes 
determined under subsection (3) for the: 7 taxation years imme- 
diately preceding the particular year that was not deducted in 
_ computing the individual’s tax payable under this Part for a tax- 
ation year preceding the particular year, and 
(b) the amount, if any, by which 
(i) the amount that, but for this section, section 120 and sub- 
section 120.4(2), would.be the individual’s tax payable under 
this Part for the particular year if the individual were not en- 
titled to any: deduction under any of sections 126, 127 and 
127.4 
exceeds 
(ii) the individual’s minimum amount for the particular year 
determined under section 127.51. 


Remission Orders: Vera Henderson Income Tax ‘Remission Order, P.C. 2008-983 
(remission “due to unintended results of the legislation”, provided the taxpayer makes 
no claim under 120.2(1)). 


Forms: T691: Alternative minimum tax. 
(2) [Repealed under former Act] 


(3) Additional tax determined — For the purposes of subsec- 
tion (1), additional tax of an individual for a taxation year is the 
amount, if any, by which 


(a) the individual’s minimum amount for the year determined 
under section 127.51 


exceeds the total of 


(b) the amount that, but for section 120 and subsection 120.4(2), 
would be the individual’s tax payable under this Part for the year 
if the individual were not entitled to any deduction under any of 
sections 126, 127 and 127.4, and 


Prop Petia — 120.2(3)(b). 


Kenan pase. income of minors. 


(c) that proportion of the amount, if any, ee which: 
(i) the individual’s special foreign tax credit for the year de- 
termined under section 127.54 

exceeds 
(ii) the total of all amounts deductible under section 126 from 
the individual’s tax for the year 

that 
(iii) the amount of the individual’s foreign taxes for the year 
within the meaning assigned by subsection 127.54(1) 

is of 
(iv) the amount that would be the individual’s foreign taxes 
for the year within the meaning assigned by subsection 
127.54(1) if the definition “foreign taxes” in that subsection 
were read without reference to “/3 of”. 

Related Provisions: 117(1) — Tax payable under this Part. 


(4) Where subsec. (1) does not apply — Subsection (1) does 
not apply in respect of an individual’s return of income filed under 
subsection 70(2), paragraph 104(23)(d) or 128(2)(f) or subsection 
150(4). 


S. 120.31(2)(b) 


History: Subsec: 120.2(4) amended by 2001, c. 17, s. 104, applicable to 1996 ef seg. 
Subsec. 120.2(4) formerly read: 


(4) Subsection (1) does not apply in respect of 


(a) an individual’s return. of income filed under subsection 70(2), paragraph 
104(23)(d) or 128(2)(f) or subsection 150(4); or 


-.(b) a taxation year of an individual in respect of which .the individual has 
made an election under section 119. 


The opening words of subsec. 120.2(1), subpara. 120.2(1)(b)(i) and para. 120.2(3)(b) 
amended by 2000, c. 19, subsecs. 29(1)-(3), applicable to 2000 et seg. The opening 
words, the subpara. and para. formerly read: 


(1) There may be deducted from the amount that, but for this section ‘and sec- 
tions 120 and 120.1, would be the tax payable under this Part by an individual 
for a particular taxation year such amount as the individual may claim not ex- 
ceeding the lesser of 


(i) the amount that, but for this section, subsection 117(6), sections 120 and 
120.1, would be the individual’s tax payable under this Part for the particular 
year if the individual were not entitled to any deduction under any of sections 
126, 127 and 127.2 to 127.4 


(b) the amount that, but for subsection 117(6) and sections 120 and 120.1, would 
be’ the tax payable by the individual under this Part for the year if the individual 
were not entitled to-any deduction under any of sections 126, 127 and) 127.2 to 
127.4, and 


Para. 120.2(4)(a) amended by 1998, c. 19, s. 137, applicable to, taxation years that be- 
gin after April 26, 1995. Para. 120.2(4)(a) formerly read: 


(a) a return of income of an individual filed under subsection 70(2), paragraph 
104(23)(d) or 128(2)(e) or subsection 150(4); or 


Selected Cases [s. 120.2]: Netupsky v. Canada, [1995] 1 C.T.C. 2321 (TCC) 
(Alternative minimum tax not unconstitutional). 


Definitions [s. 120.2]: “amount”, “individual” — 248(1); “minimum amount” — 
127.51; “tax payable” — 248(2); “taxation year” — 249. 


120.3 CPP/QPP. disability [or other] benefits for previous 
years — There shall be added in computing an individual’s tax 
payable under this Part for a particular taxation year:the total of all 
amounts each of which is the amount, if any, by which 


(a) the amount that would have been the tax payable under this 
Part by the individual for a preceding taxation year if that por- 
tion of any amount not included in computing the individual’s 
income for the particular year because of subsection 56(8) and 
that relates to the preceding year had been included in comput- 
ing the individual’s income for the preceding year 

exceeds 
(b) the tax payable under this Part by the individual for the pre- 
ceding year. 

Related Provisions: 120.31 — Lump-sum payment averaging. 

History: S. 120.3 added by 1994, c. 7, Sch. IL (1991, c. 49), s, 98, applicable to 1990 et 

seq. 


Definitions [s. 120.3]: “amount”, 
“taxation year’ — 249. 


Remission Orders: Rosa Amorim Remission Order, P.C. 2009-1224 (remission of 
tax, interest and penalty incurred due to CRA’s incorrect calculation under 120.3). 


“individual” — 248(1); “tax payable” — 248(2); 


120.31 Lump-sum_ payments [averaging] — (1) _Defini- 
tions — The definitions in subsection 110.2(1) apply in this 
section. 


(2) Addition to tax payable — There shall be added in comput- 
ing an individual’s tax payable under this.Part for a particular taxa- 
tion year the total of all amounts each of which is the amount, if 
any, by which 
(a) the individual’s notional tax payable for an eligible taxation 
year to which a specified portion of a qualifying amount re- 
ceived by the individual relates and in respect of which an 
amount is deducted under section 110.2 in computing the indivi- 
dual’s taxable income for the particular year 


exceeds 


(b) the individual’s tax payable under this Part for the eligible 
taxation year. 
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Forms: T1198: Statement of qualifying retroactive lump-sum payment. 


(3) Notional tax payable — For the purpose of subsection (2), an 
individual’s notional tax payable for an eligible taxation year, cal- 
culated for the purpose of computing the individual’s tax payable 
under this Part for a taxation year (in this subsection referred to as 
“the year of receipt’) in which the individual received a qualifying 
amount, is the total of 


(a) the amount, if any, by which 


(i) the amount that would be the individual’s tax payable 
under this Part for the eligible taxation year if the total of all 
amounts, each of which is the specified portion, in relation to 
the eligible taxation year, of a qualifying amount received by 
the individual before the end of the year of receipt, were ad- 
ded in computing the individual’s taxable income for the eli- 
gible taxation year 


exceeds 


(ii) the total of all amounts each of which is an amount, in 
respect of a qualifying amount received by the individual 
before the year of receipt, that was included because of this 
paragraph in computing the individual’s notional tax payable 
under this Part for the eligible taxation year, and 


(b) where the eligible taxation year ended before the taxation 
year preceding the year of receipt, an amount equal to the 
amount that would be calculated as interest payable on the 
amount determined under paragraph (a) if it were so calculated 


Proposed Amendment — 120.31(3)(b) ns agp 
- words 


(b) if the eligible taxation year ended before the taxation year 
preceding the year of receipt, an amount equal to the amount 
that would be calculated as interest payable on the amount, if 
any, by which the amount determined under paragraph (a) in 


respect of the eligible taxation year exceeds the taxpayer’s tax — 


payable under this Part for that year, if the amount that would 


be calculated as interest payable on that excess were calculated — 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 73, will 
amend the opening words of para. 120.31(3)(b) to read as above, egies to ”~ 
et seq. 


Technical Notes (July 2010): Section 120. 31 ateiviaes for the palctilatin of the 
tax payable on certain lump-sum payments. The amount of the tax is equal to the 
total of the additional taxes that would be payable for each relevant taxation year if 
the portion of the lump-sum payment that relates to that Preceding year were added 
to the individual’s taxable income for that year. 


A notional amount of interest (using the rate of interest’ on tax refunds applicable to 
the relevant period) is added to the additional tax to take into account the fact that the 
calculation of the tax on the lump-sum payment should reflect not only the additional — 
tax that would have been payable had the payment been received on an on-going © 
basis, but also the fact that this additional tax was not paid during those preceding 
years. : 


The amendment to paragraph 120.31(3)(b) clarifies that the notional amount of inter- 
est is calculated on the amount of the additional tax for each relevant previous year 
and not on the whole tax payable for that year. This amendment applies to the 1995 
and subsequent taxation years. 


(i) for the period that Sree on May | of the year following 
the eligible taxation year and that ended immediately before 
the year of receipt, and 


(ii) at the prescribed rate that is applicable for the purpose of 
subsection 164(3) with respect to the period. 
Regulations: 4301(b) (prescribed rate of interest). 
History: S. 120.31 added by 2000, c. 19, s. 30, applicable to 1995 et seg. and, notwith- 
standing subsecs. 152(4) to (5), any assessment of an individual’s tax payable under the 


Act for any taxation year that ended before 1999 shall be made as is necessary to take 
into account the application of s. 120.31. 


Definitions [s. 120.31]: “amount” — 248(1); “eligible taxation year” — 110.2(1), 
120.31(1); “individual” — 248(1); “notional tax payable” —120.31(3); . “pre- 
scribed” — 248(1); “qualifying amount”, “specified portion” — 110.2(1), 120.31(1); 
“taxable income” — 248(1); “taxation year’ — 249; “year of receipt” — 120.31(3). 


120.4 Tax on split income [Kiddie tax] — (1) Definitions — 
The definitions in this subsection apply in this section. 
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“excluded amount”, in respect of an individual for a taxation year, 
means an amount that is the income from a property acquired by or 
for the benefit of the individual as a consequence of the death of 


(a) a parent of the individual; or 
(b) any person, if the individual is 


(i) enrolled as a full-time student during the year at a post- 
secondary educational institution (as defined in subsection 
146.1(1)), or 


(ii) an individual in respect of whom an amount may be de- 
ducted under section 118.3 in computing a taxpayer’s tax 
payable under this Part for the year. 


Related Provisions: 248(8) — Occurrences as a consequence of death. 


“specified individual’, in relation to a taxation year, means an in- 
dividual who 


(a) had not attained the age of 17 years before the year; 
(b) at no time in the year was non-resident; and 


(c) has a parent who is resident in Canada at any time in the 
year. 


Related Provisions: 248(1)“specified individual” — Definition applies to entire 
Act. 


“split income”’, of a specified individual for a taxation year, means 
the total of all amounts (other than excluded amounts) each. of 
which is 
(a) an amount required to be included in computing the indivi- 
dual’s income for the year 


(1) in respect of taxable dividends received by the individual 
in respect of shares of the capital stock of a corporation 
(other than shares of a class listed on a designated stock ex- 
change or shares of the capital stock of a mutual fund corpo- 
ration), or 


(ii) because of the application of section 15 in respect of the 
ownership by any person of shares of the capital stock of a 
corporation (other than shares of a class listed on a desig- 
nated stock exchange), 


(b) a portion of an amount included because of the application of 
paragraph 96(1)(f) in computing the individual’s income for the 
year, to the extent that the portion 


(i) is not included in an amount described in paragraph (a), 
and 


(ii) can reasonably be considered to be income derived from 
the provision of goods or services by a partnership or trust to 
or in support of a business carried on by 


Proposed Amendment — 120.4(1)“split 
income”(b)(ii) opening words _ 


(ii) can reasonably be considered to be income ‘derived 
from the provision of property or services by a partnership 
or trust to, or in support of, a business carried on by 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 74(1), 
will amend the opening words of subpara. (b)(ii) of the definition “split income” in 
subsec. 120.4(1) to read as above, applicable in computing split income of a specified 
individual for taxation years that begin after December 20, 2002, other than in com- 
puting an amount included in that income that is from a trust or partnership for a 
taxation year or fiscal period of the trust or Laletgcs that began before December 
21, 20027 


Technical Notes (July 2010): Section 120.4 provides a special 29% tax i 
ble to certain passive income of individuals under the age of 18. These tax on split 
income rules were first proposed in the 1999 Budget Plan. At the time, the Govern- 
ment indicated that it “would monitor the effectiveness of this targeted measure, and 
may take appropriate action if new income-splitting techniques develop”. 

The expression “split income” describes the type of income to which this measure 
applies. oe 


Among other things, split income of an individual includes all amounts (other than 
excluded amounts) required to be included in the individual’s income in respect of 
partnership or trust income if the source of the income is the provision of goods or — 
services by the partnership or trust to, or in support of, a business carried on by 


* a person who is related to the individual, 
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he phrase “goods or or services” in the English version of ‘ 
AUS OMO | in the febnition | nee income’ is replaced a the ae “property 


specified individual fort taxation years that begin after sisted 20, 2002, other sree 
d in that i income that i is fi ma trust or partnership for — 


(A) a person iho is  telarat to “the individual at any time 
in the year, 


(B) a corporation of which a person who is felateéd to the 
individual is a specified shareholder at any time in the 
year, or 


(C) a professional corporation of which a person related 
to the individual is a shareholder at any time in the year, 
or . 


(c) a portion of an amount included because of the application of 
subsection 104(13) or 105(2) in respect of a trust (other than a 
mutual fund trust) in computing the individual’s income for the 
year, to the extent that the portion 


(i) is not included in an amount described in paragraph (a), 
and 


(ii) can reasonably be considered 


(A) to be in respect of taxable dividends received in re- 
spect of shares of the capital stock of a corporation (other 
than shares of a class listed on a designated stock ex- 
change or shares of the capital stock of a mutual fund 
corporation), 


(B) to arise because of the application of section 15 in 
respect of the ownership by any person of shares of the 
capital stock of a corporation (other than shares of a class 
listed on a designated stock exchange), or 


(C) to be income derived from the provision of goods or 
services by a partnership or trust to or in support of a bus- 
iness carried on by 


press me! OHI) _ - 120 AC) splits 


21, 2002. - 


. : 
Technical Notes oy 2010): Sep under 120 ACL ‘split, incom 
vee apove. 


(I) a person who is related to the individual at any time 
in the year, 
(ID) a corporation of which a person who is related to 
the individual is a specified shareholder at any time in 
the year, or 


(III) a professional corporation of which a person re- 
lated to the individual is a shareholder at any time in 
the year. 
Related Provisions: 20(1)(ww) — Split income deducted from income for regular 
tax purposes; 56(5), 74.4(2)(g), 74.5(13) — Attribution rules do not apply to split in- 
come; 108(5) — Split income paid out by trust to beneficiary retains its characteristics; 
120.4(2) — Tax on split income; 248(1)“split income” — Definition applies to entire 
Act. 


S. 121 


History: Subparas. (a)(i), (ii) and cls. (c)(ii)(A) and (B) of the definition “split in- 
come” in subsec. 120.4(1) amended to substitute “designated stock exchange” for “pre- 
scribed stock exchange” by 2007, c. 35, para. 68(2)(j), applicable after December 13, 
2007. 


S. 120.4 added by 2000, c. 19, s. 30, applicable to 2000 et seq. 
Forms: T1206: Tax on split income. 


(2) Tax on split income — There shall be added to a specified 
individual’s tax payable under this Part for a taxation year 29% of 
the individual’s split income for the year. 

Related Provisions: 20(1)(ww) — Split income deducted from income for regular 
tax purposes; 120.2(1), 120.2(1)(b)(i) — No AMT carryover allowed against split-in- 
come tax; 120.4(3) — Minimum amount of income-splitting tax; 127.5 — Alternative 
minimum tax cannot be less than split-income tax; 160(1.2) — Parent jointly liable 
with child for tax. 


Forms: T1206: Tax on split income. 


(3) Tax payable by a specified individual — Notwithstanding 
any other provision of this Act, where an individual is a specified 
individual in relation to a taxation year, the individual’s tax payable 
under this Part for the year shall not be less than the amount by 
which 


(a) the amount added under subsection (2) to the individual’s tax 
payable under this Part for the year 


exceeds 
(b) the. total of all amounts each of which is an amount that 


(i) may be deducted under section 121 or 126 in computing 
the individual’s tax payable under this Part for the year, and 


(ii) can reasonably be considered to be in respect of an 

amount included in computing the individual’s split income 

for the year. 
History: S. 120.4 added by 2000, c. 19, s. 30, applicable to 2000 et seq. 
Definitions [s. 120.4]: “amount”, “business” — 248(1); “consequence. of. the 
death” — 248(8); “corporation” — 248(1), Interpretation Act 35(1); “designated stock 
exchange” — 248(1), 262; “excluded amount’ — 120.4(1); “individual” — 248(1); 
“mutual fund corporation” — 131(8), 248(1); “mutual fund trust” — 132(6)-(7), 
132.2(1)(q) [to be’ repealed], 132.2(3)(n) [draft], 248(1); “non-resident” —248(1); 
“parent” — 252(2)(a); “person” — 248(1); “post-secondary educational institution” — 
146.1(1); “prescribed” — 248(1); “professional corporation”, “property” — 248(1); 
“related” —251(2)-(6); “resident in Canada’»— 250; “share”, “shareholder” — 
248(1); “specified individual” — 120.4(1), 248(1); “specified shareholder” — 248(1); 
“split income” — 120.4(1), 248(1); “taxable dividend” — 89(1), 248(1); “taxation 
year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), @). 


121. Deduction for taxable dividends [dividend tax 
credit] — There may be deducted from the tax otherwise payable 
under this Part by an individual for a taxation year the total of 
(a) 7 of the amount, if any, that is required by subparagraph 
82(1)(b)(i) to be included in computing the individual’s income 
for the year; and 
(b) the product of the amount, if any, that is required by subpara- 
graph 82(1)(b)(Gi) to be included in computing the individual’s 
income for the year multiplied by 
(i) for the 2009 taxation year, '"/is, 
(i1) for the 2010 taxation year, !/17, 
(iii) for the 2011 taxation year, '/23, and 
(iv) for taxation years after 2011, /i1. 


Related Provisions: 82(2) — Dividends deemed received by taxpayer; 117(1) — 
Tax payable under this Part; 118.92 — Ordering of credits. 
History: Para. 121(b) amended by 2008, c. 28, s. 17, applicable to 2009 et seq. It 
formerly read: 
(b) 'Yis of the amount, if any, that is required by subparagraph 82(1)(b)(i) to be 
included in computing the individual’s income for the year. 


S. 121 amended by 2007, c. 2, s. 48, applicable to dividends paid after 2005. It for- 
merly read: 


121. There may be deducted from the tax otherwise payable under this Part by an 
individual for a taxation year */; of any amount that is required by paragraph 
82(1)(b) to be included in computing the individual’s income for the year. 


Definitions [s. 121]: “amount”, “individual” — 248(1); “taxation year” — 249. 
1.T. Application Rules: 40(1), (2). 
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S. 121 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-295R4: Taxable dividends received after 1987 by spouse; IT-379R: Em- 
ployees profit sharing plans — allocations to beneficiaries; IT-524: Trusts — flow- 
through of taxable dividends to a beneficiary after 1987. 


122. (1) Tax payable by inter vivos trust — Notwithstanding 
section 117, the tax payable under this Part for a taxation year by an 
inter vivos trust is the total of 


(a) 29% of its amount taxable for the taxation year, and 


(b) if the trust is a SIFT trust for the taxation year, the positive 
or negative amount determined by the formula 


AXB 
where 
A is the positive or negative decimal fraction determined by the 
formula 
C+D-E 
where 


C is the net corporate income tax rate in respect of the SIFT 
trust for the taxation year, 


D is the provincial SIFT tax rate of the SIFT trust for the 
taxation year, and 


E is the decimal fraction equivalent of the percentage rate of 
tax provided in paragraph (a) for the taxation year, and 


is the SIFT trust’s taxable SIFT trust distributions for the tax- 
ation year. 


Related Provisions: 104(2) — Multiple trusts can be considered as one, to prevent 
multiplication of low rate of tax for testamentary trusts; 117(2)— Amount taxable; 
120(3)(d) — SIFT trust distribution not taxed provincially; 122(1.01) — Credit to trust 
for negative tax under 122(1)(b); 122(2) — Exception; 197(2) — Taxation of SIFT 
partnership distributions. 


B 


History: The description of D in the description of A in para. 122(1)(b) amended to 
substitute “tax rate of the SIFT trust” for “tax factor”, by 2008, c. 28, subsec. 18(1), 
applicable to 2009 et seq., except that it also applies for a SIFT trust’s earlier taxation 
year if the definition “provincial SIFT tax rate” in subsec. 248(1), as amended, applies 
to that earlier taxation year. 

Subsec. 122(1) amended by 2007, c. 29, subsec. 12(1), deemed to have come into force 
on October 31, 2006. It formerly read: 


(1) Notwithstanding section 117, the tax payable under this Part by an inter vivos 
trust on its amount taxable for a taxation year shall be 29% of its amount taxable 
for the year. 


Selected Cases [subsec. 122(1)]: Robinson (Trustee of) v. R., [1998] 1 C.T.C. 272 
(FCA) (Limited partner nevertheless carries on the business of the partnership). 


Interpretation Bulletins: IT-83R3: Non-profit organizations — taxation of income 
from property. 


(1.1) Deductions [personal credits] not permitted [to 
trust] — No deduction may be made under section 118 in comput- 
ing the tax payable by a trust for a taxation year. 


Interpretation Bulletins: IT-83R3: Non-profit organizations — taxation of income 
from property; IT-406R2: Tax payable by an inter vivos trust. 


(2) Where subsec. (1) does not apply [grandfathering] — 
Subsection (1) is not applicable for a taxation year of an inter vivos 
trust other than a mutual fund trust if the trust 


Proposed Amendment — 122(2) opening words 


(2) Where subsec. (1) does not apply — Subsection (1) does 
not apply for a taxation year of an inter vivos trust thats is nota 
mutual fund trust and that 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 75, will 
amend the opening words of subsec. 122(2), applicable to trust taxation years that 
begin after 2002. 


Technical Notes (July 2010): Subsection 122(1) das that, instead of aida 
ated income tax rates, inter vivos trusts are generally subject to top marginal rates of 
income tax on their undistributed income. Subsection 122(2), which does not apply 
to mutual fund trusts, permits graduated income tax rates for certain inter vivos trusts 
established before June 18, 1971. One of the conditions for an inter vivos trust con- 
tinuing to qualify for graduated income tax rates is that it not receive any ine after 
June 18, 1971. 


Income Tax Act, Part I, Division E 


The opening words of subsection 122(2) are amended to modernize the jane and | 
to clarify its intended scope. 


(a) was established before June 18, 1971; 


= | 


(b) was resident in Canada on June 18, 1971 and without inter- | 


ruption thereafter until the end of the year; 

(c) did not carry on any active business in the year; 

(d) has not received any property by way of gift since June 18, 
1971; 


Proposed Addition — 122(2)(d. i: 


was made after June 22, 2000; 


pe ee The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), s. 
12, will add para. 122(2)(d.1), applicable to trust taxation years that begin after 2002. 


Technical Notes (Sept. 10, 2010): Paragraph 122(2)(d.1) is introduced so that _ 
the graduated income tax rates cease to apply to a trust in the event that, after June _ 


22, 2000, a “contribution” is made to the trust. For this purpose, the expression “con- 
tribution” 
section 94 encompasses more than gifts and loans from arm’s length parties, it ex- 


cludes most arm’s length transactions. Generally, a contribution will result in an in- 


crease in the value of the trust’s assets or a decrease in the trust’s liabilities. 


(e) has not, after June 18, 1971, incurred 

(1) any debt, or 

(11) any other obligation to pay an amount, 
to, or guaranteed by, any person with whom any beneficiary of 
the trust was not dealing at arm’s length; and 


(f) has not received any property after December 17, 1999, 
where 
(i) the property was received as a result of a transfer from 
another trust, 
(ii) subsection (1) applied to a taxation year of the other trust 
that began before the property was so received, and 
(iii) no change in the beneficial ownership of the property 
resulted from the transfer. 


Related Provisions: 127.53(1)(b) — Trust under’ 122(2) has $40,000 exemption 
from minimum tax. 


History: Para. 122(2)(f) added by 2001, c. 17, s. 105, applicable to 1999 et seq. 


Interpretation Bulletins: IT-381R3: Trusts — capital gains and losses and the flow- 
through of taxable capital gains to beneficiaries; IT-406R2: Tax payable by an inter 
vivos trust. 


(3) Definitions — The following definitions apply in this section. 


“non-deductible distributions amount” for a taxation year has the 
meaning assigned by subsection 104(16). 


“taxable SIFT trust distributions”, of a SIFT trust for a taxation 


year, means the lesser of 
(a) its amount taxable for the taxation year, and 
(b) the amount determined by the formula 


A/(1 —(B + C)) 
where 
A is its non-deductible distributions amount for the taxation 
year, 


B is the net corporate income tax rate in respect of the SIFT 
trust for the taxation year, and 


C is the provincial SIFT tax rate of the SIFT trust for the taxa- 
tion year. 
Related Provisions: 117(2) — Amount taxable. 


History: The description of C in the definition “taxable SIFT trust distributions” in 
subsec. 122(3) amended to substitute “tax rate of the SIFT trust” for “tax factor” by 
2008, c. 28, subsec. 18(2), applicable to 2009 et seq., except that it also appies for.a 
SIFT trust’s earlier taxation year if the definition “provincial SIFT tax rate” in subsec. 
248(1), as amended, applies to that earlier taxation year. 


Subsec. 122(3) added by 2007, c. 29, subsec. 12(2), deemed to have come into force on 
October 31, 2006. 
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is defined in new section 94. Although the definition “contribution” in new _ 


; 


| 


& 


(d.1) was not a trust to which a contribution (as defined by | 
section 94 as it reads for taxation “her at one after 2006)" : 


Subdivision a— Computation of Tax: Individuals 


Definitions [s. 122]: “allowable capital loss” — 38(b), 248(1); “amount” — 248(1); 
“amount taxable” —117(2); “balance-due. day”, “business” — 248(1); “beneficial 
ownership” — 248(3); “Canada” — 255; “contribution” — 94(1); “inter vivos trust” — 
108(1), 248(1); “months specified” — 122.5(4); “mutual fund trust’ — 132(6)-(7), 
- 2(1)(@) [to be repealed], 132.2(3)(m) [draft]; 248(1); “net corporate income tax 
— 248(1); “non-deductible distributions amount” — 104(16), 122(3); “person”, 
cs “provincial SIFT tax rate” —248(1); “resident. in. Canada” — 
94(3)(a)(vili), 250; ““SIFT trust” — 122.1(1), (2), 248(1); “tax payable” — 248(2); 
“taxable capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxable 
SIFT trust distributions” — 122(3); “taxation year” — 249; “trust” — 104(1), 248(1), 
(3): 
Information Circulars [s. 122]: 78-5R3: Communal organizations. 


122.1 (1) Definitions — The following definitions apply in this 
section and in sections 104 and 122. 


Siueh ae may caclude a ae a a ee Gein 
to be severed for the ownership and use of an anchor tenant, where the holdin, of 
such property is _ ng incidental to the holding of the ‘commercial 
development. : 

Dept. of Finance: | news: spidane) 2010-125, Dec. 16, 2010; ‘Se 
122.1(1)“real estate investment trust”(a). oo / — 


S..122.1(1). gro 


“entity” means a corporation, trust or partnership. 


“equity”, of an entity, means 


(a) if the entity is a corporation, a share of the capital stock of 
the corporation; 


(b) if the entity is a trust, an income or capital interest in the 
trust; 


(c) if the entity is a partnership, an interest as a member of the 
partnership; 


_ (d) a liability of the entity (and, for purposes of the definition 
“publicly-traded liability” in this section, a security of the entity 
that is a liability of another entity) if 


(i) the liability is convertible into, or exchangeable for, eq- 
uity of the entity or of another entity, or 
(ii) any amount paid or payable in respect of the liability is 
contingent or dependent on the use of or production from 
property, or is computed by reference to revenue, profit, cash 
flow, commodity price or any. other similar criterion or by 
reference to dividends, paid or payable to shareholders of any 
class of shares of the capital stock of a corporation, or to in- 
come or capital paid or payable to any member of a partner- 
ship or beneficiary under a trust; and 
(e) a right to, or to acquire, anything described in this paragraph 
and any of paragraphs (a) to (d). 
History: The definition “equity” added to subsec. 122.1(1) by 2009, c. 2, subsec. 
36(8), deemed to have come into force on October 31, 2006. 


“equity value’’, of an entity at any time, means the total fair market 
value at that time of 


(a) if the entity is a corporation, all of the issued and outstanding 
shares of the capital stock of the corporation; 


(b) if the entity is.a trust, all of the income or capital interests in 
the trust; or 
(c) if. the entity is a partnership, all of the interests in the 
partnership. 
“excluded subsidiary entity’’, for a taxation year, means an entity 
none of the equity of which is at any time in the taxation year 


(a) listed or traded on a stock exchange or other public market; 
nor . 


(b) held by any person or partnership other than 
(i) a real estate investment trust, 
(11) a taxable Canadian corporation, 
Oy a SIFT trust (determined without reference to subsection 
)s 


(iv) a SIFT partnership (determined without reference to sub- 
section 197(8)), or 


(v) an excluded subsidiary entity for the taxation year. 


Related Provisions: 122.1(1)SIFT trust’ — Excluded subsidiary entity is not a 
SIFT trust. 


History: The definition “excluded subsidiary entity” added‘to subsec. 122.1(1): by: 
2009, c. 2, subsec. 36(8), deemed to have come into force on October 31, 2006. 


opos od Add ition 122. 1(1)“gross_ REIT revenue” 


gross RE revenue”, ‘of an entity for a taxation year, means 
the a of i anos on 4a ween t gC 


“yea per | ing 
‘the, entity in computing | the thre s siinonin). » rk entity 0 Off 
-erwise than as: or on account of capital; or — _ 

ya capital gain of the entity for the taxation year. 


Application: The December 16, 2010 draft legislation (REITs), subsec. 1(9), will 
add the definition “gross REIT revenue” to subsec. 122.1(1), applicable to 2011 er 
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seq., and earlier if an election is made for all these ene eas to apply earlier (see 
Application note to 122.1(1)“eligible resale property”). 


Technical Notes: The new definition “gross REIT revenue” applies for purposes 
of the definition “real estate investment trust”. The new definition clarifies that the 
concept of revenue in the context of REITs is comprised of gross receipts and receiv-" 
ables as well as capital gains. Accordingly, proceeds of disposition that are not in- 
cluded in capital gains, such as recapture, are not intended to be included in ‘gross 
REIT revenue. 


Dept. of Finance news release 2010-125, Dec. 16, 2010: See under 
122.1(1)“real estate investment trust’’(a). 


Related Provisions: 122.1(1.1), (1.2) — Look-through rule. 


“investment”, in a trust or partnership, 

(a) means 
(i) a property that is a security of the trust or partnership, or 
(ii) a right which may reasonably be considered to replicate a 
return on, or the value of, a security of the trust or partner- 
ship; but 

(b) does not include 
(i) an unaffiliated publicly-traded liability of the trust or part- 
nership, nor 
(ii) regulated innovative capital. 


History: The definition “investment” in subsec. 122.1(1) amended by 2009, c. 2, sub- 

sec. 36(1), deemed to have come into force on’ October 31, 2006. It formerly read: 
“investment”, in a trust or partnership, means 

(a) a property that is a security of the trust or partnership; or 


(b) a right which may reasonably be considered to replicate a return on, or 
the value of, a security of the trust or partnership. 


‘non-portfolio earnings’, of a SIFT trust for a taxation year, 
means the total of 


(a) the amount, if any, by which 
(i) the total of all amounts each of which is the SIFT trust’s 
income for the taxation year from a business carried on by it 
in Canada or from a non-portfolio property, other than in- 
come that is a taxable dividend received by the SIFT trust, 
exceeds 
(ii) the total of all amounts each of which is the SIFT trust’s 
loss for the taxation year from a business carried on by it in 
Canada or from a non-portfolio property, and 
(b) the amount, if any, by which 
(i) the total of 
(A) all taxable capital gains of the SIFT trust from dispo- 
sitions of non-portfolio properties during the taxation 
year, and 
(B) one-half of the total of all amounts each of which is 
deemed under subsection 131(1) to be a capital gain of 
the SIFT trust for the taxation year in respect of a non- 
portfolio property of the SIFT trust for the taxation year 
exceeds 


(ii) the total of the allowable capital losses of the SIFT trust 
for the taxation year from dispositions of non-portfolio 
properties during the taxation year. 

Related Provisions: 197(1)‘non-portfolio earnings’ — Parallel definition for SIFT 

partnerships; 197(3) — Ignore 96(1.11) when applying definition to partnerships. 

1.T. Technical News: 38 (definition of “non-portfolio earnings”). 


‘“non-portfolio property” of a trust or partnership for a taxation 
year means a property, held by the trust or partnership at any time 
in the taxation year, that is 


(a) a security of a subject entity (other than a portfolio invest- 
ment entity), if at that time the trust or partnership holds 


(i) securities of the subject entity that have a total fair market 
value that is greater than 10% of the equity value of the sub- 
ject entity, or 


(ii) securities of the subject entity that, together with all of 
the securities that the trust or partnership holds of entities af- 


Income Tax Act, Part I, Division E 


filiated with the subject entity, have a total fair market value 
that is greater than 50% of the equity value of the trust or 
partnership; 


(b) a Canadian real, immovable or resource property, if at any 
time in the taxation year the total fair market value of all proper- 
ties held by the trust or partnership that are Canadian real, im- 
movable or resource properties is greater than 50% of the equity 
value of the trust or partnership; or 


(c) a property that the trust or partnership, or a person or partner- 
ship with whom the trust or partnership does not deal at arm’s 
length, uses at that time in the course of carrying on a business 
in Canada. 
Related Provisions: 122.1(1)“SIFT trust” — Real estate investment trust excluded 
from SIFT rules; 248(1)“non-portfolio property” — Definition applies to entire Act. 
History: The opening words of para. (a) of the definition “non-portfolio property” in 
subsec. 122.1(1) amended by 2009, c. 2, subsec. 36(2), deemed to have come into force 
on October 31, 2006. The opening words formerly read: 


(a) a security of a subject entity, if at that time the trust or partnership holds 


“portfolio investment entity” at any time means an entity that 
does not at that time hold any non-portfolio property. 


History: The definition “portfolio investment entity” added to subsec. 122.1(1) by 
2009, c. 2, subsec. 36(8), deemed to have come into force on October 31, 2006. 


‘public market” includes any trading system or other organized 
facility on which securities that are qualified for public distribution 
are listed or traded, but does not include a facility that is operated 
solely to carry out the issuance of a security or its redemption, ac- 
quisition or cancellation by its issuer. 


Related Provisions: 248(1)“public market” — Definition applies to entire Act. 


‘publicly-traded liability”, of an entity, means a liability that is a 
security of the entity, that is not equity of the entity and that is listed 
or traded on a stock exchange or other public market. 


History: The definition “publicly-traded liability” added to subsec. 122.1(1) by 2009, 
c. 2, subsec. 36(8), deemed to have come into force on October 31, 2006. 


“qualified REIT property” of a trust means a property, held by 
the trust, that is 


(a) a real or immovable property; 


(b) a security of a subject entity, if the entity derives all or sub- 
stantially all of its revenues from maintaining, improving, leas- 
ing or managing real or immovable properties that are capital 
properties of the trust or of an entity of which the trust holds a 
share or an interest, including real or immovable properties that 
the trust, or an entity of which the trust holds a share or an inter- 
est, holds together with one or more other persons or 
partnerships; 


(Bee Amendment — 122. Me Seats REIT 
property” before (c) 


“qualified REIT property” of a trust means a a property, 
oe — thats is at b tha time” 


trust node a share or an interest, nan rare or immov- - 
able properties that the trust, or an entity of which the trust — 
_ holds a share or an interest, holds together: wie one or more zt 
other persons or partnerships, or 4 


(ii) eligible resale properties of an entity (ther than the 
trust) described in subparagraph (@);, > 
Application: The December 16, 2010 draft legislation (REITs), subsec. 1(1), will — 


amend the portion of the definition “qualified REIT property” in subsec. 122.1(1) — 
before para. (c) to read as above, applicable to 2011 et seq., and earlier if an election — 
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Subdivision a Computation of Tax: Individuals 


is ‘made for all these -amendments | to mie earlier nes a ‘note to 
122.1(1)“eligible resale property”). y 

Technical Notes: The definition ‘qualified REIT ae tel in ae ouisiog 
whether a trust is a REIT for purposes of the SIFT rules. In order to qualify as a 
REIT, a trust cannot hold any non-portfolio property other than qualified REIT 
property. 

The existing definition ‘ ‘qualified REIT property Mesctibed four types of property. 


The second type of qualified REIT property, described in paragraph (b) of the defini- D 
tion “qualified REIT property”, consists of securities of a subject entity that derives 


all or substantially all of its revenues from maintaining, improving, leasing or manag- 


ing real or immovable properties that are capital a of the trust or of an —, y 


of which the trust holds a share or an interest. 


The description of this type of qualified REIT property is amended to Jexiend oe | 


fied REIT property status to shares of a subject entity that derives all or substantially ; 


all of its revenues from maintaining, improving, leasing or managing real or immov- _ 


able property that is either capital property, or eligible resale property, of the trust or 
of an entity of which the trust holds a share or an interest. Paragraph (a) of ‘ “qualified 
REIT property” is consequently amended to apply only i in oe of real or. fe AMOVE 
able property that is capital property of the trust. . 


These amendments are intended to allow for the occasional holding iy a REIT or its” 
subsidiary of non-capital property which is contiguous to the capital property de- 
scribed above, as well as necessary an incidental to the holding of that capital pro- 
perty. For more detail, see the Se on ve new definition ‘ age tesaie 


property”. 


The fourth type of qualified REIT p perty i is property tha is ancillary t to ‘the earning _ 


by the trust of rent from real or immovable properties and capital gains from disposi- 
tions of real or immovable properties. For example, a REIT can hold office furniture 


and computers that are ancillary to its operations. The _ description of this type of — 


qualified REIT property is ‘amended to clarify that ae mind personal Lainie 
can qualify as ancillary in this regard. | 


Further to the above amendment, as part of the One of Ciel Tessa, - 
the Government has undertaken to review all its legislation where provincial law — 


concepts are found in order to reflect appropriately the common law and the civil 
law, in both official languages. As. a result, the French version of the legislation is 
amended to add the term “bien personnel tangib e” in order to reflect the common — 
law, and the English version of the legislation is amended » es ba term ae 
moveable property” in order to reflect the civil daw. 


Dept. of Finance news release 2010-125, Dec. 16, 2010: 8 
122.1(1) real estate investment trust”(a). - 


(c) a security of a subject entity, if the He holds no property 


other than 


(i) legal title to real or immovable property of the trust or of 
another subject entity all of the securities of which are held 
by the trust (including real or immovable property that the 
trust or the other subject entity holds together with one or 


more other persons or partnerships), and 
(ii) property described in paragraph (d); or 


(d) ancillary to the earning by the trust of the amounts described 
in subparagraphs (b)(i) and (iii) of the definition, “real estate in- 


vestment trust’. 


_ Proposed Amendment — 122. 1(1 “qualified REIT 
y a property”(d) _ on 
(d) iangible personal property, or for civil vee corporeal move- 
able property, ancillary to the earning by the trust of the 
_ amounts described in subparagraphs (b)(@) and GH) of the nee 
nition “real estate investment trust”. — 


Application: The December 16, 2010 draft. legislation (REITs), ‘subsec. 10), will 


amend para. (d) of the definition “qualified REIT property” in subsec. 122.1(1) 
read as above, applicable to 2011 et seq., and earlier if an election is made for all 


these amendments to apply earlier (see Application note to 122. ee ba ae 


property”). 
Technical Notes: See under 122. 1(1)"qualified REIT 1 pee: before ©). 


Dept. of Finance news release 2010-125, Dec. 16, 2010: See under 


122.1(1)“real estate investment trust” (a). 


History: Para. (a) of the definition “qualified REIT property” in subsec. 122.1(1) 
amended by 2009, c. 2, subsec. 36(3) to substitute “property” for “property situated in 


Canada”, deemed to haye come into force on October 31, 2006. 


Subpara. (c)(i) of “qualified REIT property” in subsec. 122.1(1) amended by the said c. 
2, subsec. 36(4), deemed to have come into force on October 31, 2006, The subpara. 


formerly read: 
(i) legal title to real or immovable property of the trust (including real or immoy- 
able property that the trust holds together with one or more other persons ‘or 
partnerships), and 


S. 122.11) rea 


“real estate investment trust”, for a taxation year, means a trust 
that is resident in Canada throughout the taxation year, if 


(a) the trust at no time in the taxation year holds any non-portfo- 
lio property other than qualified REIT properties; 


__ Proposed Amendment — 122.1(1 )“real estate 
1 investment trust’(a) 


(a) at each time in the taxation year the total fair market value 
at that time of all non-portfolio properties that are qualified 
REIT properties held by the trust is at least 90% of the total 
fair market value at that time of all non-portfolio properties 
held by the trust; “ 
Application: The December 16, 2010 draft ievistoion (REITs), subsec. 103), will 
amend para. @ of the definition “real estate investment trust” in subsec. 122.1(1) to. 
read as. above, applicable to 2011 et seq., and earlier if an election is made for all 
these sn eaens to peply earlier a —_ note to 122. ee resale 
property”). 
Technical t Notes: A trust is a “etl ue savevenent trust” - (REIT) for a taxation 
year if it is resident in Canada throughout the year and meets a number of other — 
conditions, including under pases (a) of that definition, the - Tequirement that the 


operties. This condition i is amended so that only 90% of the REIT’ '§ non- 
portfolio properties must be, at all times in a taxation year, qualified REIT properties. 


Dept. of Finance news release 2010-125, Dec. 16, 2010: Government of 
Canada Announces Amendments to the Real Estate Investment Trust Rules _ 


The jonourable Jim Flaherty, Minister of Finance, today announced proposed 
am iments to the provisions in the Income Tax Act concerning the income tax treat- 
ment of real estate investment trusts ( REITs”). 


REITs are trusts that are exempt from the tax on specified investment flow-through 
entities. To qualify as a REIT, a trust must meet certain conditions that recognize the 
unique his tory and role of collective real estate investment vehicles. 


“Our Government i is committed to providing clarity in the application of the REIT 
rules,” said Minister Flaherty. “These changes take into account constructive com- 
ments received oe the pone peas to ensure that the REIT rules “apply 
appropriately.” | 


Proposed changes 1 to the i income tax rules will: 


° allow REIT subsidiaries to hold certain non-capital property in jespesl of ther 
‘real estate investment activities (122. 1(1) “qualified REIT property”(b)(ii) — 


° yy 


allow REITs t to hole up to 10%. of ea, on onan property as non-qualifying 
REIT property without losing REIT status [122.1(1)real estate investment 
_ trust(a) — ed.] (with an associated clarification of the circumstances under 
which property can be considered to be erliaey REIT oe [122.1(1)‘quali- 
fied REIT property(d) ed) / 

allow REITs to derive up to 10% of their revenues from sources that are not 
qualifying sources (currently, a REIT must derive 95% of its revenues from 
_ qualifying sources) I 122.1(1)“real estate investment trust’(b) — ed.]; 


clarify that a trust’s revenue for perpaies of the two revenue tests in the defini- 
_tion “real estate investment trust” is to be computed on a gross, rather than net, 
_. basis and that it will include capital gains [122.1(1)“ gross REIT revenue” and 
 122.1(1)“real estate investment trust’(b), (c) —ed.];_ 


allow REITs to earn, as qualifying REIT revenue, gains realized by virtue of 
_ foreign currency fluctuations in respect of revenues derived from foreign real or 
immovable property including certain financing and hedging arrangements in re- 
spect of such property (122. Id. 3) — ed.]; 
ensure that amounts distributed toa REIT, by an entity in which the REIT has a 
significant interest, will retain their character for Be das of the revenue tests 
[122. 1d. 1), &L. 2) — ed.]; and ) 


allow an entity. to hold investments ina REIT eae those investments tne 
treated as Canadian real, immovable or resource property in determining whether 
_ the entity itself is. a SIFT [248(1)“Canadian real, immovable or resource pro- 
perty’(d) — ed.]. 

Today’s release includes for consultation draft legislative proposals to implement the 
ch nges described in the backgrounder. Interested parties are invited to provide com- 
ments on these proposals by January 31, 2011. 


For further information, media may contact: Annette Robertson, Press — Of- 
fice of the Minister of Finance, 613-996-7861; Jack Aubry, Media aes Depart- 
ment of Finance, 613-996-8080. 


Backgrounder: Amendments to the Real Estate Investment T rust Rules 


Real estate investment trusts CREITs”) are publicly-traded trusts holding non-portfo- 
lio property that are exempt from the tax on distributions from a specified investment 
flow-through (“SIFT”). The proposals announced today contemplate amendments to 
the rules for qualification as a REIT. The proposals will be effective for the 2011 and 
subsequent taxation years and also on an elective basis for earlier taxation years. 
Below are brief explanations of several key elements of the proposed amendments. 
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S. 122.1(1) rea Income Tax Act, Part I, Division E 


Use of Property Held for Resale in Incidental Business Activities 


A REIT that acquires property and arranges for its development to hold as a commer- 


cial rental property may often resell a portion of that property to another party, such 
as a desired anchor tenant. A REIT may also acquire property for resale in the condo- 
minium and foreclosure contexts. 


Today’s proposals would allow REIT subsidiaries to hold, and generate the revenues 
associated with, certain real estate held for resale that is necessary and incidental to 
the REIT holding capital property that is qualified REIT property. [122.1(1)“quali- 
fied REIT property’(b)(ii), 122.1(1)“eligible resale property” — ed.] 


Qualified REIT Property 


The proposals will permit REITs to hold up to 10% of their property in the form of 
non-portfolio property that is not qualified REIT property [122.1(1)“real estate in- 
vestment trust”(a) — ed.]. Consequential to this relieving change, the existing provi- 
sion for ancillary qualified REIT property is clarified to better describe the type of 
properties that can be considered ancillary. In particular, only tangible personal pro- 
perty, or for civil law purposes corporeal moveable property, (and, therefore, exclud- 


ing securities such as equity and debt) can qualify as ancillary for this a 


[122.1(1)“qualified REIT property’’(d) — ed.]. 
Gross REIT Revenue 


In order to qualify as a REIT, a trust must meet two tests designed to determine the 
nature of its revenue. The REIT rules provide that at least 95% of a REIT’s revenues 


must be derived from passive sources generally [122.1(1)“real estate investment 


trust’’(b) — ed], and that, in particular, at least 75% of a REIT’s revenues must be 
sourced from certain passive real estate sources {122. 1dy ‘real estate investment 
trust’’(c) — ed]. — 


The rule providing that at least 95% of a REIT’s revenues be derived from certain 
passive sources is proposed to be modified to require that only 90% of the REIT’s 


revenues be derived from qualifying sources [122. oe estate investment 


trust’’(b) — ed]. 


Today’s proposals will also clarify that, for both revenue tests, revenue is to be de- 


fined as gross revenue, and will include capital gains [122. nue gross REIT reve- 


nue” — ed.]. 


Foreign Currency Gains _ 


When REITs hold foreign real or eogmie property, they may eee the acquisi- ; 


tion of such property using debt denominated in a foreign currency. Also, given the 
potential foreign currency risk in holding foreign assets, REITs may choose to enter 
arrangements that hedge that risk. 


Today’s proposals will permit REITs to earn, as qualifying revenue, gains realized by 
virtue of foreign currency fluctuations in respect of revenues derived from such for- 
eign real or immovable property including certain financing _ and hedging arrange- 
ments in respect of such property [122.1(1.3) — ed.]. 


Source Character of Revenue from a Subsidiary Trust _ : 


The proposals will ensure that, for purposes of the two revenue tests elened to 
above (the 95% and the 75% test), amounts paid by certain subsidiaries of a REIT to 
the REIT will have the same character as that revenue had when it was received or 
earned by those subsidiaries [122.1(1.1), (1.2) —ed.]. 


Canadian Real, Immovable or Resource Property 


The proposals will ensure that an entity may hold investments in a REIT or transi- 


tional SIFT without those investments being treated as Canadian real, immovable or — 


resource property in determining whether the entity itself is a SIFT (248(1)“Canadian 
real, immovable or resource property’(d) — ed.]. For this purpose, a transitional 
SIFT means a trust or partnership that would, but for the deferred application of the 
rules for entities that existed on October 31, 2006, Dee a SIFT trust or SIFT 
partnership. 


Dept. of Finance news release 2010-125, Dec. 16, 2010: See rey 
122.1(1)“real estate investment trust’(a). : 


(i) rent from real or immovable properties, 


(ii) interest, 


(iii) capital gains from dispositions of real or immovable 
properties, 


(iv) dividends, and 
(v) royalties; 


‘ isa Addition — 122.1(1)“real estate 
ae investment trust”(b)(vi) 


(vi) gains from dispositions of eligible resale properties; ~ 


Application: The December 16, 2010 draft legislation (REITs), subsec. 1(5), will 

add subpara. (b)(vi) to the definition “real estate investment trust” in subsec. 
122.1(1), applicable to 2011 et seq., and earlier if an election is made for all these — 
amendments to apply earlier (see bid tea note to 122.1(1)“eligible resale | 
property”). - i 
Technical Notes: See a Soe 1(1)*real estate investment trust”(b) opening 

words. — : : 


Dept. of Finance news release 2010-125, Dec. 16, 2010: See under 
122, 1(1)“real estate investment trust”(a). 


(c) not less than 75% of the trust’s revenues for the taxation year 
are derived from one or more of the following: 


Maeie Amendment — 122.1(1)“real estate 
investment trus "(c) opening words 


(c) not less than 75% of the trust’s gross REIT revenue for the 
taxation year is from one or more of the following: 
Application: The. December 16, 2010 draft legislation (REITs), subsec. 1(6), -i : 
amend the opening words of para. (c) of the definition “real estate investment trust” . 
in subsec. 122.1(1) to read as above, applicable | to 2011 ef seq., and earlier if an 
election is made for all these amendments to apply earlier (see Application note to 
122.1(1)“eligible resale property”). 


Technical Notes: See under 122.1(1)‘real estate investment trust”(b) opening 
words, 


(i) rent from real or immovable properties, 


(ii) interest from mortgages, or hypothecs, on real or immoy- 
able properties, and 


(iii) capital gains from dispositions of real or immovable 
properties; and 


(d) at each time in the taxation year an amount, that is equal to 
75% or more of the equity value of the trust at that time, is the 
amount that is the total fair market value of all properties held 
by the trust each of which is real or immovable property, indebt- - 
edness of a Canadian corporation represented by a bankers’ ac- 
ceptance, property described by either paragraph (a) or (b) of the 
definition “qualified investment” in section 204, or a deposit 


(b) not less than 95% of the trust’s revenues for the taxation year with a credit union. 


are derived from one or more of the following: 
Proposed Amendment — 122. 1(1)“real estate 
investment trust”’(b) opening words 


(b) not less than 90% of the trust’s gross REIT revenue for the 
taxation year is from one or more of the following: 


Application: The December 16, 2010 draft legislation (REITs), subsec. 1(4), will 


amend the opening words of para. (b) of the definition “real estate investment trust” 
in subsec. 122.1(1) to read as above, applicable to 2011 et seq., and earlier if an 
election is made for all these amendments to apply earlier (see Application note to 
122.1(1)“eligible resale property’’). 


Technical Notes: Paragraphs (b) and (c) of this definition are also amended to 
clarify the nature of the trust’s revenue that is intended to be measured, For more 
detail, see the commentary on the new definition “gross REIT revenue”. 


Paragraph (b) is also amended to only require that 90% of a REIT’s revenues be from 
certain passive sources and to include gains from the disposition of eligible resale 
properties as a qualifying source of REIT revenue under that paragraph. For more 
detail, see the commentary on the definition “qualified REIT property” and on the 
new definition “eligible resale property”. 


Proposed ASE — 122.1(1)“real estate investment 
trust” (e) 


(e) investments in the trust are, at any time in the taxation year, 
listed or traded on a stock exchange or other public market. 


Application: The December 16, 2010 draft legislation (REITs), subsec. 1(7), will 
add para. (e) to the definition “real estate investment trust” in subsec. 122.1(1), appli- 
cable to 2011 et seq., and earlier if an election is made for all these amendments fo. 
apply earlier (see Application note to 122.1(1)“eligible resale property”). es 


Technical Notes: Paragraph (e) is added to the definition to clarify that a Sppition 
for a trust of being a REIT is that its investments are listed or traded on a stock — 
exchange or other public market. This change is consequential to the amendment, 
described elsewhere in this commentary, to the definition “Canadian real, immovable — 
or resource property” i in subsection 248(1). — 


Dept. of Finance news release 2010-125, Dec. 16, 2010: Sce ‘unde 
122.1(1)“‘real estate investment trust’’(a). 


Related Provisions: 122.1(1.1), (1.2) — Look-through rule; 122.1(1.3)— Foreign 
currency fluctuations; 122.1“SIFT trust” — REIT excluded from SIFT rules. 
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Subdivision a Computation of Tax: Individuals 


History: Paras. (c) and (d) of the definition “real estate investment trust” in subsec. 
122.1(1) amended by 2009, c. 2, subsec. 36(5), deemed to have come into force on 
October 31, 2006. They formerly read: 


(c) not less than 75% of the trust’s revenues for the taxation year are derived 
from one or more of the following: 
(i) rent from real or immovable properties, to the extent that it is derived 
from real or immovable properties situated in Canada, 
(ii) interest from mortgages, or hypothecs, on real or immovable properties 
situated in Canada, and 
(iii) capital gains from dispositions of real or immovable properties situated 
in Canada; and 


(d) at no time in the taxation year is the total fair market value of all properties 
held by the trust, each of which is a real or immovable property situated in Can- 
ada, cash, or a property described in paragraph (a) of the definition “fully exempt 
interest” in subsection 212(3), less than 75% of the equity value of the trust at 
that time. 


Para. (d) of the definition “real estate investment trust” in subsec. 122.1(1) amended to 
substitute “paragraph (a) of the definition “fully exempt interest” in subsection 212(3)” 
for “clause 212(1)(b)(ii)(C)” by 2007, c. 35, s. 41, applicable after 2007. 


I.T. Technical News: 38 (SIFT entities — definition of REIT). 
CRA Audit Manual: 16.2.7: Real estate investment trusts. 


“real or immovable property’’, of a taxpayer, 
(a) includes 


(i) a security held by the taxpayer, if the security is a security 
of a trust that satisfies (or of any other entity that would, if it 
‘were a trust, satisfy) the conditions set out in paragraphs (a) 
to (d) of the definition “real estate investment trust’, or 

(ii) an interest in real property or a real right in immovables 
(other than a right to a rental or royalty described in para- 
graph (d) or (e) of the definition “Canadian resource pro- 
perty” in subsection 66(15)); but 


©) does not include any depreciable property, other than 
(i) a property included, otherwise than by an election permit- 
ted by regulation, in Class 1, 3 or 31 of Schedule II to the 
Income Tax Regulations, 
(ii) a property ancillary to the ownership or. utilization of a 
property described in subparagraph (i), or 
(iii) a lease in, or a leasehold interest in respect of, land or 
property described in subparagraph (i). 


“regulated innovative capital” means equity of a trust, where 


(a) since November 2006, the equity has been authorized, by the 
Superintendent of Financial Institutions or by a provincial regu- 
latory authority having powers similar to those of the Superin- 
tendent, as Tier 1 or Tier 2 capital of a financial institution (as 
defined by subsection 181(1)); 
(b) the terms and conditions of the equity have not changed after 
August 1, 2008; 
(c) the trust has not issued any equity after October 31, 2006; 
and . 
(d) the trust does not hold any non-portfolio property other than 
(i) liabilities of the financial institution, and 
(ii) shares of the capital stock of the financial institution that 
were acquired by the trust for the sole purpose of satisfying a 
right to require the trust to accept, as demanded by a holder 
of the equity, the surrender of the equity. 
History: The definition “regulated innovative capital’? added to subsec. 122.1(1) by 
2009, c. 2, subsec. 36(8), deemed to have come into force on October 31, 2006. 


“rent from real or immovable properties” 
(a) includes 

(i) rent or similar payments for the use of, or right to use, real 
or immovable properties, 

(ii) payment for services ancillary to the rental of real or im- 
movable properties and customarily supplied or rendered in 
connection with the rental of real or immovable properties, 
and 


S..122.1(1) sec 


(iii) a payment that is included under paragraph 104(13)(a) in 
computing the recipient’s income and that was made from 
the part of a trust’s income (determined without reference to 
subsection 104(6)) that was derived from rent from real or 
pean properties; but 


Proposed Repeal — 122.1(1)"rent from real 
“ a properties”(a)(iii) 


(b) does not include 


(i) payment for services supplied or rendered, other than 
those described in subparagraph (a)(ii), to the tenants of such 
properties, 


(11) fees for managing or operating such properties, 


(iii) payment for the occupation of, use of, or right to use a 
room in a hotel or other similar lodging facility, or 


(iv) rent based on profits. 


History: Subpara. (a)(ii) amended to substitute “, and” for “; but” and subpara. (a)(iii) 
added to the definition “rent from real or immovable properties” in subsec. 122.1(1) by 
2009, c. 2, subsec. 36(6), deemed to have come into force on October 31, 2006. 


“SIFT trust’, being a specified investment flow-through trust, for 
a taxation year means a trust (other than an excluded subsidiary en- 
tity, or a real estate investment trust, for the taxation year) that 
meets the following conditions at any time during the taxation year: 


(a) the trust is resident in Canada; 


(b) investments in the trust are listed or traded on a stock ex- 
change or other public market; and 


(c) the trust holds one or more non-portfolio properties. 


Related Provisions: 85.1(8), 88.1(2), 107(3.1) — Mechanisms for conversion of 
SIFT trust to corporation; 104(6)(b)(iv) — Amount distributed not deductible to SIFT 
trust; 104(16) — Trust distribution deemed received as dividend; 122.1(2) — Applica- 
tion of definition from 2006-2010; 197(1)“SIFT partnership” — Parallel definition for 
partnership; 248(1)“SIFT trust” — Definition applies to entire Act; Reg. 2608 — De- 
termining province of residence of SIFT trust. 


History: The opening words of the definition “SIFT trust” in subsec. 122.1(1) 
amended by 2009, c. 2, subsec. 36(7), deemed to have come into force on October 31, 
2006. They formerly read: 


“SIFT trust”, being a specified investment flow-through trust, for a taxation year 
means a trust (other than a trust that is a real estate investment trust for the taxa- 
tion year) that meets the following conditions at any time during the taxation 
year: 


“security” of a particular entity means any right, whether absolute 
or contingent, conferred by the particular entity or by an entity that 
is affiliated with the particular entity, to receive, either immediately 
or in the future, an amount that can reasonably be regarded as all or 
any part of the capital, of the revenue or of the income of the partic- 
ular entity, or as interest paid or payable by the particular entity, 
and for greater certainty includes 


(a) a liability of the particular entity; 
(b) if the particular entity is a corporation, 
(i) a share of the capital stock of the corporation, and 


(ii) a right to control in any manner whatever the voting 
rights of a share of the capital stock of the corporation; 
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S. 122.1(1) sec 


(c) if the particular entity is a trust, an income or a capital inter- 
est in the trust; 


(d) if the particular entity is a partnership, an interest as a mem- 
ber of the partnership; and 


(e) a right to, or to acquire, anything described in this paragraph 
and any of paragraphs (a) to (d). 


“subject entity” means a person or partnership that is 
(a) a corporation resident in Canada; 
(b) a trust resident in Canada; 
(c) a Canadian resident partnership; or 


(d) a non-resident person, or a partnership that is not described 
in paragraph (c), the principal source of income of which is one 
or any combination of sources in Canada. 


“unaffiliated publicly-traded liability’, of an entity at any time 
means a publicly-traded liability of the entity if, at that time the 
total fair market value of all publicly-traded liabilities of the entity 
that are held at that time by persons or partnerships that are not 
affiliated with the entity is at least 90% of the total fair market 
value of all publicly-traded liabilities of the entity. 

History: The definition “unaffiliated publicly-traded liability’ added to subsec. 


122.1(1) by 2009, c. 2, subsec. 36(8), deemed to have come into force on October 31, 
2006. 


_ Proposed Addition — 122.1(1.1)-(1.3) 


(1.1) Application of subsec. (1.2) —— For the purposes of the 
definition “real estate investment trust” in subsection (1), subsec- 
tion (1.2) applies to an entity (referred to in this subsection and 
subsection (1.2) as the “parent entity”) for a taxation year, if 


(a) the parent entity holds, in the taxation year, a non-portfolio 
property that is a security of another entity (referred to in this 
subsection and subsection (1.2) as the “subsidiary entity”); and 


(b) an amount (referred to in subsection (1.2) as the “specified 
amount’) that has become payable by the subsidiary entity in 
respect of the security is included in computing the aa en- 
tity’s gross REIT revenue for the taxation year. 


(1.2) Sources of revenue — look through rule — If this 

subsection applies to a parent entity for a taxation year because a 

specified amount has become payable by a subsidiary entity, to 

the extent that the specified amount can reasonably be considered 

to have become payable out of the subsidiary entity’s gross REIT 

revenue from a particular source, it is deemed to be gross REIT 

revenue of the parent entity for the taxation year from the particu- 

lar source and not from any other source. 

Technical Notes: New subsections 122.1(1.1) and (1.2) set out a rule clarifying the 
application of paragraphs (b) and (c) of the definition REIT in subsection 122.1(1). 

These two new subsections provide that where a trust has an interest in another trust, 
and that interest is non-portfolio property of the first trust, then the revenues flowed 
through the subsidiary trust maintain their source characterization in determining the 
source of revenues of the second trust. This rule is intended to clarify the application 

of the portions of the above definition that concern the trust’s revenues. 


These amendments apply to the 2011 and later taxation years, and also, on an elec- 
tive basis, for earlier taxation years (i.e., the 2007, 2008, 2009 and 2010 taxation 
years). 2 


Related Provisions: 122.1(1.1) — Conditions for 122.1(1.2) to apply. 


(1.3) Currency fluctuations — foreign property — For the 
purposes of the definition “real estate investment trust” in subsec- 
tion (1), in determining whether an amount included in gross 
REIT revenue of a trust for a taxation year is from a particular 
source that is in respect of real or immovable property situated in 
a country other than Canada, each of the following amounts is 
deemed to be from the particular source and not from any other 
source: 


(a) an amount that is included in gross REIT revenue of the 
trust for the taxation year and that is a gain from fluctuations in 
the value of the currency of that country relative to Canadian 
currency, in respect of 


(1) the particular source, or 
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(ii) debt incurred by the trust for the purpose of —s 
revenue from the particular source; and 


(b) an amount that is included in gross REIT revenue of the 
trust for the taxation year and that results from an agreement 
that 


(i) provides for the purchase, sale or exchange of currency, 
and 
(ii) can reasonably be considered to have been made by the 
trust to reduce its risk in fluctuations in the value of the 
currency of that country relative to Canadian currency. 
Technical Notes: New subsection 122.1(1.3) applies for purposes of the defini- 
tions “real estate investment trust” and “qualified REIT property”. This subsection is 
intended to allow a REIT to treat, as qualifying REIT revenue, foreign currency gains 
included in the REIT’s gross revenue and realized in respect of 
* qualifying sources of REIT revenue (such as rental revenue from real or immoy- 
able property situated in the United States); and : 
© debt incurred for the purpose of earning revenue from a qualifying source of 
REIT revenue (such as Euro-denominated debt incurred by the REIT to acquire — 


real or immovable property in Germany from which the REIT earns rental 
revenue). 


This subsection is also intended to allow a REIT to treat, as qualifying REIT revenue, 
amounts included in the REIT’s gross revenue and received under, or as a result of, 
an arrangement that hedges risk stemming from fluctuations in foreign currency of a 
country in which the REIT holds real or immovable property. ; 


This amendment applies to the 2011 and later taxation years, and also, on an elective 
basis, for earlier taxation years (i.e., the 2007, 2008, 2009 and 2010 taxation years). 


Application: The December 16, 2010 draft legislation (REITs), subsec. 1(10), will 
add subsecs. 122.1(1.1) to (1.3), applicable to 2011 et seg., and earlier if an election 
is made for all these amendments to apply earlier (see Application note to 
122.1(1)“eligible resale property”). 


Dept. of Finance news release 2010-125, Dec. 16, 2010: See under 
122.1(1)“real estate investment trust”(a). 


(2) Application of definition “SIFT trust” — The definition 
“SIFT trust” applies to a trust for a taxation year of the trust that 
ends after 2006, except that if the trust would have been a SIFT 
trust on October 31, 2006 had that definition been in force and ap- 
plied to the trust as of that date, that definition does not apply to the 
trust for a taxation year of the trust that ends before the earlier of 


(a) 2011, and 


(b) the first day after December 15, 2006 on which the trust ex- 
ceeds normal growth as determined by reference to the normal 
growth guidelines issued by the Department of Finance on De- 
cember 15, 2006, as amended from time to time, unless that ex- 
cess arose as a result of a prescribed transaction. 

Related Provisions: 197(8) — Parallel rules for partnerships. 

1.T. Technical News: 38 (SIFT rules — transitional normal growth). 


History: S. 122.1 added by 2007, c. 29, s. 13, deemed to have come into force on 
October 31, 2006. : 


Proposed Amendment — Normal growth guidelines 
Letter from Dept. of Finance, August 8, 2008: 


Mr. David Pauli, Executive Vice-President and Chief Operating Officer, CI Financial 
Income Fund, Toronto, ON 


Dear Mr. Pauli: 


I am writing following recent discussions between representatives of Cl Financial In- — 
come Fund (CI) and officials of this Department regarding the normal growth rules for 
Specified Investment Flow Through entities (SIFTs). 


I understand that CI holds as limited partner a substantial, but less than majority, inter- 
est in a Canadian partnership (LP), which in turn holds the principal business opera- 
tions of what may be described as the Cl group. All or substantially all of the other 
limited partners, whose combined interests represent a majority of the oyerall equity in 
the partnership, are either Canadian resident individuals or taxable Canadian corpora- 
tions. Those other limited partners’ investments in LP are convertible into CI trust 
units, but none of the equity investments in LP are themselves publicly traded. 


This structure, which is a familiar one to us in the SIFT context, can be characterized as 
a “public” entity holding an interest in a “private” entity, using those terms more in a 
general sense than in a technical one. 


I also understand that CI is a SIFT (for convenience, I use the term “SIFT” to include 
those trusts and partnerships that would be SIFTs but for the transitional relief provided 
under the SIFT rules) that existed on October 31, 2006, and therefore can qualify for 
transitional relief that will suspend, until no later than 2010, its taxation as a SIFT so 
long as it stays within certain “normal growth guidelines”. Under the SIFT taxation 
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eobna: this icomtcnialon is for a rabiesiba i t 
ee at It has no sig : 


Finally, aoe w Scapnice that a private SIFT may issue ee 
convertible into nor funded by the equity of a public SIFT, we would n 
such equity, be counted saa the sweep fen n of th ubli 


trust that bis sieaeat oe our p 
concerns to our attention. y 


Yours sincerely, 


trust” in sation vn for the 2007 pe 2010 taxation years. Where a trust a this ‘com- 
mentary referred to as a “transitional SIFT”) would, under the text of that definition, be 
a SIFT trust on October 31, 2006, subsection 122.1(2) provides that the SIFT trust 
definition will not apply until the earlier of the trust’s 2011 taxation year or the taxation 


year in which the trust exceeds its normal growth (as determined by guidelines issued 
by the Department of Finance on December 15, J) unless that excess arose as a 


result of a prescribed transaction. 


For this purpose, the normal growth guidelines set the maximum growth from oO 
ber 2006 to December 2010 as the greater of $50 million and a safe harbour amount. 


S. 122.2(1) 


Definitions [s. 122.1]: “affiliated” — 251.1; “allowable capital loss‘ — 38(b), 
248(1); “amount” — 248(1); “arm’s length” — 251(1); “business” — 248(1); ““Can- 
ada” — 255, Interpretation Act 35(1); “Canadian corporation” — 89(1), 248(1); “Ca- 
nadian real, immovable or resource. property”, “Canadian resident partnership” — 
248(1); “capital gain” — 39(1)(a), 248(1); “capital interest’”” — 108(1), 248(1); “capital 
property” — 54, 248(1); “class of shares” — 248(6); “corporation” — 248(1), Jnter- 
pretation Act 35(1); “credit union” — 137(6), 248(1); “depreciable property” — 
13(21), 248(1); “disposition”, “dividend” — 248(1); “eligible resale property”, “en- 
tity”, “equity”, “equity value”, “excluded subsidiary entity” — 122.1(1); “financial in- 
stitution” —181(1); “fully exempt interest” —212(3); “gross REIT revenue” — 
122.1(1); “immovable” — Quebec Civil Code art. 900-907; “investment”, “non-portfo- 
lio . property” — 122.1(1);. “non-resident” — 248(1); “parent entity” — 122.1(1.1); 
“person”, “prescribed” — 248(1); “portfolio investment entity” — 122.1(1);. “‘pro- 
perty” — 248(1); “public market’, “publicly-traded liability”, “qualified REIT pro- 
perty”, “real estate investment trust’, “real or immovable property” — 122.1(1); “real 
right” — 248(4.1); “regulated innovative capital” — 122.1(1); “regulation” — 248(1); 
“rent from real or immovable property” — 122.1(1); “resident in Canada” — 250; 
“SIFT partnership” —,197(1), (8), 248(1); “SIFT trust” — 122.1(1), (2), 248(1);.“‘se- 
curity” — 122.1(1); “share”, “shareholder” — 248(1); ‘“‘specified amount” — 
122.1(1.1)(b); “subject entity” —122.1(1); “taxable Canadian corporation” — 89(1), 
248(1); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 89(1), 248(1); 
“taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “unaffili- 
ated publicly-traded liability” — 122.1(1). 
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122.2 (1) [Repealed] 


History: 1998, c. 19, s. 138(1), amended subpara. 122.2(1)(b)(i), as it read in its appli- 
cation to the 1992 taxation year, to read asi follows, in force June 18, 1998. 


(i) the total of all amounts each of which would be the income for the year of the 
individual or a supporting person of an eligible child of the individual for the 
year if no amount were included in respect of a gain from a disposition of pro- 
perty to which section 79 applies in computing that income 


Subsec. 122.2(1) repealed. by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 10(2), applica- 
ble to 1993. et seg. Subsec. (1) formerly read: 


122.2 (1) Where an individual who has an eligible child files with the indivi- 
dual’s return of income (other than a return of income filed under subsection 
70(2) or 104(23), paragraph 128(2)(e) or subsection 150(4)) under this Part for a 
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taxation year a prescribed form, containing prescribed information, completed by 
the individual or, where the individual resided at the end of the year with a sup- 
porting person of that child, jointly by the individual and that supporting person, 
the amount, if any, by which j 
(a) the total of 
(i) the product obtained when $559 is multiplied by the number of eligi- 
ble children of the individual for the year, and 


(ii) the total of all amounts each of which is, in respect of an eligible 
child of the individual for the year who is under 7 years of age at the end 
of the year, the amount, if any, by which $200 exceeds 25% of such 
portion of all amounts deducted under section 63 for the year as may 
reasonably be considered to have been paid in respect of the child 


exceeds 
(b) 5% of the amount, if any, by which 


(i) the total of all amounts each of which is the income for the year of 
the individual or a supporting person of an eligible child of the indivi- 
dual for the year 


exceeds 
(ii) $24,090 
shall be deemed to be an amount paid by the individual, in prescribed manner 


and on prescribed dates, on account of the individual’s tax under this Part for the 
year. 


(2) [Repealed] 
History: Subsec. 122.2(2) repealed by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 10(2), 
applicable to 1993 et seq. Subsec. (2) formerly read: 

(2) Definitions — In this section, 

“eligible child” of an individual for a taxation year means a child in respect of 

whom the individual 

(a) is entitled to receive a family allowance under the Family Allowances Act 
(i) in December of the year, or 


(ii) where the child died or attained the age of 18 years during any 
month in the year, in that month, or 


(b) would be entitled to receive a family allowance under the Family Al- 
lowances Act in December of the year if under that Act such an allowance 
were payable in the month in which the child becomes a child of the indivi- 
dual or becomes resident in Canada; 
“supporting person” of an eligible child of an individual for a taxation year 
means 
(a) where the individual was married and resided with the individual’s 
spouse at the end of the year, that spouse, 


(b) where the eligible child is the child of the individual and another person 
who resided together at the end of the year, that other person, ‘and 


(c) any taxpayer who deducted an amount under section 118 for the year in 
respect of an eligible child of the individual. 


The definition “eligible child” in subsec. 122.2(2) substituted by 1994, c. 7, Sch. VII 
(1992, c. 48), subsec. 10(1), applicable to the 1992-taxation year. The definition for- 
merly read: 


“eligible child” of an individual for a taxation year means a child in respect of 
whom the individual is entitled 
(a) in January of the following taxation year, or 


(b) where the child died or attained 18 years of age during any month in the 
year, in that month 


to receive a family allowance under the Family Allowances Act; 


Selected Cases [s. 122.2]: Morrow v. R., [1997] 3 C.T.C. 2652 (TCC) (Child tax 
credit to be applied against total of federal and provincial tax payable, not just federal). 


122.3 [Overseas employment tax credit] — (1) Deduction 
from tax payable where employment out of Canada — 
Where an individual is resident in Canada in a taxation year and, 
throughout any period of more than 6 consecutive months that com- 
menced before the end of the year and included any part of the year 
(in this subsection. referred to as the paualifyang period”) 


Proposed Amendment — 122. .3(1) opening words - 
122.3 (1) Overseas employment tax credit — If an ncindiy . 
dual is resident in Canada in a taxation year and, throughout any — 
period of more than six consecutive months that began before the 
end of the year and included any part of the year (in ae section 
referred to as the “qualifying period’) 


Income Tax Act, Part I, Division E 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 76(1), 
will amend the opening words of subsec. mate to om as sale _ tong | 


taxation years that begin after Royal Assent. — eat . ay 
Technical Notes (July 2010): See under era Sapo sitet ey race (ie a 


(a) was employed by a person who was a specified employer, 
other than for the performance of services under a prescribed | 


i 
} 


international development assistance program of the Govern- — 


ment of Canada, and 


(b) performed all or substantially all the duties of the indivi- — 


dual’s employment outside Canada 


(i) in connection with a contract under which the specified _ 


employer carried on business outside Canada with respect to 


(A) the exploration for or exploitation of petroleum, natu- 
ral gas, minerals or other similar resources, 


(B) any construction, installation, agricultural or engi- 
neering activity, or 
(C) any prescribed activity, or 


(ii) for the purpose of obtaining, on behalf of the specified 
employer, a contract to undertake any of the activities re- 
ferred to in clause (i)(A), (B) or (C), 


there may be deducted, from the amount that would, but for this 
section, be the individual’s tax payable under this Part for the year, 
an amount equal to that proportion of the tax otherwise payable 
under this Part for the year by the individual that the lesser of 


(c) an amount equal to that proportion of $80,000 that the num- 
ber. of days 


(i) in that portion of the qualifying period that is in Miles year, 
and 


(ii) on which the individual was resident in Canada 
is of 365, and 


(d) 80% of the individual’s income for the year from that em- 
ployment that is reasonably attributable to duties performed on 
the days referred to in paragraph (c) 


is of 
(e) the amount, if any, by which 


(i) if the individual is resident in Canada throughout the year, 
the individual’s income for the year, and 


(ii) if the individual is non-resident at any time in the year, 
the amount determined under paragraph 114(a) in respect of 
the taxpayer for the year 


exceeds 
(iii) the total of all amounts each of which is an amount de- 


ducted under section 110.6 or paragraph 111(1)(b), or de-- 


ductible under paragraph 110(1)(d.2), (d.3), (, (g) or Gj), in 

computing the individual’s taxable income for the year. 
Related Provisions: 117(1) — Tax payable under this Part; 122.3(1.1) — No credit 
for incorporated employee; 126(1)(b)(i)(E)(I1), 126(7)“non-business-income tax” (fy — 
Foreign tax credit disallowed. 


: 


' 
| 
| 


History: Subpara. 122.3(1)(e)(iii) amended by 2002, c. 9, s. 37, applicable to 1997 et ° 


seq. except that, for the 1997 taxation year, the subpara. shall be read as follows: 


(iii) the total of all amounts each of which is an amount deducted by the indivi- 
dual under section 110.6 or paragraph 111(1)(b), or deductible by the individual 
under paragraph 110(1)(d.2), (d.3), (f), (g) or (j), for the year or in respect of the 
period or periods referred to in subparagraph (ii), as the case may be. 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest or 
penalty for any taxation year shall be made that is necessary to give effect to the 
amendment. Subpara. (e)(iii) formerly read: 
(iii) the total of all amounts each of which is an amount deducted under section 
110.6 or paragraph 111(1)(b) or deductible under paragraph 110(1)(d.2), (d.3), 
(f) or Gj) in computing the individual’s taxable income for the year. 
Para. 122.3(1)(e) amended by 2001, c. 17, s. 106, applicable to 1998 et seg. The para. 
formerly read: 


(e) the amount, if any, by which 


(i) where section 114 does not apply to the individual in respect of the year, 
the individual’s income for the year, and 
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(ii) where section 114 epnlieon to the se bb in respect of the year, the 
total of 


(A) the individual’s income for the period or periods in n the year referred 
to'in Eaeraee 114(a), and 


(B) the amount that would be determined under Boa 114(b) in re- 
spect of the individual for the year if subsection 115(1) were read with- 
~-out reference to paragraphs 115(1)(d) to (f) ; 


exceeds 


(iii) the total of all amounts each of which is an amount deducted by the 
individual under section 110.6 or paragraph 111(1)(b) or deductible by the 
individual undér paragraph 110(1)(d.2), (d.3), (f) or'(j) for the year or ‘in 
respect of the period or periods referred ito in subparagraph (ii), as the ‘case 
may be: t 


Subpara. 122.3(1)(e)(i) amended by 2000, c. 19, subBee. 31(1), applicable to 1998 et 
seq. The subpara: formerly read: 


(i) where section 114 is not applicable’ to the individual in respect of the year, the 
total of the individual’s income for the year and the amount, if any, included 
pursuant to subsection 110.4(2) in computing the individual’s taxable income for 
the year, and 


Subpara. 122.3(1)(c)(ii) substituted by 1994, c. 21, subsec. 56(1), applicable to 1992 et 
seq., except that a taxpayer may elect that the amendment not apply to the taxpayer’s 
1992 taxation year by so notifying the Minister of National Revenue in writing before 
the end‘ of December 1994. Subpara.122.3(1)(c)(ii) formerly read: 


(ii) on which the individual was resident in Canada or carrying on business. in 
Canada, 


Subpara. 122.3(1)(e)(ii) substituted by 1994, c. 21, stibsec. 56(2), ase to 1993 et 
seq. That subpara. formerly read: 


(ii) where’ section 114 is applicable to the individual in respect of the year, the 
individual’s income for the period or periods 4 in ~ 48 referred to in sien 
114(a) 


That portion of para. 122.3(1)(b) preceding cl. (i)(A) substituted by 60d Cn 1, SCO. ar 
(1991, c. 49), s. 99, applicable to 1985 et seq. That portion. formerly. read: 


(b) performed all or substantially all the duties of the individual’s employmentiin 
one or more countries other than Canada 


(i) in connection with a contract under which the specified employer carried 

on business in that country or those countries with respect to 
Selected Cases [subsec. 122.3(1)]: Humber y. R., [2010] 5 C.T.C. 2015 (TCC) 
(Employer college did not carry on listed activity; credit denied); Mys'v. R., [2008] 4 
C.T.C. 2191 (TCC) (Employer not merely a placement agency; credit allowed); Purves 
v. R., [2005] 3 C.T.C. 2041 (TCC) (Providing services of engineer was engineering 
activity, not merely providing personnel); Duff v. R., [2005] 2 C.T.C. 2448 (TCC) (Not 
relevant that employee misled by employer); Gonsalves v:'R., [2000] 1-C.T.C.'2436 
(TCC) (No requirement that employer be the main contractor); Timmins v..R., [1999] 2 
C.T.C. 133. (FCA) (Not necessary for there to be predominant profit motive for busi- 
ness to be carried on); Gabie v. R., [1999] 1 C.T,C.. 2352\(TCC) (Engineering activity 
did not have to be performed by professional engineer. Engineering activity included 
software engineering). 


Regulations: 3400 (prescribed international development assistance program for 
122.3(1)(a)); 6000 (prescribed activity for 122.3(1)(b)G)(C) is activity under contract 
with UN). 


Interpretation Bulletins: IT-270R3: Foreign tax credit; IT-497R4: Overseas em- 
ployment tax credit. 


Information Circulars: 07-1: Taxpayer relief provisions, 


Forms; T1626: Overseas employment tax credit. 


(1.1) Excluded income — No amount may be included under 
paragraph (1)(d) in respect of an individual’s income fora taxation 
year from the individual’s employment by an employer where 


(a) the employer ‘carries on a business of providing services and 
does not employ in the business throughout the year more than 5 
full-time employees; 


(b) the individual 


(i) does not deal at arm’s length with the employer, or is a 
specified shareholder of the employer; or 


(ii) where the employer is a partnership, does not deal at 
arm’s length with a member of the partnership, or is a speci- 
fied shareholder of a member of the’ partnership; and 


(c) but for the existence of the employer, the individual would 
reasonably be regarded as an employee of a person or partner- 
ship that is not a specified employer. 


«/122.3(2). spe 


de ribed ey 22341 vi, ®) ‘and © 
ph 1 122.3 2 


as well as to. ‘subsection 122. a 
History: Subsec. 122.3(1.1) added ‘by 1997, c. 25, s. 31, applicable to; 1997 et, seq. 


1.T. Technical News: 41 (the “more than five full-time employees” test). 


(2) Definitions — In subsection (1), 


_ “specified employer” means 


(a) a person resident in Canada, 
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(b) a partnership in which interests that exceed in total value 
10% of the fair market value of all interests in the partnership 
are owned by persons resident in Canada or corporations con- 
trolled by persons resident in Canada, or 


(c) a corporation that is a foreign affiliate of a person resident in 
Canada; 
Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 


“tax otherwise payable under this Part for the year” means the 
amount that, but for this section, sections 120 and 120.2, subsection 
120.4(2) and sections 121, 126, 127 and 127.4, would be the tax 
payable under this Part for the year. 

History: The definition “tax otherwise payable under this Part for the year” in subsec. 
122.3(2) amended by 2000, c. 19, subsec. 31(2), applicable to 2000 et seq. It formerly 
read: 


“tax otherwise payable under this Part for the year” means the amount that, but 

for this section and sections 120, 120.1, 120.2, 121, 126, 127 and 127.2 to 127.4, 

would be the tax payable under this Part for the year. 
Selected Cases [s. 122.3]: Dunbar v. R., [2006] 1 C.T.C. 2423 (TCC) (Exploitation 
of petroleum more than extraction and sale); Rooke v. R., [2003] 1 C.T.C. 208 (FCA) 
(Grammatical and ordinary sense of words used overrode extraneous material regard- 
ing legislative policy); Meredith v. R., [2002] 3 C.T.C. 519 (FCA); rev’g [2001] 4 
C.T.C. 2596 (TCC) (Improper piercing of corporate veil had ignored legal relation- 
ships; credit allowed). 
Definitions [s. 122.3]: “amount” — 248(1); “arm’s length” — 251(1); “business” — 
248(1); “controlled” — 256(6), (6.1);. “corporation” — 248(1), Interpretation Act 
35(1); “employed”, “employee”, “employer”, “employment” — 248(1); “foreign affili- 
ate” — 95(1), 248(1); “individual” — 248(1); “month” — Interpretation Act 35(1); 
“non-resident” — 248(1); “person” — 248(1); “qualifying period” — 122.3(1); “resi- 
dent in Canada’ — 94(3)(a)(viii), 250; “share” — 248(1); “specified employer” — 
122.3(2); “specified shareholder’ — 248(1); “tax otherwise payable” — 122.3(2); “tax 
payable” — 248(2); “taxable income” —2(2), 248(1); “taxation year’ — 249; 
“trust” — 104(1), 248(1), (3). 


122.4 [Repealed under former Act] 


122.5 [GST/HST credit]—(1) Definitions — The following 
definitions apply in this section. 
History: The opening words of subsec. 122.5(1) amended by 2002, c. 9, subsec. 38(1), 


applicable to amounts that are deemed to be paid during months specified for 2001 et 
seq. The opening words formerly read: 


122.5 (1) In this section, 


“adjusted income’’, of an individual for a taxation year in relation 
to a month specified for the taxation year, means the total of the 
individual’s income for the taxation year and the income for the 
taxation year of the individual’s qualified relation, if any, in relation 
to the specified month, both calculated as if in computing that in- 
come no amount were 


(a) included 
(i) under paragraph 56(1)(q.1) or subsection 56(6), 


(ii) in respect of any gain from a disposition of property to 
which section 79 applies, or 


(iii) in respect of a gain described in subsection 40(3.21); or 
(b) deductible under paragraph 60(y) or (z). 


History: The definition “adjusted income” amended by 2010, c. 25, subsec. 23(1), 
applicable to 2000 et seq. The definition formerly read: 


“adjusted income”, of an individual for a taxation year in relation to a month 
specified for the taxation year, means the total of the individual’s income for the 
taxation year and the income for the taxation year of the individual’s qualified 
relation, if any, in relation to the specified month, both calculated as if no 
amount were included under paragraph 56(1)(q.1) or subsection 56(6) or in re- 
spect of any gain from a disposition of property to which section 79 applies in 
computing that income and as if no amount were deductible under paragraph 
60(y) or (z) in computing that income. 


The definition “adjusted income” in subsec. 122.5(1) amended to substitute “paragraph 
56(1)(q.1) or subsection 56(6)” for “subsection 56(6)” and “60(y) or (z)” for “60(y)” by 
2007, c. 35, s. 111, applicable to 2008 et seq. 


The definition “adjusted income” amended by 2006, c. 4, s. 175, applicable to 2006 et 
seq. The definition formerly read: 


“adjusted income” of an individual, for a taxation year in relation to a month 
specified for the taxation year, means the total of the individual’s income for the 
taxation year and the income for the taxation year of the individual’s qualified 
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relation, if any, in relation to the specified month, both calculated as if no 
amount were included in respect of any gain from a disposition of property to 
which section 79 applies. 


The definition “adjusted income” amended by 2002, c. 9, subsec. 38(1), applicable to 
amounts that are deemed to be paid during months specified for 2001 et seq. The defi- 
nition formerly read: 


“adjusted income” of an individual for a taxation year means the total of all 
amounts each of which would be the income for the year of 


(a) the individual, or 
(b) the individual’s qualified relation for the year 


if no amount were included in respect of a gain from a disposition of property to 
which section 79 applies in computing that income; 


The definition “adjusted income” in subsec. 122.5(1) amended by 1998, c. 19, subsec. 
139(1), applicable to 1992 et seq. It formerly read: 


“adjusted income” of an individual for a taxation year means the total of all 
amounts each of which is the income of the year of 


(a) the individual, or 
(b) the individual’s qualified relation for the year. 
(c) [Repealed] 


Para. (c) of “adjusted income” in subsec. 122.5(1) repealed by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 60(1), applicable to 1992 et seq. Para. (c) formerly read: 


(c) a person (other than the individual or the individual’s qualified relation for 
the year) who deducts for the year an amount under section 118 in respect of a 
qualified dependant of the individual for the year; 


“cohabiting spouse or common-law partner” of an individual at 
any time has the meaning assigned by section 122.6. 


History: The definition “cohabiting spouse or common-law partner” in subsec. 
122.5(1) added by 2002, c. 9, subsec. 38(1), applicable to amounts that are deemed to 
be paid during months specified for 2001 et seq. 


Forms: RC65: Marital status change. 


“eligible individual’, in relation to a month specified for a taxation 
year, means an individual (other than a trust) who 


(a) has, before the specified month, attained the age of 19 years; 
or 


(b) was, at any time before the specified month, 
(i) a parent who resided with their child, or 


(ii) married or in a common-law partnership. 
Related Provisions: 122.5(2)— Persons deemed not to be eligible individuals; 
122.5(5) — Only one eligible individual. 


History: The definition “eligible individual” in subsec. 122.5(1) amended by 2002, c. 
9, subsec. 38(1), applicable to amounts that are deemed to be paid during months speci- 
fied for 2001 et seg. The definition formerly read: 


“eligible individual” for a taxation year means an individual (other than a trust) 
who, at the end of December 31 of that year, is resident in Canada and is 
(a) married or in a common-law partnership, 
(b) a parent of a child, or 
(c) 19 years of age or over; 
The definition “eligible individual” in subsec. 122.5(1) amended by 2000, c. 12, Sch. 2, 
s. 11, to replace “married” with “married or in a common-law partnership”, applicable 


to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 


The opening words of the definition “eligible individual” in subsec. 122.5(1) amended 
by 1998, c. 19, subsec. 139(2), applicable after April 26, 1995. The opening words 
formerly read: 


“eligible individual” for a taxation year means an individual (other than a trust) 
who, at the end of December of that year, is resident in Canada and is 


Forms: RC65: Marital status change. 


“qualified dependant” of an individual, in relation to a month 
specified for a taxation year, means a person who at the beginning 
of the specified month 


(a) is the individual’s child or is dependent for support on the 
individual or on the individual’s cohabiting spouse or common- 
law partner; 


(b) resides with the individual; 
(c) is under the age of 19 years; 


(d) is not an eligible individual in relation to the specified 
month; and 
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(e) is not a qualified relation of any individual in relation to the 
specified month. 
Related Provisions: 122.5(2) — Persons deemed not to be qualified dependants. 
History: The definition “qualified dependant” in subsec, 122.5(1) amended by 2002, c. 


9, subsec.. 38(1), applicable to amounts that are deemed to be paid during months speci- 
fied for 2001 et seg. The definition formerly read: 


“qualified dependant” of an individual for a taxation year means a person who is 
(a) a person in respect of whom the individual or the individual’s qualified 


relation for the year is the only person who deducts an amount under section 
118 for the year, or 


(b) a child of the individual residing with the individual at the end of the 
year, 
and who is not 

(c) an eligible individual for the year, 
(d) the qualified relation of an individual for the year, or 
(e) a person in respect of whom an amount-is deemed under this section to 
be paid by any other individual for the year; 

Forms; RC4210: GST/HST credit [guide]. 


“qualified relation” of an individual, in relation to a month speci- 
fied for a taxation year, means the person, if any, who, at the begin- 
ning of the specified month, is the individual’s cohabiting spouse or 
common-law partner. 

Related Provisions: 122.5(2)— Persons deemed not to be qualified relations; 
163(2)(c.1) — False statements or omissions. 


History: The definition “qualified relation” in subsec. 122.51) amended by 2002, c. 9, 
subsec. 38(1), applicable to amounts that are deemed to be paid during months speci- 
fied for 2001 et seg. The definition formerly read: 


“qualified relation” of an individual for a taxation year means the person who, at 
the end of the year, is the individual’s cohabiting spouse or common-law partner 
(within the meaning assigned by section 122.6). 


The definition “qualified relation” in subsec, 122.5(1) amended by 2000, c. 12, Sch. 2, 
s. 1, to replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)““common-law partner”. 


“Qualified relation” in subsec. 122.5(1) amended by. 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 60(2), applicable to 1992 et seg. except that in its application to the 1992 taxa- 
tion year, it shall be read as follows: 


“qualified relation” of an individual for a taxation year means the person who, at 
the beginning of the 1993 calendar year, is the individual’s cohabiting spouse 
(within the meaning assigned by section 122.6). 
The definition formerly read: 
“qualified relation” of an individual for a taxation year means the person, if any, 
who is either 
(a) the individual’s spouse, or 
(b) the other parent of a child of the individual, if the child isa qualified 
dependant of the individual, : 


who is of the opposite sex to the individual and who, at the end of the year, is not 
living separate and apart from the individual by reason of the breakdown of their 
marriage or other conjugal relationship. 


“return of income”, in respect of a person for a taxation year, 

means 
(a) for a person who is resident in Canada at the end of the taxa- 
tion year, the person’s return of income (other than a return of 
income under subsection 70(2) or 104(23), paragraph 128(2)(e) 
or subsection 150(4)) that is required to be filed for the taxation 
year or that would be required to be filed if the person had tax 
payable under this Part for the taxation year; and 


(b) in any other case, a prescribed form containing prescribed 
information that is filed for the taxation year with the Minister. 


History: The definition “return of income” in subsec. 122.5(1) added by 2002, c. 9, 
subsec. 38(1), applicable to amounts that are deemed to be paid during months speci- 
fied for 2001 et seq. 


Selected Cases [subsec. 122.5(1)]: Russell v. R., [2001] 3 C.T.C. 2652 (TCC) 
(Use of “or” is conjunctive). 


(2) Persons not eligible individuals, qualified relations or 
qualified dependants — Notwithstanding subsection (1), a per- 


2lindexed by 117.1 after 1999 — ed. 
32Indexed by 117.1 after 1990 — ed. 


S. 122.5(3) 


son is not an eligible individual, is not a qualified relation and is not 
a qualified dependant, in relation to.a month specified for a taxation 
year, if the person 


(a) died before the specified month; 


(b) is confined to a prison or similar institution for a period of at 
least 90 days that includes the first day of the specified month; 


“(c) is at the beginning of the specified month a non-resident per- 
son, other than a non-resident person who 


(i) is at that time the cohabiting spouse or common-law part- 
ner of a person who is deemed under subsection 250(1) to be 
resident in Canada throughout the taxation year that includes 
the first day of the specified month, and 


(ii) was resident in Canada at any time before the ‘specified 
month; 


(d) is at the beginning of the specified month a person described 
in paragraph 149(1)(a) or (b); or 
(e) is a person in respect of whom a special allowance under the 
Children’s, Special Allowances Act is payable for the specified 
month. 

History: Subsec. 122.5(2) amended by 2002, c. 9, subsec. 38(1), applicable to amounts 


that are deemed to be paid during months specified for 2001 et seg. The subsec. for- 
merly. read: 


(2) Notwithstanding subsection (1), a person shall be deemed not to be an eligi- 
ble individual for a taxation year or a qualified relation or qualified dependant of 
an individual for a taxation year where the person 


(a) dies before the end of the year; 
(b) is, at the end of the year, a person described in paragraph 149(1)(a) or 
(b); or 


(c) is, at the end of the year, confined to a prison or similar institution and 
has been so confined for a period of, or periods the total of which in the year 
was more than, 6 months. 


(3) Deemed payment on account of tax — An eligible indivi- 
dual in relation to a month specified for a taxation year who files a 
return of income for the taxation year and applies for an amount 
under this subsection is deemed to have paid during the specified 
month on account of their tax payable under this Part for the taxa- 
tion year an amount equal to '/4 of the amount, if any, determined by 
the formula 


A-B 
where 
A is the total of 
(a) $21332, 


(b) $21332 for the qualified relation, if any, of the individual 
in relation to the specified month, 


(c) if the individual has no qualified relation in relation to the 
specified month and is entitled to deduct an amount for the 
taxation year under subsection 118(1) because of paragraph 
(b) of the description of B in that subsection in respect of a 
qualified dependant of the individual in relation to the speci- 
fied month, $21322, 


(d) $11232 times the number of qualified dependants of the 
individual in relation to the specified month, other than a 
qualified dependant in respect of whom an amount is in- 
cluded under paragraph (c) in computing the total for the 
specified month, 


(e) if the individual has no qualified relation and has one or 
more qualified dependants, in relation to the specified month, 
$112, and 


(f) if the individual has no qualified relation and no qualified 
dependant; in relation to the specified month, the lesser of 
$1122! and 2% of the amount, if any, by which the indivi- 
dual’s income for the taxation year exceeds $6,9112!; and 
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Bis 5% of the amount, if any, by which the individual’s adjusted 
income for the taxation year in relation to the specified month 
exceeds $27,74933. 

Related Provisions: 117.1(1) — Annual adjustment; 122.5(3.1), (3.2) — Advance 
payment; 122.5(5)— Only one eligible individual per family; 152(1)(b) — Assess- 
ment; 160.1(1)(b), (3) —No interest payable on overpaid credit; 160.1(1.1) — Joint 
liability to repay overpaid credit; 163(2)(c.1) — False statements or omissions — pen- 
alty; 164(2.1) — Application respecting refunds under section 122.5; 257 — Formula 
cannot calculate to less than zero. 


History: Subsec. 122.5(3) amended by 2002, c. 9, subsec. 38(1), applicable to amounts 
that are deemed to be paid during months specified for 2001 et seg. The subsec. for- 
merly read: 


(3) Deemed payment on account — Where a return of income (other than a 
return of income filed under subsection 70(2), paragraph 104(23)(d) or 128(2)(e) 
or subsection 150(4)) is filed under this Part for a taxation year in respect of an 
eligible individual and the individual applies therefor in writing, '/s of the 
amount, if any, by which the total of 


(a) $1902, 


(b) $19032 for a person who is the qualified relation of the individual for the 
year, 


(c) $19032, where the individual has no qualified relation for the year and is 
entitled to deduct an amount for the year under subsection 118(1) because of 
paragraph (b) of the description of B in subsection 118(1) in respect of a 
qualified dependant of the individual for the year, 


(d) the product obtained when $1002 is multiplied by the number of quali- 
fied dependants of the individual for the year, other than a qualified depen- 
dant in respect of whom an amount is included by reason of paragraph (c) in 
computing an amount deemed to be paid under this subsection for the year, 
and 


(e) where the individual has no qualified relation for the year, 


(i) if the individual has one or more qualified dependants for the year, 
$105, and 


(ii) if the individual has no qualified dependant for the year, the lesser of 
(A) $1052!, and 
(B) 2% of the amount, if any, by which 
(J) the individual’s income for the year 
exceeds 
al) $6,5462!, 
exceeds 
(f) 5% of the amount, if any, by which 
(i) the individual’s adjusted income for the year 
exceeds 
(ii) $26,28433, 


shall be deemed to be an amount paid by the individual on account of the indivi- 
dual’s tax payable under this Part for the year during each of the months speci- 
fied for that year under subsection (4). 


Subcl. 122.5(3)(e)(ii)(B)(1), subpara. 122.5(3)(f)(ii) amended by 2000, c. 14, subsecs. 
38(1), (2), applicable to 1999 et seg. They formerly read: 


(I) $6,4562!, 
(ii) $25,92133, 


Para. 122.5(3)(e) amended by 1999, c. 26, s. 41, applicable to amounts deemed to be 
paid in specified months that are after June 1999. The para. formerly read: 


(e) where the individual has no qualified relation for the year, the lesser of 
(i) $10032, and 
(ii) 2% of the amount, if any, by which 
(A) the individual’s income for the year 
exceeds 


(B) the amount determined for the year for the purposes of paragraph (c) 
of the description of B in subsection 118(1), 


Para. 122.5(3)(c) amended to substitute “because of paragraph (b) of the description of 
B in subsection 118(1)” for “by reason of paragraph 118(1)(b)’, and cl. 
122.5(3)(e)(ii)(B) amended to substitute “paragraph (c) of the description of B in sub- 
section 118(1)” for “paragraph 118(1)(c)”, by 1997, c. 25, subsecs. 32(1), (2), applica- 
ble April 25, 1997. 


2lindexed by 117.1 after 1999 — ed. 
32Indexed by 117.1 after 1990 — ed. 
33 Indexed by 117.1 after 1992 — ed. 
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The opening words of subsec. 122.5(3) substituted by 1994, c. 21, subsec. 57(1), appli- 
cable to 1992 et seg. The opening words of that subsec. formerly read: 


(3) Amount deemed paid on account of tax [GST credit] — Where an eligi- 
ble individual for a taxation year files with the individual’s return of income 
(other than a return of income filed under subsection 70(2), paragraph 104(23)(d) - 
or 128(2)(e) or subsection 150(4)) under this Part for the year a prescribed form, 
containing prescribed information, '/s of the amount, if any, by which the total of 


Subpara. 122.5(3)(f)(ii) substituted by 1994, c. 7, Sch. VII (1992, c. 48), s. 11, applica- 
ble to 1992 et seq. Subpara. (f)(ii) formerly read: 

(ii) the amount referred to in subparagraph 122.2(1)(b)(ii) for the year, 
Information Circulars: 07-1: Taxpayer relief provisions. 
Forms: RC65: Marital status change; RC151: GST/HST credit application for individ- 


uals who become residents of Canada; RC4210: GST/HST credit [guide]; T1 General 
income tax return, p. 1 [check box to apply for credit]. 


(3.01) Shared-custody parent — Notwithstanding subsection 
(3), if an eligible individual is a shared-custody parent (within the 
meaning assigned by section 122.6, but with the words “qualified 
dependant” in that section having the meaning assigned by subsec- 
tion (1)) in respect of one or more qualified dependants at the be- 
ginning of a month, the amount deemed by subsection (3) to have 
been paid during a specified month is equal to the amount deter- 
mined by the following formula 


1/2 x (A +B) 
where 


A is the amount determined by the formula in subsection (3), cal- 
culated without reference to this subsection, and 


B. is the amount determined by the formula in subsection (3), cal- 
culated without reference to this subsection and subparagraph 
(b)(ii) of the definition “eligible individual” in section 122.6. 

Related Provisions: 122.61(1.1) — Parallel rule for Child Tax Benefit; Universal 

Child Care Benefit Act s. 4(1)(a) — Parallel rule for UCCB. 


History: Subsec. 122.5(3.01) added by 2010, c. 25, subsec. 23(2), applicable for 
amounts that are deemed to be paid during months after June 2011. 


(3.1) When advance payment applies — Subsection (3.2) ap- 
plies in respect of an eligible individual in relation to a particular 
month specified for a taxation year, and each subsequent month 
specified for the taxation year, if 


(a) the amount deemed by that subsection to have been paid by 
the eligible individual during the particular month specified for 
the taxation year is less than $25; and 


(b) it is reasonable to conclude that the amount deemed by that 
subsection to have been paid by the eligible individual during 
each subsequent month specified for the taxation year will be 
less than $25. 

History: Subsec. 122.5(3.1) amended by 2002, c. 9, subsec. 38(1), applicable to 


amounts that are deemed to be paid during months specified for 2001 et seg. The sub- 
sec. formerly read: 


(3.1) Adjustment of certain amounts [annual indexing] — For the purpose of 
subsection (3) and notwithstanding subsection 117.1(1), the amounts, in respect 
of the amounts of $190, $100 and $105 referred to in subsection (3), used for the 
purpose of determining amounts deemed to be paid during months specified 
under subsection (4) 
(a) for the 1999 taxation year are deemed to be $205, $107 and $107, 
respectively; 
(b) for the 2000 taxation year shall be equal to the greater of the amounts 
referred to in paragraph (a) and the amounts that would otherwise be deter- 
mined to be paid during those months if this Act were read without reference 
to this subsection; and 
(c) for the 2001 and subsequent taxation years shall be computed without 
reference to paragraphs (a) and (b). 


Subsec. 122.5(3.1) added by 2000, c. 14, subsec. 38(3), applicable to 1999 et seq. 
Forms: RC4210: GST/HST credit [guide]. 


(3.2) Advance payment — If this subsection applies, the total of 
the amounts that would otherwise be deemed by subsection (3) to 
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have been paid on account of the eligible individual’s tax payable 
under this Part for the taxation year during the particular month 
specified for the taxation year, and during each subsequent month 
specified for the taxation year, is deemed to have been paid by the 
eligible individual on account of their tax payable under this Part 
for the taxation year during the particular specified month for the 
taxation year, and the amount deemed by subsection (3) to have 
been paid by the eligible individual during those subsequent months 
specified for the taxation year is deemed, except for the purpose of 
this subsection, not to have been paid to the extent that it is included 
in an amount deemed to have been paid by this subsection. 


Related Provisions: 122.7(7) — Advance payment of Working Income Tax Benefit; 
160.1(1)(b), 160.1(3) No interest payable on overpaid credit. 


History: Subsec. 122.5(3.2) added by 2002, c. 9, subsec. 38(1), applicable to amounts 
that are deemed to be paid during months specified for 2001 et seq. 


(4) Months specified — For the purposes of this section, Ss 
months specified for a taxation year are July and October of the 
immediately following taxation year and January and April of the 
second immediately following taxation year. 


Forms: RC4210: GST/HST credit [guide]. 


(5) Only one eligible individual — If an individual is.a quali- 
fied relation of another individual, in relation to a month specified 
for a taxation. year, only one of them is an eligible individual, in 
relation to that specified month, and if both of them claim to be 
eligible individuals, the individual that the Minister designates is 
the eligible individual in relation to. that specified month. 

History: Subsec. 122.5(5) amended by 2002, c. 9, subsec. 38(2), applicable to amounts 


that are deemed to be paid during months specified for 2001 et seg. The subsec. for- 
merly read: 


(5) Exceptions — Notwithstanding subsection (3), 


(a) where an individual is a qualified relation of another individual for a 
taxation year, only one of them may apply under that subsection for the year; 


(b) where the total of all amounts, deemed under that subsection to be paid 
by an ae for a taxation year during months specified for the year, is 
less than $10034 , the total shall be deemed to be paid by the individual dur- 
ing the first month specified for the year, and no other amount shall be 
deemed to be paid under that subsection by the individual for the year; and 


(c) no amount shall be deemed to be paid under that subsection by an indivi- 
dual for a taxation year during a month specified for. that year where the 
individual died before that month or was not resident in Canada at the begin- 
ning of that month. 


Para. 122.5(5)(a) substituted by 1994, c. 21, subsec, 57(2), applicable to 1992 et seq. 
That para. formerly read: 
(a) where an individual is a qualified relation of another individual for a taxation 
year, only one of them may file a prescribed form under that subsection for the 
year; 
Para. 122.5(5)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 60(3). Para. 
(b) formerly read: 
(b) where the total of all amounts, each of which is an amount deemed under that 


subsection to be paid by an individual for a taxation year during a month speci- 
fied for the year, is less than 


(i) one dollar, the total shall be deemed to be nil, and 


(ii) $100 but not less than one dollar, the total shall be deemed to be paid by 
the individual during the first month specified for the year, and no other 
amount shall be deemed to be paid under that subsection by the individual 
for the year; and 


Para. 122.5(5)(c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 60(4), appli- 
cable to 1989 et seq. Para. (c) formerly read: 


(c) no amount shall be deemed to be paid under that subsection by an individual 
for a taxation year 


(i) during a month specified for that year where the individual died before 
that month or was not resident in Canada at the beginning of that month, or 


(ii) where the individual’s return of income under this Part for the year and 
prescribed form under this section are not filed within 3 years after the end 
of the year. 


(5.1) [Repealed] 


34Not indexed — ed. 
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History: Subsec. 122.5(5.1) repealed by 2002, c. 9; subsec: 38(2), applicable to 
amounts that are deemed to be paid during months specified for 2001 et seg. The'sub- 
sec. formerly read: 


(5.1) Exception — No amount is deemed to be paid under subsection (3) by an 
individual for the 2000 taxation year if the individual is confined to a prison or 
similar institution at any time during the 12-month period that ends on June 30, 
2002, unless the individual satisfies the Minister that the individual’s confine- 
ment is for a period of not more than 6 months included in that 12-month period. 


Subsec. 122.5(5.1) added by 2001, c. 17, s. 107, applicable to amounts deemed to be 
paid during months specified for the 2000 taxation year. ; 


(6) Exception re qualified dependant — If a person would, if 
this Act were read without reference to this subsection, be the quali- 
fied dependant of two or more individuals, in relation to a month 
specified for a taxation year, 


(a) the person is deemed to be a qualified dependant, in relation 
to ‘that month, of the one of those individuals on whom those 
individuals agree; 


(b) in the absence of an agreement referred to in paragraph (a), 
the person is deemed to be, in relation to that month, a qualified 
dependant of the individuals, if any, who are, at the beginning of 
that month, eligible individuals (within the meaning assigned by 
section 122.6, but with the words “qualified dependant” in that 
section having the meaning assigned by subsection (1)) in re- 
spect of that person; and 


(c) in any other case, the person is deemed to be, in relation to 
that month, a qualified dependant only of the individual that the 
Minister designates. 


History: Para. 122.5(6)(b) amended by 2010, c.. 25, subsec: 233), applicable for 


- amounts that are deemed to be paid during months after June 2011. It formerly read: 


(b) in the absence of an agreement referred to in paragraph (a), the person is 
deemed to be, in relation to that month, a qualified dependant of the individual, 
if any, who is, at the beginning of that month, an eligible individual within the 
meaning assigned by ‘section 122.6 in respect of the person; and 


Subsec. 122.5(6) amended by 2002, c. 9, subsec. 38(2), applicable to amounts that are 
deemed to be paid during months specified for 2001 et seg. The subsec. formerly read: 


(6) Qualified relation of deceased eligible individual — Notwithstanding par- 
-agraph (5)(c), on written application made, on or before the day on or before 
which a return of income (other than a return of income filed under subsection 
70(2), paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)) of a deceased 
person is required to be filed under this Part for the taxation year in which the 
person died (or would have been so required if the person were liable to pay tax 
under this Part for that year), by an individual who 


(a) is the deceased person’s qualified relation for the taxation year in respect 
of which a payment under this section would, but for that paragraph, be 
made, and 


(b) is not an individual to whom that paragraph applies, 


each amount that, but for that paragraph, would be deemed to be’ paid under 
subsection (3) by the deceased person during'a month specified for a taxation 
year shall be deemed ‘to be paid during the month on account of the individual’s 
tax payable under this Part for that year. 


The opening words of subsec. 122.5(6) substituted by 1994, c. 21, subsec. 57(3), appli- 
cable to 1992 et seg. The opening words formerly read: 


(6) Qualified relation of a deceased individual — Notwithstanding paragraph 
(5)(c), on application made in prescribed form containing prescribed information 
within 60 days after a person’s death (or within such longer period as the Min- 
ister considers reasonable in the circumstances) by an individual who 


Subsec. 122.5(6) amended by. 1994, c. 7, Sch. VII (1993, c..24), subsec. 60(5), appli- 
cable to 1989 et seg. Subsec. (6) formerly read: 


(6) Qualified relation of a deceased eligible individual — Notwithstanding 
subparagraph (5)(c)(i), on application made in prescribed form containing pre- 
scribed information within 60 days after a person’s death (or within such longer 
period as the Minister considers reasonable in the circumstances) by an indivi- 
dual who 


(a) is the deceased person’s qualified relation for the taxation year in respect 
of which a payment under this section would, but for that subparagraph, be 
made, and 


(b) is not an individual to whom that subparagraph applies, 


each amount that, but for that subparagraph, would be deemed to be paid under 
subsection (3) by the deceased person during a month specified for a taxation 
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year shall be deemed to be paid during the month on account of the individual’s 
tax payable under this Part for that year. 


(6.1) Notification to Minister — An individual shall notify the 
Minister of the occurrence of any of the following events before the 
end of the month following the month in which the event occurs: 


(a) the individual ceases to be an eligible individual; 


(b) a person becomes or ceases to be the individual’s qualified 
relation; and 


(c) a person ceases to be a qualified dependant of the individual, 
otherwise than because of attaining the age of 19 years. 


History: Subsec. 122.5(6.1) added by 2002, c. 9, subsec. 38(2), applicable to amounts 
that are deemed to be paid during months specified for 2001 et seq. 


(6.2) Non-residents and part-year residents — For the pur- 
pose of this section, the income of a person who is non-resident at 
any time in a taxation year is deemed to be equal to the amount that 
would, if the person were resident in Canada throughout the year, 
be the person’s income for the year. 


History: Subsec. 122.5(6.2) added by 2002, c. 9, subsec. 38(2), applicable to amounts 
that are deemed to be paid during months specified for 2001 et seq. 


(7) Effect of bankruptcy — For the purpose of this section, 
where in a taxation year an individual becomes bankrupt, 


(a) the individual’s income for the year shall include the indivi- 
dual’s income for the taxation year that begins on January 1 of 
the calendar year that includes the date of bankruptcy; and 


(b) the amount determined for the year under clause (3)(e)(ii)(B) 
shall include the amount determined for the purpose of para- 
graph (c) of the description of B in subsection 118(1) for the 
individual’s taxation year that begins on January | of the calen- 
dar year that includes the date of bankruptcy. 


Related Provisions: 118.95 — Parallel rule for other credits; 122.61(3.1) — Parallel 
rule for Child Tax Benefit. 


History: Subsec. 122.5(7) added by 1998, c. 19, subsec. 139(3), applicable to bank- 
ruptcies that occur after April 26, 1995. 


Selected Cases [s. 122.5]: McFadyen v. Canada (A.-G.), [2005] 3 C.T.C. 149 (FC); 
rev'd [2006] 1 C.T.C. 101 (FCA) (Standard of review is reasonableness simpliciter, 
standing up to “somewhat probing examination”); Gartner v. R., [2000] 3 C.T.C. 2228 
(TCC) (Divorce judgment had specified parties were living separate and apart. Extra 
costs awarded to taxpayer). 

Definitions [s. 122.5]: “adjusted income” — 122.5(1); “amount”, “bankrupt” — 
248(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255; “child” — 
252(1); “cohabiting spouse or common-law partner” — 122.5(1), 122.6; “common-law 
partner’, “common-law partnership” — 248(1); “eligible individual” — 122.5(1); “in- 
dividual” — 248(1); “Minister” — 248(1); “month” — Interpretation Act 35(1); “non- 
resident” — 248(1); “parent” — 252(2)(a); “person”, “prescribed” — 248(1); “quali- 
fied dependant’, “qualified relation” — 122.5(1); “registered disability savings 
plan” — 146.4(1), 248(1); “resident”, “resident in Canada” — 250; “return of in- 
come” — 122.5(1); “taxation year’ — 249; “writing” — Interpretation Act 35(1). 


122.51 (1) [Refundable medical expense supplement — ] 
Definitions — The definitions in this subsection apply in this 
section. 


“adjusted income” of an individual for a taxation year has the 
meaning assigned by section 122.6. 


“eligible individual” for a taxation year means an individual (other 
than a trust) 


(a) who is resident in Canada throughout the year (or, if the indi- 
vidual dies in the year, throughout the portion of the year before 
the individual’s death); 


(b) who, before the end of the year, has attained the age of 18 
years; and 


(c) the total of whose incomes for the year from the following 
sources is at least $2,5003: 


(i) offices and employments (computed without reference to 
paragraph 6(1)(f)), 
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(ii) businesses each of which is a business carried on by the 
individual either alone or as a partner actively engaged in the 
business, and 


(iii) the program established under the Wage Earner Protec- 
tion Program Act. 


History: Para. (c) of the definition “eligible individual” in subsec. 122.51(1) amended 
by 2009, c. 2, s. 37, applicable to 2008 et seg. The para. formerly read: 


(c) whose incomes for the year from all 


(i) offices and employments (computed without reference to paragraph 


6(1)(f)), and 


(ii) businesses each of which is a business carried on by the individual either 
alone or as a partner actively engaged in the business 


total $2,50035 or more. 

Related Provisions: 117.1(1)(b.1) — Annual indexing for inflation. 

History: Subsec. 122.51(1) added by 1998, c. 19, s. 32, applicable to 1997 ef seq. 
(2) Deemed payment on account of tax — Where a return of 
income (other than a return of income filed under subsection 70(2), 
paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)) is filed in 
respect of an eligible individual for a particular taxation year that 
ends at the end of a calendar year, there is deemed to be paid at the 
end of the particular year on account of the individual’s tax payable 


under this Part for the particular year the amount determined by the 
formula 


A-B 
where 
A is the lesser of 
(a) $1,00035, and 
(b) the total of 


(i) the amount determined by the formula 


(25/C) x D 
where 


C_ is the appropriate percentage for the particular taxation 
year, and 


D is the total of all amounts each of which is the amount 
determined by the formula in subsection 118.2(1) for 
the purpose of computing the individual’s tax payable 
under this Part for a taxation year that ends in the cal- 
endar year, and 


(ii) 25% of the total of all amounts each of which is the 


amount deductible under section 64 in computing the in- — 


dividual’s income for a taxation year that ends in the cal- 
endar year; and 


B is 5% of the amount, if any, by which 


(a) the total of all amounts each of which is the individual’s 
adjusted income for a taxation year that ends in the calendar 
year 


exceeds 
(b) $21,663°5. 


Related Provisions: 117.1(1)(b.1) — Annual indexing for inflation; 152(1)(b) — 
Assessment; 163(2)(c.2) — False statements or omissions — penalty; 257 — Formula 
cannot calculate to less than zero. 


History: Subpara. (b)(i) of the description of A in subsec. 122.51(2) amended by 2007, 
c. 2, s, 31, applicable to 2005 et seq. It formerly read: 


(i) **/ie of the total of all amounts each of which is the amount determined by the 
formula in subsection 118.2(1) for the purpose of computing the individual’s tax 
payable under this Part for a taxation year that ends in the calendar year, and 


Para. (a) of the description of A in subsec. 122.51(2) amended to substitute “$1,000” 
for “$750”, by 2006, c. 4, subsec. 70(1), applicable to 2006 et seq. 
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Para. (b) of the description of B in subsec. 122.51(2) amended by 2006, c. 4, subsec. 
70(2), applicable to. 2005 et seg. Para. (b) formerly read: 
(b) the sum of 
(i) the greatest total that may be determined in respect of an individual for 


the year under paragraph (a) of the description of B in subsection 118(1), 
and 


(ii) the dollar amount used for the year in computing the amount that may be 
claimed under subsection 118.3(1) in respect of an individual who has at- 
tained the age of 18 years before the end of the year. 


Para. (a) of the description of A in subsec. 122.51(2) amended to replace “$500” with 
“$750”, by 2005, c. 30 s. 7, applicable to 2005 et seq. 

Para. (b) of the description of A in subsec. 122.51(2) amended by 2005, c. 19, s. 26, 
applicable to 2004 et seq. The para. formerly read: 


(b) */6 of the total of all amounts each of which is the amount determined by the 
formula in subsection 118.2(1) for the purpose of computing the individual’s tax 
payable under this Part for a taxation year that ends in‘the calendar year; and 


Para. (b) of the description of A in subsec. 122.51(2) amended to replace the reference 
to “25/17” with a reference to “25/16”, by 2001, c. 17, s 108, applicable to 2001 et'seq. 


Para. (b) of the description of B in subsec. 122.51(2) amended: by 2000, c. 14, s. 39, 
applicable to, 2000 et seq. It formerly read: 


(b) $17,41939, 


The description of B in subsec. 122.51(2) amended by 2000, c. 19, s. 32, applicable to 
1999 et seq. except that, in its application to the 1999 taxation year, para. (b) of the 
description of Bin subsec. 122.51(2) shall be read as follows: 


(b) $16,745. 
The description of B formerly read: 
B_ is 5% of the amount, if any, by which 
(a) the individual’s adjusted income for the particular year 
exceeds 
(b) $16,069 
Subsec. 122.51(2) added by 1998, c. 19, s. 32, applicable to 1997 et seq. 


Definitions [s. 122.51]: “adjusted income” — 122.51(1); “amount”, “business” — 
248(1); “calendar year’ — Interpretation Act 37(1)(a); “eligible individual” — 
122.51(1); “employment”, “individual”, “office” —248(1); “resident in Canada” — 
250; “tax payable” — 248(2); “taxation year” — 249. 


Subdivision a.1 — Canada Child Tax Benefit 


122.6 Definitions — In this subdivision, 


“adjusted earned income” — [Repealed] 


History: The definition ‘adjusted earned income” in s. 122.6 repealed by 1998, c. 21, 
s. 92, applicable with respect to overpayments deemed to arise during months that are 
after June 1998. The definition formerly read: 


“adjusted earned income” of an individual for a taxation year means the total of 
all amounts each of which is the earned income for the year of the individual or 
of the person who was the individual’s cohabiting spouse at the end of the year; 


“adjusted income”’, of an individual for a taxation year, means the 
total of all amounts each of which would be the income for the year 
of the individual or of the person who was the individual’s cohab- 
iting spouse or common-law partner at the end of the year if in 
computing that income no amount were 


(a) included 
(i) under paragraph 56(1)(q.1) or subsection 56(6), 
(ii) in respect of any gain from a disposition of property to 
which section 79 applies, or 
(iii) in respect of a gain described in subsection 40(3.21), or 


(b) deductible under paragraph 60(y) or (z); 


Related Provisions: 122:51(1)“adjusted income” — Definition applies for purposes 
of refundable medical expense supplement; 122.62(5)— Death of cohabiting spouse; 
122.62(6) — Separation from cohabiting spouse. 


History: The definition “adjusted income” amended by 2010, c. 25, subsec. 24(1), 
applicable to 2000 et seg. The definition formerly read: 


“adjusted income”, of an individual for a taxation year, means the total of all 
amounts each of which would be the income for the year of the individual or of 
the person who was the individual’s cohabiting spouse or common-law partner at 
the end of the, year if no amount were included under paragraph 56(1)(q.1) or 
subsection 56(6) or in respect of any gain from a disposition of property to which 
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section 79 applies in computing that income and if no amount were deductible 
under paragraph 60(y) or (z) in computing that income; 
The definition “adjusted income” in s. 122.6 amended: to: substitute “paragraph 
56(1)(q.1) or subsection 56(6)” for “subsection 56(6)” and “60(y) or (z)” for “60(y)” by 
2007, c. 35, s. 112, applicable to 2008 et seq. 


The definition “adjusted income” in s. 122.6 amended by 2006, c. 4, 's. 176; applicable 
to 2006 et seq. The definition formerly read: 


“adjusted income” of an individual for a taxation! year means the total of all 
amounts each of which would be the income for the year of the individual or of 
the person who was the individual’s cohabiting spouse or common-law partner at 
the end of the year if no amount were included in respect of a gain from a dispo- 
sition of property to which section 79 applies in computing that income; 


The definition “adjusted income” in s. 122.6 amended by 2000, c. 12, Sch. 2, s. 1, to 
replace “spouse” with “spouse or common-law partner”, applicable to 2001 et seq., in 
force July 31, 2000. See also the. transitional rules. reproduced in the History to 
248(1)“common-law partner”. 


The definition “adjusted income” in s. 122.6 amended by 1998, c. 19, subsec. 140(1), 
applicable in determining the adjusted income of an individual for the 1992 and subse- 
quent taxation years. The definition formerly read: 


“adjusted income” of an individual for a taxation year means the total of all 
amounts each of which is the income for the year of the individual or of the 
person who was the individual’s cohabiting spouse at the end of the year; 


“base taxation year”, in relation to a month, means 


(a) where the month is any of the first 6 months of a calendar 
year, the taxation year that ended on December 31 of the second 
preceding calendar year, and 


(b) where the month is any of the last 6 months of a calendar 
year, the taxation year that ended on December 31 of the preced- 
ing calendar year; 


“cohabiting spouse or common-law partner” of an individual at 
any time means the person who at that time is the individual’s 
spouse or common-law partner and who is not at that time living 
separate and apart from the individual and, for the purpose of this 
definition, a person shall not be considered to be living separate and 
apart from an individual at any time unless they were living sepa- 
rate and apart at that time, because of a breakdown of their marriage 
or common-law partnership, for a period of at least 90 days that 
includes that time; 


Related Provisions: 122.5(1)“cohabiting spouse. . .” — Definition applies to. GST 
Credit; 122,7(1)“cohabiting spouse. . .” — Definition applies to Working Income Tax 
Benefit. : 


History: The definition “cohabiting spouse” in s. 122.6 amended by 2000, c. 12, Sch. 
2, s. 1, to replace “spouse” with “spouse or common-law partner’, and by Sch. 2, s. 9, 
to replace “marriage” with “marriage or common-law partnership”, applicable to 2001 
et seq., in force July 31, 2000. See also the transitional rules reproduced in the History 
to 248(1)“common-law partner”. 


Selected Cases [s. 122.6“cohabiting spouse or common-law partner”]: 
Lawin v. R., [2006] 3 C.T.C. 2231 (TCC) (Spouses still cohabiting even when one 
hospitalized indefinitely). 


“earned income” — [Repealed] 


History: The definition “earned income” in s. 122.6 repealed by 1998, c. 21,'s. 92, 
applicable with respect to overpayments deemed to arise during months that are after 
June 1998. The definition formerly read: 


“earned income’ of an individual for a taxation year has the meaning assigned 
by subsection 63(3); 


“eligible individual” in respect of a qualified dependant at any 
time means a person who at that time 

(a) resides with the qualified dependant, 

(b) is a parent of the qualified dependant who 


(i) is the parent who primarily fulfils the responsibility for 
the care and upbringing of the qualified dependant and who 
is not a shared-custody parent in respect of the qualified de- 
pendant, or 


(ii) is a shared-custody parent in respect of the qualified 
dependant, 


(c) is resident in Canada or, where the person is the cohabiting 
spouse or common-law partner of a person who is deemed under 
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subsection 250(1) to be resident in Canada throughout the taxa- 
tion year that includes that time, was resident in Canada in any 
preceding taxation year, 


(d) is not described in paragraph 149(1)(a) or (b), and 


(e) is, or whose cohabiting spouse or common-law partner is, a 
Canadian citizen or a person who 


(i) is a permanent resident within the meaning of subsection 
2(1) of the Immigration and Refugee Protection Act, 


(ii) is a temporary resident within the meaning of the mmi- 
gration and Refugee Protection Act, who was resident in 
Canada throughout the 18 month period preceding that time, 
or 


(iii) is a protected person within the meaning of the Immigra- 
tion and Refugee Protection Act, 


(iv) was determined before that time to be a member of a 
class defined in the Humanitarian Designated Classes Regu- 
lations made under the Immigration Act, 


and, for the purposes of this definition, 


(f) where a qualified dependant resides with the dependant’s fe- 
male parent, the parent who primarily fulfils the responsibility 
for the care and upbringing of the qualified dependant is pre- 
sumed to be the female parent, 


(g) the presumption referred to in paragraph (f) does not apply in 
prescribed circumstances, and 


(h) prescribed factors shall be considered in determining what 
constitutes care and upbringing; 
Related Provisions: 122.62(1) — Eligible individuals. 


History: Para. (b) of the definition “eligible individual” amended by 2010, c..25, sub- 
sec. 24(2), applicable for overpayments that are deemed to arise after June 2011. The 
para. formerly read: 


(b) is the parent of the qualified dependant who primarily fulfils the responsibil- 
ity for the care and upbringing of the qualified dependant, 


Subparas. (e)(i) to (iii) of the definition “eligible individual” in s. 122.6 amended by 
2001, c. 27, s. 254, proclaimed in force June 28, 2002. The subparas. formerly read: 


(i) is a permanent resident (within the meaning assigned by the /mmigration 
Act), 


(ii) is a visitor in Canada or the holder of a permit in Canada (within the mean- 
ings assigned by the Immigration Act) who was resident in Canada throughout 
the 18 month period preceding that time, 


(iii) was determined before that time under the Zmmigration Act, or regulations 
made under that Act, to be a Convention refugee, or 


Subpara. (iv) added to the definition “eligible individual” in s. 122.6, by 2001, c. 17, s. 
109, applicable in respect of overpayments deemed to arise during months that are after 
June 2001. 


The definition “eligible individual” in s. 122.6 amended by 2000, c..12, Sch. 2, s. 1, to 
replace “spouse” with “spouse or common-law partner”, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


Para. (c) of the definition “eligible individual” in s. 122.6 amended by 1999, ¢. 22,'s. 
44, applicable after February 23,1998. It formerly read: 


(c) is resident in Canada, 


Subpara. (e)(iii), paras. (¢) and (h) of the definition “eligible individual” in s: 122.6 
amended by 1998, c. 19, subsec. 140(2), (3); subpara. (e)(iii) applicable after 1992, and 
paras. (g) and (h) applicable after August 27, 1995. Subpara. (e)(iii) and paras. (g). and 
(h) formerly read: 


(iii) was determined before that time by the Convention Refugee Determination 
Division of the Immigration and Refugee Board to be a Convention refugee, 


(g) the presumption.referred to in paragraph (f) does not apply in circumstances 
set out in regulations made by the Governor in Council on the recommendation 
of the Minister of Human Resources Development, and 


(h) factors to be considered in determining what constitutes care and upbringing 
may be set out in regulations made by the Governor in Council on the recom- 
mendation of the Minister of Human Resources Development, 
Paras. 122.6“eligible individual”(g), (h) amended by 1996, c. 11, para. 95(h), to substi- 
tute “Minister of Human Resources Development” for “Minister of ,National Health 
and Welfare”, in force July 12, 1996. 
Selected Cases [s. 122.6“eligible individual”]: Weidenfeld v. R., [2011] 1 C.T.C. 
2332 (TCC) (Child in custodial institution did not reside with parents); Charafeddine v. 
R., [2011] 1 C.T.C. 2268 (TCC) (Residence of abducted children still with mother); 
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Campbell y. R., (2006] 1 C.T.C. 187 (FCA); rev’g [2005] 1 C.T.C. 2020 (TCC) (No 
Charter violation where rebuttable’ presumption that mother is primary caregiver), 
Barnett v. R., [2006] 1 C.T.C. 2146 (TCC) (Provision not discriminatory for Charter 
purposes); Matte y. R., [2003] 1 C.T.C. 109 (FCA) (Custodial parent may change from 
time to time; calculation on month-by-month basis); Burton v. R., [2000] 1 C.T.C. 2727 
(TCC) (Must reside in same house as children to get child tax credit). 
Regulations: 6301 (for para. (g) — circumstances where the presumption in para. (f) 
does not apply); 6302 (for para. (h) — factors to be considered). 


Forms: RC66 SCH: Status in Canada/statement of income. 


“qualified dependant” at any time means a person who at that 
time 
(a) has not attained the age of 18 years, 


(b) is not a person in respect of whom an amount was deducted 
under paragraph (a) of the description of B in subsection, 118(1) 
in computing the tax payable under this Part by the person’s 
spouse or common-law partner for the base taxation year in rela- 
tion to the: month that includes that time, and 


(c) is not 'a person in respect of whom a special allowance under 
the Children’s Special Allowances Act is payable for the month 
that includes that time; 
History: The definition “qualified dependant” in s. 122.6 amended by 2000, c. 12, 
Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, applicable to 
2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 


Selected Cases [s. 122.6“qualified dependant”]: Weidenfeld v. R., [2011] 1 
C.T.C. 2332 (TCC) (Child in custodial institution did not reside with parents). 


“return of income” filed by an individual for a taxation year 
means 


(a) where the individual was resident in Canada throughout the 
year, the individual’s return of income (other than a return of 
income filed under subsection 70(2) or 104(23),. paragraph 
128(2)(e) or subsection 150(4)) that is filed.or required to be 
filed under this Part for the year, and 


(b) in any other case, a prescribed form containing prescribed 
information, that is filed with the Minister. 


“shared-custody parent” in respect of a qualified dependent [sic] 
at a particular time means, where the presumption referred to in, par- 
agraph (f) of the definition “eligible individual” does not apply in 
respect of the qualified dependant, an individual who is one of the 
two parents of the qualified dependant who 


(a) are not at that time cohabitating spouses or common-law 
partners of each other, 


(b) reside with the qualified dependant on an equal or near equal 
basis, and 

(c) primarily fulfil the responsibility for the care and upbringing 
of the qualified dependant when residing with the qualified de- 
pendant, as determined in consideration of prescribed factors, 


Related Provisions: 122.5(3.01)— Dividing GST/HST Credit; 122.6“eligible indi- 
vidual”(b)(ii) — Shared custody parent is eligible individual; 122.61(1.1) — Dividing 


| Child Tax Benefit. 


History: The definition “shared-custody parent” added by 2010, c. 25, subsec. 24(3), 
applicable for overpayments that are deemed to arise after June 2011. 


Related Provisions: 164(2.3) — Form deemed to be a return of income. 


History [122.6]: The title before s. 122.6 amended to add the word “Canada” by 
1998, c. 21, s.. 91, applicable after June 1998. 


Definitions [s. 122.6]: “amount” — 248(1); “base taxation year” — 122.6; “calendar 
year” — Interpretation Act 37(1)(a); “Canada” — 255; “cohabiting spouse or common- 
law partner” — 122.6; “common-law partner”, “common-law partnership” — 248(1); 
“earned income” — 63(3), 122.6; “individual” — 248(1); “Minister” — 248(1); “par- 
ent” — 252(2)(a); “prescribed” — 248(1); “qualified dependant” — 122.6; “registered 
disability savings plan” — 146.4(1), 248(1); “resident” — 250; “shared custody. par- 
ent” — 122.6; “taxation year” — 249, 


Interpretation Bulletins: IT-495R3: Child care expenses. 


122.61 (1) Deemed overpayment [Child Tax Benefit] 
Where a person and, where the Minister so demands, the person’s 
cohabiting spouse or common-law partner at the end of a taxation 
year have filed a return of income for the year, an overpayment on 
account of the person’s liability under this Part for the year is 
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deemed to have arisen during a month in relation to which the year 
is the base’ taxation or’ equal to the amount determined by: the 
formula 


1 , 
{A -B)+C+MI 


where 
A is the total of 


(a) the product obtained by multiplying $1,09037 by the num- 
ber of qualified dependants in respect of whom. the person 
was an eligible individual at the beginning, of the month, and 


(b) the product obtained by multiplying $7537 by the number 
of qualified dependants, in excess, of 2, in respect.of, whom 
the person ‘was an eben gar ei at the beginning of the 
month, 


(c) [Repealed] [see Listy te 102: 61(1) for: transitional 
measure] 


B_ is 4% (or where the person is an eligible individual in respect of 
only one qualified dependant at the beginning of the month, 2%) 
of the amount, if any, by which 


(a) the person’s adjusted income for the year 
exceeds 


(b) the greater of $32,000 and the dollar amount, as.adjusted _ 


annually and referred to:in paragraph 117(2)(a), that is used 
for the calendar year following the base taxation year; “ 


C is the amount determined by the formula 


F—(G x H) 
where 


F is, where the person is, at the beginning of the month, an eli- 
gible individual in respect of 


(a) only one qualified dependant, $1,463, and 
(b) two or more qualified dependants, the total of 
(i). $1,463. for the first. qualified dependant, 
(ii) $1,254 for the second qualified dependant, and 


(iii) $1,176 for each of the third and subsequent quali- 
fied dependants, 


G_ is the amount determined by the formula 


oS =] 


where 
J, is, the person’s adjusted income for the. year, 


K is the amount referred to in paragraph (6) of the descrip- 
tion of B, and 


L is the amount referred to in paragraph (a) of the descrip- 
tion of F, and 
H is 
(a) if the person is an eligible individual in respect of only 
one qualified dependant, 12.2%, and 


(b) if the person is an eligible individual in respect of two 
or more qualified dependants, the fraction (expressed as a 
percentage rounded to. the nearest one-tenth of one per 
cent) of which 


(i) the numerator is the total that would be determined 
under the description of F in respect of the’eligible in- 
dividual if that description were applied without refer- 
ence to the fourth and subsequent qualified dependants 
in respect of whom the person is an eligible individual, 
and 


(ii) the denominator is the amount referred to in para- 
graph (a) of the description of F, divided by 0.122; and 
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M is the amount determined’by the formula’ 


N =(Orx P) 
where ; 


N is the product obtained by multiplying $2,300 by the number 
of qualified dependants in respect of whom both 


(a) an amount may be deducted under section 118.3 for 
the taxation year that includes the month, and 


(b) the person is an eligible individual at the beginning of 
the month, 


O is the amount determined by the formula 


F/A+ (Ke —— 

= [F/H + ( 0. oa 
where the ore aie of J; F, H, K, and L are described in the 
description of C, and. 


P_ is 4% (or where the person is an éligible ‘Adiidtal in respect 

~ “of only one qualified dependant included in the’ description 
of N at the beginning of the month, 2%) of the amount deter- 
mined for the description of O. 


Related Provisions: 56(6) — Universal.Child Care Benefit is taxable; 74.1(2) — No 
attribution of income from Child Tax Benefit; 118(1)B(b.1) — Non-refundable child 
tax credit; 122.61(3)(a) — Determining family income where spouse is non-resident; 
122.61(6) — Additions to F after June 2005; 122.63 —'Agreement with province to 
vary calculation;' 152(1,.2) — Provisions applicable. to determination of overpayment; 
152(3.2), (3.3) — Determination of deemed overpayment; 160.1(1)(b)— No interest 
payable on overpaid credit; 160.1(2.1) — Liability for refunds. by reason: of section 
122.61; 160.1(3)—No interest payable on overpaid credit; 164(1)— Refunds; 
164(2.2) — Application respecting refunds, re section 122.61; 164(2.3) — Form 
deemed to be a return of income; 164(3) — No interest on late payment of Child Tax 
Benefit; 257 — Formula cannot calculate to less than zero. 


History: Para. (c) of the description of A in subsec. 122.61(1) repealed by 2006, c. 4, 
Saige applicable i in.respect of overpayments deemed to arise during months that are 
after June 2007; and, for overpayments deemed to arise during months that are after 
June 2006 and before July 2007, the description oF aN in that para. is to be read as 
follows: 


Dis the product obtained by multiplying $249 by the number of qualified 
dependants who have attained the age of 6 years before the month and have 
not attained the age’ of 7 years before the month and in respect of whom the 
person is an’ eligible individual at the beginning of the month, and 


Para. (c) formerly read: 


(c) the amount determined by the formula 


D-E 
where 


D © isthe product obtained by multiplying $2133” by the number of qualified 
dependants who have not attained the age of 7 years before the month and in 
respect of whom the person is an eligible individual at the beginning of the 
month, and i 


E_ is 25% of the total of all amounts deducted under section 63 in respect of 
qualified dependants in computing the income for the year of the person or, 
the person’s cohabiting spouse or common-law partner; 


The opening words of the description of N in the description of M in subsec. 122.61(1) 
amended to substitute “$2,300” for “$2,000”, by the said 2006, c.4, subsec. 71(1), 
applicable in respect of overpayments: that are deemed to arise during months that are 
after June’ 2006. 


The description of P in the description of M in subsec. 122.61(1) amended by 2006, c. 
4, subsec. 71(2), applicable in respect of overpayments deemed to arise during months 
that are after June 2006. The description of P formerly. read: 


| P\ is the amount that would be determined for the description of H ifthe person 
were an eligible individual in respect of only the number of qualified 
dependants included in the description of N. 


The description of N in the description of M-in subsec. 122.61(1) amended to replace 
“$1,600” with “$2,000” by 2005,,c..30, s: 8; applicable in respect of overpayments 
deemed to arise during months that are after June 2005. 

The first formula in subsec. 122.61(1) amended by 2003, c. 15, subsec. 77(1), applica- 
ble in respect of overpayments deemed to arise during months that are after June 2003. 
The first formula formerly read: 


1/12[((A=B)+ C] 
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Paras. (a) and (b) of the description of F in subsec. 122.61(1) amended by the said c. 
15, subsec. 77(2), applicable in respect of overpayments deemed to arise during months 
that are after June 2003. The paras. formerly read: 
(a) only one qualified dependant, $1,255, and 
(b) two or more qualified dependants, the total of 
(i) $1,255 for the first qualified dependant, 
(ii) $1055 for the second qualified dependant, and 
(iii) $980 for each of the third and subsequent qualified dependants, 
The descriptions of G and H in subsec. 122.61(1) amended by the said c. 15, subsec. 
77(3), applicable in respect of overpayments deemed to arise during months that are 
after June 2003, except that, for overpayments deemed to arise during those months 
that are before July 2004, 
(a) the description of G is to be read as follows: 
G_ is the amount, if any, by which the person’s adjusted income for the year 
exceeds $21,529, and 
(b) subpara. (b)(ii) in the description of H is to be read as follows: 
(ii) the denominator is the amount by which the amount referred to in para- 
graph (b) of the description of B exceeds $21,529. 


The description of M added to subsec. 122.61(1) by the said c. 15, subsec. 77(4), appli- 
cable in respect of overpayments deemed to arise during months that are after June 
2003, except that, for overpayments deemed to arise during those months that are 
before July 2004, the description of O is to be read as follows: 

O is the amount determined by the formula 


(a) “J - $33,487”, if the person is an eligible individual in respect of 
three or fewer qualified dependants, and 
(b) “J - (F/H + $21,529)”, if the person is an eligible individual in re- 
spect of more than three qualified dependants, 
where the descriptions of J, F and H are described in the description of C, 
and 
The opening words of the description of B in subsec. 122.61(1) amended by 2001, c. 
17, subsec. 110(1), applicable with respect to overpayments deemed to arise during 
months that are after June 2004. That portion formerly read: 

B_ is 5% (or where the person is an eligible individual in respect of only one 
qualified dependant at the beginning of the month, 2 1/2%) of the amount, if 
any, by which 

Para. (b) of the description of B in subsec. 122.61(1) amended to add “the greater of 
$32,000 and” by the said c. 17, subsec. 110(2), applicable with respect to overpayments 
deemed to arise during months that are after June 2001. 

Paras. (a) and (b) of the description of F in subsec. 122.61(1) amended by the said c. 
17, subsec. 110(3), applicable with respect to overpayments. deemed to arise during 
months that are after June 2001. Those paras. formerly read: 

(a) only one qualified dependant, $1,15537, and 

(b) two or more qualified dependants, the total of 
(i) $1,15597 for the first qualified dependant, 

(ii) $9559! for the second qualified dependant, and 
(iil) $88037 for each of the third and subsequent qualified dependants, 


Subsec. 122.61(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 
Para. (a) of the description of A, and the descriptions of B, G and H in subsec. 
122.61(1) amended by 2000, c. 14, subsecs. 40(1), (2), and (4), applicable with respect 
to overpayments deemed to arise during months that are after June 2000. Those por- 
tions formerly read: } 
(a) the product obtained by multiplying $1,020 by the number of qualified 
dependants in respect of whom the person was an eligible individual at the be- 
ginning of the month, 


B_ is 5% (or where the person is an eligible individual in respect of only one 
qualified dependant at the beginning of the month, 2'2 %) of the amount, if 
any, by which the person’s adjusted income for the year exceeds $29,59037: 
and 


G_ is the amount, if any, by which the person’s adjusted income for the year 
exceeds $20,92137, and 


H_ is, where the person is an eligible individual in respect of 
(a) only one qualified dependant, 11.0%, 
(b) two qualified dependants, 19.7%, and 


37tndexed by 122.61(5) after base taxation year 1996 — ed. 
38Indexed by 122.61(5.1) after base taxation year 1996 — ed. 
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(c) three or more qualified dependants, 27.6%. 
Paras. (a) and (b) of the description of F in subsec. 122.61(1) amended by the said c. 
14, subsec. 40(3), applicable with respect to overpayments deemed to arise during 
months that are after June 2000 except that, with respect to overpayments deemed to 
arise during months that are after June 2000 and before July 2001, the references to 
“$1,155”, “$955” and “$880” shall be read as references to “$977”, “$771” and 
“$694”, respectively. Paras. (a) and (b) formerly read: 


(a) only one qualified dependant, $95597, and 
(b) two or more qualified dependants, the total of 
(i) $95537 for the first qualified dependant, 
(it) $7559! for the second qualified dependant, and 
(iii) $6803” for each, if any, of the third and subsequent qualified 
dependants, 
The opening words of the description of F in subsec. 122.61(1) amended by 2000, c. 
19, s. 33, deemed to have come into force on June 18, 1998. They formerly read: 
F is, where the person is an eligible individual in respect of 


The description of B in subsec. 122.61(1) amended by 1999, c, 26, subsec. 36(1), appli- 
cable to the calculation of overpayments deemed to arise during months that are after 
June 2000. The description formerly read: 


B_ is 5% (or where the person is an eligible individual in respect of only one 
qualified dependant at the beginning of the month, 2 '/2%) of the amount, if 
any, by which the person’s adjusted income for the year exceeds $25,921; 
and 


Paras. (a) and (b) of the description of F, and paras. (a) to (c) of the description of H in 
subsec. 122.61(1) amended by the said c. 26, subsec. 36(2), applicable to the calcula- 
tion of overpayments deemed to arise during months that are after June 1999 except 
that, in their application to overpayments deemed to arise during months that are after 
June 1999 and before July 2000, the reference to “$955” in para. (a) of the description 
of F shall be read as “$785” (by 2000, c. 19, s. 73, deemed to have come into force on 
June 17, 1999), the references to “$955”, “$755” and “$680” in subparas. (b)(i) to (iii) 
of F, as amended, shall be read as references to “$785”, “$585” and “$510”, respec- 
tively; and the references to “11.0%”, “19.7%” and “27.6%” in paras. (a) to (c) of H, as 
amended, shall be read as references to “11.5%”, “20.1%” and “27.5%”, respectively. 
The paras. in descriptions F and H formerly read: 
(a) only one qualified dependant, $605, and 
(b) two or more qualified dependants, the total of 
(i) $605 for the first qualified dependant, 
(ii) $405 for the second qualified dependant, and 
(iii) $330 for each, if any, of the third and subsequent qualified dependants, 
(a) only one qualified dependant, 12.1%, 
(b) two qualified dependants, 20.2%, and 
(c) three or more qualified dependants, 26.8%. 
Subsec. 122.61(1) amended by 1998, c. 21, subsec. 93(1), applicable with respect to 
overpayments deemed to arise during months that are after June 1998. The subsec. 
formerly read: 
(1) Where a person and, where the Minister so demands, the person’s cohabiting 
spouse at the end of a taxation year have filed a return of income for the year, an 
overpayment on account of the person’s liability under this Part for the year shall 


be deemed to have arisen during a month in relation to which the year is the base 
taxation year, equal to the amount determined by the formula 


+ (a_B) 
12 


where 
A is the total of 
(a) the product obtained by multiplying $1,02037 by the number of 


qualified dependants in respect of whom the person was an eligible indi- 
vidual at the beginning of the month, 


(b) the product obtained by multiplying $7537 by the number of quali- 
fied dependants, in excess of 2, in respect of whom the person was an 
eligible individual at the beginning of the month, 


(c) where the person is, at the beginning of the month, an eligible indivi- 
dual in respect of one or more qualified dependants, the amount deter- 
mined by the formula 


D —$3,750°. 
Cx ai ag —(GxH) 
$6,250 


where 
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C is, where the person is an eligible individual in respect of 
(i) only one qualified dependant, $6057, and 
(ii) two or more qualified dependants, the total of 
(A) $6053’ for the first qualified dependant, 
(B) $40537 for the second qualified dependant, and 


(C) $33037 for each, if any, of the third and subsequent 
qualified dependants, 


D is the lesser of $10,000°7 and the person’s adjusted earned income 
for the year, 


Gis the amount, if any, by which the person’s adjusted income for the 
year exceeds $20,921, 9 and 


H. is, where the person isan eligible individual in respect of 
(i) only one qualified dependant, 12.1%, 
(ii) two qualified dependants, 20.2%, and 
(iii) three or more qualified dependants, 26.8%, and 
(d) the amount determined by the formula 


E-F 
where 


E_ is the product obtained by multiplying $21337 by the number of 
qualified dependants who have not attained the age of 7 years 
before the month and in respect of whom the person is an eligible 
individual. at the beginning of the month, and 


F is 25% of the total of all amounts deducted under section 63 in re- 
spect of qualified dependants in computing the income for the year 
of the person or the person’s cohabiting spouse; and 


Bis 5% (or where the person is an eligible individual in respect of only one 
qualified dependant at the beginning of the month, 2'/2%) of the amount, if 
any, by which the person’s adjusted income for the year exceeds $25,92137, 


Para. (c) of the description of A in subsec. 122.61(1) amended by 1997, c. 26, subsec. 
80(1), applicable to overpayments deemed to arise during months that are after June 
1997. Para. (c) formerly read: 


(c) where the person is, at the beginning of the month, an eligible individual in 
respect of one or’more qualified dependants, the amount determined’ by the 
formula 


C-D 
where 


C. is the lesser of $5000 and 8% of the amount, if any, by which the person’s 
adjusted earned income for the year exceeds $3,750,4 and 


D_ is 10% of the amount, if any, by which the person’s adjusted income for the 
year exceeds $20,921,41 and 


For more History, see at end of s. 122.64. 
Interpretation Bulletins: IT-495R3: Child care expenses. 


Forms: CTB9: Canada child tax benefit statement; RC64: Children’s special al- 
lowances; RC66: Canada child tax benefit application; RC66 SCH: Status in Can- 
ada/statement of income; T4114: Canada child benefits [guide]. 


(1.1) Shared-custody parent — Notwithstanding subsection (1), 
if an eligible individual is a shared-custody parent in respect of one 
or more qualified dependants at the beginning of a month, the over- 
payment deemed by subsection (1) to have arisen during the month 
is equal to the amount determined by the formula 


1/2 x (A +B) 


where 


A is the amount determined by the formula in subsection (1), cal- 
culated without reference to this subsection, and 


B is the amount determined by the formula in subsection (1), cal- 
culated without reference to this subsection and subparagraph 
(b)(ii) of the definition “eligible individual” in section 122.6. 


Related Provisions: 122.5(3.01) — Parallel rule for GST Credit; Universal Child 
Care Benefit Act s. 4(1)(a) — Parallel rule for UCCB. 


History: Subsec. 122.61(1.1) added by 2010, c. 25, s. 25, applicable for overpayments 
that are deemed to arise after June 2011. 


37Indexed by 122.61(5) after base taxation year 1996 — ed. 
39 Indexed by 122.61(6) after base taxation year 1991 — ed. 
40 Were indexed by 122.61(5) after base taxation year 1991 — ed. 
41 Was indexed by 122.61(6) after base taxation year 1991 — ed. 
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(2) Exceptions — Notwithstanding subsection (1), where a partic- 
ular month is the first month during which.an overpayment that is 
less than $10 (or such other amount as is prescribed) is deemed 
under that subsection to have arisen on account of a person’s liabil- 
ity under this Part for the base taxation year in relation to the partic- 
ular month, any such overpayment that would, but for this subsec- 
tion, reasonably be expected at the end of the particular month to 
arise during another month in relation to which the year is the base 
taxation year shall be deemed to arise under that subsection during 
the particular month and not during the other month. 


(3) Non-residents and part-year residents — For the pur- 
poses of this section, unless a person was resident in Canada 
throughout a taxation year, 


(a) for greater certainty, the person’s income for the year shall 
be deemed to be equal to the amount that would have been the 
person’s income for the year had the person been resident in 
Canada throughout the year; and 


(b) the person’s earned income for the year shall not exceed that 
portion of the amount that would, but for this paragraph, be the 
person’s earned income that is included because of section 114 
or subsection 115(1) in computing the person’s taxable income 
or taxable income earned in Canada, as the case may be; for the 
year. 


Forms: RC66 SCH: Status in Canada/statement of income. 


(3.1) Effect of bankruptcy — For the purposes of this subdivi- 
sion, where in a taxation year an individual becomes bankrupt, 


(a) the individual’s income for the year shall include the indivi- 
dual’s income for the taxation year that begins on January | of 
the calendar year that includes. the date of bankruptcy; and 


(b) the total of all amounts deducted under section 63 in comput- 
ing the individual’s income for the year shall include the amount 
deducted under that section for the individual’s taxation year 
that begins on January 1 of the calendar year that includes the 
date of bankruptcy. 


(c) [Repealed] 
Related Provisions: 118.95, 122.5(7) — Parallel rule for personal credits and GST 
credit. 


History: Paras. 122.61(3.1)(a) and (b) amended and para. (c) repealed by 1998, c. 21, 
s. 94, in force on June, 18, 1998. The paras. formerly read: 


(a) the individual’s earned income for the year shall include the individual’s 
earned income for the taxation year that begins on January 1 of the calendar year 
that includes the date of bankruptcy; 


(b) the individual’s income for the year shall include the individual’s income for 
the taxation year that begins on January | of the calendar year that includes the 
date of bankruptcy; and 


(c) the total of all amounts deducted under section 63 in computing the indivi- 
dual’s income for the year shall include the amount deducted under that section 
for the individual’s taxation year that begins on January | of the calendar year 
that includes the date of bankruptcy. 


Subsec. 122.61(3.1) added by 1998, c: 19, s. 141, applicable to bankruptcies that occur 
after April 26, 1995. 


For more History, see at end of s. 122.64 
(4) Amount not to be charged, etc. — A refund of an amount 


deemed by this section to be an overpayment on account of a per- 
son’s liability under this Part for a taxation year 


(a) shall not be subject to the operation of any law relating to 
bankruptcy or insolvency; 


(b) cannot be assigned, charged, attached or given as security; 


(c) does not qualify as a refund of tax for the purposes of the Tax 
Rebate Discounting Act; 
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(d) cannot be retained by way of deduction or set-off under the 
Financial Administration Act; and 


(e) is not garnishable moneys for the purposes of the Family Or- 
ders and Agreements Enforcement Assistance Act. 


Selected Cases [subsec. 122.61(4)]: MacKinnon v. Deloitte & Touche Inc., 
[2007] 2 C.T.C. 253 (SK QB) (RESP funds part of bankrupt custodial parent’s estate). 


(5) Annual adjustment [indexing] — Each amount expressed 
in dollars in subsection (1) shall be adjusted so that, where the base 
taxation year in relation to a particular month is after 1998, the 
amount to be used under that subsection for the month is the total of 


(a) the amount that would, but for subsection (7), be the relevant 
amount used under subsection (1) for the month that is one year 
before the particular month, and 


(b) the product obtained by multiplying 
(i) the amount referred to in paragraph (a) 

by 
(ii) the amount, adjusted in such manner as is prescribed and 
rounded to the nearest one-thousandth or, where the result 
obtained is equidistant from 2 ‘such consecutive one 


thousandths, to the higher thereof, that is determined by the 
formula 


Sal 
B 


where 


A is the Consumer Price Index (within the meaning assigned 
by subsection 117.1(4)) for the 12-month period that en- 
ded on September 30 of the base taxation year, and 


B_ is the Consumer Price Index for the 12 month period pre- 
ceding the period referred to in the description of A. 

Related Provisions: 117.1(1) — Indexing of other amounts; 122.61(6) — Adjust- 
ment to amounts of $1,090, $213 and $75; 122.61(6.1) — Transition for 2001-02; 
122.61(7) — Rounding of adjusted amounts; 257 — Formula cannot calculate to less 
than zero. 
History: The opening words of subsec. 122.61(5), the formula and the description of 
A in subpara. 122.61(5)(b)(ii) amended by 2000, c. 14, subsecs. 40(5)-(7), applicable 
with respect to overpayments deemed to arise during months that are after June 2000. 
Those portions formerly read: 

(5) Each amount expressed in dollars in subsection (1) shall be adjusted so that, 

where the base taxation year in relation to a particular month is after 1996, the 

amount to be used under that subsection for the month is equal to the total of 


A is the Consumer Price Index (within the meaning assigned by subsection 
117.1(4)) for the 12 month period that ended on March 31 in the calendar 
year following the base taxation year, and 

The opening words of subsec. 122.61(5) amended by 1999, c. 26, subsec. 36(4), appli- 
cable in respect of months that are after June 1997. They formerly read: 

(5) Each amount (other than the amounts of $6,250 and $20,921) expressed in 

dollars in subsection (1) shall be adjusted so that, where the base taxation year in 

relation to a particular month is after 1996, the amount to be used under that 
subsection for the month is equal to the total of 
The opening words of subsec. 122.61(5) amended by 1997, c. 26, subsec. 80(2), appli- 
cable to overpayments deemed to arise during months that are after June 1997. These 
words formerly read: 

(5) Each amount (other than the amount of $20,921) expressed in dollars in sub- 

section (1) shall be adjusted so that, where the base taxation year in relation to a 

particular month is after 1991, the amount to be used under that subsection for 

the month is equal to the total of 


For more History, see at end of s. 122.64 


(5.1) [Repealed] 


History: Subsec. 122.61(5.1) repealed by 1998, c. 21, subsec. 93(2), applicable with 
respect to overpayments deemed to arise during months that are after June 1998. The 
subsec. formerly read: 
(5.1) Annual adjustment [indexing] — The amount of $6,250 referred to in 
subsection (1) shall be adjusted so that the amount to be used under that subsec- 
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tion for a month in relation to a base taxation year that is after 1996 is equal to 
the amount by which 


(a) the amount of $10,000 referred to in that subsection, as adjusted and 
rounded under this section for the year, 


exceeds 


(b) the amount of $3,750 referred to in that subsection, as adjusted and 
rounded under this section for the year. 


Subsec. 122.61(5.1) added by 1997, c. 26, subsec, 80(3), applicable to overpayments 
deemed to arise during months that are after June 1997. 


For more History, see at end of s. 122.64 


(6) Additions to NCB supplement — July 2005 and 2006 — 
Each amount referred to in the description of F in subsection (1) 
that is to be used for the purpose of determining the amount deemed 
to be an overpayment arising during months that are 


(a) after June 2005 and before July 2006, is to be replaced with 
the amount that is the total of $185 and the amount otherwise 
determined under subsection (5) for those months; and 


(b) after June 2006 and before July 2007, is to be replaced with 
the amount that is the total of $185 and the amount otherwise 
determined, for those months, by applying subsection (5) to the 
amount determined under paragraph (a). 
History [Subsec. 122.61(6)]: Subsec. 122.61(6) amended by 2003 c. 15, subsec. 
77(5), applicable in respect of overpayments deemed to arise during months that are 
after June 2003. The subsec. formerly read: 
(6) Adjustment to certain amounts — For the purpose of subsection (5), the 
amount of $1,090, and the amounts in respect of the amounts of $213 and $75, 


referred to in subsection (1), that are used for the purpose of determining the 
amount deemed to be an overpayment arising during particular months that are 


(a) after June 2000 and before July 2001, are deemed to be $1,104, $219 and 
$77, respectively; 

(b) after June 2001 and before July 2002, shall be equal to the greater of the 
amounts deemed under paragraph (a) to be an overpayment arising during 
the months referred to in that paragraph and the amounts that would other- 
wise be determined for those particular months if this Act were read without 
reference to this subsection; and 


(c) after June 2002, shall be computed without reference to paragraphs (a) 
and (b). 
Subsec. 122.61(6) added by 2000, c. 14, subsec. 40(8), applicable with respect to over- 
payments deemed to arise during months that are after June 2000. 


History [former subsec. 122.61(6)]: Subsec. 122.61(6) repealed by 1999, c. 26, 
subsec. 36(5), applicable in respect of months that are after June 1997. The subsec. 
formerly read: 


(6) Idem — The amount of $20,921 referred to in subsection (1) shall be ad- 
justed so that the amount to be used thereunder for a month in relation to a base 
taxation year that is after 1991 is equal to the amount by which 


(a) the amount of $25,921 referred to in subsection (1), as adjusted and 
rounded under this section for the year, 


exceeds 


(b) the product obtained by multiplying the amount of $500 referred to in 
subsection (1), as adjusted and rounded under this section for the year, by 
10. 


For more History, see at end of s. 122.64 


(6.1) Agreement with a province — Notwithstanding subsec- 
tion (5), for the purposes of any agreement referred to in section 
122.63 with respect to overpayments deemed to arise during months 
that are after June 2001 and before July 2002, the amount deter- 
mined under subparagraph (5)(b)(ii) for a month referred to in para- 
graph (6)(b) is deemed to be 0.012. 


History: Subsec. 122.61(6.1) amended by 2001, c. 17, subsec. 110(4), applicable in 
respect of overpayments deemed to arise during months that are after. June 2001 and 
before July 2002. Subsec. 122.61(6.1) formerly read: 


(6.1) Exception — Where section 122.63 applies for the purpose of calculating _ 
an overpayment deemed under subsection (1) to arise during a month referred to 
in paragraph (6)(a) or (b) on account of a person’s tax liability, the amount deter- 
mined under subparagraph (5)(b)(ii) in respect of the person for the month is 
deemed to be 


(a) zero, where the month is referred to 
(i) in paragraph (6)(a), or 


(ii) in paragraph (6)(b) and the amount otherwise determined under sub- 
paragraph (5)(b)(ii) is less than 0.014; and 
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(b) 1090/1104 of the amount otherwise determined under that subparagraph, 
in any other case. 


Subsec. 122.61(6.1) added by 2000, c. 14, subsec. 40(8), applicable with respect to 
overpayments deemed to arise during months that are after June 2000. 


(7) Rounding — Where an amount referred to in subsection (1), 
when adjusted as provided in subsection (5), is not a multiple of one 
dollar, it shall be rounded to the nearest multiple of one dollar or, 
where it is equidistant from 2 such consecutive multiples, to the 
higher thereof, 

History [s. 122.61]: See at end of s. 122.64. 

Definitions [s. 122.61]: “adjusted earned income”, “adjusted income” — 122.6; 
“amount” — 248(1); “base taxation year” — 122.6; “calendar year’ — Interpretation 
Act 37(1)(a); “Canada” — 255; “cohabiting spouse or common-law partner” — 122.6; 
“common-law partner” — 248(1); “earned income”, “eligible individual’ — 122.6; 
“Minister” — 248(1); “month” — Interpretation Act 35(1); “person” — 248(1); “quali- 
fied dependant” — 122.6; “resident” — 250; “return of income”, “shared custody par- 


ent” — 122.6; “taxable income” — 2(2), 248(1); “taxable income earned in Can- 
ada” — 115(1), 248(1); “taxation year” — 249. 


122.62 (1) Eligible individuals — For the purposes of this subdi- 
vision, a person may be considered to be an eligible individual in 
respect of a particular qualified dependant at the beginning of a 
month only if the person has, no later than 11 months after the end 
of the month, filed with the Minister a notice in, prescribed form 
containing prescribed information. 

Related Provisions: 220(2.1) — Waiver of requirement under 122.62(1) to file 


notice; 241(4)(b) — Disclosure of taxpayer information for purposes of administering 
the Act. 


History: Subsec. 122:62(1) amended by 1998, c. 19, subsec., 142(1), applicable after 
August 27, 1995. Subsec. 122.62(1) formerly read: 


(1) For the purposes of this subdivision, a person may be considered to be an 
eligible individual in respect of a particular qualified dependant at the beginning 
of a month only if the person has, no later than 11 months after the end of the 
month, filed with the Minister of Human Resources Development a notice in a 
form authorized, and containing information required, by that Minister. 


Subsec. 122.62(1) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources Development’’ for “Minister of National Health and Welfare’, in 
force July 12, 1996, 


For more History, see at end of s. 122.64 


Forms: RC65: Marital status change [possibly: Guest 'v. R., 2010 CarswellNat'1721 
(TCC), para. 14)]. 


(2) Extension for notices — The Minister may at any time ex- 
tend the time for filing a notice under subsection (1). 


History; Subsec. 122.62(2) amended by 1998, c. 19, subsec. 142(1), applicable after 
August 27, 1995. Subsec. 122.62(2) formerly read: 


(2) The Minister of Human Resources Development may at any time extend the 
time for filing a notice under subsection (1). 


Subsec. 122.62(2) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources, Development” for “Minister of National Health and Welfare”, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 


(3) Exception — Where at the beginning of 1993 a person is an 
eligible individual in respect of a qualified dependant, subsection 
(1) does not apply to the person in respect of the qualified depen- 
dant if the qualified dependant was an eligible child (within the 
meaning assigned by subsection 122. 2(2) because of subparagraph 
(a)(i) in the definition “eligible child” in that et er of the in- 
dividual for the 1992 taxation year. 


(4) Person ceasing to be an eligible individual — Where 
during a particular month a person ceases to be:an eligible indivi- 
dual in respect of a particular qualified dependant (otherwise than 
because of the qualified dependant attaining the age of 18 years), 
the person shall notify the Minister of that fact before the end of the 
first month following the particular month. 


History: Subsec. 122.62(4) amended by 1998, c. 19, subsec. 142(2), applicable after 
August 27, 1995. Subsec. 122.62(4) formerly read: 


(4) Where during a particular month a person ceases to be an eligible individual 
in respect of a particular’ qualified dependant (otherwise than because of the 
qualified dependant attaining the age of 18 years), the person shall inform the 
Minister of Human Resources Development of that fact, in such form as that 


S. 122.62(6)(a) 


minister may require, before:the end of the first month following the particular 
month. 


Subsec.. 122.62(4) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources Development” for “Minister of National Health and Welfare’, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 


Selected Cases [Subsec. 122.62(4)]: Kehler v. R., [2004] 3 C.T.C. 2504 (TCC) 
(Taxpayer required to advise Minister if no longer eligible to receive payments. Interest 
assessed). 


Forms: RC65: Marital status change. 


(5) Death of cohabiting spouse [or common-law part- 
ner] — Where 


(a) before the end of a particular month the cohabiting spouse or 
common-law partner of an eligible individual in respect of a 
qualified dependant dies, and 


(b) the individual so elects, before the end of the eleventh month 
after the particular month, in a form that is acceptable to the 
Minister, 


for the purpose of determining the amount deemed under subsection 
122.61(1) to be an overpayment arising in any month after the par- 
ticular month on account of the individual’s liability under this Part 
for the base taxation year in relation to the particular month, subject 
to’any subsequent election under subsection (6) or (7), the indivi- 
dual’s adjusted income for the year is deemed to be equal to the 
individual’s income for the year. 
History: Subsec. 122.62(5) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 
The portion of subsec. 122.62(5) after para. (b) amended by 1998, c. 21, para. 95(a), in 
force on June 18, 1998. That portion formerly read: 
for the purpose of determining the amount deemed under subsection 122.61(1) 
to be an overpayment arising in any month after the particular month on account 
of the individual’s liability under this Part for the base taxation year in relation to 
the particular month, subject to any subsequent election under subsection (6) or 
(7), 
(c) the individual’s adjusted income for the year'is deemed to be equal to the 
individual’s income for the year, and 
(d) the individual’s adjusted earned income for the year is deemed to be 
equal to the individual’s earned income for the year. 
Former subsec. 122.62(5) repealed, 122.62(6) renumbered as 122.62(5) and amended 
by 1998, c. 19, subsec. 142(2), applicable after August 27, 1995. Former subsecs. 
122.62(5) and (6) formerly read: ~ 
(5) Waiver — The Minister of Human Resources Development may at any time 
waive the requirement 


(a) under subsection (1) to file a notice; or 


(b) under subsection (4) to inform that minister that the person has ceased to 
be an eligible individual in respect of a particular qualified dependant. 


(6) Death of cohabiting spouse — Where before the end of a particular month 
the cohabiting spouse of an eligible individual in respect of a qualified dependant 
dies and the individual so elects, before the end of the eleventh month following 
the particular month, in a form that is acceptable to the Minister of Human Re- 
sources Development, for the purpose of determining the amount deemed under 
subsection 122.61(1) to be an overpayment arising in any month after the partic- 
ular month on account of the individual’s liability under this Part for the base 
taxation year in relation to the particular month subject to any subsequent elec- 
tion under subsection (7) or (8), the individual’s adjusted income for the year 
shall be deemed to be equal to the individual’s income for the year and the indi- 
vidual’s adjusted earned income for the year shall be deemed to be equal to the 
individual’s earned income for the year. 


Subsecs. 122.62(5), (6) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources Development’ for “Minister of National Health and Welfare”, in 
force July 12, 1996. 


For more History, see at end of s. 122.64. 
Forms: RC65: Marital status change. 


(6) Separation from cohabiting spouse [or common-law 
partner] — Where 


(a) before the end of a particular month an eligible individual in 
respect of a qualified dependant begins to live separate and apart 
from the individual’s cohabiting spouse or common-law partner, 
because of a breakdown of their marriage or common-law part- 
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nership, for a period of at least 90 days that includes a day in the 
particular month, and 


(b) the individual so elects, before the end of the eleventh month 
after the particular month, in a form that is acceptable to the 
Minister, 


for the purpose of determining the amount deemed under subsection 
122.61(1) to be an overpayment arising in any month after the par- 
ticular month on account of the individual’s liability under this Part 
for the base taxation year in relation to the particular month, subject 
to any subsequent election under subsection (5) or (7), the indivi- 
dual’s adjusted income for the year is deemed to be equal to the 
individual’s income for the year. 

History: Subsec. 122.62(6) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, and by Sch. 2, s. 9, to replace “marriage” with 
“marriage or common-law partnership’, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


The portion of subsec. 122.62(6) after para. (b) amended by 1998, c. 21, para. 95(b), in 
force on June 18, 1998. That portion formerly read: 

for the purpose of determining the amount deemed under subsection 122.61(1) to be 
an overpayment arising in any month after the particular month on account of the 
individual’s liability under this Part for the base taxation year in relation to the partic- 
ular month, subject to any subsequent election under subsection (5) or (7), 


(c) the individual’s adjusted income for the year is deemed to. be equal to the 
individual’s income for the year, and 


(d) the individual’s adjusted earned income for the year is deemed to be equal to 
the individual’s earned income for the year. 


Former subsec. 122.62(7) renumbered as 122.62(6) and amended by 1998, c. 19, sub- 
sec, 142(2), applicable after August 27, 1995. Subsec. 122.62(7) formerly read: 


(7) Where before the end of a particular month an eligible individual in respect 
of a qualified dependant commences to live separate and apart from the indivi- 
dual’s cohabiting spouse, because of a breakdown of their marriage, for a period 
of at least 90 days that includes a day in the particular month and the individual 
so elects, before the end of the eleventh month following the particular month, in 
a form that is acceptable to the Minister of Human Resources Development, for 
the purpose of determining the amount deemed under subsection 122.61(1) to be 
an overpayment arising in any month after the particular month on account of the 
individual’s liability under this Part for the base taxation year in relation to the 
particular month subject to any subsequent election under subsection (6) or (8), 
the individual’s adjusted income for the year shall be deemed to be equal to the 
individual’s income for the year and the individual’s adjusted earned income for 
the year shall be deemed to be equal to the individual’s earned income for the 
year. 


Former subsec. 122.62(7) amended by 1996, c. 11, para. 95(h), to substitute “Minister 
of Human Resources Development” for “Minister of National Health and Welfare”, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 
Forms: RC65: Marital status change. 


(7) Person becoming a cohabiting spouse [or common- 
law partner] — Where 


(a) at any particular time before the end of a particular month a 
taxpayer has become the cohabiting spouse or common-law 
partner of an eligible individual, and 


(b) the taxpayer and the eligible individual jointly so elect in 
prescribed form filed with the Minister before the end of the 
eleventh month after the particular month, 


for the purpose of determining the amount deemed by subsection 
122.61(1) to be an overpayment arising in any month after the par- 
ticular month on account of the eligible individual’s liability under 
this Part for the year, the taxpayer is deemed to have been the eligi- 
ble individual’s cohabiting spouse or common-law partner through- 
out the period that began immediately before the end of the base 
taxation year in relation to the particular month and ended at the 
particular time. 

History: Subsec. 122.62(7) amended by 2000, c. 12, Sch. 2, s. 1, to replace “‘spouse” 
with “spouse or common-law partner’, applicable to 2001 ef seqg., in force July 31, 


2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Former subsec. 122.62(8) renumbered as 122.62(7) and amended by 1998, c. 19, sub- 
sec. 142(2), applicable after August 27, 1995. Subsec. (8) formerly read: 


(8) Where at any particular time before the end of a particular month a taxpayer 
has become the cohabiting spouse of an eligible individual and the taxpayer and 
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the eligible individual jointly so elect, before the end of the eleventh month fol- 
lowing the particular month, in a form that is acceptable to the Minister of 
Human Resources Development, the taxpayer shall be deemed to have been the 
eligible individual’s cohabiting spouse throughout the period commencing im- 
mediately before the end of the base taxation year in relation to the particular 
month and ending at the particular time for the purpose of determining the 
amount deemed by subsection 122.61(1) to be an overpayment arising in any 
month after the particular month on account of the eligible individual’s liability 
under this Part for the year. 


Former subsec. 122.62(8) amended by 1996, c. 11, para. 95(h), to substitute “Minister 
of Human Resources Development” for “Minister of National Health and Welfare”, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 
Forms: RC65: Marital status change. 


(8), (9) [Repealed] 


History: Subsec. 122.62(9) repealed by 1998, c. 19, subsec. 142(2), applicable after 
August 27, 1995. Subsec. 122.62(9) formerly read: 


(9) Advice of Department of Human Resources Development — The Min- 
ister may obtain the advice of the Department of Human Resources Develop- 
ment as to whether 


(a) a taxpayer is an eligible individual in respect of a qualified dependant; 
(b) a person is a qualified dependant; or 


(c) a person is a taxpayer’s cohabiting spouse. 


Subsec. 122.62(9) amended by 1996, c. 11, para. 97(1)(e), to substitute “Department of 


Human Resources Development” for “Department of National Health and Welfare”, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 


Definitions [s. 122.62]: “adjusted earned income”, “adjusted income”, “cohabiting 
spouse or common-law partner” — 122.6; “common-law partner’, “common-law part- 
nership” — 248(1); “eligible individual” — 122.6; “individual” — 248(1); “Minister”, 
“person”, “prescribed” — 248(1); “qualified dependant” — 122.6; “taxpayer” — 
248(1). 


122.63 (1) Agreement — The Minister of Finance may enter into 
an agreement with the government of a province whereby the 
amounts determined under paragraph (a) of the description of A in 
subsection 122.61(1) with respect to persons resident in the prov- 
ince shall, for the purpose of calculating overpayments deemed to 
arise under that subsection, be replaced by amounts determined in 
accordance with the agreement. 


Related Provisions: 122.61(6.1) — Transitional adjustment for 2001-02. 


History: Subsec. 122.63(1) amended by 1998, c. 19, s. 143, applicable after August 
27, 1995. Subsec. 122.63(1) formerly read: 


(1) The Minister of Finance and the Minister of Human Resources Development 
may enter jointly into an agreement with the government of a province whereby 
the amounts determined under paragraph (a) in the description of A in subsection 
122.61(1) with respect to persons resident in the province shall, for the purposes 
of calculating overpayments deemed to arise under that subsection, be replaced 
by amounts determined in accordance with the agreement. 


Subsec. 122.63(1) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources Development” for “Minister of National Health and Welfare”, in 
force July 12, 1996. However, this change will effectively be superseded by (Bill C-69) 
1998, c. 19 reproduced as proposed amendments above. 


For more History, see at end of s. 122.64 


(2) ldem — The amounts determined under paragraph (a) of the 
description of A in subsection 122.61(1) for a base taxation year 
because of any agreement entered into with a province and referred 
to in subsection (1) shall be based on the age of qualified 
dependants of eligible individuals, or on the number of such quali- 
fied dependants, or both, and shall result in an amount in respect of 
a qualified dependant that is not less, in respect of that qualified 
dependant, than 85% of the amount that would otherwise be deter- 
mined under that paragraph in respect of that qualified dependant 
for that year. 


(3) Idem — Any agreement entered into with a province and re- 
ferred to in subsection (1) shall provide that, where the operation of 
the agreement results in a total of all amounts, each of which is an 
amount deemed under subsection 122.61(1) to be an overpayment 
on account of the liability under this Part for a taxation year of a 
person subject to the agreement, that exceeds 101% of the total of 
such overpayments that would have otherwise been deemed to have 
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arisen under subsection 122.61(1), the excess shall be reimbursed 
by the government of the province to the Government of Canada. 
Definitions [s. 122.63]: “amount” — 248(1); “base taxation year”, “eligible indivi- 


dual” — 122.6; “person” — 248(1); “province” — Interpretation Act 35(1); “qualified 
dependant” — 122.6; “resident” — 250. 


122.64 (1) Confidentiality of information — Information. ob- 
tained under this Act or the Family Allowances Act by or on behalf 
of the Minister of Social Development is deemed to be obtained on 
behalf of the Minister of National Revenue for the purposes of this 
Act. 


Related Provisions: 241 — Rules applicable. to taxpayer information; 122.64(2), 
(3) — Intergovernmental disclosure. 


History: Subsec./122.64(1) amended by 2005, c. 35, para. 67(d),to substitute “Minister 
of Social Development” for “Minister of Human Resources Development”, proclaimed 
in force October 5, 2005. 


Subsec. 122.64(1) amended by 1996, c. 11, para. 95(h), to substitute “Minister. of 
Human Resources Development” for “Minister of National Health and Welfare’, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 


(2) Communication of information — Notwithstanding subsec- 
tion 241(1), an official (as defined in subsection 241(10)) may pro- 
vide information obtained under, subsection 122.62(1), (4), (5), (6) 
or (7) or the Family Allowances Act 


(a) to an official of the government of a province, solely for the 
purposes of the administration or enforcement of a prescribed 
law of the province; or 


(b) to an official of the Department of Social Development for 
the purposes of the administration of the Family Allowances Act, 
the Canada Pension Plan or the Old Age Security Act. 


Related Provisions: 122.64(4) — Offence; 241(4)(j.1) — Disclosure ‘to officials of 
provinces other than Quebec. 


History: Para. 122.64(2)(b) amended by 2005, c. 35, para. 66(d) to substitute “Depart- 
ment of Social Development’ for “Department of Human Resources Development’, 
proclaimed in force October 5, 2005. 


Subsec. 122.64(2) amended by 1998, c. 19, subsec. 144(1), applicable after August 27, 
1995 except that, before July 12, 1996, the reference in para: 122.64(2)(b) to “Human 
Resources Development” shall be read as a reference to “National Health and Wel- 
fare”. Subsec. 122.64(2) formerly read: 


(2) Notwithstanding subsection 241(1), an official or authorized person may pro- 
vide information obtained under subsection 122.62(1), (4), (6), (7) or (8) or the 
Family Allowances Act 


(a) to an official of the government of a province, solely for the purposes of 
the administration or enforcement of a prescribed law of the province; or 


(b) to an official of the Department of Human Resources Development, for 
the purposes of the administration of the Children’s Special Allowances Act, 
the Canada Pension Plan and the Old Age Security Act. 


Para. 122.64(2)(b) amended by 1996, c. 11, para. 97(1)(e), to substitute “Department'of 
Human Resources Development” for “Department of National Health and Welfare”, in 
force July 12, 1996. 


For more History, see at end of s. 122.64 
Regulations: 3003 (prescribed law of a province), 


(3) Taxpayer’s address — Notwithstanding subsection 241(1), 
an official or authorized person may provide a taxpayer’s name and 
address that has been obtained by or on behalf of the Minister of 
National Revenue for the purposes of this subdivision, for the pur- 
poses of the administration or enforcement of Part I of the Family 
Orders and Agreements Enforcement Assistance Act. 


Related Provisions: 122.61(4)(e) — Child Tax Benefit not garnishable under the 
Family Orders and Agreements Enforcement Assistance Act; 122.64(4) — Offence. 


(4) Offence — Every person to whom information has been pro- | 


vided under subsection (2) or (3) and who knowingly uses, com- 
municates or allows to. be communicated that information for any 
purpose other than that for which it was provided is guilty of an 
offence and is liable on summary conviction to a fine not exceeding 
$5,000 or to imprisonment for a term not exceeding 12 months or to 
both that fine and imprisonment. 


Related Provisions: 239(2.2), (2.21) — Offence with respect to confidential 
information. 


S. 122.7(1) adj 


(5) [Repealed] 
History [subsec. 122.64(5)]: Subsec. 122.64(5) repealed a) 1998, c. 19, subsec. 
144(2), applicable after August 27, 1995. Subsec. 122.64(5) formerly read: 
(5) “official” and “authorized person” — For the purposes of subsections (2) 
and (3), “official”, and “authorized person” have the meanings assigned by sub- 
section 241(10). 
For more History, see at end of s. 122.64. 
Definitions [s. 122.64]: “authorized person”, “official” — 241(10); “person”, “‘pre- 
scribed” — 248(1); “province” — Interpretation Act 35(1); “taxpayer” — 248(1). 
History [ss. 122.6—122.64]: Ss. 122.6 to 122.64 enacted by 1994, c. 7, Sch. VII 
(1992, c. 48), subsec. 12(1), 122.6 to 122.63 applicable to nyerroymients deemed to 
arise during months after 1992; and, with respect to 
(a) any amount deemed by subsec. 122.61(1) to be an overpayment on account of 
an individual’s liability under Part I 
(i) during any month before July 1993, the individual’s cohabiting spouse at 
the end of 1991 includes a person who 


(A) is of the opposite sex to the individual, 


(B) is at the beginning of the month a parent of a child of whom the indivi- 
dual is a parent, and 


(C) is not living separate and apart from the individual for a period of at 
least 90. days that includes December 31, 1991, and 


Gi) during any month after June 1993 and before July. 1994; the cohabiting 
spouse of an individual at the end of 1992 includes the person of the opposite 
sex who, at the end of 1992, was cohabiting with the individual in a conjugal 
relationship and 


(A) had so cohabited with the individual throughout a:12 month period 
ending before the end of 1992, or 
(B) is a parent of a child of whom the individual is a parent, 
and, for the purpose of this subparagraph, where before the end of 1992 the 
individual and the person cohabited in a conjugal relationship, they shall be 
deemed to be cohabiting in a conjugal relationship at the end of 1992, unless 
they were not cohabiting at that time for a period of at least 90 days that in- 
cludes that time because of a breakdown of their conjugal relationship; and 
(b) any amount deemed by subsec. 122.61(1) to be an overpayment on account of a 
person’s liability under Part I arising in any month in relation to which the 1992 
taxation year is the base taxation year, the expression “earned income” as defined 
in s. 122.6 shall be deemed to have the meaning assigned by subsec. 63(3) as that 
subsec. reads in its application to the 1993 taxation year. 
S. 122.64 is deemed to have come into force January 1, 1993. 
Subsec.. 12(3) of 1994, c. 7, Sch. VII (1992, c. 48) provides as follows: 
(3) The Minister of National Revenue may during any month 
(a) in relation to which the 1991 taxation year is the base taxation year, and 
(b) that is before the month in which that minister mails to an individual a 
notice of determination of the amounts deemed by subsection 122.61(1) of the 
Act, as enacted by subsection (1), to be: overpayments on account of the indivi- 
dual’s, liability under Part I of the Act for the 1991, taxation year, 
pay to the individual, in respect of a qualified dependant who was.an eligible child 
(within the meaning assigned by subsection 122.2(2) of the Act) of the individual 
for the 1992 taxation year, an amount not exceeding the amount that would be 
deemed by the said subsection 122.61(1) to be an overpayment on account of the 
individual’s liability under Part I of the Act for the 1991 taxation year that would 
have arisen in that month or a preceding month if the individual’s adjusted income 
and adjusted earned income for the 1991 taxation year were equal to zero and if the 
individual had filed a return of income for that year, and any amount so paid shall 
be: deemed to be an amount refunded on account of the individual’s liability under 
Part I of the Act for the 1991 taxation year that arose as a consequence of. the 
operation of the said subsection 122.61(1). 


Subdivision a.2 — Working Income Tax 
Benefit 


122.7 (1) Definitions — The following definitions apply in this 
section. 


“adjusted net income” of an individual for a taxation year means 
the amount that would be the individual’s income for the taxation 
year if : 
(a) this Act were read without reference to paragraph 81(1)(a) 
and subsection 81(4); 


(b) in computing that income, no amount were included under 
paragraph 56(1)(q.1) or subsection 56(6), in respect of any gain 
from a disposition of property to which section 79 applies or in 
respect of a gain described in subsection 40(3.21); and 
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(c) in computing that income, no amount were deductible under 
paragraph 60(y) or (z). 
History: Para. (b) of the definition “adjusted net income” in subsec. 122.7(1) amended 
by 2010, c. 25,.s. 26, applicable to 2000 et seq: It formerly read: 


(b) in computing that income, no amounts were included under paragraph 
56(1)(q.1) or subsection 56(6), or in respect of any gain from a disposition of 
property to which section 79 applies; and 


“cohabiting spouse or common-law partner” of an individual at 
any time has the meaning assigned by section 122.6. 


“designated educational institution” has the meaning assigned by 
subsection 118.6(1). 


“eligible dependant” of an individual for a taxation year means a 
child of the individual who, at the end of the year, 


(a) resided with the individual; 
(b) was under the age of 19 years; and 


(c) was not an eligible individual. 
Related Provisions: 122.7(10)— No eligible dependant if both parents claim. 


“eligible individual” for a taxation year means an individual (other 
than an ineligible individual) who was resident in Canada through- 
out the taxation year and who was, at the end of the taxation year, 


(a) 19 years of age or older; 


(b) the cohabiting spouse or common-law partner of another in- 
dividual; or 


(c) the parent of a child with whom the individual resides. 


Related Provisions: 122.7(4) — Where eligible spouse deemed not to be eligible 
individual. 


“eligible spouse” of an eligible individual for a taxation year means 
an individual (other than an ineligible individual) who was resident 
in Canada throughout the taxation year and who was, at the end of 
the taxation year, the cohabiting spouse or common-law partner of 
the eligible individual. 


Related Provisions: 122.7(4) — Where eligible spouse deemed not to be eligible 
individual. 


‘“neligible individual’ for a taxation year means an individual 

(a) who is described in paragraph 149(1)(a) or (b) at any time in 
the taxation year; 
(b) who, except where the individual has an eligible dependant 
for the taxation year, was enrolled as a full-time student at a des- 
ignated educational institution for a total of more than 13 weeks 
in the taxation year; or 


(c) who was confined to a prison or similar institution for a pe- 
riod of at least 90 days during the taxation year. 


“return of income” filed by an individual for a taxation year 
means a return of income (other than a return of income filed under 
subsection 70(2) or 104(23), paragraph 128(2)(e) or subsection 
150(4)) that is required to be filed for the taxation year or that 
would be required to be filed if the individual had tax payable under 
this Part for the taxation year. 


“working income” of an individual for a taxation year means the 
total of 


(a) the total of all amounts each of which would, if this Act were 
read without reference to section 8, paragraph 81(1)(a) and sub- 
section 81(4), be the individual’s income for the taxation year 
from an office or employment; 


(b) all amounts that are included, or that. would, but for para- 
graph 81(1)(a), be included, because of paragraph 56(1)(n) or 
(0) or subparagraph 56(1)(r)(v) in computing the individual’s in- 
come for a period in the taxation year; and 


Indexed by 117.1(1) after 2007 — ed. 
42 Intended to be indexed by 117,1(1), after 2009 — ed. 
43Expected to be indexed: by 117.1(1) after 2009 — ed. 
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(c) the total of all amounts each of which would, if this Act were 
read without reference to paragraph 81(1)(a), be the individual’s 
income for the taxation year from a business carried on by the 
individual otherwise than as a_ specified member of. a 
partnership. 
History [subsec. 122.7(1)“working income”]: Para. (b) of the definition “work- 
ing income” in subsec. 122.7(1) amended by 2009, c. 2, s. 38, applicable to 2008 er 
seq. The para. formerly read: 
(b) all amounts that are included, or that would, but for paragraph 81(1)(a), be 
included, because of paragraph 56(1)(n) or (0) in computing the individual’s in- 
come for the taxation years; and 


(2) Deemed payment on account of tax — Subject to subsec- 
tions (4) and (5), an eligible individual for a taxation year who files 
a return of income for the taxation year and who makes a claim 
under this subsection, is deemed to have paid, at the end of the taxa- 
tion year, on account of tax payable under this Part for the taxation 
year, an amount equal to the amount, if any, determined by the 
formula 


A-B 
where 
A is 
(a) if the individual had neither an eligible spouse nor an eli- 
gible dependant, for the taxation year, the lesser of $9254 


and 25% of the amount, if any, by which the individual’s 
working income for the taxation year exceeds $3,000, or 


(b) if the individual had an eligible spouse or an eligible de- 
pendant, for the taxation year, the lesser of $1,68042 and 25% 
of the amount, if any, by which the total of the working in- 
comes of the individual and, if applicable, of the eligible 
spouse, for the taxation year, exceeds $3,000; and 


(a) if the individual had neither an eligible spouse nor an eli- 
gible dependant, for the taxation year, 15% of the amount, if 
any, by which the adjusted net income of the individual for 
the taxation year exceeds $10,500*2, or 


(b) if the individual had an eligible spouse or an eligible de- 
pendant, for the taxation year, 15% of the amount, if any, by 
which the total of the adjusted net incomes of the individual 
and, if applicable, of the eligible spouse, for the taxation 
year, exceeds $14,50043. 
Related Provisions: 117.1(1) — Inflation indexing; 122.7(3) — Disability supple- 
ment; 122.7(5)—If individual and spouse both claim, benefit is nil for both; 
122.7(11), (12) — Special rules on bankruptcy or death; 122.71 — Provincial credit 
possible; 152(1)(b) — Assessment; 163(2)(c.3) — Penalty for false statement; 257 — 
Formula cannot calculate to. less than zero. 


History: The descriptions of A and B in subsec. 122.7(2) amended by 2009,'c. 31, . 


subsec. 13(1), applicable to 2009 et seq. They formerly read: 
A is 
(a) if the individual had neither an eligible spouse nor an eligible depen- 
dant, for the taxation year, the lesser of $500! and 20% of the:amount, if 


any, by which the individual’s working income for the taxation year ex- 
ceeds $3,000, or i : oS 


(b) if the individual had an eligible spouse or an eligible dependant, for 
the taxation year, the lesser of $1,000° and 20% of the amount, if any, 
by which the total of the working incomes of the individual and, if ap- 
plicable, of-the eligible spouse of the individual, for the taxation year, 
exceeds $3,000; and 


(a) if the individual had neither an eligible spouse nor an eligible depen- 
dant, for the taxation year, 15% of the amount, if any, by which the 
individual’s adjusted net income for the taxation year exceeds $9,500°, 
or 


(b) if the individual had an eligible spouse or an eligible dependant, for 
the taxation year, 15% of the amount, if any, by which the total of the 
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adjusted net incomes of the individual and, if applicable, of the eligible 
spouse of the individual, for the taxation year, exceeds. $14,500". 


Forms: RC201:: Working income tax benefit advance payments application; RC4227: 
Working income tax benefit [guide]. 


(3) Deemed payment on account of tax — disability sup- 
plement — An eligible individual for a taxation year who files a 
return of income for the taxation year and. who may deduct. an 
amount under subsection 118.3(1) in computing tax:payable under 
this Part for the taxation year is deemed to have paid, at the end of 
the taxation year, on account’ of tax payable under this Part for the 
taxation year, an amount ot to. the amount, if any, determined by 
the formula 


CoD 
where 
C is the lesser ar $462, 5043 and -25%: of the 2 amount, nf any, by 
which the individual’s working income for the taxation year ex- 
_., ceeds $1,150; and 
D is 
(a) if the individual had neither an eligible spouse nor an eli- 
gible dependant, for the taxation year, 15% of the amount, if 


any, by which the individual’s adjusted net income for the 
taxation year exceeds $16,667°3, 


(b) if the individual had an: eligible spouse, for the taxation 
year who was not entitled to deduct an amount under subsec- 
tion 118.3(1) for the taxation year, or had an eligible. depen- 
dant for the taxation year, 15%. of the amount, if any, by 
which the total of the adjusted net incomes of the individual 
and,’ if applicable, of ag a spouse, for the taxation 
year, exceeds $25,700%3 : 


(c) if the individual wal an.eligible spouse for. the taxation 
year who was.entitled to deduct an amount under subsection 
118.3(1) for the taxation year, 7.5% of the amount, if any, by 
which the, total of the adjusted net incomes of the individual 
and of the eligible spouse, for the taxation year, exceeds 
$25,70043. 

Related Provisions: 117.1(1) — Inflation indexing; 122.71 — Provincial credit pos- 

sible; 152(1)(b) — Assessment; 163(2)(c.3) — Penalty for false” statement; 257 — 

Formula cannot calculate to less than zero. 


History: The descriptions of C and D in subsec. 122.7(3) amended by 2009, c. 31, 
subsec. 13(2), applicable to 2009 et seg. They formerly read: 


C_ is the lesser of $250! and 20% of the amount, if any, by which the indivi- 
dual’s' working income for the taxation year exceeds $1,750, and 


Di is 
(a) if the individual had neither.an eligible spouse nor,an eligible depen- 


dant, for the taxation year, 15% of the amount, if, any, by, which ihe 
individual’s adjusted net income for the taxation year exceeds $12, 8331, 


“(b) if the individual had an eligible spouse for the taxation year who was 
not entitled to deduct an amount under subsection 118.3(1) for the taxa- 
tion year, or had an eligible dependant for the taxation year; 15% of the 
amount, if any, by which the total of the adjusted net incomes of the 
individual and, if applicable, of the eligible spouse, for the taxation year, 
exceeds. $21, 1671, or 


(c) if the individual‘had an eligible spouse for the taxation year who was 
entitled to.deduct an amount under subsection. 118.3(1).for the taxation 
year, 7.5% of the amount, if any, by which the total of the adjusted net 
incomes of the individual and of the eligible spouse, for the taxation 
year, exceeds $21,167. 


Forms: RC4227: Working income tax benefit [guide]. 
(4) Eligible spouse deemed not to be an eligible indivi- 


dual — An eligible spouse of an eligible individual fora taxation | 


year is deemed, for the purpose of subsection (2), not to be’an eligi- 
ble individual for the taxation year if the eligible spouse made a 
joint application described in subsection (6) with the eligible, indivi- 
dual and the eligible individual received an amount under subsec- 
tion (7) in respect of the taxation year. 


Mndexed by 117.1(1) after 2007 — ed. 
43 Expected to be indexed by 117.1(1) after 2009 — ed. 
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(5) Amount deemed to be nil If an eligible individual had an 
eligible spouse for-a ‘taxation year:and both the eligible individual 
and the eligible:spouse make a claim for the taxation year under 
subsection (2), the amount deemed to have been. paid under that 
subsection by each of them on account of tax payable under this 
Part for the taxation year, is nil. 


(6) Application for advance payment — Subsection (7) ap- 
plies to an individual fora taxation year if; 


(a)at any) time after January 1 and before: September 1 of the 
taxation year, the individual makes an.application (or in the case 
of an individual who has, at that time, a cohabiting spouse or 
common-law. partner, the two of them make a joint application 
designating the: individual for the purpose of subsection (7)), to 
the Minister in prescribed form, containing prescribed informa- 
tion; and 
(b) where the individual and a cohabiting spouse or common- 
law partner have made a Joint application referred to in, para- 
graph (a) 
(i) the individual’s working income for the taxation year can 
reasonably be expected to be greater than the working in- 
“come of the individual’s cohabiting spouse or common-law 
partner for the taxation year, or 


: (ii) the individual can reasonably be expected to be deemed 
by subsection (3) to have paid an amount on account of tax 
payable under this Part for the taxation year. 

Related Provisions: 122.79) — Notification required of change in circumstances. 
Forms: RC4227: Working income tax benefit [guide]. 


(7) Advance payment — Subject.to subsection (8), the Minister 
may pay to.an individual before the, end. of January of the year. fol- 
lowing a,taxation year, one or more amounts that, in total, do not 
exceed one-half of the total of the amounts that the Minister esti- 
mates will be deemed to be paid by the individual under subsection 
(2) or (3) at the end of the taxation year, and any amount paid: by 
the Minister under this subsection is deemed to have been received 
by the individual in respect of the taxation year. 

Related Provisions: 117(2.1)—Tax payable — Advance payment is repayable; 
122.5(6.2) — Advance payment of GST/HST credit; 122.7(6), (8) — Conditions for 
advance payment. 


(8) Limitation — advance payment — No payment shall be 
made under subsection (7) to an individual in respect of a taxation 
year ; 
(a) if the total amount that the Minister may pay under that sub- 
section is less than $100; or 


(b) before the day on which. the. individual has. filed a return of 
income for a preceding taxation year in respect.of which the in- 
dividual received.a payment under that subsection. 


(9) Notification to Minister — If, in a taxation year, an indivi- 
dual makes an application described in subsection (6), the indivi- 
dual shall notify the Minister of the occurrence of any of the follow- 
ing events before the end of the month following the month in 
which the event occurs 


(a) the individual: ceases to-be resident in Canada in the taxation 
year; 
(b) the individual ceases, before the.end of the taxation year, to 


be a cohabiting spouse. or common-law partner of another per- 
son with whom the individual made the application; 


(c) the individual enrols as a full-time student at a designated 
educational institution in the taxation year; or 


(d) the individual,is.confined to. a prison; or similar institution in 
the taxation. year. 


(10) Special rule for eligible dependant — For the purpose of 
applying subsections (2) and (3), an individual (referred to in this 
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subsection as the “child’’) is deemed not to be an eligible dependant 
of an eligible individual for a taxation year if the child is an eligible 
dependant of another eligible individual for the taxation year and 
both eligible individuals identified the child as an eligible depen- 
dant for the purpose of claiming or computing an amount under this 
section for the taxation year. 


(11) Effect of bankruptcy — For the purpose of this subdivision, 
if an individual becomes bankrupt in a particular calendar year 


(a) notwithstanding subsection 128(2), any reference to the taxa- 
tion year of the individual (other than in this subsection) is 
deemed to be a reference to the particular calendar year; and 


(b) the individual’s working income and adjusted net income for 
the taxation year ending on December 31 of the particular calen- 
dar year is deemed to include the individual’s working income 
and adjusted net income for the taxation year that begins on Jan- 
uary | of the particular calendar year. 


(12) Special rules in the event of death — For the purpose of 
this subdivision, if an individual dies after June 30 of a calendar 
year 


(a) the individual is deemed to be resident in Canada from the 
time of death until the end of the year and to reside at the same 
place in Canada as the place where the individual resided imme- 
diately before death; 


(b) the individual is deemed to be the same age at the end of the 
year as the individual would have been if the individual were 
alive at the end of the year; 


(c) the individual is deemed to be the cohabiting spouse or com- 
mon-law partner of another individual (referred to in this para- 
graph as the “surviving spouse’) at the end of the year if, 


(i) immediately before death, the individual was the cohab- 
iting spouse or common-law partner of the surviving spouse, 
and 


(ii) the surviving spouse is not the cohabiting spouse or com- 
mon-law partner of another individual at the end of the year; 
and 


(d) any return of income filed by a legal representative of the 
individual is deemed to be a return of income filed by the 
individual. 


History [s. 122.7]: S. 122.7 added by 2007, c. 35, s. 42, applicable to 2007 et seg. 
except that 


(a) for the 2007 taxation year, paras. (b) and (c) of the definition “adjusted net 
income” in subsec. 122.7(1) shall be read as follows: 
(b) in computing that income, no amount were included under subsection 
56(6), as a beneficiary of a registered disability savings plan or in respect of 
any gain from a disposition of property to which section 79 applies; and 


(c) in computing that income, no amount were deductible under paragraph 
60(y). 
(b) subsecs. 122.7(6)-(8) apply to 2008 et seq. 

Definitions [s. 122.7]: “adjusted net income” — 122.7(1); “amount”, “bankrupt”, 
“business” — 248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255, 
Interpretation Act 35(1); “child” — 252(1); “cohabiting spouse or common-law part- 
ner” — 122.7(1); “common-law partner” — 248(1); “designated educational institu- 
tion” — 122.7(1); “disposition” — 248(1); “eligible dependant” — 122.7(1), (10); “eli- 
gible individual” — 122.7(1); “eligible spouse” — 122.7(1), (4); “employment”, 
“tndividual” — 248(1); “ineligible individual” — 122.7(1); “legal representative”, 
“Minister” — 248(1); “month” — Interpretation Act 35(1); “office” — 248(1); “par- 
ent” — 252(2)(a); “person”, “prescribed”, “property” — 248(1); “registered disability 
savings plan” — 146.4(1), 248(1); “resident in Canada” — 122.7(12), 250; “return of 
income” — 122.7(1); “specified member” — 248(1); “taxation year” — 122.7(11), 
249; “working income” — 122.7(1). 


122.71 Modification for purposes of provincial program — 
The Minister of Finance may enter into an agreement with the gov- 
ernment of a province whereby the amounts determined under sub- 
sections 122.7(2) and (3) with respect to an eligible individual resi- 
dent in the province at the end of the taxation year shall, for the 
purpose of calculating amounts deemed to be paid on account of the 
tax payable of an individual under those subsections, be replaced by 
amounts determined in accordance with the agreement. 


The True North stibiig' and Free, Conservative okt election p 
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History [s. 122.71]: S. 122.71 added by 2007, c. 35, s. 42, applicable to 2007 et seq. 


Definitions [s. 122.71]: “amount” — 248(1); “eligible individual” — 122.7(1); “in- 
dividual” — 248(1); “province” — Interpretation Act 35(1); “resident” — 250; “taxa- | 
tion year” — 249. } 


o cite anaes Sven ‘Amendment — Children’s er a | 
gol : . credit to be refundable Bie. 


platform 
re | 


(conservative.ca), Oct. 7, 2008: See under 118.03(2). Se 
‘Possible Future Addition — Refundable Children’ 's Art | 
ob ao Yi Tax Credit... AOMBERE 


The True. North Strong saat Free, Conservative pale Alcon piatorm, 
(conservative.ca), Oct. 7, 2008: See at end of 118.03. 


Subdivision b — Rules Applicable to 
Corporations 


123. (1) Rate for corporations — The tax payable under this 
Part for a taxation year by a corporation on its taxable income or 
taxable income earned in Canada, as the case may be, (in this sec- 
tion referred to as its “amount taxable’) for the year is, except 
where otherwise provided, 


(a) 38% of its amount taxable for the year. 


(b)-(d) [Repealed under former Act] 


Related Provisions: 117(1) Tax payable under this Part; 123.4(2) — General 
reduction in tax rate; 124 — Provincial tax abatement for corporations; 125 — Small 
business deduction; 125.1 — Manufacturing and processing credit; 137.1(9) — Tax 
rate for deposit insurance corporation; 157(1)— Monthly instalment requirements; 
161(4.1) — Interest on unpaid taxes; 182 — Surtax on tobacco manufacturers; 
219(1) — Additional tax on foreign corporations; 261(7)(h) — Functional currency 
reporting. 


Selected Cases [subsec. 123(1)]: Groupe Commerce, Cie D’assurances v. R., 
[1999] 4 C.T.C. 54 (FCA) (No refundable dividend tax available to insurance 
companies). 


Forms: T2 SCH 7: Calculation of aggregate investment income and active business 
income. 


(2) [Repealed under former Act] 


Definitions [s. 123]: “amount taxable” — 123(1); “corporation” — 248(1), Interpre- 
tation Act 35(1); “taxable income” — 2(2), 248(1); “taxable income earned in Can- 
ada” — 115(1), 248(1). 


123.1 Corporation surtax — There shall be added to the tax oth- 
erwise payable under this Part for each taxation year by a corpora- 
tion (other than a corporation that was throughout the year an in- 
vestment corporation or a  non-resident-owned investment 
corporation) an amount equal to that proportion of 5% of the 
amount, if any, by which 


(a) the tax payable under this Part by the corporation for the year 
determined without reference to this section, sections 123.2 and 
126 (except for the purposes of subsection 125(1) and section 
125.1), subsections 127(3) and (5), 127.2(1) and 127.3(1) of this 
Act and paragraph 123(1)(b) and subsection 127(13) of the Jn- 
come Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, and if subsection 124(1) of this Act were read without ref- - 
erence to the words “in a province” in that subsection 


exceeds 


(b) in the case of a Canadian-controlled private corporation to 
which subsection 125(1) applies, the amount, if any, by which 


(i) 15% of the least of the amounts, if any, determined under 
paragraphs 125(1)(a) to (c) in respect of the corporation for 
the year 


exceeds 


(ii) the amount, if any, determined under paragraph 
125.1(1)(b) in respect of the corporation for the year, 


(c) in the case of a mutual fund corporation, the least of the 
amounts that would be determined under paragraphs (a) to (c) of 
the description of A in the definition “refundable capital gains 
tax on hand” in subsection 131(6) in respect of the corporation 
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for the year if this Act were read without reference to this sec- 
tion, and 


(d) in any other case, nil 


that the number of days in that portion of the year that is after June 
30, 1985 and before 1987 is of the number of days in the year. 


Definitions [s. 123.1]: “amount” — 248(1); “Canadian-controlled. private corpora- 
tion” — 125(7), 248(1); “corporation” — 248(1); “investment corporation’ — 130(3), 
248(1); “mutual fund corporation” — 131(8), 248(1); “non-resident-owned investment 
corporation” — 133(8), 248(1); “tax payable” — 248(2); “taxation year” — 249(1). 


|.T. Application Rules: 69 (meaning of “chapter 148 of ...”): 


123.2 [Repealed] . 


History: S. 123.2 repealed by 2006, c. 4, subsec. 72(2), applicable to taxation years 
that begin after 2007. It formerly read: 


123.2 (1) Corporation surtax [before 2008] — There shall be added to the 
tax otherwise payable under this Part for each taxation year by a corporation 
an amount equal to the corporation’s specified percentage for the taxation year 
multiplied by the amount, if any, by which 


(a) the tax payable under this Part by the corporation for the year deter- 
mined without reference to this section, sections 123.3, 123.4 and 125 to 
126 and subsections 127(3), (5), (27) to (31), (34) and (35) and 137(3) and 
as if subsection 124(1) did not contain the words “in a province” 


exceeds 


(b) in the case of a corporation that was throughout the year an investment 
corporation or a mutual fund corporation, the amount determined for A in 
the definition “refundable capital gains tax on hand” in subsection 131(6) 
in respect of the corporation for the year, and 


(c) in any other case, nil. 


(2) Specified percentage — The specified percentage of a corporation for a 
taxation year is that proportion of 4% that the number of days: in the taxation 
year that are before 2008 is of the number of days in the taxation year. 


Subsec. 123.2(2) amended and subsec. 123.2(3) repealed by the said c. 4, subsec. 72(1), 
in force June 22, 2006. Subsecs. 123.2(2) and (3) formerly read: 


(2) The specified percentage of a corporation for a taxation year is 


(a) if the taxable capital employed in Canada of the corporation for the taxa- 
tion year is equal to or less than $50,000,000, that proportion of 4% that the 
number of days in the taxation year that are before 2008 is of the number of 
days in the taxation year; and 


(b) if paragraph (a), does not apply, the percentage determined by the 
formula 


(C — $50,000,000) 
$25,000,000 
where 


A is that proportion of 4% that the number of days in the taxation year that 
are before 2008 is of the number of days in the taxation year, 


B is that proportion of 4% that the number of days in the taxation year that 
are after 2007 is of the number of days in the taxation year; and 


Cis the lesser of $75,000,000 and the taxable capital employed in Canada 
of the corporation for the taxation year. 


(3) Taxable income — For the purpose of subsection (2), the taxable capital 
employed in Canada of a corporation for a particular taxation year is 


(a) if the corporation is associated with one or more other corporations in the 
particular taxation year, the total of all amounts each of which is the taxable 
capital employed in Canada (within the meaning assigned by subsection 
181.2(1) or 181.3(1) or section 181.4, as the case may be) of the corporation, 
or of such an associated corporation, for its last taxation year that ended in 
the calendar year preceding the calendar year in which the particular taxation 
year ends; and 


(b) if the corporation is not associated with one or more other corporations in 
the particular taxation year, the taxable capital employed in Canada (within 
the meaning assigned by subsection 181.2(1) or 181.3(1) or section 181.4, as 
the case may be) of the corporation for the particular taxation year. 


S. 123.2 amended by 2005, c. 30, s. 9, in force on June 29, 2005. The section formerly 
read: 


123.2 There shall be added to the tax otherwise payable under this Part for each 
taxation year by a corporation (other than a corporation that was throughout the 
year a non-resident-owned investment corporation) an amount equal to 4% of the 
amount, if any, by which 
(a) the tax payable under this Part by the corporation for the year determined 
without reference to this section, sections 123.3, 123.4 and 125 to 126 and 
subsections 127(3), (5), (27) to (31), (34) and (35) and 137(3) and as if sub- 
section 124(1) did not contain the words “in a province” 


S. 123.4(1) ful 


exceeds 
(b) in the case of a corporation that was throughout the year an investment 
corporation or a mutual fund corporation, the amount determined for A in 
the definition “refundable capital gains tax on hand” in subsection 131(6) in 
respect of the corporation for the year, and 
(c) in any other case, nil. 


Para. 123.2(a) amended by 2001, c. 17, s. 111 to add reference to “123.4”, applicable to 
2001 et seq. 
Para. 123.2(a) amended by 1999, c. 22; s. 45, applicable to 1998 et seq. It formerly 
read: 
(a) the tax payable under this Part by the corporation for the year determined 
without reference to this section, sections 123.3 and. 125 to 126 and subsections 
127(3) and (5) and 137(3) and as if subsection 124(1) did not contain the words 
“in a province” 
The portion of s. 123.2 before para. (b) amended by 1996, c. 21, s. 24, applicable to 
taxation years that end after February 27, 1995 except that, in applying s. 123.2, as 
amended, to a taxation year that began before February 28, 1995, the amount otherwise 
determined under that section shall be reduced by that proportion of '/s of that amount 
that the number of days in the year that are before February 28, 1995 is of the number 
of days in the year. The portion formerly read: 


123.2 There shall be added to the tax otherwise payable under this Part for each 
taxation year by a corporation (other than a corporation that was throughout the 
year a non-resident-owned investment corporation) an amount equal to 3% of the 
amount, if any, by which 
(a) the tax payable under this Part by the corporation for the year determined 
without reference to this section, sections 125 to 126 and subsections 127(3) 
and (5) and 137(3) and as if subsection 124(1).did not contain the words “in 
a province” therein 
exceeds 
Para. 123.2(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 61, applicable to 1992 
et seq. except that, in its application to a corporation’s taxation year beginning before 
1992, there shall be deducted from the amount determined under the para: in respect of 
the corporation for the year an amount equal to that proportion of the amount deter- 
mined under subsec. 137(3) in respect of the corporation for the year that the number of 
days in the year that are before 1992 is of the number of days in the year. Para. 123.2(a) 
formerly read: 
® (a) the tax payable under this Part by the corporation for the year determined 
without reference to this section and sections 125 to 126 and subsections 127(3) 
and (5) of this Act and paragraph 123(1)(b) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, and as if subsection 124(1) of this Act 
were read without reference to the words “in a province” in that subsection 


123.3 Refundable tax on CCPC’s investment income — 
There shall be added to the tax otherwise payable under this Part for 
each taxation year by a corporation that is throughout the year a 
Canadian-controlled private corporation an amount equal to 673% 
of the lesser of 


(a) the corporation’s aggregate investment income for the year 
(within the meaning assigned by subsection 129(4)), and 


(b) the amount, if any, by which its taxable income for the year 
exceeds the least of the amounts determined in respect of it for 
the year under paragraphs 125(1)(a) to (c). 
Related Provisions: 125(1)(b)(i), 126(7)‘tax for the year otherwise payable under 
this Part’(b), (c)—Refundable tax ignored for foreign tax credit purposes; 
129(3)(a)G@)A — Refund of tax (plus 20 points of regular tax on the same income). 


History: S. 123.3 added by 1996, c. 21, s. 25, applicable to taxation years that end 
after June 1995 except that, in its application to such taxation years that begin before 
July 1995, the reference in s. 123.3 to “6 %/3%” shall be read as “that proportion of 6 
73% that the number of days in the year that are after June 1995 is of the number of 
days in the year”. 

Definitions [s. 123.3]: “Canadian-controlled private corporation” — 125(7), 248(1); 
“corporation” — 248(1), Interpretation Act 35(1); “taxable income” — 2(2), 248(1); 
“taxation year’ — 249. 


123.4 Corporation tax reductions — (1) Definitions — The 
definitions in this subsection apply in this section. 


“CCPC rate reduction percentage” [Repealed] 


“full rate taxable income” of a corporation for a taxation year is 


(a) if the corporation is not a corporation described in paragraph 
(b) or (c) for the year, the amount by which that portion of the 
corporation’s taxable income for the year (or, for greater cer- 
tainty, if the corporation is non-resident, that portion of its taxa- 
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ble income earned in Canada for the year) that is subject to tax 
under subsection 123(1) exceeds the total of 


(i) if an amount is deducted under subsection 125,1(1) from 
the corporation’s tax otherwise payable under this Part for 
the year, the amount obtained by dividing the amount so de- 
ducted by the corporation’s general rate reduction percentage 
for the taxation year, 


(ii) if an amount is deducted under subsection 125.1(2) from 
the corporation’s tax otherwise payable under this Part for 
the year, the amount determined, in respect of the deduction, 
by the formula in that subsection, and 


(iii) [Repealed] 


(iv) if the corporation is a credit union throughout the year 
and the corporation deducted an amount for the year under 
subsection 125(1) (because of the application of subsections 
137(3) and (4)), the amount if any, by which, the lesser of the 
amounts described in paragraphs 137(3)(a) and (b) exceeds 
the amount described in paragraph 137(3)(c) in respect of the 
corporation for the year; 


(b) if the corporation is a Canadian-controlled private corpora- 
tion throughout the year, the amount by which the corporation’s 
taxable income for the year exceeds the total of 


(i) the amounts that would, if paragraph (a) applied to the 
corporation, be determined under subparagraphs (a)(i) to (iv) 
in respect of the corporation for the year, 


(ii) the least of the amounts, if any, determined under 
paragraphs 125(1)(a) to (c) in respect of the corporation for 
the year, and 


(iii) the corporation’s aggregate investment income for the 
year, within the meaning assigned by subsection 129(4), and 


Proposed Amendment — 123 A(1)“full rate 
taxable income”’(b)(iii) 


(iii) except for a corporation that is, throughout the year, a 
cooperative corporation (within the meaning assigned by 
subsection 136(2)) or a credit union, the corporation’ s_ ag- 
-gregate investment income for the year, within the insaning : 
assigned by subsection 129(4), and oy ; 


Application: The July 16, 2010 draft legislation @att f Dedchnmany s. 77, will 
amend subpara. (b)(iii) of the definition “full rate taxable income” in subsec. | 
123.4(1) to read as above, applicable to 2001 et Seg, : 


Technical Notes (July 2010): Section 123. 4 contains in. os allow a corpora- 
tion to reduce its tax otherwise payable under Part I of the Act bya a percentage of the 
corporation’s “full rate taxable income’ — a term that is “separately defined in the 
section for Canadian- controlled Helae corporations 7 and for oo 
corporations. : - 


From 2001 to 2004, that section also allowed a corporation that was a ‘Ccret tore 
duce its tax otherwise payable under Part I of the Act with respect to a portion. Ol its 
active business income by a percentage that was usually higher than the general rate 
reduction percentage during those years. Such reduction was based on a portion of — 
the active business income earned by a CCPC in a taxation year which exceeded its 
small business limit for the year for the purposes of the small — deduction 
under section 125. 


The “full rate taxable income” of a corporation for a taxation year is, in general 
terms, that part of the corporation’s taxable income for the year that is not exempt 
from tax and has not benefited from any of the various special effective tax rates _ 
provided under the Act. This amount is determined differently depending on the na- 
ture of the corporation and the type of income earned by it. occa it ys of the 
definition applies to corporations that are CCPCs. — 


Under subsection 136(1) and 137(7), cooperatives and credit unions are sjeaiaivsic 

to be private corporations for the purposes of the Act, except for the purposes of . 
specific provisions among which is section 125. Pursuant to proposed amendments to 

those subsections, which apply to the 2001 and subsequent taxation years, coopera- 

tives and credit unions would be treated as private corporations for the purpose of 

section 123.4 so that the appropriate corporate tax rate reductions apply to active 

business income earned by cooperatives and credit unions. Paragraph (b) of the defi- 

nition “full rate taxable income’ is amended to reflect the fact that the proposed 

amendments to subsections 136(1) and 137(7) are in respect of such income. 


Income Tax Act, Part I, Division E 


(iv) [Repealed] 


(c) if the corporation is throughout the year an investment corpo- | 


ration, a mortgage investment corporation or a mutual fund cor- 
poration, nil. 
Related Provisions: 125.11 — Resource rate reduction 2003-06. 


“general rate reduction percentage” of a corporation for a taxa- 
tion year is the total of 


(a) that proportion of 7% that the number of days in the taxation 
year that are before 2008 is of the number of days in the taxation 
year, 


(b) that proportion of 8.5% that the number of days in the taxa- 
tion year that are in 2008 is of the number of days in the taxation 
year, 


(c) that proportion of 9% that the number of days in the taxation 
year that are in 2009 is of the number of days in the taxation 
year, 


(d) that proportion of 10% that the number of days in the taxa- 
tion year that are in 2010 is of the number of days in the taxation 
year, 

(e) that proportion of 11.5% that the number of days in the taxa- 
tion year that are in 2011 is of the number of days in the taxation 
year, and 


(f) that proportion of 13% that the number of days in the taxa- 
tion year that are after 2011 is of the number of days in the taxa- 
tion year. 


Related Provisions: 125.1(1), (2) — Application to M&P credit. 


(2) General deduction from tax — There may be deducted 
from a corporation’s tax otherwise payable under this Part for a tax- 
ation year the product obtained by multiplying the corporation’s 
general rate reduction percentage for the year by the corporation’s 
full-rate taxable income for the year. 


Related Provisions: 136(1) — Cooperative can be private corporation for purposes 
of 123.4; 137(7) — Credit union can be private corporation for purposes of 123.4. 


(3) [Repealed] 
History [s. 123.4]: Paras. (b) to (e) of the definition “general rate reduction percent- 
age” in subsec. 123.4(1) amended, and para. (f) added, by 2007, c. 35, s. 181, applica- 
ble to 2008 et seq. Paras. (b)-(e) formerly read: 
(b) that proportion of 7.5% that the number of days in the taxation year that are 
in 2008 is of the number of days in the taxation year, 
(c) that proportion of 8% that the number of days in the taxation year that are in 
2009 is of the number of days in the taxation year, 
(d) that proportion of 9% that the number of days in the taxation year that are in 
2010 is of the number of days in the taxation year, and 
(e) that proportion of 9.5% that the number of days in the taxation year that are 
after 2010 is of the number of days in the taxation year. 
Para. (d) of the definition “general rate reduction percentage” 
amended, and para. (e) added, by 2007, c. 29, s. 14, in force on Royal Assent. Para. (d) 
formerly read: 


(d) that proportion of 9% that the number of days in the taxation year that are 
after 2009 is of the number of days in the taxation year. 


The opening words of para. (a) of the definition “full rate taxable income” in subsec. 


in subsec, 123.4(1) 


123.4(1) amended by 2007, c. 2, subsec. 32(1), applicable to taxation years that begin ~ 


after May 1, 2006. The opening words formerly read: 


(a) if the corporation is not a corporation described in paragraph (b) or (c) for the 
year, the amount by which the corporation’s taxable income for the year (or, for 
greater certainty, if the corporation is non-resident, its taxable income earned in 
Canada for the year) exceeds the total of 


Subpara. (a)(iv) of the definition “full rate taxable income” in subsec. 123.4(1) 
amended by the said c. 2, subsec. 32(2), applicable to 2008 et seg. Subpara. (a)(iv) 
formerly read: 


(iv) if the corporation is a credit union throughout the year, '”/is of the amount, if 
any, deducted under subsection 137(3) from the corporation’s tax otherwise pay- 
able under this Part for the year; 


Subpara. (b)(ii) of the definition “full rate taxable income” in subsec. 123.4(1) 
amended by the said c. 2, subsec. 32(3), applicable to 2008 et seq. Subpara. (b)(ii) 
formerly read: 


(ii) '/ie of the amount, if any, deducted under subsection 125(1) from the corpo- 
ration’s tax otherwise payable under this Part for the year, 
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Subpara. (a)(iii) of the definition “full rate taxable income” in subsec. 123.4(1) re- 
pealed by 2003, c. 28, subsec. 12(2), applicable to taxation years that begin after 2006. 
The subpara. formerly read: . 


(iii) the corporation’s taxable resource income for the year, and 


The portion of para. (a) of the definition “full rate' taxable income” in subsec. 123.4(1) 
before subpara. (ii) amended by 2006, c. 4, subsec. 73(2), in force June 22, 2006. That 
portion formerly read: 


(a) if the corporation is not.a corporation described in paragraph (b) or (c) for the 
year, the amount by which the corporation’s taxable income for the year exceeds 
the total of 


(i) if an amount:is deducted under subsection 125.1(1) from the corpora- 
tion’s tax otherwise payable under this Part for the year, 1% of the amount 
deducted, 


The definition “general rate reduction percentage” in subsec. 123.4(1) amended by the 
said 2006, c. 4, subsec. 73(1), in force June 22, 2006. The definition formerly read: 


“general rate reduction percentage” of a corporation for a taxation year is the 
total of 


(a) that proportion of 1% that the number of days in the year that are in 2001 
is of the number of days in the: year; 


(b) that proportion of 3% that the number of days in the year that are in 2002 
is of the number of days in the year; 


(c) that proportion of 5% that the number of days in the year that are in 2003 
is of the number of days in the year; and 


(d) that proportion of 7% that the number of days in the ‘oreas that are after 
2003 is of the number of days in the year. 


Subpara. (a)(iii) of the definition “full rate taxable income” in subsec. 123.4(1) 
amended by 2003, c. 28, subsec. 12(1), applicable to 2003 et’ seg. The subpara. for- 
merly read: 


(iii) three times the total of all amounts each of which is deducted under para- 
graph 20(1)(v.1) in computing the Corporation s income from a business or pro- 
perty for the year, and 


The definition “CCPC rate reduction percentage’, subpara. ((b)(iv) of the definition 
“full rate taxable income” in subsec. 123.4(1) repealed by 2003, c, 15, subsecs,.78(1), 
(2), applicable to 2005 et seq. They, formerly read: 


“CCPC rate reduction percentage”” of a Canadian-controlled private Gocporntion 
for a taxation year is that proportion of 7% that the number of days in the year 
that are after 2000 is of the number of days in the year. 


(iv) '%/ of the amount, if any, deducted under subsection (3) from the corpora- 
tion’s tax otherwise payable under this Part for the year; and 
Para. (c) of the definition “full rate taxable income” in subsec. 123.4(1) amended by the 
said c. 15, subsec. 78(3), applicable to 2005 et seq. Para. (c) formerly read: 
(c) if the corporation is throughout the ‘year an investment corporation, a mort- 
gage investment corporation, a mutual fund corporation, or a non-resident- 
owned investment corporation, nil. 
Subsec. 123.4(3) repealed by the said c. 15, subsec.'78(5), applicable to 2005 et seq. 
Subsec. 123.4(3) formerly read (for 2003 and 2004 taxation years only): 
(3) CCPC deduction — There may be deducted from the tax otherwise payable 
under this Part for a taxation year by a Canadian-controlled private corporation 
the product obtained by multiplying the corporation’s.CCPC rate reduction per- 
centage for the year by. the amount by which the least of 


(a) the amount determined by the formula 


($300,000/A) x B 
where 
Ais the total of 
(i) that proportion of $200,000 that the number of days in the taxa- 
tion year that are before 2003 is of the number of days in the taxa- 
tion ‘year,’ 
(ii) that proportion of $225,000 that the number of days in the taxa- 
tion year that are in 2003 is of the number of days in the taxation 
year, and 
(iii) that proportion of $250,000 that the number of days in the taxa- 
tion year that are in 2004 is of the number of days in the: taxation 
year, and 
Bis the corporation’s business limit for the taxation year as determined 
under section 125 for the purpose of paragraph, 125(1)(c), 
(b) the amount that would be determined under paragraph 125(1)(a) in re- 
spect of the corporation for the year if the description of M in the definition 
“specified partnership income” in subsection 125(7) were read as it is to be 
read for fiscal periods that begin after. 2005, and 


S. 124(4) 


(c) the amount by which 


(i) the amount that would, if subsection 126(1).did not apply in respect 
of any amount included in the corporation’s aggregate investment. in- 
come for the year (determined under subsection 129(4)), be determined 
under paragraph 125(1)(b) in respect of the corporation for the year 


exceeds 
(ii) the corporation’s aggregate investment income for the year, 
exceeds the total of 


_ (d) the. amounts that would, if paragraph (a) of the definition “full-rate taxa- 
ble income” in subsection (1) applied to the corporation for the year, be de- 
termined under subparagraphs (a)(i) to (iv) of that definition in respect of the 
corporation for the’ year, and 
(e) Vis .of the amount, if any, deducted under subsection 125(1) from the 
corporation’s tax otherwise payable under this Part for the. year. 


Paras. 123.4(3)(a) and (b) amended by the said c. 15, subsec. 78(4), applicable to 2003 
and 2004. Paras. (3)(a) and (b) formerly read: 


(a) */ of the corporation’s business limit for the year, as determined under sec- 

tion 125 for the purpose of paragraph 125(1)(c), 

(b) the amount that would be determined under paragraph 125(1)(a) in respect of 

the corporation for the year if the references in the description of M in the defini- 

tion “specified partnership income” in subsection 125(7) to “$200,000” and 

“$548” were read ‘as references to: “$300,000” and “$822”, respectively, and 
S. 123.4 added by 2001, c. 17, s. 112, applicable to 2001 ef seg. except that, in its 
application to a taxation year that begins before 2001, the amount determined under 
subpara. (b)(iv) of the definition “full rate taxable income” in subsec. (1) is deemed to 
be the amount otherwise so determined multiplied by the number obtained by dividing 
the number of days in the year by, the number of days in,the year that are after 2000. 
Definitions [s. 123.4]: “aggregate investment income”, — 129(4), 248(1); “amount”, 
“business”, “business limit” — 248(1); “CCPC rate reduction percentage” — 123.4(1); 
“Canadian-controlled private corporation” — 125(7), 248(1); “cooperative corpora- 
tion” — 136(2); “corporation” — 248(1), Interpretation Act 35(1); “credit union” — 
137(6), 248(1); “fiscal period” — 249.1; “full rate taxable income”, “general rate re- 
duction percentage” — 123.4(1); “investment corporation” — 130(3), 248(1); “‘mort- 
gage imvestment. corporation” — 130.1(6),; 248(1); “‘mutual | fund ‘corporation’ — 
131(8), 248(1);: “non-resident” — 248(1); “non-resident-owned investment corpora- 
tion” — 133(8), 248(1); “property”, “taxable income”, “taxable income earned in| Can- 
ada” — 248(1); “taxable resource income” — 125.11(1); “taxation year” — 249. 


Interpretation Bulletins: IT-73R6: The small business deduction. 
123.5 [Repealed under former Act] 


124. (1) Deduction from corporation tax — There may be de- 
ducted*4 from the tax otherwise payable by a corporation under this 
Part for a taxation year an amount equal to 10% of the corporation’s 
taxable income earned in the year in a province. 


Related Provisions: 117(1) — Tax payable under this Part; 123.4(2) — Further rate 
reduction. 


Interpretation Bulletins: IT-177R2: Permanent establishment of a corporation in a 
province; IT-347R2: Crown corporations (archived); IT-393R2: Election.re tax on rents 
and timber royalties — non-residents. 


(2)—(2.2) [Repealed under former Act] 


(3) Crown agents — Notwithstanding subsection (1), no deduc- 
tion may be made under this section from the tax otherwise payable 
under this Part for a taxation year by a corporation in respect of any 
taxable income of the corporation for the year that is not, because of 
an Act of Parliament, subject to tax under this Part or by a pre- 
scribed federal Crown corporation that is an agent of Her Majesty. 


Related Provisions: 27 — Prescribed federal Crown corporations are subject to Part 
I tax; 149(6) — Apportionment rule. 


History: Subsec; 124(3) amended by 1994, c. 7; Sch, VIII (1993, c. 24), s. 62, applica- 
ble to 1992 et seg. Subsec. (3) formerly read: 


(3) No deduction may be made under this section from the tax otherwise payable 
under this Part for.a taxation year by a prescribed federal Crown corporation that 
is an agent of Her Majesty. 


Regulations; 7100 (prescribed federal Crown corporation). 
Interpretation Bulletins: IT-347R2: Crown corporations (archived). 


(4) Definitions — In this section, 


44Complementing the abatement allowed by subsec: 124(1) are the income taxes imposed, at various rates, by all the provinces. See introductory pages. 
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“province” includes the Newfoundland offshore area and the Nova 
Scotia offshore area; 


Related Provisions: Reg. 414(1)“province” — Same definition applies to SIFT 
trusts and partnerships. 


Interpretation Act: R.S.C. 1985, c. 1-21, subsec. 35(1): 


“province” means a province of Canada, and includes Yukon, the Northwest Ter- 
ritories and Nunavut; 


Regulations: 400-413 (taxable income earned in the year in a province). 


“taxable income earned in the year in a province” means the 
amount determined under rules prescribed for the purpose by regu- 
lations made on the recommendation of the Minister of Finance. 


Regulations: 400-413 (taxable income earned in the year in a province). 


Definitions [s. 124]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “Her Majesty” — Interpretation Act 35(1); “mineral resource’, “Newfound- 
land offshore area”, “Nova Scotia offshore area” — 248(1); “Parliament” — Interpre- 
tation Act 35(1); “province” — 124(4), Interpretation Act 35(1); “taxable income” — 
2(2), 248(1); “taxable income earned in the year in a province” — 124(4); “taxation 
year’ — 249. 


124.1 [Repealed under former Act] 


Selected Cases [s. 124.1]: Echo Bay Mines Ltd. v. Canada, [1992] 2 C.T.C. 182 
(FCTD) (Gains from settlement of forward sales contracts for silver were “resource 
profits’). 


124.2 [Repealed under former Act] 


Selected Cases [s. 124.2]: Echo Bay Mines Ltd. v. Canada, [1992] 2 C.T.C. 182 
(FCTD) (Gains from settlement of forward sales contracts for silver were “resource 
profits”). 


125. (1) Small business deduction — There may be deducted 
from the tax otherwise payable under this Part for a taxation year by 
a corporation that was, throughout the taxation year, a Canadian- 
controlled private corporation, an amount equal to the corporation’s 
small business deduction rate for the taxation year multiplied by the 
least of 


(a) the amount, if any, by which the total of 


(i) the total of all amounts each of which is the income of the 
corporation for the year from an active business carried on in 
Canada (other than the income of the corporation for the year 
from a business carried on by it as a member of a partner- 
ship), and 


(11) the specified partnership income of the corporation for 
the year 


exceeds the total of 


(iii) the total of all amounts each of which is a loss of the 
corporation for the year from an active business carried on in 
Canada (other than a loss of the corporation for the year from 
a business carried on by it as a member of a partnership), and 


(iv) the specified partnership loss of the corporation for the 
year, 


(b) the amount, if any, by which the corporation’s taxable in- 
come for the year exceeds the total of 


(i) '% of the total of the amounts that would be deductible 
under subsection 126(1) from the tax for the year otherwise 
payable under this Part by it if those amounts were deter- 
mined without reference to sections 123.3 and 123.4, 


(ii) '%4 of the total of the amounts that would be deductible 
under subsection 126(2) from the tax for the year otherwise 
payable under this Part by it if those amounts were deter- 
mined without reference to section 123.4, and 


Proposed Amendment — 125(1)(b)(ii) 


(ii) the amount determined by multiplying the total of the 
amounts that would be deductible under subsection 126(2) 
from the tax for the year otherwise payable under this Part 
by it, if those amounts were determined without reference 
to section 123.4, by the relevant factor for the year, and 


Income Tax Act, Part I, Division E 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 78(1),.— 
will amend subpara. 125(1)(b)(ii) to read as above, applicable to 2003 ef seq. 


Technical Notes (July 2010): Under subsection 125(1), a Canadian-controlled — 
private corporation’s small business deduction for a taxation year is calculated as 
17% of the least of three amounts. One of these, set out in paragraph 125(1)(b), is the - 
amount by which the corporation’ s taxable i income for the year exceeds income that rs) 
has supported a foreign tax credit (FTC) or that is statutorily exempt from tax. The 
amount of income that has supported an FTC is determined by multiplying the corpo- _ 
ration’s FTCs for the year (subject to certain adjustments) by a factor that reflects an 
assumed rate of tax. The limit for business income FTCs is based on the applicable — 
federal corporate income tax rate without taking into account the provincial abate- — 
ment, because foreign business income earned through a permanent establishment 
outside Canada is typically not taxable by a province. For business income FTCs, the 
factor is currently '%/s, which assumes a tax rate of 40%. Subparagraph: 125(1)(b)(ii) 
is amended to adjust the factor for foreign business income in the context of the 
reductions in the general federal corporate income tax rate for the 2003 and subse- _ 
quent taxation years. Under the definition of “relevant factor’ that is added in subsec- 
tion 248(1), the factor for taxation years that end after 2002 and before 2010 is 3, 
which assumes a tax rate of 33.3%. The factor for taxation years that end after 2009 
will take into account the “general rate reduction percentage” that applies to a corpo- 
ration’s taxation year as provided in section 123.4. For example, if a corporation’s 
taxation year corresponds to the 2010 calendar year, its relevant factor will be 1/(.38- 
.10). or 3.5714. For taxation years that end after 2009, this amendment takes into — 
account the fact that a corporation’s taxation year may straddle two calendar years 
with different tax rates. This amendment is made in the course of the review of provi- 
sions in the Income Tax Act that assume a specific underlying corporate income tax 
rate in the context of the reductions in the general federal corporate income tax rate, 
as was announced in the Economic Statement delivered on October 30, 2007. The 
review of other such provisions continues and any other amendments will be an- 
nounced upon completion of that review. . : 


(ii1) the amount, if any, of the corporation’s taxable income 
for the year that is not, because of an Act of Parliament, sub- 
ject to tax under this Part, and 


(c) the corporation’s business limit for the year. 


Related Provisions: 89(1)“general rate income pool”, “low rate income pool” — 
Income subject to small business deduction ineligible for 45% dividend gross-up; 
125(1.1) — Small business deduction rate; 125(2)—(5) — Restriction of deduction to 
$500,000 of active business income; 125(5.1) — Elimination of small business deduc- 
tion for large corporations; 125(7)“Canadian-controlled private corporation’(d) — 
Election not to be CCPC for purposes of 125(1); 136(1) — Cooperative can be private 
corporation for purposes of s. 125; 137(3), (4) — Credit unions — small business de- 
duction; 137(7) — Credit union can be private corporation for s. 125. 


History: The opening words of subsec. 125(1) amended by 2007, c. 2, subsec. 33(1), 
applicable to 2008 et seg. The opening words formerly read: 


(1) There may be deducted from the tax otherwise payable under this Part for a 
taxation year by a corporation that was, throughout the year, a Canadian-con- 
trolled private corporation, an amount equal to 16% of the least of 


Para. 125(1)(b) before subpara. (iii) amended by 2001, c. 17, subsec. 113(1), applicable 
to 2001 et seq. That portion formerly read: 


(b) the amount, if any, by which the corporation’s taxable income for the year 
exceeds the total of 


(i) '% of the total of the amounts that would be deductible under subsection 
126(1) from the tax for the year otherwise payable under this Part by it if 
those amounts were determined without reference to section 123.3, 


(ii) '%s of the total of amounts deducted under subsection 126(2) from the tax 
for the year otherwise payable by it under this Part, and 


The opening words of subsec. 125(1) amended by 1998, c. 19, subsec. 145(1), applica- 
ble to taxation years that end after June 1988, except that there shall be added to the 
amount otherwise determined under subsec. 125(1), as amended, in respect of a corpo- 
ration’s taxation year that began before July 1988 and ended after June 1988, that pro- 
portion of 5% of the least of the amounts determined under paras. 125(1)(a) to (c) in 
respect of the corporation for the year that the number of days in the year that are 
before July 1988 is of the number of days in the year. The opening words formerly 
read: 


125 (1) There may be deducted from the tax otherwise payable under this Part 
for a taxation year by a corporation that was, throughout a taxation year, a Cana- 
dian-controlled private corporation, an amount equal to 16% of the least of 


1998, c. 19, subsec. 304(1), repealed subsecs. 102(1) and (5) of 1988, c. 55 (which 
amended that portion of subsec. 125(1) preceding para. (a)), deemed to have come into 
force on September 13, 1988. (The repeal of those subsecs. is strictly consequential on 
the amendment to 125(1) in subsec. 145(1) of the said c. 19 (see above).) 


Subpara. 125(1)(b)(i) amended by 1996, c. 21, subsec. 26(1), applicable to taxation 
years that end after June 1995. Subpara. (i) formerly read: 


(i) '% of the total of amounts deducted under subsection 126(1) from the tax for 
the year otherwise payable by it under this Part, 
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Subpara. 125(1)(b)(iii) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 63(1), 
applicable to 1992 et seq. 


Selected Cases [subsec. 125(1)]: Brownco Inc. v. R., [2008] 5.C.T.C. 2123 (TCC) 
(Major reason for separate existence was tax saving; deduction not available); Criterion 
Capital Corp. v. R., [2001] 4 C.T.C. 2844 (TCC) (Possible to have both employee and 
completely different relationship with same company); Protos Shipping Ltd. v. Canada, 
[1989] 1 C.T.C. 1 (FCTD) (Capital dividend account calculable for years before tax- 
payer becomes Canadian-controlled private corporation); Freeway Properties Inc. v. 
R., [1985] 1 C.T.C. 222 (FCTD) (Profit from land trading active business income); 
Morbane Developments Ltd. v. MNR, [1983] C.T.C. 338 (FCA) (Compensation for ex- 
propriation active business income, not Canadian investment income); R. v. B & J 
Music Ltd., [1983] C.T.C: 50 (FCA); leave to appeal to SCC refused (1983), 50 N.R. 
159 (note) (Capital dividend account calculable for years before taxpayer becomes Ca- 
nadian-controlled private. corporation); R. v. Cadboro Bay,Holdings Ltd., [1977] C.T.C. 
186 (FCTD) (Rental income from shopping centre active business income); ESG 
Holdings Ltd. v. R., [1976] C.T.C. 295 (FCA) (Income from business carried on by 
independent agent for taxpayer active business income); R. v. Rockmore Investments 
Ltd., [1976] C.T.C. 291 (FCA) (Whether business active is question of fact). 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-189R2: Corpo- 
rations used by practising members of professions; IT-243R4: Dividend refund to pri- 
vate corporations; IT-362R: Patronage dividends; IT-458R2: Canadian-controlled pri- 
vate corporation. 


Information Circulars: 88-2, para. 11: General anti-avoidance rule — section 245 of 
the Income Tax Act. bsp ona 


|.T. Technical News: 16 (Parthenon Investments case). 


Forms: T2 SCH 7: Calculation of aggregate investment income and active business 
income; T2 SCH 341: Nova Scotia corporate tax reduction for new ‘small businesses; 
T700: Saskatchewan new small business corporate tax reduction; T701: Nova Scotia 
corporate tax reduction for new small businesses; T708: Prince Edward Island small 
business deduction; T745: Newfoundland new small business deduction; T1001: 


Northwest Territories small business deduction; T1258: New Brunswick small business 


investor tax credit. 


(1.1) Small business deduction rate — For the purpose of 
subsection (1), a corporation’s small business deduction rate for a 
taxation year is the total of 


(a) that proportion of 16% that the number of days in the taxa- 
tion year that are before 2008 is of the number of days in the 
taxation year, 


(b) that proportion of 17% that the number of days in the taxa- 
tion year that are after 2007 is of the number of days in the taxa- 
tion year. 


(c) [Repealed] 


Related Provisions: 137(3) — Deduction rate applies to credit union;. 137.1(9) — 
Application of rate to deposit insurance corporation. 


History: Para. 125(1.1)(b) amended and para. (c) repealed by 2007, c. 35, s. 182, ap- 
plicable to 2008 et seq. The paras. formerly read: 


(b) that proportion of 16.5% that the number of days in the taxation year that are 
in 2008 is of the number of days in the taxation year, and 


(c) that proportion of 17% that the number of days in the taxation year that are 

after 2008 is of the number of days in the taxation year. 
Subsec. 125(1.1) added by 2007, c. 2, subsec. 33(2), applicable to 2008 et seq. 
Selected Cases [former subsec. 125(1.1)]: Hawboldt Hydraulics (Canada) Inc. 
Estate (Trustee of) v. Canada, [1992] 2 C.T.C. 363 (FCTD) (Particular equipment used 
by taxpayer primarily in manufacturing or processing of goods for sale or lease); Qit- 
Fer et Titane Inc. v. Canada, [1996] 2 C.T.C. 30 (FCA) (Manufacturing and processing 
deduction not allowed in respect of mining activities; gerund and infinitive forms of 
verbs have same meaning); Rolls Royce (Canada) Ltd. v. Canada, [1991] 2 C.T.C. 252 
(FCTD); aff'd [1993] 1 C.T.C. 272 (FCA) (Overhauling of aircraft engines not manu- 
facturing or processing); International Mercantile Factors Ltd. v. Canada, [1990] 2 
C.T.C. 137 (FCTD); aff'd (Dec. 15, 1992), File A-520/522/524/525-90 (FCA) [unre- 
ported] (Taxpayer not Canadian-controlled private corporation where nominees of two 
public companies holding 50% of shares have majority on board). 


(2) Business limit — For the purpose of this section, a corpora- 
tion’s business limit for a taxation year is $500,000 unless the cor- 
poration is associated in the taxation year with one or more other 
Canadian-controlled private corporations, in which case, except as 
otherwise provided in this section, its business limit is nil. 

Related Provisions: 125(3)-(5) — Business limit to be shared among associated 


corporations; 125(5.1)— Elimination of small business deduction for large corpora- 
tions; 248(1)business limit’ — Definition applies to entire Act. 


History: Subsec. 125(2) amended by 2009, c. 2, subsec. 39(1) to substitute “$500,000” 
for “$400,000”, applicable to 2009 et seg. except that, for a 2009 or 2010 taxation year 
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that began before 2009, the reference to “$500,000” shall be read as a reference to the 
total of 


(a) that proportion of $400,000 that the number of days in the taxation year that are 
before 2009 is of the number of days in the taxation year, and 


(b) that proportion of $500,000 that the number of days in the taxation year that are 
after 2008 is of the number of ‘days in the taxation year. 


Subsec. 125(2) amended by 2007, c. 2, .subsec. 33(3), applicable to 2007 et seg. except 
that, for a, 2007 or 2008 taxation year that began before 2007, the reference to 
“$400,000” is to. be read as a reference to the total of 


(a).that proportion of $300,000 that the number of days in the taxation year that are 
before 2007 is of the number of days in the taxation year, and 


(b) that proportion of $400,000 that the number of days in the taxation year that are 
“after 2006 'is of the number of days in the taxation year. 


Subsec. 125(2) formerly read: 


(2) Interpretation of business limit — For the purpose of this section, a corpo- 

ration’s “business limit” for.a taxation year is $300,000-unless, the corporation. is 

associated in the year with one or more other Canadian-controlled private corpo- 

rations in which case, except as otherwise provided in this section, its business 
~ limit for the year is nil. 


Subsec. 125(2) amended by 2003, c. 15, subsec. 79(1) (itself amended by 2005, c. 19, 
subsecs./56(1) and (2), deemed to have come‘into force on June 19, 2003), applicable 
to 2003. et seq. except that for taxation years that begin before 2005 the reference to 
“$300,000”. is.to be read.as a reference to the-total. of 


(i) that proportion of $200,000 that the number of days in the taxation year that are 
before: 2003. is of the number of days in the taxation year, 


(ii) that proportion-of $225,000 that'the number of days in the taxation year that are 
in 2003 is ofthe number of days in the taxation year, 


» iii) that proportion of $250,000 that the number of days in the taxation year that 
are in 2004 is of the number of days in the taxation year, and 


(iv) that proportion of $300,000 that the number of days in the taxation year that 
are after 2004 is of the number of days in the taxation year. 


The subsec. formerly read: 


(2) For the purposes of this section, a corporation’s “business limit” for a taxa- 
tion year is $200,000 unless the corporation is associated in the year with one or 
more other Canadian-controlled ‘private corporations'in which case, except as 
otherwise provided in this section, its business limit for the year‘is nil. 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-151R5 (paras. 
80, 87): Scientific research and experimental development expenditures. 


Information Circulars: 88-2, para. 18: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


(3) Associated corporations — Notwithstanding subsection 
(2), if all the Canadian-controlled private corporations that are asso- 
ciated with each other in a taxation year file with the Minister in 
prescribed form an agreement that assigns for the purpose of this 
section a percentage to.one or more of them for the year, the busi- 
ness limit for the year of each of the corporations is 


(a) if the total of the percentages assigned in the agreement does 
not exceed 100%, $500,000 multiplied by the percentage as- 
signed to that corporation in the agreement; and 


(b) in any other case, nil. 


Related Provisions: 125(4) — Failure to file agreement; 125(5) — Special rules for 
business limit; 256(1) — Associated corporations. 


History: Para. 125(3)(a) amended by 2009, c. 2,-subsec. 39(2) to substitute 
“$500,000” for “$400,000”, applicable to 2009 et seg. except that, for a 2009 or 2010 
taxation year that began before 2009, the reference to “$500,000” shall be read as a 
reference to “the amount that would, if the corporation were not associated in the year 
with any other corporation, be its business limit for the year determined without refer- 
ence to subsections (5) and (5.1)”. 


2009, c. 2, subsec. 39(3), in force on March 12, 2009, states that in applying subsec. 
125(5) to a corporation for a.2009 or 2010 taxation year of the corporation that began 
before 2009, subpara. 125(5)(a)(i) is to be read as follows: 


(i) the amount that would have been its business limit determined under subsec- 
tion (3) or (4) for the first such taxation year ending in the calendar year if the 
reference to $400,000 in subsection (3), as it applied in respect of that’ first such 
taxation year, had been read in the same manner _as it is read in respect of the 
particular taxation year ending in the calendar year, and 


Para. 125(3)(a) amended by 2007, c. 2, subsec. 33(4), applicable to 2007 et seg. except 
that, for a 2007 or 2008 taxation year that began before 2007, the reference to 
“$400,000” is to be read as a reference to “the amount that would, if the corporation 
were not associated in the year ‘with any other corporation, be its business limit for the 
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year determined without reference to subsections (5) and (5.1)”. Para. 125(3)(a) for- 
merly read: 
(a) if the total of the percentages assigned in the agreement does not exceed 
100%, $300,000 multiplied by the percentage assigned to that corporation in the 
agreement; and 
Subsec. 125(3) amended by 2003, c. 15, subsec. 79(1), applicable to 2003 et seq. ex- 
cept that for taxation years that begin before 2006, the reference in subsec. 125(3) to 
$300,000” is to be read as a reference to “the amount that would, if the corporation 
were not associated in the year with any other corporation, be its business limit for the 
year determined without reference to subsections (5) and (5.1),”. It formerly read: 


(3) Notwithstanding subsection (2), if all of the Canadian-controlled private cor- 
porations that are associated with each other in a taxation year have filed with 
the Minister in prescribed form an agreement whereby, for the purposes of this 
section, they allocate an amount to one or more of them for the taxation year and 
the amount so allocated or the total of the amounts so allocated, as the case may 
be, is $200,000, the business limit for the year of each of the corporations is the 
amount so allocated to it. 


Interpretation Bulletins: IT-73R6: The small business deduction. 


Forms: T2 SCH 23: Agreement among associated Canadian-controlled private corpo- 
rations to allocate the business limit; T2 SCH 49: Agreement among associated Cana- 
dian-controlled private corporations to allocate the expenditure limit. 


(4) Failure to file agreement — If any of the Canadian-con- 
trolled private corporations that are associated with each other in a 
taxation year has failed to file with the Minister an agreement as 
contemplated by subsection (3) within 30 days’ after notice in writ- 
ing by the Minister has been forwarded to any of them that such an 
agreement is required for the purpose of any assessment of tax 
under this Part, the Minister shall, for the purpose of this section, 
allocate an amount to one or more of them for the taxation year. 
The total amount so allocated must equal the least of the amounts 
that would, if none of the corporations were associated with any 
other corporation during the year and if this Act were read without 
reference to subsections (5) and (5.1), be the business limits of the 
corporations for the year. 


Related Provisions: 256(1) — Associated corporations. 


History: Subsec. 125(4) amended by 2003, c. 15, subsec. 79(1), applicable to 2003 et 
seq. Subsec. 125(4) formerly read: 


(4) If any of the Canadian-controlled private corporations: that are associated 
with each other in a taxation year has failed to file withthe Minister an agree- 
ment as contemplated by subsection (3) within 30 days after notice in writing by 
the Minister has been forwarded to any of them that such an agreement is re- 
quired for the purpose of any assessment of tax under this Part, the Minister 
shall, for the purpose of this section, allocate an amount to one or more of them 
for the taxation year, which amount or the total of which amounts, as the case 
may be, shall equal $200,000, and in any such case, notwithstanding subsection 
(2), the business limit for the year of each of the corporations is the amount so 
allocated to it. 


Selected Cases [subsec. 125(4)]: Deneschuk Building Supplies Ltd. v. Canada, 
[1996] 3 C.T.C. 2039 (TCC) (No time limit within which allocation to share business 
limit between associated corporations must be filed if not demanded by Minister). 


Interpretation Bulletins: IT-73R6: The small business deduction. 


(5) Special rules for business limit — Notwithstanding sub- 
sections (2) to (4), 


(a) where a Canadian-controlled private corporation (in this par- 
agraph referred to as the “first corporation”) has more than one 
taxation year ending in the same calendar year and it is associ- 
ated in 2 or more of those taxation years with another Canadian- 
controlled private corporation that has a taxation year ending in 
that calendar year, the business limit of the first corporation for 
each taxation year ending in the calendar year in which it is as- 
sociated with the other corporation that ends after the first such 
taxation year ending in that calendar year is, subject to the appli- 
cation of paragraph (b), an amount equal to the lesser of 


(i) its business limit determined under subsection (3) or (4) 
for the first such taxation year ending in the calendar year, 
and 


(ii) its business limit determined under subsection (3) or (4) 
for the particular taxation year ending in the calendar year; 
and 


(b) where a Canadian-controlled private corporation has a taxa- 
tion year that is less than 51 weeks, its business limit for the year 
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is that proportion of its business limit for the year determined | 
without reference to this paragraph that the number of days in | 
the year is of 365. 


History: 2007, c. 2, subsec. 33(10), states that in applying subsec, 125(5) to a corpora- | 
tion for a 2007 or 2008 taxation year, of the corporation, that began before 2007, sub- 
para. 125(5)(a)(i) is to be read as follows: 


(i) the amount that would have been its business limit determined under subsec- 
tion (3) or (4) for the first such taxation year ending in the calendar year if the 
reference to $300,000 in subsection (3), as it applied in respect of that first such 
taxation year, had been read in the same manner as it is read in respect of the 
particular taxation year ending in the calendar year, and 


The opening words of subsec, 125(5) amended by 1995, c.'3, subsec. 35(1), applicable — 
to taxation years that end after June 1994. The opening words formerly read: 


(5) Notwithstanding any other provision of this section, 


Para. 125(5)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 63(2), applica- 
ble to taxation years ending after December 20, 1991. Para. (a) formerly read: 


(a) where a Canadian-controlled private corporation (in this paragraph referred to 
as the “first corporation”) has more than one taxation year ending in the same 
calendar year and it is associated in two or more of those taxation years with 
another Canadian-controlled private corporation that has a taxation year ending 
in that calendar year, the business limit of the first corporation for each taxation 
year in which it is associated with the other corporation ending in that calendar 
year is, subject to the application of paragraph (b), an amount equal to its busi- 
ness limit for the first such taxation year determined without reference to para-: 
graph (b); and 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-151R5 (para. 
81): Scientific research and experimental development expenditures. 


(5.1) Business limit reduction — Notwithstanding subsections 
(2) to (5), a Canadian-controlled private corporation’s business 
limit for a particular taxation year ending in a calendar year is the 
amount, if any, by which its. business limit otherwise determined for 
the particular year exceeds the amount determined by the formula 


B 


AxX—_ 
* $11,250 


where 


A is the amount that would, but for this subsection, be the corpora- 
tion’s business limit for the particular year; and 
B is 
(a) where the corporation is not associated with any other 
corporation in the particular year, the amount that would, but 


for subsections 181.1(2) and (4), be the corporation’s tax 
payable under Part I.3 for its preceding taxation year, and 


(b) where the corporation is associated with. one or more 
other corporations in the particular year, the total of all 
amounts each of which would, but for subsections 181.1(2) 
and (4), be the tax payable under Part I.3 by the corporation 
or any such other corporation for its last taxation year ending 
in the preceding calendar year. 


Con Proposed Amendment — 125(5.1)B. | sad 
B iS the amount determined by the formula — uet> ht . ft oar 
suiseson ne anitmontuat 225% ee $10 lion) | 

where 

“p is ‘ > 


yi (ay if, in . both the: particular fanatiort year and the pre: be 
~ ceding taxation year, the corporation is: not associated” 
with any corporation, the taxable capital employed in” 
Canada (within the ‘meaning assigned pyatihesersy, 
 181.2(1) or 181.3(1) or section 181.4, as the case may 
__ be) of the corporation for the preceding taxation. year, 


(b) if, in the particular taxation: year, the corporation: is) 
‘not associated with any corporation but was: seen | 
with one or more corporations in the preceding taxation — 
year, the taxable capital employed in Canada (within the — 
meaning assigned by subsection 181.2(1) or 181.3(1) or 
- section 181.4, as the case may be) of ie — rin 4 
the particular taxation year,or ot 
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that iehidell in ‘the idceding calendar you: : 


Related Provisions: 87(2)(j.92) — Amalgamations — continuing corporation; 
127(10.2) — Reduction in SR&ED investment tax credits’ for large corporations; 
181.1(1.2), 181.5(1.1); (4.1) — Application of calculation to large corporations; 257 — 
Formula cannot calculate to less than zero. 


History: Subsec., 125(5:1) amended by 1996, c: 21, subsec.:26(2), to substitute 
“$11,250” for “$10,000”, applicable 


(a) where a corporation is not associated with any other corporation in a particular 
taxation year and the corporation’s preceding taxation year began after February 
27, 1995, to the corporation’s particular year and subsequent taxation years, and 


(b) where a particular corporation is associated with one or more other corpora- 
tions in a particular taxation year that ends in a calendar year and the last taxation 
year of the particular corporation and of each of the other corporations that ended 


S. .125(6.2) 


in the preceding calendar year began after February 27, 1995, tothe particular year 
and subsequent taxation years of the particular corporation: 


For the purpose of applying subsection 125(5.1), the amount that would, but for sub- 
secs. 181.1(2) and (4), be a corporation’s tax payable under Part I.3 for a taxation year 
that began before February 28, 1995 shall be determined without reference to the 1996, 
c. 21, s. 47 amendment’ to subsec: 181.1(1). 


Subsec. 125(5.1) added by 1995, c. 3, subsec. 35(2), applicable to taxation years that 
end after June 1994 except'that, in its application to taxation’ years that begin before 
July 1994, it shall’ be read as follows: 


(5.1) Notwithstanding subsections (2) to (5), a Canadian-controlled private cor- 
poration’s business limit for a particular taxation year ending in a calendar year 
is the amount, if any, by which its business limit otherwise determined for the 
particular year exceeds the amount determined by the formula 


BDC 
x XT 
$10,000. D 


where 


A...is the amount that would, but for this subsection, be the corporation’s busi- 
ness limit for the particular year; 


Bias 
(a) where the corporation is not associated with any other corporation in 
the particular year, the lesser of $10,000 and the amount that would, but 


for subsections 181.1(2) and (4), be the corporation’s tax payable under 
Part I.3 for its preceding taxation year, and 


(b) where the corporation is associated with one or more other corpora- 
tions in the particular year, the lesser of $10,000 and the total of all 
amounts each. of which would, but for subsections 181.1(2).and.(4), be 
the tax payable under Part I.3 by the corporation or any such other cor- 
poration for its last taxation year ending in the preceding calendar year; 


Cis the number of days in the particular year that are after June 1994; and 
D_ is the number of days in the particular year. 


Subsec. 35(4) of 1995, c. 3 provides that, notwithstanding any other provision of the 
Act or of the amending legislation, nothing in this amendment shall affect the amount 
of interest payable under the Act in respect of a corporation for any period or part 
thereof that is before July 1994. ; 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-151R5 (para. 
81): Scientific research and experimental development ‘expenditures. 


_ (6) Corporate partnerships — Where in.a taxation year a. cor- 


poration is a member of a particular partnership and in the year the 
corporation or a corporation with which it is associated in the year 
is a member of one or more other partnerships and it may reasona- 
bly be considered that one of the main reasons for the separate exis- 
tence of the partnerships is to increase the amount of a deduction of 
any corporation under subsection (1), the specified’ partnership in- 
come of ‘the corporation for the year shall, for the purposes of this 
section, be computed in respect of those partnerships as if all 
amounts each of which is the income of one of the partnerships for 
a fiscal period ending in the year from an active business carried on 
in Canada were nil except for the greatest of those amounts. 


Related Provisions: 125(6.1) — Corporation deemed member of ‘partnership; 
125(6.2) — Specified partnership income deemed nil. 


(6.1) Corporation deemed member of partnership — For 
the purposes of this section, a corporation that is a member, or is 


| deemed by this subsection to be a member, of a partnership that is a 


member of another partnership shall be deemed to be a member of 
the other partnership and the corporation’s share of the income of 
the other, partnership fora fiscal. period shall be deemed to, be equal 
to the amount of that income to which the corporation was directly 
or indirectly entitled. 


(6.2) Specified partnership income deemed nil — Notwith- 
standing any other provision of this section, where a corporation is 
a member of a partnership that was controlled, directly or indirectly 
in any manner whatever, by one or more non-resident persons, by 
one or more public corporations (other than a prescribed venture 
capital corporation) or by any combination thereof at any time in its 
fiscal period..ending in a’taxation year of the corporation, the in- 
come of the partnership for that fiscal period from an active busi- 
ness. carried on in Canada shall, for the purposes.of computing the 
specified partnership income. of a corporation for the year, be 
deemed to be nil. 


OTS 


S. 125(6.2) 


Related Provisions: 125(6.3)— Partnership deemed to be controlled; 256(5.1), 
(6.2) — Controlled directly or indirectly. 


Regulations: 6700 (prescribed venture capital corporation), 


(6.3) Partnership deemed to be controlled — For the pur- 
poses of subsection (6.2), a partnership shall be deemed to be con- 
trolled by one or more persons at any time if the total of the shares 
of that person or those persons of the income of the partnership 
from any source for the fiscal period of the partnership that includes 
that time exceeds '/2 of the income of the partnership from that 
source for that period. 


(7) Definitions — In this section, 


“active business carried on by a corporation” means any busi- 
ness carried on by the corporation other than a specified investment 
business or a personal services business and includes an adventure 
or concern in the nature of trade; 

Related Provisions: 129(6)— Investment income from associated corporation 
deemed to be active business income; 248(1) — Definition of “active business” for 
purposes other than s. 125. 

Selected Cases [subsec. 125(7)“active business”]: Galaxy Management Ltd. 
v. R., [2006] 1 C.T.C. 2052 (TCC) (No mere imposition of corporation between em- 
ployer and employee); McCutcheon Farms Ltd. v. MNR, [1991] 1 C.T.C. 50 (FCTD) 
(Interest on deposits not active business income). 

Interpretation Bulletins: IT-73R6: The small business deduction; IT-243R4: Divi- 
dend refund to private corporations. 


‘“‘Canadian-controlled private corporation” means a private cor- 
poration that is a Canadian corporation other than 


(a) a corporation controlled, directly or indirectly in any manner 
whatever, by one or more non-resident persons, by one or more 
public corporations (other than a prescribed venture capital cor- 
poration), by one or more corporations described in paragraph 
(c), or by any combination of them, 


(b) a corporation that would, if each share of the capital stock of 
a corporation that is owned by a non-resident person, by a public 
corporation (other than a prescribed venture capital corporation), 
or by a corporation described in paragraph (c) were owned by a 
particular person, be controlled by the particular person, 


(c) a corporation a class of the shares of the capital stock of 
which is listed on a designated stock exchange, or 


(d) in applying subsection (1), paragraphs 87(2)(vv) and (ww) 
(including, for greater certainty, in applying those paragraphs as 
provided under paragraph 88(1)(e.2)), the definitions “excessive 
eligible dividend designation”, “general rate income pool” and 
“low rate income pool” in subsection 89(1) and subsections 
89(4) to (6), (8) to (10) and 249(3.1), a corporation that has 
made an election under subsection 89(11) and that has not re- 
voked the election under subsection 89(12); 


Related Provisions: 89(4) — GRIP addition on becoming CCPC; 89(8) — LRIP 
addition on ceasing to be CCPC; 89(11) — Election not to be CCPC for purposes of 
para. (d); 136 — Co-operative corporation may be private corporation for purposes of 
s. 125; 137(7) — Credit union may be private corporation for purposes of s.; 125; 
248(1)“Canadian-controlled private corporation” — Definition applies to entire Act; 
249(3.1) — Deemed year-end on becoming or ceasing to be CCPC; 251(5) — Control 
by related groups, options, etc.; 256(5.1), (6.2) — Controlled directly or indirectly. 


History: Para. (c) of the definition “Canadian-controlled private corporation” in sub- 
sec. 125(7) amended to substitute “designated stock exchange” for “prescribed stock 
exchange” by 2007, c. 35, para. 68(2)(k), applicable after December 13, 2007. 


Para. (d) added to the definition “Canadian-controlled private corporation” in subsec. 
125(7) by 2007, c. 2, s. 49, applicable to taxation years that end after 2005. 


The definition “Canadian-controlled private corporation” in subsec. 125(7) amended by 
2001, c. 17, subsec. 113(2), applicable to taxation years that begin after 1999. The 
definition formerly read: 


“Canadian-controlled private corporation” means a private corporation that is a 
Canadian corporation other than a corporation 


(a) controlled, directly or indirectly in any manner whatever, by one or more 
non-resident persons, by one or more public corporations (other than a pre- 
scribed venture capital corporation), or by any combination thereof, 


(b) that would, if each share of the capital stock of a corporation that is 
owned by a non-resident person or a public corporation (other than a pre- 
scribed venture capital corporation) were owned by a particular person, be 
controlled by the particular person, or 
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(c) a class of the shares of the capital stock of which is listed on a prescribed 
stock exchange; 
The definition “Canadian-controlled private corporation” in subsec. 125(7) amended by } 
1998, c. 19, subsec. 145(2), applicable after 1995, The definition formerly read: ' 
“Canadian-controlled private corporation” means a private corporation that isa 
Canadian corporation other than a corporation controlled, directly or indirectly in 
any manner whatever, by one or more non-resident persons, by one or more pub- 
lic corporations (other than a prescribed venture capital corporation) or by any | 
combination thereof; 


Selected Cases [subsec. 125(7)“Canadian-controlled private | 
corporation”): Avotus Corp. v. R., [2007] 2 C.T.C. 2001 (TCC) (Non-awareness of | 
deciding vote did not affect qualification as CCPC); Mimetix Pharmaceuticals Inc. y. | 
R., [2003] 3 C.T.C. 72 (FCA) (U.S. parent company had de facto control in 50-50 
shareholding); Silicon Graphics Ltd. v. R., [2002] 3 C.T.C. 527 (FCA) (Company was 
CCPC even when majority of shares owned by non-residents, where no common con- 
nection between them or inference that they acted together); Parthenon Investments 
Ltd. v. R., [1997] 3 C.T.C. 152 (FCA) (Interposition of U.S. company in corporate 
chain did not destroy CCPC status where ultimate control held by Canadian residents); 
Scandia Plate v. R., [1982] C.T.C. 431 (FCTD) (Taxpayer not Canadian-controlled pri- 
vate corporation when ownership of shares passing from non-resident parent to resident 
manager retained until following taxation year). 


Regulations: 6700 (prescribed venture capital corporation). 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-113R4: Bene- 
fits to employees — stock options; IT-243R4: Dividend refund to private corporations; 
IT-458R2: Canadian-controlled private corporation; IT-484R2: Business investment 
losses. 


1.T. Technical News: 3 (Canadian-controlled private corporation); 16 (Parthenon 
Investments case); 25 (Silicon Graphics case and para. (b)); 38 (CCPC determina- 
tion — impact of the Sedona decision). 


‘income of the corporation for the year from an active busi- 
ness” means the total of 


(a) the corporation’s income for the year from an active business 
carried on by it including any income for the year pertaining to 
or incident to that business, other than income for the year from 
a source in Canada that is a property (within the meaning as- 
signed by subsection 129(4)), and 


(b) the amount, if any, included under subsection 12(10.2) in 
computing the corporation’s income for the year; 
Related Provisions: 129(6)— Investment income from associated corporation 
deemed to be active business income. 


History: Para. (a) of the definition “income of the corporation for the year from an 
active business” in subsec. 125(7) amended by 1996, c. 21, subsec. 26(3), applicable to 
taxation years that end after June 1995. Para. (a) formerly read: 


(a) the corporation’s income for the year from an active business carried on by it 
including any income for the year pertaining to or incident to that business, other 
than income for the year from a source in Canada that is a property (within the 
meaning assigned by subsection 129(4.1)), and 


The definition “income of the corporation...” in subsec. 125(7) amended by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 63(3), applicable to 1991 et seg. That definition for- 
merly read: 


“income of the corporation for the year from an active business” means the in- 
come of the corporation for the year from an active business carried on by it 
including any income for the year pertaining to or incident to that business, but 
does not include income for the year from a source in Canada that is a property 
(within the meaning assigned by subsection 129(4.1)); 


Selected Cases [subsec. 125(7)“income of the corporation for the year 
from an active business” ]: /rving Oil Ltd. v. R., [2000] 3 C.T.C. 2823 (TCC) (Tax 
refund may constitute active business income). : 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-243R4: Divi- 
dend refund to private corporations. 


‘personal services business” carried on by a corporation in a taxa- 
tion year means a business of providing services where 


(a) an individual who performs services on behalf of the corpo- 
ration (in this definition and paragraph 18(1)(p) referred to as an 
“incorporated employee’’), or 
(b) any person related to the incorporated employee 
is a specified shareholder of the corporation and the incorporated 
employee would reasonably be regarded as an officer or employee 


of the person or partnership to whom or to which the services were 
provided but for the existence of the corporation, unless 


(c) the corporation employs in the business throughout the year 
more than five full-time employees, or 
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(d) the amount paid or payable to the corporation in the year for 
the services is received or receivable by it from a corporation 
with which it was associated in the year; 
Related Provisions: 18(1)(p) — Limitation on deductions from personal services 
business income; 122.3(1.1) — Restriction on overseas employment tax credit.for in- 
corporated employee; 207.6(3) — Retirement compensation arrangement for incorpo- 
rated employee; 248(1)“personal services business” — Definition applies to entire Act. 


Selected Cases [subsec. 125(7)“personal services business”]: Carreau v. 
R., [2008] 1 C.T.C., 2206 (TCC) (Civil law test of “subordination”); Galaxy 
Management Ltd. v. R., [2006] 1 C.T.C. 2052 (TCC) (No mere imposition of corpora- 
tion between employer and employee); Hughes & Co, Holdings Ltd. v. MNR, [1994] 2 
C.T.C. 170 (FCTD) (“More than five employees” means at least six employees). 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-168R3: Ath- 
letes and players employed by football, hockey and similar clubs; IT-189R2: Corpora- 
tions used by practising members of professions; IT-406R2: Tax payable by an inter 
vivos trust; IT-421R2: Benefits to individuals, corporations and shareholders from 
loans or debt. 


.T. Technical News: 41 (the “more than five full-time employees” test). 


Forms: CPT-1: Request for a ruling as to the status of a worker under the Canada 
Pension Plan or Employment Insurance Act. 


“specified investment business” carried on by a corporation ina 
taxation year means a business (other than a business carried on by 
a credit union or a business of leasing property other than real pro- 
perty) the principal purpose of which is to derive income (including 
interest, dividends, rents and royalties) from property but, except 
where the corporation was a prescribed labour-sponsored venture 
capital corporation at any time.in the year, does not include a busi- 
ness carried on by the corporation in the year where 


EOE SEC G 
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Application: The July 16, 2010 hci ists ‘eid 


2— babies, Ss. 213, will - 
amend the opening words | of. the definition “ i 


‘specified investment busi 
125(7) to read as above, to. come into force on Royal Assent. 


Technical Notes (July 2010): See under 120) ce 


(a) the corporation employs in the business throughout the year 
more than 5 full-time employees, or 


(b) any other corporation associated with the corporation pro- 
vides, in the course of carrying on an active business, manage- 
rial, administrative, financial, maintenance or other similar ser- 
vices to the corporation in the year and the corporation could 
reasonably be expected to require more than 5 full-time employ- 
ees if those services had not been provided; 


Related Provisions: 95(1) — Analogous definition of “investment business” for 
FAPI purposes; 125(7)‘active business” — No small business deduction for specified 
investment business; 129(4)‘income”.— Dividend refund available for income from 
specified investment business; 129(6) — Income from associated corporation deemed 
to be active business income; 248(1)“specified investment business” — Definition ap- 
plies to entire Act. 


History: The definition “specified investment business” in subsec. 125(7) amended by 
1998, c, 19, subsec. 145(3), applicable to 1995 et seq. The definition formerly read: 


“specified investment business” carried on by a corporation in a taxation year 
means a business (other than a business carried on by a credit union or a business 
of leasing property other than real property) the principal purpose of which is to 
derive income from property (including interest, dividends, rents or royalties), 
unless 


(a) the corporation employs in the business throughout the year more than 
five full-time employees, or 


(b) in the course of carrying on an active business, any other corporation 
associated with it provides managerial, administrative, financial, mainte- 
nance or other similar services to the corporation in the year and the corpora- 
tion could reasonably be expected to require more than five full-time em- 
ployees if those services had not been provided; 
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Selected Cases [subsec. 125(7)“specified investment business”]: Baker v. 
R., [2005] 3 C.T.C. 135 (FCA) (Four hours per day part-time, not full-time); Lerric 
Investments Corp. v. R., [2001] 2 C.T.C. 84 (FCA); aff’ g [1999] 2 C.T.C. 2714 (TCC) 
(No double-counting of employees for purposes of “specified investment business” 
test). 


Regulations: 6701 (prescribed labour-sponsored venture capital corporation). 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-189R2: Corpo- 
rations used by practising members of professions; IT-243R4: Dividend refund, to pri- 
vate corporations; IT-406R2: Tax payable by an inter vivos trust. 


1.T. Technical News: 41 (the ‘‘more than five full-time employees” test). 


“specified partnership income” of a corporation for a taxation 
year means the amount determined by the formula 


A+B 
where 


A is the total of all amounts each of which is an amount in respect 
of a partnership of which the corporation was a member in the 
year equal to the lesser of 


(a) the total of all amounts each of which is an amount in 
respect of an active business carried on in Canada by the cor- 
poration as a member of the partnership determined by the 
formula 


G-H 
where 


G is the total of all amounts each of which is the corpora- 
tion’s share of the income (determined in accordance with 
subdivision j of Division B) of the partnership for a fiscal 
period of the business that ends in the year or an amount 
included in the corporation’s income for the year from the 
business because of subsection 34.2(5), and 


H_ is the total of all amounts deducted in computing the cor- 
poration’s income for the year from the business (other 
than amounts that were deducted in computing the in- 
come of the partnership from the business), and 


(b) the amount determined by the formula 


u x M 
L 
where | 
K_ is the total of all amounts each of which is the corpora- 
tion’s share of the income (determined in accordance with 
subdivision j of Division B) of the partnership for a fiscal 
period ending in the year from an active business carried 
on in Canada, 


L is the total of all amounts each of which is the income of 
the partnership for a fiscal period referred to in paragraph 
(a) from an active business carried on in Canada, and 

M is the lesser of 

(i) $500,000, and 
(ii) the product obtained when $1,370 is multiplied by 
the total of all amounts each of which is the number of 
days in a fiscal period of the partnership that ends in 
the year, and 

B is the lesser of 

(a) the total of the amounts determined in respect of the cor- 

poration for the year under subparagraphs (1)(a)(iii) and (iv), 

and 

(b) the total of all amounts each of which is an amount in 

respect of a partnership of which the corporation was a mem- 


ber in the year equal to the amount determined by the 
formula 


No 
where 


Nis the amount determined in respect of the partnership for 
the year under paragraph (a) of the description of A, and 
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O is the amount determined in respect of the partnership for 

the year under paragraph (b) of the description of A; 
Related Provisions: 125(6) — Corporate partnerships; 125(6.2) — Specified part- 
nership income deemed nil; 257 — Formula cannot calculate to less than zero. See also 
at end of s. 125. 
History: The description of M in the definition “specified partnership income” in sub- 
sec. 125(7) amended by 2009, c. 2, subsec. 39(4) to substitute “$500,000” for 
“$400,000” and “$1,370” for “$1,096”, applicable to fiscal periods of a partnership that 
end after 2008. 
The description of M in the definition “specified partnership income” in subsec. 125(7) 
amended by 2007, c. 2, subsec. 33(5), applicable to partnership fiscal periods that end 
after 2006. The description of M formerly read: 

M_ is the lesser of 
(i) $300,000, and 


(ii) the product obtained when $822 is multiplied by the total of all 
amounts each of which is the number of days in a fiscal period of the 
partnership that ends in the year, and 


The description of M in subsec. 125(7) amended by 2003, c. 15, subsec. 79(2) (itself 
amended by 2005, c. 19, subsecs. 56(3) and (4), deemed to have come into force on 
June 19, 2003), applicable to 2003 et seq. except that, for taxation years that begin 
before 2005, the references to “$300,000” and “$822” are to be read 


(a) for fiscal periods of a partnership that end in a corporation’s 2003 taxation year, 
as “$225,000” and “$617”, respectively; and 


(b) for fiscal periods of a partnership that end in a corporation’s 2004 taxation year, 
as “$250,000” and “$685”, respectively. 


The description of M formerly read: 
M is the lesser of 
(i) $200,000 and 


(ii) the product obtained when $548 is multiplied by the total of all 
amounts each of which is the number of days contained in a fiscal pe- 
riod of the partnership ending in the year, and 


The description of G in the definition “specified partnership income” in subsec. 125(7) 
amended by 1996, c. 21, subsec. 26(4), applicable to 1995 et seg. The description of G 
formerly read: 


Gis the total of all amounts each of which is the corporation’s share of the 
income (determined in accordance with ‘subdivision j of Division B) of the 
partnership for a fiscal period ending in the year from the business, and 


Para. (a) of the description of A, and the description of K, in the definition “specified 
partnership income” in subsec. 125(7) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsecs. 100(1), (2) applicable to 1985 et seq. Those portions formerly read: 


(a) the total of all amounts each of which is the corporation’s share of the income 
(determined in accordance with subdivision j of Division B) of the partnership 
for a fiscal period ending in the year from an active business carried on in Can- 
ada by it as a member of the partnership, and 


K is the amount determined under paragraph (a), 
Interpretation Bulletins: IT-73R6: The small business deduction. 


“specified partnership loss” of a corporation for a taxation year 
means the total of all amounts each of which is an amount in re- 
spect of a partnership of which the corporation was a member in the 
year determined by the formula 


A+B 
where 


A is the total of all amounts each of which is the corporation’s 
share of the loss (determined in accordance with subdivision j of 
Division B) of the partnership for a fiscal period ending in the 
year from an active business carried on in Canada by the corpo- 
ration as a member of the partnership, and 


B is the total of all amounts each of which is an amount deter- 
mined by the formula 


Gea 
where 


G is the amount determined for H in the definition “specified 
partnership income” in this subsection for the year in respect 
of the corporation’s income from an active business carried 
on in Canada by the corporation as a member of the partner- 
ship, and 


Income Tax Act, Part I, Division E 


H._ is the amount determined for G in the definition “specified 
partnership income” in this subsection for the year in respect 
of the corporation’s share of the income from the business. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: The definition “specified partnership loss” in subsec. 125(7) substituted by 
1994, c. 7, Sch. II (1991, c. 49), subsec. 100(3), applicable to 1985 et seg. That defini- 
tion formerly read: 


“specified partnership loss” of a corporation for a taxation year means the total 
of all amounts each of which is an amount in respect of a partnership of which 
the corporation was a member in the year equal to the corporation’s share of a 
loss (determined in accordance with subdivision j of Division B) of the partner- 
ship for a fiscal period ending in the year from an active business carried on in 
Canada by it as a member of the partnership. 


Interpretation Bulletins: IT-73R6: The small business deduction. 


Related Provisions [subsec. 125(7)]: 48.1 — Election to trigger capital gains 
exemption on ceasing to be CCPC. 


(8)—(15) [Repealed under former Act] 


Definitions [s. 125]: “active business” — 125(7) (see also “income from ...”), 
248(1); “amount”, “assessment” — 248(1); “associated” — 256; “business” — 248(1); 
“business limit” — 125(2)—(5); “calendar year’ — Interpretation Act 37(1)(a); “Can- 
ada” — 255; “Canadian-controlled private corporation” — 125(7), 248(1); “carrying 
on business” — 253; “class” — 248(6); “controlled directly or indirectly” — 256(5.1), 
(6.2); “corporation” — 248(1), Interpretation Act 35(1); “credit union” — 137(6), 
248(1); “designated stock exchange’ — 248(1), 262; “dividend”, “employee” — 
248(1); “fiscal period” — 249(2)(b), 249.1; “immoyable” — Quebec Civil Code art. 
900-907; “in Canada” — 255; “income from active business” — 125(7); “incorporated 
employee” — 125(7); “Minister”, “non-resident” — 248(1); “Parliament” — Jnterpre- 
tation Act 35(1); “person” — 248(1); “personal services business” — 125(7), 248(1); 


“prescribed” — 248(1); “prescribed labour-sponsored venture capital corporation” — 
Reg. 6701; “prescribed venture capital corporation” — Reg. 6700; “private corpora- 
tion” — 89(1), 136, 248(1); “property” — 248(1); “public corporation” — 89(1), 


248(1); “relevant factor”, “share” —248(1); “small business deduction rate” — 
125(1.1); “specified investment business” — 125(7), 248(1); “specified partnership in- 
come”, “specified partnership loss” — 125(7); “specified shareholder” — 248(1); “tax- 
able dividend” — 89(1), 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 
249; “writing” — Interpretation Act 35(1). 


125.1 (1) Manufacturing and_ processing | profits 
deductions [M&P credit] — There may be deducted from the 
tax otherwise payable under this Part by a corporation for a taxation 
year an amount equal to the corporation’s general rate reduction 
percentage for the taxation year (within the meaning assigned by 
subsection 123.4(1)) multiplied by the lesser of 


(a) the amount, if any, by which the corporation’s Canadian 
manufacturing and processing profits for the year exceed, where 
the corporation was a Canadian-controlled private corporation 
throughout the year, the least of the amounts determined under 
paragraphs 125(1)(a) to (c) in respect of the corporation for the 
year, and 
(b) the amount, if any, by which the corporation’s taxable in- 
come for the year exceeds the total of 
(i) where the corporation was a Canadian-controlled private 
corporation throughout the year, the least of the amounts de- 
termined under paragraphs 125(1)(a) to (c) in respect of the 
corporation for the year, 


(ii) '%s of the total of the amounts that would be deductible 


under subsection 126(2) from the tax for the year otherwise ~ 


payable under this Part by the corporation if those amounts 
were determined without reference to section 123.4, and 


- Proposed Amendment — 125. 1(1)(b)(ii) 


(ii) the amount determined by multiplying the total of dé 
amounts that would be deductible under subsection 126(2) 
from the tax for the year otherwise payable under this Part 
_ by it, if those amounts were determined without reference 
to section 123.4, by the relevant factor for the year, and 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 79(1), 


will amend subpara. 125.1(1)(b)(ii) to read as above, applicable to 2003 er seq. _ 


Technical Notes (July 2010): Subsection 125.1(1) provides the basic rules for the _ 
calculation of a corporation’s manufacturing and processing profits deduction. The 
deduction for a given taxation year is the lesser of two amounts, one of which is the 
corporation’s taxable income less certain other amounts. One of those other amounts, — 
described in subparagraph 125.1(1)(b)(ii), is the grossed-up amount of the corpora- 
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(iii) where the corporation was a Canadian-controlled private 
corporation throughout the year, its aggregate investment in- 
come for the year (within the meaning Soke by subsec- 
tion 129(4)). 


Selected Cases [para. 125.1(1)(b)]: Lehman Bookbinding Ltd. v. MNR, [1995] 2 
C.T.C. 129 (FCTD) (Critical element was not whether there was manufacturing and 
processing, but whether activity was in respect of goods for sale). 


Related Provisions: 125.1(2) — Credit for generating electrical energy; 136(1) — 
Cooperative can be private corporation for 125.1; 137(7) — Credit union can be private 
corporation for 125.1; 182 — Tobacco manufacturing surtax. 


History: The opening words of subsec. 125.1(1) amended by 2006, c. 4, subsec. 74(1), 
in force June 22, 2006. The opening words formerly read: 


(1) There may be deducted from the tax otherwise payable under this Part bya 
corporation for a taxation year an amount equal to’ 7% of the lesser of 


Subpara. 125.1(1)(b)Gi) amended by 2001, c. 17, subsec. 114(1), applicable to 2001 et 
seq. The subpara. formerly read: 


(ii) '/s of the total of amounts deducted under subsection 126(2) from the tax for 
the year otherwise payable under this Part by the corporation, and 


Subpara. 125.1(1)(b)(iti) amended by 1996, c. 21, 's. 27, applicable to taxation years 
that end after June 1995. Subpara. (iii) formerly read: 


(iii) where the corporation. was a Canadian-controlled private. corporation 
throughout the year, the amount determined under clause 129(3)(a)(i)(B) in re- 
spect of the corporation for the year. 


That portion of subsec. 125.1(1) preceding para. (a) amended to substitute “7% for 
“S%” by 1994, c. 7, Sch. VII (1993, c. 24), s. 64, applicable to 1993 et seg. except 
that, in its application to taxation years commencing before 1994, the reference in the 
subsec. to “7%” shall be read as a reference to the total of 


(a) that proportion of 5% that the number of days in the year that are before 1993 is 
of the number of days in the year, 


(b) that proportion of 6% that the number of days in the year that are in 1993 is of 
the number of days in the year, and 


(c) that proportion of 7% that the number of days in the year that are after 1993 is 
of the number of days in the year. 


Selected Cases [subsec. 125.1(1)]: Irving Oil Ltd. v. R., [2002] 1 C.T.C. 191 
(FCA); aff’ g [2000] 3 C.T.C. 2823 (TCC) (Refund interest on taxes paid under protest 
was active business income); Allarcom Pay Television Ltd. vy. R., [2000] 1 C.T.C. 273 
(FCA); aff g [1996] 3 C.T.C. 2608 (TCC) (Cable TV contracts were supply of services, 
not goods); Publi-Hebdos Inc. v. Canada, [1995] 2 C.T.C. 330 (FCTD) (Free newspa- 
pers not held for sale or lease); Tenneco Canada Inc. v.. Canada, [1991] 1 C.T.C. 323 
(FCA). (Taxpayer carrying on servicing business not manufacturing or processing 
goods for sale in Canada); Nowsco Well Service Ltd. vy. Canada, [1990] 1.C.T.C. 416 
(FCA) (Taxpayer in well-servicing business allowed to claim manufacturing and 
processing deduction); Dixie X-Ray Associates Ltd. v. R., [1988] 1 C.T.C. 69 (FCTD) 
(Manufacturing and processing credit disallowed when substance of business is provi- 
sion of services); Canadian Marconi Co. v. R., [1986] 2 C.T.C. 465 (SCC) (Short-term 
investment earnings are income from active business; “Canadian manufacturing and 
processing profits” not restricted to income from manufacturing or processing); Levi 
Strauss of Canada Inc. v: R., [1982] C.T.C. 65 (FCA) (Manufacturing and processing 
deduction reduced when services rendered by contractor not considered as taxpayer’s 
“cost of labour’). 


Interpretation Bulletins: IT-145R: Canadian manufacturing and processing prof- 
its — reduced rate of corporate tax. 


Forms: T2 SCH 27: Calculation of Canadian manufacturing and processing profits 
deduction; T2 SCH 300: Newfoundland and Labrador manufacturing and processing 
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profits tax credit; T2 SCH 320: PEI manufacturing and processing profits tax credit; T2 
SCH 321: PEI corporate investment tax credit; T2 SCH 344: Nova Scotia manufactur- 
ing and processing investment tax credit; T2 SCH 381: Manitoba manufacturing invest- 
ment tax credit; T2 SCH 402; Saskatchewan manufacturing and processing investment 
tax credit; T2 SCH 404: Saskatchewan manufacturing and processing profits tax reduc- 
tion; T2 SCH 426: B.C. manufacturing and processing tax credit; T2 SCH 440: Yukon 
manufacturing and processing profits tax credit; T2 SCH 460: NWT investment tax 
credit; T2 SCH 480: Nunavut Territory investment tax credit. 


(2) Electrical energy and steam — A corporation that gener- 
ates electrical energy for sale, or produces steam for sale, in a taxa- 
tion year may deduct from its tax otherwise payable under this Part 
for the year an amount equal to the corporation’s general rate reduc- 
tion percentage for the taxation year (within the meaning assigned 
by subsection 123.4(1)) multiplied by the amount determined by the 
formula 


A+B 
where 


A is the amount, if any, that would, if the definition “manufactur- 
ing or processing” in subsection (3), and in subsection 1104(9) 
of the Income Tax Regulations, were read without reference to 
paragraph (h) of those definitions (other than for the purpose of 
applying section 5201 of the Income Tax Regulations) and if 
subsection (5) applied for the purpose of subsection (1), be the 
lesser of 


(a) the amount determined under paragraph (1)(a) in respect 
of the corporation for the year, and 


(b) the amount determined under paragraph (1)(b) in respect 
of the corporation for the year; and 


B is the amount, if any, that is the lesser of 


(a) the amount determined under paragraph (1)(a) in respect 
of the corporation for the year, and 


(b) the amount determined under paragraph (1)(b) in respect 
of the corporation for the year. 


Related Provisions: 125.1(5) — Interpretation; 257 — Formula cannot calculate to 
less than zero. 


History: The portion of subsec. 125.1(2) before the formula amended by 2006, c. 4, 
subsec. 74(2), in force June 22, 2006. That portion formerly read: 


(2) A corporation that generates electrical energy for sale, or produces steam for 
sale, in a taxation year may deduct from its tax otherwise payable under this Part 
for the year 7% of the amount determined by the formula 


The portion of subsec. 125.1(2) before the formula amended by 2001, c. 17, subsec. 
114(2), applicable to taxation years that end after 1999 except that, in its application to 
such a taxation year that begins before 2002, the reference to “7%” shall be read as a 
reference to the total of 


(a) 0% multiplied by the number of days in the year that are before 1999, 

(b) in the case of a corporation that in 1999 generated electrical energy for sale, or 
produced steam for use in the generation of electrical energy for sale, that propor- 
tion of 1% that the number of days in the taxation year that are in the 1999 calen- 
dar year is of the number of days in the taxation year, 

(c) in the case of a corporation to which para. (b) does not apply, 0% multiplied by 
the number of days in the taxation year that are in the 1999 calendar year, 

(d) that proportion of 3% that the number of days in the taxation year that are in the 
2000 calendar year is of the number of days in the taxation year, 

(e) that proportion of 5% that the number of days in the taxation year that are in the 
2001 calendar year is of the number of days in the taxation year, 

(f) that proportion of 7% that the number of days in the taxation year that are in the 
2002 calendar year is of the number of days in the taxation year, and 


(g) that proportion of 7% that the number of days in the taxation year that are in the 
2003 calendar year is of the number of days in the taxation year. 


That portion formerly read: 
(2) Generating electrical energy for sale — A corporation that generates elec- 
trical energy for sale; or produces steam for use in the generation of electrical 


energy for sale, in a taxation year may deduct from its tax otherwise payable 
under this Part for the year 7% of the amount determined by the formula 


Subsec. 125.1(2) added, by 2000, c. 19, subsec. 34(1), applicable. to taxation years that 
end after 1998 except that, in its application to such a taxation year that begins before 
2002, the reference to “7%” shall be read as a reference to the total of 


(a) 0% multiplied by the number of days in the year that are before 1999, 


(b) that proportion of ““1%”-that the number of days in the taxation year that are in 
the year is of the number of days in the taxation year, 
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(c) that proportion of “3%” that the number of days in the taxation year that are in 
the 2000 calendar year is of the number of days in the taxation year, 


(d) that proportion of “5%” that the number of days in the taxation year that are in 
the 2001 calendar year is of the number of days in the taxation year, 


(e) that proportion of “7%” that the number of days in the taxation year that are in 
the 2002 calendar year is of the number of days in the taxation year, and 


(f) that proportion of “7%” that the number of days in the taxation year that are in 
the 2003 calendar year is of the number of days in the taxation year. 


(3) Definitions — In this section, 


“Canadian manufacturing and processing profits” of a corpora- 
tion for a taxation year means such portion of the total of all 
amounts each of which is the income of the corporation for the year 
from an active business carried on in Canada as is determined under 
rules prescribed for that purpose by regulation made on the recom- 
mendation of the Minister of Finance to be applicable to the manu- 
facturing or processing in Canada of goods for sale or lease; and 
Selected Cases [Subsec. 125.1(3)“Canadian manufacturing and process- 
ing profits”]: Mont-Sutton Inc. y. R., [2000] 1 C.T.C. 311 (FCA) (No “rental” of 
snow at ski resort; “surface construction” considered); Industrial Forestry Service Ltd. 
v. MNR, [1992] 1 C.T.C. 2182 (TCC) (Creation of digital maps and aerial triangulation 
qualified for manufacturing and processing deduction); Crown Tire Service Ltd. v. R., 
[1983] C.T.C. 412 (FCTD) (Repair contracts where ownership of equipment retained 
by customers do not constitute manufacturing or processing of goods for sale or lease); 
R. v. McGraw-Hill Ryerson Ltd., [1982] C.T.C. 167 (FCA) (Taxpayer retaining control 
over quality of products allowed to claim manufacturing and processing deduction); 
Canadian Clyde Tube Forgings Ltd. v. R., [1982] C.T.C. 21 (FCA) (Amount paid to 
contractor for service not normally rendered by taxpayer’s employees not included in 
“cost of labour’); Canadian Wirevision Ltd. v. R., [1979] C.T.C. 122 (FCA) (Taxpayer 
not entitled to deduction since television and radio signals not “goods”); St. Catharines 
Standard Ltd. v. R., [1978] C.T.C. 258 (FCTD) (Salaries to employees of newspaper 
publisher included in calculation of manufacturing and processing credit). 


Regulations: 5200-5204 (Canadian manufacturing and processing profits). 


Interpretation Bulletins: IT-145R: Canadian manufacturing and. processing prof- 
its — reduced rate of corporate tax. 


“manufacturing or processing” does not include 
(a) farming or fishing, 
(b) logging, 
(c) construction, 


(d) operating an oil or gas well or extracting petroleum or natu- 
ral gas from a natural accumulation of petroleum or natural gas, 


(e) extracting minerals from a mineral resource, 
(f) processing 


(i) ore (other than iron ore or tar sands ore) from a mineral 
resource located in Canada to any stage that is not beyond 
the prime metal stage or its equivalent, 


(11) iron ore from a mineral resource located in Canada to any 
stage that is not beyond the pellet stage or its equivalent, or 


(iii) tar sands ore from a mineral resource located in Canada 
to any stage that is not beyond the crude oil stage or its 
equivalent, 


(g) producing industrial minerals, 
(h) producing or processing electrical energy or steam, for sale, 


(i) processing natural gas as part of the business of selling or 
distributing gas in the course of operating a public utility, 


(j) processing heavy crude oil recovered from a natural reservoir 
in Canada to a stage that is not beyond the crude oil stage or its 
equivalent, 


(k) Canadian field processing, or 


(1) any manufacturing or processing of goods for sale or lease, if, 
for any taxation year of a corporation in respect of which the 
expression is being applied, less than 10% of its gross revenue 
from all active businesses carried on in Canada was from 


(1) the selling or leasing of goods manufactured or processed 
in Canada by it, and 


(ii) the manufacturing or processing in Canada of goods for 
sale or lease, other than goods for sale or lease by it. 
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Related Provisions: 127(11)(a)— Meaning of “manufacturing or processing” for | 
investment tax credit purposes; Reg. 1104(9)— Definition of manufacturing or — 


processing for Class 29 purposes. 


History: Paras. (d) to (k) of the definition “manufacturing or processing” in subsec, 


| 


125.1(3) amended by 1997, c. 25, s. 33, applicable to taxation years that begin after | 


1996. Paras. (d) to (k) formerly read: 


(d) operating an oil or gas well, extracting petroleum or natural gas from a natu- 
ral accumulation thereof or processing heavy crude oil recovered from a natural 
reservoir in Canada to a stage that is not beyond the crude oil stage or its 
equivalent, 


(e) extracting minerals from a mineral resource, 


(f) processing ore (other than iron ore or tar sands) from a mineral resource lo- 
cated in Canada to any stage that is not beyond the prime metal stage or its 
equivalent, 


(g) processing iron ore from a mineral resource located in Canada to any stage 
that is not beyond the pellet stage or its equivalent, 


(h) processing tar sands from a mineral resource located in Canada to any stage 
that is not beyond the crude oil stage or its equivalent, 


(i) producing industrial minerals other than sulphur produced by processing natu- 
ral gas, 


(j) producing or processing electrical energy or steam, for sale, 


(k) processing gas, if such gas is processed as part of the business of selling or 
distributing gas in the course of operating a public utility, or 


Paras. (f) to (h) of “manufacturing or processing” in subsec. 125.1(3) amended by 
1994, c. 7, Sch. II (1991, c. 49), s. 101, to add “located in Canada” in (f) and (g) and 
“from a mineral resource located in Canada” in (h), applicable to 1990 et seq. 
Selected Cases [subsec. 125.1(3)“manufacturing or processing”]: Mont- 
Sutton Inc. v. R., [2000] 1 C.T.C. 311 (FCA) (No “rental” of snow at ski resort; “sur- 
face construction” considered); Qit-Fer et Titane Inc. v. Canada, [1996] 2 C.T.C. 30 
(FCA) (Gerund and infinitive forms of verbs have same meaning); R. v. Nova 
Construction Co. Ltd., [1986] 1 C.T.C. 68 (FCA) (Credit refused where profits from 
product not derived from manufacturing or processing); Halliburton Services Ltd. vy. R., 
[1985] 2 C.T.C. 52 (FCTD) (Profit on processing of product considered manufacturing 
or processing profit); Nova Scotia Sand and Gravel Ltd. v. R., [1980] C.T.C. 378 
(FCA) (Taxpayer excavating sand and gravel allowed manufacturing and processing 
credit). 

Interpretation Bulletins: IT-92R2: Income of contractors; IT-145R: Canadian man- 
ufacturing and processing profits — reduced rate of corporate tax; IT-411R: Meaning 
of “construction”. 


1.T. Technical News: 8 (pre-delivery service of new vehicles); 19 (Canadian manu- 
facturing and processing profits — change to Interpretation Bulletin IT-145R). 


(4) Determination of gross revenue — For the purposes of 
paragraph (1) of the definition “manufacturing or processing” in 
subsection (3), where a corporation was a member of a partnership 
at any time in a taxation year, 


(a) there shall be included in the gross revenue of the corpora- 
tion for the year from all active businesses carried on in Canada, 
that proportion of the gross revenue from each such business 
carried on in Canada by means of the partnership, for the fiscal 


period of the partnership coinciding with or ending in that year, 


that the corporation’s share of the income of the partnership 
from that business for that fiscal period is of the income of the 
partnership from that business for that fiscal period; and 


(b) there shall be included in the gross revenue of the corpora- 


tion for the year from all activities described in subparagraphs — 


(1)(i) and (11) of the definition “manufacturing or processing” in 
subsection (3), that proportion of the gross revenue from each 
such activity engaged in in the course of a business carried on by 
means of the partnership, for the fiscal period of the partnership 
coinciding with or ending in that year, that the corporation’s 
share of the income of the partnership from that business for that 
fiscal period is of the income of the partnership from that busi- 
ness for that fiscal period. 


(5) Interpretation — For the purpose of the description of A in 
subsection 125.1(2) and for the purpose of applying the Income Tax 
Regulations (other than section 5201 of the Regulations) to that 
subsection other than the description of B, 


(a) electrical energy and steam are deemed to be goods; and 


(b) the generation of electrical energy for sale, and the produc- 
tion of steam for sale, are deemed to be, subject to paragraph (1) 
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of the definition “manufacturing or processing” in subsection 


(3), manufacturing or processing: 


History: Paras. 125.1(5)(a) and (b) amended by 2001, c. 17, subsec. 114(3), applicable 
to taxation years that end after 1999. Those paras. formerly read: 


(a) electrical energy is deemed to be a good; and 


(b) the generation of electrical energy for sale, or the production of steam for use 
in the generation of electrical energy for sale, is deemed to be, subject.to para- 
graph (1) of the definition “manufacturing or processing” in subsection (3), man- 
ufacturing or processing. pS 


Subsec. 125.1(5) added by 2000, c. 19, subsec. 34(2), applicable to taxation years that 
end after 1998. 


Selected Cases [s. 125.1]: Rien deat Grain Co. v. R., [1997] 2 C.T.C. 227 (FCTD) 
(Gross revenues of commission agent do not include funds provided by principal to 
carry out contracts); NRB Inc. v. Canada, [1993] 1 C.T.C. 2435 (TCC) (Amounts paid 
to subcontractors included in computing cost of manufacturing and processing labour); 
International Petrodata Inc y. Canada, [1993] 1 C.T.C. 2189 (TCC) (Compilation of 
technical data recorded on computer tapes and microfiches was manufacturing or 
processing); Rolls Royce (Canada) Ltd. v. Canada, [1993] 1 C.T.C. 272 (FCA); leave 
to appeal to SCC refused (1993), 158 N.R. 400 (note) (Rebuilding motors not manufac- 
turing or processing); Lomex Inc. v. MNR, [1992] 2 C.T.C. 2678 (TCC) (Picking up 
and transporting raw materials to plant was “receiving” raw materials for manufactur- 
ing and processing under para. 5202(a)(ii) of Regulations); Nettoyeurs Shefford Inc. v. 
MNR, {1992} 2 C.T.C. 2353 (TCC) (Laundry business not manufacturing or 
processing); Tuyauteries Saglac Inc. v. MNR, [1992] 2 C.T.C: 2307 (TCC) (Custom- 
izing and installing piping was manufacturing and processing); Hawboldt Hydraulics 
(Canada) Inc. Estate (Trustee of) v. Canada, [1992] 2 C.T.C: 363 (FCTD) (Equipment 
used to manufacture replacement parts was used in manufacturing or processing goods 
for sale); Tenneco Canada Inc. v. Canada, {1991} 1 C.T.C. 323 (FCA) (Assembling 
parts produced elsewhere not manufacturing despite adjustments made to parts). 


Definitions [s. 125.1]: “amount”, “business” — 248(1); “Canadian-controlled_pri- 
vate corporation” — 125(7), 248(1); “Canadian field processing” — 248(1); “Canadian 
manufacturing and processing profits” — 125.1(3); “corporation” — 248(1), ao 
tation Act 35(1); “general rate reduction percentage” — 123.4(1); “gross revenue” 
125.1(4), 248(1); “manufacturing or processing” — 125. 13); “mineral resource’’, “oil 
or gas well”, “relevant factor”, “tar sands” — 248(1); “taxable income’ — 2(2), 
248(1); “taxation year” — 249. 


125.11 [Repealed] 
History: S. 125.11 repealed by 2003, c. 28, subsec. 13(2), applicable to taxation years 
that begin after 2006. S. 125.11 formerly read: 
125.11 (1) Definitions — The following definitions apply in section 123.4 and 
this section. 


“resource rate reduction percentage”, of a corporation for a taxation ‘year, is the 
total of 


(a) that proportion of 1% that the number of days in the taxation year that are 
in 2003 is of the number of days in the taxation year, 


(b) that proportion of 2% that the number of days in the taxation year that 
are in 2004 is of the number of days in the taxation year, 


(c) that proportion of 3% that the number of days in the taxation year that are 
in 2005 is of the number of days in the taxation year, 


(d) that proportion of 5% that the number of days in the taxation year that 
are in 2006 is of the number of days in the taxation year, and 


(e) that proportion of 7% that the number of days in the taxation year that are 
after 2006 is of the number of days in the taxation year. 


“taxable resource income”, of a taxpayer for a taxation year, is the lesser of the 
taxpayer’s taxable income for the taxation year and the amount determined by 
the formula 


3(A/B) +C —D 
where 


A is the total of all amounts each of which is deducted by the taxpayer under 
paragraph 20(1)(v.1) in computing the taxpayer’s income for the taxation 
year; 

B is the percentage that is the total of 


(a) that proportion of 100% that the number of days in the taxation year 
that are before 2003 is of the number of days in the taxation year, 


(b) that proportion of 90% that the number of days in the taxation year 
that are in 2003 is of the number of days in the taxation year, 


(c) that proportion of 75% that the number of days in the taxation year 
that are in 2004 is of the number of days in the taxation year, 


(d) that proportion of 65% that the number of days in the taxation year 
that are in 2005 is of the number of days in the taxation year, and 


(e) that proportion of 35% that the number of days in the taxation year 
that are in 2006 is of the number of days in the taxation year; 
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C is the total of all amounts included in computing the taxpayer’s income for 
the taxation year under paragraph 59(3.2)(b) or (c); and 


D | is the total of all amounts deducted by the taxpayer under any of sections 65 
to 66.7, other than subsections 66(4), 66.21(4) and 66.7(2) and (2.3), of this 
Act, and subsections 17(2) and (6) and section’ 29 of the Income Tax Appli- 
cation Rules, in computing ihe Saspayer! s income for the taxation year. 


y ‘taxpayer’: Ss “taxable resource income’ is the lesser of the ‘taxpayer S 
taxi ble i income for the taxation year and the amount calculated by the following 


benefit from one rate reduction. 


(2) Resource deduction — There may be deducted from a corporation’s tax 
otherwise payable under this Part for'a taxation year [2003-06 only — ed.] the 
product obtained by multiplying the corporation’s resource rate reduction per- 
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centage for the taxation year by the corporation’s taxable resource income for the 
taxation year. 


S. 125.11 added by 2003, c. 28, subsec. 13(1), applicable to. 2003 et seqg.-except that, 
for those taxation years that begin before June 9, 2003, the value of C in the formula in 
the definition “taxable resource income” in subsec. 125.11(1) is deemed to be nil. 


125.2: (1) Deduction of [pre-1992] Part VI tax — There may be 
deducted in computing the tax payable under this Part for a taxation 
year by a corporation that was throughout the year a financial insti- 
tution (within the meaning assigned by section 190) an amount 
equal to such part as the corporation claims of its unused Part VI 
tax credits for any of its 7 immediately preceding taxation years 
ending before 1992, to the extent that that amount does not exceed 
the amount, if any, by which 


(a) its tax payable under this Part (determined without reference 
to this section) for the year 


exceeds the total of 


(b) the amount that would, but for subsection 190.1(3), be its tax 
payable under Part VI for the year, and 


(c) the lesser of its Canadian surtax payable (within the meaning 
assigned by subsection 125.3(4)) for the year and the amount 
that would, but for subsection 181.1(4), be its tax payable under 
Part I.3 for the year. 


Related Provisions: 181.1(4)-(7) — Credit of surtax against Part VI tax after 1991. 
See also at end of 125.2. 


History: Subsec. 125.2(1) amended by 1994, c.-7, Sch. VIII (1993, c. 24), subsec. 
65(1), applicable to 1992 et seg. and, where a corporation elected under subsection 
111(2) (of the amending legislation — see under subsec. 190.1(2)) to have subsection 
111(1) (of the amending legislation) apply to its taxation years ending in 1991, to all 
such years except that in its application to such years, subsec. 125.2(1) shall be read 
without reference to: 

(a) the expression “the total of’, 

(b) the word “and” at the end of para. 125.2(1)(b), and 

(c) para. 125.2(1)(c), 
and the reference therein to “1992” shall be read as “1991”. Subsec. 125. 2(1) formerly 
read: 


(1) There may be deducted from the tax otherwise payable under this Part for a 
taxation year by a corporation that was throughout the year a financial institution 
(within the meaning assigned by section 190) an amount equal to the total of 


(a) its tax payable under Part VI for the year, and 


(b) such part of its unused Part VI tax credits for the seven taxation years 
immediately preceding and the three taxation years immediately following 
the year as the corporation may claim. 
Special Application: 1994, c. 7, Sch. II (1991, c. 49), s. 102 provides that in its 
application to corporations described in para. (d) or (e) of the definition “financial insti- 
tution” in subsec. 190(1), for taxation years beginning before February 21, 1990, sub- 
sec. 125.2(1) shall be read as follows: 


“125.2(1) There may be deducted from the tax otherwise payable under this Part 
for a taxation year by a corporation that was throughout the year a financial insti- 
tution (within the meaning assigned by section 190) an amount equal to the 
lesser of 


(a) the total of 
(i) its tax payable under Part VI for the year, and 
(ii) such part of its unused Part VI tax credits for the 3 taxation years 
immediately following the year as the corporation claims; and 


(b) that proportion of its tax otherwise payable under this Part for the year 
that the number of days in the year that are after February 20, 1990 is of the 
number of days in the year.” 


Forms: T2 SCH 42: Calculation of unused unused Part I tax credit; T921: Calculation 
of unused Part VI tax credit and unused Part I tax credit. 


(2) Idem — For the purposes of this section, 


(a) an amount may not be claimed under subsection (1) in com- 
puting a corporation’s tax payable under this Part for a particular 
taxation year in respect of its unused Part VI tax credit for an- 
other taxation year until its unused Part VI tax credits for taxa- 
tion years preceding the other year that may be claimed for the 
particular year have been claimed; and 


(b) an amount in respect of a corporation’s unused Part VI tax 
credit for a taxation year may be claimed under subsection (1) in 
computing its tax payable under this Part for another taxation 
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year only to the extent that it exceeds the total of all amounts 
each of which is the amount claimed in respect of that unused | 
Part VI tax credit in computing its tax payable under this Part for 
a taxation year preceding that other year. 


(3) Definition of “unused Part VI tax credit” — For the pur- 
poses of this section, “unused Part VI tax credit” of a corporation 
for a taxation year is the lesser of 


(a) its tax payable under Part VI (determined without reference 
to subsections 190.1(1.1) and (3)) for the year, and 


(b) the amount determined by the formula 


A—B 
where 


A is its tax payable under Part VI for the year (determined 
without reference to subsection 190.1(3)), and 


B is the amount, if any, by which 


(i) the amount that would, but for this section, be its tax 
payable under this Part for the year 


exceeds 


(ii) the lesser of its Canadian surtax payable (within the 
meaning assigned by subsection 125.3(4)) and the amount 
that would, but for subsection 181.1(4), be its tax payable 
under Part I.3 for the year. 


History: Subsec. 125.2(3) substituted by 1994, c. 21, s. 58, applicable for the purpass 
of computing the amount that may be deducted by a corporation under subsec, 
125.2(1), 


(a) subject. to paragraphs (b) and (c), for taxation years that end before 1992 in 
respect of unused Part VI tax credits for taxation years that end after 1991; 


(b) where the corporation has elected under subsec. 111(2) of 1993, c. 24 [see 
under subsec. 190.1(2)], for its taxation years that end before 1991 in respect of 
unused Part VI tax credits for taxation years that end after 1990, except that for the 
purpose of computing its unused Part VI tax credits under subsec. 125.2(3) for 
taxation years that end in 1991, the amount determined under subpara, (ii) of the 
description of B in subsec. 125.2(3) shall be deemed to be nil; and 
(c) where paragraph (b) does not apply and the corporation elected under para- 
graph 88(2)(b) of 1994, c. 21, [see under subpara. 190.11(b)(i)], for its taxation 
years that end before 1992 in respect of unused Part VI tax credits for taxation 
years that end after 1990, except that 
(i). for the purpose of computing its unused Part VI tax credits under subsec. 
125.2(3) for its taxation years that end in 1991, the amount determined under 
subpara. (ii) of the description of B in subsec. 125.2(3) shall be deemed to be 
nil, and 
(ii) for the purpose of computing the amount that it may deduct under subsec. 
125.2(1) for its taxation years that end in 1991, para. 125.2(3)(a) shall be read 
as follows: 
(a) its tax payable under Part VI (determined without reference to sub- 
section 190.1(3)) for the year, and 


Subsec. 125.2(3) formerly read: 


(3) For the purposes of this section, “unused Part VI tax credit” of a corporation 
for a taxation year ending after 1991 means the amount determined by the 
formula 


A-B 
where 
A _ is the corporation’s tax payable under Part VI for the year (determined with- 
out reference to subsection 190.1(3)), and 
Bis the amount, if any, by which 
(a) the amount that would, but for this section, be its tax payable under 
this Part for the year 
exceeds 


(b) the lesser of its Canadian surtax payable (within the meaning as- 
signed by subsection 125.3(4)) and the amount that would, but for sub- 
section 181.1(4), be its tax payable under Part I.3 for the year. 
Subsec. 125.2(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 65(2), appli- 
cable for the purpose of computing the amount that may be deducted by a corporation 
under subsec. 125.2(1) 
(a) subject to paragraph (b), for taxation years ending before 1992 in respect of 
unused Part VI tax credits for taxation years ending after, 1991; or 
(b) where the corporation elected under subsection 111(2) (of the amending legis- 
lation — see under subsec. 190.1(2)) to have subsection 111(1) (of the amending 
legislation) apply to its taxation years ending in 1991, for its taxation years ending 
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before 1991 in respect of unused Part) VI tax credits for taxation years ending after 
1990, except that, for the purpose of computing its unused Part VI\tax credits under 
subsec. 125.2(3), as amended, for taxation years ending in 1991,,the amount deter- 
mined under paragraph (b) in the description of B in the said subsection 125.2(3) 
shall be deemed to be nil. 


Subsec. 125.2(3) formerly read: 


(3) In this’ section, “unused Part VI tax credit’ of a corporation ‘for a taxation 
year means the amount, if any, by which the corporation’s tax payable under Part 
VI for the year exceeds the amount that would, but for this section, be its tax 
payable under this Part for the year. 


Special Application: 1994, c. 7, Sch. II (1991, c. 49), s. 102 provides that in its 


application to corporations described in para. (d) or (e) of the definition “financial insti- | 


tution” in subsec. 190(1), subsec. 125.2(3) shall be read as follows: 


“(3) For the purposes of this section, “unused Part VI tax credit” of a corporation 
for a taxation year commencing before February 21, 1990 means the amount, if 
any, by which the corporation’s tax payable under Part VI for the year exceeds 
the amount deductible under subsection (1) in computing its tax payable under 
this Part for the year.” 
Related Provisions [s. 125.2]: 87(2)(j.9) — Amalgamation; 88(1)(e.2) — Wind- 
ings-up; 152(6) — Reassessment; 161(7)(a)(vi) — Interest — Effect of carryback of 
loss, etc.; 164(5.1)(g) — Refund of taxes — Interest payable in respect of repayment of 
amount in controversy; 257 —.Formula cannot calculate to less than zero. 
Definitions [s, 125.2]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “tax payable” — 248(2); “taxation year” — 249; “unused Part VI tax 
credit” — 125.2(3). 


125.3 (1) Deduction of [pre-1992] Part I.3 tax — There may be 
deducted in computing the tax payable under this Part for a taxation 
year by a corporation (other than a corporation that was throughout 
the year a financial institution, within the meaning assigned by sec- 
tion 190) an amount equal to such part as the corporation claims of 
its unused Part I.3 tax credits for any of its 7 immediately preceding 
taxation years ending before 1992, to the extent that that amount 
does not exceed the amount, if any, by which 


(a) its Canadian surtax payable for the year 

exceeds 
(b) the amount that would, but for subsection 181.1(4), be its tax 
payable under Part I.3 for the year. 


Related Provisions: 
88(1)(e.2) — Winding-up. 


History: Subsec. 125.3(1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
66(1), applicable to 1992 et seg. Subsec. (1) formerly read: 


87(2)G.9) — Amalgamations — continuing _ corporation; 


(1) There may be deducted from the tax otherwise payable under this Part for a 
taxation year by a corporation an amount equal to the lesser of 


(a) the total of 
(i) its tax payable under Part I.3 for the year, and 


(ii) such part of its unused Part 3 tax credits for the 7 taxation years 
immediately preceding and the 3 taxation years immediately following 
the year as the corporation may claim; and 


(b) its Canadian surtax payable for the year. 


Forms: T2 SCH 37: Calculation of unused surtax credit; T962: Calculation of unused 
Part 1.3 tax credit and unused surtax credit. 


(1.1) Idem — There may be deducted in computing the tax payable 
under this Part for a taxation year by a corporation that was a finan- 
cial institution (within the meaning assigned by section 190) 
throughout the year an amount equal to such part as the corporation 
claims of its unused Part I.3 tax credits for any of its 7 immediately 
preceding taxation years ending before 1992, to the extent ie a 
amount does not exceed the lesser of 


(a) the amount, if any, by which its Canadian surtax payable for 
the year exceeds the. amount that would, but for subsection 
181.1(4), be its tax payable under Part I.3 for the year, and 


(b) the amount, if any, by which its tax payable under this Part 
(determined without reference to this section and section 125.2) 
for the year exceeds the amount that would, but for subsections 
181.1(4) and 190.1(3), be the total of its taxes payable under 
Parts 1.3 and VI for the year. 
Related Provisions: 152(6)(f) — Assessments; 161(7)(a)(vii) — Interest — effect 
of carryback of loss, etc.; 164(5.1)(h) — Refund of taxes — effect of carryback of loss, 
ete.; 181.1(4)-(7) — Credit of surtax against Part 1.3 tax after 1991. 


S.. 125.3(3)(b)G)(A) 


History: Subsec. 125,3(1.1) added by: 1994; c..7; Sch. VILE (1993; c. 24), subsec. 
66(1), applicable to 1992 et seq. 


2) Special rules — For the purposes of this section; 


(a) no amount may be claimed under subsection (1) in comput- 
ing a corporation’s' tax payable under this Part fora particular 
taxation year in respect of its unused Part I.3 tax credit for an- 
other taxation year until its unused Part I.3 tax credits for taxa- 
tion years preceding the other year that may be claimed for the 
particular year have been claimed; and 


(b) an amount in respect of a corporation’s unused Part\I.3 tax 
credit for a taxation year may be claimed under subsection (1) in 
computing its tax payable under this Part for another taxation 
year only to the extent that it exceeds the total of all amounts 
each of which is the amount claimed in respect of that unused 
Part I.3 tax credit in computing its tax payable under this Part 
for a taxation year preceding that other year. 


(3). Acquisition of control — Where, at: any time, control, of a 
corporation has been acquired by a person or group of persons, no 
amount in respect of its unused Part I.3 tax credit for a taxation year 
ending before that time is deductible by the corporation for a taxa- 
tion year ending after that time and no amount in respect of its un- 
used Part I.3 tax credit for a taxation year ending after that time is 
deductible by the corporation for a taxation year ae e before that 
time, except that 


(a) where a business was carried on by the corporation in a'taxa- 
tion year.ending before that time, its unused Part 1.3 tax credit 
for that. year is deductible by the corporation for a particular tax- 
ation year ending after that time only if that business was carried 
on by the corporation for profit or with a reasonable expectation 
of profit throughout the particular ‘year and only to the extent of 
that proportion of the corporation’s Canadian surtax payable for 
the particular year that 


(i) the amount, if any, by which 


(A) the total of its income for the particular year from that 
business and, where properties were sold, leased, rented 
or developed or services rendered in the course of carry- 
ing on that business before that time, its income for the 
particular year from any other business substantially all 
the income of which was derived from the sale, leasing, 
rental or development, as the case may be, of similar 
properties ‘or the rendering of similar services 


exceeds 


(B) the total of all amounts each.of which is an amount 
deducted under paragraph 111(1)(a) or (d) for the particu- 
lar year by the corporation in respect ofa non-capital loss 
or a farm loss, as the case may be, for a taxation year in 
respect of that business or the other business, 


is of the greater of 
(ii) the amount determined. under subparagraph (i), ies 


' iii) the corporation’s taxable income for the particular year; 
and 


(b) where a business was carried on by the corporation through- 
out a:taxation year ending after that time, its unused Part 1.3, tax 
credit for that year is deductible by the corporation for a particu- 
lar taxation year ending before that time only if that business 
was carried on by the corporation for profit or with a reasonable 
expectation of profit in the particular year and only to the extent 
of that proportion of the OnRRaEON s s Canadian surtax payable 
for the particular year that 


(i) the amount, if any, by which 


(A) the total of its income for the particular year from that 
business and, where properties were sold, leased, rented 
or developed or services rendered in the course of carry- 
ing on that business before that time, its income for the 
particular: year from any other business ‘substantially all 
the income of which was derived from the sale, leasing, 
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rental or development, as the case may be, of similar 
properties or the rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount 
deducted under paragraph 111(1)(a) or (d) for the particu- 
lar year by the corporation in respect of a non-capital loss 
or a farm loss, as the case may be, for a taxation year in 
respect of that business or the other business, 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 
(iii) the corporation’s taxable income for the particular year. 


Related Provisions: 256(6)—(9) — Whether control acquired; 256(9) — Date of ac- 
quisition of control. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement). 
(4) Definitions — For the purposes of this section, 


“Canadian surtax payable” of a corporation for a taxation year 
means 


(a) in the case of a corporation that is non-resident throughout 
the year, the lesser of 


(i) the amount determined under section 123.2 in respect of 
the corporation for the year, and 


(ii) its tax payable under this Part for the year, and 
(b) in any other case, the lesser of 


(i) the prescribed proportion of the amount determined under 
section 123.2 in respect of the corporation for the year, and 


(ii) its tax payable under this Part for the year; 


History: The definition “Canadian surtax payable” in subsec. 125.3(4) substituted by 
1994, c. 21, s. 59, applicable to 1994 et seg. That definition formerly read: 


“Canadian surtax payable” of a corporation for a taxation year means 


(a) in the case of a corporation that is throughout the year not resident in 
Canada, the amount determined under section 123.2 in respect of the corpo- 
ration for the year, and 


(b) in any other case, the prescribed proportion of the amount determined 
under section 123.2 in respect of the corporation for the year; 


Regulations: 8602 (prescribed proportion). 


“ynused Part I.3 tax credit” of a corporation for a taxation year 
means 


(a) where the year ended before 1992, the amount, if any, by 
which its tax payable under Part I.3 for the year exceeds the 
amount deductible under subsection (1) in computing its tax 
payable under this Part for the year, and 


(b) where the year ends after 1991, the amount, if any, by which 
the corporation’s tax payable under Part I.3 for the year (deter- 
mined without reference to subsection 181.1(4)) exceeds its Ca- 
nadian surtax payable under this Part for the year. 
Related Provisions: 87(2)(j.9) — Amalgamations; 88(1)(e.2) — Winding-up. 
History: “Unused Part 1.3 tax credit” in subsec. 125.3(4) amended by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 66(2), applicable for the purpose of computing the amount 
that may be deducted under subsec. 125.3(1) for taxation years ending after June 1989. 
The definition formerly read: 
“unused Part 1.3 tax credit” of a corporation for a taxation year means the 
amount, if any, by which the corporation’s tax payable under Part J.3 for the year 
exceeds the amount deductible under subsection (1) in computing its tax payable 
under this Part for the year. 
Forms: T2 SCH 37: Calculation of unused surtax credit. 
Definitions [s. 125.3]: “amount”, “business” — 248(1); “Canada” — 255; “Cana- 
dian surtax payable” — 125.3(4); “corporation” — 248(1), Interpretation Act 35(1); 
“farm loss” — 111(8), 248(1); “financial institution” — 190(1); “non-capital loss” — 
111(8), 248(1); “non-resident”, “prescribed” — 248(1); “resident” — 250; “taxable in- 
come” — 2(2), 248(1); “taxation year” — 249; “unused Part 1.3 tax credit” — 
125.3(4). 


Canadian Film or Video Production Tax Credit 


125.4 (1) Definitions — The definitions in this subsection apply 
in this section. 


Income Tax Act, Part I, Division E 


“assistance” means an amount, other than a prescribed amount or 
an amount deemed under subsection (3) to have been paid, that 
would be included under paragraph 12(1)(x) in computing a tax- 
payer’s income for any taxation year if that paragraph were read 
without reference to subparagraphs (v) to (vil). 


Proposed Amendment — 125.4(1 )“assistance” - a 


“assistance” means an amount, other than a prescribed amount or 
an amount deemed under subsection (3) to have been paid, that — 
would be included under paragraph 12(1)(x) in computing a tax-— 
payer’s income for any taxation year if that paragraph were — 
without reference to 


(a) Sposa 12(1)(x)(v) to (viii), if the amount were 
received 3 
Gi) from 2 a person or emer described i in enbperanraoh 

12(1)(x)Gi), or . 

_ (ii) in circumstances where clause AON applies; 

and — - 
(b) subparastaphis PCE) to Wii), in any eh case. 


Application: Former Bill C-10 (2007) (Part 2 — technical), subsec. 120(2), pro- - 
posed to amend the. definition * “assistance” in subsec. 125.4(1) to read as above, | a 
applicable _ ] ] / é 


(a) to film or video proructions for ck the aoa commencement time of 
the corporation (or, if there is more than one qualified corporation in respect of 
the production, of all such corporations) i is after November 13, 2003, and ae 


(b) toa corporation in respect ‘of a film | or video production for which the pro- 
duction commencement time of any corporation is before November 4, 2003 2 


a i if the earliest labour expenditure of the corporation (or, if there is more _ 2 
Oo an one qualified corporation in respect of the production, of all such eelge 
_ rations) in respect of the production is made after 2003, or — 


Gi) if the corporation elects (or, if there is more than one - qualifi ied corpora- a 
tion in respect of the production, all such corporations jointly elect), in writ- 
ing, and the election is filed with the Minister of National Revenue on or — 
__ before the earliest filing-due date of any qualified corporation in respect of 
_ the production for that corporation’s taxation year that includes the day on 
which the amending legislation is assented to, and the earliest labour expen- 
diture of all such qualified corporations in respect of the production i is made J 


(A) after the last taxation year of any such corporation that ended before _ 
_ _N ovember ‘14, 2003, or 


(B) if the first taxation year of all such Eoesotisiene includes November 
~ 14, 2003, in that taxation year. 


The earliest labour pe er referred to above i is to be determined under the provi- 
sions of subsec. 125.4(1) or (2) that would apply if the amendments to 125. 4“assis- : 
tance”, “labour expenditure”, “production commencement time”, “qualified labour 
expenditure”, “salary or ogane and sag material”, and to subsec 125.4(2) were 
not enacted. : 


Technical Notes: Section 15. 4 sets ot tah nies eur oe for the purpose of © 
computing the Canadian film or video production tax credit ‘CFVPTC”). Generally, 
this tax credit is available at a rate of 25% of qualified labour expenditures incurred 
by a qualified corporation for a production certified by the Minister ay Cee Her- 
itage to be a Canadian film or video production. : 


Except as noted below, the amendments to subsection 125.4 conenlt apply i inn 
spect of productions for which development commences on or after November 14, 
2003 or the first labour Nts ti (as determined under subsections 125.4(1) an 


oye the corporation in its taxation Jeni that includes November 14, 2003, the | Gotpural 
tion may elect to have the new rules apply. Subject to this election, corporations must _ 
continue to claim the CFVPTC under the old rules for productions that qualified — 
under those rules. Where, in the case of a co-production, more than one qualified 
corporation is eligible to claim a CFVPTC in respect of the production, the election 
to have the new tules apply must be made jointly. A Sees 6° cannot wy under 
both schemes. 


In computing the CFVPTC, qualified labour expenditures in respect of a film or 
video production are limited to 48% of the amount by which the cost of the produc- 
tion exceeds any “assistance” in respect of that cost that has not been repaid. 

The definition “assistance” is amended to provide that the equity share of a produc- 
tion of a government or other public authority is treated in the same manner as gov- 
ernment assistance. This could include, for example, a loan from a government 
agency where repayment of the loan is dependent on profit from the production. 


Dept. of Finance news release 2003-058, Nov. 14, 2003: See undes, 125 A(2).. 
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Related Provisions: 87(2)(j.94)— Amalgamations — continuing corporation; 
125.4(5) — Credit is deemed to be assistance for all purposes under the Act; 
241(4)(d)(xv) — Disclosure of information to government agency providing assistance. 


History: The definition “assistance” in subsec. 125.4(1) amended by 1999, c. 22, s. 46, 
applicable to amounts received after February 23, 1998. It formerly read: 


“assistance” means an amount, other than an amount deemed under subsection 
(3) to have been paid, that would be included under paragraph 12(1)(x) in com- 
puting the income of a taxpayer for any taxation year if that paragraph were read 
without reference to subparagraphs (v) to (vii). 


Regulations: 1106(11) (prescribed amount). 


“Canadian film or video production” has the meaning assigned 
by regulation. 
Regulations: 1101(5k.1) (separate class for Canadian film. or video production); 


1106(4) (definition. of “Canadian film or video production”); Sch. II:Cl. 10(x) (CCA 
class for Canadian film or video production). 


“Canadian film or video production certificate’? means a certifi- 
cate issued in respect of a production by the Minister of Canadian 
Heritage 
(a) certifying that the production is a Canadian film or video 
production, and 


(b) estimating amounts relevant for the purpose of determining 
the amount deemed under subsection (3) to have been paid in 
respect of the production. 


posed Amendment — 125. a eedan film or 
video production certificate” _ 


Canadian film or video production certifi cate” means a ceiif. 
icate issued in respect of a production by the Minister of Canadian 
Heritage certifying that the production is a Canadian film or video - 
production in respect of which that Minister is satisfied that 


under the terms of any agreement, retained by. 


_ @ a qualified corporation that owns or owned an n interest 


in, or for civil law a right i in, the production, — 


 Gda prescribed taxable Canadian corporation. related to he : 
_ qualified corporation, or 


(iii) any combination of corporations described i in subpara- 


graph (i) or (ii); and 


- (b) public financial support of the productio would not be . 


contrary to public policy. 


Application: Former Bill C-10 (2007) (Part p — technical), subsec. 120(3), pro- 
posed to amend the definition “Canadian film or video production certificate” in sub- 
sec. 125.4(1) to read as above, applicable in respect of film or video productions in 
respect of which certificates are issued by the Minister of Canadian Heritage 
December 20, 2002, except that in respect of those film or video productions in re- 
spect of which certificates are issued by the Minister o anadian Heritage before _ 
2004, the definition “Canadian film or video production ¢ ificate” i is to be read as 
follows - ects to the on eae: 14, 2003 and December 20, 2002 draft 
legislation): : : : 


“Canadian gin 0 or r video oiedistion certificate” mea a eek ficate fosed i in 
respect of a production by the Minister of Canadian Heritag 


(a) certifying that the production i is a Canadian film or v 
Tespect of which that Minister is satisfied that 


© except where the production i is a treaty co-production ee defined” 
__ by regulation), an acceptable share of revenues from. the exploitation 
_ of the production i in non-Canadian Dee i nder the terms of any 
agreement, retained by 7 


production in 


(A) a qualified corporation that owns or anne 
_ for civil law a right in, the production, 


(B) a prescribed taxable Canadian len related to the equal 
fied corporation, or 


interest in, or 


(C) any combination of corporations described in clause @ or 

_(B), and oS 2g 

(ii) public financial support of the production wold not te gontany « to 
public policy, and : : 

(b) estimating amounts relevant for ihe purpose of determining te amount 

deemed under subsection ons to have been paid in respect of ee 

production. ~ LD 


(a) except where the production is a treaty co-production (as - 
defined by regulation), an acceptable share of revenues from — 
. exploitation. of the production in non-Canadian markets is, 


S. 125.4(1) lab 


Technical Notes: A qualified corporation must file a Canadian film or video 
production certificate with its tax return for a taxation year in which it claims a Cana- 
dian film or video production tax credit in respect of the production. A “Canadian 
film or video production certificate”, as defined in subsection 125.4(1), is issued by 
the Minister of Canadian Heritage. The definition is amended to provide that that 
Minister will also certify that the public funding of the production would not be con- 
{ blic policy and that, generally, a qualified corporation or a related taxable 
Canadian corporation will retain an acceptable share of revenues from the exploita- 
tion of the production i in non-Canadian markets. The Minister of Canadian Heritage 
will issue guidelines as to how these criteria can be met. 


The definition i is also amended to remove the requirement a the Minister of Cana- 
ritage to provide estimates relevant to the calculation of the CRY ae in 
t of certificates issued after 2003. 


The True North Strong and Free, Conservative Party election distin 
(conservative.ca), Oct. 7, 2008: Promoting Canada’s Arts and Culture [...] 


A re-elected Conservative Government will not reintroduce the Bill C-10 proposals 
to change film and video tax credit eligibility. Although these proposals were ap- 
proved unanimously by the House of Commons, we will take into account the serious 
concerns that have been expressed by film creators and investors. 


Related Provisions: 125.4(3) — Tax credit where certificate issued; 125.4(6) — 
Revocation of certificate; 125.4(7) — Guidelines from Minister of Canadian Heritage; 
241(3.3) — Disclosure to public of information on certificate, 


‘4nvestor”’ means a person, other than a prescribed person, who is 
not actively engaged on a regular, continuous and substantial basis 
in a business carried on through a permanent establishment (as de- 
fined by regulation) in Canada that is a Canadian film or video pro- 
duction business. 


Proposed Repeal — 125.4(1)“investor” 


Application: Former Bill C-10 (2007) (Part 2 — technical), subsec. 120(1), proposed 
to repeal the definition * dnvestor” in subsec, 125.4(1), applicable 


(a) to taxation years that end after November 14, 2003; and 


(b) in respect of a film or video production i in respect of which a. shpiation has, in 
a return of income filed before November 14, 2003, claimed an amount under sub- 
sec. 125.4(3) in respect of a labour expenditure: incurred after 1997. 


Technical Notes: The definition “investor” describes a person who is not actively 
engaged on a regular, continuous, and substantial basis in a Canadian film or video 
production business carried on through a permanent. establishment in Canada. A 
CFYPTC may not be claimed in respect of a Canadian film or video production where 
an investor, or a partnership i in which an investor has an interest, may deduct an amount 
in Tespect of the production. 


The definition of investor is fepealed. ‘applicable | to taxation years that end after No- 
vember 14, 2003, as well as to productions in respect of which a qualifying production 
corporation has, in a return of income filed before November 14, 2003, claimed an 
amount under subsection 125.4(3) in respect of a labour expenditure — after 
1997 in eo of the production. 


Related Provisions: 125.4(4) — No credit where investor can deduct any amount. 
Regulations: 1106(10) (prescribed person); 8201 (permanent establishment). 


“labour expenditure” of a corporation for a taxation year in re- 
spect of a property of the corporation that is a Canadian film or 
video production means, in the case of a corporation that is not a 
qualified corporation for the year, nil, and in the case of a corpora- 
tion that is a qualified corporation for the year, subject to subsection 
(2), the total of the following amounts to the extent that they are 
reasonable in the circumstances and included in the cost or, in the 
case of depreciable property, the capital cost to the corporation of 
the property: 
(a) the salary or wages directly attributable to the production that 
are incurred after 1994 and in the year, or the preceding taxation 
year, by the corporation for the stages of production of the pro- 
perty, from the final script stage to the end of the post-produc- 
tion stage, and paid by it in the year or within 60 days after the 
end of the year (other than amounts incurred in that preceding 
year that were paid within 60 days after the end of that preced- 
ing year), 
(b) that portion of the remuneration (other than salary or wages 
and other than remuneration that relates to services rendered in 
the preceding taxation year and that was paid within 60 days 
after the end of that preceding year) that is directly attributable 
to the production of property, that relates to services rendered 
after 1994 and in the year, or that preceding year, to the corpora- 
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tion for the stages of production, from the final script stage to 


the end of the post-production stage, and that is paid by it in the 


year or within 60 days after the end of the year to 


Proposed Amendment — 125.4(1)“labour 
expenditure” before (b)(i) 


“labour expenditure”, of a corporation for a taxation year in _ 
respect of a Canadian film or video production, means, in the _ 


case of a corporation that is not a qualified corporation for the 


taxation year, nil, and in the case of a corporation that is a _ 


qualified corporation for the taxation year, subject to subsec- 
tion (2), the total of the following amounts to the extent that 


they are reasonable in the circumstances and included in the . 


cost to, or in the case of depreciable property the capital cost 
to, the corporation, or any other pean or Parenti of the 
production: : 


(a) the salary or wages directly “attributable” to the sro 


tion that are incurred after 1994 and in the taxation year, or 
the preceding taxation year, by the corporation for the 
stages of production of the property, from the production 
commencement time to the end of the post-production 
stage, and paid by it in the taxation year or within 60 days 
after the end of the taxation year (other than amounts in- 
curred in that preceding taxation year that were paid \ within 
60 days after the end of that preceding taxation year), 


(b) that portion of the remuneration (other than salary or 


wages and other than remuneration that relates to services 


rendered in the preceding taxation year and that was paid — 


within 60 days after the end of that preceding taxation year) 
that is directly attributable to the production of property, 
that relates to services rendered after 1994 and in the taxa- 
tion year, or that preceding taxation year, to the corporation 
for the stages of production, from the production com- 


mencement time to the end of the post-production stage, © 


and that is paid by it in the taxation year or oe @ vet 
after the end of the taxation year to 


Application: Former Bill C-10 (2007) (Part 2 — technical), subsec. 120(4), pro- 
posed to amend the portion of the definition “labour expenditure” in subsec. 125.4(1) _ 


before subpara. (b)(i) to read as above, applicable on the same basis, as the amend- 
ment to 125.4(1)‘assistance”. 


Technical Notes: The definition “labour expenditure”. describes the unde vice 


expenditures of a qualified corporation in respect of a film or video production that 


will be eligible for the CFVPTC. The definition is amended concurrently with the 
repeal of the definition “investor” in subsection 125.4(1) and the amendment of sub- 


sections 125.4(2) and (4), to include those production expenditures incurred by the _ 


qualified corporation for or on behalf of another person. That is, labour expenditures 
are no longer limited to those included in the cost to the qualified corporation of the 
production. The definition is also amended coneurreuily with the introduction of the 
definition “production commencement time”, which itil the time after which 
an eligible expenditure will qualify for the CFVPT Cr : 


Where a particular corporation is a co-producer with another qualified corporation, 
and that other corporation has incurred expenditures for or on behalf of the taxpayer, 
new paragraph 125.4(2)(d) prevents the particular corporation from claiming a 
CFVPTC in respect of those expenditures. 


For more information on subsections 125.4(2) and (4) and the definitions “investor” 
and “production commencement time”, refer to the commentary for those provisions, 


(i) an individual who is not an employee of the corporation, 


to the extent that the amount paid 


(A) is attributable to services personally rendered by the 


individual for the production of the property, or 


(B) is attributable to and does not exceed the salary or 
wages of the individual’s.employees for personally ren- 


Income Tax Act, Part I, Division E 


rectors’ qualifying shares) belong to an individual and the ae- 
tivities of which consist principally of the provision of the 
individual’s services, to the extent that the amount paid is 
attributable to services rendered personally by the individual 
for the production of the property, or 


(iv) a partnership that is carrying on business in Canada, to 
the extent that the amount paid 


(A) is attributable to services personally rendered by an 
individual who is a member of the partnership for the pro- 
duction of the property, or 


(B) is attributable to and does not exceed the salary or 
wages of the partnership’s employees for personally ren- 
dering services for the production of the property, and 


(c) where 


(i) the corporation is a subsidiary wholly-owned corporation 
of another taxable Canadian corporation (in this section re- 
ferred to as the “parent”), and 


(ii) the corporation and the parent have agreed that this para- 
graph apply in respect of the production, 


the reimbursement made by the corporation in the year, or 
within 60 days after the end of the year, of an expenditure that 
was incurred by the parent in a particular taxation year of the 
parent in respect of that production and that would be included 
in the labour expenditure of the corporation in respect of the 
property for the particular taxation year because of paragraph (a) 
or (b) if 


(iii) the corporation had had such a particular taxation year, 
and 


(iv) the expenditure were incurred by the corporation for the 
same purpose as it was by the parent and were paid at the 
same time and to the same person or partnership as it was by 
the parent. 


Related Provisions: 13(7)-(7.4) — Capital cost of depreciable property; 125.4(1), 
248(1) — Extended meaning of salary or wages; 125.4(2) — Rules governing labour 
expenditure. 


_ Proposed Addition — 125.4(1 “production 
commencement time” 


“production commencement time”, in respect. of a Canadian . 
film or video production, means the earlier of 


(a) the time at — principal photography : of the production i 
_ begins, and 


(b) the latest of. 


(i) the time at which a qualified corporation that’ has an in-_ 
terest in, or for civil law a right in, the production, or the — 
parent of the corporation, first makes an expenditure for 
salary or wages or other remuneration for activities, of — 
scriptwriters, that are directly attributable to the develop- 
ment by the corporation of ie Cee of the 
production, 


(ii) the time at which the corporation or mo pede of the 
corporation acquires a property, on which the production is — 
based, that is a published literary work, screenplay, play, 
personal history or all or part of the script material of the 

production, and 


(iii) two years before the date on which principal phot 
phy of the production begins. 


dering services for the production of the property, 


(ii) another taxable Canadian corporation, to the extent that 
the amount paid is attributable to and does not exceed the 
salary or wages of the other corporation’s employees for per- 
sonally rendering services for the production of the property, 


(iii) another taxable Canadian corporation all the issued and 
outstanding shares of the capital stock of which (except di- 


Application: Former Bill C-10 (2007) (Part 2 — technical), Subset. 120(7), pro- 
posed to add the definition “production commencement time” to subsec. 125.4(1), 
applicable on the same basis as the amendment to 125. 4(1)“assistance”. 


Technical Notes: For the purpose of the definition “labour expenditure” in subsec- 
tion 125.4(1), in order to be eligible for the CFVPTC, expenditures in respect of a 
film or video production must be incurred by a qualified corporation from the time 
that is the “final script stage” of the production. The definition “labour expenditure” 
is amended to instead refer to expenditures incurred after the production commence- 
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ent company first incurs 
lopment of aaa of oe that 


be the definition ‘ ae commencement time”. 


“qualified corporation’ for a taxation year means a corporation 
that is throughout the year a prescribed taxable Canadian corpora- 
tion the activities of which in the year are primarily the carrying on 
through a permanent establishment (as defined by regulation) in 
Canada of a business that is a Canadian film or video production 
business. 


Regulations: 1106(2) (prescribed: taxable Canadian corporation); 8201 (permanent 
establishment). 


“qualified labour expenditure” of a corporation for a taxation 
year in respect of a property of the corporation that is a Canadian 
film. ¢ or video Magee means the lesser of 


stay the amount, if any, 7 by which 
(i) the total of 


(A) the labour expenditure of the corporation for the year 
in respect of the production, and 


(B) the amount by which the total of all amounts each of 
which is the labour expenditure of the corporation for a 
preceding taxation year in respect of the production ex- 
ceeds the total of all amounts each of which is a qualified 
labour expenditure of the corporation in respect of the 
production for a preceding taxation year before the end of 
which the principal filming or taping of the production 
began 


exceeds 


(ii) where the corporation is a parent, the total of all amounts 
each of which is an amount that is the subject of an agree- 
ment in respect of the production referred to in paragraph (c) 
of the definition “labour expenditure” between the corpora- 
tion and its wholly-owned corporation, and 


(b) the amount determined by the formula 
A-B 
where 


8..125.4(1) sal 


A is 48% of the amount by which 


(i) the cost or, in the case of depreciable property, the 
capital cost to the corporation of the production at the end 
of the year, 


es 


.4(1) “qualified 


oes labour expenditure”(b)A before (ii) 
A is 5 60% of the amount by which 


) the total of all amounts each of which is an Sipendi- 
_ ture by the corporation: in respect of the production that. 
_ is included in the cost to, or in the case of depreciable 
- property t the capital cost to, the corporation or any other 
_ person or partnership of the production at the end of Le 

taxation year, 


~ Proposed Amendment — 


oe definition “qualified labour ene) in subsee. 125. 4(1) ‘to read as above, 
applicable on the same basis as the amendment to 125.4(1)“assistance”, 


inical Notes: ‘The definition ‘ ‘qualified labour expenditure” describes ihe} por- 
tion of a qualified corporation’ s labour Ceaiohienias wpe which it can claim a 25% 


definition, qualified labour expenditures in respect of a picdueton are fied to 48% - 
of the. amount by which the cost o the Luouan t to the genes Ce ai ex- 


Variable’ A in the fortitites i is amended to increase the maximum amount of labour 

expenditure that qualify for the CFVPTC from 48% to 60% of the cost of the produc- — 

fon. The. definition is also amended concurrently with the repeal of the definition 
investor’ in subsection 125.4(1) and the amendment of subsections 125.4(2) and 

@, to include in the production cost those production expenditures incurred by the 

oe corporation for or on behalf of another person. That is, production expendi- 

are 1 imit ose included in the cost to the quae’ ON of 


Where th - taxpayer conparntions isa oo heiee wah oe qualified ooo? 
and that other corporation has incurred expenditures for or on behalf of the taxpayer, — 
those expenditures are exclu d from the formula by new paragraph 125. A(2)(D). 


ctions 125. 4Q) a and (4) and the definition “investor”, 
the commentary for those provisions. 


oe of renee news release: 2003-058, Nov. 14, 2003: See ander 125. 40). 


For more information on $ 
refer t 


Git the total of all amounts each of which is an amount of 
assistance in respect of that cost that, at the time of the 
filing of its return of income for the year, the corporation 
or any other person or partnership has received, is ‘entitled 
to receive or can reasonably be expected to receive, that 
has not been repaid before that time pursuant to a legal 
obligation to do so (and that does not otherwise reduce 
that cost), and 


B_is the total of all amounts each of which is the qualified la- 
bour expenditure of the corporation in respect of the produc- 
tion for a preceding taxation year before the end of which the 
principal filming or taping of the production began. 

Related Provisions: 257 — Formula cannot calculate to less than zero. 


“salary or wages’ does not include an amount described in section 
7 or any amount determined by reference to profits or revenues. 


_ Proposed Amendment — 125.4(1)“salary or wages” _ 
“salary or wages” does not include an amount 
ae) described in section 7; 


—&) d termined by reference to profits or revenues; or 


©) paid to a person in respect of services rendered by the per- 
son at a time when the person was non-resident, unless the per- 
son was at that time a Canadian citizen. 

plication Former Bill C-10 (2007) (Pact 2— technical), subsec. 12012), pro-. 


posed to amend the definition “salary or wages” in subsec. 125.4(1) to read as above, 
basis as the amendment to 125.4(1) “assistance”. 


Technical Notes: or the purposes of the Canadian film and video produclon tax 
credit, the definition “salary or wages”, which is generally defined in subsection 


931 


S. 125.4(1) sal 


248(1), does not include an amount described in section 7 (share option benefits) or 
any amount determined by reference to profits or revenues. 


The definition “salary or wages” is amended to provide that it also does not include 
an amount paid to a person in respect of services rendered by the person at a time 
when the person was non-resident, unless the person was at that time a Canadian 
citizen. 

Dept. of Finance news release 2003-058, Nov. 14, 2003: See under 125.4(2). 


Related Provisions: 125.4(2)(a) — Meaning of “remuneration”, 248(1)“salary or 
wages” — Definition extended to include all income from employment. 


Proposed Addition — 125.4(1)“script material” 


“script material”, in respect of a production, means written ma- 
terial describing the story on which the production is based and, 
for greater certainty, includes a draft script, an original story, a 
screen story, a narration, a television production concept, an out- 
line or a scene-by-scene schematic, synopsis or treatment. 
Application: Former Bill C-10 (2007) (Part 2 — technical), subsec. 120(7), pro- 
posed to add the definition “script material’ to subsec. 125,.4(1), applicable on the © 
same basis as the amendment to 125.4(1)“assistance”. 

Technical Notes: The new definition “script material” applies for the purpose of 
determining the “production commencement time” of a production. Script material is 
written material describing the story on which the production is based and, for 
greater certainty, includes a draft script, original story, screen story, narration, televi- 
sion production concept, outline or scene-by-scene schematic, synopsis or treatment. 
These descriptions are terms commonly used in the film production industry. 


(2) Rules governing labour expenditure of a corpora- 
tion — For the purpose of the definition “labour expenditure” in 
subsection (1), 


(a) remuneration does not include remuneration determined by 
reference to profits or revenues; 


Proposed Amendment — 125.4(2) before (b) 


(2) Rules governing labour expenditures of a corpora- 
tion — For the purposes of the definitions “labour expenditure” 
and “qualified labour expenditure” in subsection (1), 


(a) remuneration does not include remuneration 
(i) determined by reference to profits or revenues, or 


(ii) in respect of services rendered by a person at a time 
when the person was non-resident, unless the person was at 
that time a Canadian citizen; 


Application: Former Bill C-10 (2007) (Part 2 — technical), subsec. 120(8), pro- 
posed to amend the portion of subsec. 125.4(2) before para. (b) to read as above, 
applicable on the same basis as the amendment to 125.4(1)“assistance”. 


Technical Notes: Subsection 125.4(2) provides rules that apply for the purpose of 
the definition of “labour expenditure” in subsection 125.4(1). Paragraph 125.4(2)(a) 
provides that remuneration does not include remuneration determined by reference to 
profits or revenues. 


Subsection 125.4(2) is amended to provide that it also applies to the definition “qual- 
ified labour expenditure” in subsection 125.4(1). In addition, paragraph 125.4(2)(a) is 
amended to provide that remuneration also does not included remuneration in respect 
of services rendered by a person at a time when the person was non-resident, unless 
the person was at that time a Canadian citizen. 


Dept. of Finance news release 2003-058, Nov. 14, 2003: Government An- 
nounces Changes to the Canadian Film or Video Production Tax Credit 


John Manley, Deputy Prime Minister and Minister of Finance, and Sheila Copps, 
Minister of Canadian Heritage, today released draft amendments to the Income Tax 
Act concerning the Canadian Film or Video Production Tax Credit (CFVPTC). 


The CFVPTC supports film and video production in Canada by providing a tax credit 
equal to 25% of qualifying labour expenditures. The intent of these modifications is 
to simplify the credit and ensure that tax assistance is appropriately targeted. The 
proposed amendments include the following: 


* The limit on the base of qualifying labour expenditures will be raised to 60% of 
the total cost of a production from the existing 48% limit. [See 125.4(1)“quali- 
fied labour expenditure”(b)A — ed.] 


° Labour expenditures in respect of non-residents of Canada (other than Canadian 
citizens) will no longer be eligible for the credit. [See 125.4(1)“salary or wages” 
and 125.4(2)(a)(ii) — ed.]} 


¢ The holding of an interest in a film or video production by a person other than 
the production corporation will no longer disqualify the production from eligibil- 
ity for a tax credit, unless the production or one of the investors is associated 
with a tax shelter. [See 125.4(4) — ed.] However, the credit will continue to be 
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available only with respect to production expenditures made by the production 
corporation. 


* If a government entity is an investor, that investment will be treated in the same 
manner as other forms of government assistance. [See 125.4(1)“assistance” — 
ed.] 


Today’s proposal results from ongoing consultations with all sectors of the film in- 
dustry, which were undertaken by the Departments of Finance and Canadian Heri- 
tage following Budget 2000. The changes are in keeping with the Government’s goal 
of simplifying the rules and administration of the CFVPTC, and basing the credit 
more closely on Canadian labour content. 


The new rules will generally apply to productions for which development com- . 
mences on or after today. As well, a production corporation may elect that the pro- 
posed rules apply to productions for which labour expenditures were first incurred in 
the taxation year of the corporation that includes today. 


For further information: Andrée Houde, Public Affairs and Operations Division, 
(613) 996-8080; Mike Scandiffio, Communications Advisor, Office of the Deputy 
Prime Minister and Minister of Finance, (613) 996-7861; Ed Short, Tax Policy 
Branch, (613) 996-0599; Naline Rampersad, Director of Communications, Office of 
the Minister of Canadian Heritage, (819) 997-7788. 


Backgrounder 


The Government introduced the Canadian Film or Video Production Tax Credit 
(‘CFVPTC”) in the 1995 budget. The credit is equal to 25% of the eligible labour 
costs of a Canadian-controlled production corporation for films that have high Cana- 
dian content. 


In the February 2000 budget, the Government indicated that the rules and administra- 
tion of the CFVPTC would be simplified and would reflect more closely the original 
objectives of the eligibility requirements. The 2003 budget promised the continuation 
of industry consultations on the CFVPTC, with a view to ensuring that intended sup- 
port levels are maintained. 


As a result of the proposals announced today, the maximum amount of Canadian 
labour cost that qualifies for a tax credit will be increased from 48% to 60% of the 
total cost of a film or video production. The effect of this change to the “production 
cost cap” is to increase benefits to productions that have relatively high Canadian 
labour costs. However, the qualifying labour pool will now exclude amounts paid for 
the services of non-residents (other than Canadian citizens). 


Other details of the proposal include the following: 


_ © It will not be required that only the production corporation hold an interest in the 
production. It is proposed that the so-called “investor rule” in subsection 
125.4(4) disqualify a production for the CFVPTC only where the production or a 
person or partnership holding an interest in the production is a tax shelter. How- 
ever, it remains a requirement under the Income Tax Regulations (Reg. 
1106(1)“excluded production’ (a)(ii)(A) —— ed. that the production corporation. 
have ownership of copyright. This latter provision is currently under review by 
the Department of Canadian Heritage. 


* The equity share of a production of a government agency (including loans that 
participate in profits) will be treated in the same manner as other forms of gov- 
ernment assistance. 


> ‘Funding under the Licence Fee Program o the Canadian Television Fund will 
continue to be exempted from treatment as government assistance. 


Production costs recognized under the CFVPTC are those incurred after the “fi- 
nal script stage” of a production. To reduce uncertainties in interpretation, the 
commencement time for a production will be defined to allow the possibility for 

eligible costs to be incurred as early as two years before principal photography 

begins. Eligible labour expenditures will include those incurred after principal 
photography begins, plus those incurred after the latest of the fone three 
times: 


1. The time at which the production corporation or its parent company first 
incurs development labour costs for the development of property of the cor- 
poration that is script material on which the production is based. 


2. The first time at which the production corporation or its parent company 
acquires a right in respect of the story that is the basis of the final script. 
Such rights might include a published literary work, play or screenplay. 


3. Two years prior to the date on which principal photography begins. 


It is intended that in-house development labour costs of an initial draft of a 
script, as well as the cost of modifications, should be eligible. These in-house 
costs could include the cost to hire an independent writer to create a script on the 
basis of some other story or literary work for which the rights have been ac- 
quired by the corporation. 


Existing conditions on eligible labour expenditures will also apply to scriptwrit- 
ing labour (e.g. the exclusion of amounts determined by reference to profits or 
revenues). However, the cost to acquire an initial script or any other right re- 
ferred to above will, like other rights, not qualify. Such an expenditure represents 
the cost of a property, not a labour expenditure. 


¢ The definition of “Canadian film or video production certificate” in the Act 
[125.4(1) — ed.] will be amended to remove the requirement for the Minister of 
Canadian Heritage to provide estimates. Such estimates will still be provided, 
but only on request. 
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(b) services referred to in paragraph (b) of that definition that 
relate to the post-production stage of the production include only 
the services that are rendered at that stage by a person who per- 
forms the duties of animation cameraman, assistant colourist, as- 
sistant mixer; assistant sound-effects technician, boom operator, 
colourist, computer graphics designer, cutter, developing techni- 
cian, director of post production, dubbing technician, encoding 
technician, inspection technician — clean up, mixer, optical ef- 
fects technician, picture editor, printing technician, projectionist, 
recording technician, senior editor, sound editor, sound-effects 
technician, special effects editor, subtitle technician, timer, 
video-film recorder operator, videotape operator or by a person 
who performs a prescribed duty; and 


(c) that definition does not apply to an amount to which section 
37 applies. 


History [subsec. 125. 4(2)I: Para. 125.4(2)(c) added by 2001, c. 17, s. 115, applica- 
ble after November 1999. 


(3) Tax credit — Where 
(a) a qualified corporation for a taxation year files with its return 
of income for the year 


(i) a Canadian film or video production certificate issued in 
respect of a Canadian film or video production of the 
corporation, 


(ii) a prescribed form containing prescribed information, and 
(iii) each other document prescribed in respect of the produc- 
tion, and 
(b) the principal filming or taping of the production began 
before the end of the year, 


the corporation is deemed to have paid on its balance-due day for 
the year an amount on account of its tax payable under this Part for 
the year equal to 25% of its qualified labour expenditure for the 
year in respect of the production. 


S. 125.4(6)(a) 


Related Provisions: . 87(2)(j.94) — Amalgamations — continuing corporation; 
125.4(4) — No credit where investor can claim deduction; 125.4(5) — Credit consti- 
tutes assistance for purposes of the Act generally; 125.4(6) — Credit lost retroactively 
if certificate revoked; 125.5(4) — No film/video production services credit if Canadian 
film/video credit is available under 125.4; 152(1)(b)— Assessment of credit; 
157(3)(e) — Reduction in monthly instalment to reflect credit; 163(2)(f) — Penalty for 
false statement or omission; 164(1)(a)(ii) — Refund of credit before assessment, 
220(6) — Assignment of refund permitted. 


History: The closing words of subsec. 125.4(3) amended by 1997, c. 25, s. 34, appli- 
cable to 1996 et seq. The closing words formerly read: 


the corporation is deemed to have paid, on the day referred to in paragraph 
157(1)(b) on or before which the corporation would be required to pay the re- 
mainder of its tax payable under this Part for the year if such a remainder were 
payable, an amount on account of its tax payable under this Part for the year 
equal to 25% of its qualified labour expenditure for the year in respect of the 
production. — 


Regulations: 1101(5k.1)(a) (separate class for CCA purposes). 


Forms: RC4164: Claiming a Canadian film or video production tax credit — guide to 
Form T1131; T2 SCH 302: Additional certificate numbers for the Newfoundland and 
Labrador film and video industry tax credit; T2 SCH 345: Additional certificate num- 
bers for the Nova Scotia film industry tax credit; T2 SCH 365: Additional certificate 
numbers for the New Brunswick film tax credit; T2 SCH 382: Additional certificate 
numbers for the Manitoba film and video production tax credit, T2 SCH 388: Manitoba 
film and video production tax credit; T2 SCH 410: Additional certificate numbers for 
the Saskatchewan film employment tax credit; T1131: Claiming a Canadian film or 
video production tax credit; T1196: B.C. film and television tax credit; T1197: B.C. 
production services tax credit; T2 SCH 556: Ontario film and television tax credit. 


(4) Exception — This section does not apply to a Canadian film 
or video production where an investor, or a partnership in which an 
investor has an interest, directly or indirectly, may deduct an 
amount in respect of the production in computing its income for any 
taxation year. 


hich a ‘corporat tion has, 
imed an amount under 


(5) When assistance received — For the purposes of this Act 
other than this section, and for greater certainty, the amount that a 
corporation is deemed under subsection (3) to have paid for a taxa- 
tion year is assistance received by the corporation from a govern- 
ment immediately before the end of the year. 

Related Provisions: 12(1)(x) — Inclusion of assistance in income; 13(7.4) — Re- 
duction in capital cost of depreciable property to reflect assistance; 53(2)(k) — Reduc- 
tion in ACB of capital property to reflect assistance. 


(6) Revocation of a certificate — A Canadian film or video 
production certificate in respect of a production may be revoked by 
the Minister of Canadian Heritage where 


(a) an omission or incorrect statement was made for the purpose 
of obtaining the certificate, or 
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(b) the production is not a Canadian film or video production, 


and, for the purpose of subparagraph (3)(a)(i), a certificate, that has 
been revoked is deemed never to have been issued. 


Proposed Amendment — 125.4(6) 


(6) Revocation of a certificate — If an omission or incorrect 
statement was made for the purpose of obtaining a Canadian film 
or video production certificate in respect of a production, or if the 
production is not a Canadian film or video production, 


(a) the Minister of Canadian Heritage may 
(i) revoke the certificate, or — 


(ii) if the certificate was issued i in respect of productions 
included in an episodic television series, revoke the certifi- 
cate in respect of one or more episodes in the series; 


(b) for greater certainty, for the purposes of this section, the 
expenditures and cost of production in respect of productions 
included in an episodic television series that relate to an epi- 
sode in the series in respect of which a certificate has been 
revoked are not attributable to a Canadian film or video Bie 
duction; and 


(c) for the purpose of subpueaarapn (3yay(i, a dcitifiedte that 
has been revoked is deemed never to have been issued. 


Application: Former Bill C-10 (2007) (Part 2 — technical), subsec. 120(11), pro- 
posed to amend subsec. 125. 4(6) to read as above, applicable after cnbnied be 
2003. : 


Technical Notes: Subsection 125.4(6) provides that a Canadian film or video 
production certificate in respect of a production may be revoked by the Minister of 
Canadian Heritage. The revocation of a certificate may occur if an incorrect state- — 
ment or an omission was made in order to obtain the certificate, or if the production 
is not a Canadian film or video production. A revoked certificate is considered never 
to have been issued, so a Canadian film or video production tax credit under new — 
subsection 125.4(3) cannot be claimed in respect of the decertified production. ye 


Subsection 125.4(6) is amended, applicable after November 14, 2003, to clarify that 
a Canadian film or video production certificate may be revoked in respect of one — 
episode of a television series without affecting the eligibility of other episodes in the 


series and that, in such a case, the ecu attributable, to that oe do not — 


qualify for the CFVPTC. 


Related Provisions: 241(3.3) — Disclosure to public of information on revoked 
certificate. 


Proposed Addition — 1 25. 4(7) 


(7) Guidelines — The Minister of Canadian Heritage iat issue 
guidelines respecting the circumstances under which the condi- 
tions in paragraphs (a) and (b) of the definition of “Canadian film — 
or video production certificate” in subsection (1) are satisfied. For 
greater certainty, these guidelines are not statutory instruments as. 
defined in the Statutory Instruments Act. 


Application: Former Bill C-10 (2007) (Part 2 — technical), | ce. soni), a 
posed to. add subsec.. 125.4(7), applicable in respect of film or video ‘productions. 
respect of which certificates are issued by the Minister of Canadian Heritage after 
December 20, 2002, except that in respect of those film or video productions in re- 
spect of which certificates are issued by the Minister of Canadian Heritage before 
2004, the reference to “paragraphs (a) and (b)” in subsec, 125.4(7) is to be read as 
“subparagraphs (a)(i) and (ii)’’. - 


Technical Notes: New subsection 125. 4(7), hick applies i in ia of Canadian ~ 
film or video productions for which certificates are issued by the Minister of Cana-_ 
dian Heritage after December 20, 2002, requires the Minister of Canadian Heritage to — 
issue guidlines respecting the circumstances under which new conditions in the def- 
inition “Canadian film or video production certificate” in subsection 125. ACI) are 
met. For further details, see the commentary for that definition, 


History: S. 125.4 added by 1996, c. 21, s. 28, applicable to 1995 et seq. except that, in 
applying the definition “qualified corporation” in subsec. 125.4(1) in respect of a film 
or video production the principal photography of which began before July 1996, the 
words “are primarily” in that definition shall be read as “include”. 


Selected Cases [s. 125.4]: Big Comfy Corp. v. R., [2002] 3 C.T.C. 2151 (TCC) 
(Entitlement to credit where no partnership, no ownership and no claim for CCA). 


Definitions [s. 125.4]: “amount” — 248(1); “assistance” — 125.4(1),. (5); “balance- 
due day” — 248(1); “business” — 248(1); “Canada” — 255; “Canadian film or video 
production”, “Canadian film or video production certificate’ — 125.4(1); “capital 
cost” — of depreciable property 13(7)-(7.4), (10), 70(13), 128.1(1)(c), 128.1(4)(c); 
“carrying on business in Canada” — 253; “corporation” — 248(1), Interpretation Act 
35(1); “depreciable property” — 13(21), 248(1); “employee”, “individual” — 248(1); 
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“investor’ — 125.4(1); “labour expenditure” — 125.4(1), (2); “non-resident” — 
248(1); “parent” — 125.4(1)“labour expenditure” (c)(i); “permanent establishment” — 
Reg. 8201; “person”, “prescribed”: — 248(1); “production commencement time” — 
125.4(1); “property” — 248(1); “qualified corporation”, “qualified labour expendi- 
ture” — 125.4(1); “qualifying share” — 192(6), 248(1) [not intended to apply tos. 
125.4]; “regulation” — 248(1); “related” — 251(2)-(6); “remuneration” — 
125.4(2)(a); “salary or wages” — 125.4(1), 248(1); “script material” — 125.4(1); 
“share”, “subsidiary wholly-owned corporation” — 248(1); “tax shelter investment” — 
143.2(1); “taxable Canadian corporation” — 89(1), 248(1); “taxation year” — 249; 
“taxpayer” — 248(1); “treaty co-production” — Reg. 1106(3); “written” — Interpreta- 
tion Act 35(1)“writing”’. 

CRA Audit Manual [s. 125.4]: 10.11.12: Consultation regarding film tax credits; 
15.12.1: Film services unit. 


Film or Video Production Services Tax Credit 


125.5 (1) Definitions — The definitions in this subsection apply 
in this section. 


“accredited film or video production certificate”, in respect of a 
film or video production, means a certificate issued by the Minister 
of Canadian Heritage certifying that the production is an accredited 
production. 


Related Provisions: 125.5(3) — Tax credit where certificate issued; 125.5(6) — 
Revocation of certificate. 


“accredited production” has the meaning assigned by regulation. 
Regulations: 9300 (meaning of accredited production). 


“assistance” means an amount, other than an amount deemed under 
subsection (3) to have been paid, that would be included under par- 
agraph 12(1)(x) in computing the income of a taxpayer for any tax- 
ation year if that paragraph were read without reference to subpara- 
graphs (v) to (vii)... 

Related Provisions: 241(4)(d)(xv) — Disclosure of information to government 
agency providing assistance. 


“Canadian labour expenditure” of a corporation for a taxation 
year in respect of an accredited production means, in the case of a 
corporation that is not an eligible production corporation in respect 
of the production for the year, nil, and in any other case, subject to 
subsection (2), the total of the following amounts in respect of the 
production to the extent that they are reasonable in the 
circumstances: 


(a) the salary or wages directly attributable to the production that 
are incurred by the corporation after October 1997, and in the 
year or the preceding taxation year, and that relate to services 
rendered in Canada for the stages of production of the produc- 
tion, from the final script stage to the end of the post-production 
stage, and paid by it in the year or within 60 days after the end 
of the year to employees of the corporation who were resident in 
Canada at the time the payments were made (other than amounts 
incurred in that preceding year that were paid within 60 si 
after the end of that preceding year), 


(b) that portion of the remuneration (other than salary or wages 
and other than remuneration that relates to services rendered in 
the preceding taxation year and that was paid within 60 days 
after the end of that preceding year) that is directly attributable 
to the production, that relates to services rendered in Canada af- 
ter October 1997 and in the year, or that preceding year, to the 
corporation for the stages of production of the production, from 
the final script stage to the end of the post-production stage, and 
that is paid by it in the year or within 60 days after the end of the 
year to a person or a partnership, that carries on a business in 
Canada through a permanent establishment (as defined by regu- 
lation), and that is 


(i) an individual resident in Canada at the time the amount is 
paid and who is not an employee of the corporation, to the 
extent that the amount paid 


(A) is attributable to services personally rendered by the 
individual in Canada in respect of the accredited produc- 
tion, or 
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(B) is attributable to and does not exceed the salary or 
wages paid by the individual to the individual’s employ- 
ees ata time when they were resident in Canada for per- 
sonally rendering services in Canada in respect of the,ac- 
credited production, 


(ii) another corporation that is a 6 SaaS Canadian corpora- 
tion, to the extent that the amount paid is attributable to and 
does not exceed the salary or wages paid to the other corpo- 
ration’s employees at a time when they were resident in Can- 
ada for personally rendering services in Canada in respect of 
the accredited production, 


(iii) another corporation that is a taxable Canadian corpora- 
tion, all the issued and outstanding shares of the capital stock. 
of which (except directors’ qualifying shares) belong to an 
individual who was resident in Canada and the activities of 
which consist principally of the provision of the individual’s 
services, to the extent that the amount paid is attributable to 
services rendered personally in.Canada by the individual in 
respect of the accredited production, or 


(iv) a partnership, to the extent that the amount paid 


(A) is attributable to services personally rendered in re- 
spect of the accredited production by an individual who is 
resident in Canada and who is a member. of the’ partner- 
ship, or 


(B) is attributable to and does not exceed the salary or 
wages paid by the partnership to its employees at a time 
when they were resident in Canada for personally render- 
ing. services in Canada in respect of the pogeeaitad pro- 
duction, and ) 


(c) where 


(i) the corporation is a subsidiary wholly-owned corporation, 
of another corporation that is a taxable Canadian corporation 
(inthis section referred to as the parent’), and 


(ii) the corporation and the parent have filed with the Min- 
ister an agreement that this paragraph apply in respect of the 
production, 


the reimbursement made by the. corporation in the year, or | 


within 60 days after the end of the year, ofan expenditure that 
was incurred by the parent in a particular taxation year of the 
parent in respect of the production and that would be included in 
the Canadian labour expenditure of the corporation in respect of 
the production for the particular taxation year because of para- 
graph (a) or (b) if 


(iii) the corporation had had such a particular taxation year, 
and 


(iv) the expenditure were incurred by the corporation for the 
same purpose as it was incurred by the parent and were paid 
at the same time and to the same person or partnership as it 
was paid by the parent. 
Related Provisions: 13(7)-(7.4)—Capital cost of depreciable property; 
87(2)(j.94) — Amalgamations — continuing corporation; 125.5(1),  248(1) — Ex- 
tended meaning of salary or wages; 125,5(2) — Rules governing labour expenditure. 


Regulations: 8201 (permanent establishment). 


“eligible production corporation”, in respect of an accredited pro- 
duction for a taxation year, means a corporation, the activities of 
which in the year in Canada are primarily the carrying on through a 
permanent establishment (as defined by regulation) in Canada of a 
film.or video production business or a film or video production ser- 
vices business and that 


(a) owns the copyright in the accredited production throughout 
the period during which the production is produced in Canada, 
or 


(b) has contracted directly with the owner of the copyright in the 
accredited production to provide production services in respect 
of the production, where the owner of the copyright is not an 
eligible production corporation in respect of the production, 


S.125.5(2)(b) 


except’a corporation that is, at any time in the year, 


(c) a person all or part of whose taxable income is exempt from 
tax under this Part, 


(d) controlled directly or indirectly in any manner whatever by 
one or more persons all or part of whose taxable income is ex- 
empt from tax under this Part, or 


(e) prescribed to be a labour-sponsored venture capital corpora- 
tion for the purpose of section 127.4. 
Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly. 


Regulations: 6701 (prescribed labour-sponsored venture capital corporation); 8201 
(permanent, establishment). 


“qualified Canadian labour expenditure” of an eligible produc- 
tion corporation for a taxation year in respect of an accredited pro- 
duction means the amount, if any, by which 


(a) the total of all amounts each of which is the corporation’s 
Canadian labour expenditure for the year or a iaegken taxation 
year 


| exceeds the aporedate of 


(b) the total of all amounts; each of whichis an amount of assis- 
tance that can reasonably be considered) tobe in respect of 
amounts included in the total determined under paragraph (a) in 
respect of the corporation for the year that, at the time of filing 
its return of income for the year, the corporation or any other 
person or partnership has received, is entitled to:receive or can 
reasonably be expected to receive; that has not been repaid 
before that time pursuant to a legal obligation to. do so (and that 
does not otherwise reduce that expenditure), 


(c) the total of all amounts, each of which is the qualified Cana- 
dian labour expenditure of the corporation in respect of the ac- 
credited production for a preceding taxation year before the end 
of which the principal filming or taping of the production began, 
and 


(d) where the corporation is a parent, the total of all amounts 
each of which is included in the total determined under para- 
graph (a) in respect of the corporation for the year and is the 
subject of an agreement in respect of the accredited production 
referred to in paragraph (c) of the definition “Canadian labour 
expenditure” between the corporation and its subsidiary wholly- 
owned. corporation. 


“salary or wages” does not include an amount described in section 
7 or an amount determined by reference to profits or revenues. 


| Related Provisions: 125.5(2)(a) — Meaning of “remuneration”; 248(1)“salary or 


wages” — Definition extended to include all income from employment. 


History: The portion of the; definition “eligible production corporation’ ‘in subsec. 
125.5(1) between paras. (b) and (c) amended by 2001, c. 17, s. 116, to add “at any time 
in the year,” applicable after November 1999. 


Subsec. 125.5(1) added by 1998, c. 19, s. 145.1, applicable to taxation years that end 
after October 1997. 


(2) Rules governing Canadian labour expenditure of a 
corporation — For the purpose of the definition “Canadian labour 
expenditure” in subsection (1), 


(a) remuneration does not include remuneration saeterrained by 
reference‘to profits or revenues; 


(b)., services, referred to in paragraph: (b), of that definition that 
relate to the post-production stage of the accredited production 
include only the services that are rendered at that stage by a per- 
son who performs the duties of animation cameraman, assistant 
colourist, assistant mixer, assistant sound-effects technician, 
boom operator, colourist, computer graphics designer, cutter, de- 
veloping technician, director of post production, dubbing techni- 
cian, encoding technician, inspection technician — clean up, 
mixer, optical effects technician, picture editor, printing techni- 
cian, projectionist, recording technician, senior editor, sound ed- 
itor, sound-effects technician; special effects’ editor, subtitle 
technician, timer, video-film recorder operator, videotape opera- 
tor or by a person who performs a prescribed duty; 
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(c) that definition does not apply to an amount to which section 
37 applies; and 


(d) for greater certainty, that definition does not apply to an 
amount that is not a production cost including an amount in re- 
spect of advertising, marketing, promotion, market research or 
an amount related in any way to another film or video 
production. 


History: Subsec. 125.5(2) added by 1998, c. 19, s. 145.1, applicable to taxation years 
that end after October 1997. 


(3) Tax credit — An eligible production corporation in respect of 
an accredited production for a taxation year is deemed to have paid 
on its balance-due day for the year an amount on account of its tax 
payable under this Part for the year equal to 16% of its qualified 
Canadian labour expenditure for the year in respect of the produc- 
tion, if 

(a) the corporation files with its return of income for the year 


(i) a prescribed form containing prescribed information in re- 
spect of the production, 


(ii) an accredited film or video production certificate in re- 
spect of the production, and 


(iii) each other document prescribed in respect of the produc- 
tion; and 


(b) the principal filming or taping of the production began 
before the end of the year. 


Related Provisions: 87(2)(j.94) — Amalgamations — continuing — corporation; 
125.5(4) — No credit where Canadian film/video credit allowed under 125.4; 
125.5(5) — Credit constitutes assistance for purposes of the Act generally; 125.5(6) — 
Credit lost retroactively if certificate revoked; 152(1)(b) — Assessment of credit; 
157(3)(e) — Reduction in monthly instalments to reflect credit; 163(2)(g) — Penalty 
for false statement or omission; 164(1)(a)(ii) — Refund of credit before assessment. 


History: Subsec. 125.5(3) amended by 2003, c. 15, s. 80, applicable in respect of Ca- 
nadian labour expenditures incurred after February 18, 2003. It formerly read: 


(3) Subject to subsection (4), where 


(a) an eligible production corporation in respect of an accredited production 
for a taxation year files with its return of income for the year 


(i) a prescribed form containing prescribed information in respect of the 
production, 


(ii) an accredited film or video production certificate in respect of the 
production, and 


(iii) each other document prescribed in respect of the production, and 


(b) the principal filming or taping of the production began before the end of 
the year, 


the corporation is deemed to have paid on its balance-due day for the year an 
amount on account of its tax payable under this Part for the year equal to 11% of 
its qualified Canadian labour expenditure for the year in respect of the 
production. 


Subsec. 125.5(3) added by 1998, c. 19, s. 145.1, applicable to taxation years that end 
after October 1997. 


Forms: T1177: Claiming a film or video production services tax credit. 


(4) Canadian film or video production — Subsection (3) does 
not apply in respect of a production in respect of which an amount 
is deemed to have been paid under subsection 125.4(3). 


History: Subsec. 125.5(4) added by 1998, c. 19, s. 145.1, applicable to taxation years 
that end after October 1997. 


(5) When assistance received — For the purposes of this Act 
other than this section, and for greater certainty, the amount that a 
corporation is deemed under subsection (3) to have paid for a taxa- 
tion year is assistance received by the corporation from a govern- 
ment immediately before the end of the year. 

Related Provisions: 12(1)(x)— Inclusion of assistance into income; 13(7.4) — 


Reduction in capital cost of depreciable property to reflect assistance; 53(2)(k) — Re- 
duction in ACB of capital property to reflect assistance. 


History: Subsec. 125.5(5) added by 1998, c. 19, s. 145.1, applicable to taxation years 
that end after October 1997. 
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(6) Revocation of certificate — An accredited film or video 
production certificate in respect of an accredited production may be 
revoked by the Minister of Canadian Heritage where 


(a) an omission or incorrect statement was made for the purpose 
of obtaining the certificate, or 


(b) the production is not an accredited production, 


and, for the purpose of subparagraph (3)(a)(ii), a certificate that has 
been revoked is deemed never to have been issued. 


History: Subsec. 125.5(6) added by 1998, c. 19, s. 145.1, applicable to taxation years 
that end after October 1997. 


Definitions [s. 125.5]: “accredited film or video production certificate”, “accredited 
production” — 125.5(1); “amount” — 248(1); “assistance” — 125.5(1), (5); “busi- 
ness” — 248(1); “Canada” — 255; “Canadian labour expenditure” — 125.5(1); “‘car- 
ries on business in Canada”, “carries on a business in Canada” — 253; “controlled di- 
rectly or indirectly” — 256(5.1), (6.2); “corporation” — 248(1), Interpretation Act 
35(1); eligible production corporation” — 248(1); “employee”, “individual” — 248(1); 
“parent” — 125.5(1)“Canadian labour expenditure”(c)(i); “‘permanent _ establish- 
ment” — Reg. 8201; “person”, “prescribed” — 248(1); “qualified Canadian labour ex- 
penditure” — 125.5(1); “qualifying share” — 192(6), 248(1) [not intended to apply to 
s. 125.5]; “regulation” — 248(1); “remuneration” — 125.5(2)(a); “resident in Can- 
ada” — 250; “salary or wages” — 125.5(1), 248(1); “share” — 248(1); “subsidiary 
wholly-owned corporation” — 248(1); “taxable Canadian corporation” — 89(1), 
248(1); “taxation year” — 249. 


CRA Audit Manual [s. 125.5]: 10.11.12: Consultation regarding film tax credits; 
15.12.1: Film services unit. 


Subdivision c — Rules Applicable to All 
Taxpayers 


126. (1) Foreign tax deduction [foreign tax credit — non- 
business income] — A taxpayer who was resident in Canada at 
any time in a taxation year may deduct from the tax for the year 
otherwise payable under this Part by the taxpayer an amount equal 
to 


(a) such part of any non-business-income tax paid by the tax- 
payer for the year to the government of a country other than 
Canada (except, where the taxpayer is a corporation, any such 
tax or part thereof that may reasonably be regarded as having 
been paid by the taxpayer in respect of income from a share of 
the capital stock of a foreign affiliate of the taxpayer) as the tax- 
payer may claim, 
not exceeding, however, 


(b) that proportion of the tax for the year otherwise payable 
under this Part by the taxpayer that 


(i) the amount, if any, by which the total of the taxpayer’s 
qualifying incomes exceeds the total of the taxpayer’s quali- 
fying losses 
(A) for the year, if the taxpayer is resident in Canada | 
throughout the year, and 


(B) for the part of the year throughout which the taxpayer 
is resident in Canada, if the taxpayer is non-resident at 
any time in the year, 

from sources in that country, on the assumption that 


(C) no businesses were carried on by the taxpayer in that 
country, 


(D) where the taxpayer is a corporation, it had no income 
from shares of the capital stock of a foreign affiliate of 
the taxpayer, and 


(E) where the taxpayer is an individual, 


(1) no amount was deducted under subsection 91(5) in 
computing the taxpayer’s income for the year, and 


(ID) if the taxpayer deducted an amount under subsec- 
tion 122.3(1) from the taxpayer’s tax otherwise paya- 
ble under this Part for the year, the taxpayer’s income 
from employment in that country was not from a 
source in that country to the extent of the lesser of the 
amounts determined in respect thereof under 
paragraphs 122.3(1)(c) and (d) for the year, 
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is of 
(ii) the total. of 
(A) the amount, if any, by which, 


(I) if the taxpayer was resident in Canada throughout 
the year, the taxpayer’s income for the year computed 
without reference to paragraph 20(1)(ww), and 


(II) if the taxpayer was non-resident at any time in the 
year, the amount determined under paragraph 114(a) 
in respect of the taxpayer for the year 


exceeds 


(III) the total of all amounts each of which is an 
amount deducted under section. 110.6 or paragraph 
111(1)(b),..or. deductible under any of paragraphs 
110(1)(d) to:(d.3), (f), (g) and G) and sections 112 and 
113, in computing the taxpayer’s taxable income for 
the year,, and 


(B) the amount, if any, added under section 110.5 in com- 
puting the taxpayer’s taxable income for the year. 


Related Provisions: 20(11), 20(12) — Deduction instead of credit for foreign taxes 
paid; 20(12) — Foreign non-business income tax; 94(3)(b) [proposed] — Application 
to trust deemed resident in Canada; 104(22.1) — Foreign tax credit (FTC) allocated to 
beneficiary of trust; 110.5 — Addition to corporation’s taxable income to increase 
FTC;, 126(1.1) — Application to authorized foreign bank; 126(1.2) — Exceptions to 
126(1); 126(6) — Separate deduction in respect of each country and source; 126(7) “tax 
for the year otherwise payable under this Part’ — Tax otherwise payable; 138(8) — No 
deduction for tax paid on life insurance business income; 144(8.1) — Employees profit 
sharing plan — foreign tax deduction; 161(6.1)— Delay in interest on FTC adjust- 
ment; Canada-U.S. Tax Treaty:Art. XXIV:4 — Credit for U.S. citizen resident in Can- 
ada; Canada-U.S. Tax Treaty:Art. XXIX-B:6, 7 — Credit for U.S. estate taxes. See 
also at end of s. 126. 


History: Subcl. 126(1)(b)(ii)(A)(ID amended by 2002, c. 9, subsec. 39(1), applicable 
to 1997 et seq. except that, for the 1997 taxation year, the subcl. shall be read as 
follows: 


(II) the total of all amounts each of which is an amount deducted by the tax- 
payer under section 110.6 or paragraph 111(1)(b), or deductible by the taxpayer 
under paragraph 110(1)(d), (d.1), (d.2), (d.3), (f), (g) or Gj) or section 112 or 113, 
for the year or in respect of the period or periods referred to in subclause (II), as 
the case may be, and 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest or 
penalty for any taxation year shall be made that is necessary to give effect to the 
amendment. Subcl. 126(1)(b)(ii)(A)(ID formerly read: 


(IID) the total of all amounts each of which is an amount deducted under section 
110.6 or paragraph 111(1)(b), or deductible under any of paragraphs 110(1)(d) to 
(d.3), (f) and (j) and sections 112 and 113, in computing the taxpayer’s taxable 
income for the year, and 


Cl. 126(1)(b)(ii)(A) amended by 2001, c. 17, subsec. 117(1), applicable to 1998 et seq. 
except that, in its application to the 1998 and 1999 taxation years, subcl. (A)(I) shall be 
tead without reference to the expression “computed without reference to paragraph 
20(1)(ww)”. The cl. formerly read: 


(A) the amount, if any, by which, 


(1) where section 114 does not apply to the taxpayer. in respect of the year, 
the taxpayer’s income for the year computed without reference to paragraph 
20(1)(ww), and 


(ID) where section 114 applies to the taxpayer in respect of the year, the total 
of the taxpayer’s income for the period or periods in the year referred to in 

paragraph 1'14(a) and the amount that would be determined under paragraph 
114(b) in respect of the taxpayer for the year if subsection 115(1) were read 
without reference to paragraphs 115(1)(d) to (f) 


exceeds 


(II) the total of all amounts each of which is an amount deducted by the 
taxpayer under section 110.6 or paragraph 111(1)(b), or deductible by the 
taxpayer under paragraph 110(1)(d), (d.1), (d.2), (d.3), (f) or G) or section 
112 or 113, for the year or in respect of the period or periods referred to in 
subclause (II), as the case may be, and 


Subcl. 126(1)(b)(i)(A)() amended by 2000, c. 19, subsec. 35(1), applicable to 1998 et 
seq. except that, in its application to the 1998 and 1999 taxation years, the subcl. shall 
be read without reference to the expression “computed without reference to paragraph 
20(1)(ww)”. The subcl. formerly read: 


(I) where section 114 is not applicable to the taxpayer in respect of the year, the 
total of the taxpayer’s income for the year and the amount, if any, added under 
subsection 110.4(2) in computing the taxpayer’s taxable income for the year, and 


S. 126(1.1)(e) 


The portion of subpara. 126(1)(b)(i) before cl. (C) amended by 1999, c. 22, subsec. 
47(1), applicable to taxation years that begin after February 24, 1998 The portion for- 
merly read:. 


(i) the total of the taxpayer’s incomes from sources in that country, excluding 
any portion thereof that was deductible by the taxpayer under subparagraph 
110(1)()G) or in respect of which an amount was deducted by the taxpayer 
under section 110.6, 


(A) for the year, if section 114 is not applicable, or 


(B) if section 114 is applicable, for the period or periods in the year referred 
to in paragraph, 114(a), 


on the assumption that 


Subcl. 126(1)(b)(ii)(A)(ID substituted by 1994, c. 21, subsec. 60(1), applicable to 1993 
et seq. That subcl. formerly read: 


(II) where section 114 is applicable to the taxpayer in respect of the year, the 
taxpayer’s income for the period or periods in the year referred to in paragraph 
114(a) 


Selected Cases [subsec. 126(1)]: Zhang v. R., [2008] 2 C.T.C. 2097 (TCC) 
(Foreign tax credit based on foreign tax actually paid); Kempe v. R., [2001] 1 C.T.C. 
2060 (TCC) (German church tax was imposed by government and calculated on in- 
come, thereby constituting foreignnon-business income tax); Dagenais y. R., [2000]:2 
C.T.C. 2022 (TCC) (Foreign tax. credit not available with respect to U.S. lottery. win- 
nings; no double taxation); Interprovincial Pipe Line Co. v. MNR, [1968] C.T.C. 156 
(SCC) (To determine income from a source, taxpayer required to deduct interest paid to 
Canadian lenders from interest received from U.S. subsidiary). 


Interpretation Bulletins: IT-167R6: Registered pension plans — employee’s contri- 
butions; IT-201R2: Foreign tax credit — trust and beneficiaries; IT-270R3: Foreign tax 
credit; IT-273R2: Government assistance — general comments; IT-243R4: Dividend 
refund to private corporations; IT-379R: Employees profit sharing plans — allocations 
to beneficiaries; IT-393R2: Election re tax on rents and timber royalties — non-re- 
sidents; IT-395R2: Foreign tax credit — foreign-source capital gains and losses; IT- 
506: Foreign income taxes as a deduction from income; IT-520: Unused foreign tax 
credits — carryforward and carryback. 


1.T. Technical News: 30 (tax avoidance); 31R2 (social security taxes and the foreign 
tax credit). 


CRA Audit Manual: 15.11.4: Tax treaties — relief from double taxation. 


Forms: T2 SCH 5: Tax calculation supplementary — corporations; T2 SCH 21: Fed- 
eral and provincial or territorial foreign income tax credits and federal logging tax 
credit; T2036: Provincial or territorial foreign tax credits; T2209: Federal foreign tax 
credits. 


(1.1) Authorized foreign bank—In applying subsections 
20(12) and (12.1) and this section in respect of an authorized for- 
eign bank, 


(a) the bank is deemed, for the purposes of subsections (1), (4) 
to (5), (6) and (7), to be resident in Canada in respect of its Ca- 
nadian banking business; 


(b) the references in subsection 20(12) and paragraph (1)(a) to 
“country other than Canada” shall be read as a reference to 
“country that is neither Canada nor a country in which the tax- 
payer is resident at any time in the taxation year”; 


(c) the reference in subparagraph (1)(b)(i) to “from sources in 
that country” shall be read as a reference to “in respect of its 
Canadian banking business from sources in that country”; 


(d) subparagraph (1)(b)(ii) shall be read as follows: 
“(i) the lesser of 


(A) the taxpayer’s taxable income earned in Canada for 
the year, and 


(B) the total of the taxpayer’s income for the year from 
its Canadian banking business and the amount deter- 
mined in respect of the taxpayer under subparagraph 
115(1)(a)(vii) for the year.”; 


(e) in computing the non-business income tax paid by the bank 
for a taxation year to the government of a country other than 
Canada, there shall be included only taxes that relate to amounts 
that are included in computing the bank’s taxable income earned 
in Canada from its.Canadian banking business; and 
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(f) the definition “tax-exempt income” in subsection (7) shall be 
read as follows: 


“ “tax-exempt income” means income of a taxpayer from a 
source in a particular country in respect of which 


(a) the taxpayer is, because of a comprehensive agree- 
ment or convention for the elimination of double taxa- 
tion on income, which has the force of law in the partic- 
ular country and to which a country in which the 
taxpayer is resident is a party, entitled to an exemption 
from all income or profits taxes, imposed in the particu- 
lar country, to which the agreement or convention ap- 
plies, and 


(b) no income or profits tax to which the agreement or 
convention does not apply is imposed in the particular 
country;” 


History: Subsec. 126(1.1) added by 2001, c. 17, subsec. 117(2), applicable after June 
27, 1999. 


(2) Idem [foreign tax credit — business income] — Where a 
taxpayer who was resident in Canada at any time in a taxation year 
carried on business in the year in a country other than Canada, the 
taxpayer may deduct from the tax for the year otherwise payable 
under this Part by the taxpayer an amount not exceeding the least of 


(a) such part of the total of the business-income tax paid by. the 
taxpayer for the year in respect of businesses carried on by the 
taxpayer in that country and the taxpayer’s unused foreign tax 
credits in respect of that country for the 10 taxation years imme- 
diately preceding and the 3. taxation years immediately follow- 
ing the year as the taxpayer may claim, 


(b) the amount determined under subsection (2.1) for the year in 
respect of businesses carried on by the taxpayer in that country, 
and 


(c) the amount by which 


(i) the tax for the year otherwise payable under this Part by 
the taxpayer 


exceeds 


(ii) the amount or the total of amounts, as the case may be, 
deducted under subsection (1) by the taxpayer from the tax 
for the year otherwise payable under this Part. 


Possible Future Amendment — 126(2) | 
Letter from Dept. of Finance, Feb. 21, 2003: 
Dear Bill: 


As you know, the CCRA has planned for some time to announce a significant change 
in its administrative practices relating to the foreign tax credits available to Canadian 
banks and other lending institutions. ... We very much appreciate your co-operation in 
this regard, and | am writing now to update you on the progress of our work. 


The transactions that give rise to this issue are loans by a resident of Canada to a -non- 
resident, and the resulting receipt by the resident of interest income. If the non-resident 
borrower’s country of residence imposes a withholding tax (as Canada itself often 
would in the reverse case), it is appropriate in policy terms that Canada provides some 
foreign tax credit for the tax. Indeed, if Canada has a tax treaty with the country in 
question, the tax treaty generally designates the interest income to be from a source in 
that other country, and Canada is required under the treaty to provide a credit. _ 


The difficulty arises where there is no such treaty obligation, If the Canin veallant 
lender earns the interest as income from carrying on a business in Canada, it is not clear 
that the interest has a foreign source. If it does not have a foreign source, it will not 
give rise to a foreign tax credit. This would be the result despite the fact that, as I have 
noted, we impose withholding taxes generally with the expectaion that they will be 
creditable in the récipient’s country of residence. 


ae 


Again, thank you for the patience you have shown in this matter. With your continued 
co-operation, we hope to be able to clear it off both our agendas within a reason 
time. 


Yours sincerely, 

{Senior Assistant Deputy Minister] Stephen R. Richardson 
Related Provisions: 87(2)(z) — Amalgamation; 88(1)(e.7) — Winding-up; 94(3)(b) 
[proposed] — Application to trust deemed resident in Canada; 104(22.1) — FTC allo- 
cated to beneficiary of trust; 110.5 — Optional addition to income to create FTC; 


125 — Small business deduction; 126(2.1)— Amount determined for para. (2)(b); 
126(2.3) — Rules relating to unused FTC; 126(6) — Separate deduction in respect of 
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each country; 129(3) — Refundable dividend tax on hand; 138(8) — No FTC for life 
insurance business; 152(6) — Reassessment; 152(6)(f.1) — Minister required to reas- 
sess past year to allow unused FTC; 161(6.1) — Delay in interest on FTC adjustment; 
161(7)(a)(iv.1), 164(5)(e), 164(5.1) — Effect of loss carryback; 261(7)(a), 261(15) — 
Functional currency reporting. See also at end of s. 126. 

History: Para. 126(2)(a) amended by 2005, c. 19, s. 27 to replace “seven taxation 
years” with “10 taxation years” and “three taxation years” with “3 taxation years”, ap- 
plicable in respect of unused foreign tax credits computed for taxation years that end 
after March 22, 2004. 


Selected Cases [subsec. 126(2)]: Collins v. R., [1985] 1 C.T.C. 342 (Ont CA) 
(Payment of tax in U.S. does not affect calculation of tax sought to be evaded when 
taxpayer charged with tax evasion); R. v. Bank of Nova Scotia, [1981] C.T.C. 162 
(FCA) (Taxpayer liable for income tax in U.K. entitled to use weighted average ex- 
change rate during fiscal period); Icanda Ltd. v. MNR, [1972] C.T.C. 163 (FCTD) 
(Taxpayer receiving U.S. tax refund not allowed foreign tax credit). 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
270R3: Foreign tax credit; IT-273R2: Government assistance — general comments; 
IT-520: Unused foreign tax credits — carryforward and carryback. 

I.T. Technical News: 8 (treatment of United States unitary state taxes). 

CRA Audit Manual: 11.3.4: Tax credits; 15.11.4: Tax treaties — relief from double 
taxation. 


Forms: T2 SCH 5: Tax calculation supplementary — corporations; T2 SCH 21: Fed- 
eral and provincial or territorial foreign income tax credits and federal logging tax 
credit; T2036: Provincial or territorial foreign tax credits; T2209: Federal foreign tax 
credits. 


(2.1) Amount determined for purposes of para. (2)(b) — 
For the purposes of paragraph (2)(b), the amount determined under 
this subsection for a year in respect of businesses carried on by a 
taxpayer in a country other than Canada is the total of 


(a) that proportion of the tax for the year otherwise payable 
under this Part by the taxpayer that 


(i) the amount, if any, by which the total of the taxpayer’s 
qualifying incomes exceeds the total of the taxpayer’s quali- 
fying losses 
(A) for the year, if the taxpayer is resident in Canada 
throughout the year, and 


(B) for the part of the year throughout which the taxpayer 
is resident in Canada, if the taxpayer is non-resident at 
any time in the year, 
from businesses carried on by the taxpayer in that country 
is of 
(ii) the total of 
(A) the amount, if any, by which 
(1) if the taxpayer is resident in Canada throughout the 
year, the taxpayer’s income for the year computed 
without reference to paragraph 20(1)(ww), and 
(Il) if the taxpayer is non-resident at any time in the 
year, the amount determined under paragraph 114(a) © 
in respect of the taxpayer for the year 
exceeds 
(II) the total of all amounts each of which is an 
amount deducted under section 110.6 or paragraph 
111(1)(b), or deductible under any of paragraphs 
110(1)(d) to (d.3), (f), (g) and () and sections 112 and ~ 
113, in computing the taxpayer’s taxable income for 
the year, and 
(B) the amount, if any, added under section 110.5 in com- 
puting the taxpayer’s taxable income for the year, and 
(b) that proportion of the amount, if any, added under subsection 
120(1) to the tax for the year otherwise payable under this Part 
by the taxpayer that 
(i) the amount determined under subparagraph (a)(i) in re- 
spect of the country 
is of 
(ii) the amount, if any, by which, 
(A) where section 114 does not apply to the taxpayer in 


respect of the year, the taxpayer’s income for the year, 
and 
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(B) where section 114 applies to the taxpayer in respect of 
the year, the total of the taxpayer’s income for the period 
or periods referred to in paragraph 114(a) and the amount 
that would be determined under paragraph 114(b) in re- 
spect of the taxpayer for the year.if subsection 115(1) 
were read without reference to paragraphs 115(1)(d) to (f) 


exceeds 


(C) the taxpayer’s income earned in the year in a province 
(within the meaning assigned by subsection 120(4)). 


Related Provisions: 126(6)(c) — Incomes deemed from separate sources. See also 
at end of s. 126. 


History: Subcl. 126(2.1)(a)(ii)(A)(ID) amended by 2002, c. 9, subsec. 39(2), applica- 
ble to 1997 et seg. except that, for the 1997 taxation year, the subcl. shall be read as 
follows: 


(II) the total of all amounts each of which is an-amount deducted by the tax- 
payer under section 110.6 or paragraph 111(1)(b), or deductible by, the taxpayer 
under paragraph 110(1)(d), (d.1), (d.2), (d.3), (f), (g) or Gj) or section 112 or 113, 
for the year or in respect of the period or periods referred to in subclause (II), as 
the case may be, and 


Notwithstanding subsecs. '152(4) to (5), any assessment of a taxpayer’s tax, interest or 
penalty for any taxation year shall be made that is necessary to give effect to the 
amendment. Subcl. 126(2.1)(a)@i)(A)GID formerly read: 


(III) the total of all amounts each of which is an amount deducted under section 
110.6 or paragraph 111(1)(b), or deductible under any of paragraphs 110(1)(d) to 
(d.3), (£) and (j) and sections 112 and 113, in computing the taxpayer’s taxable 
income for the year, and 


Cl. 126(2.1)(a)Gi)(A) amended by 2001, c. 17, subsec 117@G), applicable to 1998 et 
seq. except that, in its application to the 1998 and 1999 taxation years, subcl. (A)(1) 
shall be read without reference to the expression “computed without reference to para- 
graph 20(1)(ww)”. The cl. formerly read: 


(A) the amount, if any, by which 


(I) where section 114 does not apply to the taxpayer in respect of the year, 
the taxpayer’s income for the year computed without reference to paragraph 
20(1)(ww), and 


(ID) where section 114 applies to the taxpayer in respect of the year, the total 
of the taxpayer’s income for the period or periods referred to in paragraph 
114(a) and the amount that would be determined under paragraph 114(b) in 
respect of the taxpayer for the year if subsection 115(1) were read without 
reference to paragraphs 115(1)(d) to (f) 
exceeds 
(IID. the total of all amounts each of which is an amount deducted by the 
taxpayer under section 110.6 or paragraph 111(1)(b), or deductible by the 
taxpayer under paragraph 110(1)(d), (d.1), (d.2), (d.3), ( or G) or section 
112 or 113, for the year or in respect of the period or periods referred to in 
subclause (II), as the case may be, and ; 
Subcl. 126(2.1)(a)(ii)(A)(D amended by 2000, c. 19, subsec. 35(2), applicable to 1998 
et seq. except that, in its application to the 1998 and 1999 taxation years, the subcl. 
shall be read without reference to the expression “computed without reference to para- 
graph 20(1)(ww)’. The subcl. formerly read: 
(I) where section 114 is not applicable to the taxpayer in respect of the year, the 
total of the taxpayer’s income for the year and the amount, if any, included under 
subsection 110.4(2) in computing the taxpayer’s taxable income for the year, and 
Subparas. 126(2.1)(a)(i) and (b)(i) amended by 1999, c. 22, subsecs. 47(2), (3), applica- 
ble to taxation years that begin after February 24, 1998. The subparas. formerly read: 


(i) the total of the taxpayer’s incomes 
(A) for the year, if section 114 is not applicable, or 
(B) if section 114 is applicable, for the period or periods in the year referred 
to in paragraph 114(a), 


from businesses carried on by the taxpayer in that country, other than any portion 
of that income that was deductible under subparagraph 110(1)(f)(i) in computing 
the taxpayer’s taxable income for the year 


(i) the total of the taxpayer’s incomes described in subparagraph. (a)(i) 


Subcl. 126(2.1)(a)(ii)(A)(D) and subpara. (2.1)(b)(ii) substituted by 1994, c. 21, sub- 
secs. 60(2),-(3), applicable to. 1993 et seq. That subcl. and that subpara. formerly read: 


(II) where section 114 is applicable to the taxpayer in respect of the year, the 
taxpayer’s income for the period or periods in the year referred to in paragraph 
114(a) 


(ii) the taxpayer’s income, other than the taxpayer’s income earned in the year in 
a province (within the meaning assigned by subsection 120(4)), 


(A) for the year, if section 114 is not applicable, or 


S. 126(2.2) 


(B) if section 114 is applicable, for the period or periods in the year referred 
to in paragraph §114(a). 


That portion of subpara. 126(2.1)(a)(i) following cl. (B) substituted by 1994, ¢. 7, Sch. 
IL (1991, c. 49), subsec. 103(1), applicable to taxation years ending after July 13, 1990. 
That portion formerly read: 


from businesses carried on by the taxpayer in that country 
Interpretation Bulletins: IT-270R3: Foreign tax credit. 
Forms: 12036: Provincial or territorial foreign tax credits. 


(2.2) Non-resident’s foreign tax deduction — If at any time 
in a taxation year a taxpayer who is not at that time resident in Can- 
ada disposes of a property that was deemed by subsection 48(2), as 
it read in its application before 1993, or by paragraph 128.1(4)(e), 
as it read in its application before October 2, 1996, to be taxable 
Canadian property of the taxpayer, the taxpayer may deduct from 
the tax for the year otherwise payable under this Part by the tax- 
payer an amount equal to the lesser of 


(a) the amount of any non-business-income tax paid by the tax- 
payer for the year to the government of a country other than 
Canada that can reasonably be regarded, as having been paid by 
the taxpayer in respect of any gain or profit from the disposition 
of the property, and 


(b) that proportion of the tax for the year otherwise payable 
under this Part by the taxpayer that 


(i) the taxable capital gain from the disposition of that 
property 

is of 
(ii) if the taxpayer is non-resident throughout the year, the 
taxpayer’s taxable income earned in Canada for the year de- 


termined without reference to paragraphs 115(1)(d) to (fA), 
and 


(iii) if the taxpayer is resident in Canada at any time in the 
year, the amount that would have been the taxpayer’s taxable 
income earned in Canada for the year if the part of the year 
throughout which the taxpayer was non-resident were the 
whole taxation year. 


Related. Provisions: 114-—Residence in» Canada. for part ,of © year; 
126(2:21)—(2.23) — Credit for former resident; 115(1)— Non-resident’s taxable in- 
come; 126(7) — “tax for the year otherwise payable under this Part’. See also at.end of 
s. 126. 


History: The portion of subsec. 126(2.2) before para. (b) amended by 2001 c. 17, 
subsec. 117(4), applicable to 1996 et seq. That portion formerly ‘read: 


(2.2) Where at any time in a taxation year’a taxpayer who is not at that time 
resident in Canada disposes of property that was deemed by subsection 48(2), as 
it read in its application before 1993, or paragraph 128.1(4)(e) to be taxable Ca- 
nadian property of the taxpayer, the taxpayer may deduct from the tax for the 
year otherwise payable under this Part by the taxpayer an amount equal to 


(a) the amount of any non-business-income tax paid by the taxpayer for the 
year to. the government of a country other than Canada that may. reasonably 
be regarded as having been paid by the taxpayer in respect of any gain or 
profit. from the disposition of that property 


not exceeding, however, 


Subpara. 126(2.2)(b)(ii), amended, and subpara. (iii) added, by the said c. 17, subsec. 
117(S5),. applicable to 1998 et,seg. Subpara. 126(2.2)(b)(ii) formerly read: 


(ii) the amount that would be the taxpayer’s taxable income earned in Canada 
(A) for the year, if section 114 is not applicable, or 
(B) if section 114 is applicable, for the portion of the year referred to in 
paragraph 114(b) 
if subsection 115(1) were read without reference to that portion thereof follow- 
ing paragraph 115(1)(c). 
The opening words of subsec. 126(2.2) substituted by 1994, c. 21, subsec. 60(4), appli- 
cable after 1992. The opening words formerly read: 


(2.2) Where at any time in a taxation year a taxpayer who was not at that time 
resident in Canada disposed of property that was deemed by subsection 48(2) to 
be taxable Canadian property of the taxpayer, the taxpayer may deduct from the 
tax for the year otherwise payable under this Part by’ the taxpayer an amount 
equal to 


Interpretation Bulletins: IT-273R2: Government assistance — general comments; 
IT-451R: Deemed disposition and acquisition on ceasing to be or becoming resident. 
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(2.21) Former resident — deduction — If at any particular 
time in a particular taxation year a non-resident individual disposes 
of a property that the individual last acquired because of the appli- 
cation, at any time (in this subsection referred to as the “acquisition 
time”) after October 1, 1996, of paragraph 128.1(4)(c), there may 
be deducted from the individual’s tax otherwise payable under this 
Part for the year (in this subsection referred to as the “emigration 
year’) that includes the time immediately before the acquisition 
time an amount not exceeding the lesser of 


(a) the total of all amounts each of which is the amount of any 
business-income tax or non-business-income tax paid by the in- 
dividual for the particular year 


(1) where the property is real property situated in a country 
other than Canada, 


Proposed Amendment — 126(2.21)(a)(i) opening 
words 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


214(1), will amend the opening words of subpara. 126(2.21)(a)(i) by substituting “real 
or immovable property” for “real property”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(A) to the government of that country, or 


(B) to the government of a country with which Canada 
has a tax treaty at the particular time and in which the 
individual is resident at the particular time, or 


(11) where the property is not real property, to the government 
of a country with which Canada has a tax treaty at the partic- 
ular time and in which the individual is resident at the partic- 
ular time, 


Proposed Amendment — 126(2.21)(a)(ii) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
214(2), will amend subpara. 126(2.21)(a)(ii) by substituting “real or immovable pro- 
perty” for “real property”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


that can reasonably be regarded as having been paid in respect 
of that portion of any gain or profit from the disposition of the 
property that accrued while the individual was resident in Can- 
ada and before the time the individual last ceased to be resident 
in Canada, and 


(b) the amount, if any, by which 


(1) the amount of tax under this Part that was, after taking 
into account the application of this subsection in respect of 
dispositions that occurred before the particular time, other- 
wise payable by the individual for the emigration year 


exceeds 


(11) the amount of such tax that would have been payable if 

the particular property had not been deemed by subsection 

128.1(4) to have been disposed of in the emigration year. 
Related Provisions: 119 — Former resident — credit for tax paid; 126(2.22) — 
Parallel credit to trust after distribution to non-resident beneficiary; 126(2.23) — Re- 
duction where foreign tax credit available under foreign system; 128.3 — Shares ac- 
quired on rollover deemed to be same shares for 126(2.21); 152(6)(f.1) — Minister re- 
quired to reassess past year to allow credit; 161(7)(a)(iv.1), 164(5)(e), 164(5.1) — 
Effect of carryback of loss; Canada-U.S. Tax Treaty:Art. XIII:1 — Gain on real pro- 
perty taxable by country in which property is situated. 


History: Subsec. 126(2.21) added by 2001, c. 17, subsec. 117(6), applicable to 1996 et 
seq. 


Interpretation Bulletins: IT-395R2: Foreign tax credit — foreign-source capital 
gains and losses. 


(2.22) Former resident — trust beneficiary — If at any partic- 
ular time in a particular taxation year a non-resident individual dis- 
poses of a property that the individual last acquired at any time (in 
this subsection referred to as the “acquisition time”) on a distribu- 
tion after October 1, 1996 to which paragraphs 107(2)(a) to (c) do 
not apply only because of subsection 107(5), the trust may deduct 
from its tax otherwise payable under this Part for the year (in this 


Income Tax Act, Part I, Division E 


subsection referred to as the “distribution year’) that includes the 
acquisition time an amount not exceeding the lesser of 


(a) the total of all amounts each of which is the amount of any 


business-income tax or non-business-income tax paid by the in- 


dividual for the particular year 


(1) where the property is real property situated in a country 
other than Canada, 


Proposed AoE ae 1 Tela apea a opening 


Application: The July 16, 2010 draft Pacha (Part 2 — ee ‘subse, 
214(3), will amend the opening words of subpara. 126(2.22)(a)(i) by substituting “real 
or immovable property” for “real property”, to come into force on Royal Assent. ; 


Technical Notes (July 2010): See under 12(4). 


(A) to the government of that country, or 


(B) to the government of a country with which Canada 
has a tax treaty at the particular time and in which the 
individual is resident at the particular time, or 
(11) where the property is not real property, to the government 
of a country with which Canada has a tax treaty at the partic- 
ular time and in which the individual is resident at the partic- 
ular time, 


Proposed Amendment — 126(2.22)(a)(ii) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
214(4), will amend pubpara: 126(2.22)(a)(ii) by substituting “real or immovable sas 
perty” for “real property”, to come into force on Royal Assent. — 


Technical Notes (July 2010): See under 12(4). 
that can reasonably be regarded as having been paid in respect 
of that portion of any gain or profit from the disposition of the 


property that accrued before the distribution and after the latest 
of the times, before the distribution, at which 


(iii) the trust became resident in Canada, 
(iv) the individual became a beneficiary under the trust, or 
(v) the trust acquired the property, and 

(b) the amount, if any, by which 


(i) the amount of tax under this Part that was, after taking 
into account the application of this subsection in respect of 
dispositions that occurred before the particular time, other- 
wise payable by the trust for the distribution year 


exceeds 


(ii) the amount of such tax that would have been payable by 
the trust for the distribution year if the particular property 
had not been distributed to the individual. 


Related Provisions: 104(22.1) — FTC to beneficiary of trust; 126(2,23) — Reduc- 


tion where FTC available under foreign system; 128.3 — Shares acquired on rollover — 


deemed to be same shares for 126(2.22); 152(6)(f.1) — Minister required to reassess 
past year to allow credit; 161(7)(a)(iv.1), 164(5)(e), 164(5.1) — Effect of carryback of 
loss; 220(4.6)-(4.63) — Security for tax on distribution of taxable Canadian property 
by trust to non-resident beneficiary; Canada-U.S. Tax Treaty:Art. XIII:] — Gain on 
real property taxable by country in which property is situated. 


History: Subsec. 126(2.22) added by 2001, c. 17, subsec. 117(6), applicable to 1996 et 


seq. 


(2.23) Where foreign credit available — For the purposes of 
subsections (2.21) and (2.22), in computing, in respect of the dispo- 
sition of a property by an individual in a taxation year, the total 
amount of taxes paid by the individual for the year to one or more 
governments of countries other than Canada, there shall be de- 
ducted any tax credit (or other reduction in the amount of a tax) to 
which the individual was entitled for the year, under the law of any 
of those countries or under a tax treaty between Canada and any of 
those countries, because of taxes paid or payable by the individual 
under this Act in respect of the disposition or a previous disposition 
of the property. 

Related Provisions: 128.3 — Shares acquired on rollover deemed to be same shares 
for 126(2.23). 

History: Subsec. 126(2.23) added by 2001, c. 17, subsec. 117(6), applicable to 1996 et 
seq. 
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(2.3) Rules relating to unused foreign tax credit — For the 
purposes of this section, 


(a) the amount claimed under paragraph (2)(a) by a taxpayer for 
a taxation year in respect of a country shall be deemed to be in 
respect of the business-income tax paid by the taxpayer for the 
year in respect of businesses carried on by the taxpayer in that 
country to the extent of the amount of that tax, and the remain- 
der, if any, of the amount so claimed shall be deemed to be in 
respect of the taxpayer’s unused foreign tax credits in respect of 
that country that may be claimed for the taxation year; 


(b) no amount may be claimed under paragraph (2)(a) in com- 
puting a taxpayer’s tax payable under this Part for a particular 
taxation year in respect of the taxpayer’s unused foreign tax 
credit in respect of a country for a taxation year until the tax- 
payer’s unused foreign tax credits in respect of that country for 
taxation years preceding the taxation year that may be claimed 
for the particular taxation year have been claimed; and 


(c) an amount in respect of a taxpayer’s unused foreign tax 
credit in respect of a country for a taxation year may be claimed 
under paragraph (2)(a) in computing the taxpayer’s tax payable 
under this Part for a particular taxation year only to the extent 
that it exceeds the aggregate of all amounts each of which is the 
amount that may reasonably be considered to have been claimed 
in respect of that unused foreign tax credit in computing the tax- 
payer’s tax payable under this Part for a taxation year preceding 
the particular taxation year. 


Related Provisions: 87(2)(z) — Amalgamations; 88(1)(e.7) — Winding-up. 


History: Paras. 126(2.3)(b) and (c) amended by 2001, c. 17, subsec. 117(7), applicable 

to 2001 et seg. Paras. (b) and (c) formerly read: 
(b) no amount may be claimed under paragraph (2)(a) in computing a taxpayer’s 
tax payable under this Part or Part I.1 for a particular taxation year in respect of 
the taxpayer’s unused foreign tax credit in respect of a country for a taxation 
year until the taxpayer’s unused foreign tax credits in respect of that country for 
taxation years preceding the taxation year that may be claimed for the particular 
taxation year have been claimed; and 


(c) an amount in respect of a taxpayer’s unused foreign tax credit in respect of a 
country for a taxation year may be claimed under paragraph (2)(a) in computing 
the taxpayer’s tax payable under this Part or Part I.1 for a particular taxation year 
only to the extent that it exceeds the total of all amounts each of which is the 
amount that may reasonably be considered to have been claimed in respect of 
that unused foreign tax credit in computing the taxpayer’s tax payable under this 
Part or Part I.1 for a taxation year preceding the particular taxation year. 


Interpretation Bulletins: IT-520: Unused foreign tax credits — carryforward and 
carryback. 


(3) Employees of international organizations — Where an 
individual is resident in Canada at any time in a taxation year, there 
may be deducted from the individual’s tax for the year otherwise 
payable under this Part an amount equal to that proportion of the tax 
for the year otherwise payable under this Part by the individual that 


(a) the individual’s income 


(i) for the year, if the individual is resident in Canada 
throughout the year, and 


(ii) for the part of the year throughout which the individual 
was resident in Canada, if the individual is non-resident at 
any time in the year, 


from employment with an international organization (other than 
a prescribed international organization), as defined for the pur- 
poses of section 2 of the Foreign Missions and International Or- 
ganizations Act 


is of 
(b) the amount, if any, by which 


(i) if the taxpayer is resident in Canada throughout the year, 
the taxpayer’s income for the year computed without refer- 
ence to paragraph 20(1)(ww), and 


(ii) if the taxpayer is non-resident at any time in the year, the 
amount determined under paragraph 114(a) in respect of the 
taxpayer for the year 
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exceeds 


(iii) the total of all amounts each of which is an amount de- 
ducted under section 110.6 or paragraph 111(1)(b), or de- 
ductible under any of paragraphs 110(1)(d) to (d.3), (f), (g) 
and (j), in computing the taxpayer’s taxable income for the 
year, 


except that the amount deductible under this subsection in comput- 
ing the individual’s tax payable under this Part for the year may not 
exceed that proportion of the total of all amounts each of which is 
an amount paid by the individual to the organization as a levy (the 
proceeds of which are used to defray expenses of the organization), 
computed by reference to the remuneration received by the indivi- 
dual in the year from the organization in a manner similar to the 
manner in which income. tax is computed, that 


(c) the individual’s income for the year from employment with 
the organization 


is of 
(d) the amount. that would be the individual’s income. for the 


year from employment with the organization if this Act were 
read without reference to paragraph 81(1)(a). 


Related Provisions: 110(1)(f)(iii), (@v) — Deductions for income from certain inter- 
national organizations; 126(7)“tax for the year otherwise payable under this Part” — 
Tax for year otherwise payable defined. See additional Related Provisions at end of s. 
126. 


History: Subpara. 126(3)(b)(iii) amended. by 2002, c. 9, subsec, 39(3), applicable to 
1997 et seg. except that, for the 1997 taxation year, the subpara. shall be read as 
follows: 


“Gii) the total of all amounts each of which is an amount deducted under section 
110.6 or paragraph 111(1)(b), or deductible under paragraph 110(1)(d), (d.1), 
(d.2), (d.3), (f), (g) or (Gj), in computing the individual’s taxable income for the 
year or in respect of the period or periods referred to in subparagraph (ii), as the 
case may be,” 


Notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest or 
penalty for any taxation year shall be made that is necessary to give effect to the 
amendment. Subpara. 126(3)(b)(iii) formerly read: 


(iii) the total of all amounts each of which is an amount deducted under section 
110.6 or paragraph 111(1)(b), or deductible under paragraph 110(1)(d) to (d.3), 
(f) or Gj), in computing the taxpayer’s taxable income for the year, and 


Subparas. 126(3)(a)(i) and (ii) amended by 2001, c. 17, subsec. 117(8), applicable to 
1998 et seq. Those subparas. formerly read: — 


(i) for the year, where section 114 is not applicable to the individual in respect of 
the year, and 


(ii) for the period or periods in the year referred to in paragraph 114(a), where 
section 114 is applicable to the individual in respect of the year, 


Para. 126(3)(b) amended by the said c. 17, subsec. 117(9), applicable to 1998 et seq. 
except that, in its application to the 1998 and 1999 taxation years, subpara. (b)(i) shall 
be read without reference to the expression “computed without reference to paragraph 
20(1)(ww)”. Para. 126(3)(b) formerly read: 


(b) the amount, if any, by which 


(i) where section 114 does not apply to the individual in respect of the year, 
the individual’s income for the year computed without reference to para- 
graph 20(1)(ww), and 


(ii) where section 114 applies to the individual in respect of the year, the 
total of the individual’s income for the’period or periods in the year referred 
to in paragraph 114(a) and the amount that would be determined under para- 
graph 114(b) in respect of the individual for the year if subsection 115(1) 
were read without reference to paragraphs 115(1)(d) to (f) 


exceeds 


(iii) the total of all amounts each of which is an amount deducted under 
section 110.6 or paragraph 111(1)(b), or deductible under paragraph 
110(1)(d), (d:1), (d.2), (d.3), (f) or Gj), in computing the individual’s taxable 
income for the year or in respect of the period or periods referred to in sub- 
paragraph (ii), as the case may be, 


Subpara. 126(3)(b)@) amended by 2000, c. 19, subsec. 35(3), applicable to 1998 et seq. 
except that, in its application to the 1998 and 1999 taxation years, the subpara. shall be 
read without reference to the expression “computed without reference to paragraph 
20(1)(ww)”. The subpara. formerly read: 


(i) where section 114 does not apply to the individual in respect of the year, the 
total of the individual’s income for the year and the amount, if any, included 
under subsection 110.4(2) in computing the individual’s taxable income for the 
year, and 
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Subparas. 126(3)(b)(i) and (ii) substituted by 1994, c. 21, subsec. 60(5), applicable to 
1993 et seg. Those subparas. formerly read: 


(i) the total of the individual’s income for the year and the amount, if any, in- 
cluded pursuant to subsection 110.4(2) in computing the individual’s taxable in- 
come for the year, where section 114 is not applicable to the individual in respect 
of the year, or 


(ii) the individual’s income for the period or periods in the year referred to in 
paragraph 114(a), where section 114 is applicable to the individual in respect of 
the year, 


That portion of para. 126(3)(a) following subpara. (ii) amended by 1994, c.7, Sch. VIII 
(1993, c. 24), subsec. 67(1), applicable to 1991 et seg. That portion formerly read: 


from employment with an organization, as defined in section 3 of the Privileges 
and Immunities (International Organizations) Act 


All that portion of subsec. 126(3) between subpara. (b)(ii) and para. (c) amended by 
1994, c. 7, Sch. VIII (1993, c. 24), subsec. 67(2), applicable to 1991 et seg. That por- 
tion formerly read: 


exceeds 


(ili) the total of all amounts each of which is an amount deducted by the 
individual under section 110.6 or paragraph 111(1)(b), or deductible by the 
individual under paragraph 110(1)(d) or (f), for the year or in respect of the 
period or periods referred to in subparagraph (ii); as the case may be, 


except that where the organization referred to in paragraph (a) is neither the 
United Nations nor a specialized agency that is brought into relationship with the 
United Nations in accordance with Article 63 of the Charter, of the United Na- 
tions, the amount deductible under this subsection by the individual may not ex- 
ceed that proportion of the total of all amounts each of which is an amount paid 
by the individual to the organization as a levy (the proceeds of which are used to 
defray expenses of the organization) computed by reference to the remuneration 
received by the individual in the year from the organization in a manner similar 
to the manner in which income tax is computed that 


International organization: S. 2 of the Foreign Missions and International Organi- 


zations Act (1991, c. 41) defines “international organization” to mean “any intergovern- 
mental organization of which two or more states are members”. 


Interpretation Bulletins: See list at end of s. 126. 


(4) Portion of foreign tax not included — For the purposes of 
this Act, an income or profits tax paid by a person resident in Can- 
ada to the government of a country other than Canada does not in- 
clude a tax, or that portion of a tax, imposed by that government 
that would not be imposed if the person were not entitled under 
section 113 or this section to a deduction in respect of the tax or that 
portion of the tax. 


Related Provisions: 126(6)(a) — Interpretation of “government of a country...’ 
also at end of s. 126. 


History: Subsec. 126(4) amended by 2001, c. 17, subsec. 117(10), applicable after 
June 27, 1999. Subsec. 126(4) formerly read: 


(4) For the purposes of this Act, an income or profits tax paid by a person resi- 
dent in Canada to the government of a country other than Canada or to the gov- 
ernment of a state, province or other political subdivision of such a country does 
not include a tax, or that portion of a tax, imposed by. that country or by that 
state, province or other political subdivision, as the case may be, that would not 
be imposed if the person were not entitled under this section or under section 113 
to a deduction in respect thereof. 


See 


Interpretation Bulletins: See list at end of s. 126. 


(4.1) No economic profit — If a taxpayer acquires a property, 
other than a capital property, at any time after February 23, 1998 
and it is reasonable to expect at that time that the taxpayer will not 
realize an economic profit in respect of the property for the period 
that begins at that time and ends when the taxpayer next disposes of 
the property, the total amount of all income or profits taxes (re- 
ferred to as the “foreign tax” for the purpose of subsection 20(12.1)) 
in respect of the property for the period, and in respect of related 
transactions, paid by the taxpayer for any year to the government of 
any country other than Canada, is not included in computing the 
taxpayer’s business-income tax or non-business-income tax for any 
taxation year. 

Related Provisions: 20(12.1) — Deduction from income for amount disallowed as 
credit by 126(4.1); 126(4.4) — Certain dispositions ignored for 126(4.1); 126(6)(a) — 
Interpretation of “government of a country...”. 


4 


History: Subsec. 126(4.1) amended by 2001, c. 17, subsec. 117(10), to substitute 
“computing taxpayer’s” for “computing the taxpayer’s”, applicable after June 27, 1999. 


Subsec. 126(4.1) added by 1999, c. 22, subsec. 47(4), applicable to 1998 et seq. 


Income Tax Act; Part I, Division:E 


Proposed Addition — 126(4.11)-(4.13) fe (88 


(4.11) Denial of foreign tax credit [artificial foreign tax 
credit generators] — If a taxpayer is a member of a partner- 
ship, any income or profits tax paid to the government of a partic- 
ular country other than Canada — in respect of the income of the 


partnership for a period during which the taxpayer’s direct or indi- 


rect share of the income of the partnership under the income tax 
laws (referred to in subsection (4.12) as the “relevant foreign tax 
law”) of any country other than Canada under the laws of which 
any income of the partnership is subject to income taxation, is less 
than the taxpayer’s direct or indirect share of the income for the 
purposes of the Act — is not included in computing the taxpayer's 
business-income tax or non: business income tax for any taxation 
year. 

Related Provisions: oud. ay, Reg! 5907(1 (03) — Parallel rules; 126(4. 12) 
ceptions; 126(4.13) — Look-through rule for tiered partnerships. it 


(4.12) Exceptions — For the ‘purposes ‘of subsection (4.11), a 


taxpayer is not to be considered to have a lesser direct or indirect 
share of the income of a partnership under the relevant foreign tax 
law than for the purposes Of the ne nen sheets of one or more 
of the following: © he 


—@) a difference between the relevant ey tax law and the 
Act in the manner oS 


(i) computing the income e of the partnership, or. 


(ii) allocating the income of the partnership because of the 
admission to, or withdrawal from, the partnership of any of 
its members; 


; 


: (b) the treatment of the partnership as a corporation under the © 


_televant foreign tax law; or _ 
(c) the fact that the taxpayer i is not treated as a conporation 
under the relevant foreign tax law. 


Related Provisions: 91(4. 3), Reg. 5907(1 05) — Parallel rules; 126(4. 13)- — 
Look-through rule for tiered partnerships. 


(4.13) Tiered partnerships — For atts purposes of subsections 
(4.11) and (4.12), if a taxpayer is (or is deemed by this subsection 
to be) a member of a particular partnership that is a member of 
another partnership, the taxpayer is deemed to be a member of the 
other partnership. 

Related Provisions: 91(4.4) — Parallel rules. 


Application: The August 27, 2010 draft legislation (Part 3 — other amendments), 


subsec. 80(1), will add subsecs. 126(4.11) to (4.13), applicable to income or profits — 
tax paid for taxation years of a taxpayer that end after March 4, 2010, Pace that, for 


taxation years of the taxpayer that end on or before eae 2, estes 
@) subsec. 126(4.11) is to be read as follows: SiGe Esubiv 
(4.11) Ifa taxpayer is a member ofa partnership, any income or profits tax j : 


eT 


paid to the government of a particular country other than Canada in ~ 


respect of the income of the partnership for a period during which the tax-— 
payer’s share of the income of the partnership under the income tax laws 
(referred to in subsection (4.12) as the “relevant foreign tax law”) of any 
- country other than Canada under the laws of which the income of the part- 
nership is subject to income taxation, is less than the taxpayer’s share of 


the income for the purposes of the Act — is not included in computing the 


taxpayer’s business-income tax or non-business- income tax for any taxa- 
~ tion year. 

(b) the opening words of subsec. 126(4.12) are to be read as follows: 

(4.12) For the purposes of subsection (4.11), a taxpayer is not to be con- 

_ sidered to have a lesser share of the income of a partnership under the 


relevant foreign tax law than for the purposes of the Act solely besa of 
one or more of the following: 


es 


(c) s. 126 is to be read without reference to its subsec. (4.13). ; 
Technical Notes (Sept. 10, 2010): New subsections 126(4.11) to (4.13), together 
with new rules in subsections 91(4.1) to (4.5) and section 5907 of the Regulations, 
are intended to address tax schemes established by taxpayers with the intent of creat- 
ing foreign tax credits and similar deductions for foreign tax the burden of which is 
not, in fact, borne by the taxpayer. For more details about these schemes, see the 
commentary on subsections 91(4.1) to (4.5). 


New subsection 126(4:11) denies foreign tax credits (“FTCs”) in respebt be the in- 
come of a partnership in certain circumstances. These circumstances would generally 
arise where an investment in a partnership that is characterized as an equity invest- 
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| ment for the purposes of the Act is characterized as a debt instrument issued | yy the 


nership, or another entity, under the relevan oreign tax aw. a 


More specifically, subsection 126(4.11) provides that this FTC denial rule withanely 
dir 


where the taxpayer is considered to have a lesser direct « t share of the part- 
ership’s income under the relevant foreign tax considered to have 
nder the Act. Note that the reference to an “indirect” hare is i 
situations where the taxpayer may, under foreign anc 
ered to have the : same level of palnectp interest in 


(4. ib a taxpayer 1 ‘thar i is a member of ln up 
ered to be a member of any paper of which 
direct one ieee : 


ever, there are tansitional tules for taxation years that « 


i) USco, a U.S. resident corporation, incorporates and oe eS | 
dent subsidiary aa ye 1 and Sub a ; 


based by the ee of Nevada. Sub I owns a 9%. est in | 
ee ee 4 ‘owns al% f ildk 


a. The Parmersin pes 35% ae, on the interest income it 
ito: ; ee 


. ae is onder ale: U. s tax. el not to own ny intere 
ship. As such, new subsection 126(4.11) would apply to deny a 
ane 7 the 35% an tax ped in respect of me 


still apply. ‘As such, new paragraph 12614. 4 2\(b) w will not "protect the p 
from the application of the FTC denial rule : 


Federal Budget, Supplementary Information, March A, 
Credit Generators 


is subject to tax in the hands of its Canadian shareholder, This relief | 


derlying foreign tax er mechanism, ‘in the case of dividetet —— ‘out of 
taxable surplus. ’ 


vhs to address 


come ¢ or profits tax ne for taxation years of a taxpayer that end after ‘March 4,201 o 
He or befor Guest 


either through the foreign accrual tax (FAT) mechanism, in the case of the foreign — 
accrual property income (FAPI) of a controlled foreign affiliate, or through the un- 


S. 126(4.2) 


Selects picaientoes spose Gk = been engaging i in pbaitipe often referred © 


i made, indirectly, to. fore ign | corporations. 
These s schemes aly create fori — fies are claimed | by the ‘Canadian cor- 


fa foreign partnership, the second 


ea to qualify : asa nee i 


sorpora 
jurisdict on the aus of the substan- 
le relying on Canadian tax law looking only tothe. 
of the transaction. The form is that of an investment by the Canadian corpora- 
ton ina oreign special purpose entity which pays full foreign tax on an amount of 
is, in part, the return derived on the Canadian taxpayer’ s jnivestment. — 
Hosea, an offsetting. tax reduction is generated in respect of that retun within the 
ee ce come $ group. If the Canadian corporation had instead made a ee 


rporation feet | in a foreig 
effect of the. transaction, whil 


Cc FC: nor any UET or FAT deduction, _ 
would be levied on the interest 
n respect of that loan. ‘By using these foreign t tax credit generator : schemes, 
a foreign corporation receives the same substantive ee tax treatment ‘as it 


ora UFT or FAT deduction, in foticr to partly ¢ or ‘filly Cee its Canstian: tax one 
i its interest income. The Canadian tax oe are Seed 


the Canadian Corporatio to have. a ies direct or idee noe in ‘the foreign 
special SS pay an the peer ye corporation | is | Sage nea to ee for the J 


corporation in teste tax poston as as ny it had ade a seas loot to the seni? 
corporation. y De 


This measure | iS sr ecead ls be sitectilig: tos ay taxes incurred in respect ies taxa- 
tion years that end after March 4, 2010: The Government will be accepting com- 
ments in the finalization of the legislation to implement this measure and encourages 
stakeholders to submit any such comments before May. 4, 2010. 


(4.2) Short-term securities acquisitions — If at any particular 
time a taxpayer disposes of a property that is a share or debt obliga- 
tion and the period that began at the time the taxpayer last acquired 
the property and ended at the particular time is one year or less, the 
amount included in business-income tax or non-business-income 
tax paid by the taxpayer for a particular taxation year on account of 
all taxes (referred to in this subsection and subsections (4.3) and 
161(6.1) as the “foreign tax’’) that are 


(a) paid by the taxpayer in respect of dividends or interest in 
respect of the period that are included in computing the tax- 
payer’s income from the property for any taxation year, 


(b) otherwise included in business-income tax or non- business- 
income tax for any taxation year, and 


(c) similar to the tax levied under Part XIII 
shall, subject to subsection (4.3), not exceed the amount determined 
by the formula 
AX (B=G) x D/E 
where 


A is 40%, if the foreign tax would otherwise be included in busi- 
ness-income tax, and 30%, if the foreign tax would otherwise be 
included in non-business-income ‘tax, 


B is the total of the taxpayer’s proceeds from the disposition of the 
property at the particular time and the amount of all dividends or 
interest from the property in respect of the period included in 
computing the taxpayer’s income for any taxation year, 
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C is the total of the cost at which the taxpayer last acquired the 
property and any outlays or expenses made or incurred by the 
taxpayer for the purpose of disposing of the property at the par- 
ticular time, 


D is the amount of foreign tax that would otherwise be included in 
computing the taxpayer’s business-income tax or non-business- 
income tax for the particular year, and 


E is the total amount of foreign tax that would otherwise be in- 
cluded in computing the taxpayer’s business-income tax or non- 
business-income tax for all taxation years. 

Related Provisions: 112(2.3) — No domestic deduction on dividend rental arrange- 

ment; 126(4.3) — Exceptions; 126(4.4) — Certain dispositions ignored for 126(4.2); 

161(6.1) — Delay in interest on foreign tax credit adjustment; 257 — Formula cannot 

calculate to less than zero. See also at end of s. 126. 

History: Subsec. 126(4.2) added by 1999, c. 22, subsec. 47(4), applicable to 1998 et 

seq. 


(4.3) Exceptions — Subsection (4.2) does not apply to a property 
of a taxpayer 


(a) that is a capital property; 

(b) that is a debt obligation issued to the taxpayer that has a term 
of one year or less and that is held by no one other than the 
taxpayer at any time; 

(c) that was last acquired by the taxpayer before February 24, 
1998; or 


(d) in respect of which any foreign tax is, because of subsection 
(4.1), not included in computing the taxpayer’s business-income 
tax or non-business-income tax. 
History: Subsec. 126(4.3) added by 1999, c. 22, subsec. 47(4), applicable to 1998 et 
Seq. 


(4.4) Dispositions ignored — For the purposes of subsections 

(4.1) and (4.2) and the definition “economic profit” in subsection 

(7), 
(a) a disposition or acquisition of property deemed to be made 
by subsection 10(12) or (13), 14(14) or (15) or 45(1), section 70 
or 128.1, paragraph 132.2(1)(f), subsection 138(11.3), 142.5(2) 
or 142.6(1.1) or (1.2), paragraph 142.6(1)(b) or subsection 
149(10) is not a disposition or acquisition, as the case may be; 
and 


Proposed Amendment — 126(4. 4)(a) 
(a) a disposition or acquisition of property deemed to be made _ 


by subsection 10(12) or (13), 14(14) or (15) or 45(1), section — 
70, 128.1 or 132.2, subsections 138(11. 3) or 142.5(2), para- — 
graph 142.6(1)(b), or subsections 14260 1) ‘or (1.2) or 


149(10) is not a disposition or ge as the case may us i 
and 


Application: The July 16, 2010 draft legislation (Part Le decteacal): Rete 810), : 
will amend para. 126(4.4)(a) to read as above, applicable to dispositions and acquisi- _ 
tions that occur after 1998, except that in applying the para. to dispositions and ac- 
quisitions that occur before June 28, 1999, it is to be read without reference to 
“10(12) or (13), 14(14) or Co ee 


Technical Notes (July 2010): Subsection 126(4 4d coe ce certain disposing 
and acquisitions of property be ignored for the purposes of the foreign tax credit 
limitations in subsections 126(4.1) and (4.2) and the definition of “economic profit” 
in subsection 126(7). As a consequence of the restructuring of section 132.2, the 


reference in paragraph is 4)(a) to Legace 132. be is Sees Re a bai 


to section 132.2. 
(b) a disposition 


(1) to which section 51.1 applies, of a convertible obligation 
in exchange for a new obligation, 


(ii) to which subsection 86(1) applies, of old shares in ex- 
change for new shares, or 


(ili) to which subsections 87(4) and (8) apply, of old shares 
in exchange for new shares, 


is not a disposition, and the convertible obligation and the new 
obligation, or the old shares and the new shares, as the case may 
be, are deemed to be the same property. 


Income Tax Act, Part I, Division E 


History: Para. 126(4.4)(a) amended by 2001, c. 17, subsec. 117(11), applicable after 
June 27, 1999. Para. (a) formerly read: 


(a) a disposition or acquisition of property deemed to be made by subsection 
45(1), section 70 or 128.1, paragraph 132.2(1)(f), subsection 138(11.3) or 
142.5(2), paragraph 142.6(1)(b) or subsection 149(10) is not a disposition or ac- 
quisition, as the case may be; and 


Subsec. 126(4.4) added by 1999, c. 22, subsec. 47(4), applicable to 1998 et seq. 


(5) Foreign oil and gas levies — A taxpayer who is resident i in 

Canada throughout a taxation year and carries on a foreign oil and 
gas business in a taxing country in the year is deemed for the pur-_ 

poses of this section to have paid in the year as an income or profits | 
tax to the government of the taxing country an amount equal to the 

lesser of 


(a) the amount, if any, by which 


(i) 40% of the taxpayer’s income from the business in the 
taxing country for the year 


exceeds 


(ii) the total of all amounts that would, but for this subsec- 
tion, be income or profits taxes paid in the year in respect of 
the business to the government of the taxing country, and 


(b) the taxpayer’s production tax amount for the business in the 
taxing country for the year. 


Related Provisions: Reg. 5910 — Parallel rules for FAPI. See also Related Provi- 
sions at end of s. 126. 


History: Subsec. 126(5) amended by 2001, c. 17, subsec. 117(12), applicable to taxa- 
tion years of a taxpayer that begin after the earlier of 


(a) December 31, 1999; and 


(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 


(i) the date so designated, and 
(ii) December 31, 1994. 
Subsec. 126(5) formerly read: 


(S) Foreign tax — A tax paid to the government of a country other than Canada 
or to the government of a state, province or other political subdivision of such a 
country may, subject to prescribed conditions, be deemed, for the purposes of 
this Act, to be an income or profits tax paid to the government of that country. 


Interpretation Bulletins: See list at end of s. 126. 


(5.1) Deductions for specified capital gains — Where in a 
taxation year an individual has claimed a deduction under section 
110.6 in computing the individual’s taxable income for the year, for 
the purposes of this section the individual shall be deemed to have 
claimed the deduction under section 110.6 in respect of such taxa- 
ble capital gains or portion thereof as the individual may specify in. 
the individual’s return of income required to be filed pursuant to 
section 150 for the year or, where the individual has failed to so 
specify, in respect of such taxable capital gains as the Minister may 
specify in respect of the taxpayer for the year. 


Related Provisions: See Related Provisions at end of s. 126. 
Interpretation Bulletins: See list at end of s. 126. 


(6) Rules of construction — For the purposes of this section, 


(a) the government of a country other than Canada ‘includes the 
government of a state, province or other political subdivision of 
that country; 


(b) where a taxpayer’s income for a taxation year is in whole or 
in part from sources in more than one country other than Can- 
ada, subsections (1) and (2) shall be read as providing for sepa- 
rate deductions in respect of each of the countries other than 
Canada; and 


(c) if any income from a source in a particular country would be 
tax-exempt income but for the fact that a portion of the income 
is subject to an income or profits tax imposed by the government 
of a country other than Canada, the portion is deemed to be in- 
come from a separate source in the particular country. 
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ese — neu ripe ee 


ty 0 : 
and the taxpayer has bid to the government of that 
country a non-business income tax for the year with respect to 
_ the amount, the amount is, in applying the definition “qualify- 
#0 ing incomes” in subsection (7) for the purpose of subsection 
_ (1), deemed to be income from a source in that other country. 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 81(5), 
will, add para. 126(6)(d), applicable to amounts received after February 27, 2004. 
Technical Notes (July 2010): Section 126 permits a taxpayer to claim a foreign 
tax credit. Subsection 126(1) sets out the rules for claiming the credit in respect of 
foreign non-business-income tax — that is the foreign taxes imposed on investment 
income and other categories of. foreign s source non-b ss income. A credit in re- 
spect of foreign taxes on business income is provided under subsection: 1262). 


Subsection 126(1) has been interpreted [by the CRA i in 1 270R2. para. Da ed. ] to 
allow. a non-business foreign tax credit for non- business foreign. tax paid on interest — 


rn ECO and therefore i is not eligible for a business rouge tax credit. In 


126(6), hich contains. interpretation rules ‘that apply to the section, is. amended to 
ad new paragraph 126(6)(d). New paragraph 126(6)(d). deems foreign interest in- 
come. earned from a business. carried on in Canada, and for which the business has. 
paid a non- business foreign tax to a country other than Canada, to be from a source _ 
in that other country. Therefore, if a taxpayer includes in its Canadian business i in- 
come for the year foreign interest income, and has paid foreign tax with respect | o> 
this. amount, the taxpayer will be eligible to claim a non-busiriess foreign fax credit 
subject to the limits set out in section 126. | yu 


Related Provisions: See Related Provisions at.end of s. 126. 


History: Subsec. 126(6) amended by 2001, c. 17, subsec. 117(13), applicable after 
June 27, 1999. Subsec. 126(5) formerly read: 


(6) Construction of subsecs. (1) and (2) — For greater certainty, where a tax- 
payer’s income for a taxation year is in whole or in part from sources in more 
than one country other than Canada, subsections (1) and (2) shall be read as 
providing for separate deductions in respect of each of the countries other than 
Canada. 


Interpretation Bulletins: IT-270R3: Foreign tax credit. Also see at end of s. 126. 
(7) Definitions — In this section, 


“business-income tax” paid by a taxpayer for a taxation year in 
respect of businesses carried on by the taxpayer in a country other 
than Canada (in this definition referred to as the “business country’’) 
means, subject to subsections (4.1) and (4.2), the portion of any in- 
come or profits tax paid by the taxpayer for the year to the govern- 
ment of a country other than Canada that can reasonably be re- 
garded as’ tax in respect of the income of the taxpayer from a 
business carried on by the taxpayer in the business country, but 
does not include a tax, or the portion of a tax, that can reasonably be 
regarded as relating to an amount that 


eines Amendment — 126(7)“business-income 
_ tax” opening words as 


“business-income tax” paid by a taxpayer for a | taxation year in. 


respect of businesses carried on by the taxpayer in a country other 
an Canada (referred to in this definition as the “business coun- 

ty) means, subject to subsections (4.1) to (4.2), the portion of 
ma income or profits tax paid by the taxpayer for the year to the — 
government of a country other than Canada that can reasonably be - 


\ < 


Uj 


regarded as tax in respect of the income of the taxpayer from a _ 


business carried on by the taxpayer in the business country, but — 

does not include a tax, or the portion of a tax, that can reasonably : 
be regarded as relating to an amount that 

Application: The August 27, 2010 draft legislation (Part 3 — ~ other amendments), y 
subsec. 80(2), will amend the opening words of the definition “business-income tax” : 
in subsec. 126(7) to read as above, applicable to income or profits tax paid for taxa- — 
tion years of a taxpayer that end after March 4, 2010, 


Technical Notes (Sept. 10, 2010): See under 126(4.11)-(4.13). 


Federal Budget, Notice of Ways and Means Motion and Supplementary : 


Information, March 4, 2010: See under 126(4.11)-(4.13)... 
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me earned abroad by a Canadian. business that does not carry on business in the _ 


S. 126(7). eco 


(a) any other person or partnership has received or is entitled to 
receive from that government, or 


(b) was deductible under subparagraph 110(1)(f)(i) in computing 
the taxpayer’s taxable income for the year; 


Related Provisions: 104(22.3) — Deduction in computing non-business-income tax 
of trust; 126(4) — Exclusion of certain amounts; 126(4.11)'— Exclusion of artificially 
generated amounts; 126(5) — Foreign tax; 126(6)(a) — Interpretation of “government 
of a country...”; 126(8)— Foreign-source income from. SIFT partnership reduced by 
Part IX.1 tax payable. See also, at.end of s. 126. 


History: The opening words of the definition “business-income tax” in subsec. 126(7) 
amended by 2001, c. 17, subsec. 117(16), to substitute “a country” for “any country” 
and “a business” for “any business”, applicable after June 27, 1999. 


The portion of the definition “business-income tax” in subsec. 126(7) before para. (a) 
amended by 1999, c. 22, subsec. 47(5), applicable to 1998 et seg. The portion formerly 
read: 


“business-income tax’? paid by a taxpayer for a taxation year in respect of busi- 
nesses carried on by the taxpayer in a country other than Canada (in this. defini- 
tion referred to as the “business country”) means such portion of any income or 
profits tax paid by the taxpayer for the year to the government of any country 
other than Canada or to the government of a state, province or other political 
_ subdivision of any such country as can reasonably be regarded as tax in respect 
of the income of the taxpayer from any business carried on by the taxpayer in the 
business country, but does not include a tax, or the portion of a tax, that can 
reasonably be regarded as relating to an amount that 


The definition “business-income tax” in subsec. 126(7) substituted by 1994, c. 7, Sch. 
11.(1991, ¢.'49), subsec. 103(2), applicable to taxation years ending after July 13, 1990. 
That definition formerly read: 
“business-income tax” paid by a taxpayer for a taxation year in respect of busi- 
nesses carried on by the taxpayer in a country other than Canada’ (in this defini- 
tion referred to as the “business country”) means such portion of any income or 
profits tax paid by the taxpayer for the year to the government of a country other 
than Canada or to the government of a state, province or other political subdivi- 
sion of such a country as may reasonably be regarded as tax in respect of the 
income of the taxpayer from any business carried on by the taxpayer in the busi- 
ness country, but does not include a,tax, or the portion of a tax, that may reason- 
ably be regarded as relating to an amount that any other person or partnership 
has received or is entitled to receive from that government; 
Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries; 
IT-270R3: Foreign tax credit; IT-273R2: Government assistance — general comments; 
IT-506: Foreign income taxes as a deduction from income; IT-520: Unused foreign tax 
credits — carryforward and carryback. 


1.T. Technical News: 8 (treatment of United States unitary state taxes). 


“commercial obligation” in respect of a taxpayer’s foreign oil and 
gas business in a country means an obligation of the taxpayer to a 
particular person, undertaken in the course of carrying on the busi- 
ness or in contemplation of the business, if the law of the country 
would have allowed the taxpayer to undertake an obligation, on 
substantially the same terms, to a person other than the particular 
person; 

History: The definition “commercial obligation” added to subsec. 126(7) by 2001, c. 


17, subsec. 117(19), sant to taxation years of a taxpayer that begin after the ear- 
lier of 


(a) December 31, 1999; and 


(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 


(i) the date so designated, and 
(iit) December 31, 1994. 


“economic profit” of a taxpayer in respect of a property for a pe- 
riod means the part of the taxpayer’s profit, from the business in 
which the property is used, that is attributable to the property in 
respect of the period or to related transactions, determined as if the 
only amounts deducted in computing that part of the profit were 


(a) interest and financing expenses incurred by the taxpayer and 
attributable to the acquisition or holding of the property in re- 
spect of the period or toa related transaction, 


(b) income or profits taxes payable by the taxpayer for any year 
to the government of a country other than Canada; in respect of 
the property for the period or in respect of a related transaction, 
or 


S. 126(7) eco 


(c) other outlays and expenses that are directly attributable to the 
acquisition, holding or disposition of the property in respect of 
the period or to a related transaction; 
Related Provisions: 126(4.4) — Certain dispositions ignored for purposes of this 
definition; 126(6)(a) — Interpretation of “government of a country...”. 


History: Para. (b) of the definition “economic profit” in subsec. 126(7) amended by 
2001, c. 17, subsec. 117(17), applicable after June 27, 1999. Para. (b) formerly read: 


(b) income or profits taxes payable by the taxpayer for any year to the govern- 
ment of any country other than Canada or to the government of any state, prov- 
ince or other political subdivision of such a country, in respect of the property 
for the period or in respect of a related transaction, or 
The definition “economic profit” added to subsec. 126(7) by 1999, c. 22, subsec. 47(7), 
applicable to 1998 et seq. 


“foreign oil and gas business” of a taxpayer means a business, car- 
ried on by the taxpayer in a taxing country, the principal activity of 
which is the extraction from natural accumulations, or from oil or 
gas wells, of petroleum, natural gas or related hydrocarbons, 


Related Provisions: Reg. 5910(4) — Definition applies to FAPI rules. 


History: The definition “foreign oil and gas business” added to subsec. 126(7) by 
2001, c. 17, subsec. 117(19), applicable to taxation years of a taxpayer that begin after 


the earlier of 
(a) December 31, 1999; and 


(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 


(i) the date so designated, and 
(ii) December 31, 1994. 


“foreign-tax carryover [para. 126(7)(b)}’ — 
mer Act] 


[Repealed under for- 


“non-business-income tax” paid by a taxpayer for a taxation year 
to the government of a country other than Canada means, subject to 
subsections (4.1) and (4.2), the portion of any income or profits tax 
paid by the taxpayer for the year to the government of that country 
that 


Proposed Amendment — 126(7)"non-business-income ” 
tax” opening words — 


“non-business-income tax’ paid by a taxpayer for a tdninicm year 
to the government of a country other than Canada means, subject 
to subsections (4.1) to (4.2), the portion of any income or profits 
tax paid by the taxpayer for the eign to ‘the seeraunee of that 
country that 
Application: The August 27, 2010 draft panei (Part 3 — _ other amendments), 
subsec. 80(3), will amend the opening words of the definition “non- business-income 


tax” in subsec. 126(7) to read as above, applicable to income or profits tax bad for 
taxation years of a taxpayer that end after March 4, 2010. : 


Technical Notes (Sept. 10, 2010): See under 126(4. 1-4. 13). 


Federal Budget, Notice of Ways and Means Motion and ee 
Information, March 4, 2010: See under 126(4.11)-(4.13). 


(a) was not included in computing the taxpayer’s business-in- 
come tax for the year in respect of any business carried on by 
the taxpayer in any country other than Canada, 


(b) was not deductible by virtue of subsection 20(11) in comput- 
ing the taxpayer’s income for the year, and 


(c) was not deducted by virtue of subsection 20(12) in comput- 
ing the taxpayer’s income for the year, 


but does not include a tax, or the portion of a tax, 


(c.1) that is in respect of an amount deducted because of subsec- 
tion 104(22.3) in computing the taxpayer’s business-income tax, 


(d) that would not have been payable had the taxpayer not been 
a citizen of that country and that cannot reasonably be regarded 
as attributable to income from a source outside Canada, 


(e) that may reasonably be regarded as relating to an amount that 
any other person or partnership has received or is entitled to re- 
ceive from that government, 


Income Tax Act, Part I, Division E 


(f) that, where the taxpayer deducted an amount under subsec- 
tion 122.3(1) from the taxpayer’s tax otherwise payable under 
this Part for the year, may reasonably be regarded as attributable 
to the taxpayer’s income from employment to the extent of the 
lesser of the amounts determined in respect thereof under 
paragraphs 122.3(1)(c) and (d) for the year, 


(g) that can reasonably be attributed to a taxable capital gain or a 
portion thereof in respect of which the taxpayer or a spouse or 
common-law partner of the taxpayer has claimed a deduction 
under section 110.6, 


(h) that may reasonably be regarded as attributable to any 
amount received or receivable by the taxpayer in respect of a 
loan for the period in the year during which it was an eligible 
loan (within the meaning assigned by subsection 33.1(1)), or 


(i) that can reasonably be regarded as relating to an amount that 
was deductible under subparagraph 110(1)(f)(i) in computing 
the taxpayer’s taxable income for the year; 


Related Provisions: 4(1) — Income or loss from a source; 94(3)(b) [proposed] — 
Application to trust deemed resident in Canada; 104(22.3) — Deduction in computing 
non-business-income tax of trust; 126(4)—Exclusion of certain amounts; 
126(4.11) — Exclusion of artificially generated amounts; 126(6)(a) — Interpretation of 
“government of a country...”; 126(8) — Foreign-source income from SIFT partnership 
grossed up for Part IX.1 tax; Canada-U.S. Tax Treaty:Art. XXIX-B:6 — U.S. estate tax 
allowed for foreign tax credit purposes. See additional Related Provisions and Defini- 
tions at end of s. 126. 


History: The opening words of the definition “non-business-income tax” in subsec. 
126(7) amended by 2001, c. 17, subsec. 117(18), applicable after June 27, 1999. That 
portion formerly read: 


“non-business-income tax” paid by a taxpayer for a taxation year to the govern- 
ment of a country other than Canada means, subject to subsections (4.1) and 
(4.2), the portion of any income or profits tax paid by the taxpayer for the year to 
the government of that country, or to the government of a state, province or other 
political subdivision of that country, that 


Para. (g) of the definition “non-business-income tax” in subsec. 126(7) amended by 
2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, 
applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 
duced in the History to 248(1)““common-law partner”. 


The opening words of the definition “non-business-income tax” in subsec. 126(7) 
amended by 1999, c. 22, subsec. 47(6), applicable to 1998 et seg. The opening words 
formerly read: 


“non-business-income tax” paid by a taxpayer for a taxation year to the govern- 
ment of a country other than Canada means such portion of any income or profits 
tax paid by the taxpayer for the year to the government of that country, or to the 
government of a state, province or other political subdivision of that country, as 


Para. (g) of the definition “non-business-income tax” in subsec. 126(7) amended by 
1995, c. 3, subsec. 36(2), applicable to 1994 et seg. Para. (g) formerly read: 


(g) that may reasonably be attributed to a taxable capital gain or a portion thereof 
in respect of which the taxpayer has claimed a deduction for the year under sec- 
tion 110.6; 


Para. (c.1) of the definition “non-business-income tax” in subsec. 126(7) added by 
1994, c. 21, subsec. 60(6), applicable to taxation years ending after November 12, 
1981. 


Para. (i) of “non-business-income tax” added by 1994, c. 7, Sch. II (1991, c. 49), sub- 
sec. 103(3), applicable to taxation years ending after July 13, 1990. 


Selected Cases [subsec. 126(7)“non-business-income tax”]: R. v. Hoffman, 
[1985] 2 C.T.C. 347 (FCTD) (Amounts withheld from income of U.S. citizen working 
in Canada not deductible as foreign non-business income tax). 


Interpretation Bulletins: IT-201R2: Foreign tax credit — trust and beneficiaries; 
IT-270R3: Foreign tax credit; IT-273R2: Government assistance — general comments; 
IT-395R2: Foreign tax credit — foreign-source capital gains and losses; IT-497R4: 
Overseas employment tax credit; IT-506: Foreign income taxes as a deduction from 
income. See also at end of s. 126. 


1.T. Technical News: 30 (tax avoidance). 


“production tax amount” of a taxpayer for a foreign oil and gas 
business carried on by the taxpayer in a taxing country for a taxa- 
tion year means the total of all amounts each of which 


(a) became receivable in the year by the government of the 
country because of an obligation (other than a commercial obli- 
gation) of the taxpayer, in respect of the business, to the govern- 
ment or an agent or instrumentality of the government, 
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(b) is computed by reference to the amount by which © 


(i) the amount or value of petroleum, natural gas or related 
hydrocarbons produced or extracted by the taxpayer in the 
course of carrying on the business in the year 


exceeds 
(ii) an allowance or other deduction that 


(A) is deductible, under the agreement or law that creates 
the obligation described in paragraph (a), in computing 
the amount receivable by the government of the country, 
and 


(B) is intended to:take into account the taxpayer’s operat- 
ing and capital:costs of that production or extraction, and. 
can reasonably be.considered to have that effect, 


(c) would not, if this, Act were read without reference to subsec- 
tion (5), be an income or profits tax, and 


(d) is not identified as a royalty under the agreement that creates 
the obligation or under any law of the country; 


Related Provisions: 12(1)(0.1) — Production tax amount included in income; Reg. 
5910(4) — Definition applies to FAPI rules. 


History: The definition “production tax amount” added to subsec. 126(7) by 2001, c. 
17, subsec. 117(19), applicable to taxation years of a taxpayer that begin after the ear- 
lier of 


(a) December 31,, 1999; and. , 
(b) where, for the purposes of this subsec., a date is designated in writing the 
taxpayer and the designation is filed with the Minister of National Revenue on or 


before the taxpayer’s filing-due date for the taxpayer’s taxation year that ) eae: 
' June 14, 2001, the later of 


(i) the date so designated, and 
(ii) December 31, 1994. 
Regulations: 5910 (production sharing rules apply to foreign: affiliate system). 


“qualifying incomes” of a taxpayer from sources in a country 
means incomes from sources in the country, determined in accor- 
dance with subsection (9); 

Related Provisions: 126(6)(d) — Application to interest, paid by non-resident- 
Canadian business. 


History: The definition “qualifying incomes” in subsec. 126(7).amended by 2001, c. 
17, subsec. 117(14), applicable to. taxation years of a taxpayer that begin, after the. ear- 
lier of 


(a) December 31, 1999; and 
(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 
(i) the date so designated, and 
(ii) December 31, 1994. 
The definition formerly read: 
“qualifying incomes” of a taxpayer from, sources in a country means incomes 
from sources in the country, determined without reference to 
(a) any portion of income that was deductible under . subparagraph 
110(1)(f)G) in computing the taxpayer’s taxable income, 


(b) for the purpose of subparagraph 126(1)(b)(i), any: portion of income in. 
respect of which an amount was deducted under section 110.6 vy the tax- 
payer, and 


(c) any income froma source in the country if any income of the’ taxpayer 
from the source would be tax-exempt income; 


The definition “qualifying incomes” added to subsec.-126(7) by 1999, c. 22, subsec. 
47(7), applicable to taxation years that begin after February 24, 1998. 


“qualifying losses” of a taxpayer from sources in a country means 

losses from sources in the country, determined in accordance with 

subsection (9); 

History: The definition “qualifying losses” in subsec. 126(7) amended by 2001, c. 17, 

subsec. 117(14), applicable to taxation years of a taxpayer that begin after the earlier of 
(a) December 31, 1999; and 


(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 


(i) the date so designated, and 


S.126(7) tax 


(ii) December 31, 1994. 
The definition formerly read: 
“qualifying losses” of a taxpayer from sources in a country means losses from 
sources in the country, determined without reference to 
(a) any, portion of income. that. was deductible. under subparagraph 
110(1)(f)G) in computing the taxpayer’s taxable income, 


(b) for the purpose of subparagraph 126(1)(b)(i), any, portion of income. in 
respect of which an amount.was deducted by. the taxpayer under section 
110.6, and 


(c) any loss from a source in the country if any income of the taxpayer from 
the source would be tax-exempt income; 


The definition “qualifying losses” added to subsec:126(7) by 1999, c.:22; subsec. 
47(7), applicable to taxation years that begin after February 24, 1998. 


“related transactions”, in respect of a taxpayer’s ownership of a 
property ‘for a period, means transactions’ entered into by the 'tax- 
payer as part of the arrangement under which the property was 
owned; 


History: The definition “related transactions” added to subsec. 126(7) Dy, 19990)-¢° 22, 
subsec:-47(7), applicable to- 1998. et seq. 


“tax for the year otherwise payable under this Part” by a tax- 
payer means 


(a) in paragraph (1)(b) and. subsection (3), the amount deter- 
mined by the formula 


A—B 
where 


A‘ is'the amount that would-be the tax payable under this Part 
for the year by the taxpayer if that tax were determined with- 
out reference to section 120.3 and before making any deduc- 
tion under any of sections 121, 122.3, 125 to 127.41 and, if 
the taxpayer is a Canadian- controlled private corporation 
throughout the year, section 123.4, and 


B is the amounts, deemed by. subsections 120(2), and (2.2) to 
have been paid on account of tax payable under this Part by 
the taxpayer, 

(b) in subparagraph (2)(c)(i) and paragraph (2.2)(b), sa amount 

that would be the tax payable under this Part for the year by the 

taxpayer if that tax were determined without reference to sec- 
tions 120.3 and 123.3 and before making any deduction under 
any of sections 121 and 122.3, subsection 123.4(3), and sections 

124 to 127.41, and 


(c) in subsection (2.1), the amount that pais be the tax payable 
under this Part for the year by the taxpayer if that tax were deter- 
mined without reference to subsection 120(1) and sections 120.3 
and 123.3 and before making any deduction under any of sec- 
tions 121 and 122.3, subsection 123.4(3) and sections 124 to 
127.41; 


Related Provisions: 257 — Formula cannot calculate to less than zero. See also at 
end of s. 126. 


History: The definition “tax for the year otherwise payable under this Part’ in subsec. 
126(7) amended by 2001; c. 17, subsec. 117(15), applicable to 2001 et seg: The defini- 
tion formerly read: 

“tax for the year otherwise payable,under this Part” means 


(a) in paragraph (1)(b) and Plc aien (3); the amount ‘determined by the 
formula 


AOR 
where 


A is the amount that would be the tax payable under this Part for the year 
if that tax were determined without reference to section 120.3 and 
before making any deduction under any of sections 121, 122.3 and 125 
to 127.41, and 


Bis the amounts deemed by subsections 120(2) and (2.2) to have been 
paid on account of tax payable under this Part, ~ 

(b) in subparagraph (2)(c)(i) and paragraph (2.2)(b), the tax for the year pay- 

able under this Part (determined without reference to sections 120.3 and 

123.3 and before making any deduction under any of sections 121, 122.3 and 

124 to. 127.41), and 


(c) in subsection (2.1), the tax for the year payable under this Part (deter- 
mined without reference'to subsection 120(1) and sections 120.3 and 123.3 
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and before making any deduction under any of sections 121, 122.3 and 124 
to 127.41); 


The descriptions of A and B in para. (a), and paras. (b) and (c) of the definition “tax for 
the year otherwise payable under this Part” in subsec. 126(7) amended by 2000, c. 19, 
subsecs. 35(4)-(6), the description of A and paras. (b) and (c) applicable to 1998 er seq. 
and the description of B applicable to 1999 et seg. The descriptions and the paras. 
formerly read: 


A is the amount that would be the tax payable under this Part for the year if 
that tax were determined without reference to sections 120.1 and 120.3 and 
before making any deduction under any of sections 121, 122.3, 125 to 127 
and 127.2 to 127.41, and 


Bis the amount, if any, deemed by subsection 120(2) to have been paid on 
account of tax payable under this Part, 


(b) in subparagraph (2)(c)(i) and paragraph (2.2)(b), the tax for the year payable 
under this Part (determined without reference to sections 120.1, 120.3 and 123.3 
and before making any deduction under any of sections 121, 122.3, 124 to 127 
and 127.2 to 127.41), and 


(c) in subsection (2.1), the tax for the year payable under this Part (determined 
without reference to subsection 120(1) and sections 120.1, 120.3 and 123.3 and 
before making any deduction under any of sections 121, 122.3, 124 to 127 and 
127.2 to 127.41); 


Paras. (b) and (c) of the definition “tax for the year otherwise payable under this Part” 
in subsec. 126(7) amended by 1996, c. 21, s. 29, applicable to taxation years that end 
after June 1995. Paras. (b) and (c) formerly read: 


(b) in subparagraph (2)(c)(i) and paragraph (2.2)(b), the tax for the year payable 
under this Part (determined without reference to sections 120.1 and 120.3 and 
before making any deduction under any of sections 121, 122.3, 124 to 127 and 
127.2 to 127.41), and 


(c) in subsection (2.1), the tax for the year payable under this Part (determined 
without reference to subsection 120(1) and sections 120.1 and 120.3 and before 
making any deduction under any of sections 121, 122.3, 124 to 127 and 127.2 to 
127.41); 


The definition “tax for the year otherwise payable under this Part’ in subsec. 126(7) 
amended by 1995, c. 3, subsec. 36(1), applicable to taxation years that end after Febru- 
ary 22, 1994. The definition formerly read: 


“tax for the year otherwise payable under this Part” means 


(a) in paragraph (1)(b) and subsection (3), the amount determined by the 
formula 


A-B 
where 


Ais the amount that would be the tax payable under this Part for the year 
if that tax were determined without reference to sections 120.1 and 
120.3 of this Act and paragraph 123(1)(b) of the Income Tax Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, as it read in its applica- 
tion to taxation years beginning before December 22, 1989, and before 
making any deduction under any of sections 121, 122.3, 125 to 127 and 
127.2 to 127.4, and 
B _ is the amount, if any, deemed by subsection 120(2) to been paid on ac- 
count of tax payable under this Part for the year, 
(b) in subparagraph (2)(c)(i) and paragraph (2.2)(b), the tax for the year pay- 
able under this Part (determined without reference to sections 120.1 and 
120.3 of this Act and paragraph 123(1)(b) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, as it read in its application to 
taxation years beginning before December 22, 1989, and before making any 
deduction under any of sections 121, 122.3, 124 to 127 and 127.2 to 127.4), 
and ; 
(c) in subsection (2.1), the tax for the year payable under this Part (deter- 
mined without reference to subsection 120(1) and sections 120.1 and 120.3 
of this Act and paragraph 123(1)(b) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, as it read in its application to taxation 
years beginning before December 22, 1989, and before making any deduc- 
tion under any of sections 121, 122.3, 124 to 127 and 127.2 to 127.4); 
The description of A in para. (a), and paras. (b), (c) of “tax for the year...” in subsec. 
126(7) amended by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 103(4), (5), to add, in 
each, reference to s. 120.3 and “as it read in its application to taxation years beginning 
before December 22, 1989”, applicable to 1990 et seq. 
I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-270R3: Foreign tax credit. 


“tax-exempt income” means income of a taxpayer from a source in 
a country in respect of which 


(a) the taxpayer is, because of a tax treaty with that country, en- 
titled to an exemption from all income or profits taxes, imposed 
in that country, to which the treaty applies, and 


Income Tax Act, Part I, Division E 


(b) no income or profits tax to which the treaty does not apply is 


imposed in any country other than Canada; 


Related Provisions: 126(1.1)(f) — Application of definition to authorized foreign 


bank. 


/ 


History: The definition “tax-exempt income” added to subsec. 126(7) by 1999, c. 22, ) 


subsec. 47(7), applicable to taxation years that begin after February 24, 1998. 


Interpretation Bulletins: IT-395R2: Foreign tax credit — foreign-source capital | 


gains and losses. 


“taxing country” means a country (other than Canada) the govern- 
ment of which regularly imposes, in respect of income from busi- 
nesses carried on in the country, a levy or charge of general applica- 
tion that would, if this Act were read without reference to 
subsection (5), be an income or profits tax. 
Related Provisions: Reg. 5910(4) — Definition applies to FAPI rules. 
History: The definition “taxing country” added to subsec. 126(7) by 2001, c. 17, sub- 
sec. 117(19), applicable to taxation years of a taxpayer that begin after the earlier of 
(a) December 31, 1999; and 
(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 
(i) the date so designated, and 


(ii) December 31, 1994. 


“unused foreign tax credit” of a taxpayer in respect of a country 
for a taxation year means the amount, if any, by which 


(a) the business-income tax paid by the taxpayer for the year in 
respect of businesses carried on by the taxpayer in that country 


exceeds 


(b) the amount, if any, deductible under subsection (2) in respect 
of that country in computing the taxpayer’s tax payable under 
this Part for the year. 

Related Provisions: 152(6)(f.1) — Minister required to reassess past year to allow 


unused foreign tax credit; 257 — Formula cannot calculate to less than zero. See also at 
end of s. 126. 


History: The definition “unused foreign tax credit” in subsec. 126(7) amended by 
2001, c. 17, subsec. 117(15), applicable to 2001 et seg. The definition formerly read: 


“unused foreign tax credit” of a taxpayer in respect of a country for a taxation 
year means the amount determined by the formula 


A-(B+C) 
where 
Ais the business-income tax paid by the taxpayer for the year in respect of 
businesses carried on by the taxpayer in that country, 
B is the amount, if any, deductible under subsection (2) in respect of that coun- 
try in computing the taxpayer’s tax payable under this Part for the year, and 
C is that portion of business income tax paid by the taxpayer for the year in 
respect of businesses carried on by the taxpayer in that country that may 
reasonably be considered to have been deducted in computing the taxpayer’s 
tax payable under Part I.1 for the year. 
Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived); IT-520: Unused foreign tax credits —carryforward and 
carryback. 


CRA Audit Manual: 11.3.4: Tax credits. 


| 


(8) Deemed dividend — [SIFT] partnership — If an amount © 


is deemed by subsection 96(1.11) to be a taxable dividend received 
by a person in a taxation year of the person in respect of a partner- 
ship, and it is reasonable to consider that all or part of the amount 
(in this subsection referred to as the “foreign-source portion’) is at- 
tributable to income of the partnership from a source in a country 
other than Canada, the person is deemed for the purposes of this 
section to have an amount of income from that source for that taxa- 
tion year equal to the amount determined by the formula 


Ax B/C 


where 


A is the total amount included under subsection 82(1) in comput- 
ing the income of the person in respect of the taxable dividend 
for that taxation year; 


B is the foreign-source portion; and 
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C is the amount of the taxable dividend deemed to be sotto ni by 
the person. 


History: Subsec. 126(8) added by 2007, c. 29; 's. 15, deemed to have come into force 
on October 31,2006. 


Former subsec. 126(8) repealed by 2001, c. 17, subsec. 117(20), applicable after June 
27, 1999. Subsec. (8) formerly read: 


(8) Deemed separate source — For the purpose of this section, if any income 
from a source in a particular country would be tax-exempt income but for the 
fact that a portion of the income is subject to an income or profits tax imposed by 
the government of a-country, other than Canada or of a state, province or other 
political subdivision of such a country, the portion is deemed to be i income from 
a separate source in ‘the particular country. 


Former subsec. 126(8) added by 1999, c. 22, subsec. 47(8), applicable to taxation years 
that begin after February 24, 1998. 


(9) Computation of qualifying incomes and losses — The 
qualifying incomes and qualifying losses, for a taxation year of a 
taxpayer from sources in a country shall be determined 


(a) without reference to 


(i) any portion of income that was deductible under subpara- 
graph 110(1))G@) in computing the taxpayer’s taxable 
income, 


(11) for the purpose of subparagraph 126(1)(b)(i), any portion 
of income in respect of which an amount was deducted under 
section 110.6 in computing the taxpayer’s income, or 


(iti) any income or loss from a source in the country if any 
income of the taxpayer from the source would be tax-exempt 
income; and 


(b) as if the total of all amounts each of which is that portion of 
an amount deducted under subsection 66(4), 66.21(4), 66.7(2) or 
66.7(2.3) in computing those qualifying incomes and qualifying 
losses for the year that applies to those sources were the greater 
of 


(i) the total of all amounts each of which is that portion of an 
amount deducted under subsection 66(4), 66.21(4), 66.7(2) 
or 66.7(2.3) in computing the taxpayer’s income for the year 
that applies to those sources; and 


(ii) the total of 


(A) the portion of the maximum amount that would be 
deductible under subsection 66(4) in computing the tax- 
payer’s income for the year that applies to those sources if 
the amount determined under subparagraph 66(4)(b)(ii) 
for the taxpayer in. respect of the year were equal.to the 
amount, if any, by which the total of 


(1) the taxpayer’s foreign resource income (within the 
meaning assigned by subsection 66.21(1)) for the year 
in respect of the-country, determined as if the taxpayer 
had claimed the maximum amounts deductible for the 
year under subsections 66.7(2), and (2.3), and 


(11) all amounts each of which would have been an 
amount included in computing the taxpayer’s income 
for the year under subsection 59(1) in respect of:a dis- 
position of a foreign resource property in. respect of 
the country, determined as if each amount determined 
under subparagraph 59(1)(b)(ii) were nil, 


exceeds 


(IID) the total of all amounts each of which is a portion 
of an amount (other than a portion that results in a re- 
duction of the amount otherwise determined under 
subclause (I)) that applies to those sources and. that 
would be deducted under subsection 66.7(2) in com- 
puting the taxpayer’s income for the year if the maxi- 
mum amounts deductible for the year under that sub- 
section were deducted, 


| 126(4), (5); “individual” — 248(1); “non-business-income tax’? — 126(7); 
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(B) the maximum amount that would be deductible under 
subsection 66.21(4) in respect of those sources in comput- 
ing the taxpayer’s income for the year if 


(I) the amount deducted under subsection 66(4) in re- 
spect of those sources in computing the taxpayer’s in- 
come for the year were the amount determined under 
clause (A), 


(II) the amounts deducted under subsections. 66.7(2) 
and (2.3).in respect of those sources in computing the 
taxpayer's. income for the year were the maximum 
amounts deductible under those subsections, 


(III) for the purposes of the definition “cumulative for- 
eign resource expense” in subsection 66.21(1), the to- 
tal of the amounts designated under subparagraph 
59(1)(b)Gi) for the year in respect of dispositions by 
the taxpayer of foreign resource properties in respect 
of the country in the year were the maximum total that 
could. be so designated without any reduction in the 
maximum. amount that would be determined under 
clause (A) in respect.of the taxpayer for the year in 
respect of the country if no assumption had been made 
under subclause “(A)(II) in respect of designations 
made under subparagraph 59(1)(b)(11), and 


((1V) the amount determined _ under 
66.21(4)(b) were nil, and 


(C) the total of all amounts each of which is the maxi- 
mum amount, applicable to: one of those sources, that is 
deductible under, subsection 66.7(2) or (2.3) in computing 
the taxpayer’s income for the: year. 


Related Provisions: 248(1)‘foreign resource property” — Meaning of foreign re- 
source property in respect of a country. 


History: Subsec. 126(9), added by 2001, c. 17, subsec. 117(21), applicable to, taxation 
years of a taxpayer that begin after the earlier of 


(a) December 31, 1999; and 


(b) where, for the purposes of this subsec., a date is designated in writing by the 
taxpayer and the designation is filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer’s taxation year that includes 
June 14, 2001, the later of 


(i) the date so designated, and 
(ii) December 31, 1994. 


Related Provisions [s. 126]: 4(3) — Whether deductions are applicable to a partic- 
ular source; 60(0)(iii) — Deduction for legal expenses in appealing assessment of for- 
eign tax; 80.1(2) — Election re interest for expropriation assets required; 87(2.11) — 
Vertical amalgamations; 104(22)—(22.4) — Trusts — allocation of foreign-source in- 
come to beneficiaries; 127.54(2) — Minimum tax — foreign tax credit; 258(3) — Cer- 
tain dividends on preferred shares deemed to be interest; 258(5) — Deemed interest on 
certain shares; Canada-U.S. Tax Treaty:Art. XXIV — Elimination of double taxation. 


Selected Cases [s. 126]: Marchan vy. R:, [2008] 5 C.T:C. 2670 (TCC) (Taxpayer 
must prove amounts paid were foreign taxes); Meyer v. R., [2004] 2 C.T.C..2934 
(TCC) (Payment of tax in excess of legal liability not available for credit); Taylor v. 
Canada, [1991] 1 C.T.C. 304 (FCA) (No carryforward of “non-capital loss of other 
years” incurred during non-residency). 


_ paragraph 


Definitions [s. 126]: “amount”, “authorized foreign bank”, “business” — 248(1); 
“business-income tax” — 126(7); “Canada” — 255, Interpretation Act 35(1); “Cana- 
dian banking business” — 248(1); “capital property” — 54, 248(1); “commercial obli- 
gation” — 126(7); “common-law: partner’ — 248(1); “corporation” — 248(1), Jnter- 
pretation Act 35(1); “distribution year” — 126(2.22); “disposition”, “dividend” — 
248(1); “economic profit” — 126(7); “emigration year” — 126(2.21); “employ- 
ment” — 248(1); “foreign affiliate” —95(1), 248(1); “foreign oil and gas business” — 
126(7); “foreign resource property’ — 66(15), 248(1); “foreign resource property in 
respect of’ — 248(1); “foreign tax” — 126(4.2); “government of a country” — 
126(6)(a); “immovable” — Quebec Civil Code art. 900-907; “income or profits tax’”” — 
“non-resi- 
“oil or gas well” — 248(1); “person”, “pre- 
126(7); “property” — 248(1); “prov- 


dent” — 126(1.1)(a), 248(1); “office”, 
scribed” — 248(1); “production tax amount” — 


ince” — Interpretation Act 35(1); “qualifying incomes”, “qualifying losses” — 126(7), 
(9); “related transactions” — 126(7); “relevant foreign tax law” — 126(4.11); “resi- 
dent”, “resident in Canada” — 126(1.1)(a), 250; “share’”— 248(1); “source” — 
126(6)(c); “tax for the year otherwise payable” — 126(7); “taxable dividend’ — 89(1), 


248(1); “tax-exempt income” — 126(7); “tax payable” — 248(2); “tax treaty’, “taxable 


Canadian property” — 248(1); “taxable capital gain” — 38(a), 248(1); “taxable in- 
come” — 2(2), 248(1); “taxable income earned in Canada” — 248(1); “taxation 
year” — 249; “taxing country’’— 126(7); “taxpayer” — 248(1); “time of disposi- 
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tion” — 128.1(4)(b); “trust” — 104(1), 248(1), (3); “unused foreign tax credit” — 
126(7). 


1.T. Application Rules [s. 126]: 40(1), (2). 
Forms: T2209: Federal foreign tax credits. 


126.1 (1) [1993 UI premium tax credit] Definitions — In this 
section, 


“employer” at any time means any person or partnership (other 
than a person who at that time is exempt because of any of 
paragraphs 149(1)(a) to (d), (h.1), (0) to (0.2), (0.4) to (s) and (u) to 
(y) from tax under this Part on all or part of the person’s taxable 
income) that has a qualifying employee in 1992 or 1993; 


“qualifying employee” of an employer means, 


(a) where the employer is not exempt because of subsection 
149(1) from tax under this Part on all or part of the employer’s 
taxable income, 


(i) any employee of the employer, other than any employee 
whose remuneration is not deductible in computing income 
from a business or property, and 


(ii) any person in respect of whom the employer is deemed 
under any regulation under the Unemployment Insurance Act 
to be an employer for the purpose of determining an em- 
ployer’s UI premium, and 


(b) in any other case, any employee of the employer; 


“qualifying employer premium” for a period of an employer 
means that portion of the employer’s UI premium that can reasona- 
bly be attributed to the remuneration paid in the period to qualifying 
employees of the employer; 


“remittance date” for 1993 of an employer means the day pre- 
scribed under the Unemployment Insurance Act on or before which 
the employer is required to remit a UI premium in respect of remu- 
neration paid in 1993; 


“UI premium” of an employer means a premium under subsection 
51(2) of the Unemployment Insurance Act payable, 


(a) where the employer is a partnership, by the members of the 
partnership in respect of remuneration paid by the partnership to 
employees of the partnership, and 


(b) in any other case, by the employer. 


“1992 cumulative premium base” of an employer on any particu- 
lar day means the total of all qualifying employer premiums of the 
employer for the period beginning on January 1, 1992 and ending 
on the day that is 365 days earlier than the particular day that be- 
came payable on or before the last day of that period; 


“1992 premium base” of an employer means the total of all quali- 
fying employer premiums for 1992 of the employer; 


“1993 cumulative premium base” of an employer on any particu- 
lar day means the total of all qualifying employer premiums of the 
employer for the period beginning on January 1, 1993 and ending 
on the particular day that became payable on or before the last day 
of that period; 


“1993 premium base” of an employer means the total of all quali- 
fying employer premiums for 1993 of the employer; 
(2) Associated employers — For the purposes of this section, 


(a) employers that are corporations that are associated with each 
other at any time shall be deemed to be employers that are asso- 
ciated with each other at that time; and 


(b) where 2 employers 


(i) would, but for this paragraph, not be associated with each 
other at any time, and 


(ii) are associated, or are deemed by this subsection to be as- 
sociated, with another corporation at that time, 


Income Tax Act, Part I, Division E 


they shall be deemed to be associated with each other at that 
time. 


(3) Idem — In determining for the purpose of this section whether 
2 or more employers are associated with each other at any time, and 
in determining whether an employer is at any time a specified em- 
ployer in relation to another employer, 


(a) where an employer at any time is an individual, the employer 
shall be deemed at that time to be a corporation all the issued 
shares of the capital stock of which, having full voting rights 
under all circumstances, are owned by the individual; and 


(b) where an employer at any time is a partnership, 


(i) the employer shall be deemed at that time to be a corpora- 
tion having one class of issued shares, which shares have full 
voting rights under all circumstances, and 


(ii) each member of the partnership shall be deemed to own 
at that time the greatest proportion of the number of issued 
shares of the capital stock of the corporation that 


(A) the member’s share of the income or loss of the part- 
nership from any source for the fiscal period of the part- 
nership that includes that time 


is of 
(B) the income or loss of the partnership from that source 
for that period 


and for the purpose of this paragraph, where the income and 
loss of the partnership from any source for that period are nil, 
that proportion shall be computed as if the partnership had 
income from that source for that period in the amount of 
$1,000,000. 


(4) Business carried on by another employer — Where at 
any time before 1994 an employer (referred to in this subsection 
and subsection (5) as the “successor’) carries on, as a separate busi- 
ness or as part of another business, a business or part of a business 
that was carried on at any earlier time after 1991 by a specified 
employer in relation to the successor (which business or part of a 
business is referred to in this subsection as the “specified busi- 
ness”), in determining 


(a) the UI premium tax credit of the specified employer and the 
successor, and 


(b) each amount that is or would, but for subsection (13), be 
deemed by subsection (12) to be paid to the specified employer 
or the successor at any time after the successor began to carry on 
the specified business, 


that portion of the qualifying employer premiums for any period of 
the specified employer that can reasonably be considered to relate 
to the specified business shall be deemed not to be qualifying em- 
ployer premiums for the period of the specified employer and to be 
qualifying employer premiums for the period of the successor. 


(5) Definition of “specified employer” — For the purposes of 
subsection (4), “specified employer” at any time in relation to a suc- 


cessor means any particular employer with whom the successor at 


that time is not or would not be dealing at arm’s length if, 


(a) where the particular employer ceased to exist before that 
time, the particular employer were in existence at that time, and 


(b) the particular employer were controlled at that time by each 
person or group of persons who at any time in 1992 or 1993 
controlled the particular employer, 


except that a particular employer is not a specified employer in rela- 
tion to a successor where the successor is, for the purposes of this 
section, deemed by paragraph 87(2)(mm) or 88(1)(e.2) to be a con- 
tinuation of, and the same corporation as, the particular employer. 


(6) Ul premium tax credit — Where an employer (other than a 
partnership) files with the Minister a prescribed form containing 
prescribed information, an overpayment on account of the em- 
ployer’s liability under this Part for the employer’s last taxation 
year beginning before 1994 equal to the employer’s UI premium tax 
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credit shall be deemed to have arisen on the later of March 1, 1994 
and the day on which the form is so filed. 

Related Provisions: 87(2)(mm)— Amalgamations — continuing _ corporation; 
126.1(11) — UI premium tax credit — associated employers; 152(1.2) — Provisions 


applicable to determination of overpayment; 152(3.4), (3.5) — Determination of credit 
by Minister; 164(1.6) — Refund of credit by Minister. 


(7) \dem — Where a member of a partnership, acting on behalf of 
all of the members of the partnership, files with the Minister a pre- 
scribed form containing prescribed information, an overpayment on 
account of each taxpayer’s liability under this Part for the tax- 
payer’s last taxation year beginning before 1994 equal to that por- 
tion of the partnership’s UI premium tax credit that can reasonably 
be considered to be the taxpayer’s share thereof shall be deemed to 
have arisen on the later of March '1, 1994 and the day on which the 
form is so filed. 


Related Provisions: 152(3.4), (3.5)— Determination of credit ee Minister; 
164(1.6) — Refund of credit, by Minister. ? 


(8) Definition of “Ul premium tax credit” — For the purposes 
of this section, an employer’s “UI tee tax credit” is the lesser 
of 


(a) the amount, if any, by which $30,000 exceeds the amount, if 
any, by which the employer’s 1992 premium base exceeds 
$30,000, and 


(b) the amount, if any, by which the employer’s 1993, premium 
base exceeds the employer’s 1992 premium base, 


unless the employer is associated at the end of 1993 with any other 
employer, in which case, subject to subsection (11), the gs ge 
UI premium tax credit is nil. 


(9) Allocation by associated employers — An employer that 
is a member of a group of employers that are associated with each 
other at the end of 1993 (referred to in this subsection and in sub- 
sections (10) and (11) as “associated employers”) may file with the 
Minister an agreement in prescribed form on behalf of the associ- 
ated employers allocating among them an amount not exceeding the 
lesser of 


(a) the amount, if any, by which $30,000 exceeds the amount, if 
any, by which the total of the 1992 premium bases of all of the 
associated employers exceeds $30,000, and 


(b) the amount, if any, by which 


(i) the total of the 1993 premium bases of all of the associ- 
ated employers 


exceeds 


(ii) the total of the 1992 premium bases of all of the associ- 
ated employers. 


(10) Allocation by the Minister — The Minister may request 
any of the associated employers to file with the Minister an agree- 
ment referred to in subsection (9) and, where the employer does not 
file the agreement within 30 days after receiving the request, the 
Minister may allocate among them an amount not exceeding the 
lesser of the amounts determined under paragraphs (9)(a) and (b). 


(11) Ul premium tax credit — associated employers — For 
the purposes of this section, the least amount allocated to an associ- 
ated employer under an agreement described in subsection (9) or 
the amount allocated to the employer by the Minister under subsec- 
tion (10), as the case may be, is the UI premium tax credit of the 
employer. 


(12) Prepayment of UI premium tax credit — Where before 
March 1994 an employer or, where the employer is a partnership, 
any member of the partnership acting on behalf of all of the mem- 
bers of the partnership, files with the Minister a prescribed form 
containing prescribed information, the Minister shall, subject to 
subsection (13), be deemed to have paid to the employer on account 
of the overpayment determined under subsection (6) in respect of 
the employer, and the employer shall be deemed, for the purpose of 
paragraph 12(1)(x), to have received and, for the purposes of the 
Unemployment Insurance Act and regulations made under it, to 
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have remitted to the Receiver General on account of the employer’s 
UI premium, on each remittance date for 1993, an amount that is 
equal to, 


(a) where the employer was not associated with any other em- 
ployer on the remittance date, the lesser of 


(i) the amount, if any, by which the lesser of 


(A) the amount, if any, by which $30,000 exceeds. the 
amount, if any, by which the 1992 premium base. of the 
employer exceeds $30,000, and 


(B) the amount, if any, by which 


(I) the 1993 cumulative premium base of the employer 
on the remittance date 


exceeds 


(II) the 1992 cumulative premium base of the em- 
ployer on the remittance date 


exceeds the total of alli amounts deemed or that would, but 
for subsection (13), be deemed by this subsection to have 
been paid to the employer before the remittance date, and 


(ii) the amount determined by the formula 


A=(B+C) 
where 


A. is the total of all UI premiums of the employer payable on 
or before the remittance date that can reasonably be at- 
tributed to remuneration paid in the period beginning on 
January 1, 1993. and ending on the remittance date, 


B is the total of all amounts (determined without reference 
to this subsection) remitted by the employer to the Re- 
ceiver General on or before the remittance date on, ac- 
count of the UI premiums referred to in the description. of 
A, and 


C is the total of all amounts deemed or that would, but for 
subsection (13), be deemed by this subsection to have 
been paid to the employer before the remittance date; and 


(b) where the employer (in this paragraph referred to as the “par- 
ticular employer’) was associated on the remittance date with 
any other employer (in this paragraph referred to as an “associ- 
ated employer’), the lesser of 


(i) the amount that would be determined under paragraph (a) 
in respect of the particular employer on the remittance date if 
the particular employer were not associated on the remittance 
date with any other employer, and 


(ii) the amount, if any, by which the lesser of 


(A) the amount, if any, by which $30,000 exceeds. the 
amount, if any, by which the total of the 1992 premium 
bases of the particular employer and all associated em- 
ployers exceeds $30,000, and 


(B) the amount, if any, by which 
(1) the total of all amounts each of which is the 1993 


cumulative premium base of the particular employer 
or an associated employer on the remittance date 


exceeds 


(ID) the total of all amounts each of which is the 1992 
cumulative premium base of the particular employer 
or an associated employer on the remittance date 


exceeds the total of 


(C) all amounts each of which is an amount deemed or 
that would, but for subsection (13), be deemed by. this 
subsection to have been paid to the particular employer or 
an associated employer before the remittance date, and 


(D) all amounts each of which is an amount that would be 
determined under subparagraph (a)(ii) in_respect of an as- 
sociated employer on the remittance date if the associated 
employer were not associated on that date with any other 
employer. 


S. 126.1(12) 


Related Provisions: 126.1(13) — Amount deemed paid to a partnership; 126.1(14), 
(15) — Excess prepayments; 257 — Formula cannot calculate to less than zero. 


(13) Idem — Where an amount would, but for this subsection, be 
deemed by subsection (12) to be paid at any time to a partnership, 
that portion of the amount that can reasonably be considered to be a 
taxpayer’s share of it shall be deemed not to have been paid to the 
partnership and to have been paid at that time by the Minister to the 
taxpayer on account of the overpayment determined under subsec- 
tion (7) in respect of the taxpayer. 


(14) Excess prepayment — Where the total of all amounts paid 
under subsection (12) to a taxpayer exceeds the taxpayer’s UI pre- 
mium tax credit, the excess shall be deemed to have been refunded 
to the taxpayer, on the taxpayer’s last remittance date for 1993, on 
account of the taxpayer’s liability under this Part for the taxpayer’s 
last taxation year beginning before 1994. 


(15) Idem — Where the total of all amounts paid under subsection 
(13) to a taxpayer in respect of a partnership exceeds that portion of 
the partnership’s UJ premium tax credit that can reasonably be con- 
sidered to be the taxpayer’s share of it, the excess shall be deemed 
to have been refunded to the taxpayer, on the partnership’s last re- 
mittance date for 1993, on account of the taxpayer’s liability under 
this Part for the taxpayer’s last taxation year beginning before 1994. 


Proposed Repeal — 126.1 
Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 82, will re- 
peal s. 126.1, applicable in respect of forms filed after March 20, 2003. 
Technical Notes (July 2010): Section 126.1 provides certain employers with a 
refundable tax credit to offset the increase in the employer’s portion of 1993 ata 
ment insurance premiums. 


This section has lapsed, and is repealed i in respect of forms filed after March 20, 2003. 


History [s. 126.1]: S. 126.1 enacted by 1994, c: 8, s. 14, applicable after 1992. 


Definitions [s. 126.1]: “1992 cumulative premium base”, “1992 premium base”, 
“1993 cumulative premium base”, “1993 premium base” —'126.1(1); “arm’s 
length” — 251; “associated” — 126.1(2), (3), 256; “business” — 248(1); “class” — 
248(6); “corporation” — 248(1), Interpretation Act 35(1); “employee” — 248(1); “em- 
ployer” — 126.1(1); “fiscal period” — 249.1; “individual”, “Minister” — 248(1); “pre- 
scribed”, “property” — 248(1); “qualifying employee” — 126.1(1); “qualifying em- 
ployer” — 126.1(1), (4); “remittance date” — 126.1(1); “share” — 248(1); “specified 
employer” — 126.1(5); “successor” — 126.1(4);. “taxation year’? — 249; “UI pre- 
mium” — 126.1(1); “UI premium tax credit’ — 126.1(8), (11). 


127. [Investment tax credit, logging credit and political 
credit] — (1) Logging tax deduction [credit] — There may be 
deducted from the tax otherwise payable by a taxpayer under this 
Part for a taxation year an amount equal to the lesser of 


(a) 7 of any logging tax paid by the taxpayer to the government 
of a province in respect of income for the year from logging 
operations in the province, and 


(b) 673% of the taxpayer’s income for the year from logging op- 
erations in the province referred to in paragraph (a), 


except that in no case shall the total of amounts in respect of all 
provinces that would otherwise be deductible under this subsection 
from the tax otherwise payable under this Part for the year by the 
taxpayer exceed 673% of the amount that would be the taxpayer’s 
taxable income for the year or taxable income earned in Canada for 
the year, as the case may be, if this Part were read without reference 
to paragraphs 60(b), (c) to (c.2), (i) and (v) and sections 62, 63 and 
64 


Related Provisions: 117(1) — “Tax otherwise payable”. 


History: That portion of subsec. 127(1) following para. (b) amended by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 68(1), applicable to 1991 et seg. That portion formerly 
read: 


except that in no case shall the total of amounts in respect of all provinces that 
would otherwise be deductible under this section from the tax otherwise payable 
by the taxpayer under this Part for the year exceed 67/3% of the taxpayer’s taxa- 
ble income for the year or taxable income earned in Canada for the year, as the 
case may be. 
Selected Cases [subsec. 127(1)]: R. v. British Columbia Forest Products Ltd., 
[1986] 1 C.T.C. 1 (FCA); leave to appeal to SCC refused (Feb. 28, 1986), Doc. 19677 
[unreported] (Investment tax credit must be deducted from capital cost where taxpayer 
received assistance from government as a deduction from tax); MacMillan Bloedel 
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(Alberni) Ltd. v. MNR, [1973] C.T.C. 295 (FCTD) (Interest received by taxpayer on | 
promissory note from subsidiary deducted from income when calculating logging tax | 
credit). 
Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money | 
(archived). 

Forms: T2 SCH 5: Tax calculation supplementary — corporations. 


(2) Definitions — In subsection (1), 


“income for the year from logging operations in the province” — 
has the meaning assigned by regulation; ) 


Regulations: 700(1), (2) (meaning of “income for the year from logging operations in . 
a province”). | 


“Jogging tax” means a tax imposed by the legislature of a province | 
that is declared by regulation to be a tax of general application on — 
income from logging operations. | 
Regulations: 700(3) (provinces are B.C. and Quebec). 

Selected Cases [Subsec. 127(2)]: British Columbia Forest Products Ltd. v. MNR, 


{1971] C.T.C. 270 (SCC) (Computation of income “from all sources” to be determined 
under provisions. of the Act less allowable deductions). 


(3) Monetary contributions — Canada Elections Act— 
There may be deducted from the tax otherwise payable by a tax- 
payer. under this Part for a taxation year in respect of the total of all 
amounts each of which is a monetary contribution referred to in the 
Canada Elections Act made by the taxpayer in the year to a regis- 
tered party, a provincial division of a registered party, a registered 
association or a candidate, as those terms are defined in that Act, 


soe Proposed Amendment — 127(3) opening words | 


(3) [Political] Contributions to registered parties and — 
candidates — There may be deducted from the tax otherwise — 
payable by a taxpayer under this Part for a taxation year in respect _ 
of the total of all amounts each of which is the eligible amount of | 
a monetary contribution. that is referred to in the Canada Elections _ 
Act and that is made by the taxpayer in the year to a registered _ 
party, a registered association or a candidate, as those terms ay 
defined i in that Act, L 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 83(5), 
will amend the « opening \ words of subsec. 127(3) to read as above, applicable to mon- 
etary contributions made after December 20, 2002, except that for monetary contri- 
butions made before 2004, the expression “to a registered party, a registered associa- 
tion or a candidate” is to be read as “to a registered party or a candidate”. 


Technical Notes (July 2010): Subsection 127(3) provides a tax credit to a tax- 


payer in respect of amounts contributed to a registered party or to a candidate. Sub- 
section 127(3) is amended consequential to the addition of new subsections 248(31) 
and (32), to provide that the amount of a contribution that is eligible for the political 
contributions tax credit is to be reduced by the amount of any advantage or benefit, 
as defined by subsection 248(32), to which the taxpayer is entitled in rope of the 
contribution. Subsection 127(3) is also amended to remove the reference to “a pro- 
vincial division of a registered party”. These amendments are gore apple able to : 
monetary contributions made after December 20, 2002. iS 


For additional details, see the commentary to new subsections 248(31) and G2) re 
garding the amount of the advantage in respect of a contribution. 


Proposed Amendment — 127(8) opening words — 


(3) [Political] Contributions: to registered - parties, 
candidates and Senate nominees — There may be deducted ~ 
from the tax otherwise payable by a taxpayer under this Part for a 
taxation year in respect of the total of all amounts each of which is © 
a monetary contribution made under the Canada Elections Act or 
the Senate Appointment Consultations Act by the taxpayer in the 
year to a registered party, a provincial division of a registered 
party, a registered association or a candidate, as those terms are 
defined in the Canada Elections Act, or to a nominee as that term» 
is defined in the Senate Appointment Consultations Act, . 1 
Application: Former Bill C-20 (2007; requires re-introduction), subsec. 125(1), will | 
amend the opening words of subsec. 127(3) to read as aboye, in force six months 


after Royal Assent. On the later of the coming into force of former Bill C10 and this 
amendment, the opening words are amended to read as follows: ‘ 


(3) Contributions to registered parties, candidates and Senate nomic 
nees — There may be deducted from the tax otherwise payable by a taxpayer 
under this Part for a taxation year in respect of the total of all amounts, each of 
which is the eligible amount of a monetary contribution made under the Can- 
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[ ada Elections Act or the Senate Appointment Consultations Act by the taxpayer : 
ee in the year to a registered party, a pena divi J 


(a) when that total does not. exceed $400, 75%. of that total, 


(b) when that total exceeds $400.and does not exceed $750, 
$300 plus 50% of the amount by which that total exceeds $400, 
and 


(c) when that total exceeds $750, the lesser of 

(i) $650, and 

(ii) $475 plus 33'3% of the amount by which the total ex- 

ceeds $750, 
if payment of each monetary contribution that is included in that 
total is evidenced by filing with the Minister a receipt, signed by the 
agent authorized under that Act to accept that monetary contribu- 
tion, that contains prescribed information. 


Royal eee’ 


Related Provisions: 18(1)(n) — No deduction from income for political contribu- 
tions; 120(4) — “Tax otherwise payable under this Part”; 127(3.1) — Issue of receipts; 
127(3.2) — Authorization required for receipts from registered associations; 
127(3.3) — No receipts to be issued while judicial deregistration of party is pending; 
127(4) — Interpretation; 127(4.2) — Allocation of amount contributed among partners; 
230.1 — Books and records relating to political contributions; 248(30)—(33) — Eligible 
amount of monetary contribution; 248(41) — Donation value deemed nil if taxpayer 
does not inform donee of circumstances requiring reduction. 


History: Subsec. 127(3) amended by 2003, c. 19, s. 73, applicable to monetary contri- 
butions made in taxation years ending after 2003, except that 


(a) for monetary contributions made in 2004 taxation years but before the day on 
which the amendment to s. 230.1 comes into force [Jan. 1, 2004], the preamble to 
subsec. 127(3) is to be read by replacing “to a registered party, a registered associ- 
ation, or a candidate” with “to a registered party or a candidate”; 


(b) if the day on which the amendment to s. 230.1 comes into force [Jan. 1, 2004] 
occurs during an election period, within the meaning assigned by the Canada Elec- 
tions Act, the preamble to subsec. 127(3) is to be read, in respect of that election, as 
described in (a) above. 


This transitional rule in para. (a) above is technically meaningless because it does not 
refer to the words “a provincial division of a registered party”, which were added at the 
Commons committee stage before the 2003 election financing bill received: Third 
Reading in the House of Commons. 


Subsec. 127(3) formerly read: 


(3). Contributions. to registered parties and _ candidates . [political 
contribution credit] — There may be deducted from the tax otherwise payable 
by a taxpayer under this Part for a taxation year in respect of the total of all 
amounts each of which is a monetary contribution made by the taxpayer in the 
year to a registered party or to a candidate whose nomination has been confirmed 
in an election of a member or members to serve in the House of Commons of 
Canada (in this section referred to as “the total’), 


(a) 75% of the total, ifthe total does not exceed $200, 
(b) $150 plus 50% of the amount by which the total exceeds $200, if the 
total exceeds $200 and: does not exceed $550, or 
(c) the lesser of 
(i) $325 plus 33'/3% of the amount by which the total exceeds $550, and 
(ii) $500, 
if payment of each monetary contribution that is included in the total is proven 
by filing a receipt with the Minister, signed by a registered agent of the regis- 


tered party or by the official agent of the candidate whose nomination has been 
confirmed, as the case may be, that contains prescribed information. 


S..127(3.2) 


Subsec. 127(3) amended by 2000;'c. 9, s. 560, applicable to 2000 et seg. except that, in 
its application to money contributions made after 1999 and before September 1, 2000 
(the in-force date of 2000, c. 9), the references in 127(3) to “a monetary contribution 
made’, “monetary contribution” and a “candidate whose nomination has been con- 
firmed” shall be read as references to “an amount contributed”, “amount contributed” 
and “an officially nominated candidate”, respectively. Subsec. 127(3) formerly read: 


(3) There may be deducted from the tax otherwise payable by a taxpayer under 
this Part for a taxation year in respect of the total of all amounts each of which is 
an amount contributed by the taxpayer in the year to a registered party or to an 
officially nominated candidate at an election of a member or members to serve in 
the House of Commons of Canada (in this section referred to as “the total”), 


(a) 75% of the total if the total does not exceed $100, 


(b) $75 plus 50% of the amount by which the total exceeds, $100 if the total 
exceeds $100 and does not exceed $550, or 


(c) the lesser of 


(i) $300 plus 33'/3% of the amount by which the total exceeds $550 if 
the total exceeds $550, and 
(ii) $500, 


if payment of each amount contributed that is included in the total is proven by 
filing a receipt with the Minister, signed by a registered agent of the registered 
party or by the official agent of the officially nominated candidate, as the case 
may be, that contains prescribed information. 


Regulations: 2000 (prescribed information). 


Information Circulars: 75-2R7: Contributions to a registered party, a registered 
association: or to a candidate at. a federal election. 


Forms: T2092: Contributions to a registered party or to a registered association — 
information return; T2093: Contributions to a candidate at an election — information 
return. 


(3.1) Issue of receipts — A receipt referred to in subsection (3) 
must be issued only in respect of the monetary contribution that it 
provides evidence for and only to the contributor who made it. 


Related Provisions: 238(1)— Offences. 


History: Subsec. 127(3.1) amended by 2003, c. 19, s..73, applicable to monetary con- 
tributions made in taxation years ending after 2003. The subsec, formerly read: 


(3.1) A receipt referred to in subsection (3) shall not be issued 
(a) by a registered agent of a registered party, or 
(b) by an official agent of a candidate whose nomination has been confirmed 


otherwise than in respect of a monetary contribution and to the contributor who 
made it. 


Subsec. 127(3.1) amended by 2000, c. 9,,\s. 560, in force September 1, 2000. The sub- 
sec. formerly read: 


(3.1) A receipt referred to in subsection (3) shall not be issued 
(a) by a registered agent of a registered party, or 
(b) by an official agent of an officially nominated candidate 


otherwise than in respect of an amount contributed and to the contributor of such 
an amount. 


(3.2) Authorization required for receipts from registered 
associations — No agent of a registered association of a regis- 
tered party shall issue a receipt referred to in subsection (3) unless 
the leader of the registered party has, in writing, notified the finan- 
cial agent, as referred to in the Canada Elections Act, of the regis- 
tered association that its agents are authorized to issue those 
receipts. 


Related Provisions: 238(1) — Offences. 


History: Subsec. 127(3.2) amended by 2003, c. 19, s. 73, applicable to monetary con- 
tributions made in taxation years ending after 2003. The subsec. formerly read: 


(3.2) Deposit of amounts contributed — An official agent of a candidate 
whose nomination has been confirmed — other than in an electoral district re- 
ferred'to in Schedule 3 to the Canada Elections Act — who receives a monetary 
contribution, shall without delay deposit it in an account in the name of the offi- 
cial agent, in his or her capacity as such, in a branch or other office in Canada of 
a Canadian financial institution as defined in section 2 of the Bank Act, or in.an 
authorized foreign bank, as defined in that section, that is not subject to the re- 
strictions and requirements referred to in subsection 524(2) of that, Act. 


Subsec, 127(3.2) amended by 2000, c. 9, s..560, in force September 1, 2000. The sub- 
sec: formerly read: 


(3.2) Where an amount contributed has been received by an official agent of an 
officially nominated candidate other than an officially nominated candidate in 
any of the electoral districts referred to in Schedule III to: the Canada Elections 
Act, the official agent shall forthwith deposit that amount contributed in an ac- 
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count standing to the credit of the official agent in the agent’s capacity as such in 
the records of a branch or other office! in Canada of 
(a) a bank; 
(b) a corporation that is licensed or otherwise authorized under the laws of 
Canada or a province to carry on in Canada the business of offering to the 
public its services as trustee, or 
(c) a credit union. 


Information. Circulars: 75-2R7: Contributions to a registered party, a registered 
association or to a candidate at a federal election. 


(3.3) Prohibition — issuance of receipts — If the Commis- 
sioner of Canada Elections makes an application under subsection 
521.1(2) of the Canada Elections Act in respect of a registered 
party, no registered agent of the party — including, for greater cer- 
tainty, a registered agent appointed by a provincial division of the 


the party shall issue a receipt referred to in subsection (3) unless the 
Commissioner withdraws the application or the court makes an or- 
der under subsection 521.1(6) of that Act or dismisses the applica- 
tion. 

History: Subsec. 127(3.3) added by 2004, c. 24, s. 24, effective May 15, 2004, subject 
to 2006, c. 1, s. 26 which reads as follows: 


26. Review — Within two years after the coming into force of this section, the 
committee of the Senate that normally considers electoral matters, and-the com- 
mittee of the House of Commons that normally considers electoral matters, shall 
each undertake a comprehensive review of the amendments made by this Act 
and submit a report to its House containing its recommendations. concerning 
those amendments. 


(4) [Repealed] 


History: Subsec. 127(4) repealed by 2003, c. 19, s. 73, applicable to monetary contri- 
butions made in taxation years ending after 2003. The subsec. formerly read: 


(4) Definitions — In subsections (3), (3.1), (3.2) and (4.1), the terms “official 
agent”, “registered agent” and “registered party” have the meanings assigned to 
them by subsection 2(1) of the Canada Elections Act and the expression “candi- 
date whose nomination has been confirmed” means a person whom the returning 
officer has, under subsection 71(1) of that Act, confirmed as a candidate in an 
election. 


Subsec. 127(4) amended by 2000, c. 9, s. 560, in force September 1, 2000. The subsec. 
formerly read: 


(4) In subsections (3), (3.1), (3.2) and (4.1), the terms “official agent”, “regis- 
tered agent” and “registered party” have the meanings assigned to them by sec- 
tion 2 of the Canada Elections Act and the term “officially nominated candidate” 
means a person in respect of whom a nomination paper and deposit have been 
filed as referred to in the definition “‘official nomination” in that section of that 
Act. 


(4.1) Monetary contributions — form and content — For the 
purpose of subsections (3) and (3.1), a monetary contribution made 
by a taxpayer may be in the form of cash or of a negotiable instru- 
ment issued by the taxpayer. However, it does not include 


(a) a monetary contribution that a taxpayer who is an agent au- 
thorized under the Canada Elections Act to accept monetary 
contributions makes in that capacity; or 


(b) a monetary, contribution in respect of which a taxpayer has 
received or is entitled to receive a financial benefit of any kind 
(other than a prescribed financial benefit or a deduction under 
subsection (3)) from a government, municipality or other public 
authority, whether as a grant, subsidy, forgivable loan or deduc- 
tion from tax or an allowance or otherwise. 


Related Provisions: 237.1(1 
gistration requirement. 


History: Opening words of subsec. 127(4.1) amended to substitute “(3) and (3.1)” for 
“(3), (3.1) and (4.2)” by 2006, c. 9, subsec. 64(1), in force on January 1, 2007 but not 
applicable in respect of monetary contributions made before that day. 


)*gifting arrangement”, “tax shelter” — Tax shelter re- 


Subsec. 127(4.1) amended by 2003, c. 19, s. 73, applicable to monetary contributions 
made in taxation years ending after 2003. The subsec. formerly read: 


(4.1) Definition of [“monetary contribution’] “amount contributed” — In sub- 
sections (3), (3.1), (3.2) and (4.2),\“‘monetary contribution” made by a taxpayer 
means a contribution made by the taxpayer to a registered party or to a candidate 
whose nomination has been confirmed in the form of cash or in the form of a 
negotiable instrument issued by the taxpayer, but does not include 


(a) a monetary contribution made by an official agent of a candidate whose 
nomination has been confirmed or a registered agent of a registered party (in 


Income Tax Act, Part I, Division E | 


the agent’s capacity as official agent or registered agent, as the case may be) 
to another such official agent or registered agent, as the case may be; or 


(b) a monetary contribution in respect of which the taxpayer has received or | 
is entitled to receive a financial benefit of any kind (other than a prescribed 
financial benefit or a deduction under subsection (3)) from a government, 
municipality or other public authority, whether as a grant, subsidy, forgiva- 

ble loan or deduction from tax or an allowance or otherwise. | 


Subsec. 127(4.1) amended by 2000, c. 9, s. 560, in force September 1, 2000. The sub- 
sec. formerly read: 


(4.1) In subsections (3), (3.1) and (3.2), “amount contributed” by a taxpayer 
means a contribution by the taxpayer to a registered party or an officially nomi- 
nated candidate in the form of cash or in the form of a negotiable instrument 
issued by the taxpayer, but does not include 


(a) a contribution made by an official agent of an officially nominated candi- 
date or a registered agent of a registered party (in the agent’s capacity as 
such official agent or registered agent, as the case may be) to another such 
official agent or registered agent, as the case may be; or 


(b) a contribution in respect of which the taxpayer has received or is entitled 
to receive a financial benefit of any kind (other than’a prescribed financial 
benefit or a deduction pursuant to subsection (3)) from a government, mu- 
nicipality or other public authority, whether as a grant, subsidy, forgivable 
loan or deduction from tax or an allowance or otherwise. 


(4.2) [Repealed] 


History: Subsec. 127(4.2) repealed by 2006, c. 9, subsec. 64(2), in force on January 1, 
2007 but not applicable in respect.of monetary contributions made before that day, The 
subsec. formerly read: 


(4.2) Allocation of amount contributed among partners — Where a taxpayer 
was, at the end of a taxation year of a partnership, a member of the partnership, 
the taxpayer’s share of any monetary contribution made by the partnership in 
that taxation year that would, if the partnership were a person, be a monetary 
contribution referred to in subsection (3), is, for the purposes of that subsection, 
deemed to be a monetary contribution made by the taxpayer in the taxpayer’s 
taxation year in which the taxation ite of the partnership ended. 


roposed Amendment — — 124 2) before repeal 


4. 2 "Allocation of amount contributed among partners — If at the end of L 

fiscal period of a partnership. a taxpayer is a member of the partnership, ‘the 1 
payer’s share of the total that would, if the partnership were a person and its fiscal 
period were its taxation year, be the total referred to in subsection (3) in respect of 
the partnership for that taxation year is deemed for the purpose of that subsection t 


be a “monetary contribution made by the taxpayer i in the taxpayer’s taxation oe in : 


App cation: ‘The ay 16, 201 drat legislation oe 1 ian she 8306), | 
will amend subsec. 127(4.2) to read as above, applicable to monetary contributions _ 
made after December 20, 2002 (and until the Tepeal of the provision, by subsec. 
83(7) of the July 16, 2010 draft legislation). : 


Technical Notes. (July 2010): Subsection, 12704. 2) alow: the tax ‘benelits OfF 
political con tions: made by a partnership to be flowed through to its members. 
Se 127(4.2) a juential to ‘the: amendment of subsection 
127(3), applicable to ntributions made after December 20, 2002, to provide the 
amount of a contribution that is eligible f ie a os — SS 4 a cree $ mem- 
bership in a partnership. — : : : SS 


Ci 


Subsec. 127(4.2) amended by 2000, c. 9, s. 560, in force September 1, 2000. The sub- 
sec. formerly read: 


(4.2) Where a taxpayer was, at the end of a taxation year of a partnership, a 
member of the partnership, the taxpayer’s share of any amount contributed by 
the partnership in that taxation year that would, if the partnership were a person, 
be an amount contributed referred to in subsection (3), shall, for the purposes of 
that subsection, be deemed to be an amount contributed by the taxpayer in the 
taxpayer’s taxation year in which the taxation year of the partnership ended. 


(5) Investment tax credit — There may be deducted from the 
tax otherwise payable by a taxpayer under this Part for a taxation 
year an amount not exceeding the lesser of 


(a) the total of 


(i) the taxpayer’s investment tax credit at the end of the year 
in respect of property acquired before the end of the year, of 
the taxpayer’s apprenticeship expenditure for the year or a 
preceding taxation year, of the taxpayer’s child care space 
amount for the year or a preceding taxation year, of the tax- 
payer’s flow-through mining expenditure for the year or a 
preceding taxation year, of the taxpayer’s pre-production 
mining expenditure for the year or a preceding taxation year 
or of the taxpayer’s SR&ED qualified expenditure pool at the 
end of the year or at the end of a preceding taxation year, and 
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(ii) the lesser of 


(A) the taxpayer’s investment tax credit at the-end of the 
year in respect of property acquired in,a subsequent taxa- 
tion year, of the taxpayer’s apprenticeship expenditure for 
a subsequent taxation year, of the taxpayer’s child care 
space amount for a subsequent taxation year, of the tax- 
payer’s flow-through mining expenditure for a subsequent 
taxation year, of the taxpayer’s pre-production mining ex- 
penditure for a subsequent taxation. year or.of the tax- 
payer’s SR&ED qualified expenditure pool at the end of 
the subsequent taxation year to the extent that an invest- 
ment tax credit was not deductible under this subsection 
for the subsequent taxation year, and 


(B) the amount, if any, by which the taxpayer’s tax other- 
wise payable under this Part for the year exceeds the 
amount, if any, determined under subparagraph (i), and 


(b) where Division E.1 applies to the taxpayer for the year, the 
amount, if any, by which 


(i) the taxpayer’s tax otherwise payable under this Part for 
the year 


exceeds 


(ii) the taxpayer’s minimum amount for the year determined 
under section 127.51. 


Related Provisions; 12(1)(t)— Income inclusion for ITCs;.13(7.1) — Deemed cap- 
ital cost; 13(21)“undepreciated capital cost” — Reduction in UCC of property to re- 
flect ITCs;,37(1)(e) — Deduction for scientific research and experimental develop- 
ment; 53(2)(k)(ii) — Deduction, from .ACB. of. property...to reflect, ITCs; 
66.1(6)“cumulative. Canadian exploration expense”L— Reduction in. CCEE; 
87(2.11) — Vertical amalgamations; 117(1), 120(4) — “Tax otherwise payable under 
this Part”; 127(8) — ITC of partnership; 127(11.2) — Time of expenditure and acquisi- 
tion; 127(26) — Expenditure unpaid within 180 days of end of year; 127.1(3),— Re- 
fundable ITC deemed claimed under 127(5); 128(2)(e)(iii)(C) — No credit on return 
filed by, trustee following individual’s discharge from bankruptcy; 149(10)(c) — 
Where corporation becomes or ceases to be exempt; 152(6)— Reassessment; 164(5), 
(5.1) — Effect of carryback of loss; 192(10) — SPTC claim deemed to be deducted as 
ITC; 220(6), (7) — Assignment of ITC refund by corporation; 261(7)(a), 261(15) — 
Functional currency reporting. 


History: The portion of para. 127(5)(a) before cl. (ii)(B) amended by 2007, c. 35, 
subsec. 43(1), applicable after March 18, 2007. The portion formerly read: 


(a) the total of 


(i) the taxpayer’s investment tax credit at the end of the year.in respect of 
property acquired before the end of the year, of the taxpayer’s apprentice- 
ship expenditure for the year or a preceding taxation year, of the taxpayer’s 
flow-through mining expenditure for the year or a preceding taxation year, 
of the taxpayer’s pre-production mining expenditure for the year or a preced- 
ing taxation year or of the taxpayer’s SR&ED qualified expenditure pool at 
the end.of the year or at the end of a preceding taxation year, and 


(ii) the lesser of 


(A) the taxpayer’s investment tax credit at the end of the year in respect 
of property acquired in a subsequent taxation year, of the taxpayer’s ap- 
prenticeship expenditure for a subsequent taxation year, of the tax- 
payer’s flow-through mining expenditure for a subsequent taxation year, 
of the taxpayer’s pre-production mining expenditure for a subsequent 
taxation year or of the taxpayer’s SR&ED qualified expenditure pool at 
the end of the subsequent taxation year to the extent that an investment 
tax credit was not deductible under this subsection for the subsequent 
taxation year, and 


The portion of para. 127(5)(a) before cl. (ii)(B) amended by 2007, c, 2, subsec. 34(1), 
applicable to taxation years that end after May 1, 2006. The portion formerly read: 


(a) the total of 


(i) the taxpayer’s investment tax credit at the end of the year in respect of 
property acquired before the end of the year, of the taxpayer’s flow-through 
mining expenditure for the year or a preceding taxation year, of the tax- 
payer’s pre-production mining expenditure for the year or a preceding taxa- 
tion year or of the taxpayer’s SR&ED qualified expenditure pool at the end 
of the year or at the end of a preceding taxation year, and 


(ii) the lesser of 


(A) the taxpayer’s investment tax credit at the end of the year in respect 
of property acquired in a subsequent taxation. year, of the taxpayer's 
flowthrough mining expenditure for a subsequent taxation year, of the 
taxpayer’s pre-production mining expenditure for a subsequent taxation 
year or of the taxpayer’s SR&ED qualified expenditure pool at the end 
of a subsequent taxation year to the extent that an investment tax credit 
was not deductible under this subsection for the subsequent year, and 
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Subpara, 127(5)(a)(i) amended by 2003, c. 28, subsec. 14(1), applicable to 2003 et seq. 
The subpara. formerly read: 


(i) the taxpayer’s investment tax ‘credit at the end of the year in respect of pro- 
perty acquired before the end of the year, of the taxpayer’s flow-through mining 
expenditure for the year or a preceding taxation year or of the taxpayer’s 
SR&ED qualified expenditure pool at the end of the year or of a preceding taxa- 
tion year, and 


Cl. 127(5)(a)(i)(A) amended by the said c.,28, subsec. 14(2), applicable to 2003 et seq. 
The clause formerly read: 


(A) the taxpayer’s investment tax credit at the end of the ‘year in respect of pro- 
perty acquired in a subsequent taxation year, of the taxpayer’s flow-through min- 
ing expenditure fora subsequent taxation year or of the taxpayer’s SR&ED qual- 
ified expenditure pool at the end of a subsequent taxation year to the extent that 
an investment tax credit was not deductible under this subsection for the subse- 
quent year, and , 


Subpara. 127(5)(a)(i) amended by 2001, c. 17, subsec. 118(1), to add the phrase “of the 
taxpayer’s flow-through mining expenditure for the year or a preceding taxation year”, 
applicable to, 2000 et seq. 


Cl. 127(5)(a)(ii)(A) amended by the said c. 17, subsec. 118(2), applicable to,2000 et 
seq. except that, for the 2000 taxation year, it shall be read as follows: 


“(A) the taxpayer’s investment tax credit at the end of the year in respect of 
property acquired in a subsequent taxation year, of the taxpayer’s flow-through 
mining expenditure for a subsequent taxation year or of the taxpayer’s SR&ED 
qualified expenditure pool at the end of a subsequent taxation year to the extent 
that an investment tax credit was not deductible under this subsection or subsec- 
tion 180.1(1.2) for the subsequent year, and” 


Cl. (a)(ii)(A), formerly read: 


(A) the taxpayer’s investment tax credit at the end of ‘the year in respect of pro- 
perty acquired in a subsequent taxation year or of the taxpayer’s SR&ED quali- 
fied expenditure pool at the end of a subsequent taxation year to the extent that 
an investment tax credit was not deductible under this subsection or subsection 
180.1(1.2) for the subsequent year, and 


Para. 127(5)(b) amended by the said c. 17, subsec. 118(3), applicable to 2001 et seg. 
Para. (b) formerly read: 


(b) where Division E.1 applies to the taxpayer for the year, the amount, if any, 
by which the total of 


(i) the taxpayer’s tax otherwise payable under this Part for the year, and 


(ii) the taxpayer’s tax payable under Part I.1 for the year before deducting 
any amount under subsection 180.1(1.2) 


exceeds the taxpayer’s minimum amount for the year determined under section 
WoT ot 


Subpara. 127(5)(a)(i) and cl. 127(5)(a)(@i)(A) amended by 1996, c. 21, subsecs. 30(1), 
(2), applicable to taxation years that begin after 1995. Subpara. (a)(i) and cl. (a)(ii)(A) 
formerly. read: 


(i) the taxpayer’s investment tax credit at the end of the year in respect of pro- 
perty acquired, or an expenditure made, before’ the end of the year, and 


(A) the taxpayer’s investment tax credit at the end of the year in respect of pro- 
perty acquired, or an expenditure made, in a subsequent taxation: year, to the 
extent that the investment tax credit was not deductible under this subsection or 
subsection 180.1(1.2) for the taxation year in which the property was acquired, 
or the expenditure was made, as the case may be, and 


Subsec. 127(5) amended by 1994, \c. 8, subsec, 15(1), applicable to taxation years that 
begin after 1993. Subsec. (5) formerly read: 


(5) There may be deducted, from the tax otherwise payable by a taxpayer;under 
this Part for a taxation year an amount not exceeding the least of 


(a) the taxpayer’s annual investment tax credit limit for the year, 
(b) the total of 


(i) the taxpayer’s investment tax credit at the end of the year in respect 
of property acquired, or an expenditure made, before the end of the year, 
and 


(ii) the lesser of 


(A) the taxpayer’s investment tax credit at the end of the year in 
respect of property acquired, or an expenditure’ made, in a subse- 
quent taxation year, to the extent that the investment tax credit was 
not deductible under this subsection or subsection 180.1(1.2) for the 
taxation year in which the property was acquired, or the expenditure 
was made, as the case may be, and 


(B) the amount, if any, by which the taxpayer’s tax otherwise paya- 
ble by the taxpayer under this Part for the year exceeds the amount, 
if any, determined under, subparagraph (i), and 


(c) where Division E.1 is applicable to the taxpayer for the year, the amount, 
if any, by which the total of 


(i) the taxpayer’s tax otherwise payable under this Part for the year, and 
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(ii) the taxpayer's tax payable under Part I.1 for the year before deduct- 
ing any amount under subsection 180.1(1.2), 


exceeds the taxpayer’s minimum amount for the year determined under sec- 
tion 127.51. 


Selected Cases [subsec. 127(5)]: Ainsworth Lumber Co. v. R., [2001] 3 C.T.C. 
2001 (TCC) (Project may be substantially advanced even if construction has not 
begun); Will-Kare Paving & Contracting Ltd. v. R., [2000] 3 C.T.C. 463 (SCC) (Set- 
tled concepts of law (e.g., sale, lease) to be preferred to plain meaning); Atcon 
Construction Ltd. y. R., [2000] 2 C.T.C. 2691 (TCC) (Rock crushing was not extraction 
of minerals); Lehman Bookbinding Ltd. y. MNR, [1995] 2 C.T.C. 129 (FCTD) (Critical 
element was not whether there was manufacturing and processing, but whether activity 
was in respect of goods for sale); Hawboldt Hydraulics (Canada) Inc. Estate (Trustee 
of) v. Canada, [1992] 2 C.T.C. 363 (FCTD) (Equipment used to manufacture replace- 
ment parts was used in manufacturing or processing goods for sale); GA Borstad 
Associates Ltd. v. MNR, [1992] 2 C.T.C. 2146 (TCC) (Investment tax credit not appli- 
cable in respect of salaries payable but not paid in taxation year), Tenneco Canada Inc. 
v. Canada, [1991] 1 C.T.C. 323 (FCA) (Taxpayer carrying on servicing business de- 
nied investment tax credits when not manufacturing or processing goods for sale in 
Canada); O’Neill v. R., [1984] C.T.C. 682 (FCTD) (Investment tax credit disallowed 
when equipment not “qualified property”). 


Regulations: 4600-4609. 


Interpretation Bulletins: IT-92R2: Income of contractors; IT-151R5: Scientific re- 
search and experimental development expenditures; IT-411R: Meaning of 
“construction”. 


Information Circulars: 78-4R3: Investment tax credit rates; 84-1: Revision of capi- 
tal cost allowance claims and other permissive deductions. 

Application Policies: SR&ED 96-03: Claimants’ entitlements and responsibilities, 
SR&ED 96-05: Penalties under subsec. 163(2). 


CRA Audit Manual: 11.3.4: Tax credits; 11.3.6: Examples of loss allocation and the 
business investment tax credit. 


Advance Tax Rulings: ATR-44: Utilization of deductions and credits within a 
related corporate group. 


Forms: RC4290: Refunds for small business R&D [guide]; T2 SCH 31: Investment 
tax credit — corporations; T661: Claim for SR&ED in Canada; T1263: Third-party 
payments for SR&ED; T2038 (Ind.): Investment tax credit (individuals); T4088: 
Claiming scientific research and experimental development expenditures — guide to 
form T661. 


(6) Investment tax credit of cooperative corporation — 
Where at any particular time in a taxation year a taxpayer that is a 
cooperative corporation within the meaning assigned by subsection 
136(2) has, as required by subsection 135(3), deducted or withheld 
an amount from a payment made by it to any person pursuant to an 
allocation in proportion to patronage, the taxpayer may deduct from 
the amount otherwise required by that subsection to be remitted to 
the Receiver General, an amount, not exceeding the amount, if any, 
by which 


(a) its investment tax credit at the end of the immediately pre- 
ceding taxation year in respect of property acquired and expend- 
itures made before the end of that preceding taxation year 


exceeds the total of 


(b) the amount deducted under subsection (5) from its tax other- 
wise payable under this Part for the immediately preceding taxa- 
tion year in respect of property acquired and expenditures made 
before the end of that preceding taxation year, and 


(c) the total of all amounts each of which is the amount deducted 
by virtue of this subsection from any amount otherwise required 
to be remitted by subsection 135(3) in respect of payments made 
by it before the particular time and in the taxation year, 


and the amount, if any, so deducted from the amount otherwise re- 
quired to be remitted by subsection 135(3) 


(d) shall be deducted in computing the taxpayer’s investment tax 
credit at the end of the taxation year, and 


(e) shall be deemed to have been remitted by the taxpayer to the 
Receiver General on account of tax under this Part of the person 
to whom that payment was made. 
Related Provisions: 12(1)(t)—JInclusion in income of ITCs; 13(7.1) — Deemed 
capital cost; 13(21)“undepreciated capital cost”I — Reduction in UCC to reflect ITCs; 
53(2)(k)(ii) — Deduction from ACB of property to reflect ITCs; 66.1(6)“cumulative 
Canadian exploration expense” L — Reduction in CCEE. 


Interpretation Bulletins: IT-362R: Patronage dividends. 
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Forms: T2 SCH 31: Investment tax credit — corporations. 


(7) Investment tax credit of testamentary trust [or 
communal organization] — If, in a particular taxation year of a 
taxpayer who is a beneficiary under a testamentary trust or under an 
inter vivos trust that is deemed to be in existence by section 143, an 
amount is determined in respect of the trust under paragraph (a), 
(a.1), (a.4), (a.5), (b) or (e.1) of the definition “investment tax 
credit” in subsection (9) for its taxation year that ends in that partic- 
ular taxation year, the trust may, in its return of income for its taxa- 
tion year that ends in that particular taxation year, designate the por- 
tion of that amount that can, having regard to all the circumstances 
including the terms and conditions of the trust, reasonably be con- 
sidered to be attributable to the taxpayer and was not designated by 
the trust in respect of any other beneficiary of the trust, and that 
portion shall be added in computing the investment tax credit of the 
taxpayer at the end of that particular taxation year and shall be de- 
ducted in computing the investment tax credit of the trust at the end 
of its taxation year that ends in that particular taxation year. 


Related Provisions: 53(2)(h)(ii) — Reduction in ACB of interest in trust; 
127(11.2) — Time of expenditure and acquisition. 


History: Subsec. 127(7) amended by 2007, ¢. 35, subsec. 43(2), applicable after 
March 18, 2007. It formerly read: 


(7) If, in a particular taxation year of a taxpayer who is a beneficiary under a 
testamentary trust or under an inter vivos trust that is deemed to be in existence 
by section 143, an amount is determined in respect of the trust under paragraph 
(a), (a.1), (a.4), (b) or (e.1) of the definition “investment tax credit” in subsection 
(9) for its taxation year that ends in that particular taxation year, the trust may, in 
its return of income for its taxation year that ends in that particular taxation year, 
designate the portion of that amount that can, having regard to all the circum- 
stances including the terms and conditions of the trust, reasonably be considered 
to be attributable to the taxpayer and was not designated by the trust in respect of 
any other beneficiary of the trust, and that portion shall be added in computing 
the investment tax credit of the taxpayer at the end of that particular taxation 
year and shall be deducted in computing the investment tax credit of the trust at 
the end of its taxation year that ends in that particular taxation year. 


Subsec. 127(7) amended by 2007, c. 2, subsec. 34(2), applicable to taxation years that 
end after May 1, 2006. It formerly read: 


(7) Where, in a particular taxation year of a taxpayer who is a beneficiary under 
a testamentary trust or under an inter vivos trust that is deemed to be in existence 
by section 143, an amount is determined in respect of the trust under paragraph 
(a), (a.1), (b) or (e.1) of the definition “investment tax credit” in subsection (9) 
for its taxation year that ends in that particular taxation year, the trust may, in its 
return of income for its taxation year that ends in that particular taxation year, 
designate the portion of that amount that can, having regard to all the circum- 
stances including the terms and conditions of the trust, reasonably be considered 
to be attributable to the taxpayer and was not designated by the trust in respect of 
any other beneficiary of the trust, and that portion shall be added in computing 
the investment tax credit of the taxpayer at the end of that particular taxation 
year and shall be deducted in computing the investment tax credit of the trust at 
the end of its taxation year that ends in that particular taxation year. 


Subsec. 127(7) amended by 1996, c. 21, subsec. 30(3), applicable to taxation years that 
begin after 1995. Subsec. (7) formerly read: 


(7) Where, in a particular taxation year of a taxpayer who is a beneficiary under 
a testamentary. trust or under an inter vivos trust that is deemed to be in existence 
by section 143, an amount is determined in respect of the trust under paragraph 
(a), (b) or (e.1) of the definition “investment tax credit” in subsection (9) for its 
taxation year ending in that particular taxation year, the trust may, in its return of 
income under this Part for its taxation year ending in that particular taxation 
year, designate such portion of that amount as may, having regard to all the cir- 
cumstances including the terms and conditions of the trust, reasonably be consid- 
ered to be attributable to the taxpayer and was not designated by the trust in 
respect of any other beneficiary of that trust, and that portion shall be added in 
computing the investment tax credit of the taxpayer at the end of that particular 
taxation year and shall be deducted in computing the investment tax credit of the 
trust at the end of its taxation year ending in that particular taxation year. 


Application Policies: SR&ED 2000-01: Cost of materials. 


Forms: T2038 (Ind.): Investment tax credit (individuals); T2 SCH 31: Investment tax 
credit — corporations. 


(8) Investment tax credit of partnership — Subject to subsec- 
tions (28) and (28.1), where, in a particular taxation year of a tax- 
payer who is a member of a partnership, an amount would be deter- 
mined in respect of the partnership, for its taxation year that ends in 
the particular taxation year, under paragraph (a), (a.1), (a.4), (a.5), 
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(b) or (e.1) of the definition “investment tax credit” in subsection 
(9), if 
(a) except for the purpose of subsection (13), the partnership 
were a person and its fiscal period were its taxation year, and 


(b) in the case of a taxpayer who is a specified: member of the 
partnership in the taxation year of the partnership, that definition 
were read without reference to paragraph (a.1) thereof, and para- 
graph (e.1) of that definition were read without reference to sub- 
paragraphs (ii) to (iv) thereof, 


the portion of that amount that can reasonably be considered to be 
the taxpayer’s share thereof shall be added in computing the invest- 
ment tax credit of the taxpayer at the end of the particular year. 


Related Provisions: 53(2)(c)(vi) — Reduction | in ACB. of. partnership. interest; 
96(2.1)-(2.4) — Limited partnerships; 127(8.1) — ITC of limited partner; 127(8.3) — 
ITC not allocated to limited partners; 127(8.4) — Election — renunciation of allocated 
credits; 127(11.2)— Time of expenditure and acquisition; 127(23) — Taxation year of 
partnership for rules governing allocation of assistance; 127(28)— Recapture of ITC 
where partnership property converted to commercial use. 


History: The opening words of subsec. 127(8) amended to substitute “subsections (28) 
and (28.1)” for “subsection (28)” and “(a.4), (a.5),” for “(a.4),” by. 2007, c. 35, subsec. 
43(3), applicable after March 18, 2007. 


The opening words of subsec. 127(8) amended by 2007, c. 2, subsec. 34(3), applicable 
to taxation years that end after May 1, 2006. The opening words formerly read: 


(8) Subject to subsection (28), where, in a particular taxation year of a taxpayer 
who is a member of a partnership, an amount would be determined in respect of 
the partnership, for its taxation year that ends in the particular year, under para- 
graph (a), (a.1), (b) or (e.1) of the definition “investment tax credit” in subsec- 
tion (9), if 
The opening words of subsec. 127(8) amended by 1999, c. 22, subsec. 48(1), applicable 
to dispositions and conversions of property that occur after February 23, 1998 The 
opening words formerly read: 
(8) Where, in a particular taxation year of a taxpayer who is a member of a 
partnership, an amount would be determined in respect of the partnership, for its 
taxation year that ends in the particular year, under paragraph (a), (a.1), (b) or 
(e.1). of the definition “investment tax credit” in subsection (9), if 
Subsec. 127(8) amended by 1996, c, 21, subsec. 30(5), applicable to taxation years that 
begin after 1995. Subsec. (8) formerly read: 
(8) Where, in a particular taxation year of a taxpayer who is a member of a 
partnership, an amount would, if the partnership were a person and its fiscal pe- 
riod. were its taxation year, be determined in respect of the partnership, for. its 
taxation year ending in that particular taxation year, under paragraph (a), (b). or 
(e.1) of the definition “investment-tax credit” in. subsection.(9), if 
(a) paragraph (a) of that definition were read without reference to subpara- 
graph. (a)(ili) thereof, and 
(b) in the case of a taxpayer who is a specified member of the partnership in 
the taxation year of the partnership, 
(i) paragraph (a) of that definition were read without reference to sub- 
paragraph (a)(ii) thereof, and 
(ii) paragraph (e.1) of that definition were read without reference to the 
words “the amount of an expenditure made by the taxpayer under para- 
graph (11.1)(c)”, 
the portion of that amount that may reasonably be considered to be the tax- 
payer’s share thereof shall be added in computing the investment ‘tax credit of 
the taxpayer at the end of that particular taxation year. 
Subpara. 127(8)(b)(ii) amended by 1996, c. 21, subsec. 30(4), applicable to taxation 
years that end after December 2, 1992 and begin before 1996. Subpara. (b)(ii) formerly 
read: 
(ii) paragraph (e.1) of that definition were read without reference to the words 
“or that reduced the amount of an expenditure made by the taxpayer under para- 
graph (11.1)(c)”, 
Selected Cases [subsec. 127(8)]: Canadian Solifuels Inc., [2001] 4 C.T.C. 161 
(FCA) (Provisions of subsec. 127(8) sufficient to deal with ITCs for partnerships with- 
out reference to computation rules in subsec. 96(1)). 
Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit; 
SR&ED 2004-02R4: Filing requirements for claiming SR&ED. 
Forms: T2038 (Ind.): Investment tax credit (individuals); T2 SCH 31: Investment tax 
credit — corporations. 


(8.1) Investment tax credit of limited partner — Notwith- 
standing subsection (8), if a taxpayer is a limited partner of a part- 
nership at the end of a fiscal period of the partnership, the amount, 
if any, determined under subsection (8) to be added in computing 
the taxpayer’s investment tax credit at the end of the taxpayer’s tax- 
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ation year in which that fiscal period ends: shall not exceed the 
lesser of 


(a)'the portion of the amount ‘that would, if this section were 
read without reference to this subsection, be determined under 
subsection (8) to'be the amount to be added in computing the 
taxpayer’s investment tax credit at the end of the taxpayer’s tax- 
ation year in which that fiscal period ends as is considered to 
have arisen because of the expenditure by the partnership of an 
amount equal to the taxpayer’s expenditure base (as determined 
under subsection (8.2) in respect of the partnership) at the end of 
_ that fiscal period, and 


(b) the taxpayer’s at-risk amount in respect of os partnership at 
the end of that fiscal period. 
Related Provisions: 96(2.2)— At-risk amount; 96(2.4)— Limited _ partner; 


127(8.2) — Expenditure base;; 127(8.3) —ITC. not; allocated, to limited partners; 
127(8.5) — “At-risk amount”, “limited partner”. 


History: Subsec. 127(8.1) amended by 2007, c. 2, subsec.'34(4), applicable to taxation 
years that end.after May 1, 2006. It formerly read: 


(8.1) Where a taxpayer is a limited partner of a partnership at the end of the 
partnership’s taxation year, the amount referred to under subsection (8) as the 
amount which can reasonably be considered to be the taxpayer’s share of the 
amounts that would be determined under paragraph (a), (a.1), (b) or (e.1) of the 
definition “investment tax credit” in subsection (9) in respect of the partnership 
for the year shall not exceed the lesser of 


(a) such portion of ‘the amount thereof so determined without reference to 
this subsection, as is considered to have arisen by virtue of the expenditure 
by the partnership of an amount equal to the taxpayer’s expenditure base (as 
determined under subsection (8.2)) in respect of the partnership at the end of 
the year, and 

(b) the taxpayer’s at-risk amount in respect of the partnership at the end of 
the year. 


The opening words of subsec. 127(8.1) amended by 1996, c. 21, subsec. 30(6), applica- 
ble to taxation’ years that begin after 1995. The opening words formerly read: 


(8.1) Where a taxpayer is a limited partner of a partnership at the end of the 
partnership’s taxation year, the amount referred to under subsection (8) as the 
amount which may reasonably be considered to be the taxpayer’s share of the 
amounts that would be determined under paragraph (a), (b) or (€.1) of the defini- 
tion “investment tax credit” in subsection (9), if paragraph (a) of that definition 
were read without reference to subparagraph (a)(iii) thereof, in respect of the 
partnership for the year shall not exceed the lesser of 


(8.2) Expenditure base — For the purposes of subsection (8.1), a 
taxpayer’s expenditure base in respect of a partnership at the end of 
a taxation year of the partnership is the lesser of 


(a) the amount, if any, by which the total of 


(i) the taxpayer’s at-risk amount in respect of the partnership 
at the time the taxpayer last became a limited partner of the 
partnership, 


(ii). all amounts. described in subparagraph 53(1)(e)(iv) con- 
tributed by the taxpayer after the. time the taxpayer last be- 
came a limited partner of the partnership and before the end 
of the year that may reasonably be considered to have in- 
creased the taxpayer’s at-risk amount in respect of the part- 
nership at the end of the taxation year in which the contribu- 
tion was made, and 


(iii) the amount, if any, by which 


(A) the total of all amounts each of which is the tax- 
payer’s share of any income of the partnership as deter- 
mined under paragraph 96(1)(f) for the year, or a preced- 
ing year ending after the time the taxpayer last became a 
limited partner of the partnership, 


exceeds 


(B) the total of all amounts each of which is the tax- 
payer’s share of any loss of the partnership as determined 
under paragraph 96(1)(g) for one of those years 


exceeds the total of 


(iv) all amounts received by the taxpayer after the time the 
taxpayer last became a limited partner of the partnership and 
before the end of the year as, on:account or in lieu of pay- 
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ment of, or in satisfaction of, a distribution of the taxpayer’s 
share of partnership profits or partnership capital, and 


(v) the total of all amounts each of which is the amount of an 
expenditure of the partnership referred to in paragraph 
(8.1)(a) in respect of the taxpayer for a preceding year, and 


(b) that proportion of the lesser of 


(i) the total of all amounts each of which is, if the partnership 
were a person and its fiscal period were its taxation, year, 


(A) an amount a specified percentage of which would be 
determined in respect of the partnership under paragraph 
(a), (b) or (e.1) of the definition “investment tax credit” in 
subsection (9) for the year, 


(A.1) an amount that would be the apprenticeship expen- 
diture of the partnership if the reference to “$2,000” in 
paragraph (a) of the definition “apprenticeship expendi- 
ture” in subsection (9) were read as a reference ‘to 
“$20,000” and paragraph (b) of that definition were read 
without reference to “10% of”, 


(A.2) an amount that would be the child care space 
amount in respect of a property of the partnership if the 
reference to “$10,000” in paragraph (a) of the definition 
“child care space amount” in subsection (9) were read as 
a reference to “$40,000” and paragraph (b) of that defini- 
tion were read without reference to “25% of”, or 


(B) the amount that would be the SR&ED qualified ex- 
penditure pool of the partnership at the end of the year, 
and 


(ii) the total of all amounts each of which is the amount de- 
termined under paragraph (a) in respect of each of the limited 
partners of the partnership at the end of the year 


that 


(iii) the amount determined. in respect of the taxpayer under 
paragraph (a) for the year 

is of 
(iv) the amount determined under subparagraph (ii). 


Related Provisions: 96(2.2)— At-risk amount; 
127(8.5) — “At-risk amount”, “limited partner”. 


History: Cl. 127(8.2)(b)(i)(A.2) added by 2007, ¢. 35, subsec. 43(4), applicable after 
March 18, 2007. 


Cl. 127(8.2)(b)(i)(A.1) added by 2007, c. 2, subsec. 34(5), applicable to taxation years 
that end after May 1, 2006. 


Subpara. 127(8.2)(b)(i) amended by 1996, c. 21, subsec. 30(7), applicable to taxation 
years that begin after 1995. Subpara. (b)(i) formerly read: 


96(2.4) — Limited’ partner; 


(i) the total of all amounts each of which is an amount a specified percentage of 
which would, if the partnership were a person and its fiscal period were its taxa- 
tion year, be determined in respect of the partnership under paragraph (a), (b) or 
(e.1) of the definition “investment tax credit” in subsection (9), if paragraph (a) 
of that definition were read without reference to subparagraph (a)(iii) thereof, for 
the taxation year, and 


(8.3) Investment tax credit — allocation of unallocated 
partnership ITCs — For the purpose of subsection (8), and sub- 
ject to subsection (8.4), if a taxpayer is a member of a partnership 
(other than a specified member) throughout a fiscal period of the 
partnership, there shall be added to the amount that can reasonably 
be considered to be that member’s share of the amount determined 
under subsection (8) the amount, if any, that is such portion of the 
amount determined under subsection (8.31) in respect of that fiscal 
period as is reasonable in the circumstances (having regard to the 
investment in the partnership, including debt obligations of the part- 
nership, of each of those members of the partnership who was a 
member of the partnership throughout the fiscal period of the part- 
nership and who was not a specified member of the partnership dur- 
ing the fiscal period of the partnership). 

Related Provisions: © 96(2.2) — At-risk amount, 
127(8) — Election —renunciation of allocated 
127(8.5) — “At-risk amount”, “limited partner’. 


96(2.4) — Limited partner; 
credits; | 127(8.4) — Election; 
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History: Subsec. 127(8.3) amended by 2007, c. 2, subsec. 34(6), applicable to taxation 
years that end after May 1, 2006 except that, in respect of a taxpayer’s taxation year 
that ends in 2006, subsecs. (8.3) and (8.31) shall be read as follows: 
(8.3) Where 
(a) the amount that would, if the partnership were a person and its fiscal 
period were its taxation year, be determined in respect of the partnership 
under paragraph (a), (a.1), (a.4), (b).or (e.1) of the definition “investment tax 
credit” in subsection (9) for a taxation year 
exceeds, 
(b) the total of all amounts each of which is the amount determined, under 
subsections (8) and (8.1), to be the share thereof of a limited partner of the 
partnership, 
such portion of the excess as is reasonable in the circumstances (having regard to 
the investment in the partnership, including debt obligations of the partnership, 
of each of those members of the partnership who was a member of the partner- 
ship throughout the fiscal period of the partnership and who was not a limited 
partner of the partnership during the fiscal period of the partnership) shall, for 
the purposes of subsection (8), be considered to be the amount that may reasona- 
bly be considered to be that member’s share of the amount described in para- 
graph (a). 
Subsec. 127(8.3) formerly read: 
(8.3) Investment tax credit not allocated to limited partners — Where 


(a) the amount that would, if the partnership were a person and its fiscal 
period were its taxation year, be determined in respect of the partnership 
under paragraph (a), (a.1), (b) or (e.1) of the definition “investment tax 
credit” in subsection (9) for a taxation year 
exceeds 
(b) the total of all amounts each of which is the amount determined, under 
subsections (8) and (8.1), to be the share thereof of a limited partner of the 
partnership, 
such portion of the excess as is reasonable in the circumstances (having regard to 
~ the investment in the partnership, including debt obligations of the partnership, 
of each of those members of the partnership who was a member of the partner- 
ship throughout the fiscal period of the partnership and who was not a limited 
partner of the partnership during the fiscal period of the partnership) shall, for 
the purposes of subsection (8), be considered to be the amount that may reasona- 
bly be considered to be that member’s share of the amount described in para- 
graph (a). 
Para. 127(8.3)(a) amended by 1996, c. 21, subsec. 30(8), applicable to taxation years 
that begin after 1995, Para. (a) formerly read: 
(a) the amount that would, if the partnership were a person and its fiscal period 
were its taxation year, be determined in respect of the partnership under para- 
graph (a), (b) or (€.1) of the definition “investment tax credit” in subsection (9), 
if paragraph (a) of that definition were read without reference to subparagraph 
(a)(iii) thereof, for a taxation year 


(8.31) Amount of unallocated partnership ITC — For the pur- 
pose of subsection (8.3), the amount determined under this subsec- 
tion in respect of a fiscal period of a partnership is the amount, if 
any, by which 
(a) the total of all amounts each of which is an amount that 
would, if the partnership were a person and its fiscal period were 
its taxation year, be determined in respect of the partnership 
under paragraph (a), (a.1), (a.4), (a.5), (b) or (e.1) of the defini- 
tion “investment tax credit” in subsection (9) for a taxation year 
that is the fiscal period, 


exceeds 
(b) the total of 


(i) the total of all amounts each of which is the amount deter- 


mined under subsection (8) in respect of the fiscal period to 
be the share of the total determined under paragraph (a) of a 
partner of the partnership (other than a member of the part- 
nership who was at any time in the fiscal period of the part- 
nership a specified member of the partnership), and 


(ii) the total of all amounts each of which is the amount de- 
termined under subsection (8), with reference to subsection 
(8.1), in respect of the fiscal period to be the share of the 
total determined under paragraph (a) of a partner of the part- 
nership.who was at any time in the fiscal period of the part- 
nership a specified member of the partnership. 


(iii) [Repealed] 


History: Para. 127(8.31)(a) amended to substitute “(a.4), (a.5),” for “(a.4),” by 2007, 
c) 35, subsec. 43(5), applicable after March 18, 2007. 
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Subpara. 127(8.31)(b)(iii) repealed by the said c. 35, subsec. 43(6), applicable to 2007 
et seq. The subpara. formerly read: 
(iii) the amount, if any, by which 
(A) the amount that would be eeptitieds iden subparagraph (i) in respect 
of the partners referred to in subparagraph (ii) if subparagraph (i) applied 
only to those partners and those ree were not’specified members of the 
partnership, 


exceeds 
fiz (B)‘ the amount determined under ‘subparagraph (ii) ‘in ees of those 
partners. 


Subsec. 127(8.31), added by 2007, c. 2, subsec. 34(6), applicable to. taxation years that 
end after May 1, 2006 except that, in respect of a taxpayer’s taxation year that ends in 
2006, see History to subsec. 127(8.3). 


(8.4) Idem — Aetvnitastondion abies) (8); where, pursuant to 
subsections (8) and (8.3) an amount would, but for this subsection, 
be required to be added in computing the investment tax credit of a 
taxpayer for a taxation. year,,where the taxpayer so. elects in, pre- 
scribed form and manner in the taxpayer’s return of income (other 
than a return of income filed under, subsection 70(2), or 104(23), 
paragraph 128(2)(e) or subsection 150(4)) under this Part for the 
year, such portion of the amount as is elected by the taxpayer shall, 
for the purposes of this section, be deemed not to, have been re- 
quired by subsection (8) to have been added in computing the tax- 
payer’s investment tax credit at the end of the year. 

Related Provisions: 96(2.2)— At-risk amount; 96(2.4) — Limited _ partner; 
127(8.5) — “At-risk amount”, “limited partner”. 


Forms: T932: Election by a member of a partnership to renounce investment tax cred- 
its pursuant. to subsection 127(8.4). 


(8.5) Definitions — In subsections (8.1) to (8. 4), the words “at- 
risk amount” of a taxpayer and “limited partner” of a partnership 
have the meanings assigned to those words by subsections 96(2.2) 
and (2.4), respectively. 


(9) Idem — In this section, 


“annual investment tax credit limit’ — [Repealed] 
History: The definition “annual investment tax credit limit” in subsec..127(9) repealed 
by 1994, c. 8, subsec. 15(2), applicable to taxation years that begin after 1993. The 
definition formerly read: , 
“annual investment tax credit limit” of a taxpayer for a taxation year means 
(a) in the case of a corporation, the total of 
(i) 4 of the corporation’s tax otherwise yore under this Part for the 
year, and 
(ii) where the corporation is a Canadian-controlled private corporation’ 
throughout the year, 3% of the least of the amounts determined: under 
paragraphs 125(1)(a) to (c) in respect of the corporation for the year, and 
(b) in:any other case, the total of 
(i) $24,000; and 


(ii) */4 of the amount, if any, by which the taxpayer’s tax at gi paya- 
ble under this Part for the year exceeds $24,000; 


“apprenticeship expenditure”’ of a taxpayer for a taxation Phe in 
respect of an eligible apprentice is the lesser of 


(a) $2,000, and 


(b) 10% of the eligible salary and wages payable by the taxpayer 
in the taxation year to the eligible apprentice in respect of the 
eligible apprentice’s employment, in the taxation year and on or 
after May 2, 2006, by the taxpayer in a business carried on in 
Canada by the taxpayer in the taxation year; 

Related Provisions: 127(9)“investment tax credit”(a.4) — Credit’ for’ expenditure; 


127(9)investment tax credit’’(c) — Carryforward or carryback; 127011. 1)(c.4) — Re; 
duction for assistance received. 


History: The definition ‘ ‘apprenticeship expenditure” added to subsec. 127(9) by 2007, 


c. 2, subsec. 34(8), applicable to taxation years that end after May 1, 2006. 


Forms: T2 SCH 31: Investment tax credit — corporations; T2038 (Ind.): Investment 
tax credit (individuals). 


“approved project” means a project with a total capital cost of de- 
preciable property, determined. without reference to, subsection 
13(7.1) or (7.4), of not less than $25,000 that has, on application in 
writing before July, 1988, been approved by such member of the 
Queen’s Privy Council for Canada as is designated by the: Governor 
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in Council:for the purposes of this definition in’ relation to projects 
in the appropriate province or region of a province; 


“approved project property” — [Repealed] 

History: The definition “approved project property” in subsec. 127(9) repealed by 
1996, c. 21, subsec. 30(9), applicable to taxation years that begin after 1995. It for- 
merly read: 

“approved project property” of a taxpayer means property that is certified by the 
member of the Queen’s Privy Council for Canada appointed to be the Minister 
for the purposes of the Atlantic Canada Opportunities Agency Act to be property 
that has not been used, or acquired for use or lease, for any purpose whatever 
before it was acquired by the taxpayer, and to be 


(a) a prescribed building, to the extent that it is acquired by the taxpayer 
after May 23, 1985 and before 1993, or 


(b) prescribed machinery and equipment acquired by the taxpayer after May 
23, 1985 and before 1993, 


that has been acquired pursuant to a plan by the ‘taxpayer to use the property in 
Cape Breton primarily for an approved purpose in an approved project or, in the 
case of a prescribed building, to be leased by the taxpayer to a lessee (other than 
a person exempt from tax under this Part by virtue Of section 149) who can rea- 
sonably be expected to use the building pursuant.to a, plan to use it in Cape 
Breton.primarily for an approved purpose in.an approved project, or 


(c), part of a prescribed building to the extent that the part is acquired by the 
taxpayer after May 23, 1985 and before 1993 to be 
(i) used by the taxpayer, or 


(ii) leased by the taxpayer toa lessee.(other than a person exempt from 
tax under this Part by virtue of section 149) who can reasonably be ex- 
pected to use that part 


pursuant to a’plan to use that part in Cape Breton primarily for an rapparved 
purpose in} an approved project, or 


(d) where the taxpayer is a leasing corporation, prescribed machinery and 
equipment acquired by the taxpayer after May 23, 1985 and before 1993, to 
be leased by the taxpayer in the ordinary course of carrying on a business in 
Canada to a lessee (other than a person exempt from tax under this Part by 

‘virtue of section 149) who ‘can reasonably be expected to use the property in 
Cape Breton primarily for an approved purpose in an approved project, but 
this paragraph only applies ifthe first lessee of the: property commenced use 
of the property after May 23, 1985, 


and for the purposes of this definition, 

(e) “for an approved purpose” means for the purpose of 

(i) any of the activities described in subparagraphs (c)(i) to (ix), (xi), and 

(xii) of the definition “qualified property” in this subsection, 

(ii) farming, or 

(ili) a prescribed activity, and. 
) “leasing corporation” means a corporation the principal business of 
which is leasing property, manufacturing property that it sells or leases, the 
lending of money, the purchasing of conditional sales contracts, accounts 
receivable, bills of sale, chattel mortgages, bills of exchange or other obliga-.- 
tions representing part or all of the sale price of merchandise or services, or 
selling or servicing a type of property that it also leases, or any combination 
thereof; 


“Cape Breton” means Cape Breton Island and that portion of the 
Province of Nova Scotia within the following described boundary: 


beginning at a point on the southwesterly shore of Chedabucto 
Bay near Red Head, said point being S 70 degrees E (Nova 
Scotia grid meridian) from Geodetic Station Sand, thence in a 
southwesterly direction to a point on the northwesterly bound- 
ary of highway 344, said point being southwesterly 240' from 
the intersection of King Brook with said highway boundary, 
thence northwesterly to Crown post 6678; thence: continuing 
northwesterly to Crown: post: 6679,;:thence continuing north- 
westerly to Crown post 6680, thence continuing northwesterly 
to Crown post 6681, thence continuing northwesterly to Crown 
post 6632, thence continuing northwesterly to Crown post 
6602, thence northerly, to Crown post 8575; thence, northerly to 
Crown post 6599, thence continuing northerly to Crown post 
6600, thence northwesterly to the southwest angle of the Town 
of Mulgrave, thence along the westerly boundary of the Town 
of, Mulgrave and a: prolongation thereof northerly to the An-., 
tigonish-Guysborough county line, thence along said county 
line, northeasterly .to the southwesterly shore of the Strait.of 
Canso, thence following the southwesterly shore of the Strait 
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of Canso and the northwesterly shore of Chedabucto Bay 
southeasterly to the place of beginning; 


“certified property” of a taxpayer means any property (other than 
an approved project property) described in paragraph (a) or (b) of 
the definition “qualified property” in this subsection 
(a) that was acquired by the taxpayer 
(i) after October 28, 1980 and 
(A) before 1987, or 
(B) before 1988 where the property is 
(I) a building under construction before 1987, or 


(Il) machinery and equipment ordered in writing by 
the taxpayer before 1987, 


(ii) after 1986 and before 1989, other than a property in- 
cluded in subparagraph (i), 


(iii) after 1988 and before 1995, 
(iv) after 1994 and before 1996 where 


(A) the property is acquired by the taxpayer for use in a 
project that was substantially advanced by or on behalf of 
the taxpayer, as evidenced in writing, before February 22, 
1994, and 


(B) construction of the project by or on behalf of the tax- 
payer begins before 1995, or 


(v) after 1994 where the property 


(A) is acquired by the taxpayer under a written agreement 
of purchase and sale entered into by the taxpayer before 
February 22, 1994, 


(B) was under construction by or on behalf of the tax- 
payer on February 22, 1994, or 


(C) is machinery or equipment that will be a fixed and 
integral part of property under construction by or on be- 
half of the taxpayer on February 22, 1994, 


and that has not been used, or acquired for use or lease, for any 
purpose whatever before it was acquired by the taxpayer, and 


(b) that is part of a facility as defined for the purposes of the 
Regional Development Incentives Act, chapter R-3 of the Re- 
vised Statutes of Canada, 1970, and was acquired primarily for 
use by the taxpayer in a prescribed area; 
History: Subpara. (a)(iii) of the definition “certified property” in subsec. 127(9) 
amended and subparas. (iv).and (v) added by 1995, c. 3, subsec. 37(1), applicable to 
property acquired and expenditures incurred after 1994. Subpara. (a)(iil) formerly read: 
(iii) after 1988, 
Selected Cases [subsec. 127(9)“certified property”]: Ainsworth Lumber Co. v. 
R., [2001] 3 C.T.C. 2001 (TCC) (Project may be substantially advanced even if con- 
struction has not begun); Newfoundland Tractor and Equipment Co. v. Canada, [1996] 
2 C.T.C. 2250 (TCC) (“Use” does not include leasing); Fibreco Pulp Inc. v. Canada, 
[1994] 2 C.T.C. 114 (FCTD) (Chemi-thermo-mechanical pulp mill was certified 
property). 
Regulations: 4602 (prescribed area). 


“child care space amount” of a taxpayer for a taxation year is, if 
the provision of child care spaces is ancillary to one or more busi- 
nesses of the taxpayer that are carried on in Canada in the taxation 
year and that do not otherwise include the provision of child care 
spaces, the lesser of 


(a) the amount obtained when $10,000 is multiplied by the num- 
ber of new child care spaces created by the taxpayer during the 
taxation year in a licensed child care facility for the benefit of 
children of the taxpayer’s employees, or of a combination of 
children of the taxpayer’s employees and other children; and 


(b) 25% of the taxpayer’s eligible child care space expenditure 
for the taxation year; 
Related Provisions: 127(9)“investment tax credit”(a.5) —ITC allowed; 127(9)“in- 
vestment tax credit”(c) — Carryforward or carryback; 127(11.1)(c.5) — Reduction for 
assistance received; 127(27.1)-(27.12) — Recapture of ITC if space not kept for 5 
years. 
History: The definition “child care space amount” added to subsec. 127(9) by 2007, c. 
35, subsec. 43(13), applicable to expenditures incurred after March 18, 2007. 


Income Tax Act, Part I, Division E 


“contract payment” means 


(a) an amount paid or payable to a taxpayer, by a taxable sup- 
plier in respect of the amount, for scientific research and experi- 
mental development to the extent that it is performed 


(i) for or on behalf of a person or partnership entitled to a 
deduction in respect of the amount because of subparagraph 
37(1)(a)(i) or (1.1), and 

(ii) at a time when the taxpayer is dealing at arm’s length 
with the person or partnership, or 


(b) an amount, other than a prescribed amount, payable by a Ca- 
nadian government or municipality or other Canadian public au- 
thority or by a person exempt, because of section 149, from tax 
under this Part on all or part of the person’s taxable income for 
scientific research and experimental development to be per- 
formed for it or on its behalf; 
Related Provisions: 127(18)—(22) — Reduction of qualified expenditures to reflect 
contract payment; 127(25) — Anti-avoidance — deemed contract payment. 
History: Para. (a) of the definition “contract payment” in subsec. 127(9) amended by 
1996, c. 21, subsec. 30(11), applicable to taxation years that begin after 1995. Para. (a) 
formerly read: 
(a) an amount payable for scientific research and experimental development to 
the extent that it can reasonably be considered to have been performed for, or on 


behalf of, a person entitled to a deduction in respect of the amount because of 
subparagraph 37(1)(a)(i) or clause 37(1)(a)(ii)(D), or 


1998, c. 19, s. 306, amended subsec. 30(26) of the Income Tax Act Budget Amendment 
Act (S.C. 1996, c. 21) (Bill C-36) to read as follows, and added subsec. (26.1), deemed 
to have come into force on June 20, 1996: 
(26) Subject to subsection (26.1), subsections (1) to (3) and (5) to (23), subsec- 
tions 127(11.4) and (11.5) of the Act, as enacted by subsection (24), and subsec- 
tions. 127(13) to (25) of the Act, as enacted by subsection (25), apply to taxation 
years that begin after 1995. [This is unchanged except for “subject to subsection 
(26.1)” — ed.] 
(26.1) Where, because of the application of subsection (26), an amount paid or 
payable by a person or partnership to a taxpayer with whom the person or part- 
nership does not deal at arm’s length otherwise 


(a) would be a qualified expenditure of the person or partnership but would 
not be a contract payment received or receivable by the taxpayer, or 
(b) would not be a qualified expenditure of the person or partnership but 
would be a contract payment received or receivable by the taxpayer, 
the amount is deemed not to be a qualified expenditure of the person or partner- 
ship and not to be a contract payment received or receivable by the taxpayer. 


“Contract payment” in subsec. 127(9) amended by 1994, c. 7, Sch. VIII (1993, c. 24), 
Subsec. 68(2), applicable to amounts that become payable after December 20, 1991. 
That definition formerly read: 


“contract payment” means 
(a) an amount payable by a person resident in Canada for scientific research 
and experimental development related to the business of that person, 


(b) an amount, other than a prescribed amount, payable by a Canadian goy- 
ernment, municipality or other Canadian public authority or by a person ex- 
empt from tax under Part I by virtue of section 149 for scientific research 
and experimental development to be performed for it or on its behalf, or 


(c) an amount payable by a person not resident in Canada if that person is 
entitled to a deduction under clause 37(1)(a)(ii)(D) in respect of the amount; 
Regulations: 4606 (prescribed amount). 
Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


Application Policies; SR&ED 94-04: Definition of “contract payment” in subsec. 
127(9); SR&ED 2002-03: Taxable supplier rules; SR&ED 2005-02: General rules con- 
cerning the treatment of government and non government assistance. 


“designated region’ — [Repealed under former Act] 


“eligible apprentice” means an individual who is employed in 
Canada in a trade prescribed in respect of a province or in respect of 
Canada, during the first twenty-four months of the individual’s ap- 
prenticeship contract registered with the province or Canada, as the 
case may be, under an apprenticeship program designed to certify 
or license individuals in the trade; 

History: The definition “eligible apprentice” in subsec. 127(9) amended by 2007, c. 
35, subsec. 43(7), applicable to taxation years ending after May 1, 2006. It formerly 
read: 


“eligible apprentice” means an individual who is employed in a prescribed trade 
in Canada during the first two years of the individual’s apprenticeship contract, 
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which is registered with Canada or a province under an apprenticeship program 
designed to certify or license individuals in the trade; 


The definition “eligible apprentice” added to subsec. 127(9) by 2007, c. 2, subsec. 
34(8), applicable to taxation years that end after May 1, 2006. 


Regulations: 7310 (prescribed trades). 


“eligible child care space expenditure” of a taxpayer for a taxa- 
tion year is the total of all amounts each of which is an amount 


(a) that is incurred by the taxpayer in the taxation year for the 
sole purpose of the creation of one or more new child care 
spaces ina licensed. child care facility operated for the benefit of 
children of the.taxpayer’s employees, or of a combination of 
children of thestaxpayer’s employees and other children, and 


(b) that is 


(i) incurred by the taxpayer to acquire depreciable property 
of a prescribed class (other than a specified property) for use 
in the child care facility, or 


(ii) incurred by the taxpayer to make a specified child care 
start-up expenditure in respect of the child care facility; 
Related Provisions: 18(9)(f) Prepaid expense allowed only in later year; 


127(11.2)(b) — When expenditure considered incurred; 127(27.1)—(27.12) — Recap- 
ture of ITC if space not kept for 5 years. 


History: The definition “eligible child care space expenditure” added to subsec. 
127(9) by 2007, c. 35, subsec. 43(13), applicable to expenditures incurred after March 
18, 2007. 


“eligible salary and wages’ payable by a taxpayer to an eligible 
apprentice means the amount, if any, that is the salary and wages 
payable by the taxpayer to the eligible apprentice in respect of the 
first 24 months of the apprenticeship (other than remuneration that 
is based on profits, bonuses, amounts described in section 6 or 7, 
and amounts, deemed to be incurred by subsection 78(4)); 


Ao lauded Fad (9) “eli: igible salary and 


“eligible maliry: and wages” paabaeib 


taxpayer to an. cligible 
septate: means si SOUR if f any that i : 


salary and wages 
i FeSDECt: of the 


tion that i is based on n profits, ‘bonuses, cmon: described | in section 
6 or 7, and amounts deemed to be incurred by subsection 78(4)); 


Application: The November 5, 2010 draft legislation (mnise. technical), subsec. 
22(1), will amend the Hoppin ‘eligible salary and wages” in : subsec é 12 
as above, appli 


Technical Notes: s: “Bligible salary and wages” payable a a ee to ane igible 
apprentice means the amount, if any, that is the salary and wag 
taxpayer to the eligible apprentice in respect of the first 24 months 
ship. The definition does not include remuneration that is based on profited bonuses, 
and amounts described in section ne or 7, Dee amounts. laa b 

subsection 78(4). ao 


The definition is Celtis to ensure that ie definitiol does not include a qualified 
expenditure incurred by the taxpayer in a taxation year. Where an amount paid to an 


eligible apprentice is eligible to be included in both the eligible salary and wages and 


the qualified expenditures of a taxpayer, the hae es can include that amount only 1 in 
one of the definitions and not both. Ly) : 


Related Provisions: 127(11.4) — Special rule for eligible salary and wages. 
History: The definition “eligible salary and wages” added to subsec. 127(9) by 2007, 
c. 2, subsec. 34(8), applicable to taxation years that end after May 1, 2006. 
“eligible taxpayer’? means 

(a) a corporation other than a non-qualifying corporation, 

(b) an individual other than a trust, 


(c) a trust all the beneficiaries of which are eligible taxpayers, 
and 
(d) a partnership all the members of which are eligible 
taxpayers, 
and, for the purpose of this. definition, a beneficiary of a trust is a 
person or partnership that is beneficially interested in the. trust; 
Related Provisions: 248(25) — Meaning of “beneficially interested”. 
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History: The definition “eligible taxpayer” added to subsec. 127(9) by 1994, c. 8, sub+ 
sec. 15(9); applicable to property acquired after December 2,)1992. 


“first term shared-use-equipment” of a taxpayer means deprecia- 
ble property of the taxpayer (other than prescribed depreciable pro- 
perty of a taxpayer) that is used by the taxpayer, during its operat- 
ing time in the period (in this subsection and subsection (11.1) 
referred to as the “first period’’) beginning at the time the property 
was acquired by the taxpayer. and ending at the end of the tax- 
payer’s first taxation year ending at least 12. months after that time, 
primarily for the prosecution of scientific research and experimental 
development in Canada, but does not include general purpose office 
equipment or furniture; 

Related Provisions: 37(1.3) —SR&ED within 200 nautical miles offshore is 


deemed done in Canada; 88(1)(e.3) closing words — Winding-up — parent deemed 
continuation of subsidiary; 127(11.5)(b) — Adjustments to qualified expenditures. 


History: The definition “first term shared-use-equipment’’ added to subsec. 127(9) by 
1994, c. 8, subsec. 15(9), applicable to property acquired after December 2, 1992. 


Regulations: 2900(11) (prescribed depreciable. property). 
Application Policies: SR&ED 2005-01: Shared-use equipment. 


“flow-through mining expenditure” of a taxpayer for a taxation 
year means.an expense deemed by subsection 66(12.61) (or by, sub- 
section. 66(18) as a consequence of the application of subsection 
66(12.61) to the partnership, referred to in paragraph (c) of this def- 
inition, of which the taxpayer is a member) to be incurred by the 
taxpayer in the year 


(a) that is a Canadian exploration expense incurred by a corpora- 
tion after March 2010 and before 2012 (including, for greater 
certainty, an expense that is deemed by subsection 66(12.66) to 
be incurred before 2012) in conducting mining exploration ac- 
tivity from or above the surface of the earth for the purpose of 
determining the existence, location, extent or quality of a min- 
eral resource described in paragraph (a) or (d) of the definition 
“mineral resource” in subsection 248(1), 


(b) that 


(i) is an expense described in paragraph (f) of the definition 
“Canadian exploration expense” in subsection 66.1(6), and 


(11) is not an expense in respect of 


(A) trenching, if one of the purposes of the trenching is to 
carry out preliminary sampling (other than specified 
sampling), 


(B) digging test pits (other than digging test pits for the 
purpose of carrying out specified sampling), and 


(C) preliminary sampling (other than specified sampling), 


(c) an amount in respect of which is renounced in accordance 
with subsection 66(12.6).by the corporation,to the taxpayer (or a 
partnership of which the taxpayer is a member) under an agree- 
ment described in that subsection and made after March 2010 
and before April 2011, and 


(d) that is not an expense that was renounced under subsection 
66(12.6) to the corporation (or a partnership:of which the corpo- 
ration is a member), unless that renunciation was under an 
agreement described in that subsection. and made after March 
2010 and before April 2011; 


(e) [Repealed] 


Related Provisions: 127(9)“investment tax credit’(a.2) — 15% credit for expendi- 
ture; 127(9)“investment tax credit’(c) — Carryforward or carryback; 127(11.1)(c.2) — 
Reduction for assistance received. 


History: Para. (a) of the definition “flow-through mining expenditure” in subsec. 
127(9) amended by 2010, c. 12, subsec. 14(1), applicable to expenses renounced under 
a flow-through share agreement made after. March 2010. It formerly. read: 


(a) that is a Canadian exploration expense incurred by. a corporation after March 
2009 and before 2011 (including, for greater certainty, an expense that is deemed 
by subsection 66(12.66) to be incurred before 2011) in conducting mining explo- 
ration activity from or above the surface of the earth for the purpose of determin- 
ing the existence, location, extent or quality of a mineral resource described in 
paragraph (a) or (d) of the definition “mineral resource” in subsection 248(1), 


Paras. (c) and (d) of the definition “flow-through mining expenditure”. in subsec. 
127(9) amended by the said c. 12, subsec. 14(2), to substitute “after March 2010 and 


S. 127(9) flo 


before April 2011” for “after March 2009 and before April 2010”, applicable to ex- 
penses renounced under a flow-through share agreement made after March 2010. 


Para. (a) of the definition “flow-through mining.expenditure” in subsec. 127(9) 
amended by 2009, c. 2, subsec. 40(1) to substitute “March 2009” for “March 2008” and 
“2011” for “2010” (in two places), applicable to expenses renounced under a flow- 
through share agreement made after March 2009. 


Paras. (c) and (d) of “flow-through mining expenditure” in subsec. 127(9) both 
amended by the said c. 2, subsec. 40(2) to substitute “March 2009” for “March 2008” 
and “April 2010” for “April 2009”, applicable to expenses renounced under a flow- 
through share agreement made after March 2009. 


Para. (a) of the definition “flow-through mining expenditure” amended to substitute 
“March 2008” for “March 2007” and “2010” for “2009” (in two places) by 2008, c. 28, 
subsec. 19(1), applicable to expenses renounced under a flow-through share agreement 
made after March 2008. 


Paras. (c) and (d) of the definition “flow-through mining expenditure” amended to sub- 
stitute “March 2008” for “March 2007” and “April 2009” for “April 2008” (in each), 
by the said c. 28, subsec. 19(2), applicable to expenses renounced under a flow-through 
share agreement made after March 2008. 


Para. (a) of the definition “flow-through mining expenditure” amended by 2007, c. 35, 
subsec. 43(8), applicable to expenses renounced under agreements made after March 
2007. Para. (a) formerly read: 


(a) that is a Canadian exploration expense incurred by a corporation after May 1, 
2006 and before 2008 (including, for greater certainty, an expense that is deemed 
by subsection 66(12.66) to be incurred before 2008) in conducting mining explo- 
ration activity from or above the surface of the earth for the purpose of determin- 
ing the existence, location, extent or quality of a mineral resource described in 
paragraph (a) or (d) of the definition “mineral resource” in subsection 248(1), 


Paras. (c) and (d) of “flow-through mining expenditure” amended to substitute “March 
2007 and before April 2008” for “May 1, 2006 and before April 1, 2007”, by the said 
2007, c. 35, subsec. 43(9), applicable to expenses renounced under agreements made 
after March 2007. 


Para. (a) of the definition “flow-through mining expenditure’ amended by 2006, c. 4, 
subsec. 75(2), applicable to expenses renounced under agreements made after May 1, 
2006. Para. (a) formerly read: 


(a) that is a Canadian exploration expense incurred after October 17, 2000 and 
before 2006 by a corporation in conducting mining exploration activity from or 
above the surface of the earth for the purpose of determining the existence, loca- 
tion, extent or quality of a mineral resource described in paragraph (a) or (d) of 
the definition “mineral resource” in subsection 248(1), 


Paras. (c) and (d) of “flow-through mining expenditure” amended to substitute “May 1, 
2006 and before April 1, 2007” for “October 17, 2000”, by the said 2006, c. 4, subsec. 
75(3), applicable to expenses renounced under agreements made after May 1, 2006. 


Para. (a) of the definition “flow-through mining expenditure” in subsec. 127(9) 
amended by 2005, c. 19, subsec. 28(1) to replace “2005” with “2006”, applicable after 
March 23, 2004. 


Para. (a) of the definition “flow-through mining expenditure” amended, and para. (e) 
repealed, by 2003, c. 15, subsecs. 81(1), (2), applicable after February 18, 2003. The 
paras. formerly read: 


(a) that is a Canadian exploration expense incurred after October 17, 2000 and 
before 2004 by a corporation in conducting mining exploration activity from or 
above the surface of the earth for the purpose of determining the existence, loca- 
tion, extent or quality of a mineral resource described in paragraph (a) or (d) of 
the definition “mineral resource” in subsection 248(1), 


(e) that is an expense that would be incurred by the corporation before 2004 if 
this Act were read without reference to subsection 66(12.66); 


The definition “flow-through mining expenditure” added to subsec. 127(9), by 2001, c. 
17, subsec. 118(7), applicable after October 17, 2000. 


“Gaspé Peninsula” means that portion of the Gaspé region of the 
Province of Quebec that extends to the western border of 
Kamouraska County and includes the Magdalen Islands; 


“government assistance’? means assistance from a government, 
municipality or other public authority whether as a grant, subsidy, 
forgivable loan, deduction from tax, investment allowance or as any 
other form of assistance other than as a deduction under subsection 
(5) or (6); 

Related Provisions: 12(1)(x) — Income inclusion for assistance; 248(16), (18) — 


GST input tax credit and rebate deemed to be government assistance; 248(16.1), 
(18.1) —QST input tax credit and rebate deemed to be government assistance. 


Application Policies: SR&ED 2005-02: General rules concerning the treatment of 
government and non government assistance. 


Income Tax Act, Part I, Division E 


“investment tax credit” of a taxpayer at the end of a taxation year 
means the amount, if any, by which the total of 


(a) the total of all amounts each of which is the specified per- 


centage of the capital cost to the taxpayer of certified property or | 


qualified property acquired by the taxpayer in the year, 


(a.1) 20% of the amount by which the taxpayer’s SR&ED quali- 


fied expenditure pool at the end of the year exceeds the total of — 


all amounts each of which is the super-allowance benefit amount 
for the year in respect of the taxpayer in respect of a province, 


(a.2) where the taxpayer is an individual (other than a trust), 
15% of the taxpayer’s flow-through mining expenditures for the 
year, 


(a.3) where the taxpayer is a taxable Canadian corporation, the 
specified percentage of the taxpayer’s pre- production mining ex- 
penditure for the year, 


(a.4) the total of all amounts each of which is an apprenticeship 
expenditure of the taxpayer for the taxation year in respect of an 
eligible apprentice, 


(a.5) the child care space amount of the taxpayer for the taxation 
year, . 


(b) the total of amounts required by subsection (7) or (8) to be 
added in computing the taxpayer’s investment tax credit at the 
end of the year, 


(c) the total of all amounts each of which is an amount deter- 
mined under any of paragraphs (a) to (b) in respect of the tax- 
payer for any of the 10 taxation years immediately preceding or 
the 3 taxation years immediately following the year, 


(d) [Repealed] 


(e) the total of all amounts each of which i is an amount required 
by subsection (10.1) to be added in computing the taxpayer’s 
investment tax credit at the end of the year or at the end of any 
of the 10 taxation years immediately preceding or the 3 taxation 
years immediately following the year, 


(e.1) the total of all amounts each of which is the specified per- 
centage of that part of a repayment made by the taxpayer in the 
year or in any of the 10 taxation years immediately preceding or 
the 3 taxation years immediately following the year that can rea- 
sonably be considered to be a repayment of government assis- 
tance, non-government assistance or a contract payment that 
reduced 


(i) the capital cost to the taxpayer of a property under para- 
graph (11.1)(b), 
(ii) the amount of a qualified expenditure incurred by the tax- 


payer under paragraph (11.1)(c) for taxation years that began 
before 1996, 


(iii) the prescribed proxy amount of the taxpayer under para- 
graph (11.1)(f) for taxation years that began before 1996, 


(iv) a qualified expenditure incurred by the taxpayer under 
any of subsections (18) to (20), 


(v) the amount of a pre-production mining expenditure of the | 


taxpayer under paragraph (11.1)(c.3), 


(vi) the amount of eligible salary and wages payable by the 
taxpayer to an eligible apprentice under paragraph 
(11.1)(c.4), to the extent that that reduction had the effect of 
reducing the amount of an apprenticeship expenditure of the 
taxpayer, or 


(vii) the amount of an eligible child care space expenditure of 
the taxpayer under paragraph (11.1)(c.5), to the extent that 
that reduction had the effect of reducing the amount of a 
child care space amount of the taxpayer, and 


(e.2) the total of all amounts each of which is the specified per- 
centage of '/4 of that part of a repayment made by the taxpayer in 
the year or in any of the 10 taxation years immediately preced- 
ing or the 3 taxation years immediately following the year that 
can reasonably be considered to be a repayment of government 
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assistance, non-government assistance or a contract payment 
that reduced 


(i) the amount of a qualified expenditure incurred by the tax- 
payer under paragraph (11.1)(e) for taxation years that began 
before 1996, or 


(ii) a qualified expenditure incurred by the taxpayer under 
any of subsections (18) to (20), 


in respect of first term shared-use-equipment or second term 
shared-use- equipment, and, for that purpose, a repayment made 
by the taxpayer in any taxation year preceding the first taxation 
year that ends coincidentally with the first period or. the second 
period in respeet of first term shared-use-equipment or second 
term shared-use-equipment, respectively, is deemed to have 
been incurred by the taxpayer in that first taxation year, 


exceeds the total of 


(f) the total of all amounts on of which is an amount deducted 
under subsection (5) from the tax otherwise payable under this 
Part by the taxpayer for a preceding taxation year in respect of 
property acquired, or an expenditure incurred, in the year or in 


any of the 10 taxation years immediately preceding or the 2 tax- 


ation years immediately following the year, or in respect of the 


taxpayer’s SR&ED qualified expenditure pool at the end of such | 


a year, 


(g) the total of all amounts each of which is an amount required 
by subsection (6) to be deducted in computing the taxpayer’s 
investment tax credit 


(i) at the end of the year, or 
(ii) [Repealed] 


(iii) at the end of any of the 9 taxation years immediately 
preceding or the 3 taxation years immediately following the 
year, 


(h) the total of all amounts each of which is an amount required 
by subsection (7) to be deducted. in computing the taxpayer’s 
investment tax credit 


(i) at the end of the year, or 
(ii) [Repealed] 


(iii) at the end of any of the 10 taxation years immediately 
preceding or the 3 taxation years immediately following the 
year, 


(i) the total of all amounts each of which is an amount claimed 
under subparagraph 192(2)(a)(ii) by the taxpayer for the year or 
a preceding taxation year in respect of property acquired, or an 
expenditure made, in the year or the 10 taxation years immedi- 
ately preceding the year, 


(j) where the taxpayer is a corporation control of which has been 
acquired by a person or group of persons at any time before the 
end of the year, the amount determined under subsection (9.1) in 
respect of the taxpayer, and 


(k) where the taxpayer is a corporation control of which has 
been acquired by a person or group of persons at any time after 
the end of the year, the amount determined under subsection 
(9.2). in respect of the taxpayer, 


except that no amount shall be included in the total determined 
under any of paragraphs (a) to (e.2) in respect of an outlay, expense 
or expenditure that would, if this Act were read without reference to 
subsections (26) and 78(4), be made or incurred by the ‘taxpayer in 
the course of earning income in a particular taxation year, and no 
amount shall be added under paragraph (b) in computing the tax- 
payer’s investment tax credit at the end of a particular taxation year 
in respect of an outlay, expense or expenditure made or incurred by 
a trust or a partnership in the course of earning income, if 


(1): any of the income is exempt income or is exempt from tax 


under this Part, 


(m) the taxpayer does not file with the Minister .a prescribed 
form: containing prescribed information in respect of the amount 
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on or before the day that is one year after the taxpayer’s filing- 
due date for the particular year; 


Related Provisions: 37(11) — Filing deadline for R&D claims; 66(10.1)(b) — Joint 
exploration corporation; 87(2)(qq)— Amalgamations — continuation of corporation; 
87(2.11) — Vertical amalgamations; 88(1)(e.3) — Flow-through of ITC to parent on 
wind-up of corporation; 127(7) —ITC of testamentary trust; 127(8) —ITC of partner- 
ship; 127(9.01), (9.02) — Transitional rules for 20-year carryforward; 127(9.1) — 
Where control acquired before end of year; 127(9.2) — Where control acquired after 
beginning of year; 127(10.1) — Addition to ITC for SR&ED done by CCPC; 
127(10.8) — Regeneration of ITCs where entitlement to assistance expires; 127(11.1), 
(11.2) —ITC calculation rules; 127(26) — Expenditure unpaid within 180 days of end 
of year; 127(27), (29) — Reduction of ITC where property converted to commercial 
use; 127(28)— Recapture of negative ITC; 127.1(2), (2.01) — Refundable ITC; 
139.1118) — Holding corporation deemed not to acquire control of insurer on demutu- 
alization; 149(10)(c) — Where corporation becomes. or ceases to be exempt; 
220(2.2) — No extension allowed for deadline in para. (m); 248(1)“investment tax 
credit” — Definition applies to entire Act; 256(6)—(9) — Whether control acquired (for 
paras. (j), (k)). 


History: Para. (a.5) added to the definition “investment tax credit” in subsec. 127(9) 
by 2007, c. 35, subsec. 43(10), applicable to expenditures incurred after March 18, 
2007. 


Subparas. (e.1)(vi) and (vii) added to the definition “investment tax credit” in subsec. 
127(9) by the said c. 35, subsec. 43(11), applicable to taxation years that end after May 
1, 2006, except that subpara. (e.1)(vii) applies to taxation years that end after March 18, 
2007. 


Para. (a.4) added to the definition “investment tax credit” in subsec. 127(9) by 2007, c. 
2, subsec. 34(7), applicable to taxation years that end after May 1, 2006. 


Para. (d) of the definition “investment tax credit” in subsec. 127(9) repealed by 2006, c. 
4, subsec. 75(1), applicable to 2006 et seg. Para. (d) formerly read: 


(d) the total of all amounts each of which is an amount required by subsection 
119(9) to be added in computing the taxpayer’s investment tax credit at the end 
of the year or at the end of any of the 10 taxation years immediately preceding 
the year, 


Para. (a.3) added to the definition “investment tax-credit” in subsec. 127(9) by 2003, c. 
28, subsec. 14(3), applicable to 2003 et seq. 


Para. (c) of the definition “investment tax credit” in subsec. 127(9) amended by the 
said c. 28, subsec. 14(4), applicable to. 2003 et seg. The para. formerly read: 


(c) the total of all amounts each of which is an amount determined under para- 
graph (a), (a.1), (a.2) or (b) in respect of the taxpayer for any of the 10 taxation 
years immediately preceding or the 3 taxation years immediately following the 
year, F 


Subpara. (e.1)(v) of the definition “investment tax credit’ in subsec. 127(9) added by 
the said c. 28, subsec. 14(5), applicable to 2003 et seq. 


Para. (a.1) amended and para. (a.2) added to the definition “investment tax credit” in 
subsec. 127(9), by 2001, c. 17, subsec. 118(4), para. (a.1) applicable to taxation years 
that begin after February 2000 except that, if a corporation’s first taxation year that 
begins after February 2000 ends before 2001, it is applicable to the corporation’s taxa- 
tion years that begin after 2000. Para. “hye 2) is applicable after October 17, 2000. Para. 
(a.1) formerly read: 


(a.1) 20% of the taxpayer’s SR&ED qualified expenditure pool at the end of the 
year, 


Para. (c) of the definition “investment tax credit” in subsec. 127(9) amended by the 
said c. 17, subsec. 118(5), to add reference to “(a.2)”, applicable after October 17, 
2000. 


Para. (1) of the definition “investment tax credit” in subsec. 127(9) amended by the said 
c. 17, subsec. 118(6), applicable to all taxation years. Para. (1) formerly read: 


(1) any of the income is exempt income, or 


The portion of the definition “investment tax credit” in subsec. 127(9) after para. (k) 
amended by 1998, c. 19, subsec. 33(1), applicable to all taxation years except that, if 
the taxpayer’s filing-due date for the year is before June 1996, the taxpayer may file the 
prescribed form referred to in para. (m) before June 1997, and, for this purpose, the 
definition “filing-due date” in subsec. 248(1) applies to all taxation years. The closing 
words) formerly read: 


except that no amount shall be included in the total determined under any of 

paragraphs (a) to (e.2) in respect of any qualified expenditure incurred by the 
taxpayer in the course of earning income from a business, or in respect of any 
certified property or qualified property acquired by the taxpayer for use in the 
course of earning income from a business, if any of the income from that busi- 
hess is exempt from tax under this Part; 


Paras. (a), (c), that portion between paras. (e) and (g), subparas. (g)(iii) and (h)(iii), and 
the closing words of the definition “investment tax credit” in subsec. 127(9) amended, 
subparas. (g)(ii) and (h)(ii) repealed, para. (a.1) added, by 1996, c. 21, subsecs. 30(12) 
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to (17), applicable to taxation years that begin after 1995. These portions of the defini- 
tion formerly read: 


(a) the total of all amounts each of which is the specified percentage of 


(i) the capital cost to the taxpayer of approved project property, certified 
property, qualified construction equipment, qualified property, qualified 
small-business property or qualified transportation equipment acquired by 
the taxpayer in the year, 


(ii) a qualified expenditure made by the taxpayer in the year, or 


(iii) the taxpayer’s qualified Canadian exploration expenditure for the year, 


(c) the total of all amounts each of which is 


(i) an amount determined under paragraph (a) or (b) in respect of the tax- 
payer for any of the 5 taxation years immediately preceding the year, where 
the property was acquired, or the qualified expenditure was made, before 
April 20, 1983, or 


(ii) an amount determined under paragraph (a) or (b) in respect of the tax- 
payer for any of the 10 taxation years immediately preceding or the 3 taxa- 
tion years immediately following the year, where the property was acquired, 
or the qualified expenditure was made, after April 19, 1983 or the qualified 
Canadian exploration expenditure was for a taxation year ending after No- 
vember 30, 1985, 


(e.1) the total of all amounts each of which is the specified percentage of that 
part of a repayment made by the taxpayer in the year or in any of the 10 taxation 
years immediately preceding or the 3 taxation years immediately following the 
year that can reasonably be considered to be a repayment of government assis- 
tance, non-government assistance or a contract payment that reduced the capital 
cost to the taxpayer of a property under paragraph (11.1)(b), the amount of an 
expenditure made by the taxpayer under paragraph (11.1)(c) or the prescribed 
proxy amount of the taxpayer under paragraph (11.1)(f), and 


(e.2) the total of all amounts each of which is the specified percentage of '/s of 
that part of a repayment made by the taxpayer in the year or in any of the 10 
taxation years immediately preceding or the 3 taxation years immediately fol- 
lowing the year that can reasonably be considered to be a repayment of govern- 
ment assistance, non-government assistance or a contract payment that reduced 
the amount of an expenditure made by the taxpayer under paragraph (11.1)(€) in 
respect of first term shared-use-equipment or second term shared-use-equipment, 
and, for that purpose, a repayment made by the taxpayer in any taxation year 
preceding the first taxation year ending coincidentally with the first period or the 
second period in respect of first term shared-use-equipment or second term 
shared-use-equipment, respectively, shall be deemed to have been made by the 
taxpayer in that first taxation year, 


exceeds the total of 


(f) the total of all amounts each of which is an amount deducted under subsection 
(5) from the tax otherwise payable under this Part by the taxpayer for a preced- 
ing taxation year in respect of 


(i) property acquired, or an expenditure made, in any of the 5 taxation years 
immediately preceding the year, where the property was acquired, or the ex- 
penditure was made, before April 20, 1983, or 


(ii) property acquired, or an expenditure made, in the year or in any of the 10 
taxation years immediately preceding or the 2 taxation years immediately 
following the year, where the property was acquired, or the expenditure was 
made, after April 19, 1983, 


(g)(ii) in respect of property acquired, or an expenditure made, before April 20, 
1983, at the end of any of the 4 taxation years immediately preceding the year, or 


(g)(iii) in respect of property acquired, or an expenditure made, after April 19, 
1983, at the end of any of the 9 taxation years immediately preceding or the 3 
taxation years immediately following the year, 


(h)(ii) in respect of property acquired, or an expenditure made, before April 20, 
1983, at the end of any of the 5 taxation years immediately preceding the year, or 


(h)(iii) in respect of property acquired, or an expenditure made, after April 19, 
1983, at the end of any of the 10 taxation years immediately preceding or the 3 
taxation years immediately following the year, 


except that no amount shall be included in the total determined under any of 
paragraphs (a) to (e.2) in respect of any qualified expenditure incurred by the 
taxpayer in the course of earning income from a business, or in respect of any 
certified property or qualified property acquired by the taxpayer for use in the 
course of earning income from a business, if any of the income from that busi- 
ness is exempt from tax under this Part; 


Income Tax Act, Part I, Division E 


Subpara. (a)(i) of the definition “investment tax credit” in subsec. 127(9) amended by | 


1994, c. 8, subsec. 15(3), applicable to property acquired after December 2, 1992. Sub- 
para. (a)(i) formerly read: 


(i) the capital cost to the taxpayer of a qualified property, qualified transportation 
equipment, qualified construction equipment, approved project property or certi- 
fied property acquired by the taxpayer in the year, 


Para. (e.1) of the definition “investment tax credit” in subsec. 127(9) amended, para. 
(e.2) added, by 1994, c. 8, subsec. 15(4), applicable to taxation years ending after De- 
cember 2, 1992. Para. (e.1) formerly read: 


(e.1) the total of all amounts each of which is the specified percentage of that 
part of a repayment made by the taxpayer in the year or in any of the 10 taxation 
years immediately preceding or the 3 taxation years immediately following the 
year that may reasonably be considered to be a repayment of government assis- 
tance, non-government assistance or a contract payment that reduced the capital 
cost to the taxpayer of a property under paragraph (11.1)(b) or that reduced the 
amount of an expenditure made by the taxpayer under paragraph (11.1)(c) 


The closing words of the definition “investment tax credit” in subsec. 127(9) amended 
by 1994, c. 8, subsec. 15(5), applicable to property acquired after December 2, 1992. 
They formerly read: 


except that no amount shall be included in the total determined under any of 

paragraphs (a) to (e.1) in respect of any qualified Canadian exploration expendi- 
ture or qualified expenditure made by the taxpayer in the course of earning in- 
come from a business, or in respect of any certified property, qualified property 
or approved project property acquired by the taxpayer for use in the course of 
earning income from a business, if any of the income from that business is ex- 
empt from tax under this Part; 


That portion of “investment tax credit” following para. (k) in subsec. 127(9) added by 
1994, c. 7, Sch. If (1991, c. 49), subsec. 104(1), applicable to property acquired and 
expenditures made by a taxpayer after July 13, 1990, other than property acquired and 
expenditures made after that day and before 1992 
(a) under an agreement in writing entered into by the taxpayer before July 14, 
1990; or 
(b) for the purpose of completing the construction of property that was under con- 
struction by or on behalf of the taxpayer before July 14, 1990. 
Selected Cases [subsec. 127(9)“investment tax credit”]: Papiers Cascades 
Cabano Inc. v. R., [2007] 5 C.T.C. 26 (FCA) (ITC must be calculated on basis of provi- 
sions of Act, not previous filings, even if accepted). 
Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-151R5: Scientific research and experimental development expenditures; 
IT-273R: Government assistance — general comments. 
Information Circulars: 78-4R3: Investment tax credit rates. 
Application Policies: SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED; SR&ED 2005-02: General rules concerning the treatment of government and 
non government assistance. 


Forms: RC4290: Refunds for small business R&D [guide]; T2 SCH 31: Investment 


tax credit (ITC) — corporations; T661: Claim for SR&ED in Canada; T1263: Third- 
party payments for SR&ED; T2038 (Ind.): Investment tax credit (individuals); T4088: 
Claiming scientific research and experimental development expenditures — guide to 
form T661. 


“non-government assistance” means an amount that would be in- 
cluded in income by virtue of paragraph 12(1)(x) if that paragraph 


were read without reference to subparagraphs 12(1)(x)(vi) and (vii); 


Application Policies: SR&ED 2005-02: General rules concerning the treatment of 
government and non government assistance. 


‘“non-qualifying corporation” at any time means 


(a) a corporation that is, at that time, not a Canadian-controlled 
private corporation, 


(b) a corporation that would be liable to pay tax under Part 1.3 


for the taxation year of the corporation that includes that time if 
that Part were read without reference to subsection 181.1(4) and 
if the amount determined under subsection 181.2(3) in respect of 
the corporation for the year were determined without reference 
to amounts described in any of paragraphs 181.2(3)(a), (b), (d) 
and (f) to the extent that the amounts so described were used to 
acquire property that would be qualified small-business property 
if the corporation were not a non-qualifying corporation, or 
(c) a corporation that at that time is related for the purposes of 
section 181.5 to a corporation described in paragraph (b); 
History: The definition “non-qualifying corporation’’ added to subsec. 127(9) by 1994, 
c. 8, subsec. 15(9), applicable to property acquired after December 2, 1992. 


“pre-production mining expenditure’’, of a taxable Canadian cor- 
poration for a taxation year, means the total of all amounts each of 
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which is an expenditure incurred after 2002 by the taxable Canadian 
corporation in the taxation year that 


(a) would be an.expense described in paragraph (f) or (g) of the 
definition “Canadian exploration expense”’ in subsection 66.1(6) 
if the expression “mineral resource” in that paragraph were de- 
fined to mean a mineral deposit from which the. principal min- 
eral to be extracted is diamond, a base or precious metal deposit, 
or a mineral deposit from which the principal mineral to be ex- 
tracted is an industrial mineral that, when refined, results in a 
base or precious metal, and 


(b) is not an expense that was renounced. under subsection 
66(12.6) to the,taxable Canadian corporation; 
Piopised Amendment 4 ee on, 
“mining wee ea ominicnt eds ant 
b) is not ap UPSD that 


Canadian corpora xcept where the corporation is, on 
“the effective date of the renunciation, 


(A) a corporation that would be a “principal busine / 
corporation”, as defined in subsection 66(15), if that — 
definition were read without referenc to its” Spay 


-@, @1), (, (b) and @), and 


aah the sole shareholder of the corpo 
“a _ nounced. the expenditure; or 


> Gina is a member’ s share of an expense © by a part- _ 
~ nership. unless’ the expense was deemed by subsection _ 
- 66(18) to have been made or incurred at the end of the fis- 
cal period of the partnehip by the member and throughout — _ 
the fiscal period of the tlesatig whicl ~ eee 
. _ was incurred 7 _ 2 : 


TA), each member of the ees would (otherwise . 
_ than because of being a member of the partnership) be a 
. “principal- -business corporation” as defined in subsec- 
tion 66(15) of the Act, if that definition were read with- _ 
: out reference ) its. Persp (a), (a1), (h) and i), 
ane. 


1B) the corporation i isa snobs of the p mersbip’ at 1 te 
time the expenditure is incurred and would not Dea” 
specified member of the partner: hip 
“specified member” in subsection 248(1 
without reference to its. Subparagraph (by i 


Technical Notes: A “pre-production mining expe 
investment tax credit, available. to a taxpayer that i isa ble C 
as ae for i in peepee a 7 of the a inve im ne 


Sadics development expenditure i in Conds, io aes 
penses are canon in pe f) and (g) of the definition of : 


incurred before a new mine somes into production in reasonable commercial quanti 
ties. Qualifying minerals for the credit are diamonds, base or precious metals: a 
industrial minerals that become base or precious metals through: efining 


A taxable Canadian corporation which claims an investment tax ¢ edit i in respect bf a 
pre-production mining expenditure generally must actually incur the expense, in or- 
der for the expense to qualify as a pre-production mining expenditure. Specifically, 
an expense which has been renounced to the taxable Canadian corporation under sub 
section 66(12.6) does not qualify as a pre-production mining expenditure. The credi 
is also not allocable by a trust. As well, a member's share of expenses incurred . a 
partnership does not qualify as a pre- production. mining expenditure. 


Paragraph (b) of the definition “pre- production mining expenditure” (PPME) i in ‘sub. 
section 127(9) is amended to allow for the flow-through of PPME i in ee Sate 
stances. In particular: J 


© new subparagraph (b)(i) allows for the renunciation of PPME | i a pay owned : 
subsidiary to its parent, and oe . a 


* new subparagraph (b)(ii) provides that a corporation’s share of pre-production _ 
mining expenditures is deemed by subsection 66(18) to be made, or have been 
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You ‘alvised us s that, for cotimercial Teasons, mineral exploration and development | 
activities are frequently carried on ‘through a wholly-owned subsidiary 
eu ia ae also. adyised a that the oo menos of ~ 


any it come fora ‘considetable relat of ti time ail, therefore would not be i ina posi- 
tion to use the pre-production tax credit. j y 


As set out in the March 2003 technical paper titled, iors the ae Lain A 
of the Resource Sector in Canada”, the credit was deliberately | limited to the taxable 
Canadian corporation ‘that incurred the gece and ve not intended to ee trans- 
ferable to another corporation, ; : | 


However, ‘we agree tha Sees mining sodpenditores pepisily Hinieed by a 
wholly-owned subsidiary of a taxable Canadian corporation (“ ‘parent corporation’) 
and renounced to that corporation should qualify for the pre-production tax credit if 
the parent corporation is a “principal-business corporation” as defined in subsection 
66(15) of the Act, if the definition were read without reference to paragraphs (a), 

(a.1) a (b) an (i). Accordingly, v we will recommend to the Minister of Finance that 
the definition of pre-production mining expenditure be amended, for expenses re- 
nounced under a flow-through share. agreement entered into after 2004, to provide for 
this. result. While I cannot offer any assurance that either the Minister or Parliament 
will agr > with our recommendation, : aes that this statement oe our intentions is 
helpful to you. . — . . . 


Yours sincerely, 


Len Farber. ; a 
_ General Director, Tax Legislation Division, Tax Roles Bea 


8 Proposed Amendment fee Pie REO, 
: _ _ mining expenditure” 
Letters ‘on Dept. a Finance: June 9, 2009: See under 66(18). 


Related Provisions: 66(18) — Expenses of partnerships; 127(9)“investment tax 
credit”(a.3) — 5%, 7%. or -10% credit. for expenditure; 127(9)“investment tax 
credit”’(c) — Carryforward or carryback; 127(11.1)(c.3) — Reduction for assistance 
received. 


History: The definition “pre-production mining expenditure” in subsec. 127(9) added 
by 2003, c. 28, subsec. 14(7), applicable to 2003 et seq. 


‘qualified Canadian exploration expenditure” — [Repealed] 


History: The definition “qualified Canadian exploration expenditure’ in subsec. 
127(9) repealed by 1996, c. 21, subsec. 30(9), applicable to taxation years that begin 
after 1995. It formerly read: 


“qualified Canadian exploration expenditure” of a taxpayer for a taxation year 
means the prescribed expenditure of the taxpayer for the year; 


“qualified construction equipment” — [Repealed] 


History: The definition “qualified construction equipment” in subsec. 127(9) repealed 
by 1996, c. 21, subsec. 30(9), applicable to taxation years that begin after 1995. It 
formerly read: 


“qualified construction equipment” of a taxpayer means prescribed equipment 
acquired by the taxpayer after April 19, 1983 and before 1989 that has not been 
used, or acquired for use or lease, for any purpose whatever before its acquisition 
by the taxpayer and that is 


(a) to be used by the taxpayer principally for the purpose of construction in 
Canada in the course of carrying on a business other than a business 


(i) the income from which is exempt from income tax by virtue of any 
provision of this Act, or 
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(ii) the income from which is not included in the taxpayer’s income or, 
in the case of a non-resident person, in the taxpayer’s taxable income 
earned in Canada, or 

(b) to be leased by the taxpayer, if 
(i) the equipment is leased by the taxpayer in the ordinary course of 
carrying on a business in Canada, the income from which is other than 
income referred to in subparagraph (a)(i) or (ii), to a lessee who can 
reasonably be expected to usé the equipment principally for the purpose 
and under the circumstances referred to in paragraph (a), and 
(ii) the taxpayer is a corporation whose principal business is a business 
described in subparagraph (d)(i) of the definition “qualified property” in 
this subsection or is a taxpayer whose principal business is a construc- 
tion business; 


“qualified expenditure” incurred by a taxpayer in a taxation year 
means 


(a) an amount that is an expenditure incurred in the year by the 
taxpayer in respect of scientific research and experimental de- 
velopment that is an expenditure 


(i) for first term shared-use-equipment or second term 
shared-use-equipment, 


(ii) described in paragraph 37(1)(a), or 
(iii) described in subparagraph 37(1)(b)(), or 


(b) a prescribed proxy amount of the taxpayer for the year 
(which, for the purpose of paragraph (e), is deemed to be an 
amount incurred in the year), 


but does not include 
(c) a prescribed expenditure incurred in the year by the taxpayer, 


(d) where the taxpayer is a corporation, an expenditure specified 
by the taxpayer for the year for the purpose of clause 
194(2)(a)Gi)(A), 


(e) [Repealed] 


(f) an expenditure (other than an expenditure that is salary or 
wages of an employee of the taxpayer) incurred by the taxpayer 
in respect of scientific research and experimental development 
to the extent that it is performed by another person or partner- 
ship at a time when the taxpayer and the person or partnership to 
which the expenditure is paid or payable do not deal with each 
other at arm’s length, 


(g) an expenditure described in paragraph 37(1)(a) that is paid or 
payable by the taxpayer to or for the benefit of a person or part- 
nership that is not a taxable supplier in respect of the expendi- 
ture, other than an expenditure in respect of scientific research 
and experimental development directly undertaken by the tax- 
payer, and 


(h) an amount that would otherwise be a qualified expenditure 
incurred by the taxpayer in the year to the extent of any reduc- 
tion in respect of the amount that is required under any of sub- 
sections (18) to (20) to be applied; 


Related Provisions: 18(9)(e) — Prepaid expenses deemed incurred in later taxation 
year; 37(1.3) — SR&ED within 200 nautical miles offshore is deemed done in Canada; 
127(11.5) — Adjustments. to qualified expenditures; 127(13)+(16) — Agreement to 
transfer expenditures to non-arm’s length person who performs research; 
127(18)-(21) — Reduction to reflect government assistance; 127(24) — Anti-avoid- 
ance rule — exclusion from qualified expenditure; 127(26) — Amounts not paid within 
180 days of end of year. 


History: Para. (e) repealed and paras. (f) and (g) of the definition “qualified expendi- 
ture” in subsec. 127(9) amended by 1998, c. 19, subsec. 33(2), applicable to taxation 
years that begin after 1995. The paras. formerly read: 


(e) subject to subsection (11.4), an amount in respect of which the taxpayer does 
not file with the Minister a prescribed form containing prescribed information on 
or before the day that is 12 months after the taxpayer’s filing-due date for the 
particular taxation year in which the amount would have been incurred if this 
Act were read without reference to subsections (26) and 78(4) where the particu- 
lar year begins after 1995, 


(f) an expenditure (other than an expenditure that is salary or wages of an em- 
ployee of the taxpayer) incurred by the taxpayer in respect of scientific research 
and experimental development to the extent that it is performed for or on behalf 
of the taxpayer at a time when the taxpayer and the person or partnership to 
which the expenditure is paid or payable do not deal with each other at arm’s 
length, 
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(g) an expenditure described in paragraph 37(1)(a), other than an expenditure on 
scientific research and experimental development directly undertaken by the tax- 
payer, that is paid or payable by the taxpayer to or for the benefit of a person or 
partnership that is not a taxable supplier in respect of the expenditure, and 


The definition “qualified expenditure” in subsec. 127(9) amended by 1996, c. 21, sub- 
sec. 30(10), applicable to taxation years that begin after 1995. It formerly read: 


“qualified expenditure” means an expenditure in respect of scientific research 
and experimental development incurred by a taxpayer that is an expenditure in 
respect of first term shared-use-equipment or second term shared-use~equipment 
or an expenditure described in paragraph 37(1)(a) or subparagraph 37(1)(b)(G) 
and includes an amount that is a prescribed proxy amount of a taxpayer, but does 
not include 


(a) a prescribed expenditure, 


(b) in the case of a taxpayer that is a corporation, an expenditure specified by 
the taxpayer for the purposes of clause 194(2)(a)(1i)(A), or 


(c) subject to subsection (11.4), an expenditure in respect of which the tax- 
payer does not, by the day on or before which the taxpayer’s return of in- 
come under this Part for the taxpayer’s taxation year after that in which the 
expenditure was incurred is required to be filed, or would be required to be 
filed if tax under this Part were payable by the taxpayer for that following 
year, file with the Minister a prescribed form containing prescribed 
information; 


1998, c. 19, s. 306, amended subsec. 30(26) of the Income Tax Act Budget Amendment 
Act (S.C. 1996, c. 21) (Bill C-36) to read as follows, and added subsec. (26.1), deemed 
to have come into force on June 20, 1996: 


(26) Subject to subsection (26.1), subsections (1) to (3) and (5) to (23), subsec- 
tions 127(11.4) and (11.5) of the Act, as enacted by subsection (24), and subsec- 
tions 127(13) to (25) of the Act, as enacted by subsection (25), apply to taxation 
years that begin after 1995. [This is unchanged except for “subject to subsection 
(26.1) —ed.] 


(26.1) Where, because of the application of subsection (26), an amount paid or 
payable by a person or partnership to a taxpayer with whom the person or part- 
nership does not deal at arm’s length otherwise 


(a) would be a qualified expenditure of the person or partnership but would 
not be a contract payment received or receivable by the taxpayer, or 


(b) would not be a qualified expenditure of the person or partnership but 
would be a contract payment received or receivable by the taxpayer, 


the amount is deemed not to be a qualified expenditure of the person or partner- 
ship and not to be a contract payment received or receivable by the taxpayer. 


Para. (c) of the definition “qualified expenditure” in subsec. 127(9) added by 1994, c. 
21, subsec. 61(1), applicable after February 21, 1994 to expenditures incurred at any 
time except that, for an expenditure incurred by a taxpayer in a taxation year ending 
before February 22, 1994, the taxpayer may file the prescribed form referred to in para. 
(c) by the later of the day referred to in that para. and September 13, 1994. 
The opening words of the definition “qualified expenditure” in subsec. 127(9) amended 
by 1994, c. 8, subsec. 15(6), applicable to taxation years ending after December 2, 
1992. They formerly read: 
“qualified expenditure” means an expenditure in respect of scientific research 
and experimental development made by a taxpayer after March 31, 1977 that 
qualifies as an expenditure described in paragraph 37(1)(a) or subparagraph 
37(1)(b)(i), but does not include 
Selected Cases [subsec. 127(9)“qualified expenditure”): Armada Equipment — 
Corp. v. R., (2007) 4 C.T.C. 2118 (TCC) (Accounting fees paid after research com- 
pleted were not qualified expenditures). 
Regulations: 2900(4) (prescribed proxy amount), 2902 (prescribed expenditure). 


Interpretation Bulletins: IT-104R3: Deductibility of fines or penalties; IT-151R5: 
Scientific research and experimental development expenditures. 

Information Circulars: 97-1: SR&ED— Administrative guidelines for software - 
development. 

Application Policies: SR&ED 2002-03: Taxable supplier rules, SR&ED 2004-01: 


Retiring allowance; SR&ED 2005-02: General rules concerning the treatment of gov- 
ernment and non government assistance. 


Forms: T2 SCH 301: Newfoundland and Labrador research and development tax 
credit; T2 SCH 340: Nova Scotia research and development tax credit; T2 SCH 360: 
New Brunswick research and development tax credit; T2 SCH 380: Manitoba research 
and development tax credit; T2 SCH 403: Saskatchewan research and development tax 
credit; T661: Claim for SR&ED in Canada; T1129: Newfoundland research and devel- 
opment tax credit (individuals); T1232: Yukon research and development tax credit 
(individuals); T1263: Third-party payments for SR&ED; T4088: Claiming scientific 
research and experimental development expenditures — guide to form T661. 


“qualified property” of a taxpayer means property (other than an 
approved project property or a certified property) that is 


(a) a prescribed building to the extent that it is acquired by the 
taxpayer after June 23, 1975, or 
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(b) prescribed machinery and, equipment acquired by the tax- 
payer after June 23, 1975, 


that has not been used, or acquired for use or lease, for any purpose 
whatever before it was acquired by the taxpayer and that is 


(c) to be used by the taxpayer in Canada primarily for the pur- 
pose of 


(i) manufacturing or processing goods for sale, or lease, 

(ii) farming or fishing, 

(111) logging, 

(iv) operating an oil or gas well or extracting petroleum or 


natural gas froma natural accumulation of peereun or nat- 
ural gas, 


(v) extracting minerals from a mineral resource, 
(vi) processing 


(A) ore (other than iron ore or tar sands ore) from a min- 
eral resource to, any stage that is not beyond the prime 
metal stage or its equivalent, 


(B) iron ore from a mineral resource to any stage that is 
not beyond the pellet stage or its equivalent, or 


(C) tar sands ore from a mineral resource to any stage that 
is not beyond the crude oil stage or its equivalent, 


(vii) producing industrial minerals, 


(viii) processing heavy crude oil recovered from a natural 
reservoir in Canada to a stage that is not beyond the crude oil 
stage or its equivalent, 


_ (ix) Canadian field processing, 
(x) exploring or drilling for petroleum or natural gas, 


(xi) prospecting or exploring for or developing a mineral 
resource, ' 


(xii) storing grain, or 
(xiii) harvesting peat, 


(c.1) to be used by the taxpayer in Canada primarily for the pur- 
pose of producing or processing electrical energy or steam in a 
prescribed area, where 


(1) all or substantially all of the energy or. steam 


(A) is used by the taxpayer for the purpose of gaining or 
producing income from a business (other than: the busi- 
ness of selling the product of the particular property), or 


(B) is sold directly (or indirectly by way of sale to a'pro- 

vincially regulated power ‘utility operating in the’ pre- 

scribed area) to a person related to the taxpayer, and 
(11) the energy or steam is used by the taxpayer or the person 
related to the taxpayer primarily for the purpose of manufac- 
turing or processing goods in the prescribed area for sale or 
lease, .or 


(d) to be leased by the taxpayer to a lessee (other than a person 
exempt from tax under this Part because of section 149) who can 
reasonably be expected to use the property in Canada primarily 
for any of the purposes.referred to in subparagraphs (c)(i) to 
(xiii), but this paragraph does not apply to property that is pre- 
scribed for the purpose of paragraph (b), unless use of the pro- 
perty by the first person to whom it was leased began after June 
23, 1975 and 


(i) the property is leased in the ordinary course of carrying on 
a business in Canada by a corporation whose principal busi- 
ness is leasing property, lending money, purchasing condi- 
tional sales contracts, accounts receivable, bills of sale, chat- 
tel mortgages or hypothecary claims on movables, bills of 
exchange or other obligations representing all or part of the 
sale price of merchandise or services, or any combination 
thereof, 


(ii) the property is manufactured and leased in the ordinary 
course of carrying on business in Canada by a corporation 
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whose: principal business is manufacturing property: that it 
sells or leases, 


(111) the property is leased in the ordinary course of carrying 
on business in Canada by a corporation whose principal busi- 
ness is selling or servicing property of that type, or 


(iv) the property is a fishing vessel, including the furniture, 
fittings and equipment attached to it, leased by an-individual 
(other than a trust) to a corporation, controlled by the indivi- 
dual, that carries on a fishing business in connection with one 
or more commercial fishing licences issued by the Govern- 
ment of Canada to the individual, 


and, for the purpose of this definition, “Canada” includes the off- 
shore region prescribed for the purpose.of the definition “specified 
percentage”’; , 

Related Provisions: 127(11) — MALGRERI 


History: Subpara. (d)(i) of the definition’ “qualified property” in subsec. 127(9) 
amended by 2001, c. 17,'s. 213, to add the phrase “or hypothecary claims on mov- 
ables”, in force’ June 14, 2001. 


Subparas. (c)(ii) to (xii) of the definition “qualified property” in subsec. 127(9) 
amended by 1997, c. 25, subsec. 35(1), applicable to taxation years that begin after 
1996. Subparas. (c)(ii) to (xii) formerly read: 
(ii) operating an oil or gas well, extracting petroleum or natural gas from a natu- 
ral accumulation thereof or processing heavy crude oil recovered from a natural 
reservoir in Canada to a stage that is not beyond the crude oil stage or its 
equivalent, 


(iii) extracting minerals from a mineral resource, 


(iv) processing ore (other than iron ore or tar. sands) from a mineral resource to a 
stage that is not beyond the prime metal stage or its equivalent, 


(v) processing iron ore from a mineral resource to\a stage that is not beyond the 
pellet stage or.its equivalent, 


(vi) processing tar sands to a stage that is not beyond the crude oil stage or its 
equivalent, 


(vii) exploring or-drilling for petroleum or natural gas; 

(viii) prospecting or exploring for or developing a mineral resource, 
(ix). logging, 

(x) farming or fishing, 

(xi) storing grain, 

(xii) producing industrial minerals, 


Para. (c.1) of “qualified property” in subsec. 127(9) added applicable to property: ac- 
quired after 1991, and subpara. (d)(iv) added applicable to 1980 et seq., by 1994, c, 21, 
subsecs, 61(2), (3). 


Subpara. (c)(xili) added to the definition “qualified property” in subsec. 127(9) by 
1994, c..7, Sch. IT (1991, c. 49), subsec. 104(2), applicable to 1985 et seq. 


Para. (d) of the definition “qualified property,” in subsec. 127(9) substituted by,1994, c. 
7, Sch. IL (1991, c.. 49), subsec., 104(3), applicable to property acquired | after July 13, 
1990. Para. (d) formerly read: 


(d) to, be leased by the taxpayer to.a lessee (other than a person exempt from tax 
under section 149) who can reasonably. be expected to use the property in Can- 
ada primarily for-any of the purposes referred, to in subparagraphs (c)(1) to (xii), 
but this paragraph does not apply in respect of property that is a prescribed pro- 
perty for the purposes of paragraph (b) unless 


(i) the property is leased by the taxpayer.in the ordinary course of carrying 
on a business in Canada and the taxpayer is a corporation whose principal 
business is leasing property, manufacturing property that it sells or leases, 
the lending of money, the purchasing of conditional sales contracts, accounts 
receivable, bills of sale, chattel mortgages, bills of exchange or other obliga- 
tions representing part or all of the sale price of merchandise or services, or 
selling or! servicing a type of Pruperty that it also leases, or any combination 
thereof; and 


(ii) use of the property by the first lessee commenced after June 23, 1975; 


That portion of the definition “qualified property” following para. (d) in subsec. 127(9) 
added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 104(4), applicable after February 25, 
1986. 


Selected Cases [subsec. 127(9)“qualified property”): Bois Daaquam Inc. v. R., 
[2002] 1 C.T.C. 2650 (TCC) (“Primarily” refers to nature of operations, not place of 
use); Stevenson v. R., [2002] 1 C.T.C. 2269 (TCC) (Testing machines before use did 
not disqualify categorization as “new”); Will-Kare Paving & Contracting Ltd. v. R., 
[2000] 3 C.T.C. 463 (SCC) (Settled concepts of law (e.g., sale, lease) to be preferred to 
plain meaning); Service Pause Café Mat Inc. v. R., [2000] 2 C.T.C. 2339 (TCC) (Cof- 
fee grounds transformed into goods for sale; credit available); Burger King Restaurants 
of Canada Inc. v. R., [2000] 2 C.T.C. 1 (FCA) (Quantitative aspect (space) will govern 
unless compelling evidence provided as to qualitative (investment, salaries, service) 
aspect); Allarcom Pay Television Ltd: v. R., [2000] 1 C.T.C. 273 (FCA); aff’ g [1996] 3 
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C.T.C. 2608 (TCC) (Cable TV contracts were supply of services, not goods); 
Newfoundland Tractor and Equipment Co. y. Canada, [1996] 2 C.T.C. 2250 (TCC) 
(“Use” does not include leasing). 


Regulations: 4600 (prescribed building, machinery); 4610 (prescribed area for para. 
(c.1)). 


Interpretation Bulletins: IT-145R: Canadian manufacturing and processing prof- 
its — reduced rate of corporate tax. 


Forms: T2 SCH 321: PEI corporate investment tax credit; T2 SCH 304: Newfound- 
land and Labrador resort property investment tax credit. 


“qualified small-business property” — [Repealed] 


History: The definition “qualified small-business property” in subsec. 127(9) repealed 
by 1996, c. 21, subsec. 30(9), applicable to taxation years that begin after 1995. It 
formerly read: 


“qualified small-business property” means property, acquired by a taxpayer who 
was an eligible taxpayer at the time the property was acquired, that, if this sub- 
section were read without reference to subsection (11.2), would be 


(a) certified property of the taxpayer if the definition “certified property” 
were read without the reference in it to paragraph (a) of the definition “quali- 
fied property” and without reference to subparagraphs (a)(i) and (ii) of it and 
if the reference in subparagraph (a)(ili) of it to “after 1988” were read as a 
reference to “after December 2, 1992 and before 1994”, 


(b) qualified construction equipment of the taxpayer if the definition “quali- 
fied construction equipment” were read without reference to paragraph (b) 
of it and if the reference in it to “after April 19, 1983 and before 1989” were 
read as a reference to “after December 2, 1992 and before 1994”, 


(c) qualified property of the taxpayer if the definition “qualified property” 
were read without reference to paragraphs (a) and (d) of it and if the refer- 
ence in paragraph (b) of it to “after June 23, 1975” were read as a reference 
to “after December 2, 1992 and before 1994”, or 


(d) qualified transportation equipment of the taxpayer if the definition “qual- 
ified transportation equipment” were read without reference to paragraph (b) 
of it and if the reference in it to “after November 16, 1978 and before 1989” 
were read as a reference to “after December 2, 1992 and before 1994”, 


and where the property was acquired by the taxpayer to be leased to a person 
with whom the taxpayer does not deal at arm’s length and the property is used by 
the person in Canada primarily for the purposes described in any of the defini- 
tions “qualified construction equipment”, “qualified property” and “qualified 
transportation equipment’, for the purposes of this subsection, the taxpayer shall 


be deemed to have acquired the property for that use; 


The definition “qualified small-business property” added to subsec. 127(9) by 1994, c. 
8, subsec. 15(9), applicable to property acquired after December 2, 1992. 


“qualified transportation equipment’? — [Repealed] 


History: The definition “qualified transportation equipment” in subsec. 127(9) re- 
pealed by 1996, c. 21, subsec. 30(9), applicable to taxation years that begin after 1995. 
It formerly read: 


“qualified transportation equipment” of a taxpayer means prescribed equipment 
acquired by the taxpayer after November 16, 1978 and before 1989 that has not 
been used, or acquired for use or lease, for any purpose whatever before it was 
acquired by the taxpayer and that is 


(a) to be used by the taxpayer principally for the purpose of transporting 
passengers, property or passengers and property, in Canada or to and from 
Canada, in the ordinary course of carrying on a business in Canada other 
than a business 


(i) the income from which is exempt from income tax by virtue of any 
provision of this Act, or 


(ii) the income from which is not included in the taxpayer’s income or, 
in the case of a non-resident person, the taxpayer’s taxable income 
earned in Canada, or 


(b) to be leased by the taxpayer, if 


(i) the equipment is leased by the taxpayer in the ordinary course of 
carrying on a business in Canada, the income from which is other than 
income referred to in subparagraph (a)(i) or (ii), to a lessee who can 
reasonably be expected to use the equipment principally for the pur- 
poses and under the circumstances referred to in paragraph (a), and 
(ii) the taxpayer is a corporation whose principal business is a business 
described in subparagraph (d)(i) of the definition “qualified property” in 
this subsection or is a taxpayer whose principal business is passenger, 
property or passenger and property transport; 
Selected Cases [subsec. 127(9)“qualified transportation equipment”): 
McMynn v. Canada, [1995] 1 C.T.C. 2417 (TCC) (“Transport” used as noun is broader 
than “transporting”’). 


Regulations: 4601 (prescribed equipment). 


“SR&ED qualified expenditure pool’’ of a taxpayer at the end of 


a taxation year means the amount determined by the formula 


Income Tax Act, Part I, Division E 


A+B-C 
where 


A is the total of all amounts each of which is a qualified expendi- 
ture incurred by the taxpayer in the year, 


B is the total of all amounts each of which is an amount deter- 
mined under paragraph (13)(e) for the year in respect of the tax- 
payer, and in respect of which the taxpayer files with the Min- 
ister a prescribed form containing prescribed information by the 
day that is 12 months after the taxpayer’s filing-due date for the 
year, and 


Cis the total of all amounts each of which is an amount deter- 
mined under paragraph (13)(d) for the year in respect of the 
taxpayer; 

Related Provisions: 37(1.3)—-SR&ED within 200 nautical miles offshore is 

deemed done in Canada; 127(5)(a)(i), 127(5)(a)(ii)(A) — Investment tax credit; 

127(9)‘investment tax credit’’(a.1) — 20% of pool claimable; 127(10.1)(b) — Addi- 
tional ITC for CCPC; 127(13) — Transfer of pool to other taxpayer; 127(14) — Identi- 
fication of amounts transferred as current or capital; 143.3 — Stock option benefits, 
whether SR&ED expenditures; 220(2.2) — No extension allowed for filing deadline; 
257 — Formula cannot calculate to less than zero. 


History: The definition “SR&ED qualified expenditure pool” added to subsec. 127(9) 
by 1996, c. 21, subsec. 30(18), applicable to taxation years that begin after 1995. 


Information Circulars: 84-1: Revision of capital cost allowance claims and other 
permissive deductions. 


Application Policies: SR&ED 94-01: Retroactive claims for scientific research 
(TPRs); SR&ED 95-04R: Conflict of. interest with regard to outside consultants; 
SR&ED 96-05: Penalties under subsec. 163(2); SR&ED. 96-07: Prototypes, custom 
products/commercial assets, pilot plants and experimental production, SR&ED 2000- 
02R: Guidelines for resolving claimants’ SR&ED concerns; SR&ED 2004-02R4: Fil- 
ing requirements for claiming SR&ED. See also under 248(1)“scientific research and 
experimental development”. 


Forms: RC4290: Refunds for small business R&D [guide]; T661: Claim for SR&ED 
in Canada; T1263: Third-party payments for SR&ED; T4052: An introduction to the 
SR&ED program [guide]; T4088: Claiming scientific research and experimental devel- 
opment expenditures — guide to form T661. 


“second term shared-use-equipment” of a taxpayer means pro- 
perty of the taxpayer that was first term shared-use-equipment of 
the taxpayer and that is used by the taxpayer, during its operating 
time in the period (in this subsection and subsection (11.1) referred 
to as the “second period’) beginning at the time the property was 
acquired by the taxpayer and ending at the end of the taxpayer’s 
first taxation year ending at least 24 months after that time, prima- 
rily for the prosecution of scientific research and experimental de- 
velopment in Canada; 

Related Provisions: 37(1.3)—SR&ED within 200 nautical miles offshore is 


deemed done in Canada; 88(1)(e.3) closing words — Winding-up — parent deemed 
continuation of subsidiary; 127(11.5)(b) — Adjustments to qualified expenditures. 


History: The definition “second term shared-use-equipment” added to subsec. 127(9) 
by 1994, c. 8, subsec. 15(9), applicable to property acquired after December 2, 1992. 


Application Policies: SR&ED 2005-01: Shared-use equipment. 


“specified child care start-up expenditure” of a taxpayer in re- 
spect of a child care facility is an expenditure incurred by the tax- 
payer (other than to acquire a depreciable property) that is 


(a) a landscaping cost incurred to create, at the child care facil- 
ity, an outdoor play area for children, 

(b) an architectural fee for designing the child care facility or a 
fee for advice on planning, designing and establishing the child 
care facility, 

(c) a cost of construction permits in respect of the child care 
facility, 

(d) an initial licensing or regulatory fee in respect of the child 
care facility, including fees for mandatory inspections, 

(e) a cost of educational materials for children, or 

(f) a similar amount incurred for the sole purpose of the initial 
establishment of the child care facility; 


History: The definition “specified child care start-up expenditure” added to subsec. 
1279) by 2007, c. 35, subsec. 43(13), applicable to expenditures incurred after March 
18, 2007. 
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“specified percentage” means 
(a) in respect of a qualified property 
(i) acquired before April, 1977, 5%, 


(11) acquired after March 31, ety and before November 17, 
1978 primarily for use in 


(A) the Province of Nova Scotia, New Brunswick, Prince 
Edward Island or Newfoundland or the WASDE Peninsula, 
10%, 


(B) a prescribed designated region, 7'2%, and 
(C) any other area in Canada, 5%, 


(iii) acquired primarily for use in the Province of Nova Sco- 
tia, New Brunswick, Prince Edward Island or Newfoundland 
or the Gaspé Peninsula, 


(A) after November 16, 1978 and before 1989, 20%, 
(B) after 1988 and before 1995, 15%, 
(C) after 1994, 15% where the property 


(1), is acquired by the taxpayer under a written agree- 
ment of purchase and sale entered into by the, taxpayer 
before February 22,1994, 


(11) was under construction by or on behalf of the tax- 
payer on February 22,1994, or 


(III) is machinery or equipment that will be a fixed 
and integral part of property under construction by or 
on behalf of the taxpayer on February 22, 1994, and 


(D) after 1994, 10% where the property is not property to 
which clause (C) applies, 


(iv) acquired after November 16, 1978 and before February 
26, 1986 primarily for use in a prescribed offshore region, 
7%, 


(v) acquired primarily for use in a prescribed offshore region 
and 


(A) after February 25, 1986 and before 1989, 20%, 
(B) after 1988 and before 1995, 15%, 
(C) after 1994, 15% where the property 


(1) is acquired by the taxpayer under a written agree- 
ment of purchase and sale entered into by the taxpayer 
before February 22, 1994, 


(II) was under construction by or on behalf of the tax- 
payer on February 22, 1994, or 


(IID) is machinery or equipment that will be a fixed 
and integral part of property under construction by or 
on behalf of the taxpayer on February 22, 1994, and 


(D) after 1994, 10% where the property is not property to 
which clause (C) applies, 


(vi) acquired primarily for use in a prescribed designated re- 
gion and 


(A) after November 16, 1978 and before 1987, 10%, 
(B) in 1987, 7%, 

(C) in 1988, 3%, and 

(D) after 1988, 0%, and 


(vii) acquired primarily for use in Canada (other than a pro- 
perty described in subparagraph (iii), (iv), (v) or (vi)), and 


(A) after November 16, 1978 and before 1987, 7%, 
(B) in 1987, 5%, 
(C) in 1988, 3%, and 
(D) after 1988, 0%, 
(b) in respect of qualified transportation equipment acquired 
(i) before 1987, 7% 
(ii) in 1987, 5%, and 
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(iii): in 1988, 3%, 
(c) in respect of qualified construction equipment acquired 
(i) before 1987, 7%, , 
(ii) in 1987, 5%, and 
(iii) in 1988, 3%, 
(d) in respect of certified property 


(i) included in subparagraph (a)(i) of the definition “certified 
property” in this subsection, 50%, 


(ii) included in subparagraph (a)(ii) of that definition, 40%, 
and 


(iii) in any other case, 30%, 
(e) in respect of a qualified expenditure 


(i) made after March 31, 1977 and before November 17, 
1978 in respect of scientific research and experimental devel- 
opment to be carried out in 


(A) the Province of Nova Scotia, New Brunswick, Prince 
Edward Island or Nbacbe ptt or the Gaspé Peninsula, 
10%, 


(B) a prescribed designated region, 7'/2%, and 
(C) any other area in Canada, 5%, 


(ii) made by a taxpayer after November 16, 1978 and before 
the taxpayer’s taxation year that includes November 1, 1983 
or made by the taxpayer in the taxpayer’s taxation year that 
includes November 1, 1983 or a subsequent taxation year if 
the taxpayer deducted an amount under section 37.1 in com- 
puting the taxpayer’s income for the year, 


(A) where the expenditure was made by a Canadian-con- 
trolled private corporation in a taxation year of the corpo- 
ration in which it is or would, if it had sufficient taxable 
income for the year, be entitled to a deduction under sec- 
tion 125 in computing its tax payable under this Part for 
the year, 25%, and 


(B) where clause (A) is not applicable and the qualified 
expenditure was in respect of scientific research and ex- 
perimental development to be carried out in 


(I) the Province of Nova Scotia, New Brunswick, 
Prince Edward Island or Newfoundland or the Gaspé 
Peninsula, 20%, and 


(II) any other area in Canada, 10%, 


(iii) made by a taxpayer in the taxpayer’s taxation year that 
ends after October 31, 1983 and, before January 1, 1985, 
other than a qualified expenditure in respect of which subpar- 
agraph (ii) is applicable, 


(A) where the expenditure was made by a Canadian-con- 
trolled private corporation in a taxation, year of the corpo- 
ration in which it is or would, if it had sufficient taxable 
income for the year, be entitled to a deduction under sec- 
tion 125 in computing its tax payable under this Part, for 
the year, 35%, and 


(B) where clause (A) is not applicable and the qualified 
expenditure was in respect of scientific research and ex- 
perimental development to be carried out in 


(1) the Province of Nova Scotia, New Brunswick, 
Prince Edward Island or Newfoundland or the Gaspé 
Peninsula, 30%, and 


(II) any other area in Canada, 20%, 
(iv) made by a taxpayer 


(A) after the taxpayer’s 1984 taxation year and before 
1995, or 


(B) after 1994 under a written agreement entered into by 
the taxpayer before February 22, 1994, 
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(other than a qualified expenditure in respect of which sub- 
paragraph (ii) applies) in respect of scientific research and 
experimental development to be carried out in 


(C) the Province of Newfoundland, Prince Edward Island, 
Nova Scotia or New Brunswick or the Gaspé Peninsula, 
30%, and 


(D) in any other area in Canada, 20%, and 


(v) made by a taxpayer after 1994, 20% where the amount is 
not an amount to which clause (iv)(B) applies, 


(f) in respect of the repayment of government assistance, non- 
government assistance or a contract payment that reduced 


(i) the capital cost to the taxpayer of a property under para- 
graph (11.1)(b), 

(ii) the amount of a qualified expenditure incurred by the tax- 
payer under paragraph (11.1)(c) or (e) for taxation years that 
began before 1996, or 


(111) the prescribed proxy amount of the taxpayer under para- 
graph (11.1)(f) for taxation years that began before 1996, 


the specified percentage that applied in respect of the property, 
the expenditure or the prescribed proxy amount, as the case may 
be, 


(f.1) in respect of the repayment of government assistance, non- 
government assistance or a contract payment that reduced 


(i) a qualified expenditure incurred by the taxpayer under any 
of subsections (18) to (20), 20%, 


(11) the amount of eligible salary and wages payable (by the 
taxpayer) to an eligible apprentice under paragraph 
(11.1)(c.4), 10%, or 


(iii) the amount of the taxpayer’s eligible child care space 
expenditure under paragraph (11.1)(c.5), 25%; 


(g) in respect of an approved project property acquired 
(i) before 1989, 60%, and 
(ii) after 1988, 45%, 


(h) in respect of the qualified Canadian exploration expenditure 
of a taxpayer for a taxation year, 25%, 


(i) in respect of qualified small-business property, 10%, and 


(j) in respect of a pre-production mining expenditure, if the ex- 
penditure was incurred 


(i) in 2003, 5%, 
(ii) in 2004, 7%, and 
(iii) after 2004, 10%; 


Related Provisions: 13(27)(f) — Interpretation — available for use; 127(10.1) — 
Additional amount for R&D; 127(10.8) — Regeneration of ITCs where entitlement to 
assistance expires. 


History: Para. (f.1) of the definition “specified percentage” in subsec. 127(9) amended 
by 2007, c. 35, subsec. 43(12), applicable to taxation years that end after May 1, 2006, 
except that subpara. (f.1)(iii) applies to taxation years that end after March 18, 2007. 
The para. formerly read: 


(f.1) in respect of the repayment of government assistance, non-government as- 
sistance or a contract payment that reduced a qualified expenditure incurred by 
the taxpayer under any of subsections (18) to (20), 20%, 


Para. (j) of the definition “specified percentage” in subsec. 127(9) added by 2003, c. 
28, subsec. 14(6), applicable to 2003 et seq. 


Para. (f) of the definition “specified percentage” in subsec. 127(9) amended and para. 
(f.1) added, by 1998, c. 19, s. 146, applicable to taxation years that begin after 1995. 
Para. (f) formerly read: 


(f) in respect of the repayment of government assistance, non-government assis- 
tance or a contract payment that reduced the capital cost to the taxpayer of a 
property under paragraph (11.1)(b), the amount of an expenditure made by the 
taxpayer under paragraph (11.1)(c) or (e), or the prescribed proxy amount of a 
taxpayer under paragraph (11.1)(f), the specified percentage that was applicable 
in respect of the property, the expenditure or the prescribed proxy amount, as the 
case may be, 


Cl. (a)(i1i)(B) of the definition “specified percentage” in subsec. 127(9) amended and 
cls. (C) and (D) added by 1995, c, 3, subsec. 37(2), applicable to property acquired and 
expenditures incurred after 1994. Cl. (a)(iii)(B) formerly read: 


(B) after 1988, 15%, 
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Cl. (a)(v)(B) of the definition “specified percentage” in subsec. 127(9) amended and 
cls. (C) and (D) added by 1995, c. 3, subsec. 37(3), applicable to property acquired and 
expenditures incurred after 1994. Cl. (a)(v)(B) formerly read: 


(B) after 1988, 15%, 
Subpara. (e)(iv) of the definition “specified percentage” in subsec. 127(9) amended and 


subpara. (v) added by 1995, c. 3, subsec. 37(4), applicable to property acquired and 
expenditures incurred after 1994. Subpara. (e)(iv) formerly read: 


(iv) made by a taxpayer in [the taxpayer’s] 1985 taxation year or a subsequent 
taxation year, other than a qualified expenditure in respect of which subpara- 
graph (ii) is applicable, in respect of scientific research and experimental devel- 
opment to be carried out in 


(A) the Province of Nova Scotia, New Brunswick, Prince Edward Island or 
Newfoundland or the Gaspé Peninsula, 30%, and 


(B) any other area in Canada, 20%, 


Para. (f) of the definition “specified percentage” in subsec. 127(9) amended by 1994, c. 
8, subsec. 15(7), applicable to taxation years ending after December 2, 1992. Para. (f) 
formerly read: 


(f) in respect of the repayment of government assistance, non-government assis- 
tance or a contract payment that reduced the capital cost to the taxpayer of a 
property under paragraph (11.1)(b) or that reduced the amount of an expenditure 
made by the taxpayer under paragraph (11.1)(c), the specified percentage that 
was applicable in respect of the property or expenditure, as the case may be, 


Para. (i) added to the definition “specified percentage” in subsec 127(9) by 1994, c. 8, 
subsec. 15(8), applicable to property acquired after December 2, 1992. 


Regulations: 4607 (prescribed designated region); 4609 (prescribed offshore region). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


Information Circulars: 78-4R3: Investment tax credit rates; 87-5: Capital cost of 
property where trade-in is involved. 


“specified property” in respect of a taxpayer means any property 
that is 
(a) a motor vehicle or any other motorized. vehicle, or 
(b) a property that is, or is located in, or attached to, a residence 
(i) of the taxpayer, 
(ii) [of] an employee of the taxpayer, 
(111) [of] a person who holds an interest in the taxpayer, or 


(iv) [of] a person related to a person referred to in any of 
subparagraphs (i) to (iii); 
History: The definition “specified property” added to subsec. 127(9) by 2007, c. 35, 
subsec. 43(13), applicable to expenditures incurred after March 18, 2007. 


“specified sampling” means the collecting and testing of samples 
in respect of a mineral resource except that specified sampling does 
not include 


(a) the collecting or testing of a sample that, at the time the sam- 
ple is collected, weighs more than 15 tonnes, and 


(b) the collecting or testing of a sample collected at any time in a 


calendar year in respect of any one mineral resource if the total ° 


weight of all such samples collected (by, any person or partner- 
ship or any combination of persons and partnerships) in the pe- 
riod in the calendar year that is before that time (other than sam- 
ples each of which weighs less than one tonne) exceeds 1,000 
tonnes. 


History: The definition “specified sampling” added to subsec. 127(9) by 2001, c. 17, - 


subsec. 118(7), applicable after October 17, 2000. 


“super-allowance benefit amount” for a particular taxation year in 
respect of a corporation in respect of a province means the amount 
determined by the formula 


(A-—B)xC 
where 


A is the total of all amounts each of which is an amount that is or 
may become deductible by the corporation, in computing in- 
come or taxable income relevant in calculating an income tax 
payable by the corporation under a law of the province for any 
taxation year, in respect of an expenditure on scientific research 
and experimental development incurred in the particular year, 


Bis the amount by which the amount of the expenditure exceeds 
the total of all amounts that would be required by subsections 
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(18) to (20) to reduce the corporation’s qualified expenditures 
otherwise determined under this section if the definitions “gov- 
ernment assistance” and “non-government assistance” did not 
apply to assistance provided under that law, and 


G...1S, 


(a) where the corporation’s expenditure limit for the particu- 
lar year is nil, the maximum rate of the province’s income 
tax that applies for that year to active business income earned 
in the province by a corporation, and 


(b) in any other case, the rate of the province’s income tax 
for that Year that would. apply to the corporation if 


(i) it were not associated with any other corporation in the 
year, 


(ii). its taxable income for the year were less than 
$200,000, and 


(i11) its taxable income for the year were earned in the 
province in respect of an active business carried on in the 
province. 

Related Provisions: 37(1)(d.1) — Amount reduces R&D deduction pool; 127(9)“in- 


vestment tax credit’’(a.1) — No direct ITC for amount; 127(10.1)(b) — Addition to 
ITC for amount; 257 —Formula cannot calculate to less than zero. 


History: The definition “super-allowance benefit amount” added to subsec. 127(9) by 
2001, c. 17, subsec. 118(7), applicable to taxation years that begin after February 2000 
except that, if a corporation’s first taxation year that begins after February 2000:ends 
before 2001, it is applicable to the corporation’s taxation years that begin after 2000. 


“taxable supplier” in respect of an amount means . 
(a) a person resident in Canada or a‘Canadian partnership, or 


(b) a non-resident person, or a pamnersinp that is not a Canadian 
partnership, 


(i) by which the amount was payable, or 
(ii) by or for whom the amount was receivable 


in the course of carrying on a business through a permanent es- 
tablishment (as defined by regulation) in Canada. 


History: Para. (b) of the definition “taxable supplier” in subsec. 127(9) amended by 
1998, c. 19, subsec. 33(3), applicable to taxation years that begin after 1995. Para, (b) 
formerly read: 


(b) a non-resident person, or a partnership, that is not a Canadian partnership, 
(i) by which the amount was payable, or 


(ii) by or for the benefit of which the amount was receivable in the course of 
carrying on a business, through a permanent establishment (as defined by 
regulation) in Canada. 


The definition “taxable supplier” added to subsec. 127(9) by 1996, c,, 21, subsec. 
30(18), applicable to taxation years that begin after 1995. 


Regulations: 8201 (permanent establishment). 
Application Policies: SR&ED 2002-03: Taxable supplier rules. 


Selected Cases [subsec. 127(9)]: Datacalc Research Corp. v. R., [2002] 2. C.T.C. 
2548 (TCC) (Rights established by statute can be changed by statute and may not be 
vested); Kowdrysh y. R., [2001] 2 C.T.C. 156 (FCA) (Beneficial, ownership not neces- 
sary for purposes of tax credit); Atcon Construction Ltd. v..R.,,{2000].2.C.T.C, 2691 
(TCC) (Rock crushing was not extraction of minerals); Burger King Restaurants of 
Canada Inc. v. R., [2000] 2 C.T.C. 1 (FCA) (Preparation of fast food was 
“processing”.); Mont-Sutton Inc. v. R., [2000] 1 C.T.C. 311 (FCA) (No “rental” of 
snow at ski resort; “surface construction” considered); Com Dev Ltd. v. R., [1999] 2 
C.T.C. 2566 (TCC) (Cost-plus contracts more likely to indicate purchase of scientific 
research); McMynn v. R., [1997] 3 C.T.C. 16 (FCTD) (“Use” is direct use by, taxpayer 
claiming ITC, not rental to others for, their use); Minicom Data Corp. v. Canada, 
[1992].2.C.T.C. 2196 (TCC) (Interest on money borrowed to acquire head office, site 
not prescribed scientific research and. experimental development expense); Mother’s 
Pizza Parlour et al. v. R., [1988] 2 C.T.C. 197 (FCA) (Investment tax credit. refused 
where building not used “primarily” for processing of goods); Lor-Wes Contracting 
Ltd. v. R., [1985] 2 C.T.C. 79 (FCA) (Investment tax credit allowed when subcontrac- 
tor’s work integral and necessary part of contract); Halliburton Services Ltd. v. R., 
[1985] 2 C.T.C. 52 (FCTD) (Investment tax credit allowed on contractor’s movable 
equipment); Bunge of Canada Ltd. v. R., [1984] C.T.C. 284 (FCA) (Loading systems in 
grain elevators “qualified property” for investment tax credit). 


(9.01) Transitional application of investment tax credit 
definition — For the purpose of applying each of paragraphs (c) to 
(f), (h) and (i) of the definition “investment tax credit” in subsection 
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(9) in respect of a taxpayer, the reference to “10” in that paragraph 
is to be read.as'a reference to the number that is the lesser of 


(a) 20, and 


(b) the number that is the total of 10 and the number of taxation 
years by which the number of taxation years of the taxpayer that 
have ended after 1997 exceeds 11. 


History: Para. 127(9.01)(b) amended by 2009, c. 2, subsec. 40(3) to substitute “1997” 
for “2005”, applicable in respect of 2008 et seq. 


Subsec. 127(9.01) added by 2006, c. 4, subsec. 75(4), applicable to 2006 et seq. 


(9.02) Transitional application of investment tax credit 
definition — For the purpose of applying paragraph (g) of the def- 
inition “investment tax credit” in subsection (9) in respect of a tax- 
payer, the reference to “9” in that paragraph is to be read as a refer- 
ence to the number that is the lesser of 


(a) 19, and. 


(b) the number that is the total of 9 and the number of taxation 
years by which the number of taxation years of the taxpayer that 
have ended after 1997 exceeds 11. 


History: Para. 127(9.02)(b) amended by 2009, c. 2, subsec. 40(4) to substitute “1997” 
for “2005”, applicable in respect of 2008 et seq. 


Subsec. 127(9.02) added by 2006, c. 4, subsec. 75(4), applicable to 2006 et seq. 


(9.1) Control acquired before the end of the year — Where a 
taxpayer is a corporation the control of which has been acquired by 
a person or group of persons (each of whom is in this subsection 
referred to as the “purchaser’’) at any time (in this subsection re- 
ferred to as “that time”) before the end of a taxation year of the 
corporation, the amount determined for the purposes of paragraph 


_ Gj) of the definition “investment tax credit” in subsection (9) is the 


amount, if any, by which 
(a) the amount, if any, by which 


(i) the total of all amounts added in computing its investment 
tax credit at the end of the year in respect of a property ac- 
quired, or an expenditure made, before that time 


exceeds 
(ii) the total of all amounts each of which is an amount 


(A) deducted in computing its investment tax credit at the 
end of the year under paragraph (f) or (g) of the definition 
“investment tax credit” in subsection (9), or 


(B) deducted in computing its investment tax credit at the 
end of the taxation year immediately preceding the year 
under paragraph (i) of that definition, 


to the extent that the amount may reasonably be considered 
to have been so deducted in respect of a property or expendi- 
ture in respect of which an amount is included in subpara- 
graph (1) 
exceeds the total of 
(b) [Repealed under former Act] 


(c) the amount, if any, by which its refundable Part VII tax on 
hand at the end of the year exceeds the total of all amounts each 
of which is an amount designated under subsection 192(4) in re- 
spect of a share issued by it 


(1) in the period commencing one month before that time and 
ending at that time, or | 
(ii) after that time, 

and before the end of the year, and 


(d) that proportion of the amount that, but for subsections (3) 
and (5) and sections 126, 127.2 and 127.3, would be its tax pay- 
able under this Part for the year that, 


(i) where throughout the year the corporation carried on a 
particular business in the course of which a property was ac- 
quired, or an expenditure was made, before that time in re- 
spect of which an amount is included in computing its invest- 


S. 127(9.1)(d)(i) 


ment tax credit at the end of the year, the amount, if any, by 
which the total of all amounts each of which is 


(A) its income for the year from the particular business, 
or 


(B) its income for the year from any other business sub- 
stantially all the income of which was derived from, the 
sale, leasing, rental or development of properties or the 
rendering of services similar to the properties sold, leased, 
rented or developed, or the services rendered, as the case 
may be, by the corporation in carrying on the particular 
business before that time 


exceeds 


(C) the total of all amounts each of which is an amount 
deducted under paragraph 111(1)(a) or (d) for the year by 
the corporation in respect of a non-capital loss or a farm 
loss, as the case may be, for a taxation year in respect of 
the particular business or the other business, 


is of the greater of 
(ii) the amount determined under subparagraph (1), and 


(iii) its taxable income for the year. 


Related Provisions: 139.1(18) — Holding corporation deemed not to acquire con- 
trol of insurer on demutualization; 249(4) — Deemed year-end on change of control; 
256(6)—(9) — Whether control acquired. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 

1.T. Technical News: 7 (control by a group — 50/50 arrangement. 

Forms: T2 SCH 31: Investment tax credit — corporations. 


(9.2) Control acquired after the end of the year — Where a 
taxpayer is a corporation the control of which has been acquired by 
a person or group of persons at any time (in this subsection referred 
to as “that time”) after the end of a taxation year of the corporation, 
the amount determined for the purposes of paragraph (k) of the def- 
inition “investment tax credit” in subsection (9) is the amount, if 
any, by which 
(a) the total of all amounts each of which is an amount included 
in computing its investment tax credit at the end of the year in 
respect of a property acquired, or an expenditure made, after that 
time 
exceeds the total of 
(b) [Repealed under former Act] 
(c) its refundable Part VII tax.on hand at the end of the year, and 


(d) that proportion of the amount that, but for subsections (3) 
and (5) and sections 126, 127.2 and 127.3, would be its tax pay- 
able under this Part for the year that, 


(i) where the corporation acquired a property or made an ex- 
penditure, in the course of carrying on a particular business 
throughout the portion of a taxation year that is after that 
time, in respect of which an amount is included in computing 
its investment tax credit at the end of the year, the amount, if 
any, by which the total of all amounts each of which is 


(A) its income for the year from the particular business, 
or 


(B) where the corporation carried on a particular business 
in the year, its income for the year from any other busi- 
ness substantially all the income of which was derived 
from the sale, leasing, rental or development of properties 
or the rendering of services similar to the properties sold, 
leased, rented or developed, or the services rendered, as 
the case may be, by the corporation in carrying on the 
particular business before that time 


exceeds 


(C) the total of all amounts each of which is an amount 
deducted under paragraph 111(1)(a) or (d) for the year by 
the corporation in respect of a non-capital loss or a farm 
loss, as the case may be, for a taxation year in respect of 
the particular business or the other business 
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is of the greater of 
(ii) the amount determined under subparagraph (i), and 


(iii) its taxable income for the year. 


Related Provisions: 139.1(18) — Holding corporation deemed not to acquire con- 
trol of insurer on demutualization; 249(4) — Deemed year-end on change of control; 
256(6)-(9) — Whether control acquired. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures, 

1.T. Technical News: 7 (control by a group — 50/50 arrangement). 

Forms: T2 SCH 31: Investment tax credit — corporations. 


(10) Ascertainment of certain property — The Minister may 


(a) obtain the advice of the appropriate minister for the purposes 
of the Regional Development Incentives Act, chapter R-3 of the 
Revised Statutes of Canada, 1970, as to whether any property is 
property as described in paragraph (b) of the definition “certified 
property” in subsection (9); 
(b) obtain a certificate from the appropriate minister for the pur- 
poses of the Regional Development Incentives Act certifying that 
any property specified therein is property as described in para- 
graph (b) of that definition; or 
(c) provide advice to the member of the Queen’s Privy Council 
for Canada appointed to be the Minister for the purposes of the 
Atlantic Canada Opportunities Agency Act as to whether any 
property qualifies for certification under the definition “ap- 
proved project property” in subsection (9). 
Selected Cases [subsec. 127(10)]: Publi-Hebdos Inc. v. Canada, [1995] 2 C.T.C. 
330 (FCTD) (Free newspapers not held for sale or lease), Coopers & Lybrand Limited 


vy. Canada, [1994] 2 C.T.C. 336 (FCA) (“For sale” does not mean “for use in repair 
process’). 


(10.1) Additions to investment tax credit — For the purpose 
of paragraph (e) of the definition “investment tax credit’ in subsec- 
tion (9), where a corporation was throughout a taxation year a Ca- 
nadian-controlled private corporation, there shall be added in com- 
puting the corporation’s investment tax credit at the end of the year 
the amount that is 15% of the least of 


(a) such amount as the corporation claims; 


(b) the amount by which the corporation’s SR&ED qualified ex- 
penditure pool at the end of the year exceeds the total of all 
amounts each of which is the super-allowance benefit amount 
for the year in respect of the corporation in respect of a prov- 
ince; and 


(c) the corporation’s expenditure limit for the year. 


Related Provisions: 88(1)(e.8) — Winding-up; 127(10.2)-(10.4) — Expenditure 
limit and associated corporations; 127(10.7) — Further additions to ITCs; 127.1(2)*re- 
fundable investment tax credit’(f)(i) — Addition to refundable ITC; 127.1(2.01) — 
Addition to refundable investment tax credit; 136(1) — Cooperative can be private cor- _ 
poration for purposes of 127(10.1); 137(7) — Credit union can be private corporation 
for 127(10.1). 


History: Para. 127(10.1)(b) amended by 2001, c. 17, subsec. 118(8), applicable to tax- 
ation years that begin after February 2000 except that, if a corporation’s first taxation 
year that begins after February 2000 ends before 2001, it is applicable to the corpora- 
tion’s taxation years that begin after 2000. Para. (b) formerly read: 


(b) the SR&ED qualified expenditure pool of the corporation at the end of the 
year; and 


Subsec. 127(10.1) amended by 1996, c. 21, subsec. 30(19), applicable to taxation years 
that begin after 1995. Subsec. (10.1) formerly read: 


(10.1) For the purpose of paragraph (e) of the definition “investment tax credit” 
in subsection (9), where a corporation was throughout a particular taxation year a 
Canadian-controlled private corporation, there shall be added in computing the 
corporation’s investment tax credit at the end of the particular year the amount 
determined by the formula 


where 

A is the lesser of 
(a) the total of all expenditures described in any of subparagraphs (e)(iv) 
and (v) of the definition “specified percentage” in subsection (9) made 


by the corporation in the particular year and that were designated by it in 
its return of income under this Part for the particular year, and 
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(b) the corporation’s expenditure limit for the particular year; and 


Bis the total of all amounts determined under paragraph (a) of the definition 
“investment tax credit” in subsection (9) in respect of an expenditure. re- 
ferred to. in paragraph (a) of the description of A. 


Subsec. 127(10.1) amended by 1995, c. 3, subsec. 37(5), applicable to taxation years 
that begin after 1995. Subsec. (10.1) formerly read: 


(10.1) For the purpose of paragraph (e) of the definition “investment tax credit” 
in subsection (9), where a taxpayer was throughout a particular taxation year a 
Canadian-controlled private corporation the taxable income of which, for the 
taxation year preceding the particular year together with the taxable incomes of 
all corporations with which it was associated in the particular year for their taxa- 
tion years ending in the calendar year preceding the calendar year in which the 
taxpayer’s particular year ended, does not exceed twice the. total of the business 
limits (as determined under section 125) of the taxpayer and the associated cor- 
porations for those preceding years, the amount, if any, by which 


(a) 35% of the lesser of 


(i) the total of all expenditures described, in subparagraph (e)(iv), of the 
definition “specified percentage” in subsection (9) made by the taxpayer 
in the particular year and that were designated by it in its return of in- 
come under this Part for the particular year, and 


(ii) the taxpayer’s expenditure limit for the particular year 
exceeds 


(b) the total of all amounts determined under paragraph (a) of the definition 
“investment tax credit” in subsection (9) in respect of an expenditure re- 
ferred to in subparagraph (a)(1) 
shall be added in computing the taxpayer’s investment tax credit at the end of the 
particular year. 


Subsec. 127(10.1) amended by 1994, c. 8, subsec. 15(10), applicable to taxation years 
that begin after 1993. Subsec. (10.1) formerly read: 


(10.1) For the purposes of paragraph (e) of the definition “investment tax credit” 
in subsection (9), where: a taxpayer was throughout its taxation year a Canadian- 
controlled private corporation whose taxable income for the immediately preced- 
ing taxation year together with the taxable incomes of all corporations with 
which it was associated in the year for their taxation years ending in the calendar 
year immediately preceding the calendar year in which the corporation’s year 
ended does not exceed the total of the business limits (as determined under sec- 
tion 125) of the corporation and the associated corporations for those preceding 
years, the amount, if any, by which 
(a) 35% of the lesser of 
(i) the total of all expenditures described in subparagraph (e)(iv) of the 
definition “specified percentage” in subsection (9) made by it in the year 
and that were designated by the taxpayer in its return of income under 
this Part for the year, and 
(ii) the taxpayer’s expenditure limit for the year 
exceeds 
(b) the total of all amounts determined under paragraph (a) of the definition 
“investment tax credit” in subsection (9) in respect of an expenditure re- 
ferred to in subparagraph. (a)(1) 
shall be added in computing the taxpayer’s investment tax credit at the end of the 
taxation year. 


Forms: T2 SCH 31: Investment tax credit — corporations. 
127(9)“SR&ED qualified expenditure pool”. 


See also under 


(10.2) Expenditure limit determined — For the purpose of sub- 
section (10.1), a particular corporation’s expenditure limit fora par- 
ticular taxation year is the amount determined by the formula 


($8 million — 10A) x [($40 million — B)/$40 million] 
where 
A is the greater of 
(a) $500,000, and 
(b) the amount that is 


(i) if the particular corporation is not associated with any 
other corporation in the particular taxation, year, the par- 
ticular corporation’s taxable income for its immediately 
preceding taxation year (determined before taking into 
consideration the specified future tax consequences for 
that preceding year), or 


(ii) if the particular corporation is associated with one or 
more other corporations in the particular taxation year, 
the total of all amounts each of which is the taxable in- 
come of the particular corporation for its, or of one of the 
other corporations for its, last taxation year that ended in 
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the last calendar year that ended before the end of the par- 
ticular taxation year (determined before taking into con- 
sideration the specified future tax consequences for that 
last taxation year), and 
B is 

(a) nil, if the following amount is less than or equal to $10 

million: 
(i) if the particular corporation is not associated with any 
other corporation in the particular taxation year, the 
amount that is its taxable capital employed in Canada 
(within the meaning assigned by section 181.2 or 181.3) 
for its immediately preceding taxation year, or 


(11) if the particular corporation is associated with one or 
more other corporations in the particular taxation year, 
the amount that is the total of all amounts, each of which 
is the taxable capital employed in Canada (within the 
meaning assigned by section 181.2 or 181.3) of the partic- 
ular corporation for its, or of one of the other corporations 
for its, last taxation year that ended in the last calendar 
year that ended before the end of the particular taxation 
year, or 


(b) in any other case, the lesser of $40 million and the 
amount by which the amount determined under subparagraph 
(a)(i) or (ii), as the case may be, exceeds $10 million. 


Related Provisions: 87(2)(0o) — Effect of amalgamation; 88(1)(e.8) — Winding- 
up; 125(5.1) — Elimination of business limit (and therefore the expenditure limit) for 
large corporations; 127(10.21)—(10.6) — Expenditure limit to be shared among associ- 
ated corporations; 127(10.22), (10.23) — Venture capital investors — exclusion from 
associated-corporation rules; 127(10.6)(c) — Short taxation year; 257 — Formula can- 
not calculate to less than zero. 


History: The formula in subsec. 127(10.2) amended to substitute “$8 million” for “$7 
million” by 2009, c. 2, subsec. 40(5), applicable to 2010 et seg., except that the expen- 
diture limit in subsec. 127(10.2) in respect of a corporation for 2010 taxation years that 
begin before 2010 [effectively prorated across Jan. 1; see History to 125(2)], shall be 
determined by the formula 


A+ [(B—A) x(C/D)] 
where 


A is the expenditure limit of the corporation for the taxation year determined in 
accordance with the formula in subsec. 127(10.2) as that subsec. read in its appli- 
cation to taxation years that end in 2009; - 


B is the expenditure limit of the corporation for the taxation year determined in 
accordance with the formula in subsec. 127(10.2), as that subsec. would apply to 
the taxation year in the absence of this exception; 


C is the number of days in the taxation year that are after 2009; and 
D is the total number of days in the taxation year. 


Para. (a) of the description of A in subsec. 127(10.2) amended to substitute “$500,000” 
for “$400,000” by the said'c: 2, subsec. 40(6), applicable to 2010 et seq.; on the same 
basis ‘as the amendment to the formula above. ; 


Subparas. (a)(i) and (ii) of the description of B in subsec. 127(10.2) amended to substi- 
tute “181.2 or 181.3” for “181.2” by the said c. 2, subsec. 40(7), applicable to taxation 
years that end after February 25, 2008. 


The descriptions of A and B in the application provision of the amendment to subsec. 
127(10.2) made by S.C. 2008, c. 28 (see below) amended to read as follows by 2009, c. 
2, s. 82, in force on March 12, 2009: 


A is the expenditure limit of the corporation for the taxation year determined in 
accordance with the formula in subsec. 127(10.2) as that subsection read in its 
application to a taxation year that ended immediately before February 26, 2008; 


B is the expenditure limit of the corporation for the taxation year determined in 
accordance with the formula in subsec. 127(10.2), as that subsection would apply 
to a taxation year that ended on February 26, 2008; 


Subsec. 127(10.2) amended by 2008, c. 28, subsec. 19(3), applicable to taxation years 
that end after February 25, 2008, except that for taxation years that include February 
26, 2008, the expenditure limit of a corporation shall be' determined by the formula 


A+[(B-A) x (C/D)] 
where 


A is the expenditure limit of the corporation for, the taxation year determined in 
accordance with the formula in subsec. 127(10.2) as that subsection read in its 
application to a taxation year that ended immediately before February 26, 2008; 


B is the expenditure limit of the corporation for the taxation year determined in 
accordance with the formula in subsec. 127(10.2), as amended; 
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C is the number of days in the taxation year that are after February 25, 2008; and 


D is the number of days in the taxation year. 

Subsec. 127(10.2) formerly read: 
(10.2) For the purpose of subsection (10.1), a corporation’s expenditure limit for 
a particular taxation year is the amount determined by the formula 


($6,000,000 — 10A) x B/C 


where 
A _ is the greater of $400,000 and either . 


(a) if the corporation is associated with one or more: other corporations 
in the particular year and the particular year ends in a calendar year, the 
total of all amounts each of which is the taxable income of the corpora- 
tion, or of such an associated corporation, for its last taxation year that 
ended in the preceding calendar year (determined ‘before taking into 
consideration the specified future tax consequences for that last taxation 
year), Or 


(b) if paragraph (a) does not apply, the corporation’s taxable income for 
its immediately preceding taxation year (determined before taking into 
consideration the specified future tax consequences for that preceding 
year), 


B._ is the total of the business limits under section 125 for the particular year of 
the corporation and any such other corporations for the particular year, and 


Gais 
(a) if the corporation is associated with one or more other corporations 
in the particular year, the total of all amounts each of which would be 
the business limit for the particular year of the corporation or of such an 


associated corporation, if this Act were read without reference to sub- 
sections 125(5) and (5.1), or 


(b) if paragraph (a) does not apply, the amount that would, if this Act 
were read without reference to subsections 125(5) and (5.1), be the cor- 
poration’s business limit for the particular year. 


The portion of subsec. 127(10.2) before para. (a) of the description of A amended by 
2007, c. 2, subsec. 34(9), applicable to 2007 et seg. except that, for a 2007 or 2008 
taxation year that immediately follows a taxation year that ended before 2007, the ref- 
erence in the formula to “$6,000,000” is to be read as “$5,000,000” and the reference 
to “$400,000” in the description of A is to be read as “$300,000”. 


Subsec. 127(10.2) amended by 2003, c. 15, subsec. 81(3), applicable to taxation years 
that end after 2002 except that, for taxation years that immediately follow taxation 
years that ended before 2003, the reference in the formula in subsec. 127(10.2) to 
“$5,000,000” is to be read as “$4,000,000” and the reference to “$300,000” in the 
description of A is to be read as “$200,000”. It formerly read: 


(10.2) For the purpose of subsection (10.1), a corporation’s expenditure limit for 
a particular taxation year is the amount determined by the formula 


B 
($4,000,000 — 10A) x cla ny 


00,000 
where 
Ais the greater of $200,000 and either 


(a) where the corporation is associated with one or more other corpora- 
tions in the particular year and the particular year ends in a calendar 
year, the total of all amounts each of which is the taxable income of the 
corporation or such an associated corporation for its last taxation year 
that ended in the preceding calendar year (determined before taking into 
consideration the specified future tax consequences for that last year), or 


(b) where paragraph (a) does not apply, the corporation’s taxable in- 
come for its immediately preceding taxation year (determined before 
taking into consideration the specified future tax consequences for that 
preceding year), and 


B.. is the total of the business limits under section 125 for the particular year of 
the corporation and any such other corporations for the particular year, 


unless the corporation is associated in the particular year with one or more other 
Canadian-controlled private, corporations, in which case, except as otherwise 
provided in this section, its expenditure limit for the particular year is nil. 


The description of A in subsec. 127(10.2) amended by 1997, c. 25, subsec. 35(2), appli- 
cable to taxation years that begin after 1995. It formerly read: 


A is the greater of 
(a) $200,000, and 


(b) the taxable income of the corporation for its preceding taxation year 
or, if it is associated with one or more other corporations in the particu- 
lar year, the taxable income of the corporation for its last taxation year 
ending in the preceding calendar year plus the taxable incomes of all 
such other corporations for their last taxation years ending in the preced- 
ing calendar year, and 
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Subsec. 127(10.2) amended by 1995, c. 3, subsec. 37(5), applicable to taxation years | 


that begin after 1995. Subsec. (10.2) formerly read: 


(10.2) For the purpose of subsection (10.1), a corporation’s expenditure limit for 
a particular taxation year is the amount determined by the formula 


$4,000,000 — 10A 
where 
A is the greater of 
(a) $200,000, and 


(b) the total of the taxable income of the corporation for the taxation 
year preceding the particular year and the taxable incomes of all corpo- 
rations with which it was associated in the particular year for their taxa- 
tion years ending in the calendar year preceding the calendar year in 
which the taxpayer’s particular year ended, 


unless the corporation is associated in the particular year with one or more other 
Canadian-controlled private corporations in which case, except as otherwise pro- 
vided in this section, its expenditure limit for the particular year is nil. 


Subsec. 127(10.2) amended by 1994, c. 8, subsec. 15(10), applicable to taxation years 
that begin after 1993. Subsec. (10.2) formerly read: 


(10.2) For the purposes of subsection (10.1), a corporation’s expenditure limit 
for a taxation year is $2,000,000 unless the corporation is associated in the year 
with one or more other Canadian-controlled private corporations in which case, 
except as otherwise provided in this section, its expenditure limit for the year is 
nil. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


(10.21) Expenditure limits — associated CCPCs — Notwith- 
standing subsection (10.2), the expenditure limit for a taxation year 
of a corporation that is associated in the taxation year with one or 
more other Canadian-controlled private corporations is, except as 
otherwise provided in this section, nil. 


Related Provisions: 127(10.3) — Allocation of expenditure limit among associated 
corporations. 


History: Subsec. 127(10.21) added by 2003, c. 15, subsec. 81(3), applicable to taxa- 
tion years that end after 2002 


(10.22) Deemed non-association of corporations — If a par- 
ticular Canadian-controlled private corporation is associated with 
another corporation in circumstances where those corporations 
would not be associated if the Act were read without reference to 
paragraph 256(1.2)(a), the particular corporation has issued shares 
to one or more persons who have been issued shares by the other 
corporation and there is at least one shareholder of the particular 
corporation who is not a shareholder of the other corporation or one 
shareholder of the other corporation who is not a shareholder of the 
particular corporation, the particular corporation is deemed not to 
be associated with the other corporation for the purpose of deter-- 
mining the particular corporation’s expenditure limit under subsec- 
tion (10.2). 


Related Provisions: 127(10.23)—Limitation on application of 127(10.22); 
127.1(2.2) — Parallel rule for refundability of credit. 


History: Subsec. 127(10.22) amended by 2009, c. 2, subsec. 40(8), applicable to taxa- 
tion years that end after March 8, 2009. The subsec. formerly read: , 


(10.22) Expenditure limits — associated CCPCs — If a particular Canadian- 
controlled private corporation is associated with another corporation in circum- 
stances where those corporations would not be associated if the Act were read 
without reference to paragraph 256(1.2)(a), the particular corporation has issued 
shares to one or more persons who have been issued shares by the other corpora- 
tion and there is at least one shareholder of the’ particular corporation who is not 
a shareholder of thé other corporation or one shareholder of the other corporation 
who is not a shareholder of the particular corporation, the particular corporation 
is not associated with the other corporation for the purpose of 


(a) determining the particular corporation’s expenditure limit under subsec- 
tion (10.2); and 


(b) determining the particular corporation’s business limit under'section 125, 
as applied for the purpose only of determining the gree corporation’ s 
expenditure limit under subsection (10.2), 


Subsec. 127(10.22) added by 2005, c. 19, subsec. 28(2), applicable to taxation years 
that end after March 22, 2004. 
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(10.23) Application of subsec. (10.22) — Subsection (10.22) 
applies to the particular corporation and the other corporation re- 
ferred to in that subsection only if the Minister is satisfied that 


(a) the particular corporation and the other corporation are not 
otherwise associated under this Act; and 


(b) the existence of one or more shareholders of the. particular 
. corporation who is not a shareholder of the other corporation, or 
the existence of one, or,more, shareholders. of the other corpora- 
tion who is not a shareholder of the particular corporation, is not 


for the. purpose of satisfying the requirements of. subsection 


(10.22) or 127.1(2.2). 


Related Provisions:: |27.1(2.3) — Parallel rule for refundability of credit. 


History: Subsec. 127(10.23) added by 2005, c.'19, subsec. 28(2); es to taxa- 
tion years that end after March 22, 2004. 


(10.3) Associated corporations — If all of the Canadian-con- 
trolled private corporations that are associated with each other in a 
taxation year file with the Minister in prescribed form an agreement 
whereby, for the purpose of subsection (10:1), they allocate an 
amount to.one or more. of them for the year and the amount so allo- 
cated-or the total.of the amounts so allocated, as the case may: be, 
does not exceed the amount determined for the year by the formula 
in subsection (10.2), the expenditure limit for the year of each of the 
corporations is the amount so allocated to it. 

Related Provisions: 127(10. 4) — Failure to file agreement. 


History: Subsec. 127(10.3) amended by 1994, c. 8, subsec. 15(10), pence to taxa- 
tion years that begin after 1993. Subsec. (10.3) formerly read: 


(10.3) If all of the Canadian-controlled private corporations that are associated 
with each ‘other in a taxation year have filed with the Minister in prescribed form 
an agreement whereby, for the purposes of subsection (10.1), they allocate an 
amount to one or more of them for the taxation year and the amount so allocated 
or the total of the amounts so allocated, as the case may be, is $2,000,000, the 
expenditure limit for the year of each of the corporations is the amount so allo- 
cated to it. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. : 


Forms: T2 SCH 23: Agreement among associated Canadian-controlled private corpo- 
rations to allocate the business limit; T2 SCH 49: Agreement among associated Cana- 
dian-controlled private corporations to allocate the expenditure limit. 


(10.4) Failure to file agreement — If any of the Canadian-con- 
trolled private corporations that are associated with each other in a 
taxation year fails to file with the Minister an agreement as contem- 
plated by ‘subsection (10.3) within 30 days after notice in writing by 
the Minister is forwarded to any of them that such an agreement is 
required for the purposes of this Part, the Minister shall, for the pur- 
pose of subsection’ (10.1), allocate an amount to one or more of 
them for the year, which amount or the total of which amounts, as 
the case may 'be, shall equal the amount determined for the year by 
the formula in subsection (10.2), and in any such case the expendi- 
ture limit for the year of each of the corporations is the amount Ye) 
allocated to it. 


History: Subsec. 127(10.4) amended by 1994, c. 8, subsec. 15(10), applicable to taxa- 
tion years that begin after 1993. Subsec. (10.4) formerly read: 


(10.4). If any of the Canadian-controlled private corporations that are associated 
with each other inia taxation year has failed: to file with the Minister an agree- 

_- ment as contemplated by subsection (10.3), within 30 days after notice in writing 
by the Minister has, been forwarded to any of them that such an agreement is 
required for the purpose of any assessment of tax under this Part, the Minister 
shall, for the purposes of subsection (10.1), allocate an amount to one or more of 
them for' the taxation year, which amount or the ‘total of which amounts, as the 
case may be, shall equal $2;000;000, and in any such case the expenditure limit 
for the year of each of the corporations is the amount so allocated to it. 


(10.5) [Repealed under former Act] 


(10.6) Expenditure limit determination in certain cases — 
Notwithstanding any other provision of this section, 


(a) where a Canadian-controlled private corporation (in this par- 
agraph' referred to as the “first corporation”) has more than one 
taxation year'ending in the same calendar year and it is associ- 
ated in two or more of those taxation years with another Cana- 
dian-controlled private corporation that has a taxation year’ end- 
ing in that calendar year, the expenditure limit. of the first 
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corporation for each taxation year in which it is associated with 
the other corporation ending in that calendar year is,’ subject to 
the application of paragraph (b), an amount equal to its expendi- 
ture limit for the first such taxation year determined without ref- 
erence to paragraph (b); 

(b) where a Canadian-controlled private corporation has a taxa- 
tion. year that is less than 51.weeks, its expenditure limit for the 
year is that proportion of its expenditure limit for the year deter- 
mined without reference to this paragraph that the number of 
days in the year is of 365; and 


(c) for the purpose of subsection (10.2), where a Canadian-con- 

trolled private corporation has a taxation year that is less than 51 

weeks, the taxable income of the corporation for the year shall 

be determined by multiplying that amount by the ratio that 365 
is ‘of the number of days in that year. 


History: Para. 127(10.6)(c) amended by 2009, c. 2, subsec. 40(9), applicable to taxa- 
tion years that end after March 8, 2009. It formerly read: 


WO) for the purpose of subsection (10.2), where a Canadian-controlled private cor- 
"poration has a taxation year that is less than 51 weeks, the taxable income and 
business limit of the corporation for the year shall be determined by multiplying 
those amounts by the ratio that 365 is of the number, of days.in that) year. 


Para. 127(10.6)(c) added by. 1995, c. 3, subsec. 37(6), applicable to taxation years that 
begin after 1995. 


Interpretation Bulletins: IT-151R5: Scientific research-and experimental develop- 
ment expenditures. 


(10.7) Further additions to investment tax credit [repaid 
assistance] — Where a taxpayer has in‘a particular taxation year 
repaid an amount of government assistance, non-government assis- 
tance or a contract payment that was applied to reduce © 


(a) the amount of a qualified expenditure incurred by the tax- 
payer under paragraph (11.1)(c) for a preceding taxation year 
that began’before 1996, 


(b) the prescribed proxy amount of the taxpayer under paragraph 
(11.1)(f) for a preceding taxation year that began before 1996, or 


(c) a qualified expenditure incurred by the,taxpayer under any of 
subsections (18) to (20) for a preceding taxation year, 


there shall be added to the amount otherwise determined under sub- 
section (10.1) in respect of the She for the. particular year the 
amount, if any, by which 


(d) the amount that would have been determined under-subsec- 
tion (10.1) in respect of the taxpayer for that preceding year if 
subsections (11.1) and (18) to (20) had not applied*in respect ‘of 
the government assistance, non-government assistance or con- 
tract payment, as the case may be, to the extent of the amount so 
repaid, 

exceeds 


(e) the amount determined under subsection (10.1) in respect of 
the taxpayer for that preceding year. 


Related, Provisions: 127(10.8) — Further additions to investment tax credits. 


History: Subsec. 127(10.7) amended by 1996, c. 21, subsec. 30(20), applicable to tax- 
ation years that begin after 1995. Subsec. (10.7) formerly read: 


(10;7) Where a taxpayer has in a particular taxation year repaid an amount of 
government assistance, non-government assistance or a contract payment that 
had, because of subsection (11.1), resulted in a reduction of the amount of a 
qualified expenditure for.a preceding taxation year, there shall’ be, added to the 
amount otherwise determined under subsection (10.1) in respect of the taxpayer 
for the particular year the amount, if any, by which 


(a) the amount that would have been determined under subsection (10.1) in 
respect of the taxpayer for that preceding year if subsection (11.1) had not 
applied in respect of the government assistance, non-government assistance 
or contract payment, as the case may be, to the extent of the amount so 
repaid, 
exceeds 

(b) the amount determined under subsection (10.1) in respect of the taxpayer 
for that preceding year. 

Subsec. 127(10,7) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 104(5), applicable 

to amounts repaid after May‘23, 1985. 


Application Policies: SR&ED 2005-02: General rules concerning the treatment of 
government and non government assistance. 
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(10.8) Further additions to investment tax credit [expired 
assistance] — For the purposes of paragraph (e.1) of the defini- 
tion “investment tax credit” in subsection (9), subsection (10.7) and 
paragraph 37(1)(c), an amount of government assistance, non-gov- 
ernment assistance or a contract payment that 


(a) was applied to reduce 


(i) the capital cost to a taxpayer of a property under para- 
graph (11.1)(b), 
(ii) the amount of a qualified expenditure incurred by a tax- 


payer under paragraph (11.1)(c) for taxation years that began 
before 1996, 


(iii) the prescribed proxy amount of a taxpayer under para- 
graph (11.1)(f) for taxation years that began before 1996, or 


(iv) a qualified expenditure incurred by a taxpayer under any 
of subsections (18) to (20), 


(b) was not received by the taxpayer, and 


(c) ceased in a taxation year to be an amount that the taxpayer 
can reasonably be expected to receive, 


is deemed to be the amount of a repayment by the taxpayer in the 
year of the government assistance, non-government assistance or 
contract payment, as the case may be. 


Related Provisions: 127(9)“investment tax credit”(e.1), (e.2) — Repayment of as- 
sistance; 127(9)“specified percentage’’(f) — Repayment of assistance. 


History: Subsec. 127(10.8) amended by 1996, c. 21, subsec. 30(20), applicable to tax- 
ation years that begin after 1995. Subsec. (10.8) formerly read: 


(10.8) Idem [expired assistance] — For the purposes of paragraph (e.1) of the 
definition “investment tax credit” in subsection (9), subsection (10.7) and para- 
graph 37(1)(c), where an amount of assistance that 


(a) was applied in reduction of 
(i) the capital cost to a taxpayer of a property, because of paragraph 
(11.1)(b), or 
(ii) the amount of a qualified expenditure made by a taxpayer, because 
of paragraph (11.1)(c), 

(b) was not received by the taxpayer, and 


(c) ceased in a taxation year to be an amount that the taxpayer can reasona- 
bly be expected to receive, 


that amount shall be deemed to be an amount of assistance repaid by the tax- 
payer in the year. 
Subsec. 127(10.8) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 68(3), applica- 
ble to 1991 et seq. 


Application Policies: SR&ED 2005-02: General rules concerning the treatment of 
government and non government assistance. 


(11) Interpretation — For the purposes of the definition “quali- 
fied property” in subsection (9), 


(a) “manufacturing or processing” does not include any of the 
activities 
(i) referred to in any of paragraphs (a) to (e) and (g) to (i) of 
the definition “manufacturing or processing” in subsection 
125.1(3), 


(ii) that would be referred to in paragraph (f) of that defini- 
tion if that paragraph were read without reference to the ex- 
pression “located in Canada’, 


(111) that would be referred to in paragraph (j) of that defini- 
tion if that paragraph were read without reference to the ex- 
pression “in Canada”, or 


(iv) that would be referred to in paragraph (k) of that defini- 
tion if the definition “Canadian field processing” in subsec- 
tion 248(1) were read without reference to the expression “in 
Canada”; and 


(b) for greater certainty, the purposes referred to in paragraph (c) 
of the definition “qualified property” in subsection (9) do not 
include 


(i) storing (other than the storing of grain), shipping, selling 
or leasing finished goods, 


(ii) purchasing raw materials, 
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(iii) administration, 
activities, 

(iv) purchase and resale operations, 
(v) data processing, or 


(vi) providing facilities for employees, including cafeterias, 
clinics and recreational facilities. 
History: Subparas. 127(11)(a)(i) and (ii) amended, subparas. (iii) and (iv) added, by 


including clerical and personnel 


1997, c. 25, subsec. 35(3), applicable to taxation years that begin after 1996. Subparas. | 


(a)(i) and (i) formerly read: 
(i) referred to in any of paragraphs (a) to (e) and (1) to (k) of the definition “man- 
ufacturing or processing” in subsection 125.1(3), or 
(ii) that would be referred to in any of paragraphs (f) to (h) of that definition if 


those paragraphs were read without reference to the expression “located in Can- 
ada’; and 


Para. 127(11)(a) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 104(6), appli- — 


cable to 1990 et seq. Para. 127(11)(a) formerly read: 


(a) “manufacturing or processing” does not include any of the activities referred 
to in paragraphs (a) to (k) of the definition “manufacturing or processing” in 
subsection 125.1(3); and 


Selected Cases [subsec. 127(11)]: Burger King Restaurants of Canada Inc. v. R., 
[2000] 2 C.T.C. 1 (FCA) (Quantitative aspect (space) will govern unless compelling 
evidence provided as to qualitative (investment, salaries, service) aspect). 


Interpretation Bulletins: IT-411R: Meaning of “construction”. 


(11.1) Investment tax credit — For the purposes of the defini- 
tion “investment tax credit” in subsection (9), 


(a) the capital cost to a taxpayer of a property shall be computed 
as if no amount were added thereto by virtue of section 21; 


(b) the capital cost to a taxpayer of a property shall be deemed to 
be the capital cost to the taxpayer of the property, determined 
without reference to subsections 13(7.1) and (7.4), less the 
amount of any government assistance or non-government assis- 
tance that can reasonably be considered to be in respect of, or 
for the acquisition of, the property and that, at the time of the 
filing of the taxpayer’s return of income under this Part for the 
taxation year in which the property was acquired, the taxpayer 
has received, is entitled to receive or can reasonably be expected 
to receive; 


(c) [Repealed] 


(c.1) the amount of a taxpayer’s qualified Canadian exploration 
expenditure for a taxation year shall be deemed to be the amount 
of the taxpayer’s qualified Canadian exploration expenditure for 
the year as otherwise determined less the amount of any govern- 
ment assistance, non-government assistance or contract payment 
(other than assistance under the Petroleum Incentives Program 
Act or the Petroleum Incentives Program Act, Chapter P-4.1 of 
the Statutes of Alberta, 1981) in respect. of expenditures in- 


cluded in determining the taxpayer’s qualified Canadian explo-- 


ration expenditure for the year that, at the time of the filing of 
the taxpayer’s return of income for the year, the taxpayer has 
received, is entitled to receive or can reasonably be expected to 
receive; 


(c.2) the amount of a taxpayer’s flow-through mining expendi- 
ture for a taxation year is deemed to be the amount of the tax- 


payer’s flow-through mining expenditure for the year as other-— 


wise determined less the amount of any government assistance 
or non-government assistance in respect of expenses included in 
determining the taxpayer’s flow-through mining expenditure for 
the year that, at the time of the filing of the taxpayer’s return of 
income for the year, the taxpayer has received, is entitled to re- 
ceive or can reasonably be expected to receive; 


(c.3) the amount of a taxpayer’s pre-production mining expendi- 
ture for a taxation year is deemed to be the amount of the tax- 
payer’s pre-production mining expenditure for the year as other- 
wise determined less the amount of any government assistance 
or non-government assistance in respect of expenses included in 
determining the taxpayer’s pre-production mining expenditure 
for the year that, at the time of the filing of the taxpayer’s return 
of income for the year, the taxpayer has received, is entitled to 
receive or can reasonably be expected to receive; 
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(c.4) the amount of a taxpayer’s eligible salary and wages for a 
taxation year is deemed to be the amount of the taxpayer’s eligi- 
ble salary and wages for the year otherwise determined less the 
amount of any government assistance or non-government assis- 
tance in respect of the eligible salary and wages for the year that, 
at the time of the filing of the taxpayer’s return of income for the 
year, the taxpayer has received, is entitled to receive or can rea- 
sonably be expected to receive; ) 


(c.5) the amount of a taxpayer’s eligible child care space expen- 
diture for a taxation year is deemed to be the amount of the tax- 
payer’s eligible child care space expenditure for the taxation 
year otherwise determined less the amount of any government 
assistance or non-government assistance in respect of the eligi- 
ble child care space expenditure for the taxation year that, at the 
time of the filing of the taxpayer’s return of income for the taxa- 
tion year, the taxpayer has received, is entitled to receive or can 
reasonably be expected to receive; and _. 


(d) where at a particular time a taxpayer who is a beneficiary of 
a trust or a member of a partnership has received, is entitled to 
receive or can reasonably be expected to receive government as- 
sistance, non-government assistance or a contract payment, the 
amount thereof that may reasonably be considered to be in re- 
spect of, or for the acquisition of, depreciable property of the 
trust or partnership or in respect of an expenditure by the trust or 
partnership shall be deemed to have been received at that time 
by the trust or partnership, as the case may be, as government 
assistance, non-government assistance or aS a contract. payment 
in respect of the property or the expenditure, as the case may be. 


(e), (f) [Repealed] 


Related Provisions: 12(1)(x) — Payments as inducement or reimbursement etc.; 
127(9)“investment tax credit”(e.1), (e.2) — Inclusion in ITC; 127(10.7), (10.8) — Fur- 
ther additions to ITCs; 149(10)(c) — Where corporation becomes or ceases. to be ex- 
empt; 248(16); (16.1) GST or QST input tax credit/refund and rebate; 248(18), 
(18.1) — GST or QST — repayment of input tax credit or refund. 


History: Para. 127(11:1)(c.4) amended by 2007, c: 35, subsec. 43(14), applicable to 
taxation years that end after May, 1, 2006. It formerly read: 


(c.4) the amount of a taxpayer’s apprenticeship expenditure for a taxation year is 
deemed to, be the amount of the taxpayer’s apprenticeship expenditure for the 
year otherwise determined less the amount of any government assistance or non- 
government assistance in respect of the expenditure for the year that, at the time 
of the filing of the taxpayer’s return of income for the year, the taxpayer has 
received, is entitled to receive or can reasonably be expected to receive; and 


Para. 127(11.1)(c.5) added by the said.c. 35, subsec. 43(14), applicable to taxation 
years that end after March 18, 2007. 


Para. 127(11.1)(c.4) added by 2007, c. 2, subsec. 34(10), applicable to taxation years 
that end after May 1, 2006. 


Para. 127(11.1)(c.3) added by 2003, c. 28, subsec. 14(8), applicable to 2003 et seq. 
Para. 127(11.1)(c.2) added by 2001, c. 17, subsec. 118(9), applicable to 2000 et seq. 


Paras. 127(11.1)(c), (e) and (f) repealed by 1996, c. 21, subsecs. 30(21), (22), applica- 
ble to taxation years that begin after 1995. Paras. (c), (e) and (f) formerly read: 


(c) the amount of a qualified expenditure (other than a prescribed proxy amount 
of an amount determined under paragraph (e)) made by a taxpayer shall be 
deemed to be the amount of the qualified expenditure, determined without refer- 
ence to subsections 13(7.1) and (7.4), less|the amount of any government assis- 
tance, non-government assistance or contract payment that can reasonably be 
considered to be in respect of the expenditure and that, at the time of the filing of 
the taxpayer’s return of income under this Part for the taxation year in which the 
expenditure was made, the taxpayer has received, is entitled to receive or can 
reasonably be expected to receive; 


(e) the amount of a qualified expenditure made by a taxpayer in the taxation year 
ending coincidentally with the end of the first period (within the meaning as- 
signed in the definition “first term shared-use-equipment” in subsection (9)) or 
the second period (within the meaning assigned in the definition “second term 
shared-use-equipment” in subsection (9)) in respect of first term, shared-use- 
equipment or second term shared-use-equipment, respectively, of the taxpayer 
shall be deemed to be '/4 of the capital cost of the equipment that would be deter- 
mined in accordance with paragraphs (a) and (b) if paragraph (b) were read as 


“(b) the capital cost to a taxpayer of a property shall be deemed to be the 
capital cost to the taxpayer of the property, determined without reference 
to subsections 13(7.1) and (7.4), less the amount of any government assis- 
tance, non-government assistance or contract payment that can reasonably 
be considered to be in respect of, or for the acquisition of, the property and 
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that, at the time of the filing of the return of income under this Part for the 
taxation year ending coincidentally with the first period, the taxpayer has 
received, is entitled to receive or can reasonably be expected to receive;”; 
and 


(f) the prescribed proxy amount of a taxpayer for'a taxation year shall be deemed 
to be the prescribed proxy amount of the taxpayer for the taxation year less the 
amount of any government assistance, non-government assistance or contract 
payment that can reasonably be considered to be in respect of an expenditure 
described in subparagraph 37(8)(a)(ii), other than an expenditure described in 
clause (B) of that subparagraph, and that, at the time of the filing of the tax- 
payer’s return of income under this Part for the taxation year in which the expen- 
diture was made, the taxpayer has received, is entitled to receive or can reasona- 
bly be expected to receive. 


Paras. 127(11.1)(b), (c) amended, paras. (e), (f) added, by 1994, c. 8, subsecs. 15(11), 
(12), applicable to taxation years ending after December 2, 1992. Paras: (b), (c) for- 
merly read: 


_(b) the capital cost to a taxpayer of a property shall be deemed to be the capital 
cost to the taxpayer of the property, determined without reference to subsections 
13(7.1) and (7.4), less the amount of any government assistance or non-govern- 
ment assistance in respect of, or for the acquisition of, the property that, at the 
time of the filing of the return of income for the taxation year in which the pro- 
perty was acquired, the taxpayer has received, is entitled, to. receive or can rea- 
sonably be expected to receive; 


(c) the amount of a qualified expenditure made by a taxpayer shall be deemed to 
be the amount of the qualified expenditure, determined without reference to sub- 
sections 13(7.1) and(7.4), less the amount:of any government assistance, non- 
government assistance or contract payment in respect of the expenditure that, at 
the time of the filing of the return of income forthe taxation year in which the 
expenditure was made, the taxpayer has received, is entitled to receive or can 
reasonably be expected to receive; 
Selected Cases [subsec. 127(11.1)]: Com Dev Ltd. v. R., [1999] 2 C.T.C. 2566 
(TCC) (Cost-plus contracts more likely to indicate purchase of scientific research). 
Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


(11.2) Time of expenditure and acquisition — In applying 
subsections (5), (7) and (8), paragraphs (a), (a.1) and (a.5) of the 
definition “investment tax credit” in subsection (9) and ‘section 
Wage 


(a) certified property, qualified property and first term shared- 
use-equipment are deemed not to have been acquired, and 


(b) expenditures incurred to acquire property described in sub- 
paragraph »37(1)(b)(i). or included in an eligible child. care 
[space] expenditure are deemed not to have been incurred 


by a taxpayer before the property is considered to have become 
available for use by the taxpayer, determined without reference to 
paragraphs 13(27)(c) and 13(28)(d), and subparagraph (27.12)(b)(i). 


Related Provisions: 13(26) — No CCA until property available for use; 37(1.2) — 
No R&D deduction for capital expenditure until property available for use; 248(19) — 
When property available for use. 


History: Subsec. 127(11.2) amended by 2007, c. 35, subsec. 43(15), applicable after 
March 18, 2007. It formerly read: 


(11.2) In applying subsections (5), (7) and (8), paragraphs (a) and (a.1) of the 
definition “investment tax credit” in subsection (9) and section 127.1, 


(a) certified property, qualified property and first term shared-use-equipment 
are deemed not to have been acquired, and 


(b) expenditures incurred to acquire property described in subparagraph 
37(1)(b)(G) are deemed not to have been incurred 


by a taxpayer before the property is considered to have become available for use 
by the taxpayer, determined without reference to paragraphs 13(27)(c) and 
(28)(d). 


Subsec. 127(11.2) amended by 1996, c. 21, subsec. 30(23), applicable to taxation years 
that begin after 1995. Subsec. (11.2). formerly read: 


(11.2) In applying subsections, (5), (7) and (8), paragraph (a) of the definition 
“investment tax credit” in subsection (9) and section 127.1, 


(a) property described in subparagraph (a)(i) of the definition “investment 
tax credit” in subsection (9) shall be deemed not to have been acquired, 


(b) property that is first term shared-use-equipment the expenditure for 
which is a qualified expenditure included in subparagraph (a)(ii) of the defi- 
nition “investment tax credit” in subsection (9) shall be deemed. not to have 
been acquired, and 


(c) expenditures incurred to acquire property described in subparagraph 
37(1)(b)(i) shall be deemed not to have been incurred, 
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by the taxpayer before the property is considered to have become available for 
use by the taxpayer, determined without reference to paragraphs 13(27)(c) and 
(28)(d). 


Subsec. 127(11.2) amended by 1995, c. 3, subsec. 37(7), applicable to property ac- 
quired and expenditures incurred after February 21, 1994. Subsec. (11.2) formerly read: 


(11.2) Idem — For the purposes of this section and section 127.1, property de- 
scribed in subparagraph (a)(i) of the definition “investment tax credit” in subsec- 
tion (9) shall be deemed not to have been acquired, and expenditures made to 
acquire property described in subparagraph 37(1)(b)(i) shall be deemed not to 
have been made, by a taxpayer before the property is considered to have become 
available for use by the taxpayer, determined without reference to paragraphs 
13(27)(c) and (28)(d). 


Subsec. 127(11.2) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 104(7), applicable 
to property acquired and expenditures made after 1989. 


Selected Cases [subsec. 127(11.2)]: Kowdrysh v. R., [2001] 2 C.T.C. 156 (FCA) 
(Beneficial ownership not necessary for purposes of tax credit); Saskatchewan Wheat 
Pool v. R., [1999] 2 C.T.C. 369 (FCA); leave to appeal to SCC refused (Apr. 13, 2000), 
File 27346 (ITC should not be higher for taxpayer who capitalizes interest). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


Advance Tax Rulings: ATR-44: Utilization of deductions and credits within a 
related corporate group. 


Application Policies: SR&ED 2005-01: Shared-use equipment. 


(11.3) Decertification of approved project property — For 
the purposes of the definition “approved project property” in sub- 
section (9), a property that has been certified by the Minister of Re- 
gional Industrial Expansion, the Minister of Industry, Science and 
Technology or the member of the Queen’s Privy Council for Can- 
ada appointed to be the Minister for the purposes of the Atlantic 
Canada Opportunities Agency Act may have its certification re- 
voked by the latter Minister where 


(a) an incorrect statement was made in the furnishing of infor- 
mation for the purpose of obtaining the certificate, or 


(b) the taxpayer does not conform to the plan described in that 
definition, 


and a certificate that has been so revoked shall be void from the 
time of its issue. 


Related Provisions: 241(4) — Communication of information — exception. 


(11.4) Special rule for eligible salary and wages — appren- 
tices — For the purpose of the definition “eligible salary and 
wages’ in subsection (9), the eligible salary and wages payable by a 
taxpayer in a taxation year to an eligible apprentice in respect of the 
eligible apprentice’s employment in the taxation year is, if the eligi- 
ble apprentice is employed by any other taxpayer who is related to 
the taxpayer (including a partnership that has a member that is re- 
lated to the taxpayer) in the calendar year that includes the end of 
the taxpayer’s taxation year, deemed to be nil unless the taxpayer is 
designated in prescribed form by all of those related taxpayers to be 
the only employer of the eligible apprentice for the purpose of the 
taxpayer applying that definition to the salary and wages payable by 
the taxpayer to the eligible apprentice in that taxation year, in which 
case : 


(a) the eligible salary and wages payable by the taxpayer in the 
taxation year to the eligible apprentice in respect of the eligible 
apprentice’s employment in the taxation year shall be the 
amount determined without reference to this subsection; and 


(b) the eligible salary and wages payable to the eligible appren- 
tice by each of the other related taxpayers in their respective tax- 
ation years that end in the calendar year is deemed to be nil. 


History: Subsec. 127(11.4) added by 2007, c. 2, subsec. 34(11), applicable to taxation 
years that end after May 1, 2006. 


Former subsec. 127(11.4) repealed by 1998, c. 19, subsec. 33(S), applicable to 1997 et 
seq. It formerly read: 


(11.4) Paragraph (m) of the definition “investment tax credit” in subsection (9) 
does not apply to an expenditure incurred in a taxation year by a taxpayer if the 
expenditure is reclassified by the Minister on an assessment of the taxpayer’s tax 
payable under this Part for the year, or on a determination that no tax under this 
Part is payable for the year by the taxpayer, as an expenditure in respect of scien- 
tific research and experimental development. 


Income Tax Act, Part I, Division E 


Former subsec. 127(11.4) amended by 1998, c. 19, subsec. 33(4), applicable to 1996 er 
seq. Subsec. 127(11.4) formerly. read: 


(11.4) Paragraph (e) of the definition “qualified expenditure” in subsection (9) 
does not apply to an expenditure incurred in.a taxation year by a taxpayer where 
the expenditure is reclassified by the Minister on an assessment of the taxpayer's 
tax payable under this Part for the year, or on a determination that no tax under 
this Part is payable for the year by the taxpayer, as an expenditure in respect of 
scientific research and experimental development. 


Former subsec. 127(11.4) amended by 1996, c. 21, subsec. 30(24), applicable to taxa- 
tion years that begin after 1995. Subsec, (11.4) formerly read: 
(11.4) Reclassified expenditures — Paragraph (c) of the definition “qualified 
expenditure” in subsection (9) does not apply to an expenditure incurred in a 
taxation year by a taxpayer where the expenditure is reclassified by the Minister 
on an assessment of the taxpayer’s tax payable under this Part for the year, or on 
a determination that no tax under this Part is payable for the year by the tax- 
payer, as an expenditure in respect of scientific research and experimental 
development. 


Former subsec. 127(11.4) added by 1994, c. 21, subsec. 61(4), applicable after Febru- 
ary 21, 1994 to expenditures incurred at any time. 


(11.5) Adjustments to qualified expenditures — For the pur- 
pose of the definition “qualified expenditure” in subsection (9), 


(a) the amount of an expenditure (other than a prescribed proxy 
amount or an amount described in paragraph (b)) incurred by a 
taxpayer in a taxation year is deemed to be the amount of the 
expenditure, determined without reference to subsections 
13(7.1). and (7.4) and after the application of subsection (11.6); 
and 


(b) the amount of an expenditure incurred by a taxpayer in the 
taxation year that ends coincidentally with the end of the first 
period (within the meaning assigned in the definition “first term 
shared-use-equipment” in subsection (9)) or the second period 
(within the meaning assigned in the definition “second term 
shared-use-equipment” in subsection (9)) in respect of first term 
shared-use-equipment or second term shared-use-equipment, re- 
spectively, of the taxpayer is deemed to be '/s of the capital cost 
of the equipment determined after the application of subsection 
(11.6) in accordance with the following rules: 


(i) the capital cost to the taxpayer shall be computed as if no 
amount were added thereto because of section 21, and 


(ii) the capital cost to the taxpayer is determined without ref- 
erence to subsections 13(7.1) and (7.4). 
Related Provisions: 12(1)(x)(vi) — Income inclusion from reimbursement or assis- 


tance; 127(11.6)—Non-arm’s length costs; 127(18)— Reduction of qualified 
expenditures. 


History: Subsec. 127(11.5) added by 1996, c. 21, subsec. 30(24), applicable to taxa- 
tion years that begin after 1995. 


Application Policies: SR&ED 2005-01: Shared-use equipment. 


(11.6) Non-arm’s length costs — For the purpose of subsection _ 


(11.5), where 


(a) a taxpayer would, if this Act were read without reference to 
subsection (26), incur at any time an expenditure as considera- 
tion for a person or partnership (referred to in this subsection as 
the ‘‘supplier’”) rendering a service (other than a service rendered 


by a person as an employee of the taxpayer) or providing a pro- . 


perty to the taxpayer, and 


(b) at that time the taxpayer does not deal at arm’s length with 
the supplier, 


the amount of the expenditure incurred by the taxpayer for the ser- 
vice or property and the capital cost to the taxpayer of the property 
are deemed to be 


(c) in the case of a service rendered to the taxpayer, the lesser of 


(i) the amount of the expenditure otherwise incurred by the 
taxpayer for the service, and 


(ii) the adjusted service cost to the supplier of rendering the 
service, and 


(d) in the case of a property sold to the taxpayer, the lesser of 


(i) the capital cost to the taxpayer of the property otherwise 
determined, and 
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(ii) the adjusted selling cost to the supplier of the property. 


- Related Provisions: 12(1)(x)(vi) — Income inclusion from reimbursement or assis- 
tance; 127(11.7)— Meaning of adjusted selling cost, and adjusted service cost; 
127(11.8) — Interpretation; 127(24) — Exclusion: from qualified expenditure. 


History: Subsec. 127(11.6) added by 1996, c. 21, subsec. 30(24), applicable: to ex- 
penditures incurred in taxation years that begin after 1995. 


Application Policies; SR&ED 2005-01; Shared-use equipment. 


(11.7) Definitions — The definitions in this subsection apply in 
this subsection and ‘subsection (11.6). 


“adjusted selling cost’ to a,person or partnership (referred to in 
this definition as the “supplier”) of a property is the amount deter- 
mined by the formula 


A-B 
where 
A is ’ 
(a) where the property is purchased from another person or 


partnership with which the supplier does not: deal at arm’s 
length, the lesser of 


(i) the cost to the supplier of the property, and 


(11) the adjusted selling cost to the other person or partner- 
ship of the property, and 


(b) in any other case, the cost to the supplier of the property, 
and for the purpose of paragraph (b), | 


(c) where part of the cost to a supplier of a particular pro- 
perty is attributable to another property acquired by the sup- 
plier from a person or partnership: with which the supplier 
does not deal at arm’s length, that part of the cost is deemed 
to be the lesser of 


(i) the amount of that part of the cost otherwise deter- 
mined, and 


(ii) the adjusted selling cost to the person or the partner- 
ship of the other property, 


(d) where part of the cost to a supplier of a property is attrib- 
utable to a service (other than.a service rendered by a person 
as an.employee of the supplier) rendered to the supplier by a 
person or partnership with which the supplier does not deal at 
arm’s length, that part of the cost is deemed to be the lesser 
of 


(i) the amount of that part of the cost otherwise deter- 
mined; and 


(ii) the adjusted service cost to the person or partnership 
of rendering the service, and 


(e) no part of the cost to a supplier of a property that is attrib- 
utable to remuneration based on profits or a bonus paid or 
payable to an employee of the supplier shall be included, and 
B is the total of all amounts each of which is the amount of gov- 
ernment assistance or non-government assistance that can rea- 
sonably be considered to be in respect of the property and that 
the supplier has received, is entitled to receive or can reasonably 

be expected to receive. 


Related Provisions: 127(11.8) — Interpretation; 257 — Formula cannot calculate to 
less than zero. 


“adjusted service cost” to a person or partnership (referred to in 
this definition as the “supplier”) of rendering a particular service is 
the amount determined by the formula: 

A-B-C-D-E 
where 
A is the cost to the supplier of rendering the particular service, 


B_ is the total of all amounts each. of which is the amount, if any, by 
which 


(a) the cost to the supplier for a service (other than a service 
rendered by a person as an employee of the supplier) ren- 
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dered by’ a person or partnership that does not deal at arm’s 
length with the supplier'to the extent that the cost is incurred 
for the purpose of rendering the particular service 


exceeds 


(b) the adjusted service cost to the person or partnership re- 
ferred to in paragraph (a). of rendering the service referred to 
in that. paragraph to the supplier, 


Cis the total of all amounts each of which is ae amount, if any, by 
which 


(a) the cost to the supplier of a property acquired by the sup- 
plier from a person or partnership that does not deal at arm’s 
length with the Supebat 


exceeds - 


(b) the adjusted selling cost to the person or partnership re- 
ferred to in paragraph (a) of the property, 


to the extent that:the excess ‘relates to the costof praoehing the 
particular service, 


D is the total of all amounts each of which is remuneration based 
on profits or a bonus paid or payable, to an employee, of the sup- 
plier to the extent that it is included in the cost.to.the. supplier of 
rendering the particular service, and . 


E is the total ofall amounts each of which is government assis- 
tance or non-government assistance that can reasonably be con- 
sidered to be in'respect of rendering ‘the particular service and 
that the supplier has received, is entitled to receive or can rea- 
sonably be expected to receive; 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 127(11.7) added by 1996, c. 21, subsec. 30(24), applicable to ex- 
penditures incurred in taxation years that begin after 1995. 


(11.8) Interpretation for non-arm’s length costs — For the 
purposes of this subsection and subsections (11.6) and (11.7), 


(a) the cost to a person or partnership (referred. to in this para- 
graph asthe “supplier’’) of rendering a service or providing a 
property to another person or partnership (referred to. in this par- 
agraph as the “recipient’”) with which the, supplier does not deal 
at arm’s length does not include, 


(i) where the cost to the recipient of the service,rendered or 
property provided by the supplier would, but for this para- 
graph, be a cost to the recipient incurred in rendering a par- 
ticular service or providing a particular property to a person 
or partnership with which the recipient does, not deal at arm’s 
length, any expenditure of the supplier to the extent that it 
would, if it were incurred by the recipient in rendering the 
particular service or providing the particular property, be ex- 
cluded from a cost to the recipient because of this paragraph, 
‘and 


(ii) in any other case, any expenditure of the supplier to the 
extent that it would, if it were incurred by the recipient, not 
be a qualified expenditure of the recipient; 


(b) paragraph 69(1)(c) does not apply in determining he cost of 
a property; and 


(c) the leasing of a property is deemed to be the rendering of a 
service. 


History: Subsec. 127(11.8) added by 1996, c. 21, subsec. 30(24), applicable to ex- 
penditures ‘incurred in taxation years that begin’ after 1995. 


(12) Interpretation — For the purposes of subsection 13(7.1), 
where, pursuant to a designation or an allocation from a trust or 
partnership, an amount is required by subsection (7) or (8) to be 
added in computing the investment tax credit of a taxpayer at the 
end of the taxpayer’s taxation year, the portion thereof that can rea- 
sonably be considered to relate to depreciable property shall be 
deemed to have been received by the’ partnership or trust, as the 
case maybe, atthe end of its fiscal period in respect: of which the 
designation or allocation was made as: assistance from a govern- 
ment for the acquisition of depreciable property. 
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(12.1) ldem — For the purposes of section 37, where, pursuant to a 
designation or an allocation from a trust or partnership, an amount 
is required by subsection (7) or (8) to be added in computing the 
investment tax credit of a taxpayer at the end of the taxpayer’s taxa- 
tion year, the portion thereof that may reasonably be regarded as 
relating to expenditures of a current nature in respect of scientific 
research and experimental development that are qualified expendi- 
tures shall, at the end of the fiscal period of the trust or partnership, 
as the case may be, in respect of which the designation or allocation 
was made, reduce the total of such expenditures of a current nature 
as may be claimed by the trust or partnership in respect of scientific 
research and experimental development. 


(12.2) Idem — For the purposes of paragraphs 53(2)(c), (h) and 
(k), where in a taxation year a taxpayer has deducted under subsec- 
tion (5) an amount that may reasonably be regarded as attributable 
to amounts included in computing the investment tax credit of the 
taxpayer at the end of the year in respect of property acquired, or an 
expenditure made, in a subsequent taxation year, the taxpayer shall 
be deemed to have made the deduction under that subsection in that 
subsequent taxation year. 


(12.3) Idem — For the purposes of the determination of J in the 
definition “cumulative Canadian exploration expense” in subsection 
66.1(6), where, pursuant to a designation by a trust, an amount is 
required by subsection (7) to be added in computing the investment 
tax credit of a taxpayer at the end of the taxpayer’s taxation year, 
the portion thereof that can reasonably be considered to relate to a 
qualified Canadian exploration expenditure of the trust for a taxa- 
tion year shall be deemed to have been received by the trust at the 
end of its taxation year in respect of which the designation was 
made as assistance from a government in respect of that 
expenditure. 


Related Provisions: 248(16), (16.1) —GST or QST input tax credit/refund and 
rebate; 248(18), (18.1) —GST or QST — repayment of input tax credit or refund. 


(13) Agreement to transfer qualified expenditures — Where 
a taxpayer (referred to in this subsection and subsections (15) and 
(16) as the “transferor’”) and another taxpayer (referred to in this 
subsection and subsection (15) as the “transferee’’) file with the 
Minister an agreement or an amended agreement in respect of a par- 
ticular taxation year of the transferor, the least of 


(a) the amount specified in the agreement for the purpose of this 
subsection, 


(b) the amount that but for the agreement would be the trans- 
feror’s SR&ED qualified expenditure pool at the end of the par- 
ticular year, and 


(c) the total of all amounts each of which is an amount that, if 
the transferor were dealing at arm’s length with the transferee, 
would be a contract payment 


(i) for the performance of scientific research and experimen- 
tal development for, or on behalf of, the transferee, 


(ii) that is paid by the transferee to the transferor on or before 
the day that is 180 days after the end of the particular year, 
and 


(iii) that would be in respect of 
(A) a qualified expenditure that 


(I) would be incurred by the transferor in the particular 
year (if this Act were read without reference to sub- 
sections (26) and 78(4)) in respect of that portion of 
the scientific research and experimental development 
that was performed at a time when the transferor did 
not deal at arm’s length with the transferee, and 


(II) is paid by the transferor on or before the day that 
is 180 days after the end of the particular year, or 


(B) an amount added because of this subsection to. the 
transferor’s SR&ED qualified expenditure pool at the end 
of the particular year where the amount is attributable to 
an expenditure in respect of the scientific research and ex- 
perimental development 
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is deemed to be 


(d) an amount determined in respect of the transferor for the par- 
ticular year for the purpose of determining the value of C in the 
definition “SR&ED qualified expenditure pool” in subsection 
(9), and 


(e) an amount determined in respect of the transferee for the 
transferee’s first taxation year that ends at or after the end of the 
particular year for the purpose of determining the value of B in 
the definition “SR&ED qualified expenditure pool” in subsec- 
tion (9), 


and where the total of all amounts each of which is an amount spec- 
ified in an agreement filed with the Minister under this subsection 
in respect of a particular taxation year of a transferor exceeds the 
amount that would be the transferor’s SR&ED qualified expendi- 
ture pool at the end of the particular year if no agreement were filed 
with the Minister in respect of the particular year, the least of the 
amounts determined under paragraphs (a) to (c) in respect of each 
such agreement is deemed to be nil. 

Related Provisions: 37(1)(e)(iii) — Reduced SR&ED deduction; 127(8)(a) — Part- 
nership not a person for purposes of this subsection; 127(14) — Identification of 
amounts transferred as current or capital; 127(15) — Filing requirements; 127(16) — 
Anti-avoidance; 127(17) — Assessment of other years to take agreement into account; 
127(29) — Recapture of ITC of allocating taxpayer. 


History: Subsec. 127(13) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


Selected Cases [former subsec. 127(13)]: 410285 Ontario Ltd. v. MNR, [1985] 1 
C.T.C. 2377 (TCC) (Taxpayer corporation can rely on confirmed Department of Em- 
ployment and Immigration information when hiring employees to qualify for employ- 
ment tax credits). 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


Forms: T1146: Agreement to transfer between persons not dealing at arm’s length — 
qualified expenditures incurred re SR&ED contracts. 


(14) Identification of amounts transferred — Where 


(a) a transferor and a transferee have filed an agreement under 
subsection (13) in respect of a taxation year of the transferor, 


(b) the agreement includes a statement identifying the amount 
specified in the agreement for the purpose of subsection (13), or 
a part of that amount, as being related to 


(i) a particular qualified expenditure included in the value of 
A in the formula in the definition “SR&ED qualified expen- 
diture pool” in subsection (9) for the purpose of determining 
the transferor’s SR&ED qualified expenditure pool at the end 
of the year, or 


(ii) a particular amount included in the value of B in the 
formula in that definition for the purpose of determining the 
transferor’s SR&ED qualified expenditure pool at the end of 


the year that is deemed by paragraph (d) to be a qualified - 


expenditure, and 


(c) the total of all amounts so identified in agreements filed by 
the transferor under subsection (13) as being related to the par- 
ticular expenditure or the particular amount does not exceed the 
particular expenditure or the particular amount, as the case may 
De, 


for the purposes of this section (other than the description of A in 
the definition “SR&ED qualified expenditure pool” in subsection 
(9)) and section 127.1, 


(d) the amount so identified that is included in the value of B in 
the formula in that definition for the purpose of determining the 
transferee’s SR&ED qualified expenditure pool at the end of the 
taxation year of the transferee is deemed to be a qualified expen- 
diture either of a current nature or of a capital nature, incurred 
by the transferee in that year, where the particular expenditure or 
the particular amount was an expenditure of a current nature or 
of a capital nature, as the case may be, and 


(e) except for the purpose of paragraph (b), the amount of the 
transferor’s qualified expenditures of a current nature incurred in 
the taxation year of the transferor in respect of which the agree- 
ment is made is deemed not to exceed the amount by which the 
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amount of such expenditures otherwise determined exceeds the 
total of all amounts identified under paragraph (b) by the trans- 
feror in agreements filed under subsection (13) in respect of the 
year as being related to expenditures of a current nature. 


History: Subsec. 127(14) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


(15) Invalid agreements — An agreement or amended agree- 
ment referred to in subsection (13) between a transferor and a trans- 
feree is deemed not to have been filed with the Minister for the 
purpose of that subsection where 


(a) it is not in prescribed form; 
(b) it is not filed 


(i) on or before the transferor’s filing-due date for the partic- 
ular taxation year to which the agreement relates, 


(ii) in the period within which the transferor may serve a no- 
tice of objection to an assessment of tax payaele under this 
Part for the particular year, or 


(iii) in the period within which the transferee may serve a 
notice of objection to an assessment of tax payable under this 
Part for its first taxation year that ends at or after the end of 
the transferor’s particular year; 


(c) it is not accompanied by, 


(i) where the transferor is a corporation and its directors are 
legally entitled to administer its affairs, a certified copy of 
their resolution authorizing the agreement to be made, 


(ii) where the transferor is a corporation and its directors are 
not legally entitled to administer its affairs, a certified copy 
of the document by which the person legally entitled to ad- 
minister its affairs authorized the agreement to be made, 


(iii) where the transferee is a corporation and its directors are 
legally entitled to administer its’ affairs, a certified copy of 
their resolution authorizing the agreement to be made, and 


(iv) where the transferee is a corporation and its directors are 
not legally entitled to administer its affairs, a certified copy 
of the document by which the person legally entitled to ad- 
minister its affairs authorized the agreement to be made; or 


(d) an agreement amending the agreement has been filed in ac- 
cordance with subsection (13) and this subsection, except where 
subsection (16) applies to the original agreement... 


History: Subsec. 127(15) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


(16) Non-arm’s length parties — Where a taxpayer does not 
deal at arm’s length with another taxpayer as a result of a transac- 
tion, event or atrangement, or a series of transactions or events, the 
principal purpose of which can reasonably be considered to have 
been to enable the taxpayers to enter into an agreement referred to 
in subsection (13), for the purpose of paragraph (13)(e) the least of 
the amounts determined under paragraphs (13)(a) to (c) in respect 
of the agreement is deemed to be nil. 


Related Provisions: 248(10) — Series of transactions. 


History: Subsec. 127(16) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


(17) Assessment — Notwithstanding subsections 152(4) and (5), 
such assessment of the tax, interest and penalties payable by any 
taxpayer in respect of any taxation year that began before the day an 
agreement or amended agreement is filed under subsection: (13) or 
(20) shall be made as is necessary to take into account the agree- 
ment or the amended agreement. 


History: Subsec. 127(17) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


Former subsec. 127(17) repealed by 1994, c. 8, subsec. 15(13), applicable to taxation 
years that begin after 1993. Subsec. (17) formerly read: 


(17) Definition of “tax otherwise payable” — In this section, “tax otherwise 
payable” by a taxpayer under this Part for a taxation year means the amount that 
would, but for subsection (5) and sections 120.1 and 120.2, be the tax payable by 
the taxpayer under this Part for the year. 
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(18) Reduction of qualified expenditures — Where on or 
before the filing-due date for a taxation year of a person or partner- 
ship (referred to in this subsection as the “taxpayer’’) the taxpayer 
has received, is entitled to receive or can reasonably be expected to 
receive a particular amount that is government assistance, non-gov- 
ernment assistance or a contract payment that can reasonably be 
considered to be in respect of scientific research and experimental 
development, the amount by which the particular amount exceeds 
all amounts applied for preceding taxation years under this subsec- 
tion or subsection (19) or (20) in respect of the particular amount 
shall be applied to reduce the taxpayer’s qualified expenditures oth- 
erwise incurred in the year that can reasonably be considered to be 
in respect of the scientific research and experimental development. 
Related Provisions: 127(9)“investment tax credit’(e.1)(iv), 127(9)“investment tax 
credit’’(e.2)(ii) — Inclusion in ITC; 127(9)‘qualified expenditure’(h) — Exclusion 
from qualified expenditure; 127(10.7)(c), (d) — Further addition to ITC; 127(11.5) — 


Adjustments to qualified expenditures; 127(21) — Failure to allocate; 127(23) — Part- 
nership’s taxation year and filing-due date. 


History: Subsec. 127(18) added by 1996, c, 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


Application Policies: SR&ED 2005-01: Shared-use equipment; SR&ED 2005-02: 
General rules concerning the treatment of government and non government assistance. 


(19) Reduction of qualified expenditures — Where on or 
before the filing-due date for a taxation year of a person or partner- 
ship (referred to in this subsection as the “recipient’) the recipient 
has received, is entitled to receive or can reasonably be expected to 
receive a particular amount that is government assistance, non-gov- 
ernment assistance or a contract payment that can reasonably be 
considered to be in respect of scientific research and experimental 
development and the particular amount exceeds the total of 


(a) all amounts applied for preceding taxation years under ‘this 
subsection or subsection (18) or (20).in respect of the particular 
amount, 


(b) the total of all amounts each of which would be a, qualified 
expenditure that is incurred in the year by the recipient and that 
can reasonably be considered to be in respect of the. scientific 
research and experimental development if subsection (18) did 
not apply to the particular amount, and 


(c) the total of all amounts each of which would, but for the 
application of this subsection to the particular amount, be a qual- 
ified expenditure 


(i) that was incurred by a person or partnership in a taxation 
year of the person or partnership that ended in the recipient’s 
taxation year, and 


(ii) that can reasonably be considered to be in respect of the 
scientific research and experimental development to the ex- 
tent that it was performed by the person or partnership at a 
time when the person or partnership was not dealing at arm’s 
length with the recipient, 


the particular amount shall be applied to reduce each qualified ex- 
penditure otherwise determined that is referred to in paragraph (c). 
Related Provisions: 127(9)“investment tax credit’(e.1)(iv), 127(9)“investment tax 
credit’’(e.2)(ii) — Inclusion in ITC; 127(9)“qualified expenditure’(h) — Exclusion 
from qualified expenditure; 127(21) — Failure to allocate; 127(23) — Partnership’s 
taxation year and filing-due date. 


History: Subsec. 127(19) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


Selected Cases [Subsec. 127(19)]: PSC Elstow Research Farm Inc. v. R., [2009] 3 
C.T.C. 2157 (TCC). (Government assistance not taxable where previously used to re- 
duce qualified expenditures). 


(20) Agreement to allocate — Where 


(a) on or before the filing-due date for a taxation year of a per- 
son or partnership (referred to in this subsection and subsection 
(22) as the “taxpayer’”) the taxpayer has received, is entitled to 
receive or can reasonably be expected to receive a particular 
amount that is government assistance, non-government assis- 
tance or a contract payment that can reasonably be considered to 
be in respect of ‘scientific research and experimental 
development, 
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(b) subsection (19) does not apply to the particular amount in 
respect of the year, and 


(c) the taxpayer and a person or partnership (referred to in this 
subsection and subsection (22) as the “transferee’”) with which 
the taxpayer does not deal at arm’s length file an agreement or 
amended agreement with the Minister, 


the lesser of 
(d) the amount specified in the agreement, and 


(e) the total of all amounts each of which would, but for the 
agreement, be a qualified expenditure 


(i) that was incurred by the transferee in a particular taxation 
year of the transferee that ended in the taxpayer’s. taxation 
year, and 


(ii) that can reasonably be considered to be in respect of the 
scientific research and experimental development to the ex- 
tent that it was performed by the transferee at a time when 
the transferee was not dealing at arm’s length with the 
taxpayer 


shall be applied to reduce the qualified expenditures otherwise de- 
termined that are described in paragraph (e). 

Related Provisions: 127(9)‘investment tax credit’(e.1)(iv), (e.2)(ii) — Inclusion in 
ITC; 127(9)qualified expenditure’(h) — Exclusion from qualified expenditure; 
127(17) — Assessment of other years to take agreement into account; 127(21) — Fail- 
ure to allocate; 127(22) — Filing requirements; 127(23) — Partnership’s taxation year 
and filing-due date. ; 


History: Subsec. 127(20) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


Application Policies: SR&ED 2005-02: General rules concerning the treatment of 
government and non government assistance. 


Forms: T1145: Agreement to allocate assistance between persons not dealing at arm’s 
length for SR&ED. 


(21) Failure to allocate — Where on or before the filing-due date 
for a taxation year of a person or partnership (referred to in this 
subsection as the “recipient”) the recipient has received, is entitled 
to receive or can reasonably be expected to receive a particular 
amount that is government assistance, non-government assistance 
or a contract payment that can reasonably be considered to be in 
respect of scientific research and ‘experimental development and 
subsection (19) does not apply to the particular amount in respect of 
the year, the lesser of 


(a) the total of all amounts’ each of which is a qualified 
expenditure 


(i) that was incurred by a particular person or partnership in a 
taxation year of the particular person or partnership that en- 
ded in the recipient’s taxation year, and 


(ii) that can reasonably be considered to be in respect of the 
scientific research and experimental development to the ex- 
tent that it was performed by the particular person or partner- 
ship at a time when the particular person or partnership was 
not dealing at arm’s length with the recipient, and 


(b) the amount, if any, by which the particular amount exceeds 
the total of amounts applied for the year and preceding taxation 
years under subsection (18), (19) or (20) in respect of the partic- 
ular amount 


is deemed for the purposes of this section to be an amount of gov- 
ernment assistance received at the end of the particular year by the 
particular person or partnership in respect of the scientific research 
and experimental development. 


Related Provisions: 127(23) — Partnership’s taxation year and filing-due date. 
History: Subsec. 127(21) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


(22) Invalid agreements — An agreement or amended agree- 
ment referred to in subsection (20) between a taxpayer and a trans- 
feree is deemed not to have been filed with the Minister where 


(a) it is not in prescribed form; 
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(b) it is not filed 


(i) on or before the taxpayer’s filing-due date for the particu- | 


lar taxation year to which the agreement relates, 
(ii) in the period within which the taxpayer may serve a no- 


tice of objection to an assessment of tax payable under this » 


Part for the particular year, or 


(iii) in the period within which the transferee may serve a 
notice of objection to an assessment of tax payable under this 
Part for its first taxation year that ends at or after the end of 
the taxpayer’s particular year; 

(c) it is not accompanied by, 
(i) where the taxpayer is a corporation and its directors are 


legally entitled to administer its affairs, a certified copy of , 


their resolution authorizing the agreement to be made, 


(ii) where the taxpayer is a corporation and its directors are 
not legally entitled to administer its affairs, a certified copy 
of the document by which the person legally entitled to ad- 
minister its affairs authorized the agreement to be made, 


(iii) where the transferee is a corporation and its directors are 
legally entitled to administer its affairs, a certified copy of 
their resolution authorizing the agreement to be made, and 


(iv) where the transferee is a corporation and its directors are 
not legally entitled to administer its affairs, a certified copy 
of the document by which the person legally entitled to ad- 
minister its affairs authorized the agreement to be made; or 


(d) an agreement amending the agreement has been filed in ac- 
cordance with subsection (20) and this subsection. 
Related Provisions: 127(23) — Partnership’s taxation year and filing-due date. 


History: Subsec. 127(22) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


(23) Partnership’s taxation year — For the purposes of subsec- 
tions (18) to (22), the taxation year of a partnership is deemed to be 
its fiscal period and its filing-due date for a taxation year is deemed 
to be the day that would be its filing-due date for the year if it were 
a corporation. 


History: Subsec.. 127(23) added by 1996, c. 21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


(24) Exclusion from qualified expenditure — Where 


(a) a person or partnership (referred to in this subsection as the 
“first person”) does not deal at arm’s length with another person 
or partnership (referred to in this subsection as the “second 
person’’), 


(b) there is an arrangement under which an amount.is paid or 
payable by the first person to a person or partnership, with which 


the first person deals at arm’s length and an amount is received 


or receivable by the second person from a person or partnership 
with which the second person deals at arm’s length, and 


(c) one of the main purposes of the arrangement can reasonably 
be considered to be to cause the amount paid or payable by the 
first person to be a qualified expenditure, 


the amount paid or payable by the first person is deemed not to be A 


qualified expenditure. 
Related Provisions: 127(11.6) — Non-arm’s length costs. 


History: Subsec. 127(24) added by 1996, c. 21, subsec. 30(25), applicable, to taxation 
years that begin after 1995. 


(25) Deemed contract payment — Where 


(a) a person or partnership (referred to in this subsection as the 
“first person’) deals at arm’s length with another person or part- 
nership (referred to in this subsection as the “second person”), 


(b) there is an arrangement under which an amount is paid or 
payable by the first person to a person or partnership (other than 
the second person) and a particular amount is received or receiv- 
able in respect of scientific research and experimental develop- 
ment by the second person from a person or partnership that is 
not a taxable supplier in respect of the particular amount, and 
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(c) one of the main purposes of the arrangement can reasonably 
be considered to: be to cause the amount received or receivable 
by the second person not to be a contract payment, 


the amount received or receivable by the second person is deemed 
tobe a contract payment in respect of scientific research and experi- 
mental development. 


History: Subsec. 127(25) added by 1996, c.21, subsec. 30(25), applicable to taxation 
years that begin after 1995. 


Application Policies: SR&ED. 2002-03: Taxable supplier rules. 


(26) Unpaid amounts — For the purposes of subsections (5) to 
(25) and section 127.1, a taxpayer’s expenditure described in para- 
graph 37(1)(a) that ‘is unpaid on the day that is 180 days after the 
end of the taxation year in which the expenditure is otherwise in- 
curred is deemed 


(a) not to have been incurred in the year; and 


(b) to be incurred at the time it is paid. 


Related Provisions: 127(11.6) — Non-arm’s length costs; 127(27)—Recapture of 
ITC. 


History: Subsec. 127(26) added by 1996, c..21, subsec. 30(25), applicable to amounts 
that are incurred at any time, except that it does not apply to amounts that are paid on 
or before September 18, 1996. 


(27) Recapture of investment tax credit — Where 


(a) a taxpayer acquired a particular property from a person or 
partnership in a taxation year of the taxpayer or in any of the 10 
preceding taxation years, 


(b) the cost of the particular property was a qualified expendi- 
ture to the taxpayer, 


(c) the cost of the particular property is included in an amount, a 
percentage of which can reasonably be considered to be in- 
cluded in computing the taxpayer’s investment tax credit at the 
end of the taxation year, and 


as iat Amendment —12 


“was a piney a ees ° “woul ae 


moana ‘The iy 16, 2010 draft /aceelatioh (art 1b 
will amend paras. 127(27)(b) and (c) to. read as above, applicable to dispo: 
conversions that occur after December 20, 2002. : yy 


_amouiit praia is obtained by palbhiee me amount of the phe ex 
__ by the ITC rate that applied to. that expenGIES), and — — 


_* the amount that is obtained by abt the me rate re (hat applic c the wie 
_ fied expenditure) by 


— the proceeds of disposition of the venient property He ‘pro pony that : 
incorporates the Particular property) if the property is disposed of to a person 


‘ who deals at arm’s length with the taxpayer. ogy Co . 1a o 


the Act.) 


cS — in any oihee pee ie fan market value of the penicila sence: Da ‘the a ke 


other property) at the time of its conversion or disposition. eee ‘Paragraph i 

127(27)(£).) 
Concern has been ‘expressed about the adi nts. of Ur ecto 127027) of th > Act in 
the context of shared-use equipment, only 25% or 50% of the cost of which is a 
“qualified expenditure” under subsection 127(9) because of subsection’ coteie nes 
This concern is illustrated by the following example. 


_without reference to > subsection. es be a Ane oy expendi-_ 
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27 a yb) od an are anand to bearier to te tees or a apt of 
cular property” instead of to the ‘ . “cost of the particular property”. 


QD) and (c) are goctded to provide that the reference 
“expenditure included in a taxpayer’s investment tax credit be 
bsection. 127(26) relating to popes amounts. yy 


ication Policies: SR&ED 2005- Ol: Sede cca” 


(d) in the year and after February 23, 1998, the taxpayer con- 
verts to commercial use, or disposes of without having previ- 
ously converted to commercial use, the particular property or an- 
other property that incorporates the particular property, 


there shall be added to the taxpayer’s tax otherwise payable under 
this Part for the year the lesser:of the-amount that can reasonably ‘be 
considered to be included in computing the taxpayer’s investment 
tax credit in respect of the particular property and the amount that is 
the percentage (described in paragraph (c)) of 


(e) if the particular property or the other property is disposed of 
to a person who deals at arm’s length with the taxpayer, the pro- 
ceeds of disposition of that property, and 


(f) in any other case, the fair ‘market value of the particular pro- 


perty or the other property ‘at the time of the conversion or 
cispastir 


ae is ‘the Teens property dad is gee Bac term 
~ shared-use equipment 1 nor bASOONE term shared-use 
_ equipment, Of... . 
(ID is the other cae Gk. 
 (B) 25% of the proceeds of disposition of chet biipcey, 
if the property is the particular property, is first term 
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shared-use equipment and is not second term shared-use 
equipment, and 


(C) 50% of the proceeds of disposition of the property, 
if the property is the particular property and is staan: 
term shared-use equipment, and 


(ii) in the case where the particular property or the other 
property is converted to commercial use or is disposed of to 
a person who does not deal at arm’s length with the 
taxpayer, 

(A) the fair market value of the property, if the property 


(I) is the particular property and is neither first term 
shared-use equipment nor cop ind term ae 
equipment, or 


(II) is the other property, 


(B) 25% of the fair market value of the property at the 
time of its conversion or disposition, if the particular 
property is first term shared-use equipment a is 5 not 
second term shared-use equipment, and . 


(C) 50% of the fair market [value] of the a roperty at the 

time of its conversion or disposition, if the particular * 

property is second term shared-use equipment. 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 83(9), 
will amend the portion of subsec. 127(27) after para. (d) to read as above, deen 
to dispositions and conversions that occur after December 20, 2002. : 


Technical Notes (July 2010): Third, consequential changes are made to the 
wording between paragraphs 127(27)(d) and (e). In particular, the first of the two 
amounts in the “lesser of” formula is moved to new paragraph 127(27)(e). “The sec- 
ond of these two amounts is described in amended rae ah 127(27)(f), which com- 
bines former paragraphs 127(27)(e) and (f). ] 


Fourth, paragraph 127(27)(), which combines fone eee LIETIe) and (f), 
is changed to account for circumstances where the property that is disposed of or 
converted is first term shared-use-equipment or oS term shared-use-equipment. 


Related Provisions: 37(1)(c.2)— Deduction allowed in subsequent year; 
127(28) — Recapture of ITC of partnership; 127(29) — Recapture of ITC of allocating 
taxpayer, 127(32) — Meaning of “cost of the particular property”; 127(33) — No ap- 
plication to certain non-arm’s length transfers; 127(36) — Transitional application of 
20-year recapture carryforward; 149(10)(c) — Where corporation becomes or ceases to 
be exempt. 


History: Subsec. 127(27) added by 1999, c. 22, subsec. 48(2), applicable to disposi- 
tions and conversions of property that occur after February 23, 1998. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit; 
SR&ED 2002-02R2: Experimental production and commercial production with experi- 
mental development work — allowable SR&ED expenditures; SR&ED 2005-01: 
Shared-use equipment. 


(27.1) Recapture of investment tax credit—child care 
space amount — There shall be added to a taxpayer’s tax other- 
wise payable under this Part for a particular taxation year, the total 
of all amounts each of which is an amount determined under sub- 
section (27.12) in respect of a disposition by the taxpayer in the 
particular taxation year of a property a percentage of the cost of 
which can reasonably be considered to have been included in the 
child care space amount of the taxpayer for 4 taxation year, if the 
property was acquired in respect of a child care space that was cre- 
ated at a time that is less than 60 months before the disposition. 


Related Provisions: 20(1)(nn.1) — Deduction in subsequent year; 127(27.11) — 
Deemed disposition of child care space; 127(28.1) — Recapture for partnership. 


History: Subsec. 127(27.1) added by 2007, c. 35, subsec. 43(16), applicable after 
March 18, 2007. 


(27.11) Disposition — For the purpose of subsection (27.1), 


(a) if a particular child care space, in respect of which any 
amount is included in the child care space amount of a taxpayer 
or a partnership for a taxation year or a fiscal period, ceases at 
any particular time to be available, the child care space is, ex- 
cept where the child care space has been disposed of by the tax- 
payer or the partnership before the particular time, deemed to be 
a property 

(i) disposed of by the taxpayer or the partnership, as the case 

may be, at the particular time, 
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(ii) a percentage of the cost of which can reasonably be con- 
sidered to be included in the child care space amount of the 
taxpayer or the partnership, as the case maybe, for a taxation 
year or a fiscal period, and 


(iii) acquired in respect of a child care space that was created 
at the time the child care space was created, 


(b) child care spaces that cease to be available are deemed to so 
cease in reverse chronological order to their creation, ‘and 


(c) a property acquired by a taxpayer or a partnership in respect 
of a child care space is deemed to be disposed of by the taxpayer 
or the partnership, as the case may be, in a disposition described 
in clause (27.12)(b)(ii)(B) if the property is leased by the tax- 
payer or the partnership to a lessee for any purpose or is con- 
verted to a use by the taxpayer or the partnership other than to a 
use for the child care space. 


History: Subsec. 127(27.11) added by 2007, c. 35, subsec. 43(16), applicable after 
March 18, 2007. 


(27.12) Amount of recapture — For the purposes of subsection 
(27.1) and (27.11), the amount determined under this subsection in 
respect of a disposition of a property by a taxpayer or a partnership 
iS, 


(a) where the property disposed of is a child care space, the 
amount that can reasonably be considered to have been Ce 
under paragraph (a.5) of the definition “investment tax credit” 
subsection (9) in respect of the taxpayer or partnership in arid: 
of the child care space, and 


(b) in any other case, the lesser of, 


(i) the amount that can reasonably be considered to have 
been included under paragraph (a.5) of the definition “invest- 
ment tax credit” in subsection (9) in respect of the taxpayer 
or partnership in respect of the cost of the property, and 
(ii) 25% of 
(A) if the property, or a part of the property, is disposed 
of to a person who deals at arm’s length with the taxpayer 
or the partnership, the proceeds of disposition of the pro- 
perty, or of the part of the property, and 
(B) in any other case, the fair market value of the property 
or of the part of the property, at the time of the 
disposition. 
Related Provisions: 127(28.1) — Recapture for partnership. 


History: Subsec. 127(27.12) added by 2007, c. 35, subsec. 43(16), applicable after 
March 18, 2007. 


(28) Recapture of investment tax credit of partnership — 
For the purpose of computing the amount determined under subsec- 


tion (8) in respect of a partnership at the end of a particular fiscal _ 


period, where 


(a) a particular property, the cost of which is a qualified expen- 
diture, is acquired by the partnership from a person or partner- 
ship in the particular fiscal period or in any of the 10 preceding 
fiscal periods of the partnership, 


(b) the cost of the particular property is included in an amount, a - 


percentage of which can reasonably be considered to have been 
included in computing the amount determined under subsection 
(8) in respect of the partnership at the end of a fiscal period, and 


(c) in the particular fiscal period and after February 23, 1998, 
the partnership converts to commercial use, or disposes of with- 
out having previously converted to commercial use, the particu- 
lar property or another property that incorporates the particular 
property, 
there shall be deducted in computing the amount determined under 
subsection (8) in respect of the partnership at the end of the particu- 
lar fiscal period the lesser of 


(d) the amount that can reasonably be considered to have been 
included in respect of the particular property in computing the 
amount determined under subsection (8) in respect of the part- 
nership, and 
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(e) the percentage (described in paragraph (b)) of 
(i) where the particular property or the other property is dis- 
posed of to a person who deals at arm’s length with the part- 
nership, the proceeds of disposition of that property, and 


(ii). in any other case, the fair market value of the particular 
property or the other property at the time of the conversion or 
disposition. 
Related Provisions: 127(30) — Addition to, tax where ITC goes negative; 
127(32) — Meaning of “cost of the particular property”; 127(33) — No application to 
certain non-arm’s length transfers; 127(36) — Transitional application of 20-year re- 
capture carryforward. 


History: Subsec, 127(28) added by 1999, c. 22, subsec. 48(2), applicable to disposi- 
tions and conversions ‘of property that occur after February 23, 1998. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit; 
SR&ED 2002-02R2: Experimental production and commercial production with experi- 
mental development work — allowable SR&ED expenditures. 


(28.1) Recapture of partnership’s. investment tax 
credits — child care property — For the purpose of computing 
the amount determined under subsection (8) in respect of a partner- 
ship at the end of a particular fiscal period of the partnership, there 
shall be deducted the total of all amounts, each of which is an 
amount determined under subsection (27.12) in respect of a disposi- 
tion by the partnership in the particular fiscal period of a property a 
percentage of the cost.of which can reasonably be considered to 
have been included in the child care space amount of the partner- 
ship for a fiscal period, if the property was acquired in respect of a 
child care space that was created at a time that is less than 60 
months before the disposition. 

Related Provisions: 20(1)(nn.1) — Deduction in subsequent year; 127(30) — Addi- 
tion to tax. 


History: Subsec, 127(28.1), added by 2007, c. 35, subsec: 43(17), applicable: after 
March 18, 2007. 


(29) Recapture of investment tax credit of autre tax- 
payer — Where 


(a) a taxpayer acquired a particular property ‘oH a person or 
partnership in a taxation year or in any of the 10 preceding taxa- 
tion years, 

(b) the cost of the particular property was a qualified expendi- 
ture to the taxpayer, 


(c) all or part of the qualified expenditure can reasonably be 
considered to have been the subject of an agreement made under 
subsection (13) by the taxpayer and another taxpayer (in this 
subsection referred to as the “transferee’’), and 


(d) in the year and after February 23, 1998, the taxpayer con- 
verts to commercial use, or disposes of without having, previ- 
ously converted to commercial use, the particular property or an- 
other property that incorporates the particular property, 
there shall be added to the taxpayer’s tax otherwise payable under 
this Part for the year the lesser of 
(e) the amount that'can reasonably be considered to have been 
included in computing the transferee’s investment tax credit in 
respect of the qualified expenditure that was the subject of the 
agreement, and 


(f) the amount determined by the formula 


AXB-C 
where 
A is the percentage applied by the transferee in determining its 
investment tax credit in respect of the qualified expenditure 
that was the subject of the agreement, 
Be ts 
(i), where the particular property or the other property is 
disposed of to a person who deals at arm’s length with the 
taxpayer, the proceeds of disposition of that property, and 
(ii) in any other case, the fair market value of the particu- 
lar property or the other property at the time of the con- 
version or disposition, and 


S. 127(32) 


C is the amount, if any, added to the taxpayer’s tax payable 
under subsection (27) in respect of the particular property. 
Related. Provisions: 37(1)(c.2)— Deduction allowed in’ subsequent’ year; 
127(32) — Meaning of “cost of the particular property”; 127(33) — No application to 
certain non-arm’s length transfers; 127(36) — Transitional application of 20-year: re- 
capture carryforward; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 127(29) added by 1999, c. 22, subsec. 48(2), applicable to disposi- 
tions and conversions of property that occur after February 23, 1998. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit; 
SR&ED 2002-02R2: Experimental production and commercial production with experi- 
mental development work — allowable SR&ED expenditures. 


(30) Addition to tax — Where a taxpayer is a member of a part- 
nership at the end of a fiscal period of the partnership, there shall be 
added to the taxpayer’s tax otherwise payable under this Part for the 
taxpayer’s taxation year in which that fiscal period ends the amount 
that can reasonably be considered to be the taxpayer’s share of the 
amount, if any, by which 


(a) the total of 


(i) the total of all amounts each of which is the lesser of the 
amounts described in paragraphs (28)(d) and (e) in respect of 
the partnership in respect of the fiscal period, 


(ii) the total of all amounts each of which is the lesser of the 
amounts described in paragraphs (35)(c) and (d) in respect of 
the partnership in respect of the fiscal period, and 


(iii) the total of all amounts each of which is an amount re- 
quired by subsection (28.1) to be deducted in computing the 
amount determined in respect of the partnership in respect of 
the fiscal, period under subsection (8), 


exceeds 


(b) the amount that would be determined in respect of the part- 
nership under subsection (8) if that subsection were read without 
reference to subsections (28), (28.1), and (35). 
Related Provisions: 37(1)(c.3)— Deduction allowed in 


53(1)(e)(xiii) — Addition to adjusted cost base of partnership interest; 
Tiered partnership. 


History: Subsec. 127(30) amended by 2007, c. 35, subsec. 43(18), applicable after 
March 18, 2007. It formerly read: 


(30) Where a taxpayer is a member of a partnership and the total of 


subsequent year; 
127(31) — 


(a) the total of all amounts each of which is the lesser of the amounts de- 
scribed in paragraphs ee) and (e) in respect of a property of the partner- 
ship, and 
(b) the total of all amounts each of which is the lesser of the amounts de- 
scribed in paragraphs (35)(c) and (d) in respect of a property of the 
partnership, 
exceeds the amount that would be determined in respect of the partnership under 
subsection (8) if that subsection were read without reference. to. subsections (28) 
and (35), the portion of the excess that can reasonably be considered to be the 
taxpayer’s share of the excess shall be added to the taxpayer’s tax otherwise 
payable under this Part for the year. 


Subsec. 127(30) added by 1999, c:'22, subsec. 48(2), applicable to’ dispositions and 
conversions, of property that occur after February 23, 1998. 


Application Policies: SR&ED. 2000-04R2: Recapture. of investment tax credit. 


(31) Tiered partnership — Where a taxpayer is a member of a 
particular partnership that is a member of another partnership and 
an amount would be added to the particular partnership’s tax paya- 
ble under this Part for the year pursuant to subsection (30) if the 
particular partnership were a person and its fiscal period were its 
taxation year, that amount is deemed to be an amount that is the 
lesser-of the amounts’ described in paragraphs (28)(d) and (e), in 
respect of a property of the particular partnership, that 1s required 
by subsection (28) to be deducted in computing the amount under 
subsection (8) in respect of the particular partnership at the end of 
the fiscal period. 


Application Policies: SR&ED. 2000-04R2: Recapture of investment tax credit. 


(32) Meaning of cost — For the purposes of subsections (27), 
(28) and (29), “cost of the particular property” to a taxpayer shall 
not exceed the amount paid by the taxpayer to acquire the particular 
property from a transferor of the particular property and, for greater 
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certainty, does not include amounts paid by the taxpayer to main- 
tain, modify or transform the particular property. 
Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


(33) Certain non-arm’s length transfers — Subsections. (27) 
to (29), (34) and (35) do not apply to a taxpayer or partnership (in 
this subsection referred to as the “transferor’”) that disposes of a 
property to a person or partnership (in this subsection and subsec- 
tions (34) and (35) referred to as the “purchaser”’), that does not 
deal at arm’s length with the transferor, if the purchaser acquired 
the property in circumstances where the cost of the property to the 
purchaser would have been an expenditure of the purchaser de- 
scribed in subclause 37(8)(a)(ii)(A)(H) or (B)CID but for subpara- 
graph 2902(b)(iii) of the Income Tax Regulations. 


Related Provisions: 127(34), (35) —Recapture on disposition or conversion to 
commercial use. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


(34) Recapture of investment tax credit — Where, at any par- 
ticular time in a taxation year and after February 23, 1998, a pur- 
chaser (other than a partnership) converts to commercial use, or dis- 
poses of without having previously converted to commercial use, a 
property 
(a) that was acquired by the purchaser in circumstances de- 
scribed in subsection (33) or that is another property that incor- 
porates a property acquired in such circumstances; and 


(b) that was first acquired, or that incorporates a property that 
was first acquired, by a person or partnership (in this subsection 
referred to as the “original user”) with which the purchaser did 
not deal at arm’s length at the time at which the purchaser ac- 
quired the property, in the original user’s taxation year or fiscal 
period that includes the particular time (on the assumption that 
the original user had such a taxation year or fiscal period) or in 
any of the original user’s 10 preceding taxation years or fiscal 
periods, 

there shall be added to the purchaser’s tax otherwise payable under 

this Part for the year the lesser of 


(c) the amount 


(i) included, in respect of the property, in the investment tax 
credit of the original user, or 


(ii) where the original user is a partnership, that can reasona- 
bly be considered to have been included in respect of the pro- 
perty in computing the amount determined under subsection 
(8) in respect of the original user, and 


(d) the amount determined by applying the percentage that was 
applied by the original user in determining the amount referred 
to in paragraph (c) to 


(i) if the property or the other property is disposed of to a 
person who deals at arm’s length with the purchaser, the pro- 
ceeds of disposition of that property, and 


(ii) in any other case, the fair market value of the property or 
the other property at the time of* the conversion or 
disposition. 
Related Provisions: 37(1)(c.2)—Deduction allowed in subsequent year; 
127(33) — No application to certain non-arm’s length transfers; 127(36) — Transi- 


tional application of 20-year recapture carryforward; 149(10)(c) — Where corporation 
becomes or ceases to be exempt. 


Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit. 


(35) Recapture of investment tax credit — Where, at any par- 
ticular time in a fiscal period and after February 23, 1998, a pur- 
chaser is a partnership that converts to commercial use, or disposes 
of without having previously converted to commercial use, a 
property 
(a) that was acquired by the purchaser in circumstances de- 
scribed in subsection (33) or that is another property that incor- 
porates a property acquired in such circumstances, and 


(b) that was. first acquired, or that incorporates a property that 
was first acquired, by a person or partnership (in this subsection 
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referred to as the “original user’) with which the purchaser did 
not deal at arm’s length at the time at which the purchaser ac- 
quired the property, in the original user’s taxation year or fiscal 
period that includes the particular time (on the assumption that 
the original user had such a taxation year or fiscal period) or in 
any of the original user’s 10 preceding taxation years or fiscal 
periods, 

there shall be deducted in computing the amount determined under 

subsection (8) in respect of the purchaser at the end of the fiscal 

period the lesser of 


(c) the amount 


(i) included, in respect of the property, in the investment tax 
credit of the original user, or 


(ii) where the original user is a partnership, that can reasona- 
bly be considered to have been included in respect of the pro- 
perty in computing the amount determined under subsection 
(8) in respect of the original user, and 


(d) the amount determined by applying the percentage that was 
applied by the original user in determining the amount referred 
to in paragraph (c) to 
(i) if the property or the other property is disposed of to a 
person who deals at arm’s length with the purchaser, the pro- 
ceeds of disposition of that property, and 


(ii) in any other case, the fair market value of the property or 
the other property at the time of the conversion or 
disposition. 
Related Provisions: 127(30)— Addition to tax where ITC goes negative; 
127(33) —No application to certain non-arm’s length transfers; 127(36) — Transi- 
tional application of 20-year recapture carryforward. 
History [subsecs. 127(31)-(35)]: Subsecs. 127(31) to (35) added by 1999, c. 22, 


subsec. 48(2), applicable to dispositions and conversions of property that occur after 
February 23, 1998. 


(36) Transitional application of investment tax credit re- 
capture — For the purpose of applying each of subsection (27) or 
(29) in respect of a taxpayer, subsection (28) in respect of a partner- 
ship or subsection (34) or (35) in respect of a purchaser and an orig- 
inal user, as the case may be, (which taxpayer, partnership or origi- 
nal user is, in this subsection, referred to as the “taxpayer”), the 
reference to “10” in that subsection is to be read as a reference to 
the number that is the lesser of 
(a) 20, and 
(b) the number that is the total of 10 and the number of taxation 
years or fiscal periods, as the case may be, by which the number 
of taxation years or fiscal periods of the taxpayer that have en- 
ded after 1997 exceeds 11. 
History: Para. 127(36)(b) amended by 2009, c. 2, subsec. 40(10) to substitute “1997” 
for “2005”, applicable in respect of 2008 ef seq. 
Subsec. 127(36) added by 2006, c. 4, subsec. 75(5), applicable to 2006 ef seq. 
Selected Cases [s. 127]: Longley v. MNR, [2000] 2 C.T.C. 382 (BC CA); aff’ g 


[1999] 3.C.T.C. 108 (BC SC) (Minister held liable for damages and punitive damages 
where acting in bad faith against legal advice received). 


Definitions [s. 127]: “acquired” — 256(7)-(9); “active business” — 248(1); “ad- 


justed selling cost”, “adjusted service cost” — 127(11.7); “advantage” — 248(32); “al- ° 


lowable capital loss” — 38(b), 248(1); “amount”? — 127(11.6), 248(1); “annual invest- 
ment tax credit limit”, “apprenticeship expenditure”, “approved project”, “approved 
project property” — 127(9); “arm’s length” — 251(1); “assessment” — 248(1); “assis- 
tance” — 79(4), 125.4(5), 248(16), (16.1), (18), (18.1); “associated” — 127(10.22), 
(10.23), 256; “at-risk amount” — 96(2.2), 127(8.5); “available for use” — 13(27)-(32), 
248(19); “bank” — 248(1); “beneficially interested” — 248(25); “business” — 248(1); 
“calendar year” — Interpretation Act 37(1)(a); “Canada” — 37(1.3), 127(9)“qualified 
property’(d), 255, Interpretation Act 35(1),; “Canadian-controlled private corpora- 
tion” — 125(7), 136(1), 248(1); “Canadian field processing” — 248(1); “Canadian ex- 
ploration expense” — 66.1(6), 248(1); “Canadian partnership” — 102(1), 248(1); 
“Cape Breton” — 127(9); “capital cost” — 13(7.1)-(7.4), 127(11.1)(a), (b); “capital 
gain” — 39(1)(a), 248(1); “capital property” — 54, 248(1); “carrying on a business in 
Canada”, “carrying on. business in Canada” — 253; “certified property”, “child care 
space amount’ — 127(9); “contract payment” — 127(9), (25); “control” — 256(6)-(9); 
“controlled” — 256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1), 
“cost” — 127(11.8)(a); “cost of the particular property” — 127(32); “credit union” — 
137(6), 248(1); “depreciable property” — 13(21), 248(1); “disposition” — 127(27.11), 
248(1); “eligible amount” — 248(31), (41); “eligible apprentice”, “eligible child care 
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space expenditure” — 127(9); “eligible salary and wages” — 127(9), (11.4); “eligible 
taxpayer” — 127(9); “employed”, “employee”, “employer”, “employment”, “exempt 
income” — 248(1); “expenditure” — 127(11.6),.. (26); “expenditure... limit” — 
127(10.2), (10.21); “farm loss” — 111(8), 248(1); “filing-due date” — 127(23), 
248(1); “first period” — 127(9)“first-term shared-use-equipment”; “first-term shared- 
use-equipment” — 127(9);. “fiscal period” — 249(2)(b),.249.1; “flow-through mining 
expenditure” — 127(9), (11.1)(c.2); “Gaspé. Peninsula”, “government. assistance” — 
127(9); “incurred” — 127(26); “individual” — 248(1); “inter vivos trust” — 108(1), 
248(1); “investment tax credit” — 127(9), 248(1); “legislature” — Interpretation Act 
35(1); “‘limited’ partner” — 96(2.4), 127(8.5); “manufacturing or processing” — 
127(11)(a);’ “mineral. resource” — 248(1);.\ “minimum amount” — 127.51; ‘“‘Min- 
ister” — 248(1);. “monetary contribution’? — 127(4.1), Canada. Elections: Act s. 2(1); 
“month” — Interpretation Act 35(1); “nominee” — Senate Appointments Confirmation 
Act s. 2(1); “non-capital loss” — 111(8), 248(1); “non-government assistance”, “non- 
qualifying corporation” — 127(9); “non-resident” — 248(1); “oil or gas well’ — 
248(1); “permanent establishment” — Reg. 8201; “person” — 248(1); “pre-production 
mining expenditure” — 127(9); “prescribed” — 248(1); “prescribed proxy amount” — 
Reg. 2900(4)-(8); “property” — 248(1); “province” — Interpretation Act 35(1); “pur- 
chaser” — 127(33); “purposes” — 127(11)(b); “qualified Canadian exploration expen- 
diture’”” — 127(9), (11.1)(c.1); “qualified construction equipment” — 127(9); “qualified 
expenditure” — 127(9), (14), (24); “qualified property”, “qualified small-business pro- 
perty”, “qualified transportation equipment’ — 127(9); ‘record’? — 248(1);: “‘refund- 
able Part VII tax on hand” — 192(3),.248(1); “regulation” — 248(1); “related” — 
251(2)-(6); “resident in Canada” — 250; “SR&ED qualified expenditure pool” — 
127(9), (14); “salary or wages” — 248(1); “scientific research and experimental devel- 
opment” — 37(13), 248(1); “second-term, shared-use-equipment” — 127(9); “series of 
transactions” — 248(10); “service” — 127(11.8)(c);. “share”, “shareholder” — 248(1); 
“specified child care start-up expenditure’ — 127(9); “specified future tax conse- 
quence’’, “specified member” — 248(1); “specified percentage”, “specified property”, 
“specified sampling”, “super-allowance benefit amount” — 127(9); “tar sands” — 
248(1); “tax otherwise payable” — 117(1), 120(4); “tax payable” — 248(2); “taxable 
capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “taxable income 
eared in Canada’ — 115(1), 248(1); “taxable supplier” — 127(9); “taxation year” — 
127(23), 249; “taxpayer” — 248(1); “testamentary trust” — 108(1), 248(1); “‘trans- 
feree’” — 127(13), (20), (29); “transferor” — 127(13), (33); “trust” — 104(1), 248(1), 
(3); “undepreciated capital cost” — 13(21), 248(1);. “writing” — Interpretation Act 
35(1). 


127.1 (1) Refundable investment tax credit — Where a tax- 
payer (other than a person exempt from tax under section 149) files 


(a) with the taxpayer’s return of income (other than a return of 
income filed under subsection 70(2) or 104(23), paragraph 
128(2)(f) or subsection 150(4)) for a taxation year, or 
(b) with a prescribed form amending a return referred to in para- 
graph (a) 
a prescribed form containing prescribed information, the taxpayer is 
deemed to have paid on the taxpayer’s balance-due day for the year 
an amount on account of the taxpayer’s tax payable under this Part 
for the year equal to the lesser of 


(c) the taxpayer’s refundable investment tax credit for the year, — 


and 


(d) the amount designated by the taxpayer in) the: prescribed 
form. 


Related Provisions: 13(24) — Acquisition of control — limitation re calculation of 
refundable investment tax credit; 127(14) — Identification of amounts transferred as 
current or capital; 127.1(3)— Refundable ITC deemed claimed under 127(5); 
152(1) — Assessment; 157(3)(e) — Reduction in monthly corporate instalments to re- 
flect credit; 160.1 — Where excess refunded; 164(1)(a) — Refunds; 220(6) — Assign- 
ment of refund by corporation permitted; 256(2.1) — Anti-avoidance. 

History: Para. 127.1(1)(a) amended by 1998, c. 19, s. 147, applicable to taxation, years 
that begin after April 26, 1995. Para. 127.1(1)(a) formerly read: 

(a) with the taxpayer’s return of income (other than a return of income. filed 
under subsection 70(2) or 104(23), paragraph 128(2)(e) or subsection 150(4)) 
under this Part for a taxation year, or 

The portion of subsec. 127.1(1) between paras. (b) and (c) amended by 1997, c. 25, 
subsec. 36(1), applicable to taxation years that end after February 22, 1994. This por- 
tion formerly read: 

a prescribed form containing prescribed information, the taxpayer shall be 
deemed to have paid, on the day on which the return referred to in paragraph (a) 
or the form referred to in paragraph (b), as the case may be, is; filed, an amount, 
on account of the taxpayer’s tax under this Part for the year, equal to the lesser of 

Selected Cases [subsec. 127.1(1)]: Perfect Fry Co. v. R., [2007] 3 C.T.C. 2365 
(TCC) (Refund of ITCs arises under provision, not normal period of reassessment). 
Application Policies: SR&ED 96-03: Claimants’ entitlements and responsibilities, 
SR&ED 96-05: Penalties under subsec. 163(2). 


CRA Audit Manual: 11.3.4: Tax credits. 


S. 127.1(2) qua 


Forms: RC4290: Refunds for small business R&D [guide];'T4052: An introduction to 
the SR&ED program {guide}. 


(2) Definitions — In this section, 


“excluded corporation’”’ for a taxation year means.a corporation 
that is, at any time in the year, 


(a) controlled directly or indirectly, in any manner whatever, by 


(i) one or more persons exempt from tax under this Part by 
virtue of section 149, 


(11) Her Majesty in right of a province, a Canadian munici- 
pality or any other public authority, or’ 


(iii) any combination of persons each of whom is a person 
referred to in subparagraph (i) or (ii), or 


(b) related to any person referred to in paragraph (a); 
Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly. 


“qualifying corporation” for a particular taxation year that ends in 
a calendar year means a particular corporation that is a Canadian- 
controlled private corporation in the particular taxation year the tax- 
able income of which for its immediately “preceding taxation 
year — together with, if the particular corporation is associated in 
the particular taxation year with one or more other corporations (in 
this subsection referred to as “‘associated.corporations’’), the taxable 
income of each associated corporation for its last taxation year that 
ended in the preceding calendar year (determined before taking into 
consideration the specified future tax consequences for that last 
year) — does not exceed the qualifying income limit of the particu- 
lar corporation for the particular taxation year; 


Related Provisions: 87(2)(00), (00.1) — Effect of amalgamation; 88(1)(e.9) — 
Winding-up; 127.1(2.01) — Additional refundable amount for corporation that is not a 
qualifying corporation; 127.1(2.2), (2.3) — Venture capital investors — exclusion from 
associated-corporation rules; 127.1(4)-— Where CCPC has taxation year less than 51 
weeks; 136(1) — Cooperative can be. private corporation for 127.1; 137(7) — Credit 
union can be private corporation for 127.1. 


History: The definition “qualifying corporation’ in: subsec. 127.1(2) amended by 
2009, c. 2, subsec. 41(1), applicable to taxation years that-end after February 25, 2008. 
It formerly read: 


“qualifying corporation” for a particular taxation year that ends in a calendar 
year means 


(a), a corporation that is a Canadian-controlled private corporation through- 
out the particular year (other than a corporation associated with another cor- 
poration in the particular year) the taxable income of which for its immedi- 
ately preceding taxation year (determined before taking into consideration 
the specified future tax consequences for that preceding year) does not ex- 
ceed its business limit for that preceding: year, or 


(b) a corporation that is a Canadian-controlled private corporation through- 
out the particular year and associated with another corporation in the particu- 
lar year, where the total of all amounts each of which is the taxable income 
of the corporation or such an associated corporation for its last taxation year 
that ended in the preceding calendar year (determined before taking into 
consideration the specified future tax consequences for that last year) does 
not exceed the total of all amounts each of which is the business limit of the 
corporation or such an associated corporation. for, that last. year; 


The’ definition “qualifying corporation” in subsec. 127.1(2) amended by 1997, c. 25, 
subsec. 36(2), applicable to taxation years that begin after 1995. It formerly read: 


“qualifying corporation” for a particular taxation year means a corporation that 
is; throughout the particular year, a Canadian-controlled private corporation the 
taxable income of which for its preceding taxation year or, if it is associated with 
one or more other corporations in the particular year, the taxable income of the 
corporation for its last taxation year ending in the preceding calendar year plus 
the taxable incomes of all such other corporations for their last taxation years 
ending in the preceding calendar year, does not exceed the total of the business 
limits (as determined under section 125) of the corporation and the other corpo- 
rations for those preceding years, except that for a particular taxation year that 
begins before 1996 the total of the business limits shall be determined under 
section 125 as that section read in its application to taxation years ending before 
July 1994; 


The definition “qualifying corporation” in subsec. 127.1(2) amended by 1995, c. 3, s. 
38, applicable to taxation years that ‘end after June 1994. The definition formerly read: 


“qualifying corporation”: for a particular taxation year means) a ‘corporation that 
is, throughout the particular year, a, Canadian-controlled, private corporation 
whose taxable income for the immediately preceding taxation year together with 
the taxable incomes of all corporations with which it was associated in the par- 
ticular year for their taxation years ending in the calendar year immediately pre- 
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ceding the calendar year in which the particular year of the corporation ended 
does not exceed the total of the business limits (as determined under section 125) 
of the corporation and the associated corporations for those preceding years, 


“qualifying income limit” of a corporation for a particular taxation 
year is the amount determined by the formula 


$500,000 x [($40 million — A)/$40 million] 

where 

A is 
(a) nil, if $10 million is greater than or equal to the amount 
(in paragraph (b) referred to as the “taxable capital amount”) 
that is the total of the corporation’s taxable capital employed 
in Canada (within the meaning assigned by section 181.2 or 
181.3) for its immediately preceding taxation year and the 
taxable capital employed in Canada (within the meaning as- 
signed by section 181.2 or 181.3) of each associated corpora- 
tion for the associated corporation’s last taxation year that 
ended in the last calendar year that ended before the end of 
the particular taxation year, or 


(b) in any other case, the lesser of $40 million and the 
amount by which the taxable capital amount exceeds $10 
million; 
History: The definition “qualifying income limit” in subsec. 127.1(2) added by 2009, 
c. 2, subsec. 41(2), applicable to taxation years that end after February 25, 2008, except 
that 


(a) for taxation years that include February 26, 2008, the formula and the descrip- 
tion of A in the definition shall be read as follows: 


A + [($400,000 x [($40 million — B)/$40 million] — A) x (C/D)] 
where 
A is the business limit of the corporation for the particular taxation year 
determined in accordance with section 125 — together with, if the par- 
ticular corporation is associated in the particular taxation year with one 
or more other corporations the business limit of each of those associated 
corporations for its last taxation year that ends in the particular taxation 
year (determined in accordance with section 125), 
Baas 
(a) nil, if $10 million is greater than or equal to the amount (in para- 
graph (b) referred to as the “taxable capital amount”) that is the total 
of the corporation’s taxable capital employed in Canada (within the 
meaning assigned by section 181.2 or 181.3) for its immediately 
preceding taxation year and the taxable capital employed in Canada 
(within the meaning assigned by section 181.2 or 181.3) of each 
associated corporation for the associated corporation’s last taxation 
year that ended in the last calendar year that ended before the end of 
the particular taxation year, or 
(b) in any other case, the lesser of $40 million and the amount by 
which the taxable capital amount exceeds $10 million, 


C_ is the number of days in the particular taxation year that are after Febru- 
ary 25, 2008, and 


Dis the total number of days in the particular taxation year; 


(b) for taxation years that begin after February 26, 2008 and end before 2010, the 
reference to “$500,000” in the formula shall be read as a reference to “$400,000”; 
and ; 


(c) for 2010 taxation years that begin before 2010, the reference to “$500,000” in 
the formula shall be read as a reference to an amount that is the total of $400,000 
and that proportion of $100,000 that the number of days in the taxation year that 
are in 2010 is of the number of days in the taxation year. 


“refundable investment tax credit” of a taxpayer for a taxation 
year means, in the case of a taxpayer who is 

(a) a qualifying corporation for the year, 

(b) an individual other than a trust, or 


(c) a trust each beneficiary of which is a person referred to in 
paragraph (a) or (b), 


an amount equal to 40% of the amount, if any, by which 


(d) the total of all amounts included in computing the taxpayer’s 
investment tax credit at the end of the year 


(i) in respect of property (other than qualified small-business 
property) acquired, or a qualified expenditure (other than an 
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expenditure in respect of which an amount is included under 
paragraph (f) in computing the taxpayer’s refundable invest- 
ment tax credit for the year) incurred, by the taxpayer in the 
year, or 


(ii) because of paragraph (b) of the definition “investment tax 
credit” in subsection 127(9) in respect of a property (other 
than qualified small-business property) acquired or a quali- 
fied expenditure (other than an expenditure in respect of 
which an amount is included under paragraph (f) in comput- 
ing the taxpayer’s refundable investment tax credit for the 
year) incurred 


exceeds 
(e) the total of 


(i) the portion of the total of all amounts deducted under sub- 
section 127(5) for the year or a preceding taxation year (other 
than an amount deemed by subsection (3) to be so deducted 
for the year) that can reasonably be considered to be in re- 
spect of the total determined under paragraph (d), and 


(ii) the portion of the total of all amounts required by subsec- 
tion 127(6) or (7) to be deducted in computing the taxpayer’s 
investment tax credit at the end of the year that can reasona- 
bly be considered to be in respect of the total determined 
under paragraph (d), 


plus, where the taxpayer is a qualifying corporation (other than an 
excluded corporation) for the year, the amount, if any, by which 


(f) the total of 


(i) the portion of the amount required by subsection 
127(10.1) to be added in computing the taxpayer’s invest- 
ment tax credit at the end of the year that is in respect of 
qualified expenditures (other than expenditures of a capital 
nature) incurred by the taxpayer in the year, and 


(ii) all amounts determined under paragraph (a.1) of the defi- 
nition “investment tax credit” in subsection 127(9) in respect 
of expenditures for which an amount is included in subpara- 
graph (i) 
exceeds 
(g) the total of 


(i) the portion of the total of all amounts deducted by the 
taxpayer under subsection 127(5) for the year or a preceding 
taxation year (other than an amount deemed by subsection 
(3) to be so deducted for the year) that can reasonably be 
considered to be in respect of the total determined under par- 
agraph (f), and 


(ii) the portion of the total of all amounts required by subsec- 
tion 127(6) to be deducted in computing the taxpayer’s in- 
vestment tax credit at the end of the year that can reasonably 
be considered to be in respect of the total determined under 


paragraph (f). 


Related Provisions: 88(1)(e.8) — Winding-up; 
amounts transferred as current or capital; 127.1(2.01) — Addition to refundable invest- 
ment tax credit; 127(10.22), (10.23) — Venture capital investors — exclusion from as- 
sociated-corporation rules; 256(2.1) — Anti-avoidance; 256(5.1), (6.2) — Controlled 
directly or indirectly. 


History: Para. (f) of the definition “refundable investment tax credit” in subsec. 
127.1(2) amended by 1996, c. 21, subsec. 31(1), applicable to taxation years that begin 
after 1995. Para. (f) formerly read: 


(f) the total of 


(i) the portion of the amount required by subsection 127(10.1) to be added in 
computing the taxpayer’s investment tax credit at the end of the year that is 
in respect of qualified expenditures (other than expenditures of a capital na- 
ture) incurred in the year, and 


(ii) all amounts determined under paragraph (a) of the definition “investment 
tax credit” in subsection 127(9) in respect of expenditures for which 
amounts are included in subparagraph (i), 
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The definition “refundable investment tax credit’ in subsec. 127.1(2) amended by 
1994, c. 8, subsec. 16(1), applicable to taxation years ending after December 2, 1992. 
The definition formerly read: 


(ii): 40% of the amount, if any, by: which 


(A) the total of all amounts each of which is an amount included in 
; computing the taxpayer’s investment tax credit at the end of the 
“refundable investment tax credit” for a taxation year means, year 


(a) in the case of a taxpayer who is 
(i) a qualifying corporation for the year, 
(ii) an individual other than a trust, or 


(iii) a trust each beneficiary of which is a person referred to in subpara- 
graph (i) or (ii), 
an amount equal to 40% of the amount, if any, by which 


(iv) the total of all amounts each of which is an,amount included in 
computing: the taxpayer’s investment tax credit at the end of the year 


(A) in respect of property acquired, or an expenditure made (other 
than a qualified Canadian exploration expenditure or an expenditure 
in respect of which an amount is included under subparagraph (vi) 
or (b)(ii) in computing the taxpayer’s refundable investment tax 
credit for the year), by the taxpayer in the year and after April 19, 
1983, 


(B) pursuant to paragraph (b) of the definition “investment tax 
credit” in subsection 127(9) in respect of a property acquired, or an 
expenditure made (other than a qualified Canadian exploration ex- 
penditure or an expenditure in respect of which an amount is in- 
cluded under subparagraph (vi) or (b)(ii) in computing the tax- 
payer’s refundable investment tax credit for the year), after April 
19, 1983, or 


(C) in respect of the taxpayer’s qualified Canadian exploration. ex- 
penditure for the year, or pursuant to paragraph (b) of that definition 
in respect of a qualified Canadian exploration expenditure for the 
year, other than an amount included under subparagraph. (b)(iii) 


exceeds 
(v) the total of 


(A) such portion of the total of all amounts each of which is an 
amount deducted by the taxpayer under subsection 127(5) for the 
year or a preceding taxation year (other than an amount deemed by 
subsection (3) to be so deducted for the year) as may reasonably be 
considered to be in respect of the total determined under subpara- 
graph (iv), and 


(B) such portion of the total of all amounts each of which is an 
amount required by subsection 127(6) or (7) to be deducted in com- 
puting the taxpayer’s investment tax credit at the end of the year as 
may reasonably be considered to be in respect of the total deter- 
mined under subparagraph (iv), 


plus, in the case of a qualifying corporation for the year, other than an ex- 
cluded corporation for the year, the amount, if any, by which 


(vi) the total of 


(A) the total of all amounts each of which is an amount required by 
subsection 127(10.1) to be added in computing the taxpayer’s in- 
vestment tax credit at the end of the year in respect of an expendi- 
ture, other than an expenditure of a capital nature; made by it after 
May 23, 1985 and in the year, and 


(B) the total of all amounts each of which is an amount determined 
under paragraph (a) of the definition “investment tax credit” in sub- 
section 127(9) in respect of an expenditure for which an amount is 
included in clause (A) 


exceeds 
(vii) the total of 


(A) such portion of the total of all amounts. each of which is an 


amount deducted by the taxpayer under subsection 127(5) for the; 


year or a preceding taxation year (other than an amount deemed by 
subsection (3) to be so deducted for the year) as may reasonably be 
considered to be in respect of the total determined under subpara- 
graph (vi), and 


(B) such portion of the total of all amounts each of which is an 
amount required by subsection 127(6) to be deducted in computing 
the taxpayer’s investment tax credit at the end of the year as may 
reasonably be considered to be in respect of the total determined 
under subparagraph (vi), and 


(b) in the case of any other taxpayer, the total of 


(i) 20% of the amount, if any, calculated for the year in respect of the 
taxpayer, by which the total determined under subparagraph (a)(iv) in 
respect of property acquired or an expenditure made before 1988, ex- 
ceeds the total determined under subparagraph (a)(v) in respect of pro- 
perty acquired or an expenditure made before 1988, 


(I) in respect of an approved project property acquired by the 
taxpayer in the year and before 1988, or 


(II) pursuant to paragraph (b) of the definition “investment tax 
credit” in subsection 127(9).in respect of an approved project 
property acquired before 1988 


exceeds 
(B) the total of 


(I) such portion of the total of all amounts each of which is an 
amount deducted by the taxpayer under subsection 127(5) for 
the year or a preceding taxation year (other than an amount 
deemed by subsection (3) to be so deducted for the year) as may 
reasonably be considered to be in respect of the total deter- 
mined under clause (A), and 


(II) such portion of the total of all amounts each of which is an 
amount required by subsection 127(6) or (7) to be deducted in 
computing the taxpayer’s investment tax credit at the end of the 
year as may reasonably be considered to. be in respect of the 
total determined under clause (A), and 


(iii). where the taxation year commences before 1988, 40% of the 
amount, if any, by which 


(A) the total of all amounts each of which is an amount included in 
computing the taxpayer’s investment tax credit at the end of the 
year 


(J) in respect of the taxpayer’s qualified Canadian exploration 
expenditure for the year, or 


(1) pursuant to paragraph (b) of the definition “investment tax 
credit”. in subsection 127(9) in respect of a qualified.Canadian 
exploration expenditure for the year, 


exceeds 
(B) the total of 


(J) such portion of the total of all amounts each of which is an 
amount deducted by the taxpayer under subsection 127(5) for 
the year or a preceding taxation year (other than an amount 
deemed by subsection (3) to be so deducted for the year) as may 
reasonably be considered to be in respect of the total deter- 
mined under clause (A), and 


‘(ID) such portion of the total of all amounts each of which is an 
amount required’ by subsection 127(6) or (7) to be deducted in 
computing the taxpayer’s investment tax credit at the end of the 
year as may reasonably be considered to be in respect of the 
total determined under clause (A). 


(2.01) Addition to refundable investment tax credit — In the 
case of a taxpayer that is a Canadian-controlled private corporation 
other than a qualifying corporation or an excluded corporation, the 
refundable investment tax credit of the taxpayer for a taxation year 
is 40% of the amount, if any, by which 


(a) the total of 


(i), the. portion of the amount required by subsection 
127(10.1) to be added in computing the taxpayer’s invest- 
ment tax credit at the end of the year that is in respect of 
qualified expenditures (other than expenditures of a current 
nature) incurred by the taxpayer in the year, and 

(ii) all amounts determined under paragraph (a.1) of the defi- 
nition “investment tax credit” in subsection 127(9) in respect 
of expenditures for which an amount is included in subpara- 
graph (i) 


exceeds 
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(b) the total of 


(i) the portion. of the total of all amounts deducted by the 
taxpayer under subsection 127(5) for the year. or a preceding 
taxation year (other than an amount. deemed. by. subsection 
(3) to have been so.deducted for the year) that can reasonably 
be considered to be. in respect of the total determined under 
paragraph (a), and 

(ii) the portion of the total of all amounts required by subsec- 
tion 127(6) to be deducted in computing the taxpayer’s in- 
vestment tax credit at the end of the year that can reasonably 
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be considered to be in respect of the total determined under 
paragraph (a) 


plus the amount, if any, by which 
(c) the total of 


(i) the portion of the amount required by subsection 
127(10.1) to be added in computing the taxpayer’s invest- 
ment tax credit at the end of the year that is in respect of 
qualified expenditures (other than expenditures of a capital 
nature) incurred by the taxpayer in the year, and 


(ii) all amounts determined under paragraph (a.1) of the defi- 
nition “investment tax credit” in subsection 127(9) in respect 
of expenditures for which an amount is included in subpara- 


graph (i) 
exceeds 
(d) the total of 


(i) the portion of the total of all amounts deducted by the 
taxpayer under subsection 127(5) for the year or a preceding 
taxation year (other than an amount deemed by subsection 
(3) to have been so deducted for the year) that can reasonably 
be considered to be in respect of the total determined under 
paragraph (c), and 


(ii) the portion of the total of all amounts required by subsec- 
tion 127(6) to be deducted in computing the taxpayer’s in- 
vestment tax credit at the end of the year that can reasonably 
be considered to be in respect of the total determined under 
paragraph (c). 
Related Provisions: 136(1) — Cooperative can be private corporation for 127.1; 
137(7) — Credit union can be private corporation for 127.1. 


History: Paras. 127.1(2.01)(a), (c) amended by 1996, c. 21, subsecs. 31(2), (3), appli- 
cable to taxation years that begin after 1995. Paras. (a), (c) formerly read: 


(a) the total of 


(i) the portion of the amount required by subsection 127(10.1) to be added in 
computing the taxpayer’s investment tax credit at the end of the year that is 
in respect of qualified expenditures (other than expenditures of a current na- 
ture) incurred in the year, and 


(ii) all amounts determined under paragraph (a) of the definition “investment 
tax credit” in subsection 127(9) in respect of expenditures for which an 
amount is included in subparagraph (1) 


(c) the total of 


(i) the’ portion’ of the’ amount required by subsection 127(10.1) to be added in 
computing the taxpayer’s investment tax credit at the end of the year that is 
in respect of qualified expenditures (other than expenditures of a capital na- 
ture) incurred in the year, and 


(ii) all amounts determined under paragraph (a) of the definition “investment 
tax credit” in subsection 127(9) in respect of expenditures for which an 
amount is included in subparagraph (i) 


Subsec. 127.1(2.01) added by 1994, c. 8, subsec. 16(2), applicable to taxation years 
beginning after 1993. 


(2.1) Application of subsec. 127(9) —.The definitions in sub- 
section 127(9) apply to, this section. 


Origin of subsec. 127.1(2.1): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in 
the opening words of subsec. 127(9)). 


Selected Cases [subsec. 127.1(2.1)]: Allarcom Pay Television Ltd. v..R., [2000] 1 
C.T.C. 273 (FCA); aff’ g [1996] 3 C.T.C. 2608 (TCC) (Cable TV contracts were supply 
of services, not goods). 


(2.2) Refundable investment tax credit — associated 
CCPCs — If a particular Canadian-controlled private corporation 
is associated with another corporation in circumstances where those 
corporations would not be associated if the Act were read without 
reference to paragraph 256(1.2)(a), the particular corporation has is- 
sued shares to one or more persons who have been issued shares by 
the other corporation and there is at least one shareholder of the 
particular corporation who is not a shareholder of the other corpora- 
tion or one shareholder of the other corporation who is not a share- 
holder of the particular corporation, the particular corporation is not 
associated with the other corporation for the purpose of calculating 
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that portion of the particular corporation’s refundable investment 
tax credit that is in respect of qualified expenditures. 


Related Provisions: 127(10.22) — Parallel rule for determining expenditure limit. 


History: Subsec. 127.1(2.2) added by 2005, c. 19, s. 29, applicable to taxation years 
that end after March 22, 2004. 


(2.3) Application of subsec. (2.2) — Subsection (2.2) applies to 
the particular corporation and the other corporation referred to in 
that subsection only if the Minister is satisfied that 


(a) the particular corporation and the other corporation are not 
otherwise associated under this Act; and 


(b) the existence of one or more shareholders of the particular 
corporation who is not a shareholder of the other corporation, or 
the existence of one or more shareholders of the other corpora- 
tion who is not a shareholder of the particular corporation, is not 
for the purpose of satisfying the requirements of subsection (2.2) 
or. 127(10.22). 

Related Provisions: 127(10.23) — Parallel rule for determining expenditure limit. 


History: Subsec. 127.1(2.3), added by 2005, c. 19, s. 29, applicable to taxation years 
that end after March 22, 2004. 


(3) Deemed. deduction — For the purposes of this Act, the 
amount deemed under subsection (1) to have been paid by a tax- 
payer for a taxation year shall be deemed to have been deducted by 
the taxpayer under subsection 127(5) for the year. 


(4) Qualifying income limit determined in certain cases — 
For the purpose of the definition of “qualifying corporation” in sub- 
section (2), where a Canadian-controlled private corporation has a 
taxation year that is less than 51 weeks, the taxable income of the 
corporation for the year shall be determined by multiplying that 
amount by the ratio that 365 is of the number of days in that year. 


History: Subsec. 127.1(4) added by 2009, c. 2, s. 29, subsec. 41(3), applicable in re- 
spect of 2008 ef seg. 


Definitions [s. 127.1]: “amount” — 248(1); “associated” 256; “balance-due 
day”. — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255, In- 
terpretation Act 35(1); “Canadian-controlled private corporation” — 125(7), 248(1); 
“corporation” — 248(1), Interpretation Act 35(1); “employed” — 248(1); “excluded 
corporation” — 127.1(2); “Her Majesty” — Interpretation Act 35(1); “individual” — 
248(1); “investment tax credit” — 127(9), 248(1); “Minister”, “person”, “prescribed”, 
“property” — 248(1); “province” — Interpretation Act 35(1); “qualifying corporation”, 
“qualifying income limit”, “refundable investment tax credit” — 127.1(2); “related” — 
251(2)-(6); “share”, “shareholder”, “specified future tax consequence” — 248(1); “tax- 
able income” — 127.1(4), 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3). 

Interpretation Bulletins [s. 127.1]: IT-151RS5: Scientific research and experimental 
development expenditures. 


127.2 (1) [Pre-1987] Share-purchase tax credit — There may 
be deducted from the tax otherwise payable under this Part by a 
taxpayer for a taxation year an amount not exceeding the total of 


(a) the taxpayer’s share-purchase tax credit for the year, and 


(b) the taxpayer’s unused share-purchase tax credit for the taxa- 
tion year immediately following the year. 


(2) Persons exempt from tax — Where a taxpayer who was 
throughout a taxation year a person described in any of paragraphs 
149(1)(e) to (y) files with the taxpayer’s return of income under this 
Part for the year a prescribed form containing prescribed informa- 
tion, the taxpayer shall be deemed to have paid, on the day on 
which the return is filed, an amount, on account of the taxpayer’s 
tax under this Part for the year, equal to the taxpayer’s share- 
purchase tax credit for the year. 


(3) Trust — Where, in a particular taxation year of a taxpayer who 
is a beneficiary under a trust, an amount is included in computing 
the share-purchase tax credit of the trust for its taxation year ending 
in that particular taxation year, the trust may, in its return of income 
for its taxation year ending in that particular taxation year, desig- 
nate as attributable to the taxpayer such portion of that amount 


(a) as may, having regard to all the circumstances (including the 


terms and conditions of the trust arrangement), reasonably be 
considered to be attributable to the taxpayer, and 
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(b) as was not designated: by the trust. in respect of any other 
beneficiary of that trust, 


and, where the trust so designates such a portion, an amount equal 
to that portion shall be 


(c) added in computing the share-purchase tax credit of the tax- 
payer for the particular taxation year, and 


(d) deducted in computing the share-purchase tax credit’ of the | 


trust for its taxation year ending in the particular taxation year. 


Related Provisions: 53(2)(h)(iii) — Deduction from cost base of beneficiary’s capi- 
tal interest in a trust. 


(3.1) Exclusion of certain trusts — For the purposes of subsec- 
tion (3), a trust does not include a trust that is 


(a) governed by an employee benefit plan or a revoked deferred 
profit sharing plan; or 


(b) exempt from tax under section 149. 


(4) Partnership — Where, in a taxation year of a taxpayer who is 
a member of a partnership, an amount is included in computing the 
share-purchase tax credit of the partnership for its fiscal period end- 
ing in that year, such portion of that amount as may reasonably be 
considered to be the taxpayer’s share thereof shall be 


(a) added in computing the share-purchase tax credit of the tax- 
payer for that year; and 


(b) deducted in computing the share-purchase tax credit of the 
partnership for that fiscal period. 


Related Provisions: 53(2)(c)(vii)— Deductions: from: cost: base ‘of partnership 
interest. 


(5) Cooperative corporation — Where at any particular time in 
a taxation year a taxpayer that is a cooperative corporation (within 
the meaning assigned by subsection 136(2)) has, as required by sub- 
section 135(3), deducted or withheld an amount from-a payment 
made by it to any person pursuant to an allocation, in proportion to 
patronage, the taxpayer may deduct from the amount otherwise re- 
quired by subsection 135(3) to ‘be remitted to the Receiver General, 
an amount not exceeding the amount, if-any,:by which 


(a) the amount that would, but: for this subsection, be its share- 
purchase tax credit: for the taxation year in which it made. the 
payment if that year had’ ended re ee before the particular 
time 


exceeds 


(b) the total of all amounts each of which is the amount deducted 
by virtue of this subsection from any amount otherwise required 
to be remitted by subsection 135(3) in respect of payments made 
by it before the particular time and in the taxation year, — 


and the amount, if any, so deducted from the amount otherwise re- 
quired to be remitted by subsection 135(3), shall be 


(c) deducted in computing the share-purchase tax credit of the 
taxpayer for the taxation year, and 


(d) deemed to have been remitted by the taxpayer to the Re- 
ceiver General on account of tax under this Part’of the person to 
whom that payment was made. 


(6) Definitions — In this section, 


“share-purchase tax credit” of a taxpayer for a taxation year 
means the amount determined by the formula 


(A+B)-C 
where 


A_ is the total of all amounts each of which 1s an amount designated 
by a corporation under subsection, 192(4) in respect of a share 
acquired by the taxpayer in the year where the taxpayer is the 
first. person, other than a broker or dealer in securities, to be a 
registered. holder, ; 


B. is the total of-all amounts each of which is an amount required 


by subsection (3) or (4) to be added in computing the taxpayer’s 
share-purchase tax credit for the year, and 
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C the total of all amounts each of which is an amount required by 
subsection (3), (4) or (5) to be deducted in computing the tax- 
payer’s share-purchase tax credit for the year; 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


“unused share-purchase tax credit” of a taxpayer for a taxation 
year means the amount determined by the formula 


A=(B+C) 
where 
A is the taxpayer’s share-purchase tax credit for the. year, 


B. the taxpayer’s tax otherwise payable under this Part for the year, 
the amount deemed by subsection (2) to have’ been paid on ac- 
‘count of the taxpayer’s tax payable under this Part for the year 
or, where Division E.1 is applicable to the taxpayer for the year, 
the amount, if any, by which the taxpayer’s tax otherwise paya- 
ble under this Part for the year exceeds the taxpayer’s minimum 
amount for the year determined under section 127.51, as the case 
may. be,. and 


Cis the taxpayer’s refundable Part VII tax on hand at the end of 
the year. 


Related Provisions: 248(1)“unused share-purchase tax credit” — Definition applies 
to entire Act; 257 — Formula cannot calculate to less than. zero. 


(7) Definition of “tax otherwise payable” — In this section, 
“tax otherwise payable” ‘under this Part by’a taxpayer means the 
amount that would, but for this section and section 120.1, be the tax 
payable under this Part by. the taxpayer. 


(8) Deemed cost of acquisition — For the purposes of this Act, 
where, at any time in a taxation year, a taxpayer has acquired a 
share and is the first registered holder of the share, other than a 
broker or dealer in securities, and an amount is, at. any. time, desig- 
nated by a corporation under subsection 192(4) in respect of the 
share, the following rules apply: 


(a) the taxpayer shall be deemed to have acquired the share at a 
cost to the taxpayer equal to the amount by which 


(i) its cost to the taxpayer as otherwise determined 
exceeds 
(ii) the amount so designated in respect of the share; and 


(b) where the amount determined under subparagraph (a)(ii) ex- 
ceeds the amount determined under subparagraph (a)(i), the ex- 
cess shall 


(i) where the share is a capital property to the taxpayer, be 
deemed to be a capital gain of the taxpayer for the year from 
the disposition of that property, and 


(ii) in any other case, be included in computing the income of 
the taxpayer for the year, 


and the' cost to the taxpayer of the share shall be deemed to be 
nil. 
Related Provisions: 192(4.1) — Paid-up capital of designated share. 


(9) Partnership — For the purposes of this section and subsection 
193(5), a partnership shall be deemed to be a person and its taxation 
year shall be deemed to be its fiscal period. 


(10) Election re first holder — Where a share of a public corpo- 
ration has been lawfully. distributed to the public in accordance with 
a prospectus, registration statement or similar document filed with a 
public authority in Canada pursuant to and in accordance with the 
law of Canada or of any province, and, where required by law, ac- 
cepted for filing by such a public authority, the corporation, if it has 
designated an amount under subsection 192(4) in respect of the 
share, may, in the prescribed form required to be filed under that 
subsection, elect that, for the purposes of this section, the first per- 
son, other than a:broker or dealer in securities, to have acquired the 
share (and no other person) shall be considered to be the first person 
to be a registered holder of the share. 


S. 127.2(11) 


(11) Calculation of consideration — For greater certainty, 


(a) for the purposes of this section and Part VII, the amount of 
consideration for which a share is acquired and issued includes 
the amount of any consideration for the designation under sub- 
section 192(4) in respect of the share; and 


(b) the amount received by a corporation as consideration for a 
designation under subsection 192(4) in respect of a share issued 
by it shall not be included in computing its income. 
Selected Cases [s. 127.2]: 598606 Ontario Ltd. v. MNR, [1993] 1 C.T.C. 2001 
(TCC) (Failure to make designation by filing prescribed form disentitles taxpayer to 
claim share-purchase tax credit). 
Definitions [s. 127.2]: “amount” — 248(1); “Canada” — 255; “capital gain” — 
39(1)(a), 248(1); “capital property” — 54, 248(1); “corporation” — 248(1), Jnterpreta- 
tion Act 35(1); “deferred profit sharing plan”, “employee benefit plan’ — 248(1); “per- 
son” — 127.2(9), 248(1); “prescribed” — 248(1); “province” — Interpretation Act 
35(1); “public corporation” — 248(1); “refundable Part VII tax on hand” — 192(3), 
248(1); “share” — 248(1); “tax payable” — 248(2); “taxation year” — 249; “tax- 
payer’ — 248(1); “trust” — 104(1), 248(1), (3). 


127.3 (1) [Pre-1986] Scientific research and experimental 
development tax credit — There may be deducted from the tax 
otherwise payable under this Part by a taxpayer for a taxation year 
an amount not exceeding the total of the taxpayer’s 


(a) scientific research and experimental development tax oieddit 
for the year, and 


(b) unused scientific research and experimental development tax 
credit for the taxation year immediately following the year. 
Related Provisions: 117(1)— Tax payable under this Part; 194(4.2) — Where 


amount may not be designated; 195(5) — Evgios of tax; 195(6) — Undue deferral of 
refundable tax. 


Selected Cases [subsec: 127.3(1)]: Groupmark Canada Ltd. v. Canada, [1993] 1 
C.T.C. 234 (FCTD) (Amounts paid to related company before and after SRTC note 
issued were “consideration” for note); United Equities Ltd. v. MNR, [1992] 2 C.T.C. 
214 (FCTD) (Taxpayer eligible for scientific research tax credit despite late filing since 
requirements for remedying delay met). 


(2) Definitions — In this section, 


“scientific research and experimental development tax credit” 
of a taxpayer for a taxation year means the amount determined by 
the formula 


A-B 
where 
A is the total of all amounts each of which is an amount equal to 
(a) where the taxpayer is a corporation, 50%, or 
(b) where the taxpayer is an individual other than a trust, 34% 


of an amount designated by a corporation under subsection 194(4) 
in respect of 


(c) a share acquired by the taxpayer in the year where the tax- 
payer is the first person, other than a broker or dealer in securi- 
ties, to be a registered holder thereof, 


(d) a bond, debenture, bill, note, mortgage or similar obligation 
(in this section referred to as a “debt obligation”) acquired by 
the taxpayer in the year where the taxpayer is the first person, 
other than a broker or dealer in securities, to be a registered 
holder of that debt obligation, or 


Proposed Amendment — 127. 3(2)“scientific - 
research and experimental development | tax 

— credit”A(d) 

Application: The July 16, 2010 draft legislation (Part Le Sian se 215, will 
amend para. (d) of the description of A in the definition “scientific research and experi- 


mental development tax credit” in subsec. 127.3(2) by adding = > hypothiecary oa 


after “mortgage”, to come into force on Royal a 
Technical Notes (July 2010): See under 12(4). 


(e) a right acquired by the taxpayer in the year where the tax- 
payer is the first person, other than a broker or dealer in securi- 
ties, to have acquired that right, and 


Income Tax Act, Part I, Division E 


B_ is the total of all amounts required by subsection (5) to be de- 
ducted in computing the taxpayer’s scientific research and ex- 
perimental development tax credit for the year; 

Related Provisions: 248(1)‘scientific research and experimental development tax 


credit” — Definition applies to entire Act; 257 — Formula cannot calculate to less than 
zero. 


“unused scientific research and experimental development tax 
credit” of a taxpayer for a taxation year means the amount deter- 
mined by the formula 


A-(B+C) 
where 


A is the taxpayer’s scientific research and experimental develop- 
ment tax credit for the year, 


B is the taxpayer’s tax otherwise payable under this Part for the 
year or, where Division E.1 is applicable to the taxpayer for the 
year, the amount, if any, by which the taxpayer’s tax otherwise 
payable under this Part for the year exceeds the taxpayer’s mini- 
mum amount for the year determined under section 127.51, as 
the case may be, and 


C is the taxpayer’s refundable Part VIII tax on hand at the end of 
the year. 
Related Provisions: 248(1)“unused scientific research and experimental develop- 


ment tax credit” — Definition applies to entire Act; 257 — Formula cannot calculate to 
less than zero. 


Selected Cases [subsec. 127.3(2)]: Loewen v. MNR, [1994] 2 C.T.C. 75 (FCA) 
(Acquisition and disposition of SRTC debenture was not an adventure in nature of 
trade). 


(3) Trust — For the purposes of this section and section 53, where 
a taxpayer, other than a broker or dealer in securities, is a benefici- 
ary under a trust and an amount is designated by a corporation 
under subsection 194(4) in respect of a share, debt obligation or 
right acquired by the trust in a taxation year of the trust where the 
trust is the first person, other than a broker or dealer in securities, to 
be a registered holder of the share or debt obligation or to have ac- 
quired the right, as the case may be, 


(a) the trust may, in its return of income for that year, specify 
such portion of that amount as may, having regard to all the cir- 
cumstances (including the terms and conditions of the trust ar- 
rangement), reasonably be considered to be attributable to the 
taxpayer and as was not specified by the trust in respect of any 
other beneficiary under that trust; and 


(b) the portion specified pursuant to paragraph (a) shall be 
deemed to be an amount designated on the last day of that year 
by the corporation under subsection 194(4) in respect of a share, 
debt obligation or right, as the case may be, acquired by the tax- 

~ payer on that day where the taxpayer is the first person, other 
than a broker or dealer in securities, to be a registered holder of 
the share or debt obligation or to have acquired the right, as the 
case may be. 


Related Provisions: 53(2)(h)(iv) — Deductions from cost base of beneficiary’s cap- 
ital interest in a trust. 


(3.1) Exclusion of certain trusts — For the purposes of subsec- 
tion (3), a trust does not include a trust that is 


(a) governed by an employee benefit plan or a revoked deferred 
profit sharing plan; or 


(b) exempt from tax under section 149. 


(4) Partnership — For the purposes of this section and section 53, 
where a taxpayer, other than a broker or dealer in securities, is a 
member of a partnership and an amount is designated by a corpora- 
tion under subsection 194(4) in respect of a share, debt obligation or 
right acquired by the partnership in a taxation year of the partner- 
ship where the partnership is the first person, other than a broker or 
dealer in securities, to be a registered holder of the share or debt 
obligation or to have acquired the right, as the case may be, such 
portion of that amount as may reasonably be considered to be the 
taxpayer’s share thereof shall be deemed to be an amount desig- 
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nated on the last day of that year by the corporation under subsec- 
tion 194(4) in respect of a share, debt obligation or right, as the case 
may be, acquired by the taxpayer on that day where the taxpayer is 
the first person, other than a broker or dealer in securities, to be a 
registered holder of the share or debt obligation or to have acquired 
the right, as the case may be. 


Related Provisions: 53(2)(c)(viii) — Deductions from cost base of partnership in- 
terest re scientific research and experimental development tax credit. 


(5) Cooperative corporation — Where at any particular time in 
a taxation year a taxpayer that is a cooperative corporation (within 
the meaning assigned by subsection 136(2)) has, as required by sub- 
section 135(3), deducted or withheld an amount from a payment 
made by it to any person pursuant to an allocation in proportion to 
patronage, the taxpayer may deduct from the amount otherwise re- 
quired by subsection 135(3) to be remitted to the Receiver General, 
an amount not exceeding the amount, if any, by which 


(a) the amount that would, but for this subsection, be its scien- 
tific research and experimental development tax credit for the 
taxation year in which it made the payment if that year had en- 
ded immediately before the particular time 


exceeds 


(b) the total of all amounts each of which is the amount deducted 
by virtue of this subsection from any amount otherwise required 
to be remitted by subsection 135(3) in respect of payments made 
by it before the particular time and in the taxation year, 


and the amount, if any, so deducted from the amount otherwise re- 
quired to be remitted by subsection 135(3) shall be 


(c) deducted in computing the scientific research and experimen- 
tal development tax credit of the taxpayer for the taxation year, 
and 


(d). deemed to have been remitted by the taxpayer to the Re- 
ceiver General on account of tax under this Part of the person to 
whom that payment was made. 


(6) Deduction from cost — For the purposes of this Act, where 
at any time in a'taxation year a taxpayer has acquired a share, debt 
obligation or right and is the first registered holder of the share or 
debt obligation or the first person to have acquired the right, as the 
case may be, other than a broker or dealer in securities, and an 
amount is, at any time, designated by a corporation under subsec- 
tion 194(4), in respect of the share, debt obligation or right, the fol- 
lowing rules apply: 
(a) the taxpayer shall be deemed to have acquired the share, debt 
obligation or right at a cost to the taxpayer equal to the amount 
by which 
(i) its cost to the taxpayer as otherwise determined 
exceeds 
(ii) 50% of the amount so designated in respect thereof; and 


(b) where the amount determined under subparagraph (a)(ii) ex- 
ceeds the amount determined under subparagraph (a)(i), the ex- 
cess shall 


(i) where the share, debt obligation or right, as the case may 
be, is a capital property to the taxpayer, be deemed to be a 
capital gain of the taxpayer for the year from the disposition 
of that property, and 
(ii) in any other case, be included in computing the income of 
the taxpayer for the year, 
and the cost to the taxpayer of the share, debt obligation or right, 
as the case may be, shall be deemed to be nil. 


Related Provisions: 
share. 


194(4.1) —Computation of paid-up capital of designated 


(7) Partnership — For the purposes of this section and Part VIII, 
a partnership shall be deemed to be a person and its taxation year 
shall be deemed to be its fiscal period. 


(8) Definition of “tax otherwise payable” — In this section, 
“tax otherwise payable” under this Part by a taxpayer means the 


S.127.4(1) app 


amount that would, but for this section and section 120.1, be the tax 
payable under this Part by the taxpayer. 


(9) Election re first holder — Where a share or debt obligation 
of a public corporation has been lawfully distributed to the public in 
accordance with a prospectus, registration statement or similar doc- 
ument filed with a public authority in Canada pursuant to and in 
accordance with the law of Canada or of any province, and, where 
required by law, accepted for filing by that public authority, the cor- 
poration, if it has designated an amount under subsection 194(4) in 
respect of the share or debt obligation, may, in the prescribed form 
required to be filed under that subsection, elect that, for the pur- 
poses of this section, the first person, other than a broker or dealer 
in securities, to have acquired the share or debt obligation, as the 
case may be, (and no other person) shall be considered to be the 
first person to be a registered holder thereof. 


(10) Calculation of consideration — For greater certainty, 


(a) for the purposes of this section and Part VIII, the amount of 
consideration for which a share, debt obligation or right was ac- 
quired and issued or granted includes the amount of any consid- 
eration for the designation under subsection 194(4) in respect of 
the share, debt obligation or right; and 


(b) the amount received by a corporation as consideration for a 
designation under subsection 194(4) in respect of a share, debt 
obligation or right issued or granted by it shall not be included in 
computing its income. 
Selected Cases [s. 127.3]: Donat Flamand Inc. v. MNR, [2001] 3 C.T.C. 130 
(FCTD) (Opinion letter obtained on basis of fraud ineffective to establish qualified de- 
benture even where investors unaware of misrepresentation); Mort (C.L.) v. Canada, 
[1993] 1 C.T.C. 99 (FCTD) (Financing arrangements “substantially advanced” when 
moratorium on SRTC program announced). 
Definitions [s. 127.3]: “amount” — 248(1); “Canada” — 255; “capital. gain” — 
39(1)(a), 248(1); “capital property” — 54, 248(1); “corporation” — 248(1), Interpreta- 
tion Act 35(1); “deferred profit sharing plan”, “employee benefit plan” — 248(1); “hy- 
pothecary” — Quebec Civil Code art. 2660; “individual”, “Minister’”’ — 248(1); “per- 
son” — 127.3(7), 248(1); “prescribed” — 248(1); “province” — Interpretation Act 
35(1); “public corporation” — 89(1), 248(1); “refundable Part VIII tax on hand” — 
194(3), 248(1); “share” — 248(1); “taxation year’ — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3). 


127.4 (1) [Labour-sponsored funds tax credit] Defini- 
tions — In this section, 


‘approved share” means a share of the capital stock of a pre- 
scribed labour-sponsored venture capital corporation, but does not 
include 


(a) a share issued by a registered labour-sponsored venture capi- 
tal corporation the venture capital business of which was discon- 
tinued before the time of the issue, and 


(b) a share issued by a prescribed labour-sponsored venture cap- 
ital: corporation (other than a registered labour-sponsored “ven- 
ture capital corporation) if, at the time of the issue, every prov- 
ince under the laws of which the corporation is a prescribed 
labour-sponsored venture capital corporation has suspended or 
terminated its assistance in respect of the acquisition of shares of 
the capital stock of the corporation; 


a Bropesed Amendment — 127.4(1 pappreved 
-share”(b) ‘ 


(b) a share issued by a prescribed labour-sponsored venture 
capital corporation that is not a registered labour-sponsored 
“venture capital corporation if, at the time of the issue, no prov- 
_ ince under the laws (described in section 6701 of the Income 
Tax Regulations) of which the corporation is registered or es- 
tablished provides assistance in respect of the aA Eon of 
the share; 
Application: The jely 16, 2010 draft een (Part | —‘technical), s. 84, will 


amend para. (b) of the definition ‘ ‘approved share” in subsec. 127.4(1) to read as 
above, applicable to acquisitions of shares that occur after 2003. 


Technical Notes (July. 2010): Subsection 127.4(2) allows an individual (other 
than a trust) a tax credit for the acquisition of an “approved share”, which is defined 
in subsection 127.4(1) as, generally, a share issued by a prescribed LSVCC. LSVCCs 
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prescribed for this purpose under section 6701 of the Regulations include LSVCCs 
registered under Part X.3 of the Act, as well as specified provincially registered 
LSVCCs. Paragraph (b) of the definition “approved share” excludes from the defini- 
tion certain shares issued by a provincially-registered LSVCC that is nota federally- 
registered LSVCC. This exclusion applies only in the event that, at the time of the 
issue of the shares, no assistance is available in respect of the acquisition of such 
shares because of a suspension or termination of assistance to the LSVCC under the — 
laws of every province in which the LSVCC is registered. 


Paragraph (b) of the definition “approved share” is amended to provide that an ap- 
proved share does not include a share issued by a provincially-registered LSVCC 
(that is not a federally-registered LSVCC) if, at the time of the issue, no province 
under the laws of which the corporation is an LSVCC that is a prescribed LSVCC 
provides assistance in respect of the acquisition of the share. This amendment is pro- 
vided to have the definition “approved share” better reflect the policy that a federal 
income tax credit be available in respect of a share issued by a provincially-regis- 
tered LSVCC (that is not a federally-registered LS VCC) only if a provincial income 
tax credit is also available in respect of the share. 


Paragraph (b) of the definition will continue to apply if, at the time of the issue by 


such an LSVCC of a share, no assistance is available in respect of the acquisition of 


shares of the LSVCC because of a suspension or termination of assistance to the 
LSVCC under the laws of every province in which the LSVCC is registered. 


Amended paragraph (b) of the definition will also apply where there has not been a 
suspension or termination of assistance with respect to the issuance of the LSVCC’s 
shares generally, but assistance is not available with respect to the acquisition of a 
particular share. For example, if under the laws of a province under which an 
LSVCC is a prescribed LSVCC, a taxpayer who acquires a share is not entitled to 
any assistance in respect of the acquisition either because of having reached the age 
of 65 years or because of the province of residence of the taxpayer, the share will not 
be treated as an approved share. : 


Letter from Dept. of Finance, Sept. 29, 2004: 
Dear [xxx] 


Thank you for your letter of April 28, 2004, requesting that the Government of Can- 
ada delay the effective date of the amendment to the definition of “approved share” 
in subsection 127.4(1) of the Income Tax Act. The amendment and the effective date 
were originally announced in a package of income tax technical amendments re- 
leased in draft form by the Department of Finance in December of 2002. You have 
asked that the original effective date of the amendment be delayed until the 2004 and 
subsequent taxation years. 


As you point out in your letter, the Canada Revenue Agency issued a Technical In- 
terpretation on April 15, 2003 that indicated that the federal tax credit given for 
purchasing a share of a labour-sponsored venture capital corporation registered in 
Québec would be available to an investor notwithstanding that the investor was not 
eligible for a provincial credit, without any mention of the December 2002 proposed 
change. Technical interpretations are not legally binding on the Canada Revenue 
Agency and, indeed, contain wording that explains this fact. However, as it was rec- 
ognized that some confusion could have been created by the issuance of this docu-. 
ment after the release of the December 2002 technical amendment package, our Min- 
ister is prepared to recommend to Parliament a coming into force provision that 
would provide that the proposed amendment would apply to acquisitions of shares . 
after 2003. 


Thank you for writing on this matter, — 
Yours sincerely, 


Len Farber 
General Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 131(8)— Prescribed LSVCC is a mutual fund corporation; 
204.8(2) — Determining when an RLSVCC discontinues. its: business; 211.7(1)“ap- 
proved share” — Definition applies to Part XII.5. 


History: The definition “approved share” in subsec. 127.4(1) amended by 2000, c. 19, 
subsec. 36(1), applicable to 1999 et seg. It formerly read: ~ 


“approved share” means a share of the capital stock of a prescribed labour-spon- 
sored venture capital corporation; 


The definition “approved share” in subsec. 127.4(1) amended by 1997, c. 25, subsec. 
37(1), applicable to 1996 et seq. It formerly read: 


“approved share” means a share of the capital stock of a prescribed labour-spon- 
sored venture capital corporation acquired or irrevocably subscribed and paid for 
by an individual where the individual is or will be the first person, other than a 
broker or dealer in securities, to be a registered holder thereof; 
“Approved share” in subsec. 127.4(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 105(1), applicable after 1988. That definition formerly read: 
“approved share” means a share of the capital stock of a prescribed labour-spon- 
sored venture capital corporation acquired by an individual where the individual 
is the first person, other than a broker or dealer in securities, to be a registered 
holder of that share; 
Regulations: 100(5) (reduction in withholding where share purchased from payroll); 
6701 (prescribed labour-sponsored venture capital corporation). 


“‘Jabour-sponsored funds tax credit” — [Repealed] 


Income Tax Act, Part I, Division E 


History: The definition “labour-sponsored funds tax credit” in subsec. 127.4(1) re- 

pealed by 1997, c. 25, subsec. 37(2), applicable to 1996 et seq. It formerly, read: 
“Jabour-sponsored funds tax credit” of an individual for a taxation year means 
the amount computed under subsection (3) in respect of the individual for that 
year; 


“net cost’ to an individual of an approved share means the amount, 
if any, by which 


(a) the amount of consideration paid by the individual to acquire 
or subscribe for the share 


exceeds 


(b) the amount of any assistance (other than an amount included 
in computing a tax credit of the individual in respect of that 
share) provided or to be provided by a government, municipality 
or any public authority in respect of, or for the acquisition of, the 
share; 


Related Provisions: 211.7(1)“net cost” — Definition applies to Part XII.5. 


History: “Net cost” in subsec. 127.4(1) amended to substitute that portion preceding 
para. (b) by 1994, c. 7, Sch. If (1991, c. 49), subsec. 105(1), applicable after 1988. That 
portion formerly read: 


“net cost” to an individual of an approved share means the amount by which 


(a) the amount of the consideration for which the share was issued to the 
individual 


exceeds 


“original acquisition” of a share means the first acquisition of the 
share, except that 


(a) where the share is irrevocably subscribed and paid for before 
its first acquisition, subject to paragraphs (b) and (c), the original 
acquisition of the share is the first transaction whereby the share 
is irrevocably subscribed and paid for, 


(b) a share is deemed never to have been acquired and never to 
have been irrevocably subscribed and paid for unless the first 
registered holder of the share is, subject to paragraph (c), the 
first person to either acquire or irrevocably subscribe and pay for 
the share, and 


(c) for the purpose of this definition, a broker or dealer in securi- 
ties acting in that capacity is deemed never to acquire or sub- 
scribe and pay for the share and never to be the registered holder 
of the share; 


Proposed Amendment — Convertible Lsvcc shares 
Letter from Dept. of Finance, May 13, 2004: 
Dear [xxx] 


I am writing in response to your letter of Sepiphiher 24, 2003, concerning Date applica- 
tion of the Income Tax Act (the “Act”) to investors owning shares in a labour-spon- 
sored venture capital corporation (“LSVCC’) that are convertible into another series of 
class A share. Specifically, you are concerned that the labour-sponsored fund tax credit 
recovery mechanism contained in Part XII.S will apply to an inyestor in such an 
LSVCC upon the conversion of their shares, and submit that Sar Rates is ‘inconsistent 
with the policy of the LSVCC program. ; 


You have informed us that [xxx] is now the manager of [xxx], a federally registered 
LSVCC, It is your wish to haye [xxx] issue its class A shares in series, with sharehold- 
ers having the ability to convert from one series to another at their request. . The only 
difference between the series will be the investments selected for the non-eligible in- 
vestment portion, or reserve, of [xxx] portfolio. The venture capital portion of the 
shareholder’s equity will be the same for all series. On that basis, we understand that 
under your proposed structure no eligible investment will be at risk bis divestment as 
the result of a conversion from one series of class A share to another, 


Based on our understanding that the issue of convertible shares by tel pay not put 
at tisk the capital placed in eligible investments, restrict the LSVCC from investing 
more than the minimal requirement in eligible investments nor allow an investor to 
withdraw their investment from the LSVCC before the eight-year holding period ex- 
pires without a recovery of the tax credit given in respect of those shares, your proposal 
does not appear to contravene the policy underlying the LSVCC program: Accordingly, 
we intend to recommend to the Minister of Finance that changes to the Act be imple-’ 
mented to allow for such conversions without creating a recapture of the labour-spon- 
sored tax credit. It is contemplated that accommodation would be made only for ex- 
changes subject to section 51 of the Act, where the conversion is made from one series 
of class A share to another series of class A share, and where the series differ only in 
respect of the reserve portion of the shareholder’s equity, as described above: In con- 
junction with this accommodation, it is also envisioned that changes to section 127.4 of 
the Act will be made to ensure that a new labour:sponsored tax ctedit is not available’ 
upon the issuance of new class A shares by a LSVCC pursuant to a share conversion. 
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es icpéraliiecaor: Jeon Lebislative Divi ax | 
Related Provisions: 127.4(5.1) — Direction for original acquisition to be deemed to 
occur at beginning of year; 204.8(1)“original acquisition” — Definition appliés to Part 
X.3; 211.7(1)“original acquisition” — Definition applies to Part XIL5. 


History: The definition “original acquisition” added to subsec. 127.4(1) by 1997, c. 
25, subsec. 37(3), applicable after 1995. 


“qualifying trust” for an individual in respect of a share means 


(a) a trust governed by a registered retirement savings plan, 
under which the individual is the annuitant, that is not a spousal 
or common-law partner plan (in this definition having the mean- 
ing assigned’ by subsection 146(1)) in ‘relation to another 
individual, 

(b) a trust governed by a registered retirement savings plan, 
under which the individual or the individual’s spouse or com- 
mon-law partner is the annuitant, that is a spousal or common- 
law partner plan in relation to the individual or the individual’s 
Spouse or common-law partner, if the individual and no other 
person claims a deduction under subsection (2) in respect of the 
share, or 


(c) a trust governed by a TFSA of which the individual is the 
holder; 


Related Provisions: 127.4(6)(a) — Credit to individual for investment by qualifying 
trust; 211.7(1)*qualifying trust” — Definition applies to Part XII.5. 


History: The definition “qualifying trust” in subsec. 127.4(1) amended by 2009, c. 2, 
s. 42, applicable to 2001let seg., except that the definition as amended 


(a) shall, for taxation years before 2009; be read without reference to its para. (c); 
and 
(b) if a taxpayer and a person have jointly elected under 's. 144 of the Moderniza- 
tion of Benefits and Obligations Act in respect of the 1998, 1999 or 2000 taxation 
year, applies to the taxpayer and the art in respect of that taxation year and 
subsequent taxation years. 
The definition formerly read: 
“qualifying trust”, for, an individual in respect of a share means 
(a)-a trust governed by'a registered retirement savings plan, under which the 
individual is the annuitant, that is not'a spousal plan (in this definition hav- 
ing the meaning assigned by subsection 146(1)) in relation to another indivi- 
dual, or 
(b) a trust governed by a registered retirement savings plan, under which the 
individual or the individual’s spouse or common-law. partner is the annui- 
tant, that is a spousal plan in relation to the individual or the individual’s 
spouse or common-law partner, if the individual and no other person: claims 
a deduction under subsection 127.4(2) in respect of the share; 
Para. (b) of the definition “qualifying trust’ in subsec. 127.4(1) amended by;}2000; c: 
12,,Sch.;2,.s. 1, to. replace “spouse” with,““spouse or common-law. partner’, applicable 
to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner’. 
The definition “qualifying trust” in subsec. 127.4(1) amended by 1999, c. 22, subsec. 
49(1), applicable to 1998 et seq. It formerly read: 


“qualifying trust’ for_an individual:in respect of a share,means a trust governed «) 
by a-registered retirement, savings plan where 


(a) the individual makes contributions to the jtrust and those contributions 
(and no other funds) can reasonably be considered to have been used by the 
trust to acquire or subscribe for the share, and 


(b) the” annuitant under ue plan is the individual or a spouse of the 
individual; 


The definition “qualifying trust” added to subsec. 127.4(1) by 1994, c. 8, subsec. 17(1), 
applicable: to 1992 et seq: 


“tax otherwise payable” by an individual means the amount that, 
but for this section, would be the individual’s tax payable under this 
Part. 
History: The definition “tax otherwise payable” in subsec. 127,4(1) amended by 2000, 
c. 19, subsec. 36(1), applicable to 1998 et seg. 

“tax otherwise payable” by an individual means the amount that would, but for 


this section and section 120.1, be the tax payable under this Part by the 
individual. 


S. 127.4(3) 


(1.1) Amalgamations or mergers — Subsections 204.8(2) and 
204.85(3) apply for the purpose of this section. 


History: Subsec. 127.4(1.1) added by 2000, c. 19, subsec. 36(2), applicable after Feb- 
ruary 16, 1999. 


(2) Deduction of labour-sponsored funds tax credit — 
There may be deducted from the tax otherwise payable by an indi- 
vidual (other than a trust) for a taxation year such amount as the 
individual claims not exceeding the individual’s labour-sponsored 
funds tax credit limit for the year. 


Related Provisions: 127.4(5) — Determination of labour-sponsored funds tax credit 
limit; 211.8 — Repayment of credit on early disposition of share. 


History: Subsec. 127.4(2) amended by 1999, c. 22, subsec. 49(2), applicable to 1998 
et seq. It formerly read: 


(2) Subject to subsections (3) and (4), there may be deducted from the tax other- 
wise payable by an individual (other than a trust) for a taxation year such amount 
as the individual claims: not exceeding the individual’s labour-sponsored funds 
tax credit limit forthe year.’ 


Subsec..127.4(2) amended by, 1997, c. 25, subsec. 37(4), applicable-to 1996 et.seq. and, 
for the 1992 to 1995 taxation years, subsec. (2) shall,be read as follows: 


(2) There may be deducted from the tax otherwise payable by an. individual 
(other than a trust) for a taxation year the lesser of $1,000 and the individual’s 
labour-sponsored funds tax credit (determined as if an approved share in respect 
of which ‘an individual receives a payment under section 211.9 had never been 
either acquired nor irrevocably subscribed and paid for). 


Subsec. (2) formerly read: 


(2) There may be deducted from the tax otherwise payable by an individual 
(other than a trust) fora taxation year the lesser of $1,000 and the, individual’s 
labour-sponsored funds tax. credit for. the year. 


Subsec. 127.4(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 69, applicable to 
1992 et seg. Subsec. (2) formerly read: 


(2) There may be deducted from the tax otherwise payable by an individual 
(other than a trust) for a taxation year the lesser of $700 and the individual’s 
labour-sponsored funds tax credit for the year. 


Regulations: 100(5) (reduction in withholding where share purchased from payroll). 


(3) [Repealed] 


History: Subsec. 127.4(3) repealed by 1999, c. 22, subsec. 49(3), applicable to 1998 et 
seq. It formerly read: 


(3) 3-year cooling-off period — Subject to subsection (4), no amount may be 
deducted under subsection (2) from an individual’s tax otherwise payable for a 
taxation year that ends after 1996 where 


(a) an approved share of the capital stock of a corporation is redeemed, ac- 
quired or cancelled by the corporation 


(i) after March 5, 1996 (otherwise than pursuant to a request in writing 
made to the corporation before March 6, 1996), and 


(ii) in the year or in either of the 2 preceding taxation years; and 


(b) the original acquisition of the share was by the individual or by a qualify- 
ing trust for the individual in respect of the share. 


Subsec. 127.4(3), amended by 1997, c.,25, subsec. 37(4), applicable to 1996 et seq. 
Subsec. (3) formerly read: 


(3),Computation of tax credit — The labour-sponsored funds tax credit of an 
individual. for a taxation year is the total of all amounts, in respect of an ap- 
proved share acquired or irrevocably subscribed and paid for by the individual 
(or by a qualifying trust for the individual in respect of the share) in the year or 
within 60 days after the end of the year (to the extent that it was not deducted in 
computing the individual’s tax payable under this Part for the preceding taxation 
year), each of which is 


» (a) where a tax credit is provided under the law of a province in respect of 
the acquisition of, or subscription for, the share by the individual or the trust, 
and the share is nota share of a registered -labour-sponsored venture capital 
corporation (within the meaning parte by section 204.8), the amount, if 
any, by which 


(i) 40% of the net cost to the individual or the trust of the share 
exceeds 
(ii) the amount of the tax credit so provided; and 


(b) in any other case, where the information return described in paragraph 
204.81(6)(c) in respect of the share was filed with the individual’s return of 
income under this Part for the year (other than a return of income filed under 
subsection 70(2), paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)), 
20% of the net cost to the individual or the trust of the share. 
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Subsec. 127.4(3) amended by 1994, c. 8, subsec. 17(2), applicable to 1992 ef seq. Sub- 
sec. (3) formerly read: 


(3) The labour-sponsored funds tax credit of an individual for a taxation year is 
the total of all amounts, in respect of an approved share acquired or irrevocably 
subscribed and paid for by the individual in the year or within 60 days after the 
end of the year (to the extent that it was not deducted in computing the indivi- 
dual’s tax payable under this Part for the preceding taxation year), each of which 
is 


(a) where a tax credit is provided under the law of a province in respect of 
the acquisition of, or subscription for, the share by the individual, and the 
share is not a share of a registered labour-sponsored venture capital corpora- 
tion (within the meaning assigned by section 204.8), the amount, if any, by 
which 

(i) 40% of the net cost to the individual of the share 
exceeds 

(ii) the amount of the tax credit so provided, and 


(b) in any other case, where the information return described in paragraph 
204.81(6)(c) in respect of the share is filed with the individual’s return of 
income under this Part for the year (other than a return of income filed under 
subsection 70(2), paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)), 
20% of the net cost to the individual of the share. 


Subsec. 127.4(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 105(2), appli- 
cable after 1988. Subsec. (3) formerly read: 


(3) The labour-sponsored funds tax credit of an individual for a taxation year is 
the total of all amounts in respect of an approved share acquired by the indivi- 
dual in the year or within 60 days after the end of the year (to the extent it was 
not deducted in computing the individual’s tax payable under this Part for the 
immediately preceding taxation year), each of which is 


(a) where a tax credit is provided under the law of a province in respect of 
the acquisition of the share by the individual, the amount, if any, by which 


(i) 40% of the net cost to the individual of the share 
exceeds 
(ii) the amount of the tax credit so provided, and 


(b) in any other case, 20% of the net cost to the individual of the share. 


(4) [Repealed] 


History: Subsec. 127.4(4) repealed by 1999, c. 22, subsec. 49(3), applicable to 1998 et 
seq. It formerly read: 


(4) Exceptions to cooling-off period — Subsection (3) does not apply to an 
individual for a taxation year as a consequence of the redemption, acquisition or 
cancellation of a share where 


(a) the individual dies in the year and before the redemption, acquisition or 
cancellation; 


(b) the individual’s labour-sponsored funds tax credit in respect of the origi- 
nal acquisition of the share is nil; 


(c) tax becomes payable under Part XII.5 because of the redemption, acqui- 
sition or cancellation; 


(d) an amount determined under regulations made for the purpose of clause 
204.81(1)(c)(v)(F) is directed to be remitted to the Receiver General in order 
to permit the redemption, acquisition or cancellation; or 


(e) the individual becomes either disabled and permanently unfit for work or 
terminally ill in the year 


(i) after the last original acquisition in the year of any approved share by 
the individual or by a qualifying trust for the individual in respect of that 
share, and 


(ii) before the redemption, acquisition or cancellation. 


Subsec. 127.4(4) amended by 1997, c. 25, subsec. 37(4), applicable to 1996 et seq. 
Subsec. (4) formerly read: 


(4) ldem — Notwithstanding subsection (3), where paragraph (3)(a) applies in 
computing an individual’s labour-sponsored funds tax credit for a taxation year 
in respect of an approved share and the amount of the tax credit referred to in 
that paragraph is less than 20% of the consideration for which the share was 
issued, the amount determined under that paragraph for the year in respect of the 
share shall be deemed to be nil. 


Subsec. 127.4(4) amended by 1994, c. 8, subsec. 17(2), applicable to 1992 et seq. Sub- 
sec. (4) formerly read: 


(4) Notwithstanding subsection (3), where paragraph (3)(a) is applicable in com- 
puting an individual’s labour-sponsored fund tax credit for a taxation year in 
respect of an approved share acquired by the individual and the amount of the 
tax credit referred to in that paragraph is less than 20% of the consideration for 
which the share was issued, the amount determined under that paragraph for the 
year in respect of the share shall be deemed to be nil. 


Income Tax Act, Part I, Division E 


(5) Labour-sponsored funds tax credit limit — For the pur- 
pose of subsection (2), an individual’s labour-sponsored funds tax 
credit limit for a taxation year is the lesser of 


(a) $750, and 
(b) the amount, if any, by which 


(i) the total of all amounts each of which is the individual’s 
labour-sponsored funds tax credit in respect of an original ac- 
quisition in the year or in the first 60 days of the following 
taxation year of an approved share 


exceeds 


(ii) the portion of the total described in subparagraph (i) that 
was deducted under subsection (2) in computing the indivi- 
dual’s tax payable under this Part for the preceding taxation 
year. 

Related Provisions: 127.4(5.1) — Extension of investment deadline by CRA so that 


acquisition deemed made at beginning of year; 127.4(6) — Determination of labour- 
sponsored funds tax credit. 


History: Para. 127.4(5)(a) amended by 1999, c. 22, subsec. 49(4), applicable to 1998 
et seq. It formerly read: 

(a) $525, and 
Subsec. 127.4(5) added by 1997, c. 25, subsec. 37(4), applicable to 1996 et seqg., except 
that in its application to the 1996 taxation year, subsec. (5) shall be read as follows: 


(5) For the purpose of subsection (2), an individual’s labour-sponsored funds tax 
credit limit for a taxation year is the lesser of 


(a) the total of 
(i) the lesser of $1,000 and the amount, if any, by which 


(A) the total of all amounts each of which is the individual’s labour- 
sponsored funds tax credit in respect of an original acquisition after 
1995 and before March 6, 1996 of an approved share 


exceeds 


(B) such portion of the amount deducted under subsection (2) in 
computing the individual’s tax payable under this Part for the 1995 
taxation year as is attributable to the original acquisition after 1995 
of an approved share, and 


(ii) the amount, if any, by which $525 exceeds the amount determined 
under subparagraph (i) in respect of the individual for the year, and 


(b) the amount, if any, by which 


(i) the total of all amounts each of which is the individual’s labour-spon- 
sored funds tax credit in respect of an original acquisition in the year or 
in the first 60 days of the following taxation year of an approved share 


exceeds 


(ii) the portion of the total described in subparagraph (i) that was de- 
ducted under subsection (2) in computing the individual’s tax payable 
under this Part for the preceding taxation year. 


(5.1) Deemed original acquisition — If the Minister so directs, 
an original acquisition of an approved share that occurs in an indivi- 
dual’s taxation year (other than in the first 60 days of the year) is 
deemed for the purpose of this section to have occurred at the be- 
ginning of the year and not at the time it actually occurred. 


History: Subsec. 127.4(5.1) added by 1999, c. 22, subsec. 49(5), applicable to acquisi- 
tions that are made after 1997. 


(6) Labour-sponsored funds tax credit — For the purpose of 
subsection (5), an individual’s labour-sponsored funds tax credit in 
respect of an original acquisition of an approved share is equal to 
the least of 


(a) 15% of the net cost to the individual (or to a qualifying trust 
for the individual in respect of the share) for the original acquisi- 
tion of the share by the individual or by the trust, 


(b) nil, where the share was issued by a registered labour-spon- 
sored venture capital corporation unless the information return 
described in paragraph 204.81(6)(c) is filed with the individual’ s 
return of income for the taxation year for which a claim is made 
under subsection (2) in respect of the original acquisition of the 
share (other than a return of income filed under subsection 
70(2), paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)), 


(c) nil, where the individual dies after December 5, 1996 and 
before the original acquisition of the share, and 
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(d) nil, where:a payment in respect of the disposition of the 
share has — see under section D119: 


A sisbaik the No 
add para, 127 4O, 


Related Provisions; 21 tit bout noaceed funds tax credit’? — Determination 


of credit for purposes of Part XII.5 where share redeemed early. 


History: The opening, words of .subsec.. 127.4(6), amended. by 1999, c; 22, subsec. 
49(6), applicable to 1998 et seg. The opening words formerly read: 


(6) For the purposes of subsections (4) and (5), an individual’s labour-sponsored 
funds tax credit in respect of an original acquisition of an approved share is equal 
to the least of 


Subsec. 127.4(6) added by 1997, c, 25, subsec. 37(4), applicable to 1996 et seq., except 
that the reference to “15%” in para. (6)(a) shall be read as “20%” for original acquisi- 
tions that occurred before March 6, 1996. 


Definitions [s. 127.4]: “amount” — 248(1); “annuitant” — 146(1); “approved 
share” — 127,4(1); “business”, “common-law partner” — 248(1); “corporation” — 
248(1), Interpretation Act 35(1); “discontinued” — 204.8(2); “individual” — 248(1); 
“lJabour-sponsored funds tax credit” — 127.4(1), (6); “labour-sponsored funds tax 
credit limit” — 127.4(5); “Minister” — 248(1); “net cost” — 127.4(1); “original acqui- 

aire} ”, “prescribed”? — 248(1); “prescribed labour-sponsored, venture capital 


sition’, peren > 
corporation” — Reg. 6701; “province” — Interpretation . Act, 35(1); “qualifying 


trust” — 127.4(1); “registered labour-sponsored venture capital corporation” — 
248(1); “registered retirement savings plan” — 146(1), 248(1); “regulation”, 
“share” —248(1); “spousal or common-law partner plan” — 146(1); “TFSA” — 
146.2(5), 248(1); “tax otherwise payable” — 127.4(1); “tax payable” — 248(2); “taxa- 


tion year” — 249; “trust” — 104(1), 248(1), (3). 
Forms [s..127.4]: T5006: Statement of registered LSVCC class A shares. 


127.41. (1) Part XIil.4 tax credit. [qualifying environmental 
trust beneficiary] — In this section, the Part XII.4 tax credit of a 
taxpayer for a particular taxation year means the total of 


(a) all amounts each of which is an amount determined by the 
formula 


B 
AxX= 
Cc 


where 


A is the tax payable under Part XII.4 by a qualifying environ- 
mental trust for a taxation year (in this paragraph referred to 
as the “trust’s year”) that ends in the particular year, 


B is the amount, if any, by which the total of all amounts in 
respect of the trust that were included (otherwise than be- 
cause of being a member of a partnership) because of the ap- 
plication of subsection 107.3(1) in computing the taxpayer’s 
income for the particular year exceeds the total of all 
amounts in respect of the trust that were deducted (otherwise 
than because of being a member of a partnership) because of 
the application of subsection 107.3(1) in computing that in- 
come, and 


C is the trust’s income for the trust’s year, computed without 
reference to subsections 104(4) to (31) and sections 105 to 
107, and 


(b) in respect of each partnership of which the taxpayer was a 
member, the total of all amounts each of which is the amount 
that can reasonably be considered to be the taxpayer’s share of 
the relevant credit in respect of the partnership and, for this pur- 
pose, the relevant credit in respect of a partnership is the amount 


S. 127.5(a)(i) 


that would, if a partnership were a person and its fiscal period 

were its taxation year, be the Part XII.4 tax credit of the partner- 

ship for its taxation year that ends in the particular year. 
Related Provisions: 87(2)(j.93) — Amalgamations — continuing _ corporation; 


126(7)“tax for the year otherwise payable under this Part’ — Credit under 127.41 ig- 
nored for foreign tax credit purposes. 


History: The description of A in para. 127.41(1)(a) amended by 1998, c. 19, s. 34, 
applicable to taxation years that end after February 18, 1997. The description of A 
formerly read: 


A is the tax payable under Part XII.4 by a mining reclamation trust for a taxa- 
tion year (in this paragraph referred to as the “trust’s year’) that ends in the 
particular year, 


The description of B in para. 127.41(1)(a) amended by the said c. 19, s. 148, applicable 
to taxation years that end after February 22, 1994. The description formerly read: 


Bis the amount, if any, by which the total of all amounts in respect of the trust 
that were included (otherwise than because of being a member of a partner- 
ship) because of the application of subsection 107.3(1) in computing the tax- 
payer’s income for the particular year exceeds the total of all amounts in 
respect of the trust that were deducted because of the application of subsec- 
tion 107.3(1) in computing such income, and 


Subsec. 127.41(1) added by 1995, c. 3, s. 39, applicable to taxation years that end after 
February 22, 1994. 


(2) Reduction of Part | tax— There may be deducted from a 
taxpayer’s tax otherwise payable under this Part for a taxation year 
such amount as the taxpayer claims not exceeding the taxpayer’s 
Part XII.4 tax credit for the year. 


History: Subsec. 127.41(2) added by 1995, c. 3, s. 39, applicable to taxation years that 
end after February 22, 1994. 


(3) Deemed payment of Part | tax — There is deemed to have 
been paid on account of the tax payable under this Part by a tax- 
payer (other than a taxpayer exempt from such tax) for a taxation 
year on the taxpayer’s balance-due day for the year, such amount as 
the taxpayer claims not exceeding the amount, if any, by which 


(a) the taxpayer’s Part XII.4 tax credit for the year 
exceeds 


(b) the amount deducted under subsection (2) in computing the 
taxpayer’s tax payable under this Part for the year. 
Related Provisions: 152(1)(b) — Assessment of amount deemed paid; 157(3)(e) — 


Reduction in monthly corporate instalments to reflect credit; 163(2)(e) — Penalty for 
false statement’ or omission. 


History: The opening words of subsec. 127.41(3) amended by 1997, c. 25, s. 38, appli- 
cable to 1996 et seg. The opening words formerly read: 


(3) There shall be deemed to have been paid on account of tax payable under this 
Part by a taxpayer (other than a taxpayer exempt from, such tax) for a taxation 
year, where the taxpayer is an individual, on the individual’s balance-due day for 
the year and, where the taxpayer is a corporation, on the day referred to in para- 
graph 157(1)(b) on or before which the remainder of the taxes payable under this 
Part for the year by the taxpayer would be required to be paid if such a remainder 
were payable, such amount as the taxpayer claims not exceeding the amount, if 
any, by which 

Subsec. 127.41(3) added by 1995, c. 3, s. 39, applicable to taxation years that end after 

February 22, 1994. 


Definitions [s. 127.41]: “amount”, “balance-due day” — 248(1); “fiscal period” — 
249(2)(b), 249.1; “Part XII.4 tax credit” — 127.41(1); “qualifying environmental 
trust” — 248(1); “taxation year” — 11(2), 249; “taxpayer” — 248(1); “trust’s year’ — 
107.3(1). 


DIVISION E.1 — MINIMUM TAX 


127.5 Obligation to pay minimum tax — Notwithstanding any 
other provision of this Act but subject to subsection 120.4(3) and 
section 127.55, where the amount that, but for section 120, would 
be determined under Division E to be an individual’s tax payable 
for a taxation year is less than the amount determined under para- 
graph (a) in respect of the individual for the year, the individual’s 
tax payable under this Part for the year is the total of 


(a) the amount, if any, by which 


(i) the individual’s minimum amount for the year determined 
under section 127.51 
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exceeds 


(ii) the individual’s special foreign tax credit determined 
under section 127.54 for the year, and 


(b) the aniount, if any, required by section 120 to be added to the 
individual’s tax otherwise payable under this Part for the year. 
Related Provisions: 117(1) — “Tax payable” to be calculated without reference to 
minimum tax; 120.2 — Minimum tax carryover, 127.54(2) — Foreign tax credit; 
127.55 — Where minimum tax not applicable. 
History: S. 127.5 amended by 2000, c. 19, s. 37, applicable to 1998 et seq. except that, 


in its application to the 1998 and 1999 taxation years, s. 127.5 shall be read without 
reference to the expression “subsection 120.4(3) and”. It formerly read: 


127.5 Notwithstanding any other provision of this Act but, subject to section 
127.55, where the amount that, but for sections 120 and 120.1, would be deter- 
mined under Division E to be the tax payable by an individual for a taxation year 
is less than the amount determined under subparagraph (a)(i) in respect of the 
individual, the tax payable under this Part for the year by the individual is the 
amount, if any, by which 


(a) the total. of 


(i) the amount, if any, by which the minimum amount for the year of the 
individual determined under section 127.51 exceeds the individual’s 
special foreign tax credit determined under section 127.54 for the year, 
and 

(ii) the total of all amounts required under sections 120 and 120.1 to be 
added to the tax otherwise payable under this Part by the individual for, 
the. year 

exceeds 


(b) the amount, if any, that may be deducted under subsection 120.1(1) from 
the tax otherwise payable under this Part by the individual for the year. 


The opening words of subsec. 127.5 amended by 1998, c. 19, s. 149, applicable to 1992 
et seg. The opening words formerly read: 


127.5 Notwithstanding any other provision of this Act, but subject to section 
127.55, where the amount that, but for sections 120 and 120.1, would be deter- 
mined under Division E to be the tax payable by an individual for a taxation year 
is less than the amount determined under subparagraph (a)(i) in respect of the 
individual, the tax payable under this Part for the year by the individual (other 
than a related segregated fund trust within the meaning assigned by paragraph 
138.1(1)(a) or a mutual fund trust) is the amount, if any, by which 

Definitions [s.. 127.5]: “amount”, “individual” — 248(1); “minimum amount’ — 

127.51; “mutual fund trust” — 132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) 

[draft], 248(1); “taxation year” — 249. 

Interpretation Bulletins: IT-270R3: Foreign tax credit. 

Forms: T3 SCH 12: Minimum tax; T3 SCH 12A Chart 2: Ontario minimum tax carry- 

over; T691: Alternative minimum tax; T1033-WS: Worksheet for calculating instal- 

ment payments; T1219: Provincial alternative minimum tax; T1219-ON: Ontario mini- 

mum tax carryover. 


127.51 Minimum amount determined — An individual’s mini- 
mum amount for a taxation year is the amount determined by the 
formula 


A(B-C)-D 
where 
A is the appropriate percentage for the year; 


Bis the individual’s adjusted taxable income for the year deter- 
mined under section 127.52; 


C is the individual’s basic: exemption for the year determined 
under section 127.53; and 


D is the individual’s basic minimum tax credit for the year deter- 
mined under section 127.531. 


Related Provisions: 127(5) — Investment tax credit; 257 — Formula cannot calcu- 
late to less than zero. 4 


Definitions [s. 127.51]: “appropriate percentage”, “individual” — 248(1); “taxable 
income” — 2(2), 248(1); “taxation year” — 249. 


Forms: T3 SCH 12: Minimum tax; T3 SCH 12A Chart 2: Ontario minimum tax carry- 
over; T691: Alternative minimum tax; T1033-WS: Worksheet for calculating instal- 
ment payments; T1219:-Provincial alternative minimum tax; T1219-ON: Ontario mini- 
mum tax carryover. 


127.52 (1) Adjusted taxable income determined — Subject to 
subsection (2), an individual’s adjusted taxable income for a taxa- 
tion year is the amount that would be the individual’s taxable in- 
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come for the year or the individual’s taxable income earned in Can- 
ada for the year, as the case may be, if it were computed on the 
assumption that 


(a) [Repealed] 


(b) the total of all amounts each of which is an amount deducti- 
ble under paragraph 20(1)(a) or any of paragraphs 20(1)(c) to (f) 
in computing the individual’s income for the year in respect of a 
rental or leasing property (other than an amount included in the 
individual’s share of a loss referred to in paragraph (c.1)) were 
the lesser of the total of all amounts otherwise so deductible and 
the amount, if any, by which the total of 


(i) the total of all amounts each of which is the individual’s 
income for the year from the renting or leasing of a rental or 
leasing property owned by the individual or by a partnership, 
computed without reference to paragraphs 20(1)(a) and (c) to 
(f), and 

(ii) the amount, if any, by which 


(A) the total of all amounts each of which is the indivi- 
dual’s taxable capital gain for the year from the disposi- 
tion of a rental or leasing property owned by the indivi- 
dual or by a partnership 


exceeds 


(B) the total of all amounts each of which is the indivi- 
dual’s allowable capital loss for the year from the disposi- 
tion of a rental or leasing property owned by the indivi- 
dual or by a partnership 


exceeds the total of all amounts each of which is the individual’ s 
loss for the year from the renting or leasing of a rental or leasing 
property owned by the individual or by a partnership (other than 
an amount included in the individual’s share of a loss referred to 
in paragraph (c.1)), computed without reference to paragraphs 
20(1)(a) and (c) to (f); 


(c) the total of all amounts each of which is an amount deducti- 
ble under paragraph 20(1)(a) or any of paragraphs 20(1)(c) to (f) 
in computing the individual’s income for the year in respect of a 
film property referred to in paragraph (w) of Class 10 of Sched- 
ule II to the Income Tax Regulations (other than an amount in- 
cluded in the individual’s share of a loss referred to in paragraph 
(c.1)) were the lesser of the total of all amounts otherwise so 
deductible by the individual for the year and the amount, if any, 
by which the total of 


(i) the total of all amounts each of which is the individual’s 
income for the year from the renting or leasing of a film pro- 
perty owned by the individual or by a partnership, computed 
without reference to paragraphs 20(1)(a) and (c) to (f), and 


(ii) the amount, if any, by which 


(A) the total of all amounts each of which is the indivi- 
dual’s taxable capital gain for the year from the disposi- 
tion of such a film property owned by the individual or by 
a partnership 


exceeds 


(B) the total of all amounts each of which is the indivi- 
dual’s allowable capital loss for the year from the disposi- 
tion of such a film property owned by the individual or by 
a partnership 


exceeds the total of all amounts each of which is the individual’s 
loss for the year from such a film property owned by the indivi- 
dual or by a partnership (other than amounts included in the in- 
dividual’s share of a loss referred to.in paragraph (c.1)), com- 
puted without reference to paragraphs 20(1)(a) and-(c) to (f); 


(c.1) where, during a partnership’s fiscal period that ends in the 
year (other than a fiscal period that ends because of the applica- 
tion of subsection 99(1)), the individual is a limited partner of 
the partnership or a member of the partnership who was a speci- 
fied member of the partnership at all times since becoming a 
member of the partnership, or the individual’s interest in the 
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partnership is an interest for which an identification number is 
‘required to\be, or has been, obtained under section: 237.1, 


(i) the individual’s share of allowable capital losses of the 
partnership for the fiscal period were: the lesser of 


(A) the total of all amounts each of which is the 
individual’s 
(I) share of a taxable capital gain for the fiscal period 
from the disposition of property (other than property 
acquired by the partnership in a transaction to which 
subsection 97(2) applied), or 


(II) taxable capital gain for the year from the disposi- 
tion of the individual’s interest in the partnership if the 
individual, or a person who does ‘not deal at arm’s 
length with the individual, does not have an interest in 
the partnership (otherwise than because of the applica- 
tion of paragraph .98(1)(a) or 98.1(1)(a)) throughout 
the following taxation year, and 


(B) the individual’s share of allowable capital losses of 
the partnership for the fiscal period, 


(ii) the individual’s share of each loss from a business of the 
partnership for the fiscal period were the lesser of 


(A) the individual’s share of the loss, and 
(B) the amount, if any, by which 


(1) the total of all amounts each | of which is the 
individual’s” 


1. share of a taxable capital gain for the fiscal: pe- 
riod from the disposition of property used by the 
partnership in the business (other than property ac- 
quired by the partnership ina transaction to which 
subsection 97(2) applied), or 


2. taxable capital gain, for the year from the dispo- 
sition of the individual’s interest in the partnership 
if the individual, or a person who does not deal at 
arm’s length with the individual, does not have an 
interest in the partnership (otherwise than because 
of the application of paragraph 98(1)(a) or 


98.1(1)(a)) throughout. the following taxation year | 


exceeds 


(ID) the total of all amounts each of which is the indivi- 
dual’s share of an allowable capital loss for the fiscal 
period, and 


(iii) the individual’s share. of losses from property of the part- 
nership for the fiscal period were the lesser of 


(A) the total of 


(1) the individual’s share of incomes for the fiscal pe- 
riod from properties of the partnership, and 


(II) the amount, if. any, by which’ the total of all 
amounts each°of which-is the individual’s 


1. share of a.taxable capital gain for the fiscal pe- 
riod from the disposition of property held by the 
partnership for the purpose of earning income from 
property (other than property acquired by the part- 
nership in a transaction to which subsection 97(2) 
applied), or 


2. taxable capital gain for the year from the dispo- 
sition of the individual’s interest in the partnership 
if the individual, or a person. who does not deal at 
arm’s Jength with the individual, does not have an 
interest in the partnership. (otherwise, than because 
of the application of paragraph 98(1)(a) or 
98.1(1)(a)). throughout the following taxation year, 


exceeds the total of all amounts each of which is the 
individual’s: share of an allowable capital loss for the 
fiscal period, and 
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(B) the individual’s: share of losses from property of the 
partnership for the fiscal period; 


(c.2) where, during a fiscal period of a partnership that ends in 
the year (other than/a fiscal period that’ ends because of the ap- 
plication’ of subsection 99(1)), 


(i) the individual is a limited-partner of the partnership, or is 
a member of the partnership who was a specified member of 
the partnership at all times since becoming a member of the 
partnership, or 


(ii) the partnership owns a rental or leasing property or a film 
property and the individual is a member of the partnership, 


the total of all amounts each of which is an amount deductible 

under any of paragraphs 20(1)(c) to (f) in computing the indivi- 

dual’s income for the year in respect of the individual’s acquisi- 
‘ tion of the partnership interest were. the lesser of 


(iii) the total of all amounts otherwise so deductible, and 


(iv) the total of all amounts each of which is the individual’s 
share of any income of the partnership for the fiscal period, 
determined in accordance with subsection 96(1); 


(c.3) the total of all amounts each of which is an amount deduct- 
ible in computing the individual’s income for the year in respect 
of a property for which an identification number is required to 
be, or has been, obtained under section 237.1 (other than an 
amount to which any of paragraphs (b) to (c.2) applies) were nil; 


(d) except in respect of dispositions of property occurring before 
1986 or to which section 79 applies, 


(i) the references to the fraction applicable to the individual 
for the year in each of paragraphs 38(a), (b) and (c) and sec- 
tion 41 were read as a reference to “4/5”, other than in the 
case of a capital gain from a disposition that is the making of 
a gift of property to a qualified donee, and 


(ii) each amount (other than an amount to which subsection 
104(21.4) applies) that is designated by a trust for a particu- 
lar year of the trust in respect of the individual and deemed 
‘by subsection 104(21) to be a taxable capital gain for the 
year of the individual were equal to the amount obtained by 
the formula 


4/5 (A x 1/B) 
where 


A is the amount so deemed to be a taxable capital gain for 
the year of the individual, and 


B is the fraction in paragraph 38(a) applicable to the trust 
for the particular year of the trust for which the designa- 
tion is made; 


aS Proposed Addition — — 127. 52(1)(a)(il)_ 
e: without reference to “subsec tion 


18,85, will add . 


Technical Notes (July 201 0): Bias wer 127, 52(1\(4) sii that i in Suite 
an individual’s adjusted taxable i income for minimum tax purposes, the total amount 
of capital gains and losses is to be taken into account. In some cases, because of 
subsection 104(21. 6) (which in some cases deems a taxpayer to have realised a larger 
capital gain than was actually realised) more than the total amount of capital gains 
and losses would be taken into account. Excess capital gains are deemed by subsec- 
tion 104(21.6) to have been realized in order that the inclusion rate for capital gains 
realized on property disposed of by a trust prior to February 28, 2000 is 4 ahd pro- 
perty disposed of by a trust after February 27, 2000 and before October 18, 2000 is 
%s, Paragraph 127 52( 1)(d) is therefore amended to ensure ‘that only. the actual 
amount. of the gain is included in computing the alternative minimum tax. 


(e) the total of all amounts deductible under section 65 , 66, 66.1, 
66.2,:66.21 or 66.4 or under subsection 29(10) or (12) of the 
Income Tax Application Rules in computing the individual’s in- 
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come for the year were the lesser of the amounts otherwise so 
deductible by the individual for the year and the total of 


(i) the individual’s income for the year from royalties in re- 
spect of, and such part of the individual’s income, other than 
royalties, for the year as may reasonably be considered as 
attributable to, the production of petroleum, natural gas and 
minerals, determined before deducting those amounts, and 


(ii) all amounts included in computing the individual’s in- 
come for the year under section 59; 


Proposed Amendment — 127.52(1 Me) 
Letter from Dept. of Finance, Sept. 28, 2010: 
Mr. Fréderic Harvey, Maan Tétrault, Montréal, ie 
Dear Mr. Harvey: 


I am writing with respect to your letter of February 24, 2010 addressed to Ms. Davine 
Roach and further to your discussions in the fall of 2009 with officials of the Tax 
Legislation Division regarding the determination of adjusted taxable income for the 
purpose of the Alternative Minimum Tax (AMT) in Division E.1 of the Income Tax Act 
(Act). 


Paragraph 127.52(1)(e) of the Act generally provides that an individeal’s aiesoat taxa- 
ble income is to be computed on the assumption that the total of resource related de- 
ductions do not exceed the total of resource related income. In particular, i in computing 
adjusted taxable income for AMT purposes, deductions for Canadian Exploration Ex- 
penses (CEE) in a taxation year are limited to the individual’s income from the produc- 
tion of petroleum, natural gas and minerals. CEE includes Canadian Renewable and 
Conservation Expense (CRCE) under section 66.1 of the Act. If the majority of tangi- 
ble property in a project is eligible for inclusion in either Class 43.1 or Class 43.2 of 


Schedule II to the Income Tax Regulations (the “Regulations”), certain project start-up 


expenses (for example, engineering and design work and feasibility studies) qualify as 
CRCE which can be fully deducted i in ses ee incurred i in oo taxable income 
of a taxpayer. 


You are concerned that, in determining AMT for a taxation year, a taxpayer is not 


entitled to claim a deduction for CRCE in the year even if the taxpayer earns income in 


the year attributable to the production and sale of electricity from the use of property 
described in CCA Class 43.1 and 43.2. This is because such deductions for AMT pur- 
poses are limited to income from the production of petroleum, natural § gas and minerals. 
Accordingly, you request that the income tax provisions be amended to allow an indivi- 
dual to deduct CRCE to the extent of the taxpayer’ s income from Property described in 
Class 43.1 and 43.2. 


We agree that, for the puEpORe . pit the bas in oi of the action of 
resource related expenses under paragraph £27, 52(1)(e) of the Act, the sources of in- 
come against which an individual may deduct CRCE amounts should include income 
from property described in CCA Class 43.1 and Class 43.2. This result would be con- 


sistent with the existing rules applicable to specified energy property which, in certain | 


circumstances, constrain the amount of capital cost allowance claimable in respect of, 
inter alia, property described in classes 43.1 and 43.2 to the amount of income derived 
from like properties. Therefore, we are prepared to recommend to the Minister of Fi- 
nance that, effective for the 2009 and subsequent taxation years, the Act be amended to 
provide for this result. : y 


While I cannot offer any assurance that es the Mii. or Dalen walt - 
with our recommendation, I hoe that this statement of our intentions i is sa to you. 
Yours sincerely, 


Gerard Lalonde, Director, Tax Legislation Division, Tax st) i 


(e.1) the total of all amounts each of which is an amount deduct- 
ible under any of paragraphs 20(1)(c) to (f) in computing the 
individual’s income for the year in respect of a property that is a 
flow-through share (if the individual is the person to whom the 
share was issued under an agreement referred to in the definition 
“flow-through share” in subsection 66(15)), a Canadian resource 
property or a foreign resource property were the lesser of the 
total of the amounts otherwise so determined for the year and 
the amount, if any, by which 


(i) the total of all amounts each of which is an amount de- 
scribed in subparagraph (e)(i) or (ii), determined without ref- 
erence to paragraphs 20(1)(c) to (f), 

exceeds 


(i1) the total of all amounts each of which is an amount de- 
ductible under section 65, 66, 66.1, 66.2, 66.21 or 66.4 or 
under subsection 29(10) or (12) of the Income Tax Applica- 
tion Rules in computing the individual’s income for the year; 


(f) subsection 82(1) were read without reference to paragraph 
82(1)(b); 
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(g) the total of all amounts deductible under section 104 in com- 
puting the income of a trust for the year were equal to the total 
of 


(i) the total of all amounts otherwise deductible under that 
section, and 


(ii) the total of all amounts each of which is */s of 


(A) amounts designated by the trust under subsection 
104(21) for the year, or 


(B) that portion of a net taxable capital gain of the trust 
that may reasonably be considered to 


(1) be part of an amount included, by virtue of subsec- 
tion 104(13) or section 105, in computing the income 
for the year of a non-resident beneficiary of the trust, 
or 


(II) have been paid in the year by a trust governed by 

an employee benefit plan to a beneficiary thereunder; 
(h) the only amounts deductible under sections 110 to 110.7 in 
computing the individual’s taxable income for the year or taxa- 
ble income earned in Canada for the year, as the case may be, 
were 


(i) the amounts deducted under any of subsections 110(2), 
110.6(2), (2.1), (2.2), (3) and (12) and 110.7(1), 


Proposed Amendment — 127.52(1)(h)(i) 


Application: The. November 5, 2010 draft legislation (misc. technical), s. 24, will 
amend subpara. 127.52(1)(h)(i) to substitute “(2.2) and (12)" for “@. 2), (3) and toy 
in force on Royal Assent. — 


Technical Notes: Section 127.52 defines the “adjusted taxable income” of an indivi- 
dual for a taxation year for the purpose of a the boabeoe minimum tax 
liability under Part J of the Act. 


Paragraph 127.52(1)(h) provides that in computing! an ihdbeidudtis ddjused taxable in- 
come, only certain of the deductions under sections 110 to 110. 7 may be taken into 
account. Paragraph 127. 52(1)(h) is amended to eliminate the reference to subsection 
110.6(3), which was repealed by S.C. 1995, c. 3. ; 


_ (ii) the amount deducted under meron 110(1)(d), not ex- 
ceeding the total of 


(A) the amount deducted under paragraph 110(1)(d.01), 
and 


(B) 7/s of the amount, if any, by which 
(1) the amount deducted under paragraph 110(1)(d) 
exceeds 
(II) the amount determined under clause (A), 
(iii) the amount deducted under paragraph 110(1)(d.01), 


(iv) 7s of the amounts deducted under any of paragraphs 
110(1)(d.1) to (d.3), 
(v) the amount that would be deductible under paragraph 
110(1)(f) if paragraph (d) were applicable in computing the 
individual’s income for the year; and 
(vi) the amount deducted under paragraph 110(1)(g); 

(h.1) the formula in paragraph 110.6(21)(a) were read as 

A-B; 
(1) in computing the individual’s taxable income for the year or 


the individual’s taxable income earned in Canada for the year, as 
the case may be, the only amounts deductible under 


(i) paragraphs 111(1)(a), (c), (d) and (e) were the lesser of 


(A) the amount deducted under those paragraphs for the 
year, and 


(B) the total of all amounts that would be deductible 
under those paragraphs for the year if 


(1) paragraphs (b), (c) and (e) of this subsection, as 
they read in respect of taxation years that began after 
1985 and before 1995, applied in computing the indi- 
vidual’s non-capital loss, restricted farm loss, farm 
loss and limited partnership loss for any of those 
years, and 
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(11) paragraphs (b) to (c.3), (e) and (e.1) of this subsec- 
tion applied in computing the individual’s non-capital 
loss, restricted farm loss, farm loss and limited, part- 
nership loss for any taxation year that. begins after 
1994, and 


(11) paragraph 111(1)(b) were the lesser of « 


(A) the total of all amounts each of which isan amount 
that.can reasonably be considered to be the amount that 
the individual would have deducted: under paragraph 
111(1)(b) had paragraph (d) of this subsection been appli- 
cable in computing the amount. deductible under para- 
graph 111(1)(b), and 


(B). the. total, of -all amounts that would be deductible 
under that paragraph for the year if 


(I) paragraph (d) of this subsection applied in comput- 
ing the individual’s net capital loss’ for any taxation 
year that began before 1995, and 


(IL) paragraphs (c.1) and (d) of this subsection applied 
in computing the individual’s net capital loss for any 
taxation year that begins after 1994; and 


(j) the Income Tax Application Rules were read without refer- 
ence to section 40 of that Act. 


Related Provisions: 127.52(2) — Certain CCA claims by partnership deemed 
claimed by partner; 127.52(2.1) — Specified member of partnership — anti-avoidance 
tule; 127.52(3) — Rental or leasing propery: 248(8) — Occurrences as a consequence 
of death. 


History: Para. 127.52(1)(f) amended to substitute “paragraph 82(1)(b)” for “that por- 
tion following paragraph 82(1)(a)” by 2007, c. 2, s. 50, applicable to dividends paid 
after 2005. 


Subpara. 127. 52(1)(h)(i) amended to add “(2.2)” by the said c. 2, s. 34.1, applicable to 
taxation years that end after May. 1, 2006. 


Cl. 127.52(1)(h)(ii)(A) amended to substitute “the amount” for “twice the amount”, by 
2006, c. 4, s. 75.1, applicable to 2006 et seg. except that, for 2006, it shall be read as 
follows: 


(A) the total of 


(I) twice the amount deducted under paragraph 110(1)(d.01) in respect of 
gifts made before May 2, 2006, and 


(II) the amount deducted. under paragraph, 110(1)(d.01)..in respect of. gifts 
made after May 1, 2006, and 


Subpara. 127.52(1)(h)(vi) added by 2002, c. 9, s, 40, applicable to 1997 et seg. and, 
notwithstanding subsecs. 152(4) to (5), any assessment of a taxpayer’s tax, interest or 
penalty for any taxation year shall be made that is necessary to give effect to the 
amendment. 


Para. 127.52(1)(d) amended by 2001, c. 17, subsec. 119(1), applicable to 2000 et seg. 
Para. (d) formerly read: 


(d) except in respect of dispositions of property occurring before 1986 or, to 
which section 79 applies, 


(i) sections 38 and 41 were read without the references therein to ““/s of’, 
other than in the case of a capital gain from a disposition that is the making 
of a gift of property to a qualified donee (as defined in subsection 149.1(1)), 
and 


(ii) each amount deemed by subsection 104(21) to. be a taxable capital gain 
for the year of the individual were equal to 73 of that amount; 


The opening words of para. 127.52(1)(e) amended by the said c. 17, subsec. 119(2), to 
add reference to “66.21”, applicable to taxation years that begin after 2000. 


Subpara. 127.52(1)(e.i)(Gii) amended by the said c. 17, subsec. 119(3), to add reference 
to “66.21”, applicable to taxation years that begin after 2000. 


The opening words of subpara. 127.52(1)(g)(ii) amended by the said c. 17, subsec. 
119(4) to substitute “3/5” for “1/3”, applicable to 2000 et seq. 


Para. 127.52(1)(h) amended by the said c. 17, subsec. 119(5), applicable to 2000 et seq. 
except that, for the 2000 taxation year, cl. 127.52(1)(h)(ii)(A) shall be read as follows: 


(A) the total of 


(I) twice the amount deducted under paragraph 110(1)(d.01) in respect of 
benefits that the individual is deemed by paragraph 7(1)(a) to have received 
in the year as a result of transactions, events or circumstances that occur 
after October 17, 2000, and 


(II) the amount deducted under paragraph 110(1)(d.01) in respect of benefits 
that the individual is deemed by paragraph 7(1)(a) to have received in the 
year as a result of transactions, events or circumstances that occur before 
October 18, 2000, and 
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Para. (h) formerly read: 


(h) the only amounts deductible under sections 110 to 110.7 in computing the 
individual’s taxable income for the year or taxable income earned in Canada for 
the year, as the case may be, were the amounts deducted under any of subsec- 
tions 110(2); 110.6(2), (2.1), (3) and (12) and 110.7(1) and the amount that 
would be deductible under paragraph 110(1)(f) if paragraph (d) were applicable 
in computing the individual’s income for the year; 


Para. 127.52(1)(a) repealed by 1999, c. 22, subsec. 50(2), applicable to 1998 et seq. 
The para. formerly read: 


(a) the total of all amounts deductible under any of paragraphs 8(1)(m) and 60(i) 
to (j.2) in computing the individual’s income for the year were the lesser of 


(i) the total of the amounts otherwise so deductible, and 
(ii) the total of 


(A) the amount otherwise so deductible under paragraph 60(i) by reason 
of subsection 146(6.1), and 


(B) all amounts each of which was included in computing the indivi- 
dual’s income for the year and is a single payment out of or under a 
deferred profit sharing plan, a superannuation or pension fund or plan or 
a foreign retirement arrangement 


(I) as a consequence of the death, withdrawal from the fund, plan or 
arrangement or termination of employment of a person, 


(II) on the winding-up of the fund, plan or arrangement in full satis- 
faction of all rights of the payee in or under the fund, plan or ar- 
rangement, or 


(I) to which the individual is entitled because of an amendment to 
the fund, plan or arrangement; 


Subsec. 50(1) of the said c. 22 provides the following transitional rule, applicable to 
1994 et seq. and, notwithstanding subsecs 152(4) to (5) of the Act, such assessment of 
an individual’s tax payable under the Act for any taxation year shall be made as is 
necessary to take into account the application of subsec. 50(1). 


(1) Where an individual’s tax payable under Part I of the Act for a particular 
taxation year that began after 1993 and before 1998 is greater than the tax that 
would have been so payable if the Act were read without reference to paragraph 
127.52(1)(a) and the individual was resident in Canada throughout, and. was not 
a bankrupt at any time in, the period that began immediately after the end of the 
particular year and that ended at the end of 1997, the individual’s minimum 
amount for the particular year under section 127.51 of the Act'is deemed to be 


*- equal to the amount, if any, by which 


(a) the amount that would be the individual’s minimum amount for the par- 
ticular year determined without reference to this subsection 


exceeds 


(b) the part of the individual’s ‘additional tax for the particular year deter- 
mined under subsection 120.2(3) of the Act that can reasonably be consid- 
ered to be attributable to the application of paragraph 127.52(1)(a) of the Act 
and not deductible in computing the individual’s tax payable under Part I of 
the Act for any of the taxation years that began after the end of the particular 
year and before 1998. 


Paras. 127.52(1)(b) and (c) amended, and paras. (c.1) to (c.3), (e.1), and (h.1), added, 
by 1998, c. 19, subsec. 150(1)-(3), paras. (b), (c) to (c.3), and. (e.1) applicable to taxa- 
tion years of an individual that begin after 1994, and (h.1) applicable to the 1994 and 
1995 taxation years. Paras. 127.52(1)(b) and (c) formerly read: 


(b) the total of all amounts deductible by the individual under paragraph 20(1)(a) 
for the year in respect of residential properties were the lesser of the total of all 
amounts otherwise so deductible by the individual for the year and the amount, if 
any, by which 


(i) the total of the individual’s incomes for the year from the renting or leas- 
ing of residential properties owned by the individual or by a partnership, 
computed without reference to paragraph 20(1)(a), 


exceeds 


(ii) the total of the individual’s losses for the year from the renting or leasing 
of residential properties owned ‘by the individual or by a partnership, com- 
puted without reference to paragraph 20(1)(a); 


(c) the total of all amounts deductible by the individual under paragraph 20(1)(a) 
for the year in respect of film properties were the lesser of the total of all 
amounts otherwise so deductible by the individual for the year and the amount, if 
any, by which 


(i) the total of the individual’s incomes for the year from the renting or leas- 
ing of film properties owned by the individual or by a partnership, computed 
without reference to paragraph 20(1)(a), 


exceeds 


(ii) the total of the individual’s losses for the year from the renting or leasing 
of film properties owned by the individual or by a partnership, computed 
without reference to paragraph 20(1)(a); 
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Cl. 127.52(1)(i)(i)(B) amended by the said c. 19, subsec. 150(4), applicable to all taxa- 
tion years. Cl. 127.52(1)(i)(i)(B) formerly read: 


(B) the amounts that would be deductible under those paragraphs for the year if 
paragraphs (b), (c) and (e) of this subsection were applicable in computing the 
individual’s non-capital loss, restricted farm loss, farm loss and the limited part- 
nership loss for any taxation year beginning after 1985, and 


Cl. 127.52(1)(i)(ii)(B) amended by the said c. 19, subsec. 150(5), applicable to all taxa- 
tion years except that, in determining an individual’s adjusted taxable income for taxa- 
tion years that began before 1995, subcl. 127.52(1)(i)(ii)(B)() shall be read as follows: 


“(1) paragraph (d) of this subsection applied in computing the individual’s net 
capital loss for any taxation year that began after 1985 and before 1995, and” 


Cl. 127.52(1)(@)(Gi)(B) formerly read: 


(B) the total of all amounts that would be deductible under paragraph 111(1)(b) 
if paragraph (d) of this subsection were applicable in computing the total referred 
to in the definition “net capital loss” in subsection 111(8) for any taxation year 
commencing after 1985; and 


Subpara. 127.52(1)(d)(i) amended by the said c. 19, s. 35, applicable to taxation years 
that begin after 1996. Subpara. 127.52(1)(d)(i) formerly read: 


(i) sections 38 and 41 were read without the references therein to ““/s of’, and 


Para. 127.52(1)(d) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 70, applicable to 
1991 et seq. Para. (1)(d) formerly read: 


(d) except in respect of dispositions of property occurring before 1986 or to 
which section 79 applies, sections 38 and 41 were read without the references to 
the fraction set out in those two sections; 


Cl. 127.52(1)(a)(ii)(B) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 106(1), 
applicable to 1990 et seq. That cl. formerly read: 


(B) the total of all amounts each of which was included in computing the indivi- 
dual’s income for the year and which is a single payment out of or under a de- 
ferred profit sharing plan or a superannuation or pension fund or plan 


(I) as a consequence of the death, withdrawal from the fund or plan or termi- 
nation of employment of a person, 


(II) on the winding-up of the fund or plan in full satisfaction of all rights of 
the payee in or under the fund or plan, or 


(IIT) to which the individual is entitled by virtue of an amendment to the 
fund or plan; 


Para. 127.52(1)(h) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec, 106(2), appli- 
cable to 1986 et seq., except that in its application to the 1986 to 1988 taxation years 
the para. shall be read as follows: 


(h) the only amounts deductible under sections 110 to 110.7 in computing the 
individual’s taxable income for the year or the individual’s taxable income 
earned in Canada for the year, as the case may be, were the amounts deducted 
under any of paragraph 110(1)(i) and subsections 110(2), 110.6(2), (2.1), (3) and 
(12) and 110.7(1) of this Act and subsection 110.4(1) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it applied to taxation 
years ending before 1988 and the amount that would be deductible under para- 
graph 110(1)(f) if paragraph (d) were applicable in computing the individual’s 
income for the year; 


Para. (1)(h) formerly read: 


(h) the only amounts deductible under sections 110 to 110.7 in computing the 
individual’s taxable income for the year or the individual’s taxable income 
earned in Canada for the year, as the case may be, were the amounts deducted 
under any of paragraphs 110(1)(f) and (i) and subsections 110(2), 110.6(2), (2.1), 
(3) and (12) and 110.7(1) of this Act and subsection 110.4(1) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, computed without ref- 
erence to this section; 


Subpara. 127.52(1)(i)(i) substituted by 1994, c. 7, Sch. If (1991, c. 49), subsec. 106(3), 
applicable to taxation years beginning after 1985. Subpara. (1)(i)(i) formerly read: 


(i) paragraphs 111(1)(a), (c) and (d) were the lesser of 
(A) the amount deducted under each of those paragraphs, and 


(B) the amount that would be deductible under each of those paragraphs if 
paragraphs (b), (c) and (e) of this subsection were applicable in determining 
the amount for E in the definition “non-capital loss” in subsection 111(8) for 
any taxation year commencing after 1985, and 


Advance Tax Rulings: ATR-28: Redemption of capital stock of family farm 
corporation. 


(2) Partnerships — For the purposes of subsection (1) and this 
subsection, any amount deductible under a provision of this Act in 
computing the income or loss of a partnership for a fiscal. period is, 
to the extent of a member’s share of the partnership’s income or 
loss, deemed to be deductible by the member under that provision 
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in computing the member’s income for the taxation year in which 

the fiscal period ends. 

History: Subsec. 127.52(2) amended by 1998, c. 19, subsec. 150(6), applicable to tax- 

ation years of an individual that begin after 1994, Subsec. 127.52(2) formerly read: 
(2) For the purposes of paragraphs (1)(b) and (c), where an individual was a 
member of that partnership at the end of its fiscal period, any amount deducted 
by that partnership as a deduction under paragraph 20(1)(a) in respect of a resi- 
dential property or a film property in computing its income shall, to the extent of 
the individual’s share thereof, be deemed to have been deducted by the indivi- 
dual under that paragraph in computing the individual’s income in respect of the 
property for the taxation year in which the fiscal period ended. 


(2.1) Specified member of a partnership — Where it can rea- 
sonably be considered that one of the main reasons that a member 
of a partnership was not a specified member of the partnership at all 
times since becoming a member of the partnership is to avoid the 
application of this section to the member’s interest in the partner- 
ship, the member is deemed for the purpose of this section to have 
been a specified member of the partnership at all times since be- 
coming a member of the partnership. 


Related Provisions: 40(3.131)— Parallel rule for negative adjusted cost base of 
partnership interest. 


History: Subsec. 127.52(2.1) added by 1998, c. 19, subsec. 150(7), applicable after 
April 26, 1995. 


(3) Definitions — For the purposes of this section, 


“film property” means a property described in paragraph (n) of 
Class 12, or paragraph (w) of Class 10, of Schedule II to the Income 
Tax Regulations; 


“limited partner” has the meaning that would be assigned by sub- 
section 96(2.4) if that subsection were read without reference to “if 
the member’s partnership interest is not an exempt interest (within 
the meaning assigned by subsection (2.5)) at that time and”; 


History: The definition “limited partner” added to subsec. 127.52(3) by 1998, c. 19, 
subsec. 150(9), applicable to taxation years of an individual that begin after 1994. 


“rental or leasing property” means a property that is a rental pro- 
perty or a leasing property for the purpose of section 1100 of the 
Income Tax Regulations. 


Related Provisions: 127.52(1)(b), (c.2)(ii) — Application of minimum tax. 


History: The definition “rental or leasing property” added to subsec. 127.52(3) by 
1998, c. 19, subsec. 150(9), applicable to taxation years of an individual that begin after 
1994. 


Regulations: 1100(14)-(14.2) (definition of rental property); 1100(17)—-(20), (defini- 
tion of leasing property). 


“residential property” — [Repealed] 


History: The definition “residential property” repealed by 1998, c. 19, subsec. 150(8), 
applicable to taxation years of an individual that begin after 1994. The definition for- 
merly read: 


“residential property” means a property described in Class 31 or 32 of Schedule 
II to the Income Tax Regulations and furniture, fixtures and equipment, if any, 
located in, and ancillary to, that property. 


Definitions [s. 127.52]: “allowable capital loss” — 38(a), 248(1); “amount” — 
248(1); “arm’s length” —251(1); “business” — 248(1); “Canada” — 255; “capital 
gain” — 54, 248(1); “deferred profit sharing plan’ — 147(1), 248(1); “disposition”? — 
248(1); of capital property — 54; “employment” — 248(1); “farm loss” — 111(8), 
248(1); “film property” — 127.52(3); “fiscal, period” — 248(1), 249(2)(b), 249.1; 
“flow-through share” — 66(15), 248(1); “foreign retirement arrangement” — 248(1); 
“identical” — 40(3.5), 248(12); “individual” — 248(1); “limited partner’ — 127.52(3); 
“limited partnership loss” —96(2.1)(e), 248(1); “mineral” — 248(1); “non-capital 
loss” — 111(8), 248(1); “non-resident” — 248(1); “person”, “property”, “regula- 
tion” — 248(1); “qualified donee” — 149.1(1), 248(1); “rental or leasing property” — 
127.52(3); “restricted farm: loss” — 31, 248(1); “specified member’ — 127.52(2.1), 
248(1); “taxable capital gain” — 38(a), 248(1); “taxable income” — 2(2), 248(1); “‘tax- 
able income earned in Canada” — 115(1), 248(1); “taxation year” — 249; “trust” — 
104(1); 248(1), (3). 


Forms [s. 127.52]: T3 SCH 12: Minimum tax; T3 SCH 12A Chart 2: Ontario 
minimum tax carryover; T691: Alternative minimum tax; T1033-WS: Worksheet for 
calculating instalment payments; T1219: Provincial alternative minimum tax; T1219- 
ON: Ontario minimum tax carryover. 
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Division E:1 — Minimum Tax 


127.53 (1) Basic exemption — An individual’s basic exemption 
for a taxation year is 


(a) $40,00028, in the case of an individual other than a trust; 


(b) $40,00028, in the case of a testamentary trust or an inter 
vives trust described in subsection 122(2); and 


(c) in any other case, nil. 


(2) Multiple trusts — Notwithstanding paragraph (1)(b), where 
more than one. trust described in that paragraph arose as a conse- 
quence of contributions to the trusts by an individual. and those 
trusts have filed with the Minister in prescribed form an agreement 
whereby, for the purpose of this Division, they allocate an amount 
to one or more of them for a taxation year and the total of the 
amounts so allocated does not exceed $40,000, the basic exemption 
for the year of each of the trusts is the amount so allocated to it. 


Related Provisions: 104(2) — Grouping of multiple trusts for regular tax purposes. 


Forms: T3 SCH 6: Trusts’ agreement to allocate the basic exemption from minimum 
tax. 


(3) Failure to file agreement — Notwithstanding paragraph 
(1)(b), where more than one trust described in that. paragraph arose 
as a consequence of contributions to the trusts by an individual and 
no agreement as contemplated by subsection (2) has.been filed with 
the Minister before the expiry of 30 days after notice in writing has 
been forwarded by the Minister to any of the trusts that such an 
agreement is required for the purpose of an assessment of tax under 
this Part, the Minister may, for the purpose of this Division, allocate 
an amount to one or more of the trusts for a taxation year, the total 
of all'of which amounts does not exceed’ $40,000, and the basic 
exemption for the year of each of the trusts is the amount so allo- 
cated ‘to it. ; 

Definitions [s. 127.53]: “amount”, “assessment”, “individual” — 248(1); “inter 
vivos trust” — 108(1), 248(1); “Minister”, “prescribed” — 248(1); “taxation year” — 
249; “testamentary trust” — 108(1), 248(1); “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 

Interpretation Bulletins [s. 127.53]: IT-406R2: Tax payable’by an inter vivos trust. 
Forms [s. 127.53]: T3 SCH 12: Minimum tax; T3 SCH 12A Chart 2: Ontario 
minimum tax carryover; T691: Alternative minimum tax; T1219: Provincial alternative 
minimum tax; T1219-ON: Ontario minimum tax carryover. 


127.531, Basic minimum tax credit determined — An indivi- 
dual’s basic minimum tax credit for a taxation year is the total of all 
amounts each of which is 


(a) an amount deducted under subsection 118(1), (2).or (10) or 
118.3(1) or any of sections 118.01 to.118.05 and 118.5 to 118.7 
in computing the individual’s tax payable for the year under this 
Part; or 


Proposed Amendment- = 127. 531(a) [temporary] 


(a) an amount deducted under subsection 118d), (2) ot G0), 
118.01(2), 118.02(2), 118.03(2) or 118.3(1) or any of sections 
118.5 to 118.7 and 119 in computing the individual's tax paya- 
ble for the year under this Part; or ee 
Application: The ‘November '§, 2010 draft legislation (misc. s seetinidaly! “subsec: 
25(1), will amend para. 127.531(a) to read as above, applicable to dispositions made 
after December 23, 1998 for individuals who ceased to be: resident i in Canada after 
October 1, 1996. 


Technical Notes: Section 127.531 permits an , individual to Vai deductions, ic 


SGU ae. 


computing minimum tax, for most non-refundable personal tax credits. 
Paragraph 127.531(a) is amended so that the tax credit provided under section 1 


cluded among those taken into account in computing minimum tax. | 


This amendment applies to dispositions made after December 23, 1998 for indivi 
als who ceased to be resident in Canada after October 1, 1996. : 


Paragraph 127.531(a) is also amended to add a reference to subsection 127(1), so sara! y 


the logging tax credit is also taken into account in computing minimum iat 
This amendment applies to the 2009 and subsequent taxation: — Hoge 
Letter from Dept. of inenes: Sept. 9, 2004: ge: 
Dear [xxx] 


28Not indexed for inflation — ed. 


a 
which is a credit regarding certain dispositions of taxable Canadian eae is in- 


S. 127.531(a) 


client’ Ss ‘year of departure due to ie client sa a ssn 119 credit, My under _ 
cue of oes client’s situati Y 


hae tax x ibility arising on n the gain on ‘the shares ‘hak 1 
eee . i . 


tax pavible ne the year to a level at which AMT ape. ah your view, sala 
the purpose of the section 119 credit, as your client is faced with double taxation, — 
since part of the AMT represents tax on the gain from the deemed disposition on 


departure. ae AH that we recommend an anendnen to the Act, 80 as to sallow. 


ap have sentican | income pay. at fa a minimum amount of tax in 
any oe ar year. These rules generally eons recalculate a taxpayer” § tax paya- 


| it seems. to me “that oe are ‘two. social i situations when a YT cinceet could 
result. The first situation is one in which the taxpayer was assessed AMT for the year 
of departure, and subsequently attempts to claim a section 119 credit for that year. It 
is my uerseccing that the CRA has advised. you that the current rules would not 


AMT is to ensure an individ pays a minimum amount of tax, I agree with you that, 
in policy terms, a taxpayer should not be restricted from claiming a section 119 credit 
Boy because the eee was Subject fo. Dae 78 do so cous result i in the poten- - 


tax for the year tof Jes la sp aes a section 119 a for that year, the tax- 
payer is then reassessed because the section 119 credit reduces the regular Part I tax 
payable to an amount below the tax payable under the AMT rules. The taxpayer is 
then assessed the higher AMT tax payable for that year. In this situation too, I see no 
reason in policy terms why a taxpayer should be made subject to AMT ey be- 
cause the t ‘taxpayer claimed : a section 119 credit. | 


This being the case, 1 am prepared | to recommend an crecdkged to the Income Tax 
Act so that a taxpayer that has paid ‘AMT for the taxpayer year of emigration is not 
barred from claiming a section 119 credit. In addition, I am willing to recommend an 
amendment that would prevent a taxpayer from being reassessed and subjected to 
AMT for the year of departure | from ee due ae to the ay Micon ofa section : 
119 credit to that year. ce 


in your letter that you faust this. acncndman at be retroactive to the effective 
date for the application of section 119, which was to dispositions that occurred after 
December 23, 1998 for individuals that departed Canada after October 1, 1996. We 
do not normally recommend that changes such as this be made on such a markedly 
retroactive basis, since both taxpayers and the Government need to be able to rely at 
any particular time on the law as it exists at that time. Exceptionally, however, we do 
‘recommend linking a relieving change to the transaction or circumstance that makes 
the Government aware of the need for the change. In this case, it is our understanding 
that this fact situation applies to your client’s 2002 taxation year and therefore we are 
‘willing to recommend that this hie aneles to an individual’s 2002 and subsequent 
taxation years. 
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I cannot offer any assurance that either the Minister of Finance or Parliament will 
agree with the recommendation that we intend to make in this regard. Nonetheless, I 
hope that this statement of our position is helpful. Thank you for bringing this issue 
to our attention. 
Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, Dec. 7, 2004: 
[xxx], Fraser Milner Casgrain LLP, Toronto, ON 
Dear [xxx]: ee 
I am responding to your letter dated October 1, 2004 regarding the effective date of 
proposed amendments concerning the determination of alternative minimum tax 
(AMT) and the ability of an individual to claim a credit under section 119 of the 
Income Tax Act (the “Act’”). Section 119 allows for a tax credit to alleviate the over- 
lap of tax resulting from a subsection 128.1(4) deemed disposition of a capital pro- 
perty and the Part XIIl tax on dividends that reduce the taxpayer’s loss on that 
property. 
As you know, I have indicated that I am prepared to recommend an ee ENS to 
the Act so that a taxpayer who has paid AMT for the year of emigration is not barred 
from claiming a section 119 credit. In addition, I have indicated that I am prepared to 
recommend an amendment that would prevent a taxpayer from being reassessed and 
subjected to AMT for the year of departure from Canada due solely to the application 


of a section 119 credit to that year. I proposed that these amendments apply to an 
individual’s 2002 and subsequent taxation years. J 


In your letter you request that the proposed amendments have effect from 1997 in 
order to provide relief to the individual on whose behalf you contacted us. Following 
further review of the policy considerations behind these proposed amendments, I be- _ 
lieve there is justification for a retroactive application date that corresponds with the 
inception of the section 119 credit. Therefore, | am prepared to recommend that the 
proposed amendments affect dispositions after December 23, 1998 by individuals 
who ceased to be resident in Canada after October 1, 1996. : 
As I am sure you know, I cannot offer any assurance that either the Mister of Fi- 
nance or Parliament will agree with the recommendation that we intend to make in 
this regard. Nonetheless, I hope that this statement of our position is helpful. 
Yours sincerely, 


Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


Proposed Amendment — 127.531(a) 


(a) an amount deducted under subsection 118(1), (2) or (10), 
118.01(2), 118.02(2), 118.03(2) or 118.3(1), any of sections 
118.5 to 118.7 and 119 or subsection 127(1) in computing the 
individual’s tax payable for the year under this Part; or — 


Application: The November 5, 2010 draft legislation (misc. technical), subsec. 
25(2), will amend para. 127.531(a) to read as above, applicable to 2009 et seq. 


Technical Notes: See under temporary amendment above. 

Letter from Dept. of Finance, March 19, 2010: 

Dear [xxx]: 

I am writing in response to your letters dated August 17 and November 4, 2009, in 
which you identified an issue with respect to the interaction of the logging tax credit 
set out in subsections 127(1) and (2) of the Income Tax Act (Act) and the alternative 


minimum tax (AMT) rules set out in sections 127.5 to 127.55 of the Act. I apologize 
for the delay of this reply. 


The AMT rules set out an alternate calculation of tax that an individual must pay ig, 
the AMT payable is greater than the individual’s tax payable under the standard tax 
calculation. In your letter you identified a situation where an individual claiming the 
logging tax credit could become subject to the AMT. In particular, you have noted 
that the federal logging tax credit is available under the standard tax calculation, but 
is not available under the AMT calculation. 


We are prepared to recommend to the Minister of Finance that section 127.531 of the 
Act be amended to add a reference to subsection 127(1) of the Act, and that the 
amendment apply to the 2009 and subsequent taxation years. If our recommendation 
were acted upon, we anticipate that the amendment would be included in a future 
technical bill. While I cannot offer any assurance that the Minister will agree with 
our recommendation, I hope that this statement of our intentions is helpful to you. 


Yours sincerely, 


Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branch 


(b) the amount that was claimed under section 118.1 or 118.2 in 
computing the individual’s tax payable for the year under this 
Part, determined without reference to this Division, to the extent 
that the amount claimed does not exceed the maximum amount 
deductible under that section in computing the individual’s tax 
payable for the year under this Part, determined without refer- 
ence to this Division. 
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History: Para. 127.531(a) amended by 2009, c. 31, s. 14 to substitute “(10) or 118.3(1) 
or any of sections 118.01 to 118.05 and 118.5” for “(10), 118.01(2), 118.02(2), 
118.03(2) or 118.3(1) or any of sections 118.5”, applicable to 2009 et seq. 


Para. 127.531(a) amended by 2007, c. 2, s. 35, applicable to 2006 et seq. except that, in 
its application to the 2006 taxation year, the para. is to be read without its reference to 
subsec. 118.03(2). It formerly read: 


(a) an amount deducted under subsection 118(1) or (2), 118.01(2) or 118.3(1) or 
any of sections 118.5 to 118.7 in computing the individual’s tax payable for the 
year under this Part; or 


S. 127.531 amended by 2006, c. 4, s. 76, applicable to 2002 et seg. except that, for 
taxation years before 2005, para. 127.531(a) shall be read without reference to subsec, 
118.01(2), S. 127.531 formerly read: 


127.531 An individual’s basic minimum tax credit for a taxation year is the total 
of amounts that may be deducted in computing the individual’s tax payable for 
the year under this Part under any of subsections 118(1) and (2), sections 118.1 
and 118.2, subsection 118.3(1) and sections 118.5 to 118.7. 


Selected Cases [s. 127.531]: Sherman v. R., [2000] 1 C.T.C. 2696 (TCC) (“May be 
deducted” not the same as “has been deducted”). 

Definitions [s. 127.531]: “individual” — 248(1); 
248(2); “taxation year” — 249. 


“amount”, “tax payable” — 


127.54 (1) Definitions — In this section, 


“foreign income” of an individual for a taxation year means the 
lof 5 
total o 


(a) the individual’s incomes for the year from businesses carried 
on by the individual in countries other than Canada, and 


(b) the individual’s incomes for the year from sources in coun- 
tries other than Canada in respect of which the individual has 
paid non-business-income taxes, within the meaning assigned by 
subsection 126(7), to governments of countries other than 
Canada; 


“foreign taxes” of an individual for a taxation year means the total 
of the business-income taxes, within the meaning assigned by sub- 
section 126(7), paid by the individual for the year in respect of busi- 
nesses carried on by the individual in countries other than Canada 
and 7/3 of the non-business-income taxes, within the meaning as- 
signed by that subsection, paid by the individual for the year to the 
governments of countries other than Canada. 


(2) Foreign tax credit — For the purposes of section 127.5, an 
individual’s special foreign tax credit for a taxation year is the 
greater of 


(a) the total of all amounts deductible under section 126 from 
the individual’s tax for the year, and 
(b) the lesser of 

(i) the individual’s foreign taxes for the year, and 

(ii) the amount determined by the formula 


AXB 
where 
A is the appropriate percentage for the taxation year, and 


B is the individual’s foreign income for the year. 


History: Subpara. 127.54(2)(b)(ii) amended by 2006, c. 4, s. 77, applicable to 2005 et 
seq. Subpara. 127.54(2)(b)Gi) formerly read: 


(ii) 16% of the individual’s foreign income for the year. 


Subpara. 127.54(2)(b)(ii) amended by 2001, c. 17, s. 120, to. substitute “16%” for 
“17%”, applicable to 2001 et seq. 


Definitions [s. 127.54]: “amount”, 
“Canada” — 255; “foreign income”, 
248(1); “taxation year” — 249. 


Interpretation Bulletins [s. 127.54]: IT-270R3: Foreign tax credit. 


“appropriate percentage”, “business” — 248(1); 
“foreign taxes” — 127.54(1); “individual” — 


127.55 Application of section 127.5 — Section 127.5 does not 
apply in respect of 


(a) a return of income of an individual filed under subsection 
70(2), paragraph 104(23)(d) or a or subsection 150(4); 


(b) [Repealed] 
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Division F — Special Rules in Certain Circumstances 


(c) an individual for the taxation year in which the individual 
dies; 

(d) an individual for the 1986 taxation seo! if the individual dies 
in 1987; 


(e) a trust described in paragraph 104(4)(a) or (a.1) for its taxa- 
tion year that includes the day determined in respect of the trust 
under that paragraph; and 

(f) a taxation year of a trust throughout which the trust is 


(i) a related segregated fund trust (within the meaning as- 
signed by paragraph 138.1(1)(a)), 


(ii) a mutual fund trust, 
(iii) a trust prescribed to be a master trust, or 
(iv) an employee life and health trust. 
History: Subpara. 127.55(f)(iv) added by 2010, c. 25, s. 27, applicable after 2009. 


Para. 127.55(b) repealed by 2001, c: 17, s. 121, applicable to 1996 et seg. Para. (b) 
formerly read: 


(b) a taxation year of an individual in respect of which the individual has made 
an election under section 119; 


Para. 127.55(f), added by 1998, c. 19, s.. 151, applicable to 1992 et seq. 
Para. 127.55(e) amended by 1994, c. 7, Sch. VIII (1993, c: 24), :s. 71;' applicable to 
1993 et seq. Para. (e) formerly read: 
(e). a trust described in paragraph 104(4)(a) for its taxation year in which the 
spouse referred to in that paragraph dies. 
Para. 127.55(e),added by 1994, c. 7, Sch. II (1991, c. 49), s. 107, applicable to 1986 et 
seq. 
Definitions [s. 127.55]: “employee life and health trust” — 144.1(2), 248(1); “indi- 
vidual” — 248(1); “mutual fund trust’ — 132(6); “prescribed” — 248(1); “related seg- 
regated fund trust” — 138.1(1)(a); “taxation year” — 249; “trust” — 104(1), 248(1), 
(3). 
Regulations: 4802(1.1) (will be prescribed master trust for 127.55(f)(iii)). 


Interpretation Bulletins [s. 127.55]: IT-326R3: Retums of deceased persons as 
“another person”’. 


DIVISION F — SPECIAL RULES APPLICABLE IN 
CERTAIN CIRCUMSTANCES 


Bankruptcies 


128. (1) Where corporation bankrupt — Where a corporation 
has become a bankrupt, the following rules are applicable: 


(a) the trustee in bankruptcy shall be deemed to be the agent of 
the bankrupt for all purposes of this Act; 


(b) the estate of the bankrupt shall be deemed not to be a trust or 
an estate for the purposes of this Act; 


(c) the income and the taxable income of the corporation for any 
taxation year of the corporation during which it was a bankrupt 
and for any subsequent year shall be calculated as if 


(1) the property of the bankrupt did not pass to and vest in the 
trustee in bankruptcy on the bankruptcy order being made or 
the assignment filed but remained vested in the bankrupt, and 


(ii) any dealing in the estate of the bankrupt or any act per- 
formed in the carrying on of the business of the bankrupt es- 
tate by the trustee was done as agent on behalf of the bank- 
rupt and any income of the trustee from such dealing or 
carrying on is income of the bankrupt and not of the trustee; 


(d) a taxation year of the corporation shall be deemed to have 


commenced on the day the corporation became a bankrupt and a | 


taxation year of the corporation that would otherwise have en- 
ded after the corporation became a bankrupt shall be deemed to 
have ended on the day immediately before the day on which the 
corporation became a bankrupt; 


(e) where, in the case of any taxation year of the corporation 
ending during the period the corporation is a bankrupt, the cor- 
poration fails to pay any tax payable by the corporation under 


S. 128(2)(c)(ii) 


this Act for any such year, the corporation and the trustee in 
bankruptcy are jointly and severally liable’ to pay the tax, bees 
that 


ay 
ey 


(i) the trustee is only liable to the extent of the property of 
the bankrupt in the trustee’s possession, and 


(ii) payment by either of them shall discharge the joint 
obligation; 


Royal. Ascent 
Technical Notes (July 2010): See under 12(4). 


(f) in the case of any taxation year of the corporation ending 
during the period the corporation is a bankrupt, the corporation 
shall be deemed not to be associated with any other corporation 
in the year; and 


(g) where an absolute order of discharge is granted in respect of 
the corporation, for the purposes of section 111 any loss of the 
corporation for any taxation year preceding the year in which the 
order of discharge was granted is not deductible by the corpora- 
tion in computing its. taxable income for the;taxation year of the 
corporation in which the order was granted or any subsequent 
year. ’ 
Related Provisions: 30( INGE — Business investment’ loss on debt of bank- 
rupt corporation; 50(1) — Capital loss.on debts and. shares: of: bankrupt corporation; 
56.3 — No debt forgiveness reserve. inclusion while corporation bankrupt; 80(1)“for- 
given amount’B(i) — Debt forgiveness rules do not apply; 129(1.1) — No dividend re- 
fund on dividend paid to bankrupt CORRE corporation; 227(5) — Amount in trust 
not part of estate. 


History: Subpara. 128(1)(c)G) amended by 2004, c. 25, subsec. 201(1) to replace “re- 
ceiving order” ‘with “bankruptcy order”, in force December 15, 2004. 


Regulations: 206(2) (information return). 


Interpretation Bulletins: IT-179R: Change of fiscal period (to be revised re bank- 
rupt corporations — see I.T. Technical News No. 8); IT-206R: Separate businesses. 


1.T..Technical News: 8 (bankrupt corporation — change of fiscal period). 


CRA Audit Manual: 8.4.10: Analyzing risk and the potential for collection of assess- 
ment/reassessment [whether to, audit a bankrupt company]; 29.5.8: Loss .carryovers — 
loss carryover bankruptcy. 


(2) Where individual bankrupt — Where an individual has be- 
come a bankrupt, the following rules are applicable: 


(a) the trustee in bankruptcy shall be deemed to be the agent of 
the bankrupt for all purposes of this Act; 


(b) the estate of the bankrupt shall be deemed not to be a trust or 
an estate for the purposes of this Act; 


(c) the income and the taxable income of the individual for any 
taxation year during which the individual was a bankrupt and for 
any subsequent year shall be calculated as if 


(i) the property of the bankrupt did not pass to and vest in the 
trustee in bankruptcy on the bankruptcy order being made or 
the assignment filed but remained vested in the bankrupt, and 


(ii) any dealing in the estate of the bankrupt or any act per- 
formed in the carrying on of the business of the bankrupt es- 
tate by the trustee was done as agent on behalf of the bank- 
rupt and any income of the trustee from such dealing or 
carrying on is income of the bankrupt and not of the trustee; 
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(d) except for the purposes of subsections 146(1), 146.01(4) and 
146.02(4) and Part X.1, 


(i) a taxation year of the individual is deemed to have begun 
at the beginning of the day on which the individual became a 
bankrupt, and 


(ii) the individual’s last taxation year that began before that 
day is deemed to have ended immediately before that day; 


(d.1) where, by reason of paragraph (d), a taxation year of the 
individual is not a calendar year, 


(i) paragraph 146(5)(b) shall, for the purpose of the applica- 
tion of subsection 146(5) to the taxation year, be read as 
follows: 


“(b) the amount, if any, by which 


(i) the taxpayer’s RRSP deduction limit for the par- 
ticular calendar year in which the taxation year ends 


exceeds 


(ii) the total of the amounts deducted under this sub- 
section and subsection (5.1) in computing the tax- 
payer’s income for any preceding taxation year that 
ends in the particular calendar year.”, 


and 


(ii) paragraph 146(5.1)(b) shall, for the purpose of the appli- 
cation of subsection 146(5.1) to the taxation year, be read as 
follows: 


“(b) the amount, if any, by which 


(i) the taxpayer’s RRSP deduction limit for the par- 
ticular calendar year in which the taxation year ends 


exceeds 


(ii) the total of the amount deducted under subsec- 
tion (5) in computing the taxpayer’s income for the 
year and the amounts deducted under this subsection 
and subsection (5) in computing the taxpayer’s in- 
come for any preceding taxation year that ends in the 
particular calendar year.”; 


(d.2) where, by reason of paragraph (d), the individual has two 
taxation years ending in a calendar year, each amount deducted 
in computing the individual’s income for either of the taxation 
years shall be deemed, for the purposes of the definition “unused 
RRSP deduction room” in subsection 146(1) and Part X.1, to 
have been deducted in computing the individual’s income for 
the calendar year; 


(e) where the individual was a bankrupt at any time in a calendar 
year the trustee shall, within 90 days from the end of the year, 
file a return with the Minister, in prescribed form, on behalf of 
the individual of the individual’s income for any taxation year 
occurring in the calendar year computed as if 


(i) the only income of the individual for that taxation year 
was the income for the year, if any, arising from dealings in 
the estate of the bankrupt or acts performed in the carrying 
on of the business of the bankrupt by the trustee, 


(ii) in computing the individual’s taxable income for that tax- 
ation year, no deduction were permitted by Division C, other 
than 


(A) an amount under any of paragraphs 110(1)(d) to (d.3) 
and section 110.6 to the extent that the amount is in re- 
spect of an amount included in income under subpara- 
graph (i) for that taxation year, and 


(B) an amount under section 111 to the extent that the 
amount was in respect of a loss of the individual for any 
taxation year that ended before the individual was dis- 
charged absolutely from bankruptcy, and 


(iii) in computing the individual’s tax payable under this Part 
for that taxation year, no deduction were allowed 


(A) under any of sections 118 to 118.05, 118.2, 118.3, 
118.5, 118.6, 118.8 and 118.9, 
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(B) under section 118.1 with respect to a gift made by the 
individual on or after the day the individual became 
bankrupt, 

(B.1) under section 118.62 with respect to interest paid on 
or after the day on which the individual became bankrupt, 
and 

(C) under subsection 127(5) with respect to an expendi- 
ture incurred or property acquired by the individual in any 
taxation year that ends after the individual was discharged 
absolutely from bankruptcy, 


and the trustee is liable to pay any tax so determined for that 
taxation year; 


(f) notwithstanding paragraph (e), the individual shall file a sep- 
arate return of the individual’s income for any taxation year dur- 
ing which the individual was a bankrupt, computed as if 


(i) the income required to be reported in respect of the year 
by the trustee under paragraph (e) was not the income of the 
individual, 
(ii) in computing income, the individual was not entitled to 
deduct any loss sustained by the trustee in the year in dealing 
with the estate of the bankrupt or in carrying on the business 
of the bankrupt, 


(iii) in computing the individual’s taxable income for the 

éar, no amount were deductible under any of paragraphs 
110(1)(d) to (d.3) and section 110.6 in respect of an amount 
included in income under subparagraph (e)(i), and no amount 
were deductible under section 111, and 


(iv) in computing the individual’s tax payable under this Part 
for the year, no amount were deductible under 


(A) section 118.1 in respect of a gift made before the day 
on which the individual became bankrupt, 


(B) section 118.62 in respect of interest paid before the 
day on which the individual became bankrupt, or 


(C) section 118.61 or 120.2 or subsection 127(5), 


and the individual is liable to pay any tax so determined for that 
taxation year; 

(g) notwithstanding subparagraphs (e)(ii) and (iii) and (f)(iii) 
and (iv), where at any time an individual was discharged abso- 
lutely from bankruptcy, 


(i) in computing the individual’s taxable income for any tax- 
ation year that ends after that time, no amount shall be de- 
ducted under section 111 in respect of losses for taxation 
years that ended before. that time, 


(ii) in computing the individual’s tax payable under this Part 
for any taxation year that ends after that time, 


(A) no amount shall be deducted under section 118.61 or 
120.2 in respect of an amount for any taxation year that 
ended. before that time, 


(B) no amount shall be deducted under section 118. 1 in 
respect of a gift made before the individual became 
bankrupt, 
(B.1) no amount shall be deducted under section 118.62 
in respect of interest paid before the day on which the in- 
dividual became bankrupt, and 
(C) no amount shall be deducted under subsection 127(5) 
in respect of an expenditure incurred or a property ac- 
quired by the individual in any taxation year that ended 
before that time, and 
(iii) the individual’s unused tuition and education tax credits 
at the end of the last taxation year that ended before. that time 
is deemed to be nil; 


Proposed Amendment — 128(2)(g)(iii) 
- (iit) the individual’s unused tuition, textbook and education 
tax credits at the end of the last taxation Sees ihe nei 


. before that time is deemed to be nil; . élisi aousiIog 
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i) aie in a taxation year commencing after an order of dis- 
charge has been granted in respect of the individual, the trustee 
deals in the estate of the individual who was a bankrupt or per- 

- forms any act in the carrying on of the business of the indivi- 
dual, paragraphs (e), (f) and (g) shall apply as if ip individual 
were a bankrupt in the year; and ' 


(i) the portion of the individual’s non- capital loss for a particular | 


taxation year in which paragraph (e) applied in respect of the 
individual and any preceding taxation year that does not exceed 
the lesser of 


(i) the amount of the individual’s allowable business invest- 
ment losses for the particular taxation year, and 


(ii) any portion of the individual’s non-capital loss for that 
particular year that was not deducted in computing the indi- 
vidual’s taxable income for any taxation year in which para- 
graph (e) applied in respect of the individual or any preced- 
ing taxation year, 


shall, for the purpose of determining the individual’s cumulative 
gains limit under section 110.6 for taxation years following the 
taxation year in which paragraph (e) was last applicable in re- 
spect of the individual, be deemed not to have been an allowable 
business investment loss. 


Related Provisions: 56.2, 56.3 — No debt forgiveness reserve inclusion while, indi- 
vidual bankrupt; 80(1)“forgiven amount’B(i) — Debt forgiveness rules do not apply; 
118.95 — Credits allowed on return filed by bankrupt individual; 120.2(4)(a) — No 
minimum tax carryover on individual’s return under 128(2)(f); 122.5(7) — GST credit 
for year of bankruptcy; 122.61(3.1)— Child Tax Benefit for year of bankruptcy; 
122.7(11) — Effect of bankruptcy. on Working Income Tax Benefit; 127.1(1)(a) — No 
refundable investment tax credit on individual’s return under 128(2)(f); 127.55 — Min- 
imum tax not applicable; 150(3) — Trustee in bankruptcy required to file, return; 
227(5) — Amount in trust not part of estate; Reg. 2701(2) — — Calculation of group term 
life insurance benefit where individual bankrupt. 


History: Cl. 128(2)(e)Gii)(A) amended by 2009, c. 31,'s. 15, applicable to 2009 et seq. 
It formerly read: 


(A) under section 118, 118.01, 118.02, 118.03, 118.2, 118.3, 118.5, 118.6, 118.8 
or 118.9, 


Cl. 128(2)(e)(iii)(A) amended by adding “118.02, 118.03,” after “118.01,”, by 2007, c. 
2, s. 36, applicable to 2006 et seg. except that, in its application to the 2006 taxation 
year, the cl. is to be read without its reference to s. 118.03. 


Cl. 128(2)(e)(iii)(A) amended by adding “118.01,” after “118,”, by 2006,'c. 4, s. 78, 
applicable to 2005 et seq. 


Subpara.. 128(2)(c)(i) amended by 2004, c. 25, subsec. 201(2) to. replace “receiving 
order” with “bankruptcy order”, in force December 15, 2004. 


Cl. 128(2)(e)(ii)(A) amended by 2001, c. 17, subsec. 122(1), applicable to 2000 et seq. 
The cl. formerly read: 


(A) an amount under paragraph 110(1)(d), (d.1), (d.2) or (d.3) or section 110.6 to 
the extent that the amount isin respect of an amount included in income under 
subparagraph (i) for that taxation year, and 


Subpara. 128(2)(f)(iii):amended by the'said c. 17, subsec: 122(2), spplibanle to 2000 et 
seq. The subpara. formerly read: 


(iii) in computing the individual’s taxable income for the year, no amount were 
deductible under paragraph 110(1)(d), (d.1), (d.2) or (d.3) or section 110.6 in 
respect of an amount: included in income under subparagraph (e)(i), and no 
amount were deductible under section 111, and 


Para: 128(2)(d) and subpara. (f)(iv) amended by 1999, c. 22, subsecs. 51(1) and (3), 
para. (d) applicable to.1999 et seg., and subpara: (f)(iv) applicable to bankruptcies that 
occur after 1997. Cls. 128(2)(e)(iii)(B.1) and (g)(ii)(B.1) added by the said c. 22, sub- 
secs, 51(2), and (4), applicable to bankruptcies that occur after 1997. The para. and 
subpara. formerly read: 


(d) except for the purposes of subsections 146(1) and 146.01(4), (9) and (10) and 
Part X:1, a taxation year of the individual shall be deemed to have begun on the 
day in the calendar year on which ithe individual became a bankrupt and the 
individual’s taxation year that would otherwise have ended on the last day of that 
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calendar year shall be deemed to have ended on the day immediately before the 
day the individual became a bankrupt; 


(iv) in computing the individual’s tax payable under this Part for the year, no 
amount were deductible under ‘section 118.1 in: respect of a gift made before the 
day the individual became bankrupt or under section 118.61 or 120.2 or subsec- 
tion 127(5), 


The portion of para. 128(2)(e) after subpara. (i), the portion of para. 128(2)(f) abit 
subpara. (ii), and para. 128(2)(g), amended. by 1998, c: 19, subsecs. 152(1)—(3), appli- 
cable to bankruptcies that occur after April 26, 1995 except that, in applying subsec. 
128(2), as amended, to taxation years that ended before 1997, 


(a) cl. 128(2)(e)Gii)(A) shall be read without reference to “118.61”; 

(b) subpara. 128(2)(f(iv) shall be read without reference to “118.61 or’; 
(c) cl. 128(2)(g)(i)(A) shall be read without reference to “118.61 or’; and 
(d) para. 128(2)(g) shall be read without reference to subparagraph (iii). 


Those portions and para. (g) formerly read: 


(ii) in computing taxable income, the individual was not entitled to any de- 
duction permitted by Division C for that taxation year except any deduction 
permitted by section 111, and 


(iii) in computing the tax payable undér this Part by the individual, the indi- 
vidual was not entitled to deduct any amount under-any of sections 118 to 
118.3, 118:5, 118.6, 118.8 and 118.9, 


and the trustee is liable to pay any tax payable under this Part by the individual 
in respect of that taxable income for that taxation year; , - : 


(iii) in computing taxable income, the individual was not entitled to any de- 
duction under section 111 with respect to any losses fora previous taxation 
year, 


and the individual is liable to’ pay any tax payable under this Part'by the indivi- 
dual in respect of that taxable income for the taxation year; 


(g) where’ an absolute order of discharge is granted in respect of the individual, 
for'the purpose of section 111/any loss of the individual for a taxation year pre- 
ceding the year \in which the order of discharge was granted is not deductible by 
the individual in computing the individual’s taxable income for the taxation year 
in which the order was granted or any subsequent year; 


Para. 128(2)(d) amended by 1994, c. 8, s. 18, applicable to 1993 et seq. Para. (d) for- 
merly read: 


(d) except for the purposes of subsections 146(1) and 146.01(4) and (9) and Part 
X.1, a taxation year of the individual shall be deemed to have begun on the day 
in the calendar year.on which the individual became a bankrupt.and the indivi- 
dual’s taxation year that would otherwise have ended on the last day of that cal- 
endar year shall be deemed to have ended on the day immediately before the day 
the individual. became a-bankrupt; 


Para. 128(2)(d) amended by 1994, c/ 7, Sch. VII (1993, c. 24), s. 72, applicable to 
1992 et seq. Para. (2)(d) formerly read: 


(d) except for the purposes of subsection 146(1) and Part X.1, a taxation year of 
the individual shall be deemed to have commenced on the day in the calendar 
year on which ‘the individual became a bankrupt and the individual’s taxation 
year that would otherwise have ended on the last day of that calendar year shall 
be deemed to have, ended on the day immediately before the day on which the 
individual became a bankrupt; 


Selected Cases [subsec. 128(2)]: Marchessault y. R., [2008] 3,C.T.C. 319 (FCA); 
rev’g [2006] 5 C. T. C 2481 (TCC) (Definition was “imported” but interpretation was to 
be based on Act). 


Regulations: 206(2) (information return). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-179R: Change of fiscal period; IT-206R: Separate businesses; IT-415R2: 
Deregistration of registered retirement ‘savings plans sa artes TT-513R: Personal tax 
credits. 


CRA Audit Manual: 29.5.8: Loss carryovers — loss carryover bankruptcy. 


(3) [Repealed] 


History: Subsec. 128(3) repealed by 1998, c. 19, subsec. 152(4), applicable to bank- 
ruptcies that occur after April 26, 1995. Subsec. 128(3) formerly read: 


(3) Definitions of “bankrupt” and “estate of the: bankrupt” — In. this section, 
“bankrupt” and “estate of the bankrupt” have the meanings assigned by the 
Bankruptcy and Insolvency Act. 


Subsec. 128(3) amended by 1994, c. 7, Sch. V (1992, ¢.'27), para. 90(1)(q), to substi- 
tute “Bankruptcy and Insolvency Act’ for “Bankruptcy Act’, in force November 30, 
1992. 
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“Bankrupt”: S. 2 of the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3 (as 
amended) defines “bankrupt” as follows: 


“bankrupt” means a person who has made an assignment or against whom a 

bankruptcy order has been made or the legal status of that person; 
“estate of the bankrupt” per se is not defined therein. 
Definitions [s. 128]: “allowable business investment loss” — 38(c), 248(1); 
“amount” — 248(1); ‘“‘associated” — 128(1)(f), 256; “bankrupt” — 248(1); “busi- 
ness” — 248(1); “calendar year” — Interpretation Act 37(1)(a); “capital gain’, “capital 
loss” — 39(1), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “estate of the 
bankrupt” — 248(1); “individual”, “Minister” — 248(1); “non-capital loss” — 111(8), 
248(1); “prescribed”, “property” — 248(1); “RRSP deduction limit” — 146(1), 248(1); 
“tax payable” — 248(2); “taxable income” — 2(2), 248(1); “taxation year” — 
128(2)(d), 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “unused RRSP de- 
duction room” — 146(1); “unused tuition, textbook and education tax credits” — 
118.61(1) [technically does not apply to s. 128]. 


Changes in Residence 


128.1 (1) Immigration — For the purposes of this Act, where at a 
particular time a taxpayer becomes resident in Canada, 


(a) year-end, fiscal period — where the taxpayer is a corpo- 
ration or a trust, 


(i) the taxpayer’s taxation year that would otherwise include 
the particular time shall be deemed to have ended immedi- 
ately before the particular time and a new taxation year of the 
taxpayer shall be deemed to have begun at the particular 
time, and 


(ii) for the purpose of determining the taxpayer’s fiscal pe- 
riod after the particular time, the taxpayer shall be deemed 
not to have established a fiscal period before the particular 
time; 
(b) deemed disposition — the taxpayer is deemed to have 
disposed, at the time (in this subsection referred to as the “time 
of disposition’) that is immediately before the time that is imme- 
diately before the particular time, of each property owned by the 
taxpayer, other than, if the taxpayer is an individual, 


(i) property that is a taxable Canadian property, 


(ii) property that is described in the inventory of a business 
carried on by the taxpayer in Canada at the time of 
disposition, 

(iii) eligible capital property in respect of a business carried 
on by the taxpayer in Canada at the time of disposition, and 


(iv) an excluded right or interest of the taxpayer (other than 
an interest in a non-resident testamentary trust that was never 
acquired for consideration), 


(v) [Repealed] 


for proceeds equal to its fair market value at the time of 
disposition; 


(c) deemed acquisition — the taxpayer shall be deemed to 
have acquired at the particular time each property deemed by 
paragraph (b) to have been disposed of by the taxpayer, at a cost 
equal to the proceeds of disposition of the property; 


(c.1) deemed dividend to immigrating corporation — if 
the taxpayer is a particular corporation that immediately before 
the time of disposition owned a share of the capital stock of an- 
other corporation resident in Canada, a dividend is deemed to 
have been paid by the other corporation, and received by the 
particular corporation, immediately before the time of disposi- 
tion, equal to the amount, if any, by which the fair market value 
of the share immediately before the time of disposition exceeds 
the total of 


(i) the paid-up capital in respect of the share immediately 
before the time of disposition, and 


(ii) if the share immediately before the time of disposition 
was taxable Canadian property that is not treaty-protected 
property, the amount by which, at the time of disposition, the 
fair market value of the share exceeds its cost amount; 
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(c.2) deemed dividend to shareholder of immigrating 
corporation — if the taxpayer is a corporation and an amount 
has been added to the paid-up capital in respect of a class of 
shares of the corporation’s capital stock because of paragraph 
(2)(b), 
(i) the corporation is deemed to have paid, immediately 
before the time of disposition, a dividend on the issued 
shares of the class equal to the amount of the paid-up capital 
adjustment in respect of the class, and 


(ii) a dividend is deemed to have been received, immediately 
before the time of disposition, by each person (other than a 
person in respect of whom the corporation is a foreign affili- 
ate) who held any of the issued shares of the class equal to 
that proportion of the dividend so deemed to have been paid 
that the number of shares of the class held by the person im- 
mediately before the time of disposition is of the number of 
issued shares of the class outstanding immediately before the 
time of disposition; and 


(d) foreign affiliate — where the taxpayer was, immediately 
before the particular time, a foreign affiliate of another taxpayer 
that is resident in Canada, 


(i) the affiliate shall be deemed to have been a controlled for- 
eign affiliate (within the meaning assigned by subsection 
95(1)) of the other taxpayer immediately before the particular 
time, and 


(ii) such amount as is prescribed shall be included in the for- 
eign accrual property income (within the meaning assigned 
by subsection 95(1)) of the affiliate for its taxation year end- 
ing immediately before the particular time. 


Related Provisions: 44(2)(d) — Exchanges of property; 52(8) — Cost of corpora- 
tion’s shares on its becoming resident in Canada; 53(1)(b.1) — Addition to ACB for 
deemed dividend under 128.1(1)(c.2); 53(4) — Effect on ACB of share, partnership 
interest or trust interest; 54“superficial loss”(c) — Superficial loss rule does not apply; 
66(4.3) — Foreign exploration and development expenses on becoming resident; 
66.21(5) — Foreign resource expenses on becoming resident; 70(5.3)— Value of 
shares of corporation holding life insurance policy; 84(7) — When deemed dividend 
payable; 93.1(1) — Where shares are owned by partnership — effect on foreign affili- 
ate definition; 94(3)(c), 94(4)(d), 128.1(1.1) [proposed] — Deemed residence of non- 
resident trust does not apply for purposes of determining whether trust ceases to be 
resident; 96(8) — Cost of properties of partnership when partner becomes resident in 
Canada; 106(1.1)(b) — Deemed cost of income interest in trust; 107(1.1)(b)(ii) — 
Deemed cost of income interest in trust; 114 — Individual resident during only part of 
year; 139.1(5)— Value of ownership rights in insurer during demutualization; 
215(1.1) — Limitation on requirement to withhold tax on deemed dividend under 
128.1(1)(c.1); Reg. 808(1.1) — Investment allowance for branch tax deemed nil before 
immigration. 


History: Subpara. 128.1(1)(b)(i) amended by 2001, c. 17, subsec. 123(1), applicable to 
changes in residence that occur after October 1, 1996. The subpara. formerly read: 


(i) property that would be taxable Canadian property if the taxpayer had been 
resident in Canada at no time in the taxpayer’s last taxation year that began 
before the particular time, 


Subpara. 128.1(1)(b)(iv) amended and subpara. (v) repealed by the said c. 17, subsec. 
123(2), applicable to changes in residence that occur after October 1, 1996. The sub- 
paras. formerly read: 


(iv) property in respect of which the taxpayer elected under paragraph 48(1)(c), 
as it read in its application before 1993, or subparagraph (4)(b)(iv) in respect of 
the last preceding time the taxpayer ceased to be resident in Canada, and 


(v) a right to acquire shares of the capital stock of a corporation where section 7 
would apply if the taxpayer disposed of the right to a person with whom the 
taxpayer was dealing at arm’s length, 


The opening words of para. 128.1(1)(b) amended, paras. 128.1(1)(c.1) and (c.2) added, 
by 1999, c. 22, subsecs. 52(1), (2), applicable to corporations that become resident in 
Canada after February 23, 1998. The opening words formerly read: 


(b) the taxpayer shall be deemed to have disposed, at the time (in this subsection 
referred to as the “time of disposition’’) that is immediately before the time that 
is immediately before the particular time, of each property owned by the tax- 
payer, other than 


Subsec. 128.1(1) enacted by 1994, c. 21, s. 62, applicable after 1992 except that where 
a corporation elects in accordance with para. 111(4)(a) of 1994, c. 21 (i.e., elects before 
the end of December 1994 for new subsec. 250(5.1) to apply in respect of a continu- 
ance before 1993), the section applies to the corporation from the time at which the 
corporation was first granted articles of continuation (or similar constitutional docu- 
ments) in any jurisdiction. : 
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Regulations: 5907(13) (prescribed amount of FAPI; expected to: be amended to apply 


to 128.1(1)(d)(ii)). 


1.T. Application Rules: 26(10) (ITAR 26 does not apply to property owned since 


before 1972). 


Interpretation Bulletins: IT-221R3: Determination of an individual’s residence sta 
tus; IT-259R4: Exchanges of property; IT- ZUERE: Losses of non-residents and part 
year residents. 

CRA Audit Manual: 15.4.4: Immigration — becoming resident in Canada. 


Forms: NR74: Determination of residency status (entering Canada). 
, : Proposed Addition - — 128 1(1. Ay 


a. 1) ‘Trusts ‘subject to subsec. 94(3) J Pabiptnpl (yb) 
‘does not apply, a ata time in a particular taxation year of a trust, to 
the trust if the trust is resident in Canada for the partic 


year for the’ purpose OL computing its income 


Application: The August 27, 2010 draft legislation (Part | 
13, will add subsec. 128. 1d. ak applicable to trast taxation years ‘that end after 2006, 
and to each earlier taxation year of a trust to whic su 
applies, . 
Technical Notes (sok 10, 2010): Aubeaon | 8. 1(1) sets 0 ales that apes 


where a taxpayer becomes resident in Canada. Paragraph 128. 1(1)(b) treats a tax- 


payer who becomes resident in Canada as having. disposed of the taxpayer’s pro- 

perty, with certain exceptions, for proceeds equal to the property’ s fair market value, 
New subsection 128. 1(1.1) identifies a set of ci 
-128.1(1)(b) does not apply to a taxpayer that is a trust. ~ 
‘Under subsection 128.1(1. 1), paragraph 128.1(1)(b) will not give at a time in a 
particular taxation year of a trust, to the trust if the trust is resident in Canada because ‘ 
of new paragraph ey for a particu : axation year for the - purpose 
ing its income. = 


This rule applies to ensure thie a fecea aisposition does not occur Piolely hbeebuse 


the basis for a trust’s residency in Canada changes from paragraph 94(3)(a) to some 
other basis (e.g., because the non-resident trustee of a trust is or wah a Cana- : 


dian-resident trustee). 


each earlier taxation Vee of a trust to w ch subsection 94(3) applies (because of a . 


valid election by the trust under the coming-into-force provision for new ‘section 94). 


The following shat summarizes the. pone peovesone and their effects that at apply - 


to. 
beneficiary. yy y 
hanes. in status . Applicable _ | Tax consequences 
| Provisions __ Uae ia. . 
| Paragraph — : ae paragraph 4a) provide . 
-94(4)(d) and‘ |_ that a tre hat is otherwise deemed. resi- 
transitional - dent under subsection 94(3) is not consid- 
paragraph ered resident in Canada for the purpose 
6(2)(k) of the | of applying subsecti 
legislative pro- | ing-into-force rules i 
posals released | of these proposals suspend the application 
on August 27, of paragraph 94(4)(d), As a result, a trust, 
| 2010... ; .|..which.is.deemed resident for 2006 under 
yo : paragraph 94(1)(c), and med resident 
for 2007 under new sub ion 94(3), will 
“not be subject to the application of either 
subsections 128.1(1) or (4) as a result of 
the introduction of these rules. As a re- 
sult, the trust is not deemed to dispose of 
Lo any of its property at. the end of 2006. 
A trust that is non- | Paragraphs _ Paragraph 128.1(1) does not apply at the 
resident for 2011 | 94(3)(c) and —_—|_ end of 2011 because of the application af 
is deemed resident | 94(4)(d). =|: new paragraph 94(4)(d). However, the 
| trust is deemed to have disposed of each 
of its properties (other than the properties 
described in subparagraphs 128. 11D)(b)G) 
to Gv)) ee reason a new y peraereeh 
94G)(c). 
A trust is deemed | Paragraphs — As a result of the application of new ‘par- 
resident by reason | 94(4)(d) and > agraph 94(4)(d), the conditions in subsec- 


128. 1(1)fa), 
and subsection 
128.1(1.1). 


tion 128.1(1) are met and the trust is 
deemed to have a taxation year-end i im- 
mediately before the change in residency. 

- However, new subsection 128.1(1.1) sus- 
pends the deemed disposition that would 
otherwise occur by operation of para- 
graph 128.1(1)(b). 


of new subsection 


ar taxation” 


RTs and FIRS), § Ss. 


Cc Oe as 5 fens, ; 


instaice ‘in wien paras 


Provisions 


u semen -sub- 


with non-resident ee 
trustees on oe : 
21, cor - 


of new “subs ction 
'94(3) for 2011. On 
August 21, 2012, — 
ithe trust ceases to. 
haye any resident _ 
contributors Or fr 

ident beneficiaries. 


An exempt foreign | 
trust that has a 
resident contribu- — 
tor ceases to be an 
exempt foreign 
trust on August _ 
Zi. 2011. : 


paragraphs _ 


Subsection 
94(6). 


A non-resident 
trust that is 
deemed resident — 
under new subsec- _ 
tion 94(3) becomes _ 
an exempt foreign 
trust on August 
21,201, 


a - Applicable 5 


94(4)(e) and 
314) = 


| mediately before the change in residency, 


4 V8: 14) immediately laa the change 


Subsection Bales 
946), and 


4 Oto vand «4 
94d). 


S. 128.1(2)(a) 
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Asa result oft the. ate of new par- 
agraph 94(4)(e), the onditions i in subsec- 
tion 128.1(4) are met. The trust is 
deemed to have a taxation year-end im- 


and is deemed to have disposed of the 
properties described in subsection 


in residency. 


: Because of the application of new para- 


graph 94(5), the trust is deemed to have a 


taxation year-end immediately before it 


ceases to have any resident contributors 
or resident beneficiaries. The determina- 


| ton of whether the trust ceases to be res- 
_| ident under subsection 128.1(4) is made 

without reference to new subsection 94(3) 
“because of the application of paragraph 
94(4)(e). However, new subsection 94(5) 
'| deems the trust to have ceased to be resi- 
| dent at the earliest time at which there is 

“no resident contributor or resident benefi- 
| ciary. As a result, paragraph 128.1(4)(b) 


applies to deem the trust to have disposed 


| of the properties described in subsection — 


128.1(4) immediately before the Sena 


ip povidone. 


As a result of ceasing to be an exempt 


foreign trust, new subsection 94(6) ap- 


| plies to deem the trust to have a taxation 
year-end immediately before its change in 
_ status. In addition, new paragraph | ) 
| 94(3)(c) applies to deem the trust to have 
|. disposed of each of its properties (other 
_| than the properties described in subpara- 
graphs 128. 1)6)@)_ to (iv)) immediately 
before it ceases to be an exempt foreign 


trust. Subsection 128.1(1) does not apply 
because of the application of new para- 
ase 944d). 


As a result of becoming an exempt for- 
eign trust, new subsection 94(6) applies 


16 deem the trust to have a taxation year- 


end immediately before its change in sta- 


Fo additional detail on puiecaphs 04(3)(6), 94(4)¢d) and (e), anid aubicertiGnd 94(5) 
and (6), sce the commentary on those provisions. 


Related Provisions: 94(4)(c) — Deemed residence of sae trust does not 
apply for purposes of determining whether trust ceases to be resident. 


(2) Paid-up capital adjustment — If a corporation becomes res- 


by the formula 


where 


ident in Canada at a particular time, 


(a) for the, purposes of subsection (1) and. this subsection, the 
“paid-up capital. adjustment” in respect ofa particular class of 
shares of the corporation’s capital stock in respect of that acqui- 
sition of residence is the positive or negative amount determined 


(A x B/C) =D 


A is the amount, if any, by which 


(i) the total ofall amounts each of which is an amount 
deemed by paragraph (1)(c) to be the cost to the corpora- 
tion of property deemed under that paragraph to have 
been acquired by the corporation at the particular time 


exceeds 


(ii) the total of all amounts each of which is the amount of 
a debt owing by the corporation, or any other obligation 
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of the corporation to pay an amount, that is outstanding at 
the particular time, 


B is the fair market value at the particular time of all of the 
shares of the particular class, 


C_ is the total of all amounts each of which is the fair market 
value at the particular time of all of the shares of a class of 
shares of the corporation’s capital stock, and 


D_ is the paid-up capital at the particular time, determined with- 
out reference to this subsection, in respect of the particular 
class; and 


(b) for the purposes of this Act, in computing the paid-up capital 
in respect of a class of shares of the corporation’s capital stock 
at any time after the particular time and before the time, if any, 
at which the corporation next becomes resident in Canada, there 
shall be 


(i) added the amount of the paid-up capital adjustment in re- 
spect of the particular class, if that amount is positive and the 
corporation so elects for all such classes in respect of that 
acquisition of residence by notifying the Minister in writing 
within 90 days after the particular time, and 


(ii) deducted, if the amount of the paid-up capital adjustment 
in respect of the particular class is negative, the absolute 
value of that amount. 


Related Provisions: 128.1(1)(c.2)— Deemed dividend to shareholder of immigrat- 
ing corporation; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 128.1(2) amended by 1999, c. 22, subsec. 52(3), applicable to corpo- 
rations that become resident in Canada after February 23, 1998, except that an election 
made under subpara. 128.1(2)(b)(i), as amended, is deemed to have been made in a 
timely manner if it is made by the corporation, with the consent of all who were share- 
holders of the corporation immediately before the time of disposition (within the mean- 
ing assigned by para. 128.1(1)(b)), before April 1, 1999. The subsec. formerly read: 


(2) |ldem — paid-up capital — For the purposes of this Act, where at a particu- 
lar time a corporation becomes resident in Canada, in computing the paid-up 
capital at any time after the particular time in respect of a particular class of 
shares of the capital stock of the corporation, there shall be deducted the amount 
determined by the formula 


A 
—x(C-D) 
B 


where 


A is the paid-up capital, determined without reference to this subsection, of the 
particular class of shares. at the particular time; 


Bis the paid-up capital, determined without reference to this subsection, in 
respect of all of the shares of the corporation at the particular time; 


C is the total of 


(a) the paid-up capital, determined without reference to this subsection, 
in respect of all of the shares of the corporation at the particular time, 


(b) all amounts each of which is the amount of any debt owing by the 
corporation, or any other obligation of the corporation to pay an amount, 
that is outstanding at the particular time, and 


(c) any amount claimed under paragraph 219(1)(j) by the corporation for 
its last taxation year that began before the particular time; and 


D is the total of 


(a) all amounts each of which is deemed by paragraph (1)(c) to be the 
cost to the corporation of property (other than property described in par- 
agraph (d)) deemed under paragraph (1)(c) to have been acquired by the 
corporation at the particular time, 


(b) all amounts each of which is the cost amount to the corporation, 
immediately after the particular time, of property (other than a Canadian 
resource property or property described in paragraph (a) or (d)), 


(c) the total of 


(i) all Canadian exploration and development expenses incurred by 
the corporation before the particular time, except to the extent that 
those expenses were deducted in computing a taxpayer’s income for 
a taxation year that ended before the particular time, 


(ii) the corporation’s cumulative Canadian exploration expense at 
the particular time (within the meaning assigned by subsection 
66.1(6)), 


(ili) the corporation’s cumulative Canadian development expense at 
the particular time (within the meaning assigned by subsection 
66.2(5)), and 
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(iv) the corporation’s cumulative Canadian oil and gas property ex- 

pense at the particular time (within the meaning assigned by subsec- 

tion 66.4(5)), and 
(d) the total of all amounts each of which is the paid-up capital in re- 
spect of a share of the capital stock of another corporation resident in 
Canada and connected with the corporation (within the meaning that 
would be assigned by subsection 186(4) if the references therein to 
“payer corporation” and “particular corporation” were read as references 
to the other corporation and the corporation, respectively) immediately 
after the particular time, owned by the corporation at the particular time. 


Para. (c) of the description of C in subsec. 128.1(2) amended by 1998, c. 19, s. 153, 
applicable to taxation years that begin after 1995 except that, in its application to taxa- 
tion years that begin in 1996, the reference in para. (c) to “paragraph 219(1)(j)” shall be 
read as a reference to “paragraph 219(1)(h) as it read in its application to the 1995 
taxation year or paragraph 219(1)(j)”. Para. (c) formerly read: 
(c) any amount claimed under paragraph 219(1)(h) by the corporation for its last 
taxation year that began before the particular time; and 


Subsec. 128.1(2) enacted by 1994, c. 21, s. 62, applicable after 1992 except that where 
a corporation elects in accordance with para. 111(4)(a) of 1994, c. 21 (ce., elects before 
the end of December 1994 for new subsec. 250(5.1) to apply in respect of a continu- 
ance before 1993), the section applies to the corporation from the time at which the 
corporation was first granted articles of continuation (or similar constitutional docu- 
ments) in any jurisdiction. 


(3) Paid-up capital adjustment — In computing the paid-up 
capital at any time in respect of a class of shares of the corpora- 
tion’s capital stock, there shall be deducted an amount equal to the 
lesser of A and B, and added an amount equal to the lesser of A and 
C, where 


A is the absolute value of the difference between 


(a) the total of all amounts deemed by subsection 84(3), (4) 
or (4.1) to be a dividend on shares of the class paid before 
that time by the corporation, and 


(b) the total that would be determined under paragraph (a) if 
this Act were read without reference to subsection (2), 


Bis the total of all amounts required by subsection (2) to be added 
in computing the paid-up capital in respect of the class before 
that time, and 


C is the total of all amounts required by subsection (2) to be sub- 
tracted in computing the paid-up capital in respect of the class 
before that time. 


Related Provisions: 66(4.3) — Foreign exploration and development expenses on 
ceasing to be resident; 66.21(5) — Foreign resource expenses on ceasing to be resident. 


History: Subsec. 128.1(3) amended by 1999, c. 22, subsec. 52(3), applicable to corpo- 
rations that become resident in Canada after February 23, 1998. The subsec. formerly 
read: 


(3) Idem — In computing the paid-up capital at any time in respect of a class of 
shares of the capital stock of a corporation, there shall be added an amount equal 
to the lesser of 
(a) the amount, if any, by which 
(i) the total of all amounts deemed by subsection 84(3), (4) or (4.1) to be 
a dividend on shares of the class paid before that time by the corporation 
exceeds 


(ii) the total that would be determined under subparagraph (i) if this Act 
were read without reference to subsection (2), and 


(b) the total of all amounts required by subsection (2) to be deducted in com- 
puting the paid-up capital in respect of that class of shares before that time. 


Subsec. 128.1(3) enacted by 1994, c. 21, s. 62, applicable after 1992 except that where 
a corporation elects in accordance with para. 111(4)(a) of 1994, c. 21 (i.e., elects before 
the end of December 1994 for new subsec. 250(5.1) to apply in respect of a continu- 
ance before 1993), the section applies to the corporation from the time at which the 
corporation was first granted articles of continuation (or similar constitutional docu- 
ments) in any jurisdiction. 


(4) Emigration — For the purposes of this Act, where at any par- 
ticular time a taxpayer ceases to be resident in Canada, 


(a) year-end, fiscal period — where the taxpayer is a corpo- 
ration or a trust, 


(i) the taxpayer’s taxation year that would otherwise include 
the particular time shall be deemed to have ended immedi- 
ately before the particular time and a new taxation year of the 
taxpayer shall be deemed to have begun at the particular 
time, and : 
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(ii) for the purpose of determining the taxpayer’s fiscal pe- 
riod after the particular time, the taxpayer shall be deemed 
not to have established a fiscal period before the particular 
time; 


(a.1) fiscal period — if the taxpayer is an individual (other 
than a trust) and carries on a business at the particular time, oth- 
erwise than through a permanent dina coe (as defined by 
regulation) in: Canada, 


(i) the fiscal period of the business is deemed to have ended 
immediately before the particular time and a new fiscal pe- 
riod of the business is deemed to have begun at the particular 
time, and H 

(ii) for the purpose of determining the fiscal period of the 
business after the particular time, the taxpayer is deemed not 
to have established a fiscal period of the business before the 
particular time; 


(b) deemed disposition — the taxpayer is deemed to have 
disposed, at the. time, (in this paragraph and paragraph (d) re- 


ferred to as the “time of disposition’) that is immediately before — 


the time that is immediately, before the particular, time, of each 
property owned. by. the taxpayer other than, if the taxpayer is an 
individual, 


(i) real property situated in Canada, a Canadian resource pro- 
2 ora fe a resource A tidel ip 


(ii) pepiial property. used in, “SigibIE capital property in: re- 
spect of or property described in the inventory of, a business 
catried on by the taxpayer through a permanent establish- 
ment (as defined by regulation) in Canada at the particular 
time, 

(iii) an excluded right or interest of the taxpayer, 


(iv) if the taxpayer is not a trust and was not, during the 120- 
month period that ends at the particular time, resident in Can- 
ada for more than 60 months, property that was owned by the 
taxpayer at the time the taxpayer last became resident in Can- 
ada or that was acquired by the taxpayer by inheritance or 
bequest ‘after the taxpayer last became resident in Canada, 
and 


(v) any property in respect of which the taxpayer elects under 
paragraph (6)(a) for the taxation year that includes the first 
time, after the particular time, at which the taxpayer becomes 
resident in Canada, 


for proceeds equal to its fair market value at the time of disposi- 
tion, which proceeds are deemed to: have become. receivable and 
to have been received by the taxpayer at the time of disposition; 


(b.1) employee life and health trust — notwithstanding par- 
agraph (b), if the, taxpayer is or was at any, time an employee life 
and health trust, 


(i) the taxpayer is deemed 


(A) to have disposed, at the time (in this paragraph re- 
ferred to as the “time of disposition’’) that is immediately 
before the time that is immediately before the particular 
time, of each property owned by the taxpayer for pro- 
“ceeds equal to its fair market value at the time of disposi- 
tion, which proceeds are deemed to have become receiva- 
ble and to have been received by the taxpayer at the time 
of disposition, and 
(B) to have carried on a business at the time of disposi- 
tion, and 


(ii) each property of the taxpayer is deemed 


(A) to have been described in the inventory of the busi- 
ness*referred to in clause (i)(B), and 
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(B) to havea cost of nil at the time’ of disposition; 


(c) reacquisition — the taxpayer is deemed to have reac- 
quired, at the particular time, each property deemed by para- 
graph (b) or (b.1) to have been disposed of by the taxpayer, at a 
cost equal to the proceeds of disposition of the property; 


(d). individual — elective. disposition — notwithstanding 
paragraphs (b) to (c), if the taxpayer is an individual (other than 
a trust) and so elects in prescribed form and manner in respect of 
a property described in subparagraph (b)(i) or (ii), 


(i) the taxpayer is deemed to have disposed of the property at 
the time of disposition for proceeds equal to its fair-market 
value at that time and to have reacquired the property at the 
particular. time, at.a cost. equal to those proceeds, 


(i) the taxpayer’s income for the taxation year that includes 
the particular time is deemed to be the greater of 


(A) that income determined without reference. to this sub- 
paragraph, and 


(B) the lesser of 


(1) that income determined without reference to this 
subsection, and 


(II) that income determined without reference to sub- 
paragraph (i), and 


(iii) each of the taxpayer’s non-capital loss, net capital loss, 
restricted farm loss, farm loss and limited partnership loss for 
the taxation year that includes the particular time is deemed 
to be the lesser of 


(A) that amount determined without reference to this sub- 
paragraph, and 


(B) thé’ greater of 


(1) that amount determined without reference to this 
_..subsection, and 


(II) that amount determined without reference to sub- 
paragraph (i); and 


(d:1) employee CCPC stock option shares — if the tax- 
payer is deemed ‘by paragraph (b) to have disposed’ of a share 
that: was acquired before February 28, 2000 under circumstances 
to which subsection 7(1:1) applied, there shall be deducted from 
the taxpayer’s proceeds of disposition the amount that would, if 
section. 7. were read without reference: to, subsection 7(1.6), be 
added under paragraph 53(1)(Q) in computing the adjusted cost 
base to the taxpayer of. the share as a consequence of the deemed 
disposition. i jas 


(e), (f)- [Repealed] 


Related Provisions: 7(1.6) — Deemed disposition does not apply to stock option 
rules; 10(12) — Non-resident ceasing to use inventory — deemed disposition; 28(4), 
(4.1) —Farmer;or fisherman emigrating; 44(2)(d) — Exchanges of property; 53(4) — 
Effect.on ACB ofishare, partnership. interest or trust interest; 54“‘superficial loss’(c) — 
Superficial loss rule does not apply; 66(4)(b) — Foreign exploration and. development 
expenses — deduction afier emigration; 70(5.3) — Value of shares of corporation that 
owns life insurance policy; 74.2(3) — Application of spousal attribution rule to dispo- 
sition on emigration; 94(4)(e), 94(5) [proposed] — When trust deemed to cease being 
resident in Canada; 95(2)(f.4) — Possible FAPI application where foreign subsidiary 
immigrates to Canada; 104(4)(a.3) — Deemed disposition of property by trust on emi- 
gration of transferor; 106(1.1)(6) —Deemed. cost. of. income interest. in. trust; 
107(1.1)(b) (Gi) — Deemed cost, of,income interest in trust;. 114 — Individual resident 
during only part. of..year;, 119-— Credit where, stop-loss rule in 40(3.7) . applies; 
126(2.2) — Foreign tax credit on property deemed to be taxable Canadian property; 
126(2.21), (2,22), — Foreign tax credit after emigration; 128.1(1)(b) —Deemed dispo- 
sition on immigration; 128.1(5) — Deemed, disposition does not increase instalment re- 
quirements; 128.1(6)— Returning former resident; 128.1(8) — Post-emigration. loss; 
128.1(9) — Information reporting; 139.1(5)— Value of ownership rights in insurer 
during demutualization; 219.1— Tax on corporate emigration; 220(3.2), Reg. 600 — 
Late filing of elections under 128.1(4)(d);220(4.5)-(4.54) — Deferral of payment of 
departure tax; 226 — Demand for payment of taxes owing when taxpayer leaving Can- 
ada, and seizure,of goods; Canada-U.S. Tax Treaty:Art. XIII:5(b)(ii), 6, 7 — effect of 
emigration to U.S. on future capital gains; Canada-U.K. Tax Treaty:Art. 13:9 — effect 
of emigration to U.K. on future capital gains. 
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History: Para. 128.1(4)(b.1) added and para. (c) amended by 2010, c. 25, subsec. 
28(1), applicable after 2009. Para. (c) formerly read: 


(c) the taxpayer shall be deemed to have reacquired, at the particular time, each 
property deemed by paragraph (b) to have been disposed of by the taxpayer, at a 
cost equal to the proceeds of disposition of the property; 


Para. 128.1(4)(a.1) added and para. (b) amended by 2001, c. 17, subsec. 123(3), appli- 
cable to changes in residence that occur after October 1, 1996. S. 124 of the said c. 17 
provides: 


124. (1) If an individual ceased at any time after 1992 and before October 2, 
1996 to be resident in Canada and so elects in writing and files the election with 
the Minister of National Revenue before the end of the sixth month [December 
31, 2001] following the month in which this Act [2001, c. 17] receives royal 
assent, subparagraph 128.1(4)(b)(iii) of the Act as it read at that time shall, in 
respect of the cessation of residence, be read as enacted by this Act and as 
though subsection 128.1(10) of the Act, as enacted by this Act, applied. 


(2) Where an individual makes an election under subsection (1), notwithstanding 
subsections 152(4) to (5) of the Act, any reassessment of the individual’s tax, 
interest or penalties for any year shall be made that is necessary to take the elec- 
tion into account. 


Para. (b) formerly read: 


(b) the taxpayer shall be deemed to have disposed, at the time (in this paragraph 
and paragraph (d) referred to as the “time of disposition’’) that is immediately 
before the time that is immediately before the, particular time, of each property 
owned by the taxpayer, other than 


(i) where the taxpayer is an individual, property that would be taxable Cana- 
dian property if the taxpayer had been resident in Canada at no time in the 
taxpayer’s last taxation year that began before the particular time, 


(ii) where the taxpayer is an individual, property that is described in the in- 
ventory of a business carried on by the taxpayer in Canada at the particular 
time, 


(iii) where the taxpayer is an individual, a right to receive a payment de- 
scribed in any of paragraphs 212(1)(h) and (j) to (q), a right under a regis- 
tered education savings plan or a right to receive any payment of a benefit 
under the Canada Pension Plan or a provincial pension plan as defined in 
section 3 of that Act, 


(iv) where the taxpayer is an individual other than a trust, each capital pro- 
perty not described in any of subparagraphs (i) to (iii) in respect of which, on 
or before the taxpayer’s balance-due day for the taxation year in which the 
taxpayer ceased to be resident in Canada, the taxpayer elects in prescribed 
manner and furnishes to the Minister security acceptable to the Minister for 
the payment of the additional tax that would have been payable by the tax- 
payer under this Part for the year had the taxpayer not so elected, 


(v) where the taxpayer is an individual other than a trust and was, during the 
10 years immediately preceding the particular time, resident in Canada for a 
period or periods totalling 60 months or less, property that was 


(A) owned by the taxpayer at the time the taxpayer last became resident 
in Canada, or 


(B) acquired by the taxpayer by inheritance or bequest after the taxpayer 
last became resident in Canada, and 


(vi) a right to acquire shares of the capital stock of a corporation where sec- 
tion 7 would apply if the taxpayer disposed of the right to a person with 
whom the taxpayer was dealing at arm’s length, 


for proceeds equal to its fair market value at the time of disposition, which pro- 
ceeds shall be deemed to have become receivable and to have been received by 
the taxpayer at the time of disposition; 


Para. 128.1(4)(d) amended, para. (d.1) added, and paras. (e) and (f) repealed by the said 
c. 17, subsec. 123(4), applicable to changes in residence that occur after October 1, 
1996 except for para. (d.1), which is applicable to changes in residence that occur after 
1992. Paras. (d) to (f) formerly read: 


(d) individual — notwithstanding paragraphs (b) and (c), where a taxpayer who 
is an individual other than a trust so elects in prescribed manner, on or before the 
taxpayer’s balance-due day for the taxation year that includes the particular time, 
in respect of any property described in subparagraph (b)(i) or (ii), the taxpayer 
shall be deemed to have disposed of the property at the time of disposition for 
proceeds equal to its fair market value at that time, and to have reacquired the 
property at the particular time at a cost equal to those proceeds; 


(e) deemed [taxable Canadian] property — capital property in respect of 
which a taxpayer elects under subparagraph (b)(iv) shall be deemed to be taxable 
Canadian property of the taxpayer from the particular time until the earlier of 


(i) the time when the taxpayer disposes of the property, and 


(ii) the time when the taxpayer next becomes resident in Canada; and 
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(f) losses on election — where a taxpayer elects under subparagraph (b)(iv) or 
paragraph (d), 
(i) the taxpayer’s income for the taxation year that includes the particular 
time shall be deemed to be the greater of 
(A) that income otherwise determined, and 
(B) the lesser of 
(I) that income determined without reference to this subsection, and 
(II) that income determined without reference to subparagraph 
(b)(iv) and paragraph (d), and 
(ii) the amount of each of the taxpayer’s non-capital loss, net capital loss, 
restricted farm loss, farm loss and limited partnership loss for the taxation 
year that includes the particular time shall be deemed to be the lesser of 
(A) that amount otherwise determined, and 
(B) the greater of 
(1) that amount determined without reference to this subsection, and 
(II) that amount determined without reference to subparagraph 
(b)(iv) and paragraph (d). 
Subpara. 128.1(4)(b)(iii) amended by 1998, c. 19, s. 36, applicable to changes of resi- 
dence that occur after October 1, 1996. Subpara. 128.1(4)(b)(iii) formerly read: 
(iii) where the taxpayer is an individual, a right to receive a payment described in 
any of paragraphs 212(1)(h) and (j) to (q) or a right to receive any payment of a 
benefit under the Canada Pension Plan or a provincial pension plan as defined 
in section 3 of that Act, 
Subsec. 128.1(4) enacted by 1994, c. 21, s. 62, applicable after 1992 except that where 
a corporation elects in accordance with para. 111(4)(a) of 1994,.c. 21 (i.e., elects before 
the end of December 1994 for new subsec. 250(5.1) to apply in respect of a continu- 
ance before 1993), the section applies to the corporation from the time at which the 
corporation was first granted articles of continuation (or similar constitutional docu- 
ments) in any jurisdiction. 
Regulations: 600(c), (c.1) (late filing of elections under (4)(b)(iv) and (4)(d)); 1300 
(election under 128.1(4)(b)(iv)); 1302 (election under 128.1(4)(d)); 8201 (permanent 
establishment for (4)(b)(ii)). 
Interpretation Bulletins: IT-113R4: Benefits to employees — stock options, IT- 
137R3: Additional tax on certain corporations carrying on business in Canada; IT- 
259R4: Exchanges of property; IT-262R2: Losses of non-residents and part-year re- 
sidents; IT-395R2: Foreign tax credit — foreign-source capital gains and losses; IT- 
451R: Deemed disposition and acquisition on ceasing to be or becoming resident in 
Canada. 
Information Circulars: 07-1: Taxpayer relief provisions. 
CRA Audit Manual: 15.4.4: Emigration — ceasing to be resident in Canada. 
Advance Tax Rulings: ATR-70: Distribution of taxable Canadian property by a trust 
to a non-resident. [This was the 1991 ruling criticized by the Auditor General in 1996 
that led to the October 2, 1996 proposals — ed.]. 
Forms: NR73: Determination of residency status (leaving Canada); T1161: List of 
properties by an emigrant of Canada; T1243: Deemed disposition of property by an 
emigrant of Canada; T2061A: Election by an emigrant to report deemed dispositions of 
taxable Canadian property and capital gains and/or losses thereon; T4056: Emigrants 
and income tax [guide]. 


(5) Instalment interest — If an individual is deemed by subsec- 
tion (4) to have disposed of a property in a taxation year, in apply- 
ing sections 155 and 156 and subsections 156.1(1) to (3) and 
161(2), (4) and (4.01) and any regulations made for the purposes of 
those provisions, the individual’s total taxes payable under this Part 
and Part I.1 for the year are deemed to be the lesser of 


(a) the individual’s total taxes payable under this Part and Part 


I.1 for the year, determined before taking into consideration the _ 


specified future tax consequences for the year, and 


(b) the amount that would be determined under paragraph (a) if 
subsection (4) did not apply to the individual for the year. 


History: Subsec. 128.1(5) added by 2001, c. 17, subsec. 123(5), applicable to changes 
in residence that occur after October 1, 1996. 


(6) Returning former resident — If an individual (other than a 
trust) becomes resident in Canada at a particular time in a taxation 
year and the last time (in this subsection referred to as the “emigra- 
tion time”), before the particular time, at which the individual 
ceased to be resident in Canada was after October 1, 1996, 


(a) subject to paragraph (b), if the individual so elects in writing 
and files the election with the Minister on or before the indivi- 
dual’s filing-due date for the year, paragraphs (4)(b) and (c) do 
not apply to the individual’s cessation of residence at the emi- 
gration time in respect of all properties that were taxable Cana- 
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dian properties of the individual throughout the period that be- 
gan at the emigration time and that ends at the particular time; 


(b) where, if a property in respect of which an election under 
paragraph (a) is made had been acquired by the individual at the 
emigration time at a cost equal to its fair market value at the 
emigration time and had been disposed of by the individual im- 
mediately before the particular time for proceeds of disposition 
equal to its fair market value immediately before the particular 
time, the application of subsection 40(3.7) would reduce the 
amount that would, but for that.subsection and this subsection, 
be the individual’s loss from the disposition, 


(i) the individual is deemed to have disposed. of the. property 
at the time of disposition (within the meaning assigned. by 
paragraph (4)(b)).in respect of the emigration time for pro- 
ceeds of disposition equal to. the total of 


(A) the adjusted cost base to the individual of the property 
immediately before the time of disposition, and 


(B) the amount, if any, by which that reduction exceeds 
the lesser of 


(I) the adjusted cost base to the individual of the pro- 
perty immediately before the time of disposition, and 


(II) the amount, if any, that the individual specifies for 
the purposes of this paragraph in the election under 
paragraph (a) in respect of the property, 


(ii) the individual is deemed to have reacquired the property 
at the emigration time at a cost equal to the amount, if any, 
by which the amount determined under clause (i)(A) exceeds\ 
the lesser of that reduction and the amount specified by the 
individual under subclause (i)(B)(I]), and 


(iii) for the purpose of section 119, the individual is deemed 
to have disposed of the property immediately before the par- 
ticular time; 


(c) if the individual so elects in writing and files. the election 
with the Minister on or before the individual’s filing-due date 
for the. year; in respect of each property that. the individual 
owned throughout the period that began at the emigration time 
and that ends at the particular time and that is deemed by para- 
graph (1)(b) to have been disposed of because the individual be- 
came resident in Canada, notwithstanding paragraphs (1)(c) and 
(4)(b) the individual’s proceeds of disposition at the time of dis- 
position (within the meaning assigned by paragraph (4)(b)), and 
the individual’s cost of acquiring the property at the particular 
time, are deemed to be those proceeds and that cost, determined 
without reference to this paragraph, minus the least of 


(i) the amount that would, but for this paragraph, have been 
the individual’s gain from the disposition of the’ property 
deemed by paragraph (4)(b) to have occurred, 


(ii) the fair market value of the property at the particular 
time, and 


(iii) the amount that the individual specifies for the purposes 
of this paragraph in the election; and 


(d) notwithstanding subsections 152(4) to (5), any assessment of 


tax that is payable under this Act by the individual for any taxa- — 


tion year that is before the year that includes the particular time 
and that is not before the year that includes the emigration time 
shall be made that is necessary to take an election under this 
subsection into account, except that no such assessment shall af- 
fect the computation of 


(i) interest payable under this Act to or by a taxpayer in re- 
spect of any period that is before the day on which the tax- 
payer’s return of income for the taxation year that includes 
the particular time is filed, or 


(ii) any penalty payable under this Act. 


Related Provisions: 40(3.7)— Stop-loss rule applicable while non-resident; 
128.1(7) — Returning trust beneficiary; 128.3 — Shares acquired on rollover deemed 
to be same shares for 128.1(6); 161(7)(a)(xi), 164(5)(h.02), 164(5.1) — Effect of car- 
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ryback of loss; 220(3.2), Reg. 600(c) — Late’ filing of elections under (6)(a) and (c); 
220(4.5)-(4.54) — Deferral of payment of tax on emigration. 

History: Subsec. 128.1(6) added by 2001, c. 17, subsec. 123(5), applicable to changes 
in residence that occur after October 1, 1996, and an election made under paras. 
128.1(6)(a) and (c) by an individual who ceased to be resident in Canada before June 
14, 2001 is deemed to have been made in a timely manner if it is made on or before the 
individual’s filing-due date for the taxation year that includes June 14; 2001. 


Regulations: 600(c) (late filing of elections under (6)(a) and (c)): 


(6.1) Deemed taxable Canadian property — For the purposes 
of paragraph (6)(a), a property is deemed to be taxable Canadian 


| property of the individual throughout the period that began at the 


emigration time and that ends at the particular time if 
(a) the emigration time is before March 5, 2010; and 


(b) the property was taxable Canadian property of the individual 
on March 4, 2010. 


History: Subsec. 128.1(6.1) added by 2010, c. 12, s. 15, applicable in determining 
after March 4, 2010 whether a property is taxable Canadian property of a taxpayer. 


(7) Returning trust beneficiary — If an individual (other than a 
trust) 


(a) becomes resident in Canada at a particular time in a taxation 
year, 


(b) owns at the particular time a property that the individual last 
acquired on a trust distribution to which subsection 107(2) 
would, but for subsection 107(5), have applied and at a time (in 
this subsection referred to as the “distribution time’) that was 
after October 1,;:1996 and before the particular time, and 


(c) was a beneficiary: of the trust at the last time, before the par- 
ticular time, at which the individual ceased tobe resident in 
Canada, 


the following rules apply: 


(d) subject. to paragraphs (e) and (f), if the individual and the 
trust jointly so elect in writing and file the election with the Min- 
ister on or before the earlier of their filing-due dates for their 
taxation years that include the particular time, subsection 
107(2.1) does not apply to the distribution in respect of all 
properties acquired by the individual on the distribution that 
were taxable Canadian properties of the individual throughout 
the period that began at the distribution time and that ends at the 
particular time, 


(e) paragraph (f) applies in respect of the individual, the trust 
and a property in respect of which an election under paragraph 
(d) is made where, if the individual 


(i) had been resident in Canada at the distribution time, 


(ii) had acquired the property at the distribution time at a cost 
equal to its fair market value at that time, 


(iii) had ceased to be resident in Canada immediately after 
the distribution time, and 


(iv) had, immediately before the particular time, disposed of 
the property for proceeds of disposition equal to its fair mar- 
ket value immediately before the particular time, 


the application of subsection 40(3.7) would reduce the amount 
that would, but for that subsection and this subsection, have 
been the individual’s loss from the disposition, 


(f) where. this paragraph applies in respect. of an individual, a 
trust.and a property, 


(i) notwithstanding paragraph 107(2.1)(a), the trust is 
deemed to have disposed of the property at the distribution 
time for proceeds of disposition equal to the. total of 


(A) the cost amount to the trust of the property, immedi- 
ately before the distribution time, and 

(B) the amount, if any, by which the reduction under sub- 
section 40(3.7) described in paragraph (e) exceeds the 
lesser of 


(1) the cost amount to the trust of the property immedi- 
ately before the distribution time, and 
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(Il) the amount, if any, which the individual and the 
trust jointly specify for the purposes of this paragraph 
in the election under paragraph (d) in respect of the 
property, and 


(ii) notwithstanding paragraph 107(2.1)(b), the individual is 
deemed to have acquired the property at the distribution time 
at a cost equal to the amount, if any, by which the amount 
otherwise determined under paragraph 107(2)(b) exceeds the 
lesser of the reduction under subsection 40(3.7) described in 
paragraph (e) and the amount specified under subclause 


(i)(B)TD, 

(g) if the individual and the trust jointly so elect in writing and 
file the election with the Minister on or before the later of their 
filing-due dates for their taxation years that include the particu- 
lar time, in respect of each property that the individual owned 
throughout the period that began at the distribution time and that 
ends at the particular time and that is deemed by paragraph 
(1)(b) to have been disposed of because the individual became 
resident in Canada, notwithstanding paragraphs 107(2.1)(a) and 
(b), the trust’s proceeds of disposition under paragraph 
107(2.1)(a) at the distribution time, and the individual’s cost of 
acquiring the property at the particular time, are deemed to be 
those proceeds and that cost determined without reference to this 
paragraph, minus the least of 


(i) the amount that would, but for this paragraph, have been 
the trust’s gain from the disposition of the property deemed 
by paragraph 107(2.1)(a) to have occurred, 


(ii) the fair market value of the property at the particular 
time, and 


(iii) the amount that the individual and the trust jointly spec- 
ify for the purposes of this paragraph in the election, 


(h) if the trust ceases to exist before the individual’s filing-due 
date for the individual’s taxation year that includes the particular 
time, 


(i) an election or specification described in this subsection 
may be made by the individual alone in writing if the elec- 
tion is filed with the Minister on or before that filing-due 
date, and 


(ii) if the individual alone makes such an election or specifi- 
cation, the individual and the trust are jointly and severally 
liable for any amount payable under this Act by the trust as a 
result of the election or specification, and 


Proposed Amendment — 128.1(7)(h)(ii) _ 


Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
217(2), will amend subpara, 128. 1(7)(h)Gi) by substituting “jointly ‘and severally, or 
solidarily,” for “jointly and severally”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(i) notwithstanding subsections 152(4) to (5), such assessment of 
tax payable under the Act by the trust or the individual for any 
year that is before the year that includes the particular time and 
that is not before the year that includes the distribution time 
shall be made as is necessary to take an election under this sub- 
section into account, except that no such assessment shall affect 
the computation of 


(i) interest payable under this Act to or by the trust or the 
individual in respect of any period that is before the indivi- 
dual’s filing-due date for the taxation year that includes the 
particular time, or 


(ii) any penalty payable under this Act. 


Related Provisions: 40(3.7)— Stop-loss rule applicable while non-resident; 
128.1(6) — Returning former resident; 128.3 — Shares acquired on rollover deemed to 
be same shares for 128.1(7); 161(7)(a)(xi), 164(5)(h.02), 164(5.1) — Effect of car- 
ryback of loss; 220(3.2), Reg. 600(c) — Late filing of elections under (7)(d) and (g); 
220(4.5)-(4.54) — Deferral of payment of tax on emigration. 


History: Subsec. 128.1(7) added by 2001, c. 17, subsec. 123(5), applicable to changes 
in residence that occur after October 1, 1996, and an election made under paras. 
128.1(7)(d) and (g) by an individual who ceased to be resident in Canada before June 
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14, 2001 is deemed to have been made in a timely manner if it is made on or before the 
individual’s filing-due date for the taxation year that includes June 14, 2001. 


Regulations: 600(c) (late filed elections under (7)(d), (g)). 


(8) Post-emigration loss — If an individual (other than a trust) 


(a) was deemed by paragraph (4)(b) to have disposed of a capital 
property at any particular time after October 1, 1996, 


(b) has disposed of the property at a later time at which the pro- 
perty was a taxable Canadian property of the individual, and 


(c) so elects in writing in the individual’s return of income for 
the taxation year that includes the later time, 


there shall, except for the purpose of paragraph (4)(c), be deducted 
from the individual’s proceeds of disposition of the property at the 
particular time, and added to the individual’s proceeds of disposi- 
tion of the property at the later time, an amount equal to the least of 


(d) the amount alg ge in respect of the property in the 
election, 


(e) the amount that would, but for the election, be the indivi- 
dual’s gain from the disposition of the property at the particular 
time, and 


(f) the amount that would be the individual’s loss from the dis- 
position of the property at the later time, if the loss were deter- 
mined having reference to every other provision of this Act in- 
cluding, for greater certainty, subsection 40(3.7) and section 
112, but without reference to the election. 
Related Provisions: 128.3 — Shares acquired on rollover deemed to be same shares 
for 128.1(7); 152(6)(f.2) — Minister required to reassess past year to allow unused for- 
eign tax credit; 161(7)(a)(xi), 164(5)(h.02), 164(5.1) — Effect of carryback of loss; 
220(3.2), Reg. 600(c) — Late filing of election under (8)(c). 


History: Subsec. 128.1(8) added by 2001, c. 17, subsec. 123(5), applicable to changes 
in residence that occur after October 1, 1996, and an election made under para. 
128.1(8)(c) by an individual who ceased to be resident in Canada before June 14, 2001 
is deemed to have been made in a timely manner if it is made on or before the indivi- 
dual’s filing-due date for the taxation year that includes June 14, 2001. 


Regulations: 600(c) (late filed elections under (8)(c)). 


(9) Information reporting — An individual who ceases at a par- 
ticular time in a taxation year to be resident in Canada, and who 
owns immediately after the particular time one or more reportable 
properties the total fair market value of which at the particular time 
is greater than $25,000, shall file with the Minister in prescribed 
form, on or before the individual’s filing-due date for the year, a list 
of all the reportable properties that the individual owned immedi- 
ately after the particular time. 

Related Provisions: 128.1(10)“reportable property” — Exclusions. 

History: Subsec. 128.1(9) added by 2001, c. 17, subsec. 123(5), applicable to changes 
in residence that occur after 1995, and a form described in subsec. 128.1(9), filed by an 
individual who ceased to be resident in Canada before June 14; 2001, is deemed to 


have been filed in a timely manner if it is filed on or before the individual’s filing-due 
date for the taxation year that includes June 14, 2001. 


Forms: T1161: List of properties by an emigrant of Canada. 


(10) Definitions — The definitions in this subsection apply in this 
section. 


“excluded right or interest” of a taxpayer who is an individual | 


means 


(a) a right of the individual under, or an interest of the individual 
in a trust governed by, 


(i) aregistered retirement savings plan or a plan referred to in 
subsection 146(12) as an “amended plan”, 


(ii) a registered retirement income fund, 
(iil) a registered education savings plan, 
(iii.1) a registered disability savings plan, 
(111.2) a TFSA, 


(iv) a deferred profit sharing plan or a plan referred to in sub- 
section 147(15) as a “revoked plan’, 


(v) an employees profit sharing plan, 
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(vi) an employee benefit plan (other than a plan described in 
subparagraph (b)(i) or (ii), | 
(vi.1) an employee life and health trust, 


(vii) a plan or arrangement (other than an employee benefit 
plan) under which the individual has a right to receive in a 
year remuneration in respect of services rendered by the indi- 
vidual in the year or a prior year, 


(viii) a superannuation or pension fund or plan (other than an 
employee benefit plan), 


(ix) a retirement compensation arrangement, 
(x) a foreign retirement arrangement, or . 
(xi) a registered supplementary unemployment benefit plan; 


(b) a right of the individual to a benefit under an employee bene- 
fit plan that is 


(i) a plan or arrangement described in paragraph (j) of the 
definition “salary deferral arrangement” in subsection 248(1) 
that would, but for paragraphs (j) and (k) of that definition, 
be a salary deferral arrangement, or 


(ii) a plan or arrangement that would, but for paragraph 
6801(c) of the Income Tax Regulations, be a salary deferral 
arrangement, 


to the extent that the benefit can reasonably be considered to be 
attributable to services rendered by the individual in Canada; 


(c) a right of the individual nudes an agreement referred to in 
subsection 7(1); 


(d) a right of the individual to a retiring allowance; 


(e) a right of the individual under, or an interest of the individual 
in, a trust that is 


(i) an employee trust, 

(ii) an amateur athlete trust, 

(iii) a cemetery care trust, or 

(iv) a trust governed by an eligible funeral arrangement; 
(f) a right of the individual to receive a payment under 

(i) an annuity contract, or 

(ji) an income-averaging annuity contract; 
(g) a right of the individual to a benefit under 


(i) the Canada Pension Plan or a provincial plan described in 
section 3 of that Act, 


(ii) the Old Age Security Act, 
(iii) a provincial pension plan prescribed for the purpose of 
paragraph 60(v), or 


Prop 


ated flag! — 128.1(1 0)“exc 
ae 


interest” for the purposes: of the ‘taxpayer’ crdipaton tes in section 128.1. This. defini- 
tion is primarily of relevance for paragraphs 128.1(1)(b) and (4)(b), which treat indi- 
ore as having disposed of (and to have immediately reacquired) m i 


eee are exempted from these deemed disposition roles Paragrapk 2 
tion. refers. to haan oe oran. interest in a trust governed by, certain defi red i 


sion plan” aH es the Salkuichuwad Pension eset is repented consequential on the intro- 
duction of new subsection 146(21.2), which for certain purposes deems an ‘individual’s 

account under a “specified pension plan” to be an RRSP under which the individual is 
the annuitant. As a result, an individual’s rights under the Saskatchewan Pension Plan 
will continue to be treated as s being an aaa right or ewig 8 H8 hee teg es of 


Section 128.1. 


For more information, pen see related commentary on nase 146021. mai 
new definition “specified pension plan” in subsection 248(1). : 
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(iv) a plan or arrangement instituted by the social security 
legislation of a country other than Canada or of a state, prov- 
ince or other political subdivision of such a country; 


(h) a right of the individual to a benefit.described in wi of sub- 
paragraphs 56(1)(a)(iii) to (vi); 

(i) a right of the individual to a payment out of a NISA Fund No. 
(j) an interest of the individual in a personal trust resident in 
Canada if the interest was never acquired for consideration and 
did not arise as a consequence of.a qualifying disposition by the 
individual (within the meaning that would be assigned by sub- 


section 107.4(1) if that subsection were read without reference 
to paragraphs 107.4(1)(h) and (i)); 


(k) an interest of the individual in a non-resident testamentary 
trust if the interest was never acquired for consideration; or 


(1) an'interest of the individual in‘a life insurance policy in Can- 
ada, except for that part of the policy in respect of which the 
individual is deemed by paragraph 138:1(1)(e) to have an inter- 
est in a related’ segregated fund trust. 


Related Provisions: 108(6) — Where terms of trust are varied; 108(7) — Meaning 
of “acquired for consideration”; 128.1(1)(b)(iv) —No deemed disposition on immigra- 
tion; 128.1(4)(b)Gii) — No deemed disposition on emigration; 128.1(4)(d.1)— Where 
share acquired under stock option before emigration; 128.1(10)reportable  pro- 
perty” — No requirement to report most excluded personal property; 146(21.2) — Sas- 
katchewan Pension Plan account deemed to be RRSP for purposes of subpara: (a)(i). 


Regulations:.7800(1) (Saskatchewan Pension Plan is. prescribed. provincial pension 
plan for subpara. (g)(ili) (to 2009)). 


“reportable property” of an individual at a particular time means 
any property ‘other than 


(a) money that is legal tender in Canada and deposits of such 
money; 


(b) property that would be an excluded right or interest .of the 
individual if the definition “excluded right or interest” in this 
subsection were read without reference to paragraphs (c), (j) and 
(1) of that definition; 


(c) if the individual,is not a trust and was not, during the 120- 
month period that ends at the particular time, resident in Canada 
for more than 60 months, property described in subparagraph 
(4)(b)(iv) that is not taxable Canadian property; and 


(d). any item of personal-use property the fair market value of 
which, at the particular time, is less than $10,000. 


History: Subpara. (a)(vi.1) added’ to the definition “excluded right or interest” by 
2010, c. 25, subsec. 28(2), applicable after 2009. 


Subpara. (a)(iii.2) added to the definition “excluded right or interest” by 2008, c. 28, s. 
20, applicable to 2009 et seq. 


Subpara. (a)(ili.1) added to the definition “excluded right or interest” in subsec. 


128.1(10) by 2007, c. 35, s. 113, applicable to 2008 et seg. 


Subsec. 128.1(10) added by 2001, c. 17, subsec. 123(5), the definition “excluded right 
or interest” applicable to changes in residence that occur after October 1, 1996, and the 
definition “reportable property”, applicable to changes in residence that occur after 
1995. 


Definitions. [s.- 128.1]; “acquired for consideration” — 108(7);. ‘adjusted cost 
base” —'54, .248(1); “amateur -athlete . trust” — 143.1(1)(a) [to be repealed], 
143.1(1.2)(a) [proposed], 248(1); “amount”, “annuity” — 248(1); “arm’s length” — 
251(1); “assessment” — 248(1); “balance-due day”, “business” — 248(1); “Can- 
ada” — 255, Interpretation Act 35(1); “Canadian exploration and development ex- 
penses”, “‘Canadian resource property” — 66(15), 248(1); “capital property” — 54, 
248(1); “cemetery care trust” — 148.1(1), 248(1); “class of shares” — 248(6); “consid- 
eration” — 108(7); “controlled foreign affiliate’ —95(1), 248(1); “corporation” — 
248(1), Interpretation Act: 35(1); “cost amount” — 248(1); “deferred profit sharing 
plan” — 147(1), 248(1); “disposition” — 248(1); “distribution time” — 128.1(7)(b); 
“dividend” — 248(1); “eligible capital. property” — 54, 248(1); “eligible funeral ar- 
rangement” — 148.1(1), 248(1); “emigration time” — 128.1(6); “employee benefit 
plan” — 248(1); “employee life and health trust” — 144.1(2), 248(1); “employee 
trust” — 248(1); “employees profit sharing plan” — 144(1), 248(1); “excluded right or 
interest”, — 128.1(10); “farm loss” — 111(8), 248(1); “filing-due date” — 248(1); “fis- 
cal period” — 249.1; “foreign accrual property income” — 95(1), (2), 248(1); “foreign 
affiliate” — 95(1), 248(1); “foreign. retirement arrangement” — 248(1), Reg 6803; 
“immovable” — Quebec Civil Code art. 900-907; “‘income-averaging annuity con- 
tract”, “individual”, “inventory” — 248(1); “life insurance policy in Canada” — 
138(12), 248(1); “limited partnership loss” — 96(2.1), 248(1); ‘Minister’ — 248(1); 
“month” — Interpretation Act 35(1); “NISA Fund No. 2” — 248(1); “net capital loss”, 
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“non-capital loss” — 111(8), 248(1); “non-resident” — 248(1); “paid-up capital” — 
89(1), 248(1); “paid-up capital. adjustment” — 128.1(2)(a); “permanent establish- 
ment” — Reg. 8201; “person”, “personal trust” — 248(1); “personal-use property” — 
54, 248(1); “prescribed” — 248(1); “proceeds of disposition” — 54; “property” — 
248(1); “province” — Interpretation Act 35(1); “registered disability savings plan” — 
146.4(1), 248(1); “registered education savings plan” — 146.1(1), 248(1); “registered 
retirement income fund” — 146.3(1), 248(1); “registered retirement savings plan” — 
146(1), 248(1); “registered supplementary unemployment benefit plan” — 145(1), 
248(1); “regulation” — 248(1); “related segregated fund trust” — 138.1(1)(a); “report- 
able property” — 128.1(10); “resident in Canada” — 94(3)(a)(viii), 250; “restricted 
farm loss” — 31(1.1), 248(1); “retirement compensation arrangement”, “retiring allow- 
ance”, salary, deferral arrangement”, “share”, “shareholder”, “specified future tax con- 
sequence” — 248(1); “TFSA” — 146.2(5), 248(1); “taxable Canadian property” — 
248(1); “taxation year” — 249, 250.1(a); “taxpayer” — 248(1); “testamentary trust” — 
108(1), 248(1); “timber resource property” — 13(21), 248(1); “time of disposition” — 
128.1(1)(b), 128.1(4)(b); “‘treaty-protected property” — 248(1); “trust” — 104(1), 
248(1), (3); “writing” — Interpretation Act 35(1). 


30 6. 


128.2 (1) Cross-border mergers — Where a corporation formed 
at a particular time by the amalgamation or merger of, or by a plan 
of arrangement or other corporate reorganization in respect of, 2 or 
more corporations (each of which is referred to in this section as a 
“predecessor’”) is at the particular time resident in Canada, a prede- 
cessor that was not immediately before the particular time resident 
in Canada shall be deemed to have become resident in Canada im- 
mediately before the particular time. 


(2) Idem — Where a corporation formed at a particular time by the 
amalgamation or merger of, or by a plan of arrangement or other 
corporate reorganization in respect of, 2 or more corporations is at 
the particular time not resident in Canada, a predecessor that. was 
immediately before the particular time resident in Canada shall be 
deemed to have ceased to be resident in Canada immediately before 
the particular time. 


(3) Windings-up excluded — For greater certainty, subsections 
(1) and (2) do not apply to reorganizations occurring solely because 
of the acquisition of property of one corporation by another corpo- 
ration, pursuant to the purchase of the property by the other corpo- 
ration or because of the distribution of the property to the other cor- 
poration on the winding-up of the corporation. 


History [s. 128.2]: S. 128.2 enacted by 1994, c. 21, s. 62, applicable after 1992 
except that where a corporation elects in accordance with para. 111(4)(a) of 1994, c. 21 
(i.e., elects before the end of December 1994 for new subsec. 250(5.1) to apply in 
respect of a continuance before 1993), the section applies to the corporation from the 
time at which the corporation was first granted articles of continuation (or similar con- 
stitutional documents) in any jurisdiction. 


Definitions [s. 128.2]: “corporation” — 248(1), Interpretation Act 35(1); 
sor” — 128.2(1); “property” — 248(1); “resident in Canada” — 250. 


“predeces- 


128.3 Former resident — replaced shares — If, in a transac- 
tion to which section 51, subparagraphs 85.1(1)(a)(i) and (ii), sub- 
section 85.1(8) or section 86 or 87 applies, a person acquires a share 
(in this section referred to as the “new share’’) in exchange for an- 
other share or equity in a SIFT wind-up entity (in this section re- 
ferred to as the “old share”), for the purposes of section 119, sub- 
sections 126(2.21) to (2.23), 128.1(6) to (8), 180.101.4) and 
220(4.5) and (4.6), the person is deemed not to have disposed of the 
old share, and the new share is deemed to be the same share as the 
old share. 


Proposed Amendment — 128.3 
Letter from Dept. of Finance, June 2, 2003: © 
Dear [xxx]: 
I am writing in response to your letter dated April 25, 2003 to Mr. Lawrence Purdy of 
this Division asking that we consider recommending an amendment to section 128.3 of 
the Income Tax Act (“Act”) so that us section ti for the purposes - case 
graph 128.1(4)(b)(iv). 


Under the taxpayer migration rules in section 128.1 of the Act, the post-departure dis- 
position of a property can have important tax consequences for an emigrant individual. 
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Section 128.3 of the Act allows for a deferral of these consequences in certain circum- 


stances, by deeming the individual not to have disposed of shares that were converted f 


to new shares under section 51 of the Act, or subject to a share for share exchange, 
reorganization or amalgamation under any of sections 85.1, 86 or 87 of the Act. Section 
128.3 also deems the share received by an individual to be the same as the old share for 
the purposes of section 119, and subsections 126(2.21) to (2.23). These provisions pro- 
vide tax credits for individuals who were subject to the departure rules. As well, the 
new share is deemed to be the same share for the purposes of subsections 128.1(6) to 
(8), which allow returning former residents to “unwind” transactions subject to the de~ 
parture tax tules, or in certain cases carry back future losses to the year of departure. 
By deeming the new share to be the same as the old share, the rule ensures that the 
individual does not lose access to these relieving provisions. — 


However, you have pointed out that section 128.3 does not apply for the purposes of 
subparagraph 128.1(4)(b)(iv). Under subparagraph 128.1(4)(b)(iv) property owned by 
an individual i is not subject to the deemed disposition rules on emigration from Canada 
if the individual, during the last 10 years, was not resident in Canada for more than 60. 
months and owned the property when the individual first took up residence in Canada 


or inherited the property after that time. Since section 128.3 does not apply, an indivi- | 


dual who immigrated to Canada owning shares, and received new shares after this time 
because of a share for share exchange, reorganization or merger, or because the shares 
were converted into new shares, would be deemed to dispose of these new shares upon 
emigration from.Canada, even if the individual had resided here less than 60 months in 

the past 10 years. In your view this is an unfair result, and you request that we consider 

extending ae policy of section 128.3 to include individuals who find themselves in this 

situation. | ee 

The policy intent of ates 128. 3 is to ‘allow cotanuilty in the slorenon ice treat- 

ment of an individual where the individual’s property has been replaced because of a 

situation that is typically beyond the individual’s control, such as a corporate merger or 

reorganization. It is important to note that although this section is relatively new, and 

the previous rules, contained in section 48 of the Act, did not provide such relief, there 

was in the past less need for it. This was because the previous rules allowed individuals 

to defer departure tax on most property owned by them, by electing to treat the pro- 

perty as taxable Canadian property (TCP). That election meant that the property was 
not deemed disposed of upon emigration. Therefore, an individual who received new 

shares because of a reorganization or merger could elect on emigration to treat these as 

TCP and avoid the deemed disposition of this property on emigration. The election 

effectively removed the need to have something pina to section 128. 3. 


In my view, there is no reason in policy terms not to sted the relief side) in 
section 128.3 to subparagraph 128.1(4)(b)(iv), which as I have described provides an 
exception to the deemed disposition rules for short-term residents. The effect of the 
change would be that short-term residents who own shares on immigration and receive 
new shares on a tax deferred basis under any of sections 51, 85.1, 86 or 87 of the Act, 
would be deemed not to have disposed of the share and the new share would be the 
same as the old share, thereby allowing the share to continue to qualify for the exemp- 
tion from the deemed —_—e rules provided in subparagraph 128. [OO 


You further request that we ‘recommend this crate be applicable for Fei viduals who 
have emigrated from Canada after October 1, 1996 to ensure consistency. We do not 
normally recommend that changes such as this be made on such a markedly retroactive 
basis, since both taxpayers and the Government need to be able to rely at any particular 
time on the law as it exists at that time. Exceptionally, however, we do recommend 
linking a relieving change to the transaction or circumstance that makes the Govern- 
ment aware of the need for the change. In this case, we understand that this fact situa- 


tion applies to your client’s 2002 taxation year and therefore we are willing to recom- 


mend that this change apply to an individual’s 2002 and subsequent taxation years. 


I cannot offer any assurance that either the Minister of Finance or Parliament will agree 
with the recommendation that we intend to make in this regard. Nonetheless, I hope 
that this statement of our position is helpful. Thank you for ee this issue our 
adention, ie 


Yours ey 
s ae shee 


Brian. ca. Director, Tax Legislation Division, Tax Poly Branch 


: 


History: S. 128.3 amended by 2009, c. 2, s. 43, applicable after December 19, 2007. It 
formerly read: 


128.3 If, in a transaction to which section 51, subparagraphs 85.1(1)(a)(i) and (ii) 
or section 86 or 87 apply, a person acquires a share (in this section referred to as 
the “new share’) in exchange for another share (in this section referred to as the 
“old share”), for the purposes of section 119, subsections 126(2.21) to (2.23), 
128.1(6) to (8), 180.1(1.4) and 220(4.5) and (4.6), the person is deemed not to 
have disposed of the old share, and the new share is deemed to be the same share 
as the old share. 


S. 128.3 added by 2001, c. 17, s. 125, applicable after October 1, 1996. 


Definitions [s. 128.3]: “new share”, 


“old share” — 128.3; “person”, “SIFT wind-up 
entity”, “share” — 248(1). j 
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Division F — Special Rules in Certain Circumstances 


Private Corporations 


129. (1) Dividend refund to private corporation — Where a 
return of a corporation’s income under this Part for a taxation year 
is made within 3 years after the end of the year, the Minister 


(a) may, on sending the notice of assessment for the year, refund 
without application an amount (in this Act referred to as its “div- 
idend refund” for the year) equal to the lesser of 


(i) ‘4 of all taxable dividends paid by-the corporation on 
shares of its capital stock in the year and at a time when it 
was a private corporation, and 


(ii) its refundable dividend tax on hand at the end of the year; 
and 


(b) shall, with all due dispatch, make the dividend refund after 
sending the notice of assessment if an application for it has been 
made in writing by the corporation within the period within 
which the Minister would be allowed under subsection 152(4) to 
assess tax payable under this Part by the corporation for the year 
if that subsection were read without reference to paragraph 
152(4)(a). 


Related Provisions: 15.1(2)(b) — Amount paid on small business development 
bond not a dividend for 129(1); 129(1.2) — Anti-avoidance; 129(2) — Application to 
other liability; 131(5) — Mutual fund corporation deemed to be a private corporation; 
141.1 — Insurance corporation deemed not to be private corporation; 152(1)(a) — De- 
termination of refund by Minister; 157(3) — Reduction in instalment obligations to re- 
flect dividend refund; 160.1 — Where excess refunded; 186(5) — Deemed private cor- 
poration; 244(14), (14.1) — Date: when notice sent; 260(7) — Securities | lending 
arrangement — amount deemed paid as a taxable dividend; 261(7)(a) — Functional 
currency reporting. 


History: Opening words of para. 129(1)(a) amended by 2010, c. 25, subsec. 29(1), in 
force on December 15, 2010. They formerly read: 


(a) may, on mailing the notice of assessment for the year, refund without, appli- 
cation therefor an amount (in this Act referred to as its “dividend refund” for the 
year) equal to the lesser of 


Para. 129(1)(b) amended by the said c. 25, subsec. 29(2) to substitute “sending” for 
“mailing”, in force on December 15, 2010. 


Para. 129(1)(b) amended by 1998, c. 19, s. 154, applicable after April.27, 1989. Para. 
129(1)(b) formerly, read: 


(b) shall, with all due dispatch, make such a refund after mailing the notice of 
assessment if application therefor has been made in writing by the corporation 
within the period determined under paragraph 152(4)(b) or (c), as the case may 
be, within which the Minister may reassess tax payable by the corporation for the 
year. 


Subpara. 129(1)(a)(i) amended by 1996, c. 21, subsec. 32(1), applicable to taxation 
years that end after June 1995 except that, in its application to. such taxation years that 
began before July 1995, the subpara. shall be read as follows: 


(i) an amount in respect of taxable dividends paid by the corporation on shares of 
its capital stock in the yeariand at a time when it was a private corporation equal 
to the total of 


(A) 1/4 of all such dividends paid before July 1995, and 
(B) 4 of all such dividends paid after June 1995, 
Subpara. (a)(i) formerly read: 


(i) '/s of all taxable dividends paid by the corporation in the year and at a time 
when it was a private corporation on shares of its capital stock, and 


All that portion of subsec. 129(1) preceding subpara. (a)(ii) amended by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 73(1), applicable to 1993 et seg. except that in its appli- 
cation to taxation years beginning before 1993 and ending after 1992, subpara. 
129(1)(a)() shall be read as follows: 


(i) the total of 


(A) '/4 of all taxable dividends paid by the corporation on shares of its capital 
stock in the year and before 1993, where the corporation was a private corpo- 
ration at the end of the year, and 


(B) Ys of all taxable dividends paid by the corporation on shares of its capital 
stock in the year and at a time after 1992 when it 'was'a private corporation, 
and 


S. 129(2.1) 


That portion formerly read: 


129. (1) Where a corporation was, at the end of any taxation year, a private cor- 
poration and a return of its income for the year has been made within 3 years 
from the end of the year, the Minister 


(a) may, on mailing the notice of assessment for the year, refund without 
application therefor an amount,(in this Act referred, to as its “dividend re- 
fund” for the year) equal to the lesser of 


(i) 1/4 of all taxable dividends paid by it in the year on shares of its capi- 
tal stock, and 


Selected Cases [subsec. 129(1)]: Bulk Transfer Systems. JInc..y..R., [2005] 2 
C.T.C. 87 (FCA) (Dividend refund has no connection with Part I tax calculation); 
Canwest Capital Inc. v. Canada, [1996] 1 C.T.C. 2974 (TCC) (Normal application of 
provision not to be altered by subsec. 129(1.2)); King George Hotels Ltd. v. R., [1981] 
C.T.C., 87 (FCA) (Refundable dividend tax not created when property management 
business generates active business income). 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
432R2; Benefits conferred on shareholders. 


(1.1) Dividends paid to bankrupt controlling corpora- 
tion — In determining the dividend refund fora taxation year end- 
ing after 1977 of a particular corporation, no amount may be in- 
cluded by virtue of subparagraph (1)(a)(i):in respect of a taxable 
dividend. paid to a shareholder. that 


(a) was a corporation that controlled (within the meaning as- 
signed by subsection 186(2)) the particular corporation: atthe 
time the dividend was paid; and 


(b) was a bankrupt (within the meaning assigned by subsection 
128(3)) at any time during that taxation year of the particular 
corporation. 

Interpretation Bulletins: IT-243R4: Dividend refund to private corporations. 


(1.2) Dividends deemed not to be taxable dividends — 
Where a dividend is paid on a share of the capital stock of a corpo- 
ration and the share (or another share for which the share was sub- 
stituted) was, acquired by its holder in a transaction or,as part of a 
series of transactions one of the main purposes of which was to en- 
able the corporation to obtain a dividend refund, the dividend shall, 
for the purpose of subsection (1), be deemed not to be a taxable 
dividend. 

Related Provisions: 87(2)(aa), (ii) — Amalgamations; 88(1)(e.5) — Winding-up; 
129(7) — Capital gains dividend excluded; 248(10) — Series of transactions. See addi- 
tional Related Provisions at end of s; 129. 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations. 


(2) Application to other liability — Instead of making a refund 
that might otherwise be made under subsection (1), the Minister 
may, where the corporation is liable or about to become liable to 
make any payment under this Act, apply the amount that would oth- 
erwise be refundable to that other liability and notify the corpora- 
tion of that action. 

Related Provisions: 222(1)“action” — Ten-year limitation period applies to 129(2). 
Selected Cases: MNR v. 159890 Canada Inc., [1997] 3 C.T.C. 284 (FCTD) (Jeop- 
ardy orders not to be sought where other means available to Minister to secure tax). 
Interpretation Bulletins: IT-243R4: Dividend refund to, private corporations. 


(2.1) Interest on dividend refund — Where a dividend refund 
for a taxation. year is paid to, or applied to a liability of, a corpora- 
tion, the Minister shall pay or apply interest on the refund at the 
prescribed rate for the period beginning on the day that is the later 
of 

(a) the day that is 120 days after the end of the year, and 

(b) the day, that is 30 days after the day on which the corpora- 

tion’s return of income under this Part for the year was filed 


under section 150, unless the return was filed on or before the 
day on or before which it was required to be filed, 


- and ending on the day on which the refund is paid or applied. 


Related Provisions: 161.1 — Offset of refund interest against arrears interest. 
History: Para. 129(2.1)(b) amended by 2003, c. 15, s. 111, applicable to taxation years 
that end after June 2003. The para. formerly read: 


(b) the day on which the corporation’s return of income under this Part for the 
year was filed under section 150, unless the return was filed on or before the day 
on or before which it was required to be filed, 
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Subsec. 129(2.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 73(2), applicable 
to dividend refunds paid or applied with respect to taxation years beginning after 1991. 
Selected Cases [subsec. 129(2.1)]: Canwest Capital Inc. vy. Canada, [1996] 1 
C.T.C. 2974 (TCC) (Dividend was not caught by anti-avoidance provision). 


Regulations: 4301(b) (prescribed rate of interest). 


(2.2) Excess interest on dividend refund — Where, at any 
particular time, interest has been paid to, or applied to a liability of, 
a corporation under subsection (2.1) in respect of a dividend refund 
and it is determined at a subsequent time that the dividend refund 
was less than that in respect of which interest was so paid or 
applied, 
(a) the amount by which the interest that was so paid or applied 
exceeds the interest, if any, computed in respect of the amount 
that is determined at the subsequent time to be the dividend re- 
fund shall be deemed to be an amount (in this subsection re- 
ferred to as the “amount payable”) that became payable under 
this Part by the corporation at the particular time; - 


(b) the corporation shall pay to the Receiver General interest at 
_ the prescribed rate on the amount payable, computed from the 
particular time to the day of payment; and 


(c) the Minister may at any time assess the corporation in re- 
spect of the amount payable and, where the Minister makes such 
an assessment, the provisions of Divisions I and J apply, with 
such modifications as the circumstances: require, in respect of 
the assessment as though it had been made under section 152. 
Related Provisions: 20(1)(1l) — Deduction on repayment of interest; 161.1 — Off- 


set of refund interest against arrears interest; 221.1 — Application of interest where 
legislation retroactive; 248(11) — Interest compounded daily. 


History: Subsec. 129(2.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 73(2), 
applicable to dividend refunds paid. or applied with respect to taxation years beginning 
after 1991, 


Regulations; 4301(a) (prescribed rate of interest). 


(3) Definition of “refundable dividend tax on hand” — In 
this section, “refundable dividend tax on hand” of a corporation at 
the end of a taxation year means the amount, if any, by which the 
total of 


(a) where the corporation was a Canadian-controlled private cor- 
poration throughout the year, the least of 


(i) the amount determined by the formula 


A-B 
where 
A is 2673% of the corporation’s aggregate investment in- 
come. for the year, and 
B_ is the amount, if any, by which 
(I) the amount deducted under subsection 126(1) from 
the tax for the year otherwise payable by it under this 
Part 
exceeds 
(I) 9'3% of its foreign investment income for the 
year, 
(ii) 2674% of the amount, if any, by which the corporation’s 
taxable income for the year exceeds the total of 
(A) the least of the amounts determined under paragraphs 
125(1)(a) to (c) in respect of the corporation for the year, 


(B) */o of the total of amounts deducted under subsection 
126(1) from its tax for the year otherwise payable under 
this Part, and 


(C) '% of the total of amounts deducted under subsection 
126(2) from its tax for the year otherwise payable under 
this Part, and 


Proposed Amendment — 129(3)(a)(ii)(C) 
(C) the amount determined by multiplying the total of 
amounts deducted under subsection 126(2) from its tax 
for the year otherwise payable under this Part, shyt the 
relevant factor for the year, and 


Income Tax Act, Part I 


Application: The July 16, 2010 draft legislation (Part |— technical), s. 87, will — 
amend cl. 129(3)(a)(ii(C) to read as above, applicable to 2003 ef seq. 


Technical Notes (July « 201 0): Section 129 allows a private corporation that pays a. 
taxable dividend to obtain a partial refund of the income taxes it has paid on ae 


investment income. For this purpose, paragraph 129(3)(a) adds to the refundable dive 


idend tax on hand of a Canadian-controlled private corporation at the end of a taxa-_ ‘t 
tion year the least of three amounts. One of these amounts, which is described in 
subparagraph 129(3)(a)(ii), is 26 74% of the corporation’s taxable income, less in- — 
come that either benefited from the section 125 small business deduction or sup- 
ported a foreign tax credit (FTC). Income that supported an FTC is measured by 
multiplying both the corporation’s non-business and business income FTCs by fac- © 
tors that reflect assumed Canadian tax rates. The limit for business income FTCs is 
based on the applicable federal corporate income tax rate without taking into account 
the provincial abatement, because foreign business income earned through a perma- 
nent establishment outside Canada is typically not taxable by a province. Subpara- 
graph 129(3)(a)Gi) i is amended to adjust the factor for foreign business income in the 
context of the reductions in the general federal corporate income tax rate for the 2003 
and subsequent taxation years. Under the definition of “relevant factor” that is added 
in subsection 248(1), the factor for taxation years that end after 2002 and before 2010 
is 3, which assumes a tax rate of 33.3%. The factor for taxation years that end after 
2009 will take into account the “general rate reduction percentage” that applies to a 
corporation’s taxation year as provided in : section 123.4. For example, if a corpora- 
tion’s taxation year corresponds to the 2010 calendar year, its relevant factor will be 
1/(,38-.10). or 3.5714. For taxation years that end after 2009, this amendment takes 
into account the fact that a corporation’s taxation year may straddle two calendar 
years with different federal general corporate income tax rates. This amendment is 
made in the course of the review of provisions in the Income Tax Act that assume a 
specific underlying corporate income tax rate in the context of the reductions inthe — 
general federal corporate income tax rate, as was announced in the Economic State- — 
ment delivered on October 30, 2007. The review of other such provisions continues: 
and any other amendments will be announced upon completion of that review. 


(iii) the corporation’s tax for the year payable under this Part 
determined without reference to section 123.2, 


(b) the total of the taxes under Part IV payable by the corpora- 
tion for the year, and 


(c) where the corporation was a private corporation at the end of 
its preceding taxation year, the corporation’s refundable divi- 
dend tax on hand at the end of that preceding year 


exceeds 


(d) the corporation’s dividend refund for its preceding taxation 
year. 


Related Provisions: 129(3.1) — Grandfathering for property disposed of before 
November 13, 1981; 141.1 — Insurance corporation deemed not to be private corpora- 
tion; 257— Formula cannot calculate to less than zero; 260(11)(c) — Amounts 
deemed paid where partnership of corporations enters into securities lending 
arrangement. 


History: Subsec. 129(3) substituted by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion years that end after June 1995 except that, in their application to such taxation 
years that began before July 1995, in computing the amount determined under each of 
subparas. 129(3)(a)(i) and (ii) there shall be deducted an amount equal to that propor- 
tion of '/s of the amount otherwise determined under the subpara. that the number of 
days in the year that are before July 1995 is of the number of days in the year. Subsec. 
129(3) formerly read: 


(3) In this section, “refundable dividend tax on hand” of a corporation at the end 
of any particular taxation year means the amount, if any, by which the total of 


(a) the total of all amounts each of which is an amount in respect of a taxa- 
tion year commencing after it last became a private corporation and ending 
not later than the end of the particular taxation year and, where the taxation 
year commences after November 12, 1981, throughout which the corpora- 
tion was a Canadian-controlled private corporation, equal to, in respect of 
taxation years ending before 1978, the least of, in respect of taxation years 
ending after 1977 and commencing before 1987, 7/ of the least of, in respect 
of taxation years commencing after 1986 and before 1988, the least of, and 
in respect of taxation years commencing after 1987, “/s of the least of 


(i) 25% of the total of all amounts each of which is 


(A) in respect of a taxation year ending before November 13, 1981, 
the amount, if any, by which the total of its Canadian investment 
income for the year and its foreign investment income for the year 
exceeds the amount deductible under paragraph 111(1)(b) from the 
corporation’s income for the year, or 


(B) in respect of a taxation year ending after November 12, 1981, 
the amount, if any, by which the total of the amounts that would, if 
subsection (4) were read without reference to C in the definition 
“Canadian investment income” in that subsection, be its Canadian 
investment income for the year and its foreign investment income 
for the year, exceeds the total of 
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(1) the amount, if any, deducted under paragraph*111(1)(b) from 
the corporation’s income for the year, and 


(I) the total of all amounts each of which is the amount of the 
corporation’s loss for the year from,a source that is property, 


(ii) the amount, if any, by which the total of 


(A) 25% of the corporation’s Canadian investment income for the 
year, and 


(B) the amount, if any, by which 30% of the corporation’s foreign 
investment income for the year exceeds the total of amounts de- 
ducted under subsection 126(1) from the tax for the year otherwise 
payable by it under this Part, 


exceeds 25% of the amount, if any, deducted under paragraph 111(1)(b) 
from the corporation’ s income for the year, 


(iii) 25% of the amount, if any, by’ which the corporation’s taxable in- 
come for the year exceeds the total of 


(A) the least of the amounts determined under paragraphs 125(1)(a) 
to (c) in respect of the corporation for the year, 

(B) '% of the total of amounts deducted under subsection 126(1) 
from its tax for the year otherwise payable under this Part, and 


(C) 1% of the total of amounts deducted, under subsection 126(2) 
from its tax for the year, otherwise payable under this Part, and 


(iv) */4 of the amount of the corporation’s tax for the year payable under 
this Part determined without reference to section 123.2, 


(b) the total of the taxes under Part IV payable by the corporation for the 
particular taxation year and any previous taxation years ending after it last 
became a private corporation, and 


(b.1) the amount, if any, of the corporation’s addition at December 31, 1986 
of refundable dividend tax on hand 


exceeds the total of 


(c) the total of the corporation’s dividend refunds for taxation years ending 
after it last became a private corporation and before the particular taxation 
year, 

(d) the amount, if any, of the corporation’s reduction at December 31, 1977 
of refundable dividend ‘tax on hand, ‘and 


(e) the amount, if any, of the corporation’s reduction at December 31, 1987 
of refundable dividend tax on hand. 


That portion of subsec. 129(3) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 73(3), applicable to 1993 et seq. That portion formerly read: 


(3) In this section, “refundable dividend tax on hand” ofa private corporation at 
the end of any particular taxation year means the amount, if any, by which the 
total of 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
269R4: Part IV tax on taxable dividends received by a'private corporation or a subject 
corporation, 


Forms: T1713: Addition at December 31, 1986 of RDTOH. 


(3.1) Application [for taxation years that end before 
2003] — Where, in a taxation year that begins after November 12, 
1981, a corporation that last became a private. corporation on or 
before that date and that was throughout the year a private corpora- 
tion, other than a Canadian-controlled private corporation, has in- 
cluded in its income for the year an amount in respect of property 
that the corporation 


(a) disposed of before November 13, 1981, 


(b). was obligated to dispose of under the terms of an agreement 
in writing entered: into before November 13, 1981, or 


(c) is deemed by, subsection 44(2) to have disposed of at any 
time after November 12, 1981 because of an event referred to in 
paragraph (b), (c) or (d) of. the definition “proceeds of disposi- 
tion” in section 54 in respect of the disposition that occurred 
before November 13, 1981, 


paragraph 3(a)* shall apply as if the corporation were a Canadian-) 


controlled private corporation throughout the year, except that the 
total of the amounts determined under that paragraph in respect of 
the corporation for the year shall not exceed the amount that would 
be so determined if the only income of the corporation for the year 
were the amount included in respect of the disposition of such 


property. 


4S sic. Should read (3)(a) —ed. 


S. 129(3.4) 


History: Subsec:, 129(3.1) added by 2001,\c. 17, s. 126, applicable to taxation years 
that end after June 1995 and before 2003: 


History [former subsec. 129(3.1)]: Former subsec. 129(3.1) repealed by 1996, c. 
21, subsec. 32(2), applicable to taxation years that end after June 1995. Subsec. (3.1) 
formerly read: 


(3.1) Definition of “reduction at December 31, 1977 of refundable dividend 
tax on hand” — In subsection (3), “reduction at December 31, 1977 of refund- 
able dividend tax on hand” of a corporation means the amount that is '/s of the 
amount, if any, by which the total ‘of 


(a) the amount, if any, of the corporation’s refundable dividend tax on hand 
at the end of its 1977 taxation year, and 


(b) the amount, if any, of the tax under Part IV payable by the corporation 
for its 1978 taxation year in respect of taxable dividends received by it in 
that year and before 1978, 


exceeds the total of 
(c) the corporation’ s dividend refund, if any, for its 1977 taxation year, and 


(d) '3 of the taxable dividends, if any, paid by the corporation in its: 1978 
taxation year and before 1978. 


(3.2) [Repealed] 


History: Subsec. 129(3.2) restored as 129(3.1) by 2001, c. 17, s. 126 (see under 
126(3.1)). 


Subsec. 129(3.2) repealed by 1996, c. 21, subsec. 32(2), applicable to taxation years 
that end after June 1995.Subsec. (3.1) formerly read: 


(3.2) Application — Where, in a taxation year commencing after November 12, 
1981,,a corporation that last became a private corporation on or before that date 
and that was throughout the year,a private corporation, other than a Canadian- 
controlled private corporation, has included in its income for the year an‘amount 
in respect of property that the corporation 


(a) disposed of before November 13, 1981, 


(b), was obligated. to dispose of under the terms of an agreement in writing 
entered into before November, 13,.1981, or 


(c) is deemed by subsection 44(2) to have disposed of at any time after No- 
vember 12, 1981 by virtue of an event referred to in paragraph (b), (c) or (d) 
of the definition “proceeds of disposition” in section 54 in respect of the 
disposition that occurred before November 13, 1981, 


paragraph (3)(a) shall apply as if the corporation were a Canadian-controlled pri- 
vate corporation throughout the year, except that the total of the amounts deter- 
mined under that paragraph in respect of the year shall not exceed the amount 
that would be so determined if the only income of the corporation for the year 
were the amount included in respect of the disposition of such property. 


(3.3) [Repealed] 


History: Subsec. 129(3.3) repealed by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion years that end after June 1995.Subsec. (3.3) formerly read: 


(3.3) Definition of “addition at December 31, 1986 of refundable dividend 
tax on hand” — In subsection (3), “addition at December 31, 1986 of refund- 
able dividend tax on hand” of a corporation means the amount that is '/2 of the 
amount, if any, by which 


(a) the amount, if any, of the corporation’s refundable dividend tax on hand 
at the end. of its last taxation year commencing before 1987, determined 
without reference to paragraph (3)(b.1), 


exceeds the total of 


(b) the amount, if any, of the tax payable under Part IV by the corporation 
for its last taxation year commencing before 1987 in respect of taxable divi- 
dends; received by it in that year and after 1986, 


(c) 4 of the taxable dividends, if any, paid by the corporation before 1987 in 
its last taxation year commencing before 1987, and 


(d) any amount added under paragraph 88(1)(e.5) in computing the corpora- 
tion’s refundable dividend tax on hand at the end of its last taxation year 
commencing before 1987 in respect of the refundable dividend tax on hand 
of a subsidiary (within the meaning assigned by subsection. 88(1)). for its 
1987_or 1988 taxation year. 


(3.4) [Repealed] 


History: Subsec. 129(3.4) repealed by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion. years that.end after June 1995.Subsec. (3.4). formerly read: 


(3.4) Reduction, under para. (3.3)(a) — Where a corporation has received) a 
taxable dividend after February 25, 1986 and before 1987 as part.of a transaction 
effected after February 25, 1986 or series of transactions each of which was ef- 
fected after that day and it may be reasonably considered that one of the main 
purposes thereof was to increase the corporation’s refundable dividend tax on 
hand at the end of a taxation year by virtue of the application of subsection (3.3), 
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the amount otherwise determined under paragraph (3.3)(a) in respect of the cor- 
poration shall be reduced by the tax payable under Part IV by the corporation in 
respect of the dividend. 


(3.5) [Repealed] 


History: Subsec. 129(3.5) repealed by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion years that end after June 1995.Subsec. (3.5) formerly read: 


(3.5) Definition of “reduction at December 31, 1987 of refundable dividend 
tax on hand” — In subsection (3), “reduction at December 31, 1987 of refund- 
able dividend tax on hand” of a corporation means the amount that is '/s of the 
amount, if any, by which 


(a) the amount, if any, of the corporation’s refundable dividend tax on hand 
at the end of its last taxation year commencing before 1988, determined 
without reference to paragraph (3)(e), 


exceeds the total of 


(b) the amount, if any, of the tax payable under Part IV by the corporation 
for its last taxation year commencing before 1988 in respect of taxable divi- 
dends received by it in that year and after 1987, 


(c) s of the taxable dividends, if any, paid by the corporation before 1988 in 
its last taxation year commencing before 1988, 


(d) any amount added, under paragraph 88(1)(e.5) in computing the corpora- 
tion’s refundable dividend tax on hand at the end of its last taxation year 
beginning before 1988, in respect of the refundable dividend tax on hand of 
a subsidiary (within the méaning assigned by subsection 88(1)) for a taxation 
year ending after 1987, and 


(e) an amount equal to that proportion of '/s of the least of the amounts deter- 
mined under subparagraphs (3)(a)(i) to (iv) in respect of its last taxation year 
commencing before 1988 that the number of days in the year that are after 
1987 is of the number of days in the year. 


Para. 129(3.5)(d) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 108, applicable to 
1988 et seq. Para. (d) formerly read: 


(d) any amount added under paragraph 88(1)(e.5) in computing the corporation’ s 
refundable dividend tax on hand at the end of its last taxation year commencing 
before 1988 in respect of the refundable dividend tax on hand of a subsidiary 
(within the meaning assigned by subsection 88(1)) for a taxation year commenc- 
ing after 1987, and 


(4) Definitions — The definitions in this subsection apply in this 
section. 

History: The opening words of subsec. 129(4) amended by 1996, c. 21, subsec. 32(2), 
applicable to tax years. that end after June 1995. They formerly read: 


(4) In subsection (3), 


“aggregate investment income” of a corporation for a taxation 
year means the amount, if any, by which the total of all amounts, 
each of which is 


(a) the amount, if any, by which 
(i) the eligible portion of the corporation’s, taxable. capital 
gains for the year 

exceeds the total of 


(ii) the eligible portion of its allowable capital losses for the 
year, and 


(iii) the amount, if any, deducted under paragraph 111(1)(b) 
in computing its taxable income for the year, or 


(b) the corporation’s income for the year from a source that is a 
property, other than 


(i) exempt income, 


(ii) an amount included under subsection 12(10.2) in comput- 
ing the corporation’s income for the year, 


(iii) the portion of any dividend that was deductible in com- 
puting the corporation’s taxable income for the year, and 


(iv) income that, but for paragraph 108(5)(a), would not be 
income from a property, 


exceeds the total of all amounts, each of which is the corpora- 
tion’s loss for the year from a source that is a property; 


Related Provisions: 123.3 — Refundable tax on CCPC’s investment income; 
129(3)(a)(i)A — Refund of 2674% of aggregate investment income; 129(4)“income” or 
“loss” — Specified investment business income and income relating to an active busi- 
ness; 131(11)(b) — Application of definition to labour-sponsored venture capital cor- 
poration; 248(1)“aggregate investment income” — Definition applies to entire Act. 


History: The definition “aggregate investment income” added to subsec. 129(4) by 
1996, c. 21, subsec. 32(2), applicable to tax years that end after June 1995. 


Income Tax Act, Part I 


Interpretation Bulletins: IT-484R2: Business investment losses. 


“Canadian investment income” — [Repealed] 


History: The definition “Canadian investment income” in subsec. 129(4) repealed by 
1996, c. 21, subsec. 32(2), applicable to taxation years that end after June 1995. It 
formerly read: 


“Canadian investment income” of a corporation for a taxation year means the 
amount determined by the formula 


(A +B)—C 
where 


A is the amount determined by the formula 


(K-L)-—(M—N) 
where 


K is the total of such of the corporation’s taxable capital gains for the year 
from dispositions of property as may reasonably be considered to be in- 
come from sources in Canada, 


L is the total of all amounts each of which is the portion of a taxable capi- 
tal gain referred to in the description of K in this definition from the 
disposition by it of a property, other than a designated property, that 
may reasonably be regarded as having accrued while the property, or a 
property for which it was substituted, was property of a corporation 
other than a Canadian-controlled private corporation, an investment cor- 
poration, a mortgage investment corporation or a mutual fund 
corporation, 


M_ is the total of such of the corporation’s allowable capital losses for the 
year from dispositions of property as may reasonably be considered to 
be losses from sources in Canada, and 


N is the total of all amounts each of which is the portion of an allowable 
capital loss referred to in the description of M in this definition from the 
disposition by it of a property, other than a designated property, that 
may reasonably be regarded as having accrued while the property, or a 
property for which it was substituted, was property of a corporation 
other than a Canadian-controlled private corporation, an investment cor- 
poration, a mortgage inyestment corporation or a mutual fund 
corporation, 


B | is the total of all amounts each of which is the corporation’s income for the 
year from a source in Canada that is property (other than exempt income, an 
amount included under subsection 12(10.2) in the corporation’s income for 
the year, any dividend the amount of which was deductible in computing its 
taxable income for the year or income that, but for paragraph 108(5)(a), 
would not be income from a property), determined after deducting all out- 
lays and expenses deductible in computing the corporation’s income for the 
year to the extent that they can reasonably be regarded as having been made 
or incurred for the purpose of earning income from that property[, and] 


C is the total of all amounts each of which is the corporation’s loss for the year 
from a source in Canada that is a property; 


The description of B in “Canadian investment income” in subsec. 129(4) amended by 
1994, c. 7, Sch. VIII (1993, c. 24), subsec. 73(4), applicable to 1991 et seg. That 
description formerly read: 


B _ is the total of all amounts each of which is the corporation’s income for the 
year from a source in Canada that is property (other than exempt income, 
any dividend the amount of which was deductible in computing its taxable 
income for the year or income that, but for paragraph 108(5)(a), would not 
be income from a property), determined after deducting all outlays and ex- 
penses deductible in computing the corporation’s income for the year to the 
extent that they may reasonably be regarded as having been made or in- 
curred for the purpose of earning income from that property, and 


“eligible portion” of a corporation’s taxable capital gains or allow- 
able capital losses for a taxation year is the total of all amounts each 
of which is the portion of a taxable capital gain or an allowable 
capital loss, as the case may be, of the corporation for the year from 
a disposition of a property that, except where the property was a 
designated property (within the meaning assigned by subsection 
89(1)), cannot reasonably be regarded as having accrued while the 
property, or a property for which it was substituted, was property of 
a corporation other than a Canadian-controlled private corporation, 
an investment corporation, a mortgage investment corporation or a 
mutual fund corporation; 


Related Provisions: 248(5) — Substituted property. 


History: The definition “eligible portion” added to subsec. 129(4) by 1996, c. 21, sub- 
sec. 32(2), applicable to taxation years that end after June 1995. 
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“foreign investment income” ofa corporation for a taxation year 
is the amount that would be its aggregate investment income for the 
year if 


(a) every amount of its income, loss, capital gain or capital loss 
for the year that. can reasonably be regarded as being from a 
source in Canada were nil, 


(b) no amount were deducted under paragraph 111(1)(b) in com- 
puting its taxable income for the year, and 


(c) this Act were read without reference to paragraph (a) of the 
definition “income” or “loss” in this subsection; 


History: The definition “foreign investment income” in subsec. 129(4) amended by 
1996, c. 21, subsec. 32(2), applicable to taxation years that end after June 1995. It 
formerly read: 


“foreign investment income” of a corporation for a taxation year means the 
amount that would be determined under the definition “Canadian investment in- 
come” in this subsection in respect of the corporation for the year if the refer- 
ences in that definition to “in.Canada”’ were read as references to “outside Can- 
ada” and this Act were read without reference to subsection (4.1). 


“income” or “loss” of a corporation for a taxation year from a 
source that is a property 


(a) includes the income or loss from a specified investment busi- 
ness carried on by it in Canada other than income or loss from a 
source outside Canada, but 


(b) does not include the income or loss from any property 


(i) that is incident to or pertains to an active business carried 
on by it, or 


(11) that is used or held principally for the purpose of gaining 
or producing income from an active business carried on by it. 


Related Provisions: 129(4)“foreign investment income”(c) — Para. (a) ignored for 
purposes of determining foreign investment income. 


History: The definition “income” or “loss” added to subsec. 129(4) by 1996, c. 21, 
subsec. 32(2), applicable to taxation years that end after June 1995. 


Interpretation Bulletins: IT-73R6: The small business deduction. 


Selected Cases [subsec. 129(4)]: Actra Fraternal Benefit Society v. R., [1997] 3 
C.T.C. 61 (FCA); rev’g [1995] 2 C.T.C. 2671 (TCC) (Allocation of assets to particular 
fund was rebuttable presumption only); Irving ‘Garber Sales Canada Ltd. v. MNR, 
[1992] 2 C.T.C. 261 (FCTD) (Term deposit interest was active business income to ex- 
tent of business requirements, balance was investment income); Echo Bay Mines Ltd. v. 
Canada, {1992} 2 C.T.C. 182 (FCTD) (Gains from settlement of forward sales con- 
tracts for silver were “resource profits”); Canadian Marconi Co. v. R., [1986] 2 C.T.C. 
465 (SCC) (Short-term investment earnings income. from active business; “Canadian 
manufacturing and processing profits” not restricted to income from manufacturing or 
processing); Ensite Ltd. v. R., [1986] 2 C.T.C. 459 (SCC) (Deposits as security for 
foreign currency loans in financing manufacturing plant were “property used or held in 
the carrying out of its business”; interest earned not foreign investment income); Burri 
v. MNR, [1985] 2 C.T.C. 42 (FCTD) (Income from apartment building “from source in 
Canada that is property” qualifies as “Canadian investment income”); Morbane 
Developments Ltd. v. MNR, [1983] C.T.C. 338 (FCA) (Compensation payment from 
expropriation income was from active business); R. v. Brown Boveri Howden Inc., 
[1983] C.T.C. 301 (FCA) (Interest on short-term notes originating from property used 
by corporation in the course of its business not “Canadian investment income”); R. v. 
Marsh & McLennan, [1983] C.T.C. 231 (FCA) (Income from investments used in car- 
rying on of business excluded from “Canadian investment income” when investments 
and main business interdependent); Riviera. Hotel Co. Ltd. v. R., [1982] C.T.C. 30 
(FCTD) (income from hotel business not “Canadian investment income’); Supreme 
Theatres v. R., [1981] C:T.C. 190 (FCTD) (Rental income part of active business). 


(4.1) [Repealed] 


History: Subsec. 129(4.1) repealed by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion years that end after June 1995.Subsec. (4.1) formerly read: 


(4.1) Interpretation of “income” or “loss” — For the purposes of the definition 
“Canadian investment income” in subsection (4) and subsection (6), “income” or 
“Joss” of a corporation for a year from a source in Canada that is a property 
includes the income or loss from a specified investment business carried on by it 
in Canada other than income or loss from a source outside Canada but does not 
include income or loss 


(a) from any other business; 


(b) from any property that is incident to or pertains to an’ active business 
carried on by it; or 

(c) from any property used or held principally for the purpose of gaining or 
producing income from an active business carried on by it. 


S. 129(6) 


Selected Cases [subsec. 129(4.1)]: Shamita Inc. ‘v. R., [1998] 2 C.T.C. 2974 
(TCC) (Income from a property includes more than just income from a specified in- 
vestment business). 


(4.2) [Repealed] 


History: Subsec. 129(4.2) repealed by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion years that end after June 1995.Subsec. (4.2) formerly read: |’ 


(4.2) ldem — For the purposes of the definition “foreign investment income” in 
subsection (4), “income” or “loss” of a corporation for a year from’ a source 
outside Canada that is a property does not include the income. or.loss from.any. 
property 
(a) that is incident to or pertains to an active business carried on by it; or 
(b) that is used or held principally for the purpose of gaining or producing 
income from an active business carried on by it. 


(4.3) [Repealed] 


History: Subsec. 129(4.3) repealed by 1996, c. 21, subsec. 32(2), applicable to taxa- 
tion years that end after June 1995\Subsec. (4.3) formerly réad: 


(4.3) Definition of “designated property” — In this section, “designated pro- 
perty” has the meaning assigned by subsection 89(1). 


(5) [Repealed] 


History: Subsec. 129(5) repealed by 1996, c. 21, subsec, 32(2), applicable to taxation 
years that end after June 1995. Subsec. (5) formerly read: 


(5) Reduction of refundable dividend tax on hand — Notwithstanding any 
other provision of this section, the least of the amounts determined under subpar- 
agraphs (3)(a)(i)) to (iv) in respect of the 1972 or 1973 taxation year of a'corpora- 
tion is, 

(a) in respect of its 1972 taxation year, 93% of the least of the amounts so 

determined; and 

(b) in respect of its 1973 taxation year, the total of 


() 93% of that proportion of the least of the amounts so determined that 
the number of days in that portion of the year that is before 1973 is of 
the number of days in the whole year, and 


(ii) 100% of that proportion of the least of the amounts so determined 
that the numberof days'in that portion of the year that is after 1972 is of 
the number of days in the whole year. 


(6) Investment income from associated corporation 
deemed to be active business income — Where any particu- 
lar amount paid or payable to a corporation (in this subsection re- 
ferred to as the “recipient corporation”) by another corporation (in 
this subsection referred to as the “fassociated corporation”) with 
which the recipient corporation was associated in any particular tax- 
ation year commencing after 1972, would otherwise be included in 
computing the income of the recipient corporation for the particular 
year from a source in Canada that is a property, the following rules 
apply: 
(a) for the purposes of subsection (4), in computing the recipient 
corporation’s income for the year from.a source in Canada that 
is a property, 
(i) there shall not be included any portion (in this subsection 
referred. to as the “deductible portion”) of the particular 
amount that. was or may be deductible in computing the in- 
come of the. associated corporation for any taxation year 
from an active business carried on by it in Canada, and 


(ii) no deduction shall be made in respect of any outlay or 
expense, to the extent that that outlay or expense may reason- 
ably be regarded as having been made or incurred by the re- 
cipient corporation for the purpose of gaining or producing 
the deductible portion; and . 

(b) for the purposes of this subsection and section 125, 


(i) the deductible portion shall be deemed to be income of the 
recipient corporation for the particular year from an active 
business carried on by it in Canada, and 


(ii) any outlay or expense, to the extent described in subpara- 
graph (a)(ii), shall be deemed to have been made or incurred 
by the recipient corporation for the purpose of. gaining or 
producing that income. 


Related Provisions: 125(3) — Allocation of active business income among associ- 
ated corporations; 256(1) — Associated corporations. 
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Selected Cases [subsec. 129(6)]: Norco Development Ltd. v. R., [1985] 1 C.T.C. 
130 (FCTD) (Interest payments from partnership of corporations active business in- 
come when corporations associated). 
Interpretation Bulletins: IT-73R6: The small business deduction; IT-243R4: Divi- 
dend refund to private corporations. 


(7) Meaning of “taxable dividend” — For the purposes of this 
section, “taxable dividend” does not include a capital gains divi- 
dend within the meaning assigned by subsection 131(1). 


Related Provisions: 129(1.2) — Dividends deemed not to be taxable dividends; 
157(3) — Private, mutual fund and non-resident owned investment corporations. 


(8) Application of section 125 — Expressions used in this sec- 
tion and not otherwise defined for the purposes of this section have 
the same meanings as in section 125. 

Selected Cases [s. 129]: Groupe Commerce, Cie D’assurances v. R., [1999] 4 
C.T.C. 54 (FCA); aff’ g [1996] 3 C.T.C. 2066 (TCC) (No refundable dividend tax avail- 
able to insurance companies); L’Heureux v. Canada, [1995] 1 C.T.C. 2850 (TCC) (Cir- 
cular calculations of tax proper in certain “butterfly” transactions). 

Definitions [s. 129]: “active business” — 125(7),.129(8), 248(1); “aggregate invest- 
ment income” — 129(4), 248(1); “allowable capital loss” — 38(b), 248(1); “amount”, 
“assessment” — 248(1); “associated corporation” — 256(1); “business” — 248(1); 
“Canada” — 255; “Canadian-controlled private corporation” — 125(7), 248(1); “carry- 
ing on business” — 253; “corporation” — 248(1), Interpretation Act 35(1); “desig- 
nated property” — 89(1), 129(4.3); “dividend” — 248(1); “dividend refund” — 129(1); 
“eligible portion” — 129(4); “exempt income” — 248(1); “income” — from property 
129(4,1), (4.2); “income of the corporation for the year from an active business” — 
125(7), 129(6), 129(8);\ “investment corporation” — 130(3), 248(1); “investment tax 
credit” — 127(9), 248(1); “loss’— from property 129(4.1), (4.2); “Minister” — 
248(1); “prescribed rate” — Reg. 4301; “private corporation” — 89(1), 131(5), 186(5), 
248(1); “property” — 129(4.1), (4.2), 248(1); “refundable dividend tax on hand” — 
129(3); “relevant factor’ — 248(1); “series of transactions” — 248(10); “share” — 
248(1); “specified investment business” — 125(7), 248(1); “substituted” — 248(5); 
“tax payable” — 248(2); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 
89(1), 129(1.2), 129(7), 248(1); “taxable income” — 2(2), 248(1); “taxation year” — 
249; “writing” — Interpretation Act 35(1). 


Investment Corporations 


130. (1). Deduction from tax — A corporation that was, through- 
out a taxation year, an investment corporation may. deduct fromthe 
tax otherwise payable by it under this Part for the year an amount 
equal to 20% of the amount, if any, by which its taxable income for 
the year exceeds its taxed capital gains for the year. 

Related Provisions: 131(10) — Investment corporation ’can elect not to be restricted 


financial institution; 142,2(1)financial institution’(c)(i) — Investment corporation not 
subject to mark-to-market rules._, 


Interpretation Bulletins: IT-98R2: Investment corporations (archived). 


(2) Application of subsecs. 131(1) to (3.2) and (6) — Where 
a corporation was an investment corporation throughout a taxation 
year (other than a corporation that was a mutual fund corporation 
throughout the year), subsections 131(1) to (3.2) and (6) apply in 
respect of the corporation for the year 


(a) as if the corporation had been a mutual fund corporation 
throughout that and all previous taxation years ending after 1971 
throughout which it was an investment corporation; and 


(b) as if its capital gains redemptions for that and all previous 
taxation years ending after 1971, throughout which it would, but 
for the assumption made by paragraph (a), not have been a mu- 
tual fund corporation, were nil. ; 


History: The opening words of subsec. 130(2) amended by 1998, c. 19, subsec. 
155(1), applicable to 1993 et seg. The opening words formerly read: 


(2) Application of subsecs. 131(1) to (3.2) — Where a corporation was 
throughout a taxation year an investment corporation (other than a mutual fund 
corporation), subsections 131(1) to (3.2) apply in respect of the corporation for 
the year 


That portion of subsec. 130(2) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), s. 74, applicable to capital gains refunds paid or applied with respect to 
taxation years beginning after 1991. That portion formerly read: 


(2) Application of ss. 131(1) to (3) — Where a corporation was, throughout a 
taxation year, an investment corporation other than a mutual fund corporation, 
subsections 131(1) to (3) are applicable in respect of the corporation for the year 


Interpretation Bulletins: IT-98R2: Investment corporations (archived). 


Income Tax Act, Part I 


Forms: T2 SCH 18: Federal and provincial or territorial capital gains refund; TS: 
Statement of investment income; T5 Summ: Return of investment income. 


(3) Meaning of expressions “investment corporation” and 
“taxed capital gains” — For the purposes of this section, 


(a) a corporation is an “investment corporation” throughout any 
taxation year in respect of which the expression is being applied 
if it complied with the following conditions: 


(i) it was throughout the year a Canadian corporation that 
was a public corporation, 


(ii) at least 80% of its property throughout the year consisted 
of shares, bonds, marketable securities or cash, 


(iii) not less than 95% of its income (determined without ref- 
erence to subsection 49(2)) for the year was derived from, or 
from dispositions of, investments described in subparagraph 
(ul), 

(iv) not less than 85% of its gross revenue for the year was 
from sources in Canada, 


(v) not more than 25% of its gross revenue for the year was 
from interest, 


(vi) at no time in the year did more than 10% of its property 
consist of shares, bonds or securities of any one corporation 
or debtor other than Her Majesty in right of Canada or of a 
province or a Canadian municipality, 


(vii) no person would have been a specified shareholder of 
the corporation in the year if 


(A) the portion of the definition “specified shareholder” 
in subsection 248(1) before paragraph (a) were read as 
follows: 


“ “specified shareholder” of a corporation in a taxa- 
tion year means a taxpayer who owns, directly or in- 
directly, at any time in the year, more than 25% of 
the issued shares of any class of the capital stock of 
the corporation and, for the purposes of this 
definition,” 


(B). paragraph (a).of that definition were read as follows: 


“(a) a taxpayer is deemed to own each share of the 
capital stock of a corporation owned at that time by a 
person related to the taxpayer,” 


(C) that definition were read without reference to para- 
graph (d) of that definition, 


and 
(D) paragraph 251(2)(a) were read as follows: 
“(a) an individual and 


(i) the individual’s child (as defined in subsection 
70(10)) who is under 19 years of age, or 


(ii) the individual’s spouse or common-law 
partner;” 


(viii) an amount not less than 85% of the total of 


(A) 7% of the amount, if any, by which its taxable income 
for the year exceeds its taxed capital gains for the year, 
and 


(B) the amount, if any, by which all taxable dividends re- 
ceived by it in the year to the extent of the amount thereof 
deductible under section 112 or 113 from its income for 
the year exceeds the amount that the corporation’s non- 
capital loss for the year would be if the amount deter- 
mined in respect of the corporation for the year under par- 
agraph 3(b) was nil, 


(less any dividends or interest received by it in the form of 
shares, bonds or other securities that had not been sold before 
the end of the year) was distributed, otherwise than by way 
of capital gains dividends, to its shareholders before the end 
of the year; and 
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(b) the amount of the “taxed capital gains” of a taxpayer for a 
taxation year is the amount, if any, by which 


(i) its taxable capital gains for the year from dispositions of 
property 
exceeds 


(11) the total of its allowable capital losses for the year from 
dispositions of property and the amount, if any, deducted 
under paragraph 111(1)(b) for the purpose of ne its 
taxable income for the year.’ 


Related Provisions: 4(1) — Income or loss from a source; 112 — Deduction of 
dividends received; 113 — Deduction for dividends from foreign affiliate; 130(2) — 
Application of mutual fund corporation rules; 130(4) — Wholly owned subsidiaries; 
132(5) — Taxed capital gains definition applies to mutual fund trusts; 184(2) — Tax 
on excess dividend paid by. corporation; 248(1)investment corporation” — Definition 
applies to entire Act, 


History: Cl. 130(3)(a)(vii)(D) amended by 2000, c. 12; Sch. 2, \s. ;1,) to: replace 

“spouse” with “spouse or common-law partner”, applicable to 2001 et seq., in force 
July 31, 2000. See also the transitional rules reproduced i in the History to 248(1)* com- 
mon-law partner”. 


1999, c. 22, s, 92, amended the amendment made to, subpara. 130(3)(a)(vii). by, 1998,.c. 
19 (Bill,C-28) and amended the application so that it is. applicable to corporations for, 
taxation years that begin after June 20, 1996 except that, by subsec. 155(4) of 1998, c. 
19 (as amended by 1999, c. 22), where 


(a) a corporation was an investment corporation on June 20, 1996, 
(b) a particular person is a specified shareholder of the corporation in the year, and 
(c) the particular person 

(i) was a specified shareholder of the corporation on June 20)''1996, or 

(ii) both 


(A) was a specified shareholder of the corporation at any time after June 
20, 1996 and before August 14; 1998, and 


(B) would have been a specified shareholder of the corporation on June 
20, 1996 if subpara 130(3)(a)(vii), as amended, were read without refer- 
ence to clauses (B).and(D), 


subpara. 130(3)(a)(vii);'as amended, does not apply to the corporation, with respect to 
the particular person and persons related to the particular person, except as provided in 
subsections 155(5) to (11).of the said.c. 19, which were also. amended by 1999, c. 22 
(see below). These amendments by 1999, c. 22 are deemed to have come into force on 
June 18, 1998. The amendment made by 1998, c. 19 read: 


(vii) no person would be a specified shareholder of the corporation in the year if, 
in the definition “specified shareholder” in subsection 248(1), 


(A) the portion of that definition before paragraph’ (a) were read as follows: 


“specified shareholder” of a corporation ina taxation. year means a 
taxpayer who owns, directly or indirectly, at any time in the year, 
more than 25% of the issued shares of any class of the capital stock of 
the corporation and, for the purpose of this definition, 


and 


(B) the reference in paragiapa (d) of that definition to ‘ ‘not less than 10%” 
were read as a reference to “more than 25%”, and 


Subsecs.) 155(5) to (11) of 1998, c. 19, (as amended by 1999, c. 22,\s. 92, deemed to 
have come into force on June 18, 1998) provide: 


* (5) [The amendment to subpara. 130(3)(a)(vii)} applies to'a corporation that was 
an investment corporation on June 20, 1996 for a taxation year that begins after 
that day if, at any time after that day and before the end of the year, a particular 
person described in paragraph [155(4)(b) of the said c. 19 (above)] in respect of 
the corporation for the year’ contributes capital to the corporation or acquires a 
share of the capital stock of the corporation other than by a permitted acquisition. 


(6) [The amendment to subpara. 130(3)(a)(vii)] applies to a corporation that was 

an investment corporation on June 20, 1996 for a taxation year that begins after 

that day where, at any time after that day and before the end of the year, a newly 
_felated person in respect of the corporation 


(a) contributed, capital to the corporation; or 


(b) held at any particular time property (in this paragraph referred to as an’ 
“ineligible investment’) that is 


(i) a share of the capital stock of the corporation, or 


(ii), a share of the capital stock of a corporation, or an interest ina part-, 
nership or trust, that held an ineligible investment,at the particular time. 


(7) For the,purpose of subsection (6), a newly related person in respect of a 
corporation at any time means a person who, at any other time that is before that 
time and after June 20, 1996, became related to a particular person described in 
paragraph [155(4)(b) of the said c. 19 (above)] in respect of the corporation, but 
does not include a person who would, if the taxation year of the corporation that 
includes that other time had ended immediately before that other time, have been 
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a particular person described in paragraph [155(4)(b) of the said c. 19 (above)] in 
respect of the corporation for the year. 


(8) [Repealed by 1999, c. 22, s. 92] 
(9) For the purposes of subsections (5) to (8), 
(a) where at a particular time 


(i) a trust that existed on June 20, 1996 distributes a share of the capital 
stock of a corporation, to.a person who was.a beneficiary under the trust 
throughout the period from June 20, 1996 to the particular time in satis- 
faction of all or any part of the beneficiary’s capital interest in the trust, 
or 

(ii) a partnership that existed on June 20, 1996 distributes, on ceasing to 
exist, a share of the capital stock of a corporation or an interest in a 
share to a person who was a member of the partnership throughout the 
period from June 20, 1996 to the particular time, 


the share is deemed to have been owned by the beneficiary or chic from 
the later of June 20, 1996 andi the time the share was last page 9 me by the 
trust.or partnership until the particular time; and 


(b) where a person who is a beneficiary of a trust or a member of a partner- 
ship is deemed by paragraph (b), (c) or (e) of the definition “specified share- 
holder” in subsection 248(1) of the Act to own a share owned by the partner- 
ship or trust, the person is deemed to have acquired the share at the later of 
the time the share was acquired by the trust or partnership and the time the 
person last became a beneficiary of the trust or a member of the partnership. 


(10) At any time on or after the day of the death of a person described in para- 
graph [155(4)(c) of the said c. 19 (above)] in respect of a corporation and before 
the third anniversary of that day, 


(a) the estate of the deceased person is deemed to be a person described in 
paragraphs (4)(b) and (c) [of the said c. 19 (above)] who is related to each 
person who, throughout the period that begins at the end of June 20, 1996 
and ends at the time of death, was related to the deceased person; 


(b) notwithstanding subsection (7), the estate is deemed not to be a newly 
related person in respect of the corporation; 


(c) notwithstanding subsection (11), the acquisition of shares of the corpora- 
tion’s capital stock by the estate from the deceased person is deemed to be a 
permitted acquisition; and 

“(d) the estate is deemed not to be a trust for the purposes of subparagraph 
(9)(a)G) of this Act and paragraphs (b) and (e) of the definition “specified 
shareholder” in subsection 248(1) of the Income Tax Act. 


(11) The. definitions in this subsection apply in subsections (4) to (10) [of the 
said c. 19 (above)] and this subsection. 


“permitted acquisition” means an acquisition by a particular person of a share of 
a class of the capital stock of a corporation that was 


(a) held, at each particular time after June 20, 1996 and before the time at 
which the particular person acquired it, or 


(b) issued after June 20, 1996 by the corporation as a stock dividend and 
held, at each particular time after the time the share was issued and before 
the time at which the particular person acquired it, 


by the particular person or by,a person who was related to the particular person 
throughout the period that begins at the end of June 20, 1996 and ends at the 
particular time if, immediately after the time at which. the particular person. ac- 
quires the share, the total percentage of the issued shares of that class held by the, 
particular person and persons related to the particular person (or in the case of 
acquisitions before August 14, 1998, by the particular person and persons with 
whom the particular person did not deal at arm’s length immediately after the 
acquisition) does not exceed the permitted percentage for the particular person in 
respect of that class of shares. 


“permitted percentage” for a particular person in respect of any class of shares of 
the capital stock of a corporation means 


(a) in respect of acquisitions of shares before August 14, 1998, the greatest 
percentage that is the total percentage of the issued shares of a class of the 
capital stock of the corporation held at the end of June 20, 1996 by the par- 
ticular person and persons with whom the particular person did not at that 
time deal at arm’s length; and 


(b) in any other case, the greater of 


(i) the greatest. percentage that is the total percentage of the issued 
shares of a class of the capital stock of the corporation held at the end of 
June 20, 1996 by the particular person and persons related to the particu- 
lar person, and 


(ii) the greatest percentage that is the total percentage of the issued 
shares of a class of the capital stock of the corporation held at the begin- 
ning of August 14; 1998 by the particular person and persons related to 
the particular person. 


“related persons” and persons related to each other have, for purposes other than 
applying. the: definitions “‘permitted acquisition” and “permitted percentage” jin 
respect of acquisitions of shares before August 14, 1998, the meaning that would 
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be assigned by section 251 of the Act if paragraph 251(2)(a) of the Act were read 
as follows: 


(a) an individual and 


(i) the individual’s child (as defined in subsection 70(10)) who is 
under 19 years of age, or 


(ii) the individual’s spouse; 
“specified shareholder” has the meaning assigned by subparagraph 130(3)(a)(vii) 
of the Act, as enacted by subsection (2). 


Proposed Amendment — Application of 130(3)(a)(vii) — definition 
of “specified shareholder” in transition rules — 


Letter from Department of Finance, March 12, 2003: 
Dear [xxx] 


We are responding to your letter to me of January 8, 2003, your letter of February 3, 
2003 to Stephanie Smith and subsequent discussions with Ms. Smith concerning the 
special transitional rules that apply to exempt from the application of subparagraph 
130(3)(a)(vii) an investment corporation that had at least one “existing specified 
shareholder” on June 20, 1996. In general, the exemption, is lost where the existing 
specified shareholder and certain “newly related persons” acquire more shares of the 
corporation after June 20, 1996, other than by certain permitted acquisitions. For this 
purpose, if any such person has an interest in a partnership or trust, the exemption is 
lost if the partnership or trust acquires a share of the investment corporation after that 
date. : : 


Your letter describes an investment abcporasfon that had an snidivihwal who was an 
existing specified shareholder (the “Specified Shareholder’) on June 20, 1996. The © 
transitional rules provide that in determining who is a specified shareholder of an 
investment corporation, a person is deemed to own the shares of any corporation that 
are owned by a related person. Related persons are specifically defined for the pur- 
pose of these rules. As a result of the rules, if any of the Specified Shareholder’s 
spouse’s grandchildren under 19 years of age (the “Grandchildren’”’) acquire or are 
deemed to acquire a share of the investment corporation after June 20, 1996, other 
than in a permitted acquisition, the transitional relief afforded in the transitional rules 
from the application of subparagraph 130(3)(a)(vii) would be lost. 


In the situation you have described, the Specified Shareholder’s daughter, who is 
over 19 years of age, (the “Daughter”) established a registered education savings 
plan (“RESP”) in the late 1980s for a number of persons including certain of the 
Grandchildren. In 1997, 1998 and 1999, the Daughter | transferred shares of the in- 
vestment corporation to the RESP and the dividend 1 income received on the shares 
held in the RESP was, in part, paid by the RESP to the Grandchildren. In 2000, the 
shares of the investment corporation were reacquired by the Daughter from the 
RESP. The deemed acquisition of shares of the investment corporation by the 
Grandchildren would result in the investment corporation losing its exemption from 
the application of subparagraph 130(3)(a)(vii) provided for in the transitional rules 
and, therefore, losing its status as an investment corporation in 1997. You have asked 
us to expand the scope of the transitional rules he REI EE client’ s 
situation. 


We are sympathetic to this request. ood ‘uel to cee Ff to the Minister. of Fie. 
nance that the Income Tax Act and the transitional rules that apply to investment 
corporations be amended to exclude from the definition of “specified : shareholder”, 
as it applies for the purpose of investment corporations, a beneficiary’: s interest in a 
trust governed by a RESP where the beneficiary of the trust is less than 19 years of 
age. Furthermore, we intend to recommend that the amendment be effective only for 
taxation years that begin before - date detailed oe proposals are inade 
public. 


While we cannot offer any assurance that our recommendation i in this matter will be 
accepted, we hope our statement of intent in this letter will be epi in responding 
to your concern. ; ee J 


Yours sincerely, 


Brian Erewein : 
Director, Tax Legislation Division, Tax Policy: Beatien: 


Subpara. 130(3)(a)(vii) amended by 1998, c. 19, subsec. 155(2) (but subsequently re- 
placed by an amendment by 1999, c. 22 (see above)), applicable to corporations for 
taxation years that begin after June 20, 1996 except that, by subsec. 155(4) of the said 
c. 19, where 


(a) a corporation was an investment corporation on June 20, 1996, 


(b) a particular person would be a specified shareholder of the corporation in the 
year, within the meaning assigned by subpara. 130(3)(a)(vii) if this amendment 
applied to the corporation for the year, and, 


(c) the particular person would have been a specified shareholder of the corpora- 
tion on June 20, 1996, within the meaning assigned by subpara. 130(3)(a)(vii) if 
this amendment applied to the corporation for the year that includes that day, 


subpara. 130(3)(a)(vii) does not apply to the corporation, with respect to the particular 
person and persons related to the particular person, except as provided in subsections 
155(5) to (8) of the said c. 19. Subpara. 130(3)(a)(vii) formerly read: 


(vii) none of its shareholders at any time in the year held more than 25% of the 
issued shares of the capital stock of the corporation, and 


Income Tax Act, Part I 


Subpara. 130(3)(a)(iii) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 109(1), to 
add ‘(determined without reference to subsection 49(2))”, applicable to 1990 et seq. 


Selected Cases [subsec. 130(3)]: Canadian & Foreign Securities Co, Ltd. v. 


MNR, [1972] C.T.C. 391 (FCTD) (“Securities” include promissory notes; requirements 
for investment corporation not met). 


Interpretation Bulletins: IT-98R2: Investment corporations (archived). 


(4) Wholly owned subsidiaries — Where a corporation so 
elects in its return of income under this Part for a taxation year, 
each of the corporation’s properties that is a share or indebtedness 
of another Canadian corporation that is at any time in the year a 
subsidiary wholly owned corporation of the corporation shall, for 
the purposes of subparagraphs (3)(a)(ii) and (vi), be deemed not to 
be owned by the corporation at any such time in the year, and each 
property owned by the other corporation at that time shall, for the 
purposes of those subparagraphs, be deemed to be owned by the 
corporation at that time. 

History: Subsec. 130(4) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 109(2), 
applicable to 1987 er seq., and an election referred to in the subsec. in respect of a 
corporation’s taxation year for which a return of income under Part I of the Act was 
made before December 18, 1991 shall be deemed to have been made in the corpora- 


tion’s return of income for that year if the election is filed in writing with the Minister 
of National Revenue before March 17, 1992. 


Interpretation Bulletins: IT-98R2: Investment corporations (archived). 


Definitions [s. 130]: “allowable capital loss” — 38(b), 248(1); “amount” — 248(1); 
“Canada” — 255; “Canadian corporation” — 89(1), 248(1); “capital gain” — 39(1)(a), 


248(1); “common-law partner” — 248(1); “corporation” — 248(1), Interpretation Act 
35(1); “dividend”, “gross revenue” — 248(1); “Her Majesty” — Jnterpretation Act 
35(1); “investment corporation” — 130(3)(a), 248(1); “mutual fund corporation” — 


131(8), 248(1); “property” — 248(1); “public corporation” — 89(1), 248(1); “share”, 
“shareholder”, “specified shareholder’, “subsidiary wholly owned corporation” — 
248(1); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 89(1), 248(1); 
“taxable income” — 2(2), 248(1); “taxation year’ — 249; “taxed capital gains” — 
130(3)(b). 


Information Circulars [s. 130]: 78-14R4: Guidelines for trust companies and other 
persons responsible for filing T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


Mortgage Investment Corporations 


130.1 (1) Deduction from tax — In computing the income for a 
taxation year of a corporation that was, throughout the year, a mort- 
gage investment corporation, 


(a) there may be deducted the total of 


(i) all taxable dividends, other than capital gains dividends, 
paid by the corporation during the year or within 90 days af- 
ter the end of the year to the extent that those dividends were 
not deductible by the corporation in computing its income for 
the preceding year, and 


(ii) '/2 of all capital gains dividends paid by the corporation 
during the period commencing 91 days after the commence- 
ment of the year and ending 90 days after the end of the year; 
and 


(b) no deduction may be made under section 112 in respect of 
taxable dividends received by it from other corporations. 


Related Provisions: 142.2(1)“financial institution’’(c)(ii) — Mortgage investment 
corporation not subject to mark-to-market rules. 


History: Subpara. 130.1(1)(a)(ii) amended by 2001, c. 17, subsec. 127(1) to replace 
the reference to “3/4” with “1/2”, applicable to taxation years that end after February 
27, 2000 except that, for a corporation’s taxation year that includes February 28, 2000 
or October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, the reference to “1/2” shall be read as a reference to the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the corporation for the year. 


(2) Dividend equated to bond interest — For the purposes of 
this Act, any amount received from a mortgage investment corpora- 
tion by a shareholder of the corporation as or on account of a taxa- 
ble dividend, other than a capital gains dividend, shall be deemed to 
have been received by the shareholder as interest payable on a bond 
issued by the corporation after 1971. 


Related Provisions: 130.1(3) — Application; 2143)(e) — Non-resident withhold- 
ing tax. 
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(3) Application of subsec. (2) — Subsection (2) applies where 
the taxable dividend (other than a capital gains dividend) described 
in that subsection was paid during a taxation year throughout which 
the paying corporation was.a mortgage investment corporation or 
within 90 days thereafter. 


(4) Election re capital gains dividend — Where at any particu- 
lar time during the period that begins 91 days after the beginning of 
a taxation year of a corporation that was, throughout the year, a 
mortgage investment corporation and ends 90 days after the end of 
the year, a dividend is paid by the corporation to shareholders of the 
corporation, if the corporation so elects in respect of the full amount 
of the dividend in prescribed manner and at or! before the earlier of 
the particular time and the first day on which any part of the divi- 
dend was paid, 


(a) the dividend shall be deemed to be a capital gains dividend to 
the extent that it does not exceed the amount, if any, by which 


(i) twice the taxed capital gains of the corporation for the 
year 


exceeds 


(ii) the total of all dividends, and parts of dividends, paid by 
the corporation. during the period and before the particular 
time that are deemed by. this paragraph to. be capital gains 
dividends; and 


(b) notwithstanding any other provision of this Act, any amount 
received by a taxpayer in a taxation year as, on account of, in 
lieu of payment of or in satisfaction of, the dividend shall not be 
included in computing the taxpayer’s income for the year as in- 
come from a share of the capital stock of the corporation, and 


(i) where the dividend was in respect of capital gains of the 
corporation from. dispositions of property that occurred 
before February 28, 2000 and the taxation year of the tax- 
payer began after February 27, 2000 and ended before Octo- 
ber 18, 2000, */s of the dividend is deemed to be a capital 
gain of the taxpayer from the disposition by the taxpayer of a 
capital property in the year, 

(ii) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred 
before February 28, 2000, and the taxation year of the tax- 
payer includes February 27, 2000, the dividend is deemed to 
be a capital gain of the taxpayer from the disposition by the 
taxpayer of a capital property in the year and before. February 
28, 2000, 


(iii) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred 
before February 28, 2000 and the taxation year of the tax- 
payer began after October 17, 2000, */2 of the dividend is 
deemed to be a capital gain of the taxpayer from the disposi- 
tion by the taxpayer of a capital property in the year, 

(iii.1) where the dividend was in respect of capital gains of 
the corporation from dispositions of property that occurred 
before February 28, 2000 and the taxation year of the tax- 
payer begins after February 27, 2000 and ends after October 
17, 2000, */s of the dividend is deemed to be a capital gain of 
the taxpayer from the disposition by the taxpayer of capital 
property in the year and before October 18, 2000, 


(iv) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred after 
February 27, 2000 and before October 18, 2000, and the tax- 
ation year of the taxpayer began after October 17, 2000, */s of 
the dividend is deemed to be a capital gain of the taxpayer 
from the disposition by the taxpayer of a capital property in 
the year, 


(v) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred after 
February 27, 2000, and before October 18, 2000 and the tax- 
ation year of the taxpayer includes October 17, 2000, the div- 
idend is deemed to be a capital gain of the taxpayer from the 
disposition by the taxpayer of a capital property in the year 
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and in the period that began after February 27, 2000 and en- 
ded before October 18, 2000, 


(vi) where the dividend was in respect of capital. gains of the 
corporation from dispositions of property that occurred after 
February 27, 2000, and before October 17, 2000 and the tax- 
ation year of the taxpayer began after February 27, 2000 and 
ended before October 17, 2000, the dividend is deemed to be 
a capital gain of the taxpayer from the disposition by the tax- 
payer of a capital property in the year, and 


(vii) in any other case, the dividend is deemed to be a capital 
gain of the taxpayer from the disposition of capital property 
after October 17, 2000 and in the year. 


Related Provisions: 39.1(1)“exempt capital gains balancé”C(c), 39.1(6) — Reduc- 
tion in gain to reflect capital gains exemption election; 111(1.1)(c) — Net capital loss 
carryover — transition for 2000;°130.1(4.2)— Reporting’ to shareholder of capital 
gains tax rate; 130.1(4.3) — Allocation of capital ‘gains tax rate for 2000; 184(2) — 
Tax on excessive elections; 184(3) — Election to treat excess as separate ‘dividend; 
185(4) — Joint and several liability from excessive elections. 


History: Subpara. 130.1(4)(a)(@) amended by 2001, c. 17, subsec. 127(2), to replace 
the reference to “3/4” with “1/2”, applicable to taxation years that end after February 
27, 2000 except that, for a corporation’s taxation year that includes February 28, 2000 
or October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, the word “twice” shall be read as “the fraction that is the reciprocal of the frac- 
tion in para. 38(a), as amended by 2001, c. 17, that applies to the corporation for the 
year, multiplied by”. 


Para. 130.1(4)(b) amended by the said c. 17, subsec. 127(3), applicable to taxation 
years that end after February 27, 2000. The para. formerly read: 


(b) notwithstanding any other provision of this Act, any amount received by a 
taxpayer in a taxation year as, on account of, in lieu of payment of or in satisfac- 
tion of, the, dividend shall not be included in computing the taxpayer’s income 
for the year as income from a share of the capital stock of the corporation, but 
shall be deemed to be a capital gain of the taxpayer for the year from a disposi- 
tion, in the year and after February 22, 1994, by. the taxpayer of capital property. 


Subsec. 130.1(4) amended by 1995,:c. 3,:subsec. 40(1), applicable ito: dividends paid 
after February 22, 1994. Subsec. (4) formerly read: 


(4) Electing capital gains dividend — Where at any particular time during the 
period beginning 91 days after the beginning of a taxation year of a corporation 
that was, throughout the year, a mortgage investment corporation and ending 90 
days after the end of the year, a dividend is paid by the corporation to sharehold- 
ers of the corporation, 


(a) if the corporation so elects in respect of the full amount of the dividend, 
in prescribed form and manner and at or before the earlier of the particular 
time and the first day on which any part of the dividend was paid, 


(i) the dividend shall-be deemed to be a capital gains dividend to the 
extent that it does not-exceed the amount, if any, by which 


(A) */ of the corporation’s qualifying taxed capital gains for the 
year 


exceeds 


(B) the total.of all dividends, and: parts of dividends, paid by the 
corporation during the period and before the particular time that are 
deemed by this subparagraph to be capital gains dividends, 


(ii), notwithstanding any. other provision of this Act, any amount re- 
ceived by a taxpayer in a taxation year as or on account of the dividend 
shall not be included in computing the taxpayer’s income for the year as 
income from a share of the capital stock of the corporation, but shall be 
deemed to be a capital gain of the taxpayer for the year from a disposi- 
tion of capital property and, for the purposes of section 110.6, that pro- 
perty shall be deemed to have been disposed of by the taxpayer in the 
year, and 


(iii) any election under paragraph (b) made by the corporation in respect 
of the dividend shall. be deemed not to have been, made; and 


(b) if the corporation so elects in respect of the full amount of the dividend, 
in prescribed form and manner and at or before ‘the earlier of the particular 
time and the first day on which any part of the dividend was paid, 


(i) the dividend shall: be:deemed ‘to be a capital gains dividend to the 
extent that it does not exceed the amount, if any, by which 
(A) 44 of the corporation’s non-qualifying taxed capital gains for the 
year 
exceeds 
(B) the total of all dividends, and parts of dividends, paid by the 


corporation during the period and before the particular time that are 
deemed by this subparagraph to be capital gains dividends, and 


(ii) notwithstanding any other provision of this Act, any amount re- 
ceived by a taxpayer in a taxation year as or on account of the dividend 
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shall not be included in computing the taxpayer’s income for the year as 
income from a share of the capital stock of the corporation, but shall be 
deemed to be a capital gain of the taxpayer for the year from a disposi- 
tion of capital property and, for the purposes of section 110.6, 


(A) that property shall be deemed to have been non-qualifying real 
property of the taxpayer, within the meaning of that section, dis- 
posed of by the taxpayer in the year, and 

(B) the taxpayer’s eligible real property gain for the year, within the 
meaning of that section, from the disposition of that property shall 
be deemed to be nil. 


Subsec. 130.1(4) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 75(1), appli- 
cable to 1992 et seg. Subsec. (4) formerly read: 


(4) Where at any particular time during the period commencing 91 days after the 
commencement of a taxation year of a corporation that was, throughout the year, 
a mortgage investment corporation and ending 90 days after the end of the year, 
a dividend is paid by the corporation to shareholders of the corporation, if the 
corporation so elects in respect of the full amount of the dividend, in prescribed 
manner and prescribed form and at or before the particular time or the first day 
on which any part of the dividend was paid if that day is earlier than the particu- 
lar time, 

(a) the dividend shall be deemed to be a capital gains dividend to the extent 

that it does not exceed 


(i) 4; of the taxed capital gains of the corporation for the year 
minus 


(ii) such part, if any, of each dividend paid by the corporation during the 
period and before the particular time as is deemed by this subsection to 
be a capital gains dividend; and 


(b) notwithstanding any other provision of this Act, any amount received by 
a taxpayer in a taxation year as or on account of the dividend shall not be 
included in computing the taxpayer’s income for the year as income from a 
share of the capital stock of the corporation, but shall be deemed to be a 
capital gain of the taxpayer for the year from a disposition of capital pro- 
perty and, for the purposes of section 110.6, that property shall be deemed to 
have been disposed of by the taxpayer in the year. 


Regulations: 2104.1 (prescribed manner, prescribed form). 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income; 
T2012: Election in respect of a capital gains dividend under subsec. 130.1(4). 


(4.1) Application of subsecs. 131(1.1) to (1.4) — Where at 
any particular time a mortgage investment corporation paid a divi- 
dend to its shareholders and subsection (4) would have applied to 
the dividend except that the corporation did not make an election 
under subsection (4) on or before the day on or before which it was 
required by that subsection to be made, subsections 131(1.1) to 
(1.4) apply with such modifications as the circumstances require. 


History: Subsec. 130.1(4.1) added by 2001, c. 17, subsec. 127(4), applicable to taxa- 
tion years that end after February 27, 2000. 


(4.2) Reporting [for 2000] — Where paragraph (4)(b) applies to 
a dividend paid by a mortgage investment corporation to a share- 
holder of any class of shares of its capital stock in the period that 
begins 91 days after the beginning of the corporation’s taxation year 
that includes February 28, 2000 or October 17, 2000 and ends 90 
days after the end of that year, the corporation shall disclose to the 
shareholder in prescribed form the amount of the dividend that is in 
respect of capital gains realized on dispositions of property that 
occurred 


(a) before February 28, 2000, 
(b) after February 27, 2000 and before October 18, 2000, and 
(c) after October 17, 2000 


and, if it does not do so; the dividend is deemed to be in respect of 
capital gains from dispositions of property that occurred before 
February 28, 2000. 


History: Subsec. 130.1(4.2) added by 2001, c. 17, subsec. 127(4), applicable to taxa- 
tion years that end after February 27, 2000. 


(4.3) Allocation [for 2000] — Where subsection (4) applies in re- 
spect of a dividend paid by a mortgage investment corporation at 
any time in the period that begins 91 days after the beginning of the 
corporation’s taxation year that includes February 28, 2000 or Octo- 
ber 17, 2000 and ends 90 days after the end of that year, and the 
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corporation does not elect under subsection (4.4), the following 
rules apply: 


(a) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
particular period that began at the beginning of the year and en- 
ded at the end of February 27, 2000 is deemed to be that propor- 
tion of the dividend that the net capital gains of the corporation 
from the dispositions of property in the particular period is of 
the total of the corporation’s net capital gains from the disposi- 
tions of property in each of the particular periods referred to in 
this subsection, 


(b) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
particular period that began at the beginning of February 28, 
2000 and ended at the end of October 17, 2000 is deemed to be 
that proportion of the dividend that the net capital gains of the 
corporation from the dispositions of property in the particular 
period is of the total of the corporation’s net capital gains from 
the dispositions of property in each of the particular periods re- 
ferred to in this subsection, 


(c) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
particular period that begins at the beginning of October 18, 
2000 and ends at the end of the year, is deemed to be that pro- 
portion of the dividend that the net capital gains of the corpora- 
tion from the dispositions of property in the particular period is 
of the total of the corporation’s net capital gains from the dispo- 
sitions of property in each of the periods referred to in this sub- 
section, and. 


in this subsection net capital gains from dispositions of property in 
a particular period means the amount, if any, by which the corpora- 
tion’s capital gains from dispositions of property in the particular 
period exceeds the corporation’s capital losses from dispositions of 
property in the particular period. 

History: Subsec. 130.1(4.3) added by 2001, c. 17, subsec. 127(4), applicable to taxa- 
tion years that end after February 27, 2000. 


(4.4) Allocation [for 2000] — Where subsection (4) applies in re- 
spect of a dividend paid by a mortgage investment corporation in 
the period that begins 91 days after the beginning of the corpora- 
tion’s taxation year that includes February 28, 2000 or October 17, 
2000 and ends 90 days after the end of that year, and the corpora- 
tion so elects under this subsection in its return of income for the 
year, the following rules apply: 


(a) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and 
before February 28, 2000 is deemed to be that proportion of the 
dividend that the number of days that are in that year and before 
February 28, 2000 is of the number of days that are in that year; 


(b) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
period that began at the beginning of February 28, 2000 and en- 
ded at the end of October 17, 2000 is deemed to be that propor- 
tion of the dividend that the number of days that are in the year | 
and in that period is of the number of days that are in the year; 
and 


(c) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
period that begins at the beginning of October 18, 2000 and ends 
at the end of the year, is deemed to be that proportion of the 
dividend that the number of days that are in the year and in that 
period is of the number of days that are in the year. 


History: Subsec. 130.1(4.4) added by 2001, c. 17, subsec. 127(4), applicable to taxa- 
tion years that end after February 27, 2000. 


(4.5) Allocation [for 2000] — Where no dividend to which sub- 
section (4.4) applies is paid by a mortgage investment corporation 
in respect of its net taxable capital gains for its taxation year that 
includes February 28, 2000 or October 17, 2000, the corporation 
has net capital gains or net capital losses from dispositions of pro- 
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perty in the year, and the corporation so elects under this subsection 
in its return of income for the year 


(a) the portion of those net capital gains and net capital losses 
that is in respect of capital gains and losses from dispositions of 
property that occurred before February 28, 2000 is deemed to be 
that proportion of the net capital gains or net capital losses re- 
spectively that the number of days that are in the year and before 
February 28, 2000 is of the number of days that are in the year, 


(b) the portion of those net capital gains and net capital losses 
that is in respect of capital gains and losses from dispositions of 
property that occurred in the year and in the period that began at 
the beginning of February 28, 2000 and ended at the end of Oc- 
tober 17, 2000, is deemed to be that proportion of the net capital 
gains or net capital losses respectively that the number of days 
that are in the year and in that period is of the number of days 
that are in the year, and 


(c) the portion of those net capital gains ai net capital losses 
that is in respect of capital gains and losses from dispositions of 
property that occurred in the year and in the period that began at 
the beginning of October 18, 2000 and ended at the end of the 
year, is deemed to be that proportion of the net capital gains or 
net capital losses respectively that the number of days that are in 
the year and in that period is of the numberof days that are in 
the year, 


and, for the purpose of this subsection, 


(d) the net capital gains of a mortgage investment corporation 
from dispositions of property in a year is the amount, if any, by 
which the corporation’s capital gains from dispositions of pro- 
perty in a year exceeds the corporation’s capital losses from dis- 
positions of property in the year, and 
(e) the net capital losses of a mortgage investment’ corporation 
from dispositions of property in a year is the amount, if any, by 
which the corporation’s capital losses from dispositions of pro- 
perty in a year exceeds the corporation’s capital gains from dis- 
positions: of property in the year. 
History: Subsec. 130.1(4.5) added by 2001, c. 17, subsec. 127(4), applicable to taxa- 
tion years that end after February 27, 2000. 


(5) Public corporation — Notwithstanding any other provision 
of this Act, a mortgage investment corporation shall be deemed to 
be a public corporation. 


(6) Meaning of “mortgage investment corporation” — For 
the purposes of this section, a corporation is a “mortgage invest- 
ment corporation” throughout a taxation year if, throughout the 
year, 


(a) it was a Canadian corporation; 


(b) its only undertaking was the investing of funds of the corpo- 
ration and it did not manage or develop any real property; 


(c) none of the property of the corporation consisted of 


(i) debts owing to the:corporation that were secured on real 
property situated outside, Canada, 


(ii) debts owing to the corporation by non- ae aHABE persons, 
except any such debts that were secured on real property situ- 
ated in Canada, 


(iii) shares of the capital stock of corporations not resident in 
Canada, or 


(iv) real property situated outside Canada, or any leasehold 
interest in such property; 
“ns. Proposed Amendment - _ - 130. (6)(b), (aN 
‘ (b) its only undertaking. was the investing: of funds of ae cor- 
- poration and it did not bene or “ety any real o1 

able property; 
- ©) none of the property of the corporation consisted of 


a) debts owing. to, the corporation that were secured on real 
or immovable property situated outside Canada, 


S. 130.1(6)(g) 


ii) debts owing to the: co san ee as ie 


(d) shbin were 20 or more red deah onde of the corporation and no 
person would have been a specified shareholder of the corpora- 
tion at any time in the year if 


(i) the portion of the definition “specified shareholder” in 
subsection 248(1) before paragraph (a) were read as follows: 


6666 


specified shareholder” of a corporation at any time 
means a taxpayer who owns, directly or indirectly, at 
that time, more than 25% of the issued shares of any 
class of the capital stock of.the corporation and, for the 
purposes of this definition,” 


(ii) paragraph (a) of that definition were read as follows: 


“(a) a taxpayer is deemed to own each share of the, capi- 
tal stock of a corporation owned at that time by a person 
related to the taxpayer,” 


(iii) that definition were read without reference to paragraph 
(d) of that definition, and 


(iv) paragraph 251(2)(a) were read as follows: 
“(a) an individual and 


(i) the individual’s child (as defined in subsection 
70(10)) who is under 18 years of age, or 


(ii) the individual’s spouse or common-law partner;” 


(e) any holders of preferred shares of the corporation had a right, 
after payment to them of their preferred dividends, and payment 
of dividends in a like amount per share to the holders of the 
common shares of the corporation, to participate pari passu with 
the holders of the common shares in any further payment of 
dividends; 

(f) the cost amount to the corporation of such of its property as 
consisted of 


(i) debts owing to the corporation that were secured, whether 
by mortgages, 'hypothecs or in any other manner, on houses 
(as defined in section 2 of the National Housing Act) or on 
property included within a housing project (as defined in that 
section), and 


(ii) amounts of any deposits standing to the corporation’s 
credit in the records of 


(A), a bank or other corporation any of whose deposits are 
insured by the Canada Deposit Insurance Corporation or 
the Régie de. l’assurance-dépdts du Québec, or 


(B), a credit union, 


plus the amount of any money of the corporation was at least 
50% of the cost amount to it of all of its property; 


(g) the cost amount to the corporation ‘ofall real property of the 
corporation, including leasehold interests in such property (ex- 
cept real property acquired by the corporation by foreclosure or 
otherwise after default made on a mortgage, hypothec or agree- 
ment of sale of real property) did not exceed 25% of the cost 
amount to At of all of its property; 


oposed Amendment — 1 30. 1(6)(g) 


Application: The July 16, 2010 draft legislation ‘Patt 2 — bijuralism), subsec. 
218(2), will amend | para. 130. 1(6)(g) by substituting “real or immovable property” ’ fo 
“real property” i in three places, to ome into force. on nt Royal Assent. a - 


Technical Notes (July. 2010): ‘See under 24. 
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(h) its liabilities did not exceed 3 times the amount by which the 
cost amount to it of all of its property exceeded its liabilities, 
where at any time in the year the cost amount to it of such of its 
property as consisted of property described in subparagraphs 
(f)(i) and (ii) plus the amount of any money of the corporation 
was less than 7/3 of the cost amount to it of all of its property; 
and 


(i) its liabilities did not exceed 5 times the amount by which the 

cost amount to it of all its property exceeded its liabilities, where 

paragraph (h) is not applicable. 
Related Provisions: 130.1(7) — How shareholders counted; 130.1(8) — First taxa- 
tion year; 142.2(1)“financial institution” (c)(ii) — Mortgage investment corporation not 
subject to mark-to-market rules; 248(1)“mortgage investment corporation’ — Defini- 
tion applies to entire Act; 253.1 — Limited partner not considered to carry on business 
of partnership. 


History: Subpara. 130.1(6)(f)(i) amended by 2001 c. 17, subsec. 214(1), to add the 
word “hypothecs”, in force June 14, 2001. 


Para. 130.1(6)(g) amended by the said c. 17, subsec. 214(2), to add the word “hy- 
pothec”, in force June 14, 2001. 


Subpara. 130.1(6)(d)(iv) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Para. 130.1(6)(d) amended by 1999, c. 22, subsec. 53(1), applicable in determining 
whether a corporation is a mortgage investment corporation for a taxation year that 
begins after January 14, 1998, except that the amendment applies to the corporation, 
with respect to a particular person and persons related to the particular person, only as 
provided in subsections (4) to (10) of the amending legislation if 


(a) the corporation was a mortgage investment corporation at the end of January 
14, 1998, 


(b) the particular person is a specified shareholder of the corporation at any time in 
the year, and 


(c) the particular person 


(i) was a specified shareholder of the corporation at the end of January 14, 
1998, or 


(ii) both 


(A) was a specified shareholder of the corporation at any time after Janu- 
ary 14, 1998 and before August 14, 1998, and 


(B) would have been a specified shareholder of the corporation at the end 
of January 14, 1998 if para. 130.1(6)(d), as amended, were read without 
reference to subparas. (ii) and (iy). 


Subsections 53(4) to (10) of the said c. 22 provide: 


(4) [The amendments] apply to a corporation that was a mortgage investment 
corporation at the end of January 14, 1998 for a taxation year that begins after 
that day if a person who at any time in the year is a specified shareholder of the 
corporation contributes capital to the corporation, or acquires a share of the cor- 
poration’s capital stock other than by a permitted acquisition, at any time after 
January 14, 1998 and before the end of the year. 


(5) [The amendments] apply to a corporation that was a mortgage investment 
corporation at the end of January 14, 1998 for a taxation year that begins after 
that day if a newly related person in respect of a person who at any time in the 
year is a specified shareholder of the corporation 


(a) contributes capital to the corporation, or 


(b) holds property (in this paragraph referred to as an “ineligible invest- 
ment’’) that is : 


(i) a share of the capital stock of the corporation, or 


(ii) a share of the capital stock of a corporation that holds an ineligible 
investment 


at any time after January 14, 1998 and before the end of the year. 


(6) [The amendments] apply to a corporation that was a mortgage investment 
corporation at the end of January 14, 1998 for a taxation year that ends after that 
day if 


(a) at any particular time after January 14, 1998 and before the end of the 
year, a mortgage lender is a specified shareholder of the corporation; and 


(b) at any time that is in the taxation year that includes the particular time 
and that is after January 14, 1998, any person contributes capital to the cor- 
poration or acquires from the corporation a share of the corporation’s capital 
stock, other than a share that was issued to the person as a stock dividend. 


(7) [The amendments] apply to a corporation that was a mortgage investment 
corporation at the end of January 14, 1998 for a taxation year that ends after 
2007 if a mortgage lender is a specified shareholder of the corporation at any 
time in the year or in a taxation year that ends before the year and after 2007. 
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(8) For the purposes of subsections (4) to (7), 
(a) if at a particular time 


(i) a trust distributes a share of the capital stock of a corporation to a 
person who was a beneficiary under the trust throughout the period from 
the end of January 14, 1998 to the particular time in satisfaction of all or 
any part of the beneficiary’s capital interest in the trust, or 


(ii) a partnership distributes, to a person who was a member of the part- 
nership throughout the period from the end of January 14, 1998 to the 
particular time, on the partnership ceasing to exist or on the ceasing of 
the person to be a member of the partnership, a share of the capital stock 
of a corporation or an interest in such a share, 


the share is deemed to have been owned by the beneficiary or member 
throughout the period that begins at the later of the end of January 14, 1998 
and the time the share was last acquired by the trust or partnership and that 
ends at the particular time; and 


(b) if a person who is a beneficiary under a trust or who is a member of a 
partnership is deemed by paragraph (b), (c) or (e) of the definition “specified 
shareholder” in subsection 248(1) of the Act to own a share owned by the 
trust or partnership, the person is deemed to own the share and to haye ac- 
quired the share at the later of the time the share was acquired by the trust or 
partnership and the time the person last became a beneficiary under the trust 
or a member of the partnership. 


(9) At any time on or after the day of the death of a person described in para- 
graph (3)(c) [see application above] in respect of a corporation and before the 
third anniversary of that day, 


(a) the estate of the deceased person is deemed to be a person described in 
paragraphs (3)(b) and (c) [see application above] who is related to each per- 
son who, throughout the period that begins at the beginning of January 15, 
1998 and ends at the time of death, was related to the deceased person; 


(b) notwithstanding subsection (10), 


(i) the estate is deemed not to be a newly related person in respect of the 
corporation, and 


(ii) the acquisition of shares of the corporation’s capital stock by the 
estate from the deceased person is deemed to be a permitted acquisition; 
and 


(c) the estate is deemed not to be a trust for the purposes of subparagraph 
(8)(a)(i) and paragraphs (b) and (e) of the definition “specified shareholder” 
in subsection 248(1) of the Act. 


(10) The definitions in this subsection apply in subsections (3) [i.e., the applica- 
tion above] to (9) and this subsection. 


“mortgage lender’ means a particular corporation where the ordinary business of 
(a) the particular corporation, or 


(b) a corporation (other than a mortgage investment corporation) or partner- 
ship affiliated with the particular corporation 


includes the holding of debts that are secured, whether by mortgage or in any 
other manner, on houses (as defined in section 2 of the National Housing Act) or 
on property included within a housing project (as defined in that section). 


“newly related persons” means’ persons who are related to each other and who 
became so related after January 14, 1998. 


“permitted acquisition” means an acquisition by a particular person of a share of 
a class of the capital stock of a corporation that was 


(a) held, at each particular time after January 14, 1998 and before the time at 
which the particular person acquired it, or 


(b) issued after January 14, 1998 by the corporation as a stock dividend and 
held, at each particular time after the time the share was issued and before 
the time at which the particular person acquired it, 


by the particular person or by a person who was related to the particular person 
throughout the period that began at the beginning of January 15, 1998 and that 
ends at the particular time if, immediately after the time at which the particular 
person acquires the share, the percentage of the issued shares of that class held 
by the particular person and persons related to the particular person (or in the 
case of acquisitions before August 14, 1998, by the particular person and persons 
with whom the particular person did not deal at arm’s length immediately after 
the acquisition) does not exceed the permitted percentage for the particular per- 
son in respect of that class of shares. 


“permitted percentage” for a particular person in respect of a class of shares of 
the capital stock of a corporation means 


(a) in respect of acquisitions of shares before August 14, 1998, the percent- 
age of the issued shares of that class held at the end of January 14, 1998 by 
the particular person and persons with whom the particular person did not at 
that time deal at arm’s length; and 


(b) in any other case, the greater of 


(i) the percentage of the issued shares of that class held at the end of 
January 14, 1998 by the particular person and persons related at that 
time to the particular person, and d 
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(ii) the percentage of the issued shares. of that class held at the beginning 
of August 14, 1998 by the particular person and persons related at that 
time to the particular person. 


“related persons” and persons related to each other have, for purposes other than 
applying the definitions “permitted acquisition” and “permitted percentage” in 
respect of acquisitions of shares before August 14, 1998, the meaning that would 
be assigned by section 251 of the Act if paragraph 251(2)(a) of the Act were read 
as follows: ri 


(a) an individual and 


(i) the individual’s child (as defined in subsection 70(10)) who is 
under 19 years of age, or 


(ii) the individual’s spouse; 


“specified shareholder” has the meaning assigned by, paragraph 130.1(6)(d) of 
the Act, as enacted by subsection (1). 


Para. 130,1(6)(d) formerly read: 


(d) subject to subsections (7) and (8), the number of shareholders of the corpora- 
tion was not less than twenty and no one shareholder held more than 25% of the 
issued shares of the capital stock of the corporation; 


Subpara. 130.1(6)(f)(@).amended by 1998, c. 19, s. 156, deemed to have come into force 
on June 23, 1993. It formerly read: ; 


(a) debts owing to the corporation that were secured on residential property, as 
defined in the Residential Mortgage Financing Act, chapter 49 of the Statutes of 
Canada, 1973-74, whether by mortgages or in any other manner, and 


“Residential Property”: Subsec. 2(1) of the Residential Mortgage Financing Act, 
R.S.C. 1985, c. R-6, (repealed June 23, 1993) defined “residential property” as follows: 


“residential property” means a house or the property included within a housing 
project. 


Subsec. 2(2) defined “house” and “housing project” by reference to the National Hous- 
ing Act, R.S.C. 1985, c. N-11, s.2 (as amended by c. 25 (4th Supp.), s. 1(2)), which in 
turn provides: 


“house” means a building or movable structure intended for human habitation 
containing not more than two family housing units, together with the land, if any, 
on which the building or movable structure is situated; 


“housing project” means a project consisting of one or more houses, one or 
more multiple-family dwellings, housing accommodation of the hostel or dormi- 
tory type, one or more condominium units or any combination thereof, together 
with any public space, recreational facilities, commercial space and other build- 
ings appropriate to the project, but does not include a hotel; 


(7) How shareholders counted — In paragraph (6)(d), a trust 
governed by a registered pension plan or deferred profit sharing 
plan by which shares of the capital stock of a corporation are held 
shall be counted as four shareholders of the corporation for the pur- 
pose of determining the number of shareholders of the corporation, 
but as one shareholder for the purpose of determining whether any 
person is a specified shareholder (as defined for the purpose of that 
paragraph). 

History: Subsec. 130.1(7) amended by 1999, c. 22, subsec. 53(2), applicable on the 
same basis as the amendment to para. 130.1(6)(d). It formerly read: 


(7) For the purposes of paragraph (6)(d), a trust governed by a registered pension 
plan or deferred profit sharing plan by which shares of the capital. stock of a 
corporation areheld shall be counted as four shareholders of the corporation, and 
a trust governed by a registered retirement savings plan by which shares of the 
capital stock of a corporation are held shall be counted as one shareholder of the 
corporation, but, for the purpose of calculating the limitation on the holding of 
shares of the capital stock of a mortgage investment corporation by a trust gov- 
emed by a registered pension plan or deferred profit sharing plan, the trust shall 
be counted as one shareholder. 


(8): First taxation year — For the purposes of subsection (6), a 
corporation that was incorporated after 1971 shall be deemed. to 
have complied with paragraph (6)(d) throughout the first taxation 
year of the corporation in which it carried on business if it complied 
with that paragraph on the last day of that taxation year. 


(9) Definitions — In this section, 


“Jiabilities” of a corporation at any particular time means the total 
of all debts owing by the corporation, and all other obligations of 
the corporation to pay an amount, that were outstanding at that 
time; 


“non-qualifying real property” — [Repealed] 
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History: The definition ‘non-qualifying real property” in;subsec. 130:1(9) repealed by 
1995, c. 3, subsec. 40(2.1), applicable after February 22, 1994. The definition formerly 
read: 


“non-qualifying real property” of a corporation has the meaning assigned by sub- 
section 131(6); 


The definition “non-qualifying real property” added by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 75(2.1), applicable to 1992 et seq. 


“non-qualifying taxed capital gains” — [Repealed] 
History: The definition “non-qualifying taxed capital gains” in subsec. 130.1(9) re- 


pealed by 1995, c..3, subsec. 40(2), applicable after February 22, 1994. The definition 
formerly read: 


“non-qualifying taxed capital gains” of a mortgage investment corporation for a 
taxation year means the amount, if any, by which 


(a) the amount by which its taxable capital gains for the year from disposi- 
tions of its non-qualifying real property exceeds the amounts determined 
under paragraph (b) of the definition “qualifying taxed capital gains” in re- 
spect of those dispositions 

exceeds the total of 


(b) the amount by which its allowable capital losses for the year from dispo- 
sitions of its non-qualifying real property exceeds the amounts determined 
under paragraph (d) of the definition “qualifying taxed capital gains” in re- 
spect of those dispositions, 

(c) the amount, if any, deducted under paragraph: 111(1)(b) in computing its 
taxable income for the year, and 


(d) the amount, if any, by which the total of the amounts, if any, determined 
under paragraphs (c) and (d) of the definition “qualifying taxed capital 
gains” in respect of the corporation for the year exceeds the total of the 
amounts, if any, determined under paragraphs (a) and (b) of that definition in 
respect of the corporation for the year; 


The definition “non-qualifying taxed capital gains” added by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 75(2.1), applicable to 1992’ et seq. 


“qualifying taxed capital gains’ — [Repealed] 
History: The definition “qualifying taxed capital gains” in subsec. 130.1(9) repealed 
by 1995, c. 3, subsec. 40(2), applicable after February 22; 1994. The definition for- 
merly read: ¢ 
“qualifying taxed capital gains” of a mortgage investment corporation for a taxa- 
tion year means the amount, if any, by which the total of 


(a) its taxable capital gains for the year from dispositions of property, other 
than its non-qualifying real property, and 


(b) all amounts each of which is an amount determined by the formula 
iB 
ex 
Cc 


where 


A ~is its taxable capital gain for the ‘year from the disposition of a non- 
qualifying real property of the corporation, 


B is the number of calendar months in the period that begins with the later 
of the.calendar month in which the property was last acquired by it and 
January 1972 and ends with February 1992, and 


C is the number of calendar months in the period that begins with the later 
of the calendar month in which the property was last acquired by it and 
January 1972 and ends with the calendar month in which the property 
was disposed of 


exceeds the total of 
(c) its allowable capital losses for the year from dispositions of property, 
other than its non-qualifying real property, 
(d) all amounts each of which is an amount determined by the formula 


E 
Dx- 
F 


where 


Dis its allowable capital loss for the year from the disposition of a non- 
qualifying real property of the corporation, 

Eis the number of'calendar months in the period that begins with the later 
of the calendar month in which the property was last acquired by it and 
January 1972 and ends with February 1992, and 


F -is the number of calendar months in the period that begins with the later 
of the calendar month in which the property was last acquired by it and 
January 1972 and ends with the calendar month in which the property 
was disposed of, and 

(e) the amount, if any, by which the total of the amounts determined under 

paragraphs (b) and (c) of the definition “non-qualifying taxed capital gains” 

in respect of the corporation for the year exceeds the amount, if any, deter- 
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mined under paragraph (a) of that definition in respect of the corporation for 
the year. 


The definition “qualifying taxed capital gains” added by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 75(2.1), applicable to 1992 et seq. 


“taxed capital gains” has the meaning assigned by paragraph 
130(3)(b). 

History: Definition “taxed capital gains” added to subsec. 130.1(9) by 1995, c. 3, sub- 
sec. 40(3), applicable after February 22, 1994. 


Former definition “taxed capital gains” repealed, by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 75(2), applicable to 1992 et seg. “Taxed capital gains” formerly read: 


“taxed capital gains” has the meaning assigned by paragraph 130(3)(b). 


Definitions [s. 130.1]: “allowable capital loss” — 38(b), 248(1); “amount” — 
248(1); “bank” — 248(1); “capital gain” — 39(1)(a), 248(1); “capital gains divi- 
dend” — 130.1(4); “capital loss” — 39(1)(b), 248(1); “capital property” — 54, 248(1); 
“class of shares” —- 248(6); “common share”, “common-law partner” — 248(1); “cor- 
poration” — 248(1); Interpretation Act 35(1); “credit union” — 137(6), 248(1); “de- 
ferred profit sharing plan” — 147(1), 248(1); “disposition”, “dividend” — 248(1); “im- 
movable” — Quebec Civil Code art. 900-907; “liabilities” — 130.1(9); “mortgage 
investment corporation” — 130.1(6), 248(1); “non-qualifying taxed capital gains” — 
130.1(9); “non-resident”, “preferred share”, “prescribed”, “property” — 248(1); “prov- 
ince” — Interpretation Act 35(1); “public corporation” — 89(1), 130.1(5), 248(1); 
“qualifying taxed capital gains” — 130.1(9); “received” — 248(7); “record”, “regis- 


tered pension plan” — 248(1); “resident in Canada” — 250; “share”, “shareholder”, 
“specified shareholder’ — 248(1); “taxable capital gain” — 38(a), 248(1); “taxation 
year’ — 249; “taxed capital gains” — 130(3)(b), 130.19); “taxpayer” — 


248(1);“trust” — 104(1), 248(1), (3); “undertaking” — 253.1(a). 


Mutual Fund Corporations 


131. (1) Election re capital gains dividend — Where at any 
particular time a dividend became payable by a corporation, that 
was throughout the taxation year in which the dividend became 
payable a mutual fund corporation, to shareholders of any class of 
its capital stock, if the corporation so elects in respect of the full 
amount of the dividend in prescribed manner and at or before the 
earlier of the particular time and the first day on which any part of 
the dividend was paid, 


(a) the dividend shall be deemed to be a capital gains dividend 
payable out of the corporation’s capital gains dividend account 
to the extent that it does not exceed the corporation’s capital 
gains dividend account at the particular time; and 


(b) notwithstanding any other provision of this Act (other than 
paragraph (5.1)(b)), any amount received by a taxpayer in a tax- 
ation year as, on account of, in lieu of payment of or in satisfac- 
tion of, the dividend shall not be included in computing the tax- 
payer’s income for the year as income from a share of the capital 
stock of the corporation, and 


(i) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred 
before February 28, 2000, and the taxation year of the tax- 
payer began after February 27, 2000 and ended before Octo- 
ber 18, 2000, */s of the dividend is deemed to be a capital 
gain of the taxpayer from the disposition by the taxpayer of a 
capital property in the year, 

(ii) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred 
before February 28, 2000, and the taxation year of the tax- 
payer includes February 27, 2000, the dividend is deemed to 
be a capital gain of the taxpayer from the disposition by the 
taxpayer of a capital property in the year and before February 
28, 2000, 


(iii) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that. occurred 
before February 28, 2000, and the taxation year of the tax- 
payer began after October 17, 2000, *2 of the dividend is 
deemed to be a capital gain of the taxpayer from the disposi- 
tion by the taxpayer of a capital property in the year, 


(iii.1) where the dividend was in respect of capital gains of 
the corporation from dispositions of property that occurred 
before February 28, 2000 and the taxation year of the tax- 
payer begins after February 27, 2000 and ends after October 


| 130(2) — Application to investment corporation; 
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17, 2000, %/s of the dividend is deemed to be a capital gain of 
the taxpayer from the disposition by the taxpayer of capital 
property in the year and before October 18, 2000, 


(iv) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred after 
February 27, 2000 and before October 18, 2000, and the tax- 
ation year of the taxpayer began after October 17, 2000, */3 of 
the dividend is deemed to be a capital gain of the taxpayer 
from the disposition by the taxpayer of a capital property in 
the year, 


(v) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred after 
February 27, 2000 and before October 18, 2000, and the tax- 
ation year of the taxpayer includes October 17, 2000, the div- 
idend is deemed to be a capital gain of the taxpayer from the 
disposition by the taxpayer of a capital property in the year 
and in the period that began after February 27, 2000 and en- 
ded before October 18, 2000, 


(vi) where the dividend was in respect of capital gains of the 
corporation from dispositions of property that occurred after 
February 27, 2000, and before October 17, 2000 and the tax- 
ation year of the taxpayer began after February 27, 2000 and 
ended before October 18, 2000, the dividend is deemed to be 
a capital gain of the taxpayer from the disposition by the tax- 
payer of a capital property in the year, and 


(vii) in any other case, the dividend is deemed to be a capital 
gain of the taxpayer from the disposition of capital property 
after October 17, 2000 and in the year, 


and, for the purpose of this paragraph, 


(viii) dividends paid by a corporation are deemed to be paid 
in respect of the corporation’s net capital gains in the order in 
which those net capital gains were realized by’ the 
corporation, 


(vili.1) capital gains redemptions are deemed to be made in 
respect of net capital gains in the order in which those net 
capital gains were realized by the corporation to the extent 
that they are not reduced by dividends, and 


(ix) for the purposes of applying subparagraphs (viii) and 
(viii.1) 
(A) net capital gains of.a corporation for a year is the 
amount by which the corporation’s capital gains from dis- 
positions of property in the year exceed the corporation’s 
capital losses from dispositions of property in the year, 


(B) net capital losses of a corporation for a year is the 
amount by which the corporation’s capital lossesfrom 
dispositions of property in the year exceed the corpora- 
tion’s. capital gains from dispositions of property in the 
year, 


(C) net capital gains of a corporation for a year are 
deemed to be realized evenly throughout the, year, and 


(D) net capital losses of a corporation for a year ‘are 
deemed to be a capital loss of the corporation from the 
disposition of property in the following year. 


Related Provisions: 39.1(1)“exempt capital gains balance”’C(c), 39.1(6) — Reduc- 
tion in gain to reflect capital gains exemption election; 84(7) — When deemed divi- 
dend deemed payable; 111(1.1)(c) — Net capital loss carryover — transition for 2000; 
112(4)(d), 112(4.1)(d), 112(4.2)(d) — Capital gains dividend excluded from, stop-loss 
and share inventory valuation rules; 112(6) — No deduction for capital gains dividend; 
122.1(1)“non-portfolio earnings”(b)(i)(B) — Application of deemed capital gain to in- 
come trusts distributions tax; 129(7) — No dividend refund for capital gains dividend; 
130(3) — Meaning of investment 
corporation and taxed capital gains; 131(1.1) — Deemed date of election; 131(f5)— 
Reporting to shareholder of capital gains tax rate; 131(1.6) — Allocation of capital 
gains tax rate for 2000; 131(4) — Application of s. 84; 131(5.1), (5.2) — TCP gains 
distribution to non-resident subject to withholding tax; 132.2 — Mutual fund reorgani- 
zations, 152(1)— Assessment; 142.2(1)‘‘financial institution’’(c)(iii) — Mutual fund 
corporation not subject to mark-to-market rules; 184(2) — Tax on excessive elections; 
184(3) — Election to treat excess as separate dividend; 212(2) — No withholding tax 
on capital gains dividend; 244(14), (14.1) — Date when notice’ sent. 
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History: The opening words of para. 131(1)(b) amended by. 2005, c. 19, subsec. 30(1) 
to add “(other than paragraph (5.1)(b))”, applicable after March 22; 2004. 


Para. 131(1)(b) amended by 2001, c. 17, subsec..128(1), applicable to taxation years 
that end after February 27, 2000. The para. formerly read: 


(b) notwithstanding any other provision of this Act, any amount received by a 
taxpayer in a taxation year as, on account of, in lieu of payment of or in satisfac- 
tion of, the dividend shall not be included in computing the taxpayer’s income 
for the year as income from a share of the’capital stock’ of the corporation, but 
shall be deemed to be a capital gain of the taxpayer for the year from a disposi- 
tion, in the year and after February 22, 1994, by the taxpayer of capital property. 


Subsec. 131(1) amended by 1995, c. 3, subsec. 41(1), pe ae to dividends paid after 
February 22, 1994. Subsec. (1) formerly read: 


(1) Where at anyparticular time a dividend became payable, by a corporation 
that was throughout the taxation year in which the dividend became payable a 
mutual fund corporation, to shareholders of | amy class of shares of its capital 
stock, 


(a) if the corporation so elects in respect GE the full amount of the dividend, 
in prescribed form and manner‘and at or before the earlier of the particular 
time and the first day on which any part of the dividend was paid, 


(i) the dividend shall be deemed to be a capital gains dividend payable 
out of the corporation’s capital gains dividend account to the extent that 
it does not exceed the corporation’s capital gains dividend account at the 
particular time, 


(ii) notwithstanding any other provision of this Act, any amount re- 
ceived by a taxpayer in’a taxation year as, on account of, in lieu of pay- 
ment of or in, satisfaction of, the dividend shall not be included in com- 
puting the taxpayer’s income for the year as income from a,share of the, 
capital stock of the corporation, but shall be deemed to be a capital gain 
of the taxpayer for the year from a disposition of capital property and, 
for the purposes of section 110.6, that property shall be deemed to have 
been disposed of by the taxpayer in the year, and’ 


(iii) any election under paragraph (b) made by the corporation in respect 
of the dividend shall be deemed not to.have been made; and 


(b) if the corporation so elects:in respect of the full amount of the dividend, 
in prescribed form and manner, and at or before the earlier: of the: particular 
time and _the first. day on, which any part.of the dividend was paid, 


‘' (i) the dividend shall be deemed to be‘a capital gains dividend payable 
out of the corporation’s non-qualifying real property capital gains divi- 
dend account to the extent that it does not exceed the corporation’s non- 
‘qualifying real property capital gains dividend ‘account at the particular 
time, and 


(ii) notwithstanding any other provision of this Act, any amount re- 
ceived by a taxpayer in a taxation year as, on account of, in lieu of pay- 
ment of or in satisfaction of, the dividend shall not be included in com- 
puting the taxpayer’s income for the year as income from a:share of the 
capital stock of the corporation, but shall be deemed to be a capital gain 
of the taxpayer for the year from a disposition of capital property and, 
for the purposes of section 110.6, 


(A) that property shall be deemed to have been a non-qualifying real 
property of the taxpayer, within the meaning of that section, dis- 
posed of by the taxpayer in the \year, and 


(B) the taxpayer’s eligible real property gain for the year from the 
disposition of that property shall be deemed to be nil. 


Subsec. 131(1) amended by 1994, 'c. 7, Sch. VHT (1993, c. 24), subsec: 750), applica- 
ble to 1992 et seg. Subsec. (1) formerly read: 


131. (1) Where at any particular time after 1971 a dividend has become payable 
by a corporation that was, throughout the taxation year’ in’ which the dividend 
became payable, a mutual fund corporation, to shareholders of any class of 
shares of its capital stock, if the corporation so elects in respect of the full 
amount of the dividend, in prescribed manner and prescribed form and at’ or 
before the particular time or the first day on which any part of the dividend was 
paid if that day is earlier than ‘the particular time, 


(a) the dividend shall be deemed to be a capital gains dividend to the extent 
that it does not exceed the corporation’s capital gains dividend account at the 
particular time; and 


(b) notwithstanding any other provision of this Act, any amount received by 
a taxpayer in a taxation year as, on account or in lieu of payment of, or in 
satisfaction of the dividend shall not be included in computing the taxpayer’s 
income for the year as income from a share of the capital stock of the corpo- 
ration, but shall be deemed to be a capital gain of the taxpayer for the year 
from a disposition of capital property and, for the purposes of section 110.6, 
that property shall be deemed to have been disposed of by the taxpayer in 
the year. 


Regulations: 2104 (prescribed manner of making ‘election). 


S. 131(1.5) 


Interpretation Bulletins: IT-98R2: Investment corporations (archived); IT-243R4: 
Dividend refund to private corporations; IT-328R3: Losses on shares on which divi- 
dends have been received. 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income; 
T2055: Election in respect of a capital gains dividend under subsection’ 131(1); 
RC4169: Tax treatment of mutual funds for individuals [gwidey, 


(1.1) Deemed date of election — Where at any particular time a 
dividend has become. payable by, a mutual: fund. corporation. to 
shareholders of any class of shares of its capital stock and subsec- 
tion (1) would have applied to the dividend except that the election 
referred to in that subsection was not made on or before the day on 
or ‘before which the election was required’ by that subsection to be 
made, the election shall be deemed to’ have been made at the partic- 
ular time or on the first day on which any part of the eee was 
paid, whichever is the earlier, if 


(a) the election is thereafter made in prescribed manner and pre- 
scribed. form; 


(b) an estimate of the penalty in respect of the election is paid by 
the corporation when the election is made; and 


(c) the directors or other person or persons legally entitled to 
administer the. affairs of the corporation have, before the time 
the election is’ made, authorized. the election to be made. 


Related Provisions: 130(2)— Application ‘to. investment corporation; 131(1:2) — 
Request to make election; 131(1.3), (1.4) — Penalty; 152(1) — Assessment. 


Regulations: 2104(f) (prescribed manner). 


(1.2), Request to make, election — The Minister may at .any 
time, by written request served personally or by registered mail, re- 
quest that an election referred to in paragraph (1.1)(a) be made by a 
mutual fund ‘corporation and where the mutual fund corporation on 
which such a request is served does not comply therewith within 90 
days after service of the request, subsection (1.1) does not apply to 
such an election made thereafter by it, == 


Related Provisions: 248(7)(a) — Mail deemed received on day mailed. 


(1.3) Penalty — For the purposes of this section, the penalty in re- 
spect of an election referred to in paragraph (1.1)(b) is an amount 
equal to, the lesser of 


(a) 1% per annum of the: amount ofthe dividend referred to in 
the election ‘for each month ‘or part of a'‘month during the ‘period 
commencing with the time that the dividend became payable, or 
the first day on which any part of the dividend was paid if that 
day is earlier, and ending with the day on which the election.was 
made, and 


(b) the product obtained when $500 is multiplied by the propor- 
tion that the number of months or parts. of months, during the 
period referred to in paragraph (a) bears to 12. 


(1.4) Assessment and payment of penalty — The Minister 
shall, with all due dispatch, examine each election referred to in 
paragraph (1.1)(a), assess the penalty payable and’ send a’ notice of 
assessment to the mutual fund corporation and the.corporation shall 
pay forthwith to the Receiver General, the amount, if any, by which 
the penalty so assessed exceeds the total of all amounts previously 
paid on, account of that penalty. 

Related Provisions: ;152(1) — Assessment. 

(1.5) Reporting [for 2000] — Where paragraph (1)(b) applies to 
a dividend paid by a mutual fund corporation to a shareholder of 
any class of shares of its capital stock, the corporation shall disclose 
to the shareholder in prescribed form the amount of ‘the dividend 
that isin ‘respect of capital gains realized ‘on dispositions of property 
that occurred 


(a) before February 28, 2000, 
(b) after February 27, 2000 and before October 18, 2000, and 
(c) after October 17, 2000, 


and if it does not do'so, the dividend is deemed to be in respect of 
capital gains from dispositions of property that occurred before 
February 28, 2000. 


1031 


S. 131(1.5) 


History: Subsec. 131(1.5) added by 2001, c. 17, subsec. 128(2), applicable to taxation 
years that end after February 27, 2000. 


(1.6) Allocation [for 2000] — Where subsection (1) applies in re- 
spect of a dividend paid by a mutual fund corporation in the period 
that begins 60 days after the beginning of the corporation’s taxation 
year that includes February 28, 2000 or October 17, 2000 and ends 
60 days after the end of that year, and the corporation does not elect 
under subsection (1.7), the following rules apply: 


(a) the portion of the dividend that is in respect of capital gains 
of the mutual fund corporation from dispositions of property by 
the mutual fund corporation.in the year and in the particular pe- 
riod that began at the beginning of the year and ended at the end 
of February 27, 2000 is deemed to be that proportion of the divi- 
dend that the corporation’s net capital gains from dispositions of 
property in the particular period to which the dividend relates is 
of the total of the corporation’s net capital gains from disposi- 
tions of property in each of the particular periods referred to in 
this subsection, 


(b) the portion of the dividend that is in respect of capital gains 
of the mutual fund corporation from dispositions of property by 
the mutual fund corporation in the year and in the particular pe- 
riod that began at the beginning of February 28, 2000 and ended 
at the end of October 17, 2000 is deemed to be that proportion of 
the dividend that the corporation’s net capital gains from dispo- 
sitions of property in the particular period is of the total of the 
corporation’s net capital gains from dispositions of property in 
each of the particular periods referred to in this subsection, and 


(c) the portion of the dividend that is in respect of capital gains 
of the mutual fund corporation from dispositions of property by 
the mutual fund corporation in the year and in the particular pe- 
riod that begins at the beginning of October 18, 2000 and ends at 
the end of the year, is deemed to be that proportion of the divi- 
dend that the corporation’s net capital gains from dispositions of 
property in the particular period is of the total of the corpora- 
tion’s net capital gains from dispositions of property in each of 
the particular periods referred to in this subsection, 


and, in this subsection and in subsection (1.8), net capital gains 
from dispositions of property in a particular period means the 
amount, if any, by which the corporation’s capital gains from dispo- 
sitions of property in the particular period exceeds the corporation’s 
capital losses from dispositions of property in the particular period. 


History: Subsec. 131(1.6) added by 2001, c. 17, subsec. 128(2), applicable to taxation 
years that end after February 27, 2000. 


(1.7) Allocation [for 2000] — Where subsection (1) applies in re- 
spect of a dividend paid by a mutual fund corporation in the period 
that begins 60 days after the beginning of the corporation’s taxation 
year that includes February 28, 2000 or October 17, 2000 and ends 
60 days after the end of that year, and the corporation so elects 
under this paragraph in its return of income 


(a) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and 
before February 28, 2000 is deemed to be that proportion of the 
dividend that the number of days that are in that year and before 
February 28, 2000 is of the number of days that are in that year; 


(b) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
period that began at the beginning of February 28, 2000 and en- 
ded at the end of October 17, 2000 is deemed to be that propor- 
tion of the dividend that the number of days that are in the year 
and in that period is of the number of days that are in the year; 
and 


(c) the portion of the dividend that is in respect of capital gains 
from dispositions of property that occurred in the year and in the 
period that begins at the beginning of October 18, 2000 and ends 
at the end of the year, is deemed to be that proportion of the 
dividend that the number of days that are in the year and in that 
period is of the number of days that are in the year. 
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History: Subsec. 131(1.7) added by 2001, c. 17, subsec. 128(2), applicable to taxation 
years that end after February 27, 2000. 


(1.8) Allocation [for 2000] — For the purposes of subsection 
(1.6) and (1.7), where the total amount of dividends paid by a mu- 
tual fund corporation in the period that begins 60 days after the be- 
ginning of the corporation’s taxation year that includes February 28, 
2000 or October 17, 2000 and ends 60 days after the end of that 
year and to which subsection (1) applies exceeds the total amount 
of the corporation’s net capital gains from dispositions of property 
in that year 


(a) the amount of those dividends to which subsections (1.6) and 
(1.7) apply is the amount of the corporation’s net capital gains 
from dispositions of property in that year, and 


(b) the amount, if any, by which total amount of the dividends 
paid by the corporation in the period exceeds the total amount of 
the corporation’s net capital gains from dispositions of property 
in that year is deemed to be a dividend in respect of capital gains 
from dispositions of property in the first of the periods described 
in subsection (1.6) that ends in the year. 


History: Subsec. 131(1.8) added by 2001, c. 17, subsec. 128(2), applicable to taxation 
years that end after February 27, 2000. 


(1.9) Allocation [for 2000] — Where no dividend to which sub- 
section (1.7) applies is paid by a mutual fund corporation in respect 
of its net taxable capital gains for its taxation year that includes 
February 28, 2000 or October 17, 2000, the corporation has net cap- 
ital gains or net capital losses from dispositions of property in the 
year, and the corporation so elects under this subsection in its return 
of income for the year 


(a) the portion of those net capital gains and net capital losses 
that is in respect of capital gains and losses from dispositions of 
property that occurred before February 28, 2000 is deemed to be 
that proportion of the net capital gains or net capital losses re- 
spectively that the number of days that are in the year and before 
February 28, 2000 is of the number of days that are in the year, 


(b) the portion of those net capital gains and net capital losses 
that is in respect of capital gains and losses from dispositions of 
property that occurred in the year and in the period that began at 
the beginning of February 28, 2000 and ended at the end of Oc- 
tober 17, 2000, is deemed to be that proportion of the net capital 
gains or net capital losses respectively that the number of days 
that are in the year and in that period is of the number of days 
that are in the year, and 


(c) the portion of those net capital gains and net capital losses 
that is in respect of capital gains and losses from dispositions of 
property that occurred in the year and in the period that began at 
the beginning of October 18, 2000 and ended at the end of the 
year, is deemed to be that proportion of the net capital gains or 
net capital losses respectively that the number of days that are in 
the year and in that period is of the number of days that are in 
the year, 


and, for the purpose of this subsection, 


(d) the net capital gains of a mutual fund corporation from dis- 
positions of property in the year is the amount, if any, by which 
the corporation’s capital gains from dispositions of property in a 
year exceeds the corporation’s capital losses from dispositions 
of property in the year, and 


(e) the net capital losses of a mutual fund corporation from dis- 
positions of property in the year is the amount, if any, by which 
the corporation’s capital losses from dispositions of property in 
a year exceeds the corporation’s capital gains from dispositions 
of property in the year. 
History: Subsec. 131(1.9) added by 2001, c. 17, subsec. 128(2), applicable to taxation 
years that end after February 27, 2000. 


(2) Capital gains refund to mutual fund corporation — 
Where a corporation was, throughout a taxation year, a mutual fund 
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corporation and a return of its income for the year has been made 
within 3 years from the end of the year, the Minister 


(a) may, on sending the notice of assessment for the year, refund 
an amount (in this subsection referred to as its “capital gains re- 
fund” for the year) equal to the lesser of 


(i) the total of 
(A) 14% of the total of 


(I) all capital gains dividends paid by the corporation 
in the period commencing 60 days after the beginning 
of the year and ending 60 days after the end of the 
year, and 


(II) its capital gains redemptions for the year, and 


(B) the amount, if any, that the Minister determines to be 
reasonable in the circumstances, after giving considera- 
tion to the percentages applicable in determining the cor- 
poration’s capital gains refund for the year and preceding 
taxation years and the percentages applicable in determin- 
ing the corporation’s refundable capital gains tax on hand 
at the end of the year, and 


(ii) the corporation’s refundable capital gains tax on hand at 
the end of the year; and 


(b) shall, with all due. dispatch, make that capital gains refund 
after sending the notice of assessment if an application for it has 
been made in writing by the corporation within the period within 
which the Minister would be allowed under subsection 152(4) to 
assess tax payable under this Part by the corporation for the year 
if that subsection were read without reference to paragraph 
152(4)(a). . 
Related Provisions: 130(2) — Application; 131(3) — Application to other liability; 
131(3.1), (3.2) —Interest; 131(5.1), (5.2) — TCP gains, distribution to non-resident 
subject to withholding. tax; .152(1) — Assessment; .157(3)(c) — Reduction in instal- 
ments to reflect capital gains refund; 160.1— Where excess refunded; 244(14), 
(14.1) — Date when notice sent. 


History: Para. 131(2)(b) amended by 2010, c. 25, s. 30, to substitute “sending” for 
“mailing”, in force on December 15, 2010. 
Para. 131(2)(a) amended by 2001, c. 17; subsec. 128(3), applicable to taxation years 
that end after February 27, 2000 except that, for a taxation year of a mutual fund corpo- 
ration that includes February 28, 2000 or October 17, 2000, or began after February 28, 
2000 and ended before October 17, 2000, the reference to “14%” in cl. 131(2)(a)(i)(A) 
shall be read as a reference to the percentage determined when 28% is multiplied by the 
fraction in para. 38(a), as amended by 2001, c. 17, that.applies to the corporation for 
the year. Para. 131(2)(a) formerly read: 
(a) may, on mailing the notice of assessment for the year, refund without appli- 
cation therefor an amount (in this section referred to as its “capital gains refund” 
for the year) equal to the lesser of 


(i) 21% of the total of 


(A) ‘all capital gains dividends paid by the corporation in the period 
commencing 60 days after the commencement of the year and ending 60 
days after the end of the year, and 
(B) its capital gains redemptions for the year, and 
(ii) the corporation’s refundable capital gains tax on hand at the end of the 
year; and 
Para, 131(2)(b) amended by 1998, c. 19, subsec. 157(1), applicable after April 27, 
1989. Para. 131(2)(b) formerly read: 
(b) shall, with all due dispatch, make such a refund after mailing the notice of 
assessment if application therefor has been made in writing by the corporation 
within the period determined under paragraph 152(4)(b) or (c), as the case may 
be, within which the Minister may reassess tax payable by the corporation for the 
year. 


Interpretation Bulletins: IT-98R2: Investment corporations (archived). 
Forms: T2 SCH 18: Federal and provincial or territorial capital gains refund. 


(3) Application to other liability — Instead of making a refund 
that might otherwise be made under subsection (2), the Minister 
may, where the corporation is liable or about to become liable to 
make any payment under this Act, apply the amount that would oth- 
erwise be refunded to that other liability and notify the corporation 
of that action. 


Related Provisions: 130(2) — Application to investment corporation; 152(1) — 
Assessment; 222(1)“action” — Ten-year limitation period applies to 131(3). 


S. 131(5)(a) 


(3.1) Interest on capital gains refund — Where a capital gains 
refund for a taxation year is paid to, or applied to-a liability of, a 
corporation, the Minister shall pay or apply interest on the refund at 
the prescribed rate for the period beginning on the day that is the 
later of 


(a) the day that is 120 days after the end of the year, and 


(b) the day that is 30 days after the day on which the corpora- 
tion’s return of income under this Part for the year was filed 
under section 150, unless the return was filed on or before the 
day on or before which it was required to be filed, 


and ending on the day the refund is paid or applied. 


Related Provisions: 130(2) — Application to investment corporation; 131(3.2) — 
Excess interest on capital gains refund; 161.1 — Offset of refund interest against ar- 
rears interest; 221.1 — Application of interest where legislation retroactive; 248(11) — 
Interest compounded daily. 


History: Para. 131(3.1)(b) amended by 2003, c. 15, s. 112, applicable to taxation years 
that end after June 2003. It formerly read: 


(b) the day on which the corporation’s return of income under this Part for the 
year was filed under section 150, unless the return was filed on or before the day 
on or before which it was required to be filed, 


Subsec. 131(3.1) added by 1994, c..7, Sch. VIII (1993, c. 24), subsec. 76(2), applicable 
to capital gains refunds paid or applied with respect to taxation years beginning after 


PeLOieas 


Regulations: 4301(b) (prescribed rate of interest). 


(3.2) Excess interest on capital gains refund — Where at 
any particular time interest has been paid to, or applied to a liability 
of, a corporation under subsection (3.1) in respect of a capital gains 
refund and it is determined at a subsequent time that the capital 
gains refund was less than that in respect of which interest was so 
paid or applied, 


(a) the amount by which the interest that was.so, paid or applied 
exceeds. the interest, if any, computed in respect of the amount 
that is determined at the subsequent time to be the capital gains 
refund shall be deemed to be an amount (in this subsection re- 
ferred. to as the “amount payable’) that became payable under 
this Part by the corporation. at the particular time; 


(b) the corporation shall pay to: the Receiver General interest at 
the prescribed rate on the amount payable, computed from the 
particular time to the day of payment; and 


(c) the Minister may at any time assess the corporation in re- 

spect of the amount payable and, where the Minister makes such 

an assessment, the provisions of Divisions I and J apply, with 

such modifications as the circumstances require, in respect of 

the assessment as though it had been made under section 152. 
Related Provisions: 20(1)(11) — Deduction on repayment of interest; 130(2) — Ap- 
plication to investment corporation; 161.1 — Offset of refund interest against arrears 
interest; 221.1 — Application of interest where legislation retroactive; 248(11) — In- 
terest compounded daily. 


History: Subsec. 131(3.2) added by 1994, c.\7, Sch. VIII (1993, c. 24), subsec. 76(2), 
applicable to capital gains refunds paid or applied with respect to taxation years begin- 
ning after 1991. 


Regulations: 4301(a) (prescribed rate of interest). 


(4) Application of section 84 — Section 84 does not apply to 
deem a dividend to have been paid by a corporation to any of its 
shareholders, or to deem ‘any of the shareholders of a corporation to 
have received .a dividend. on any shares of the capital stock of the 
corporation, if at the time the dividend, would, but for this subsec- 
tion, be deemed by that section to have been so paid or received, as 
the case may be, the corporation was a mutual fund corporation. 

Related Provisions: 131(11)(c) —Rules re prescribed labour-sponsored venture 


capital corporations; 132.2(1)(0)(i) [to be repealed], 132.2(3)()G@) [draft] — Mutual 
fund reorganization. 


(5) Dividend refund to mutual fund corporation — A corpo- 
ration that was a mutual fund corporation throughout a taxation year 


(a) is deemed for the purposes of paragraph 87(2)(aa) and sec- 
tion 129 to have been a private corporation throughout the year, 
except that its refundable dividend tax on hand at the end of the 
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year (within the meaning assigned by subsection 129(3)) shall 
be determined without reference to paragraph 129(3)(a); and 


(b) where it was not an investment corporation throughout the 
year, is deemed for the purposes of Part IV to have been a pri- 
vate corporation throughout the year except that, in applying 
subsection 186(1) to the corporation in respect of the year, that 
subsection shall be read without reference to paragraph 
186(1)(b). 
Related Provisions: 112 — Deduction of dividends received by resident corpora- 
tion; 113 — Deduction of dividend from foreign affiliate; 131(1) — Election re capital 
gains dividend; 131(2)— Capital gains refund; 131(4)— Application of s. 84; 
131(11)(c) — Rules re prescribed labour-sponsored venture capital corporations; 
152(1) — Assessment; 157(3)(c)— Reduction in instalments to reflect dividend 
refund. 


History: Subsec. 131(5) amended by 1998, c. 19, subsec. 157(2), applicable to 1993 er 
seq. Subsec. 131(5) formerly read: 
(5) A corporation that was, throughout a taxation year, a mutual fund corporation 
other than an investment corporation shall, for the purposes of paragraph 
87(2)(aa), section 129 and Part IV, be deemed to have been a private corporation 
throughout the year, except that 


(a) its refundable dividend tax on hand at the end of the year (within the 
meaning assigned by subsection 129(3)) shall be determined without refer- 
ence to paragraph (a) of that subsection; and 


(b) in its application to the corporation in respect of the year, subsection 
186(1) shall be read without reference to paragraph 186(1)(b). 


Para. 131(5)(a) amended by 1996, c. 21, subsec. 33(1), applicable to taxation years that 
end after June 1995. Para. (a) formerly read: 


(a) for the purposes of section 129, its refundable dividend tax on hand at the end 
of the year shall be deemed to be the amount, if any, by which the total of 
(i) the total of amounts each of which is an amount in respect of the year or 
any preceding taxation year throughout which it is deemed by this subsec- 
tion to have been a private corporation, equal to the tax under Part IV paya- 
ble by it for that year, and 


(i.1) the amount, if any, of the corporation’s addition at December 31, 1986 
of refundable dividend tax on hand (within the meaning assigned by subsec- 
tion 129(3.3)), 


exceeds the total of 


(ii) the total of amounts each of which is the corporation’s dividend refund 
for any previous taxation year described in subparagraph (i), 


(ili) the amount, if any, of the corporation’s reduction at December 31, 1977 
of refundable dividend tax on hand (within the meaning assigned by subsec- 
tion 129(3.1)), and 


(iv) the amount, if any, of the corporation’s reduction at December 31, 1987 
of refundable dividend tax on hand (within the meaning assigned by subsec- 
tion 129(3.5)); and 


(5.1) TCP gains distribution — If a mutual fund corporation 
elects under subsection (1) to treat a dividend as a capital gains div- 
idend, for the purposes of this Part and Part XIII, 


(a) each shareholder to whom the dividend is paid is deemed to 
receive from the corporation, at the time the dividend is paid, a 
TCP gains distribution equal to the lesser of the amount of the 
dividend and the shareholder’s pro rata portion at that time of 
the mutual fund corporation’s TCP gains balance; and 


(b) where the dividend is paid to a shareholder who is a non- 
resident person or a partnership that is not a Canadian 
partnership, 


(1) subparagraph (1)(b)(vii) does not apply to the dividend, to 
the extent of the TCP gains distribution, and 


(ii) the TCP gains distribution is a taxable dividend that, ex- 
cept for the purpose of the definition of “capital gains divi- 
dend account” in subsection (6), is not a capital gains 
dividend. 


Related Provisions: 131(5.2) — Limitation on application of 131(5.1); 131(6) — 
Definitions of “pro rata portion” and “TCP gains distribution”; 131(6)“TCP gains bal- 
ance”’(a)(ii) — Dividend included in TCP gains balance of shareholder that is mutual 
fund corporation; 132(4)“TCP gains balance’’(a)(ii) — Dividend included in TCP gains 
balance of shareholder that is mutual fund trust; 132(5.1) — Parallel rule for mutual 
fund trust; 212(2) — Withholding tax on taxable dividend deemed payable to non-resi- 
dent; 218.3(2)(c) — Withholding tax on mutual fund distributions to non-residents. 


46Sic. Should be “gains” — ed. 


Income Tax Act, Part I 


History: Subsec. 131(5.1) added by 2005, c. 19, subsec. 30(2), applicable after March 
22, 2004. 


(5.2) Application of subsec. (5.1) — Subsection (5.1) applies to 
a dividend paid by a mutual fund corporation in a taxation year only 
if more than 5% of the dividend is received by or on behalf of 
shareholders each of whom is a non-resident person or is a partner- 
ship that is not a Canadian partnership. 

Related Provisions: 132(5.2) — Parallel rule for mutual fund corporation. 


History: Subsec. 131(5.2) added by 2005, c. 19, subsec. 30(2), applicable after March 
22, 2004. 


(6) Definitions — In this section, 


“capital gains dividend account” of a mutual fund corporation at 
any time means the amount, if any, by which 


(a) its capital gains, for all taxation years that began more than 
60 days before that time, from dispositions of property after 
1971 and before that time while it was a mutual fund 
corporation 


exceeds 
(b) the total of 


(i) its capital losses, for all taxation years that began more 
than 60 days before that time, from dispositions of property 
after 1971 and before that time while it was a mutual fund 
corporation, 


(ii) all capital gains dividends that became payable by the 
corporation before that time and more than 60 days after the 
end of the last taxation year that ended more than 60 days 
before that time, and 


(iii) the total of all amounts each of which is 


(A) an amount equal to '°%2: of its capital gains refund for 
any taxation year throughout which it was a mutual fund 
corporation where the year ended 


(1) more than 60 days before that time, and 
(II) before February 28, 2000, 


(B) an amount equal to 100/18.7 of its capital gains re- 
fund for any taxation year throughout which it was a mu- 
tual fund corporation where the year ended 


(1) more than 60 days before that time, and 


(II) after February 27, 2000 and before October 18, 
2000, or 


(C) an amount equal to !"/i4 of its capital gain4® refund for 
any taxation year throughout which it was a mutual fund 
corporation where the year ended 


(1) more than 60 days before that time, and 
(11) after October 17, 2000; 


Proposed Amendment — SHG} capi en 3 
_.. dividend. account” 
Letter from Dept. of Finance: Nov. 9, 2005: 
Mr. Hugh Chasmar, Deloitte & Touche LLP, Toronto, ON 
Dear Mr. Chasmar: 


I am responding to your facsimile to Grant Nash of June 18, 2004 and the attached 
letter dated November 15, 2001 concerning the definition of “capital er dividend 
account” for mutual fund corporations (MFCs). ee 


In general, the definition of “capital gains dividend Bh Ne in subsection 1316) of 
the Income Tax Act (the “Act’”) includes all capital gains and all capital | losses realized 
by a MFC from the disposition of capital property. Where a MFC holds units of a trust 
that makes a distribution out of its realized capital gains, and the trust makes an elec- 
tion under 104(21) of the Act in favour of the MFC, the MFC will be deemed to have 
realized a taxable capital gain, not a capital gain. As a result, it appears that no amount 
of this distribution will be included in the — ane dividend account of the vaste 
fund corporation.. a 


From a tax policy perspective it is ideoqaed that a dae fund esapieutbes will ne a 
“flow-through entity” with respect to realized capital gains. This is generally achieved 
by refunding to the MFC its tax paid on taxable capital gains, to the extent that it 
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ny assura 
‘the commendations tha we intend to m 


Related Provisions: 88(2)(a)(i.1) — Winding-up; 87(2)(bb) — Amalgamation — 
addition to amounts determined under paras. (a) and (b). 


History: Subpara. (b)(iii) of the definition “capital gains dividend account” in subsec. 
131(6) amended by 2001, c. 17, subsec. 128(4), applicable to taxation years that end 
after February 27, 2000 except that, for a taxation year of a mutual fund corporation 
that includes February 28, 2000 or October 17, 2000, or began after February 28; 2000 
and ended before October 17, 2000, the references to “100/18.7” in cl. (b)Gii)(B) and 
“100/14” in cl. \(b)(@ii)(C) shall be read as “100/28X”, where “X” is the fraction in para. 
38(a), as amended by 2001, c. 17, that applies to the corporation for the year. Subpara. 
(b)Gi1) formerly read: 


(iii)-all amounts each of which is an amount in respect of any taxation year that.. 
ended more than 60 days before that time throughout which it was a mutual fund 
corporation, equal to '"/2: of its capital gains refund for that year; 


The definition “capital gains dividend account” in subsec. 131(6) amended by 1995, c. 
3, subsec, 41(3), applicable after February 22, 1994. The definition formerly read: 


“capital gains dividend account” of a mutual fund corporation at any time means 
the amount, if any, by which the total of 


(a) its capital gains, for all taxation years beginning more than 60 days 
before that time, from dispositions of property (other than its non-qualifying 
real property) after 1971 and before that time while it was a mutual fund 
corporation, and 


(b) all amounts each of which is an amount determined by the formula 


B 
Ax 
€E 


where 


A is its capital gain; for a taxation year beginning more than 60 days 
before that time, from the disposition of a non-qualifying real property 
of the corporation before that time while it was a mutual fund 
corporation, 


B ° is the number of calendar months in the period that begins with the later 
of the calendar month in which the property was last acquired by it and 
January 1972 and ends with February 1992, and 


Cis the number of calendar months in the period that Bepiing with the later 
of the calendar month in which the property was last acquired by it and 
January 1972 and ends with the calendar month in which the property 
was disposed of by it 


exceeds the total of 


(c) its capital losses, for alli taxation years beginning more than 60 days 
before that time, from dispositions of property (other than its non-qualifying 
real property) after 1971 and before that time while it was a mutual fund 
corporation, 


(d) all amounts each of which is an amount determined by the formula 
E 
Dx- 
F 


where 


D is its capital loss, for a taxation year beginning more than 60 days before 
that time, from the disposition of a non-qualifying real property of the 
corporation before that time while it was a mutual fund corporation, 


E_ is the number of calendar months in the period that begins with the later 
of the calendar month in which the property. was last acquired by it and 
January 1972 and ends with February 1992, and 


F is the number of calendar months in, the period that begins with the later 
of the calendar month in which the property was last acquired by it and 
January 1972 and ends with the calendar month in which the property 
was disposed of by it, 


S. 131(6) cap 


(e) all. capital gains dividends that became payable by the corporation before 
that time and more than 60 days after the end of the last taxation year ending 
more than 60 days before that time, other than any such dividends that be- 
came payable out of the corporation’s non-qualifying real property capital 
gains dividend account, 

(f) all amounts each of which is an amount in respect of any taxation year 
ending more than 60 days before that time throughout which it was a mutual 
fund corporation, equal to 100/21 of its capital gains refund for that year, 
and 

(g) the amount, if any, by which the total of the amounts determined under 
paragraphs (b) and (c) of the definition “non-qualifying real property capital 
gains dividend account” in respect of the corporation at that time exceeds the 
amount determined under paragraph (a) of that definition in respect of the 
corporation at that time; 


“Capital gains dividend account” in subsec. 131(6) amended by 1994, c. 7, Sch. VIII 
(1995, c. 24), subsec. 76(3), applicable to 1992 et'seq. That definition formerly read: 


“capital gains dividend account” of a mutual fund corporation at any time means 
the amount determined by the formula 


A~(B+C+D) 
where 
A is the total amount of the corporation’s capital gains, for all taxation years 


_commencing more than 60 days before that time, from dispositions of pro- 
perty after 1971 and before that time while it was a mutual fund corporation, 


B. is the total amount of the corporation’s capital losses, for all taxation years 
commencing more than 60 days before that time, from dispositions of pro- 
perty after 1971 and before that time while it was a mutual fund corporation, 


C. is the total amount of all capital gains dividends that became payable by the 
corporation before that time and. more than 60 days after the end of the last 
taxation year ending more than 60 days before that time, and 


D__is the total of all. amounts each of which is an amount in respect of any 
taxation year ending more than 60 days before that time throughout which 
the corporation was a mutual fund corporation, equal to 100/21 of its capital 
gains refund for that year; 


“capital gains redemptions” of a mutual fund corporation for a 
taxation year means the amount determined by the formula 
A 


Ber) 


where 


A. is the total of all amounts paid by the corporation in the year on 
the redemption of shares of its capital stock, 


B is the total of the fair market value at the end of the year of all 
the issued shares of its capital stock and the amount determined 
for A in respect of the corporation for the year, 


C is '%/4 of the corporation’s refundable capital gains tax on hand 
at the end of the year, and 


Dis the amount determined by the formula 


(K+ L)—-(M+N) 
where 


K_ is the amount of the fair market value at the end of the year 
of all the issued shares of the corporation’s capital stock, 


L_is the total of all amounts each of which is the amount of any 
debt owing by the corporation, or of any other obligation of 
the corporation to pay an amount, that was outstanding at 
that time, 


M is the total of the cost amounts to the corporation at that time 
of all its properties, and 


N is the amount of any money of the corporation on hand at 
that time; 


Related Provisions: 130(2) — Application to investment corporation; 132.2(1)(p) 
[to be repealed], 132.2(3)(m) [draft] — Mutual fund reorganizations; 257 — Formula 
amount cannot calculate to less than zero. 


History: The description of C in the definition “capital gains redemptions” in subsec. 
131(6) amended by 2001, c. 17, subsec. 128(5) to replace the reference to “100/21” 
with “100/14”, applicable to taxation years that end after February 27, 2000 except 
that, for a taxation year of a mutual fund corporation that includes February 28, 2000 or 
October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, “100/14” shall be read as ““100/28X”’, where ““X” is the fraction in para. 38(a), as 
amended by 2001, c. 17, that applies to the corporation for the year. 
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“dividend refund [para. 131(6)(c))” — [Repealed under former 
Act] 


‘“non-qualifying real property” — [Repealed] 

History: The definition “non-qualifying real property” in subsec. 131(6) repealed by 
1995, c. 3, subsec. 41(2), applicable after February 22, 1994. The definition formerly 
read: 


“non-qualifying real property” of a corporation or trust (other than a personal 
trust) means property disposed of by the corporation or trust after February 1992 
that at the time of its disposition is 


(a) real property, 


(b) a share of the capital stock of a corporation, the fair market value of 
which is derived principally from real property, other than real property that 
was used 


(i) throughout that part of the 24-month period immediately preceding 
that time while it was owned by the corporation or a corporation related 
to the corporation, or 


(ii) throughout all or substantially all of the time in the period preceding 
that time during which it was owned by the corporation or a corporation 
related to the corporation, 


principally in an active business carried on by the corporation or a corpora- 
tion related to it, but not including a share of the capital stock of a corpora- 
tion the fair market value of which is derived principally from real property 
owned by another corporation the shares of which would, if owned by the 
corporation or the trust, not be non-qualifying real property of the corpora- 
tion or the trust, 


(c) an interest in a partnership or trust, the fair market value of which is 
derived principally from real property, other than real property that was used 


(i) throughout that part of the 24-month period immediately preceding 
that time while it was property of the partnership or trust, or 


(ii) throughout all or substantially all of the time in the period preceding 
that time during which it was property of the partnership or trust, 


principally in an active business carried on by one or more persons as mem- 
bers of the partnership or by the trust, or 


(d) an interest or an option in respect of property described in any of 
paragraphs (a) to (c), 


and, for the purposes of this definition, an “active business” carried on by a per- 
son at any time means a business carried on by the person at that time other than 
a business (other than a business carried on by a credit union or a business of 
leasing property that is not real property) the principal purpose of which is to 
derive income from property (including interest, dividends, rents or royalties), 
unless the person or, where the person carries on the business as a member of a 
partnership, the partnership 


(e) employs in the business at that time more than 5 individuals on a full- 
time basis, or 


(f) in the course of carrying on the business has managerial, administrative, 
financial, maintenance or other similar services provided to it at that time 
and the person or partnership could reasonably be expected to require more 
than 5 full-time employees if those services had not been so provided; 


The closing words of para. (b) of the definition “non-qualifying real property” in sub- 
sec. 131(6) substituted by 1994, c. 21, s. 63, applicable to 1992 et seg. The closing 
words formerly read: 


principally in an active business carried on by the corporation or a corporation 
related to it, 


“Non-qualifying real property” added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
76(3.1), applicable to 1992 et seq. 


‘non-qualifying real property capital gains dividend ac- 
count’? — [Repealed] 


History: The definition “non-qualifying real property capital gains dividend account” 
in subsec. 131(6) repealed by 1995, c. 3, subsec. 41(2), applicable after February 22, 
1994. The definition formerly read: 


“non-qualifying real property capital gains dividend account” of a mutual fund 
corporation at any time means the amount, if any, by which 


(a) the total of all amounts each of which is the amount by which its capital 
gain, for a taxation year beginning more than 60 days before that time, from 
the disposition of a non-qualifying real property of the corporation before 
that time while it was a mutual fund corporation exceeds the amount deter- 
mined under paragraph (b) of the definition “capital gains dividend account” 
in respect of that disposition 


exceeds the total of 
(b) all amounts each of which is the amount by which its capital loss, for a 
taxation year beginning more than 60 days before that time, from the dispo- 


sition of a non-qualifying real property of the corporation before that time 
while it was a mutual fund corporation exceeds the amount determined 


Income Tax Act, Part I 


under paragraph (d) of the definition “capital gains dividend account” in re- 
spect of that disposition, 

(c) all capital gains dividends that became payable by the corporation before 
that time and more than 60 days after the end of the last taxation year ending 
more than 60 days before that time, other than any such dividends that be- 
came payable out of the corporation’s capital gains dividend account, and 


(d) the amount, if any, by which the total of all amounts determined under 
paragraphs (c) to (f) of the definition “capital gains dividend account” in 
respect of the corporation at that time exceeds the total of all amounts deter- 
mined under paragraphs (a) and (b) of that definition in respect of the corpo- 
ration at that time; 
“Non-qualifying real property capital gains dividend account” added to subsec. 131(6) 
by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 76(3.1), applicable to 1992 et seq. 


“pro rata portion’, of a shareholder at any time, of a mutual fund 
corporation’s TCP gains balance, in respect of a dividend paid by 
the mutual fund corporation on a class of shares of its capital stock, 
means the amount determined by the formula 


Ax B/C 
where 


A. is the mutual fund corporation’s TCP gains balance immediately 
before that time, 


Bis the amount received in respect of the dividend by the share- 
holder, and 


C_ is the total amount of the dividend; 


History: The definition “pro rata portion” in subsec. 131(6) added by 2005, c. 19, 
subsec. 30(3), applicable after March 22, 2004. 


“refundable capital gains tax on hand” of a mutual fund corpora- 
tion at the end of a taxation year means the amount determined by 
the formula 


A-—-B 
where 


A is the total of all amounts each of which is an amount in respect 
of that or any previous taxation year throughout which the cor- 
poration was a mutual fund corporation, equal to the least of 


(a) 28% of its taxable income for the year, 
(b) 28% of its taxed capital gains for the year, and 


(c) the tax payable by it under this Part for the year deter- 
mined without reference to section 123.2, and 


B._ is the total of all amounts each of which is an amount in respect 
of any previous taxation year throughout which the corporation 
was a mutual fund corporation, equal to its capital gains refund 
for the year. 

Related Provisions: 87(2)(bb) — Amalgamation — addition to amounts determined 
under 131(6)“refundable capital gains tax on hand’”A and B; 130(2) — Application to 
investment corporation; 131(7) — Taxed capital gains defined; 132.2(1)(1) [to be re- 
pealed], 132.2(3)(i) [draft] — Addition to RCGTOH of transferee on qualifying ex- 
change of property between mutual funds; 257 — Formula cannot calculate to less than 
zero. 


“TCP gains balance”, of a mutual fund corporation at any time, 
means the amount, if any, by which 


(a) the total of 


(i) the mutual fund corporation’s capital gains from disposi- 
tions, after March 22, 2004 and at or before that time, of tax- 
able Canadian properties, and 


(ii) the TCP gains distributions (including those defined in 
section 132) received by the mutual fund corporation at or 
before that time 
exceeds 
(b) the total of 

(i) the mutual fund corporation’s capital losses from disposi- 
tions, after March 22, 2004 and at or before that time, of tax- 
able Canadian properties, and 


(ii) the total of all amounts deemed, in respect of dividends 
paid by the mutual fund corporation before that time, to be 
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TCP gains distributions received by shareholders from the 
mutual fund corporation; 


History: The definition “TCP gains balance” in subsec. 131(6) added by 2005, c. 19, 
subsec. 30(3), applicable after March 22, 2004. 


“TCP gains distribution” means a TCP gains distribution de- 
scribed in subsection (5.1). 

Related Provisions: 132(4)“TCP gains distribution” — Definition applies to mutual 
fund trust. 


History: The definition “TCP gains distribution” in subsec. 131(6) added by 2005, c. 
19, subsec. 30(3), applicable after March 22, 2004. 


(7) Definition of “taxed capital gains” — In subsection (6), 
“taxed capital gains” of a taxpayer for a taxation year has the mean- 
ing assigned by subsection 130(3). 


(8) Meaning of “mutual fund corporation” — Subject to sub- 
section (8.1), a corporation is, for the purposes of this section, a 
mutual fund corporation at any time in a taxation year if, at that 
time, it was a prescribed labour-sponsored venture capital corpora- 
tion or 


(a) it was a Canadian corporation that was a public corporation; 
(b) its only undertaking was 


(i) the investing of its funds in property (other than real pro- 
perty or an interest in real property), 


(ii) the acquiring, holding, maintaining, improving, leasing or 
managing of any real property (or interest in real property) 
deg is ae peepeny< of ie po RD or 


(auly 2010): ander 120). 


(iii) any combination of the activities described in subpara- 
graphs (i) and (ii), and 


(c) the issued shares of the capital stock of the corporation in- 
cluded shares 


(i) having conditions attached thereto that included condi- 
tions requiring the corporation to accept, at the demand of 
the holder thereof and at prices determined and payable in 
accordance with the conditions, the surrender of the shares, 
or fractions or parts thereof, that are fully paid, or 


(ii) qualified in accordance with prescribed conditions relat- 
ing to the redemption of the shares, 


and the fair market value of such of the issued shares of its capi- 
tal stock as had conditions attached thereto that included such 
conditions or as were so qualified, as the case may be, was not 
less than 95% of the fair market value of all of the issued shares 
of the capital stock of the corporation (such fair market values 
being determined without regard to any voting rights attaching 
to shares of the capital stock of the corporation). 
Related Provisions: 39(5)— MFC can make election for Canadian securities; 
131(8.1) — Loss of MFC status; 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft] — 
Corporation deemed not to be MFC after rollover of property to mutual fund trust; 
142.2(1)“financial institution’(c)(iii) — MFC not subject. to mark-to-market. rules; 
157(3)(c) —Instalments required from MFC; 248(1)“mutual fund corporation” — 
Definition applies to entire Act; 248(4.1) — Meaning of “real right in an immovable”; 
253.1 — Limited partner not considered to' carry on business of partnership. 
History: Subparas. 131(8)(b)(i) and (ii) amended by 1998, c. 19, subsec. 157(3), appli- 
cable to 1994 et seg. Subparas. 131(8)(b)(i) and (ii) formerly read: 


(i) the investing of its funds in property (other than real property), 


S. 131(8.D(b)@ 


(il) the acquiring, holding, maintaining, improving, leasing or managing of any 
real property that is capital property of the corporation, or 
Para. 131(8)(b) amended by 1995, c. 21, s. 67, applicable to 1994 et seg. Para. (b) 
formerly read: 


(b) its only undertaking was the investing of funds of the corporation; and 


That portion of subsec. 131(8) preceding para. (a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec, 110(1), applicable to 1990 et seg. That portion formerly read: 


(8) Meaning of expression “mutual fund corporation” — For the purposes of 
this Act, a corporation is a mutual fund corporation at any time in a taxation year 
if at that time 


Regulations: 6701 (prescribed labour-sponsored venture capital corporation). 


I.T. Technical News: 6 (mutual funds trading — meaning of “investing its funds in 
property” in 131(8)(b)(i)); 14 (reporting of derivative income by mutual funds). 


Advance Tax Rulings: ATR-62: Mutual fund distribution limited partnership — 
amortization of selling commissions. 


Forms: RC4169: Tax treatment of mutual funds for individuals [guide]. 


(8.1) Idem — Where, at any time, it can reasonably be considered 
that a corporation, having regard to all the circumstances, including 
the terms and conditions of the shares of its capital stock, was es- 
tablished or is maintained primarily for the benefit of non-resident 
persons, the corporation shall be deemed not to be a mutual fund 
corporation after that time unless 


(a) throughout the period that begins on the later of February 21, 

1990 and the day of its incorporation and ends at that time, all or 
substantially all of its property consisted of property other than 
property that would be taxable Canadian property if the defini- 
tion “taxable Canadian property’ in subsection 248(1) were read 
without reference to paragraph (b) of that definition; or 


(b) it has not issued ‘a share (other than a share issued as a stock 

dividend) of its capital stock after February 20, 1990 and. before 

that time to a person who, after reasonable inquiry, it had reason 

to believe was non-resident, except where the share. was issued 

to that person under an agreement in writing entered into before 
February 21, 1990: 


Possible tee Amendment ~ _— ee 7 


is the fair mark t es at the’ rae a ae, o. an issued and 
outstanding share of the Somporeh E the pata is deemed 


hat begins on the later of January . 
1, 2005 and the day of its incorporation and ends at the par- 
ticular time, the total of all amounts each of which i is the 
"section 132(4)) of the corporation was not more than 10% 
of the total of all amounts each of which is the fair market 
value of a property of the. ‘corp ration, and | 


D. where a pata te incorporated before 2005, 
n on the later of February — 


earlier of the oe time and December 31, 2004, the 

total f all amounts each of which is the fair market value — 

axable Canadian property. (determined without refer- 

to paragraph (b) of the definition “taxable Canadian 

property” in subsection 248(1)) of the corporation was not. 

more than 10% of the total of all amounts each of which is 
_ the fair market ae of a property of the corporation; OF 


- (b) it has” 


(i) not issued a share lethe: hen a hate ieued as a slack 

dividend) of its capital, stock after February 20, 1990 and 

before the particular time to a person who, after reasonable 
_ inquiry, it had reason to believe was non- -resident, except 
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where the share was issued to that person under an agree- 
ment in writing entered into before February 21, 1990, and 


(ii) not issued a share (other than a share issued as a stock 
dividend) of its capital stock after [the day before Septem- 
ber 16, 2004] and before the particular time to a partnership 
that, after reasonable inquiry, it had reason to believe was 
not a Canadian partnership, except where the share was is- 
sued to that partnership under an agreement in writing, be- 
tween the corporation and the partnership, made before 
September 16, 2004. 


Application: The September 16, 2004 draft legislation, subsec. 17(4), would have — 
amended subsec. 131(8.1) to read as above, applicable after March 22, 2004, except — 


that the opening words, in their application before 2005 to a corporation, are to, un- 


less the corporation elects otherwise in writing by filing the election with the Min- . 


ister of National Revenue on or before its filing-due date for its taxation year in 
which the amending legislation is assented to, be read as follows: 


(8.1) If at any particular time it can reasonably be considered that a corporation 
(having regard to all the circumstances, including the terms and conditions of 
the shares of its capital stock) was incorporated, or is maintained, primarily for 
the benefit of non-resident persons, the corporation is deemed not to be a mu- 
tual fund corporation after the particular time, unless 


In addition, the reference in para. 131(8, 1)(a), as ‘amended, to“ ‘January 1, 2005” is to 


be read as “January 1, 2007” and the reference to “2004” is to be read | as “2006” in in 


the application of that paragraph to a corporation that 
(i) on March 23, 2004 would have ceased to be a mutual fund corporation if 


(A) the reference to the expression “throughout the period that begins on the 
later of January 1, 2005 and the day of its incorporation and ends at the 
particular time” in that paragraph were read as “on March 23, 2004”, and 


(B) the reference to the expression “December 31, 2004” in n that paragraph 
were read as “March 22, 2004”, and 


(ii) on March 24, 2004 was a mutual fund corporation. 


This proposal is unlikely to be enacted in its current form; see news teas in | Possi- 
ble Future Amendment to 132(7). i 


Technical Notes: Subsection 131(8.1) provides that a corporation is not a mutual 
fund corporation after a particular time if, at the particular time, it is reasonable to 
conclude that the corporation was established or maintained primarily for the benefit 
of non-resident persons. There are two exceptions to this rule. The first, which is set 
out in paragraph 131(8.1)(a), applies if, throughout the period that started on Febru- 


ary 21, 1990 (or if later, the date of incorporation) and that ends at the particular 
time, all or substantially all of the corporation’s property consisted of property other — 


than taxable Canadian property. The second, which is set out in paragraph 


131(8.1)(b), applies if the corporation did not issue a share of its capital stock, other _ 
than a stock dividend, after February 20, 1990 and before that time to a person who, 
after reasonable inquiry, it had reason to believe was not resident in Canada, except 2 


where the share was issued pursuant to an apregnel! in writing entered into before 
February 21, 1990. 


The preamble to subsection 131(8.1) is amended to provide that a sisi i not a 
mutual fund corporation after a particular time if, at that time, more than 50% of the’ 


fair market value of the issued and outstanding shares of the capital stock of the 


corporation is attributable to the fair market value of shares that are held by one or 


any combination of non-resident persons or pacenersiips ve are not “Canadian part- 
nerships” (as defined in section 102). : 


This amendment applies 


* after March 22, 2004 to a corporation that so elects in writing by filing the eles. 
tion with the Minister of National Revenue on or before its filing-due date for its 
taxation year in which the amendment receives Royal Assent: and — 


* after 2004 to a corporation that does not so elect. Where a corporation does not 
so elect, subsection 131(8.1) will continue to provide, until December 31, 2004, 


that the corporation is not a mutual fund corporation after a particular time if, at — 


that time, it can reasonably be considered that the corporation (having regard to 
all the circumstances, including the terms and conditions of the shares of its capi- 
tal stock) was incorporated, or is maintained, oe. for the benefit of non- 
resident persons. : 


The loss, under the general rule in subsection 131(8.1), after the particular time of a 
corporation’s status as a mutual fund corporation will continue to be abe to the 
exceptions found in paragraphs 131(8.1)(a) and (b). 


Paragraph 131(8.1)(a) is amended to clarify that, in addition to other forms of ek 
Canadian property, Canadian resource property and timber resource property are in- 
cluded in determining the availability of relief under that paragraph. Except as other- 
wise provided in the transitional rules for the amendments, the amendments to para- 
graph 131(8.1)(a) apply after March 22, 2004. 


Corporations incorporated after 2004 


Paragraph 131(8.1)(a) is amended to provide that the exception applies to a corpora- 
tion incorporated after 2004 only if, throughout the period that begins on the later of 
January 1, 2005 and the day of its incorporation and ends at the particular time, the 


total of all amounts each of which is the fair market value of a “specified property” 
(as newly defined in subsection 132(4)) of the corporation, was not more than, 10% of 
the fair market value of all of its properties. eye ; 
Corporations incorporated before 2005 
For a corporation incorporated before 2005, Sec aieibe BIB. 10) | is s amended iI0. 
provide that the exception applies to the corporation only if both : 


* throughout the period that begins on January 1, 2005 and ends at the saltaslape 
‘time, the total of all amounts each of which is the fair market value of a “speci-— 
fied property” (as defined in subsection 132(4)) of the corporation was not more: ' 
_than 10% of the fair market value of all of its properties, and 


a Lg 


+ throughout the period that began on the later of February 21, 1990 and the ay of 
its incorporation and ends on the earlier of the particular time and December 31, _ 
2004, the total of all amounts each of which is the fair market value of a taxable : 
Canadian property (determined without reference to paragraph (b) of the defini- 
tion “taxable Canadian property” in subsection 248(1)) of the corporation’ was 
not more than 10% of the fair market value of all of its properties. 


Transitional relief: corporations otherwise offside on March 23, 2004 : 
Some corporations that were otherwise mutual fund corporations at the end of March 
23, 2004, might have lost their mutual fund status on March 23, 2004 if the addition 
of Canadian resource property and timber resource property to the properties consid- 
ered in determining the application of paragraph 131(8.1)(a) applied on March 23, 
2004. For such a corporation, paragraph 131(8.1)(a) is amended to provide that the 
exception in that paragraph applies to the corporation if both 
¢ throughout the period that begins on January 1, 2007 and ends at the particular 
~ time, the total of all amounts each of which is the fair market value of a “speci- 
fied property” (as defined in subsection 132(4)) of the corporation was not more 
toe: P of Le fair market a of all of its properties. and 


. oeoucholt ake peed that = on the later of February 21, 1990 and the day of 
its incorporation and ends on the earlier of the particular time and December 31, 
2006, the total of all amounts each of which is the fair market value of a taxable 
Canadian property (determined without reference to paragraph (b) of the defini- 
tion “taxable Canadian property” in subsection 248(1)) of the corporation was 
not more than 10% of the fair market value of all of its properties. 


For more detail on the new definition “specified property” i in subsection 132(4), see 
the commentary on that subsection. 


Paragraph 131(8.1)(6) is amended to provide that the exception applies to a corpora- 
tion only if the corporation satisfies the existing condition in that paragraph (7e., the 
condition found, under these. amendments, in subparagraph 131(8.1)(b)(i)) and it has 
not issued a share (other than. a share issued as a stock dividend) of its capital stock 
on or after September 16, 2004 and before the particular time to a partnership that, 
after reasonable inquiry, it had reason to believe was not a “Canadian partnership” — 
(as defined in section 102), except where the share was issued to that partnership — 
under an agreement in writing, between the corporanee and the pe pate 
before September 16, 2004. ; . 


Related Provisions: 248(4) — Interest in real property. 


History: Para. 131(8.1)(a) amended by 2001, c. 17, subsec. 128(6), applicable after 
October 1, 1996. The para. formerly read: 


(a) throughout the period beginning on the later of February 21, 1990 and the 
day of its incorporation and ending at that time, all or substantially all of its 
property consisted of property other than 


(i) real property situated in Canada (including any interest therein or option 
in respect thereof, whether or not the property is in existence), and 


(ii) property that would, if 
(A) the corporation were non-resident, 
(B) paragraph 115(1)(b) were read without reference to subparagraphs 
115(1)(b)G) and (ii), and 
(C) the property were disposed of, 
be taxable Canadian property of the corporation; or 


Subsec. 131(8.1) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 110(2), applicable 
after February 20, 1990. 


(9) Reduction of refundable capital gains tax on hand — 
Notwithstanding any other provision of this section, the amount de- 
termined for A in the definition “refundable capital gains tax on 
hand” in subsection (6) in respect of the 1972 or 1973 taxation year 
of a corporation is, 


(a) in respect of its 1972 taxation year, 91.25% of the amount so 
determined; and 


(b) in respect of its 1973 taxation year, the total of 


(i) 91.25% of that proportion of the amount so determined 
that the number of days in that portion of the year that is 
before 1973 is of the number of days in the whole year, and 
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(ii) 100% of that proportion of the amount so determined that — 


the number of days in that portion of the year that)is after 
1972 is of the number of days in the whole year. 


Related Provisions: 
Definitions. 


131(1) Election re capital. gains’ dividend; 


(10) Restricted finveinidial institution — Notwithstanding any | 


other provision of this Act, a mutual fund corporation or an invest- 
ment corporation that at any time would, but for this subsection, be 
a restricted financial institution shall, if it has so, elected in pre- 
scribed manner and prescribed form before. that time, be deemed 
not to be a restricted financial institution at that time. 


Related Provisions: 112(2.1),— Where no deduction of dividend permitted. 
Forms: T2143: Election not to bea restricted financial institution.’ 

(11) Rules respecting prescribed labour-sponsored 
venture. capital corporations — Notwithstanding anyother 
provision of this Act, in applying this Act to a corporation that was 


at any time a_ prescribed labour-sponsored venture capital 
corporation, 


(a) for the purposes of subparagraphs 129(3)(a)(i) sie (ii), the 


amount deducted under paragraph 111(1)(b) from the corpora- 


_tion’s income for each taxation year ending after that time shall 
be deemed to be nil; 


(b) the definition “aggregate investment income” in subsection 

. 129(4) shall be read without reference to paragraph (a) of that 
definition in its application to taxation years that end after. that 
time; 


(c) notwithstanding subsection (4), if it so elects. in its return of 
income under this Part for‘a'taxation year ending after that time, 
subsection 84(1) applies for that year and all subsequent taxation 
years; 


(d) subsection (5) does not apply for taxation years ending after 
that time; and 


(e) the amount of the corporation’s capital dividend. account, at 
any time. after that time.shall be deemed to be nil. 


Related Provisions: 157(3)(c) — Reduction in instalments to reflect dividend re- 
fund; 186.1 — Exempt corporations. ; 


History: Para: 131(11)(b) amended by 1996, c. 21, subsec. 33(2), applicable to taxa- 
tion years that end after June 1995; Para. (b) formerly read: 


(b) the value of A in the definition “Canadian investment income” in subsection 
129(4) shall be deemed to be zero for taxation years ending after that time; 


Subsec. 131(11) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 110(3), applicable to 
1990 et seq. 


Definitions [s. 131]: “active business” — 248(1); “amount”, “assessment”, “busi- 
ness” — 248(1); “Canada” — 255; “Canadian éorporation’ Reg): 248(1); “Cana- 
dian partnership” — 102, 248(1); “capital gains dividend” — 131(1); (S:1)(b) (i); “cap- 
ital dividend. account’, — 89(1) [technically not applicable to s..131]; “capital gain” — 
39(1)(a), 248(1); “capital gains dividend account’, “capital gains redemptions” — 
131(6); “capital gains refund” — 131(2); “‘capital loss” — 39(1)(b), 248(1); “capital 
property” — 54, 248(1); 
pretation Act 35(1); “cost amount” — 248(1); “credit union” — 137(6), 248(1); “dispo- 
sition”, “dividend” — 248(1); “immovable” — Quebec Civil Code, art. 900-907; “‘in- 
terest” —in real property 248(4); “investment corporation” — 130(3), 248(1); 
“Minister” — 248(1); “mutual fund corporation”? — 131(8), (8:1); 132.2(1)(0)(i) sito: be 
repealed], 132.2(3)()G@) [draft], 132.2(1)(q)..[to be repealed], 132.2(1)(n) [draft], 
248(1); “non-resident” — 248(1); “payable” — 84(7); “person”, “prescribed” — 
248(1); “prescribed labour-sponsored venture capital corporation” — Reg. 6701; “pre- 
scribed rate” —Reg. 4301; “private corporation” — 89(1), 248(1); “pro rata por- 
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tion” — 131(6); “property” — 248(1); public corporation” — 89(1), 248(1); “real | 


right” =\248(4: 1); “received” — 248(7); “refundable capital gains tax on hand” — 
131(6); “resident in Canada” — 250; “restricted financial institution’, “share”’, “share- 
holder” — 248(1); “stock dividend” — 248(1); “TCP gains balance” — 131(6); “TCP 
gains distribution” — 131(5.1), (6); “tax payable” — 248(2); “taxable Canadian pro- 
perty” — 248(1); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 89(1), 
248(1); “taxable income” — 2(2),,248(1); “taxation. year” — 249; “taxed capital 
gains” — 130(3)(b), 131(7); “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “un- 
dertaking” — 253.1(a); “writing” — Interpretation Act 35(1). 


131]: 6701 labour-sponsored venture capital 


Regulations [s. 
corporation), 


(prescribed 


131(6) — 


“class of shares” — 248(6); “corporation” — 248(1), Inter- | 


S. 132(2.1) 
» Mutual Fund Trusts 


132. (1) Capital gains refund to mutual fund trust — Where 
a trust was, throughout a taxation year, a mutual fund trust and a 
return of its income for the year has been made within 3 years from 
the end of the year, the Minister 


(a) may, on sending the notice of assessment for the year, refund 
an amount (in this subsection referred to as its “capital gains re- 
fund” for the year) equal to the lesser of 


(i) the total of 


(A) 14.5% of the total of the trust’s capital gains reeenP- 
tions for the year, and 


(B) the amount, if any, that the Minister determines to be 
reasonable in the circumstances, after giving considera- 
tion to the percentages applicable in determining the 
trust’s capital gains refunds for the year and preceding 
taxation years and the percentages applicable in determin- 
ing the, trust’s refundable.capital gains tax on hand at the 
end of the year, and 


(ii) the trust’s refundable capital gains tax on hand at the end 
of the year; and 


(b) shall, with all due dispatch, make that capital gains refund 
after sending the notice of assessment if an application for it has 
been made in writing by the trust within the period within which 
the Minister would be allowed under subsection 152(4) to assess 
tax payable under this Part by the trust for the year if that sub- 
section were read without reference to paragraph 152(4)(a). 


Related Provisions: 104(21) — Allocation of capital gains and losses to -benefi- 
ciaries; 127.55(f)Gi) — No minimum tax on mutual fund trust; 132(2) — Application 
to other liability; 132(2.1), (2.2) — Interest; 132(5.1), (5.2) — TCP gains distribution 
to non-resident subject to withholding tax; 132.1 — Deduction for certain amounts des- 
ignated by mutual fund trust; 132.2 — Mutual fund reorganizations; 142.2(1)‘financial 
institution”(d) — Mutual fund trust not subject to mark-to-market rules; 152(1) — As- 
sessment: 160.1 — Where excess refunded; 244(14), (14.1) — Date when notice sent. 


History: Para. 132(1)(b) amended by 2010, c. 25, s. 31, to substitute “sending” for 
“mailing”, in force on December 15, 2010. 


Para. 132(1)(a) amended by 2001, .c. 17, subsec. 129(1), applicable to taxation years 
that end after February 27, 2000 except that, for a taxation year of a mutual fund trust 
that includes February 28, 2000 or October 17; 2000, or began after February 28,'2000 
aiid ended beforé October’ 17, 2000, the reference 'to “14.5%” shall be 'read as a refer- 
ence to the percentage determined’ when 29% is multiplied by the fraction in para. 
38(a), as amended Pag 2001, c. 17, that applies to the trust for the year, Para, 132(1)(a) 
formerly read: 

(a) may, on mailing the notice of assessment for the year, refund without appli- 

cation therefor an amount (in this section referred to as its “capital gains refund” 

for the year) equal to the lesser of 


(i) 21.75% of the trust’s capital gains redemptions for the year, and 
(ii) the trust’s refundable capital gains tax on hand at the end of the year; and 


Para. 132(1)(b) amended by: 1998, c..19, subsec. 158(1), applicable after April 27, 
1989. Para. 132(1)(b) formerly read: 


(b) shall, with all due dispatch, make such a refund after mailing the notice of 
assessment if application therefor has been made in writing by the trust within 
the period determined under paragraph 152(4)(b) or (c), as the case may -be, 
within which the Minister may reassess tax payable by the trust for the year. 


Forms: RC4169: Tax treatment of mutual funds for individuals [guide]; T2 SCH 18: 
Federal and provincial or territorial capital gains refund; T184: Capital gains refund for 
a mutual fund trust. 


(2) Application to other liability — Instead of making a refund 
that might otherwise be’ made. under subsection (1) the: Minister 
may, where the trust is liable or about to become liable to make any 
payment under this Act, apply the amount that would otherwise be 
refunded to that other liability and notify the trust of that action. 

Related Provisions: 132(4) — Definitions; 132(6) — Meaning of mutual fund cor- 


poration; 152(1) — Assessment; 222(1)‘action’” —'Ten-year: limitation, period applies 
to 132(2). 


(2.1) Interest on capital gains refund — If a capital gains re- 
fund for a taxation year is paid to, or applied to a liability of, a 
mutual fund trust, the Minister shall pay or apply interest on the 
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refund at the prescribed rate for the period beginning on the day that 
is 30 days after the later of 


(a) the day that is 90 days after the end of the year, and 


(b) the day on which the trust’s return of income under this Part 
for the year was filed under section 150 


and ending on the day on which the refund is paid or applied. 


Related Provisions: 132(2.2) — Excess interest on capital gains refund; 161.1 — 
Offset of refund interest against arrears interest; 221.1 — Application of interest where 
legislation retroactive; 248(11) — Interest compounded daily. 


History: The opening words of subsec. 132(2.1) amended by 2003, c. 15, s. 113, appli- 
cable to taxation years that end after June 2003. The opening words formerly read: 


(2.1) Where a capital gains refund for a taxation year is paid to, or applied to a 
liability of, a mutual fund trust, the Minister shall pay or apply interest on the 
refund at the prescribed rate for the period beginning on the day that is 45 days 
after the later ofand ending on the day on which the refund is paid or applied. 


Subsec. 132(2.1) added by 1994, c. 7, Sch. VII (1993, c. 24), s. 77, applicable to capi- 
tal gains refunds paid or applied with respect to taxation years beginning after 1991. 


Regulations: 4301(b) (prescribed rate of interest). 


(2.2) Excess interest on capital gains refund — Where at 
any particular time interest has been paid to, or applied to a liability 
of, a trust under subsection (2.1) in respect of a capital gains refund 
and it is determined at a subsequent time that the capital gains re- 
fund was less than that in respect of which interest was so paid or 
applied, 
(a) the amount by which the interest that was so paid or applied 
exceeds the interest, if any, computed in respect of the amount 
that is determined at the subsequent time to be the capital gains 
refund shall be deemed to be an amount (in this subsection re- 
ferred to as the “amount payable”) that became payable under 
this Part by the trust at the particular time; 


(b) the trust shall pay to the Receiver General interest at the pre- 
scribed rate on the amount payable, computed from the particu- 
lar time to the day of payment; and 


(c) the Minister may at any time assess the trust in respect of the 
amount payable and, where the Minister makes such an assess- 
ment, the provisions of Divisions I and J apply, with such modi- 
fications as the circumstances require, in respect of the assess- 
ment as though it had been made under section 152. 

Related Provisions: 20(1)(1l) — Deduction on repayment of interest; 161.1 — Off- 


set of refund interest against arrears interest; 221.1 — Application of interest. where 
legislation retroactive; 248(11) — Interest compounded daily. 


History: Subsec. 132(2.2) added by 1994, c. 7, Sch. VII (1993, c. 24), s. 77, applica- 
ble to capital gains refunds paid or applied with respect to taxation years beginning 
after 1991. 


Regulations: 4301(a) (prescribed rate of interest). 


(3) Application of subsec. 104(20) — In its application in re- 
spect of a mutual fund trust, subsection 104(20) shall be read as if 
the reference therein to “‘a dividend (other than a taxable euce na) 
were read as a reference to “a capital dividend”. 


(4) Definitions — In this section, 


“capital gains redemptions” of a mutual fund trust for a taxation 
year means the amount determined by the formula 


(x (C+D))-E 


where 


A is the total of all amounts each of which is the portion of an 
amount paid by the trust in the year on the redemption of a unit 
in the trust that is included in the proceeds of disposition in re- 
spect of that redemption, 


B_ is the total of the fair market value at the end of the year of all 
the issued units of the trust and the amount determined for A in 
respect of the trust for the year, 


C is 100/14.5 of the trust’s refundable capital gains tax on hand at 
the end of the year, 


D_ is the amount determined by the formula 
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(K+L)—-(M+N) 
where 


K is the amount of the fair market value at the end of the year 
of all the issued units of the trust, 


L is the total of all amounts each of which is the amount of any 
debt owing by the trust, or of any other obligation of the trust 
to pay an amount, that was outstanding at that time, 


M is the total of the cost amounts to the trust at that time of all 
its properties, and 


N is the amount of any money of the trust on hand at that time, 
and 


Eis twice the total of all amounts each of which is an amount des- 
ignated under subsection 104(21) for the year by the trust in re- 
spect of a unit of the trust redeemed by the trust at any time in 
the year and after December 21, 2000; 


Related Provisions: 132.2(1)(p) [to be repealed], 132.2(3)(m) [draft] — Mutual 
fund reorganizations; 257 — Formula cannot calculate to less than zero. 


History: The first formula in the definition “capital gains redemptions” in subsec. 
132(4) amended by 2001 c. 17, subsec. 129(2) to add “— E”, applicable to taxation 
years that end after February 27, 2000. 

The description of A in the definition “capital gains redemptions” in subsec. 132(4) 
amended by the said c. 17, subsec. 129(3), applicable to taxation years that end after 
February 27, 2000. The description formerly read: 


A is the total of all amounts paid by the trust in the year on the redemption of 
units of the trust, 


The description of C in the definition “capital gains redemptions” in subsec. 132(4) 
amended by the said c. 17, subsec. 129(4) to replace the reference to the fraction 
“100/21.75” with a reference to the fraction “100/14.S”, applicable to taxation years 
that end after February 27, 2000 except that, for a taxation year of a mutual fund trust 
that includes February 28, 2000 or October 17, 2000, or began after February 28, 2000 
and ended before October 17, 2000, the reference to the fraction “100/14.S” shall be 
read as a reference to the fraction “100/29X”, where “X” is the fraction in para. 38(a), 
as amended by 2001, c. 17, that applies to the trust for the year. 


The description of E in the definition “capital gains redemptions” in subsec. 132(4) 
added by the said c. 17, subsec. 129(5), applicable to taxation years that end after Feb- 
ruary 27, 2000 except that, for a taxation year of a mutual fund trust that includes 
February 28, 2000 or October 17, 2000, or began after February 28, 2000 and ended 
before October 17, 2000, the word “twice” shall be read as “the fraction that is the 
reciprocal of the fraction in para. 38(a), as amended by 2001, c..17, that applies to the 
taxpayer for the year, multiplied by”. 


“pro rata portion”, of a beneficiary, of a mutual fund trust’s TCP 
gains balance for a taxation year, in respect of an amount desig- 
nated under subsection 104(21) by the mutual fund trust for the tax- 
ation year, means the amount determined by the formula 


AXB/C 


where 


A is the mutual fund trust’s TCP gains balance for the taxation 
year, 

B is the amount the mutual fund trust has designated under that 
subsection in respect of the beneficiary for the taxation year, and 


C_ is the total of all amounts designated under that subsection by 
the mutual fund trust for the taxation year; 

History: The definition “pro rata portion” in subsec. 132(4) added by 2005, c. 19, 

subsec. 31(1), applicable after March 22, 2004. 


“refundable capital gains tax on hand” of a mutual fund trust at 
the end of a taxation year means the amount determined by the 
formula 

A-B 
where 


A. is the total of all amounts each of which is an amount in respect 
of that or any previous taxation year throughout which the trust 
was a mutual fund trust, equal to the least of 


(a) 29% of its taxable income for the year, 
(b) 29% of its taxed capital gains for the year, and 


(c) where the taxation year ended after May 6, 1974, the tax 
payable under this Part by it for the year, and 
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B is the total of all amounts each of which is an amount in respect 
of any previous taxation year throughout which the trust was a 
mutual fund trust, equal to its capital gains refund for the year. 

Related Provisions: 132(5) — Taxed capital gains defined; 132.2(1)(1) [to be re- 

pealed], 132.2(3)@) [draft}— Addition to RCGTOH on qualifying exchange of pro- 

perty between mutual funds; 257 — Formula cannot calculate to less than Zero. 


_ Possible Future. Amendment — 192(4)"specifi 


added the definition “specified Sicelis? a sslaiese: 3 132 
22, 2004. However, SCE gee annotation to Possible. Fu 
We, . 


property ee without reference eral (b) of the definition “taxable 
Canadian property” in subsection ee as resource oe or peer re- 
source property. ae Pe 


The new definition iil relevant ins applying: ee 
131(8.1)(a) and 132(7)(a). For more detail on those We ecu the commentary 
to subsections 1316. dt) and 132@). lL 


“TCP gains balance”, of a mutual fund trust for a particular taxa- 
tion year, means the amount, if any, by which 


(a) the total of 


(i) the mutual fund trust’s capital gains from dispositions, af- 
ter March 22, 2004 and at or before the end of the particular 
taxation year, of taxable Canadian properties, and 


(ii) the TCP gains distributions (including those defined in 
section 131) received by the mutual fund trust at or before 
the end of the particular taxation year 


exceeds 
(b) the total of 


(i) the mutual fund trust’s capital losses from dispositions, 
after March 22, 2004 and at or before the end of the particu- 
lar taxation year, of taxable Canadian properties, and 


(ii) the total of all amounts deemed, in respect of amounts 
designated by the mutual fund trust under subsection 104(21) 
for taxation years that preceded the particular taxation year, 
to be TCP gains distributions received by beneficiaries under 
the mutual fund trust; 


History: The definition “TCP gains balance” in subsec. 132(4) added by 2005, c. 19, 
subsec. 31(1), applicable after March 22, 2004. 


“TCP gains distribution” means a TCP gains distribution de- 
scribed in subsection (5.1). 


History: The definition “TCP gains distribution” in subsec, 132(4) added by 2005, c. 
19, subsec. 31(1), applicable after March 22, 2004. 


(5) Definition of “taxed capital gains” — In subsection (4), 
“taxed capital gains” of a taxpayer for a taxation year has the mean- 
ing assigned by subsection 130(3). 


(5.1) TCP gains distribution — If a mutual fund trust designates 
an amount under subsection 104(21) for a taxation year of the trust 
in respect of a beneficiary under the trust, for the purposes of this 
Part and Part XIII, 


(a) the beneficiary is deemed to have received from the mutual 
fund trust a TCP gains distribution equal to the lesser of 


(i) twice the amount designated, and 


(ii) the beneficiary’s pro rata portion of the mutual fund 
trust’s TCP gains balance for the taxation year; and 


perty that is taxable: Canadian — 
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(b) where the beneficiary is a non-resident person or a partner- 
ship that is not a Canadian partnership, 


(1) the amount designated 1 is deemed by subsection 104(21) to 
be a taxable capital gain of the beneficiary only to the extent 
that it exceeds one half of the TCP gains distribution, and 


(ii) one half of the TCP gains distribution is to be added to 
the amount otherwise included under subsection 104(13) in 
computing the income of the beneficiary, and is deemed to 
be an amount to which paragraph 212(1)(c) applies. 
Related Provisions: 131(5.1)— Parallel rule for mutual fund corporation; 
131(6)“TCP gains balance”’(a)(ii) — Dividend included in TCP gains balance of share- 
holder that is mutual fund corporation; 132(4) — Definitions of “pro rata portion” and 
“TCP gains distribution”; 132(4)“TCP gains balance’’(a)(ii) — Dividend included in 
TCP gains balance of shareholder that is mutual fund trust; 132(5.2) — Limitation on 
application of 132(5.1); 212(1)(c) — Withholding tax on taxable dividend deemed paid 
under (a)(ii); 218.3(2)(c) — Withholding tax on mutual fund distributions to non- 
residents. 


History: Subsec. 132(5.1) added by 2005, c. 19, subsec. 31(2), applicable after March 
22, 2004. 


(5.2) Application of subsection (5.1) — Subsection (5.1) ap- 
plies to an amount designated under subsection 104(21) by a mutual 
fund trust for a taxation year only if more than 5% of the total of all 
amounts each of which is an amount designated under that subsec- 
tion by the mutual fund trust for the taxation year was designated in 
respect of beneficiaries under the mutual fund trust each of whom is 
a non-resident person or is a partnership that is not a Canadian 
partnership. 

Related Provisions: 131(5.2) — Parallel rule for mutual fund corporation. 


History: Subsec. 132(5.2) added by 2005, c.. 19, subsec. 31(2), applicable after March 
22, 2004. 


(6) Meaning of “mutual fund trust” — Subject to subsection 
(7), for the purposes of this section, a trust is a mutual fund trust at 
any time if at that time 


(a) it was a unit trust resident in Canada, 
(b) its only undertaking was 


(i) the investing of its funds in property (other than real pro- 
perty or an interest in real property), 

(ii) the acquiring, holding, maintaining, improving, leasing or 
managing of any real property (or interest in real. property) 
that is capital property of the trust, or 


Proposed Amendment — 132(6)(b)(i), (ii). 


at) the investing of its funds in property (other than real 
property or an interest in real pepe or an immovable or 
a real right in an immovable), 


(ii) the acquiring, holding, maintaining, improving, leasing 
or managing of any real property (or interest in real pro- 
perty) or of any immovable (or real right in immovables) : 
_that is capital property of the trust, or 
Application: The July 16, 2010 draft legislation (Part 2 — — bijuralism), s. 220, will 


amend tee Heron) a @) to read as above, to come into force ¢ on Royal 
Assent, _ i 


Technical Notes eiuty 201 0) See inate 1214). 


(iii) any combination of the activities described in subpara- 
graphs (i) and (ii), and 


(c) it complied with prescribed conditions relating to the number 
of its unit holders, dispersal of ownership of its units and public 
trading of its units. 


on Proposed Amendment — 132(6)(c) 

-(c) it complied with prescribed conditions. 
Application: ‘The July 16, 2010 draft legislation (Part 1 — technical), s. 88, will 
amend para. 132(6)(c) to read as above, applicable to 2000 er seg. 


Technical Notes (July 201 0): Subsection 132(6) sets out the definition “mutual 


fund trust”. Under paragraph 132(6)(c), a trust will qualify at any time as a mutual 

fund trust only if at that time it meets prescribed conditions relating to the number of 
its unit holders, dispersal of ownership of trust units issued by it and public trading of 

trust units issued by it. 
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Paragraph 132(6)(c) is amended so that the prescribed conditions that a trust may be 
required to satisfy in order to qualify.as a mutual fund trust are not limited to those 
relating to ownership and trading of its units. 


The regulations setting out these prescribed conditions for a mutual fund trust are 
found in Part XLVIII of the Regulations. In particular, Regulation 4801 sets out con- 
ditions that apply to'a class of units issued by a trust in order for the trust to be 
considered a mutual fund trust. It is intended that proposed amendments to Part 
XLVIIL of the Regulations would include the following: 


see yy 
38 


* Paragraph 4801(a) of the Regulations would be Sea so that subparagraph 
4801(a)(ii) applies to a trust created before 2000, for its 2004 and subsequent 
taxation years, if the trust elects by notifying the Minister of National Revenue in 
writing in its return of income for the taxation year of the trust that ends in the 
calendar year in which the amending regulations are published i in Part II of the. 
Canada Gazette. As a result of the proposed change, if there has been a lawful, 
distribution in a province to the public of units of a class of units of : a trust cre- 
ated before 2000 and a prospectus, registration statement or similar document — 
was not required under the laws of the province to be filed in respect of the 
distribution, the trust could rely upon subparagraph 4801(a)(ii) to meet, in es . 
2004 and later taxation years, the condition prescribed under paragraph 480 Ia). 


These amendments to the Regulations would, except as described above, be proposed 
to apply to the 2000 and subsequent taxation years of trusts, oe 


Related Provisions: 39(5)— MFT can make election for Canadian securities; 
94(1)exempt foreign trust’’(h) — Non-resident MFT exempt from NRT rules; 94(4)(b) 
[proposed] — Deeming non-resident trust to be resident in Canada does not apply to 
132(6)(a); 104(21) — Allocation of capital, gains and losses to beneficiaries; 
132(6.1) — Election to be MFT from beginning of first year; 132(6.2) — Retention of 
MFT status to end of year; 132(7) — Loss of MFT status; 132.11 — Optional Dec. 15 
year-end; 132.1(1)(q) — Trust deemed not to be MFT after rollover of property to an- 
other trust; 142.2(1)‘financial institution’(d) — MFT not subject to mark-to-market 
rules; 156(2) — Payment of tax by MFT; 210.1(b) — MFT not.subject to Part XII.2 
tax; 212(9)(c) — Interest received by MFT and paid to non-residents — withholding 
tax exemption; 248(1)‘mutual fund trust” — Definition applies to entire Act; 
248(4.1) — Meaning of “real right in an immovable”; 253.1 — Limited partner not 
considered to carry on business of partnership. 


History: Subparas. 132(6)(b)(i) and (ii) amended, and the closing words repealed, by 
1998, c. 19, subsecs. 158(2), (3), applicable to 1994 et seg. Subparas. 132(6)(b)() and 
(ii) and the closing words formerly read: 

(i) the investing of its funds in property (other than real property), 

(ii) the acquiring, holding, maintaining, improving, leasing or managing of any 

real property that is capital property of the trust, or 


except that where a trust’s first taxation year ended after 1971 and the trust has, 
after 1971 and on or before the day on or before which it was required by section 
150 to file its return of income for that year, become a mutual fund trust, it shall, 
if it so elected in that return, be deemed to have been a mutual fund trust from 
the commencement of that year until the day on which it so became a mutual 
fund trust. 


Para. 132(6)(b) amended by 1995, c. 21, s. 68, applicable to 1994 et seq. Para. (b) 
formerly read: 
(b) its only undertaking was the investing of funds of the trust, and 


That portion of subsec. 132(6) preceding para. (a) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 111(1), to add “Subject to subsection (7)”, applicable after Febru- 
ary 20, 1990. 


Subsec. 132(6) substituted by 1973-74, c. 14, s. 41. 

Regulations: 204, 204.1, 221 (information return requirements for mutual fund trust); 
4801 (prescribed conditions). 

I.T. Technical News: 6 (mutual funds trading — meaning of “investing its funds in 
property” in 132(6)(b)(i)); 14 (reporting of derivative income by mutual funds); 34 (in- 
come trusts and subparagraph 132(6)(b)(i)). 


CRA Audit Manual: 16.2.6: Mutual fund trusts. 

Advance Tax Rulings: ATR-62: Mutual fund distribution limited partnership — 
amortization of selling commissions. 

Forms: RC4169: Tax treatment of mutual funds for individuals [guide]. 


(6.1) Election to be mutual fund [from beginning of first 
year] — Where a trust becomes a mutual fund trust at any particu- 
lar time before the 91st day after the end of its first taxation year, 
and the trust so elects in its return of income for that year, the trust 
is deemed to have been a mutual fund trust from the beginning of 
that year until the particular time. 


History: Subsec. 132(6.1) amended by 1999, c. 22, s. 54, applicable to 1998 et seq. It 
formerly read: 


(6.1) Where a trust becomes a mutual fund trust at any particular time before the 
91st day after the end of the calendar year in which its first taxation year began, 
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and the trust so elects in its return of income under this Part for that first year, the 
trust is deemed to have been a mutual fund trust from the beginning of that first 
year until the particular time. 


Subsec. 132(6.1) added by 1998, c. 19, subsec. 158(4), applicable to 1994 et seq. 


(6.2) Retention of status as mutual fund trust — A trust is 
deemed to be a mutual fund trust throughout a calendar year where 


(a) at any time in the year, the trust would, if this section were 
read without reference to this subsection, have ceased to be a 
mutual fund trust 


(i) because the condition described in paragraph 108(2)(a) 
ceased to be satisfied, 


(ii) because of the application of paragraph (6)(c), or 
(iii) because the trust ceased to exist; 


(b) the trust was a mutual fund trust at the beginning of the year; 
and 


(c) the trust would, throughout the portion of the year through- 
out which it was in existence, have been a mutual fund trust if 


(i) in the case where the condition described in paragraph 
108(2)(a) was satisfied at any time in the year, that condition 
were satisfied throughout the year, 


(ii) subsection (6) were read without reference t to paragraph 
(c) of that subsection, and 


(iii) this section were read without reference to this 
subsection. 


Related Provisions: 250(6.1) — Similar rule for trust’s residence in Canada. 


History: Subsec. 132(6.2) added by 2001, c. 17, subsec. 129(6), applicable to 1990 et 
seq. 


(7) Idem [trust primarily for non-residents] — Where, at any 
time, it can reasonably be considered that a trust, having regard to 
all the circumstances, including the terms and conditions of the 
units of the trust, was established or is maintained primarily for the 
benefit of non-resident persons, the trust shall be deemed not to be a 
mutual fund trust after that time unless 


(a) at that time, all or substantially all of its property consisted of 
property other than property that would be taxable Canadian 
property if the definition “taxable Canadian property” in subsec- 
tion 248(1) were read without reference to paragraph (b) of that 
definition; or 


(b) it has not issued any unit (other than a unit issued to a person 
as a payment, or in satisfaction of the person’s right to enforce 
payment, of an amount out of the trust’s income determined 
before the application of subsection 104(6), or out of the trust’s 
capital gains) of the trust after February 20, 1990 and before that 


time to a person who, after reasonable inquiry, it had reason to - 


believe was non-resident, except where the unit was issued to 
that person under an agreement in writing entered into before 
“eae 215 1990: 


- Possible Future Amendment — ~132(7) as 


ie ee | ai DOO: 
(7) Loss of mutual fund trust status sil at any particular _ 
time, the total of all amounts each of which is the fair market | 
value, at the particular time, of a unit issued by a trust and held by 
a non-resident person or a partnership that is not a Canadian part- 
nership is more than 50% of the total of all amounts each of which — 
is the fair market value, at the particular time, of a unit issued by ; 
the trust, the trust is deemed not to be, after the particu ar ume, a 
mutual fund trust unless = 


(a) both 


(i) throughout the soled that oes on ae el lbtee Haaser” 
1, 2005 and the day on which the trust was. created and 
ends at the particular time, the total of all amounts each of 
which is the fair market value of a specified property of the 
trust was not more than 10% of the total of all amounts 
each of ultiokia is ithe fair wert ee an a Fe het af the 
trust, and - 
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(ii) where the trust was created before 2005, throughout the 
period that began on the later of February 21, 1990 and the 
day of its creation and ends on the earlier of the particular 
_ time and December 31, 2004, the total of all amounts each 


of which is the fair market value of a taxable Canadian pro- 
perty (determined without reference to paragraph (b) of e, 
on 

: ~ 248(1)) of the trust was not more than 10% of the total’ of : 
gee amounts each of which is the fair a od of a PE 


definition “taxable Canadian’ " property” in sub 


_ perty of the trust; Daa. 
©) it has — en oie nee 


oO not issued any ee (other than a ine fe toa person 5 
"as a payment, or in satisfaction of the person’s right to en-— 
force payment, of an amount out of the trust’s income de-: 


termined before the application of subsection 104(6) 
~ of the trust’s capital gains) of the trust after February 20, 


1990 and before the particular time to a person who, _ after, 


“reasonable. inquiry, it had reason to believe was non-resi- 


dent, except where the unit was issued to that person under - 


-an agreement in ened ened into before agus 21, 
_ 1990, and oo 


@ not issued any unit (other ida’ a 1 unit isi toa | partner- | 
ship as a payment, or in satisfaction of the partnership’s — 
Tight to enforce payment, of an amount out of the trust’s . 


‘income determined before application of 


- 104(6), or out of the trust’s capital gains) of the trust after 
September 15, 2004 and before the particular time to a part-— 

nership that, after reasonable enquiry, it had reason to be- _ 
lieve was not a Canadian partnership, except where the unit 


was issued to that partnership under an agreement in writ- 


ing, between the trust and the pe ieee into 


before September 16, 2004. 
Application: The September 16, 2004 draft legislation, subsec. 18(3), would hae 


amended subsec. 132(7) to read as above, applicable after March 22, 2004, except _ 


that the opening words, in their application before 2005 to. a trust, are to, unless the 
trust elects otherwise in writing by filing the election with the Minister of National 


Revenue on or before its filing-due date for its taxation year in which the amending 


legislation is assented to, be read as follows: 


(7) If at any particular time it can reasonably be considered that a trust (having 
_ regard to all the circumstances, including the terms and conditions of the units 
of the trust) was created, or is maintained, primarily. for the benefit of non- 
resident persons, the trust is deemed not to be a mutual fund trust after the 
_ Particular time, unless _ a 


In “addition, ‘the reference in para. 132(7)(a), as ‘amended! Se Tanuary 1; 2008" i is to A 


be read as “January 1, 2007” and the reference to “2004” is to be read as “2006” i In 
the ‘application of that paragraph to a corporation that Q é 


yy 


-@ on March 23, 2004 would have ceased to be a faut fund tal if a 


(A) the ‘reference to the expression “throughout the period that begins on the 
later of January 1, 2005 and the day on which the trust was created and ends 


~ at the pAesoulant time” in et paragraph were read as “on Mareh ee ~~ : 


and , coe 


(B) the reference to “December 31, 2004” in that pagan were ‘read as 


“March 22, 2004”, and 
(ii). on March 2A, 2004 was a . mutual fund trust. 
This proposal i is unlikely to be enacted in its current form; see news relea 
Dept. of Finance news release 2004-075, Dec. 6, 2004: Today’ $ Notice fof 


Ways and Means Motion, later Bill C-33 replacing the Sept. 16/04 draft legislation, 
now enacted as S.C. 2005, c. 19 —ed.] does not include the proposal concerning — 
mutual funds maintained ‘primarily for the benefit of non-residents. Further discus- _ 
sions will be pursued with the private sector concerning the appropriate Canadian tax — 
treatment of non-residents investing in resource property through mutual funds, _ 


Technical Notes: Subsection 132(7) provides that a trust is not a mutual fund trust 
after a particular time if, at the particular time, it is reasonable to conclude that the 


trust was established or maintained primarily for the benefit of non-resident persons. © 


There are two exceptions to this rule. The first, which is set out in paragraph 
132(7)(a), applies if, throughout the period that started on February 21, 1990 (or if 
later, the date of the trust’s creation) and that ends at the ‘particular time, all or sub- 


stantially all of the trust’s property consisted of property other than taxable Canadian — 


property. The second, which is set out in paragraph 132(7)(b), applies if the trust did 
not issue any unit (other than a unit issued to a person as a payment, or in satisfaction 


of the person’s right to enforce payment, of an amount out of the trust’s income — 
determined before the application of subsection 104(6), or out of the trust’s capital 


gains) after February 20, 1990 and before that time to a person who, after reasonable 
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inquiry, it aot to believe was not resident 1 in Canada, except where the unit 


This amendment pplies 


° after March. 22, 2004 to a trust that elects ier asi in es ve filin g the elec- 
tio with the Minister of National Revenue on or before its filing-due date for its 
_ taxation year in which the amendment receives Royal Assent; and 


after 2004 to trusts that do not so elect. Where a trust does not so elect, subsec- 
tion 132(7) will continue to provide, until December 31, 2004, that the trust is 
- nota mutual fund trust after a particular time if, at that time, it can reasonably be 
considered that the trust (having regard to all the circumstances, including the 
— terms and conditions of the units of the trust) was created, Of is maintained, pri- 
marily, for the benefit of non-resident persons. 


The loss, under the general rule in subsection 132(7), after ie artionlent time of a 
trust’s status as a mutual fund trust will continue to be subject to the exceptions 
found in paragraphs 132(7)(a) and (b), 


Paragraph 132(7)(a) is amended to clarify that, losetlic: with other forms of mails 
Canadian property, Canadian resource property and timber resource property are in- 
cluded in determining the availability of relief under that paragraph. Except as other- 
wise provided in the transitional rules for the amendments, the setae to para- 
graph 132(7)(a) apply after March iy 2004. 


Trusts created after 2004 


In particular, graph 1327)(a) i is amended to provide ie it applies to a trust cre- 
ated after 2004 if, throughout the period that begins on the later of January 1, 2005 
and the day of its creation and ends at the particular time, the total of all amounts 
each of which is the. fair market value of a “specified property” (as newly defined in 
subsection 132(4)) of the trust was not more than 10% of the fair market value of all 


a 


=) 


beter 2005, paragraph 132(7¥a) is amended to Sead ne it 
if . 


s ‘throughout the period that esis on n January 1, 2005 and ends at the particular 
time, the total of all amounts each of which is the fair market value of a “speci- 
fied property” (as defined in subsection 132(4)) of the trust was not more than 
10% of ae ie? market value of all of its properties, and 


LD: throughout the ee that been on the later of February 21, 1990 and the doy of 
its creation and ends on the earlier of the particular time and December 31, 2004, 
- the total of all amounts each of which is the fair market value of a taxable Cana- 
dian property (determined without reference to paragraph (b) of the definition — 
“taxable Canadian property” in subsection 248(1)) of the trust was not more than 
‘10% of the fair market value of all of its properties. 


For more detail on the new definition ‘ ‘specified “property” in subsection 132(4), 
please see the commentary on that subsection. 


Transitional relief: trusts otherwise offside on. March 23, 2004 


Some trusts that were otherwise ‘mutual fund trusts at the end of March 23, 2004, 
might have lost their mutual fund status on March 23, 2004 if the addition of Cana- 
dian resource property and timber resource property to the properties considered in 
determining the application of paragraph 132(7)(a) applied on March 23, 2004. For 
such a trust, paragraph 132(7)(a) is amended to provide that the exception in that 
paragraph applies to the trust if both © 


° throughout the period that begins on January 1, 2007 and ends at the particular 
time, the total of all amounts each of which is the fair market value of a “speci- 
fied property” (as defined in subsection 132(4)) of the trust was not more than 
10% of the fair market value of all of its properties, and 


oe dwoushout the period that began on the later of February 21, 1990 and the day of 
its incorporation and ends on the earlier of the particular time and December 31, 
2006, the total of all amounts each of which is the fair market value of a taxable 
Canadian property (determined without reference to paragraph (b) of the defini- 
tion “taxable Canadian property” in subsection 248(1)) of the trust was not more 
- than 10% of the fair market value of all of its properties. 


Paragraph 132(7)(b) i is amended to. provide that it applies to a trust only if the trust 
satisfies the existing condition in that paragraph (i.e., the condition found, under 
these amendments, in subparagraph 132(7)(b)(i)) and it has not issued any unit (other 
than a unit issued to a partnership as a payment, or in satisfaction of the partnership's 
right to enforce payment, of an amount out of the trust’s income determined before 
the application of subsection 104(6), or out of the trust’s capital gains) of the trust on 
or after September 16, 2004 and before the particular time to a partnership that, after 
reasonable enquiry, it had reason to believe was not a Canadian partnership, except 
where the unit was issued to that partnership under an agreement in writing, between 
the trust and the partnership, entered into before September 16, 2004. 


Letter from Dept. of Finance, Oct. 5, 2004: 
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Dear [xxx]: 


Thank you for your letter of September 23, 2004 concerning the legislative proposals _ 
relating to subsection 132(7) of the Income Tax Act (the “Act”) that were announced 
by the Department of Finance on September 16, 2004. 


To briefly highlight the legislative proposals, it is proposed, effective after December 
31, 2004, that the preamble to subsection 132(7) be amended to provide that a com- 
mercial trust ceases under certain circumstances to be a mutual fund trust if more 
than 50% of the fair market value of the issued trust units are held by any combina- 
tion of non-resident persons or partnerships (other than a Canadian partnership). 


Under those legislative proposals, if the ownership of the commercial trust’s units by 
non-resident persons or partnerships (other than a Canadian partnership) exceeds the 
50% limit described above, the commercial trust could still maintain its status as a 
mutual fund trust provided: 


1) At all times after February 21, 1990, not more than 10% of the fair soviet 
value of all the trust’s property can be attributed to taxable rere Brapesy, 
and 


2) At all times after December 31, 2004, not more than 10% of the fair market 
value of all the trust’s property can be attributed to property that is any of taxable 
Canadian property, Canadian resource property or timber resource property. 


In your letter, you had recommended that under the proposed new fair market value 
test, units of a different class of trust, which have substantially the same rights to the 
income, and capital of the trust should be deemed to have the same fair market value. 
You have stated that the fair market value of a publicly listed security is generally 


considered to be equal to its trading price and, as a consequence, it could be difficult — 


for a mutual fund trust with units trading on a foreign exchange and a Canadian 
exchange to manage the relative fair market values of issued trust units held by re- 
sidents and non-resident persons or partnerships (other than a Canadian partnership). _ 
This difficulty arises because trust units held by non-residents may trade at a pre- 
mium because of market forces, even though the rights of the units are substantially 
the same except for ownership restrictions based on country of residence. With re- . 
gard to this recommendation, we are willing to conduct further study and consulta- 


tion with the view to addressing this potential difficulty while preserving the integrity 


of the 50% non-resident ownership test. 


You have also requested that the new taxable Canadian property exceptions 1 men- 

tioned above be applied prospectively after March 22, 2004. The proposed rules pro-- 
vide a 10% taxable Canadian property ownership limitation that would have to be 

measured at all times subsequent to February 21, 1990. You argue that the applica- 

tion of this new 10% brightline test to past periods would be inappropriate, given that 

the new test explicitly requires the trust to respect a 10% threshold based on the fair 

market value of the trust’s assets whereas the “all or substantially, all” test gave rise 

to some uncertainty as to whether cost or market value would be the appropriate 

measurement base. 


Given the possible differing interpretations of the “all or substantially all” test in 
paragraph 132(7)(a), it would seem appropriate to maintain the existing “all or sub- 
stantially all” test for periods prior to 2005. Consequently, we are prepared to recom- 
mend to the Minister of Finance that the proposed legislation be modified to provide 
this result. While we cannot offer any assurances that either the Minister or Parlia- 
ment will agree with our recommendation, we hope that this statement ie our ae 
tion is helpful to you. : / 


Yours sincerely, | 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 248(4) — Interest in real property. 


History: Para. 132(7)(a) amended by 2007, c. 29, s. 16, deemed to have come into 
force on January 1, 2004. It formerly read: 


(a) throughout the period that began on the later of February 21, 1990 and the 
day of its creation and ended at that time, all or substantially all of its property 
consisted of property other than property that would be taxable Canadian pro- 
perty if the definition “taxable Canadian property” in subsection 248(1) were 
read without reference to paragraph (b) of that definition; or 
Paras. 132(7)(a) and (b) amended by 2001, c. 17, subsec. 129(7), para. (a) applicable 
after October 1, 1996 and para. (b) applicable after February 20, 1990. The paras. for- 
merly read: 
(a) throughout the period beginning on the later of February 21, 1990 and the 
day of its creation and ending at that time, all or substantially all of its property 
consisted of property other than 
(i) real property situated in Canada (including any interest therein or option 
in respect thereof, whether or not the property is in existence), and 
(ii) property that would, if 
(A) the trust were non-resident, 


(B) paragraph 115(1)(b) were read without reference to subparagraphs 
115(1)(b)(i) and (ii), and 


(C) the property were disposed of, 
be taxable Canadian property of the trust; or 


(b) it has not issued a unit (other than a unit issued to a person in satisfaction of 
the person’s right under the trust to an amount referred to in paragraph 


Income Tax Act, Part I 


104(13)(c)) of the trust after February 20, 1990 and before that time to a person 
who, after reasonable inquiry, it had reason to believe was non-resident, except 
where the unit was issued to that person under an agreement in writing entered 
into before February 21, 1990. 
Subsec. 132(7) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 111(2), applicable 
after February 20, 1990. 
1.T. Technical News: 34 (income trusts and non-resident ownership). 
Definitions [s. 132]: “amount”, “assessment” — 248(1); “calendar year” — Interpre- 
tation Act 37(1)(a); “Canada” — 255; “Canadian partnership” — 102, 248(1); “Cana- 
dian resource property” — 66(15), 248(1); “capital dividend” — 83(2), 248(1); “capital 
gain” — 39(1)(a), 248(1); “capital gains redemptions’ — 132(4); “capital gains re- 
fund” — 132(1); “capital loss” — 39(1)(b), 248(1); “capital property” — 54, 248(1); 
“cost amount”, “disposition”, “dividend” — 248(1); “immovable” — Quebec Civil 
Code art. 900-907; “interest” — in real property 248(4); “Minister” — 248(1); “mutual 
fund trust” — 132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); 
“non-resident” — 248(1); “person” —248(1); “prescribed rate’ — Reg. 4301; “pro 
rata portion” — 132(4); “property” — 248(1); “real right’ — 248(4.1); “refundable 
capital gains tax on hand” — 132(4); “resident in Canada” — 94(3)(a)(viii), 250; 
“specified property” — 132(4); “taxable Canadian property” — 248(1); “taxable capi- 
tal gain” — 38(a), 248(1); “taxable dividend” — 89(1), 248(1); “taxable income” — 
2(2), 248(1); “taxation year” — 249; “taxed capital gains’ — 130(3), 132(5); “TCP 
gains balance” — 132(4); “TCP gains distribution” — 132(4), (5.1); “timber resource 
property” — 13(21), 248(1); “trust” — 104(1), 248(1), (3); “undertaking” — 253.1(a); 
“unit trust” — 108(2), 248(1); “writing” — Interpretation Act 35(1). 
Information Circulars [s. 132]: 78-14R4: Guidelines for trust companies and other 
persons responsible for filing T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


132.1 (1) Amounts designated by mutual fund trust [for 
inclusion in taxpayer’s income] — Where a trust in its return 
of income under this Part for a taxation year throughout which it 
was a mutual fund trust designates an amount in respect of a partic- 
ular unit of the trust owned by a taxpayer at any time in the year 
equal to the total of 


(a) such amount as the trust may determine in respect of the par- 
ticular unit for the year not exceeding the amount, if any, by 
which 


(i) the total of all amounts that were determined by the trust 
under subsection 104(16) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, for taxation years of 
the trust commencing before 1988 


exceeds 


(ii) the total of all amounts determined by the trust under this 
paragraph for the year or a preceding taxation year in respect 
of all units of the trust, other than amounts determined in re- 
spect of the particular unit for the year under this paragraph, 
and 


(b) such amount as the trust may determine in respect of the par- 
ticular unit for the year not exceeding the amount, if any, by 
which 


(i) the total of all amounts described in subparagraph 
53(2)(h)(i.1) that became payable by the trust after 1987 and 
before the year 


exceeds 


(ii) the total of all amounts determined by the trust under this 
paragraph for the year or a preceding taxation year in respect 
of all units of the trust, other than amounts determined in re- 
spect of the particular unit for the year under this paragraph, 


the amount so designated shall 


(c) subject to subsection (3), be deductible in computing the in- 
come of the trust for the year, and 


(d) be included in computing the income of the taxpayer for the 
taxpayer’s taxation year in which the year of the trust ends, ex- 
cept that where the particular unit was owned by two or more 
taxpayers during the year, such part of the amount so designated 
as the trust may determine shall be included in computing the 
income of each such taxpayer for the taxpayer’s taxation year in 
which the year of the trust ends if the total of the parts so deter- 
mined is equal to the amount so designated. 

Related Provisions: 12(1)(m)— Income  inclusion—benefits from trust; 


132.2(1)(n) [to be repealed], 132.2(3)(k) [draft] — Mutual fund reorganization — con- 
tinuation of trust; 214(3)(f.1) — Non-resident withholding tax. 
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Division F — Special Rules in Certain Circumstances 


|.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Forms: RC4169: Tax treatment of mutual funds for individuals [guide]. 


(2) Adjusted cost base of unit where designation made — 
In computing, at any time in a taxation year of a taxpayer, the ad- 
justed cost base to the taxpayer of a unit in a mutual fund trust, 
there shall be added that part of the amount included under subsec- 
tion (1) in computing the taxpayer’s income that is reasonably at- 
tributable to the amount determined under paragraph (1)(b) by the 
trust for its taxation year ending in the year in respect of the unit 
owned by the taxpayer. 


Related Provisions: 12(1)(m)— Amounts to ‘be included from business or pro- 
perty — benefits from trusts; 53(1)(d.2) — Addition to adjusted cost base of share. 


(3) Limitation on current year deduction — The. total: of 
amounts deductible by reason of paragraph (1)(c) in computing the 
income of a trust for a taxation year shall not exceed the. amount 
that would be the income of the trust for the year if no deductions 
were made under this section and subsection 104(6). 


Related Provisions: 132.2(1)(n) [to be repealed], 132.2(3)(k) [draft] — Mutual fund 
reorganization — continuation of trust. 


(4) Carryover of excess — The amount, if any, by which the to- 
tal of all amounts each of which is an amount designated for the 
year under subsection (1) exceeds the amount deductible under this 
section in computing the income of the trust for the year, shall, for 
the purposes of paragraph (1)(c) and subsection (3), be deemed des- 
ignated under subsection (1) by the trust for its immediately follow- 
ing taxation year, 

Related Provisions: 132.2(1)(n) [to be repealed], 132.2(3)(k) Ge — Mutual fund 
reorganization — continuation of trust. 


(5) Where designation has no effect — Where it is reasonable 
to conclude that an amount determined by a mutual fund trust 


(a) under paragraph (1)(a) or (b) for a taxation year of \the trust 
in respect of a unit owned at any time in the year by a taxpayer 
who was a person exempt from tax under this Part by reason of 
subsection 149(1), or 


(b) under paragraph (1)(d) for the year in respect of the amount 

designated ‘under subsection (1) for the year in respect of the 

unit 
differs from the amount that would have been so determined for the 
year in respect of the taxpayer had the taxpayer not.been a person 
exempt from tax under this Part by reason of subsection 149(1), the 
amount designated for the year in respect of the unit under subsec- 
tion (1) shall have no effect for the purposes of paragraph (1)(c). 
Related Provisions: 132.2(1)(n) [to be repealed], 132.2(3)(k) [draft] — Mutual fund 
reorganization — continuation of trust. 
Definitions [s. 132.1]: “adjusted cost base”’ — 54, 248(1); “amount” — 248(1); “Ca- 
nadian property” — 133(8); “mutual fund trust” — 132(6)-(7), 132.2(1)(q) [to be re- 
pealed], 132.2(3)(n) [draft], 248(1); “person” — 248(1); “taxation year” — 249; “tax- 
payer” — 248(1); “trust” — 104(1), 248(1), (3). 


132.11 (1) Taxation year of mutual fund trust — Notwith- 
standing any other. provision of this Act, where a trust (other than a 
prescribed trust) that was a mutual fund trust on the 74th day after 
the end of a particular calendar year so elects in writing filed. with 
the Minister with the trust’s return of income for the trust’s taxation 
year that includes.December 15 of the particular year, 


(a) the trust’s taxation year that began before December 16 of 
the particular year and, but for this paragraph, would end at the 
end of the particular year (or, where the first taxation year of the 
trust began after December 15 of the preceding calendar year 
and no return of income was filed for a taxation year of the trust 
that ended at the end of the preceding calendar year, at the end 
of the preceding calendar year) is deemed to end at the end of 
December 15 of the particular year; 


(b) where the trust’s taxation year ends on December.15 because 
of paragraph (a), subject to: subsection (1.1), each subsequent 
taxation year of the trust is deemed to be the period that begins 
at the beginning of December 16 of a calendar year and ends at 
the end of December 15 of the following calendar year or at 


S. 132.11(3) 


such ‘earlier time as is determined under paragraph 132.2(1)(b) 
or oe tens — oe 


aie of Decorate 16 “of a eilsacee: year and ends at 
the end of “December 15 of the following | alendar year or at 


Application: The July 6 2010 draft legislation (Part 1 —' 


nend para. 132, et to as as pave: ordi alt 


trust. that has made an el 
end. of the ‘trust’ § taxati 


(c) each fiscal period oF the trust that hegine't in a taxation year of 
the trust that ends on December 15 because of paragraph (a) or 
that ends in a subsequent taxation year of the trust shall end no 
later than the end of the year or the subsequent year, as the case 
may be. 

Related Provisions; 132.11(1.1) — Revocation of election; 132.11(2) — Where 


trust is member of partnership; 132.11(3) — Where trust is beneficiary of another trust; 
132.11(6) — Additional income. ~ 

History: Para. 132.11(1)(b) amended by 2001, c. 17, subsec. 130(1), applicable to tax- 
ation years that end after 1999. The para. formerly read: 


(b) where the trust’s taxation year ends on December 15 because of paragraph 
(a), each subsequent taxation year of the trust is deemed to be the period that 
begins at the beginning of December 16 of a calendar year and ends at the end of 
December 15 of the following calendar year or at such earlier time as is deter- 
mined under paragraph 132.2(1)(b) or subsection 142.6(1); and 


Subsec. 132.11(1) added by 1999, c. 22, s. 55, applicable to 1998 et seg. 
Regulations: 4801.01 (prescribed trust). 


(1.1) Revocation of election — Where a particular taxation year 
of a trust ends on December 15 of a calendar year because of an 
election made under paragraph (1)(a), the trust applies to the Min- 
ister in writing before December 15 of that calendar year (or before 
a later time that is acceptable to the Minister) to have this subsec- 
tion apply to the trust, with the concurrence of the Minister 


(a) the trust’s taxation year following the particular taxation year 
is deemed to begin immediately after the end of the particular 
taxation year and end at the end of that calendar year; and 


(b) each subsequent taxation year of the trust is deemed to be 
determined as if that election had not been made. 


History: Subsec. 132.11(1.1) added by 2001, c. 17, subsec. 130(2), applicable to taxa- 
tion years that end after 1999. 


(2) Electing trust’s share of partnership income and 
losses — Where a trust is a member of a partnership a fiscal pe- 
riod of which ends in a calendar year after December 15 of the year 
and a particular taxation year of the trust ends on December.15 of 
the year because of subsection (1), each amount otherwise deter- 
mined under paragraph 96(1)(f) or (g) to be the trust’s income or 
loss for a subsequent taxation year of the trust is deemed to be the 
trust’s income or loss determined under paragraph 96(1)(f) or (g) 
for the particular year and not for the subsequent year. 


(3) Electing trust’s income from other trusts — Where a par- 
ticular trust is a beneficiary under another trust a taxation year of 
which (in this subsection referred to as the “other year’) ends ina 
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calendar year after December 15 of the year and a particular taxa- 
tion year of the trust ends on December 15 of the year because of 
subsection (1), each amount determined or designated under sub- 
section 104(13), (19), (21), (22) or (29) for the other year that 
would otherwise be included, or taken into account, in computing 
the income of the particular trust for a subsequent taxation year of 
the trust shall 


(a) be included, or taken into account, in computing the particu- 
lar trust’s income for the particular year; and 


(b) not be included, or taken into account, in computing the par- 
ticular trust’s income for the subsequent year. 


(4) Amounts paid or payable to beneficiaries — For the pur- 
poses of subsections (5) and (6) and 104(6) and (13) and notwith- 
standing subsection 104(24), each amount that is paid, or that be- 
comes payable, by a trust to a beneficiary after the end of a 
particular taxation year of the trust that ends on December 15 of a 
calendar year because of subsection (1) and before the end of that 
calendar year, is deemed to have been paid or to have become paya- 
ble, as the case may be, to the beneficiary at the end of the particu- 
lar year and not at any other time. 


Proposed Amendment — 132.11(4) 


(4) Amounts paid or payable to beneficiaries _—_ Notwitl : 
standing subsection 104(24), for the purposes of subsections (5) _ 
and (6) and 104(6) and (13) and paragraph (i) of the definition — 
“disposition” in subsection 248(1) each amount that is paid, or 
that becomes payable, by a trust to a beneficiary after the end of a 
particular taxation year of the trust that ends on December 15 of a 
calendar year because of subsection (1) and before the end of that 
calendar year, is deemed to have been paid or to have become 
payable, as the case may be, to the beneficiary at the end of the 
particular year and not at any other time. / o 
Application: The July 16, 2010 draft legislation (Part 1 — fe ah subsec, 89(3), ) 


will amend subsec. 132.11(4) to read as above, applicable to amounts that, after 


1999, are paid or have become payable by a trust. 


Technical Notes (July 2010): Subsection 132.11(4) is joa to oo dou 
butions made in the last 16 days of a calendar year in respect of a trust’s taxation 
year ending on December 15 of the calendar year to be treated as if they were made 
at the end of that taxation year. 


Subsection 132.11(4) is amended so that it applies for se purpose eof arora @ of 
the definition “disposition” in subsection 248(1). As a result, in the case of a mutual 
fund trust that has elected under section 132.11 to have a December 15th taxation 
year-end, distributions from the trust in respect of a taxpayer’s capital interest made 
in the last 16 days of a calendar year will not result in a disposition of the interest. 


Letter from Dept. of Pipencesih March 7, 2003: 
Dear [xxx]: 


Thank you for your letter of January 8, 2003, concerning the se hpliceltin of subsec- 
tion 132.11(4) of the lancome Tax Act in the context of distributions bois a en fund ; 
trust. 


Section 132.11 of the Act oenspally) allows a mutual fund trust to elect, to have a 


taxation year that ends on December 15. The objective of section 132.11 of the Act is 
to provide mutual fund trusts with an administratively workable basis for calculating 
income and distributions for a taxation year and for reporting on a timely basis. Sub- 
section 132.11(4) permits, for a number of purposes including subsections 104(6) 
and (13) of the Act, distributions made in the last 16 days of a calendar year in 
respect of a trust’s taxation year that ends on December 15 of the calendar year to be 
treated as if they were made at the end of that taxation year. 


Paragraph (d) of the definition “disposition” in subsection 248(1) of the Act provides 
that a taxpayer disposes of the taxpayer’s capital interest in a trust upon payment of 
an amount, from the trust, that is in respect of the capital interest. An exception to 
this general rule is found in paragraph (i) of the definition, which provides that there 
is no such disposition if the payment is made out of the trust’s income (determined 
without reference to subsection 104(6)) or capital gains for a taxation year and the 
payment was made in that taxation Year or the right to the payment was acquired in 
that taxation year. 


As subsection 132.11(4) does not apply for the purpose of paragraph (1) of the defi- 
nition “disposition” in subsection 248(1) of the Act, you are concerned that, in the 
case of a mutual fund trust that has elected under section 132.11 to have a December — 
15th taxation year-end, distributions from the trust in respect of a taxpayer’s capital 
interest made in the et - days of a calendar year will result in a disposition of me 
interest. 


From a policy perspective; a disposition of the taxpayer’s capital sstbeeet would be 
unintended in these circumstances. This is because the relevant distribution would 
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generally be recognized in computing the taxpayer's income, such that a disposition a } 


of the taxpayer’s interest upon the distribution might give rise to double taxation of — 
the amount distributed. Therefore, we are prepared to recommend an amendment to 
the Act so that subsection 132.11(4) does, for payments made by a mutual fund trust 
after 1999, apply. for the purpose of paragraph (i) of the definition /SieRoROR in 
subsection 2 248(1) of the Act. 5 Bate 
Of course, we cannot offer any assurance that oe. ae Minister of Hastie, or Par- | 
liament. will agree with the recommendation that we intend to make in this regard, it 
Nonetheless, we trust that this statement of our position is helpful. _ 
Thank you for writing. 

Yours sincerely, 


_ Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 


History: Subsec. 132.11(4) amended by 2001, c. 17, subsec. 130(3), applicable to 

2000 et seg. The subsec. formerly read: 
(4) For the purposes of subsections 52(6) and 104(6) and (13) and subsections 
(5) and (6) and notwithstanding subsection 104(24), each amount that is paid, or 
that becomes payable, by a trust to a beneficiary after the end of a particular 
taxation year of the trust that ends on December 15 of a calendar year because of 
subsection (1) and before the end of that calendar year is deemed to have been . 
paid or to have become payable, as the case may be, to the beneficiary at the end 
of the particular taxation year and not at any other time. 


Subsec. 132.11(4) added by 1999, c. 22, s. 55, applicable to’ 1998 et seq. 


(5) Special rules where change in status of beneficiary — 
Where an amount is deemed by subsection (4) to have been paid or 
to have become payable at the end of December 15 of a calendar 
year by a trust to a beneficiary who was not a beneficiary under the 
trust at that time, 


(a) notwithstanding any other provision of this Act, where the 
beneficiary did not exist at that time, except for the purpose of 
this paragraph, the first taxation year of the beneficiary is 
deemed to include the period that begins at that time and ends 
immediately before the beginning of the first taxation year of the 
beneficiary; 


(b) the beneficiary is deemed to exist throughout the period de- 
scribed in paragraph (a); and 


(c) where the beneficiary was not a beneficiary under the trust at 
that time, the beneficiary is deemed to have been a beneficiary 
under the trust at that time. 


Related Provisions: 132.11(4) — Amounts paid to beneficiary from Dec. 16-31. 


(6) Additional income of electing trust — Where a particular 
amount is designated under this subsection by a trust in its return of 
income for a particular taxation year that ends on December 15 be- 
cause of subsection (1) or throughout which the trust was a mutual 
fund trust and the trust does not designate an amount under subsec- 
tion 104(13.1) or (13.2) for the particular year, 


(a) the particular amount shall be added in computing its income 
for the particular year; and 


(b) for the purposes of subsections 104(6) and (13), each portion 
of the particular amount that is allocated under this paragraph to 
a beneficiary under the trust in the trust’s return of income for 
the particular year in respect of an amount paid or payable to the 
beneficiary in the particular year shall be considered to be addi- 


tional income of the trust for the particular year (determined ° 


without reference to subsection 104(6)) that was paid or payable, 
as the case may be, to the beneficiary at the end of the particular 
year. 


(c) [Repealed] 


Related Provisions: 132.11(4) — Amounts paid to beneficiary from Dec. 16-31; 
220(3.21)(b) — Late filing, amendment or revocation of designation or allocation. 


History: Para. 132.11(6)(c) repealed by 2001, c. 17, subsec. 130(3), applicable to 2000 
et seq. The para. formerly read: 


(c) for the purpose of subsection 52(6), where a portion of the particular amount 
is allocated to a beneficiary under paragraph (b) in respect of an amount that 
became payable to the beneficiary in the particular year, the right to the amount 
so payable shall be considered to be a right to enforce payment by the trust to the 
beneficiary out of the trust’s income (determined without reference to the provi- 
sions of this Act) for the particular year. 


Subsec. 132.11(6) added by 1999, c. 22, s. 55, applicable to 1998 ef seq. 
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(7) Deduction — Subject: to subsection (8), the lesser of the 
amount designated under subsection (6) by a trust for a taxation 
year and the total of all amounts each of which is allocated by the 
trust under paragraph (6)(b) in respect of the year shall be deducted 
in computing the trust’s income for the following taxation year. 


Related Provisions: 132.11(8) — Anti-avoidance rule. 


(8) Anti-avoidance — Subsection (7) does not apply in comput- 
ing the income of a trust for a taxation year where it is reasonable to 
consider that the designation under subsection (6) for the preceding 
taxation year was part of a series of transactions or events that in- 
cludes a change in the composition of beneficiaries under the trust. 
Related Provisions: 248(10) — Series of transactions or events. 

History [s. 132.11]: S. 132.11 added by 1999, c. 22, s. 55, applicable to 1998 et seq. 
Definitions [s. 132.11]: “amount” — 248(1); “calendar year” — Interpretation Act 
37(1)(a); “fiscal period” — 249.1; “Minister” — 248(1); “mutual fund © trust’ — 
132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); Prescribed — 
248(1); “series of transactions” — 248(10); “share” — 248(1); “taxation year’ ae sige 
“trust”? — 104(1), 248(1), (3); “writing” — Interpretation Act '35(1). 


132.2 (1) Mutual funds — qualifying exchange rranhvert — 
[To be replaced effective 1999; see Proposed Amendment below] 
Where a mutual fund corporation or a mutual fund trust has at any 
time disposed of a property to a mutual fund trust in a qualifying 
exchange, 


(a) the transferee shall be deemed to have acquired. the property 
at the time (in this subsection referred to as the “acquisition 
time”) that is immediately after the time that is immediately af- 
ter the transfer time, and not to have acquired the property at the 
transfer time; 


(b) subject to paragraph (0), the last taxation years of the funds 
that began before the transfer time shall be deemed to have en- 
ded at the acquisition time, and their next taxation years shall be 
deemed to have begun immediately after those last taxation 
years ended; 


(c) the transferor’s proceeds of disposition of the property and 
the transferee’s cost of the property shall be deemed to be the 
lesser of 


(i) the fair market value of the property at the transfer time, 
and 


(ii) the greatest of 


(A) the cost amount to the transferor of the property at the 
transfer time or, where the property is depreciable pro- 
perty, the lesser of its capital cost and its cost amount to 
the transferor immediately before the transfer time, 


(B) the amount that the funds have agreed upon in respect 
of the property in their election, in respect of the qualify- 
ing exchange, and 
(C) the fair market value at the transfer time of the con- 
sideration (other than units of the transferee) received by 
the transferor for the disposition of the property; 
(d) where the property is depreciable property and its capital 
cost to the transferor exceeds the transferor’s proceeds of dispo- 
sition of the property under paragraph (c), for the purposes of 
sections 13 and 20 and any regulations made for the purposes of 
paragraph 20(1)(a), 
(i) the property’s capital cost to the transferee shall be 
deemed to be the amount that was its capital cost to the trans- 
feror, and 


(ii) the excess shall be deemed to have been allowed to the 
transferee in respect of the property under regulations made 
for the purposes of paragraph 20(1)(a) in computing income 
for taxation years ending before the transfer time; 
(e) where two or more depreciable properties of a prescribed 
class are disposed of by the transferor to the transferee in the 
same qualifying exchange, paragraph (c) applies as.if each pro- 
perty so disposed of had been separately disposed of in the order 
designated by the transferor at the time of making the election in 
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respect of the qualifying’ exchange or, if the transferor does not 
so designate any such order, in the order designated by the 
Minister; . 
(f) each property of a fund, other than 
(i) depreciable property of a prescribed class to which para- 
graph (g) would, but for this paragraph, apply, and 
(ii) property disposed of by the transferor to the transferee at 
' the transfer time 


shall be deemed to have been disposed of, and to have been re- 
acquired by the fund, immediately before the acquisition time 
for an amount equal to the lesser of 


(iii) the fair market value of the property at the transfer nae 
and 


(iv) the greater of 


(A) its cost amount or, where the roca is depreciable 
property, the lesser of its capital cost and its cost amount 
to the disposing fund at the transfer time, and 


(B) the amount that the fund designates in respect of the 
. property in a notification to the Minister accompanying 
the election in respect of the qualifying exchange; 


(g) Hae the undepreciated capital cost to a fund of depreciable 
property of a prescribed class immediately before the acquisition 
time exceeds the total of 


(i) the fair market value of all the property of that class im- 
mediately before the acquisition time, and 


(ii) the amount in respect of property of that class otherwise 
allowed under regulations made for the purposes of para- 
graph 20(1)(a) or deductible under subsection 20(16) in com- 
puting the fund’s income for the. taxation year that includes 
the transfer time, 


the excess shall be deducted in computing the fund’s income for 
the taxation year that includes the transfer time and shall be 
deemed to have been allowed in respect of property of that class 
under regulations made for the purposes of paragraph 20(1)(a); 


(h) except as provided in paragraph (p), the transferor’s cost of 
any particular property received by the transferor from the trans- 
feree as consideration for the disposition of the property is 
deemed to be 


(i) nil, where the particular property is a unit of the trans- 
feree, and 


(ii) the particular property’s fair market value at the transfer 
time, in any other case; 


(i) the transferor’s proceeds of disposition of any units of the 
transferee received as consideration for the disposition of the 
property that were disposed of by the transferor within 60 days 
after the transfer time’ in exchange for shares of the transferor 
shall be deemed to be nil; 


(j) where shares..of the transferor have been disposed of by a 
taxpayer to the transferor in exchange for units of the transferee 
within 60 days after the transfer time, 


(i) the taxpayer’s proceeds of disposition of the shares and 
the cost to the taxpayer of the units. shall be deemed to be 
equal to.the cost amount to the taxpayer of the shares imme- 
diately before the transfer time, and 


(ii) where all of the taxpayer’s shares of the transferor have 
been so disposed of, for the purposes of applying’ section 
39.1 in respect of the taxpayer after that disposition, the 
transferee shall be deemed to be the same entity as the 
transferor; 


Proposed Ai endment - — 132.2(1)(j) [temporary] _ 


‘where shares of the transferor have been disposed of by a 
Sani to the transferor in exchange for units of the trans- 
_ feree within 60. days after the anes time, 


-@) the taxpayer’ s proceeds of disposition of ae shares and 
the cost to the taxpayer of the units are deemed to be equal 
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to the cost amount to the taxpayer of ne shares inorpsal 
ately before the transfer time, 


(ii) if all of the taxpayer’s shares of the transla have 
been so disposed of, for the purposes of applying section 
39.1 in respect of the taxpayer after that disposition, the 
transferee is deemed to be the same entity as the transferor, 
and 


(iii) for the purpose of the definition desipanied edeiicl 

ary” in section 210, the units are deemed not to pay ren 

held at any time by the transferor; _ : : 
Application: The July 16, 2010 draft legislation (Part 1 — technical), ees 90(3), 
will amend para. 132.2(1)(j) to read as above, applicable for qualifying exchanges _ 
that occurred after June 1994 and before 1999. (Effective 1999, all of s. 132. 21 is to be 
replaced; see below.) 


Technical Notes (July 2010): See under proposed 132.2(3) below. - 


(k) if a share to which paragraph (j) applies would, but for this 
paragraph, cease to be a qualified investment (within the mean- 
ing assigned by subsection 146(1), 146.1(1) or 146.3(1), section 
204 or subsection 205(1) or 207.01(1)) as a consequence of the 
qualifying exchange, the share is deemed to be a qualified in- 
vestment until the earlier of the day that is 60 days after the 
transfer time and the time at which it is disposed of in accor- 
dance with paragraph (j); 


(1) there shall be added to the amount determined under the 
description of A in the definition “refundable capital gains tax 
on hand” in subsection 132(4) in respect of the transferee for its 
taxation years that begin after the transfer time the amount, if 
any, by which 


(i) the transferor’s refundable capital gains tax on hand 
(within the meaning assigned by subsection 131(6) or 132(4), 
as the case may be) at the end of its taxation year that in- 
cludes the transfer time 


exceeds 


(ii) the transferor’s capital gains refund (within the meaning 
assigned by paragraph 131(2)(a) or 132(1)(a), as the case 
may be) for that year; 


(m) no amount in respect of a non-capital loss, net capital loss, 
restricted farm loss, farm loss or limited partnership loss of a 
fund for a taxation year that began before the transfer time is 
deductible in computing its taxable income for a taxation year 
that begins after the transfer time; 


(n) where the transferor is a mutual fund trust, for the purposes 
of subsections 132.1(1) and (3) to (5), the transferee shall be 
deemed after the transfer time to be the same mutual fund trust 
as, and a continuation of, the transferor; 


(o) where the transferor is a mutual fund corporation, 


(i) for the purposes of subsection 131(4), the transferor is 
deemed in respect of any share disposed of in accordance 
with paragraph (j) to be a mutual fund corporation at the time 
of the disposition, and 


(ii) for the purposes of Part I.3, the transferor’s taxation year 
that, but for this paragraph, would have included the transfer 
time is deemed to have ended immediately before the trans- 
fer time (except that, for greater certainty, nothing in this par- 
agraph shall affect the computation of any amount deter- 
mined under this Part); 


(p) for the purpose of determining the funds’ capital gains re- 
demptions (as defined in subsection 131(6) or 132(4)), for their 
taxation years that include the transfer time, 


(i) the total of the cost amounts to the transferor of all its 
properties at the end of the year is deemed to be the total of 
all amounts each of which is 


(A) the transferor’s proceeds of disposition of a property 
that was transferred to a transferee on the qualifying ex- 
change, or 
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(B) the cost amount to the transferor at the end of the year 
of a property that was not transferred on the qualifying 
exchange, and 


(ii) the transferee is deemed not to have acquired any pro- 
perty that was transferred to it on the qualifying exchange; 
and 


(q) except as provided in subparagraph (0)(i), the transferor is, 
notwithstanding subsections 131(8) and 132(6), deemed to be 
neither a mutual fund corporation nor a mutual fund trust for 
taxation years that begin after the transfer time. 


Proposed Amendment — = ee atty a 4 
See at end of s. 132.2. - : nataict 


Related Provisions: 7(1.4) — Exchange of options giving mutual fund trust em- 
ployee right to acquire units; 54“superficial loss”(c) — No superficial loss on deemed 
disposition and reacquisition. 


History: Para. 132.2(1)(k) amended to substitute “if a share” for “where a share’, 
“146.3(1)” for “146.3” and “205(1) or 207.01(1)” for “205(1)”, by 2008, c. 28, s. 21, 
applicable to 2009 et seq. 

Para. 132.2(1)(k) amended to substitute “146.3(1), section 204 or subsection 205(1)” 

for “146.3(1) or section 204” by 2007, c. 35, s. 114, applicable to 2008 ef seq. 

Para. 132.2(1)(k) amended by 1999, c. 22, s. 56, applicable after 1997. It formerly read: 
(k) where a share to which paragraph (j) applies would, but for this paragraph, 
cease to be a qualified investment (within the meaning assigned by subsection 
146(1) or 146.3(1) or section 204) as a consequence of the qualifying exchange, 
the share shall be deemed to be a qualified investment until the earlier of the day 
that is 60. days after the transfer time and the time at which it is disposed of in 
accordance with paragraph (j); 


The opening words of para. 132.2(1)(h), paras. 132.2(1)(0) and (p) amended, and para. 
(q) added, by 1998, c. 19, subsecs. 159(1), (2), applicable after June 1994 except that, 
where 


(a) a qualifying exchange (as defined in subsec. 132.2(2)) between funds occurs 
before November 1996, and 


(b) the funds jointly elect in writing filed with the Minister of National Revenue 
before October 1998, 


subsec. 132.2(1) shall be read without reference to para. 132.2(1)(p), as amended, in its 
application to the exchange. The opening words of para. 132.2(1)(h) and paras. 
132.2(1)(0) and (p) formerly read: 


(h) the transferor’s cost of any particular property received by the transferor from 
the transferee as consideration for the disposition of the property shall be deemed 
to be 


(o) where the transferor is a mutual fund corporation, for the purposes of Part I.3, 
the transferor’s taxation year that, but for this paragraph, would have ended at 
the acquisition time shall be deemed to have ended immediately before the trans- 
fer time (except that, for greater certainty, nothing in this paragraph affects the 
computation of any amount determined under this Part); and 


(p) the transferor shall, notwithstanding subsections 131(8) and 132(6), be 
deemed to be neither a mutual fund corporation nor a mutual fund trust for taxa- 
tion years beginning after the transfer time. 


Subsec. 132.2(1) added by 1995, c. 21, s. 69, applicable after June 1994. 
Regulations: 1105 (prescribed classes of depreciable property). 
1.T. Technical News: 34 (income trust reorganizations). 


(2) Definitions — In this section, 


“qualifying exchange” means a transfer at any time (in this section . 
referred to as the “transfer time”) of all or substantially all of the 
property of a mutual fund corporation (other than a SIFT wind-up 
corporation) or mutual fund trust to a mutual fund trust (in this sec- 
tion referred to as the “transferor” and “transferee”, respectively, 
and as the “funds’’), if 


(a) all or substantially all of the shares issued by the transferor 
and outstanding immediately before the transfer time are within 
60 days after the transfer time disposed of to the transferor, 


(b) no person disposing of shares of the transferor to the trans- 
feror within that 60-day period (otherwise than pursuant to the 
exercise of a statutory right of dissent) receives any considera- 
tion for the shares other than units of the transferee, and 


(c) the funds jointly elect, by filing a prescribed form with the 
Minister within 6 months after the transfer time, to have this sec- 
tion apply with respect to the transfer; 
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History: Opening words of the definition “qualifying exchange” in subsec. 132.2(2) 
amended by 2009, c. 2, s. 44, applicable after December 19, 2007. They formerly read: 


“qualifying exchange” means a transfer at any time (in this section referred to as 
the “transfer time’’) of all or substantially all of the property of a mutual fund 
corporation or mutual fund trust to a mutual fund trust (in this section referred to 
as the “transferor” and “transferee”, respectively, and as the “‘funds”) where 


Para. (b) of the definition “qualifying exchange” in subsec. 132.2(2) amended by 1998, 
c. 19, subsec. 159(3), applicable after June 1994. Para. (b) formerly read: 


(b) no person disposing of shares in the transferor to the transferor within that 60 
day period receives any consideration for those shares other than units of the 
transferee, and 


The definition “qualifying exchange” in subsec. 132.2(2) added by 1995, c. 21, s. 69, 
applicable after June 1994, except that an election referred to in para. (c) of the defini- 
tion “qualifying exchange” in subsec. 132.2(2) shall be deemed to have been made in a 
timely manner where it is made before December 31, 1995. 


Forms: T1169: Election on disposition of property by a mutual fund corporation (or a 
mutual fund trust) to a mutual fund trust. 


“share” means a share of the capital stock of a mutual fund corpo- 
ration and a unit of a mutual fund trust. 


History: The definition “share” in subsec. 132.2(2) added by 1995, c. 21, s. 69, appli- 
cable after June 1994. 


Proposed Administrative Policy — - Extension of Ming 
deadlines after merger 


Letter from CRA, May 5, 2004: 


Mr. John Mountain, Vice President _ Regulation, The Investment Funds thstitute of. 


Canada, Toronto, Ontario 
Dear Mr. Mountain: y : ye ; 
Re: Blanket Extension of Time to Make Tax Filings ‘After Mutual Funds Mergers. 


This is in response to your letter dated June 25, 2003, addressed to Mr. David Miller, 
Assistant Commissioner, Assessment and Collections Branch, and the subsequent 
meeting between you and Thomas C. Lee representing IFIC, and Doug Watson and 


André Gauthier representing the Canada Revenue BgOcy, ~~ Your letter was for- 


warded to us for reply. 


In your letter, you requested that CRA grant ‘a blanket extension of time for all tax 
filings that must be prepared by unit trusts and mutual fund trusts that are a party to a 
merger, whether or not the merger was a ‘ ‘qualifying exchange” as defined in subsec- 
tion 132.2(2) of the Income Tax Act oo The types of tax filings to be covered by 
your request would include: 


+ T3 Trust Income Tax Rewrn . 
+ 13 Summary and Supplementary Se 
* NR4 Summary and Supplementary 

° T5008 Summary and Supplementary 


As well, you requested that the filing due date be cxenied to ihe next normal filing 
date that would have occurred in the absence of the merger (i.e. 90 days after Decem- 
ber 15 or December 31). Finally, with respect to the continuing fund, you asked to 
combine the information for the taxation years immediately before and after the merger 
date into one T3 slip for each unit-holder (to avoid meseede to issue: Spe lp) to the 
investors for the same calendar year). : 


Blanket extension of time for return filing 


As previously discussed, CRA is unable to agree to a blanket e extension of the time for 
filing the required returns and summaries. However, we are prepared to review all re- 
quests for an extension of time for tax filings on a merging of mut al funds on a case- 
by-case basis. This will ensure that CRA has all requisite information on hand to make 
an informed decision, In order to consider granting an extension, the Mutual Fund 
Manager or Trustee should provide CRA with the following informatio 


* Reasons for requesting an extension of time. — De. - 
¢ Names of the units trusts, mutual funds trust or serual funds éompereian involved 


with their identification numbers, the date of the neta a and when CRA ee: ex- 


pect to receive the related returns. 


¢ Is the exchange a “qualifying exchange? ahd | is an lection made under paragraph 


132.2(2)(c) of the definition of “qualifying exchange”? 


At the APFF 2002 round table, the Department of Finance indicated that they would 
not commit to extending the use of section 132.2, by administrative policy, to any en- 
tity other than the ones described in the section. Consequently, extensions of time will 
be granted only to mutual funds or unit trusts that are deemed mutual fund trusts for the 
purposes of the ITA. An extension of time request will be considered provided the 
appropriate information outlined above is provided to CRA and the requester agrees to: 
¢ File the T3 returns, T3 summaries, NR4 summaries for each mutual fund that is 
part of the merger, no later than the date indicated in the letter granting the exten- 
sion, which cannot exceed the next normal filing date that would have occurred i in 
the absence of the merger. 
* Identify each of the relevant T3 returns, when they are ¢ filed as either the transferee 
trust or transferor trust. 
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¢ Indicate whether the reorganization has created a new transferee trust instead of a 
continuation of the existing trust. It should be noted that a Trust account number 
d be issued to any newly created transferee trust when it is filed. 


° , Identify any amount of refundable capital gains on hand available to be transferred. 
« Attach a copy of the letter approving the request to each of the relevant returns. 


® >» Provide CRA with a breakdown of the types of income and capital gains of the 
various underlying funds. 


° The granting of an extension of time should not, in any circumstances, trigger any. 
year-ends of any mutual funds as defined in the ITA. 


Combining of reporting information into one T3 slip for each unit-holder 


The T3 Guide ‘currently authorizes mutual funds that file magnetic media to combine 
information on the T3 slip from several funds onto one T3 slip for each unit-holder. 
However, when reporting slips are combined, it is necessary to: 


* Prepare the tape, cartridge, CD-ROM, or diskette of summaries and slips, which 
will be submitted to CRA for each individual fund; 


° Provide daitholders with statements that allow ‘them to reconcile the amounts re- 
_ ported on the combined information slips; : 


aintain an audit trail so the combined mniponanon slips can be Heee, if CRA 
audits these funds later. — 


The CRA i is prepared to allow the ponliaune ce to y combite the ‘aforaation for the 
taxation years immediately before and after the merger date into one T3 slip for each 
unit-holder provided, of course, that the 3 requirements above are also followed. This 

olicy would also apply to any NR4 Summary and slips or 15008 Sunay or slips to 
be issued following a merger of mutual funds. 


14013 — 73 Trust Guide te _ 


In order to ensure that the above information is widely disse inated, we will request 
that the 13 Guide be amended to include that information. 


Conclusion 


As indicated at Our meeting, while the CRA cannot Cea a blanket © exension of time 
for tax filings, we are prepared to facilitate a request that helps to improve compliance. 
CRA will consider a request for an extension of time for tax filings on a merging of 
mutual funds for the units trusts and mutual funds trusts that are part of the merger. 
CRA also confirms that the continuing fund may combine information on specific slips 
for each unit-holder, provided : the Tequester complies with the requirements pointed out 
in this letter. : 


Yi 


forwarded to the Aca Director, Veulfication and Puloicoment Division (ADVE), 
located in the Taxation Services Office (TSO) where the Funds Manager has its own 
file. This TSO will review the request and provide its answer to the Funds Manager. 


With respect to the i issue regarding the combined reporting of information on informa- 
tion slips such as the T-3, we will be forwarding a copy of this letter to the Department 
of Finance for consideration of a legislative change. 


If you require further clarification, please call André Gauthier, Financial Services Spe- 
cialist, at (418) 649. -3043 ext. 4258, y y 


John Luck, Coordinator, Financial Industries; eens Specials mie och: 
nical Applications & Valuations Division _ 


‘Proposed Amendment 192.2 | 


132.2 (1) Definitions re qualifying exchange [rollover] of 
mutual funds — The following definitions apply in this section. 


“first post-exchange year”, of a fund in respect of a qualifying 
exchange, means the taxation year of the fund that begins immedi- 
ately after the acquisition time. 


“qualifying exchange” means a ‘transfer at any time Gn this sec- 
tion referred to as the “transfer time’’) of all or substantially all of 
the property of a mutual fund corporation (other than a SIFT 
wind-up corporation) or a mutual fund trust to a mutual fund trust 
(in this section referred to as the “transferor” and * transferee”, re- 
spectively, and as the “funds”) if 


(a) all or substantially. all of the shares issued by the bahsteror 

and outstanding immediately before the transfer time are 

_ within 60 days after the transfer time disposed of to the 
transferor; 


(b) no person disposing of shares of the transferor to the trans- 
feror within that 60-day period (otherwise than pursuant to the 
exercise of a statutory right of dissent) receives any considera- 
tion for the shares other than units of the transferee; and 


(c) the funds jointly so elect, by filing a prescribed form with 
the Minister on or before the election’s due date. 
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Related Provisions: 7(1.4) — Exchange of options giving mutual fund trust em- 
ployee right to acquire units; 54‘superficial loss”(c) — No superficial loss on 
deemed disposition and reacquisition; 132.2(6) — Due date for election in para. (c), 
132.2(7) — Amendment or revocation of election. 

Forms: T1169: Election on disposition of property by a mutual fund corporation (or 
a mutual fund trust) to a mutual fund trust. 


“share” means a share of the capital stock of a mutual fund cor- 
poration and a unit of a mutual fund trust. 


(2) Timing — In respect of a qualifying exchange, a time referred 
to in the following list immediately follows the time that precedes 
it in the list 


(a) the transfer time; 

(b) the first intervening time; 

(c) the acquisition time; 

(d) the beginning of the funds’ first post-exchange years; 
(e) the depreciables disposition time; 

(f) the second intervening time; and 

(g) the depreciables acquisition time. 


(3) General — In respect of a qualifying exchange, 


(a) each property of a fund, other than property disposed of by 
the transferor to the transferee at the transfer time and depre- 
ciable property, is deemed to have been disposed of, and to 
have been reacquired by the fund, at the first intervening time, 
for an amount equal to the lesser of 


(i) the fair market value of the property at the transfer time, 
and 


(ii) the greater of 
(A) its cost amount, and 


(B) the amount that the fund designates in respect of the 
property in a notification to the Minister accompanying 
the election in respect of the qualifying exchange; 


(b) subject to paragraph (1), the last taxation years of the funds 
that began before the transfer time are deemed to have ended 
at the acquisition time, and their first post-exchange years are 
deemed to have begun immediately after those last taxation 
years ended; 


(c) each depreciable property of a fund (other than property to 
which subsection (5) applies and property to which paragraph 
(d) would, if this Act were read without reference to this para- 
graph, apply) is deemed to have been disposed of, and to have 
been reacquired, by the fund at the second intervening time for 
an amount equal to the lesser of 


(i) the fair market value of the property at the depreciables 
disposition time, and 


(ii) the greater of 


(A) the lesser of its capital cost and its cost amount to 
the disposing fund at the depreciables disposition time, 
and : 


(B) the amount that the fund designates in respect of the 
property in a notification to the Minister accompanying 
the election in respect of the qualifying exchange; _ 


(d) if at the second intervening time the undepreciated capital 
cost to a fund of depreciable property of a prescribed class ex- 
ceeds the fair market value of all the property of that class, the 
excess is to be deducted in computing the fund’s income for 
the taxation year that includes the transfer time and is deemed 
to have been allowed in respect of property of that class under 
regulations made for the purpose of paragraph 20(1)(a); 


(e) except as provided in paragraph (m), the transferor’s cost 
of any particular property received by the transferor from the 
transferee as consideration for the disposition of the property is 
deemed to be 


(i) nil, if the particular property is a unit of the transferee, 
and 
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(ii) the particular property’s fair market value at the transfer 
time, in any other case; 


(f) the transferor’s proceeds of disposition of any units of the 
transferee that were disposed of by the transferor at any partic- 
ular time that is within 60 days after the transfer time in ex- 
change for shares of the transferor, are deemed to be equal to 
the cost amount of the units to the transferor immediately 
before the particular time; : 


(g) if, at any particular time that is within 60 days after the 
transfer time, a taxpayer disposes of shares of the transferor to 
the transferor in exchange for units of the transferee 


(i) the taxpayer’s proceeds of disposition of the shares and 
the cost to the taxpayer of the units are deemed to be equal 
to the cost amount to the taxpayer of the shares immedi- 
ately before the particular time, 


(ii) where all of the taxpayer’s shares of the transferor have 
been so disposed of, for the purpose of applying section | 
39.1 in respect of the taxpayer after that disposition, the 
transferee is deemed to be the same entity as the transferor, 


__ iii) for the purpose of the definition “designated benefici- 
ary” in section 210, the units are deemed not to have been 
held at any time by the transferor, and 


(iv) where the taxpayer is at the particular time affiliated 
with one or both of the funds, 


(A) those units are deemed not to be identical to any 
_ other units of the transferee, 


(B) if the taxpayer is the transferee, and the units cease 
to exist when the taxpayer acquires them (or, for greater 
certainty, when the taxpayer would but for that cessa-_ 
tion have acquired them), the taxpayer is deemed 


_ (D to have acquired those units at the particular time, 
and oa 


- (ID) to have disposed of those units immediately after 
the particular time for proceeds of disposition equal — 
to the cost amount to the taxpayer of those units at 

_ the particular time, and 3 es 


(C) in any other case, for the purpose of computing any 
gain or loss of the taxpayer from the taxpayer’s first dis- 
position, after the particular time, of each of those units, 


(1) if that disposition is a renunciation or surrender of 

the unit by the taxpayer for no consideration, and is 
not in favour of any person other than the transferee, 
the taxpayer’s proceeds of disposition of that unit are 
deemed to be equal to that unit’s cost amount to the 
taxpayer immediately before that disposition, and 


(II) if subclause (1) does not apply, the taxpayer’s 
proceeds of disposition of that unit are deemed to be 
equal to the greater of that unit’s fair market value 
and its cost amount to the taxpayer immediately 
before that disposition; : A 


(h) where a share to which paragraph (g) applies would, if this’ 
Act were read without reference to this paragraph, cease to be 
a qualified investment (within the meaning assigned by sub- 
section 146(1), 146.1(1) or 146.3(1), section 204 or subsection 
205(1) or 207.01(1)) as a consequence of the qualifying ex- 
change, the share is deemed to be a qualified investment until 


~ the earlier of the day that is 60 days after the day that includes 


the transfer time and the time at which it is disposed of in ac- 
cordance with paragraph (g); 


(i) there shall be added to the amount determined under the 
description of A in the definition “refundable capital gains tax 
on hand” in subsection 132(4) in respect of the transferee for 
its taxation years that begin after the transfer time the amount, 
if any, by which eo 
(i) the transferor’s refundable capital gains tax on hand 
(within the meaning assigned by subsection 131(6) or 
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_ 132(4), as the case may be) at the end of its: eepenone be 
, that includes the transfer time — : 


exceeds pee 
: (ii) the transferor’: s capital's sins scina Giithin the meaning 


assigned by paragraph 13120) or ee as the rae 
may be) for that year; 


ee) no amount in respect of a 
_ restricted farm loss, farm loss or limited partnership loss of a 
_ fund for a taxation year that began before the transfer time is 


deductible in computing the taxable inc ither of the 


i 


funds for a taxation year that begins after the ansfer time; i 


© & sferor is a mutual fund trust, for the purposes. of 

subsections 132.1(1) and (3) to (5), the transferee is deemed 
after the transfer time to be the same m ual fund trust ee and 
a continuation of, the transferor; : ; 


(1) if the transferor i is a mutual fund ct 
_ (i) for the purpose of subsection 131(4) but, os greater cer- 
tainty, without having any effect on the ‘computation of any 


_ amount determined under this Part, the transferor is deemed 
_in respect of any share bere of 1 i 
ae sale 


without | avil Te 
- amount determined under this Part, the transferor’s taxation 
year that, if this Act were read without reference to this par- | 


agraph, would have included the transfer time is deemed to _ 


have ended immediately before the. transfer time; 


: (m) for the purpose of determining the funds’ capital gains re 
demptions (as defined in subsection 131(6) or 132(4), as the 
_ case may be), FOr their taxation Die that inclide the transfer 


(i) the total of the cost amounts to he Hatisieror a all a4 


properties at the end of the year is — to be be total « o 


all amounts. each: of which i is” 


(A) the transferor’s | foceeds of digpositiil of a property 
that was transferred to pot? on ate pening eXx- 
hange, or ] 


—(B) the cost amount to the tanaeo: at ie eid of the 


fying exchange, and — 


(ii) the transferee is od a not to have ee any pro- 
erty that was transferred ‘to it on the qualifying exchange; 
and Z 


~ (n) except as povided Goce ok Oa, the transferor is, 
notwithstanding subsections 1: to 


_ neither a mutual fund corporation nor a mutual Hae: trust fe for aa 


oo years that begin pe the Cana 


New subparagraph 132. SEND applies in doe uinee viele a pe son i ; 
ignated beneficiary” (as defined in section 210 of the Act) of a trust Under the defi- 

nition designated beneficiary, certain. persons ‘or partnerships that are beneficiaries - 
under a trust may be treated (or may cause trusts or partnerships of which they are — 
beneficiaries or members to be treated) as designated beneficiaries under the trust, — 
unless the relevant interest in the trust is held at all times by the person or partner- 
ship, as the case may be, or by another person exempt because of subsection 14! 
from tax, under Part I of the Act, on all of the other person’ $ taxable i income, 


Ina qualifying exchange, a mutual fund trust or mutual fund corporation Bee nlernn) 


transfers all or substantially all of its property to another mutual fund trust (trans- 
feree) and takes back units of the transferee. Those units are then provided by the 
transferor to its investors in exchange for their shares or units of the transferor. New 


subparagraph 132.2(3)(g)(iii) ensures that, in these circumstances, the transferor is 


treated, for the purpose of the definition designees eels as os apne held 
the units of the transferee. 


This amendment applies. for qualifying exchanges that occur ae 1998, A er 
rule, in former subparagraph 132.2(1)G)Gii), applies for qualifying exchanges that 
occurred after June 1994 and before 1999. _- 


New paragraphs 132.2(3)(f) and (g) are amended to ensure that the mutual fund 
merger rules do not apply inappropriately to create artificial or “phantom” losses. 


capil foes net icauital Nae 


cordance wal) ‘para- 


year ofa property that was not transferred on ~~ ees _ 


. 132.2(3) 


Although the changes reflected in these new provisions are not expected to be rele- 
vant to most cauaies ee the saahonds isa homens of their se coe and 
effect. 


Under the definition : “qualifying exchange” in new subsection 132.2( ve all or sub- 
stantially all of the outstanding shares issued by the transferor must be disposed of to 
the transferor within the 60 days after the transfer time, and every person so dispos- 
ing of shares of the transferor must receive only units of the transferee as considera- 
tion. The second leg of a qualifying exchange is thus a set of transactions in which 
the transferor’s investors replace their shares of the transferor with units of the trans- 
feree. The tax effect of those transactions are governed by paragraphs 132.2(1)(f) and 

. For clarity, these notes reflect the legislation by referring to investments in the 
transferor — whether a corporation or a trust — as shares, reserving the term ° “units” 
to refer to the units of the transferee mutual fund trust. A 


Existing paragraph 132.2(1)(i) provides that if, within 60 days after the transfer time, 
the transferor fund disposed of units of the transferee in exchange for shares of itself, 
its proceeds of disposition are deemed to be nil. Since the units acquired by the trans- 
feror in return for its Spee are deemed, under existing aaa 132, 2(1)(h) (now 


yo 
Ye 


; sferor immediately before the disposition. This change — from ‘i proceeds 
to proceeds equal to cost amount — ensures appropriate results if the transferor held 
units of the transferee that were acquired otherwise than as a result of the qualifying 
exchange. In this situation, that first tranche of units will have a cost base that, pursu- 
ant to section ‘47, will be averaged with the second tranche of units (i.e. the units that 
the transferor acquired in the qualifying exchange). Existing paragraph 132.2(1)(i) 
deems the proceeds of the disposition of the second tranche of units to be nil, an 
inappropriate result in that it creates a phantom loss. New paragraph 132.2(3)(f), 
deeming the proceeds of disposition equal to the cost amount of the units to the trans-_ 
feror immediately before the disposition, ensures that the transferor can still roll units 


of the transferee out to its investors with no tax consequences to it, and avoids the 


creation ofa phantom loss. 


Existing subparagraph 132. 2()@@). ‘povile that, where a taxpayer disposes of 
shares of the transferor i in ‘exchange for units of the transferee vee that same 60- 


within that same 60- -day Deroe: both the taxpayer's proceeds of disposi- 
eS and the ae S cost of the units are deemed to be equal to the 


suring | entice before the disposition - — ensures that the transferor’s investors 
will not reali a0 oo. or loss on their ee of their shares for units of the 


ion by certain persons or partnerships of the units in the transferee that 
they received on the qualifying exchange. Those affected by this new provision are 
those who, when they acquire the units, are affiliated with one or both of the funds. 


r example, the transferee itself, or a corporation it controls. 


The su paragraph first deems the units received in the qualifying exchange not to be 
identical to any other units of the transferee. This segregates the new units from the 
averaging effect of section 47. 


ibparagraph specifies the effects of disposing of the new units. If the tax- 
payer is the transferee, and the units cease to exist when the taxpayer acquires them 
(if, for example, the units are cancelled immediately on receipt), clause 
32.2(3)(g)iv)(B) provides two effects. First, to prevent any possible question in this 
regard, the taxpayer is deemed to have acquired those units. This ensures, among 
other things, that subparagraph (i) establishes the taxpayer’s cost of the units. Sec- 
ond, the taxpayer is treated as having disposed of those’ units immediately after it 
acquired them, for proceeds of disposition equal to the cost amount to the taxpayer of 
those units: at that time. This ensures, for greater certainty, that a transferee that had 
an investment in the transferor prior to the qualifying exchange will not incur a phan- 
tom loss as a result of exchanging its — in the Bausteror | in return for units of 
itself. — . 


Tf the taxpayer is affiliated with one or both of the funds, but is not the transferee, 
clause 432. 23)(g)iv)(C) provides that, for the purpose of computing any gain or loss 
e taxpayer from the taxpayer’s first disposition of each of those units, the pro- 
sds of disposition of the unit will depend on whether the disposition is a renuncia- 
tion or surrender of the unit or some other disposition. 


New subclause 132. 23)(g)ivy(C)0) provides that, if the disposition i is a renunciation 


or surrender of the unit by the taxpayer for no consideration, and is not in favour of 
any person other than the transferee, the taxpayer’s proceeds of disposition of that 
unit are deemed to be equal to that unit’s cost amount to the taxpayer immediately 
before that disposition. This ensures that an affiliated taxpayer will never incur a 
phantom loss or gain on the renunciation or surrender of the unit. 


If the disposition i is not a renunciation or surrender of the unit described in subclause 
132.2(3)(g)(@v)(C)O), the affiliated taxpayer’s proceeds of disposition of that unit are 
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deemed by subclause 132.2(3)(g)(iv)(C)(D) to be equal to the greater of that unit’s 
fair market value and its cost amount to the taxpayer immediately before that disposi- 
tion. This ensures that the taxpayer will never incur a loss, including a phantom loss, 
on a disposition of one of those units, but may incur a gain. 


Two additional points should be noted with respect to the operation of new subpara- 
graph 132.2(3)(g)(iv). 


* The deeming, by subclause 132.2(3)(g)Gv)(C)UD, of a taxpayer’s proceeds of 
disposition of the units the taxpayer acquired on the qualifying exchange applies 
only to the first disposition of each unit. It is possible that a taxpayer might dis- 
pose of a unit and then reacquire the same unit (under, for example, the change 
in residence rules in section 128.1). The subclause will not apply to any subse- 
quent disposition of the unit by that taxpayer. 


¢ In some circumstances, an affiliated taxpayer may have a latent loss on a share 
of the transferor prior to the qualifying exchange, and may wish to realize that 
loss. This can be done, if the affiliated taxpayer disposes of the share prior to the 
qualifying exchange. However, the possible application of the Act's “superficial 


loss” and loss deferral rules would have to be borne in mind. 


New paragraphs 132.2(3)(f) and (g), together with the rest of new subsection 
132.2(3), generally apply to qualifying exchanges that occur after 1998. A limited 
exception applies in respect of certain qualifying exchanges in respect of which a 
return of income, claiming the losses sought to be prevented by these amendments, 
was filed by the transferee mutual fund before July 18, 2005. 


Letter from Dept. of Finance, Feb. 14, 2006: 
Mr. Stephen S. Ruby, Davies Ward Phillips & Vineberg LLP, Toronto, ON 
Dear Mr. Ruby: 


I am writing in response to your letter of January 31, 2006 requesting that we recom- 
mend several technical amendments to the mutual fund merger rules in section 132.2 
of the Income Tax Act (the “Act”), These rules are already the subject of extensive 
proposed amendments, and all section references in this letter refer to the proposed 
legislation released in draft on July 18, 2005. 


1. Timing 
You note that there appears to be an inconsistency in the time periods referred to in 


the definition of “qualifying exchange” in subsection 132.2(1) and in the preamble of 
paragraph 132.2(3)(g). The definition of “qualifying exchange” requires that all or 


substantially all of the shares or units of the Transferor [As defined in section 1222 
of the Act.] be disposed of to the Transferor within 60 days after the “transfer time”, 


which is defined to be the time when all or substantially all of the property of the 
Transferor is transferred to the Transferee [As defined in section 132.2 of the Act.]. 
The preamble to paragraph 132.2(3)(g) requires that the exchange of shares or units 
of the Transferor back to the Transferor in exchange for units of the Transferee occur 
on a tax-deferred basis only if the exchange takes place within 60 days after the day 
that includes the transfer time. 


You have requested that the Act be amended to clarify that the two 60-day periods 
start at the same time. We note that the time period in paragraph 132.2(3)(f) also 
refers to an event within 60 days after the day that includes the transfer time. We can 
confirm that in both instances it was not intended by the addition of the words “the 
day that includes” to refer to a commencement date on the day following the day that 
includes the transfer time; rather it has always been intended that the commencement 
date be the day that includes the transfer time. 


To clarify that all of the references to a 60-day period in section 132.2 are intended to 
refer to the same time period, and that the period is to commence on the day that 
includes the transfer time, we intend to recommend to the Minister of Finance that 
the references to “the day that includes” in paragraphs 132.2(3)(f) and (g) be deleted. 
[This was done in the version released on July 16, 2010 — ed.] We will also recom- 
mend that these changes be applicable to qualifying exchanges that occur after 
1998 — the date that the proposed amendments that include the addition of the words 
“the day that includes” are proposed to come into effect. 


2. Application of Section 116 


You have noted that there is a concern that where a Transferor acquires its own 
shares or units in exchange for units of a Transferee in the course of a qualifying 
exchange, section 116 of the Act may apply to impose a reporting and withholding 
obligation. Section 116 generally applies when a non-resident person disposes of tax- 
able Canadian property that is not excluded property. If the Transferor is a mutual 
fund trust or a mutual fund corporation at the time of the exchange by a non-resident 
unitholder or shareholder of the Transferor, the shares or units of the Transferor that 
the unitholder disposes of will generally not be taxable Canadian property at that 
time and therefore section 116 would not be applicable. However, your concern 
arises because paragraph 132.2(3)(n) deems the Transferor not to be a mutual fund 
corporation or a mutual fund trust, as the case may be, for its taxation years begin- 
ning after the transfer time. Pursuant to paragraph 132.2(3)(b), the first taxation year 
of the Transferor after the transfer time begins immediately after the “acquisition 
time”. Given that the Act provides that the exchange may occur within 60 days after 
the transfer time, it is possible that the exchange will occur after the acquisition 
time — generally the time that the Transferee is treated as having acquired the pro- 
perty (other than depreciable property) transferred to it by the Transferor — and thus 
that the shares or units of the Transferor will be taxable Canadian property. 


From a policy perspective it is not intended that the exchange of units or shares of a 
Transferor for units of the Transferee by a non-resident in the course of a qualifying 
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exchange should be subject to section 116. As a result, we are prepared to recom- 
mend that the Act be amended to ensure that such a transaction is not subject to 
section 116. Given that this is an unintended technical deficiency in the Act, we will 
recommend that the amendment be applicable to qualifying exchanges that occur af- 
ter June 1994, the date the mutual fund merger rules were introduced. 

3. Application of Part XIII.2 


You have also noted that there is a concern that where a Transferor acquires its own 
shares or units in exchange for units of a Transferee in the course of a qualifying 
exchange, Part XIII.2 of the Act may apply to impose a 15% tax. Unlike the discus- — 
sion above, the concern arises only if the exchange occurs prior to the acquisition 
time, when the Transferor is a mutual fund trust or a mutual fund corporation. In 
general, Part XIII.2 will apply only if the units or shares of the Transferor are listed 
on a prescribed stock exchange and their value is primarily attributable to real pro- 
perty in Canada, Canadian resource property or timber resource property. If the units 
or shares meet those conditions, a 15% tax will apply to any amount that is paid or 
credited to a non-resident investor that is not otherwise subject to tax under Part ! or 
Part XTIL2. 


From a policy perspective it is not intended that the exchange of units or shares ofa 
Transferor for units of the Transferee by a non-resident in the course of a qualifying 
exchange should be subject to Part XIII.2. As a result, we are prepared to recommend 
that the Act be amended to ensure that such a transaction is not subject to Part XII1.2. 
We will recommend that the amendment be applicable to qualifying exchanges that 
occur after 2004, the date Part XIII.2 was introduced. 

In conclusion, we will recommend to the Minister of Finance that the Act be 
amended as discussed above to clarify the commencement of the 60-day period and 
to clarify that the exchange of units or shares of a Transteror for units of the Trans- 
feree by a non-resident in the course of a qualifying exchange is not subject to sec- 
tion 116 or Part XIIL.2. 


While we cannot offer any assurance that the Minister or Parliament will agree with 
our recommendation in this regard, I hope that this statement of our position is help- 
ful to you. 
Yours sincerely, 

Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 54“superficial loss’(c) — Superficial loss rule does not apply 
to disposition under 132.2(3)(a) or (c); 132.2(4) — Transfer of non-depreciable pro- 
perty; 132.2(5) — Transfer of depreciable property. 


Regulations: 1105 (prescribed classes of depreciable property). 


(4) Qualifying exchange — non-depreciable property — 
If a transferor transfers a property, other than a depreciable pro- 
perty, to a transferee in a qualifying exchange 


(a) the transferee is deemed to have acquired the property at 
the acquisition time and not to have acquired the property at 
the transfer time; and 


(b) the transferor’s proceeds of disposition of the property and 
the transferee’s cost of the property are deemed to be the lesser 
of 


(i) the fair market value of the property at the transfer time, 
and - 


(ii) the greatest of 


(A) the cost amount to the transferor of the property at 
the transfer time, 


(B) the amount that the funds agree on in respect of the 
property in their election, and 


(C) the fair market value at the transfer time of the con- 
sideration (other than units of the transferee) received 
by the transferor for the disposition of the property. 


(5) Depreciable property — If a transferor transfers a depre- 
ciable property to a transferee in a qualifying exchange, 


(a) the transferor is deemed to have disposed of the property at 
the depreciables disposition time, and not to have disposed of 
the property at the transfer time; : 


(b) the transferee is deemed to have acquired the property at 
the depreciables acquisition time, and not to have acquired the 
property at the transfer time; 


(c) the transferor’s proceeds of disposition of the property and 
the transferee’s cost of the property are deemed to be the lesser 
of 


(i) the fair market value of the property at the transfer time, 
and : 
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ceeds the ae ree Sree ms oticn of the feo ex 
under paragraph (c), for the purposes of sections 13 and 20 and 
ey regulations made for the purpose of agraph O(a), 

7 @) the: property’ s capital cos i 
be the amount that was its capital cost to the. transferor, and — 
(ii) the excess is deemed to have been allowed to the trans- 

_ feree in respect of the ‘property under regulations made for 
the purpose of paragraph 20(1)(a) in computing income e for 

_ taxation years ending before the transfer time; and 


(e) where two or more depreciable properties of a piseenibed 
class are disposed of by the transferor to the transferee in the 
same ualifying exchange, paragraph (c) applies as if each pro- 
pe disposed of had been separately disposed of in the or- 
der designated by the transferor at the time of making the elec- 
tion in respect of the qualifying exchange or, if the ‘transferor 
es not so yen rele —_ order, in the order set ie 


(6) Due date 
graph (c) of th 
agin ioe 


(a) the day ae is 6 mon hs. 
transfer Be and” 


, on joint application by the funds on or before the due date of 
an election referred to in paragraph (c) of the. definition “qualif 
ing exchange” in subsection he Brant PESTEISRION, IO, amend or 

voke the election. 


Application: The July 16, 2010 draft. onic ean 
amend s, 132.2 to read as above, applicable as. follows: 


* the definitions “first ‘post-exchange year” and‘ ‘share” in subsec. | 
subsecs. 132.2(2) to (5), are ae to “— See al 
1998, except Mat 


ao Pay ifa ‘qualifying pecmiaue Sontiea before July 18, 2005 “ike dict tran 
has before J ay ‘18, 2005 filed a return of i income, for any taxation aN 


fei age as follows: 


(®) the transferor’s proceeds of deponion of any dinis' of the deans 2" 
___ feree that were received by the transferor as consideration fo the dis- . 
“position of the property, and that were dispo : | 
within 60 days after the transfer time in ete for ‘shares oF od 
_ transferor, are deemed to be nil; 


(g) if, within 60 days after the transfer time, a ‘taxpayer rae of 
shares of the transferor to the transferor in oo ay units of = 7 
transferee : : : 


G) the taxpayer’ s proceeds. of ee on the shares and | the 
cost to the taxpayer of the units are deemed to be equal to the cost 
amount to the taxpayer of ie shares immediately before the trans- . 
fer time, 


(ii) where all of the taxpayer s shares of the transferor have boc 

so disposed of, for the purpose of applying section 39.1 in respect _ 
of the taxpayer after that disposition, the Garisterce is oo Le 
be the same entity as the transferor, and — a 


(iii) for the purpose of the definition “designated beneficiary” in 
section 210, the units are deemed not to have been held at any 
time by the transferor; a 


S. 132.2 


. —&) before the 2008 taxation year, para. 132.2(3)th) is to be read as follows: 


(hb) where a share to which paragraph (g) applies would, if this Act — 
J cn oi ene to this | ae cease to be a ‘Gualined 


‘the share is dened to be a qualified ihvestment until 
the earlier of ve that is ye ey after the a time soe - 


146.11) or 146. 30), sectic 04 or aibiesiton 305(1)) as a 1 conse: 

_ quence of the qualifying exchange, the share is deemed to be a quali- 
fied investment until the earlier of the day that is 60 days after the 

transfer time and the time hich it is oo of in accordance 
with paragraph (g)5 

» for qualifying exchanges that occurred after June c 1994 and pare 1999, para. 

_ 132.2€)(j) is to be read as follows: _ 


 G) where shares of the transferor have been kept of by a iepver to 
the transferor in exchange for units of the transferee within 60 days after 
- the transfer time, — ; 7 


(i) the taxpayer’s proceeds of di 
‘the taxpayer of the units are deemed to be equal to the cost amount to. 
_ the taxpayer of the shares immediately before the transfer time, 


wb if all of the taxpayer’s shares of the transferor have been so dis- 
posed of, for the purposes of applying section 39.1 in ‘respect of the 
taxpayer after that disposition, the transferee i is deemed to be the same 

: entity: as the transferor, and 


- (iii) for the purpose of the definition : “designated beneficiary” in sec- 
tion 210, the units are deemed not to have been held at any time bye the 
“transferor: . 


. the definition “qualifying exchange” in subsec. 132.2(1) and subsecs. 132.2(6) 


and (7) are ee to qualifying exchanges that occur after June 1994 except 


that, before December 20, 2007, the. phening words oF the oe eee 
_ os are to be read as follows: 


qualifying exchange” means a transfer at any time (in this section re- 
: fe to as the “transfer time”) of all or substantially all of the property of 
a mutual fund corporation or a mutual fund trust to a mutual fund trust (in 
_ this section referred to as the “wansferor” and “transferee”, SOY 
and as the “funds”) it ; 


lection referred to in para. (c) of the definition ‘ ‘qualifying Sage! ia in 


s bsec. By 2(2) was made, the election continues to have the effect of ee S, 


2, as modified from time to time, apply to the transfer. 


Ifa valid election referred to in subsec. 159(4) of the Income Tax Sete Aor, 
1997 isc. 1998, c. 19; see History to subsec. 132.2(1)] was made in respect of a 
qualifying exchange to read subsec. 132.2(1) of the Act without reference to para. 
132, 2(1)(p), the election i is, on the application of this amendment, deemed to have the _ 
effect of reading subsec. 132.2(3), in respect of the qualifying exchange, without ref- 
erence to para. 132. 2(3)G). 


Technical Notes (July 2010): Section 1322 provides rules to allow bvo mutual 
fund trusts, or a mutual fund trust and a mutual fund corporation, to merge on @ tax- 
deferred basis. ‘Such a merger is referred to as a “qualifying exchange”. _ : 


In addition to introducing several substantive improvements to the rules in section 
132.2, these amendments restructure | vision as a whole. In general terms, the 
section is now organized as follows: new subsection 132.2(1) sets out definitions that 
apply for the section; subsection (2) describes the. order in which the events that. 
make up a qualifying exchange are considered to have occurred; subsection @) pro- 
vides a set of general rules; subsection (4) deals with non-depreciable property that is 
transferred on the qualifying exchange; and subsection (5) deals with depreciable 
property that is transferred. ubsection (6) establishes the due date for the election to 
treat a transfer as a qualifyin xchange: and subsection (7) provides authority for the 
Minister of National Reven e to allow that election to be amended or revoked. 


Despite this restructuring, the basic principles of section 132.2 remain unchanged, as 
do most aspects of its operation. The exceptions — the areas where these amend- 
ments change the provision substantively. — have to do with depreciable property 
that is transferred on a qualifying exchange, and with the election to treat a transac- 
tion as a qualifying exchange. Further modifications have been made to prevent the 
creation of artificial or “phantom” losses, generally in circumstances where one fund 
holds units or shares of the other fund bass pas ie poster time. 


Transfers of Depreciable Property 


In its current form, section 132.2 does not deal Be an with transfers of 
depreciable property between mutual funds. In particular, the deemed timing of the 
transfer, in relation to the deemed year-end of the funds, may prevent either fund 
from claiming capital cost allowance (CCA) for the last taxation year that began 
before the qualifying exchange. The transferor has disposed of the property two mo- 
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ments before the end of its year, and the transferee will not acquire it until the last 
moment of its own year. 


To ensure that one CCA claim is available for that last year, new ‘abacetion 132.2(5) 
provides a special regime for qualifying exchanges that include transfers of deprecia- 
ble property. A key aspect of these special rules is the ordering of events in accor- 
dance with new subsection 132.2(2). That subsection provides that, starting with the 
actual (i.e., legal) transfer of property between a transferor fund and a transferee fund 
that carry out a qualifying exchange, the following series of times occurs, each im- 


mediately after the previous one: 


definition “qualifying 
exchange” in 132.2(1) 


Description 


The actual transfer of the 
property between the 
funds takes place. 


The funds are treated as — 
having disposed of and re- 
acquired non-transferred 
property (other than depre- 
ciable property). 


Name of Time 


the transfer time : 


the first intervening time 132.2(3)(a) 


The transferee is treated 

as having acquired trans- _ 

ferred property (other than _ 

depreciable property); the 

funds’ taxation years are | 
treated as ending. 


the acquisition time 


132.2(4)(a); 132.2(3)(b) 


ie 


the beginning of the 
unds’ first post-ex- 
change years 


"132.23b). 


The transferor is deemed | 132.2(5)(a)__ 
to have disposed of any, 


transferred property that is 


ee: 
the depreciables disposi- 
tion time 


depreciable property. a 

the second intervening The funds are treated as | 132.2(3)(c) 

time having disposed of and re- 

acquired any non-trans- _ a J 

ferred property that is Lo - 
depreciable property. — 7 | 

the depreciables acquisi- | ‘The transferee is deemed =| 132.2(5)(b) 

tion time L yy 


transferred property that i is 
depreciable property, 


As a result of this timing, the transferor fund will be treated as owning, unt after its 
first post-exchange year has begun, any depreciable property that is being trans- _ 
ferred. This will ensure that the transfer does not prevent the transferor from deduct- 
ing CCA in respect of property of that class, for its taxation year that ends at the 
acquisition time. The new rule also ensures that the transferee does not duplicate that 
deduction, by treating the transferee as having acquired the property only ~ its 
new taxation year has begun. 


to have acquired any | 


ee 


This treatment of depreciable property applies, along with most aspects of the re-- 
structuring of section 132, 2, to qualifying Cle that take a after as 


Timing of Election 


For section 132.2 to apply to a transfer of property between mogul funds, the defini- 
tion “qualifying exchange” currently requires the funds to file their joint election in 
prescribed form with the Minister of National Revenue within six months after the 
transfer time. This timing requirement is changed to allow greater flexibility. The 
amended definition “qualifying exchange” requires that the funds’ election be made 
before the election’s “due date”, defined in new subsection 132.2(6) to mean either | 
the day that is six months after the day that includes the transfer time or any later day 
that the Minister accepts, on joint application by the funds.-An example of a case in 
which the Minister might accept such an application would be one in which the Min- 
ister has already decided to accept a late filing of the funds’ returns hae income “axe the 
taxation year that includes the qualifying exchange. 


In certain cases, mutual funds that have elected to treat a transfer as a qualifying 
exchange may wish to amend, or even revoke, their election. New subsection — 
132.2(7) allows the funds to do this, on joint application and with the permission of 
the Minister. 


New subsections 132.2(6) and (7), and the bihiended definition “ «qualifying exchange” 

in subsection 132.2(1), apply to qualifying exchanges that take place after June 1994, 
except that, in applying the amended definition before December 20, 2007, the defi- 
nition is to be read as though it did not contain the phrase “(other than a. SIFT wind- 
up corporation)”. 


Definitions [proposed s. 132.2]: “acquisition time” o 132.2(2)(c); “affili- 
ated” — 251.1; “amount” — 248(1); “capital gain” — 39(1)(a), 2481); “cost 
amount” — 248(1); “depreciable property” — 13(21), 248(1); “depreciables acquisi- 
tion time” — 132.2(2)(g); “depreciables disposition time” — 132.2(2)(e); “disposi- 
tion” — 248(1); “farm loss” — 111(8), 248(1); “first intervening — time” — 
132.2(2)(b); “first post-exchange year” — 132.2(1); “funds” — 132.2(1)“qualifying 
exchange”; “limited partnership loss” — 96(2.1), 248(1); “Minister” — 248(1); 
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“month” — Interpretation Act 35(1); “mutual fund corporation” — 131(8), 248(1); 
“mutual fund trust” — 132(6)(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) {draft}, — 
248(1); “net capital loss”, “non-capital loss” — 111(8), 248(1); “person”, “pre- 
scribed”, “property” — 248(1); “qualifying exchange” — 132.2(1); “regulation” — 
248(1); “restricted farm loss” — 31(1. 1), 248(1); “SIFT wind-up corporation” — — 
248(1); “second intervening time” — 132. 2(2)(f); “share” — 132.2(1), 248(1); “taxa- 
ble income” — 248(1); “taxation year” — 249; “taxpayer” — 248(1); “transfer 
time”, “transferee”, “transferor” — 132.2(1)" ieee ae “undepreciated 
capital cost” — 13(21), 248(1). 


Definitions [existing s. 132.2]: “acquisition time” — 132.2(1)(a); “cost amount” — 
248(1); “depreciable property” — 13(21), 248(1); “farm loss” — 111(8), 248(1); “lim- 
ited partnership loss” — 96(2.1)(e), 248(1); ° ‘Minister’ — 248(1); “mutual fund CORPO 
ration” — 131(8), 248(1); “mutual fund trust” — 132(6)(7), 132.2(1)(q), 248(1); “net 
capital loss”, “non-capital loss” — 111(8), 248(1); “proceeds of disposition” — 54; 


et al 


“prescribed”, “property” — 248(1); “qualifying exchange” — 132.2(2), “regula- 
tion” — 248(1); “restricted farm loss” — 31, 248(1); “SIFT wind-up corporation” — 
248(1); “share” — 132.2(2); “taxable income” — 2(2), 248(1); “taxation year” — 


132.2(1)(b), 249; “transfer time” — 132.2(2)“qualifying exchange”; 
capital cost” — 13(21), 248(1). 


“undepreciated 


Non-Resident-Owned Investment Corporations 


133. (1) Computation of income — In computing the income of 
a non-resident-owned investment corporation for a taxation year, 


(a) no deduction may be made in respect of interest on its bonds, 
debentures, securities or other indebtedness, and 


(b) no deduction may be made under subsection 65(1), 
and its income and taxable income shall be computed as if 


(c) the only taxable capital gains and allowable capital losses 
referred to in paragraph 3(b) were from dispositions of taxable 
Canadian property, 


(d) any taxable capital gain or allowable capital loss of the cor- 
poration were an amount equal to twice the amount thereof oth- 
erwise determined, and 


(e) subsection 83(2) were read without reference to paragraph 
83(2)(b). 
Related Provisions: 104(10) — Where dividends and interest paid to trust for non- 
residents; 104(11) — Dividend received from NRO; 134 — NRO not a Canadian cor- 
poration etc.; 134.2 — Choice of taxation year-end on revocation of election to be 
NRO; 186.1(b) — NRO not subject to Part IV tax; 212(9)(a) — Dividends received by 
trust from NRO — no withholding tax; Canada-U.S. Tax Treaty:Art. XXIX:6(b) — 
Treaty provisions inapplicable to NRO. 
History: Para. 133(1)(c) amended by 2001, c. 17, subsec. 131(1), applicable after Oc- 
tober 1, 1996. The para. formerly read: 


(c) the only taxable capital gains and allowable capital losses referred to in para- 
graph 3(c) were taxable capital gains and allowable capital losses from disposi- 
tions of taxable Canadian. property or property that would be taxable Canadian 
property if at no time in the year the corporation had been resident in Canada, 


Para. 133(1)(d) amended by the said c. 17, subsec. 131(2), to replace: the expression 
“4/3 of with the word “twice”, applicable to taxation years that end after February 27, 
2000 except that, for a taxation year of a corporation that includes February 28, 2000 or 
October 17, 2000, or began after February 28, 2000 and ended before October 17, 
2000, the word “twice” shall be read as “the fraction that is the reciprocal of the frac- 
tion in para. 38(a), as amended by 2001, c. 17, that applies to the taxpayer for the year, 
multiplied by”. 


Regulations: 502 (annual certificate of changes of ownership of shares and debt). 


(2) Non-resident-owned investment corporations — In | 
computing the taxable income of a non-resident-owned investment 
corporation for a taxation year, no deduction may be made from its 
income for the year, except 


(a) interest received in the year from other non-resident-owned 
investment corporations; 
(b) taxes paid to the government of a country other than Canada 
in respect of any part of the income of the corporation for the 
year derived from sources therein; and 
(c) net capital losses as provided for by section 111. 

Related Provisions: 88(2)(a) — Winding-up of Canadian corporation. 


(3) Special tax rate — The tax payable under this Part by a cor- 
poration for a taxation year when it was a non-resident-owned in- 
vestment corporation is an amount equal to 25% of its taxable in- 
come for the year. 
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Related Provisions: 88(2)(a) — Winding-up of Canadian corporation; 157(3)(d) — 
Instalments payable by NRO. 


Advance Tax Rulings: ATR-43: Utilization of a non-resident-owned investment 
corporation as a holding corporation. 


(4) No deduction for foreign taxes — No deduction from the 
tax payable under this Part by a non-resident-owned investment 
corporation may be made under section 124 or in respect of taxes 
paid to the government of a country other than Canada. 

Related Provisions: 88(2)(a)(iv) — Winding-up of Canadian corporation; 111 — 
Losses’ deductible; 115 — Non-residents’ taxable income; 133(8) — Non-resident- 
owned investment corporation. 


(5) [Repealed under former Act] 


(6) Allowable refund to non-resident-owned investment 
corporations — If the return of a non-resident-owned investment 
corporation’s income for a taxation year has been made within 3 
years from the end of the year, the Minister 


(a) may, on sending the notice of assessment for the year, refund 
without application its allowable refund for the year; and 


(b) shall, with all due dispatch, make that allowable refund after 
sending the notice of assessment if an application for it has been 
made in writing by the corporation within the period within 
which the Minister would be allowed under subsection 152(4) to 
assess tax payable by the corporation for the year if that subsec- 
tion were read without reference to paragraph 152(4)(a). 
Related Provisions: 88(2)(a)— Winding-up of Canadian corporation; 133(7) — 
Application to other liability; 133(7.01), (7.02) — Interest; 134.1. — Transitional ‘rule 
re elimination of NROs; 152(1) — Assessment of refund; 157(8) — Reduction in in- 
stalment obligations to reflect allowable refund; 160.1— Where excess refunded; 
244(14), (14.1) — Date when notice sent. 
History: Paras. 133(6)(a) and (b) amended by 2010, c. 25, s. 32; in force on December 
15, 2010. They formerly read: 
(a) may, on mailing the notice of assessment for the year, refund, without appli- 
cation therefor its allowable refund for the year; and 
(b) shall, with all due dispatch, make that allowable refund after mailing the no- 
tice of assessment if an application for it has been made in writing by the corpo- 
ration within the period within which the Minister would be allowed under sub- 
section 152(4) to assess tax payable by the corporation for the year if that 
subsection were read without reference to paragraph 152(4)(a). 


Para. 133(6)(b) amended by 1998, c. 19, s. 160, applicable after April 27, 1989. Para. 
133(6)(b) formerly read: 


(b) shall, with all due dispatch, make such a refund after mailing the notice of 
assessment if application therefor has been made in writing by the corporation 
within the period determined under paragraph 152(4)(b) or (c), as the case may 
be, within which the Minister may reassess tax payable by the corporation for the 
year. 


Selected Cases [subsec. 133(6)]: The Great Atlantic & Pacific Tea Co. Ltd. v. R., 
[1979] C.T.C. 509 (SCC) (Refund noti available’ when dividend paid’ prior to end of 
taxation year). 


(7) Application to other liability — Instead of making a refund 
that might otherwise be made under subsection (6), the Minister 
may, where the taxpayer is liable or about to become liable to make 
any payment under this Act, apply the amount that would otherwise 
be refunded to that other liability and notify the taxpayer of that 
action. 


Related Provisions: 88(2)(a) — Winding-up of Canadian corporation; 134.1 — 
Transitional rule re elimination of NROs. 


(7.01) Interest on allowable refund — Where an allowable re- 
fund for a taxation year is paid to, or applied to a liability of, a non- 
resident-owned investment corporation, the Minister shall pay or 
apply interest on the refund at the prescribed rate for the period be- 
ginning on the day that is the later of 


(a) the day that is 120 days after the end of the year, and 
(b) the day that is 30 days after the day on which the corpora- 
tion’s return of income under this Part for the year was filed 
under section 150, unless the return was filed on or before the 
day on or before which it was required to be filed, 

and ending on the day the refund is paid or applied. 


Related Provisions: 133(7.02) — Where excess interest paid; 134.1 — Transitional 
tule re elimination of NROs; 161.1 — Offset of refund interest against arrears interest. 


S..133(7.2) 


History: Para. 133(7.01) amended by 2003, c..15,'s. 114, applicable,to taxation years 
that end after June 2003. It formerly read: 


(b) the day on which the corporation’s return of income under-this Part for the 
year. was filed under section 150, unless the return was filed on or before the day 
on or before which it was required to be filed, 


Subsec. 133(7.01) added by 1994, c. 7, Sch. VIL (1993, c, 24), s. 78, applicable to 
allowable refunds paid or applied with respect to taxation years beginning after 1991. 


Regulations: 4301(b) (prescribed rate of interest). 


(7.02) Excess interest on allowable refund — Where at any 
particular time interest has been paid to, or applied to a liability of, 
a corporation under subsection (7.01) in respect’ of an allowable re- 
fund and it is determined at a subsequent time that the allowable 
refund was less than that in respect of which interest was so paid or 
applied, 


(a) the amount by which the interest that was so paid or applied 
exceeds the interest, if any, computed in respect of the amount 
that is determined at the subsequent time to be the allowable re- 
fund shall be deemed to be an amount.(in this subsection re- 
ferred to as the “amount payable”) that became payable under 
this Part by the corporation at the particular time; 


(b) the corporation shall pay to the Receiver General interest at 
the prescribed rate on the amount payable, computed from the 
particular time to the day of payment; and 


(c) the Minister may at any time assess the corporation in re- 
spect of the amount payable and, where the Minister makes such 
“an assessment, the provisions of Divisions I and J apply, with 
such modifications as the circumstances require, in respect of 
the assessment as! though it had, been made under section 152. 


Related Provisions: 20(1)(1l) — Deduction on repayment of interest; 161-1 — Off- 
set of refund interest against arrears interest; 221.1 — Application of interést where 
legislation retroactive; 248(11) — Interest compounded daily, 


History: Subsec. 133(7.02) added by 1994, c. 7, Sch. VIII, (1993, c. 24), s. 78, applica- 
ble to allowable refunds paid or applied with respect to taxation years beginning after 
1991. 


Regulations: 4301(a) (prescribed rate of interest). 


(7.1) Election re capital gains dividend — Where at any par- 
ticular time after 1971 ,a dividend has become payable by a non- 
resident-owned investment corporation to shareholders of any class 
of shares of its capital stock, if the corporation so elects in respect 
of the full amount of the dividend, in prescribed manner and pre- 
scribed form and at or before the particular time or the first day on 
which any part of the dividend was paid if that day is earlier than 
the particular time, the following rules apply: 


(a) the dividend shall be deemed to be a capital gains dividend to 
the extent that it does not exceed the corporation’s capital gains 
dividend, account immediately before the particular time; and 


(b) any amount received by another non-resident-owned invest- 
ment corporation ina taxation year as, on account or in lieu of 
payment of, or in satisfaction of the capital gains dividend shall 
not be included in computing its income for the year. 


Related Provisions: 83(2)— Capital dividends; 84(7) — When dividend payable; 
88(2)(b)() — Winding-up of Canadian corporation; ,133(7:2)— Simultaneous divi- 
dends; 133(7.3) — Application of subsecs. 131(1.1)—(1.4); 133(8) — Canadian pro- 
perty; 133(8) — Capital gains dividend account; 133(8) — Taxable dividend; 134.1 — 
Transitional rule re elimination of NROs;' 212(2) — No withholding tax on capital 


| gains dividends paid to ‘non-residents. 


Regulations: 2105 (prescribed manner of making election). 
Interpretation Bulletins: IT-149R4: Winding-up dividend. 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income; 
T2063: Election in respect of a capital gains dividend under subsection 133(7.1). 


(7.2) Simultaneous dividends — Where a dividend becomes 
payable at the same time on more than one class of shares of the 
capital stock of a non-resident-owned investment corporation, for 
the purposes of subsection (7.1), the dividend on any such class of 
shares shall be deemed to become payable: at a different time than 
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the dividend on the other class or classes of shares and to become 
payable in the order designated 


(a) by the corporation on or before the day on or before which 
the election described in subsection (7.1) is required to be filed; 
or 


(b) in any other case, by the Minister. 


Related Provisions: 88(2)(a) — Winding-up of Canadian corporation; 89(3) — Si- 
multaneous dividends. 


(7.3) Application of subsecs. 131(1.1) to (1.4) — Where at 
any particular time a non-resident-owned investment corporation 
paid a dividend to its shareholders and subsection (7.1) would have 
applied to the dividend except that the corporation did not make an 
election under that subsection on or before the day on or before 
which it was required by that subsection to be made, subsections 
131(1.1) to (1.4) apply with such modifications as the circum- 
stances require. 


(8) Definitions — In this section, 


“allowable refund” of a non-resident-owned investment corpora- 

tion for a taxation year means the total of amounts each of which is 

an amount in respect of a taxable dividend paid by the corporation 

in the year on a share of its capital stock, determined by the formula 
A 


—xcC 
B 


where 


A is the corporation’s allowable refundable tax on hand immedi- 
ately before the dividend was paid, 


Bis the greater of the amount of the dividend so paid and the cor- 
poration’s cumulative taxable income immediately before the 
dividend was paid, and 


C is the amount of the dividend so paid; 


“Canadian property” means 
(a) taxable Canadian property, and 
(b) any other property not being foreign property within the 
meaning assigned by section 206; 
History: Para. (a) of the definition “Canadian property” in subsec. 133(8) amended by 
2001, c. 17, subsec. 131(3), applicable after October 1, 1996. The para. formerly read: 


(a) property of a corporation that would be taxable Canadian property if at no 
time in the year the corporation had been resident in Canada, and 


“capital gains dividend account” of a non-resident-owned invest- 
ment corporation at any particular time means the amount deter- 
mined by the formula 


A-B 
where 


A is the total of the following amounts in respect of the period 
commencing January 1, 1972 and ending immediately after the 
corporation’s last taxation year ending before the particular 
time: 

(a) the corporation’s capital gains for taxation years ending 
in the period from dispositions in the period of Canadian pro- 
perty or shares of another non-resident-owned investment 
corporation, and 


(b) amounts received by the corporation in the period as, on 
account or in lieu of payment of, or in satisfaction of capital 
gains dividends from other non-resident-owned investment 
corporations, and 


Bis the total of the following amounts in respect of the period re- 
ferred to in the description of A: 


(a) the corporation’s capital losses for taxation years ending 
in the period from dispositions in the period of Canadian pro- 
perty or shares of another non-resident-owned investment 
corporation, 


(b) all capital gains dividends that became payable by the 
corporation before the particular time, and 
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(c) the amount determined by the formula 


0.25 x (M —N) 
where 


M is the total of the corporation’s capital gains for taxation 
years ending in the period from dispositions in the period 
of taxable Canadian property, and 


N is the total of the corporation’s capital losses for the taxa- 
tion years ending in the period from dispositions in the 
period of property of the kinds referred to in the descrip- 
tion of M; 


Related Provisions: 88(2)(a) — Winding-up of Canadian corporation; 134.1 — 
Transitional rule re elimination of NROs; 257 — Formula cannot calculate to less than 
zero. 


History: The description of M in para. (c) of the description of B in the definition 
“capital gains dividend account” in subsec. 133(8) amended by 2001, c. 17, subsec. 
131(4), applicable after October 1, 1996. The description formerly read: 


M is the total of the corporation’s capital gains for taxation years ending in the 
period from dispositions in the period of taxable Canadian property or pro- 
perty that would be taxable Canadian property if at no time in the period the 
corporation had been resident in Canada, and 


‘“4ncrease in capital” in respect of a corporation means a transac- 
tion (other than a transaction carried out pursuant to an agreement 
in writing made before February 28, 2000, referred to in this defini- 
tion as a “specified transaction”’) in the course of which the corpora- 
tion issues additional shares of its capital stock or incurs indebted- 
ness, if the transaction has the effect of increasing the total of 


(a) the corporation’s liabilities, and 
(b) the fair market value of all the shares of its capital stock 


to an amount that is substantially greater than that total would have 
been on February 27, 2000 if all specified transactions had been 
carried out immediately before that day; 


History: The definition “increase in capital” added to subsec. 133(8) by 2001, c. 17, 
subsec. 131(6), applicable after February 27, 2000. 


“non-resident-owned investment corporation” means a corpora- 
tion incorporated in Canada that, throughout the whole of the period 
commencing on the later of June 18, 1971 and the day on which it 
was incorporated and ending on the last day of the taxation year in 
respect of which the expression is being applied, complied with the 
following conditions: 


(a) all of its issued shares and all of its bonds, debentures and 
other funded indebtedness were 


(i) beneficially owned by non-resident persons (other than 
any foreign affiliate of a taxpayer resident in Canada), 


(ii) owned by trustees for the benefit of non-resident persons 
or their unborn issue, or 


(iii) owned by a non-resident-owned investment corporation, 
all of the issued shares of which and all of the bonds, deben- 
tures and other funded indebtedness of which were benefi- 
cially owned by non-resident persons or owned by trustees 
for the benefit of non-resident persons or their unborn issue, 
or by two or more such corporations, 


(b) its income for each taxation year ending in the period was 
derived from 


(i) ownership of, or trading or dealing in, bonds, shares, de- 
bentures, mortgages, hypothecary claims, bills, notes or other 
similar property or any interest therein, 


Proposed Amendment — 133(8)“non-resident- 
owned investment corporation”(b)(i). 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
221(1), will amend subpara. (b)(i) of the definition “non-resident-owned investment 
corporation” in subsec. 133(8) by substituting “interest, or for civil law any right,” 
“interest”, to come into force on Royal Assent. —  o ati 


Technical Notes (July 2010): See under 12(4). 
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(ii) lending money with or without security, 


(iii) rents, hire of chattels, charterparty fees or remunerations, 
annuities, royalties, interest or dividends, 


(iv) estates or trusts, or 
(v) disposition of capital property, 
(c) not more than 10% of its gross revenue for each taxation year 


ending in the period was derived from rents, hire of chattels, 
charterparty fees or charterparty remunerations, 


(d) its principal business in each taxation year ending in the pe- 
riod was not 


(i) the making of loans, or 


(ii) trading or dealing in bonds, shares, debentures, mort- 
gages, hypothecary claims, bills, notes or other similar pro- 
perty or any interest therein, 


(e) it has, on or before the earlier of February 27, 2000 and the 
day that is 90 days after the beginning of its first taxation year 
that begins after 1971, elected in prescribed manner to be taxed 
under this section, and 


(f) it has not, before the end of the last taxation year in the pe- 
riod, revoked in prescribed manner its election, 


except that 


(g) a new corporation (within the meaning assigned by section 
87) formed as a result of an amalgamation after June 18, 1971 of 
two or more predecessor corporations is not a non-resident- 
owned investment corporation unless each of the predecessor 
corporations was, immediately before the amalgamation, a non- 
resident-owned investment corporation, 


(h) where a corporation is a new corporation described in para- 
graph (g), and each of the predecessor corporations elected in a 
timely manner under paragraph (e), paragraph (e) shall be read, 
in its application to the new corporation, without reference to the 
words “the earlier of February 27, 2000 and”, and 


(1) subject to section 134.1, a corporation is not a non-resident- 
owned investment corporation in any taxation year that ends af- 
ter the earlier of, 


(i) the first time, if any, after February 27, 2000 at which the 
corporation effects an increase in capital, and 


(ii) the corporation’s last taxation year that begins before 
2003; 


Related Provisions: 108(1) — “excluded property”; 134.1 — Election to remain 
NRO for one more year for certain purposes; 134.2 — Choice of taxation year-end on 
revocation of election to be NRO; 248(1)‘non-resident-owned investment corpora- 
tion” — Definition applies to entire Act. 

History: The portion of the definition “non-resident-owned investment corporation” in 
subsec. 133(8) after para. (d) amended by 2001, c. 17, subsec. 131(5), applicable after 
February 27, 2000. The portion formerly read: 


(e) it has, not later than 90 days after the commencement of its first taxation 
year commencing after 1971, elected in prescribed manner to be taxed under 
this section, and 
(f) it has not, before the end of the last taxation year in the period, revoked in 
prescribed manner the election so made by it, 
except that in no case shall a new corporation (within the meaning assigned by 
section 87) formed as a result of an amalgamation after June 18, 1971 of two or 
more predecessor corporations be regarded as a non-resident-owned investment 
corporation unless each of the predecessor corporations was, immediately before 
the amalgamation, a non-resident-owned investment corporation; 
Subpara. (b)(i) of the definition amended by the said c. 17, subsec, 215(1), in force 
June 14, 2001. The subpara. formerly read: 
(i) ownership of or trading or dealing in bonds, shares, debentures, mortgages, 
bills, notes or other similar property or any interest therein, 
Subpara. (d)(ii) of the definition amended by the said c. 17, subsec. 215(2), to add the 
words “hypothecary claims”, in force June 14, 2001. 


Regulations: 500, 501 (prescribed manner of making and revoking election). 
1.T. Application Rules: 59(2) (application of conditions in para. (a) during 1972-75). 


Interpretation Bulletins: IT-290: NRO investment corporations — meaning of prin- 
cipal business (archived); IT-465R: Non-resident beneficiaries of trusts. 


Advance Tax Rulings: ATR-43: Utilization of a non-resident-owned investment 
corporation as a holding corporation. 


$.:133(9) cum 


“taxable dividend” does not include a capital gains dividend. 


Selected, Cases [Subsec. 133(8)]:, Banner Pharmacaps ‘NRO Ltd, v.R., [2003] 3 
C.T.C. 2022 (TCC) (NRO status remained where no revocation of election). 


(9) Definitions — In the definition “allowable refund” in subsec- 
tion (8), 


“allowable refundable tax on hand” of a corporation at any par- 
ticular time means the amount determined by the formula 


(A +B+C)—-(D+E+F) 
where 


Ais the total of all amounts each of which is an amount in respect 
of any taxation year commencing after 1971 and ending before 
the particular time, equal to the tax under this Part payable by 
the corporation for the year, 


B is an amount equal to 15% of the amount determined for B in 
the definition “cumulative taxable income” in this subsection in 
respect of the corporation, 


C where the corporation’s 1972 taxation year commenced before 
1972, is an amount equal to 10% of the amount that would be 
determined for C in the definition “cumulative taxable income” 
in this subsection if the reference in the description of C in that 
definition to “the 1972 taxation year or any taxation year com- 
mencing after 1971 and ending before the particular time” were 
read as a reference to “the 1972 taxation, year”, 


Dis the total of all amounts each of which is an amount, in respect 
of the 1972 taxation year or any taxation year commencing after 
1971 and ending before the particular time, determined by the 
formula 


0.25 x {L=(M+N)] 
where 


L is the total of the corporation’s taxable capital gains for the 
year from dispositions after 1971 of property described in 
paragraph (1)(c), computed in accordance with the assump- 
tion set out in paragraph (1)(d), © 


M is the total of the corporation’s allowable capital losses for 
the year from dispositions after 1971 of property described in 
paragraph (1)(c), computed’ in accordance with the same as- 
sumption, and 


N_ is the amount deductible from the corporation’s. income for 
the year by virtue of paragraph (2)(c); 

E is the total of all amounts each of which is an amount equal to '/ 
of any amount paid or credited by the corporation after the ‘com- 
mencement of its 1972 taxation year and before the particular 
time, as, on account or in lieu of payment of, or in satisfaction of 
interest, and 


F is the total of all amounts each of which is an amount in respect 
of any taxable dividend paid by the corporation on a share of its 
capital stock before the particular time and after the commence- 
ment of its first taxation year commencing after 1971, equal to 
the amount in respect of the dividend determined under the defi- 
nition “allowable refund” in subsection (8); 

Related Provisions: 88(2)(a) — Winding-up of Canadian corporation; 87(2)(cc) — 

Amalgamation — non-resident-owned investment corporation; 134.1 — Transitional 

rule re elimination of NROs; 257 — Formula cannot calculate to less than zero. 


“cumulative taxable income” of a corporation at any particular 
time means the amount. determined by the formula 

(A+ B)-(C+D+E) 
where 


A is the total of the corporation’s taxable incomes for taxation 
years commencing after 1971 and ending before the particular 
time, 


B_ where the corporation’s 1972 taxation year commenced before 
1972, is the amount determined by the formula 


L-(M+N) 
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where 
L_ is the corporation’s taxable income for its 1972 taxation year, 


M is the total of all amounts received by the corporation as de- 
scribed in paragraph 196(4)(b), and 


N is the lesser of the amount determined under paragraph 
196(4)(e) in respect of the corporation and the amount, if 
any, by which the total of amounts determined under 
paragraphs 196(4)(d) to (f) in respect of the corporation ex- 
ceeds the total of amounts determined under paragraphs 
196(4)(a) to (c) in respect of the corporation, 


C is the total of all amounts each of which is an amount, in respect 
of the 1972 taxation year or any taxation year commencing after 
1971 and ending before the particular time, determined by the 
formula 


P—(Q+R) 
where 


P. is the total of the corporation’s taxable capital gains for the 
year from dispositions after 1971 of property described in 
paragraph (1)(c), computed in accordance with the assump- 
tion set out in paragraph (1)(d), 


Q is the total of the corporation’s allowable capital losses for 
the year from dispositions after 1971 of property described in 
paragraph (1)(c), computed in accordance with the same as- 
sumption, and 


R_ is the amount deductible from the corporation’s income for 
the year by virtue of paragraph (2)(c), 


D is the total of all amounts each of which is an amount equal to “/ 
of any amount paid or credited by the corporation, after the com- 
mencement of its 1972 taxation year and before the particular 
time, as, on account or in lieu of payment of, or in satisfaction of 
interest, and 


E_ is the total of all amounts each of which is the amount of any 
taxable dividend paid by the corporation on a share of its capital 
stock before the particular time and after the commencement of 
its first taxation year commencing after 1971. 

Related Provisions: 88(2)(a) — Winding-up of Canadian corporation; 157(3) — 


Private, mutual and non-resident-owned investment corporation; 134.1 — Transitional 
rule re elimination of NROs; 257 — Formula cannot calculate to less than zero. 


Selected Cases [subsec. 133(9)]: The Great Atlantic & Pacific Tea Co. Ltd. v. R 
[1979] C.T.C. 509 (SCC) (Refund not available when dividend paid prior to end of 
taxation year). 


Definitions [s. 133]: “allowable capital loss” — 38(b), 248(1); “allowable refund” — 


133(8); “allowable refundable tax on hand’ — 133(9); “amount”, “annuity”, “assess- 
ment” — 248(1); “beneficially owned” — 248(3); “Canada” — 255; “Canadian pro- 
perty” — 133(8); “capital gain” —39(1)(a), 248(1); “capital gains dividend” — 
133(7.1); “capital gains dividend account” — 133(8); “capital loss’ — 39(1)(b), 


248(1); “capital property” — 54, 248(1); “class”, “class of shares” — 248(6); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “cumulative taxable income” — 133(9); 
“dividend” — 248(1); “estate” — 104(1), 248(1); “foreign affiliate” —95(1), 248(1); 
“sross revenue” — 248(1); “incorporated in Canada” — 248(1)“corporation incorpo- 
rated in Canada”; “increase in capital’ — 133(8); “Minister” — 248(1); “net capital 
loss” — 111(8), 248(1); “non-resident” — 248(1); “non-resident-owned investment 
corporation” — 133(8), 248(1); “payable” — 84(7); “person”, “prescribed” — 248(1); 
“prescribed rate’ — Reg. 4301; “resident in Canada” — 250; “share”, “shareholder” — 
248(1); “taxable Canadian property” — 248(1); “taxable capital gain” — 38(a), 248(1); 
“taxable dividend” — 133(8), 89(1), 248(1); “taxable income” — 2(2), 248(1); “taxa- 
tion year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 

Regulations [s. 133]: 500-502 (prescribed manner of making and revoking elec- 
tions; certified statement required with annual return). 


134. Non-resident-owned corporation not a Canadian 
corporation, etc. — Notwithstanding any other provision of this 
Act, a non-resident-owned investment corporation that would, but 
for this section, be a Canadian corporation, taxable Canadian corpo- 
ration or private corporation shall be deemed not to be a Canadian 
corporation, taxable Canadian corporation or private corporation, as 
the case may be, except for the purposes of section 87, subsection 
88(2) and sections 212.1 and 219. 


Income Tax Act, Part I 


Definitions [s. 134]: “Canadian corporation” — 89(1), 248(1); “non-resident-owned 
investment corporation” — 133(8), 248(1); “private corporation”, “taxable Canadian 
corporation” — 89(1), 248(1). 


134.1 (1) NRO — transition — This section applies to a corpora- 
tion that 


(a) was a non-resident-owned investment corporation ina taxa- 
tion year; 

(b) is not a non-resident-owned investment corporation in the 
following taxation year (in this section referred to as the corpo- 
ration’s “first non-NRO year’); and 


(c) elects in writing filed with the Minister on or before the cor- 
poration’s filing-due date for its first non-NRO year to have this 
section apply. 


Selected Cases [subsec. 134.1(1)]: CGU Holdings Canada Ltd. v. R., [2009] 3 
C.T.C. 19 (FCA) (NRO status did not continue following amalgamation). 


(2) Application — A corporation to which this section applies is 
deemed to be a non-resident-owned investment corporation in its 
first non-NRO year for the purposes of applying, in respect of divi- 
dends paid on shares of its capital stock in its first non-NRO year to 
a non-resident person or a non-resident-owned investment corpora- 
tion, subsections 133(6) to (9) (other than the definition “non-resi- 
dent-owned investment corporation” in subsection 133(8)) and sec- 
tion 212 and any tax treaty. 


Proposed Amendment — 134.1(2) 


Q). Application = For, the: purposes of applying subsections 
104(10) and (11) and 133(6) to (9) (other than the definition “non- 

resident-owned investment corporation” in subsection 133(8)), 
section | 212 and any tax treaty, a corporation described in subsec- 
tion ness is deemed to be a non-resident-owned investment corpo- 

ration in its first non-NRO year in respect of dividends paid in that 
year on shares of its capital stock to a non-resident person, to a 
trust for the benefit of non-resident persons or their unborn i issue 
or to a non-resident-owned investment corporation. © 

Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 91, will 
amend subsec. 134.1(2) to read as above, applicable to a corporation that ceases to be 
a non-resident-owned investment corporation because. of a transaction. or an event 


that occurs, or a circumstance that arises, in a taxation year of the corporation that 
ends after February 27, 2000. 


Technical Notes (July 2010): Section 134.1 was enacted, along with section 
134.2, in 2001 to provide transitional relief for corporations that cease to be non- 


resident owned investment corporations (NROs). The essence of the relief provided — 


in section 134.1 is to allow such a corporation to recover refundable tax by paying a - 
dividend in its “first non-NRO year’. In its current form, the section applies only in - 
respect of dividends paid to a non-resident person or another NRO. There is, how-~ 
ever, another kind of shareholder to whom an NRO may pay a dividend in respect of 


which it is appropriate to apply the section — a trust for the benefit of non-resident _ 


persons or their unborn issue. Since such a trust could, under the rules that have 
governed NROs themselves, have held the shares and debt of an NRO, a dividend to 
the trust ought to support a refund of the former NRO’s refundable tax. Subsection 
134.1(2) is therefore amended to include such dividends within the section’s scope. 


In addition, subsections 104(10) and (11) are added to the list of provisions in sub- 
section 134.1(2) for which a former NRO is deemed to be an NRO during its first 
non-NRO year. Prior to the repeal of the NRO system, a trust that received a divi- 
dend from an NRO and that did not in turn distribute the amount of the dividend to 
its non-resident beneficiaries was entitled to deduct that amount from the trust’s in- 
come under subsection 104(10). Subsection 104(11) then deemed the amount de- 
ducted under subsection 104(10) to. have been paid to a non-resident beneficiary, 
with the result that Part XIII withholding tax would typically be payable. These two 
subsections are included in subsection 134.1(2) in order to allow a trust to benefit ‘ 
from these provisions in the year it receives the final payment of dividends ‘from the : 
former NRO. 


Both of these amendments apply on the same basis as section 134.1: that is, to a 
corporation that ceases to be an NRO because of a transaction or event that occurs, or 
a circumstance that arises, in a taxation year of the corporation that ends after Febru- 
ary 27, 2000. 

Letter from Dept. of Finanee, | Nov. 1, 2001: GE EPO SIE 


Dear [xxx]: 


Thank you for your letter dated October 2, 2001 in which you request that we con- 


sider recommending an amendment to section 134.1 of the Income Tax Act, a reliev- 


ing measure relating to the phase-out of non-resident-owned investment corporations — 
(NROs). Section 134.1 treats a corporation that has ceased tobe an NRO as an NRO. 


1058 


Division F — Special Rules in Certain Circumstances 


during its first non-NRO year, so that it can claim a refund of the 25% tax paid while _ 
an NRO. The refund is based on dividends paid by the peau ite — ‘its first 
non-NRO- year to a non-resident person: or another NRO. 


Your concern is that the relieving effect bf. section 134, 1 is too narrow oe that the 
t co emplates that an NRO can be structured so that all of its shares 

ya esident in ‘Canada for the benefit of non-resident persons. In . 
such a case, the NRO. would “pay dividends in its first non-NRO year to the trust, 
which would then allocate 1 e dividends to the non-resident beneficiaries, but be- 
cause the trust is ent in ‘Canada ¢ the aes ete: by section es 1 would not - | 
available. Dk hee ere 


We have review r request, and I can confirm that the denial the section 
134. I relief to a trust under the conditions you have described is unintended i in policy 
terms. We are therefore prepared to recommend an amendment to the Income Tax 

Act that would allow ancNRO to claim the relief available under section 134. 1, where 

a Canadian-resident trust owns all of the shares of an NRO for the benefit of non- — 
resident persons. We intend to recommend that this change | be brought forward i ina 
package of technical amendments at an early opportunity, and that the amendment 
have effec or the same time pe as section 134.1 of the Act. 


While I cannot offer any : assurances that our recommendation in this matter mee be 
accepted, ] hope our statement of intent in this letter will be ‘helpful i in | fesponding to 


Thank you again for ees 


Yours sincerely, 


Brian. Erne i Duseiad Pid Lepislotion Division, Tax ‘olicy Branch me 


History: S. 134.1 added by 2001, c. 17, s. 132, applicable to a corporation that ceases 
to be a non-resident-owned investment corporation because of a transaction or event 
that occurs, or a circumstance that arises, in a taxation year of the corporation that ends 
after February 27, 2000. An election under para. 134.1(1)(c) is deemed to have been 
made in a timely manner if it is made on or before the electing corporation’s filing-due 
date for its first taxation year that ends after June 14, 2001. 


Definitions [s. 134.1]: “corporation” — 248(1), Interpretation Act 35(1); “divi- 
dend” — 248(1);, “filing-due-date” — 248(1); “first non-NRO year” — 134.1(1)(b); 
“Minister”, “non-resident” — 248(1); “non-resident-owned investment corporation” — 
133(8), 248(1); “person” — 248(1); “revocation time” — 134.2(1)(a); “share”, “tax 
treaty” — 248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


134.2 (1) Revocation — This section applies to a corporation that 


(a) revokes at any time (in this section described as the “revoca- 
tion time’’) its election to be taxed under section 133; 


(b) elects to have this section apply, by filing an election in writ- 
ing with the Minister on or before the corporation’s filing-due 
date for the taxation year of the corporation (in this section re- 
ferred to as the “revocation year”) that would have included the 
revocation time if the corporation had not so elected; and 


(c) specifies in the election a time (in this section referred to as 
the “elected time’’) that is in the revocation year and is not after 
the revocation time. 


(2) Consequences — Where this section 


corporation, 


applies to a 


(a) the corporation’s taxation year that would have included the 
elected time, if the corporation had not elected to have this sec- 
tion apply, is deemed to end immediately before the elected 
time; 

(b) a new taxation year of the corporation is deemed to begin at 
the elected time; and 


(c) notwithstanding paragraph (f) of the definition “non-resi- 
dent-owned investment corporation” in subsection 133(8), the 
corporation is deemed to be a non-resident-owned investment 
corporation for the period that begins at the beginning of the 
revocation year and ends immediately before the elected time. 


History: S. 134.2 added by 2001, c. 17, s. 132, applicable to revocations made after 
February 27, 2000. An election under para. 134.2(1)(b) is deemed to have been made in 
a timely manner if it is made on or before the electing corporation’s filing-due date for 
its first taxation year that ends after June 14, 2001. 


Definitions [s. 134.2]: “corporation” — 248(1), Interpretation Act 35(1);, “elected 
time” — 134.2(1)(c); “filing-due date”, “Minister” — 248(1); “non-resident-owned in- 
vestment corporation” — 133(8), 248(1); “revocation time” — 134.2(1)(a); “revocation 
year’ — 134.2(1)(b); “taxation year” — 249; “writing” — Interpretation Act 35(1). 


S. 135(1.1) 


Patronage Dividends 


135. (1) Deduction in computing income — Notwithstanding 
anything in this Part, other than subsections (1.1) to. (2.1) and 
135.1(3), there may be deducted, in computing the income of a tax- 
payer for a taxation year, the total of the payments made, pursuant 
to allocations in proportion to patronage, by the taxpayer 


(a) within the year or within 12 months thereafter to the tax- 
payer’s customers of the year; and 


(b) within the year or within 12 months thereafter to the tax- 
payer’s customers of a previous year, the deduction of which 
from income of a previous taxation year was not permitted. 


Related Provisions: 20(1)(u) — Deduction from income for amount allowed under 
135(1); 87(2)(g.5) — Amalgamation — continuing corporation; 135(1.1) — No deduc- 
tion for payment not at arm’s length unless cooperative or credit union; 135(2) — Lim- 
itation — non-member customers; 135(4) — Definitions; 135(7) — Patronage dividend 
included in member’s income; 135.1(3) — Limit on deductibility for tax deferred coop- 
erative shares; 136 — Cooperative deemed not to be private corporation; 212(1)(g) — 
Non-resident withholding tax. 


History: The opening words of subsec. 135(1) amended by 2006, c. 4, to add “and 
135.1(3)”, subsec. 79(1), applicable after 2005, 


The opening words of subsec. 135(1) amended by 2005, c. 19 to add “other than sub- 
sections (1.1) to (2.1),”, subsec. 32(1), applicable in respect of payments made by a 


E | taxpayer after March 22, 2004. 


Selected Cases [subsec. 135(1)]: R. v. Consumers’ Co-operative Refineries Ltd., 
[1987] 2 C.T.C. 204 (FCA) (Deduction of patronage dividends allowed even though 
payments not made to all customers); Interprovincial Co-operative Ltd. vy. R., [1987] 1 
C.T.C. 222 (FCTD) (Different billing procedures did not affect right to deduction by 
cooperative); Sedgewick Co-operative Association Ltd. v. R., [1984] C.T.C. 14 (FCTD) 
(Capital gain added to business income for calculation of patronage dividends). 


Regulations: 218 (information return). 
Interpretation Bulletins: See list at end of s. 135. 
Forms: T2 SCH 16: Patronage dividend deduction. 


(1.1) Limitation where non-arm’s length customer — Sub- 
section (1) applies to a payment made by a taxpayer to a customer 
with whom the taxpayer does not deal at arm’s length only if 


(a) the taxpayer is a cooperative corporation described in sub- 
section 136(2) or a credit union; or 


(b) the payment is prescribed. 


_ Proposed. Amendment — Prescribed | payment: 
Letter from Pept od Ae pee 23, 200 


: am re ppondingtt to > your September’ 1, 2007 fener to Brian Erhewein: beaeus our 
cember 6, 2004 and October 11, 2005 letters to you and certain a reorgani- 
zations at have occurred (or will occur) this year. 


in our December 6, 2004 letter we agreed to recommend to the Minister of Finance that 
the patronage payments from [xxx] and [xxx] be prescribed payments for the purpose 
of subsection 135(1. 1) of the Income: Tax Act (the “Act”), Following certain corporate 
reorganizations in 2004 and 2005 — the amalgamation of [xxx] with a holding com- 
ray and [xxx] being continued under the Canada Business Corporations Act (CBCA) 
as [xxx] — we further agreed in our October 11, 2005 letter to recommend to the 
Minister of Finance to [sic] that the patronage dividends from amalgamated [xxx] to 
[xxx] and [xxx] Inc. be ee eee for the ow of subsection ee 4 of 


In the past year [xxx] acquired [xxx]. You indicate that | on May 29, 2007 [xxx] was” 
successful in its takeover bid and acquired, pursuant to a cash offer, approximately 

82% of the common shares of [xxx] and approximately half of its outstanding preferred 

shares. On June 15, 2007 [xxx] completed its acquisition of the balance of [xxx] com- 
moon and preferred shares. As a result, [xxx] is now a wholly-owned subsidiary of [xxx] 

and [xxx] has been continued as a [xxx] corporation. In addition, it is anticipated the 

[xxx] will be amalgamated with [xxx] Inc. (“Amalco”) on November. 1, 200) and the 

amalgamated company will use the business name [xxx]. 


You have requested that payments by amalgamated [xxx] to Amatco [xxx] qualify as 
prescribed payments for the purpose of subsection 135(1.1) As discussed in the techni- 
cal note accompanying subsection 135(1.1) of the Act, the concept of a prescribed pay- 
ment was introduced to accommodate cooperative structures that would, but for non- 
substantive technical reasons, satisfy the definition of a cooperative corporation. While 
[xxx] is a federally incorporated co-operative under the Canada Co-operative Act, it is 
unable to meet the member test in paragraph 136(2)(c) of the Act which requires that 
90% of its members be individuals, other cooperative corporations, or corporations or 
partnerships that carry on the business of farming. 
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[xxx] currently has two active members [xxx] and [xxx] and two inactive members 
being a subsidiary of each of [xxx] and [xxx]. You have indicated that as a result of the 
amalgamation Amalco will be [xxx] only active member and will continue to be enti- 
tled to patronage payments for business done with [xxx]. There will be no other 
changes to existing circumstances. Amalco proposes to continue the combined agri- 
business of the [xxx] predecessor members essentially as before except for the disposi- 
tion of various assets pursuant to a consent agreement with the Canadian Competition 
Bureau. 


In addition, you have indicated that Amalco will continue [xxx] Inc.’s existing govern- 
ance structure, in particular, prairie farmers will have a strong voice in the business of 
Amalco and will continue to participate in the governance of Amalco by electing a 
minority of directors through the [xxx] currently receives operational funding from 
[xxx] Inc. and after the amalgamation will receive funding from Amalco. 


Following the completion of the amalgamation, the final structure will have been trans- 
formed considerably from the original structure described in your September 7, 2004 
letter, although the business operations carried on by [xxx] members have remained 
essentially the same. After careful consideration we intend to recommend to the Min- 
ister of Finance that patronage payments by amalgamated [xxx] to Amalco be pre- 
scribed payments for the purpose of subsection 135(1.1). 


This recommendation relies on your representations that (i) Amalco proposes to con- 
tinue the combined agri-business of the [xxx] predecessor members essentially as 
before, (ii) prairie farmers will participate in the governance of Amalco and (iii) [xxx] 
will continue to receive funding from Amalco. Should there be any material changes to 
these or other salient aspects of the planned structure we expect that you will advise us 
so that we may have the opportunity to reconsider the appropriateness of our 
recommendation. 


While we cannot offer any assurance that our recommendation in this matter will be 
accepted, we hope our statement of intent in this letter will be helpful in responding to 
your concern. 


Yours sincerely, 
Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, Oct. 11, 2005: 
[xxx], Calgary, AB 
Dear [xxx]: 


I am responding to your April 7, 2005 letter and subsequent discussions with Stephanie 
Smith of this Division regarding our December 6, 2004 letter to you and certain corpo- 
rate reorganizations that have occurred since the date of our letter. In our December 6, 
2004 letter we agreed to recommend to the Minister of Finance that the patronage pay- 
ments from [xxx] to [xxx] and [xxx] carrying on business as [xxx] be prescribed pay- 
ments for the purpose of subsection 135(1.1) of the Income Tax Act (the “Act’”). Since 
that date [xxx] has amalgamated with a holding company (“Holdco”), [xxx] has been 
continued under the Canada Business Corporations Act (CBCA) as [xxx] and both 
{xxx] and [xxx] have incorporated wholly-owned subsidiaries. You have asked for our 
confirmation as to the effect of the planned prescription in these new circumstances. 


You indicate that [xxx] amalgamated with Holdco effective January 1, 2005 such that 
its members, [xxx] and [xxx] now directly own all of the shares of [xxx] as to one 
membership share each and the remaining (non-membership) shares as to 57% and 
43% respectively. In addition, both [xxx] and [xxx] have also incorporated wholly- 
owned subsidiaries which became members of [xxx] as of January 1, 2005 and each 
holds One membership share. To date neither of the subsidiaries has commenced carry- 
ing on a business. 


The second reorganization relates to the recapitalization of [xxx] which was completed 
on March 31, 2005. [xxx] has been continued under the CBCA as [xxx]. All of the 
existing shares were converted into a single class of common voting shares, and debt of 
approximately $171 million owing to holders of convertible notes was exchanged for 
common voting shares. You indicate that [xxx]. .. .The reorganization was conducted 
to allow the company to raise the additional equity it requires to materially strengthen 
its financial position, improve its debt-to-equity ratio and provide greater flexibility to 
withstand extended periods of below average crop production. [xxx] farming customers 
will continue to participate in the governance of [xxx] by electing a minority of direc- 
tors, and through the establishment of a new cooperative, the [xxx] will provide fund- 
ing to [xxx]. 


You have asked that we prescribe patronage payments paid by amalgamated [xxx] to 
[xxx] and [xxx]. As discussed in the technical note accompanying subsection 135(1.1) 
of the Act, the concept of a prescribed payment was introduced to accommodate coop- 
erative structures that would, but for non-substantive technical reasons, satisfy the defi- 
nition of a cooperative corporation. [xxx] is unable to meet the member test in para- 
graph 136(2)(c) of the Act which requires that 90% of its members are individuals, 
other cooperative corporations, or corporations or partnerships that carry on the busi- 
ness of farming. 


In accordance with our statement in the December 6 letter that in principle we were 
comfortable with extending the prescription to an amalgamated [xxx], we confirm that 
we intend to recommend to the Minister of Finance that patronage payments from 
amalgamated [xxx] to [xxx] be prescribed payments. The recapitalization of [xxx] and 
its continuance under the CBCA as [xxx] is a more significant change. After having 
carefully considered the situation, we intend to recommend to the Minister of Finance 
that patronage payments from amalgamated [xxx] to [xxx] be prescribed payments. 
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As discussed in our December 6, 2004 letter we are comfortable, in principle, with 
extending the prescription to patronage payments from [xxx] to a wholly-owned sub- 
sidiary of either [xxx] or [xxx]. However, without having any information on the type 
of business carried on by the subsidiaries, we cannot definitively comment on whether 
such payments would be prescribed payments. Assuming one of the subsidiaries com- 
menced carrying on one or more of the businesses currently carried on by its parent, it 
is likely that patronage payments from amalgamated [xxx] to that subsidiary would 
receive a favourable recommendation in terms of prescription. 


While we cannot offer any assurance that our recommendations in this matter will be 
accepted, we hope our statement of intent in this letter will be helpful in responding to 
your concern. 


Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, Dec. 6, 2004: 
Dear [xxx]: 


I am responding to your September 7, 2004 letter to Len Farber and subsequent discus- 
sions with Stephanie Smith of this Division regarding the proposed change dealing 
with patronage dividends announced in the March 23, 2004 budget. The budget pro- 
posed that section 135 of the Income Tax Act (the “Act’”) be amended to prevent per- 
sons, other than cooperatives and credit unions, from deducting patronage dividends 
paid after March 22, 2004, to non-arm’s length persons. Draft legislative proposals re- 
leased on September 16, 2004 clarified that the current definition of “cooperative cor- 
poration” in subsection 136(2) of the Act will be used for the budget proposal. You 
have asked us to “grandfather” or exclude prescribed taxpayers (i) who have held forth 
the prospect of patronage allocations as referred to in paragraph 135(5)(a) for the previ- 
ous ten years and (ii) whose principal business was the sale of agricultural supplies, 
products or services or any combination thereof. 


You describe a situation where [xxx] may no longer be able to deduct patronage divi- 
dends as a result of the budget proposal. [xxx] is not a cooperative corporation for 
purposes of the budget proposal as it does not meet the Act’s technical definition of 
cooperative corporation. [xxx] satisfies all of the requirements of the definition except 
for paragraph 136(2)(c), being the member and shareholder test. 


[xxx] has three members, who are also its only shareholders — [xxx]. Holdco, which is 
owned by [xxx] and [xxx] was created at the request of [xxx] lending bank for purposes 
of the bank’s security arrangements. Holdco does not receive patronage dividends. 


[xxx] is unable to meet the member test in paragraph 136(2)(c) which requires that 
90% of its members are individuals, other cooperative corporations, or corporations or 
partnerships that carry on the business of farming. [xxx] fails because Holdco, [xxx] 
and [xxx] are corporations that do not carry on the business of farming [xxx] and that 
are not cooperative corporations as defined in the Act. [xxx] and [xxx], similar to [xxx] 
satisfy most of the requirements of the cooperative corporation definition. As a result 
of failing the member test, [xxx] is unable to meet the shareholder test which requires 
that 90% of its shares be held by the members described in paragraph (c). 


Having carefully considered your situation, we intend to recommend to the Minister of 
Finance that the proposal be amended to provide that a non-arm’s length patronage 
payment will continue to be deductible if it is a prescribed payment (and assuming it 
otherwise meets the conditions set out in section 135). In your specific situation, we 
will recommend that the patronage payments from [xxx] to La) and [xxx] be pre- 
scribed payments. 


You have indicated in discussions with Ms. Smith that [xxx] and [xxx] are considering 
a corporate restructuring such that [xxx] may set up a wholly-owned corporation that 
will carry on the [xxx] business. Other restructurings are also being considered which 
include [xxx] and [xxx] creating a partnership and [xxx] amalgamating with Holdco. In 
principle, we are comfortable with extending the prescription I have described to an 
amalgamated [xxx] and to [xxx] making patronage payments to a wholly-owned sub- 
sidiary of either [xxx] or [xxx] however, without having knowledge of the specific 
structure we cannot definitively comment on whether such payments would be pre- 
scribed payments. Similarly, before commenting on a partnership or other structure we 
would need to understand the facts of the structure. 


While we cannot offer any assurance that our recommendation in this matter will be 
accepted, we hope our statement of intent in this letter will be helpful in responding to 
your concern. 


Yours sincerely, 

Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
History: Subsec. 135(1.1) added by 2005, c. 19, subsec. 32(2), applicable in respect of 
payments made by a taxpayer after March 22, 2004, except that subsec. 135(1.1) does 


not apply to the portion, if any, of a qualifying payment in respect of a taxation year 
that 


(a) can reasonably be regarded as having in commercial terms the nature of any 
one or more of an incentive payment, a rebate or a sales allowance; and 


(b) would have been deductible under the Act in computing the income of the pay- 
ing corporation for the taxation year if that portion had become payable in the 
taxation year as an incentive payment, a rebate or a sales allowance. 


Subsec. 32(5)-(8) of the said c. 19 provide: 
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(5) For the, purposes of subsecs. (4) and (6) [of the amending legislation —ed.], an 
amount, paid by a corporation is a qualifying payment in respect of a taxation year if 


(a) the taxation year began before March 23, 2004; and the amount is paid pursuant 
to a resolution that was passed by the corporation’s Board of Directors before that 
date; and 


“ (b) the corporation elects, in writing filed with the Minister of National Revenue 
on or before the day that is three months after the day on which the amending 
legislation is assented to, to have this subsection apply to the payment. 


(6) If a qualifying payment in respect of a taxation year was not paid within 12 months 
after the taxation year, but is paid on or before the day that is three months after the day 
on which the amending legislation is assented to [i.e. before Aug. 14/05 — ed.], for the 
purpose of applying the amendment to the taxpayer the amount is deemed to have been 
paid on March 23, 2004. 


(7) If.a corporation 


(a) before March 23, 2004, recorded in writing its intention to deduct under s. 135 
an amount in computing its income for a taxation year the balance-due day for 
which is before that date, 


(b) is liable to pay an amount of tax under Part I of the Act for the taxation year 
that exceeds the amount to which it would be so liable if the Act were read without 
reference to subsec. 135(1.1), as amended, and 


(c) pays to the Receiver General that excess amount within six months after the 
amending legislation is assented to, 


the corporation is, for the purpose of determining any interest or penalty payable by it 
under the Act, deemed to have paid that excess amount on its balance-due day for the 
taxation year. : 


(8) If a corporation 


(a) before March 23, 2004 recorded in writing its intention to deduct under s. 135 
an amount in computing its income for a taxation year, and 


(b) was required by Part I of the Act to pay before March 23, 2004 a part or instal- 
ment of tax that exceeds the amount it would have been so required to pay if the 
Act were read without reference to subsec. 135(1.1), as amended, 


the corporation is not liable to pay interest under subsec. 161(2), or to pay a penalty 
under s. 163.1, in respect of that excess. 


Regulations: No prescribed payments yet for 135(1.1)(b), but. see. comfort .letters 
above. The Technical Notes (Dec. 6, 2004) state: “The concept of a prescribed payment 
has been introduced in. order to accommodate cooperative structures that would, but for 
non-substantive technical reasons, satisfy the definition of a cooperative corporation”. 


(2) Limitation where non-member customer — If a taxpayer 
has not made allocations in proportion to patronage in respect of all 
of the taxpayer’s customers of the year, at the same rate, with ap- 
propriate differences for different types, classes, grades or qualities 
of goods, products or services, the amount that may be deducted by 
the taxpayer under subsection (1) is an amount equal to the lesser of 


(a) the total of the payments mentioned in that subsection, and 
(b) the total of 


(1) the part of the income of the taxpayer for the year attribu- 
table to business done with members, and 


(ii) the allocations in proportion to patronage made to non- 
member customers of the year. 
Related Provisions: 
135(2.1) — Carryforward. 


History: The opening words of subsec. 135(2) amended by 2005, c. 19, subsec. 32(3), 
applicable in respect of payments made by a taxpayer after March 22, 2004. The open- 
ing words formerly read: 


87(2)(g.5) — Amalgamation — continuing __ corporation; 


(2) Notwithstanding subsection (1), if the taxpayer has not made allocations in 
proportion to patronage in respect of all the taxpayer’s customers of the year at 
the same rate, with appropriate differences for different types or classes of 
goods, products or services, or classes, grades or qualities thereof, the amount 
that may be deducted under subsection (1) is an amount equal to the lesser of 


Interpretation Bulletins: See list at end of s. 135. 


(2.1) Deduction carried over — Where, in a taxation year end- 
ing after 1985, all or a portion of a payment made by a taxpayer 
pursuant to an allocation in proportion to patronage to the tax- 
payer’s customers who are members is not deductible in computing 
the taxpayer’s income for the year because of the application of 
subsection (2) (in this subsection referred to as the “undeducted 
amount”), there may be deducted in computing the taxpayer’s in- 
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come for a subsequent taxation year, an amount equal to the lesser 
of 


(a) the undeducted amount, except to the extent that that amount 
was deducted in computing the taxpayer’s income for any pre- 
ceding taxation year, and 


(b) the amount, if any, by which ° 


(i) the taxpayer’s income for the subsequent taxation year 
(computed without reference to this subsection) attributable 
to business done with the taxpayer’s customers of that year 
who are members 


exceeds 


(ii) the amount deducted in computing the taxpayer’s income 
for the subsequent taxation year by virtue of subsection (1) in 
respect of payments made by the taxpayer pursuant to alloca- 
tions in proportion to patronage to the taxpayer’s customers 
of that year who are members. 


| Related Provisions: 87(2)(g.5) — Amalgamation — continuing corporation. 


Interpretation Bulletins: See list at end of s. 135. 


(3) Amount to be deducted or withheld from payment to 
customer — Subject to subsection, 135.1(6), a taxpayer who 
makes at any particular time in a calendar year a payment pursuant 
to an allocation in proportion to patronage: to a person who is resi- 
dent in Canada and is not exempt from tax under section 149 shall, 
notwithstanding any agreement or any law to the contrary, deduct 
or withhold from the payment an amount equal to 15% of the lesser 
of the amount of the payment and the amount, if any, by which 


(a) the total of the amount of the payment and the amounts of all 
other payments pursuant to allocations in proportion to pa- 
tronage made by the taxpayer to that person in the calendar year 
and before the particular time 


exceeds 
(b) $100, 


and forthwith remit that amount to the Receiver General on behalf 
of that person on account of that person’s tax under this Part. 
Related Provisions: 87(2)(g.5)— Amalgamation — continuing _ corporation; 
127(6) — Investment tax credit of cooperative corporation; 135(2) — Limitation — 
non-member customers; 135(6)— Amount of payment to customers; 135.1(6) — 
135.1(6) — Exclusion from withholding — tax deferred cooperative shares; 227(1), 
(4), (5), (8-3), (8.4), (9), (9.2), (9.4), (11), (12), (13) — Witholding taxes — administra- 
tion and enforcement; 227.1 — Liability of directors. 

History: The opening words of subsec. 135(3) amended by 2006, c. 4, subsec. 79(2), 
applicable after 2005. The. opening words formerly read: 


(3) Where at any particular time in a calendar year and after 1971 a payment 
pursuant to an allocation in proportion to patronage is made by a taxpayer to a 
person who is resident in Canada and is not exempt from tax under section 149, 
the taxpayer shall, notwithstanding any agreement or any law to the contrary, 
deduct or withhold therefrom an amount equal to 15% of the lesser of the 
amount of the payment and the amount, if any, by which 


Interpretation Bulletins: See list at end of s. 135. 


Forms: T2 SCH 16: Patronage dividend deduction; T4A: Statement of pension, retire- 
ment, annuity, and other income; RC4157: Employers’ Guide: Filing the T4A Slip and 
Summary Form. 


(4) Definitions — For the purposes of this section and section 
135.1, 


“allocation in proportion to patronage” for a taxation year means 
an amount credited by a taxpayer to a customer of that year on 
terms that the customer is entitled to or will receive payment 
thereof, computed at a rate in relation to the quantity, quality or 
value of the goods or products acquired, marketed, handled, dealt in 
or sold, or services rendered by the taxpayer from, on behalf of or 
to the customer, whether as principal or as agent of the customer or 
otherwise, with appropriate differences in the rate for different clas- 
ses, grades or qualities thereof, if 


(a) the amount was credited 
(i) within the year or within 12 months thereafter, and 


(ii) at the same rate in relation to quantity, quality or value 
aforesaid as the rate at which amounts were similarly 
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credited to all other customers of that year who were mem- 
bers or to all other customers of that year, as the case may be, 
with appropriate differences aforesaid for different classes, 
grades or qualities, and 


(b) the prospect that amounts would be so credited was held out 
by the taxpayer to the taxpayer’s customers of that year who 
were members or non-member customers of that year, as the 
case may be; 


Related Provisions: 135(1) — Deduction for allocations; 212(1)(g) — Withholding 
tax on allocations to non-residents. 


“consumer goods or services” means goods or services the cost of 
which was not deductible by the taxpayer in computing the income 
from a business or property; 


“customer” means a customer of a taxpayer and includes a person 
who sells or delivers goods or products to the taxpayer, or for 
whom the taxpayer renders services; 


“income of the taxpayer attributable to business done with 
members” of any taxation year means that proportion of the in- 
come of the taxpayer for the year (before making any deduction 
under this section) that the value of the goods or products acquired, 
marketed, handled, dealt in or sold or services rendered by the tax- 
payer from, on behalf of, or for members, is of the total value of 
goods or products acquired, marketed, handled, dealt in or sold or 
services rendered by the taxpayer from, on behalf of, or for all cus- 
tomers during the year; 


“member” means a person who is entitled as a member or share- 
holder to full voting rights in the conduct of the affairs of the tax- 
payer (being a corporation) or of a corporation of which the tax- 
payer is a subsidiary wholly-owned corporation; 


“non-member customer” means a customer who is not a member; 


“payment” includes 


(a) the issue of a certificate of indebtedness or shares of the tax- 
payer or of a corporation of which the taxpayer is a subsidiary 
wholly-owned corporation if the taxpayer or that corporation has 
in the year or within 12 months thereafter disbursed an amount 
of money equal to the total face value of all certificates or shares 
so issued in the course of redeeming or purchasing certificates of 
indebtedness or shares of the taxpayer or that corporation previ- 
ously issued, 


(b) the application by the taxpayer of an amount to a member’s 
liability to the taxpayer (including, without restricting the gener- 
ality of the foregoing, an amount applied in fulfilment of an ob- 
ligation of the member to make a loan to the taxpayer and an 
amount applied on account of payment for shares issued to a 
member) pursuant to a by-law of the taxpayer, pursuant to statu- 
tory authority or at the request of the member, or 


(c) the amount of a payment or transfer by the taxpayer that, 
under subsection 56(2), is required to be included in computing 
the income of a member. ; 


History: The opening words of subsec. 135(4) amended by 2006; c. 4, subsec. 79(3), 
to add “and section 135.1”, applicable after 2005. 


Interpretation Bulletins: See list at end of s. 135. 


(5) Holding out prospect of allocations — For the purpose of 
this section a taxpayer shall be deemed to have held out the pros- 
pect that amounts would be credited to a. customer of a taxation year 
by way of allocation in proportion to patronage, if 


(a) throughout the year the statute under which the taxpayer was 
incorporated or registered, its charter, articles of association or 
by-laws or its contract with the customer held out the prospect 
that amounts would be so credited to customers who are mem- 
bers or non-member customers, as the case may be; or 


(b) prior to the commencement of the year or prior to such other 
day as may be prescribed for the class of business in which the 
taxpayer is engaged, the taxpayer has published an advertise- 
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ment in prescribed form in a newspaper or newspapers of gen- 
eral circulation throughout the greater part of the area in which 
the taxpayer carried on business holding out that prospect to cus- 
tomers who are members or non-member customers, as the case 
may be, and has filed copies of the newspapers with the Minister 
before the end of the 30th day of the taxation year or within 30 
days from the prescribed day, as the case may be. 


Related Provisions: 20(1)(u) — Patronage dividends. 
Interpretation Bulletins: See list at end of s. 135. 


(6) Amount of payment to customer — For greater certainty, 
the amount of any payment pursuant to an allocation in proportion 
to patronage is the amount thereof determined before deducting any 
amount required by subsection (3) to be deducted or withheld from 
that payment. 

Related Provisions: 20(1)(u) — Deduction — patronage dividends; 87(2)(g.5) — 


Amalgamation — continuing corporation; 135(3) — Amount to be deducted or with- 
held from payment to customer. 


Interpretation Bulletins: See list at end of s. 135. 


(7) Payment to customer to be included in income — 
Where a payment pursuant to an allocation in proportion to pa- 
tronage (other than an allocation in respect of consumer goods or 
services) has been received by a taxpayer, the amount of the pay- 
ment shall, subject to subsection 135.1(2), be included in computing 
the recipient’s income for the taxation year in which the payment 
was received and, without restricting the generality of the forego- 
ing, where a certificate of indebtedness or a share was issued to a 
person pursuant to an allocation in proportion to patronage, the 
amount of the payment by virtue of that issuance shall be included 
in computing the recipient’s income for the taxation year in which 
the certificate or share was received and not in computing the recip- 
ient’s income for the year in which the indebtedness was subse- 
quently discharged or the share was redeemed. 

Related Provisions: 20(1)(u) — Patronage dividend deduction; 87(2)(g.5) — Amal- 
gamation — continuing corporation; 135.1(2) — Limitation on income inclusion — tax 
deferred cooperative shares; 212(1)(g) — Non-resident withholding tax. 


History: Subsec. 135(7) amended by 2006, c. 4, subsec. 79(4), to substitute “a tax- 
payer” for “the taxpayer”; to add “, subject to subsection 135.1(2),”; and-to substitute 
“by virtue of that issuance” for “by virtue of the issue thereof’, applicable after 2005. 


Interpretation Bulletins: See list at end of s. 135. 


Forms: RC4157: Employers’ Guide: Filing the T4A Slip and Summary Form, T2 
SCH 16: Patronage dividend deduction; T4A: Statement of pension, retirement, annu- 
ity, and other income. 


(8) Patronage dividends — For the purposes of this section, 
where 


(a) a person has sold or delivered a quantity of goods or products 
to a marketing board established by or pursuant to a law of Can- 
ada or a province, 


(b) the marketing board has sold or delivered the same quantity 
of goods or products of the same class, grade or quality to a 
taxpayer of which the person is a member, and 


(c) the taxpayer has credited that person with an amount based 
on the quantity of goods or products of that class, grade or qual- 
ity sold or delivered to it by the marketing board, 


the quantity of goods or products referred to in paragraph (c) shall 
be deemed to have been sold or delivered by that person to the tax- 
payer and to have been acquired by the taxpayer from that person. 
Definitions [s. 135]: “amount” — 248(1); “arm’s length” — 251(1); “attributa- 
ble” — 135(4)“income of the taxpayer attributable to business done with members”; 
“business” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255; 
“corporation” — 248(1), Interpretation Act 35(1); “credit union” — 137(6), 248(1); 
“Minister”, “person”’, “prescribed”, “property” — 248(1); “province” — Interpretation 
Act 35(1); “resident in Canada” — 94(3)(a)(viii), 250; “share”, “subsidiary wholly- 
owned corporation” — 248(1); “taxation year” — 249; “taxpayer” — 248(1). See also 
135(4). 

Regulations [s. 135]: 218 (information return). 


Interpretation Bulletins [s. 135]: IT-362R: Patronage dividends; IT-493: Agency 
cooperative corporations (archived). ; 
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Agricultural Cooperatives — Tax-deferred 
Patronage Dividends 


135.1 (1) Definitions — The following definitions apply in this 
section and section 135. 


“aericultural business” means a business, carried on in Canada, 
that consists of one or any combination of 


(a) farming (including, if the person carrying on the business is a 
corporation described in paragraph (a) of the definition “agricul- 
tural cooperative corporation”, the production, processing,’ stor- 
ing and wholesale marketing of the products of its: members’ 
farming activities); or 

(b) the provision of goods or services (other than financial ser- 
vices) that are required for farming. 


“agricultural cooperative corporation” at any time means a 
corporation . 
(a) that. was incorporated or continued by or under the provisions 
of a law, of Canada or of a province, that provide for the estab- 
lishment of the corporation as a cooperative corporation or that 
provide for the establishment of cooperative corporations; and 


(b) that has at that time 
(1) as its principal business an agricultural business, or 


(ii) members, making up at least 75% of all members of the 
corporation, each of whom 


(A) is an agricultural cooperative corporation, or 
(B) has as their principal business a farming business. 
Related Provisions: 87(2)(s) — Amalgamation — continuing corporation. 


“allowable disposition” means a disposition by a taxpayer of a tax 
deferred cooperative share less than five years after the day on 
which the share was issued if 


(a) before the disposition, 


(i) the agricultural cooperative corporation is notified in writ- 
ing that the taxpayer has after the share was issued become 
disabled and permanently unfit for work, or terminally ill, or 


(ii) the taxpayer ceases to be a member of the agricultural 
cooperative corporation; or 


(b) the agricultural cooperative corporation is notified in writing 
that the share is held by a person on whom the share has de- 
volved as a consequence of the death of the taxpayer. 


“eligible member” of an agricultural cooperative corporation 
means a member who carries on an agricultural business and who is 


(a) an individual resident in Canada; 

(b) an agricultural cooperative corporation; 

(c) a.corporation resident in Canada that carries on the business 
of farming in Canada; or 


(d) a partnership that carries on the business of farming in Can- 
ada, all of the members of which are described in any of 
paragraphs (a) to (c) or this paragraph. 


“tax deferred cooperative share” at any time means a share 


(a) issued, after 2005 and before 2016, by an agricultural coop- 
erative corporation to a person or partnership that is at the time 
the share is issued an eligible member of the agricultural cooper- 
ative corporation, pursuant to an allocation in proportion to 
patronage; 


(b) the holder of which is not entitled to receive on the redemp- | 


tion, cancellation or acquisition of the share by the agricultural 
cooperative corporation or by any person with whom the agri- 
cultural cooperative corporation does not deal at arm’s length an 
amount that is greater than the amount that would, if this Act 
were read without reference to this section, be included under 
subsection 135(7) in computing the eligible member’s income 
for their taxation year in which the share was issued; 
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(c) that has not before that time been deemed by subsection (4) 
to have been disposed of; and 


(d). that is of a class 


(i) the terms of which provide that the agricultural coopera- 
tive corporation shall not, otherwise than pursuant to an al- 
lowable disposition, redeem, acquire or cancel a share of the 
class before the day that is five years after the day on which 
the share was issued, and 


(ii) that is identified by the agricultural cooperative corpora- 
tion in prescribed form and manner as a class of tax deferred 
cooperative shares. 


Related Provisions: 87(2)(s) — Amalgamation — continuing corporation. 


“tax paid balance” of a taxpayer at the end of a particular taxation 
year of the taxpayer means the amount, if any, by which 


(a) the total of 


(i) the taxpayer’s tax paid balance at the end of the immedi- 
ately preceding taxation year, and 


(ii) the amount, if any, that is included in computing the tax- 
payer’s income under this Part for the particular taxation year 
because of an election described in subparagraph (2)(a)(ii), 


exceeds 


(b) the total of all amounts each of which is the taxpayer’s pro- 
ceeds of disposition of a tax deferred cooperative share that the 
taxpayer disposed of in the particular taxation year. 


(2) Income inclusion — In computing the income of a taxpayer 
for a particular taxation year, there shall be included under subsec- 
tion 135(7), in respect of the taxpayer’s receipt, as an eligible mem- 
ber, of tax deferred cooperative shares of an agricultural coopera- 
tive corporation in the particular taxation year, only the total of 


(a) the lesser. of 
(i) the total of all amounts, in respect of the taxpayer’s re- 
ceipt in the particular taxation year of tax deferred coopera- 
tive shares, that would, if this Act were read without refer- 
ence to this section, be included under subsection 135(7) in 
computing the taxpayer’s income for the particular taxation 
year, and 
(ii) the greater of nil and the amount, if any, specified by the 
taxpayer in an election in prescribed form that is filed with 
the taxpayer’s return of income for the particular taxation 
year, and 

(b) the amount, if any, by which 

_ (i) the total of all amounts each of which is the taxpayer’s 

proceeds of disposition of a tax deferred cooperative share 
disposed of by the taxpayer in the particular taxation year 

exceeds 
(ii) the total of 


(A) the taxpayer’s tax paid balance at the end of the im- 
mediately preceding taxation year, and 


(B) the amount, if any, that is included in computing the 
taxpayer’s income for the particular taxation year because 
of an election described in subparagraph Sunes 


_ Proposed Amendment — 135. 1(2) 
Letter Be Dept. of Finance, Sept. 28, 2009: 
Piers Yan CA, MBA, Price WaterhouseCoopers LLP, ‘Montel eee 


Lam writing in cone) yout eos of Apri 2008 be ee 21, 2009, ae fader 
to your discussions with members of my staff, ‘regarding the rules relating to tax de- 
ferred patronage | dividends paid by agricultural cooperative corporations and, in partic- 
ular, the tax result that | occurs upon a oats a — sate sai of =e an 
agricultural cooperative corporation. — ; , a 


Cooperatives can distribute earnings to their members in the form of patronage divi- 
dends, which are paid i in proportion to the amount of business the member has under- 
taken with the cooperative. For income tax purposes, in computing its income, a coop- 
erative may deduct such patronage dividends paid to its members, unlike regular 
dividends which are not deductible. In turn, the tax treatment of a patronage dividend 
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in the hands of a cooperative member depends upon which of two separate regimes 
applies in respect of the dividend. The first, set out in section 135 of the Income Tax 
Act (Act), applies in respect of ordinary patronage dividends. Ordinary patronage divi- 
dends received (other than in respect of consumer goods and services) by a cooperative 
member must be included in the recipient's income and are taxable in the year they are 
received. 


The second regime, set out in section 135.1 of the Act, applies in respect of tax de- 
ferred patronage dividends. This second regime is more generous than the first in that it 
allows qualifying members of certain agricultural cooperatives to defer the inclusion of 
the patronage dividend until the subsequent redemption, cancellation or acquisition by 
the cooperative of the tax deferred cooperative share in respect of which the dividend 
relates. 


Your client, an agricultural cooperative corporation, wishes to undertake a reorganiza- 
tion of its share capital under which its members would receive a share that meets the 
criteria in paragraphs (b) to (d) of the definition of tax deferred cooperative share in 
subsection 135.1(1) in exchange for each tax deferred cooperative share tendered for 
cancellation, I understand that the purpose of the exchange is to simplify the share 
structure and reduce the number of classes of shares outstanding. No other considera- 
tion would be received by the member in exchange for the tax deferred cooperative 
shares tendered for cancellation. The rights, privileges, conditions, restrictions, limita- 
tions, paid up capital and redemption value attributable to each tax deferred cooperative 
share tendered for cancellation would be the same as the rights, privileges, conditions, 
restrictions, limitations, paid up capital and redemption value attributable to the share 
received in exchange for that tax deferred cooperative share. 


You have concluded that, under the existing tax law, each eligible member who tenders 
a tax deferred cooperative share for cancellation under the terms of the reorganization 
will be required to include an amount in income in consequence of the disposition of 
the share, As a result, you have requested an amendment which would allow the tax 
deferral to continue until such time as the member disposes the share bioter on the 
exchange. 7 


From a policy perspective, it appears appropriate for an eligible m oe rot an agricul- 
tural cooperative corporation to defer the income inclusion that would otherwise be 
required under subsection 135.1(2) when the share capital of an agricultural cote 
tive is reorganized in a manner described above. 


In the event that an amendment is made to accommodate stich a further deferral, we 
further agree that it would be consistent with the underlying policy to provide an ex- 
emption from the obligation to withhold under subsection 135. 1) of the o on the 
exchange. 


Accordingly, we are prepared to recommend to the Minister of Finance that the Act be 
amended such that subsections 135.1(2) and (7) would not apply upon the disposition 
of a tax deferred cooperative share where the following conditions are met: 
* the disposition arises as part of a reorganization of the agricultural oe cor- 
poration’s share capital; : : 


the eligible member disposes of all ae their chates of: a panicales class as. oan of the 
reorganization; 


* the only consideration received by an eligible ember in the course of the reorgan- 
ization in exchange for the disposition of tax deferred cooperative shares issued by 
an agricultural cooperative corporation are shares of the same agricultural coopera- 
tive corporation and the shares meet the criteria in paragraphs (b) to (d) of the 
definition of tax deferred cooperative share in subsection 135.1(1); and 


* the cumulative total paid-up capital and cumulative total amount that the eligible 
member is entitled to receive on a redemption, acquisition or cancellation of the 
new shares equals the cumulative total amount of paid-up capital and the cumula- 
tive total amount that the eligible member is entitled to receive on a redemption, 
acquisition or cancellation of the old shares. 


Furthermore, if our recommendation were to be accepted, we would also recommend 
that the amendment be effective in respect of redemptions, cancellations and acquisi- 
tions that occur after the date of this letter. 


While I cannot offer any assurance that our recommendation in this matter will be ac- 
cepted, I hope our statement of intent in this letter will be helpful i in responding to your 
concern, 

Yours sincerely, 


Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 87(2)(s) — Amalgamation — continuing corporation. 


(3) Deductibility limit — The amount that may be deducted under 
subsection 135(1) for a particular taxation year by an agricultural 
cooperative corporation in respect of payments, in the form of tax 
deferred cooperative shares, made pursuant to allocations in propor- 
tion to patronage shall not exceed 85% of the agricultural coopera- 
tive corporation’s income of the taxation year attributable to busi- 
ness done with members. 


(4) Deemed disposition — A taxpayer who holds a tax deferred 
cooperative share is deemed to have disposed of the share, for pro- 
ceeds of disposition equal to the amount that would, if this Act were 
read without reference to this section, have been included under 
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subsection 135(7), in respect of the share, in computing the tax- 
payer’s income for the taxation year in which the share was issued, 
at the earliest time at which 


(a) the paid-up capital of the share is reduced otherwise than by 
way of a redemption of the share; or 


(b) the taxpayer pledges, or for civil law hypothecates, assigns 
or in any way alienates the share as security for indebtedness of 
any kind. 

Related Provisions: 135.1(5) — Reacquisition. 


(5) Reacquisition — A taxpayer who is deemed by subsection (4) 
to have disposed at any time of a tax deferred cooperative share is 
deemed to have reacquired the share, immediately after that time, at 
a cost equal to the taxpayer’s proceeds of disposition from that 
disposition. 


(6) Exclusion from withholding obligation — Subsection 
135(3) does not apply to a payment pursuant to an allocation in pro- 
portion to patronage that is paid by an agricultural cooperative cor- 
poration through the issuance of a tax deferred cooperative share. 


(7) Withholding on redemption — If a share that was, at the 
time it was issued, a tax deferred cooperative share of an agricul- 
tural cooperative corporation is redeemed, acquired or cancelled by 
the agricultural cooperative corporation, or by a person or partner- 
ship with whom the agricultural cooperative corporation does not 
deal at arm’s length, the agricultural cooperative corporation or the 
person or partnership, as the case may be, shall withhold and forth- 
with remit to the Receiver General, on account of the shareholder’s 
tax liability, 15% from the amount otherwise payable on the re- 
demption, oe or cancellation. 


Proposed Amendment — 135. 1(7) 
Letter from Dept. of Finance, March 4, 2008: _ 
Mr. Benoit Gagnon, Chief Financial Officer, Agropur coopérative 
Dear Mr. Gagnon: 


I am writing further to this Division’s letter to you of April 25, 2007, and Jocelyn 
Losiers’ subsequent discussions with members of my staff, regarding the rules relating 
to tax-deferred patronage dividends paid by agricultural cooperative corporations and, 
in particular, the obligation | to. withhold 15% on the redemption, acquisition or cancel- 
lation of a tax-deferred cooperative share. 


Cooperatives can distribute earnings to their members in the form of patronage divi- 
dends, which are paid in proportion to the amount of business the member has under- 
taken with the cooperative. For income tax purposes, in computing its income, a coop- 
erative may deduct such patronage dividends paid to its members, unlike regular 
dividends which are not deductible. In turn, the tax treatment of a patronage dividend 
in the hands of a cooperative member depends upon which of two separate regimes 
applies in respect of the dividend. 


The first, set out in section 135 of the Income Tax Act (Act), applies in respect of 
ordinary patronage dividends. Ordinary patronage dividends received (other than in re- 
spect of consumer goods and services) by a cooperative member must be included in 
the recipient’s income and are taxable in the year they are received. 


The second regime, set out in section 135.1 of the Act, applies in respect of tax-de- 
ferred patronage dividends. This second regime is more generous than the first in that it 
allows qualifying members of certain agricultural cooperatives to defer the inclusion of 
the patronage dividend until the subsequent redemption, cancellation or acquisition by 
the cooperative of the tax-deferred cooperative share in loan of which the dividend 
relates. / oe 


Under the ordinary patronage dividend regime the cooperative is isons required to 
withhold and remit to the government an amount on behalf of the member's tax liabil- 
ity in respect of the patronage dividend. However, an exemption from this withholding 
requirement is provided when an ordinary patronage dividend is made to a person who 
is exempt from tax on its taxable income under section 149 of the Act. A requirement 
to withhold taxes is also imposed under the tax-deferred patronage dividend regime at 
the time of the redemption, cancellation or acquisition by the cooperative of the tax- 
deferred cooperative share, but, as you note, a similar exemption from the withholding 
requirements is not currently provided in respect of the redemption, cancellation or 
acquisition of shares held by a person who is exempt from tax on its taxable income 
under section 149 of the Act. P 


In an earlier letter to this Department, you indicated that splchiiurs cooperative mem- 
bers may prefer to hold their tax-deferred cooperative shares inside their RRSPs (and, I 
would gather by extension, an RRIF). To do so, these members would have ‘to transfer 
the share to the RRSP or RRIF after having acquired it from cooperative. This is be- 
cause a share will only qualify as a tax-deferred cooperative share if it issued to an 
eligible member, which does not include RRSPs or RRIFs. As a result, I would’ expect 
that an RRSP would be unlikely to hold tax-deferred cooperative shares given that the 
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transfer of the share to an RRSP or an RRIF would be a taxable disposition, negating 
any tax advantage of the deferral provided for by the tax-deferred patronage dividend 
rules. However, I understand from the discussions you have had with my staff that 
some members may nonetheless wish to make such a transfer to their RRSPs or RRIFs. 


You have, therefore, recommended that subsection 135.107) of the Act be amended to 
provide for an exemption from the obligation to withhold in respect of a redemption, 
acquisition or cancellation of a tax-deferred cooperative share when the amount is paid 
to a trust governed by an RRSP or RRIF that is exempt from tax under section 149 of 
the Act. While, as indicated above, we believe that it will be rare for this: situation to 
occur, we consider the requested amendment to be consistent with the underlying pol- 
icy objective of the provision. As a result, we are prepared to recommend to the Min- 
ister of Finance that the Act be amended to provide such an exemption. Furthermore, if 
our recommendation were accepted, we would also recommend that the amendment be 
effective in respect of redemptions, cancellations and acquisitions that oceur after 2007. 


While I cannot offer arly assurance that our recommendation in this matter will be ac- 
cepted, I hope our statement of intent in this letter will be helpful in pee to ee 
concern. : 


Yours sincerely, 


Gerard Lalonde, Director, Tax ‘Lezisiadon Division, Tax Policy B Bence 


Proposed Amendment — 135.1(7) 
Letter from Dept. of Finance, Sept. 28, 2009: See under 135.1(2), 


Related Provisions: 87(2)(s) — Amalgamation — continuing corporation; 227(1), 
(4), (5), (8.3), (8.4), (9), (9.2), (9.4), (11), (12), (13) — Withholding taxes — adminis- 
tration and enforcement; 227.1 — Liability of directors for failing to withhold. 


(8) Application of subsecs. 84(2) and (3) — Subsections 
84(2) and (3) do not apply to a tax deferred cooperative share. 
History: S. 135.1 added by 2006, c. 4, s. 80, applicable after 2005, except that para. 
135.1(4)(b) does not apply to any indebtedness entered into before 2006. 
Definitions [s. 135.1]: “agricultural business”, “agricultural cooperative corpora- 
tion” — 135.1(1); “allocation in proportion to patronage” — 135(4); “allowable dispo- 
sition” — 135.1(1); “amount” — 248(1); “arm’s length” — 251(1); “attributable” — 
135(4)“income of the taxpayer attributable to business done with members”; “busi- 
ness” — 248(1); “Canada” — 255, Interpretation Act 35(1); “consequence” — 248(8); 
“corporation” — 248(1), Interpretation Act 35(1); “disposition” — 248(1); “eligible 
member’ — 135.1(1); “farming”, “individual” — 248(1); “member” — 135(4); “paid- 
up capital” — 29(1), 248(1); “payment” — 135(4); “person”, “prescribed”. — 248(1); 
“province” — Interpretation Act 35(1); “resident in Canada” — 250; “security” — In- 
terpretation Act 35(1); “share”, “shareholder” — 248(1); “tax deferred cooperative 
share”, “tax paid balance” — 135.1(1); “taxation year” — 249; “taxpayer” —,248(1); 
“writing” — Interpretation Act 35(1). 


Cooperative Corporations 


136. (1) Cooperative not private corporation — Notwith- 
standing any other provision of this Act, a cooperative corporation 
that would, but for this section, be a private corporation is deemed 
not to be a private corporation except for the purposes of sections 
15.15 125, 125.1, 127,127.1, 152 and'157, the definition “mark-to- 
market property” in subsection 142.2(1) and the definition “small 
business corporation” in subsection 248(1) as it applies for the pur- 
pose of paragraph 39(1)(c). 


Proposed Amendment _ 136(1) mont 


136. (1) Cooperative not private corporation — Notwith- 
standing any other provision of this Act, a cooperative corporation 
that would, if this Act were read without reference to this section, 
be a private corporation is deemed not to be a private corporation 
except for the purposes of sections 15.1, 123.4, 125, 125.1, 127, 
127.1, 152 and 157, the definition “mark-to-market property” in 
subsection 142.2(1) and the definition “small business corpora- 
tion” in subsection 248(1) as it cue for the ae oad of eet 
graph 39(1)(c). 

Application: The July 16, 2010 draft legislation (Part | nen, subsec. 9011), 
will amend subsec. 136(1) to read as above, applicable to 2001 et seq. 

Technical Notes (July 2010): Subsection 136(1) provides that a cooperative 
corporation that would otherwise be a private corporation is treated as a private cor- 
poration for the purposes of specified provisions of the Act. The subsection is 
amended to include among those provisions section 123.4, which in effect provides — 
reductions in corporate tax rates, This subsection is amended, for the 2001 and subse- 
quent taxation years, to provide that a cooperative corporation that otherwise quali- 
fies as a Canadian-controlled private corporation (CCPC) may use ‘the — rate 
reduction provided for CCPCs. : Ly 


- 136(1) 


Letter from Dept. of siting March _ 2001: 
Dear [xxx]: 


Thank you ‘for ‘your letter of February 26, 2001, regarding the application of pro- 
posed section 123.4 of the Income Tax Act (the “Act’”) to co-operative corporations. 


If it is enacted as proposed, section 123.4 will provide both a general deduction from 
tax otherwise payable, available to most types of corporation, and a special deduction 
for Canadian-controlled private corporations (CCPCs). You have asked whether a 
co-operative corporation could also be a CCPC for the purposes of these new deduc- 
tions. You identify two important results that follow from the answer to that ques- 
tion. First, a co-operative corporation that is a CCPC will determine its “full rate 
taxable income” using paragraph (b) of the definition of that term in proposed sub- 
section 123.4(1); one that is not a CCPC will use paragraph (a). Second, a co-opera- 
tive corporation that is a CCPC may be able to use the proposed 7% deduction from _ 
tax on up to $100,000 of active business income in excess of the $200,000 limit for 
the section 125, “small business deduction”. 


As you point out, although subsection 136(1) of the Act deeias cO-operative corpora- 
tions not to be private. corporations for most purposes, that deeming rule does not 

apply for the purposes of a number of specified provisions, including section 125 of 
the Act. A co-operative corporation that meets the other relevant requirements is thus 
not precluded from being a CCPC under the definition in subsection 125(7), nor from 
taking advantage of the small business deduction itself. 


Given the close connection between the new special deduction for CCPCs and the 
existing small business deduction, in policy terms it seems clear that a co-operative 
corporation that is a CCPC under section 125 ought also to be treated as such for the 
purposes of proposed section 123.4. I agree, however, that it may not be obvious 
from the current version of subsection 136(1) that this is indeed the case. 


To avoid any possible confusion, we are therefore prepared to recommend the addi- 
tion, to the list in subsection 136(1), of a reference to proposed section 123.4, This 
change, if approved by the Minister of Finance, would be included in a package of 
draft technical amendments scheduled for release in the coming months. 


Thank you for bringing this matter to our attention. 
Yours sincerely, < - ; 
Brian Ernewein, Direc, Tax ia Division, Tax Policy Branch 


: Proposed Amendment — 136(1) 
Leite: from Dept. of Finance, March 16, 2009: 
Ms. Gail Ellis, Corporate Treasurer, Amalgamated Dairies Limited, Summerside, P.E.I. 
Dear Ms. Ellis: 


Thank you for your correspondence of February 23, 2007 in which you recommend 
that cooperative corporations be treated as Canadian-controlled private corporations 
(CCPCs) for the purposes of the enhanced dividend tax credit under subsection 89(1) of 
the Income Tax Act (Act). I apologize for the delay of this reply. 


From a policy perspective, it is intended that cooperative corporations be permitted to 
be private corporations (and thus in some cases, CCPCs) for the purposes of subsection 
89(1). By way of background, one of the policy reasons for the enhanced dividend tax 
credit is to minimize the effect of double taxation in our existing corporate tax system. 
Under the enhanced dividend tax credit for eligible dividends, subsection 89(1) allows 
a CCPC’s income that was taxed at the full corporate income tax rate to be included in 
its general rate income pool (GRIP) at the end of a taxation year. Generally, a positive 
balance in a CCPC’s GRIP at the end of a taxation year reflects the amount available 
for eligible dividend designation by the CCPC. 


Subsection 136(1) of the Act deems a cooperative corporation not to be a private cor- 
poration, except for certain purposes, including for the purposes of the small business 
deduction. You have indicated that a cooperative corporation that is in a position to 
benefit from the small business deduction (pursuant to one of the exceptions under 
subsection 136(1)) should also be in a position to benefit from having a GRIP. 


We agree with this view and are prepared to recommend to the Minister of Finance the 
addition, to the list of exceptions in subsection 136(1), of a reference to subsection 
89(1). If our recommendation is acted upon, we anticipate that the amendments would 
be included i in a future technical bill. While I cannot offer any assurance that the Min- 
ister will agree with our recommendation, I hope that this statement of our intentions is 
helpful to you. 


Yours sincerely, 
Gerard Lalonde, Director, Tox {sidtnon Division, Tax Polioy Branch 


Related Provisions: 15.1(3) — Eligible small business corporation; 89(1)‘‘paid-up 
capital’’(b) — Paid-up capital of cooperative corporation; 125 — Small business deduc- 
tion; 127(6) — Investment tax credit of cooperative corporation; 135 — Patronage div- 
idend; 137 — Deductions in computing income; 248(1) — “share” includes a share of 
a cooperative corporation. 


History: Subsec. 136(1) amended by 1998, c. 19, s. 161, applicable to taxation years 
that end after February 22, 1994. Subsec. 136(1) formerly read: 


136. (1) Notwithstanding any other provision of this Act, a cooperative corpora- 
tion that would, but for this section, be a private corporation shall be deemed not 
to be a private corporation except for the purposes of sections 15.1, 125, 125.1, 
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127, 127.1, 152 and 157 and the definition “small business corporation” in sub- 
section 248(1) as it applies for the purpose of paragraph 39(1)(c). 
Subsec. 136(1) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 112, to substitute “125, 
125.1” for “123.1, 125”, applicable after June 1988 except that in its application before 
April 28, 1989, the subsec. shall be read without the reference to s. 152. 


Interpretation Bulletins: IT-493: Agency cooperative corporations (archived), 


(2) Definition of “cooperative corporation” — In this section, 
“cooperative corporation” means a corporation that was incorpo- 
rated or continued by or under the provisions of a law, of Canada or 
of a province, that provide for the establishment of the corporation 
as a cooperative corporation or that provide for the establishment of 
cooperative corporations, for the purpose of marketing (including 
processing incident to or connected to the marketing) natural prod- 
ucts belonging to or acquired from its members or customers, of 
purchasing supplies, equipment or household necessaries for or to 
be sold to its members or customers or of performing services for 
its members or customers, if 


(a) the statute by or under which it was incorporated, its charter, 
articles of association or by-laws or its contracts with its mem- 
bers or its members and customers held out the prospect that 
payments would be made to them in proportion to patronage; 


(b) none of its members (except other cooperative corporations) 
have more than one vote in the conduct of the affairs of the cor- 
poration; and 


(c) at least 90% of its members are individuals, other coopera- 
tive corporations, or corporations or partnerships that carry on 
the business of farming, and at least 90% of its shares, if any, are 
held by those persons or partnerships. 


Proposed Amendment — 136(2)(c), (d) ((d) 
temporary] 


(c) at least 90% of its members are individuals, other coopera- 
tive corporations, or corporations or partnerships that carry on 
the business of farming; and = 


(d) at least 90% of its shares, if any, are held by members de- 
scribed in paragraph (c) or by trusts governed by registered re- 
tirement savings plans, registered retirement income funds or 
registered education savings plans or TFSAs, the annuitants, 
holders or subscribers under which are members described in 
that paragraph. 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. 92(2), 
will amend para. 136(2)(c) to read as above and add para. (d), applicable to 1998 et 
seq., except that, in its application to taxation years before 2009, para. 136(2)(d) i is to 
be read as follows: 


(d) at least 90% of its shares, if any, are held by members described in para- 
graph (c) or by trusts governed by registered retirement savings plans, regis- 
tered retirement income funds or registered education savings plans, the annui- 
tants or subscribers under which are members described in that paragraph. © 


Technical Notes (July 2010): Subsection 136(2) sets out conditions that a corpo- © 
ration must meet in order to be a cooperative corporation. The condition in current 
paragraph 136(2)(c) has two parts: at least 90% of its members must be individuals, - 
other cooperative corporations, or corporations or partnerships that carry on the busi-- 
ness of farming; and at least 90% of its shares, if any, must be held by those persons 
or partnerships. 


The second part of this condition is modified to econ cases where the shares 
of a cooperative are held not only by the members themselves, but also by their regis- 
tered plans (RRSPs, RRIFs, RESPs or TFSAs). If shares are held by a trust that is 
governed by such a plan, provided a member of the cooperative is the plan’s sub- 
scriber or annuitant, as the case may be, those shares will be counted in the same way 
as if they were held by a member personally. Amended paragraph 136(2)(c) and new 
paragraph 136(2)(d), which give effect to this change, apply to the 1998 and subse- 
quent taxation years, except that the accommodation with respect to shares held by 
TFSAs applies for the 2009 and subsequent taxation years. 


Letter from Dept. of Finance, June 11, 1999: 
Dear [xxx]: 


This is in response to your letter dated June 4, 1999 to Len Farber respecting para- 
graph 136(2)(c) of the Income Tax Act and subsection 4900(12) of the Income Tax 
Regulations. Paragraph 136(2)(c) of the Act provides, as part of the definition of 
“cooperative corporation” in section 136, that at least 90% of a cooperative’s shares 
must be held by members who are individuals, other cooperative corporations or cor- 
porations or partnerships that carry on the business of farming. Subsection 4900(12) 
of the Regulations provides that shares of specified cooperative corporations are 
qualified investments that may be held in an RRSP. You are concerned that the abil- 
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ity of a cooperative’s members to hold their shares in RRSPs could, because the — 
RRSPs may not be “members”, cause the corporation to lose its cooperative status 
under section 136. 


You have been advised by officials of the Tax Legislation Division that an amend- 
ment to paragraph 136(2)(c) is anticipated which would ensure that a cooperative © 
does not lose its status as a consequence of its members contributing their shares to 
their RRSPs. You are seeking confirmation in writing of this information. 


I can confirm that we intend to recommend that paragraph 136(2)(c) of the Act be — 
amended to enable individual members of a cooperative to contribute their shares to 
their own RRSPs without any adverse consequences to the cooperative under the — 
Act. The details of the amendment to be recommended remain to be developed. In — 
general terms, however, I would foresee it being structured either as a rule which © 
attributed the shares held by an RRSP to the annuitant, or which reformed paragraph — 
136(2)(c) to provide that shares contributed to an RRSP by a cooperative member — 
would be treated as shares held by individuals who are members of a cooperative. 
We will recommend that this amendment apply to the 1998 and subsequent taxation. 
years. 


Yours sincerely, ae 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch. 


History: The opening words of subsec. 136(2) amended by 2006, c. 4, s. 81, applica- 
ble after June 2005. The opening words formerly read: 


(2) In this section, “cooperative corporation” means a corporation that was incor- 
porated by or under a law of Canada or a province providing for the establish- 
ment of the corporation or respecting the establishment of cooperative corpora- 
tions for the purpose of marketing (including processing incident to or connected 
therewith) natural products belonging to or acquired from its members or cus- 
tomers, of purchasing supplies, equipment or household necessaries for or to be 
sold to its members or customers or of performing services for its members or 
customers, if 
Definitions [s. 136]: “business” — 248(1); “Canada” — 255, Interpretation Act 
35(1); “corporation” — 248(1), Interpretation Act 35(1); “farming”, “individual” — 
248(1); “person” — 248(1); “private corporation” — 89(1), 248(1); “province” — In- 
terpretation Act 35(1); “registered education savings plan” — 146.1(1), 248(1); “regis- 
tered retirement income fund” — 146.3(1), 248(1); “registered retirement savings 
plan” — 146(1), 248(1); “share”, “small business corporation” — 248(1); “TFSA” — 
146.2(5), 248(1); “trust” — 104(1), 248(1), (3). 


Credit Unions, Savings and Credit Unions, and 
Deposit Insurance Corporations 


137. (1) [Repealed under former Act] 


(2) Payments pursuant to allocations in proportion to 
borrowing [credit union] — Notwithstanding anything in this 
Part, there may be deducted, in computing the income for a taxation 
year of a credit union, the total of bonus interest payments and pay- 
ments pursuant to allocations in proportion to borrowing made by 
the credit union within the year or within 12 months thereafter to 
members of the credit union, to the extent that those payments were 
not deductible under this subsection in computing the income of the 
credit union for the immediately preceding taxation year. 

Related Provisions: 110.1(1)(a) — 137(2) ignored for purposes of charitable dona- 
tions limit; 135 — Patronage dividends; 137(6) — Maximum cumulative reserve. 
Interpretation Bulletins: IT-483: Credit unions (archived). 


Forms: T2 SCH 17: Credit union deductions. 


(3) Additional deduction [credit union] — There may be de- 
ducted from the tax otherwise payable under this Part for a taxation 
year by a corporation that was, throughout the year, a credit union, 
an amount equal to the amount determined by multiplying the rate 
that would, if subsection 125(1.1) applied to the corporation for the 
year, be its small business deduction rate for the year within the 
meaning assigned by that subsection, by the amount, if any, by 
which the lesser of 


(a) the corporation’s taxable income for the year, and 


(b) the amount, if any, by which */; of the corporation’s maxi- 
mum cumulative reserve at the end of the year exceeds the cor- 
poration’s preferred-rate amount at the end of the immediately 
preceding taxation year 

exceeds 


(c) the least of the amounts determined under paragraphs 
125(1)(a) to (c) in respect of the corporation for the year. 
Related Provisions: 137(4.3) — Preferred-rate amount. 
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History: The opening words of subsec. 137(3) amended by 2007, c. 2, s. 37, applica- 
ble to 2008 et seq. It formerly. read: 


(3) There may be deducted from the tax otherwise payable under this Part for a 
taxation year by a corporation that was, throughout the year, a credit union, an 
amount equal to 16% of the amount, if any, by which the lesser of 


Interpretation Bulletins: IT-483: Credit unions (archived). 
Forms: T2 SCH 17: Credit union deductions. 


(4) Amount deemed deductible under section 125 — For 
the purposes of this Act, any amount deductible or any deduction 
under subsection (3) from the tax otherwise payable by a credit 
union under this Part for a taxation year shall be deemed to be an 
amount deductible or a deduction, as the case may be, under section 
125 from that tax‘ 


Related Provisions: 125 — Small business deduction; 137(6) — Maximum cumula- 
tive reserve. 


Interpretation Bulletins: IT-483: Credit unions (archived). 


(4.1) Payments in respect of shares — Notwithstanding any 
other provision of this Act, an amount paid or payable by a credit 
union to a member thereof in respect of a share of a class of the 
capital stock of the credit union (other than any such amount paid or 
payable as or on account of a reduction of the paid-up capital, re- 
demption, acquisition or cancellation of the share by the credit 
union to the extent of the paid-up capital of the share) shall, where 


the share is not listed. on a designated stock exchange, be deemed to | 


have been paid or payable, as the case may be, by the credit union 
as interest and to have been received or to have been receivable, as 
the case may be, by the member as interest. 


Related Provisions: 12(1)(c) — Interest included in income; 84(3), (4) — Deemed 
dividend on reduction of paid-up capital; 137(4.2) — Deemed interest not a dividend. 
History: Subsec. 137(4.1) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007, c. 35, para. 68(2)(1), applicable after December 
13, 2007. 
Subsec. 137(4.1) substituted by 1994, c. 21, s. 64, applicable to transactions occurring 
after December 21, 1992. That subsec. formerly read: 
(4.1) Amount paid in respect of members’ share deemed paid as inter- 
est — Notwithstanding any other provisions of this Act, any amount paid or 
payable by a credit union to a member thereof in respect, of the member’s share 
in the credit union, other than any such amount paid.or payable as or on account 
of a reduction of the paid-up capital, redemption, acquisition or cancellation by 
the credit union of the member’s share to the extent of the paid-up capital of that 
share, shall be deemed to have been paid or payable, as the case may be, by the 
credit union as interest and, when received by the member, to have been received 
by the member as interest. 


Interpretation Bulletins: IT-483: Credit unions (archived). 


(4.2) Deemed interest not a dividend — Notwithstanding any 
other provision of this Act, an amount that is deemed by subsection 
(4.1) to be interest shall be deemed not to be a dividend. 

Related Provisions: 84(2) — Deemed dividend on winding-up; 84(3) — Deemed 
dividend on redemption of shares; 84(4) — Deemed dividend — reduction of paid-up 
capital. 

History: Subsec. 137(4.2) substituted by 1994, c.:21,.s. 64, applicable to transactions 
occurring after December 21, 1992. That subsec. formerly read; 


(4.2) Application of section 84 — Subsections 84(2), (3) and (4) do not apply 
to deem a dividend to have been paid by a corporation to any of its shareholders, 
or to deem any of the shareholders of a corporation to have received a dividend 
on any shares of the capital stock of the corporation, if at the time the dividend 
would, but for this subsection, be deemed by subsection 84(2), (3) or (4) to have 
been so paid or received, as the case may be, the corporation was a credit union. 


Interpretation Bulletins: IT-483: Credit unions (archived). 


(4.3) Determination of preferred-rate amount of a corpora- 
tion — For the purposes of subsection (3), 


(a) the preferred-rate amount of a corporation at the end of a 
taxation year is an amount equal to the total of its preferred-rate 
amount at the end of its immediately preceding taxation year and 
2%4 of the amount deductible under section 125 from the tax for 
the year otherwise payable by it under this Part; 


(b) where at any time a new corporation has been formed as a 
result of an amalgamation of two or more predecessor corpora- 
tions, within the meaning of subsection 87(1), it shall be deemed 
to have had a taxation year ending immediately before that time 


a 
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and ‘to have had, at the end of that year, a preferred-rate amount 
equal to the total of the preferred-rate amounts of each of the 
predecessor corporations at the end of their last taxation years; 
and 


(c) where there has been a winding-up as described in subsection 
88(1), the preferred-rate amount of the parent (referred to in that 
subsection) at the end of its taxation year immediately preceding 
its taxation year in which it received the assets of the subsidiary 
(referred to in that subsection) on the winding-up ‘shall be 
deemed to be the total of the amount that would otherwise be its 
preferred-rate amount at the end of that year and the preferred- 
rate amount of the subsidiary at the end of its taxation year in 
which its assets were distributed to the parent on the winding- 
up. 
Interpretation Bulletins: IT-483: Credit unions (archived). 


(5) Member’s income — Where a payment has been received by 
a taxpayer from a credit union in a, taxation year in respect of an 
allocation, in. proportion. to borrowing, the amount. thereof shall, if 
the money so,borrowed was used by the taxpayer for the purpose. of 
earning income from.a business or property (otherwise than to ac- 
quire property the income from which would be exempt orto, ac- 
quire a life insurance policy), be included in computing the tax- 
payer’s income for the year. 


(5.1) Allocations of taxable dividends and capital gains — 
A credit union (referred to in this subsection and in subsection (5.2) 
as the “payer’”) may, at any time within 120 days after the end of its 
taxation year, elect in prescribed form to allocate in respect of the 
year to a member that is a credit union such portion of each of the 
following amounts as may reasonably be regarded as attributable to 
the member: 


(a) the total of ‘all amounts each of which is the amount of a 
taxable dividend received by the payer from a taxable Canadian 
corporation in the year; 


(b) the amount if any, by which 


(1) the total of all amounts each of which is the amount by 
which the payer’s capital gain from the disposition of a pro- 
perty in the year exceeds the payer’s taxable capital gain 
from the disposition 


exceeds 


(11) the total of all amounts each of which is the amount by 
which the payer’s capital loss from the disposition of a pro- 
perty in the year exceeds the payer’s allowable capital loss 
from the disposition; and 


(c) each amount deductible under paragraph (5.2)(c), in comput- 
ing the payer’s taxable income for the year. 


Related Provisions: 137(5.2) — Allocations of taxable dividends and capital gains. 


History: Para. 137(5.1)(b) substituted and para. (c) added by 1994, c. 7, Sch. II (1991, 
c. 49), subsec. 113(1), applicable to 1988 et seg. Para. (b) formerly read: 


(b) the amount, if any, by which the total of the payer’s taxable capital gains 
from dispositions of property in the year exceeds the total of its allowable capital 
losses from dispositions of property in the year. 


Interpretation Bulletins: IT-483: Credit unions (archived). 


Forms: T2004: Election by a credit union to allocate taxable dividends and taxable 
capital gains to member credit unions. 


(5.2) Idem — Notwithstanding any other provision of this Act, 


(a) there shall be deducted from the amount that would, but for 
this subsection, be deductible under section 112 in computing a 
payer’s taxable income for a taxation year such portion of the 
total referred to in paragraph (5.1)(a) as the payer allocated to its 
members under subsection (5.1) in respect of the year; 


(b) there shall be included in computing the income of a payer 
for a taxation year an amount equal to that portion of the amount 
referred to in paragraphs (5.1)(b) and (c) that the payer allocated 
under subsection (5.1) in respect of the year to its members; and 


(c) each amount allocated under subsection (5.1) to a member 
may be deducted by that member in computing the member’s 
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taxable income for its taxation year that includes the last day of 
the payer’s taxation year in respect of which the amount was so 
allocated. 
History: Para. 137(5.2)(c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 79, appli- 
cable to 1991 et seq. Para. (c) formerly read: 
(c) each amount allocated to a member under subsection (5.1) may be deducted 


by that member in computing its taxable income for its taxation year during 
which the amount was so allocated. 


Para. 137(5.2)(b) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 113(2), applica- 
ble to 1988 et seg. Para. (b) formerly read: 


(b) there shall be included in computing the income of a payer for a taxation year 
an amount equal to that portion of the amount referred to in paragraph (5.1)(b) 
that the payer allocated to its members under subsection (5.1) in respect of the 
year; and 


Interpretation Bulletins: IT-483: Credit unions (archived). 
(6) Definitions — In this section, 


“allocation in proportion to borrowing” for a taxation year 
means an amount credited by a credit union to a person who was a 
member of the credit union in the year on terms that the member is 
entitled to or will receive payment thereof, computed at a rate in 
relation to 


(a) the amount of interest payable by the member on money bor- 
rowed from the credit union, or 


(b) the amount of money borrowed by the member from the 
credit union, 


if the amount was credited at the same rate in relation to the amount 
of interest or money, as the case may be, as the rate at which 
amounts were similarly credited for the year to all other members of 
the credit union of the same class; 


“bonus interest payment” for a taxation year means an amount 
credited by a credit union to a person who was a member of the 
credit union in the year on terms that the member is entitled to or 
will receive payment thereof, computed at a rate in relation to 


(a) the amount of interest payable in respect of the year by the 
credit union to the member on money standing to the member’s 
credit from time to time in the records or books of account of the 
credit union, or 


(b) the amount of money standing to the member’s credit from 
time to time in the year in the records or books of account of the 
credit union, 


if the amount was credited at the same rate in relation to the amount 
of interest or money, as the case may be, as the rate at which 
amounts were similarly credited in the year to all other members of 
the credit union of the same class; 


“credit union” means a corporation, association or federation in- 
corporated or organized as a credit union or cooperative credit soci- 
ety if 
(a) it derived all or substantially all of its revenues from 
(i) loans made to, or cashing cheques for, members, 


(ii) debt obligations or securities of, or guaranteed by, the 
Government of Canada or a province, a Canadian municipal- 
ity, or an agency thereof, or debt obligations or securities of a 
municipal or public body performing a function of govern- 
ment in Canada or an agency thereof, 


(iii) debt obligations of or deposits with, or guaranteed by, a 
corporation, commission or association not less than 90% of 
the shares or capital of which was owned by the Government 
of Canada or a province or by a municipality in Canada, 


(iv) debt obligations of or deposits with, or guaranteed by, a 
bank, or debt obligations of or deposits with a corporation 
licensed or otherwise authorized under a law of Canada or a 
province to carry on in Canada the business of offering to the 
public its services as trustee, 


(v) charges, fees and dues levied against members or mem- 
bers of members, 
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(vi) loans made to or deposits with a credit union or coopera- 
tive credit society of which it is a member, or 


(vii) a prescribed revenue source, 


(b) all or substantially all the members thereof having full voting 
rights therein were corporations, associations or federations 


(i) incorporated as credit unions or cooperative credit socie- 
ties, all of which derived all or substantially all of their reve- 
nues from the sources described in paragraph (a), or all or 
substantially all of the members of which were credit unions, 
cooperatives or a combination thereof, 


(ii) incorporated, organized or registered under, or governed 
by a law of Canada or a province with respect to coopera- 
tives, or 


(iii) incorporated or organized for charitable purposes, 


or were corporations, associations or federations no part of the 
income of which was payable to, or otherwise available for the 
personal benefit of, any shareholder or member thereof, or 


(c) the corporation, association or federation would be a credit 
union by virtue of paragraph (b) if all the members (other than 
individuals) having full voting rights in each member thereof 
that is a credit union were members having full voting rights in 
the corporation, association or federation; 
Related Provisions: 89(1)“paid-up capital’(b) — PUC of credit union; 137.1(7) — 
Deposit insurance corporation deemed not credit union; 248(1)“credit union” — Defi- 
nition applies to entire Act; 248(1)“share” — Share of a credit union is a share; Reg. 
9002(3) — Mark-to-market rules — property held by credit union. 


Interpretation Bulletins: IT-483: Credit unions (archived). 


“maximum cumulative reserve” of a credit union at the end of 
any particular taxation year means an amount determined by the 
formula 


0.05 x (A +B) 
where 


A. is the total of all amounts each of which is the amount of any 
debt owing by the credit union to a member thereof or of any 
other obligation of the credit union to pay an amount to a mem- 
ber thereof, that was outstanding at the end of the year, includ- 
ing, for greater certainty, the amount of any deposit standing to 
the credit of a member of the credit union in the records of the 
credit union, but excluding, for greater certainty, any share in 
the credit union of any member thereof, and 

B. is the total of all amounts each of which is the amount, as of the 
end of the year, of any share in the credit union of any member 
thereof; 


1.T. Application Rules: 58(3.2) (reduction in maximum cumulative reserve to reflect 
level at end of 1971). 


“member” of a credit union means a person who is recorded as a 
member on the records of the credit union and is entitled to partici- 
pate in and use the services of the credit union. 


Proposed Amendment — 137(6)‘member" 


“member”, of a credit union, means 


(aja person who is recorded as a member on the records of the 
credit union and is entitled to participate in and use on ser- 
vices of the credit union, and 


(b) a registered retirement savings plan, a registered retirement 
income fund or a registered education savings plan, the annui- 
tant or subscriber under which is a person described in para- 
graph (a). 

Application: The July 16, 2010 draft fe ciate (Part | =. lechneaty cakes 93( 1), 


will amend the definition “member” in subsec. spies to read as above, ka to 
1996 et seq. 


Technical Notes (July 2010): Section 137 heels nutes that ete to eit 
unions. Among the definitions set out in subsection 137(1) is “member,” meaning 
essentially a member of record who is entitled to the services of the credit union. 
This definition is amended, for the 1996 and subsequent taxation years, to treat as a 
member a registered retirement savings plan, registered retirement income fund, or 
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bier is a person who. oe “a 
Letter from Dept. of Faved: xe 11,1 999: ‘Se 


Related Provisions: Reg. 1404(2)“acquisition costs”(a)(iii.1) — Insurer established 
to provide insurance to credit union members — policy reserves. 


(7) Credit union not private corporation — Notwithstanding 
any other provision of this Act, a credit union that would, but for 
this section, be a private corporation shall be deemed not to be a 
private corporation except for the purposes of sections 123.1, 125, 
127, 127.1, 152 and 157 and the definition “small business corpora- 
tion” in subsection 248(1) as it applies for the purposes.of para- 
graph 39(1)(c). ’ 


among t! ot» 
rate coat pe whic 


e fait ¢ l’application — 
du nouvel article 123.4 de la le de oe a le wi 
qui a pour effet a réduire i. impot que doit payer | une cot 


ment aux soidtés privées sous. Sontiole canadien. {SPCQ) qu atk autres sociétés. En 
Sia il age une déduction pec: de famed par ailleurs sana > par une 


aux dete bane peeve a ‘Panticle 125, Le Sears T 
Jie sake pas sposeree aux. fins prévues au ‘paragraphe 123. 


« revenu Se: au taux complet » eh au sens de T’articl 
mOesane visés par la déduction eadpennelly preys au aioe [xxx] 


Veuillez agréer, “Monsieur, expression de mes sentiments les indies 


Directeur, Division de Ja legislation de a4 impot, Direction < : 
Vimpét, Brian Ernewein 


Definitions [s. 137]: “allocation in proportion to borrowing” — 137(6); “allowable 
capital loss” — 38(b), 248(1); “amount” — 248(1); “bank” — 248(1);, “bonus interest 
payment” — 137(6); “business” — 248(1); “class” — of shares 248(6); “corpora- 


i»), Cet article, . 


S. 137.1(2) 


tion” — 248(1), Interpretation Act 35(1); “credit union” — 137(6), 248(1); “designated 
stock exchange” — 248(1), 262; “disposition” — 248(1); “dividend” — 137(4.1), 
(4.2), 248(1); “interest” — 137(4.1), (4.2); “life insurance policy” — 138(12), 248(1); 
“maximum cumulative reserve’, “member” — 137(6); “payer” — 137(5.1); “per- 
son” — 248(1); “preferred-rate amount” — 137(4.3); “prescribed” — 248(1); “private 
corporation” — 89(1), 137(7), 248(1); “property” — 248(1); “province” — Interpreta- 
tion Act 35(1); “record”, “share”, “shareholder”, “small business corporation” — 
248(1); “small business deduction rate” —125(1.1); “taxable Canadian corpora- 
tion” — 89(1), 248(1); “taxable capital gain” — 38(a), 248(1); “taxable income” — 
2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


1.T. Application Rules [s. 137]: 58 (property of credit union acquired before 1972). 
Interpretation Bulletins [s. 137]: IT-483: Credit unions (archived). 


137.1. (1) Amounts included in income of deposit 
insurance corporation — For the purpose of computing the in- 
come for a taxation year of a taxpayer that is a deposit insurance 
corporation, the following rules apply: 


(a) the corporation’s income shall, except as otherwise provided 
in this section, be computed in accordance with the rules appli- 
cable in computing income for the purposes of this Part; and 


(b) there shall be included in computing the corporation’s in- 
come such of the following amounts as are applicable: 


(i) the total of profits or gains made in the year by the corpo- 
ration in respect of bonds, debentures, mortgages, hypothe- 
cary claims, notes or other similar obligations owned by it 
that were disposed of by it in the year, and 


(11) the total of each such portion of each amount, if any, by 
which the principal amount, at the time it was acquired by 
the corporation, of a bond, debenture, mortgage, hypothecary 
claim, note or other similar obligation owned by the corpora- 
tion at the end of the year exceeds the cost to the corporation 
of acquiring it as was included by the corporation in comput- 
ing its profit for the year. 
Related Provisions: 89(1)“general rate income pool” E(b) — No high-gross-up divi- 
dends; 137.1(3) — Deductions from income of deposit insurance corporation; 
137.1(5) — Deposit insurance corporation defined; 137.1(10) — Amounts paid by a 
deposit insurance’ corporation; 137.2 — Valuation. of property owned since before 
1975; 142.2(1)“financial institution’(c)(iv) — Deposit insurance corporation not sub- 
ject to mark-to-market rules, 


History: Subparas. 137.1(1)(b)(@) and (ii) amended by 2001, c.. 17, subsec. 216(1) to 
add the words “hypothecary claims” and “hypothecary claim” respectively, in force 
June 14, 2001. 


Interpretation Bulletins: IT-483: Credit unions (archived). 
(2) Amounts not included in income — The amount of any 
premiums or assessments received or receivable by a taxpayer that 


is a deposit insurance corporation from its member institutions in a 
taxation veal: oe not be included in SEE its income. 


I Proposed Amendment - —_ ai ahs hace 


orporation in the year from a fener inkittation): ana : 
~.(b) any amount received by the corporation. in the year from 


- Another: fais insurance Dales to ie extent that that 


will amend subsec. 437. 12) to read as above, applicable to 1998 et ‘seq. 


Technical Notes (July 2010): Sect n 137.1 provides rules for the taxation of 
deposit insurance ‘corporations (DICs), including rules that affect the computation of _ 
income. In general terms, the premiums that a member institution pays to a DIC are 
deductible in computing the member’s income and are not included in computing the 
income of the DIC, while any assistance that the DIC provides to the member or the 
member’s depositors is ‘not deductible for the DIC and is included in opee ne 
member's income. 


In certain circumstances, two or more DICs “may athe acopbusspiles fblvatd a 
group of members. In such a case, it may be necessary for one DIC to pay to another 
an amount in respect of premiums. To ensure the appropriate tax consequences of 
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sucha payment, subsections 137.1(2) and (4) are amended. New paragraph 
137.1(2)(b) excludes from the income of a DIC any amount it receives from another 
DIC, to the extent the amount can reasonably be considered to have been paid out of 
premiums or assessments received or receivable by the other DIC from its member 
institutions. New paragraph 137.1(4)(d), on the other hand, precludes the payee DIC 
from deducting the amount in computing its own income. 


Related Provisions: 137.1(4) — Limitation on deduction; 137.1(11) — Deductions 
for payments by member institution. 


Selected Cases [subsec. 137.1(2)]}: Civil Service Co-operative Credit Society Ltd. 
v. R., [2001] 4 C.T.C. 2350 (TCC) (Income deductions and subsequent inclusion part of 
specific statutory scheme). 


(3) Amounts deductible in computing income of deposit 
insurance corporation — There may be deducted in computing 
the income for a taxation year of a taxpayer that is a deposit insur- 
ance corporation such of the following amounts as are applicable: 


(a) the total of losses sustained in the year by the corporation in 
respect of bonds, debentures, mortgages, hypothecary claims, 
notes or other similar obligations owned by it and issued by a 
person other than a member institution that were disposed of by 
it in the year; 

(b) the total of each such portion of each amount, if any, by 
which the cost to the corporation of acquiring a bond, debenture, 
mortgage, hypothecary claim, note or other similar obligation 
owned by the corporation at the end of the year exceeds the prin- 
cipal amount of the bond, debenture, mortgage, hypothecary 
claim, note or other similar obligation, as the case may be, at the 
time it was so acquired as was deducted by the corporation in 
computing its profit for the year; 


(c) [Repealed under former Act] 


(d) the total of all expenses incurred by the taxpayer in collect- 
ing premiums or assessments from member institutions; 


(e) the total of all expenses incurred by the taxpayer 


(i) in the performance of its duties as curator of a bank, or as 
liquidator or receiver of a member institution when duly ap- 
pointed as such a curator, liquidator or receiver, 


(11) in the course of making or causing to be made such in- 
spections as may reasonably be considered to be appropriate 
for the purposes of assessing the solvency or financial stabil- 
ity of a member institution, and 
(111) in supervising or administering a member institution in 
financial difficulty; and 
(f) the total of all amounts each of which is an amount that is not 
otherwise deductible by the taxpayer for the year or any other 
taxation year and that is 


(i) an amount paid by the taxpayer in the year pursuant to a 
legal obligation to pay interest on borrowed money used 


(A) to lend money to, or otherwise provide assistance to, 
a member institution in financial difficulty, 


(B) to assist in the payment of any losses suffered by 
members or depositors of a member institution in finan- 
cial difficulty, 


(C) to lend money to a subsidiary wholly-owned corpora- 
tion of the taxpayer where the subsidiary is deemed by 
subsection (5.1) to be a deposit insurance corporation, 


(D) to acquire property from a member institution in fi- 
nancial difficulty, or 


(E) to acquire shares of the capital stock of a member in- 
stitution in financial difficulty, or 


(ii) an amount paid by the taxpayer in the year pursuant to a 

legal obligation to pay interest on an amount that would be 

deductible under subparagraph (i) if it were paid in the year. 
Related Provisions: 137.2 — Valuation of property owned since before 1975. 
History: Paras. 137.1(3)(a) and (b) amended by 2001, c. 17, subsec. 216(2) to add the 


words “hypothecary claims” and “hypothecary claim” respectively, in force June 14, 
2001. 


Interpretation Bulletins: IT-483: Credit unions (archived). 
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(4) Limitation on deduction — No deduction shall be made in 
computing the income for a taxation year of a taxpayer that is a 
deposit insurance corporation in respect of 


(a) any grant, subsidy or other assistance to member institutions 
provided by it; 
(b) an amount equal to the amount, if any, by which the amount 


paid or payable by it to acquire property exceeds the fair market 
value of the property at the time it was so acquired; 


(c) any amounts paid to its member institutions as allocations in 
proportion to any amounts described in subsection (2); or 


(d) [Repealed under former Act] 


Proposed Addition — 137. 1(4)(d) 


(d) any amount paid by it to another deposit insurance corpora- 
at is, because of paragraph (2)(b), not included in com- 
a puting — income of that other deposit i insurance ‘Corporation; 


Application: The July 16, 2010 draft legislation (Part 1 technical), subsee. 942), 
will add para. 137.1(4)(d), applicable to 1998 ef seg, 


Technical Notes (July 2010): See under 137.1(2). o ae 


(e) any amount that may otherwise be deductible under para- 
graph 20(1)(p) in respect of debts owing to it by any of its mem- 
ber institutions that has not been included in computing its in- 
come for the year or a preceding taxation year. 
Related Provisions: 20(1)(p) — Bad debts; 137.1(2)— Amounts not included in 
income. 


Selected Cases [subsec. 137.1(4)]: Civil Service Co-operative Credit Society Ltd. 
v. R., [2001] 4 C.T.C. 2350 (TCC) (Income deductions and subsequent inclusion part of 
specific statutory scheme). 


(5) Definitions — In this section, 


“amortized cost [para. 137.1(5)(d))’ — 
Act] 


“deposit insurance corporation” means 


(a) a corporation that was incorporated by or under a law of 
Canada or a province respecting the establishment of a stabiliza- 
tion fund or board if 


(i) it was incorporated primarily 


(A) to provide or administer a stabilization, liquidity or 
mutual aid fund for credit unions, and 


(B) to assist in the payment of any losses suffered by 
members of credit unions in liquidation, and 


(11) throughout any taxation year in respect of which the ex- 
pression is being applied, 


(A) it was a Canadian corporation, and 


(B) the cost amount to the corporation of its investment 
property was at least 50% of the cost amount to it of all 
its property (other than a debt obligation of, or a share of 
the capital stock of, a member institution issued by the 
member institution at a time when it was in financial dif- 
ficulty), or 


[Repealed under former 


(b) a corporation incorporated by the Canada Deposit Insurance 
Corporation Act; 


Related Provisions: 137.1(5.1) — Deeming provision; 137.1(8) — Deemed compli- 
ance with Act. 


“investment property” means 


(a) bonds, debentures, mortgages, hypothecary claims, notes or 
other similar obligations 


(i) of or guaranteed by the Government of Canada, 
(11) of the government of a province or an agent thereof, 


(iii) of a municipality in Canada or a municipal or public 
body performing a function of government in Canada, 
(iv) of a corporation, commission or association not less than 


90% of the shares or capital of which is owned by Her Maj- 
esty in right of a province or by a Canadian municipality, or 
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of a subsidiary wholly-owned corporation that is subsidiary 
to such a corporation, commission or ‘association, or 


(v) of an educational institution or a hospital if repayment of 
the principal amount thereof and payment of the interest 
thereon is to be made, or is guaranteed, assured: or otherwise 
specifically provided for or secured by. the government of a 
province, 


(b) any deposits, deposit certificates or guaranteed investment 
certificates with 


(i) a bank, 


(ii) a corporation licensed or otherwise authorized under the 
laws of Canada or a province to carry on in Canada the busi- 
ness of offering to the public its services as trustee, or 


(iii) a credit union or central that is a member of the Cana- 
dian Payments Association or a credit union that is a share- 
holder or member of a central that isa member of the Cana- 
dian Payments Association, 


(c) any money of the corporation, and. 


(d) in relation to a particular deposit insurance corporation, debt 
obligations of, and shares of the capital stock of, a subsidiary 
wholly-owned corporation of the particular corporation where 
the subsidiary is deemed by subsection @- 1) to be a deposit in- 
surance corporation; 

History: The opening words ‘of para. (a) of the definition “investment property” in 


subsec. 137.1(5) amended’ by 2001, c. 17, subsec. Aspe. to add the words “hypothe- 
cary claims”, in force June 14, 2001. 


“member institution’, in relation to a particular deposit insurance 
corporation, means 


(a) a corporation whose liabilities in respect of deposits are in- 
sured by, or i 


(b) a credit union that is qualified for assistance from 


that deposit insurance corporation. 


Related Provisions: 142.2(1)‘financial institution”(c)(iv) — Deposit insurance cor- 
poration not subject to mark-to-market rules. 


(5.1) Deeming provision — For ‘the purposes of this section, 
other than subsection (2), paragraph (3)(d), subparagraph (3)(e)(i), 
subsection (9), and paragraph (11)(a), a subsidiary wholly-owned 
corporation of a particular. corporation described in the definition 
“deposit insurance corporation” in subsection (5) shall be deemed 
to be a deposit insurance corporation, and,any member institution of 
the particular corporation shall be deemed to be a member institu- 
tion of the subsidiary, where all or substantially all of the property 
of the subsidiary has at all times since the subsidiary was incorpo- 
rated consisted of 


(a) investment property; 


(b) shares of the capital stock of a member institution of the par- 
ticular corporation obtained by the subsidiary at a time when the 
member institution was in financial difficulty; 


(c) debt obligations issued by a member institution of the partic- 
ular corporation at.a time when the member institution. was in 
financial difficulty; 


(d) property acquired from a member institution of the particular 
corporation at a time when the member institution was in finan- 
cial difficulty; or 


(e) any combination of property described in paragraphs (a) to 
(d). 
History: The opening words of subsec.. 137.1(5.1) substituted by 1994, c. 21, s. 65, 
een to 1992 et seg. The opening words formerly read: 


(5.1) For the purposes of this section, other than subsection (2), paragraph (3)(d), 
subparagraph (3)(e)(i) and subsections (9) and (11), a subsidiary wholly-owned 
corporation of a particular corporation described in the definition “deposit insur- 
ance corporation” in subsection (5) shall be deemed to be a deposit insurance 
corporation, and any member institution of the particular corporation shall be 
deemed to be a member institution of the subsidiary, where all or substantially 
all of the property of the subsidiary has at all times since the subsidiary was 
incorporated consisted of 


S..137.1(10) 


(6) Deemed not to be a private corporation — Notwithstand- 
ing any other provision of this Act, a deposit insurance corporation 
that would, but for this subsection, be a private corporation shall be 
deemed not to be a private corporation. 


(7) Deposit insurance corporation deemed not a credit 
union — Notwithstanding any other provision of this Act, a de- 
posit insurance corporation that would, but for this subsection, be a 
credit union shall be deemed not to be a credit union. 


Related Provisions: 137 — Credit unions. 


(8) Deemed compliance — For the purposes of subsection (5), a 
corporation shall be deemed to have complied with clause (a)(ii)(B) 
of the definition “deposit insurance corporation” in subsection (5) 
throughout the 1975 taxation year if it complied with that clause on 
the last day of that taxation year. 


(9) Special tax rate — The tax payable under this Part by a cor- 
poration for a taxation year throughout which it was,a deposit insur- 
ance corporation (other than a corporation incorporated under the 
Canada Deposit Insurance, Corporation Act) is the amount deter- 
mined by the formula: 


(38% — A) XB 
where 


A is the rate that would, if subsection 125(1. 1) applied to the cor- 
poration for the taxation year, be the corporation’s small busi- 
ness deduction rate for the taxation year within the meaning as- 
signed by that subsection; and 


Bis the corporation’s taxable income for the taxation year. 


Related Provisions: 220(4.3), (4.4) — Security furnished by member institution of a 
deposit insurance corporation. 


History: Subsec. 137.1(9) amended by 2007, c. 2, s. 38, applicable to 2008 et seq. It 
formerly read: | 


(9) The tax payable under this Part by a corporation for a taxation year through- 
out which it was a deposit insurance corporation (other than a corporation incor- 
porated under the Canada Deposit Insurance Corporation Act) is an amount 
equal to 22% of its taxable income for the year. 


(10) Amounts paid by a deposit insurance corporation — 
Where ina taxation year a taxpayer is a member institution, there 
shall be included in computing its income for the year the total of 
all amounts each of which is 


(a) an amount received by the taxpayer in the year from a de- 
posit insurance corporation that is an amount described in any of 
paragraphs (4)(a) to (c), to the extent that the taxpayer has not 
repaid the amount to the deposit insurance corporation in the 
year, 


(b) an amount received from a deposit insurance corporation in 
the year by a depositor or member of, the taxpayer as, on account 
of, in, lieu. of payment of, or in, satisfaction of, deposits with, or 
share capital of, the taxpayer, to,the extent that the taxpayer has 
not repaid the amount to the deposit insurance corporation in the 
year, or 


(c) the amount by which 


(i) the principal amount of any obligation of the taxpayer to 
pay an amount to a deposit insurance corporation that is set- 
‘tled or extinguished in the year without any payment by the 
taxpayer or by the payment by the taxpayer of an amount less 
than the principal amount 


exceeds 


(ii) the amount, if any, paid by the taxpayer on the settlement 
or extinguishment of the obligation 


to the extent that the excess is not otherwise required to be in- 
cluded in computing the taxpayer’s income for the year or a pre- 
ceding taxation year. 
Related Provisions: 80(1)“forgiven amount” Ie abt Se iuanbasi 137.1010.1) — 
Principal amount of an obligation to pay interest; 137.1(12) — Repayment excluded; 
220(4.3), (4.4) — Security furnished by a member institution of a deposit insurance 
corporation. 
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(10.1) Principal amount of an obligation to pay interest — 
For the purposes of paragraph (10)(c), an amount of interest paya- 
ble by a member institution to a deposit insurance corporation on an 
obligation shall be deemed to have a principal amount equal to that 
amount. 


Related Provisions: 137.1(11) — Deduction for payments by member institution. 


(11) Deduction by member institutions — There may be de- 
ducted in computing the income for a taxation year of a taxpayer 
that is a member institution such of the following amounts as are 
applicable: 


(a) any amount paid or payable by the taxpayer in the year that 
is described in subsection (2) to the extent that it was not de- 
ducted in computing the taxpayer’s income for a preceding taxa- 
tion year; and 


(b) any amount repaid by the taxpayer in the year to a deposit 
insurance corporation on account of an amount described in par- 
agraph (10)(a) or (b) that was received in a preceding taxation 
year to the extent that it was not, by reason of subsection (12), 
excluded from the taxpayer’s income for the preceding year. 


(12) Repayment excluded — Where 


(a) a member institution has in a taxation year repaid an amount 
to a deposit insurance corporation on account of an amount that 
was included by virtue of paragraph (10)(a) or (b) in computing 
its income for a preceding taxation year, 


(b) the member institution has filed its return of income required 
by section 150 for the preceding year, and 


(c) on or before the day on or before which the member institu- 
tion is required by section 150 to file a return of income for the 
taxation year, it has filed an amended return for the preceding 
year excluding from its income for that year the amount repaid, 


the amount repaid shall be excluded from the amount otherwise in- 
cluded by virtue of paragraph (10)(a) or (b) in computing the mem- 
ber institution’s income for the preceding year and the Minister 
shall make such reassessment of the tax, interest and penalties paya- 
ble by the member institution for preceding taxation years as is nec- 
essary to give effect to the exclusion. 

Definitions [s. 137.1]: “amount” — 248(1); “Canadian corporation” — 89(1), 
248(1); “corporation” — 248(1), Interpretation Act 35(1); “credit union’ — 137(6), 
137.1(7), 248(1); “deposit insurance corporation” — 137.1(5), (5.1); “Her Majesty” — 
Interpretation Act 35(1); “insurance corporation” — 248(1); “investment property” — 
137.1(5); “member institution” — 137.1(5); “Minister” —248(1); “private corpora- 
tion” — 89(1), 248(1); “property” — 248(1); “province” — Interpretation Act 35(1); 
“share”, “shareholder” — 248(1); “small business deduction rate” — 125(1.1); “sub- 
sidiary wholly-owned corporation” — 248(1); “tax payable” — 248(2); “taxable in- 
come” — 2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


137.2 [Deposit insurance corporation — ] Computation of 
income for 1975 and subsequent years — For the purpose of 
computing the income of a deposit insurance corporation for the 
1975 and subsequent taxation years, 


(a) property of the corporation that is a bond, debenture, mort- 
gage, hypothecary claim, note or other similar obligation owned 
by it at the commencement of the corporation’s 1975 taxation 
year shall be valued at its cost to the corporation less the total of 
all amounts that, before that time, the corporation was entitled to 
receive as, on account or in lieu of payment of, or in satisfaction 
of, the principal amount of the bond, debenture, mortgage, hy- 
pothecary claim, note or other similar obligation, 


(1) plus a reasonable amount in respect of the amortization of 
the amount by which the principal amount of the property at 
the time it was acquired by the corporation exceeded its ac- 
tual cost to the corporation, or 


(ii) minus a reasonable amount in respect of the amortization 
of the amount by which its actual cost to the corporation ex- 
ceeded the principal amount of the property at the time it was 
acquired by the corporation; 


(b) property of the corporation that is a debt owing to the corpo- 
ration (other than property described in paragraph (a) or a debt 
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that became a bad debt before its 1975 taxation year) acquired 
by it before the commencement of its 1975 taxation year shall be 
valued at any time at the amount thereof outstanding at that 
time; 

(c) property of the corporation (other than property in respect of 
which any amount for the year has been included under para- 
graph (a)) that was acquired, by foreclosure or otherwise, after 
default made under a mortgage or hypothec shall be valued at its 
cost amount to the corporation; and 


(d) any other property shall be valued at its cost amount to the 
corporation. 


Origin of s. 137.2: R.S.C. 1985, c. 1 (Sth Supp.) (formerly an application rule 
contained in 1974-75-76, c. 26, s. 94). 


History: The opening words of para. 137.2(a) amended by 2001, c. 17, subsec. 217(1) 
to add the words “hypothecary claim”, in force June 14, 2001. 


Para. 137.2(c) amended by the said c. 17, subsec. 217(2) to add the words “or hy- 
pothec”, in force June 14, 2001. 


Definitions [s. 137.2]: “amount”, “cost amount” — 248(1); “deposit insurance cor- 
poration” — 137.1(5), (5.1) [does not explicitly apply to 137.2]; “income” — 3; “prin- 


cipal amount’, “property” — 248(1); “taxation year” — 249. 


Insurance Corporations 


138. (1) Insurance corporations — It is hereby declared that a 
corporation, whether or not it is a mutual corporation, that has, in a 
taxation year, been a party to insurance contracts or other arrange- 
ments or relationships of a particular class whereby it can reasona- 
bly be regarded as undertaking 


(a) to insure other persons against loss, damage or expense of 
any kind, or 


(b) to pay insurance moneys to other persons 
(i) on the death of any person, 


(ii) on the happening of an event or contingency dependent 
on human life, 


(iii) for a term dependent on human life, or 
(iv) at a fixed or determinable future time, 


whether or not such persons are members or shareholders of the 
corporation, shall, regardless of the form or legal effect of those 
contracts, arrangements or relationships, be deemed, for the pur- 
poses of this Act, to have been carrying on an insurance business of 
that class in the year for profit, and in any such case, for the purpose 
of computing the income of the corporation, the following rules 
apply: 
(c) every amount received by the corporation under, in consider- 
ation of, in respect of or on account of such a contract, arrange- 
ment or relationship shall be deemed to have been received by it 
in the course of that business, 


(d) the income shall, except as otherwise provided in this sec- 
tion, be computed in accordance with the rules applicable in 
computing income for the purposes of this Part, 


(e) all income from property vested in the corporation shall be 
deemed to be income of the corporation, and 


(f) all taxable capital gains and allowable capital losses from dis- 
positions of property vested in the corporation shall be deemed 
to be taxable capital gains or allowable capital losses, as the case 
may be, of the corporation. 
Related Provisions: 87(2.2) — Amalgamation of insurance corporations; 138(6) — 
Deductions for dividends from taxable corporations; 138(9) — Computation of in- 
come; 139, 139.1 — Mutualization and demutualization of insurer; 142 — Taxable 
capital gains where insurer carries on business in Canada and outside Canada; 
148(1) — Amount included in life insurance policyholder’s income; 149(1)(m), (t) — 
Exemptions — insurers; 190.1 — Financial institutions capital tax. 


Selected Cases [subsec. 138(1)]: Munich Reinsurance Co. (Canada Branch) v. 
R., [2000] 2 C.T.C. 2785 (TCC) (Right to tax refund not property used in business). 


(2) Insurer’s income or loss — Notwithstanding any other pro- 
vision of this Act, where a life insurer resident in Canada carries on 
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an insurance business in Canada and in a country other than Canada 
in a taxation year 


(a) its income or loss for the year from carrying on an insurance 
business is the amount of its income or loss for the year, com- 
puted in accordance with this Act, from the business in Canada; 
and 


(b) no amount shall be included in computing its income for the 
year in respect of its taxable capital gains and allowable capital 
losses from dispositions of property (other than property dis- 
posed of in a taxation year in which it was designated insurance 
property) of the insurer used or held by it in the course of carry- 
ing on an insurance business. 


Prope sed Amendment — - 138(2)_ 


(2) ingurer’s income or oss — Notwithstanding any other 
provision: of this Act, , 


(a) if a life i insurer r aden in Canada carries ¢ ‘on an insurance 
business in Canada and in a country other than. Canada i ina 
taxation year, its income or loss for the year from carrying on 
an insurance business i is the amount of its income or loss for 
the taxation year from od ba 3 on 1 the ‘insurance business in 
Canada; 


(b) if a life insurer aac in ee audio on an insurance 
business in Canada and in a country other elas ee ina 
taxation year, for greater certainty, i 


(i) in computing the insurer’ s income or loss a the taxa- 
tion year from the insurance business carried on by it in 
Canada, no amount is to be included in respect of the in- 
surer’s gross investment revenue for the taxation year de- 
rived from property used or held by it in ‘the course of car- 
_ tying on an insurance business that is not designated 
insurance property for the taxation year of the insurer, and 


_ (ii) in computing the insurer’s taxable capital gains or al- 
lowable capital losses for the taxation year from disposi- 
tions of capital property (referred to in this subparagraph as 

“insurance business property”) that, at the time of the dis- 
position, was used or held by the insurer in the course of 

_ Carrying on an insurance business, . 


(A) there is to be included each taxable capital gain or 
- allowable capital loss of the insurer for the taxation year 
from a disposition in the taxation year of an insurance 
_ business property that was a designated insurance pro- 
perty for the taxation year of the insurer, and 


(B) there is not to be included any taxable capital gain 
or allowable capital loss of the insurer for the taxation. 


year from a disposition in the taxation year of an insur- 


ance business property that was not a designated insur- 
ance property for the taxation year of the insurer; 


(if a non-resident insurer carries on an insurance business in 
Canada in a taxation year, its income or loss for the taxation 


year from carrying on an insurance business is the amount of _ 


_ its income or loss for the taxation year from canine on the 
insurance business in Canada; and 


(d) ifa non-resident insurer carries on an insurance business i in 


Canada in a taxation year, 


(i) in computing the non-resident insurer’s income or loss 
for the taxation year from the insurance business carried on 
by it in Canada, no amount is to be included in respect of 
- the non-resident insurer’s gross investment revenue for the 
taxation year derived from property used or held by it in the | 
_ course of carrying on an insurance business that is not des- : 
ignated insurance property for the taxation year of the non- 
resident insurer, and . 


_ Gi) in computing the non-resident insurer’s taxable tees 
gains or allowable capital losses for the taxation year from 
dispositions of capital property (referred to in this subpara- 
graph as “insurance business property”) that, at the time of 


S. 138(2) 


the disposition, was used or held by the non-resident in- 
surer in the course of carrying on an insurance business, 


_ (A) there is to be included each taxable capital gain or 
allowable capital loss of the non-resident insurer for the 
__ taxation year from a disposition in the taxation year of 

_ an insurance business property that was a designated in- 
_ surance property for the taxation ne wk the non- resi- 
_ dent insurer, and : / y 


_ (B) there is not to be included any Te ae gain 

_ or allowable capital loss of the non-resident insurer for 
the taxation year from a disposition in the taxation year 

f an insurance business property that was not a desig- 

nated insurance property for ‘the taxation year oF tie: 

non-resident insurer. 


pplica ion: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 95(1), 
will amend subsec. Jigek: to read as above, applicable to taxation years that end after 
1999, 


Technical Notes (July 201 0): Subsection 138(2) provides rules for the purpose co 
computing the income of a life insurer resident in Canada where the life insurer car- 
ries on an insurance business in Canada and in a country other than Canada. The 
subsection provides that the insurer’s income from carrying on an insurance business 
is the amount of its income trom carrying in the insurance business in Canada com- 
puted in accordance with the Act. As well, the subsection provides that the insurer’s 
taxable capital gains and allowable capital losses from property used or held in the | 
course of carrying on an insurance business is the insurer's taxable capital gains and 
allowable capital losses from designated i insurance property. eS 4 : 


Subsection 138(2) is being amended to extend its application to non-resident in- 
surer’s that carry on an insurance business in Canada. As well, it is being amended to 
provide, for greater certainty, the following: 


1. In computing a multinational i insurer’s income from an insurance business car- 
tied on by it in Canada, no amount is to be included in respect of the insurer's 
gross investment revenue for a taxation year derived from property used or held 
in the course of carrying on an insurance. business that is not designated insur- 
ance property of the insurer. Subsection 138(9) provides that in computing a 
_ multinational insurer’s income from an insurance business carried on by it in 
‘Canada the insurer must include its gross investment revenue for the year from 
_ its designated insurance property for the year plus the amount prescribed in re- 
spect of the insurer for the year. Designated insurance property is defined in sec- 
tion 2400 of the Regulations. 


oe In computing a multinational insurer’s taxable capital gains and allowable . 
capital losses for the year from the disposition of property used or held in the 
course of carrying on an insurance business there is to be included the insurer’s 

_ taxable capital gains and allowable capital losses from dispositions of its desig- 

_ hated insurance property for the year. It also provides that the insurer’s taxable 

capital gains and allowable capital losses for the year from the disposition of 

_ property used or held in the course of carrying on an insurance business that is 
its designated i insurance property for the year are not to be included in computing 
a multinational insurer’s taxable capital gains and allowable capital losses for the 
year. 


Letter from Dept. of Finance, May 7, 2001: 
Dear food, eo 


We are responding t to your letter of March 23, 2001 seeking confirmation that we are 
intending to recommend to the Minister of Finance (the “Minister’”) amendments to 
the Income Tax Act (the “Act”) to ensure that gross investment revenue is included in 
computing the income of multinational life insurers resident in:Canada (and non- 
resident multinational insurers) from carrying on an insurance business in Canada 
only to the extent such gross investment revenue is derived from “designated insur- 
ance property”, as defined i in the Act. 


We can confirm that we are intending to recommend to the Minister that eiba-ctlons 
1382) and (9) of the Act be amended. The amendment will clarify that only the 
gross investment revenue derived by the insurer from “designated insurance pro- 
perty” of the insurer in respect of the insurance business carried on in Canada will be 
included in the income of the insurer from that insurance business. If adopted it will 
be recommended that the amendments be effective for taxation years ending after 
1999. 


We hope this addresses your concerns. 
~ sincerely, : 
” Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, Jan. 8, 2001: 
Dear [xxx]: 


We are odin to your letter of, October LL, 2000, to Mr. ‘Wally Conway con- 
cerning sections 95 and 138 of the Income Tax Act (the Act). 


In your letter you expressed concern about the recent decision of the Tax Court of 
Canada in Munich Reinsurance Company (Canada Branch) v. The Queen [affirmed 
by the Federal Court of Appeal, [2002] 1 C.T.C. 199 — ed.], where it interpreted 
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subsection 138(9) as not being a complete code with respect to the inclusion of in- 
vestment income in a multinational insurer’s income from carrying on an insurance 
business in Canada. Instead the court applied the general rules in the Act in determin- 
ing whether income from a property was income of the insurer from its insurance 
business carried on in Canada. ‘ 

You are concerned that, as a result of this decision, the intent of subsections 138(2) 
and (9) will be ignored and a multinational insurer will be required to include in its 
income from an insurance business carried on in Canada, its gross investment reve- 
nue from investment property that is not designated insurance property in respect of 
that business but is property factually used or held in that business. Consequently, 
you are requesting clarifying amendments to subsections 138(2) and (9) of the Act. 
We are sympathetic to this request and will recommend to the Minister of Finance 
that subsections 138(2) and (9) be amended. The amendment will clarify that only 
the gross investment revenue derived by the insurer from “designated insurance pro- 
perty” of the insurer in respect of the insurance business carried on in Canada will be 
included in the income of the insurer from that insurance business. The amendments 
will be effective for taxation years ending after 1999., .. j 
Thank you for bringing these matters to our attention. 

Yours sincerely, 


Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch — 


Related Provisions: 20(7)(c) — No deduction for certain reserves; 20(26) — De- 
duction for unpaid claims reserve adjustment; 138(1) — Insurance corporations; 
138(6) — Deduction for dividends; 138(9) — Computation of income; 140(1), (2) — 
Deductions and inclusions in income of insurer; 211.1 — Tax on investment income of 
life insurer. 


History: Subsec. 138(2) amended by 1997, c. 25, subsec. 39(1), applicable to 1997 et 
seq. Subsec. (2) formerly read: 


(2) Notwithstanding any other provision of this Act, where a life insurer is resi- 
dent in Canada, 


(a) its income for a taxation year from carrying on an insurance business is 
the amount of its income for the year from carrying on that insurance busi- 
ness in Canada; and 


(b) its loss sustained in a taxation year in carrying on an insurance business 
is the amount of its loss, if any, sustained in the year in carrying on that 
insurance business in Canada, computed by applying, with such modifica- 
tions as the circumstances require, the provisions of this Act respecting the 
computation of income from an insurance business of the class carried on by 
It. 


That portion of subsec. 138(2) preceding para. (a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 114(1), applicable to 1990 et seg. That portion formerly read: 


(2) Notwithstanding any other provision of this Act, in the case of an insurer, 
other than a resident of Canada that does not carry on a life insurance business, 


(3) Deductions allowed in computing income [of life in- 
surer] — In computing a life insurer’s income for a taxation year 
from carrying on its life insurance business in Canada, there may be 
deducted 


(a) such of the following amounts as are applicable: 


(i) any amount that the insurer claims as a policy reserve for 
the year in respect of its life insurance policies, not exceed- 
ing the total of amounts that the insurer is allowed by regula- 
tion to deduct in respect of the policies, 


(ii) any amount that the insurer claims as a reserve in respect 
of claims that were received by the insurer before the end of 
the year under its life insurance policies and that are unpaid 
at the end of the year, not exceeding the total of amounts that 
the insurer is allowed by regulation to deduct in respect of 
the policies, 


(ii.1) the amount included under paragraph (4)(b) in comput- 
ing the insurer’s income for the taxation year preceding the 
year, 


(111) an amount equal to the lesser of 


(A) the amount, if any, by which the total of policy divi- 
dends (except the portion thereof paid out of segregated 
funds) that became payable by the insurer after its 1968 
taxation year and before the end of the year under its par- 
ticipating life insurance policies exceeds the total of 
amounts deductible under this subparagraph in computing 
its incomes for taxation years before the year, and 


(B) the amount, if any, by which the total of all amounts, 
each of which is the insurer’s income, determined in ac- 
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cordance with prescribed rules, for the year or a preceding 
taxation year ending after 1968 from its participating life 
insurance business carried on in Canada exceeds the total 
of all amounts each of which is an amount deductible 
under this subparagraph or subparagraph (iv) in comput- 
ing its incomes for taxation years ending before the year, 


(iv) an amount as a reserve for policy dividends that will be- 
come payable by the insurer in the immediately following 
taxation year equal to the least of 


(A) that portion of policy dividends that has accrued in 
the year or a preceding taxation year to or for the benefit 
of participating life insurance policyholders of the insurer, 
to the extent that an amount in respect thereof has not 
been included, either explicitly or implicitly, in the calcu- 
lation of the amount deductible by the insurer for the year 
under subparagraph (1) and, for the purpose of this clause, 
a policy dividend in respect of a life insurance policy 
shall be deemed to accrue in equal daily amounts between 
anniversary dates of the policy, 


(B) 110% of the amount paid or unconditionally credited 
in the taxation year immediately following the year in re- 
spect of the portion referred to in clause (A) of policy div- 
idends that has accrued in the year or a preceding taxation 
year, and 


(C) the amount, if any, by which the amount described in 
clause (iii)(B) for the year exceeds the amount described 
in clause (i1i)(A) for the year, and 


(v) each amount (other than an amount credited under a par- 
ticipating life insurance policy) that would. be deductible 
under section 140 in computing the insurer’s income for the 
year if the reference in that section to “an insurance business 
other than a life insurance business” were read as a reference 
to “a life insurance business in Canada”; 


(b) [Repealed] 
(c) [Repealed under former Act] 
(d) [Repealed] 


(e) the total of amounts each of which is a policy loan made by 
the insurer in the year and after 1977; 


(f) where the taxation year is the first taxation year of the insurer 
ending after November 12, 1981, the total of all amounts each of 
which is the amount, if any, in respect of interest on a policy 
loan that was included in computing the insurer’s income for a 
taxation year ending before November 13, 1981 


(i) to the extent that the interest had accrued to it before the 
commencement of its 1969 taxation year, or 


(ii) to the extent that the interest had been included in com- 
puting its income for a preceding taxation year; and 


(g) the amount of tax under Part XII.3 payable by the insurer in 
respect of its taxable Canadian life investment income for the 
year. 


Related Provisions: 4(1) — Income or loss from a source; 18(1)(e.1) — No deduc- 
tion for unpaid claims; 20(1)(1) — Deductions —reserve for doubtful debts; 
20(7)(c) — Policy reserves for non-life insurance business; 20(26) — Deduction for 
unpaid claims reserve adjustment; 39.1(1)“exempt capital gains balance”C(c), 
39.1(6) — Reduction in gain to reflect capital gains exemption election; 138(3.1) — 
Excess policy dividend deduction deemed deductible; 138(4) — Amounts included in 
computing income; 138(4.01) — Life insurance policy includes group life benefit or 
annuity contract; 138(9) — Computation of income; 138(11.91)(d.1) — Computation 
of income for non-resident insurer; 138(12) — “Maximum tax actuarial reserve”; 
138(16)}-(25) — Transitional rules for accounting changes; 139.1(8)(b) — No deduc- 
tion for policy dividend paid on demutualization; 140 — Adjustments to income of in- 
surance corporation; 148(1) — Amounts included in computing policyholder’s income; 
148(2) — Policy dividends deemed to be proceeds of disposition; 149(10)(a.1) — Ex- 
empt corporations. 


History: Subparas. 138(3)(a)(i) and (ii) amended, subpara. (ii.1) added, by 1997, c. 25, 
subsec. 39(2), applicable to 1996 et seg. Subparas. (a)(i) and (ii) formerly read: 


(i) such amount in respect of a policy reserve for the year for life insurance poli- 
cies of a particular class as is allowed by regulation, 
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(ii) such amount as is allowed by regulation as a reserve in respect of claims that 
were received by the insurer before the end. of the year under life insurance poli- 
cies and that are unpaid at the end of the year, 


Para. 138(3)(b) repealed by 1995, c. 21, subsec. 57(1), applicable to taxation years that 
begin after February 22, 1994. For taxation years that include February 22, 1994, para. 
(b) shall be read as follows: 


(b) the total of losses sustained in the year by the insurer in respect of Canada 
securities owned by it that were disposed of by it in the year and before February 
23, 1994; 


Para. (b) formerly read: 


(b) the total of losses sustained in the year by the insurer in respect of Canada 
securities owned by it that were disposed of by it in the year; 


Para. 138(3)(d) repealed by 1995, c. 21, subsec. 57(2), citer ae to taxation years that 
end after February 22, 1994. Para. (d) formerly read: 


(d) the total of each such portion of each amount, if any, by which the cost to the 
insurer of acquiring a Canada security owned by it at the end of the year exceeds 
the principal amount of the security at the time it was so acquired as was de- 
ducted by the insurer in computing its profit for the year; 


Selected Cases [subsec. 138(3)]: National Life Assurance Co. of Canada y. R., 
[2008] 2 C.T.C. 39 (FCA) (No deduction where insurer not liable to make paying 
coming only from segregated funds). 


Regulations: 1102(1)(j) (Mo CCA on property used in life insurance business outside 
Canada); 1404 (policy reserves); 1405 (unpaid claims reserves); 2402 (amounts to be 
included in income). . 


(3.1) Excess policy dividend deduction deemed deducti- 
ble — For the purposes of clause (3)(a)(iii)(A), 


(a) an insurer’s 1975-76 excess policy dividend deduction shall 
be deemed to be an amount that was deductible under subpara- 
graph’ (3)(a)(i1i), in computing its-incomes for taxation years 
before its 1977 taxation year; and 


(b) the:amount prescribed to be an insurer’s 1977 excess policy 
dividend deduction shall be deemed to be an amount that was 
deductible under subparagraph (3)(a)(@li) in computing its in- 
comes for taxation years before its 1978 taxation year. 
Regulations: 2407 (insurer’s 1977 excess policy dividend deduction). 


(4) Amounts included in computing income — In computing 
a life insurer’s income for a taxation year from carrying on its life 
insurance business in Canada, there shall be included 


(a) each amount deducted under subparagraph (3)(a)(i), (1) or 
(iv) in computing the insurer’s income for the precewine taxation 
year; 


(b) the amount prescribed in respect of the insurer for the year in 
respect of its life insurance policies; and 


(c) the total of all amounts received by the insurer in the year in 
respect of the repayment of policy loans or in respect of interest 
on policy loans. 


Related Provisions: 138(1)—JInsurance corporations; 138(3) — Deductions: al- 
lowed in computing income; 138(4.01) — Life insurance policy. includes. group. life 
benefit or annuity contract; 138(4.1)—(4.4) — Amounts included in computing income; 
138(9) — Computation of income; 138(11.5)(G.1) — Transfer of business by non-resi- 
dent insurer; 138(11.91)(d) — Computation of income of non-resident insurer. 


History: Subsec. 138(4) amended by 1997, c. 25, SubaSe, 39(3), applicable to 1996 et 
seq. Subsec. (4) formerly read: 


(4) In computing a life insurer’s income for a taxation year from carrying on its 
life insurance business in Canada, there shall be included 


(a) each amount deducted by the insurer under subparagraph (3)(a)(i), (ii) or 
(iv) in computing its income for the immediately preceding ‘taxation year; 
and 


(b), (c) [Repealed] 


(d) the total of amounts each of which is an amount received by the insurer 
in the year in respect of the repayment of a policy loanior in respect of inter- 
est on a policy loan. 


Para. 138(4)(b) repealed by 1995, c. 21, subsec. 57(3), applicable to taxation years that 
begin after February 22, 1994. For taxation years that include February 22, 1994, para. 
(b) shall be read as follows: 


(b) the total of profits or gains made in the year by the insurer in respect of 
Canada securities owned by it that were disposed of by it in the year and before 
February 23, 1994; and 


S. 138(4.1)(©)(ii) 


Para. (b) formerly read: 


(b) the total of profits or gains made in the year by the insurer in respect of 
Canada securities owned by it that were disposed of by it in the year; 


Para. 138(4)(c) repealed by 1995, c.21, subsec, 57(4), applicable to taxation years that 
end after February 22, 1994. Para. (c) formerly read: 


(c) the total of each such portion of each amount, if any, by which the principal 
amount, at the time it was acquired by the insurer, of a Canada security owned 
by it at the end of the year exceeds the cost to the insurer of so acquiring it as 
was included by the insurer in computing its profit for the year; and 


Regulations: 1404(2) (amount prescribed for 138(4)(b));'8103) (prescribed amount). 


(4.01) Life insurance policy — For the purposes of subsections 
(3) and (4), a life insurance policy includes a benefit under a group 
life insurance policy or a group annuity contract. 


Related Provisions: Reg. 1408(1)“life insurance policy in Canada” — Same defini- 
tion for purposes of policy reserve regulations. 


History: Subsec. 138(4.01) added by 1997, c. 25, subsec. 39(3), applicable to 1996 et 
seq. 


(4.1) ldem [deemed deduction for 1976] — For the purposes 
of paragraph (4)(a), an insurer shall be deemed to have deducted in 
computing its income for its 1976 taxation year, 


(a) under subparagraph (3)(a)@), the total of 


(1) the amount deducted under that subparagraph in comput- 
ing its income from its life insurance business in Canada for 
its 1976 taxation year, and 


(ii) the lesser of 


(A), the amount, if any, of its 1975-76 excess policy 
reserves, and 


(B) the amount, if any, by which its 1975 branch account- 
ing election deficiency exceeds the total of 


(1) the amount determined under subparagraph (d)(ii), 


(II) the total of amounts each of which is an amount 
determined under paragraph 13(22)(b) with respect to 
depreciable property of a prescribed class of the 
insurer, 


(II) the amount determined under subparagraph 
(b)(i), and 


([V) the total of amounts each of which is a portion of 
a non-capital loss that is .deemed by subsection 
111(7.1) to have been deductible in computing the in- 
surer’s income for a taxation year ending before 1977; 


(b) under subparagraph (3)(a)(ii), the total of 


(i) the amount deducted under that subparagraph in comput- 
ing its income from its life insurance business in Canada for 
its 1976 taxation year, and 


(ii) the lesser of 


(A) the amount, if any, of its 1975-76 excess additional 
group term reserves, and 


(B) the amount, if any, by which its 1975 branch account- 
ing election deficiency exceeds the total of 


(I) the amount determined under subparagraph (d)(ii), 


(II) the total of amounts each of which is an amount 
determined under paragraph 13(22)(b) with respect to 
depreciable property of a prescribed class of the in- 
surer, and 


(IID) the total described in subclause (a)(ii)(B)IV); 
(c) under subparagraph (3)(a)(iv), the total of 


(i) the amount deducted under that subparagraph, in comput- 
ing its income from its life insurance business in Canada for 
its 1976 taxation year, and 


(ii) the amount, if any, of its 1975-76 excess policy dividend 
reserve; and 
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(d) under paragraph 138(3)(c) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, the total of 


(i) the amount deducted under that paragraph in computing 
its income from its life insurance business in Canada for its 
1976 taxation year, and 


(ii) the lesser of 


(A) the amount, if any, of its 1975-76 excess investment 
reserve, and 


(B) the amount, if any, of its 1975 branch accounting 
election deficiency. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(4.2) Idem [deemed deduction for 1977] — For the purposes 
of paragraph (4)(a), a life insurer shall be deemed to have deducted 
the following amounts in computing its income for its 1977 taxation 
year 


(a) under subparagraph (3)(a)(i), the amount if any, by which the 
total of 


(i) the insurer’s maximum tax actuarial reserve for its 1977 
taxation year, if that reserve had been determined on the ba- 
sis of the rules applicable to its 1978 taxation year, 


(ii) where the insurer has deducted the amount of any policy 
loan made by it in the year in computing its income from its 
life insurance business in Canada for any taxation year 
before its 1978 taxation year or not included interest in re- 
spect of any such loan in computing its gross investment rev- 
enue for any taxation year before its 1978 taxation year, the 
total of amounts that were outstanding at the end of the in- 
surer’s 1977 taxation year each of which is an amount paya- 
ble to it in respect of a policy loan, and 


(iii) that portion of the amount deducted by the insurer under 
subparagraph (3)(a)(i) in computing its income for its 1977 
taxation year that is in respect of segregated fund policies 


exceeds 


(iv) the amount prescribed to be its 1977. carryforward 
deduction; 


(b) under subparagraph (3)(a)(iv), the total of 


(i) the amount deducted under that subparagraph in comput- 
ing its income from its life insurance business in Canada for 
its 1977 taxation year, and 

(11) the amount, if any, by which 


(A) the amount that would have been deductible under 
that subparagraph for its 1977 taxation year if that subpar- 


agraph were read without reference to _ clause 
(3)(a)Gv)(C), 
exceeds 


(B) the amount determined under subparagraph (1) for that 
taxation year; and 


(c) under paragraph 138(3)(c) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, the total of 


(i) the amount deducted under that paragraph in computing 
its income from its life insurance business in Canada for its 
1977 taxation year, and 


(ii) the amount, if any, by which, 


(A) where the insurer has made an election under subsec- 
tion (9) in respect of its 1975 taxation year, the amount 
that would have been deductible under paragraph 
138(3)(c) of that Act in computing its income for its 1977 
taxation year if the insurer had claimed the maximum al- 
lowable amount in its 1977 taxation year, or 


(B) where the insurer has not made an election under sub- 
section (9) in respect of its 1975 taxation year, the amount 
that would have been deductible under paragraph 
138(3)(c) of that Act in computing its income for its 1977 
taxation year if the insurer had claimed the maximum al- 
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lowable amount in each of its taxation years ending 
before 1978 and after 1974 
exceeds 
(C) the amount determined under subparagraph (1). 
Related Provisions: 111(7.2) — Non-capital loss of life insurer. 
Regulations: 2408 (1977 carryforward deduction). 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(4.3) Idem [deemed deduction for 1985] — For the purposes 
of paragraph (4)(a), in computing a life insurer’s income from car- 
rying on its life insurance business in Canada for its first taxation 
year ending after 1984, the amount, if any, by which 


(a) the total of all amounts each of which is an amount deducted 
by the insurer in computing its income for a taxation year ending 
after 1968 and before 1985 in respect of a claim under a life 
insurance policy that was likely to arise after the end of the par- 
ticular taxation year in respect of a death that occurred in the 
particular taxation year 


exceeds 


(b) the total of all amounts each of which is an amount paid by 
the insurer or included in computing its income before the com- 
mencement of its first taxation year ending after 1984 in respect 
of amounts described in paragraph (a) 


shall be deemed to be an amount that was deducted by the insurer 
under subparagraph (3)(a)(i) in computing its income from that bus- 
iness for its last taxation year ending before 1985. 


(4.4) Idem [income inclusion re land, building] — Where, for 
a period of time in a taxation year, a life insurer 


(a) owned land (other than land referred to in paragraph (c) or 
(d)) or an interest therein that was not held primarily for the pur- 
pose of gaining or producing income from the land for the 
period, 


(b) had an interest in a building that was being constructed, 
renovated or altered, 


(c) owned land subjacent to the building referred to in paragraph 
(b) or an interest therein, or 


(d) owned land immediately contiguous to the land referred to in 
paragraph (c) or an interest therein that was used or was in- 
tended to be used for a parking area, driveway, yard, garden or 
other use necessary for the use or intended use of the building 
referred to in paragraph (b), 


there shall be included in computing the insurer’s income for the 
year, where the land, building or interest was designated insurance 
property of the insurer for the year, or property used or held by it in 


the year in the course of carrying on an insurance business in Can- ~ 


ada, the total of all amounts each of which is the amount prescribed 
in respect of the insurer’s cost or capital cost, as the case may be, of 
the land, building or interest for the period, and the amount pre- 
scribed shall, at the end of the period, be included in computing 


(e) where the land or interest therein is property described in 


paragraph (a), the cost to the insurer of the land or the interest ~ 


therein, and 


(f) where the land, building or interest therein is property de- 
scribed in paragraphs (b) to (d), the capital cost to the insurer of 
the interest in the building described in paragraph (b). 


Proposed Amendment — 138(4.4) 


(4.4) Income inclusion — If, for a period of time in a taxation 
year, a life insurer 


(a) owned land (other than land referred to in paragraph (c) or 
(d)) or an interest, or for civil law a right, therein that was not 
held primarily for the purpose of gaining or producing income 
from the land for the period, 

(b) had an interest, or for civil law a right, in a building that 
was being constructed, renovated or altered, 
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138(4.6) — Meaning of 


Related Provisions: 138(4.5) — Anti-avoidance rule; 
“completed”; 248(4) — Interest in real property. 


History: The portion of subsec. 138(4.4) between paras. (d) and'(e) amended by 1997, 
c. 25, subsec. 39(4), applicable to 1997 et seg. That portion formerly read: 


the life insurer shall, where that land or building was property. used by it in the 
year. in, or held by it in the year in the course of, carrying on an insurance busi- 
ness in Canada, include a prescribed amount in computing its. income for the 
year in respect of the cost or capital cost, as the case may be, of the land, build- 
ing or interest therein to the insurer for the period, and the amount so included 
shall, at the end of the period, be included in computing ~ 


Regulations: 2410 (prescribed amount). 


(4.5) Application [of subsec. (4.4)]— Where a life insurer 
transfers or lends property, directly or indirectly in any manner 
whatever, to a person or partnership (in this subsection referred to 
as the “‘transferee”’) that is affiliated with the insurer or a person or 
partnership that does not deal at arm’s length with the insurer and 


(a) that property, 
(b) property substituted for that property, or 


(c) property the acquisition of which was assisted by the transfer 
or loan of that property 


was property described in paragraph (4.4)(a), (b), (c), or (d) of the 
transferee for a period of time in a taxation year of the insurer, the 
following rules apply: 


(d) subsection (4.4) shall apply to include an amount in the in- 
surer’s income for the year on the assumption, that the property 
was owned by the insurer for the period, was property described 
in paragraph (4.4)(a), (b), (c) or (d) of the insurer and was used 
or held by it in the year in the course of carrying on an insurance 
business in Canada, and 


(e) an amount included in the insurer’s income for the year 
under subsection (4.4) by reason of the application of this sub- 
section shall 


(i) where subparagraph (ii) does not apply, be added by the 
insurer in computing the cost to it of shares of the capital 
stock of or an interest in the transferee at the end of the year, 
or 

(ii) where the insurer and the transferee have jointly elected 


in prescribed form on or before the day that, is the earliest of 
the days on or before which any taxpayer making the election 


S. 138(5)(b) (ii) 


is required to file a return pursuant to section 150 for the tax- 
ation year that includes the period, be added in computing 


(A) where the property is land or an interest therein of the 
transferee described in paragraph (4.4)(a), the cost to the 
transferee of the land or the interest therein, and 


(B) where the property is land, a building or an interest 
therein described in paragraphs (4.4)(b) to (d), the capital 
cost to the transferee of the interest in the building de- 
vias in Pater (4. Nas 


Related Provisions: 248(4) — Interest in real property; 248(5) — Substituted pro- 
perty; 251.1 — Affiliated persons. 

History: The opening words of subsec. 138(4.5), and para. (d), amended by 1997, c. 
25, subsecs. 39(5), (6), applicable to 1997 et seg. The opening words and para. (d) 
formerly read: 


(4.5) Where, after 1987, a life insurer has transferred or lent property, directly or 
indirectly in any manner whatever, to a transferee that was a designated-corpora- 
tion of the insurer. (within the meaning assigned by subsection 2405(3) of the 
Income Tax. Regulations) or a person or partnership that does not deal at arm’s 
length with the insurer and 


(d) subsection (4.4) shall apply to the insurer to include an amount in the in- 
surer’s income for the year on the assumption that the property was owned by 
the insurer for the period, was property, described in paragraph (4.4)(a), (b), (c) 
or (d) of the insurer and was used by it in the year in, or held by it in the year in 
the course of, carrying on an insurance business in Canada, and 


(4.6) Completion [of building] — For the purposes of subsec- 
tion (4.4), the construction, renovation or alteration of a building is 
completed at the earlier of the day’on which the construction, reno- 
vation or alteration is actually completed and the day on which all 
or substantially all of the building is used for the purpose for which 
it was constructed, renovated or altered. 


(5) Deductions not allowed — Notwithstanding any other pro- 
vision of this Act, 


(a) in the case of an insurer, no deduction may be made under 
paragraph 20(1)(1) in computing its income for a taxation year 
from an insurance business in Canada in respect of a premium or 
other consideration for a life insurance policy in Canada or an 
interest therein; and 


(b) in the case of a non-resident insurer or a life insurer resident 
in Canada that carries on any of its insurance business in a coun- 
try other than Canada, no deduction may be made under para- 
graph 20(1)(c) or (d) in computing its income for a taxation year 
from carrying on an insurance business in Canada,.except in re- 
spect of 


(i) interest on pométied: money used to acquire designated 
insurance property for the year, or to acquire property for 
which designated insurance property for the year was substi- 
tuted property, for the period in the year during which the 
designated insurance property was held by the insurer in re- 
spect of the business, 


(ii) interest on amounts payable for designated insurance pro- 
perty for the year in respect of the business, or 
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(iii) interest on deposits received or other amounts held by 
the insurer that arose in connection with life insurance poli- 
cies in Canada or with policies insuring Canadian risks. 
(iv) [Repealed] 
Related Provisions: 248(4)— Interest in real property; 248(5)— Substituted 
property. 
History: Subpara. 138(5)(b)(i) amended by 2001, c. 17, subsec. 133(1), applicable to 
1997 et seg. The subpara. formerly read: 


(i) interest on borrowed money used to acquire designated insurance property for 
the year in respect of the business, 


Subpara. 138(5)(b)(iv) repealed by the said c. 17, subsec. 133(2), applicable to 1997 et 
seq. The subpara. formerly read: 


(iv) other interest that does not exceed a prescribed amount. 


Para. 138(5)(b) amended by 1997, c. 25, subsec. 39(7), applicable to 1997 et seq. Para. 
(b) formerly read: 


(b) in the case of a non-resident insurer or a life insurer resident in Canada that 
carries on any of its insurance business in a country other than Canada, no de- 
duction may be made under paragraph 20(1)(c) or (d) in computing its income 
for a taxation year from carrying on an insurance business in Canada, except in 
respect of interest on 


(i) borrowed money used to acquire property used by it in the year in, or 
held by it in the year in the course of, carrying on that insurance business in 
Canada, to the extent that the interest is paid or payable in respect of that 
portion of the year during which the property was so used or held, 


(ii) amounts payable for its property used by it in the year in, or held by it in 
the year in the course of, carrying on that insurance business in Canada to 
the extent that the interest is paid or payable in respect of that portion of the 
year during which the property was so used or held, or 


(iii) deposits received or other amounts held by the insurer that arose in con- 
nection with life insurance policies in Canada or with policies insuring Ca- 
nadian risks. 


Regulations: 2404 (prescribed amount for 138(5)(b)(iv)). 


(5.1) No deduction — No deduction shall be made under subsec- 
tion 20(12) in computing the income of a life insurer resident in 
Canada in respect of foreign taxes attributable to its insurance 
business. 


Interpretation Bulletins: IT-506: Foreign income taxes as a deduction from income. 


(5.2) [Repealed] 


History: Subsec. 138(5.2) repealed by 1995, c. 21, subsec. 57(5), applicable to dispo- 
sitions occurring after October 30, 1994, except the disposition of a debt obligation 
before July 1995 where 


(a) the disposition is part of a series of transactions or events that began before 
October 31, 1994; 


(b) as part of the series of transactions or events, the taxpayer who acquired the 
debt obligation disposed of property before October 31, 1994; and 


(c) it is reasonable to consider that one of the main reasons for the acquisition of 
the debt obligation by the taxpayer was to obtain a deduction because, as a conse- 
quence of the disposition referred to in paragraph (b), 


(i) an amount was included in the taxpayer’s income for any taxation year, or 


(ii) an amount was subtracted from a balance of undeducted outlays, expenses 
or other amounts of the taxpayer and the subtracted amount exceeded the por- 
tion, if any, of the balance that could reasonably be considered to be in respect 
of the property. 


Subsec. (5.2) formerly read: 


(5.2) Idem — Notwithstanding paragraph (3)(b) and subsection (11.4), in com- 
puting an insurer’s income for a taxation year from carrying on an insurance 
business, no amount shall be deducted in respect of a loss sustained by the in- 
surer on a disposition (other than a disposition occurring as a result of the appli- 
cation of subsection (11.3)), of property that is a share, bond, debenture, mort- 
gage, note, agreement of sale or any other form of indebtedness that was not a 
capital property of the insurer and was used by it in the year in, or held by it in 
the year in the course of, carrying on an insurance business in any case where 


(a) during the period commencing 30 days before and ending 30 days after 
the disposition, the insurer or a person or partnership that does not deal at 
arm’s length with the insurer acquired or agreed to acquire the same or an 
identical property (in this subsection referred to as the “substituted pro- 
perty”), and 


(b) at the end of the period referred to in paragraph (a), the insurer or the 
person or partnership, as the case may be, owned or had a right to acquire 
the substituted property, 


and any such loss shall be added in computing the cost to the insurer or the 
person or partnership, as the case may be, of the substituted property. 
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(6) Deduction for dividends from taxable corporations — 


In computing the taxable income of a life insurer for a taxation 
year, no deduction from the income of the insurer for the year may 
be made under section 112 but, except as otherwise provided by 
that section, there may be deducted from that income the total of 
taxable dividends (other than dividends on term preferred shares 
that are acquired in the ordinary course of the business carried on 
by the life insurer) included in computing the insurer’s income for 
the year and received by the insurer in the year from taxable Cana- 
dian corporations. 


Related Provisions: 18(1)(c) — Limitation re exempt income; 55(2) — Deemed 
proceeds or capital gain; 87(2)(x) — Amalgamations; 111(7.2) —“Non-capital loss” 
of life insurer; 111(8)“non-capital loss”A:E — Amount included in non-capital loss; 
112(2.2), (2.4) — Where no deduction permitted; 112(3)(b)(i) — Reduction in loss on 
subsequent disposition of share; 112(4)(d)— Loss on share held as inventory; 
112(5.2)B(b)(i), (ii) — Adjustment for dividends received on mark-to-market property; 
115(1)(d.1) — Deduction from income of non-resident; 141(2) — Life insurance cor- 
poration deemed to be public corporation; 148(4) — Income from disposition, 187.2 — 
Tax on dividends on taxable preferred shares; 187.3 — Tax on dividends on taxable 
RFI shares; 191(4) — Subsec. 138(6) deemed not to apply; 248(14) — Corporations 
deemed related; 258 — Deemed dividend on term preferred share. 


Selected Cases [subsec. 138(6)]: Industrielle Alliance, assurances & services 
financiers inc. v. R., [2008] 5 C.T.C. 2638 (TCC) (Taxpayer was owner of shares on 
which dividends paid and entitled to deduction). 


Interpretation Bulletins: IT-52R4: Income bonds and income debentures 
(archived); IT-328R3: Losses on shares on which dividends have been received; IT- 
385R2: Disposition of an income interest in a trust. 


(7) [Repealed] 


History: Subsec. 138(7) repealed by 1997, c. 25, subsec. 39(8), applicable to 1996 et 
seq. Subsec. (7) formerly read: 


(7) Amounts paid to shareholders included in taxable income — The taxa- 
ble income for a taxation year of a life insurer resident in Canada is its taxable 
income for the year otherwise computed under this Part, plus 2 times the amount, 
if any, by which the total of amounts each of which is an amount paid by it after 
the end of its 1968 taxation year and before the end of the year as, on account or 
in lieu of payment of, or in satisfaction of dividends or stock dividends or any 
other amounts that, but for paragraph 84(1)(c.1), would have been dividends, 
exceeds the’ total of 


(a) the insurer’s undistributed income on hand at the end of its 1968 taxation 
year in respect of which tax under this Part has been paid by it, 


(b) the surplus funds derived from operations of the insurer as of the end of 
the year, 


(c) the total of amounts of surplus contributed to the insurer before the end 
of the year, 


(d) '/ the total of amounts that, by virtue of this subsection, have been added 
to the taxable income of the insurer otherwise computed under this Part in 
computing its taxable income for taxation years before the year, 


(e) where in the taxation year the insurer carried on an insurance business in 
a country other than Canada, the lesser of 


(i) the total of dividends and stock dividends in respect of shares of the 
capital stock of the insurer paid by it in the year out of property other 
than property used by the insurer in the year in, or held by it in the year 
in the course of, carrying on an insurance business in Canada, and 


(ii) the amount of tax for the year paid by the insurer to the government 
of a country other than Canada under the income tax laws of that coun- 
try out of property other than property used by the insurer in the year in, 
or held by it in the year in the course of, carrying on an insurance busi- 
ness in Canada, 


(f) where in the taxation year the insurer did not carry on an insurance busi- 
ness in a country other than Canada, the lesser of 


(i) the total of dividends and stock dividends in respect of shares of the 
capital stock of the insurer paid by it in the year, and 


(ii) the amount of tax for the year paid by the insurer to the government 
of a country other than Canada under the income tax laws of that 
country, 


(g) the total of all amounts determined under paragraphs (e) and (f) in re- 
spect of the insurer for taxation years before the year, and 


(h) the amount, if any, by which the lesser of 


(i) the total of amounts paid after the end of the insurer’s 1968 taxation 
year and before 1978 as, on account or in lieu of payment of, or in satis- 
faction of, dividends or stock dividends in respect of shares of the capi- 
tal stock of the insurer, and 


(ii) the amount, if any, determined in respect of the insurer under para- 
graph 138(7)(c) of the Income Tax Act, chapter 148 of the Revised Stat- 
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utes of Canada, 1952, as it read in its application to the 1976 taxation 
year 


exceeds 


(iii) the total of amounts of surplus contributed to the insurer before 
1978. 


(8) No deduction for foreign tax — No deduction shall be 
made under section 126 from the tax payable under this Part for a 
taxation year by a life insurer resident in Canada in respect of such 
part of an income or profits tax as can reasonably be attributable to 
income from its insurance business. 


(9) Computation of income — Where in a taxation year an in- 
surer (other than an insurer resident in Canada that does. not. carry 
on a life insurance business) carries on an insurance business in 
Canada and in a country other than Canada, there shall be included 
in computing its income for the year from ‘carrying on its insurance 
businesses in Canada the total of 


(a) its gross investment revenue for the year from its designated 
insurance property for the year, and 


(b) the amount prescribed in respect of the insurer for the year. 
Related Provisions: 88(1)(g)— Winding up—gross investment revenue; 
111(7.1) —Effect of election by insurer under ss. 138(9) re 1975 taxation year; 
138(2) — Insurer’s income or loss; 138(3) — Deductions allowed in computing in- 
come; 138(7)— Amounts paid to shareholders included in. taxable. income; 
138(11.5)() — Transfer of insurance business by _ non-resident insurer; 
138(11.91)(d) — Computation of income for non-resident insurer; 138(11.92)(c) — 
Computation of income where insurance business transferred; 142 — Taxable capital 
gains, etc.; 148(1)— Amounts included in computing policyholder’s income; 
219(4) — Non-resident insurers. 


History: Subsec. 138(9) amended by 1997, c. 25, subsec. 39(9), applicable to 1997 et 
seq. Subsec. (9) formerly read: 


(9) Where in a taxation year an insurer (other than.a resident of Canada-that does 
not carry on a life insurance business) carried on an insurance business in Can- 
ada and in a country other than Canada, there shall be included in computing its 
income for the year from carrying on its insurance businesses in Canada the total 
of 


(a) that part of its gross investment revenue for the year that is gross invest- 
ment revenue from property used by it in the year in, or held by it in the year 
in the course of, carrying on those insurance businesses in Canada, and 


(b) such additional amount as is prescribed in respect of the insurer for the 
year by regulation. 


Selected Cases [subsec. 138(9)]: Munich Reinsurance Co:(Canada Branch) v. 
R., [2002] 1 C.T.C. 199 (FCA); aff’ g [2000] 2 C.T.C. 2785 (TCC) (Interest on over- 
payments of tax instalments. part of income from insurance business in Canada); 
Victory, Reinsurance Co. vy. MNR, [1992] 2 C.T.C. 2200 (TCC) (Amount of reserve 
reported to Superintendent of Insurance was amount of reserve under Act); London Life 
Insurance Co. y. R., [1990] 1 C.T.C. 43 (FCA) (Resident insurer carrying on business 
out of Canada, although related activities in Canada). 


Regulations: 2411 (prescribed amount). 


Forms: T2 SCH 150: Net income (loss) for income tax purposes for life insurance 
companies; T2016: Part XIII tax return — tax on income from Canada of approved 
non-resident insurers. 


(9.1) [Repealed under former Act] 


(10) Application of financial institution rules — Notwith- 
standing sections 142.3, 142.4, 142.5 and 142.51, where in a taxa- 
tion year an insurer (other than an insurer resident in Canada that 
does not carry on a life insurance business) carries on an insurance 
business in Canada and in a country other than Canada, in comput- 
ing its income for the year from carrying on an insurance business 
in Canada, 


(a), sections 142.3, 142.5 and 142.51. apply only in, respect of 
property that is designated insurance property for the year in -re- 
spect of the business; and 


(b) section 142.4 applies only in respect of the disposition of 
property that, for the taxation year in which the insurer disposed 
of it, was designated insurance property in respect of. the 
business. 
History: The opening words of subsec. 138(10) amended to substitute “142.4, 142.5 
and 142.51” for “142.4 and 142.5”, and para. 138(10)(a) amended to substitute “142.3, 
142.5 and 142.51” for “142.3 and 142.5”, by 2009, c. 2, subsec. 45(1), applicable to 
taxation years that begin after September 2006. 


- 138(11.3)(a) 


Subsec, 138(10) amended by 1997, c. 25, subsec. 39(9), applicable to 1997 et seq. 
Subsec. (10) formerly read: 


(10) Where in:a taxation year an insurer (other than an insurer resident in Canada 
that does not carry on a life insurance business) carried on an insurance business 
in Canada and in a country other than Canada, in computing the income of the 
insurer for the year from carrying on an insurance business in Canada, 


(a) sections 142.3 and 142.5 apply with respect to property used by it in the 
year in, or held by it in the year in the course of, carrying on that business; 
“and 
(b) section 142.4 applies with respect to the disposition of property that, in 
the taxation year in which the insurer disposed of it, was property used by it 
in the year in, or held by it in the year in the course of, carrying on that 
business. 


Subsec. 138(10), added by 1995, c. 21, subsec. 57(6), applicable to taxation years that 
end after February 22, 1994. 


(11) [Repealed] 


History: Subsec. 138(11) repealed by, 1995, c. 21, subsec. 57(7), applicable to taxation 
years that begin after February 22, 1994. Subsec. (11) formerly read: 


(11) Profit or loss in respect of Canada security — For the purposes of 
paragraphs (3)(b) and (4)(), 


(a) the profit or gain made by an insurer in a taxation year in respect of a 
Canada security owned by it that was disposed of by it in the year is the 
amount by which the proceeds of disposition to which the insurer thereby 
became entitled exceeds the amortized cost of the security to. the insurer at 
the time of the disposition; and 


(b) the loss sustained by an insurer in a taxation year in respect of a Canada 
security owned by it that was disposed of by it in the year is the amount by 
which the amortized cost of the security to the insurer at the time of the 
disposition exceeds the proceeds of the disposition to which the insurer 
thereby became entitled, 


(11.1) Identical properties — For the purpose of section 47, any 
property of a.life insurance corporation that would, but for this sub- 
section, be identical to any other property of the corporation is 
deemed not to be identical to the other property unless both proper- 
ties are 


(a) designated insurance property of the insurer in respect of a 
life insurance business carried on in Canada; or 


(b) designated insurance property of the insurer in respect of an 
insurance business in Canada other than a life insurance 
business. 

Related Provisions: 248(12) — Identical. properties. 

History: Subsec. 138(11.1) amended by 1997, c. 25, subsec. 39(9), applicable to 1997 

et seq. Subsec. (11.1) formerly read: 


(11.1) For the purposes of section 47, any property of a life insurance corpora- 
tion that would, but for this subsection, be identical to any other property of the 
corporation shall be deemed not to be identical to that other property unless both 
properties are 
(a) non-segregated property used by it in the year in, or held by it in the year 
in the course of, carrying on a life insurance business in Canada; or 
(b) non-segregated property used by it in the year in, or held by it in the year 
in the course of, carrying on an insurance business in Canada other than a 
life insurance business. 
1.T. Application Rules: 26(8.1) (property owned since before 1972). 


Interpretation Bulletins: IT-387R2: Meaning of “identical properties”. 


(11.2) Computation of capital gain on _  pre-1969 
depreciable property — For the purposes of computing the 
amount of a capital gain from. the disposition of any depreciable 
property acquired by a life insurer before 1969, the capital cost of 
the property to the insurer shall be its capital cost determined with- 
out reference to paragraph 32(1)(a) of An Act to amend the Income 
Tax Act, chapter 44 of the Statutes of Canada 1968-69, as it read in 
its application to the 1971 taxation year. 


(11.3) Deemed disposition — Subject to subsection (11.31), 
where a property of a life insurer resident in Canada that carries on 
an insurance business in Canada and in a country other than Canada 
or of a non-resident insurer is 


(a) designated insurance property of the insurer for a taxation 
year, was owned by the insurer at the end of the preceding taxa- 
tion year and was not designated insurance property of the in- 
surer for that preceding year, or 
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(b) not designated insurance property for a taxation year, was 
owned by the insurer at the end of the preceding taxation year 
and was designated insurance property of the insurer for that 
preceding year, 


the following rules apply: 


(c) the insurer is deemed to have disposed of the property at the 
beginning of the year for proceeds of disposition equal to its fair 
market value at that time and to have reacquired the property 
immediately after that time at a cost equal to that fair market 
value, 


(d) where paragraph (a) applies, any gain or loss arising from the 
disposition is deemed not to be a gain or loss from designated 
insurance property of the insurer in the year, and 


(e) where paragraph (b) applies, any gain or loss arising from the 
disposition is deemed to be a gain or loss from designated insur- 
ance property of the insurer in the year. 


Related Provisions: 54‘superficial loss”(c) — Superficial loss rule does not apply; 
138(11.31) —Exception where mark-to-market deemed disposition has applied; 
138(11.4) — Loss deductible only in year property disposed of. 


History: The portion of subsec. 138(11.3) after para. (b) amended by 2001, c. 17, 
subsec. 133(3), applicable to 1997 et seg. The portion formerly read: 


the insurer is deemed to have disposed of the property at the beginning of the 
year for proceeds of disposition equal to its fair market value at that time and to 
have immediately thereafter reacquired the property at a cost equal to that fair 
market value. 


Subsec. 138(11.3) amended by 1997, c. 25, subsec. 39(10), applicable to 1997 et seq. 
Subsec. (11.3) formerly read: 


(11.3) Subject to subsection (11.31), and except for the purposes of paragraph 
20(1)(1), the description of A in the definition “undepreciated capital cost” in 
subsection 13(21) and paragraph (b) of the description of F in that definition. and 
any regulations made for the purpose of the definition “property used by it in the 
year in, or held by it in the year in the course of” in subsection (12), where a life 
insurer resident in Canada, or a non-resident insurer, that carries on an insurance 
business in Canada and in a country other than Canada, at any time, 


(a) acquires property for some other purpose and at a later time commences 
to use that property as property used by it in the year in, or held by it in the 
year in the course of, carrying on an insurance business in Canada, or 


(b) acquires property for use as property used by it in the year in, or held by 
it in the year in the course of, carrying on an insurance business in Canada 
and at a later time commences to use the property for some other purpose, 


(c), (d) [Repealed] 


the insurer shall be deemed to have disposed of the property at that later time for 
proceeds of disposition equal to its fair market value at that time and to have 
immediately thereafter reacquired the property at a cost equal to that fair market 
value. 


The opening words of subsec. 138(11.3) amended by 1995, c. 21, subsec. 57(8), appli- 
cable to changes in use of property occurring in taxation years that begin after October 
1994. The opening words formerly read: 


(11.3) Except for the. purposes of paragraphs (3)(d), (4)(c) and 20(1)(1), the 
description of A in the definition “undepreciated capital cost” in subsection 
13(21) and paragraph (b) of the description of F in that‘definition and any regula- 
tions made for the purpose of the definition “property. used by it in the year in, or 
held by it in the year in the course of” in subsection (12), where a life insurer 
resident in Canada, or a non-resident insurer, that carries on an insurance busi- 
ness in Canada and in a country other than Canada, at any time, 


Paras. 138(11.3)(c) and (d) repealed by 1995, c. 21, subsec. 57(9), applicable to 
changes in use of property occurring after February 22, 1994. Paras. (c) and (d) for- 
merly read: 


(c) acquires property that is a bond, debenture, mortgage, agreement of sale or 
any other form of indebtedness for use as property used by it in the year in, or 
held by it in the year in the course of, carrying on a life insurance business in 
Canada and at a later time commences to use the property in, or hold it in the 
course of, carrying on a business other than a life insurance business in Canada, 
or 


(d) acquires property that is a bond, debenture, mortgage, agreement of sale or 
any other form of indebtedness for use in, or to be held in the course of, carrying 
on a business other than a life insurance business in Canada and at a later time 
commences to use the property as property used by it in the year in, or held by it 
in the year in the course of, carrying on a life insurance business in Canada, 
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That portion of subsec. 138(11.3) preceding para. (a) substituted by 1994, c. 7, Sch. IL 

(1991, c. 49), subsec. 114(2), applicable to taxation years beginning after June 17, 1987 

that end after 1987. That portion formerly read: 
(11.3) Except for the purposes of the definition “amortized cost” in subsection 
248(1) as it applies to paragraphs (3)(d) and (4)(c), paragraph 20(1)(), the 
description of A in the definition “undepreciated capital cost” in subsection 
13(21) and paragraph (b) of the description of F in that definition and any regula- 
tions made for the purposes of the definition “property used by it in the year in, 
or held by it in the year in the course of” in subsection (12), where a life insurer 
resident in Canada, or a non-resident insurer, that carries on an insurance busi- 
ness in Canada and in a country other than Canada, at any time, 


1.T. Application Rules: 26(17.1) (ITAR 26 does not apply to property owned since 
before 1972 where 138(11.3) applies). 


(11.31) Exclusion from deemed disposition — Subsection 
(11.3) does not apply 


(a) to deem a disposition in a taxation year of a property of an 
insurer where subsection 142.5(2) deemed the insurer to have 
disposed of the property in its preceding taxation year; nor 


(b) for the purposes of paragraph 20(1)(1), the description of A 
and paragraph (b) of the description of F in the definition “un- 
depreciated capital cost” in subsection 13(21) and the definition 
“designated insurance property” in subsection (12). 


History: Subsec. 138(11.31) amended by 1997, c. 25, subsec. 39(10), applicable to 
1997 et seq. Subsec. (11.31) formerly read: 


(11.31) Subsection (11.3) does not apply in respect of a change in use of a pro- 
perty of an insurer where subsection 142.5(2) deemed the insurer to have dis- 
posed of the property in the taxation year that ended immediately before the 
change in use. 


Subsec. 138(11.31) added by 1995, c. 21, subsec. 57(10), applicable to changes in use 
of property occurring in taxation years that begin after October 1994. 


(11.4) Deduction of loss — Notwithstanding any other provision 
of this Act, where an insurer has a loss for a taxation year from the 
disposition, because of subsection (11.3), of a property other than a 
specified debt obligation (as defined in subsection 142.2(1)), and 
the loss would, but for this subsection, have been deductible in the 
year, the loss shall be deductible only in the taxation year in which 
the taxpayer disposes of the property otherwise than because of sub- 
section (11.3). 
History: Subsec. 138(11.4) amended by 1995, c. 21, subsec. 57(11), applicable to pro- 
perty deemed by subsection 138(11.3) to be disposed of after 1994. Subsec. (11.4) for- 
merly read: 
(11.4) Rules on deemed disposition and reacquisition — Where, but for this 
subsection, an insurer in a taxation year would, by virtue of subsection (11.3), 
have realized an otherwise deductible loss for the year in respect of any property, 
notwithstanding any other provision of this Act, that loss shall be deductible only 


in the taxation year in which the insurer disposes of the property otherwise than 
by virtue of subsection (11.3). 


(11.41) [Repealed] 


History: Subsec. 138(11.41) repealed by 1995, c. 21, subsec. 57(12), applicable to 
changes in use of property occurring after February 22, 1994. Subsec. (11.41) formerly 
read: 


(11.41) Inclusion of gain — Where, by reason of a change in use referred to in 
paragraph (11.3)(c) or (d) of a property that is a bond, debenture, mortgage, 
agreement of sale or any other form of indebtedness, an insurer would, by reason 
of subsection (11.3), have realized an otherwise taxable gain at any time in re- 
spect of such property, that gain shall be included in computing the income of 
the insurer only in the taxation year in which the insurer disposes of or is deemed 
to have disposed of the property otherwise than by reason of a change in use of 
the property referred to in paragraph (11.3)(c) or (d). 


(11.5) Transfer of insurance business by non-resident in- 
surer — Where 


(a) a non-resident insurer (in this subsection referred to as the 
“transferor”’) has, at any time in a taxation year, ceased to carry 
on all or substantially all of an insurance business carried on by 
it in Canada in that year, . 


(b) the transferor has, at that time or within 60 days after that 
time, transferred all or substantially all of the property (in this 
subsection referred to as the “transferred property”) that is 
owned by it at that time and that was designated insurance pro- 
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perty in respect of the business for the taxation year that, be- 
cause of paragraph (h), ended immediately before that time 


(i) to a corporation (in this subsection referred to as. the 
“transferee’’) that is a qualified related corporation (within 
the meaning assigned by subsection 219(8)) of the transferor 
that began immediately after that time to carry on that insur- 
ance business in Canada, and 


(ii) for consideration that includes shares of the capital stock 
of the transferee, 


(c) the transferee has, at that time or within 60 days thereafter, 
assumed or reinsured all or substantially all of the obligations of 
the transferor that arose in the course of carrying on that insur- 
ance business in Canada, and 


(d) the transferor and the transferee have jointly elected in pre- 
scribed form and in accordance with subsection (11.6), 


the following rules apply: 


(e) subject to paragraph (k.1), where the fair market value, at 
that time, of the consideration (other than shares of the’ capital 
stock of the transferee or a right to receive any ‘such shares) re- 
ceived or receivable by the transferor for the transferred pro- 
perty does not exceed the total of the cost amounts to the trans- 
feror, at that time, of the transferred property, the proceeds of 
disposition of the transferor and the cost to the transferee of the 
transferred property. shall be deemed to be. the cost amount, at 
that time, to the transferor of the transferred property, and in any 
other case, the provisions of subsection 85(1) shall be applied in 
respect of the transfer, 


(f) where the provisions of subsection 85(1) are not required to 
be applied in respect of the transfer, the cost to the transferor of 
any particular property (other than shares of the.capital stock of 
the transferee or a right to receive any such shares) received or 
receivable by it) as consideration for the transferred property 
shall be deemed to be the fair market value, at that time; of the 
particular property, 


(g) where the provisions of subsection 85(1) are not required to 
be applied in respect of the transfer, the cost to the transferor of 
any shares of the capital stock of the transferee received or re- 
ceivable by the transferor as consideration. for the transferred 
property shall be deemed to be 


(i) where the shares are preferred shares of any class of the 
capital stock of the transferee, the lesser of 


(A) the fair market value of those shares immediately. af- 
ter the transfer of the transferred property, and 


(B) the amount determined by the formula. 


B 
AX= 
C 


where 


A is the amount, if any, by which the proceeds of dispo- 
sition of the transferor of the transferred property de- 
termined under paragraph (e) exceed the fair market 
value, at that time, of the consideration (other than 
shares of the capital stock of the transferee or a right 
to receive any such shares) received or receivable by 
the transferor for the transferred property, 


B is the fair market value, immediately after the transfer 
of the transferred property, of those preferred shares of 
that class, and 


C is the fair market value, immediately after the transfer 
of the transferred property, of all preferred shares of 
the capital stock of the transferee receivable by the 
transferor as consideration for the transferred property, 
and 

(ii) where the shares are common shares of any class of the 
capital stock of the transferee, the amount determined by the 
formula 
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where 


A is the amount, if any, by which the proceeds of disposi- 
tion of the transferor of the transferred property. deter- 
mined. under, paragraph (e) exceed the total of the fair 
market value, at that time, of the consideration (other than 
shares of the capital stock of the transferee or a right to 
receive any such shares) received or receivable by the 
transferor for the transferred property and the cost to the 
transferor of all preferred shares of the capital stock of the 
transferee receivable by the transferor as consideration for 
the transferred property, 


B ‘is the fair market value, immediately after the transfer of 
the transferred property, of those shares of that class, and 


C is the fair market value, immediately after the transfer of 
the transferred property, of all common shares of the capi- 
tal stock of the transferee receivable by the transferor as 
consideration for the transferred property, 


(h) for the purposes of this Act, the transferor and the transferee 
shall be deemed to have had taxation years ending immediately 
before that time and, for the purposes of determining. the fiscal 
periods of the transferor and transferee after that time, they shall 
be deemed not to have established fiscal periods before that 
time, 


(i) for the purpose of determining the amount of gross invest- 
ment revenue required by subsection (9) to be included in com- 
puting the transferor’s income for the particular taxation year re- 
ferred to in paragraph (h).and its gains and losses from its 
designated insurance property for its subsequent taxation years, 
the transferor is deemed to have transferred the business referred 
to in paragraph (a), the property referred to in paragraph (b) and 
the obligations referred to in paragraph (c) to the transferee on 
the last day of the particular year, 


(j) for the purpose of determining the income of the transferor 
and the transferee for their taxation years following their taxa- 
tion years referred to in paragraph (h), amounts deducted by the 
transferor as reserves under subparagraphs (3)(a)(i); (ii) and (iv), 
paragraphs 20(1)(1) and (1.1) and 20(7)(c) of this Act and section 
33 and paragraph 138(3)(c) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, in its taxation year re- 
ferred to in paragraph (h) in respect of the transferred property 
referred to in paragraph (b) or the obligations referred to in para- 
graph (c) shall be deemed to have been deducted by the trans- 
feree, and not the transferor, for its taxation year referred to in 
paragraph (h), 


(j.1) for the purpose of determining the income of the transferor 
and the transferee for their taxation years following their taxa- 
tion years referred to in paragraph (h), amounts included under 
paragraphs (4)(b) and 12(1)(e.1) in computing the transferor’s 
income for its taxation year referred to in paragraph (h) in re- 
spect of the insurance policies. of the business referred to. in par- 
agraph (a) are deemed to have been included in computing: the 
income of the transferee, and not of the transferor, for their taxa- 


‘tion years referred to in paragraph (h), 


(k) for the purposes of this section, sections 12, 12.3, 12.4, 20, 
138.1, 140 and 142, subsections 142.5(5) and (7), paragraphs 
142.4(4)(c) and (d), section 148 and Part XII.3, the transferee 
shall, in its taxation years following its taxation year referred to 
in paragraph (h), be deemed to be the same person as, and a 
continuation of, the transferor in respect of the business referred 
to,in paragraph (a), the transferred property referred to in para- 
graph (b) and the obligations referred to in paragraph (c), 


S. 138(11.5)(k.1) 


(k.1) except for the purpose of this subsection, where the provi- 
sions of subsection 85(1) are not required to be applied in re- 
spect of the transfer, 


(i) the transferor shall be deemed not to have disposed of a 
transferred property that is a specified debt obligation (other 
than a mark-to-market property), and 


(ii) the transferee shall be deemed, in respect of a transferred 
property that is a specified debt obligation (other than a 
mark-to-market property), to be the same person as, and a 
continuation of, the transferor, 


and for the purpose of this paragraph, “mark-to-market pro- 
perty” and “specified debt obligation” have the meanings as- 
signed by subsection 142.2(1), 


(k.2) for the purposes of subsections 112(5) to (5.2) and (5.4) 
and the definition “mark-to-market property” in subsection 
142.2(1), the transferee shall be deemed, in respect of the trans- 
ferred property, to be the same person as, and a continuation of, 
the transferor, 


(1) for the purposes of this subsection and subsections (11.7) and 
(11.9), the fair market value of consideration received by the 
transferor from the transferee in respect of the assumption or re- 
insurance of a particular obligation referred to in paragraph (c) 
shall be deemed to be the total of the amounts deducted by the 
transferor as a reserve under subparagraphs (3)(a)(), (ii) and (iv) 
and paragraph 20(7)(c) in its taxation year referred to in para- 
graph (h) in respect of the particular obligation, and 


(m) for the purpose of computing the income of the transferor or 
the transferee for their taxation years following their taxation 
years referred to in paragraph (h), 


(i) an amount in respect of a reinsurance premium paid or 
payable by the transferor to the transferee in respect of the 
obligations referred to in paragraph (c), or 


(ii) an amount in respect of a reinsurance commission paid or 
payable by the transferee to the transferor in respect of the 
amount referred to in subparagraph (i) 


under a reinsurance arrangement undertaken to effect the trans- 
fer of the insurance business to which this subsection applied 
shall be included or deducted, as the case may be, only to the 
extent that may be reasonably regarded as necessary to deter- 
mine the appropriate amount of income of both the transferor 
and the transferee. 


Related Provisions: 12.5(6), 138(22), 142.51(8) — Financial institutions and insur- 
ers — transitional rules for accounting changes; 116(6)(e) — No s. 116 certificate re- 
quired on disposition of Canadian insurance business assets; 138(11.6) — Time of 
election; 138(11.7) — Computation of paid-up capital; 138(11.94) — Transfer of busi- 
ness by resident insurer; 142.6(5), (6) — Acquisition of specified debt obligation by 
financial institution in rollover transaction; 190.13(c)(i)(A)(I1) — Effect on capital tax; 
219(5.2) — Branch tax — election by non-resident insurer who has transferred busi- 
ness; Reg, 8101(4) — Inclusion in income of transferee re unpaid claims reserve; Reg. 
8103(4) — Mark-to-market — transition inclusion; Reg. 9204(3) — Residual portion 
of specified debt obligation. 


History: Para. 138(11.5)(b) amended by 2001, c. 17, subsec. 133(4), applicable to 
1999 et seg. except that, where a taxpayer or a taxpayer’s legal representative so elects 
in writing, filed with the Minister of National Revenue before 2002, the amended para. 
applies to the taxpayer’s 1997 and subsequent taxation years. The para. formerly read: 


(b) the transferor has, at that time or within 60. days thereafter, transferred all or 
substantially all of the property owned by it at that time and used by it in the year 
in, or held by it in the year in the course of, carrying on that insurance business 
in Canada in that year (in this subsection referred to as the “transferred pro- 
perty”) to a corporation (in this subsection referred to as the “transferee”) that is 
a qualified related corporation (within the meaning assigned by subsection 
219(8)) of the transferor that, immediately after that time, began to carry on that 
insurance business in Canada and the consideration for the transfer includes 
shares of the capital stock of the transferee, 


Para. 138(11.5)(i) amended, para. (j.1) added, by 1997, c. 25, subsecs. 39(11), (12); 
para. (i) applicable to the transfer by an insurer of an insurance business in its 1997 or a 
subsequent taxation year; para. (j.1) applicable to 1996 et seg. Para. (i) formerly read: 


(i) for the purpose of determining the amount of gross investment revenue re- 
quired to be included in computing the transferor’s income for the year under 
subsection (9) and its gains and losses from property used by it in the year in, or 
held by it in the year in the course of, carrying on an insurance business in Can- 
ada for its taxation years following its year referred to in paragraph (h), the trans- 
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feror shall be deemed to have transferred the business referred to in paragraph 
(a), the property referred. to in paragraph (b) and the obligations referred to in 
paragraph (c) to the transferee on the last day of its taxation year referred to in 
paragraph (h), 


Para. 138(11.5)(e) amended by 1995, c. 21, subsec. 57(13), applicable to transfers of 
insurance businesses occurring after February 22, 1994. Para. (e) formerly read: 


(e) where the fair market value, at that time, of the consideration (other than 
shares of the capital stock of the transferee or a right to receive any such shares) 
received or receivable by the transferor for the transferred property does not ex- 
ceed the total of the cost amounts to the transferor, at that time, of the transferred 
property, the proceeds of disposition of the transferor and the cost to the trans- 
feree of the transferred property shall be deemed to be the cost amount, at that 
time, to the transferor of the transferred property, and in any other case, the pro- 
visions of subsection 85(1) shall be applied in respect of the transfer, 


Para. 138(11.5)(k) amended and paras. (k.1) and (k.2) added by 1995, c. 21, subsec. 
57(14); para. (k) applicable to transfers of insurance businesses occurring after October 
1994, para.'(k.1) applicable to transfers of insurance businesses occurring after Febru- 
ary 22, 1994, and para. (k.2) applicable to transfers of insurance businesses occurring at 
any time (including, for greater certainty, transfers occurring before June 22, 1995). 
Para. (k) formerly read: 


(k) for the purposes of this section, sections 12, 12.3, 12.4, 20, 138.1, 140, 142 
and 148 and Part XII.3 of this Act and of section 33 of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it applied to taxation 
years and fiscal periods beginning before June 18, 1987, the transferee shall, in 
its taxation years following its taxation year referred to in paragraph (h), be 
deemed to be the same person as, and a continuation of, the transferor in respect 
of the business referred to in paragraph (a), the transferred property referred to in 
paragraph (b) and the obligations referred to in paragraph (c), 


Paras. 138(11.5)(b) and (k) amended by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 
114(3), (4), applicable to transfers of an insurance business occurring after December 
15, 1987. Paras. (b), (k) formerly read: 


(b) the transferor has, at that time or within 60 days thereafter, transferred all or 
substantially all of the property used by it in the year in, or held by it in the year 
in the course of, carrying on that insurance business in Canada in that year (in 
this subsection referred to as the “transferred property”) to a corporation (in this 
subsection referred to as the “transferee”) that is a qualified related corporation 
(within the meaning assigned by subsection 219(8)) of the transferor which, im- 
mediately after that time, commenced to carry on that insurance business in Can- 
ada and the consideration for the transfer includes shares of the capital stock of 
the transferee, 


(k) for the purposes of this section and sections. 12, 12.3, 12.4, 20, 138.1, 140, 
142 and 148 of this Act and section 33 of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, the transferee shall, in its taxation years fol- 
lowing its taxation year referred to in paragraph (h), be deemed to be the same 
person as, and a continuation of, the transferor in respect of the business referred 
to in paragraph (a), the transferred property referred to in paragraph (b) and the 
obligations referred to in paragraph (c), 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Forms: T2100: Joint election in respect of an insurance business transferred by a non- 
resident insurer. 


(11.6) Time of election — Any election under subsection (11.5) 


shall be made on or before the day that is the earliest of the days on . 


or before which any taxpayer making the election is required to file 
a return of income pursuant to section 150 for the taxation year in 
which the transactions to which the election relates occurred. 


(11.7) Computation of paid-up capital — Where, after Decem- 
ber 15, 1987, subsection (11.5) is applicable in respect of a transfer 
of property by a non-resident insurer to a qualified related corpora- 
tion of the insurer and the provisions of subsection 85(1) were not 
required to be applied in respect of the transfer, the following rules 
apply: 
(a) in computing the paid-up capital, at any time after the trans- 
fer, in respect of any particular class of shares of the capital 
stock of the qualified related corporation, there shall be deducted 
an amount determined by the formula 
( 


yrds bets 


where 
A is the increase, if any, determined without reference to this 
subsection as it applies to the transfer, in the paid-up capital 


in respect of all the shares of the capital stock of the corpora- 
tion as a result of the transfer, 
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B is the amount, if any, by which the cost of the transferred 
property to the corporation, immediately after the transfer, 
exceeds the fair market value, immediately, after the transfer, 
of any consideration (other than shares of the capital stock of 
the corporation) received or receivable by the insurer from 
the corporation for the property, and 


C .is the increase, if any, determined without reference to this 
subsection as it applies to the transfer, in the paid-up capital 
in respect of the particular class of shares as a result of the 
acquisition by the corporation of the transferred property; 
and 


(b).in computing the paid-up capital, at any time after December 
15, 1987, in respect of any particular class of shares. of the capi- 
tal stock of the qualified related corporation, there shall be ad- 
ded an amount equal to the lesser of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3); (4) or (4.1) to be a dividend 
on shares of that class’ paid after December 15, 1987 and 
before that time by the corporation 


exceeds 


(B) the total of such dividends that would have been de- 
termined under clause (A) if this Act were read without 
reference to paragraph (a), and 


(ii) the total of all amounts each of which is an amount re- | 


quired by paragraph (a) to be deducted in computing. the 
paid-up capital in respect of that class of shares after Decem- 
ber 15, 1987 and before that time. 


Related Provisions: 138(11.5)(1) — Transfer of insurance business by non-resident 
insurer; 257 — Formula cannot calculate to less. than zero. 


(11.8) Rules on transfers of depreciable property — Where 


(a) subsection (11,5) is applicable in respect of a transfer.of de- 
preciable property by a non-resident insurer to a qualified re- 
lated corporation, 


(b) the provisions of subsection 85(1) were not required to be 
applied in respect. of the transfer, and 


(c) the capital cost to the insurer of the depreciable property ex- 
ceeds its proceeds of disposition therefor, 


for the purposes of sections 13 and 20 and any regulations made 
under paragraph 20(1)(a), the following rules apply: 


(d) the capital cost of the depreciable property to, the corporation 
shall be deemed to be the amount that was the capital cost 
thereof to the insurer, and 


(e) the excess shall be deemed to have been allowed to the cor- 
poration in respect of the property under regulations made under 
paragraph 20(1)(a) in computing its income for taxation years 
ending before the transfer. 


(11.9) Computation of contributed surplus — Where, after 
December 15, 1987, ‘subsection (11.5) or 85(1) is applicable in-re- 
spect of a transfer of property by a person or partnership to an in- 
surance corporation resident in Canada and 


(a) the total of 


(i) the fair market value, immediately after the transfer, of 
any consideration (other than shares of the capital stock of 
the corporation) received or receivable by the person or part- 
nership from the corporation for the transferred property, 


(ii) the increase, if any, in the paid-up capital of all the shares 
of the capital stock of the corporation (determined without 
reference to subsection (11.7) or 85(2.1) as it applies in re- 
spect of the transfer) arising on the transfer, and 


(iii) the increase, if any, in the contributed surplus of the cor- 
poration (determined without reference to this subsection as 
it applies in respect of the transfer) arising on the transfer 


S. 138(11.91)(HGi) 


exceeds 
(b) the total of 


(i) the total of all amounts each of which is an amount re- 
quired to be deducted in computing the paid-up capital of a 
class of shares of the capital stock of the corporation under 
subsection (11.7) or 85(2.1), as the case may be, as it applies 
in respect of the transfer, and 


» (ii) the cost to the corporation of the transferred property, 


for the purposes of paragraph 84(1)(c.1) and subsections 219(5.2) 
and (5.3), the contributed surplus of the corporation arising on the 
transfer shall be deemed to be the amount, if any, by which the 
amount of the contributed surplus otherwise determined exceeds the 
amount, if any, by which the total determined under paragraph (a) 
exceeds the total determined under paragraph (b). 


Related Provisions: 138(11.5)(1) — Transfer of insurance business by non-resident 
insurer. 


(11.91) Computation of income of non-resident insurer — 
Where, at any time in a particular taxation year, 


(a) a non-resident insurer carries on an insurance business. in 
Canada, and 


(b) immediately before that time, the insurer was not carrying on 
an insurance business in Canada or ceased to be exempt from 
tax under this Part on any income from such business by reason 
of any Act of Parliament or anything approved, made or de- 
clared to have the force of law thereunder, 


for the purpose of computing the income of the insurer for the par- 
ticular taxation year, 


(c) the insurer shall be deemed to have had a taxation year end- 
ing immediately before the commencement of the particular tax- 
ation year, 
(d) for the purposes of paragraphs 12(1)(d) and (e), paragraph 
(4)(a), subsection (9) and the definition, “designated insurance 
property” in subsection (12), the insurer is deemed to.have car- 
ried on the business in Canada in that preceding year and to have 
claimed the maximum amounts to which it would have been en- 
titled under paragraphs 20(1)(1) and (1.1) and 20(7)(c) and sub- 
paragraphs (3)(a)(i), (ii) and (iv) for that year, 
(d.1) for the purposes: of subsection 20(22) and subparagraph 
(3)(ajai.1), 
(i) the insurer is deemed to have carried on the business re- 
ferred to in,paragraph (a) in,Canada in the preceding taxation 
year referred to in paragraph (c), and 


(ii) the amounts, if any, that would have. been prescribed in 
respect of the insurer for the purposes of paragraphs (4)(b) 
and 12(1)e.1) for that preceding year in respect of the insur- 
ance policies of that business are deemed to have been in- 
cluded in computing its income for that year, 


(e) the insurer is deemed to have disposed, immediately before 

“the beginning of the particular taxation year, of each property 
owned by it at that time that is designated insurance property in 
respect of the business referred to in paragraph (a) for the partic- 
ular taxation year, for proceeds of disposition equal to the fair 
market value at that time and to have reacquired, at the begin- 
ning of the particular taxation year, the property at a cost equal 
to that fair market value, and 


(f) where paragraph (e) applies in respect of depreciable’ pro- 
perty of the insurer and’the cost thereof to the insurer immedi- 
ately before the commencement of the particular taxation year 
exceeds the fair market value thereof at that time, for the pur- 
poses of sections 13.and 20 and any regulations made under par- 
agraph 20(1)(a), 

(i) the capital cost of the property to the insurer at that time 

shall be deemed to be the cost thereof to the insurer at that 

time, and 


(ii) the excess shall be deemed to have been allowed to the 
insurer in respect of the property under regulations made 
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under paragraph 20(1)(a) in computing its income for taxa- 
tion years ending before the commencement of the particular 
taxation year. 


Proposed Repeal — 138(11.91)(f) 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 95(3), 
will repeal para. 138(11.91)(f), applicable to taxation years that end after 1999. 

Technical Notes (July 2010): Subsection 138(11.91) provides rules for the purpose 
of computing the income of a non-resident insurer that at any time in a particular taxa- 
tion year commences to carry on business in Canada or that ceases to be exempt from 
tax under Part I of the Act. 

Paragraph 138(11.91)(f) applies where the non-resident insurer’s capital cost of a de- 
preciable property exceeds the property’s fair market value immediately before the 
commencement of the particular taxation year. To ensure that on a later disposition of 
the property the non-resident insurer is subject to recapture of any excess capital cost 
allowance claimed before the particular taxation year, this paragraph preserves the pro- 
perty’s capital cost, and treats the excess as having been allowed as capital cost 
allowance. | 

Since it is inappropriate to provide for the recapture of capital cost allowance that was 
claimed when the business was not carried on in Canada or when the non-resident in- 
surer was exempt from tax under Part I of the Act, paragraph 138(11.91)(f) is repealed. 


Related Provisions: 95(2)(k.1) — Application to start-up of business of foreign 
affiliate. 

History: Para. 138(11.91)(e) amended by 2001, c. 17, subsec. 133(5), applicable to 
1999 er seg. except that, where a taxpayer or a taxpayer’s legal representative so elects 
in writing, filed with the Minister of National Revenue before 2002, the amended para. 
applies to the taxpayer’s 1997 and subsequent taxation years. The para. formerly read: 


(e) the insurer shall, immediately before the commencement of the particular tax- 
ation year, be deemed to have disposed of each property that was owned by it at 
that time and used by it in the year in, or held by it in the year in the course of, 
carrying on the business referred to in paragraph (a) for proceeds of disposition 
equal to the fair market value of the property at that time and to have reacquired 
the property at that time at a cost equal to that fair market value, and 


Para. 138(11.91)(d) amended, para. (d.1) added, by 1997, c. 25, subsec. 39(13); para. 

(d) applicable to 1997 er seq., and para. (d.1) applicable to 1996 et seg. Para. (d) for- 

merly read: 
(d) for the purposes of paragraphs 12(1)(d) and (e), paragraph (4)(a) and subsec- 
tion (9) and any regulations made under the definition “property used by it in the 
year in, or held by it in the year in the course of” in subsection (12), the insurer 
shall be deemed to have carried on the business referred to in paragraph (a) in 
Canada in the immediately preceding taxation year referred to in paragraph (c) 
and to have claimed the maximum amounts to which it would have been entitled 
under subparagraphs (3)(a)(i), (ii) and (iv), paragraphs 20(1)(1) and (1.1) and 
20(7)(c) of this Act and section 33 and paragraph 138(3)(c) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, for that year, 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(11.92) Computation of income where insurance business 
is transferred — Where, at any time in a taxation year, an insurer 
(in this subsection referred to as the “vendor’) has disposed of 


(a) all or substantially all of an insurance business carried on by 
it in Canada, or 


(b) all or substantially all of a line of business of an insurance 
business carried on by it in Canada 


to a person (in this subsection referred to as the “purchaser”) and 
obligations in respect of the business or line of business, as the case 
may be, in respect of which a reserve may be claimed under subpar- 
agraph (3)(a)(i) or (ii) or paragraph 20(7)(c) (in this subsection re- 
ferred to as the “obligations”) were assumed by the purchaser, the 
following rules apply: 


(c) for the purpose of determining the amount of the gross in- 
vestment revenue required to be included in computing the in- 
come of the vendor and the purchaser under subsection (9) and 
the amount of the gains and losses of the vendor and the pur- 
chaser from designated insurance property for, the year 


(i) the vendor and the purchaser shall, in addition to their 
normal taxation years, be deemed to have had a taxation year 
ending immediately before that time, and 


(ii) for the taxation years of the vendor and the purchaser fol- 
lowing that time, the business or line of business, as the case 
may be, disposed of to, and the obligations assumed by, the 
purchaser shall be deemed to have been disposed of or as- 
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sumed, as the case may be, on the last day of the taxation 
year referred to in subparagraph (i), 


(d) for the purpose of computing the income of the vendor and 
the purchaser for taxation years ending after that time, 


(i) an amount paid or payable by the vendor to the purchaser 
in respect of the obligations, or 


(ii) an amount in respect of a commission paid or payable by 
the purchaser to the vendor in respect of the amount referred 
to in subparagraph (i) 
shall be deemed to have been paid or payable or received or re- 
ceivable, as the case may be, by the vendor or the purchaser, as 
the case may be, in the course of carrying on the business or line 
of business, as the case may be, and 


(e) where the vendor has disposed of all or substantially all of an 
insurance business referred to in paragraph (a), the vendor shall, 
for the purposes of section 219, be deemed to have ceased to 
carry on that business at that time. 
Related Provisions: 190.13(c)(i)(A)(ID) — Effect on capital tax, 
History: The opening words of para. 138(11.92)(c) amended by 1997, c. 25, subsec. 
39(14), applicable to the disposition by an insurer of an insurance business or a line of 
business of an insurance business in its 1997 or a subsequent taxation year. The open- 
ing words formerly read: 


(c) for the purpose of determining the amount of the gross investment revenue 
required to be included in the income of the vendor and the purchaser under 
subsection (9) and the amount of the gains and losses of the vendor and the pur- 
chaser from property used by it in the year in or held by it in the year in the 
course of carrying on an insurance business in Canada 


(11.93) Property acquired on default in payment — Where, 
at any time in a taxation year of an insurer, the beneficial ownership 
of property is acquired or reacquired by the insurer in consequence 
of the failure to pay all or any part of an amount (in this subsection 
referred to as the “insurer’s claim”) owing to the insurer at that time 
in respect of a bond, debenture, mortgage, hypothecary claim, 
agreement of sale or any other form of indebtedness owned by the 
insurer, the following rules apply to the insurer: 


(a) section 79.1 does not apply in respect of the acquisition or 
reacquisition; 

(b) the insurer shall be deemed to have acquired or reacquired, 
as the case may be, the property at an amount equal to the fair 
market value of the property, immediately before that time; 


(c) the insurer shall be deemed to have disposed at that time of 
the portion of the indebtedness represented by the insurer’s 
claim for proceeds of disposition equal to that fair market value 
and, immediately after that time, to have reacquired that portion 
of the indebtedness at a cost of nil; 


(d) the acquisition or reacquisition shall be deemed to have no 
effect on the form of the indebtedness; and 


(e) in computing the insurer’s income for the year or a subse- 
quent taxation year, no amount is deductible under paragraph 
20(1)(1) in respect of the insurer’s claim. 


History: The opening words of subsec. 138(11.93) amended by 2001, c. 17, s. 218 to 
add the words “hypothecary claim”, in force June 14, 2001. 


Subsec. 138(11.93) amended by 1995, c. 21, s. 39, applicable to property acquired or . 


reacquired after February 21, 1994, other than acquisitions or reacquisitions pursuant to 
a court order made before February 22, 1994. Subsec. (11.93) formerly read: 


(11.93) Notwithstanding section 79, where, at any time in a taxation year, an 
insurer has acquired or reacquired the beneficial ownership of property in conse- 
quence of another person’s failure to pay all or any part of an amount (in this 
subsection referred to as the “insurer’s claim’) owing by the other person to the 
insurer in respect of a bond, debenture, mortgage, agreement of sale or any other 
form of indebtedness owned by the insurer, the following rules apply: 


(a) in computing the other person’s proceeds of disposition of the property, 
there shall be included the amount of the insurer’s claim; 


(b) any amount paid by the other person after the acquisition or reacquisi- 
tion, as the case may be, of the property on account of or in satisfaction of 
the insurer’s claim shall be deemed to be a loss of that person from the dis- 
position of the property for that person’s taxation year in which payment of 
that amount was made; 


(c) the insurer shall be deemed to have acquired or reacquired, as the case 
may be, the property at an amount equal to the fair market value of the pro- 
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perty, immediately before that time, and:to have disposed of the bond, ‘de- 
benture; mortgage, agreement of sale or other form of indebtedness, as the 
case may be, for proceeds of disposition equal to that fair market value; 


(d) the cost amount to the insurer of the insurer’s claim shall be deemed to 
be nil and the insurer’s claim shall be deemed to be a bond, debenture, mort- 
gage, agreement of sale or other form of indebtedness, as the! case may be; 
and 


(e) in computing the insurer’s income for the year or a subsequent year, no 
amount is deductible in respect of the insurer’s claim by reason of paragraph 
20(1)(1). 


(11.94) Transfer of insurance business by resident in- 
surer — Where 


(a) an insurer resident in Canada (in this subsection. referred to 
as the “transferor’”) has, at any time in a taxation year, ceased to 
carry on all or substantially all of an insurance business carried 
on by it in Canada in that year, 


(b) the transferor has, at that time or within 60 days after that 
time, 


(i) in the case of a transferor that is a life, insurer and that 
carries on an insurance business in Canada and in a country 
other than Canada in the year, transferred all or substantially 
all of the property (in subsection (11.5) referred to as. the 
“transferred property”) that is owned by it at that time and 
that was designated insurance property in respect of the busi- 
ness for the taxation year that, because of paragraph 
(11.5)(h), ended immediately before that time, or 


(ii) in any other case, transferred all or substantially all of the 
property owned by it at that time and used by it in the year 
in, or held by it in the year in the course of, carrying on that 
insurance business in Canada in that year (in subsection 
(11.5) referred to as the “transferred property’’) 


to a corporation resident in Canada (in this subsection referred to 
as the “transferee’’) that is a subsidiary wholly-owned corpora- 
tion of the transferor that, immediately after that time, began to 
carry on that insurance business in Canada for consideration that 
includes shares of the capital stock of the transferee, 


(c) the transferee has, at that time or within 60 days thereafter, 
assumed or reinsured all or substantially all of the obligations of 
the transferor that arose in the course of carrying on that insur- 
ance business in Canada, and 


(d) the transferor and the transferee have jointly elected in pre- 

scribed form and in accordance with subsection (11.6), 
paragraphs (11.5)(e) to (m) and subsections (11.7) to (11.9) apply in 
respect of the transfer. 


Ley 


Related Provisions: 12.5(6), 138(22), 142.51(8) — Financial institutions and insur- 
ers — transitional rules for accounting changes; 142.6(5), (6) — Acquisition of speci- 
fied debt obligation by financial institution in rollover transaction; Reg: 8101(4) — In- 
clusion in income of transferee re unpaid claims reserve; Reg. 8103(4) — Mark-to- 
market — transition inclusion; Reg. 9204(3) — Residual portion of specified. debt 
obligation. 


History: Para. 138(11.94)(b) amended by 2001, c. 17, subsec. 133(6), applicable to 
1999 et seg. except that, where a taxpayer or a taxpayer’s legal representative so elects 
in writing, filed with the Minister of National Revenue before 2002, the amended para. 
applies to the taxpayer’s 1997 and subsequent taxation years. The para. formerly read: 


(b) the transferor has, at that time or within 60 days thereafter, in the year trans- 
ferred all or substantially all of the property used or held by it in the year in the 
course of carrying on that insurance business in Canada to a corporation resident 
in Canada (in this subsection referred to as the “transferee”) that is a subsidiary 
wholly-owned corporation of the transferor which, immediately after that time, 
began to’ carry on that insurance business in Canada and the consideration for the 
transfer includes shares of the capital stock of the transferee, 


Para. 138(11.94)(b) amended by 1997, c. 25, subsec. 39(15), applicable to 1997 et seq. 
Para. (b) formerly read: 


(b) the transferor has, at that time or within 60 days thereafter, transferred all or 
substantially all of the property used by it in the year in, or held by it in the year 
in the course of, carrying on that insurance business in Canada in that year to a 
corporation resident in Canada (in this subsection referred to as the “transferee”’) 
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that is a subsidiary wholly-owned corporation of the transferor which, immedi- 
ately after that time, commenced to. carry on that insurance business in Canada 
and the consideration for the transfer includes shares of the capital stock of the 
transferee, 


(12) Definitions — In this section, 
Related Provisions [subsec. 138(12)]: 211(1) — Definitions. 


“accumulated 1968 deficit’? — [Repealed] 


History: The definition “accumulated 1968 deficit” in subsec. 138(12) repealed by 
1997, c. 25, subsec. 39(16), applicable to 1997 et seq. The definition formerly read: 


“accumulated 1968 deficit” of a life insurer means such amount as can be estab- 
lished by the insurer to be its deficit as of the end of its 1968 taxation year from 
carrying on its life insurance business in Canada on the assumption that the 
amounts of its assets and liabilities (including reserves of any kind) 


(a) as of the end of any taxation year before its 1968 taxation year, were the 
amounts thereof determined for the purposes of the relevant authority, and 


(b) as of the end of its 1968 taxation year, were 


(i) in respect of depreciable property, the capital cost thereof as of ‘the 
first day of its 1969 taxation year, 


(ii) in respect of policy reserves, the insurer’s maximum tax actuarial 
reserves for its 1968 taxation year for life insurance policies issued by it 
in'the course of carrying on its life insurance business in Canada, and 


(iii) in respect of other assets and liabilities, the amounts thereof deter- 
mined as of the end of that year for the purpose of computing its income 
for its 1969 taxation year; 


“amortized cost [para. 138(12)(b))’’ — [Repealed under. former 
Act] 


“amount payable”’, in respect of a policy.loan at a particular. time, 
means the amount of the policy loan and the interest thereon that is 
outstanding at that time; 


Related Provisions: 148(9) — “amount payable”. 


“base year” of a life insurer means the life insurer’s taxation year 
that immediately precedes its transition year; 


History: The definition “base year’ in subsec. 138(12) added by 2009, c. 2, subsec. 
45(2), applicable to taxation years that begin after September 2006. 


“Canada security’ — [Repealed] 


History: The definition “Canada security” in subsec. 138(12) repealed by 1995, c. 21, 
subsec. 57(15), applicable to taxation years that begin after February 22, 1994. The 
definition formerly read: 


“Canada security” in respect of a life insurer that carried on a business in Canada 
in a taxation year, means a bond, debenture, mortgage, agreement of sale or any 
other indebtedness that was property used by it in the year in, or held by it in the 
year in the course of, carrying on its life insurance business in Canada, other than 
property included in ‘a segregated fund; 


“cost” — [Repealed] 


History: The definition “cost” in subsec. 138(12) repealed by 1995, c. 21, subsec. 
57(15), applicable to taxation years that begin after February 22, 1994. The definition 
formerly read: 


“cost” to: an insurer, of acquiring a mortgage includes any amount advanced by 
the insurer to the borrower by way of loan under the terms of the mortgage; 


“deposit accounting insurance policy” in respect of a life in- 
surer’s taxation year means an insurance policy of the life insurer 
that, according to generally accepted accounting principles, is not 
an insurance contract for that taxation year; 

Related Provisions: Reg. 1408(1)“deposit accounting insurance policy” — Defini- 
tion applies to Reg. Part XIV. 

History: The definition “deposit accounting insurance policy” added to subsec. 
138(12) by 2010, c. 25, subsec..33(2), applicable to taxation years that begin after 
2010. 


“designated insurance property” for a taxation year of an insurer 
(other than an insurer resident in Canada that at no time in the year 
carried on a life insurance business) that, at any time in the year, 
carried on an insurance business in Canada and in a country other 
than Canada, means property determined in accordance with pre- 
scribed rules except that, in its application to any taxation year, 
“designated insurance property” for the 1998 or a preceding taxa- 
tion year means. property. that was, under this subsection. as it read 
in its application to taxation years that ended in 1996, property used 
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by it in the year in, or held by it in the year in the course of, carry- 
ing on an insurance business in Canada; 
Related Provisions: 138(11.31)(b) — Change in use rule for insurance properties 


does not apply for purposes of this definition; 248(1)“designated insurance pro- 
perty” — Definition applies to entire Act. 


History: The definition “designated insurance property” in subsec, 138(12) amended 
by 2001, c. 17, subsec. 133(7), applicable to 1997 et seq. The definition formerly read: 


“designated insurance property” for a taxation year of an insurer (other than an 
insurer resident in Canada that at no time in the year carried on a life insurance 
business) that, at any time in the year, carried on an. insurance business in Can- 
ada and in a country other than Canada, means property determined in accor- 
dance with prescribed rules except that, in its application to any taxation year, 
“designated insurance property” for the 1996 or a preceding taxation year means 
property that was, under this subsection as it read in its application to that year, 
property used by it in the year in, or held by it in the year in the course of carry- 
ing on an insurance business in Canada; 


The definition “designated insurance property” added to subsec. 138(12) by 1997, c. 
25, subsec. 39(17), applicable to 1997 et seq. 


Regulations: 2401, 2405 (prescribed rules). 


“excluded policy” in respect of a life insurer’s base year means an 
insurance policy of the life insurer that would be a deposit account- 
ing insurance policy for the life insurer’s base year if the Interna- 
tional Financial Reporting Standards adopted by the Accounting 
Standards Board and effective as of January 1, 2011 applied for that 
base year; ‘ 


History: The definition “excluded policy” added to subsec. 138(12) by 2010, c. 25, 
subsec. 33(2), applicable to taxation years that begin after 2010. 


“gross investment revenue” of an insurer for a taxation year 
means the amount determined by the formula 


A+B+C+D+E+F-G 
where 


A. is the total of the following amounts included in its gross reve- 


nue for the year: 
(a) taxable dividends, and 


(b) amounts received or receivable as, on account of, in lieu 
of or in satisfaction of, interest, rentals or royalties, other 
than amounts in respect of debt obligations to which subsec- 
tion 142.3(1) applies for the year, 


B is its income for the year from each trust of which it is a 
beneficiary, 

C is its income for the year from each partnership of which it is a 

member, 

is the total of all amounts required by subsection 16(1) to be 

included in computing its income for the year, 

E is the total of 


(a) all amounts required by paragraph 142.3(1)(a) to be in- 
cluded in computing its income for the year, and 


(b) all amounts required by subsection 12(3) or 20(14) to be 
included in computing its income for the year except to the 
extent that those amounts are included in the computation of 


A, 
F is the amount determined by the formula 
V-W 
where 


V_ is the total of all amounts included under paragraph 56(1)(d) 
in computing its income for the year, and 


W is the total of all amounts deducted under paragraph 60(a) in 
computing its income for the year, and 
G is the total of all amounts each of which is 
(a) an amount deemed by subparagraph 16(6)(a)(ii) to be 
paid by it in respect of the year as interest, or 
(b) an amount deductible under paragraph 142.3(1)(b) in 
computing its income for the year; 


Related Provisions: 148(9) — “interest”; 257 — Formula cannot calculate to less 
than zero. 
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History: The description of A in the definition “gross investment revenue” in subsec. 
138(12) amended by 1995, c. 21, subsec. 57(17), applicable to taxation years that end 
after February 22, 1994. The description of A formerly read: 

A is the total of all taxable dividends and amounts received or receivable as, on 
account of, in lieu of or in satisfaction of, interest, rentals or royalties in- 
cluded in its gross revenue for the year, 

The description of E in the definition “gross investment revenue” in subsec. 138(12) 
amended by 1995, c. 21, subsec. 57(18), applicable to taxation years that end after 
February 22, 1994. The description of E formerly read: 

E is the total of all amounts required by subsection 12(3) or 20(14) to be in- 
cluded in computing its income for the year except to the extent-that those 
amounts are included in the computation of A, — 

The first formula in the definition “gross investment revenue” in subsec. 138(12) 
amended to add G, and the description of G added, by 1995, c.21, subsecs. 57(16) and 
(19), applicable to taxation years that end after October 16, 1991, except that, in its 
application to taxation years that end before February 23, 1994, the description of G 
shall be read as follows: 

G_is the total of all amounts deemed by subparagraph 16(6)(a)(ii) to be paid by 
it in respect of the year as interest; 

In “gross investment revenue” in subsecs. 138(12), the element F was added to the 
formula, the description of A was amended, and the description of F was added, by 
1994; c. 7, Sch. II (1991, c. 49), subsecs. 114(4.1), (5), (6), applicable to 1990 er seq. 
The description of A formerly read: 

A is the total amount of all taxable dividends, interest, rentals and royalties 
included in the insurer’s gross revenue for the year, 


“group term insurance policy [para. 138(12)(p))’ — [Repealed 
under former Act] 


History: This definition was moved from para. 138(12)(p) to subsec. 138(15) in the 
R.S.C. 1985 (Sth Supp.). 


‘“<nterest’’, in relation to a policy loan, means the amount in respect 
of the policy loan that is required to be paid under the terms and 
conditions of the policy in order to maintain the policyholder’s in- 
terest in the policy; 


‘dife insurance policy” includes an annuity contract and a contract 
all or any part of the insurer’s reserves for which vary in amount 
depending on the fair market value of a specified group of assets; 
Related Provisions: 12.2(10) — Riders; 211(1) — “Life insurance policy” for Part 
XIL3. tax; 248(1)“life insurance policy” — Definition applies to entire Act. 

Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies; IT-291R3: Transfer of property to a corporation under subsection 85(1); IT- 


355R2: Interest on loans to buy life insurance policies and annuity contracts, and inter- 
est on policy loans (archived). 


“dife insurance policy in Canada” means a life insurance policy 
issued or effected by an insurer on the life of a person resident in 
Canada at the time the policy was issued or effected; ’ 
Related Provisions: 128.1(10)‘excluded right or interest’”(1) — Life insurance pol- 


icy in Canada excluded from deemed disposition on emigration; 248(1)“life insurance 
policy in Canada” — Definition applies to entire Act. 


| 


) 


Interpretation Bulletins: IT-355R2: Interest on loans to buy life insurance policies ~ 


and annuity contracts, and interest on policy loans (archived). 


“maximum tax actuarial reserve” for a particular class of life in- 
surance policy for a taxation year of a life insurer means, except as 
otherwise expressly prescribed, the maximum amount allowable 
under subparagraph (3)(a)(i) as a policy reserve for the year in re- 
spect of policies of that class; 


“net Canadian life investment income [para. 138(12)(i))” — 
[Repealed under former Act] 


“non-segregated property” of an insurer means its property other 
than property included in a segregated fund; 


“participating life insurance policy” means a life insurance policy 
under which the policyholder is entitled to share (other than by way 
of an experience rating refund) in the profits of the insurer other 
than profits in respect of property in a segregated fund; 


“policy loan” means an amount advanced at a particular time by an 
insurer to a policyholder in accordance with the terms and condi- 
tions of a life insurance policy in Canada; 


Interpretation Bulletins: IT-355R2: Interest on loans to buy life insurance policies 
and annuity contracts, and interest on policy loans (archived). 
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“property used by it in the year in, or held by it in the year in 
the course of’ — [Repealed] | 

History: The definition “property used by it in the year in, or held by it in the year in 
the course of” in subsec. 138(12) repealed by 1997, c. 25, subsec. 39(16), applicable to 
1997 et seq. The definition formerly read: 


“property used by it in the year in, or held by it in the year in the course-of” , 
carrying on an insurance business in Canada means, in the case of an insurer 
(other than a resident of Canada that does not carry on a life insurance business) 
that carried on an insurance business in.Canada and in a country other than Can- 
ada, property determined in accordance with prescribed rules; 


Selected Cases [subsec. 138(12)“property used ...”]: Victory Reinsurance Co. 
v. MNR, [1992] 2 C.T.C. 2200 (TCC) (Amount of reserve reported: to Superintendent of 
Insurance was amount of reserve under Act). 


“qualified related corporation” of a non-resident insurer has the 
meaning assigned by subsection 219(8); 


“relevant authority” — [Repealed] . 
History: The definition “relevant authority” in,subsec. 138(12) repealed by 1997, c. 
25, subsec. 39(16), applicable to 1997 et seg. The definition formerly read: 


“relevant authority”, in relation to a life, insurer, means 


(a) the Superintendent of Financial Institutions, if the insurer is required by 
law to report to the Superintendent of Financial Institutions, or 


(b) in any other case, the superintendent of insurance or other similar officer 
or authority of the province under the laws of which the insurer is 
incorporated; 


“reserve transition amount” of a life insurer, in respect of a life 
insurance business carried on by it in Canada in its transition year, 
is the positive or negative amount determined by. the formula 


n= B 
where 


A is the maximum amount that the life insurer would be permitted 
to claim under subparagraph 138(3)(a)(i) (and that would be pre- 
scribed by section 1404 of the Regulations for the purpose of 
subparagraph 138(3)(a)(i)). as a policy reserve for its base year in 
respect of its life insurance policies in Canada if 


(a) the generally accepted accounting principles that applied 
to the life insurer in valuing its assets and liabilities for its 
transition year had applied to it for its base year, and 


(b) section 1404 of the Regulations were read in respect of 
the life insurer’s base year as it reads in respect, of its transi- 
tion year, and 


B. is the maximum amount: that the life insurer is spigetted to 
claim under subparagraph 138(3)(a)(@) as a policy reserve for its 
base year; 


History: The definition “reserve transition amount” in subsec..138(12) added.by 2009, 
c. 2, subsec. 45(2), applicable to taxation years that begin after September.2006. 


“segregated fund” has the meaning given that expression in sub- 
section 138.1(1); 


“surplus funds derived from operations” of an insurer as of the 
end of a particular taxation year means the amount determined by 
the formula 


a ge el eich 8 dah Seppe Svar sabe a Geb, 
where 


A is the total of the insurer’s income for each taxation year in the 
period beginning with its 1969 taxation year and ending with the 
particular year from all insurance businesses carried on by it, 


B is the total described in subclause (4.1)(a)(ii)(B)GV), and 


C is the total of all profits or gains made by the insurer in the: pe- 
riod in respect of non-segregated property of the insurer dis- 
posed of by it that was used by it in, or held by it in the course 
of, carrying on an insurance business in Canada, except to the 
extent. that those profits or gains have been or are included in 
computing the insurer’s income or loss, if any, for any. taxation 
year in the period from carrying on an insurance business, 


D is the total of its loss, if any, for each taxation year in the period 
from all insurance businesses carried on by it, 
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E is the total of all losses sustained by the insurer in the period in 
respect of non-segregated property disposed of by it that was 
used by it in, or held by it in the course of, carrying on an insur- 
ance business in Canada, except to the extent that those losses 
have been or are included in computing the insurer’s income or 
loss, if any, for any taxation year in the period from carrying on 
an insurance business, 


F. is the total of 


(a) all taxes payable under this Part by the insurer, and all 
income taxes payable by it under the laws of each province, 
for each taxation year in the period, except such portion 
thereof as, would not have been payable by it if subsection (7) 
had. not been enacted, and 


(b) all taxes payable under Parts 1.3 and VI by the insurer for 
each, taxation year in the period, 


G is the total of all gifts made in the period by the insurer to a 
person or organization described.in paragraph 110,1(1)(a) or (b), 
and 


H is the amount detetinined by the formula 


M-N 
where 


M is the amount determined in respect of the insurer for the par- 
ticular taxation year under clause’ (3)(a)(iii)(A), and 


N is the amount so determined under clause (3)(a)(iii)(B); 
Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: The description of F in the definition “surplus funds derived from operations” 
in subsec. 138(12) substituted by 1994, c. 21, s..66, applicable to 1992 et seg. That 
description formerly read: 


F is the total of any taxes payable by the insurer under this Part and any in- 
come tax payable by it under the laws of any province for each taxation year 
in the period, except such portion thereof as would not have been payable by 
it if subsection (7) had not been enacted, 


1.T. Application Rules: 60.1 (reference to “this Part’? in description of F includes 
Part IA of pre-1972 Act). 


“transition year” of a life insurer means 


(a) in respect of the accounting standards adopted by the Ac- 
counting Standards Board and effective as of October 1, 2006, 
the life insurer’s first taxation year that begins after September 
2006, and 


(b) in respect of the International Financial Reporting Standards 
adopted by the Accounting Standards Board and effective as of 
January 1, 2011, the life insurer’s first taxation year that begins 
after 2010; — 


History: The definition “transition year” amended by 2010, c. 25, subsec. 33(1), appli- 
cable to taxation years that begin after 2010. It formerly read: 


“transition year” of a life insurer means the life insurer’s first taxation year that 
begins after September 2006; 


The definition “transition year” in subsec. 138(12) added by 2009, c. 2, subsec. 45(2), 
applicable to taxation years that begin after September 2006. 


“1975 branch accounting election deficiency” of an insurer that 
has made an election under subsection 138(9) of the Income Tax 
Act, chapter 148.o0f the Revised.Statutes of Canada, 1952,.as it read 
in its application to the 1977 taxation year, in respect of its 1975 
taxation year means the amount determined by the formula 


(A+ B)-(C+D+E+F+G) 
where 


A is such portion of the total of the insurer’s gross investment rev- 
enue and all amounts determined under paragraphs (4)(b) and 
(c) as would have been required to be included in computing its 
income for its 1975 taxation year if 


(a) it had not made the election under subsection 138(9) of 
that Act in respect of that year, and 


(b) where it had made the election under subsection 138(9) of 
that Act in respect of its 1974 taxation year, it had adopted 
for its 1975 taxation year, with the concurrence of the Min- 
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ister, the method required by subsection 138(9) of that Act if 
it had not elected under that subsection and the Minister had 
specified no terms and conditions under subsection 138(10) 
of that Act, 


B is the total of the amounts deducted in computing the insurer’s 
income for its 1975 taxation year under paragraphs (3)(b) and 
(d), 

C is the total of the insurer’s gross investment revenue included in 
computing its income for its 1975 taxation year and the amounts 
included in computing its income for that year under paragraphs 
(4)(b) and (c), 

D is such portion of the total of all amounts determined under 
paragraphs (3)(b) and (d) as would have been deductible in com- 
puting the insurer’s income for its 1975 taxation year if 


(a) it had not made the election under subsection 138(9) of 
that Act in respect of that year, and 


(b) where it had made the election under subsection 138(9) of 
that Act in respect of its 1974 taxation year, it had adopted 
for its 1975 taxation year, with the concurrence of the Min- 
ister, the method required by subsection 138(9) of that Act if 
it had not elected under that subsection and the Minister had 
specified no terms and conditions under subsection 138(10) 


of that Act, 
E is the amount determined by the formula 
aw 
where 


P is the total of the insurer’s outlays or expenses that would 
have been deductible in computing its income from its insur- 
ance businesses for its 1975 taxation year (other than 
amounts deductible under subsection (3), section 140 and 
regulations made under paragraph 20(1)(a) and 20(7)(c)), if 


(a) it had not made the election under subsection 138(9) 
of that Act in respect of that year, and 


(b) where it had made the election under subsection 
138(9) of that Act in respect of its 1974 taxation: year, it 
had adopted for its 1975 taxation year, with the concur- 
rence of the Minister, the method required by subsection 
138(9) of that Act if it had not elected under that subsec- 
tion and the Minister had specified no terms and condi- 
tions under subsection 138(10) of that Act, 


Q is the total of the insurer’s outlays or expenses deducted in 
computing its income from its insurance businesses for its 
1975 taxation year (other than amounts deducted under sub- 
section (3), section 140 and regulations made under 
paragraphs 20(1)(a) and 20(7)(c)), 
F is the amount of the insurer’s 1975-76 excess policy dividend 
deduction, and 


G is the amount of the insurer’s 1975-76 excess policy dividend 
reserve; 

Related Provisions: 257 — Formula cannot calculate to less than zero. 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“1975-76 excess additional group term reserve” of an insurer 
that has made an election under subsection 138(9) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, as it 
read in its application to the 1977 taxation year, in respect of its 
1975 taxation year means the amount determined by the formula 


A-B 

where 

A is the amount that would have been deductible under subpara- 
graph (3)(a)(ii) in computing the insurer’s income for its 1976 
taxation year if it had claimed the maximum allowable amount 
under that subparagraph for that year, and 

B_ is the amount deducted under that subparagraph in computing its 
income for its 1976 taxation year; 

Related Provisions: 257 — Formula cannot calculate to less than zero. 
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I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“1975-76 excess capital cost allowance” of depreciable property 
of a prescribed class of an insurer that has made an election under 
subsection 138(9) of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952, as it read in its application to the 
1977 taxation year, in respect of its 1975 taxation year means the 
amount determined by the formula 


(A+ B)-C 
where 
A is the amount determined by the formula 


PEO 
where 


P is the amount that would have been deductible under para- 
graph 20(1)(a) by the insurer in computing its income for its 
1975 taxation year with respect to that class, if it had claimed 
the maximum allowable amount under that paragraph in that 
year with respect to that class and if 


(a) it had not made the election under subsection 138(9) 
of that Act in respect of its 1975 taxation year, and 


(b) where it made the election under subsection 138(9) of 
that Act in respect of its 1974 taxation year, it had 
adopted for its 1975 taxation year, with the concurrence 
of the Minister, the method required by subsection 138(9) 
of that Act if it had not elected under that subsection and 
the Minister had specified no terms and conditions under 
subsection 138(10) of that Act, and 
Q is the amount deducted under paragraph 20(1)(a) by the in- 
surer in computing its income for its 1975 taxation year with 
respect to that class, 


B_ is the amount determined by the formula 


R=S 
where 


R is the amount that would have been deductible under para- 
graph 20(1)(a) by the insurer in computing its income for its 
1976 taxation year with respect to that class if it had claimed 
the maximum allowable amount under that paragraph in that 
year and in its 1975 taxation year with respect to that class on 
the basis of the assumptions made in paragraphs (a) to (d) of 
the description of A in the definition “1975-76 excess policy 
dividend reserve” in this subsection, and 


S_ is the amount deducted under paragraph 20(1)(a) by the in- 
surer in computing its income for its 1976 taxation year with 
respect to that class, and 


C is the amount determined by the formula 


T-U 
where 
T is the amount determined for S, and 
U is the amount determined for R; 
Related Provisions: 257 — Formula cannot calculate to less than zero. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“1975-76 excess investment reserve” of an insurer that has made 
an election under subsection 138(9) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, as it read in its appli- 
cation to the 1977 taxation year, in respect of its 1975 taxation year 
means the amount determined by the formula 


A-B 
where 
A is the amount that would have been deductible under paragraph 
138(3)(c) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, by the insurer in computing its income 
for its 1976 taxation year if it had claimed the maximum allowa- 
ble amount under that paragraph in that year and that amount 


1088 


———E 


Division F — Special Rules in Certain Circumstances 


was determined without reference to subparagraph 138(3)(c)(ii) 
of that Act, and 


Bis the amount deducted by the insurer under paragraph 138(3)(c) 
of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, in computing its income for its 1976 taxation 
year; 

Related Provisions: 257 — Formula cannot calculate to less than zero. 

I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“1975-76 excess policy dividend deduction” of an insurer that has 
made_,an election under subsection 138(9) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it read in its 
application to the 1977 taxation year, in respect of its 1975 taxation 
year means the amount determined by the formula 


(A+ By C 
where 
A is the amount determined by the formula 


aga: 
where 


P is the amount that would have been deductible under subpar- 
agraph (3)(a)(iii) by the insurer in computing its income for 
its 1975 taxation year if that amount had been determined on 
the assumptions made in paragraphs (a) to (d) of the descrip- 
tion of A in the definition “1975-76 excess policy dividend 
reserve” in this subsection, and 


Q is the amount deducted under subparagraph (3)(a)(iii) by the 
insurer in computing its income for its 1975 taxation year, 


B is the amount determined by the formula 


Rats 
where 


R_ is the amount that would have been deductible under subpar- 
agraph (3)(a)(iii) by the insurer in computing its income for 
its 1976 taxation year if that amount had been determined on 
the basis that the amount of its income for that year from its 
participating life insurance business carried on in Canada 
was computed in accordance. with prescribed rules on the as- 
sumptions made in paragraph (e) of the description of A in 
the definition “1975-76 excess policy dividend reserve” in 
this subsection, and 


S is the amount deducted by the insurer under subparagraph 
(3)(a)(Gii) in computing its income for its 1976 taxation year, 
and 


C_ is the amount determined by the formula 
T-U 

where 

T is the amount determined for S, and 

U is the amount determined for R; 
Related Provisions: 257 — Formula cannot calculate to less than zero. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
“1975-76 excess policy dividend reserve’ of an insurer that has 
made an election under subsection 138(9) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it read in its 
application to the 1977 taxation year, in respect of its 1975 taxation 
year means the amount determined by the formula 

A-B 

where 


A is the amount that would have been deductible under subpara- 
graph (3)(a)(iv) by the insurer in computing its income for its 
1976 taxation year if 

(a) it had not made the election under subsection 138(9) of 
that Act in respect of its 1975 taxation year, 


S. 138(13) 


(b) where it made an election under subsection 138(9) of that 
Act in respect of its 1974 taxation year, it had adopted for its 
1975 taxation year, with the concurrence of the Minister, the 
method required by subsection 138(9) of that Act if it had not 
elected under that subsection and the Minister had specified 
no terms and conditions under subsection 138(10) of that 
Act, 


(c) it had claimed the maximum allowable amount under par- 
agraph 138(3)(c) of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, in computing its income 
for its 1975 taxation year, 


(d) it had claimed the maximum. allowable amount that 
would have been deductible under regulations made. under 
paragraph 20(1)(a) in computing its income.for its 1975 taxa- 
tion year with respect to property of each of its prescribed 
classes, and 


(e) the amount of its income for its 1976 taxation year from 
its participating life insurance business carried on in Canada 
was computed in accordance with prescribed rules and as if 
the amount deducted under subparagraph (3)(a)(iv) by it in 
computing its income for its. 1975 taxation year was the 
amount that would have been deductible under that subpara- 
graph on the basis.of the assumptions made in paragraphs (a) 
to (d) of this description, and 


B is the amount deducted. by. the insurer under subparagraph 
(3)(a)(iv) in computing its income for its 1976 taxation year; 

Related Provisions: 257 — Formula cannot calculate to less than zero. 

1.T. Application Rules: 69 (meaning of “chapter 148 of ..:”). 


‘1975-76 excess policy reserves” of an insurer that has made an 
election under subsection 138(9) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, as it read in its appli- 
cation to the 1977 taxation year, in respect of its 1975 taxation year 
means the amount determined by the formula 


A-B 
where 


A is the amount that would have been deductible under subpara- 
graph (3)(a)(i) in computing the insurer’s income for its 1976 
taxation year if it had claimed the maximum allowable amount 
under that subparagraph for that year, and 


Bis the amount deducted under that subparagraph in computing its 
income for its 1976 taxation year. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 
1.T. Application. Rules: 69. (meaning of “chapter 148. of ...”). 


(13) Variation in “tax basis” and “amortized cost” — Where 


(a) in a taxation year that ended after 1968 and before 1978 an 
insurer carried on a life insurance business in Canada and. an 
insurance business in a country other than Canada, 


(b).the insurer did.not make an election in respect of the year 
under subsection 138(9) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, as. it applied to that, year, 
and 


(c) the ratio of the value for the-year of the insurer’s. specified 
Canadian. assets to its Canadian investment fund for the, year ex- 
ceeded one, 


each of the amounts included or deducted as follows in respect of 

the year shall be multiplied by the ratio referred to in paragraph (c): 
(d) under paragraph (c), (d), (k) or (1) of the definition “tax ba- 
sis” in subsection 142.4(1) in determining the tax basis of a debt 
obligation to the insurer, or 
(e) under paragraph (c), (d), (f) or (h) of the definition “amor- 
tized cost” in subsection 248(1) in determining the amortized 
cost of a debt obligation to the insurer. 


Related Provisions: 138(14) — Meaning of certain expressions; 142.4(1)‘‘tax ba- 
sis”(c), (d), (k), (1) — Disposition of specified debt obligation by financial institution. 
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History: Subsec. 138(13) amended by 1995, c. 21, subsec. 57(20), applicable to taxa- 
tion years that end after February 22, 1994. Subsec. (13), formerly read: 


(13) Where meaning of “amortized cost” varied — For the purposes of the 
definition “amortized cost” in subsection 248(1), where in a taxation year ending 
after 1968 and before the particular time referred to in that definition an insurer 
carried on a life insurance business in Canada and an insurance business in a 
country other than Canada and has not made an election under subsection 138(9) 
of the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, as it 
read in its application to the 1977 taxation year, in respect of that year, each of 
the amounts referred to in paragraph (c), (d), (f) or (h) in that definition shall, in 
respect of that year, be deemed to be the greater of 


(a) each such amount, and 


(b) that proportion of the amount referred to in paragraph (a) that the value 
for the taxation year of the insurer’s specified Canadian assets is of its Cana- 
dian investment fund for the taxation year. 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(14) Meaning of certain expressions — For the purposes of 
subsection (13), the expressions “Canadian investment fund for a 
taxation year”, “specified Canadian assets” and “value for the taxa- 


tion year” have the meanings prescribed therefor. 
Regulations: 2400(4)(a), 2405(2) [before 1999] (prescribed meanings). 


(15) Definition not to apply — In this section, in construing the 
meaning of the expression “group term insurance policy”, the defi- 
nition “group term life insurance policy” in subsection 248(1) does 


not apply. 


(16) Transition year income inclusion — There shall be in- 
cluded in computing a life insurer’s income for its transition year 
from a life insurance business carried on by it in Canada in the tran- 
sition year, the positive amount, if any, of the life insurer’s reserve 
transition amount in respect of that life insurance business. 


Related Provisions: 12.5(2) — Parallel rule for non-life insurer; 138(18) — Inclu- 
sion reversal in subsequent 5 years; 142.51(2) — Parallel rule for financial institution. 


History: Subsec. 138(16) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(17) Transition year income deduction — There shall be de- 
ducted in computing a life insurer’s income for its transition year 
from a life insurance business carried on by it in Canada in the tran- 
sition year, the absolute value of the negative amount, if any, of the 
life insurer’s reserve transition amount in respect of that life insur- 
ance business. 

Related Provisions: 20.4(2) — Parallel rule for non-life insurer; 138(19) — Deduc- 


tion reversal in subsequent 5 years; 138(22), (23) — Effect of rollover of insurance 
business; 142.51(3) — Parallel rule for financial institution. 


History: Subsec. 138(17) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(17.1) IFRS transition — reversals — In applying subsections 
(18) and (19) to.a life insurer for a taxation year of the life insurer 
in respect of the International Financial Reporting Standards 
adopted by the Accounting Standards Board and effective as of Jan- 
uary 1, 2011, 


(a) the reference to “policy reserve” in B of the formula in the 
definition “reserve transition amount” in subsection (12) is to be 
read as a reference to “policy reserve determined without refer- 
ence to the life insurer’s excluded policies”; 


(b) the reference in those subsections to “that ends after the be- 
ginning of the transition year” is to be read as a reference to 
“that ends no sooner than two years after the beginning of the 
transition year’; and 


(b) the reference in those subsections to “the first day of the 
transition year” is to be read as a reference to “the first day of 
the first year that ends no sooner than two years after the begin- 
ning of the transition year”. 


History: Subsec. 138(17.1) added by 2010, c. 25, subsec. 33(3), applicable to taxation 
years that begin after 2010. 


(18) Transition year income inclusion reversal — If an 
amount has been included under subsection (16) in computing a life 
insurer’s income for its transition year from a life insurance busi- 
ness carried on by it in Canada, there shall be deducted in comput- 
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ing the life insurer’s income, for each particular taxation year of the 
life insurer that ends after the beginning of the transition year, from 
that life insurance business, the amount determined by the formula 


A X B/1825 
where 


A is the amount included under subsection (16) in computing the 
life insurer’s income for the transition year from that life insur- 
ance business; and 


B is the number of days in the particular taxation year that are 
before the day that is 1825 days after the first day of the transi- 
tion year. 

Related Provisions: 20.4(3) — Parallel rule for non-life insurer; 138(17.1) — Inter- 

national Financial Reporting Standards; 138(20), (25) — Effect of windup of insurer; 

138(21) — Effect of amalgamation; 138(22), (23) — Effect of transfer of insurance 

business; 142.51(4) — Parallel rule for financial institution. 


History: Subsec. 138(18) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(19) Transition year income deduction reversal — If an 
amount has been deducted under subsection (17) in computing a life 
insurer’s income for its transition year from a life insurance busi- 
ness carried on by it in Canada, there shall be included in comput- 
ing the life insurer’s income, for each particular taxation year of the 
life insurer that ends after the beginning of the transition year, from 
that life insurance business, the amount determined by the formula 


A xX B/1825 
where 


A is the amount deducted under subsection (17) in computing the 
life insurer’s income for the transition year from that life insur- 
ance business; and 


B is the number of days in the particular taxation year that are 
before the day that is 1825 days after the first day of the transi- 
tion year. 

Related Provisions: 12.5(3) — Parallel rule for non-life insurer; 138(17.1) — Inter- 

national Financial Reporting Standards; 138(20), (25) — Effect of windup of insurer; 

138(21) — Effect of amalgamation; 138(22), (23) — Effect of transfer of insurance 

business; 138(24) — Effect of ceasing to carry on business; 142.51(5) — Parallel rule 

for financial institution. 


History: Subsec. 138(19) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(20) Winding-up — If a life insurer has, ina winding-up to which 
subsection 88(1) has applied, been wound-up into another corpora- 
tion (referred to in this subsection as the “parent’”’), and immediately 
after the winding-up the parent carries on a life insurance business, 
in applying subsections (18) and (19) in computing the income of 
the life insurer and of the parent for particular taxation years that 
end on or after the first day (referred to in this subsection as the 
“start day”) on which assets of the life insurer were distributed to 
the parent on the winding-up, 


(a) the parent is, on and after the start day, deemed to be the 
same corporation as and a continuation of the life insurer in re- 
spect of 


(i) any amount included under subsection (16) or deducted 
under subsection (17) in computing the life insurer’s income 
from a life insurance business for its transition year, 


(ii) any amount deducted under subsection (18) or included 
under subsection (19) in computing the life insurer’s income 
from a life insurance business for a taxation year of the life 
insurer that begins before the start day, and 


(iii) any amount that would — in the absence of this subsec- 
tion and if the life insurer existed and carried on a life insur- 
ance business on each day that is the start day or a subse- 
quent day and on which the parent carries on a life insurance 
business — be required to be deducted or included, in respect 
of any of those days, under subsection (18) or (19) in com- 
puting the life insurer’s income from a life insurance busi- 
ness; and ; 
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(b) the life insurer is, in respect of each of its particular taxation 
years, to determine the value for’ B in the formulas in subsec- 
tions (18) and (19) without reference to the start day and days 
after the start day. 


Related Provisions: 12.5(4) — Parallel rule for non-life insurer; 142:51(6) — Paral- 
lel rule for financial institution. 


History: Subsec. 138(20) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(21) Amalgamations — If there is an amalgamation (within the 
meaning assigned by subsection 87(1)) of a life insurer with one or 
more other corporations to form one corporation (referred to in this 
subsection as the “new corporation”), and immediately after the 
amalgamation the new corporation carries on a life insurance busi- 
ness, in applying subsections (18) and, (19) in computing the in- 
come of the new corporation for particular taxation years of the new 
corporation that begin on or after the day on which the amalgama- 
tion occurred, the new corporation is, on and after that day, deemed 
to be the same corporation as and a continuation of the life insurer 
in respect of 


(a), any amount. included under subsection, (16) or deducted 
under subsection (17) in computing the life insurer's income 
froma life insurance business for its transition year; 


(b) any amount deducted under subsection (18) or included 
under. subsection (19) in computing the. life insurer's income 
from a life insurance business for a taxation year that. begins 
before the day on which the amalgamation occurred; and 


(c) any, amount that would — in the absence of this subsection 
and if the life insurer existed and carried on-a life insurance bus- 
iness on each day that is the day on which the amalgamation 
occurred or a subsequent day and on which the new corporation 
carries on a life insurance business — be required to be de- 
ducted or included, in respect of any of those days, under sub- 
section (18) or (19) in computing the life insurer’s income from 
a life insurance business. 


Related Provisions: 12.5(5) — Parallel rule for non-life insurer; 142.51(7) — Paral- 
lel rule for financial institution. 


History: Subsec. 138(21) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(22) Application of subsec. (23) — Subsection (23) applies if, 
at any time, a life insurer (referred to in this subsection and subsec- 
tion (23) as the “transferor’) transfers, to.a corporation (referred to 
in this. subsection. and subsection (23) as the “‘transferee’’) that is 
related to the transferor, property in respect of a life insurance busi- 
ness carried on by the transferor in Canada (referred .to in this sub- 
section and subsection (23) as the “transferred business’) and 


(a) subsection, 138(11.5) or (11.94) applies to the. transfer; or 


(b) subsection 85(1) applies to the transfer, the transfer includes 
all or substantially all of the property and liabilities of the trans- 
ferred business and, immediately after the transfer, the transferee 
carries on a life insurance business. 


History: Subsec. 138(22) added by 2009, c. 2, subsec. ean applicable to taxation 
years that begin after September 2006. 


(23) Transfer of life insurance business — If this subsection 
applies in respect of the transfer, at any time, of property 


(a) the transferee is, at and after that time, deemed to be, the 
same corporation as and. a continuation of the transferor in re- 
spect of 


(i) any amount included under subsection (16) or deducted 
under subsection (17) in computing the transferor’s income 
for its transition year that can reasonably be erotouint to the 
transferred business, 


(ii) any amount deducted under subsection (18) or included 
under subsection (19) in computing the transferor’s income 
for a taxation year of the transferor that begins before that 
time that can reasonably be attributed to the transferred busi- 
ness, and 


S. 138(25)(b) 


(iii) any amount that would — in the absence of this subsec- 
tion and if the transferor existed and carried on a life insur- 
ance business on each day that includes that time or is a sub- 
sequent day and on which the transferee carries on a life 
insurance business — be required to be deducted or included, 

in respect of any of those days, under subsection (18) or (19) 
in computing the transferor’s income that can reasonably be 
attributed to the transferred business; and 


(b) in determining, in respect.of the day that includes that time 
or any subsequent day, any amount that is required under sub- 
section (18) or (19) to be deducted or included in computing the 
transferor’s income for each particular taxation year from the 
transferred business, the description of A in the formulas in 
those subsections is deemed to be nil. 


Related Provisions: 12.5(6), (7) — Parallel rule for non-life insurer; 138(22) — 
Conditions for 138(23) to apply; 142.51(8), (9) — Parallel rule for financial institution. 


History: Subsec, 138(23) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(24) Ceasing to carry on business — If at any time a life in- 
surer ceases to carry on all or substantially all of a life insurance 
business (referred to in this subsection as the “discontinued busi- 
ness”), and none of subsections (20) to (22) apply, 


(a) there shall. be deducted, in computing the life insurer’s in- 
come from the discontinued business for the life insurer’s taxa- 
tion year that includes the time that is immediately before that 
time, the amount determined by the formula 


AB 
where 


A is the amount included under subsection (16) in computing 
the life insurer’s income from the discontinued business for 
its transition year, and 


B is the total of all amounts each of which is an amount de- 
ducted under subsection (18) in computing the life insurer’s 
income from the discontinued business for a taxation year 
that began before that, time; and 


(b) there shall be included, in computing the life insurer’s in- 
come from the discontinued business for the life insurer’s taxa- 
tion year that includes the time that is immediately before that 
time, the amount determined by the formula 


C+D 
where 


C is the amount deducted under subsection (17) in computing 
the life insurer’s income from the discontinued business for 
its transition year, and 


D is the total of all amounts each of which is an amount in- 
cluded under subsection (19) in computing the life insurer’s 
income from the discontinued business for a taxation year 
that began before that time. 

Related Provisions: 12.5(8), 20.4(4) — Parallel rules for non-life insurer; 87(2.2) — 
Amalgamation of insurers; 88(1)(g)(i) — Windup of insurers; 142.51(11)— Parallel 
rule for financial institution; 257 — Formula cannot calculate to less than zero. 
History: Subsec. 138(24) added by 2009, c. 2; subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


(25) Ceasing to exist — If at any time a life insurer that carried 
on a life insurance business ceases to exist (otherwise than as a re- 
sult of a winding-up or amalgamation described in subsection (20) 
or '(21)), for the purposes of subsection (24), the life insurer is 
deemed to have ceased to carry on the life insurance business at the 
earlier of 


(a) the time (determined without reference to this subsection) at 
which the life insurer ceased to carry on the life insurance busi- 
ness, and 


(b) the time that is immediately before the end of the last taxa- 
tion year of the life insurer that ended at or before the time at 
which the life insurer ceased to exist. 
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Related Provisions: 12.5(9) — Parallel rule for non-life insurer; 142.51(12) — Par- 
allel rule for financial institution. 


History: Subsec. 138(25) added by 2009, c. 2, subsec. 45(3), applicable to taxation 
years that begin after September 2006. 


Definitions [s. 138]: “accumulated 1968 deficit” — 138(12); “affiliated” — 251.1; 
“allowable capital loss” — 38(b), 248(1); “amortized cost” — 138(13), 248(1); 
“amount” — 248(1); “amount payable” — (in respect of a policy loan) 138(12); “annu- 
ity” — 248(1); “arm’s length” — 251(1); “base year” — 138(12); “beneficial owner- 
ship” — 248(3); “borrowed money”, “business” — 248(1); “Canada” — 255, Interpre- 
tation Act 35(1); “Canada security” — 138(12); “Canadian investment fund” — 
138(14), Reg. 2400(4)(a); “capital gain’ — 39(1)(a), 248(1); “capital property” — 54, 
248(1); “carrying on business” — 253; “class of shares” — 248(6); “common 
share” — 248(1); “completed” — 138(4.6); “corporation” — 248(1), Interpretation Act 
35(1): “cost” —(to an insurer of acquiring a mortgage or hypothec) 138(12); “cost 
amount” — 248(1); “deposit accounting insurance policy” — 138(12); “depreciable 
property” — 13(21), 248(1); “designated insurance property” — 138(12), 248(1); “dis- 
position”, “dividend” — 248(1); “excluded policy” — 138(12);. “fiscal period” — 
249(2)(b), 249.1; “gross investment revenue” — 138(12); “identical” — 138(11.1), 
248(12); “insurance policy”, “insurer” — 248(1); “interest in real property” — 248(4); 
“interest” — in relation to a policy loan 138(12); “life insurance business” — 248(1); 
“life insurance policy” — 138(4.01), (12), 248(1); “life insurance policy in Canada” — 
138(12), 248(1); “life insurer’ — 248(1); “mark-to-market property” — 142.2(1); 
“maximum tax actuarial reserve” — 138(12); “Minister” — 248(1); “net Canadian life 
investment income” — 209(2); “1975 branch accounting election deficiency” — 
138(12); “1975-76 excess policy dividend deduction’ — 138(3.1), 138(12); “1975-76 
excess policy dividend reserve”, “1975-76 excess additional group term reserves’, 
“1975-76 excess policy reserves” — 138(12); “non-resident” — 248(1); “non-segre- 
gated property” — 138(12); “paid-up capital” — 89(1), 138(11.7), 248(1), “parent” — 
138(20); “Parliament” — Interpretation Act 35(1); “participating life insurance pol- 
icy” — 138(12); “‘person” — 248(1); “policy dividend’ — 139.1(8)(a); “policy 
loan” — 138(12); “preferred share”, “prescribed”, “principal amount’, “property” — 
248(1); “property used by it in the year in, or held by it in the year in the course of’ — 
carrying on an insurance business 138(12); “province” — Interpretation Act 35(1); 
“qualified related corporation” — 138(12), 219(8); “received” — 248(7); “registered 
pension plan” — 248(1); “registered retirement savings plan” — 146(1), 248(1); “regu- 
lation” — 248(1); “related” —251(2)-(6); “relevant authority”, “reserve transition 
amount” — 138(12); “resident in Canada” — 250; “segregated fund” — 138(12); 
“share”, “shareholder” — 248(1); “specified Canadian assets” — 138(14), Reg. 
2400(4)(a); “specified debt obligation” — 142.2(1); “subsidiary wholly-owned corpo- 
ration” — 248(1); “substituted” — 248(5); “surplus funds derived from operations” — 
138(12); “taxable Canadian corporation” — 89(1), 248(1); “taxable capital gain” — 
38(a), 248(1); “taxable dividend” — 89(1), 248(1); “taxable income” — 2(2), 248(1); 
“taxation year” — 249; “taxpayer”, “term preferred share” — 248(1); “transferred bus- 
iness” — 138(22); “transferred property” — 138(11.94)(b)G@); “transition year” — 
138(12); ‘used’? — 138(12)“property used by it in the year in, or held by it in the year 
in the course of”; “value for the taxation year’ — 138(14), Reg. 2400(4)(a). 


138.1 (1) Rules relating to segregated funds — In respect of 
life insurance policies for which all or any portion of an insurer’s 
reserves vary in amount depending on the fair market value of a 
specified group of properties (in this section referred to as a “segre- 
gated fund’), for the purposes of this Part, the following rules 
apply: 

(a) an inter vivos trust (in this section referred to as the “related 

segregated fund trust’) is deemed to be created at the time that is 

the later of 


(i) the day that the segregated fund is created, and 


(ii) the day on which the insurer’s 1978 taxation year 
commences, 


and to continue in existence throughout the period during which 
the fund determines any portion of the benefits under those poli- 
cies that vary in amount depending on the fair market value of 
the property in the segregated fund (in this section referred to as 
“segregated fund policies”); 


(b) property that has been allocated to and that remains a part of 
the segregated fund, and any income that has accrued on that 
property is deemed to be the property and income of the related 
segregated fund trust and not to be the property and income of 
the insurer; 


(c) the insurer is deemed to be 


(i) the trustee who has ownership or control of the related 
segregated fund trust property, 


(ii) a resident of Canada in respect of the related segregated 
fund trust property used or held by it in the course of carry- 
ing on the insurer’s life insurance business in Canada, and 
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(iii) a non-resident of Canada in respect of the related segre- 
gated fund trust property not used or held by it in the course 
of carrying on the insurer’s life insurance business in 
Canada; 


(d) where at a particular time there is property in the segregated 
fund that was not funded with premiums paid under a segregated 
fund policy, 
(i) the insurer is deemed to have an interest in the related 
segregated fund trust that is not in respect of any particular 
property or source of income, and 


(ii) the cost at any time of that interest to the insurer is 
deemed to be the total of 


(A) for property of the trust at that time allocated by the 
insurer to the segregated fund prior to 1978, the amount 
that would be its adjusted cost base to the insurer if the 
interest had been a capital property at all relevant times 
prior to 1978 and if the rules in this section had been ap- 
plicable for the taxation years after 1971 and before 1978, 
and 


(B) for property of the trust at that time allocated by the 
insurer to the segregated fund after 1977, the fair market 
value of the property at the time it was last allocated to 
the segregated fund by the insurer; 


(e) where at any particular time there is property in the segre- 
gated fund that was funded with a portion of the premiums paid 
before that time under a segregated fund policy, 


(i) the respective segregated fund policyholder is deemed to 
have an interest in the related segregated fund trust that is not 
in respect of any particular property or source of income, 


(ii) the cost of that interest is deemed to be the amount that is 
the total of 


(A) the amount that would be its adjusted cost base to the 
insurer at December 31, 1977 if the interest had been a 
capital property at all relevant times prior to 1978 and if 
the rules in this section (if subsection (3) were read with- 
out reference to the expressions “or capital loss” and “or 
loss”) had been applicable for taxation years after 1971 
and before 1978, and 


(B) the total of amounts each of which is that portion of a 
premium paid before that time and after the day referred 
to in subparagraph (a)(ii) under a segregated fund policy 
that was or is to be used by the insurer to fund property 
allocated to the segregated fund (other than the portion of 
the premium that is an acquisition fee), and 


(iii) the portion of a premium included in a segregated fund 


is deemed not to be an amount paid in respect of a premium _ 


under the policy; 


(f) the income of the related segregated fund trust is deemed for 
the purposes of subsections 104(6), (13) and (24) to be an 
amount that has become payable in the year to the beneficiaries 
under the segregated fund trust and the amount therefor in_re- 
spect of any particular beneficiary is equal to the amount deter- 
mined by reference to the terms and conditions of the segregated 


‘fund policy; 


(g) where at a particular time the fair market value of property 
transferred by the insurer to the segregated fund results in an 
increase at that time in the portion of the insurer’s reserves for a 
segregated fund policy held by a policyholder that vary with the 
fair market value of the segregated fund and a decrease in the 
portion of its reserves for the policy that do not so vary, the 
amount of that increase shall, 


(i) for the purpose of the determination of H in the definition 
“adjusted cost basis” in subsection 148(9), be deemed to be 
proceeds of disposition that the policyholder became entitled 
to receive at that time, 


(ii) for the purpose of computing the adjusted cost base to the 
policyholder of the policyholder’s interest in the related seg- 
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regated fund trust, be added at that time to the cost to the 
policyholder of that interest, and 


(iii) for the purpose of computing the insurer’s income, be 
deemed to be a payment under the terms and conditions of 
the policy at that time; 


(h) where at a particular time the fair market value of property 
transferred by the insurer from the segregated fund results in an 
increase at that time in the portion of the insurer’s reserves for a 
segregated fund policy that do not vary with the fair market 
value of the segregated fund and a decrease inthe portion of its 
reserves for the policy that so vary, the amount of that increase 
shall, for the purpose of calculating the insurer’s income, be 
deemed to. be a premium received by the insurer at that time; 


(i) where at a particular time the policyholder of a segregated 
fund policy disposes of all or a portion of the policyholder’s in- 
terest in the related segregated fund trust, that proportion of the 
amount, if any, by which the acquisition fee with respect to the 
particular policy exceeds the total of amounts each of which is 
an amount determined under this paragraph with respect to the 
particular policy before that time, that 


(i) the fair market value of the interest disposed of at that 
time 


is of 


(ii) the fair market value of the policyholder’s interest in the 
particular segregated fund trust immediately before that time, 


is deemed to be a capital loss of the related segregated fund trust 
that reduces the policyholder’s benefits under the particular pol- 
icy by that amount for the purposes of subsection (3); 


(j). the obligations of an insurer in respect of a benefit that is 
payable under a segregated fund policy, the amount of which 
benefit varies with the fair market value of the segregated fund 
at the time the benefit becomes payable, are deemed to be obli- 
gations of the trustee under the related segregated fund trust and 
not of the insurer and any amount received by the policyholder 
or that the policyholder became entitled to receive at any partic- 
ular time in a year in respect of those obligations is deemed, to 
be proceeds from the disposition of an interest in the related seg- 
regated fund trust; 


(k) a reference to “the terms and conditions of the trust arrange- 
ment” in section 104 or subsection 127.2(3) is deemed to in- 
clude a reference to the terms and conditions of the related seg- 
regated fund policy and the trustee is deemed to have designated 
the amounts referred to in that section in accordance with those 
terms and conditions; and 


(1) where at any time an insurer acquires a share as a first regis- 
tered holder thereof and allocates the share to a related segre- 
gated fund trust, the trust shall be deemed to have acquired the 
share at that time as the first registered holder thereof for the 
purpose of computing its share-purchase tax credit and the in- 
surer shall be deemed not to have acquired the share for the pur- 
pose of computing its share-purchase tax credit. 
Related Provisions: 39(1)(a)(iii) — Meaning of capital gain; 53(1)(1), 53(2)(q) — 
Adjustments to cost base; 87(2.2)— Amalgamation of insurance corporations; 
88(1)(g) — Winding-up of subsidiary insurance corporations; 107.4(3)(g) — Applica- 
tion of 138.1(1)G) on qualifying disposition to trust; 127.55(f)(i) — No minimum tax 
on related segregated fund trust; 138(11.5)(k) — Transfer of business by non-resident 
insurer; 138.1(7) — Where subsections (1) to (6) not to apply; 218.1 — Application to 
non-resident withholding tax; 248(1)“disposition’’(f)(vi) — Rollover from: one trust to 
another; Reg. 9000 — Certain segregated funds excluded from. definition of “financial 
institution”. 


(2) Rules relating to property in segregated funds at end 
of 1977 taxation year — Where an insurer holds property at the 
end of its 1977 taxation year in connection with a segregated fund, 
the following rules apply: 


(a) the property is deemed to have been acquired by the related 
segregated fund trust on the day determined under paragraph 
(1)(a) at a cost equal to the adjusted cost base of the property to 


S. 138.1(3.2)(a) 


the insurer on that day and that transaction is deemed to be a 
transaction between persons not dealing at arm’s length; 


(b) the property is deemed to have been disposed of by the in- 
surer on the day referred to in paragraph (a) for proceeds equal 
to the adjusted cost base of the property to the insurer on that 
day; and 


(c) for the purpose of computing the insurer’s income for its 
1978 taxation year it shall be deemed to have made a payment to 
its policyholders in satisfaction of their rights under their segre- 
gated fund policies in that year equal to that portion of the 
amount deducted under subparagraph 138(3)(a)(i) in computing 
its income for its 1977 taxation year that is in respect of segre- 
gated fund policies. 


Related Provisions: 39.1(2)B(c), 39.1(5) — Reduction in gain to reflect capital 
gains exemption election; 138.1(7) — Where subsections (1) to (6) not to apply. 


(3) Capital gains and capital losses of related segregated 
fund trusts — A capital gain or capital loss of a related segre- 
gated fund trust from the disposition of any property shall, to the 
extent that a policyholder’s benefits under a policy or the interest in 
the trust of any other beneficiary is affected by that gain or loss, be 
deemed to be a capital gain or capital loss, as the case may be, of 
the policyholder or other beneficiary and not that of the trust. 
Related Provisions: 39.1(2)B(c), 39.1(5) — Reduction in, gain to reflect 1994 capi- 
tal gains exemption election; 53(1)(I)Gv), 53(2)(q)(i) — Adjustments to cost base; 
138.1(3.1), (3.2) — Transitional rules for 2000; 138.1(7) — Where subsections (1) to 
(6) not to apply. 


(3.1) Deemed gains and losses [transition for 2000] — 
Where an amount is deemed under subsection (3) to be a capital 
gain or capital loss of a policyholder or other beneficiary (in this 
subsection referred to as the “taxpayer”) of a related segregated 
fund trust, in respect of capital gains or losses realized in a taxation 
year of the related segregated fund trust that includes February 28, 
2000 or October 17, 2000, and the related segregated fund trust so 
elects under this subsection in its return of income for the year, 


(a) the portion of the gains and losses that are in respect of capi- 
tal gains or losses from dispositions of property that occurred 
before February 28, 2000 is deemed to be that proportion of the 
gains or losses that the number of days that are in the year and 
before February 28, 2000 is of the number of days that are in the 
year; 

(b) the portion of the gains and losses that is in respect of capital 
gains or losses from dispositions of property that occurred in the 
year and in the period that begins at the beginning of February 
28, 2000 and ends at the end of October 17, 2000, is deemed to 
be that proportion of the gains or losses that the number of days 
that are in the year and in that period is of the number of days 
that are in the year; and 


(c) the portion of the gains and losses that is in respect of capital 
gains or losses from dispositions of property that occurred in the 
year and in the period that begins at the beginning of October 
18, 2000 and ends at the end of the year, is deemed to be that 
proportion of the gains or losses that the number of days that are 
in the year and in that period is of the number of days that are in 
the year. 


History: Subsec. 138.1(3.1) added by 2001, c. 17, s. 134, applicable to taxation years 
that end after February 27, 2000. 


(3.2) Deemed gains — taxpayer [transition for 2000] — 
Where a capital gain or a capital loss is deemed by subsection (3) to 
be a capital gain or a capital loss of a taxpayer and not that of a 
related segregated fund trust, 


(a) if the capital gain or capital loss was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund trust that occurred before: February 28, 
2000 and that taxation year of the taxpayer includes February 
27, 2000, the capital gain or the capital loss is deemed to be a 
capital gain or a capital loss, as the case may be, of the taxpayer 
from the disposition by the taxpayer of capital property in the 
taxpayer’s taxation year and before February 28, 2000; 
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(b) if the capital gain or capital loss was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund trust that occurred before February 28, 
2000 and the taxation year of the taxpayer began after February 
27, 2000 and ended before October 18, 2000, */s of the capital 
gain or the capital loss is deemed to be a capital gain or a capital 
loss, as the case may be, of the taxpayer from the disposition by 
the taxpayer of capital property in the taxpayer’s taxation year; 


(c) if the capital gain or capital loss was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund trust that occurred before February 28, 
2000 and the taxation year of the taxpayer began after February 
27, 2000 and ended after October 17, 2000, °/s of the capital gain 
or the capital loss is deemed to be a capital gain or a capital loss, 
as. the case may be, of the taxpayer from. the disposition by the 
taxpayer of capital property in the taxpayer’s taxation year and 
before October 18, 2000; 


(d) if the capital gain or capital loss was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund trust that occurred before February 28, 
2000 and the taxation year of the taxpayer began after October 
17, 2000, */2 of the capital gain or the capital loss is deemed to be 
a capital gain or a capital loss, as the case may be, of the tax- 
payer from the disposition by the taxpayer of capital property in 
the taxpayer’s taxation year; 


(e) if the capital gain or capital loss was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund that occurred after February 27, 2000 and 
before October 18, 2000 and the taxation year of the taxpayer 
began after October 17, 2000, % of the capital gain or capital 
loss is deemed to be a capital gain or a capital loss, as the case 
may be, of the taxpayer from the disposition by the taxpayer of 
capital property in the taxpayer’s taxation year; 


(f) if the capital gain or capital loss. was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund trust that occurred after February 27, 2000 
and before October 18, 2000 and the taxation year of the tax- 
payer includes February 28, 2000 and October 17, 2000, the 
capital gain or the capital loss is deemed to be a capital gain or a 
capital loss, as the case may be, of the taxpayer from the disposi- 
tion by the taxpayer of capital property in the taxpayer’s taxation 
year and in the period that began after February 27, 2000 and 
ended before October 18, 2000; 


(g) if the capital gain or capital loss was in respect of capital 
gains or capital losses from dispositions of property by the re- 
lated segregated fund trust that occurred after February 27, 2000 
and before October 17, 2000 and the taxation year of the tax- 
payer began after February 27, 2000 and ended before October 
17, 2000, the capital gain or the capital loss is deemed to be a 
capital gain or a capital loss, as the case may be, of the taxpayer 
from the disposition by the taxpayer of capital property in the 
taxpayer's taxation year; and 


(h) in any other case, the capital gain or the capital loss is 
deemed to be a capital gain or a capital loss, as the case may be, 
of the taxpayer from the disposition of capital property by the 
taxpayer in the taxpayer’s taxation year and after October 17, 
2000. 


History: Subsec. 138.1(3.2) added by 2001, c. 17, s. 134, applicable to taxation years 
that end after February 27, 2000. 


(4) Election and allocation — Where at any particular time after 
1977, a policyholder withdraws all or part of the policyholder’s in- 
terest in a segregated fund policy, the trustee of a related segregated 
fund trust may elect in prescribed manner and prescribed form to 
treat any capital property of the trust as having been disposed of, 
whereupon the property shall be deemed to have been disposed of 
on any day designated by the trustee for proceeds of disposition 
equal to 


(a) the fair market value of the property on that day, 


Income Tax Act, Part I 


(b) the adjusted cost base to the trust of the property on that day, 
or 


(c) an amount that is neither greater than the greater of nor less 
than the lesser of the amounts determined under paragraphs (a) 
and (b), 


whichever is designated by the trustee, and to have been reacquired 
by the trust immediately thereafter at a cost equal to. those proceeds, 
and where the trustee of a related segregated fund trust has made 
such an election, the following rules apply: 


(d) the amount of any capital gain or capital loss resulting from 
the deemed disposition shall be allocated by the trustee to any 
policyholder withdrawing all or part of the policyholder’s inter- 
est in the policyholder’s policy at that time to the extent that the 
amount of the policyholder’s benefits under the policy at that 
time is affected by the capital gain or capital loss in respect of 
property held by the related segregated fund trust at that time, 


(e) the allocation referred to in paragraph (d) is deemed to have 
been made immediately before the withdrawal, 

(f) any capital gain not so allocated is deemed to be allocated in 
accordance with the terms and conditions of the policy, and 


(g) any capital loss not so allocated is deemed to be a superficial 
loss of each policyholder to the extent that the policyholder’s 
benefits under the policy would be affected by the loss. 


Related Provisions: 39.1(1)“exempt capital gains balance”C(c), 39.1(6) — Reduc- 
tion in gain to reflect capital gains exemption election, 53(1)(1)(ui), 53(2)(q)(i) — Ad- 
justments to cost base; 138.1(7) — Where subsections (1) to (6) not to apply. 
Regulations: 6100 (prescribed manner and time). 

Forms: T3018; Election under subsection 138.1(4) of the deemed disposition of capi- 
tal property of a life insurance segregated fund. 


(5) Adjusted cost base of property in related segregated 
fund trust — At any particular time, the adjusted cost base of each 
capital property of a related segregated fund trust shall be deemed 
to be the amount, if any, by which 


(a) the adjusted cost base of the property to, the trust immedi- 
ately before that time 


exceeds 


(b) the total of amounts each of which is an amount in respect of 
the disposition by a policyholder of all or part of the policy- 
holder’s interest in the related segregated fund trust at that time 
equal to that proportion of the amount, if any, by which 


(i) the adjusted cost base to the policyholder of that interest 
at that time 


exceeds 


(ii) the policyholder’s proceeds of the disposition of that in- 
terest in the trust 


that 

(iii) the fair market value of the capital property at that time 
is of 

(iv) the total of amounts each of which is the fair market 


value of a capital property of the related segregated fund trust — 


at that time. 


Related Provisions: 53(1)(1), 53(2)(q) — ACB of interest in related segregated fund 
trust; 138(11.5)(k) — Transfer of business by non-resident insurer, 138.1(7) — Where 
subsections (1) to (6) not to apply. 


(6) Definition of “acquisition fee” — In this section, “acquisi- 
tion fee” means the amount, if any, by which the total of amounts 
each of which is 


(a) that portion of a premium charged by the insurer under a 
segregated fund policy that is not included in the related segre- 
gated fund or cannot reasonably be regarded as an amount re- 
quired to fund a mortality or maturity benefit, 


(b) a transfer from the segregated fund that cannot reasonably be 
regarded as an amount required to fund a mortality or maturity 
benefit other than an annual administration fee or charge, or, 
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(c) any amount by which the proceeds payable to the policy- 
holder under a particular segregated fund policy is reduced on 
the surrender or partial surrender of the policy that may reasona- 
bly be regarded as a surrender fee, 


exceeds 


(d) the total of amounts each of which is that portion of an 
amount described in paragraph (a), (b) or (c) that may reasona- 
bly be considered to be in respect of an interest in the segregated 
fund that was disposed of before 1978. 


(7) Where subsecs. (1) to (6) do not apply — Subsections (1) 
to (6) do. not.apply to the holder of,a segregated fund policy with 
respect to such a: policy that is issued or effected as a registered 
retirement savings plan, registered retirement income fund or TFSA 
or that is issued under a registered pension plan. 


Related Provisions: 
income. 


148(1) — Amounts included in computing policyholder’s 


History: Subsec. 138.1(7) amended to substitute “plan, registered retirement income 
fund or TFSA” for “plan or a registered retirement income fund”, by 2008,,c. 28, s. 22, 
applicable to 2009 et seq. 
Subsec. 138.1(7) amended by 1994, c..7,Sch: vill (1993, c: 24), s. 80, applicable to 
1991 et seg. Subsec. (7) formerly read: 
(7) Where policyholder deemed to be trust, etc. — For the purposes of this 
section, where a segregated fund policy is issued or effected as a registered re- 
tirement savings plan or is issued pursuant to a registered pension plan, the poli- 
cyholder of the policy shall be deemed to be a trust or a trust or corporation 
described by paragraph 149(1)(r) or (0), respectively. 
Definitions [s., 138.1]; “acquisition . fee’, —138.1(6);, “adjusted cost base” — 54, 
248(1); “amount” — 248(1); “arm’s length” — 251(1); “capital gain”, “capital loss” — 
39(1), 248(1); “capital property” — 54, 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “disposition” — 248(1); “insurer” —248(1); “inter vivos trust’? — 108(1), 
248(1); “life insurance business”, “prescribed”, “property”, “registered -pension 
plan” — 248(1); “registered retirement income fund” — 146.3(1), 248(1); “registered 
retirement ‘savings plan” — 146(1), 248(1); “related” — 251(2)-(6); “related segre- 
gated fund trust’ — 138.1(1)(a); “segregated fund” — 138.1(1); “segregated fund pol- 
icy” — 138.1(1)(a); “TFSA” — 146.2(5); 248(1); “taxation year’ —249; “tax- 
payer” — 248(1); “trust” — 104(1), 248(1), (@). 


139. Conversion of insurance corporations into mutual 
corporations — Where an insurance corporation that is a Cana- 
dian corporation applies an amount in payment for shares of the 
corporation purchased or otherwise acquired by it under a mutual- 
ization proposal under Division II] of Part VI of the Insurance 
Companies Act or under a law of the province under the laws of 
which the corporation is incorporated that provides for the conver- 
sion of the corporation into a mutual corporation by the purchase of 
its shares in accordance with that law, - 


(a) section 15 does not apply to require the inclusion, in comput- 
ing the income of a shareholder of the corporation, of any part of 
that amount; and 


(b) no part of that amount shall be deemed, for the purpose of 

subsection 138(7), to have been paid to shareholders or, for the 

purpose of section 84, to have been received as a dividend. 
History: S. 139 amended by 1994, c. 7, Sch. I (1991, c. 47), s. 734, to substitute that 


portion preceding para. (a), deemed to have come into force June 1, 1992. That portion 
formerly read: 


139. Conversion of provincial life insurance corporation into mutual corpo- 
ration — Where a life insurance corporation that is incorporated under the laws 
of a province has applied an amount in payment for shares of the corporation 
purchased by it under the-authority of a law of the province that provides for the 
conversion of the corporation into a mutual corporation by the purchase of its 
shares in accordance with the provisions of that law, 

Definitions [s. 139]: “amount? — 248(1); “Canadian corporation” — 89(1), 248(1); 

“dividend”, “insurance corporation” — 248(1); “province” — Interpretation Act 35(1); 

“share’’, “shareholder” — 248(1). 
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Demutualization of Insurance Corporations 
139.1 (1) Definitions — The definitions in this subsection apply 
in this section and sections 139.2 and 147.4. 


“conversion benefit”? means a benefit received in connection with 
the demutualization of an insurance corporation because of an inter- 


S..139.1(1) own 


est, before:the demutualization, of any person in an insurance policy 
to which the insurance corporation has been a party. 
Related | Provisions: | 139.1(2), (3) — Determining when benefit received; 


139.1(11) — Conversion benefit is not a shareholder.benefit. See also Related Provi- 
sions under “taxable conversion benefit”. 


“deadline” for a payment.in respect. of a demutualization of an in- 
surance corporation means the latest of 


(a) the end of the day that is 13..months after the time of the 
demutualization, 


(b) where the entire amount of the payment depends on shih out- 
come of an initial public offering of shares of the corporation or 
a holding corporation in respect of the insurance corporation, the 
end of the day that is 60 days after the os on which the offering 
is completed, 


(c) where the payment is made after the sig deadline for the 
payment and it is reasonable to conclude that the payment was 
postponed beyond that initial deadline because there was not 
sufficient information available 60 days before that initial dead- 
line with regard to the location of a person, the end of the day 
that is six months after such information becomes available, and 


(d) the end of any other day that is acceptable to the Minister. 
Related Provisions: 139.1(1)‘initial deadline” — Definition. 


“demutualization” means the conversion of an insurance corpora- 
tion from a mutual company into a scene ee art that is not a mutual 
company. 

Related Provisions: 139.1(4) — Effect of demutualization; 237(4) — Authority to 
communicate SIN to agent of shareholder. 


“holding corporation” means a corporation that 


(a) in connection with the demutualization of an insurance cor- 
poration, has issued shares of its capital stock to stakeholders, 
and 


(b) owns shares of the capital stock of the insurance corporation 
acquired in connection with the demutualization that entitle it to 
90% or more of the votes that could be cast in ‘respect of shares 
under all circumstances at'an annual meeting of 


(i) shareholders of the insurance corporation, or 


(ii) shareholders of the insurance corporation and ‘holders of 
insurance policies to which the insurance corporation is a 
party. 
Related Provisions: 139.1(4)(e) — Cost to-holding corporation of shares acquired 
on demutualization; 141(3) — Holding corporation deemed to, be public corporation. 


‘“nitial deadline” for a payment is the time that would, if the defi- 
nition “deadline” were read without reference to paragraph (c) of 
that definition, be the deadline for the payment. 


“mutual holding corporation” in respect of an insurance corpora- 
tion, means a mutual company established to hold shares of the cap- 
ital stock of the insurance corporation, where the only persons enti- 
tled to vote at-an annual meeting of the mutual company are 
policyholders of the insurance corporation. 


Related Provisions: 139.1(4)(d) — Receipt of ownership rights in MHC on demutu- 
alization; 139.2 — Deemed dividend ondistribution of property by MHC. 


“ownership rights” means 


(a) in a particular mutual holding corporation, the following 
rights and interests held by a person in respect of the particular 
corporation because ofan interest or former interest of any per- 
son in.an insurance policy to which an insurance corporation, in 
respect of which the particular corporation is the mutual holding 
corporation, has been a party: 
(i) rights that are similar to rights attached to shares of the 
capital stock of a corporation, and 
(ii) all other rights with respect to, and interests in, the partic- 
ular corporation as a mutual company; and 
(b) in a mutual insurance corporation, the following rights and 


interests held by a person in respect of the mutual insurance cor- 
poration because of ‘an interest or former interest of any person 
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in an insurance policy to which that corporation has been a 
party: 
(i) rights that are similar to rights attached to shares of the 
capital stock of a corporation, 


(ii) all other rights with respect to, and interests in, the mu- 
tual insurance corporation as a mutual company, and 


(iii) any contingent or absolute right to receive a benefit in 
connection with the demutualization of the mutual insurance 
corporation. 


Related Provisions: 139.1(4)(a), (d) — Rollover where shares acquired in exchange 
for ownership rights. 


“person” includes a partnership. 


“share” of the capital stock of a corporation includes a right 
granted by the corporation to acquire a share of its capital stock. 


“specified insurance benefit” means a taxable conversion benefit 
that is 


(a) an enhancement of benefits under an insurance policy; 
(b) an issuance of an insurance policy; 


(c) an undertaking by an insurance corporation of an obligation 
to pay a policy dividend; or 

(d) a reduction in the amount of premiums that would otherwise 
be payable under an insurance policy. 


Related Provisions: 139.1(8) — Effect of stakeholder receiving specified insurance 
benefit. 


“stakeholder” means a person who is entitled to receive or who 
has received a conversion benefit but, in respect of the demutualiza- 
tion of an insurance corporation, does not include a holding corpo- 
ration in connection with the demutualization or a mutual holding 
corporation in respect of the insurance corporation. 


Related Provisions: 139.1(4) — Effect of demutualization on stakeholder. 


“taxable conversion benefit’? means a conversion benefit received 
by a stakeholder in connection with the demutualization of an insur- 
ance corporation, other than a conversion benefit that is 


(a) a share of a class of the capital stock of the corporation; 


(b) a share of a class of the capital stock of a corporation that is 
or becomes a holding corporation in connection with the 
demutualization; or 


(c) an ownership right in a mutual holding corporation in respect 
of the insurance corporation. 
Related Provisions: 139.1(2), (3)— Determining when benefit received; 


139.1(4)(f) — TCB deemed to be a dividend; 139.1(8)(a) — Policy dividend that is 
TCB deemed not to be policy dividend; 139.1(10) — Cost of TCB. 


(2) Rules of general application — For the purposes of this 
section, 


(a) subject to paragraphs (b) to (g), if in providing a benefit in 
respect of a demutualization, a corporation becomes obligated, 
either absolutely or contingently, to make or arrange a payment, 
the person to whom the undertaking to make or arrange the pay- 
ment was given is considered to have received a benefit 


(i) as a consequence of the undertaking of the obligation, and 
(ii) not as a consequence of the making of the payment; 


(b) where, in providing a benefit in respect of a demutualization, 
a corporation makes a payment (other than a payment, made 
pursuant to the terms of an insurance policy, that is not a policy 
dividend) at any time on or before the deadline for the payment, 


(1) subject to paragraphs (f) and (g), the recipient of the pay- 
ment is considered to have received a benefit as a conse- 
quence of the making of the payment, and 


(11) no benefit is considered to have been received as a conse- 
quence of the undertaking of an obligation, that is either con- 
tingent or absolute, to make or arrange the payment; 


(c) no benefit is considered to have been received as a conse- 
quence of the undertaking of an absolute or contingent obliga- 
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tion of a corporation to make or arrange a payment (other than a 
payment, made pursuant to the terms of an insurance policy, that 
is not a policy dividend) unless it is reasonable to conclude that 
there is sufficient information with regard to the location of a 
person to make or arrange the payment; 


(d) where a corporation’s obligation to make or arrange a pay- 
ment in connection with a demutualization ceases on or before 
the initial deadline for the payment and without the payment be- 
ing made in whole or in part, no benefit is considered to have 
been received as a consequence of the undertaking of the obliga- 
tion unless the payment was to be a payment (other than a policy 
dividend) pursuant to the terms of an insurance policy; 


(e) no benefit is considered to have been received as a conse- 
quence of the undertaking of an absolute or contingent obliga- 
tion of a corporation to make or arrange a payment where 


(i) paragraph (a) would, but for this paragraph, apply with 
respect to the obligation, 


(ii) paragraph (d) would, if that paragraph were read without 
reference to the words “on or before the initial deadline for 
the payment”, apply in respect of the obligation, 


(iii) it is reasonable to conclude that there was not, before the 
initial deadline for the payment, sufficient information with 
regard to the location of a person to make or arrange the pay- 
ment, and 


(iv) such information becomes available on a particular day 
after the initial deadline and the obligation ceases not more 
than six months after the particular day; 


(f) no benefit is considered to have been received as a conse- 
quence of 


(i) an undertaking of an absolute or contingent obligation of a 
corporation to make or arrange an annuity payment through 
the issuance of an annuity contract, or 


(ii) a receipt of an annuity payment under the contract so 
issued 


where it is reasonable to conclude that the purpose of the under- 
taking or the making of the annuity payment is to supplement 
benefits provided under either an annuity contract to which sub- 
section 147.4(1) or paragraph 254(a) applied or a group annuity 
contract that had been issued under, or pursuant to, a registered 
pension plan that has wound up; 


(g) no benefit is considered to have been received as a conse- 
quence of 


(i) an amendment to which subsection 147.4(2) would, but 
for subparagraph 147.4(2)(a)(ii), apply, or 


(ii) a substitution to which paragraph 147.4(3)(a) applies; 


(h) the time at which a stakeholder is considered to receive a 
benefit in connection with the demutualization of an insurance 
corporation is, 


(i) where the benefit is a payment made at or before the time 
of demutualization or is a payment to which paragraph (b) 
applies, the time at which the payment is made, and 


(ii) in any other case, the latest of 
(A) the time of the demutualization, 


(B) where the extent of the benefit or the stakeholder’s 
entitlement to it depends on the outcome of an initial pub- 
lic offering of shares of the corporation or a holding cor- 
poration in respect of the insurance corporation and the 
offering is completed before the day that is 13 months af- 
ter the time of the demutualization, the time at which the 
offering is completed, 


(C) where the entire amount of the benefit depends on the 
outcome of an initial public offering of shares of the cor- 
poration or a holding corporation in respect of the insur- 
ance corporation, the time at which the offering is 
completed, 
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(D) where it is reasonable to conclude that the person 
conferring the benefit does not have sufficient informa- 
tion with regard to the location of the stakeholder before 


the later of the times determined under clauses (A) to (C), — 


to advise the stakeholder of the benefit, the time at which 
sufficient information with regard to the location of the 
stakeholder to so advise the stakeholder was received by 
that person, and ; 


(E) the end of any other day that is acceptable to the 
Minister; 
(i) the time at which an insurance corporation is considered to 
demutualize is the time at which it first issues a share of its capi- 
tal stock (other than shares of its capital stock issued by it when 
it was a mutual company if the corporation did not cease to be a 
mutual company because of the issuance of those shares); and 


(j) subject to paragraph (3)(b), the value of a benefit received by 
a stakeholder is the fair market value of the benefit at the time 
the stakeholder receives the benefit. 


Related Provisions: 49.1 — Acquisition in satisfaction of obligation deemed not to 
be a disposition. 


(3) Special cases — For the purposes of this section, 


(a) where benefits under an insurance policy are enhanced (oth- 
erwise than by way of an amendment to which subsection 
147.4(2) would, but for subparagraph 147.4(2)(a)(i),. apply) in 
connection with a demutualization, the value of the enhance- 
ment is deemed to be a benefit received by the policyholder and 
not by any other person; 


(b) where premiums payable under an insurance policy to an in- 
surance corporation are reduced in connection with a demutual- 
ization, the policyholder is deemed, as a consequence of the un- 
dertaking to reduce the premiums, to have received a benefit 
equal to the present value at the time of the demutualization of 
the additional premiums that would have been payable if the 
premiums had not been reduced in connection with the 
demutualization; 


(c) the payment of a policy dividend by an insurance corporation 
or an undertaking of an obligation by the corporation to pay a 
policy dividend is considered, to be in connection. with the 
demutualization of the corporation only to the extent that 


(i) the policy dividend is referred to in the demutualization 
proposal sent by the corporation to stakeholders, 


(ii) the obligation to make the payment is contingent on 
stakeholder approval for the demutualization, and 


(iii) the payment or undertaking cannot reasonably be consid- 
ered to have been made or given, as the case may be, to en- 
sure that policy dividends are not adversely affected by the 
demutualization; 


(d) except for the purposes of paragraphs (c), (e) and (f), where 
part of a policy dividend is a conversion benefit in respect of the 
demutualization of an insurance corporation and part of it is not, 
each part of the dividend is deemed to be a policy dividend that 
is separate from the other part; 


(e) a policy dividend includes an amount that is in lieu of pay- 
ment of, or in satisfaction of, a policy dividend; 


(f) the payment of a policy dividend includes the application of 
the policy dividend to pay a premium under an insurance policy 
or to repay a policy loan; 

(g) where the demutualization of an insurance corporation is ef- 
fected by the merger of the corporation with one or more other 
corporations to form one corporate entity, that entity is deemed 
to be the same corporation as, and a continuation of, the insur- 
ance corporation; 


(h) an insurance corporation shall be considered to have become 
a party to an insurance policy at the time that the insurance cor- 
poration becomes liable in respect of obligations of an insurer 
under the policy; and 


(i) notwithstanding paragraph 248(7)(a), where a cheque or 
other means of payment sent to an address is returned to the 
sender without being received by the addressee, it is deemed not 
to have been sent. 


Related Provisions: 139.1(2)(i) — Determining time of demutualization; 87(2.2) — 
Amalgamation of insurers. 


(4) Consequences of demutualization — Where a patieular 
insurance corporation demutualizes, 


(a) each of the income, loss, capital gain and capital loss of a 
taxpayer, from the disposition, alteration or dilution of the tax- 
payer’s ownership rights in the particular corporation as a result 
of the demutualization, is deemed to be nil; 


(b) no amount paid or payable to a stakeholder in connection 
with the disposition, alteration or dilution of the stakeholder’s 
ownership rights in the particular corporation is an eligible capi- 
tal expenditure; 


(c) no election may be made under subsection 85(1). or (2) in 
respect of ownership rights in the particular corporation; 


(d) where’ the consideration given by a person for a share of the 
capital stock of the particular corporation or a holding corpora- 
tion in connection with the demutualization (or for particular 
ownership rights in a mutual holding corporation in respect of 
the particular corporation) includes the transfer, surrender, alter- 
ation or dilution of ownership rights in the particular corpora- 
tion, the cost of the share (or the particular ownership rights) to 
the person is deemed to be nil; 


(e) where a holding corporation in connection with the demutu- 
alization acquires, in connection with the demutualization, a 
share of the capital stock of the particular corporation from the 
particular corporation.and issues a share of its own capital stock 
to a stakeholder as consideration for the share of the capital 
stock of the particular corporation, the cost to the holding corpo- 
ration of the share of the capital stock of the particular corpora- 
tion is deemed to be nil; 


(f) where at any time a stakeholder receives a taxable conversion 
benefit and subsection (14) does not apply to the: benefit, 


(i) the corporation that conferred the benefit is deemed to 
have paid a dividend at that time on shares of its capital stock 
equal to the value of the benefit, and 


(ii) subject to subsection (16), the benefit received by the 
stakeholder is deemed to be a dividend received by the stake- 
holder at that time; 


(g) for the purposes of this Part, where a dividend is deemed by 
paragraph (f) or by paragraph (16)(1) to have been paid by a non- 
resident corporation, that corporation is deemed in respect of the 
payment of the dividend to be a corporation resident in Canada 
that is a taxable Canadian corporation unless any amount is 
claimed. under section 126 in respect of tax on the dividend; 


(h) for the purposes of section 70, subsection 104(4) and section 
128.1, the fair market value of rights to benefits that are to be 
received in.connection with the demutualization is, before the 
time of the receipt, deemed to be nil; and 


(i), where, a person acquires an annuity contract in respect of 
which, because of the application of paragraph (2)(f), no benefit 
is considered to have been received for the purpose of this 
section, 


(i) the cost of the annuity contract to the person is deemed to 
be nil, and 


(ii) section 12.2 does not apply.to the annuity contract. 
Related Provisions: 12(1)(j), 82(1), 90 — Inclusion in income of deemed dividend; 
87(2)G.6) — Amalgamations — continuing corporation; 139 — Mutualization propo- 
sal; 139.1(2)(j) — Value of benefit; 212(2) — Non-resident withholding tax on deemed 
dividend. 


(5) Fair market value of ownership rights — For the purposes 
of section 70, subsection 104(4) and section 128.1, where an insur- 
ance corporation makes, at any time, a public announcement that it 
intends to seek approval for its demutualization, the fair market 
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value of ownership rights in the corporation is deemed to be nil 
throughout the period that 


(a) begins at that time; and 


(b) ends either at the time of the demutualization or, in the event 
that the corporation makes at any subsequent time a public an- 
nouncement that it no longer intends to demutualize, at the sub- 
sequent time. 

Related Provisions: 87(2)(j.6) — Amalgamations — continuing corporation. 


(6) Paid-up capital — insurance corporation — Where an in- 
surance corporation resident in Canada has demutualized, in com- 
puting the paid-up capital at any particular time in respect of a class 
of shares of the capital stock of the corporation, 


(a) there shall be deducted the total of all amounts each of which 
would, but for this subsection, have been deemed by subsection 
84(1) to have been paid at or before the particular time by the 
corporation as a dividend on a share of that class because of an 
increase in paid-up capital (determined without reference to this 
subsection) in connection with the demutualization; and 


(b) there shall be added the amount, if any, by which 


(i) the total of all amounts each of which is deemed by sub- 
section 84(3), (4) or (4.1) to be a dividend on shares of that 
class paid by the corporation before the particular time 


exceeds 


(ii) the total of all amounts each of which would be deemed 
by subsection 84(3), (4) or (4.1) to be a dividend on shares of 
that class paid by the corporation before the particular time, 
if this Act were read without reference to this subsection. 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing corporation. 


(7) Paid-up capital — holding corporation — Where a partic- 
ular corporation resident in Canada was at any time a holding cor- 
poration in connection with the demutualization of an insurance 
corporation, in computing the paid-up capital at any particular time 
in respect of a class of shares of the capital stock of the particular 
corporation, 


(a) there shall be deducted the total of all amounts each of which 
is an amount by which the paid-up capital would, but for this 
subsection, have increased at or before the particular time as a 
result of the acquisition of shares of a class of the capital stock 
of the insurance corporation from the corporation on its demutu- 
alization; and 


(b) there shall be added the amount, if any, by which 


(i) the total of all amounts each of which is deemed by sub- 
section 84(3), (4) or (4.1) to be a dividend on shares of that 
class paid by the particular corporation before the particular 
time 

exceeds 


(ii) the total of all amounts each of which would be deemed 
by subsection 84(3), (4) or (4.1) to be a dividend on shares of 
that class paid by the particular corporation before the partic- 
ular time, if this Act were read without reference to this 
subsection. 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing corporation. 


(8) Policy dividends — Where the payment of a policy dividend 
by an insurance corporation is a taxable conversion benefit, 


(a) for the purposes of this Act other than this section, the policy 
dividend is deemed not to be a policy dividend; and 


(b) no amount in respect of the policy dividend may be included, 
either explicitly or implicitly, in the calculation of an amount 
deductible by the insurer for any taxation year under paragraph 
20(7)(c) or subsection 138(3). 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing corporation. 


(9) Payment and receipt of premium — Where, in connection 
with the demutualization of an insurance corporation, a person 
would, if subsection (2) were read without reference to paragraphs 
(f) and (g) and paragraph (3)(a) were read without reference to the 
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application of subsection 147.4(2), receive a particular benefit that 
is a specified insurance benefit, 


(a) the insurance corporation that is obligated to pay benefits 
under the policy to which the particular benefit relates is deemed 
to have received a premium at the time of the demutualization in 
respect of that policy equal to the value of the particular benefit; 


(b) for the purpose of paragraph (a), to the extent that the obliga- 
tions of a particular insurance corporation under the policy were 
assumed by another insurance corporation before the time of the 
demutualization, the particular corporation is deemed not to be 
obligated to pay benefits under the policy; and 


(c) subject to paragraph (15)(e), where the person receives the 
particular benefit, the person is deemed to have paid, at the time 
of demutualization, a premium in respect of the policy to which 
the benefit relates equal to the value of the particular benefit. 


Related Provisions: 139.1(2)(i) — Determining 
139.1(2)(j) — Value of benefit. 


time of —demutualization; 


(10) Cost of taxable conversion benefit — Where, in connec- 
tion with the demutualization of an insurance corporation, a stake- 
holder receives a taxable conversion benefit (other than a specified 
insurance benefit), the stakeholder is deemed to have acquired the 
benefit at a cost equal to the value of the benefit. 


Related Provisions: 139.1(2)(j) — Value of benefit. 


(11) No shareholder benefit — Subsection 15(1) does not apply 
to a conversion benefit. 


(12) Exclusion of benefit from RRSP and other rules — 
Subject to subsection (14), for the purposes of the provisions of this 
Act (other than paragraph (9)(c)) that relate to registered retirement 
savings plans, registered retirement income funds, retirement com- 
pensation arrangements, deferred profit sharing plans and superan- 
nuation or pension funds or plans, the receipt of a conversion bene- 
fit shall be considered to be neither a contribution to, nor a 
distribution from, such a plan, fund or arrangement. 


(13) RRSP registration rules, etc. — For the purposes of this 
Act, paragraphs 146(2)(c.4) and 146.3(2)(g) and subsection 198(6) 
shall be applied without reference to any conversion benefit. 


(14) Retirement benefit — A conversion benefit received be- 
cause of an interest in a life insurance policy held by a trust gov- 
erned by a registered retirement savings plan, registered retirement 
income fund, deferred profit sharing plan or superannuation or pen- 
sion fund or plan is deemed to be received under the plan or fund, 
as the case may be, if it is received by any person (other than the 
trust). 

Related Provisions: 139.1(4)(j) Deemed dividend where 139.1(12) does not 
apply. 


(15) Employee-paid insurance — Where 


(a) a stakeholder receives a conversion benefit because of the 
stakeholder’s interest in a group insurance policy under which 
individuals have been insured in the course of or because of 
their employment, 


(b) at all times before the payment of a premium described in | 


paragraph (c), the full cost of a particular insurance coverage 
under the policy was borne by the individuals who were insured 
under the particular coverage, 


(c) the stakeholder pays a premium under the policy in respect 
of the particular coverage or under another group insurance pol- 
icy in respect of coverage that has replaced the particular cover- 
age, and 
(d) either 
(i) the premium is deemed by paragraph (9)(c) to have been 
paid, or 
(ii) it is reasonable to conclude that the purpose of the pre- 
mium is to apply, for the benefit of the individuals who are 


insured under the particular coverage or the replacement cov- 
erage, all or part of the value of the portion of the conversion 
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benefit that can reasonably be considered to be in respect of 
the particular coverage, 


the following rules apply: 


(e) for the purposes of paragraph 6(1)(f) and regulations made 
for the purposes of subsection 6(4), the premium is deemed to be 
an amount paid by the individuals who are insured under the 
particular coverage or the replacement coverage, as the case may 
be, and not to be an amount paid by the stakeholder, and 


(f) no amount may be deducted in respect of the premium in 
computing the stakeholder’s income. 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing corporation. 


(16) Flow-through of conversion benefits to employees 
and others — Where 


(a) a stakeholder receives a conversion benefit (in this. subsec- 
tion referred to as the “relevant conversion benefit’) because of 
the.interest of any person in an insurance policy, 


(b) the stakeholder makes a payment of an amount (otherwise 
than by way of a transfer of a share that was received by the 
stakeholder as all or part of the relevant conversion benefit and 
that-was not so received as a taxable conversion benefit) to a 
particular individual 


(i) who has received benefits under the. policy, 


(ii) who has, or had at any time, an absolute or contingent 
right to receive benefits under the policy, 


(iii) for whose benefit insurance coverage was provided 
under the policy, or 


(iv) who received the amount because an individual satisfied 
the condition in subparagraph (i), (ii) or (iii), 
(c) it is reasonable to conclude that the purpose of the payment 
is to distribute an amount in respect of the relevant, conversion 
benefit to the particular individual, 


(d) either 


(i) the main purpose of the policy was to provide retirement 
benefits or insurance coverage to individuals in respect of 
their employment with an employer, or 


(ii) all or part of the cost of insurance coverage under the 
policy had been borne by individuals (other than the 
stakeholder), 


(e) subsection (14) does not apply to the relevant conversion 
benefit, and 


(f) one of the following applies, namely, 


(i) the particular individual is resident in Canada at the time 
of the payment, the stakeholder is a person the taxable in- 
come of which is exempt from tax under this Part and the 
payment would, if this section were read without reference to 
this subsection, be included in computing the income of the 
particular individual, 


(ii) the payment is received before December 7, 1999 and the 
stakeholder elects in writing filed with the Minister, on a day 
that is not more than six months after the end of the taxation 
year in which the stakeholder receives the relevant conver- 
sion benefit (or a later day acceptable to the Minister), that 
this subsection applies in respect of the payment, 


(iii) the payment is received after December 6, 1999, the pay- 
ment would, if this section were ‘read without reference to 
this subsection, be included in computing the income of the 
particular individual and the stakeholder elects in writing 
filed with the Minister, on a day that is not more than six 
months after the end of the taxation year in which the stake- 
holder receives the relevant conversion benefit (or a later day 
acceptable to the Minister), that this subsection applies in re- 
spect of the payment, or 


(iv) the payment is received after December 6, 1999 and the 
payment would, if this section were read without reference to 


this subsection, not be included in computing the income of 
the particular individual, 


the following rules apply: 


(g) subject to paragraph (1), no amount is, because of the making 
of the payment, deductible in computing the stakeholder’s 
income, 


(h) except for the purpose of this subsection and without affect- 
ing the consequences to the particular individual of any transac- 
tion or event that occurs after the time that the payment was 
made, the payment is deemed not to have been received by, or 
made payable to, the particular individual, 


(i) the corporation that conferred the relevant conversion benefit 
is deemed to have paid to the particular individual at the time the 
payment was made, and the particular individual is deemed to 
have received. at that time, a dividend on shares of the capital 
stock of the corporation equal to \the amount of the, payment, 


(j) all obligations that would, but for this subsection, be imposed 
by this. Act or the Regulations on the corporation because of the 
payment of the dividend apply to the stakeholder as if the stake- 
holder were the corporation, and do not apply to the corporation, 


(k) where the relevant conversion benefit is a taxable conversion 
benefit, except for the purpose of this subsection andthe pur- 
poses of determining the obligations imposed by this Act or the 
Regulations on the corporation because of the conferral of the 
relevant conversion benefit, the stakeholder is deemed, to the 
extent of the fair market value of the payment, not to have re- 
ceived the relevant conversion benefit, and 


(1) where the relevant conversion benefit was a share received by 
the stakeholder (otherwise than as a taxable conversion benefit), 


(i) where the share is, at the time of the payment, capital pro- 
perty held by the stakeholder, the amount of the payment 
shall, after that time, be added in computing the adjusted cost 
base to the stakeholder of the share, 


(ii) where subparagraph (i) does not apply and the share was 
capital property disposed of by the stakeholder before that 
time, the amount of the payment is deemed to be a capital 
loss of the stakeholder from the disposition of a property for 
the taxation year of the stakeholder in which the payment is 
made, and 


(iii) in any other case, eek (g), shall not apply to the 
payment. 
Related Provisions: 53(1)(d.01) — Addition to ACB for amount under 139.1(16)(1); 
87(2)G.6) — Amalgamations — continuing corporation; 96(3) — Election by members 
of partnership; 139.1(17) — Flow-through of share benefits. 


(17) Flow-through of share benefits to employees and 
others — Where 


(a) because of the interest of any person in an insurance policy, a 
stakeholder receives a conversion benefit (other than a taxable 
conversion benefit) that consists of shares of the capital stock of 
a corporation, 
(b) the stakeholder transfers some or all of the shares at any time 
to a particular individual 
(i) who has received benefits under the policy, 
(ii) who has, or had at any time, an absolute or contingent 
right to receive benefits under the policy, 
(iii) for whose benefit insurance coverage was provided 
under the policy, or 
(iv) who received the shares because an individual ‘satisfied 
the condition in subparagraph (i), (41) or (iii), 
(c) it is reasonable to conclude that the purpose of the transfer is 
to distribute all or any portion of the conversion benefit to the 
particular individual, 
(d) either 
(i) the main purpose of the policy was to provide retirement 
benefits or insurance coverage to individuals in respect of 
their employment with an employer, or 
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(ii) all or part of the cost of insurance coverage under the 
policy had been borne by individuals (other than the 
stakeholder), 


(e) subsection (14) does not apply to the conversion benefit, and 
(f) one of the following applies, namely, 


(i) the particular individual is resident in Canada at the time 
of the transfer, the stakeholder is a person the taxable income 
of which is exempt from tax under this Part and the amount 
of the transfer would, if this section were read without refer- 
ence to this subsection, be included in computing the income 
of the particular individual, 


(ii) the transfer is made before December 7, 1999 and the 
stakeholder elects in writing filed with the Minister, on a day 
that is not more than six months after the end of the taxation 
year in which the stakeholder receives the conversion benefit 
(or a later day acceptable to the Minister), that this subsec- 
tion applies in respect of the transfer, 


(iii) the transfer is made after December 6, 1999, the amount 
of the transfer would, if this section were read without refer- 
ence to this subsection, be included in computing the income 
of the particular individual and the stakeholder elects in writ- 
ing filed with the Minister, on a day that is not more than six 
months after the end of the taxation year in which the stake- 
holder receives the conversion benefit (or a later day accept- 
able to the Minister), that this subsection applies in respect of 
the transfer, or 


(iv) the transfer is made after December 6, 1999 and the 
amount of the transfer would, if this section were read with- 
out reference to this subsection, not be included in computing 
the income of the particular individual, 


the following rules apply: 


(g) no amount is, because of the transfer, deductible in comput- 
ing the stakeholder’s income, 


(h) except for the purpose of this subsection and without affect- 
ing the consequences to the particular individual of any transac- 
tion or event that occurs after the time that the transfer was 
made, the transfer is deemed not to have been made to the par- 
ticular individual nor to represent an amount payable to the par- 
ticular individual, and 


(1) the cost of the shares to the particular individual is deemed to 
be nil. 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing 
139.1(16) — Flow-through of conversion benefits. 


corporation; 


(18) Acquisition of control — For the purposes of subsections 
10(10), 13(21.2) and (24), 14(12) and 18(15), sections 18.1 and 37, 
subsection 40(3.4), the definition “superficial loss” in section 54, 
section 55, subsections 66(11), (11.4) and (11.5), 66.5(3) and 
66.7(10) and (11), section 80, paragraph 80.04(4)(h), subsections 
85(1.2) and 88(1.1) and (1.2), sections 111 and 127 and subsections 
249(4) and 256(7), control of an insurance corporation (and each 
corporation controlled by it) is deemed not to be acquired solely 
because of the acquisition of shares of the capital stock of the insur- 
ance corporation, in connection with the demutualization of the in- 
surance corporation, by a particular corporation that at a particular 
time becomes a holding corporation in connection with the demutu- 
alization where, immediately after the particular time, 


(a) the particular corporation is not controlled by any person or 

group of persons; and 

(b) 95% of the fair market value of all the assets of the particular 

corporation is less than the total of all amounts each of which is 
(i) the amount of the particular corporation’s money, 


(ii) the amount of a deposit, with a financial institution, of 
such money standing to the credit of the particular 
corporation, 


(ii) the fair market value of a bond, debenture, note or simi- 
lar obligation that is owned by the particular corporation that 
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had, at the time of its acquisition, a maturity date of not more 
than 24 months after that time, or 


(iv) the fair market value of a share of the capital stock of the 
insurance corporation held by the particular corporation, 


Related Provisions: 87(2)(j.6) — Amalgamations — continuing 
256(6), (6.1) — Meaning of “controlled”. 


History [s. 139.1]: S. 139.1 added by 2000, c. 19, s. 38, applicable to transactions 
that occur after December 15, 1998 and, for the purposes of subsecs. 139.1(16) and 
(17), an election is deemed to have been filed on a timely basis if it is filed not more 
that 6 months after the end of the month in which the amending legislation is assented 
to. 


corporation; 


Definitions [s. 139.1]: “adjusted cost base’ — 54, 248(1); ‘amount’, ‘‘annuity’”’ — 
248(1); “capital gain” — 39(1), 248(1); “capital loss” — 39(1)(b), 248(1); “capital pro- 
perty” — 54, 248(1); “class of shares” — 248(6); “controlled” — 256(6), (6.1); “con- 
version benefit” — 139.1(1); “corporation” — 248(1), Interpretation Act 35(1); “dead- 
line” — 139.1(1); “deferred profit sharing plan” — 147(1), 248(1); 
“demutualization” — 139.1(1); “disposition”, “dividend” — 248(1); “eligible capital 
expenditure” — 14(5), 248(1); “employee”, “employer”, “employment” — 248(1); 
“holding corporation” — 139.1(1); “individual” — 248(1); “initial deadline’ — 
139.1(1); “insurance corporation”, “insurance policy”, “insurer” — 248(1); “life. insur- 
ance policy” — 138(12), 248(1); “Minister” — 248(1); “month” — Interpretation Act 
35(1); “mutual holding corporation” — 139.1(1); “non-resident” — 248(1); “owner- 
ship rights” — 139.1(1); “paid-up capital” — 89(1), 248(1); “person” — 139.1(1), 
248(1); “property”, “registered pension plan” — 248(1); “registered retirement income 
fund” — 146.3(1), 248(1); “registered retirement savings plan” — 146(1), 248(1); “rel- 
evant conversion benefit” — 139.1(16)(a); “resident in Canada” — 250; “retirement 
compensation arrangement” — 248(1); “share” — 139.1(1), 248(1); “shareholder” — 
248(1); “specified insurance benefit”, “stakeholder” — 139.1(1); “taxable Canadian 
corporation” — 89(1), 248(1); “taxable conversion benefit’ — 139.1(1); “taxable in- 
come” — 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 
248(1), (3); “writing” — Interpretation Act 35(1). 


139.2 Mutual holding corporations — Where at any time a 
mutual holding corporation (as defined in subsection 139.1(1)) in 
respect of an insurance corporation distributes property to a policy- 
holder of the insurance corporation, the mutual holding corporation 
is deemed to have paid, and the policyholder is deemed to have re- 
ceived from the mutual holding corporation, at that time a dividend 
on shares of the capital stock of the mutual holding corporation, 
equal to the fair market value of the property. 


Related Provisions: 139.1 — Demutualization. 


History: S. 139.2 added by 2000, c. 19, s. 38, applicable to transactions that occur 
after December 15, 1998. 


Definitions [s. 139.2]: “corporation” — 248(1), Interpretation Act 35(1); “divi- 
dend” — 248(1); “insurance corporation” — 248(1); “mutual holding corporation” — 
139.1(1); “property”, “share” — 248(1). 


140. (1) [Insurance corporation] Deductions in computing 
income — In computing the income for a taxation year of an in- 
surance corporation, whether a mutual corporation or a joint stock 


ee 


company, from carrying on an insurance business other than a life _ 


insurance business, there may be deducted every amount credited in 
respect of that business for the year or a preceding taxation year to a 
policyholder of the corporation by way of a policy dividend, refund 
of premiums or refund of premium deposits if the amount was, dur- 
ing the year or within 12 months thereafter, 


(a) paid or unconditionally credited to the policyholder; or 


(b) applied in discharge, in whole or in part, of a liability of the 
policyholder to pay premiums to the corporation. 
Related Provisions: 87(2.2)— Amalgamation of insurance corporations; 


88(1)(g) — Winding-up of subsidiary insurance corporations; 138(11.5)(k) — Transfer 
of business by non-resident insurer. 


(2) Inclusion in computing income — There shall be included 
in computing the income of an insurance corporation, whether a 
mutual corporation or a joint stock company, from carrying on an 
insurance business for its first taxation year that commences after 
June 17, 1987 and ends after 1987 (in this subsection referred to as 
its “1988 taxation year’) the amount, if any, by which 


(a) the total of all amounts each of which is an amount deducted 
by the corporation in computing its income for a taxation year 
ending before its 1988 taxation year pursuant to paragraph 
140(c) of the Income Tax Act, chapter 148 of the Revised Stat- 
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utes of Canada, 1952, or pursuant to that paragraph by reason of 
subparagraph 138(3)(a)(v) of that Act as it read in respect of 
those taxation years in respect of amounts credited to the ac- 
count of the policyholder on terms that the policyholder is enti- 
tled to payment thereof on or before the expiration or termina- 
tion of the policy 


exceeds 


(b) the total of all amounts each of which is an amount paid or 
unconditionally credited to a policyholder or applied in dis- 
charge, in whole or in part, of a liability of the policyholder to 
pay premiums to the corporation before the corporation’s 1988 
taxation year in respect of the amounts credited to the account of 
the policyholder referred to in paragraph (a). 
Related Provisions [subsec. 140(2)]: 87(2.2) — Amalgamation of insurance cor- 
porations; 88(1)(g) — Winding-up of insurance corporations; 138(3) — Deductions al- 
lowed in. computing income; 138(11.5)(k) —Transfer of business by non-resident 
insurer. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


History [s. 140]: Subsec. 140(1) amended by substituting “policy dividend” for 
“dividend”, by 2000, c. 19, s. 39, applicable after December 15, 1998. 

Definitions [s. 140]: “amount”, “business” — 248(1); “carrying on business” — 253; 
“corporation” — 248(1), Interpretation Act 35(1); “dividend”, “insurance corporation”, 
“life insurance business” — 248(1); “policy dividend” — 139.1(8)(a), 248(1); “taxa- 
tion year” — 249. 


141. (1) Definitions — In this section, “demutualization” and 
“holding corporation” have the same meaning as in subsection 
139.11). 


(2) Life insurance corporation deemed to be public corpo- 
ration — Notwithstanding any other provision of this Act, a life 
insurance corporation that is resident in Canada is deemed to be a 
public corporation. 


(3) Holding corporation deemed to be public corpora- 
tion — A corporation resident in Canada that is a holding corpora- 
tion because of its acquisition of shares in connection with the 
demutualization of a life insurance corporation resident in Canada 
is deemed to be a public corporation at each time in the specified 
period of the holding corporation at which the holding corporation 
would have satisfied conditions: prescribed: under subparagraph 
(b)G) of the definition “public corporation” in subsection 89(1) if 
the words “shareholders, the. dispersal of ownership of its shares 
and the public trading of its shares” in that subparagraph were read 
s “shareholders and the dispersal of ownership of its shares”. 
Related Provisions: 141(4) — Meaning of “specified period’; 141(5) — Shares of 
holding corporation deemed not to be taxable Canadian property. 


(4) Specified period — For the purpose of subsection (3), the 
specified period of a corporation 


(a) begins at the time the corporation becomes a holding corpo- 
ration; and 


(b) ends at the first time the corporation is a public corporation 
because of any provision of this Act other than subsection (3). 


(5) Exclusion from taxable Canadian property — For the 
purpose of paragraph (d) of the definition “taxable Canadian pro- 
perty” in subsection 248(1), a share of the capital stock of a corpo- 
ration is deemed to be listed at any time on a designated stock ex- 
change if 


(a) the corporation is 


(i) a life insurance corporation resident in Canada that has 
demutualized and that, at that time, would have satisfied con- 
ditions prescribed under subparagraph (b)(i). of the definition 
“public corporation” in subsection 89(1) if the words “share- 
holders, the dispersal of ownership of its shares and the pub- 
lic trading of its shares” in that subparagraph were read as 
“shareholders and the dispersal of ownership of its shares”, 
or 


(ii) a holding corporation that is deemed by subsection (3) to 
be a public corporation at that time; 


S. 142, 142.1 


(b) no share of the capital stock of the corporation is listed on 
any stock exchange at that time; and 


(c) that time is not later than six: months after the time of 
demutualization of 


(i) the corporation, where the. corporation is a life insurance 
corporation, and 


(ii) in any other case, the life insurance corporation in respect 
of which the corporation is a holding corporation. 

History [subsec. 141(5)]: The opening words of subsec. 141(5) amended to substi- 
tute “designated stock exchange if” for “stock exchange prescribed for the purpose of 
that definition where” by 2007, c. 35, s. 44, applicable after December 13, 2007. 
The opening words of subsec. 141(5) amended. by 2001, c. 17, s. 135, applicable after 
December 15, 1998. The opening words formerly read: 

(5S) For the purpose of subparagraph 115(1)(b)(iv), a share of the capital stock of 

a corporation is deemed to be listed at any time on a stock exchange prescribed 

for the purpose of that subparagraph where 
Related Provisions: 138(1)— Insurance corporations; 141.1 — Insurance corpora- 
tion deemed not to be private corporation; 142 — Taxable capital gains of life insurer. 


History [s. 141]: S. 141 amended by 2000, c. 19, s. 40, applicable after December 15, 
1998. It formerly read: 


141. Life insurance corporation deemed to be public, corporation — Not- 
withstanding any other provision of this Act, a life insurance corporation that is 
resident in Canada shall be deemed to be a public corporation. 


Definitions [s. 141]: “Canada” — 255; “corporation” — 248(1), Interpretation Act 
35(1); “demutualization” — 139.1(1), 141(1); “designated stock exchange” — 248(1), 
262; “dividend” — 248(1); “holding corporation” — 139.1(1), 141(1); “insurance cor- 
poration”, “life insurance corporation” — 248(1); “month” — Interpretation Act 35(1); 
“prescribed” — 248(1); “public corporation” — 89(1), 248(1); “resident in Canada” — 
250; “share” — 248(1); “specified period” — 141(4); “taxable Canadian property” — 
248(1). 


141.1 [Insurance corporation] deemed not to bea private 
corporation — Notwithstanding any other provision of this Act, 
an insurance corporation (other than a life insurance corporation) 
that would, but for this section, be a private corporation is deemed 
not to be a private corporation for the purposes of subsection 55(5), 
the definition “capital dividend account” in subsection 89(1) and 
sections 123.3 and 129. 


Related Provisions: 
corporation. 


History: S. 141.1 amended by 1998, c. 19, s.,162, applicable to taxation years that end 
after June 1995. S. 141.1 formerly read: 


141(2) — Life insurance corporation deemed-to be public 


141.1, Notwithstanding any other provision of this Act, an insurance corporation 
(other than a life insurance corporation) that would, but for this section, be a 
private corporation shall be deemed not to be a private corporation for the pur- 
poses of subsection '55(5), the definition “capital dividend account” in subsection 

, 89(1) and: section 129 of this'Act and paragraph 89(1)(b.2) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952: 


Selected Cases [s. 141.1]: Groupe Commerce, Cie D’assurances\v. R., [1999] 4 
C.T.C. 54 (FCA); aff’ g [1996] 3 C.T.C. 2066 (TCC) (No refundable dividend tax avail- 
able to insurance companies). 


Definitions [s. 141.1]: “insurance corporation”, 
248(1); “private corporation” — 89(1), 248(1). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“life insurance corporation” — 


142, 142.1 [Repealed] 


History: Ss. 142 and 142.1 repealed by 1997, c. 25, s. 40, applicable to 1997 et seq. 
They formerly read: 


142. Taxable capital gains etc. [of life insurer] — Notwithstanding any other 
provision of this Act, where in a taxation year a life insurer resident in Canada 
carries on an insurance business in Canada and in a country other than Canada, 
such of its taxable capital gains for the year and allowable capital losses for the 
year 


(a) as were from dispositions, of property used by it in the year in, or held by 
it in the year in the course of, carrying on an insurance business, and 


(b) as were not from dispositions of property used by it in the year in, or held 
by it in the year in the course of, carrying on an insurance business. in 
Canada, 


shall not be included in computing its income for the year. 


142:1 Application of subsec. 138(12) — 
apply to’ section 142. 


The definitions in subsection 138(12) 
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That portion of s. 142 preceding para. (a) substituted by 1994, c. 7, Sch. II (1991, c. 
49), s. 115, applicable to 1990 et seg. That portion formerly read: 


142. Notwithstanding any other provision of this Act, where in a taxation year an 
insurer (other than a resident of Canada that does not carry on a life insurance 
business) carried on an insurance business in Canada and in a country other than 
Canada, such of its taxable capital gains for the year and allowable capital losses 
for the year 


Origin of s. 142.1: R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the opening 
words of subsec. 138(12)). 


Financial Institutions 
Interpretation 


142.2 (1) Definitions — In this section and sections 142.3 to 
Lave 


History: The opening words of subsec. 142.2(1) amended by 2001, c. 17, s. 136, to 
replace “142.6” with “142.7”, applicable after June.27, 1999. 


“excluded property” of a taxpayer for a taxation year means pro- 
perty, held at any time in the taxation year by the taxpayer, that is 


(a) a share of the capital stock of a corporation if, at any time in 
the taxation year, the taxpayer has a significant interest in the 
corporation, 


(b) a property that is, at all times in the taxation year at which 
the taxpayer held the property, a prescribed payment card corpo- 
ration share of the taxpayer, 


(c) if the taxpayer is an investment dealer, a property that is, at 
all times in the taxation year at which the taxpayer held the pro- 
perty, a prescribed securities exchange investment of the 
taxpayer, 


(d) a share of the capital stock of a corporation if 


(i) control of the corporation is, at any time (referred to in 
this paragraph as the “acquisition of control time’’) that is in 
the 24-month period that begins immediately after the end of 
the year, acquired by 


(A) the taxpayer, 


(B) one or more persons related to the taxpayer (other- 
wise than by reason of a right referred to in paragraph 
251(5)(b)), or 


(C) the taxpayer and one or more persons described in 
clause (B), and 


(ii) the taxpayer elects in writing to have subparagraph (i) 
apply and files the election with the Minister on or before the 
taxpayer’s filing-due date for the taxpayer’s taxation year 
that includes the acquisition of control time, or 
(e) a prescribed property; 
Related Provisions: 142.2(2), (3) — Significant interest; 152(6.2) — Extended reas- 
sessment period where para. (d) applies. 
History: The definition “excluded property” added to subsec. 142.2(1) by 2009, c. 2, 
subsec. 46(4), applicable to taxation years that begin after September 2006 except that 
any election made under para. (d) of the definition is deemed to have been made on a 
timely basis if it is filed with the Minister of National Revenue on or before the tax- 
payer’s filing-due date for the taxpayer’s taxation year in which the amending legisla- 
tion is assented to (March 12, 2009). 
Regulations: 9001(2), 9002 (prescribed property for para. (e) for taxation years that 
began before Oct. 2006); 9002.1 (prescribed payment card corporation share, for para. 
(d.1) for taxation years that began before Oct. 2006); 9002.2 [repealed] (prescribed 


securities exchange investment, for para. (d.2) for taxation years that began before Oct. 
2006. 


“fair value property” of a taxpayer for a taxation year means pro- 
perty, held at any time in the taxation year by the taxpayer, that 
is —or it is reasonable to expect would, if the taxpayer held the 
property at the end of the taxation year, be — valued (otherwise 
than solely because its fair value was less than its cost to the tax- 
payer or, if the property is a specified debt obligation, because of a 
default of the debtor) in accordance with generally accepted ac- 
counting principles, at its fair value (determined in accordance with 
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those principles) in the taxpayer’s balance sheet as at the end of the 
taxation year; 


History: The definition “fair value property” added to subsec. 142.2(1) by 2009, c. 2, 
subsec. 46(4), applicable to taxation years that begin after September 2006. 


“financial institution” at any time means 
(a) a corporation that is, at that time, 


(i) a corporation referred to in any of paragraphs (a) to (e.1) 
of the definition “restricted financial institution” in subsec- 
tion 248(1), 


(ii) an investment dealer, or 


(iii) a corporation controlled by one or more persons or part- 
nerships each of which is a financial institution at that time, 
other than a corporation the control of which was acquired by 
reason of the default of a debtor where it is reasonable to 
consider that control is being retained solely for the purpose 
of minimizing any losses in respect of the debtor’s default, 
and 


(b) a trust or partnership more than 50% of the fair market value 
of all interests in which are held at that time by one or more 
financial institutions, 


but does not include 
(c) a corporation that is, at that time, 
(i) an investment corporation, 
(ii) a mortgage investment corporation, 
(111) a mutual fund corporation, or 


(iv) a deposit insurance corporation (as defined in subsection 
137.1(5)), 


(d) a trust that is a mutual fund trust at that time, nor 
(e) a prescribed person or partnership; 


Related Provisions: 20(1)(1)(i) — Reserve for doubtful debts; 20(1)(p)(ii) — De- 
duction for bad debts; 85(1.4), 87(1.5) — Definition applies to other provisions; 
87(2)(e.3), (e.4) — Amalgamations — continuing corporation; 112(6)(c) — Definition 
applies to other provisions; 142.5 — Mark-to-market rules applicable to financial insti- 
tution; 142.6(1) — Becoming or ceasing to be a financial institution; 248(1)‘cost 
amount” — Definition applies to other provisions; 256(6)—(9) — Whether control ac- 
quired; Reg. 8103(4) — Mark-to-market — transition inclusion on ceasing to be a fi- 
nancial institution; Reg. 9204(2) — Residual portion of specified debt obligation on 
ceasing to be a financial institution. 
History: Subpara. (a)(i) of the definition “financial institution” in subsec. 142.2(1) 
amended by 1999, c, 22, s. 57, applicable to taxation years that begin after 1998. It 
formerly read: 

(i) a corporation referred to in any of paragraphs (a) to (e) of the definition “re- 

stricted financial institution” in subsection 248(1), 
Regulations: 8604 [to be repealed] (prescribed financial institutions); 9000 (pre- 
scribed person for para. (e) — segregated fund). 
1.T. Technical News: 14 (reporting of derivative income by mutual funds); 25 
(Silicon Graphics case — dispersed control is not control). 


“4nvestment dealer” at any time means a corporation that is, at that 
time, a registered securities dealer; 
Related Provisions: 142.2(1)“financial institution” — Investment dealer is a finan- 


cial institution; 142.2(1)“mark-to-market property”’(c) — debt held by investment 
dealer subject to mark-to-market rules. 


“mark-to-market property” of a taxpayer for a taxation year 
means property (other than an excluded property) held at any time 
in the taxation year by the taxpayer that is 


(a) a share, 

(b) if the taxpayer is not an investment dealer, a specified debt 
obligation that is a fair value property of the taxpayer for the 
taxation year, 

(c) if the taxpayer is an investment dealer, a specified debt obli- 
gation, or 

(d) a tracking property of the taxpayer that is a fair value pro- 
perty of the taxpayer for the taxation year; 


Related Provisions: 85(1.4), 87(1.5) — Definition applies to other provisions; 
87(2)(e.4), (e.5) — Amalgamations — continuing corporation; 88(1)(h) — Windup — 
continuing corporation; 112(6)(c) — Definition applies to other provisions; 136(1) — 
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Cooperative not private corporation — exception; 138(11.5)(k.2) — Transfer of busi- 
ness by non-resident insurer; 142.2(2), (3) — Significant interest; 142.3(3) — Mark-to- 
market property not subject to rules re income from specified debt obligations; 
142.5 — Mark-to-market rules; 248(1)“cost amount” — Definition applies to other 
provisions; 248(1)“cost amount”(c.1)— Cost amount of mark-to-market’ property; 
Reg. 6209(b)(i) — Prescribed securities for lending assets. 


History: The definition “mark-to-market, property” in subsec.-142.2(1), amended by 
2009, c. 2, subsec. 46(3), applicable. to. taxation years that begin after September 2006 
except that for taxation years that begin before November 7, 2007, the definition is to 
be read without para. (d). The definition formerly read: 


“mark-to-market property” of a taxpayer fora taxation year means property held 
by the taxpayer in the year that is 


(a) a.share, 


(b) where the taxpayer is not an investment dealer, a specified debt obliga- 
tion that 


(i) was carried at fair market value in the. taxpayer’s financial statements 


(A) for the year, where the taxpayer held the obligation at the,end of 
the year, and 


(B) for each preceding taxation year that ended after the taxpayer 
acquired the obligation, or 


(ii) was acquired and disposed of in the year, where it is reasonable to 
expect that the obligation would have been carried in the taxpayer’s fi- 
nancial statements for the year at fair market, value if the taxpayer had 
not disposed of the obligation, 


other than. a specified debt obligation of the taxpayer that was (or would 
have been) carried at fair market value 


(iii) solely because its fair market value was less than its cost to the 
taxpayer, or , 


(iv) because of a default of the debtor, and 
(c) where the taxpayer is an investment dealer, a specified debt obligation, 
but does not include 


(d) a share of a corporation in which the taxpayer has a significant interest at 
any time in the year, 


(d.1) a property that is, at all times in the year at which the taxpayer holds 
the property, a prescribed payment card corporation share of the taxpayer, 


(d.2) if the taxpayer is an investment dealer and the year begins after 1998, a 
property that.is, at all times in the year at which the taxpayer holds the pro- , 
perty, a prescribed securities exchange investment of the taxpayer, 


(d.3) a share of a corporation held, at any time in the year, by the taxpayer if 


(i) control of the corporation is, at. any time (referred to in this paragraph 
as the “acquisition of control time’) that is after 2001 and is in the 24- 
month period that begins immediately after the end of the year, acquired 
by 

(A) the taxpayer, 


(B) one or more persons related to the taxpayer (otherwise than by 
reason of a right referred to in paragraph 251(5)(b)), or 


(C)-the taxpayer and one or more persons described in clause (B), 
and. | 
(ii) the taxpayer elects in »writing to have subparagraph (i) apply and 
files the election with the Minister on or before the taxpayer’s filing-due 
date for the taxpayer’s taxation year that includes the acquisition of con- 
trol time, or 
(e) a prescribed property; 
Para. (d) of the definition “mark-to-market property” amended and paras. (d.1) to (d.3) 
added by the said.c. 2, subsec. 46(2), applicable to taxation years that end after Febru- 
ary 22, 1994, except that any election made under para. (d.3) is;\deemed to have) been 
made on a timely basis if it is filed with the Minister of National Revenue on or before 
the taxpayer’s filing-due date for the taxpayer’s taxation year in which the amending 
legislation is assented to (March 12,2009); Para. (d) formerly read: 


(d) a share of a corporation in which the taxpayer has a significant interest at any 
time in the year, nor 


Regulations: 9001(2), 9002 (prescribed property for para. (e) for taxation years that 
began before Oct. 2006); 9002.1 (prescribed payment card corporation share, for para. 
(d.1) for taxation years that began before Oct. 2006); 9002.2 [repealed]. (prescribed 
securities exchange investment, for para. (d.2) for taxation years that began before, Oct. 
2006. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


“specified debt obligation” of a taxpayer means the interest held 
by the taxpayer in 
(a) a loan, bond, debenture, mortgage, hypothecary claim, note, 
agreement of sale or any other similar indebtedness, or 


S./142.2(2) 


(b) a debt obligation, where*the taxpayer purchased the interest, 
other than an interest in 


_ (c). an income bond, an income debenture,, a small business de- 
velopment bond, a small business bond or a prescribed property, 
or 


(d) an instrument issued by or made with a person to. whom the 
taxpayer is related or with whom the taxpayer does not other- 
wise deal at arm’s length, or in which the taxpayer has a signifi- 
cant interest. 
Related Provisions: 85(1.4), 87(1.5),— Definition applies. to other . provisions; 
87(2)(e.3) — Amalgamation of holder of obligation; 138(11.5)(k.1) — Definition ap- 
plies to other provisions; 142.2(1)“mark-to-market property”(b), (c) — Mark-to-market 
rules for financial institutions; 142.2(2), (3) — Significant interest; 142.3(1) — Income 
from specified debt obligations; 142.4 — Disposition) of specified debt. obligation; 
142.5 — Mark-to-market rules for financial institutions; 248(1)“‘cost amount’ — Defi- 
nition applies to other provisions; 248(1)“cost amount’(d.2) — Cost amount of speci- 
fied debt obligation; 248(1) — Definition of “lending asset’; Reg..6209(b)(ii) — Pre- 
scribed securities for lending assets. 


History: Para. (a) of the definition, “specified. debt obligation’ in, subsec. 142.2(1) 
amended by 2001, c. 17,.s. 219 to add the words “hypothecary claim’, in force June 14, 
2001. 


The portion of the definition “specified debt obligation” in subsec. 142.2(1) after para. 
(b) amended by 1998, 'c. 19, s. 163, applicable to taxation years that end after February 
22, 1994. The portion formerly read: 


other than an interest in an income bond, an income debenture, a small business 
development bond, a small business bond or a prescribed property. 


For earlier history see at end of s. 142.2. 
Regulations: 9004 (prescribed property for para. (c)). 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation’ under 
subsection 85(1). 


“tracking property” of a taxpayer means property of the taxpayer 
the fair market value of which is determined primarily by reference 
to one or.more. criteria in respect of property (referred to in this 
definition as “tracked property”) that, if owned, by the taxpayer, 
would be mark-to-market property of the taxpayer, which criteria 
are 


(a) the fair market. value of the, tracked. property, 


(b) the profits or gains from the disposition of the ‘tracked 
property, ; 

(c) the revenue, income or cash flow from the tracked property, 
Or 


(d) any other similar criteria in respect of the tracked property; 


History: The definition “tracking property” added.to subsec. 142.2(1), by 2009, c. 2, 
subsec. 46(4), applicable to taxation years that begin after September 2006. 


(2) Significant interest — For the purposes of the. definitions 
“excluded property”, “mark-to-market property” and. “‘specified 
debt obligation” in subsection (1) and_ subsections (5) and 
142.6(1.6), a taxpayer has a significant interest in a corporation at 
any time if 
(a) the taxpayer is related (otherwise than because of a right re- 
ferred to in paragraph 251(5)(b)) to the corporation at that time; 
or 


(b) the taxpayer holds, at that time, 


(i) shares of the corporation that give the taxpayer 10% or 
more of the votes that could be cast under’ all circumstances 
at an annual meeting of shareholders of the corporation, and 


(ii) shares of the corporation having a fair market value of 
10% or more of the fair market value of all the issued shares 
of the corporation. 


Related Provisions: 142.2(3) — Rules 
142.2(4) — Extended meaning of “related”. 


History: The opening words of subsec. 142.2(2) amended by 2009, c. 2, subsec. 46(5), 
applicable to taxation years that begin after September 2006. They formerly read: 


for determining significant interest; 


(2) For the ‘purpose of subsection (5) and the definition “mark-to-market pro- 
perty” in subsection (1), a taxpayer has\a significant interest in a corporation at 
any time if 
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(3) Rules re significant interest — For the purpose of deter- 
mining under subsection (2) whether a taxpayer has a significant 
interest in a corporation at any time, 


(a) the taxpayer shall be deemed to hold each share that is held 
at that time by a person or partnership to whom the taxpayer is 
related (otherwise than because of a right referred to in para- 
graph 251(5)(b)); 

(b) a share of the corporation acquired by the taxpayer by reason 
of the default of a debtor shall be disregarded where it is reason- 
able to consider that the share is being retained for the purpose 
of minimizing any losses in respect of the debtor’s default; and 


(c) a share of the corporation that is prescribed in respect of the 
taxpayer shall be disregarded. 


Related Provisions: 142.2(4) — Extended meaning of “related”. 
Regulations: 9003 (prescribed share for 142.2(3)(c)). 


(4) Extension of meaning of “related” — For the purposes of 
this subsection and subsections (2) and (3), in determining if, at a 
particular time, a person or partnership is related to another person 
or partnership, the rules in section 251 are to be applied as if, 


(a) a partnership (other than a partnership in respect of which 
any amount of the income or capital of the partnership that any 
entity may receive directly from the partnership at any time as a 
member of the partnership depends on the exercise by any entity 
of, or the failure by any entity to exercise, a discretionary 
power) were a corporation having capital stock of a single class 
divided into 100 issued shares and each member of the partner- 
ship owned, at the particular time, that proportion of the issued 
shares of that class that 


(i) the fair market value of the member’s interest in the part- 
nership at the. particular time 


is of 
(11) the fair market value of all interests in the partnership at 
the particular time; and 


(b) a trust (other than a trust in respect of which any amount of 
the income or capital of the trust that any entity may receive 
directly from the trust at any time as a beneficiary under the trust 
depends on the exercise by any entity of, or the failure by any 
entity to exercise, a discretionary power) were a corporation 
having capital stock of a single class divided into 100 issued 
shares and each beneficiary under the trust owned, at the partic- 
ular time, that proportion of the issued shares of that class that 


(i) the fair market value of the beneficiary’s beneficial inter- 
est in the trust at the particular time 

is of 
(11) the fair market value at that time of all beneficial interests 
in the trust. 


History: Subsec. 142.2(4) amended by 2009, c. 2, subsec. 46(6), applicable to taxation 
years that begin after September 2006. It formerly read: 


(4) For the purposes of this subsection and subsections (2) and (3), a person or 
partnership shall be deemed to be related to a person or partnership where they 
would be related if, for the purpose of section 251, 


(a) every partnership and trust were considered to be a corporation; 


(b) subject to paragraph (c), all decisions relating to the conduct of a trust 
were made by majority vote of the beneficiaries of the trust, with each bene- 
ficiary having, at any time, a number of votes equal to the number deter- 
mined by the formula 


A 
100 x — 
B 


where 


A is the fair market value at that time of the beneficiary’s beneficial inter- 
est in the trust, and 


B is the total of all amounts each of which is the fair market value at that 
time of a beneficial interest in the trust; and 


(c) where the amount that would be determined for B in paragraph (b) in 
respect of a trust is nil, the trust were considered not to be controlled by any 
person, partnership or group each member of which is a person or 
partnership. 
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History: Subsec. 142.2(5) repealed by 2009, c. 2, subsec. 46(6), applicable to taxation 
years that begin after September 2006. It formerly read: 


(5) Significant interest — transition — For the purpose of the definition 
“mark-to-market property” in subsection (1), where 


(a) on October 31, 1994, a taxpayer whose 1994 taxation year ends after 
October 30, 1994 held a share of a corporation in which the taxpayer did not 
have a significant interest at any time in the year, and 


(b) at any time after the end of the year and before May 1995, the taxpayer 
has a significant interest in the corporation, 


the taxpayer has a significant interest in the corporation in the year and in any 

subsequent taxation year ending before the earliest time referred to in paragraph 

(b). 
History [s. 142.2]: S. 142.2 added by 1995, c. 21, s. 58, applicable to taxation years 
that end after February 22, 1994. 
Definitions [s. 142.2]: “acquired” — 256(7)-(9); “acquisition of control time” — 
142.2(1)“excluded property”(d)(i); “amount” — 248(1); “control” —.256(6)—(9); “con- 
trolled” — 256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “deposit 
insurance corporation” — 137.1(5); “disposition” —248(1); “excluded property” — 
142.2(1); “fair value property” — 142.2(1); “filing-due date’ — 248(1); “financial in- 
stitution” — 142.2(1); “fiscal period” — 249(2)(b), 249.1; “income bond”, “income de- 
benture”, “indexed debt obligation’, “investment corporation” — 130(3)(a), 248(1); 
“investment dealer’, “mark-to-market property” — 142.2(1); “Minister” — 248(1); 
“month” — Interpretation Act 35(1); “mortgage investment corporation” — 130.1(6), 
248(1); “mutual fund corporation” — 131(8), 248(1); “mutual fund trust” — 
132(6)-(7), 132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “person”, “pre- 
scribed”, “property”, “registered securities dealer’ — 248(1); “related” — 142.2(4), 
251(2); “share”, “shareholder” — 248(1); “significant interest” — 142.2(2), (3); “small 
business bond” — 15.2(3), 248(1); “small business development bond” — 15.1(3), 
248(1); “specified debt obligation” — 142.2(1); “taxation year” — 249; “taxpayer” — 
248(1); “tracking property” — 142.2(1); “trust” — 104(1), 248(1), (3); “writing” — In- 
terpretation Act 35(1). 


Income from Specified Debt Obligations 


142.3 (1) Amounts to be included and deducted — Subject 
to subsections (3) and (4), where a taxpayer that is, in a taxation 
year, a financial institution holds a specified debt obligation at any 
time in the year, 


(a) there shall be included in computing the income of the tax- 
payer for the year the amount, if any, prescribed in respect of the 
obligation; 


(b) there shall be deducted in computing the income of the tax- 
payer for the year the amount, if any, prescribed in respect of the 
obligation; and 


(c) except as provided by this section, paragraphs 12(1)(d) and 
(i) and 20(1)(1) and (p) and section 142.4, no amount shall be 
included or deducted in respect of payments under the obligation 
(other than fees and similar amounts) in computing the income 
of the taxpayer for the year. 
Related Provisions: 87(2)(e.3) — Amalgamations — continuing - corporation; 
138(10)(a) — Application to insurance corporation; 138(12)“gross investment reve- 
nue” E(a), 138(12)“gross investment revenue’”G(b) — Gross investment revenue of in- 
surer; 142.3(3)— Exception for certain obligations; 142.3(4) — Impaired specified 
debt obligations; 142.4(1)“tax basis’(b), (i) — Disposition of specified debt obligation 
by financial institution; 142.4(9) — Disposition of part of obligation. 


Regulations: 9101 (prescribed amounts). 


(2) Failure to report accrued amounts — Subject to subsec- 
tion (3), where 


(a) a taxpayer holds a specified debt obligation at any time in a 
particular taxation year in which the taxpayer is a financial insti- 
tution, and 


(b) all or part of an amount required by paragraph (1)(a) or sub- 
section 12(3) to be included in respect of the obligation in com- 
puting the taxpayer’s income for a preceding taxation year was 
not so included, 


that part of the amount shall be included in computing the tax- 
payer’s income for the particular year, to the extent that it was not 
included in computing the taxpayer’s income for a preceding taxa- 
tion year. 
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Related Provisions: 142.3(3) — Exception for certain obligations; 142.4(1)“tax ba- 
sis’(b) — Disposition of specified debt obligation by financial institution. 


(3) Exception for certain obligations — Subsections (1) and 
(2) do not apply for a taxation year in respect of a taxpayer’s Less 
fied debt obligation that is 


(a) a mark-to-market property for the year; or 


(b) an indexed debt. obligation, other than a_ prescribed 
obligation. 


(4) Impaired. specified debt obligations — Subsection (1) 
does not apply to a taxpayer in respect of a specified debt obligation 
for the part of a taxation year throughout which the. obligation is 
impaired where an’ amount in respect of the. obligation is deductible 
because of subparagraph 20(1)(1)(ii) in computing the taxpayer’ s in- 
come for the year. 
History [s. 142.3]: The opening words of subsec. 142.3(1) amended, subsec. 142.3(4) 
added, by 1998, c. 19, subsecs. 164(2), (5), applicable 
(a) to taxation years that end after September 1997; and 
(b) to a taxpayer’s taxation years that ended after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b) of the said 
c. 19 (see under 20(1)(1)). 
The opening words formerly read: 
(1) Subject to subsection (3), where a taxpayer that is, in a taxation year, a finan- 
cial institution holds.a specified debt obligation at any time in the year, 


The opening words of subsec. 142.3(1), para. 142.3(1)(c), subsec. 142.3(2) added, for- 
mer subsec. (2) renumbered as (3) and amended, by 1998, c. 19, subsecs: 164(1), (3), 
(4), applicable to taxation years that end after February 22, 1994, except that the 
amendments do not apply to debt obligations disposed of before February 23, 1994. 
The opening words, para. (c), and subsec. 142.3(2) formerly read: 


(1) Subject to subsection (2), where a taxpayer that is, in a taxation year, a finan- 
cial institution holds a specified debt obligation at any time in the year, 


(c) except as provided by this subsection, paragraphs 12(1)(d) and (i) and 
20(1)(1) and (p) and section 142.4, no amount shall be included or deducted 
in respect of payments under the obligation (other than fees and similar 
amounts) in computing the income of the taxpayer for the year. 


(2) Exception for certain obligations — Subsection (1) does not apply for a 
taxation year in respect of a specified debt obligation of a taxpayer that is 


(a) a mark-to-market property for the year; or 
(b) an indexed debt obligation, other than a prescribed obligation. 


S. 142.3 added by 1995, c. 21, s. 58, applicable to taxation years that end after February 
22, 1994, except that it not apply to debt obligations disposed of before February 23, 
1994. 


Definitions [s. 142.3]: “amount” — 248(1); “financial institution’? — 142.2(1); “in- 
dexed debt obligation” — 248(1); “investment dealer’, “mark-to-market property” — 
142.2(1); “prescribed” — 248(1); “specified debt obligation” — 142.2(1); “taxation 
year’ — 249; “taxpayer” — 248(1). 


Disposition of Specified Debt Obligations 


142.4 (1) Definitions — In this section, 


“tax basis” of a specified debt obligation at any time to a taxpayer 
means the amount, if any, by which the total of all amounts each of 
which is 
(a) the cost of the obligation to the taxpayer, 
(b) an amount included under subsection 12(3) or 16(2) or (3), 
paragraph 142.3(1)(a) or subsection 142.3(2) in respect of the 
obligation in computing the taxpayer’s income for a taxation 
year that began before that time, 
(c) subject to subsection 138(13), where the taxpayer acquired 
the obligation in a taxation year ending before February 23, 
1994, the part of the amount, if any, by which 


(i) the principal amount of the obligation at the time it was 
acquired 

exceeds 
(ii) the cost to the taxpayer of the obligation 


that was included in computing the taxpayer’s income for a taxa- 
tion year ending before February 23, 1994, 


S. 142.4(1) tax 


(d) subject to subsection 138(13), where the taxpayer is a life 
insurer, an amount in respect of the obligation that was deemed 
by paragraph 142(3)(a) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, as it readin its application 
to the 1977 taxation year, to be a gain for a taxation year ending 
before 1978, 


(e), where the obligation is an indexed debt obligation, an 
amount determined under subparagraph. 16(6)(a)(i) in respect of 
the obligation and included in computing the income of the tax- 
payer for a taxation year beginning before that time, 


(f), an amount in. respect of the obligation. that was included in 
computing the taxpayer’s income for a taxation year ending at or 
before that time in respect of changes in the value of the obliga- 
tion attributable to the fluctuation in the value of a currency of a 
country other than Canada relative to Canadian currency, other 
than an amount included under paragraph 142.3(1)(a), 


(g) an amount in respect of the obligation that was included 
under paragraph 12(1)() in computing the taxpayer’s income for 
a taxation year beginning before that time, or 

(h) where the obligation was a capital property of the taxpayer 
on February 22, 1994; an amount required by paragraph 53(1)(f) 
or (f.1) to be added in computing the adjusted cost base of the 
obligation to the taxpayer on that day 


exceeds the total of all amounts each of which is 


(i) an amount deducted under paragraph 142.3(1)(b) in respect 
of the obligation in computing the taxpayer’s income for a taxa- 
tion year beginning before that time, 


(j) the amount of a payment received by the taxpayer under the 
obligation at or before that time, other than 


(i) a fee or similar payment, and 
(41) proceeds of disposition of the obligation, 


(k) subject to subsection 138(13), where the taxpayer acquired 
the obligation in a taxation year ending before February 23, 
1994, the part of the amount, if any, by which 


(i) the cost to the taxpayer of the obligation 
exceeds 


(11) the principal amount of the obligation at the time it was 
acquired 


that was deducted in computing the taxpayer’s income for a tax- 
ation year ending before February 23, 1994, 


(1) subject to subsection 138(13), where the taxpayer is a life 
insurer, an amount in respect of the obligation that was deemed 
by paragraph 142(3)(b) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952; as.itread in its application 
to the 1977 taxation year, to be:a loss for a taxation year ending 
before 1978, 


(m) an amount that was deducted under subsection 20(14) in re- 
spect of the obligation in computing the taxpayer’s income for a 
taxation year beginning before that time, 


(n) where the. obligation is an indexed debt obligation, an 
amount determined under subparagraph 16(6)(a)(ii) in respect of 
the obligation and deducted in computing the income of the tax- 
payer for a taxation year beginning before that time, 


(oO) an amount in respect of the obligation that was deducted in 
computing the taxpayer’s income for a taxation year ending at or 
before that time in respect of changes in the value of the obliga- 
tion attributable to the fluctuation in the value of a currency of a 
country other than Canada relative to Canadian currency, other 
than an amount deducted under paragraph 142.3(1)(b), 


(p) an amount in respect of the obligation that was deducted 
under paragraph 20(1)(p) in computing the taxpayer’s income 
for a taxation year ending at or before that time, or 

(q) where the obligation was a capital property of the taxpayer 
on February 22, 1994, an amount required by paragraph 
53(2)(b.2) or (g) to'be deducted in computing the adjusted cost 
base of the obligation to the taxpayer on that day; 
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Related Provisions: 138(13)— Variation in tax basis of certain insurers; 
248(1)“cost amount’’(d.2) — Cost amount of specified debt obligation is tax basis; 
261(5)(f) — Interpretation when functional currency reporting in effect. 


History: Paras. (b) and (j) of the definition “tax basis” in subsec. 142.4(1) amended by 
1998, c. 19, subsecs. 165(1), (2), applicable to taxation years that end after February 
22, 1994. Paras. (b) and (j) formerly read: 


(b) an amount included under subsection 12(3) or 16(2) or (3) or paragraph 
142.3(1)(a) in respect of the obligation in computing the taxpayer’s income for a 
taxation year beginning before that time, 


(j) the amount of a payment (other than proceeds of disposition of the obligation) 
received by the taxpayer under the obligation at or before that time in respect of 
an amount included by any of paragraphs (a) to (f) in determining the tax basis 
of the obligation to the taxpayer at that time, 


Subsec. 142.4(1)“tax basis” added by 1995, c. 21, s. 58, applicable to taxation years 
that end after February 22, 1994. 


“transition amount” of a taxpayer in respect of the disposition of a 
specified debt obligation has the meaning assigned by regulation. 


Related Provisions: 142.4(7)A — Current amount based on transition amount. 
Regulations: 9201 (transition amount). 


(2) Scope of section — This section applies to the disposition of 
a specified debt obligation by a taxpayer that is a financial institu- 
tion, except that this section does not apply to the disposition of a 
specified debt obligation that is a mark-to-market property for the 
taxation year in which the disposition occurs. 

Related Provisions: 87(2)(e.3) — Amalgamations — continuing corporation; 


138(10)(b) — Application to insurance corporation; 142.3(1)(c) — Amount deductible 
in respect of specified debt obligation; 142.4(9) — Disposition of part of obligation. 


(3) Rules applicable to disposition — Where a taxpayer has 
disposed of a specified debt obligation after February 22, 1994, 


(a) except as provided by paragraph 79.1(7)(d) or this section, 
no amount shall be included or deducted in respect of the dispo- 
sition in computing the taxpayer’s income; and 


(b) except where the obligation is an indexed debt obligation 
(other than a prescribed obligation), paragraph 20(14)(a) shall 
not apply in respect of the disposition. 


Related Provisions: 142.4(2) — Scope of section. 


History: Para. 142.4(3)(a) amended by 1998, c. 19, subsec. 165(3), applicable to taxa- 
tion years that end after February 22, 1994. Para. 142.4(3)(a) formerly read: 


(a) except as provided by this section, no amount shall be included or deducted 
in respect of the disposition in computing the income of the taxpayer; and 


Subsec. 142.4(3) added by 1995, c. 21, s. 58, applicable to taxation years that end after 
February 22, 1994. 


(4) Inclusions and deductions re disposition — Subject to 
subsection (5), where after 1994 a taxpayer disposes of a specified 
debt obligation in a taxation year, 


(a) where the transition amount in respect of the disposition of 
the obligation is positive, it shall be included in computing the 
income of the taxpayer for the year; 


(b) where the transition amount in respect of the disposition of 
the obligation is negative, the absolute value of the transition 
amount shall be deducted in computing the income of the tax- 
payer for the year; 


(c) where the taxpayer has a gain from the disposition of the 
obligation, 


(1) the current amount of the gain shall be included in com- 
puting the income of the taxpayer for the year, and 


(ii) there shall be included in computing the taxpayer’s in- 
come for taxation years that end on or after the day of dispo- 
sition the amount allocated, in accordance with prescribed 
rules, to the year in respect of the residual portion of the 
gain; and 
(d) where the taxpayer has a loss from the disposition of the 
obligation, 


(i) the current amount of the loss shall be deducted in com- 
puting the taxpayer’s income for the year, and 
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(ii) there shall be deducted in computing the taxpayer’s in- 
come for taxation years that end on or after the day of dispo- 
sition the amount allocated, in accordance with prescribed | 


rules, to the year in respect of the residual portion of the loss. | 


Related Provisions: 39(1)(a)(ii.2) — No capital gain on disposition; 87(2)(g.2) — 
Amalgamations — continuing corporation; 142.4(2) — Scope of section; 142.4(5) — 
Where subsec. (4) does not apply; 142.4(7) — Current amount; 142.4(8) — Residual 
portion; 142.4(9) — Disposition of part of obligation; 142.4(11) — Payments received — 
on or after disposition; 142.7(13) — Application on transfer of foreign bank business 
from Canadian affiliate to branch; Reg. 2405(3)“gross Canadian life investment in- 
come”(d.1), (i.1)—JInclusion in/deduction from life’ insurer’s income; Reg. 
2411(4.1) — Inclusion in insurer’s net investment revenue. 


History: Subsec. 142.4(4) amended by 1998, c. 19, subsec. 165(4), applicable to taxa- 
tion years that end after February 22, 1994. Subsec. 142.4(4) formerly read: 


(4) Subject to subsection (5), where after 1994 a taxpayer has, in a taxation year, 
disposed of a specified debt obligation, 


(a) where the current amount in respect of the disposition of the obligation is 
positive, it shall be included in computing the income of the taxpayer for the 
year; 


(b) where the current amount in respect of the disposition of the obligation is 
negative, it shall be deducted in computing the income of the taxpayer for 
the year; 


(c) where the taxpayer has a gain from the disposition of the obligation, 
there shall be included in computing the taxpayer's income for taxation 
years that end on or after the day of disposition the amount allocated, in 
accordance with prescribed rules, to the year in respect of the residual por- 
tion of the gain; and 


(d) where the taxpayer has a loss from the disposition of the obligation, there 
shall be deducted in computing the taxpayer’s income for taxation years that 
end on or after the day of disposition the amount allocated, in accordance 
with prescribed rules, to the year in respect of the residual portion of the 
loss. 


Subsec. 142.4(4) added by 1995, c. 21, s. 58, applicable to taxation years that end after 
February 22, 1994. 


Regulations: 9203, 9204 (prescribed rules — residual portion). 
(5) Gain or loss not amortized — Where after February 22, 


1994 a taxpayer disposes of a specified debt obligation in a taxation 
year, and 


(a) the obligation is 
(i) an indexed debt obligation (other than a prescribed obliga- 
tion), or 
(ii) a debt obligation prescribed in respect of the taxpayer, 
(b) the disposition occurred 
(i) before 1995, 


(11) after 1994 in connection with the transfer of all or part of 
a business of the taxpayer to a person or partnership, or 


(iii) because of paragraph 142.6(1)(c), or 


(c) in the case of a taxpayer other than a life insurance 
corporation, 


(1) the disposition occurred before 1996, and 


(ii) the taxpayer elects in writing, filed with the Minister. 
before July 1997, to have this paragraph apply, 


the following rules apply: 
(d) subsection (4) does not apply to the disposition, 


(e) there shall be included in computing the taxpayer’s income 
for the year the amount, if any, by which the taxpayer’s pro- 
ceeds of disposition exceed the tax basis of the obligation to the 
taxpayer immediately before the disposition, and 


(f) there shall be deducted in computing the taxpayer’s income 
for the year the amount, if any, by which the tax basis of the 
obligation to the taxpayer immediately before the disposition ex- 
ceeds the taxpayer’s proceeds of disposition. 
Related Provisions: 39(1)(a)(ii.2) — No capital gain on disposition; 142.4(2) — 
Scope of section; Reg. 2411(4)A(c.1), 2411(4)B(a.1) — Inclusion in insurer’s net in- 
vestment revenue. . 
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History: Subsec. 142.4(5) amended by 1998, c. 19, subsec. 165(4), applicable to taxa- 
tion years that end after February 22, 1994. Subsec. 142.4(5) formerly. read: 


(5) Where a taxpayer has, in a taxation year and after February 22, 1994, dis- 
posed of a specified debt obligation, and either — 


(a) the obligation is | 
(i) an indexed debt obligation (other than a prescribed obligation), or 
(ii) a debt obligation prescribed in respect of the taxpayer, or 

(b) the disposition occurred 
(i) before 1995, 
(ii) after 1994 in connection with the transfer of all or part of a business’ 
of the taxpayer to a person or partnership, or 
(iii) because of paragraph 142.6(1)(c), 

the following rules apply: 
(c) subsection (4) does not apply to the disposition, 


(d) where the taxpayer has a gain from the disposition of the obligation, the 
gain shall be included in computing the income of the taxpayer for the year, 
and 


(e) where the taxpayer has a loss from the disposition of the obligation, the 

loss shall be deducted in computing the income of the taxpayer for the year, 
Subsec: 142.4(5) added by 1995, c. 21, s. 58, applicable to taxation years that end after 
February 22, 1994. 


Regulations: 9202(2), (4), (5) (debt obligations prescribed for 142.2(5)(a)(ii)). 


(6) Gain or loss from disposition of obligation — For the 
purposes of this section, 


(a) where the: amount determined under paragraph (c) in respect 
of the disposition of a specified debt obligation by a taxpayer is 
positive, that amount is the taxpayer’s gain from the disposition 
of the obligation; 


(b) where the amount determined under paragraph (c) in respect 
of the disposition of a specified debt obligation by a taxpayer is 
negative, the absolute value of that amount is the taxpayer’s loss 
from the disposition of the obligation; and 


(c) the amount determined under this paragraph in respect of the 
disposition of a specified debt obligation by a taxpayer is the 
positive or negative amount determined by the formula ~ 


A-(B+C) 
where 
A_ is the taxpayer's proceeds of disposition, 


Bis the tax basis of the obligation to the taxpayer immediately 
before the time of disposition, and 


C is. the taxpayer’s transition amount in respect of the 
disposition. 
Related Provisions: 257 — Formula cannot calculate to less than zero. 
History: Para. 142.4(6)(b) and the description of C in para. 142.4(6)(c) amended by 


1998, c. 19, subsec. 165(5), (6), applicable to taxation years that end after February 22, 
1994. Para. 142.4(6)(b) and the description of C formerly read: ' 


(b) where’ the amount determined under paragraph (c) in respect of the disposi- 
tion of a specified debt obligation by a taxpayer is negative, that amount is the 
taxpayer’s loss from the disposition of the obligation; and 


GAAS 
‘(i) where subsection (4) applies to the disposition, the taxpayer’s transi- 
tion amount in respect of the disposition, and _ 
(ii) in.any, other case, nil. 
Subsec. 142.4(6) added by 1995, c. 21, s. 58, applicable to taxation years that end after 
February 22, 1994. 


(7) Current amount — For the purposes of subsections (4) and 
(8), the current amount of a taxpayer’s gain or loss from the dispo- 
sition of a specified debt obligation is 


(a) where the taxpayer has a gain from the disposition of the 
obligation, the part, if any, of the gain that is reasonably attribu- 
table to a material increase in the probability, or perceived 
probability, that the debtor will. make all payments as required 
by the obligation; and 


(b) where the taxpayer has a loss from the disposition of the ob- 
ligation, the amount that the taxpayer claims not exceeding the 


S. 142.411) 


part, if any, of the loss that is reasonably attributable to a default 
by the debtor or a material decrease in the probability, or per- 
ceived probability, that the debtor will make all payments as re- 
quired by the obligation. 


History: Subsec. 142.4(7) amended by 1998, c. 19, subsec. 165(7), applicable to taxa- 
tion years that end after February 22, 1994. Subsec, 142.4(7) formerly read: 


(7) For the purpose of subsection (4), the current amount in respect of the dispo- 
sition of a specified debt obligation by a taxpayer is the positive or negative 
amount determined by the formula 


A+B 
where 
A is the taxpayer’s transition amount in respect of the disposition, and 
Bis 
(a) where the taxpayer has a gain from the disposition of the obligation, 
the part, if any, of the gain that is reasonably attributable to a material 


increase in the probability, or perceived probability, that the debtor will 
make all payments as required by the obligation, and 


(b) where the taxpayer has a loss from the disposition of the obligation, 
the negative amount that the taxpayer claims not exceeding in magni- 
tude the’ part, if any, of the loss that’is reasonably attributable to a de- 
fault by the debtor or a material decrease in the probability, or perceived 
probability, that the debtor will make all payments as required by the 
obligation. 


Subsec. 142.4(7) added by 1995, c. 21, s. 58, applicable to taxation years that end after 
February 22,1994. 


(8) Residual portion of gain or loss — For the purpose of sub- 
section (4), the residual portion ofa taxpayer’s gain or loss from the 
disposition of a specified debt obligation is the amount, if any, by 
which the gain or loss exceeds the current amount of the gain or 
loss. 


Related Provisions: 142.4(7) — Current amount. 


History: Subsec. 142.4(8) amended by 1998; c. 19; subsec. 165(7), applicable to taxa- 
tion years that end after February 22, 1994. Subsec. 142.4(8) formerly read:, 


(8) For the purpose of subsection (4), where a taxpayer has a gain or loss from 
the disposition of a specified debt obligation, the residual portion of the gain’ or 
loss is the part of the gain or loss that is not included in determining the amount 
B in the formula in subsection (7) in respect of the disposition. 


Subsec. 142.4(8) added by. 1995, c. 21, s. 58, applicable to taxation years that end after 
February 22, 1994. 


(9) Disposition of part of obligation — Where’a taxpayer dis- 
poses of part of a specified debt obligation, section 142.3 and this 
section apply as if the part disposed of and the part retained were 
separate specified debt obligations. 


Related Provisions: 248(27) — Partial forgiveness. of debt. obligation — effect on 
debtor. 


History: Subsec. 142.4(9) amended by 1998, c. 19, subsec. 165(7), applicable to taxa- 
tion years that end after February 22, 1994. Subsec. 142.4(9) formerly read: 


(9) Where a taxpayer disposed of part of a specified debt obligation, this section 
and any regulations made for the purpose of this section apply as if the part 
disposed of and the part retained were separate specified debt obligations. 


Subsec. 142.4(9) added by 1995, c: 21, s. 58, applicable to taxation years that end after 
February 22, 1994, 


(10) Penalties and bonuses — Notwithstanding subsection 
18(9.1), where a taxpayer that holds a specified debt obligation re- 
ceives a penalty or bonus because of the repayment before maturity 
of all or part of the principal amount of the debt obligation, the pay- 
ment is deemed to be received by the taxpayer as proceeds of dispo- 
sition of the specified debt obligation. 


History: Subsec. 142.4(10) added by 1998, c. 19, subsec. 165(7), applicable to taxa- 
tion years that end after February 22, 1994. 


(11) Payments received on or after disposition — For the 
purposes of this section, where at any time a taxpayer receives a 
payment (other than proceeds of disposition) under a specified debt 
obligation on or after the disposition of the obligation, the payment 
is deemed not to have been:so received at that time but to have been 
so received immediately before the disposition. 


History [subsec. 142.4(11)]: Subsec. 142.4(11) added by 1998, c. 19, subsec. 
165(7), applicable to taxation years that end after February 22, 1994. 
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History [s. 142.4]: S. 142.4 added by 1995, c. 21, s. 58, applicable to taxation years 
that end after February 22, 1994. 

Definitions [s. 142.4]: “adjusted cost base” — 54, 248(1); “amount” — 248(1); “Ca- 
nadian currency” — 261(5)(f)(i); “capital property” — 54, 248(1); “currency of a coun- 
try other than Canada” — 261(5)(f)(ii); “current amount” — 142.4(7); “financial insti- 
tution” — 142.2(1); “indexed debt obligation” —248(1); “investment dealer” — 
142.2(1); “life insurance corporation”, “life insurer” — 248(1); “mark-to-market pro- 
perty”” — 142.2(1); “Minister” — 248(1); “person”, “prescribed”, “principal amount”, 
“regulation” — 248(1); “residual portion” — 142.4(8); “specified debt obligation” — 
142.2(1); “tax basis” — 142.4(1); “taxation year” — 249; “taxpayer” — 248(1); “tran- 
sition amount” — 142.4(1); “writing” — Interpretation Act 35(1). 


Mark-to-Market Properties 


142.5 (1) Income treatment for profits and losses — Where, 
in a taxation year that begins after October 1994, a taxpayer that is a 
financial institution in the year disposes of a property that is a mark- 
to-market property for the year, 


(a) there shall be included in computing the taxpayer’s income 
for the year the profit, if any, from the disposition; and 


(b) there shall be deducted in computing the taxpayer’s income 
for the year the loss, if any, from the disposition. 


Related Provisions: 39(1)(a)(ii.2) — No capital gain on disposition; 138(10)(a) — 
Application to insurance corporation; 142.5(2) — Deemed disposition at year-end. 


(2) Mark-to-market requirement — Where a taxpayer that is a 
financial institution in a taxation year holds, at the end of the year, a 
mark-to-market property for the year, the taxpayer shall be deemed 


(a) to have disposed of the property immediately before the end 
of the year for proceeds equal to its fair market value at the time 
of disposition, and 


(b) to have reacquired the property at the end of the year ata 

cost equal to those proceeds. 
Related Provisions: 54‘‘superficial loss”(c) — Superficial loss rule does not apply; 
88(1)(i) — Windup of subsidiary into parent; 112(5.6)(a)(i) — Stop-loss rules inappli- 
cable; 138(10)(a) — Application to insurance corporation; 138(11.31)(a) — Change in 
use rules for insurer do not apply; 142.5(1) — Disposition is on income account; 
142.5(4)-(9) — Transitional rules; 142.5(8.1), (8.2) -— Rules for first disposition of 
SDO that was not M2M property; 142.6(2) — Acquisition date under 142.5(2) to be 
ignored; 142.6(8)—(10) — Transitional election re year that includes February 22, 1994; 
Reg. 2405(5) — 142.5(2) to be ignored for definitions in Reg. 2405(3). 


1.T. Technical News: 14 (reporting of derivative income by mutual funds). 


(3) Mark-to-market debt obligation — Where a taxpayer is a 
financial institution in a particular taxation year that begins after 
October 1994, the following rules apply with respect to a specified 
debt obligation that is a mark-to-market property of the taxpayer for 
the particular year: 


(a) paragraph 12(1)(c) and subsections 12(3) and 20(14) and 
(21) do not apply to the obligation in computing the taxpayer’s 
income for the particular year; 


(b) there shall be included in computing the taxpayer’s income 
for the particular year an amount received by the taxpayer in the 
particular year as, on account of, in lieu of payment of, or in 
satisfaction of, interest on the obligation, to the extent that the 
interest was not included in computing the taxpayer’s income 
for a preceding taxation year; and 


(c) for the purpose of paragraph (b), where the taxpayer was 
deemed by subsection (2) or paragraph 142.6(1)(b) to. have dis- 
posed of the obligation in a preceding taxation year, no part of 
an amount included in computing the income of the taxpayer for 
that preceding year because of the disposition shall be consid- 
ered to be in respect of interest on the obligation. 


Related Provisions: 138(10)(a) — Application to insurance corporation. 


(4) Transition — deduction re non-capital amounts — 
There may be deducted in computing the income of a taxpayer for 
the taxpayer’s taxation year that includes October 31, 1994 such 
amount as the taxpayer claims not exceeding a prescribed amount in 
respect of properties (other than capital properties) disposed of by 
the taxpayer because of subsection (2). 
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Related Provisions: 138(11.5)(k) — Transfer of business by non-resident insurer; 
142.5(5) — Inclusion re non-capital amounts. 


Regulations: 8102(2) (prescribed amount). 


(5) Transition— inclusion re non-capital amounts — 
Where an amount is deducted under subsection (4) in computing a 
taxpayer’s income, there shall be included, in computing the tax- 
payer’s income for each taxation year that begins before 1999 and 
ends after October 30, 1994, the total of all amounts prescribed for 
the year. 

Related Provisions: 87(2)(g.2) — Amalgamations — continuing corporation; 
138(11.5)(k) — Transfer of business by non-resident insurer; Reg. 2402(a.1)A — In- 
clusion in income from participating life insurance business. 


Regulations: 8103 (prescribed amount). 


(6) Transition — deduction re net capital gains — Such 
amount as a taxpayer elects, not exceeding a prescribed amount in 
respect of capital properties disposed of by the taxpayer because of 
subsection (2), is deemed to be an allowable capital loss of the tax- 
payer for its taxation year that includes October 31, 1994 from the 
disposition of property (or, where the taxpayer is non-resident 
throughout the year, from the disposition of taxable Canadian 
property). 

Related Provisions: 138(11.5)(k) — Transfer of business by non-resident insurer; 
142.5(7) — Inclusion re net capital gains. 


Regulations: 8104(2) (prescribed amount). 


(7) Transition — inclusion re net capital gains — A taxpayer 
that elects an amount under subsection (6) is deemed, for each taxa- 
tion year that begins before 1999 and ends after October 30, 1994, 
to have a taxable capital gain for the year from the disposition of 
property (or, where the taxpayer is non-resident throughout the 
year, from the disposition of taxable Canadian property) equal to 
the total of all amounts prescribed for the year. 


Related Provisions: 87(2)(g.2) — Amalgamations — continuing corporation; 
138(11.5)(k) — Transfer of business by non-resident insurer; Reg. 2402(a.1)B — In- 
clusion in income from participating life insurance business. 


Regulations: 8105(2) (prescribed amount). 
(8) First deemed disposition of debt obligation — Where 


(a) in a particular taxation year that ends after October 30, 1994, 
a taxpayer disposed of a specified debt obligation that is a mark- 
to-market property of the taxpayer for the following taxation 
year, and 


(b) either 


(i) the disposition occurred because of subsection (2) and the 
particular year includes October 31, 1994, or 


(ii) the disposition occurred because 
142.6(1)(b), . 


the following rules apply: 
(c) subsection 20(21) does not apply to the disposition, and 
(d) where 
(i) an amount has been deducted under paragraph 20(1)(p) in 


of paragraph 


respect of the obligation in computing the taxpayer’s income 


for the particular year or a preceding taxation year, and 
(ii) section 12.4 does not apply to the disposition, 


there shall be included in computing the taxpayer’s income for 
the particular year the amount, if any, by which 
(iii) the total of all amounts referred to in subparagraph (i) 
exceeds 
(iv) the total of all amounts included under paragraph 
12(1)(i) in respect of the obligation in computing the tax- 
payer’s income for the particular year or a preceding taxation 
year. 


(8.1) Application of subsec. (8.2) — Subsection (8.2) applies to 
a taxpayer for its transition year if 


(a) subsection (2) deems the taxpayer to have disposed of a par- 
ticular specified debt obligation immediately before the end of 
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its transition year (in subsection (8.2) referred to as “the particu- 
lar disposition”); and 
(b) the particular specified debt obligation was owned by the 
taxpayer at the end of its base year and was not a mark-to-mar- 
ket property of the taxpayer for its base year. 

Related Provisions: 142.51(1) — Definitions apply to 142.5(8.1). 


(8.2) Rules applicable to first deemed disposition of debt 
obligation — If this subsection applies to a taxpayer for its transi- 
tion year, the following rules apply to the taxpayer in respect of the 
particular disposition: 


(a) subsection 20(21) does not apply to the taxpayer in srespect of 
the particular disposition; and 


(b) if section 12.4 does not apply to the taxpayer in respect of 
the particular disposition, there shall be included in computing 
the taxpayer’s income for its transition year the amount, if any, 
by which 


(i) the total of. all amounts snels of which is 


(A) an amount deducted under paragraph 20(1)(1) in re- 

‘spect of the particular specified debt obligation of the tax- 
payer in computing the taxpayer’s income for its base 
year, or 


(B) an amount deducted under paragraph 20(1)(p) in re- 
spect of the particular specified debt obligation of the tax- 
payer in computing the taxpayer’s income for a taxation 
year that preceded its transition year, 


exceeds 
(ii) the total of all amounts each of which is 


(A) an amount included under paragraph 12(1)(d). in re- 
spect.of the particular specified debt obligation of the tax- 
payer in computing the taxpayer’s income for its transi- 
tion year, or 


(B) an amount included under paragraph 12(1)() in re- 
spect of the particular specified debt obligation of the tax- 
payer in computing the taxpayer’s income for its. transi- 
tion year or a preceding taxation year. 


Related Provisions: 142:51(1) — Definitions apply to 142.5(8.2); 142.5(8. 1) 
Conditions for subsec. (8.2) to apply. 


(9) Transition — property acquired on rollover — Where 


(a) a taxpayer acquired a property before October 31, 1994 at a 
cost less than the fair market value of the property at the time of 
acquisition, 

(b) the property was transferred, directly or indirectly, to the tax- 
payer by a person that would never have been a financial institu- 
tion before the transfer if the definition “financial institution” in 
subsection 142.2(1) had always applied, 


(c) the cost is less than the fair market value because subsection 
85(1) applied in respect of the disposition of the property by the 
person, and 


(d) subsection (2) deemed the taxpayer to have disposed of the 
property in its particular taxation year that includes October Su 
1994, 


the following rules apply: 


(e) where the taxpayer would, but for this paragraph, have a tax- 
able capital gain for the particular year from the ‘disposition of 
the property, the part of the taxable capital gain that can reasona- 
bly be considered to have arisen while the property was held by 
a person described in paragraph (b) shall be deemed to be a taxa- 
ble capital gain of the taxpayer from the disposition of the pro- 
perty for the taxation year in which the taxpayer disposes of the 
property otherwise than because of subsection (2), and not to be 
a taxable capital gain for the particular year, and 


(f) where the taxpayer has a profit (other than a capital gain) 
from the disposition of the property, the part of the profit that 
can reasonably be considered to have arisen while the property 
was held by a person described in paragraph (b) shall be in- 


S. 142.51(2) 


cluded in computing the taxpayer’s income for the taxation year 
in which the taxpayer disposes of the property otherwise than 
because of subsection (2), and shall not be included in comput- 
ing the taxpayer’s income: for the particular year. 


History [s. 142.5]: Subsecs. 142.5(8.1) and (8.2) added by 2009, c. 2, s. 47, applica- 
ble to taxation years that begin after September 2006. 


Subsecs.. 142.5(5), (6) and (7) amended by 1998, c..19, s. 166, applicable to taxation 
years that end after October 30, 1994. Subsecs. 142.5(5), (6) and (7) formerly read: 


(5) Transition — inclusion re non-capital amounts — Where a taxpayer de- 
ducts an amount under subsection (4), there shall be included in computing the 
taxpayer’s income for each taxation year that begins before 1999 and ends after 
October 30, 1994, the prescribed portion for the year of the amount so deducted. 


(6) Transition — deduction re net capital gains — Such amount as a taxpayer 
elects, not exceeding a prescribed amount in respect of capital properties dis- 
posed of by the taxpayer because of subsection (2); shall be deemed: to be an 
allowable capital loss of the. taxpayer for its taxation year that includes October 
31, 1994 from the disposition of property. 


(7), Transition — inclusion re net capital gains — Where.a taxpayer elects an 
amount under subsection (6), the taxpayer shall be deemed, for each taxation 
year that begins before 1999 and ends after October 30, 1994, to have.a taxable 
capital gain for the year from the disposition of property equal to the prescribed 
portion for the year of the amount so elected. 


S. 142.5 added by 1995, c. 21, s. 58, applicable to taxation years that end after October 
30; 1994. 


Definitions [s. 142.5]: “allowable capital loss” — 38(b), 248(1); 
248(1); “base: year” — 142.51(1); “capital gain’ — 39(1)(a), 248(1); 
perty” — 54, 248(1); “disposition” — 248(1); “financial institution”, “mark-to-market 
property” — 142.2(1); “non-resident” — 248(1); “particular disposition” — 
142.5(8.1)(a); “prescribed”, “property” —248(1); “specified debt obligation” — 
142.2(1); “taxable Canadian property” — 248(1); “taxable capital gain’ —38(a), 
248(1); “taxation year” — 249; “taxpayer” — 248(1); “transition year” —142.51(1). 


“amount” — 
“capital pro- 


142.51. [Financial. . institutions — 2006-07 changes. in 
accounting rules] — (1) Definitions — The following defini- 
tions apply for the purposes of this section and_ subsections 
142.5(8.1) and (8.2). 


“base year” of a taxpayer means the taxpayer’s taxation year that 
immediately precedes its transition year. 


“transition amount” of a taxpayer for the taxpayer’s transition 
year is the positive or negative amount determined by the formula 


A —B,. 
where 


A. is the total of all amounts each of which is the fair market value, 
at the end of the taxpayer’s base. year, of a transition property of 
the taxpayer; and 


B_ is the total of all amounts each of which is the cost amount to the 
taxpayer, at the end of the taxpayer’s base year, of a transition 
property of the taxpayer. 


‘transition property” of a taxpayer means a property that 


(a) was. a specified debt obligation held by the taxpayer at the 
end of the taxpayer’s base year; 


(b) was not a mark-to-market property of the taxpayer for the 
taxpayer’s base year, but, would have been a mark-to-market 
property of the taxpayer for. the taxpayer’s base year if the pro- 
perty had been carried at the property’s fair market value in the 
taxpayer’s balance sheet as at the end of each taxation year of 
the taxpayer that ends after the taxpayer last acquired the pro- 
perty (otherwise than by reason of a reacquisition under subsec- 
tion 142.5(2)) and before the commencement of the taxpayer’s 
transition year; and 


(c) was a mark-to-market property of the taxpayer for the transi- 
tion year of the taxpayer. 


“transition year” of a taxpayer means the taxpayer’s first taxation 
year that begins after September 2006. 


(2) Transition year income inclusion — If a taxpayer is a fi- 
nancial institution in its transition year, there shall be included in 
computing the taxpayer’s income for its transition year the absolute 
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value of the negative amount, if any, of the taxpayer’s transition 
amount. 
Related Provisions: 12.5(2) — Parallel rule for non-life insurer; 138(10) — Appli- 


cation to insurance corporation; 138(16) — Parallel rule for life insurer, 142.51(4) — 
Inclusion reversal in subsequent 5 years. 


(3) Transition year income deduction — If a taxpayer is a fi- 
nancial institution in its transition year, there shall be deducted in 
computing the taxpayer’s income for its transition year the positive 
amount, if any, of the taxpayer’s transition amount. 

Related Provisions: 20.4(2) — Parallel rule for non-life insurer; 138(10) — Appli- 
cation to insurance corporation; 138(17) — Parallel rule for life insurer; 142.51(5) — 
Deduction reversal in subsequent 5 years; 142.51(8), (9) — Effect of rollover of insur- 
ance business. 


(4) Transition year income inclusion reversal —If an 
amount has been included under subsection (2) in computing a tax- 
payer’s income for its transition year there shall be deducted in 
computing the taxpayer’s income for each particular taxation year 
of the taxpayer that ends after the beginning of the transition year, 
and in which particular taxation year the taxpayer is a financial in- 
stitution, the amount determined by the formula 


A X B/1825 
where 


A is the amount included under subsection (2) in computing the 
taxpayer’s income for the transition year, and 


B is the number of days in the particular taxation year that are 
before the day that is 1825 days after the first day of the transi- 
tion year. 

Related Provisions: 20.4(3) — Parallel rule for non-life insurer; 138(18) — Parallel 


tule for life insurer; 142.51(6), (12) — Effect of windup of institution; 142.51(7) — 
Effect of amalgamation; 142.51(8), (9) — Effect of transfer of business. 


(5) Transition year income deduction reversal —If an 
amount has been deducted under subsection (3) in computing a tax- 
payer’s income for its transition year, there shall be included in 
computing the taxpayer’s income, for each particular taxation year 
of the taxpayer ending after the beginning of the transition year, and 
in which particular taxation year the taxpayer is a financial institu- 
tion, the amount determined by the formula 


A X B/1825 
where 


A is the amount deducted under subsection (3) in computing the 
taxpayer’s income for the transition year; and 


B is the number of days in the particular taxation year that are 
before the day that is 1825 days after the first day of the transi- 
tion year. 

Related Provisions: 12.5(3) — Parallel rule for non-life insurer; 138(19) — Parallel 

rule for life insurer; 142.51(6), (12) — Effect of windup of institution; 142.51(7) — 

Effect of amalgamation; 142.51(8), (9) — Effect of transfer of business, 142.51(10) — 

Effect of continuing partnership; 142.51(11) — Effect of ceasing to carry on business. 


(6) Winding-up — If a taxpayer has, in a winding-up to which 
subsection 88(1) has applied, been wound-up into another corpora- 
tion (referred to in this subsection as the “parent’”), and immediately 
after the winding-up the parent is a financial institution, in applying 
subsections (4) and (5) in computing the income of the taxpayer and 
of the parent for particular taxation years that end on or after the 
first day (referred to in this subsection as the “start day”) on which 
assets of the taxpayer were distributed to the parent on the winding- 


up, 
(a) the parent is, on and after the start day, deemed to be the 


same corporation as and a continuation of the taxpayer in respect 
of 


(i) any amount included under subsection (2) or deducted 
under subsection (3) by the taxpayer in computing the tax- 
payer’s income for its transition year, 


(ii) any amount deducted under subsection (4) or included 
under subsection (5) in computing the taxpayer’s income for 
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a taxation year of the taxpayer that begins before the start 
day, and 
(iii) any amount that would — in the absence of this subsec- 


tion and if the taxpayer existed and was a financial institution | 


on each day that is the start day or a subsequent day and on 
which the parent is a financial institution — be required to be 
deducted or included, in respect of any of those days, under 
subsection (4) or (5) in computing the taxpayer’s income for 
its transition year; and 


(b) the taxpayer is, in respect of each of its particular taxation 
years, to determine the value for B in the formulas in subsec- 
tions (4) and (5) without reference to the start day and days after 
the start day. 


Related Provisions: 12.5(4) — Parallel rule for non-life insurer; 138(20) — Parallel 
rule for life insurer. 


(7) Amalgamations — If there is an amalgamation (within the 
meaning assigned by subsection 87(1)) of a taxpayer with one or 
more other corporations to form one corporation (referred to in this 
subsection as the “new corporation”), and immediately after the 
amalgamation the new corporation is a financial institution, in ap- 
plying subsections (4) and (5) in computing the income of the new 
corporation for particular taxation years of the new corporation that 
begin on or after the day on which the amalgamation occurred, the 
new corporation is, on and after that day, deemed to be the same 
corporation as and a continuation of the taxpayer in respect of 


(a) any amount included under subsection (2) or deducted under 
subsection (3) in computing the taxpayer’s income for its transi- 
tion year of the taxpayer; 


(b) any amount deducted under subsection (4) or included under 
subsection (5) in computing the taxpayer’s income for a taxation 
year of the taxpayer that begins before the day on which the 
amalgamation occurred; and 


(c) any amount that would — in the absence of this subsection 
and if the taxpayer existed and was a financial institution on 
each day that is the day on which the amalgamation occurred or 
a subsequent day and on which the new corporation is a finan- 
cial institution — be required to be deducted or included, in re- 
spect of any of those days, under subsection (4) or (5) in com- 
puting the taxpayer’s income. 


Related Provisions: 12.5(5) — Parallel rule for non-life insurer; 138(21)— Parallel 
rule for life insurer. 


(8) Application of subsec. (9) — Subsection (9) applies if, at 
any time, a taxpayer (referred to in this subsection and subsection 
(9) as the “transferor”) transfers, to a corporation (referred to in this 
subsection and subsection (9) as the “transferee’’) that is related to 
the transferor, property in respect of a business carried on by the 
transferor in Canada (referred to in this subsection and subsection 
(9) as the “transferred business”) and 


(a) subsection 138(11.5) or (11.94) applies to the. transfer; or 


(b) subsection 85(1) applies to the transfer, the transfer includes 
all or substantially all of the property and liabilities of the trans- 


ferred business and, immediately after the transfer, the transferee 


is a financial institution. 


(9) Transfer of a business — If this subsection applies in re- 
spect of the transfer, at any time, of property 


(a) the transferee is, at and after that time, deemed to be the 
same corporation as and a continuation of the. transferor in re- 
spect of 


(i) any amount included under subsection (2) or deducted 
under subsection (3) in computing the transferor’s income for 
its transition year that can reasonably be attributed to the 
transferred business, 


(ii) any amount deducted under subsection (4) or included 
under subsection (5) in computing the transferor’s income for 
a taxation year of the transferor that begins before that time 
that can reasonably be attributed to the transferred business, 
and 
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(iii) any amount that would — in the absence of this subsec- 
tion and if the transferor existed and was a financial institu- 
tion on each day that includes that time or is a subsequent 
day and on which the transferee is a financial institution — 
be required to be deducted or included, in respect of any of 
those days, under subsection (4) or (5) in computing the 
transferor’s income that can reasonably be attributed to the 
transferred business; and 


(b) in determining, in respect of the day that includes that time 
or any subsequent day, any amount that is required under sub- 
section (4) or (5) to be deducted or included in computing the 
transferor’s income for each particular taxation year from the 
transferred business, the description of A in the formulas in 
those subsections is deemed to be nil. 


Related Provisions: 12.5(6), (7) — Parallel rule for non-life insurer; 138(22), 
(23) — Parallel rule for life insurer; 142.51(8) — Conditions for 142.51(9) to apply. 


(10) Continuation of a partnership — If subsection 98(6) 
deems a partnership (in this subsection referred to.as the “new part- 
nership’’) to be a continuation of another partnership (in this subsec- 
tion referred to as the “predecessor partnership’’) and, at the time 
that is immediately after the predecessor partnership ceases to exist, 
the new partnership is a financial institution, in applying subsec- 
tions (4) and (5) in computing the income of the new partnership for 
particular taxation years of the new partnership that begin on or af- 
ter the day on which it comes into existence, the new partnership is, 
on and after that day, deemed to be the same partnership as.and_.a 
continuation of the predecessor partnership in respect of 


(a) any. amount included under subsection (2). or deducted under 
subsection (3). in computing the. predecessor partnership’s in- 
come for its transition year; 


(b) any amount deducted under subsection (4) or included under 
subsection (5) in computing the predecessor partnership’s in- 
come for a taxation year of the predecessor partnership that be- 
gins before the day on which the, new. partnership comes into 
existence; and 


(c) any amount that would — in the absence of this subsection 
and if the predecessor partnership existed and was a financial 
institution on. each day that is the day on which the new partner- 
ship comes into existence or a subsequent day and on which the 
new partnership is a financial institution — be required to be de- 
ducted or included, in respect of any of those days, under sub- 
section (4) or (5) in computing the predecessor partnership’ S 
income. 


(11) Ceasing to carry on a business [Ceasing to be a 
financial institution] — If at any time, a taxpayer ceases to be a 
financial institution 


(a) there shall be deducted, in computing the income of the tax- 
payer for the taxation year of the taxpayer that includes the time 
that is immediately before that time, the amount determined by 
the formula 


A-B 
where 


A is the amount included under subsection (2),in computing the 
taxpayer’s income for its transition year, and 


B is the total of all amounts each of which is an amount de- 
ducted under subsection (4) in computing the income of the 
taxpayer for'a taxation year that began before that time; and 


(b) there shall be included, in computing the income of the tax- 
payer for the taxation year of the taxpayer that includes the time 
that is immediately before that time, the amount determined by 
the formula 


CEep 
where 


C .is the amount deducted under subsection (3) in. computing 
the taxpayer’s income for its transition year, and 


S. 142.6(1)(b)(ii) 


D is the total of all amounts each of which is an amount in- 
cluded under subsection (5) in computing the taxpayer’s in- 
come for a taxation year that began before that time. 

Related Provisions: 12.5(8), 20.4(4) — Parallel rules for non-life insurer; 
87(2)(g.2) — Amalgamation — continuing corporation; 138(24) — Parallel rule for 
life insurer; 257 — Formula cannot calculate to less than zero. 


(12) Ceasing to exist — If at any time a taxpayer ceases to exist 
(otherwise than as a result of a merger to which subsection 87(2) 
applies, a winding-up to which subsection 88(1) applies or a contin- 
uation to which subsection 98(6) applies), for the purposes of sub- 
section (11), the taxpayer is deemed to have ceased. to be a financial 
institution at the earlier of ) 


(a) the time (determined without reference to this subsection) ‘at 
which the taxpayer ceased to be a financial institution, and 


(b) the time that is immediately before the end of the last taxa- 
tion year of the taxpayer that ended at or before the time at 
which the taxpayer ceased to exist. 


Related Provisions: 12.5(9) — Parallel rule for non-life insurer; 138(25) — Parallel 
rule for life insurer. 


History [s. 142.51]: S. 142.51 added by 2009, c. 2, s. 48, applicable to taxation years 
that begin after September 2006. 


Definitions [s. 142.51]: “amount” — 248(1); “base year’ — 142.51(1); “busi- 
ness” — 248(1); “Canada” — 255, Interpretation Act 35(1); “corporation” — 248(1), 
Interpretation Act 35(1); “cost amount” — 248(1); “financial institution” — 142.2(1); 
“mark-to-market property” — 142.2(1); “parent” — 142.51(6); “predecessor partner- 
ship” — 142.51(10); Property” — 248); “related” — 251(2)-(6); “specified debt ob- 
ligation’ — 142.2(1); “taxation’ year” — 249; “taxpayer” — 248(1); “transferee”, 

“transferor”, “transferred business” — 142.51(8); “transition amount”, “transition pro- 
perty’”, “transition year” — 142.51(1). 


Additional Rules 


142.6 (1) Becoming or ceasing to be a financial institu- 
tion — Where, at a particular time after February 22, 1994, a tax- 
payer becomes or ceases to be a financial institution, © 


(a) where a taxation year of the taxpayer would not, but for this 
paragraph, end immediately before the particular time, 


(i) except for the purpose of subsection 132(6.1), the tax- 
payer’s taxation year that would otherwise have included the 
particular time is deemed to have ended immediately before 
that time and a new taxation year of the taxpayer is deemed 
to have begun at that time, and 


(ii) for the purpose of determining the taxpayer’s fiscal pe- 
riod after, the particular time, the taxpayer shall be deemed 
not to have established a fiscal period before. that time; 


(b) where the taxpayer becomes a financial institution, the tax- 
payer shall be deemed to have disposed, immediately before the 
end of its taxation year that ends immediately before the particu- 
lar time, of each property held by the taxpayer that is 


(i) a specified debt obligation (other than a mark-to-market 
property for the year), or 


(ii) where the year ends after October 30, 1994, a mark-to- 
market property for the year 


for proceeds equal to its fair market value at the time of 
disposition; 


~ 142. 6(1 Y(b) 
s a fin: nstitution, the ‘taxpayer 
. imn ediately before the end of its 


e folloy ing properties held by the 
to the | fair market ones : 


p 
ticular taxation. year or for the taxpayer’ s taxation — that 
ncludes the particular time; : 
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Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 96(1), 
will amend para. 142.6(1)(b) to read as above, applicable | to taxation years that end 
after 1998. 


Technical Notes (July 2010): Subsection 142. 6(1) contains rules that apply _ 
where a taxpayer becomes (or ceases to be) a financial institution. This is most likely 
to happen where the change of status occurs because the taxpayer becomes (or ceases . 
to be) controlled by a financial institution. 


If a taxation year of the taxpayer does not end immediately before the time at which 
its status as a financial institution changes, subparagraph 142. 6(1)(a)G@) deems the 
taxpayer’ s taxation year that would otherwise have included that time to end immedi- 
ately before that time. A new taxation year begins at that time, and the taxpayer is — 
permitted to adopt a new fiscal period. One purpose for the deemed year-end i is to 
ensure the proper application, in taxation years in which the taxpayer is a financial 
institution, of the rules, commonly known as the mark-to-market rules, : 


* in section 142.3 for specified debt obligations, and _ 


* in section 142.5 for market-to-market properties. - 


The expressions “financial institution”, “specified debt cligaton’ and * Lae 
market property” are defined in section 142.2. 


Paragraph 142.6(1)(b) applies where a taxpayer becomes a Firigichil institution. This” 
paragraph generally provides for a deemed disposition at fair market value. of each - 
property held by the taxpayer that is 2 


* a specified debt obligation [142. 6(1)(b)(i) ed. |, or 


* a mark-to-market property for the taxpayer's taxation year that ends immediately ; 
before the time of the change of status [142. 6(1)(b) Gi) — ed.]. ; - 


This deemed disposition under paragraph 142.6(1}{b) is intended to ensure that — 
amounts brought, because of the mark-to-market rules in sections 142.3 and 142.5, _ 
into the taxpayer’s income for the taxpayer’s subsequent taxation year (i.e., the taxa- G 
tion year that includes the time of the change of status) do not include gains o or doses : 

accrued before the beginning of that subsequent taxation year. ~ 


Paragraph 142.6(1)(b) is amended to ensure that this is achieved in connection with 


mark-to-market properties. Amended paragraph 142.6(1)(b) results in the taxpayer 


being deemed to have disposed of, immediately before the end of its particular taxa- __ 


tion year that ends immediately before the time of the change of status, and for pro- 
ceeds equal to its fair market value at the time of that epganon. a mark-to-market 
property of the taxpayer 

* for the particular taxation year, or C 


¢ for the subsequent taxation year. 


(c) where the taxpayer ceases to be a Fake institution, the 
taxpayer shall be deemed to have disposed, immediately before 
the end of its taxation year that ends immediately before the par- 
ticular time, of each property held by the taxpayer that is a spec- 
ified debt obligation (other than a mark-to-market property of 
the taxpayer for the year), for proceeds equal to its fair market 
value at the time of disposition; and 


(d) the taxpayer shall be deemed to have reacquired, at the end 
of the taxation year referred to in paragraph (b) or (c), each pro- 
perty deemed by that paragraph to have been disposed of by the 
taxpayer, at a cost equal to the proceeds of disposition of the 


property. 
_ Proposed Amendment — 142. 6(1)(d) 


(d) the taxpayer is deemed to have reacquired, at the end of its 
taxation year that ends immediately before the particular time, 
each property deemed by paragraph (b) or (c) to have been dis- 
posed of by the taxpayer, at a cost halo to oe mabe sie. of 
disposition of the property. 
Application: The July 16, 2010 draft legislation (Part 1 Raa, subsec. 9602) 


will amend para. 142.6(1)(d) to read as above, applicable to taxation years that end 
after 1998. 


Technical Notes (July 2010): Paragraph 142.6(1)(c) provides for a deoutd dis- 
position of specified debt obligations (other than mark-to-market property) in the op- 
posite situation of change of status, i.e., where the taxpayer ceases to be a financial 
institution. Paragraph 142.6(1)(d) provides that the taxpayer is deemed to have reac- 
quired, at the end of the taxation year referred to in paragraph 142.6(1)(b) or (c), each 
property deemed by that paragraph to have been sauce of by the se sig at a 
cost equal to the proceeds of disposition of the property. : 


Consequential to the amendments to paragraph 142.6(1)(b), paragraph 142, 6(1)(d) is 
amended to provide that the taxpayer is deemed to have reacquired, at the end of its 
taxation year that ends immediately before the time of the change of status, each 
property deemed by paragraph 142.6(1)(b) or (c) to have been disposed of by the 
taxpayer, at a cost equal to the proceeds of disposition of the property. 


Related Provisions: 54“superficial loss’”(c) — Superficial loss rule does not apply to 
disposition under 142.6(1)(b); 87(2)(g.2) — Application of rule to predecessor corpora- 
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tion on amalgamation; 112(5.6)(a)(ii) — Stop-loss rules inapplicable; 


142.4(5)(b)(iii) — Gain or loss not amortized; 142.5(8)(b)(ii) — First deemed disposi- — 


tion of debt obligation; 142.6(2) — Acquisition date under 142.6(1) to be ignored. 


History: Subpara. 142.6(1)(a)(i) amended by 1999, c. 22, s. 58, applicable after 1997. 
It formerly read: 
(i) the taxation year of the taxpayer that would otherwise have included the par- 
ticular time shall be deemed to have ended immediately before that time and a 
new taxation year of the taxpayer shall be deemed to have begun at that time, 
and 


Subsecs. 142.6(8) to (10) added by 1998, c. 19, s. 167, applicable to 1993 et seq. 


S. 142.6 added by 1995, c. 21, s. 58; subsec. 142.6(1) applicable after February 22, 
1994; subsecs. 142.6(2) to (6) applicable to taxation years that end after February 22, 
1994; and subsec. 142.6(7) applicable to dispositions occurring after October 30, 1994, 
except the disposition of a debt obligation before July 1995 where 


(a) the disposition is part of a series of transactions or events that began before 
October 31, 1994; 


(b) as part of the series of transactions or events, the taxpayer who acquired the 
debt obligation disposed of property before October 31, 1994; and 


(c) it is reasonable to consider that one of the main reasons for the acquisition of 
the debt obligation by the taxpayer was to obtain a deduction because, as a conse- 
quence of the disposition referred to in paragraph (b), 


(i) an amount was included in the taxpayer’s income for any taxation year, or 


(ii) an amount was subtracted from a balance of undeducted outlays, expenses 
or other amounts of the taxpayer and the subtracted amount exceeded the por- 
tion, if any, of the balance that could reasonably be considered to be in respect 
of the property. 


(1.1) Ceasing to use property in Canadian business — If at 
a particular time in a taxation year a taxpayer that is a non-resident 
financial institution (other than a life insurance corporation) ceases 
to use, in connection with a business or part of a business carried on 
by the taxpayer in Canada immediately before the particular time, a 
property that is a mark-to-market property of the taxpayer for the 
year or a specified debt obligation, but that is not a property that 
was disposed of by the taxpayer at the particular time, 


(a) the taxpayer is deemed 


(i) to have disposed of the property immediately before the 
time that was immediately before the particular time for pro- 
ceeds equal to its fair market value at the time of disposition 
and to have received those proceeds at the time of disposition 
in the course of carrying on the business or the part of the 
business, as the case may be, and 


(ii) to have reacquired the property at the particular time at a 
cost equal to those proceeds; and 


(b) in determining the consequences of the disposition in subpar- 
agraph (a)(i), subsection 142.4(11) does not apply to any pay- 
ment received by the taxpayer after the particular time. 

Related Provisions: 10(12) — Parallel rule for inventory; 14(14) — Parallel rule for 


eligible capital property; 142.6(1.3) — Specified debt obligation market to market; 
142.6(2) — No effect on determination of when share acquired. 


History: Subsec. 142.6(1.1) added by 2001, c. 17, s. 137, applicable after June 27, 
1999 in respect of an authorized foreign bank, and after August 8, 2000 in any other 
case. 


(1.2) Beginning to use property in a Canadian business — . 


If at a particular time a taxpayer that is a non-resident financial in- 
stitution (other than a life insurance corporation) begins to use, in 
connection with a business or part of a business carried on by the 
taxpayer in Canada, a property that is a mark-to-market property of 
the taxpayer for the year that includes the particular time or a speci- 
fied debt obligation, but that is not a property that was acquired by 
the taxpayer at the particular time, the taxpayer is deemed 


(a) to have disposed of the property immediately before the time 
that was immediately before the particular time for proceeds 
equal to its fair market value at the time of disposition; and 


(b) to have reacquired the property at the particular time at a cost 
equal to those proceeds. 


Related Provisions: 10(14) — Parallel rule for inventory; 14(15) — Parallel rule for 
eligible capital property; 142.6(2)—No effect on determination of when share 
acquired. ; 
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History: Subsec. 142.6(1.2) added by 2001, c. 17, s. 137, applicable after June 27, 
1999 in respect of an authorized foreign bank, and after August 8, 2000 in any other 
case. 


(1.3) Specified debt obligation marked to market — In ap- 
plying subsection (1.1) to a taxpayer in respect of a property in a 
taxation. year, 


(a) the definition “mark-to-market property”: in. subsection 
142.2(1) shall be applied as if the year ended immediately 
before the particular time referred to in subsection (1.1); and 


(b) if the taxpayer does not have financial statements for the pe- 
riod ending immediately before the particular time referred to in 
subsection (1.1), references in the definition to financial state- 
ments for the year shall be read as references to the financial 
statements that it is reasonable to, expect would have been pre- 
pared if the year had ended immediately before the particular 
time: Teh 


History: Subsec. 142.6(1.3) added by 2001, c. 17, s. 137, applicable after June 27, 
1999 in respect of an authorized foreign bank, and after August 8, 2000 in any other 
case. 


(1.4) Change in  status—prescribed payment card 
corporation share — If, at any particular time in a taxation year 
of a taxpayer that is a financial institution for the taxation year, a 
property becomes a mark-to-market property of the taxpayer for the 
taxation year because it ceased, at the particular time, to be a pre- 
scribed payment card corporation share of the taxpayer, 


(a) the taxpayer is deemed 


(i) to have disposed of the property immediately before the 
particular time for proceeds of disposition equal to its fair 
market value immediately before the particular time, and 


(ii) to have acquired the property, at the. particular time, at a 
cost equal to those proceeds; and 


(b) subsection 142.5(1) does not.apply to the disposition under 
subparagraph (a)(i). 


Related Provisions: 142.6(2) — Rule does not affect determination of when tax- 
payer acquired share. 


History: Subsec. 142.6(1.4) added by 2009, ¢. 2, subsec. 49(1), applicable to taxation 
years that end after February 22, 1994. 


Regulations: 9002.1 (prescribed payment card corporation share). 


(1.5) Change in status — prescribed securities exchange 
investment — If, at any particular time in a taxation year of a tax- 
payer that is a financial institution for the taxation year, a property 
becomes a mark-to-market property of the taxpayer for the taxation 
year because it ceased, at the particular time, to be a prescribed se- 
curities exchange investment of the taxpayer, 


(a) the taxpayer is deemed 


(i) to have disposed. of the property immediately before the 
particular time for proceeds of disposition equal to its. fair 
market value immediately before the particular time, and 


(ii) to have acquired the property, at the particular time, at a 
cost equal to those proceeds; and 


(b) subsection 142.5(1) does not apply to the disposition under 
subparagraph (a)(i). 
Related Provisions: 142.6(2) — Rule does not affect determination of when tax- 
payer acquired share. 


History: Subsec. 142.6(1.5) added by 2009, c: 2, subsec. 49(1), applicable to taxation 
years that begin after 1998. 


Regulations: 9002.2 (prescribed securities exchange investment). 


(1.6) Change in status — significant interest — If, at the end 
of a particular taxation year of a taxpayer that is a financial institu- 
tion for the taxation year, the taxpayer holds a share of the capital 
stock of a corporation, the taxpayer has a significant interest in that 
corporation at any time in the particular taxation year and the share 


S. 142.6(5)(a) 


is mark-to-market property of the taxpayer forthe immediately fol- 
lowing taxation year, the taxpayer is deemed to have, 


(a) disposed of the share immediately before the end of the par- 
ticular taxation year for proceeds of disposition equal to the fair 
market value, at that time, of the share; and 


(b) acquired the share at the end of the particular taxation year at 
a cost equal to those proceeds. 
Related Provisions: 142.2(2), (3) — Significant interest; 142.6(2) — Rule does not 


affect determination of when taxpayer acquired share; 152(6.2) — Extended reassess- 
ment period. 


History: Subsec. 142.6(1.6) added by 2009, c. 2, subsec. 49(1), applicable to taxation 
years that begin after September 2006. 


(2) Deemed disposition not applicable — For the purposes of 
this Act, the determination of when a taxpayer acquired a share 
shall be made without regard to a disposition or acquisition that oc- 
curred: because of subsection 142.5(2) or subsection (1), (1-1), (1.2), 
(1.4), (1.5) or (1.6). ; 

History: Subsec. 142.6(2) amended to substitute “(1.1), (1.2), (1.4), (1.5), or (1.6)” for 


“(1.1) or 1.2)” by 2009, c. 2, subsec. 49(2), applicable to taxation years that begin after 
September 2006. 


Subsec. 142.6(2) amended by 2001, c. 17, s. 137, applicable after June 27, 1999 in 
respect of an authorized foreign bank, and after August 8, 2000 in any other case. The 
subsec. formerly read: 


(2) For the purposes of this Act, the determination of when a taxpayer acquired a 
share shall be made without regard to a disposition or acquisition that occurred 
because of subsection (1) or 142.5(2). 


(3) Property not inventory — Where a taxpayer is a financial 
institution in a taxation year, inventory of the taxpayer in the year 
does not include property that is 


(a) a specified debt obligation (other than a mark-to-market pro- 
perty for the year); or 


(b) where the year begins after October 1994, a mark-to-market 
property for the year. 
Related Provisions: 66.3(1)(a)(ii) —Rule in 142.6(3) overrides rule for certain 


exploration and development shares; 142.6(4) — Property that was inventory before 
introduction of new rules. 


(4) Property that ceases to be inventory — Where a taxpayer 
that was a financial institution in its particular taxation year that 
includes February 23, 1994 held, on that day, a specified debt obli- 
gation (other than a mark-to-market property for the year) that was 
inventory of the taxpayer at the end of its preceding taxation year, 


(a) the taxpayer shall be deemed to have disposed of the pro- 
perty at the beginning of the particular year for proceeds equal 
to 


(i) where subparagraph (ii) does not apply, the amount at 
which the property was valued at the end of the preceding 
taxation year for the purpose of computing the taxpayer’s in- 
come for the year, and 


(ii) where the taxpayer is a bank and the property is pre- 
scribed property for the particular year, the cost of the pro- 
perty, to the taxpayer (determined without reference to para- 
graph (b)); 
(b) for the purpose of determining the taxpayer’s profit or loss 
from the disposition, the cost of the property to the taxpayer 
shall be deemed to be the amount referred to in subparagraph 
(a)(i); and 
(c) the taxpayer shall be deemed to have reacquired the property, 
immediately after the beginning of the particular year, at a cost 
equal to the proceeds of disposition of the property. 


(5) Debt obligations acquired in rollover transactions — 
Where, 


(a) on February 23, 1994, a financial institution that is a corpora- 
tion held a specified debt obligation (other than a mark-to-mar- 
ket property for the taxation year that includes that day) that was 
at any particular time before that day held by another corpora- 
tion, and 
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(b) between the particular time and February 23, 1994, the only 
transactions affecting the ownership of the property were rol- 
lover transactions, 


the financial institution shall be deemed, in respect of that obliga- 
tion, to be the same corporation as, and a continuation of, the other 
corporation. 

Related Provisions: 87(2)(e), (e.2) — Rule overrides normal rules on amalgama- 
tion; 87(2)(e.3) — Continuity of corporation on amalgamation; 138(11.5)(k.1) — Con- 
tinuity of corporation on rollover of insurance business by non-resident; 142.6(6) — 
Rollover transaction. 


(6) Definition of “rollover transaction” — For the purpose of 
subsection (5), “rollover transaction” means a transaction to which 
subsection 87(2), 88(1) or 138(11.5) or (11.94) applies, other than a 
transaction to which paragraph 138(11.5)(e) requires the provisions 
of subsection 85(1) to be applied. 


(7) Superficial loss rule not applicable — Subsection 18(13) 
does not apply to the disposition of a property by a taxpayer after 
October 30, 1994 where 


(a) the taxpayer is a financial institution when the disposition 
occurs and the property is a specified debt obligation or a mark- 
to-market property for the taxation year in which the disposition 
occurs; or 


(b) the disposition occurs because of paragraph (1)(b). 


(8) Accrued capital gains and losses election — Where a 
taxpayer that is a financial institution in its first taxation year that 
ends after February 22, 1994 so elects by notifying the Minister in 
writing before July 1998 or within 90 days after the day on which a 
notice of assessment of tax payable under this Part for the year, no- 
tification that no tax is payable under this Part for the year or notifi- 
cation that an election made by the taxpayer under this subsection is 
deemed by subsection (9) or (10) not to have been made is mailed 
to the taxpayer, 


(a) each property of the taxpayer 


(i) that was a capital property (other than a depreciable pro- 
perty) of the taxpayer at the end of the taxpayer’s last taxa- 
tion year that ended before February 23, 1994, 


(ii) that was a mark-to-market property for, or a specified 
debt obligation in, the taxpayer’s first taxation year that be- 
gins after that time, 


(iii) that had a fair market value at that time greater than its 
adjusted cost base to the taxpayer at that time, and 


(iv) that is designated by the taxpayer in the election 


is deemed to have been disposed of by the taxpayer at that time 
for proceeds of disposition equal to, and to have been reacquired 
by the taxpayer immediately after that time at a cost equal to, the 
lesser of 


(v) the fair market value of the property at that time, and 


(vi) the greater of the adjusted cost base to the taxpayer of 
the property immediately before that time and the amount 
designated by the taxpayer in the election in respect of the 
property; 

(b) each property of the taxpayer 


(1) that was a capital property (other than a depreciable pro- 
perty) of the taxpayer at the end of the taxpayer’s last taxa- 
tion year that ended before February 23, 1994, 


(ii) that was not a mark-to-market property for, or a specified 
debt obligation in, the taxpayer’s first taxation year that be- 
gins after that time, 


(iii) that had an adjusted cost base to the taxpayer at that time 
greater than its fair market value at that time, and 


(iv) that is designated by the taxpayer in the election 


is deemed to have been disposed of by the taxpayer at that time 
for proceeds of disposition equal to, and to have been reacquired 
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by the taxpayer immediately after that time at a cost equal to, the 
greater of 


(v) the fair market value of the property at that time, and 


(vi) the lesser of the adjusted cost base to the taxpayer of the 
property immediately before that time and the amount desig- 
nated by the taxpayer in the election in respect of the pro- 
perty; and 


(c) notwithstanding subsections 152(4) to (5), such assessment 
of the taxpayer’s tax payable under this Act for the taxpayer’s 
last taxation year that ended before February 23, 1994 shall be 
made as is necessary to take the election into account. 


Related Provisions: 142.6(9) — Accrued capital gains election limit; 142.6(10) — 
Accrued capital losses election limit. 


History: Subsec. 142.6(8) added by 1998, c. 19, s. 167, applicable to 1993 ef seq. 


(9) Accrued capital gains election limit — Where a taxpayer 
has made an election under subsection (8) in which a property was 
designated under subparagraph (8)(a)(iv), the election is deemed 
not to have been made where 


(a) the amount that would be the taxpayer’s taxable capital gains 
from dispositions of property for the taxpayer’s last taxation 
year that ended before February 23, 1994 if this subsection and 
subsection (10) did not apply 


exceeds the total of 


(b) the amount that would be the taxpayer’s allowable capital 
losses for the year from dispositions of property if this subsec- 
tion and subsection (10) did not apply, 


(c) the maximum amount that would have been deductible in 
computing the taxpayer’s taxable income for the year in respect 
of the taxpayer’s net capital losses for preceding taxation years 
if there were sufficient taxable capital gains for the year from 
dispositions of property, and 
(d) the amount, if any, by which 
(i) the amount that would be the taxpayer’s taxable capital 
gains for the taxpayer’s last taxation year that ended before 


February 23, 1994 from dispositions of property if no elec- 
tion were made under subsection (8) 


exceeds the total of 


(ii) the amount that would be the taxpayer’s allowable capital 
losses for the year from dispositions of property if no elec- 
tion were made under subsection (8), and 


(iii) the maximum amount that would have been deductible 
in computing the taxpayer’s taxable income for the year in 


respect of the taxpayer’s net capital losses for preceding tax- _ 


ation years if no election were made under subsection (8). 
History: Subsec. 142.6(9) added by 1998, c. 19, s. 167, applicable to 1993 et seq. 


(10) Accrued capital losses election limit — Where a tax- 
payer has made an election under subsection (8) in which a property 


was designated under subparagraph (8)(b)(iv), the election is 


deemed not to have been made where 


(a) the total of the amounts determined under paragraphs (9)(b) 
and (c) in respect of the taxpayer exceeds the amount deter- 
mined under paragraph (9)(a) in respect of the taxpayer; or 


(b) the total of all amounts each of which would, if this subsec- 
tion did not apply, be the taxpayer’s allowable capital loss for 
the taxpayer’s last taxation year that ended before February 23, 
1994 from the disposition of a property deemed to have been 
disposed of under paragraph (8)(b) exceeds the total of all 
amounts each of which is the taxpayer’s taxable capital gain for 
the year from the disposition of a property deemed to have been 
disposed of under paragraph (8)(a). 

History: Subsec. 142.6(10) added by 1998, c. 19, s. 167, applicable to 1993 et seg. 


History [s. 142.6]: S. 142.6 added by 1995, c. 21, s. 58; subsec. 142.6(1) applicable 
after February 22, 1994; subsecs. 142.6(2) to (6) applicable to taxation years that end 
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after February 22, 1994; and subsec. 142.6(7) applicable to dispositions occurring after 
October 30, 1994, except the disposition of a debt obligation before July 1995 where 


(a) the disposition is part of a series of transactions or events that began before 
October 31, 1994; 


(b) as part of the series of transactions or events, the taxpayer who acquired the 
debt obligation disposed of property before October 31, 1994; and 


(c) it is reasonable to consider that one of the main reasons for the acquisition of 
the debt obligation by the taxpayer was to obtain a deduction because, as a conse- 
quence of the disposition referred to in paragraph (b), 

(i) an amount was included in the taxpayer’s income for any taxation year, or 


(ii) an amount was subtracted from a balance of undeducted outlays, expenses 
or other amounts of the taxpayer and the subtracted amount exceeded the por- 
tion, if any, of the balance that could reasonably be considered to be in respect 
of the property. 


Definitions [s. 142.6]: “adjusted cost base” — 54, 248(1); “allowable capital 
loss” — 38(b), 248(1); “amount”, “assessment”, “authorized foreign bank” — 248(1); 
“bank” — 248(1); “business” — 248(1); “Canada” — 255, Interpretation Act 35(1); 
“capital property” — 54, 248(1); “corporation” — 248(1), Interpretation Act 35(1); 
“disposition” — 248(1); “filing-due © date” — 248(1); “financial institution’ — 
142.2(1); “fiscal period” — 249.1; “inventory”, “life insurance corporation” — 248(1); 
“mark-to-market property” — 142.2(1); “Minister” — 248(1); “net capital loss’ — 
111(8), 248(1); “non-resident”, “prescribed”, “property” — 248(1); “rollover transac- 
tion” — 142.6(6); “share” — 248(1); “significant interest” — 142.2(2), (3); “specified 
debt obligation” — 142.2(1); “taxable capital gain” — 38(a), 248(1); “taxation 
year” — 249; “taxpayer” — 248(1); “writing” — Interpretation Act 35(1). 


Conversion of Foreign Bank Affiliate to Branch 


142.7 (1) Definitions — The definitions in this subsection apply 
in this section. 


“Canadian affiliate” of an entrant bank at any particular time 
means a Canadian corporation that was, immediately before the par- 
ticular time, affiliated with the entrant bank and that was, at all 
times during the period that began on February 11, 1999 and ended 
immediately before the particular time, 


(a) affiliated with either 
(i) the entrant bank, or 


(ii) a foreign bank (within the meaning assigned by section 2 
of the Bank Act) that is affiliated with the entrant bank at the 
particular time; and 


(b) either 
(i) a bank, 
(ii) a corporation authorized under the Trust and Loan Com- 


panies Act to carry on the business of offering to the public 
its services as trustee, or 


(iii) a corporation of which the principal activity in Canada 
consists of any of the activities referred to in subparagraphs 
518(3)(a)(@i) to (v) of the Bank Act and in which the entrant 
bank or a non-resident person affiliated with the entrant bank 
holds shares under the authority, directly or indirectly, of an 
order issued by the Minister of Finance or the Governor in 
Council under subsection 521(1) of that Act. 


Related Provisions: 142.7(2)(a) — Effect of qualifying foreign merger. 


“eligible property” of a Canadian affiliate at any time, means a 
property described in any of paragraphs 85(1.1)(a) to (g.1) that is, 
immediately before that time, used or held by it in carrying on its 
business in Canada. 


“entrant bank” means a non-resident corporation that is, or has 
applied to the Superintendent of Financial Institutions to become, 
an authorized foreign bank. 


“qualifying foreign merger” means a merger or combination of 
two or more corporations that would be a “foreign merger’ within 
the meaning assigned by subsection 87(8.1) if that subsection were 
read without reference to the words “and otherwise than as a result 
of the distribution of property to one corporation on the winding-up 
of another corporation. 


47 Sic. Should be “paragraph” — ed. 
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(2) Qualifying foreign merger — Where an entrant bank was 
formed as the result of a qualifying foreign merger, after February 
11, 1999, of two or more corporations (referred to in this subsection 
as “predecessors’”’), and at the time immediately before the merger, 
there were one or more Canadian corporations (referred to in this 
subsection as “predecessor affiliates”), each of which at that time 
would have been a Canadian affiliate of a predecessor if the prede- 
cessor were an entrant bank at that time, 


(a) for the purpose of the definition “Canadian affiliate” in sub- 
section (1), 


(i) each predecessor affiliate is deemed. to have been affili- 
ated with the entrant bank throughout the period that began 
on February 11, 1999 and ended at the time of the merger, 


(ii) the expression “entrant bank” in subparagraph (b)(iii) of 
the definition is deemed to include a predecessor, and 


(iii) if two or more of the predecessor affiliates are amalga- 
mated or merged at any time after February 11, 1999 to form 
a new corporation, the new corporation is deemed to have 
been affiliated with the entrant bank throughout the period 
that began on February 11, 1999 and ended at the time of the 
amalgamation or merger of the predecessor affiliates; and 


(b) if at least one of the predecessors complied with the terms of 
subsection*7 (11)(a), the entrant: bank is deemed to have com- 
plied with those terms. 


(3) Branch-establishment rollover — Ifa Canadian affiliate of 
an entrant bank transfers an eligible property to the entrant bank, 
the entrant bank begins immediately after the transfer to use or hold 
the transferred property in its Canadian banking business and the 
Canadian affiliate and the entrant bank jointly elect, in accordance 
with subsection (11), to have this subsection apply in respect of the 
transfer, subsections 85(1) (other than paragraph (e.2)), (1.1), (1.4) 
and (5) apply, with any modifications that the circumstances re- 
quire, in respect of the transfer, except that the portion of subsection 
85(1) before paragraph (a) shall be read as follows: 


“85. (1) Where a taxpayer that is a Canadian affiliate of an 
entrant bank (within the meanings assigned by subsection 
142.7(1)) has, in a taxation year, disposed of any of the tax- 
payer’s property to the entrant bank (referred to in this subsec- 
tion as the “corporation’’), if the taxpayer and the corporation 
have jointly elected under subsection 142.7(3), the following 
rules apply:”. 
Related Provisions: 142.7(4) — Deemed fair market value; 142.7(5) — Transfers of 
specified debt obligations; 142.7(11) — Requirements for election; 142.7(13) — Stop- 
loss rule on windup of affiliate; Reg. 5301(8) — Effect of transfer on instalment base 
of transferee. 


(4) Deemed fair market value — If a Canadian affiliate of an 
entrant bank and the entrant bank make an election under. subsec- 
tion (3) in respect of a transfer of property by the Canadian affiliate 
to the entrant bank, for the purposes of subsections 15(1), 52(2), 
69(1), (4) and (5), 246(1) and 247(2) in respect of the transfer, the 
fair market value of the property is deemed to be the amount agreed 
by the Canadian affiliate and the entrant bank in their election. 


(5) Specified debt obligations — If a Canadian affiliate of an 
entrant bank transfers a specified debt obligation to the entrant bank 
in a transaction in respect of which an election is made under sub- 
section (3), the Canadian affiliate is a financial institution in its tax- 
ation year in which the transfer is made, and the amount that the 
Canadian affiliate and the entrant bank agree on in their election in 
respect of the obligation is equal to the tax basis of the obligation 
within the meaning assigned by subsection 142.4(1), the entrant 
bank is deemed, in respect of the obligation, for the purposes of 
sections 142.2 to 142.4 and 142.6, to be the same corporation as, 
and a continuation of, the Canadian affiliate. 


(6) Mark-to-market property — If a Canadian affiliate of an en- 
trant bank described in paragraph (11)(a) transfers at any time 
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within the period described in paragraph (11)(c) to the entrant bank 
a property that is, for the Canadian affiliate’s taxation year in which 
the property is transferred, a mark-to-market property of the Cana- 
dian affiliate, 


(a) for the purposes of subsections 112(5) to (5.21) and (5.4), the 
definition “mark-to-market property” in subsection 142.2(1) and 
subsection 142.5(9), the entrant bank is deemed, in respect of 
the property, to be the same corporation as and a continuation 
of, the Canadian affiliate; and 


(b) for the purpose of applying subsection 142.5(2) in respect of 
the property, the Canadian affiliate’s taxation year in which the 
property is transferred is deemed to have ended immediately 
before the time the property was transferred. 


Related Provisions: 87(2)(e.5) — Parallel rule on amalgamations. 


(7) Reserves — If 
(a) at a particular time, 


(i) a Canadian affiliate of an entrant bank transfers to the en- 
trant bank property that is a loan or lending asset, or a right 
to receive an unpaid amount in respect of a disposition before 
the particular time of property by the affiliate, or 


(ii) the entrant bank assumes an obligation of the Canadian 
affiliate that is an instrument or commitment described in 
paragraph 20(1)(1.1) or an obligation in respect of goods, ser- 
vices, lands or chattels described in subparagraph 
20(1)(m)(4), (i) or (iii), 


Proposed Amendment — 142. 7(7)(a)(ii) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), ieee 
223(1), will amend subpara. 142.7(7)(a)(ii) by substituting “land, or chattels or mova- 
ble property,” for “lands or chattels”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(b) the property is transferred or the obligation is assumed for an 
amount equal to its fair market value at the particular time, 


(c) the entrant bank begins immediately after the particular time 
to use or hold the property or owe the obligation in its Canadian 
banking business, and 


(d) the Canadian affiliate and the entrant bank jointly elect in 
accordance with subsection (11) to have this subsection apply in 
respect of the transfer or assumption, 


then 


(e) in applying paragraphs 20(1)(1), (1.1), (m), (n) and (p) in re- 
spect of the obligation or property, the taxation year of the affili- 
ate that would, but for this paragraph, include the particular time 
is deemed to end immediately before the particular time, and 


(f) in computing the income of the Canadian affiliate and the 
entrant bank for taxation years that end on or after the particular 
time, 


(i) any amount deducted under paragraph 20(1)(1), (1.1), (m) 
or (n) by the Canadian affiliate in respect of the property or 
obligation in computing its income for its taxation year that 
ended immediately before the particular time, or under para- 
graph 20(1)(p) in computing its income for that year or for a 
preceding taxation year (to the extent that the amount has not 
been included in the affiliate’s income under paragraph 
12(1)(i)), is deemed to have been so deducted by the entrant 
bank in computing its income for its last taxation year that 
ended before the particular time and not to have been de- 
ducted by the Canadian affiliate, 


(ii) in applying paragraph 20(1)(m), an amount in respect of 
the goods, services, land or chattels that was included under 
paragraph 12(1)(a) in computing the Canadian affiliate’s in- 
come from a business is deemed to have been so included in 
computing the entrant bank’s income from its Canadian 
banking business for a preceding taxation year, 


Income Tax Act, Part I 


Proposed Amendment — 142.7(7)(f)(ii) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec, 


223(2), will amend subpara. 142.7(7)(f)Gi) by substituting “land, chattels or movable 
property,” for “land or chattels”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(iii) in applying paragraph 20(1)(n) in respect of a property 
described in subparagraph (a)(i) and paragraphs (b), (c) and 
(d) sold by the Canadian affiliate in the course of a business, 
the property is deemed to have been disposed of by the en- 


trant bank (and not by the Canadian affiliate) at the time it 


was disposed of by the Canadian affiliate, and the amount in 
respect of the sale that was included in computing the Cana- 
dian affiliate’s income from a business is deemed to have 
been included in computing the entrant bank’s income from 
its Canadian banking business for its taxation year that in- 
cludes the time at which the property was so disposed of, and 
(iv) in applying paragraph 40(1)(a) or 44(1)(e) in respect of a 
property described in subparagraph (a)(i) and paragraphs (b), 
(c) and (d) disposed of by the Canadian affiliate, the property 
is deemed to have been disposed of by the entrant bank (and 
not by the Canadian affiliate) at the time it was disposed of 
by the Canadian affiliate, the amount determined under sub- 
paragraph 40(1)(a)(i) or 44(1)(e)(i) in respect of the Cana- 
dian affiliate is deemed to be the amount determined under 
that subparagraph in respect of the entrant bank, and any 
amount claimed by the Canadian affiliate under subpara- 
graph 40(1)(a)(iii) or 44(1)(e)(iii) in computing its gain from 
the disposition of the property for its last taxation year that 
ended before the particular time is deemed to have been so 
claimed by the entrant bank for its last taxation year that en- 
ded before the particular time. 
Related Provisions: 142.7(11) — Requirements for election. 


(8) Assumption of debt obligation — If a Canadian affiliate of 
an entrant bank described in paragraph (11)(a) transfers at any time 
within the period described in paragraph (11)(c) property to the en- 
trant bank, and any part of the consideration for the transfer is the 
assumption by the entrant bank in respect of its Canadian banking 
business of a debt obligation of the Canadian affiliate, 


(a) where the Canadian affiliate and the entrant bank jointly 
elect in accordance with subsection (11) to have this paragraph 
apply, 
(i) both 
(A) the value of that part of the consideration for the 
transfer of the property, and 


(B) for the purpose of determining the consequences of 
the assumption of the obligation and any subsequent set- 
tlement or extinguishment of it, the value of the consider- 
ation given to the entrant bank for the assumption of the 
obligation, 


are deemed to be an amount (in this paragraph referred to as 
the “assumption amount’) equal to the amount outstanding 


) 
| 
| 


on account of the principal amount of the obligation at that 


time, and 


(ii) the assumption amount shall not be considered a term of 
the transaction that differs from that which would have been 
made between persons dealing at arm’s length solely because 
it is not equal to the fair market value of the obligation at that 
time; 
Proposed Addition — 142.7(8)(a.1) [temporary] 
(a. 1) for the purpose of applying subparagraph 212(1)(b)(vii) 
in respect of the debt obligation, the obligation is deemed to 
have been issued by the entrant bank at the time that the obli- 
gation was issued by the Canadian affiliate. : 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 97(1), 
will add para. 142.7(8)(a.1), applicable after June 27, 1999 and until repeal below. 


Technical Notes (July 2010): Section 142.7 provides time-limited rules to facili- 
tate foreign banks’ transformation of certain Canadian operations, currently carried 
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out through subsidiari 
banks”) of the forei, 


will rane pata. 140, 18) 1), 1), applicable After 2007. 
Technical Notes (July. 2010): See under Proposed A ion above. 


(b) where the obligation is denominated in a foreign currency, 
and the Canadian affiliate and the entrant bank jointly elect in 
accordance with subsection (11) to have this paragraph apply, 


(i) the amount of any income, loss, capital gain or capital loss 
in respect of the obligation due to the fluctuation in the value 
of the foreign currency relative to Canadian currency realized 
by 
(A) the Canadian affiliate on the assumption of thie obli- 
gation is deemed to be nil, and 


(B) the entrant bank on the settlement or extinguishment 
of the obligation shall be determined based on the amount 
of the obligation in Canadian currency. at the time it be- 
came an obligation of the Canadian affiliate, and 


(ii) for the purpose of an election made in respect of the obli- 
gation under paragraph (a), the amount outstanding on ac- 
count of the principal amount of the obligation at that time is 
the total of all amounts each of which is an amount that was 
advanced to the Canadian affiliate on account of principal, 
that remains outstanding at that time, and that is determined 
using the exchange rate that applied between the foreign cur- 
rency and Canadian currency at the time of the advance; and 


S. 142.7(11)(c)(i) 


(c) for the purpose of applying paragraphs 20(1)(e). and (f) in 
respect of the debt obligation, the obligation is deemed not to 
have been settled or extinguished by virtue of its assumption by 
the entrant bank and the entrant bank is deemed to be the same 
corporation as, and a continuation of, the Canadian affiliate. 


Related Provisions: 142.7(11)—Requirements for election; 261(2)(b) — 
142.7(8)(b) overrides general currency conversion rules; 261(5)(c) — Functional cur- 
rency reporting; 261(5)(f)(@) — Functional currency reporting — meaning of “Cana- 
dian currency”’. 


(9) Branch-establishment dividend — Notwithstanding any 
other provision of this Act, the rules in subsection (10) apply if 


(a) a dividend is paid by a Canadian affiliate of an entrant bank 
to the entrant bank or to a person that is affiliated with the Cana- 
dian affiliate and that is resident in the:country in which the en- 
trant bank is resident, or 


(b) a dividend is deemed to be paid for the purposes of this Part 
or Part XIII (other than by paragraph 214(3)(a)) as a result of a 
transfer of property from the Canadian affiliate to such a person, 


and the Canadian affiliate and the entrant bank jointly elect in ac- 
cordance with subsection (11) to have subsection (10) apply in re- 
spect of the dividend. 


(10) Treatment of dividend — If the conditions in subsection (9) 
are met, 


(a) the dividend is deemed (except for the purposes of subsec- 
tions 112(3) to'(7)) not to be a taxable dividend; and 


(b) there is added to the amount otherwise determined under par- 
agraph 219(1)(g) in respect of the entrant bank for its first taxa- 
tion year that ends after the time at which the dividend is paid, 
the amount of the dividend less, where the dividend is paid by 
means of, or arises as‘a result of, a transfer of eligible property 
in respect of which the Canadian affiliate and the entrant bank 
have jointly elected under‘subsection (3), the amount by which 
the fair market value of the property. transferred exceeds the 
amount the Canadian affiliate and the entrant bank have agreed 
on in their election. 


Related Provisions: 142.7(11) — Requirements for election: 


(11) Elections — An election under subsection (3) or (7), para- 
graph (8)(a) or (b) or subsection (10), (12) or (14) is valid only if 


(a) the entrant bank by which the election is made has, on or 
before the day that is 6 months after’ the day on which the /n- 
come Tax Amendments Act, 2000 [2001, c. 17] receives royal 
assent [June 14, 2001], complied with paragraphs 1.1(b) and (c) 
of the “Guide to Foreign Bank Branching” in respect of the es- 
tablishment and commencement of business: of a foreign bank 
branch in Canada issued by the Office of the Superintendent of 
Financial Institutions, as it read'on December 31, 2000; 


(b) the election is made in prescribed form on or before the ear- 
lier of the filing-due date of the Canadian affiliate and the filing- 
due date of the entrant bank, for the taxation year that includes 
the time at which 


(i) in the case of an glectioy under subsection (3) or (7), para- 
graph (8)(a) or.(b) or subsection (10), the dividend, transfer 
or assumption to which the election relates is paid, made or 
effected, or 


(ii) in the case of an election under subsection (12), the disso- 
lution order was granted or the winding up commenced; and 


(c) in the case of an election under subsection (3) or (7), para- 
graph (8)(a) or (b) or subsection (10), the dividend, transfer or 
assumption to which the election relates is paid, made or. ef- 
fected within the period that 


(i) begins on the day on which the Superintendent makes an 
order in respect of the entrant bank under subsection 534(1) 
of the Bank Act, and 


1117 


S. 142.7(11)(c) Gi) Income Tax Act, Part I 


(ii) ends on the later of 
(A) the earlier of 


(I) the day that is one year after the day referred to 
subparagraph (i), and 

(II) the day that is three years after the day on which 
the Income Tax Amendments Act, 2000 [2001, c. 17] 
receives royal assent [June 14, 2001], and 


(B) the day that is one year after the day on which the 
Income Tax Amendments Act, 2000 [2001, c. 17] receives 
royal assent [June 14, 2001]. 
Related Provisions: 142.7(2)(b) — Entrant bank deemed to have complied with 
para. (11)(a) if predecessor did; 142:7(6)— Transfer of mark-to-market property; 
142.7(8) — Assumption of debt obligation. 


(12) Winding-up of Canadian affiliate: losses — If 


(a) within the period described in paragraph (11)(c) in respect of 

the entrant bank, 
(i) the Minister of Finance has issued letters patent under sec- 
tion 342 of the Bank Act or section 347 of the Trust and Loan 
Companies Act dissolving the Canadian affiliate or an order 
under section 345 of the Bank Act or section 350 of the Trust 
and Loan Companies Act approving the Canadian affiliate’ s 
application for dissolution (such letters patent or order being 
referred to in this subsection as the “dissolution order’), or 


(ii) the affiliate has been wound up under the terms of the 
corporate law that governs it, 


(b) the entrant bank carries on all or part of the business in Can- 
ada that was formerly carried on by the Canadian affiliate, and 


(c) the Canadian affiliate and the entrant bank jointly elect in 
accordance with subsection (11) to have this section apply 


then in applying section 111 for the purpose of computing the taxa- 
ble income earned in Canada of the entrant bank for any taxation 
year that begins after the date of the dissolution order or the com- 
mencement of the winding up, as the case may be, 
(d) subject to paragraphs (e) and (h), the portion of a non-capital 
loss of the Canadian affiliate for a taxation year (in this para- 
graph referred to as the “Canadian affiliate’s loss year”) that can 
reasonably be regarded as being its loss from carrying on a busi- 
ness in Canada (in this paragraph referred to as the “loss busi- 
ness”) or being in respect of a claim made under section 110.5, 
to the extent that it 


(i) was not deducted in computing the taxable income of the 
Canadian affiliate or any other entrant bank for any, taxation 
year, and 


(ii) would have been deductible in computing the taxable in- 
come of the Canadian affiliate for any taxation year that be- 
gins after the date of the dissolution order or the commence- 
ment of the winding up, as the case may be, on: the 
assumption that it had such a taxation year and that it had 
sufficient income for that year, 


is deemed, for the taxation year of the entrant bank in which the 
Canadian affiliate’s loss year ended, to be a non-capital loss of 
the entrant bank from carrying on the loss business (or, in re- 
spect of a claim made under section 110.5, to be a non-capital 
loss of the entrant bank in respect of a claim under subparagraph 


the earlier year, the portion of the loss that can reasonably be 
regarded as being in respect of an amount deductible under para- 
graph 110(1)(k) in computing its taxable income for the year are 
deductible only 


(i) if that business is carried on by the Canadian affiliate or 
the entrant bank for profit or with a reasonable expectation of 
profit throughout the particular year, and 


(ii) to the extent of the total of the entrant bank’s income for 
the particular year from that business, and where properties 
were sold, leased, rented or developed or services rendered in 
the course of carrying on that business before that time, from 
any other business substantially all of the income of which 
was derived from the sale, leasing, rental or development, as 
the case may be, of similar properties or the rendering of 
similar services, 


and, for the purpose of this paragraph, where subsection 88(1.1) 
applied to the dissolution of another corporation in respect of 
which the Canadian affiliate was the parent and paragraph 
88(1.1)(e) applied in respect of losses of that other corporation, 
the Canadian affiliate is deemed to be the same corporation as, 
and a continuation of, that other corporation with respect to 
those losses, 


(f) subject to paragraphs (g) and (h), a net capital loss of the 
Canadian affiliate for a taxation year (in this paragraph referred 
to as the “Canadian affiliate’s loss year”) is deemed to be a net 
capital loss of the entrant bank for its taxation year in which the 
Canadian affiliate’s loss year ended to the extent that the loss 


(i) was not deducted in computing the taxable income of the 
Canadian affiliate or any other entrant bank for any taxation 
year, and 


(ii) would have been deductible in computing the taxable in- 
come of the Canadian affiliate for any taxation year begin- 
ning after the date of the dissolution order or the commence- 
ment of the winding-up, as the case may be, on the 
assumption that the Canadian affiliate had such a taxation 
year and that it had sufficient income and taxable capital 
gains for that year, 


(g) if at any time control of the Canadian affiliate or the entrant 
bank has been acquired by a person or group of persons, no 
amount in respect of the Canadian affiliate’s net capital loss for 
a taxation year that ends before that time is deductible in com- 
puting the entrant bank’s taxable income earned in Canada for a 
taxation year that ends after that time, and 


(h) any loss of the Canadian affiliate that would otherwise be 
deemed by paragraph (d) or (f) to be a loss of the entrant bank 
for a particular taxation year that begins after the date, of the dis- 
solution order or the commencement of the winding-up, as the 
case may be, is deemed, for the purpose of computing the en- 
trant bank’s taxable income earned in Canada for taxation years 
that begin after that date, to be such a loss of the entrant bank for 
its immediately preceding taxation year and not for the particu- 
lar year, if the entrant bank so elects in its return of income for 
the particular year. 


Related Provisions: 142.7(11) — Requirements for election; 142.7(13) — Stop-loss 
rule on. windup of affiliate; 142.7(14) — Specified debt obligations. 


115(1)(a)(vii)) that was not deductible by the entrant bank in | (13) Winding-up of Canadian affiliate: stop loss — If a Ca- 
computing its taxable income earned in Canada for any taxation | nadian affiliate and its entrant bank have at any time made a joint 
year that began before the date of the dissolution order or the election under either of subsection (3) or (12), 


commencement of the winding up, as the case may be, 


(e) if at any time control of the Canadian affiliate or entrant bank 
has been acquired by a person or group of persons, no amount in 
respect of the Canadian affiliate’s non-capital loss for a taxation 
year that ends before that time is deductible in computing the 
taxable income earned in Canada of the entrant bank for a par- 
ticular taxation year that ends after that time, except that the por- 
tion of the loss that can reasonably be regarded as the Canadian 
affiliate’s loss from carrying on a business in Canada and, where 
a business was carried on by the Canadian affiliate in Canada in 
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(a) in respect of any transfer of property, directly or indirectly, 
by the Canadian affiliate to the entrant bank or a person with 
whom the entrant bank does not deal at arm’s length, 


(i) subparagraph 13(21.2)(e)(iii) shall be read without refer- 
ence to clause (E) of that subparagraph, 

(ii) subsection 14(12) shall be read without reference to para- 
graph (g) of that subsection, 


(iii) paragraph 18(15)(b) shall be read without reference to 
subparagraph (iv) of that paragraph, and 


| 
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- (iv) paragraph 40(3.4)(b) shall be read without reference to 
subparagraph ) of that paragraph;- 


(b) in respect of any property of the Canadian affiliate appropri- 
ated to or for the benefit of the entrant bank or any person with 
whom the entrant bank does not deal at arm’s length, section 
69(5) shall be read without reference to paragraph (d); and 


(c) for the purposes of applying subsection 13(21.2), 14(12), 
18(15) and 40(3.4) to any property that was. disposed of by the 
‘affiliate, after the dissolution or winding-up of the affiliate, the 
entrant bank is deemed to be the same corporation as, and a con- 
tinuation of, the affiliate. 


Regulations: 9204(2;1) (winding-up into authorized foreign bank). 


(14) Winding-up of Canadian affiliate: SDOs — If a Canadian 
affiliate of an entrant bank and the entrant bank meet the conditions 
set out in paragraphs (12)(a) and (b) and jointly elect in accordance 
with subsection (11) to have this subsection apply, and the Cana- 
dian affiliate has not-made an election under this subsection with 
any other entrant bank, the entrant bank. is:deemed to be ‘the same 
corporation as, and a continuation: of, the Canadian affiliate for: the 
purposes of paragraphs 142.4(4)(c) and (d) in respect of any speci- 
fied debt obligation disposed of by, the Canadian affiliate, 


Related Provisions: 142.7(11) — Requirements for election. '''' 


History [s.. 142.7]: S. 142.7 added by 2001, c. 17, s.138, applicable after June 27, 
1999. 


Definitions [s. 142.7]: “affiliated” — 251.1; “amount” —248(1); “arm’s length” — 
251(1); “authorized foreign bank”, “bank”, “business” — 248(1); “Canada” — 255, In- 
terpretation Act: 35(1); ‘Canadian affiliate’ 142.7(1); “Canadian ‘banking busi- 
ness” — 248(1);: “Canadian corporation” — 89(1),. 248(1);: “Canadian currency” — 
261(5)(f)(G); “capital gain” — 39(1)(a), 248(1); “capital: loss” —.39(1)(b);:248(1); “car- 
rying on a business in Canada” — 253; “commencement” — Interpretation Act 35(1); 
“corporation” — 248(1), Interpretation Act 35(1); “dividend” — 248(1); “eligible pro- 
perty’, “entrant bank” — 142.7(1); “filing-due date” — 248(1); “financial institu- 
tion” — 142.2(1); “foreign currency” — 248(1); “foreign merger” — 87(8.1); “Gover- 
nor’ — Interpretation Act 35(1); “lending asset” — 248(1);  “‘mark-to-market 
property” — 142.2(1); “Minister” —248(1); “month” — Interpretation Act, 35(1); 
“movable” — Quebec Civil Code art. 900-907; “net capital loss”, “non-capital'loss”” — 
111(8), 248(1); “non-resident” — 248(1); “parent” — 88(1.1); “person”, Hiptescribed”, 

“principal amount”, “property” — 248(1); \“qualifying foreign merger” — 142.7(1); 
“resident” — 250; “share”, “shareholder” — 248(1); “specified. debt: obligation” — 
142.2(1);, “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 89(1), 248(1); 

“taxable income”, “taxable income earned in Canada” — 248(1); “taxation year” — 
249; “taxpayer” — 248(1). 


Communal Organizations 


143. (1) Communal [religious] organizations — Where a con- 
gregation, or one or more business agencies of the congregation, 
carries on one or more businesses for purposes that include support- 
ing or sustaining the congregation’s members or the members of 
any other congregation, the following rules apply: 


(a) an inter vivos trust is deemed to be created on the day that is 
the later of 


(i) December 31, 1976, and 
(ii) the day the congregation came into existence; 


(b) the trust is deemed to have been continuously in existence 
from the day determined under paragraph (a); 


(c) the property of the congregation is deemed to be the property 
of the trust; 


(d) the property of each business agency of the congregation in a 
calendar year is deemed to be property of the trust throughout 
the portion of the year throughout which the trust exists; 


(e) where the congregation is a corporation, the corporation is 
deemed to be the trustee having control of the trust property; 


(f) where the congregation is not a corporation, its council, com- 
mittee of leaders, executive committee, administrative commit- 
tee, officers or other group charged with its management are 
deemed to be the trustees having control of the trust property; 
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(g) the congregation is deemed to act and to have always acted 
as agent for the trust in all matters relating to its businesses and 
other activities; 


(h) each business agency of the congregation in a calendar year 
is deemed to have acted as agent for the trust in all matters in the 
year relating to its businesses and other activities; 


(i) the members of the congregation are deemed to be the benefi- 
ciaries under the trust; 


(j) tax under this Part is payable by the trust, on its thle i in- 
come for each taxation year; 


(k) in computing the' income of the trust for any taxation year, 


(i) subject to paragraph (1), no deduction may be made in re- 
spect of salaries, wages or benefits of any kind provided to 
the members of the congregation, and 


(ii) no deduction may be made under subsection 104(6), ex- 
cept to the extent that any portion of the trust’s income (de- 
termined without reference to that subsection) is allocated to 
the members of the congregation in accordance with subsec- 
tion (2); 


(1) for the purpose of applying section 20.01 to the trust, 


(i) each member of the congregation is deemed to be a mem- 
ber of the trust’s household, and 


(ii) section 20.01 shall be read without reference to 
paragraphs 20.01(2)(b) and (c) and subsection 20.01(3); and 


(m) where the congregation or one of the business agencies is a 
corporation, section 15.1 shall, except for the purposes of 
paragraphs 15.1(2)(a) and. (c), (other ‘than subparagraphs 
15.1(2)(c)(@) and (ii)), apply as if this subsection were read with- 
out reference to paragraphs (c), (d), (g) and(h). 


Related Provisions: 108(1)“trust’(c) — $..143 trust deemed not.a trust for certain 
purposes; 127(7) — Investment tax credit of trust; 143(2) — Election re income. 


History: Subsec. 143(1) amended by 2000, c. 19, subsec. 41(1) applicable to 1998 er 
seq. The subsec. formerly read: 


143. (1) Where a congregation 
(a) the members of which live and work together, 


(b) that does not permit any of its:members,to own any property in the mem- 
ber’s own right, and 


(c) that requires that its members devote their working lives to the activities 
of the congregation 


carries on one or more businesses or has the effective management or control of 
one or more corporations, trusts or other persons (which corporations, trusts and 
other persons are in this section:collectively referred to,as “business agencies’) 
that carry on one or more businesses for purposes that include supporting or sus- 
taining its members or the members of any other congregation, an inter vivos 
trust shall be deemed to have been in existence on December 31, 1976 and con- 
tinuously thereafter and the following rules apply: 


(d) the property of the congregation and the property of all business agencies 
of the congregation shall be deemed to be the property of the inter vivos 
trust, 


(e) where.the congregation is’a corporation, the corporation shall be deemed 
to, be the trustee having; control of the trust property, 


(f) where the congregation is not a corporation, its council, committee of 
leaders, executive committee, administrative committee, officers or. other 
group charged with the management of the congregation shall be deemed to 
be the trustees having control of the trust property, 


(g) the congregation and all business agencies of the congregation shall be 
deemed. to act.and have always acted.as agents.for the inter vivos trust in all 
matters relating to their business and other. activities, 


(h) the members of the congregation shall’be deemed to be the beneficiaries 
under the trust, 


(i) tax under this Part is payable by the trust on its taxable income for each 
taxation year, 


(j) in computing the income of the trust for any taxation year, no deduction 
may be made in respect of salaries, wages or benefits of any kind whatever, 
paid to the members of the congregation, and 


(k) where the congregation or one of the business agencies is a corporation, 
section 15.1 ‘shall, except for the purposes of paragraphs 15.1(2)(a) and (c) 
(other than subparagraphs 15.1(2)(c)(i) and: (ii)), apply as if this subsection 
were read without reference to paragraphs (d) and (g). 
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Para. 143(1)(k) added by 1994, c. 21, s. 67, applicable to 1992 et seq. 
Information Circulars: 78-5R3: Communal organizations. 


(2) Election in respect of income — Where the inter vivos trust 
referred to in subsection (1) in respect of a congregation so elects in 
respect of a taxation year in writing filed with the Minister on or 
before the trust’s filing-due date for the year and all the congrega- 
tion’s participating members are specified in the election in accor- 
dance with subsection (5), the following rules apply: 


(a) for the purposes of subsections 104(6) and (13), the amount 
payable in the year to a particular participating member of the 
congregation out of the income of the trust (determined without 
reference to subsection 104(6)) is the amount determined by the 
formula 


0.8 (A x B/C) + D + (0.2A — E)/F 
where 


A is the taxable income of the trust for the year (determined 
without reference to subsection 104(6) and specified future 
tax consequences for the year), 

B is 

(i) where the particular member is identified in the elec- 
tion as a person to whom this subparagraph applies (in 
this subsection referred to as a “designated member’), 1, 
and 


(ii) in any other case, 0.5, 
C is the total of 


(i) the number of designated members of the congrega- 
tion, and 


(ii) '/2 of the number of other participating members of the 
congregation in respect of the year, 


D is the amount, if any, that is specified in the election as an 
additional allocation under this subsection to the particular 
member, 


E_ is the total of all amounts each of which is an amount speci- 
fied in the election as an additional allocation under this sub- 
section to a participating member of the congregation in re- 
spect of the year, and 


F is the number of participating members of the congregation 
in respect of the year; 


(b) the designated member of each family at the end of the year 
is deemed to have supported the other members of the family 
during the year and the other members of the family are deemed 
to have been wholly dependent on the designated member for 
support during the year; and 


(c) the taxable income for the year of each member of the con- 
gregation shall be computed without reference to subsection 
110(2). 


Related Provisions: 143(3) — Election not binding unless taxes paid; 143(5) — 
Specification of family members; 220(3.2), Reg. 600(b) — Late filing or revocation of 
election; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 143(2) amended by 2000, c. 19, subsec. 41(1), applicable to 1998 er 
seg. The subsec. formerly read: 


(2) Election in respect of taxable income — Where the inter vivos trust re- 
ferred to in subsection (1) in respect of a congregation so elects in respect of a 
taxation year, the amount determined under paragraph (a) for that taxation year 
shall be deemed to have been payable by the trust in the year to the beneficiaries 
thereunder in accordance with the following rules: 


(a) determine the amount that would be the taxable income of the trust for 
the year if no deductions were made in respect of expenses incurred for the 
support, maintenance and satisfaction or personal needs of its members, 


(b) determine the amount that is the quotient obtained when the amount so 
determined is divided by 1'/s times the number of adults who are members of 
the congregation at the end of the year, 


(c) allocate to each family in the congregation at the end of the year the 
amount equal to the product obtained when the amount determined under 
paragraph (b) is multiplied by the number of adults in the family at the end 
of the year, and 
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(d) allocate among the families in the congregation at the end of the year in 
such manner as the congregation determines the amount by which the 
amount determined under paragraph (a) exceeds the total of amounts allo- 
cated under paragraph (c) or, if such an allocation is not made and specified 
in the election under this subsection in respect of the year, allocate to each of 
the families in the congregation at the end of the year the amount equal to 
the proportion of the excess that the number of adults in the family. at that 
time is of the number of adults in all of the families in the congregation at 
that time, 


and the total of amounts so allocated to a family shall be deemed to be payable in 
the year to, and to be received in the year by, the adult member of the family 
who is specified in the election under this subsection in respect of the year and 
that member of the family shall be deemed to have supported each of the other 
members of the family during that taxation year and the other members of the 
family shall be deemed to have been wholly dependent on that member for sup- 
port during that taxation year. 


Information Circulars: 78-5R3: Communal organizations. 


(3) Refusal to accept election — An election under subsection 
(2) in respect of a congregation for a particular taxation year is not 
binding on the Minister unless all taxes, interest and penalties paya- 
ble under this Part, as a consequence of the application of subsec- 
tion (2) to the congregation for preceding taxation years, are paid at 
or before the end of the particular year. 


History: Subsec. 143(3) amended by 2000, c. 19, subsec. 41(1), applicable to 1998 et 
seq. The subsec. formerly read: 


(3) Idem.— An election under subsection (2) in respect of a taxation year is not 
binding on the Minister unless 


(a) the election is made on or before the day on or before which the inter 
vivos trust is required by section 150 to file a return of income for the year; 


(b)-all tax, interest and penalties, if any, payable under this Part by adult 
members designated in accordance with subsection (2) have been paid 
within the time required by this Act; and 


(c) no amounts are, by virtue of subsection 110(2), deducted in computing 
the taxable income for the year of the members designated in accordance 
with subsection (2). 


Information Circulars: 78-5R3: Communal organizations. 


(3.1) Election in respect of gifts — For the purposes of section 
118.1, where the fair market value of a gift made in a taxation year 
by an inter vivos trust referred to in subsection (1) in respect of a 
congregation would, but for this subsection, be included in the total 
charitable gifts, total Crown gifts, total cultural gifts or total ecolog- 
ical gifts of the trust for the year and the trust so elects in its return 
of income under this Part for the year, 


(a) the trust is deemed not to have made the gift; and 


(b) each participating member of the congregation is deemed to 
have made, in the year, such a gift the fair market value of 
which is the amount determined by the formula 


SABE 


where 
A. is the fair market value of the gift made by the trust, 


Proposed Amendment — 143(3.1) before (b)B- 


3.1) Election in respect of gifts — For the purposes a 
section 118.1, if the eligible amount of a gift made in a taxa- 
__ tion year by an inter vivos trust referred to in subsecti 

respect of a congregation would, but for this subsection, be in- 

cluded in the total charitable gifts, total Crown gifts, total cul- 
tural gifts or total ecological gifts of the trust for the year and 
the trust so elects in its return of income under this Part for the 

year, 


(a) ‘the: ‘trust is deemed not to have made the sites ied 
(b) each participating ‘member of the ‘congregation is 
deemed to have made, in the year, such a gift the eligible 
amount of which is the amount determined by the formula 

_AXBIC™ : ale 

; vee # ; 4 : f - Ta bik oo a mB se s% e 

A is the eligibléa amount of the gift spot ae de} trust, 


1120 


Division F — Special Rules in Certain Circumstances 


Application: The July 16, 2010 draft Jegislat 
amend the portion of subsec. dee. 1) before 
as ave, ae 


B is the amount determined for the year in respect of the mem- 
ber under paragraph (2)(a) as a consequence of an election 
under subsection (2) by the trust, and 


Cis the total of all amounts each of which is an amount ‘deter- 
mined for the year in respect of a participating member of the 
congregation under paragraph (2)(a) as a consequence of an 
election under subsection (2) by the trust. 


Related Provisions: 248(30)-(33) — Determination of eligible amount. 


History: Subsec, 143(3.1) amended by 2000, c. 19, subsec. 41(2), the opening words 
applicable to 1995 et seg. and paras. (a), (b) applicable to 1998 et seg. The subsec. 
formerly read: 


(3.1) For the purposes of section 118.1, where the fair market value of a gift 
made in a taxation year by an inter vivos trust referred to in subsection (1) 
would, but for this subsection, be included in the total charitable gifts, total 
Crown gifts or total cultural gifts of the trust for the year and the trust so elects in 
its return of income under this Part for the year, 


(a) the trust shall be deemed not to have made the gift; and 


(b) each adult member of a family to whom an amount is deemed under 
subsection (2) to be payable in the year shall be deemed to have made, in the 
year, such a gift the fair market value of which is the amount determined by 
the formula 


where 
A is the fair market value of the gift made by the trust, 


Bis the amount deemed under subsection (2) to be payable in the year in 
respect of the trust to the adult member, and 


Cis the total of all amounts deemed under subsection (2) to be: payable in 
the year in respect of the trust to an adult member of a family. 


Subsec. 143(3.:1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 116(1), applicable 
to 1990 et seq. 


Information Circulars: 78-5R3: Communal organizations, 
(4) Definitions — For the purposes of this section, 


“adult” means an individual who, before the time.at which the term 
is applied, has attained the age of eighteen years or is married or in 
a common-law partnership; 


“business agency’, of a congregation at any time in a particular 
calendar year, means a corporation, trust or other person, where the 
congregation owned all the shares of the capital stock of the corpo- 
ration (except directors’ qualifying shares) or every interest in the 
trust or other person, as the case may be, throughout the portion of 
the particular calendar year throughout which both the congregation 
and the corporation, trust or other person, as the case may be, were 
in existence; 


“congregation” means a community, society or body of individu- 
als, whether or not incorporated, 
(a) the members of which live and work together, 


(b) that adheres to the practices.and beliefs of, and operates ac- 
cording to the principles of, the religious organization of which 
it is a constituent part, 


(c) that does not permit any of its members to own any property 
in their own right, and 


(d) that requires its members to devote their working lives to the 
activities of the congregation; 
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“family” means, 


(a) in the case of an adult who is unmarried and who is not in a 
common-law partnership, that person and the person’s children 
who are not adults, not married and not in a common-law part- 
nership, and 


(b) in the case of an adult who is married or in a common-law 
partnership, that person and the person’s spouse or common-law 
partner and the children of either or both of them who are not 
adults, not married and not in a common-law partnership 


but does not include an individual who is included in any other fam- 
ily or who is nota member of the congregation in which the family 
is included; 


“member of a congregation” means 


(a) an adult, living with the members of the congregation, who 
conforms to the practices of the religious organization of which 
the congregation is a constituent part whether or not, that person 
has been formally accepted into the organization, and 


(b) a child) who is, unmarried and, not in common-law partner- 
ship, other than an adult, of an adult referred to. in paragraph (a), 
if the child lives with the members. of the congregation; 


“participating member’’, of a congregation in respect of a taxation 
year, means an individual who, at the end of the year, is an adult 


who is a member of the congregation; 


“religious organization” means an organization, other than a regis- 
tered charity, of which a congregation is a constituent part, that ad- 
heres to beliefs, evidenced by the religious and philosophical tenets 
of the organization, that include a belief in the existence of a su- 
preme being; 


“total charitable gifts’ has the meaning assigned by subsection 
TIS Ch); 


“total Crown gifts” has the meaning assigned by. subsection 
118.1(1); 


“total cultural gifts” has the meaning assigned by. ‘subsection 
118.1(1). 


“total ecological gifts” has the same meaning as in subsection 
118.1(1). 


History [subsec. 143(4)]: The definition “adult” in subsec. 143(4) amended by 
2000, c. 12, Sch. 2, s. 11, to replace “married” with “married ‘or in a. common-law 
partnership’, applicable to 2001 et seq., in force July/31, 2000. See also the transitional 
rules reproduced in the History to 248(1)““common-law partner”. 


The definition “family” in subsec. 143(4) amended by 2000, c. 12, subsec. 134(1), ap- 
plicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 
duced in the History to 248(1)““common-law partner’. The definition formerly read: 


“family” means, 


(a) in the case of an unmarried adult, that person and the person’s unmarried 
children who are not adults, and 


(b) in the case of a married adult, that person and the person’s spouse and 
the unmarried children of either or both of them who are not bdults 


but does not include an individual who is included in any other family or who is 
not a member of the congregation in which the family is included; 


Para. (b) of the definition “member of the congregation” in subsec. 143(4) amended. by 
2000, c. 12, subsec. 134(2) (as amended by 2001, c. 17, s. 263), applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. The para. formerly read: 


(b) an unmarried child, other than an adult, of an adult referred to in paragraph 
(a), if the child lives with the members of the congregation; 


The definition “congregation” in subsec. (4) amended, and the definitions “business 
agency”, “participating member” and “total ecological gifts’ added to subsec. (4) by 
2000, c. 19, subsecs. 41(3), (4), the definitions “congregation”, “business agency” and 
“participating member” applicable to 1998 et seg. except that, for taxation years that 
end before 2001, the definition “business agency” shall be read as follows: 


“business agency”, of a congregation at any time in a particular calendar year, 
means 


(a) a corporation, trust or other person, where the congregation owned all the 
shares of the capital stock of the corporation (except directors’ qualifying 
shares) or every interest in the trust or other person, as the case may be, 
throughout the portion of the particular year throughout which both the con- 
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gregation and the corporation, trust or other person, as the case may be, ex- 
isted, or 


(b) a corporation, trust or other person of which the congregation 


(i) has effective management or control throughout the portion of the 
particular year throughout which both the congregation and the corpora- 
tion, trust or other person, as the case may be, were in existence, and 


(ii) had effective management or control during a taxation year of the 
corporation, trust or other person that began before March 1999 and en- 
ded in the particular year; 


and the definition “total ecological gifts”, applicable to gifts made after February 27, 
1995, The definition “congregation” formerly read: 


“congregation” means a community, society or body of individuals, whether or 
not incorporated, that adheres to the practices and beliefs of, and operates ac- 
cording to the principles of, the religious organization of which it is a constituent 
part; 


The definitions “total charitable gifts”, “total Crown gifts” and “total cultural gifts” 
added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 116(2), applicable to 1990 et seq. 


(5) Specification of family members — For the purpose of ap- 
plying subsection (2) to a particular election by the inter vivos trust 
referred to in subsection (1) in respect of a congregation for a par- 
ticular taxation year, 


(a) subject to paragraph (b), a participating member of the con- 
gregation is considered to have been specified in the particular 
election in accordance with this subsection only if the member is 
identified in the particular election and 


(i) where the member’s family includes only one adult at the 
end of the particular year, the member is identified in the par- 


ticular election as a person to whom subparagraph (i) of the. 


description of B in subsection (2) (in this subsection referred 
to as the “relevant subparagraph”) applies, and 


(ii) in any other case, only one of the adults in the member’s 
family is identified in the particular election as a person to 
whom the relevant subparagraph applies; and 


(b) an individual is considered not to have been specified in the 
particular election in accordance with this subsection if 


(i) the individual is one of two individuals who were married 
to each other, or in a common-law partnership, at the end of a 
preceding taxation year of the trust and at the end of the par- 
ticular year, 


(ii) one of those individuals was 


(A) where the preceding year ended before 1998, speci- 
fied in an election under subsection (2) by the trust for the 
preceding year, and 


(B) in any other case, identified in an election under sub- 
section (2) by the trust for the preceding year as a person 
to whom the relevant subparagraph applied, and 


(iii) the other individual is identified in the particular election 
as a person to whom the relevant subparagraph applies. 


History [subsec. 143(5)]: Subpara. 143(5)(b)(i) amended by 2001, c. 17, s. 245 to 
add the words “or in a common-law partnership”, applicable to 2001 et seg. except that, 
if a taxpayer and a person have jointly elected pursuant to s. 144 of 2000, c. 12 in 
respect of the 1998, 1999 or 2000 taxation years, the amendment applies to the tax- 
payer and the person in respect of the applicable taxation year and subsequent taxation 
years. 


Subsec. 143(5) amended by 2000, c. 19, subsec. 41(5), applicable to 1998 et seg. The 
subsec. formerly read: 


(5) Effect of specification of member of family — Where an adult member (in 
this subsection referred to as a “specified person’) of a family is specified in an 
election under subsection (2) in respect of a taxation year, no other member of 
that family may be specified in an election in respect of any subsequent taxation 
year at the end of which the specified person was a member of that family. 


Definitions [s. 143]: “adult” — 143(4); “amount”, “business” — 248(1); “business 
agency” — 143(4); “calendar year” — Interpretation Act 37(1)(a); “child” — 252(1); 
“congregation” — 143(4); “corporation” — 248(1), Interpretation Act 35(1); “eligible 
amount” — 248(31), (41); “family” — 143(4); “‘filing-due date”, “individual” — 
248(1); “inter vivos trust’ — 108(1), 248(1); “member of a congregation” — 143(4); 
“Minister”, “officer” — 248(1); “participating member” — 143(4); “person”, “pro- 
perty” — 248(1); “qualifying share” — 192(6), 248(1); “registered charity” — 248(1); 
“religious organization” — 143(4); “share”, “specified future tax consequence” 
248(1); “taxable income” — 248(1); “taxation year’ — 249; “total charitable gifts”, 
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“total Crown gifts”, “total cultural gifts”, “total ecological gifts” — 143(4); “trust” — 
104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


143.1 (1) Definitions — The definitions in this subsection apply 
in this section. 


“amateur athlete” at any time means an individual (other than a 
trust) who is, at that time, 


(a) a member of a registered Canadian amateur athletic 
association; 


(b) eligible to compete, in an international sporting event sanc- 
tioned by an international sports federation, as a Canadian na- 
tional team member; and 


(c) not a professional athlete. 


“professional athlete” means an individual who receives income 
that is compensation for, or is otherwise attributable to, the indivi- 
dual’s activities as a player or athlete in a professional sport. 


“qualifying performance income” of an individual means income 
that 


(a) is received by the individual in a taxation year in which 
(i) the individual was, at any time, an amateur athlete, and 
(ii) the individual was not, at any time, a professional athlete; 


(b) may reasonably be considered to be in connection with the 
individual’s participation as an amateur athlete in one or more 
international sporting events referred to in the definition “ama- 
teur athlete’; and 


(c) is endorsement income, prize money, or income from public 
appearances or speeches. 


“third party” in respect of an arrangement described in paragraph 
(1.1)(b) means a person who deals at arm’s length with the amateur 
athlete in respect of the arrangement. 


History: Subsec. 143.1(1) amended by 2009, c. 2, s. 50, applicable to 2008 ef seq. It 
formerly read: 


(1) Amateur athletes’ reserve funds — Where a national sport organization 
that is a registered Canadian amateur athletic association receives an amount for 
the benefit of an individual under an arrangement made under rules of an interna- 
tional sport federation that require amounts to be held, controlled and adminis- 
tered by the organization in order to preserve the eligibility of the individual to 
compete in a sporting event sanctioned by the federation, 


(a) an inter vivos trust (in this section referred to as an “amateur athlete 
trust”) shall be deemed to be created on the day that is the later of 


(i) the day on which the first such amount is received by the organiza- 
tion, and 
(ii) January 1, 1992, 
and to exist continuously thereafter until subsection (3) or (4) applies in re~ 
spect of the trust; 


(b) all property required to be held after 1991 under the arrangement shall be 
deemed to be property of the trust and not property of any other person; 


(c) any amount received at any time under the arrangement by the organiza- 
tion shall, to the extent that it would, but for this subsection, be included in 
computing the individual’s income for the taxation year that includes that 
time, be deemed to be income of the trust for the taxation year and not to be 
income of the individual; 


(d) all amounts paid at any time by the organization under the arrangement 
to or for the benefit of the individual shall be deemed to be amounts distrib- 
uted at that time to the individual by the trust; 


(e) the individual shall be deemed to be the beneficiary under the trust; 
(f) the organization shall be deemed to be the trustee of the trust; and 


(g) no tax is payable under this Part by the trust on its taxable income for 
any taxation year. 


(1.1) Where subsec. (1.2) applies — Subsection (1.2) applies 
where, at any time, 


(a) a national sport organization that is a registered Canadian 
amateur athletic association receives an amount for the benefit 
of an individual under an arrangement made under rules of an 
international sport federation that require amounts to be held, 
controlled and administered by the organization in order to pre- 
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serve the eligibility of the individual'to compete ina sporting 
event sanctioned by the federation; or 


(b) an individual enters into an arrangement that 


(i) is an account with an issuer described in paragraph (b) of 
the definition “qualifying arrangement” in ‘subsection 
146.2(1), or that would be so described if that definition ap- 
plied at that time, 


(ii) provides that no amount may be deposited, credited or 
added to the account, other than an amount that is qualifying 
performance income of the individual or that is interest or 
other income in respect of the property deposited, credited or 
added to the account, 


(iii) provides that a third party is a mandatory signatory on 
any payment from the account, and 


(iv) is not a registered retirement savings plan or a TFSA. 
History: Subsec. 143.1(1.1) added by 2009, c. 2, s. 50, applicable to 2008 et seq. 


(1.2) Amateur athletes’ reserve funds — If this subsection ap- 
plies in respect of an arrangement referred to in subsection (1.1), 


(a) an inter vivos trust (in this section referred to as the “amateur 
athlete trust?) is deemed 


(1) to be created on the day on which the first amount referred 
to in paragraph (1.1)(a) or (b) is received by the sport organi- 
zation or by the issuer, as the case may be, in respect of the 
atrangement, and 


(ii) to exist until subsection (3) or (4) applies in respect of the 
trust; 


(b) all property held under the arrangement is deemed to be the 
property of the amateur athlete trust and not property of any 
other person; 


(c) if, at any time, the sport organization or the issuer, as the 
case may be, receives an amount under the arrangement and the 
amount would, in the absence of this subsection, be included in 
computing the income of the individual in respect of the ar- 
rangement for the taxation year that includes that time, the 
amount is deemed to be income of the amateur athlete trust for 
that taxation year and not to be income of the individual; 


(d) if, at any time, the sport organization or the issuer, as the 
case may be, pays or transfers an amount under the arrangement 
to or for the benefit of the individual, the amount is deemed to 
be an amount distributed at that time to the individual by the 
amateur athlete trust; 


(e) the individual is deemed to be the beneficiary under the ama- 
‘teur athlete trust; . 


(f) the sport organization or the third party, as the case may be, 
in respect of the arrangement is deemed to be the trustee of the 
amateur athlete trust; and 


(g) no tax is payable under this Part by the amateur athlete trust 
on its taxable income for any taxation year. 


Related Provisions: 128.1(10)‘excluded right or interest”(e)(ii) — No deemed dis- 
position on emigration of athlete; 143.1(1.1) — Conditions for 143.1(1.2) to apply; 
149(1)(v) — Exemptions — amateur athlete trust; 210.2(1.1) — Part XII.2 tax payable 
by amateur athlete trust; 248(1)‘‘amateur athlete trust” — Definition applies to entire 
Act; 248(1)‘disposition’’(f)(vi) — Rollover from one trust to another. 


History: Subsec. 143.1(1.2) added by 2009, c. 2, s. 50, applicable to 2008 et seq. 
except that, if the individual in respect of an amateur athlete trust elects under this 
amendment in writing filed with the Minister of National Revenue on or before the 
individual’s filing-due date for the 2008 taxation year, in its application to the indivi- 
dual and the amateur athlete trust for the 2008 taxation year, para. 143.1(1.2)(c) is to be 
read as follows: 


(c) if, at any time before March 3, 2009, the sport organization or the issuer, as 
the case may be, receives an amount under the arrangement and the amount 
would, in the absence of this subsection, be included in computing the income of 
the individual in respect of the arrangement for the 2008 taxation year, the 
amount is deemed to be income of the amateur athlete trust for its 2009 taxation 
year and not to be income of the individual; 


Forms: T3ATH-IND: Amateur athlete trust income tax return; T1061: Canadian ama- 
teur athletic trust group information return. 


S: 143.2(1) exp 


(2) Amounts included in beneficiary’s income — In comput- 
ing the income for a taxation year of the beneficiary under an ama- 
teur athlete trust, there shall be included the total of all amounts 
distributed in the year to the beneficiary by the trust. 

Related Provisions: 12(1)(z) — Inclusion in income of amateur athlete trust pay- 
ments; 210.2(1.1) — Application of Part XII.2 tax to amateur athlete trusts; 


212(1)(@) — Non-resident withholding tax— amateur athlete trust payments; 
214(3)(k) — Non-resident withholding tax. 


(3) Termination of amateur athlete trust — Where an amateur 
athlete trust holds property on behalf of a beneficiary who has not 
competed in an international sporting event as a Canadian national 
team member for a period of 8 years that ends in a particular taxa- 
tion year and begins in the year that is the later of 


(a) where the beneficiary has competed: in such an event, the 
year in which the beneficiary last so competed, and 


(b) the year in which the trust was created, 


the trust shall be deemed to have distributed, at the end of the par- 
ticular taxation year to the beneficiary, an amount equal to 


(c) where the trust is liable to pay tax under Part XII.2 in respect 
of the particular year, 64% of the fair market value of all pro- 
‘ perty held by it at that time, and 


(d) in any other case, the fair market value of all property held 
by it at that time. 


Related Provisions: 210.2(1.1) — Application of Part XII.2 tax to amateur athlete 
trusts. 


(4) Death of beneficiary — Where an amateur athlete trust holds 
property on behalf of a beneficiary who dies in a year, the trust shall 
be deemed to have distributed, immediately before the death, to the 
beneficiary, an amount equal to 


(a) where the trust is liable to pay tax under Part XII.2 in respect 
of the year, 64% of the fair market value of all property held by 
it at that time; and 


(b) in any other case, the fair market value of all property held 
by it at that time. 


Related Provisions: 210.2(1.1) — Application of Part XII.2 tax to amateur athlete 
trusts. 


History [Ss: 143.1]: S. 1431 added by 1994, °c. 7, Sch. VIII (1993,\c. 24), s. 81, 
applicable to 1992 et seg. and, where an individual and a national sport organization 
that received an amount for the benefit of that individual jointly so elect by notifying 
the Minister of National Revenue in writing, to any taxation year ending after 1987 and 
before 1992 throughout which the individual was resident in Canada, in which case, 
with respect to that individual and the trust under which the individual is deemed by s. 
143.1 to be a beneficiary, 


(a) the reference to “1992” in para. 143.1(1)(a) shall be read as a reference to the 
taxation year for which the election is made; and 


(b) the reference to “1991” in para. 143.1(1)(b) shall be read as a reference to the 
taxation year before the year for which the election is made. 


Definitions [s. 143.1]: “amateur athlete’ — 143.1(1); “amateur athlete trust’? — 
143.1(1)(a). [to be, repealed], 143.1(1.2)(a) [proposed], 248(1); “amount” — 248(1); 
“arm’s length” —.251(1); “beneficiary” — 108(1); “individual”? — 248(1); “inter vivos 
trust” — 108(1), 248(1); “person” — 248(1); “professional athlete” — 143.1(1); “‘pro- 
perty” — 248(1); “qualifying performance income” — 143.1(1); “registered Canadian 
amateur athletic association” — 248(1); “registered retirement savings plan” — 146(1), 
248(1); “TESA” — 146.2(5), 248(1); “taxable income” — 248(1); “taxation year” — 
11(2), 249; “third party” — 143.1(1);. “trust” — 104(1), 248(1), (3). 


Cost of Tax Shelter Investments 


Proposed Amendment — Heading before 143.2 — 


er The July 16, 2010 draft legislation (Part 1 — technical), subsec. 99(1), 
will amend the heading before s. 143.2 to read “Cost of Tax Shelter Investments and 
Limited-recourse Debt in Respect of Gifting Arrangements”, ‘applicable in respect of 
expenditures, gifts ; and monetary contributions made after February 18, 2003. 


143.2 (1) Definitions — The definitions in this subsection apply 
in this section. 


“expenditure” means an outlay or expense or the cost or capital 
cost of a property. 


Related Provisions: 143.2(2)— At-risk adjustment in respect of expenditures; 
143.2(6) — Expenditures reduced by at-risk adjustment. 
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“limited partner” has the meaning that would be assigned by sub- 
section 96(2.4) if that subsection were read without reference to “if 
the member’s partnership interest is not an exempt interest (within 
the meaning assigned by subsection (2.5)) at that time and”. 


“limited-recourse amount” means the unpaid principal amount of 
any indebtedness for which recourse is limited, either immediately 
or in the future and either absolutely or contingently. 

Related Provisions: 143.2(7), (8), (13) — Whether unpaid principal deemed to be 
limited-recourse amount; 248(1) — Definition of “principal amount”; 248(1)“limited- 
recourse amount” — Definition applies to entire Act; Reg. 231(6.1) — Limited-re- 
course amount may be prescribed benefit for purposes of definition of tax shelter. 


“taxpayer” includes a partnership. 


“tax shelter investment’ means 


(a) a property that is a tax shelter for the purpose of subsection 
237 Al) FOr 


(b) a taxpayer’s interest in a partnership where 
(i) an interest in the taxpayer 
(A) is a tax shelter investment, and 


(B) the taxpayer’s partnership interest would be a tax 
shelter investment if 


(I) this Act were read without reference to this para- 
graph and to the words “having regard to statements or 
representations made or proposed to be made in con- 
nection with the property” in the definition “tax shel- 
ter” in subsection 237.1(1), 


(IL) the references in that definition to “represented” 
were read as references to “that can reasonably be ex- 
pected”, and 


(II) the reference in that definition to “is represented” 
were read as a reference to “can reasonably be 
expected”, 


(ii) another interest in the partnership is a tax shelter invest- 
ment, or 


(iii) the taxpayer’s interest in the partnership entitles the tax- 
payer, directly or indirectly, to a share of the income or loss 
of a particular partnership where 


(A) another taxpayer holding a partnership interest is enti- 
tled, directly or indirectly, to a share of the income or loss 
of the particular partnership, and 


(B) that other taxpayer’s partnership interest is a tax shel- 

ter investment. 
Related Provisions: 18.1(13) — Matchable expenditure deemed to be a tax shelter 
investment; 53(2)(c)(i.3) — Tax shelter investment excluded from certain ACB reduc- 
tions; 125.4(4) — No Canadian film credit for a tax shelter investment; 143.2(6) — 
Limitation on cost of tax shelter investment; 150(1)(d)(ii)(A) — Tax shelter investment 
does not entitle individual to June 15 filing deadline; 249.1(5) — Election for non-cal- 
endar year-end not permitted for tax shelters; Reg. 1100(20.1), (20.2) — Limitation on 
CCA claim for computer tax shelter property. 


1.T. Technical News: 22 (tax shelter news release — rulings position). 


(2) At-risk adjustment — For the purpose of this section, an at- 
risk adjustment in respect of an expenditure of a particular taxpayer, 
other than the cost of a partnership interest to which subsection 
96(2.2) applies, means any amount or benefit that the particular tax- 
payer, or another taxpayer not dealing at arm’s length with the par- 
ticular taxpayer, is entitled, either immediately or in the future and 
either absolutely or contingently, to receive or to obtain, whether by 
way of reimbursement, compensation, revenue guarantee, proceeds 
of disposition, loan or any other form of indebtedness, or in any 
other form or manner whatever, granted or to be granted for the 
purpose of reducing the impact, in whole or in part, of any loss that 
the particular taxpayer may sustain in respect of the expenditure or, 
where the expenditure is the cost or capital cost of a property, any 
loss from the holding or disposition of the property. 

Related Provisions: 96(2.2) — At-risk amount for limited partnership; 143.2(3) — 


Exclusions from at-risk adjustment; 143.2(4) — Determination of amount or benefit; 
143.2(6) — Expenditures reduced by at-risk adjustment; 143.2(9) — Timing. 
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(3) Amount or benefit not included — For the purpose of sub- 
section (2), an at-risk adjustment in respect of a taxpayer’s expendi- 
ture does not include an amount or benefit 


(a) to the extent that it is included in determining the value of J 
in the definition “cumulative Canadian exploration expense” in 
subsection 66.1(6), of M in the definition “cumulative Canadian 
development expense” in subsection 66.2(5) or of I in the defini- 
tion “cumulative Canadian oil and gas property expense” in sub- 
section 66.4(5) in respect of the taxpayer; or 


(b) the entitlement to which arises 


(i) because of a contract of insurance with an insurance cor- 
poration dealing at arm’s length with the taxpayer (and, 
where the expenditure is the cost of an interest in a partner- 
ship, with each member of the partnership) under which the 
taxpayer is insured against any claim arising as a result of a 
liability incurred in the ordinary course of carrying on the 
business of the taxpayer or the partnership, 


(ii) as a consequence of the death of the taxpayer, 


(iii) in respect of an amount not included in the expenditure, 
determined without reference to subparagraph (6)(b)(ii), or 


(iv) because of an excluded obligation (as defined in subsec- 
tion 6202.1(5) of the Income Tax Regulations) in relation to a 
share issued to the taxpayer or, where the expenditure is the 
cost of an interest in a partnership, to the partnership. 


(4) Amount or benefit — For the purposes of subsections (2) and 
(3), where the amount or benefit to which a taxpayer is entitled at 
any time is provided by way of an agreement or other arrangement 
under which the taxpayer has a right, either immediately or in the 
future and either absolutely or contingently (otherwise than as a 
consequence of the death of the taxpayer), to acquire property, for 
greater certainty the amount or benefit to which the taxpayer is enti- 
tled under the agreement or arrangement is considered to be not less 
than the fair market value of the property at that time. 


(5) Amount or benefit — For the purposes of subsections (2) and 
(3), where the amount or benefit to which a taxpayer is entitled at 
any time is provided by way of a guarantee, security or similar in- 
demnity or covenant in respect of any loan or other obligation of the 
taxpayer, for greater certainty the amount or benefit to which the 
taxpayer is entitled under the guarantee or indemnity at any particu- 
lar time is considered to be not less than the total of the unpaid 
amount of the loan or obligation at that time and all other amounts 
outstanding in respect of the loan or obligation at that time. 


(6) Amount of expenditure — Notwithstanding any other provi- 
sion of this Act, the amount of any expenditure that is, or is the cost 
or capital cost of, a taxpayer’s tax shelter investment, and the 
amount of any expenditure of a taxpayer an interest in which is a 
tax shelter investment, shall be reduced to the amount, if any, by 
which 


(a) the amount of the taxpayer’s expenditure otherwise 
determined 
exceeds 
(b) the total of 
(i) the limited-recourse amounts of 
(A) the taxpayer, and 
(B) all other taxpayers not dealing at arm’s length with 
the taxpayer 
that can reasonably be considered to relate to the 
expenditure, 
(ii) the taxpayer’s at-risk adjustment in respect of the expen- 
diture, and 


(iii) each limited-recourse amount and at-risk adjustment, de- 
termined under this section when this section is applied to 
each other taxpayer who deals at arm’s length with and 
holds, directly or indirectly, an interest in the taxpayer, that 
can reasonably be considered to relate to the expenditure. 
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Related Provisions: 18.1(13) — Subpara. (6)(b)(ii) inapplicable for matchable ex- 
penditures; 237.1(6) — No tax shelter deductions unless shelter registered with CRA; 
Reg. 1100(20.1), (20.2) — Limitation on CCA claim for computer tax shelter property. 


Selected Cases [subsec. 143.2(6)]: Tolhoek v. R., [2008] 3 C.T.C. 403 (FCA) 
(Assumed indebtedness constituted limited recourse amount and reduced ACB). 


(6.1) binieereddlirse debt. in’ “respect of a 1 gift or 
ceaeteake ela count a 


Cypnvees nat Gol aa at aS & jehgt with the 
taxpayer, that c reasonably be considered to relate to the gift 
or monetary contribution, . 


~ (b) each limited-recours: 
under this section when this section is applied to each other 
taxpayer who deals at arm’s length with and holds, directly or 

_ indirectly, an interest in th 
, -d to relate to the gift or 


nonetary. ontribution, and 


: (c) each amount that is the unpaid mount at that time of any 
_ other indebtedness, of any taxpayer referred to in paragraph (a) _ 
or (b), that can reasonably be considered to relate to the gift or. 


monetary Cone ano if there is a guarantee, security or simi 


indebtedness. _ eee: 
Application: The July 16, 2010 draft jeetaion (Part 1 al geddicaly) “subsec. 99(2), y 


will add subsec. 143.2(6.1), applicable in ae of a oie pnd money - 


contributions made after February 18, 2003... 


Technical Notes (July 2010): New eubsocton. 143. vie 1) decree siihed:te 


course debt in respect of a gift or monetary contribution made after February 18, 


2003. Such an amount is an advantage under subsection 248(32), such that it reduces . 


the eligible amount of a gift or political contribution determined under subsection 
248(31). For additional details: separ whe amount ee an tee see ae com 
mentary to new subsection 248632). J 


A limited-recourse debt includes the ato pancipal of any indebtedness for which 


recourse is limited, even if that limitation applies only in the future or contingently. It 
also includes any other indebtedness of the taxpayer, related to. ‘the gift or contribu- 
tion, if there is a guarantee, security or similar indemnity or covenant in respect of 
that or any other indebtedness. For example, if a donor (or any other person men- 
tioned below) enters into a contract of insurance whereby all or part of a debt will be 
paid upon the occurrence of either a certain or contingent event, the debt is a limited- 
recourse debt in respect of a gift if it is in any way related to the gift. 


Such an indebtedness is also a limited-recourse debt if it is owed by a person dealing 
non-arm’’s length with the lapaxet or by a person who holds eae in the 
taxpayer. 


Dept. of Blnanon | news ralensa 2003-061, Daa 5 2003: These. measures 
implement proposals introduced in Budget 2003 that address charitable de 
eee that were # promoted | in recent years involving the use of | : ni 


That, after February 18, 2003, . 


_ (©) in respect of gifts and aciieas, and epee. nate after that date, 
an arrangement in respect of the making of a gift referred to in section ‘110. 1 or 
‘118.1 of the Act or a A contusion referred to in subsection ‘127¢ 


debtedness in respect of which recourse is limited: and 
" @ for gifts and contributions made after. that date pursuant to ai 


described in subparagraph (c), the amount of the gift or contributi mn be reduced 
by the amount of any associated indebtedness in respect of which recourse is 


__ limited, and the value of any repayment of the limited recourse de 
a gift or contribution: in the year the repayment is made. 


be treated as 


Federal budget, Supplementary Information, Feb. 18, 2003: Tax Shelter 


Definition 


Generally, a ‘tax sheer is any property in respect of which it is represented 
potential purchaser will be able to claim, within four years, deductions from income 


or taxable income which equal or exceed the net cost of the property to the purchaser _ 


(that is, net of certain prescribed benefits such as limited-recourse debt 


Promoters of tax shelter properties are not permitted to sell a tax shelter without fi rst 
obtaining an identification number from the Canada Customs and Revenue Agency 
(CCRA). This identification number does not constitute confirmation by the CCRA 
of entitlement to any tax benefits that may have been described to potential purchas- 


e taxpayer, that can reasonably be |e 


\ 


S. 143.2(9)(a) 


ers: rather, the CCRA uses the number for admini 
ing tax shelters for audit. 


an ion number is not blaine in advance, ‘no person 
dedu stion in Ae of ~ tax shelter ae he number i is a 


‘of the property would generate tax oredis or deductions (such as chari- 
x redits or deductions) equal to or exceeding, the net cost to the — 


Shelter any cronbemnedt that ovlves a 
oie that a fonation or contribu- 


rangement. If the pee pearise quali es me a tax credit or deaution the 
the donation or contribution will be reduced for the purposes of calculat- 
mount of the credit or deduction to the extent of the associated limited- 
recourse debt. A repayment of the limited-recourse debt will be feated a asa donation 


lly apply in een ‘property. segue at A is, 
contributions ae i Tepppsentations made, after February 18, 2003. 


Limited-recourse can 
-recourse debt. 


reduces yalue of te 24834) — pe of lint = 


(7) Repayment of indebtedness — For the purpose of this sec- 
tion, the unpaid principal of an indebtedness is deemed to be a lim- 
ited-recourse amount unless 


(a) bona fide arrangements, evidenced in writing, were made, at 
the time the indebtedness arose, for repayment by the debtor of 
the indebtedness and all interest on the indebtedness within a 
reasonable period not exceeding 10 years; and 


(b) interest is payable at least annually, at a rate equal to or 
greater than the lesser of 


(i) the prescribed rate of interest in effect at the time the in- 
debtedness arose, and 


_ (il) the prescribed rate of interest applicable from time to 
time during the term of the indebtedness, 


and is paid in respect of the indebtedness by the debtor no later 
than 60 days after the end of each taxation year of the debtor 
that ends in the period. 


Related Provisions: 143.2(12) — Series of loans or repayments; Reg. 4301(c) (pre- 
scribed rate of interest). 


(8) Limited-recourse amount — For the purpose of this section, 
the unpaid principal of an indebtedness is deemed to be a limited- 
recourse amount of a taxpayer where the taxpayer is a partnership 
and recourse against any member of the partnership in respect of 
the indebtedness is limited, either immediately or in the future and 
either absolutely or contingently. 


(9) Timing — Where at any time a taxpayer has paid an amount (in 
this subsection referred to as the “repaid amount’) on account of the 
principal amount of an indebtedness that was, before that time, the 
unpaid principal amount of a loan or any other form of indebtedness 
to which subsection (2) applies (in this subsection referred to as the 
“former amount or benefit’) relating to an expenditure of the 
taxpayer, 

(a) the former amount or benefit is considered to have been an 

amount or benefit under subsection (2) in respect of the taxpayer 

at all times before that time; and 


1125 


S. 143.2(9)(b) 


(b) the expenditure is, subject to subsection (6), deemed to have 
been made or incurred at that time to the extent of, and by the 
payment of, the repaid amount. 


(10) Timing — Where at any time a taxpayer has paid an amount 
(in this subsection referred to as the “repaid amount”) on account of 
the principal amount of an indebtedness which was, before that 
time, an unpaid principal amount that was a limited-recourse 
amount (in this subsection referred to as the “former limited-re- 
course indebtedness”) relating to an expenditure of the taxpayer, 


(a) the former limited-recourse indebtedness is considered to 
have been a limited-recourse amount at all times before that 
time; and 


(b) the expenditure is, subject to subsection (6), deemed to have 
been made or incurred at that time to the extent of, and by the 
amount of, the repaid amount. 


Related Provisions: 231.6 — Foreign-based information. 


(11) Short-term debt — Where a taxpayer pays all of the princi- 
pal of an indebtedness no later than 60 days after that indebtedness 
arose and the indebtedness would otherwise be considered to be a 
limited-recourse amount solely because of the application of sub- 
section (7) or (8), that subsection does not apply to the indebtedness 
unless 


(a) any portion of the repayment is made with a limited-recourse 
amount; or 


(b) the repayment can reasonably be considered to be part of a 
series of loans or other indebtedness and repayments that ends 
more than 60 days after the indebtedness arose. 


Related Provisions: 231.6 — Foreign-based information; 251(1) — Arm’s length. 


(12) Series of loans or repayments — For the purpose of para- 
graph (7)(a), a debtor is considered not to have made arrangements 
to repay an indebtedness within 10 years where the debtor’s ar- 
rangement to repay can reasonably be considered to be part of a 
series of loans or other indebtedness and repayments that ends more 
than 10 years after it begins. 


Related Provisions: 248(10) — Series of transactions or events. 


(13) Information located outside Canada — For the purpose 
of this section, where it can reasonably be considered that informa- 
tion relating to indebtedness that relates to a taxpayer’s expenditure 
is available outside Canada and the Minister is not satisfied that the 
unpaid principal of the indebtedness is not a limited-recourse 
amount, the unpaid principal of the indebtedness relating to the tax- 
payer’s expenditure is deemed to be a limited-recourse amount re- 
lating to the expenditure unless 


Proposed Amendment — 143.2(13) opening words 


(13) Information located outside Canada — For the purpose 
of this section, if it can reasonably be considered that information 
relating to indebtedness that relates to a taxpayer’s expenditure, 
gift or monetary contribution is available outside Canada and the © 
Minister is not satisfied that the unpaid principal of the indebted- — 
ness is not a limited-recourse amount, the unpaid principal of the 
indebtedness relating to the taxpayer’s expenditure, gift or mone- 
tary contribution is deemed to be a limited-recourse amount relat- 
ing to the expenditure, gift or monetary contribution unless 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 99(3), 
will amend the opening words of subsec. 143.2(13) to read as above, applicable in 
respect of expenditures, gifts and monetary contributions made after February 18, 
5003. bee 


Technical Notes (July 2010): Subsection 143.2(13) applies where information 
related to an indebtedness in respect of an expenditure is located outside Canada, and 
the Minister of National Revenue is not satisfied that the indebtedness is not a lim- 
ited-recourse amount. In such a case, the indebtedness is deemed to be a limited- 
recourse amount in respect of the expenditure. Subsection 143.2(13) is extended to 
also apply in respect of an indebtedness that relates to a gift or political contribution 
made after February 18, 2003. red Ci. 
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(a) the information is provided to the Minister; or 


(b) the information is located in a country with which the Goy- 
ernment of Canada has entered into a tax convention or agree- 
ment that has the force of law in Canada and includes a provi- 
sion under which the Minister can obtain the information. 


(14) Information located outside Canada — For the purpose 
of this section, where it can reasonably be considered that informa- 
tion relating to whether a taxpayer is not dealing at arm’s length 
with another taxpayer is available outside Canada and the Minister 
is not satisfied that the taxpayer is dealing at arm’s length with the 
other taxpayer, the taxpayer and the other taxpayer are deemed not 
to be dealing with each other at arm’s length unless 


(a) the information is provided to the Minister; or 


(b) the information is located in a country with which the Goy- 
ernment of Canada has entered into a tax convention or agree- 
ment that has the force of law in Canada and includes a provi- 
sion under which the Minister can obtain the information. 


(15) Assessments — Notwithstanding subsections 152(4) to (5), 
such assessments, determinations and redeterminations may be 
made as are necessary to give effect to this section. 


Related Provisions: 237.1(6.2) — Late assessment to deny deduction when penalty 
unpaid. 

History [s. 143.2]: S. 143.2 added by 1998, c. 19, s. 168, applicable to property 
acquired and to outlays and expenses made or incurred by a taxpayer after November 
1994, except that 


(a) it does not apply where 


(i) the property was acquired, or the outlay or expense was made or incurred, 
before 1995 pursuant to an agreement in writing made by the taxpayer before 
December 1994, or 


(ii) the property is 


(A) a film production prescribed for the purpose of subpara. 96(2.2)(d)(ii) 
where 


(I) the principal photography of the production began before 1995, or, 
in the case of a production that is a television series, one episode of 
the series began before 1995, and 


(ID) the principal photography of the production was completed before 
March 2, 1995, or 


(B) an interest in a partnership (all or substantially all of the property of 
which is a film production referred to in clause (A)) acquired before 1995 
by a taxpayer that is a partnership 


and the following conditions are met: 


(iii) in the case of an interest that is a tax shelter for which s. 237.1 requires an 
identification number to be obtained, an identification number was obtained 
before December 1994, and 


(iv) there is no agreement or other arrangement under which the taxpayer’s 
obligations with respect to the interest can be changed, reduced or waived if 
there is a change to the Act or if there is an adverse assessment under the Act; 


(b) it does not apply to revenue guarantees prescribed for the purpose of subpara. 
96(2.2)(d)(ii) that were granted before 1996; 


(c) subpara. 143.2(6)(b)(ii) does not apply 


(i) to property acquired, or outlays or expenses made or incurred, by a taxpayer 
before April 27, 1995, or 


(ii) to property acquired, or outlays or expenses made or incurred, by a tax- 
payer before 1996 pursuant to a particular agreement in writing made by the 
taxpayer before April 27, 1995 where the following conditions are met: 


(A) in the case of a property that is a tax shelter for which s. 237.1 requires 
an identification number, an identification number was obtained before 
April 27, 1995, and 


(B) there is no agreement or other arrangement under which the taxpayer’s 
obligations under the particular agreement can be changed, reduced or 
waived if there is a change to the Act or if there is an adverse assessment 
under the Act; 


(d) para. 143.2(7)(a) shall be read without reference to “not exceeding 10 years” 
where 


(i) the indebtedness arises 


(A) pursuant to the terms of an agreement in writing made by the taxpayer 
before April 27, 1995, 


(B) before 1996, in respect of the acquisition of a film production pre- 
scribed for the purpose of subpara. 96(2.2)(d)(ii) or an interest in a part- 
nership all or substantially all of the property of which is either a film 
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production prescribed for the purpose of that subparagraph or an interest | *@ 
in one or more partnerships all or substantially all of the property of each ' 
of which is such a film production, where 


(I) the principal photography of the production began before 1996, or, 
in the case of a production that is a television series, the principal 
photography of one episode of the series began before 1996, and 


(ID the principal photography of the production was completed before 
March 1996, or 


(C) before July 1995 


(I) pursuant to the terms of a document that is a prospectus, prelimi- 
nary prospectus or registration statement filed before April 27, 1995 
with a public authority in Canada pursuant to and in accordance with 
the securities legislation of Canada or of any province and, where re- 
quired by law, accepted for filing by the public authority, and the 
funds so raised were expended before 1996 on expenditures contem- 
plated by the document, or 


(II) pursuant to the terms of an offering memorandum distributed as 
part of an offering of securities where 


1. the memorandum contained a complete or substantially com- 
plete description of the securities contemplated in the offering as 
well as the terms and conditions of the offering, 


2. the memorandum was distributed before April 27, 1995, 


3. solicitations in respect of the sale of the securities contemplated 
by the memorandum, were made before April 27, 1995, 


4. the sale of the securities was substantially in accordance with 
the memorandum, and 


5. the funds were expended before 1996 in accordance with the 
memorandum, and 


(ii) the following conditions are met: 


(A) in the case of an interest to which clause (i)(A) or (C) applies that is.a 
tax shelter for which s. 237.1 requires an identification number to be ob- 
tained, an identification number was obtained before April 27, 1995, and 


(B) there is no agreement or other arrangement under which the taxpayer’s 
obligations with respect to the interest can be changed, reduced or waived 
if there is a change to the Act or if there is an adverse assessment under 


the Act; and 
(e) subsec. 143.2(8) does not apply to a taxpayer in respect of an indebtedness 
(i) where the indebtedness aft Ne SE bi : vena ica ‘el, [2005] 2 cr Cc cc TCC) 
(A) arose, and LD a value 0 tion granted by a taxpayer is not oe to be 


(B) is related to property acquired, or outlays or expenses made or in- 
curred, by the taxpayer 


before April 27, 1995, nor 
(ii) where the indebtedness 
(A) arose, and 


(B) is related to property acquired, or outlays or expenses made or in- 
curred, by the taxpayer, 


before 1996 pursuant to a particular agreement in writing made by the taxpayer 

before April 27, 1995 and there is no agreement or other arrangement under 

which the taxpayer’s obligations under the particular agreement can be 

changed, reduced or waived if there is a change to the Act or if there is an 
_ adverse assessment under the Act. 


Selected Cases [s. 143.2]: Madell v. R., [2009] 5 C.T.C. 31 (FCA) (Prepaid royalty 
expenses, partnership losses, fees disallowed under tax shelter rules). 


Definitions [s. 143.2]: “amount” — 143.2(4), (5.1), (6), 248(1); “arm’s length” — 
143.2(11), 251(1); “at-risk adjustment” — 143.2(2), (3); “benefit” — 143.2(4), (5.1); 
“business” — 248(1); “Canada” — 255; “consequence of the death” — 248(8); “ex 
penditure” — 143.2(1), (6); “former limited-recourse indebtedness” — 143.2(9); “in- 
surance corporation” — 248(1); “limited partner” — 143.2(1); “limited-recourse 
amount” — 143.2(1), (7), (8); “Minister? — 248(1); “monetary contribution” — 
127(4.1); “prescribed” — 248(1); “prescribed rate’ — Reg. 4301; “principal amount’, 
“property” — 248(1); “repaid amount” — 143.2(9); “regulation” — 248(1); “secur- 
ity’ — Interpretation Act 35(1); “series” — 248(10); “specified member” — 248(1); 
“tax shelter investment” — 143.2(1); “taxpayer” — 143.2(1), 248(1); “taxation 
year” — 249. 


hares ‘options is not an expen 
ons — The ies aaa definitions AnD in . 


ae to ‘wbessdon 143. 3G) Sinelnae an | amount Wecalioe of a corporation. es an- 
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other corporation not dealing at arm’s length with the corporation) having issued a 
share of its capital stock at any particular time on or after November 17, 2005. The 
reductions apply to the corporation in computing its income, taxable income or tax 
payable or an amount considered to have been paid on account of the corporation’s 
tax payable. 


New paragraph 143.3(3)(a) applies on the issuance of the share (other than on the 
exercise of an option). Generally, the corporation is to reduce the related expenditure 
by the amount, if any, by which 


(i) the fair market value of the share 
exceeds 


(ii) if the transaction under which the share is issued is a transaction to which 
section 85, 85.1 or 138 applies, the amount determined under that section to be 
the cost to the corporation of the property acquired in consideration for the issu- 
ance of the share, or 


(iii) in any other case, the amount of consideration that is the fair market value of 


the property transferred to, or the services provided to, the issuing corporation _ 


for issuing the share. 


In addition, under new paragraph 143.3(3)(b), if the issuance of the share is a conse- : 
quence of the exercise of an option, generally the corporation is to reduce the related 


expenditure by the amount, if any, by which 
(i) the fair market value of the share 
exceeds 


(ii) that portion of the amount paid, pursuant to the terms of the option, by the 
holder to the issuing corporation for issuing the share. 


Example 
Facts 


In its 2006 taxation year, Corporation X grants an option to Y in return for $1,000 
worth of paintings by a little-known Canadian artist. Corporation X does not give 
cash or any other consideration for the paintings. The option gives Y the right to 


acquire one share of Corporation X for $10,000 in 2007. (At the time the option is” 


granted one share of Corporation X has a fair market value of $10,000.) 


In 2007, Y exercises the option and pays Corporation X $10,000 cash for the share. 
The share has a fair market value of $15,000 at the time of issue. 


Corporation X files its 2007 income tax return on the basis that the cost of the paint- 


ings is $5,000, representing the difference between the fair market value of the share 


when it was issued and the cash paid by Y for the share. 
Application of section 143.3 
1. On granting the option: 


« New subsection 143.3(2) applies to clarify shat here is no PR MIUTS by cae. 
ration X resulting from it issuing the option. / 


2. On the exercise of the option: 


When issuing the share on the exercise of the option, new paragraph 143.3(3)(b) 


ensures that an expenditure, if any, of Corporation X is reduced by $5,000 — being _ 


the amount by which 

$15,000 (the fair nae value of the share - see subparcecag) ( b)(i)) 
exceeds — 

$10,000 (the amount paid for jhe share — see subparagraph (b)(. ii. 


However, and as noted in the explanatory note accompanying new subsection 


143.3(5), the reductions provided for under subsections 143.3(3) and (4) do. not ap- 


ply to reduce an expenditure if the expenditure itself does not include an amount 
determined to be excesses described in those subsections. ] 


Related Provisions: 52(3)(a) — Cost of share received as stock dividend oe. 
amount deductible under 112(1); 143.3(5) — Exceptions. 


(4) Non-corporate interests — limitation — In computing a 
taxpayer’s (other than a corporation’s) income, taxable income or 
tax payable or an amount considered to have been paid on account 
of the taxpayer’s tax payable, an expenditure of the taxpayer that 
would — if this Act were read without reference to this subsec- 
tion — include an amount because of the taxpayer having issued 
an interest, or because of an interest being created, in itself at any 
particular time on or after November 17, 2005 is reduced by 


(a) if the issuance or creation of the interest is not a conse- 
quence of the exercise of an option, the amount, if any, by 
which the fair market value of the interest at the particular time 
exceeds 


(i) if the transaction under which the interest is issued is a 
transaction to which paragraph 70(6)(b) or 73(1.01)(c), 
subsection 97(2) or section 107.4 or 132.2 applies, the 
amount determined under that provision to be the cost to 
the taxpayer of the property acquired for the interest, or 
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(ii) in any other case, the amount of the consideration that 
is the fair market value of the property transferred to, or the 
services provided to, the taxpayer for the interest; and 


(b) if the issuance or creation of the interest is a consequence 
of the exercise of an option, the amount, if any, by which the 
fair market value of the interest at the particular time exceeds 
the amount paid, pursuant to the terms of the option, by the 
holder to the taxpayer for the interest. 
Technical Notes (July 2010): New subsection 143.3(4) provides for two reduc- 
tions that apply to a non-corporate taxpayer’s expenditure that would — if the Act 
were read without reference to subsection 143.3(4) — include an amount because the 
taxpayer (or another taxpayer not dealing at arm’s length with the taxpayer) issues or 
creates an interest in itself at any particular time on or after November 17, 2005. The 
reductions apply to the taxpayer in computing its income, taxable income or tax pay- 
able or an amount considered to have been paid on account of the taxpayer’s tax 
payable. 
In general terms, under new paragraph 143.3(4)(a), if the issuance or creation of the 
interest in a taxpayer is not a consequence of the exercise of an option, the taxpayer 
is to reduce the expenditure by the amount, if any, by which 
(i) the fair market value of the interest 
exceeds 


(ii) if the transaction under which the interest is issued or created is a transaction 
_to which paragraph 70(6)(b), subsection 97(2), paragraph 73(1.01)(c), subsection 
73(1.02), section 107.4 or 132.2 applies, the amount determined under that pro- 
vision to be the cost to the taxpayer of the property acquired for the interest, or 


Gii) in any other case, the amount of the consideration that is the fair market 
value of the property transferred to, or the services provided to, the taxpayer for 
the interest. 


In addition, under new paragraph 143.3(4)(b), if the issuance or creation of the inter- 
est is a consequence of the exercise of an option, the taxpayer is to reduce the expen- 
diture by the amount, if any, by which 


(i) the fair market value of the interest 
exceeds ood 
(ii) the amount paid, pursuant to the terms of the option, by the holder to the 
taxpayer for the interest. 
However, and as noted in the explanatory note accompanying new subsection 
143.3(5), the reductions provided for under subsections 143.3(3) and (4) do not apply 


to reduce an expenditure if the expenditure itself does not include an amount deter- 
mined to be excesses described in those subsections. 


Related Provisions: 143.3(5) — Exceptions. 


(5) Clarification — For greater certainty, 


(a) subsection (2) does not apply to reduce an expenditure that 
is a commission, fee or other amount for services rendered by 
a person as a salesperson, agent or dealer in securities in the 
course of the issuance of an option; 


(b) subsections (3) and (4) do not apply to reduce an expendi- 
ture of a taxpayer to the extent that the expenditure does not 
‘include an amount determined to be an excess under those 
subsections; 


(c) this section does not apply to determine the cost or capital 
cost of property determined under subsection 70(6), section 73, 
85 or 85.1, subsection 97(2) or section 107.4, 132.2 or 138; 


(d) this section does not apply to determine the amount of a 
taxpayer’s expenditure if the amount of the expenditure as de- 
termined under section 69 is less than the amount that would, 
if this subsection were read without reference to this ‘para- 
graph, be the amount of the Shana as determined under 
this section; and 


(e) for the purposes of subparagraph (3)(a)(ii), the issuance of 
a share of a taxpayer that is a corporation is deemed to be a 
transfer of property. 
Letter from Dept. of Finance, Dec. 10, 2009: 
Ms. Sandra Jack, Q.C. and Mr. D. Brett Anderson, Felesky Elyan LLP, Calgary, AB 
Dear Ms. Jack and Mr. Anderson: 
I am replying to your letter of November 24, 2009 concerning pee section 
143.3 of the Income Tax Act. 


In your letter, you note that proposed section 143.3 limits a taxpayer's cost of pro- 
perty in circumstances where the taxpayer issues its own shares as consideration for — 
the acquisition of the property. You are concerned that the proposal would yield in- 
appropriate results in circumstances where a corporation (the “first corporation”) is- 
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sues shares in consideration for another corporation (the “second corporation”) issu- 
ing shares to it. In these circumstances, and based on a conclusion that the issuance 
of shares by the second corporation is not a “transfer” of propert by that second 
corporation, you are of the view that the cost of the second corporatic Ws shares ac- 
quired by the first corporation would be reduced to zero because there way no pro- 
perty. “transferred” by the second corporation to the first corporation, 


In view of the above, you recommend that the proposed legislation 
ensure that the i issuance of aberes be the second SOOO. in these ci 


section 143.3 be clarified to 5 aaeely address. itis concern applicable to shares is- 
sued on and after November 17, 2 {See now 143.3(5)(e), first introduced in the 


ol legislation of Hee 16, 2010 — seal While I cannot ae ae assurance that 


hope that this statement of our intentions is oe) ss > you. a 


‘Yours sincerely, 
Gerard Lalonde, Director, Tax Legislation Division, Ts bey Branch 


[Essentially identical letters of the same date were “written. to Bernadette Johnston, 
VP Taxation of Thomson Reuters, and to Eldorado Gold Cop. — ed.] 


Technical Notes (July 2010): New subsection 143. 3(5) pr rovid five rules for 
greater certainty, | : 


First, paragraph 143. 3(5)(a) ‘lerifies ‘that subsection 143.3) does not ‘reduce an ex- 


penditure that is a commission, fee or other amount for services rendered by a person 
asa salesperson, be or dealer i in securities in the 
option. — 


Second, paragraph 143.3(5)(b) clarifies that subsections 14 3(3) and (4) do not ap- 
ply to reduce an expenditure to the extent that the nditure does not include an 
amount determined to be an excess under those subsections. For example, if a corpo- _ 
fation were to issue shares of its capital stock having a fair market value of $100 in 
consideration for having acquired property or services having a fair market value of 


$40, no excess exists under paragraph 143. 33)(a) if the expenditure of the corpora- _ 


tion for the property or services claimed by the corporation without reference to sec- 
tion 143.3 is, for income tax purposes, $40. To the extent the corp < 
claim an expenditure in excess of that $40, paragrap 1 143. 3(3)(a) would reduce that 
excess to nil. Paragraph 143.3(5)(b) recognizes that the jurisprudence that would _ 
treat an expenditure of the type reduced by subsections 143.3(3) and (4) currently 
applies only to scientific research and experimental development (SR&ED) tax cred- 
its, and is limited to a single decision of the Tax Court of Canada [Alcatel, [2005] 2 


cr. C. 2001 —ed.]. It may very well transpire that future jurisprudence | may con- 


strain. or elninete any such arenes that mney be considered f arise in these 
circumstances. _ 


Third, paragraph 143. 3(5)(6) clarifies that section 143. 3 jes) not coe the cost — 


or capital cost of property determined under certain tax-deferral, rules. | For example, 
if section 85 deems a transferee corporation that acquires -non-depreciable ope 
property to do so at a cost of $100 i in circumstances v > corporation issued a 
share of its capital stock having a fair market value of $200, « section does not 
decrease or increase ae $100 cost - the property to the a S determined 
under section 85. 


Fourth, ‘paragraph 143. 365)(d) binnfies that han 143. 3 ple not a 
amount of a taxpayer’ '§ expenditure if the amount of the expenditure as 
under section 69 is less than an amount determined under section 143. 3. 


Fifth, "paragraph 143 3(S)(e) clarifies that that the issuance of a share is a transfer of 


property for the ‘purposes - of subparagraphs (3)(a)(Gi). In particular, paragraph 
143.3(3)(a)Gi) refers to “property transferred to” an issuing Oo 


graph (5)(e) clarifies that, if another corporation issues shares of its capital stock to” 


the issuing corporation, that other corporation is “transferring” property to the i issuing | 
corporation for the purposes of ihe. issuing cerpocation applying i“ in eae in 
subsection 143, 33). — : 
Application: The July 16, 2010 draft iegiaiation (Part ae tect, s. “100 
add s. 143.3, applicable after November 16, 2005. : . 


Dept. of Finance news release 2005-080, Nov. 17, 2005: ee bf Finance 
Proposes — Amendments acu. the dncome Tax Treatment Pi Certain 
Expenditures y 


Minister of Finance Ralph Goollale ie acted to ee tie income tax sis by 
ensuring that tax credits and deductions claimed by corporations are appropriate. 
Specifically, he tabled a Notice of Ways and Means Motion proposing amendments 
to the Income Tax Act to clarify that the amount of an expenditure allowable to a 
taxpayer, and upon which a tax credit or deduction may be claimed, is limited to me 
amount actually disbursed by the taxpayer, : 


The proposed amendments respond to a recent Tax Coun “CE Coan decision [Al- 
catel, [2005] 2 C.T.C. 2001 — ed. ] involving shares issued under an employee stock 
option plan. The amount paid by the employees was less than the value of the shares 
at the time they were issued, and the Court allowed the corporation to treat the differ- 
ence as a scientific research and experimental development ion oie 
qualifying for SR&ED tax credits. < 


se of the issuance of the 


S. 144(1) 


The proposed amendments are designed to ensure that, for income tax purposes, no 
expenditure will be considered to have been made by a taxpayer except to the extent 
of an actual outlay or expense incurred by the axpayer. ; 


A related alee (22002. 2) 24. ] is meant to ensure that a oayer cannot deduct 
y C or be eligible for investment tax credits, if the taxpayer takes 
conte owe i to make. a claim under the Income Tax 


In sed ‘the ee Stet to as pa option applies to options granted 
and shares issued on or after today, and the proposal Seg ea eee and invest- 
ment tax ea claims aceees on and after today. : 7 


, s additional information about these proposals. 
References 1 “Announcement ay” in the ‘proposed eS ‘and ee) 
notes should be read as referring to today’s date. - L - - 


For | further information, media may contact; Pat Breton, Press Secretary, Office of 
the Mi ister of Finance, (613) 996-7861; David Gamble, Public Affairs and ae 
tions Division, (6 13) 996-8080. - 


Backgrounder 


Canada’ income tax system in one provides: tax wetomition to. ueidioesae in- 
curred to earn income to the extent that a taxpayer disburses, or is obligated to dis- 
burse, money or money's worth. However, a recent court decision has brought into 
question whether there is an expenditure in certain circumstances for which, tradi- 
tionally, no expenditure had been recognized for income tax purposes. The back- 
ground to this issue and the Government's proposed response is discussed below. 


The Amount oft an Expenditure — Disbursement of Money or Money’ Ss Worth 


The income tax system generally recognizes an expenditure to the extent that a tax- 
payer has provided consideration in the form of money or money’s worth. Examples 
of non-monetary consideration include the provision of services, the provision of 
movable or immovable property and the assumption of a liability. The issuance of 
shares by a corporation, in exchange for the provision of goods or services to it, may 
also be treated as an expenditure for income tax purposes, but the amount of the 
expenditur ‘made by the | ‘corporation has recently come into question. 


‘The case law 1as traditionally allowed a corporation in such. cases ‘to consolidate two 
ions into one: ( 1) the corporation provides consideration on the acquisition of 
service from the other person, and (2) the other person reinvests that 
consideration in the corporation on the issuance of capital stock of the corporation to 
the other person. When considered this way, if the other person’s obligation to pay 
the corporation for the issued shares is satisfied with an asset or the provision of 
services, the corporation is generally considered as having acquired the asset or in- 
curred an expenditure i in respect of the asset or services at a cost equal to the amount 
invested by the ewer Pee: in the ——_ as reflected in the Gass s share 
capital. Ly 


However 1 ina Rigs? 2005 decision of the Tax Court of Canada ee [2005] 2 
C.T.C. 2001 — ed.] a corporate taxpayer was allowed to claim an SR&ED tax credit 
for the amount by which the fair market value of shares issued by the corporation. 
exceeded the exercise price payable to the corporation for its shares under an em- 
Ploy stock sine eee ae Te Court noicd that the value of the shares in excess 


a excesses iS not repieseht & an ae of a enponues. sae they schally re- 
present a dilution of the value of the share equity of the other shareholders of the 
corporation. Such excesses were not intended to be considered — under 
the SR&ED tax incentive program. 


The rules announced today clarify that such an excess will not be oogewats as an 
expenditure for i income tax purposes. Similar clarifying rules are provided for cases 
involving the issuance of interests in partnerships and trusts. As well, the rules clarify 
that no expenditure arises solely by virtue of a ae granting an wipe to ope 
an interest in itself. < 


Late te Claims for Tax Incentives’ : 
[Reproduced under 220(2. 2)- —ed.] 


Definitions {s. 143. 3]: “amount” — 248(1); “arm's length” — 251(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “expenditure” — 143. a0), ‘option’ — 
143.3(1); “person”, PRY oe “share”, “taxable income’ Tey, es — 
143.3(1), 24801). 


DIVISION G — DEFERRED AND OTHER SPECIAL 
INCOME ARRANGEMENTS 


Employees Profit Sharing Plans 


144. (1) Definitions — The definitions in this subsection apply in 
this section. 
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“employees profit sharing plan” at a particular time means an 
arrangement 


(a) under which payments computed by reference to 
(i) an employer’s profits from the employer’s business, 


(ii) the profits from the business of a corporation with which 
the employer does not deal at arm’s length, or 


(iii) any combination of the amounts described in subpara- 
graphs (i) and (ii) 
are required to be made by the employer to a trustee under the 
arrangement for the benefit of employees of the employer or of a 
corporation with which the employer does not deal at arm’s 
length; and 


(b) in respect of which the trustee has, since the later of the be- 
ginning of the arrangement and the end of 1949, allocated, either 
contingently or absolutely, to those employees 


(i) in each year that ended at or before the particular time, all 
amounts received in the year by the trustee from the em- 
ployer or from a corporation with which the employer does 
not deal at arm’s length, 


(ii) in each year that ended at or before the particular time, all 
profits for the year from the property of the trust (determined 
without regard to any capital gain made by the trust or capital 
loss sustained by it at any time after 1955), 


(111) in each year that ended after 1971 and at or before the 
particular time, all capital gains and capital losses of the trust 
for the year, 


(iv) in each year that ended after 1971, before 1993 and at or 
before the particular time, 100/15 of the total of all amounts 
each of which is deemed by subsection (9) to be paid on ac- 
count of tax under this Part in respect of an employee be- 
cause the employee ceased to be a beneficiary under the plan 
in the year, and 


(v) in each year that ended after 1991 and at or before the 
particular time, the total of all amounts each of which is an 
amount that may be deducted under subsection (9) in com- 
puting the employee’s income because the employee ceased 
to be a beneficiary under the plan in the year. 
Related Provisions: 75(3)(a) — Reversionary trust rules do not apply to EPSP; 
94(1)“exempt foreign trust”(e) — Non-resident EPSP excluded from non-resident trust 
rules; 108(1)‘trust”(a) — “Trust” does not include an EPSP for certain purposes; 
128.1(10)“excluded right or interest’(a)(v) — No deemed disposition on emigration; 
144(9) — Refunds; 144(10) — Payments out of profits; 144(11) — Year-end on be- 
coming DPSP; 147(6)—DPSP deemed not to be EPSP; 233.2(1)“exempt 
trust’’(b)(iv)(B) — foreign EPSP exempt from foreign trust reporting rules; 248(1)“dis- 
position’’(f)(vi) — Rollover from one trust to another; 248(1)“employees profit sharing 
plan” — Definition applies to entire Act; 251(1) — Arm’s length. 


Regulations: 204(3)(b) (no requirement to file regular trust return); 212 (information 
return). 


Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits; IT-379R: Employees profit sharing plans — alloca- 
tions to beneficiaries. 


“unused portion of a beneficiary’s exempt capital gains bal- 
ance” in respect of a trust governed by an employees profit sharing 
plan, at any particular time in a taxation year of the beneficiary, 
means 


(a) where the year ends before 2005, the amount, if any, by 
which the beneficiary’s exempt capital gains balance (in this 
paragraph having the same meaning as in subsection 39.1(1)) in 
respect of the trust for the year exceeds the total of all amounts 
each of which is an amount by which a capital gain is reduced 
under section 39.1 in the year because of the beneficiary’s ex- 
empt capital gains balance in respect of the trust; or 


(b) where the year ends after 2004, the amount, if any, by which 


(i) the amount, if any, that would, if the definition “exempt 
capital gains balance” in subsection 39.1(1) were read with- 
out reference to “that ends before 2005”, be the beneficiary’s 
exempt capital gains balance in respect of the trust for the 
year 
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exceeds 


(ii) where there has been a disposition of an interest or a part | 


of an interest of the beneficiary in the trust after the benefici- 
ary’s 2004 taxation year (other than a disposition that is a 
part of a transaction described in paragraph (7.1)(c) in which 
property is received in satisfaction of all or a portion of the 
beneficiary’s interests in the trust), the total of all amounts 
each of which is an amount by which the adjusted cost base 
of an interest or a part of an interest disposed of by the bene- 
ficiary (other than an interest or a part of an interest that is all 
or a portion of the beneficiary’s interests referred to in para- 
graph (7.1)(c)) was increased because of paragraph 53(1)(p), 
and 


(iii) in any other case, nil. 


History: Subsec. 144(1) amended by 1998, c. 19, subsecs. 169(1) and (2), applicable 
to 1994 et seq., except that subpara. (a)(iii) is applicable to 1992 et seg. Subsec. 144(1) 
formerly read: 


(1) In this section, an “employees profit sharing plan” at a particular time means 
an arrangement 


(a) under which payments computed by reference to 
(i) an employer’s profits from the employer’s business, 


(ii) the profits from the business of a corporation with which the em- 
ployer does not deal at arm’s length, or 


(iii) any combination of the amounts described in paragraphs (a) and (b) 


are required to be made by the employer to a trustee under the arrangement 
for the benefit of employees of the employer or of a corporation with which 
the employer does not deal at arm’s length, and 


(b) in respect of which the trustee has, since the later of the beginning of the 
arrangement and the end of 1949, allocated, either contingently or abso- 
lutely, to those employees 


(i) in each year that ended at or before the particular time, all amounts 
received in the year by the trustee from the employer or from a corpora- 
tion with which the employer does not deal at arm’s length, 


(ii) in each year that ended at or before the particular time, all profits for 
the year from the property of the trust (determined without regard to any 
capital gain made by the trust or capital loss sustained by it at any time 
after 1955), 


(iii) in each year that ended after 1971 and at or before the particular 
time, all capital gains and capital losses of the trust for the year, 


(iv) in each year that ended after 1971, before 1993 and at or before the 
particular time, 100/15 of the total of all amounts each of which is 
deemed by subsection (9) to be paid on account of tax under this Part in 
respect of an employee because the employee ceased to be a beneficiary 
under the plan in the year, and 


(v) in each year that ended after 1991 and at or before the particular 
time, the total of all amounts each of which is an amount that an em- 
ployee is entitled to deduct under subsection (9) in computing income 
because the employee ceased to be a beneficiary under the plan in the 
year. 


Subsec. 144(1) substituted by 1994, c. 21, subsec. 68(1), applicable to 1992 et seq. and, 
where an amount was paid to a person before 1993 without first having been allocated 
to that person, it shall be deemed for the purposes of the subsec. to have been allocated 
to that person. Subsec. 144(1) formerly read: 


(1) Definition of “employees profit sharing plan” — In this section, an “em- 
ployees profit sharing plan” means an arrangement under which payments com- 
puted by reference to an employer’s profits from the employer’s business or by 
reference to an employer’s profits from the employer’s business and the profits, 
if any, from the business of a corporation with whom an employer does not deal 
at arm’s length are made by the employer to a trustee in trust for the benefit of 
officers or employees of the employer or of a corporation with whom the em- 
ployer does not deal at arm’s length (whether or not payments are also made to 
the trustee by the officers or employees), and under which the trustee has, since 
the commencement of the plan or the end of 1949, whichever is the later, each 
year allocated either contingently or absolutely to individual officers or 
employees, 

(a) all amounts received by the trustee from the employer or from a corpora- 

tion with whom the employer does not deal at arm’s length, 


(b) all profits from the trust property (computed without regard to any capi- 
tal gain made by the trust or capital loss sustained by it at any time since the 
end of 1955), 


(c) all capital gains and capital losses of the trust for taxation years ending 
after 1971, and s 
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(d) all amounts injrespect of which employees who have, after 1971, ceased 
to be beneficiaries under the arrangement are deemed by subsection.(9) to 
have made a payment on account of tax under this Part, 


in such a manner that the total of all those amounts, profits, gains and losses, 
minus such portion thereof as has been paid to beneficiaries under the trust, is 
allocated either contingently or absolutely to officers or employees who are ben- 
eficiaries thereunder. 


Selected Cases [subsec. 144(1)]: Allan A. Greber Professional Corp. v. R., [2007] 
4 C.T.C. 2097 (TCC) (No CCP obligation re funds paid to EPSP, even where entire 
salary paid to. EPSP). 


(2) No tax while trust governed by a plan — No tax is paya- 
ble under this Part by a trust on the taxable income of the trust for a 
taxation year throughout which the trust is governed by an employ- 
ees profit sharing plan. 


Related Provisions: 149(1)(p) — Exemption from tax. 


History: Subsec. 144(2) substituted by 1994, c. 21, subsec. 68(1), Atte to 1993 
et seq. That subsec. formerly read: 


(2) No tax is payable under this Part by a trust on the taxable income of the trust 
for a period during which the trust was governed by an employees profit sharing 
plan. 


(3) Allocation contingent or absolute taxable — There shall 
be included in computing the income for a taxation year of an em- 
ployee who is a beneficiary under an employees profit sharing plan 
each amount that is allocated to the employee contingently or abso- 
lutely by the trustee under the plan at any time in the year otherwise 
than in respect of 


(a) a payment made by the employee to the trustee; 
(b).a capital gain made by the trust before 1972; 


(c) a capital gain of the trust for a taxation year ending after 
1971; 


(d) a gain made by the trust after 1971 from the disposition of a 
capital property except to the extent that the gain is a capital 
gain described in paragraph: (c); or 


(e) a dividend received by, the trust from a taxable Canadian 
corporation. 


(f) [Repealed] 


Related Provisions: 6(1)(d) — Inclusion in income from employment; ‘144(8) — 
Allocation of credit for dividends; |147(11) — Portion of receipts deductible where 
EPSP later becomes a DPSP. 


History: Para. 144(3)(f) repealed by 1994, c::21, subsec. 68(2), applicable to 1992 et 
seq., except that a taxpayer may elect that the repeal not apply to the itaxpayer’s 1992 
taxation year by so:notifying Revenue Canada in writing before the end of December 
1994. That para. formerly read: 


(f) interest received by the trust. 
Regulations: 212 (information return). 


Interpretation Bulletins: IT-379R: Employees’ profit sharing he — allocations to 
beneficiaries. 


Forms: T4PS: Statement of employee profit sharing plan allocations and payments; 
T4PS Summary: Employee’ profit-sharing plan payments’ and allocations; T4PS 
Segment. 


(4) Allocated capital gains and losses — Each capital gain 
and capital loss of a trust governed by an employees profit sharing 
plan from the disposition of any property shall, to the extent that it 
is allocated by the trust.to.an,employee who is. a beneficiary under 
the plan, be deemed to be a capital gain or capital loss, as the case 
may be, of the employee from the disposition of that property for 
the taxation year of the employee in which the allocation was made 
and, for the purposes of section 110.6, the property shall be deemed 
to have been disposed of by the employee on the day on which it 
was disposed of by the trust. 

Related Provisions: 6(1)(d)— Allocations etc. under profit sharing plan; 
39.1(1)exempt capital gains balance”C(c), 39.1(6) — Reduction in gain to reflect cap- 
ital gains exemption election. 


History: Subsec. 144(4) amended by. 1995, c. 3, s. 42, applicable to 1994 et seq. Sub- 
sec. (4) formerly read: 


(4) Any capital gain of a trust governed by an employees profit sharing plan or 
any capital loss of the trust for a taxation year ending after 1971 from the dispo- 
sition of any property shall, to the extent that it has been allocated by the trust to 
an employee who is a beneficiary under the plan, be deemed to be a capital gain 


S. 144(7) 


or capital loss, as the case may be, of the employee from the disposition of that 
property, for the taxation year of the employee in which the allocation was made. 


Interpretation Bulletins: IT-379R: Employees profit sharing plans — allocations to 
beneficiaries. 


(4.1) Idem — Notwithstanding subsection 26(6) of the Income Tax 
Application Rules, where at any time before 1976 the trustee of a 
trust governed by an employees profit sharing plan so elects in pre- 
scribed manner, the trust shall be deemed 


(a) to have, on December 31, 1971, disposed of each property 
owned by the trust on that day for proceeds of disposition equal 
to the fair market value of the property on that day, and 


(b) to have, on January 1, 1972, reacquired each property de- 
scribed in paragraph (a) for the amount referred to in that 
paragraph, 
if the trustee under the plan has, before 1976, allocated the total of 
all capital gains and capital losses resulting from the deemed dispo- 
sitions among the employees or other beneficiaries under the plan to 
the extent that the trustee under the plan has not previously so allo- 
cated them. 
Related Provisions: 54“superficial loss”(c) — Superticial loss rule does not apply. 
Regulations: 1500(1) (prescribed manner). 


Interpretation Bulletins: IT-379R: Employees profit sharing plans — allocations to 
beneficiaries. 


(4.2) Idem — Where a trust governed by an employees profit shar- 
ing plan 


(a) was governed by an employees profit sharing plan on. De- 
cember 31, 1971, and the trustee of the trust has made an elec- 
tion under subsection (4.1), or 


(b) was not governed by an employees profit sharing plan on 
December 31, 1971, 


the trustee of the trust may, in any taxation year after 1973, elect in 
prescribed manner and prescribed form to treat any capital property 
of the trust as having been disposed of, in which event the property 
shall be deemed to have been disposed of on any day designated by 
the trustee for proceeds of disposition equal to 


(c) the fair market. value of the property on that day, 


(d) the adjusted cost base to the trust of the property on that day, 
or 


(e€) an amount that is neither greater than the greater of the 
amounts determined under paragraphs (c) and (d) nor less than 
the lesser of the amounts determined under those paragraphs 


whichever is designated by the trustee and to have been reacquired 
by the trust immediately thereafter at a cost equal to those proceeds. 
Related Provisions: 54“superficial loss”(c) — Superficial loss rule does not apply. 
Regulations: 1500(2) (prescribed manner). 

Interpretation Bulletins: IT-379R: Employees profit sharing plans — allocations to 
beneficiaries. 


Forms: T3009: Election for deemed disposition and reacquisition of any capital pro- 
perty of an employees profit sharing plan under subsection 144(4.2). 


(5) Employer’s contribution to trust deductible — An 
amount paid by an employer to a trustee under an employees profit 
sharing plan during a taxation year or within 120 days thereafter 
may be deducted in computing the employer’s income for the taxa- 
tion year to the extent that it was not deductible in computing in- 
come for a previous taxation year. 

Related Provisions: 12(1)(n) — Benefits from employees profit sharing, plan — 
income to employer; 18(1)(k) — Limitation re employer’s contribution under profit 
sharing plan; 20(1)(w) —Employer’s contribution under profit sharing plan. 


(6) Beneficiary’s receipts deductible — An amount received 
in a taxation year by a beneficiary from a trustee under an employ- 
ees profit sharing plan shall not be included in computing the bene- 
ficiary’s income for the year. 


Related Provisions: 12(1)(n) — Benefits from employees profit sharing plan — 
income. to employer; 18(1)(k)(@j), 20(1)(w) — Deduction for employer’s contribution. 


(7) Beneficiary’s receipts that are not deductible — Not- 
withstanding subsection (6), such portion of an amount received in 
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a taxation year by a beneficiary from the trustee under an employ- 
ees profit sharing plan as cannot be established to be attributable to 


(a) payments made by the employee to the trustee, 


(b) amounts required to be included in computing the income of 
the employee for that or a previous taxation year, 


(c) a capital gain made by the trust before 1972, 


(d) a capital gain made by the trust for a taxation year ending 
after 1971, to the extent allocated by the trust to the beneficiary, 


(e) a gain made by the trust after 1971 from the disposition of a 
capital property, except to the extent that the gain is a capital 
gain made by the trust for a taxation year ending after 1971, 


(f) the portion, if any, of the increase in the value of property 
transferred to the beneficiary by the trustee that would have been 
considered to be a capital gain made by the trust in 1971 if the 
trustee had sold the property on December 31, 1971 for its fair 
market value at that time, or 


(g) a dividend received by the trust from a taxable Canadian cor- 
poration other than a dividend described in subsection 83(1), to 
the extent allocated by the trust to the beneficiary, 


shall be included in computing the beneficiary’s income for the year 
in which the amount was received, except that in determining the 
amount of any payments or other things described in any paragraph 
of this subsection, the amount thereof otherwise determined shall be 
reduced by such portion of the total of all capital losses of the trust 
for taxation years ending after 1971 as has been allocated by the 
trust to the beneficiary and has not been applied to reduce the 
amount of any payments or other things described in any other par- 
agraph of this subsection. 


Related Provisions: 6(1)(d) — Allocations etc. under profit sharing plan; 212 — 
Tax on Canadian income of non-resident persons. 


Interpretation Bulletins: IT-379R: Employees profit sharing plan — allocations to 
beneficiaries. 


Forms: T4PS: Statement of employee profit sharing plan allocations and payments; 
T4PS Summary: Employee profit-sharing plan payments and allocations; T4PS 
Segment. 


(7.1) Where property other than money received by bene- 
ficiary — Where, at any particular time in a taxation year of a trust 
governed by an employees profit sharing plan, an amount was re- 
ceived by a beneficiary from the trustee under the plan and the 
amount so received was property other than money, the following 
rules apply in respect of each such property so received by the ben- 
eficiary at the particular time: 


(a) the amount that was the cost amount to the trust of the pro- 


perty immediately before the particular time shall be deemed to 
be the trust’s proceeds of disposition of the property; and 


(b) that proportion of 


(i) such portion of the amount received by the beneficiary as 
can be established to be attributable to the payments or other 
things described in paragraphs (7)(a) to (g) (on the assump- 
tion that the amount of any payments. or other things de- 
scribed in any such paragraph is the amount thereof deter- 
mined as provided in subsection (7)) 


that 


(ii) the cost amount to the trust of the property immediately 
before the particular time 


is of 
(iii) the cost amounts to the trust of all properties, other than 
money, so received by the beneficiary at the particular time, 
is, subject to paragraph (c), deemed to be 
(iv) the cost to the beneficiary of the property, and 


(v) for the purposes of subsection (7) but not for the purposes 
of this subsection, the amount so received by the beneficiary 
by virtue of the receipt by the beneficiary of the property. 


(c) where a particular property received is all or a portion of pro- 
perty received in satisfaction of all or a portion of the benefici- 
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ary’s interests in the trust and the beneficiary files with the Min- 
ister on or before the beneficiary’s filing-due date for the 
taxation year that includes the particular time an election in re- 
spect of the particular property in prescribed form, there shall be 
included in the cost to the beneficiary of the particular property 
determined under paragraph (b) the least of 


(i) the amount, if any, by which the unused portion of the 
beneficiary’s exempt capital gains balance in respect of the 
trust at the particular time exceeds the total of all amounts 
each of which is an amount included because of this para- 
graph in the cost to the beneficiary of another property re- 
ceived by the beneficiary at or before the particular time in 
the year, 


(ii) the amount, if any, by which the fair market value of the 
particular property at the particular time exceeds the amount 
deemed by subparagraph (b)(iv) to be the cost to the benefi- 
ciary of the particular property, and 


(iii) the amount designated in the election in respect of the 
particular property. 
Related Provisions: 39.1(1)“exempt capital gains balance”F(a) — Exempt capital 
gains balance of flow-through entity. 
History: The portion of para. 144(7.1)(b) between subparas. (iii) and (iv) amended, 
para. 144(7.1)(c) added, by 1998, c. 19, subsec. 169(3), (4); the portion applicable to 
1994 et seg., para. (c) applicable to 1994 et seg., and a prescribed form filed under 
para. 144(7.1)(c) before January 1999 is deemed to be filed on time. The portion of 
para. 144(7.1)(b) between subparas. (iii) and (iv) formerly read: 


shall be deemed to be 


Interpretation Bulletins: IT-379R: Employees profit sharing plan — allocations to 
beneficiaries. 


Forms: T4PS: Statement of employee profit sharing plan allocations and payments; 
T4PS Summary: Employee profit-sharing plan payments and allocations; T4PS 
Segment. 


(8) Allocation of credit for dividends — Where there has been 
included in computing the income of a trust for a taxation year dur- 
ing which the trust was governed by an employees profit sharing 
plan taxable dividends from taxable Canadian corporations and 
there has been allocated by the trustee under the plan for the pur- 
poses of this subsection an amount for the year to one or more of 
the employees who are beneficiaries under the plan, which amount 
or the total of which amounts does not exceed the amount of the 
taxable dividends so included, each of the employees who are bene- 
ficiaries under the plan shall be deemed to have received a taxable 
dividend from a taxable Canadian corporation equal to the lesser of 


(a) the amount, if any, that would be included in computing the 
employee’s income for the year by virtue of this section, if this 
section were read without reference to paragraph (3)(e), and 


(b) the amount, if any, so allocated for the purposes of this sub- _ 


section to the employee. 
Interpretation Bulletins: IT-379R: Employees profit sharing plans — allocations to 
beneficiaries. 


(8.1) Foreign tax deduction [foreign tax credit] — For the 
purpose of subsection 126(1), the following rules apply: 


(a) such portion of the income for a taxation year of a trust gov- © 


erned by an employees profit sharing plan from sources (other 
than businesses carried on by it) in a foreign country as 


(i) may reasonably be considered (having regard to all the 
circumstances including the terms and conditions of the plan) 
to be part of 


(A) the income that, by virtue of subsection (3), was in- 
cluded in computing the income for a taxation year of a 
particular employee who was a beneficiary under the 
plan, or 
(B) the amount, if any, by which 
(I) the total of amounts each of which is a capital gain 
of the trust that, by virtue of subsection (4), was 


deemed to be a capital gain of the particular employee 
for a taxation year i 
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exceeds 


(II) the total of amounts each of which is a capital loss 
of the trust that, by virtue of subsection (4), was 
deemed to be a capital loss of the particular Sepwneyice 
for the taxation year, and 


(ii) was not designated by the trust in respect of any other 
employee who was a beneficiary under the plan, 


shall, if so designated by the trust in respect of the particular 
employee in its return of income for the year under this Part, be 
deemed to be income of the particular employee for the taxation 
year from sources in that country; and 


(b) an employée who is a beneficiary under an employees profit 
sharing plan shall be deemed to have paid as non-business-in- 
come tax for a taxation year, on the income that the employee is 
deemed by paragraph (a) to have for the year from sources in a 
foreign country, to the government of that, country an amount 
equal to that proportion of the non-business-income tax paid by 
the trust governed by the plan for the year to the government of 

that country, or to the government of a state, province or other 
political subdivision of that country (except such portion of that 
tax as was deductible under subsection 2001 1) in computing its 
income for the year) that 


(i) the income that the employee is deemed by paragraph (a) 
to have for the year from sources in 1 that country 


is of 
(11) the income of the trust for the year from sources (other 
than businesses carried on by it) in that country. 


(8.2) [Repealed] 


History: Subsec. 144(8.2) repealed by 1994, c. 21, subsec. 68(3), applicable to 1992 et 
seq., except that a taxpayer may elect that the repeal not apply to the taxpayer's 1992 
taxation. year by so notifying Revenue Canada in writing before the end of December 
1994. That subsec. formerly read: 


(8.2) Where interest has been included in computing the income of a trust for a 
taxation year during which the trust was governed by an employees profit shar- 
ing plan; and there has been allocated by the trustee under the’ plan for the pur- 
poses of this subsection an amount for the year to one or more of the employees 
who are beneficiaries under the plan, which amount or the total of which 
amounts does not exceed the amount of the interest so included, each of the em- 
ployees who are beneficiaries under the plan shall be deemed ‘to have received 
interest equal to the lesser of 


(a) the amount, if any, that would be included. in computing the employee’s 
income for the year by virtue of this section, if this section were read without 
reference to paragraph (3)(f), and 


(b) the amount, if any, so allocated for the purposes of this subsection to the 
employee. 


(9) Deduction for forfeited amounts — Where:a person ceases 
at any time in a taxation year to be a beneficiary under an employ- 
ees profit sharing plan and does not become a beneficiary under the 
plan after that time and in the year, there may be deducted in com- 
puting the person’s income for the year the amount determined by 
the formula 


where 


A is the total of all amounts.each of which is an amount included 
in computing the person’s income for the year or a preceding 
taxation year (other than‘an amount received before that time 
under the plan or an amount under the plan that the person is 
entitled at that time to receive) because. of an allocation (other 
than an allocation to which subsection (4) applies) to the person 
made contingently under the plan before that time, 


B. is the portion, if any, of the value of A that is included in the 
value of A because of paragraph: 82(1)(b); 


C. is the total of all taxable dividends deemed to be received by the 
person because of allocations under subsection: (8) in respect of 
the plan; and 


S.144.1(1) act 


Dis the total of all amounts deductible under this: subsection in 
computing the person’s income for a preceding taxation year be- 
cause the person ceased to be a beneficiary under the plan in a 
preceding taxation year. 


Related Provisions: 8(1)(0.1) — Deduction from employment income; 144(3) — 
Allocation contingent or absolute taxable; 144(10)— Payments out of profits; 
152(1) — Assessment; 160.1 — Where excess refunded; 257 — Formula cannot calcu- 
late to less than zero. 


History: Subsec. 144(9) substituted by 1994, c. 21, subsec. 68(4), applicable to 1992 
et seq., except that a taxpayer may elect that the subsec. not apply to the taxpayer’s 
1992 taxation year by notifying Revenue Canada in writing before the end of Decem- 
ber 1994. That subsec. formerly read: 


(9) Refunds — For the purposes of section 164, where an employee who is a 
beneficiary under an employees profit sharing plan ceases, at any time in a taxa+ 
tion year, to be a beneficiary thereunder, and it is established that 


(a) there has been included in computing the income of the employee for that 
ora previous taxation year an amount by virtue/of any allocation made to the 
employee contingently by the trustee under the plan prior to the time the 
employee ceased to be a beneficiary thereunder, and 


(b) the employee has not at any time received that amount from the trustee 
under the plan and is not, under the plan, entitled to receive that amount, 


the employee shall be deemed to have made, at the time the employee ceased to 
be a beneficiary under the plan, a payment equal to 15% of that amount on ac- 
count of tax under this Part for the taxation year in which the employee ceased to 
be a beneficiary under the ‘plan. 


(10) Payments out of profits — Where the terms of an arrange- 
ment under which an employer makes payments to a trustee specifi- 
cally provide that the payments shall be made “out of profits”, the 
arrangement shall, if the employer so elects in prescribed manner, 
be deemed, for the purpose of subsection (1), to be an arrangement 
under which payments computed by reference to the employer’s 
profits are required. 


Related Provisions: 87(2)(r) — Amalgamation — election by predecessor deemed 
made by new corporation. 


History: Subsec. 144(10) substituted by 1994, c. 21, subsec. 68(4), applicable to 1992 
et seq. That subsec: formerly read: 


(10) Where the terms of an arrangement under which an employer makes pay- 
ments to a trustee specifically provide that the payments shall be made “out of 
profits”, the arrangement shall, if the employer has so elected in prescribed man- 
ner, be deemed, for the purpose of subsection (1), to be an arrangement for pay- 
ments “computed by reference to an employer’s profits from the employer’s 
business”. 

Regulations: 1500(3) (prescribed manner). 


Interpretation Bulletins: IT-280R: Employees’ profit sharing plans — payments 
computed by reference to profits. 


(11) Taxation year of trust — Where an employees profit shar- 
ing plan is accepted for registration by the Minister as a deferred 
profit sharing plan, the taxation year of the trust governed by the 
employees profit sharing plan shall be deemed to have ended imme- 
diately before the plan is deemed to’ have become ‘registered as a 
deferred profit sharing plan pursuant to subsection 147(5). 
Definitions [s. 144]: “adjusted cost base’ — 54, 248(1); “amount”, “business” — 
248(1); “Canadian corporation” — 89(1), 248(1); “capital. gain”, “capital loss” — 
39(1), 248(1); “capital property” — 54, 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “dividend”, “employee” — 248(1); “employees: profit sharing plan” — 
144(1), 248(1); “employer” — 248(1); “Minister”; , “officer”, “prescribed”, “pro- 
perty”’ — 248(1); “province” — Interpretation Act 35(1); “taxable Canadian corpora- 
tion” — 89(1), 248(1); “taxable capital gain” — 38(a), 248(1); “taxable dividend” — 
89(1), 248(1); “taxable income” — 2(2), 248(1); “taxation year’ — 144(11), 249; 
“trust” — 104(1), 248(1); “unused portion of a beneficiary’s exempt capital gains bal- 
ance” — 144(1). 


Information Circulars [s. 144]: 77-1R4: Deferred profit sharing plans. 
Employee Life and Health Trust 
144.1 Definitions — A) The following definitions apply in this 


section. 


“actuary” means a Fellow of. the Canadian Institute of Actuaries. 


Related Provisions: 144.1(5)— Actuarial determination of contributions required; 
147.1(1)“actuary” — Same definition for RPP rules. 
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“class of beneficiaries” of a trust means a group of beneficiaries 
who have identical rights or interests under the trust. 


“designated employee benefit” means a benefit from a group sick- 
ness or accident insurance plan, a group term life insurance policy 
or a private health services plan. 

Related Provisions: 6(1)(a)(i)— Benefits non-taxable; 6(1)(g)Gv) — DEB ex- 
cluded from employee benefit plan benefits; 18(9)(a)(iv) — Limitation on prepaid ex- 
penses; 144.1(2)(a) — Paying DEB must be only object of ELHT. 


“employee” means a current or former employee of an employer 
and includes an individual in respect of whom the employer has 
assumed responsibility for the provision of designated employee be- 
nefits as a result of the acquisition by the employer of a business in 
which the individual was employed. 


Related Provisions: 128.1(4)(b.1) — ELHT ceasing to be resident in Canada. 


“key employee”, of an employer in respect of a taxation year, 
means an employee who 


(a) was at any time in the taxation year or in a preceding taxa- 
tion year, a specified employee of the employer; or 


(b) was an employee whose employment income from the em- 
ployer in any two of the five taxation years preceding the year 
exceeded five times the Year’s Maximum Pensionable Earnings 
(as determined under section 18 of the Canada Pension Plan) 
for the calendar year in which the employment income was 
earned. 

Related Provisions: 144.1(2)(e), (f) —ELHT must not give more rights to key 


employees than others; 144.1(3)(b) — No deduction if ELHT is operated primarily for 
benefit of key employees. 


(2) Employee life and health trust — A trust that is established 
for employees of one or more employers (each referred to in this 
subsection as a “participating employer”) is an employee life and 
health trust for a taxation year if, throughout the taxation year, 
under the terms that govern the trust, 


(a) the only purpose of the trust is to provide designated em- 
ployee benefits to, or for the benefit of, persons described in 
subparagraphs (d)(i) or (ii); and 
(b) on wind-up or reorganization, the property of the trust may 
only be distributed to 
(i) each remaining beneficiary of the trust who is described in 
subparagraph (d)(i) or (ii) (other than a key employee or an 
individual who is related to a key employee) on a pro rata 
basis, 
(ii) another employee life and health trust, or 
(iii) after the death of the last beneficiary described in sub- 
paragraph (d)(i) or (ii), Her Majesty in right of Canada or a 
province; 
(c) the trust is required to be resident in Canada, determined 
without reference to section 94; 


(d) the trust may not have any beneficiaries other than persons 
each of whom is r 


(i) an employee of a participating employer, 

(ii) an individual who, in respect of an employee of a partici- 
pating employer, is (or, if the employee is deceased, was, at 
the time of the employee’s death) 


(A) the spouse or common law partner of the employee, 
or 


(B) related to the employee and either a member of the 
employee’s household or dependent on the employee for 
support, 


(iii) another employee life and health trust, or 
(iv) Her Majesty in right of Canada or a province; 
(e) the trust contains at least one class of beneficiaries where 


(i) the members of the class represent at least 25% of all of 
the beneficiaries of the trust who are employees of the partic- 
ipating employer, and 
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(ii) at least 75% of the members of the class are not key em- 
ployees of the participating employer; 
(f) the rights under the trust of each key employee of a partici- 
pating employer are not more advantageous than the rights of a 
class of beneficiaries described in paragraph (e); 


(g) no participating employer, nor any person who does not deal 
at arm’s length with a participating employer, has any rights 
under the trust as a beneficiary or otherwise, except rights to 


(i) designated employee benefits, 
(ii) to enforce. covenants, warranties or similar provisions 
regarding 
(A) the maintenance of the trust as an employee life and 
health trust, or 


(B) the operation of the trust in a manner that prevents 
subsection (3) from applying to prohibit the deduction of 
an amount by the trust under subsection 104(6), or 


(iii) prescribed payments; 
(h) the trust may not make a loan to, or an investment in, a par- 


ticipating employer or a person or partnership with whom the 
participating employer does not deal at arm’s length; 


(i) representatives of one or more participating employers do not 

constitute the majority of the trustees of the trust or otherwise 

control the trust. 
Related Provisions: 6(1)(a)(i) — Employer contributions to ELHT are not a taxable 
benefit; 6(1)(f)(iii.1) — Benefits under insurance plan administered by ELHT may be 
taxable; 75(3)(b) — Reversionary trust rules do not apply to ELHT; 104(6)(a.4) — De- 
duction to trust for designated employee benefits payable; 107.1(a) — Distribution of 
property by ELHT deemed at FMV; 108(1)“trust”(a) — “Trust” does not include an 
ELHT for certain purposes; 127.55(f)(iv) —No minimum, tax on ELHT, 
128.1(4)(b.1) — ELHT ceasing to be resident in Canada; 144.1(3) — No deduction if 
terms violated or trust is operated primarily for benefit of key employee; 144.1(12) — 
Deemed separate trusts where more than one employer; 248(1)“employee benefit 
plan’(a) — EHLT deemed ‘not to be EBP; 248(1)“retirement compensation arrange- 
ment”(f.1) —EHLT deemed not to be RCA; 248(1)"salary deferral arrange- 
ment”(e.1) — EHLT deemed not to be SDA; 248(1)“employee life and health trust” — 
Definition applies to entire Act. 


Regulations: 9500 (prescribed payments for 144.1(2)(g)(iii) —to GM and Chrysler 
Canada). 


(3) Breach of terms, etc. — No amount may be deducted in a 
taxation year by an employee life and health trust pursuant to sub- 
section 104(6) if in the taxation year the trust 


(a) is not operated in accordance with the terms required by sub- 
section (2) to govern the trust, or 


(b) is operated or maintained primarily for the benefit of one or 
more key employees or their family members described in sub- 
paragraph 2(d)(ii) [should be (2)(d)(ii) — ed.]. 

Related Provisions: 111(7.5) — No carryforward of losses when’ 144.1(3) applies. 


(4) Deductibility of employer contributions — In computing 
the income of an employer, 


(a) the employer may deduct for a taxation year the portion of its 
contributions to an employee life and health trust made in the 
year that may reasonably be regarded as having been contributed 
to enable the trust to 


(i) pay premiums to an insurance corporation that is licensed 
to provide insurance under the laws of Canada or a province 
for insurance coverage for the year or a prior year in respect 
of designated employee benefits for beneficiaries described 
in subparagraph (2)(d)(i) or (ii), or 
(ii) otherwise provide 
(A) group term life insurance as described in clause 
18(9)(a)(iii)(B), or 
(B) any designated employee benefits payable in the year 
or a prior year to, or for the benefit of, beneficiaries de- 
scribed in subparagraph (2)(d)(i) or (ii); and 
(b) the portion of any contribution made to an employee life and 
health trust that exceeds the amount deductible under paragraph 
(a) and that may reasonably be regarded as enabling the trust to 
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provide or pay benefits described in subparagraphs (a)(i) or (ii) 

in a subsequent taxation year is deductible for that year. 
Related Provisions: 6(1)(a)(i) — Employer contributions to ELHT are not a taxable 
benefit; 6(1)(f)Gii.1) — Benefits under insurance plan administered by ELHT may be 
taxable; 18(1)(0.3) — No deduction to ELHT except as permitted by 144.1(4)-(7); 
20(1)(s) — Deduction under 144.1(4)-(7) allowed as deduction from employer’s busi- 
ness income; 87(2)(j.3) — Amalgamation — continuing corporation; 144.1(5) — Actu- 
arial determination of contributions required; 144.1(7)— Maximum, deductible; 
144.1(8), (9) — Issuance of indebtedness is not contribution until paid. 


(5) Actuarial determination — For the purposes of subsection 
(4), if, in respect of an employer’s obligations to fund an employee 
life and health trust, a report has been prepared: by an independent 
actuary, using accepted actuarial principles and practices, before the 
time of a contribution by the employer, the portion of the contribu- 
tion that the report specifies to be the amount that the employee life 
and health trust is reasonably expected to pay or incur in a taxation 
year in order to provide designated employee benefits to: benefi- 
ciaries described in subparagraph (2)(d)(i) or (ii) for a taxation year 
is, in the absence of evidence to the contrary, presumed to have 
been contributed to enable the trust to provide those benefits for the 
year. 

Related. Provisions: 87(2)(j.3) — Amalgamation — continuing, corporation. 


(6) Multi-employer plans — Notwithstanding subsection (4) and 
paragraph 18(9)(a), an employer may deduct in computing its in- 
come for a taxation year the amount that it is required to contribute 
for the year to an employee life and health trust if the following 
conditions are met at the time that the contribution.is made: 


(a) it is reasonable to expect that 


(i) at no time in the year will more than 95% of the employ- 
ees who are beneficiaries of the trust be employed by a single 
employer or by a related group of employers, and 


(ii) at least; 15..employers, will contribute, to the trust in re- 
spect of the year or at least 10% of the employees who are 
beneficiaries of the trust will be employed in the year by 
more than one participating employer and, for the purpose of 
this condition, ‘all employers who are related to each other 
are deemed to be a single employer; 


(b) employers contribute to the trust under a collective bargain- 
ing agreement and in accordance with a negotiated contribution 
formula that does not provide for any variation in contributions 
determined by reference to the financial experience of the. trust; 
and 


(c) contributions that.are to be made by each employer are deter- 
mined, in whole or in part, by reference to the, number of hours 
worked by individual employees of the employer.or some, other 
measure that is specific to each employee with respect to whom 
contributions are made to the trust. 
Related Provisions: 6(1)(a)(i) — Employer contributions to ELHT are not a taxable 
benefit; 6(1)(f)(iii.1) — Benefits under insurance plan administered by ELHT may be 
taxable; 18(1)(0.3) — No deduction to ELHT except as permitted by 144.1(4)-(7); 
20(1)(s) — Deduction under 144.1(4)-(7) allowed as deduction from employer’s busi- 
ness income; 87(2)(j.3) — Amalgamation — continuing corporation; 144.1(5) — Actu- 
arial determination. of contributions required; 144.1(7) —Maximum. deductible; 
144.1(8) — Issuance of indebtedness is not contribution until paid. 


(7) Maximum deductible — The amount deducted in a taxation 
year by an employer in computing its income in respect of contribu- 
tions made to an employee life and. health trust shall not exceed, the 
amount determined by the formula 


A-~B 
where 


A is the total of all amounts contributed by the employer to the 
trust in the year or in a preceding taxation year; and ' 


Bis the total of all amounts deducted by the employer in a preced- 
ing taxation year in respect of amounts contributed by the’ em- 
ployer to the trust. 

Related Provisions: 6(1)(a)(i) — Employer contributions to ELHT are not a taxable 


benefit; 18(1)(0.3) — No deduction to ELHT except as permitted. by 144.1(6)-(7); 
20(1)(s) — Deduction under 144,1(4)-(7) allowed as deduction from employer’ s: busi- 
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ness income} 87(2)(j.3) — Amalgamation — continuing corporation; 257—~ Formula 
cannot calculate to less than zero. 


(8) Employer. promissory note — If an employer. issues a 
promissory note or provides other evidence of its indebtedness to an 
employee life and health trust in respect of its obligation to the 
trust, 


(a) the issuance of the note or the provision of the evidence of 
indebtedness to the trust is not a Contribution to the trust; and 


(b) a payment by the employer to the trust in full or partial satis- 
faction of its liability under the note or the evidence of indebted- 
ness, whether stated. to be of principal or.interest or any other 
amount, is deemed to be an employer contribution to the trust 
that is subject to this section and not a payment of principal or 
interest on the note or indebtedness. 


Related Provisions: 144.1(9) — Trust status at later time when payment made on 
note. 


(9) Trust status — subsequent times — For the purposes of 
determining whether an amount is deductible by an employer under 
subsection (4), if a trust was an employee life and health trust at the 
time that a promissory note or other evidence of indebtedness re- 
ferred to in subsection (8) was issued or provided, the trust is 
deemed to be an employee life and health trust at each time that an 
employer contribution is deemed to have been made under para- 
graph (8)(b) in respect of the note or other indebtedness, 


(10) Employee contributions — For the purposes of paragraph 
6(1)(f), subsection 6(4) and paragraph 118.2(2)(q), employee con- 
tributions: to an:employee life and: health trust, to the extent that 
they are, and are identified by the trust at the time of contribution 
as, contributions in respect of a particular designated employee ben- 
efit, are deemed to be payments by the employee in respect of the 
particular designated employee benefit. 


(11) Income inclusion — If a trust that is, or was, at any time, an 
employee life and health trust pays an: amount as a distribution from 
the trust to any person in a taxation year, the amount of the distribu- 
tion shall be included in computing the person’s income. for the 
year, except to the extent that the amount is 


(a) a payment of a designated employee benefit that is not in- 
cluded in the person’s;income because of section 6; or 


(b) a distribution to another employee life and health trust that is 

a beneficiary of the employee life and health trust. 
Related Provisions: 6(1)(a)(i)— Benefits non-taxable; 6(1)(f)(iii.1) — Benefits 
under insurance plan administered by ELHT may be taxable; 56(1)(z.2) — Amount 
under 144.1(11) included in income unless taxed, under 70(2);. 75(3)(b) — Reversion- 
ary trust rules do not apply to ELHT; 107.1(a) — Distribution of property by ELHT 
deemed at FMV; 111(7.3)-(7.5), 144.1013) —Non-capital losses of ELHT; 
128.1(10)“excluded right or interest”(a)(vi.1) — No deemed disposition of rights on 
emigration or immigration of beneficiary; 153(1)(s) — Withholding of tax at source; 
212(1)(w) — Withholding tax on payment to non-resident. 


(12) Deemed separate trusts — Where contributions have been 
received by an employee life and health trust from more than one 
employer, the trust is deemed to be a separate trust.established in 
respect of the property held for the benefit of beneficiaries de- 
scribed in subparagraph (2)(d)(i) or (ii) in respect of a particular 
employer, if 
(a). the trustee designates the. property to be held in a separate 
trust for the benefit of those.beneficiaries in. an election made on 
or before the filing-due date. of the first taxation year of the sepa- 
rate trust described in this subsection; and 


(b) under the terms of the trust, contributions from the employer 
and the income-derived. from those contributions accrues solely 
for the benefit of those beneficiaries. 


(13) Non-capital losses — No non-capital loss is deductible by 
an employee life and health trust in computing its taxable income 
for a taxation year, except as: provided by subsections 111(7.3) to 
(7.5). 
History: S. 144.1 added by 2010, c. 25, s. 34, applicable to trusts established after 
2009. 
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Definitions [s. 144.1]: “actuary” — 144.1(1); “amount” —248(1); “arm’s 
length” — 251(1); “beneficiary” — 248(25); “business” — 248(1); “calendar year” — 
Interpretation Act 37(1)(a); “Canada” — 255, Interpretation Act 35(1); “class of bene- 
ficiaries”, “designated employee benefit” — 144.1(1);. “employed” — 248(1); “em- 
ployee” — 144.1(1); “employee life and health trust” — 144.1(2), 248(1); “employer”, 
“employment”, “filing-due date”, “group term life insurance policy” — 248(1); “Her 


corporation” — 248(1); “key employee” — 144.1(1); “non-capital loss’ — 111(8), 
248(1); “person”, “prescribed”, “private health services plan”, “property” — 248(1); 
“province” — Interpretation Act 35(1); “related” — 251(2)-(6); “related group” — 
251(4); “resident in Canada” — 250; “specified employee”, “taxable income” — 
248(1); “taxation year’ — 249; “trust” — 104(1), 248(1), (3). 


Registered Supplementary Unemployment 
Benefit Plans 


145. (1) Definitions — In this section, 


“registered supplementary unemployment benefit plan” means 
a supplementary unemployment benefit plan accepted by the Min- 
ister for registration for the purposes of this Act in respect of its 
constitution and operations for the taxation year . under 
consideration; 

Related Provisions: 75(3)(a) — Reversionary trust rules do not apply to RSUBP; 
108(1)‘‘trust’(a) — “Trust” does not include a RSUBP for certain purposes; 
128.1(10)‘excluded right or interest’(a)(xi) — No deemed disposition on emigration; 
248(1)disposition’(f)(vi) — Rollover from one trust to another; 248(1)“registered sup- 
plementary unemployment benefit plan” — Definition applies to entire Act. 


Information Circulars: 72-5R2: Registered supplementary unemployment. benefit 
plans. 


Forms: T3S: Supplementary unemployment benefit plan — income tax return. 


“supplementary unemployment benefit plan’? means an arrange- 
ment, other than an arrangement in the nature of a superannuation 
or pension fund or plan or an employees profit sharing plan, under 
which payments are made by an employer to a trustee in trust exclu- 
sively for the payment of periodic amounts to employees or former 
employees of the employer who are or may be laid off for any tem- 
porary or indefinite period. 

Information Circulars: 72-5R2: Registered supplementary unemployment benefit 


plans; 78-14R4: Guidelines for trust companies and other persons responsible for filing 
T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


(2) No tax while trust governed by plan — No tax is payable 
under this Part by a trust on the taxable income of the trust for a 
period during which the trust was governed by a registered supple- 
mentary unemployment benefit plan. 

Related Provisions: 149(1)(q)— Trust exempt from tax. 


Information Circulars: 72-5R2: Registered supplementary unemployment benefit 
plans. 


Forms: T3S: Supplementary unemployment benefit plan — income tax return. 


(3) Amounts received taxable — There shall be included in 
computing the income of a taxpayer for a taxation year each amount 
received by the taxpayer under a supplementary unemployment 
benefit plan from the trustee under the plan at any time in the year. 


Related Provisions: 56(1)(g)— Income inclusion;~ 153(1)(e)— Withholding; 
212(1)(k) — Withholding tax on payment to non-resident. 


(4) Amounts received on amendment or winding-up of 
plan — There shall be included in computing the income for a tax- 
ation year of a taxpayer who, as an employer, has made any pay- 
ment to a trustee under a supplementary unemployment benefit 
plan, any amount received by the taxpayer in the year as a result of 
an amendment to or modification of the plan or as a result of the 
termination or winding-up of the plan. 


Related Provisions: 56(1)(g)—JIncome inclusion; 
212(1)(k) — Withholding tax on payment to non-resident. 


153(1)(e) — Withholding; 


(5) Payments by employer deductible — An amount paid by 
an employer to a trustee under a registered supplementary unem- 
ployment benefit plan during a taxation year or within 30 days 
thereafter may be deducted in computing the employer’s income for 
the taxation year to the extent that it was not deductible in comput- 
ing income for a previous taxation year. 
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Related Provisions; 6(1)(a)(i) — Employer’s contribution is not a taxable benefit; 
18(1)(i) — Limitation re employer’s contribution under supplementary unemployment 
benefit plan; 20(1)(x) — Deduction for employer’s contribution. 

Definitions [s. 145]: “amount”, “employee” — 248(1); “employees profit sharing 
plan” — 144(1), 248(1); “employer”, “Minister” — 248(1); “taxable income” — 2(2), 
248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1). 
Registered Plans Compliance Bulletins [s. 145]: 1, 2, 3 (how to contact us). 
Forms [s. 145]: T2 SCH 15: Deferred income plans. 


Registered Retirement Savings Plans 


146. (1) Definitions — In this section, 


“annuitant” means 


(a) until such time after maturity of the plan as an individual’s 
spouse or common-law partner becomes entitled, as a conse- 
quence of the individual’s death, to receive benefits to be paid 
out of or under the plan, the individual referred to in paragraph 
(a) or (b) of the definition “retirement savings plan” in this sub- 
section for whom, under a retirement savings plan, a retirement 
income is to be provided, and 


(b) thereafter, the spouse or common-law partner referred to in 
paragraph (a); 
Related Provisions: 60(1) — Transfer of RRSP premium refunds; 128.1(10)“ex- 
cluded right or interest”(a)(i) — No deemed disposition on emigration of annuitant, 
146(16) — RRSP — deduction on transfer of funds; 160.2(1) — Joint and several lia- 
bility in respect of amounts received out of or under RRSP; 248(8) — Occurrences as a 
consequence of death. 


History: The definition “annuitant” in subsec. 146(1) amended by 2000, c. 12, Sch. 2, 
s. 1, to replace “spouse” with “‘spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


Para. (a) of the definition “annuitant” in subsec. 146(1) amended by 1998, c. 19, sub- 
sec. 170(1), applicable to taxation years that end after November 1991. Para. (a) for- 
merly read: 


(a) until such time after maturity of the plan as his or her spouse becomes enti- 
tled, as a consequence of the spouse’s death, to receive benefits to be paid out of 
or under the plan, the individual referred to in paragraph (a) or (b) of the defini- 
tion “retirement savings plan” in this subsection for whom, under a retirement 
savings plan, a retirement income is to be provided, and 


Information Circulars: 72-22R9: Registered retirement savings plans. 
Forms: RC4177: Death of an RRSP annuitant [guide]. 


“benefit”’ includes any amount received out of or under a retire- 
ment savings plan other than 


(a) the portion thereof received by a person other than the annui- 
tant that can reasonably be regarded as part of the amount in- 
cluded in computing the income of an annuitant by virtue of 
subsections (8.8) and (8.9), 


(b) an amount received by the person with whom the annuitant 
has the contract or arrangement described in the definition “re- 
tirement savings plan” in this subsection as a premium under the 
plan, 


(c) an amount, or part thereof, received in respect of the income 
of the trust under the plan for a taxation year for which the trust 
was not exempt from tax by virtue of paragraph (4)(c), and 
(c.1) a tax-paid amount described in paragraph (b) of the defini- 
tion “tax-paid amount” in this subsection that relates to interest 
or another amount included in computing income otherwise than 
because of this section 

and without restricting the generality of the foregoing includes any 

amount paid to an annuitant under the plan 


(d) in accordance with the terms of the plan, 

(e) resulting from an. amendment to or modification of the plan, 
or 

(f) resulting from the termination of the plan; 


Related Provisions: 160.2(1) — Joint and several liability in respect of amounts 
received out of or under RRSP. 


History: Para. (c.1) added to the definition “benefit” in subsec. 146(1) by 1998, c. 19, 
subsec. 170(2), applicable to deaths occurring after 1992. 
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Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 


“earned income” of a taxpayer for a taxation. year» means. the 
amount, if any, by which the total of all amounts each of which is 


(a) the taxpayer’s income for a period in the year throughout 
which the taxpayer was resident in Canada from 


(i) an office or employment, determined without reference to 
paragraphs 8(1)(c), (m) and (m.2), 


(ii) a business carried on by the taxpayer either alone or as a 
partner actively engaged in the business, or 


(iii) property, where the income is derived from the rental of 
real property or from royalties in respect of a work or inven- 
tion of which the ee was the author or inventor, 


cig an amount included under parma an (€!2); pak or 
(0) or subparagraph 56(1)(r)(v) in computing the taxpayer’s in- 
come fora period in the year throughout which the taxpayer was 
resident in Canada, 


(b.1) an amount received by the taxpayer in the year and at a 
time when the taxpayer is resident in Canada as, on account of, 
in lieu of payment of or in satisfaction of, a disability pension 
under the Canada Pension Plan or a provincial pension plan as 
defined in section 3 of that Act, 


(c) the taxpayer’s income for a period in the year throughout 
which the taxpayer was not resident in Canada from 


(i) the duties of an office or employment performed by the 
taxpayer in Canada, determined without reference to 
paragraphs 8(1)(c), (m) and (m.2), or 


- (ii) a business carried on by the taxpayer in Canada, either 
alone or as a partner actively engaged in the business 


except to the extent that the income is exempt from income tax 
in Canada by reason of a provision contained in a tax convention 
or agreement with another country that has the force of law in 
Canada, or 


(d) in the case of a taxpayer described in subsection 115(2), the 
total that would be determined under paragraph 115(2)(e) in re- 
spect of the taxpayer for the year if 


(i) that paragraph were read without reference to subpara- 
nee 115(2)(e)Gii) and (iv), and 


_ Proposed Amendment- _ - 146(1) 
Pal MUU) 


“earned 


s yy 


the reference to. subpara. 115@)(e)(ii), applicable to 1993 et é po 


Technical Notes (July 2010): Subsection 146(1) defines ecm incom bic is” 
relevant in determining the maximum. tax-deductible contributions that a taxpayer “may 
make to RRSPs. The definition. includes references 0 a number of provisions that have 
previously been repealed or re-numbered. The definition is amended to ren 
references and update the swage a oe from. the time the provisions 
were repealed or re-numbered. . : oe 


(ii) subparagraph 115(2)(e)(ii) were read without any refer- 
ence therein to paragraph 56(1)(n), 


except any part thereof included in the total determined under 
this definition by reason of paragraph (c) or exempt from in- 
come tax in Canada by reason of a provision contained in a tax 
convention or agreement with another country that has the force 
of law in Canada, 


S. 146(1) ear 


exceeds the total of all amounts each of which is 


(e) the taxpayer’s loss for a period in the year throughout which 
the taxpayer was resident in Canada from 


(i) a business carried on by the taxpayer, either alone or as a 
partner actively engaged in the business, or 


(ii) property, where the loss is sustained from the rental of 
real ae 


_ Proposed Amendment —1 asf ie: 
_ incon [ Babin ; 


pepo, for “real property”, to come into force on 


(f) an amount manne under ceeony 60(b), (c) or om 1), or 
deducted under paragraph 60(c.2), in computing the taxpayer’s 
income for the ae 


(g) the iaxnayen’ loss for a period in the year apn which 
the taxpayer was not resident in,Canada from a business carried 
on by the taxpayer in Canada, either alone or as a partner ac- 
tively engaged in the business, or 


(h) the portion of an amount included under subparagraph (a)(ii) 
or (c)(ii) in determining the taxpayer's earned income for the 
oO because of si Seale des 14(1)(a)(v) 


Pr posed / Amendment - _ - 146(1 )“earned income”(h). 


Application: The July 16, 2010 draft jegislétiod (Part 1 — technical), subsec. 101(4), 
will amend para. (h) of the definition “earned income” in subsec. 146(1) to replace 
“subparagraph: 14()(aw)” with “paragraph 14(1)(b)”, applicable to amounts included 
in computing income for taxation years in. Festeet, of pee fiscal periods that end 
after. ‘February 7), 2000. 4 


Technical Notes (July 2010): See under 146(1)“earned income”(d)(i). - 


and, for the purposes of this definition, the income or loss of a tax- 
payer for any period in a taxation year is the taxpayer’s income or 
loss computed as though that period were the whole taxation year; 


History: Para. (b) of the definition “earned income” in subsec. 146(1) amended by 
2009, c. 2, subsec. 51(1), applicable to 1997 et seq., except that in its application to the 
1997 to 2007 taxation years, para. (b) is to be read without reference to “or subpara- 
graph 56(1)(1)(v)”. Para. (b) formerly read: 
(b) an amount included under paragraph 56(1)(b), (c), (¢.1), (c.2), (g) or (0) in 
computing the taxpayer’s income for a period in the year throughout which the 
taxpayer was resident in Canada, 


Para. (b.1) of the definition “earned income” in subsec. 146(1). amended by 1998, c. 19, 
subsec. 37(3), applicable to amounts received after 1994. Para. (b.1) formerly read: 


(b.1) an amount described in paragraph 56(8)(a) received by the taxpayer in the 
year, where the taxpayer was resident in Canada at the time of receipt, 


Para. (h) added by 1998, c. 19, subsec. 170(3), applicable to 1995 et seq. 


Para. (b) of the definition “earned income” in subsec. 146(1) amended to add reference 
to para. 56(1)(c.2), para. (b.1) added and para. (f) amended to add “, or deducted under 
paragraph 60(c.2)”, by 1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 82(1) and (2), appli- 
cable to 1991 et seq. 


Selected Cases [Subsec. 146(1)“earned income”]:. De Giorgio. y. »Canada, 
[1996] 2 C.T.C. 2038 (TCC) (Reported income from company constituted “earned 
income”); Goldstein v. Canada, [1995] 2 C.T.C. 2036 (TCC) (Income retains its char- 
acter as it flows through partnership); Switzer v. Canada, [1995] 1 C.T.C. 2928 (TCC) 
(Royalties in appropriate circumstances may be earned income). 


Interpretation Bulletins: IT-377R: Director’s, executor’s or juror’s fees (archived); 
IT-434R: Rental of real property by individual. 


1.T. Technical News: 11 (reporting of amounts paid out of an employee benefit 
plan). 
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“issuer” means the person referred to in the definition “retirement 
savings plan” in this subsection with whom an annuitant has a con- 
tract or arrangement that is a retirement savings plan; 


Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 3 
(change of issuer). 


“maturity” means the date fixed under a retirement savings plan 
for the commencement of any retirement income the payment of 
which is provided for by the plan; 


“net past service pension adjustment” of a taxpayer for a taxation 
year means the positive or negative amount determined by the 
formula 


P+Q-G 
where 


P is the total of all amounts each of which is the taxpayer’s past 
service pension adjustment for the year in respect of an 
employer, 

Q is the total of all amounts each of which is a prescribed amount 
in respect of the taxpayer for the year, and 


G is the amount of the taxpayer’s PSPA withdrawals for the year, 
determined as of the end of the year in accordance with pre- 
scribed rules; 


Related Provisions: 204.2(1.3) — Net past service pension adjustment for purposes 
of Part X.1 tax; 257 — Formula cannot calculate to less than zero. 


History: The portion of the definition “net past service pension adjustment” before the 
description of G in subsec. 146(1) substituted by 1994, c. 21, subsec. 69(1), applicable 
to 1993 et seg. That portion of the definition formerly read: 


“net past service pension adjustment” of a taxpayer for a taxation year means the 
positive or negative amount determined by the formula 


P.-G 
where 


P is the total of all amounts each of which is the taxpayer’s past service pen- 
sion adjustment for the year in respect of an employer, and 


All that portion of the definition of “net past service pension adjustment” preceding the 
description of G amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 82(3), applica- 
ble after 1988. That portion formerly read: 


“net past service pension adjustment” of a taxpayer for a taxation year means the 
amount determined by the formula 


P-—(F+G) 
where 


P is the total of all amounts each of which is the taxpayer’s past service pen- 
sion adjustment for the year in respect of an employer, 


F is the amount of the taxpayer’s PSPA transfers for the year, determined as of 
the end of the year in accordance with prescribed rules, and 


Regulations: 8307(5) (prescribed rules); 8308.4(2) (prescribed amount for formula 
element Q). 


‘non-qualified investment’, in relation to a trust governed by a 
registered retirement savings plan, means property acquired by the 
trust after 1971 that is not a qualified investment for the trust; 

Registered Plans Compliance Bulletins: 2 (general warning: use of RRSP funds 


to purchase property that is worthless, non-existent, or not a qualified investment); 3 
(fraudulent RRSP arrangements); 4 (abusive schemes — RRSP stripping). 


“premium” means any periodic or other amount paid or payable 
under a retirement savings plan 


(a) as consideration for any contract referred to in paragraph (a) 
of the definition “retirement savings plan” to pay a retirement 
income, or 


(b) as a contribution or deposit referred to in paragraph (b) of 
that definition for the purpose stated in that paragraph 


but, except for the purposes of paragraph (b) of the definition “ben- 
efit” in this subsection, paragraph (2)(b.3), subsection (22) and the 
definition “excluded premium” in subsection 146.02(1), does not 
include a repayment to which paragraph (b) of the definition “ex- 
cluded withdrawal” in either subsection 146.01(1) or 146.02(1) ap- 
plies or an amount that is designated under subsection 146.01(3) or 
146.02(3); 


Income Tax Act, Part I 


Related Provisions: 60(j) — Transfer of superannuation benefits; 60(j.2) — Trans- 
fer to spousal RRSP; 60(1) — Transfer of RRSP premium refunds; 146(21.1) — Con- 
tribution to Saskatchewan Pension Plan deemed to be RRSP premium. 


History: The closing words of the definition “premium” in subsec. 146(1) amended by 
1999, c. 22, subsec. 59(1), applicable to 1997 et seg. The closing words formerly read: 


but, except for the purposes of paragraph (b) of the definition “benefit” in this 
subsection and paragraph (2)(b.3), does not include a repayment described in 
subparagraph (b)(ii) of the definition “excluded withdrawal” in subsection 
146.01(1) or an amount designated under subsection 146.01(3); 


The closing words of the definition “premium” in subsec. 146(1) amended by 1995, c. 
3, subsec. 43(1), applicable to 1995 et seg. The closing words formerly read: 


but, except for the purposes of paragraph (b) of the definition “benefit” and 

paragraph (2)(b.3), does not include a repayment described in subparagraph 
(b)(ii) of the definition “excluded withdrawal” in subsection 146.01(1) or desig- 
nated under subsection 146.01(3); 


The definition “premium” in subsec. 146(1) amended by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 82(4), to delete “in this subsection” from after “retirement savings plan” in 
para. (a) and to add that portion following para. (b), applicable to 1992 er seq. 


Regulations: 100(3)(c) (no source withholding where premium is paid by employer 
directly to RRSP); 214.1 (information return). 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


“qualified investment” for a trust governed by a registered retire- 
ment savings plan means 


(a) an investment that would be described by any of paragraphs 
(a) to (d), (f) and (g) of the definition “qualified investment” in 
section 204 if the reference in that definition to “a trust governed 
by a deferred profit sharing plan or revoked plan” were read as a 
reference to “a trust governed by a registered retirement savings 
plan” and if that definition were read without reference to the 
words “with the exception of excluded property in relation to the 
trust’, 


(b) [Repealed] 


(c) an annuity described in the definition “retirement income” in 
respect of the annuitant under the plan, if purchased from a li- 
censed annuities provider, 


(c.1) a contract for an annuity issued by a licensed annuities pro- 
vider where 


(i) the trust is the only person who, disregarding any subse- 
quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, and 


(ii) the holder of the contract has a right to surrender the con- 
tract at any time for an amount that would, if reasonable sales 
and administration charges were ignored, approximate the 
value of funds that could otherwise be applied to fund future 
periodic payments under the contract, 


(c.2) a contract for an annuity issued by a licensed annuities pro- 
vider where 


(i) annual or more frequent periodic payments are or may be 
made under the contract to the holder of the contract, 


(ii) the trust is the only person who, disregarding any subse- . 


quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, 


(iii) neither the time nor the amount of any payment under 
the contract may vary because of the length of any life, other 
than the life of the annuitant under the plan (in this definition 
referred to as the “RRSP annuitant’), 


(iv) the day on which the periodic payments began or are to 
begin (in this paragraph referred to as the “start date’’) is not 
later than the end of the year in which the RRSP annuitant 
attains 72 years of age, 


(v) either 


(A) the periodic payments are payable for the life of the 
RRSP annuitant and either there is no guaranteed period 
under the contract or there is a guaranteed period that be- 
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gins at the start date and does not exceed a term equal to 
90 years minus the lesser of ' 


(I) the age in whole years at the start date of the RRSP 
annuitant (determined on the assumption that the 
RRSP annuitant is alive at the start date), and 


(II) the age in whole years at the start date of a spouse 
or common-law partner of the RRSP annuitant (deter- 
mined on the assumption that a spouse or common- 
law partner of the RRSP annuitant at the time the con- 
tract was acquired is a spouse or common-law partner 
of the RRSP annuitant at the start date), or 


(B) the periodic payments are payable for a term equal to 


(1) 90 years minus the age described in subclause 
(A)Q), or 


(II) 90 years minus the age described in subclause 
(A)(I), and 


(vi) the periodic payments 
(A) are equal, or 


(B) are not equal solely because of one or more adjust- 
ments that would, if the contract were an annuity under a 
retirement savings plan, be in accordance with subpara- 
graphs (3)(b) (aii) to (v) or that arise because of a uniform 
reduction in the entitlement to the periodic payments as a 
consequence of a partial surrender of rights to the peri- 
odic payments, and 


(d) such other investments as may be prescribed by regulations 
of the Governor in Council made on the soodimmiondation of the 
Minister of Finance; 


Related Provisions: 87(10) — New share issued on amalgamation of public corpo- 
ration deemed listed; 132.2(1)(k) [to be repealed], 132.2(3)(h) [draft] — Where share 
ceases to be qualified investment due to mutual fund reorganization; 146(10.1) — Tax 
payable on income from non-qualified investments; 146(21.1) — Contribution to Sas- 
katchewan Pension Plan deemed to be RRSP premium; 207.1(1) — Tax payable by 
RRSP. 


History: Para. (a) of the definition “qualified investment” in subsec. 146(1) amended 
and para. (b) repealed by 2007, c. 29, subsec. 17(1), applicable in determining whether 
a property is, at any time after March 18, 2007, a qualified investment. The paras. 
formerly read: 


(a) an investment that would be described in any of paragraphs (a), (b), (d) and 
(f) to (h) of the definition “qualified investment” in section 204 if the references 
in that definition to a trust were read as references to the trust governed by the 
registered retirement savings plan, 


(b) a bond, debenture, note or similar obligation 


(i) issued by a corporation the shares of which are listed on a prescribed 
stock exchange in Canada, or 


(ii) issued by an authorized foreign bank and payable at a branch in Canada 
of the bank, 


Subpara. (c.2)(iv) of the definition “qualified investment” in subsec. 146(1) amended to 
substitute “72” for “70”, by the said c. 29, subsec. 17(2), applicable after 2006. 


Para. (b) of the definition “qualified investment” in subsec. 146(1) amended by 2001, c. 
17, s. 139, applicable after June.27, 1999. The para., formerly read: 


(b) a bond, debenture, note or similar obligation of a corporation the shares of 
which are listed on a prescribed stock exchange in Canada, 


Subcl.. (c.2)(v)(A)(). of the. definition “qualified investment” in subsec, 146(1) 
amended by 2000,,c. 12, Sch. 2, s. I, to replace “spouse” with “spouse or common-law 
partner’, applicable to 2001 et.seg., in force July 31, 2000. See also, the transitional 
rules reproduced in the History to 248(1)‘common-law partner”. 


Para. (c) of the definition “qualified investment” in subsec. 146(1) amended by 1998, c. 
19, subsec. 170(4), and add paras. (c.1) and (c.2), applicable after’ 1996. Para. (c) for- 
merly read: 
(c) an annuity described in the definition “retirement income” in this subsection 
in respect of the annuitant under the plan, if purchased from a person licensed or 
otherwise authorized under the laws of Canada or a province to carry on in Can- 
ada an annuities business, and 


Selected Cases [subsec. 146(1)“qualified investment’]: R. v. Epstein, [1984] 
C.T.C. 270 (FCTD) (Mortgage acquired from company controlled by taxpayer was 
arm’s length transaction and qualified investment for RRSP). 

Regulations: 221 (information return by issuer of qualified investment); 4900 (pre- 
scribed investments). 


I.T. Application Rules: 65(1), (3). 
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Remission Orders: Lionaird Capital Corporation Notes Remission’ Order, P.C. 
1999-737 (tax under 146(10) waived because taxpayers thought they were qualified 
investments). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Registered Plans Compliance Bulletins: 2 (general warning: use of RRSP funds 
to purchase property that is worthless, non-existent, or not a) qualified investment); 3 
(fraudulent RRSP. arrangements); 4 (abusive schemes — RRSP stripping); 6 (RRSP 
strips). 


Forms: T3F: Investments prescribed to be qualified information return. 


“RRSP deduction limit” of a taxpayer for a taxation year means 
the: amount determined by the formula 


A+B+R-C 
where — 


A is the taxpayer’s unused RRSP deduction room at the end. of the 
preceding taxation year, 


B. is the amount, if any, by which 


(a) the lesser of the RRSP dollar limit for the year and 18% 
of the taxpayer’s earned income for the. preceding taxation 
year 


exceeds the total of all amounts each of which is 


(b) the taxpayer’s pension adjustment for the preceding taxa- 
tion year in respect of an employer, or 


(c) a prescribed amount in respect of the taxpayer for the 
year, 


C. is. the taxpayer’s net, past service pension adjustment for the 
year, and. 


R is the taxpayer’s total pension adjustment reversal for the year; 


Related Provisions: 128(2)(d) — Where individual bankrupt; 146(5) — Amount of 
RRSP premiums deductible; 146(5.1) — Amount of spousal RRSP premiums deducti- 
ble; 146(5.21) — Anti-avoidance; 204.1(2.1) —Tax payable by individuals — contri- 
butions after 1990; 248(1)“RRSP deduction limit’ — Definition applies to entire Act; 
257 — Formula cannot calculate to léss than zero; Reg. 8307(2) — Prescribed condi- 
tion for registered pension plan; Canada-U.S. Tax Treaty:Art. X VIII:11 — Limit to de- 
ductions to U.S. plan. 
History: The definition “RRSP deduction limit” in subsec. 146(1) amended by 1998, 
c. 19, subsec. 37(1), applicable after 1988 except that, for taxation years before 1998, 
the description of “R” shall be read as “R is nil”. The definition formerly read: 
“RRSP deduction limit” of a taxpayer for a taxation year means the amount de- 
termined by the formula 


A+B-C 
where 
A is the taxpayer’s unused RRSP deduction room at the end of the immediately 
preceding taxation year, 


B_ is the amount, if any, by which the lesser of the RRSP dollar limit for the 
year and 18% of the taxpayer's earned income for the immediately preced- 
ing taxation year exceeds the total of all amounts each of which is the tax- 
payer’s pension adjustment for the immediately preceding taxation year in 
respect of an employer, or a prescribed amount in respect of the taxpayer for 
the year, and 

Cis the taxpayer’s net past service pension adjustment for the year; 

Regulations: 8304.1 (pension adjustment reversal); 8308(2), 8308.2, 8308.4(2), 8309 
(prescribed amount). 


Forms: T1 General Sched. 7: RRSP unused contributions, transfers, and HBP or LLP 
activities. 
“RRSP dollar limit” for a calendar year means 


(a) for years other than 1996 and 2003, the money purchase limit 
for the preceding year, 


(b) for 1996, $13,500, and 
(c) for 2003, $14,500; 


Related Provisions: 204.2(1.1) — Cumulative excess amount in respect of RRSPs; 
248(1)“RRSP dollar limit” — Definition applies to entire Act. 


History: Paras. (a) and (b) of the definition “RRSP dollar limit” in subsec. 146(1) 
amended, and para. (c) added, by 2003, c. 15, subsec. 82(2), applicable after 2002. 
Paras. (a) and (b) formerly read: 


(a) for years other than 1996, the money purchase limit for the preceding year, 
and 
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(b) for 1996, $13,500; 


The definition “RRSP dollar limit” in subsec. 146(1) amended by 1996, c. 21, s. 34, 
applicable after 1995. It formerly read: 


“RRSP dollar limit” for a calendar year means the money purchase limit for the 
immediately preceding calendar year; 


“refund of premiums” means any amount paid out of or under a 
registered retirement savings plan (other than a tax-paid amount in 
respect of the plan) as consequence of the death of the annuitant 
under the plan, 


(a) to an individual who was, immediately before the death, a 
spouse or common-law partner of the annuitant, where the annu- 
itant died before the maturity of the plan, or 


(b) to a child or grandchild of the annuitant who was, immedi- 
ately before the death, financially dependent on the annuitant for 
support; 


Related Provisions: 60(1)(ii)(A), 60.011 — Rollover of premiums to Henson trust; 
60(1)(v) — Rollover of refund of premiums to RRSP; 60.02(1)‘eligible proceeds”(a) — 
Rollover of refund of premiums to RDSP on death; 146(1.1) — Where child presumed 
not financially dependent; 146(8.1) Deemed receipt of refund of premiums; 
146(8.9) — Effect of death where person other than spouse becomes entitled; 
146.3(1)“designated benefit” — Application of definition to RRIFs; 248(8) — Occur- 
rences as a consequence of death. 


History: The definition “refund of premiums” in subsec. 146(1) amended by 2003, c. 
15, subsec. 82(1), applicable in respect of deaths that occur after 2002. It formerly read: 


“refund of premiums” means 


(a) any amount paid to a spouse or common-law partner of the annuitant out 
of or under a registered retirement savings plan of the annuitant (other than 
any part of the amount that is a tax-paid amount in respect of the plan), 
where the annuitant died before the maturity of the plan and the amount was 
paid as a consequence of the death, or 


(b) any amount paid out of or under a registered retirement savings plan of 
the annuitant (other than any part of the amount that is a tax-paid amount in 
respect of the plan) after the death to a child or grandchild (in this definition. 
referred to as a “dependant’”) of the annuitant, who was, at the time of the 
death, financially dependent on the annuitant for support, 


and for the purpose of paragraph (b), it is assumed, unless the contrary is estab- 
lished, that a dependant was not financially dependent on the annuitant for sup- 
port at the time of the annuitant’s death if the dependant’s income for the year 
preceding the taxation year in which the annuitant died exceeded the amount 
used under paragraph (c) of the description of B in subsection 118(1) for that 
preceding year; 


Para. (a) of the definition “refund of premiums” in subsec. 146(1) amended by 2000, c. 
12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner’, applicable 
to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner’. 


Para. (b) of the definition “refund of premiums” in subsec. 146(1) amended by 2000, c. 
19, subsec. 42(1), applicable (by subsec. 42(4)) to deaths that occur after 1995 except 
that, in respect of the death of an individual that occurred after 1995 and before 1999, 
the para. shall be read as it did before being amended in connection with an amount 
paid at a particular time out of a registered retirement savings plan or registered retire- 
ment income fund, unless the following persons jointly elect otherwise in writing filed 
with the Minister of National Revenue before May 2000 (or before such later day as is 
acceptable to the Minister): 


(a) the legal representative of the deceased individual; and 


(b) the individual in whose income an amount would be required to be included as 
a result of the election, or would be so required to be included if Part I of the Act 
applied. 


Subsec. 42(5) of the said c. 19 reads as follows: 


(5) Notwithstanding subsections 152(4) to (5) of the Act, the Minister of Na- 
tional Revenue shall make such assessments, reassessments and additional as- 
sessments of tax, interest and penalties and such determinations and redetermina- 
tions as are necessary to give effect to an election under subsection (4). 


Para. (b) of the definition formerly read: 


(b) if the annuitant had no spouse at the time of the annuitant’s death, any 
amount paid out of or under a registered retirement savings plan of the annuitant 
(other than any part of the amount that is a tax-paid amount in respect of the 
plan) after the death to a child or grandchild (in this definition referred to as a 
“dependant’”’) of the annuitant, who was, at the time of the death, financially de- 
pendent on the annuitant for support, 


The closing words of the definition “refund of premiums” in subsec. 146(1) amended 
by the said c. 19, subsec. 42(2), applicable to 2000 et seq. except that, in its application 
to the 2000 taxation year, the reference to “the amount used under paragraph (c) of the 
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description of B in subsection 118(1) for that preceding taxation year” shall be read as 
a reference to “$7,044”. The closing words formerly read: 


and for the purpose of paragraph (b), it is assumed, unless the contrary is estab- 
lished, that a dependant was not financially dependent on the annuitant for sup- 
port at the time of the annuitant’s death if the dependant’s ncome for the year 
preceding the taxation year in which the annuitant died exceeded the total of 
$500 and the amount used under paragraph (c) of the description of B in subsec- 
tion 118(1) for that preceding year; 


The closing words of the definition “refund of premiums” in subsec. 146(1) amended 
by 1999, c. 22, subsec. 59(2), applicable to 1999 et seg. The closing words formerly 
read: 


and for the purpose of paragraph (b), it is assumed, unless the contrary is estab- 
lished, that a dependant was not financially dependent on the annuitant for sup- 
port at the time of the annuitant’s death if the income of the dependant for the 
taxation year preceding the taxation year in which the annuitant died exceeded 
the amount used under paragraph (c) of the description of B in subsection 118(1) 
for that preceding year; 


Paras. (a) and (b) of the definition “refund of premiums” in subsec. 146(1) amended by 
1998, c. 19, subsec. 170(5), applicable to deaths occurring after 1992. Paras. (a) and (b) 
formerly read: 


(a) any amount paid to a spouse of the annuitant out of or under a registered 
retirement savings plan of the annuitant, where the annuitant died before the ma- 
turity of the plan and that amount was paid as a consequence of the death, or 


(b) if the annuitant had no spouse at the time of the annuitant’s death, any 
amount paid out of or under a registered retirement savings plan of the annuitant 
after the death to a child or grandchild (in this definition referred to as a “depen- 
dant”) of the annuitant, who was, at the time of the death, financially dependent 
on the annuitant for support, 


Paras. (a) and (b) of the definition of “refund of premiums” in subsec. 146(1) substi- 
tuted by 1994, c. 21, subsec. 69(2), applicable to deaths occurring after 1992. Those 
paras. formerly read: 


(a) any amount paid to a spouse of the annuitant, as a consequence of the annui- 
tant’s death, out of or under a registered retirement savings plan of the annuitant 
prior to its maturity, or 
(b) if the annuitant had no spouse at the time of the annuitant’s death, any 
amount paid out of or under a registered retirement savings plan of the annuitant 
to a child or grandchild (in this definition referred to as a “dependant’”) of the 
annuitant, who was, at the time the annuitant died, financially dependent on the 
annuitant for support, 
All that portion of the definition “refund of premiums” in subsec. 146(1) following 
para. (b) substituted by 1994, c. 7, Sch. VII (1992, c. 48), s. 13, applicable to 1993 et 
seq. That portion formerly read: 
and for the purpose of paragraph (b), it shall be assumed, unless the contrary is 
established, that a dependant was not financially dependent on the annuitant for 
support at the time of the annuitant’s death if 
(c) any person other than the annuitant was permitted a deduction under par- 
agraph 118(1)(d) in respect of the dependant in computing that other per- 
son’s tax payable under this Part for the taxation year immediately preceding 
the taxation year in which the annuitant died, or 


(d) the income of the dependant for the year referred to in paragraph (c) 
exceeded $5,000; 


Interpretation Bulletins: IT-500R: RRSPs — death of an annuitant. 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 
Forms: RC4177: Death of an RRSP annuitant [guide]. 


“registered retirement savings plan” means a retirement savings 
plan accepted by the Minister for registration for the purposes of 
this Act as complying with the requirements of this section; 


Related Provisions: 75(3)(a) — Reversionary trust rules do not apply to RRSP; . 


108(1)“trust’’(a) — “Trust” does not include an RRSP for certain purposes; 
128.1(10)‘excluded right or interest’’(a)(i) — No deemed disposition of RRSP on emi- 
gration of annuitant; 146(21.1)-(21.3) — Saskatchewan Pension Plan deemed to be 
RRSP for certain purposes; 207.1(1), (5), 207.2 — Tax payable by RRSP; 248(1)“dis- 
position’(g) — Transfer between RRSPs/RRIFs not a disposition; 248(1)“foreign re- 
tirement arrangement” — U.S. Individual Retirement Account; 248(1)“registered re- 
tirement savings plan” — Definition applies to entire Act; Canada-U.S. Tax Treaty:Art. 
XVIII:7 — Election to defer U.S. tax on income accruing in RRSP. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived); IT-528: 
Transfers of funds between registered plans. 


“retirement income” means 


(a) an annuity commencing at maturity, and with or without a 
guaranteed term commencing at maturity, not. exceeding the 
term referred to in paragraph (b), or, in the case of a plan entered 
into before March 14, 1957, not exceeding 20 years, payable to 


(i) the annuitant for the annuitant’s life, or 
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(ii) the annuitant for the lives, jointly, of the annuitant and 
the annuitant’s spouse or common-law partner and to the sur- 
vivor of them for the survivor’s life, or 


(b) an annuity commencing at maturity, payable to the annuitant, 
or to the annuitant for the annuitant’s life and to the spouse or 
common-law partner after the annuitant’s death, for a term of 
years equal to 90 minus either 


(i) the age in whole years of the annuitant at the maturity of 
the plan, or 


(ii) where the annuitant’s spouse or common-law partner is 
younger than the annuitant and the annuitant.so elects, the 
age in whole years of the spouse or common-law partner at 
the maturity of the plan, 


issued by a person described in the definition “retirement sav- 
ings plan” in this subsection with whom an individual may have 
a contract or arrangement that is a retirement savings. plan, 


or any combination thereof; 


History: Paras. (a) and (b) of the definition “retirement income’ in subsec. 146(1) 
amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law 
partner”, applicable to 2001 et. seq., in force July.31, 2000. See also: the transitional 
rules reproduced in the History to 248(1)“common-law partner”. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 72-22R9: Registered retirement savings plans; 74-1R5: Form 
T2037, Notice of purchase of annuity with “plan” funds. 


Forms: T2037: Notice of purchase of annuity with “plan” funds. 


“retirement savings plan’ means 


(a) a contract between an individual and a person licensed or 
otherwise authorized under the laws of Canada or a province to 
carry on in Canada an annuities business, under which, in con- 
sideration of payment by the individual or the individual’s 
spouse or common-law partner of any periodic or other amount 
as consideration under the contract, a retirement income com- 
mencing at maturity is to be provided for the individual, or 


(b) an arrangement under which payment is made by an indivi- 
dual or the individual’s spouse or common-law partner 


(i) in trust to a corporation licensed or otherwise authorized 
under the laws of Canada ora province to carry on in Canada 
the business of offering to the public its services as trustee, of 
any periodic or other amount as a contribution under the 
trust, 


(ii) to a corporation approved by the Governor in Council for 
the purposes of this section that is licensed or otherwise au- 
thorized under the laws of Canada or a province to issue in- 
vestment contracts providing for the payment to or to the 
credit of the holder thereof of a fixed or determinable amount 
at maturity, of any periodic or other amount as a contribution 
under such a contract between the individual and that corpo- 
ration, or 


(iii) as a deposit with a branch or office, in Canada, of 


(A) a person who is, or is eligible to become, a member of 
the Canadian Payments Association, or 


(B) a credit union that is a shareholder or member of a 
body corporate referred to as a “central” for the purposes 
of the Canadian Payments Association Act, 


(in this section referred to as a “depositary”’) 


to be used, invested or otherwise applied by that corporation or 

that depositary, as the case may be, for the purpose of providing 

for the individual, commencing at maturity, a retirement income; 
Related Provisions: 146(1)“registered retirement savings _ plan” — RRSP; 
146.2(12) — TFSA deemed not to be RSP; 248(1) “foreign retirement arrangement” — 
U.S. Individual Retirement Account; 248(1)“retirement savings plan” — Definition ap- 
plies to-entire Act. 
History: Paras. (a) and (b) of the definition “retirement savings plan” in subsec. 146(1) 
amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law 
partner’, applicable to 2001 et seg., in force July 31, 2000. See also the transitional 
tules reproduced in the History to 248(1)“common-law partner”. 


S. 146(1) tax 


Information Circulars: 72-22R9: Registered retirement savings plans; 74-1R5 — 
Form T2037: Notice of purchase of annuity with “plan” funds; 78-14R4: Guidelines for 
trust companies and other persons responsible for filing T3GR, T3D, T3P, T3S, T3RI, 
and T3F returns. ) 


Forms: T3GR: Group/income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets); T4RSP: Statement of RRSP income; T4RSP Summary; 
T4079: T4RSP and T4RIF guide. 


“spousal or common-law partner plan’’, in relation to a taxpayer, 
means 


(a) a registered retirement savings plan 


(i) to which the taxpayer has, at a time when the ‘taxpayer’s 
spouse or common-law partner was the annuitant under the 
plan, paid a premium, or 


» (ii) that has received a payment out of or a transfer from a 
registered retirement savings plan or a registered retirement 
income fund that was a spousal or common-law partner plan 
in relation to the taxpayer, or 


(b) a registered retirement income fund that has received a pay- 
ment out of or a transfer from a spousal or common-law partner 
plan in relation to the taxpayer; 

Related Provisions: 74.5(12) — Application; 146(5.1) — Deduction for contribu- 


tion to’ spousal RRSP; 146(8.3)— Attribution on withdrawal from spousal RRSP; 
146.3(5.1) — Amount included in income. 


History: The definition “spousal or common-law partner plan” in subsec. 146(1) ad- 
ded, and “spousal plan” repealed, by 2001, c. 17, subsecs. 246(2) and (1), applicable to 
2001 et seg. except that, if a taxpayer and a person have jointly elected pursuant to s. 
144 of 2000, c. 12 in respect of the 1998, 1999 or 2000 taxation years, the amendment 
applies to the taxpayer and the person in respect of the applicable: taxation year and 
subsequent taxation years. “Spousal plan” formerly read: 
“spousal plan’, in relation to a taxpayer, means 
(a) a registered. retirement savings. plan 

(i) to which the taxpayer has, at a time when the taxpayer’s spouse or 

common-law partner was the annuitant under the plan, paid.a premium, 

or 


(ii) that has received a payment out of or a transfer from a registered 
retirement savings plan or a registered retirement income fund that was 
a spousal plan in relation to the taxpayer, or 


(b) a registered retirement income fund that has received 'a payment out of or 
a transfer from a spousal plan in relation to the taxpayer; 


Subpara. (a)(i) of the definition “spousal plan” in subsec. 146(1) amended by 2000, c. 
12; Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, applicable 
to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 


Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 1 
(spousal or common-law partner designation); q. 4\(common-law partner). 


“‘tax-paid amount” paid to a person in respect of a registered re- 
tirement saving[s] plan means 


(a) an amount paid to the person in respect of the amount that 
would, if this Act were read without reference to subsection 
104(6), be income of a trust governed. bythe plan for a taxation 
year for which the trust was subject to tax because of paragraph 
(4)(c), or 
(b) where 


(i) the plan is a deposit with a depositary referred to in clause 
(b)(ii1i)(B) of the definition “retirement savings plan” in this 
subsection, and 


(ii) an amount is received at any time out of or under the plan 
by the person, 


the portion of the amount that can reasonably be considered to 
relate to interest or another amount in respect of the deposit that 
was required to be included in computing the income of any per- 
son (other than the annuitant) otherwise than because of this 
section; 
Related Provisions: 146(1)“benefit’(c.1) — Whether tax-paid amount is a “bene- 
fit”; 146(1)“refund of premiums” — Exclusion of tax-paid amount; 146(8.9) — RRSP 
income inclusion on death; 146(8.92), (8.93) — Deduction to deceased for post-death 
RRSP losses; 146.3(5)(c) —Tax-paid amount from RRIF excluded from income; 
146.3(6.2) — RRIF income inclusion on death. 


History: The definition “tax-paid amount” added to subsec. 146(1) by 1998, c. 19, 
subsec. 170(6), applicable to deaths occurring after 1992. 


1141 


S. 146(1) unu 


“unused RRSP deduction room” of a taxpayer at the end of a tax- 
ation year means, 


(a) for taxation years ending before 1991, nil, and 


(b) for taxation years that end after 1990, the amount, which can 
be positive or negative, determined by the formula 


A+B+R-(C+D) 
where 


A is the taxpayer’s unused RRSP deduction room at the end of 
the preceding taxation year, 


Bis the amount, if any, by which 


(i) the lesser of the RRSP dollar limit for the year and 
18% of the taxpayer’s earned income for the preceding 
taxation year 


exceeds the total of all amounts each of which is 


(ii) the taxpayer’s pension adjustment for the preceding 
taxation year in respect of an employer, or 


(iii) a prescribed amount in respect of the taxpayer for the 
year, 


C is the taxpayer’s net past service pension adjustment for the 
year, 


D is the total of all amounts each of which is an amount de- 
ducted by the taxpayer, 


(i) under subsection (5) or (5.1) or paragraph 60(v), in 
computing the taxpayer’s income for the year, or 


(ii) under paragraph 10 of Article XVIII of the Canada- 
United States Tax Convention signed at Washington on 
September 26, 1980 or a similar provision in another tax 
treaty, in computing the taxpayer’s taxable income for the 
year, and 


R is the taxpayer’s total pension adjustment reversal for the 
year. 

Related Provisions: 128(2)(d), (d.2)— Where individual bankrupt; 146(1) — 
RRSP deduction limit; 146(5.21) — Anti-avoidance; 204.2(1.1) — Cumulative excess 
amount re RRSPs; 248(1)“unused RRSP deduction room” — Definition applies to en- 
tire Act; 257 — Formula cannot calculate to less than zero. 

History: The description of D in para. (b) of the definition “unused RRSP deduction 
room” in subsec. 146(1) amended by 2009, c. 2, subsec. 51(2), applicable to 2009 et 
seq. The description formerly read: 

D is the total of the amounts deducted by the taxpayer under subsections: (5) 
and (5.1) and paragraph 60(v) in computing the taxpayer’s income for the 
year, and 

Para. (b) of the definition “unused RRSP deduction room” amended by 1998, c. 19, 
subsec. 37(2), applicable after 1988 except that, for taxation years before 1998, the 
description of “R” shall be read as “R is nil”, Para. (b) formerly read: 

(b) for taxation years that end after 1990, 


(i) the amount, which can be positive or negative, determined by the formula 


A+B-(C+D) 
where 


A is the taxpayer’s unused RRSP deduction room at the end of the imme- 
diately preceding taxation year, 


Bis the amount, if any, by which the lesser of the RRSP dollar limit for 
the year and 18% of the taxpayer’s earned income for the immediately 
preceding taxation year exceeds the total of all amounts each of which is 
the taxpayer’s pension adjustment for the immediately preceding taxa- 
tion year in respect of an employer, or a prescribed amount in respect of 
the taxpayer for the year, 


C is the taxpayer’s net past, service pension adjustment for the year, and 


D_ is the total of the amounts deducted by the taxpayer under subsections 
(5) and (5.1) and paragraph 60(v) in computing the taxpayer’s income 
for the year. 
(11) [Repealed] 
The opening words of para. (b) of the definition “unused RRSP deduction room” in 
subsec. 146(1) amended, and subpara. (b)(ii) repealed, by 1997, c. 25, subsecs. 41(1), 
(2), applicable April 25, 1997. The opening words of para. (b), and subpara. (b)(ii), 
formerly read: 


(b) for taxation years ending after 1990, the lesser of 


Income Tax Act, Part I 


(ii) the greater of 


(A) the total of all amounts each of which is the amount, determined in 
respect of a particular taxation year that is the year or such of the six 
taxation years immediately preceding the year as end after 1990, that is 
the lesser of 18% of the taxpayer’s earned income for the taxation year 
immediately preceding the particular taxation year and the RRSP dollar 
limit for the particular taxation year, and 


(B) 7% of the RRSP dollar limit for the year. 


Regulations: 8304.1 (pension adjustment reversal); 8308(2), 8308.2, 8308.4(2) (pre- 
scribed amount). 


Forms: T1 General Sched. 7; RRSP unused contributions, transfers, and HBP or LLP 
activities. 


Selected Cases [subsec. 146(1)]: Nunn v. R., [2007] 2 C.T.C. 222 (FCA) (RRSP 
investment was non-qualified, even though taxpayer had been defrauded); Osborn v. 
Canada, [1995] 2 C.T.C. 2215 (TCC) (Non-vested pension amounts treated as if vested 
for purposes of RRSP contribution limit); Re Gero, [1979] C.T.C. 309 (FCTD) (RRSP 
funds of taxpayer indebted to Crown not exempt from seizure). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-307R4: Spousal. or common-law registered retirement savings plans; IT- 
415R2: Deregistration of RRSPs (archived). 


(1.1) Restriction — financially dependent — For the purpose 
of paragraph (b) of the definition “refund of premiums” in subsec- 
tion (1), clause 60(1)(v)(B.01) and subparagraph 104(27)(e)(i), it is 
assumed, unless the contrary is established, that an individual’s 
child or grandchild was not financially dependent on the individual 
for support immediately before the individual’s death if the income 
of the child or grandchild for the taxation year preceding the taxa- 
tion year in which the individual died exceeded the amount deter- 
mined by the formula 


A+B 


where 


A. is the amount used under paragraph (c) of the description of B in 
subsection 118(1) for that preceding taxation year; and 


B_ is nil, unless the financial dependency was because of mental or 
physical infirmity, in which case it is $6,180 adjusted for each 
such preceding taxation year that is after 2002 in the manner set 
out in section 117.1. 


Be cae of 


_ lly ¢ 
hild’s inco e fo Ge’ year precede 
7,621 for 2010) and that “ ‘an a child 


piiBtoy Subsec. 146(1.1) added by 2003, c. 15, subsec. 82(3), a iculibi in respect of 
deaths that occur after 2002. 


History [former subsec. 146(1.1)]: Subsec. 146(1.1) repealed by 1994, c. 7, Sch. 
VIII (1993, c. 24), subsec. 82(5), applicable after 1992. [See now subsec. 252(4).] Sub- 
sec. (1.1) formerly read: 


(1.1) Definition of “spouse” — For the purposes of the definitions “annuitant”, 
“refund of premiums” and “retirement income” in subsection (1), paragraph 
(3)(b) and subsections (8.8), (8.91) and (16), “spouse” of an individual means a 
person of the opposite sex 


(a) who is married to the individual; or 
(b) who is cohabiting with the individual in a conjugal relationship and 
(i) has so cohabited for a period of at least one year, or 
(ii) is a parent of a child of whom the individual is a parent. 
(2) Acceptance of plan for registration [— conditions] — 
The Minister shall not accept for registration for the purposes of 


this Act any retirement savings plan unless, in the Minister’s opin- 
ion, it complies with the following conditions: 


(a) the plan does not provide for the payment of any benefit 
before maturity except 


(i) a refund of premiums, and 
(ii) a payment to the annuitant; 
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(b) the plan does not provide for the payment of any benefit after 
maturity except 


(i) by way of retirement income to the annuitant, 


(ii) to the annuitant in full or partial commutation of retire- 
ment income under the plan, and 


(iii) in respect of a commutation referred to in paragraph 

(c.2); 
(b.1) the plan does not provide for a payment to the annuitant of 
a retirement income except by way of equal annual or more fre- 
quent periodic payments until such time as there is a payment in 
full or partial commutation of the retirement income and, where 
that commutation is partial, equal annual or more frequent peri- 
odic payments thereafter; 


(b.2) the plan does not provide for periodic payments in a year 
under an annuity after the death of the first annuitant, the total of 
which exceeds the total of the payments under the annuity in a 
year before that death; 


(b.3) the plan does not provide for the payment of any premium 
after maturity; 


(b.4) the plan does not provide for maturity after the end of the 
year in which the annuitant attains 71 years of age; 


(c) the plan provides that retirement income under the plan may 
not be assigned in whole or in part; 


(c.1) notwithstanding paragraph (a), the plan permits the pay- 
ment of an amount to a taxpayer where the amount is paid to 
reduce the amount of tax otherwise payable under Part X.1 by 
the taxpayer; 


(c.2) the plan requires the commutation of each annuity payable 
thereunder that would otherwise, become payable to a person 
other than an annuitant under the plan; 


(c.3) the plan, where it involves a, depositary, includes provi- 
sions stipulating that 


(i) the depositary has no right of offset as regards the pro- 
perty held under the plan in connection with any debt or obli- 
gation owing to the depositary, and 


(ii) the property held under the plan cannot be pledged, as- 
signed or in any way alienated as security for a loan or for 
any purpose other than that of providing for the annuitant, 
commencing at maturity, a retirement income; 


(c.4) the plan requires that no advantage, other than 
(i) a benefit, 


(i.1) an amount described in paragraph (a) or (c) of the defi- 
nition “benefit” in subsection (1), 


(ii) the payment or allocation of any amount to the plan by 
the issuer, 


(iii) an advantage from life insurance in effect on December 
31, 1981, or 
(iv) an advantage derived from the provision of administra- 
tive or investment services in respect of the plan, 
that is conditional in any way on the existence of the plan may 
be extended to the annuitant or to a person with whom the annu- 
itant was not dealing at arm’s length; and 
(d) the plan in all other respects complies with regulations of the 
Governor in Council made on the recommendation of the Min- 
ister of Finance. 


_ Proposed Amendment — Pooled esie ed Pen Te 
Plans (PRPPs) — 


Dept. of Finance news release 2010-128, Dec. 20, 201( 0: oo 


Related Provisions: 139.1(13) — Para. 146(2)(c.4) inapplicable to conversion bene- 
fit on demutualization of insurer; 146(3) — Minister may accept plan despite certain 
other conditions; 146(12) — Change in plan after registration, 146(13.1) — Effect of 
extending an advantage; 204.2(1.2) — Undeducted RRSP premiums; 248(1)“disposi- 
tion’”’(g) — Transfer with same annuitant not a disposition; 248(3)(c) — RRSP set up in 
Quebec deemed to be trust. 


S. 146(3)(b)(iv)(B) 


History: Para. 146(2)(b.4) amended by 2007, c. 29, subsec: 17(3), to substitute “71” 
for “69”, applicable after 2006. 


Para. 146(2)(b.4) amended by. 1997, c. 25, subsec. 41(3), applicable after 1996, except 
that 
(a) the amended para. does not apply to a retirement savings plan accepted for 
registration before 1997; 
(b) the amended para. does not apply to a retirement savings plan where the annui- 
tant under the plan attained 70 years of age before 1997; 


(c) in applying the para. to a retirement savings plan where the annuitant under the 
plan attained 69 years of age in 1996, the reference to “69 years of age” shall be 
read as “70 years of age”. 

Para. (b.4) formerly read: 
(b.4) the plan does not provide for maturity after the end of the year in which the 
annuitant attains 71 years of age; 


Selected Cases [subsec. 146(2)]: Re Whaling, [1999] 4 C.T.C. 221 (Ont CA) (Act 
does not prohibit certain actions with respect to RRSP, but actions may lead to plan 
ceasing to be’ RRSP); Gerol v..A.G. Can., [1986] 1 C.T.C. 75 (Ont SC) (No Charter 
violation when maturity date of RRSP fixed with reference to age). 

Regulations: 214, 214.1 (issuer must file information returns). 

Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-307R4: Spousal or common-law registered-retirement savings plans; IT- 
320R3: Qualified: investments — Trusts, governed by RRSPs, RESPs and RRIFs; IT- 
415R2: Deregistration of RRSPs (archived), 

Information Circulars: 72-22R9: Registered retirement savings plans: 
Registered Plans Compliance Bulletins: 1, 2, 3 (how to contact us). 
Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 1 
(spousal or common-law partner designation); q.’3 (change of issuer); g. 4 (common- 
law partner); q..5 (incentives for RRSPs); q. 6 (foreign content rule for RRSPs). 


Forms: T550: Application for registration of RSP, ESPs or RIFs under s. 146, 146.1 
and 146.3 of the ITA. 


(3) Idem —.The Minister may accept for registration for the. pur- 
poses of this Act any retirement savings plan notwithstanding that 
the plan 


(a) provides for the payment, of a benefit after. maturity by.way 
of dividend; 


(b) provides for any annual or more: frequent: periodic amount 

payable 
(i) to the annuitant referred to in subparagraph (a)(ii) of the 
definition “retirement income” in subsection (1) by way of 
‘an annuity described in paragraph (a) of that definition to be 
reduced, in the event of the death of the annuitant’s! spouse or 
common-law partner during the lifetime of the annuitant, in 
such manner as to provide for the payment of equal annual or 
‘more frequent periodic amounts throughout the lifetime of 
the annuitant thereafter, 


(ii) to any person by way of an annuity, to be reduced if a 
pension becomes payable to that person under the Old Age 
Security Act, by an annual or other periodic amount: not ex- 
ceeding the amount payable ‘to that person in that’ period 
under that Act, 


(iii) to any person by way of an annuity, to be increased or 
reduced depending on the increase or reduction in the value 
of a specified group of assets constituting the assets ofa sep- 
arate and distinct account or fund maintained in respect of a 
variable annuities business, by a person licensed. or otherwise 
authorized under the laws of Canada or a province to carry 
on in Canada that ‘business, 


(iii.1) to any person by way of an annuity under a contract 
that provides for the increase or reduction. of the annuity in 
accordance only with a change in the interest rate on which 
the annuity is based, if the interest rate, as increased or re- 
duced, equals or approximates a generally available Cana- 
dian market interest rate, 


(iv) that may be adjusted annually. to reflect 


(A) in whole or in part increases in the Consumer Price 
Index, as published by Statistics Canada under the author- 
ity of the Statistics Act, or 


(B) increases at a rate specified in the annuity contract, 
not exceeding 4% per annum, or 
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(v) to the annuitant by way of an annuity to be increased an- 
nually to the extent the amount or rate of return that would 
have been earned on a pool of investment assets (available 
for purchase by the public and specified in the annuity con- 
tract) exceeds an amount or rate specified in the plan and 
provides that no other increase may be made in the amount 
payable; 


(c) [Repealed under former Act] 


(d) provides for the payment of any amount after the death of an 
annuitant thereunder; 


(e) is adjoined to a contract or other arrangement that is not a 
retirement savings plan; or 


(f) contains such other terms and provisions, not inconsistent 
with this section, as.are authorized or permitted by regulations 
of the Governor in Council made on the recommendation of the 
Minister of Finance. 


Related Provisions: 60(1)(ii) — Transfer of RRSP premium refunds; 172(3) — Ap- 
peal from refusal to register. 


History: Subpara. 146(3)(b)(i) amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner”, applicable to 2001 et seq.; in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner”. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT:307R4: Spousal or common-law registered retirement savings plans; IT- 
415R2: Deregistration of RRSPs (archived). 


Information Circulars: 72-22R9: Registered retirement savings plans. 


(4) No tax while trust governed by plan — Except as provided 
in subsection (10.1), no tax is payable under this Part by a trust on 
the taxable income of the trust for a taxation year if, throughout the 
period in the year during which the trust was in existence, the trust 
was governed by a registered retirement savings plan, except that 


(a) if the trust has borrowed money (other than money used in 
carrying on a business) in the year or has, after June 18, 1971, 
borrowed money (other than money used in carrying on a busi- 
ness) that it has not repaid before the commencement of the 
year, tax is payable under this Part by the trust on its taxable 
income for the year; 


(b) in any case not described in paragraph (a), if the trust has 
carried on any business or businesses in the year, tax is payable 
under this Part by the trust on the amount, if any, by which 


(i) the amount that its taxable income for the year would be if 
it had no incomes or losses from sources other than from that 
business or those businesses, as the case may be, 


exceeds 


(ii) such portion of the amount determined under subpara- 
graph (i) in respect of the trust for the year as can reasonably 
be considered to be income from, or from the disposition of, 
qualified investments for the trust; and 


(c) if the last annuitant under the plan has died, tax is payable 
under this Part by the trust on its taxable income for each year 
after the year following the year in which the last annuitant died. 


Related Provisions: 104(6)(a.2) — Deduction for amounts paid out to beneficiaries; 
138.1(7) — Segregated fund rules do not apply to RRSP; 146(8.9)A(b), (c) — No in- 
come inclusion for tax-paid amounts on death; 146(10.1) — Tax on income from non- 
qualified investment; 146(20) — Amount credited to deposit RRSP deemed not re- 
ceived by annuitant or any other person; 149(1)(r) — No tax on RRSP; 204.6 — Tax in 
respect of registered investments; 207.1(1) — Tax on non-qualified investments, Can- 
ada-U.S. Tax Treaty:Art. XVIII:7 — Election to defer U.S. tax on income accruing in 
RRSP; Canada-U.S. Tax Treaty:Art: XXJ:2(a) — RRSP exempt from U.S. tax. 


History: Paras. 146(4)(b), (c) substituted by 1994, ¢. 21, subsec. 69(3), applicable to 
1993 et seg. Those paras. formerly read: 


(b) in any case not described in paragraph (a), if the trust has carried on any 
business or businesses in the year, tax is payable under this Part by the trust on 
the amount that its taxable income for the year would be if it had no incomes or 
losses from sources other than from that business or those businesses; and 


(c) if the last annuitant under the plan has died, tax is payable under this Part by 
the trust on its taxable income for each year after the year of the annuitant’s 
death. 
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Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs; IT-415R2: Deregistration of RRSPs (archived). 


Information Circulars: 72-22R9: Registered retirement savings plans. 
1.T. Technical News: 39 (settlement of a shareholder class action suit). 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 


(5) Amount of RRSP premiums deductible — There may be 
deducted in computing a taxpayer’s income for a taxation year such 
amount as the taxpayer claims not exceeding the lesser of 


(a) the amount, if any, by which the total of all amounts each of 
which is a premium paid by the taxpayer after, 1990 and on or 
before the day that is 60 days after the end of the year under a 
registered retirement savings plan under which the taxpayer was 
the annuitant at the time the premium was paid, other than the 
portion, if any, of the premium 


_ (i) that was deducted in computing the taxpayer’ s income for 
a preceding taxation year, 


(ii) that was designated for any taxation year for the purposes 
of paragraph 60(j), G.1) or (1), 

(iii) in respect of which the taxpayer received a payment that 
was deducted under subsection (8.2) in computing the tax- 
payer’s income for a preceding taxation year, 


(iv) that was deductible under subsection (6.1) in computing 
the taxpayer’s income for any taxation year, or 


(iv.1) that would be considered to be withdrawn by the tax- 
payer as an eligible amount (as defined in subsection 
146.01(1) or 146.02(1)) less than 90 days after it was paid, if 
earnings in respect of a registered retirement savings plan 
were considered to be withdrawn before premiums paid 
under that plan and premiums were considered to be with- 
drawn in the order in which they were paid 


exceeds 
(v) the amount, if any, by which 


(A) the total of all amounts deducted under subsection 
147.3(13.1) in computing the taxpayer’s income for the 
year or a preceding taxation year 


exceeds 


(B) the total of all amounts, in respect of transfers occur- 
ring before 1991 from registered pension plans, deemed 
by paragraph 147.3(10)(b) or (c) to be a premium paid by 
the taxpayer to a registered retirement savings plan, and 


Selected Cases [para. 146(5)(a)]: Osborn v. Canada, [1995] 2 C.T.C. 2215 (TCC) 
(Non-vested pension amounts treated as if vested for purposes of RRSP contribution 
limit); Corse v. Canada, [1995] 2 C.T.C. 2168 (TCC) (Deduction for RRSP allowed 
where taxpayer could never have become entitled to pension benefits). 


(b) the taxpayer’s RRSP deduction limit for the year. 


Related Provisions: 18(1)(u) — Investment counselling and administration fees for 
RRSP are non-deductible; 18(11)(b) — No deduction for interest on money borrowed 
to make RRSP contribution; 60(i) — Deduction for RRSP premium. paid; 60(j) — 
Transfer of superannuation benefits; 60(j.1) — Transfer of retiring allowances; 60(1) — 
Transfer of RRSP premium refunds; 60(v) — Contribution to Saskatchewan Pension 
Plan before 2010; 146(5.1) Deduction for contribution to spousal RRSP; 
146(5.21) — Anti-avoidance; 146(8.2) — Deduction where non-deducted overcon- 
tribution withdrawn from plan; 146(8.21) — Premium deemed not paid; 146(16) — © 
Deduction on transfer of funds; 146(21.1) — Contribution to Saskatchewan Pension 
Plan (after 2009) deemed to be RRSP premium; 146(22) — Deadline extension for ice 
storm and for 1998 PAR; 147.3(13.1) — Withdrawal of excessive transfers to RRSPs 
and RRIFs; 204.1(2.1) —Tax payable by individuals — contributions after 1990; 
204.2(1.2)I(a)(vi) — Amount non-deductible due to 146(5)(a)(iv.1) not included for 
Part X.1 penalty tax purposes; Canada-U.S. Tax Treaty:Art. XLX:7 — Election to defer 
U.S. tax on income accruing in RRIF; Canada-U.S. Tax Treaty:Art. XXI:2(a) — RRIF 
exempt from U.S. tax. 
History: Subpara. 146(5)(a)(iv.1) amended by 1999, c. 22, subsec. 59(3), applicable to 
1998 et seq. It formerly read: 
(iv.1) that would be considered to be withdrawn by the taxpayer as an eligible 
amount (within the meaning assigned by subsection 146.01(1)) less than 90 days 
after it was paid, if earnings in respect of a registered retirement savings plan 
were considered to be withdrawn before premiums paid under that plan and pre- 
miums were considered to be withdrawn in the order in which they were paid 
Subpara. 146(5)(a)(iv.1) added by 1995, c. 3, subsec. 43(2), applicable to the with- 
drawal of amounts paid after March 1, 1994. i 
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All that portion of para. 146(5)(a) following subpara. (iv) substituted by 1994, c. 21, 
subsec. 69(4), applicable to 1992 et seq. That portion of the para. formerly read: 


exceeds the total of all amounts each [of] which is 
(v) an amount deducted under subsection 147.3(13.1) in computing the tax- 


payer’s income for the year or a preceding taxation year that ends after 1992, 
or 


(vi) an amount deducted under subsection 147.3(13.1) in computing the tax- 
payer's income for the 1992 taxation year, other than any portion of the 
amount that could not have been so deducted if paragraphs 147.3(10)(b) and 
(c) did not apply in respect of transfers made before 1991, and 


Para. 146(5)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 82(6), applica- 
ble (by subsec. 82(13), as amended by 1994, c. 21, s. 136) to 1992 et seq. Para. (5)(a) 
formerly read: 


(a) the total of all amounts each of which is a premium paid by the taxpayer after 
1990 and on or before the day that is 60 days after the end of the year under a 
registered retirement savings plan under which the taxpayer was the annuitant at 
the time the premium was paid, other than the portion, if any, of the premium 


(i) that was deducted in computing the taxpayer’s income for a preceding 
taxation year, 


(ii) that was designated for any taxation year for the purposes of paragraph 
60G), G-1) or (), 
(iii) in respect of which the taxpayer has received a payment that has been 


deducted under subsection (8.2) in computing the taxpayer’s income for a 
preceding taxation year, or 


(iv) that was deductible under subsection (6.1) in computing the taxpayer’s 
income for any taxation year, and 


Selected Cases [subsec. 146(5)]: Bouchard v. MNR, [1996] 1 C.T.C. 2239 (TCC) 
(Proper time to determine contribution limit is at end of taxation year or within 60 days 
of following year); Gadsby v. MNR, [1989] 1 C.T.C. 441 (FCTD) (Taxpayer entitled to 
full RRSP deduction when withdrawal from pension plans terminated all rights 
thereunder); Wood v. R., [1985] 2 C.T.C. 16 (FCTD) (Earned income is net of 
deductions). 


Regulations: 100(3)(c) (no source withholding where premium is paid by employer 
directly to RRSP); 214.1 (information return). 


Remission Orders: Certain Taxpayers Remission Order, 1998-2, P.C. 1998-2092, s. 
2 (judges in Quebec who made contributions in 1989 or 1990); Certain Taxpayers Re- 
mission Order, 1999-2, P.C. 1999-1855, s. 2 (remission to Quebec judges for excess 
contributions in 1989-90); Donald Potter Remission Order, P.C. 2004-264 (remission 
of tax on a withdrawal based on incorrect information from the CRA). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-307R4: Spousal or common-law registered retirement savings plans; IT- 
500R: RRSPs — death of an annuitant. 


Advance Tax Rulings: ATR-2: Contribution to pension plan for past service; ATR- 
17: Employee benefit plan — purchase of company shares; ATR-37: Refund of premi- 
ums transferred to spouse. 


Forms: T1 General Sched. 7: RRSP unused contributions, transfers, and HBP or LLP 
activities; T4040: RRSPs and other registered plans for retirement [guide]. 


(5.1) Amount of spousal RRSP premiums deductible — 
There may be deducted in computing a taxpayer’s income for a tax- 
ation year such amount as the taxpayer claims not exceeding the 
lesser of 


(a) the total of all amounts each of which is a premium paid by 
the taxpayer after’ 1990 and on or before the day that is 60 days 
after the end of the year under a registered retirement savings 
plan under which the taxpayer’s spouse or common-law partner 
(or, where the taxpayer died in the year or within 60 days after 
the end of the year, an individual who was the taxpayer’s spouse 
or common-law partner immediately before the death) was the 
annuitant at the time the premium was paid, other than the por- 
tion, if any, of the premium 


(i) that was deducted in computing the taxpayer’s income for 
a preceding taxation year, 


(ii) that was designated for any taxation year for the purposes 
of paragraph 60(.2), 

(iii) in respect of which the taxpayer or the taxpayer’s spouse 
or common-law partner has received a payment that has been 
deducted under subsection (8.2) in computing the taxpayer’s 
income for a preceding taxation year, or 

(iv) that would be considered to be withdrawn by the tax- 
payer’s spouse or common-law partner as an eligible amount 
(as defined in subsection 146.01(1) or 146.02(1)) less than 90 
days after it was paid, if earnings in respect of a registered 


S. 146(5.21) 


retirement savings plan were considered to be withdrawn 
before premiums paid under that plan and premiums were 
considered to be withdrawn in the order in which they were 
paid, and 


(b) the amount, if any, by which the taxpayer’s RRSP deduction 

limit for the year exceeds the amount deducted under subsection 

(5) in computing the taxpayer’s income for the year. 
Related Provisions: 60(i) — Deduction for RRSP premiums paid; 60(1) — Transfer 
of RRSP premium refunds; 60(v) — Contribution to Saskatchewan Pension Plan before 
2010; 74.5(12)(a) — Attribution rules do not apply to spousal contribution; 146(5) — 
Deduction for contribution to own plan; 146(8.21) — Premium deemed: not paid; 
146(8.3) — Attribution of income when amount withdrawn from RRSP; 146(16) — 
Deduction on transfer of funds; 146(21.1) — Contribution to Saskatchewan Pension 
Plan (after 2009) deemed to be RRSP premium; 146(22) — Deadline extension for ice 
storm; 146.3(5.1) — Attribution on withdrawal from RRIF; 146.3(5.4) — RRIF — 
Spouse’s income; 204.1(2.1)—Tax payable by individuals — contributions after 
1990; 204.2(1.2)I(a)(vi) — Amount non-deductible due to 146(5.1)(a)(iv) not included 
for Part X.1 penalty tax purposes; 252(3) — Extended meaning of “spouse”. 


History: The opening words of para. 146(5.1)(a) amended by 2001, c. 17, subsec. 
246(3) to replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq. except that, if a taxpayer and a person have jointly elected pursuant to s. 144 of 
2000, c. 12 in respect of the 1998, 1999 or 2000 taxation years, the amendment applies 
to the taxpayer and the person in respect of the applicable taxation year and subsequent 
taxation years. 


Subparas. 146(5.1)(a)(ii) and (iv) amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner”, applicable to 2001 et seq., in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner”. 


Subpara. 146(5.1)(a)(iv) amended by 1999, c. 22, subsec. 59(4), applicable to 1998 et 
seq. It formerly read: 


(iv) that would be considered to be withdrawn by the taxpayer’s spouse as an 
eligible amount (within the meaning assigned by subsection 146:01(1)) less than 
90 days after it was paid, if earnings in respect of a registered retirement savings 
plan were considered to be withdrawn before premiums paid under that plan and 
premiums were considered to be withdrawn in the order in which they were paid, 
and 


Subpara. 146(5.1)(a)(iv) added by 1995, c. 3, subsec. 43(3), applicable to the with- 
drawal of amounts paid after March 1, 1994. 


The opening words of para. 146(5.1)(a) substituted by 1994, c. 21, subsec. 69(5), appli- 
cable to 1992 et seg. The opening words formerly read: 


(a) the total of all amounts each of which is a premium paid by the taxpayer after 
1990 and on or before the day that is 60 days after the end of the year under a 
registered retirement savings plan under which the taxpayer’s spouse was the 
annuitant at the time the premium was paid, other than the portion, if any, of the 
premium 


Selected Cases [subsec. 146(5.1)]: Gilbert (M.) v. Canada, [1993] 1 C.T.C. 233 
(FCA) (Year in which actual payment made is relevant, not prior year in respect of 
which deduction taken). 


Regulations: 100(3)(c) (no source withholding where premium is paid by employer 
directly to RRSP); 214.1 (information return). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-307R4: Spousal or common-law registered retirement savings plans; IT- 
500R: RRSPs — death of an annuitant. 


Information Circulars: 72-22R9: Registered retirement savings plans. 
Forms: T4040: RRSPs and other registered plans for retirement [guide]. 


(5.2) [Repealed under former Act] 
(5.21) Anti-avoidance — Notwithstanding any other provision of 
this section, where 


(a) a registered pension plan is amended or administered in such 
a manner as to terminate, suspend or delay 


(i) the membership of an individual in the plan for the indivi- 
dual’s 1990 taxation year, 


(ii) contributions under the plan by or for the benefit of the 
individual in respect of the year, or 


(iii) the accrual of retirement benefits under the plan for the 
individual in respect of the year, or 


(b) a deferred profit sharing plan is amended or administered in 
such a manner as to terminate, suspend or delay contributions 
under the plan for the year in respect of an individual, 


and one of the main reasons for the termination, suspension or delay 
may reasonably be considered to be to reduce the pension adjust- 
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ment of the individual for the year in respect of an employer, the 
only amount that may be deducted in computing the income for the 
year of the individual, in respect of premiums paid to registered re- 
tirement savings plans, is the amount that would have been deducti- 
ble had that termination, suspension or delay not occurred. 


(5.3)-(5.5) [Repealed under former Act] 


(6) Disposition of non-qualified investment — Where in a 
taxation year a trust governed by a registered retirement savings 
plan disposes of a property that, when acquired, was a non-qualified 
investment, there may be deducted, in computing the income for the 
taxation year of the taxpayer who is the annuitant under the plan, an 
amount equal to the lesser of 


(a) the amount that, by virtue of subsection (10), was included in 
computing the income of that taxpayer in respect of the acquisi- 
tion of that property, and 


(b) the proceeds of disposition of the property. 
Related Provisions: 146(10)— Tax on acquisition of non-qualified investment; 
146(11) — Life insurance policy; 259(1) — Election for proportional holdings in trust 
property. 
Selected Cases [subsec. 146(6)]: Foreman et al. v. MNR, [1996] 1 C.T.C. 265 
(FCTD) (Statutory language required where “series” of transactions attacked). 
Regulations: 214(2) (information return). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs; IT-415R2: Deregistration of registered retirement savings 
plans (archived). 


Forms: T3GR: Group income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets). 


(6.1) Recontribution of certain withdrawals — There may be 
deducted in computing a taxpayer’s income for a particular taxation 
year the total of all amounts each of which is such portion of a pre- 
scribed premium for the particular year as was not designated for 
any taxation year for the purposes of paragraph 60(j), (j.1) or (1). 
Related Provisions: 60(i)— Deduction for RRSP premiums paid; 146(5) — 
Amount of RRSP premiums deductible; 146.01(1)“excluded premium’(c) — Premium 
deducted under 146(6.1) not eligible for Home Buyers’ Plan; 146.02(1)“excluded pre- 
mium’(d) — Premium deducted under 146(6.1) not eligible for LLP; 152(6)(b.1) — 
Reassessment where deductible claimed. 


Regulations: 8307(7) (prescribed premium). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(7) Recovery of property used as security — Where in a tax- 
ation year a loan, for which a trust governed by a registered retire- 
ment savings plan has used or permitted to be used trust property as 
security, ceases to be extant, and the fair market value of the pro- 
perty so used was included by virtue of subsection (10) in comput- 
ing the income of the taxpayer who is the annuitant under the plan, 
there may be deducted, in computing the income of the taxpayer for 
the taxation year, an amount equal to the amount, if any, remaining 
when 


(a) the net loss (exclusive of payments by the trust as or on ac- 
count of interest) sustained by the trust im consequence of its 
using the property, or permitting it to be used, as security for the 
loan and not as a result of a change in the fair market value of 
the property 

is deducted from 


(b) the amount so included in computing the income of the tax- 
payer in consequence of the trust’s using the property, or permit- 
ting it to be used, as security for the loan. 

Related Provisions: 60(i) — Deduction in computing income; 146(10) — Inclusion 

in income of property used as security. 

Regulations: 214(2) (information return). 


Forms: T3GR: Group income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets). 


(8) Benefits [and withdrawals] taxable — There shall be in- 
cluded in computing a taxpayer’s income for a taxation year the 
total of all amounts received by the taxpayer in the year as benefits 
out of or under registered retirement savings plans, other than ex- 
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cluded withdrawals (as defined in subsection 146.01(1) or 
146.02(1)) of the taxpayer and amounts that are included under par- 
agraph (12)(b) in computing the taxpayer’s income. 


Related Provisions: 56(1)(h) — Income from RRSP; 56(12) — Income inclusion on 
conversion of foreign retirement arrangement; 60(1) — Rollover of refund of premium; 
139.1(12) — Conversion benefit on demutualization of insurance corporation not taxa- 
ble; 146(8.01) — Benefits from RRSP re Home Buyers’ Plan; 146(8.3) — Attribution 
from spousal RRSP; 146(8.92), (8.93) — Deduction to deceased for post-death RRSP 
losses; 146(12) — Change in plan after registration; 146(16) — Deduction on transfer 
of funds; 146(20) — Amount credited to deposit RRSP deemed not received by annui- 
tant; 146.01(4) Home Buyers’ Plan — portion of eligible amount not repaid; 
146.01(5), (6) —HBP — other income inclusions, 146.02(4) — Lifelong Learning 
Plan — portion of eligible amount not repaid; 146.02(5), (6) — LLP — other income 
inclusions; 147.3(13.1) — Withdrawal of excessive transfers to RRSPs and RRIFs; 
153(1)(j) — Withholding of tax at source; 160.2(1) — Joint and several liability in re- 
spect of amounts received from RRSP; 212(1)(1) — Withholding tax on payments to 
non-residents. 


History: Subsec. 146(8) amended by 1999, c. 22, subsec. 59(5), applicable to 1999 et 
seq. It formerly read: 


(8) There shall be included in computing the income of a taxpayer for a taxation 
year the total of all amounts received by the taxpayer in the year as benefits out 
of or under registered retirement savings plans, other than excluded withdrawals 
(within the meaning assigned by subsection 146.01(1)) in respect of the taxpayer 
and amounts that are included under paragraph (12)(b) in computing the tax- 
payer’s income. 


Subsec. 146(8) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 82(7), applica- 
ble to 1992 et seg. Subsec. (8) formerly read: 


(8) There shall be included in computing the income of a taxpayer for a taxation 
year all amounts received by the taxpayer in the year as a benefit out of or under 
a registered retirement savings plan, other than an amount that is included in 
computing the taxpayer’s income pursuant to paragraph (12)(b). 


Selected Cases: Astorino v. R., [2010] 5 C.T.C. 2115 (TCC) (Taxpayer has benefit 
of all funds transferred from RRSP to pension plan); Lavoie v. R., [2009] 5.C.T.C. 2119 
(TCC) (Settlement payments held to be received under or out of RRSP); Bertrand v. R., 
[2007] 5 C.T.C. 2440 (TCC) (Payments from RRSP made to bankruptcy trustee were 
“received” by taxpayer and were taxable); St-Hilaire v. R., [1997] 3 C.T.C. 2711 (TCC) 
(Receipts from RRSP taxable even if contributions improperly made). 


Regulations: 100(1)remuneration’(i) (payment from RRSP subject to source with- 
holding); 103(4), (6) (withholding requirements on withdrawal from RRSP); 104(3) (no 
withholding on Home Buyers’ Plan withdrawal); 104.1 (no withholding on Lifelong 
Learning Plan withdrawal); 214(1), (4) (information return). 


I.T. Application Rules: 61(2) (where annuitant died before 1972). 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-SO0OR: RRSPs — death of an annuitant. 


Information Circulars: 72-22R9: Registered retirement savings plans. 
1.T. Technical News: 39 (settlement of a shareholder class action suit). 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 


Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 2 
(locked-in designation). 


Forms: T4RSP: Statement of RRSP income; T4RSP Summary; T4040: RRSPs and 
other registered plans for retirement [guide]; T4079: T4RSP and T4RIF guide. 


(8.01) Subsequent re-calculation [on HBP or LLP with- 
drawal] — If a designated withdrawal (as defined in subsection 
146.01(1)) or an amount referred to in paragraph (a) of the defini- 
tion “eligible amount” in subsection 146.02(1) is received by a tax- 


payer in a taxation year and, at any time after that year, it is deter- | 


mined that the amount is not an excluded withdrawal (as defined in 
subsection 146.01(1) or 146.02(1)), notwithstanding subsections 
152(4) to (5), such assessments of tax, interest and penalties shall 
be made as are necessary to give effect to the determination. 


History: Subsec. 146(8.01) amended by 1999, c. 22, subsec. 59(5), applicable to 1999 
et seq. It formerly read: 


(8.01) Idem — subsequent re-calculation — Where an amount referred to in 
paragraph (a) of the definition “eligible amount” in subsection 146.01(1) is re- 
ceived by a taxpayer in a taxation year and, at any time after that year, it is 
determined that the amount is not an excluded withdrawal (within the meaning 
assigned by that subsection), notwithstanding subsections 152(4) to (5), such as- 
sessments of tax, interest and penalties shall be made as are necessary to give 
effect to the determination. 


Subsec. 146(8.01) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsee. 82(7), applica- 
ble to 1992 et seq. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived). 


1146 


i ee eee 


Division G — Deferred & Special Income Arrangements S. 146(8.2)(b) 


(8.1) Deemed receipt of refund of premiums — Where a por- 
tion of an amount paid out of or under a registered retirement ‘sav- 
ings plan of a deceased annuitant to the annuitant’s legal representa- 
tive would have been a refund of premiums if it had been paid 
under the plan to a beneficiary of the deceased’s estate, it is, to the 
extent it is so designated jointly by the legal representative and the 
beneficiary in prescribed form filed with the Minister, deemed to be 
received by the beneficiary (and not by the legal representative) at 
the time it was so paid as a benefit that is a refund of premiums. 


Aci = meaning f eicay so that a refer- 
ary of a trust 0 estate includes an a who is not a direct 


been paid under the plan . 
as defined in. subsection 


g revel a Tenund of premiums. This - 
Id treat proceeds paid directly 


dated jointly by the legal repre 
prescribed form filed with the — 
and not by the legal Feoleseataiive) i ae 
the time it was 80 paid as abe fit tha Sa re fund of 


aise would have beer a refund a premiums nt , 
nated eek by the a F paige ic and the i 
‘bet 


requirements 
denied the ae 


ount pal is 
have been a “refund of reine” if it had been paid by. the RRSP 
under the = An amount at Paid | out nae an ove as a con 


mon-law partner of 
annuitant. 


tas from the RRSP. Wien such ; 
jecline the eon refund of oe) ini 


wein, Director, Tax Legislation Division, Tax Policy Branch — 


Related Provisions: 60(1) — Transfer of RRSP premium refunds; 60(1)(v)(B.1) — 
Rollover of designated benefits to child or grandchild on death; 146(8:9) — Effect of 
death where person other than spouse becomes entitled; 146.3(6:1) — Parallel rule for 
RRIFs; 160.2(1) — Joint and several liability in respect of amounts received out of or 
under RRSP; 214(3)(c) — Non-resident withholding tax. 


History: Subsec. 146(8.1) amended by 2000, c. 19, subsec. 42(3), applicable to 1999 
' et seq. The subsec. formerly read: 


deceased. RRSP ART mu s estate has the meaning assigned | 
This has the effect of extending ep provisions of subsection Aa 


for Seiaiole! iad Ab ee bag an adios interest in ite decea: 
annuitant’s estate by virtue of being a beneficiary under a trust that is 
under the estate — —a structure typically, bak ues Be ‘the mata Bt 


(8.1) Such portion of an amount paid in a taxation year out of or under a regis- 
. ZL tered retirement savings plan of a deceased annuitant to the annuitant’s legal rep- 
Ms. ice Beauchemin Rmoad Chabot oe ns LLP, resentative as, had that portion been paid under the plan to a beneficiary of the 
‘ a deceased’s estate, would have been a refund of premiums shall, to the extent it is 
Dear Ms. Beauchemin: _ _. so designated jointly by the legal representative and the beneficiary in prescribed 
This is in reply to your letter of January 05, 2005 ebncetning ei paposed ments. form filed with the Minister, be deemed to be received by the beneficiary in the 
to alae oon of the Income Tax Act, released the neh ee of Fi — jon year as a benefit that is a refund of premiums. 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 


Forms: T2019: Death of an RRSP annuitant — refund of premiums. 


where the proceeds are used to acquire a life mal under which a ‘qualifying 
for a ee wea individual is the anneenh: - J 


(8.2) Amount deductible [overcontribution withdrawn] — 
Where 


(a) all or any portion of the premiums paid in a taxation year by 
the proceeds of a deceased individual’s RRSP are transferred to the deceased indivi- : a taxpayer to one or more registered retirement savings plans 
dual’s legal representative. The funds are then used by the deceased’s estate to ac- under which the taxpayer or the taxpayer’s spouse or common- 


quire an annuity under which the annuitant is a testamentary trust created under the — law partner was the annuitant was not deducted in computing the 
will of the deceased. A mentally infirm financially dependent child of the deceased taxpayer’s income for any taxation year 

is, during the child’s lifetime, the sole beneficiary of the testamentary trust. While the ; ; 
child does not have a direct interest in the deceased individual’s estate, the child is ~ (b) the taxpayer or the taxpayer’s spouse or common-law partner 
“beneficially interested” in the estate, within the meaning assigned by subsection _ can reasonably be regarded as having received a payment froma 


1147 


S. 146(8.2)(b) 


registered retirement savings plan or a registered retirement in- 
come fund in respect of such portion of the undeducted premi- 
ums as 


(i) was not paid by way of a transfer of an amount from a 
registered pension plan to a registered retirement savings 
plan, 


(ii) was not paid by way of a transfer of an amount from a 
deferred profit sharing plan to a registered retirement savings 
plan in accordance with subsection 147(19), and 


(iii) was not paid by way of a transfer of an amount from a 
provincial pension plan prescribed for the purpose of para- 
graph 60(v) to a registered retirement savings plan in circum- 
stances to which subsection (21) applied, 


Proposed Amendment — 146(8.2)(b)(iii) 


(iii) was not paid by way of a transfer of an amount from a 
specified pension plan to a registered retirement savings 


and 


Application: The December 7, 2010 draft legislation (Sask. Pension Plan), subsec. 
9(1), will amend subpara. 146(8.2)(b)(iii) to read as above, applicable to taxation 
years that begin after 2009, . cay : oe 


Technical Notes: Subsection 146(8.2) is a relieving provision that provides a. 
deduction for RRSP and RRIF distributions that are included in computing an indivi- 
dual’s income that are in respect of certain non-deducted RRSP premiums paid by _ 


the individual to the individual’s RRSP or to a spousal or common-law partner — 


RRSP. Paragraph 146(8.2)(b) specifies that the deduction which is generally permit- 


ted under subsection 146(8.2) does not apply to the withdrawal of RRSP contribu- _ 


tions made by way of a direct transfer from a registered pension plan, a deferred — 
profit sharing plan or a prescribed provincial pension plan. Ce 7S 


Paragraph 146(8.2)(b) is amended by replacing the reference in subparagraph (b)(iii) 
to “provincial pension plan prescribed for the purpose of paragraph 60(v)” with a— 


reference to “specified pension plan”, consequential on the introduction of the defini- 
tion “specified pension plan” in subsection 248(1). Ly So 


(c) the payment is received by the taxpayer or the taxpayer’s 
spouse or common-law partner in a particular taxation year that 
is 

(i) the year in which the premiums were paid by the taxpayer, 


(ii) the year in which a notice of assessment for the taxation 
year referred to in subparagraph (i) was sent to the taxpayer, 
or 


(iii) the year immediately following the year referred to in 
subparagraph (i) or (ii), and 


(d) the payment is included in computing the taxpayer’s income 
for the particular year, 


the payment (except to the extent that it is a prescribed withdrawal) 
may be deducted in computing the taxpayer’s income for the partic- 
ular year unless it is reasonable to consider that 


(e) the taxpayer did not reasonably expect that the full amount of 
the premiums would be deductible in the taxation year in which 
the premiums were paid or in the immediately preceding taxa- 
tion year, and 


(f) the taxpayer paid all or any portion of the premiums with the 
intent of receiving a payment that, but for this paragraph and 
paragraph (e), would be deductible under this subsection. 


Related Provisions: 60(i) — Deduction for RRSP premiums paid; 146(5) — Deduc- 
tion for contribution to own RRSP; 146(5.1) — Deduction for contribution to spousal 
RRSP; 146(8.21) — Excess premium deemed not paid; 146(16) — Deduction on trans- 
fer of funds; 146(21.2) — Saskatchewan Pension Plan account deemed to be RRSP for 
purposes of 146(8.2); 147.3(13.1) — Withdrawal of excessive transfers to RRSPs and 
RRIFs; Reg. 8307(4) — Eligibility of withdrawn amount for designation. 


History: Paras. 146(8.2)(a) to (c) amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner”, applicable to 2001 er seq., in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)"com- 
mon-law partner’. 


Subpara. 146(8.2)(b)(iii) added by 1994, c. 21, subsec. 69(6), applicable to 1992 et seq. 


plan in circumstances to which subsection 146(21) applied, 
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Para. 146(8.2)(b) amended by 1994, c. 7, Sch. VIII (1993, . 24), subsec. 82(8), appli- 
cable to 1991 et seg. except that for the 1991 taxation year subpara. (i) shall be read as 
follows: 


(i) was not paid by way of a transfer of an amount from a registered pension plan 
to a registered retirement savings plan in accordance with any of subsections 
147.3(1) and (4) to (7), and 
Para. (b) formerly read: 
(b) the taxpayer or the taxpayer’s spouse can reasonably be regarded as having 
received a payment from a registered retirement savings plan or a registered re- 
tirement income fund in respect of such undeducted premiums, 
Regulations: 7800 (Saskatchewan Pension Plan is prescribed provincial pension plan 
for subpara. (b)(iii) (to 2009), specified pension plan for subpara. (b)(iii) (from 2010); 
8307(6) (prescribed withdrawal). 
Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-124R6: Contributions to registered retirement savings plans. 


Forms: 1746: Calculating your deduction for refund of unused RRSP contributions; 
T3012A: Tax deduction waiver on the refund of your unused RRSP contributions. 


(8.21) Premium deemed not paid — Where a taxpayer or the 
taxpayer’s spouse or common-law partner has, at any time in a taxa- 
tion year, received a payment from a registered retirement savings 
plan or a registered retirement income fund in respect of all or any 
portion of a premium paid by the taxpayer to a registered retirement 
savings plan and the payment has been deducted under subsection 
(8.2) in computing the taxpayer’s income for the year, the premium 
or portion thereof, as the case may be, shall, 


(a) for the purposes of determining, after that time, the amount 
that may be deducted under subsection (5) or (5.1) in computing 
the taxpayer’s income for the year or a preceding taxation year, 
and 


(b) for the purposes of subsections (8.3) and 146.3(5.1) after that 
time, in the case of a payment received by the taxpayer, 


be deemed not to have been a premium paid by the taxpayer to a 
registered retirement savings plan. 

Related Provisions: 146(8.6) — Spouse’s income; 146(21.2) — Saskatchewan Pen- 
sion Plan account deemed to be RRSP for purposes of 146(8.21). 


History: Subsec. 146(8.21) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(8.3) Spousal or common-law partner payments 
[attribution rule] — Where at any time in a taxation year a partic- 
ular amount in respect of a registered retirement savings plan that is 
a spousal or common-law partner plan in relation to a taxpayer is 
required by reason of subsection (8) or paragraph (12)(b) to be in- 
cluded in computing the income of the taxpayer’s spouse or com- 
mon-law partner before the plan matures or as a payment in full or 
partial commutation of a retirement income under the plan and the © 
taxpayer is not living separate and apart from the taxpayer’s spouse 
or common-law partner at that time by reason of the breakdown of 
their marriage or common-law partnership, there shall be included 
at that time in computing the taxpayer’s income for the year an 
amount equal to the lesser of 


(a) the total of all amounts each of which is a premium paid by - 
the taxpayer in the year or in one of the two immediately preced- 
ing taxation years to a registered retirement savings plan under 
which the taxpayer’s spouse or common-law partner was the an- 
nuitant at the time the premium was paid, and 


(b) the particular amount. 


Related Provisions: 56(1)(h) — Income from RRSP; 60(j.2) — Transfer to spousal 
RRSP; 74.5(12) — Regular attribution rule does not apply, 146(8.21) — Premium 
deemed not paid; 146(8.5) — Ordering; 146(8.6) — Spouse’s income; 146(8.7) — 
Where subsec. (8.3) does not apply; 146(21.3) — Payment from Saskatchewan Pension 
Plan deemed to be from RRSP for purposes of 146(8.3)-(8.7), starting 2011; 
146.3(5.1) — Parallel rule for RRIFs; 146.3(5.4) — Spouse’s income; 147.3(13.1) — 
Withdrawal of excessive transfers to RRSPs and RRIFs; 153(1)(j) — Withholding of 
tax at source. 


History: The opening words of subsec. 146(8.3) amended by 2001, c. 17, subsec. 


246(4), applicable to 2001 et seg. except that, if a taxpayer and a person have jointly 
elected pursuant to s. 144 of 2000, c. 12 in respect of the 1998, 1999 or 2000 taxation 
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years, the amendment applies to the taxpayer and the person in respect of the applicable 
taxation year and subsequent taxation years. The opening words formerly read: 


(8.3) Spousal RRSP payments [attribution rule] — Where at any time in a 
taxation year a particular amount in respect of a registered retirement savings 
plan that is a spousal plan in relation to a‘taxpayer is required by reason of sub- 
section (8) or paragraph (12)(b) to be included in computing the income of the 
taxpayer’s spouse before the plan matures or as a payment in full or partial com- 
mutation of a retirement income under the plan and the taxpayer is not living 
separate and apart from the taxpayer’s spouse at that time by reason of the break- 
down of their marriage or common-law partnership, there shall be included at 
that time in computing the taxpayer’s income for the year an amount equal to the 
lesser of 


The opening words of subsec. 146(8.3) amended by 2000, c. 12, Sch. 2, s. 9, to replace 
“marriage” with “marriage or common-law partnership”, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


Para. 146(8.3)(a) amended. by 2000, c. 12, Sch. 2, s.. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seqg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Selected Cases [subsec. 146(8.3)]: Gilbert (M.) v. Canada, [1993] 1 C.T.C. 233 
(FCA) (Year in which actual payment made is relevant, not prior year in respect of 
which deduction taken). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-307R4: Spousal or common-law registered retirement savings plans; IT- 
415R2: Deregistration of RRSPs (archived). 


Forms: T1234 SCH B: Allowable amounts of non-refundable tax credits; T2205: 
Amounts from a spousal or common-law partner RRSP or RRIF to include in income. 


(8.4) [Repealed under former Act] 


(8.5) Ordering — Where a taxpayer has paid more than one pre- 
mium described in subsection (8.3), such a premium or part thereof 
paid by the taxpayer at any time shall be deemed to have been in- 
cluded in computing the taxpayer’s income by virtue of that subsec- 
tion before premiums or parts thereof paid by the taxpayer after that 
time. 


Related Provisions: 146(21.3)— Payment from Saskatchewan igh Plan 
deemed to be from RRSP. for purposes of 146(8.3)-(8.7). : 


interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans. 


(8.6) Spouse’s [or common-law partner’s] income — 
Where, in respect of an amount required at any time in a taxation 
year to be included in computing the income of a taxpayer’s spouse 
or common-law partner, all or part of a premium has by reason of 
subsection (8.3) been included in computing the taxpayer’s income 
for the year, the following rules apply: 


(a) the premium or part thereof, as the case may be, shall, for the 
purposes of subsections (8.3) and 146.3(5.1) after that time, be 
deemed not to have been a premium paid to a registered retire- 
ment savings plan under which the taxpayer’s spouse or com- 
mon-law partner was the annuitant; and 


(b) an amount equal to the premium or part thereof, as the case 
may be, may be deducted in computing the income of the spouse 
or common-law partner for the year. 

Related Provisions: 146(8.21) — Premium deemed not paid; 146(21.3) — Payment 


from Saskatchewan Pension Plan deemed to be from RRSP for purposes of 
146(8.3)-(8.7); 146.3(5.4) — Spouse’s income. 


History: Subsec. 146(8.6) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-415R2: Deregistration of RRSPs (archived). 


(8.7) Where subsec. (8.3) does not apply — Subsection (8.3) 
does not apply 


(a) in respect of a taxpayer at any time during the year in which 
the taxpayer died; 


(b) in respect of a taxpayer where either the taxpayer or the tax- 
payer’s spouse or common-law partner is a non-resident at the 
particular time referred to in that subsection; 


S. 146(8.9) 


(c) in respect of amounts paid out of or under a plan referred to 
in subsection (12) as an “amended plan” to which paragraph 
(12)(a) applied before May 26, 1976; 


(d) to any payment that is received in full or partial commutation 
of a registered retirement income fund or a registered retirement 
savings plan and in respect of which a deduction was made 
under paragraph 60(1) if, where the deduction was in respect of 
the acquisition of an annuity, the terms of the annuity provide 
that it cannot be commuted, and it is not commuted, in whole or 
in part within 3 years after the acquisition; or 


(€) in respect of an amount that is deemed by subsection (8.8) to 
have been received by an annuitant under a registered retirement 
savings plan immediately before the annuitant’s death. 


Related Provisions: 146(21.3)— Payment from Saskatchewan Pension Plan 
deemed to be from RRSP for purposes of 146(8.3)-(8.7). 


History: Para. 146(8.7)(b) amended by: 2000, c. 12, Sch. 2,'s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-415R2: Deregistration of RRSPs (archived). 


(8.8) Effect of death where person other than spouse [or 
common-law partner] becomes entitled — Where the annui- 
tant under a registered retirement savings plan (other than a plan 
that had matured before June 30, 1978) dies after June 29, 1978, the 
annuitant shall be deemed to have received, immediately before the 
annuitant’s death, an amount as a benefit out of or under a regis- 
tered retirement savings plan equal to the amount, if any, by, which 


(a) the fair market value of all the property of the plan at the 
time of death 


exceeds 


(b) where the annuitant died after. the maturity of the plan, the 
fair market value at the time of the death of the portion of the 
property described in paragraph (a) that, as a consequence of the 
death, becomes receivable by a person who was the annuitant’s 
spouse or common-law partner immediately before the death, or 
would become so receivable should that person survive through- 
out all guaranteed terms contained in the plan. 
Related Provisions: 60(1)(v)(B.1) — Transfer of RRSP premium refunds; 60.02 — 
Rollover to RDSP; 118.1(5.3) — Designation. of charity as beneficiary of RRSP; 
146(8.7) — Where subsec. (8.3) does not apply; 146(8.9) — Effect of death where per- 
son other than spouse becomes entitled; 146(8.92), (8.93) — Deduction to deceased for 
post-death RRSP losses; 146.3(6) — Parallel rule for RRIFs; 160.2(1) — Joint and sev- 
eral liability in respect of amounts received out of or under RRSP; 214(3)(0), 
214(3.1) — Non-resident withholding tax: 


History: Para. 146(8.8)(b) amended by 2000, cy 12, Sch. 2, 8:1, to replace ‘spouse”’ 
with “spouse or common-law partner’, applicable to. 2001 et seg., in force July.31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Para. 146(8.8)(b) substituted by 1994, c. 21, subsec. 69(7),; applicable to deaths occur- 
ring after 1992. That para. formerly read: 


(b) the portion thereof that, as a consequence of the annuitant’s death, becomes 
receivable by the annuitant’s spouse, or would become so receivable should that 
spouse survive throughout all guaranteed terms contained in the plan. 


Selected Cases: Curley v. MacDonald, (2000] 4 C.T.C: 14 (Ont SCJ) (Provision is 
liability-fixing, not just tax calculation mechanism); Slater v. Klassen Estate, [2000] 2 
C.T.C. 100 (Man QB) (RRSP did not pass by will where marriage no longer in exis- 
tence; no rollover). 


Regulations: 214(4) (information return). 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-SOOR: RRSPs — death of an annuitant. 


Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 
Forms: RC4177: Death of an RRSP annuitant [guide]. 


(8.9) Idem — There may be deducted from the amount deemed by 
subsection (8.8) to have been received by an annuitant as a benefit 
out of or under a registered retirement savings plan an amount not 
exceeding the amount determined by the formula 


ee 


qrs 
gee (B + C) 
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where 
A is the total of 
(a) all refunds of premiums in respect of the plan, 


(b) all tax-paid amounts in respect of the plan paid to individ- 
uals who, otherwise than because of subsection (8.1), re- 
ceived refunds of premiums in respect of the plan, and 


(c) all amounts each of which is a tax-paid amount in respect 
of the plan paid to the legal representative of the annuitant 
under the plan, to the extent that the legal representative 
would have been entitled to designate that tax-paid amount 
under subsection (8.1) if tax-paid amounts were not excluded 
in determining refunds of premiums; 


Bis the fair market value of the property of the plan at the particu- 
lar time that is the later of 


(a) the end of the first calendar year that begins after the 
death of the annuitant, and 


(b) the time immediately after the last time that any refund of 
premiums in respect of the plan is paid out of or under the 

plan; 
C. is the total of all amounts paid out of or under the plan after the 
death of the annuitant and before the particular time, and 


D is the lesser of 


(a) the fair market value of the property of the plan at the 
time of the annuitant’s death, and 


(b) the sum of the values of B and C in respect of the plan. 


Related Provisions: 60(1) — Transfer of RRSP premium refunds; 146.3(6.2) — 
Parallel rule for RRIFs; 152(6)(f.3) — Reassessment to allow carryback of loss; 
160.2(1) — Joint and several liability in respect of amounts received out of or under 
RRSP. 


History: The description of A in subsec. 146(8.9) amended by 1998, c. 19, subsec. 
170(7), applicable to deaths occurring after 1992. The description formerly read: 


A is the total of all refunds of premiums in respect of the plan; 


Subsec. 146(8.9) substituted by 1994, c, 21, subsec. 69(8), applicable to deaths occur- 
ring after 1992. That subsec. formerly read: 


(8.9) There may be deducted from the amount deemed by subsection (8.8) to 
have been received by an annuitant as a benefit out of or under a registered re- 
tirement savings plan the total of all amounts each of which is 


(a) that portion of an amount paid out of or under the plan that is deemed to 
be received by a beneficiary as a benefit that is a refund of premiums pursu- 
ant to subsection (8.1); or 


(b) an amount received under the plan by a child or grandchild of the annui- 
tant as a refund of premiums. 


Interpretation Bulletins: IT-500R: RRSPs — death of an annuitant. 
Advance Tax Rulings: ATR-37: Refund of premiums transferred to spouse. 
Forms: RC4177: Death of an RRSP annuitant [guide]. 


(8.91) Amounts deemed receivable by spouse [or 
common-law partner] — Where, as a consequence of the death 
of an annuitant after the maturity of the annuitant’s registered retire- 
ment savings plan, the annuitant’s legal representative has become 
entitled to receive amounts out of or under the plan for the benefit 
of the spouse or common-law partner of the deceased and the legal 
representative and the spouse or common-law partner file with the 
Minister a joint election in prescribed form, 


(a) the spouse or common-law partner shall be deemed to have 
become the annuitant under the plan as a consequence of the 
annuitant’s death; and 


(b) such amounts shall be deemed to be receivable by the spouse 
or common-law partner and, when paid, to be received by the 
spouse or common-law partner as a benefit under the plan, and 
not to be received by any other person. 
Related Provisions: 60(1) — Transfer of RRSP premium refunds; 160.2(1) — Joint 
and several liability in respect of amounts received out of or under RRSP; 214(3)(c) — 
Non-resident withholding tax; 248(8) — Occurrences as a consequence of death. 
History: Subsec. 146(8.91) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
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Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-500R: RRSPs — death of an annuitant. 


Forms: RC4177: Death of an RRSP annuitant [guide]. 


(8.92) Deduction for post-death reduction in value — If the 
annuitant under a registered retirement savings plan dies before the 
maturity of the plan, there may be deducted in computing the annui- 
tant’s income for the taxation year in which the annuitant dies an 
amount not exceeding the amount determined, after all amounts 
payable out of or under the plan have been paid, by the formula 


A=—B 
where 
A. is the total of all amounts each of which is 


(a) the amount deemed by subsection (8.8) to have been re- 
ceived by the annuitant as a benefit out of or under the plan, 


(b) an amount (other than an amount described. in paragraph 
(c)) received, after the death of the annuitant, by a taxpayer 
as a benefit out of or under the plan and included, because of 
subsection (8), in computing the taxpayer’s income, or 


(c) a tax-paid amount in respect of the plan; and 
B. is the total of all amounts paid out of or under the plan after the 
death of the annuitant. 


Related Provisions: 60(i) — Deduction in computing net income, 146(8.93) — Ex- 
ceptions; 146.3(6.3) — Parallel rule: for RRIF; 152(6)(f.3) — Reassessment to allow 
carryback of loss; 257 — Formula cannot calculate to less than zero; Reg. 214(6) — 
Information return required. 


History: Subsec. 146(8.92) added by 2009, c. 2, subsec. 51(3), applicable in respect of 
a registered retirement savings plan in respect of which the last payment out of the plan 
is made after 2008. 


Regulations: 214(6) (information return). 
Forms: RC249: Post-death decline in the value of an unmatured RRSP or RRIF. 


(8.93) Subsec. (8.92) not applicable — Except where the Min- 
ister has waived in writing the application of this subsection. with 
respect to all or any portion of the amount determined in subsection 
(8.92) in respect of a registered retirement savings plan, that subsec- 
tion does not apply if 

(a) at any time after the death of the annuitant, a trust governed 

by the plan held a non-qualified investment; or 

(b) the last payment out of or under the plan was made after the 

end of the year following the year in which the annuitant died. 
Related Provisions: 146.3(6.4) — Parallel rule for RRIF. 


History: Subsec. 146(8.93) added by 2009, c. 2, subsec. 51(3), applicable in respect of 
an RRSP in respect of which the last payment out of the plan is made after 2008. 


(9) Where disposition of property by trust — Where in a tax- 
ation year a trust governed by a registered retirement savings plan 
(a) disposes of property for a consideration less than the fair 
market value of the property at the time of the disposition, or for 
no consideration, or 
(b) acquires property for a consideration greater than the fair 
market value of the property at the time of the acquisition, 
the difference between the fair market value and the consideration, 
if any, shall be included in computing the income for the taxation 
year of the annuitant under the plan. 


Related Provisions: 146(11) — Life insurance policies; 146(12) — Change in plan 
after registration; 214(3)(c) — Non-resident withholding tax. 


Regulations: 214(2) (information return). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 
Forms: T3GR: Group income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets). 


(10) Where acquisition of non-qualified investment by 
trust — Where at any time in a taxation year a trust governed by a 
registered retirement savings plan 


(a) acquires a non-qualified investment, or 
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(b) uses or permits'to be used any property of the trust as secur- 
ity for a loan, 


the fair market value of 


(c) the non-qualified investment at the time it was acquired by 
the trust, or 


(d) the property used as security at the time it commenced to be 
so used, 


as the case may be, shall be included in computing the income for 
the year of the taxpayer whois the annuitant under the plan at that 
time. 

Related Provisions: 146(6) — Disposition of non-qualified investment; 146(7) — 
Recovery of property used as security; 146(10.1) — Tax payable by trust; 146(11) — 
Life insurance policies; 207.1(1) — Tax payable by RRSP; 214(3)(c) — Non-resident 
withholding tax; 259(1) — Election for proportional holdings in trust property, 
Selected Cases [subsec. 146(10)]: Millward v. R., [1986] 2 C.T.C. 423 (FCTD) 
(Cross investments in mortgages made by RRSPs of two partners were not at arm’s 
length and were: “non-qualified’ investments”); R. v. Epstein, [1984] C.T.C: 270 
(FCTD) (Definition of terms in federal legislation may not be the same as under appli- 
cable provincial legislation; definition of “mortgagor” considered), 


Regulations: 214(2) (information return). 


Remission Orders: Lionaird ‘Capital Corporation Notes Remission Order, P.C. 
1999-737. (tax/under 146(10) waived; because taxpayers thought they were) qualified 
investments). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs; IT-415R2: Deregistration of RRSPs (archived). 


Registered Plans Compliance Bulletins: Sce 146(1)‘‘qualified 
investment”. 


Forms: T3GR: Group income tax and information return sop RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets). 


under 


(10.1) Where tax, payable [income from non-qualified in- 
vestment] — Where in a taxation year a trust governed by a regis- 
tered retirement savings plan holds a property that is a non-qualified 
investment, 


(a) tax is payable under this Part by the trust.on the amount that 
its taxable income for the year would be if it had no incomes or 
losses from sources other than non-qualified investments and no 
capital gains or losses other than from dispositions of non-quali- 
fied investments; and . 


(b) for the purposes of paragraph (a), 
(i) “income” includes dividends described in section 83, and 


(11) paragraphs 38(a) and (b) shall be read without reference 
to the Bastions set out in dhose sPATaRADES, 


pose includes the full amount of capital gain ih in excess vo ¢ 
agraph is reworded for clarity. = 


Related Provisions: 146(4) — Tax not otherwise payable by trust; H001) — Elec- 
tion for proportional holdings in trust property. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Registered Plans Compliance Bulletins: See 
investment”. 


under 146(1)‘‘qualified 


(11) Life insurance policies — Subsections 198(6) and (8) are 
applicable, with such modifications as the circumstances require, to 
subsections (6), (9) and (10), except that in the application of sub- 
section 198(8) to the latter subsections paragraph 198(8)(a) shall be 
read as follows: 


(a) “the trust shall be deemed, for the purposes of subsection 
146(6), to have disposed of each non-qualified investment that, 


S. 146(13.1)(b) 


by virtue of payments under the policy, it was deemed by sub- 
section 146(10) to have acquired, and” 
Related Provisions: 139.1(12) — Effect of conversion benefit on demutualization of 
insurance corporation; 146(1)“qualified investment”(c)—(c.2) — Annuity ‘contracts ‘as 


qualified investments; 146(11.1) — Subsec. (11) does not apply. to contracts issued af- 
ter 1997. 


Interpretation Bulletins: IT-408R: Life insurance policies as investments of RRSPs 
and DPSPs (archived). 


(11.1) Exception — Subsection (11) naga not apply to annuity 
contracts issued after 1997. 


History: Subsec. 146(11.1) added by 1998, c..19,.subsec: 170(8), applicable after 
1997. 


(12) Change in plan after registration — Where, on any day 
after a retirement savings plan has been accepted by the Minister 
for registration for the purposes of this Act, the plan is revised or 
amended or a new plan is substituted for it, and the plan as revised 
or amended or the new plan, as the case may. be (in this, subsection 
referred to as the “amended plan”), does not comply with the re- 
quirements of this section for its acceptance by, the Minister for re- 
gistration for the purposes of this Act, subject to subsection (13.1), 
the following rules apply: 


(a) the amended plan shall be deemed, for the purposes of this 
Act, not to be a registered retirement savings plan; and 


(b) the taxpayer who was the annuitant under the plan, before it 
became an amended plan shall, in computing the taxpayer’s in- 
_come for the taxation year that includes that day, include as in- 
come received at that time an amount equal to. the. fair market 
value of all the property of the plan immediately before that 
time. 
Related Provisions: 146(2) —'Requirements for registration; 146(8:3) — Spousal 
RRSP payments; 146(8.7) — Where ss. (8.3) does not apply; 146(13) — Change in 
plan after registration; 147.3(13.1) — Withdrawal of excessive transfers to RRSPs and 
RRIFs; 204.1 — Tax in respect, of,, over-contribution- to. deferred income plans; 
204.2(1.4) — Deemed receipt where RRSP or RRIF amended; 214(3)(c) — Non-resi- 
dent withholding tax. 


Selected Cases [subsec. 146(12)]: Phenix Estate (Trustee of) v. Bank of Nova 
Scotia, [1989] 1 C.T.C. 442 (Sask CA) (Plan deregistered when assets pledged as 
security). 


Regulations: 214(3) (information return). 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-415R2: Deregistration.of RRSPs (archived). 


Forms: T3GR: Group income tax -and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets); T4RSP: Statement of RRSP income; T4RSP Summary; 
T1234 SCH B: Allowable amounts of non-refundable tax credits; T2205: Amounts 
from a spousal or common-law partner RRSP or RRIF to include in income; T4079: 
T4RSP and T4RIF guide. 


(13) Idem — For the purposes of subsection (12), an arrangement 
under which a right or obligation under a retirement savings plan is 
released or extinguished either wholly or in part and either in ex- 
change or substitution for any right or obligation, or otherwise 
(other than an arrangement the sole object and legal effect of which 
is to revise or amend the plan) or under which payment of any 
amount by way of loan or otherwise is made on the security of a 
right under a retirement savings plan, shall be deemed to be a new 
plan substituted for that retirement savings plan. 


Related Provisions: 146(2), (3) — Acceptance of plan registration; 146(16) — De- 
duction on transfer of funds. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs. (archived). 


(13.1) RRSP advantages — Where an issuer of a registered re- 
tirement savings plan or any person not dealing at arm’s length with 
the issuer has extended an advantage to the annuitant of the plan (or 
to.a person not dealing at,arm’s length with the annuitant).and that 
advantage, would have. been prohibited if the plan had met the re- 
quirement for registration contained in paragraph (2)(c.4), 


(a) paragraphs (12)(a) and (b) do not apply by reason only of the 
extension of that advantage; and 


(b) the. issuer is liable to.a penalty equal to the greater of $100 
and the amount or value of that advantage. 
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Related Provisions: 18(1)(t) — Penalty is non-deductible; 146(2)(c.4) — Prohibi- 
tion against extending advantage; 146(5)(a) — Amount of RRSP premiums deductible. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived). 
Information Circulars: 72-22R9: Registered retirement saving plans. 


Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 5 
(incentives for RRSPs). 


(13.2) [Repealed] 


Related Provisions: 146(12)(b) — Deregistration and income inclusion as a result 
of deemed amendments ‘to plan; 146(13.3) — Notification required that plan will be 
deregistered; 147(10.6) — Parallel rules for DPSPs. 


History: Subsec. 146(13.2) repealed by 2007, c. 29, subsec. 17(4), applicable after 
2006 except that it does not apply to retirement savings plans under which the annui- 
tant attained 69 years of age before 2007. It formerly read: 


(13.2) Maturity after age 69 — For the purpose of subsection (12), where a 
retirement savings plan accepted for registration before 1997 does not mature by 
the end of the particular yéar in which the annuitant under the plan attains 69 
years of age, 


(a) the plan is deemed to have been amended immediately after the particu- 
lar year; and 


(b) the plan as amended is deemed not to comply with the requirements of 
this section for its acceptance by the Minister for registration for the pur- 
poses of this Act. 


Subsec. 146(13.2) added by 1997, c. 25, subsec. 41(4), applicable after 1996, except 
that 


(a) it does not apply to a retirement savings plan where the annuitant under the plan 
attained 70 years of age before 1997; 


(b) in applying the subsec. to a retirement savings plan where the annuitant under 
the plan attained 69 years of age in 1996, the references in that provisions to “69 
years of age” shall be read as “70 years of age”; 


(c) it does not apply to a retirement savings plan where an annuity contract was 
issued before March 6, 1996 under, pursuant to or as the plan to provide the retire- 
ment income under the plan and, under the terms and conditions of the contract as 
they read immediately before that day, 


(i) the day on which annuity payments are to begin under the plan is fixed and 
determined and is after the year in which the annuitant attains 


(A) 69 years of age, where the annuitant had not attained that age before 
1997, or 


(B) 70 years of age, where the annuitant attained 69 years of age in 1996, 
and 


(ii) the amount and timing of each annuity payment are fixed and determined, 
and 


(d) it does not apply to a retirement savings plan that is part of a life insurance 
policy that was issued before March 6, 1996 and that has a life insurance compo- 
nent that is not a retirement savings plan where, under the terms and conditions of 
the policy as they read immediately before that day, 


(i) the amount of each premium, if any, subsequently payable in respect of the 
life insurance component of the policy, and a date by which each such pre- 
mium is to be paid, are fixed and determined, 


(ii) the amount payable under the policy because of the death of the annuitant 
(determined without reference to any amount payable as, on account of, in lieu 
of payment of or in satisfaction of, a policy dividend or related interest) is 
fixed and determined, and 


(iii) insurance on the life of the annuitant is provided under the policy for a 
period of time after the year in which the annuitant attains 


(A) 69 years of age, where the annuitant had not attained that age before 
1997, or 


(B) 70 years of age, where the annuitant attained 69 years of age in 1996, 


Where, because of (d) above, the subsec. does not apply to a retirement savings plan 
that is part of a life insurance policy, any part of a premium paid under the policy after 
March 5, 1996 that was not fixed and determined under the terms and conditions of the 
policy as they read at the end of that day is deemed, for the purposes of subsecs. 
146(5), (5.1) and (8.2), not to have been paid under the policy. 


(13.3) [Repealed] 


Related Provisions: 162(7) — Penalty for failure to comply. 


History: Subsec. 146(13.3) repealed by 2007, c. 29, subsec. 17(4), applicable after 
2006 except that it does not apply to retirement savings plans under which the annui- 
tant attained 69 years of age before 2007. It formerly read: 


(13.3) Notice — Where a retirement savings plan accepted for registration 
before 1997 does not prevent maturity after the particular year in which the an- 
nuitant under the plan attains 69 years of age, the issuer of the plan shall, before 
July of the particular year, notify the annuitant in writing that, pursuant to sub- 
sections (12) and (13.2), the plan will cease to be a registered retirement savings 
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plan if it does not mature by the end of the particular year, except that no such 
notification is required where, before that month, 
(a) the plan has matured; or 


(b) arrangements have been made for the plan to mature, or for the property 
under the plan to be transferred or otherwise paid out of the plan, by the end 
of the particular year. 


Subsecs. 146(13.3) added by 1997, c. 25, subsec. 41(4), applicable on the same basis as 
subsec. 146(13.2) 


(14) Premiums paid in taxation year — Where any amount has 
been paid in a taxation year as a premium under a retirement sav- 
ings plan that was, at the end of that taxation year, a registered re- 
tirement savings plan, the amount so paid shall be deemed, for the 
purposes of this Act, to have been paid in that year as a premium 
under a registered retirement savings plan. 


Related Provisions: 146(1) — “Retirement savings plan”. 


(15) Plan not registered at end of year entered into — Not- 
withstanding anything in this section, where an amount is received 
in a taxation year as a benefit under a registered retirement savings 
plan that was not, at the end of the year in which the plan was en- 
tered into, a registered retirement savings plan, such part, if any, of 
the amount so received as may be prescribed shall be deemed, for 
the purposes of this Act, to have been received in the taxation year 
otherwise than as a benefit or other payment under a registered re- 
tirement savings plan. 

Regulations: Part I. 


(16) Transfer of funds — Notwithstanding any other provision in 
this section, a registered retirement savings plan may at any time be 
revised or amended to provide for the payment or transfer before 
the maturity of the plan, on behalf of the annuitant under the plan 
(in this subsection referred to as the “transferor’”’), of any property 
thereunder by the issuer thereof 


(a) to a registered pension plan for the benefit of the transferor 
or to a registered retirement savings plan or registered retirement 
income fund under which the transferor is the annuitant, or 


(b) to a registered retirement savings plan or registered retire- 
ment income fund under which the spouse or common-law part- 
ner or former spouse or common-law partner of the transferor is 
the annuitant, where the transferor and the transferor’s spouse or 
common-law partner or former spouse or common-law partner 
are living separate and apart and the payment or transfer is made 
under a decree, order or judgment of a competent tribunal, or 
under a written separation agreement, relating to a division of 
property between the transferor and the transferor’s spouse or 
common-law partner or former spouse or common-law partner 
in settlement of rights arising out of, or on the breakdown of, 
their marriage or common-law partnership, 


and, where there has been such a payment or transfer of such pro- 
perty on behalf of the transferor before the maturity of the plan, 


(c) the amount of the payment or transfer shall not, solely be- 
cause of the payment or transfer, be included in computing the 
income of the transferor or the transferor’s spouse or common- 
law partner or former spouse or common-law partner, 


(d) no deduction may be made under subsection (5), (5.1) or © 


(8.2) or section 8 or 60 in respect of the payment or transfer in 
computing the income of any taxpayer, and 


(e) where the payment or transfer was made to a registered re- 
tirement savings plan, for the purposes of subsection (8.2), the 
amount of the payment or transfer shall be deemed not to be a 
premium paid to that plan by the taxpayer. 
Related Provisions: 60(1) — Transfer of RRSP premium refunds; 146(21.2) — Sas- 
katchewan Pension Plan account deemed to be RRSP for purposes of 146(16)(a)—(b); 
146.3(14)(a) — Transfer of RRIF on marriage breakdown; 160.2(1) — Joint and sev- 
eral liability in respect of amounts received out of or under RRSP; 204.2(1) — Excess 
amount for a year for RRSP; 204.2(2) — Where terminated plan deemed to continue to 
exist; 248(23.1)(a) — Where property transferred to spouse after death, 252(3) — Ex- 
tended meaning of “spouse” and “former spouse”; Reg. 8300(1)“excluded contribu- 
tion” — Amount transferred is excluded contribution. 
History: Subsec. 146(16) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” 
with “spouse or common-law partner’, and by Sch. 2, s. 9, to replace “marriage” with 
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“marriage or common-law partnership”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)common-law 
partner”. 

Para. 146(16)(b) amended applicable after 1992, and all that portion of subsec. (16) 
following para. (b) amended applicable to 1991 et seg., by 1994, c. 7, Sch. VIE (1993, 
c. 24), subsecs. 82(9) and (10). Those portions formerly read: 


(b) to a registered retirement savings plan or registered retirement income 
fund under which the spouse or former spouse of the transferor is the annui- 
tant, where the transferor and the transferor’s spouse or former spouse are 
living separate and apart and the payment or transfer is made pursuant to a 
decree, order or judgment of a competent tribunal, or a written separation 
agreement, relating to a division of property between the transferor and the 
transferor’s spouse or former spouse in settlement of rights arising out of 
their marriage‘or other conjugal relationship, on or after the breakdown of 
the marriage or other relationship, 


and on the payment or transfer of such property before the maturity of the plan, 


(c) the amount so paid or transferred on behalf of the transferor shall not by 
reason only of that payment or transfer be included by virtue of subsection 
(8) in computing the income of the transferor or the spouse or former 
spouse, and 


(d) no deduction may be made under subsection (5), (5.1) or (8.2) or section 
8 or 60, in respect of the amount so paid or transferred, in computing the 
income of any taxpayer. 


Regulations: 214(5), (6) (information return). 


Remission Orders: Certain Taxpayers Remission Order, 1999-2, P.C. 1999-1855, s. 
2 (remission to Quebec judges for excess contributions in 1989-90 transferred under 
146(16)). 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-415R2: Deregistration of RRSPs (archived); IT-528: Transfers of 
funds between registered plans. 


Information Circulars: 72-22R9: Registered retirement savings alan 74-1R5: Form 
T2037, Notice of purchase of annuity with “plan” funds. 

Advance Tax Rulings: ATR-31: Funding of divorce settlement amount from DPSP. 
Registered Plans. Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 

Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 3 
(change of issuer/carrier). 


Forms: T2033: Direct transfer under subsec. 146.3(14.1) or para. 146(16)(a) or 
146.3(2)(e); T2220: Transfer from an RRSP or a RRIF to another RRSP or RRIF on 
breakdown of marriage or common-law partnership. 


(17)-(19) [Repealed under former Act] 


(20) Credited or added amount deemed not received — 
Where 


(a) an amount is credited or added to a deposit with a depositary 
referred to in subparagraph (b)(iii) of the definition “retirement 
savings plan” in subsection (1) as interest or income in respect 
of the deposit, 


(b) the deposit is a registered retirement savings plan at the time 
the amount is credited or added to the deposit, and 


(c) during the calendar year in which the amount is credited or 
added or during the preceding calendar year, the annuitant under 
the plan was alive, 


the amount shall be deemed not to be received by the annuitant or 
any other person solely because of the crediting or adding. 
Related Provisions: 81(1)(r) — No income inclusion where amount credited or 
added to foreign retirement arrangement; 146(8) — Tax on withdrawals from plan. 
History: Subsec. 146(20) substituted by 1994, c. 21, subsec. 69(9), applicable to 
deaths occurring after 1992. That subsec. formerly read: 
(20) Where amount credited or added deemed not received — Where an 
amount is credited or added to a deposit with a depositary referred to in subpara- 
graph (b)(iii) of the definition “retirement savings plan” in subsection (1) as in- 
terest or income in respect of the deposit, and where 
(a) the deposit is a registered retirement savings plan at the time the amount 
is credited or added to the deposit, and 
(b) the annuitant under the plan is alive during the year in which the amount 
is credited or added, 
the amount shall be deemed not to be received by the annuitant by reason only of 
the crediting or adding. 
Selected Cases [subsec. 146(20)]: Foreman (P.M.) v. MNR, [1992] 2 C.T.C. 2621 
(TCC) (No artificiality where taxpayer repaid loan from RRSP with proceeds of bank 
loan in December, then borrowed from RRSP in January to repay bank). 


S. 146(21) 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived). 
Information Circulars: 72-22R9: Registered retirement savings plans. 


(21) Prescribed provincial pension plans — Where 


(a) an amount (other than an amount that is part of a series of 
periodic payments) is transferred directly from an individual’s 
account under a provincial pension plan prescribed for the pur- 
pose of ce ey oe 60(Vv) 


(oi is opens to aaa the referetice: to tales pro- 
vincial pension plan” with a reference to “specified pension plan”, consequential on 


the introduction of the new definition “specified pension plan” in subsection 248(1). 


(i) to a registered retirement savings plan or registered retire- 
ment income fund under which the individual, or a spouse or 
common-law partner or former spouse or common-law part- 
ner of the individual, is the annuitant, 


(ii) 'to’acquire from a licensed annuities provider an annuity 
that would be described in subparagraph 60(1)(ii) if the indi- 
vidual, or a spouse or common-law partner or former spouse 
or common-law partner of the individual, were the taxpayer 
referred to in that subparagraph and if that subparagraph 
were read without reference to clause 60(1)(1i)(B), or 


(ii1) to an account under the plan of a spouse or common-law 
partner or former spouse or common-law partner of the indi- 
vidual, and 


(b) if the transfer is in respect of a spouse or common-law part- 
ner or former spouse or common-law partner of the individual, 


(i) the individual and the spouse or common-law partner or 
former spouse or common-law partner are living separate and 
apart and the transfer is made under a decree; order or judg- 
ment of a competent tribunal, or under.a written separation 
agreement, relating to a division of property in settlement, of 
rights arising out of, or on the breakdown of, their marriage 
or common-law partnership, or 


(ii) the amount is transferred as a consequence of the indivi- 
dual’s death, 


the following rules apply: 


(c) the amount shall not, solely because of the transfer, be in- 
cluded because of subparagraph 56(1)(a)(i) in computing the in- 
come of a taxpayer, and 


(d) no deduction may be made under any provision of this Act in 
respect of the transfer in computing the income of a taxpayer. 


Related Provisions: 56(1)(d.2)—JIncome inclusion; 70(3.1)(a)— “Rights or 
things” treatment on death; 146(21.1)—(21.3) — Saskatchewan Pension Plan treated as 
RRSP for certain purposes; 146.3(2)(f)(vii) — Conditions for RRIF — transfer of 
funds under 146(21); 148(1)(e) — Amounts included in computing policyholder’s in- 
come; 204.2(1.2)I(a)(iii) — Transfer under 146(21) excluded from cumulative excess 
RRSP amount; 212(1)(h)(ii.1)(A), 212(1)(h)(iv.1) — Transfers under 146(21) ex- 
cluded from withholding tax on pension benefits. 


History: Subsec. 146(21) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” 
with “spouse or common-law partner’, and by Sch, 2, s. 9, to replace “marriage” with 
“marriage or common-law partnership”, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subsec. 146(21) amended by 1999, c. 22, subsec. 59(6), applicable to transfers made 
after 1994. It formerly read: 
(21) Where an amount (other than an amount that is part of a series of periodic 
payments) is transferred on behalf of a particular individual directly from a pro- 
vincial pension plan prescribed for the purpose of paragraph 60(v) 
(a) to a registered retirement savings plan or a registered retirement income 
fund under which the particular individual is the annuitant, 
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(b) to a registered retirement savings plan or registeréd retirement income 
fund under which the spouse or former spouse of the particular individual is 
the annuitant, where the particular individual and the spouse or former 
spouse are living separate and apart and the transfer is made under a decree, 
order or judgment of a competent tribunal, or under a written separation 
agreement, relating to a division of property between the particular indivi- 
dual and the spouse or former spouse in settlement of rights arising out of, or 
on the breakdown of, their marriage, 


(c) to acquire, from a person licensed or otherwise authorized under the laws 
of Canada or a province to carry on in Canada an annuities business, an 
annuity that would be described in subparagraph 60(1)(ii) if the particular 
individual were the taxpayer referred to therein and if that subparagraph 
were read without reference to clause (B) thereof, or 


(d) to acquire, from a person licensed or otherwise authorized under the laws 
of Canada or a province to carry on in Canada an annuities business, an 
annuity that would be described in subparagraph 60(1)(ii) if the particular 
individual’s spouse or former spouse were the taxpayer referred to therein 
and if that subparagraph were read without reference to clause (B) thereof, 
where the particular individual and the spouse or former spouse are living 
separate and apart and the transfer is made under a decree, order or judgment 
of a competent tribunal, or under a written separation agreement, relating to 
a division of property between the individual and the spouse or former 
spouse in settlement of rights arising out of, or on the breakdown of, their 
marriage, 


except where the amount arose as a consequence of the death of an individual 
(other than the particular individual or a spouse or former spouse of the particu- 
lar individual), 


(e) the amount shall not, solely because of that transfer, be included because 
of subparagraph 56(1)(a)(i) in computing the income of a taxpayer, and 


(f) no deduction may be made under any provision of this Act in respect of 
the transfer in computing the income of a taxpayer. 


Subsec. 146(21) added by 1994, c. 21, subsec. 69(10), applicable to transfers occurring 


after 1991, except that 


(a) where a taxpayer elects under subsec. 26(10) of 1994, c. 21 [ie. with respect to 
subpara. 60(1)(v)], subsec. 146(21) does not apply in respect of transfers made on 


behalf of the taxpayer in 1992; and 
(b) with respect to transfers made in 1992, 


(i) the word “spouse” 


and 


(ii) the word “marriage” in paras. 146(21)(b) and (d), shall be read as “mar- 


riage or other conjugal relationship”. 


Regulations: 7800 (Saskatchewan Pension Plan is prescribed provincial pension plan 


(to 2009), specified pension plan (from 2010)). 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Proposed Addition — 146(21.1)-(21.3) _ 


(21.1) Specified pension plan — contribution — For the 
purposes of this section, of paragraphs 18(11)(b), 60G), G.1), (), 


74.5(12)(a), 146.01(3)(a) and 146.02(3)(a) and. Parts X.1 and X.5, 


and of section 214.1 of the Income Tax Regulations, a contribu- 
tion made by an individual to an account of the individual, or of 
the individual’s spouse or common-law partner, under a specified 
pension plan is deemed to be a premium paid by the individual to 
a registered retirement savings plan under which the individual, or 
the individual’s spouse or common-law pesos as the case may 
be, is the annuitant. 

Technical Notes: New subsection 146(21.1) applies for various purposes of the 
Income Tax Act and Regulations to deem an individual’s contributions to the account 
of the individual or the individual’s spouse or common-law partner under a specified 
pension plan (i.e. the Saskatchewan Pension Plan) (“SPP”) to be a premium paid to 
an RRSP of the individual or to a spousal or common-law partner RRSP, as the case 
may be. ; 


Specifically, as a result of this new deeming provision, the following rules will apply 


to contributions made to an SPP in the same manner as they apply to contributions 
made to an RRSP: 


¢ Paragraph 18(11)(b) will prohibit an individual from claiming deductions for in- 
terest and other financing expenses in respect of money borrowed to make con- 
tributions to an SPP; 


¢ Paragraph 60(j) will permit a taxpayer to claim a deduction for amounts trans- 
ferred to an account of the individual under an SPP, where the amount derives 
from a lump sum payment out of an unregistered pension plan (attributable to 
services rendered by the taxpayer or taxpayer’s spouse while a non-resident of 
Canada) where the amount was included in the taxpayer’s income under subpara- 
graph 56(1)(a)(); 


, wherever it appears in subsec. 146(21), shall have the 
meaning assigned by subsec. 146(1.1) as it read in its application to that year, 


Income Tax Act, Part I 


* Paragraph 60(j.1) will provide a deduction, up to the limit specified under that ~ 


paragraph, for the portion of a retiring allowance received by an individual that — 


is contributed to an SPP; 


* Subsection 74.5(12) will continue to exempt an SPP from the income attribution — 


rules under sections 74.1 to 74.3. New subsection 146(21.3) will) ‘apply the 
spousal income attribution rules to spousal SPP accounts; 


* Pursuant to paragraphs 146.01(3)(a) and 146.02(3)(a), it will be possible to des- 
ignate payments to an SPP as repayments of amounts withdrawn under the Home 
Buyers’ Plan or the Lifelong Learning Plan, subject to the conditions specified in 
those paragraphs, and if the SPP permits such payments; 


For the purposes of applying the Part X.1 tax on (non-deductible) contributions 
to RRSPs, contributions to an SPP will be deemed to be contributions made to an 
RRSP. Part X.1 tax will not apply to SPP contributions made in respect of taxa- 

tion years before 2010 and not apply to the first $600 of an individual's contribu- 
tions to an SPP in respect of the 2010 taxation year; 


s 


* It will be possible for the Part X.5 tax on “accumulated income payments” from 

_ RESPs to be reduced to the extent that the recipient of such a payment makes a 
deductible contribution to an SPP for the year in which the payment is received. 
This amendment applies to taxation years that begin after 2009, except that in respect 
of the 2010 taxation year, subsection 146(21.1) will be read without reference to 
“section 214.1 of the Regulations”, and Part X.1 will not apply to an amount that is 
the lesser of $600 or the amount contributed by an individual to an SPP for that year. 


Related Provisions: 146(21.2) — Saskatchewan Pension Plan account treated as 


RRSP for certain purposes; 146(21.3) — SPP payment treated as RRSP payment for 


certain Purposes. 


(21.2) Specified pension plan — account — Far the pur- 
poses of paragraph (8.2)(b), subsection (8.21), paragraphs (16)(a) 
and (b) and 18(1)(u), subparagraph (a)(i) of the definition “ex- 

cluded right or interest” in subsection 128.1(10), paragraph (b) of 
the definition “excluded premium” in subsection 146.01(1), para- 


graph (c) of the definition “excluded premium” in subsection 


146.02(1), subsections 146.3(14) and 147(19) and section 147.3, 
and of regulations made under 147.1(18), an individual’s account 


under a specified pension plan is deemed to bea registered retire- 


ment saving plan under which the individual is the annuitant. 


Technical Notes: New subsection 146(21.2) applies for various purposes of the 
Act and Regulations to deem an individual’s account under a specified pension plan 


(i.e. the Saskatchewan Pension Plan) (“SPP”) to be a registered retirement savings 


plan under which the individual is the annuitant. 


Specifically, as a result of this new deeming provision, the following rules will eee 
to an SPP in the same manner as they apply to an RRSP: 


¢ Paragraph 146(8.2)(b) will provide an offsetting deduction where an sadividual 


withdraws a taxable amount from an SPP which relates to the individual's non- 
deductible overcontributions to the individual’s account or a spousal account 
under an SPP; 


° Because of suoectian 146(8. 21), where overcontributions to an SPP are 8 
quently withdrawn and deducted under subsection 146(8.2), those contributions 
will be subsequently disregarded for the purpose of the attribution ae under 
subsections 146(8.3) and 146.3(5.1); a 


Paragraphs 146(16)(a) and (b), subsections 146.3(14) and 147(19) and section 
147.3 will permit direct transfers of amounts to an SPP from any of an RRSP, a 
registered retirement income fund, a deferred profit sharing plan ¢ ora registered 
pension plan; 


° 


¢ Paragraph 18(11)(u) will prohibit an individual from claiming deductions for ex- 
penses related to services (e.g. administration services) provided to an SPP; 

* An individual’s benefit entitlement under an SPP will be an “excluded right or 
interest” as defined in subsection 128.1(10) and therefore will be exempted from 


the deemed disposition rules that otherwise apply under section 128,1 when an ~ 


individual immigrates to or emigrates from Canada; 4 


_« An amount transferred from an SPP to an RRSP will continue to be an vencly 
premium” under subsections 146.01(1) and 146.01(2) that does not qualify as a 
repayment under the Home Buyers’ Plan rules or Lifelong Learning Plan rules; 


° Under Parts LXXXIII and LXXXV of the Regulations, transfers to and from an 
RRSP will be deemed to include transfers to and from an SPP. For example, for 
purposes of past service pension adjustment regulations, a transfer to an SPP 
would be taken into account in determining an “excess money purchase transfer” 
under subsection 8303(7.1) of the Regulations or a “money purchase transfer” 
under paragraph 8304(5.1)(g) of the Regulations. 


Related Provisions: 146(21.1) — Saskatchewan Pension Plan contribution treated 
as RRSP premium for certain purposes; 146(21.3) — SPP payment treated as RRSP 
payment for certain purposes. 


(21.3) Specified pension plan — payment — For the pur- 


poses of subsections (8.3) to (8.7), a payment received by an indi- 


vidual from a specified pension plan is deemed to be a payment 
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Technical Notes: New Robsseieo 146(21.3) sf , or the purposes of 
Betas spousal or asuienes partner RRSPs by, itp 
tue of subsections 1468. 3) tc 
plan” (i.e. the Saska n 
an RRSP. = (296 TS i Ce 

If an individual withdraws an amount from his or her account under a specified pen- 
seat and the individual’s sPetise (or common-law PotnEE made gouinppuiions to 

i ed 


is psunie es 
( in ‘the income te 


the contributing s ouse for the year o 


ae to payments received ae the 


2481) “specified pension plan” 


(22) Deemed payment of RRSP premiums and provincial 
pension plan contributions [extension of contribution 
deadline] — If the Minister so directs, 


(a) except for the purposes of subparagraphs (5)(a)(iv.1) and 
(5.1)(a)(iv), an amount paid by.an individual in a taxation year 
(other than an amount paid. in the first 60, days. of the year).as a 

. contribution to an account under a prescribed provincial pension 
plan or as a premium is deemed to have been paid at the begin- 
er of Bi year and not at the time it was actually paid; 


_ Proposed Amendment — 146(22)(a) 


- except for the purposes of subparagraphs (5)(a)(iv.1) sitet 
(5.1)(a)(iv), an amount paid by an individual in a taxation year © 
‘(other than an amount paid in the first 60 days of the year) as a 
“premium is deemed to have been paid at the beginning of the 
_ year and not at the time it was actually paid; : 
Application: The December a 2010 draft legislation (Sask. Pent 
9(4), will amend para. 146(22)(a) to read as above, applicable to ta 
begin after 2009. 


Plan), subsec. 
tion ars, that 


(b) all or part of the amount may ne designated in writing by the 
individual for the purpose of paragraph 60(j), G.1) or (1) or sub- 
section 146,01(3) or 146.02(3); and 


(c) the designation is deemed, to have been made in, the indivi- 
dual’s return of income for the preceding taxation, year or in a 
prescribed form filed with that return, as the case may be. 


Related Provisions: 146(21.1) — Contribution to Saskatchewan Pension Plan (after 
2009) deemed to be RRSP premium. 


History: Subsec. 146(22) added by 1999, c. 22, subsec. 59(6), applicable to. amounts 
paid after 1997. 

Definitions. [s. 146]: “amount” — 248(1); . “annuitant? — 146(1); “annuity” — 
248(1); “arm’s length” — 251(1); “assessment”, “authorized foreign bank” — 248(1); 
“beneficiary” — 108(1); “benefit” — 146(1); “business” — 248(1); “calendar year” — 
Interpretation Act 37(1)(a); “Canada” — 255; “carrying on business” — 253; 
“child, — 252(1); “common-law partner’, “common-law | partnership” — 248(1); 
“consequence of the death”, “consequence of the annuitant’s death”, “consequence of 
the individual’s death” — 248(8); “corporation” — 248(1), Interpretation Act 35(1); 
“credit union” — 137(6), 248(1); ‘death benefit” — 248(1); “deferred profit sharing 
plan” — 147(1), 248(1); “depositary” — 146(1)‘retirement savings plan’(b)(iii); “des- 


ignated withdrawal” — 146.01(1); ‘earned income” — 146(1); “employer”, “employ- 
ment” — 248(1); “estate” — 104(1), 248(1); “farm loss” — 111(8), 248(1); “farm- 
ing” —248(1); “financially dependent” — 146(1.1); “former spouse” — 252(3); 


“immovable” — Quebec Civil Code art. 900-907; “individual” — 248(1); “interest in a 
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family farm partnership” —70(10); “issuer” — 146(1); 
248(1); “licensed. annuiti¢s provider” — 147(1), 248(1); 
138(12), 248(1); “listed” —87(10); 
ity” — 146(1); “Minister” — 


“legal representative” — 
“life insurance policy” — 
“listed personal property” — 54, 248(1); “matur- 
248(1); “money purchase limit” — 147.1(1), 248(1); “net 
past service pension adjustment’, “non-qualified investment” — 146(1); “non-resi- 
dent”, “office” —248(1); “PSPA withdrawals” — Reg. 8307(5); . “parent” — 
252(2)(a); “past service pension adjustment” — 248(1), Reg. 8303; “pension adjust- 
ment” — 248(1), Reg. 8301(1); “person” — 248(1); “premium” — 146(1); “pre- 
scribed” — 248(1); “prescribed withdrawal” — Reg. 8306(6); “property” — 248(1); 


“province” — Interpretation Act 35(1); “qualified investment” — 146(1); “RRSP de- 
duction limit”, “RRSP dollar limit” — 146(1), 248(1); “received” — 146(20); “refund 
of premiums” — 146(1);, “registered, pension plan” — 248(1); “registered retirement 


income. fund” — 146.3(1), 248(1); “registered, retirement savings plan” 
(21.2), 248(1); “regulation” — 248(1); “resident” — 250; “retirement income” — 
146(1), “retirement savings plan” — 146(1), 248(1); (pyliting allowance”, “salary or 
wages”, “separation agreement”, “share” —248(1); “specified pension plan” — 
248(1), Reg. 7800; “spousal or common-law partner plan” — 146(1); “spouse” — 
252(3); “superannuation ‘or pension benefit” — 248(1); “tax-paid amount” — 146(1); 
“tax payable” — 248(2); “tax treaty” — 248(1); “taxable capital gain” — 38, 248(1); 
“taxable income” —.2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “testa- 
mentary trust’? — 108(1), . 248(1);. “total pension adjustment reversal” — 248(1); 
“trust” — 104(1), 248(1),, (3); “unused RRSP. deduction room’ — 146(1), 248(1); 
“writing” — Interpretation Act 35(1). 


— 146(1), 


Home Buyers’ Plan 


146.01 (1) Definitions — In this section, 
“annuitant” has the-meaning assigned by subsection! 146(1); 
“benefit” has the meaning assigned by subsection 146(1); 


“completion date’’, in respect of an amount received by an.indivi- 
dual, is 


(a) where the amount was received before’ March 2, 1993, Octo- 
ber 1,.1993, 


(b) where the amount was received after March 1, 1993 and 
before March 2, 1994, October 1, 1994, and 


(c) in any other case, October 1 of the calendar year following 
the calendar year in which the, amount was received; 
History: Paras. (b) and (c) substituted for para. (b) in the definition “completion date” 


in subsec. 146.01(1) by 1995, c. 3, subsec. 44(1), applicable to 1994 et seg. Para. (b) 
formerly read: 


(b) in any other case, October 1, 1994; 


The definition “completion date” added to subsec. 146.01(1) by 1994, c. 8, subsec. 
19(3), applicable to 1992 et seq. 


“designated withdrawal” of an individual is an amount received 
by the individual, as a benefit out of or under.a registered retirement 
savings plan, pursuant to the individual’s written request in the pre- 
scribed form referred to in paragraph (a) of the definition “eligible 
amount” (as that definition read: in its. application to amounts re- 
ceived before 1999), paragraph (a) of the definition “regular eligible 
amount” .or.paragraph (a) of the definition “supplemental eligible 
amount’; 


History: The definition “designated withdrawal” added to subsec..146.01(1) by 1999, 
c. 22; subsec.'60(4), applicable after 1998. 


“eligible amount” of an individual is a regular eligible amount or 
supplemental eligible amount of the individual; 


Related Provisions: 146(5)(a)(iv.1), 146(5.1)(a)Gv) — Amount withdrawn within 
90 days under Home Buyers’ Plan ineligible for RRSP contribution; 146(8), 
146.01(1)“excluded withdrawal” — Eligible amount can be withdrawn from RRSP 
without paying tax; 146.01(2) — Interpretation; 146.01(3), (4) — Repayment of eligi- 
ble amounts to RRSP. 


History: The definition “eligible amount” in subsec. 146.01(1) amended by) 1999, c. 
22, subsec. 60(1), applicable to amounts received after: 1998. It formerly read: 


“eligible amount” in respect of an individual means an amount received at a par- 
ticular time by the individual as a eee out of or under a registered retirement 
savings plan where 


(a) the amount is received after February 25, 1992 pursuant to the written 
request of the individual in prescribed form in which the individual sets out 
the location of a qualifying home that the individual has begun, or intends 
not later than one year after its acquisition by the individual to begin, using 
as a principal place of residence, 
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(b) the individual is resident in Canada at the particular time and entered into 
an agreement in writing before the particular time for the acquisition of the 
qualifying home or with respect to its construction, 


(c) the individual acquires the qualifying home (or replacement property for 
the qualifying home) after February 25, 1992 and before the completion date 
in respect of the amount, 


(d) neither the individual nor the individual’s spouse acquired the qualifying 
home more than 30 days before the particular time, 


(d.1) if the particular time is after March 1, 1994, 


(i) the individual did not have an owner-occupied home in the period 
that began at the beginning of the fourth preceding calendar year that 
ended before the particular time and ended on the 31st day before the 
particular time, and 


(ii) the individual’s spouse did not have an owner-occupied home in the 
period referred to in subparagraph (i) 


(A) that is inhabited by the individual during the spouse’s marriage 
to the individual, or 


(B) that is a share of the capital stock of a cooperative housing cor- 
poration that relates to a housing unit that is inhabited by the indivi- 
dual during the spouse’s marriage to the individual, 


(e) unless the individual acquired the qualifying home before the particular 
time, the individual is resident in Canada throughout the period beginning 
immediately after the particular time and ending at the earliest of any time at 
which the individual acquired the qualifying home or any replacement pro- 
perty for the qualifying home, 


(f) the total of the amount and all eligible amounts received by the individual 
at or before the particular time does not exceed $20,000, 


(g) if the particular time is after March 1, 1993 and before March 2, 1994, 
neither the individual, nor another individual who was, at any time after Feb- 
ruary 25, 1992 and before the particular time, a spouse of the individual, 
received an eligible amount before March 2, 1993, 


(h) if the particular time is after March 1, 1994 and before 1995, the indivi- 
dual did not receive an eligible amount before March 2, 1994, and 


(i) if the particular time is after 1994, the individual did not receive an eligi- 
ble amount before the calendar year that includes the particular time; 


Para. (a) of the definition “eligible amount” in subsec. 146.01(1) amended and (d.1) 
added by 1995, c. 3, subsecs. 44(2) and (3), applicable to 1994 et seq. Para. (a) for- 
merly read: 


(a) the amount is received after February 25, 1992 and before March 2, 1994 
pursuant to the written request of the individual in prescribed form in which the 
individual sets out the location of a qualifying home that the individual has be- 
gun, or intends not later than one year after its acquisition by the individual to 
begin, using as a principal place of residence, 


Paras. (g) to (i) substituted for para. (g) in the definition “eligible amount” in subsec. 
146.01(1) by 1995, c. 3, subsec. 44(4); para. (g) applicable to 1992 et seq., and paras. 
(h) and (i) applicable to 1994 et seq. Para. (g) formerly read: 


(g) if the particular time is after March 1, 1993, neither the individual, nor an- 
other individual who was, at any time after February 25, 1992 and before the 
particular time, a spouse of the individual, received an eligible amount before 
March 2, 1993; 


The definition of “eligible amount” in subsec. 146.01(1) amended by 1994, c. 8, sub- 
sec. 19(1), applicable to 1992 et seg. The definition formerly read: 


“eligible amount” in respect of an individual means an amount received at a par- 
ticular time by the individual as a benefit out of or under a registered retirement 
savings plan where 


(a) the amount is received after February 25, 1992 and before March 2, 1993 
pursuant to the written request of the individual in prescribed form in which 
the individual sets out the location of a qualifying home that the individual 
has begun, or intends not later than one year after its acquisition by the indi- 
vidual to begin, using as a principal place of residence, 


(b) the individual is resident in Canada at the particular time and entered into 
an agreement in writing before the particular time for the acquisition of the 
qualifying home or with respect to its construction, 


(c) the individual acquires the qualifying home (or replacement property for 
the qualifying home) after February 25, 1992 and before October 1, 1993, 


(d) neither the individual nor the individual’s spouse acquired the qualifying 
home more than 30 days before the particular time, 


(e) unless the individual acquired the qualifying home before the particular 
time, the individual is resident in Canada throughout the period beginning 
immediately after the particular time and ending at the earliest of any time at 
which the individual acquired the qualifying home or any replacement pro- 
perty for the qualifying home, and 


(f) the total of the amount and all eligible amounts received by the individual 
at or before the particular time does not exceed $20,000; 


Regulations: 214(1) (information return). 


Income Tax Act, Part I 


Forms: T1036: Home buyers’ plan— request to withdraw funds from an RRSP; 
RC4135: Home Buyers’ Plan [guide]. 


“excluded premium” in respect of an individual means a premium 
under a registered retirement savings plan where the premium 


(a) was designated by the individual for the purposes of para- 
graph 60(j), (j.1), G.2) or (1), 

(b) was an amount transferred directly from a registered retire- 
ment savings plan, registered pension plan, registered retirement 
income fund, deferred profit sharing plan or a provincial pension 
plan prescribed for the purpose of paragraph 60(v), 


Proposed Amendment — 146.01(1)“excluded 
oe __ premium”(b) ; 
(b) was an amount transferred directly from a registered retire-_ 
_ ment savings plan, registered pension plan, registered retire-_ 
ment income fund or deferred profit sharing plan, an 
Application: The December 7, 2010 draft legislation (Sask. Pension Plan), s. 10, 


will amend para. (b) of the definition “excluded premium” in subsec. 146.01(1) to | 
read as above, applicable to taxation years that begin after 2009. : a : 


Technical Notes: Subsection 146.01(1) sets out definitions which apply for the 
purposes of the Home Buyers’ Plan (HBP). An “excluded premium” is a specified 
type of RRSP contribution that does not qualify as a repayment of an amount with-_ 
drawn under the HBP. Among other things, the definition is relevant in preventing 
taxpayers from re-allocating existing RRSP savings as Home Buyers’ Plan repay- 
ments in lieu of making additional contributions to satisfy their HBP repayment re- 
quirements. The definition is amended to remove the reference to a “prescribed pro- 
vincial pension plan” (i.e. the Saskatchewan Pension Plan), consequential on the 
introduction of new subsection 146(21.2). New subsection 146(21.2) deems an indi- 
vidual’s account under a “specified pension plan” to be an RRSP under which the 
individual is the annuitant for a number of purposes, including the definition “ex- 
cluded premium”. An amount transferred from the Saskatchewan Pension Plan to an 
RRSP will therefore continue to be an excluded premium that does not qualify as an_ 
HBP repayment. a fos 
For more information, please see related commentary on subsection 146(21.2) and 
the new definition “specified pension plan” in subsection 248(1). 


(c) was deductible under subsection 146(6.1) in computing the 
individual’s income for any taxation year, or 


(d) was deducted in computing the individual’s income for the 
1991 taxation year; 
Related Provisions: 146(21.2) — Saskatchewan Pension Plan account deemed to be 
RRSP for purposes of para. (b). 
History: Para. (b) of “excluded premium” in subsec. 146.01(1) substituted by 1994, c. 
21, s. 70, applicable to 1992 et seq. That para. formerly read: 


(b) was an amount transferred directly from a registered retirement savings plan, 
registered pension plan, registered retirement income fund or deferred profit 
sharing plan, 


“excluded withdrawal’ of an individual means 
(a) an eligible amount received by the individual, 


(b) a particular amount (other than an eligible amount) received 

while the individual was resident in Canada and in a calendar 

year if 
(i) the particular amount would be an eligible amount of the 
individual if the definition “regular eligible amount” were 
read without reference to paragraphs (c) and (g) of that defi- 
nition and the definition “supplemental eligible amount” 
were read without reference to paragraphs (d) and (f) of that 
definition, 
(ii) a payment (other than an excluded premium) equal to the 
particular amount is made by the individual under a retire- 
ment saving plan that is, at the end of the taxation year of the 
payment, a registered retirement savings plan under which 
the individual is the annuitant, 


(iii) the payment is made before the particular time that is 


(A) if the individual was not resident in Canada at the 
time the individual filed a return of income for the taxa- 
tion year in which the particular amount was received, the 
earlier of 

(I) the end of the following calendar year, and 


(II) the time at which the individual filed the return, 
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(B) where clause (A) does not apply and the particular 
amount would, but for subclause (2)(c)(i)(A)(ID), be an 
eligible amount, the end of the second following calendar 
year, and 


(C) in any other case, the end of the following calendar 
year, and 


(iv) either, 


(A) if the particular time is before 2000, the payment is 
made, as a repayment of the particular amount, to the is- 
suer of the registered retirement savings plan from which 
the particular amount was received, no other payment is 
made as a repayment of the particular amount and that 
issuer is notified of the payment in prescribed: form sub- 
mitted to the issuer at the time the payment is made, or 


(B) the payment is made after 1999 and before the partic- 
ular time and the payment (and no other payment) is des- 
ignated under this clause as a repayment of the particular 
amount in prescribed form filed with the Minister on or 
before the particular time (or before such later time as is 
acceptable to the Minister), or 


(c) an amount (other than an eligible amount) that is received in 
a calendar year before 1999 and that would be an eligible 
amount of the individual if the definition “eligible amount’, as it 
applied to amounts received before 1999, were read without ref- 
erence to paragraphs (c) and (e) of that definition, where the 
individual 


(i) died before the end of the following calendar year, and 


(ii) was resident in Canada throughout the period that began 
immediately after the amount was received and ended at the 
time of the death; 


Related Provisions: 146(1)“premium” — Definition excludes repayment described 
in para. (b); 146(8) — Home Buyers’ Plan withdrawal not to be included in income; 
146.01(2)(c) — Special rules. 


History: The definition “excluded withdrawal” in subsec. 146.01(1) amended by 1999, 
c. 22, subsec..60(2), applicable to amounts received after 1996, except that the portion 
of para. (b) of the definition before subpara. (ii), as amended, shall in its application to 
amounts received before 1999 be read as follows: 


(b) a particular amount (other than an eligible amount), received in a calendar 
year, that would be an eligible amount of the individual if 


(i) the definition “eligible amount” were read without reference to 


paragraphs (c) and (e) of that definition, 
The definition formerly read: 
“excluded withdrawal” in respect of an individual means 
(a) an eligible amount received by the individual, or 


(b) an amount (other than an eligible amount) that would, if the definition 
“eligible amount” were read without reference to paragraphs (c) and (e) 
thereof, be an eligible amount received by the individual out of or under a 
registered’ retirement savings plan in respect of which a person is the issuer, 
where either 


(i) the individual 


(A) died before the.end of the calendar year that includes the com- 
pletion date in respect of the amount, and 


(B) was resident in Canada throughout the period beginning imme- 
diately after the amount was received and ending at the time of the 
death, or 


(ii) the amount is repaid before the end of the calendar year described in 
clause (i)(A) to a registered retirement savings plan in respect of which 
the person is the issuer (or, where the individual was not resident in 
Canada at the time the individual filed a return of income under this Part 
for the taxation year in which the amount was received by the indivi- 
dual, before the earlier of the end of the calendar year described in 
clause (i)(A) and the time at which the individual filed that return) and 
the issuer is notified of the repayment in prescribed form submitted to 
the issuer at the time the repayment is made, 


except that where an amount would, but for subclause (2)(c)(ii)(A)(II), be an 
eligible amount, subparagraph (b)(ii) applies in respect of the amount as if the 
first reference therein to “described in clause (i)(A)” were read as “following the 
calendar year described in clause (i)(A)”; 


S. 146.01(1) qua 


That portion of the definition of “excluded withdrawal” in subsec. 146.01(1) following 
para. (a) amended by 1994, c. 8, subsec. 19(2), applicable to 1992 et seq. That portion 
formerly read: 


(b) an amount (other than an eligible amount) that would, if the definition 

“eligible amount” were read without reference to paragraphs (c) and (e) of 
that definition, be an eligible amount received ‘by the individual out of or 
under a registered retirement savings plan in respect of which a person is the 
issuer, where either 


(i) the. individual died before 1994 and was resident in Canada a ee 
out the period beginning immediately after the amount was received and 
ending at the time of the death, or 


(ii) the amount is repaid before 1994 to a registered retirement savings 
plan in respect of which the person is the issuer (or, where the individual 
was not resident in’ Canada ‘at the time the individual filed a return of 
income under, this Part for the taxation year in which the amount was 
received by the individual, before the earlier of January 1, 1994 and the 
time the individual filed that return) and the issuer is notified of the re- 
payment in prescribed form submitted to the issuer at the time the repay- 
ment is made, 


except that, where an amount would, but for subclause. (2)(c)(ii)(A)(ID, be an 
eligible amount, subparagraph (b)(ii) applies in respect of the amount as if the 
first reference therein to “1994” were “1995”; 


Regulations: 104(3) — No tax withheld at source on excluded withdrawal. 


“HBP balance” of an individual at any time means the amount, if 
any, by which the total of all eligible amounts received by the indi- 
vidual at or before that time exceeds the total of 


(a) all amounts designated under subsection (3) by the individual 
for taxation years that ended before that time, and 


(b) all amounts each of which is included under subsection (4) 
or (5) in computing the individual’s income for a taxation year 
that ended before that time; 


Related Provisions: 150(1.1)(b)(iv) — Individual with HBP balance must file tax 
return. 


History: The definition “HBP. balance’ added to subsec. 146.01(1) by 1999, ¢. 22, 
subsec. 60(4), applicable after 1998. 


‘issuer’ has the meaning assigned by subsection 146(1); 


“participation period” of an individual means each period 


(a) that begins at the beginning of a calendar year in which the 
individual receives an eligible amount, and 


(b) that ends immediately before the beginning of the first subse- 
quent. calendar year at. the beginning of which the individual’s 
HBP balance is nil; 


History: The definition “participation period” added to subsec. 146.01(1) by 1999, c. 
22, subsec. 60(4), applicable after 1998. 


“premium” has the meaning assigned by subsection 146(1); 


“qualifying home’ means 
(a) a housing unit located in Canada, or 


(b) a share of the capital stock of a cooperative housing corpora- 
tion, the holder of which is entitled to possession of a housing 
unit located in Canada, 


except that, where the context so requires, a reference to a qualify- 
ing home that is a share described in paragraph (b) means the hous- 
ing unit to which the share described in that paragraph relates; 


Related Provisions: 118.05(1)“qualifying home” — Application of definition for 
purposes of First-Time Home Buyer’s Credit. 


“quarter” means any of the following periods in a calendar year: 
(a) the period beginning on January | and ending on-March 31, 
(b) the period beginning on April 1 and ending on June 30, 


(c) the period beginning on July 1 and ending on September 30, 
and 


(d) the period beginning on October 1 and ending on December 
a1; 


Asclicatic y : 
will repeal the definigion “quarter” i in mobs. 146. O10), ssanpibsbiet to 5 2002 et seq. 
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Technical Notes (July 2010): Subsection 146.01(1) contains the definition “quar- 
ter” for purposes of the rules relating to the HBP. This definition is repealed as a conse- 
quence of the repeal of subsection 146.01(8), where this definition applied. 


“regular eligible amount” of an individual means an amount re- 
ceived at a particular time by the individual as a benefit out of or 
under a registered retirement savings plan if 


(a) the amount is received pursuant to the individual’s written 
request in a prescribed form in which the individual sets out the 
location of a qualifying home that the individual has begun, or 
intends not later than one year after its acquisition by the indivi- 
dual to begin, using as a principal place of residence, 


(b) the individual entered into an agreement in writing before the 
particular time for the acquisition of it or with respect to its 
construction, 


(c) the individual 


(i) acquires the qualifying home (or a replacement property 
for the qualifying home) before the completion date in re- 
spect of the amount, or 


(ii) dies before the end of the calendar year that includes the 
completion date in respect of the amount, 


(d) neither the individual nor the individual’s spouse or com- 
mon-law partner acquired the qualifying home more than 30 
days before the particular time, 


(e) the individual did not have an owner-occupied home in the 
period 


(i) that began at the beginning of the fourth preceding calen- 
dar year that ended before the particular time, and 


(ii) that ended on the 31st day before the particular time, 


(f) the individual’s spouse or common-law partner did not, in the 
period referred to in paragraph (e), have an owner-occupied 
home 


(i) that was inhabited by the individual during the spouse’s or 
common-law partner’s marriage or common-law partnership 
to the individual, or 


(ii) that was a share of the capital stock of a cooperative 
housing corporation that relates to a housing unit inhabited 
by the individual during the spouse’s or common-law part- 
ner’s marriage or common-law partnership to the individual, 


(g) the individual 


(i) acquired the qualifying home before the particular time 
and is resident in Canada at the particular time, or 


(ii) is resident in Canada throughout the period that begins at 
the particular time and ends at the earlier of the time of the 
individual’s death and the earliest time at which the indivi- 
dual acquires the qualifying home or a replacement property 
for it, 


(h) the total of the amount and all other eligible amounts: re- 
ceived by the individual in the calendar year that includes the 
particular time does not exceed $25,000, and 


(i) the individual’s HBP balance at the beginning of the calendar 
year that includes the particular time is nil; 


Related Provisions: 146.01(1)“eligible amount” — Regular eligible amount in- 
cluded in “eligible amount’. 


History: Para. (h) of the definition “regular eligible amount” in subsec. 146.01(1) 
amended by 2009, c. 2, subsec. 52(1) to substitute “25,000” for “$20,000”, applicable 
to 2009 et seg. in respect of withdrawals made after January 27, 2009. 


Para. (d) and the opening words of para. (f) of the definition “regular eligible amount” 
amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law 
partner’, applicable to 2001 ef seq., in force July 31, 2000. See also the transitional 
rules reproduced in the History to 248(1)“common-law partner”. 


Subparas. (f)(i) and (ii) of the definition “regular eligible amount” amended by 2000, c. 
12, Sch. 2, s. 7, to replace “spouse’s” with “spouse’s or common-law partner’s”, and by 
Sch. 2, s. 9, to replace “marriage” with “marriage or common-law partnership”, appli- 
cable to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced 
under 248(1)“common-law partner”. 
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The definition “regular eligible amount” added to subsec. 146.01(1) by 1999, c. 22, 
subsec. 60(4), applicable to amounts received after 1998. 


Regulations; 214(1) (information return). 


“replacement property” for a particular qualifying home in re- 
spect of an individual, or of a specified disabled person in respect of 
the individual, means another qualifying home that 


(a) the individual or the specified disabled person agrees to ac- 
quire, or begins the construction of, at a particular time that is 
after the latest time that the individual made a request described 
in the definition “designated withdrawal” in respect of the par- 
ticular qualifying home, 

(b) at the particular time, the individual intends to be used by the 
individual or the specified disabled person as a principal place of 
residence not later than one year after its acquisition, and 


(c) none of the individual, the individual’s spouse or common- 
law partner, the specified disabled person or that person’s 
spouse or common-law partner had acquired before the particu- 
lar time; 
History: Para. (c) of the definition “replacement property” in subsec. 146.01(1) 
amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law 
partner”, applicable to 2001 et seq., in force July 31, 2000. See also the transitional 
rules reproduced in the History to 248(1)‘‘common-law partner”. 


The definition “replacement property” in subsec. 146.01(1) amended by 1999, c. 22, 
subsec. 60(3), applicable after 1998. It formerly read: | 
“replacement property” for a particular qualifying home in respect of an indivi- 
dual means another qualifying home where 
(a) the individual 
(i) agreed to acquire, or 
(ii) began the construction of 
the other qualifying home at a particular time that is after the latest time that 


the individual requested a withdrawal in respect of the particular qualifying 
home under paragraph (a) of the definition “eligible amount”, 


(b) the individual intended, at the particular time, that the other qualifying 
home be used by the individual as a principal place of residence not later 
than one year after its acquisition, and 


(c) neither the individual nor the individual’s spouse had acquired the other 
qualifying home before the particular time. 


“specified disabled person’, in respect of an individual at any 
time, means a person who 


(a) is the individual or is related at that time to the individual, 
and 


(b) would be entitled to a deduction under subsection 118:3(1) in 
computing tax payable under this Part for the person’s taxation 
year that includes that time if that subsection were read without 
reference to paragraph (c) of that subsection; 


Related Provisions: 146.01(1)“supplemental eligible amount” — Withdrawal to ac- 
quire accessible home for specified disabled person. 


History: The definition “specified disabled person” added to subsec. 146.01(1) by 
1999, c. 22, subsec. 60(4), applicable after 1998. 


“spouse” — [Repealed] 


History: Definition of “spouse” in subsec. 146.01(1) added by 1994, c. 7, Sch. VIII - 


(1993, c. 24), subsec. 83(2), applicable to 1992 taxation year only. The definition read: 


“spouse” has the meaning assigned by subsection 146(1.1). 


“supplemental eligible amount” of an individual means an 
amount received at a particular time by the individual as a benefit 
out of or under a registered retirement savings plan if 


(a) the amount is received pursuant to the individual’s written 
request in a prescribed form identifying a specified disabled per- 
son in respect of the individual and setting out the location of a 
qualifying home 
(i) that has begun to be used by that person as a principal 
place of residence, or 


(ii) that the individual intends to be used by that person as a 
principal place of residence not later than one year after its 
first acquisition after the particular time, 
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(b) the purpose of receiving the amount is to enable the specified 
disabled person to live 


(i) in a dwelling that is more accessible by that person or in 
which that person is more mobile or functional, or 


(ii) in an environment better suited to the personal needs and 
care of that person, 


‘(c) the individual or the specified disabled person entered into an 
agreement in writing before the particular time for the acquisi- 
tion of the qualifying home or with respect to its construction, 


(d) either 


(i) the individual or the specified dlidabled ‘person acquires 
the qualifying home (or a replacement property for it) after 
1998 and before the completion date in. respect.of the 
amount, or 


(ii) the individual dies, before the end of the calendar year 
that includes. the completion. date. in respect.of the amount, 


(e) none of the individual, the spouse or common-law partner of 
the individual, the specified disabled person or the spouse or 
common-law partner of that person acquired the qualifying 
home more than 30 days before the particular time, 


(f) either 


(i) the individual or the, specified disabled person, acquired 
the qualifying home before the particular time and the indivi- 
dual is resident in Canada at the particular time, or 


(ii) the individual is resident in Canada throughout the period 
that begins at the particular time and ends at the earlier of the 
time of the individual’s death and the earliest time at which 


(A) the individual acquires the aU ee ie or a re- 
placement property for it, or 


(B) the specified disabled person acquires the qualifying 
home or a replacement property for it, 


(g) the total of the amount and all other eligible amounts re- 
ceived by the individual in the calendar year that includes the 
particular time does not exceed $25,000, and. . 


(h) the individual’s HBP balance at the beginning of the calen- 
dar year that includes the particular time is nil. 
Related Provisions: 118.2(2)(1.2), (1.21)'\— Medical expense credit for disability- 


related renovations and construction costs; 146.01(1)“eligible amount” — Supplemen- 
tal eligible amount included in “eligible amount”. 


History: Para. (g) of the definition “supplemental eligible’ amount” in subsec. 
146.01(1) amended by 2009, c. 2, subsec. 52(2) to substitute “25,000” for “$20,000”, 
applicable to 2009 et seg. in respect of withdrawals made after January 27, 2009. 


Para. (e) of the definition “supplemental eligible amount” amended by 2000, c. 12, Sch. 
2, s. 1, to replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. 


The definition “supplemental eligible amount” added to subsec. 146.01(1) by 1999, c. 
22, subsec. 60(4), applicable to amounts received. after 1998: 


Regulations: 214(1) (information return). 


(2) Special rules — For the purposes of this section, 


(a) an individual shall be considered to have acquired a qualify- 
ing home if the individual acquired it jointly with one or more 
other persons; 


(a.1)\ an individual shall be considered to have an owner-occu- 
pied home at any time where, at that time, the individual owns, 
whether jointly with another person or otherwise, a housing unit 
or a share of the capital stock of a cooperative housing corpora- 
tion and 


(i) the housing unit is inhabited by the individual as the indi- 
vidual’s principal place of residence at that time, or 


(ii) the share was acquired for the purpose of acquiring a 
right to possess a housing unit owned by the corporation and 
that unit is inhabited by the individual as the individual’s 
principal place of residence at that time; 
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(b) where an individual agrees to acquire’a condominium unit, 
the individual shall be deemed to have acquired it on the day the 
individual is entitled to immediate vacant possession of it; 


(c) except for the purposes of subparagraph (g)(ii) of the defini- 
tion “regular eligible amount” and subparagraph (f)(ii) of the 
definition “supplemental eligible amount”, an individual or a 
specified disabled person ‘in respect of the individual is deemed 
to have acquired, before the completion date'in respect of a des- 
ignated withdrawal received by the individual, the qualifying 
home in respect of which the designated withdrawal was re- 
ceived if 


~ (i) neither the qualifying home nor. a replacement property 
for it was acquired by the individual or the specified disabled 
‘person before that completion date, and 
(ii) either 
(A) the individual or the specified. disabled, person 
(1) is obliged under the terms ofa written agreement in 
effect on that completion date to acquire the qualifying 


home (or a replacement property for it) on or after that 
date, and 


(II) acquires the qualifying home or.a replacement 
property for it before the day that is one year after that 
completion, date, or 


(B) the individual or the gpeciniedt disabled person made 
payments, the total of which equalled or exceeded the to- 
tal of all designated withdrawals that were received by the 
individual in respect of the qualifying home, 


(I). to persons with: whom the individual was dealing at 
arm’s length, 


(If) in respect of the construction of the qualifying 
home or a replacement property for it, and 


(III) in the period that begins at the time the individual 
first received a designated withdrawal in respect of the 
qualifying home and, that ends before that completion 
date; and 


(d) an amount received by an individual in a particular calendar 
year is deemed to have been received by the individual at the 
end of the preceding calendar year and not at any other time if 


(1) the amount is received in January. of the particular year (or 
at such later time as is acceptable to the Minister), 


(ii) the amount would not be an eligible:amount if this sec- 
tion were read without reference to this paragraph, and 


(iii) the amount would be an eligible amount if the definition 
“regular eligible amount” in subsection (1) were read without 
reference.to paragraph (i) of that definition and the definition 
“supplemental eligible amount” were read without reference 
to paragraph (h) of that definition. 
Related Provisions: 146(5)(a)(iv.1), 146(5.1)(a)(iv) — Amount withdrawn within 
90 days under, Home Buyers’ Plan ineligible for RRSP contribution. 


History: Para. 146.01(2)(c) amended, paras. (d) and (e) repealed, and para. (f) 
amended and renumbered as para. (d), by 1999, c. 22, subsec. 60(5), applicable to 
amounts received after 1998. Paras. (c)-(f) formerly read: 


(c), where 


(i) neither a qualifying home in respect of which an individual withdrew an 
amount described in paragraph (a) of the definition “eligible amount” in sub- 
section (1) nor a replacement property for the qualifying home has, been ac- 
quired by the individual before the completion date in respect of the amount, 
and 


(ii); either 
(A) the individual 


(I) is obliged under the terms of a written agreement in effect on 
that completion date to acquire the qualifying home (or a replace- 
ment property for the qualifying home) on or. after that date, 


(If) acquires the qualifying home or a replacement property for the 
qualifying home before the day that is one year after that comple- 
tion date, and 


(III) is resident in Canada throughout wis period Bejiniiieyen on. that 
completion date and ending on the earlier of October 1 in the first 
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calendar year beginning after that date and the earliest of any day on 
which the individual acquires the qualifying home or a replacement 
property for the qualifying home, or 


(B) the individual made payments 
(1) to persons with whom the individual was dealing at arm’s length, 


(II) in respect of the construction of the qualifying home or a re- 
placement property for the qualifying home, and 


(III) in the period beginning at the time the individual first withdrew 
an amount described in paragraph (a) of that definition in respect of 
the qualifying home and ending before that completion date, 


and the total of all payments so made was not less than the total of all 
amounts described in that paragraph in respect of the qualifying home 
that were withdrawn by the individual, 


except for the purpose of this paragraph, the individual shall be deemed to have 
acquired the qualifying home before that completion date, 


(d) where 


(i) an individual or a spouse of the individual receives an eligible amount 
before March 2, 1993, 


(ii) at a particular time after March 1, 1993 and before April 1993 (or at such 
later time in 1993 as is acceptable to the Minister), the individual receives 
another amount that would, if the definition “eligible amount” in subsection 
(1) were read without reference to paragraph (g) thereof, be an eligible 
amount, and 


(iii) the request described in paragraph (a) of the definition “eligible 
amount” in subsection (1) pursuant to which the other amount was received 
was made before March 2, 1993 or at such later time as is acceptable to the 
Minister, 


except for the purposes of paragraphs (a) to (f) of the definition “eligible 
amount” in subsection (1) and the purposes of this paragraph, the other amount 
shall be deemed to have been received by the individual on March 1, 1993 and 
not at the particular time and any premium paid by the individual or the indivi- 
dual’s spouse after March 1, 1993 and before the particular time under a regis- 
tered retirement savings plan shall be deemed to have been paid on March 1, 
1993; 


(e) where 


(i) at a particular time after March 1, 1994 and before April 1994 (or at such 
later time in 1994 as is acceptable to the Minister), an individual receives an 
amount that would, if paragraph (g) of the definition “eligible amount” in 
subsection (1) were read without reference to the words “and before March 
2, 1994” and that definition were read without reference to paragraphs (d.1) 
and (h) thereof, be an eligible amount, 


(ii) the request described in paragraph (a) of the definition “eligible amount” 
in subsection (1) pursuant to which the amount was received was made 
before March 2, 1994 or, where the individual received an eligible amount 
before March 2, 1994, at such later time as is acceptable to the Minister, and 


(iii) the individual does not elect by notifying the Minister in writing before 
the end of 1995 that this paragraph) not apply 


except for the purposes of this paragraph and paragraphs (a) to (f) of the defini- 
tion “eligible amount” in subsection (1), that amount shall be deemed to have 
been received by the individual on March 1, 1994 and not at the particular time 
and any premium paid under a registered retirement savings plan by the indivi- 
dual or the individual’s spouse after March 1, 1994 and before the particular time 
shall be deemed to have been paid on March’ 1, 1994; and 


(f) where 
(i) an individual receives an eligible amount in a particular calendar year, 


(ii) at a particular time in January of the following calendar year (or at such 
later time in that following year as is acceptable to the Minister), an indivi- 
dual receives another amount that would, if the definition “eligible amount” 
in subsection (1) were read without reference to paragraph (i) thereof, be an 
eligible amount, and 


(iii) the request described in paragraph (a) of the definition “eligible 
amount” in subsection (1) pursuant to which the other amount was received 
was made before the end of the particular calendar year 


except for the purposes of this paragraph and paragraphs (a) to (h) of the defini- 
tion “eligible amount” in subsection (1), the other amount shall be deemed to 
have been received by the individual at the end of the particular calendar year 
and not at the particular time. 
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(iii) the request described in paragraph (a) of the definition “eligible amount” in 
subsection (1) pursuant to which the other amount was received was made before 
March 2, 1993, 


Paras. 146.01(2)(e) and (f) substituted for para. (e) by 1995, c. 3, subsec. 44(7); para. 
(e) applicable to 1992 et seg., and para. (f) applicable to 1995 et seq. Para. (e) formerly 
read: 


(e) where 


(i) at a particular time after March 1, 1994 and before April 1994, an indivi- 
dual receives an amount that would, if the reference to “March 2, 1994” in 
paragraph (a) of the definition “eligible amount” in subsection (1) were read 
as “April 1994”, be an eligible amount, and 


(ii) the request described in paragraph (a) of the definition “eligible amount” 
in subsection (1) pursuant to which the amount was received was made 
before March 2, 1994, 


except for the purposes of paragraphs (b) to (g) of the definition “eligible 
amount” in subsection (1) and the purposes of this paragraph, that amount shall 
be deemed to have been received by the individual on March 1, 1994 and not at 
the particular time and any premium paid by the individual or the individual’s 
spouse after March 1, 1994 and before the particular time under a registered re- 
tirement savings plan shall be deemed to have been paid on March 1, 1994. 


Para. 146.01(2)(c) amended, paras. (d) and (e) added, by 1994, c. 8, subsec. 19(4), 


applicable to 1992 et seg. Para. (c) formerly read: 


(c) where 


(i) neither a qualifying home in respect of which an individual withdrew an 
amount described in paragraph (a) of the definition “eligible amount” in sub- 
section (1) nor a replacement property for the qualifying home has been ac- 
quired by the individual before October 1, 1993, and 


(ii) either 
(A) the individual 
(I) is obliged under the terms of a written agreement in effect on 


October 1, 1993 to acquire the qualifying home (or a replacement 
property for the qualifying home) on or after that day, 


(II) acquires the qualifying home or a replacement property for the 
qualifying home before October 1, 1994, and 


(IIL) is resident in Canada throughout the period beginning on Octo- 
ber 1, 1993 and ending on the earlier of October 1, 1994 and the 
earliest of any day on which the individual acquires the qualifying 
home or a replacement property for the qualifying home, or 


(B) the individual made payments 
(I) to persons with whom the individual was dealing at arm’s length, 


(II) in respect of the construction of the qualifying home or a re- 
placement property for the qualifying home, and 


(III) in the period beginning at the time the individual first withdrew 
an amount described in paragraph (a) of that definition in respect of 
the qualifying home and ending before October 1, 1993, 


and the total of all payments so made was not less than the total of all 
amounts described in that paragraph in respect of the qualifying home 
that were withdrawn by the individual, 


except for the purposes of this paragraph, the individual shall be deemed to have 
acquired the qualifying home on September 30, 1993. 


Forms: RC4135: Home Buyers’ Plan [guide]. 


(3) Repayment of eligible amount — An individual may desig- 
nate a single amount for a taxation year in a prescribed form filed 
with the individual’s return of income for the year if the amount | 
does not exceed the lesser of 


(a) the total of all amounts (other than excluded premiums, re- 
payments to which paragraph (b) of the definition “excluded 
withdrawal” in subsection (1) applies and amounts paid by the 
individual in the first 60 days of the year that can reasonably be 
considered to have been deducted in computing the individual’s 
income, or designated under this subsection, for the preceding 
taxation year) paid by the individual in the year or within 60 
days after the end of the year under a retirement savings plan 


Para. 146.01(2)(a.1) added by 1995, c..3, subsec. 44(5), applicable to 1994 et seq. 


Subparas. 146.01(2)(d)(ii) and (iii) amended by 1995, c. 3, subsec. 44(6), applicable to 
1992 et seg. Subparas. (ii) and (iii) formerly read: 


that is at the end of the year or the following taxation year a 
registered retirement savings plan under which the individual is 
the annuitant, and 

(ii) at a particular time after March 1, 1993 and before April 1993 the individual 
receives another amount that would, if the reference to “March 1, 1993” in para- 
graph (g) of the definition “eligible amount” in subsection (1) were read as 
“March 1993”, be an eligible amount, and 


(b) the amount, if any, by which 


(i) the total of all eligible amounts received by the individual 
before the end of the year 1 
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exceeds the total of 


(ii) all amounts designated by the individual under this sub- 
section for preceding taxation years, and 


(iii) all amounts each of which is an amount included in com- 
puting the income of the individual under subsection (4) or 
(5) for a preceding taxation year. 

Related Provisions: 146(21.1)— Contribution to Saskatchewan Pension Plan 


deemed to be RRSP premium for purposes of 146.01(3)(a); 146.02(1)“excluded pre- 
mium’’(a) — Amount claimed under Home Buyers’ Plan ineligible for LLP. 


History: The opening words of subsec. 146.01(3) amended by 1999, c. 22, subsec. 
60(6), applicable to 1999 et seg. The opening words formerly read: . 


(3) An individual may designate a single amount for a taxation year in prescribed 
form filed with the individual’s return of income required to be filed for the year 
or, if a return of income for the year is not required to be filed, filed with the 
Minister on or before the individual’s filing-due date for the year; where the 
amount does not exceed the lesser of 
Para. 146.01(3)(a) amended by the said c. 22, subsec. 60(7), applicable to 1996 et seq. 
The para. formerly read: 
(a) the total of all amounts (other than excluded premiums and amounts paid by 
the individual in the first 60 days of the year that can reasonably be considered to 
have been either deducted in computing the individual’s income. for the preced- 
ing taxation year or designated under this subsection for the preceding taxation 
year) paid by the individual in the year or within 60 days after the end of the year 
under a retirement savings plan that is at the end of the year or the following 
taxation year a registered retirement savings plan under which the individual is 
the annuitant, and 
The opening words of subsec. 146.01(3) amended by.1996, c. 21, s..35, applicable to 
1995. et seg. They formerly. read: 
(3) An individual may designate a single amount for a taxation year in prescribed 
form filed with the individual’s return of income, under this Part for the year or, 
if that return is not required to be filed, filed with the Minister.on or before the 
balance-due day of the individual for the year, where the amount does not exceed 
the lesser of 
Subsec. 146.01(3) amended by 1995, c. 3, subsec. 44(8), applicable to 1995 et seq. 
Subsec. (3) formerly read: 
(3) An amount (other than an excluded premium) paid by an individual at a par- 
ticular time in a taxation year under a retirement savings plan that was at the end 
of the year a registered retirement savings plan under which the individual is the 
annuitant may be designated by the individual under this subsection (in pre- 
scribed form submitted to the issuer of the plan at the time of the payment or at 
such later time as is acceptable to the Minister) to the extent that the amount 'so 
paid does not exceed the amount, if any, by which 
(a) the total of all eligible amounts received by the individual before the 
particular time 


exceeds the total of 


(b) all amounts designated under this subsection in respect of amounts paid 
before the particular time to registered retirement savings plans under which 
the individual is the annuitant, and 


(c) all amounts each of which is an amount included in computing the in- 
come of the individual under subsection (4) or (5) for a taxation year ending 
before the particular time. 
Forms: T1 General Sched. 7: RRSP unused contributions, transfers, and HBP or LLP 
activities; RC4135: Home Buyers’ Plan [guide]. 


(4) Portion of eligible amount not repaid — There shall be in- 
cluded in computing an individual’s income for a particular taxation 
year included in a particular participation period of the individual 
the amount determined by the formula 
(AmB ©). E 
(15—D) 
where 
A is 
(a) where 
(i) the individual died or ceased to be resident in Canada 
in the particular year, or 
(ii) the completion date in respect of an eligible amount 
received by the individual was in the particular year 
nil, and 
(b) in any other case, the total of all eligible amounts re- 


ceived by the individual in preceding taxation years included 
in the particular period, 


S. 146.01(4) 


B is 
(a) nil, if the completion date in respect of an eligible amount 


received by the individual was in the preceding taxation year, 
and 


(b) in any other case, the total of all amounts each of which is 
designated under subsection (3) by the individual for a pre- 
ceding taxation year included in the particular period; 


C is the total of all amounts each of which is included under this 
subsection or subsection (5) in computing the individual’s in- 
come for a preceding taxation year included in the particular 
period; 

D is the lesser of 14 and the number of taxation years of the indivi- 
dual ending in the period beginning 

(a) where the completion date in respect of an eligible 


amount received by the individual was before 1995, January 
1, 1995, and 


(b) in any other case, January 1 of the first calendar year be- 
ginning after the completion date in respect of an eligible 
amount received by the individual 


and ending at the beginning of the particular year, and 
Eis 


(a) if the completion date in respect of an eligible amount 
received by the individual was in the preceding taxation year, 
the total of all.amounts each of which is designated under 
subsection (3) by the individual for the particular year or any 
preceding taxation year included in the particular period, and 


(b) in any other case, the amount designated under subsection 
(3) by the individual for the particular year. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: The portion of subsec. 146.01(4) before the formula, para. (b) of the descrip- 
tion of A in the formula, and the descriptions of B, C and E, amended by 1999, c. 22, 
subsecs. 60(8)—(11), applicable to 1999 et seg. That portion and those descriptions for- 
merly read: 
(4) Where portion of eligible amount not repaid — There shall be included in 
computing the income of an individual for a particular taxation year ending after 
1994 the amount determined by the formula 


(b) in any other case, the total of all eligible amounts received by the indivi- 
dual in preceding taxation years; 


(a) where the particular year is the 1995 taxation year, nil, and 


(b) in any other case, the total of all amounts designated by the indivi- 
dual under subsection (3) for preceding taxation years; 


Cis the total of all amounts each of which is an amount included under this 
subsection or subsection (5) in computing the income of the individual for a 
preceding taxation year; 


(a) where the particular year is the 1995 taxation year, the total of all 
amounts each of which is an amount designated under subsection (3) by 
the individual for the particular year or a preceding taxation year, 


(b) where the particular year begins after 1995 and the completion date 
in respect of an eligible amount received by the individual was in the 
preceding taxation year, the total .of all amounts each of which is desig- 
nated under subsection (3) by the individual for the particular year ora 
preceding taxation year, and 


(c) in any other case, the total of all amounts. designated under. subsec- 
tion (3) by the individual for the particular year. 
Para. (a) of the description of A in subsec. 146.01(4) amended by 1995, c. 3, subsec. 
44(9), applicable to 1994 et seg. Para. (a) formerly read; 
(a) where the individual died or ceased to be resident in Canada in the particular 
year, nil, and 
The descriptions of D and E in subsec. 146.01(4) amended. by. 1995, c.. 3, subsec, 
44(10), applicable to 1994 et seg. The descriptions of D and E formerly read: 
D is the lesser of 14 and the number of taxation years of the individual ending 
in the period beginning on January 1, 1995 and ending at the beginning of 
the particular year; and 
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(a) where the particular year is the 1995 taxation year, the total of all 
amounts each of which is an amount designated by the individual under 
subsection (3) for the particular year or any of the 3 preceding taxation 
years, and 
(b) in any other case, the total of all amounts designated under subsec- 
tion (3) by the individual for the particular year. 

Subsec. 146.01(4) amended by 1994, c. 8, subsec. 19(5), applicable to 1992 er seq. 

Subsec. (4) formerly read: 


(4) Where portion of eligible amount not repaid — There shall be included in 
computing the income of an individual for a particular taxation year ending after 
1993 the amount determined by the formula 


Ais 8 rif)'sd 
(15-D) 


where 


(a) where the individual died or ceased to be resident in Canada in the 
particular year, nil, and 


(b) in any other case, the total of all eligible amounts received by the 
individual in preceding taxation years; 


(a) where the particular year is the 1994 taxation year, nil, and 


(b) in any other case, the total of all amounts designated by the indivi- 
dual under subsection (3) for preceding taxation years; 


Cis the total of all amounts each of which is an amount included under this 
subsection or subsection (5) in computing the income of the individual for a 
preceding taxation year; 


D is the lesser of 14 and the number of taxation years of the individual ending 
in the period beginning on January 1, 1994 and ending at the beginning of 
the particular year; and 

Eats 

(a) where the particular year is the 1994 taxation year, the total of all 
amounts each of which is an amount designated by the individual under 
subsection (3) for the particular year or either of the 2 preceding taxa- 
tion years, and 

(b) in any other case, the total of all amounts designated under subsec- 
tion (3) by the individual for the particular year. 


Forms: RC4135: Home Buyers’ Plan [guide]. 


(5) Where individual becomes a non-resident — Where at 
any time in a taxation year an individual ceases to be resident in 
Canada, there shall be included in computing the income of the in- 
dividual for the period in the year during which the individual was 
resident in Canada the amount, if any, by which 


(a) the total of all amounts each of which is an eligible amount 
received by the individual in the year or a preceding taxation 
year 


exceeds the total of 


(b) all amounts designated under subsection (3) by the indivi- 
dual in respect of amounts paid not later than 60 days after that 
time and before the individual files a return of income for the 
year, and 


(c) all amounts included under subsection (4) or this subsection 
in computing the individual’s income for preceding taxation 
years. 
Related Provisions: 56(1)(h.1) — Home buyers’ plan — income inclusion. 
History: Para. 146.01(5)(c) amended by 1999, c. 22, subsec. 60(12), applicable to 
1999 et seq. It formerly read; 
(c) all amounts included under subsection (4) in computing the income of the 
individual for preceding taxation years. 


Para. 146.01(5)(b) amended by 1995, c. 3, subsec. 44(11), applicable to 1995 et seg. 
Para. (b) formerly read: 


(b) all amounts designated by the individual under subsection (3) that are paid 
not later than 90 days after that time and before the individual files a return of 
income under this Part for the year, and 


(6) Death of individual — If an individual dies at any time in a 
taxation year, there shall be included in computing the individual’s 
income for the year the amount, if any, by which 


(a) the individual’s HBP balance immediately before that time 
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exceeds 
(b) the amount designated under subsection (3) by the individual 
for the year. 


Related Provisions: 56(1)(h.1)—-Home buyers’ plan — income 
146.01(7) — Optional transfer of repayment obligation to spouse. 


History: Subsec. 146.01(6) amended by 1999, ¢, 22, subsec. 60(14), applicable to 
2000 et seq. The subsec. formerly read: 


inclusion; 


(6) Where individual dies — Where an individual dies at any time in a taxation 

year, there shall be included in computing the income of the individual for the 

year the amount, if any, by which 
(a) the total of all excluded withdrawals in ‘respect of the individual received 
before that time (other than excluded withdrawals in respect of the indivi- 
dual that were repaid as described in the definition “excluded withdrawal” in 
subsection (1)) 

exceeds the total of 
(b) all amounts designated by the individual under subsection (3) that were 
paid before that time, and 


(c) all amounts each of which is an amount included under subsection (4) or 
(5) in computing the income of the individual for a preceding taxation year. 


Para. 146.01(6)(a) amended by 1999, c. 22, subsec. 60(13), applicable to the 1997 to 
1999 taxation years. It formerly read: 


(a) the total of all excluded withdrawals in respect of the individual received by 
the individual before that time (other than excluded withdrawals in respect of the 
individual repaid as described in subparagraph (b)(1i) of the definition “excluded 
withdrawal” in subsection (1) before that time) 


(7) Exception — If a spouse or common-law partner of an indivi- 
dual was resident in Canada immediately before the individual’s 
death at a particular time in a taxation year and the spouse or com- 
mon-law partner and the individual’s legal representatives jointly so 
elect in writing in the individual’s return of income for the year, 


(a) subsection (6) does not apply to the individual; 


(b) the spouse or common-law partner is deemed to have re- 
ceived a particular eligible amount at the particular time equal to 
the amount that, but for this subsection, would be determined 
under subsection (6) in respect of the individual; 


(c). for the purposes of subsection (4) and paragraph (d), the 
completion date in respect of the particular amount is deemed to 
be 


(i) if the spouse or common-law partner received an eligible 
amount before the death (other than an eligible amount re- 
ceived in a participation period of the spouse or common-law 
partner that ended before the beginning of the year), the com- 
pletion date in respect of that amount, and 


(ii) in any other case, the completion date in respect of the 
last eligible amount received by the individual; and 


(d) for the purpose of subsection (4), the completion date in re- 


spect of each eligible amount received by the spouse or com- - 


mon-law partner, after the death and before the end of: the 
spouse or common-law partner’s participation period that in- 
cludes the time of the death, is deemed to be the completion date 
in respect of the particular amount. 


Related Provisions: 220(3.2), Reg. 600(b) — Late filing or revocation of election. 


History: Subsec. 146.01(7) amended by 2000, ¢. 12, Sch. 2, s. 1, to replace “spouse” . 


with “spouse or common-law partner”, and by 2000, c. 12, Sch. 2, s. 7, to replace 
“spouse’s” with “spouse’s or common-law partner’s”, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. 

Subsec. 146.01(7) amended by 1999, c. 22, subsec. 60(15), applicable to deaths that 
occur after 1998 except that, for deaths that occur in 1999, subpara. 146.01(7)(c)(@i), as 
amended, shall be read as follows: 

(ii) in any other case, 


(A) the completion date in respect of an eligible amount, if any, received by 
the individual in a participation period of the individual that includes the 
time of the death, or 


(B) if clause (A) does not apply, October 1, 2000; and 
Subsec. (7) formerly read: 
(7) Where subsec. (6) does not apply — Where 


(a) an individual’s spouse was resident in Canada immediately before the 
death of the individual in a taxation year, ~ ' 
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(b) the spouse and the individual’s legal representatives jointly so elect in 
writing in the individual’s return of income under this Part for the year, and 


(c) either 
(i) the spouse or the individual did not receive any eligible amount 
before the death, or 
(ii) the spouse and the individual both received eligible amounts before 


the death and all the completion dates in respect of those amounts were 
the same or occurred before 1995, 
the following rules apply: 
(d) subsection (6) does not apply to the individual; 
(e) the spouse shall be deemed to have received an eligible amount at the 
time of the death equal to‘the amount that would, but for this subsection, be 
determined under subsection (6) in respect of the individual; 
(f) for the purpose only of determining whether‘an amount received after the 
death is an eligible amount in respect of the spouse, the spouse shall be 
deemed to have received all eligible amounts in respect of the individual at 
the times that those amounts were received by the individual; and 
(g) the completion date in respect of the eligible amount deemed by para- 
graph (e) to have been received by the spouse shall be deemed to be 
(i) where the spouse received an eligible amount before the death, the 
completion date in respect of that amount, 
(ii), where subparagraph (1) does not apply and the totaal received an 
eligible amount before the death, the completion date in respect of that 
amount, and 


(iii) in any other case, October | of the year. 


Subsec. 146.01(7) amended by 1995, c. 3, subsec. 44(12), applicable to 1994 et seq. 
Subsec. (7) formerly read: 
(7) |\dem — Where an individual’s spouse was resident in‘Canada immediately 
before the death of the individual in a taxation year and the spouse and the indi- 
vidual’s legal representative jointly so elect.in writing in the individual’s, return 
of income under this Part for the year, 
(a) subsection (6) does not apply in respect of the individual; and 
(b) except for the purposes of subsections (9), and (10), the spouse shall be 
deemed to have received an eligible amount at the time of the: individual’s 
death equal to the amount that would, but for this subsection, be determined 
under subsection (6) in respect of the individual. 
Para. 146.01(7)(b) amended by 1994, c. 8, subsec. 19(6), applicable to 1992 et seq. 
Para. (b) formerly read: 
(b) except for the purpose of subsection (9), the spouse shall be: deemed to have 
received an eligible amount at the time of the individual’s death equal to the 
amount that would, but for this subsection, be determined under subsection (6) in 
respect of the individual . 


(8) Filing of prescribed form — A prescribed form. referred to 
in this section that is submitted to an issuer shall be filed with the 
Minister by the issuer not, later than 15 days.after the quarter in 
— it-was Riaesualisi to the issuer. 


Proposed Repeal — 146. 01(8) 


Appileeton. The July 16, 2010 draft legislation (Part 1 — soi subsec.. 1020 
will repeal subsec. 146.01(8), applicable to 2002 ef seq. . 


Technical Notes (July 2010): In order for an RRSP ‘withdrawal to qualify as an 
HBP withdrawal, the taxpayer must make a written request in prescribed 
RRSP issuer. The prescribed form for this purpose is the T1036. Un i : 
146. 01(8) « of the Act, an RRSP issuer to whom a T1036 is. submitted must file the form 
with the Minister of National Revenue no later than 15 days eas the: 
it was so submitted. 


Sibseltion: 146. 01(8) is repealed. Rather than reporting ‘HBP. ‘withdrawals on a quar- 


terly basis by filing | the relevant T1036, RRSP issuers are instead required (by subsec- 
tion 214(1) of the Regulations) to report such withdrawals on an annie basis phd the 
T4RSP._ SS. Ce i 


Forms: T1 Sched.:7: RRSP unused contributions, transfers, and HBP or LLP. activi- 
ties; T1036: Home buyers’ plan — request to withdraw funds from an RRSP.; 


(9)-(13) [Repealed] 
History: Subsecs. 146.01(9)-(13) repealed by 1995, c. 3, subsec. 44(13), applicable to 
1994 et seq. The subsecs. formerly read: 


(9) Income inclusion for 1992 — There shall be included in computing the in- 
come for the 1992 taxation year of an individual who was resident in Canada at 
the end of that year an amount equal to the lesser of 


(a) the net premium balance for the year of the individual, and 
(b) the total of 


(i) all eligible amounts received by the individual before March 2, 1993, 
and 


S. 146.01(9)-(13) 


(ii) the lesser of 


(A) the total of all premiums (other than excluded premiums in re- 
spect of the individual) paid by the individual after February 25, 
1992 and before March 2, 1993 under registered retirement savings 
plans under which the individual’s spouse is the annuitant, and 


(B) the amount, if any, by which 


(J) the total of all eligible amounts received before March 2, 
1993 by the individual’ s spouse 


exceeds 


(ID) the net premium balance for the year of the individual’s 
spouse. 


(10) Income inclusion for 1993 — There shall be included in computing the 
income for the 1993 taxation year of an individual who was resident in Canada at 
the end of that year an amountiequal to the lesser of 


(a) the net premium balance for the year of the individual, and 
(b) the total of 


(i) all eligible amounts received after March 1, 1993 and before March 
2, 1994 by the individual, and 


(ii) the lesser of 


(A) the total of all premiums (other than excluded premiums in re- 
spect of the individual) paid by the individual after December 2, 
1992 and before March 2, 1994 under registered retirement savings 
plans under which the individual’s spouse is the annuitant, and 


(B) the amount, if any, by which 


(1) the total of all eligible amounts received after March 1, 1993 
and before March 2, 1994 by the individual’s spouse 


exceeds 


(ID the net premium balance for the year of the individual’s 
spouse. 


(11) Net premium balance for 1992 — For the purpose of subsection (9), the 
net premium balance for the 1992 taxation year of an individual is the amount, if 
any, by which 


(a) the total of all premiums (other than excluded premiums in respect of the 
individual) paid by the individual after February 25, 1992 and before March 
2, 1993 under registered retirement savings plans under which the individual 
or the individual’s spouse is the annuitant 


exceeds 


(b) the total of all-amounts each of which is an amount received by the indi- 
vidual or the individual’s spouse after February 25, 1992 and before 1994 
and included under subsection 146(8) or (8.3) in computing the individual’s 
income for the 1992 or 1993 taxation year (other than an amount in respect 
of which an amount is deductible under paragraph 146(8.6)(b) in computing 
the income of the individual or in respect of premiums oS by the individual 
after March 1; 1993). 


(12) Net premium balance for 1993 — For the purpose of subsection (10), the 
net premium balance for the 1993 taxation year of an individual is the amount, if 
any, by which 


(a) the total of all premiums (other than excluded premiums in respect of the 
individual) paid by the individual after December 2, 1992 and before March 
2, 1994 under registered retirement savings plans under which the individual 
or the individual’s spouse is the annuitant 


exceeds 


(b) the total of all amounts each of which, is an amount received by. the indi- 
vidual or the individual’s spouse after December 2, 1992 and before 1995 
and included under subsection 146(8) or (8.3) in computing the individual’s 
income for the 1992, 1993 or 1994 taxation year (other than an amount in 
respect of which an amount is deductible under paragraph 146(8.6)(b) in 
computing the income. of the individual or in respect of premiums paid by 
the individual after March 1, 1994), 


(13) Assessments — Notwithstanding subsections 152(4) to (5), such assess- 
ments of tax, interest and penalties shall be made as are necessary to give effect 
to subsections (9) and (10). 


Subsecs. 146.01(9)—-(13) substituted for subsecs. 146.01(9)-(11) by 1994, c. 8, subsec. 
19(7), applicable to 1992 et seg. Those subsecs. formerly read: 


(9) Income inclusion — There shall be included in computing the income for 
the 1992 taxation year of an individual who was resident in Canada at the end of 
that year an amount equal to the lesser of 


(a) the net premium balance of the individual, and 
(b) the total of 


(i) all amounts each of which is an eligible amount received in 1992 or 
1993 by the individual, and 
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(ii) the lesser of 
(A) the total of all premiums (other than excluded premiums in re- 
spect of the individual) paid by the individual after February 25, 
1992 and before March 2, 1993 under registered retirement savings 
plans under which the individual’s spouse is the annuitant, and 
(B) the amount, if any, by which 


(1) the total of all amounts each of which is an eligible amount 
received in 1992 or 1993 by the individual’s spouse 


exceeds 
(II) the net premium balance of the individual’s spouse. 


(10) Net premium balance — For the purposes of subsection (9), the net pre- 
mium balance of an individual is the amount, if any, by which 
(a) the total of all premiums (other than excluded premiums in respect of the 
individual) paid by the individual after February 25, 1992 and before March 
2, 1993 under registered retirement savings plans under which the individual 
or the individual’s spouse is the annuitant 


exceeds 


(b) the total of all amounts each of which is an amount receiyed by the indi- 
vidual or the individual’s spouse after February 25, 1992 and before 1994 
and included under subsection 146(8) or (8.3) in computing the individual’s 
income for the 1992 or 1993 taxation year (other than an amount in respect 
of which an amount is deductible under paragraph 146(8.6)(b) in computing 
the income of the individual or in respect of premiums paid by the individual 
after March 1, 1993). 
(11) Assessments — Notwithstanding subsections 152(4) to (5), such assess- 
ments of tax, interest and penalties shall be made as are necessary to give effect 
to amounts included in income under subsection (9). 
History [s. 146.01]: S. 146.01 added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 83, 
applicable to 1992 et seq.; and in applying s. 146.01 before 1993, subsec. (1) shall be 
read as if it included the following definition: 
“spouse” has the meaning assigned by subsection 146(1.1). 
Definitions [s. 146.01]: “amount” — 248(1); “annuitant” — 146(1), 146.01(1); 
“arm’s length” — 251(1); “benefit” — 146(1), 146.01(1); “calendar year’ — Interpre- 
tation Act 37(1)(a); “Canada” — 255; “common-law partner’, “common-law partner- 
ship” — 248(1); “completion date” — 146.01(1); “corporation” — 248(1), Interpreta- 
tion Act 35(1); “deferred profit sharing plan” — 147(1), 248(1); “designated 
withdrawal” — 146.01(1); “eligible amount’, “excluded premium”, “excluded with- 
drawal” — 146.01(1); “‘filing-due date” — 150(1), 248(1); “HBP balance” — 
146.01(1); “have an owner-occupied home” — 146.01(2)(a.1); “individual” — 248(1); 
“issuer” — 146(1), 146.01(1); “legal representative”, “Minister” — 248(1); “net pre- 
mium. balance”. — 146.01(11), (12); “owner-occupied home” — 146.01(2)(a.1); “par- 
ticipation period” — 146.01(1); “person” — 248(1); “premium” — 146(1), 146.01(1); 
“prescribed”, “property” — 248(1); “qualifying home”, “quarter” — 146.01(1); “regis- 
tered pension plan” —248(1); “registered retirement income fund” — 146.3(1), 
248(1); “registered retirement savings plan” — 146(1), 248(1); “regular eligible 
amount” — 146.01(1);. “related” — 251(2)-(6); “resident”, “resident in Canada” — 
250; “retirement savings plan” — 146(1), 248(1); “share” — 248(1); “specified dis- 
abled person” — 146.01(1); “spouse” — 252(3), “supplemental eligible amount” — 
146.01(1); “taxation year” — 128(2)(d), 249; “writing” — Interpretation Act 35(1); 
“written” — Interpretation Act 35(1)“writing”. 


Lifelong Learning Plan 


146.02 (1) Definitions — The definitions in this subsection apply 
in this section. 


“annuitant” has the meaning assigned by subsection 146(1). 
“benefit” has the meaning assigned by subsection 146(1). 


“eligible amount” of an individual means a particular amount re- 
ceived at a particular time in a calendar year by the individual as a 
benefit out of or under a registered retirement savings plan if 


(a) the particular amount is received after 1998 pursuant to the 
individual’s written request in a prescribed form; 


(b) in respect of the, particular amount, the individual designates 
in the form a person (in this definition referred to as the “desig- 
nated person’) who is the individual or the individual’s spouse 
or common-law partner; 


(c) the total of the particular amount and all other eligible 
amounts received by the individual at or before the particular 
time and in the year does not exceed $10,000; 


(d) the total of the particular amount and all other eligible 
amounts received by the individual at or before the particular 
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time (other than amounts received in participation periods of the 
individual that ended before the year) does not exceed $20,000; 


(e) the individual did not receive an eligible amount at or before 
the particular time in respect of which someone other than the 
designated person was designated (other than an amount re- 
ceived in a participation period of the individual that ended 
before the year); 


(f) the designated person 


(i) is enrolled at the particular time as a full-time student in a 
qualifying educational program, or 

(ii) has received written notification before the particular 
time that the designated person is absolutely or contingently 
entitled to enrol before March of the following year as a full- 
time student in a qualifying educational program; 


(g) the individual is resident in Canada throughout the period 
that begins at the particular time and ends immediately before 
the earlier of 


(i) the beginning of the following year, and 
(ii) the time of the individual’s death; 


(h) except where the individual dies after the particular time and 
before April of the following year, the designated person is en- 
rolled as a full-time student in a qualifying educational program 
after the particular time and before March of the following year 
and 


(i) the designated person completes the program before April 
of the following year, 


(ii) the designated person does not withdraw from the pro- 
gram before April of the following year, or 


(iii) less than 75% of the tuition paid, after the beginning of 
the year and before April of the following year, in respect of 
the designated person and the program is refundable; and 


(i) if an eligible amount was received by the individual before 
the year, the particular time is neither 
(i) in the individual’s repayment period for the individual’s 
participation period that includes the particular time, nor 
(ii) after January (or a later month where the Minister so per- 
mits) of the fifth calendar year of that participation period. 
Related Provisions: 146(5)(a)(iv.1), 146(5.1)(a)(iv) — Amount withdrawn within 


90 days under LLP ineligible for RRSP contribution; 146.01(2) — Interpretation; 
146.02(3), (4) — Repayment of eligible amounts to RRSP. 


History: Para. (b) of the definition “eligible amount” in subsec. 146.02(1) amended by 
2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner’, 
applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 
duced in the History to 248(1)“common-law partner”. 

Regulations: 214(1) (information return). 

Forms: RC96: LLP — request to withdraw funds from an RRSP; RC4112: Lifelong 
learning plan [guide]. 


“excluded premium”? of an individual means a premium that 


(a) was designated by the individual for the purpose of para- 
graph 60(j), (j.1) or (J) or subsection 146.01(3); 


(b) was a repayment to which paragraph (b) of the definition | 


“excluded withdrawal” in subsection 146.01(1) applies; 


(c) was an amount transferred directly from a registered retire- 
ment savings plan, registered pension plan, registered retirement 
income fund, deferred profit sharing plan or a provincial pension 
plan prescribed for the purpose of paragraph 60(v); or 


Proposed Amendment — 146.02(1)“excluded = 
oy) premium” (c) sede AAO 
(c) was an amount transferred directly from a registered retire- 
ment savings plan, registered pension plan, registered retire- 
ment income fund or deferred profit sharing plan, ‘ 
Application: The December 7, 2010 draft legislation (Sask. Pension Plan), s. 11, 
will amend para. (c) of the definition “excluded premium” in subsec. 146.02(1) to 
read as above, applicable to taxation years that begin after 2009. — 


Technical Notes: Subsection 146.02(1) sets out definitions which apply for the 
purposes of the Lifelong Learning Plan (LLP). An “excluded premium” is a specified 
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@ was deductible eres sHLEEG AG 1) in computing the 
individual’s income for any taxation year. 


Related Provisions: 146(21.2) — Saskatchewan Pension Plan account)deemed to‘be 
RRSP for purposes of para. (c), 


“excluded withdrawal” of an individual means 
(a) an eligible amount received by the individual; or 


(b) a particular amount (other than an eligible amount) received 
while the individual was resident in Canada and in a calendar 
year if 
(i) the particular amount would be an eligible amount of the 
individual if the definition “eligible amount” were read with- 
out reference to paragraphs (g) and (h) of that definition, 


(ii) a payment (other than an excluded premium) equal to the 
particular amount is paid by the individual under a retirement 
savings plan that is, at the end of the taxation year of pay- 
ment, a registered retirement savings plan under which the 
individual is the annuitant, 


(111) the payment is made before the particular time that is, 


(A) if the individual was not resident. in Canada.at the 
time. the individual filed a return of income for the taxa- 
tion year in which the particular amount was received, the 
earlier of 


(I) the end of the following calendar year, and 


(II) the time at which the individual filed the return, 
and 


(B) in any other case, the end of the gHOaine calendar 
year, and 


(iv) the payment (and no other ramen is aed under 
this subparagraph as a repayment of the particular amount in 
prescribed form filed with the Minister on or before the par- 
ticular time (or before such later time as is acceptable to the 
Minister). 
Related Provisions: 146(1)‘‘premium” — Definition excludes repayment described 
in para. (b); 146(8) — LLP withdrawal not to be included in income. 


“full-time student” in a taxation year includes an individual to 
whom subsection 118.6(3) applies for the purpose of computing tax 
payable under this Part for the year or the following taxation year. 


“LLP balance”..of an individual at any time means the amount, if 
any; by which the total of all eligible amounts received by the indi- 
vidual at or, before that time exceeds the total: of 


(a) all amounts designated under subsection (3) by the individual 
for taxation years that ended before that time, and 


(b) all amounts each of which is included under subsection (4) 
or (5) in computing the individual’s income for a taxation year 
that ended before that time. 
Related Provisions: 150(1.1)(b)(iv) — Individual with LLP balance must file tax 
return. 
“participation period” of an individual means each period 
(a) that begins at the beginning of a calendar year 
(i) in which the individual receives an eligible amount, and 


(ii) at the beginning of which the individual’s LLP balance is 
nil; and 


S. 146.02(2)(¢)(i) 


(b) that ends immediately before the beginning of the first subse- 
quent calendar year at the beginning of which the individual’s 
LLP balance is nil. 


“premium”’ has the meaning assigned by subsection 146(1). 


“qualifying educational program” means .a program at a desig- 
nated educational institution, as defined in subsection 118.6(1), of 
not less. than three. consecutive. months. duration that requires. that 
each student taking the program spend not less than ten hours per 
week on courses or work in the program and that is 


(a) of a technical or vocational nature designed to furnish a per- 
son with skills for, or improve a person’s skills in, an occupa- 
tion, if the program is at an institution described in subparagraph 
(a)(ii) of that definition; and 


(b) at a post-secondary school level, in any other case. 


History: The. definition “qualifying, educational program” in subsec. 146.02(1) 

amended by 2005, c. 19, .s. 33, applicable after 2003. The definition formerly read: 
“qualifying educational program” means a qualifying educational. program (as 
defined in subsection 118.6(1)) at a designated educational institution (as defined 
in subsection 118.6(1)), except that the definition “qualifying educational pro- 
gram” in subsection 118.6(1) shall be read 


(a) without reference to paragraphs (a) and (b) of that definition; and 


(b) as if the expression “3 consecutive. weeks” were. “3 consecutive months”. 


“repayment period” of an individual for a participation period of 
the individual in respect of a person designated under paragraph (b) 
of the definition “eligible amount” means the period, if any, within 
the participation period 

(a) that begins 


(i) at the beginning of the third calendar year within the par- 
ticipation period, if the person would not be entitled to claim 
an amount under subsection, 118.6(2) in respect: of at least 
three months in each of the second.and third calendar years 
within the participation, period, if that subsection were read 
without reference to paragraph (b) of the description of B.in 
that subsection, 


(ii) at the beginning of the fourth calendar year within the 
participation period, if subparagraph (i) does not apply and 
the person would not be entitled to claim an amount under 
subsection 118.6(2) in respect of at least three months in 
each of the third and fourth calendar years within the partici- 
pation period, if that subsection were read without reference 
to paragraph (b) of the description of B ‘in that subsection, 


(iii) at the beginning of the fifth calendar year within the par- 
ticipation period, if subparagraphs (4) and (ii) do: not apply 
andthe person would not be entitled to claim, an amount 
under subsection 118.6(2) in respect of at least three months 
in each of the fourth and fifth calendar, years within that pe- 
riod, if that subsection. were read without reference to para- 
graph (b) of the description of B in that subsection, and 


(iv) in any other case, at the beginning of the sixth calendar 
year within the participation period; and 
(b) that ends at the end of the participation period. 


Forms: RC96: LLP — request to withdraw funds from an RRSP; RC4112: Lifelong 
learning plan [guide]. 


(2) Rule of application — For the purpose of the definition “eli- 
gible amount” in subsection (1), a particular person is deemed to be 
the only person in respect of whom a particular amount was desig- 
nated under paragraph (b) of that definition if 


(a) an individual received the particular amount; 


(b) the individual files a prescribed form with the Minister in 
which the particular person is specified in connection with the 
receipt of the particular amount; } 


(c) the particular amount would be an eligible amount of the in- 
dividual if 


(i) that definition were read without reference to paragraphs 
(b) and (e) of that definition, and 
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(ii) each reference in the portion of that definition after para- 
graph (d) to “designated person” were read as “individual” or 
“individual’s spouse or common-law partner”; and 


(d) the Minister so permits. 


Related Provisions: 146(5)(a)(iv.1), 146(5.1)(a)(iv) — Amount withdrawn within 
90 days under LLP ineligible for RRSP contribution. 


History: Subpara. 146.02(2)(c)(ii) amended by 2000, c. 12, Sch. 2, s. 1, to replace 
“spouse” with “spouse or common-law partner”, applicable to 2001 er seq., in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner”. 


Forms: RC96; LLP — request to withdraw funds from an RRSP. 


(3) Repayment of eligible amount — An individual may desig- 
nate a single amount for a taxation year in prescribed form filed 
with the individual’s return of income for the year if the amount 
does not exceed the lesser of 


(a) the total of all amounts (other than excluded premiums, re- 
payments to which paragraph (b) of the definition “excluded 
withdrawal” in subsection (1) applies and amounts paid by the 
individual in the first 60 days of the year that can reasonably be 
considered to have been deducted in computing the individual’s 
income, or designated under this subsection, for the preceding 
taxation year) paid by the individual in the year or within 60 
days after the end of the year under a retirement savings plan 
that is at the end of the year or the following taxation year a 
registered retirement savings plan under which the individual is 
the annuitant, and 


(b) the individual’s LLP balance at the end of the year. 


Related Provisions: 146(21.1)— Contribution to Saskatchewan Pension Plan 
deemed to be RRSP premium for purposes of 146.02(3)(a). 


Forms: RC96: LLP — request to withdraw funds from an RRSP. 


(4) If portion of eligible amount not repaid — There shall be 
included in computing an individual’s income for a particular taxa- 
tion year that begins after 2000 the amount determined by the 
formula 


[((A-B-—C)/(0-D)]-E 
where 
A is 
(a) nil, if 


(i) the individual died or ceased to be resident in Canada 
in the particular year, or 


(ii) the beginning of the particular year is not included in 
a repayment period of the individual, and 


(b) in any other case, the total of all eligible amounts re- 
ceived by the individual in preceding taxation years (other 
than taxation years in participation periods of the individual 
that ended before the particular year); 


(a) nil, if the particular year is the first taxation year in a re- 
payment period of the individual, and 


(b) in any other case, the total of all amounts designated 
under subsection (3) by the individual for preceding taxation 
years (other than taxation years in participation periods of the 
individual that ended before the particular year); 


C is the total of all amounts each of which is included under this 
subsection or subsection (5) in computing the individual’s in- 
come for a preceding taxation year (other than a taxation year 
included in a participation period of the individual that ended 
before the particular year); 


D is the lesser of nine and the number of taxation years of the indi- 
vidual that end in the period that 


(a) begins at the beginning of the individual’s last repayment 
period that began at or before the beginning of the particular 
year, and 


(b) ends at the beginning of the particular year; and 


Income Tax Act, Part I 


E is 
(a) if the particular year is the first taxation year within a 
repayment period of the individual, the total of the amount 
designated under subsection (3) by the individual for the par- 
ticular year and all amounts so designated for preceding taxa- 
tion years (other than taxation years in participation periods 
of the individual that ended before the particular year), and 


(b) in any other case, the amount designated under subsection 
(3) by the individual for the particular year. 
Related Provisions: 56(1)(h.1) — Inclusion in income; 257 — Formula cannot cal- 
culate to less than zero. 


Forms: RC4112: Lifelong learning plan [guide]. 


(5) Ceasing residence in Canada — If at any time in a taxation 
year an individual ceases to be resident in Canada, there shall be 
included in computing the individual’s income for the period in the 
year during which the individual was resident in Canada the 
amount, if any, by which 


(a) the total of all amounts each of which is an eligible amount 
received by the individual in the year or a preceding taxation 
year 


exceeds the total of 


(b) all amounts designated under subsection (3) by the indivi- 
dual in respect of amounts paid not later than 60 days after that 
time and before the individual files a return of income for the 
year, and 


(c) all amounts included under subsection (4) or this subsection 
in computing the individual’s income for preceding taxation 
years. 


Related Provisions: 56(1)(h.2) — LLP — income inclusion; 128.1(4) — Ceasing 
residence in Canada. 


(6) Death of individual — If an individual dies at any time in a 
taxation year, there shall be included in computing the individual’s 
income for the year the amount, if any, by which 


(a) the individual’s LLP balance immediately before that time 
exceeds 


(b) the amount designated under subsection (3) by the individual 
for the year. 


Related Provisions: 56(1)(h.2) — LLP — income inclusion; 70(5)— Effect of 
death; 146.01(7) — Optional transfer of repayment obligation to spouse. 


(7) Exception — If a spouse or common-law partner of an indivi- 
dual was resident in Canada immediately before the individual’s 
death at a particular time in a taxation year and the spouse or com- 
mon-law partner and the individual’s legal representatives jointly so 
elect in writing in the individual’s return of income for the year, 


(a) subsection (6) does not apply to the individual; 


(b) the spouse or common-law partner is deemed to have re- 
ceived a particular eligible amount at the particular time equal to 
the amount that, but for this subsection, would be determined 
under subsection (6) in respect of the individual; 

(c) subject to paragraph (d), for the purpose of applying this sec- 
tion after the particular time, the spouse or common-law partner 
is deemed to be the person designated under paragraph (b) of the 
definition “eligible amount” in subsection (1) in respect of the 
particular amount; and 


(d) where the spouse or common-law partner received an eligi- 
ble amount before the particular time in the spouse’s or com- 
mon-law partner’s participation period that included the particu- 
lar time and the particular individual designated under paragraph 
(b) of the definition “eligible amount” in subsection (1) in re- 
spect of that eligible amount was not the spouse or common-law 
partner, for the purpose of applying this section after the particu- 
lar time the particular individual is deemed to be the person des- 
ignated under that paragraph in respect of the particular amount. 
History: Subsec. 146.02(7) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 


with “spouse or common-law partner”, and by 2000, c. 12, Sch. 2, s. 7, to replace 
“spouse’s” with “spouse’s or common-law partner’s”, applicable to 2001 ef seq., in 
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force July 31, 2000. See also: the transitional rules reproduced in’ the History to 
248(1)“common-law partner”. 


History [s- 146.02]: S’ 146.02 added by 1999, c. 22, s. 61, applicable’ after1998. 


Definitions. [s. 146.02]: ‘amount’)— 248(1); “annuitant”, “benefit” — 146(1), 
146.01(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255, Interpre- 
tation Act 35(1); “common-law partner’ — 248(1); “deferred profit sharing plan” — 
147(1), 248(1); “eligible amount”, “excluded premium”, “excluded withdrawal”, “full- 
time student” — 146.02(1); “individual”, “legal representative” — 248(1); “LLP. bal- 
ance” — 146.02(1); “Minister” — 248(1); “month” Bry 
ticipation period” — 146.02(1); “person” — 248(1); “premium” — 146(1), 146.02(1); 
“prescribed”, “registered pension plan” — 248(1); “qualifying educational pro- 
gram” — 146.02(1); “registered retirement income fund” — 146:3(1), 248(1); “tegis- 
tered retirement savings plan’ — 146(1), 248(1); “repayment period’ — 146.02(1); 
“resident in Canada” —- 250; “retirement savings plan” — 146(1), 248(1); “revoca- 
ble” — 146.1(2.1); “taxation | year’ — 249; | “written” — Interpretation Act 
35(1)“writing”’. 


Forms: RC96: LLP — request to withdraw funds from an RRSP; RC4112: Lifelong 
learning plan [guide]. 


Registered Education Savings Plans 


146.1 (1) Definitions — In this section, 
Related Provisions: 204.9(1.1) — Application of subsec. 146,.1(1). 


“accumulated income payment” under an education savings plan 
means any amount paid out of the plan, other than a payment de- 
scribed in any of paragraphs (a) and (c) to (e) of the definition 
“trust’’;to the extent that the amount so paid exceeds the fair market 
value of any consideration given to the plan for the payment of the 
amount; 


Related Provisions: 146.1(2)(d.1) — Limitations on accumulated income payments; 
146.1(7.1) Accumulated income payments included in recipient’s income; 
153(1)(t) — Withholding of tax at source from payments; 204.94 — Tax on accumu- 
lated income payments not transferred to RRSP. 


History: The definition “accumulated income payment” in subsec. 146.1(1) amended 
by 1999, c. 22, subsec. 62(1), applicable ‘after 1997. It formerly read: 


“accumulated income payment” under an education savings plan means any 
amount paid out of the plan, other than a payment described in any of paragraphs 
(a), (c), (d) and (e) of the definition “trust”, to the extent that the amount so paid 
exceeds the fair market value of any consideration given to the plan for the pay- 
ment of the amount; 


The definition “accumulated income payment” added to subsec. 146.1(1) by 1998, c, 
19, subsec. 38(4), applicable after 1997. 


Regulations: 103(4), 103(6)(g), 103(8) (withholding at pource)s 200(2)(j) Ginforma- 
tion return). 


“beneficiary”, in respect of an education savings plan, means a 
person, designated by a subscriber, to whom or on whose behalf an 
educational assistance payment under the plan is agreed to be paid 
if the person qualifies under the plan; 


Related Provisions: 146.1(2)(j) — Restrictions on who can be beneficiaries. 


“contribution” to an education savings plan does not include an 
amount paid into the plan under or because of 


(a) the Canada Education Savings Act or a designated. provincial 
program, or 


(b) any other program that has a similar purpose to a designated 
provincial program and that is funded, directly or indirectly, by a 
province (other than an amount paid into the plan by a public 
primary caregiver in its capacity as subscriber under the plan); 


Related Provisions: 146.1(14)(a) — Reference to Canada Education Savings, Act 
includes reference to, earlier DHRD Act. 


History: The definition “contribution” in subsec: 146.1(1) amended by 2010, c. 12, 
subsec. 16(1), applicable to 2009 ef seq. It formerly read: 


“contribution”, into an education savings plan, does not include an amount paid 
into the plan under the Canada Education Savings Act or under a designated 
provincial program; 


The definition “contribution” in subsec. 146.1(1) amended to substitute “designated 
provincial program” for “program administered pursuant to an agreement entered into 
under section 12 of that Act” by 2007, c. 35, subsec. 45(1), applicable to 2007 et seq. 


S. 146.1(1) edu 


The definition “contribution”: amended by 2004, 'c. 26, subsec: 21(1); in force Decem 
ber 15, 2004. The definition formerly read: 


“contribution” into an education savings plan does not include an amount paid 
into the plan by the Minister of Human Resources Development under Part III.1 
of the Department of Human Resources. Development Act; 
The definition “contribution” added to subsec. 146.1(1) by 1999, c. 22, subsec. 62(3), 
applicable after 1997. 


RESP Bulletins: 1 (designated provincial program). 


“designated provincial program” means 


(a) a program administered pursuant to an agreement entered 
into under section 12 of the Canada Education Savings Act, or 


(b) a program established under the laws of a province to en- 
courage the financing of children’s post-secondary education 
through savings in registered education savings plans. 
History: Para. (b) of the definition “designated provincial program” in subsec. 
146.1(1) amended by 2010, c. 12, subsec. 16(2), applicable to 2007 et seq. It formerly 
read: 
(b) a prescribed program; 
The-definition “designated provincial program” added to subsec. 146.1(1) by 2007, c. 
35, subsec. 45(3), applicable to 2007 et seq: 


Regulations: No prescribed programs as yet. The Dept. of Finance Technical Notes 
of Oct. 2, 2007 state: “It is intended that the education savings incentive program pro- 
posed by the Government of Quebec in its 2007 budget be prescribed for this purpose”. 


“education savings plan’ means an arrangement entered into 
between 


(a) any of the following, namely, 
(i) an individual (other than a trust), 


(ii) an individual (other than a trust) and the spouse or,com- 
mon-law partner of the individual, and 


(iii) a public primary caregiver of a beneficiary, and 
(b) a person or organization (in this section referred to as a 
“promoter’’) 


under which the promoter agrees to pay or to cause to be paid edu- 
cational assistance payments to or for one or more beneficiaries; 
Related Provisions: 146.2(12) — TFSA deemed not to be ESP. 
History: The portion before para. (b) of the definition “education savings plan’ in 
subsec. 146.1(1) amended by 2004, c. 26, subsec. 21(2), in force December 15, 2004. 
The) portion formerly read: 
“education savings plan” means a contract made at any time between 
(a). either 

(i) one individual (other than a trust), or 

(ii) an individual (other than a trust) and the spouse or common-law 

partner of the individual, and 


Subpara. (a)(ii) of the definition “education savings plan”’ in aunese: 146.1(1) amended 

by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, 

applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules repro- 

duced in the History to 248(1)“common-law partner”. 

The definition “education savings plan” in subsec. 146.1(1) amended by 1998, c. 19, 

subsec. 38(2), applicable to contracts made after 1997. The definition formerly read: 
“education savings plan” means a contract entered into at any time between an 
individual (in this section referred to as a “subscriber”) and a person or organiza- 
tion (in this section referred to as a “promoter’’) under which, in consideration of 
payment by the subscriber of any periodic or other amount as consideration 
under the contract, the promoter agrees to pay or to cause to be paid to or for a 
beneficiary educational assistance payments; 


“educational assistance payment” means any amount, other than 
a refund of payments, paid out of an education savings plan to or 
for an individual to assist the individual to further the individual’s 
education at a post-secondary school. level; 
Related Provisions: 56(1)(q), 146.1(7) — EAPs included in income; 146.1(2)(g.1), 
204.9(1) — Limitations. on: EAPs;, 146,1(2.21), (2.22) — EAP can be made up to 6 
months after ceasing to be student; 212(1)(r) — Non-resident withholding tax on EAPs. 
History: The definition “educational assistance paymen” in subsec. 146.1(1) amended 
by 1998, c. 19, subsec. 38(2), applicable after 1997. The definition formerly read: 
“educational assistance payment” means any amount, other than a refund of pay- 
ments, paid or payable under an education savings plan to or for a beneficiary to 
assist the beneficiary to further the beneficiary’s education at the post-secondary 
school level; 


Regulations: 200(2)() (information return). 


1167 


S. 146.1(1) edu 


RESP Bulletins: 1 (up to $20,000 EAP accepted administratively as legitimate). 


“post-secondary educational institution” means 


(a) an educational institution in Canada that is described in para- 
graph (a) of the definition “designated educational institution” in 
subsection 118.6(1), or 


(b) an educational institution outside Canada that is a university, 
college or other educational institution that provides courses at a 
post-secondary school level at which a beneficiary was enrolled 
in a course of not less than 13 consecutive weeks; 

History: The definition “post-secondary education institution” (formerly 146.1(1)(c.1) 


before consolidation in R.S.C. 1985 (Sth Supp.)) added by 1994, c. 7, Sch. II (1991, c. 
49), subsec. 118(2), applicable after February 20, 1990. 


“post-secondary school level” includes a program of courses, at an 
institution described in subparagraph (a)(ii) of the definition “desig- 
nated educational institution” in subsection 118.6(1), of a technical 
or vocational nature designed to furnish a person with skills for, or 
improve a person’s skills in, an occupation; 


History: The definition “post-secondary school level” in subsec. 146.1(1) added by 
2005, c. 19, subsec. 34(2), applicable after 2003. 


“pre-1972 income” — [Repealed] 


History: The definition “pre-1972 income” in subsec.,146.1(1) repealed by 1998, c. 
19, subsec. 38(1), applicable after 1997. The definition formerly read: 


“pre-1972 income” means the total of all amounts each of which is the income 
(within the meaning of the Income Tax Act, chapter 148 of the Revised Statutes 
of Canada, 1952, as it read in its application to the particular taxation year) for a 
taxation year ending before 1972 of a trust governed by an education savings 
plan; 


“public primary caregiver”, of a beneficiary under an education 
savings plan in respect of whom a special allowance is payable 
under the Children’s Special Allowances Act, means the depart- 
ment, agency or institution that maintains the beneficiary or the 
public trustee or public curator of the province in which the benefi- 
ciary resides; 

Proposed Amendment — 146.1(1)“public primary __ 
_ caregiver” oo _ a - = 
Letter from Dept. of Finance, Jan. 7, 2008: See under 204.94(2) opening wo 


History: The definition “public primary caregiver” in subsec.-146.1(1) added by 2004, 


c. 26, subsec. 21(6), in force December 15, 2004. 


“qualified investment” for a trust governed by a registered educa- 
tion savings plan means 


(a) an investment that would be described by any of paragraphs 
(a) to (d), (f) and (g) of the definition “qualified investment” in 
section 204 if the reference in that definition to “a trust governed 
by a deferred profit sharing plan or revoked plan” were read as a 
reference to “a trust governed by a registered education savings 
plan” and if that definition were read without reference to the 
words “with the exception of excluded property in relation to the 
trust’, 


(b) [Repealed] 


(c) a contract for an annuity issued by a licensed annuities pro- 
vider where 


(i) the trust is the only person who, disregarding any subse- 
quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, and 


(ii) the holder of the contract has a right to surrender the con- 
tract at any time for an amount that would, if reasonable sales 
and administration charges were ignored, approximate the 
value of funds that could otherwise be applied to fund future 
periodic payments under the contract, 


(d) an investment that was acquired by the trust before October 
28, 1998, and 
(e) a prescribed investment; 


Related Provisions: 87(10) — New share issued on amalgamation of public corpo- 
ration deemed listed; 132.2(1)(k) [to be repealed], 132.2(3)(h) [draft] — Where share 
ceases to be qualified investment due to mutual fund reorganization; 146.1(2.1)(a)— 
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Acquisition of non-qualified investment makes plan revocable; 207.1(3) — Tax paya- . 
ble by RESP on holding non-qualified investments. 


History: Para. (a) of the definition “qualified investment” in subsec. 146.1(1) | 


amended, para. (b) repealed, by 2007, c. 29, subsec. 18(2), applicable in determining 
whether a property is, at any time after March 18, 2007, a qualified investment. The 
paras. formerly read: | 
(a) an investment that would be described in any of paragraphs (a), (b), (d) and 
(f) to (h) of the definition “qualified investment” in section 204 if the reference 
in that definition to “a trust governed by a deferred profit sharing plan or revoked 
plan” were read as a reference to “a trust governed by a registered education 
savings plan”, 
(b) a bond, debenture, note or similar obligation 
(i) issued by a corporation the shares of which are listed on a prescribed 
stock exchange in Canada, or 
(ii) issued by an authorized foreign bank and payable at a branch in Canada 
of the bank, 
Para. (b) of the definition “qualified investment” in subsec. 146.1(1) amended by 2001, 
c. 17, s. 140, applicable after June 27, 1999. The para. formerly read: 
(b) a bond, debenture, note or similar obligation of a corporation the shares of 
which are listed on a prescribed stock exchange in Canada, 
The definition “qualified investment” added to subsec. 146.1(1) by 1999, c. 22, subsec. 
62(3), applicable after 1997. 
Regulations: 4900 (prescribed investments). 
Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


“qualifying educational program” means a program at a post-sec- 
ondary school level of not less than three consecutive weeks dura- 
tion that requires that each student taking the program spend not 
less than ten hours per week on courses or work in the program; 
History: The definition “qualifying educational program” in subsec. 146.1(1) amended 
by 2005, c. 19, subsec. 34(1), applicable after 2003. The definition formerly read: 


“qualifying educational program” has the meaning that would be assigned by the 
definition of that expression in subsection 118.6(1) if that definition were read 
without reference to paragraph (a); 


The definition “qualifying educational program” in subsec. 146.1(1) amended by 1997, 
c. 25, subsec. 42(1), applicable to 1996 et seq. It formerly read: 
“qualifying educational program” has the meaning assigned by subsection 
118.6(1); 


The definition “qualifying educational program” added to subsec. 146.1(1) by 1994, c. 
7, Sch. If (1991, c. 49), subsec. 118(2), applicable after February 20, 1990. 


“RESP annual limit’ — [Repealed] 
Related Provisions: 146.1(2)(k) — Contributions not to exceed RESP annual limit; 
204.9“excess amount’’(a) — Penalty tax on exceeding RESP annual limit. 
History: The definition “RESP annual limit” in subsec. 146.1(1) repealed by 2007, c. 
29, subsec. 18(1), applicable to contributions made after 2006. It formerly read: 
“RESP annual limit” for a year means, 

(a) for 1990 to 1995, $1,500, 

(b) for 1996, $2,000, and 

(c) for 1997 and subsequent years, $4,000; 


The definition “RESP annual limit” added to subsec. 146.1(1) by 1998, c. 19, subsec. 
38(4), applicable after 1989. 


“refund of payments” at any time under a particular registered ed- 
ucation savings plan means 


(a) a refund at that time of a contribution that had been made at a. 
previous time, if the contribution was made 


(i) otherwise than by way of a transfer from another regis- 
tered education savings plan, and 


(ii) into the particular plan by or on behalf of a subscriber 
under the particular plan, or 


(b) a refund at that time of an amount that was paid at a previous 
time into the particular plan by way of a transfer from another 
registered education savings plan, where the amount would have 
been a refund of payments under the other plan if it had been 
paid at the previous time directly to a subscriber under the other 
plan; 

History: The definition “refund of payments” in subsec. 146.1(1) amended by 1998, c. 

19, subsec. 38(2), applicable to 1997 et seq. The definition formerly read: 


“refund of payments” means any amount (not in excess of the total of amounts 
paid by or on behalf of a subscriber under an education savings plan) paid or 
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payable to the subscriber, the subscriber’s heirs, executors or assigns as or on 
account of a refund of amounts paid to the plan by or on behalf of the subscriber 
under the plan; 


“registered education savings plan” means 


(a) an education savings plan registered for the purposes of this 
Act, or 


(b) a registered education savings plan as it is amended from 
time to time 


but, except for the purposes of subsections (7) and (7.1) and Part 
X.4, a plan ceases to be a registered education savings plan immedi- 
ately after the day as of which its registration is revoked under sub- 
section (13); © 

Related Provisions: 75(3)(a) — Reversionary trust rules do not apply to RESP; 
108(1)“trust’(a)—— “Trust” does not include a RESP for certain purposes; 
128.1(10)“excluded right or interest’’(a)(iii) — No deemed disposition of RESP on em- 
igration; 248(1)“disposition” (f)(vi) — Rollover from one trust to another; 248(1)“regis- 
tered education savings plan” — Definition applies to entire Act. 


History: The definition “registered education savings plan” in subsec. 146.1(1) 
amended by 1998, c. 19, subsec. 38(2), applicable after 1997. The definition formerly 
read: 


“registered education savings plan” means an education savings plan accepted by 
the Minister for registration for the purposes of this Act as complying with the 
requirements of this section; 


Information Circulars: 93-3R1: Registered education savings plans. 


“specified educational program” means a program at a post-sec- 
ondary school level of not less than three consecutive weeks dura- 
tion that requires each student taking the program to spend not less 
than 12 hours per month on courses in the program; 


History: The definition “specified educational program” added to subsec. 146.1(1) by 
2007, c. 29, subsec. 18(3), applicable to 2007 et seq. 


“specified plan” means an education savings plan 


(a) that does not allow more than one beneficiary under the plan 
at any one time, 


(b) under which the beneficiary is an individual in respect of 
whom paragraphs 118.3(1)(a) to (b) apply for the beneficiary’s 
taxation year that ends in the 31st year following the year in 
which the plan was entered into, and 


(c) that provides that, at all times after the end of the 35th year 

following the year in which the plan was entered into, no other 

individual may be designated as a beneficiary under the plan; 
History: Para. (b) of the definition “specified plan” amended to substitute “31st” for 


“21st”, and para. (c) amended to substitute “35th” for “25th”, by 2008, c. 28, subsec. 
23(1), applicable to 2008 et seq. 


The definition “specified plan” added to subsec. 146.1(1) by 2005, c. 30, subsec. 10(1), 
applicable to 2005 et seq. 


“subscriber” under an education savings plan at any time means 


(a) each individual or the public primary caregiver with whom 
the promoter of the plan enters into the plan, 


(a.1) another individual or another public primary caregiver who 
has before that time, under a written agreement, acquired a pub- 
lic primary caregiver’s rights as a subscriber under the plan, 


(b) an individual who has before that time acquired a sub- 
scriber’s rights under the plan pursuant to a decree, order or 
judgment of a competent tribunal, or under a written agreement, 
relating to a division of property between the individual and a 
subscriber under the plan in settlement of rights arising out of, or 
on the breakdown of, their marriage or common-law partnership, 
or 


(c) after the death of an individual described in any of 
paragraphs (a) to (b), any other person (including the estate of 
the deceased individual) who acquires the individual’s rights as 
a subscriber under the plan or who makes contributions into the 
plan in respect of a beneficiary 


but does not include an individual or a public primary caregiver 
whose rights as a subscriber under the plan had, before that time, 
been acquired by an individual or public primary caregiver in the 
circumstances described in paragraph (a.1) or (b); 


S.146.1(1) tru 


History: Para. (a) of the definition “subscriber” in subsec. 146.1(1) amended and para: 
(a.l) added by 2004, c. 26, subsec. 21(3), in force December 15, 2004. Para. (a) for- 
merly read: 

(a) each individual with whom the promoter of the plan entered into the plan, 


The portion of the definition “subscriber” after para. (b) amended by the said c. 26, 
subsec. 21(4), in force December 15, 2004. The portion formerly read: 


(c) after the death of a subscriber under the plan, any other person (including 
the estate of the subscriber) who makes contributions into the plan in respect 
of a beneficiary 


but does not include an individual who, before that time, disposed of the indivi- 
dual’s rights as a subscriber under the plan in the circumstances described in 
paragraph (b); 
The definition “subscriber” in subsec.’146.1(1) amended by 2000, c. 12, Sch. 2, s..9, to 
replace “marriage” with “marriage or common-law partnership”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


The definition “subscriber” added to subsec. 146.1(1) by 1998, c. 19, subsec. 38(4), 
applicable to contracts made after 1997. 


“‘tax-paid-income”’ — [Repealed] 
History: The definition “tax-paid-income” in subsec. 146.1(1) repealed by 1998, c. 19, 
subsec. 38(1), applicable after 1997. The definition formerly read: 

“tax-paid-income” means the amount determined by the formula 


A-(B-C) 
where 
A is the fair market value on December 31, 1971 of all the property of a trust 
governed by an education savings plan, 
B is the total of all amounts paid to the plan on or before December 31, 1971 
by or on behalf of the subscriber under the plan, and 


C is the total amount of all refunds of payments made under the plan on or 
before December 31, 1971; and 


“trust”, except in this definition and the definition “education sav- 
ings plan”, means any person who irrevocably holds property under 
an education savings plan for any of, or any combination of, the 
following purposes: 


(a) the payment of educational assistance payments, 
(b) the payment after 1997 of accumulated:income payments, 
(c) the refund of payments, 


(c.1) the repayment of amounts (and the payment of amounts 
related to that repayment) under the Canada Education Savings 
Act or under a designated provincial program, 


(d) the payment to, or to a trust in favour of, designated educa- 
tional institutions in Canada referred to in subparagraph (a)(i) of 
the definition of that.expression. in subsection 118.6(1), or 


(e) the payment to:a trust that irrevocably holds property pursu- 
ant to.a registered education savings plan for any of the purposes 
set out in paragraphs (a) to (d). 
Related. Provisions: 104(1)— Reference to trust or estate; 108(1)“trust’(a) — 
“Trust” does not include a RESP for certain purposes; 146.1(14)(a) — Reference to 
Canada Education Savings Act includes reference to earlier DHRD Act. 
History: Para. (c.1) of the definition “trust” in subsec. 146.1(1) amended to substitute 
“designated provincial program” for “program administered pursuant to an agreement 
entered into under section 12 of that Act” by 2007, c. 35, subsec. 45(2), applicable to 
2007 et seq. 
Para. (c.1) of the definition “trust” amended by 2004, c. 26, subsec. 21(5), in force 
December 15, 2004. The para. formerly read: 
(c.1) the repayment of amounts under Part III.1 of the Department of Human 
Resources Development Act, 
Para. (c.1) added to the definition “trust” by 1999, c. 22, subsec. 62(2), applicable after 
1997. 
The portion of the definition “trust” in subsec. 146.1(1) before para. (c) amended by 
1998, c. 19, subsec. 38(3), applicable after 1997. The. portion formerly read: 
“trust”, except in this definition; means any person who irrevocably: holds pro- 
perty pursuant to an education savings plan for 


(a) the payment of educational assistance payments, 


(b) the payment of scholarships or other amounts to persons, other than a 
beneficiary, to assist them to further their education at the post-secondary 
school level, 


That portion of the definition of “trust” in subsec. 146.1(1) preceding para. (a) 
amended to substitute “holds property” for “holds property or money”, and para. (e) 
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amended to substitute “holds property pursuant to a registered education savings plan” 
for “holds money or property transferred to it”, by 1994, c. 7, Sch. II (1991, c. 49), 
subsecs. 118(4), (5), applicable after July 13, 1990. 


RESP Bulletins: | (designated provincial program). 


(2) Conditions for registration — The Minister shall not accept 
for registration for the purposes of this Act any education savings 
plan of a promoter unless, in the Minister’s opinion, the following 
conditions are complied with: 


(a) the plan provides that the property of any trust governed by 
the plan (after the payment of trustee and administration 
charges) is irrevocably held for any of the purposes described in 
the definition “trust” in subsection (1) by a corporation licensed 
or otherwise authorized under the laws of Canada or a province 
to carry on in Canada the business of offering to the public its 
services as a trustee; 


(b) at the time of the application by the promoter for registration 
of the plan, there are not fewer than 150 plans entered into with 
the promoter each of which complied, at the time it was entered 
into, with all the other conditions set out in this subsection, as it 
read at that time; 


(b.1) application for registration of the plan is made by the pro- 
moter in prescribed form containing prescribed information; 


(c) the promoter and all trusts governed by the plan are resident 
in Canada; 


(d) the plan does not allow for any payment before 1998 to a 
subscriber, other than a refund of payments, unless the sub- 
scriber is also the beneficiary under the plan; 


(d.1) subject to subsection (2.2), if the plan allows accumulated 
income payments, the plan provides that an accumulated income 
payment is permitted to be made only if 


(i) the payment is made to, or on behalf of, a subscriber 
under the plan who is resident in Canada when the payment 
is made, 


(ii) the payment is not made jointly to, or on behalf of, more 
than one subscriber, and 


(i11) any of 


(A) the payment is made after the 9th year that follows 
the year in which the plan was entered into and each indi- 
vidual (other than a deceased individual) who is or was a 
beneficiary under the plan has attained 21 years of age 
before the payment is made and is not, when the payment 
is made, eligible under the plan to receive an educational 
assistance payment, 


(B) the payment is made in the year in which the plan is 
required to be terminated in accordance with paragraph 
(i), or 


(C) each individual who was a beneficiary under the plan 
is deceased when the payment is made; 


(e) the plan is substantially similar to the type of plan described 
in or annexed to a prospectus filed by the promoter with a secur- 
ities commission in Canada or a body performing a similar func- 
tion in a province; 


(f) in the event that a trust governed by the plan is terminated, 
the property held by the trust is required to be used for any of 
the purposes described in the definition “trust” in subsection (1); 


(g) the plan does not allow for the payment of educational assis- 
tance payments before 1997 to an individual unless the indivi- 
dual is, at the time the payment is made, a student in full-time 


(g.1) the plan does not allow for the payment of an educational 


assistance payment to or for an individual at any time after 1996 — 


unless 
(i) either 


(A) the individual is, at that time, enrolled as a student in 
a qualifying educational program at a post-secondary edu- 
cational institution, or 


(B) the individual has, before that time, attained the age 
of 16 years and is, at that time, enrolled as a student in a 
specified educational program at a post-secondary educa- 
tional institution, and 


(ii) either 
(A) the individual satisfies, at that time, the condition set 
out in clause (i)(A), and 


(1) has satisfied that condition throughout at least 13 
consecutive weeks in the 12-month period that ends at 
that time, or 


(II) the total of the payment and all other educational 
assistance payments made under a registered educa- 
tion savings plan of the promoter to or for the indivi- 
dual in the 12-month period that ends at that time does 
not exceed $5,000 or any greater amount that the Min- 
ister designated for the purpose of the Canada:Educa- 
tion Savings Act approves in writing with respect to 
the individual, or 


(B) the individual satisfies, at that time, the condition set 
out in clause (i)(B) and the total of the payment and all 
other educational assistance payments made under a reg- 
istered education savings plan of the promoter to or for 
the individual in the 13-week period that ends at that time 
does not exceed $2,500 or any greater amount that the 
Minister designated for the purpose of the Canada Educa- 
tion Savings Act approves in writing with respect to the 
individual; 
(g.2) the plan does not allow for any contribution into the plan, 
other than a contribution made by or on behalf of a subscriber 
under the plan in respect of a beneficiary under the plan or a 
contribution made by way of transfer from another registered 
education savings plan; 


_ Proposed Addition — 146. 1(2)(g 3). 
(g.3) the plan provides that an individual is ete to rte i 


_ designated as a beneficiary under the plan, and that a contribu- 


tion to the plan in respect of an individual who is a beneficiary ; 
under the plan is permitted to be made, only if =. 


(i) in the case of a designation, the individual’s Social ne 
surance Number is provided to the —— — ity des- 
ignation is made and either one (18) 


(A) the individual is resident i in eile when the desig- 
nation is made, or Ate 2 YIM EG OU 


(B) the designation i is made in conjunction with a trans- 

fer of property into the plan from another registered ed- 
~-ucation savings plan under which the individual was a 
: beneficiary immediately before the transfer, ke ade 


i) i in the case of a contribution, ‘either — 


(A) the individual’ s Social Tnsatance Nusa | is ; pro- 
vided to the promoter before the contribution is made 
and the individual i is resident in Canada when the Sonat: 
bution i is. made, or | oe: 


(B) the contribution is made by way yt nanciie Sede a an- 
other registered education savings plan under which the 
individual was a -benetanany dss sibeie Rekoes the . 
transfer; « soakvadeh azote 


attendance at a post-secondary educational institution and en- | Application: The July 16, 2010 draft fegitlston (Part 1 teh subsec. 
rolled in a qualifying educational program at the institution; 103(1), will add para. 146.1(2)(g.3), applicable after 2003. hy So phealeniEo 
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Technical Notes (July 2010): Subsection 146.1(2) sets out the conditions that — 


must be satisfied in order for an education savings ne to be ce) for 
registration. _ : : 


tea 


New paragraph 146. 1OKe. 3) is to eo pea eee and iintiividuals 
who have not yet been assigned a Social Insurance Number (SIN) from becoming a 
beneficiary under a Tegistered paesicn savings lan {RESF), or from benchiting 


Specifically, Baccraph 146. 12\(g. 3) ure that: an ‘education Savings ib not t per- 
mit an individual to be satan asa a beneficiary eee the er and not ae a 


a meoniee Sey aes the’ eanstbe sien chit the individual be 
resident in Canada in order to be designated as a beneficiary does not apply. How- 
ever, subject to the exceptions. in new subsection 146. 1@2,3), the individual’s SIN has 
to be provided to the promoter in order for the individual 1 

ficiary under the transferee RESP. This special 1 
modate transfers from an RESP to a replacement RESP after the beneficiary has 
ceased to be resident of Canada. (It should be noted that the transfer itself, as a con- 
tribution to an RESP, is not subject © - SIN and eet conditions that apply to 
ordinary contributions. ye : 


Letter from Dept. of Finance, May ty 2003: 
Dear [xxx] © Ly 


Tam_ ae to your loiter of ini iy, 2003 to Mr. Brett Baker, ieeading the 
proposed Income Tax Act (ITA) amendments contained in the legislative proposals 
that were teleased on December 20, 2002. Your letter raises concerns about the 


beneficiary’s Social Insurance Number (SIN) before accepting any contributions into 
an RESP. [ want to express my appreciation for the recent opportunity I had to meet 
with you and several of your colleagues to further elaborate on this matter. 


The federal government is committed to helping Canadian families save for their 
children’s post- 
play in helping them achieve their financial goal. As you know, the government has 
taken significant steps in recent years to enhance the attractiveness of RESPs as a 
savings instrument: the lifetime contribution limit was increased to $42,000 per bene- 
ficiary; the annual contribution limit was raised to $4,000 to give families flexibility 
to make “catch-up” contributions; investment income can be paid out to the contribu- 


tor in the event the beneficiary does not _pursue post-secondary | ducation; and the 
a | the 1998 


Canada Education Sayings _ Grant (CESG) program was 
Budget as part of the Canadian Opportunities Strategy. / 


The SIN is ‘already required for the effective administration of 
CESG programs, and must currently be provided i in order 
proposed amendment to the ITA is intended to help ensure that RESP beneficiaries 
fully benefit from RESP tax benefits and the CESG supplement, and will minimize 
the potential for adverse Rene that’ can — arise when the’ . is not 
provided on time. : oy 


th the RESP and 


In the event that parents face significant delays. in obtaining a SIN De their child, 


they can generally make eae conisipunos to the hod and thus obtain me 


full CESG. 


We appreciate comments and suggestions that we hase received on ithe “speied 
amendment from members of your organization and others in the. RESP industry. 
While imposing a requirement for obtaining a SIN prior to set up an RESP is 
appropriate, for the reasons set out above, we understand that implementing this 
change too quickly might be disruptive and have some adverse impac 


ister of Finance that the coming-into-force date of the proposed poehany be ie 
ferred from March 21, 2003 until January 1, 2004. Se a : 

I trust this addresses your concerns and thank _ for bringing aie matter to the 
government's attention, : iS : 


Yours sincerely, 
Stephen R. Richardson — 
“Senior Assistant Deputy Minister 


CCRA Registered Plans release, April 28, 2003: Technical Income Tax 
Amendments for Registered Education Savings Pans » 


On December 20, 2002, the Minister of Finance released a package of draft technical : 


amendments to the Income Tax Act (ITA). The technical bill indicated that these’ 


amendments were to be applicable after the 90th day after the announcement date’ 


(ie., March 21, 2003). In order to provide for a smoother transition, the Department 


of Finance intends to propose an amendment [February 27, 2004 — ed.] to the com- 


ing into force date, which would change it from March 21, 2003 to. _ 1, 2004. 
Summary of Changes 


Paragraph 146.1(2)(g.3) and subsection 146.1(2.3) have been introduced, both of — 


which apply December 31, 2003. Subparagraph 146.1(2)(g.3)(i) of the Act permits 
an individual:to be designated as a beneficiary under the plan only if the individual’s 
SIN is provided to the promoter before the designation is made, and the individual is 


ed education savings. plan (RESP) promoters. to obtaina — 


secondary education, and recognizes the important role that RESPs 


‘the sale of | 
RESPs. In order to provide for a smoother transition, I will recommend to the Min- 


S. 146.1(2)(j)(iii)(B) 


resident in Canada when the designation is made. The residency requirement is not 
applicable when the designation is made in conjunction with a transfer of property 
from another P under which the yee Was a as Nepean before 


of an ti 
promoter Before the goneribstiontt is made and the individual is resident in Cariadal or 
where the contribution is made by way of a transfet from another RESP under which 
the individual was a beneficiary immediately before the transfer, — yy 


As an exception to the requirement to provide the individual’s SIN above, subsection 
146. us i eS not uae indies SIN to be ae in fespect of a contri- 


isting beneficiaries 


Under the second new 
resident individual who does not ive a SIN to be designated as. a beneficiary under 
the plan provided that such designation i is made in conjunction with a transfer of 
E rty from another RES under pan the individual, 5 was a A Dery pomiedi; 
efore the sense 


Me Income. Tax Act ‘receives Royal Assent. Please note that the 
plans must be administered as if they were amended as of January 1, 2004. a 


(h) the plan provides that no contribution (other than a contribu- 
tion-made by way of a transfer from. another registered education 
savings plan) may be made into the plan after 


(i) in the case of a specified plan, the 35th year following the 
year in which the plan was entered into, and 


(ii) in any other case, the 31st year following the year in 
which the plan was entered into; 


(i) the plan provides that it must be terminated on or before the 
last day of 


(i) in the case of a specified plan, the 40th year following the 
year in which the plan was entered into, and 


(ii) in any other case, the 35th year following the year in 
which the plan was entered into; 


(1.1) if the plan allows accumulated income payments in accor- 
dance with paragraph (d.1), the plan provides that it must be ter- 
minated before March of the year following the year in which 
the first such payment is made out of the plan; 


(1.2) the plan does not allow for the receipt of property by way 
of direct transfer from another registered education savings plan 
after the other plan has made any accumulated income payment; 


(j) if the plan allows more than one beneficiary under the plan at 
any one time, the plan provides 


(i) that each of the beneficiaries under the plan is required to 
be connected to each living subscriber under the plan, or to 
have been connected to a deceased original subscriber under 
the plan, by blood relationship or adoption, 


(ii) that a contribution into the plan in respect of a benefici- 
ary iS permitted to be made only if 


(A), the. beneficiary had not attained, 31 years of age 
before the time of the contribution, or 


(B) the contribution is made by way of transfer from an- 
other registered education savings plan that allows more 
than one beneficiary at any one time, and 


(iii) that an. individual is permitted to.become a beneficiary 
under the plan at any particular time only if 


(A) the individual had not attained 21 years of age before 
the particular time, or 


(B) the individual was, immediately before the particular 
time, a beneficiary. under another registered education 
savings plan that allows more, than one beneficiary at.any 
one time; 
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(k) [Repealed] 


(1) the plan provides that the promoter shall, within 90 days after 
an individual becomes a beneficiary under the plan, notify the 
individual (or, where the individual is under 19 years of age at 
that time and either ordinarily resides with a parent of the indivi- 
dual or is maintained by a public primary caregiver of the indivi- 
dual, that parent or public primary caregiver) in writing of the 
existence of the plan and the name and address of the subscriber 
in respect of the plan; 


(m) the Minister has no reasonable basis to believe that the pro- 
moter will not take all reasonable measures to ensure that the 
plan will continue to comply with the conditions set out in 
paragraphs (a), (c) to (d.1) and (f) to (1) for its registration for 
the purposes of this Act; and 


(n) the Minister has no reasonable basis to believe that the plan 
will become revocable. 


Possible Future Amendment — RESPs set uP by 
charities and NPOs 


The True North Strong and Free, Conservative Party election platform 
(conservative.ca), Oct. 7, 2008: Helping Parents Save for Their Education 


A re-elected Conservative Government will expand the current Registered Education 


Savings Plan (RESP) to allow charities and not-for-profit organizations to establish 


RESPs, in partnership with parents, for children from low-income families that other- 
wise would not have the ability to save. 


Related Provisions: 146.1(2.1) — RESP becoming revocable; 146.1(2.2) — Waiver 
of conditions for disabled beneficiary; 146.1(2.21), (2.22) — EAP can be made up to 6 
months after ceasing to be student; 146.1(2.3) — Circumstances where Social Insur- 
ance Number not required; 146.1(3) — Deemed registration; 146.1(4) — Registration 
of plan without prospectus; 146.1(4.1)— Amendments must be filed with CRA; 
146.1(13) — Revocation where plan ceases to comply with requirements; 146,1(14) — 
References to Canada Education Savings Act includes references to earlier DHRD Act, 
172(3) — Appeal from refusal to register; 204.9(1)“excess amount” — Limit on RESP 
contributions; 204.91 — Tax payable by subscribers; 248(3)(c) — RESP set up in Que- 
bec deemed to be trust. 


History: Subpara. 146.1(2)(h)(i) amended to substitute “35th” for “25th”, and subpara. 
(ii) amended to substitute “31st” for “21st”, by 2008, c. 28, subsec. 23(2), applicable to 
2008 et seq. 


Subpara. 146.1(2)(i)() amended to substitute “40th” for “30th”, and subpara. (ii) 
amended to substitute “35th” for “25th”, by the said c. 28, subsec. 23(3), applicable to 
2008 et seq. 


Cl. 146.1(2)(j)Gii)(A) amended to substitute “31” for “21”, by the said c. 28, subsec. 
23(4), applicable to 2008 et seq. 


Subparas. 146.1(2)(g.1)(i) and (ii) amended by 2007, c. 29; subsec. 18(4), applicable to 
2007 et seq. They formerly read: 


(i) either 


(A) the individual is at that time enrolled as a full-time or part-time student 
in a qualifying educational program at a post-secondary educational institu- 
tion, or 


(B) the individual is at that time enrolled as a student in a qualifying educa- 
tional program at a post-secondary educational institution and has at that 
time a mental or physical impairment the effects of which on the individual 
have been certified in writing, by a person described in paragraph 
118.3(1)(a.2) in relation to the individual’s impairment, to be such that the 
individual cannot reasonably be expected to be enrolled as a full-time stu- 
dent, and 


(ii) either 
(A) the individual has satisfied the condition set out in subparagraph (i) 


throughout at least 13 consecutive weeks in the 12-month period that ends at 
that time, or 


(B) the total of the payment and all other educational assistance payments 
made under a registered education savings plan of the promoter to or for the 
individual in the 12-month period that ends at that time does not exceed 
$5,000 or any greater amount that the Minister designated for the purpose of 
the Canada Education Savings Act approves in writing with respect to the 
individual; 

Para. 146,1(2)(k) repealed by the said c. 29, subsec. 18(5), applicable to contributions 

made after 2006. It formerly read: 


(k) the plan does not allow the total of all contributions made into the plan in 
respect of a beneficiary for a year (other than contributions made by way of 
transfer from registered education savings plans) to exceed the RESP annual 
limit for the year; 


Income Tax Act, Part I 


Cl. 146.1(2)(d.1)Gii)(B), paras. (2)(h) and (i) amended, by 2005, c. 30, subsecs. 10(2), 


(3), applicable to 2005 et seq. The cl. and paras. formerly read: 


(B) the payment is made in the 25th year following the year in which the plan is 
entered into, or 


a 


(h) the plan provides that no payments may be made into the plan by or on behalf 
of a subscriber after the 21st year following the year in which the plan is entered 
into; 

(i) the plan provides that it must be terminated on or before the last day of the 
25th year following the year in which the plan is entered into; 


Para. 146.1(2)(d.1) amended by 2004, c. 26, subsec. 21(7), in force December 15, 
2004. The para. formerly read: 


(d.1) subject to subsection (2.2), the plan does not allow accumulated income 
payments under the plan, or the plan allows an accumulated income payment at a 
particular time only if 


(i) the payment is made to, or on behalf of, a person and not jointly to, or on 
behalf of, more than one person, 


(ii) the particular time is after 1997, 
(iii) the person is resident in Canada at the particular time, 
(iv) either 
(A) the person is a subscriber under the plan at the particular time, or 


(B) an individual died at any previous time and was a subscriber under 
the plan immediately before death, 


(v) each individual in respect of whom a subscriber has made a contribution 
into the plan 


(A) has before the particular time attained 21 years of age and is not, at 
the particular time, eligible under the plan to receive an educational as- 
sistance payment, or 


(B) has died before the particular time, and 
(vi) either 


(A) the particular time is after the 9th year that follows the year in which 
the plan was entered into, or 


(B) each individual in respect of whom a subscriber has made a contri- 
bution into the plan has died before the particular time and was, or was 
related to, a subscriber under the plan (or was the nephew, niece, great 
nephew or great niece of a subscriber under the plan); 


Cl. 146.1(2)(g.1)(i)(A) amended by the said c. 26, subsec. 21(7.1), to replace “full- 
time” with “full-time or part-time”, in force December 15, 2004. 


Cl. 146.1(2)(g.1)Gi)(B) and para. (2)(1) amended by the said c. 26, subsecs. 21(8) and 
(9), in force December 15, 2004. The cl. and para. formerly read: 


(B) the total of the payment and all other educational assistance payments made 
under a registered educational savings plan of the promoter to or for the indivi- 
dual in the 12-month period that ends at that time does not exceed $5,000 or such 
greater amount as the Minister of Human Resources Development approves in 
writing with respect to the individual; 


(1) the plan provides that the promoter shall, within 90 days after an individual 
becomes a beneficiary under the plan, notify the individual (or, where the indivi- 
dual is under 19 years of age at that time and ordinarily resides with a parent of 
the individual, that parent) in writing of the existence of the plan and the name 
and address of the subscriber in respect of the plan; 
Para. 146.1(2)(b.1) added, subpara. 146.1(2)(j)(ii) amended and subpara. (iii) added, by 
1999, c. 22, subsecs. 62(4) and (7), applicable to plans entered into after 1998. Subpara. 
(j)(i) formerly read: 
(ii) that a contribution into the plan in respect of a beneficiary is permitted to be 
made only if 
(A) the beneficiary had not attained 21 years of age at the time the plan was 
entered into, 
(B) the contribution is made by way of transfer from another registered edu- 
cation savings plan into which a contribution had been made before the 
transfer in respect of the beneficiary, or 
(C) the contribution is made (after a contribution to which ane (B) applied 
was made) into the plan in respect of the beneficiary; 
The opening words of para. 146.1(2)(d.1) amended, para. 146.1(2)(n) added, by the 
said c. 22, subsecs, 62(5) and (8), applicable after 1997. The opening words formerly 
read: 
(d.1) the plan does not allow accumulated income payments under the plan, or 
the plan allows an accumulated income payment at a particular time under the 
plan only if 
Para. 146.1(2)(g.1) amended by the said c. 22, subsec. 62(6), applicable to plans en- 
tered into after February 20, 1990, except that 


(a) for plans entered into before 1998, references i in the amendment to “individual” 
shall be read as “beneficiary”; and 


1172 


Division G — Deferred & Special Income Arrangements 


(b) subpara. 146.1(2)(g.1)(i), as: amended, does not apply to plans entered into 
before 1999. 


Para. (g.1) formerly read: 


(g.1) the plan does not allow for the payment of educational assistance payments 
after 1996 to an individual unless the individual is, at the time the payment is 
made, enrolled in a qualifying educational program as a full-time student. at a 
post-secondary educational institution; 


The opening words of subsec. 146.1(2), paras. 146.1(2)(b) and (m) amended by 1998, 
c. 19, subsecs. 38(5), (6), and (11), applicable to applications made after 1997. Those 
provisions formerly read: 


(2) Conditions for acceptance of plan for registration — The Minister shall 
not accept for registration for the purposes of this Act any education savings plan 
of a promoter unless, in the Minister’s opinion, it complies with the following 
conditions: 


(b) ‘at the time of the application by the promoter for registration of the plan, 
there are not fewer than 150 subscribers who have entered into education savings 
plans with the promoter each of which complied, at the time it was entered into, 
with all the other conditions set out in this subsection, or subsection 146.1(2) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, as the 
case may be, as the applicable subsection read at that time; 


(m)-the plan complies with prescribed conditions. 


Para. 146.1(2)(d) amended, and add para. (d.1) added, by the said c. 19, subsec. 38(7), 
applicable to 1998 et seg. Para. 146.1(2)(d) formerly read: 


(d) the plan does not allow for any payment to a subscriber other than a refund of 
payments unless the subscriber is also the beneficiary under the plan; 


Para. 146.1(2)(g) amended, and add paras: (g.1) and (g.2)’ added, by the said c. 19, 
subsec. 38(8), paras. (g) and (g.1) applicable to plans entered into after February ‘20, 
1990 except that, for plans entered into before 1998, the references to “an individual” 
and “the individual” in para. (g.1) shall be read as “a beneficiary” and “the benefici- 
ary”; and para. (g.2) applicable to 1997 et seq. Para. 146.1(2)(g) formerly read: 


(g) the plan does not allow for the payment of educational assistance payments 
to an individual unless the individual is, at the time the payment is made, a stu- 
dent in full-time attendance at a post-secondary educational institution. and en- 
rolled in a qualifying educational program at the institution; 


Paras. 146.1(2)(i.1) and (1.2) added, and para. (j) amended, by the said c. 19, subsec. 
38(9), applicable to 1998 et seq., except that 


(a) para. (j) does not apply to plans entered into before July 14, 1990; and 
(b) subpara. (j)(ii) does not apply to plans entered into before 1998. 
Para. (j) formerly read: 


(j) where the plan provides that a subscriber may. name more than one benefici- 
ary under the plan at any one time, the plan provides that each of the benefi- 
ciaries under the plan is required to be connected to the subscriber by blood 
relationship or adoption; ' 


Para. 146.1(2)(k) amended by the said c. 19, subsec. 38(10), applicable to plans entered 
into after February 20, 1990. Para. 146.1(2)(k) formerly read: 


(k) the plan provides that the total of all payments made into the plan in respect 
of a beneficiary for a year shall not exceed $2,000; 


Para. 146.1(2)(k) amended by 1997, c. 25, subsec. 42(2), applicable to 1996 et seq., 
except in respect of plans entered into before February 21, 1990. Para. (k) formerly 
read: 


(k) the plan provides that the total of all payments made into the plan in respect 
of a beneficiary for a year shall not exceed $1,500; 


Paras. 146.1(2)(a), (b) substituted by 1994, c..7, Sch. II (1991, c. 49), subsec. 118(6), 
applicable to plans entered into after February 20, 1990. Paras, (a), (b) formerly, read: 


(a) the plan provides that the property of any trust established under the plan 
(after payment of trustee and administration charges) is irrevocably held for any 
of the purposes described in the definition “trust” in subsection (1); 


(b) at the time of the application by the promoter for registration of the plan, 
there are not less than 150 subscribers who have entered into education savings 
plans with the promoter that comply with the conditions set out in paragraphs (a) 
and (c) to (g); 


Para. 146.1(2)(c) amended to substitute “governed by the plan” for “established under 
the plan”, and para. (f) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 118(7), 
(8), applicable after July 13, 1990. Para. (f) formerly read: 


(f) in the event that a trust established under the plan is terminated, the property 
or money held by the trust is required to be used for any of the purposes de- 
scribed in the definition “trust”? in subsection (1); and 


Paras. 146.1(2)(g) to (m) substituted for para. (g) by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 118(9), paras. (g) to (i), (k) and (m) applicable to plans entered into after Febru- 


S. 146.1(2.22) 


ary 20, 1990, para. (j) applicable to plans entered into-after July 13, 1990, and para. (1) 
applicable to plans entered into after March 1991. Para. (g) formerly read: 


(g) the plan in all other respects complies with any regulations of the Governor 
in Council made on the recommendation of the Minister of Finance. 


Regulations: No prescribed conditions for 146.1(2)(m). 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Information Circulars: 93-3R1: Registered education savings plans. 


Registered Plans Compliance Bulletins: 1 (educational assistance payments 
(EAP) and RESP contributions). 


RESP Bulletins: 1 (up to $20,000 EAP accepted administratively as legitimate). 


Forms: T3GR: Group income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets); T550: Application for registration of RSPs, ESPs or 
RIFs under s. 146, 146.1 and 146.3 of the ITA; T1171: Tax withholding waiver on 
accumulated income payments from RESPs; T1172: Additional tax on accumulated 
income payments from RESPs. 


(2.1) RESP is revocable — For the purposes of paragraphs 
(2)(n) and (12.1)(d), a registered education savings plan is revoca- 
ble at any time after October 27, 1998 at which 


(a) a trust governed by the plan acquires property that is not a 
qualified investment for the trust; 


(b) property held by a trust governed by the plan ceases to be a 
qualified investment for the trust and the property is not dis- 
posed of by the trust within 60 days after that time; 


(c) a trust governed by the plan begins carrying on a business; or 


(d) a trustee that holds property in connection with the plan bor- 
rows money for the purposes of the plan, except where 


(i) the money is borrowed for a term not exceeding 90 days, 


(ii) the money is not borrowed as part of a series of loans or 
other transactions and repayments, and 


(iii) none of the property of the trust is used as security for 
the borrowed money. 
Related Provisions: 146.1(12.1)—Notice of intent to revoke. registration; 
146.1(12.2), (13) — Revocation of registration; 248(10) — Series of transactions; 
253.1 — Limited partner not considered to carry on business of partnership; 259(1) — 
Election for proportional holdings in trust property. 
History: Subsec. 146.1(2.1) added by 1999, c. 22, subsec. 62(9) applicable after 1997. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(2.2) Waiver of conditions for accumulated income pay- 
ments — The. Minister may, on written application of the pro- 
moter of a registered education savings plan, waive the application 
of the conditions in clause (2)(d.1)(iii)(A) in respect of the plan 
where a beneficiary under the plan suffers from a severe and pro- 
longed mental impairment that prevents, or can reasonably be ex- 
pected to prevent, the beneficiary from enrolling in a qualifying ed- 
ucational program at a post-secondary educational institution. 
History: Subsec. 146.1(2.2) amended by 2004, c. 26, subsec. 21(9.1) to replace “sub- 
paragraphs (2)(d.1)(v) and (vi)” with “clause (2)(d.1)(@ii)(A)”, in force December 15, 
2004. 


Subsec. 146.1(2.2) added by 1999, c. 22, subsec. 62(9), applicable after 1997. 


(2.21) Extension for making educational assistance pay- 
ments — Notwithstanding paragraph (2)(g.1), an education sav- 
ings plan may allow for the payment of an educational assistance 
payment to or for an individual at any time in the six-month period 
immediately following the partic- ular time at which the individual 
ceases to be enrolled as a student in a qualifying educational pro- 
gram or a specified educational program, as the case may be, if the 
payment would have complied with the requirements of paragraph 
(2)(g.1) had the payment been made immediately before the partic- 
ular time. 

Related Provisions: 146.1(2.22) — Timing of payment. 


History: Subsec. 146.1(2.21) added by 2008, c. 28, subsec. 23(5), applicable to 2008 
et seg., except that it does not apply in respect of cessations of enrolment that occur 
before 2008. 


(2.22) Timing of payment — An educational assistance payment 
that is made at any time in accordance with subsection (2.21) but 
not in accordance with paragraph (2)(g.1) is deemed, for the pur- 


1173 


S. 146.1(2.22) 


poses of applying that paragraph at and after that time, to have been 
made immediately before the particular time referred to in subsec- 
tion (2.21). 

History: Subsec. 146.1(2.22) added by 2008, c. 28, subsec. 23(5), applicable to 2008 


et seq., except that it does not apply in respect of cessations of enrolment that occur 
before 2008. 


Proposed Addition — 146. 1(2 3) 


(2.3) Social Insurance Number ‘not required —Novwith- 
standing paragraph (2)(g.3), an education savings plan may pro- 

vide that an individual’s Social snSaraNEe ious nese, not. bic 5 
provided in respect of 


(a) a contribution to the pia’ if the plan was + ener 
before 1999; and 


(b) a designation of a non-resident individual 4 asa is beectniaty 
under the plan, if the individual was not sien a a Social In-_ 
surance Number before the designation i ; 


ak 


entered into before 1999 and RESPs that replace such plans. These one recog- — 
nize that the Canada Revenue Agency only began requiring the benefic IN to. 


The first new exception allows an cducanion savings Olea det was oe ie ‘before 
1999 to not require that an individual’s SIN be provided i in respect of a contribution 
to the plan. Such contributions, however, continue to. be. ineligible - ‘the Canada 


vidual without 
ry under such a plan. 


contributions made for existing beneficiaries Hades such plans. An i 
a SIN is prevented from being designated as a new benefici 


Under the second new exception, an education savings pl : permit ‘non-resi- 
dent individual who does not have a SIN to be designated : aga beneficiary under the | 


plan provided that the designation is being made in conjunction with a transfer. Of 


property into the plan from another RESP under which the individual was a benefic 
ary immediately before the transfer. This exception is ‘intended, in particular, to 
commodate the transfer of property from an RESP that was entered into before 1 99, : 
under which the beneficiary had always been non-resident or had ceased to be resi- 
dent in Canada before having been eee a ce toa _ i P (anc 
cessive transfers). a a 


CCRA Radiabered Plans inbe: hoes 28, 2003: Sce Mates 146. ee - 


(3) Deemed registration — Where in any year an education say- 
ings plan cannot be accepted for registration solely because the con- 
dition set out in paragraph (2)(b) has not been complied with, if the 
plan is subsequently registered, it shall be deemed to have been reg- 
istered on the first day of January of 


(a) the year in which all of the conditions set out in subsection 
(2) (except in paragraph (2)(b)) were complied with, or 


(b) the year preceding the year in which the plan was subse- 
quently registered, 


whichever is the later. 


Related Provisions: 146.1(12) — Deemed date of ne gistT ion 212(1)(r) — Non- 
residents — registered education savings plan. 


Information Circulars: 93-3R1: Registered education savings plans. 


(4) Registration of plans without prospectus — Notwith- 
standing paragraph (2)(e), where a promoter has not filed a prospec- 
tus in respect of an education savings plan referred to in that para- 
graph, the Minister may register the plan if the promoter is not 
otherwise required by the laws of Canada or a province to file such 
a prospectus with a securities commission in Canada or a body per- 
forming a similar function in a province and the plan complies with 
the other conditions set out in subsection (2). 


History: Subsec. 146.1(4) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
118(10), applicable to plans registered after February 20, 1990. Subsec. 146.1(4):for- 
merly read: 


(4) Registration of plans in existence on October 15, 1973 — Notwithstand- 
ing paragraph (2)(e), where a promoter has not filed a prospectus referred to in 
that paragraph, the Minister may register an education savings plan if the plan 
was in existence on October 15, 1973 and as of that date the other conditions set 
out in subsection (2) had been complied with. 


exceptions to the SIN condition pee are cron of yelevance to RESPs that were a 


Income Tax Act, Part I 


(4.1) Obligation to file amendment — When a registered edu- 
cation savings plan is amended, the promoter shall file the text of 
the amendment with the Minister not later than 60 days after the 
day on which the plan is amended. 


Related Provisions: 162(7) — Penalty for failure to comply. 


History: Subsec. 146.1(4.1) added by 1998, c. 19, subsec. 38(12), in force on June 18, 
1998. 


(5) Trust not taxable — No tax is payable under this Part by a 
trust on the taxable income of the trust for a taxation year if, 
throughout the period in the year during which the trust was in exis- 
tence, the trust was governed by a registered education savings 
plan. 

Related Provisions: 18(11)(h) — No deduction for interest paid on money borrowed 
to make RESP contribution; 149(1)(u) — Exemption from tax. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 93-3R1: Registered education savings plans. 


Forms: T3GR: Group income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets). 


(6) Subscriber not taxable — No tax is payable by a subscriber 
on the income of a trust for a taxation year after 1971 throughout 
which the trust was governed by a registered education savings 
plan. 


Related Provisions: 146.1(5) — Trust not taxable; 204.91 — Tax payable by sub- 
scribers; 212(1)(r) — Non-residents — registered education savings plan. 


(6.1) Transfers between plans — Where property irrevocably 
held by a trust governed by a registered education savings plan (in 
this subsection referred to as the “transferor plan’”’) is transferred to 
a trust governed by another registered education savings plan (in 
this subsection referred to as the “transferee plan”), 


(a) [Repealed] 


(b) for the purposes of this paragraph, the definition “specified 
plan” in subsection (1) and paragraphs (2)(d.1), (h) and (i), the 
transferee plan is deemed to have been entered into on the day 
that is the earlier of 


(i) the day on which the transferee plan was entered into, and 


(ii) the day on which the transferor plan was entered into; 
and 


(c) notwithstanding subsections (7) and (7.1), no amount shall 
be included in computing the income of any person because of 
the transfer. 


Related Provisions: 146.1(2)(g.2), (i.2) — Restrictions on transfers between RESPs; 
204.9(5) — Transfers between RESPs. 


History: The opening words of para. 146.1(6.1)(b) amended to add “, the definition 
“specified plan” in subsection (1)” by 2005, c. 30, subsec. 10(4), applicable to 2005 et 
seq. 
The opening words of para. 146.1(6.1)(b) amended by 2004, c. 26, subsec. 21(10), in 
force December 15, 2004. The opening words formerly read: 
(b) for the purposes of this paragraph, subparagraph (2)(d.1)(vi) and paragraphs 
(2)(h) and (i), the transferee plan is deemed to have been entered into on the day 
that is the earlier of 


Para. 146.1(6.1)(a) repealed, para. (b) amended, and para. (c) added, by 1998, c. 19, 
subsecs. 38(13), (14), para. (a) applicable to transfers made after 1996, para. (b) appli- 
cable after 1997, and para. (c) applicable to transfers made after 1997. Paras. (a) and 
(b) formerly read: 


(a) for the purposes of Part X.4, 


(i) the transferee plan shall be deemed to be the same plan as, and a continu- 
ation of, the transferor plan, and 


(ii) the transfer of property shall be deemed not to be a payment made into 
the transferee plan; and 


(b) for the purposes of this paragraph and paragraphs (2)(h) and (1), the trans- 
feree plan shall be deemed to have been entered into on the earlier of 


(i) the day on which the transferee plan was entered into, and 
(ii) the day on which the transferor plan was entered into. 


Subsec. 146.1(6.1) added by 1994, c. 7, Sch. HI (1991, c. 49), subsec. 118(11), applica- 
ble after February 20, 1990. 


Information Circulars: 93-3R1: Registered education savings plans. 
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(7) Educational assistance payments — There shall be in- 
cluded in computing an individual’s income fora taxation year the 
total of all educational assistance payments ‘paid out of registered 
education savings plans to or for the individual in the year. 


Related Provisions: 56(1)(q) — Income inclusion from RESP; 60(x) — Deduction 
for repayment of Canada Education Savings Grant; 146.1(2.21), (2.22) — EAP can be 
made up to 6 months after ceasing to be student; 153(1)(t) — Withholding of tax at 
source; 212(1)(r)— Withholding tax on RESP payments to non-residents: 


History: Subsec: 146.1(7) amended by 1998, c. 19, subsec. 38(15), applicable to 1998 
et seq. Subsec. 146.1(7) formerly read: 


(7) Amounts to be included in beneficiary’s income — There shall be ‘in- 
cluded in computing the income for a taxation year of a taxpayer who is or was a 
beneficiary under.a registered education savings-plan, the amount, if any, by 
which. the. total of 


(a) educational assistance payments paid to the taxpayer or on the taxpayer’s 
behalf in the year under the plan, and 


(b) amounts paid to the taxpayer or on the taxpayer’s behalf to the extent 
that those amounts may reasonably be regarded as a distribution of property 
that had been transferred from a trust established under a registered educa- 
tion savings plan, of property substituted therefor or of income from any 
such property 


exceeds 
“(c) the taxpayer’s portion of the tax-paid-income in the year under the plan. 
Regulations: 200(2)(j) (information return). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 93-3R1: Registered education savings plans. 
RESP Bulletins: 1 (up to $20,000 EAP accepted administratively as legitimate). 


(7.1) Other income inclusions — There shall be included in 
computing a taxpayer’s income for a taxation year 


(a) each accumulated income payment received in the year. by 
the taxpayer under a registered education savings plan; and 


(b) each amount received.in the year by the taxpayer in full.or 
partial satisfaction of a subscriber’s interest under a registered 
education savings plan (other than any excluded amount in. re- 
spect of the plan), 


Related Provisions: 146.1(7.2) — Excluded amount; 153(1)(t) — Withholding of 
tax at source. ' 


History: Subsec. 146.1(7.1) added by 1998, c. 19, subsec. 38(15), applicable to 1998 
et seq. 


Regulations: 103(4), 103(6)(g), 103(8) (withholding of 20% at source); 200(2)(j) (in- 
formation return). i 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(7.2) Excluded amount — For the purpose of paragraph (7.1)(b), 
an excluded amount in respect of a registered education savings 
plan is 


(a) any amount received under the plan; 


(b) any amount received in satisfaction of a right to a refund of 
payments under the plan; or 


(c) any amount received by a taxpayer under a decree, order or 

judgment of a competent tribunal, or under a written agreement, 

relating to a division of property between the taxpayer. and the 

taxpayer’s spouse or common-law partner or former spouse or 

common-law partner in settlement of rights arising out of, or on 

the breakdown of, their marriage or common-law partnership. 
History: Para. 146.1(7.2)(c) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” 
with “spouse or common-law partner”, and by 2000, c. 12, Sch. 2, s. 9, to replace 
“marriage” with “marriage or common-law partnership’, applicable to 2001 et seg.)in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“‘common-law partner”. 


Subsec. 146.1(7.2) added by 1998, c. 19, subsec. 38(15), applicable to 1998 et seg. 


(8) [Repealed] 


S. 146.1(12.1)(e) 


History: Subsec: 146,.1(8) repealed by 1998; c. 19, subsec. 38(15), applicable to: 1998 
et seq. Subsec. 146.1(8) formerly. read: 


(8) Definition of. “beneficiary's. portion of the tax-paid-income” — For the 
purposes of subsection (7), a “beneficiary’s portion of the tax-paid-income” for a 
taxation year under a registered education savings plan means the greater of 


(a) the lesser of © 


(i) one-third of the pre-1972 income reported on or before April 30, 
1972 by the trust govemned by the plan to the subscriber as having been 
earned in respect of amounts paid to the plan by or on behalf of the 
subscriber, and 

(ii), the amount, if any, by which 


(A) the pre-1972 income reported on or before April 30, 1972: by 
the trust governed by the plan to the subscriber as having been 
eared in respect of amounts paid to the plan by or on behalf of the 
subscriber 


exceeds 


(B) the total of all amounts, if any, referred:to in paragraph (7)(c) in 
respect of preceding taxation years, and 


(b) the amount of the tax-paid-income actually allocated under the trust gov- 
ered. by the plan to the beneficiary in the year. 


(9) [Repealed] 
History: Subsec., 146.1(9) repealed by 1998,.c:.19,,subsec. 38(15), applicable to 1998 
et seq. Subsec. 146.1(9). formerly read: 


(9) Limitation on:allocation of tax-paid-income — For the purposes of para- 
graph (8)(b),.no amount of the tax-paid-income shall be allocated-in a particular 
taxation year if an allocation has been made in respect of the same amount in a 
previous taxation year. 


(10) [Repealed] 


History: Subsec.146.1(10) repealed by 1998, c. 19, subsec. 38(15), applicable to 1998 
et seq. Subsec. 146.1(10) formerly read: 


(10): Allocation of tax-paid-income — For the purposes of this. subsection and 
subsections (8) and (9), in any taxation year there shall be allocated by the trust 
governed by a registered education savings plan an amount of the tax-paid-in- 
come to a beneficiary that is not less than the amount determined under para- 
graph (8)(a) for the year. 


(11) Trust deemed to be inter vivos trust — For any taxation 
year during which an education savings plan is not registered, a 
trust governed by the plan shall be deemed, for the purposes of sec- 
tion 122, to be a trust referred to in subsection 122(1) established 
after June 17, 1971. 


(12) Deemed date of registration — Subject to subsection (3), 
an education savings plan that is registered 


(a) before 1976 shall be deemed to have been registered since 
the later of 


(i) January 1, 1972, and 


(ii) the first day of January of the year in which the plan was 
created; and 


(b) after 1975 shall be deemed to have been registered on the 
first day of January in the year of registration. 


(12.1). Notice of intent to. revoke registration — When a par- 
ticular day. is 


(a) a day on which a registered education savings plan ceases to 
comply with the conditions, of subsection (2) for. the: plan’s 
registration, 


(b).a day on which a registered education savings plan-ceases to 
comply with any provision of the plan, 


(c) the last day of a month in respect of which tax is payable 
under Part X.4 by an individual because of contributions made, 
or deemed for the purpose of Part X.4 to have been made, by or 
on behalf of the individual into a registered education savings 
plan, 

(d) a day on which a registered education savings plan is revoca- 
ble, or 


(e) a day on which a person fails to comply with a condition or 
an obligation, imposed under the Canada Education Savings Act 
or under a program administered pursuant to: an agreement en- 
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tered into under section 12 of that Act, that applies with respect 
to a registered education savings plan, 


the Minister may send written notice (referred to in this subsection 
and subsection (12.2) as a “notice of intent”) to the promoter of the 
plan that the Minister proposes to revoke the registration of the plan 
as of the day specified in the notice of intent, which day shall not be 
earlier than the particular day. 

Related Provisions: 146.1(2.1) — RESP becoming revocable; 146.1(12.2) — No- 
tice of revocation; 146.1(14)(a) — Reference to Canada Education Savings Act in- 
cludes reference to earlier DHRD Act; 172(3)(e.1) — Appeal to Federal Court of Ap- 
peal from giving of notice of intent; 180(1)(c.1)— Deadline for filing appeal to 
Federal Court of Appeal; 248(7) — Notice deemed received on day mailed. 


History: Para. 146.1(12.1)(e) amended by 2004, c. 26, subsec. 21(11), in force De- 
cember 15, 2004. The para. formerly read: 


(e) a day on which a person fails to comply with a condition or obligation im- 
posed under Part III.1 of the Department of Human Resources Development Act 
that applies with respect to a registered education savings plan, 


Paras. 146.1(12.1)(d) and (e) added by 1999, c. 22, subsec. 62(10), applicable after 
1997. 


Subsec. 146.1(12.1) added by 1998, c. 19, subsec. 38(16), applicable after 1997. 


(12.2) Notice of revocation — When the Minister sends a notice 
of intent to revoke the registration of a registered education savings 
plan to the promoter of the plan, the Minister may, after 30 days 
after the receipt by the promoter of the notice, send written notice 
(referred to in this subsection and subsection (13) as a “notice of 
revocation”) to the promoter that the registration of the plan is re- 
voked as of the day specified in the notice of revocation, which day 
shall not be earlier than the day specified in the notice of intent. 


Related Provisions: 146.1(13) — Revocation; 248(7) — Notice deemed received on 
day mailed. 


History: Subsec. 146.1(12.2) added by 1998, c. 19, subsec. 38(16), applicable after 
1997. 


(13) Revocation of registration — When the Minister sends a 
notice of revocation of the registration of a registered education 
savings plan under subsection (12.2) to the promoter of the plan, the 
registration of the plan is revoked as of the day specified in the no- 
tice of revocation, unless the Federal Court of Appeal or a judge 
thereof, on application made at any time before the determination of 
an appeal under subsection 172(3), orders otherwise. . 

Related Provisions: 146.1(2)— Requirements for registration; 146.1(5) — Trust 


becomes taxable after revocation; 244(5) — Proof of service by mail; 248(7)(a) — 
Mail deemed received on day mailed. 


History: Subsec. 146.1(13) amended by 1998, c. 19, subsec. 38(16), applicable after 
1997. Subsec. 146.1(13) formerly read: 


(13) Where at any time an education savings plan that has been accepted by the 
Minister for registration for the purposes of this Act ceases to comply with the 
requirements of this section for its registration as such, the Minister may revoke 
its registration as of any date after that time and shall give notice of the revoca- 
tion by registered mail to the subscriber and to the promoter. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(13.1) RESP information — Every trustee under a registered ed- 
ucation savings plan shall, in prescribed form and manner, file with 
the Minister information returns in respect of the plan. 


Related Provisions: 146.1(15) — Information returns by promoters. 
History: Subsec. 146.1(13.1) added by 1998, c. 21, s. 74, in force June 18, 1998. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(14) Former Act — A reference 


(a) in this section, in paragraph 60(x) or in subparagraph 
241(4)(d)(vii.1) to the Canada Education Savings, Act, to an 
amount paid, to the payment of an amount or to the repayment 
of an amount, or to a condition or an obligation imposed, under 
that Act includes a reference to Part III.1 of the Department of 
Human Resources Development Act, or to an amount paid, to the 
payment of an amount or to the repayment of an amount, or to a 
condition or an obligation imposed, as the case may be, under 
that Part as it read at the time the reference is relevant; and 
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(b) in clause (2)(g.1)Gi)(B) to an amount that the Minister desig- 
nated for the purpose of the Canada Education Savings Act ap- 
proves in writing with respect to an individual includes a refer- 
ence to an amount that the Minister of Human Resources 
Development or the Minister of State to be styled Minister of 
Human Resources and Skills Development has approved in writ- 
ing, before the day on which a Minister is designated for the 
purposes of that Act, with respect to the individual. 


History: Subsec. 146.1(14) added by 2004, c. 26, subsec. 21(12), in force December 
15, 2004. 


Former subsec. 146.1(14) repealed by 1998, c. 19, subsec. 38(16), applicable after 
1997. Subsec. 146.1(14) formerly read: 


(14) Rules applicable to revoked plan — Where at any time in a taxation year 
the Minister revokes the registration of an education savings plan that had previ- 
ously been accepted for registration, there shall be included in computing the 
income of the subscriber under the plan for that year the amount, if any, by 
which 
(a) the fair market value at that time of all of the property of the trust gov- 
ered by the plan 


exceeds 
(b) the amount by which 
(i) the total of all amounts each of which is 
(A) an amount paid to the plan by or on behalf of the subscriber, or 


(B) the amount of the pre-1972 income reported on or before April 
30, 1972 by the trust governed by the plan to the subscriber as hay- 
ing been earned in respect of amounts paid to the plan by or on 
behalf of the subscriber 


exceeds 


(ii) the total of all refunds of payments paid or payable under the plan to 
the subscriber. 


(15) Regulations — The Governor in Council may make regula- 
tions requiring promoters of education savings plans to file infor- 
mation returns in respect of ‘the plans. 


Related Provisions: 146.1(13.1) —— Information returns by trustees. 


History: Subsec. 146.1(15) added by 1998, c. 19, subsec. 38(17), in force on June 18, 
1998. 


Remission Orders: Overpayments of Canada Education Savings Grants Remission 
Order, P.C. 2008-1053 (remission for 1998-June 2005 to beneficiaries aged 16-17 
where grants paid but minimum contributions to the RESP had not been made). 


Definitions [s. 146.1]: “accumulated income payment” — 146.1(1); “adoption” — 
251(6)(c); “amount”, “annuity”, “authorized foreign bank” — 248(1); “beneficiary” — 
146.1(1); “blood relationship” — 251(6)(a); “borrowed money”, “business” — 248(1); 
“Canada” — 255, Interpretation Act 35(1); “common-law partner”, “common-law part- 
nership” — 248(1); “connected” —251(6); “contribution” — 146.1(1);_ “corpora- 
tion” — 248(1), Interpretation Act 35(1); “designated provincial program”, “education 
savings plan”, “educational assistance payment” — 146.1(1); “estate” — 104(1), 
248(1); “excluded amount” — 146.1(7.2); “Federal Court of Appeal’ — Federal 
Courts Act s. 3; “Governor in Council” — Interpretation Act 35(1); “individual” —- 
248(1); “licensed annuities provider’ — 147(1), 248(1); “listed” — 87(10); “Min- 
ister’ — 248(1); “month” — Interpretation Act 35(1); “nephew”, “niece” — 252(2)(g); 
“non-resident” — 248(1);.“notice of intent” — 146.1(12.1); “notice of revocation” — 
146.1(12.2); “parent” — 252(2)(a); “person” — 248(1); “portion” — 146.1(8); “post- 
secondary educational institution” — 146.1(1); “post-secondary school level” — 
146.1(1); “prescribed” — 248(1); “promoter” — 146.1(1)“education savings plan’’(b); 
“property” — 248(1); “province” — Interpretation Act 35(1); “public primary 
caregiver” — 146.1(1); “qualified investment” — 146.1(1); “RESP annual limit”, “re- 
fund of payments” — 146.1(1); “registered education savings plan” — 146.1(1), 
248(1); “regulation” — 248(1); “resident in Canada” — 250; “security” — Interpreta- 
tion Act 35(1); “series of loans” — 248(10); “share” — 248(1); “specified educational 
program” — 146.1(1); “specified plan” — 146.1(1); “subscriber” — 146.1(1); “substi- 
tuted property” — 248(5); “taxable income” — 2(2), 248(1); “taxation year” — 249; 
“tax-paid income” — 146.1(1); “trust” — 104(1), 108(1), 146.11), 248(1), (3); “writ- 
ing” — Interpretation Act 35(1); “written” — Interpretation Act 35(1)“writing”. 


Tax-free Savings Accounts 


146.2 (1) Definitions — The following definitions apply in this 
section and in Part XI.01. 


“distribution” under an arrangement of which an individual is the 
holder means a payment out of or under the arrangement in satisfac- 
tion of all or part of the holder’s interest in the arrangement. 
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“holder” of an arrangement means 


(a) until the death of the individual who entered into the arrange- 
ment with the issuer, the individual; and 


(b) at and after the death of the individual, the individual’s survi- 
vor, if the survivor acquires 


(i) all of the individual’s rights as the holder of the arrange- 
ment, and 


(ii) to the extent it is not included in the rights described in 
subparagraph (1), the unconditional right to,revoke, any bene- 
ficiary designation made, or similar direction imposed, by the 
individual under the arrangement or relating to property held 
in connection wii the ayrangeMents 


The definition holder’ is amended to oe vi TFSA Here gar 
holder designations by allowing the survivor ( subseque it SULV. 

a subsequent successor holder. Note the 
of L SvGGesSor holder to a survivor as. 


vor’s Hglite! as holder « or in. sidditiot ; 
ay os designation made a, the s 


-arl Weinberg: 


her am wrtiae in response to your letter dated April 22; 2009 i in | 
that the definition “holder” in subsection 146,2(1) of the Incom 
applies in respect of Tax-Free Savin 


date the designation, by a successor holder, of a subsequent : successor holder. 


Under the current definition “holder” described above, only the survivor (defined i in 
subsection 146.2(1) as the person who was, immediately before the death of the indi- 
sone oho se as the TFSA, the spouse or common-law partner of | 


individual) 


nate a succe sor holder. 


We agree that the rules in respect of successor holder Gero can be streamlined 
without departing from the policy objectives underlying TRSAs.: We 
prepared to recommend to the Minister of Finance an amendment 
“holder” in order to allow a survivor who is a successor holder to designate a subse- 
quent successor holder. It would also be our recommendation — the a aia 
amendment apply to the 2009 and subsequent taxation years 


While I cannot offer any assurance that the Minister or Parliament will agree “with < 


‘our recommendation, I hope that this statement sa our ‘intention is id mt to you. 


Thank you for writing to us on ioe matter. ' 
Yours sincerely, : oe 
Gerard Lalonde, Director, Tax i pslation Diieon, Tax Policy foi 


ccounts (TFSAs) be amended to accommo- — 


are therefore _ 
e definition — 


S. 146.2(2)(f) 


Related Provisions: 207.04 — Tax on holder if TFSA acquires prohibited or non- 
qualified investment. 


‘issuer’ of an arrangement means the person described as the is- 
suer in the definition “qualifying arrangement”. 


“qualifying arrangement’, 
arrangement 
(a) that is entered into after 2008 between a person (in this defi- 
nition referred to as the “‘issuer’’) and an individual (other than a 
trust), who is at least 18 years.of age; 


(b) that is 
(i) an arrangement in trust with an issuer that is a corporation 
licensed or otherwise authorized under the laws of Canada or 


a province to carry on in Canada the business of offering to 
the public its services as trustee, 


at a particular time, means an 


(ii) an annuity contract with an issuer that is a licensed annui- 
ties provider, or 


(iii) a deposit with an issuer that is 


(A) a person who is, or is eligible to become, a member of 
the Canadian Payments Association, or 


(B). a credit union that is a shareholder or member of a 
body} corporate referred to as a “central” for the purposes 
of the Canadian Payments Act; 


‘(c) that provides for contributions to be made under the arrange- 
ment to the issuer in consideration of, or to be used, invested or 
otherwise applied for the purpose of, the issuer making distribu- 
tions under the arrangement to the holder; 


(d) under which the issuer and the individual agree, at the time 
the arrangement is entered into, that the issuer will file with the 
Minister an election to register the arrangement as a TFSA; and 
(e) that, at all times throughout the period that begins at the time 
the arrangement is ‘entered into and that ends at the particular 
time, complies with the conditions in subsection (2): 


Related. Provisions:  146.2(5)— Qualifying. arrangement. is a 
207.01-207.07 — Tax on excess contributions and inappropriate investments. 


Forms: RC4466: TFSA information sheet. 


TFSA; 


“survivor” of an individual means another individual who is, im- 
mediately before the individual’s death, a spouse or common-law 
partner of the individual. 

Related Provisions: 252(3) — Extended meaning of “spouse”. 


Forms: RC240: Designation of an exempt contribution, Tax-free savings account. 


(2) Qualifying arrangement conditions — The conditions re- 
ferred to in paragraph (e) of the definition “qualifying arrangement” 
in subsection (1) are as follows: 


(a) the arrangement requires that it be maintained for the exclu- 
sive benefit of the holder (determined without regard to any 
right of a person to receive a payment out of or under the ar- 
rangement only on or after the death of the holder); 


(b) the arrangement prohibits, while there is a holder of the ar- 
rangement, anyone that is neither the holder nor the issuer of the 
arrangement from having rights under the arrangement relating 
to the amount and timing of distributions and the investing of 
funds; 


(c) the arrangement prohibits anyone other than the holder from 
making contributions under the arrangement; 


(d) the arrangement permits distributions to be made to reduce 
the amount of tax otherwise payable by the holder under section 
207.02 or 207.03; 


(e) the arrangement provides that, at the direction of the holder, 
the issuer shall transfer all or any part of the property held in 
connection with the arrangement (or an amount equal to its 
value) to another TFSA of the holder; 


(f) if the arrangement is an arrangement in trust, it prohibits the 
trust from borrowing money or other property for the purposes 
of the arrangement; and 
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(g) the arrangement complies with prescribed conditions. 


Related Provisions: 146.2(3), (4)— Where TFSA can be used as security; 
146.2(5)(c) — Arrangement ceases to be TFSA if conditions not complied with. See 
also Related Provisions under 146.2(5). 


Regulations: No prescribed conditions for 142.2(2)(g). 


(3) Paras. (2)(a), (b) and (e) not applicable — The conditions 
in paragraphs (2)(a), (b) and (e) do not apply to the extent that they 
are inconsistent with subsection (4). 


(4) Using TFSA interest as security for a loan — A holder of 
a TFSA may use the holder’s interest or, for civil law, right in the 
TFSA as security for a loan or other indebtedness if 


(a) the terms and conditions of the indebtedness are terms and 
conditions that persons dealing at arm’s length with each other 
would have entered into; and 


(b) it can reasonably be concluded that none of the main pur- 
poses for that use is to enable a person (other than the holder) or 
a partnership to benefit from the exemption from tax under this 
Part of any amount in respect of the TFSA. 


Forms: RC4466: TFSA information sheet. 


(5) TFSA [tax-free savings account] — If the issuer of an ar- 
rangement that is, at the time it is entered into, a qualifying arrange- 
ment files with the Minister, before March of the calendar year fol- 
lowing the calendar year in which the arrangement was entered 
into, an election in prescribed form and manner to register the ar- 
rangement as a TFSA under the Social Insurance Number of the 
individual with whom the arrangement was entered into, the ar- 
rangement becomes a TFSA at the time the arrangement was en- 
tered into and ceases to be a TFSA at the earliest of the following 
times: 
(a) the time at which the last holder of the arrangement dies; 


(b) the time at which the arrangement ceases to be a qualifying 
arrangement; or 


(c) the earliest time at which the arrangement is not administered 

in accordance with the conditions in subsection (2). 
Related Provisions: 18(1)(u) — Investment counselling and administration fees for 
TESA are non-deductible; 18(11) — No deduction for interest on money borrowed to 
contribute to TFSA; 56(1)(d)(iii) — Annuity from TFSA not taxable; 74.5(12)(c) — 
Attribution rules do not apply to contributions; 75(3)(a) — Reversionary trust rules do 
not apply to TFSA; 108(1)“trust”(a) — “Trust” does not include TFSA for certain pur- 
poses; 118.1(5.3) — Designation of charity as beneficiary of TFSA; 128.1(10)"ex- 
cluded right or interest’(a)(iii.2) — No deemed disposition on emigration of holder, 
138.1(7) — Segregated fund rules do not apply to TFSA; 146.2(8), (10), (11) — Effect 
of arrangement ceasing to be TESA; 148(1)(b.2) — No income inclusion on disposition 
of life insurance policy; 207.02 — Tax on excess contributions; 207.03 — Tax on non- 
resident contributions; 207.04 — Tax on holder if TFSA acquires inappropriate invest- 
ment; 211(1)registered life insurance policy”(a) — TFSA exempt from tax on life in- 
surers; 248(1)‘*disposition’’(f)(vi) — Transfer from TFSA to TFSA is not a disposition; 
248(1)“TFSA” — Definition applies to entire Act; 248(3)(c) — TFSA set up in Quebec 
deemed to be trust. 
Forms: RC236: Application fora TFSA identification number; RC4466: TFSA infor- 
mation sheet. 


(6) Trust not taxable — No tax is payable under this Part by a 
trust that is governed by a TFSA on its taxable income for a taxa- 
tion year, except that, if at any time in the taxation year, it carries 
on one or more businesses or holds one or more properties that are 
non-qualified investments (as defined in subsection 207.01(1)) for 
the trust, tax is payable under this Part by the trust on the amount 
that would be its taxable income for the taxation year if it had no 
incomes or losses from sources other than those businesses and 
properties, and no capital gains or capital losses other than from 
dispositions of those properties, and for that purpose, 


(a) “income” includes dividends described in section 83; 


(b) the trust’s taxable capital gain or allowable capital loss from 
the disposition of a property is equal to its capital gain or capital 
loss, as the case may be, from the disposition; and 


(c) the trust’s income shall be computed without reference to 
subsection 104(6). 
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Related Provisions: 12(11)‘investment contract’(d.1) — Exemption from annual 
interest accrual rules; 149(1)(u.2)—-TFSA exempt to extent provided in 146.2; 
207.01(1)“specified non-qualified investment income” — Income attributable to 
amount on which Part I tax was payable by TFSA; 207.04(3) — Where investment 
both prohibited and non-qualified; 207.04(4) — Refund of tax on disposition of invest- 
ment; 207.061 — Certain amounts included in TFSA holder’s income; 253.1 — Invest- 
ment in limited partnership is not carrying on business for 146.2(4); 259(1) — Election 
for proportional holdings in trust property. 

Regulations: 223(1) (information return). 


Forms: RC4466: TFSA information sheet. 


(7) Amount credited to a deposit — An amount that is credited 
or added to a deposit that is a TFSA as interest or other income in 
respect of the TFSA is deemed not to be received by the holder of 
the TFSA solely because of that crediting or adding. 


Related Provisions: 56(1)(d)(iii)— Annuity from TFSA not taxable; 207.061 — 
Certain amounts included in TFSA holder’s income. 


(8) Trust ceasing to be a TFSA — If an arrangement that gov- 
erns a trust ceases, at a particular time, to be a TFSA, 


(a) the trust is deemed 


(i) to have disposed, immediately before the particular time, 
of each property held by the trust for proceeds equal to the 
property’s fair market value immediately before the particu- 
lar time, and 


(ii) to have acquired, at the particular time, each such pro- 
perty at a cost equal to that fair market value; 


(b) the trust’s last taxation year that began before the particular 
time is deemed to have ended immediately before the particular 
time; and 

(c) a taxation year of the trust is deemed to begin at the particu- 
lar time. 


Related Provisions: 146.2(10), (11) —Parallel rules for. annuity contract and 
deposit. 


(9) Trust ceasing to be a TFSA on death of holder — If an 
arrangement that governs a trust ceases to be a TFSA because of the 
death of the holder of the TFSA, 


(a) the arrangement is deemed, for the purposes of subsections 
(6) and (8), any regulations made under subsection (13), the def- 
inition “trust” in subsection 108(1), paragraph 149(1)(u.2) and 
the definitions “qualified investment” and “non-qualified invest- 
ment” in subsection 207.01(1), to continue to be a TFSA until, 
and to cease to be a TFSA immediately after, the exemption-end 
time, being in this subsection the earlier of 


(i) the time at which the trust ceases to exist, and 


(ii) the end of the first calendar year that begins after the 
holder dies; 


(b) there shall be included in computing a taxpayer’s income for- 
a taxation year the total of all amounts each of which is an 
amount determined by the formula 


A-B 
where 


A is the amount of a payment made out of or under the trust, in. 


satisfaction of all or part of the taxpayer’s beneficial interest 
in the trust, in the taxation year, after the holder’s death and 
at or before the exemption-end time, and 


Bis an amount designated by the trust not exceeding the lesser 
of 


(i) the amount of the payment, and 


(ii) the amount by which the fair market value of all of the 
property held by the trust immediately before the holder’s 
death exceeds the total of all amounts each of which is the 
value of B in respect of any other payment made out of or 
under the trust; and 


(c) there shall be included in computing the trust’s income for its 


first taxation year, if any, that begins after the exemption-end 
time the amount determined by the formula 
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A-B 
where 


A. is the fair market value of all of the property held by the trust 
at the exemption-end time, and 


B is the amount by which the fair market value of all of the 
property held by the trust immediately before the holder’s 
death exceeds the total of all amounts each of which is the 
value of B in paragraph (b) in respect of a payment made out 
of or under the trust. 


Related Provisions: 12(1)(z.5) — Inclusion in income from property; 212(1)(p) — 
Non-resident withholding tax; 257 — Formula, cannot calculate to less than zero, 


Regulations: 223(2) Gnformation return). 


(10) Annuity contract ceasing to be a TFSA — If an annuity 
contract ceases, at a particular time, to be a TFSA, 


(a) the holder of the TFSA is deemed to have disposed of the 
contract immediately before the particular time for proceeds 
equal to its fair market value immediately before the particular 
time; 

(b) the contract is deemed to be a separate annuity contract is- 


sued and effected at the particular time otherwise than pursuant 
to or.as.a TFSA; and. 


(c) each person who'has an interest or, for civil law, a right in 
the separate annuity contract at the particular time is deemed to 
acquire the interest at the particular time at a cost equal to its fair 
market value at the particular time. 


(11), Deposit ceasing to be a TFSA — If.a deposit ceases, at a 
particular time, to be a TFSA, 


(a) the holder of the TFSA is deemed to have disposed of the 
deposit immediately before the particular time for proceeds 
equal to its fair market value immediately before the particular 
time; and 


(b) each person who has an interest or; for civil law, a right in 
the deposit at the particular time is deemed to acquire the inter- 
est at the particular time at a cost equal to its fair market value at 
the particular time. 


(12) Arrangement is TFSA only — An arrangement that is a 
qualifying arrangement at the time it is entered into is deemed not 
to be a retirement savings plan,'an education savings plan, a retire- 
ment income fund or a disability savings plan. 


(13) Regulations — The Governor in Council may make regula- 
tions requiring issuers of TFSAs to file information returns in re- 
spect of TFSAs. 


History [s. 146.2]: Para. 146.2(6)(c) added by 2010, c.'25, s. 35, applicable to 2010 et 
seq. 

Subpara. (b)(ii) of the definition “qualifying arrangement” in subsec. 146.2(1) amended 
by 2009, c. 2, subsec. 53(1), applicable to 2009 et seg. The subpara. formerly read: 


(ii), an annuity contract with an issuer that is a licensed annuities provider, other 
than a contract that is adjoined to another contract or arrangement, or 


Former subsec. 146.2(3) renumbered.as 146.2(5) and amended by-the said c. 2, subsec. 
_ 53(2), applicable to 2009 et seg. Subsec. 146.2(3) formerly read: 


(3) TFSA [tax-free savings account] — If the issuer of an arrangement that is, 
at the time it is entered into, a qualifying arrangement files with the Minister, on 
or before the day that is 60 days after the end of the calendar year in which the 
arrangement’was entered into, an election in prescribed form and manner to teg- 
ister the arrangement as a TFSA under the Social Insurance Number of the indi- 
vidual with whom the arrangement was entered into, the arrangement becomes a 
TFSA at the time the arrangement was:entered into and ceases to be a TFSA 
immediately before the’ earliest of the following events: 


(a) the death of the last holder of the arrangement, 
(b) the arrangement ceasing to be a qualifying arrangement, and 


(c) the arrangement not being administered in accordance with the condi- 
tions in subsection (2), 
Former subsecs. 146.2(4), (5), (6), (7), (8) and (9) renumbered as 146.2(6), (7), (8), 
(10), (11) and (12) respectively, and subsecs. 146.2(3), (4), (9) and (13) added by the 
said c. 2, subsec. 53(2), applicable to 2009 et seq. 
S. 146.2 added under the heading “Tax-free Savings Accounts” by 2008, c. 28, s. 24, 
applicable to 2009 et seq. 


S. 146.3(1) ann 


Former subsecs. 146.2(22), (23) repealed by ‘2008, c. 28, s. 24, applicable to 2009 et 
seg. They formerly read: 


(22) Contributions to R.H.O.S.P. after May 22, 1985 — There shall be in- 
cluded in computing the income of a taxpayer for the 1985 taxation year an 
amount equal to that portion of the income of a registered home ownership sav- 
ings plan, under which the taxpayer is a beneficiary, that can reasonably be con- 
' sidered to have accrued to the end of 1985, to have become receivable or to have 
been received before the end of 1985, and to be attributable to amounts contrib- 
uted after May 22, 1985 to or under the plan. 


(23) Application of subsec. 146.2(1) of R.S.C., 1952, c. 148 — The defini- 
tions in/subsection 146.2(1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952; as it read in its application to the 1985 taxation year, 
apply to subsection (22). 


Origin of former subsec. 146.2(23): R.S.C. 1985,-c. 1 (Sth Supp.). 


Definitions [s. 146.2]: “allowable capital loss” —38(b), 146.2(4)(b), 248(1); 
“amount”, “annuity” — 248(1); “arm’s length” —251(1); “beneficiary” —248(25); 
“business” — 248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255, 
Interpretation Act 35(1); “capital gain” — 39(1)(a), 248(1); “capital loss’”” — 39(1)(b), 
248(1); “common-law partner” — 248(1);. “corporation” — 248(1), Interpretation Act 


35(1); “credit union” — 137(6), 248(1); “disposition” — 248(1); “distribution”? — 
146.2(1); “dividend” — 248(1); “exemption-end time” — 146.2(9)(a); “Governor in 
Council” — Interpretation Act 35(1); “holder” — 146.2(1); “individual” — 248(1); 
“issuer” — 146.2(1); “licensed annuities provider” — 147(1), 248(1); “Minister” — 


248(1); “person”, “prescribed”, “property” — 248(1); “province” — Interpretation Act 
35(1); “qualifying arrangement” — 146.2(1); “regulation” — 248(1); “retirement in- 
come fund” — 146.3(1), 248(1); “retirement savings’ plan” — 146(1), 248(1); “secur- 


ity” — Interpretation Act 35(1); “shareholder” — 248(1); “spouse” — 252(3); “survi- 
vor’ — 146.2(1);  “TFSA” — 146.2(5), 248(1); ‘‘taxable capital gain” — 38(a), 
146.2(4)(b), i “taxpayer” — 


; “taxation year” — 249; 
248(1); “trust” — 104(1), 248(1), (3). ; 


Registered Plans Compliance Bulletins: 6 (TFSA compliance issues). 


Proposed Administrative Relief — TFSA penalties: 
CRA/Finance news release, June 25, 2010: See under 207.02. 


Registered Retirement Income Funds 


146.3 (1) Definitions — In this section, 


“annuitant” under a retirement income fund at any time means 


(a) the first individual to whom the carrier has undertaken. to 
make payments described in the definition “retirement income 
fund” out of or under the fund, where the first individual is alive 
at that time, 


(b) after the death of the first individual, a spouse or common- 
law partner (in this definition referred to as the “survivor’) of 
the first individual to whom the carrier has undertaken to make 
payments described in the definition “retirement income fund” 
out of or under the fund after the death of the first individual, 
where the survivor is alive at that time and the undertaking was 
made pursuant to an election described in that definition of the 
first individual with the consent of the legal representative of the 
first individual, and 


2 ‘Proposed Amendment - — 146. 3(1)“annuitant”(b) 


he first individu: al, a spouse or common- - 
ou et ref ios to as the “survivor”) of 


(ii) wage the Peete of the legal representative of the first 
: _ individual and 


clad: dees 144 of the Madarncorton’ sf Benefits aid Obits Act 
[S .C. 2000, ¢. 12; see the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner are in respect of the 1998, 1999 or 2000 taxation years, it applies to 
the taxpayer and the person in haces of “ips es taxation year and subsequent 
taxation years. _ 
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Technical Notes (July 2010): Subsection 146.3(1) contains the definition “annui- 
tant” for purposes of the rules relating to RRIFs. Paragraph (b) of the definition al- 
lows the spouse or common-law. partner of a deceased annuitant to become the suc- 
cessor annuitant under the RRIF, if the deceased annuitant so elected or the legal 
representative of the deceased annuitant consents. When this paragraph was amended 
by S.C. 2000, c. 12 (the Modernization of Benefits and Obligations Act, formerly Bill 
C-23), the word “or” in the English version was inadvertently removed. The defini- 
tion is amended to correct this error, and to improve the readability of this paragraph, 
with the same application as the initial amendment in Bill C-23. 


(c) after the death of the survivor, another spouse or common- 
law partner of the survivor to whom the carrier has undertaken, 
with the consent of the legal representative of the survivor, to 
make payments described in the definition “retirement income 
fund” out of or under the fund after the death of the survivor, 
where that other spouse or common-law partner is alive at that 
time; 
History: Paras. (b) and (c) of the definition “annuitant” in subsec. 146.3(1) by 2000, c. 
12, s. 136, applicable to 2001 et seq., in force July 31, 2000. See also the transitional 
rules reproduced in the History note to 248(1)“common-law partner”. The paras. for- 
merly read: 
(b) after the death of the first individual, a spouse (in this paragraph*8 referred to 
as the “surviving spouse”) of the first individual to whom the carrier has under- 
taken to make payments described in the definition “retirement income fund” out 
of or under the fund after the death of the first individual, where the surviving 
spouse is alive at that time and the undertaking was made pursuant to an election 
described in that definition of the first individual or with the consent of the legal 
representative of the first individual, and 


(c) after the death of the surviving spouse, another spouse of the surviving 
spouse to whom the carrier has undertaken, with the consent of the legal repre- 
sentative of the surviving spouse, to make payments described in the definition 
“retirement income fund” out of or under the fund after the death of the surviv- 
ing spouse, where that other spouse is alive at that time; 


The definition “annuitant” in subsec. 146.3(1) amended by 1994, c..7, Sch. VIII (1993, 
c. 24), subsec. 84(1), applicable to deaths occurring after 1990. The definition formerly 
read: 


“annuitant” under a retirement income fund at any particular time means the in- 
dividual to whom the carrier has undertaken to make the payments described in 
the definition “retirement income fund” in this subsection out of or under the 
fund; 


Forms: RC4178: Death of a RRIF annuitant [guide]. 


“carrier” of a retirement income fund means 


(a) a person licensed or otherwise authorized under the laws of 
Canada or a province to carry on in Canada an annuities 
business, 


(b) a corporation licensed or otherwise authorized under the 
laws of Canada or a province to carry on in Canada the business 
of offering to the public its services as trustee, 


(c) a corporation approved by the Governor in Council for the 
purposes of section 146 that is licensed or otherwise authorized 
under the laws of Canada or a province to issue investment con- 
tracts, or 


(d) a person referred to as a depositary in section 146, 


that has agreed to make payments under a retirement income fund 
to the individual who is the annuitant under the fund; 

Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFs), q. 3 
(change of carrier). 


Forms: T3GR: Group income tax and information return for RRSP, RRIF, RESP, or 
RDSP trusts (and worksheets). 


“designated benefit” of an individual in respect of a registered re- 
tirement income fund means the total of 


(a) such amounts paid out of or under the fund after the death of 
the last annuitant thereunder to the legal representative of that 
annuitant 


(i) as would, had they been paid under the fund to the indivi- 
dual, have been refunds of premiums (in this paragraph hav- 
ing the meaning assigned by subsection 146(1)) if the fund 
were a registered retirement savings plan that had not ma- 
tured before the death, and 


48sic. This should read “in this definition” — ed. 
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(ii) as are designated jointly by the legal representative and 
the individual in prescribed form filed with the Minister, and 


(b) amounts paid out of or under the fund after the death of the 
last annuitant thereunder to the individual that would be refunds 
of premiums had the fund been a registered retirement savings 
plan that had not matured before the death; 


Related Provisions: 146.3(6.1) — Designated — benefit 
146.3(6.11) — Transfer of designated benefit. 


History: The definition “designated benefit” added to subsec. 146.3(1) by 1994, c. 21, 
subsec. 71(2), applicable to deaths occurring after 1992. 


deemed — received; 


Forms: T1090: Death of a RRIF annuitant — designated benefit. 


“minimum amount” under a retirement income fund for a year 
means, for the year in which the fund was entered into, a nil 
amount, and, for any other year, the amount determined by the 
formula 


(A x.B)+C 
where 


A is the total fair market value of all properties held in connection 
with the fund at the beginning of the year (other than annuity 
contracts held by a trust governed by the fund that, at the begin- 
ning of the year, are not described in paragraph (b.1) of the defi- 
nition “qualified investment”); 

B is 

(a) where the first annuitant under the fund elected in respect 
of the fund under paragraph (b) of the definition “minimum 
amount” in this subsection, as it read before 1992, or under 
subparagraph 146.3(1)(f)(i) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, to use the age 


of another individual, the prescribed factor for the year in re- 
spect of the other individual, 


(b) where paragraph (a) does not apply and the first annuitant 
under the fund so elects before any payment has been made 
under the fund by the carrier, the prescribed factor for the 
year in respect of an individual who was the spouse or com- 
mon-law partner of the first annuitant at the time of the elec- 
tion, and 


(c) in any other case, the prescribed factor for the year in 
respect of the first annuitant under the fund, and 


C is, where the fund governs a trust, the total of all amounts each 
of which is 


(a) a periodic payment under an annuity contract held by the 
trust at the beginning of the year (other than an annuity con- 


tract described at the beginning of the year in paragraph (b.1) . 


of the definition “qualified investment’) that is paid to the 
trust in the year, or 


(b) if the periodic payment under such an annuity contract is 
not made to the trust because the trust disposed of the right to 
that payment in the year, a reasonable estimate of that pay- 


ment on the assumption that the annuity contract had been . 


held throughout the year and no rights under the contract 
were disposed of in the year; 


Related Provisions: 60.021 — Recontribution of overwithdrawn amount for 2008; 
146.3(1)“retirement income fund” — Requirement to withdraw minimum amount an- 
nually; 146.3(1.1) — Minimum amount for 2008; 146.3(2)(e.1), (e.2) — Requirement 
for carrier to retain enough property to pay out minimum amount; 146.3(5.1) — 
Amount included in income; Reg. 100(1)‘remuneration’’(j.1), 103(6)(d.1) — Withhold- 
ing tax on payments; Income Tax Conventions Interpretation Act 5“periodic pension 
payment”(c) — Withdrawal of more than twice the minimum amount per year is not 
“periodic”. : 

History: The opening words of the definition “minimum amount” in subsec. 146.3(1) 
amended by 2007, c. 29, subsec. 19(2), applicable after 2006, except that 


(a) in applying the amendment in 2007 (other than for the purposes of subsec. 
146.3(5.1), regulations made under subsec. 153(1) and the definition “periodic 
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pension payment” in s. 5 of the Income Tax Conventions Interpretation Act), the 
opening words shall be read as follows: 


“minimum amount” under a retirement income fund for a year means, for 
the year in which the fund was entered into (and for 2007, if the individual 
who was the annuitant under the fund on January 1, 2007 attained 69 or 70 
years of age in 2006), a nil amount, and, for any other year, the amount 
determined by the formula 


(b) in applying the amendment in 2008 (other than for the purposes of subsec. 
146.3(5.1), regulations made under subsec. 153(1) and. the definition “periodic 
pension payment” in s. 5 of the Income Tax Conventions Interpretation Act), the 
opening words shall be read as follows: 


“minimum amount” under a retirement income fund for a year means, for 
the year in which the fund was entered into (and for 2008, if the individual 
who was the annuitant under the fund on January 1, 2008 attained-70, years 
of age in 2007), a nil amount, and, for any other year, the amount deter- 
mined by the formula 


The opening words formerly read: 


“minimum amount” under a retirement income fund for a year is-the amount 
' determined by the formula 


The definition “minimum amount” in subsec. 146.3(1) amended by 2000, ¢..12, Sch, 2, 
s. 1, to replace “spouse”, with “spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. 


The definition “minimum amount” in subsec. 146.3(1) amended by 1998, c. 19, subsec. 
171(1), applicable 


(a) to 1998 et seg. with respect to 
(i) retirement income funds entered into after February 1986, and 


(ii) retirement income funds entered into before March 1986 and revised, or 
amended after February 1986 and before 1998; 


(b) to the year in which a retirement income fund is first revised or amended after 
1997 and to subsequent years, if the fund was entered into before March 1986 and 
was not revised. or amended after February 1986 and before 1998; and 


(c) with respect to a retirement income fund that’ governs a trust that, after July 
1997, holds a contract for an annuity, to all years that begin after the first day 


(i) that is after July 1997, and 
(ii) on which the trust holds such a contract. 
The definition formerly read: 


“minimum amount” under a retirement income fund for the year in which the 
fund is entered into is nil and for each subsequent year is the product obtained 
when the fair market value of the property held in connection with the fund at 
the beginning of that subsequent year is multiplied by 


(a) where the first annuitant under the fund elected in respect of the fund 
under paragraph (b), as it read before 1992, or under subparagraph 
146.3(1)(f)G@) of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, as it read before 1986, to use the age of another individual, 
the prescribed amount for that subsequent year in respect of the other 
individual, 

(b) where paragraph (a) does not apply and the first annuitant under the fund 
so elects before any payment has been made under the fund by the carrier, 
the prescribed amount for that subsequent year in respect of an individual 
who was the spouse of the first annuitant at the time of the election, or 


(c) in any other case, the prescribed amount for that subsequent year in re- 
spect of the first annuitant under the fund; 

The definition “minimum amount” in subsec. 146.3(1) amended by 1994, c. 7, Sch. 

VIII (1993,.c. 24), subsec. 84(2), applicable 

(a) to 1992 et seq. with respect to retirement income funds 

(i) entered into after February 1986, and 
(ii) entered into before March 1986 and revised or amended after February 
1986 and before 1992; and 


(b) to the taxation year in which:a retirement: income fund is first revised or 
amended after February 1986 and to subsequent taxation years, where the fund was 
entered into before March 1986 and was not revised or amended after February 
1986 and before 1992, 


However, the amended definition does not apply, for the purposes of subsec. 
146.3(5.1), prescribed rules made for the purpose of subsection 153(1) of the Act, and 
section 5 of the Income Tax Conventions Interpretation Act, to payments made before 
1993. The definition formerly read: 
“minimum amount” under a retirement income fund ) 
(a) for the year in which the fund was entered into is nil and 


(b) for each subsequent year, the amount determined by the formula 


A 


90-B 
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where 
A is the fair market value of the property held in connection with the fund 
at the beginning of the year, and 
Bis 
(i) the number that is, or would be, the age in whole years of the 
annuitant at the beginning of the year, or 


(ii) where the annuitant so elects before any payment has been made 
by the carrier of the fund, the number that is or would be the age in 
whole years of the annuitant’s spouse at the beginning of the year; 
Regulations: 7308 (prescribed factor). 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Information Circulars: 78-18R6: Registered retirement income funds. 


“property held” in connection with a retirement income fund 
means property held by the carrier of the fund, whether held by the 
carrier as trustee or beneficial owner thereof, the value of which, or 
the income or loss from which, is relevant in determining the 
amount for a year payable to the annuitant under the fund; 


“qualified investment” for a trust governed by a registered retire- 
ment income fund means 


(a) an investment that would be described by any of paragraphs 
(a) to (d), (f) and (g) of the definition “qualified investment” in 

_ section 204 if the reference in that definition to “a trust governed 
by a deferred profit sharing plan or revoked plan” were read as a 
reference to “‘a trust governed by a registered retirement income 
fund” and if that definition were read without reference to the 
words “with the exception of excluded property in relation to the 
trust”, 
(b) [Repealed] 


(b.1).a contract for an annuity issued by a licensed annuities pro- 
vider where 


(i) the trust is the only person who, disregarding any subse- 
quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, and 


(ii) the holder of the contract has a right to surrender the con- 
tract at any time for an amount that would, if reasonable sales 
and, administration charges were ignored, approximate the 
value of funds that could otherwise be applied to fund future 
periodic payments under the contract, 


(b.2) a contract for an annuity issued by a licensed annuities pro- 
vider where 


(i) annual or more frequent periodic payments are or may be 
made under the contract to the holder of the contract, 


(ii) the trust is the only person who, disregarding any subse- 
quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, 


(iii) neither the time nor the amount of any payment under 
the contract may vary because of the length of any life, other 
than 


(A) if the annuitant under the fund (in this paragraph re- 
ferred to as the “RRIF annuitant’) has made the election 
referred to in the definition “retirement income fund” in 
respect of the fund and a spouse,or common-law partner, 
the life of the RRIF annuitant or the life of the spouse or 
common-law partner, and 


(B) in any other case, the life of the RRIF annuitant,’ 


(iv) the day on which the periodic payments began or are to 
begin (in this paragraph referred to as the “start date”) is not 
later than the end of the year following the year in which the 
contract was acquired by the trust, 
(v) either 
(A) the periodic payments. are payable for the life of the 
RRIF annuitant or the joint lives of the RRIF annuitant 
and the RRIF annuitant’s spouse or common-law partner 
and either there is no guaranteed period under the contract 
or there is a‘guaranteed period that begins at the start date 


1181 


S. 146.3(1) qua 


and does not exceed a term equal to 90 years minus the 
lesser of 


(I) the age in whole years at the start date of the RRIF 
annuitant (determined on the assumption that the 
RRIF annuitant is alive at the start date), and 


(II) the age in whole years at the start date of a spouse 
or common-law partner of the RRIF annuitant (deter- 
mined on the assumption that a spouse or common- 
law partner of the RRIF annuitant at the time the con- 
tract was acquired is a spouse or common-law partner 
of the RRIF annuitant at the start date), or ~ 


(B) the periodic payments are payable for a term equal to 


(I) 90 years minus the age described in subclaus 
(A)(I), or 


(II) 90 years minus the age described in subclause 
(A)CD, and 


(vi) the periodic payments 
(A) are equal, or 


(B) are not equal solely because of one or more adjust- 
ments that would, if the contract were an annuity under a 
retirement savings plan, be in accordance with subpara- 
graphs 146(3)(b)(iii) to (v) or that arise because of a uni- 
form reduction in the entitlement to the periodic payments 
as a consequence of a partial surrender of rights to the 
periodic payments, and 


(c) such other investments as may be prescribed by regulations 
of the Governor in Council made on the recommendation of the 
Minister of Finance; 
Related Provisions: 87(10) — New share issued on amalgamation of public corpo- 
ration deemed listed; 132.2(1)(k) [to be repealed], 132.2(3)(h) [draft] — Where share 
ceases to be qualified investment due to mutual fund reorganization; 146.3(7) — Tax 
on acquisition of non-qualified investment; 146.3(9) — Tax on income from non-quali- 
fied investment; 207.1(4) — Tax on holding of non-qualified investment. 
History: Para. (a) of the definition “qualified investment” in subsec. 146.3(1) amended 
and para. (b) repealed by 2007, c. 29, subsec. 19(3), applicable in determining whether 
a property is, at any time after March 18, 2007, a qualified investment. Paras. (a) and 
(b) formerly read: 
(a) an investment that would be described in any of paragraphs (a), (b), (d) and 
(f) to (h) of the definition “qualified investment” in section 204 if the references 
in that definition to “a trust governed by a deferred profit sharing plan or revoked 
plan” were read as references to “a trust governed by a registered retirement 
income fund”, 
(b) a bond, debenture, note or similar obligation 


(i) issued by a corporation the shares of which are listed on a prescribed 
stock exchange in Canada, or 
(ii) issued by an authorized foreign bank and payable at a branch in Canada 
of the bank, 
Para. (b) of the definition “qualified investment” in subsec. 146.3(1) amended by 2001, 
c. 17, s. 141, applicable after June 27, 1999. The para. formerly read: 
(b) a bond, debenture, note or similar obligation of a corporation the shares of 
which are listed on a prescribed stock exchange in Canada, 


The definition “qualified investment” in subsec. 146.3(1) amended by 2000, c. 12, Sch. 
2, s. 1, to replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. 


Paras. (b.1) and (b.2) added to the definition “qualified investment” in subsec. 146.3(1) 
by 1998, c. 19, subsec. 171(2), applicable after 1996. 


Regulations: 221 (information return by issuer of qualified investment), 4900 (pre- 
scribed investments). 


Remission Orders: Lionaird Capital Corporation Notes Remission Order, P.C. 
1999-737 (tax under 146.3(7) waived because taxpayers thought they were qualified 
investments). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 78-18R6: Registered retirement income funds. 
Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 
Forms: T3F: Investments prescribed to be qualified information return. 


“registered retirement income fund” means a retirement income 
fund accepted by the Minister for registration for the purposes of 
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this Act and registered under the Social Insurance Number of the 
first annuitant under the fund; 

Related Provisions: 18(1)(u) — Investment counselling fees for RRSP are non- 
deductible; 75(3)(a) — Reversionary trust rules do not apply to RRIF; 
108(1)“trust’(a) — “Trust” does not include a RRIF for certain purposes; 
128.1(10)“excluded right or interest”(a)(ii) — No deemed disposition of RRIF on emi- 
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gration; 248(1)“disposition”(g) — Transfer between RRSPs/RRIFs not a disposition; — 


248(1)“registered retirement income fund” — Definition applies to entire Act. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived); IT-528: 
Transfers of funds between registered plans. 


Forms: T2033: Direct transfer under subsec. 146.3(14.1) or para. 146(16)(a) or 
146.3(2)(e). 


“retirement income fund’ means an arrangement between a car- 
rier and an annuitant under which, in consideration for the transfer 
to the carrier of property, the carrier undertakes to pay amounts to 
the annuitant (and, where the annuitant so elects, to the annuitant’s 
spouse or common-law partner after the annuitant’s death), the total 
of which is, in each year in which the minimum amount under the 
arrangement for the year is greater than nil, not less than the mini- 
mum amount under the arrangement for that year, but the amount of 
any such payment does not exceed the value of the property held in 
connection with the arrangement immediately before the time of the 
payment. 

Related Provisions: 146.2(12) — TFSA deemed not to be RIF; 146.3(1)“minimum 
amount” — determination of minimum amount to be paid out; 248(1)‘retirement in- 
come fund” — Definition applies to entire Act. 


History: The definition “retirement income fund” in subsec. 146.3(1) amended by 
2007, c. 29, subsec. 19(1), applicable after 2006. It formerly read: 


“retirement income fund” means an arrangement between a carrier and an annui- 
tant under which, in consideration for the transfer to the carrier of property, the 
carrier undertakes to pay to the annuitant and, where the annuitant so elects, to 
the annuitant’s spouse or common-law partner after the annuitant’s death, in 
each year that begins not later than the first calendar year after the year in which 
the arrangement was entered into one or more amounts the total of which is not 
less than the minimum amount under the arrangement for the year, but the 
amount of any such payment shall not exceed the value of the property held in 
connection with the arrangement immediately before the time of the payment. 


The definition “retirement income fund” in subsec. 146.3(1) amended by 2000, c. 12, 
Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner’, applicable to 
2001 et seg., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner’. 


The definition “retirement income fund” in subsec. 146.3(1) substituted by 1994, c. 21, 
subsec. 71(1), applicable 


(a) to 1992 et seg. with respect to 
(i) retirement income funds entered into after February 1986, and 


(ii) retirement income funds entered into before March 1986 and revised or 
amended after February 1986 and before 1992; and 


(b) where a retirement income fund was entered into before March 1986 and was 
not revised or amended after February 1986 and before 1992, to the taxation year 
in which the fund is first revised or amended after February 1986 and to subse- 
quent taxation years. 


That definition formerly read: 


“retirement income fund” means an arrangement between a carrier and an annui- 
tant under which, in consideration for the transfer to the carrier of property (in- 
cluding money), the carrier undertakes to pay to the annuitant and, where the 
annuitant so elects, to the annuitant’s spouse after the annuitant’s death, 
(a) in each year, commencing not later than the first calendar year after the 
year in which the arrangement is entered into, one or more amounts the total 
of which is not less than the minimum amount under the arrangement for a 
year, but the amount of any such payment shall not exceed the value of the 
property held in connection with the arrangement immediately before the 
time of the payment, and 
(b) at the end of the year in which the last payment under the arrangement is, 
in accordance with the terms and conditions of the arrangement, required to 
be made, an amount equal to the value of the property, if any, held in con- 
nection with the arrangement at that time. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived). 
Information Circulars: 78-18R6: Registered retirement income funds. 


(1.1) Adjusted minimum amount for 2008 — The minimum 
amount under a retirement income fund for 2008 is 75 per cent of 
the amount that would, in the absence of this subsection, be the 
minimum amount under the fund for the year. 
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Related Provisions: 60.021 — Recontribution of overwithdrawn amount for 2008; 
146.3(1.2) — Exceptions; Reg. 8506(7)(b) — Parallel rule for registered pension plan: 


History: Subsec. 146.3(1.1) added. by 2009, c. 2; subsec. 54(1), in force.on March 12, 
2009.,; 


Former subsec. 146.3(1.1) repealed by 1994, c. 7, Sch. VIII 19932) c. 24)! subsec. 
84(3), applicable after 1992 [see now subsec. 252(4)]; and, in applying the subsec..in 


“ace 


1991 and 1992, the reference therein to “minimum amount” shall be read as ‘““‘annui- 
tant”, “minimum. amount””, Subsec. (1.1) formerly read: 


(1.1) Definition of “spouse” — For the purposes of the definitions “minimum 
amount” and “retirement income fund” in subsection (1) paragraph (2)(d), sub- 
paragraph (2)(f)(iv), subsection (6) and paragraph (14)(b), “spouse” has’ the 
meaning assigned by subsection 146(1.1). 


(1.2) Exceptions — Subsection (1.1) does not apply to a retire- 
ment income fund 
(a) for the purposes of subsections (5.1) dtic 153(1) and the defi- 
nition “periodic pension payment” in section'5 of the Income 
Tax Conventions Interpretation Act; nor 
(b) if the individual who was the annuitant under the fund on 
January 1, 2008; attained 70 years of age in 2007. 


History: Subsec. 146.3(1.2) added by 2009, c. 2, subsec:'54(1), in force on March 12, 
2009. 


(2) Acceptance of fund for registration — The Minister shall 


not accept for registration for the purposes of this Act any retire-' 


ment income fund of an individual unless, in the Minister’s opinion, 
the following conditions are complied with: 


(a) the fund provides that the carrier shall make only those pay- 
ments, described in any of paragraphs.(d) and (e), the definition 
“retirement income fund” in subsection (1), and subsections (14) 
and (14.1); 


(b) the fund provides that rear ineveuhiler may not be as- 
signed in whole or in part; 


(c) where the carrier is a person referred to as a depository in 
section 146, the fund NUE that 


tion 146, the fund provides th 
Application: The July 16, 2010 draft legislat 
104(2), will amend. the opening words of para. ‘14¢ 
ble after 2001. ; 

Technical Notes (duly 2010): Subsec 
must be satisfied in order fo a retireme: come fund 
Paragraph 146. 3(2)(c) refers a céivier who “is a erson 
46”. This paragraph is amended to repla e the wor 
word “depositary”, which is the term used in section 146. 


~ 


(i) the carrier has no right of offset as sails the property 
held in connection with the fund in respect of any debt or 
obligation owing to the carrier, and 


(ii) the property held in connection with the fund cannot be 
pledged, assigned or in any way alienated as security for a 
loan or for any purpose other than that of the making by the 
carrier to the annuitant those payments described in para- 
graph (a); 
(d) the fund provides that, except where the annuitant’s spouse 
or common-law partner becomes the annuitant under the fund, 
the carrier shall, as a consequence of the death of the annuitant, 
distribute: the property held in connection with the fund. at the 
time of the annuitant’s death or an amount equal to the; value of 
such property at that time; 


(e) the fund provides that, at the direction of the annuitant, the 
carrier shall transfer all or part of the property held in connec- 
tion with the fund, or an amount equal to its. value at the time of 
the direction (other than property required to be retained in ac- 
cordance with the provision described in paragraph (e.1) or 
(e.2)), together with all information necessary for the continu- 
ance of the fund, to a person who has agreed to be a carrier of 
another registered retirement income fund of the annuitant; 
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(e.1) where the fund does not govern a trust.or the fund governs 
a trust created before 1998 that does not hold an annuity contract 
as a qualified investment for the trust, the fund provides that if 
an annuitant, at any time, directs that the carrier transfer all or 
part of the property held in connection. with the fund, or an 
amount equal to its value at that time, to a person who has 


agreed to be a carrier of another registered retirement income 


fund of the annuitant or to a registered pension plan in accor- 
dance with subsection (14.1), the AG shall retain an 
amount equal to the lesser of 


(i) the fair market value of such portion of the property as 
would, if the fair market value thereof does not decline after 
the transfer, be sufficient to ensure that the minimum amount 
under the fund for the year in which the transfer is made may 
be paid to the annuitant in the year, and 


(ii) the fair market value of all the property; 


(e.2) where paragraph (e.1) does not apply, the fund provides 
that if an annuitant, at any time, directs that the carrier transfer 
all or part of the property held in connection with the fund, or an 
amount equal to its value at that time, to a person who has 
agreed to be a carrier of another registered retirement income 
fund of the annuitant or to a registered pension plan in accor- 
dance with subsection (14.1), the transferor shall retain property 
in the fund sufficient to ensure that the total of 


(i) all amounts each of which is the fair market value, imme- 
diately after the transfer, of a property held in connection 
with the fund that is 


(A) property other than an annuity contract, or 


(B) an annuity contract described, immediately after the 
transfer, in paragraph (b.1) of the definition “qualified in- 
vestment” in subsection (1), and 


(ii) all amounts each of which is a reasonable estimate, as of 
the time of the transfer, of the amount of an annual or more 
frequent periodic payment under an annuity contract (other 
than an annuity contract described in clause (i)(B)) that’ the 
trust may receive after the transfer and in the year of’ the 
transfer 


is not less than the amount, if any, by which’ the minimum 
amount under the fund for that year exceeds the total of all 
amounts received out of or under the fund before: the transfer 
that are included in computing the income of the annuitant under 
the fund for that year; 


(f) the fund provides that the carrier shall not accept: property as 
consideration thereunder other than property transferred from 


(1) a registered retirement savings plan under which the indi- 
vidual is the annuitant, 


(ii) another registered retirement income fund under which 
“ the individual is the annuitant, 


(iii) the individual to the extent only that the amount of the 
consideration was an amount described in subparagraph 
60(1)(v), 

(iv) a registered retirement income fund or registered. retire- 
ment savings plan of the individual’s spouse or common-law 
partner or former spouse or common-law partner under a de- 
cree, order or judgment of a competent tribunal, or under a 
written separation agreement, relating to a division of pro- 
perty between the individual and the individual’s spouse or 
common-law partner or former spouse or common-law part- 
ner in settlement of rights arising out of, or on the breakdown 
of, their marriage or common-law partnership, 


(v) a registered pension plan of which the individual. is a 
member (within the .meaning assigned by . subsection 
147.1(1)), 


(vi) a registered pension plan in accordance with subsection 
147.3(5) or (7), or 

(vii) a provincial pension plan. in, circumstances to which 
subsection 146(21) applies; 


S. 146.3(2)(f)(vii) 


Proposed Amendment — 146.3(2)(f)(vii) 


Application: The December 7, 2010 draft legislation (Sask. Pension Plan), s. 12, will 
amend subpara. 146.3(2)(f)(vii) to substitute “specified pension plan” for “provincial 
pension plan”, applicable for taxation years that begin after 2009.02 188 | 
Technical Notes: Paragraph 146.3(2)(f) prohibits a RRIF from receiving property, 
other than property transferred from a limited number of sources such as from a regis- 
tered retirement savings plans (RRSP) or from a prescribed provincial pension plan 
(ie. the Saskatchewan Pension Plan) in circumstances to which subsection 146(21) 
applies. oe i Cea 
Paragraph 146.3(2)(f) is amended to replace the reference to a “prescribed provincial 


pension plan” by a reference to a “specified pension plan”, consequential on the intro-- 


duction of the new definition “specified pension plan” under subsection 248(1). 


For more information, please see related commentary on the new definition “specified 
pension plan” in subsection 248(1). sks 


Proposed Addition — 146.3(2)(f)(viii) 
(viii) a deferred profit sharing plan in accordance with sub- — 
section 147(19); ee _ 


Application: The July 16, 2010 draft legislation (Part 1 ES lechnical)’ subsec. 


104(3), will add subpara. 146.32)(fviii), applicable after March 20, 2003. 


Technical Notes (July 2010): Paragraph 146.3(2)(f) prohibits a RRIF from re- 
ceiving property, other than property transferred from sources listed in that para- 
graph. The paragraph is amended so that a RRIF may receive property transferred 
directly from a deferred profit sharing plan (DPSP) in accordance with subsection 
147(19). This amendment is consequential on an amendment to subsection 147(19) 
that permits direct transfers from DPSPs to RRIFs. For more details, see the com- 
mentary to that subsection. SO 


(g) the fund requires that no benefit or loan, other than 


(i) a benefit the amount of which is required to be included in 
computing the annuitant’s income, 


(ii) an amount referred to in paragraph (5)(a) or (b), or 


(iii) the benefit derived from the provision of administrative 
or investment services in respect of the fund, 


that is conditional in any way on the existence of the fund may 
be extended to the annuitant or to a person with whom the annu- 
itant was not dealing at arm’s length; and 


(h) the fund in all other respects complies with regulations of the 
Governor in Council made on the recommendation of the Min- 
ister of Finance. 


Related Provisions: 139.1(13) — Para. 146(2)(c.4) inapplicable to conversion bene- 
fit on demutualization of insurer; 146.3(11) — Change in fund after registration; 
146.3(14)-(14.2) — Transfers; 172(3) — Appeal from refusal to register; 248(1)“dis- 
position” (g) — Transfer with same annuitant not a disposition; 248(3)(c) — RRIF set 
up in Quebec deemed to be trust; 248(8) — Occurrences as a consequence of death; 
252(3) — Extended meaning of “spouse” and “former spouse”. 


History: Para. 146.3(2)(a) and the opening words of para. 146.3(2)(e.1) and (e.2) 
amended by 2003, c. 15, subsecs. 83(1)—(3), applicable after 2003. Those provisions 
formerly read: 


(a) the fund provides that the carrier shall make only those payments described 
in any of paragraphs (d) and (e), the definition “retirement income fund” in sub- 
section (1) and paragraph (14)(b); 


(e.1) where the fund does not govern a trust or the fund governs a trust created 
before 1998 that does not hold an annuity contract as a qualified investment for 
the trust, the fund provides that if an annuitant, at any time, directs that the car- 
rier transfer all or part of the property held in connection with the fund, or an 
amount equal to its value at that time, toa person who has agreed to be a carrier 
of another registered retirement income fund of the annuitant, the transferor shall 
retain an amount equal to the lesser of 


(e.2) where paragraph (e.1) does not apply, the fund provides that if an annuitant, 
at any time, directs that the carrier transfer all or part of the property held in 
connection with the fund, or an amount equal to its value at that time, to a person 
who has agreed to be a carrier of another registered retirement income fund of 
the annuitant, the transferor shall retain property in the fund sufficient to ensure 
that the total of 


Subsec. 146.3(2) amended by 2000, c. 12, Sch. 2, ss. 1 and 2, to replace “spouse” with 
“spouse or common-law partner”, and by 2000, c. 12,,Sch. 2, s. 9, to replace “mar- 
riage” with “marriage or common-law partnership”, applicable to 2001 et seq., in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner”. 


Income Tax Act, Part I 


Para. 146.3(2)(a) amended by 1998, c. 19, subsec. 171(3), applicable to taxation years 
that end after November 1991. Para. 146.3(2)(a) formerly read: 


(a) the fund provides that the carrier shall make only those payments described 

in paragraphs (d) and (e), the definition “retirement income [fund]” in subsection 

(1) and paragraph (14)(b); 
Para. 146.3(2)(e) and the opening words of para. (e.1) amended, para. 146.3(2)(e.2) 
added, by the said c. 19, subsecs. 171(4)-(6), applicable to retirement income funds 
entered into after July 13, 1990 and, in the application of para. (e) to retirement income 
funds entered into before July 14, 1990, the para. shall be read without reference to the 
words “in prescribed form and manner”. Para, 146.3(2)(e) and the opening words of 
para. (e.1) formerly read: 


(e) the fund provides that, at the direction of the annuitant, the carrier shall, in 
prescribed form and manner, transfer all or part of the property held in connee- 
tion with the fund, or an amount equal to its value at the time of such direction 
(other than property required to be retained in accordance with the provision de- 
scribed in paragraph (e.1)), together with all information necessary for the con- 
tinuance of the fund, to any person who has agreed to be a carrier of another 
registered retirement income fund of the annuitant, 


(e.1) the fund provides that where an annuitant, at any time, directs that the car- 
rier transfer all or part of the property held in connection with the fund, or an 
amount equal to its value at that time, to any person who has agreed to be a 
carrier of another registered retirement income fund, as described in paragraph 
(e), the carrier shall retain an amount equal to the lesser of 


Subpara. 146.3(2)(f)(vii) added by 1994, c. 21, subsec. 71(3), applicable after 1991, 


Para. 146.3(2)(d) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 84(4), appli- 
cable after 1990. Para. (d) formerly read: 
(d) the fund provides that, except where the annuitant’s spouse becomes the an- 
nuitant under the fund pursuant to the terms of the fund or the provisions of the 
will of the deceased annuitant, the carrier shall, as a consequence of the death of 
the annuitant, distribute the property held in connection with the fund at the time 
of death or an amount equal to the value of the property at that time; 


Subpara. 146.3(2)(f)(iv) amended applicable after 1992, and subparas. (f)(v) and (vi) 
added applicable after August 29, 1990, by 1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 
84(5) and (6). Subpara. (f)(iv) formerly read: 


(iv) a registered retirement income fund or registered retirement savings plan of 
the individual’s spouse or former spouse pursuant to a decree, order or judgment 
of a competent tribunal or a written separation agreement, relating to a division 
of property between the individual and the individual’s spouse or former spouse 
in settlement of rights arising out of their marriage or other conjugal relationship, 
on or after the breakdown of their marriage or other relationship; 


Para. 146.3(2)(e) amended to add “(other than property required to be retained in accor- 
dance with the provision described in paragraph (e.1))”, and para. (e.1) added, by 1994, 
c. 7, Sch. II (1991, c. 49), s. 119, applicable to RIFs entered into after July 13, 1990. 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans. 

Information Circulars: 78-18R6: Registered retirement income funds. 
Registered Plans Compliance Bulletins: 1, 2, 3 (how to contact us). 


Registered Plans Frequently Asked Questions: RPFAQ-1 (RRSPs/RRIFS), q: 3 
(change of carrier); q. 4 (common-law partner); q. 6 (foreign content rule for RRSPs). 


Forms: T550: Application for registration of RSPs, ESPs or RIFs under s. 146, 146.1 
and 146.3 of the ITA; T2033: Direct transfer under subsec. 146.3(14.1) or para. 
146(16)(a) or 146.3(2)(e). 


(3) No tax while trust governed by fund — Except as pro- 
vided in subsection (9), no tax is payable under this Part by a trust 
on the taxable income of the trust for a taxation year if, throughout 
the period in the year during which the trust was in existence, the | 
trust was governed by a registered retirement income fund of an 
individual, except that if the trust has 


(a) borrowed money in the year or has borrowed money, that it 
has not repaid before the commencement of the year, 


(b) received a gift of property (other than a transfer from a regis- 
tered retirement savings plan under which the individual is the 
annuitant (within the meaning of subsection 146(1)) or a transfer 
from a registered retirement income fund under which the indi- 
vidual is the annuitant) 


(i) in the year, or 


(ii) in a preceding year and has not divested itself of the pro- 
perty or any property substituted therefor before the com- 
mencement of the year, or 


(c) carried'on any business or businesses in the year, 
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tax is payable under this Part by the trust, 


(d) where paragraph (a) or (b) applies, on its taxable income for 
the year, and 


(e) where neither paragraph (a) nor (b) applies and where para- 
graph (c) applies, on the amount, if any, by which 


(i) the amount that its taxable income for the year would be if 
it had no incomes or losses from sources other than from the 
business or businesses, as the case may be, 


exceeds 


(ii) such portion of the amount determined under subpara- 
graph (i) in.respect of the trust for the year as can reasonably 
be considered to be income from, or from the disposition of, 
qualified investments for the trust. 
Related Provisions: 138.1(7) — Segregated fund rules do not apply to RRIF; 
146.3(3.1) — Exception; 146.3(9) — Tax on income from. non-qualified investments; 
146.3(15) — Amount earned on RRIF deposit. account not taxable to annuitant; 
149(1)(x) — RRIF exempt from tax; 207.1(4) — Tax on holding non-qualified invest- 
ments; 248(5) — Substituted property; Canada-U.S. Tax Treaty:Art. X VIII:5 — Defer- 
ral of income accruing in retirement plan: 


History: Para. 146.3(3)(e) substituted by 1994, c. 21, subsec. 71(4), applicable to 1993 
et seq. That para. formerly read: 
(e) where neither paragraph (a) nor (b) applies and where paragraph (c) applies, 
on the amount that its taxable income for the year would be if it had no incomes 
or losses from sources other than from the business or businesses, as the case 
may be. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 78-18R6: Registered retirement income funds. 


(3.1) Exception — Notwithstanding subsection (3), if the last an- 
nuitant under a registered retirement income fund has died, tax is 
payable under this Part by the trust governed by the fund on its tax- 
able income for each year after the year following the year in which 
the last annuitant under the fund died. 


Related Provisions: 104(6)(a.2) — Deduction for amounts paid out to beneficiaries. 


History: Subsec: 146:3(3.1) substituted by 1994, c. 21, subsec. 71(5), applicable to 
1993 et seq. That subsec. formerly read: 


(3.1) Notwithstanding subsection (3), if the last annuitant under a registered re- 
tirement income fund has died, tax is payable under this Part by the trust gov- 
erned by the fund on its taxable income for each year after the year of the annui- 
tant’s death. 


(4) Disposition or acquisition of property by trust — Where 
at any time in a taxation year a trust governed by a registered retire- 
ment income fund 


(a) disposes of property for a consideration less than the fair 
market value of the property at the time of the disposition, or for 
no consideration, or 


(b) acquires property for a consideration greater than the fair 
market value of the property at the time of the acquisition, 


2 times the difference between that fair market value and the con- 
sideration, if any, shall be included in computing the income for the 
taxation year of the taxpayer who is the annuitant under the fund at 
that time. 

Related Provisions: 212(1)(q), 214(3)(@) — Non-resident withholding tax. 
Regulations: 215(3) (information return). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 78-18R6: Registered retirement income funds. 
Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


(5) Benefits taxable — There shall be included in computing the 
income of a taxpayer for a taxation year all amounts received by the 
taxpayer in the year out of or under a registered retirement income 
fund other than the portion thereof that can reasonably be regarded 
as 


(a) part of the amount included in computing the income of an- 
other taxpayer by virtue of subsections (6) and (6.2); or 


S. 146.3(5.1)(b) 


(b) an amount received in respect of the income: of the trust 
under the fund for a taxation year for which the trust was not 
exempt from tax by virtue of subsection (3.1). 


(c) an amount that relates to interest, or to another amount in- 
cluded in computing income otherwise than because of this sec- 
tion, and that would, if the fund were a registered retirement 
savings plan, be a tax-paid amount (within the meaning assigned 
by paragraph (b) of the definition “tax-paid amount” in subsec- 
tion 146(1)). 
Related Provisions: 56(1)(t) — Income from RRIF; 60(1)— Transfer of refund of 
premium under RRSP; 139.1(12) — Conversion. benefit on demutualization of insur- 
ance corporation not taxable;. 146.3(1)“retirement income fund” —.Requirement. to 
withdraw minimum amount annually; 146.3(6.3), (6.4) — Deduction to deceased for 
post-death RRIF losses; 146.3(15) — Amount earned in RRIF deposit account not tax- 
able; © 147.3(13.1) — Withdrawal of excessive transfers to RRSPs and’ RRIFs; 
153(1)() — Withholding of tax on RRIF payments; 160.2(2) — Joint and several lia- 
bility where non-annuitant receives amount from RRIF; 212(1)(q) — Withholding tax 
on RRIF payment to non-resident; Canada-U.S. Tax Treaty:Art. XX1:2(a) — RRSP ex- 
empt from U.S. tax, 


History: Para. 146.3(5)(c) added by 1998, c. 19, subsec. 171(7), applicable to deaths 
that occur. after 1992, 


Regulations: 215(2) (information return). 
Information Circulars: 78-18R6: Registered retirement income funds. 
1.T. Technical News: 39 (settlement of a shareholder class action suit). 


Forms: T4RIF: Statement of income from a registered retirement income fund; T4RIF 
Summ: Return of income out of a registered retirement income fund; T4040: RRSPs 
and other registered plans for retirement [guide]. 


(5.1) Amount included in income [spousal attribution] — 
Where at any time in a taxation year a particular amount in respect 
of a registered retirement income fund that is a spousal plan (within 
the meaning assigned by subsection 146(1)) in relation to a taxpayer 
is required to be included in the income of the taxpayer’s spouse or 
common-law partner and the taxpayer is not living separate and 
apart from the taxpayer’s spouse or common-law partner at that 
time by reason of the breakdown of their marriage or common-law 
partnership, there shall be included at that time in computing the 
taxpayer’s income for the year an amount equal to the least of 


_ Proposed Amendment — — 146.3(5. 1) opening words 


6 1) Amount included in income [spousal attribution] i 
If at any time ina taxation year a particular amount in respect of a 
‘ at is a spousal or common- 
law partner ben (within the meaning assigned by subsection 
146(1)) i in relation to a taxpayer is required to be included in the 
income of the taxpayer’s spouse or common-law partner and the 
taxpayer is not living separate and apart from the taxpayer’s 
spouse or common-law partner at that time by reason of the break- 
down of their marriage or common-law partnership, there shall be 
included at that time in computing the taxpayer’s income for the 
year an amount equal to the least of Ne 
Application: The July 16, 2010 draft legislation (Part Vicaqecnnicl: subsec. 
104(4), will amend the opening words of subsec. 146.3(5.1) to read as above, appli- 
cable to 2001 et seq. except that, if a taxpayer and a person have jointly elected under 
s. 144 of the Modernization of Benefits and Obligations Act [S.C. 2000, c. 12; see the 
transitional rules reproduced in istory to 248(1)“common-law partner], in re- 
spect of the 1998, 1999 or 2000 taxation years, it applies to the taxpayer and the 
person in respect of the applicable taxation year and subsequent taxation years. 


Technical Notes (July 2010): In 2000, the Act was amended to include common- 
law partners, but some provisions, including subsection 146.3(5.1), were overlooked. 
This subsection is therefore amended to correct this omission. The amendment ap- 
plies, in general, to the 2001 and subsequent taxation years. However, it may apply 
as of 1998 if the common-law partners jointly choose to be deemed as such, begin- 
ning in that year, for the purposes of the application of the Act, 


(a) the total of all amounts each of which is a premium (within 
the meaning assigned by subsection 146(1)) paid by the taxpayer 
in the year or in one of the two immediately preceding taxation 
years to a registered retirement savings plan under which the 
taxpayer’s spouse or common-law partner was the annuitant 
(within the meaning assigned by subsection 146(1)) at the time 
the premium was paid, 


(b) the particular amount, and 
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(c) the amount, if any, by which 


(i) the total of all amounts each of which is an amount in 
respect of the fund that is required, in the year and at or 
before that time, to be included in the income of the tax- 
payer’s spouse or common-law partner 


exceeds 


(ii) the minimum amount under the fund for the year. 

Related Provisions: 60(1)—Transfer of refund of premiums under RRSP; 
60(j.2) — Transfer to spousal RRSP; 146(8.21) — Premium deemed not paid; 
146(8.3) — Spousal RRSP payments; 146(8.6) — RRSP — Spouse’s income; 
146.3(5.4) — Spouse’s income; 146.3(5.5) — Application of subsec. (5.1); 
147.3(13.1) — Withdrawal of excessive transfers to RRSPs and RRIFs. 
History: Subsec. 146.3(5.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, and by 2000, c. 12, Sch. 2, s. 9, to replace 
“marriage” with “marriage or common-law partnership”, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. 


Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 
savings plans; IT-124R6; Contributions to registered retirement savings plans. 


Forms: T4RIE: Statement of income from a registered retirement income fund; T4RIF 
Summ: Return of income out of a registered retirement income fund; T1234 SCH B: 
Allowable amounts of non-refundable tax credits; T2205: Amounts from a spousal or 
common-law partner RRSP or RRIF to include in income. 


(5.2) [Repealed under former Act] 


(5.3) Ordering — Where a taxpayer has paid more than one pre- 
mium described in subsection (5.1), such a premium or part thereof 
paid by the taxpayer at any time shall be deemed to have been in- 
cluded in computing the taxpayer’s income by virtue of that subsec- 
tion before premiums or parts thereof paid by the taxpayer after that 
time. 


(5.4) Spouse’s income — Where, in respect of an amount re- 
quired at any time in a taxation year to be included in computing 
the income of a taxpayer’s spouse or common-law partner, all or 
part of a premium has, by reason of subsection (5.1), been included 
in computing the taxpayer’s income for the year, the following rules 
apply: 
(a) the premium or part thereof, as the case may be, shall, for the 
purposes of subsections (5.1) and 146(8.3) after that time, be 
deemed not to have been a premium paid to a registered retire- 
ment savings plan under which the taxpayer’s spouse or com- 
mon-law partner was the annuitant (within the meaning assigned 
by subsection 146(1)); and 


(b) an amount equal to the premium or part thereof, as the case 
may be, deducted in computing the income of the spouse or 
common-law partner for the year. 


Related Provisions: 146(8.6) — Spouse’s income. 


History: Subsec. 146.3(5.4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 ef seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


(5.5) Where subsec. (5.1) does not apply — Subsection (5.1) 
does not apply 


(a) in respect of a taxpayer at any time during the year in which 
the taxpayer dies; 


(b) in respect of a taxpayer where either the taxpayer or the an- 
nuitant is a non-resident at the particular time referred to in that 
subsection; 


(c) to any payment that is received in full or partial commutation 
of a registered retirement savings plan or a registered retirement 
income fund and in respect of which a deduction was made 
under paragraph 60(1) if, where the deduction was in respect of 
the acquisition of an annuity, the terms of the annuity provide 
that it cannot be commuted, and it is not commuted, in whole or 
in part within 3 years after the acquisition; or 


(d) in respect of an amount that is deemed by subsection (6) to 
have been received by an annuitant under a registered retirement 
income fund immediately before the annuitant’s death. 
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(6) Where last annuitant dies — Where the last annuitant under 
a registered retirement income fund dies, that annuitant shall be 
deemed to have received, immediately before death, an amount out 
of or under a registered retirement income fund equal to the fair 
market value of the property of the fund at the time of the death. 
Related Provisions: 56(1)(t) — Income from RRIF; 60.02 — Rollover to RDSP; 
146(8.8) — Parallel rule for RRSPs; 146.3(5.5) — Application of subsec. (5.1); 
146.3(6.2) — Amount deductible; 146.3(6.3), (6.4) — Deduction to deceased for post- 
death RRIF losses; 160.2(2) — Joint and several liability for tax owing on payment 
from RRIF; 212(1)(q), 214(3)(i) — Non-resident withholding tax; 257 — Formula can- 
not calculate to less than zero. 


History: Subsec. 146.3(6) substituted by 1994, c. 21, subsec. 71(6), applicable to 
deaths occurring after 1992. That subsec. formerly read: 


(6) Effect of death where person other than spouse becomes entitled — 
Where the last annuitant under a registered retirement income fund dies, the an- 
nuitant shall be deemed to have received, immediately before the annuitant’s 
death, an amount out of or under a registered retirement income fund equal to the 
amount, if any, by which 


(a) the fair market [value] of all the property of the fund at the time of death 
exceeds 
(b) the portion thereof that, as a consequence of the death, becomes receiva- 
ble by the annuitant’s spouse. 
Regulations: 215(4) (information return). 
Forms: RC4178: Death of a RRIF annuitant [guide]. 


(6.1) Designated benefit deemed received — A designated 
benefit of an individual in respect of a registered retirement income 
fund that is received by the legal representative of the last annuitant 
under the fund shall be deemed 


(a) to be received by the individual out of or under the fund at 
the time it is received by the legal representative; and 


(b) except for the purpose of the definition “designated benefit” 
in subsection (1), not to be received out of or under the fund by 
any other person. 

Related Provisions: 60(1)(v)(B.1) — Rollover of designated benefits to child or 


grandchild on death; 146(8.1) — Parallel rule for RRSPs, 212(1)(q), 214(3)G) — Non- 
resident withholding tax. 


History: Subsec. 146.3(6.1) substituted by 1994, c. 21, subsec. 71(6), applicable to 
deaths occurring after 1992. That subsec. formerly read: 


(6.1) Amount deemed received by child or grandchild as a result of 
death — Such portion of an amount paid in a taxation year out of or under a 
registered retirement income fund after the death of the last annuitant thereunder 
to the annuitant’s legal representative as, had that portion been paid under the 
fund to a beneficiary of the deceased’s estate, would have been a refund of pre- 
miums (within the meaning assigned by subsection 146(1)) if the fund were a 
registered retirement savings plan shall, to the extent it is so designated jointly 
by the legal representative and the beneficiary in prescribed form filed with the 
Minister, be deemed 


(a) to be received by the beneficiary in the year as a benefit that is a refund 
of premiums under a registered retirement savings plan (within the meanings 
assigned by subsection 146(1)); and 


(b) not to be received out of or under a registered retirement income fund. 


Forms: RC4178: Death of a RRIF annuitant [guide]; T1090: Death of a RRIF annui- 
tant — designated benefit. 


(6.11) Transfer of designated benefit — For the purpose of 
subparagraph 60(1)(v), the eligible amount of a particular individual 
for a taxation year in respect of a registered retirement income fund 
is nil unless the particular individual was ; 


(a) a spouse or common-law partner of the last annuitant under 
the fund, or 


(b) a child or grandchild of that annuitant who was dependent 

because of physical or mental infirmity on that annuitant, 
in which case the eligible amount shall be. determined by the 
formula 

(B=©) 
Vie 
AX D 

where 


A is the portion of the designated benefit of the particular indivi- 
dual in respect of the fund that is included because of subsection 
(5) in computing the particular individual’s income for the year, 
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wo 


is the minimum amount under the fund for the year, 
C is the lesser of 


(a) the total amounts included because of subsection (5) in 
computing the income of an annuitant under the fund for. the 
year in respect of amounts received by the annuitant out of or 
under the fund, and 


(b) the minimum amount under the fund for the year, and 


D is the total of all amounts each of which is the portion of a desig- 
nated benefit of an individual in respect of the fund that is in- 
cluded because of subsection (5) in computing the individual’s 
income for the year. 

Related Provisions: 60(1)(ii)(a), 60.011 — Transfer to trust for infirm dependent 


child; 60.02(1)“eligible proceeds’’(b) — Rollover of eligible amount to RDSP on death; 
257 — Formula cannot calculate to less than zero. 

History: 2007, c. 29, subsec. 19(6) provides the following transitional provision: For 
the purpose of applying cl. 60(1)(v)(B.2) for the 2007 and 2008 taxation years, an eligi- 
ble amount of a taxpayer for a taxation year in respect of a registered retirement income 
fund (within the meaning assigned by subsec. 146.3(6.11)) is deemed to include 


(a) if the taxation year is 2007, the taxpayer was the annuitant under the fund on 
January 1, 2007 and the taxpayer attained 69 or 70 years of age in 2006, the lesser 
of 


(i) the total amounts included because of subsec. 146.3(5) in computing the 
income of the taxpayer for the taxation year in respect of amounts received out 
of or under the fund (other than an amount paid by direct transfer from the 
fund to another fund or a registered retirement savings plan), and 


(ii) the amount that would, but for the first paragraph (a)'above, be the mini- 
mum amount under the fund for 2007; and 


(b) if the taxation year is 2008, the taxpayer was the annuitant under the fund on 
January 1, 2008 and the taxpayer attained 70 years of age in 2007, the lesser of 


(i) the total amounts included because of subsec. 146.3(5) in computing, the 
income of the taxpayer for the taxation year in respect of amounts received out 
of or under the fund (other than an amount paid by direct transfer from the 
fund to another fund or a registered retirement savings plan), and 


(ii) the amount that would, but for the first paragraph (b) above, be the mini- 
muim amount under the fund for 2008. 


Subsec. 146.3(6.11) amended by 2000, c. 12, Sch. 2,'s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 2000. 
See also the transitional rules reproduced in the souks to’ '248(1)““common-law 
partner’. 


Subsec. 146.3(6.11), added by 1994, c. 21,,subsec. 71(6), applicable to deaths occurring 
after 1992. 


Forms: RC4178: Death of a RRIF annuitant [guide]; T4079: T4RSP and T4RIF guide. 


(6.2) Amount deductible — There may be deducted from the 
amount deemed by subsection (6) to be received by an annuitant out 
of or under a registered retirement income fund an amount not ex- 
ceeding the amount determined by the formula 


(B +C—D) 


ie 
sia (B+C) 


where 
A. is the total of 


(a) all designated benefits of individuals’ in respect of the 
fund; 


(b) all amounts that would, if the fund were a registered re- 
tirement savings plan, be tax-paid amounts (in this subsec- 
tion having the meaning assigned by subsection 146(1)) in 
respect of the fund received by individuals who received, 
otherwise than because of subsection (6.1), designated bene- 
fits in respect of the fund, and 


(c) all amounts each of which is an amount that would, if the 
fund were a registered retirement savings plan, be a tax-paid 
amount in respect of the fund received by the legal represen- 
tative of the last annuitant under the fund, to the extent that 
the legal representative would have been entitled to designate 
that tax-paid amount under paragraph (a) of the definition 
“designated benefit” in subsection (1) if tax-paid amounts 
were not excluded in determining refunds of premiums (as 
defined in subsection 146(1)); 


S..146.3(6.4) 


B. is the fair market value of the property of the fund at the particu- 
lar time that is the later of 


(a) the end of the first calendar year that begins after the 
death of the annuitant; and 


(b) the time immediately after the last time that any desig- 
nated benefit in respect of the fund is received by an 
individual; . 
C is the total of all amounts paid out of or under the fund after the 
death of the last annuitant thereunder and before the Cage 
time; and 


D is the lesser of 


(a) the fair market value of the property of the fund at the 
time of the death of the last annuitant thereunder, and 


(b) the sum of the values of B and C in respect of the fund. 


Related Provisions: 118.1(5.3) — Designation of charity as beneficiary of RRIF; 
146(8.9) — Parallel rule for RRSPs; 152(6)(f.3)— Reassessment to allow loss 
carryback. 


History: The description of A in subsec. 146.3(6.2) amended by 1998, c. 19, subsec. 
171(8), applicable to deaths that occur after 1992. The description formerly read: 

A is the total of all designated benefits of individuals in respect of the fund; 
Subsec. 146.3(6.2) substituted by 1994, c. 21, subsec. 71(6), applicable to deaths occur- 
ring after 1992. That subsec. formerly read: 


(6.2) Amount deductible — There may ‘be deducted from the amount deemed 
by subsection (6):to have been received by an annuitant under a registered retire- 
ment income fund the total of all amounts each of which is 


(a) that portion of an amount paid out of or under the fund that is deemed to 
be received by a beneficiary as a benefit that is a refund of premiums pursu- 
ant to subsection (6.1), or 


(b) an amount paid under the fund to a child or grandchild of the annuitant 
that would be a refund of premiums (within the meaning assigned by. subsec- 
tion 146(1)) had the fund been a registered retirement savings plan 


and each amount described in paragraph (b) that is paid to,a child or grandchild 
of the deceased shall be deemed to be received by the child or grandchild, as the 
case may be, as a benefit that is a refund of premiums under a registered retire- 
ment savings plan (within the meanings assigned by subsection 146(1)) and not 
to be received out of or under a registered retirement income fund. 


Forms: RC4178: Death of a RRIF annuitant [guide]. 


(6.3) Deduction for post-death reduction in value — If the 
last annuitant under a registered retirement income fund dies, there 
may be deducted in computing the annuitant’s income for the taxa- 
tion year in which the annuitant dies an amount not exceeding the 
amount determined, after all amounts payable out of or under the 
fund have been paid, by the formula 


A=B 
where 
A is the total of all amounts each of which is 


(a) the amount deemed by subsection (6) to have been: re- 
ceived by the annuitant out of or under the fund, 


(b) an amount (other than an amount described in paragraph 
(c)) received, after the death of the annuitant, by a taxpayer 
out of.or under the fund and-included, because of subsection 
(5), in computing, the taxpayer’s income, or 

(c) an amount that would, if the fund were a registered retire- 
ment savings plan, be a tax-paid amount (within the meaning 
assigned by subsection 146(1)) in respect of the fund; and 


B is the total of all amounts paid out of or under the fund after the 
death of the annuitant. 


Related Provisions: 60() — Deduction in computing net income; 146(8.92) — Par- 
allel rule for RRSP; 146.3(6.4) — Exceptions; 152(6)(f.3) — Reassessment to allow 
carryback of loss; 257 — Formula cannot calculate to less than zero; Reg. 215(6) — 
Information return required. 


History: Subsec. 146.3(6.3) added by 2009, c. 2, subsec. 54(2), applicable in respect 
of an RRIF in respect of which the last payment out of the fund is, made after 2008. 


Regulations: 215(6) (information return). 
Forms: RC249: Post-death decline in the value of an unmatured RRSP or RRIF. 


(6.4) Subsec. (6.3) not applicable — Except where the Minister 
has waived in writing the application of this subsection with respect 
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to all or any portion of the amount determined in subsection (6.3) in 
respect of a registered retirement income fund, that subsection does 
not apply if 
(a) at any time after the death of the annuitant, a trust governed 
by the fund held an investment that is not a qualified investment; 
or 


(b) the last payment out of or under the fund was made after the 
end of the year following the year in which the annuitant died. 
Related Provisions: 146(8.93) — Parallel rule for RRSP. 


History: Subsec. 146.3(6.4) added by 2009, c. 2, subsec. 54(2), applicable in respect 
of an RRIF in respect of which the last payment out of the fund is made after 2008. 


(7) Acquisition of non-qualified investment by trust — 
Where at any time in a taxation year a trust governed by a regis- 
tered retirement income fund 


(a) acquires an investment that is not a qualified investment, or 


(b) uses or permits to be used a property of the trust as security 
for a loan, 


the fair market value of 
(c) the investment at the time it was acquired by the trust, or 


(d) the property used as security at the time it commenced to be 
so used 
as the case may be, shall be included in computing the income for 
the year of the taxpayer who is the annuitant under the fund at that 
time. 
Related Provisions: 146.3(9) — Tax payable where non-qualified investment ac- 
quired; 146.3(10) — Recovery of property used as security; 212(1)(q), 214(3)G) — 
Non-resident withholding tax; 259(1) — Election for proportional holdings in trust 
property. 
Regulations: 215(3) (information return). 
Remission Orders: Lionaird Capital Corporation Notes Remission Order, P.C. 


1999-737 (tax under 146.3(7) waived because taxpayers thought they were qualified 
investments). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


(8) Disposition of non-qualified investment — Where at any 
time in a taxation year a trust governed by a registered retirement 
income fund disposes of a property that, when acquired, was not a 
qualified investment, there may be deducted in computing the in- 
come for the taxation year of the taxpayer who is the annuitant 
under the fund at that time, an amount equal to the lesser of 


(a) the amount that, by virtue of subsection (7), was included in 
computing the income of a taxpayer in respect of the acquisition 
of that property, and 


(b) the proceeds of disposition of the property. 
Related Provisions: 259(1) — Election for proportional holdings in trust property. 
Regulations: 215(3) (information return). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(9) Tax payable where non-qualified investment ac- 
quired — Where a trust governed by a registered retirement in- 
come fund has acquired a property that is not a qualified 
investment, 


Proposed Amendment — 146.3(9) opening words: 


(9) Tax payable on income from non-qualified invest- 
ment — If a trust that is governed by a registered retirement in- 
come fund holds, at any time in a taxation year, a property that is 
not a qualified investment, 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
104(5), will amend the opening words of subsec. 146.3(9) to read as above, applica- 
ble to 2003 et seq. ; : 
Technical Notes (July 2010): Subsection 146.3(9) provides that, if a trust goy- 
erned by a RRIF acquires a non-qualified investment, any income earned by the trust 
from the investment is taxable under Part I. 


Subsection 146.3(9) is amended to clarify that income from property that was a qual- 
ified investment at the time it was acquired but later became non-qualified is also 
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taxable in respect of the non-qualified period. This amendment, which applies to the — 
2003 and subsequent taxation years, is consistent with the tax treatment of income 
earned by RRSP trusts from non-qualified investments under subsection 146(10.1). 


(a) tax is payable under this Part by the trust on the amount that 
its taxable income for the year would be if it had no incomes or 
losses from sources other than the property that is not a qualified 
investment or no capital gains or capital losses other than from 
the disposition of that property, as the case may be; and 


(b) for the purposes of paragraph (a), 
(i) “income” includes dividends described in section 83, and 


(ii) paragraphs 38(a) and (b) shall be read without reference 
to the fractions set out therein. 


Proposed Amendment — 146.3(9)(b)(ii) — 


(ii) paragraphs 38(a) and (b) are to be read as if the fraction 
set out in each of those paragraphs were replaced by the _ 
| WOE Ml lies 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
104(6), will amend subpara. 146.3(9)(b)(ii) to, read as above, in force on Royal 
Assent. ae 
Technical Notes (July 2010): Subparagraph 146.3(9)(b)(ii) is reworded for 
clarity. ae 2 : 


Related Provisions: 146.3(3) — No tax while trust governed by fund; 146.3(7) — 
Acquisition of non-qualified investment by trust; 149(1)(x) — RRIF exemption; 
207.1(4) — Tax payable by RRIF on non-qualified investments, 259(1) — Election for 
proportional holdings in trust property. 

Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 78-18R6: Registered retirement income funds. 


(10) Recovery of property used as security — Where at any 
time in a taxation year a loan for which a trust governed by a regis- 
tered retirement income fund has used or permitted to be used trust 
property as security ceases to be extant, and the fair market value of 
the property so used was included by virtue of subsection (7) in 
computing the income of a taxpayer who was the annuitant under 
the fund, there may be deducted in computing the income for a tax- 
ation year of the taxpayer who is at that time the annuitant, an 
amount equal to the amount, if any, remaining when 


(a) the net loss (exclusive of payments by the trust as or on ac- 
count of interest) sustained by the trust in consequence of its 
using or permitting to be used the property as security for the 
loan and not as a result of a change in the fair market value of 
the property 


is deducted from 


(b) the amount so included in computing the income of a tax- 
payer in consequence of the trust’s using or permitting to be 
used the property as security for the loan. 


Regulations: 215(3) (information return). 


interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(11) Change in fund after registration — Where, on any day 
after a retirement income fund has been accepted by the Minister - 
for registration for the purposes of this Act, the fund is revised or 
amended or a new fund is substituted therefor, and the fund as re- 
vised or amended or the new fund substituted therefor, as the case 
may be, (in this subsection referred to as the “amended fund’) does 
not comply with the requirements of this section for its acceptance 
by the Minister for registration for the purposes of this Act, the fol- 
lowing rules apply: 


(a) the amended fund shall be deemed, for the purposes of this 
Act, not to be a registered retirement income fund; and 


(b) the taxpayer who was the annuitant under the fund before it 
became an amended fund shall, in computing the taxpayer’s in- 
come for the taxation year that includes that day, include as in- 
come received out of the fund at that time an amount equal to 
the fair market value of all the property held in connection with 
the fund immediately before that time. 
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Related Provisions: 146.3(2) — Requirements for acceptance for registration; 
146.3(12) — Where arrangement deemed to be new fund substituted for RRIF; 
146.3(13) — Where fund deemed revised or amended; 147.3(13.1) — Withdrawal of 
excessive transfers to RRSPs and RRIFs; 153(1)(1) — Withholdings; 204.2(1.4) — 
Deemed receipt where RRSP or RRIF amended; 212(1)(q); 214(3)(i) — Non-resident 
withholding tax. 


Information Circulars: 78-18R6: Registered retirement income funds, 


Forms: T1234 SCH B: Allowable amounts of non-refundable tax credits; T2205: 
Amounts from a spousal or common-law partner RRSP or RRIF to include in income. 


(12) Idem — For the purposes of subsection (11), an arrangement 
under which a right or obligation under a retirement income fund is 
released or extinguished either wholly or in part and either in ex- 
change or substifution for any right or obligation, or otherwise 
(other than an arrangement the sole object and legal effect of which 
is to revise or amend the fund) or. under which payment. of any 
amount by way. of loan or otherwise is made on the security of a 
right under a retirement income fund, shall be deemed to be a new 
fund substituted for the retirement income fund. 


Regulations: 215(4) (information return). 


(13) Idem — Where at any time a benefit or loan is extended or 
continues to be extended as a consequence of the existence of a reg- 
istered retirement income fund and that benefit or loan would be 
prohibited if the fund met the requirement for registration contained 
in paragraph (2)(g), for the purposes of subsection (11), the fund 
shall be deemed to have been revised or amended at that time so 
that it fails to meet the requirement for registration contained in par- 


agraph (2)(g). 


(14) Transfer on breakdown of marriage or common-law 
partnership — An amount is transferred from a registered retire- 
ment income fund of an annuitant in accordance with this subsec- 
tion if the amount 


(a) is transferred on behalf of an individual who is a spouse or 
common-law partner or former spouse or common-law partner 
of the annuitant and who is entitled to the amount under a de- 
cree, an order or a judgment of a competent tribunal, or under a 
written agreement, that relates to a division of property between 
the annuitant and the individual in settlement of rights that arise 
out of, or on a breakdown of, their marriage or common-law 
partnership; and 


(b) is transferred directly to 


(i) a registered retirement income fund under which the indi- 
vidual is the annuitant, or 


(ii) a registered retirement savings plan under which the indi- 
vidual is the annuitant (within the meaning assigned by sub- 
section 146(1)). 


Related Provisions: 146(16)(b)—Transfer of RRSP on marriage breakdown; 
146(21.2) — Saskatchewan Pension Plan account deemed to be RRSP for purposes of 
146.3(14); 146.3(2)(e)-(e.2) — Conditions applying on transfer; 146.3(14.2) — Effect 
of transfer; 252(3) — Extended meaning of “spouse” and “former spouse”. 


History: Subsec. 146.3(14) amended by 2003, c. 15, subsec. 83(4), applicable after 
2003. It formerly read: 


(14) Transfers — Notwithstanding anything in this section, an amount 
(a) transferred as described in paragraph (2)(e), or 


(b) transferred from a registered retirement income fund of an annuitant to a 
registered retirement income fund or registered retirement savings plan of 
the annuitant’s spouse or common-law partner or former spouse or common- 
law partner under a decree, order or judgment of a competent tribunal, or 
under a written separation agreement, relating to a division of property be- 
tween the annuitant and the annuitant’s spouse or common-law partner or 
former spouse or common-law partner in settlement of rights arising out of, 
or on the breakdown of, their marriage or common-law partnership, 


shall be deemed not to be an amount received by the annuitant out of or under a 
registered retirement income fund. 


Subsec. 146.3(14) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with 
“spouse or common-law partner”, and by 2000, c. 12, Sch. 2, s. 9, to replace “mar- 
riage” with “marriage or common-law partnership”, applicable to 2001 et seq., in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner”. 


S. 146.3 


Para. 146.3(14)(b) amended-by 1994, c. 7, Sch. VII (1993, c. 24), subsec: 84(7), appli- 
cable after 1992. Para. (b) formerly read: 


(b) transferred from a registered retirement income fund of an annuitant to a 
registered retirement income fund or a registered retirement savings plan of the 
annuitant’s spouse or former spouse pursuant to a decree, order or judgment of a 
competent tribunal or a written separation agreement, relating to a division of 
property between the annuitant and the annuitant’s spouse or former spouse in 
settlement of rights arising out of their marriage or other conjugal relationship, 
on or after the breakdown of their marriage or other relationship, 

Regulations: 215(5) (information return). 

Interpretation Bulletins: IT-307R4: Spousal or common-law registered retirement 

savings plans; IT-528: Transfers of funds between registered plans. 


Remission Orders: Certain Taxpayers Remission Order, 1999-2, P.C. 1999-1855, s. 
2 (remission to Quebec judges for excess contributions in 1989-90 transferred under 
146.3(14)). 


Information Circulars: 78-18R6: Registered retirement income funds. 
Forms: 12033: Direct transfer under subsec. 146.3(14.1) or para. 146(16)(a) or 


146,3(2)(e); T2220: Transfer from an RRSP or a RRIF to another RRSP on RRIF.on 
breakdown of marriage or common-law partnership. 


(14.1) Transfer to money purchase RPP — An amount is 
transferred from a registered retirement income fund of an annuitant 
in accordance with this subsection if the amount is transferred at the 
direction of the annuitant directly to a registered pension plan of 
which, at any time before the transfer, the annuitant -was a member 
(within the meaning assigned by subsection 147.1(1)) or to a pre- 
scribed registered pension plan and allocated to the annuitant under 
a money purchase provision (within the meaning assigned by sub- 
section 147.1(1)) of the plan. 

Related Provisions: 146.3(14.2) — Effect of transfer; Reg. 8300(1)“excluded con- 
tribution” — Amount transferred is excluded contribution. 


History: Subsec. 146.3(14:1) added by 2003, ¢. 15, subsec: 83(4), ‘applicable: after 
2003. : 


(14.2) Taxation of amount transferred — An amount trans- 
ferred on behalf of an individual in accordance with paragraph 
(2)(e) or subsection (14) or (14.1) 


(a) is not, solely because of that transfer, to be included in com- 
puting the income of any taxpayer; and 


(b) is not to be deducted in computing the income of any 
taxpayer. 
History: Subsec. 146.3(14.2) added by 2003, c. 15, subsec. 83(4), applicable after 
2003. 


(15) Credited or added amount deemed not received — 
Where 


(a) an amount is credited or added to a deposit with a depositary 
referred to in paragraph (d) of the definition “carrier” in subsec- 
tion (1) as interest or income in respect of the deposit, 


(b) the deposit is a registered retirement income fund at the time 
the amount is credited or added to the deposit, and 


(c) during the calendar year in which the amount is credited or 
added or during the preceding calendar year, the annuitant under 
the fund was alive, 


the amount shall be deemed not to be received by the annuitant or 
any other person solely because of the crediting or adding. 


History: Subsec. 146.3(15) substituted by 1994, .c. 21, subsec. 71(7), applicable to 
deaths occurring after 1992. That subsec. formerly read: 


(15) Where amount credited or added deemed not received — Where an 
amount is credited or added to a deposit with a depositary referred to in para- 
graph (d) of the definition “carrier” in subsection (1) as interest or income. in 
respect of the deposit, and where 


(a) the deposit is a registered retirement income fund at the time the amount 
is credited or added to the deposit, and 


(b) the annuitant under the fund is alive during the year in which the amount 
is credited or added, 


the amount shall be deemed not to be received by the annuitant by reason only of 
the crediting or adding. 


Definitions [s. 146.3]: “amount” — 248(1); “annuitant” — 146.3(1); “annuity” — 
248(1); “arm’s length” — 251(1); “authorized foreign bank” — 248(1); “beneficial 
owner” — 248(3); “calendar year” — Interpretation Act 37(1)(a); “capital gain”, “capi- 
tal loss” — 39(1); 248(1); “carrier” — 146.3(1); “common-law partner”, “common-law 


partnership” — 248(1); “consequence of the death” — 248(8); “corporation” — 
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248(1), Interpretation Act, “deferred profit sharing plan” — 147(1), 248(1);, “deposi- 


tary” — 146(1)“retirement savings plan”(b)(iii), 146.3(1)“carrier”(d); | “eligible 
amount” — 146.3(6.11); “former spouse” — 252(3); “held” — 146.3(1); “individual”, 
“Jegal representative” — 248(1); “‘licensed annuities provider” — 147(1), 248(1); 


“listed” — 87(10); “minimum amount” — 146.3(1); “Minister”, “non-resident”, “per- 
son”, “prescribed” — 248(1); “property” — 248(1);,. “property held” — 146.3(1); 
“province” — Interpretation Act 35(1); “qualified investment” —,146.3(1); “re- 
ceived” — 146.3(15); “registered pension plan” — 248(1); “registered retirement in- 
come fund” — 146,3(1), 248(1); “registered retirement savings plan” — 146(1), 
248(1); “retirement income fund” — 146.3(1), 248(1); “separation agreement” — 
248(1); “specified pension plan” — 248(1), Reg. 7800; “spousal or common-law part- 
ner plan” — 146(1); . “spouse” — 252(3);  “‘substituted’” — 248(5); “surviving 
spouse” — 146.3(1)“annuitant”(b); “tax-paid amount” — 146(1); “taxable income” — 
2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), 
(3); “written” — Interpretation Act 35(1)“writing”. 


Registered Disability Savings Plan 


146.4 (1) Definitions — The following definitions apply in this 
section. 


“assistance holdback amount”, in relation to a disability savings 
plan, has the meaning assigned under the Canada Disability Sav- 
ings Act. 


“contribution” to a disability savings plan does not include (other 
than for the purpose of paragraph (b) of the definition “disability 
savings plan”) 


(a) an amount paid into the plan under or because of the Canada 
Education Savings Act or a designated provincial program; 


(b) an amount paid into the plan under or because of any other 
program that has a similar purpose to a designated provincial 
program and that is funded, directly or indirectly, by a province 
(other than an amount paid into the plan by an entity described 
in subparagraph (a)(iii) of the definition “qualifying person” in 
its capacity as holder of the plan); 


(c) an amount transferred to the plan in accordance with subsec- 
tion (8); or 


(d) other than for the purposes of paragraphs (4)(f) to (h) and 
(n), a specified RDSP payment as defined in subsection 
60.02(1). 


History: Para. (d) added to the definition “contribution” by 2010, c. 25, s. 36, applica- 
ble after June 2011. 


The definition “contribution” in subsec. 146.4(1) amended by 2010, c. 12, subsec. 
17(1), applicable to 2009 et seg. It formerly read: 


“contribution” to a disability savings plan does not include. (other than for the 
purpose of paragraph (b) of the definition “disability savings plan”) an amount 
paid into the plan under the Canada Disability Savings Act or a prescribed 
payment. 


Regulations: No “prescribed payment” has been proposed for purposes of this 
definition. 


“designated provincial program” means a program that is estab- 
lished under the laws of a province and that supports savings in 
registered disability savings plans. 


History: The definition “designated provincial program” added to subsec. 146.4(1) by 
2010, c. 12, subsec. 17(2), applicable to 2009 et seq. 


“disability assistance payment”, in relation to a disability savings 
plan of a beneficiary, means any payment made from the plan to the 
beneficiary or to the beneficiary’s estate. 


Related Provisions: 146.4(7) — Non-taxable portion of payment, 
(c) — Deemed disability assistance payment from non-compliant plan. 


146.4(10)(b), 


“disability savings plan” of a beneficiary means an arrangement 
(a) between 
(i) a corporation (in this section referred to as the “issuer’’) 


(A) that is licensed or otherwise authorized under the 
laws of Canada or a province to carry on in Canada the 
business of offering to the public its services as trustee, 
and 
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(B) with which the specified Minister has entered into an 
agreement that applies to the arrangement for the pur- 
poses of the Canada Disability Savings Act, and 


(ii) one or more of the following: 
(A) the beneficiary, 


(B) an entity that, at the time the arrangement is entered 
into, is a qualifying person in relation to the beneficiary, 
and 


(C) a legal parent of the beneficiary who, at the time the 
arrangement is entered into, is not a qualifying person in 
relation to the beneficiary but is a holder of another ar- 
rangement that is a registered disability savings plan of 
the beneficiary; 


(b) under which one or more contributions are to be made in 
trust to the issuer to be invested, used or otherwise applied by 
the issuer for the purpose of making payments from the arrange- 
ment to the beneficiary; and 


(c) that is entered into in a taxation year in respect of which the 
beneficiary is a DTC-eligible individual. 
Related Provisions: 146.2(12) — TFSA deemed not to be DSP. See also under 
146.4(1)“registered disability savings plan”. 
History: 2009, c. 2, s. 81 reads as follows: 


81. (1) For the purposes of the Income Tax Act and the Canada Disability Sav- 
ings Act, specified RDSP events are deemed to have occurred, in the order that 
they actually occurred, on December 31, 2008 and not on the day or days that 
they actually occurred. 


(2) For the purposes of subsection (1), “specified RDSP event” means an event 
occurring after 2008 and before March 3, 2009. that 
(a) establishes a “disability savings plan” as defined in subsection 146.4(1) 
of the Income Tax Act; 


(b) satisfies conditions in subsection 146.4(2) of the Income Tax Act, 


(c) establishes a “registered disability savings plan” as defined in subsection 
146.4(1) of the Income Tax Act for a beneficiary who is, in respect of the 
2008 taxation year, a “DTC-eligible individual” as defined in subsection 
146.4(1) of the Income Tax Act and who was resident in Canada at the end 
of that year; 

(d) is the making of any contribution to the registered disability savings 
plan; 

(e) satisfies the requirement in paragraph 3(b) of the Canada Disability Sav- 
ings Regulations; or 


(f) is the taking of any other action to ensure that the registered disability 
savings plan is validly established and contributions to the plan are validly 
made. 


“DTC-eligible individual’, in respect of a taxation year, means an 
individual in respect of whom an amount is deductible, or would if 
this Act were read without reference to paragraph 118.3(1)(c) be 


deductible, under section 118.3 in computing a taxpayer’s tax paya- . 


ble under this Part for the taxation year. 


‘Proposed Amendment — Appeal of DTC-eligible 
status to Tax Court of Canada 


Dept: of Finance news release 2010-113, November 25, 2010: sSudennat: by 


the Honourable Jim Flaherty, Minister of Finance, Concerning Eligibility for the Disat 
bility Tax Credit and Registered Disability Savings Pign 


“The Registered Disability Savings Plan (RDSP) i is an important initiati = that. 
tax sheltered savings for individuals eligible for the Disability Tax. Credit. Tens of 


of Canadians ues oo now hares eee and “— —— of ae 


contenes: to Se 


ed.] that ie ing income tax law would not abe an + individual to panies a -termina- 
tion concerning an individual’s eligibility for the Disability Tax Credit s that de- 
termination affected the individual’s tax payable. As a result, individuals whose income 
is too low to pay tax are effectively barred from establishing an RDSP where their 
eligibility for the agar Lg Credit has not been mia by the Canada’ a aes 
Agency. ac ae 

“Procedural issues of this nature & should not eo an ingens for aria dir ies Wish 
to establish their right to the peer Tax Credit pants as | a ses also their nigh id 
open an. BDSP. 


“To: promote the fair and Sooiedhis treatment. of iCenbideanss I baad to uitabey ‘aes 
lative amendments at the earli¢st opportunity so that individuals can, in every case, 


appeal a determination concerning their eligibility for the Disability Tax Credit.” 
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“holder” of a.disability savings plan at any time means each of the 
following: 


(a) an entity that has, at that time, rights as an entity with: whom 
the issuer entered into. the plan; 


(b) an entity that has, at that time, rights as a successor or as- 
signee of an entity described in paragraph (a) or in this para- 
graph; and 
(c) the beneficiary if, at that time, the beneficiary is not an entity 
described in paragraph (a) or (b) and has rights under the plan to 
make decisions (either alone or with other holders of the plan) 
concerning the plan, except where the only such right is a right 
to direct that disability assistance payments be made as provided 
for in subparagraph (4)(n)(iii)). 
Related Provisions: 146.4(13)(a) — Notification required of change in holders; 
160.21 — Liability of holder for non-compliance by RDSP; 206(3)— Liability of 
holder for tax on inadequate consideration; 206.1(3) — Liability of holder for tax on 


non-qualified investment; 206.2(3) — Liability of holder for tax where advantage ex- 
tended; 207(3) — Discharge of Part XI tax liability. 


“Jifetime disability assistance payments” under a disability sav- 
ings plan of a beneficiary means disability assistance payments that 
are identified under the terms of the plan as lifetime disability assis- 
tance payments. and that, after they begin to be paid, are payable at 
least annually until the earlier of the day on which the beneficiary 
dies and the day on which the plan is terminated. 


“plan trust”, in relation to a disability savings plan, means the trust 
governed by the plan. tat ; 

“qualifying person’’, in relation to a beneficiary of a disability sav- 
ings plan, at any time, means 


(a) if the beneficiary has not, at or before that time, attained the 
age of majority, an entity that is, at that time, 


(i) a legal parent of the beneficiary, 

(ii) a guardian, tutor, curator ‘or other individual who is le- 
gally authorized to act on behalf of the beneficiary, or 

(iii) a public department, agency or institution that is legally 
authorized to act on behalf of the beneficiary, and 


(b) if the beneficiary has, at or before that time, attained the age 
of majority and is not, at that time, contractually competent to 


enter into a disability savings plan, an entity that is, at that time, 


an entity described in subparagraph (a)(ii) or (iii). 


“registered disability savings plan’? means a disability savings 
plan that satisfies the conditions in subsection (2), but does not in- 
clude a plan to which subsection (3) or (10) applies. 

Related Provisions: 18(11)(i) — No deduction for interest paid on money borrowed 
to make contribution; 40(2)(g) — No capital loss on disposition of RDSP;, 60.02 — 
Rollover of RRSP, RRIF or RPP to RDSP on death; 74.5(12)(a.2) — Attribution rules 
do not apply to RDSP; 75(3)(a) — Reversionary trust rules do not apply to RDSP; 
108(1)“trust’’(a) — “Trust”, does. not, include a ;RDSP for certain; purposes; 
128.1(10)‘‘excluded right or interest’’(iii.1) —-No capital gains tax on emigration from 
Canada; 146.4(2)-(4) — Conditions for plan to be and remain registered; 146.4(5) — 
Whether RSDP pays tax; 146.4(10)(a) — Non-compliant plan ceases to be RDSP; 
206.2 — Tax on advantage extended other than by making disability assistance pay- 
ment; 248(1)“registered disability savings plan” — Definition applies to entire Act. 


Forms: RC4460: Registered disability savings plan [guide, draft]. 


“specified Minister” means the minister designated under section 4 
of the Canada Disability. Savings Act. 


“specified year” for a disability savings plan of a beneficiary 
means the particular, calendar year in which a medical doctor li- 
censed to practice under the laws of a province (or of the place 
where the beneficiary resides) certifies in writing that the benefici- 
ary’s state of health is such that, in the professional opinion of the 
medical doctor, the beneficiary is not likely to survive more than 
five years, and each of the five calendar years following the particu- 
lar calendar year, but does not include any calendar year prior to the 


S. 146.4(4)(e) 


calendar year in which the-certification is provided to the issuer of 
the plan. 


(2) Registered status — The conditions that must be satisfied 
for a disability savings plan of a Sa ae to be a registered disa- 
bility savings plan are as follows: 


(a) before the plan is entered into, the issuer of the plan has re- 
ceived written notification from the Minister that, in the Min- 
ister’s. opinion, a plan ,whose terms are identical to the plan 
would, if entered into by entities eligible to enter into a disability 
savings plan, comply with the conditions in subsection (4); 


(b) at or before the time the plan is entered into, the issuer of the 
plan has been provided with the Social Insurance Number of the 
beneficiary and the Social Insurance Number or business num- 
ber, as the case may be, of each’entity with which the issuer has 
entered into the plan; and 


(c) at the time the plan is entered into, the beneficiary is resident 
in Canada, except that this condition does not apply if, at that 
time, the beneficiary is the Panny, under another registered 
disability savings plan. 


(3) Registered status nullified — A disability savings plan is 
deemed never to have been a registered disability savings plan if 


(a) the issuer of the plan has not, on or before the day that is 60 
days after the particular day on which the plan was entered into, 
provided notification of the plan’s existence’in prescribed form 
containing prescribed information to the specified Minister; or 


(b) the beneficiary was, on the particular day, the beneficiary 
under. another registered disability savings plan and that other 
plan has not been terminated on or before the day that is 120 
days, after the. particular day or any later day that the specified 
Minister considers reasonable in the circumstances. 


(4) Plan conditions — The conditions referred to in paragraph 
(2)(a) are as follows: 


(a) the plan stipulates 


(i) that itis to be operated exclusively for the. benefit of the 
beneficiary under the plan, 


(ii) that the designation of the beneficiary under the plan is 
irrevocable, and , 


(iii) that no right of the beneficiary to receive payments from 
the plan is capable, either in whole or in part, of surrender or 
assignment; 


(b) the plan allows an entity to acquire rights as a successor or 
assignee of a holder of the plan only if the entity is 


(i) the beneficiary, 
(ii) the beneficiary’s estate, 
(iii) a holder of the plan at the time the rights are é,acquired, 


(iv) a qualifying person in relation to the beneficiary at the 
‘time the:rights are acquired, or 


(v) an individual who is a legal parent of the beneficiary and 
was previously a holder of the plan;: 


(c) the plan provides that, where an entity (other than a legal 
parent of the beneficiary) that is a holder of the plan ceases to be 
a qualifying person in relation to the beneficiary,at any time, the 
entity ceases at that time to be a holder of the plan; 


(d) the plan provides for there to be at least one holder of the 
plan_at all times that the plan‘is in existence and may provide for 
the beneficiary (or the beneficiary’s estate, as the case may be) 
to automatically acquire rights as:a successor or assignee of a 
holder. in order to ensure compliance with this requirement; 


(e) the plan provides that, where an entity becomes a holder of 
the plan after the plan is entered into, the entity is prohibited 
(except to the extent otherwise permitted by the Minister or the 
specified Minister) from exercising their rights:as a holder of the 
plan until the issuer has been advised of the entity having be- 
come a holder of the plan and been provided with the entity’s 
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Social Insurance Number or business number, as the case may 
ve 
(f) the plan prohibits contributions from being made to the plan 
at any time if 
(i) the beneficiary is not a DTC-eligible individual in respect 
of the taxation year that includes that time, or 


(ii) the beneficiary died before that time; 


(g) the plan prohibits a contribution from being made to the plan 
at any time if 
(i) the beneficiary attained the age of 59 years before the cal- 
endar year that includes that time, 


(ii) the beneficiary is not resident in Canada at that time, or 


(iii) the total of the contribution and all other contributions 
made at or before that time to the plan or to any other regis- 
tered disability savings plan of the beneficiary would exceed 
$200,000; 


(h) the plan prohibits contributions to the plan by any entity that 
is not a holder of the plan, except with written consent of a 
holder of the plan; 


(i) the plan provides that no payments may be made from the 
plan other than 


(i) disability assistance payments, 
(ii) a transfer in accordance with subsection (8), and 


(iii) repayments under the Canada Disability Savings Act or 
a designated provincial program, 


(j) the plan prohibits a disability assistance payment from being 
made if it would result in the fair market value of the property 
held by the plan trust immediately after the payment being less 
than the assistance holdback amount in relation to the plan; 


(k) the plan provides for lifetime disability assistance payments 
to begin to be paid no later than the end of the particular calen- 
dar year in which the beneficiary attains the age of 60 years or, 
if the plan is established in or after the particular year, in the 
calendar year following the calendar year in which the plan is 
established; 


(1) the plan provides that the total amount of lifetime disability 
assistance payments made in any particular calendar year (other 
than a specified year for the plan) shall not exceed the amount 
determined by the formula 


AB +3-—C)+D 
where 


A. is the fair market value of the property held by the plan trust 
at the beginning of the calendar year (other than annuity con- 
tracts held by the plan trust that, at the beginning of the cal- 
endar year, are not described in paragraph (b) of the defini- 
tion “qualified investment” in subsection 205(1)), 


Bis the greater of 80 and the age in whole years of the benefi- 
ciary at the beginning of the calendar year, 


C is the age in whole years of the beneficiary at the beginning 
of the calendar year, and 


D is the total of all amounts each of which is 


(i) a periodic payment under an annuity contract held by 
the plan trust at the beginning of the calendar year (other 
than an annuity contract described at the beginning of the 
calendar year in paragraph (b) of the definition “qualified 
investment” in subsection 205(1)) that is paid to the plan 
trust in the calendar year, or 


(ii) if the periodic payment under such an annuity contract 
is not made to the plan trust because the plan trust dis- 
posed of the right to that payment in the calendar year, a 
reasonable estimate of that payment on the assumption 
that the annuity contract had been held throughout the 
calendar year and no rights under the contract were dis- 
posed of in the calendar year; 
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(m) the plan stipulates whether or not disability assistance pay- 
ments that are not lifetime disability assistance payments are to 
be permitted under the plan; 


(n) the plan provides that when the total of all amounts paid 
under the Canada Disability Savings Act before the beginning of 
a calendar year to any registered disability savings plan of the 
beneficiary exceeds the total of all contributions made before the 
beginning of the calendar year to any registered disability sav- 
ings plan of the beneficiary, 


(i) if the calendar year is not a specified year for the plan, the 
total amount of disability assistance payments made from the 
plan to the beneficiary in the calendar year shall not exceed 
the amount determined by the formula set out in paragraph 
(1) in respect of the plan for the calendar year, except that, in 
calculating that total amount, any payment made following a 
transfer in the calendar year from another plan in accordance 
with subsection (8) is to be disregarded if it is made 


(A) to satisfy an undertaking described in, paragraph 
(8)(d), or 


(B) in lieu of a payment that would otherwise have been 
permitted to be made from the other plan in the calendar 
year had the transfer not occurred, 


(ii) if the beneficiary attained the age of 59 years before the 
calendar year, the total amount of disability assistance pay- 
ments made from the plan to the beneficiary in the calendar 
year shall not be less than the amount determined by the 
formula set out in paragraph (1) in respect of the plan for the 
calendar year (or such lesser amount as is supported by the 
property of the plan trust), and 


(iii) if the beneficiary attained the age of 27 years, but not the 
age of 59 years, before the calendar year, the beneficiary has 
the right to direct that, within the constraints imposed by sub- 
paragraph (i) and paragraph (j), one or more disability assis- 
tance payments be made from the plan to the beneficiary in 
the calendar year; 


(o) the plan provides that, at the direction of the holders of the 
plan, the issuer shall transfer all of the property held by the plan 
trust (or an amount equal to its value) to another registered disa- 
bility savings plan of the beneficiary, together with all informa- 
tion in its possession that may reasonably be considered neces- 
sary for compliance, in respect of the other plan, with the 
requirements of this Act and with any conditions and obligations 
imposed under the Canada Disability Savings Act, and 


(p) the plan provides for any amounts remaining in the plan (af- 
ter taking into consideration any repayments under the Canada 
Disability Savings Act or a designated provincial program) to be 


paid to the beneficiary or the beneficiary’s estate, as the case ~ 


may be, and for the plan to be terminated, by the end of the 
calendar year following the earlier of 


(i) the calendar year in which the beneficiary dies, and 


(ii) the first calendar year throughout which the beneficiary 
has no severe and prolonged impairments with the effects de- 
scribed in paragraph 118.3(1)(a.1). 
Related Provisions: 60.02 — Rollover of RRSP, RRIF or RPP to RDSP on death; 
146.4(10)(c) — Effect of non-compliance with para. (4)(h); 146.4(11) — Non-compli- 
ance with subsec. (4); 146.4(13)(b) — No amendment to plan unless Minister rules 
amendments comply; 205-207 — Part XI taxes on RDSPs; 248(3)(c) — RDSP set up 
in Quebec deemed to be trust. 
History: Para. 146.4(4)(g) amended by 2010, c. 12, subsec. 17(3), applicable to 2009 
et seq. It formerly read: 
(g) the plan prohibits a contribution from being made to the plan (other than as a 
transfer in accordance with subsection (8)) at any time if 
(i) the beneficiary attained the age of 59 years before the calendar year that 
includes that time, 


(ii) the beneficiary is not resident in Canada at that time, or 


(iii) the total of the contribution and all other contributions made (other than 
as a transfer in accordance with subsection (8)) at or before that time to the 
plan or to any other registered disability savings plan of the beneficiary 
would exceed $200,000; 
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Subpara. 146.4(4)(i)(iii) amended by the said c. 12, subsec. 17(4), applicable to 2009 er 
seq. It formerly read: 


(iii), repayments under the Canada Disability Savings Act; 


The opening words of para. 146.4(4)(n) amended by the said c. 12, subsec. 17(5), to 
delete “(other than as a transfer in accordance with subsection (8))”, applicable to 2009 
et seq. 


The opening words of para. 146.4(4)(p) amended by the said c. 12, subsec. 17(6), to 
substitute “Canada Disability Savings Act, or a designated provincial program’ for 
“Canada Disability Savings Act’, applicable to 2009 et seg. 


Subpara. 146.4(4)(p)(ii) amended by 2008, c. 28, subsec. 25(1), applicable to 2008 er 
seq. It formerly read: 


(p) the plan provides for any amounts remaining in the plan (after taking into 
consideration any repayments under the Canada Disability Savings Act) to be 
paid to the beneficiary or the beneficiary’s estate, as the case may be, and for the 
plan to be terminated, by the end of the calendar year, following the earlier of 


(i) the calendar year in which the beneficiary dies, and 
(ii) the taxation year in respect of which the beneficiary ceases to. be a DTC- 
eligible individual. 

Forms: RC4460: Registered disability savings plan [guide, draft]. 


(5) Trust not taxable — No tax is payable under this Part by a 
trust on the taxable income of the trust for a taxation year if, 
throughout the period in the year during which the trust was in exis- 
tence, the trust was governed by a registered disability savings plan, 
except that 


(a) tax is payable under this Part by the trust on its taxable in- 
come for the year if the trust has borrowed money 


(i) in the year, or 


(ii) in a preceding taxation year and has not repaid it before 
the beginning of the year; and 


(b) if the trust is not otherwise taxable under paragraph (a) on its 
taxable income for the year and, at any time in the year, it car- 
ries On One or more businesses or holds one or more properties 
that ‘are not’ qualified investments (as defined in’ subsection 
205(1)) for the trust, tax is payable under this Part by the trust on 
the amount that its taxable income for the. year would be if it had 
no incomes or losses from sources other than those businesses 
and properties, and no capital gains or losses.other than from 
dispositions of those properties, and for this purpose, 


(i) “income” includes dividends described in section 83, and 


(ii) paragraphs 38(a) and (b) are to be read as if the fraction 
set out in each of those paragraphs were replaced by the 
word “all”, 
Related Provisions: 149(1)(u.1)— RDSP. exempt to extent provided by 146.4; 
205-207, — Other taxes on RDSPs; 253.1 — Investment in limited partnership is not 
carrying on business for 146.4(5)(b). 


(6) Taxation of disability assistance payments — Where a 
disability assistance payment is made from.a registered disability 
savings plan of,a beneficiary, the amount, if any, by which the 
amount of the payment exceeds the non-taxable portion of the pay- 
ment shall be included, 


(a) if the beneficiary is alive at the time the payment is made, in 
computing the beneficiary’s income for the beneficiary’s taxa- 
tion year in which the payment is made; and 


(b) in any other case, in computing the income of the benefici- 

ary’s estate for the estate’s taxation year in which the payment is 

made. 
Related Provisions: 56(1)(q.1) — Income inclusion; 60(z) — Repayment deducti- 
ble; 74.5(12)(a.2) — Attribution rules do not apply to RDSP; 122.5(1)“adjusted in- 
come” — Income not counted for purposes of GST/HST Credit; 122.6“adjusted in- 
come” — Income not counted for purposes of Child Tax Benefit; 146.4(7) — Non- 
taxable portion of payment; 146.4(10)(b), (c) — Deemed payment from non-compliant 
plan; 180.2(1)“adjusted income” — Income not counted for purposes of Old Age Se- 
curity clawback; 206.2 —Tax on advantage extended other than by making disability 
assistance payment. 


(7) Non-taxable portion of disability assistance pay- 
ment — The non-taxable portion of a disability assistance payment 
made at a particular time from a registered disability savings plan of 
a beneficiary is the lesser of the amount of the disability assistance 
payment and the amount determined by. the formula 


S. 146.4(10)(b)(i) 


A x B/C 
where 
A is the amount of the disability assistance payment; 
B_ is the amount, if any, by which | 


(a) the total of all amounts each of which is the amount/of a 
contribution made before the particular time to any registered 
disability savings plan of the beneficiary 


exceeds 
(b) the total of all amounts each of which is the non-taxable 
portion of a disability assistance payment made before the 


particular time from any registered disability savings plan of 
the beneficiary; and 


C is the amount by which the fair market value of the property 
held by the plan trust immediately before the payment exceeds 
the assistance holdback amount in relation to the plan. 

Related Provisions: 146.4(6) — Remainder of payment is taxable. 


History: Para. (a) of the description of B in subsec. 146.4(7) amended by 2010, c. 12, 
subsec. 17(7), to delete “(other than as a transfer in accordance with subsection (8))”, 
applicable to 2009 et seq. 


(8) Transfer of funds — An amount is transferred from a regis- 
tered disability savings plan (in this subsection referred to as the 
“prior plan”) of a beneficiary in accordance with this subsection if 


(a) the amount is transferred directly to another registered disa- 
bility savings plan (in this subsection referred to as the “new 
_ plan’) of the beneficiary; 


(b) the prior plan is terminated immediately after the transfer; 


(c) the issuer of the prior plan provides the issuer of the new 
plan with all information in its possession concerning the prior 
plan as may reasonably be considered necessary for compliance, 
in respect of the new plan, with the requirements of this Act and 
with any conditions and obligations imposed under the Canada 
Disability Savings Act; and 

(d) where the beneficiary attained the age of 59 years before the 
calendar year in which the transfer occurs, the issuer of the new 
plan undertakes to make (in addition to any other disability as- 
sistance payments that would otherwise have been made from 
the new plan in the year) one or more disability assistance pay- 
ments from the plan in the year, the total of which is equal to the 
amount, if any, by which 


(i) the total amount of disability assistance payments that 
would have been required to be made from the prior plan in 
the year if the transfer had not occurred 


exceeds 


(ii) the total amount of disability assistance payments made 
from the prior plan in the year. 


Related Provisions: 146.49) — No tax on transfer; 248(1)“disposition’(f)(vi) — 
Transfer from RDSP to RDSP is not disposition. 


(9) No income inclusion on transfer — An amount transferred 
in accordance with subsection (8) is not, solely because, of that 
transfer, to be included, in computing the income of any taxpayer. 


(10) Non-compliance — cessation of registered status — 
Where, at any particular time, a registered disability savings plan is 
non-compliant as described in subsection (11), 


(a) the plan ceases, as of the particular time, to be a registered 
disability savings plan (other than for the purposes of applying, 
as of the particular time, this subsection and subsection (11)); 


(b) a disability assistance payment is deemed to have been made 
from the plan at the time (in this subsection referred to as the 
“relevant time’) immediately before the particular time to the 
beneficiary under the plan (or, if the beneficiary is deceased at 
the relevant time, to the beneficiary’s estate), the amount of 
which payment is equal to the amount, if any, by which 


(i) the fair market value of the property held by the plan trust 
at the relevant time 
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exceeds 


(ii) the assistance holdback amount in relation to the plan; 
and 


(c) if the plan is non-compliant because of a payment that is not 
in accordance with paragraph (4)(j), a disability assistance pay- 
ment is deemed to have been made from the plan at the relevant 
time (in addition to the payment deemed by paragraph (b) to 
have been made) to the beneficiary under the plan (or, if the 
beneficiary is deceased at the relevant time, to the beneficiary’s 
estate) 


(i) the amount of which payment is equal to the amount by 
which the lesser of 


(A) the assistance holdback amount in relation to the plan, 
and 


(B) the fair market value of the property held by the plan 
trust at the relevant time 


exceeds 


(C) the fair market value of the property held by the plan 
trust immediately after the particular time, and 


(ii) the non-taxable portion of which is deemed to be nil. 


Related Provisions: 160.21 — Joint and several liability for. tax; 205-207 — Other 
taxes on RDSPs. 


(11) Non-compliance — A registered disability savings plan is 
non-compliant 


(a) at any time that the plan fails to comply with a condition in 
subsection (4); 


(b) at any time that there is a failure to administer the plan in 
accordance with its terms (other than those terms which the plan 
is required by subparagraph (4)(a)(i) to stipulate); and 


(c) at any time that a person fails to comply with a condition or 
an obligation imposed, with respect to the plan, under the Can- 
ada Disability Savings Act, and the specified Minister has noti- 
fied the Minister that, in the specified Minister’s' opinion, it is 
appropriate that the plan be considered to be non-compliant be- 
cause of the failure. 


Related Provisions: 146.4(10) — Effect of non-compliance; 146.4(12) — Excep- 
tions to subsec. (11); 146.4(13)(c) — Notification of non-compliance required. 


(12) Non-application of subsec. (11) — Where a registered 
disability savings plan would otherwise be non-compliant at a par- 
ticular time because of a failure described in paragraph (11)(a) or 
(b), 
(a) the Minister may waive the application of the relevant para- 
graph with respect to the failure, if it is just and equitable to do 
SO; 
(b) the Minister may deem the failure to have occurred at a later 
time; 
(c) if the failure consists of the making of a contribution that is 
prohibited under any of paragraphs (4)(f) to (h), an amount 
equal to the amount of the contribution has been withdrawn 
from the plan within such period as is specified by the Minister 
and the Minister has approved the application of this paragraph 
with respect to the failure, 


(i) the contribution is deemed never to have been made, and 


(ii) the withdrawal is deemed not to be a disability assistance 
payment and not to be in contravention of the condition in 
paragraph (4)(i); or 


(d) if the failure consists of the plan not being terminated by the 
time set out in paragraph (4)(p) and the failure was due to the 
issuer being unaware of, or there being some uncertainty as to, 
the existence of circumstances requiring that the plan be 
terminated, 


(i) the Minister may specify a later time by which the plan is 
to be terminated (but no later than is reasonably necessary for 
the plan to be terminated in an orderly manner), and 
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(ii) paragraph (4)(p) and the plan terms are, for the purposes 

of paragraphs (11)(a) and (b), to be read as though they re- 

quired the plan to be terminated by the time so specified. 
History: Para. 146.4(12)(d) amended by 2008, c. 28, subsec. 25(2), applicable to 2008 
et seq. It formerly read: 


(d) if the failure consists of the plan not being terminated as required under para- 
graph (4)(p) and was due either to the issuer not being aware of the beneficiary 
having died or having ceased to be a DTC-eligible individual or to some uncer- 
tainty as to the beneficiary having ceased to be a DTC-eligible individual, the 
Minister may specify a later date by which it is reasonable to assume that the 
plan can be terminated in an orderly manner and, for the purposes of paragraphs 
(11)(a) and (b), paragraph (4)(p) and the plan terms are to be read as though they 
required the plan to be terminated by that date. 


(13) Obligations of issuer — The issuer of a registered disabil- 
ity savings plan shall, 


(a) where an entity becomes a holder of the plan after the plan is 
entered into, so notify the specified Minister in prescribed form 
containing prescribed information on or before the day that is 60 
days after the later of 


(i) the day on which the issuer is advised of the entity having 
become a holder of the plan, and 


(ii) the day on which the issuer is provided with the new 
holder’s Social Insurance Number or business number, as the 
case may be; 


(b) not amend the plan before having received notification from 
the Minister that, in the Minister’s opinion, a plan whose terms 
are identical to the amended plan would, if entered into by enti- 
ties eligible to enter into a disability savings plan, comply with 
the conditions in subsection (4); 


(c) where the issuer becomes aware that the plan is, or is likely 
to become, non-compliant (determined without reference to par- 
agraph (11)(c) and subsection (12)), notify the Minister and the 
specified Minister of this fact on or before the day that is 30 
days after the day on which the issuer becomes so aware; and 


(d) exercise the care, diligence and skill of a reasonably prudent 
person to minimize the possibility that a holder of the plan may 
become liable to pay tax under Part XI in connection with the 
plan. 

History [s. 146.4]: S. 146.4 added by 2007, c. 35, s. 115, applicable to 2008 et seq. 


Definitions [s. 146.4]: “amount”, “annuity” — 248(1); “assistance holdback 
amount” — 146.4(1); “borrowed money”, “business”, “business number” — 248(1); 
“calendar year” — Interpretation Act 37(1)(a); “Canada” — 255, Interpretation Act 
35(1); “capital gain” — 39(1)(a), 248(1); “corporation” — 248(1), Interpretation Act 
35(1); “DTC-eligible individual”, “designated provincial program”, “disability assis- 
tance payment”, “disability savings plan” — 146.4(1); “disposition”, “dividend” — 
248(1); “estate” — 104(1), 248(1); “holder” — 146.4(1); “identical” — 248(12); “indi- 
vidual” — 248(1); “issuer” — 146.4(1)“disability savings plan’’(a)(i); “lifetime disabil- 
ity assistance payments” — 146.4(1); “Minister” — 248(1); “non-compliant” — 


146.4(11), (12); “non-taxable portion” — 146.4(7); “parent” — 252(2)(a); “person” — ~ 


248(1); “plan trust” — 146.4(1); “prescribed”, “property” — 248(1); “province” — In- 
terpretation Act 35(1); “qualified investment” — 205(1); “qualifying person” — 
146.4(1); “registered disability savings plan” — 146.4(1), 248(1); “relevant time” — 
146.4(10)(b); “resident in Canada’ — 250; “specified Minister”, “specified year” — 
146.4(1); “taxable income” — 248(1); “taxation year” — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3); “written” — Interpretation Act 35(1)“writing”. 


Registered Plans Compliance Bulletins: 6 (RDSP compliance issues). 
Deferred Profit Sharing Plans 


147. (1) Definitions — In this section, 


“deferred profit sharing plan” means a profit sharing plan ac- 
cepted by the Minister for registration for the purposes of this Act, 
on application therefor in prescribed manner by a trustee under the 
plan and an employer of employees who are beneficiaries under the 
plan, as complying with the requirements of this section; 

Related Provisions: 75(3)(a) — Reversionary trust rules do not apply to DPSP; 
108(1)“trust’(a) — “Trust” does not include a DPSP for certain purposes; 
128.1(10)“excluded right or interest’(a)(iv) —No deemed disposition of DPSP on 
emigration. 

Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Forms: T2214: Application for registration as a deferred profit sharing plan. 
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“forfeited amount’, under a deferred profit sharing plan or a plan 
the registration of which has been revoked pursuant to subsection 
(14) or (14.1), means an amount to which a beneficiary under the 
plan has ceased to have any rights, other than the portion thereof, if 
any, that is payable as a consequence of the death of the beneficiary 
to a person who is entitled thereto by virtue of the Paticebation of 
the beneficiary in the plan; 


“licensed annuities provider” means a person licensed or other- 
wise authorized under the laws of Canada or.a.province to.carry on 
in Canada an annuities business; 


Related Provisions: 248(1)“licensed annuities + provider” — Definition applies to 
entire Act. ¢ 


History: The definition “licensed annuities provider” added to subsec. 147(1) by 1997, 
c. 25, subsec. 43(1), applicable after 1991. 


“profit sharing plan” means an arrangement. under which pay- 
ments computed by reference to an employer’s profits from the em- 
ployer’s business, or by reference. to, those profits and. the profits, if 
any, from the business of a corporation with which the employer 
does not deal at arm’s length, are or have been made by the em- 
ployer to'a trustee in trust forthe benefit of employees or former 
employees of that employer. 

Related Provisions: 147(16)— Payments out of profits; 248(1)‘‘deferred profit 
sharing plan”, “profit sharing plan” — Definitions apply to entire Act; 248(8) — Oc- 
currences as a consequence of death. 


Regulations: 1501 (prescribed manner). 


Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits. 


Information Circulars: 77-1R4: Deferred profit sharing plans. See also at end of s. 
147. 


Forms: T3D: Income tax return for DPSP or revoked DPSP. 


(1.1) Participating employer — An employer is considered to 
participate in a profit sharing plan where the employer makes or has 
made payments under the plan to a trustee in trust for the benefit of 
employees or former employees of the employer. 


History: Subsec. 147(1.1) added by 1997, c. 25, subsec. 43(2), applicable after 1988. 


(2) Acceptance of plan for registration — The Minister shall 
not accept for registration for the purposes of this Act any profit 
sharing plan unless, in the, Minister’s opinion, it complies with the 
following conditions: 


(a) the plan provides that each payment made under the plan to a 
trustee in trust for the benefit of beneficiaries thereunder is the 
total of amounts each of which is required to be allocated by the 
trustee in the year in which it is received by the trustee, to the 
individual beneficiary in respect of whom, the amount was so 
paid; 

(a.1) the plan includes a stipulation that no contribution may be 
made to the plan other than 


(i) a contribution made in accordance with the terms of the 
plan by an employer for the benefit of the employer’s em- 
ployees who are beneficiaries under the. plan, or 


(ii) an amount transferred to the plan in accordance with sub- 
section (19); 
(b) the plan does not provide for the payment of any amount to 
an employee or other beneficiary thereunder by way of loan; 


(c) the plan provides that no part of the funds of the trust gov- 
erned by the plan may be invested in notes, bonds, debentures, 
bankers’ acceptances or similar obligations of 


(i) an employer by whom payments are made in trust to a 
trustee under the plan for the benefit of beneficiaries thereun- 
der, or 


(ii) a corporation with whom that employer does not deal at 
arm’s length; 
(d) the plan provides that no part of the funds of the trust. gov- 


erned by the plan may be invested in shares of a corporation at 
least 50% of the property of which consists of notes, bonds, de- 
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bentures, bankers’ acceptances or similar obligations of an em- 
ployer or a corporation described in paragraph (c); 


(e) the plan includes a provision stipulating that no right or inter- 
est under the plan of an employee who is a beneficiary thereun- 
der is capable, either in whole or in pats of surrender or 
assignment; 


the breakdown of a ‘marriage or ene partnership. 


(f) the plan includes a provision stipulating that each of the trust- 
ees under the plan shall be resident in Canada; 


(g) the plan provides that, if a corporation licensed or otherwise 
authorized under the laws of Canada or a province to carry on in 
Canada the business of offering to the public its services as trus- 
tee is not a trustee under the plan, there shall be at least 3 trust- 
ees under the plan who shall be individuals; 


(h) the plan provides that all income received, capital gains 
made and capital losses sustained by the trust governed by the 
plan must be allocated to beneficiaries under the plan on or 
before a day 90 days after the end of the year in which they were 
received, made or sustained, as the case may be, to the extent 
that they have not been allocated in years preceding that year; 


(i) the plan provides that each amount allocated or reallocated by 
a trustee under the plan to a beneficiary under the plan vest ir- 
revocably in that beneficiary, 


(i) in the case of an amount allocated or reallocated before 
1991, at a time that is not later than 5 years after the end of 
the year in which it was allocated or reallocated, unless, the 
beneficiary becomes, before that time, an individual who is 
not an employee of any employer who participates in the 
plan, and 


(ii) in the case of any other amount, not later than the later of 
the time of allocation or reallocation and the day on which 
the beneficiary completes a period of 24 consecutive months 
as a beneficiary under the plan or under any other deferred 
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profit sharing plan for which the plan can reasonably be con- 
sidered to have been substituted; 


(i.1) the plan requires that each forfeited amount under the plan 
and all earnings of the plan reasonably attributable thereto be 
paid to employers who participate in the plan, or be reallocated 
to beneficiaries under the plan, on or before the later of Decem- 
ber 31, 1991 and December 31 of the year immediately follow- 
ing the calendar year in which the amount is forfeited, or such 
later time as is permitted in writing by the Minister under sub- 
section (2.2); 


(j) the plan provides that a trustee under the plan inform, in writ- 
ing, all new beneficiaries under the plan of their rights under the 
plan; 

(k) the plan provides that, in respect of each beneficiary under 
the plan who has been employed by an employer who partici- 
pates in the plan, all amounts vested under the plan in the bene- 
ficiary become payable 


(i) to the beneficiary, or 


(ii) in the event of the beneficiary’s death, to another person 
designated by the beneficiary or to the beneficiary’s estate, 


not later than the earlier of 


(iii) the end of the year in which the beneficiary attains 71 
years of age, and 


(iv) 90 days after the earliest of 
(A) the death of the beneficiary, 


(B) the day on which the beneficiary ceases to be em- 
ployed by an employer who participates in the plan 
where, at the time of ceasing to be so employed, the bene- 
ficiary is not employed by another employer who partici- 
pates in the plan, and 


(C) the termination or winding-up of the plan, 


except that the plan may provide that, on election by the benefi- 
ciary, all or any part of the amounts payable to the beneficiary 
may be paid 
(v) in equal instalments payable not less frequently than an- 
nually over a period not exceeding 10 years from the day on 
which the amount became payable, or 


(vi) by a trustee under the plan to a licensed annuities pro- 
vider to purchase for the beneficiary an annuity where 


(A) payment of the annuity is to begin not later than the 
end of the year in which the beneficiary attains 71 years 
of age, and 


(B) the guaranteed term, if any, of the annuity does not 
exceed 15 years; 


(k.1) the plan requires that no benefit or loan, other than 


(i) a benefit the amount of which is required to be included in 
computing the beneficiary’s income, 


(ii) an amount referred to in paragraph (10)(b), 


(ii.1) an amount paid pursuant to or under the plan by a trus- 
tee under the plan to a licensed annuities provider to 
purchase for a beneficiary under the plan an annuity to which 
subparagraph (k)(vi) applies, 

(iii) a benefit derived from an allocation or reallocation re- 
ferred to in subsection (2), or 


(iv) the benefit derived from the provision of administrative 
or investment services in respect of the plan, 


that is conditional in any way on the existence of the plan may 
be extended to a beneficiary thereunder or to a person with 
whom the beneficiary was not dealing at arm’s length; 


(k.2) the plan provides that no individual who is 
(i) a person related to the employer, 


(ii) a person who is, or is related to, a specified shareholder 
of the employer or of a corporation related to the employer, 
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(iii) where the employer is a partnership, a person related to a 
member of the partnership, or 


(iv) where the employer is a trust, a person who is, or is re- 
lated to, a beneficiary under the trust 


may become a beneficiary under the plan; and 


(1) the plan, in all other respects, complies with regulations of 
the Governor in Council made on the recommendation of the 
Minister of Finance. 


Related Provisions: 56(1)(d.2)(iii) — Income from annuity purchased with plan 
funds is taxable; 146(5.21)(b) — Anti-avoidance re pension adjustment; 147(1.1) — 
Meaning of “participates” in a profit sharing plan; 147(2.1) — Terms limiting contribu- 
tions; 147(2.2) — Reallocation of forfeitures; 147(10)(a) — Amount used to purchase 
annuity under 147(2)(k)(vi) is not taxable; 147(10.3) — Amount contributed to or for- 
feited under a plan; 147(10.6) — Where pre-1997 annuity has not begun by age 69; 
147(14) — Revocation of registration where plan ceases to comply with requirements, 
147(17) — Meaning of “other beneficiary”; 147(19) — Transfer to spouse’s/partner’s 
RPP, RRSP or RRIF on breakdown of relationship; 147(21) — Restrictions re transfers 
from DPSPs; 172(3) — Appeal from refusal to register, revocation of registration, etc.; 
198-204 — Taxes on DPSPs and revoked plans; 204.1(3) — Tax payable by DPSP on 
excess contributions; 204.2(4) — Definition of “excess amount” for a DPSP; Reg. 
8502(f) — RPP rules parallel to 147(2)(e). 


History: Subpara. 147(2)(k)(iii) and cl. 147(2)(k)(vi)(A) amended to substitute “71” 
for “69” by 2007, c. 29, subsecs. 20(2), (4), applicable after 2006. 


Para. 147(2)(k) amended by 1997, c. 25, subsec. 43(3), applicable after 1996, except 
that 


(a) where a beneficiary under a profit sharing plan attained 70 years of age before 
1997, 


(i) in applying subpara. (iii) in respect of the beneficiary, that subpara. shall be 
read as follows: 


(iii) 90 days after the day on which the beneficiary attains 71 years of 
age, and 
(ii) in applying cl. (vi)(A) in respect of the beneficiary, the reference in that 
clause to “the end of the year in which the beneficiary attains 69 years of age” 
shall be read as “the day on which the beneficiary attains 71 years of age”, and 


(b) where a beneficiary under a profit sharing plan attained 69 years of age in 
1996, in applying subpara. (iii) and cl. (vi)(A) in respect of the beneficiary, the 
references in those provisions to “69 years of age” shall be read as “70 years of 
age”. 

Para. (k) formerly read: 


(k) the plan provides that, in respect of each employee who is a beneficiary 
under the plan, all amounts vested in the employee become payable to the em- 
ployee or, in the event of the employee’s death, to a beneficiary designated by 
the employee or to the employee’s estate, not later than 90 days after the earliest 
of 


(i) the death of the employee, 


(ii) the day on which the employee ceases to be employed by an employer 
who makes or has made payments under the plan to a trustee under the plan, 


(iii) the day on which the employee becomes 71 years of age, and 
(iv) the termination or winding up of the plan, 


except that the plan may provide that, on election by the employee, all or any 
part of the amounts payable to the employee may be paid 


(v) in equal instalments payable not less frequently than annually over a pe- 
riod not exceeding 10 years from the day on which the amount became paya- 
ble, or 


(vi) by a trustee under the plan to a person licensed or otherwise authorized 
under the laws of Canada or a province to carry on in Canada an annuities 
business, to purchase for the employee an annuity commencing not later 
than a day 71 years after the day of the employee’s birth, the guaranteed 
term of which, if any, does not exceed 15 years; 


Subpara. 147(2)(k.1)(ii) amended, and subpara. (ii.1) added, by 1997, c. 25, subsec. 
43(4), applicable after 1991. Subpara. (k.1)(ii) formerly read: 
(ii) an amount referred to in paragraph (10)(a) or (b), 
The opening words of para. 147(2)(c), and para. (d), substituted by 1994, c. 21, sub- 
secs. 72(1), (2), applicable to 1993 et seg. Those portions formerly read: 
(c) the plan provides that no part of the funds of the trust governed by the plan 
may be invested in notes, bonds, debentures or similar obligations of 


(d) the plan provides that no part of the funds of the trust governed by the plan 

may be invested in shares of a corporation at least 50% of the property of 

which consists of notes, bonds, debentures or similar obligations of an em- 

ployer or a corporation described in paragraph (c); 
Regulations: 4900(2) (obligations described in 
investments). 


147(2)(c) are not qualified 
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Interpretation Bulletins: IT-280R: Employees profit sharing plans— payments 
computed by reference to profits; IT-281R2: Elections on single payments from a de- 
ferred profit-sharing plan (archived); IT-363R2: Deferred profit. sharing plans — de- 
ductibility of employer contributions and taxation of amounts received by a beneficiary 
(archived); IT-517R: Pension tax:credit (archived). 


Information Circulars: 74-1R5: Form T2037 — Notice of purchase of annuity with 
“plan” funds; 78-14R4: Guidelines for trust companies and other persons yaaa 
for filing T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 
Registered Plans Compliance Bulletins: 1, 2, 3 (how to contact us). 


Forms: T2037: Notice of purchase of annuity with “plan” funds; T2214: Application 
for registration as a deferred profit sharing plan. 


(2.1), Terms limiting contributions — The Minister shall. not 
accept for registration for the purposes of this Act a profit sharing 
plan unless it includes terms that. are adequate to ensure that the 
requirements of subsection (5.1) in respect of the plan will be satis- 
fied for each calendar year. 


(2.2) Reallocation of forfeitures — The Minister may, on writ- 
ten application, extend the time for satisfying the requirements of 
paragraph (2)(i.1) where 
(a) the total of the forfeited amounts arising in a calendar year is 
greater than normal because of unusual circumstances; and 


(b) the forfeited amounts are to be reallocated on a reasonable 
basis to a majority of beneficiaries under the plan. 


(3) Acceptance of employees profit sharing plan for regis- 
tration — The Minister shall not accept for registration for the pur- 
poses of this Act any employees profit sharing plan unless all the 
capital gains of or made by the trust governed by the plan before the 
date of application for registration of the plan and all the capital 
losses of or sustained by the trust before that date have been allo- 
cated by the trustee under the plan to employees and hoa benefi- 
ciaries thereunder. 


(4) Capital gains determined — For the purposes of subsec- 
tions (3) and (11), such amount as may be determined by the Min- 
ister, On request in prescribed manner by the trustee ofa trust gov- 
erned by an employees profit sharing plan, shall,be deemed to be 
the amount of 


(a) the capital gains of or made by the trust governed by the plan 
before the date of application for registration of the plan, or 


(b) the capital losses of or sustained by the trust before. that date, 
as the case may be. 


(5) Registration date — Where a profit sharing plan is accepted 
by the Minister for registration as a deferred profit sharing plan, the 
plan shall be deemed to have become registered as a deferred profit 
sharing plan 


(a) on the date the application for registration of the plan was 
made; or 


(b) where in the application for registration a later date is speci- 
fied as the date on which the plan is to commence as a deferred 
profit sharing plan, on that date. 

Related Provisions: 144(11) — Taxation year. of trust accepted. as DPSP. 


(5.1) Contribution limits — For the purposes of subsections (2.1) 
and (9) and paragraph (14)(c.4), the requirements of this subsection 
in respect of a deferred profit sharing plan are satisfied for a calen- 
dar year if, in the case of each beneficiary under the plan and, each 
employer in respect of whom the beneficiary’s, pension credit (as 
prescribed by regulation) for the year under the plan is greater than 
nil, 
(a) the total of all amounts each of which is the beneficiary’s 
pension credit (as prescribed by regulation) for the year in re- 
spect of the employer under a deferred profit ‘sharing ei does 
not exceed the lesser of fa 


(i) 2 of the money purchase. limit for the year, and 


(ii) 18% of the amount that would be the beneficiary’s com- 
pensation (within the meaning» assigned by subsection 


S. 147(5.11) 


147.1(1)) from the employer for the year if the definition 
“compensation” in subsection 147.1(1) were read without 
reference to paragraph (b) of that definition; 


(b) the total of all amounts each of which is the beneficiary’s 
pension credit (as prescribed by regulation) for the year under a 
deferred profit sharing plan in respect of 


(i) the employer, or 


(11) any other employer who, at any time in the year, does not 
deal at arm’s length with the employer 


does not exceed '/2 of the money purchase limit for the year; and 
(c) the total of 


(i) the beneficiary’s pension adjustment for the year in re- 
spect of the employer, and 


(ii) the total of all amounts each of which is the beneficiary’s 
pension adjustment for the year in respect of any other em- 
ployer who, at any time in the year, does not deal at arm’s 
length with the employer 


does not exceed the lesser of 
(iii) the money purchase limit for the. year, and 


(iv) 18% of the total of all amounts each of which is the ben- 
eficiary’s compensation (within the meaning assigned by 
subsection 147.1(1)) for the year from the employer or any 
other employer referred to in subparagraph (11). 
Related Provisions: 147(2.1) — Terms limiting contributions; 147(5.11) —Com- 
pensation; 147(8) — Employer contributions deductible; 147(9) — Limitation on de- 
duction; 147(14) — Revocation of registration; 147(22) — Excess transfer; 147.1(8) — 
Pension adjustment limits; Reg. 8301(11) — Timing of contributions. 


Regulations: 8301(2)—(3). (pension credit under DPSP). 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Information Circulars: Sce list at end of s. 147. 


Registered Plans Directorate Newsletters: 96-1 (changes to retirement savings 
limits). 


(5.11) Compensation — Where at any time ina calendar year an 
individual ceases to be employed by an employer, 


(a) for the purposes of paragraph (5.1)(a), the amount that would 
be the individual’s compensation. (in this subsection having the 
meaning assigned by subsection 147.1(1)) from the employer for 
the year if the definition “compensation” in subsection 147.1(1) 
were read without reference to paragraph (b) of that definition 
shall be deemed to be the greater of 


(i) that amount determined without reference to this para- 
graph, and 


(11) the amount that would be the individual’s compensation 
from the employer, for the immediately preceding year if the 
definition “compensation” in subsection 147.1(1) were read 
without reference to paragraph (b) of that definition; and 


(b) for the purposes of paragraph (5.1)(c), the individual’s com- 
pensation from. the employer for the year shall be deemed to be 
the greater of 


(i) that compensation determined without reference to this 
paragraph, and 


(ii) the individual’s compensation from the employer for the 
immediately preceding year. 


a Proposed Repeal — 147(5.11) _ 


Replication: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 105(2), 


will ee subsec. 1476. 11 alee to cessations of ee ent that « occur alter 
2002 


Technical Notes (July 2010): : ubsecti 4705. Db sets out the employer contribu- 
tion limits for DPSPs. In general terms, the maximum employer contributions in re- 


spect of an individual for a calendar year cannot exceed the lesser of: (i) 18% of the 


individual’s compensation for the year from the employer; and (ii) 2 of the year’s 
money purchase limit. For this purpose, “compensation” and “money purchase limit” 

are generally as. defined in subsection 147.1(1). Additional cross-plan_ limits apply if 
the individual also’ ‘participates in an RPP sponsored by the yeaa he or ina DPSP or 


RPP sponsored by a non-arm’s length employer. 
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If the contribution limits are not respected for a calendar year, the Minister of National 
Reyenue may revoke the registration of the DPSP. In addition, the.employer is denied a 
deduction for all contributions made i in the year, except as expressly permitted i in writ- 
ing by the Minister. — 


Subsection 147(5.11) provides a special relieving rule that applies when an employee 
who is a beneficiary under a DPSP terminates employment with a participating em- 
ployer in a calendar year. In this circumstance, for the purposes of determining whether 
the contribution limits have been satisfied, the employee’s compensation can be based 
on the compensation for the immediately Ja: joe if it is more than the compen- 
sation for the year of termination. 


This rule recognizes that it is common practice for an ‘tit ctere to rtd contributions 
to. a DPSP only after its fiscal year-end, since this is when profits are determined. This 
can often result in employer contributions being made based (in whole or in part) on 
employees’ earnings in the previous calendar year, but being included in the employ- 
ees’ contribution limits for the current calendar year. This in turn can give rise to over- 
contributions when an employee terminates employment later in the year before having 
earned sufficient compensation to support the contribution. However, subsection 
147(5.11) generally ensures that such over-contributions do not result in adverse tax 
effects by allowing the contribution limits to be based on the employee’ s compensation 
from the preceding calendar year. 


There are, however, two policy concerns with the approach used in . subsection 
147(5.11). The first concern is that the provision deals only with over-contributions 
that involve employees who terminate employment. It does not provide relief for simi- 
lar over-contributions that arise where an employee takes an unpaid leave of absence 
before having earned sufficient compensation to support any contributions that the em- 
ployer had already made on his or her behalf. The second concern is that the provision 
allows DPSP contributions to be made in situations where there is no. eRe em- 
ployment i income. 


To address these concerns, eohsection 1475. 11)i is ae od ela a a broader 
relief mechanism in section 8301 of the Regulations [see Reg. 8301(2), (2.1) — ed,]. 
The new mechanism will provide relief in both of the situations described above by 


allowing over-contributions to be ignored for purposes of Lae lige s contribution limits, 


provided the excess is refunded from the plan. 


The repeal of subsection 147(5. 11) applies to Cessations ‘of employment that occur in 


2003 and subsequent calendar years, while the new refund mechanism in the Regula- 
tions applies for 2002 and subsequent calendar years. As a result, for excess. contribu- 


tions relating to cessations of employment that occur in 2002, employers will be enti- 


tied to relief either by felying on exe ae 11) or es ge od. new aes 
mechanism. baie 


(6) Deferred plan not employees profit sharing plan — For 
a period during which a plan is a deferred profit sharing plan, the 
plan shall be deemed, for the purposes of this Act, not to be an 
employees profit sharing plan. 


Related Provisions: 144(11) — Year-end of EPSP on becoming’ DPSP. 


(7) No tax while trust governed by plan — No tax is payable 
under this Part by a trust on the taxable income of the trust for a 
period during which the trust was governed by a deferred profit 
sharing plan. 

Related Provisions: 149(1)(s) — Exemption for DPSP; 198 — Tax on. acquisition 
of non-qualified investments and use of assets as security; 207.1(2) — Tax payable by 
DPSP on holding non-qualified investments. 


(8) Amount of employer’s contribution deductible — Sub- 
ject to subsection (9), there may be deducted in computing the in- 
come of an employer for a taxation year the total of all amounts 
each of which is an amount paid by the employer in the year or 
within 120 days after the end of the year toa trustee under a de- 
ferred profit sharing plan for the benefit of the employer’s employ- 
ees who are beneficiaries under the plan, to the extent that the 
amount was paid in accordance with the terms of the plan and was 
not deducted in computing the employer’s income for a preceding 
taxation year. 

Related Provisions: 6(1)(a)(i) — Employer’s contribution to DPSP not a taxable 
benefit; 20(1)(y) — Employer’s contribution to DPSP deductible; 147(5.1) — Contri- 
bution limits; 147(9), (9.1) — Limitations on deduction; 147(20)— Taxation of 
amount transferred; 204.1(3) — Tax payable by DPSP on excess amount. 


Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits; IT-363R2: Deferred profit sharing plans — deduct- 
ibility of employer contributions and taxation of amounts received by a beneficiary 
(archived). 


Forms: T2 SCH 15: Deferred income plans. 
(9) Limitation on deduction — Where the requirements of sub- 


section (5.1) in respect of a deferred profit sharing plan are not sat- 
isfied for a calendar year by reason that the pension credits of a 
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beneficiary under the plan in respect of a particular employer do not | 


comply with paragraph (5.1)(a) or the beneficiary’s pension credits 
or pension adjustments in respect of a particular employer and other 
employers who do not deal at arm’s length with the particular em- 
ployer do not comply with paragraph (5.1)(b) or (c), the particular 
employer is not entitled to a deduction under subsection (8) in com- 
puting the particular employer’s income for any taxation year in re- 
spect of an amount paid to a trustee under the plan in the calendar 
year except to the extent expressly permitted in writing by the Min- 
ister, and, for the purposes of this subsection, an amount paid to a 
trustee of a deferred profit sharing plan in the first two months of a 
calendar year shall be deemed to have been paid in the immediately 
preceding year and not to have been paid in the year to the extent 
that the amount can reasonably be considered to be in respect of the 
immediately preceding year. 


Forms: T2 SCH 15: Deferred income plans. 


(9.1) No deduction — Notwithstanding subsection (8), no deduc- 
tion shall be made in computing the income of an employer for a 
taxation year in respect of an amount paid by the employer for the 
year to a trustee under a deferred profit sharing plan in respect of a 
beneficiary who is described in paragraph (2)(k.2) in respect of the 
plan. 

Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits; IT-363R2: Deferred profit sharing plans — deduct- 


ibility of employer contributions and taxation of amounts received by a beneficiary 
(archived). 


(10) Amounts received taxable — There shall be included in 
computing the income of a beneficiary under a deferred profit shar- 
ing plan for a taxation year the amount, if any, by which 


(a) the total of all amounts received by the beneficiary in the 
year from a trustee under the plan (other than as a result of ac- 
quiring an annuity described in subparagraph (2)(k)(vi) under 
which the beneficiary is the annuitant) 


exceeds 


(b) the total of all amounts each of which is an amount deter- 
mined for the year under subsection (10.1), (11) or (12) in rela- 
tion to the plan and in respect of the beneficiary. 


Related Provisions: 56(1)(d.2)(iii) — Income from annuity purchased with plan 
funds is taxable; 56(1)(i) — Deferred profit sharing plan; 60(j) — Transfer of superan- 
nuation benefits; 104(27.1) —DPSP benefits; 128.1(10)“excluded right or inter- 
est”(a)(iv) — No deemed disposition of DPSP on emigration; 139.1(12) — Conversion 
benefit on demutualization of insurance corporation not taxable; 147(10.1) — Single 
payment on retirement etc.; 147(10.4) — Income on disposal of shares; 147(11) — 
Portion of receipts deductible; 147(18) — Inadequate consideration on purchase from 
or sale to trust; 147(20) — Taxation of amount transferred; 153(1)(h)— Withholdings; 
212(1)(m), 214(3)(d) — Withholding tax on payments to non-residents. 


History: Subsec. 147(10) amended by 1997, c. 25, subsec. 43(5), applicable to 1992 er 


seq. Subsec. (10) formerly read: 


(10) There shall be included in computing the income of a beneficiary under a 
deferred profit sharing plan for a taxation year the amount by which the total of 
the amounts received by the beneficiary in the year from a trustee under the plan 
exceeds the total of 


(a) any amounts determined for the year under subsection (10.1), (11) or 
(12) in relation to the plan and in respect of the beneficiary, and 
(b) amounts paid by a trustee under the plan pursuant to the plan to a person 
described in subparagraph (2)(k)(vi) to purchase an annuity described in that 
subparagraph. 

Selected Cases [subsec. 147(10)]: R. v. Powell, [1980] C.T.C. 382 (FCTD) 


(Increase in value of shares from time of acquisition in deferred profit sharing plan 
included in income). 


Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits; IT-281R2: Elections on single payments from a de- 
ferred profit-sharing plan (archived); IT-363R2: Deferred profit sharing plans — de- 
ductibility of employer contributions and taxation of amounts received by a beneficiary 
(archived); IT-528: Transfers of funds between registered plans. 


Information Circulars: See list at end of s. 147. 
Advance Tax Rulings: ATR-31: Funding of divorce settlement amount from DPSP. 
(10.1) Single payment on retirement, etc. — For the purposes 


of subsections (10) and (10.2), where a beneficiary under a deferred 
profit sharing plan has received, in a taxation year and when the 
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beneficiary was resident in Canada, from a trustee under the plan a 
single payment that included shares of the capital stock of a corpo- 
ration that was an employer who contributed to the plan or of a 
corporation with which the employer did not deal at arm’s length on 
the beneficiary’s withdrawal from the plan or retirement from em- 
ployment. or on the death of an employee or former employee. and 
has made an election in respect thereof in prescribed manner and 
prescribed form, the amount determined for the year under this sub- 
section in relation to the plan and in respect of the beneficiary is the 
amount, if any, by which the fair market value of those shares, im- 


mediately before the single payment was made, exceeds ee cost 


amount to the plan of those shares at that time. 


Related Provisions: ‘47(3)(a) — No averaging of cost on disposition of securities; 
147(10) — Amounts received taxable; 147(10.2) — Single payment on retirement etc.; 
147(11)— Portion of receipts deductible. : : 
Regulations: 1503 (prescribed manner, prescribed form). 

Interpretation Bulletins: IT-281R2: Election on single payments from ‘a deferred 
profit-sharing plan (archived); IT-528: Transfers, of funds between registered plans. 


Forms: T2078: Election under subsection 147(10.1) in respect of a single payment 
received from a deferred profit sharing plan. 


(10.2) ldem — Where a trustee under a deferred profit sharing plan 
has at any time in a taxation year made under the plan)a single pay- 
ment that included shares referred to in subsection (10.1) to.a bene- 
ficiary who was resident in Canada at the time and the beneficiary 
has made an election under that subsection in respect of that 
payment, 
(a) the trustee shall be deemed to have disposed of those shares 
for proceeds of disposition equal to the cost amount to the trust 
of those shares immediately before the single payment was 
made; 


(b) the cost to the beneficiary of those shares shall be deemed to 
be their cost amount to the trust immediately before the single 
payment was made; 


(c) the cost to the beneficiary of each of those shares shall be 
deemed to be the amount determined by the formula 
: Eb 


AX= 
C 


where 


A is the amount determined under paragraph (a) in respect of 
all of those shares, 


B is the fair market value of that share at the time the single 
payment was made, and 


C is the fair market value of ,all those shares, at. the time the 
single payment was made; and 


(d) for the purposes of paragraph 60(j), the cost to the benefici- 
ary of those shares is an eligible amount in respect of the benefi- 
ciary for the year. 


Interpretation Bulletins: IT-281R2: Elections on single payments from a deferred 
profit-sharing plan (archived); IT-528: Transfers of funds between registered plans. 


(10.3) Amount contributed to or forfeited under a plan — 
There shall be included in computing the income for a taxation year 
of a beneficiary described in paragraph (2)(k.2) the total of amounts 
allocated or reallocated to the beneficiary in the year in respect of 


(a) any amount contributed after December 1, 1982 by an em- 
ployer to, or 


(b) any forfeited amount under 


a deferred profit sharing plan or a plan the registration of which has 
been revoked pursuant to subsection (14) or (14.1). 


Interpretation Bulletins: IT-363R2: Deferred profit sharing plans — deductibility. of 
employer contributions and taxation of amounts received by.a beneficiary (archived). 


(10.4) Income on disposal of shares — Where a taxpayer has 
a share in respect of which the taxpayer has made an election under 
subsection (10.1), there shall be included in computing the. tax- 
payer’s income for the taxation year in which the taxpayer disposed 
of or exchanged the share or ceased to be a resident’ of Canada, 
whichever is the earlier, the amount, if any, by which the fair mar- 


S. 147(11)(a)() 


ket value of the share: at the'time the taxpayer acquired it exceeds 
the cost to the taxpayer, determined under paragraph'(10:2)(c), of 
the share at the time the taxpayer acquired it. 

Related Provisions: 7(1.3) — Order of disposition of ‘securities acquired under 


stock option agreement; 110(1)(d.3)——.Employer’s shares — deduction from taxable 
income. 


Interpretation Bulletins: IT-281R2: Elections on single payments from a deferred 
profit-sharing plan (archived). 


(10.5) Amended contract — Where an amendment is made to an 
annuity contract to which subparagraph (2)(k)(vi) applies, the sole 
effect of which is to defer annuity commencement to no later than 
the end of the calendar year in which the individual in respect of 
whom the contract was purchased attains 71 years of age, the annu- 
ity contract is deemed not to have been. disposed: of by the 
individual. 


History: Subsec. 147(10.5) added by 2007, c. 29; subsec. 20(5), applicable after 2006. 


Former subsec. 147(10.5) repealed by 2001, c..17,)s. 142, applicable to shares acquired, 
but not disposed of, before February 28, 2000 and to shares acquired after February 27, 
2000. The subsec. formerly ,read: 


(10.5) Order of disposal of shares — For the purposes of subsection (10.4), a 
taxpayer shall be deemed to have disposed of or exchanged shares that are identi- 
cal properties in the order in which the taxpayer acquired them. 


(10.6) [Repealed] 


History: Subsec. 147(10.6) repealed by 2007, c. 29, subsec. 20(6), applicable after 
2006, except that the repeal does not apply to annuities under which the annuitant at- 
tained 69 years of age before 2007. It formerly read: 


(10.6) Gommencement of. annuity after age 69 — Where an amount is paid 
before 1997 pursuant to.or under a deferred profit sharing plan to purchase. for a 
beneficiary under the plan an annuity to which subparagraph (2)(k)(vi) applies, 
and payment of the annuity has not begun by the end of the particular year in 
which the beneficiary attains 69 years of age, 


(a) the beneficiary is deemed to have disposed of the annuity immediately 
after the particular year and to have received as proceeds of the disposition 
an amount equal to the fair market value of the annuity at the end of the 
particular: year; 


(b) the beneficiary is deemed to have acquired immediately after the particu- 
lar year an interest in the annuity as a separate and newly issued annuity 
contract at a cost equal to the amount referred to in paragraph (a); and 


(c) the issue and acquisition of the contract referred to in paragraph (b) are 
deemed not to be pursuant to or under a deferred profit sharing plan. 


Subsec. 147(10.6)’added by 1997, c. 25, subsec. 43(6), applicable after 1996 except 
that 


(a) where a beneficiary under a profit sharing plan attained 70 years of age before 
1997, the subsec. does not apply to an annuity purchased for the beneficiary; 


(b) where a beneficiary under a profit sharing plan attained 69 years of age in 
1996, in applying subsec. (10.6) to an annuity purchased for the beneficiary, the 
reference to “69 years of age’ shall be read as “70 years of age”; and 


(c) the subsec. does not apply to an annuity purchased before March 6, 1996 for a 
beneficiary under a deferred profit sharing plan where, under the terms and condi- 
tions of the annuity. contract as they read immediately, before that day, 


(i) the day on which annuity payments are to begin under the contract is fixed 
and determined and is after the year in which the beneficiary. attains 


(A) 69 years of age, where the beneficiary had not attained that abe before 
1997, or 444 
(B) 70 years of age, where the beneficiary attained 69 years of age in 
1996, and 


(ii) the amount and timing of each annuity payment are fixed and determined. 


(11) Portion of receipts deductible — For the purposes of sub- 
sections (10), (10.1) and (12), where an amount was received in a 
taxation year from a trustee under a deferred profit sharing plan by 
an employee or other beneficiary thereunder, and the employee was 
a beneficiary under the plan at a time when the plan was an employ- 
ees profit sharing plan, the amount determined for the year under 
this subsection in relation to the plan and in respect of the benefici- 
ary is such portion of the total of the amounts so received in the 
year as does not exceed 


(a) the total of 


(i) each amount included in respect of the plan in computing 
the income of the employee for the year or for a’ previous 
taxation year by virtue of section 144, 
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(ii) each amount paid by the employee to a trustee under the 
plan at a time when it was an employees profit sharing plan, 
and 


(iii) each amount that was allocated to the employee or other 
beneficiary by a trustee under the plan, at a time when it was 
an employees profit sharing plan, in respect of a capital gain 
made by the trust before 1972, 


minus 
(b) the total of 


(i) each amount received by the employee or other benefici- 
ary in a previous taxation year from a trustee under the plan 
at a time when it was an employees profit sharing plan, 


(ii) each amount received by the employee or other benefici- 
ary in a previous taxation year from a trustee under the plan 
at a time when it was a deferred profit sharing plan, and 


(iii) each amount allocated to the employee or other benefici- 
ary by a trustee under the plan, at a time when it was an em- 
ployees profit sharing plan, in respect of a capital loss sus- 
tained by the trust before 1972. 


Related Provisions: 147(10) — Amounts received taxable; 147(17) — Meaning of 
“other beneficiary”. 


Interpretation Bulletins: IT-281R2: Elections on single payments from a deferred 
profit-sharing plan (archived); IT-363R2: Deferred profit sharing plans — deductibility 
of employer contributions and taxation of amounts received by a_ beneficiary 
(archived). 


(12) Idem — For the purposes of subsections (10) and (10.1), 
where an amount was received in a taxation year from a trustee 
under a deferred profit sharing plan by an employee or other benefi- 
ciary thereunder, and the employee has made a payment in the year 
or a previous year to a trustee under the plan at a time when the 
plan was a deferred profit sharing plan, the amount determined for 
the year under this subsection in relation to the plan and in respect 
of the beneficiary is such portion of the total of the amounts so re- 
ceived in the year (minus any amount determined for the year under 
subsection (11) in relation to the plan and in respect of the benefici- 
ary) as does not exceed 


(a) the total of all amounts each of which was so paid by the 
employee in the year or a previous year to the extent that the 
payment was not deductible in computing the employee’s 
income, 


minus 


(b) the total of all amounts each of which was received by the 
employee or other beneficiary from a trustee under the plan, at a 
time when it was a deferred profit sharing plan, to the extent that 
it was included in the computation of an amount determined for 
a previous year under this subsection in relation to the plan and 
in respect of the employee or other beneficiary. 

Related Provisions: 60(j)— Transfer of superannuation benefits; 147(10) — 


Amounts received taxable; 147(11)— Portion of receipts deductible; 147017) — 
Meaning of “other beneficiary”. 


Interpretation Bulletins: IT-281R2: Elections on single payments from a deferred 
profit-sharing plan (archived); IT-363R2: Deferred profit sharing plans — deductibility 
of employer contributions and taxation of amounts received by a_ beneficiary 
(archived). 


(13) Appropriation of trust property by employer — Where 
funds or property of a trust governed by a deferred profit sharing 
plan have been appropriated in any manner whatever to or for the 
benefit of a taxpayer who is 


(a) an employer by whom payments are made in trust to a trustee 
under the plan, or 


(b) a corporation with which that employer does not deal at 
arm’s length, 


otherwise than in payment of or on account of shares of the capital 
stock of the taxpayer purchased by the trust, the amount or value of 
the funds or property so appropriated shall be included in comput- 
ing the income of the taxpayer for the taxation year of the taxpayer 
in which the funds or property were so appropriated, unless the 
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funds or property or an amount in lieu thereof equal to the amount 
or value of the funds or property was repaid to the trust within one 
year from the end of the taxation year, and it is established by sub- 
sequent events or otherwise that the repayment was not made as 
part of a series of appropriations and repayments. 


Related Provisions: 201 — Tax on forfeitures; 214(3)(d) — Non-resident withhold- 
ing tax; 248(10) — Series of transactions. 


(14) Revocation of registration — Where, at any time after a 
profit sharing plan has been accepted by the Minister for registra- 
tion for the purposes of this Act, 


(a) the plan has been revised or amended or a new plan has been 
substituted therefor, and the plan as revised or amended or the 
new plan substituted therefor, as the case may be, ceased to 
comply with the requirements of this section for its acceptance 
by the Minister for registration for the purposes of this Act, 
(b) any provision of the plan has not been complied with, 
(c) the plan is a plan that did not, as of January 1, 1968, 
(i) comply with the requirements of paragraphs (2)(a), (b) to 
(h), Gj) and (k), and paragraph 147(2)(i) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, as 
it read on January 1, 1972, and 
(ii) provide that the amounts held by the trust for the benefit 
of beneficiaries thereunder that remain unallocated on De- 


cember 31, 1967 must be allocated or reallocated, as the case 
may be, before 1969, 


(c.1) the plan becomes a revocable plan pursuant to subsection 
(21), 

(c.2) the plan does not comply with the requirements of 
paragraphs (2)(a) to (k) and (1), 

(c.3) in the case of a plan that became registered after March, 
1983, the plan does not comply with the requirements of 
paragraphs (2)(k.1) and (k.2), 

(c.4) the requirements of subsection (5.1) in respect of the plan 
are not satisfied for a calendar year, or 


(c.5) an employer who participates in the plan fails to file an 
information return reporting a pension adjustment of a benefici- 
ary under the plan as and when required by regulation, 


the Minister may revoke the registration of the plan, 


(d) where paragraph (a) applies, as of the date that the plan 
ceased so to comply, or any subsequent date, 

(e) where paragraph (b) applies, as of the date that any provision 
of the plan was not so complied with, or any subsequent date, 


(f) where paragraph (c) applies, as of any date following January 
1, 1968, 


(g) where paragraph (c.1) applies, as of the date on which the 


plan became a revocable plan, or any subsequent date, 


(h) where paragraph (c.2) or (c.3) applies, as of the date on 
which the plan did not so comply, or any subsequent date, but 
not before January 1, 1991, 


(i) where paragraph (c.4) applies, as of the end of the year for. 


which the requirements of subsection (5.1) in respect of the plan 
are not satisfied, or any subsequent date, and 


(j) where paragraph (c.5) applies, as of any date after the date by 
which the information return was required to be filed, 


and the Minister shall thereafter give notice of the revocation by 
registered mail to a trustee under the plan and to an employer of 
employees who are beneficiaries under the plan. 

Related Provisions: 147(2) — Requirements for registration; 147(10.3) — Amount 
contributed to or forfeited under a plan; 147(15) — Rules applicable to revoked plan; 
172(3)(c) — Appeal from refusal to register, revocation of registration, etc.; 198 — 
Tax on non-qualified investments and use of assets as security; 204 — “Revoked plan”; 
244(5) — Proof of service by mail; 248(7)(a) — Mail deemed received on day mailed. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(14.1) Idem — Where on any day after June 30, 1982 a benefit or 
loan is extended or continues to be extended as a consequence of 
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the existence of a deferred profit sharing plan and that benefit or 
loan would be prohibited if the plan met the requirement for regis- 


tration contained in paragraph (2)(k.1), the Minister may revoke the | 


registration of the plan as of that or any subsequent day that.is spec- 
ified by the Minister in a notice given by registered mail to a trustee 
under the plan and to an employer of employees who are benefi- 
ciaries under the plan. 


Related Provisions: 147(15) — Rules applicable to revoked plan; 198 — Tax on 
non-qualified investments and use of assets as security; 204— “Revoked plan”; 
244(5) — Proof of service by mail; 248(7)(a) — Mail deemed received on day mailed. 


(15) Rules applicable to revoked plan — Where the Minister 
revokes the registration of a deferred profit sharing plan, the plan 
(in this section referred to as the “revoked plan’) shall be deemed, 
for the purposes of this Act, not to be a deferred profit sharing plan, 
and notwithstanding any other provision of this Act, the following 
rules shall apply: 


(a) the revoked plan shall not be accepted for registration for the 
purposes of this Act or be deemed to have become registered as 
a deferred profit sharing plan at any time within a period of one 
year commencing on the date the plan became a revoked plan; 


(b) subsection (7) does not apply to exempt the trust governed 
by the plan from tax under this Part on the taxable income of the 
trust fora taxation year in which, at any time therein, the trust 
was governed by the revoked plan; 


(c) no deduction shall be made by an employer in computing the 
employer’s income for a taxation year in respect of an amount 
paid by the employer to a trustee under the plan at a time when it 
was a revoked plan; 


(d) there shall be included in computing the income of a tax- 
payer for a taxation year 


(1) all amounts received by the taxpayer in the year from a 
trustee under the revoked plan that, by virtue of subsection 
(10), would have been so included if the revoked plan had 
been a deferred profit sharing plan at the time the taxpayer 
received those amounts, and 


(11) the amount or value of any funds or property appropri- 
ated to or for the benefit of the taxpayer in the year that, by 
virtue of subsection (13), would have been so included if the 
revoked plan had been a deferred profit sharing plan at the 
time of the appropriation of the funds or property; and 


(e) the revoked plan shall be deemed, for the purposes of this 
Act, not to be an employees profit sharing plan or a retirement 
compensation. arrangement. 


Related Provisions: 128.1(10)“excluded right or interest’(a)(iv) — Emigration — 
no deemed disposition of interest in revoked plan; 147(14), (14.1) — Revocation. of 
DPSP; 147(18)— Inadequate consideration on purchase from or sale to, trust; 
214(3)(d) — Non-resident withholding tax. 


(16) Payments out of profits — Where the terms of an arrange- 
ment under which an employer makes payments to a trustee specifi- 
cally provide that the payments shall be made “out of profits’, the 
arrangement shall be deemed, for the purpose of subsection (1), to 
be an arrangement for payments “computed by reference to an em- 
ployer’s profits from the employer’s business”. 


Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits. 


(17) Interpretation of “other beneficiary” — Where the ex- 
pression “employee or other beneficiary” under a profit sharing 
plan occurs in this section, the words “other beneficiary” shall be 
construed as meaning any person, other than the employee, to 
whom any amount is or may become payable by a trustee under the 
plan as a result of payments made to the trustee under the plan in 
trust for the benefit of employees, including the employee. 


Related Provisions: 202(1) — Returns and payment of estimated tax. 


S. 147(19)(b) 


(18) Inadequate consideration on purchase from or sale to 
trust — Where a trust governed by a deferred profit sharing plan or 
revoked plan 


(a) disposes of property to a taxpayer for a consideration less 
than the fair market value of the property at the time of the 
transaction, or for no consideration, or 


(b) acquires property from a taxpayer for a consideration greater 
than the fair market value of the property at the time of the 
transaction, 


the difference between that fair market value and the consideration, 
if any 
(c) shall, for the purposes of subsections (10) and (15), be 
deemed to be an amount received by the taxpayer at the time of 
the disposal or acquisition, as the case may be, from a trustee 
under the plan as if the taxpayer were a beneficiary under the 
plan, and 


(d) is an amount taxable under section 201 for the calendar year 
in which the trust disposes of or acquires the property, as the 
case may be. 


Related Provisions: 201 — 50% tax payable on amount taxable. 
Information Circulars: 77-1R4 — Deferred profit sharing plans. 


(19) Transfer to RPP, RRSP or DPSP — An amount is trans- 
ferred from a deferred profit sharing plan in accordance with this 
subsection if the amount 


(a) is not part of a series of periodic payments; 
(b) is transferred on behalf of an individual 


(i) who is an employee or former employee of an employer 
who: participated in the plan on the employee’s behalf, or 


(ii) who is, entitled to the amount as a consequence of the 
death of an employee or former employee referred to in sub- 
paragraph (i) and who was, at the date of the employee’s 
death, a spouse or common-law partner of the ERNIE 


Proposed Amendment — — 147(19)(b)(ii) 


di) who is a spouse or common-law p partner, or former 
spouse or common-law partner, of an employee or former 
employee referred to in sees (i) and whoii is-enti- 
: ted to the amount ‘ 


(A) asa juan eee of the ‘death me the ertiployee or 
former employee, or 


(B) under a decree, an order or a wipe of a tSbingee” 
- tent tribunal, or under a written agreement, that relates 
_ to a division of property between the employee or for- 
mer employee and the individual in settlement of rights 
_, that arise out of, or on a breakdown of, their PRAUAORE or 
common-law partnership; 
Appiteation: ‘The July 16, 2010 draft legislation (Part 1 — Sect, subsec. 
105(3), will amend subpara. Le, Be iad as above apres to transfers 
that occur after March 20, 2003. / 
Te echnical Notes (July ; 201 0): Subsection 147(19) ott for the tax- ca trans- 
fer on behalf of an individual of a lump sum amount from a DPSP to an RPP, an 
RRSP or another DPSP for the individual’s benefit. Currently, direct transfers may 
be made on behalf of an individual only if the individual is anvemployee or former 
employee of an employer who participated in the plan or was a spouse or common- 
law partner of a deceased employee as at the date of the employee’s death. 


A number of technical amendments are being ihade to subsection 147(19) to provide 
greater consistency with the transfer provisions that apply to RPPs. : 


Subsection. 147(19) is. ‘amended so that the direct transfer on the death of an em- 
ployee may be made on behalf of a former spouse or common-law partner of the 
deceased employee. Iti is also amended to allow for direct transfers of DPSP assets to 
be made on behalf of a spouse or common- law partner, or former spouse or common- 
law partner, of an emplo or former employee, where the transfer relates to a divi- 
sion of property arising on the breakdown of their marelage or common-law 
partnership. 


in full or partial satisfaction of the individual’s entitlement to 
benefits under the plan; 
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(c) would, if it were paid directly to the individual, be included 
under subsection (10) in computing the individual’s income for 
a taxation year; and 


(d) is transferred for the benefit of the individual directly to 
(i) a registered pension plan, 


(ii) a registered retirement savings plan under which the indi- 
vidual is the annuitant (within the meaning assigned by sub- 
section 146(1)), or 


(iii) a deferred profit sharing plan that can reasonably be ex- 
pected to have at least 5 beneficiaries at all times throughout 
the calendar year in which the transfer is made. 


Proposed Addition — 147(1 9)(d)(iv) — 


(iv) a registered retirement income fund under which the 
individual is the annuitant (within the - meaning assigned by 
subsection 146.3(1)). a 


Application: The July 16, 2010 draft legislation (Part 1 ean, Tapeee: 
105(5), will add subpara. pencriecanl usivnbeds to —_—— eae occur after 
March 20, 2003. , 7 


Technical Notes (July 2010): See under Haneen. 


Related Provisions: 60(j) — Transfer of superannuation benefits; 609.2) — Trans- 
fer to spousal RRSP; 60(k) — re 1989 — Transfers to DPSPs; 104(27.1) — DPSP be- 
nefits; 146(8.2) — Amount deductible where withdrawn after mistaken contribution; 
146(21.2) — Saskatchewan Pension Plan account deemed to be RRSP for purposes of 
147(19); 146.3(2)(f)(viii) — Conditions for RRIF; 147(2)(a.1) — Acceptance of plan 
for registration; 147(2)(e)(i) — Transfer of DPSP rights to spouse or partner permitted; 
147(10.2) — Single payment on retirement etc.; 147(20) — Taxation of amount trans- 
ferred; 147(22) — Excess transfer; 248(8) — Occurrences as a consequence of death; 
248(10) — Series of transactions; 252(3) — Extended meaning of “spouse” and “for- 
mer spouse”; Reg. 8300(1)“excluded contribution” — Amount transferred is excluded 
contribution. 
History: Subsec. 147(19) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
Subpara. 147(19)(b)(ii) amended by 1998, c. 19, s. 172, applicable after 1992. Subpara. 
147(19)(b)Gi) formerly read: 
(ii) who is entitled to the amount as a consequence of the death of an employee 
or former employee referred to in subparagraph (i) and who was, at the date of 
the employee’s death, a spouse (within the meaning assigned by subsection 
146(1.1)) of the employee, 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Information Circulars: See list at end of s. 147. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3. 


(20) Taxation of amount transferred — Where an amount is 
transferred on behalf of an individual in accordance with subsection 
(19), 
(a) the amount shall not, by reason only of that transfer, be in- 
cluded by virtue of this section in computing the income of any 
taxpayer; and 
(b) no deduction may be made under any provision of this Act in 
respect of the amount in computing the income of any taxpayer. 


Related Provisions: 56(1)(i) —— Amount received taxable; 212(1)(m)(i) — Trans- 
ferred amount not subject to non-resident withholding tax. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


(21) Restriction re transfers — A deferred profit sharing plan 
becomes a revocable plan at any time that an amount is transferred 
from the plan to a registered pension plan, a registered retirement 
savings plan or another deferred profit sharing plan unless 
(a) the transfer is in accordance with subsection (19); or 
(b) the amount is deductible under paragraph 60(j) or (j.2) of this 
Act or paragraph 60(k) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, by the individual on 
whose behalf the transfer is made. 
Related Provisions: 147(14)(c.1) — Revocation of registration. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Income Tax Act, Part I 


(22) Excess transfer — Where 


(a) the transfer of an amount from a deferred profit sharing plan 
in a calendar year on behalf of a beneficiary under the plan 
would, but for this subsection, be in accordance with subsection 
(19), and 


(b) the requirements of subsection (5.1) in respect of the plan are 
not satisfied for the year by reason that the beneficiary’s pension 
credits or pension adjustments do not comply with any of 
paragraphs (5.1)(a) to (c), 


such portion of the amount transferred as may reasonably be con- 
sidered to derive from amounts allocated or reallocated to the bene- 
ficiary in the year or from earnings reasonably attributable to those 
amounts shall, except to the extent otherwise expressly provided in 
writing by the Minister, be deemed to be an amount that was not 
transferred in accordance with subsection (19). 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Definitions [s. 147]: “amount” — 248(1); “annuitant” — 146.3(1); “annuity”, “busi- 
ness” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 255; 
“capital gain”, “capital loss” — 39(1), 248(1); “common-law partner’, “common-law 
partnership” — 248(1); “compensation” — 147(5.11), 147.1(1); “consequence of the 
death” — 248(8); “corporation” — 248(1), Interpretation Act 35(1); “deferred profit 
sharing plan” — 147(1), 248(1); “employed”, “employee” — 248(1); “employees 
profit sharing plan” — 144(1), 248(1); “employer”, “employment” — 248(1); “es- 
tate” — 104(1), 248(1); “forfeited amount” — 147(1); “identical” — 248(12); “indivi- 
dual’, “legal representative” — 248(1); “licensed annuities provider” — 147(1); “Min- 
ister” — 248(1); “money purchase limit’ — 147.1(1), 248(1); “other beneficiary” — 
147(17); “participate” — 147(1.1); “pension adjustment” — 248(1), Reg. 8301(1); 
“person”, “prescribed” — 248(1); “profit sharing plan” — 147(1), 248(1); “pro- 
perty” — 248(1); “province” — Interpretation Act 35(1); “registered pension plan” — 
248(1); “registered retirement income fund” — 146.3(1), 248(1); “registered retirement 
savings plan” — 146(1), 248(1); “regulation” — 248(1); “related” — 251(2); “resident 
in Canada”, “resident of Canada” — 250; “retirement compensation arrangement” — 
248(1); “revoked plan” — 147(15); “series of appropriations”, “series of transac- 
tions” — 248(10); “share”, “specified shareholder’ — 248(1); “taxable income” — 
2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), 
(3); “writing” — Interpretation Act, 35(1); “written” — Interpretation Act 
35(1)“‘writing”. 


Information Circulars [s. 147]: 74-1R5: Form T2037 — Notice of purchase of 
annuity with “plan” funds; 77-1R4: Deferred profit sharing plans. 


Registered Pension Plans 


147.1 (1) Definitions — In this section and sections 147.2 and 
147.3, 

“actuary” means a Fellow of the Canadian Institute of Actuaries; 
Related Provisions: 144.1(1)‘actuary” — Same definition for ELHT rules. 


“administrator” of a pension plan means the person or body of 
persons that has ultimate responsibility for the administration of the 
plan; 

Related Provisions: 
administrator. 


147.1(6) — Administrator; 147.1(7) — Obligations of 


Registered Pension Plans Technical Manual: §1.4 (administrator). 


“average wage” for a calendar year means the amount that is ob- 


tained by dividing by 12 the total of all amounts each of which is — 


the wage measure for a month in the 12 month period ending on 
June 30 of the immediately preceding calendar year; 


Registered Pension Plans Technical Manual: §1.6 (average wage). 
“compensation” of an individual from an employer for a calendar 
year means the total of all amounts each of which is 
(a) an amount in respect of 
(i) the individual’s employment with the employer, or 


(ii) an office in respect of which the individual is'remuner- 
ated by the employer 


that is required (or that would be required but for paragraph 
81(1)(a) as it applies with respect to the /ndian Act) by section 5 
or 6 to be included in computing the individual’s income for the 
year, except such portion of the amount as 
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winded in comput i 
‘cept such portion 0 


computing an indivi lua 
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subsection 147. 18) and any other applicable pension tax rules. 


(iii) may reasonably be considered to relate to a period 
throughout which the individual was not resident in Canada, 
and 


(iv) is not attributable to the performance of the duties of the 
office or employment in Canada or is exempt from income 
tax in Canada by reason of a provision contained in a tax 
convention or agreement with another country that has the 
force of law in Canada, 
(b) a prescribed amount, or 
(c) an amount acceptable to the Minister in respect of remunera- 
tion received by the individual from any employer for a period 
in the year throughout which the individual was not resident in 
Canada, to the extent that the amount is not otherwise included 
in the total; 


Related. Provisions: 87(2)(q) — Amalgamation — continuing corporation; 
147(5.1) —DPSP Contribution. limits; 147(5.11) — Compensation; 147.1(8) — Pen- 
sion adjustment limits; 147.1(9) — Pension adjustment limits — multi-employer plans. 


Regulations: 8507 (prescribed amount). 

Information Circulars: 98-2: Prescribed compensation for registered pension plans. 
Registered Plans Compliance Bulletins: 2 (compensation for RPP purposes). 
Registered Pension Plans Technical Manual: §1.12 (compensation). 


“defined benefit provision” of a pension plan means terms of the 
plan under which benefits in respect of each member are deter- 
mined in any way other than that described in the definition “money 
purchase provision” in this subsection; 

Interpretation Bulletins: IT-167R6: Registered pension plans — employee’s contri- 
butions; IT-528: Transfers of funds between registered plans. 


Registered Pension Plans Technical Manual: §1.17 (defined benefit provision). 


“former limit’? for each calendar year after 2005 and before 2010 
means the greater of 
(a) the product (rounded to the nearest multiple of $10, or, if that 
product is equidistant from two such consecutive multiples, to 
the higher multiple) of 
(i) $18,000, and 
(ii) the quotient obtained when the average wage for the year 
is divided by the average wage for 2005, and 
(b) for 2006, $18,000, and for any other of those calendar years, 
the former limit for the preceding calendar year; 


History: The definition “former limit” in subsec. 147.1(1) added by 2005, c. 30, sub- 
sec. 11(2), applicable after 2004. 


“member” of a pension plan means an individual who has a right, 
either immediate or in the future and either absolute or contingent, 
to receive benefits under the plan, other than an individual who has 
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such a right only by reason of the participation of another individual 
in the plan; 

Related Provisions: 128.1(10)“excluded right or interest’’(a)(viii) — No deemed 
disposition on emigration of member. 

Registered Pension Plans Technical Manual: §1.25 (member). 


“money purchase limit’ for a calendar year means 
(a) for years before 1990, nil, 
(b) for 1990, $11,500, 
(c) for 1991 and 1992, $12,500, | 
(d) for 1993, $13,500, 
(e) for 1994, $14,500, 
(f) for 1995, $15,500, and 
(g) for years after 1995 and before 2003, $13,500, 
(h) for 2003, $15,500, 
(i) for 2004, $16,500, 
(j) for 2005, $18,000, 
(k) for 2006, the greater of $19,000 and the former limit for the 
year, 
(1) for 2007, the greater of $20,000 and the former limit for the 
year, 
(m) for 2008, the greater of $21,000 and the former limit for the 
year, 
(n) for 2009, the greater of $22,000 and the former limit for the 
year, and 
(o) for each year after 2009, the greater of 
(i) the product (rounded to the nearest multiple of $10, or, if 
that product is equidistant from two such consecutive multi- 
ples, to the higher multiple) of 
(A) the money purchase limit for 2009, and 
(B) the quotient obtained when the average wage for the 
year is divided by the average wage for 2009, and 
(ii) the money purchase limit for the preceding year; 


Related Provisions: 146(1) — RRSP dollar limit; 147.1(8) — Pension adjustment 
limits; 147.1(9) — Pension adjustment limits — multi-employer plans; 248(1)“money 
purchase limit” — Definition applies to entire Act. 


History: Para. (k) amended and paras. (1) to (0) added to the definition “money 
purchase limit” in subec. 147.(1) by 2005, c. 30, subsec. 11(1), applicable after 2004. 
Para. (k) formerly read: 


(k) for each year after 2005, the greater of 


(i) the product (rounded to the nearest multiple of $10, or, if that product is 
equidistant from two such consecutive multiples, to the higher multiple) of 


(A) $18,000, and 


(B) the quotient obtained when the average | wage for the year is divided 
by the average wage for 2005, and 


(ii) the money purchase limit for the preceding year; 


Paras. (g) to (j) of the definition “money purchase limit” in subsec. 147.1(1) amended 
and para. (k) added by 2003, c. 15, s. 84, applicable after 2002. However, for the pur- 
pose of determining a pension credit of an individual for the 2002 calendar ‘year under 
Reg. 8308.1 or 8308.3 or an amount prescribed in respect of an individual under Reg. 
8308.2 or 8309 for the 2003 calendar year, the money purchase limit. for 2002 is 
deemed to be $14,500. Paras. (g) to (j) formerly read: 


(g) for years after 1995 and before 2003, $13,500, 
(h) for 2003, $14,500, 
(i) for 2004, $15,500, and 
(j) for each’ year after 2004, the greater of 
(i) the product of 
(A) $15,500, and 


(B) the quotient obtained when the average wage for the year is divided 
by. the average wage for 2004, 


rounded to the nearest multiple of $10, or, if that product is equidistant from 
2 such consecutive multiples, to the higher thereof, and 


(ii) the money purchase limit for the preceding year; 


Paras. (g) to (j) of the definition “money purchase limit” in subsec. 147.1(1) amended 
by 1997, c. 25, s. 44, applicable after 1996. Paras. (g) to (j) formerly read: 


(g) for 1996, $13,500, 
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(h) for 1997, $14,500, 
(i) for 1998, $15,500, and 
(j) for each year after 1998, the greater of 
(i) the product of 
(A) $15,500, and 


(B) the quotient obtained when the average wage for the year is divided 
by the average wage for 1998, 


rounded to the nearest multiple of $10, or, if that product is equidistant from 
2 such consecutive multiples, to the higher thereof, and 


(ii) the money purchase limit for the preceding year, 


Paras. (g) to (j) substituted for para. (g) of the definition “money purchase limit” in 
subsec. 147.1(1), by 1996, c. 21, s. 36, applicable after 1995. Para. (g) formerly read: 


(g) for each year thereafter, the greater of 
(i) the product of 
(A) $15,500, and 


(B) the quotient obtained when the average wage for the year is divided 
by the average wage for 1995, 


rounded to the nearest multiple of $10, or, if that product is equidistant from 
two such consecutive multiples, to the higher thereof, and 


(ii) the money purchase limit for the immediately preceding calendar year, 


“Money purchase limit” in subsec. 147.1(1) amended by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 85(1), applicable after 1991. That definition formerly read: 


“money purchase limit” for a calendar year means 

(a) for years preceding 1990, nil, 
(b) for 1990, $11,500, 
(c) for 1991, $12,500, 
(d) for 1992, $13,500, 
(e) for 1993, $14,500, 
(f) for 1994, $15,500, and 
(g) for each year thereafter, the greater of 

(i) the product of 

(A) $15,500, and 


(B) the quotient obtained when the average wage for the year is di- 
vided by the average wage for 1994, 
rounded to the nearest multiple of ten dollars, or, if that product is equi- 
distant from two such consecutive multiples, to the higher thereof, and 
(ii) the money purchase limit for the immediately preceding calendar 
year; 
Registered Plans Directorate Newsletters: 96-1 (changes to retirement savings 
limits). 


Registered Pension Plans Technical Manual: §1.26 (money purchase limit). 


“money purchase provision” of a pension plan means terms of the 
plan 


(a) which provide for a separate account to be maintained in re- 
spect of each member, to which are credited contributions made 
to the plan by, or in respect of, the member and any other 
amounts allocated to the member, and to which are charged pay- 
ments made in respect of the member, and 

(b) under which the only benefits in respect of a member are 
benefits determined solely with reference,to, and provided by, 
the amount in the member’s account; 


Related Provisions: 60.021(4)(a) — Definition applies to 2008 RRIF minimum 
amount reduction. 


Regulations: 8506 (rules for money purchase provisions). 


Interpretation Bulletins: IT-167R6: Registered pension plans — employee’s contri- 
butions; IT-528: Transfers of funds between registered plans. 

Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: 
provision). 


§1.27. (money purchase 


‘“multi-employer plan” in a calendar year has the meaning as- 
signed by regulation; 

Related Provisions: 147.1(9) — Pension adjustment limits — multi-employer plans; 
252.1 — Where union is employer; Reg. 8510(5) — Special rules — multi-employer 
plan. 

Regulations: 8500(1), 8510(1) (meaning of “multi-employer plan”). 

Registered Pension Plans Technical Manual: §1.28 (multi-employer plan). 


Income Tax Act, Part I 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 13 (what 
is a MEP?). 

“participating employer”, in relation to a pension plan, means an 
employer who has made, or is required to make, contributions to the 
plan in respect of the employer’s employees or former employees, 
or payments under the plan to the employer’s employees or former 
employees, and includes a prescribed employer; 

Related Provisions: 87(2)(q) — Amalgamation — continuing corporation. 
Regulations: 8308(7)(c) (prescribed employer). 


Interpretation Bulletins: IT-363R2: Deferred profit sharing plans — deductibility of 
employer contributions and taxation of amounts received by a beneficiary (archived). 


Registered Pension Plans Technical Manual: §1.29 (participating employer). 


“past service event” has the meaning assigned by regulation; 
Related Provisions: 147.1(10) — Past service benefits. 

Regulations: 8300(1), (2) (past service event). 

Registered Pension Plans Technical Manual: §1.30 (past service event). 


“single amount” means an amount that is not part of a series of 
periodic payments; 

Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Pension Plans Technical Manual: §1.36 (single amount). 


“specified multi-employer plan” in a calendar year has the mean- 
ing assigned by regulation; 

Related Provisions: 252.1 — Where union is employer. 

Regulations: 8510(2), (3) (meaning of “specified multi-employer plan”). 
Registered Pension Plans Technical Manual: §1.37 (specified multi-employer 
plan). 

Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 13 (what 
is a SMEP?). 

“spouse” — [Repealed] 

History: “Spouse” repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 85(2), appli- 
cable after 1992. [See now subsec. 252(4).] That definition formerly read: 


“spouse” of an individual has the meaning assigned by subsection 146(1.1); 


“wage measure” for a month means the average weekly wages and 
salaries of 


(a) the Industrial Aggregate in Canada for the month as pub- 
lished by Statistics Canada under the Statistics Act, or 


(b) in the event that the Industrial Aggregate ceases to be pub- 
lished, such other measure for the month as is prescribed by reg- 
ulation under the Canada Pension Plan for the purposes of para- 
graph 18(5)(b) of that Act. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


Registered Pension Plans Technical Manual: §1.41 (wage measure). 


(2) Registration of plan — The following rules apply with res 


spect to the registration of pension plans: 
(a) the Minister shall not register a pension plan unless 


(i) application for registration is made in prescribed manner 
by the plan administrator, 


(ii) the plan complies with prescribed conditions for registra- © 


tion, and 


(iii) where the plan is required to be registered under the 
Pension Benefits Standards Act, 1985 or a similar law of a 
province, application for such registration has been made; 


(b) where a pension plan that was submitted for registration 
before 1992 is registered by the Minister, the registration is ef- 
fective from the day specified in writing by the Minister, and 

(c) where a pension plan that is submitted for registration after 


1991 is registered by the Minister, the registration is effective 
from the later of 


(i) January 1 of the calendar year in which application for 
registration is made in prescribed manner by the plan admin- 
istrator, and 


(ii) the day the plan began. 
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a Pepeens Amendment — - Pooled Pelee Pensi 


_ Plans REPS. 


on 


oe at the close of his meeting with mom 
ministers responsible for oS 


‘Over the coming: g months, fedeet ; 
stakeholders to ensv I 
tees ample 


“Ministers aso remain Sout to fosleissl better financial liter 
Hihis includes helping pone make more informed decisions as they save fe 


ow, there are encouraging signs abs improveme 
tors, particularly on the domestic front. Ministers agreed, however, 


Se toveneans may vhs acct to retirement income eee: in Crasd, At the Dec 
ber 2009 Finance Ministers’ Meeting in Whitehorse, Minis rs rece} 

retirement income adequacy research 1 
ing ( Group! which Ministers are} to pees nd ti 


tc . permit detiac) contribution. Pooled Registered Pension Plans (P. 
in order to improve the renee, of retirement sarin ce for Canadians. 


Geacle to meet hee retirement I olsecivess This will be particularly beeronl to 
‘Canadians that do not have the benefit of an employer sponsored pension plan, ir 
ing the self-employed. This will allow more Canadians to access the benefits 
members: of a Registered Pension Plan thereby ae Canadians i in & tirement. 


Examples: How PRPPs Will Benefit Canadians 
Example 1 


John owns and operates a company that employs 10 ppt John would like to offer a 
pension plan to his employees to help them prepare for retirement. However, given the 
small size of his business he does not have the expertise or resources to set up a plan. 


PRPPs will be administered bya regulated financial institution thereby decreasing the 
cost and complexity for small employers in setting up such a plan. As a result, John 
will now be able to offer a pension plan to his employees, which will ee them meet 
their retirement saving objectives. ~ : 


S. 147.1(2) 


Example 2 


is self-employed and i is Contened ‘tet she oe not have access to an employer 
isored pension plan to save for her retirement. 


PRPPs will be accessible to ay ee an copeyrenlvee CUTTER 8 Asa 


Howing fucividuate who agents may not ye palticioaie in a a pension plan, such as 
the self- ane and employees of companies not offer a pension plan, to 


ore attr ctive for omployes, ° cularly SMEs, to offer pension 
: because a third- deg. ane will take on most of the 


ie institutions that are capable of taking On a fiduciary role? will be 
eligible administrators of PRPPs. 


rder : 0 act in the oe interests 7 ee ete will be eligible ; pdministrators of 


RPPs. Regu ated financial institutions. are subject toa regulatory framework that 
promotes the ir sound operation and governance. - 


rators will have the ability to provide plans suited fo different types of 


: Duty of the hapeneaa, | ~ 
In order to protect the interests ot pln members, the administrator ml have a fiduciary 
duty to plan members. _ ~~. .. 


Gy 

¢ It is important to ensure that the best interests oF € plan members are protested - 
light of this, the framework will provide for scininistezions to bear a _ role 
- in respect of the plan members. 


Investmen and Costs « of Investments 


s will be designed to result i in large pools. of capital with low. costs, ae helping 
members to construct portfolios consistent with each member's. particular investment 
needs and objectives. : 


SA neo. vi be responsibl fi 1 investing the assets. While assets ‘invested 
under a PRPP will be co-mingled for investment “purposes, participants will have 
personal accounts for record- -keeping purposes. : 


dministrators will be responsible | for evaluating and offering i investnent funds 
that permit a reasonable and prudent. person to create an appropriate portfolio in 
‘Tespect of his or her own investment objectives and risk preferences including a 
w cost option. There will be a suitable low-cost default option for a broad group, 
and a manageable number of other investment options for members to choose 
from. A default option will be permitted to have some risk exposure and still be 
considered prudent under this framework or the purpose of the fiduciary duty. 


. . Upon enrolment, members will be given the opportunity to select an investment 
mix consistent with their retirement savings objectives. The administrator will pro- 
vide the member with educational tools: and other resources to permit him or her to 
: make an infonned choice, Dk 


Disclosure yy 


Plain language disclosure of plan provisions and investment performance is critical for 
members to understand the nature of their participation in a PRPP. 


“© Administrators will be responsible for providing all members with certain informa- 
oe on a regular, periodic basis, neioding: 


—— An annual statement; 
ae a Investment performance and relative risks; 
— All costs and fees: : 
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— Contributions, broken down between employer and employees where 
applicable; 


— Notice of any amendments to the plan; 


— An illustration of the level of retirement income that could be generated 
through the purchase of an annuity given the member's plan assets; and 


— Informing employees that are leaving the employer of their right to either keep 
their plan assets with the existing plan, or transfer the assets to some other 
retirement savings vehicle. 


Management and Operational Responsibilities of Administrators 


Administrators will generally be responsible for performing all of the required manage- 
ment and operational functions of a plan operating as a PRPP. 


¢ Administrators will generally be responsible for performing all of the required 
management and operational functions of a plan operating as a PRPP. This will 
include: 


— Receiving contributions to a PRPP from both employers and es who 
participate; and 


— Responding to any enquiries from plan members ¢ on any element of the plan 
and their participation therein. 


— Administrators will also be largely responsible for ensuring eompliance with 
the tax rules, particularly in respect of administrative and ne require- 
ments related to contributions. 


Responsibilities of Employers 


Employers that choose to offer a PRPP will be responsible for selecting a ‘particular 
plan for their employees and enrolling their employees into the plan. 


¢ An employer can choose to offer a PRPP to its employees, which could include 
making direct employer contributions to ae plan, along with ase, ee 
tions from the employee. j 


¢ Despite the intention to have the majority of administrative tasks pes by the 
administrator, there will be certain residual tasks that an employer that chooses to 
offer a PRPP would need to fulfill. These include: _ ; 


— Selecting a plan and enrolling its employees into that plan, which may involve 
a choice to move from one plan to another from time to time; ye 


— Determining a level of contributions at the ae level and, if applicable, 
the employer level; 


— Collecting and remitting contributions to the plan; and 
— Informing the administrator of new members and terminations of employment. 


e Disclosure requirements will be largely | borne by the administrator, but certain 
tasks would be necessarily assumed by the employer. Employers that offer a PRPP 
will be responsible for, among other things, informing their employees of any new 
participation in a PRPP or whether the employer has chosen to move to a new plan. 


* Employers contributing directly to a PRPP will also have certain administrative 
responsibilities in relation to compliance with the pension tax rules. 


poe 


Participation and Operation 
Classes of Plan Members 


There will be two classes of members sligible | to participate: Employed: Mectew: will 
include employees of an employer that offers a PRPP and Individual Members will 
include the self-employed and employees of an employer that does not offer a PRPP. 
While investments will be common across all members, there will be certain adminis- 
trative and regulatory differences between the two classes. : 


ty 


¢ While any individual will be eligible to join a particular plan, nenibegs who join 


by the virtue of an employment relationship with an employer will have somewhat 
differing administrative treatment. ieee plan members are rolerred to as Em 
ployed Members”. 


e 


Employed Members will participate in such a PRPP ‘tech like defined contribution 
Registered Pension Plan members do at present. The employer may make direct 
contributions and will remit contributions on behalf of employees. 


¢ The self- employed and employees of an employer that does not offer a PRPP are 
referred to as “Individual Members”. In general, these members will be responsible 
for the tasks that would otherwise be borne by an employer, including making the 
choice to enrol, selecting contribution rates and remitting contributions to the plan. 


Enrolment and Contributions 


Where there is an employer that offers a PRPP, the eaployess of that anole ers may be 
enrolled in the plan and contributions will be made at a default level set by the em- 
ployer. Individual Members will have to make a choice on their own on whether to 
join. 


¢ An employer that chooses to offer a PRPP wil enrol its employees ke certain 
classes thereof) into the plan it has chosen, The employer will select a default con- 
tribution rate. 


¢ Employers may be permitted to enrol their employees into a PRPP during the ten- 
ure of the employee’s employment, and not simply at the hiring stage. This may be 
accompanied with a provision allowing these employees to opt out shortly after 
being enrolled. 


Income Tax Act, Part I 


. Employed Members will make contributions on a regular, paycheque deduction 
basis (as is the case with Registered Pension Plans), but Individual Members may 
have the opportunity to make single, lump sum contributions in addition to the | 
option of making periodic contributions. ’ eth 


* The framework will also provide that employers will have the ability to increase 
the employee’s default contribution rate from time to time in order to allow contri- 
butions to increase oo with salary, —__ subject to the MeneieS s ability 
to opt out. . 


Portability of Member Benefits : : | 


The right of portability of member benefits will be baaiea' subject to certain terms | 
and conditions, similar to the present Registered Pension Plan framework (for Em- | 
ployed Members). There will be fewer restrictions on portability for Individual Mem- : 
bers. An employer that offers a PRPP will have the ability to move to a new plan at - 
discretion. 


. Portability of pension benefits is a key component of the PRPP framework a will | 
- facilitate an-easy transfer between plans. 


° Employers will have the ability to cease offering a particular plan to their Soe 
ees at their discretion. This could be done by choosing to cease Once a PRPP 
altogether, or by choosing a new Plan to offer its employees. 


— Ifthe employer chooses to ‘offer a new plan, then it will have the right to trans- 
fer all of its employees’ accounts to the new plan, whereupon the employees 
will need to follow a new enrolment process by selecting new investments, 
among other things. This approach reflects the fact that it will be the em- 

_ ployer’s responsibility to select a particular plan. 


* If an Employed Member terminates employment with a rier employer, that 
member could choose to remain in the particular PRPP or move his or her assets to 
another plan or another retirement savings vehicle. — 


* Individual Members participating in a PRPP on a voluntary basis could done to 
move their assets at any time to another plan or retirement savings vehicle, subject 
_toa minimum investment psi that an administrator may wish to set*. 


bee in y 
Lookinigetn'p provisions are joreiled to ensure that funds are available for retirement 
income purposes. Employer contributions will be locked-in. Some jurisdictions may 


also choose to pee lee to unlock their contributions under certain 
CARCUIBSTENC eS: 


© There is a trade-off between cae take-up, providing flexibility, and pro- 


moting lower administrative costs of PRPPs. Under existing pension standards 
rules, contributions/savings are locked-in. Locking-in provisions are intended to 
ensure that funds are available for retirement income purposes. 


. Employer contributions will be locked-in under PRPPs. Some jurisdictions may 
also choose to allow employees to unlock their contributions under certain circum- 
stances (e.g. small amounts, financial hae 


Mandatory Employer Participation 
PRPPs will provide a vehicle for those jurisdictions that wish to require some eine 


ers to offer their employees access to a pension plan. 


* Each jurisdiction will make a determination as to whether it wants to require em- 
ployer participation. 


Potential Tax Rule Modifications 


‘The federal government will develop modifications to the tax rules to accommodate 


PRPPs, with the objective of ensuring that such plans fit within the basic system of 
rules and limits for Registered Pension Plans (RPPs) and Registered Retirement Sav- | 
ings Plans (RRSPs). The tax rule framework will apply to PRPPs in all ‘jurisdictions. 


¢ The basic approach will be to set out in the Income Tax Act the conditions for 
establishing a broad-based pension plan, which will essentially be a new type of 
- defined contribution RPP. A PRPP will be subject to most of the existing rules 
applying to defined contribution RPPs (referred to as money purchase RPPs in the 
tax rules), but with some exceptions as well as new requirements to deal with its 
_ broad-based nature. : 


© The principal differences are that it will generally be administered by a third-party 

(consistent with the definition of eligible administrator under pension benefits stan- 

dards rules) rather than a sponsoring employer, and it will allow contributions by 

; self-employed persons and individuals without a participating employer. Recogniz- 

ing the need to ensure ease of administration and compliance with existing RPP 
and RRSP limits, contributions will be permitted on the following basis: — 


—— Employers contributing directly to a PRPP and their employees will be permit- 
~ ted to make contributions under the RPP limits, with the corresponding re- 
quirement to report a pension adjustment in respect of those contributions, so 
as to parallel current treatment under the money purchase RPP rules. 


— Self-employed persons and other employees will contribute on the basis of 
their available RRSP limit. 


! This group was chaired by Ted Menzies, poatiameilict secretary to Minister Flaherty, 
and supported by research director Jack Mintz and Finance Ministers from British Co- 
lumbia, Alberta, Manitoba, Ontario and Nova Scotia. 


2? This would include trust and insurance companies and other financial instigation wah 
a trust subsidiary. 
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Related Provisions: Latino. — eee — pension trust; 172(5) — Deemed 
refusal to register; 241(4)(j) — Communication of information — exception. 


History: Paras. 147.1(2)(b) and (c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), 
Bapsce, 85(3), applicable after 1990. Paras. (b) and (c) formerly read: 


(b) where a pension plan that is submitted for registration before 1991 is regis- 
tered by the Minister, the registration is effective from such day as is specified in 
writing by the Minister; and 
(c) where a pension plan that.is submitted for registration. after 1990.is registered 
by the Minister, the registration is effective from the later of 
(i) January 1 of.the calendar year in which’ application for registration is 
made in prescribed manner by the plan administrator, and 
(ii) the day of commencement of the plan. 
Regulations: 8500-8520; 8501(1) (prescribed conditions); 8512(1), (2) (prescribed 
conditions, prescribed manner). 
Information Circulars: 72-13R8: Employees’ pension plans uty superseded by 
new Regulations]. 
Registered Plans Directorate Newsletters: 95-1 (new approach to plan registra- 
tion); 95-2R1 (registered plan division services); 95-6R (specimen pension plans — 
speeding up the process); 95-7 (Quebec simplified pension plans); 98-1. (simplified 
pension plans); 04-2 (RPP applications — processing an incomplete application). 
Registered Pension Plans Technical Manual: §2.1 (registration of the plan). 
Registered Plans Compliance Bulletins: 2 (general warning: establishing RPPs 


when there exists no valid employee-employer relationship); 1, 2, 3 (how to contact 
us); 5 (reminder of primary purpose requirement for RPPs). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), gq. 22 (what 
is a complete application for registering a pension plan?). 


Forms: T3P: Employees’ pension plan income tax return; T10: Pension adjustment 
reversal; T10 Summ: Summary of PARs;'T10 Segment; 1510: ai aatine to register a 
pension plan. 


(3) Deemed registration — Where application is made to the 
Minister for registration of a pension plan for the purposes of this 
Act and, where the manner for making the application has been pre- 
scribed, the application is made in that manner by the administrator, 


(a) subject to paragraph (b), the plan is, for the purposes of this 
Act other than paragraphs 60(j) and (j.2) and sections 147.3. and 
147.4, deemed to be a registered pension plan throughout the 
period that begins on the latest. of 


(i) January 1 of the calendar year in which the application is 
made, 


(11) the day of commencement of the ye and 
(iii) January 1, 1989 


and ending on the day on which a final Sey eee is eG 
with respect to the application; and 


(b) where the final determination made with respect to the pli 
cation is a refusal to register the plan, this Act shall, after the 
day of the final determination, apply as. if the plan had never 
been deemed, under paragraph (a), to be a registered. pension 
plan, except that 


(i) any information return otherwise required to. be filed 
under subsection 207.7(3) before the particular day that is 90 
days after the day of the final determination is not required to 
be filed until the particular day, and 


(ii) subsections 227(8) and (8.2) are not applicable with re- 
spect to contributions made to the plan on or before the day 
of the final determination. 
Related Provisions: — 87(2)(q) — Amalgamation — continuing 
172(3) — Appeal from refusal to register, revocation of registration, etc.; 
Deemed refusal to register. 
History: The opening words of para. 147.1(3)(a) amended by 1998, c. 19, s. 173, ap- 
plicable after 1996. The opening words formerly read: 
(a) subject'to paragraph (b), the plan shall, for the purposes of this Act other than 
paragraphs 60(j) and (j.2) and section) 147.3, be deemed to be a registered pen- 
sion plan throughout the period commencing, on the latest of 
Registered Plans Directorate Newsletters: 95-1 (new approach. to plan registra- 
tion); 95-2R1 (registered plan division services); 95-6R (specimen pension plans — 
speeding up the process); 95-7 (Quebec simplified pension plans); 98-1 (simplified 
pension plans). 


corporation; 
172(5) — 


Related 


S. 147.1(7) 


Registered Pension Plans Technical Manual: §2:2 (deemed registration), 
Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), g. 22 (what 
is a complete application for registering a pension plan?). 


Forms: T510: Application to register a pension plan. 


(4) Acceptance of amendments — The Minister shall not ac- 
cept an amendment to a registered pension plan unless 


(a) application for the acceptance is made in prescribed manner 
by the plan administrator; 


(b) the plan as amended complies with prescribed conditions for 

registration; and 

(c) the amendment complies with prescribed conditions. 
Related Provisions: 147-1(15) — Plan as registered. 
Regulations: 8501(1), 8511 (prescribed conditions); 8512 (prescribed manner). 
Registered Plans Directorate Newsletters: 95-6R (specimen pension plans — 


speeding up the process); 95-7 (Quebec'simplified pension plans); 98-1 (simplified 
pension plans). 


Registered Pension Plans Technical Manual: §2.3 (acceptance of amendments). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 23 (what 
is a-complete. application for amending an RPP?). 


Forms: T920: Application to amend to an RPP; T2011: RPP change of information 
form; T2014: RPP priority identification form. 


(5) Additional conditions — The Minister may, at any time, im- 
pose reasonable conditions applicable with respect to registered 
pension plans, a class of such plans or a particular registered pen- 
sion plan. 


Registered Plans Directorate Newsletters: 96-3 (flexible pension plans); 98-1 
(simplified pension plans); 04-1 (transfer’from a defined. benefit. provision). 


Registered Pension Plans Technical Manual: .§2.4 (additional conditions). 


(6). Administrator — There. shall, for each: registered pension 
plan, be.a person. or a body of persons that has ultimate responsibil- 
ity for the administration of the plan and, except as otherwise per- 
mitted in writing by the Minister, the person or a majority of the 
persons who constitute the body shall be a person or persons. resi- 
dent in Canada. 

Related . Provisions: — 87(2)(q)— Amalgamation — continuing . corporation; 


147.1(7) — Obligations of administrator; 147.1(11) — Revocation of registration — 
notice of intention; 250 — Residents. 


Registered Pension Plans Technical Manual: §2.5 (administrator); §2.5.1 (non- 
resident administrator). 


(7) Obligations of administrator — The administrator of a reg- 
istered pension plan shall 


(a) administer the plan in accordance with the terms of the plan 
as registered except that, where the plan fails to comply with the 
prescribed conditions for registration or any other requirement 
of this Act or the regulations, the administrator may administer 
the plan as if it were amended to so comply; 


(b) before July, 1990, in the case of a person or body that is the 
administrator on January 1, 1989 or becomes the administrator 
before June, 1990, and, in any other case, within 30 days after 
becoming the administrator, inform the Minister in writing 


(i), of the name and address of the person who is the adminis- 
trator, or 


(ii) of the names and addresses of the persons who constitute 
the body that is the administrator; and 


(c) where there’is any change in the information provided to the 
Minister in accordance with this paragraph or paragraph (b), in- 
form the Minister in writing, within 60 days after the change, of 
the new information. 

Provisions: 87(2)(q) — Amalgamation — continuing corporation; 


147.1(11) — Revocation of registration; 147.1(15) — Plan as registered; 147.1(18) — 
Regulations; 238(1) — Offences; 248(7)(a) — Mail deemed received on day mailed. 


Regulations: Part LXXXvV (prescribed conditions). 


Registered Pension Plans Technical | Manual: 
administrator). 


§2.6 (obligations: of the 


Forms: T3P: Employees’ pension plan income tax return. 
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(8) Pension adjustment limits — Except as otherwise provided 
by regulation, a registered pension plan (other than a multi-em- 
ployer plan) becomes, at the end of a calendar year after 1990, a 
revocable plan where 


(a) the pension adjustment for the year of a member of the plan 
in respect of a participating employer exceeds the lesser of 


(i) the money purchase limit for the year, and 


(ii) 18% of the member’s compensation from the employer 
for the year; or 


(b) the total of 


(i) the pension adjustment for the year of a member of the 
plan in respect of a participating employer, and 


(ii) the total of all amounts each of which is the member’s 
pension adjustment for the year in respect of an employer 
who, at any time in the year, does not deal at arm’s length 
with the employer referred to in subparagraph (i) 


exceeds the money purchase limit for the year. 


Related Provisions: 87(2)(q) = Amalgamation — continuing _ corporation; 
147(5.1)(c) — Contribution limits; 147.1(11) — Revocation of registration — notice of 
intention; 147,3(13)— Excess transfer; 252.1 — Multi-employer plan — union as 
employer. 


Regulations: 8509(12) (limitation on application of 147.1(8)). 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Information Circulars: 98-2: Prescribed compensation for registered pension plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 96-1 (changes to retirement savings limits). 


Registered Pension Plans Technical Manual: §2.7 (PA limits). 


Forms: T10: Pension adjustment reversal. 


(9) Idem — multi-employer plans — Except as otherwise pro- 
vided by regulation, a registered pension plan that is a multi-em- 
ployer plan (other than a specified multi-employer plan) in a calen- 
dar year after 1990 becomes, at the end of the year, a revocable plan 
where 


(a) for a member and an employer, the total of all amounts each 
of which is the member’s pension credit (as prescribed by regu- 
lation) for the year in respect of the employer under a defined 
benefit or money purchase provision of the plan exceeds the 
lesser of 


(i) the money purchase limit for the year, and 


(ii) 18% of the member’s compensation from the employer 
for the year; or 


(b) for a member, the total of all amounts each of which is the 
member’s pension credit (as prescribed by regulation) for the 
year in respect of an employer under a defined benefit or money 
purchase provision of the plan exceeds the money purchase limit 
for the year. 
Related Provisions: 87(2)(q) — Amalgamation — continuing __ corporation; 
147.1(11) — Revocation of registration — notice of intention; 147.1(14) — Anti- 


avoidance — multi-employer plans; 147.3(13) — Excess transfer; Reg. 8301 — Pen- 
sion adjustment. 


Regulations: 8301(4)—(6), (8) (pension credit); 8509(12) (limitation on application of 
147.1(9)). 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Information Circulars: 98-2: Prescribed compensation for registered pension plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 95-7 (Quebec simplified pension plans); 96-1 (changes to retire- 
ment savings limits); 98-1 (simplified pension plans). 


Registered Pension Plans Technical Manual: §2.8 (PA limits — multi-em- 
ployer plans). 


(10) Past service benefits — With respect to each past service 
event that is relevant to the determination of benefits in respect of a 
member under a defined benefit provision of a registered pension 
plan, such benefits as are in respect of periods after 1989 and before 
the calendar year in which the event occurred shall be determined, 
for the purpose of a payment to be made from the plan or a contri- 
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bution to be made to the plan at a particular time, with regard to the 
event only if 


(a) where the member is alive at the particular time and except 


t 


as otherwise provided by regulation, the Minister has certified in — 
writing, before the particular time, that prescribed conditions are 


satisfied, 


(b) where the member died before the particular time and the | 


event occurred before the death of the member, 


(i) this subsection did not require that the event be disre- 
garded in determining benefits that were payable to the mem- 
ber immediately before the member’s death (or that would 
have been so payable had the member been entitled to re- 
ceive benefits under the provision immediately before the 
member’s death), or 


(ii) the event, as it affects the benefits provided to each indi- 
vidual who is entitled to benefits as a consequence of the 
death of the member, is acceptable to the Minister, 


(c) where the member died before the particular time and the 
event occurred after the death of the member, the event, as it 
affects the benefits provided to each individual who is entitled to 
benefits as a consequence of the death of the member, is accept- 
able to the Minister, and 


(d) no past service event that occurred before the event is re- 
quired by reason of the application of this subsection to be disre- 
garded at the particular time in determining benefits in respect of 
the member, 


and, for the purposes of this subsection as it applies with respect to 
contributions that may be made to a registered pension plan, where 
application has been made for a certification referred to in para- 
graph (a) and the Minister has not refused to issue the certification, 
the Minister shall be deemed to have issued the certification. 
Related Provisions: — 87(2)(q) — Amalgamation —continuing — corporation; 
147.1(11) — Revocation of registration — notice of intention; 147.1(18)— Regula- 
tions; 147.2(1)— Pension contributions deductible — employer contributions; 
241(4)(c) — Communication of information — exception; 248(8) — Occurrences as a 
consequence of death. 

Regulations: 8300(6) (prescribed rules); 8306 (certification not required); 8307(2) 
(prescribed conditions); 8308(1) (benefits provided before registration); 8519 (pre- 
scribed manner). 
Interpretation Bulletins: 
contributions. 


IT-167R6: Registered pension plans — employee’s 


Registered Pension Plans Technical Manual: §2.9 (past service benefits). 
Forms: T1004: Applying for the certification of a provisional PSPA. 


(11) Revocation of registration — notice of intention — 
Where, at any time after a pension plan has been registered by the 
Minister, 


(a) the plan does not comply with the prescribed conditions for 
registration, 


(b) the plan is not administered in accordance with the terms of 
the plan as registered, 


(c) the plan becomes a revocable plan, 


(d) a condition imposed by the Minister in writing and applica- 
ble with respect to the plan (including a condition applicable 
generally to registered pension plans or a class of such plans and 
a condition first imposed before 1989) is not complied with, 


(e) a requirement under subsection (6) or (7) is not complied 
with, 


(f) a benefit is paid by the plan, or a contribution is made to the 
plan, contrary to subsection (10), 


(g) the administrator of the plan fails to file an information re- 
turn or actuarial report relating to the plan or to a member of the 
plan as and when required by regulation, 


(h) a participating employer fails to file an information return 
relating to the plan or to a member of the plan as and when re- 
quired by regulation, or 
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(i) registration of the plan under the Pension Benefits Standards 
Act, 1985 or a similar law of a province is refused or revoked, 


the Minister may give notice (in this subsection and subsection (12) 
referred to as a “notice of intent”) by registered mail to the plan 
administrator that the Minister proposes to revoke the registration 
of the plan as of a date specified in the notice of intent, which date 
shall not be earlier than the date as of which, 


(j) where paragraph (a) applies, the plan failed to so comply, 


(k) where paragraph (b) applies, the plan was not administered 
in accordance with its terms as registered, 


(1) where Petaerepp (c) applies, the plan became a revocable 
plan, 


(m) where paragraph (d) or (e) applies, the condition or require- 
ment was not complied with, 


(n) where paragraph (f) applies, the benefit was paid or the con- 
tribution.was made, 


(0) where paragraph (g) or (h) applies, the information return or 
actuarial report was required to be filed, and 


(p) where paragraph (i) applies, the registration fo to in 

that paragraph was refused or revoked. 
Related Provisions: 87(2)(q) — Amalgamation— continuing — corporation; 
147.1(8) — Pension adjustment limits; 147.1(9) — Pension adjustment limits — multi- 
employer plans; 147.1(12) — Notice of revocation; 147.1(13) — Revocation of regis- 
tration; 147.1(15) — Meaning of “plan” as registered; 147.1(18)(b) — Regulations; 
147.3(12) — Restriction re transfers; 147.4(1)(d) — RPP annuity contract; 172(3) — 
Appeal from refusal to register, revocation of registration, etc.; 180(1) — Appeals to 
Federal Court of Appeal; 244(5) — Proof. of service by mail; 248(7)(a) — Mail 
deemed received on day mailed. 


Selected Cases [subsec. 147.1(11)]: 1346687 Ontario Inc. v. MNR, [2007] 5 
C.T.C. 8 (FCA) (Plan failed to meet required conditions of providing retirement 
benefits); Boudreau v. MNR, [2005] 5 C.T. C. 38 (FCA) (Notice of intent to revoke did 
not constitute revocation of plan). 


Regulations: 8501(2) (failure to comply with various conditions); 8503(15) (past ser- 
vice employer contributions); 8506(4) (non-payment of minimum amount). 


Registered Pension Plans Technical Manual: §2.10 (revocation of registra- 
tion — notice of intention); §2.11 (notice of revocation). 


Registered Plans Compliance Bulletins: 5 (reminder of primary purpose require- 
ment for RPPs). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 11 (IPPs 
established primarily to transfer funds from an existing RPP). 


(12) Notice of revocation — Where the Minister gives a notice 
of intent to the administrator of a registered pension plan, or the 
plan administrator applies to the Minister in writing for the revoca- 
tion of the plan’s registration, the Minister may, 


(a) where the plan administrator has applied to the Minister in 
writing for the revocation of the plan’s registration, at any time 
after receiving the administrator’s application, and 


(b) in any other case, after 30 days after the day of siaeiaas of 
the notice of intent, 


give notice (in this subsection and in subsection (13) referred to as a 

“notice of revocation’) by registered mail to the plan administrator 
that the registration of the plan is revoked as of the date specified in 
the notice of revocation, which date may not be earlier than the date 
specified in the notice of intent or the administrator’s application, as 
the case may be. 


Registered Pension Plans Technical Manual: §2.11 (notice of revocation). 


(13) Revocation of registration — Where the Minister gives a 
notice of revocation to the administrator of a registered pension 
plan, the registration of the plan is revoked as of the date specified 
in the notice of revocation, unless the Federal Court of Appeal or a 
judge thereof, on application made at any time before the determi- 
nation of an appeal pursuant to subsection 172(3), orders otherwise. 


Related Provisions: 147.1(12) — Notice of revocation; 244(5) — Proof of service 
by mail; 248(7)(a) — Mail deemed received on day mailed. 


Selected Cases [subsec. 147.1(13)]: Hodge v. MNR, [2009] 5 C.T.C. 94 (FCA) 
(Minister entitled to revoke registration of plan from inception), 


Registered Pension Plans Technical Manual: §2.12 (revocation of registration). 


S. 147.1(18)(e) 


(14) Anti-avoidance — multi-employer plans — Where at 
any time the Minister gives written notice to the administrators of 
two or more registered pension plans, each of which is a multi-em- 
ployer plan, that this subsection is applicable in relation to those 
plans. with respect, to.a calendar year, 


(a) each of those plans that is a specified multi-employer plan in 
the year shall, for the purposes of subsection (9) (other, than for 
the purpose of determining. the pension credits referred to in 
paragraphs (9)(a) and (b)), be deemed to be a multi-employer 
plan that is not a specified multi-employer plan; and 


(b) the totals determined for the year under paragraphs (9)(a) 
and .(b) shall .be the amounts. that would be determined if all the 
plans were a single plan. 
Related Provisions: 87(2)(q) — Amalgamation — continuing corporation. 
Registered Plans Directorate Newsletters: 95-7 (Quebec simplified pension 
plans); 98-1 (simplified pension plans). 


Registered Pension Plans Technical Manual: §2.13 (anti-avoidance — multi- 
employer plans). 


(15) Plan as registered — Any reference in this Act and the reg- 
ulations to a pension plan as registered means the terms of the plan 
on the basis of which the Minister has registered the plan for the 
purposes of this Act and as amended by 


(a) each amendment that has been accepted by the Minister, and 


(b) each amendment that has been submitted tothe Minister for 
acceptance and that the Minister has neither accepted nor re- 
fused to accept, if it is reasonable to expect. the Minister to ac- 
cept the amendment, 


and: includes: all terms that are not contained in the documents con- 
stituting the plan but that are terms of the plan by reason of the 
Pension. Benefits. Standards. Act, 1985 ora similar law of a 
province. 

Related Provisions: 87(2)(q) — Amalgamation — continuing corporation, 


Registered Pension Plans Technical Manual: §2.14 (plan as registered). 


(16) Separate liability for obligations — Every person who is 
a member of a body that is the administrator of a registered pension 
plan is subject to all obligations imposed on administrators by this 
Actor a regulation as if the pestan! were the administrator of the 
plan. 


Related Provisions: 238(1) — Offences. 


Registered Pension Plans Technical Manual: 
obligations). 


§2.15 (separate liability for 


(17) Superintendent of Financial Institutions — The Min- 
ister may, for the purposes of this Act, obtain the advice of the Su- 
perintendent of Financial Institutions with respect to any matter re- 
lating to pension plans. 


Registered Pension Plans Technical Manual: §2.16 (Superintendent of Finan- 
cial Institutions). 


(18) Regulations — The Governor in Council) may make 
regulations 


(a) prescribing conditions for the registration of pension plans 
and enabling the Minister to impose additional conditions or 
waive any conditions that are prescribed; 


(b) prescribing circumstances under which a registered pension 
plan becomes a revocable, plan; 


(c) specifying the manner of determining, or enabling the Min- 
ister to determine, the portion of a member’s benefits under a 
registered pension plan that is in respect of any period; 


(d) requiring administrators of registered pension plans to make 
determinations in connection with the computation of pension 
adjustments, past service pension adjustments, total pension ad- 
justment reversals or any other related amounts (all such 
amounts referred to in this subsection as “specified amounts’’); 


(e). requiring that the method used. to determine a specified 
amount. be. acceptable to. the Minister, where more than one 
method would otherwise comply with the regulations; 
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(f) enabling the Minister to permit or require a specified amount 
to be determined in a manner different from that set out in the 
regulations; 


(g) requiring that any person who has information required by 
another person in order to determine a specified amount provide 
the other person with that information; 


(h) enabling the Minister to require any person to provide the 
Minister with information relating to the method used to deter- 
mine a specified amount; 


(i) enabling the Minister to require any person to provide the 
Minister with information relevant to a claim that paragraph 
(10)(a) is not applicable by reason of an exemption provided by 
regulation; 


(j) respecting applications for certifications for the purposes of 
subsection (10); 


(k) enabling the Minister to waive the requirement for a certifi- 
cation for the purposes of subsection (10); 


(1) prescribing rules for the purposes of subsection (10), so that 
that subsection applies or does not apply with respect to benefits 
provided as a consequence of particular transactions, events or 
circumstances; 


(m) requiring any person to provide the Minister or the adminis- 
trator of a registered pension plan with information in connec- 
tion with an application for certification for the purposes of sub- 
section (10); 


(n) requiring any person who obtains a certification for the pur- 
poses of subsection (10) to provide the individual in respect of 
whom the certification was obtained with an information return; 


(0) requiring administrators of registered pension plans to file 
information with respect to amendments to such plans and to the 
arrangements for funding benefits thereunder; 


(p) requiring administrators of registered pension plans to file 
information returns respecting such plans; 


(q) enabling the Minister to require any person to provide the 
Minister with information for the purpose of determining 
whether the registration of a pension plan may be revoked; 


(r) requiring administrators of registered pension plans to submit 
reports to the Minister, prescribing the class of persons by whom 
the reports shall be prepared and prescribing information to be 
contained in those reports; 


(s) enabling the Minister to impose any requirement that may be 
imposed by regulation made under paragraph (r); 


(t) defining, for the purposes of this Act, the expressions “mullti- 
employer plan”, “past service event’, “past service pension ad- 
justment”, “pension adjustment”, “specified multi-employer 


plan’ and “total pension adjustment reversal”; and 


(u) generally to carry out the purposes and provisions of this Act 
relating to registered pension plans and the determination and 
reporting of specified amounts. 
Related Provisions: 87(2)(q) — Amalgamation — continuing corporation; 221 — 
Regulations generally; 238(1) — Offences. 
History [147.1(18)]: Paras. 147.1(18)(d) and (t) amended by 1998, c. 19, subsecs. 
39(1), (2), applicable after 1996. Paras. (d) and (t) formerly read: 
(d) requiring administrators of registered pension plans to make determinations 
in connection with the computation of pension adjustments, past service pension 


adjustments or any other related amounts (all such amounts, referred to in this 
subsection as “specified amounts”); 


(t) defining the expressions “multi-employer plan”, “past service event’, “past 
service pension adjustment”, “pension adjustment” and “specified multi-em- 
ployer plan”; and 
Regulations: 8300-8520. 
Registered Pension Plans Technical Manual: §2.17 (regulations). 
Definitions [s. 147.1]: “actuary”, “administrator” — 147.1(1); “amount” — 248(1); 
“as registered” — 147.1(15); “average wage” — 147.1(1); “calendar year” — Interpre- 


tation Act 37(1)(a); “Canada” — 255; “compensation” — 147.1(1); “consequence of 
the death” — 248(8); “defined benefit provision” — 147.1(1); “employer”, “employ- 
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ment” — 248(1); “Federal Court of Appeal” — Federal Courts Act s. 3; “former 
limit” — 147.1(1); “Governor in Council” — Interpretation Act 35(1); “individual” — 
248(1); “member” — 147.1(1); “Minister” — 248(1); “money purchase limit” — 
147.1(1), 248(1); “money purchase provision” — 147.1(1); “multi-employer plan” — 
147.1(1), Reg. 8500(1), 8510(1); “office” —248(1); “participating employer” — 
147.1(1); “past service event’ — 147.1(1), Reg. 8300(1), (2); “past service pension ad- 
justment” — 248(1), Reg. 8303; “pension adjustment” — 248(1), Reg. 8301(1); “pen- 
sion credit” — Reg. 8301(2)-(8), (10), (16); “person”, “prescribed” — 248(1); “proy- 
ince” — Interpretation Act 35(1); “registered pension plan”, “regulation” — 248(1); 
“resident in Canada” — 250; “single amount” — 147.1(1); “specified amount” — 
147.1(18)(d);. “specified multi-employer plan” — 147.1(1), Reg. 8510(2), (3); 
“spouse” — 146(1.1), 147.1(1); “total pension adjustment reversal” — 248(1); “wage 
measure” — 147.1(1); “writing” — Interpretation Act 35(1). 


147.2 (1) Pension contributions deductible — employer 
contributions — For a taxation year ending after 1990, there may 
be deducted in computing the income of a taxpayer who is an em- 
ployer the total of all amounts each of which is a contribution made 
by the employer after 1990 and either in the taxation year or within 
120 days after the end of the taxation year to a registered pension 
plan in respect of the employer’s employees or former employees, 
to the extent that 


(a) in the case of a contribution in respect of a money purchase 
provision of a plan, the contribution was made in accordance 
with the plan as registered and in respect of periods before the 
end of the taxation year; 


(b) in the case of a contribution in respect of the defined benefit 
provisions of a plan (other than a specified multi-employer 
plan), the contribution 


(i) is an eligible contribution, 


(ii) was made to fund benefits provided to employees and 
former employees of the employer in respect of periods 
before the end of the taxation year, and 


(iii) complies with subsection 147.1(10); 


(c) in the case of a contribution made to a plan that is a specified 
multi-employer plan, the contribution was made in accordance 
with the plan as registered and in respect of periods before the 
end of the taxation year; and 


(d) the contribution was not deducted in computing the income 
of the employer for a preceding taxation year. 
Related Provisions: 6(1)(a)(i)—Employer’s contribution not a taxable, benefit; 
20(1)(q) — Employer’s contributions deductible; 87(2)(q) — Amalgamation — contin- 
uing corporation; 147.1(8), (9) Pension adjustment limits; 147,.2(2) — Employer 
contributions — defined benefit provisions; 147.2(8) — Former employee of predeces- 
sor employer. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 

Registered Plans Compliance Bulletins: 2 (compensation for RPP purposes); 3 
(employer over-contributions to a registered pension plan: double taxation). 
Registered Pension Plans Technical Manual: §3.1 (deductible employer 
contributions). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 21 (suc- 
cessor pension plan where business assets purchased). 


(2) Employer contributions — defined benefit provi- 


sions — For the purposes of subsection (1), a contribution made - 


by an employer to a registered pension plan in respect of the de- 
fined benefit provisions of the plan is an eligible contribution if it is 
a prescribed contribution or if it complies with prescribed condi- 
tions and is made pursuant to a recommendation by an actuary in 
whose opinion the contribution is required to be made. so that the 
plan will have sufficient assets to pay benefits under the defined 
benefit provisions of the plan, as registered, in respect of the em- 
ployees and former employees of the employer, where 


(a) the recommendation is based on an actuarial valuation that 
complies with the following conditions, except the conditions in 
subparagraphs (iii) and (iv) to the extent that they are inconsis- 
tent with any other conditions that apply for the purpose of de- 
termining whether the contribution isan eligible contribution: 


(i) the effective date of the valuation is not more than 4 years 
before the day on which the contribution is made, 
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(ii) actuarial liabilities and current service costs are deter- 
mined in accordance with an actuarial funding method that 
produces a reasonable matching of contributions with accru- 
ing benefits, 


(iii) all assumptions made for the purposes of the valuation 
are reasonable at the time the valuation is prepared and at the 
time the contribution is made, 


(iv) the valuation is prepared in accordance with generally 
accepted actuarial principles, 


(v) the valuation complies with prescribed conditions, which 
conditions may include conditions regarding the benefits that 
may be taken into account for the purposes of the valuation, 
and 


(vi) where more than one employer participates in the plan, 
assets and actuarial liabilities are apportioned in a reasonable 
manner among participating employers in respect of their 
employees and former employees, and 


(b) the recommendation is approved by the Minister in writing, 


and, for the purposes of this subsection and except as otherwise pro- 
vided by regulation, 


(c) the benefits taken into account for the purposes of a recom- 
mendation may include anticipated cost-of-living and similar ad- 
justments where the terms of a pension plan do not require that 
those adjustments be made but it is reasonable to expect that 
they will be made, and 


(d) a recommendation with respect to the contributions required 
to be made by an employer in respect of the defined benefit pro- 
visions of a pension plan may be prepared without regard to 
such portion of the assets of the plan apportioned to the em- 
ployer in respect of the employer’s employees and former em- 
ployees as does not exceed the lesser of 


(i) the amount of actuarial surplus in respect of the employer, 
and 


(ii) 25% of the amount of actuarial liabilities apportioned to 
the employer in respect of the employer’s employees and for- 
mer employees. 
Related Provisions: 147.2(3) — Filing of actuarial report; 147.2(7) — Amount paid 
by letter-of-credit issuer deemed to be eligible contribution; 147.2(8) — Former em- 
ployee of predecessor employer. 
History: Para. 147.2(2)(d) amended by 2010, c. 12, s. 18, applicable to contributions 
made after 2009 to fund benefits provided in respect of periods of pensionable service 
after 2009. It formerly read: 
(d) a recommendation with respect to the contributions required to be made by 
an employer in respect of the defined benefit provisions of a pension plan may 
be prepared without regard to such portion of the assets of the plan apportioned 
to the employer in respect of the employer’s employees and former employees .as 
does not exceed the least of 
(i) the amount of actuarial surplus in respect of the ‘employer, 


(ii) 20% of the amount of actuarial liabilities apportioned to the employer in 

respect of the employer’s employees and former employees, and 

(iii) the greater of 
(A) 2 times the estimated amount of current service contributions that 
would, if there were no actuarial surplus, be required to be made by the 
employer and the employer’s employees for the 12 months immediately 
following the effective date of the actuarial valuation on which the rec- 
ommendation is based, and 


(B) the amount that would be determined under subparagraph (ii) if the 
reference therein to “20%” were read as a reference to “10%”. 


Para. 147.2(2)(b) amended by 1998, c. 19, subsec. 174(1), applicable after March 1996. 
Para. 147.2(2)(b) formerly read: 


(b) the recommendation is approved in writing by the Minister on the advice of 
the Superintendent of Financial Institutions, 


Regulations: 8515(5) (prescribed conditions); 8516(1) (prescribed contribution). 
Information Circulars: 72-13R8: Employees’ pension plans. 


Registered Plans Directorate Newsletters: 95-3 (actuarial report content); 96-1 
(changes to retirement savings limits). 


Registered Plans Compliance Bulletins: 2 (funding designated RPPs). 


Registered Pension Plans Technical Manual: §3.2 (employer contributions — 
defined benefit provisions). 


S. 147.2(4)(b) (iii) 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 21 (suc- 
cessor. pension plan where business assets purchased). 


(3) Filing of actuarial report — Where, for the purposes of sub- 
section (2), a person seeks the Minister’s approval of a recommen- 
dation made by an actuary in connection with the contributions to 
be made by an employer to a registered pension plan in respect of 
the defined benefit provisions of the plan; the person shall file with 
the Minister a report prepared by the actuary that contains the rec- 
ommendation and .any other information required by the Minister. 


Related Provisions: Reg. 8410— Actuarial report required on demand. 
Registered Plans Directorate Newsletters: 95-3 (actuarial report content). 
Registered Pension Plans Technical Manual: §3.3 (filing of actuarial report). 


Forms: T1200: Instructions for completing the actuarial information summary. 


(4) Amount of employee’s pension contributions deducti- 
ble — There may be deducted in computing the income of an indi- 
vidual for a taxation year ending after, 1990 an amount, equal to, the 
total of 


(a) service after 1989 — the total of all amounts each of 
which is a contribution (other than a prescribed contribution) 
made by the individual in the year to a registered pension plan 
that is in respect of a period after 1989 or that is a prescribed 
eligible contribution, to the extent that the contribution was 
made in accordance with the plan as registered, 


(b) service before 1990 while not a contributor — the 
least of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is a contribu- 
tion (other than an additional voluntary contribution or a 
prescribed contribution) made. by the individual in the 
year or a preceding taxation year and after 1945 to a reg- 
istered pension plan in respect of a particular year before 
1990, if all or any part of the particular year is included in 
the individual’s eligible service under. the plan and if 


(1) in. the case ofa contribution that the individual 
made before March 28, 1988 or was obliged to make 
under the terms of an agreement in writing entered 
into before March 28, 1988, the individual was not a 
contributor to the plan in the particular year, or 


(I) in any other case, the individual was nota contrib- 
utor to any registered pension plan in the particular 
year 


exceeds 


(B) the total of all amounts each of which is an amount 
deducted, in computing the individual’s income for a pre- 
ceding taxation year, in respect of contributions included 
in the total determined in respect of the individual for the 
year under clause (A), 


(ii) $3,500, and 
(iii) the amount determined by the formula 


($3,500 x Y) —Z 
where 


Y is the number of calendar years before 1990 each of 
which is a year 


(A) all or any part of which is included’ in the indivi- 
dual’s eligible service under a registered pension plan 
to which the individual has made a contribution that is 
included in the total determined under clause (i)(A) 
and in which the individual was not a contributor to 
any registered pension plan, or 


(B) all or any part of which is included in the indivi- 
dual’s eligible service under a registered pension plan 
to which the individual has made, a contribution 


(1) that is included in the total determined under 
clause (i)(A), and 
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(Il) that the individual made before March 28, 
1988 or was obliged to make under the terms of an 
agreement in writing entered into before March 28, 
1988, and in which the individual was not a con- 
tributor to the plan, and 


Z is the total of all amounts each of which is an amount 
deducted, in computing the individual’s income for a pre- 
ceding taxation year, 


(A) in respect of contributions included in the total de- 
termined in respect of the individual for the year under 
clause (i)(A), or 


(B) where the preceding year was before 1987, under 
subparagraph 8(1)(m)(ii) (as it read in its application 
to that preceding year) in respect of additional volun- 
tary contributions made in respect of a year that satis- 
fies the conditions in the description of Y, and 


(c) service before 1990 while a contributor — the lesser 
of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is a contribu- 
tion (other than an additional voluntary contribution, a 
prescribed contribution or a contribution included in the 
total determined in respect of the individual for the year 
under clause (b)(i)(A)) made by the individual in the year 
or a preceding taxation year and after 1962 to a registered 
pension plan in respect of a particular year before 1990 
that is included, in whole or in part, in the individual’s 
eligible service under the plan 


exceeds 


(B) the total of all amounts each of which is an amount 
deducted, in computing the individual’s income for a pre- 
ceding taxation year, in respect of contributions included 
in the total determined in respect of the individual for the 
year under clause (A), and 


(ii) the amount, if any, by which $3,500 exceeds the total of 
the amounts deducted by reason of paragraphs (a) and (b) in 
computing the individual’s income for the year. 


Related Provisions: 8(1)(m) — Contributions deductible from employment income; 
20(1)(q), 147.2(2) — Employer’s contribution; 56(1)(a)(i) — Pension benefits taxable 
when received; 60(j), (j.04) — Transfer or repayment of pension benefits; 60(n.1) — 
Deduction for repayment of pension benefits received in error, 87(2)(q) — Amalgama- 
tion — continuing corporation; 146(1)“earned income”(a)(i), (c)() — RRSP earned in- 
come counted before 8(1)(m) deduction; 147.2(6), 152(6)(g) — Additional deduction 
for year of death; 257 — Formula cannot calculate to less than zero; Reg. 100(3)(a) — 
Deduction reduces source withholdings; Canada-U.S. Tax Treaty:Art. XVIII:8 — Con- 
tributions to US pension plan; Canada-U.K. Tax Treaty:Art. 27:7 — Contributions to 
UK pension plan. 


History: Para. 147.2(4)(a) amended by 2001, c. 17, s. 143, applicable to contributions 
made after 1990. The para. formerly read: 


(a) the total of all amounts each of which is a contribution (other than a pre- 
scribed contribution) made by the individual in the year to a registered pension 
plan in respect of a period after 1989, to the extent that the contribution was 
made in accordance with the plan as registered, 


Cl. (B) of the description of Z in subpara. 147.2(4)(b)(iii) amended by 1998, c. 19, 
subsec. 174(2), applicable to 1991 et seg. Cl. (B) formerly read: 
(B) under subparagraph 8(1)(m)(ii) (as it read in its application to the 1990 taxa- 
tion year) in respect of additional voluntary contributions made in respect of a 
year that satisfies the conditions in the description of Y, and 
Selected Cases [subsec. 147.2(4)]: Corbett v. R., [1999] 4 C.T.C. 231 (FCA); 
aff’g [1999] 1 C.T.C. 2590 (TCC) (Contributions allowed under amended plan were 
grandfathered and deductible). 
Regulations: 100(3)(a) (deduction of pension contribution from payroll reduces 
source withholding); 8501(6.2) (prescribed eligible contribution); 8502(b)(i), 
8503(4)(a), (b) (RPP contributions permitted by employee). 
Interpretation Bulletins: 
contributions. 


IT-167R6: Registered pension plans — employee’s 


Registered Plans Compliance Bulletins: 2 (compensation for RPP purposes). 


Registered Pension Plans Technical Manual: 
contributions). 


Forms: T4040: RRSPs and other registered plans for retirement [guide]. 


§3.4 (deductible employee 


Income Tax Act, Part I 


Remission Orders: Certain Taxpayers Remission Order, 2000-3, P.C. 2001-429 
(Newfoundland public employees — payments for non-existent service under a pre- 
1991 agreement); Certain Taxpayers Remission Order, 2003-1, P.C. 2003-912 (Memo- 
rial University pension plan members — payments for non-existent service under a 
pre-1990 agreement). 


(5) Teachers — For the purpose of determining whether a teacher 
may deduct an amount contributed by the teacher to a registered 
pension plan in computing the teacher’s income for a taxation year 
ending after 1990 and before 1995 during which the teacher was 
employed by Her Majesty or a person exempt from tax for the year 
under section 149, 


(a) clause (4)(b)(i)(A) shall be read without reference to sub- 
clauses (4)(b)(i)(A)(J) and (II); and 


(b) the description of Y in subparagraph (4)(b)(ili) shall be read 
as follows: 


‘““Y is the number of calendar years before 1990 each of 
which is a year all or any part of which is included in the 
individual’s eligible service under a registered pension plan 
to which the individual has made a contribution that is in- 
cluded in the total determined under clause (1)(A), and” 


Interpretation Bulletins: 
contributions. 


IT-167R6: Registered pension plans — employee’s 


Registered Pension Plans Technical Manual: §3.5 (teachers). 


(6) Deductible contributions when taxpayer dies — Where 
a taxpayer dies in a taxation year, for the purpose of computing the 
taxpayer’s income for the year and the preceding taxation year, 


(a) paragraph (4)(b) shall be read without reference to subpara- 
graph (ii) and-as if the reference to “the least of’ were a refer- 
ence to “the lesser of’; and 


(b) paragraph (4)(c) shall be read without reference to subpara- 
graph (ii) and the words “the lesser of”. 
Related Provisions: 152(6)(g¢) — Minister required to reassess past year to allow 
additional deduction; 163(4)(b.1) — Additional deduction ignored when calculating 


penalties; 164(5)(h.01), (5.1)(h.01) — No back interest on refund where past year 
reassessed. 


History: Subsec. 147.2(6) added by 1998, c. 19, subsec. 174(3), applicable to taxpay- 
ers who die after 1992. 


Registered Pension Plans Technical Manual: §3.6 (deductible contributions 
when a taxpayer dies). 


(7) Letter of credit — For the purposes of this section and any 
regulations made under subsection (2) or under subsection 
147.1(18), an amount paid to a registered pension plan by the issuer 
of a letter of credit issued in connection with an employer’s funding 
obligations under a defined benefit provision of the plan is deemed 
to be an eligible contribution made to the plan in respect of the pro- 


vision by the employer with respect to the employer’s employees or - 


former employees, if 
Proposed Amendment — 147.2(7) opening words 


(7) Letter of credit — For the purposes of this section and any 
regulations made under subsection 147.1(18) in respect of eligible 
contributions, an amount paid to a registered pension plan by the 
issuer of a letter of credit issued in connection with an employer’s 
funding obligations under a defined benefit provision of the plan 
is deemed to be an eligible contribution made to the plan in re- 
spect of the provision by the employer with respect to the em- 
ployer’s employees or former employees, tft’. be ae “ 
Application: The November 5, 2010 draft legislation (misc. seahnnieniis nae 


29(1), will amend the opening words of subsec. 147.2(7) to read as above, applicable 
after November 5, 2010. 


Technical Notes: Subsection 147.2 provides rules that govern ‘the deductibility of 
contributions to registered pension plans (RPPs). Subsection 147.2(7) applies where, 
as a result of a default or failure under the terms of a letter of credit, the issuer of the © 
letter of credit pays an amount to a registered pension plan. Subsection 147.2(7) gen- 
erally treats the payment as if it had been an employer contribution and inte: the — 
employer to a deduction for the amount of the payment. a a 


Subsection 147.2(7) is amended, consequential on the introduction eee new sein es 


147.2(8), to ensure that the wording of those two subsections is consistent. intel 
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(a) the amount is paid under the letter of credit; (ii) a registered retirement savings plan under which the 
(b) the use of the letter of credit is permitted under the Pension member is the annuitant (within the meaning assigned by 
Benefits Standards Act, 1985 or a similar law of a province; and subsection 146(1)), or 

(c) the amount would have been an eligible contribution under (iii) a registered retirement income fund under which the 
subsection (2) if ! member is the annuitant (within the meaning assigned by 


(i) it had been paid to the plan by the employer, and © subsoqtioni 4:36): 
Related Provisions: 146(8.2)— Amount deductible where withdrawn after mis- 


(ii) this section were read without reference to this taken contribution; 146(21.2) — Saskatchewan’ Pension Plan account deemed to be 
subsection. RRSP for purposes of 147.3; 147.3(9) — Taxation of amount transferred; 147.3(13) — 
Related Provisions: 147.2(8) — Former employee of predecessor employer. Excess transfer; Reg. 8300(1)“excluded contribution” — Amount transferred is ex- 
History: Subsec. 147.2(7) added iby2 2007, ¢. 2, s. 39, applicable after 2005, Fert tal ie cee ena dak 
History: Subsec. 147.3(1) amended by 1994, ¢. 7; Sch. VII‘(1993, c. 24), subsec. 
86(1), to split off subparas.(c)(i) and (ii) and to add subpara. (iii), applicable to trans- 
fers occurring after August 29, 1990. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Plans: Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans. Technical Manual: §4 (transfers); §4.1 (money 
purchase to money purchase, RRSP. or RRIF). 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) ors. 147.3; 
T4040: RRSPs and other registered plans for retirement [guide]. . 


(2) Transfer — money purchase to defined benefit — An 
amount is transferred from a registered pension plan in accordance 
with this subsection if the amount 


(a) is a single amount; 


(b) is transferred on behalf of a,member in full or partial satis- 
faction of the member’s entitlement to benefits under a money 
purchase provision of the plan as registered; and 


(c) is transferred directly to another registered pension plan to 
fund benefits provided in respect of the member under a defined 
benefit provision of that plan. 

Related Provisions: 147.1(10) — Past service benefits; 147.3(9) — Taxation of 


amount transferred; 147.3(13)— Excess transfer; Reg. 8300(1)“excluded. contribu- 
tion” — Amount transferred is excluded contribution, See also at end of s. 147.3.; 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Plans Directorate Newsletters: 91-4R ee rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §4 (transfers); §4.2 (money 
purchase to defined benefit); §6.1 (qualifying transfers). 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3; 
T4040: RRSPs and other registered plans for retirement [guide]. 


(3) Transfer — defined benefit to defined benefit — An 
amount is transferred from a registered pension plan (in this subsec- 
tion referred to as the “transferor plan’) in accordance with this 
subsection if the amount 


employer’). 


site (a) is a single amount; 
Definitions [s. 147.2]: “actuary” — 147.1(1); “additional voluntary contribution”, : 3 ; 
“amount” — 248(1); “as registered” — 147.1(15); “defined benefit provision” — (b) consists of all or any part of the property held in connection 
147.1(1); “eligible contribution” — 147.2(2), (7); “employee”, “employer”, “employ- with a defined benefit provision of the transferor plan; 


ment” — 248(1); “former employee’’ — 147.2(8); “Her Majesty” — Interpretation Act : : : : 
45(4)84hek vidual”, IViinisier™ 2948¢1y! “honey! pikchase provisidt”2“darticipating (c). is transferred directly to, another registered pension plan to be 


employer” —147.1(1): “person” —248(1); “predecessor employer” —'8500(1)“pred- held in connection with a defined benefit provision of the other 
ecessor employer”, (1.2); “prescribed” — 248(1); “province” — Interpretation Act plan; and 

35(1); “registered pension plan”, “regulation” — 248(1); “specified multi-employer (d) is transferred as a consequence of benefits becoming pro- 
Be ereticpeed Sait noliiec ache LR oak Win iiten ati cpenyaie 7-5 28 Daltpapionl afb 248( 1); vided under’ the defined benefit. provision of) the» other plan to 


“writing” — Interpretation Act 35(1). ah gat é 
E one or more individuals, who were members of the transferor 


147.3 (1) Transfer — money purchase to money purchase, pian 
RRSP. or RRIF — An. amount is. transferred. from..a registered Related Provisions: 147.3(9) — Taxation of amount transferred; Reg. 8300(1)“ex- 


pens ion pl an in accordance with this subsection if the amount cluded contribution” — Amount transferred is excluded contribution. See also at end of 
s: 14733 


(a) is a single amount, ‘ : : Regulations: 8517 (prescribed amount). 
(b) is transferred on behalf of a member in full or partial satis- 
faction of the member’s entitlement to benefits under a money 


purchase provision of the plan as registered; and provision 


(c) is transferred directly to Registered Pension Plans Technical Manual: §4 (transfers); §4.3 (defined bene- 
(i) another registered pension plan to provide benefits in re- | fit to defined benefit), 


spect of the member under a money purchase provision of | Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3; 
that plan, T4040: RRSPs and other registered plans for retirement [guide]. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Plans Directorate Newsletters: 04-1 (transfer from a defined benefit 
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(4) Transfer — defined benefit to money purchase, RRSP 
or RRIF — An amount is transferred from a registered pension 
plan in accordance with this subsection if the amount 


(a) is a single amount no portion of which relates to an actuarial 
surplus; 

(b) is transferred on behalf of a member in full or partial satis- 
faction of benefits to which the member is entitled, either -abso- 
lutely or contingently, under a defined benefit provision of ‘the 
plan as registered; 


(c) does not exceed a prescribed amount; and 
(d) is transferred directly to 


(i) another registered pension plan and allocated to the mem- 
ber under a money purchase provision of that plan, 


(ii) a registered retirement savings plan under which the 
member is the annuitant (within the meaning assigned by 
subsection 146(1)), or 


(ii?) a registered retirement income fund under which the 
member is the annuitant (within the meaning assigned by 
subsection 146.3(1)). 
Related Provisions: 146(8.2) — Amount deductible where withdrawn after mis- 
taken contribution; 146(21.2) — Saskatchewan Pension Plan account deemed to be 
RRSP for purposes of 147.3; 147.39) — Taxation of amount transferred; Reg. 
8300(1)“excluded contribution” — Amount transferred is excluded contribution. See 
also at end of s. 147.3. 


History: Subsec. 147.3(4) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
86(2), applicable to transfers occurring after 1988 except that in its application to such 
transfers occurring before August 30, 1990, para. (d) shall be read as follows: 
(d) is transferred directly to 
(i) another registered pension plan and allocated to the member under a money 
purchase provision of that plan, or 
(ii) a registered retirement savings plan under which the member is the annui- 
tant (within the meaning assigned by subsection 146(1)). 
Subsec. 147.3(4) formerly read: 
(4) Transfer — defined benefit to money purchase or RRSP — An amount 
is transferred from a registered pension plan in accordance with this subsection if 
the amount 
(a) is a single amount no portion of which relates to an actuarial surplus; 
(b) is transferred on behalf of a member in full or partial satisfaction of the 
member’s entitlement to benefits under a defined benefit provision of the 
plan as registered; 
(c) does not exceed a prescribed amount, and 
(d) is transferred directly to another registered pension plan to provide bene- 
fits in respect of the member under a money purchase provision of that plan 


or to a registered retirement savings plan under which the member is the 
annuitant (within the meaning assigned by subsection 146(1)). 


Selected Cases [subsec. 147.3(4)]: Yudelson y. R., [2010] 3 C.T.C. 212 (FCA) 
(Limitation on tax-free transfers from defined benefit plans to RRSP). 

Regulations: 8517 (prescribed amount). 

Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 04-1 (transfer from a defined benefit provision). 

Registered Pension Plans Technical Manual: §4 (transfers); §4.4 (defined bene- 
fit to money purchase, RRSP or RRIF). ; 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3; 
T4040: RRSPs and other registered plans for retirement [guide]. 


(4.1) Transfer of surplus —defined benefit to money 
purchase — An amount is transferred from a registered pension 
plan in accordance with this subsection if the amount 


(a) is transferred in respect of the actuarial surplus under a de- 
fined benefit provision of the plan; and 


(b) is transferred directly to another registered pension plan and 
allocated under a money purchase provision of that plan to one 
or more members of that plan. 
History: Subsec. 147.3(4.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
86(2), applicable to transfers occurring after 1990. 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 


purchase provisions); 95-5 (conversion of a defined benefit provision to a money 
purchase provision). 


Income Tax Act, Part I 


Registered Pension Plans Technical Manual: §4 (transfers); §4.5 (transfer of 
surplus — defined benefit to money purchase). 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3. 


(5) Transfer to RPP, RRSP or RRIF for spouse [or 
common-law partner] on marriage [or partnership] break- 
down — An amount is transferred from a registered pension plan 
in accordance with this subsection if the amount 


(a) is a single amount no portion of which relates to an actuarial 
surplus; 

(b) is transferred on behalf of an individual who is a spouse, or 
common-law partner or former spouse or common-law partner 
of a member of the plan and who is entitled to the amount under 
a decree, order or judgment of a competent tribunal, or under a 
written agreement, relating to a division of property between the 
member and the individual in settlement of rights arising out of, 
or on a breakdown of, their marriage or common-law partner- 
ship; and 

(c) is transferred directly to 


(i) another registered pension plan for the benefit of the 
individual, 

(ii) a registered retirement savings plan under which the indi- 
vidual is the annuitant (within the meaning assigned by sub- 
section 146(1)), or 


(iii) a registered retirement income fund under which the in- 
dividual is the annuitant (within the meaning assigned by 
subsection 146.3(1)). 


Related Provisions: 146.3(2)(f)(vi) — Conditions for RRIF; 146(21.2) — Saskatch- 
ewan Pension Plan account deemed to be RRSP for purposes of 147.3; 147(2)(e)(@) — 
Transfer of DPSP rights permitted on breakdown of marriage or common-law partner- 
ship; 147.3(9) — Taxation of amount transferred; 252(3) — Extended meaning of 
“spouse” and “former spouse”; Reg. 8300(1)“excluded contribution” — Amount trans- 
ferred is excluded contribution. See also at end of s. 147.3. 


History: Para. 147.3(5)(a) amended by 2001, c. 17, subsec. 144(1), applicable to trans- 
fers that occur after November 1999. The para. formerly read: 
(a) is a single amount; 

Subsec. 147.3(5) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with 
“spouse or common-law partner’, and by 2000, c. 12, Sch. 2, s. 9, to replace “mar- 
riage” with “marriage or common-law partnership”, applicable to 2001 et seq., in force 
July 31, 2000. See also the transitional rules reproduced in the History to 248(1)“com- 
mon-law partner”. 


Subsec. 147.3(5) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 86(2), appli- 
cable to transfers occurring after August 29, 1990 except that in applying the subsec. 
before 1993, the reference in para. (b) to “marriage” shall be read as a reference to 
“marriage or other conjugal relationship”. Subsec. (5) formerly read: 


(5) Transfer to RPP or RRSP for spouse on marriage breakdown — An 


amount is transferred from a registered pension plan in accordance with this sub- 
section if the amount 


(a) is a single amount; 


(b) is transferred on behalf of an individual who is a spouse or former spouse 
of a member of the plan and who is entitled to the amount pursuant to a 
decree, order or judgment of a competent tribunal, or a written agreement, 
relating to a division of property between the member and the individual in 
settlement of rights arising out of or on a breakdown of their marriage or 
other conjugal relationship; and 


(c) is transferred directly to another registered pension plan for the benefit of 
the individual or to a registered retirement savings plan under which the in- 
dividual is the annuitant (within the meaning assigned by subsection 146(1)). 


Interpretation Bulletins: IT-440R2: Transfer of rights to income; IT-528: Transfers 
of funds between registered plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 04-1 (transfer from a defined benefit provision). 


Registered Pension Plans Technical Manual: §4 (transfers), §4.6 (to an RPP, 
RRSP or RRIF for spouse. . .). 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3; 
T4040: RRSPs and other registered plans for retirement [guide]. 


(6) Transfer — pre-1991 contributions — An amount is trans- 
ferred from a registered pension plan in accordance with this sub- 
section if the amount 


(a) is a single amount; 
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(b) is transferred: on behalf of a member who is’ entitled to the | 


amount as a return of contributions.made. by the member under a 
defined benefit provision of the plan before 1991, or as interest 
(computed. at a rate not exceeding. a reasonable rate) in respect 
of those contributions; and 


680s in BroposedrAvaane m 


Oconto: oe 


Application: The November 5, 2010 csbt toh 
olay ara. ‘A472 3(6)(b), to read. O above, 


of the Regulations. 


(c) is transferred directly to 


(i) another registered pension plan for the benefit of; the 
member, 


(ii) a registered retirement savings plan under which the 
member is the annuitant (within the meaning assigned by 
subsection 146(1)), or 


(iii) a registered retirement income fund under which the 
member is the annuitant (within the meaning assigned by 
subsection 146.3(1)). 
Related Provisions: 146(21.2) — Saskatchewan Pension Plan account deemed to be 
RRSP for purposes of 147.3; 147.3(9)— Taxation of amount transferred; Reg. 
8300(1)“excluded contribution” — Amount transferred is excluded contribution. See 
also at end of s: 147.3. 


History: Para. 147.3(6)(c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
86(3), to split off subparas. (i) and (ii) and add subpara. (iii), applicable to transfers 
occurring after August 29, 1990. 


Regulations: 8500(9) (transfer of significant number of members to new» pension 
plan). 
Interpretation Bulletins: IT-528: Transfers of funds between registered:plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 98-2 (treating excess member contributions, under a registered 
pension plan); 04-1 (transfer from a defined benefit provision). 


Registered Pension Plans Technical Manual: §4 (transfers); 47 (pre-1991 
contributions). 


Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3. 


(7) Transfer — lump sum benefits on death — An amount is 
transferred from a registered pension plan in accordance with this 
subsection if the amount 


(a) is a single amount no portion of which relates to an actuarial 
surplus; 

(b) is transferred on behalf of an individual who is entitled to the 
amount as a consequence of the death of a member of the plan 
and who was a spouse or common-law partner or former spouse 
or common-law partner of the member at the date of the mem- 
ber’s death; and 


(c) is transferred directly to 


(i) another registered pension plan for the benefit “of the 
individual, 


S. 147.3(8)(e) 


(ii) a registered retirement savings plan under which the indi- 
vidual is the annuitant (within the meaning assigned by sub- 
‘section 146(1)); or 


(ili) a registered retirement income fund under which the in- 

dividual is the annuitant (within the meaning assigned by 

subsection 146.3(1)). 
Related Provisions: 104(27) — Pension benefits; 146(21.2) — Saskatchewan Pen- 
sion Plan account deemed to be RRSP for purposes of 147,3; 146.3(2)(f)(vi) — Condi- 
tions for RRIF; 147.3(9) — Taxation of amount transferred; 248(8) — Occurrences as 
a consequence of death; 252(3)— Extended definition of “spouse” and “former 
spouse”; Reg. 8300(1)“excluded contribution” — Amount transferred is excluded con- 
tribution. See also at.end of s. 147.3. 


History: Para.’ 147:3(7)(c) amended by 1994, c.'7, Sch. VIII (1993, c. 24), subsec. 
86(4), to split off subparas. (i) and (ii) and add subpara. (iii), pia to transfers 
occurring after August 29, 1990. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 

Registered Pension Plans Technical. Manual: §4 (transfers); §4.8 (lump-sum 
benefits on death). 


Forms: T2151: Direct transfer of a “single amount’ under subsec. 147(19) or s. 147.3. 


(7.1) Transfer where money purchase plan replaces 
money purchase plan — An amount is transferred from a regis- 
tered pension plan (in this, subsection referred to. as the “transferor 
plan”) in accordance with this subsection if 


(a) the amount is a single amount; 


(b) the amount is transferred in respect of the surplus (as defined 
by regulation) under a money purchase provision (in this subsec- 
tion referred to as the “former provision”) of the transferor plan; 


(c) the amount is transferred directly to another registered. pen- 
sion plan to be held in connection with a money purchase provi- 
sion (in this subsection referred to as the “current provision’) of 
the other ‘plan; 


(d) the amount is transferred in conjunction with the transfer, of 
amounts from the former provision to the current provision on 
behalf of all or a significant number of members of the trans- 
feror plan whose benefits under the former provision are re- 
placed by benefits under the current provision; and 


(e) the transfer is acceptable to the Minister and the Minister has 
so notified the administrator of the transferor plan in writing. 
Related Provisions: Reg. 8300(8)(a)(iv) — Certain allocations deemed to be em- 


ployer contributions; Reg. 8301(4)(b)Gi.2) — Pension credit to include transferred sur- 
plus; Reg. 8500(7)(d) — Certain allocations deemed to be individual’s contributions. 


History: Subsec.147:3(7.1) added*by 2001, c. 17, subsec. 144(2), applicable to ‘trans- 
fers that occur after 1998: 
Regulations: 8500(1)“surplus”;'8500(1:1) (meaning of “‘surplus”). 


Registered Pension Plans Technical Manual: §4 (transfers); §4.9 (money 
purchase plan replaces money purchase plan). 


(8) Transfer where money purchase plan replaces defined 
benefit plan — An amount is transferred from a registered pen- 
sion plan (in this subsection referred to as the “transferor plan’) in 
accordance with this subsection if 


(a) the amount is a single amount; 


(b) the amount is transferred in respect of the actuarial surplus 
under a defined benefit provision of the transferor plan; 


(c) the amount is transferred directly to another registered pen- 
sion plan to be held in connection with a money purchase provi- 
sion of the other plan; 


(d) the amount is transferred ‘in conjunction with the transfer of 
amounts from the defined benefit provision to the money 
purchase provision on behalf of all or a significant number of 
members of the transferor plan whose benefits under the defined 
benefit provision are replaced by benefits under the money 
purchase provision; and 


(e) the transfer is acceptable to the Minister and the Minister has 
so notified the administrator of the-transferor plan in writing. 
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Related Provisions: 147.3(9) — Taxation of amount transferred; 147.3(10) — Divi- 
sion of transferred amount. See also at end of s. 147.3. ; 

History: Paras. 147.3(8)(b) and (c) amended by 2001, c. 17, subsec. 144(3), applicable 
to transfers that occur after 1990. The paras. formerly read: 


(b) the amount consists of all or any portion of the property held in connection 
with a defined benefit provision of the transferor plan, 


(c) the amount is transferred directly to another registered pension plan to be 
held in connection with a money purchase provision of the other plan and used to 
satisfy employer obligations to make contributions under the money purchase 
provision; 
Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 


purchase provisions); 95-5 (conversion of a defined benefit provision to a money 
purchase provision); 98-1 (simplified pension plans). 

Registered Pension Plans Technical Manual: §4 (transfers); §4.10 (money 
purchase plan replaces defined benefit plan). 


Forms: T2151: Direct transfer of a “‘single-amount” under subsec. 147(19) or s. 147.3. 


(9) Taxation of amount transferred — Where an amount is 
transferred in accordance with any of subsections (1) to (8), 


(a) the amount shall not, by reason only of that transfer, be in- 
cluded by reason of subparagraph 56(1)(a)(i) in computing the 
income of any taxpayer; and 


(b) no deduction may be made under any provision of this Act in 
respect of the amount in computing the income of any taxpayer. 
Related Provisions: 147.3(11) — Division of transferred amount; 147.3(14.1) — 
Transfer of property between benefit. provisions of the same plan; 


212(1)(h)(iii.1)(A) — Amount transferred under 147.3 excluded from withholding tax 
on pension benefits. See additional Related provisions at end of s. 147.3. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Pension Plans Technical Manual: §4.11 (taxation of amount 
transferred). 


(10) Idem — Where, on behalf of an individual, an amount is 
transferred from a registered pension plan (in this subsection re- 
ferred to as the “transferor plan”) to another plan or fund (in this 
subsection referred to as the “transferee plan”) that is a registered 
pension plan, a registered retirement savings plan or a registered 
retirement income fund and the transfer is not in accordance with 
any of subsections (1) to (7), 


(a) the amount is deemed to have been paid from the transferor 
plan to the individual; 


(b) subject to paragraph (c), the individual shall be deemed to 
have paid the amount as a contribution or premium to the trans- 
feree plan; and 


(c) where the transferee plan is a registered retirement income 
fund, for the purposes of subsection 146(5) and Part X.1, the 
individual shall.be deemed to have paid the amount at the time 
of the transfer as a premium under a registered retirement sav- 
ings plan under which the individual was the annuitant (within 
the meaning assigned by subsection 146(1)). 

Related Provisions: 146(5)(a)(v)(B) — Amount of RRSP premiums deductible; 

147.3(11) — Division of transferred amount; 147.3(12) — Restriction re transfers, 

147.3(13.1) — Withdrawal of excessive transfers to RRSPs and RRIFs; 147.3(14.1) — 


Transfer of property between benefit provisions of the same plan. See also at end of s. 
147.3. 


History: Para. 147.3(10)(a) amended by 1998, c. 19, subsec. 175(1), applicable to 
transfers that occur after July 30, 1997. Para. 147.3(10)(a) formerly read: 


(a) notwithstanding section 254, the amount shall be deemed to have been paid 
from the transferor plan to the individual; 


Subsec. 147.3(10) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 86(5), appli- 
cable to transfers occurring after August 29, 1990. Subsec. (10) formerly read: 


(10) Where an amount is transferred from a registered pension plan (in this sub- 
section referred to as the “transferor plan”) to another registered pension plan or 
to a registered retirement savings plan (in this subsection referred to as the 
“transferee plan”) on behalf of an individual and the transfer is not in accordance 
with any of subsections (1) to (7), 


(a) notwithstanding section 254, the amount shall be deemed to have been 
paid from the transferor plan to the individual; and 


(b) the individual shall be deemed to have paid the amount as a contribution 
or premium to the transferee plan. 
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Interpretation Bulletins: IT-528: Transfers of funds between registere«! plans, 
Registered Plans Directorate Newsletters: (04-1 (transfer from a det.ned benefit 
provision). 


Registered Pension Plans Technical Manual: §4.11 (taxation of amount 
transferred). 


(11) Division of transferred amount — Where an amount is 
transferred from a registered pension plan to another registered pen- 
sion plan, to a registered retirement savings plan or ‘o a registered 
retirement income fund and a portion, but not all, of the ¢mount is 
transferred in accordance with any of subsections (1) to (3), 


(a) subsection (9) applies with respect to the portion of the 
amount that is transferred in accordance with any of subsections 
(1) to (8); and 


(b) subsection (10) applies with respect to the remainder of the 
amount. 
Related Provisions: 146(21.2) — Saskatchewan Pension Plan account deemed to be 


RRSP for purposes of 147.3; 147.3(14.1) — Transfer of property between benefit pro- 
visions of the same plan. 


History: That portion of subsec. 147.3(11) preceding para. (a) amended by 1994, c. 7, 
Sch. VII (1993, c. 24), subsec. 86(6), to add “or to a registered retirement income 
fund”, applicable to transfers occurring after August 29, 1990. 


Registered Pension Plans Technical Manual: §4.12 (division of transferred 
amount). 


(12) Restriction re transfers — A registered pension plan be- 
comes a revocable plan at any time that an amount is transferred 
from the plan to another registered pension plan, to a registered re- 
tirement savings plan or to a registered retirement income fund 
unless 


(a) the amount is transferred in accordance with any of subsec- 

tions (1) to (8); or 

(b) where the amount is transferred on behalf of an individual, 
(i) the amount is deductible by the individual under para- 
graph 60(j) or G.2), or 
(ii) the Pension Benefits Standards Act, 1985 or a similar law 
of a province prohibits the payment of the amount to the 
individual. 


Related Provisions: 146(21.2) — Saskatchewan Pension Plan account deemed to be 
RRSP for purposes of 147.3; 147.1(11) — Revocation of registration — notice of in- 
tention. See also at end of s. 147.3. 


History: That portion of subsec. 147.3(12) preceding para. (a) amended by 1994, c. 7, 
Sch. VIII (1993, c. 24), subsec. 86(7), to add “or to a registered retirement income 
fund”, applicable to transfers occurring after August 29, 1990. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 04-1 (transfer from a defined benefit provision). 


Registered Pension Plans Technical Manual: §4.13 (restrictions concerning 


transfers). 


(13) Excess transfer — Where 


(a) the transfer in a calendar year of an amount froma registered 
pension plan on behalf of a member of the plan would, but for 


this subsection, be in accordance with subsection (1) or (2), and — 


(b) the plan becomes, at the end of the year, a revocable plan as 
a consequence of an excess determined under any of paragraphs 
147.1(8)(a) and (b) and (9)(a) and (b) with respect to the mem- 
ber (whether or not such an excess is also determined with re- 
spect to any other member), 


such portion of the amount transferred as may reasonably be con- 
sidered to derive from amounts allocated or reallocated to the mem- 
ber in the year or from earnings reasonably attributable to those 
amounts shall, except to the extent otherwise expressly provided in 
writing by the Minister, be deemed to be an amount that was not 
transferred in accordance with subsection (1) or (2), as the case may 
be. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Pension Plans Technical Manual: §4.14 (excess transfer). 
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(13.1) Withdrawal of excessive transfers to RRSPs and 
RRIFs — There may be deducted in computing the income of an 
individual for a taxation year the lesser of 


(a) the amount, if any, by which 


(i) the total of all amounts. each, of which is.an amount in- 
cluded under subsection 146(8), (8.3) or (12). or 146.3(5), 
(5.1) or (11), in computing the individual’s income for the 
year, to the extent that the amount. is not.a_ prescribed 
withdrawal, 


exceeds 


(ii) the total of all amounts each of which is an amount de- 
ductible under paragraph 60(1) or subsection 146(8.2) in 
computing the income-of the individual for the year, and 


(b) the amount, if any, by which 


(i) the total of all amounts each of which is an amount that 
was 


(A) transferred to a registered retirement savings plan or 
registered retirement income fund under which the indivi- 
dual was the annuitant (within the meaning assigned by 
subsection 146(1) or 146:3(1), as the case may be), 


(B) included in computing the income of the individual 
for the year or a preceding taxation year, and 
(C) deemed by paragraph (10)(b) or (c) to have been paid 
by the individual as a premium to a registered retirement 
savings plan, 
exceeds 
(ii) the total of all amounts each of which is an amount 


(A) deductible under this subsection in computing the in- 
dividual’s income for a preceding taxation year, or 


(B) deducted under subsection 146(5) in computing the 

individual’s income for a preceding taxation year, to the 

extent that the amount can reasonably be considered to be 

in respect of an amount referred to in subparagraph (1). 
Related Provisions: 60(i) — Premium or payment under RRSP or RRIF; 146(5) — 
Amount of RRSP premiums deductible; 146(8.2) — Amount deductible where with- 
drawn after mistaken contribution; 146(21.2) — Saskatchewan Pension Plan account 
deemed to be RRSP for purposes of 147.3; Reg. 8307(4) — Eligibility of withdrawn 
amount for designation. 


History: Subsec. 147.3(13.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
86(8), applicable to 1992 et seg. except that in its application to the 1992 taxation year 
it shall be read as follows: 
(13.1) There may be deducted in computing the income of an individual for the 
1992 taxation year the lesser of 
(a) the amount, if any, by which 
(i) the total of all amounts each of which is an amount included under 
subsection 146(8), (8.3) or (12) or 146.3(5), (5.1) or (11) in computing 
the individual’s income for a taxation year ending after 1988 and before 
1993, to the extent that the amount is not a prescribed withdrawal, 
exceeds 
(ii) the total of all amounts each of which is an amount deductible under 
paragraph 60(1) or subsection 146(8.2) in computing the income of the 
individual for a taxation year ending after 1988 and before 1993, and 
(b) the amount, if any, by which 
(i) the total of all amounts each of which is an amount 
(A) transferred to a registered retirement savings plan or registered 
retirement income fund under which the individual was the annui- 
tant (within the meaning assigned by subsection 146(1) or 146.3(1), 
as the case may be), 
(B) included in computing the income of the individual for the year 
or a preceding taxation year, and 
(C) deemed by paragraph (10)(b) or (c) to have been paid by the 
individual as.a premium to a registered retirement savings plan, 


exceeds 


(ii) the total of all amounts each of which is an amount deducted under 
subsection 146(5) in computing the individual’s income for a preceding 
taxation year, to the extent that the amount can reasonably be considered 
to be in respect of an amount referred to in subparagraph (1). 


Regulations: 8307(6) (prescribed withdrawal). 
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Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 

Registered Pension Plans Technical Manual: §4.15 (withdrawal of an excess 
transfer to RRSPs or RRIFs): é 


Forms: T1043: Deduction for excess RPP transfers you withdrew from an RRSP or 
RRIF. 


(14) Deemed transfer — For the purposes of this section and the 
regulations, where property held in connection with. a particular 
pension plan is made available to pay benefits under another pen- 
sion plan, the property shall be deemed to have been transferred 
from the particular plan to the other plan. 


Registered Pension Plans Technical Manual: §4.16 (deemed as a transfer). 


(14.1) Transfer of property between provisions — Where 
property held in connection with a benefit provision of a registered 
pension plan is made available to pay benefits under another benefit 
provision of the, plan, subsections (9) to (11) apply in. respect of the 
transaction by. which the property is made so available in the same 
manner as they would apply if the other, benefit provision: were in 
another registered pension plan. 


History: Subsec. 147.3(14.1) added by 1998, c..19, s. 40, applicable to transactions 
that occur after July 30, 1997. 


Registered Plans Directorate Newsletters: 04-1 (transfer from a defined benefit 
provision). 

Registered Pension Plans Technical Manual: §4.17 (transfer of property be- 
tween provisions). 


(15) [Repealed] 


History: Subsec. 147.3(15) repealed by 1998, c. 19, subsec. 175(2), applicable after 
1996. Subsec. 147.3(15) formerly read: 


(15) Annuity contract commencing after age 69 — Where, under circum- 
stances in which paragraph 254(a) applies, an individual receives before 1997 an 
interest in an annuity contract in full or partial satisfaction of the individual’s 
entitlement to benefits under a registered pension plan, and payment of the annu- 
ity has not begun by the end of the particular year in which the individual attains 
69 years of age, 


(a) that interest is deemed not to exist after the particular year; 


(b) the individual is deemed to have received immediately after the particu- 
lar year the payment of a single amount from the plan equal ’to the fair mar- 
ket value. of the interest at the end-of the particular year; 


(c) the individual is deemed to have acquired immediately after the particu- 
lar year an interest in the annuity contract as a separate and newly issued 
annuity contract at a cost equal to the amount referred to in paragraph (b); 
and 


(d) the issue and acquisition of the newly issued annuity contract:are deemed 
not to be pursuant to or under a registered pension plan. 


Subsec. 147.3(15) added by 1997, c. 25,.s. 45, applicable after 1996, except: that 
(a) it does not apply to an individual who attained 70 years of age before 1997; 


(b) in applying the subsec. ‘to an individual who attained 69 years of age in 1996, 
the reference to “69 years of age” shall be read as a reference to.““70 years of age’; 
and 


(c) it does not apply to an annuity contract where an individual received an interest 
in the contract before March 6, 1996 and, under the terms and conditions of the 
contract as they read immediately before that day, 


(i) the day on which the annuity payments are to begin under the contract is 
fixed and determined and is after the year in which the individual attains 


(A) 69. years of age, where the individual had not attained that age before 
1997, or 


(B) 70 years of age, where the individual attained 69. years of age in 1996, 
and 


(ii) the amount and timing of each annuity payment are fixed and determined. 


Related Provisions [s. 147.3]: 60()— Transfer of superannuation benefits; 
60(j.1) — Transfer of retiring allowances; 60(1) — Transfer of refund of RRSP pre- 
mium; 147(19)-(22) — Transfer to RPP, RRSP or DPSP; 147.1(3)(a) — Deemed re- 
gistration; Reg. 8502(k). 


Definitions [s. 147.3]: “administrator” — 147.1(1); “amount” — 248(1); “as regis- 
tered” — 147.1(15); “calendar year” —Jnterpretation Act 37(1)(a); “common-law 
partner’, “common-law partnership” — 248(1); “consequence of the death” — 248(8); 
“defined, benefit: provision” — 147.1(1); “employer”, “forfeited amount’ — 147(1); 
“former, spouse” — 252(3); “individual” — 248(1);. “member” —147.1(1); .““Min- 
ister” — 248(1); “money purchase provision” — 147.1(1); “prescribed withdrawal” — 
Reg. 8306(6); “property” — 248(1); “province” — Interpretation Aci 35(1); “regis- 
tered pension plan” — 248(1); “registered retirement savings plan” — 146(1), (21.2), 
248(1); “regulation” — 248(1); “single amount” — 147.1(1); “spouse” 252(3); “sur- 
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plus’ — Reg. 8500(1), (1.1); “taxpayer” + 248(1); “transfer”, “transferred”? — 
147.3(14); “writing” — Interpretation Act 35(1). 


147.4 (1) RPP annuity contract — Where 


(a) at any time an individual acquires, in full or partial satisfac- 
tion of the individual’s entitlement to benefits under a registered 
pension plan, an interest in an annuity contract purchased from a 
licensed annuities provider, 


(b) the rights provided for under the contract are not materially 
different from those provided for under the plan as registered, 


(c) the contract does not permit premiums to be paid at or after 
that time, other than a premium paid at that time out of or under 
the plan to purchase the contract, 


(d) either the plan is not a plan in respect of which the Minister 
may, under subsection 147.1(11), give a notice of intent to re- 
voke the registration of the plan or the Minister waives the ap- 
plication of this paragraph with respect to the contract and so 
notifies the administrator of the plan in writing, and 


(e) the individual does not acquire the interest as a consequence 
of a transfer of property from the plan to a registered retirement 
savings plan or a registered retirement income fund, 


the following rules apply for the purposes of this Act: 


(f) the individual is deemed not to have received an amount out 
of or under the registered pension plan as a consequence of ac- 
quiring the interest, and 


(g) other than for the purposes of sections 147.1 and 147.3, any 
amount received at or after that time by any individual under the 
contract is deemed to have been received under the registered 
pension plan. 

Related Provisions: 147.4(2) — Amendment to RPP annuity contract. 


History: Subsec. 147.4(1) added by 1998, c. 19, s. 176, applicable to annuity contract 
acquisitions, amendments and substitutions that occur after July 30, 1997. 


Registered Plans Compliance Bulletins: 3 (purchase of annuity under subsec. 
147.4(1)). 


Registered Pension Plans Technical Manual: §5.1 (RPP. annuity contract). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 20 (where 
administrator purchases single life annuity and member is later found to have a 
partner). 


(2) Amended contract — Where 


(a) an amendment is made at any time to an annuity contract to 
which subsection (1) or paragraph 254(a) applies, other than an 
amendment the sole effect of which is to 


(i) defer annuity commencement to no later than the end of 
the calendar year in which the individual in respect of whom 
the contract was purchased attains 71 years of age, or 


(ii) enhance benefits under the annuity contract in connection 
with the demutualization (as defined by subsection 139.1(1)) 
of an insurance corporation that is considered for the purpose 
of section 139.1 to have been a party to the annuity contract, 
and 


(b) the rights provided for under the contract are materially al- 
tered as a consequence of the amendment, 


the following rules apply for the purposes of this Act: 


(c) each individual who has an interest in the contract immedi- 
ately before that time is deemed to have received at that time the 
payment of an amount under a pension plan equal to the fair 
market value of the interest immediately before that time, 


(d) the contract as amended is deemed to be a separate annuity 
contract issued at that time otherwise than pursuant to or under a 
superannuation or pension fund or plan, and 

(e) each individual who has an interest in the separate annuity 
contract immediately after that time is deemed to have acquired 
the interest at that time at a cost equal to the fair market value of 
the interest immediately after that time. 

Related Provisions: 139.1(2)(g) — No demutualization benefit. 
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History: Subpara. 147.4(2)(a)(i) amended by 2007, c. 29, subsec. 21(1), applicable 
after 2006. It formerly read: 
(i) provide for an earlier annuity commencement that avoids the application of 
paragraph (4)(b), or 
Para. 147.4(2)(a) amended by 2000, c. 19, subsec. 43(1), applicable to amendments and 
substitutions that occur after December 15, 1998. The para. formerly read: 


(a) an amendment is made at any time to an annuity contract to which subsection 
(1) or- paragraph 254(a) applies (other than an amendment the sole effect of 
which is to provide for an earlier annuity commencement that avoids the applica- 
tion of paragraph (4)(b)), and 
Subsec. 147.4(2) added by 1998, c. 19, s. 176, applicable to annuity contract acquisi- 
tions, amendments and substitutions that occur after July 30; 1997. 


Registered Pension Plans Technical Manual: §5.2 (amended contract). 


(3) New contract — For the purposes of this Act, where an annu- 
ity contract (in this subsection referred to as the “original contract’) 
to which subsection (1) or paragraph 254(a) applies is, at any time, 
substituted by another contract, 


(a) if the rights provided for under the other contract 


(i) are not materially different from those provided for under 
the original contract, or 


(ii) are materially different from those provided for under the 
original contract only because of an enhancement of benefits 
that can reasonably be considered to, haye been provided 
solely in connection with the demutualization (as defined by 
subsection 139.1(1)) of an insurance corporation that is con- 
sidered for the purposes of section 139.1 to have been a party 
to the original contract, 


the other contract is deemed to be the same contract as, and a 
continuation of, the original contract; and 


(b) in any other case, each individual who has an interest in the 
original contract immediately before that time is deemed to have 
received at that time the payment of an amount under a pension 
plan equal to the fair market value of the interest immediately 
before that time. 
Related Provisions: 139.1(2)(g) — No demutualization benefit due to substitution 
under 147.4(3)(a). 
History: Para. 147.4(3)(a) amended by 2000, c. 19) subsec. 43(2), applicable: to 
amendments and substitutions that occur after December 15, 1998. The pata. formerly 
read: 
(a) if the rights provided for under the other contract are not materially different 
from those provided for under the original contract, the other contract is deemed 
to be the same contract as, and a continuation of, the original contract; and 
Subsec. 147.4(3) added by 1998, c. 19, s. 176, applicable to annuity contract acquisi- 
tions, amendments and substitutions that occur after July 30, 1997. 


Registered Pension Plans Technical Manual: §5.3 (new contract). 


(4) [Repealed] 


History: Subsec: 147.4(4) repealed by 2007, ¢. 29, subsec. 21(2), applicable after 
2006, except that the repeal does not apply to annuities under which the annuitant at- 
tained 69 years of age before 2007. It formerly read: 


(4) RPP annuity contract beginning after age 69 — For the purposes of this 
Act, where, under circumstances to which paragraph 254(a) applied, an indivi- 
dual acquired before 1997 an interest in an annuity contract in full or partial 
satisfaction of the individual’s entitlement to benefits under a registered pension 
plan, and payment of the annuity has not begun by the end of the particular year - 
in which the individual attains 69 years of age, 


(a) the interest is deemed not to exist after the particular year; 
(b) the individual is deemed to have received immediately after the particu- 
lar year the payment of an amount from the plan equal to the fair market 
value of the interest at the end of the particular year, 
(c) the individual is deemed to have acquired immediately after the particu- 
lar year an interest in the contract as a separate annuity contract issued im- 
mediately after the particular year at a cost equal to the amount referred to in 
paragraph (b); and 
(d) the issue ‘and acquisition of the separate annuity contract are deemed not 
to be pursuant to or under a registered pension plan. 
Subsec. 147.4(4) added by 1998, c. 19, s. 176, applicable after 1996, except that 
(a) it does not apply to an individual who attained 70 years of age before 1997, 
(b) in applying it to an individual who attained 69 years of age in 1996, the refer- 
ence in that provision to “69 years of age” shall be read as a reference to “70 years 
of age”; and 
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(c) it;does not apply to an annuity contract if-an individual received an interest in 
the contract before March 6, 1996 and, under the terms and conditions of the con- 
tract as they read immediately before that day, 


(i) the day on which the annuity payments are to begin under the contract is 
fixed and determined and is after the year in which the individual attains 


(A) 69 years of age, if the individual had not attained that age before 1997, 
or ; 


(B) 70 years of age, if the individual attained 69 years of age in 1996, and 
(ii) the amount and timing of each annuity paymentiare fixed and determined. 


Definitions [147.4]: “annuity” —248(1); ‘calendar year? —~ Interpretation Act 
37(1)(a); “demutualization” — 139.1(1); “individual”, “licensed annuities provider’, 
“Minister”, “registered pension plan’ — 248(1); “registered retirement income 
fund” — 146.3(1), 248(1); “registered retirement savings plan” — 146(1), 248¢1); 
“writing” — Interpretation Act 35(1). 


Life Insurance Policies 


148. (1) Amounts included in computing policyholder’s in- 
come — There shall be included. in, computing the income for a 
taxation year of a policyholder in respect of the, disposition of an 
interest in a life insurance policy, other than a policy that is or is 
issued pursuant to 


(a) a registered pension plan, 
(b) a registered retirement savings plan, 
(b.1) a registered retirement income fund, 
(b.2) a TFSA, 
(c) an income-averaging annuity contract, 
(d) a deferred profit sharing plan, or 
(e) an annuity contract where 
(1) the payment for the annuity contract was deductible under 


parperaph PEMD) in D POMPUANE the pebaxelstan, s income,. or 


Dae aortas udin an annuity dics so. sith spn es bends seo is enerally 
meant to be taxed only when amounts are paid out of the annuity, 


Subsection 148(1) is amended to include, in the annuities described in paragr: 
an annuity that is a “qualifying trust annuity” with respect to a taxpayer (as defined 

in new subsection 60,01 1(2)), the payment for which was deductible by the taxpayer 
under paragraph 60(). This reflects the fact that a qualifying trust annuity will typi-- 
cally be held by a trust, rather than by the taxpayer who is entitle 
under paragraph 60(1), and ensures that it is treated, for tax alien n the same 
manner as if it were held by the taxpayer. oe 


(ii) the policyholder acquired the annuity contract in. circum- 
stances to which subsection 146(21) applied, 


deduction : 


S. 148(2)(b) 


the amount, if any, by which the proceeds of the disposition of the 
policyholder’s interest in the policy that the policyholder, benefici- 
ary or assignee, as the case may be, became entitled to receive in 
the year exceeds) the adjusted cost basis to the policyholder of that 
interest immediately before the disposition. 

Related Provisions: 20(1)(e.2) — Deduction for premiums on life insurance used as 
collateral; 56(1)() — Income inclusion — life insurance policy proceeds; 60(s) — De- 
duction of policy loan repayment; 138(3) — Deductions allowed in computing income; 
138.1(7) — Where segregated fund policyholder deemed to be trust, etc.; 148(2) — 
Deemed proceeds of disposition; 148(9)“adjusted cost basis’”*C — Disposition amount 
included. in AC basis; Reg. 304(1)(b) — Contract in 148(1)(c) or (e) is a prescribed 
annuity contract. See additional Related Provisions at end of s. 148. 


History: Para: 148(1)(b.2) added by 2008, c. 28, s.'26, applicable to 2009 ef seq. 


Para. 148(1)(e) substituted by 1994, c. 21, s. 73, applicable to Sy eae occurring 
after August 1992. That para: formerly read:'  ~ 


(e) an annuity contract, the payment for which was deductible in computing the 
policyholder’s income by virtue of paragraph 60(1), 


Para. 148(1)(b.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 87(1), applicable 
to 1991 et seq. 


Selected Cases [subsec. 148(1)]: Canada v. Chrysler Canada Ltd., [1991] 2 
C.T.C. 156 (FCTD); additional reasons at:[1992] 1 C.7.C. 61, (sub nom: Canada v. 
Chrysler Canada Ltd. (No. Z)) (FCTD) (Employee stock ownership plan held to be an 
employee benefit plan as defined and taxable pursuant to para. 6(1)(g)). 


Regulations: 217(2) (information return). 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies; IT-244R3: Gifts by individuals of life insurance policies as charitable donations; 
IT-379R: Employees profit sharing plans — allocations to beneficiaries. 


(1.1) Amount included in computing taxpayer’s income — 
There shall be included in computing the income for a taxation year 
of a taxpayer in respect of a disposition of an interest in a life insur- 
ance policy described in paragraph (e) of the definition “disposi- 
tion” in subsection (9) the amount, if any, by which the amount of a 
payment described in paragraph (e) of that definition that the tax- 
payer became entitled to receive in the year exceeds the amount that 
would be the taxpayer’s adjusted cost basis of the taxpayer’s inter- 
est in the policy immediately before the disposition if, for the pur- 
poses. of the definition, “adjusted cost basis” in. subsection (9),, the 
taxpayer were, in. respect of that. interest in. the policy, the 
policyholder. 


Related Provisions: 56(1)(j) — Life i insurance policy proceeds included in income. 
See also at end of s. 148. 


Regulations: 217(2) (information return). 


(2) Deemed proceeds of disposition — For the purposes of 
subsections (1) and 20(20) and the definition “adjusted cost basis” 
in subsection (9), 


(a) where at any time'a policyholder becomes entitled to receive 
under a life insurance policy a particular amount as, on account 
of, in lieu of payment of or in satisfaction of, a policy dividend, 
the policyholder shall be deemed 


(i) to have: disposed of an interest in the policy at'that time, 
and 


(ii) to have become entitled to receive proceeds of the dispo- 
sition equal to the amount, if any, by which 


(A) the particular amount 
exceeds 


(B) the part of the particular amount applied immediately 
after that time to pay a premium under the policy or to 
repay a policy loan under the policy, as provided for 
under the terms and conditions of the policy; 


(b) where in a taxation year a holder of an interest in, or a person 
whose life is insured or who is the annuitant under, ‘a life insur- 
ance policy (other than an annuity contract or an exempt policy) 
last acquired after December 1, 1982 or an annuity contract 
(other than a life annuity contract, as defined by regulation, en- 
tered into before November 13, 1981 or a prescribed annuity 
contract) dies, the policyholder ‘shall be deemed: to: have» dis- 
posed of the policyholder’s interest in the policy or the contract, 
as the case may be, immediately before the death; 
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(c) where, as a consequence of a death, a disposition of an inter- 
est in a life insurance policy is deemed to have occurred under 
paragraph (b), the policyholder immediately after the death shall 
be deemed to have acquired the interest at a cost equal to the 
accumulating fund in respect thereof, as determined in pre- 
scribed manner, immediately after the death; and 


(d) where at any time a life insurance policy last acquired after 
December 1, 1982, or a life insurance policy to which subsection 
12.2(9) of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, applies by virtue of paragraph 12.2(9)(b) 
of that Act, ceases to be an exempt policy (otherwise than as a 
consequence of the death of an individual whose life is insured 
under the policy or at a time when that individual is totally and 
permanently disabled), the policyholder shall be deemed to have 
disposed of the policyholder’s interest in the policy at that time 
for proceeds of disposition equal to the accumulating fund with 
respect to the interest, as determined in prescribed manner, at 
that time and to have reacquired the interest immediately after 
that time at a cost equal to those proceeds. 


Related Provisions: See Related Provisions at end of s. 148. 


History: Para. 148(2)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 87(2), 
applicable to policy dividends received or receivable in taxation years beginning after 
December 20, 1991. Para. (a) formerly read: 


(a) where at a particular time a policyholder became entitled to receive under a 
life insurance policy an amount as, on account or in lieu of payment of, or in 
satisfaction of, a policy dividend, the policyholder shall be deemed to have dis- 
posed of an interest in the policy at that time and that amount shall be deemed to 
be proceeds of the disposition that the policyholder became entitled to receive at 
that time; 


That portion of subsec. 148(2) preceding para. (a) amended by 1994, c. 7, Sch. Il 
(1991, c. 49), subsec. 121(1), to add reference to subsec. 20(20), applicable to disposi- 
tions occurring after 1989. 


Regulations: 301 (life annuity contract); 304 (prescribed annuity contract), 307 (ac- 
cumulating fund). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies: IT-210R2: Income of deceased persons — periodic payments and investment tax 
credit; IT-430R3: Life insurance proceeds received by a private corporation or a part- 
nership as a consequence of death. 


(3) Special rules for certain policies — For the purposes of 
this section, where all or any part of an insurer’s reserves for a life 
insurance policy vary in amount depending on the fair market value 
of a specified group of properties (in this subsection referred to as a 
“segregated fund’’), 


(a) in computing the adjusted cost basis of the policy, 


(i) an amount paid by the policyholder or on the policy- 
holder’s behalf as or on account of premiums under the pol- 
icy or to acquire an interest in the policy shall, to the extent 
that the amount was used by the insurer to acquire property 
for the purposes of the segregated fund, be deemed not to 
have been so paid, and 


(ii) any transfer of property by the insurer from the segre- 
gated fund that resulted in an increase in the portion of its 
reserves for the policy that do not vary with the fair market 
value of the segregated fund shall be deemed to have been a 
premium paid under the policy by the policyholder; and 


(b) the proceeds of the disposition of an interest in the policy 
shall be deemed not to include the portion thereof, if any, paya- 
ble out of the segregated fund. 


(4) Income from disposition — For the purpose of computing a 
taxpayer’s income from the disposition (other than a disposition 
deemed to have occurred under paragraph (2)(a) or a disposition 
described in paragraph (b) of the definition “disposition” in subsec- 
tion (9)) of a part of the taxpayer’s interest in a life insurance policy 
(other than an annuity contract) last acquired after December 1, 
1982 or an annuity contract, the adjusted cost basis to the taxpayer, 
immediately before the disposition, of the part is the proportion of 
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the adjusted cost basis to the taxpayer of the taxpayer’s interest im- 
mediately before the disposition that 


(a) the proceeds of the disposition 
are of 


(b) the accumulating fund with respect to the taxpayer’s interest, 
as determined in prescribed manner, immediately before the 
disposition. 

Regulations: 307 (accumulating fund). 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance 
policies. 


(4.1), (5) [Repealed under former Act] 


(6) Proceeds receivable as annuity — Where, under the terms 
of a life insurance policy (other than an annuity contract) last ac- 
quired before December 2, 1982, a policyholder became entitled to 
receive from the insurer at any time before the death of the person 
whose life was insured thereunder, all the proceeds (other than pol- 
icy dividends) payable at that time under the policy in the form of 
an annuity contract or annuity payments, 


(a) the payments shall be regarded as annuity payments made 
under an annuity contract; 


(b) the purchase price of the annuity contract shall be deemed to 
be the adjusted cost basis of the policy to the policyholder im- 
mediately before the first payment under that contract became 
payable; and 

(c) the annuity contract or annuity payments shall be deemed not 
to be proceeds of the disposition of an interest in the policy. 


Related Provisions: 148(10)(b) — References to “person whose life was insured”. 
See also at end of s. 148. 


(7) Disposition at non-arm’s length and similar cases — 
Where, otherwise than by virtue of a deemed disposition under par- 
agraph (2)(b), an interest of a policyholder in a life insurance policy 
is disposed of by way of a gift (whether during the policyholder’s 
lifetime or by the policyholder’s will), by distribution from a corpo- 
ration or by operation of law only to any person, or in any manner 
whatever to any person with whom the policyholder was not deal- 
ing at arm’s length, the policyholder shall be deemed thereupon to 
become entitled to receive proceeds of the disposition equal to the 
value of the interest at the time of the disposition, and the person 
who acquires the interest by virtue of the disposition shall be 
deemed to acquire it at a cost equal to that value. 

Related Provisions: See Related Provisions at end of s. 148. 


(8) Idem — Notwithstanding any other provision in this section, 
where 


(a) an interest of a policyholder in a life insurance policy (other 


than an annuity contract) has been transferred to the policy- 


holder’s child for no consideration, and 


(b) a child of the policyholder or a child of the transferee is the 
person whose life is insured under the policy, 


the interest shall be deemed to have been disposed of by the policy- 
holder for proceeds of the disposition equal to the adjusted cost ba- 


sis to the policyholder of the interest immediately before the trans- 


fer, and to have been acquired by the person who acquired the 
interest at a cost equal to those proceeds. 

Related Provisions: 148(8.1) — Inter vivos transfer to spouse; 148(8.2) — Transfer 
to spouse at death. See also at end of s. 148. 

History: Paras. 148(8)(a), (b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
121(2), applicable to transfers and distributions occurring after 1989. Paras. (a), (b) 
formerly read: 


(a) an interest of a policyholder in a life insurance policy (other than an annuity 
contract) has been transferred to 


(i) the policyholder’s spouse or child, for no consideration, 

(ii) the spouse or a former spouse of the policyholder, in settlement of rights 
arising out of their marriage, or 

(iii) an individual, pursuant to a decree, order or judgment of a competent 
tribunal made in accordance with prescribed provisions of the law of a prov- 


ince if that individual is a person within a prescribed class of persons re- 
ferred to in those provisions, and : 
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(b) the’ transferee or a child of the policyholder or transferee is the person whose 
life is insured under the policy, 


Regulations: 6500(1) (prescribed provisions and prescribed class of persons, for for- 
mer 148(8)(a)(iii)). 


Interpretation Bulletins: IT-87R2: Policyholders’ 
policies. 


income from life insurance 


(8.1) Inter vivos transfer to spouse [or common-law part- 
ner] — Notwithstanding any other provision of this section, where 


(a) an interest of a policyholder in a life insurance policy (other 
than a policy that is, or is issued under, a plan or contract re- 
ferred to in any of paragraphs (1)(a) to (e)) 1s transferred to 


(i) the policyholder’s spouse.or common-law partner, or 


(ii) a former spouse or common-law partner of the policy- 
holder in settlement of rights arising out of their marriage or 
common-law partnership, and 


(iii) [Repealed] 


(b) both the policyholder and the transferee are resident in Can- 
ada at the time of the transfer, 


unless an election is made in the policyholder’s return of income 
under this Part for the taxation year in which the interest was trans- 
ferred to have this subsection not apply, the interest shall be deemed 
to have been disposed of by the policyholder for proceeds of the 
disposition equal to the adjusted cost basis to the policyholder of 
the interest immediately before the transfer and to have been ac- 
quired by the transferee at a cost equal to those proceeds, 


Related Provisions: 73(1) — Jnter vivos transfer of property of spouse; etc., or trust; 
148(8.2) — Transfer to spouse at death; 252(3) — Extended meaning of “spouse” and 
“former spouse”. See additional Related Provisions and Definitions at end of s. 148. 


History: Subsec. 148(8.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, and by 2000, c. 12, Sch. 2, s. 9, to replace 
“marriage”? with “marriage or common-law partnership’’, applicable to 2001 ef seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. 


Subpara. 148(8.1)(a)(@i1) repealed by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 87(3), 
applicable after 1992. Subpara. (a)(ii) formerly read:: 


(iii) an individual of the opposite sex under an order for the support or mainte- 
nance of the individual made by a competent tribunal in accordance with. the 
laws of a province, where the individual and the taxpayer cohabited in a conjugal 
relationship before the date of the order, and 


Subsec. 148(8:1) added by 1994, c. 7; Sch. II (1991, c. 49), subsec. 121(3), applicable 
to transfers and dispositions occurring after 1989, except that, in its application with 
respect to transfers and distributions occurring in 1990, an election referred to in this 
subsec. made by a policyholder or the legal representative of a deceased policyholder 
by notifying the Minister of National Revenue in writing before 1992 [1994, c. 7, Sch. 
VIII (1993,..c. 24), s. 159. provides that such an election made before December 11, 
1993 shall be deemed to have been made before 1992] shall be deemed to have been 
made in the policyholder’s return of income under Part I of the Act for the 1990 taxa- 
tion year. 


Interpretation Bulletins: IT-87R2: Policyholders’ 
policies. 


income from life insurance 


(8.2) Transfer to spouse [or common-law partner] at 
death — Notwithstanding any other provision of this section, 
where; as a consequence of the death of a policyholder who was 
resident in Canada immediately before the policyholder’s death, an 
interest of the policyholder in a life insurance policy (other than a 
policy that is or is issued under a plan or contract referred to-in any 
of paragraphs (1)(a) to (e)) is transferred or distributed to the poli- 
cyholder’s spouse or common-law partner who was resident in;Can- 
ada immediately before the death, unless an election is made in the 
policyholder’s return of income under this Part for the taxation year 
in which the policyholder died to have this subsection not apply, the 
interest shall be deemed to have been disposed of by the policy- 
holder immediately before the death for proceeds of the disposition 
equal to the adjusted cost basis to the policyholder of the interest 
immediately before the transfer and to have been. acquired by the 
spouse or common-law partner at a cost equal to those proceeds. 

Related Provisions: 70(6) — Where transfer or distribution to spouse or trust; 
148(9)“adjusted cost basis”G.1 — “adjusted cost basis”; 248(8) — Occurrences as a 


consequence of death; 252(3) —-Extended meaning of “spouse”. See also at end of s. 
148. 


£148) adj 


Histor ; Subsec. 148(8.2) amended by 2000, ¢..12, Sch.2. s. 1, v1 piace “spouse” 
with “st,ouse or common-law partner’, applicable to 20G1 +t seg., i. terce ‘iy 31, 
2000. ‘2 also the transitional : cules reproduced in the History t» 248°1%": 
partne: ’. 


Subsec. 148(8.2) added by 199+, c, 7, Sch. II (1991, c, 49), subsec, 121( 4%. applicabie 
to.transters and dispositions occurring after 1989, except that, in its appi.cetion with 
respeci .o transfers and distributions occurring in 1990, an election referred to in this 
subsec made by a policyholder or the legal representative of a deceased soliewholder 
by notifying the Minister of National l.evenue in writing before 1392 (i944, « 7, Sch. 
VIL (£993, c. 24), s..159 provides that such an election made before December 11, 
1993 shall be deemed to have been made before i992] shall be deemed to have been 
made in the policyholder’s return of income under Part I of the Act for the 1990 taxa- 
tion year. ' 


Interpretation Bulletins: IT-87R2: Policyholders’ 
policies. 


~mn-on-law 


income frum life. insurance 


(9) Definitions — In this section and paragraph 56(1)(a:') of the 
Income Tax Act, qhapisr 148 of the Revised Statutes of Canada, 
1952, 


Related Provisions: 12.2(12) — Application of subsecs. Nomad and 14é(9). See 
also at end of s. 148. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ../’). 


Interpretation Bulletins: IT-379R: Employees, profit sharing plans — allocations to 
beneficiaries. 


“adjusted cost basis” to a policyholder as’ at a particular time of 
the policyholder’s interest in a life insurance policy means. the 
amount determined by: the formula 


(A+B+C+D+E+F+G+Gl)-— 
(H+1+J+K +L) 


where 


A. is the total of all amounts each of which is the cost of an interest 
in the policy acquired by the policyholder before that time but 
not including an amount referred to in the description of B or E, 


B is the total of all amounts each of which is an amount paid 
before that time by or on behalf of the policyholder in respect of 
a premium under the policy, other than amounts referred to in 
clause (2)(a)(ii)(B), in subparagraph (iii) of the description of C 
in paragraph (a) of the definition “proceeds of the disposition” 
or in subparagraph (b)(i) of that definition, 


C_is the total, of all amounts each of which is an amount in respect 
of the disposition of an interest in the policy before that time that 
was required to be included in computing the policyholder’s in- 
come or taxable income earned in Canada for a taxation year, 


D. is the total of all amounts each of which is an amount in respect 
of the policyholder’s interest in the policy that was included by 
virtue. of subsection 12(3) or section 12.2 or of paragraph 
56(1)(d.1) of the Income Tax. Act, chapter 148 of the Revised 
Statutes. of Canada, 1952, in computing the policyholder’s in- 
come for any taxation year ending before that time or the portion 
of an amount paid to the policyholder in respect of the policy- 
holder’s interest in the policy on which tax was imposed by vir- 
tue of paragraph 212(1)(0) before that time, 


E._ is the total of.all amounts each of which is an amount in respect 
of the repayment before that time and. after March 31,1978 of a 
policy loan not exceeding the total of the proceeds of the dispo- 
sition, if any, in respect of that loan and the amount, if any, de- 
scribed in the description of J but not including any payment of 
interest thereon, any loan repayment that was deductible under 
paragraph 60(s) of this Act or paragraph 20(1)(bh) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952 (as 
it applied in taxation years before 1985) or any loan repayment 
referred to in clause (2)(a)(4i)(B), 


F is the amount, if any, by which the cash surrender value of the 
policy as at its first anniversary date after March 31, 1977 ex- 
ceeds the adjusted cost basis (determined under the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952,.as it 
would have read on that date if subsection 148(8) of that Act, as 
it read in its application to the period ending immediately before 
April 1, 1978, had not been applicable) of the policyholder’s in- 
terest in the ‘policy on that date, 
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G is, in the case of an interest in a life annuity contract, as defined 
by regulation, to which subsection 12.2(1) applies for the taxa- 
tion year that includes that time (or would apply if the contract 
had an anniversary day in the year at a time when the taxpayer 
held the interest), the total of all amounts each of which is a 
mortality gain, as defined by regulation and determined by the 
issuer of the contract in accordance with the regulations, in re- 
spect of the interest immediately before the end of the calendar 
year ending in a taxation year commencing before that time, 


Proposed Amendment — Life annuity contracts — 
Letter from Dept. of Finance, Sept. 12, 2002: See under Reg. 301(1). 


G.1 [is,] in the case of an interest in a life insurance policy (other 
than an annuity contract) to which subsection (8.2) applied 
before that time, the total of all amounts each of which is a mor- 
tality gain, as defined by regulation and determined by the issuer 
of the policy in accordance with the regulations, in respect of the 
interest immediately before the end of the calendar year ending 
in a taxation year beginning before that time, 


H_ is the total of all amounts each of which is the proceeds of the 
disposition of the policyholder’s interest in the policy thatthe 
policyholder became entitled to receive before that time, 


I is the total of all amounts each of which is an amount in respect 
of the policyholder’s interest in the policy that was deducted by 
virtue of subsection 20(19) in computing the policyholder’s in- 
come for any taxation year commencing before that time, 


J is the amount payable on March 31, 1978 in respect of a policy 
loan in respect of the policy, 


K is the total of all amounts each of which is an amount received 
before that time in respect of the policy that the policyholder 
was entitled to deduct under paragraph 60(a) in computing the 
policyholder’s income for a taxation year, and 


teeny 


(a) in the case of an interest in a life insurance policy (other 
than an annuity contract) that was last acquired after Decem- 
ber 1, 1982 by the policyholder, the total of all amounts each 
of which is the net cost of pure insurance, as defined by regu- 
lation and determined by the issuer of the policy in accor- 
dance with the regulations, in respect of the interest immedi- 
ately before the end of the calendar year ending in a taxation 
year commencing after May 31, 1985 and before that time, 


(b) in the case of an interest in an annuity contract to which 
subsection 12.2(1) applies for the taxation year that includes 
that time (or would apply if the contract had an anniversary 
day in the year and while the taxpayer held the interest), the 
total of all annuity payments paid in respect of the interest 
before that time and while the policyholder held the interest, 
or 


(c) in the case of an interest in a contract referred to in, the 
description of G, the total of all amounts each of which is a 
mortality loss, as defined by regulation and determined by 
the issuer of the contract in accordance with the regulations, 
in respect of the interest before that time; 
Related Provisions: 12.2(5) — Amounts included in income — taxpayer’s interest 
in an annuity contract; 148(2) — Deemed proceeds of disposition; 257 — Formula can- 
not calculate to less than zero. See also at end of s. 148. 
History: The description of B in the definition “adjusted cost basis” in subsec. 148(9) 
amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 87(4), applicable to amounts 
paid in taxation years commencing after December 20, 1991. The description formerly 
read: 

B _ is the total of all amounts each of which is an amount paid before that time, 
by the policyholder or on the policyholder’s behalf, in respect of a premium 
under the policy, 

The description of E in “adjusted cost basis” amended by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 87(5), applicable to loan repayments occurring in taxation years beginning 
after December 20, 1991. The description formerly read: 

E is the total of all amounts each of which is an amount in respect of the repay- 
ment before that time and after March 31, 1978 of a policy loan not exceed- 
ing the total of the proceeds of the disposition, if any, in respect of that loan 
and the amount, if any, referred to in the description of J but not including 
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any payment of interest thereon or any repayment of the loan that was de- 
ductible pursuant to paragraph 20(1)(hh) or 60(s), 
G.1 and its description added to “adjusted cost basis” by 1994, c. 7, Sch. VIII (1993, ¢. 
24), subsecs. 87(3.1), (6), applicable to transfers and distributions occurring after 1989. 


The description of G in “‘adjusted cost basis” amended by 1994, c..7, Sch. I] (1991, ¢. 
49), subsecs. 121(4), to substitute “subsection 12.2(1)” for “subsection 12.2(1) or (3)” 
and to add “(or would apply if the contract had an anniversary day in the year at a time 
when the taxpayer held the interest)”, applicable to policies last acquired after 1989. 


Para. (b) of the description of L in para. 148(9)(a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 121(5), applicable to policies last acquired after 1989. Para. (b) 
formerly read: 


(b) in the case of an interest in an annuity contract to which subsection 12.2(1) or 
(3) applies, the total of all amounts each of which is an annuity payment paid in 
respect of the interest’ before that time and while the policyholder held the inter- 
est, or 


Regulations: 301 (life annuity contract — for 148(9)“adjusted cost basis”’G); 308 
(net cost of pure insurance — for 148(9)“adjusted cost basis’ L(a)). 
|.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies; IT-149R4: Winding-up dividend; IT-355R2: Interest on loans to buy life insur- 
ance policies and annuity contracts, and interest on policy loans (archived); IT-430R3: 
Life insurance proceeds received by a private corporation or a partnership as a conse- 
quence of death. See additional Related Provisions and Definitions at end of s. 148. 


“amount payable”, in respect of a policy loan, has the meaning 
assigned by subsection 138(12); 


“cash surrender yalue” at a particular time of a life insurance pol- 
icy means its cash surrender value at that time computed without 
regard to any policy loans made under the policy, any policy divi- 
dends (other than paid-up additions) payable under the policy or 
any interest payable on those dividends; 


Related Provisions: Reg. 1408(1)‘cash surrender value” — Definition applies for 
policy reserve calculation. 


“child” of a policyholder includes a child as defined in subsection 
70(10); 
Related Provisions: 252(1) — Extended meaning of “child”. 
“disposition’’, in relation to an interest in a life insurance policy, 
includes 
(a) a surrender thereof, 
(b) a policy loan made after March 31, 1978, 
(c) the dissolution of that interest by virtue of the maturity of the 
policy, 
(d) a disposition of that interest by operation of law only, and 
(e) the payment by an insurer of an amount (other than an annu- 
ity payment, a policy loan or a policy dividend) in respect of a 
policy (other than a policy described in paragraph (1)(a), (b), (c), 
(d) or (e)) that is a life annuity contract, as defined by regulation, 


entered into after November 16, 1978, and before November 13, | 


1981, 
but does not include 


(f) an assignment of all or any part of an interest in the policy for 
the purpose of securing a debt or a loan other than a policy loan, 


(g) a lapse of the policy in consequence of the premiums under . 


the policy remaining unpaid, if the policy was reinstated not 
later than 60 days after the end of the calendar year in which the 
lapse occurred, 


(h) a payment under a policy as a disability benefit or as an acci- 
dental death benefit, 


(i) an annuity payment, 


(j) a payment under a life insurance policy (other than an annu- 
ity contract) that 


(i) was last acquired before December 2, 1982, or 

(ii) is an exempt policy 
in Consequence of the death of any person whose life was in- 
sured under the policy, or 


(k) any transaction or event by which an individual becomes en- 
titled to receive, under the terms of an exempt policy, all of the 
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proceeds: (including or excluding policy dividends) payable 
under the policy in the form of an annuity contract or annuity 
payments, if, at the time. of the transaction or event, the indivi- 
dual whose: life is insured under the policy was sitotally and. per- 
manently disabled; 
Related Provisions: 60(s) — Deduction of policy loan repayment; 148(10)(b) — 
References to “person whose life was insured”; 248(1)‘disposition’(b.1) — Definition 


applies to entire Act; 248(8) — Occurrences as a consequence of death. See also at end 
of s. 148. 


Regulations: 301 (life annuity contract — for 148(9)“disposition’"(€)), 
Interpretation Bulletins: IT-85R2: Health and welfare trusts for employees; IT- 
87R2: Policyholders’ income from life insurance policies. 


‘«nterest’’, in relation toa policy loan, has the meaning assigned by 
subsection 138(12); 


“life insurance policy” — [Repealed under former Act] 


“policy loan” means an amount advanced by an insurer to a policy- 
holder in accordance with the terms and conditions of the life insur- 
ance policy; y 


aPECHOIURs under a policy includes 


(a) interest paid after 1977 to a life insurer in respect of a policy 
loan, other than interest deductible in the 1978 or any subse- 
quent taxation year pursuant to paragraph 20(1)(c) or (d), and 


(b) a prepaid premium under the policy to the extent that it can- 
not be refunded otherwise than on termination or cancellation of 
the policy, 


but does not include 


(c) where. the interest inthe. policy was last acquired after De- 
cember 1, 1982, that portion of any amount paid after May 31, 
1985 under. the policy with respect .to 


(i) an accidental death benefit, 

(ii) a disability benefit, 

See an additional risk as a result of insuring a substandard 
ife, 

(iv) an additional risk in respect of the conversion of a term 
policy into another policy after the end of the year, 

(v) an additional risk under a settlement option, 


(vi) an additional risk under a guaranteed insurability benefit, 
or 
(vii) any other prescribed benefit that is ancillary to the 
policy; 
Related Provisions: 60(s) — Repayment of policy loan. See additional Related 
Provisions at end of s. 148. 
Regulations: No prescribed benefits for subpara. (c)(vii). 


“proceeds of the disposition” of an interest in a life insurance pol- 

icy means the amount of the proceeds that the policyholder, benefi- 

ciary or assignee, as the case may be, is entitled to receive on a 

disposition of an interest in the policy and for greater certainty, 
(a) in respect of a surrender or maturity thereof, means the 
amount determined by the formula 


(A-—B)-=C 
where 


A. is the cash surrender value of that interest in the policy at the 
time of surrender or maturity, 


Bis that portion of the cash surrender value represented by A 
that is applicable to the policyholder’s interest in the related 
segregated fund trust as referred to in paragraph 138.1(1)(e), 
and 


Cis the total of amounts each of which is 


(i) an amount payable at that time by the policyholder in 
respect of a policy loan in respect of the policy, 


(ii) a premium under the policy that is due but unpaid at 
that time, or 


S. 148(10)(b) 


(iii) an amount applied, immediately after the time of the 
surrender, to pay a premium under the policy, as provided 
for under the terms and conditions of the policy, 


(b) in respect of a policy loan made after March 31, 1978 means 
the lesser of 


(i) the amount of the loan, other than the part thereof applied, 
immediately after the loan, to pay a premium under the pol- 
icy, as provided for under the terms and conditions of the 
policy, and 


(ii) the amount, if any, by which the cash surrender value of 
the policy immediately before the loan was made exceeds the 
total of the balances outstanding at that time of any policy 
loans in respect of the policy, 


(c) in respect of a payment described in paragraph (e) of the def- 
inition “disposition” in this subsection, means the amount of that 
payment, and 


(d) in respect of a disposition deemed to have occurred under 
paragraph (2)(b), means the accumulating fund in respect of the 
interest, as determined in prescribed manner, 


(i) immediately before the time of death in respect of'a life 
insurance policy. (other than an annuity contract) last -ac- 
quired after December 1, 1982; or 

(11) immediately after the time of death in respect of an annu- 
ity contract; 


Related Provisions: 257 — Formula cannot calculate to less than zero. See also.at 
end of s. 148. 


History: The description of C in para. (a) of “proceeds of the disposition” in subsec. 
148(9) amended by 1994, c. 7, Sch. VII (1993, '¢.'24), subsec. 87(7), applicable to 


| surrenders’ occurring in taxation years commencing’ after'‘December’20, 1991. That 


description formerly read: 


C is the total of all amounts each of which is an amount payable at that time by 
the policyholder in respect of a policy loan in respect of the policy or a pre- 
mium under the policy that is due but unpaid at that time, 


Subpara. (b)(i) of “proceeds of the disposition”: amended by 1994, c. 7, Sch. VII 
(1993, c. 24), subsec. 87(8), applicable to policy loans made in taxation years begin- 
ning after December 20, 1991. That subpara. formerly read: 


(i) the amount of the loan, and 


“relevant authority” — [Repealed] 


History: The definition “relevant authority” in subsec. 148(9) repealed by+1997;.ci25; 
s. 46, applicable April 25, 1997. It formerly read: 


“relevant authority” has the meaning assigned by subsection 138(12); 


“tax anniversary date’, in relation to a life insurance policy, 
means the second anniversary date of the policy to occur after Octo- 
ber 22, 1968; 


“value” at a particular time of an interest in a life insurance policy 
means 


(a) where the interest includes an interest in the cash surrender 
value of the policy, the amount,in respect thereof that the holder 
of the interest would. be entitled to receive if the policy were 
surrendered at that time, and 


(b) in any other case, nil. 


(9.1) Application of subsec. 12.2(11) — The definitions in sub- 
section 12.2(11) apply to this section. 


Origin of subsec. 148(9.1): R.S.C. 1985, c. 1 (Sth Supp:): (formerly contained in the 
opening words of subsec. 12.2(11)). 


(10) Life annuity contracts — For the purposes of this section, 


(a) a reference to “insurer” or “life insurer’ shall be deemed to 
include a reference to a person who is licensed or otherwise au- 
thorized under a law of Canada or a province to issue contracts 
that are annuity contracts; 


(b) a reference to a “person whose life was insured” shall be 
deemed to include a reference to an annuitant under a life annu- 
ity contract, as defined by regulation, entered into before No- 
vember 17, 1978; 
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(c) where a policyholder is a person who has held an interest in a 
life insurance policy continuously since its issue date, the inter- 
est shall be deemed to have been acquired on the later of the 
date on which 


(i) the policy came into force, and 


(ii) the application in respect of the policy signed by the poli- 
cyholder was filed with the insurer; 


(d) except as otherwise provided, a policyholder shall be deemed 
not to have disposed of or acquired an interest in a life insurance 
policy (other than an annuity contract) as a result only of the 
exercise of any provision (other than a conversion into an annu- 
ity contract) of the policy; and 


(e) where an interest in a life insurance policy (other than an 
annuity contract) last acquired before December 2, 1982 to 
which subsection 12.2(9) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, does not apply has been 
acquired by a taxpayer from a person with whom the taxpayer 
was not dealing at arm’s length, the interest shall be deemed to 
have been last acquired by the taxpayer before December 2, 
1982. 


Related Provisions: 12.2(13)— Application of subsec. 148(10); 56(1)G) — Life 
insurance policy proceeds. See also below. 


Regulations: 301 (meaning of “life annuity contract’). 
1.T. Application Rules: 69 (meaning of “chapter 148 0° ...”). 


Related Provisions [s. 148]: 12.2 — Accrual of inceme on certain life insurance 
policies including annuity contracts; 20(1)(c), 20(2.2) — Weductibility of interest and 
compound interest on money borrowed to acquire a life s1surance policy; 20(2.1) — 
Deductibility of interest paid or incurred in respect of ay .licy loan; 20(19) — Deduc- 
tion from payment under an annuity contract for amounts previously included in in- 
come; 20(20) — Deduction re disposition of policy for accrued income previously in- 
cluded in income; 56(1)(d), (d.1) — Inclusion in income of annuity payments in respect 
of annuities not subject to accrual rules under subsec. 12.2; 60(a) — Deduction of capi- 
tal element of annuity payments; 70(3.1) — “Rights or things” not to include interest in 
a life insurance policy; 70(5.3) — Valuation of shares of a corporation where it is bene- 
ficiary of policy on deceased; 87(2.2) — Amalgamation of insurers; 88(1)(g) — Wind- 
ing-up of subsidiary insurance corporations; 89(1)“capital dividend account’(d) — 
When gains on life insurance policy issued on or before June 28, 1982 included in 
capital dividend account; 89(2)(a) — When gain on life insurance policy issued before 
June 29, 1982, excluded from capital dividend account; 115(1)(a)(vi), 116(S.1), 
(5.2) — Proceeds of disposition by non-resident of life insurance policy in Canada; 
138 — Insurance corporations; 138.1 — Rules relating to segregated funds. 


Definitions [s. 148]: “accumulating fund” — Reg. 307; “adjusted cost basis” — 
148(9); “amount” — 248(1); “amount payable” — (in respect of a policy loan) 148(9); 
“anniversary day” — 12.2(11), 148(9.1); “annuity” — 248(1); “arm’s length” — 
251(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255; “cash surren- 
der value” — 148(9); “child” — 70(10), 148(9), 252(1); “common-law partner”, “com- 
mon-law partnership” — 248(1); “consequence of a death”, “consequence of the 
death” — 248(8); “corporation” — 248(1), Interpretation Act 35(1); “disposition” — 
(in relation to an interest in a life insurance policy) 148(9); “dividend” — 248(1); “ex- 
empt policy” — 12.2(11), 148(9.1), Reg. 306 [does not explicitly apply to s. 148); “for- 
mer spouse” — 252(3); “gross revenue”, “income-averaging annuity contract”, “indivi- 
dual’ — 248(1); “insurer” — 148(10)(a), 248(1); “interest” — (in relation to a policy 
loan) 148(9); “life annuity contract” — Reg. 301; “life insurance policy” — 138(12), 
248(1); “life insurer” — 148(10)(a), 248(1); “non-resident” — 248(1); “paid-up addi- 
tion” — 12.2(10); “person” — 248(1); “person whose life was insured” — 148(10)(b); 
“policy dividend” — 139.1(8)(a); “policy loan’, “premium” — 148(9); “prescribed” 
248(1); “prescribed annuity contract” — Reg. 304; “proceeds of the disposition” (of an 
interest in a life insurance policy) — 148(9); “property” — 248(1); “province” — In- 
terpretation Act 35(1); “qualifying trust annuity” — 60.011(2), 248(1); “registered pen- 
sion plan” — 248(1); “registered retirement savings plan” — 146(1), 248(1); “regula- 
tion” — 248(1); “related segregated fund trust’ — 138.1(1)(a); “resident in Canada” — 
94(3)(a)(viii), 250; “segregated fund” — 138.1(1); “segregated fund policy” — 
138.1(1)(a); “share” — 248(1); “spouse” — 252(3); “TFSA” — 146.2(5), 248(1); “tax- 
able Canadian corporation” — 89(1), 248(1); “taxable capital gain” — 38(a), 248(1); 
“taxable dividend” — 89(1), 248(1); “taxable income’ — 2(2), 248(1); “taxable in- 
come earned in Canada” — 115(1), 248(1); “taxation year” — 249; “taxpayer” — 
248(1); “third anniversary” — 12.2(11), 148(9.1); “value” (of an interest in a life insur- 
ance policy) — 148(9). 


Regulations [s. 148]: 300-310. 


Eligible Funeral Arrangements 


148.1 (1) Definitions — In this section, 


Income Tax Act, Part I 


“cemetery care trust” means a trust established pursuant to an Act 
of a province for the care and maintenance of a cemetery; 

Related Provisions: 128.1(10)“excluded right or interest”(e)(iii) — No deemed dis- 
position on emigration of individual; 149(1)(s.2) — No tax on cemetery care trust; 
248(1)“cemetery care trust” — Definition applies to entire Act; 248(1)“disposi- 
tion’”(f)(vi) — Rollover from one trust to another. 


History: The definition “‘cemetery care trust” added to subsec. 148.1(1) by 1998, c. 19, 
subsec.. 177(4), applicable to 1993 et seq. 

Regulations: 204(3)(d.1) (cemetery care trust need not file T3 return). 
Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“cemetery services” with respect to an individual means property 
(including interment vaults, markers, flowers, liners, urns, shrubs 
and wreaths) and services that relate directly to cemetery arrange- 
ments in Canada in consequence of the death of the individual in- 
cluding, for greater certainty, property and services to be funded out 
of a cemetery care trust; 

History: The definition “cemetery services” added to subsec. 148.1(1) by 1998, c. 19, 
subsec. 177(4), applicable to 1993 et seq. 

Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“custodian” of an arrangement means 


(a) where a trust is governed by the arrangement, a trustee of the 
trust, and 


(b) in any other case, a qualifying person who receives a contri- 
bution under the arrangement as a deposit for the provision by 
the person of funeral or cemetery services; 
Related Provisions: 212(1)(v) — Withholding tax on payment by custodian to non- 
resident person. 
History: Para. (b) of the definition “custodian” in subsec. 148.1(1) amended by 1998, 
c. 19, subsec. 177(2), applicable to 1993 et seq. Para. (b) formerly read: 
(b) in any other case, a qualifying person who receives a contribution under the 
arrangement as a deposit for the provision by the person of funeral services; 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies; IT-531: Eligible funeral arrangements. 


“eligible funeral arrangement” at a particular time means an ar- 
rangement established and maintained by a qualifying person solely 
for the purpose of funding funeral or cemetery services with respect 
to one or more individuals and of which there is one or more custo- 
dians each of whom was resident in Canada at the time the arrange- 
ment was established, where 


(a) each contribution made before the particular time under the 
arrangement was made for the purpose of funding funeral or 
cemetery services to be provided by the qualifying person with 
respect to an individual, and 


(b) for each such individual, the total of all relevant contribu- 
tions made before the particular time in respect of the individual 
does not exceed 


(i) $15,000, where the arrangement solely covers funeral ser- 
vices with respect to the individual, 


(ii) $20,000, where the arrangement solely covers cemetery 
services with respect to the individual, and 


(iii) $35,000, in any other case, 


and, for the purpose of this definition, any payment (other than the 
portion of the payment to be applied as a contribution to a cemetery 
care trust) that is made in consideration for the immediate acquisi- 
tion of a right to burial in or on property that is set apart or used.as a 
place for the burial of human remains or of any interest in a build- 
ing or structure for the permanent placement of human remains, 
shall be considered to have been made pursuant to a separate ar- 
rangement that is not an eligible funeral arrangement; 
Related Provisions: 128.1(10)‘excluded right or interest’’(e)(iv) — No deemed dis- 
position on emigration of individual; 149(1)(s.1) — No tax on eligible funeral arrange- 
ment; 212(1)(v) — Withholding tax on payment from eligible funeral arrangement to 
non-resident; 248(1)‘eligible funeral arrangement” — Definition applies to entire Act. 
History: The definition “eligible funeral arrangement” in subsec. 148.1(1) amended by 
1998, c. 19, subsec. 177(1), applicable to 1993 er seg. The definition formerly read: 
“eligible funeral arrangement” at a particular time means an arrangement estab- 


lished and maintained by a qualifying person solely for the purpose of funding 
funeral services with respect to one or more individuals and of which there is one 
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or more custodians each of whom was resident in Canada at the time the arrange- 
ment was established, where 


(a) each contribution made before the particular time under the arrangement 
was made for the purpose of funding funeral services to be provided by the 
qualifying person with respect to an individual, and 


(b) for each such individual, the total of all relevant contributions made 
before the particular time in respect of the individual under the arrangement 
does not exceed $15,000; 


Regulations: 201(1)(f) Gnformation return on return of funds); 202(2)(m) (informa- 
tion return on payment to non-resident). 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“funeral or cemetery services” with respect to an individual 
means funeral services with respect to the individual, cemetery ser- 
vices with respect to the individual or any combination of such 
SeTVICeS; 


History: The definition “funeral.or cemetery services” added to subsec. 148.1(1) by 
1998, c. 19, subsec. 177(4), applicable to 1993 et seq. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“funeral services’ with respect to an individual means property 
and services (other than cemetery services with respect to the indi- 
vidual) that relate directly to funeral arrangements in Canada in 
consequence of the death of the individual; 


Related Provisions: 255 — 


History: The definition “funeral services” in subsec. 148.1(1) amended by 1998, c. 19, 
subsec. 177(1), applicable to 1993 et seg. The definition formerly read: 


- “Canada” includes coastal waters. 


“funeral services” with respect to an individual means property and services that 
relate directly to funeral, burial, cremation or cemetery arrangements in Canada 
in consequence of the death of the individual or to ay combination of such 
arrangements; 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“qualifying person” means a person licensed or otherwise author- 
ized under the laws of a province to provide funeral or cemetery 
services with respect to individuals; 

History: The definition “qualifying person” in subsec. 148.1(1) amended by 1998, c. 
19, subsec. 177(1), applicable to 1993 et seg. The definition formerly read: 


“qualifying person” means a person licensed or otherwise authorized under the 
laws of a province to provide funeral services for individuals; 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“relevant contribution” in respect of an individual under a partic- 
ular arrangement means 


(a) a contribution under the particular arrangement (other than a 
contribution made by way of a transfer from an eligible funeral 
arrangement) for the purpose of funding funeral or cemetery ser- 
vices with respect to the individual, or 


(b) such portion of a contribution to another arrangement that 
was an eligible funeral arrangement (other than any such contri- 
bution made by way of a transfer from any eligible funeral ar- 
rangement) as can reasonably be considered to have subse- 
quently been used to make a contribution under the particular 
arrangement by way of a transfer from an eligible funeral ar- 
rangement for the purpose of funding funeral or cemetery ser- 
vices with respect to the individual. 
Related Provisions: 148.1(1)“eligible funeral arrangement’(b) — Dollar limits on 
relevant contributions. 
History: Paras. (a) and (b) of the definition “relevant contribution” in subsec, 148.1(1) 
amended by 1998, c. 19, subsec. 177(3), applicable to 1993 et.seq. Paras. (a) and (b) 
formerly read: 
(a) a contribution under the particular arrangement (other than a contribution 


made by way of a transfer from an eligible funeral arrangement) for the purpose 
of funding funeral services with respect to the individual, or 


(b) such portion of a contribution to another arrangement that was an eligible 
funeral arrangement (other than any such contribution made by way of a transfer 
from any eligible funeral arrangement) as can reasonably be considered to have 
subsequently been used to make a contribution under the particular arrangement 
by way of a transfer from an eligible funeral arrangement for the purpose of 
funding funeral services with respect to the individual. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


C is the ar 
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(2) Exemption for eligible funeral arrangements — Not- 
withstanding any other provision of this Act, 


(a) no amount that has accrued, is credited or is added to an eli- 
gible funeral arrangement shall be included in computing the in- 
come of any person solely because of such accrual, crediting or 
adding; 

(b) subject to paragraph (c) and subsection (3), no amount shall 
be 


(i) included in computing a person’s income solely because 
of the provision by another person of funeral or cemetery ser- 
vices under an eligible funeral arrangement, or 


(ii) included in computing a person’s income because of the 
disposition of an interest under an eligible funeral arrange- 
ment or an interest in a trust governed by an eligible funeral 
arrangement; and 


(c) subparagraph (b)(ii) shall not affect the consequences under 
this Act of the disposition of any right under an eligible funeral 
arrangement to payment for the provision of funeral or cemetery 
services. 


Related Provisions: 149(1)(s.1) — No tax on trust governing an eligible funeral 
arrangement; 149(1)(s.2) — No tax on cemetery care trust. 


History: Paras. 148.1(2)(b) and (c) amended by 1998, c. 19, subsec. 177(5), applicable 
to 1993 et seg. Paras. 148.1(2)(b) and (c) formerly read: 


(b) subject to paragraph (c) and subsection (3), no amount shall be 


(i) included in computing a person’s income solely because of the provision 
by another person of funeral services under an eligible funeral arrangement, 
or 


(ii) included in computing a person’s income because of the disposition of 
an interest under an eligible funeral arrangement or an interest in a trust gov- 
erned by an eligible funeral arrangement; and 


(c) subparagraph (b)(ii) shall not affect the consequences under this Act of the 
disposition of any right under an eligible funeral arrangement to payment for the 
provision of funeral services. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


(3) Income inclusion on return of funds — Where at any par- 
ticular time in a taxation year a particular amount is distributed 
(otherwise than as payment for the provision of funeral or cemetery 
services with respect to an individual) to a taxpayer from an ar- 
rangement that was, at the time it was established, an eligible fu- 
neral arrangement and the particular amount is paid from the bal- 
ance in respect of the individual under the arrangement, there shall 
be added in computing the taxpayer’s income for the year from pro- 
perty the lesser of the particular amount and the amount determined 
by the formula 


A+B =C 


where 


A is the balance in respect of the individual under the arrangement 
immediately before the particular time (determined without re- 
gard to the value of property in a cemetery care trust); 


Bis the total of all payments made from the arrangement before 
the particular time for the provision of funeral or cemetery ser- 
vices with respect to the individual (other than cemetery services 
funded by property in a cemetery care trust); and 


C is the total of all relevant contributions made before the particu- 
lar time in respect of the individual under the particular arrange- 
ment (other than contributions in respect of the individual that 
were in a cemetery care trust). 


Proposed Amendment — 148.1(3)C 
ount determ: ined by the —— 
: D-E 


_where :  . 
-D is the total of all elevate icoaebbaiogs made weirs the 
particular time in respect of the individual under the ar- 
_ rangement (other than contributions in respect of the indivi- 
dual that were in a cemetery care trust), and 
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E_ is the total of all:amounts each of which is the amount, i? 
any, by which 


(a) an amount relating to the balance in respect of the 
individual under the arrangement that is deemed by sub- 
section (4) to have been distributed before the particular 
time from the arrangement 


exceeds 


(b) the portion of the amount referred to in paragraph (a) 
that is added, panes of this eae in Se ete a 
taxpayer’s income. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
107(2), will amend the description of C in subsec. 148.1(3) to read as above, applica- 
ble to amounts that are transferred, credited or added after December 20, 2002. 


Technical Notes (July 2010): Section 148.1 is amended to provide specific rules 
relating to transfers from one EFA account to another. In general terms, the changes 
are as follows: ... 


¢ The provision that requires BRA distributions to. te loceads in income (subsec- 
tion 148.1(3)) is amended to ensure that the determination of the amount that can 
subsequently be distributed from the transferor EFA account on a tax-free basis 
is reduced by the portion of the transferred amount that was not included in in- 
come (i.¢., that portion of the transferred amount that represents a return of © 
contributions). : 


These changes are described in more detail below. 


Subsection 148.1(3) provides for an income inclusion by a taxpayer in the event that 
there is a distribution of funds from an individual’s EFA account to the taxpayer 
(otherwise than as a payment for the provision of funeral or cemetery services with 
respect to the individual). The amount of the income inclusion is the lesser of the 
distributed amount and a second amount. In general terms, this second amount is 
determined by the formula: 


A+B-C 
where 
A _ is the balance in the EFA account immediately before the distribution, 


B is the total of all payments made from the EFA account ees the distribution 
for the provision of funeral or cemetery services, and — 


C is the total of all “relevant contributions” in respect of the EFA account that were — 


_ made before the distribution. 


For the purpose of the description of C, an amount is defined in subsection 148. 1) 
to be a “relevant contribution” in respect of a partieular EFA account if : 


* the amount was contributed to the particular EFA account otherwise than by way : 


of ie ~~ another oe account, or 


* the amount was contributed to another EFA account Goibprniee than ph way of 


transfer) and subsequently transferred (either from the original or a subsequent 


EFA account) to the particular EFA account. 


The effect of subsection 148.1(3) is to include in the income of the taxpayer the 
lesser of the amount received and an amount which generally represents the income 
accumulated in the EFA account. If the amount received by the taxpayer is greater 
than the amount included in the taxpayer’s income, the excess generally represents a 
non-taxable refund of relevant contributions reprenige by the variable C in the 
formula). ; 


The description of C is amended so that its value is reduced, in effect, ‘bola any rele- 
vant contributions previously transferred from the EFA account to another EFA ac- 
count, This ensures that the amount of the transferred relevant contribution (which, 
by virtue of subsection 148.1(3), can be distributed from the recipient EFA account 
tax-free) cannot also be used to Slpport a subsequent tax dre withdrawal from the 
transferor EFA account. 


The description of C is amended to provide that its value is determined by the 
formula 
D-E 


For this purpose, the value of D is the amount determined under the existing descrip- 
tion of C. The value of E is the total of all amounts each of which is 


* an amount which was previously transferred from the EFA account and deemed, 
by new subsection 148.1(4), to be a distribution 


minus 


° the portion of the deemed distribution that was required, by subsection 148.1(3), 
to be included in computing a taxpayer's income. 


Related Provisions: 12(1)(z.4)—JInclusion into income 


culate to less than zero. 


from property; 
212(1)(v) — Withholding tax on payment to non-resident; 257 — Formula cannot cal- 
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History: Subsec. 148.1(3) amended by 1998, c. 19, subsec. 177(6), applicable to 1993 


et seq. Subsec. 148.1(3) formerly read: 


(3) Where at any particular time in a taxation year a particular amount is distrib- 
uted (otherwise than as payment for the provision of funeral services with re- 
spect to an individual) to a taxpayer from an arrangement that was, at the time it 
was established, an eligible funeral arrangement and the particular amount is 
paid from the balance in respect of the individual under the arrangement, there 
shall be added in computing the taxpayer’s income for the year from property the 
lesser of the particular amount and the amount determined by the formula 


A+B-C 
where 


A. is the balance in respect of the individual under the arrangement immedi- 
ately before the particular time; 


B _ is the total of all payments made from the arrangement before the particular 
time for the provision of funeral services with respect to the individual; and 


Cis the total of all relevant contributions made before that time in respect of 
the individual under the particular arrangement. 


Regulations: 201(1)(f) (information return). 
Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


"Proposed Addition — 148.1(4), (5) 


(4) Deertied distribution on tradiater sf ata particular time 


an amount relating to the balance in respect of an individual (re- 


ferred to in this subsection and in subsection (5)-as the. “trans- 
feror”) under an eligible funeral arrangement (referred to in this . 
subsection and in subsection (5) as the “transferor arrangement’) 
is transferred, credited or added to the balance in respect of the 
same or another individual (referred to in this subsection and in 
subsection (5). as the “recipient”) under the same or another eligi- 
ble funeral arrangement (referred to in this subsection and in sub- 
section (5) as the “recipient arrangement’), ‘. 


_(a) the amount is deemed to be distributed to the eaisfeioe (or, 
if the transferor is deceased at the particular time, to the recipi- 
ent) at the particular time from the transferor arrangement and 
to be paid from the balance in respect of the HASIaU under 
the transferor arrangement; and — Hii Naik 


7 {b) the amount is deemed to be a contribution made (other than 

“by way of a transfer from an eligible funeral arrangement) at 
the particular time under the recipient arrangement for the pur- 

_ pose of funding funeral or cemetery services with ase to 
the recipient. _ 


iy 


Related Provisions: 148. 1(5)— No deoued distribution on. Sounds to. same 
individual. 


(5) Non-application of subsection (4). — Subsection @ anes 
not apply if - 


(a) the ae and the subipion are the! same individual: 


(b) the amount that is transferred, credited or added to the bal- 
ance in respect: of the individual under the recipient arrange- 
ment is equal to the balance in respect of the individual under 
~ the transferor veppeoreN immediately before the particular 

time; and Os 


(@) the transferor arrangement is terminated immediatly after 
the transfer. 


Application: The July 16, 2010 draft legislation (Part | — technical), subsec. - 


107(3), will add subsecs. 148.1(4) and (5), applicable to amounts that are transferred, & 


credited or added after December 20, 2002. 


Technical Notes (July 2010): Section 148.1 is amended to provide specific rules r 
relating to transfers from one EFA account to another. In general terms, the changes 
are as follows: 


* A new provision (paragraph 148.1(4)(a)) deems the transferred amount to be dis- 
tributed to the individual from whose EFA account the amount is transferred. 
However, if that individual is deceased, the amount is deemed to be distributed 
to the individual to whose EFA account the amount is transferred. This ensures 
that the transfer is included in income (to the extent that it does not exceed the 
income accumulated in the transferor account). 


* A new provision (paragraph 148.1(4)(b)) deems the transferred amount to be a 
contribution made to the recipient EFA account other than by way « of transfer. 
This ensures that the earnings portion of the transferred = is not a 
again when it is distributed from the recipient EFA account. faa 
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transferor. 1c 
EFA account is 


mm str dec 
count. If the individual from whose account 


. as. included. in income under subsection. 48,1(3). ( ‘$7,000 


History [s. 148.1]: S. 148.1 added by 1995, c. 21, s. 62, applicable to 1993 et seq. 


Definitions [s. 148.1]: “amount” — 248(1); “Canada” — 255; “cemetery care 
trust” — 148.1(1), 248(1); “cemetery services”, “custodian” — 148.1(1); “eligible fu- 
neral arrangement” — 148.1(1), 248(1); “funeral or cemetery services”, “funeral ser- 
vices” — 148.1(1); “individual”, “property” — 248(1); “province” — Interpretation 
Act 35(1); “qualifying person” — 148.1(1); “recipient”, “recipient arrangement’? — 
148.1(4); “relevant contribution” — 148:1(1); “resident in Canada” — 250; “taxation 
year” — 249; “taxpayer” — 248(1); “transferor” — 148.1(4); \ “trust’” — 104(1), 
248(1), (3). 


DIVISION H — EXEMPTIONS 
Miscellaneous Exemptions 


149. (1) Miscellaneous exemptions — No tax is payable under 
this Part on the taxable income of a person for a period when that 
person was 


(a) employees of a country other than Canada — an of- 
ficer or servant of the government of a country other than Can- 
ada whose duties require that person to reside in Canada 


(i) if, immediately before assuming those duties, the person 
resided outside Canada, 


(ii) if that country grants a similar privilege to an officer or 
servant of Canada of the same class, 


(iii) if the person was not, at any time in the period, engaged 
in a business or performing the duties of an office or employ- 
ment in Canada other than the person’s position with that 
government, and 


(iv) if the person was not during the period a Canadian 
citizen; 
Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 
rules; 149(1)(b)—— Family members and. servants; Canada-U.S, Tax~ Treaty: Art. 
XIX — Government service; Canada-U.S. Tax  Treaty:Art.. XXVIII — Diplomatic 
agents and consular officers; Canada-U.K. Tax Treaty:Art. 25 — Diplomatic and con- 
sular officials. 


(b) members of the family and servants of employees 
of a country other than Canada — a member of the family 
of a person described in paragraph (a) who resides with that per- 
son, or a servant employed by a person described in. that 
paragraph, 
(i) if the country of which the person described in paragraph 
(a) is an officer or servant grants a similar privilege to mem- 
bers of the family residing with and servants employed by an 
officer or servant of Canada of the same class, 


(11) in the case of a member of the family, if that member. was 
not at any time lawfully admitted to Canada for permanent 
residence, or at any time in the period engaged in a business 
or performing the duties of an office or employment in 
Canada, 


(111) in the case of a servant, if, saad before assuming 
his or her duties as a servant of a person described in para- 
graph (a), the servant resided outside Canada and, since first 
assuming those duties in Canada, has not at any. time en- 


‘it allows that portion to Piscine: a relevant 2 onniribulton in ‘respe : ne 
EFA account which can then be v hdrawn from Gaby's account | 
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gaged in a business in Canada or been employed in Canada 
other than by a person described in that paragraph, and 


(iv) if the member of the family or servant was not during the 
period a Canadian citizen; 


Related Provisions: 94(1)“exempt person’”(b) — Exemption from non-resident trust 
rules. 


(c) municipal authorities [and First Nation bands] — a 
municipality in Canada, or a municipal or public body perform- 
ing a function of government in Canada, 
Related Provisions: 94(1)“exempt person’”(b) — Exemption from non-resident trust 
rules; 149(1)(d)-(d.6) — Municipal or provincial corporations. 
(d) corporations owned by the Crown — a corporation, 
commission or association all of the shares (except directors’ 
qualifying shares) or of the capital of which was owned by one 
or more persons each of which is Her Majesty in right of Canada 
or Her Majesty in right of a province; 
Related Provisions: 27(2) — Prescribed federal Crown corporations are taxable; 
94(1)“exempt person’(b) — Exemption from non-resident trust rules; 149(1.1) — No 
exemption where other person has a right to acquire shares; 149(1.3) — No exemption 
if 10% ownership or de facto control by non-government; 227(14) — Exemption from 
tax under other Parts; 227(16) — Corporation deemed not private corporation for Part 
IV tax; Reg. 1216 — Exemption from Part XII tax. 
History: Para. 149(1)(d) amended by 2001, c. 17, subsec. 145(1), applicable to taxa- 
tion years and fiscal periods that begin after 1998. The para. formerly read: 
(d) a corporation, commission or association all of the shares (except directors’ 
qualifying shares) or of the capital of which was owned by Her Majesty in right 
of Canada or a province; 


Para. 149(1)(d) amended by 1998, c. 19, applicable to taxation years and fiscal periods 
that begin after 1998. Para. 149(1)(d) formerly read: 


(d) a corporation, commission or association not less than 90% of the shares or 
capital of which was owned by Her Majesty in right of Canada or a province or 
by a Canadian municipality, or a wholly-owned corporation subsidiary to such a 
corporation, commission or association, but this paragraph does not apply 


(i) to such a corporation, commission or association if a person other than 
Her Majesty in right of Canada or a province or a Canadian municipality 
had, during the period, a right under a contract, in equity or otherwise either 
immediately or in the future and either absolutely or contingently, to, or to 
acquire, shares or capital of that corporation, commission or association, and 
(ii) to such a wholly-owned subsidiary corporation if a person other than Her 
Majesty in right of Canada or a province or a Canadian municipality had, 
during the period, a right under a contract, in equity or otherwise either im- 
mediately or in the future and either absolutely or contingently, to, or to 
acquire, shares or capital of that wholly-owned subsidiary corporation or of 
the corporation, commission or association of which it is a wholly-owned 
subsidiary corporation; 


Selected Cases [para. 149(1)(d)]: Nova Scotia Power Inc. y. R., [2006] 5 C.T.C. 
266 (SCC) (Crown agency can be established by exercise of control or by statute); 
Entreprises Chelsea Ltée v. MNR, [1970] C.T.C. 598 (Exch.) (Wholly owned subsidi- 
ary of municipality allowed exemption from tax on sale profit). 


Interpretation Bulletins: IT-347R2: Crown corporations (archived). 


(d.1) corporations 90% owned by the Crown — a corpo- 

ration, commission or association not less than 90% of the 

shares (except directors’ qualifying shares) or of the capital of 

which was owned by one or more persons each of which is Her 

Majesty in right of Canada or Her Majesty-in right of a province; 
Related Provisions: 27(2) — Prescribed federal Crown corporations are taxable, 
94(1)*exempt person”(b) — Exemption from non-resident trust rules; 149(1.1) — No 
exemption where other person has a right to acquire shares; 149(1.3) — No exemption 
if 10% ownership or de facto control by non-government; 227(14) — Exemption from 
tax under other Parts; 227(16) — Corporation deemed not private corporation for Part 
IV tax; Reg. 1216 — Exemption from Part XII tax. 


History: Para. 149(1)(d.1) amended by 2001, c. 17, subsec. 145(1), applicable to taxa- 
tion years and fiscal periods that begin after 1998. The para. formerly read: 


(d.1) a corporation, commission or association not less than 90% of the shares 
(except directors’ qualifying shares) or of the capital of which was owned by Her 
Majesty in right of Canada or a province; 


Para. 149(1)(d.1) added by 1998, c. 19, applicable to taxation years and fiscal periods 
that begin after 1998. 
(d.2) wholly-owned corporations — a corporation all of the 
shares (except directors’ qualifying shares) or of the capital of 
which was owned by one or more persons each of which is a 
corporation, commission or association to which this paragraph 
or paragraph (d) applies for the period; 


Income Tax Act; Part I 


Related Provisions: 27(2) — Prescribed federal Crown corporations are taxable; 


94(1)exempt person’(b) — Exemption from non-resident trust rules; 149(1.1)—No © 


exemption where other person has a right to acquire shares; 149(1.11) — Election for 
corporation that was taxable before 1999 to remain taxable; 149(1.3) — No exemption 
if 10% ownership or de facto control by non-government; 227(14) — Exemption from 
tax under other Parts; 227(16) — Corporation deemed not private corporation for Part 
IV tax; Reg. 1216 — Exemption from Part XII tax. 


History: Para. 149(1)(d.2) amended by 2001, c. 17, subsec. 145(1), applicable to taxa- 
tion years and fiscal periods that begin after 1998. The para. formerly read: 


(d.2) a corporation all of the shares (except directors’ qualifying shares) or of the 
capital of which was owned by a corporation, commission or association to 
which this paragraph or paragraph (d) applies for the period; 


Para. 149(1)(d.2) added by 1998, c. 19, applicable to taxation years and fiscal periods 
that begin after 1998. 


(d.3) 90% owned corporations — a corporation, commis- 
sion or association not less than 90% of the shares (except direc- 
tors’ qualifying shares) or of the capital of which was owned by 


(i) one or more persons each of which is Her Majesty in right 
of Canada or a province or a person to which paragraph (d) 
or (d.2) applies for the period, or 


(ii) one or more municipalities in Canada in combination 
with one or more persons each of which is Her Majesty in 
right of Canada or a province or a person to which paragraph 
(d) or (d.2) applies for the period; 
Related Provisions: 27(2) — Prescribed federal Crown corporations are taxable; 
94(1)“exempt person’(b) — Exemption from non-resident trust rules; 149(1.1) — No 
exemption where other person has a right to acquire shares; 149(1.11) — Election for 
corporation that was taxable before 1999 to remain taxable; 149(1.3) — No exemption 
if 10% ownership or de facto control by non-government; 227(14) — Exemption from 
tax under other Parts; 227(16) — Corporation deemed not private corporation for Part 
IV tax; Reg. 1216— Exemption from Part XII tax. 


History: Subpara. 149(1)(d.3)(i) amended by 2001, c. 17, subsec. 145(2) to add the 
words “one or more persons each of which is”, applicable to taxation years and fiscal 
periods that begin after 1998. 


Para. 149(1)(d.3) added by 1998, c. 19, applicable to taxation years and fiscal periods 
that begin after 1998. 


(d.4) combined [Crown] ownership — a corporation all of 
the shares (except directors’ qualifying shares) or of the capital 
of which was owned by one or more persons each of which is a 
corporation, commission or association to which this paragraph 
or any of paragraphs (d) to (d.3) applies for the period; 


Related Provisions: 27(2) — Prescribed federal Crown corporations are taxable; 


94(1)“exempt person”(b) — Exemption from non-resident trust rules; 149(1.1) — No 
exemption where other person has a right to acquire shares; 149(1.11) — Election for 
corporation that was taxable before 1999 to remain taxable; 149(1.3) — No exemption 
if 10% ownership or de facto control by non-government; 227(14) — Exemption from 
tax under other Parts; 227(16) — Corporation deemed not private corporation for Part 
IV tax; Reg. 1216 — Exemption from Part XII tax. 


History: Para. 149(1)(d.4) amended by 2001, c. 17, subsec. 145(3) to add the words_ 


“one or more persons each of which is”, applicable to taxation years and fiscal periods 
that begin after 1998. 


Para. 149(1)(d.4) added by 1998, c. 19, applicable to taxation years and fiscal periods 
that begin after 1998. 


(d.5) municipal corporations — subject to subsections (1.2) 


and (1.3), a corporation, commission or association not less than | 


90% of the capital of which was owned by one or more munici- 
palities in Canada, if the income for the period of the corpora- 
tion, commission or association from activities carried on 
outside the geographical boundaries of the municipalities does 
not exceed 10% of its income for the period; 


Proposed Amendment — 149(1)(d.5) 


(d.5) income within boundaries of entities — subject to 
subsections (1.2) and (1.3), a corporation, commission or asso- 


ciation not less than 90% of the capital of which was owned by — 


one or more entities each of which is a municipality in Canada, 
or a municipal or public body performing a function of govern- 
ment in Canada, if the income for the period of the corpora- 
tion, commission or association from activities carried on — 
outside the geographical boundaries of the entities does not ex- 
ceed 10% of its income for the period; oe 
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pein ‘The July 16, _ draft _ eae ne ccaapian — a 


Notwithstanding subsec. 152(4) to (5), any assessmei 
under the Act for any taxation ete that began before 


pe s tax payable 
27, 2004 is to be be 


In accordance 
Corporation Limited | 
Saal LCT. 2424, 


e shares of which 
ation with ‘one or 


; but only by amaie, 
desired that the entities _ 
d neha decision continue to. 


hich is a municipal or 
eva is c 


“pue 
a Prior to discussing this matter 
the relevant payne’ information 


ae ae Act bands were often considered ape ae for income tax pur- 
poses on the basis of the functions they exercised and, on this basis, many corpora- 
tions owned by Indian Act bands were exempted from [ tax under paragraph — 
149(1)(d.5). However, as a result of the decision in Tawic eld 


, in which the court held 
that an entity can only attain the status of a municipality through constituting docu- _ 


s 


ments of a province, the Canada Customs and Revenue Agency (CCRA) has advised 

us that it could no longer treat Indian Act bands as municipalitic i ; 

purposes. Therefore, without legislative changes, corporations owned by Indian Act | Related Provisions: Leet person”(b) — Exemption from noitrosident trust 
bands would no longer be exempt from Part I tax under pareeraph wD rules; 149(1.1) —No exemption where other person has a right to acquire shares; 


149(1.2) — Meaning of “outside the geographical boundaries”; 149(1.3) — No exemp- 
tion if 10% ownership or de facto control by non-government; 149(11) — Geographi- 
cal boundaries of body performing function of government; 227(14) — Exemption 
from tax under other Parts; 227(16) — Corporation deemed not private corporation for 
Part IV tax; Reg. 1216 — Exemption from Part XII tax. 


History: Para. 149(1)(d:5) added by 1998, c. 19, applicable to taxation years and fiscal 
periods that begin after 1998. 


(d.6) subsidiaries of municipal corporations — subject to 
subsections (1.2) and (1.3), a particular corporation all of the 
shares (except directors’ qualifying shares) or of the capital of 
which was owned by one or more persons each of which is a 
corporation, commission or association. to. which paragraph (d.5) 
or this paragraph applies for! the period if the income for the: pe- 
riod of the particular corporation from activities carried’ on 
outside 


*r to ensure the continued application of an ‘exempt | 
dian Act band corporations, I am prepared to recommend expanding the 


(i) if paragraph (d.5) applies to the other, corporation, com- 
understanding that this proposal is consistent with what is currently the eke. ; TSSION. OF association, the geographical boundar 1eS of the 
tive practice of the Canada Customs and Revenue Agency (CCRA). municipalities referred to in that paragraph in its application 
My officials have informed me that these proposed amendments shoul have tueie? if to that other corporation, commission or association, or 

any, impact on. either federal (oy r provincial. revenues insofar as. what i (ii) if this paragraph applies to the other corporation, com- 


legislate what has been = lens sasing ey “Pal hon ((613 9% mission or association, the geographical boundaries of the 
Domi enon on tus proposal, plows contacs Me Bee ee on Ole) municipalities referred to in subparagraph (i) in its applica- 


ae » tion to that other corporation, Commission or association, 
Pa en arpa mnie _ Proposed Amendment — 149(1)(4.6)(i), (ii) 


Sincerely, - 
. CC aragraph ( 5) applies to the other corporation, com- 
Stephen R. Richardson [Senior Assistant Deputy Minister) so | mission or association, the geographical boundaries of the 


a municipal or odes ety eins a function of government in Canac 
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entities referred to in that paragraph in its application to 
that other corporation, commission or association, or 


(ii) if this paragraph applies to the other corporation, com- 
mission or association, the geographical boundaries of the 
entities referred to in subparagraph (i) in its epeaien ade 
that other corporation, commission or association; . 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subséc, 


108(2), will amend subparas. 149(1)(d. 6)(i) and (ii) to read as above, conn to 
taxation years that een after May 8, 2000. 


Notwithstanding} subsec. 152(4) to (5), any assessment of. a es s tax payable 


under the Act for any taxation year that began before. February 27, 2004 is to be | 
made that is necessary to give effect to the amendment. 


Technical Notes (July 2010): Paragraph 149(1)(d.6) exempts from tax, Pi ote to A 


an income test, a wholly-owned subsidiary of a corporation, commission or associa- 
tion referred to in paragraph 149(1)(d.5). As a consequence of the amendment to 
paragraph 149(1)(d.5), the geographical boundaries of the entities referred to in sub- 
paragraphs (i) and Gi) of paragraph 149(1)(d.6) are ie was to oO ers to 
all of the entities in the amended 149(1)(d.5). : 


does not exceed 10% of its income for the period; 


Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 
rules; 149(1.1) — No exemption where other person has a right to acquire shares; 
149(1.2) — Meaning of “outside the geographical boundaries”; 149(1.3) — No exemp- 
tion if 10% ownership or de facto control by non-government, 149(11) — Geographi- 
cal boundaries of body performing function of government, 227(14) — Exemption 
from tax under other Parts; 227(16) — Corporation deemed not private corporation for 
Part IV tax; Reg. 1216 — Exemption from Part XII tax. 


History: The opening words of para. 149(1)(d.6) amended by 2001, c. 17, subsec. 
145(4), applicable to taxation years and fiscal periods that begin after 1998. The open- 
ing words formerly read: 


(d.6) subject to subsections (1.2) and (1.3), a particular corporation all the shares 
(except directors’ qualifying shares) or of the capital of which was owned by 
another corporation, commission or association to which paragraph (d.5) or this 
paragraph applies for the period if the income for the period of the particular 
corporation from activities carried on outside 


Para. 149(1)(d.6) added by 1998, c. 19, applicable to taxation years and fiscal periods 
that begin after 1998. 


(e) certain organizations — an agricultural organization, a 
board of trade or a chamber of commerce, no part of the income 
of which was payable to, or was otherwise available for the per- 
sonal benefit of, any proprietor, member or shareholder thereof, 


Related Provisions: 94(1)‘exempt person”(b) — Exemption from non-resident trust 
rules; 149(2) — Income not to include taxable capital gains; 149(12) — Information 
returns; 227(14) — Exemption from tax under other Parts. 


Registered Charities Newsletters: 19 (what is the difference between a registered 
charity and a non-profit organization?). 


(f) registered charities — a registered charity; 


Related Provisions: 94(1)‘exempt person”(b) — Exemption from non-resident trust 
rules; 149.1 — Charities; 227(14) — Exemption from tax under Parts IV, IV.1, VI, 
VIL.1; 248(1)“registered charity” — Registration provisions; Canada-U.S. Tax 
Treaty:Art. XXI:1 — Religious, literary, scientific, educational or charitable organiza- 
tion — exemption from tax. 


Selected Cases [para. 149(1)(f)]: Vancouver Society of Immigrant & Visible 
Minority Women v. MNR, [1999] 2 C.T.C. 1 (SCC); aff’g [1996] 2 C.T.C. 88 (FCA) 
(Valid charitable organization must be constituted exclusively for charitable purposes); 
Hutterian Brethren et al. v. R., [1980] C.T.C. 1 (FCA) (Charitable organization exemp- 
tion not applicable to taxpayer conducting business). 


(g), (h) [Repealed under former Act] 


(h.1) Association of Universities and Colleges of Can- 
ada — the Association of Universities and Colleges of Canada, 
incorporated by the Act to incorporate Association of Universi- 
ties and Colleges of Canada, chapter 75 of the Statutes of Can- 
ada, 1964-65; 


Related Provisions: 227(14) — Exemption from tax under Parts IV, IV.1, VI, VI.1. 


(i) certain housing corporations — a corporation that was 
constituted exclusively for the purpose of providing low-cost 
housing accommodation for the aged, no part of the income of 
which was payable to, or was otherwise available for the per- 
sonal benefit of, any proprietor, member or shareholder thereof; 


Income Tax Act, Part I 


Related Provisions: 94(1)exempt person’(b) — Exemption from non-resident trust 
rules; 149(2) — Income not to include taxable capital gains; 227(14) — Exemption 
from tax under Parts IV, IV.1, VI, VI.1. 


(j) non-profit corporations for scientific research and 
experimental development — a corporation that was consti- 
tuted exclusively for the purpose of carrying on or promoting 
scientific research and experimental development, no part of 
whose income was payable to, or was otherwise available for the 
personal benefit of, any proprietor, member or shareholder 
thereof, that has not acquired control of any other corporation 
and that, during the period, 


(i) did not carry on any business, and 
(ii) expended amounts in Canada each of which is 


(A) an expenditure on scientific research and experimen- 
tal development (within the meaning that would be as- 
signed by paragraph 37(8)(a) if subsection 37(8) were 
read without reference to paragraph 37(8)(d)) directly un- 
dertaken by or on behalf of the corporation, or 


(B) a payment to an association, university, college or re- 
search institute or other similar institution, described in 
clause 37(1)(a)(ii)(A) or (B) to be used for scientific re- 
search and experimental development, and 


the total of which is not less than 90% of the amount, if any, 
by which the corporation’s gross revenue for the period ex- 
ceeds the total of all amounts paid in the period by the corpo- 
ration because of subsection (7.1); 
Related Provisions: 37(1)(a)(ii)(C), 37(1)(a)Gii) — Deduction for R&D payments 
to corporation described in 149(1)(j); 94(1)“exempt person’’(b) — Exemption from 
non-resident trust rules; 149(2)— Income not to include taxable capital gains; 
149(7) — Prescribed form to be filed; 149(8), (9) — Interpretation rules, 14999) — 
Rules; 227(14) — Exemption from tax under other Parts; 256(6)-(9) — Whether con- 
trol acquired. 
History: Cl. 149(1)()(ii)(A) and the closing words of subpara. 149(1)(j)(ii) amended 
by 1996, c 21, subsecs. 37(2), (3); cl. (j)(ii)(A) applicable to taxation years that end 
after November 1991, closing words applicable to taxation years that begin after June 
1995. Cl. 149(1)()(ii)(A) and the closing words of subpara. 149(1)()(ii) formerly read: 


(A) an expenditure on scientific research and experimental development (within 
the meaning that would be assigned by subsection 37(7) if that subsection were 
read without reference to paragraph 37(8)(d)) directly undertaken by or on behalf 
of the corporation, or 


the total of which is not less than 90% of the corporation’s income for the 
period; 
Regulations: 2900(1) (definition of SR&ED, except where work performed pursuant 
to agreement in writing entered into before Feb. 28, 1995). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


Information Circulars: 86-4R3: Scientific research and experimental development. 
Application Policies: SR&ED 96-10: Third party payments — approval process. 


(k) labour organizations — a labour organization or society 
or a benevolent or fraternal benefit society or order; 


Related Provisions: 94(1)“exempt person’’(b) — Exemption from non-resident trust 
rules. 


Selected Cases [para. 149(1)(k)]: Actra Fraternal Benefit Society v. R., [1997] 3 
C.T.C. 61 (FCA); rev’g [1995] 2 C.T.C. 2671 (TCC) (Allocation of assets to a particu- 
lar fund was rebuttable presumption only); O’Brien v. R., [1985] 1 C.T.C. 285 (FCTD) 
(Distributed profits not taxable in hands of union members when placed in union’s 
strike funds and newspaper operated by unions). 


Interpretation Bulletins: IT-389R: Vacation pay trusts established under collective 
agreements. 


(1) non-profit organizations — a club, society or association 
that, in the opinion of the Minister, was not a charity within the 
meaning assigned by subsection 149.1(1) and that was organized 
and operated exclusively for social welfare, civic improvement, 
pleasure or recreation or for any other purpose except profit, no 
part of the income of which was payable to, or was otherwise 
available for the personal benefit of, any proprietor, member or 
shareholder thereof unless the proprietor, member or shareholder 
was a club, society or association the primary purpose and func- 
tion of which was the promotion of amateur athletics in Canada; 
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Related Provisions: 94(1)“exempt person’’(b) — Exemption from non-resident trust 
rules; 149(2) — Income not to include taxable capital gains; 149(3) — Application of 
subsec. (1); 149(5) — Exception re investment income of certain clubs; 149(12) — In- 
formation returns; 227(14) — Exemption from tax under other Parts; 248(1) — “per- 
son’; 248(1) — “registered Canadian amateur athletic association”; Reg. 4900(1)(r) — 
Debt of non-profit corporation as qualified investment for RRSP, etc. 


Selected Cases [para. 149(1)(I)]; BBM Canada v: MNR, [2009] 1 C.T.C. 2117 
(TCC) (No statutory requirement that.objects and activities produce public, as opposed 
to private, good); A.Y.S.A. Amateur Youth Soccer Assn. vy. Canada (CRA), [2008] 1 
C.T.C. 32 (SCC); aff’ g [2006] 3 C.T.C. 294 (FCA) (Provision is not a complete code 
and charities analysis may be appropriate in some citcumstances); Elm Ridge Country 
Club Inc. v. MNR, [1999] 3 C.T.C. 163' (FCA); leave to appeal to SCC refused (1999), 
246 N.R. 200 (note) (Interest income is income from property of, non-profit 
organization); LIUNA Local 527 Members’ Training Trust Fund v. Canada, [1992] 2 
C.T.C. 2410 (TCC) (Trust fund exempted from tax on interest earned from surplus 
funds); Gull Bay Development Corp. 'v. R., [1984] C.T.C. 159 (FCTD). (Profits ‘from 
logging operations exempt from:tax when funds used for social and charitable activities 
on reserve). 


Interpretation Bulletins: IT-83R3: Non-profit organizations — Taxation of income 
from property; IT-304R2: Condominiums; IT-409: Nancie of a non-profit organi- 
zation (archived); IT-496R: Non-profit organizations. 


I.T. Technical News: 4 (condominium corporations). 
Advance Tax Rulings: ATR-29: Amalgamation of social clubs. 


Registered Charities Newsletters: 19 (what is the difference between a registered 
charity and a non-profit organization?); Charities Connection 3 (service clubs and. fra- 
ternal societies). 


(m) mutual insurance corporations — a mutual insurance 
corporation that, received.its premiums. wholly from the. insur- 
ance of churches, schools or other charitable organizations; 
Related Provisions; 94(1)“exempt person”(b) — Exemption from non-resident trust 
rules; 227(14) — Exemption from tax under other Parts. 
(n) housing companies — a limited-dividend housing com- 
pany (within the meaning of that expression as defined: in sec- 
tion 2 of the National Housing Act), all or substantially all of the 
business of which is the construction, holding or management A 
low-rental housing projects; 
Related Provisions: 94(1)exempt person”(b) — Exemption from non-resident trust 


rules; 149.1(1) — Definitions — “non-qualified investment’’(d); 227(14) — Exemption 
from tax under other Parts. 


Limited-dividend housing company: National Housing Act, R.S.C. 1985, c. N- 
11, s. 2 provides: 


“limited-dividend housing company” means a company incorporated to con- 
struct, hold and manage a low-rental housing project, the dividends payable by 
which are limited by the terms of its charter or instrument of incorporation to 
five per cent per annum or less; 
(o) pension trusts — a trust governed by a registered pension 
plan; 
Related Provisions: 94(1)“exempt. foreign, trust’’(g) — Foreign pension trust ex- 
cluded from non-resident trust rules; 94(1)“exempt person’’(b) — Exemption from non- 
resident trust rules; 210.1(c) — Pension trust not subject to Part XII.2 tax; Canada-U.S. 
Tax Treaty:Art. XXI:2 — Exemption from tax. 


(0.1) pension corporations — a corporation _ 
(i) incorporated and operated throughout the period either 


(A) solely for the administration of a registered. pension 
plan, or 


(B) for the administration of a registered pension. plan and 
for no other purpose other than acting as trustee of, or ad- 
ministering, a trust governed by a retirement compensa- 
tion arrangement; where the terms of the arrangement 
provide for benefits only in respect of individuals who are 
provided. with benefits under the registered pension plan, 
and 


(ii) accepted by the Minister as a funding medium for the 
purpose of the registration of the pension plan; 
Related Provisions: 94(1)“exempt person”(b), (c) — Exemption from non-resident 
trust rules; 149(1)(q.1) — No tax on,RCA trust; 227(14) — Exemption from. tax under 
other Parts; Canada-U.S. Tax Treaty:Art. XXJ:2 — Exemption from tax. 


History: Para. 149(1)(0.1) amended by 1998, c. 19, subsec. 178(2), applicable to 1994 
et seq. Para. 149(1)(0.1) formerly read: 


(0.1) a corporation incorporated and operated throughout the period solely for 
the administration of a registered pension plan and accepted by the Minister’as a 
funding medium for the purposes of the registration of a pension plan; 


Exemptions S. 149(1)(0.2)(ii.1)(B) CID 


(0.2) idem — a corporation 


(i) incorporated before November 17, 1978 solely in connec- 
tion with, or for the at acta se of; a’ registered pension 
‘plan, 


(ii) that has at all times since the later of November 16, 1978 
and the date on which it was incorporated 


(A) limited its activities to 
(1) acquiring, holding, maintaining, improving, leasing 
or managing capital property that is real property or an 
interest in real property owned by the corporation, an- 
other corporation described by this subparagraph and 
subparagraph (iv) or a registered pension plan, and 


(II) investing its funds in a partnership that limits its 
activities to acquiring, holding, maintaining, improv- 
ing, leasing or managing capital property that is real 
property or an interest in real property owned by the 
partnership, 


(B) made no investments other than in real property or an 
interest therein or investments that a pension plan is per- 
mitted to make under the Pension Benefits Standards Act, 
1985 or a similar law of a province, and 


(C) borrowed money solely for the purpose:of earning in- 
come es hire deel or an interest dee 


immovabl es. ora real 
s that a pension 


ey Ss. 225, will 
to come into fre on Reve 


(11.1) that throughout the 368 

(A) limited its activities to 
(1) acquiring Canadian resource properties by purchase 
or by incurring Canadian exploration expense or Ca- 
nadian development expense, or 
(II) holding, exploring, developing, maintaining, im- 
proving, managing, operating or disposing of its Cana- 
dian resource properties, 

(B) made no investments. other than in 
(1) Canadian resource properties, 
(II) property to be. used in connection with Canadian 
resource properties described in clause (A), 


(III) loans secured by Canadian resource properties for 
the purpose of carrying out any activity described in 
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clause (A) with respect to Canadian resource proper- 
ties, or 


(IV) investments that a pension fund or plan is permit- 
ted to make under the Pension Benefits Standards Act, 
1985 or a similar law of a province, and 


(C) borrowed money solely for the purpose of earning in- 
come from Canadian resource properties, or 


(iii) that made no investments other than investments that a 
pension fund or plan was permitted to make under the Pen- 
sion Benefits Standards Act, 1985 or a similar law of a prov- 
ince, and 


(A) the assets of which were at least 98% cash and 
investments, 


(B) that had not issued debt obligations or accepted de- 
posits, and 


‘Proposed Amendment — - 149(1)(0.2)(iii)(B) 


(B) that had not accepted deposits or issued bonds, 
notes, debentures or similar obligations nd ~ 


Application: The November 5, 2010 draft legislation (misc. eaok Ss. 31, wil 
amend cl. 149(1)(0.2)Gii)(B) to read as iHbve, Gear ue taxation. ae hat om 
after February 21, 1994. 


Technical Notes: Subsection 248(26) identifies circumstances in which an ablioe: 
tion of a person (referred to as the “debtor”) will be regarded as having been issued 
as a debt obligation of the debtor. This provision applies where a debtor becomes 
liable to repay borrowed money, or becomes liable to pay an amount (other than — 
interest) as consideration for any property acquired by the debtor or services rendered 

to the debtor or an amount that is deductible in computing t the debtor’s income, Al- 
though introduced principally for the purposes of the debt forgiveness | rules in sectic 
80 and for certain other purposes, fie rule 18% — application for the purposes 
the Act. 


Under clause 149(1)(0. 2)(4iiB), a os ene ‘pension in veuane corporation ca 
not issue debt | obligations. The amendment to clause 149(1) i(B) ensures that — 
a pension investment corporation does not lose its tax-ex a : the 
operation of subsection 248(26). ] 


(C) that had derived at least 98% of its income for the 
period that is a taxation year of the corporation from, or 
from the disposition of, investments 


if, at all times since the later of November 16, 1978 and the date 
on which it was incorporated, 


(iv) all of the shares, and rights to acquire shares, of the capi- 
tal stock of the corporation are owned by 


(A) one or more registered pension plans, 


(B) one or more trusts all the beneficiaries of which are 
registered pension plans, 


(C) one or more related segregated fund trusts (within the 
meaning assigned by paragraph 138.1(1)(a)) all the bene- 
ficiaries of which are registered pension plans, or 


(D) one or more prescribed persons, or 


(v) in the case of a corporation without share. capital, all the 
property of the corporation has been held exclusively for the 
benefit of one or more registered pension plans, 


and for the purposes of subparagraph (iv), where a corporation 
has been formed as a result of the merger of two or more other 
corporations, it shall be deemed to be the same corporation as, 
and a continuation of, each such other corporation and the shares 
of the merged corporations shall be deemed to have been al- 
tered, in form only, by virtue of the merger and to have contin- 
ued in existence in the form of shares of the corporation formed 
as a result of the merger; 
Related Provisions: 94(1)“exempt person’’(b), (c) — Exemption from non-resident 
trust rules; 227(14) — Exemption from tax under other Parts; 248(4) — Interest in real 
property; 248(4.1) — Meaning of “real right in an immovable”, 253.1 — Limited part- 
ner not considered to carry on business of partnership; 259(5)“qualified corpora- 
tion” — proportional holdings in trust property. 
History: Cl. 149(1)(0.2)(ii)(A) amended by 2001, c. 17, subsec. 145(5), applicable to 
taxation years that end after 2000. The clause formerly read: 
(A) limited its activities to acquiring, holding, maintaining, improving, leasing or 
managing capital property that is real property or an interest therein owned by 


Income Tax Act, Part I 


the corporation, another corporation described by this subparagraph and subpara- 
graph (iv) or a registered pension plan, 


Regulations: 4802 (prescribed persons). 


1.T. Technical News: | (permissible activities of pension fund realty corporations); 
38 (pension fund corporations). 


(0.3) prescribed small business investment corpora- 
tions — a corporation that is prescribed to be a small business 
investment corporation; 


Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 
rules; 227(14) — Exemption from tax under other Parts. 


Regulations: 5101. 


(0.4) master trusts — a trust that is prescribed to be a master 

trust and that elects to be such a trust under this paragraph in its 

return of income for its first taxation year ending in the period; 
Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 
rules; 127.:55(f)(iii) — Trust not subject to minimum tax; 210.1(¢) — Exemption from 
Part XII.2 tax; 248(1)‘‘disposition”(f)(vi) — Rollover from one trust to another; 
253.1 — Limited partner not considered to carry on business of partnership; 259(1) — 
Election for proportional holdings in trust property; 259(3) — Qualified trusts. 


Regulations: 4802(1.1) (master trust). 


(p) trusts under profit sharing plan — a trust under an em- 
ployees profit sharing plan to the extent provided by section 
144; 

Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 


rules; 144(2) — No tax while trust governed by plan; 210.1(c) — Trust not subject to 
Part XII.2 tax: 


(q) trusts under a_ registered supplementary 
unemployment benefit plan — a trust under a registered 
supplementary unemployment benefit plan to the extent. pro- 
vided by section 145; 

Related Provisions: 94(1)“exempt person’’(b) — Exemption from non-resident trust 


rules; 145(2) — No tax while trust governed by plan; 210.1(c) — Trust not subject to 
Part XII.2 tax. 


(q.1) RCA trusts — an RCA trust (within the meaning as- 
signed by subsection 207.5(1)); 
Related Provisions: 94(1)“exempt person’(b) — Exemption from non-resident trust 


rules; 149(1)(0.1)(i)(B) — No tax on corporation administering RCA trust; 207.71) — 
Part XI.3 tax on RCA trust; 210.1(c) — RCA trust not subject to Part XII.2 tax. 


(r) trusts under registered retirement savings plan — a 

trust under a registered retirement savings plan to the extent pro- 

vided by section 146; 
Related Provisions: 94(1)‘‘exempt person’(b) — Exemption from non-resident trust 
rules; 138.1(7) — Segregated fund rules do not apply to RRSP; 146(4) — No tax while 
trust governed by plan; 146(10) — Tax on beneficiary when RRSP acquires non-quali- 
fied investment; 146(10.1)—Tax on income from non-qualified investments; 
207.1(1) — Tax on holding non-qualified investment; 210.1(c) — RRSP not subject to 
Part XII.2 tax. 


Interpretation Bulletins: IT-415R2: Deregistration of RRSPs (archived). 
Information Circulars: 72-22R9: Registered retirement savings plans. 
(s) trusts under deferred profit sharing plan — a trust 


under a deferred profit sharing plan to the extent provided by 
section 147; 


Related Provisions: 94(1)“exempt person’’(b) — Exemption from non-resident trust . 


rules; 147(7) —No tax while trust governed by plan; 198 — Tax on acquisition of 
non-qualified investment or use of assets as security; 207.1(2) — Tax on holding non- 
qualified investment; 210.1(c) — DPSP not subject to Part XII.2 tax. 
(s.1) trust governed by eligible funeral arrangement — a 
trust governed by an eligible funeral arrangement; 
Related Provisions: 94(1)“exempt person’(b) — Exemption from non-resident trust 


rules; 148.1(2) — No tax on income accruing in funeral arrangement or on provision of 
funeral or cemetary services. 


History: Para. 149(1)(s.1) added by 1995, c. 21, s. 63, applicable to 1993 er seq. 
Interpretation Bulletins: IT-531: Eligible funeral arrangements. 
(s.2) cemetery care trust — a cemetery care trust; 


Related Provisions: 94(1)“exempt person’(b) — Exemption from non-resident trust 
rules. 


History: Para. 149(1)(s.2) added by 1998, c. 19, subsec. 178(3), applicable to 1993 et 
Seq. 
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Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


(t) farmers’ and fishermen’s insurer — an insurer that, 
throughout the period, is not engaged in any business other than 
insurance if, in the opinion of the Minister, on the advice of the 
Superintendent of Financial Institutions or of the superintendent 
of insurance of the province under the laws of which the insurer 
is incorporated, not less than 20% of the total of the gross pre- 
mium income (net of reinsurance ceded) earned in the period by 
the insurer and, where the insurer is not a prescribed insurer, by 
all other insurers that 


(i) are specified shareholders of the insurer, 
(ii) are related to the insurer, or 


(111) where the insurer is a mutual corporation, are part of a 
group that controls, directly or indirectly in any manner 
whatever, or are controlled, directly or indirectly in any man- 
ner whatever by, the insurer, 


is in respect of insurance of property used in farming or fishing 
or residences of farmers or fishermen; 


peor: Amendment — Amalgamation of 
‘farmers’ and fishe 1en’s insure 


Letter from Dept. of Finance. Feb. 2) 
corporation’(b). 


Related Provisions: 89(1)‘taxable Canadian corporation’(b) — Insurer is taxable 
Canadian corporation and thus amalgamation rules can apply; 94(1)“exempt_ per- 
son’(b) — Exemption from non-resident trust rules; 138 — Insurance corporations; 
149(4.1) — Extent of exemption; 149(4.2)— Application of ‘subsection (1); 
149(4.3) — Computation of taxable income of insurer; 227(14) — Exemption from tax 
under other Parts; 256(5.1), (6.2) — Controlled directly or indirectly. 


History: Para. 149(1)(t) amended by 1997, c. 25, subsec. 47(1), applicable to 1996 et 
seq. Para. (t) formerly read: 


89(1)"taxable Can: 


(t) an insurer who, during the period, was not engaged in any business other than 
insurance if, in the opinion of the Minister, on the advice of the Superintendent 
of Financial Institutions or of the superintendent of insurance of the province 
under the laws of which the insurer is incorporated, not less than 25% of the total 
of the gross premium income (net of reinsurance ceded) earned in the period by 
the insurer and, where the insurer is not a prescribed insurer, of all other insurers 
that 


(i) were specified shareholders of the insurer, 
(ii) were related to the insurer, or 


(iii) where the insurer is a mutual corporation, were part of a group that 
controlled, directly or indirectly in any manner whatever, or were controlled, 
directly or indirectly in any manner whatever, by the insurer, 


was in respect of the insurance of farm property, property used in fishing or 
residences of farmers or fishermen; 


Para. 149(1)(t) substituted by 1994, c.:7, Sch. II (1991, c. 49), subsec. 122(1), applica- 
ble to 1989 et seq. Para. (t) formerly read: 


(t) an insurer, who was engaged during the period in no business other than in- 
surance, if, in the opinion of the Minister, on the advice of the Superintendent of 
Financial Institutions or of the superintendent of insurance of the province under 
the laws of which the insurer is incorporated not less than 25% of the gross pre- 
mium income (net of reinsurance ceded) of the insurer and all other insurers that 
were specified shareholders of the insurer or were related to the insurer or, where 
the insurer is a mutual corporation, all other insurers that were part of a group 
that controlled or were controlled by the insurer for the period was in respect of 
the insurance of farm property, property used in fishing or residences of farmers 
or fishermen; 


Regulations: 4802(2) (prescribed insurers). 
(u) registered education savings plans — a trust governed 


by a registered education savings plan to the extent provided by 
section 146.1; 


Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 
rules; 146.1(5) — Trust not taxable. 


(u.1) trusts under registered disability savings plans — 
a trust governed by a registered disability savings plan to the 
extent provided by section 146.4; 


Related Provisions: 94(1)“exempt person’”(b) — Exemption from non-resident trust 
rules; 146.4(5)(a), (b) — Tax payable by RDSP. 


History: Para. 149(1)(u.1) added by 2007, c. 35, s. 116, applicable to 2008 et seq. 


(u.2) TFSA trust — a trust governed by a TFSA to the extent 
provided by section 146.2; 


— Exemptions 


S. 149(1)(z.1) (iii) (C) 


Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 
tules; 146.2(6) — TFSA normally not taxable; 207.01-207.07 — Tax on excess contri- 
butions and inappropriate investments. 


History: Para. 149(1)(u.2) added by 2008, c. 28, s. 27, applicable to 2009 et seq. 


(v) amateur athlete trust — an amateur athlete trust; 


Related Provisions: 94(1)‘‘exempt person’(b) — Exemption from non-resident trust 
rules; 143.1 — Rules for amateur athletic trusts; 210.1(c) — Amateur athlete trust not 
subject to Part XII.2 tax; 210.2(1.1) — Tax payable by amateur athlete trust. 


History: Para. 149(1)(v) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 88(1), 

applicable to 1988 et seq. 
(w) trusts to provide compensation — a trust established 
as required under a law of Canada or of a province in order to 
provide funds out of which to compensate persons for claims 
against an owner of a business identified in the relevant law 
where that owner is unwilling or unable to compensate a cus- 
tomer or client, if no part of the property of the trust, after pay- 
ment of its proper trust expenses, is available to any person other 
than as a consequence of that person being a customer or client 
of a business so identified; 

Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 

rules; 210.1(c) — Trust not subject to Part XII.2 tax. 
(x) registered retirement income funds — a trust gov- 
erned by a registered retirement income fund to the extent pro- 
vided by section 146.3; 

Related Provisions: 94(1)“exempt person”(b) — Exemption from non-resident trust 

rules; 146.3(3) — No tax while trust governed by fund; 146.3(7) — Tax on beneficiary 

when RRIF acquires non-qualified investment; 146.3(9) — Tax on income from non- 

qualified investments; 207.1(4)— Tax on holding non-qualified investments; 

210.1(¢) — RRIF not subject to Part XII.2 tax. 
(y) trusts to provide vacation pay — a trust established 
pursuant to the terms of a collective agreement between an em- 
ployer or an association of employers and employees or their 
labour organization for the sole purpose of providing for the 
payment of vacation or holiday pay, if no part of the property of 
the trust, after payment of its reasonable expenses, is 


(i) available at any time after 1980, or 
(ii) paid after December 11, 1979 


to any person (other than a person described in paragraph (k)) 
otherwise than as a consequence of that person being an em- 
ployee or an heir or legal representative thereof; or 


Related Provisions: 16(2) — Obligation issued at discount; 94(1)“exempt. per- 
son’’(b) — Exemption from non-resident trust rules; 210.1(c) — Trust not subject to 
Part XII.2 tax. 


Interpretation Bulletins: IT-389R: Vacation pay trusts established under collective 
agreements. 


(z) qualifying environmental trust — a qualifying environ- 
mental trust. 


Related Provisions: 12(1)(z.1) — Tax on beneficiary; 94(1)“exempt person”(b) — 
Exemption from non-resident trust rules; 107.3(1) — Tax on beneficiary; 149(1)(z.1), 
(z.2) — Special Crown-owned environmental trusts; 211.6 — Part XII.4 tax on trust. 


History: Para. 149(1)(z) amended by 1998, c. 19, s. 41, applicable to 1997 et seg. 
Para. 149(1)(z) formerly read: 


(z) mining reclamation trust — a mining reclamation trust. 
Para. Oe added by 1995, c. 3, s. 45, applicable to 1994 et seq. 
Proposed Addition — 149(1)(Z.1), (2.2) 
—@l), [Quebec Environmental pally Act trust — 


_ (i) that was created because of a ecbaencat Groered by 
section 56 of the Environment Quality Act, R.S.Q., ¢. Q-2, 


@ that is resident in Canada, and 
(iii) in which the only persons that 


ested are — 
A Her Majesty in right of Canada, . 
_. (B) Her Majesty in right of a province, or 
HC) a ‘municipality. (as defined in section | of that Act) 
__ that is exempt because of this subsection from tax under 
this Part on all of its taxable income; or 


re beneficially inter- 
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Related Provisions: 94(1)‘exempt person’(b)— Exemption from non-resident 
trust rules; 211.6(1) — Exemption from Part XIL4 tax. 


Technical Notes (July 2010): New paragraph 149(1)(z.1)) exempts from tax 


under Part I a trust created because of a requirement imposed by section 56 of the ~ 


Environment Quality Act (Quebec). That provision requires certain residual materials 
elimination facilities to provide financial guarantees by way of establishment of a 
social trust to cover certain costs after the closure of the facility. This exemption 
applies only where no persons are beneficially interested in the trust other than Her 
Majesty in right of Canada, Her Majesty in right of a province and ee that 
are exempt from taxation under subsection 149(1) of the ITA, : 


Letter from Dept. of Finance, July 17, 2003: 


Mr: Luc Monty, Assistant Deputy Minister, Tax Policy Branch, Ministre des Fi- 
nances du Québec 


Dear Sir: 


This letter follows up on a letter of March 19, 2003 from your colleague, M. Réal 
Tremblay, and on our discussions with certain municipalities in Quebec with respect 
to income tax considerations relating to trusts established under the Environment 
Quality Act (EQA) for the management of funds used to ppnnea® waste mes sites 
post-closure. 


Given the requirement to establish trusts under the EQA, i am nent to recom- 
mend to the Minister of Finance a measure that would ensure that the income of a 
trust established and maintained solely to meet the obligations of the EQA would be 
exempt from taxation under the federal Income Tax Act (ITA). This exemption would 


apply only where no persons are beneficially interested in the trust other than Her 


Majesty in right of Canada, Her Majesty in right of a province and municipalities that 
are exempt from taxation under subsection 149(1) of the ITA. I am also prepared to 


recommend to the Minister that this measure have effect from the date a trust is . 


established under the EQA. 


If the Minister accepts the recommendation for the legislative change described 
above, I would expect that this measure would be included in a future packers of 
income tax technical amendments to be proposed to Parliament. 


We also recognize that waste disposal sites subject to obligations imposed under the 
EQA could be owned by some combination of tax-exempt public entities and private 
sector entities. In such circumstances, the measure outlined above would not apply. 


We will, however, continue to consider circumstances involving other ownership _ 


structures. One approach that we are considering in this regard is a modified qualify- 
ing environmental trust (QET) approach in situations where a mix of public and pri- 
vate ownership exists: Assuming that trusts established under the EQA would nor- 


mally meet the definition of a QET as outlined in the ITA, such an approach would - 


seek to ensure that an entity that is beneficially interested in such a trust and that is 
exempt under subsection 149(1) of the ITA would not be subject to an economic cost 
as a result of the payment of tax under the QET rules. As part of the analysis of the 
modified QET approach, we will continue to examine and discuss with interested 
parties the type of detailed modifications that this approach would require to the ex- 
isting QET rules. 


I trust you will find this letter helpful. 1 also plan to send a nopy of va letter to our 


colleagues on the Federal-Provincial Tax Committee. 
Yours sincerely, 
Stephen R. Richardson [Senior Assistant Deputy Minister] 


: Mr. Jean-Philippe Cété, Policy Advisor, Finance Canada; Mr. Jean-Philippe 
Gay: Departmental Assistant, Canada Economic Development; Mr. Réal Tremblay, 
Assistant Deputy Minister, Fiscal Policy, Ministére des Finances (Québec); Mr. 


Thomas J. Mulcair, Deputy. Minister, Ministére de l Environnement (Québec); Mr. . 
Wayne Adams, Director, Legislative Policy Division, Canada Customs and Revenue - 


Agency 


(z.2) [Nuclear Fuel Waste Act trust] — a trust 


(i) that was created because of a requirement imposed by 


subsection 9(1) of the Nuclear Fuel Waste Act, S.C. 2002, 
C23. 


(ii) that is resident in Canada, and 


(iii) in which the only persons that are beneficially inter- 
ested are 
(A) Her Majesty in right of Canada, 
(B) Her Majesty in right of a province, 
(C) a nuclear energy corporation (as defined in section 2 
of that Act) all of the shares of the capital stock of 
which are owned by one or more persons described in 
clause (A) or (B), 
(D) the waste management organization established 
under section 6 of that Act if all of the shares of its capi- 


tal stock are owned by one or more nuclear energy cor- 
porations described in clause (C), or 


Vy 
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(E) Atomic Energy of Canada Limited, being the com- — 


_ pany incorporated or acquired pursuant to. subsection 
- 10(2) of the Atomic Energy Control Act, R.S.C, 1970, c. 
A-19. 
Related Provisions: 94(1)“exempt person”(b) — Exemption from) non-resident 
trust rules; 211.6(1) — Exemption from Part XII.4 tax. 


Technical Notes (July 2010): Similarly, new paragraph 149(1)(z.2) exempts from 
tax under Part I a trust created because of a requirement imposed by subsection 9(1) 
of the Nuclear Fuel Waste Act (NFWA). That provision requires specified entities to 
contribute moneys to a trust fund for the management of nuclear fuel waste. In this 
case, the exemption only applies where no persons are beneficially interested in the 
trust other than Her Majesty in right of Canada, Her Majesty in right of a province, a 

Crown-owned nuclear energy corporation that is exempt from taxation under subsec- 
tion 149(1) or the waste management organization that is required to be set up under 


the provisions of the NWFA (provided that all the shares of the i200 management 


organization are owned by nuclear energy corporations). 


These provisions ensure that the tax consequences to a municipality or Crown-owned 
nuclear energy corporation that is required by federal or provincial legislation to set 
up a trust to fund an environmental obligation are the same as if the municipality or 
the Crown-owned nuclear energy pi eae accumulated? the funds internally rather 
than in a trust. ; 


Letter from Dept. of Finance, Nov. 15, 2002: 


Ms. Louise Lemon, Assistant Deputy Minister, New. Brunswick bao ‘of Finance, 
Revenue and Taxation Division 


Mr. Réal Tremblay, Assistant Deputy Minster, Fiscal Policy. Ministre des Finances 


du Québec 


Mr. Robert Van Adel, President & Chief Executive Officer, Atomic Energy of Can- : 


ada Limited 
Dear Sirs/Madam: 


This letter follows up on our discussions; with provinces and nuclear utilities, on the 
income tax considerations relating to trusts established under the Nuclear Fuel Waste 
Act (NFWA) for nuclear waste management. — : 


Our overall intent in this regard is to ensure that the legislative ‘obligenoh under the 


NFWA do not cause an income tax result that would make a Crown-owned, tax- 
exempt nuclear energy corporation (NEC) worse off than prior to the implementation 
of the NFWA. obligations. In recognition of the requirement to establish trust funds 
once the NFWA comes into force, | am prepared to recommend to the Minister of 
Finance a measure that would ensure that the income of a trust established and main- 
tained solely to meet the obligations of the NFWA would be exempt from taxation 
under the federal Income Tax Act (ITA). This exemption would apply only where no 
persons are beneficially interested in the trust other than Her Majesty in right of Can- 
ada, Her Majesty in right of a province or Crown-owned NECs that are exempt from 
taxation under subsection 149(1) of the ITA. I am also prepared to recommend to the 
Minister that this measure Pave effect from the date of the coming into force of the 
NFWA. 


If the nicer accepts the ievpmmenelstion: for the inguin: change described 
above, I would expect that this measure would be included in a future package of 
income tax technical amendments to be proposed to Parliament. 


We also recognise that, while NECs are currently owned by Crown entices a pares 
of ownership structures may exist in the future. That is, certain NECs in Canada may 
eventually be owned by a private sector entity or by some combination of public and 
private sector entities. As a result, it will also be important to ensure that'a suitable 
taxation framework exists that is applicable under a variety of ownership structures. 
In this regard, we will explore changes to the existing qualifying environment trust 
(QET) rules in the ITA such that a trust required under the NFWA could be treated as 
a QET. In this circumstance, it would be important to ensure that an entity that is a 
beneficiary of such a trust and that is exempt under subsection 149(1) of the ITA 
would not be subject to an economic cost as a result of the payment of tax, under the 
QET rules, at the trust or beneficiary level. 


As part of the analysis of the QET approach, we will continue to examine and ¢ discuss 
with interested parties the type of detailed modifications that this approach would 


require to the existing QET rules. This would include changes to the QET refundable — 


tax credit provisions as they relate to beneficiaries that are exempt from.taxation. We 

will also examine the treatment of any income tax obligations of the NFWA trust, In 
addition, we are interested in continuing discussions related to the investment restric- 
tions applicable to a QET established under the NFWA. 


I trust you will find this letter helpful in connection with your considerations relating 
to the establishment of trusts as eee by NFWA: , 


Yours sincerely, 
Stephen R. Richardson [Senior Assistant Deputy Minister] 


c.c.: Mr. George Anderson, Natural Resources Canada; Mr. Ric Cameron, Natural 


Resources Canada; Mr. Severin Tong, Atomic Energy of Canada’ Limited — 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
108(3), will add paras, 149(1)(z.1) and (z.2), applicable to 1997 et seq. 


Interpretation Bulletins [subsec. 149(1)]: IT-465R: Non-resident beneficiaries of 


trusts. 
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(1.1) Exception — Where at a particular time 


(a) a corporation, commission or association (in this subsection 
referred to as “the entity”) would, but for this subsection, be de- 
scribed in any of paragraphs (1)(d) to (d.6), 


(b) one or more other persons (other than Her Majesty in right of 
Canada or a province, a municipality in Canada or a person 
which, at the particular time, is a person described in any of sub- 
paragraphs (1)(d) to (d.6)) have at the particular time one or 
more rights in equity or otherwise, either immediately or in the 
future and either absolutely or contingently to, or to acquire, 
shares or capital of the entity, and 


(c) the exercise-of the rights referred to in paragraph (b) would 
result in the entity not being a person described in any of 
paragraphs (1)(d.1) to (d.6) at the particular time, 


the entity is deemed not to be, at the particular time, a person de- 
scribed in any of paragraphs (1)(d) to (d.6). 
History: Subsec. 149(1.1) amended by 2001, c. 17, subsec. 145(6), applicable to taxa- 
tion years and fiscal periods that begin after 1998 except that, where a corporation, 
commission or association so elects in writing and files the election with the Minister 
of National Revenue on or before December 31, 2001 (six months after the end of the 
month of Royal Assent), the reference to “at a particular time” in the subsec. shall be 
read as a reference to “at any time after November 1999”. Subsec. 149(1.1) formerly 
read: 
(1.1) Paragraphs (1)(d) to (d.6) do not apply to a corporation, commission or 
association during a period in which a person other than Her Majesty in right of 
Canada or a province or a municipality in Canada hada right under a contract, in 
equity or otherwise, either immediately or in the future and either absolutely or 
contingently to, or to acquire, shares or capital of the corporation, commission or 
association. 


Subsec. 149(1.1) added by 1998, c. 19, subsec. 178(4), applicable to taxation years and 
fiscal periods that begin after 1998. 


Forms [subsec. 149(1.1)]: RC4107, Registered charities: education, advocacy and 
political activities (draft) [guide]. 


(1.11) Election [to remain taxable — 1999 transition] — 
Subsection (1) does not apply in respect of a person’s taxable in- 
come for a particular taxation year that begins after 1998 where 


(a) paragraph (1)(d) did not apply in respect of the person’s tax- 
able income for the person’s last taxation year that perae before 
1999; 


(b) paragraph (1)(d.2), (d.3) or (d.4) would, but for this subsec- 
tion, have applied in respect of the person’s taxable income for 
the person’s first taxation year that began after 1998; 


(c) there has been no change in the direct or indirect control of 
the person during the period that 


(i) began at the beginning of the person’s first taxation year 
that began after 1998, and 


(i1) ends at the end of the particular year; 


(d) the person elects in writing before 2002 that this subsection 
apply; and 

(e) the person has not notified the Minister in writing before the 
particular year that the election has been revoked. 


: Proposed Amendment — Application of teks 11 a on 
amalgamation 


Letter ‘rom Dept. of Finance, Dec. 6, 2004: 


Mr. Don Thompson, Vice President, Finance a and Adinidistertion SGI Canada Insur- 
ance Services ‘Lid. Regina, SK" 


Dear Mr. Thompson: 


Tam writing in response to your ‘letter of October hy 20 
Business Income Tax Division and further to subsequ nit 
Smith of the Tax Legislation Division concerning the election in subsection 149¢1.11) 
of the Income Tax Act (the “Act’). You have asked us to amend the Act such that a new 
corporate entity formed as a result of an amalgamation, pat - 
vertical amalgamation, is deemed to be the same corporation as, and a continuation of, 
a predecessor parent corporation with respect to any election made by that predecessor 
parent corporation pursuant to subsection 149(1.11) of the Act. 4 


Subsection 149(1.11) was added to the Act following an amendment to caravan 
149(1)(d) and the addition of paragraphs 149(1)(d.2) to (d.4). Those amendments 
caused some entities that were previously taxable to become exempt. The result was 
appropriate from a tax policy standpoint, however, it may not have been beneficial for 


1 to Mr. Denis N mand of the 


— Exemptions 


S. 149(1.11) 


a limited number of entities since it would trigger the application of subsection 
149(10). As result, subsection 149(1.11) was added to allow an entity, that became 
exempt because of any of paragraphs 149(1)(d.2) to (d.4), to elect in writing to retain 
its taxable status. Two conditions apply for the entity to retain its taxable status: (i) the 
election had to be made before aes and (ii) there can be no change in the direct or 
indirect control of the entity. : / : ; 


You have brought to our attention the situation of SGI Canada lustrance Services Ltd. 
(SGI). SGI holds a Saskatchewan provincial insurers’ licence and is licensed to con- 
in Manitoba and Ontario, SGI was affected by the addition of ‘paragraphs 


(1)  (d. a): SGI wanted to remain a taxable entity in order to obtain insurance 
licences in other | provinces and therefore made an election in accordance with subsec- 
tion 149(1.11). We assume that there has been no change in the direct or indirect con- 


trol of SGI since the election was made. SGI wholly owns Coachman Insurance Com- 
pan. (“Coachman”) which olds an [xxx] provincial i insurers’ licence. Coachman is a 
taxable entity. . 


SGI would like to amalgam ile Contin pursuant to subsection 87( Ie of the Act, 
to improve the capitalization of Coachman for regulatory purposes, to reduce adminis- 
trative costs and to utilize losses carried forward in the corporate group. Although a 
windup ould achieve the same objectives, and allow the election made by SGI under 
149(1.11) to remain intact, it is not feasible from a commercial standpoint 
because of the volume | yntracts, licences, leases. and other agreements that would 
have to be assigned. : 2 


In general, the Act treats an amalgamated corporation as a new corporation for tax 
purposes. There are some exceptions to this rule where, for specific purposes, the amal- 
gamated corporation is deemed to be the same corporation as, and a continuation of, 
each predecessor corporation. Section 1491 ‘is not one of the exceptions. 


SGI is of the view that the amal eamated company needs to remain a taxable entity. SGI 
is currently selling insurance in Manitoba and Ontario and is looking to expand into 
othe "provinces. 1 understand that SGI believes that being a tax-exempt entity would 
likely i impair the current operations, and also hamper future expansion. Tax-exempt 
status may be considered by provincial regulators to be an unfair advantage over ex- 
isting insurers currently operating in those jurisdictions. 


AS | trust you can appreciate, an important concern in respect of the application of 
section 149 is the maintenance of competitive equity in the commercial marketplace. 
We have carefully considered your situation and have concluded that, by allowing 
amalgamated SGI and Coachman to remain taxable, our concern for competitive equity 
does not arise. As such we prepared to Tecommend to the Minister of Finance that the 
Act be amended to provide that where one corporation (the “Parent”) vertically amal- 
a wholly-owned subsidiary under section 87 of the Act, any election 
made by the Parent under eention ie ee is deemed to pave been made ~ the 
amalgamated corporation. _ 


annot offer any assurance. 5 that our recommendation i in this matter will be 


While 1 
accepted, we hope our statement of intent in os letter will be peas in ae to 


your: concern. 


ms 


Thompson: 


ing in response | to yout letter of Dene 22, 2004 to Ms. Stephanie Smith of 
this Division. In that letter you refer to my letter to you dated December 6, 2004 re- 
garding our intention to recommend to the Minister of Finance that the Income Tax Act 
(the “Act”) be amended to provide that where one corporation (the “Parent’’) vertically 


amalgamates with a wholly-owned subsidiary under section 87 of the Act, any election 


mad the Parent under subsection 149(1.11) is deemed to have been made by the 
am. ated corporation. You have asked for clarification in two respects: (i) the defi- 
nit “wholly-owned eee ae S the effective date for the proposed 


amendment. 


The Act contains two. idolinitions of the term ‘ ‘subsidiary wholly-owned corporation”. 
You have requested that the proposed amendment (discussed above) refer to the defini- 
tion contained in subsection 248(1) of the Act and not the more restrictive definition 
contained i in subsection 87(1. 4) of the Act. We understand that if the more restrictive 
definition in subsection 87(1.4) was used SGI Canada Insurance Services Ltd. (“SGI”) 
would not benefit from the amendment as Coachman Insurance Company (“Coach- 


man’) has issued directors’ qualifying shares to meet a regulatory requirement in On- 


tario. It is our understanding that other than the directors’ qualifying shares SG] wholly 
owns Coachman. Given the additional information that you have provided we will rec- 
ommend that the amendment either refer to the definition of “subsidiary wholly-owned 
corporation” in subsectio 248(1) or otherwise accommodate. the situation whee direc- 
tors’ qualifying. shares have been issued. : we 


We will further recommend that the amendment have application to amalgamations 
that occur after October 4, 2004, the date of your first letter to us on this matter. While 
we cannot offer any assurance that our recommendations in this matter will be ac- 
cepted, we hope our Notenesnt of intent in this letter will be helpful in responding to 
your concern. 
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Yours sincerely, 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


History: Subsec. 149(1.11) added by 2001, c. 17, subsec. 145(6), applicable to taxa- 
tion years and fiscal periods that begin after 1998 except that an election referred to in 
the subsec., as amended, filed with the Minister of National Revenue on or before De- 
cember 31, 2001 (six months after the end of the month of Royal Assent), is deemed to 
have been filed in accordance with the subsection. 


(1.2) Income test [for municipal corporation] — For the pur- 
poses of paragraphs (1)(d.5) and (d.6), income of a corporation, 
commission or association from activities carried on outside the ge- 
ographical boundaries of a municipality does not include income 
from activities carried on 


(a) under an agreement in writing between 
(i) the corporation, commission or association, and 


(ii) a person who is Her Majesty in right of Canada or a proy- 
ince or a municipality or corporation to which any of 
paragraphs (1)(d) to (d.6) applies and that is controlled by 
Her Majesty in right of Canada or a province or by a munici- 
pality in Canada 


within the geographical boundaries of, 


(iii) where the person is Her Majesty in right of Canada or a 
corporation controlled by Her Majesty in right of Canada, 
Canada, 


(iv) where the person is Her Majesty in right of a province or 
a corporation controlled by Her Majesty in right of a prov- 
ince, the province, and 


(v) where the person is a municipality in Canada or a corpo- 
ration controlled by a municipality in Canada, the municipal- 
ity; or 
Selected Cases [para. 149(1.2)(a)]: Sakitawak Development Corp. v. 
C.T.C. 2463 (TCC) (By-law constituted “agreement in writing”). 


Proposed Amendment — 149(1.2) before (b) © 


(1.2) Income test [for municipal corporation] — For the” 
purposes of paragraphs (1)(d.5) and (d.6), income of a corpora- 
tion, a commission or an association from activities carried on 
outside the geographical boundaries of a municipality or of a mu- 
nicipal or public body does not include income from activities car- 
ried on — 


(a) under an agreement in writing between 
(i) the corporation, commission or association, and 


(ii) a person who is Her Majesty in right of Canada or of a 
province, a municipality, a municipal or public body or a 
corporation to which any of paragraphs (1)(d) to (d.6) ap- 
plies and that is controlled by Her Majesty in right of Can- 
ada or of a province, by a municipality in Canada or by a 
municipal or public body in Canada 


within the geographical boundaries of, 


(iii) if the person is Her Majesty in right of Canada or a 
corporation controlled by Her Majesty. in right of Canada, 
Canada, 


(iv) if the person is Her Majesty in right of a province or a 
corporation controlled by Her Meee in ae of a Dn 
ince, the province, 


(v) if the person is a municipality in Canada or a corpora- 
tion controlled by a municipality in Canada, the municipal- 
ity, and 


(vi) if the person is a municipal or public body performing 

a function of government in Canada or a corporation con- 

trolled by such a body, the area described in subsection 

(11) in respect of the person; or . 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
108(4), will amend the portion of subsec. 149(1.2) before para. (b) to read as above, 
applicable to taxation years that begin after May 8, 2000. 


R., [2009] 2 


Notwithstanding subsec. 152(4) to (5), any assessment of a taxpayer's tax payable 
under the Act for any taxation year that began before February 27, 2004 is to be 
made that is necessary to give effect to the amendment. 


Income Tax Act, Part I 


Technical Notes (July 2010): Subsection 149(1.2) excludes, for the purposes of — 
paragraphs 149(1)(d.5) and (d.6), certain income from the determination of where an — 
entity to which either of those paragraphs applies derives its income. As a conse- 
quence of the amendment to paragraph 149(1)(d.5), a written agreement in subsec- 
tion 149(1.2) is expanded to include reference to a municipal or public body. 


In addition, subparagraph 149(1.2)(a)(vi) is added to clarify that the geographical . 


boundary of a municipal or public body performing a function of government in Can- 
ada is defined to be the area described in new subsection (11). 


(b) in a province as 
(i) a producer of electrical energy or natural gas, or 


(ii) a distributor of electrical energy, heat, natural gas or 
water, 


where the activities are regulated under the laws of the province. 


Related Provisions: 149(1.3) — Determination of capital. ownership; 149(11) — 
Geographical boundaries of body performing function of government; 256(6), (6.1) — 
Meaning of “controlled”. 


History: Subsec. 149(1.2) amended by 2001, c. 17, subsec. 145(7), applicable to taxa- 
tion years and fiscal periods that begin after 1998. The subsec. formerly read: 


(1.2) For the purposes of paragraphs (1)(d.5) and (d.6), income of a corporation, 
commission or association from activities carried on outside the geographical 
boundaries of a municipality does not include income from activities carried on 
under an agreement in writing between 
(a) the corporation, commission or association, and 
(b) a person who is Her Majesty in right of Canada or a province or a munic- 
ipality or corporation to which any of paragraphs (1)(d) to (d.6) applies and 
that is controlled by Her Majesty in right of Canada or a province or by a 
municipality in Canada 
within the geographical boundaries of, 
(c) where the person is Her Majesty in right of Canada or a corporation con- 
trolled by Her Majesty in right of Canada, Canada, 
(d) where the person is Her Majesty in right of a province or a corporation 
controlled by Her Majesty in right of a province, the province, and 
(e) where the person is a municipality in Canada or a corporation controlled 
by a municipality in Canada, the municipality. 


Subsec. 149(1.2) added by 1998, c. 19, subsec. 178(4), applicable to taxation years and 
fiscal periods that begin after 1998. 


(1.3) Capital ownership [by municipality] — For the purposes 
of paragraph (1)(d.5) and subsection (1. 2), 90% of the capital of a 
corporation that has issued share capital is owned by one or more 
municipalities only when the municipalities own shares of the capi- 
tal stock of the corporation that give the municipalities 90% or 
more of the votes that could be cast under all circumstances at an 
annual meeting of shareholders of the corporation. 


Proposed Amendment — 149(1.3) 


(1.3) Votes or de facto control [by municipality or gov- 
ernment] - — Paragraphs (1)(d) to (d. 6) do not apply in respect of 
a person’s taxable income for a period in a taxation yee if at by 
time during the period 


(a) the person is a corporation shares of the capital: eek of 
which are owned by one or more other persons that, in total, 
give them more than 10% of the votes that could be cast at a 
meeting of shareholders of the corporation, other than snare 
that are owned by one or more persons each of which is. 


(i) Her Majesty in right of Canada or of a hls 
(ii) a municipality in Canada, eins 


(iii) a municipal or public body performing a function of 
government in Canada, or ai 


(iv) a corporation, a commission or an association, to which 

any of paragraphs (1)(d) to (d.6) apply; or 
(b) the person is, or would be if the person were a corporation, 
controlled, directly or indirectly in any manner whatever, by a_ 
person, or by a group of persons that includes a person, who is _ 
not Ha 

(i) Her Majesty in right of Canada or of a Sie 

(ii) a municipality in Canada, 


(iii) a municipal or public body performing a ‘function of 
government in Canada, or 
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Related Provisions: 256(5.1), (6) Eye of “controlled, directly or indirectly”. 


History: Subsec. 149(1.3) added by 1998, c. 19, subsec. 178(4), applicable to taxation 
years_and fiscal periods that begin after 1998. 


(2) Determination of income — For the purposes of paragraphs 
(1)(e), @), G) and (1), in computing the part, if any, of any income 
that was payable to or otherwise available for the personal benefit 
of any person or the total of any amounts that is not less than a 
percentage specified in any of those paragraphs of any income for a 
period, the amount of such income shall be deemed to be the 
amount thereof determined on the assumption that the amount of 
any taxable capital gain or allowable capital loss is nil. 

History: Subsec. 149(2) amended by 1994, c. 7, Sch. VIII OR c. 24), subsec. SHON 
applicable to 1992 et seg. Subsec. (2) formerly read: 


(2) Income not to include taxable capital gains— For the purposes of 
paragraphs (1)(e), (i), (j) and (1), in computing the part, if any, of any income that 
was payable to or otherwise available for the personal benefit of any person or 
the total of any amounts that is not less than a percentage specified in any of © 
those paragraphs of any income for a period, the amount of that income shall be 
deemed to be the amount thereof otherwise determined less the amount of any 
taxable capital gains included therein. ; 


Exemptions S..149(4.1) 


Interpretation Bulletins: IT-409: Winding-up of a non-profit organization 
(archived); IT-496R: Non-profit organizations. 


(3) Application of subsec. (1) — Subsection (1) does not apply 
in respect of the taxable income of a benevolent or fraternal society 
or order from carrying on a life insurance business or, for greater 
certainty, from the sale of property used by it in the year in, or held 
by it in the year in the course.of, carrying on a life insurance 
business. 


Related Provisions: 16(2) — Obligation issued at discount; 149(4) — Computation 
of taxable income. 


Selected Cases [subsec. 149(3)]: Actra Fraternal Benefit Society v. R., [1997] 3 
C.T.C. 61 (FCA); rev’g [1995] 2 C.T.C. 2671 (TCC) (Allocation of assets to a particu- 
lar fund was rebuttable presumption only). 


(4) Idem — For the purposes of subsection (3), the taxable income 
of a benevolent or fraternal benefit society or order from carrying 
on a life insurance business shall be computed on the assumption 
that it had no income or loss from any other sources. 


(4.1) Income exempt under 149(1)(t) — Subject to, subsection 
(4.2), subsection (1) applies, to an insurer described. in paragraph 
(1)(t). only in respect of the part of its taxable income for a taxation 
year determined. by the formula 


(AxBxC) 
D 
where 
A is its taxable income for the year; 
Bis 
(a) ‘2, where less than 25% of the total of the gross premium 
income (net of reinsurance ceded) earned in the year by it 


and, where itis not a prescribed insurer for the purpose of 
paragraph (1)(t), by all other insurers that 


(i) are specified shareholders of the insurer, 
(ii) are related to the insurer, or 


(iii) where the insurer is a mutual corporation, are part of 
a group that controls, directly or indirectly in any manner 
whatever, or are controlled, directly or indirectly in any 
manner whatever by, the insurer, 


is in respect of insurance of property used in farming or fish- 
ing or residences of farmers or fishermen; and 


(b) 1 in any other case; 


C is the part of the gross premium income (net of reinsurance 
ceded) earned.by it in the year that, in the opinion of the Min- 
ister, on the advice of the Superintendent of Financial Institu- 
tions or of the superintendent of insurance of the province under 
the laws of which it is incorporated, is in respect of insurance of 
property used in farming or fishing or residences of farmers or 

_ fishermen; and 


D. is the gross premium income (net of reinsurance ceded) earned 
by it in the year. 


Related Provisions: 149(4.2) — Application of subsection (1): computation of taxa- 
ble:income of. insurer; 256(5:1), (6.2)— Controlled directly or indirectly. 


History: Subsec. 149(4.1) amended by 1997, c. 25, subsec. 47(2), applicable to 1996 
et seq. Subsec. (4.1) formerly read: 


(4.1) dem — Subject to subsection (4:2), subsection (1) applies in respect of an 
insurer described in paragraph (1)(t),only in respect of that proportion of the 
insurer’s taxable income for.a.taxation year that 


(a) the part of the gross premium income (net of reinsurance ceded) earned 
in the year by the insurer that, in the opinion of the Minister, on the advice 
of the Superintendent of Financial Institutions or of the superintendent of 
insurance of the province under the laws of which the insurer is incorpo- 
rated, was in respect of insurance of farm property, property used in fishing 
or residences of farmers or fishermen 


is of 


(b) the gross premium income (net of reinsurance ceded) earned in the year 
by the insurer. 
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Subsec. 149(4.1) substituted by 1994, c. 7, Sch. II (1991, c: 49), subsec. 122(2), appli- 
cable to 1989 et seq. Subsec. (4.1) formerly read: 


(4.1) Subject to subsection (4.2), subsection (1) shall apply in respect of an in- 
surer described in patagraph (1)(t) only in respect of that proportion of the in- 
surer’s taxable income for a taxation year that 


(a) the insurer’s gross premium income (net of reinsurance ceded) for the 
year that in the opinion of the Minister, on the advice of the Superintendent 
of Financial Institutions or of the superintendent of insurance of the province 
under the laws of which the insurer is incorporated, was in respect of the 
insurance of farm property, property used in fishing or residences of farmers 
or fishermen 
is of 
(b) its gross premium income (net of reinsurance ceded) for the year 
and, in computing the taxable income of the insurer for the taxation year, the 
insurer shall be deemed to have claimed or deducted in each of the taxation years 
preceding the year the greater of such amount as it claimed or deducted or such 
amount as it may have been entitled to claim or deduct under paragraphs 
20(1)(a), 20(7)(c) and 138(3)(a) and section 140 to the extent that that amount 
does not exceed its taxable income otherwise determined for the preceding taxa- 
tion year. 


(4.2) Idem — Subsection (4.1) does not apply to an insurer de- 
scribed in paragraph (1)(t) in respect of the taxable income of the 
insurer for a taxation year where more than 90% of the total of the 
gross premium income (net of reinsurance ceded) earned in the year 
by the insurer and, where the insurer is not a prescribed insurer, all 
other insurers that 


(a) are specified shareholders of the insurer, 
(b) are related to the insurer, or 


(c) where the insurer is a mutual corporation, are part of a group 
that controls, directly or indirectly in any manner whatever, or 
are controlled, directly or indirectly in any manner whatever, by 
the insurer, 


is in respect of insurance of property used in farming or fishing or 
residences of farmers or fishermen. 


Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly. 


History: The closing words of subsec. 149(4.2) amended by 1997, c. 25, subsec. 
47(3), applicable to 1996 et seg. The closing words formerly read: 
is in respect of insurance of farm property, property used in fishing or resi- 
dences of farmers or fishermen. 
Subsec. 149(4.2) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 122(2), appli- 
cable to 1989 et seg. Subsec. (4.2) formerly read: 
(4.2) Subsection (4.1) shall not apply in respect of an insurer described in para- 
graph (1)(t) in respect of the taxable income of the insurer for a taxation year 
where more than 90% of the gross premium income (net of reinsurance ceded) of 
the insurer and all other insurers that were specified shareholders of the insurer 
or were related to the insurer or, where the insurer is a mutual corporation, all 
other insurers that were part of a group that controlled or were controlled by the 
insurer for the year was in respect of the insurance of farm property, property 
used in fishing or residences of farmers or fishermen. 


(4.3) Computation of taxable income of insurer — For the 
purposes of this Part, in computing the taxable income of an insurer 
for a particular taxation year, the insurer shall be deemed to have 
deducted under paragraphs 20(1)(a), 20(7)(c) and 138(3)(a) and 
section 140 in each taxation year preceding the particular year and 
in respect of which paragraph (1)(t) applied to the insurer, the 
greater of 


(a) the amount it claimed or deducted under those provisions for 
that preceding year, and 


(b) the greatest amount that could have been claimed or de- 
ducted under those provisions to the extent that the total thereof 
does not exceed the amount that would be its taxable income for 
that preceding year if no amount had been claimed or deducted 
under those provisions. 

History; Subsec. 149(4.3) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 122(2), 


applicable to 1989 et seq., except that in its application to the 1989 and 1990 taxation 
years the subsec. shall be read as follows: 


(4.3) In computing the taxable income of an insurer described in paragraph (1)(t) 
for a taxation year in respect of which subsection (1) applies to the insurer, the 
insurer shall be deemed to have claimed or deducted in each of its taxation years 
preceding the year the greater of such amount as it claimed or deducted and such 
amount as it was entitled to claim or deduct under paragraphs 20(1)(a), 20(7)(c) 
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and 138(3)(a) and section 140 to the extent that that amount does not exceed its 
taxable income otherwise determined for the preceding taxation year. 


(5) Exception re investment income of certain clubs — 
Notwithstanding subsections (1) and (2), where a club, society or 
association was for any period, a club, society or association de- 
scribed in paragraph (1)(1) the main purpose of which was to pro- 
vide dining, recreational or sporting facilities for its members (in 
this subsection referred to as the “club’”), an inter vivos trust shall 
be deemed to have been created on the later of the commencement 
of the period and the end of 1971 and to have continued in exis- 
tence throughout the period, and, throughout that period, the follow- 
ing rules apply: 

(a) the property of the club shall be deemed to be the property of 

the trust; 


(b) where the club is a corporation, the corporation shall be 
deemed to be the trustee having control of the trust property; 


(c) where the club is not a corporation, the officers of the club 
shall be deemed to be the trustees having control of the trust 
property, 

(d) tax under this Part is payable by the trust on its taxable in- 
come for each taxation year; 


(e) the income and taxable income of the trust for each taxation 
year shall be computed on the assumption that it had no incomes 
or losses other than 


(i) incomes and losses from property, and 


(ii) taxable capital gains and allowable capital losses from 
dispositions of property, other than property used exclusively 
for and directly in the course of providing the dining, recrea- 
tional or sporting facilities provided by it for its members; 


(f) in computing the taxable income of the trust for each taxation 
year 


(i) there may be deducted, in addition to any other deductions 
permitted by this Part, $2,000, and 


(ii) no deduction shall be made under section 112 or 113; and 


(g) the provisions of subdivision k of Division B (except subsec- 
tions 104(1) and (2)) do not apply in respect of the trust. 


Related Provisions: 16(2) — Obligation issued at discount. 


Selected Cases [subsec. 149(5)]: Elm Ridge Country Club Inc. v. MNR, [1999] 3 
C.T.C. 163 (FCA); leave to appeal to SCC refused (1999), 246 N.R. 200 (note) (Inter- 
est income is income from property of non-profit organization); Point Grey Golf & 
Country Club v. R., [2000] 2 C.T.C. 312 (FCA) (Interest income was income from 
property). 

Interpretation Bulletins: IT-83R3: Non-profit organizations — Taxation of income 
from property; IT-406R2: Tax payable by an inter vivos trust; IT-409: Winding-up ofa 
non-profit organization (archived); IT-496R: Non-profit organizations. 


Advance Tax Rulings: ATR-29: Amalgamation of social clubs. 


(6) Apportionment rule — Where it is necessary for the purpose 
of this section to ascertain the taxable income of a taxpayer for a 
period that is a part of a taxation year, the taxable income for the 
period shall be deemed to be the proportion of the taxable income 


for the taxation year that the number of days in the period is of the 


number of days in the taxation year. 


Related Provisions: 124(3) — Crown agents; 149(10) — Corporation becoming or 
ceasing to be exempt; 249.1(1)(b)(i) — Exempt individuals not subject to forced calen- 
dar year-end. 


Interpretation Bulletins: IT-347R2: Crown corporations (archived), IT-409: Wind- 
ing-up of a non-profit organization (archived). 


(7) [Prescribed form for R&D corporation — ] Time for fil- 
ing — A corporation the taxable income of which for a taxation 
year is exempt from tax under this Part because of paragraph (1)() 
shall file with the Minister a prescribed form containing prescribed 
information on or before its filing-due date for the year. 

Related Provisions: 149(7.1) — Penalty for late filing. 

History: Subsec. 149(7) added by 1996, c. 21, subsec. 37(4), applicable to taxation 
years that end after February 27, 1995, except that a form referred to in subsec. 149(7) 


that is filed with the Minister of National Revenue on or before September 18, 1996 is 
deemed to have been filed on a timely basis. 
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Forms: 1661: Claim for SR&ED in Canada; T1263: Third-party payments for 
SR&ED; T4088: Claiming scientific research and experimental development expendi- 
tures — guide to form T661. 


(7.1) Penalty for failure to file on time — Where a corporation 
fails to file the prescribed form as required by subsection (7) for a 
taxation year, it is liable to a penalty equal to the amount. deter- 
mined by the formula 


AXB 
where 
A is the greater of 
(a) $500, and 
(b) 2% of its taxable income for the stbens and 
B is the lesser of 
(a) 12, and 
(b) the number of months in whole or in part that are in the 
period that begins on the day on or before which the pre- 
ape form is required to be filed and ends on the day it is 


History: Subsec. 149(7.1) added by 1996, c 21, subsec, 37(4), applicable to taxation 
years that end after February 27, 1995. 


(8) Interpretation of para. (1)(j) — For.the purpose of paragraph 
(1)Q), 
(a) a corporation is controlled by another corporation if more 
than 50% of its issued share capital (having full voting rights 
under all circumstances) belongs to 


(i) the other. corporation, or 


(ii) the other corporation and persons with whom ‘the other 
corporation does not deal at arm’s length, 


but a corporation shall be deemed not to have, acquired control 
of a corporation if it has not purchased, (or otherwise acquired 
for a consideration) any of the shares in the capaiad stock of that 
corporation; and 


(b) there shall be included in computing a corporation’s income 
and in determining its gross revenue the amount of all gifts re- 
ceived by the corporation and all amounts contributed to the cor- 
poration to be used for scientific research and experimental 
development. 


Related Provisions: 256(6), (6.1) — Extended meaning of “control”. 


History: Para. 149(8)(b) amended by 1996, c 21, subsec. 37(5), applicable to taxation 
years that begin after June 1995. Para. (b) formerly read: 


(b) there shall be included in computing a corporation’s income all gifts received 
by the corporation and all amounts contributed to the corporation to be used for 
scientific research and experimental development. 


(9) Rules for determining gross revenue — In determining 
the gross revenue of a corporation for the purpose of determining 
whether it is described by paragraph (1)(j) for a taxation year, 


(a) there may be deducted an amount not exceeding its gross 
revenue for the year computed without including or deducting 
any amount under this subsection; and 


(b) there shall: be included any amount that has been deducted 
under this subsection for the preceding taxation year. 
Related Provisions: 248(1) — Definition of “gross revenue”. 
History: Subsec. 149(9) amended by. 1996, c 21, subsec. 37(6), applicable to taxation 
years that begin after June 1995. Subsec. (9) formerly read: 
(9) Rules — In computing the income of a corporation for the purpose of deter- 
mining whether it is described by paragraph (1)(j) for/a taxation year, 


(a) there may be deducted an amount not exceeding its income for the year 
computed without including or deducting any amount under this subsection; 
and 


(b) there shall be included any amount that has been deducted under this 
subsection for the immediately preceding taxation. year. 


(10) Exempt corporations [becoming or ceasing to be:ex- 
empt] — Where, at any time (in this subsection referred to as “that 
time”), a corporation becomes or ceases to be exempt from tax 


S. 149(10) 


under this Part on its taxable income otherwise than by reason of 
paragraph (1)(t), the following rules apply: 


(a) the taxation year of the corporation that would otherwise 
have included that time is deemed to have ended. immediately 
before that time, a new taxation year of the corporation is 
deemed to have begun at that time and, for the purpose of deter- 
mining the taxpayer’s fiscal period after that time, the taxpayer 
is deemed not to have established a fiscal period before that 
time; 

(a.1) for the purpose of computing the corporation’s income for 
its first, taxation year ending after that time, the corporation shall 
be deemed to have deducted under sections 20, 138 and 140 in 
computing its income for its taxation year ending immediately 
before. that time, the greatest amount that could have been 
claimed or deducted for that,.year as a reserve under those 
sections; 


(b) the corporation is deemed to have disposed, at the time (in 
this subsection referred to as the “disposition time”) that is im- 
mediately before the time that is immediately before that time, 
of each property that was owned by it immediately before. that 
time for an amount equal to its fair market value at that time and 
to have reacquired the property at that time at a cost equal to that 
fair market value; 


(c) for the purposes of applying sections 37, 65 to 66.4, 66.7, 
111 and 126, subsections 127(5) to (26) and section 127.3 to the 
corporation, the corporation is deemed to be a new corporation 
the first taxation year of which began at that time; and 


n insurers in aan 
‘particular time and the 
arket value ane 


(d) where, immediately before the disposition time, the corpora- 
tion’s cumulative eligible capital in respect of a business ex- 
ceeds the total of 


(i) 4 of the fair market value of the eligible capital property 
in respect of the business, and 


(ii) the amount otherwise deducted under paragraph 20(1)(b) 
in computing the corporation’s income from the business for 
the taxation year that ended immediately before that time, 


the excess shall be deducted under paragraph 20(1)(b) in com- 
puting the corporation’s income from the business for the taxa- 
tion year that ended immediately before that time. 


Related Provisions: 16(2), (3) — Obligation issued at discount; 54‘‘superficial 
loss’(c), (g) — Superficial loss rule does not apply; 87(2.1)(b) — Losses of predeces- 
sor corporation; 89(1.2) — Capital dividend account of corporation ceasing to be tax- 
Disposition of an interest in a partnership; 124(3) — Crown agents; 
149(6) — Apportionment rule; 216(1) — Alternative re rents and timber royalties; 
219(2) — Exempt corporations; 227(14) — Application of Parts III, IV and VI to cer- 
tain public corporations. 


History: Paras. 149(10)(a), (b) to (d) amended by 1998, c. 19, subsecs. 178(5), (6), 
applicable to a corporation that becomes or ceases to be exempt from tax on its taxable 
income under Part I of the Act after April 26, 1995. Those paras. formerly read: 


(a) the taxation year of the corporation that would otherwise have included that 
time shall be deemed to have ended immediately before that time and a new 
taxation year of the corporation shall be:deemed to have commenced at that 
time; 
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(b) the corporation shall be deemed to have disposed, immediately before the 
time that is immediately before that time, of each property (other than, where, at 
that time, the corporation ceases to be exempt from tax under this Part on its 
taxable income, a Canadian resource property or a foreign resource property) 
that was owned by it immediately before that time for an amount equal to its fair 
market value at that time and to have reacquired the property at that time at a 
cost equal to that fair market value; 


(c) where paragraph (b) applies in respect of depreciable property of the corpora- 
tion and the capital cost thereof to the corporation immediately before the dispo- 
sition exceeds the fair market value thereof at that time, for the purposes of sec- 
tions 13 and 20 and any regulations made under paragraph 20(1)(a), 


(i) the capital cost of the property to the corporation at that time shall be 
deemed to be the amount that was its capital cost thereof immediately before 
the disposition, and 


(ii) the excess shall be deemed to have been allowed to the corporation in 
respect of the property under regulations made under paragraph 20(1)(a) in 
computing its income for taxation years ending before that time; and 


(d) notwithstanding section 111, no amount is deductible in computing the cor- 
poration’s taxable income for a taxation year ending after that time in respect of 
a non-capital loss, net capital loss, restricted farm loss, farm loss or limited part- 
nership loss for a taxation year ending before that time to the extent that the loss 
could have been applied to reduce the corporation’s taxable income for taxation 
years ending before that time. 


Para. 149(10)(a.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 88(3), applica- 
ble to 1992 et seq. 


Interpretation Bulletins: IT-302R3: Losses of a corporation — the effect that acqui- 
sitions of control, amalgamations, and windings-up have on their deductibility — after 
January 15, 1987; IT-409: Winding-up of a non-profit organization (archived). 


Charities Policies: CPS-017: Effective date of registration. 


(11) [Repealed] 


History: Subsec. 149(11) repealed by 1998, c. 19, subsec. 178(7), in force on June 18, 
1998. Subsec. 149(11) formerly read: 


(11) Exception — Subsection (10) does not apply to a corporation that ceases to 
be exempt from tax under this Part after November 12, 1981 by reason of control 
of the corporation being acquired by a person or persons pursuant to an agree- 
ment in writing entered into on or before that date. 


7 Proposed Ad lition — 149(11) 
(11) Geographical boundaries - — bod 
government functions — For the purpose of this sec t 


geographical boundaries of a municipa public body performing 
a function of g0" ernment ae 


spect of which an Act of Paanent or Be es given 
effect by an Act of Parliament recognizes or grants to the body 
a power to impose taxes; or 


(b) if paragraph (a) does not apply, ‘the geographic 
ries within which that body has been authorized by the laws . 
Canada or of a province to exercise that function. . : 


Application: The July 16, 2010 draft legislation (Part ‘1 —techr She subsec. 
ei will add subsec. 149(11), senliatle to taxation ha that caine after May 8,2 / 


Nosiectiate sdb 152(4) to Gye any neat as a oe 's ek 
under the Act for any taxation year that began before February 27, 2004 shall ve 
made that is necessary to give effect to the amendment. Ly : 


Technical Notes (July 2010): Subsection 149(11) is addda to define, for ibe 
purposes of section 149, the geographical boundaries of a ‘municipal or public body 
performing a function of government in Canada. Those boundaries are defined as - 
encompassing the area in respect of which an Act of Parliament or an agreement - 
given effect by an Act of Parliament recognizes or ‘grants to the body a power to 
impose taxes; or if there has been no such recognition or grant, the area within which - 
the body has been authorized by the laws of Canada or of a province t to exercise That 
function. y 


For example, if a Tena Sei covering First Nation meets the definition: of “ 
public body performing a function of government in Canada,” it is intended that me : 
relevant geographic boundary would delineate the area where the self-government 
agreement, or the statute enacting self-government powers, provides the First Nation — 
authority to impose direct taxes. As a second example, if a particular Indian Band 
meets the definition of ‘a public body performing a function of government in Can- 
ada,” it is intended that the geographic boundary of the Indian Band be the band’s 
reserves as defined in the Jndian Act. Similarly, if a particular school board meets the 
definition of “a municipal or public body performing a function of government in 
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Canada” 
of jurisdiction of the board as defined by provincial legislation or regulation. — 


(12) Information returns — Every person who, because of para- 
graph (1)(e) or (1), is exempt from tax under this Part on all or part 
of the person’s taxable income shall, within 6 months after the end 
of each fiscal period of the person and without notice or demand 
therefor, file with the Minister an information return for the period 
in prescribed form and containing prescribed information, if 


(a) the total of all amounts each of which is a taxable dividend 
or an amount received or receivable by the person as, on account 
of, in lieu of or in satisfaction of, interest, rentals or royalties in 
the period exceeds $10,000; 


(b) at the end of the person’s preceding fiscal period the total 
assets of the person (determined in accordance with generally 
accepted accounting principles) exceeded $200,000; or 


(c) an information return was required to be filed under this sub- 
section by the person for a preceding fiscal period. 


Related Provisions: 149.1(14) —Charity information return; 162(7)(a) — Penalty 
for failure to file; 233 — Demand for information return. 


History: Subsec. 149(12) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 88(4), 
applicable to fiscal periods ending after 1992. 


Interpretation Bulletins: IT-496R: Non-profit organizations. 


Forms: T1044: Non-profit organization (NPO) information return; T4117: Income tax 
guide to the Non-Profit Organization (NPO) information return [guide]. 


Registered Charities Newsletters: 19 (what is the difference between a registered 
charity and a non-profit organization?). 


Selected Cases [s. 149]: Lutheran Life Insurance Society of Canada y. Canada, 
[1991] 2 C.T.C. 284 (FCTD) (Non-profit fraternal benefit society cannot deduct in- 
come from non-insurance fraternal sources from investment income; fraternal divi- 
dends deductible from life insurance income when paid back for non-insurance frater- 
nal purposes). 


Definitions [s. 149]: “allowable capital loss” — 38(b), 248(1); “amateur athlete 
trust” — 143.1(1)(a) [to be repealed], 143.1(1.2)(a) [proposed], 248(1); “amount” — 
248(1); “beneficially interested” — 248(25); “business” — 248(1); “Canada” — 255, 
Interpretation Act 35(1); “Canadian resource property” — 66(15), 248(1); “cemetery 
care trust” — 148.1(1), 248(1); “control” — 149(8); “controlled” — 256(5.1), (6), 
(6.1); “controlled directly or indirectly” — 256(5.1), (6.2); “corporation” — 248(1), In- 
terpretation Act 35(1); “deferred profit sharing plan” — 147(1), 248(1); “depreciable 
property” — 13(21), 248(1); “dividend”, “employed” — 248(1); “eligible funeral ar- 
rangement” — 148.1(1), 248(1); “employees profit sharing plan” — 144(1), 248(1); 
“employment” — 248(1); “farm loss” — 111(8), 248(1); “farming” — 248(1); “filing- 
due date” — 150(1), 248(1); “fishing” — 248(1); “foreign resource property” — 
66(15), 248(1); “geographical boundaries” — 149(11); “gross revenue” — 149(8)(b), 
149(9), 248(1); “Her Majesty” — Interpretation Act 35(1); “immovables” — Quebec 
Civil Code art. 900-907; ; “insurer” — 248(1); “inter vivos trust” — 108(1), 248(1); 
‘“nterest” in real property — 248(4); “life insurance business” — 248(1); “limited part- 
nership loss” — 96(2.1)(e), 248(1); “Minister” — 248(1); “net capital loss”, “non-capi- 
tal loss” — 111(8), 248(1); “office” —248(1); “outside the geographical bounda- 
ries” — 149(1.2); “owned” — 149(1.3); “Parliament” — Interpretation Act 35(1); 
“person”, “prescribed”, “property” — 248(1); “province” — Interpretation Act 35(1);_ 
“qualifying environmental trust” — 248(1); “qualifying share” — 192(6), 248(1) [not 
intended to apply to s. 149]; “real right in immovables” — 248(4.1); “registered disa- 
bility savings plan” — 146.4(1), 248(1); “registered pension plan” — 248(1); “regis- 
tered retirement income fund” — 146.3(1), 248(1); “registered retirement savings 
plan” — 146(1), 248(1); “registered supplementary unemployment benefit plan” — 
145(1), 248(1); “regulation” — 248(1); “related” — 251(2); “related segregated fund 
trust” — 138.1(1)(a); “resident in Canada’ — 250; “restricted farm loss” — 31, 248(1), 
“retirement compensation arrangement”, 
opment” — 248(1), Reg. 2900(1); “servant” — 248(1)“employment’; “share”, “share- 
holder”, “specified shareholder”, “subsidiary wholly-owned corporation” — 248(1); 
“TFSA” — 146.2(5), 248(1); “taxable capital gain” — 38(a), 248(1); “taxable in- 
come” — 2(2), 248(1); “taxation year” — 249; “taxpayer” —248(1); “trust” — 
104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


Interpretation Bulletins [s. 149]: IT-151R5: Scientific research and experimental 
development expenditures; IT-167R6: Registered pension plans —employee’s contri- 
butions; IT-269R4: Part IV tax on dividends received by a private corporation or a 
subject corporation; IT-362R: Patronage dividends. 


Charities 


149.1 (1) Definitions — In this section and section 149.2, 
Related Provisions: 172(6), 187.7 — Application of subsec. 149.1(1). 


History: The opening words of subsec. 149.1(1) amended to add “and section 149.2” 
by 2007, c. 35, subsec. 46(1), applicable after March 18, 2007. 
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it is intended that the geographic boundary of the school board be the area” 
ASE | 


“scientific research and experimental devel-° 
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“capital gains pool’’ — [Repealed] 
History: The definition “capital gains pool” repealed by 2010, c. 25, subsec. 37(1), 


applicable to taxation years that end after March 3, 2010. It formerly read: 
“capital gains pool’, of a registered charity for a taxation year, means the amount 
by which 


(a) the total of all amounts, each of which is the amount of a capital gain of 
the charity from the disposition of an enduring property after March 22, 
2004 and before the end of the taxation year (other than a capital gain from a 
disposition of a bequest or an inheritance received by the charity in a taxa- 
tion year that included any time before 1994) that is declared by the charity 
in an information return under subsection (14) for the taxation year during 
which the disposition occurred, 


exceeds c 


(b) the total of all amounts, each of which is the amount, determined for a 
preceding taxation year of the charity that began after March 22,:2004, that 
is the lesser of the amount determined under paragraph (a) of the description 
of A.1 in the definition “disbursement quota” and the amount claimed by the 
charity under paragraph (b) of that description; 


The definition “capital gains pool” in subsec. 149.1(1) added by 2005, c. 19, subsec. 
35(2), applicable to taxation years, that begin after March 22, 2004. 


“charitable foundation” means a corporation or trust that is con- 
stituted and operated exclusively for charitable purposes, no part of 
the income of which is payable to, or is otherwise available.for, the 
personal benefit of any proprietor, member, shareholder, trustee. or 
settlor thereof, and that is not a charitable organization; 

Related Provisions: 149 —Exemptions; 149.1(6.1) — Charitable . purposes; 


149.1(12)(b) — Rules — income; 149.1(22) — Refusal by Minister to register founda- 
tion; 188.1(4), (5) — Penalty for conferring undue benefit on a person. 


Interpretation Bulletins: IT-83R3: Non-profit organizations — Taxation of income 
from property. 


Forms: RC4106: Registered charities operating outside Canada [guide]; T2050: Ap- 
plication to register a charity under the ITA; T4063: Registering a charity for income 
tax purposes [guide]. 


“charitable organization’? means an organization,.whether. or not 
incorporated, 


_ Proposed Amendment — 149. MON Sal 
: organization” opening words — 


aS aritable organization”, at al particular tin time, means ‘an or 

ganization, whether or not incorporated, __ ~ 

Application: The July 16, 2010 dra sislation (Part. § scechaeslic susee., 
in 


gh 
109(2), will amend the opening words of the definition “ ‘chantable organization” 
subsec. 149. AC) | to read as above, applicable after 1999, 


Technical Notes (July 2010): See under 149. lait organization : 
below. L 


(a) all the resources of which are devoted to charitable activities 
carried on by the organization itself, 


(b) no part of the income of which is payable to, or is otherwise 
available for, the personal benefit of any proprietor, member, 
shareholder, trustee or settlor thereof, 


(c) more than 50% of the directors, trustees, officers or like offi- 
cials of which deal with each other and with each of the other 
directors, trustees, officers or officials at arm’s length, and 


(d) where it has been designated as a private foundation or pub- 
lic foundation pursuant to subsection (6.3) of this. section or sub- 
section 110(8.1) or (8.2) of the Income Tax Act, chapter 148. of 
the Revised Statutes of Canada, 1952, or has applied after Feb- 
ruary 15, 1984 for registration under paragraph 110(8)(c) of that 
Act or under the definition “registered charity” in subsection 
248(1), not more than 50% of the capital of which has been con- 
tributed or otherwise paid into the organization by one person or 
members of a group of persons who do not deal with each other 
at arm’s length and, for the purpose of this paragraph, a refer- 
ence to any person or to members of a group does not include a 
reference to Her Majesty in right of Canada or a province, a mu- 
nicipality, another registered charity that is not a private founda- 
tion, or any club, society or association described in paragraph 
149(1)(1); 


S. 149.1(1) cha 


Pr posed Amendment — 149.1(1)charitable 
: rganization”(c), (d) 


(os more than 50% of the directors, trustees, officers or like 
officials: of which deal at arm’s length with each other and 
with : 


_ (i) each a the ober directors, trustees, oefigers and like of- 
ficials of the organization, 


Gi) each person: described by subparagraph (dQ) or (ii), 
and 


| ip each ener . a = oe persons (other than Her 
Majesty in right of Canada or of a province, a municipality, 
another registered charity that is not a private foundation, 
_and any club, society or association described in paragraph 
_ 149(1)()) who do not deal with each other at arm’s length, 
the group would, if it were a person, be a person de- 
cribed by subparagraph (d)(i), and 


 @) that is not, at the particular time, and would not at the nar 
ticular time be, if the organization were a corporation, con- 
rolled directly or indirectly i in any manner whatever 


(i) by a person (other than Her Majesty in right of Canada 
, a municipality, another registered charity 
rivate foundation, and any club, society or 
bed in paragraph 149(1)()), 


diately after the particular time, has con- 
O the organization amounts that are, in total, 
eater than 50% of the capital of the organization im- 
diately after the particular time, and 


B) who immediately after the person’s last contribution 
t or before the particular time, had contributed to the 
_ organization amounts that were, in total, greater than _ 
_ 50% of the capital of the organization immediately after _ 
the making of that last contribution, or 


ou by a person, or by a group of persons that do not deat at 
vith each other, if the person or any member — 
oes not deal at arm’s wee with a person — 


subsec. 49. o to toad as above, applicable after 1999 except that, in respect of a 
charitable organization that was not designated before 2000 as a private foundation 
or a public foundation under subsec. 149.1(6.3) or under subsec. 110(8.1) or (8.2), as 
enacted by R.S.C. 1952, c. 148 [repealed; see Pre-RSC History to 110(8.1), (8.2) on 
TaxPariner or Taxnet Pro], and that has not applied after February 15, 1984 for re- 
gistration under para. 110(8)(c) of that Act [repealed; see Pre-RSC History to 110(8)] 
or under 248(1)“registered charity’, subparas. (c)(ii) and (ii) of the definition “chari- 
table organization”, as amended, are applicable after the earlier of the day, if any, on 
which the organization is designated after 1999 as a private foundation or a public 
foundation under subsec. 149.1(6.3), and December 31, 2004. 


Technical. Notes (July 2010): The definition “charitable olgalization” wiowides 
1 50% of the aiehors, trustees, officers or similar officials ofa. dae 


spplied for registration February 15, 1984 ae which has 
ivate or public foundation, the es ‘charitable organiza- 


f persons not dealing with each other at arm’s length. This defini- 
tion is amended to replace the “contribution” test with a “control” test. As a result, a 
charity will not be disqualified from being treated as a charitable organization solely 
because a person, or a group of persons not dealing with each other at arm’s length, 
has contributed moré than 50% of the charity’ s capital. However, sucha person or 
group is not permitted to control the charity in any way, nor may the person or the 
members of the group represent more than ae of the —. trustees, officers and 
similar officials of the charity. : 


Letter from Nee of Finance, Sent. 1, 2001: 
ee ages 


ent nei concerning the capital restriction i in ‘te defini- 
ion of not more than 50% of the capital contributed to the 
by | one person or a group of persons not dealing at arm’s length. 


This sbiates has been brought to our attention recently in the context that it could 
have unintentional implications prohibiting large one-time donations. 
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From a tax policy perspective, we agree that the income tax provisions should not 
have the effect of prohibiting or limiting charitable giving. Under the current defini- 
tion of “charitable organization”, the capital restriction of not more than 50% could 
unintentionally have that effect. i sf 


Consequently, and in light of the other restrictions in the income tax provisions in- 
cluding disbursements requirements, we are recommending to the Minister of Fi- 
nance that the definition “charitable organization” in subsection 149.1(1) of the Act 
be amended to ensure that in certain circumstances large donations are not prohib- 
ited. In particular, we are recommending the replacement of the current contribution 
test with a post-donation test. This test will require that, at all times after the dona- 
tion, any person (or group of persons not dealing at arm’s length) contributing more 
than 50% of the capital of the organization must deal at arm’s length with more than 
half of the directors, trustees and officers of the organization, and must not have any 
direct or indirect influence over the organization such that, if exercised, it would be 
reasonable to conclude that the person (or group) controls the ree or one or 
more activities of the organization. __ 


We are recommending that such an amendment ee for the ce of determining 
an organization’s status after 1999. If the recommendation is acted upon, we antici- 
pate that the amendment would be included in a future income i technical bill. 
Yours sincerely, 
Len Farber : 
General Director, Tax Legislation Division a 
[See also the proposed amendment to 149.1(1)“public foundation” — ed.] 


CRA news release, July 11, 2007: Charities Directorate begins administering 
proposed changes relating to new tests for designation of charities — 


The Charities Directorate is now administering the proposed changes’ to the defini- 
tions of “charitable organization” and “public foundation”, which also affects the 
concept of “private foundation” as defined in the Income Tax Act (the “Act”). The 
new definitions are included in Bill C-33 [later Bill C-10, then the July 16, 2010 draft 
legislation, still not enacted as of ey 2011 -—ed.], Income Tax Amendments s 
Act, 2006. 


Bill C-33 [now the July 16, 2010 draft legislation — ed.] replaces the Southuton 
test” with a new “control test”. The former definitions used a “contribution test 
whereby if a person, or group of persons not dealing with each other at arm’s length, © 
contributed more than 50% of the charity’s capital, that charity could only be desig- _ 
nated as a private foundation. 


Under the new “control test”, a charity will not be disqualified from being treated as 

a charitable organization or public foundation based solely on the source of its fund- _ 
ing. Instead, the “control test” allows a person, or group of related persons, to con- 
tribute more than 50% of the charity’s capital provided they do not control the char- 
ity in any way. In addition, this person, or members of the related group, may not 
represent more than 50% of the directors, trustees, officers and similar officials of the 
charity. Failure to satisfy the “control test” will result in a charity oe — as 

a private foundation. . 


The Charities Directorate is now applying the “contol set in its review of Aa) 
tions for registration and re-designation. Applications for re-designation can be made 
retroactively for taxation years that begin after 1999. However, the proposed legisla- 
tion contains a limited 90-day timeframe within which a registered charity can apply _ 
for re-designation for a prior taxation year. As such, registered charities have until 90 
days after Bill C-33 [now the July 16, 2010 draft legislation — ed.] receives Royal 
Assent to apply for retroactive re-designation. Applications received after that date 
will still fall under these new rules, but the re- chen ee og ge a effective 
for future taxation years. : 


A “What’s New” will be posted on the Dresden s Web site advising charities of 


the date on which Bill C-33 [now the July 16, 2010 draft ames — ee receives 


Royal Assent and the date on which the 90-day period expires. 


The Charities Directorate is currently developing ¢ guidelines for applyand the cr 
“control test” with respect to registered charities. The guidelines will be available in 
the near future on the Directorate’s Web site at: www.cra.gc.ca/charities. _ 


Related Provisions: 149 — Exemptions; 149.1(6), (6.2) — Whether resources de- 
voted to charitable activities; 149.1(6.3) — Designation as public foundation, etc.; 
149.1(6.4) — Registered national arts service organization deemed to be charitable or- 
ganization; 149.1(12)(b) — Rules — income; 149.1(22) — Refusal by Minister to reg- 
ister foundation; 188 — Revocation tax; 188.1(4), (5) — Penalty for conferring undue 
benefit on a person; 256(5.1), (6) — Meaning of “controlled, directly or indirectly”. 


Selected Cases [subsec. 149.1(1)“charitable organization”): Earth 
Fund/Fond pour la Terre v. MNR, [2003] 2 C.T.C. 10 (FCA) (Mere intention to do 
something charitable not sufficient); Canadian Magen Dayid Adom for Israel v. MNR, 
[2002] 4 C.T.C. 422 (FCA) (Inability to demonstrate that donations being used for 
charitable purposes sufficient to justify de-registration); Vancouver Society of 
Immigrant & Visible Minority Women v. MNR, [1999] 2 C.T.C. 1 (SCC); aff g [1996] 2 
C.T.C. 88 (FCA) (Valid charitable organization must be constituted exclusively for 
charitable purposes); Everywoman’s Health Centre Society (1988) v. Canada, [1991] 2 
C.T.C. 320 (FCA) (Free-standing abortion clinic is a charity within common law 
meaning); National Model Railroad Association v. MNR, [1989] 1 C.T.C. 300 (FCA) 
(Taxpayer not charitable organization when activities have a “public character”); 
Toronto Volgograd Committee v. MNR, [1988] 1 C.T.C. 365 (FCA) (Registration re- 
fused when activities political); Positive Action Against Pornography v. MNR, [1988] 1 
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C.T.C. 232 (FCA) (Registration refused when society not constituted for “advancement 
of education”); Native Communications Society of B.C. v. MNR, [1986] 2 C.T.C. 170 
(FCA) (Objects of non-profit corporation for benefit of community held charitable). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-83R3: Non-profit organizations — Taxation of income 
from property. See also at end of s. 149.1. 


Registered Charities Newsletters: 11 (consultation on registering organizations 
that provide rental housing for low-income); 15 (facts and figures about charities and 
the CRA today; registered charities as internal divisions of other charities; elimination 
of racial discrimination as a charitable purpose); 17 (new policy statement on promot- 
ing racial equality; contact information); 20 (facts and figures; working outside Can- 
ada; working with others); 27 (facts and figures about charities and the CRA in 2005); 
28 (facts and figures); 31 (disbursement quota — charitable organizations take note); 
31 33 (My Business Account for charities). 


Charities Policies: CPC-003; Umbrella organization (see also July 29, 2005 consul- 
tation on proposed guidelines for the registration of umbrella organizations); CPC-004: 
Housing to the aged; CPC-011: Promotion of employment; CPC-013: Relief of pov- 
erty — advancement of education; CPC-022:, Administration of registered charities’ 
group insurance; CPC-027: Whether publishing a magazine can be considered a chari- 
table activity under the advancement of education; CPS-001: Applicants that are estab- 
lished to hold periodic fundraisers; CPS-002: Relief of the aged; CPS-003: Daycare 
facilities; CPS-004: Applicants with broad object clauses; CPS-005: Festivals and the 
promotion of tourism; CPS-006: Registered charities making improvements to property 
leased from others; CPS-008: Organizations established to assist other charities; CPS- 
009: Holding of property for charities; CPS-010: Registration of arts festivals; CPS- 
(12: Benefits to aboriginal peoples of Canada; CPS-013: School councils; CPS-015: 
Registration of organizations directed at youth; CPS-016: Distinction between self-help 
and members’ groups; CPS-019: What is a related business?; CPS-020: Applicants that 
are established to relieve poverty by providing rental housing for low-income tenants, 
CPS-021: Registering charities that promote racial equality, CPS-023: Applicants as- 
sisting ethnocultural communities; CPS-028: Fundraising by registered charities. 


Forms: RC4106: Registered charities operating outside Canada [guide]; T2050: Ap- 
plication to register a charity under the ITA; T2095: Registered charities — application 
for re-designation, T4063: Registering a charity for income tax purposes [guide]; 
T4118: Auditing charities [booklet]. 


“charitable purposes” includes the disbursement of funds to quali- 
fied donees; 


Charities Policies: CPC-014: Provision of goods and services. See under 
149.1(1)“charitable organization” for Policies on whether the objects of an organization 
entitle it to registration as a charity. 


“charity” means a charitable organization or charitable foundation; 
Related Provisions: 149(1)(f) — Exemptions for registered charity; 149(1)(1) — 
Non-profit organizations; 188 — Revocation tax; 248(1) — “registered charity”. 
Interpretation Bulletins: IT-496R: Non-profit organizations. 

Registered Charities Newsletters: See under 248(1)“registered charity”. 
Forms: T2050: Application to register a charity under the ITA; T2095: Registered 


charities — application for re-designation; T4063: Registering a charity for income tax 
purposes [guide]. 


_Proposed Addition — 149. 1(1)Feompensation” 


“compensation” includes salaries, wages, commissions, bonuses, 
fees and honoraria, pes the value. of taxable and non- -taxable 
benefits; er : . ; 
Application: Bill C-470 (Second Reading April 21, 2010; as in ae 


Committee on Finance, December 10, 2010), subsec. 1(1), will add the definition 
“compensation” to subsec. 149.1(1), applicable to 2012 er seq. : 


“designated gift” means that portion of a gift of property made in a. 


taxation year by a particular registered charity, to another registered 
charity with which it does not deal at arm’s length, that is desig- 
nated by the particular registered charity in its information return 
for the taxation year; 

Related Provisions: 149.1(1.1)(a) — Designated gift (DG) deemed. not spent on 


charitable activities; 149.1(4.1)(d), 188.1(12) — Receiving charity need not disburse 
DG; 149.1(12)(b)(i) — DG not included in receiving charity’s income. 


History: The definition “designated gift” added to subsec. 149.1(1) by 2010, c. 25, 
subsec. 37(3), applicable to taxation years that end after March 3, 2010. 


“disbursement quota’’, for a taxation year of a registered. charity, 
means the amount determined by the formula 


A x B x 0.035/365 
where 
A is the number of days in the taxation year, and 
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(a) the prescribed amount for the year, in respect of all or a 
portion of a property owned by the charity at any time in the 
24 months immediately preceding the taxation year that was 
not used directly in charitable:activities or administration, if 
that amount is greater than 


(i) if the registered charity is a charitable organization, 

$100,000, and 

(ii) in any other case, $25,000, and 

(b) in any other case, nil; 

Related Provisions: 149.1(1.2) — Authority of Minister — calculation of pre- 
scribed amount; 149.1(2)(b) — Charitable organization must expend DQ each year; 
149.1(3)(b) — Public foundation must. expend DQ each year; 149.1(4)(b) — Private 
foundation must expend DQ each year; 149.1(4.1) — Anti-avoidance .rule re DQ; 
149.1(5) — Administrative reduction in DQ; 149.1(8) — If approved by Minister, ac- 
cumulated property not included in’ formula; 149.1(12) — Rules; 149.1(20), (21) — 
Carryforward or carryback of disbursement excess; 248(30)—(33) — Determination of 
eligible amount of gift; 257 — Formula cannot calculate to less than zero. 


History: The definition “disbursement quota” in subsec. 149.1(1) amended by 2010, c. 
25, subsec. 37(2); applicable to taxation years that end after March 3, 2010. It formerly 
read: 


“disbursement quota’, for.a taxation year of a registered charity,-means the 
amount determined by the formula 


A+A1+B+B.1 
where 
A is 80% of the total of all amounts each of which is the eligible amount of a 
gift for which the charity issued a receipt described in subsection 110.1(2) or 
118.1(2) in its immediately preceding taxation year, other than a gift that is 
(a) an enduring property, or 
(b) received from another registered charity, 
A,1 is the amount, if any, by which 
(a) the sum of 
(i) 80% of the total of all amounts, each of which is the amount of 
an enduring property of the charity (other than an enduring property 
described in subparagraph (ii), an enduring property that was: re- 
ceived by the charity as a specified gift; or a bequest or an inheri- 
tance received by the charity in a taxation year that included any 
time before 1994) to the extent that it is expended in the year, and 
(ii) the total of all amounts, each of which is the fair market value, 
when transferred, of an enduring property (other than an enduring 
property that was received by the charity as a specified gift) trans- 
ferred by the charity in the taxation year by way of gift to a quali- 
fied donee 
exceeds 


(b) the amount, if any, claimed by the charity, oe may not towed the 
lesser of 
(i) 3.5%. of the amount determined for D, and 


(ii) the capital gains pool of the charity for the taxation year, 


(a) in the case of a private foundation, the total of all amounts each of 
which is an amount received by it in its immediately preceding taxation 
year from a registered charity, other than an amount that is a specified 
gift or an enduring property, or 


(b) in the case of a charitable organization or a public foundation, 80% 
of the total of all amounts each of which is an amount received by it in 
its immediately preceding taxation year from a registered charity, other 
than an amount that is a specified gift or an enduring property, and 


B.1 is the amount determined by the formula 


C x 0.035 [D — (E + F)]/365 
where 
C_ is the number of days in the taxation year, 
D is 
(a) the prescribed amount for the year, in respect of all or a portion 
of a property (other than a prescribed property) owned by the char- 
ity at any time in the 24 months immediately preceding the taxation 


year that was not used directly in charitable activities or administra- 
tion, if that amount is greater than $25,000, and 


(b) in any other case, nil, 


Eis the total of the amount determined for subparagraph’ (a)(ii) of the 
description of A.1, and °/s of the total of the amounts determined for A 
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and subparagraph (a)(i) of the description of A.1, for the year in respect 
of the charity, and 


F is the amount equal to 


(a) in the case of a private foundation, the amount determined for B 
for the year in respect of the charity in accordance with paragraph 
(a) of the description of B, or 


(b) in the case of a charitable organization or a public foundation, */s 
of the amount determined for B for the :year in respect of the charity 
in accordance with paragraph (b) of the description of B; 


The definition “disbursement quota” in subsec. 149.1(1) amended by 2005, c. 19, sub- 
sec, 35(1),.applicable to taxation years that begin after March 22, 2004, except that, in 
applying the amendment to a taxation year that begins before 2009 of a charitable or- 
ganization registered by the Minister of National Revenue before March 23, 2004, the 
amount claimed by the charitable organization under para. (b) of the description of A.1 
is deemed to be nil. The definition formerly read: 


“disbursement quota” for a taxation year of a charitable foundation means the 
amount determined by the formula 


Cx 0.045 [D — (E+ F)] 
Ad Aili Rel avin tiodepoms en 20.4 
3 


where 


A is 80% of the total of all amounts each of which is the amount of a gift for 
which. the foundation issued |a receipt described: in subsection 110.1(2) or 
118.1(2) in its immediately preceding taxation year, other than 


. Proposed Amendment — Former 149. Abi dabei 
ae opening words 


ursement quota” in subsec. 149. ne to pane shows, peas to ie made 
after Deg ive! 2 002, but i ina taxation met that ae before March 23, 2004. 


ome charities: One factor in cal ing the chastened i 
roportion: of donations for which tax receipts are issued. 


Coenen to the addition of new subsection 248(3 1), the definition “disburse-_ 
ment quo! ” is to be read i in kite of gifts made after December 20, 2002 and ina 


gh : 
| ae see eo comm to new subsection ay Na 


(a) a gift of capital received by way of bequest or inheritance, 


(b) a gift received subject to a trust or direction to the effect that the 
property given, or property substituted therefor, is to be held by the 
, foundation for a period of not less than 10 years, or 


(c) a gift received from a registered charity, 


A.1 is 80% of the total of all amounts each of which is the amount of a gift 
ived i ina ina taxation year, to me extent that the amount oad the 2 tee 


‘habinrengiont quota” 
after December 20, 00 Dut in a taxation year that beg 


es 


‘disbursement quota”A open ~ 


(a) is expended in the year, and 
(b) was excluded from the disbursement quota of the foundation 


(i) because of paragraph (a) of the description of A for a taxation 
year that begins after 1993, or 


(ii) because of paragraph (b) of the description of A, 


(a) in the case of a private foundation, the total of all amounts each of 
which is ‘an amount received by it in its immediately preceding taxation 
year from a registered charity, other than an amount that is a specified 
gift, or 


(b) in the case of a public foundation, 80% of the total of all amounts 
each of which is an amount received by it in its immediately preceding 
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taxation year from a registered charity, other than an amount that is a 
specified gift, 


(o) 


is the number of days in the taxation year, 


D_ is the prescribed amount for the year in respect of property (other than a 
prescribed property) or a portion thereof owned by the foundation at any 
time in the immediately preceding 24 months that was not used directly in 
charitable activities or administration, 


Eis 5 of the total of the amounts determined for A and A.1 for the year in 
respect of the foundation, 


F is the amount equal to 


(a) in the case of a private foundation, the amount determined as the 
value of B for the year in accordance with paragraph (a) of the descrip- 
tion of B, or 


(b) in the case of a public foundation, */4 of the amount determined as the 
value of B for the year in accordance with paragraph (b) of the descrip- 
tion of B, and 


Gis, for each of the first 10 taxation years of the foundation commencing after 
1983, a portion of the amount, if any, by which 


(a) 90% of the amount, if any, by which the amount deducted by the 
foundation, for its last taxation year that commenced before 1984, pur- 
suant to paragraph 149.1(18)(a) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, as it read for that year, exceeds 
the total of the amounts determined in respect of the foundation under 
clauses 149.1(1)(e)(iv)(B) to (D) of that Act for its first taxation year 
commencing after 1983 


exceeds 


(b) the total of all amounts each of which is an amount that, for a pre- 
ceding taxation year, has been determined as the value of G or included 
under subparagraph 149.1(1)(e)(v) of the above-mentioned Act in deter- 
mining the disbursement quota of the foundation, 


that is not less than the amount obtained when such excess is divided by the 
difference between 10 and. the number of preceding taxation years of the 
foundation that commenced after 1983 and before the year. 


The formula in the definition “disbursement quota” in subsec. 149.1(1) amended by 
1998, c. 19, subsec. 179(1), applicable to taxation years that end after November 1991 
except that, for such taxation years that began before 1993, the formula shall be read 
without reference to “A.1”. The formula formerly read: 


C x 0.045 [D -(E+F)] e 
365 


The portion of the description of A in the definition “disbursement quota” in subsec. 
149.1(1) before para. (a) amended by the said c. 19, subsec. 179(2), applicable to taxa- 
tion years that end after November 1991. The portion formerly read: 


0.8A+A1+B+ G 


A is the total of all amounts each of which is the amount of a gift for which the 
foundation issued a receipt described in subsection 110.1(2) or 118.1(2) in 
its immediately preceding taxation year, other than 


The element A.1 added to the formula, its description added to the definition of “dis- 
bursement quota” in subsec. 149.1(1) and the description of E amended, by 1994, c. 21, 
subsecs. 74(1) to (3), applicable to taxation years that begin after 1992. The description 
of E formerly read: 


Eis the amount equal to °/s of the amount determined as the value of A for the 
year, 


That portion of the description of A in “disbursement quota” in subsec. 149.1(1) pre- 
ceding para. (a) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 123(1), to substi- 
tute “subsection 110.1(2) or 118.1(2)” for “paragraph 110.1(1)(a) or 118.1(1)(a)”, ap- 
plicable to 1988 et seg. except that in its application to the 1988 taxation year, that 
reference shall be read as “subsection 110.2 or 118.1(2) of this Act or paragraph 
110(1)(a) of the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 
as it applied to taxation years ending before 1988”. 


Regulations: 3701 (prescribed amount). 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-244R3: Gifts by individuals of life insurance policies as 
charitable donations. See also at end of s. 149.1. 


Charities Policies: CPC-005: Accumulation of property; CPC-021: Disbursement 
quota; CPS-009: Holding of property for charities; CPS-028: Fundraising by registered 
charities. 


Registered Charities Newsletters: 4 (issuing receipts for gifts of art); 9 (once a 
charity has met its DQ); 13 (revised registered charity information return T3010); 18 
(how does a charity calculate its DQ if it has received a gift in kind?); 19 (proposed 
disbursement quota changes); 20 (DQ listed in Notice of Confirmation; working 
outside Canada — DQ); 31 (disbursement quota — charitable organizations take note; 
disbursement quota shortfalls); 33 (new fundraising guidance). 


Forms: 11259: Capital gains and disbursement quota worksheet; T3010A: Registered 
charity information return; T4033A: Completing the registered charity information re- 
turn [guide]. 


Income Tax Act, Part I 


“divestment obligation percentage” of a private foundation for a 
particular taxation year, in respect of a class of shares of the capital 
stock of a corporation, is the percentage, if any, that is the lesser of 


(a) the excess, if any, at the end of the taxation year, of the per- 
centage of issued and outstanding shares of that class that are 
held by the private foundation over the exempt shares percent- 
age of the private foundation, and 


(b) the percentage determined by the formula 


A+B-C 
where 


A. is the percentage determined under this paragraph in respect 
of the private foundation in respect of the class for the pre- 
ceding taxation year, 


B. is the total of all percentages, each of which is the portion of 
a net increase in the excess corporate holdings percentage of 
the private foundation in respect of the class for the particular 
taxation year or for a preceding taxation year that is allocated 
to the particular taxation year in accordance with subsection 
149.2(5), and 


C is the total of all percentages, each of which is the portion of 
a net decrease in the excess corporate holdings percentage of 
the private foundation in respect of the class for the particular 
taxation year or for a preceding taxation year that is allocated 
to the particular taxation year in accordance with subsection 
149.2(7); 


Related Provisions: 149.2(3) — Net increase in the excess corporate holdings per- 
centage; 149.2(4) Net decrease in the excess corporate holdings percentage, 
188.1(3.1) — Penalty for having divestment obligation percentage; 188.1(3.2)-G3.5) — 
Avoidance of divestment obligation; 257 — Formula cannot calculate to less than zero. 


History: The definition “divestment obligation percentage” in subsec. 149.1(1) 
amended by 2009, c. 2, subsec. 55(2), applicable after March 18, 2007. The definition 
formerly read: 


“divestment obligation percentage” of a private foundation for a particular taxa- 
tion year, in respect of a class of shares of the capital stock of a corporation, is 
the percentage, if any, greater than 0%, determined by the formula 


A+B-C 
where 


A. is the percentage determined under this definition in respect of the private 
foundation in respect of the class for the preceding taxation year, 


B is the total of all percentages, each of which is the portion of a net increase 
in the excess corporate holdings percentage of the private foundation in re- 
spect of the class for the particular taxation year or for a preceding taxation 
year that is allocated to the particular taxation year in accordance with sub- 
section 149.2(5), and 


C is the total of all percentages, each of which is the portion of a net decrease 
in the excess corporate holdings percentage of the private foundation in re- 
spect of the class for the particular taxation year or for a preceding taxation 
year that is allocated to the particular taxation year in accordance with sub- 
section 149.2(7); 


The definition “divestment obligation percentage” added by 2007, c. 35, subsec. 46(2), 
applicable after March 18, 2007. 


Forms: T2081: Excess corporate holdings worksheet for private foundations, T2082: 
Excess corporate holdings regime for private foundations [guide]. 


“enduring property” — [Repealed] 


History: The definition “enduring property” repealed by 2010, c. 25, subsec. 37(1), 
applicable to taxation years that end after March 3, 2010. It formerly read: 


“enduring property” means property of a registered charity that is 


(a) a gift received by the charity by way of bequest or inheritance, including 
a gift deemed by subsection 118.1(5.2) or (5.3), 


(b) if the registered charity is a charitable organization, a gift from another 
registered charity (other than a gift described by paragraph (d) or received 
from another charity in respect of which more than 50% of the members of 
the board of directors or trustees do not deal at arm’s length with each mem- 
ber of the board of directors or trustees of the charitable organization) that is 
subject to a trust or direction to the effect that the property given, or property 
substituted for the gift, 


(i) is to be held by the charitable organization for a period of not more 
than five years from the date that the gift was received by the charitable 
organization, and i 
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(ii) is to be expended in its entirety over'the period referred to in the 
trust or direction 


(A) to acquire a tangible capital property of the charitable organiza- 
tion to be used directly in charitable activities or administration, 


(B) in the course of a program of charitable activities of the charita- 
ble organization that could not reasonably be completed before the 
end of the first taxation year of the charitable organization ending 
after the taxation year in which the gift was received, or 


(C) any combination of the uses described in clauses (A) and (B), 


(c) a gift received by the registered charity (referred to inthis definition as 
the “original recipient charity”), other than a gift received from another reg- 
istered charity, that is subject to a trust or direction to the effect that the 
property given,.or property substituted for the gift, is to be held by the origi- 
nal recipient charity or by another registered charity (referred to in this defi- 
nition as a “transferee”) for a period of not less than 10 years from the date 
that the gift was received by the original recipient charity, except that the 
trust or direction may allow the original recipient charity or the transferee to 
expend the property before the end of that period to the extent of the amount 
determined for a taxation year (for the charity or the transferee, as the case 
may be) by B.1 in the formula in the definition “disbursement quota”, or 


(d) a gift received by the registered charity as a transferee from an original 
recipient charity or another transferee of a property that was, before that gift 
was so received, an enduring property of the original recipient charity or of 
the other transferee because of paragraph (a) or (b) or this paragraph, or pro- 
perty substituted for the gift, if, in the case of a property that was an endur- 
ing property of an original recipient charity because of paragraph (b), the gift 
is subject to the same terms and conditions under the trust or direction as 
ee to the a8 to ee ong recipient tn 


The definition “enduring property” in subsec. 149.1(1) added by 2005, c. 19, subsec. 
35(2), applicable to taxation years that begin after March 22, 2004. 


Registered Charities Newsletters: 27 (enduring property Q&A). 


“entrusted shares percentage” — [Repealed] 


History: The definition “entrusted shares percentage” in subsec. 149.1(1) repealed by 
2009, c. 2, subsec. 55(1), applicable after March 18, 2007. It formerly read: 


“entrusted shares percentage” of a private foundation, in respect of a class of 
shares of the capital stock of a corporation, at any particular time means the 
percentage of the issued and outstanding shares of that class that are held at the 
particular time by the private foundation that are shares that were acquired by the 
private foundation by way of a gift that was subject to a trust or direction that the 
shares are to be held by the private foundation for a period ending not earlier 
than the particular time, if the gift was made 


(a) before March 19, 2007, 
(b) on or after March 19, 2007 and before March 19, 2012 


(i) under the terms of a will that was executed by a taxpayer before 
March 19, 2007 and not amended, by codicil or otherwise; on or after 
March 19, 2007, and 


(ii) in circumstances where no other will of the taxpayer was executed 
or amended on or after March 19, 2007, or 


(c) on or after March 19, 2007, under the terms of a testamentary or inter 
vivos trust created before March 19, 2007, and not amended on or after 
March 19, 2007; 


The definition “entrusted shares percentage” added by 2007, c. 35, subsec. 46(2), appli- 
cable after March 18, 2007. 


Forms: T2081: Excess corporate holdings worksheet for private foundations; T2082: 
Excess corporate holdings regime for private foundations [guide]. 


Exemptions S. 149.1(1) exe 


“equity percentage” of a person in a corporation has, subject to 
subsection 149.2(2.1), the same island as defined in subsection 
95(4); 

Related Provisions: 149.2(2.1)— Deemed ownership. 


History: The definition “equity percentage” in subsec. 149.1(1) added by 2009, c. 2, 
subsec. 55(4), applicable after March 18, 2007. 


“excess corporate holdings percentage” of a private foundation, 
in respect of a class of shares of the capital stock of.a corporation, 
at any time means 


(a) if the private foundation is not, at that time, a registered char- 
ity, 0%, 


(b) if the private foundation holds, at that time, an insignificant 
interest in respect of the class, 0%, and 


(c) in any other case, the number of percentage points, if any, by 
which the total corporate holdings percentage of the private 
foundation in respect of the class, at that time, exceeds the 
greater of 20% and the exempt shares percentage, at that time, of 
the private foundation in respect of the class; 


Related Provisions: 149.1(8) — Transitional rule. 


History: Para. (c) of the definition “excess corporate holdings percentage” in’ subsec. 
149.1(1) amended by 2009, c. 2, subsec. 55(3) to substitute “exempt shares” for “‘en- 
trusted shares”, applicable after March 18, 2007. 


The definition “excess corporate holdings percentage” added by 2007, c. 35, subsec. 
46(2), applicable after March 18, 2007. 


Forms: T2081: Excess corporate holdings worksheet for private foundations; 'T2082: 
Excess corporate holdings regime for private foundations [guide]. 


“exempt shares” held by a private foundation at any particular 
time means shares, of a class of the capital stock of a corporation, 


(a) that were acquired by the private foundation by way of a gift 
that was subject to a trust or direction that the shares are to be 
held by the private foundation for a period ending not earlier 
than the particular time, if the gift was made 


(i) before March 19, 2007, 
(ii) on or after March 19, 2007 and before March 19, 2012 


(A) under the terms of a will that was executed by a tax- 
payer before March 19, 2007 and not amended, by codicil 
or otherwise, on or after March 19, 2007, and 


(B) in circumstances where no other will of the taxpayer 
was executed or amended on or after March 19, 2007, or 


(iii) on: or-after March 19, 2007, under the terms of a testa- 
mentary or inter vivos trust created before March 19, 2007, 
and not amended on or after March 19, 2007, 


(b) that were last; acquired by the private foundation before 
March 19, 2007, other than shares that, at the particular time, 


(i) are described in paragraph (a), 
(ii) are listed on a designated stock exchange, or 


(iii) are shares of the capital stock of a particular corporation, 
which particular corporation has an equity percentage greater 
than 0% in a public corporation, a class of the shares of the 
capital stock of which is listed on a designated stock ex- 
change, if 


(A) a corporation (in this subparagraph referred to as a 
“controlled corporation” and which may, for greater cer- 
tainty, be the particular corporation) 


(1) owns one or more shares of a class of the capital 
stock of the public corporation, and 


(I) is controlled, directly or indirectly in any manner 
whatever, by one or more relevant persons in respect 
of the private foundation, or by the private foundation 
alone or together with one or more such relevant 
persons, 


(B) the private foundation, if it held directly the shares 
described in subclause (A)(1), would have an excess cor- 
porate holdings percentage (determined without reference 
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to subsection 149.2(8)) in respect of that class of ‘shares 
that is greater than 0%, and 


(C) the private foundation, alone or together with all con- 
trolled corporations, holds more than an insignificant in- 
terest in respect of the class of shares described in sub- 
clause (A)(I), or 


(c) that are substituted shares held by the private foundation; 


Related Provisions: 149.2(2.1))— Deemed ownership; 149.2(10) — Shares held 
through a trust on March 18/07. 


History: The definition “exempt shares” in subsec. 149.1(1) added by 2009, c. 2, sub- 
sec. 55(4), applicable after March 18, 2007. 


“exempt shares percentage” of a private foundation at any time, 
in respect of a class of shares of the capital stock of a corporation, is 
the total of all amounts, each of which is the percentage of the is- 
sued and outstanding shares of that class that are exempt shares 
held by the private foundation at that time; 


History: The definition “exempt shares percentage” in subsec. 149.1(1) added by 
2009, c. 2, subsec. 55(4), applicable after March 18, 2007. 


“material transaction” of a private foundation, in respect of a 
class of shares of the capital stock of a corporation, means a trans- 
action or a series of transactions or events in shares of the class, in 
respect of which the total fair market value of the shares of the class 
that are acquired or disposed of by the private foundation or any 
relevant person in respect of the private foundation as part of the 
transaction or series (determined. at the time of the transaction, or at 
the end of the series, as the case may be) exceeds the lesser of 


(a) $100,000, and 


(b) 0.5% of the total fair market value of all of the issued and 
outstanding shares of the class; 


Related Provisions: 149.2(2) — Avoidance transaction deemed to be material 
transaction. 


History: The definition “material transaction” in subsec. 149.1(1) added by 2007, c. 
35, subsec. 46(2), applicable after March 18, 2007. 


Forms: T2081: Excess corporate holdings worksheet for private foundations; T2082: 
Excess corporate holdings regime for private foundations [guide]. 


“non-qualified investment” of a private foundation means 


(a) a debt (other than a pledge or undertaking to make a gift) 
owing to the foundation by 


(i) a person (other than an excluded corporation) 


(A) who is a member, shareholder, trustee, settlor, officer, 
official or director of the foundation, 


(B) who has, or is a member of a group of persons who do 
not deal with each other at arm’s length who have, con- 
tributed more than 50% of the capital of the foundation, 
or 


(C) who does not deal at arm’s length with any person 
described in clause (A) or (B), or 


(ii) a corporation (other than an excluded. corporation) con- 
trolled by the foundation, by any person or group of persons 
referred to in subparagraph (i), by the foundation and any 
other private foundation with which it does not deal at arm’s 
length or by any combination thereof, 


(b) a share of a class of the capital stock of a corporation (other 
than an excluded corporation) referred to in paragraph (a) held 
by the foundation (other than a share listed on a designated stock 
exchange or a share that would be a qualifying share within the 
meaning assigned by subsection 192(6) if that subsection were 
read without reference to the expression “issued after May 22, 
1985 and before 1987”), and 


(c) a right held by the foundation to acquire a share referred to in 
paragraph (b), 


and, for the purpose of this definition, an “excluded corporation” is 


(d) a limited-dividend housing company to which paragraph 
149(1)(n) applies, 


Income Tax Act, Part I 


(e) a corporation all of the property of which is used by a regis- 
tered charity in its administration or in carrying on its charitable 
activities, or 


(f) a corporation all of the issued shares of which are held by the 
foundation; | 


Related Provisions: 189—Tax regarding non-qualified investment, 256(6), 
(6.1) — Meaning of “controlled”. 


History: Para. (b) of the definition “non-qualified investment” in subsec. 149.1(1) 
amended to substitute “designated stock exchange” for “prescribed stock exchange” by 
2007, c. 35, para. 68(2)(m), applicable after December 13, 2007. 


Para. (b) of the definition “non-qualified investment” amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 123(2), applicable with respect to shares issued after May 22, 
1985, other than shares issued before 1986 to which subsec. 192(6) of the former Act, 
as it read on May 22, 1985, is applicable. Para. (b) formerly read: 


(b) a share of a class of the capital stock of a corporation (other than an excluded 
corporation) referred to in paragraph (a) held by the foundation (other than a 
share listed on a prescribed stock exchange or a share that would be a qualifying 
share within the meaning assigned by subsection 192(6) if that subsection were 
read without reference to the words “after May 22, 1985 and before 1987”), and 
That portion of “non-qualified investment” following para. (c) substituted by 1994, c. 
7, Sch. Il (1991, c. 49), subsec. 123(3), applicable to taxation years beginning after 
1983. That portion formerly read; 
and, for the purpose of this definition, an “excluded corporation” is a limited 
dividend housing company to which paragraph 149(1)(n) applies or a corpora- 
tion the operations of which are confined to the holding of property used by a 
registered charity in its administration or in carrying on its charitable activities; 


Registered Charities Newsletters: 27 (what is a non-qualified investment?). 


“original corporate holdings percentage” of a private foundation, 
in respect of a class of shares of the capital stock of a corporation, 
means the total corporate holdings percentage of the private founda- 
tion, in respect of that class, held on March 18, 2007; 


History: The definition “original corporate holdings percentage” in subsec. 149.1(1) 
added by 2007, c. 35, subsec. 46(2), applicable after March 18, 2007. 


Forms: T2081; Excess corporate holdings worksheet for private foundations; T2082: 
Excess corporate holdings regime for private foundations [guide]. 


“private foundation” means a charitable foundation that is not a 
public foundation; 

Related Provisions: 149.1(6.3) — Designation as public foundation, etc.; 
149.1(13) — Designation of private foundation as public, 189 — Tax on private foun- 
dation with non-qualified investments; 248(1)“private foundation” — Definition ap- 
plies to entire Act. 


‘Interpretation Bulletins: IT-83R3: Non-profit organizations — Taxation of income 


from property. See also at end of s. 149.1. 
Forms: T2095: Registered charities — application for re-designation. 


Registered Charities Newsletters: 16 (policies: new rules for determining whether 
a charity is a private foundation), 33 (reminder to file Form T2081, Excess Corporation 
Holdings Worksheet for Private Foundations). 


“public foundation” means a charitable foundation of which, 


(a) where the foundation has been registered after February 15, 
1984 or designated as a charitable organization or private foun- 
dation pursuant to subsection (6.3) or to subsection 110(8.1) or 
(8.2) of the Income Tax Act, chapter 148 of the Revised Statutes 
of Canada, 1952, 


(i) more than 50% of the directors, trustees, officers or like 
officials deal with each other and with each of the other di- 
rectors, trustees, officers or officials at arm’s length, and 


(ii) not more than 50% of the capital contributed or otherwise 
paid in to the foundation has been so contributed or other- 
wise paid in by one person or members of a group of such 
persons who do not deal with each other-at arm’s length, or 


(b) in any other case, 


(i) more than 50% of the directors or trustees deal with each 
other and with each of the other directors or trustees at arm’s 
length, and 


(ii) not more than 75% of the capital contributed or otherwise 
paid in to the foundation has been so contributed or other- 
wise paid in by one person or by, a group of persons who do 
not deal with each other at arm’s length 
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and, for the purpose of subparagraph (a)(11), a reference to any per- 
son or to members of a group does not include a reference ‘to Her 
Majesty in right of Canada or a province, a municipality, another 
registered charity that is not a private foundation, or any club, soci- 
— or neassoctation desqnibed in ab edit 149(1)(); 


- 


icf “more, shan § 50% of 
; ai ERS of which deal 


y in ‘right of. Candia 
ler registered charity 


AG 2. as ride nee R ic 
n TaxPartmer or Taxn 


. The definition “public 
tees, officers or simile 
dation ‘maust deal with each other and with each of the | 
ficers or similar officials at arm’ $ length. 


This definition requires that not more hop 50% (75% it in some cases): ‘of! the foun 
tion’s odes can be, contributed, ya Benes or stomp of onus not Agha Ww 


each other at arm’s nee has contributed more than 50% of the foundati 
tal. However, such a person or group is not permitted to control the foundation in any — 


S..149.1(1) rel 


e than 50% of 


way, n nor or nay the person or the members of the group ‘represent me 
mbe - 


determining’ a founda-— 
we anticipate that the — 


Related Provisions: © 149.1(6.3) — Designation as public foundation, etc.; 
149.1113) — Designation of private foundation ‘as public; 248(1)“private- founda- 
tion” — Definition applies to entire Act. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-83R3: Non-profit organizations — Taxation of income 
from property. See also at end of s. 149.1. 


Forms: T2095: Registered charities — application for re-designation. 


Registered Charities Newsletters: 16 (policies: new rules for determining whether 
a charity is a private foundation). 


Charities Policies: CPC-002: Related business; CPS-009: Holding of property for 
charities; CPS-019: What is a related business?. 


‘qualified donee” means a donee described in any of paragraphs 
110.1(1)(a) and (b) and the definitions “total charitable gifts” and 
“total Crown gifts” in subsection 118.1(1); 


Related Provisions: 248(1)‘‘qualified. donee” — Definition applies. to entire Act. 


Registered “Charities Newsletters: 3° (registered national arts — service 
organizations). 

“qualified investment [para. 149.1(1)())’’? — [Repealed under for- 
mer Act] 


“related business’’, in relation to a charity, includes a business that 
is unrelated to the objects of the charity if substantially all persons 
employed by the charity in the carrying on of that business are not 
remunerated for that employment; 

Selected Cases [subsec.: 149.1(1)“related business”): Alberta Patinne on 
Mental Retardation v. R., [1987] 2:C.T.C. 70 (FCA); leave to appeal to SCC refused 
(1988), 87 N.R. 397 (note), (sub nom. Alta. Institute on Mental Retardation v. MNR) 
(Taxpayer operating for charitable purpose carrying on “related business” when income 
used in charitable activities). 

Registered Charities Newsletters: 13 (related business guidelines); 14 (related 
business); 15 (court news — related vs. unrelated business); 17. (new policy statement 
on related business); 27 (legalese for charities: meaning of “substantially all’). 


Charities Policies: CPC-002: Related business; CPS-001: Applicants that are estab- 
lished to hold periodic fundraisers; CPS-019: What is a related business?. 


“relevant person’ in respect of a private foundation means.a per- 
son who, at any time in respect of which the expression is relevant, 
deals not at arm’s length with the private foundation (determined as 
if subsection 251(2) were applied as if the private foundation were.a 
corporation), but does not include 


(a) a person who at that time-is considered to deal not at arm’s 
length with the private foundation solely because. of a right re- 
ferred to in paragraph 251(5)(b), or 
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(b) an individual 


(i) who at that time has attained the age of 18 years and lives 
separate and apart from any other individual (referred to in 
this definition as a “controlling individual”) who would, if 
the private foundation were a corporation, control, or be a 
member of a related group that controls, the private founda- 
tion, and 


(ii) in respect of whom the Minister is satisfied, upon review 
of an application by the private foundation, that the indivi- 
dual would, if subsection 251(1) were read without reference 
to its paragraphs (a) and (b), at that time, deal at arm’s length 
with all controlling individuals; 


History: The definition “relevant person” in subsec. 149.1(1) added by 2007, c. 35, 
subsec. 46(2), applicable after March 18, 2007. 


Forms: T2082: Excess corporate holdings regime for private foundations [guide]. 


“specified gift” — [Repealed] 
History: The definition “specified gift” repealed by 2010, c. 25, subsec. 37(1), appli- 
cable to taxation years that end after March 3, 2010. It formerly read: 


“specified gift” means that portion of a gift, made in a taxation year by a regis- 
tered charity, that is designated as a specified gift in its information return for the 
year; 


“substituted shares” held by a private foundation means shares ac- 
quired by the private foundation, in exchange for exempt shares 
held by the private foundation, in the course of a transaction to 
which section 51, subsection 85.1(1) or section 86 or 87 applies; 


History: The definition “substituted shares” in subsec. 149.1(1) added by 20089, c. 2 
subsec. 55(4), applicable after March 18, 2007. 


“taxation year” means, in the case of a registered charity, a fiscal 
period. 


Related Provisions: 188(1) — Deemed year-end on notice of revocation of charity 
registration. 


“total corporate holdings percentage” of a private foundation, in 
respect of a class of shares of the capital stock of a corporation, at 
any particular time means the percentage of the issued and out- 
standing shares of that class that are held at that time by the private 
foundation, or by a relevant person in respect of the private founda- 
tion who holds a material interest in respect of that class; 


History: The definition “total corporate holdings percentage” in subsec. 149.1(1) ad- 
ded by 2007, c. 35, subsec. 46(2), applicable after March 18, 2007. 

Selected Cases [subsec. 149.1(1)]: Hostelling International Canada v. MNR, 
[2009] 2 C.T.C. 89 (FCA) (Charitable status revoked where assets not devoted to chari- 
table activities); Action des Chrétiens pour l’Abolition de la Torture c. R., [2003] 3 
C.T.C. 121 (FCA) (Political activities not merely incidental); Alliance for Life v. MNR, 
[1999] 3 C.T.C. 1 (FCA) (Political activity overcame charitable objects); Vancouver 
Society of Immigrant & Visible Minority Women v. MNR, [1999] 2 C.T.C. 1 (SCC); 
aff’ g [1996] 2 C.T.C. 88 (FCA) (Valid charitable organization must be constituted ex- 
clusively for charitable purposes); Interfaith Development Education Assn., Burlington 
y. MNR, [1997] 3 C.T.C..271 (FCA) (Restricted interpretation given to “advancement 
of education’). 


(1.1) Exclusions [deemed non-charitable] — For the pur- 
poses of paragraphs (2)(b), (3)(b), (4)(b) and (21)(a), the following 
shall be deemed to be neither an amount expended in a taxation 
year on charitable activities nor a gift made to a qualified donee: 


(a) a designated gift; 
(b) an expenditure on political activities made by a charitable 
organization or a charitable foundation; and 


(c) a transfer that has, because of paragraph (c) of the descrip- 
tion of B in subsection 188(1.1), paragraph 189(6.2)(b) or sub- 
section 189(6.3), reduced the amount of a liability under Part V. 


Related Provisions: 149.1(6.1), (6.2) — Political activities that are ancillary and 
incidental to charitable activities. 


History: Para. 149.1(1.1)(a) amended by 2010, c. 25, subsec. 37(4), to substitute “des- 
ignated” for “specified”, applicable to taxation years that end after March 3, 2010. 


Para. 149.1(1.1)(c) added by 2005, c. 19, subsec. 35(3), applicable in respect of notices 
issued by the Minister of National Revenue after June 12, 2005. 


Information Circulars: 87-1: Registered charities — ancillary and incidental politi- 
cal activities. 


Income Tax Act, Part I 


Registered Charities Newsletters: | (partisan political activities); 2 (is participa- 
tion on a municipal advisory committee a partisan political activity?); 6 (can registered 
charities average political expenses over time?), 10 (can a charity support or oppose a 
political party of a candidate?). 


(1.2) Authority of Minister — For the purposes of the determina- 
tion of B in the definition “disbursement quota” in subsection 
149.1(1), the Minister may 


(a) authorize a change in the number of periods chosen by a reg- 
istered charity in determining the prescribed amount, and 


(b) accept any method for the determination of the fair market 
value of property or a portion thereof that may be required in 
determining the prescribed amount. 

History: The portion of subsec. 149.1(1.2) before para. (b) amended by 2010, c. 25, 


subsec. 37(5), applicable to taxation years that end after March 3, 2010. The portion 
formerly read: 


(1.2) For the purposes of the determination of D in the definition “disbursement 
quota” in subsection (1), the Minister may 


(a) authorize a change in the number of periods chosen by a charitable foun- 
dation in determining the prescribed amount; and 


(2) Revocation of registration of charitable organiza- 
tion — The Minister may, in the manner described in section 168, 
revoke the registration of a charitable organization for any reason 
described in subsection 168(1) or where the organization 


(a) carries on a business that is not a related business of that 
charity; or 


(b) fails to expend in any taxation year, on charitable activities 
carried on by it and by way of gifts made by it to qualified do- 
nees, amounts the total of which is at least equal to the organiza- 
tion’s disbursement quota for that — 


_ Proposed Addition - — 149, 1(2)(c) 
(Cc) _makes a disbursement ice way of a Le other: than a on 


t is; a ied donee at the 


reasons for which the Minister of National Revenue may revoke the registration of a 
charitable organization, a public foundation and a private foundation, respectively. . 
These subsections are amended to permit the revocation of the registration of such — 
entities if they make gifts (other than gifts: made in the course of their charitable 

activities) to persons or entities that are not qualifi ied donees. A “qualified donee” is 
essentially a person or entity t to es a tax pene or tax creditable dor tion may = 
be made. 


tae 


Related Provisions: 149.1(1.1) — Exclusions; 168(4) — Objection to proposed rev- ~ 


ocation; 172(3)(a) — Appeal from refusal to register, revocation of registration, etc.; 
180(1) — Appeals to Federal Court of Appeal; 188(1) — Deemed year-end on notice 
of revocation; 188(1.1) — Revocation tax; 188.1(1)(b), 188.1(2)(b) — Penalty for car- 
rying on unrelated business; 188.2(1), (2) — Suspension of charity’s receipting privi- 
leges; 230(2) — Charity must keep books and records to allow Minister to determine if 
there are grounds for revocation of registration; 248(1)“registered charity” — Applica- 
tion for registration. 


History: Para. 149.1(2)(b) amended by 2005, c. 19, subsec. 35(4), applicable to taxa- 
tion years that begin after March 22, 2004, except that, in its application to a taxation 
year that begins before 2009 of a charitable organization registered by the Minister of 
National Revenue before March 23, 2004, the para., as amended, is to be read as 
follows: 


(b) fails to expend in any taxation year, on charitable activities carried on by it 
and by way of gifts made by it to qualified donees, amounts the total of which is 
at least equal to the total of the amounts determined for A, A.1, and B in the 
definition “disbursement quota” in subsection (1) for the year in respect of the 
charity. 


The para. formerly read: 


(b) fails to expend in any taxation year, on charitable activities carried on by it 
and by way of gifts made by it to qualified donees, amounts the total of which is 
at least equal to the total of 


(i) the amount that would be the value of A for the year, and 


(ii) the amount that would be the value of A.1 for the year, 
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1095), will add para. 149. 120), applicable to aie made after December 20, 2002. 
Technical Notes (July 2010): Subsections ‘149.1(2), 8) and (4) set out the | 


Division H 


in the definition “disbursement quota” in subsection (1) in respect of the organi- 
zation if it were.a charitable foundation. 


Subparas. 149.1(2)(b)(i) and (ii) amended by 1998, c. 19, subsec. 179(3), applicable to 
taxation years that end after November 1991. Subparas. 149.1(2)(b)(i) and (ii) formerly 
read: 


(i) 80% of the amount that would be determined for the year for A, and 
(ii) the amount that would be determined for the year for A.1, 


Para. 149.1(2)(b) substituted by 1994, c. 21, subsec. 74(4), applicable to taxation years 
that begin after 1992. That para. formerly read: 


(b) fails to expend in any taxation year, on charitable activities carried on by it 
and by way of gifts made by it to qualified donees, amounts the total of which is 
at least equal to 80% of the amount that would be determined for the year for A 
in the definition “disbursement quota” in subsection (1) in respect of the organi- 
zation if it were a charitable foundation. 


Interpretation Bulletins: IT-244R3: Gifts by individuals of life insurance policies as 
charitable donations. See also at end of s. 149.1. 


Registered Charities Newsletters: 16 (did you know? [voluntary revocation]; why 
are you sending me these forms (TX11D, TX11E, T2051A, 12051B)?); 28 (new te- 
registration process). 


Charities Policies: CPS-019: What'is a related business?. 


(3) Revocation of registration of public foundation — The 
Minister may, in the manner described in section 168, revoke the 
registration of a public foundation for any reason described in sub- 
section 168(1) or where the foundation 


(a) carries on a business that is not a related business of that 
charity; 

(b) fails to expend in any taxation year, on charitable activities 
carried on by it and by way of gifts made by it to qualified do- 
nees, amounts the total of which is at least equal to the founda- 
tion’s cM agen a aus we year, 


1096), will add ip 
eae 


i @) since June 1, 1950, acquired control of any corporation; 


(d) since June 1, 1950, incurred debts, other than debts for cur- 
rent operating expenses, debts incurred in connection with the 
purchase and sale of investments. and debts incurred in the 
course of administering charitable activities; or 


(e) at any time within the 24 month period preceding the day on 
which notice is given to the foundation by the Minister pursuant 
to subsection 168(1) and at a time when the foundation was a 
private foundation, took any action or failed to expend amounts 
such that the Minister was entitled, pursuant to subsection (4), to 
revoke its registration as a private foundation. 
Related Provisions: 149.1(1.1) — Exclusions; 149.1(12)(a) — Meaning of “con- 
trol”; 149.1(18) — Rules relating to computation of income; 149.1(20) — Rule regard- 
ing disbursement excess; 149.2(1) — Material interest; 168(4) — Objection to pro- 
posed revocation; 172(3)(a)— Appeal from refusal to register, revocation of 
registration, etc.; 180(1) — Appeals to Federal Court of Appeal; 188(1) — Deemed 
year-end on notice of revocation; 188(1.1)— Revocation tax; 188.1(1)(b), 
188.1(2)(b) — Penalty for carrying on unrelated business; 188.1(3) — Penalty for re- 
ceiving dividends from controlled corporation; 188.2(1), (2) — Suspension of charity’s 
receipting privileges; 230(2) — Charity must keep books and records to allow Minister 
to determine if there are grounds for revocation of registration, 248(1)“registered char= 
ity” — Application for registration; 256(6)—-(9) — Whether control acquired. 
Registered Charities Newsletters: 27 (debts incurred by charitable foundations). 


Charities Policies: CPS-009: Holding of property for charities; CPS-019: What is a 
related business?. 


(4) Revocation of registration of private foundation — The 
Minister may, in the manner described in section 168, revoke the 


— Exemptions 
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registration of a private foundation for:any reason described i in sub- 
section 168(1) or where the foundation 


(a) carries on any business; 


(b) fails to expend in any taxation year, on charitable activities 
carried on by it and by way of gifts made by it to qualified.do- 
nees, amounts the total of which is at least equal to the founda- 
tion’s disbursement quota for that year; 


Technical Notes (July 20 2010): See under 149.1(2)(c) 


(c) has, in respect of a class of shares of the capital’ stock of a 
corporation, a divestment obligation percentage at the end of any 
taxation year; [or] 


(d) since June 1, 1950, incurred debts, other than debts for cur- 
rent operating expenses, debts incurred in connection with the 
‘purchase ‘and sale of investments and debts incurred: in: the 
course of administering charitable activities. 
Related Provisions: 149.1(1.1) — Exclusions; 149.1(12)(a) — Meaning of “con- 
trol”; 149.2(10) — Shares held through a‘trust on March 18/07; 168(4) — Objection to 
proposed revocation; 172(3)(a) — Appeal from refusal to register, revocation of regis- 
tration, etc.; 180(1) — Appeals to Federal Court of Appeal; 188(1) — Deemed. year- 
end on notice of revocation; 188(1.1)— Revocation tax; 188.1(3) — Penalty for re- 
ceiving dividends from controlled corporation; 188.2(1), (2)— Suspension of charity’s 
receipting privileges; 230(2) — Charity must keep books and records to allow Minister 
to determine if there are grounds for revocation of registration; 248(1)‘‘registered char- 
ity’ — Application for registration; 256(6)—-(9) — Whether control acquired. 


History: Para. 149.1(4)(c) amended by 2007, c. 35, subsec. 46(3), applicable to taxa- 
tion years, of foundations, that begin after March 18, 2007, except that the amendment 
does not apply to a taxation year of a private foundation if subsec. 149.2(8) applies to 
the private foundation in respect of any class of shares of the capital’stock of a corpora- 
tion. The para. formerly read: 
(c) since June 1, 1950, acquired control of any corporation, or 

Registered Charities Newsletters: 23 (did you know? golf tournaments); 27 
(debts incurred by charitable foundations). 


Charities Policies: CPC-023: Private foundations; CPS-009: Holding of property for 
charities; CPS-019: What is a related business?. 


(4.1) Revocation of registration of registered charity — 
The Minister may, in the manner described in section 168, revoke 
the registration 


(a) of a registered charity, if it has entered into a transaction (in- 
cluding a gift to another registered charity) and it may reasona- 
bly be considered that a purpose of the transaction was to avoid 
or unduly delay the expenditure of amounts on charitable 
activities; 

(b) of a registered charity, if it may reasonably be considered 
that-a purpose of entering into a transaction (including the ac- 
ceptance of a gift) with another registered charity to. which para- 
graph, (a) applies was to, assist the other registered charity in 
avoiding or unduly delaying the expenditure of amounts on 
charitable activities; 


(c) of a registered charity, if a false statement, within the mean- 
ing assigned by subsection 163.2(1), was made in circumstances 
amounting to culpable conduct, within the meaning assigned by 
that subsection, in the furnishing of information for the purpose 
of obtaining registration of the charity; and 


(d) of a registered charity, if it has in a taxation year received a 
gift of property (other than a designated gift) from another regis- 
tered charity with which it does not deal at arm’s length and it 
has expended, before the end of the next taxation year, in addi- 
tion. to, its disbursement quota for each of those: taxation. years, 
an amount that is less than the fair market value of the property, 


1249 


S. 149.1(4.1)(d) 


on charitable activities carried on by it or by way of gifts made 
to qualified donees with which it deals at arm’s length. 
Related Provisions: 149.1(23), (24) — Annulment of charity registration; 168(4) — 
Objection to proposed revocation; 172(3)(a) — Appeal from refusal to register, reyoca- 
tion of registration, etc.; 180(1) — Appeals to Federal Court of Appeal; 188(1) — 
Deemed year-end on notice of revocation; 188(1.1) — Revocation tax; 188.111) — 
Alternative penalty for making gift for purpose of undue delay; 230(2) — Charity must 
keep books and records to allow Minister to determine if there are grounds for revoca- 
tion of registration. 
History: Paras. 149.1(4.1)(a) and (b) amended by 2010, c. 25, subsec. 37(6), applica- 
ble to taxation years that end after March 3, 2010. They formerly read: 


(a) of a registered charity, if the registered charity has made a gift to another 
registered charity and it can reasonably be considered that one of the main pur- 
poses of making the gift was to unduly delay the expenditure of amounts on 
charitable activities; 


(b) of the other charity referred to in paragraph (a), if it can reasonably be con- 
sidered that, by accepting the gift, it acted in concert with the registered charity 
to which paragraph (a) applies; and 
Para. 149.1(4.1)(d) added by the said c. 25, subsec. 37(7), applicable to taxation years 
that end after March 3, 2010. 


Subsec. 149.1(4.1) amended by 2005, c..19, subsec. 35(5), applicable in respect of no- 
tices issued by the Minister of National Revenue after June 12, 2005. The subsec. for- 
merly read: 


(4.1) Where a registered charity has made a gift to another registered charity and 
it may reasonably be considered that one of the main purposes of making the gift 
was to unduly delay the expenditure of amounts on charitable activities, the Min- 
ister may, in the manner described in section 168, revoke the registration of the 
charity that made the gift and, where it may reasonably be considered that the 
charities acted in concert, of the other charity. 


Subsec. 149.1(4.1) added by 1984, c. 45, subsec. 57(10), applicable to taxation years 
commencing after 1983. 


(5) Reduction — The Minister may, on application made to the 
Minister in prescribed form by a registered charity, specify an 
amount in respect of the charity for a taxation year and, for the pur- 
pose of paragraph (2)(b), (3)(b) or (4)(b), as the case may be, that 
amount shall be deemed to be an amount expended by the charity in 
the year on charitable activities carried on by it. 

Forms: T2094: Registered charities — Application to reduce disbursement quota. 


Charities Policies: CPS-009: Holding of property for charities. 


(6) Devoting resources to charitable activity — A charitable 
organization shall be considered to be devoting its resources to 
charitable activities carried on by it to the extent that 

(a) it carries on a related business; 


(b) in any taxation year, it disburses not more than 50% of its 
income for that year to qualified donees; or 

(c) it disburses income to a registered charity that the Minister 
has designated in writing as a charity associated with it. 


Related Provisions: 149.1(7) —Designation of 
149.1(12)(b) — Rules — income. 


Information Circulars: 77-6: Registered charities: designation as associated 
charities. 


associated — charities; 


Charities Policies: CPS-001: Applicants that are established to hold periodic fun- 
draisers; CPS-019: What is a related business?. 


(6.1) Charitable purposes [limits to foundation’s political 
activities] — For the purposes of the definition “charitable foun- 
dation” in subsection (1), where a corporation or trust devotes ‘sub- 
stantially all of its resources to charitable purposes and 


(a) it devotes part of its resources to political activities, 


(b) those political activities are ancillary and incidental to its 
charitable purposes, and 


(c) those political activities do not include the direct or indirect 
support of, or opposition to, any political party or candidate for 
public office, 
the corporation or trust shall be considered to be constituted and 
operated for charitable purposes to the extent of that part of its re- 
sources so devoted. 


Information Circulars: 87-1: Registered charities — ancillary and incidental politi- 
cal activities. 


Income Tax Act, Part I 


Registered Charities Newsletters: | (partisan political activities); 2 (is participa- 
tion on a municipal advisory committee a partisan political activity?); 6 (can registered 
charities average political expenses over time?); 14 (new political activity guidelines); 
15 (political activities lead to revocation). 

Charities Policies: CPC-001: Attendance at a political fundraising dinner; CPC-007: 
Charging fair market rent to a political party; CPS-022: Political activities. 


(6.2) Charitable activities [limits to charity’s political activ- 
ities] — For the purposes of the definition “charitable organiza- 
tion” in subsection (1), where an organization devotes substantially 
all of its resources to charitable activities carried on by it and 


(a) it devotes part of its resources to political activities, 


(b) those political activities are ancillary and incidental to its 
charitable activities, and 


(c) those political activities do not include the direct or indirect 
support of, or opposition to, any political party or candidate for 
public office, 


the organization shall be considered to be devoting that part of its 
resources to charitable activities carried on by it. 

Related Provisions: 149.1(1.1)(b) — Expenditures on political activities. 
Selected Cases [subsec. 149.1(6.2)]: N.D.G. Neighbourhood Assoc. v. Revenue 
Canada, {1988] 2 C.T.C. 14 (FCA) (Registration refused when activities political). 
Information Circulars: 87-1: Registered charities — ancillary and incidental politi- 
cal activities. 

Registered Charities Newsletters: 1 (partisan political activities); 2 (is participa- 
tion on a municipal advisory committee a partisan political activity?), 6 (can registered 
charities average political expenses over time?);, 14 (new political activity guidelines); 
15 (political activities lead to revocation). 

Charities Policies: CPC-001: Partisan political activities — attendance at a political 
fundraising dinner; CPC-007: Partisan political activity — charging fair market rent to 
a political party; CPS-022: Political activities. 


(6.21) Marriage for civil purposes — For greater certainty, sub- 
ject to subsections (6.1) and (6.2), a registered charity with stated 
purposes that include the advancement of religion shall not have its 
registration revoked or be subject to any other penalty under Part V 
solely because it or any of its members, officials, supporters or ad- 
herents exercises, in relation to marriage between persons of the 
same sex, the freedom of conscience and religion guaranteed under 
the Canadian Charter of Rights and Freedoms. 


History: Subsec. 149.1(6.21) added by 2005, c. 33, s. 11.1, in force on July 20, 2005 
(Royal Assent). 


(6.3) Designation as public foundation, etc. — The Minister 
may, by notice sent by registered mail to a registered charity, on the 
Minister’s own initiative or on application made to the Minister in 
prescribed form, designate the charity to be a charitable organiza- 
tion, private foundation or public foundation and the charity shall 
be deemed to be registered as a charitable organization, private 
foundation or public foundation, as the case may be, for taxation 


years commencing after the day of mailing of the notice unless and © 


until it is otherwise designated under this subsection or its registra- 
tion is revoked under subsection (2), (3), (4), (4.1) or 168(2). 


‘Proposed Amendment — Deadline for application 
under 149.1(6.3) ne 


Application: The July 16, 2010 draft legislation. (Part. —technical), subsec. 


109(17), will enact the following provision re an application under subsec. 149.1(6.3), 
effective on Royal Assent. ee tas _ 


(17) An application referred to in subsection 149.1(6.3) of the Act, in respect of . 


one or more taxation years after 1999, may be made after 1999 and before the 


90th day after this Act is assented to. If a designation referred to in that subsec- _ 

“tion for any of those taxation years is made in response to the application, the 
charity is deemed to be registered as a charitable organization, a public founda- 
tion or a private foundation, as the case may be, for the taxation years that the 
Minister of National Revenue specifies. 


Related Provisions: 149.1(13)— Designation of private foundation as public; 
172(3) — Appeal from refusal to designate; 168(4) — Objection to designation; 
241(3.2)(h) — Designation notice may be disclosed to the public; 244(5) — Proof of 
service by mail; 244(14) — Notice presumed mailed on date of notice; 248(7)(a) — 
Mail deemed received on day mailed. 


Forms: T2095: Registered charities — application for re-designation. 


Charities Policies: CPS-008: Organizations established to assist other charities; 
CPS-009: Holding of property for charities. 
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(6.4) National arts service organizations — Where an organi- 
zation that 


(a) has, on written application to the Minister of Communica- 
tions describing all of its objects and activities, been designated 
by that Minister on approval of those objects and activities to be 
a national arts service organization, 


(b) has, as its exclusive purpose and its exclusive function, the 
promotion of arts in Canada on a nation-wide basis, 


(c) is resident in Canada and was formed or created in Canada, 
and 


(d) complies with prescribed conditions 


applies in prescribed form to the Minister of National Revenue for 
registration, that Minister may register the organization for the pur- 
poses of this Act and, where the organization so’ applies or is so 
registered, this section, paragraph 38(a.1), sections 110.1, 118.1, 
168, 172, 180 and 230, subsection 241(3.2) and Part V apply, with 
such modifications as the circumstances require, to the organization 
as if it were an applicant for registration as a charitable organization 
or as if it were a registered charity that is designated as a charitable 
organization, as the case may be. 

Related Provisions: 56(1)(z.1)— Benefit from RNASO included in income; 
149.1(6.2) — Charitable activities; 149.1(6.5) — Revocation of designation. 

History: The closing words of subsec. 149.1(6.4) amended by 2001, c. 17, s. 146 to 
add reference to subsection 241(3.2), in force June 14, 2001. 

The closing words of subsec. 149.1(6.4) amended by 1998, c. 19, s. 41.1, applicable 
after February 18, 1997. The portion formerly read: 


applies in prescribed form to the Minister of National Revenue for registration, 
that Minister may register the organization for the purposes of. this Act and, 
where the organization so applies or is so registered, this section and sections 
110.1, 118.1, 168, 172, 180. and 230 and Part V apply, with such modifications 
as the circumstances require, to the organization as if it were an applicant for 
registration as a charitable organization or a registered charity that is designated 
as.a Charitable organization, as the case may be. 
Subsec. 149.1(6.4) added by 1994, c. 7, Sch. If (1991, c. 49), subsec.123(4), applicable 
after July 13, 1990 except that, where an organization has applied to the Minister of 
National Revenue for registration under the subsec. before December 17, 1991 and the 
Minister of National Revenue has accepted the application as meeting the requirements 
of that subsec., the organization shall be deemed to have become registered under the 
subsec.: 
(a) where in the application a day later than the day the application is made is 
specified as the day on which the organization is to become registered, on that later 
day; and 
(b) in any other case, on the day the application was made. 
1995, c. 11: S: 46 of 1995, c. 11, in force July 12, 1996, provides as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by yirtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be read as a reference 
to the Minister of Canadian Heritage. 

Regulations: 8700 (prescribed conditions for 149.1(6.4)(d)). 

Registered Charities Newsletters: 2 (registered national arts service organizations 

can issue tax receipts); 3 (registered national arts service organizations). 


(6.5) Revocation of designation — The Minister of Communi- 
cations may, at any time, revoke the designation of an organization 
made for the purpose of subsection (6.4) where 


(a) an incorrect statement was made in the’furnishing of infor- 
mation for the purpose of obtaining the designation, or 


(b) the organization has amended its objects after its last desig- 
nation was made, 


and, where the designation is so revoked, the organization shall be 
deemed for the purpose of section 168 to have ceased to comply 
with the requirements of this Act for its registration under this Act. 
History: Subsec. 149.1(6.5) added by 1994, c. 7, Sch. Il (1991, c: 49), subsec. 123(4), 
applicable after July 13, 1990. 
1995, c. 11: S. 46 of 1995, c. 11, in force July 12, 1996, provides as follows: 

46. Other references — Every reference made to the Minister of Communica- 


tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 


Exemptions S. 149.1(9) 


the Minister of Canadian Heritage extend by virtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be read as a reference 
to the Minister of Canadian Heritage. 


(7) Designation of associated charities — On application 
made to the Minister in prescribed form, the Minister may, in writ- 
ing, designate a registered charity as a charity associated with one 
or more specified registered charities where the Minister is satisfied 
that the charitable aim or activity of each of the registered charities 
is substantially the same, and on and after a date specified in such a 
designation, the charities to which it relates shall, until such time, if 
any, as the Minister revokes the designation, be deemed to be 
associated. 


Related Provisions: 149.1(6)(c)—Disbursement to associated 
241(3.2)(h) — Designation notice may be disclosed: to the public. 


Information Circulars: 77-6: Registered charities: designation as associated 
charities. 


charity; 


Registered Charities Newsletters: 27 (legalese for charities: meaning of “substan- 
tially the same’’). 


Forms: T2050: Application to register a charity under the ITA; T3011: Registered 
charities — Application for designation as associated charities. 


(8) Accumulation of property — A registered charity may, with 
the approval in writing of the Minister, accumulate property for a 
particular purpose, on terms and conditions and over any period of 
time that the Minister specifies in the approval. Any property accu- 
mulated after receipt of and in accordance with the approval, in- 
cluding any income.earned in respect of the accumulated property, 


_ is not to be included in calculating the prescribed amount in para- 


graph (a) of the description of B in the definition “disbursement 
quota” in subsection (1) for the portion of any taxation year in the 
period, except to the extent that the registered charity is not in com- 
pliance with the terms and conditions of the approval. 


Related Provisions: 241(3.2)(h) — Decision notice may be disclosed to the public. 


History: Subsec. 149.1(8) amended by 2010, c. 25, subsec. 37(8), applicable to taxa- 
tion years that end after March 3, 2010. It formerly read: 


(8) A registered charity may, with the approval in writing of the Minister, accu- 
mulate property for a particular purpose, on terms and conditions, and over such 
period of time, as the Minister specifies in the approval, and any property accu- 
mulated after. receipt of such an approval and in accordance therewith, including 
any income earned in respect of the property so accumulated, shall be deemed 


(a) to have been expended on charitable activities carried on by the charity in 
the taxation year in which it was so accumulated; and 


(b) not to have been expended in any other year. 


Subsec. 149.1(8) substituted by 1994, c. 21, subsec. 74(5), applicable to taxation years 
that begin after 1992. That subsec. formerly read: 


(8) A registered charity may, with the approval in writing of the Minister, accu- 
mulate property for a particular purpose on such terms and conditions and over 
such period of time, if any, as is specified by the Minister in the approyal, and 
any property accumulated after receipt of such an approval and in. accordance 
therewith, including any income earned in respect of the property so accumu- 
lated, shall be deemed to have been expended on charitable activities carried on 
by. the. charity in the taxation year in which it.was so accumulated. 


Registered Charities Newsletters: 22 (permission to accumulate property). 


Charities Policies: CPC-005: Accumulation of property; CPS-009: Holding of pro- 
perty for charities. 


(9) [Repealed] 


History: Subsec. 149.1(9) repealed by 2010, c. 25, subsec. 37(8), applicable to taxa- 
tion years that.end after March 3, 2010, It. formerly read: 


(9) Idem [— if property not. used for indicated purpose] — Property accu- 
mulated by a registered charity as: provided in subsection (8), including any in- 
come earned in respect of that property, that is not used for the particular pur- 
pose for which it was accumulated either 


(a) before the expiration’ of any period of time specified by the Minister in 
the Minister’s approval of the accumulation, or 


(b) at ‘an earlier time at which the registered charity decides ‘not to use the 
property for that purpose 


shall, notwithstanding subsection (8), be deemed to’ be income of the charity for, 
and the amount of a. gift for which it issued a receipt described in subsection 
110.1(2) or 118.1(2) in, its taxation year in which the period referred to in para- 
graph (a) expires or the time referred to in paragraph (b) occurs, as the case may 
be. 


1251 


S. 149.1(9) 


Proposed Amendment — Former 149.1(9) closing words 


is, notwithstanding subsection (8), deemed to be income of the charity for, and 
the eligible amount of a gift for which it issued a receipt described in subsec- 
tion 110.1(2) or 118.1(2) in, its taxation year in which the period referred to in 
paragraph (a) expires or the time referred to in paragraph (b) occurs, as the 
case may be. oS 


Application: The July 16, 2010 draft legislation (Part 1 —technical), subsec. 
109(8), will amend the closing words of subsec. 149.1(9) to read as above, applica- — 
ble after December 20, 2002. : ; re 
Technical Notes (July 2010): Subsection 149.1(8) permits a registered charity, 
with the approval of the Minister of National Revenue, to accumulate property 


over a specified period for a particular purpose. The amount of such property accu-— 2 


mulated is deemed to have been expended in the taxation year of the charity in 


which it was accumulated. If in fact the charity defaults on this responsibility by 


not using the property for the approved purpose within the specified period, sub- 
section 149.1(9) treats that property as income of the charity and the amount of a 
gift for which it issued a receipt. This affects the calculation of the disbursement 
quota of the charity, with the result that the amount of the property must be actu- ~ 
ally disbursed in the year following default. | 


Subsection 149.1(9) is amended consequential to the addition of new ‘subsection 


248(31), in respect of gifts made after December 20, 2002, to provide that the 


amount of a gift for which a tax receipt is issued refers to the “eligible amount” of _ 
a gift. For additional information, see the commentary to new subsection 248(31), 


That portion of subsec. 149.1(9) following para. (b) substituted by 1994,.c. 7,Sch. II 
(1991, c. 49), subsec. 123(5), applicable to 1988 et seq. That portion formerly read: 


shall, notwithstanding subsection (8), be deemed to be income of the charity and 
the amount of a gift for which it issued a receipt described in paragraph 
110.1(1)(a) or subsection 118.1(2) in its taxation year in which the period re- 
ferred to in paragraph (a) expires if that paragraph is applicable or in which the 
earlier time referred to in paragraph (b) occurs if that paragraph is applicable. 


Registered Charities Newsletters: 22 (permission to accumulate property). 


(10) Deemed charitable activity — An amount paid by a chari- 
table organization to a qualified donee that is not paid out of the 
income of the charitable organization shall be deemed to be a devo- 
tion of a resource of the charitable organization to a charitable ac- 
tivity carried on by it. 

Related Provisions: 149.1(12)(b) — Rules — income. 


(11) [Repealed under former Act] 


(12) Rules — For the purposes of this section, 


(a) a corporation is controlled by a charitable foundation if more 
than 50% of the corporation’s issued share capital, having full 
voting rights under all circumstances, belongs to 


(i) the foundation, or 


(ii) the foundation and persons with whom the foundation 
does not deal at arm’s length, 


but, for the purpose of paragraph (3)(c), a charitable foundation 
is deemed not to have acquired control of a corporation if it has 
not purchased or otherwise acquired for consideration more than 
5% of the issued shares of any class of the capital stock of that 
corporation; 


(b) there shall be included in computing the income of a charity 
for a taxation year all gifts received by it in the year including 
gifts from any other charity but not including 
(i) a designated gift, 
(ii) any gift or portion of a gift in respect of which it is estab- 
lished that the donor is not a charity and 
(A) has not been allowed a deduction under paragraph 
110.1(1)(a) in computing the donor’s taxable income or 
under subsection 118.1(3) in computing the donor’s tax 
payable under this Part, or 
(B) was not taxable under section 2 for the taxation year 
in which the gift was made, or 
(iii) any gift or portion of a gift in respect of which it is es- 
tablished that the donor is a charity and that the gift was not 
made out of the income of the donor; and 
(c) subsections 104(6) and (12) are not applicable in computing 
the income of a charitable foundation that is a trust. 
Related Provisions: 256(6), (6.1) — Control. 
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History: Subpara. 149.1(12)(b)(i) amended by 2010, c. 25, subsee. 37(9), applicable to 
taxation years that end after March 3, 2010. It formerly read: 
(i) a specified gift or a gift referred to in paragraph (a) or (b) of the description of 
A in the definition “disbursement quota” in subsection (1), 
Closing words of para. 149,1(12)(a) amended to substitute “(3)(c), a charitable founda- 
tion is” for “(3)(c) or (4)(c), as the case may be, a charitable foundation shall be” by 
2007, c. 35, subsec. 46(4), applicable to taxation years, of foundations, that begin after 
March 18, 2007, except that the amendment does not apply to a taxation year of a 
private foundation if subsec. 149.2(8) applies to the private foundation in respect of any 
class of shares of the capital stock of a corporation. 
Interpretation Bulletins: IT-244R3: Gifts by individuals of life insurance policies as 
charitable donations. See also at end of s. 149.1. 


(13) Designation of private foundation as public — On ap- 
plication made to the Minister by a private foundation, the Minister 
may, on such terms and conditions as the Minister considers appro- 
priate, designate the foundation to be a public foundation, and on 
and after the date specified in such a designation, the foundation to 
which it relates shall, until such time, if any, as the Minister revokes 
the designation, be deemed to be a public foundation. 


Related Provisions: 149.1(6.3)— Designation as public 
241(3.2)(h) — Designation notice may be disclosed to the public. 


foundation, — etc; 


Forms: T2095: Registered charities — application for re-designation. 


(14) Information returns — Every registered charity shall, 
within 6 months from the end of each taxation year of the charity, 
file with the Minister both an information return and a public infor- 
mation return for the year, each in prescribed form and containing 
prescribed information, without notice or demand therefor. 


Related Provisions: 149(12) — NPO information return; 149.1(15) — Public infor- 
mation return may be disclosed to the public; 150(1.1)(a) — Charity not required to file 
corporate tax return; 168(1) — Revocation of registration for failure to file return; 
188.1(3.1) — Penalty for having divestment obligation percentage; 188.1(6) — $500 
penalty for failure to file return; 189(6.1)(a)(ii) — Information returns required when 
registration revoked; 241(3.2)— Public disclosure of information returns; 
241(10)publicly accessible charity information” — Information in information return; 
Reg. 204(3)(c) — Annual T3 return not required. 


Information Circulars: 97-2R11: Customized forms. 


Registered Charities Newsletters: 1 (annual due date); 2 (revised annual informa- 
tion return); 5 (when does your charity have to file its T3010 return?); 6 (how have we 
revised the T3010 return that each registered charity has to file annually?); 7 (annual 
charity information return — frequently asked questions); 8 (increased transparency; 
changes in departmental policy on applications for re-registration); 11 (renewal in the 
Charities Directorate; reminder [re charities moving]); 13 (revised registered charity 
information return T3010; section E — financial information); 14 (form T3010 infor- 
mation online; adjusting T3010 returns); 16 (how can I be certain that my organiza- 
tion’s T3010A has been received?; why are you sending me these forms (TX11D, 
TX11E, T2051A, T2051B)?); 17 (Q&A about the new Form T3010A); 18 (list of com- 
panies authorized to produce a customized Form T3010A now available); 19 (re- 
minder: completing the T3010A); 23 (revisions to form T3010A); 27 (reminders: use 
the correct information returns; where to send your return; use of correct mailing ad- 


dress); 28 (new fillable T3010A); 29 (Guide T4033; tips for completing your annual 


information return); 31 (avoiding delays in processing returns); 33 (obligation to file 
financial statements with your Form T3010). 


Charities Policies: CPC-016: Religious charities — Form T3010; CPS-017: Effec- 
tive date of registration. 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]; T1240: Registered charity adjustment request; T3010A: Registered charity in- 


formation return; T4033A:; Completing the registered charity information return 


[guide]. 


(15) Information may be communicated — Notwithstanding 
section 241, 


(a) the information contained in a public information return re- 
ferred to in subsection (14) shall be communicated or otherwise 
made available to the public by the Minister in such manner as 
the Minister deems appropriate; 


(b) the Minister may make available to the public in such man- 
ner as the Minister deems appropriate an annual listing of all 
registered or previously registered charities indicating for each 
the name, location, registration number, date of registration and, 
in the case of a charity the registration of which has been re- 
voked, annulled or terminated, the effective date of the revoca- 
tion, annulment or termination; 
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‘July 16, 2010 draft legislation (Part 
| para. 149. 1S)¢b to read a as above, n fo 


‘one of the exceptions ‘ound in that section. Paragraph a5) ( 
charities, provides that, notwithstanding section 241, the Mini: 
nue may publish : a listing of in ly gee or Peaeuet tegistered charities ‘indicating 


f Le Ascent to this measure, to ae for 


espect of Canadian amateur athletic associations. 


(c) if, at any time during a taxation year of a private foundation 
that is a registered charity, the private foundation holds more 
than an insignificant interest in respect of a class of shares of the 
capital, stock of a corporation, the Minister shall make available 
to the public|in such manner. as the Minister deems appropriate, 


(i) the name of the corporation, and 


(ii) in respect of each class of shares of the corporation, that 
portion of the total corporate holdings percentage of the pri- 
vate foundation in respect of the class that is attributable to 


(A) holdings of shares of that class by the private founda- 
tion, and 


(B) the total of all holdings of shares of that class by rele- 
vant persons in respect of the private foundation; and 


(d) the Minister, or a Minister referred to in paragraph 
110.1(8)(e), may make available to the public in any manner a 
listing of the registered charities in respect of which an opinion 
has been formed for the purpose of paragraph 110.1(8)(e) or re- 
voked under subsection 110.1(9). 
Related Provisions: 241(3.2) — Additional 
information. 
History: Para. 149.1(15)(d) added by 2009, c. 2, subsec. 55(5), applicable after March 
12, 2009. 


Para. 149.1(15)(c) added by 2007, c. 35, subsec. 46(5), applicable to taxation years, of 
foundations, that begin after March 18, 2007. 


disclosure permitted of charity 


S. 149.1(21) 


: — — 


(16)—(19) [Repealed under former Act] 


(20) Rule regarding disbursement excess — Where a regis- 
tered charity has expended a disbursement excess for a taxation 
year, the charity may, for the purpose of determining whether it 
complies with the requirements of paragraph (2)(b), (3)(b) or (4)(b), 
as the case may be, for the immediately preceding taxation year of 
the charity and 5 or less of its immediately subsequent ‘taxation 
years, include in the computation of the amounts expended on char- 
itable activities carried on by it and by way of gifts made by. it-to 
qualified donees, such portion of that disbursement excess as was 
not so included under this subsection for any preceding. taxation 
year. 


Related Provisions: 149.1(21) — “Disbursement excess” defined. , 
Charities Policies: CPS-009: Holding of property for charities. 


(21) Definition of “disbursement excess” — For the purpose 
of subsection (20), “disbursement excess”, for a taxation year of a 
charity, means the amount, if any, by which the total of amounts 
expended in the year by the charity on charitable activities carried 
on by it and by way of gifts made by it to qualified donees exceeds 
its disbursement quota for the year. 


Related Provisions: 149.1(1.1) — Exclusions; 149.1(20) — Carrying disbursement 
excess. back or forward to another year. 


History: Subsec. 149:1(21) amended by 2005, c. 19, subsec. 35(6), applicable to taxa- 
tion years that begin after March 22, 2004, except that, in its application to a taxation 
year that begins before 2009 of a charitable organization registered by the Minister of 
National Revenue before March 23, 2004, the subsec. is to be read as follows: 


(21) For the purpose of subsection (20), “disbursement excess” for a taxation 
year of a charity means the amount, if any, by which 


(a). the total of amounts expended in the year by: the charity on charitable 
activities carried on by it or by way of gifts made’ by it to qualified donees 


exceeds 


(b) in the case of a charitable foundation, its disbursement quota for the year, 
and: 


(c) in the case of a charitable organization, the total of the amounts deter- 
mined for A, A.1 and B in the definition “disbursement quota” in subsection 
(1) for the year in respect of the charity. 


The subsec. formerly. read: 


(21) For the purpose of subsection (20), “disbursement excess” for a taxation 
year of a charity means the amount, if any, by which 


(a) the total of amounts expended in the year by the charity on charitable 
activities carried on by it or by way of gifts made by it to qualified donees 


exceeds 


(b) in the case of a charitable foundation, its disbursement quota for the year, 
and 


(c) in the case of a charitable organization, the total of 
(i) the amount that would be the value of A for the year, and 
(ii) the amount that would be the value of A.1 for the year, 


in the definition “disbursement quota” in subsection (1) in respect of the 
organization if it were a charitable foundation. 


Subparas. 149.1(21)(c)(i) and (ii) amended by 1998, c. 19, subsec. 179(4), applicable to 
taxation years that end after November 1991. Subparas. 149.1(21)(c)(i) and (ii) for- 
merly read: 


(i) 80% of the amount that would be determined for the year for A, and 


(ii) the amount that would be determined for the year for A.1, 
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Para. 149.1(21)(c) amended by 1994, c. 21, subsec. 74(6), applicable to taxation years 
that begin after 1992. Para. (c) formerly read: 
(c) in the case of a charitable organization, 80% of the amount that would be 
determined for the year for A in the definition “disbursement quota” in subsec- 
tion (1) in respect of the organization if it were a charitable foundation. 


Registered Charities Newsletters: 19 (proposed disbursement quota changes). 
Also see under 149.1(1)“disbursement quota”. 


Forms: T3010A: Registered charity information return; T4033A: Completing the reg- 
istered charity information return [guide]. 


(22) Refusal to register — The Minister may, by registered mail, 
give notice to a person that the application of the person for regis- 
tration as a registered charity is refused. 


Related Provisions: 168(4) — Objection to refusal to register. 


History: Subsec. 149.1(22) added by 2005, c. 19, subsec. 35(6), applicable in respect 
of notices issued by the Minister of National Revenue after June 12, 2005. 


(23) Annulment of registration — The Minister may, by regis- 
tered mail, give notice to a person that the registration of the person 
as a registered charity is annulled and deemed not to have been so 
registered, if the person was so registered by the Minister in error or 
the person has, solely as a result of a change in law, ceased to be-a 
charity. 

Related Provisions: 149.1(24) — Receipts issued before annulment; 168(4) — Ob- 
jection to annulment; 241(3.2)(g) — Annulment letter may be disclosed to the public. 


History: Subsec. 149.1(23) added by 2005, c. 19, subsec. 35(6), applicable in respect 
of notices issued by the Minister of National Revenue after June 12, 2005. 


(24) Receipts issued before annulment — An official receipt 
referred to in Part XXXV of the Income Tax Regulations issued, by 
a person whose registration has been annulled under subsection 
(23), before that annulment is, if the receipt would have been valid 
were the person a registered charity at the time the receipt was is- 
sued, deemed to be a valid receipt under that Part. 


History: Subsec. 149.1(24) added by 2005, c. 19, subsec. 35(6), applicable in respect 
of notices issued by the Minister of National Revenue after June 12, 2005. 


Definitions [s. 149.1]: “acquired” — 149.1(12)(a), 256(7)(9); “amount”? — 248(1); 
“arm’s length” — 251(1); “associated” — 149.1(7); “Canadian amateur athletic associ- 
ation” — 248(1)“registered Canadian amateur athletic association”; “capital gain” — 
39(1)(a), 248(1); “capital gains pool’ — 149.1(1); “capital property” — 54, 248(1); 
“charitable activities” — 149.1(6), (6.1), (6.2); “charitable foundation’, “charitable or- 
ganization”, “charitable purposes”, “charity” — 149.1(1); “class” — of shares 248(6); 
“compensation” — 149.1(1); “‘control” — 149.1(12)(a), 256(6)-(9);. “controlled” — 
149.1(12)(a), 256(5.1), (6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); 
“culpable conduct” — 163.2(1); “deferred profit sharing plan” — 147(1), 248(1); “des- 
ignated gift” — 149.1(1); “designated stock exchange” — 248(1), 262; “disbursement 
excess” — 149.1(21); “disbursement quota” — 149.1(1); “disposition” — 248(1); “di- 
vestment obligation percentage” — 149.1(1); “eligible amount’ — 248(31), (41); “em- 
ployee” — 248(1); “enduring property”, “equity percentage” — 149.1(1); “excess cor- 
porate holdings percentage” — 149.1(1), 149.2(8); “exempt shares”, “exempt shares 
percentage” — 149.1(1); “false statement” — 163.2(1); “Her Majesty” — Interpreta- 
tion Act 35(1); “income” — of charity 149.1(12)(b); “individual” — 248(1); “inter 
vivos trust” — 108(1), 248(1); “limited-dividend housing company” — 149(1)(n); “ma- 
terial interest” — 149.2(1); “Minister” — 248(1); “month” — Interpretation Act 35(1), 
“mutual fund corporation” — 131(8),. 248(1);\ “mutual fund trust” — 132(6)-(7), 
132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “net decrease” — 149.2(4); 
“net increase” — 149.2(3); “non-qualified investment” — 149.1(1); “officer” — 
248(1); “own” — 149.2(2.1); “person”, “prescribed” — 248(1); “private founda- 
tion” — 149.1(1), 248(1); “property” — 248(1); “province” — Interpretation Act 
35(1); “public corporation” — 89(1), 248(1); “public foundation”, “qualified donee” — 
149.1(1), 248(1); “qualifying share” — 192(6), 248(1); “registered charity” — 
149.1(6.4), 248(1); “related business” — 149.1(1); “related group” — 251(4); “relevant 
person” — 149.1(1); “resident in Canada” — 250; “share” — 248(1); “specified 
gift” — 149.1(1); “substituted” — 248(5); “substituted shares” — 149.1(1); “tax paya- 
ble” — 248(2); “taxable income” -— 2(2), 248(1); “taxation year” — 149.1(1), 249; 
“taxpayer” — 248(1); “total corporate holdings percentage” — 149.1(1); “trust” — 
104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


149.2 (1) Material and insignificant interests [private foun- 
dations] — In this section and section 149.1, 


(a) a person has, at any time, a material interest in respect of a 
class of shares of the capital stock of a corporation if, at that 
time, 


(i) the percentage of the shares of that class held by the per- 
son exceeds 0.5% of all the issued and outstanding shares of 
that class, or 


Income Tax Act, Part I 


(ii) the fair market value of the shares so held exceeds 
$100,000; and 


(b) a private foundation has, at any time, an insignificant interest 
in respect of a class of shares of the capital stock of a corpora- 
tion if, at that time, the percentage of shares of that class held by 
the private foundation does not exceed 2% of all the issued and 
outstanding shares of that class. 


Forms: T2082: Excess corporate holdings regime for private foundations [guide]. 


(2) Material transaction — anti-avoidance — If a private 
foundation or a relevant person in respect of the private foundation 
has engaged in one or more transactions or series of transactions or 
events, a purpose of which may reasonably be considered to be to 
avoid the application of the definition “material transaction”, each 
of those transactions or series of transactions or events is deemed to 
be a material transaction. 


(2.1) Ownership — For the purposes of the definition “equity per- 
centage”, and subparagraph (b)(iii) of the definition “exempt 
shares”, in subsection 149.1(1), a person who, if paragraph 
251(5)(b) applied would be deemed by that paragraph to have the 
same position in relation to the control of a corporation as if the 
person owned a share, is deemed to own the share. 


History: Subsec. 149.2(2.1) added by 2009, c. 2, subsec. 56(1), applicable after March 
18, 2007. 


(3) Net increase in excess corporate holdings percent- 
age — The net increase in the excess corporate holdings percent- 
age of a private foundation for a taxation year, in respect of a class 
of shares of the capital stock of a corporation, is the number of per- 
centage points, if any, determined by the formula 


A-B 
where 
A is the excess corporate holdings percentage of the private foun- 
dation at the end of the taxation year, in respect of the class, and 
B is 
(a) 0%, if 
(i) at the beginning of the taxation year the private foun- 


dation was not both a private foundation and a registered 
charity, or 


(ii) the private foundation was both a registered charity 
and a private foundation on March 18, 2007 and the taxa- 
tion year is the first taxation year of the private founda- 
tion that begins after that date; and 


(b) in any other case, the excess corporate holdings percent- 
age of the private foundation in respect of the class at the end 
of its preceding taxation year. 


Forms: T2081: Excess corporate holdings worksheet for private foundations; T2082: 
Excess corporate holdings regime for private foundations [guide]. 


(4) Net decrease in excess corporate holdings percent- 
age — The net decrease in the excess corporate holdings percent- 
age of a private foundation for a taxation year, in respect of a class 


of shares of the capital stock of a corporation, is the number of per- . 


centage points, if any, by which the percentage determined for B in 
the formula in subsection (3) for the taxation year exceeds the per- 
centage determined for A in that formula for the taxation year. 


Forms: T2081: Excess corporate holdings worksheet for private foundations; T2082: 
Excess corporate holdings regime for private foundations [guide]. 


(5) Allocation of net increase in excess corporate 
holdings percentage — For the purpose of the description of B 
in the definition “divestment obligation percentage” in subsection 
149.1(1), the net increase in the excess corporate holdings percent- 
age of a private foundation in respect of a class of shares of the 
capital stock of a corporation, for a taxation year (in this subsection 
referred to as the “current year’) is to be allocated in the following 
order: 


(a) first to the divestment obligation percentage of the private 
foundation in respect of that class for the current year, to the 
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extent that the private foundation has in the current year ac- 
quired for consideration shares of that class; 


(b) then to the divestment obligation percentage of the private 
foundation in respect of that class for its fifth subsequent taxa- 
tion year, to the extent of the lesser of 


(i) that portion of the net: increase in the excess: corporate 


holdings percentage of the private foundation in respect of | 


that class for the current year that is not allocated under para- 
graph (a), and 

(ii) the percentage of the issued and outstanding shares of 
that class that were acquired by the private foundation in the 
current year by way of bequest; 


(c) then to the divestment obligation percentage of the private 
foundation in respect of that class for its second subsequent tax- 
ation year, to the extent of the lesser of 


(i) that portion of the net increase in the excess corporate 
holdings percentage of the private foundation in respect of 
that class for the current year that is not allocated under para- 
graph (a) or (b), and 

(ii) the total of 


(A) the percentage of the issued and outstanding shares of 
that class that were acquired by the private foundation in 
the current year by way of gift, other than from a relevant 
person or by way of bequest, and 


(B) the portion of the net increase in the excess corporate 
holdings percentage of the private foundation that is at- 
tributable to the redemption, acquisition or cancellation of 
any of the issued and outstanding shares of that class in 
the current year by the corporation; and 


(d) then to the divestment obligation percentage of the private 
foundation in respect of that class for its subsequent taxation 
year, to the extent of that portion of the net increase in the ex- 
cess corporate holdings percentage. of the private foundation in 
respect, of that class for the current year that is not. allocated 
under paragraph (a), (b) or (c). 
Related Provisions: 149.2(6) — Foundation can apply to CRA to vary allocation. 
History: 2009, c. 2, subsec. 56(5) states that if a registered charity was on March, 19, 
2007 a private foundation, in applying paras. 149.2(5)(b) and (c) to the first taxation 
year of the registered charity that begins after that date, the phrase “in. the current year” 
in those paras. shall be read as “in the period that begins on March 18, 2007 and ends at 
the end of the current year”. 


Forms: T2082: Excess corporate holdings regime for private foundations [guide]. 


(6) Minister’s discretion — Notwithstanding subsection (5), on 
application by a private foundation, the Minister may, if the Min- 
ister believes it would be just and equitable to do so, reallocate any 
portion of the net increase in the excess corporate holdings percent- 
age of the private foundation in respect of a class. of shares of the 
capital stock of a corporation for a taxation year, that would other- 
wise be allocated under subsection (5) to the private foundation’s 
divestment obligation percentage in respect of that class for a par- 
ticular taxation year, to the private foundation’s divestment obliga- 
tion percentage in respect of that class for any of the ten taxation 
years subsequent to the particular taxation year. 


Forms: T2082: Excess corporate holdings regime for private foundations [guide]. 


(7) Allocation of net decrease in excess corporate 
holdings percentage — For the purpose of the description of C 
in the definition “divestment obligation percentage” in subsection 
149.1(1), the net decrease in the excess corporate holdings percent- 
age of a private foundation in respect of a class of shares of the 
capital stock of a corporation for a taxation year (in this subsection 
referred to as the “current year”) is to be allocated in the following 
order: ; 

(a) first, to the divestment obligation percentage of the private 

foundation in respect of that class for the current year, to the 

extent of that divestment obligation percentage; and 


(b) then to the divestment obligation percentage of the private 
foundation in respect of that class for a subsequent taxation year 


S. 149.2(8)(e)(i) 


of the private foundation (referred to in this paragraph as the 
“subject year’’),.to the extent of the lesser of 


(i) that portion of the net’ decrease in the excess corporate 
holdings percentage of the private foundation in respect of 
that class for the current year thatiis not-allocated under para- 
graph. (a),,or under this paragraph, to the divestment obliga- 
tion percentage of the private foundation in respect of that 
class for a taxation year of the private foundation that. pre- 
cedes the subject year, and 


(ii) the amount of the divestment obligation percentage of the 
private foundation in respect of that class for the subject 
year, calculated as at the end of the current year and without 
reference to this subsection. — | 


Forms: T2081: Excess corporate holdings worksheet for private foundations; T2082: 
Excess corporate holdings regime for private foundations [guide]. 


(8) Transitional rule — If the original corporate holdings, per- 
centage of a private foundation in respect of a class\of shares of the 
capital stock of a corporation exceeds 20%, for the purpose of ap- 
plying the definition “excess corporate holdings percentage” in sub- 
section 149.1(1) to 


(a) the first taxation year of the private foundation that begins 
after March 18,.2007, the reference to 20% in that definition in 
respect of that:class is to. be read as.the original corporate hold- 
ings percentage of the private foundation in respect of that class; 


(b) taxation years of the private foundation that are after the tax- 
ation year referred to in paragraph (a) and that begin before 
March 19, 2012, the reference to 20% in that definition in re- 
spect of that class.is.to be read as the greater of 


(i) 20%, and 
(ii) the lesser of 


(A) the total corporate holdings percentage of the private 
foundation in respect of the class at the end of the imme- 
diately preceding taxation year, and 


(B) the original corporate holdings percentage in respect 
of that class; 


(c) taxation years of the private foundation that begin after 
March 18, 2012 and before March 19, 2017, the reference to 
20% in that definition in respect of that class is to be read as the 
greater of 


(i) 20%, and 
(ii) the lesser.of 


(A) the total corporate holdings percentage of the private 
foundation in respect of the class at the end of the preced- 
ing taxation year, and 


(B) the number of percentage points, if any, by which the 
private foundation’s original corporate holdings percent- 
age in respect of that class exceeds 20%; 


(d) taxation years of the private foundation that. begin after 
March 18, 2017 and before: March 19, 2022, the. reference. to 
20% in that definition in respect of that class is to,be read as. the 
greater of 


(i) 20%, and 
(ii) the lesser of 
(A) the total corporate holdings percentage of the private 


foundation in respect of the class at the end of the preced- 
ing taxation year, and 
(B) the number of percentage points, if any, by which the 


private foundation’s original corporate holdings percent- 
age in respect of that class exceeds 40%; and 


(e) taxation years of the private foundation that begin after 
March 18, 2022 and before March 19, 2027, the reference to 
20% in that definition in respect of that class is. to. be read as the 
greater of 


(i) 20%, and 
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(ii) the lesser of 


(A) the total corporate holdings percentage of the private 
foundation in respect of the class at the end of the preced- 
ing taxation year, and 
(B) the number of percentage points, if any, by which the 
private foundation’s original corporate holdings percent- 
age in respect of that class exceeds 60%. 

Related Provisions: 149.2(10) — Shares held through a trust on March 18/07. 


Forms: T2081: Excess corporate holdings worksheet for private foundations, T2082: 
Excess corporate holdings regime for private foundations [guide]. 


(9) Where subsec. (10) applies — Subsection (10) applies for 
the purposes of applying section 149.1 and subsections (8) and 
188.1(3.1) to a private foundation at a particular time if, both on 
March 18, 2007 and at the particular time, 


(a) the private foundation was the sole trustee of a trust, or was a 
majority interest beneficiary (within the meaning assigned by 
section 251.1) of a trust more than 50% of the trustees of which 
were the private foundation and one or more relevant persons in 
respect of the private foundation; and 


(b) the trust held one or more shares of a class of the capital 
stock of a corporation. 


History: Subsec. 149.2(9) added by 2009, c. 2, subsec. 56(2), applicable to taxation 
years, of private foundations, that begin after February 25, 2008. 


(10) Shares held through a trust on March 18, 2007 — If 
this subsection applies at a particular time to a private foundation in 
respect of shares of a class of the capital stock of a corporation held 
by a trust, the private foundation is deemed to hold at the particular 
time that number of those shares as is determined by the formula 


A xX B/C 
where 


A is the lesser of the number of those shares held by the trust on 
March 18, 2007 and the number so held at the particular time; 


Bis the total fair market value of all interests held by the private 
foundation in the trust at the particular time; and 


C is the total fair market value of all property held by the trust at 
the particular time. 

Related Provisions: 149.2(9) — Conditions for 149.2(10) to apply; 149.2(11) — 

Discretionary trusts. 


History: Subsec. 149.2(10) added by 2009, c. 2, subsec. 56(2) applicable to taxation 
years, of private foundations, that begin after February 25, 2008. 


(11) Discretionary trusts — For the purpose of subsection (10), 
if the amount of income or capital of a trust that a person may re- 
ceive as a beneficiary under the trust depends on the exercise by 
any person of, or the failure by any person to exercise, a discretion- 
ary power, that person is deemed to have fully exercised, or to have 
failed to exercise, the power, as the case may be. 


History: Subsec. 149.2(11) added by 2009, c. 2, subsec. 56(2), applicable to taxation 
years, of private foundations, that begin after February 25, 2008. 


History [s. 149.2]: S. 149.2 added by 2007, c. 35, s. 47, applicable to taxation years, 
of private foundations, that begin after March 18, 2007. 


Definitions [s. 149.2]: “amount” — 248(1); “class of shares” — 248(6); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “divestment obligation percentage”, “excess 
corporate holdings percentage” — 149.1(1); “material interest” — 149.2(1); “material 


transaction” — 149.1(1), 149.2(2); “Minister” — 248(1); “net decrease” — 149.2(4); 
“net increase” — 149.2(3); “original corporate holdings percentage” — 149.1(1); “per- 
son” — 248(1); “private foundation” — 149.1(1), 248(1); “property”, “registered char- 
ity” — 248(1); “relevant person” — 149.1(1); “share” — 248(1); “taxation year”, “to- 
tal corporate holdings percentage” — 149.1(1); “trust” — 104(1), 248(1), (3). 


Division | — RETURNS, ASSESSMENTS, PAYMENT 
AND APPEALS 


Returns 
150. (1) Filing returns of income — general rule — Subject 


to subsection (1.1), a return of income that is in prescribed form and 
that contains prescribed information shall be filed with the Minister, 


Income Tax Act, Part I 


without notice or demand for the return, for each taxation year of a 
taxpayer, 
(a) corporations — in the case of a corporation, by or on be- 
half of the corporation within six months after the end of the 
year if 
(i) at any time in the year the corporation 
(A) is resident in Canada, 


(B) carries on business in Canada, unless the corpora- 
tion’s only revenue from carrying on business in Canada 
in the year consists of amounts in respect of which tax 
was payable by the corporation under subsection 
PES: 5); 


(C) has a taxable capital gain (otherwise than from an ex- 
cluded disposition), or 
(D) disposes of a taxable Canadian property (otherwise 
than in an excluded disposition), or 

(ii) tax under this Part 
(A) is payable by the corporation for the year, or 
(B) would be, but for a tax treaty, payable by the corpora- 
tion for the year (otherwise than in respect of a disposi- 


tion of taxable Canadian property that is treaty-protected 
property of the rorppratinm 


beamed ele ke ths — 150(1 Ma) _ nied cede atl 
investors — x 


Letter from pepe oF Finance, Nov. 26, 2002: See under 115. 2(2). 


Possible Future Amendment — Taxation of 
_ Corporations at Group Level 


See) under 111(5), “Possible ‘Future rtm reo in Loss 
Consolidations”. oe eee , sake 


Related Provisions: 115(1)(b) — Dispositions of taxable Canadian property; 
150(1.1)(a) — Registered charities exempted from filing; 150(5) — Definition of “ex- 
cluded disposition”; 150.1(2.1) — Corporation with over $1m in revenue must file 
electronically; 162(2.1) — Minimum non-filing penalty for non-resident corporation; 
183(1) — Return deadline for tobacco manufacturers’ surtax; 185.2(1) — Part III.1 re- 
turn required by corporation paying dividends; 235 — Penalty on large corporations for 
failure to file return even if no balance owing; 236 — Execution of documents by cor- 
porations; 250(1) — Meaning of resident in Canada; 253 — Extended meaning of car- 
rying on business in Canada. See also at end of 150(1). 


History: Cls. 150(1)(a)(i)(C) and (D), and subpara. 150(1)(a)(ii), amended by 2008, c. 
28, subsecs. 28(1), (2), applicable in respect of dispositions of property that occur after 
2008. They formerly read: 


(C) has a taxable capital gain, or 


(D) disposes of a taxable Canadian property, or 


(ii) tax under this Part is, or but for a tax treaty would be, payable by the corpo- 
ration for the year; 


Cl. 150(1)(a)(i)(B) amended by 2001, c. 17, s. 147, applicable to 2001 et seg. The cl. 
formerly read: 


(B) carries on business in Canada, 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations; IT- 
304R2: Condominiums. 


Information Circulars: 97-2R11: Customized forms; 00-1R2: Voluntary disclosures 
program. 


.T. Technical News: 38 (single administration of Ontario corporate tax). 


Application Policies: SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED. 


Forms: RC1: Request for a business number; RC4088: Guide to the General Index of 
Financial Information (GIFI) for corporations; T2: Corporation income tax return; T2 
SCH 1: Net income (loss) for income tax purposes; T2 SCH 97: Additional information 
on non-resident corporations in Canada; T2 SCH 150: Net income (loss) for income tax 
purposes for life insurance companies; T2 SCH 303: Newfoundland and Labrador di- 
rect equity tax credit; T2 SCH 306: Newfoundland and Labrador capital tax on finan- 
cial institutions — agreement among related corporations; T2 SCH 384: Manitoba co- 
op education and apprenticeship tax credit; T2 SCH 385: Manitoba odour control tax 
credit; T2 Short: T2 short return; T2WS1:, Calculating estimated. tax payable and tax 
credits; T2WS2: Calculating monthly instalment payments; T2WS3: Calculating quar- 
terly instalment payments; T1178: General index of financial information — short, 
T1219: Provincial alternative minimum tax; T1219-ON: Ontario minimum tax carry- 
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over; T2203: Provincial and territorial taxes — multiple jurisdictions; T4012: T2 cor- 
poration income tax guide. 


(b) deceased individuals — in the case of an individual who 
dies after October of the year and before the day that would be 
the individual’s filing due date for the year if the individual had 
not died, by the individual’s legal representatives on or before 
the day that is the later of the day on or before which the return 
would otherwise be required to be filed and the day that is 6 
months after the day of death; 
Related Provisions: 70(2) — Return for rights or things; 70(7)(a) — Deadline ex- 
tended to 18 months after death to untaint spousal trust; 127.55 — Minimum tax not 
applicable; 150(1)(d)(iii) — Deadline for deceased’s cohabiting spouse; 150(4) — 
Death of partner or proprietor of business; 159(1) — Payments on behalf of others. See 
also at end of 150(1). 


History: Para. 150(1)(b) amended by 1996, c 21, subsec. 38(1), applicable to 1995 et 
seq. Para. (b) formerly read: 


(b) in the case of an individual who dies after October in the year and before 
May in the immediately following taxation year, by the individual’s legal repre- 
sentatives within 6 months after the day of death; 


Regulations: 206 (information return). 


CRA Audit Manual: 16.1.0: Clearance certificate program; 16.2.2: Estate of a de- 
ceased person — non-residents. 


Forms: T1. General: Individual income tax and benefit return; T4011: Preparing: re- 
turns for deceased persons [guide]. See also under 150(1)(d). 


(c) trusts or estates — in the case of an estate or trust, within 
90 days from the end of the year; 
Related Provisions: 94(3)(a)(vii) [proposed] — Application to trust deemed resident 


in Canada; 104(23) — Testamentary trusts; 150(3) — Trustees in bankruptcy, etc.; 
159(1) — Payments on behalf of others..See also at end of 150(1), 


Regulations: 204 (information return). 


Information Circulars: 78-5R3: Communal organizations; 78-14R4: Guidelines for 
trust companies and other persons responsible for filing T3GR, T3D, T3P, T3S, T3RI, 
and T3F returns; 97-2R11: Customized forms. 


CRA Audit Manual: 16.1.0: Clearance certificate program; 16.2.2: Estate of a de- 
ceased person — non-residents. 


Forms: T3: Statement of trust income allocations and designations; T3-ADJ: T3 ad- 
justment request; T3ATH-IND: Amateur athlete trust income tax return; T3D: Income 
tax return for DPSP or revoked DPSP; T3GR: Group income tax and information re- 
turn for RRSP, RRIF, RESP, or RDSP ‘trusts (and worksheets); T3P: Employees’ pen- 
sion plan income tax return; T3RET: Trust income tax and information return; T3 SCH 
11: Federal income tax;.T3 SUM: Summary of trust income: allocations and designa- 
tions; T3S:, Supplementary unemployment benefit plan — income tax return; T1061: 
Canadian amateur athletic trust group information return; T1139: Reconciliation of 
business income for tax purposes. 


(d) individuals — in the case of any other person, on or before 


(i) the following April 30 by that person or, if the person is 
unable for any reason to file the return, by the person’s 
guardian, committee or other legal representative (in this par- 
agraph referred to as the person’s “guardian’), 


(ii) the following June 15 by that person or, if the person is 
unable for any reason to file the return, by the person’s 
guardian where the person is 


(A) an individual who carried on a business in the year, 
unless the expenditures made in the course of carrying on 
the business were primarily the cost or capital cost of tax 
shelter investments (as defined in subsection ’143.2(1)), or 


(B) at any time in the year a cohabiting spouse or com- 
mon-law partner (within the meaning assigned by section 
122.6) of an individual to whom clause (A) applies, or 


(iii) where at any time in the year the person is a cohabiting 
spouse or common-law partner (within the meaning assigned 
by section 122.6) of an individual to whom paragraph (b) ap- 
plies for the year, on or before the day that is the later of the 
day on or before which the person’s return would otherwise 
be required to be filed and the day that is 6 months after the 
day of the individual’s death; or 
Related Provisions: 96(1.6) — Members of partnership deemed to carry on business 
of partnership for purposes of s. 150; 150(1.1)(b) — Individuals exempted from filing; 
180.2(5) — Return required by residents and non-residents for OAS clawback calcula- 
tion; 237(1) — Application for: Social Insurance Number. See also at end of 150(1). 


S. 150(1.1)(b) Gi) 


History: Para. 150(1)(d) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
Cl. 150(1)(d)Gi)(A) amended by 1998, c. 19, subsec. 180(1), applicable to 1995 et seq. 
Cl. 150(1)(d)Gi)(A) formerly read: 
(A) an individual ‘who carried on a business in the year, unless the expenditures 
made in the course of carrying on the business were primarily the cost or capital 
cost of tax shelters (within the meaning assigned by subsection 237.1(1)), or 
Para. 150(1)(d) amended by 1996, c. 21, subsec. 38(2), applicable to 1995 et seg. Para. 
(d) formerly read: 
(d) individuals — in the case of any other person, on or before April 30 in the 
next year by that person or, if the person is unable for any reason to file the 
return, by the person’s guardian, committee or other legal representative; or 
Information Circulars: 97-2R11: Customized forms; 00-1R2: Voluntary disclosures 
program. 
Forms: T1 General: Individual income tax and benefit return; T1-ADJ; Adjustment 
request; T1-KS: Tl keying schedule; T1256: Manitoba community enterprise develop- 


ment tax credit; T1261: Application for a‘CRA individual tax number (ITN) for non- 
residents. 


(e) designated persons — in a case where no person de- 
scribed by paragraph (a), (b) or (d) has filed the return, by such 
person as is required by notice in‘writing from the Minister to 
file the return, within such reasonable time as the notice 
specifies. 
Related Provisions [subsec. 150(1)]: 149(12) — Non-profit organizations — in- 
formation return; 149.1(14) — Charity information returns; 150:1 — Electronic filing; 
151 — Obligation. to. estimate. tax payable;-162(1) — Penalty for late filing; 
164(2.01) — All returns must be filed before any refund paid; 220(3)-— Extension of 
time for filing return; 233.1 — Return of transactions with related non-residents; 
238(1) — Offence of failing to file return; 248(1) — Definition of “filing-due date”; 
Reg. 229 — Partnership information returns; Reg. 8409 — Registered pension plan in- 
formation return; /nterpretation Act 26 — Extension of deadline where it falls on Sun- 
day or holiday. 
History [subsec. 150(1)]: The portion of subsec: 150(1) before para. (b) amended 
by 1999, c, 22, subsec. 63(1), applicable to taxation years that begin after 1998. The 
portion formerly read: 
(1) Returns — A return of income for each taxation year in the case of a corpo- 
ration (other than a corporation that was a registered, charity throughout the year) 
and in the case of an individual, for each taxation year for which tax is payable 
by the individual or in which the individual has a taxable capital gain or has 
disposed of a capital property, shall, without notice or demand therefor, be filed 
with the Minister in prescribed form and containing prescribed information, 
(a) in the case of a corporation, by or on behalf of the corporation within 6 
months from the end of the year; 
That portion of subsec. 150(1) preceding para. (a) substituted by 1994, c. 7, Sch. VII 
(1992, c. 48), s. 14, applicable to 1993 et seq. That portion formerly read: 


150. (1) A return of income for each taxation year in the case of a corporation 
(other than a corporation that was a registered charity throughout the year) and in 
the case of an individual, for each taxation year for which tax is payable or 
would be payable if this Part were read without reference to sections 127.2, and 
127.3, in which the individual has a taxable capital gain or has disposed of a 
capital property, or for which a payment has been received by the individual 
under section 164.1, shall, without notice or demand therefor, be filed with the 
Minister in prescribed form and containing prescribed information, 


Para. 150(1)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 124, applicable to 
deaths occurring after October 1990. Para. 150(1)(b) formerly read: 


(b) deceased persons — in the case of a person who has died without making 
the return, by the person’s legal representatives, within 6 months from the day of 
death, 


Selected Cases [subsec. 150(1)]: Hooper et al. v. R., [1982] C.T.C. 95 (FCTD) 
(Crown’s liability for act,of negligence bestowing right to refunds), 


Forms: T2203: Provincial and territorial taxes — multiple jurisdictions. 
(1.1) Exception — Subsection (1) does not apply to a taxation 
year of a taxpayer if 
(a) the taxpayer is a corporation that was a registered charity 
throughout the year; or 
(b) the taxpayer is an individual unless 
(i) tax is payable. under this Part by the individual for the 
year, 
(ii) where the individual is resident in Canada at any time in 
the year, the individual has a taxable capital gain or disposes 
of capital property in the year, 
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(iii) where the individual is non-resident throughout the year, 
the individual has a taxable capital gain (otherwise than from 
an excluded disposition) or disposes of a taxable Canadian 
property (otherwise than in an excluded disposition) in the 
year, or 


(iv) at the end of the year the individual’s HBP balance or 
LLP balance (as. defined in subsection. 146.01(1) or 
146.02(1)) is a positive amount. 
Related Provisions: 149.1(14) — Charity must file information return; 150(5) — 
Definition of “excluded disposition”. 
History: Subpara. 150(1.1)(b)(iii) amended by 2008, c. 28, subsec. 28(3), applicable in 
respect of dispositions of property that occur after 2008. It formerly read: 
(iii) where the individual is non-resident throughout the year, the individual has a 
taxable capital gain or disposes of a taxable Canadian property in the year, or 


Subsec. 150(1.1) added by 1999, c. 22, subsec. 63(2), applicable to taxation years that 
begin after 1998. 


(2) Demands for returns — Every person, whether or not the 
person is liable to pay tax under this Part for a taxation year and 
whether or not a return has been filed under subsection (1) or (3), 
shall, on demand from the Minister, served personally or by regis- 
tered letter, file, within such reasonable time as may be stipulated in 
the demand, with the Minister in prescribed form and containing 
prescribed information a return of the income for the taxation year 
designated in the demand. 

Related Provisions: 162(2)— Repeated penalties; 231.2(1)(a) — Generic demand 
for information or return; 233 — Demand for partnership information return; 238(1) — 
Fine or imprisonment for failure to file. 


Selected Cases [subsec. 150(2)]: Aulakh v. Canada, [1995] 2 C.T.C. 526 (Alta 
Prov Ct) (Crown has choice of proceeding under s. 150 or by way of prosecution); 
Miller v. Canada, [1994] 2 C.T.C. 2230 (TCC) (Penalties vacated where evidence of 
personal service of demand was insufficient); Skalbania, N.M., Ltd. v. Canada, [1989] 
2 C.T.C. 183 (BC Co Ct) (Request to file tax returns made under wrong provision, 
taxpayer’s appeal against conviction allowed); R. v. Merkle, (1979)'C.T.C. 519 (Alta 
CA) (Putting tax file in accountant’s hands within time limit was valid defence); 
Regina v. Harvey, 74 D.T.C. 6250 (BC Co Ct) (Conviction of taxpayer not receiving 
demand to file tax returns overturned). 


Forms: TX14D: Demand for return. 


(3) Trustees, etc. — Every trustee in bankruptcy, assignee, liqui- 
dator, curator, receiver, trustee or committee and every agent or 
other person administering, managing, winding up, controlling or 
otherwise dealing with the property, business, estate or income of a 
person who has not filed a return for a taxation year as required by 
this section shall file a return in prescribed form of that person’s 
income for that year. 

Related Provisions: 94(3)(a)(vii) [proposed] — Application to trust deemed resident 


in Canada; 150(1)(c) — Trust returns; 159 — Payments on behalf of others; 162(3) — 
Penalties; 163(1) — Repeated failures. 


Regulations: 204 (information returns). 


(4) Death of partner or proprietor — Where 


(a) subsection 34.1(9) or 34.2(8) applies in computing an indivi- 
dual’s income for a taxation year from a business, or 


(b) an individual who carries on a business in a taxation year 
dies in the year and after the end of a fiscal period of the busi- 
ness that ends in the year, another fiscal period of the business 
(in this subsection referred to as the “short period’’) ends in the 
year because of the individual’s death, and the individual’s legal 
representative elects that this subsection apply, 


the individual’s income from businesses for short periods, if any, 
shall not be included in computing the individual’s income for the 
year and the individual’s legal representative shall file an additional 
return of income for the year in respect of the individual as if the 
return were filed in respect of another person and shall pay the tax 
payable under this Part by that other person for the year computed 
as if 

(c) the other person’s only income for the year were the amount 

determined by the formula 


A+B-—C 
where 


Income Tax Act, Part I 


A is the total of all amounts each of which is the individual’s 
income from a business for a short fiscal period, 


B is the total of all amounts each of which is an amount de- 
ducted under subsection 34.2(8) in computing the indivi- 
dual’s income for the taxation year in which the individual 
dies, and 


C is the total of all amounts each of which is an amount in- 
cluded under subsection 34.1(9) in computing the indivi- 
dual’s income for the taxation year in which the individual 
dies, and 


(d) subject to sections 114.2 and 118.93, that other person were 
entitled to the deductions to which the individual is entitled 
under sections 110, 118 to 118.7 and 118.9 for the year in com- 
puting the individual’s taxable income or tax payable under this 
Part, as the case may be, for the year. 
Related Provisions: 34.1(9)(d)(ii) — Additional income inclusion for off-calendar 
business year; 70 — Rules for year of death; 114.2 — Deductions in separate returns; 
118.93 — Credits in separate returns; 120.2(4)(a) — No minimum, tax carryover; 
127.1(1)(a) — No refundable investment tax credit; 127.55 — No minimum tax in year 
of death; 150(1)(b) — Deadline for deceased’s return; 162(5) — Penalties — failure to 
provide information return; 163(1) — Repeated failures; 257 — Formula cannot calcu- 
late to less than zero. 
History: Subsec. 150(4) amended by 1998, c. 19, subsec. 180(2), applicable to 1996 et 
seq. Subsec. 150(4) formerly read: 
(4) Where a taxpayer who is a partner or an individual who is.a proprietor of a 
business died after the end of a fiscal period but before the end of the calendar 
year in which the fiscal period ended, the taxpayer’s income as such partner or 
proprietor for the period commencing immediately after the end of the fiscal pe- 
riod and ending at the time of death shall be included in computing the tax- 
payer’s income for the taxation year in which the taxpayer died unless the tax- 
payer’s legal representative has elected otherwise, in which case the legal 
representative shall file a separate return of income for the period under this Part 
and pay the tax for the period under this Part as if 
(a) the taxpayer were another person; 
(b) the period were a taxation year; 


(c) that other person’s only income for the period were that person’s income 
as such partner or proprietor for that period; and 


(d) subject to sections 114.2 and 118,93, that other person were entitled to 
the deductions to which the taxpayer was entitled under sections 110, 118 to 
118.7 and.118.9 for the period in computing the taxpayer’s taxable income 
or tax payable under this Part, as the case may be, for the period. 


Interpretation Bulletins [subsec. 150(4)}: IT-278R2: Death of a partner or of a 
retired partner; IT-326R3: Returns of deceased persons as “another person”. 


Forms: T4011: Preparing returns for deceased persons [guide]. 


(5) Excluded disposition — For the purposes of this section, a 
disposition of a property by a taxpayer at any time in a taxation year 
is an excluded disposition if 


(a). the taxpayer is non-resident at that time; 


(b) no tax is payable under this Part by the taxpayer for the taxa- - 


tion year; 

(c) the taxpayer is, at that time, not liable to pay any amount 
under this Act in respect of any previous taxation year (other 
than an amount for which the Minister has accepted, and holds, 
adequate security under section 116 or 220); and 


(d) each taxable Canadian property disposed of by the taxpayer - 


in the taxation year is 


(i) excluded property within the meaning assigned by subsec- 
tion 116(6), or 


(ii) a property in respect of the disposition of which the Min- 
ister has issued to the taxpayer a certificate under subsection 
116(2), (4) or (5.2). 


History: Subsec. 150(5) added by 2008, c. 28, subsec. 28(4), applicable in respect of 
dispositions of property that occur after 2008. 


Definitions [s. 150]: “amount”, “business” — 248(1); “calendar year’? — Interpreta- 
tion Act 37(1)(a); “capital property” — 54, 248(1); “carries on business in Canada”, 
“carrying on business in Canada” — 253; “common-law partner” — 248(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “disposition” — 248(1); “estate” — 104(1), 
248(1); “excluded disposition” — 150(5); “filing-due date” —248(1); “fiscal pe- 
riod” — 249.1; “HBP balance” — 146.01(1); “individual” — 248(1); “LLP. bal- 
ance” — 146.02(1); “legal representative’, “Minister” — 248(1); “month” — /nterpre- 
tation Act 35(1); “non-resident”, “person”, “prescribed”, “property”, “registered 


1258 


Division I — Returns, Assessments, Payment and Appeals 


charity” — 248(1); “resident in Canada” — 94(3)(a)(vii), 250; “security” — Interpre- 
tation Act 35(1); “tax payable” — 248(2); “tax treaty”, “taxable Canadian property” — 
248(1); “taxable capital gain’ — 38(a), 248(1); “taxable income” — 2(2), 248(1); “‘tax- 
ation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


Interpretation Bulletins [s. 150]: IT-109R2: Unpaid amounts. 


150.1 (1) Definition of “electronic filing” — For the purposes 
of this section, “electronic filing” means using electronic media in a 
manner specified in writing by the Minister. 


(2) Filing of return by electronic transmission — A person 
who meets the criteria specified in writing by the Minister may file 
a return of income for a taxation year by way of electronic filing. 


Related Provisions: 150.1(2.1) — Mandatory e-filing for certain corporations; 
244(21) — Proof of e-filing; 244(22) — Electronic filing of information return. 


Application Policies: SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED. 


Forms: RC4018: Electronic filers manual [guide]; RC4088: Guide to the General In- 
dex of Financial Information (GIFI) for corporations; T183: Information return for 
electronic filing of an individual’s income tax and benefit return; T183, CORP: Infor- 
mation return for corporations filing electronically; T1153:,Consent and request. form; 
T4077: EFILE: Electronic filing for individuals [guide]. 


(2.1) Mandatory. filing of return by electronic transmis- 
sion — If a corporation is, in respect of a taxation. year, a pre- 
scribed corporation, the corporation shall file its return of income 
for the taxation year by way of electronic filing. 

Related Provisions: 162(7.2) — Penalty for failure to file electronically. 

History: Subsec. 150.1(2.1) added by 2009, c. 2, s. 57, applicable to taxation years 
that end after 2009. 


Regulations: Corporations with annual gross revenue over $1 million’ will be pre- 
scribed, subject to some exceptions: Jan. 27/09 Budget Supplementary Information. In- 
surance corporations will not be prescribed corporations: CRA VIEWS doc 2009- 
0316731C6. 


(3) Deemed date of filing — For the purposes of section 150, 
where a return of income of a taxpayer for a taxation year is filed by 
way of electronic filing, it shall be deemed to be a return of income 
filed with the Minister in prescribed form on the day the Minister 
acknowledges acceptance of it. 


(4) Declaration — Where a return of income of a taxpayer for a 
taxation year is filed by way of electronic filing by a particular per- 
son (in this subsection referred to as the “filer”) other. than the per- 
son who is required to file the return, the person who is required to 
file the return shall make an information return in prescribed form 
containing prescribed information, sign it, retain a copy of it and 
provide the filer with the information return, and that return and the 
copy shall be deemed to be a record referred to in section 230 in 
respect of the filer and the other person. 


History: Subsec. 150,1(4) substituted by 1994, c. 21, s. 75, applicable after 1991. That 


subsec. formerly read: 
(4) Where a return of income of a taxpayer for a taxation year is filed by way of 
electronic filing by a particular person (in this subsection referred to as the 
“filer”) other than the person who is required to file the return, the filer shall, if 
required by regulation, obtain from the other person a signed statement in pre- 
scribed form, retain one copy of the statement and provide the other person with 
a copy, and the statement shall be deemed to be a record referred to in section 
230 in respect of the filer and the other person. 
Forms: RC4018: Electronic filers manual [guide]; T183: Information return for elec- 
tronic filing of an individual’s income tax and. benefit return; T183 CORP: Information 
return for corporations filing electronically. 


(5) Application to other Parts — This section also applies to 
Parts I.2 to XIII; with such modifications as the circumstances 
require. 

History: Subsec. 150.1(5) amended to replace “Part I.1” with “Parts 1.2” by 2001, c. 
17, s. 148, applicable to 2001 et seq. 

History [s 150.1]: S. 150.1 added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 89, 


applicable to 1992 ef seq., and subsec. 150.1(5), in its application to Parts X, X.1, X.2, | 


X.4, XI, XI.1 and X1.2, applies after 1991 as if subsecs. (1) to (4) applied after 1991. 
Selected Cases [s. 150.1]: Paterson v. Canada (Revenue Agency), [2010] 6 C.T.C. 
94 (FC) (Electronic filing privilege revoked as result of conduct in fraudulent scheme); 
Crisanti v. Canada, [1996] 2 C.T.C. 2603 (TCC) (Late filing penalty applied in respect 
of electronically filed return). 


S. 152(1) 


Definitions [s. 150.1]: “electronic: filing” — 150.1(1); “filer” — 150.1(4); “Min- 
ister’, “person”, “prescribed”, “regulation” — 248(1); “taxation year” —249; “writ- 
ing” — Interpretation Act 35(1). 


Forms: See under 150.1(2). 


Estimate of Tax 


151. Estimate of tax — Every person required by section 150 to 
file a return of income shall in the return estimate the amount of tax 
payable. 

Related Provisions: 104(23) — Testamentary’ trusts; 150— Returns; 155, 156 — 
Instalments required — individuals; 156.1(4) — Payment of balance owing — individ- 
uals; 157. — Instalments required — corporations; 162(3) — Penalty — failure to com- 
plete return; 183(3) — Provision applicable to Part II; 187(3) — Provision applicable 
to Part IV; 193(8) — Provision applicable to Part VII; 195(8) — Provision applicable 
to Part VIII; 219(3) — Provision applicable to Part XIV. 


Selected Cases [s. 151]: R. v. Reid, [1988] 1 C.T.C. 313 (Alta CA) (Requirement to 
estimate tax in tax return not Charter violation). 


Definitions [s. 151]: “amount”, “person” — 248(1). 
Assessment 


152. (1) Assessment — The Minister shall, with all due dispatch, 
examine a taxpayer’s return of income for a taxation year, assess 
the tax for the year, the interest and penalties, if any, payable and 
determine _ 


(a) the amount of refund, if any, to which the taxpayer may be 
entitled by virtue of section 129, 131, 132 or 133 for the year;,or 


(b) the amount of tax, if any, deemed by subsection 120(2) or 
(2.2), 122.5(3),.122.51(2),.122.7(2). or (3), 2125.4(3),.125.5(3), 
127.11), 127.41(3) or 210.2(3) or (4) to be paid on account of 
the taxpayer’s tax payable under this Part for the year. 
Related Provisions: 152(1.4) — Determination of income of partnership; 152(2) — 
Notice of assessment; 152(4), (5)— Reassessment; 158 — Remainder payable forth- 
with upon assessment; 160.2(3) — Minister may assess recipient under RRSP or RRIF; 
166 —Irregularity or error in assessment; 244(14), (14.1), (15) — Date when assess- 
ment made. 
History: Para. 152(1)(b) amended to add “122.7(2) or (3),” by 2007, c. 35, subsec. 
48(1), applicable to 2007 er seq. 
Para. 152(1)(b) amended to add “or (2.2)” by 2000, c. 19, subsec. 44(1), applicable to 
1999 et seq. ; 
Para. 152(1)(b) amended by 1998,-c..19, subsec. 42(1),. applicable to 1997 et seq.,, ex- 
cept that for the 1997 taxation year the reference to “subsection 120(2),” shall be read 
as a reference to “subsection 120(2), 120.1(4),”. Para. 152(1)(b) formerly read: 
(b) the amount of tax, if any, deemed by subsection 120(2), 120.1(4), 122.5(3), 
125.4(3), 127.1(1), 127.41(3) or 210.2(3) or (4) to be paid on account of the 
taxpayer’s tax payable under this Part for the year or deemed by subsection 
119(2) to be an ‘overpayment. 
Para. 152(1)(b) amended by 1996, c. 21, \s..39, applicable to 1995 et seq. Para. (b) 
formerly read: 
(b) the amount of tax, if any, deemed by subsection 120(2), 120.1(4), 122.5(3), 
127.1(1), 127.41(3) or 210.2(3) or (4) to be paid on account of the taxpayer’s tax 
payable under this Part for the year or deemed by subsection 119(2) to be an 
overpayment. 
Para. 152(1)(b) amended by 1995, c. 3, subsec. 46(1), applicable to taxation years that 
end after February 22, 1994. Para. (b) formerly read: 
(b) the amount of tax, if any, deemed by subsection 120(2), 120.1(4), 122.5(3), 
127.1(1) or 210.2(3) or (4) to be paid on account of the taxpayer’s tax under this 
Part for the year or deemed by subsection 119(2) to be an overpayment. 
Para. 152(1)(b) substituted by 1994, c. 21, subsec. 76(1), applicable to 1993 ef seg. 
That para. formerly read: 
(b) the amount of tax, if any, deemed by subsection 120(2), 120.1(4), 122.5(3), 
127.1(1), 144(9) or 210.2(3) or (4) to be paid on account of the taxpayer’s tax 
under this Part for the year or deemed by subsection 119(2) to be an 
overpayment. 
Para. 152(1)(b) substituted by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 15(1), applica- 
ble to 1993 et seq. Para. (1)(b) formerly read: 
(b) the amount of tax, if any, deemed under subsection 119(2), 120(2), 120.1(4), 
122.2(1), 122.5(3), 127.1(1), 127.2(2), 14409) or 210.2(3) or (4) to be paid on 
account of the taxpayer’s tax under this Part for the year. 
Selected Cases [subsec. 152(1)]: Valdis v. R., [2001] 1 C.T.C. 2827 (TCC) (Court 
has no jurisdiction to determine what amounts may have been withheld at source); 
Schatten v. MNR, [1996] 2 C.T.C. 13D (FCTD) (Minister must process return even if 
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of the view that taxpayer non-resident); Ginsberg v. Canada, [1994] 2 C.T.C. 2063 
(TCC) (Once significant delay established, onus on Crown to establish delay not unrea- 
sonable. Delay of one and a half years prima facie unreasonable); Rodmon Constr. Inc. 
v. R., [1975] C.T.C. 73 (FCTD) (Assessment vacated where Minister failed to act with 
“all due dispatch”). 


CRA Audit Manual: 11.5.9: NIL assessment — notification; 
quests (TPR) and general adjustment forms (GAF). 


12.1.0: Taxpayer re- 


(1.1) Determination of losses — Where the Minister ascertains 
the amount of a taxpayer’s non-capital loss, net capital loss, re- 
stricted farm loss, farm loss or limited partnership loss for a taxa- 
tion year and the taxpayer has not reported that amount as such a 
loss in the taxpayer’s return of income for that year, the Minister 
shall, at the request of the taxpayer, determine, with all due dis- 
patch, the amount of the loss and shall send a notice of determina- 
tion to the person by whom the return was filed. 

Related Provisions: 111— Losses deductible; 152(1.2) — Administrative: proce- 
dures for assessments apply to determinations; 152(1.4) — Determination of loss of 
partnership; 160.2(3) — Minister may assess recipient under RRSP or RRIF; 244(14), 
(14.1) — Presumption re date of sending of notice of determination; 244(15) — Deter- 
mination deemed made on date mailed; 248(7)(a) — Mail deemed received on day 
mailed. 


Selected Cases [subsec. 152(1.1)]: Armstrong v. MNR, [2005] 1 C.T.C. 21 (FC) 
(Mandamus refused for determination of loss where issues already dealt with in previ- 
ous appeal); Inco Ltd. v. R., [2004] 4 C.T.C. 2114, (TCC); aff'd [2005] 1 C.T.C. 367 
(FCA) (Letter from Minister not a determination of taxpayer’s loss); Burleigh v. R., 
[2004] 2 C.T.C. 2797 (TCC) (Processing of return or determination of loss immaterial 
to claim for loss in tax return); Burnet v. MNR, [1999] 3 C.T.C. 60 (FCA) (Minister had 
duty to issue notice of determination of loss). 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived); IT-512: Determination and redetermination of losses. 


Information Circulars: 84-1: Revision of capital cost allowance claims and other 
permissive deductions. 


CRA Audit Manual: 11.3.3: Application of losses; 11.5.10: Loss determination. 


(1.11) Determination pursuant to subsec. 245(2) — Where 
at any time the Minister ascertains the tax consequences to a tax- 
payer by reason of subsection 245(2) with respect to a transaction, 
the Minister 


(a) shall, in the case of a determination pursuant to subsection 
245(8), or 


(b) may, in any other case, 


determine any amount that is relevant for the purposes of comput- 
ing the income, taxable income or taxable income earned in Canada 
of, tax or other amount payable by, or amount refundable to, the 
taxpayer under this Act and, where such a determination is made, 
the Minister shall send to the taxpayer, with all due dispatch, a no- 
tice of determination stating the amount so determined. 

Related Provisions: 152(1.111)— Definitions in 245(1) apply; 152(1.12) — Limi- 
tation; 152(1.3) — Determination binding; 244(14), (14.1) — Presumption re date of 
sending of notice of determination; 244(15) — Determination deemed made on date 
sent; 248(7)(a) — Mail deemed received on day mailed. 


(1.111) Application of subsec. 245(1)— The definitions in 
subsection 245(1) apply to subsection (1.11).. 


Origin of subsec. 152(1.111): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in 
the opening words of subsec. 245(1)). 


(1.12) When determination not to be made — A determina- 
tion of an amount shall not be made with respect to a taxpayer 
under subsection (1.11) at a time where that amount is relevant only 
for the purposes of computing the income, taxable income or taxa- 
ble income earned in Canada of, tax or other amount payable by, or 
amount refundable to, the taxpayer under this Act for a taxation 
year ending before that time. 


(1.2) Provisions applicable — Paragraphs 56(1)(1) and 60(0), 
this Division and Division J, as they relate to an assessment or a 
reassessment and to assessing or reassessing tax, apply, with such 
modifications as the circumstances require, to a determination or 
redetermination of an amount under this Division or an amount 
deemed under section 122.61 or 126.1 to be an overpayment on ac- 
count of a taxpayer’s liability under this Part, except that 


Income Tax Act, Part I 


Proposed Amendment — 152(1.2) opening words 


(1.2) Provisions applicable — Paragraphs 56(1)(1) and 60(0), 
this Division and Division J, as they relate to an assessment or a 
reassessment and to assessing or reassessing tax, apply, with any 
modifications that the circumstances require, to a determination or 
a redetermination of an amount under this Division or an amount 
deemed under section 122.61 to be an overpayment on account of , 
a taxpayer’ N liability under this Part, except that 


pest 


Application: The July 16, 2010 draft lepislation (Part 1 — ieebuicall. A erie 
110(1), will amend the opening words of subsec. 152(1. oe to read as mou ‘aPPRCAS) 
ble in respect of forms filed after March 20, 2003. : 


Technical Notes (July 2010): Subsection 152(1 2) is amended to delete the 
reference to section 126.1 of the Act, consequential to the repeal of that section. For 
additional information, see the commentary to section 126.1. 


ee 


(a) subsections (1) and (2) do not apply to determinations made 
under subsections (1.1) and (1.11); 


(b) an original determination of a taxpayer’s non-capital loss, net 
capital loss, restricted farm loss, farm loss or limited partnership 
loss for a taxation year may be made by the Minister only at the 
request of the taxpayer; and 


(c) subsection 164(4.1) does not apply to a determination made 
under subsection (1.4). 


Related Provisions: 96(2.1) — Limited partnership losses; 111 — Losses deducti- 
ble; 160.2(3) — Minister may assess recipient under RRSP or RRIF. 


History: Subsec. 152(1.2) amended by 1998, c. 19, subsec. 181(1), applicable in re- 
spect of determinations made after June 18, 1998. Subsec. 152(1.2) formerly read: 


(1.2) Paragraphs 56(1)(1) and 60(0), this Division and Division J, as they relate to 
an assessment or a reassessment and to assessing or reassessing tax, apply, with 
such modifications as the circumstances require, to a determination or redetermi- 
nation of an amount under this Division or an amount deemed under section 
122.61 or 126.1 to be an overpayment on account of a taxpayer’s liability under 
this Part, except that subsections (1) and (2) do not apply to determinations made 
under subsections (1.1) and (1.11) and, for greater certainty, an original determi- 
nation of a taxpayer’s non-capital loss, net capital loss, restricted farm loss, farm 
loss or limited partnership loss for a taxation year may be made by the Minister 
only at the request of the taxpayer. 


Subsec. 152(1.2) amended by 1994, c. 8, subsec. 20(1), applicable after 1992. Subsec. 
(1.2) formerly read: 


(1.2) Paragraphs 56(1)(1) and 60(o0), this Division and Division J, as they relate to 
an assessment or a reassessment and to assessing or reassessing tax, are applica- 
ble, with such modifications as the circumstances require, to a determination or a 
redetermination and to determining or redetermining amounts under this Divi- 
sion, except that subsections (1) and (2) are. not applicable to determinations 
made under subsections (1.1) and (1.11) and, for greater certainty, an original 
determination of a taxpayer’s non-capital loss, net capital loss, restricted farm 
loss, farm loss or limited partnership loss for a taxation year may be made by the 
Minister only at the request of the taxpayer. 


Selected Cases [subsec. 152(1.2)]: Inco Ltd. v. R., [2005] 1 C.T.C. 367 (FCA); ~ 
aff’ g [2004] 4 C.T.C. 2114 (TCC) (Minister’s letter was not “determination” of losses). 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived); IT-512: Determination and redetermination of losses. 


CRA Audit Manual: 11.5.10: Loss determination. 


(1.3) Determination binding — For greater certainty, where the - 
Minister makes a determination of the amount of a taxpayer’s non- 
capital loss, net capital loss, restricted farm loss, farm loss or lim- 
ited partnership loss for a taxation year or makes a determination 
under subsection (1.11) with respect to a taxpayer, the determina- 
tion is (subject to the taxpayer’s rights of objection and appeal in 
respect of the determination and to any redetermination by the Min- 
ister) binding on both the Minister and the taxpayer for the purpose 
of calculating the income, taxable income or taxable income earned 
in Canada of, tax or other amount payable by, or amount refundable 
to, the taxpayer, as the case may be, for any taxation year. 


Related Provisions: 96(2.1) — Limited partnership loss; 111 — Losses deductible; 
160.2(3) — Minister may assess recipient under RRSP or RRIF. 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived); IT-512: Determination and redetermination of losses. 


CRA Audit Manual: 11.5.10: Loss determination. © 
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(1.4) Determination in respect of a partnership — The Min- 
ister may, within 3 years after the day that is the later of 


(a) the day on or before which a member of a partnership is; or 
but for subsection 220(2.1) would be, required under section 229 
of the Income Tax Regulations to make an information return for 
a fiscal period of the partnership, and 


(b) the day the return is filed, 


determine any income or loss of the partnership for the fiscal period 
and any deduction or other amount, or any other matter, in respect 
of the partnership for the fiscal period that is relevant in determin- 
ing the income, taxable income or taxable income earned in Canada 
of, tax or other amount payable by, or any amount refundable to or 
deemed to have been paid or to have been an overpayment by, any 
member of the partnership for any taxation year under this Part. 
Related Provisions: 152(1.2)(c) — Subsec. 164(4.:1) does not apply to determina- 
tion under 152(1.4); 152(1.5), (1.6) — Notice of determination; 152(1.7) — Determi- 
nation binding; 152(1.8)— Assessment where partnership found not to exist; 
163(2.9) — Partnership can be assessed certain penalties as though it were a corpora- 
tion; 165(1.15) — Objection to determination; 197(6)(b) — Assessment can be made at 
any time for Part IX.1 distributions tax or tax payable by partner; 244(15) — Determi- 
nation deemed made on date mailed. 


History: Subsec. 152(1.4) added by 1998, c. 19, subsec. 181(2), applicable in respect 
of determinations made after June 18, 1998. 


CRA Audit Manual: 11.5.10: Loss determination. 


(1.5) Notice of determination — Where a determination is made 
under subsection (1.4) in respect of a partnership for a fiscal period, 
the Minister shall send a notice of the determination to the partner- 
ship and to each person who was a member of the partnership dur- 
ing the fiscal period. 

Related Provisions: 152(1.6) — Determination valid even if notice not received by 
partners; 244(14) — Presumption re date of mailing of determination; 244(20) — No- 
tice mailed to partnership deemed provided to all partners; 248(7)(a) — Mail deemed 
received on day mailed. 


History: Subsec. 152(1.5) added by 1998, c. 19, subsec. 181(2), applicable in respect 
of determinations made after June 18, 1998. 


(1.6) Absence of notification — No determination made under 
subsection (1.4) in respect of a partnership for a fiscal period is in- 
valid solely because one or more persons who were members of the 
partnership during the period did not receive a notice of the 
determination. 


Related Provisions: 244(20) — Notice mailed to partnership deemed provided to all 
partners. 


History: Subsec. 152(1.6) added by 1998, c. 19, subsec. 181(2), applicable in respect 
of determinations made after June 18, 1998. 


(1.7) Binding effect of determination — Where the Minister 
makes. a determination under subsection (1.4) or a redetermination 
in respect of a partnership, 


(a) subject to the rights of objection and appeal of the member of 
the partnership referred to in subsection 165(1.15) in respect of 
the determination or redetermination, the determination or rede- 
termination is binding on the Minister and each member of the 
partnership for the purposes of calculating the income, taxable 
income or taxable income earned in Canada of, tax or other 
amount payable by, or any amount refundable to or deemed to 
have been paid or to have been an overpayment by, the members 
for any taxation year under this Part; and 


(b) notwithstanding subsections: (4), (4.01), (4.1) and (5), the 
Minister may, before the end of the day that is one year after the 
day on which all rights of objection and appeal expire or are 
determined in respect of the determination or redetermination, 
assess the tax, interest, penalties or other amounts payable and 
determine an amount deemed to have been paid or to have been 
an overpayment under this Part in respect of any member of the 
partnership and any other taxpayer for any taxation year as may 
be necessary to give effect to the determination or redetermina- 
tion or a decision of the Tax Court of Canada, the Federal Court 
of Appeal or the Supreme Court of Canada. 


History: Para. 152(1.7)(b) amended by 2002, c. 8, para. 184(a) to substitute “Federal 
Court of Appeal” for “Federal Court of Canada”, in force July 2, 2003. 


S. 152(3.1)(b) 


Subsec. 152(1.7) added by 1998, c. 19, subsec. 181(2), applicable in respect of determi- 
nations made after June 18, 1998. 


(1.8) Time to assess — Where, as a result of representations 
made to the Minister that a person was a member of a partnership in 
respect of a fiscal period, a determination is made under subsection 
(1.4) for the period and the Minister, the Tax Court of Canada, the 
Federal Court of Appeal or the Supreme Court of Canada concludes 
at a subsequent time that the partnership did not exist for the period 
or that, throughout the period, the person was not a member of the 
partnership, the Minister may, notwithstanding subsections (4), 
(4.1) and (5), within one year after that subsequent time, assess the 
tax, interest, penalties or other amounts payable, or determine an 
amount deemed to have been paid or to have been an overpayment 
under this Part, by any taxpayer for any taxation year, but only to 
the extent that the assessment or determination can reasonably be 
regarded 


(a) as relating to any matter that was relevant in the making of 
the determination made under subsection (1.4); 


(b) as resulting from the conclusion that the partnership did not 
exist for the period; or 


(c) as resulting from the conclusion that the person was, 

throughout the period, not a member of the partnership. 
Related Provisions [subsec. 152(1.8)]: 165(1.1)(a), (d) — Limitation of right to 
object; 169(2)(a), (d) —'Limitation of right to appeal. 


History; The opening words of subsec. 152(1.8) amended by 2002, c. 8, para. 184(b) 
to substitute “Federal Court of Appeal” for “Federal Court of Canada’, in force July 2, 
2003. 


Subsec.-152(1.8) added by 1998, c. 19, subsec. 181(2), applicable in respect of determi- 
nations made after June 18, 1998. 


(2) Notice of assessment — After examination of a return, the 
Minister shall send a notice of assessment to the person by whom 
the return was filed. 

Related Provisions: 158 — Remainder payable forthwith after assessment mailed; 


197(6)(a) — Notice of assessment can be sent to partnership for Part [X:1 distributions 
tax; 244(14), (15) — Mailing date of assessment. 


Selected Cases [subsec. 152(2)]: Sinnott v. R., [2000] 4 C.T.C. 2438 (TCC) 
(Sending of notice of assessment' to trustee in bankruptcy instead of taxpayer did not 
give rise to extension of delays to object). 


CRA Audit Manual: 11.5.7: Notice of assessment, reassessment and notice of return 
adjustment. 


Forms: T67A, T67AC, T67AN, 1453, T1456, T457, T492: Notices of assessment; 
T1132: Alternative address authorization. 


(3) Liability not dependent on assessment — Liability for 
the tax under this Part is not affected by an incorrect or incomplete 
assessment or by the fact that no assessment has been made. 
Related Provisions: 152(4), (6), (8) — Assessment and reassessment; 160.2(3) — 
Minister may assess recipient; 165 — Objections to assessments; 166— Assessment 
not to be vacated by reason of improper procedures; 169 — Appeal: 


Selected Cases [subsec. 152(3)]: Guaranty Properties Ltd. v. Canada, [1990] 2 
C.T.C. 94 (FCA); leave to appeal to SCC refused (1991),'49 B.L.R. 320 (note) (Amal- 
gamating company not relieved of taxes prior to amalgamation; notice of reassessment 
valid). 


(3.1) Definition of “normal reassessment period” — For the 
purposes of subsections (4), (4.01), (4.2), (4.3), (5) and (9), the nor- 
mal reassessment period for a taxpayer in respect of a taxation year 
is 


(a) if at the end of the year the taxpayer is a mutual fund trust or 
a corporation other than a Canadian-controlled private corpora- 
tion, the period that ends four years after the earlier of the day of 
sending of a notice of an original assessment under this Part in 
respect of the taxpayer for the year and the day of sending of an 
original notification that no tax is payable by the taxpayer for 
the year; and 


(b) in any other case, the period that ends three years after the 
earlier of the day of sending of a notice of an original assess- 
ment under this. Part in respect of the taxpayer for the year and 
the day of sending of an original notification that no tax is paya- 
ble by the taxpayer for the year. 
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Related Provisions: 136(1) — Cooperative corporation may be private corporation 
for purposes of s. 152; 137(7) — Credit union may be private corporation; 152(4), (6), 
(8) — Assessment and reassessment; 160.2(3) — Minister may assess recipient; 165 — 
Objections to assessments; 166 — Irregularities; 169, 172 — Appeal; 244(14), 
(14.1) — Date when notice sent; 244(15) — Date when assessment made. 


History: Paras. 152(3.1)(a) and (b) amended by 2010, c. 25, subsec. 38(1), in force on 
December 15, 2010. They formerly read: 


(a) where at the end of the year the taxpayer is a mutual fund trust or a corpora- 
tion other than a Canadian-controlled private corporation, the period that ends 4 
years after the earlier of the day of mailing of a notice of an original assessment 
under this Part in respect of the taxpayer for the year and the day of mailing of 
an original notification that no tax is payable by the taxpayer for the year; and 


(b) in any other case, the period that ends 3 years after the earlier of the day of 
mailing of a notice of an original assessment under this Part in respect of the 
taxpayer for the year and the day of mailing of an original notification that no tax 
is payable by the taxpayer for the year. 


2001, c. 17, subsec. 150(2) (see below) is applicable in respect of an individual if, at 
any particular time after October 1, 1996 and before June 14, 1999 (two years before 
Royal Assent), c ; 


(a) the individual ceased to be resident in Canada; or 


(b) where the individual is a trust, the trust made a distribution of property to 
which subsec. 107(2) does not apply solely because of the application of subsec- 
tion 107(5), as amended. 


Subsec. 150(2) reads as follows: 


(2) Where this subsection applies in respect of an individual, for the purposes of 
any reassessment of the individual’s tax, interest or penalties, for any year; that is 
necessary to take into account the application of this Act in respect of the cessa- 
tion of residence or the distribution referred to in subsection (1), the individual’s 
normal reassessment period under subsection 152(3.1) of the Act for any taxa- 
tion year that ends at or after the particular time described in subsection (1) is, 
notwithstanding subsection 152(3.1) of the Act, deemed to end on the later of 


(a) the day on which the normal reassessment period for the year would, but 
for this section, end; and 


(b) the day [June 14, 2002] that is one year after the day on which this Act 
(2001, c. 17] receives royal assent. 


The opening words of subsec. 152(3.1) amended by 1999, c. 22, subsec. 63.1(1), appli- 
cable to appeals. disposed of after June 17, 1999. The opening words formerly read: 


(3.1) For the purposes of subsections (4), (4.01), (4.2), (4.3) and (5), the normal 
reassessment period for a taxpayer in respect of a taxation year is 


Subsec. 152(3.1) amended by. 1998, c. 19, subsec. 181(3), applicable after April 27, 
1989. The subsec. formerly read: 


(3.1) For the purposes of subsections (4), (4.2), (4.3) and (5), the normal reas- 
sessment period for a taxpayer in respect of a taxation year is 


(a) where at the end of the year the taxpayer is a mutual fund trust or a 
corporation other than a Canadian-controlled private corporation, the period 
that ends 4 years after the day of mailing of a notice of an original assess- 
ment under this Part in respect of the taxpayer for the year or the day of 
mailing of a notification that no tax is payable by the taxpayer for the year; 
and 


(b) in any other case, the period that ends 3 years after the day of mailing of 
a notice of an original assessment under this Part in respect of the taxpayer 
for the year or the day of mailing of a notification that-no tax is payable by 
the taxpayer for the year. 


That portion of subsec. 152(3.1) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 90(1), to add reference to subsection (4.3), applicable to reassess- 
ments and redeterminations in respect of taxation years made after June 10, 1993 that 
relate to changes in balances for other taxation years made as a result of assessments 
made, or decisions on appeals rendered, after December 20, 1991. 


That portion of subsec. 152(3.1) preceding para. (a) amended by 1994, c. 7, Sch. Il 
(1991, ¢, 49), subsec. 125(1), to add reference to subsec. (4.2), applicable to assess- 
ments and redeterminations made in respect of 1985 ef seq. 


Selected Cases [subsec. 152(3.1)]: Biros v. R., [2007] 4 C.T.C. 2323 (TCC) 
(Minister’s onus satisfied where fraudulent income not declared); Anchor Pointe 
Energy Ltd. v. R., [2007] 4 C.T.C. 5 (FCA) (Taxpayer has onus regarding assumptions 
made at any stage of assessment process: assessment, reassessment, confirmation); 
Brunette v. R., [2001] 1 C.T.C. 2008 (TCC) (Delay starts the day after assessment 
issued); Continental Bank of Canada v. R., [1998] 4 C:T.C. 77 (SCC) (Minister not 
permitted to completely change basis of assessment long after reassessment period); 
APL Oil & Gas Ltd. v. Canada, [1996] 3 C.T.C. 2001 (TCC) (Minister could not repu- 
diate valid assessment because of a correctable error). 


(3.2) Determination of deemed overpayment [Child Tax 
Benefit] — A taxpayer may, during any month, request in writing 
that the Minister determine the amount deemed by subsection 
122.61(1) to be an overpayment on account of the taxpayer’s liabil- 


Income Tax Act, Part I 


ity under this Part for a taxation year that arose during the month or 
any of the 11 preceding months. 


Related Provisions: 152(3.3) — Notice of determination. 


History: Subsec. 152(3.2) added by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 15(2), 
applicable to months that are after 1992. 


(3.3) Notice of determination [Child Tax Benefit] — On re- 
ceipt of the request referred to in subsection (3.2), the Minister 
shall, with all due dispatch, determine the amounts deemed by sub- 
section 122.61(1) to be overpayments on account of the taxpayer's 
liability under this Part that arose during the months in respect of 
which the request was made or determine that there is no such 
amount, and shall send a notice of the determination to the 
taxpayer. 

History: Subsec. 152(3.3) added by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 15(2), 
applicable to months that are after 1992. 


(3.4) Determination of Ul premium tax credit — A taxpayer 
may request in writing that the Minister determine the amount 
deemed by subsection 126.1(6) or (7) to be an overpayment on ac- 
count of the taxpayer’s liability under this Part for a taxation year. 
Related Provisions: 152(3.5) — Notice of determination. 


History: Subsec. 152(3.4) added by 1994, c. 8, subsec. 20(2), applicable. after 1992. 


(3.5) Notice of determination [UI premium tax credit] — On 
receipt of the request referred to in subsection (3.4), the Minister 
shall, with all due dispatch, determine the amount deemed by sub- 
section 126.1(6) or (7), as the case may be, to be an overpayment on 
account of the taxpayer’s liability under this Part for a taxation year, 
or determine that there is no such amount, and shall send a notice of 
the determination to the taxpayer. 


_ >roposed Repeal — 152(3.4), (3.5) 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 110(2), 
will repeal subsecs. 152(3.4) and (3.5), applicable in respect of forms filed after March 


Technical Notes (July 2010): This subsection [152.4)] enables a taxpayer: to 


request the Minister of National Revenue to determine the amount deemed by subsec- 
tion 126.1(6) or (7) to be an overpayment on account of the taxpayer’s liability under 


Part I of the Act. . 


This subsection is repealed consequential to the repeal of section 126.1. For additional 
information, see the commentary to section 126.1. _ Oo 


Subsection 152(3.5) requires the Minister of National Revenue to respond to a request 
for a determination of the UI premium tax credit. This subsection is repealed conse- 
quential to the repeal of section 126.1. For additional information, see the commentary 
wo section 1260 | oe oe ae 


History: Subsec. 152(3.5) added by 1994, c. 8, subsec. 20(2), applicable after 1992. 


(4) Assessment and reassessment [limitation period] — 


The Minister may at any time make an assessment, reassessment or 


additional assessment of tax for a taxation year, interest or penal- 
ties, if any, payable under this Part by a taxpayer or notify in writ- 
ing any person by whom a return of income for a taxation year has 
been filed that no tax is payable for the year, except that an assess- 
ment, reassessment or additional assessment may be made after the 
taxpayer’s normal reassessment period in respect of the year only if 


(a) the taxpayer or person filing the return 


(i) has made any misrepresentation that is attributable to neg- 
lect, carelessness or wilful default or has committed any 
fraud in filing the return or in supplying any information 
under this Act, or 


(ii) has filed with the Minister a waiver in prescribed form 
within the normal reassessment period for the taxpayer in re- 
spect of the year; 


(b) the assessment, reassessment or additional assessment is 
made before the day that is 3 years after the end of the normal 
reassessment period for the taxpayer in respect of the year and 


(i) is required pursuant to subsection (6) or would be so re- 
quired if the taxpayer had claimed an amount by filing the 
prescribed form referred to in that subsection on or before the 
day referred to therein, 
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(11). is made..as a consequence of the assessment or reassess- 
ment pursuant to this paragraph or subsection (6) of tax paya- 
ble by another taxpayer, 


(iii) is made as a consequence of a transaction involving the 
taxpayer and a non-resident person with whom the taxpayer 
was not dealing at arm’s length, 


(iii. 1) is made, if the taxpayer is non-resident and-carries on a 
business in Canada, as a consequence of 


(A) an allocation by the taxpayer of revenues or expenses 
as amounts in respect of the Canadian business (other 
than revenues and expenses that relate solely to the Cana- 
dian business, that are recorded in the books of account of 
the Canadian business, and, the documentation in support 
of which is kept in Canada), or 


(B) a notional transaction between the taxpayer and its 
Canadian business, where. the. transaction. is recognized 
for the purposes of the computation of an amount under 
this Act or an applicable tax treaty. 


(iv) is made as a consequence of a payment or, reimburse- 
ment of any income or profits tax to or by the government of 
a country other than Canada or a government of a state, prov- 
ince or other political subdivision of any such country, 


(v) is made as a consequence of a reduction under subsection 
66(12.73) of an amount purported to be renounced under sec- 
tion 66, or 


(vi) is made in order to give effect to the application of sub- 
section 118.1(15) or (16); 


P FroRseed Amendment oily 2 anon 


I “applica er 
2006, excent that, if s. 94 pans toa 7 taxation year of a taxpaye that begin ; before 
2007, the amendment applies on or after the fi tet ies ee first such tax iy 
the tae to which s. 94 applies. 


National uetee heya not reassess Oe by: a taxpayer i 
the normal reassessment period for the taxpayer in respect of the year u 
conditions described in paragraph 152(4)(a) or (b) have been met. — 


S. 152(4) 


(c) the taxpayer or person filing the return re filed sith tie 
Minister a, waiver in prescribed form within the additional 3- 
year. period referred to in paragraph (b); or 


(d) as a consequence of a change in the allocation of the tax- 
payer’s taxable income earned in a province as determined 
under the law of a province that provides rules similar to those 
prescribed for the purposes ‘of section 124, an assessment, reas- 
sessment or additional assessment of tax for a taxation year pay- 
able by a corporation under a law of a province that imposes on 
the corporation a tax similar to the tax imposed under this Part 
(in this paragraph referred to as a “provincial reassessment’) is 
made, and as a consequence of the provincial reassessment, an 
assessment, reassessment or additional assessment is made on or 
before the day that is one year after the later of 


(i) the day on which the Minister is advised of the'provincial 
reassessment, and 


(ii) the day that is 90 days after the day of sending of a notice 
of the provincial reassessment. 


Related Provisions: 12(2.2) — Late assessment where amount elected re 12(1)(x) 
inclusion; 13(6) — Misclassified property; 21(5) — Late assessment to permit capitali- 
zation of interest; 67.5(2) —- Late assessment re illegal payments; 69(12) — Late’ as- 
sessment on disposition of property below market value; 80.04(9) —:Late assessment 
re transfer of forgiven amount of debt to related person; 104(5.31) — Revocation be- 
yond the deadline of trust’s election to defer 21-year deemed disposition; 118:1(11) — 
Late assessment on determination of value of cultural property; 127(17) — Assessment 
re ITC SR&ED pool beyond the deadline; 128.1(6)(d) — Late assessment to eliminate 
departure tax paid by taxpayer who returns to’: Canada; 143:2(15) — Limitation period 
inapplicable to reassessment of tax: shelter investment; 146(8:01)-— Home Buyer’s 
Plan & LLP — late assessment of tax on withdrawal; 152(1.7) — Limitation period re 
determination of partnership income or loss;;152(3.1) —Normal reassessment period; 
152(4:01) — Limitation on extended assessments; 152(4.1)—— Where waiver revoked; 
152(4.2) — Reassessment with taxpayer’s consent; 152(4.3) — Consequential assess- 
ment; 152(5) — Limitation on assessments; 158 -— Payment of balance on assessment; 
160.2(3) — Minister may assess recipient under RRSP or RRIF; 161.1(7) — Late as- 
sessment to allow interest offset allocation; 164(1)(b) — Refunds; 165(1.1) — Limita- 
tion of right to object; 165(5) — Effect of filing of notice of objection; 169(2) —\Limi- 
tation of right to appeal; 173(2) — Time during consideration not to count; 174(5)— 
Time during consideration of question not counted; 184(4)— Late assessment after 
election re excess capital dividend; 231.6 — Foreign-based information; 237.1(6.2)— 
Late assessment denying tax shelter deduction while penalty unpaid; 244(14), (14.1) — 
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Date when notice sent; 244(15) — Date when assessment made; Reg. 1106(1)“applica- 
tion for a certificate of completion”(b) — Waiver required to extend film tax credit 
application date; Interpretation Act 26 — Deadline on Sunday or holiday extended to 
next business day. 


History: Subpara. 152(4)(d)(ii) amended by 2010, c. 25, subsec. 38(2), to substitute 
“sending” for “mailing”, in force on December 15, 2010. 


Paras. 152(4)(c) and (d) added by 2009, c. 2, subsec. 58(1), in force on March jigs 
2009. 


Subpara. 152(4)(b)(iii.1) added by 2001, c. 17, subsec. 149(1), applicable to 2000 et 
seq. 

Subsec. 152(4) amended by 1998, c. 19, subsec. 181(4), applicable after April 27, 
1989, except that in applying the subsec. 


(a) before August 1997, it shall be read without reference to subpara. (b)(vi); 
and 


(b) to a taxation year before the 1996 taxation year, it shall be read without refer- 
ence to subpara. (b)(v). 


Subsec. 152(4) formerly read: 


(4) Subject to subsection (5), the Minister may at any time assess tax for a taxa- 
tion year, interest or penalties, if any, payable under this Part by a taxpayer or 
notify in writing any person by whom a return of income for a taxation year has 
been filed that no tax is payable for the year, and may 


(a) at any time, if the taxpayer or person filing the return 


(i) has made any misrepresentation that is attributable to neglect, care- 
lessness or wilful default or has committed any fraud in filing the return 
or in supplying any information under this Act, or 


(ii) has filed with the Minister a waiver in prescribed form within the 
normal reassessment period for the taxpayer in respect of the year, 


(b) before the day that is 3 years after the expiration of the normal reassess- 
ment period for the taxpayer in respect of the year, if 


(i) an assessment or reassessment of the tax of the taxpayer was required 
pursuant to subsection (6) or would have been required if the taxpayer 
had claimed an amount by filing the prescribed form referred to in that 
subsection on or before the day referred to therein, 


(ii) there is reason, as a consequence of the assessment or reassessment 
of another taxpayer’s tax pursuant to this paragraph or subsection (6), to 
assess or reassess the taxpayer’s tax for any relevant taxation year, 


(iii) there is reason, as a consequence of a transaction involving the tax- 
payer and a non-resident person with whom the taxpayer was not deal- 
ing at arm’s length, to assess or reassess the taxpayer’s tax for any rele- 
vant taxation year, or 


(iv) there is reason, as a consequence of an additional payment or reim- 
bursement of any income or profits tax to or by the government of a 
country other than Canada, to assess or reassess the taxpayer’s tax for 
any relevant taxation year, and 


(c) within the normal reassessment period for the taxpayer in respect of the 
year, in any other case, 


reassess or make additional assessments, or assess tax, interest or penalties under 
this Part, as the circumstances require, except that a reassessment, an additional 
assessment or an assessment may be made under paragraph (b) after the normal 
reassessment period for the taxpayer in respect of the year only to the extent that 
it may reasonably be regarded as relating to 


(d) the assessment or reassessment referred to in subparagraph (b)(1) or (ii), 
(e) the transaction referred to in subparagraph (b)(iil), or 


(f) the additional payment or reimbursement referred to in subparagraph 
(b)(Gy). P 
Selected Cases [subsec. 152(4)]: Chan v. R., [2010] 3 C.T.C. 2011 (TCC) (Mis- 
representation was failure to disclose significant income, even if Minister aware of the 
income); Shaw-Almex Industries Ltd. v. R., [2010] 1 C.T.C. 2493 (TCC) (Guarantee 
and payments thereunder were “transactions” not “events” for purposes of calculating 
limitation period); Blackburn Radio Inc. v. R., [2009] 4 C.T.C. 2213 (TCC) (Reassess- 
ment vacated where no “transaction” occurred. Term in 152(4)(b)(iii) is different from 
definition in 247(11)); Abakhan & Associates Inc. v. Canada (A.-G.), [2008] 2 C.T.C. 1 
(FC) (Judicial review of decision not to reassess refused where records insufficient to 
support reassessment); Ackaoui v. R., [2008] 1 C.T.C. 2139 (TCC) (Accountant had 
authority to sign waiver on behalf of taxpayer); Perfect Fry Co. v. R., [2007] 3 C.T.C. 
2365 (TCC) (Provision does not apply to ITC refunds; 127.1(1) applicable); Gebhart 
Estate v. R., {2007} 1 C.T.C. 2490 (TCC) (Under-reporting of RRSP income by execu- 
tor sufficient misrepresentation to allow assessment); 236/30 British Columbia Ltd. v. 
R., [2007] 1 C.T.C. 262 (FCA) (Assessments mailed twice to incorrect address had not 
been issued. When finally mailed to correct address they were out of time); Panini v. 
R., [2005] 2 C.T.C. 2252 (TCC); aff’ d [2006] 5 C.T.C. 12 (FCA) (Assessments allowed 
beyond statutory delay where taxpayer ignored stock option benefits); Agazarian v. R., 
(2004] 3 C.T.C. 101 (FCA); rev’ g [2003] 1 C.T.C. 2323 (TCC); leave to appeal to SCC 
refused 2004 CarswellNat 4638 (Minister has power to make more than one reassess- 
ment. English version is broader than French); Mitchell v. Canada (A.-G.), [2003] 1 
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C.T.C. 194 (FCA); rev’g [2001] 2 C.T.C. 301 (FCTD) (Waivers did not have to be in 
prescribed form); Demers v. R. (2002), [2004] 2 C.T.C. 2618 (TCC) (Claim of mani- 
festly incorrect deduction was misrepresentation); Brent v. R., [2001] 4 C.T.C. 2697 
(TCC) (Where no knowledge exists of underlying facts, no neglect in misrepresentation 
of income); Continental Steel Ltd. v. R., [2000] 1 C.T.C, 2732 (TCC) (Statutory limita- 
tion not applicable. where error ought to have been discovered); Markevich v. Canada, 
[1999] 2 C.T.C. 104 (FCTD) (Provincial limitation statutes do not override Act); 
Continental Bank of Canada y. R., [1998] 4 C.T.C. 77 (SCC) (Minister not permitted to 
completely change basis of assessment long after reassessment period); APL Oil & Gas 
Ltd. v. Canada, [1996] 3 C.T.C. 2001 (TCC) (Minister could not repudiate valid assess- 
ment because of a correctable error); Nesbitt v. Canada, 96 D.T.C. 6588 (FCA) (Math- 
ematical error can constitute misrepresentation); Duthie Estate v. Canada, [1995] 2 
C.T.C. 157 (FCTD) (Minister has power to issue contradictory assessments); 
Paramount Productions Inc. v. Canada, [1993] 2 C.T.C. 47 (FCTD) (Limitation period 
ran even where assessment erroneous); Dauphinais (P.) v. MNR, [1993] 1 C.T.C. 2056 
(TCC) (Day on which assessment made excluded in computing delay within which 
Minister may reassess); Wenger’s Ltd. v. MNR, [1992] 2 C.T.C, 2479 (TCC) (Minister 
not bound by position taken in earlier assessment); Solberg (S.J.) v. Canada, [1992] 2 
C.T.C. 208 (FCTD) (Mistaken reference in waiver was technical defect only and did 
not preclude reassessment under Part I); Lornport Investments Ltd. v. Canada, [1992] 1 
C.T.C. 351 (FCA) (Second notice of reassessment, later vacated, does not nullify first 
notice of reassessment); Dick v. MNR, [1991] 2 C.T.C. 2034 (TCC) (Since Minister 
failed to show fraud or misrepresentation reassessments for two taxation. years statute- 
barred); Canadian Marconi Co. v. Canada, [1991] 2 C.T.C. 352 (FCA); leave to appeal 
to SCC refused (1992), 90 D.L.R. (4th) viii (note) (Minister has no power to reassess 
once statutory period has expired); Cal Investments Ltd. v. Canada, [1990] 2 C.T.C. 
418 (FCTD) (Waiver without corporate seal valid where signed by an officer of the 
company with implied authority; corporate seal discretionary provision for Minister's 
benefit); Flanagan v. R., [1987] 2 C.T.C. 167 (FCA) (Notice of reassessment not sent 
when still retained by Minister); Davis v. R., [1984] C.T.C. 564 (FCTD) (Alleged mis- 
representation for reassessment must not be proved before out-of-court settlement); 
Burroughs v. R., [1982] C.T.C. 414 (FCTD) (Notice must be “sent”, not necessarily 
“received”, within prescribed time); Saykaly v. MNR, [1976] C.T.C. 702 (FCTD) (Re- 
assessments justified upon presumption of misrepresentation when taxpayer not report- 
ing benefit from transactions); Bisson v. MNR, [1972] C.T.C. 446 (FCTD) (Minister 
cannot reassess when taxpayer had no intention to defraud); Bronze Memorials Ltd. v. 
MNR, [1969] C.T.C. 620 (Exch.) (Minister not allowed to reassess after expiry of four- 
year limitation period from original assessment when no proof of fraud). 


1.T. Application Rules: 62(1) (152(4) applies to assessments since Dec. 23, 1971). 


Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-121R3: Election to capital- 
ize cost of borrowed money (archived); IT-185R: Losses from theft, defalcation or em- 
bezzlement; IT-384R: Reassessment where option exercised in subsequent year. 


Information Circulars: 75-7R3: Reassessment of a return of income; 77-11: Sales 
tax reassessments — deductibility in computing income; 84-1: Revision of capital cost 
allowance claims and other permissive deductions; 07-1: Taxpayer relief provisions. 
CRA Audit Manual: 11.3.3: Application of losses; 11.3.7: Assessment after the 
normal (re)assessment period and penalty for false statements or omissions; 11.4.0: 
Waivers; 11.5.9: NIL Assessment — notification; Appendix A-11.22.25: Assessment 
after normal (re)assessment period: recommendation report; 12.1.0: Taxpayer requests 
(TPR) and general adjustment forms (GAF). 

Forms: T2029: Waiver in respect of the normal reassessment period or extended reas- 
sessment period. 


(4.01) Assessment to which para. 152(4)(a), (b) or (c) ap- 
plies — Notwithstanding subsections (4) and (5), an assessment, 


reassessment or additional assessment to which paragraph (4)(a),- 


(b) or (c) applies in respect of a taxpayer for a taxation year may be 
made after the taxpayer’s normal reassessment period in respect of 
the year to the extent that, but only to the extent that, it can reasona- 
bly be regarded as relating to, 
(a) where paragraph (4)(a) applies to the assessment, reassess- 
ment or additional assessment, 
(i) any misrepresentation made by the taxpayer or a person 
who filed the taxpayer’s return of income for the year that is 
attributable to neglect, carelessness or wilful default or any 
fraud committed by the taxpayer or that person in filing the 
return or supplying any information under this Act, or 
(ii) a matter specified in a waiver filed with the Minister in 
respect of the year; and 
(b) where paragraph (4)(b) or (c) applies to the assessment, reas- 
sessment or additional assessment, 
(i) the assessment, reassessment or additional assessment to 
which subparagraph (4)(b)(i) applies, 
(ii) the assessment or reassessment referred to in subpara- 
graph (4)(b)(ii), 
(iii) the transaction referred to in subparagraph (4)(b)(ii1), 
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(iv) the payment or reimbursement referred to in subpara- 
graph (4)(b)(iv), : 
(v) the reduction referred to in subparagraph (4)(b)(v), or 


(vi) the application referred to in subparagraph (4)(b)(vi). 


Related Provisions: 152(1.7) — Limitation period re determination of partnership 
income or loss; 152(3.1) — Normal reassessment period. 


History: The opening words of subsec. 152(4.01) amended by 2009, c. 2, subsec. 
58(2) to substitute “(4)(a), (b) or (c)” for “(4)(a) or (4)(b)y”, in force on March 12, 2009. 


The opening words of para. 152(4.01)(b) amended by the said c. 2, subsec. 58(3) to 
substitute “(4)(b) or (c)” for “(4)(b)”, in force on March 12, 2009. 


Subsec. 152(4.01) added by 1998, c. 19, subsec. 181(4), BPP eae after April 27, 
1989, except that in applying the subsec. 


(a) before August 1997, it shall be read without reference to subpara. (b)(vi); and 


(b) to a taxation year before the 1996 taxation year, it shall be read without refer- 
ence to subpara. (b)(v). 


Selected Cases [subsec. 152(4.01)]: Biros v. R., [2007] 4 C.T.C. 2323 (TCC) 
(Not necessary to identify every element of income under a particular head of income). 


CRA Audit Manual: 11.4.0; Waivers. 


Forms: T2029: Waiver in respect of the normal reassessment period or extended reas- 
sessment period. 


(4.1) Where waiver revoked — Where the Minister would, but 
for this subsection, be entitled to reassess, make an additional as- 
sessment or assess tax, interest or penalties by, virtue only of the 
filing of a waiver under subparagraph (4)(a)(ii), the Minister may 
not make such reassessment, additional assessment or assessment 
after the day that is six months after the date on which a notice of 
revocation of the waiver in ee form is filed. 


(4. 1) it 
pibsccion: fe anttied to reassess, Eee an 3 canal asst 
or assess tax, interest or penalties by virtue o f 
waiver under subparagraph (4)(ay(ii) or paragraph @ 


a waiver referred to i in new Varun 152(4)(c). 


Related Provisions; 152(1.7) — Limitation period re determination of partnership 
income or loss; 152(4.2) — Reassessment with taxpayer’s:consent; 165(1.2) — No ob- 
jection permitted where right to object waived; 169(2.2) — No appeal where right to 
object or appeal waived. 


Forms: T652: Notice of revocation of waiver. 


(4.2) Reassessment with taxpayer’s consent — Notwith- 
standing subsections (4), (4.1) and (5), for the purpose of determin- 
ing, at any time after the end of the normal reassessment period of a 
taxpayer who is an individual (other than a trust) or a testamentary 
trust in respect of a taxation year, the amount of any refund to 
which the taxpayer is entitled at that time for,the year, or a reduc- 
tion of an amount payable under this Part by the taxpayer for the 
year, the Minister may, if the taxpayer makes an application for that 
determination on or before the day that is ten calendar years after 
the end of that taxation year, 


(a) reassess tax, interest or penalties payable under this Part by 
the taxpayer in respect of that year; and 


(b) redetermine the amount, if any, deemed by subsection 120(2) 
on (212)8422:5(8)p 9922:50(2)} 42277(2)899r2(3)p4 1TH), 
127.41(3) or 210.2(3) or (4) to be paid on account of the tax- 
payer’s tax payable under this Part for the year or deemed by 
subsection 122.61(1) to be an overpayment on account of. the 
taxpayer’s liability under this Part for the year. 


S. 152(4.2) 


- Proposed Amendment — 152(4. 2)— Reassessment to 
implement ssaeaincoag enh amendments 


er and to the Fedbiernination. of tax 
i the Minister of National y 


‘three years. This amend- 
rity to oe upon ae 


of ofa Bnvison included i in ae Bill. 


Related Provisions: 152(3.1) — Normal reassessment period; 152(4.3) — Conse- 
quential assessment; 164(1.5)— Refunds; 164(3.2) — Interest on refunds and repay- 
ments; 165(1.2) — Limitation of right to object; 180.01(2)(d) — Election to reduce tax 
on shares that have dropped in value is deemed to be: application under 152(4.2); 
225.1(1) — No collection restrictions following assessment. 


History: Para. 152(4:2)(b) amended to ng “122.7(2) or (3),” by 2007, c. 35, subsec. 
48(2), applicable to.2007 et seq. 


Subsec. 152(4.2) amended by 2005, c. 19, s. 36, applicable to applications made after 
2004. The subsec. formerly read: 


(4.2) Notwithstanding subsections (4), (4. i) and (5), for the purpose of determin- 
ing, at any time after the expiration of the normal reassessment period for a tax- 
payer who is an individual (other than a trust) or a testamentary trust in respect 
of a taxation year, 


(a) the amount of any refund to which the taxpayer is entitled at that time for 
that year, or 


(b) a reduction of an amount payable under this Part by the taxpayer for that 
year, 


the’ Minister may, if application therefor has been made by’ the taxpayer, 


(c) reassess tax, interest or penalties payable under this Part by the taxpayer 
in respect of that year, and 


(d) redetermine the amount, if any, deemed by subsection 120(2) or (2.2), 
122.5(3), 122:51(2), 127.1(1),; 127.41(3) or 210.2(3) or (4) to be paid on ac- 
count of the taxpayer’s tax payable under this Part for the year or deemed by 
subsection 122.61(1) to be an overpayment on account of the taxpayer’s lia- 
bility under this Part for the year. 


Para. 152(4.2)(d) amended by 2000, 'c. 19, subsec. 44(2), applicable to 1999 et seg. The 
para. formerly read: 


(d) redetermine the amount, if any, deemed by subsection 120(2), 122.5(3), 
122.51(2), 127.1(1), '127.41(3) or 210.2(3) or (4) to be paid on account of the 
taxpayer’s tax payable under this Part for the year or deemed: by subsection 
122.61(1) to be an overpayment on account of the taxpayer’s liability under this 
Part for the year. 


Para. 152(4.2)(d) amended by 1998, c. 19, subsec. 42(2), applicable to 1997 et seq., 
except that for the 1997 taxation year the reference to “subsection 120(2),” shall be 
read as a reference to “subsection 120(2), 120.1(4),”. Para. 152(4.2)(d) formerly read: 


(d) redetermine the amount, if any, deemed by subsection 120(2), 120.1(4), 
122.5(3), 127.1(1), 127.41(3) or 210.2(3) or (4) to be paid on account of the 
taxpayer's tax payable under this Part for the year or deemed by subsection 
119(2), 122.61(1) or 126.1(6) or (7) to be an overpayment on account of the’: 
taxpayer’s liability under this Part for the year. 
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Para. 152(4.2)(d) amended by 1995, c. 3, subsec. 46(2), applicable to taxation years 
that end after February 22, 1994. Para. (d) formerly read: 
(d) redetermine the amount, if any, deemed by subsection 120(2), 120,1(4), 
122.5(3), 127.11), 144(9) or 210.2(3) or (4) to be paid on account of the tax- 
payer's tax under this Part for the year or deemed by subsection 119(2), 
122.61(1) or 126.1(6) or (7) to be an overpayment on account of the taxpayer's 
liability under this Part for the year, 
Para. 152(4.2)(d) amended by 1994, c. 8, subsec. 20(3), applicable after 1992, except 
that in its application to redeterminations made in respect of the 1991 and 1992 taxa- 
tion years, the para. shall be read as follows: 
(d) redetermine the amount, if any, deemed by subsection 120(2), 120.1(4), 
122.2(1), 122.5(3), 127.1(1), 144(9) or 210.2(3) or (4) to be paid on account of 
the taxpayer’s tax under this Part for the year or deemed by subsection 119(2) or 
122.61(1) to be an overpayment on account of the taxpayer’s liability under this 
Part for the year. 


Para. (d) formerly read: 


(d) redetermine the amount, if any, deemed by subsection 120(2), 120.1(4), 
122.5(3), 127.1(1), 144(9) or 210.2(3) or (4) to be paid on account of the tax- 
payer’s tax under this Part for the year or deemed by subsection 119(2) or 
122.61(1) to be an overpayment on account of the taxpayer’s liability under this 
Part for the year. 
Para. 152(4.2)(d) substituted by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 15(3), appli- 
cable to redeterminations made in respect of 1991 et seg. except that, in its application 
to redeterminations made in respect of the 1991 and 1992 taxation years, the para. shall 
be read as follows: 
(d) redetermine the amount of tax, if any, deemed by subsection 120(2), 
120.1(4), 122.2(1), 122.5(3), 127.1(1), 1449) or 210.2(3) or (4) to be paid on 
account of the taxpayer’s tax under this Part for the year or deemed by subsec- 
tion 119(2) or 122.61(1) to be an overpayment on account of the taxpayer's lia- 
bility under this Part for the year. 


Para. (4.2)(d) formerly read: 


(d) redetermine the amount of tax, if any, deemed by subsection 119(2), 120(2), 
120.1(4), 122.2(1), 122.5(3), 127.1(1), 144(9) or 210.2(3) or (4) of this Act or 
subsection 122.4(3) of the Income Tax Act, chapter 148 of the Revised Statutes 
of Canada, 1952, as it applied to taxation years ending before 1991, to have been 
paid on account of the taxpayer’s tax under this Part for that year. 


Subsec. 152(4.2) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 125(2), applicable 
to assessments and redeterminations made in respect of 1985 er seq. 


Selected Cases [subsec. 152(4.2)]: LeBlanc v. Canada (A.-G.), [2010] 6 C.T.C. 
85 (FC) (Standard of review of discretionary decision is correctness); Simmonds v. 
MNR, [2006] 2 C.T.C. 261 (FC) (Discretion improperly exercised in consideration of 
ABIL); Lanno v. Canada (CCRA), [2004] 4 C.T.C. 268 (FC) (No entitlement to reas- 
sessment beyond statutory period simply because other taxpayers had filed objections). 


Information Circulars: 75-7R3: Reassessment of a return of income; 07-1: Taxpayer 
relief provisions. 


Application Policies: SR&ED 94-01: Retroactive claims for scientific research 
(TPRs). 


CRA Audit Manual: 3.0: Fairness and client rights; 11.6.6 and Appendix A-11.2.24: 
Fairness report; 12.15.9: Revising capital cost allowance and other permissive deduc- 
tions; 12.15.10: Unrelated downward adjustments. 


Forms: RC4288: Request for taxpayer relief. 


(4.3) Consequential assessment — Notwithstanding ‘subsec- 
tions (4), (4.1) and (5), where the result of an assessment or a deci- 
sion on an appeal is to change a particular balance of a taxpayer for 
a particular taxation year, the Minister may, or where the taxpayer 
so requests in writing, shall, before the later of the expiration of the 
normal reassessment period in respect of a subsequent taxation year 
and the end of the day that is one year after the day on which all 
rights of objection and appeal expire or are determined in respect of 
the particular year, reassess the tax, interest or penalties payable, or 
redetermine an amount deemed to have been paid or to have been 
an overpayment, under this Part by the taxpayer in respect of the 
subsequent taxation year, but only to the extent that the reassess- 
ment or redetermination can reasonably be considered to relate to 
the change in the particular balance of the taxpayer for the particu- 
lar year. 


Proposed Amendment — 152(4.3) 


(4.3) Consequential assessment — Notwithstanding subsec- 
tions (4), (4.1) and (5), where the result of an assessment or a 
decision on an appeal is to change a particular balance of a tax- 
payer for a particular taxation year, the Minister may, or where 
the taxpayer so requests in writing, shall, before the later of the 
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ular year. 


Application: The November 5, 2010 draft legislation (misc. technical), subsec. 
32(1), will amend subsec. 152(4.3) to read as above, applicable to reassessments, 
redeterminations and modifications in respect of taxation years that relate to changes 
in balances for other taxation years as a result of assessments made, or decisions on 


appeal rendered, after November 5, 2010. 


Technical Notes: Where it is necessary, as a result of an assessment or an appeal : 
of a taxpayer for a taxation year, to adjust an amount deducted or included in com- 
puting a “balance” that is relevant for another taxation year, subsection 152(4.3) al- 
lows the Minister of National Revenue to reassess the other taxation year beyond its 
normal reassessment period, as well as to redetermine an amount deemed to have — 
been paid or to have been an overpayment on account of tax in respect of that other 


year. Subsection 152(4.3) is amended to also allow, under the same conditions, the 


modification of a refund or other amount payable by a taxpayer for the other year. 


Related Provisions: 152(3.1) — Normal reassessment period; 152(4.4) — Defini- 
tion of “balance”; 165(1.1) — Limitation of right to object to assessments or determi- 
nations; 169(2) — Limitation of right to appeal. 


History: Subsec. 152(4.3) substituted by 1994, c. 21, subsec. 76(2), applicable to reas- 
sessments and redeterminations in respect of taxation years made after June 10, 1993 
that relate to changes in balances for other taxation years made as a result of assess- 
ments made, or decisions on appeals rendered, after December 20, 1991 except that, 
where the day referred to as “the day on which all rights of objection and appeal expire 
or are determined in respect of the particular year” occurred before June 10, 1993, the 
subsec, shall be read as if that reference were a reference to June 10, 1993. That subsec. 
formerly read: 


(4.3) Notwithstanding subsections (4), (4.1) and (5), where the result of an as- 
sessment or a decision on an appeal is to change a particular balance of a tax- 
payer for a particular taxation year, the Minister may or, where the taxpayer so 
requests in writing, shall, before the later of the expiration of the normal reas- 
sessment period in respect of another taxation year and the end of the day that is 
one year after the day on which all rights of objection and appeal have expired or 
been determined in respect of the particular year, reassess the tax, interest or 
penalties payable, or redetermine an amount deemed to have been paid, under 
this Part by the taxpayer in respect of the other taxation year, but only for the 
purpose of giving effect to any provision of this Act requiring the inclusion, or 
allowing the deduction, of an amount in computing a balance of the taxpayer for 
the other year, to the extent that the inclusion or deduction can reasonably be 
considered to relate to the change in the particular balance of the taxpayer for the 
particular year. 


Subsec. 152(4.3) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 90(2), applicable 
to reassessments and redeterminations in respect of taxation years made after June 10, 
1993 that relate to changes in balances for other taxation years made as a result of 
assessments made, or decisions on appeals rendered, after December 20, 1991 except 
that where the day referred to in subsec. (4.3) as “the day on which all rights of objec- 
tion and appeal have expired or been determined in respect of the particular year” oc- 
curs before June 10, 1993, subsec. (4.3) shall be read as if that reference. were to June 
10, 1993. 


Selected Cases [subsec. 152(4.3)]: Gordon v. R., [2010] 5 C.T.C. 75 (Sask QB) 


(Forum for requesting consequential assessments is Federal Court, not provincial supe- 
rior courts); Hevey v. R., [2005] 1 C.T.C. 2848 (TCC) (“Consequential” assessment 
related to balance in earlier years not statute-barred); Bulk Transfer Systems Inc. v. R., 
[2004] 2 C.T.C. 2995 (TCC); aff'd [2005] 2 C.T.C. 87 (FCA) (Minister must disclose 
factual basis for assessment issued outside normal assessment period), Sherway Centre 
Ltd. v. R., [2003] 1 C.T.C. 123 (FCA) (Provision cannot be circumvented by reassess- 
ment under 165(1.1)). 


CRA Audit Manual: 11.5.12: Consequential assessments. 


(4.4) Definition of “balance” — For the purpose of subsection 
(4.3), a “balance” of a taxpayer for a taxation year is the income, 
taxable income, taxable income earned in Canada or any loss of the 
taxpayer for the year, or the tax or other amount payable by, any 
amount refundable to, or any amount deemed to have been paid or 
to have been an overpayment by, the taxpayer for the year. 


Related Provisions: 152(4.3) —Consequential assessment; 165(1.11)(6) — Bal- 
ance adjustment to be requested specifically on large corporation's notice of objection. 
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History: Subsec. 152(4.4) substituted by 1994, c. 21, subsec. 76(2), applicable to reas- 
sessments and redeterminations in respect of taxation years made after June 10, 1993 
that relate to changes in balances for other taxation years made as a result of assess- 
ments made, or decisions on appeals rendered, after December 20, 1991. That subsec. 
formerly read: 


(4.4) For the purposes of subsection (4.3), a “balance” of a taxpayer for a taxa- 
tion year is the income, taxable income earned in Canada or any loss of the tax- 
payer for the year, or the tax or other amount payable by, any amount refundable 
to, or any amount deemed to have been paid by, the taxpayer for the year. 


Subsec. 152(4.4) added by 1994, ¢. 7, Sch. VIII (1993, c. 24), subsec. 90(2), applicable 


to reassessments and redeterminations in respect of taxation years made after June 10, 
1993 that relate to changes in balances for other taxation years made. as a result of 
assessments made, or aie on appeals rendered, after December 20, 1991. 


(5) Limitation on assessments — These shall not be included 
in computing the income of a taxpayer for a taxation year, for the 
purpose of an assessment, reassessment or additional assessment 
made under this Part after the taxpayer’s normal reassessment pe- 
riod in respect of the year, any amount that was not included in 
computing the taxpayer’s income for the purpose of an assessment, 
reassessment or additional assessment made under this Part before 
the end of the period. 


Related Provisions: 12(2.2)— Deemed outlay or expense; 67.5(2) — Reassess- 
ments; 127(17) — Assessment re ITC SR&ED pool beyond the deadline; 152(1.7) — 
Limitation period re determination of partnership income or loss; 152(3.1)— Normal 
reassessment period; 152(4.01) — Limitation on extended assessments; 152(4.2) — 
Assessment; 152(4.3) — Consequential assessment; 152(9) — Minister allowed to 
raise alternative ground of assessment; 160.2(3) — Minister may assess recipient under 
RRSP or RRIF; 161.1(7) — Late assessment to allow interest offset allocation. 


History: Subsec. 152(5) amended by 1998, c. 19, subsec: 181(5), applicable after 
April 27, 1989. Subsec. 152(5) formerly read: 


(5) There shall not be included in computing the income of a taxpayer for a 
taxation year, for the purposes of any reassessment, additional assessment or as- 
sessment of tax, interest or penalties under this: Part that is made after the normal 
reassessment period for the taxpayer in respect of the year, any amount 


(a) that was not included in computing the taxpayer’s income for the pur- 
poses of an assessment of tax under this Part made before the end of the 
normal reassessment period for the taxpayer; 


(b) in respect of which the taxpayer establishes that the failure so to include 
it did not result from any misrepresentation that is attributable to negligence, 
carelessness or wilful default or from any fraud in filing a return of the tax- 
payer’s income or supplying any information under this Act; and 


(c) where any waiver has been filed by the taxpayer with the Minister, in the 
form and within the time referred to in subsection (4), with respect to a taxa- 
tion year to which the reassessment, additional assessment or assessment of 
tax, interest or penalties, as the case may be, relates, that the taxpayer estab- 
lishes cannot reasonably be regarded as relating to,a matter specified in the 
waiver. 


Selected Cases [subsec. 152(5)]: Merswolke v. Canada, [1995] 1 C.T.C. 2524 
(TCC) (Subsec. 152(5)-does not authorize reassessment without authority of subsecs. 
152(4), (4.2) or (4.3)). : 


1.T. Application Rules: 62(1) (where waiver filed before December 23, 1971). 


Interpretation Bulletins: IT-241: Reassessments made after the four-year limit 


(archived): 


(6) Reassessment where certain deductions claimed [car- 
rybacks] — Where a taxpayer has filed for a particular taxation 
year the return of income required by section 150 and an amount is 
subsequently claimed by the taxpayer or on the taxpayer’s behalf 
for the year as 


(a) a deduction under paragraph 3(e) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, by virtue 
of the taxpayer’s death in a subsequent taxation year and the 
consequent application of section 71 of that Act in respect of an 
allowable capital loss for the year, 


(b) a deduction under section 41 in respect of the taxpayer’s 
listed-personal-property loss for a subsequent taxation year, 


(b.1),a deduction under paragraph 60(i) in respect of a premium 


(within the meaning assigned by subsection 146(1)) paid in a— 


subsequent taxation year under a registered retirement savings 
plan where the premium is deductible by reason.of subsection 
146(6.1), 


S. 152(6) 


(c) a deduction under section 118.1 in respect of a gift made in a 
subsequent taxation year or under section 111 in respect of a 
loss for a subsequent taxation year, 


(c.1) a deduction under section 119 in respect of a disposition in 
a subsequent taxation year, 


ab eaeg Repeal - —_ mba db Le 


pr n certain ofreiionsrandes here 
rule in supercon, “ J) aps to an individual who ceased to be 


(6.3) is being sncodieed to ensure that credits. andev section 119 

emigrant faxpaye s without regard to the normal or extended reassess- 
the Minister of Na- 
’s tax for the departure year (and any relevant subse- 
n order to take into account a deduction on ued section Hes in 


tional Revenue reassess a taxpay 
quent year 


ainount is subsequently escon nee ‘the tayo oron ths taxpayer" s istics for 
- Abe: aah year as a deduction under’ section 119, and: ; 


These ‘amendments senerally pply | at ‘end after Onlouer i, “1996. 
However, for taxation years that end before Royal Assent, the filing deadline, under 
new subsection 152(6.3), for the prescribed form an i 
the filing-due date for the year that includes the day of 


(d) a deduction under subsection 127(5) in respect of property 
acquired or an expenditure made in a subsequent taxation year, 


(€)’a deduction under subsection 125.2 in respect of an unused 
Part VI tax credit (within the meaning assigned by subsection 
125.2(3)). for a subsequent taxation. year, 


(f) a deduction under section 125.3 in respect of an unused Part 
1.3 tax credit (within, the. meaning assigned. by. subsection 
125.3(3)) for a subsequent taxation year, 


(f.1)avdeduction under subsection 126(2) in respect of an. un- 
used foreign tax credit (within the meaning assigned by subsec- 
tion 126(7)), or. under subsection 126(2.21) or! (2.22) in respect 
of foreign taxes, paid, for a subsequent taxation year, 


(f.2)'a-deduction under subsection 128.1(8) as a result of a dis- 
position in; a subsequent taxation year, 


(f.3) a deduction (including for the purposes of this subsection a 
reduction: of an amount otherwise required to. be included in 
computing a taxpayer’s income) ,under snbecation 146(8.9) or 
(8.92) or 146.3(6.2) or (6.3), 


(g) a deduction under subsection 147.2(4) because. of the appli- 
cation. of subsection, 147.2(6) as-a result of the taxpayer’s death 
in the subsequent taxation year, or 


(h).a deduction by virtue,of an election for a.subsequent taxation 
year; under, paragraph 164(6)(c) or (d) by the taxpayer’s legal 
representative, 


by filing with the Minister, on or before the day on or before which 
the taxpayer is, or would be if a tax under this Part were payable by 
the taxpayer for that subsequent taxation year, required by section 
150 to file a return of income for that subsequent taxation year, a 
prescribed form amending the return, the Minister shall reassess the 
taxpayer’s tax for any relevant taxation:year (other than a taxation 
year preceding the particular taxation year) in order to take into ac- 
count the deduction claimed. 

Related Provisions: 111 — Losses deductible; 150 — Returns; 152(4)(b)(i) — Re- 


assessment limitation period; 161(7)(b)(iii) — Effect of carryback of loss, etc.; 164(S5), 
(5.1) — No back interest on reftind where past year reassessed; 165(1.1) — Limitation 
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of right to object to assessments or determinations; 169(2)(a) — Limitation of right to 
appeal. 

History: Para. 152(6)(f.3) added by 2009, c. 2, subsec. 58(4), applicable in respect of 
an RRIF or an RRSP in respect of which the last payment out of the fund or plan is 
made after 2008. 


Former para. 152(6)(c.1) amended and renumbered as (f.1), new para. (c.1) and para. 
(f.2) added, by 2001, c. 17, subsecs. 149(2) and (3) applicable to taxation years that end 
after October 1, 1996. In respect of 


(a) a deduction under s. 119, or an adjustment under subsec. 128.1(8), in respect of 
a disposition by a taxpayer, or 

(b) a deduction under subsec. 126(2.21) or (2.22) in respect of foreign taxes paid 
by a taxpayer, 


the taxpayer is deemed to have filed the prescribed form described in subsec. 152(6) in 
a timely manner if the taxpayer files the form with the Minister on or before the later of 
the day on or before which the taxpayer would, but for this application, be required to 
file the form and the taxpayer’s filing-due date for the taxation year that includes June 
14, 2001. 


Former para. (c.1) (now (f.1)) formerly read: 


(c.1) a deduction under subsection 126(2) in respect of an unused foreign tax 
credit (within the meaning assigned by subsection 126(7)) for a subsequent taxa- 
tion year, 
Para. 152(6)(g) added by 1998, c. 19, subsec. 181(6), applicable to taxpayers who die 
after 1992. 


Selected Cases [subsec. 152(6)]: Agazarian v. R., [2003] 1 C.T.C. 2323 (TCC); 
rev’d [2004] 3 C.T.C. 101 (FCA) (Authority for reassessments re loss carry-backs de- 
rived from 152(4), not 152(6)); A. & M. Johnson Contracting Lid. v. R., [1998] 3 
C.T.C. 2583 (TCC) (Courts will not grant mandamus compelling Minister to reassess). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-232R3: Losses — their deductibility in the loss year or in other years; IT-520: 
Unused foreign tax credits — carryforward and carryback. 


Information Circulars: 75-7R3: Reassessment of a return of income. 
CRA Audit Manual: 11.3.3: Application of losses; 11.5.4: Additional assessments. 


Forms: T1A: Request for loss carryback; T1-ADJ: Adjustment request; T2 SCH 4: 
Corporation loss continuity and application, T67B, T67BCD, T67BD, 7458, T459, 
T493: Notices of reassessment. 


(6.1) Reassessment where amount included in income 
under subsec. 91(1) is reduced — Where 


(a) a taxpayer has filed for a particular taxation year the return of 
income required by section 150, 


(b) the amount included in computing the taxpayer’s income for 
the particular year under subsection 91(1) is subsequently re- 
duced because of a reduction in the foreign accrual property in- 
come of a foreign affiliate of the taxpayer for a taxation year of 
the affiliate that ends in the particular year and is 


(i) attributable to the amount prescribed to be the deductible 
loss of the affiliate for the year that arose in a subsequent 
year of the affiliate that ends in a subsequent taxation year of 
the taxpayer, and 


(ii) included in the description of F of the definition “foreign 
accrual property income” in subsection 95(1) in respect of 
the affiliate for the year, and . 


(c) the taxpayer has filed with the Minister, on or before the fil- 
ing-due-date for the taxpayer’s subsequent taxation year, a pre- 
scribed form amending the return, 


the Minister shall reassess the taxpayer’s tax for any relevant taxa- 
tion year (other than a taxation year preceding the particular taxa- 
tion year) in order to take into account the reduction in the amount 
included under subsection 91(1) in computing the income of the 
taxpayer for the year. 


Proposed Amendment — 152(6.1) 
(6.1) Reassessment if amount under subsec. 91(1) is 
reduced [foreign accrual property loss carryback] — If 
(a) a taxpayer has filed for a particular taxation year the return 
of income required by section 150, at : 
(b) the amount included in computing the taxpayer’s income 
for the particular year under subsection 91(1) is subsequently 
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reduced because of a reduction in the foreign accrual property 
income of a foreign affiliate of the taxpayer for a taxation year 
"(referred to in this paragraph as the “claim year”) of the affili- 
~ ate that ends in the particular year, where the reduction in that 
foreign accrual property income is 


(i) attributable to a foreign accrual property loss (within the 
meaning assigned by subsection 5903(3) of the Income Tax 
- Regulations) of the affiliate for a taxation year of the affili- 
ate that ends in a subsequent taxation year of the taxpayer, 
yand 


(ii) included in the description of F in the definition “for- 
eign accrual property income” in subsection 95(1) in re- 


spect of the affiliate for the claim year, and 


(©) the taxpayer has filed with the Minister, on or before the 
_ filing-due date for that subsequent taxation year, a prescribed 
_ form amending the return, 


the Minister shall reassess the taxpayer’s tax for any relevant taxa-_ 
tion year (other than a taxation year preceding the particular year). 
in order to take into account the reduction in the amount included 
under subsection 91(1) in computing the income of the taxpayer 
for the particular year, ee 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 34(2), will amend subsec. 152(6.1) to read as above, applicable to taxation 
years that begin after November 1999. oes : 

S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 
(ii) files that election with the Minister of National Revenue on or before June 
30, 2011, 92 oe 
Technical Notes (Sept. 10, 2010): Subsection 152(6.1) provides for the reassess- 
ment of a taxpayer in certain circumstances where a FAPL [foreign accrual property 
loss — ed.] of a foreign affiliate of the taxpayer is carried back. 
Subsection 152(6.1) is being amended to reflect the restructuring of section 5903 of 
the Regulations and variable F of the FAPI definition in subsection 95(1). 


Related Provisions: 152(4)(b)(i) — Reassessment limitation period; 161(7)(a)(xii), 
(7)(b)(iii), 164(5)(h.4), (k) — Interest calculation on carryback of FAPL; 261(15) — 
Application of functional currency rules; Reg. 5903(1)(b) — Loss carryback. 


History: Subsec. 152(6.1) added by 2001, c. 17, subsec. 149(4), applicable to taxation 
years of foreign affiliates that begin after November 1999. 


(6.2) Extended reassessment period — The Minister shall re- 
assess a taxpayer’s tax for a particular taxation year, in order to take 
into account the application of paragraph (d) of the definition “ex- 
cluded property” in subsection 142.2(1), or the application of sub- 
section 142.6(1.6), in respect of property held by the taxpayer, if 


(a) the taxpayer has filed for the particular taxation year the re- 
turn of income required by section 150; and 


(b) the taxpayer files with the Minister a prescribed form amend- 


ing the return, on or before the filing-due date for the taxpayer's. 


taxation year that 


(i) if the filing is in respect of paragraph (d) of that definition 
“excluded property”, includes the acquisition of control time 
referred to in that paragraph, and 


(ii) if the filing is in respect of subsection 142,.6(1.6), imme- 
diately follows the particular taxation year. 


History: Subsec. 152(6.2) added by 2009, c. 2, subsec. 58(5), applicable to taxation 
years that begin after 2001, except that 


(a) for taxation years that begin before October 1, 2006, each reference in subsec. 
152(6.2) to “paragraph (d) of the definition “excluded property” shall be read as a 
reference to “paragraph (d.3) of the definition “mark-to-market property”; and 


(b) a prescribed form referred to in para. 152(6.2)(b) is deemed to have been filed 
by a taxpayer on a timely basis if it is filed by the taxpayer on or before the tax- 
payer’s filing-due date for the taxpayer's taxation year that includes March 12, 
2009. 
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(7) Assessment not dependent on return or information — 
The Minister is not bound by a return or information supplied by or 
on behalf of a taxpayer and, in making an assessment, may, not- 
withstanding a return or information so supplied or if no return has 
been filed, assess the tax payable under this Part. 


Related Provisions: 152(4) — Reassessment; 160.2(3) — Minister may assess re- 
cipient under RRSP or RRIF; 165 — Objections to assessments; 169 — Appeal to Tax 
Court of Canada. 


Selected Cases [subsec. 152(7)]: R. v: Balanko, [1988] 1 C.T:C: 317 (FCTD) 
(Gambling gains not income for net worth assessment); Gentile v. R., [1988] 1 C.T.C. 
253 (FCTD) (Taxpayer taxable on his income. from all sources; assessment on net 
worth basis); Chhabra y. R., [1988] 1-C.T.C. 84 (FCTD) (Taxpayer’s tax returns ac- 
cepted when flawed financial statements used by Minister); Danielson v. MNR, [1986] 
2 C.T.C. 341 (FCTD) (Assessment to be challenged by objection and appeal, not by 
application. for certiorari); Werry v. R., [1976] C.T.C. 221 (FCA) (Burden of proof is 
on taxpayer to justify new trial relating to net worth assessment; evidence insufficient). 


CRA Audit Manual: 11.5.3? Assessments under subsections 152(7) of the ITA and 
299(1) of the ETA; 13.2.0: Audit of non-taxable sources of funds; 13.3.0: Indirect ver- 
ification of income; 13.4.0 and Appendix 13.3.0: Net worth; 13.6.0: Assessments based 
on projections; 28.4.0: False statements or omissions. 


(8) Assessment deemed valid and binding — An assessment 
shall, subject to being varied or vacated on an objection or appeal 
under this Part and subject to a reassessment, be deemed to be valid 
and binding notwithstanding any error, defect or omission in. the 
assessment or in any proceeding under this Act relating thereto. 


Related Provisions: 152(3) — Liability for tax not affected by incorrect or incom- 
plete assessment; 152(4) — Reassessment; 158 — Assessed amount payable forthwith; 
160(2) — Minister may assess transferee; 160.2(3) — Minister may assess recipient; 
165 — Objections to assessments; 166— Assessment not to, be vacated by reason of 
improper procedures; 172 — Appeal; 225.1 — Collection restrictions while assessment 
under objection or appeal. 


Selected Cases [subsec. 152(8)]: Friedberg v. R., [2000] 2 C.T.C. 370 (FCA) 
(Error on face of notice of assessment was not error in assessment); Régime des Rentes 
pour les Employés de Direction de Gestion RST Inc. v. MNR, [1993] 1 C.T.C. 2091 
(TCC) (Assessment of trust, rather than trustee, invalid); Lornport Investments Ltd. v. 
Canada, [1992] 1 C.T.C. 351 (FCA) (Second notice of reassessment, later vacated, 
does not nullify first notice of reassessment); Canadian Marconi Co. v. Canada, [1991] 
2 C.T.C. 352 (FCA); leave to appeal to SCC refused (1992), 90 DLR (4th) viii (note) 
(Minister has no power to reassess once statutory period has expired); Guaranty 
Properties Ltd. v. Canada, [1990] 2 C.T.C. 94 (FCA); leave to appeal to SCC refused 
(1991), 49 B.L.R. 320 (note) (Amalgamating company not relieved of taxes prior to 
amalgamation); Stephens (Estate) v. R., [1987] 1 C.T.C. 88 (FCA) (Notices of reassess- 
ment not void when bearing name and signature other than Minister); R. v. Lambert, 
[1974] C.T.C. 516 (FCTD) (Answers of taxpayer in examination for discovery cannot 
be used in criminal proceedings). 


. 153(1)(d.1) 


(9) Alternative basis for assessment — The Minister may ad- 
vance an alternative argument in support of an assessment at any 
time after the, normal reassessment period unless, on an appeal 
under this Act 


(a) there is relevant evidence that the taxpayer is no longer able 
to adduce without the leave of the court; and 


(b) it is not appropriate in the circumstances, for the court to or- 
der that the evidence be adduced. 


Related Provisions: 152(5)— Limitation on income inclusion after normal reas- 
sessment period. 


History: Subsec. 152(9) added by 1999, c. 22, subsec. 63. 1(2), applicable to appeals 
disposed of after June 17, 1999. 

Selected Cases [subsec. 152(9)]: Walsh v. R., [2007] 4 C.T.C. 73 (FCA) (Minister 
can advance alternative arguments even after expiry of normal limitation period); 
Blanchette v. R.; (2003) 4 C.T.C. 2708 (TCC) (Alternative position argued by. Minister 
not required to lead to exactly the same amount. of tax as. assessed). 


I1.T. Technical News: 16 (Continental Bank case). 


CRA Audit Manual: 11.3.7: Assessment after the normal (re)assessment period and 
penalty for false statements or omissions. 


(10) Where tax deemed not to be assessed — Notwithstand- 
ing any other provision of this section, an amount of tax for which 
adequate security is accepted by the Minister under subsection 
220(4.5) or (4.6) is, until the end of the period during which the 
security is accepted by the Minister, deemed for the purpose of any 
agreement entered into by or on behalf of the Government of Can- 
ada under section 7 of the Federal-Provincial Fiscal Arrangements 
Act not to have been assessed under this Act. 


History: Subsec. 152(10) added by.2001, c. 17, subsec, 149(5), applicable to taxation 
years that end after October 1, 1996. 


Definitions [s. 152]: “acquisition of control time” — 142.2(1)“excluded pro- 
perty”(d)(i); “allowable capital loss” —38(b), 248(1); “amount”, “assessment” — 
248(1); “balance” — 152(4.4); “calendar year” — Interpretation Act 37(1)(a); “Cana- 
dian-controlled private corporation” — 125(7), 248(1); “carries on a business in Can- 
ada” — 253; “claim year” — 152(6.1)(b); “corporation” — 248(1), Interpretation Act 
35(1); “day of sending” — 244(14), (14.1); “disposition” — 248(1); “excluded pro- 
perty” — 142.2(1); “farm loss” — 111(8), 248(1); “Federal Court of Appeal” — Fed- 
eral Courts Act s. 3; “filing-due date” — 248(1); “foreign accrual property income” — 
95(1), (2), 248(1); “foreign accrual property loss” — Reg. 5903(3); “foreign affili- 
ate” — 95(1), 248(1); “individual” — 248(1); “limited partnership loss” — 96(2.1)(e), 
248(1); “listed personal property” — 54, 248(1); “Minister” — 248(1); “net capital 


loss”, “non-capital loss’? — 111(8), 248(1); “non-resident” — 248(1); “normal reas- 
sessment period” — 152(3.1); “person”, “prescribed”, “property” —248(1); “prov- 
ince” — Interpretation Act 35(1); “registered retirement. savings plan” — 146(1), 


248(1); “restricted farm loss” — 31, 248(1); “share” — 248(1); “ 
152(1.111), 24501); “ 
ada” — 115(1), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “testamentary 
trust” — 108(1), 248(1); “transaction” — 152(1.111),° 2451); “trust? — 104(1), 
108(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


tax consequences” — 


” ery 


Payment of Tax 


153. (1) Withholding [source deductions] — Every person 
paying at any time in a taxation year 


(a) salary, wages or other remuneration, other than amounts de- 
scribed in subsection 115(2.3) or 212(5.1), 


(b) a superannuation or pension benefit, 

(c) a retiring allowance, 

(d) a death benefit, 

ua Ly an amount sepeileeds in fredininads e Pe erGy), 


ke de Pibasaton (a) to (t). The person ‘make such a pay- 
t withheld to the Receiver General on behalf of 


Quebec Parental Insurance _ introduced on January 006. | 
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(e) an amount as a benefit under a supplementary unemployment 
benefit plan, 


(f) an annuity payment or a payment in full or partial commuta- 
tion of an annuity, 


(g) fees, commissions or other amounts for services, other than 
amounts described in subsection 115(2.3) or 212(5.1), 


(h) a payment under a deferred profit sharing plan or a plan re- 
ferred to in section 147 as a revoked plan, 


(i) a payment from a registered disability savings plan, 


(j) a payment out of or under a registered retirement savings 
plan or a plan referred to in subsection 146(12) as an “amended 
plan”, 


(k) an amount as, on account or in lieu of payment of, or in satis- 
faction of, proceeds of the surrender, cancellation or redemption 
of an income-averaging annuity contract, 


(1) a payment out of or under a registered retirement income 
fund or a fund referred to in subsection 146.3(11) as an 
“amended fund”, 


(m) a prescribed benefit under a government assistance program; 
(m.1) [Repealed] 


(n) one or more amounts to an individual who has elected for the 
year in prescribed form in respect of all such amounts, 


(o) an amount described in paragraph 115(2)(c.1), 
(p) a contribution under a retirement compensation arrangement, 


(q) an amount as a distribution to one or more persons out of or 
under a retirement compensation arrangement, 


(r) an amount on account of the purchase price of an interest ina 
retirement compensation arrangement, 


(s) an amount described in paragraph 56(1)(r) or (z.2), or 


(t) a payment made under a plan that was a registered education 

savings plan 
shall deduct or withhold from the payment the amount determined 
in accordance with prescribed rules and shall, at the prescribed 
time, remit that amount to the Receiver General on account of the 
payee’s tax for the year under this Part or Part X1.3, as the case may 
be, and, where at that prescribed time the person is a prescribed 
person, the remittance shall be made to the account of the Receiver 
General at a designated financial institution. 


Related Provisions: 7(15)— No withholding required on inclusion of deferred 
stock option benefit; 78(1)(b) — Withholding of tax on unpaid amounts; 153(1.01) — 
Withholding required from non-cash remuneration; 153(1.1) — Undue hardship — re- 
duction in withholding; 153(1.2)— Election to increase withholding; 153(1.3), 
(1.31) — Pension income splitting stock options cannot reduce source deductions; 
153(1.4) — Large remittance through financial institution not required if made one day 
early; 153(3) — Amount withheld deemed received by payee; 153(6) — Meaning of 
“designated financial institution”; 154 — Tax transfer payments to provinces; 212(5.1), 
(5.2) — Withholding on payments to non-resident for acting services; 221.2 — Trans- 
fers of balances from one account to other; 227(8), (9) — 10% penalty for failure to 
withhold or remit; 227 — Withholding taxes — administration and enforcement; 
227.1 — Corporation’s directors liable for unremitted source deductions; 238(1) — Of- 
fences; 248(7)(b)(i) — Remittance deemed made when received, 252.1(d) — Where 
union is employer. 


History: Para. 153(1)(s) amended to add “or (z.2)” by 2010, c. 25, subsec. 39(1), ap- 
plicable after 2009. 


Para. 153(1)(a) amended to add “115(2.3) or” by 2007, c. 35, subsec. 49(1), in force on 
December 14, 2007. 


Para. 153(1)(g) amended to add “115(2.3) or” by the said c. 35, subsec. 49(2), in force 
on December 14, 2007. 


Para. 153(1)(i) added by the said c. 35, s. 117, applicable to 2008 et seq. 


Para. 153(1)(a) amended by 2001, c. 17, subsec. 151(1), applicable in respect of 
amounts paid, credited or provided after 2000. The para. formerly read: 


(a) salary or wages or other remuneration, 


Para. 153(1)(g) amended by the said c. 17, subsec. 151(2), applicable in respect of 
amounts paid, credited or provided after 2000. The para. formerly read: 


(g) fees, commissions or other amounts for services, 


The closing words of subsec. 153(1) amended by the said c. 17, subsec. 151(3), appli- 
cable after June 27, 1999. The closing words formerly read: 


Income Tax Act, Part I 


shall deduct or withhold therefrom such amount as is determined in accordance 
with prescribed rules and shall, at such time as is prescribed, remit that amount 
to the Receiver General on account of the payee’s tax for the year under this Part 
or Part XI.3, as the case may be, and, where at that prescribed time the person is 
a prescribed person, the remittance shall be made to the account of the Receiver 
General at a financial institution (within the meaning that would be assigned by 
the definition “financial institution” in subsection 190(1) if that definition were 
read without reference to paragraphs (d) and (e) thereof). 


Para. 153(1)(d.1) amended by 1998, c. 19, s. 182, deemed to have come into force on 
June 30, 1996. Para. 153(1)(d.1) formerly read: 
(d.1) an amount as a benefit under the Employment Insurance Act, 


Paras. 153(1)(s) and (t) added by the said c. 19, s, 43, para. (s) applicable to payments 
made after 1992, and para. (t) applicable to payments made after 1997. 


Para. 153(1)(d.1) amended by 1996, c. 23, para. 187(d), to substitute “Employment In- 
surance Act” for “Unemployment Insurance Act’, in force June 30, 1996. 


Para. 153(1)(i) repealed by 1996, c. 23, s. 175, in force January 1, 1998. Para. (i) for- 
merly read: 


(i) a training allowance under the National Training Act, 


Para. 153(1)(m) substituted for paras. (m), (m.1) by 1994, c. 21, s. 77, applicable to 
payments made after October 1991. Those paras. formerly read: 


(m) an amount as a benefit under the Labour Adjustment Benefits Act, 


(m.1) an income assistance payment made pursuant to an agreement under sec- 
tion 5 of the Department of Labour Act, 


That portion of subsec. 153(1) following para. (r) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), s. 91, applicable after 1992. That portion formerly read: 


shall deduct or withhold therefrom such amount as may be determined in accor- 

dance with prescribed rules and shall, at such time as may be prescribed, remit 
that amount to the Receiver General on account of the payee’s tax for the year 
under this Part or Part XI.3, as the case may be. 


1994, c. 7, Sch. VIII (1993, c. 24), subsec. 82(10), provides that the amended definition 
of “minimum amount” in subsec. 146.3(1) does not apply, for the purposes of pre- 
scribed rules made under subsec. 153(1), with respect to payments made before 1993. 


Paras. 153(1)(f), (1) substituted, (m.1) added, by 1994, c. 7, Sch. II (1991, c. 49), sub- 
secs. 126(1)-(3), applicable to payments made after July 13, 1990. Paras. (f), (1) for- 
merly read: 


(f) an annuity payment, 
(1) a payment out of or under a registered retirement income fund, 


Selected Cases [subsec. 153(1)]: Weyerhaeuser Co. v. R., [2007] 2 C.T.C. 2408 
(TCC) (Section is not a charging provision and reaches only amounts having character 
of income); Manke v. R., [1999] 1 C.T.C. 2186 (TCC) (Minister has constructive re- 
ceipt of source deductions, even if not remitted); Ashby v. Canada, [1996] 1 C.T.C. 
2464 (TCC) (Deductions made but not remitted differ from case where deductions not 
made); Cana Construction Co. v. Canada, [1995] 1 C.T.C. 2122 (TCC) (Prime con- 
tractor maintained full control of funds to pay wages and required to withhold source 
deduction); Mollenhauer Ltd. v.. Canada, [1992] 2 C.T.C. 121 (FCTD) (Contractor 
which undertook to pay subcontractor’s employees’ “salary or wages or other remuner- 
ation” liable for failing to make and remit source deductions despite not being the 
employer); R. v. Coopers & Lybrand Ltd., [1980] C.T.C. 367 (FCA) (Taxpayer com- 
pany responsible for wages to employees, liable for amount of payroll deductions); 


Dauphin Plains Credit Union Ltd. v. Xyloid Industries Ltd. et al., [1980] C.T.C. 247 - 


(SCC) (UIC and CPP amounts deducted, but not remitted, held in trust for Crown); R. 
y. National Indian Brotherhood, [1978] C.T.C. 680 (FCTD) (Taxpayer corporation not 
resident on reserve required to remit income tax from salaries paid to Indians), Re G & 
G Equipment, 74 D.T.C. 6407 (B.C.S.C.) (Tax to be withheld when paying wages to 
employees of related company). 


Regulations: 100-108 (withholding and remittance requirements); 110 (prescribed 


persons for the closing words of 153(1)); 200 (information returns); 5502 (prescribed . 


benefits for 153(1)(m)). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-337R4: Retiring allowances, IT-379R: Em- 
ployees profit sharing plans — allocations to beneficiaries. 


Information Circulars: 75-6R2: Required withholding from amounts paid to non- 
residents performing services in Canada; 72-22R9: Registered retirement savings plans; 
07-1: Taxpayer relief provisions. See also “Employers’ Guide to Payroll Deductions”. 


1.T. Technical News: 11! (reporting of amounts paid out of an employee benefit 
plan). 

CRA Audit Manual: 28.7.4: Penalties — failure to deduct or withhold an amount, 
28.7.5: Penalties — failure to remit an amount withheld. 


Forms: RC1B: Business Number— Payroll Deductions Account; RC4004: Seasonal 
agricultural workers program [guide]; RC4157: Employers’ guide: — filing the T4A 
slip and summary form; RC4163: Employers’ guide — remitting payroll deductions; 
RC4409: Keeping [payroll] records [guide]; TD1: Personal tax credits return; TD3F: 
Fisher’s election for tax deductions at source; T4A: Statement of pension, retirement, 
annuity, and other income; T4A Segment, T4A-RCA: Statement of distributions paid 
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from'an RCA; T4A-RCA Summ: Return of distributions from an RCA; T735: Applica- 
tion for a remittance number for tax withheld from an RCA; T1213: Request to,reduce 
tax deductions at source; T1219: Provincial alternative minimum tax; T1219-ON: On- 
tario minimum. tax carryover; T4001: Employers’ guide — payroll, deductions and re- 
mittances [guide]; T4032: Payroll deductions tables [guide]; T4127: Payroll deductions 
formulas for computer programs [guide];.T4130: Employer’s guide — taxable benefits. 


(1.01) Withholding — stock option benefits — An amount 
that is deemed to have been received by a taxpayer as a benefit 
under or because of any of paragraphs 7(1)(a) to (d.1) is remunera- 
tion paid as a bonus for the purposes of paragraph (1)(a), except the 
portion, if any, of the amount that is 


_(a) deductible by the taxpayer under paragraph 110(1)(d) in 
computing thetaxpayer’s taxable income fora taxation year; 


(b) deemed to have been received in a taxation year as a benefit 
because of a disposition of securities to which subsection 7(1.1) 
applies; or 


(c) determined under: fataghiphy 110@. I)(b) to bé deifurctible by 
the taxpayer under paragraph 110(1)(d.01) in computing the tax- 
payer's taxable income for a taxation year. 


Related Provisions: 153(1.31) —Non-cash stock option benefits cannot. reduce 
source deductions. 


History: Subsec. 153(1.01) added by 2010, c. 25, subsec. 39(2), applicable after 2010, 
except that it does not apply with respect to benefits arising from rights granted before 
2011 to a taxpayer under an agreement to sell or issue securities that was entered into 
in writing before 4:00 p.m. EST, March 4, 2010 and that included, at that time, a writ- 
ten condition prohibiting the taxpayer from disposing of the securities acquired under 
the agreement for a period of time after exercise. 


(1.1) Undue hardship — Where the Minister is satisfied that the 
deducting or withholding, of the. amount otherwise, required to, be 
deducted or withheld under subsection (1) from: a payment would 
cause undue hardship, the Minister may. determine a lesser amount 
and that amount shall be deemed to be the amount determined 
under that subsection as the amount to be deducted or withheld 
from that payment. 

Related Provisions: 153(1.3) — Pension income splitting cannot gag source de- 
ductions; 153(1.31) — Non-cash stock option benefits cannot reduce source deduc- 
tions; 164(1.51)-(1.53) — Refund of instalments in cases of undue. hardship; 
180.2(6) — Reduced withholding available on old age security benefits; 212(5.3) — 
Parallel rule for withholding on non-resident actor’s services; 227(8) — Withholding 
taxes; 227.1 — Liability of directors. 


Selected Cases [subsec. 153(1.1)]: Qu’Appelle Indian Residential School Council 
v. R., [2002] 1 C.T.C, 156 (FCTD) (No duty on Minister to advise taxpayers how to file 
returns). 


Forms: T1213: Request to reduce tax deductions at source. 


(1.2) Election to increase withholding — Where a taxpayer so 
elects in prescribed manner and prescribed form, the amount re- 
quired to be deducted or withheld under subsection (1) from any 
payment to the taxpayer shall be deemed to be the total of 


(a) the amount, if any, otherwise required to be deducted or 
withheld under that subsection from that payment, and 


(b) the amount specified by the taxpayer in that election with 
respect to that payment or with respect to a class of payments 
that includes that payment. 


Related Provisions: 227.1 — Liability of directors. 
Regulations: 109 (prescribed manner for making election, and effect). 
Forms: TD1: Personal tax credits return. 


(1.3) Split-pension amount — A joint election made or ex- 
pected to be made under section 60.03 is not to be considered.a 
basis on which the Minister may determine a lesser amount under 
subsection (1:1). 


History: Subsec. 153(1.3) added by 2007, c. 29,.s. 22, applicable to, 2007 et seq. 


Former subsec. 153(1.3) repealed by 1996, c 21, s. 40, applicable June 20, 1996, Sub- 
sec. (1.3) formerly read: 


(1.3) Payments by trustee, etc. — For the purposes of subsection (1), where a 
trustee who is administering, managing, distributing, winding up, controlling or 
otherwise dealing with the property, business, estate or income of another person 
authorizes or otherwise causes a payment referred to in that subsection to be 
made on behalf of that other person, the trustee shall be deemed to be a person 
making the payment and the trustee and that other person shall be jointly and 


S. 153(3) 


severally liable in respect of the amount required under‘that subsection to be 
deducted or withheld and to be remitted on account of the payment: 


Selected Cases [subsec. 153(1.3)]: Coopers.& Lybrand Ltd).v.,Canada, [1994] 2 
C.T.C. 2244 (TCC) (Agent held liable for source deductions not withheld). 


(1.31) Non-cash stock option benefit — An amount deemed to 
have been received as a ‘benefit under or’ because of) any of 
paragraphs 7(1)(a) to (d:1) shall not' be considered ‘a basis on which 
the Minister may determine a lesser amount under subsection (1:1) 
solely because it is received asa non-cash benefit. 


History: Subsec. 153(1.31) added by 2010, c. 25, subsec. 39(3), applicable after 2010. 


(1.4) Exception — remittance to designated financial insti- 
tution — For the purpose of subsection (1), a prescribed person re- 
ferred to in that subsection is deemed to have remitted an amount to 
the account of the Receiver General at a designated financial insti- 
tution if the prescribed person has remitted the amount to the Re- 
ceiver General at least one day before the day: upon which the 
amount is due. 

History: Subsec. 153(1.4) added by 2008, c. 28, s. 29, applicable in respect of remit- 
tances by a prescribed person that are first due after February 25, 2008. 


Former subsec. 153(1.4) repealed by 1996, c 21, 's. 40, applicable June 20, 1996. Sub- 
sec. (1.4) formerly read: 
(1.4) Definition of “trustee” — In subsection (1.3), “trustee” includes a liquida- 
tor, receiver, receiver-manager, trustee in bankruptcy, assignee, executor, admin- 
istrator, sequestrator or any other person. performing a function similar to that 
performed by any such person. 


Regulations: 110 (prescribed person), 


(2) Deemed withholding — If a pensioner and a pension trans- 
feree (as those terms are defined in section 60.03) make a joint elec- 
tion under section 60.03 in respect of a split-pension amount (as 
defined in that section) for a taxation year, the portion of the 
amount deducted or withheld under subsection (1) that may be rea- 
sonably considered to be in respect of the split-pension amount is 
deemed to have been deducted or withheld on account of the.pen- 
sion transferee’s tax for the taxation year under this Part and not on 
account of the pensioner’s tax for the taxation year under this Part. 


History: Subsec. 153(2) added by 2007, c. 29, s. 22, applicable to 2007 et seq. 


Former subsec. 153(2) repealed by 1994, c. 8, s. 21, applicable to 1995 et seq.; for the 
1994 taxation year, former subsec. 153(2) read as follows: 


(2) Subject to sections 155, 156 and 156.1; where amounts have been deducted 
or withheld under this section from the remuneration’or other payments received 
by an individual in a taxation year, ifthe total of the remuneration and other 
payments from which such amounts have been deducted or withheld and which 
the individual had received in the year is equal to or greater than */4 of the indivi- 
dual’s income for the year, the individual shall, on or before the individual’s 
balance-due day for the year, pay to the Receiver General the remainder of the 
individual’s tax for the year as estimated under section 151. 


Subsec. (2) formerly read: 


(2) Payment of remainder — Where amounts were deducted or withheld under 
this section from the remuneration or other payments received by an individual 
in a taxation year, if the total of the remuneration and other payments from 
which the amounts were deducted or withheld and which the individual received 
in the year is equal to or greater than */s of the individual’s income for the year, 
the individual shall, on or before the individual’s balance-due day for the year, 
pay to the Receiver General the remainder of the individual’s tax for the year as 
estimated under section 151. 


Former subsec. 153(2) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 126(4), 

applicable to 1990 et seq. Subsec. 153(2) formerly read: 
(2) Where amounts have been deducted or withheld under)this section from the 
remuneration or other payments received by an individual in a taxation year, if 
the total of the remuneration and other payments from which such amounts have 
been deducted or withheld and which the individual had received in the -year is 
equal to or greater than */4 of the individual’s income for the year, the individual 
shall, on or before April 30 in the next year, pay to the Receiver General the 
remainder of the individual’s tax for the year as estimated under section 151. 


(3) Deemed effect of deduction — When an amount has been 
deducted or withheld under subsection (1), it shall, for all the pur- 
poses of this Act, be deemed to have been received at that time by 
the person to whom the remuneration, benefit, payment, fees, com- 
missions or other amounts were paid. 


Related Provisions: 78(1)(b) — Unpaid amounts; 
rules; 227.1 — Liability of directors. 


227 — Withholding taxes — 
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Selected Cases [subsec. 153(3)}: Fraser v. R., [1997] 3.C.T.C. 3 (FCA) (Source 
deductions belonged to employee, not to employer). 


(4) Unclaimed dividends, interest and proceeds — Where 
at the end of a taxpayer’s taxation year the person beneficially enti- 
tled to an amount received by the taxpayer after 1984 and before the 
year as or in respect of dividends, interest or proceeds of disposition 
of property is unknown to the taxpayer, the taxpayer shall remit to 
the Receiver General on or before the day that is 60 days after the 
end of the year on account of the tax payable under this Act by that 
person an amount equal to 


(a) in the case of dividends, 33'/3% of the total amount of the 
dividends, 


(b) in the case of interest, 50% of the total amount of the inter- 
est, and 


(c) in the case of proceeds of disposition of property, 50% of the 
total of all amounts each of which is the amount, if any, by 
which the proceeds of disposition of a property exceed the total 
of any outlays and expenses made or incurred by the taxpayer 
for the purpose of disposing of the property (to the extent that 
those outlays and expenses were not deducted in computing the 
taxpayer’s income for any taxation year or attributable to any 
other property), 


except that no remittance under this subsection shall be required in 
respect of an amount that was included in computing the taxpayer’s 
income for the year or a preceding taxation year or in respect of an 
amount on which the tax under this subsection was previously 
remitted. 

Related Provisions: 153(5) — Effect of deduction; 227.1 — Liability of directors. 
Regulations: 108(4) (remittance deadline). 

Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada. 

Information Circulars: 71-9R: Unclaimed dividends. 


(5) Deemed effect of remittance — An amount remitted by a 
taxpayer under subsection (4) in respect of dividends, interest or 
proceeds of disposition of property shall be deemed 


(a) to have been received by the person beneficially entitled 
thereto; and 


(b) to have been deducted or withheld from the amount other- 
wise payable by the taxpayer to the person entitled thereto. 


Related Provisions: 227(6), (9) — Withholding taxes; 227(10) — Assessment, 
227(13) — Withholding tax; 227.1 — Liability of directors. 


(6) Meaning of “designated financial institution” — In this 
section, “designated financial institution” means a corporation that 


(a) is a bank, other than an authorized foreign bank that is sub- 
ject to the restrictions and requirements referred to in subsection 
524(2) of the Bank Act; 


(b) is authorized under the laws of Canada or a province to carry 
on the business of offering its services as a trustee to the public; 
or 


(c) is authorized under the laws of Canada or a province to ac- 
cept deposits from the public and carries on the business of lend- 
ing money on the security of real estate or investing in mort- 
gages or hypothecs on real estate. 


Proposed Amendment — 1 53(6)(c) 


(c) is authorized under the laws of Canada or a province to 
accept deposits from the public and carries on the business of 
lending money on the security of real property or immovables 
or investing in indebtedness on the security of mortgages on 
real property or of hypothecs on immovables. — 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 226, will 
amend para. 153(6)(c) to read as aboye, to come into force on Royal Assent. _ 
Technical Notes (July 2010): See under 12(4). 
Related Provisions: 153(1) closing words — Large remittances to be made through 
designated financial institution. 


History: Subsec. 153(6) added by 2001, c. 17, subsec. 151(4), applicable after June 
27,1999. 
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Selected Cases [s. 153]: Hrab v. Canada, [1995] 2 C.T.C. 2105 (TCC) (Failure by 
employer to deduct taxes at source does not affect taxpayer’s liability to pay tax on 
income received). 

Definitions [s. 153]: “amount”, “annuity”, “authorized foreign bank”, “balance-due 
day”, “business” — 248(1); “Canada” — 255, Interpretation Act 35(1), “corpora- 
tion” — 248(1), Interpretation Act 35(1);, “death benefit” — 248(1); “deferred profit 
sharing plan” — 147(1), 248(1); “designated financial institution” — 153(6); “disposi- 
tion”, “dividend”, “employee” — 248(1); “estate” — 104(1), 248(1); “hypothecs” — 
Quebec Civil Code art. 2660; “immovables” — Quebec Civil Code art. 900-907; “in- 
come-averaging annuity contract”, “individual” — 248(1); ‘Joint election” — 60.03(1); 


99° 46 7 66, 


“Minister” — 248(1); “pension transferee”, pensioner” — 60.03(1); “person”, “pre- 
scribed”, “property” — 248(1); “province” — Interpretation Act 35(1); “registered dis- 
ability savings plan” — 146.4(1), 248(1); “registered education savings plan” — 
146.1(1), 248(1); “registered retirement income fund” — 146.3(1), 248(1); “registered 
retirement savings plan” — 146(1), 248(1); “retirement compensation arrangement”, 
“retiring allowance” — 248(1); “salary, wages” — 248(1)"salary or wages’; “salary or 
wages” — 248(1); “security” — Interpretation Act 35(1); “‘split-pension amount” — 
60.03(1); “superannuation or pension benefit” — 248(1); “supplementary unemploy- 
ment benefit plan’ — 145(1), 248(1); “tax payable” — 248(2); “tax treaty”, “taxable 
income” — 248(1); . “taxation year” — 249; “taxpayer” — 248(1);- “trustee” — 
153(1.4). 


154. (1) Agreements providing for tax transfer pay- 
ments — The Minister may, with the approval of the Governor in 
Council, enter into an agreement with the government of a province 
to provide for tax transfer payments and the terms and conditions 
relating to such payments. 


(2) Tax transfer payment — Where, on account of the tax for a 
taxation year payable by an individual under this Part, an amount 
has been deducted or withheld under subsection 153(1) on the as- 
sumption that the individual was resident in a place other than the 
province in which the individual resided on the last day of the year, 
and the individual 


(a) has filed a return of income for the year with the Minister, 
(b) is liable to pay tax under this Part for the year, and 


(c) is resident on the last day of the year in a province with 
which an agreement described in subsection (1) has been entered 
into, 


the Minister may make a tax transfer payment to the government of 
the province not exceeding an amount equal to the product obtained 
by multiplying the amount or the total of the amounts so deducted 
or withheld by a prescribed rate. 


History: Para. 154(2)(a) amended by 1998, c. 19, s. 183, applicable to 1996 et seq. 
Para. 154(2)(a) formerly read: 


(a) has filed a return under this Act, 


Regulations: 2607 (individual is resident in province of principal place of residence); 
3300 (prescribed rate is 45%). 


Interpretation Bulletins: IT-221R3: Determination of an individual's residence 
status. 


(3) Payment deemed received by individual — Where, pur- 
suant to an agreement entered into under subsection (1), an amount 
has been transferred by the Minister to the government of a prov- 
ince with respect to an individual, the amount shall, for all purposes 
of this Act, be deemed to have been received by the individual at 
the time the amount was transferred. 


(4) Payment deemed received by Receiver General — 


Where, pursuant to an agreement entered into under subsection (1), 
an amount has been transferred by the government of a province to 
the Minister with respect to an individual, the amount shall, for all 
purposes of this Act, be deemed to have been received by the Re- 
ceiver General on account of the individual’s tax under this Part for 
the year in respect of which the amount was transferred. 


(5) Amount not to include refund — In this section, an amount 
deducted or withheld does not include any refund made in respect 
of that amount. 

Related Provisions [s. 154]: 228— Applying payments under collection 
agreements. 

Definitions [s. 154]: “amount” — 154(5), 248(1); “individual”, “Minister”, “pre- 
scribed” — 248(1); “province” — Interpretation Act 35(1); “resident” — Reg 2607; 
“taxation year” — 249. ; 
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155. (1) [Instalments — ] Farmers and fishermen — Subject 
to section 156.1, every individual whose chief source of income for 
a taxation year is farming or fishing shall, on or before December 
31 in the year, pay to the Receiver General in respect of the year, 7/3 
of 


(a) the amount estimated by the individual to be the tax payable 
under this Part by the individual for the year, or 


(b) the individual’s instalment base for the preceding taxation 

year. 
Related Provisions: 31 — Loss from farming where farming not chief source of 
income; 104(23)(e) — Alternative rule for testamentary trust; 107(5.1) — Trust’s gain 
on distribution to non-resident beneficiary does not increase instalment requirements; 
128.1(5) — Deemed disposition on emigration does not increase instalment require- 
ments; 151 — Estimate of tax; 156(1) — Other individuals; 156.1 — No instalment re- 
quired; 161(2) — Interest on late or insufficient instalments; 161(4)— Limitation on 
interest — farmers and fishermen; 163.1 — Penalty for late or deficient instalments; 
248(7) — Receipt of things mailed. 


History: Subsec. 155(1) amended by 1994, c. 8, s. 22, applicable to 1994 et seg. Sub- 
sec. (1) formerly. read: 


(1) Subject to section 156.1, every individual whose chief source of income is 
farming or fishing, other than an individual to whom subsection 153(2) applies, 
shall pay to the Receiver General in respect of each taxation year 


(a) on or before December 31 in the year, 7/3 of 


(i) the amount estimated by the individual to be the tax payable under 
this Part by the individual for the year, or 


(ii) the individual’s instalment base for the immediately preceding taxa- 
tion year; and 
(b) on or before the individual’s balance-due day for the year, the remainder 
of the individual’s tax as estimated under section 151. 


Subsec. 155(1) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 127, applicable to 
1990 et seg. Subsec. 155(1) formerly read: 


155. (1) Subject to section 156.1, every individual whose chief source. of income 
is farming or fishing, other than an individual to whom subsection 153(2) ap- 
plies, shall pay to the Receiver General 


(a) on or before December 31 in each taxation year, 7/3 of 
(i) the amount estimated by the individual to be the tax payable under 


this Part by the individual for the year computed without reference to 
sections 127.2 and 127.3, or i 


(it) the individual’s instalment base for the immediately preceding taxa- 
tion year; and 
(b) on or before April 30 in the next year, the remainder of the individual’s 
tax as estimated under section 151. 


Forms: T1033-WS: Worksheet for calculating instalment payments; T2042: Statement 
of farming activities; T2121: Statement of fishing activities; T4003: Farming income 
[guide]; T4004: Fishing income [guide]. 


(2) Definition of “instalment base” — In this section, “instal- 
ment base” of an individual for a taxation year means the amount 
determined in prescribed manner to be the individual’s instalment 
base for the year. 

Regulations: 5300 (instalment base). 

Definitions [s. 155]: “balance-due day” — 248(1); “farming”, “fishing”, “indivi- 
dual” — 248(1); “instalment base” — 155(2); “taxable income” — 2(2), 248(1); “taxa- 
tion year” — 249. 


156. (1) [Instalments — ] Other individuals — Subject to sec- 
tion 156.1, in respect of each taxation year every individual (other 
than one to whom section 155 applies for the year) shall pay to the 
Receiver General 
(a) on or before March 15, June 15, September 15 and Decem- 
ber 15 in the year, an amount equal to '/s of 
(i) the amount estimated by the individual to be the tax paya- 
ble under this Part by the individual for the year, or 
(ii) the individual’s instalment base for the preceding taxa- 
tion year, or 


(b) on or before 


(i) March 15 and June 15 in the year, an amount equal to '/ 
of the individual’s instalment base for the second preceding 
taxation year, and 
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(ii) September 15:and December 15 in the year, an amount 
equal to '/2 of the amount, if any, by which 


(A) the individual’s instalment base for the preceding tax- 
ation year 


exceeds 


(B) '/2 of the individual’s instalment base for the second 
preceding taxation year. 


Related Provisions: 104(23)(e)— Alternative rule for testamentary trust; 
107(5.1) — Trust’s gain on distribution to non-resident beneficiary does not increase 
instalment requirements; 128.1(5) — Deemed disposition on emigration does. not in- 
crease instalment requirements; 156.1(2) — Where no instalment required; 156.1(4) — 
Payment of balance by April 30; 161(2)— Interest on late instalments; 161(4.01) — 
Minimum instalment payments to avoid interest charges; 163.1 — Penalty for late or 


' deficient instalments; 164(1.51)—-(1.53) — Refund of instalments at taxpayer’s request; 


248(7) — Receipt of things mailed. 


History: The opening words of subsec. 156(1) amended by 1994, c. 8, subsec. 23(1), 
applicable to amounts that become payable after June 1994. They formerly read: 


(1) Subject to section 156.1, every individual, other than one to whom subsection 
153(2) or section 155 applies, shall pay to the Receiver General in respect of 
each taxation year 


The closing words of subsec. 156(1) after para. (b) repealed by 1994, c. 8, subsec. 
23(2), applicable to 1994 et seq. They formerly read: 


and, on or before the individual’s balance-due day for the year, the remainder of 
the individual’s tax estimated under section 151. 


Subsec. 156(1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 92, applicable to 
1992 et seq. Subsec. (1) formerly read: 


(1) Subject to section 156.1, every individual, other than one to whom subsection 
153(2) or section 155. applies, shall pay to the Receiver General in respect of 
each taxation year 


(a) on or before March 15, June 15, September 15 and December 15 in the 
year, an amount equal to '/4 of 


(i) the amount estimated by the individual to be the tax payable under 
this Part by the individual for the year, or 


(ii) the individual’s instalment base for the preceding taxation year; and 


(b) on or before the individual’s balance-due day for the year, the remainder 
of the individual’s tax estimated under section 151. 


Subsec. 156(1) substituted by 1994, c..7, Sch.-II (1991, .c. 49), s. 128,.applicable to 
1990 et seq. Subsec. 156(1) formerly read: 


156. (1) Subject to section 156.1, every individual, other than one to whom sub- 
section 153(2) or section 155 applies, shall pay to the Receiver General 


(a) on or before March 15, June 15, September 15 and December 15 in each 
taxation year, an amount equal to '/4 of 


(i) the amount estimated by the individual to be the tax payable under 
this Part by the individual for the year computed without reference to 
sections 127.2 and 127.3, or 


(ii) the individual’s instalment base for the immediately preceding taxa- 
tion year; and 
(b) on or before April 30 in the next year, the remainder of the individual’s 
tax as estimated under section 151. 


Selected Cases [subsec. 156(1)]: Canada v. Ritchie (E.S.), [1993] 2 C.T.C. 24 
(FCA) (Interest due on instalments where additional income received after instalment 
due date). 


Forms: P110: Paying your income tax by instalments [pamphlet]; T1033-WS: Work- 
sheet for calculating instalment payments; T1162A-1: Pre-authorized payment plan 
(personal quarterly instalment payments). 


(2) Payment by mutual fund trusts — Notwithstanding sub- 
section (1), the amount payable by a mutual fund trust to the Re- 
ceiver General on or before any day referred to in paragraph (1)(a) 
in a taxation year shall be deemed to be the amount, if any,, by 
which 
(a) the amount so payable otherwise determined under that 
subsection, 


exceeds 


(b) 4 of the trust’s capital gains refund (within the meaning as- 
signed by section 132) for the year. 


Related Provisions: 156.1 — No instalment required. 


(3) Definition of “instalment. base” — In this section, “instal- 
ment base” of an individual for a taxation year means the amount 
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determined in prescribed manner to be the individual’s instalment 
base for the year. 

Related Provisions: 120(2) — Deemed payment of tax; 161(2) — Interest on instal- 
ments; 161(4) — Limitation of instalment base. 

Regulations: 5300 (instalment base). 

Definitions [s. 156]: “amount”, “balance-due day” — 248(1); “individual” — 


248(1); “instalment base” — 156(3), Reg. 5300(1); “mutual fund trust” — 132(6); 
“share” — 248(1); “taxable income” — 2(2);'248(1); “taxation year” — 249. 


156.1 (1) [Instalments exemption — ] Definitions — For the 
purposes of this section, 


“instalment threshold” of an individual for a taxation year means 


(a) in the case of an individual resident in the Province of Que- 
bec at the end of the year, $1,800, and 


(b) in. any other case, $3,000; 


History: Paras. (a) and (b) of the definition “instalment threshold” in subsec. 156.1(1) 
amended to substitute “$1,800” for “$1,200” and “$3,000” for “$2,000” respectively, 
by 2007, c. 35, s. 50, applicable to 2008 er seq. and, for the purpose of applying subsec. 
156.1(2) in respect of the 2008 and 2009 taxation years, to the 2006 and 2007 taxation 
years. 


“net tax owing” by an individual for a taxation year means 


(a) in the case of an individual resident in the Province of Que- 
bec at the end of the year, the amount determined by the formula 


A-C-D-F 
and 
(b) in any other case, the amount determined by the formula 


A+B. CHa BF 
where 


A is the total of the taxes payable under this Part and Parts I.2 and 
X.5 by the individual for the year, 


Bis the total of all income taxes payable by the individual for the 
year under any law of a province or of an Aboriginal govern- 
ment with which the Minister of Finance has entered into an 
agreement for the collection of income taxes payable by individ- 
uals to the province or Aboriginal government under that law, 


C ‘is the total of the taxes deducted or withheld under section 153 
and Part I.2 on behalf of the individual for the year, 


D is the amount determined under subsection 120(2) in respect of 
the individual for the year, 


E_ is the total of all amounts deducted or withheld on behalf of the 
individual for the year under a law of a province or of an Ab- 
original government with which the Minister of Finance has en- 
tered into an agreement for the collection of income taxes paya- 
ble by individuals to the province or Aboriginal government 
under that law, and 


F. is the amount determined under subsection 120(2.2) in respect of 
the individual for the year. 


Related Provisions: 156.1(1) — Rules for calculating formula elements A and B: 
156.1(1.2) — Rule for calculating D; 156.1(1.3) — Rule for calculating F, First Na- 
tions Tax; 257 — Formula cannot calculate to less than zero. 


History: The description of A in para. (b) of the definition “net tax owing” in subsec. 
156.1(1) amended by 2001, c. 17, s. 152 to delete the reference to Part 1.1, applicable to 
2001 et seq. 


The formulas in paras. (a) and (b), the descriptions of B and E of the definition “net tax 
owing” in subsec. 156.1(1) amended, and the description of F added, by 2000, c. Ay 
subsecs. 45(1)-(4); applicable to’ 1999 er seg. The formulas and the descriptions for- 
merly read: 


B is the total of all income taxes payable by the individual for the year under 
any Act of a province with which the Minister of Finance has entered into an 
agreement for the collection of income taxes payable by individuals to-the 
province under that Act, 
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Eis the total of all income taxes deducted or withheld on behalf of the indivi- 
dual for the year under any Act of a province; with which the Minister of 
Finance has entered into an agreement for the collection of income taxes 
payable by individuals to the province under that Act. 


The description of A in para. (b) of the definition “net tax owing” in subsec, 156.1(1) 
amended by 1998, c. 19, s. 44, applicable to 1998 et seg. The description formerly read: 


A. is the total of the taxes payable under this Part and Parts I.1 and 1.2 by the 
individual for the year, 


The portion of the definition “net tax owing” in subsec. 156.1(1) after the description 
of E repealed by 1997, c. 25, subsec. 48(1), applicable to amounts that become payable 
after 1995. That portion formerly read: 


and for the purposes of this definition, income taxes payable for a taxation year 

by an individual are determined after deducting all tax credits to which the indi- 
vidual is entitled for the year relating to those taxes (other than tax credits that 
become payable to the individual after the individual’s balance-due day for the 
year and prescribed tax credits) and before taking into consideration amounts 
referred to in subparagraphs 161(7)(a)(ii) to (v). 


The descriptions of A and C in para. (b) of the definition of “net tax owing” in subsec. 
156.1(1) amended by 1996, c. 21, subsec. 40.1(1), applicable to 1996 et seq., except 
that for the 1996 taxation year, A shall be read as follows: 


A is the total of 
(i) the taxes payable under this Part and Part I.1 by the individual for the 
year, and 
(ii) half the tax payable under Part I.2 by the individual for the year, 
The descriptions of A and C formerly read: 


A _ is the total of the income taxes payable by the individual for the year under 
this Part and Part I.1, 


Cis the total of all income taxes deducted or withheld under section 153 on 
behalf of the individual for the year, 


Regulations: 2607 (individual is resident in province of principal place of residence). 


Forms: P110: Paying your income tax by instalments [pamphlet]; T1033-WS: Work- 
sheet for calculating instalment payments. 


(1.1) Values of A and B in “net tax owing” — For the pur- 
poses of determining the values of A and B in the definition “net 
tax owing” in subsection (1), income taxes payable by an individual 
for a taxation year are determined 


(a) before taking into consideration the specified future tax con- 
sequences for the year, and 


(b) after deducting all tax credits to which the individual is enti- 
tled for the year relating to those taxes (other than tax credits 
that become payable to the individual after the individual’s bal- 
ance-due day for the year, prescribed tax credits and amounts 
deemed to have been paid because of the application of either 
subsection 120(2) or (2.2)). 


History: Para. 156.1(1.1)(b) amended by 2000, c. 19, subsec. 45(5), applicable to 1999 


et seq. The para. formerly read: 


(b) after deducting all tax credits to which the individual is entitled for the year 
relating to those taxes (other than tax credits that become payable to the indivi- 
dual after the individual’s balance-due day for the year, prescribed tax credits 
and the amount deemed to have been paid because of the application of subsec- 
tion 120(2)). 


Subsec. 156.1(1.1) added by 1997 c. 25, subsec. 48(2), applicable to amounts that be- 


come payable after 1995. 


(1.2) Value of D in “net tax owing” — For the purpose of deter- 
mining the value of D in the definition “net tax owing” in subsec- 
tion (1), the amount deemed by subsection 120(2) to have been paid 
on account of an individual’s tax under this Part for a taxation year 
is determined before taking into consideration the specified future 
tax consequences for the year. 


History: Subsec. 156.1(1.2) added by 1997 c. 25, subsec. 48(2), applicable to amounts 
that become payable after 1995. 


(1.3) Value of F in “net tax owing” — For the purpose of deter- 
mining the value of F in the definition “net tax owing” in subsection 
(1), the amount deemed by subsection 120(2.2) to have been paid 
on account of an individual’s tax under this Part for a taxation year 
is determined before taking into consideration the specified future 
tax consequences for the year. 
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History: Subsec. 156.1(1.3) added by 2000, c. 19, subsec. 45(6), applicable to 1999 er 
seq. 


(2) No instalment required — Sections 155 and 156 do not ap- 
ply to an individual for a particular taxation year where 


(a) the individual’s chief source of income for the particular year 
is farming or fishing and the individual’s net tax owing for the 
particular year, or either of the 2 preceding taxation years, does 
not exceed the individual’s instalment threshold for that year; or 


(b) the individual’s net tax owing for the particular year, or for 
each of the 2 preceding taxation years, does not exceed the indi- 
vidual’s instalment threshold for that year. 


Related Provisions: 107(5.1) — Trust’s gain on distribution to non-resident benefi- 
ciary does not increase instalment requirements; 128.1(5) — Deemed disposition on 
emigration does not increase instalment requirements; 157(2.1) — Threshold of $1,000 
for corporations; 161(2) — Interest on late or insufficient instalments. 


Forms: T1033-WS: Worksheet for calculating instalment payments. 


(3) Idem — Sections 155 and 156 do not require the payment of 
any amount in respect of an individual that would otherwise be- 
come due under either of those sections on or after the day on 
which the individual dies. 


(4) Payment of remainder — Every individual shall, on or 
before the individual’s balance-due day for each taxation year, pay 
to the Receiver General in respect of the year the amount, if any, by 
which the individual’s tax payable under this Part for the year ex- 
ceeds the total of 


(a) all amounts deducted or withheld under section 153 from re- 
muneration or other payments received by the individual in the 
year, and 


(b) all other amounts paid to the Receiver General on or before 
that day on account of the individual’s tax payable under this 
Part for the year. 


Related Provisions: 104(23)(e) — Alternative rule for testamentary trust; 161(1) — 
Interest payable if balance not paid on time. 


History [s. 156.1]: S. 156.1 amended by 1994, c. 8, s. 24, subsecs. 156.1(1) to (3) 
applicable to amounts that become payable after June 1994 and subsec. 156.1(4) appli- 
cable to 1994, et seg. S. 156.1 formerly read: 


156.1. (1) No instalment required — Where the’ total of the taxes: payable 
(before taking into consideration any amount referred to in any of subparagraphs 
161(7)(a)(ii) to (v) or (viii) that was excluded or deducted, as the case may be) 
under this Part and Part I.1 by an individual for a particular taxation year or for 
the taxation year preceding that year is not more than the total of $1,000 and the 
amount, if any, determined in respect of the individual for that year under sub- 
section 120(2), 


(a) sections 155 and 156 do not apply to that individual for the particular 
year; and 


(b) the individual shall pay to the Receiver General, on or before the indivi- 
dual’s balance-due day for the particular year, the individual’s tax as esti- 
mated under section 151 for the particular year. 


(2) Idem — Paragraphs 155(1)(a) and 156(1)(a) and (b) do not require the pay- 
ment of any amount in respect of an individual that would otherwise become due 
under any of those paragraphs on or after the day on which the individual died. 


Subsec. 156.1(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 93, applicable to 
_ 1992 et seg. Subsec. (2) formerly read: 


(2) |\dem — Paragraphs 155(1)(a) and 156(1)(a) do not require the payment of 
any amount in respect of an individual that would otherwise become due under 
either of those paragraphs ‘on or after the day on which the individual dies. 


That portion of subsec. 156.1(1) preceding para. (a) amended by 1994, c. 7, Sch. VI 
(1992, c. 29), s. 6, applicable to 1992 et seg: That portion formerly read: 


156.1 (1) Where the total of the taxes payable (before taking into consideration 
any amount referred to in any of subparagraphs 161(7)(a)(ii) to (v) that was ex- 
cluded or deducted, as the case may be) under this Part and Part I.1 by an indivi- 
dual for a particular taxation year or for the taxation year immediately preceding 
that year is not more than the total of $1,000 and the amount, if any, determined 
in respect of the individual for the particular year under subsection 120(2), 


S. 156.1 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 129, applicable to 1990 et 
seq. Subsec. 156.1(1) is applicable, in addition, with respect to amounts referred to in 
para. 161(7)(a) in respect of subsequent taxation years referred to in that para. ending 
after 1989, except that, in its application to a taxation year ending before’ 1990, the 


S. 157(1) 


reference in para. 156.1(1)(b) to “the individual’s balance-due day for’ shall be read as 
a reference to “April 30 in the year immediately following”. S. 156.1 formerly read: 


156.1 No instalment required — Where the total of the taxes payable under 
this Part and Part I.1 by an individual for.a particular taxation year or for the 
taxation year immediately preceding that. year is not more than the total of 
$1,000 and the amount, if any, determined in respect of the individual for that 
year under subsection, 120(2), 
(a) section 155 or 156, as the case may be, is not applicable in respect of that 
individual for, the particular taxation year, 
(b) the taxpayer shall pay to the Receiver General, on or before April 30 in 
the year immediately following the particular taxation year, the taxpayer’s 
tax as estimated under section 151 for the particular taxation year. 
Definitions [s. 156.1]: “amount”, “balance-due day”, “farming”, “fishing”, “indivi- 
dual” — 248(1); “instalment threshold”, “net tax owing” — 156.1(1); “prescribed” — 
248(1); “province” — Interpretation Act 35(1); “resident” — Reg 2607; “specified fu- 
ture tax consequence” — 248(1); “taxpayer” — 248(1); “taxation year” — 249. 


157. (1) Payment by corporation [monthly instalments] — 
Subject to subsections (1.1) and (1.5), every corporation shall, in 
respect of each of its taxation years, pay to the Receiver General 


(a), either 


(i) on or before the last day of each month in the year, an 
amount equal to '/i2 of the total of the amounts estimated by 
it to be the taxes payable by it under this Part and Parts VI, 
VI.1 and XIII.1 for the. year, 


(ii) on or before the last day of each month in the year, an 
amount equal to '/12 of its first instalment base for the year, or 


(111) on or before the:last day of each of the first two months 
in the year, an amount equal to '/12 of its second instalment 
base for the year, and on or before the last day of each of the 
following months in the year, an amount equal to '/10 of the 
amount remaining after deducting the amount computed pur- 
suant to this subparagraph in respect of the first two months 
from its first instalment base for the year; and 


(b). the remainder of the taxes payable by it under this Part and 
Parts VI, VI.1, and XIII.1 for the year on or before its balance- 
due day for the year. 


Related Provisions: 87(2)(00.1) — Effect of amalgamation; 88(1)(e.8), (e.9) — 
Winding-up; 151 — Estimate of tax; 157(1.1)-(1.5) — Quarterly instalments by small 
CCPC; 157(2.1) — No instalments where not more than $3,000 per year; 157(3) — 
Reduction for dividend refund and capital gains refund; 157.1(3) — Deferral of instal- 
ments for January-March 2002; 161(1) — Interest on taxes due; 161(2) — Interest on 
unpaid tax instalments; 161(2.2) — Interest on instalments; 161(4:1) — Minimum in- 
stalment payments to avoid interest. charges; 163.1 — Penalty for late.or deficient in- 
stalments;, 164(1.51)—(1.53) — Refund of instalments at taxpayer’s request; 221.2 — 
Transfers of instalments to other years’ accounts; 248(1)“balance-due day’ (d) — 
Deadline under 157(1)(b) is the balance-due day of corporation; 248(7) — Receipt of 
things mailed; 256 — Associated corporations; 261(11) — Where functional currency 
election made. 


History: The portion of subsec. 157(1) before subpara. (a)(ii) amended by 2007, c. 35, 


subsec. 51(1), applicable to taxation years that begin after 2007. The portion formerly 
read: 


157. (1) Payment by corporations — Every corporation shall, in respect of 
each of its taxation years, pay to the Receiver General 
(a) either 
(i) on or before the last day of each month in the year, an amount equal 
to ‘2 of the total of the amounts estimated by it to be the taxes payable 
by it under this Part and Parts 1.3, VI, VI.1 and XIII.1 for the year, 
Para. 157(1)(b) amended to substitute “Parts VI” for “Parts I.3, VI” by the said c. 35, 
subsec. 51(2), applicable to taxation years that begin after 2007. 
Para. 157(1)(b) amended by 2002, c. 9, s. 41, applicable to taxation years that end after 
2001. The para. formerly read: 
(b) the remainder of the taxes payable by it under this Part and Parts I.3, VI, VI.1 
and XIII.1 for the year 
(i) on or before the end of the third month following the end of the year, 
where 
(A) an amount was deducted by virtue of section 125 in computing the 
tax payable under this Part by the corporation for the year or its immedi- 
ately preceding taxation year, 


(B) the corporation is, throughout the year, a Canadian-controlled pri- 
vate corporation, 


1275 


S. 157(1) 


(C) a particular calendar year immediately preceded the calendar year in 
which the year ends, and 


(D) either 


(I) the corporation is not associated with another corporation in the 
taxation year and its taxable income for its immediately preceding 
taxation year (determined before taking into consideration the speci- 
fied future tax consequences for that preceding year) does not ex- 
ceed its business limit for that preceding year, or 
(II) where the corporation is associated with another corporation in 
the taxation year, the total of all amounts each of which is the taxa- 
ble income of the corporation or such an associated corporation for 
its last taxation year that ended in the particular calendar year (de- 
termined before taking into consideration the specified future tax 
consequences for that last year) does not exceed the total of all 
amounts each of which is the business limit of the corporation or 
such an associated corporation for that last year, or 
(ii) on or before the end of the second month following the end of the year, 
in any other case. 

Subpara. 157(1)(a)(i) and the opening words of para. 157(1)(b) amended by 2001, c. 

17. subsecs. 153(1), (2) to add the reference to Part XIII.1, applicable to 2001 er seq. 

Cls. 157(1)(b)(i)(B)—(D) substituted for cl. (B) by 1997, c. 25, subsec. 49(1), applicable 

to amounts that become payable after 1995, except that, for taxation years that end 

before 1998, subcl. (D)(II) shall be read as follows: 


(II) where the corporation is associated with another corporation in the year, 


1. the total of the taxable income of the corporation for its immediately pre- 
ceding taxation year (determined before taking into consideration the speci- 
fied future tax consequences for that preceding year) and the total of the 
taxable incomes of all such associated corporations for their taxation years 
that ended in the particular calendar year (determined before taking into con- 
sideration the specified future tax consequences for those years) 


does not exceed 


2. the total of the business limit of the corporation for its immediately pre- 
ceding taxation year and the total of the business limits of all such associated 
corporations for their taxation years that ended in the particular calendar 
year, or 


Cl. (b)(@)(B) formerly read: 


(B) the corporation is, throughout the year, a Canadian-controlled private corpo- 
ration whose taxable income for the immediately preceding taxation year to- 
gether with the taxable incomes of all corporations with which it was associated 
in the year for their taxation years ending in the calendar year immediately pre- 
ceding the calendar year in which the taxation year of the corporation ended does 
not exceed the total of the business limits (as determined under section 125) of 
the corporation and the associated corporations for those preceding years, or 
Subpara. 157(1)(a)(i) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 94(1), 
applicable to 1992 et seg. Subpara. (a)(i) formerly read: 
(i) on or before the last day of each month in the year, an amount equal to Yi of 
the total of the amounts estimated by it to be the taxes payable under this Part 
and Part VI.1 by it for the year, 


That portion of para. 157(1)(b) preceding subpara. (i) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 94(2), to add reference to Parts I.3 and VI, applicable to 1992 et 
Seq. 


Forms: T7B CORP: Corporation instalment guide; T2WS1: Calculating estimated tax 
payable and tax credits; T2WS2: Calculating monthly instalment payments; T2WS3: 
Calculating quarterly instalment payments. 


(1.1) Special case [quarterly instalments] — A small-CCPC 
may, in respect of each of its taxation years, pay to the Receiver 
General 


(a) one of the following: 


(i) on or before the last day of each three-month period in the 
taxation year (or if the period that remains in a taxation year 
after the end of the last such three-month period is less than 
three months, on or before the last day of that remaining pe- 
riod), an amount equal to '/4 of the total of the amounts esti- 
mated by it to be the taxes payable by it under this Part and 
Part VI.1 for the taxation year, 


(ii) on or before the last day of each three-month period in 
the taxation year (or if the period that remains in a taxation 
year after the end of the last such three-month period is less 
than three months, on or before the last day of that remaining 
period), an amount equal to '/s of its first instalment base for 
the taxation year, or 
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(iii) on or before the last day 


(A) of the first period in the taxation year not exceeding 
three months, an amount equal to '/4 of its second instal- 
ment base for the taxation year, and 


(B) of each of the following three-month periods in the 
taxation year (or if the period that remains in a taxation 
year after the end of the last such three-month period is 
less than three months, on or before the last day of that 
remaining period), an amount equal to '/3 of the amount 
remaining after deducting the amount computed pursuant 
to clause (A) from its first instalment base for the taxation 
year; and 


(b) the remainder of the taxes payable by it under this Part and 
Part VI.1 for the taxation year on or before its balance-due day 
for the taxation year. 
Related Provisions: 157(1.2)-(1.4) — Definition of “small-CCPC”; 157(i.5) — 
Where corporation ceases to qualify; 157(2.1) — No instalments where not more than 
$3,000 per year; 157(3) — Reduction for dividend refund and capital gains refund; 
157(3.1) — Reduction in instalments for dividend refund and certain credits; 
161(4.1) — Minimum instalment payment to avoid interest charges; 261(11) — Where 
functional currency election made. 
History: Subsec. 157(1.1) added by 2007, c. 35, subsec. 51(3), applicable to taxation 
years that begin after 2007. 


(1.2) Small-CCPC — For the purpose of subsection (1.1), a small- 
CCPC, at a particular time during a taxation year, is a Canadian- 
controlled private corporation 


(a) for which the amount determined under subsection (1.3) for 
the taxation year, or for the preceding taxation year, does not 
exceed $500,000; 


(b) for which the amount determined under subsection (1.4) for 
the taxation year, or for the preceding taxation year, does not 
exceed $10 million; 


(c) in respect of which an amount is deducted under section 125 
of the Act in computing the corporation’s tax payable for the 
taxation year or for the preceding taxation year; and 


(d) that has throughout the 12-month period that ends at the time 
its last remittance under this section is due, 


(i) remitted, on or before the day on or before which the 
amounts were required to be remitted, all amounts that were 
required to be remitted under subsection 153(1), under Part 
IX of the Excise Tax Act, under subsection 82(1) of the Em- 
ployment Insurance Act or under subsection 21(1) of the 
Canada Pension Plan; and 


(ii) filed, on or before the day on or before which the returns 
were required to be filed, all returns that were required to be 
filed under this Act or under Part [X of the Excise Tax Act. 


History: Para. 157(1.2)(a) amended to substitute “$500,000” for “$400,000” by 2009, 


c. 2, s. 59, applicable to taxation years ending after 2008, except that for taxation years 
that end in 2009, the para. shall be read as follows: 
(a) for which 


(i) the amount determined under subsection (1.3) for the taxation year does 
not exceed the amount that is the total of $400,000 and that proportion of 
$100,000 that the number of days in the taxation year that are in 2009 is of 
the number of days in the taxation year, or 


(ii) the amount determined under subsection (1.3) for the preceding taxation 
year does not exceed $400,000; 


Subsec. 157(1.2) added by 2007, c. 35, subsec. 51(3), applicable to taxation years that 
begin after 2007. 


(1.3) Taxable income — small-CCPC — The amount deter- 
mined under this subsection in respect of a corporation for a partic- 
ular taxation year is 


(a) if the corporation is not associated with another corporation 
in the particular taxation year, the amount that is the corpora- 
tion’s taxable income for the particular taxation year, or 


(b) if the corporation is associated with another corporation in 
the particular taxation year, the amount that is the total of all 
amounts each of which is the taxable income of the corporation 
for the particular taxation year or the taxable income of a corpo- 
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ration with which it is associated in the particular taxation year 
for a taxation year of that other corporation that ends in the par- 
ticular taxation year, 


History: Subsec. 157(1.3) added by 2007, c. 35, subsec. 51(3), applicable to taxation 
years that begin after 2007. 


(1.4) Taxable capital — small-CCPC — The amount deter- 
mined under this subsection in respect of a corporation for a partic- 
ular taxation year is 


(a) if the corporation is not associated with another corporation 
in the particular taxation year, the amount that is the corpora- 
tion’s taxable capital employed in Canada (within the meaning 
assigned by section 181.2) for the particular taxation year; or 


(b) if the corporation is associated with another corporation in 
the particular taxation year, the amount that is the total of all 
amounts each of which is the taxable capital employed in Can- 
ada (within the meaning assigned by section 181.2) of the corpo- 
ration for the particular taxation year or the taxable capital em- 
ployed in Canada (within the meaning assigned by section 
181.2) of a corporation with which it is associated in the particu- 
lar taxation year for a taxation year of that other corporation that 
sod in the abate taxation 


amend paras. 0 A\(a) and (b) to re 
ae after ~~ 


een of the taxable sepil caplet in ‘Canada 
‘vate Corporation that is a financial institution. g 


History: Subsec. 157(1.4) added by 2007, c. 35, subsec. 51(3), applicable to taxation 
years that begin after 2007. 


(1.5) No longer a small-CCPC — Notwithstanding subsection 
(1), where a corporation, that has remitted amounts in accordance 
with subsection (1.1), ceases at any particular time in a taxation 
year to be eligible to remit in accordance with subsection (1.1), the 
corporation shall pay to the Receiver General, the following 
amounts for the taxation year, 


(a) on or before the last day of each month, in the taxation year, 
that ends after the particular time, either 


(i) the amount determined by the formula 


S. 157(2) 


(A-B)/C 
where 
A. is the total of the amounts estimated by-the corporation to 


be the taxes payable by it under this Part and Parts VI, 
VI.1. and XIII.1 for the taxation year, 


B is the total of all payments payable by the corporation in 
the taxation year in accordance with subsection (1.1), and 


C_ is the number of months that end in the taxation year and 
after the particular time, or 


(ii) the total of . 
(A) the amount determined by the formula 


(A-B)//C 
where 


' Avis the corporation’s first instalment base for the ‘taxa- 
tion year, 
Bis the total of all payments payable by the corporation 


in the taxation year in accordance with subsection 
(1.1), and 


C is the number of months that end in the taxation year 
and after the particular time; and 


(B) the amount obtained when the estimated tax payable 

by the corporation, if any, under Part[s] VI and XIIL.1 for 

the taxation year is divided by the number of months that 

end in the taxation year and after the particular time; and 
(b) the remainder of the taxes payable by it under this Part and 
Parts VI, VI.1 and XIII.1 for the taxation year on or before its 
balance-due date for the taxation year. 


Related. Provisions: 161(4.1) Minimum instalment payment to avoid interest 
charges; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 157(1.5) added by 2007, c. 35, subsec. 51(3), applicable to taxation 
years that begin after 2007. 


(2) [Repealed] 
History: Subsec. 157(2) repealed by 2003, c. 15, s. 115, applicable to taxation years 
that begin after June 2003. It formerly read: 


(2) Special case [co-op or credit union] — Where in a taxation year a 
corporation 


(a) has held out the prospect that it will make. allocations in proportion to 
patronage as described in section 135, or 


(b) is a credit union, 
and for the year or the preceding taxation year 


(c) its taxable income (determined before taking into consideration the speci- 
fied future tax consequences for the year or that preceding year, as the case 
may be) was not more than $10,000, and 


(d) no tax’ was payable by it under any of Parts 1.3, VI and VI.1 (determined 
before taking into consideration the specified future tax consequences for the 
year or that preceding year, as the case may be), 


it may, instead of paying the instalments required by subsection (1), pay to the 
Receiver General at the end of the third month following the end of the year the 
total of the taxes payable by it under this Part and Parts I.3, VI and VI.1 for the 
year. 


The portion of subsec. 157(2) before para. (c) amended by 1998, c. 19, subsec. 184(1), 
applicable to taxation years that end after February 22, 1994. The portion formerly 
read: 


(2) Where a corporation 


(a) has held out the prospect that it will make allocations in proportion to 
patronage to its customers of a taxation year as described by section 135, or 


(b) is a credit union, 
and for the year or the immediately preceding taxation year 


Paras. 157(2)(c) and (d) amended by 1997, c. 25, subsec. 49(2), applicable to amounts 
that become payable after 1995. Paras. (c) and (d) formerly read: 


(c) its taxable income was not more than $10,000, and 

(d) no tax was payable by it under any of Parts 1.3, VI and VL.1, 
All that portion of subsec. 157(2) following para. (c) amended. by 1994, c. 7, Sch. VII 
(1993, c. 24), subsec. 94(3), applicable to 1992 et seg. That portion formerly read: 


(d) no tax was payable by it under Part VI.1, 
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it may, instead of paying the instalments required by subsection (1), pay to the 
Receiver General at the end of the third month following the end of the year the 
total of the taxes payable by it under this Part and Part VI.1 for the year. 


(2.1) $3,000 threshold — A corporation may, instead of paying 
the instalments required for a taxation year by paragraph (1)(a) or 
by subsection (1.1), pay to the Receiver General, under paragraph 
(1)(b), the total of the taxes payable by it under this Part and Parts 
VI, VI.1 and XIII.1 for the taxation, year, if 


(a) the total of the taxes payable under this Part and Parts VI, 
VI.1 and XIII.1 by the corporation for the taxation year (deter- 
mined before taking into consideration the specified future tax 
consequences for the year) is equal to or less than $3,000; or 


(b) the corporation’s first instalment base for the year is equal to 
or less than $3,000. 


Related Provisions: 156.1(1) — No instalment required. 


History: Subsec. 157(2.1) amended by 2007, c. 35, subsec. 51(4), applicable to taxa- 
tion years that begin after 2007. The subsec. formerly read: 


(2.1) $1,000 threshold — Where 


(a) the total of the taxes payable under this Part and Parts 1.3, VI, VI.1 and 
XIII.1 by a corporation for a taxation year (determined before taking into 
consideration the specified future tax consequences for the year), or 


(b) the corporation’s first instalment base for the year, 


is not more than $1,000, the corporation may, instead of paying the instalments 
required for the year by paragraph (1)(a), pay to the Receiver General, under 
paragraph (1)(b), the total of the taxes payable by it under this Part and Parts 1.3, 
VI, VI.1 and XIII.1 for the year. 
Subsec. 157(2.1) amended by 2001, c. 17, subsec. 153(3) to add the references to Part 
XIll.1, applicable to 2001 et seq. 
Para. 157(2.1)(a) amended by 1997, c. 25, subsec. 49(3), applicable to amounts that 
become payable after 1995. Para. (a) formerly read: 


(a) the total of the taxes payable (before taking into consideration any amount 
referred to in any of subparagraphs 161(7)(a)(ii) to (x) that was excluded or de- 
ducted, as the case may be) under this Part and Parts 1.3, VI and VI.1 by a corpo- 
ration for a taxation year, or 


Subsec. 157(2.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 94(4), appli- 
cable to 1992 et seg. Subsec. (2.1) formerly read: 


(2.1) Where 


(a) the total of the taxes payable (before taking into consideration any 
amount referred to in any of subparagraphs 161(7)(a)(ii) to (viii) that was 
excluded or deducted, as the case may be) under this Part and Part VI.1 by a 
corporation for a taxation year, or 


(b) the corporation’s first instalment base for the year 


is not more than $1,000, the corporation may, instead of paying the instalments 
required by paragraph (1)(a) for the year, pay to the Receiver General, pursuant 
to paragraph (1)(b), the total of the taxes payable by it under this Part and Part 
VI.1 for the year. 


Para. 157(2.1)(a) amended by 1994, c. 7, Sch. VI (1992, c. 29), s. 7, to substitute 

“161(7)(a)(ii) to (viti)” for “161(7)(a)Gi) to (vii), applicable to 1992 et seq. 

Para. 157(2.1)(a) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 130, applicable 
(a) to 1990 et seq.; and 
(b) with respect to amounts referred to in para. 161(7)(a), in respect of subsequent 
taxation years referred to in that para. ending after 1989. 

Para. (a) formerly read: 


(a) the total of the taxes payable under this Part, Part 1.3 and Part VI.1 by a 
corporation for a taxation year, or 


(3) Reduced instalments — Notwithstanding subsection[s] (1) 
and (1.5), the amount payable under subsection (1) or (1.5) for a 
taxation year by a corporation to the Receiver General on or before 
the last day of any month in the year is deemed to be the amount, if 
any, by which 
(a) the amount so payable as determined under that subsection 
for the month 
exceeds 


(b) where the corporation is neither a mutual fund corporation 
nor a non-resident-owned investment corporation, '/i2 of the cor- 
poration’s dividend refund (within the meaning assigned by sub- 
section 129(1)) for the year, 
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(c) where the corporation is a mutual fund corporation, '/i2 of the 
total of 
(i) the corporation’s capital gains refund (within the meaning 
assigned by section 131) for the year, and 
(ii) the amount that, by virtue of subsection 131(5), is the 
corporation’s dividend refund (within the meaning assigned 
by section 129) for the year, 


ion 131) 


ause of 


16, 2010 draft legislation (Part 1 — 


ara. 157(3)(c) to read as above, applicable to 1999 et seq. 
| Notes (July 2010): Section 157 requires 

total tax payable under Parts I, 1.3, VI, 

lows corporation 


cial roles in 3 

ately to LSVCCs, this amen 

fon 31D. © 
(d) where the corporation is a non-resident-owned investment 
corporation, '/i2 of the corporation’s allowable refund (within the 
meaning assigned by section 133) for the year, and 


(e) 12 of the total of the amounts each of which is deemed by 
subsection 125.4(3), 125.5(3), 127.1(1) or 127.41(3) to have 
been paid on account of the corporation’s tax payable under this 
Part for the year. 
Related Provisions: 131(5) — Dividend refund to mutual fund corporation; 136 — 
Cooperative not private corporation — exception. 
History: Opening words of subsec. 157(3) amended by 2007, c. 35, subsec. 51(5), 
applicable to taxation years that begin after 2007. The opening words formerly read: 
(3) Private, mutual fund and non-resident-owned investment corpora- 
tions — Notwithstanding subsection (1), the amount payable for a taxation year 
by a corporation to the Receiver General on or before the last day of any month 
in the year shall be deemed to be the amount, if any, by which 
Para. 157(3)(e) amended by 1998, c. 19, subsec. 184(2), applicable to taxation years 
that end after February 22, 1994 except that, : 
(a) for taxation years that ended before 1995, the para. shall be read without refer- 
ence to “125.4(3)”; and 
(b) for taxation years that ended before November 1997, the para. shall be reac 
without reference to “125.5(3)”. 
Para. 157(3)(e) formerly read: 
(e) ‘ha of the total of all amounts each of which is an amount deemed by subsec-: 
tion 125.4(3) or 127.41(3) to have been paid on account of the corporation’s tax 
payable under this Part for the year. 
Para. 157(3)(e) amended by 1996, c 21, s. 41, applicable to 1995 et seq. Para. (e) for 
merly read: 
(e) Viz of the amount deemed by subsection 127.41(3) to have been paid on ac- 
count of the corporation’s tax payable under this Part for the year. 
Para. 157(3)(e) added by 1995, c. 3, s. 47, applicable to taxation years that end afte 
February 22, 1994. 
Para. 157(3)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 94(5), applica 
ble to 1993 et seq. Para. (b) formerly read: 
(b) where the corporation is a private corporation, '/i2 of the corporation’s divi- 
dend refund (within the meaning assigned by section 129) for the: year, 


sy 


t adds to paragraph 157(3)(c) a reference to subsec~ 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations. 


(3.1) Amount of payment — three-month period [reductior 
for certain credits] — Notwithstanding subsection (1.1), th 
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amount payable under subsection (1.1) for a taxation year by a cor- 
poration to the Receiver General on or before the last day of any 
period in the year is deemed ito be the amount; if any, by which 


(a) the amount so payable as determined under that subsection 
for the period 


exceeds the total. of 


(b): '/4-of the corporation’s dividend i (within the meaning 
assigned by subsection 129(1)) for the taxation year, and 


(c) 44 of the total of the amounts each of which is deemed by 
subsection 125.4(3), 125.5(3), 127.1(1) or 127.41(3) to have 
been paid on account of the corporation’s tax pe under this 
Part for the taxation year.. 


History: Subsec. 157(3.1) added’ 2 2007, c. 35, subsec. 51(6), spt cele to taxation 
years that begin after 2007. 


(4) Definitions — In this section, “first instalment base” and “‘sec- 
ond instalment base” of a corporation for a taxation year have the 
meanings prescribed by regulation. 

Related Provisions: 261(11)(a)(ii), (iii) — Functional currency reporting. 


a9 6 


Regulations: 5301 (meaning of “first instalment base’, “second instalment base”). 


Definitions [s. 157]: “amount” — 248(1); “associated” — 256; “balance-due day” — 
248(1); “business limit” — 125(2)-(5.1), 248(1); “calendar year” — Interpretation Act 
37(1)(a); _“Canadian-controlled. private _ corporation” — 125(7); 248(1); “capital 
gain” — 39(1)(a), 248(1); “capital gains refund” — 131(2); “corporation” — 248(1), 
Interpretation Act 35(1); “credit union” — 137(6), a) “dividend refund” — 
129(1)(a); “first instalment base” — 157(4), Reg. 5301(1); “month” — Interpretation 
Act 35(1); “mutual fund corporation” — 131(8); “non-resident-owned investment cor- 
poration” — 133(8), 248(1); “prescribed”, “regulation” — 248(1); “resident in Can- 
ada” — 250; “second instalment base” — 157(4), Reg. 5301(2); uae So), 
“small-CCPC” — 157(1.2)-(1.4); “specified future tax consequence” — 248(1); “tax 
payable” — 248(2); “taxable capital employed in Canada’ — 181.2(1), 181.3(1); “tax- 
able income” —,2(2), 248(1); ‘ ‘taxation year” — 249. 


157.1 (1) Instalment deferral for January, February and 
March 2002 — Definitions — The following definitions apply in 
this section. 


“eligible corporation”, for a particular taxation year, means a 
corporation 


(a) that is resident in Canada throughout the particular taxation 
year; and 


(b) of which the taxable capital employed in Canada, within the 
meaning assigned by Part 1.3, for its preceding taxation year did 
not exceed, 


(i) if the corporation is not associated with any other corpora- 
tion in the particular taxation year, $15 million, and 


(ii) if the corporation is associated with one or more other 
corporations in the particular taxation year, the amount by 
which $15 million exceeds the total of the taxable capital em- 
ployed in Canada, within the meaning assigned by Part 1.3, 
of those other corporations for their last taxation years that 
ended in, the last calendar year that ended before the end of 
the particular taxation year. 


Related Provisions: ~87(2)(j.92) — Amalgamation — continuing corporation; 
88(1)(e.2) — Winding-up; 181.2(1), 181.3(1) — Taxable capital employed in Canada. 


“eligible instalment day” of an eligible corporation means a day. in 
January, February or March, 2002, on which an instalment on ac- 
count of the corporation’s tax payable under this Part for the taxa- 
tion year that includes that day would become payable 


(a) if this Act were read without reference to this section; and 


(b) if, in the case of a corporation that is not required by section 
157 to make instalment payments on account of its tax payable 
under this Part for the taxation year, it were so required. 


(2) Deferred balance-due day — An eligible corporation’s bal- 
ance-due day for a taxation year that ends after 2001 is deemed to 
be the later of 


(a) the day that would otherwise be the corporation’s balance- 
due day for the taxation year, and 
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(b) the day that is six months after the corporation’s last eligible 
instalment day in the taxation year. 


(3) Deferred instalment day — An amount that would, because 
of paragraph 157(1)(a), otherwise become payable in respect of a 
taxation year by an eligible corporation on an eligible, instalment 
day of the corporation does not become payable on that’ day but 
becomes payable 


(a) if the particular day that is six months after the eligible in- 
stalment day is in the taxation year, on the particular day; and 


(b) in any other case, on the day that is deemed by. subsection (2) 
to be the corporation’s balance-due day for the taxation year. 


History: S. 157.1 added. by 2002, c. 9, s. 42, applicable to taxation years that end after 
2001. 

Definitions [s. 157.1]:, “amount” — 248(1);. “associated” — 256; “balance-due 
day” — 157.1(2), 248(1); “calendar year” — Interpretation Act 37(1)(a), “Canada” — 
255, Interpretation Act 35(1); “corporation” — 248(1), Interpretation Act 35(1); “eligi- 
ble corporation”, “eligible instalment day” — 157.1(1);“‘month” — Interpretation Act 
35(1); “resident in Canada” — 250; “taxable capital employed in Canada” — 181.2(1), 
181.3(1); “taxation year” — 249. 


158. Payment of remainder — Where the Minister mails a no- 
tice of assessment of any amount payable by a taxpayer, that part of 
the amount assessed then remaining unpaid is payable forthwith by 
the taxpayer to the Receiver General. 

Related Provisions; 156.1(4) — Obligation of individual to pay balance by balance- 
due date; 157(1)(b) — Obligation of corporation to pay balance; .161.4(1) —No re- 
quirement to pay balance of $2 or less; 164(3)— Interest on overpayments; 
220(3.8) — Fee for NSF cheques; 220(4) — Security for taxes; 222—225 — Collection 
of taxes; 225.1 — Collection restrictions; 248(7)(a) — Mail deemed received on day 
mailed; 261(11) — Currency in which balance payable when functional currency elec- 
tion made. 


Selected Cases [s. 158]: Re 1: Waxman & Sons Ltd., [2010] 6 C.T.C. 50 (Ont CA) 
(Collateral attack in superior court against jeopardy order rejected); Markevich y. R., 
[2003] 1:C.T.C..83 (SCC) (Federal limitation period of six years applies to federal 
taxes and provincial periods to provincial taxes); Lambert v. R., [1976] C.T.C..611 
(FCA) (Subsequent reassessment not affecting validity of issued certificate in respect 
of unpaid. balance for tax). 

Definitions [s. 158]: “assessment”, “Minister”, “taxpayer” — 248(1). 


CRA Audit Manual: 11.5.13: Collection stall code procedures — Form T718. 


159. (1) Person acting for another — For the purposes of this 
Act, where’ a goa is a legal representative of a taxpayer at any 
time, 


(a) the legal representative is jointly and severally liable with the 
taxpayer 


(1) to pay each amount payable under this Act by the tax- 
payer at or before that time and that remains unpaid, to the 
extent that the legal representative is at that time in posses- 
sion or control, in the capacity of legal representative, of pro- 
perty that belongs or belonged to, or that is or was held for 
the benefit of, the taxpayer or the taxpayer’s estate, and 


(ii) to perform any obligation or duty imposed under this Act 
on the taxpayer at or before that time and. that remains out- 
standing, to the extent that the obligation or duty can reason- 
ably be considered to relate, to the responsibilities of the legal 
representative acting in that capacity; and 


(b) any action or proceeding in respect of the taxpayer taken 
under this Act at or after that time by the Minister may be’ so 
taken in the name of the legal representative acting in that 'ca- 
pacity and, when so taken, has the same effect as if it had been 
taken directly against the taxpayer and, if the taxpayer no longer 
exists, as if the taxpayer continued to exist. 


Related Provisions: 150(3) — Obligation to file taxpayer’s return; 227.1 — Liabil- 
ity of corporate directors; 248(7)(a) — Mail deemed received on day mailed. 
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History: Subsec. 159(1) amended by 1998, c. 19, s.-185, in force on June 18, 1998. 
Subsec. 159(1) formerly read: 


(1) Payment on behalf of others — Where the Minister mails to a person re- 
quired by section 150 to file a return of the income of a taxpayer for a taxation 
year a notice of assessment of any amount payable for the year by or in respect 
of the taxpayer, that part of the amount assessed then remaining unpaid is paya- 
ble forthwith by the person to the Receiver General to the extent that the person 
has or had, at any time after the end of the taxation year, in his or her possession 
or control property belonging to the taxpayer or the taxpayer’s estate and on 
payment thereof the person shall be deemed to have made the payment on behalf 
of the taxpayer. 


(2) Certificate before distribution — Every legal representative 
(other than a trustee in bankruptcy) of a taxpayer shall, before dis- 
tributing to one or more persons any property in the possession or 
control of the legal representative acting in that capacity, obtain a 
certificate from the Minister, by applying for one in prescribed 
form, certifying that all amounts 


(a) for which the taxpayer is or can reasonably be expected to 
become liable under this Act at or before the time the distribu- 
tion is made, and 


(b) for the payment of which the legal representative is or can 
reasonably be expected to become liable in that capacity 


have been paid or that security for the payment thereof has been 
accepted by the Minister. 


Related Provisions: 159(3) — Liability where property distributed with no certifi- 
cate: 159(3.1) — Appropriation of property; 220(4) — Security for taxes; 227.1 — Lia- 
bility of directors for withholding taxes. 


History: Subsec. 159(2) amended by 1998, c. 19, s. 185, in force on June 18, 1998. 
Subsec. 159(2) formerly read: 


(2) Every person (other than a trustee in bankruptcy) who is an assignee, liquida- 
tor, receiver, receiver-manager, administrator, executor or any other like person 
(in this section referred to as the “responsible representative”) administering, 
winding up, controlling or otherwise dealing with a property, business or estate 
of another person shall, before distributing to one or more persons any property 
over which the responsible representative has control in the capacity of the re- 
sponsible representative, obtain a certificate from the Minister, by applying 
therefor in prescribed form, certifying that all amounts 


(a) for which any taxpayer is liable under this Act in respect of the taxation 
year in which the distribution is made, or any preceding taxation year, and 


(b) for the payment of which the responsible representative is or can reason- 
ably be expected to become liable in that capacity 


have been paid or that security for the payment thereof has been accepted by the 
Minister. 


That portion of subsec. 159(2) preceding para. (a) substituted by 1994, c. 7, Sch. I 
(1991, c. 49), s. 131, applicable to applications made after December 17, 1991. That 
portion formerly read: 


(2) Every person (other than a trustee in bankruptcy) who is an assignee, liquida- 
tor, receiver, receiver-manager, administrator, executor, or any other like person, 
(in this section referred to as the “responsible representative”) administering, 
winding up, controlling or otherwise dealing with a property, business or estate 
of another person, before distributing to one or more persons any property over 
which the responsible representative has control in that capacity, shall obtain a 
certificate from the Minister certifying that all amounts 


Selected Cases [subsec. 159(2)]: Paquet v. MNR, [1992] 1 C.T.C. 2699 (TCC) 
(Appellant not responsible representative of taxpayer corporation, not personally liable 
for payment of tax owed by latter); Flemming Estate v. MNR, [1983] C.T.C. 321 
(FCTD); rey’d in part [1984] C.T.C. 352, (sub nom. R. v. Parsons) (FCA) (No need to 
seek certificate from Minister when requirements of section do not cover directors of 
corporation). 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived); CPP-2: Canada pension plan — status of employer where trus- 
tee in bankruptcy, receiver or receiver and manager is appointed; UI-3: Unemployment 
Insurance Act — status of employer where trustee in bankruptcy, receiver or receiver 
and manager is appointed. 


Information Circulars: 78-10R5: Books and records retention/destruction; 82-6R8: 
Clearance certificate; 98-1R3: Collections policies. 


CRA Audit Manual: 16.1.0: Clearance certificate program. 
Forms: TX19: Asking for clearance certificate. 


(3) Personal liability — Where a legal representative (other than 
a trustee in bankruptcy) of a taxpayer distributes to one or more 
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persons property in the possession or control of the legal representa- 
tive, acting in that capacity, without obtaining a certificate under 
subsection (2) in respect of the amounts referred to in that subsec- 
tion, the legal representative is personally liable for the payment of 
those amounts to the extent of the value of the property distributed, 
and the Minister may at any time assess the legal representative in 
respect of any amount payable because of this subsection, and the 
provisions of this Division apply, with any modifications that the 
circumstances require, to an assessment made under this subsection 
as though it had been made under section 152. 


(3) Personal liability — If a legal representative (other than a 

trustee in bankruptcy) of a taxpayer distributes to one or more per-— 
sons property in the possession or control of the legal representa- — 
tive, acting in that capacity, without obtaining a certificate under _ 
subsection (2) in respect of the amounts referred to in that 
subsection, = Soe 


gh 


(a) the legal representative is personally liable for the payment : 
of those amounts to the extent of the value of the property _ 


dismiputed; : oe 
(b) the Minister may at any time assess the legal 


in respect of any amount payable because of 


(c) the provisions of this Division (including, for greater cer- _ 
tainty, the provisions in respect of interest payable) apply, with — 
any modifications that the circumstances require, to an assess- — 
ment made under this subsection as though it had been made 


under section 152 in respect of taxes payable under this Part. — 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 113, will — 
amend subsec. 159(3) to read as above, applicable to assessments made after Decem- 
ber 20, 2002 Wap or 2 ee aren a kee 


Technical Notes (July 2010): Subsection 159(1) provides, in part, that a legal - 
representative acting for another person is jointly and severally liable for each — 
amount payable by the other person under the Act, to the extent that the representa- _ 
tive has possession and control of the other person’s assets. If the representative dis- 
tributes assets of the other person before obtaining a certificate from the Minister of — 
National Revenue that the other person’s tax debts have been paid, the Minister may, 


under subsection 159(3), assess the representative for the amount of the debt. 


a 


representative — 
is subsection; — 


Subsection 159(3) is amended to clarify that a legal representative so assessed after 
December 20, 2002 is subject to interest on the assessment without any limit on the 
amount of interest for which the representative may be liable. 


Related Provisions: 159(3.1) — Appropriation of property; 222(5)(c) — Restart of 
10-year collection limitation period. 


History: Subsec. 159(3) amended by 1998, c. 19, s. 185, in force on June 18, 1998. 
Subsec. 159(3) formerly read: 


(3) Where a responsible representative distributes to one or more persons pro- 
perty over which the responsible representative has control in that capacity with- 
out obtaining a certificate under subsection (2) in respect of the amounts referred 
to in that subsection, the responsible representative is personally liable for the 
payment of those amounts to the extent of the value of the property distributed 
and the Minister may assess the responsible representative therefor in the same 
manner and with the same effect as an assessment made under section 152. 


Selected Cases [subsec. 159(3)]: Flemming Estate v. MNR, [1983] CTO 371 
(FCTD); rev'd in part [1984] C.T.C. 352, (sub nom. R. v. Parsons) (FCA) (No need to 
seek certificate from Minister when requirements of section do not cover directors of 
corporation). 


Interpretation Bulletins: IT-488R2: Winding-up of 90%-owned taxable Canadian 
corporations (archived). 


Information Circulars: 98-1R3: Collections policies. 

(3.1) Appropriation of property — For the purposes of subsec- 
tions (2) and (3), an appropriation by. a legal representative of a tax- 
payer of property in the possession or control of the legal represen- 


tative acting in that capacity is deemed to be a distribution of the 
property to a person. 


History: Subsec. 159(3.1) added by 1998, c. 19, s. 185, in force on June 18, 1998. 


(4) [Repealed] 
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History: Subsec. 159(4) repealed by 2001, c. 17, subsec. 154(1), applicable to individ- 
uals who cease to be resident in Canada after October 1, 1996, The subsec, formerly 
read: 
(4) Election on emigration — Where an individual to whom subsection 
128.1(4) applies 


(a) so elects in prescribed manner on or before the individual’s balance-due 
day for the taxation year in which the individual ceased to be resident in 
Canada, and 


(b) furnishes to the Minister security acceptable to the Minister for payment 

of any tax under this Act the payment of which is deferred by. the election, 
all or any portion of such part of that tax as is equal to the amount, if any, by 
which that tax exceeds the amount that would be that tax if this Act were read 
without reference to subsection 128,1(4) may, subject to subsection (4.1), be 
paid in such number. of equal annual instalments as is specified in the election by 
the individual. 

Subsec. 159(4) substituted by 1994, c. 21, s. 78, applicable to changes in residence 
occurring after 1992. That subsec. formerly read: 

(4) Election where subsec. 48(1) applicable — Where subsection 48(1) is ap- 
plicable in respect of a taxpayer: who has ceased to be resident in Canada in a 
taxation year, and the taxpayer so elects and furnishes the Minister with security 
acceptable to the Minister for payment of any tax the payment of which is de- 
ferred by the election, notwithstanding any provision of this Part respecting the 
time within which payment shall be made of the tax payable under this Part by 
the taxpayer for the year, all or any portion of such part of that tax as is equal to 
the amount, if any, by which that tax exceeds the amount that that tax would be, 
if this Act were read without reference to subsection 48(1), may be paid in such 
number (not exceeding 6) of equal consecutive annual instalments as is specified 
by the taxpayer in the election, the first instalment of which shall be paid on or 
before the day on or before which payment of that tax would, but for the elec- 
tion, have been required to be made and each subsequent instalment of which 
shall be paid.on or before the next following anniversary of that day. 


(4.1) [Repealed] 


History: Subsec. 159(4.1) repealed by 2001, c, 17, subsec. 154(1), applicable to. indi- 
viduals who cease to be resident in Canada after October 1, 1996. The subsec. formerly 
read: 


(4.1) Idem — Where an individual to whom subsection 128.1(4) applies elects 
under subsection (4), 


(a) the number of equal annual instalments provided in the election shall be 
deemed to be the lesser of 6 and such other number as is specified in the 
election by the individual; 


(b) the first instalment shall be paid on or before the individual’s balance- 
due day for the taxation year; and 


(c) each subsequent instalment shall be paid on or before the next following 
anniversary of the day described in paragraph (b). 


Subsec. 159(4.1) added by 1994, c. 21, s. 78, applicable to changes in residence occur- 
ring after 1992. 


(5) Election where certain provisions applicable [on 
death] — Where subsection 70(2), (5) or (5.2) of this Act or sub- 
section 70(9.4) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, is applicable in respect of a taxpayer who 
has died, and the taxpayer’s legal representative so elects and fur- 
nishes the Minister with security acceptable to the Minister for pay- 
ment of any tax the payment of which is deferred by the election, 
notwithstanding any provision of this Part or the Income Tax Appli- 
cation Rules respecting the time within which payment shall be 
made of the tax payable under this Part by the taxpayer for the taxa- 
tion year in which the taxpayer died, all or any portion of such part 
of that tax as is equal to the amount, if any, by which that tax ex- 
ceeds the amount that that tax would be, if this Act were read with- 
out reference to subsections 70(2), (5) and (5.2) and the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, were read 
without reference to subsections 70(2), (5), (5.2) and (9.4) of. that 
Act, may be paid in such number (not exceeding 10) of equal con- 
secutive annual instalments as is specified by the legal representa- 
tive in the election, the first instalment of which shall be paid on or 
before the day on or before which payment of that tax would, but 
for the election, have been required to be made and each subsequent 
instalment of which shall be paid on or before the next following 
anniversary of that day. 

Related Provisions: 159(5.1) — Pre-1972 professional business; 159(6) — Meaning 
of “tax payable under this Part”; 159(7) — Form and manner of election, and interest. 
Regulations: 1001 (prescribed manner of making election). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
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Interpretation Bulletins: IT-125R4: Dispositions of resource properties; IT-212R3: 
Income of deceased persons — rights or things; IT-278R2; Death of a partner or of a 
retired partner. 


Forms: T2075: Election to defer payment of income tax under subsec. 159(5). by a 
deceased taxpayer’s legal representative or trustee; T4011: Preparing returns for de- 
ceased persons [guide]. 


(5.1) Idem [pre-1972 professional business] — Where, in the 
taxation year in which a taxpayer dies, an amount is included in 
computing the taxpayer’s income by virtue of paragraph 23(3)(c) of 
the Income Tax Application Rules, the provisions of subsection (5) 
apply, with such modifications as the circumstances require, as 
though the amount were an amount included in computing the tax- 
payer’s income for the year by virtue of subsection 70(2) or an 
amount deemed to have been received by the taxpayer by virtue of 
subsection 70(5). 


Related Provisions: 70(2) — Deceased taxpayer — amounts receivable; 70(5) — 
Depreciable and other capital property. 


Interpretation Bulletins: IT-212R3: Income of deceased persons — rights or things; 
IT-278R2: Death of a partner or of a retired partner. 


(6) Idem — For the purposes of subsection (5), the “tax payable 
under this Part” by a taxpayer for the taxation year in which the 
taxpayer died includes any tax payable under this Part by virtue of 
an election in respect of the taxpayer’s death made by the tax- 
payer’s legal representative under subsection 70(2) or under the 
provisions of that subsection as they are required to be read by vir- 
tue of the Income Tax Application Rules. 


(6.1) Election where subsec. 104(4) applicable — Where a 
time determined under paragraph 104(4)(a), (a.1), (a.2), (a:3), (a.4), 
(b) or (c) in respect of a trust occurs in a taxation year of the trust 
and the trust so elects and furnishes to the Minister security accept- 
able to the Minister for payment of any tax the payment of which is 
deferred by the election, notwithstanding any other provision of this 
Part respecting the time within which payment shall be made of the 
tax payable under this Part by the trust for the year, all or any por- 
tion of the part of that tax that is equal to the amount, if any, by 
which that tax exceeds the amount that ‘that tax would be if this Act 
were read without reference to paragraph 104(4)(a), (a.1), (a.2), 
(a.3), (a.4), (b) or (c), as the case may be, may be paid in the num- 
ber (not exceeding 10) of equal consecutive annual instalments that 
is specified by the trust in the election, the first instalment of which 
shall be paid on or before the day on or before which payment of 
that tax would, but for the election, have been required to be made 
and each subsequent instalment of which shall be paid on or before 
the next following anniversary of that day. 


Related Provisions: 104(5.3) — Election to postpone deemed disposition; 159(7) — 
Form and manner of election, and interest. 


History: Subsec. 159(6.1) amended by 2001, c. 17, subsec. 154(2), applicable ‘to 2000 
et seq. The subsec. formerly read: 


(6.1) Where a day determined under paragraph 104(4)(a), (a.1),(b) or (c) in re- 
spect of a trust occurs in a taxation year of the trust and the trust so elects and 
furnishes to the Minister security acceptable to the Minister for payment of any 
tax the payment of which is deferred by the election, notwithstanding any other 
provision of this Part respecting the time within which payment shall be made of 
the tax payable under this Part by the trust for the year, all or any portion of such 
part of that tax as is equal to the amount, if any, by which that tax exceeds the 
amount that that tax would be if this Act were read without reference to para- 
graph 104(4)(a), (a.1), (b) or (c), as the case may be, may be paid in such number 
(not exceeding 10) of equal consecutive annual instalments as is specified by the 
trust in the election, the first instalment of which shall be paid on or before the 
day on or before which payment of that tax would, but for the election, have 
been required to be made and each subsequent instalment of which shall be paid 
on or before the next following anniversary of that day. 


Subsec. 159(6.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 95, applicable to 1993 
et seq. 
Forms: T2223: Election under s. 159(6.1) by trust to defer payment of income tax. 


(7) Form and manner of election and interest — Every elec- 
tion made by a taxpayer under subsection (4) or (6.1) or by the legal 
representative of a taxpayer under subsection (5) shall be made in 
prescribed form and on condition that, at the time of payment of 
any amount payment of which is deferred by the election, the tax- 
payer shall pay to the Receiver General interest on the amount at 
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the prescribed rate in effect at the time the election was made, com- 
puted from the day on or before which the amount would, but for 
the election, have been required to be paid to the day of payment. 
Related Provisions: 221.1 — Application of interest where legislation retroactive; 
248(11) — Interest compounded daily. 
History: Subsec. 159(7) amended by 1994, c. 7, Sch. VII (1993, c. 24), s. 95, applica- 
ble to 1993 et seg. Subsec. (7) formerly read: 
(7) Every election made by a taxpayer under subsection (4) or by the legal repre- 
sentative of a taxpayer under subsection (5), as the case may be, shall be made in 
prescribed form and in prescribed manner and on condition that, at the time of 
payment of any amount payment of which is deferred by the election, the tax- 
payer shall pay to the Receiver General interest on the amount at the prescribed 
rate in effect at the time the election was made computed from the day on or 
before which the amount would, but for the election, have been required to be 
paid to the day of payment. 


Selected Cases [subsec. 159(7)]: Agnew (Estate) v. R., [1978] C.T.C. 351 (FCA) 
(Interest rate held to be rate at time of election to defer tax payment). 


Regulations: 4301(a) (prescribed rate of interest). 


Forms: T2075: Election to defer payment of income tax under subsec. 159(5) by a 
deceased taxpayer’s legal representative or trustee; T2223: Election under s. 159(6.1) 
by trust to defer payment of income tax. 


Selected Cases [s. 159]: Armstrong v. R., [1998] 4 C.T.C. 2006 (TCC) (Assessment 
under this. provision did not revive right to attack assessments); RMM Canadian 
Enterprises Inc. v. R., {1997] 3 C.T.C. 2103 (TCC) (Agent or instrumentality used to 
distribute deemed dividend liable under s. 215 or s. 159); Westbrook Management Ltd. 
y. Canada, [1996] 1 C.T.C. 2516 (TCC) (Assessment cannot raise a liability which has 
become statute-barred). 

Definitions [s. 159]: “amount”, “assessment”, “balance-due day” — 248(1); “Can- 
ada” — 255: “individual”, “legal representative”, “Minister”, “person”, “prescribed” — 
248(1); “prescribed rate” — Reg. 4301; “property” — 248(1); “taxation year” — 249; 
“tax payable under this Part” — 159(6); “taxpayer” — 248(1). 


160. (1) Tax liability re property transferred not at arm’s 
length — Where a person has, on or after May 1, 1951, transferred 
property, either directly or indirectly, by means of a trust or by any 
other means whatever, to 


(a) the person’s spouse or common-law partner or a person who 
has since become the person’s spouse or common-law partner, 


(b) a person who was under 18 years of age, or 


(c) a person with whom the person was not dealing at arm’s 
length, 


the following rules apply: 


(d) the transferee and transferor are jointly and severally liable 
to pay a part of the transferor’s tax under this Part for each taxa- 
tion year equal to the amount by which the tax for the year is 
greater than it would have been if it were not for the operation of 
sections 74 to 75.1 of this Act and section 74 of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, in re- 
spect of any income from, or gain from the disposition of, the 
property so transferred or property substituted therefor, and 


Proposed Amendment — 160(1)(d) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
228(1), will amend para. 160(1)(d) by substituting “severally, or solidarily,” for “sever- 
ally”, to come into force on Royal Assent. | 


Technical Notes (July 2010): See under 12(4). 


(e) the transferee and transferor are jointly and severally liable to 
pay under this Act an amount equal to the lesser of 


Proposed Amendment — 160(1)(e) opening words 


Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
228(2), will amend the opening words of para. 160(1)(e) by substituting “severally, or 
solidarily,” for “severally”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(i) the amount, if any, by. which the fair market value of the 
property at the time it was transferred exceeds the fair market 
value at that time of the consideration given for the property, 
and 


(ii) the total of all amounts each of which is an amount that 
the transferor is liable to pay under this Act in or in respect 


Income Tax Act, Part I 


of the taxation year in which the property was transferred or 
any preceding taxation year, 


but nothing in this subsection shall be deemed to limit the liability 
of the transferor under any other provision of this Act, 


Proposed Amendment — 160(1)(e)(ii) and 160(1) 
cpa closing words ieee 


(ii) the total of all amounts each of which is an amount that 
the transferor is liable to pay under this Act (including, for 
greater certainty, an amount that the transferor is liable to 
pay under this section, regardless of whether the Minister 
has made an assessment under subsection (2) for _ that 
amount) in or in respect of the taxation year in which the 
property was transferred or any preceding taxation year, 


but nothing in this subsection limits the liability of the transferor — 
under any other provision of this Act or of the transferee for the 
interest that the transferee is liable to pay under this Act on an 
assessment in respect of the amount that the transferee is liable to 
pay because of this subsection. 


Application: The July 16, 2010 draft legislation (Part 1 —technical), subsec. 
114(1), will amend the portion of subsec. 160(1) after subpara. (e)(i) to read as 
above, applicable in respect of assessments made after December 20, 2002. 


Technical Notes (July 2010): The amount that a taxpayer is Jiable to pay in 
respect of the transfer of property from a non-arm’s length tax debtor is determined 
under subsection 160(1). The Minister may assess the taxpayer for such a liability 
under subsection 160(2). Paragraph 160(1)(e) is amended, in respect of assessments 
made after December 20, 2002, to clarify that the assessment of the taxpayer is sub- 
ject to interest, without any limit on the amount of interest for which the taxpayer 
may be liable. 


Related Provisions: 74—75.1 — Attribution of income on non-arm’s length trans- 
fers; 160(3.1) — Fair market value of undivided interest in property; 160(4) — Trans- 
fer to spouse on breakdown of marriage; 188(2) — Liability where revoked charity 
transfers property; 248(5) — Substituted property. 


History: Subsec. 160(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)*common-law 
partner”. 


Selected Cases [subsec. 160(1)]: Larouche v. R., [2010] 4 C.T.C. 202 (FCA) (No 
consideration is given by shareholder in respect of corporate dividends); Barry v. R., 
[2010] 1 C.T.C. 2189 (TCC) (Taxpayer in derivative assessment may challenge under- 
lying assessment); Newmann v. R., [2009] 4 C.T.C. 2205 (TCC) (Capital dividends 
were “transfers” of property); Rose v. R., [2009] 3 C.T.C. 236 (FCA); rev’g [2008] 3 
C.T.C. 2064 (TCC) (Transfer made for express purposes of defeating creditor claims 
included beneficial interest); Yates v. R., [2009] 3 C.T.C. 183 (FCA) (Family expenses 
and obligations not, excluded from “transfers”); Currie v. R., [2009] 1 C.T.C, 2139 
(TCC) (Interest not assessable after year of transfer), Livingston v. R., [2008] 3 C.T.C. 
230 (FCA) (Transfer occurs, even if a bare trust; use of bank account to evade creditors 
involved no consideration); Addison & Leyen Ltd. v. Canada, [2008] 2 C.EEL PY 
(SCC); rev’ g [2006] 3 C.T.C. 95 (FCA); rev’ g [2005] 2 C.T.C..201 (FC) (Minister may 
assess at any time; delay only relevant when considering such issues as due diligence); 
Bleau y. R., [2008] 1°C.T.C. 2178 (TCC) (Provision is complete code, allowing Min- ~ 
ister to assess at any time); Madsen v. R., [2006] 3 C.T.C. 181 (FCA) (Vague and 
uncertain promise to pay does not constitute consideration); Ducharme v. R., [2005] 2 
C.T.C, 323 (FCA) (Rental payments were well under market value for property; no 
“transfer”); Madsen v. R., [2005] 2 C.T.C. 2163 (TCC); add’l reasons to [2004] 4 
C.T.C. 2492 (TCC) (Promise to pay when funds available insufficient to prevent appli- 
cation of provision); Larochelle v. R., [2005] 1 C.T.C. 2476 (TCC) (FMV is the same 
for transferor and transferee); Piuze v. R. (2002), [2004] 5 C.T.C. 2050 (TCC) (Divi- . 
dends may still be dividends and transfers without consideration even if not formally 
declared); Reagh v. R., [2004] 3 C.T.C. 2336 (TCC) (Lack of knowledge of transferor’s 
tax debt by transferee irrelevant); Wannan vy. R., [2004] 1 C.T.C. 326 (FCA); aff’ g 
[2003] 2 C.T.C. 2303 (TCC) (Liability survives bankruptcy and discharge of 
transferor); Goldberg v. R., [2003] 2 C.T.C. 2592 (TCC) (Transfer to trust to pay fam- 
ily expenses caught by provision), Caron v. R. , [2002] 3 C.T.C. 2369 (TCC) (Transfer 
of funds occurred even when taxpayer retained power of attorney on bank account of 
transferee); VDS Management Inc. v. Canada (A.-G.), (2002] 3 C.T.C. 189 (BC SC) 
(Postponement of claim not a transfer of property); Gestion Yvan Drouin Inc. v. R., 
(2001] 2 C.T.C. 2315 (TCC) (Crown may have onus of proof in subsec. 160(1) 
appeals); Gaucher v. R., [2001] 1 C.T.C. 125 (FCA); rev’g [2000] '2-C.T.C. 2734 
(TCC) (Taxpayer entitled to raise any defence, even if liability as between Minister and 
primary taxpayer definitively settled. Schafer disapproved); Raphael v. R., [2000] 4 
C.T.C. 2620 (TCC) (No consideration within matrimonial context); Filippazzo v. Re, 
[2000] 3 C.T.C. 2691 (TCC) (Provision applies to assessments under 227.1 as well as 
to ordinary tax assessments); Medland v. R., [1999] 4 C.T.C. 293 (FCA); aff’ g [1997] | 
C.T.C. 2702 (TCC) (Transfer may be direct or indirect); Ho-A-Shoo v. Canada (A.-G.), 
[2000] 2 C.T.C. 155 (Ont SCJ) (Unassessed interest’ may not be contemplated by 
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provision); Biderman vy. R., [2000]: 2 C.T.C. 35 (FCA); affg [1998] 4 C.T.C. 2144 
(TCC) (Improper disclaimer of estate meant property had been acquired and later trans- 
ferred; provision applicable); LeBlanc v. R., [1999] 1 C.T.C. 2825 (TCC) (Withdrawals 
from RRSP to fund obligation to support spouse not transfers); Michaud v. R., [1998] 4 
C.T.C. 2675 (TCC) (Payment of mortgage as part of family obligations is not a 
transfer); Ruffolo v. R., [1998] 4 C.T.C. 2114 (TCC) (Dividends not carved out from 
concept of transfer); Algoa Trust v. R., [1998] 4 C.T.C. 2001 (TCC) (No new tax debt 
established and no need for new assessment); Cooke v. R., [1997] 2 C.T.C. 254 (FCA) 
(Transfer not made “pursuant” to agreement which contained no mention of any trans- 
fer of property); Placements R.I.O. Inc. v. R:, [1997] 2:C.T.C. 2513.(ECC) (What mat- 
ters is the “transfer” of property, not the particular means by which it. occurs); 
Heavyside y. Canada, [1997] 2 C.T.C. 1 (FCA) (Extinguishment of transferor’s tax 
liability by discharge from bankruptcy does not affect transferee’s separate and contin- 
uing liability); 7255579 Canada Inc. vy. Canada, [1997] 1 C.T.C. 2011 (TCC) (Dividend 
is “transfer” of property); Gamache v. Canada, [1996] 3°C.T.C. 2597 (TCC) (Tax lia- 
bility was discharged by bankruptcy; transferee not liable under provision); Hamel v. 
MNR, [1996] 2 C.T.C.' 2046 (TCC) (Indirect transfer can trigger liability for 
assessment); Caplan v. MNR, [1995] 2 C.T.C. 2932D:(TCC) (Where tax debtor granted 
discharge from bankruptcy, no longer any tax liability in year of transfer and assess- 
ment issued. thereafter was ineffective); Route Canada Real Estate Inc.-v...Canada, 
[1995] 2. C.T.C. 2430 (TCC) (Underlying tax liability of transferor is relevant); Cox v. 
Canada, [1995] 2 C.T.C. 2094 (TCC) (Transactions void against trustee valid unless 
challenged by trustee; transfer was effective if not attacked); Achtem v. MNR, [1995] 1 
C.T.C. 2941 (TCC) (Liability of transferee extends to all amounts owing by transferor 
at date of transfer); Davis v. Canada, [1994] 2. C.T.C. 2033 (TCC) (Consideration 
given for transfer of property by way of dividend); Delisle v. Canada, [1995] 1 C.T.C. 
2007 (TCC) (Taxpayer never had benefit of money transferred to her account and acted 
as agent only for transferor); Dupuis (A.C.) v. Canada, [1993] 2 C.T.C: 2032 (TCC) 
(Assessment under provision not subject to limitation periods in subsec. 152(4)); Algoa 
Trust v. Canada, {1993} 1 C.T.C..2294 (TCC) (Cash dividend but not stock dividend is 
transfer of property under provision); Mah (F.) v. Canada, [1993] 1 C.T.C. 422 
(FCTD) (Transferee not liable under provision unless and until he had knowledge of 
transfer and took steps in relation to property); Kostiuk (B.) v. MNR, [1993] 1 C.T.C. 31 
(FCTD) (Transfer of property effective at time agreement executed); Furfaro-Siconolfi 
v. MNR, [1990] 1 C.T.C. 188 (FCTD) (“Transferred” means transfer of beneficial own- 
ership, not necessarily possession). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-258R2: Transfer of property to a spouse; IT-260R: 
Transfer of property to a minor; IT-369R: Attribution of trust income to settlor; IT-510: 
Transfers and loans of property made after May 22,.1985 to a related minor; IT-511R: 
Interspousal and certain other transfers and loans of property. 


Information Circulars: 98-1R3: Collections policies. 
I.T. Technical News: 4 (section 160 — the Davis case). 
CRA Audit Manual: 11.5.11: Joint liability assessments. 


(1.1) Joint liability where subsec. 69(11) applies — Where a 
particular person or partnership is deemed by subsection 69(11) to 
have disposed of a property at any time, the person referred to in 
that subsection to whom a benefit described in that subsection was 
available in respect of a subsequent disposition of the property or 
property substituted for the property is jointly and severally liable 
with each other taxpayer to pay a part of the other taxpayer’s liabili- 
ties under‘ this Act in respect of each taxation year equal to the 
amount determined by the formula 


Proposed Amendment — 160(1. 1) opening words _ 


(1.1) Joint and several, or ‘solidary, liability - ubsec. 
69(11) — Where a particular person or partnership is deemed by. 
subsection 69(11) to have disposed of a property at any time, the - 
person referred to in that subsection to whom a benefit described 
in that subsection was available i in respect of a subsequent disposi- 
tion of the property or property substituted for the property is 


jointly and severally, or solidarily, liable with each other taxpayer : 
to pay a part of the other taxpayer’s liabilities under this Act in 


respect of each taxation year equal to . amount determin d by 
the formula , 


Application: The July 16, 2010 draft uke 2 — biju 


sm), subsec. _ 


228(3), will amend the portion of subsec. 160(1.1) Helo the SN eeges to read as : 


above, to come into force on Royal Assent. 
Technical Notes (July 2010): See under 12(4). 


A-B 
where 


A is the total of amounts payable under this Act by the other tax- 
payer in respect of the year, and 


S. 160(1.2)(b) 


Bis the amount that would, if the particular person or partnership 
were not deemed by subsection 69(11) to have disposed of the 
property, be determined for A in respect of the other taxpayer in 
respect of the year, 


but nothing under this subsection is deemed to limit the liability of 
the other taxpayer under any other provision of this Act. 


Proposed Amendment — 160(1.1) closing words _ 
but nothing in this subsection limits the liability of the other tax- 
payer under any other provision of this Act or of any person for 
the interest that the person is liable to. pay under this Act on an 
assessment in respect of the amount that the sia is liable to meay. 
because of this subsection. . S 
Application: The July 16, 2010 draft legislation wat 1 — technical), subsec. 


114(2), will amend the closing words of subsec. 160(1.1) to read as prove, applicable 
in respect of assessments made after December 20, 2002. 


Technical Notes (July 2010): Subsection 160(1. 1) provides that where subsection 
6911) es to aye a “nbn of property to have occurred at fair market 


ssul a that disposition. The ee a National Revo may 
assess the person for such a liability under subsection 160(2). Subsection 160(1.1) is 
amended, in respect of assessments made after December 20, 2002, to clarify that the 
assessment of the taxpayer is subject to interest. [This overrules Algoa Trust, {1998} 
4 C.T.C. 2001 (TCC), and Currie, [2009] 1 C.T.C. 2139 (TCC), although Zen, 
[2010] 6 C.T.C. 28 (FCA) (leave to appeal « denied 2011 caer iNt 47 (SCC)) sug- 
gests the amendment may not be needed — ed.] 


Related Provisions: 257 — Fobiials cannot calculate to less than zero. 


History: Subsec. 160(1.1) added by 1998, c, 19, subsec, 186(1:), applicable in respect 
of dispositions that are deemed by subsec. 69(11) to occur after April 26, 1995. 


CRA Audit Manual: 11.5.11: Joint liability assessments. 


(1.2) Joint liability — tax on split income — A parent of a 
specified individual is jointly and’ severally liable with the indivi- 
dual for the amount required to be added because of subsection 
120.4(2) in computing the specified individual’s tax payable under 
this Part for a taxation year if, during the year, the parent 


Proposed Amendment — 160(1.2) opening words | 
(1.2) Joint and several, or solidary, liability — tax on split 
income — A parent of a ‘specified individual is jointly and sever- 
ally, or ‘solidarily, liable with the individual for the amount re- 
quired to be added because of subsection 120.4(2) in computing 
the specified individual’s tax payable under this Part for a taxation 
year if, during the year, the parent 


Application: The July 16, 2010. draft legislation (Part 2.-+4 bijuralism), subsec, 
2284), will amend the ppening words of subsec, ee 2) to ad as. above, to come 


Tech i ai Notes (J . 201 0): < Seo. wale 12(4). 


(a) carried on a business that purchased goods or services froma 
business the income of which is directly or indirectly included in 
computing the individual’s split income for the year; 


(b) was. a specified shareholder of a corporation that purchased 
goods or services from a business the income of which is di- 
rectly or indirectly included in computing the individual’s split 
income for the year; 


_ Proposed Amendment - — 160(1 .2)(a), (b) 


ia) canried on a business that was provided property or services 
_by a partnership or trust all or a portion of the income of which 
partnership or trust is directly or indirectly included in comput- 
ing the individual’s split income for the year, 


_ (b) was a specified shareholder of a corporation that was pro- 
vided property or services by a partnership or trust all or a por- 
tion of the income of which partnership or trust is directly or 
indirectly included in ate na me individual’s — income 
for the year, 
Application: The July 16, 2010 draft iesidistion (Part 1 — technical), subsec. 
114(3), will amend ; P 160(1.2)(a) and (b) to read as above, applicable after De- 
cember 20, 2002. Y . 
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Technical Notes (July 2010): Subsection 160(1.2), which applies in respect of 
tax owing on split income, is amended in two respects. 


First, paragraphs 160(1.2)(a), (6) and (d) are amended to replace the phrase “goods or 
services” with the phrase “property or services” as a consequence of the same 
changes made to paragraphs (b) and (c) of the definition “split income” in subsection 
120.4(1). 


(c) was a specified shareholder of a corporation, dividends on 
the shares of the capital stock of which were directly or indi- 
rectly included in computing the individual’s split income for 
the year; 

(d) was a shareholder of a professional corporation that pur- 
chased goods or services from a business the income of which is 
directly or indirectly included in computing the individual’s split 
income for the year; or 


Proposed Amendment — 160(1.2)(d) 


(d) was a shareholder of a professional corporation that was 
provided property or services by a partnership or trust all or a 
portion of the income of which partnership or trust is directly 
or indirectly included in computing the individual’s split in- 
come for the year, or 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
114(4), will amend para. 160(1.2)(d) to read as above, applicable after December 20, 
2002. 


Technical Notes (July 2010): See under 160(1.2)(a), (6). 


(e) was a shareholder of a professional corporation, dividends on 
the shares of the capital stock of which were directly or indi- 
rectly included in computing the individual’s split income for 
the year. 


Proposed Addition — 160(1.2) closing words 


but nothing in this subsection limits the liability of the specified 
individual under any other provision of this Act or of the parent 
for the interest that the parent is liable to pay under this Act on an — 
assessment in respect of the amount that the parent is liable to pay 
because of this subsection. 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 


114(5), will add the above closing words to subsec. 160(1.2), applicable in respect of 
assessments made after December 20, 2002. 


Technical Notes (July 2010): Second, a “postamble” is added to subsection 


160(1.2) to clarify that, in respect of assessments made under subsection 160(2) after 
December 20, 2002, the assessment is subject to interest. 


History: Subsec. 160(1.2) added by 2000, c. 19, s. 46, applicable to 2000 et seq. 


(1.3) Joint liability — tax on split-pension income — Where 
a pensioner and a pension transferee (as those terms are defined in 
section 60.03) make a joint election under section 60.03 in respect 
of a split-pension amount (as defined in that section) for a taxation 
year, they are jointly and severally, or solidarily, liable for the tax 
payable by the pension transferee under this Part for the taxation 
year to the extent that that tax payable is greater than it would have 
been if no amount were required to be added because of paragraph 
56(1)(a.2) in computing the income of the pension transferee under 
this Part for the taxation year. 


History: Subsec. 160(1.3) added by 2007, c. 29, s. 23, applicable to 2007 et seq. 


(2) Assessment — The Minister may at any time assess a tax- 
payer in respect of any amount payable because of this section and 
the provisions of this Division apply, with any modifications that 
the circumstances require, in respect of an assessment made. under 
this section as though it had been made under section 152. 


Proposed Amendment — 160(2) 


(2) Assessment — The Minister may at any time assess a tax- 
payer in respect of any amount payable because of this section, 
and the provisions of this Division (including, for greater cer- 
tainty, the provisions in respect of interest payable) apply, with 
any modifications that the circumstances require, in respect of an 
assessment made under this section as though it had been made 
under section 152 in respect of taxes payable under this Part. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
114(6), will amend subsec. 160(2) to read as above, applicable in respect of assess- 
ments made after December 20, 2002. 


Technical Notes (July 2010): Subsection 160(2) allows the Minister of National 
Revenue to assess a taxpayer at any time in respect of liabilities arising under section 
160, with such assessment having the same effect as if it had been made under sec- 
tion 152. Subsection 160(2) is amended, in respect of assessments made after De- 
cember 20, 2002, to clarify that the assessment is subject to interest. 


Related Provisions: 152 — Assessment; 222(5)(c) — Restart of 10-year collection 
limitation period. 
History: Subsec. 160(2) amended by 1998, c. 19, subsec. 186(2), in force on June 18, 
1998. Subsec. 160(2) formerly read: 


(2) Minister may assess transferee — The Minister may at any time assess a 
transferee in respect of any amount payable by virtue of this section and the 
provisions of this Division are applicable, with such modifications as the circum- 
stances require, in respect of an assessment made under this section as though it 
had been made under section 152. 


Selected Cases [subsec. 160(2)]: Phillips (E.) v. Canada, [1993] 2 C.T.C. 2110 


(TCC) (Assessment under provision cannot include amounts in respect of transferor’s 
provincial tax liability). 


CRA Audit Manual: 11.5.11: Joint liability assessments. 


Proposed Addition — 160(2.1) _ 

(2.1) Assessment — The Minister may at any time assess a tax- 

payer in respect of any amount payable because of paragraph 

94(3)(d) or (e) or subsection 94(17) and the provisions of this Di- 
vision (including, for greater certainty, the provisions in respect of 
interest payable) apply. with any modifications that the circum- 

stances require, in respect of an assessment made under this sec-_ 
tion as though it had been made under section 152 in respect of 

taxes payable under this Part. | 


Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 


sec. 15(1), will add subsec. 160(2.1), applicable to assessments made after 2006, ex- 
cept that it is to be read without reference to “or subsection 94(17)” in its application 
to taxation years that end before March 5, 2010; and if subsec. 94(3), as amended, 
applies to a taxation year of a taxpayer that ends before 2007, subsec. 160(2.1) ap- 
plies to assessments made on or after the first day of the first such taxation year of 


the taxpayer to which that subsec. 94(3) applies. — 


Technical Notes (Sept. 10, 2010): New subsection 160(2.1) allows the Minister 
of National Revenue to assess a taxpayer at any time in respect of any amount paya- 
ble because of paragraph 94(3)(d) or (e) or subsection 94(17). Such an assessment 
has the same effect as if it had been made under section 152 and is subject to interest. 
For more information on paragraphs 94(3)(d) and (e) and subsection 94(17), see the 
commentary on those provisions. 

This amendment applies to assessments made after 2006, except that new subsection 
160(2.1) is to be read without reference to subsection 94(17) in its application to 
taxation years that end before March 5, 2010. Also, if subsection 94(3) applies to a 
taxation year of a taxpayer (i.e., a trust, a beneficiary under the trust or a contributor 
to the trust), because of a valid election by the trust under the coming-into-force 
provision for new section 94, new subsection 160(2.1) applies to assessments made 
on or after the first day of the first such taxation year of the taxpayer. 


Related Provisions: 160(3) — Discharge of liability. 


(3) Discharge of liability — Where a particular taxpayer has be- 
come jointly and severally liable with another taxpayer under this 
section in respect of part or all of a liability under this Act of the 
other taxpayer, 


Proposed Amendment — 160(3) opening words 


(3) Discharge of liability — Where a particular taxpayer has 
become jointly and severally, or solidarily, liable with another 
taxpayer under this section or because of paragraph 94(3)(d) or (e) 
or subsection 94(17) in respect of part or all of a liability under 
this Act of the other taxpayer, 

Application: The August 27, 2010 draft legislation (Part | — NRTs and FIEs), sub- 
sec. 15(2), will amend the opening words of subsec. 160(3) to read as above, applica- 
ble to assessments made after 2006, except that they are to be read without reference 
to “or subsection 94(17)” in their application to taxation years that end before March 
5, 2010. 

Technical Notes (Sept. 10, 2010): Subsection 160(3) provides that, where a 
particular taxpayer becomes jointly and severally liable with another taxpayer under 
subsection 160(1) or (1.1) with respect to a tax liability of the other taxpayer, a pay- 
ment by the particular taxpayer on account of the particular taxpayer's tax liability 
will discharge the joint liability to the extent of the payment. ake a 
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Subsection 160(3) is amended so that it also applies where | icular taxpayer has’ 
Be wnepointly and severally, or solidarily, liable with taxpayer because of _ 
ph 94(3)(d) or (e) or subsection 94(17) in respec art or all of a liability 


under this Act of the other taxpa: er. The expression “solidarily” is added to ensure 


subsection o4(1, see the ‘commentary o1 on those provisions. 


(a) a payment by the particular taxpayer on account of that tax- 
payer’s liability shall to the extent of the payment discharge the 
joint liability; but 


Proposed Amendment —1 60(3) pew (b) 


Application: 1 
ee le a 


(b) a payment by the other taxpayer on account of that. tax- 
payer’s liability discharges the particular taxpayer’s liability 
only to the extent that the payment operates to reduce that other 
taxpayer’s liability to an amount less than the amount in respect 
of which the particular taxpayer is, by this section, made jointly 
and sexerallyy liable. 


ally”, to come into force on Royal Assent. - 
Technical Notes (July 2010): See under 12(4), 


History: Subsec. 160(3) amended by 1998, c: 19, subsec.. 186(2), in force on June 18, 
1998. Subsec. 160(3) formerly read: 


(3) Rules applicable — Where a transferor and transferee |have, by virtue of 
subsection (1), become jointly and severally liable in respect of part or all of a 
liability of the transferor under this Act, the following rules apply: 


(a) a payment by the transferee on account of the transferee’s liability: shall 
to the extent thereof discharge the joint liability; but 


(b) a payment by, the transferor on account of the transferor’s liability only 
discharges the transferee’s liability to the extent that the payment operates to 
reduce the transferor’s liability to an amount less than the amount in respect 
of which the transferee was, by subsection (1), made jointly and severally 
liable. 


(3.1) Fair market value of undivided interest — For the pur- 
poses of this section and section 160.4, the fair market value at any 
time of an undivided interest in a property, expressed as a propor- 
tionate interest in that property, is, subject to subsection. (4), 
deemed to be equal to the same proportion of the fair market value 
of that property at that time. 


Proposed Amendment — 160(3. Ay 


(3.1) Fair market value of undivided interest or ‘Hight 
For the purposes of this section and section 160.4, the fair market 
value at any time of an undivided interest, or for civil law an undi- 
vided right, in a property, expressed as a proportionate inte 
right in that property, is, subject to subsection (4), deemed to be. 
equal to the same proportion of the fair market value of that pro- 
perty at that time. 

Application: The July 16, 2010 draft legiisdon (Part 2—bijuralism), ioe 


228(7), will amend subsec. 160(3.1) to read as above, to come into force on Royal 
Assent. : : 


Technical Notes (July 2010): See under 1204). 


History: Subsec. 160(3.1) added by 2000, c. 30, s. 170, applicable to transfers of pro- 
perty made after June 4, 1999. 


S. 160.1(1) 


(4) Special rules re transfer of property to spouse [or 
common-law partner] — Notwithstanding subsection (1), where 
at any time a taxpayer has transferred property to the taxpayer’s 
spouse or common-law partner pursuant to a decree, order or judg- 
ment of a competent tribunal or pursuant to a written separation 
agreement and, at that time, the taxpayer and the spouse or com- 
mon-law partner were separated and living apart as a result of the 
breakdown of their marriage or common-law partnership, the fol- 
lowing rules apply: 

(a) in respect of property so transferred after February 15, 1984, 


(i) the spouse or common-law partner shall not be liable 
under subsection (1) to pay any amount with respect to any 
income from, or gain from the disposition of, the property so 
transferred or property substituted therefor, and 


(11) for the purposes of paragraph (1)(e), the fair market value 
of the property at the time it was transferred shall be deemed 
to be nil, and 


(b) in respect of property so transferred before February 16, 
1984, where the spouse or common-law partner would, but for 
this paragraph, be liable to pay an amount under this Act by vir- 
tue of subsection (1), the spouse’s or common-law partner’s lia- 
bility in respect of that amount shall be deemed to have been 
discharged on February 16, 1984, 


but nothing in this subsection shall operate to reduce the taxpayer’s 
liability under any other provision of this Act. 


Related Provisions: 248(5) — Substituted property. 


History: Subsec. 160(4) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner’; by 2000, c. 12, Sch. 2, s. 7, to replace 
LSE es eee s or common-law partner’s”; and by 2000, c. 12, Sch. 2, s. 9, 

to replace “marriage” with “marriage or common- Mat partnership”, applicable to 2001 

et seq., in force July 31, 2000. See also the transitional rules reproduced in the History 


to 248(1)“common-law partner”. 


Selected Cases [subsec. 160(4)]: Apa v. R., [2004] 2 C.T.C. 2776 (TCC) (No 
liability where taxpayers separated and transfer made pursuant to separation 
agreement); Cartier v. R., [2000] 2 C.T.C. 2709 (TCC) (Transfer not in consideration 
of marriage contract); Cooke v. R., [1997] 2 C.T.C. 254 (FCA) (Transfer not made 
“pursuant” to agreement which contained no mention of any transfer of property). 


Information Circulars: 98-1R3: Collections policies. 


Selected Cases [s. 160]: Gosselin vy. R., [1997] 2 C.T.C. 2830 (TCC) (50-50 
shareholding meant factual non-arm’s length); Sinnott v. Canada, [1996] 3 C.T.C. 2144 
(TCC) (No consideration given for transfer of funds to pay household expenses); 
Hewett v. Canada, [1996] 1 C.T.C. 2675 (TCC) (Value of property for application of 
provision is value to transferor, not transferee). 


Definitions [s. 160]: “amount”, “assessment”, “business”, “common-law partner”, 
“common-law partnership” — 248(1);. “corporation” — 248(1), Interpretation Act 
35(1); “dividend” — 248(1); “fair market value” — 160(3.1); “individual” — 248(1); 
“Minister” — 248(1); “parent” —252(2)(a); “person”, “professional corporation’, 
“property”, “separation agreement’, “share”, “shareholder” — 248(1); “specified indi- 
vidual” — 120.4(1), 248(1); “specified shareholder” — 248(1); “split income” — 
120.4(1), 248(1); “substituted” — 248(5); “taxation year’ — 249; “taxpayer” — 
248(1); “trust” — 104(1), 248(1), (3). 


29 66, 


160.1 (1) Where excess refunded — Where at any time the 
Minister determines that an amount has been refunded to a taxpayer 
for a taxation year in excess of the amount to which the taxpayer 
was entitled as a refund under this Act, the following rules apply: 


(a) the excess Shall be deemed to be an amount that became pay- 
able by the taxpayer on the day on which the amount was re- 
funded; and 


(b) the taxpayer shall pay to the Receiver General interest at the 
prescribed rate on the excess (other than any portion thereof that 
can reasonably be considered to arise as a consequence of the 
operation of section 122.5 or 122.61) from the day it became 
payable to the date of payment. 


Related Provisions: 160.1(3) — Assessment; 161.1 — Offset of refund interest 


| against arrears interest; 221.1 — Application of interest where legislation retroactive; 


248(11) — Interest compounded daily. 
Regulations: 4301(a) (prescribed rate of interest). 


Remission Orders: Nelly Bituala-Mayala Remission Order, P.C. 2009-968 (remis- 
sion of overpaid child tax benefits due to extreme hardship and CRA error as to her 
benefit entitlement). 
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S. 160.1(1.1) 


(1.1) Liability for refund by reason of s. 122.5 [GST 
credit] — If a person is a qualified relation of an individual (within 
the meaning assigned by subsection 122.5(1)), in relation to one or 
more months specified for a taxation year, the person and the indi- 
vidual are jointly and severally, or solidarily, liable to pay the lesser 
of 


(a) any excess described in subsection (1) that was refunded in 
respect of the taxation year to, or applied to a liability of, the 
individual as a consequence of the operation of section 122.5, 
and 


(b) the total of the amounts deemed by subsection 122.5(3) to 
have been paid by the individual during those specified months. 


Related Provisions: 160.1(2) — Liability still exists under other provisions; 
160.1(3) — Assessment. 


(2) Liability under other provisions — Subsection (1.1) does 
not limit a person’s liability under any other provision of this Act. 


(2.1) Liability for refunds by reason of s. 122.61 [Child Tax 
Benefit] — Where a person was a cohabiting spouse or common- 
law partner (within the meaning assigned by section 122.6) of an 
individual at the end of a taxation year, the person and the indivi- 
dual are jointly and severally liable to pay any excess described in 
subsection (1) that was refunded in respect of the year to, or applied 
to a liability of, the individual as a consequence of the operation of 
section 122.61 if the person was the individual’s cohabiting spouse 
or common-law partner at the time the excess was refunded, but 
nothing in this subsection shall be deemed to limit the liability of 
any person under any other provision of this, Act. 

Related Provisions: 160.1(3) — Assessment. 


(2.2) Liability for excess refunds under s. 126.1 to 
partners [UI premium tax credit] — Every taxpayer who, on 
the day on which an amount has been refunded to, or applied to the 
liability of, a member of a partnership as a consequence of the oper- 
ation of subsection 126.1(7) or (13) in excess of the amount to 
which the member was so entitled, is a member of that partnership 
is jointly and severally liable with each other taxpayer who on that 
day is a member of the partnership to. pay the excess and to pay 
interest on the excess, but nothing in this subsection shall be 
deemed to limit the liability of any person under any other provi- 
sion of this Act. 


Proposed Amendment — 160.1(2.1), (2.2) 


(2.1). Liability for refunds by reason of s. 122.61 [Child 
Tax Benefit] — If a person was a cohabiting spouse or common- 
law partner (within the meaning assigned by section 122.6) of an 
individual at the end of a taxation year, the person and the indivi- 
dual are jointly and severally, or solidarily, liable to pay any ex- 
cess described in subsection (1) that was refunded in respect of 
the year to, or applied to a liability of, the individual as a conse- . 
quence of the operation of section 122.61 if the person was the 
individual’s cohabiting spouse or common-law partner at the time _ 
the excess was refunded, but nothing in this subsection shall be 
deemed to limit the liability of any person under any other provi-_ 
sion of this. Act. 


(2.2) Liability for excess refunds under s. 126.1 to 
partners [UI premium tax credit] —- Every taxpayer who, on 
the day on which an amount has been refunded to, or applied to 
the liability of, a member of a partnership as a consequence of the 
operation of subsection 126.1(7) or (13) in excess of the amount 
to which the member was so entitled, is a member of that partner- 
ship is jointly and severally, or solidarily, liable with each other 
taxpayer who on that day is a member of the partnership to pay 
the excess and to pay interest on the excess, but nothing in this 
subsection shall be deemed to limit the liability of any person 
under any other provision of this Act. ee ; 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 229, will 
amend subsecs. 160.1(2.1) and (2.2) to read as above, to come into force on Royal — 
Assent. é 


Technical Notes (July 2010): See under 12(4). 


Income Tax Act, Part I 


(3) Assessment — The Minister may at any time assess a tax- : 
payer in respect of any amount payable by the taxpayer because of | 
subsection (1) or (1.1) or for which the taxpayer is liable because of } 
subsection (2.1) or (2.2), and this Division applies, with such modi- | 
fications as the circumstance require, in respect of an assessment | 
made under this section as though it were made under section 152. | 

Proposed Amendment — 160.1(3) . 
(3) Assessment — The Minister may at any time assess a tax- 
payer in respect of any amount payable by the taxpayer because of | 
subsection (1) or (1.1) or for which the taxpayer is liable because 
of subsection (2.1) or (2.2), and the provisions of this Division 
(including, for greater certainty, the provisions in respect of inter- 
est payable) apply, with any modifications that the circumstances 
require, in respect of an assessment made under this section, as 
though it were made under section 152 in respect of taxes payable 
under this Part, except that no interest is payable on an amount — 
assessed in respect of an excess referred to in subsection (1) that — 
can reasonably be considered to arise as a consequence of the op- : 
eration of section 122.5 or 122.61. 


ti 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 115, will © 
amend subsec. 160.1(3) to read as above, applicable to assessments made after De- 
cember 20, 2002. __ - eo _ 
Technical Notes (July 2010): Subsection 160.1(3) allows the Minister of Na- 
tional Revenue to assess a taxpayer in respect of excess refunds and overpayments 
for which the taxpayer is jointly and severally liable under subsection 160.1(1), (1-1), 
(2.1) or (2.2). Subsection 160.1(3) is amended, in respect of such assessments made 
after December 20, 2002, to clarify that such an assessment is subject to interest, 
except that no interest is payable to the extent that the excess refund is attributable to 


the overpayment of a GST tax credit or a child tax benefit. [This overrules Algoa 


Trust, [1998] 4 C.T.C. 2001 (TCC), and Currie, [2009] 1 C.T.C. 2139 (TCC), de- 
cided under 160(1), although Zen, [2010] 6 C.T.C. 28 (FCA) (leave to appeal denied 


2011 CarswellNat 47 (SCC)) suggests the amendment may not be needed — ed.] 


Selected Cases [subsec. 160.1(3)]: Matte v. R., [2004] 1 C.T.C. 2823 (TCC) 
(Interest applicable to excess refunds, even if such refunds applied against other tax 
debts). 


(4) Where amount applied to liability — Where an amount is 
applied to a liability of a taxpayer to Her Majesty in right of Canada 
in excess of the amount to which the taxpayer is entitled as a refund 
under this Act, this section applies as though that amount had been 
refunded to the taxpayer on the day on which it was so applied. 


History [s. 160.1]: Subsec. 160.1(1.1) amended and subsec. (1.2) added by 2002, c. 


_ 9, s. 43, applicable to amounts deemed to be paid during months specified for 2001 et 


seg. Subsec. (1.1) formerly read: 


(1.1) Where a person is a qualified relation of an individual for a taxation year 
(within the meaning assigned by subsection 122.5(1)), the person and the indivi- 
dual are jointly and severally liable to pay any excess described in subsection (1) 
that was refunded in respect of the year to, or applied to a liability of, the indivi- 
dual as a consequence of the operation of section 122.5, but nothing in this sub- 
section shall be deemed to limit the liability of any person under any other provi- 
sion of this Act. 


Subsec. 160.1(2.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Subsec. 160.1(2.2) added, subsec. (3) amended, by 1994, c. 8, s. 25, applicable to 1993 
et seq. Subsec. (3) formerly read: 


(3) Assessment — The Minister may at any time assess a taxpayer in respect of 
any amount payable by the taxpayer because of subsection (1) or (1.1) or for 
which the taxpayer is liable because of subsection (2.1), and this Division ap- 
plies, with such modifications as the circumstances require, to an assessment 
made under this section as though it had been made under section 152. 


Para. 160.1(1)(b) amended by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 16(1), to add 
reference to s. 122.61, applicable after 1992. 


Subsec. 160.1(2) repealed by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 16(2), applica- 
ble to 1993 et seq. Subsec. (2) formerly read: 


(2) Joint and several liability — Where an individual resided at the end of a 
taxation year with a person who was a supporting person (within the meaning 
assigned by subsection 122.2(2)) of an eligible child of the individual for that 
year, the individual and that person are jointly and severally liable to pay any 
excess described in subsection (1) that was refunded to the individual in respect 
of the year as a consequence of the operation of section 122.2 or 164.1 and inter- 
est on such excess, but nothing in this subsection shall be deemed to limit the 
liability of any person under any other provision of this Act. 
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Division I — Returns, Assessments, Payment and Appeals 


Subsec. 160.1(2.1) added, and ‘subsec. (3). amended by 1994, c. 7, Sch. VII (1992, c. 
48), subsec. 16(3), applicable to 1991 et seq. except that in its application to the 1991 
and 1992 taxation years subsec. (3) shall be read as follows: 


(3) The Minister may at any time assess a taxpayer in respect of any amount 
payable by the taxpayer because of subsection (1) or (1.1) or for which the tax- 
payer is liable because of subsection (2) or (2.1), and the provisions of this Divi- 
sion apply, with such modifications as the circumstances require, in respect of an 
assessment made under this section as though it had been made under section 
152. 


Subsec. 160.1(3) formerly read: 


(3) The Minister may at any time assess a taxpayer in respect of any amount 
payable by the taxpayer by virtue of subsection (1) or (1.1) or ‘for which the 
taxpayer. is liable by virtue of subsection’ (2):of .this. section or subsection 
160.1(2.1) of the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, and the provisions of this Division are applicable, with such modifications 
as the circumstances require, in respect of an assessment made under this section 
as though it had been made under section 152. 


Para. 160.1(1)(b) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 132(1), to add 
“(other than any portion thereof that can reasonably be considered to arise as a conse- 
quence of the operation of section 122.5)”, applicable to 1989 ef seq. 


Subsec. 160.1(4) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 132(2), applicable 
to 1990 et seq. 

Definitions [s. 160.1]: “amount”, , “assessment” — 248(1); Caulds == 259(0):1.co- 
habiting spouse or common-law partner” — 122.6; “common-law partner’, “common- 
law partnership” — 248(1); “Her Majesty” — Interpretation Act 35(1); “individual”, 
“Minister” — 248(1); “months specified” — 122.5(4); “person” — 248(1); “prescribed 
rate’ — Reg. 4301; “qualified relation” — 122.5(1); “taxation year” — 249; “‘tax- 
payer” — 248(1). 


160.2 (1) Joint and several liability in respect of amounts 
received out of or under RRSP — Where 


(a) an amount is received out of or under a registered retirement 
savings plan by a taxpayer other than an annuitant (within the 
meaning assigned by subsection 146(1)) under the plan, and 


(b) that amount or part thereof would, but for paragraph (a) of 
the definition “benefit” in subsection 146(1), be received by the 
taxpayer as a benefit (within the meaning assigned by that 
definition), 


the taxpayer and the last annuitant under the plan are jointly and 
severally liable to pay a part of the annuitant’s tax under this Part 
for the year of the annuitant’s death equal to that proportion of the 
amount by which the annuitant’s tax for the year is greater than it 
would have been if it were not for the operation of subsection 
146(8.8) that the total of all amounts each of which is an amount 
determined under paragraph (b) in respect of the taxpayer is of the 
amount included in computing the annuitant’s income by virtue of 
that subsection, but nothing in this subsection shall be deemed to 
limit the liability of the annuitant under any other provision of this 
Act. 


Proposed Amendment — 160. 2(1) closing words 


the taxpayer and the last annuitant under the ne 
severally, or ‘solidarily, liable to pay a part of nn 
under this Part for the year of the annuitant’s death equal to that 


proportion of the amount by which the annuitant’s tax for the year 


is greater than it would have been if it were not for the 
of subsection 146(8.8) that the total of all amounts each of which 
is an amount determined under oan (b) in respect of the tax- 


limits the retin of the annuitant Gator any other provision of — 


this Act or of the taxpayer for the interest that the taxpayer is lia- 
ble to pay under this Act on an assessment in respect of the — 
amount that the taxpayer is diablo . ‘pay because: of this 
Subsection, = _ - 
Application: ‘The July” 16, 2010 draft Neeaacon ba —— technical), subsec. 
116(1), will amend the closing words of subsec. 160.2(1) to ar ae 
to assessments made after December 20, 2002. 


Technical Notes (July 2010): Subsection 160.2(1) provides that a taxpayer who 
receives benefits out of another person’s registered retirement savings plan is jointly © 
and severally liable for the portion of that other person’s tax that is attributable to 
those benefits. Subsection 160.2(2) provides a similar result with respect to benefits 


S.. 160.2(2.1) 


ived out of another person’s registered retirement income fund. The Minister 
issess_ the es for such a liability under subsection 160.2(3). 


payee may be Hable. [This overrules 
1g 1, Cc. 2001 ee and ee: Cos 1 CTC. 2139 (TCC), 


Algoa Trust, 
decided unde 
nied 2011. 
ee} 


Interpretation Bulletins: IT-500R: RRSPs — death of an annuitant. 


(2) Joint and several liability in respect of amounts 
received out of or under RRIF — Where 


(a) an amount is received out of or under a registered retirement 
income fund by a taxpayer other than an annuitant (within the 
meaning assigned by subsection 146.3(1)) under the fund, and 


(b) that amount or part thereof would, but for paragraph 
146.3(5)(a), be included in computing the taxpayer’s income for 
the year of receipt pursuant to subsection 146.3(5), 


the taxpayer and the annuitant are jointly and severally liable to pay 
a part of the annuitant’s tax under this Part for the year of the annui- 
tant’s death equal to that proportion of the amount by which the 
annuitant’s tax for the year is greater than it would have been if it 
were not for the operation of subsection 146.3(6) that the amount 
determined under paragraph (b) is of the amount included in com- 
puting the annuitant’s income by virtue of that subsection, but noth- 
ing in this subsection shall be deemed to limit the liability of the 
annuitant under any other provision of this Act. 


_ Proposed Amendment — 160.2(2) closing words 


the taxpayer and the annuitant are jointly and severally, ¢ or 
idarily, liable to pay a part of the annuitant’s tax under this Part 
for the year of the annuitant’s death equal to that proportion of the _ 
al by which the annuitant’ s tax for the year is greater than it 


146 3(6) that the amount determined under paragraph (b) is of the 
amount included in computing the annuitant’s income because of 
that subsection, but nothing in this subsection limits the liability 
of the annuitant a der an, y other provision of ‘this: gas or of the 


v/ The fay: 16. 2010 draft io (Part 1— “bunieal), subsec. 
116(2), will amend the closing words of subsec. 160.2(2) to read as above, applicable 
to assessments made after ecember 20, 2002. 


Technical Notes (July 201 0): See under 160. 20) Soar: words. 


_ Proposed Addition a 160. 2(2.1), (2. 2) 


(2.1) Joint and several liability i in respect ofa qualifying. 
trust annuity — If a taxpayer is deemed by section 75.2 to have 
received at any time an amount out of or under an annuity that is a 
qualifying trust annuity with respect to the taxpayer, the taxpayer, 
the annuitant under the annuity and the policyholder are jointly 
and severally, or solidarily, liable to pay the part of the taxpayer's 
tax under this Part for the taxation year of the taxpayer that in- 
cludes that time that i is phe to the amount, u any, determined by 


where 


A is the ua of ms ee S tax under this Part for that taxa- 
tion year; and : 


B is the amount that would be the taxpayer’s tax under this Part 
for that taxation year if no amount were deemed by section 
_ 75.2. to have been received by the ihe out of or under the 
annuity in that taxation year. 


Fidinted Provisions: 160.2(2.2) — No limitation on liability; 160:2(5) — Rules 
applicable when (2.1) applies. 
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S. 160.2(2.2) 


(2.2) No limitation on liability — Subsection (2.1) limits 
neither 


(a) the liability of the taxpayer referred to in that subsection 
under any other provision of this Act; nor 


(b) the liability of an annuitant or policyholder referred to in 
that subsection for the interest that the annuitant or policy- 
holder is liable to pay under this Act on an assessment in re- 
spect of the amount that the annuitant or policyholder is liable 
to pay because of that subsection. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
116(3), will add subsecs. 160.2(2.1) and (2:2), applicable to assessments made after 
2005. 


Technical Notes (July 2010): New subsection 160.2(2.1) applies to annuities that 
are “qualifying trust annuities’ with respect to a taxpayer (as defined in new subsec- 
tion 60.011(2)). 7 


A distinguishing feature of a qualifying trust annuity with respect to a taxpayer is that 
the annuitant thereunder is a trust under which the taxpayer is a beneficiary. Such an 
annuity will typically be acquired and held either by the trust that is the annuitant 
under the annuity, or by the estate of a deceased spouse, common-law partner, parent 
or grandparent of the taxpayer which acquired the annuity with proceeds received 
from a registered retirement savings plan or registered retirement income fund of the 
deceased individual or from a registered pension plan in which the deceased indivi- 
dual participated. 


Where the cost of a qualifying trust annuity with respect to a taxpayer is deductible 
by the taxpayer under paragraph 60(1) and the taxpayer has not died before 2006, 
new section 75.2 deems amounts payable out of or under the annuity after 2005 and 
before the taxpayer’s death to have been received by the taxpayer. Section 75.2 also 
deems the taxpayer to have received, immediately before death, an amount out of or 
under the annuity equal to the fair market value of the annuity. By virtue of para- 
graph 56(1)(d.2), the taxpayer is required to include these amounts in computing in- 
come under Part I. 


New subsection 160.2(2.1) provides that, where a taxpayer is deemed by section 75.2 
to have received an amount from a qualifying trast annuity, the annuitant and the 
policyholder (which may be one and the same) are jointly and severally, or solidarily, 
liable for the portion of the taxpayer's tax that is attributable to the amounts that the 
taxpayer is deemed to have received from the annuity. The Minister of National Rev- 
enue may reassess the annuitant and the policyholder for such a liability under sub- 
section 160.2(3). C 


New subsection 160.2(2.2) provides that the provisions of new subsection 160.2(2.1), 
which make the annuitant and policyholder of a “qualifying trust annuity” with re- 
spect to a taxpayer (as defined in new subsection 60.011(2)) jointly and severally, or 
solidarily, liable for a portion of the taxpayer’s tax, do not limit the liability of the 
taxpayer under any provision of the Act. It also provides that there is no limitation on 
the liability of the annuitant or policyholder for the interest for which the annuitant or 
policyholder is liable under the Act on an assessment in respect of an amount that the 
annuitant or policyholder is liable to pay because of subsection 160.2(2.1). 


(3) Minister may assess recipient — The Minister may at any 
time assess a taxpayer in respect of any amount payable by virtue of 
this section and the provisions of this Division are applicable, with 
such modifications as the circumstances require, in respect of an 
assessment made under this section as though it had been made 
under section 152. 


Proposed Amendment — 160.2(3) 


(3) Assessment — The Minister may at any time assess a tax- 
payer in respect of any amount payable because of this section, 
and the provisions of this Division (including, for greater cer- 
tainty, the provisions in respect of interest payable) apply, with 
any modifications that the circumstances require, in respect of an 
assessment made under this section as though it had been made 
under section 152 in respect of taxes payable under this Part. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
116(4), will amend subsec. 160.2(3) to read as above, applicable to assessments 
made after December 20, 2002. 


Technical Notes (July 2010): See under 160.2(1) closing words. ° 


(4) Rules applicable — Where a taxpayer and an annuitant have, 
by virtue of subsection (1) or (2), become jointly and severally lia- 
ble in respect of part or all of a liability of the annuitant under this 
Act, the following rules apply: 
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Proposed Amendment — 160.2(4) opening words 


(4) Rules applicable — If a taxpayer and an annuitant have, by 
virtue of subsection (1) or (2), become jointly and severally, or 
solidarily, liable in respect of part or all of a liability of the annui- 
tant under this Act, the following rules apply: 

Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
230(1), will amend the opening words of subsec. 160.2(4) to read as above, to come 
into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(a) a payment by the taxpayer on account of the taxpayer’s lia- 
bility shall to the extent thereof discharge the joint liability; but 


Proposed Amendment — 160.2(4)(a) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


230(2), will amend para. 160.2(4)(a) by substituting “their liability” for “the joint lia- 


bility”, to come into force on Royal Assent. 
Technical Notes (July 2010): See under 12(4). 


(b) a payment by the annuitant on account of the annuitant’s lia- 
bility only discharges the taxpayer’s liability to the extent that 
the payment operates to reduce the annuitant’s liability to an 
amount less than the amount in respect of which the taxpayer 
was, by subsection (1) or (2), as the case may be, made jointly 
and severally liable. 


Proposed Amendment — 160.2(4)(b) 


 (b) a payment by the annuitant on account of the annuitant’s 
liability discharges the taxpayer’s liability only to the extent 
that the payment operates to reduce the annuitant’s liability to 
an amount less than the amount in respect of which the tax- 
payer was, by subsection (1) or (2), as the case may be, made 
jointly and severally, or solidarily, liable. 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
230(3), will amend para. 160.2(4)(b) to read as above, to come into force on Royal 
Assent. J 


Technical Notes (July 2010): See under 12(4). 


Proposed Addition — 160.2(5) © 


(5) Rules applicable — qualifying trust annuity — If an an- 
nuitant or policyholder has, because of subsection (2.1), become 
jointly and severally, or solidarily, liable with a taxpayer in re- 
spect of part or all of a liability of the taxpayer under this Act, the 
following rules apply: - 


(a) a payment by the annuitant on account of the annuitant’s 
liability, or by the policyholder on account of the policy- 


holder’s liability, shall to the extent of the payment discharge 


their liability, but 


(b) a payment by the taxpayer on account of the taxpayer’s 
liability only discharges the annuitant’s and the policyholder’s 
liability to the extent that the payment operates to reduce the — 
taxpayer’s liability to an amount less than the amount in re- 
spect of which the annuitant and the policyholder were, by 
subsection (2.1), made liable. a 


Application: The July 16, 2010 draft legislation (Part 1 — technical), ‘subsec. 
116(5), will add subsec. 160.2(5), applicable to assessments made after 2005. 


Technical Notes (July 2010): New subsection 160.2(5) provides that a payment 
by the annuitant or policyholder of a “qualifying trust annuity” with respect to a 
taxpayer (as defined in new subsection 60.011(2)), on account of the annuitant’s or 
policyholder’s joint liability for a portion of the taxpayer's tax, directly reduces the 
joint liability to the extent of the payment. However, a payment by the taxpayer on — 
account of the taxpayer’s tax liability reduces the joint liability of the annuitant and 
the policyholder only to the extent that the payment reduces the total liability of the 
taxpayer to an amount that is less than the amount in respect of which the annuitant 
and policyholder were made jointly liable under subsection 160.2(2.1). 


Definitions [s. 160.2]: “amount”, “annuity”, “assessment” — 248(1); “Minister” — 
248(1); “qualifying trust annuity” — 60.011(2), 248(1); “registered retirement income 
fund” — 146.3(1), 248(1); “registered retirement savings plan” — 146(1), 248(1); 
“taxation year’ — 249; “taxpayer” — 248(1). 


Interpretation Bulletins [s. 160.2]: IT-SOOR: RRSPs — death of an annuitant. 
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160.21 (1) Joint and several liability — registered disability 
savings plan — Where, in computing income for a taxation year, 
a taxpayer is required to include an amount in respect of a disability 
assistance payment (as defined in subsection 146.4(1)) that is 
deemed by subsection 146.4(10) to have been made at any particu- 
lar time from a registered disability savings plan, the taxpayer and 
each holder (as defined in subsection 146.4(1)) of the plan immedi- 
ately after the particular time are jointly and severally, or solidarily, 
liable to pay the part of the taxpayer’s tax under this Part for that 
taxation year that is equal to the amount, if any, determined by the 
formula 


: A—B 
where 


A is the amount of the taxpayer’s tax under this Part for that taxa- 
tion year; and 


Bis the amount that would be the taxpayer’s tax under this Part for 
that taxation year if no disability assistance: payment were 
deemed by subsection 146.4(10) to have been paid from the plan 
at the particular time. 


Related Provisions: 160:21(2) — No limitation on liability; 160.21(3) — Discharge 
of holder’s liability; 160.21(4) — Assessment. 


(2) No limitation on liability — Subsection (1) limits neither 


(a) the liability of: the taxpayer referred to in that subsection 
under any other provision of this Act, nor 


(b) the liability of any holder referred to in that subsection for 
the interest that the holder is liable to pay under this Act on an 
assessment in respect of the amount that the holder is liable to 
pay because of that subsection. 


(3) Rules applicable—registered disability savings 
plans — Where a holder (as defined in subsection 146.4(1)) of a 
registered disability savings plan has, because of subsection (1), be- 
come jointly and severally, or solidarily, liable with a taxpayer in 
respect of part or all of a liability of the taxpayer under this Act, the 
following rules apply: 


(a) a payment by the holder on account of the holder’s liability 
shall to the extent of the payment discharge the holder’s liabil- 
ity, but 


(b) a payment by the taxpayer on account of the taxpayer’s lia- 
bility only discharges the holder’s liability to the extent that the 
payment operates to reduce the taxpayer’s liability to an amount 
less than the amount in respect of which the holder was, by sub- 
section: (1), made liable. 


(4) Assessment — The Minister may at any time. assess a tax- 
payer in respect of any amount payable because of this section, and 
the provisions of this Division (including, for greater certainty, the 
provisions in respect of interest payable) apply, with any modifica- 
tions that the circumstances require, in respect of an assessment 
made under this section as though it had been made under section 
152 in respect of taxes payable under this Part. 


History [s. 160.21]: S. 160.21 added by 2007, c. 35, s. 118, applicable to 2008 et seq. 


Definitions [s. 160.21]: “amount”, “assessment”, “Minister” — 248(1); 
disability savings plan” — 146.4(1), 248(1); 
248(1). 


“registered 
“taxation. year” — 249; “taxpayer” — 


160.3 (1) Liability in respect of amounts received out of or 
under RCA trust — Where an amount required to be included in 
the income of a taxpayer by virtue of paragraph 56(1)(x) is received 
by a person with whom the taxpayer is not dealing at arm’s length, 
that person is jointly and severally liable with the taxpayer to pay a 
part of the taxpayer’s tax under this Part for the taxation year in 
which the amount is received equal to the amount by which the tax- 
payer’s tax for the year exceeds the amount that would be the tax- 
payer’s tax for the year if the amount had not been received, but 
nothing in this subsection shall be deemed to limit the liability of 
the taxpayer under any other provision of this Act. 


S. 160.3(3)(b) 


(2) Minister may assess recipient — The Minister may at any 
time assess a person in respect of any amount payable by the person 
by virtue of this section and the provisions of this Division are ap- 
plicable, with such modifications as the circumstances require, in 
respect of an assessment made under this section as though it had 
been made under section 152. 


Proposed Amendment — 160.3(1), (2) 


160.3 (1) Liability in respect of amounts received out of 
or under RCA trust — If an amount required to be included in 
the income of a taxpayer because of paragraph 56(1)(x) is re- 
by a perso with whom the taxpayer is not dealing at arm’s 
length, that person is jointly and severally, or solidarily, liable 
with the taxpayer to pay a part of the taxpayer’s tax under this 
Part for the taxation year in which the amount is received equal to 
the amount by which the taxpayer’s tax for the year exceeds the 
amount that would be the taxpayer’s tax for the year if the amount 
had not been received, but nothing in this subsection limits the~ 
liability of the taxpayer under any other provision of this Act or of 
the person for the interest that the person is liable to pay under 
this Act on an assessment in respect of the amount that the person 
is liable to pay because of this subsection. 


(2) Assessment - -—— The Minister may at any time assess a per- 
son in respect of any amount payable because of this section, and 
the provisions of this Division (including, for greater certainty, the 
provisions in respect of interest payable) apply, with any modifi- 
cations that the circumstances require, in respect of an assessment 
made under ey section as peveh it had been made under section 


Technical Notes (July 2010): Subsection 160. 3(1) provides that a person who 
receives benefits from a retirement compensation arrangement that relate to another 
taxpayer’s employment is jointly and severally liable for the portion of that other 
taxpayer's tax that is attributable to such benefits. The Minister of National Revenue 
may assess the person for such a liability under subsection 160.3(2) of the Act. Sub- 
sections 160.3(1) and (2) are amended, in respect of assessments made after Decem- _ 
ber 20, 2002, to clarify that such an assessment is subject to interest, without any 
limit on the amount of interest for which the person may be liable. [This overrules - 
Algoa Trust, [1998] 4 C.T.C. 2001 (TCC), and Currie, [2009] 1 C.T.C. 2139 (TCC), 
decided under 160(1), although Zen, [2010] 6 C.T.C. 28 (FCA) (leave to appeal de- 
nied 2011 upto ol (SCC) suggests the amendment may not be needed — 
ed) : 


(3) Rules applicable — Where a taxpayer and another person 
have, by virtue of subsection (1), become jointly and severally lia- 
ble in respect of part or all of a liability of the taxpayer under this 
Act, the following rules apply: 


Proposed Amendment — 160.3(3) opening words 


(3) Rules applicable — If a taxpayer and another person have, 
by virtue of subsection (1), become jointly and severally, or 
solidarily, liable in respect of part or all of a liability of the tax- 
payer under this Act, the following rules apply: 

Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
231(1), will amend the oa yore of subsec. 160. ae to read as above, to come 
into force on Royal Assent. : 


Technical Notes (July 201 - See under 12(4). 


(a) a payment by the other person on account of the other per- 
son’s liability shall to the extent thereof discharge the joint lia- 
bility; but 
_ Proposed Amendment — 160.3(3)(a) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


231(2), will amend para. 160.3(3)(a) by substituting “their liability’ for “the joint lia- 
bility”, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). : 


(b) a payment by the taxpayer on account of the taxpayer’s lia- 
bility only discharges the other person’s liability to the extent 
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S. 160.3(3)(b) 


that the payment operates to reduce the taxpayer’s liability to an 
amount less than the amount in respect of which the other per- 
son was, by subsection (1), made jointly and severally liable. 


Proposed Amendment — 160,3(3)(b) 


(b) a payment by the taxpayer on account of the taxpayer's 

liability discharges the other person’s liability only to the ex- 

tent that the payment operates to reduce the taxpayer's liability 

to an amount less than the amount in respect of which the other 

person was, by subsection (1), made jointly and severally, or 

solidarily, liable. : 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
231(3), will amend para. 160.3(3)(b) to read as above, to come into force on Royal © 
Assent. - Le 


Technical Notes (July 2010): See under 12(4). 


Related Provisions [s. 160.3]: Part XI.3 — Tax in respect of retirement compensa- 
tion arrangements. 


Definitions [s. 160.3]: “amount” — 248(1); “arm’s length” — 251(1); “assessment”, 
“Minister”, “person” — 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


160.4 (1) Liability in respect of transfers by insolvent cor- 
porations — Where property is transferred at any time by a cor- 
poration to a taxpayer with whom the corporation does not deal at 
arm’s length at that time and the corporation is not entitled because 
of subsection 61.3(3) to deduct an amount under section 61.3 in 
computing its income for a taxation year because of the transfer or 
because of the transfer and one or more other transactions, the tax- 
payer is jointly and severally liable with the corporation to pay an 
amount of the corporation’s tax under this Part for the year equal to 
the amount, if any, by which the fair market value of the property at 
that time exceeds the fair market value at that time of the considera- 
tion given for the property, but nothing in this subsection limits the 
liability of the corporation under any other provision of this Act. 


Proposed Amendment — 160.4(1) 


160.4 (1) Liability in respect of transfers by insolvent cor- 
porations — If property is transferred at any time by a corpora- 
tion to a taxpayer with whom the corporation does not deal at 
arm’s length at that time and the corporation is not entitled be-- 
cause of subsection 61.3(3) to deduct an amount under section 
61.3 in computing its income for a taxation year because of the 
transfer or because of the transfer and one or more other transac- 
tions, the taxpayer is jointly and severally, or solidarily, liable 
with the corporation to pay the lesser of the corporation’s tax pay- 
able under this Part for the year and the amount, if any, by which 
the fair market value of the property at that time exceeds the fair 
market value at that time of the consideration given for the pro- 
perty, but nothing in this subsection limits the liability of the cor- 
poration under any other provision of this Act or of the taxpayer 
for the interest that the taxpayer is liable to pay under this Act on 
an assessment in respect of the amount that the taxpayer is liable 
to pay because of this subsection. F _ 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 


118(1), will amend subsec. 160.4(1) to read as above, applicable to assessments 
made after December 20, 2002. 


Technical Notes (July 2010): Subsection 160.4(1) applies where a transfer of 
property has been made by a corporation and, as a consequence of the transfer (or the 
transfer combined with other transactions), the corporation is precluded under sub- 
section 61.3(3) from deducting an amount under section 61.3. Where this is the case, 
the transferee is jointly and severally liable. with the transferor under subsection 
160.4(1) for the transferor’s tax under Part I of the Act for the first taxation year of 
the transferor that ends after the time of the transfer and for preceding taxation years. 
The liability of the transferee applies up to the amount, if any, by which the fair 
market value of the property at the time of the transfer exceeds the fair market value 
of the consideration given for the property transferred. f 


In addition, subsection 160.4(2) provides for joint and several liability of subsequent 
non-arm’s length transferees for the corporation’s Part I tax if the original transferee 
makes a further non-arm’s length transfer and one of the reasons that the transfer was 
made was to prevent the enforcement of section 160.4. 


Under subsection 160.4(3), the Minister of National Revenue may assess a transferee 
for a liability arising under subsections 160.4(1) or (2). 
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Subsections 160.4(1), (2) and (3) are amended, in respect of assessments made after 
December 20, 2002, to clarify that such an assessment is subject to interest, without — 

any limit on the amount of interest for which the transferee may be liable. [This re 

overrules Algoa Trust, [1998] 4 C.T.C. 2001 (TCC), and Currie, [2009] 1 C.T.C. 
2139 (TCC), decided under 160(1), although Zen, (2010] 6 C.T.C. 28 (FCA) (leave 5 
to appeal denied 2011 CarswellNat 47 (SCC)) suggests the amendment may not be 
needed — ed.] eg ie ni Set ag 


Related Provisions: 160(3.1) — Fair market value of undivided interest in property. 


(2) Indirect transfers — Where 


(a) property is transferred at any time from a taxpayer (in this 
subsection referred to as the “transferor’’) to another taxpayer (in 
this subsection referred to as the “transferee”) with whom the 
transferor does not deal at arm’s length, 


(b) the transferor is liable because of subsection (1) or this sub- 
section to pay an amount of the tax of another person (in this 
subsection referred to as the “debtor”) under this Part, and 


(c) it can reasonably be considered that one of the reasons of the 
transfer would, but for this subsection, be to prevent the enforce- 
ment of this section, 


the transferee is jointly and severally liable with the transferor and 
the debtor to pay an amount of the debtor’s tax under this Part equal 
to the lesser of the amount of such tax that the transferor was liable 
to pay at that time and the amount, if any, by which the fair market 
value of the property at that time exceeds the fair market value at 
that time of the consideration given for the property, but nothing in 
this subsection limits the liability of the debtor or the transferor 
under any provision of this Act. 


Proposed Amendment — 160.4(2) closing words 
the transferee is jointly and severally, or solidarily, liable with the 
transferor and the debtor to pay an amount of the debtor’s tax 
under this Part equal to the lesser of the amount of that tax that the. 
transferor was liable to pay at that time and the amount, if any, by — 
which the fair market value of the property at that time exceeds. 


the fair market value at that time of the consideration given for the _ 


property, but nothing in this subsection limits the liability of the 
debtor or the transferor under any provision of this Act or of the 
transferee for the interest that the transferee is liable to pay under 
this Act on an assessment in respect of the amount that the trans- 
feree is liable to pay because of this subsection. 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
118(2), will amend the closing words of subsec. 160.4(2) to read as above, applicable 
to assessments made after December 20, 2002. 


Technical Notes (July 2010): See under 160.4(1). 


(3) Minister may assess recipient — The Minister may at any 
time assess a person in respect of any amount payable by the person 
because of this section and the provisions of this Division apply, . 
with such modifications as the circumstances require, in respect of 
an assessment made under this section, as though it had been made 
under section 152. 


- Proposed Amendment — 160.4(3) 


(3) Assessment — The Minister may at any time assess a per- 
son in respect of any amount payable by the person because of 
this section, and the provisions of this Division (including, for 
greater certainty, the provisions in respect of interest payable) ap- 
ply, with any modifications that the circumstances require, in re- 
spect of an assessment made under this section, as though it had 
been made under section 152 in respect of taxes payable under 
this Part. | 1BOA 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
118(3), will amend subsec. 160.4(3) to read as above, applicable to assessments — 
made after December 20, 2002. ae : 


Technical Notes (July 2010): See under 160.4(1). 
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(4) Rules applicable — Where a corporation and another person 
have, because of subsection (1) or (2), become jointly and severally 
liable in respect of part or all of a liability of the corporation under 
this Act 
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a8 ‘Proposed Amendment — 160.4(4) ° ning wore 
@ F Rules applicable. if a sptporaipn and footer person 


clication:’ The July 16, 2010 draft lest ation ee yuh. subsec. 
232(1), will amend the opening words 
into force on Royal Assent. 


_ Technical Notes (July 2010): See under 12(4), 


(a) a payment by the other person on account of that person’s 
liability shall to the extent thereof discharge the joint liability; 
= 


_ Proposed: Amendment — 160. 4(4)(a) 


AbpAcaNOK. ‘The July 16, 2010 draft legislation ‘(Part 2 — bijuralism), ‘subsec. 


232(2), will amend para. 160.4(4)(a) by — “their oe for “ joint lia- 
bility”, to come into. force. on Royal Assent. . ; : 


Fochnicel Note: (Wu 2010): pees under 126). 


(b) a payment by the Soopleatien on account of the corporation’s 
liability discharges the other person’s liability only to the extent 
that the payment operates to reduce the corporation’s liability to 
an amount less than the amount in respect of which the other 
person was, by subsection (1) or (2), as the case may be, made 
liable. 


Proposed’ Amendment — 160. 4(4)(b) 


Application: The July 16, 2010 draft legislation “(Part 2 — bijuralism), subsec. 
232(3), will amend para. 160.4(4)(b) by substituting “made jointly and ee or 
solidarily, liable”. for “made liable”, to come into force on Royal Assent. 


Technical Notes (July 2010); See under 12(4). 


History [s. 160.4]: S. 160.4 added by 1995, c. 21, s. 40, applicable to transfers that 
occur after December 20, 1994. 


Definitions [s. 160.4]: “amount” — 248(1); “arm’s length” —251(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “debtor” — 160.4(2)(b); “fair market 
value” — 160(3.1); “Minister”, “person”, “property” — 248(1); “taxation year’? — 
249(1); “taxpayer” — 248(1); “transferee”, “transferor” — 160.4(2)(a). 


Interest 


161. (1) General [interest on late balances] — Where at any 
time after a taxpayer’s balance-due day for a taxation year 


(a) the total of the taxpayer’s taxes payable under this Part. and 
Parts I.3, VI and VI.1 for the year 


exceeds 


(b) the total of all amounts each of which is an amount paid at or 
before that time on account of the taxpayer’s tax payable and 
applied as at that time by the Minister against the taxpayer’s lia- 
bility for an amount payable under this Part or Part 1.3, VI or 
VI.1 for the year, 


the taxpayer shall pay to the Receiver General interest at the pre- 
scribed rate on ‘the excess, computed for the period during which 
that excess is outstanding. 


Related Provisions: 18(1)(t)— Interest.is non-deductible; 150.— Filing returns; 
156.1(4) — Due date for paying balance; 160(1)(e)(ii) — Third party can be liable for 
interest; 161(5), (6.1), (7) — Special rules; 161.1 — Offset of refund interest against 
arrears interest; 161.2—No interest if balance paid within 20-day grace period; 
161:3 — Interest and penalty up to $25 may be cancelled if tax paid; 164(3) — Interest 
on refunds» paid) by) CRA; 220(3.1)— Waiver or cancellation of interest; 
220(4.5)(b)(i) — No interest on unpaid . departure tax if security provided; 
220(4.6)(d)(i) — No interest on unpaid tax on distribution of property by trust to non- 
resident beneficiary where security provided; 221.1 — Application of interest where 
legislation retroactive; 227(8.3), (9.3) — Interest on certain withholding taxes not paid; 
248(11) — Interest compounded daily; 261(11)(c) — Currency in which interest paya- 
ble when functional currency election made. 


History: The opening words of,subsec. 161(1) amended by 1997, c. 25, subsec. 50(1), 
applicable to 1996 et seq. The opening words formerly read: 


(1) Where at any time after the day on or before which a taxpayer is required to 
pay the remainder of the! taxpayer’s tax payable under this Part for a taxation 
year (or would be so required if a remainder of such tax were payable), 


‘subsec. 160.4(4) to read as above, tocome _ 


S. 161(2.1) 


Subsec. 161(1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 96(1), applica- 
ble to 1992 et seq. Subsec. (1) formerly read: 


161. (1) Where at any time after the day on or before which a taxpayer is re- 
quired to pay the remainder of the taxpayer’s tax payable under this Part for a 
taxation year, 


(a) the amount of the taxpayer’s tax payable for the year under this Part 
exceeds 


(b) the total of all amounts each of which is an amount paid at or before that 
time on account of the taxpayer’s tax payable and applied as at that time by 
the Minister against the taxpayer’s liability for an amount payable under this 
Part for the year, 


the person liable to pay the tax shall pay to the Receiver General interest at the 
prescribed rate on the excess computed for the period during which that excess is 
outstanding. 
Clause 117 of 1994, c. 21 provides: “Notwithstanding any other provision of the Act 
{i.e., the Income Tax Act] or of this Act, nothing in this Act shall affect the amount of 
any interest payable under the Income Tax Act by.a life insurance corporation in respect 
of any. period, or part of a period, that is before March 15, 1993.” 


Selected Cases [subsec. 161(1)]: NR v. Zen, [2010] 6 C.T.C. 28 (FCA) (Addi- 
tional assessments not required in order to collect taxes and accrued interest on direc- 
tors’ liability); Koenig v. R., [1997] 2 C.T.C. 3077 (TCC) (Instruction to apply over- 
payment from earlier year to later year meant that taxpayer had paid taxes by due date); 
Rath y. R., [1982] C.T.C. 207 (FCA) (No interest exigible on amounts refunded in 
error). 


Regulations: 4301(a) (prescribed rate of interest). 


1.T. Application Rules: 62(2) (subsec. 161(1) applies to interest payable in respect of 
any period after December 23, 1971). 


Information Circulars: 07-1: Taxpayer relief provisions. 


(2) Interest on instalments — In addition to the interest payable 
under, subsection (1), where a taxpayer who is required by this Part 
to pay a part or instalment of tax has failed to pay all or any part 
thereof on or before the day on or before which the tax or instal- 
ment, as the case may be, was required to be paid, the taxpayer shall 
pay to the Receiver General interest at the prescribed rate on the 
amount that the taxpayer failed to pay computed from the day on or 
before which the amount was required to be paid to the day of pay- 
ment, or to the beginning of the period in respect of which the tax- 
payer is required to pay interest thereon under subsection (1), 
whichever is earlier. 

Related Provisions: 18(1)(t) — Interest is non-deductible; 107(5.1) — Trust’s gain 
on distribution to non-resident beneficiary does not increase instalment requirements; 
128.1(5)— Deemed. disposition .on emigration does not increase instalment require- 
ments; 155—157 — Times for instalments; 161(4) — Limitation — farmers and. fisher- 
men; 161(4.01) — Limitation — other individuals; 161(4.1) — Limitation — corpora- 
tions; 161(5), (6.1), (7) — Special rules; 161(8) — Deemed instalments; 161(10) — 
When amount deemed paid; 163.1— Penalty for late or deficient instalments; 
211.5(2) — Interest on instalments of Part XII.3 tax; 220(3.1) — Waiver or cancella- 
tion of interest; 221.1— Application of interest where legislation retroactive; 
248(11) — Interest compounded daily. 

History: Subsec. 49(4) of 1996, c. 21, provides that no interest is payable under sub- 
sec. 161(2) in respect of any amount that became payable before July 1995 because of 
subsec. 190.1(1.2). 


Selected Cases [subsec. 161(2)]: Canada v. Ritchie (E.S.), [1993] 2 C.T.C. 24 
(FCA) (Interest due on instalments where additional income received after instalment 
due date); Union Gas Ltd. v. MNR, [1991]'1 C.T.C. 1 (FCA) (interest on deficiency 
when instalments not satisfying current year’s tax liability). 


Regulations: 4301(a) (prescribed rate of interest). 


1.T. Application Rules: 62(2) (subsec. 161(2) applies to interest payable in respect of 
any period after December 23, 1971. 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations. 
Information Circulars: 07-1: Taxpayer relief provisions. 


(2.1) [Repealed] 


History: Subsec. 161(2.1) repealed by 2003, c. 15, subsec. 116(1), applicable to taxa- 
tion years that end after June 2003. It formerly read: 


(2.1) Exception — Where the total of all amounts each of which is an amount of 
interest payable under subsection (2) by a taxpayer, including any interest paya- 
ble under subsection (2) because of its application under section 36 of the Can- 
ada Pension Plan to any amount paid or payable under that Act, or under any 
provision of an Act of a province with which the Minister of Finance has entered 
into an agreement for the collection of the taxes payable to the province under 
that Act that is similar to subsection (2) does not exceed $25 for a taxation year, 
the Minister shall not assess the interest. 
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Subsec. 161(2.1) substituted by 1994,'c. 7, Sch. II (1991, c. 49), subsec. 133(1). Sub- 
sec. 161(2.1) formerly read: 
(2.1) Where the total of all amounts each of which is an amount of interest paya- 
ble by a taxpayer under subsection (2) or under any similar provision of an Act 
of a province with which the Minister of Finance has entered into an agreement 
for the collection of the taxes payable to the province under that Act does not 
exceed $25 for a taxation year, the Minister shall not assess that interest. 


(2.2) Contra interest [offset interest] — Notwithstanding sub- 
sections (1) and (2), the total amount of interest payable by a tax- 
payer (other than a testamentary trust) under those subsections, for 
the period that begins on the first day of the taxation year for which 
a part or instalment of tax is payable and ends on the taxpayer’s 
balance-due day for the year, in respect of the taxpayer’s tax or in- 
stalments of tax payable for the year shall not exceed the amount, if 
any, by which 
(a) the total amount of interest that would be payable for the 
‘period by the taxpayer under subsections (1) and (2) in respect 
of the taxpayer’s tax and instalments of tax payable for the year 
if no amount were paid on account of the tax or instalments 


exceeds 


(b) the amount of interest that would be payable under subsec- 
tion 164(3) to the taxpayer in respect of: the period on the 
amount that would be refunded to the taxpayer in respect of the 
year or applied to another liability if 


(i) no tax were payable by the taxpayer for the year, 


(ii) no amount had been remitted under section 153 to the 
Receiver General on account of the taxpayer’s tax for the 
year, 


(iii) the rate of interest prescribed for the purpose of subsec- 
tion (1) were prescribed for the purpose of subsection 164(3), 
and 


(iv) the latest of the days described in paragraphs 164(3)(a), 
(b) and (c) were the first day of the year. 


Related Provisions: 161.1 — Offset of refund interest and arrears interest of differ- 
ent years. 


History: Subsec. 161(2.2) amended by 1997, c. 25, subsec. 50(2), applicable to 1996 
et seg. Subsec. (2.2) formerly read: 


(2.2) Interest on instalments [offset interest] — Notwithstanding subsections 
(1) and (2), the total amount of interest payable by a taxpayer (other than a testa- 
mentary trust) under those subsections for the period commencing on the first 
day of the taxation year for which a part or instalment of tax is payable and 
ending 
(a) where the taxpayer is a corporation, on the day on or before which the 
corporation is, pursuant to paragraph 157(1)(b), required to pay the remain- 
der of its tax payable under this Part for the year or would be so required ifa 
remainder of the tax were payable, and 


(b) in the case of an individual, on the individual’s balance-due day for the 
year, 


in respect of the tax or instalments thereof payable for the year shall not exceed 
the amount, if any, by which 


(c) the total amount of interest that would be payable for the period by the 
taxpayer under subsections (1) and (2) in respect of the taxpayer’s tax and 
instalments thereof payable for the year if no amount were paid on account 
of the tax or instalments 


exceeds 
(d) the amount of interest that would be payable under subsection 164(3) to 
the taxpayer in respect of the period on the amount that would be refunded 
to the taxpayer in respect of the year or applied to another liability if 
(i) no tax were payable by the taxpayer for the year, 
(ii) no amount had been remitted under section 153 to the Receiver Gen- 
eral on account of the taxpayer’s tax for the year, 
(iii) the rate of interest prescribed for the purpose of subsection (1) were 
prescribed for the purpose of subsection 164(3), and 
(iv) the latest of the days described in paragraphs 164(3)(a), (b) and (c) 
were the first day of the year. 
Para. 161(2.2)(d) amended by 1996, c. 21, s. 42, applicable to interest that is calculated 
in respect of periods after June 1995. Para. (d) formerly read: 


(d) the amount of interest that would be payable under subsection 164(3) to the 
taxpayer in respect of the period on the amount that would be refunded to the 
taxpayer in respect of the year or applied to another liability if no tax were paya- 
ble by the taxpayer for the year, no amount had been remitted to the Receiver 


Income Tax Act, Part I 


General on account of the taxpayer’s tax for the year under section 153 and the 
latest of the days described in paragraphs 164(3)(a), (b) and (c) were the first day 
of the year. 
Para. 161(2.2)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 133(2), appli- 
cable to 1990 et seq. Para. (b) formerly read: 
(b) in any other case, on April 30 in the taxation year immediately following the 
year, 
Regulations: Reg. 4301(a) (prescribed rate of interest). 


(3) [Repealed] 


History: Subsec. 161(3) repealed by 1994, c. 7, Sch. II (1991, c. 49), subsec. 133(3), 
applicable to 1988 et seq. Para. 161(3) formerly read: 


(3) In addition to the interest payable under subsection (1), where a corporation 
that paid tax for a taxation year under subsection 157(2) had a taxable income for 
the year of more than $10,000 or had a tax payable for the year under Part VI.1, 
it shall, forthwith after assessment, pay to the Receiver General an amount of 
interest equal to 3% of the total of the taxes payable by it under this Part and Part 
VI.1 for the year. 


(4) Limitation — farmers and fishermen — For the purposes 


-of subsection (2) and section 163.1, where an individual is required 


to pay a part or instalment of tax for a taxation year computed by 
reference to a method described in subsection 155(1), the individual 
shall be deemed to have been liable to pay on or before the day 
referred to in subsection 155(1) a part or instalment computed by 
reference to 


(a) the amount, if any, by which 


(i) the tax payable under this Part by the individual for the 
year, determined before taking into consideration the speci- 
fied future tax consequences for the year, 


exceeds 


(ii) the amounts deemed by subsections 120(2) and (2.2) to 
have been paid on account of the individual’s tax under this 
Part for the year, determined before taking into consideration 
the specified future tax consequences for the year, 


(b) the individual’s instalment base for the preceding taxation 
year, or 


(c) the amount stated to be the amount of the instalment payable 
by the individual for the year in the notice, if any, sent to the 
individual by the Minister, 


whichever method gives rise to the least amount required to be paid 
by the individual on or before that day. 
Related Provisions: 107(5.1) — Trust’s gain on distrubition to non-resident benefi- 


ciary does not increase instalment requirements; 128.1(5) — Deemed disposition on 
emigration does not increase instalment requirements. 


History: Subpara. 161(4)(a)(ii) amended by 2000, c. 19, subsec. 47(1), applicable to 
1999 et seq. The subpara. formerly read: 


(ii) the amount deemed by subsection 120(2) to have been paid on account of the 
individual’s tax under this Part for the year, determined before taking into con- 
sideration the specified future tax consequences for the year, 


Para. 161(4)(a) amended by 1997, c. 25, subsec. 50(3), applicable to 1996 et seq. Para. 
(a) formerly read: 


(a) the amount, if any, by which the tax payable under this Part by the individual 
for the year exceeds the amount deemed by subsection 120(2) to have been paid 
on account of the individual’s tax under this Part for the year, 


See also History for 161(4.01). 


(4.01) Limitation — other individuals — For the purposes of 
subsection (2) and section 163.1, where an individual is required to 
pay a part or instalment of tax for a taxation year computed by ref- 
erence to a method described in subsection 156(1), the individual 
shall be deemed to have been liable to pay on or before each day 
referred to in subsection 156(1) a part or instalment computed by 
reference to 


(a) the amount, if any, by which 
(i) the tax payable under this Part by the individual for the 


year, determined before taking into consideration the speci- 
fied future tax consequences for the year, 


exceeds 


(ii) the amounts deemed by subsections 120(2) and (2.2) to 
have been paid on account of the individual’s tax under this 


1292 


Division I — Returns, Assessments, Payment and Appeals 


Part for the year, determined before taking into consideration 
the specified future tax consequences for the year, 


(b) the individual’s instalment base for the preceding taxation 
year, 


(c) the amounts determined under paragraph 156(1)(b) i in respect 
of the individual for the year, or 


(d) the amounts stated to be the amounts of instalments payable 
by the individual for the year in the notices, if any, sent to the 
individual by the Minister, 


reduced by the amount, if any, determined under paragraph 
156(2)(b) in respect of the individual for the year, whichever 
method gives rise to the least total amount of such parts or instal- 
ments required to be paid by the individual by that day. 

Related Provisions: 107(5.1) — Trust’s gain on distribution to non-resident benefi- 


ciary does not increase instalment requirements; 128.1(5) — Deemed disposition on 
emigration does not increase instalment requirements. 


History: Subpara. 161(4.01)(a)Gi) amended by 2000, c. 19, subsec:. Bi), epElicoel 
to 1999 et seq. The subpara. formerly read: 


(ii) the amount deemed by subsection 120(2) to have been paid on account of the 
individual’s tax under this Part for the year, determined before taking into con- 
sideration the specified future tax consequences for the year, 


Para. 161(4.01)(a) amended by 1997, c. 25, subsec. 50(4), applicable to 1996 et seq. 
Para. (a) formerly read: 


(a) the amount, if any, by which the tax Sa under this Part by the individual 
for the year exceeds the amount deemed by subsection !20(2) to have been paid 
on account of the individual’s tax under this Part for the year, 


The closing words of subsec. 161(4.01) substituted by 1994, c. 21, subsec. 79(1), appli- 
cable to 1992 et seq. The closing words formerly read: 


reduced by the amount, if any, determined under paragraph 156(2)(b) in respect 
of the individual for the year, whichever method gives rise to the least. amount 
required to be paid by the individual on or before that day. 


Subsecs. 161(4) and (4.01) substituted for subsec. (4) by 1994, c. 7, Sch. VHI.(1993, c. 
24), subsec. 96(2), applicable to 1992 et seg. except that in its application with respect 
to instalments of tax that became payable on or before June 10, 1993, the subsec. shall 
be read without reference to the words “‘and section 163.1”. Subsec. (4) formerly read: 


(4) Limitation respecting individuals — For the purposes of subsection (2), 
where an individual is required to pay a part or instalment of tax for a taxation 
year computed by reference. to 


(a) the amount estimated by the individual to be the tax payable under this 
Part by the individual for the year computed without reference to sections 
127.2 and 127.3, or 

(b) the individual’s instalment pase for the immediately preceding taxation 
year, 


the individual shall be deemed to have been liable to pay a part or instalment 
computed by reference to the lesser of 


(c) the amount, if any, by which the tax payable under this Part by the indivi- 
dual for the year computed without reference to sections 127.2 and 127.3 
exceeds the amount deemed by subsection 120(2) to have been paid on ac- 
count of the individual’s tax under this Part for the year, and 

(d) the individual’s instalment base for the immediately preceding, taxation 
year. 


(4.1) Limitation — corporations — For the purposes of subsec- 
tion (2) and section 163.1, where a corporation is required to pay a 
part or instalment of tax for a taxation year computed by reference 
to a method described in subsection 157(1), (1.1) or (1.5), as the 
case may be, the corporation is deemed to have been liable to pay 
on or ‘before each: day on or before which subparagraph 
157(1)(a)(Gi), (ii) or (iii), subparagraph 157(1.1)(a)(i), Gi) or Gil), or 
subparagraph 157(1.5)(a)(i) or (ii), as the case may be, requires a 
part or instalment to be made equal to the amount, if any, by which 
(a) the part or instalment due on that day computed in accor- 
dance with whichever allowable method in the circumstances 
gives rise to the least total amount of such parts or instalments of 
tax for the year, computed by reference to 


(i) the total of the taxes payable under this Part and Parts VI, 
VI.1 and XIII.1 by the corporation for the year, determined 
before taking into consideration the specified future tax con- 
sequences for the year, 


(ii) its first instalment base for the year, or 
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(iii) its second instalment base and its first instalment base 
for the year, 


exceeds 


(b): the amount, if any, determined under any of paragraphs 
157(3)(b): to: (e) or: under paragraph 157(3.1)(b) or (c), as) the 
case may be, in respect of that instalment. 


History: Subsec. 161(4.1) amended by 2007, c. 35, s. 52, applicable to taxation years 
that begin after 2007. It formerly read: 


(4.1) For the purposes of subsection (2) and section 163.1, where a corporation is 
required to pay a part or instalment of tax for a taxation year computed by refer- 
ence to a method described in subsection 157(1), the corporation shall be 
deemed to have been liable to pay on or before each day. referred to in subpara- 
graphs 157(1)(a)(i) to (iii) a part or instalment computed by reference to 


(a) the total of the taxes payable under this Part and Parts I.3, VI and VI.1 by 
the corporation for the year, determined before taking into consideration the 
specified future tax consequences for the year, 


(b) its first instalment base. for the year, or 
(c) its second instalment base and its first instalment base for the year, 


reduced by the amount, if any, determined under any of paragraphs 157(3)(b) to 
(d) in respect of the corporation for the year, whichever method ‘gives rise to the 
least total amount of such parts or instalments of tax for the year: 


Para. 161(4.1)(a) amended by 1997, c.. 25, subsec. 50(5), applicable to 1996 et seq. 
Para. (a) formerly read: 
(a) the total of the taxes payable under this Part and Parts.I.3, VI and: VI.1 by, the 
corporation for the year, 


The closing words of subsec. 161(4.1) substituted by 1994, c. 21, subsec. 79(2), appli- 
cable to 1992 et seg. The closing words formerly read: 


reduced by the amount, if any, determined under any of paragraphs 157(3)(b) to 
(d) in respect of the corporation for the year, whichever method gives rise to the 
least amount required to be paid by the corporation on or before that day. 


Clause 117 of 1994, c. 21 provides: “Notwithstanding any other provision of the Act 
[i.e:, the Income. Tax Act] or of this Act, nothing in this Act shall affect the amount of 
any interest payable under the Income Tax Act by a life insurance corporation in respect 
of any period, or part of a period, that is before March 15, 1993.” 


Subsec. 161(4.1) amended by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 96(2), appli- 
cable to 1992 et seq. except that in its application with respect to instalments of tax that 
became payable on or before June 10, 1993, the subsec. shall be read without reference 
to the words “and section 163.1”. Subsec..(4.1) formerly read: 
(4.1) Limitation respecting corporations — For the purposes of subsection (2), 
where a corporation is required to paya part or instalment of tax for a taxation 
year computed by reference to.a method described in subsection 157(1), the cor- 
poration shall: be deemed: to have been liable to pay a part or instalment com- 
puted by reference to 
(a) the total ne the taxes payable under this Part zat Part VI.1 by it for the 
year, 


(b) its first instalment base for the year, or 
(c) its second instalment base and its first instalment base for the year, 


whichever method gives rise to the least amount required to be paid by the. cor- 
poration on or before the days referred to in subparagraphs 157(1)(a)(i) to (iii). 


Selected Cases [subsec. 161(4.1)]: Premay Equipment Ltd. y. R., [2004] 2.C.T.C. 
2726 (TCC) (Interest due regardless of good faith if wrong method used). 


Regulations: 5301(7), (9) (instalment obligations of parent after windup of 
subsidiary). 


(5) Participation certificates — Notwithstanding any other pro- 
vision in this section, no interest is payable in respect of the amount 
by, which the, tax. payable by a person is increased by a payment 
made by The Canadian Wheat Board. ona participation certificate 
previously issued to the person until 30 days after the payment is 
made. 


(6) Income of resident from a foreign country in blocked 
currency — Where the income of a taxpayer for a taxation: year, 
or part thereof, is from sources in another, country and the taxpayer 
by reason of monetary or exchange restrictions imposed by the law 
of that country is unable to transfer it to Canada, the Minister may, 
if the Minister is satisfied that payment as required by this Part of 
the whole of the additional tax under this Part for the year reasona- 
bly attributable to income from sources in that country would im- 
pose extreme hardship on the taxpayer, postpone the time for pay- 
ment of the whole or a part: of that additional tax for a period to be 
determined by the Minister, but no such: postponement may be 
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granted if any of the income for the year from sources in that coun- 
try has been 


(a) transferred to Canada, 


(b) used by the taxpayer for any purpose whatever, other than 
payment of income tax to the government of that other country 
on income from sources in that country, or 


(c) disposed of by the taxpayer, 


and no interest is payable under this section in respect of that addi- 
tional tax, or part thereof, during the period of postponement. 


Related Provisions: 91(2) — FAPI reserve for blocked currency. 


Interpretation Bulletins: IT-351: Income from a foreign source — blocked currency 
(archived). 


(6.1) Foreign tax credit adjustment — Notwithstanding any 
other provision in this section, where the tax payable under this Part 
by a taxpayer for a particular taxation year is increased because of 


(a) an adjustment of an income or profits tax payable by the tax- 
payer to the government of a country other than Canada or to the 
government of a state, province or other political subdivision of 
such a country, or 


(b) a reduction in the amount of foreign tax deductible under 
subsection 126(1) or (2) in computing the taxpayer’s tax other- 
wise payable under this Part for the particular year, as a result of 
the application of subsection 126(4.2) in respect of a share or 
debt obligation disposed of by the taxpayer in the taxation year 
following the particular year, 


no interest is payable, in respect of the increase in the taxpayer’s tax 
payable, for the period 


(c) that ends 90 days after the day on which the taxpayer is first 
notified of the amount of the adjustment, if paragraph (a) ap- 
plies, and 


(d) before the date of the disposition, if paragraph (b) applies. 


Related Provisions: 248(1)“specified future tax consequence’(c) — Adjustment 
under 161(6.1) is a specified future tax consequence. 


History: Subsec. 161(6.1) amended by 1999, c. 22, s. 64, applicable to 1998 et seq. It 

formerly read: 
(6.1) Adjustment of foreign tax payable — Notwithstanding any other provi- 
sion in this section, where the tax payable under this Part by a taxpayer for a 
taxation year is increased by virtue of an adjustment of an income or profits tax 
payable by the taxpayer to the government of a country other than Canada or to 
the government of a state, province or other political subdivision of any such 
country, no interest is payable, in respect of the increase in the taxpayer’s tax 
payable, for the period ending 90 days after the day on which the taxpayer is first 
notified of the amount of the adjustment. 


(6.2) Flow-through share renunciations — Where the tax 
payable under this Part by a taxpayer for a taxation year 1s more 
than it otherwise would be because of a consequence for the year 
described in paragraph (b) of the definition “specified future tax 
consequence” in subsection 248(1) in respect of an amount pur- 
ported to be renounced in a calendar year, for the purposes of the 
provisions of this Act (other than this subsection) relating to interest 
payable under this Act, an amount equal to the additional tax paya- 
ble is deemed 


(a) to have been paid on the taxpayer’s balance-due day for the 
taxation year on account of the taxpayer’s tax payable under this 
Part for the year; and 


(b) to have been refunded on April 30 of the following calendar 
year to the taxpayer on account of the taxpayer’s tax payable 
under this Part for the taxation year. 


History: Subsec. 161(6.2) added by 1997, c. 25, subsec. 50(6), applicable to 1996 et 
seq. 


(7) Effect of carryback of loss, etc. — For the purpose of com- 
puting interest under subsection (1) or (2) on tax or a part of an 
instalment of tax for a taxation year, and for the purpose of section 
163.1, 


(a) the tax payable under this Part and Parts I.3, VI and VI.1 by 
the taxpayer for the year is deemed to be the amount that it 
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would be if the consequences of the deduction or exclusion of 
the following amounts were not taken into consideration: 


Proposed Amendment — 161(7)(a) opening words 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 35(1), will amend the opening words of para. 161(7)(a) to substitute “deduction, 
reduction or exclusion” for “deduction or exclusion’, applicable to taxation years that 
begin after December 18,2009. 


S..53 of the draft | gislation provides that any assessment of a taxpayer’ s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to and would, in the absence of ‘this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer _ ae 
‘(@ elects in writing in respect of all of its foreign affiliates that this section apply 
respect of that provision, and _ bigs Oi pepbacey 
_. Gi) files that election with the Minister of National Revenue on or before June 30, 
Technical Notes (Sept. 10, 2010): Subsection 161(7) provides that, where the 
amount of tax payable for a taxation year is reduced because of certain deductions or 
exclusions arising from the carryback of losses or tax credits or from events in subse- 
quent taxation years, interest on any unpaid tax for the taxation year is calculated with- 
out regard to the reduction until the day that is 30 days after the latest of several dates. 


Subsection 161(7) is being amended in three ways. First, the preamble of paragraph 
161(7)(a) is amended to add a reference to.a “reduction” of an amount specified in its 
subparagraphs. Second, new subparagraph 161(7)(a)(xii) is added in order to provide 
for amounts by which income is reduced because of the carryback of certain FAPLs of 
a foreign affiliate. Third, subparagraph 161(7)(b)(iii) is amended to add a reference to 
subsection 152(6.1). ce se LIOL 


Ee 
iid - 


(i) any amount deducted under section 119 in respect of a 
disposition in a subsequent taxation year, 


(ii) any amount deducted under section 41 in respect of the 
taxpayer’s listed-personal-property loss for a subsequent tax- 
ation year, 


(iii) any amount excluded from the taxpayer’s income for the 
year by virtue of section 49 in respect of the exercise of an 
option in a subsequent taxation year, 


(iv) any amount deducted under section 118.1 in respect of a 
gift made in a subsequent taxation year or under section 111 
in respect of a loss for a subsequent taxation year, 


(iv.1) any amount deducted under subsection, 126(2) in re- 
spect of an unused foreign tax credit (within the meaning as- 
signed by subsection 126(7)), or under subsection 126(2.21) 
or (2.22) in respect of foreign taxes paid, for a subsequent 
taxation year, 


(iv.2) any amount deducted in computing the taxpayer’s in- 
come for the year by virtue of an election in a subsequent 
taxation year under paragraph 164(6)(c) or (d) by the tax- 
payer’s legal representative, 


(v) any amount deducted under subsection 127(5) in respect 


of property acquired or an expenditure made in a subsequent 
taxation year, 


(vi) any amount deducted under section 125.2 in respect of 
an unused Part VI tax credit (within the meaning assigned by 
subsection 125.2(3)) for a subsequent taxation year, 


(vi.1) [Repealed under former Act] 


(vii) any amount deducted under section 125.3 in respect of 
an unused Part I.3 tax credit (within the meaning assigned by 
subsection 125.3(3)) for a subsequent taxation year, ; 


(viii) any amount deducted, in respect of a repayment under 
subsection 68.4(7) of the Excise Tax Act made in a subse- 
quent taxation year, in computing the amount determined 
under subparagraph 12(1)(x:1)(ii), 


(viii.1) any amount deducted under subsection 147.2(4) in 
computing the taxpayer’s income for the year because of the 
application of subsection 147.2(6) as a result of the tax- 
payer’s death in the subsequent taxation year, 


(ix) any amount deducted under subsection 181.1(4) in re- 
spect of any unused surtax credit (within the meaning as- 
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signed by ‘subsection 181:1(6)) of the taxpayer for a subse-_ 


quent taxation year, 


(x) any amount deducted under subsection 190.1(3) in re- 
spect of any unused Part I tax credit (within the meaning as- 
signed by subsection 190.1(5)) of the taxpayer for a subse- 
quent taxation year; and 


(xi) any amount deducted under any of subsections 128.1(6) 
to (8) from the taxpayer’s proceeds of disposition of a pro- 
perty because of an election made in a return of income for a 
subsequent taxation year; and 


AL rghit Addition — 161(7)(a)(xi1) : 


precluded | because of subsecs. 15 
Mecessary to _ into account this ‘amendment, xs the taxpayer 


_ ii) files. that election wih, the, | 
30, 20, 


Technical Notes (Sept. 10, 201 x ‘Se under 161(1)@). opening words, 


(b) the amount by which the tax payable under this Part. and | 


Parts 1.3, VI.and VI.1. by the taxpayer for the year is reduced as 
a consequence of the deduction or exclusion of amounts .de- 
scribed in paragraph (a) is deemed to have. been paid on account 
of the taxpayer’s tax, payable under this Part for the year on the 
day that is 30 days after the latest of 


(i) the first day immediately following that subsequent taxa- 
tion year, 

(ii) the day..on which the taxpayer’s or the taxpayer’s legal 
representative’s return, of income for that subsequent taxation 
year was filed, 

(iii) where an amended return of the taxpayer’s income for 
the year or a prescribed form amending the taxpayer’s return 
of income-for the year was filed in accordance with, subsec- 
tion 49(4) or 152(6) or paragraph 164(6)(e), the day on 
which the amended return or prescribed: form was. filed; and 


seheanoupe sh capers — a (7)(b) (ii) _ 


49(4) sees or r (6.1) or paragraph 164(6)(¢ 
|. which the amended return or prescribed form 
Application: The August 27, 201 ) draft legislation (Part 7 
subsec. 35(3), will amend subpara. 161(7)(b) (iii) to read as ab 
tion years that oa after cee 1 18, ay 


and penalties payable under the Act for any taxation ‘year oe ends before. the sb 
which the draft legislation is apecnited to and apuldy in the plosence of t i 


necessary to take into account this amendment, if the taxpayer . 
—@ elects in writing in respect. of all of its foreign affiliates that this section apply. 4 
in respect of that provision, and ) 
(ii) files ii election oe the mest of National Revenue « on or before J 

£130,201. 

Technical Notes (Sept. 10, 2010): s See under 161Ch(@) opening. wo 


(iv) where, as a consequence of a request in writing, the Rie 
ister reassessed the taxpayer’s tax for the year to take into 
account the deduction or exclusion, the day on which the re- 
quest was made. 


S. 161(7) 


Related Provisions: 162(11) — Effect of carryback of losses etc.; 248(1)‘‘specified 
future tax consequence’(a)—+ Deduction or exclusion of ‘amount! referred’ to in 
161(7)(a) is a specified future tax consequence. 


History: The opening words of para. .161(7)(b) amended «by: 2003,°c. 15; subsec. 
116(2), to. add “30 days after”, applicable in respect of applications received after June 
2003. 


Subparas. 161(7)(a)(i), (xi) added by 2001, c. 17, subsecs. 155(1), (3), applicable to 
taxation years that end after October 1, 1996. 


Subpara. 161(7)(a)(iv.1) amended by the said'c. 17, subsec. 155(2), applicable to taxa- 
tion: years, that end after October 1, 1996. The subpara. formerly read: 


(iv.1) any amount deducted under subsection 126(2) in respect of an unused for- 
eign tax credit (within the meaning assigned by subscprion 126(7)) for a subse- 
quent taxation year, 


The opening and closing words of para. 161(7)(a) amended by 1998, c. 19, subsecs. 
187(1), (3), applicable to’ amounts that become payable after December 1995. Those 
portions formerly read: 


(a) the tax payable by the taxpayer-under this Part and Parts 1.3, VI.and VI.1 for 
the year shall be deemed to be 'the amount that it would have been if none of the 
following amounts, namely, 


were excluded or deducted for the year, as the case may be; and 


Subpara. 161(7)(a)(viii.1) added by: the said c..19; subsec, 187(2), applicable to taxpay- 
ers who die after 1992. 


The opening words of para. 161(7)(b) amended by the said c. 19, subsec. 187(4), appli- 
cable to amounts that become payable after December 1995. That portion formerly 
read: 


(b) the amount ;by which the tax payable by. the taxpayer under this Part and 
Parts I.3, VI and VI.1 for the year is reduced because of the exclusion, or deduc- 
tion, as the case may be, of an amount described in any of subparas. (a)(ii) to (x) 
of this subsec. and subpara. 161(7)(a)(i) of the Income Tax Act, chapter 148 of 
‘the Revised Statutes of Canada, 1952 shall be deemed’ to have been paid by the 
taxpayer on account of the taxpayer’s tax payable for the year under this Part on 
the day that is the latest of 


Subparas. 161(7)(a)(ix) and (x) amended by 1997, c. 25, subsec. 50(7); subpara. (ix) 
applicable to 1992 et seq., and subpara. (x) applicable to 1991 et seg. Subparas. (ix) 
and (x) formerly read: 


(ix) any amount deducted for a subsequent taxation year under subsection 
181.1(4) in respect of any unused surtax credit (within the meaning assigned by 
subsection .181.1(6)) of the taxpayer, or 


(x) any amount deducted for a) subsequent, taxation year under’ subsection 
190.1(3) in respect of any unused Part I tax credit (within the meaning assigned 
by subsection 190.1(5)) of the taxpayer, 


Subpara. 161(7)(a)(viii).amended by 1997, c. 26, s. 85, applicable to 1997 et seq. Sub- 
para. (a)(vili) formerly read: 


(viii) any amount excluded from, the amount.» determined -under «clause 
12(1)(x.1)Gi)(A) because of subclause 12(1)(x.1)(ii)(A)CD in respect of a fuel 
tax rebate repayment made in a subsequent taxation year, 


That portion of subsec. 161(7) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 96(3), applicable to instalments of tax that become payable after 
June 10, 1993. That portion formerly read: 


(7) Effect of carryback of loss, etc. — For the purpose of computing interest 
under subsection (1) or (2) on tax or a part or an instalment of tax for a taxation 
year, 


That portion of para. 161(7)(a) preceding subpara. (i) anotidell by, 1994, c.7, Sch. VIII 
(1993, c. 24), subsec. 96(4), to add reference to Parts I,3, VI and VI.1, applicable to 
1992 et seq. 


Subpara. 161(7)(a)(ix) added applicable to 1992 et seg., and (x) added applicable to 
1991et seg., by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 96(5). 


That portion of para. 161(7)(b) preceding subpara. (i) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 96(6), applicable to 1991 et seq., except that in its application to 
the 1991 taxation year the para. shall be read without reference to the words “and Parts 
1.3, VI and VI.1”. That portion formerly read: 


(b) the amount by which the tax payable under this Part for the year is reduced 
because of the exclusion or deduction, as the case may be, of an amount de- 
scribed’ in any of subparagraphs (a)(ii) to. (viii) is deemed to have been paid by 
the taxpayer on account of the taxpayer’s tax payable for the year under this Part 
on the day that is the latest of 


Subpara. 161(7)(a)(vili) added by 1994, c. 7, Sch. VI (1992, c. 29), subsec. BCD), appli- 
cable to 1992 et seq. 


That portion of para. 161(7)(b) preceding subpara. (i) amended by 1994, c. 7, Sch. VI 
(1992, c. 29), subsec. 8(2), applicable to 1992 et seg. That portion formerly read: 


(b) the amount by which the tax payable by the taxpayer under this Part for the 
year is reduced by virtue of the exclusion or deduction, as the case may be, of an 
amount described in any of subparagraphs (a)(ii) to (vii) of this subsection and 
subparagraph 161(7)(a)(i) of the Income Tax Act, chapter 148 of the Revised 
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Statutes of Canada, 1952, shall-be deemed to have been paid by the taxpayer on 
account of the taxpayer’s tax payable for the year under this Part on the day that 
is that latest of 


Selected Cases [subsec. 161(7)]: Yang v. R., [2004] 3 C.T.C. 2408 (TCC) (Car- 
ryback of losses does not affect liability for interest); Connaught v. Canada, {1995} 1 
C.T.C. 216 (FCTD) (Taxpayer not permitted to use previously unclaimed deductions to 
offet income later assessed). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Remission Orders: Jerry Mathews Remission Order, P.C. 2006-446 (1980-85 re- 
turns filed in 2000, balance for 1983 eliminated by loss carryback; resulting interest 
cancelled by remission order). 


(8) Certain amounts deemed to be paid as instalments — 
For the purposes of subsection (2), where in a taxation year an 
amount has been paid by a non-resident person pursuant to subsec- 
tion 116(2) or (4) or an amount has been paid on that person’s be- 
half by another person in accordance. with subsection 116(5), the 
amount shall be deemed to have been paid by that non-resident per- 
son in the year as an instalment of tax on the first day on which the 
non-resident person was required under this Act to pay an instal- 
ment of tax for that year. 


(9) Definitions of “instalment base”, etc. — In this section, 


(a) “instalment base” of an individual for a taxation year means 
the amount determined in prescribed manner to be the indivi- 
dual’s instalment base for the year; and 


(b) “first instalment base” and “second instalment base” of a 
corporation for a taxation year have the meanings prescribed by 
regulation. 


Regulations: 5300 (“instalment base’); 5301 (‘first instalment base”, “second instal- 
ment base”). 


(10) When amount deemed paid — For the purposes of subsec- 
tion (2), where an amount has been deducted by virtue of paragraph 
127.2(1)(a) or 127.3(1)(a) in computing the tax payable under this 
Part by a taxpayer for a taxation year, the amount so deducted shall 
be deemed to have been paid by the taxpayer 


(a) in the case of a taxpayer who has filed a return of income 
under this Part for the year as required by section 150, on the 
last day of the year; and 


(b) in any other case, on the day on which the taxpayer filed the 
taxpayer’s return of income under this Part for the year. 


(11) Interest on penalties — Where a taxpayer is required to 
pay a penalty, the taxpayer shall pay the penalty to the Receiver 
General together with interest thereon at the prescribed rate 
computed, 


(a) in the case of a penalty payable under section 162, 163 or 
235, from the day on or before which 


(i) the taxpayer’s return of income for a taxation year in re- 
spect of which the penalty is payable was required to be 
filed, or would have been required to be filed if tax under this 
Part were payable by the taxpayer for the year, or 


(ii) the information return, return, ownership certificate or 
other document in respect of which,the penalty is payable 
was required to be made, 


as the case may be, to the day of payment; 


(b) in the case of a penalty payable for a taxation year because 
of section 163.1, from the taxpayer’s balance-due day for the 
year to the day of. payment of the penalty; 


(b.1) in the case of a penalty under subsection 237.1(7.4), from 
the day on which the taxpayer became liable to the penalty to the 
day of payment; and 


(c) in the case of a penalty payable by reason of any other provi- 
sion of this Act, from the day of sending of the notice of original 
assessment of the penalty to the day of payment. 
Related Provisions: 18(1)(t)— Interest and penalty are non-deductible,; 161.1 — 
Offset of refund interest against arrears interest; 163(2.9) — Partnership liable to inter- 


est on penalty re tax shelters; 189(9) — No interest on charity revocation tax or penal- 
ties to extent reduced by charitable transfer; 221.1 — Application of interest where leg- 


a 


islation retroactive; 244(14), (14.1)-—Date when notice sent, 248(11)— Interest 
compounded daily. 


w 
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History: Para. 161(11)(c) amended by 2010, c. 25, s. 40, to substitute “sending” for 
“mailing”, in force on December 15, 2010. 


Para. 161(11)(b.1) added by 1998, c. 19, subsec. 187(5), applicable after December 1, 
1994. 


Para. 161(11)(b) amended by 1997, c. 25, subsec. 50(8), applicable to 1996 et seq. 
Para. (b) formerly read: 


(b) in the case of a penalty payable for a taxation year by reason of section 163.1, 
from the day on or before which the taxpayer is required to pay the remainder of 
the taxpayer’s tax payable under this Part for the year to the day of payment of 
the penalty; and 


| 
| 
| 
| 
: 


That portion of para. 161(11)(a) preceding subpara. (i) amended by 1994, c. 7, Sch. TI | 
(1991, c. 49), subsec. 133(4), to substitute “under” for “by reason of” and add reference 
to s. 235. | 


Selected Cases [subsec. 161(11)]: Ford v. Canada, [1994] 2 C.T.C. 2395 (TCC) | 
(No penalty where filing within 90 days of retroactive agreements for spousal and child 
support); Reemark Chelsea Terraces Project Ltd. v. Canada, [1993] 1 C.T.C. 2727 | 
(TCC) (Amount of interest and penalty for late return not adjusted on reassessment | 
giving effect to loss carry-back reducing income to nil). | 


Regulations: 4301(a) (prescribed rate of interest). 


Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions. 


Information Circulars: 07-1: Taxpayer relief provisions. 


(12) [Repealed] 


History [subsec. 161(12)]: Subsec. 161(12) repealed by 2000, c. 19, subsec. 47(3), 
in force June 29, 2000 (Royal Assent). The subsec. formerly read: 


(12) Partnership liable to interest — Where a partnership is liable to a penalty 

under subsection 237.1(7.4), sections 152, 158 to 160.1, this section and sections 

164 to 167 and Division J apply, with such modifications as the circumstances 

require, with respect to interest on the penalty as if the partnership were a 
- corporation. 


Subsec. 161(12) added by 1998, c. 19, subsec. 187(6), applicable after December 1, 
1994. 


Selected Cases [s. 161]: Prodor v. R., [1997] 3 C.T.C. 179 (FCTD) (Applicable 
interest rate is that prescribed in particular statute, not as provided in Federal Court 
Act). 

Definitions [s. 161]: “allowable capital loss” — 38(b), 248(1); “amount”, “assess- 
ment”, “balance-due day” — 248(1); “calendar year” — Interpretation Act 37(1)(a); 
“corporation” — 248(1), Interpretation Act 35(1); “day of sending” — 244(14), (14.1); 
“foreign accrual property income”, “foreign affiliate’ —9S5(1), 248(1); “foreign 
tax” — 126(4.2); “individual” — 248(1); “instalment base” — 161(9); “Minister” — 
123(1); “non-resident” — 248(1); “person”, “‘prescribed’”— 248(1); | “prescribed 
rate” — Reg. 4301; “property” — 248(1); “province” — Interpretation Act 35(1); “reg- 
ulation”, “share”, “specified future tax consequence” — 248(1); “tax payable” — 
248(2): “taxable income” — 2(2), 248(1); “taxation year” — 249; “taxpayer” — 
248(1); “testamentary trust” — 108(1), 248(1); “writing” — Interpretation Act 35(1). 


Offset of Refund Interest and Arrears Interest 


161.1 (1) Definitions — The definitions in this subsection apply 
in this section. 


“accumulated overpayment amount”, of a corporation for a pe- 
riod, means the overpayment amount of the corporation for the pe- 
riod together with refund interest (including, for greater certainty, 
compound interest) that accrued with respect to the overpayment 
amount before the date specified under paragraph (3)(b) by the cor- 
poration in its application for the period. 


“accumulated underpayment amount”, of a corporation for a pe- 
riod, means the underpayment amount of the corporation for the pe- 
riod together with arrears interest (including, for greater certainty, 
compound interest) that accrued with respect to the underpayment 
amount before the date specified under paragraph (3)(b) by the cor- 
poration in its application for the period. 


“arrears interest” means interest computed under paragraph 
(5)(b), 129(2.2)(b), 131(3.2)(b),  132(2.2)(b),  133(7.02)(b) or 
160.1(1)(b), subsection 161(1) or (11), paragraph 164(3.1)(b) or 
(4)(b) or subsection 187(2). 


“overpayment amount’, of a corporation for a period, means the 
amount referred to in subparagraph (2)(a)(i) that is refunded to the 
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corporation, or the amount referred to in subparagraph (2)(a)(ii) to 
which the corporation is entitled. 


“refund interest” means interest computed under subsection 
129(2.1), 131(3.1), 132(2.1), 133(7.01). or 164(3). or (3:2), 


“underpayment amount’, of a corporation for a period, means the 
amount referred to in paragraph (2)(b) payable by the corporation 
on which arrears interest is computed. 


(2) Concurrent refund interest and arrears interest — A 
corporation may apply in writing to the Minister for the reallocation 
of an accumulated overpayment amount for a period that begins af- 
ter 1999 on account of an accumulated underpayment amount for 
the period if, in respect of tax paid or payable by the corporation 
under this Part or Part 1.3, I, IV; [V.1, VI,;-VL.1L.or XIV, 


(a) refund interest for the period 
(1) is computed on-an amount refunded to the corporation, or 


(ii) would be computed on an amount to which the corpora- 
tion is entitled, if that amount were refunded to the corpora- 
tion; and 


(b) arrears interest for the period is computed on an amount pay- 
able by the corporation. 


Related Provisions: 161.1(3)— Contents of and deadline for application; 
161.1(5) — Where refund previously paid. 


(3) Contents of application — A corporation’s application re- 
ferred to in subsection (2) for a period is deemed not:to have been 
made unless 


(a) it specifies the amount to be reallocated, which: shall not ex- 
ceed the lesser of the corporation’s accumulated overpayment 
amount for the period and its accumulated underpayment 
amount for the period; 


(b) it specifies the effective date for the reallocation, which shall 
not be earlier than the latest of 


(i) the date from which refund interest is computed on. the 
corporation’s overpayment amount for the period, or would 
be so computed if the overpayment amount were refunded to 
the corporation, 


(ii) the date from which arrears interest is computed on the 
corporation’s underpayment amount for the period, and 


(iii) January 1, 2000; and 


(c) it is made on or before the day that is 90 days after the latest 
of 


(i) the day of sending of the first notice of assessment giving 
rise to any portion of the corporation’s overpayment amount 
to which the application relates, 


(ii) the day of sending of the first notice of assessment giving 
rise to any portion of the corporation’s underpayment amount 
to which the application relates, 


(iii) if the corporation has served a notice of objection to an 
assessment referred to in subparagraph (i) or-(ii), the day of 
sending of the notification under. subsection 165(3) by the 
Minister in respect of the notice. of objection, 


(iv) if the corporation has appealed, or applied for leave to 
appeal, from an assessment referred to in subparagraph (i) or 
(ii) to a court of competent jurisdiction, the day. on which the 
court dismisses the application, the application or appeal is 
discontinued or final judgment is pronounced in the appeal, 
and 


(v) the day of sending of the first notice to the corporation 
indicating that the Minister has determined any portion of the 
corporation’s overpayment amount to which the application 
relates, if the overpayment amount has not been determined 
as a result of a notice of assessment sent before that day. 


Related Provisions: 161.1(4) — Amount reallocated is deemed to have been re- 
funded; 244(14), (14.1) — Date when notice sent. 


S. 161.1 


History: Para. 161.1(3)(c) amended by 2010, c. 25,-s. 41, to substitute “sending” for 
“mailing” in subparas. (i)-(iii) and (v), and “sent” for “mailed” in subpara. (v), in force 
on December 15, 2010. 


(4) Reallocation — The amount to be reallocated that is specified 
under paragraph (3)(a) by a corporation is deemed to have been re- 
funded to the corporation and paid on account of the accumulated 
underpayment amount on the date specified under paragraph (3)(b) 
by the corporation. 


Related Provisions: 161.1(6) — Consequential reallocations. 


(5) Repayment of refund — If an application in respect of a pe- 
riod is made under subsection (2) by a corporation and a portion of 
the amount to be reallocated has been refunded to the corporation, 
the following rules apply: 


(a) a particular amount equal to the total of 


(i) the portion of the amount to be reallocated that was re- 
funded to the corporation, and 


(ii) refund interest paid or credited to the corporation in re- 
spect of that portion 


is deemed to have become payable by the corporation on the day 
on which the portion was refunded; and 


(b) the corporation shall pay to the Receiver General interest at 
the prescribed rate on the particular amount from the day re- 
ferred to in paragraph (a) to the date of payment. 


Related Provisions: 248(11) — Interest compounded daily. 


(6) Consequential reallocations — If a particular reallocation 
of an accumulated overpayment amount under subsection (4) results 
in anew accumulated overpayment amount of the corporation for. a 
period, the new accumulated overpayment.amount shall not be real- 
located under this section unless the corporation so applies in its 
application for the particular reallocation. 


(7) Assessments — Notwithstanding subsections 152(4), (4.01) 
and (5), the Minister shall assess or reassess interest and penalties 
payable by a corporation in respect of any taxation year as neces- 
sary in order to take into account a reallocation of amounts under 
this section. 


Related Provisions: 165(1.1) — Limitation of right to object to assessment. 


_ Proposed Amendment — Extension of s. ue 1 fog 
individuals 


Notine ot Ways and Means Motion, federal budget, Feb. 28, 2000: fering 
of Interest. on Personal Tax Overpayments and Underpayments 


(23) That, for individuals other than trusts, the taxable amount of refund interest accru- 
yver any period after 1999 on overpayments of income tax be reduced by the 
amount of any arrears, interest accruing over the same period on unpaid i income tax. 


Federal. buclget supplementary information, Feb. 28, 2000: ines of In- 


If, on the other bane. an poe has filles to pay an amount of income tax when 
due, the individual i is required to pay arrears interest to the government. Arrears interest 
is not deductible i in computing a taxpayer's income for tax purposes. 


The taxation of refund interest and non-deductibility of arrears interest can produce 
inappropriate results in situations where an individual who owes interest on unpaid tax 
from one taxation year is concurrently owed interest on a tax overpayment from a dif- 
ferent taxation year. In this circumstance, the cost of the non-deductible interest paya- 
ble by the individual exceeds the after-tax value of the taxable interest receivable by 
the individual. In many instances, this difference results from the non-deductibility of 
interest paid and the i inc sion in inco e of interest received. 


This budget proposes a ‘relieving mechanism for ‘these individuals. Refund interest ac- 
cruing over a period will be taxable only to the extent that it exceeds any arrears inter- 
est that accrued over the same period to which the refund interest relates. As under 
current practice, the individual’s notice of assessment will indicate the full amount of 
refund interest. In addition, the Canada Customs and Revenue Agency will issue an 
information slip indicating the : amount, if any, of the tefund interest that must be in- 
cluded in the individual’s income for tax purposes. 


This measure will apply to individuals other than trusts in respect of arrears and refund 
interest amounts that accrue wicca after 1999, regardless of the taxation year to 
which the amounts relate. — 
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Dept. of Finance news release 2000-101 Backgrounder, Dec. 21, 2000: 
Offset Interest 


The 2000 budget proposed an interest offset mechanism in respect of overpayments 
and underpayments of tax by individuals. The Department of Finance and the Canada 
Customs and Revenue Agency are working to develop a mechanism under which this 
proposal can be given effect, for implementation at the earliest opportunity. , 


History: S. 161.1 added by 2000, c. 19, s. 48, applicable after 1999. 


Definitions [s. 161.1]: “accumulated overpayment amount’, “accumulated un- 
derpayment amount” — 161.1(1); “amount” — 248(1); “arrears interest” — 161.1(1); 
“assessment” — 248(1); “corporation” — 248(1), Interpretation Act 35(1); “day of 
sending” — 244(14), (14.1); “Minister? — 248(1); “overpayment amount” — 
161.1(1); “prescribed” — 248(1); “refund interest” — 161.1(1); “sent” — 244(14), 
(14.1); “taxation year” — 249; “underpayment amount” — 161.1(1); “writing” — In- 
terpretation Act 35(1). 


161.2 Period where interest not payable — Notwithstanding 
any other provision of this Act, if the Minister notifies a taxpayer 
that the taxpayer is required to pay a specified amount under this 
Act and the taxpayer pays the specified amount in full before the 
end of the period that the Minister specifies with the notice, interest 
is not payable on the specified amount for the period. 

History: S. 161.2 added by 2003, c. 15, s. 117, in force July 1, 2003. 

Definitions [s. 161.2]: “amount”, “Minister”, “taxpayer” — 248(1). 


Small Amounts Owing 


161.3 Interest and penalty amounts of $25 or less — If, at 
any time, a person pays an amount not less than the total of all 
amounts, other than interest and penalty, owing at that time to Her 
Majesty in right of Canada under this Act for a taxation year of the 
person and the total amount of interest and penalty payable by the 
person under this Act for that year is not more than $25.00, the 
Minister may cancel the interest and penalty. 

History: S. 161.3 added by 2003, c. 15, s. 117, applicable to taxation years that end 
after June 2003. 


Definitions [s. 161.3]: “amount” — 248(1); “Her Majesty” — Interpretation Act 
35(1); “Minister”, “person” — 248(1); “taxation year” — 249. 


161.4 (1) Taxpayer [owing $2 or less] — [applicable to 
amounts owing on or after April 1, 2007] If the Minister deter- 
mines, at any time, that the total of all amounts owing by a person 
to Her Majesty in right of Canada under this Act does not exceed 
two dollars, those amounts are deemed to be nil. 


(2) Minister — If, at any time, the total of all amounts payable by 
the Minister to a person under this Act does not exceed two dollars, 
the Minister may apply those amounts against any amount owing, at 
that time, by the person to Her Majesty in right of Canada. How- 
ever, if the person, at that time, does not owe any amount to Her 
Majesty in right of Canada, those amounts payable are deemed to 
be nil. 

History: Subsec. 161.4(2) amended by 2006, c. 4, s. 162, applicable to amounts owing 
on or after April 1, 2007. Subsec. 161.4(2) formerly read: 


(2) If, at any time, the total of all amounts payable by the Minister to a person 
under this Act does not exceed two dollars, the Minister shall apply those 
amounts against any amount owing, at that time, by the person to Her Majesty in 
right of Canada. However, if the person, at that time, does not owe any amount 
to Her Majesty, those amounts payable are deemed to be nil. 


S. 161.4 added by 2003, c. 15, s. 117, applicable to amounts owing or payable, as the 
case may be, after June 2003. 


Definitions [s. 161.4]: “amount” — 248(1); “Her Majesty” — Interpretation Act 
35(1); ‘Minister’, “person”, “taxpayer” — 248(1). 


Penalties 


162. (1) Failure to file return of income — Every person who 
fails to file a return of income for a taxation year as and when re- 
quired by subsection 150(1) is liable to a penalty equal to the total 
of 


(a) an amount equal to 5% of the person’s tax payable under this 
Part for the year that was unpaid when the return was required to 
be filed, and 
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(b) the product obtained when 1% of the person's tax payable 
under this Part for the year that was unpaid when the return was 
required to be filed is multiplied by the number of complete 
months, not exceeding 12, from the date on which the return was 
required to be filed to the date on which the return was filed. 
Related Provisions: 94(3)(a)(vii) [proposed] — Application to trust deemed resident 
in Canada; 161.3 — Interest and penalty up to $25 may be cancelled if tax paid; 
162(2.1) — Minimum penalty for non-resident corporation, 162(11) — Effect of car- 
ryback of losses, etc.; 189(8)(a) — 162(1) does not apply to charity revocation tax re- 
turn; 220(3) — No penalty if return filed by extended deadline; 235 —. Additional pen- 
alty on large corporation for late filing even where no balance owing. See additional 
Related Provisions and Definitions at end of s. 162. 


Selected Cases [subsec. 162(1)]: Saunders v. R., [2010] 4 C.T.C. 2431 (TCC) 
(Taxpayer’s evidence of delivery preferred to Minister’s general explanation of system 
for date-stamping receipt of tax returns); Exida.com Ltd. Liability Co. y. R., {2009] 6 
C.T.C. 2145 (TCC); aff’d [2010] 5 C.T.C. 149 (FCA) (Late filing fee applies even 
where no tax payable); Bateman v. R., [2007] 2 C.T.C. 2020 (TCC) (Error in e-filed 
return, corrected immediately, did not warrant late-filing penalty); Ford v. Canada, 
[1994] 2 C.T.C. 2395 (TCC) (No penalty where return filed within 90 days of retroac- 
tive agreements for spousal and child support); Reemark Chelsea Terraces Project Ltd. 
y. Canada, [1993] 1 C.T.C. 2727 (TCC) (Amount of interest and penalty for late return 
not adjusted on reassessment giving effect to loss carry-back reducing income to nil); 
Carlson v. R., [1973] C.T.C. 360 (FCTD) (Filing “temporary” return containing an in- 
come “estimate”; penalty applied for late filing of tax return). 


Information Circulars: 00-1R2: Voluntary disclosures program; 07-1: Taxpayer 
relief provisions. 


CRA Audit Manual: 28.2.2: Late filing of income tax return. 


(2) Repeated failure to file — Every person 


(a) who fails to file a return of income for a taxation year as and 
when required by subsection 150(1), 


(b) on whom a demand for a return for the year has been served 
under subsection 150(2), and 


(c) by whom, before the time of failure, a penalty was payable 
under this subsection or subsection (1) in respect of a return of 
income for any of the 3 preceding taxation years 


is liable to a penalty equal to the total of 


(d) an amount equal to 10% of the person’s tax payable under 
this Part for the year that was unpaid when the return was re- 
“quired to be filed, and 


(e) the product obtained when 2% of the tax payable under this 
Part for the year that was unpaid when the return was required to 
be filed is multiplied by the number of complete months, not 
exceeding 20, from the date on which the return was required to 
be filed to the date on which the return was filed. 


Related Provisions: 162(2.1) — Minimum penalty for non-resident corporation, 
162(11) — Effect of carryback of losses, etc. See also at end of s. 162. 


Selected Cases [subsec. 162(2)]: Roy v. R., [1998] 2 C.T.C. 2982 (TCC); aff'd 


[2001] 3 C.T.C. 226 (FCA) (Penalty calculated on amount of undisclosed income. 


before any deduction for CCA); Wichartz v. Canada, [1995] 1 C.T.C. 2866 (TCC) (No 
liability for penalty until penalty assessed). 


Information Circulars: 00-1R2: Voluntary disclosures program; 07-1: Taxpayer 
relief provisions. 


CRA Audit Manual: 28.2.2: Late filing of income tax return. 


(2.1) Failure to file — non-resident corporation — Notwith-- 


standing subsections (1) and (2), if a non-resident corporation is lia- 
ble to a penalty under subsection (1) or (2) for failure to file a return 
of income for a taxation year, the amount of the penalty is the 
greater of 


(a) the amount computed under subsection (1) or (2), as the case 
may be, and 
(b) an amount equal to the greater of 

(i) $100, and 

(ii) $25 times the number of days, not exceeding 100, from 


the day on which the return was required to be filed to the 
day on which the return is filed. 


Related Provisions: 150(1)(a)(i), (ii) — Obligation on non-resident to file return. 


History: Subsec. 162(2.1) added by 1999, c. 22, s. 65, applicable to taxation years that 
begin after 1998. 
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Selected Cases [subsec. 162(2.1)]: Exida.com Ltd. Liability Co. v. R., [2010] 5 
C.T.C. 149 (FCA); aff g [2009] 6 C.T.C, 2145 (TCC) (Residual, penalty. applied where 
late-filed returns by non-resident, even. when no tax owing); Goar, Allison & 
Associates Inc. v. R., [2009] 6 C.T.C. 2370 (TCC) (No penalty if no taxes owing; mon- 
etary amount of tax necessary); Yang v. R., [2004] 3 C.T-C. 2408 (TCC) (Penalties 
computed on income prior to application of loss carryback); Roy v. R., [1998] 2:C.T.C. 
2982 (TCC); aff'd [2001] 3 C.T.C. 226 (FCA) (Penalty calculated on amount of undis- 
closed income before any deduction for CCA). 


(3) Failure to file by trustee — Every person who fails to file a 
return as required, by subsection 150(3) is liable toa penalty of $10 
for each day of default but not exceeding $50. 

Related Provisions: See Related Provisions at end of s. 162: 


Information Circulars: 00-1R2: Voluntary’ disclosures program; 07-1: Taxpayer 
relief provisions. 


(4) Ownership certificate — Every person who 


(a) fails to complete an ownership eta nel as $ required by sec- 
tion 234, 


(b) fails to deliver an ownership certificate in the manner pre- 
scribed at the time prescribed and at the place prescribed by reg- 
ulations made under that section, or 


_(c) cashes a coupon or warrant for which an ownership certifi- 
cate: has not been completed pursuant to that section, 


is liable to a penalty of $50. 
Related Provisions: See Related Provisions at end of s. 162. 


Information Circulars: 00-1R2: Voluntary disclosures program; 07-1: Taxpayer 
relief provisions. 


(5) Failure to provide information on form — Every person 
who fails to provide any information required on a prescribed form 
made under this Act or a regulation is liable to a penalty of $100 for 
each such failure, unless 


(a) in the case of information required in respect of another per- 
son or partnership, a reasonable effort was made by the person 
to obtain the information from the other person or partnership; 
or 


(b) in the case of a failure to provide a Social Insurance Number 
on. a return of income, the person had applied for the assignment 
of the Number and had not received it at the time the return was 
filed. 


Related Provisions: 162(8.1) — Where partnership liable to penalty. See also at end | 


of s. 162. 


History: Para. 162(5)(a) amended by 1998, c..19; subsec. 188(1), in force on June ‘18, 
1998. Para. 162(5)(a) formerly read: 


(a) in the case of information required in respect of another person, a reasonable 
effort was made by the person to obtain the information from the other person; or 


That portion of subsec. 162(5) preceding, para. (a) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 134(1), to substitute “is liable” for “is, except where, in the case 
of an individual, the Minister has waived the, penalty, liable”. 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips; 00-1R2: Voluntary disclosures program. 


Registered Plans Compliance Bulletins: 6 (penalty will apply to pension adjust- 
ment on T4, PSPA on T215 and PAR on T10). 


(6) Failure to provide identification number — Every person 
or partnership who fails to provide on request their Social Insurance 
Number or their business number to a person required under this 
Act or a regulation to make an information return requiring the 
number is liable to a penalty of $100 for each such failure, unless 


(a) an application for the assignment of the number is made 
within 15 days after the request was received; and 


(b) the number is provided to the person who requested the num- 

ber within 15 days after the person or partnership received it. 
Related Provisions: 162(8.1)— Where partnership liable to penalty; 237(1), (1.1), 
(2) — Obligation to apply for and provide Social Insurance Number on information 
return. See additional Related Provisions at end of s. 162. 


History: Subsec. 162(6) amended by 1998, c. 19, subsec. 188(2), in force on June 18, 
1998. Subsec. 162(6) formerly read: 


(6) Failure to provide Social Insurance Number — Every individual who 
fails to provide on request the individual’s Social Insurance Number to a person 


S. 162(7.01)(c) 


required under this Act or a regulation to make an information return requiring 
the individual’s Social Insurance Number is liable to a penalty of $100 for each 
such failure, unless 


_ (a) an application by the individual for the assignment of a Social Insurance 
Number was made not later than 15 days after the person made the request; 
and 


(b) the Number was provided to the person within 15 days after the indivi- 
dual received it. 


That portion of subsec. 162(6) preceding para. (a) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 134(2),.to substitute “is liable” for “is, except where the Minister 
has waived the penalty, liable”. 


Information, Circulars: 82-2R2: SIN legislation that relates to \the Prien of 
information slips; 00-1R2:, Voluntary disclosures program. 


(7) Failure to comply — Every person (other than a registered 
charity) or partnership who fails 


(a) to file an information return as and when required by this Act 
or the regulations, or 


(b) to comply with a duty or obligation imposed by this Act or 
the regulations 


is liable in respect of each such failure, except where another provi- 
sion of this Act (other than subsection (10) or (10.1) or 163(2.22)) 
sets out a penalty for the failure, to.a penalty equal to the greater of 
$100 and the product obtained when $25 is multiplied by the num- 
ber of days, not exceeding 100, during which the failure continues. 
Related Provisions: 149(4.1), 188 — Revocation of registration and penalty tax for 
registered charity; 162(7.01), (7.02) — Penalty for failure to file information return 
correctly; 162(7.2) — Penalty for failure to file corporate return electronically; 
162(8.1) — Where partnership liable to penalty; 188.1 — Penalties for registered chari- 
ties (reducible under 189(6.3)); Reg. 205.1(3) — Failure to file more than 500 [to be 
50] returns electronically is a single failure: See also at end of s. 162. ‘ 


History: Subsec. 162(7) amended by 1997, c..25, subsec. 51(1), applicable to returns 
required to be filed on or before a day that is after 1997 and to duties and obligations 
first imposed after 1997. Subsec. (7) formerly read: 


(7) Failure to comply with Act or regulation — Every person (other than a reg- 
istered charity) who fails 


(a) to file an information return as and when required by this Act or a regula- 
tion, or 


(b) to comply with a duty or obligation imposed by this Act or a regulation 


is liable in respect of each such failure, except where another provision of this 
Act (other than subsection (10)) sets out a penalty for the failure, to a penalty 
equal to the greater of $100 and the product obtained when $25 is multiplied by 
the number of days, not exceeding 100, during which the failure continues. 


The opening words of subsec.. 162(7) substituted by 1994, c. 21, s. 80, applicable June 
15, 1994. The opening words formerly. read: 


(7) Every person 


Selected Cases [subsec. 162(7)]: Exida.com Ltd. Liability Co. v. R., [2010] 5 
C.T.C. 149 (FCA); aff'g [2009] 6 C.T:C..2145 (TCC) (Residual penalty applied where 
late-filed returns by non-resident, even when no tax owing). 


Information Circulars: 89-4: Tax shelter reporting; 00-1R2: Voluntary disclosures 
program; 07-1: Taxpayer relief provisions. 

Registered Plans Compliance Bulletins: 3 (penalties); 6 (penalty, will apply to 
PSPA on Form T215 and PAR on T10, and to failure to file T1007, or T244). 


CRA Audit Manual: 15.7.5: Foreign reporting requirements — penalties. 


(7.01) Late filing penalty — prescribed information re- 
turns — Every person (other than a registered charity) or partner- 
ship who fails to file, when required by this Act or the regulations, 
one or more information returns of a type:prescribed for the purpose 
of this subsection is liable to a penalty equal to the greater of $100 
and 


(a) where the number of those information returns is less than 
51, $10 multiplied by the number of days, not exceeding 100, 
during which the failure continues; 


(b) where the number of those information returns is greater than 


50 and less than 501, $15 multiplied by the number of days, not 
exceeding 100, during which the failure continues; 


(c) where the number of those information returns is greater than 
500 and less than 2,501,:$25 multiplied by the number of days, 
not exceeding 100, during which the failure continues; 
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(d) where the number of those information returns is greater than 
2.500 and less than 10,001, $50 multiplied by the number of 
days, not exceeding 100, during which the failure continues; and 


(e) where the number of those information returns is greater than 
10,000, $75 multiplied by the number of days, not exceeding 
100, during which the failure continues. 


History: Subsec. 162(7.01) added by 2009, c. 2, subsec. 60(1), applicable to returns 
required to be filed after 2009. 


(7.02) Failure to file in appropriate manner 
[electronically] — prescribed information returns — Every 
person (other than a registered charity) or partnership who fails to 
file, in the manner required by the regulations, one or more infor- 
mation returns of a type prescribed for the purpose of this subsec- 


tion is liable to a penalty equal to 


(a) where the number of those information returns is greater than 
50 and less than 251, $250; 


(b) where the number of those information returns is greater than 
250 and less than 501, $500; 


(c) where the number of those information returns is greater than 
500 and less than 2,501, $1,500; 


(d) where the number of those information returns is greater than 
2,500, $2,500; and 


(e) in any other case, nil. 


History: Subsec. 162(7.02) added by 2009, c. 2, subsec. 60(1), applicable to returns 
required to be filed after 2009. 


(7.1) Failure to make partnership information return — 
Where a member of a partnership fails to file an information return 
as a member of the partnership for a fiscal period of the partnership 
as and when required by this Act or the regulations and subsection 
(10) does not set out a penalty for the failure, the partnership is 
liable to a penalty equal to the greater of $100 and the product ob- 
tained when $25 is multiplied by the number of days, not exceeding 
100, during which the failure continues. 

Related Provisions: 96(1) — Taxation of partnership; 162(8.1) — Rules where part- 


nership is liable to penalty; Reg. 205.1(3) — Failure to file more than 500 [to be 50] 
returns electronically is a single failure. See also at end of s. 162. 


History: Subsec. 162(7.1) amended by 1997, c. 25, subsec. 51(1), applicable to returns 
required to be filed on or before a day that is after 1997 and to duties and obligations 
first imposed after 1997, Subsec. (7.1) formerly read: 


(7.1) Where a member of a partnership fails to file an information return as a 
member of the partnership for a fiscal period of the partnership as and when 
required by this Act or a regulation, the partnership is liable to a penalty equal to 
the greater of $100 and the product obtained when $25 is multiplied by the num- 
ber of days, not exceeding 100, during which the failure continues. 


Selected Cases [subsec. 162(7.1)]: Katepwa Park Golf Partnership v. R., [2000] 
3 C.T.C. 2043 (TCC) (Provision sufficiently unclear to make delay mandatory). 


(7.2) Failure to file in appropriate manner 
[electronically] — return of income — Every person who fails 
to file a return of income for a taxation year as required by subsec- 
tion 150.1(2.1) is liable to a penalty equal to $1,000. 

History: Subsec. 162(7.2) added by 2009, c. 2, subsec. 60(2), applicable to taxation 
years that end after 2010 except that, in its application to the 2011 and 2012 taxation 


years, the reference to $1,000 in subsec. 162(7.2) is to be read as $250 for the 2011 
taxation year, and $500 for the 2012 taxation year. 


(8) Repeated failure to file — Where 


(a) a penalty was payable under subsection (7.1) in respect of a 
failure by a member of a partnership to file an information re- 
turn as a member of the partnership for a fiscal period of the 
partnership, 


(b) a demand for the return or for information required to be 
contained in the return has been served under section 233 on the 
member, and 


(c) a penalty was payable under subsection (7.1) in respect of the 
failure by a member of a partnership to file an information re- 
turn as a member of the partnership for any of the 3 preceding 
fiscal periods, 
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the partnership is liable, in addition to the penalty under subsection 
(7.1), to a penalty of $100 for each member of the partnership for 
each month or part of a month, not exceeding 24 months, during 
which the failure referred to in paragraph (a) continues. 


Related Provisions: 162(8.1) — Rules where partnership is liable to penalty. See 
also at end of s. 162. 


(8.1) Rules where partnership liable to a penalty — Where a 
partnership is liable to a penalty under subsection (5), (6), (7), (7.1), 
(8) or (10), sections 152, 158 to 160.1, 161 and 164 to 167 and 
Division J apply, with any modifications that the circumstances re- 
quire, to the penalty as if the partnership were a corporation. 


History: Subsec. 162(8.1) amended by 1998, c. 19, subsec. 188(3), in force on June 
18, 1998. Subsec. 162(8.1) formerly read: 


(8.1) Where partnership liable to penalty — Where a partnership is liable to a 
penalty under subsection (7), (7.1), (8), (10) or (10.1), sections 152, 158 to 
160.1, 161 and 164 to 167 and Division J apply, with any modifications that the 
circumstances require, to the penalty as if the partnership were a corporation. 


Subsec. 162(8.1) amended by 1997, c. 25, subsec. 51(2), applicable to returns required 
to be filed on or before a day that is after 1997 and to duties and obligations first 
imposed after 1997. Subsec. (8.1) formerly read: 


(8.1) Where a partnership is liable to a penalty under subsection (7.1) or (8), 
sections 152, 158 to 160.1, 161 and 164 to 167 and Division J apply, with such 
modifications as the circumstances require, with respect to the penalty as if the 
partnership were a corporation. 


(9) [Repealed] 
History: Subsec. 162(9) repealed by 1998, c. 19, subsec. 188(4), applicable after De- 
cember 1, 1994. Subsec. 162(9) formerly read: 

(9) Tax shelter identification number — Every person who 


(a) files false or misleading information with the Minister in an application 
under subsection 237.1(2) for an identification number for a tax shelter, or 


(b) whether as a principal or as an agent, sells, issues or accepts a contribu- 
tion for the acquisition of an interest in a tax shelter before the Minister has 
issued an identification number therefor, 


is liable to a penalty equal to the greater of 
(c) $500, and 


(d) 3% of the total of all amounts each of which is the cost to each person 
who acquired an interest in the tax shelter before the correct information is 
filed with the Minister or the identification number is issued, as the case may 
be. 


Selected Cases [subsec. 162(9)]: Dagenais v. R., [2007] 3 C.T.C. 2147 (TCC) 
(Insufficient attempts to determine whether tax shelters existed); Blier v. R., [2004] 2 
C.T.C. 2392 (TCC) (Penalty upheld where arrangement was obvious tax shelter). 


(10) Failure to furnish foreign-based information — Every 
person or partnership who, 


(a) knowingly or under circumstances amounting to gross negli- 
gence, fails to file an information return as and when required by 
any of sections 233.1 to 233.4, or 


(b) where paragraph (a) does not apply, knowingly or under cir- . 


cumstances amounting to gross negligence, fails to comply with 
a demand under section 233 to file a return 


is liable to.a penalty equal to the amount determined by the formula 


($500 x A x B)-C 
where 
A is 
(c) where paragraph (a) applies, the lesser of 24 and the num- 
ber of months, beginning with the month in which the return 


was required to be filed, during any part of which the return 
has not been filed, and 


(d) where paragraph (b) applies, the lesser of 24 and the 
number of months, beginning with the month in which the 
demand was served, during any part of which the return has 
not been filed, 


(e) where the person or partnership has failed to comply with 
a demand under section 233 to file a return, 2, and 


(f) in any other case, 1, and 
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C is the penalty to which the person or partnership is liable under 
subsection (7) in respect of the return. 

Related Provisions: 162(7) — Initial. calculation of penalty; 162(8.1) — Where 

partnership liable to penalty; 162(10.1)— Additional penalty; 163(2.4)-(2.91) — Pen- 

alty for false statement or omission in return; 233.2(4.1) — Foreign arrangements. simi- 

lar to trusts; 233.5 — Due diligence defence; 257 — Formula cannot calculate to less 

than zero. See also at end of s. 162. : 


History: Subsec. 162(10) amended by 1997, c. 25, subsec. 51(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. Subsec. (10) for- 
merly read: 


(10) Every corporation 
(a) that fails to file an information return required by section 233.1, 
(b) on which a‘demand under section 233 has been served for the return, and 


(c) that does not comply with the demand within 90 days after the day the 
demand was served on it, 


is liable in respect of each such failure, in addition to the penalty under subsec- 
tion (7), to a penalty of $1,000 for each month or part of a month, not exceeding 
24 months, during which the failure continues. 


CRA Audit Manual: 15.7.5: Foreign reporting requirements — penalties. 


(10.1) Additional penalty — Where 


(a) a person or partnership is liable to a penalty under subsection 
(10) for the failure to file a return (other than an information 
return required to be filed under section 233.1), 


(b) if paragraph (10)(a) applies, the number of months, igh 
ning with the month in which the return was required to be filed, 
during any part of which the return has not been filed exceeds 
24, and 


(c) if paragraph (10)(b) applies, the number of months, begin- 
ning with the month in which the demand referred to in that par- 
agraph was served, during any part of which the return has not 
been filed exceeds 24, 


the person or partnership is liable, in addition to the penalty deter- 


mined under subsection (10), to a penalty equal to the amount deter- 
mined by the formula 


A-B 
where 
A is 
(d) where the return is required to be filed under section 
233.2, 5% of the total of all amounts each of which is the fair 
market value of property transferred or loaned (determined as 
of the time of the transfer or loan) because of which there 


would, if no other transfer or loan were taken into account, 
Reva an ranean to file the return, 


_ Proposed Al 


y pti . 
as See applicable to returns aed of eeaiion years ae hd aioe 2 
returns in Be of an earlier taxation year | of a taxpayer if subs 


Technical Notes (Sept. 10, 2010): Subserion 162 a ai: on 
any person or partnership that is more than 24 months late in he an information 
return that the person or partnership was required to file under any of sections 233.1 _ 
to 233.4. This penalty applies in addition to the penalties imposed 1 ions - 
162(7) and (10). - 


The penalty imposed under ce ecten 162(10. 1) with respect to a ee informa- 
tion return is equal to a specified amount less the amount of the penalties imposed 
under subsections 162(7) and (10) with respect to the return. The specified amount 
with respect to an information return for a trust required to be filed by a person or _ 
partnership. under section 233.2 is equal to 5% of the total fair et value of any 
Property t transferred or loaned to the trust that, if no other loan or transfer were taken 
into account, — eee imposed an Sages ee ‘on the = or sonata to file 
the return. : 7 Os : 


S. 162(10.3)(b) 


Amendments are mad 


aero 162(10. 1d) i in the English version - the Act’ 
ho . 


(e) where the return is pain to be filed under section 
233.3 for a taxation year or fiscal period, 5% of the greatest 
of all amounts each of which is the total of the cost amounts 
to the person or partnership at any time in the year or period 
of a specified foreign property (as defined by subsection 
233.3(1)) of the person or partnership, and 


(f) where the return is required to be: filed under: section 
233.4 for a taxation year or fiscal’ period in respect of a for- 
eign affiliate of the person or partnership, 5% of the greatest 
of all amounts each of which is the total of the cost amounts 
to the person or partnership at any time in the year or period 
of a property of the person or partnership that is a share of 
the capital stock or indebtedness of:the-affiliate, and 


B is the total of the penalties to which the person or partnership is 
liable under subsections (7) and.(10).in respect of the return. 


Related Provisions: 162(7) — Initial calculation of penalty; 162(10.11) — Applica- 
tion to trust contribution; 162(10.2) — Shares or debt owned by controlled foreign af- 
filiate; 162(10.3) — Application to partnership; 162(10.4) — Application to non-resi- 
dent trust; 163(2.4)-(2.91) — Penalty for false statement or omission in return; 
233.2(4.1) — Foreign arrangements similar to trusts; 233.5 — Due diligence defence to 
penalty; 257 — Formula cannot calculate to less than zero. 


History: Subsec. 162(10.1) added by 1997, c. 25, subsec. 51(3), applicable to returns 
required to be’ filed on or before a day that is after April 29, 1998. 


CRA Audit Manual: 15.7.5: Foreign reporting requirements — penalties. 


posed Addition — 162(10.11) _ 


(10.11) Application to trust eéntributions: on pa) 
d) of the Pescipane 0 Of A s Supsection wie 10. as ehbsecians 6G: 


the. purpose: of the, cio. in. ewes 162(10.1), ihe definitions aii Ades in. 
subsections 94(1), Q. and oe generally a Subsection ASTAO aude is similar to 


(10.2) Shares or debt owned by controlled a yore affili- 
ate — For the purpose of paragraph (f) of the description of A in 
subsection (10. iD) 


(a) shares or indebtedness owned by a controlled foreign. affili- 
ate of a person. or partnership are deemed to be owned. by: the 
person or partnership; and 


(b) the cost amount at any time of such shares or indebtedness to 
the person or partnership is deemed to be equal to 20% of the 
cost amount at that time to the controlled foreign affiliate of the 
shares, or indebtedness. 


Related Provisions: 162(10.3) — Application to partnerships; 162(10.4) — Appli- 
cation to non-resident trusts. 


History: Subsec. 162(10.2) added by 1997, c. 25, subsec. 51(3), applicable to returns 
required to be filed on or before a day that is after April 29,1998. 


(10.3) Application to partnerships — For the purposes of para- 
graph (f) of the description of A in subsection (10.1) and subsection 
(10.2), in determining whether a non-resident corporation or trust is 
a foreign affiliate or a controlled foreign affiliate of a partnership, 


(a) the definitions “direct. equity percentage” and_ “equity per- 
centage” in subsection 95(4) shall be read as if a partnership 
were a person; and 


(b) the definitions “controlled foreign affiliate” and “foreign af- 
filiate” in subsection 95(1) shall be read as if a partnership were 
a taxpayer resident in Canada. 
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History: Subsec. 162(10.3) added by 1997, c. 25, subsec. 51(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 


(10.4) Application to non-resident trusts — For the purposes 
of this subsection, paragraph (f) of the description of A in subsec- 
tion (10.1) and subsection (10.2), 


(a) a non-resident trust is deemed to be a controlled foreign affil- 
iate of each beneficiary of which the trust is a controlled foreign 
affiliate for the purpose of section 233.4; 


(b) the trust is deemed to be a non-resident corporation having a 
capital stock of a single class divided into 100 issued shares; 


(c) each beneficiary under the trust is deemed to own at any time 
the number of the issued shares of the corporation that is equal 
to the proportion of 100 that 


(i) the fair market value at that time of the beneficiary’s ben- 
eficial interest in the trust 


is of 
(ii) the fair market value at that time of all beneficial interests 
in the trust; and 


(d) the cost amount to a beneficiary at any time of a share of the 
corporation is deemed to be equal to the amount determined by 
the formula 


A 
B 


where 


A is the fair market value at that time of the beneficiary’s bene- 
ficial interest in the trust, and 


B is the number of shares deemed under paragraph (c) to be 
owned at that time by the beneficiary in respect of the 
corporation. 


History: Subsec. 162(10.4) added by 1997, c. 25, subsec. 51(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 


(11) Effect of subsequent events — For the purpose of com- 
puting a penalty under subsection (1) or (2) in respect of a person’s 
return of income for a taxation year, the person’s tax payable under 
this Part for the year shall be determined before taking into consid- 
eration the specified future tax consequences for the year. 


History: Subsec. 162(11) amended by 1997, c. 25, subsec. 51(4), applicable to 1996 et 
seq. Subsec. (11) formerly read: 


(11) Effect of carryback of losses etc. — In determining a person’s tax for a 
taxation year for the purpose of computing a penalty under subsection (1) or (2) 
in respect of the person’s return of income for the year, paragraph 161(7)(a) ap- 
plies with such modifications as the circumstances require. 


Subsec. 162(11) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 134(3), applicable to 
amounts referred to in para. 161(7)(a) in respect of subsequent taxation years referred 
to in that para. ending after July 13, 1990. 


CRA Audit Manual: 28.2.2: Late filing of income tax return. 


Related Provisions [s. 162]: 18(1)(t) — Penalties are non-deductible; 161(11) — 
Interest on penalty; 180.01(4), 180.2(6), 181.7, 183(3), 183.2(2), 185.2(2), 187(3), 
187.6, 189(8), 190.21, 191.4(2), 193(8), 195(8), 196(4), 197(6), 2023), 204.3(2), 
204.7(3), 204.87, 204.93, 204.94(4), 207(3), 207.07(3), 207.2(3), 207.4(2), 207.7(4), 
208(4), 209(5), 210.2(7), 211.5, 211.6(5), 211.91(3), 218.2(5), 218.3(10), 219(3), 
247(11) — Provisions of s. 162 apply for purposes of Parts 1.01, 1.2, V3; Wt, Wt, 
IV, IV.1, V, VI, VI.1, VU, VII, IX, 1X.1, X, X-1, X.2, X.3, X.4, X.5, XT, X01, XE, 
X1.2, X13, XII, XI.1, XIL.2, XIL.3, XII.4, XI1.6, XIIL.1, XIII.2, XIV and XVI.1 respec- 
tively; 220(3.1) — Waiver or cancellation of penalty; 227(10.01), (10.1) — Provisions 
of s. 162 apply to withholding taxes under Parts XII.5 and XIII; 238(1), (3) — Of- 
fences; 239(3) — Penalty assessment cannot be issued after charge laid if person 
convicted. 


Definitions [s. 162]: “amount”, “business number” — 248(1); “controlled foreign 
affiliate’ — 95(1), 248(1); “corporation” — 162(10.4)(b), 248(1), Interpretation Act 
35(1); “fiscal period” — 249.1; “foreign affiliate” —95(1), 162(10.3), 248(1); “indivi- 
dual”, “Minister”, “non-resident” — 248(1); “owned” — 162(10.2); “person”, “pre- 
scribed”, “property” — 248(1); “received” — 248(7); “registered charity”, “regula- 
tion” — 248(1); “resident in Canada” — 250; “specified foreign property” — 233.3(1); 
“specified future tax consequence” — 248(1); “tax shelter” — 237.1(1), 248(1); “taxa- 
tion year” — 249; “trust” —104(1), 248(1), (3). 


Information Circulars [s. 162]: 00-1R2: Voluntary disclosures program. 
CRA Audit Manual [s. 162]: 28.0: Penalties. 
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163. (1) Repeated failures [to report income] — Every person 
who 


(a) fails to report an amount required to be included in comput- 
ing the person’s income in a return filed under section 150 fora 
taxation year, and 


(b) had failed to report an amount required to be so included in 
any return filed under section 150 for any of the three preceding 
taxation years 


is liable to a penalty equal to 10% of the amount described in para- 
graph (a), except where the person is liable to a penalty under sub- 
section (2) in respect of that amount. 

Related Provisions: 163(3) — Burden of proof. See also Related Provisions at end 
of s. 163. 


Selected Cases [subsec. 163(1)]: Porter v. R., [2011] 1 C.T-C. 2322 (TCC) 
(Failure to check tax return and information slips justified penalty); Giguere v. R., 
[2007] 5 C.T.C. 2217 (TCC) (Strict liability applied where errors in successive years); 
Morrison v. R., [2003] 2 C.T.C. 2076 (TCC) (Penalty deleted when failure to report 
income due to accountant’s error); R. v. Pongrantz, [1982] C.T.C. 259 (FCA) (Re- 
peated failure to file return on time not wilful evasion); Hawrish v. MNR, [1976] 
C.T.C. 748 (FCA) (Penalties imposed after four-year limit period quashed when no 
wilful tax evasion) (Note: the current version of subsec, 163(1) no longer requires that 
the failure have been wilful). 

Information Circulars: 73-10R3: Tax evasion; 00-1R2: Voluntary disclosures 
program. 


CRA Audit Manual: 28.3.0: Repeated failures — subsection 163(1) ITA. 


(2) False statements. or omissions — Every person who, 
knowingly, or under circumstances amounting to gross negligence, 
has made or has participated in, assented to or acquiesced in the 
making of, a false statement or omission in a return, form, certifi- 
cate, statement or answer (in this section referred to as a “return’’) 
filed or made in respect of a taxation year for the purposes of this 
Act, is liable to a penalty of the greater of $100 and 50% of the total 
of 


(a) the amount, if any, by which 
(i) the amount, if any, by which 
(A) the tax for the year that would be payable by the per- 
son under this Act 
exceeds 
(B) the amounts that would be deemed by subsections 
120(2) and (2.2) to have been paid on account of the per- 
_ son’s tax for the year 
if the person’s taxable income for the year were computed by 
adding to the taxable income reported by the person in the 
person’s return for the year that portion of the person’s un- 


derstatement of income for the year that is reasonably attrib- 
utable to the false statement or omission and if the person’s 


tax payable for the year were computed by subtracting from. 


the deductions from the tax otherwise payable by the person 
for the year such portion of any such deduction as may rea- 
sonably be attributable to the false statement or omission 


exceeds 
(ii) the amount, if any, by which 


(A) the tax for the year that would have been payable by - 


the person under this Act 
exceeds 
(B) the amounts that would be deemed by subsections 
120(2) and (2.2) to have been paid on account of the per- 
son’s tax for the year 
had the person’s tax payable for the year been assessed on 
the basis of the information provided in the person’s return 
for the year, 
(b) [Repealed] 
(c) the total of all amounts each of which is the amount, if any, 
by which i 
(i) the amount that would be deemed by subsection 122.61(1) 
to be an overpayment on account of the person’s liability 
under this Part for the year that arose during a particular 
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month or, where that person is a cohabiting spouse or com- 
mon-law partner (within the meaning assigned by section 
122.6) of an individual at the end of the year and at the be- 
ginning of the particular month, of that individual’s. liability 
under this Part for the year that arose during the, particular 
month, as the case maybe, if that total were calculated: by 
reference, to the information provided 


exceeds 


(ii) the amount that is deemed by subsection 122.61(1) to be 
an Overpayment on account of the liability of that person or 
that individual, as the case may. be; under this. Part for the 
year that arose during the particular month, 


“¢. 1) the amount, if any, by which 


(i) the total of all amounts each of which is an amount that 
would be deemed by section 122.5 to be paid by that person 
during a month specified for the year or, where that person is 
a qualified relation of an individual for the year (within the 
meaning assigned by subsection 122.5(1)); by that individual, 
as the case may be, if that total were calculated by reference 
to the information provided in the prescribed form, filed for 
the year under section 122.5 


exceeds, _ 


(41) the total of all amounts each of olde is an amount that is 
deemed under section 122.5 to be paid by that person. or that 
qualiticd relation wanna a month ot for the year, 


é ryt the amount, if any, By which 


(i)..the amount that would, be deemed. under subsection 
122.51(2) to be paid on account of the person’s tax payable 
under this Part for the year if the amount were, calculated by, 
reference to the information provided in the return 


exceeds 
(ii) the amount that is deemed under subsection 122.51(2) to 
be paid on account of the person’s tax payable under this Part 
for the year, 


S. 163(2) 


(c:3) the amount, if any, by which 


(i) the total of all amounts each of which is an amount that 
would be deemed by subsection 122.7(2) or (3) to be a pay- 
ment on account of the person’s tax payable under this Part 
or another person’s tax payable under this Part for the year if 
those amounts were calculated by reference to the informa- 
tion provided i in the return 


exceeds 


(ii) the total oF all amounts ie of which is an amount that is 
deemed by.subsection 122.7(2) or (3) to be a payment on ac- 
count of the person’s tax payable, under this; Part.and, where 
applicable, the other person’s tax payable under this Part for 
the year, . 


(d) the amount, if any, by which 


(i) the amount that would be deemed by subsection 127. 1(1) 
to be paid for the year by the person if that amount were cal- 
culated by reference to the information provided in the return 
or form filed for the year pursuant to that subsection 


exceeds 


(ii) the amount that is deemed by that subsection to be paid 
for the year by the person, 


(e) the amount, if any, by which 
(i) the amount that would be deemed by subsection 127.41(3) 
to have been paid for the year by the person if that amount 


were calculated by reference to the person’s claim for the 
year under that subsection 


exceeds 


(ii) the maximum amount that the person is entitled to claim 
for the year under subsection 127.41(3), 


(f) the amount, if any, by which 


. (i) the amount that would be deemed by subsection. 125.4(3) 

‘to have been paid for the year by the person if that amount 
were calculated by reference to the information provided in 
the return filed for the year pursuant to that subsection 


exceeds 


(ii) the amount that is deemed by that subsection to be paid 
for the year by the person, and 


(g) the amount, if any, by which 


(i) the amount that would be deemed by subsection 125.5(3) 
to have been paid for the year by the person if that amount 
were calculated by reference to the information provided. in 
the return filed for the year pursuant to that subsection 


exceeds 


(ii) the amount that is deemed by that subsection to.be paid 
for the year by the person. 


Related Provisions: 94(3)(a)(vii) [proposed] — Application to trust deemed resident 
in Canada; 163(2.1) — Interpretation; 163(3) — Burden of proof; 163.2 — Penalty for 
acts of a third party; 163.2(15)(b) — Conduct of employee deemed to be conduct of 
employer; 239(1) — Offence — false statements. See also Related Provisions at end of 
s. 163. 


History: Para: 163(2)(c.3) added by 2007, c. 35, s. 53, applicable to 2007 et seq. 


Subsec. 163(2) amended by 2000, c..12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner’, applicable to 2001 et'seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner’. 


Cls. 163(2)(a)G)(B) and (2)(a)(ii)(B) amended by 2000, c. 19, subsecs. 49(1), (2), ap- 
plicable to 1999 et seg. The cls. formerly read: 


(B) the amount. that would be deemed by subsection 120(2) to have been paid.on 
account of the person’s tax for the year 


(B) the amount that would have been deemed by subsection 120(2) to have been 
paid on account of the person’s tax for the year 


The opening words of subsec. 163(2) amended by 1998, c. 19, subsec. 189(1), applica- 
ble after June 20, 1996. The opening words of subsec. 163(2) formerly read: 


(2) Every person who, knowingly, or under circumstances amounting to gross 
negligence in the carrying out of any duty:or obligation imposed by or under this 
Act, has made or has participated in, assented to:or acquiesced'in the making of, 
a false statement or omission in a return, form, certificate, statement or answer 
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(in this section referred to as a “return”) filed or made in respect of a taxation 
year as required by or under this Act or a regulation, is liable to a penalty of the 
greater of $100 and 50% of the total of 


Para. 163(2)(c.2) amended by 1998, c. 19, s. 45, applicable to 1997 et seq. Para. 
163(2)(c.2) formerly read: 


(c.2) the amount, if any, by which 


(i) the amount that would be deemed under section 126.1 to be an overpay- 
ment on account of the person’s liability under this Part for the year if the 
amount were calculated by reference to the information provided 


exceeds 


(ii) the amount that is deemed under section 126.1 to be an overpayment on 
account of the person’s liability under this Part for the year, 


Para. 163(2)(g) added by 1998, c. 19, subsec. 189(2), applicable after October 1997. 
Para. 163(2)(f) added by 1996, c 21, s. 43, applicable to 1995 et seq. 


Para. 163(2)(e) added by 1995, c. 3, s. 48, applicable to taxation years that end after 
February 22, 1994. 


Para. 163(2)(c.2) added by 1994, c. 8, subsec. 26(1), applicable after 1992. 


Para. 163(2)(b) repealed by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 17(1), applicable 
to 1993 et seq. Para. (b) formerly read: 


(b) the amount, if any, by which 


(i) the amount that would be deemed by subsection 122.2(1) to be paid for 
the year by the person or, where the person is a supporting person of an 
eligible child of an individual for the year (within the meaning assigned by 
subsection 122.2(2)) and resided with the individual at the end of the year, 
by that individual, as the case may be, if that amount were calculated by 
reference to the information provided in the return filed for the year pursuant 
to that subsection 


exceeds 


(ii) the amount that is deemed by subsection 122.2(1) to be paid for the year 
by the person or the individual referred to in subparagraph (i), as the case 
may be, 


Para. 163(2)(c) was added by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 17(2), applica- 
ble to 1991 et seq. 


Selected Cases [subsec. 163(2)]: Panini v. R:, [2006] 5 C.T.C. 12 (FCA) (Penal- 
ties upheld in stock option case where. judge did not. believe explanation for non- 
reporting); Bisaillon v. R., [2006] 4 C.T.C. 2249 (TCC) (Provision creates no criminal 
consequences); Savard v. R., [2005] 1 C.T.C. 144 (FCA) (Penalties reinstated where 
taxpayer aware of deceptive nature of scheme); Villeneuve v. R., [2004] 4°C.T.C. 259 
(FCA) (Participation in fraudulent scheme warranted imposition of penalties); 
Immeubles Equation Inc. v. R., (2004] 4 C.T.C. 2192 (TCC) (Failure to keep adequate 
books and records was gross negligence); Allchin v. R., [2004] 4 C.T.C. 1 (FCA) (Tax 
Court failed to consider possibility of dual residence. Penalty quashed), Julian v. R., 
[2004] 3 C.T.C. 2501 (TCC) (Penalties quashed where lawyer relied on opinion of law 
partner without further due diligence); Simard v. R., [2004] 3 C.T.C. 269 (FCA); rev’g 
in part [2002] 4 C.T.C. 2128 (TCC) (Penalties not to be reduced by trial judge), Klotz 
v. R., [2004] 2 C.T.C. 2892 (TCC) (Failure to exercise due diligence not the same as 
gross negligence); Boucher v. R., [2004] 2 C.T.C. 179 (FCA) (Penalty might be appli- 
cable even if no tax payable); Lamarre v. R. (2000), [2004] 1 C.T.C. 2508 (TCC) (Pen- 
alties upheld where fictional ABIL created); Cumberland Paving & Contracting Ltd. v. 
R., [2003] 4 C.T.C. 2203 (TCC) (Penalties removed where amount paid as soon as 
error discovered); MacKinnon y. R., [2001] 4 C.T.C. 2772 (TCC) (Evidence from crim- 
inal trial admissible in respect of civil penalties); Foisy v. R., (2001] 1 C.T.C. 2606 
(TCC) (Failure to declare gain did not result in loss of exemption or imposition of 
penalty); Pedwell v. R., [2000] 3 C.T.C. 246 (FCA) (Court is bound by basis on which 
assessments made and cannot change that basis); Findlay v. R., [2000] 3 C.T.C. 152 
(FCA); rev’g [1997] 3 C.T.C. 152 (TCC) (If taxpayer not privy to gross negligence of 
return preparer, gross negligence cannot be attributed to taxpayer); Hildebrandt v. R., 
[1997] 3 C.T.C. 2936 (TCC) (Failure to keep adequate records of substantial business 
was gross negligence); MacDonald v. R., [1997] 3 C.T.C. 2195 (TCC) (Penalties applid 
even when CCA available to reduce net tax payable to nil; penalties relate to un- 
declared income, not amount of tax payable); Skukan v. Canada, [1997] 1 C.T.C. 2228 
(TCC) (Minister must have more than hearsay evidence to impose penalties); Wiese v. 
Canada, [1995] 2 C.T.C. 2246 (TCC) (Persistent failure to comply with statutory duty 
to report income sufficient to justify penalty); Hudson Bay Mining & Smelting Co. v. 
Canada, [1989] 2 C.T.C. 309 (FCA); leave to appeal to SCC refused (1990), 106 N.R. 
16 (note) (Company making non-refundable “gift” after sale transaction; amount paid 
held to be part of sale transaction); R. v. Sharma, [1987] 2 C.T.C. 253 (Ont SC) (Civil 
penalty upon tax evasion not criminal guilt under Charter); De Graaf v. R., [1985] 1 
C.T.C. 374 (FCTD) (Penalties imposed on sole operator of business); Venne v. R., 
[1984] C.T.C. 223 (FCTD) (Penalties quashed when taxpayer relied completely on 
bookkeeper); R. v. Columbia Enterprises Ltd., [1983] C.T.C. 204 (FCA) (Penalty lev- 
ied when intent and conduct of accountant attributed to taxpayer); May v. R., [1982] 
C.T.C. 66 (FCTD) (Penalty levied for failing to report profit on income account); R. v. 
Whittle, 79 D.T.C. 5011 (BC SC) (Assessment of penalty is administrative and civil 
matter; writ of prohibition denied); Cloutier v. R., [1978] C.T.C. 702 (FCTD) (Penalty 
for gross negligence upheld against taxpayer failing to include advances from con- 
trolled corporation); Beech v. R., [1977] C.T.C. 361 (FCTD) (Penalty upheld against 
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taxpayer not providing accountants with sufficient information); Danalan Investments 
Ltd. v. MNR, {1973] C.T.C. 251 (FCTD) (Penalties imposed on taxpayer not revealing 
relationships with associated companies); MNR v. Weeks, [1972] C.T.C..60 (FCTD) 
(No false statement where taxpayer relied on accountant’s error), MNR v. Panko, 
[1971] C.T.C. 467 (SCC) (Penalties imposed after taxpayer convicted for same 
offences); Udell v. MNR, [1969] C.T.C. 704 (Exch.) (Taxpayer not liable for penalty 
upon errors due to gross negligence of accountant). 


Interpretation Bulletins: IT-256R: Gains from theft, defalcation or embezzlement. 


Information Circulars: 73-10R3: Tax evasion; 00-1R2: Voluntary disclosures 
program. 


Application Policies: SR&ED 96-05; Penalties under subsec. 163(2). 
Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


CRA Audit Manual: 11.3.3: Application of losses; 11.3.7: Assessment after the 
normal (re)assessment period and penalty for false statements or omissions; 11.6.2 and 
Appendix A-11.2.21: Penalty recommendation report; 28.4.0: False statements or 
omissions. 


(2.1) Interpretation — For the purposes of subsection (2), the tax- 
able income reported by a person in the person’s return for a taxa- 
tion year shall be deemed not to be less than nil and the “understate- 
ment of income” for a year of a person means the total of 


(a) the amount, if any, by which 


(i) the total of all amounts that were not reported by the per- 
son in the person’s return and that were required to be in- 
cluded in computing the person’s income for the year 


exceeds 


(ii) the total of such of the amounts deductible by the person 
in computing the person’s income for the year under the pro- 
visions of this Act as were wholly applicable to the amounts 
referred to in subparagraph (i) and were not deducted by the 
person in computing the person’s income for the year re- 
ported by the person in the person’s return, 


(b) the amount, if any, by which 


(i) the total of all amounts deducted by the person in comput- 
ing the person’s income for the year reported by the person 
in the person’s return 


exceeds 


(ii) the total of such of the amounts referred to in subpara- 
graph (i) as were deductible by the person in computing the 
person’s income for the year in accordance with the provi- 
sions of this Act, and 


(c) the amount, if any, by which 


(i) the total of all amounts deducted by the person (otherwise 
than by virtue of section 111) from the person’s income for 
the purpose of computing the person’s taxable income for the 
year reported by the person in the person’s return 


exceeds 


(ii) the total of all amounts deductible by the person (other- 
wise than by virtue of section 111) from the person’s income 
for the purpose of computing the person’s taxable income for 
the year in accordance with the provisions of this Act. 


Related Provisions: 163(3) — Burden of proof; 163(4) — Effect of carryback of _ 


losses etc. 


Selected Cases [subsec. 163(2.1)]: Roy y. R., [2001] 3 C.T.C. 226 (FCA) (CCA 
cannot be claimed to reduce penalty). 


(2.2) False statement or omission — Every person who, 
knowingly or under circumstances amounting to gross negligence, 
has made or has participated in, assented to or acquiesced in the 
making of, a false statement or omission in a renunciation that was 
to have been effective as of a particular date and that is purported to 
have been made under any of subsections 66(10) to (10.3), (12.6), 
(12.601) and (12.62), otherwise than because of the application of 
subsection 66(12.66), is liable to a penalty of 25% of the amount, if 
any, by which 


(a) the amount set out in the renunciation in respect of Canadian 
exploration expenses, Canadian development expenses or Cana- 
dian oil and gas property expenses — 
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exceeds 


(b) the amount in respect of Canadian exploration expenses, Ca- 
nadian development expenses or Canadian oil and gas property 
expenses, as the case may be, that the corporation was entitled 
under the applicable subsection to renounce as of that particular 
date. 


Related Provisions: 163(2.21) — Penalty relating to 66(12.66); 163(3) — Burden of 
proof. See also Related Provisions at end of s. 163. 


History: The opening words of subsec. 163(2.2) amended by 1997, c. 25, subsec. 
52(1), applicable to acts and omissions that occur after April 25, 1997 except that, in 
connection with purported renunciations made before 1999, the expression “(12.601) 
and (12.62)” in subsec. (2.2) shall be read as “(12.601), (12.62) and (12.64)”. The 
opening words formerly, read: 


(2.2) Every person who, knowingly or under circumstances amounting to gross 
negligence, has made or has participated.in, assented to or acquiesced in the 
making of, a false statement or omission in any renunciation that is effective as 
of a particular date and that is made under any of subsections 66(10) to (10.3), 
(12.6), (12.601), (12.62) and (12.64) is liable to a penalty of 25% of the amount, 
if any, by which 


The opening words of subsec. 163(2.2) amended by 1994, c. 8, subsec. 26(2), applica- 
ble from May 12, 1994. They formerly read: 


(2.2) Every person who, knowingly or under circumstances amounting to gross 
negligence, has made or has participated in, assented to or acquiesced in the 
making of, a false statement or omission in any renunciation that is effective as 
of a particular date and that is made under any of subsections 66(10) to (10.3), 
(12.6), (12.62) and (12.64) is liable to a penalty of 25% of the amount, if any, by 
which 


Information Circulars: 00-1R2: Voluntary disclosures program. 


(2.21) False statement or omissions with respect to look- 
back rule — A person is liable to the penalty determined under 
subsection (2.22) where the person, 


(a) knowingly or under circumstances amounting to gross negli- 
gence has made or has participated in, assented to or acquiesced 
in the making of, a false statement or omission in a document 
required to be filed under subsection 66(12.73) in respect of a 
renunciation purported to have been made because of the appli- 
cation of subsection 66(12.66); or 


(b) fails to file the document on or before the day that is 24 
months after the day on or before which it was required to be 
filed. 


History: Subsec. 163(2.21) added by 1997, c. 25, subsec. 52(2), applicable April 25, 
1997. 


(2.22) Penalty — For the purpose of subsection (2.21), the penalty 
to which a person is liable in respect of a document required to be 
filed under subsection 66(12.73) is equal to 25% of the amount, if 
any, by which 
(a) the portion of the excess referred to in subsection 66(12.73) 
in respect of the document that was known or that ought to have 
been known by the person 


exceeds 


(b) where paragraph (2.21)(b) does not apply, the portion of the 
excess identified in the document, and 


(c) in any other case, nil. 


Related Provisions: 162(7) — Additional penalty. See additional Related Provisions 
at end of s. 163. 


History: Subsec. 163(2.22) added by 1997, c. 25, subsec. 52(2), applicable April 25, 
1997. 


(2.3) Idem — Every person who, knowingly or under circum- 
stances amounting to gross negligence, makes or participates in, as- 
sents to or acquiesces in the making of, a faise statement or omis- 
sion in a prescribed form required to be filed under subsection 
66(12.691) or (12.701) is liable to a penalty of 25% of the amount, 
if any, by which 

(a) the assistance required to be reported in respect of a person 

or partnership in the prescribed form 


exceeds 


(b) the assistance reported in the prescribed form in respect of 
the person or partnership. 


S. 163(2.4)(d)(i) 


Related Provisions: See Related Provisions at end of s. 163. 
History: Subsec. 163(2.3) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 135(1). 


(2.4) False statement or omission [re foreign asset report- 
ing] — Every person or partnership who, knowingly or under cir- 
cumstances amounting to gross negligence, makes or participates 
in, assents to or acquiesces in, the making of a false statement or 
omission in a return is liable to a penalty of 


(a) where the return is required to be filed under section 233.1, 
$24,000; 


(b) where the return is required to be filed under section 233.2, 
the greater of 


(i) $24,000, and 


(ii) 5% of the total of all amounts each of which is the fair 
market value of property transferred or loaned (determined as 
of the time of the transfer or loan) because of which there 
would, if no other transfer or loan were taken into account, 
be an Oplieation, to file xis return; 


Me last taxation year - of fhe a st. in eh BP wh 
return is required; : 


Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 
sec. 171), wu amend ee 163(2. NGG ve as above, applicable to taxation years 


lotes Seon 10, 2010): Subsection. 1 163: 4) i imposes a penalty on any 
ir partn hip that, on j der circumstances fens to oe 
negligence, has or has pat 
of a false stater 
233.1 to 233.6. 


‘required to be filed under any ee sections 
penalty under paragraph 1 4)(b) relates to a return required 


a ‘consequence of Hao made to the non- 
annual Teporting oe in respect | of 


jount under nbaded subsection 162(10.1) in respect of late- 
ed i / subsection 163(2.41), the. definitions and rules in subsec- 
tions 94(1), Q) and (9) generally apply. Subsection 163(2.41) is similar to amended — 
subsection 233. 20), described i in greater detail in the commentary [to 233.2 — ed.]. 


nendments apply to returns i espect of taxation years that end after 2006. _ 
They also apply to returns in respect of an earlier taxation of a taxpayer (e.g., a trust, 
beneficiary under the trust or contributor to the trust) if new subsection 94(3) applies 
(because of a valid election by the trust under the coming-into-force : 
new section 94) to that + taxation year of the taxpayer. 


(c) where the return is required to be filed under section 233.3 
for a taxation year or fiscal period, the greater of 


(i) $24,000, and 


(ii) 5% of the greatest of all amounts each of which is the 
total of the cost amounts to the person or partnership at any 
time in the year or period of a specified foreign property (as 
defined by subsection 233.3(1)(a)) of the person or partner- 
ship in respect of which the false statement or omission is 
made; 


(d) where the return is required to be filed under section 233.4 
for a taxation year or fiscal period, the greater of 


(i) $24,000, and 
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(ii) 5% of the greatest of all amounts each of which is the 
total of the cost amounts to the person or partnership at any 
time in the year or period of a property of the person or part- 
nership that is a share of the capital stock or indebtedness of 
the foreign affiliate in respect of which the return is being 
filed; and 


(e) where the return is required to be filed under section 233.6 
for a taxation year or fiscal period, the greater of 


(i) $2,500, and 
(ii) 5% of the total of 


(A) all amounts each of which is the fair market value of 
a property that is distributed to the person or partnership 
in the year or period by the trust and in respect of which 
the false statement or omission is made, and 


(B) all amounts each of which is the greatest unpaid prin- 
cipal amount of a debt that is owing to the trust by the 
person or partnership in the year or period and in respect 
of which the false statement or omission is made. 
Related Provisions: 162(10), (10.1)—Penalty for failure to file return; 
163(2.41) — Application to trust contributions; 163(2.5) — Shares or debt owned by 
controlled foreign affiliate; 163(2.6), (2.7) — Application to partnerships; 163(2.9) — 
Where partnership liable to penalty; 163(2.91) — Application to non-resident trusts; 
233.2(4.1) — Foreign arrangements similar to trusts, 233.5 — Due diligence defence to 
penalty. 
History: Subsec. 163(2.4) added by 1997, c. 25 subsec. 52(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 
Information Circulars: 00-1R2: Voluntary disclosures program. 


CRA Audit Manual: 15.7.5: Foreign reporting requirements — penalties. 


Proposed Addition — 163(2.41) 


(2.41) Application to trust contributions — In subparagraph 
(2.4)(b)(ii), subsections 94(1), (2) and (9) apply... 
Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 
sec. 17(2), will add subsec. 163(2.41), applicable to taxation years that end after 
2006, and to returns in respect of an earlier taxation year of a taxpayer if subsec. _ 
94(3), as amended, applies to that earlier taxation year of the aRpayeh | es, 


Technical Notes (Sept. 10, 2010): See under 163(2.4)(b). 


(2.5) Shares or debt owned by controlled foreign affili- 
ate — For the purpose of paragraph (2.4)(d), 


(a) shares or indebtedness owned by a controlled foreign affili- 
ate of a person or partnership are deemed to be owned by the 
person or partnership; and 


(b) the cost amount at any time of such shares or indebtedness to 
the person or partnership is deemed to be equal to 20% of the 
cost amount at that time to the controlled foreign affiliate of the 
shares or indebtedness. 
Related Provisions: 163(2.6) — Application to partnerships; 163(2.91) — Applica- 
tion to non-resident trusts. 


History: Subsec. 163(2.5) added by 1997, c. 25 subsec. 52(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 


(2.6) Application to partnerships — For the purposes of para- 
graph (2.4)(d) and subsection (2.5), in determining whether a non- 
resident corporation or trust is a foreign affiliate or a controlled for- 
eign affiliate of a partnership 


(a) the definitions “direct equity percentage” and “equity per- 
centage” in subsection 95(4) shall be read as if a partnership 
were a person; and 


(b) the definitions “controlled foreign affiliate” and “foreign af- 
filiate’”’ in subsection 95(1) shall be read as if a partnership were 
a taxpayer resident in Canada. 


History: Subsec. 163(2.6) added by 1997, c. 25 subsec. 52(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 


(2.7) Application to partnerships — For the purpose of subsec- 
tion (2.4), each act or omission of a member of a partnership in 
respect of an information return required to be filed by the partner- 
ship under section 233.3, 233.4 or 233.6 is deemed to be an act or 
omission of the partnership in respect of the return. 
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Related Provisions: 163(2.8) — Tiers of partnerships. 


History: Subsec. 163(2.7) added by 1997, ¢. 25 subsec. 52(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 


(2.8) Application to members of partnerships — For the pur- 
poses of this subsection and subsection (2.7), a person who is a 
member of a partnership that is a member of another partnership is 
deemed to be a member of the other partnership. 


History: Subsec. 163(2.8) added by 1997, c. 25 subsec. 52(3), applicable to returns 
required to be filed on or before a day that is after April 29, 1998. 


(2.9) Where partnership liable to penalty — Where a partner- 
ship is liable to a penalty under subsection (2.4) or section 163.2 or 
237.1, sections 152, 158 to 160.1, 161, and 164 to 167 and Division 
J apply, with any changes that the circumstances require, in respect 
of the penalty as if the partnership were a corporation. 


Proposed Amendment — 163(2.9) 


(2.9) Where partnership liable to penalty — Where a part- 
nership is liable to a penalty under subsection (2.4) or section 
163.2, 237.1 or 237.3, sections 152, 158 to 160.1, 161 and 164 to © 
167 and Division J apply, with any changes that the circumstances 
require, in respect of the penalty as if the partnership were a 
Conporatoni: SF oeia eaten rn isiabit aa eens 17 ts 
Application: 1 ugust 27, 2010 draft legislation (Part 3 — other amendments), s. 
95, will amend subsec. 163(2.9) to read as above, applicable in respect of avoidance 
transactions that are entered into after 2010 or that are part of a series of transactions 
that began before 2011 and is completed after 2010. SENOS POLST 


Technical Notes (Sept. 10, 2010): Subsection 163(2.9) allows apen 


alty imposed 


under subsection 163(2.4) to be assessed agait rS 

sions of the Act relating to assessments, interest, refunds, objections and appeals with 
respect to the penalty as if the partnership were a corporation. Subsection 163(2.9) is 
amended to apply to a penalty assessed against a partnership under the proposed re- 
portable transactions rules in new subsection 237.3(8).. oe 


History: Subsec. 163(2.9) amended by 2000, c. 19, subsec. 49(3), in force June 29, 
2000 (Royal Assent). The subsec. formerly read: 


(2.9) Where a partnership is liable to a penalty under subsection (2.4), sections 
152, 158 to 160.1, 161 and 164 to 167 and Division J apply, with any modifica- 
tions that the:circumstances require, to the penalty as if the partnership were a 
corporation. 


Subsec. 163(2.9) added by 1997, c. 25 subsec. 52(3), applicable to returns required to 
be filed on or before a day that is after April 29, 1998. 


(2.91) Application to non-resident trusts — For the purposes 
of this subsection, paragraph (2.4)(d) and subsection (2.5), 


(a) a non-resident trust is deemed to be a controlled foreign affil- 
iate of each beneficiary of which the trust is a controlled foreign 
affiliate for the purpose of section 233.4; 


(b) the trust is deemed to be a non-resident corporation having a 
capital stock of a single class divided into 100 issued shares; 


(c) each beneficiary under the trust is deemed to own at any time 


the number of the issued shares of the corporation that is equal 
to the proportion of 100 that 


(i) the fair market value at that time of the beneficiary’s ben- 
eficial interest in the trust 


is of 
(ii) the fair market value at that time of all beneficial interests 
in the trust; and 


(d) the cost amount to a beneficiary at any time of a share of the 
corporation is deemed to be equal to the amount determined by 
the formula 


A 
B 


where 


A is the fair market value at that time of the beneficiary’s bene- 
ficial interest in the trust, and 


B is the number of shares deemed under paragraph (c) to be 
owned at that time by the beneficiary in respect’ of the 
corporation. 
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nst a partnership and applies the provi- 


Division I — Returns, Assessments, Payment and Appeals 


History: Subsec. 163(2:91) added by 1997, c. 25 subsec. 52(3), applicable to returns 
required to be filed on or before a day. that is after April 29, 1998... 


(3) Burden of proof in respect of penalties — Where, in an 
appeal under this Act, a penalty assessed by the Minister under this 
section or section 163.2 is in issue, the burden of establishing the 
facts justifying the assessment of the penalty is on the Minister. 
Related Provisions: 15.1(5)— Small business development ‘bond'— penalties; 
15.2(5) — Small business bond — penalties; 163.2(10) — Exception where valuation 
wrong by more than prescribed percentage. 
History: Subsec. 163(3) amended by 2000, c. 19, subsec. 49(4), in force June 29, 2000 
(Royal Assent). The subsec. formerly read: 

(3) Where, in any appeal under this Act, any penalty assessed’ by. the Minister 


under this section isin issue, the burden of establishing the facts justifying ‘the 
assessment of the penalty is on the Minister. 


Selected Cases [subsec. 163(3)]: Dick v. MNR, [1991] 2 C.T.C. 2034: (TCC) 
(Since Minister failed to show fraud or misrepresentation reassessments for. two. taxa- 
tion years statute-barred); Levy v. MNR, [1989] 2 C.T.C. 151 (FCTD) (Penalties re- 
duced in proportion to reduction of taxpayer’s income under net worth assessments); R. 
v. Taylor, [1984] C.T.C. 436 (FCTD) (Burden of proof in appeal from assessment and 
in appeal. of penalty remains with taxpayer and Crown respectively); Decore v. R., 
[1974] C.T.C. 791 (FCA) (Penalty denied when accountant of taxpayer not grossly 
negligent). 


CRA Audit Manual: 28.4.8: Burden of proof. 


(4) Effect of carryback of losses etc. — In determining under 
subsection (2.1) the understatement of income for a taxation year of 
a-person, the following amounts shall be deemed not to be deducti- 
ble or excludable in computing the person’s income for the year: 


(a) any amount that may be deducted under section 41 in respect 
of the person’s listed-personal-property loss for a subsequent 
taxation year; 


(b) any amount that may be excluded from the person’s income 
because of section 49 in respect of the exercise of any option in 
a subsequent taxation year; 


(b.1), any amount that may be deducted under subsection 
147.2(4) in computing the person’s income for the year because 
of the application of subsection 147.2(6) as a result of the per- 
son’s death in the subsequent taxation year; and 


(c) any amount that may be deducted in computing the person’s 
income for the year because of an election made under para- 
graph 164(6)(c) or (d) in a subsequent taxation year by the per- 
son’s legal representative. 


History: Para. 163(4)(b.1) added by 1998, c. 19, subsec. ee). applicable to taxpay- 
ers who die-after 1992. 


Subsec. 163(4) added by 1994, c. 7, Sch. If (1991, c. 49), subsec: 135(2), applicable to 
amounts referred to in the subsec. in respect of subsequent taxation years ending after 
July 13, 1990. 


Related Provisions [s. 163]: 18(1)(t) — Penalty is non-deductible; 161(11) — In- 
terest on penalty; 180.01(4), 180.2(6), 181.7, 183(3), 183.2(2), 185.2(2), 187(3), 187.6, 
189(8), 190.21, 191.4(2), 195(8), 196(4), 197(6), 202(3), 204.3(2), 204.7(3), 204.87, 
204.93, 204.94(4), 207(3), 207.07(3), 207.2(3), 207.4(2), 207.7(4), 208(4), 209(5), 
210.2(7), 211.5,;-211.6(5), 211.91), 218.2(5), 218.3(10), 219(3), 247(11) — Provi- 
sions of s. 163 apply for purposes of Parts I.01, 1.2, 1.3, IL, IL1, M1, 1V,1V.1, V, VI, 
VII, VI, VII, (1X, .1, X, K.1, X.2, K.3, X.4, X.5, XI, XI.01, X11, X12, X13, XII, 
XII.1, XII.2, XI.3, XII.4, XII.6, XII.1, XII.2, XIV and XVI.1 respectively; 
220(3.1) — Waiver of penalty; 227(10.01), (10.1) — Provisions of s. 163 apply to 
withholding taxes under Parts XII.5 and XIII; 239(3) — Penalty assessment cannot be 
issued after charge laid if person convicted. 


Selected Cases [s. 163]: Gagnon v. R., [2005] 3 C.T.C. 2037 (TCC) (Failure to 
declare receipt of dividend even with no T5 was gross negligence); Cété v. R., [1999] 3 
C.T.C. 2373 (TCC) (Gifts valid but valuations exaggerated; penalties upheld); Pompa 
y. Canada, [1995] 1 C.T.C. 466 (FCA) (Judge cannot use facts from another proceed- 
ing where those facts not entered in evidence in case to be decided). 


Definitions [s. 163]: “amount”, “assessment” — 248(1); “Canadian development 
expense” — 66.2(5), 248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Ca- 
nadian oil and gas property expense” — 66.4(5), 248(1); “child” — 252(1); “cohab- 
iting spouse or common-law partner” — 122.6; “common-law partner” — 248(1); 
“controlled foreign affiliate’ — 95(1), 248(1); “corporation” — 163(2.91)(b), 248(1), 
Interpretation Act 35(1); “fiscal period’ — 249.1; “individual”, “Minister” — 248(1); 
“net capital loss”, “non-capital loss” — 111(8), 248(1); “non-resident” — 248(1); 


“owned” — 163(2.5); “person”, “prescribed”, “property” — 248(1); “restricted farm 


loss” — 31, 248(1); “return” — 163(2); “specified foreign property” — 233.3(1); “tax 
payable” — 248(2); “taxable income” — 2(2), 248(1); “taxation year” — 249; 
“trust” — 104(1), 248(1), (3); “understatement of income” — 163(2.1). 
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163.1 Penalty for late or deficient instalments — Every per- 
son who fails to pay all or any part of an instalment of tax for a 
taxation year on or before the day on or before which the instalment 
is required by this Part to be paid is liable to a penalty equal to 50% 
of the amount, if any, by which 


(a) the interest payable by the person under section 161 in re- 
spect of all instalments for the year 


exceeds the greater of 
(b) $1,000, and 


(c) 25% of the interest that would have been payable by the per- 

son under section 161 in respect/of all instalments for the year if 

no instalment had been made for that year. 
Related Provisions: 18(1)(t) — Penalty is non-deductible; 161(2.2) — Offset inter- 
est from prepaying instalments; 161(4) — Interest — limitation — farmers and fisher- 
men; 161(4.01) — Limitation — other individuals; 161(4.1) — Limitation — corpora- 
tions; 161(7) — Effect of carryback of loss, etc.; 161(11) — Interest on penalties; 
211.5(2) — Interest on instalments of Part XII.3 tax; 220(3.1)— Waiver or cancella- 
tion of interest. See also at end of s. 163. 


Definitions [s. 163.1]: “amount” — 248(1); “instalment” — 155=157; “person” — 
248(1); “taxation year’ — 249. 


Information Circulars: 00-1R2: Voluntary disclosures program; 07-1: Taxpayer 
relief provisions. 


Misrepresentation of a Tax Matter by a Third 
Party 


163.2 [Third party civil penalties] — (1) Definitions — The 
definitions in this subsection apply in this section. 


“culpable conduct”, means conduct, whether an act or a failure to 
act, that 
(a) is tantamount to intentional conduct; 


(b) shows. an indifference as to whether this Act is complied 

with; or 

(c) shows a wilful, reckless or wanton. disregard of the.law. 
Related Provisions: 149.1(4.1)(c) — Definition applies for revoking charity’s regis- 
tration; 188.1(9) — Definition applies to charity false-statement penalty. 


“entity” includes an association, a corporation, a fund, a joint ven- 
ture, an organization, a partnership, a syndicate and a trust. 


“excluded activity’’, 
tivity of 


in respect of a false statement, means the ac- 


(a) promoting or selling (whether as principal or agent or di- 
rectly or indirectly) an arrangement, an entity, a plan, a property 
or a scheme (in this definition referred to as the “arrangement’) 
where it can reasonably be considered that 


(i) subsection 66(12.68) applies to the arrangement, 


(ii) the definition “tax shelter” in subsection 237.1(1) applies 
to.a person’s interest in the arrangement, or 


(iii) one of the main purposes for a person’s participation in 
the arrangement is to- obtain a tax benefit; or 


(b) accepting (whether as principal or agent or directly or indi- 
rectly) consideration in respect of the promotion or sale of an 
arrangement. 


“false statement” includes a statement that is misleading because 
of an omission from the statement. 


Related Provisions: 149.1(4.1)(c) — Definition applies for revoking charity’s regis- 
tration; 188.1(9) — Definition applies to charity false-statement penalty. 


“gross compensation” of a particular person at any time, in respect 
of a false statement that could be used by or on behalf of another 
person, means all amounts to. which the particular person, or any 
person not dealing at arm’s length with the particular person, is en- 
titled, either before or after that time and either absolutely or contin- 
gently, to receive or obtain in respect of the statement. 


Related Provisions: 163.2(12)(c) — Exclusion of penalty assessed to another person 
under subsec. (5). 
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“gross entitlements” of a person at any time, in respect of a plan- 
ning activity or a valuation activity of the person, means all 
amounts to which the person, or another person not dealing at arm’ s 
length with the person, is entitled, either before or after that time 
and either absolutely or contingently, to receive or obtain in respect 
of the activity. 

Related Provisions: 163.2(12) — Special rules re gross entitlements. 


“participate” includes 
(a) to cause a subordinate to act or to omit information; and 


(b) to know of, and to not make a reasonable attempt to prevent, 
the participation by a subordinate in an act or an omission of 
information. 


“person” includes a partnership. 


“planning activity” includes 


(a) organizing or creating, or assisting in the organization or cre- 
ation of, an arrangement, an entity, a plan or a scheme; and 


(b) participating, directly or indirectly, in the selling of an inter- 
est in, or the promotion of, an arrangement, an entity, a plan, a 
property or a scheme. 


“subordinate”, in respect of a particular person, includes any other 
person over whose activities the particular person has direction, su- 
pervision or control whether or not the other person is an employee 
of the particular person or of another person, except that, if the par- 
ticular person is a member of a partnership, the other person is nota 
subordinate of the particular person solely because the particular 
person is a member of the partnership. 


“tax benefit” means a reduction, avoidance or deferral of tax or 
other amount payable under this Act or an increase in a refund of 
tax or other amount under this Act. 


“valuation activity” of a person means anything done by the per- 
son in determining the value of a property or a service. 


(2) Penalty for misrepresentations in tax planning ar- 
rangements — Every person who makes or furnishes, partici- 
pates in the making of or causes another person to make or furnish a 
statement that the person knows, or would reasonably be expected 
to know but for circumstances amounting to culpable conduct, is a 
false statement that could be used by another person (in subsections 
(6) and (15) referred to as the “other person”) for a purpose of this 
Act is liable to a penalty in respect of the false statement. 

Related Provisions: 18(1)(t) — Penalty is non-deductible; 161(11)— Interest on 
penalty; 163(2.9) — Where partnership is liable to penalty; 163(3) — Burden of proof 
of penalty is on CRA; 163.2(3) — Amount of penalty; 163.2(4) — Alternative penalty, 
163.2(6) — Reliance in good faith on information provided; 163.2(8) — Multiple false 
statements in respect of one arrangement, 163.2(12) — Special rules re gross entitle- 
ments; 163.2(14) — Where penalty applies under both (2) and (4); 163.2(15) — Trans- 
fer of liability of certain employees to employer; 188.1(9), (10) — Alternative penalty 
relating to charity receipt; 220(3.1) — Waiver of penalty; 239(3) — Penalty cannot be 
assessed after charge laid if person convicted. See also at end of s. 163 re application to 
other Parts. 


Information Circulars: 00-1R2: Voluntary disclosures program; 01-1: Third-party 
civil penalties. 

Registered Charities Newsletters: 18 (charitable donation tax shelter 
arrangements). . 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


(3) Amount of penalty — The penalty to which a person is liable 
under subsection (2) in respect of a false statement is 


(a) where the statement is made in the course of a planning ac- 
tivity or a valuation activity, the greater of $1,000 and the total 
of the person’s gross entitlements, at the time at which the notice 
of assessment of the penalty is sent to the person, in respect of 
the planning activity and the valuation activity; and 


(b) in any other case, $1,000. 
(4) Penalty for participating in a misrepresentation — 


Every person who makes, or participates in, assents to or acquiesces 
in the making of, a statement to, or by or on behalf of, another per- 
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son (in this subsection and subsections (5) and (6), paragraph 12(c) 
and subsection (15) referred to as the “other person”) that the per- 
son knows, or would reasonably be expected to know but for cir- 
cumstances amounting to culpable conduct, is a false statement that 
could be used by or on behalf of the other person for a purpose of 
this Act is liable to a penalty in respect of the, false statement. 


Related Provisions: 18(1)(t)— Penalty is non-deductible; 161(11) — Interest on 
penalty; 163(2.9) — Where partnership is liable to penalty; 163(3) — Burden of proof 
of penalty is on CRA; 163.2(2) — Alternative penalty; 163.2(5) — Amount of penalty; 
163.2(6) — Reliance in good faith on information provided; 163.2(14) — Where pen- 
alty applies under both (2) and (4); 163.2(15) — Transfer of liability of certain employ- 
ees to employer; 188.1(9), (10) — Alternative penalty relating to charity receipt; 
220(3.1) — Waiver of penalty; 239(3) — Penalty cannot be assessed after charge laid 
if person convicted. See also at end of s. 163 re application to other Parts. 


Information Circulars: 00-1R2: Voluntary disclosures program; 01-1: Third-party 
civil penalties. 


Registered Charities Newsletters: 18 shelter 


arrangements). 


(charitable donation tax 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


(5) Amount of penalty — The penalty to which a person is liable 
under subsection (4) in respect of a false statement is the greater of 


(a) $1,000, and 
(b) the lesser of 


(i) the penalty to which the other person would be liable 
under subsection 163(2) if the other person made the state- 
ment in a return filed for the purposes of this Act and knew 
that the statement was false, and 


(ii) the total of $100,000 and the person’s gross compensa- 
tion, at the time at which the notice of assessment of the pen- 
alty is sent to the person, in respect of the false statement that 
could be used by or on behalf of the other person. 


Related Provisions: 163.2(4) — Meaning of “other person”. 


(6) Reliance in good faith — For the purposes of subsections (2) 
and (4), a person (in this subsection and in subsection (7) referred to 
as the “advisor”) who acts on behalf of the other person is not con- 
sidered to have acted in circumstances amounting to culpable con- 
duct in respect of the false statement referred to in subsection (2) or 
(4) solely because the advisor relied, in good faith, on information 
provided to the advisor by or on behalf of the other person or, be- 
cause of such reliance, failed to verify, investigate or correct the 
information. i 


Related Provisions: 163.2(2), (4) — Meaning of “other person”; 163.2(7) — No 
application to “excluded activity” such as selling tax shelters. 


(7) Non-application of subsec. (6) — Subsection (6) does not 
apply in respect of a statement that an advisor makes (or partici- 


pates in, assents to or acquiesces in the making of) in the course of 


an excluded activity. 


(8) False statements in respect of a particular arrange- 
ment — For the purpose of applying this section (other than sub- 
sections (4) and (5)), 


(a) where a person makes or furnishes, participates in the mak- 


ing of or causes another person to make or furnish, two or more - 


false statements, the false statements are deemed to be one false 
statement if the statements are made or furnished in the course 
of 


(i) one or more planning activities that are in respect of a 
particular arrangement, entity, plan, property or scheme, or 


(ii) a valuation activity that is in respect of a particular pro- 
perty or service; and 


(b) for greater certainty, a particular arrangement, entity, plan, 
property or scheme includes an arrangement, an entity, a plan, a 
property or a scheme in respect of which 


(i) an interest is required to have, or has, an identification 
number issued under section 237.1 that is the same number 
as the number that applies to each other interest in the 
property, ; 
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(11) a selling instrument in respect of flow-through shares is 
required to be filed with the Minister because of subsection 
66(12.68), or 


(iii) one of the main purposes for a person’s participation in 
the arrangement, entity, plan or scheme, or a person’s acqui- 
sition of the property, is'to obtain a tax benefit. 


_ (9) Clerical services — For the purposes of this section, a person 
_ is not considered to have made or furnished, or participated in, as- 
sented to or acquiesced in the making of, a false statement solely 
_ because the person provided clerical services (other than bookkeep- 
_ ing services) or secretarial services with respect to the statement. 


_ (10) Valuations — Notwithstanding subsections (6) and 163(3), a 
statement as to the value of a property or a service (which value is 
_ in this’ subsection referred to as the “stated value”), made by the 
person who opined on the stated value or by a person in the course 
of an excluded activity is deemed to be a statement that the person 
would. reasonably be expected to know, but for circumstances 
amounting to culpable conduct, is a false statement if the stated 
value is 


(a) less than the product obtained when the prescribed percent- 
age for the property or service is. multiplied by the fal market 
value of the property or service; or 


(b) greater than the product obtained when the prescribed per- 
centage for the property or service is multiplied by the fair mar- 
ket varie of the Suse or service. 


n range established by Hes or centages should be 


would exist t under a ent that is based “upon a 200% sda 


good faith cael then only if the Secretary 
pee ‘of subsection ‘67000012 of . IRC. In oe 


fee Sapcat 
that a particu 
is, on an ex post facto basis, p 


re, | it would be inappropri 
Proven to be inaccurate by 


re anticipate a deviation range for all valuations that pe ines than 200 
ther the de 


ate “p rescribed” for the purpose of sayiak new subsection 163.2(10) of the Act, be 


Giictive only for statements made after the day on which they are announced. 


S. 163.2(15)(a) 


General Director, Ta Ledislate Division, Tax Policy Branc 


Related Provisions: 163.2(11) — Exception where valuation was reasonable and 
made in good faith. 


Registered. Charities Newsletters: shelter 


arrangements). 


18. (charitable . donation tax 


(11) Exception — Subsection (10) does not apply to a person in 
respect of a statement as to the value of a property or a’service if the 
personestablishes that the stated value was reasonable in the cir- 
cumstances and that the statement was made in good faith and, 
where applicable, was not based on one or more assumptions that 
the person knew or would reasonably be expected to know, but for 
circumstances amounting to culpable conduct, were unreasonable or 
misleading in the circumstances. 


(12) Special rules — For the purpose of applying this section, 


(a) where a person is assessed a penalty that is referred to in 
subsection (2) the amount of which is based on the person’s 
gross entitlements at any time in respect of a planning activity or 
a valuation activity and, another assessment of the penalty is 
made at a later time, 


(1) if the person’s gross entitlements in respect of the activity 
are greater at that later time, the assessment of the penalty 
made at that later time is deemed to be an assessment of a 
separate penalty, and 


(1i) in any other case, the notice of assessment of the penalty 
sent before that later time: is deemed not to have been sent; 


(b) a person’s gross entitlements at any time in respect of a plan- 
ning activity or a valuation activity, in the course of which the 
person makes or furnishes, participates in the making of or 
causes another person to make or furnish a false statement, shall 
exclude the total of all amounts each of which is the amount of a 
penalty (other than a penalty the assessment of which is void 

--because of subsection (13)) determined under paragraph (3)(a) 
in respect of the false statement for which notice of the assess- 
ment was sent'to the person before that time; and 


(c) where a person is assessed a penalty that is referred to in 
subsection (4), the person’s gross compensation at any time in 
respect of the false statement that could be used by or on behalf 
of the other person shall exclude the total of all amounts each of 
which is the amount of a penalty (other than a penalty the as- 
sessment of which is void because of subsection (13)) deter- 
mined under subsection (5) to the extent that the false statement 
was used by or on behalf of that other person and for which no- 
tice of the assessment Was sent to the person before that time. 


Related Provisions: 163.2(4) — Meaning of “other person”. 


(13) Assessment void — For the purposes of this Act, if an as- 
sessment of a penalty that is referred to in subsection (2) or (4) is 
vacated, the assessment is deemed to be void. 


(14) Maximum penalty — A person who is liable at any time to a 
penalty under both subsections (2) and (4) in respect of the same 
false statement is liable to pay a penalty that is not more than the 
greater of 


(a) the total amount of the penalties to which the person is liable 
at that time under subsection (2) in respect of the statement, and 


(b) the total amount of the penalties to which the person is liable 
at that time under subsection (4) in respect of the statement. 


(15) Employees — Where an employee (other than a specified 
employee or an employee engaged in an excluded activity) is em- 
ployed by the other person referred to in subsections (2) and (4), 


(a) subsections (2)'to (5) do not apply to the employee to the 
extent that the false statement could be used. by or on behalf of 
the other person for a purpose of this Act; and 
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(b) the conduct of the employee is deemed to be that of the other 
person for the purposes of applying subsection 163(2) to the 
other person. 

Related Provisions: 163.2(2), (4) — Meaning of “other person”. 


History [s. 163.2]: S. 163.2 added by 2000, c. 19, s. 50, applicable to statements 
made after June 29, 2000 (Royal Assent). 

Definitions [s. 163.2]: “advisor” — 163.2(6), “amount” — 248(1); “‘arm’s 
length” — 251(1); “assessment” — 248(1); “corporation” — 248(1), Interpretation Act 
35(1); “culpable conduct” — 163.2(1); “employee” — 248(1); “entity”, “excluded ac- 
tivity” — 163.2(1); “false statement” — 163.2(1); “flow-through share’ — 66(15), 
248(1); “gross compensation” — 163.2(1), (12)(c); “gross entitlements” — 163.2(1); 
“Minister? — 248(1); “other person” — 163.2(2), (4); “participates” — 163.2(1); “per- 
son” — 163.2(1), 248(1); “planning activity” — 163.2(1); “prescribed”, “property”, 
“specified employee” — 248(1); “subordinate”, “tax benefit’ — 163.2(1); “trust” — 
104(1), 248(1), (3); “valuation activity” — 163.2(1). 

Information Circulars [s. 163.2]: 01-1: Third-party civil penalties. 

LT. Technical News [s. 163.2]: 32 (application of penalties), 34 (third party 
penalties). 


CRA Audit Manual [s. 163.2]: 28.5.0: Third-party civil penalties. 
Refunds 


164. (1) Refunds — If the return of a taxpayer’s income for a tax- 
ation year has been made within 3 years from the end of the year, 
the Minister 
(a) may, 
(i) before sending the notice of assessment for the year, 
where the taxpayer is, for any purpose of the definition “Te- 
fundable investment tax credit” (as defined in subsection 
127.1(2)), a qualifying corporation (as defined in that subsec- 
tion) and claims in its return of income for the year to have 
paid an amount on account of its tax payable under this Part 
for the year because of subsection 127.1(1) in respect.of its 
refundable investment tax credit. (as defined in subsection 
127.1(2)), refund all or part of any amount claimed in the 
return as an overpayment for the year, not exceeding the 
amount by which the total determined under paragraph (f) of 
the definition “refundable investment tax credit” in subsec- 
tion 127.1(2) in respect of the taxpayer for the year exceeds 
the total determined under paragraph (g) of that definition in 
respect of the taxpayer for the year, 


(ii) before sending the notice of assessment for the year, 
where the taxpayer is a qualified corporation (as defined in 
subsection 125.4(1)) or an eligible production corporation (as 
defined in subsection 125.5(1)) and an amount is deemed 
under subsection 125.4(3) or 125.5(3) to have been paid on 
account of its tax payable under this Part for the year, refund 
all or part of any amount claimed in the return as an overpay- 
ment for the year, not exceeding the total of those amounts so 
deemed to have been paid, and 


(iii) on or after sending the notice of assessment for the year, 
refund any overpayment for the year, to the extent that the 
overpayment was not refunded pursuant to subparagraph (1) 
or (ii); and 
(b) shall, with all due dispatch, make the refund referred to in 
subparagraph (a)(iii) after sending the notice of assessment if 
application for it is made in writing by the taxpayer within the 
period within which the Minister would be allowed under sub- 
section 152(4) to assess tax payable under this Part by the tax- 
payer for the year if that subsection were read without reference 
to paragraph 152(4)(a). 
Related Provisions: 144(9) — Employees profit sharing plans — refunds; 160.1 — 
Where excess refunded; 161.4(2) — No refund of $2 or less; 164(1.5) — Late refund 
of overpayment; 164(1.52) — Refund of instalments on request; 164(1.8) — Request 
to pay refund to prescribed province; 164(2.01) — No refund paid until all income tax 
and GST returns filed; 164(2.2) — Child Tax Benefit form deemed to be a return of 
income; 164(3) — Interest on refunds; 220(6) — Assignment of corporation’s tax re- 
fund: Tax Rebate Discounting Act — Assignment of personal income tax refund to tax 
return preparer; 244(14), (14.1) — Date when notice sent. 


History: Paras. 164(1)(a) and (b) amended by 2010, c. 25, subsec. 42(1), to substitute 
“sending” for “mailing” in four places, in force on December 15, 2010. 


Income Tax Act, Part I 


Subpara. 164(1)(a)(i) amended by 2005, c. 19, subsec. 37(1), applicable to taxation 
years that end after March 22, 2004. The subpara. formerly read: 


(i) before mailing the notice of assessment for the year, where the taxpayer is a 
qualifying corporation (as defined in subsection 127.1(2)) and claims in its return 
of income for the year to have paid an amount on account of its tax payable 
under this Part for the year because of subsection 127.1(1) in respect of its re- 
fundable investment tax credit (as defined in subsection 127.1(2)), refund all or 
part of any amount claimed in the return as an overpayment for the year, not 
exceeding the amount by which the total determined under paragraph (f) of the 
definition “refundable investment tax credit” in subsection 127.1(2) in'respect of | 
the taxpayer for the year exceeds the total determined under paragraph (g) of that 
definition in respect of the taxpayer for the year, 


Paras. 164(1)(a) and (b) amended by 2001, c. 17, subsec. 156(1), applicable to 1999 e 
seq. The paras. formerly read: 


(a) may, 


(i) before mailing the notice of assessment for the year, where the taxpayer 
is a qualifying corporation (as defined in subsection 127.1(2)) and claims in 
its return of income under this Part for the year to have paid an amount on 
account of its tax payable under this Part for the year by reason of subsection 
127.1(1) in respect of its refundable investment tax credit (as defined in sub- 
section 127.1(2)), refund without application therefor, all or any part of any 
amount claimed in the return as an overpayment for the year, not exceeding 
the amount by which the total determined under paragraph (f) of the defini- 
tion “refundable investment tax credit” in subsection 127.1(2) in respect of 
the taxpayer for the year exceeds the total determined under paragraph (g) of 
that definition in respect of the taxpayer for the year, and 


(ii) on or after mailing the notice of assessment for the year, refund without 
application therefor, any overpayment for the year, to the extent that the 
overpayment was not refunded pursuant to subparagraph (i); and 


(b) shall, with all due dispatch, make the refund referred to in subparagraph 
(a)(ii) after mailing the notice of assessment if application for it is made in writ- 
ing by the taxpayer within the period within which the Minister would be al-, 
lowed under subsection 152(4) to assess tax payable under this Part by the tax- 
payer for the year if that subsection were read without reference to paragraph 
152(4)(a). 


Subpara. 164(1)(a)(i) amended by 1998, c. 19, subsec. 190(1), applicable to taxation 
years that end after December 2, 1992. Subpara. 164(1)(a)(i) formerly read: 


(i) before mailing the notice of assessment for the year, where the taxpayer is a 
qualifying corporation (within the meaning assigned by subsection 127.1(2)) and 
claims in the taxpayer’s return of income under this Part for the year to have paid 
an amount on account of the taxpayer’s tax under this Part for the year by reason 
of subsection 127.1(1) in respect of the taxpayer’s refundable investment tax 
credit for the year (within the meaning assigned by subsection 127.1(2)), refund 
without application therefor, all or any part of any amount claimed in the return 
as an overpayment for the year, not exceeding the amount by which the total 
determined under subparagraph (a)(vi) of the definition “refundable investment 
tax credit” in subsection 127.1(2) in respect of the taxpayer for the year exceeds 
the total determined under subparagraph (a)(vii) of that definition in respect of 
the taxpayer for the year, and 


Para. 164(1)(b) amended by 1998, c. 19, subsec. 190(2), applicable after April 27, 
1989, Para. 164(1)(b) formerly read: 


(b) shall, with all due dispatch, make the refund referred to in subparagraph 


(a)(ii) after mailing the notice of assessment if application therefor has been - 


made in writing by the taxpayer within the period determined under paragraph 
152(4)(b) or (c), as the case may be, within which the Minister may reassess tax 
payable by the taxpayer for the year. 


Selected Cases [subsec. 164(1)]: Landmark Auto Sales Ltd. v. R., [2008] 5 C-T.C. 
2651 (TCC) (Not possible to transfer credit balances once refund period has expired); 
FMC Technologies Co. v. MNR, (2008] 5 C.T.C. 213 (FC); aff'd [2009] 5 C.T.C. 197 


(FCA) (Refund of overpayment can be made only to person making the payment);’ 


Interprovincial Steel and Pipe Corp. Ltd. v. R., [1986] 2 C.T.C. 473 (FCA) (Minister's 
power of assessment cannot be used to collect interest previously over-refunded). 


Information Circulars: 75-7R3: Reassessment of a return of income; 01-1: Third- 
party civil penalties; 07-1: Taxpayer relief provisions. 


Forms: T1-DD: Direct deposit request — individuals, T1132: Alternative address 
authorization. 


(1.1) Repayment on objections and appeals — Subject to 
subsection (1.2), where a taxpayer 


(a) has under section 165 served a notice of objection to an as- 
sessment and the Minister has not within 120 days after the day 
of service confirmed or varied the assessment or made a reas- 
sessment in respect thereof, or 


(b) has appealed from an assessment to the Tax Court of 
Canada, 
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and has applied in writing to the Minister for a payment or surren- 
der of security, the Minister shall, where no authorization has been 
granted under subsection 225.2(2) in respect of the amount as- 
sessed, with all due dispatch repay all amounts paid on account of 
that amount or surrender security accepted therefor to the extent 
that 


(c) the lesser of 


(i) the total of the amounts so paid and the patue of the secur- 
ity, and 


(ii) the amount so assessed 
exceeds 
(d) the total of 


(i) the amount, if any, so assessed that is not in controversy, 
and 


(ii) where the taxpayer is a large corporation (within the 
meaning assigned by subsection 225.1(8)), '/2 of the amount 
so assessed that is in controversy. 


Related Provisions: 164(1.6) —164(1.1) does not apply to security under. s. 116; 
225.1(7) — Limitation on collection restrictions — large corporations. 


History: Para. 164(1.1)(d) amended by 1994, c..7, Sch. VIII (1993, c. 24),, subsec. 
97(1), applicable after June 10, 1993, except that, where a taxpayer has served a notice 
of objection under the Act with respect to a notice of assessment of tax, interest or 
penalties under the Act mailed before 1992, the reference in subpara. (ii) to “!'/2” shall; 
in application before 1994 with respect to that notice of objection, be read as “'/4”, Para. 
(d) formerly read: 


(d) the amount, if any, so assessed that is not in controversy; 


Selected Cases [subsec. 164(1.1)]: FMC Technologies Co. \v..MNR, \[2008] 5 
C.T.C. 213 (FC); aff'd [2009] 5 C.T.C.. 197 (FCA) (Refund of overpayment. can. be 
made only to person making the payment); Topol v. R., [2003] 4 C.T.C. 44 (FCTD) 
(Provision does not provide mechanism to undo. writ of seizure). 


(1.2) Collection in jeopardy — Notwithstanding. subsection 
(1.1), where, on application by the Minister made withine45 days 
after the receipt by the Minister of a written request by a taxpayer 
for repayment of an amount or surrender of a security, a judge is 
satisfied that there are reasonable grounds to believe that-the collec- 
tion of all or‘any part of an amount assessed in respect of the tax- 
payer would be jeopardized by the repayment of the amount or the 
surrender of the security to the taxpayer under that subsection, the 
judge shall order that the repayment of the amount or a part thereof 
not be made or that the security or part thereof not be surrendered 
or make such other order as the judge considers reasonable in the 
circumstances. 

Related Provisions: 225.2(2) — Lifting of collection restrictions where collection of 
tax in jeopardy. 


Selected Cases [subsec. 164(1.2)]: MNR v. Chabot, [2010] 5 C.T.C. 93 (FC) 
(Jeopardy in retention order relates to tax debt, since Minister already in. possession of 
funds, not to effects of delay in collection). 


CRA Audit Manual: 11.5.5: Jeopardy assessments. 


(1.3) Notice of application — The Minister shall give 6 clear 
days notice of an application under subsection (1.2) to the taxpayer 
in respect of whom the application is made. 


Related Provisions: Interpretation Act 27(1) — Calculation of “clear days”. 


(1.31) Application of subsecs. 225.2(4), (10), (12) and 
(13) — Where an application under subsection (1.2) is made by the 
Minister, subsections 225.2(4), (10), (12) and (13) are applicable 1 in 
respect of the application with such modifications as the circum- 
stances require. 


(1.4) Provincial refund — Where, at any time, a taxpayer is enti- 
tled to.a refund or repayment on account of taxes' imposed by. a 
province or as a result of a deduction in computing the taxes im- 
posed: by a province and the Government of Canada has agreed to 
make the refund or repayment on behalf of the province, the amount 
thereof shall be a liability of the Minister of National Revenue to 
the taxpayer. 


(1.5) Exception [Late refund of overpayment] — Notwith- 
standing subsection (1), the Minister may, on or after sending a no- 


S. 164(1.53) 


tice of assessment for a taxation year, refund all or any portion of 
any overpayment of a taxpayer for the year 


(a) if the taxpayer is an individual (other than a trust) or is a 
testamentary trust and the taxpayer’s return of income under this 
Part for the year was filed on or before the day that is ten calen- 
dar years after the end of the taxation year; 


(b) where an assessment or a redetermination was made under 
subsection 152(4.2) or 220(3.1) or (3.4) in raed of the tax- 
payer; or 


(c) to the extent that the overpayment relates to an assessment of 
another taxpayer under subsection 227(10) or (10.1) (in this par- 
agraph referred to as the “other assessment”), if the taxpayer’s 
return of income under this Part for the taxation year is filed on 
or before the day that is two years after the date of the other 
assessment and if the other assessment relates to 


(i) in the case of an amount assessed under subsection 
227(10), a payment to the taxpayer of a fee, commission or 
other amount in respect of services rendered in Canada by a 
non-resident person or partnership, and 


(ii) in the case of an. amount. assessed under subsection 

227(10.1), an amount payable under subsection 116(5) .or 

(5.3) in respect of a disposition of property by the taxpayer. 
Related Provisions: 152(4.2) — Reassessment with taxpayer’s consent; 164(3.2) — 
Interest on refunds and repayments; 244(14), (14.1) — Date when notice sent. 


History: Opening words of subsec. 164(1.5) amended by 2010, c. 25, subsec. 42(2), to 
substitute “sending” for “mailing”, in force on December 15, 2010. 
Para. 164(1.5)(c) added by 2010, c. 12, s. 19, applicable to overpayments in respect of 
which applications for refunds are made after March 4, 2010. 
Para. 164(1.5)(a) amended by 2005, c. 19, subsec. 37(2), applicable in respect of re- 
turns filed after 2004. The para. formerly read: 
(a) if the taxpayer is an individual (other than a trust) or a testamentary trust and 
the taxpayer’s return of income under this Part for the year was filed later than 3 
years after the'end of the year; or 
Para. 164(1.5)(b) amended by 1994, c. 7, Sch. VIH (1993, c. 24), subsec. 97(2), to add 
reference to subsection 220(3.1),; applicable to 1985 et seq. 


Subsec. 164(1.5) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 136(1), applicable 
to refunds for. 1985 et seq. 


Information Circulars: 75-7R3: Reassessment of a return of income; 07-1: Taxpayer 
relief provisions. 

CRA Audit Manual: 3,0: Fairness and client rights; 11.6.6 and Appendix A-11.2.24; 
Fairness report. 


Forms: RC4288: Request for taxPrves relief. 


sfied that the Savina of the jamaner 
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Technical Notes (July 2010): New subsections 164(1.51) to (1.53), which apply 
on Royal Assent, allow the Minister of National Revenue to refund excessive instal- 
ment amounts paid on account of a taxpayer’s tax liability. In order for such a refund 
to be made, four conditions must be met. Three of these are set out in new subsection 
164(1.51). First, the taxpayer must have paid one or more instalments of tax under 
Part I or, where the taxpayer is a corporation, Part 1.3, VI, VI-1 or XIII. 1 of the Act. 
Second, it must be reasonable to conclude that the total amount of the instalments the 
taxpayer has paid exceeds the total amount of taxes payable by the taxpayer under 
those Parts for the year. Third, the Minister must be satisfied that the payment of the 
instalments has caused or will cause ‘the taxpayer undue hardship. ae 


The last condition is implied in new subsection 164(1.52). The availability of an in- 
stalment refund in a particular case is.a matter of the Minister’s discretion, The final 
condition is therefore that the Minister agree to make the refund. Similarly, new sub-_ 
section 164(1.52) makes it clear that the amount of any instalment refund is to be 
decided by the Minister: the Minister may refund all or any part of an excessive 
instalment. : LG 

New subsection 164(1.53) provides that, for the purposes of computing interest and 
penalties, a taxpayer that receives an instalment refund is treated as not having paid 
the instalment to that extent. 


(1.6) Refund of Ul premium tax credit — Notwithstanding sub- 
section (1), where an overpayment on account of a taxpayer’ s liabil- 
ity under this Part is deemed to have arisen under subsection 
126.1(6) or (7), the Minister shall, with all due dispatch, refund the 
amount of the overpayment without application for it. 


Proposed Repeal—164(1.6). 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 121(2), 
will repeal subsec. 164(1.6), applicable after March 20, 2003. ; 
Technical Notes (July 2010): Subsection 164(1.6) provides rules concerning re- 
funds of the Ul premium tax credit. This subsection is repealed consequential to the 
repeal of section 126.1. For additional information, see the commentary to s¢ ion 
126.1. 7 


Related Provisions: 164(3) — No interest on refund. 
History: Subsec. 164(1.6) added by 1994, c. 8, subsec. 27(1), applicable after 1992. 


(1.7) Limitation of repayment on objections and ap- 
peals — Subsection (1.1) does not apply in respect of an amount 
paid or security furnished under. section 116 by a non-resident 
person. 


History: Subsec. 164(1.7) added by 1994, c. 8, subsec. 164(1.7), applicable from May 
12, 1994. ; 


(1.8) Request to pay refund to province — An individual 
(other than a trust) may, in the individual’s return of income for a 
taxation year, request the Minister to pay to Her Majesty in right of 
a prescribed province all or any part of a refund for the year 
claimed by the individual in the return and, where the individual 
makes such a request, 


(a) the Minister may make the payment to Her Majesty in right 
of the province in accordance with the request; and 


(b) the amount of the payment is deemed to have been refunded 
under this section to the individual at the time a notice of an 
original assessment of tax payable under this Part by the indivi- 
dual for the year, or a notification that no tax is payable under 
this Part by the individual for the year, is sent to the individual. 
Related Provisions: 241(4)(m) — Disclosure of information by CRA to prescribed 
province. 
History: Subsec. 164(1.8) added by 1998, c. 19, subsec. 190(3), applicable to requests 
made in returns of income for 1997 et seq. taxation years filed after 1997. 


Subsec. 190(12) of the said c. 19 provides that for the purpose of applying subsec. 
164(1.8), Ontario is deemed to be a prescribed proyince until the Income Tax Regula- 
tions are amended to prescribe a province for the purpose of subsec. 164(1.8). 


Regulations: None yet, but s. 190(12) of the 1995-97 technical bill (1998, c. 19) 
deems Ontario to be a prescribed province until Regulations are provided. Ontario is to 
be prescribed in the Regulations (Department of Finance Technical Notes, Dec. 1997). 


(2) Application to other debts — Instead of making a refund or 
repayment that might otherwise be made under this section, the 
Minister may, where the taxpayer is, or is about to become, liable to 
make any payment to Her Majesty in right of Canada or in right of a 
province, apply the amount of the refund or repayment to that other 
liability and notify the taxpayer of that action. 


Related Provisions: 164(2.1) — Application of GST credit; 164(2.2) — Application 
to refunds under s. 122.61; 164(3.2) — Interest on refunds and repayments; 164(7) — 
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Overpayment defined; 165 — Objections to assessments; 169 — Appeals; 172 — Ap- 
peals; 203 — Set-off of Part X. refund, 222(1)*action” — Ten-year limitation period 
applies to 164(2);, 224.1 — Set-off of tax debt against other. amount owing by the 
Crown to the taxpayer, 227 — Withholding taxes; 241(4)(d)(xiii)(B) — Disclosure of 
information by CRA to provincial officials for set-off purposes. 

History: Subsec. 164(2) amended by 1998, c. 19, subsec. 190(4), in force on June 18, 
1998. Subsec. 164(2) formerly read: 


(2) Instead of making a refund or repayment that might otherwise be made under 
this section, the Minister may, where the taxpayer is liable or about to become 
liable to make any payment to Her Majesty in right of Canada, apply the amount 
of the refund or repayment to that other liability and notify the taxpayer of that 
action. 


Subsec, 164(2) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 136(2), to substi- 


tute “to Her Majesty in right of Canada” for “under this Act”, and “other debts” for 
“other taxes” in the heading. 


(2.01) Withholding of refunds — The Minister shall not, in re- 
spect of a taxpayer, refund, repay, apply to other debts or set-off 
amounts under this Act at any time unless all returns of which the 
Minister has knowledge and that are required to be filed by the tax- 
payer at or before that time under this Act, the Air Travellers Secur- 
ity Charge Act, the Excise Act, 2001 and the Excise Tax Act have 
been filed with the Minister. 


History: Subsec. 164(2.01) added by 2006, c. 4, s. 163, in force April 1, 2007. 


(2.1) Application respecting refunds under s. 122.5 
[GST/HST credit] — Where an amount deemed under section 
122.5 to be paid by an individual during a month specified for a 
taxation year is applied under subsection (2) to a liability of the 
individual and the individual’s return of income for the year is filed 
on or before the individual’s balance-due day for the year, the 
amount is deemed to have been so applied on the day on which the 
amount would have been refunded if the individual were not liable 
to make a payment to Her Majesty in right of Canada. 
History: Subsec. 164(2.1) amended by 1998, c. 19, subsec. 190(5), in force on June 
18, 1998. Subsec. 164(2.1) formerly read: 

(2.1) Where an amount deemed under section 122.5 to be paid by an individual 

during a month specified for a taxation year is, in accordance with subsection 

(2), applied to a liability of the individual, for the purposes of that subsection, the 

amount shall, to the extent that it is so applied, be deemed to be paid on the latest 

of 

(a) the last day of the month, 


(b) where the month is the first month specified for a taxation year ending 
after 1989, the day that is the earlier of the day the amount is applied and the 
last day of the second month specified for the year, and 


(c) where the individual’s return of income for the year or the individual’s 
prescribed form for the year referred to in subsection 122.5(3) is filed after 
the day on or before which the return is required to be filed, the day the 
amount is applied. 


(2.2) Application respecting refunds re section 122.61 


[Child Tax Benefit] — Subsection (2) does not apply to a refund © 


to be made to a taxpayer and arising because of section 122.61 ex- 
cept to the extent that the taxpayer’s liability referred to in that sub- 
section arose from the operation of paragraph 160.1(1)(a) with re- 
spect to an amount refunded to the taxpayer in excess of the amount 
to which the taxpayer was entitled because of section 122.61. 


(2.3) [Child Tax Benefit] Form deemed to be return of in- 


come — For the purpose of subsection (1), where a taxpayer files 
the form referred to in paragraph (b) of the definition “return of 
income” in section 122.6 for a taxation year, the form is deemed to 
be a return of the taxpayer’s income for that year and a notice of 
assessment in respect of that return is deemed to have been sent by 
the Minister. 
History: Subsec. 164(2.3) amended by 2010, c. 25, subsec. 42(3), in force on Decem- 
ber 15, 2010. It formerly read: 
(2.3) For the purpose of subsection (1), where a taxpayer files the form referred 
to in paragraph (b) of the definition “return of income” in section 122.6 for a 
taxation year, the form shall be deemed to be a return of the taxpayer’s income 


for that year and a notice of assessment thereof shall be deemed to have been 
mailed by the Minister. 


Subsecs. 164(2.2), (2.3) added by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 18(1), 
applicable to overpayments arising after 1992. j 
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(3) Interest on refunds and repayments — Where under this 
section an amount in respect of a taxation year (other than an 
amount or portion of it that can reasonably be considered to arise 
from the operation of section 122.5, 122.61 or 126.1) is refunded or 
repaid to a taxpayer or applied to another liability of the taxpayer, 
the Minister shall pay or apply interest on it at the prescribed rate 
for the period beginning on the day that is the latest of the days 
referred to in the following paragraphs and ending on the day. on 
which the amount is refunded, repaid or applied: 


64(3) ‘openir ng words 


yments - —If, under this. 
taxation year (other than an 
at can reasonably be consid- 


Proposed Amendment coll 


(3) Interest on refunds and | 
section, an amount in respect of 
amount, or a portion of the amount, 


ered to’ arise from the operation of section 122.5 or 122.61) is re- 
funded or repaid to a taxpayer or applied to another liability of the 


taxpayer, 


the Minister shall pay or apply interest on it at the pre- 
rate for the period that begins on the day that is the latest 
of the days referred to in the following paragraphs and that ends 
on the day on which the amount is refunded, repaid or applied: 
Application: The July” 16, 2010 draft tes lation (Part ‘1 — technical). “subsec. 
13), will amend the opening words of subsec. mosh: to ved as above, a a ible 
i after March 20, 2003. : 
Technical Notes (July 2010): Subsection 164) wionidetit for the payment ick 
interest on tax refunds. Two amendments are made to the subsection. First, the pre- 
amble of that subsection is being amended to adapt ‘the wording to the new terminol- 
ogy now used elsewhere the Act. Second, the reference to section a 1 is deleted 
consequential on the repeal of that section. : ae 


(a) if the taxpayer is an individual, the aire — is 30 Ways after 
the individual’s balance-due day for the year; 


(b) if the taxpayer is a corporation, the day that is 120 days after 

the end of the year; 

(c) if the, taxpayer is 
(1) a corporation, the day that is 30 days after the day on 
which its return of income for the year was filed under sec- 
tion 150, unless the return was filed on or before the corpora- 
tion’s filing-due date for the year, and 


(ii) an individual, the day that is 30 days after the day on 
which the individual’s return of income for the year was filed 
under section 150; 


(d) in the case of a refund of an overpayment, the day on which 
the overpayment arose; and 


(e) in the case of a repayment of an amount in controversy, the 
day on which an overpayment equal to the amount of the repay- 
ment would have arisen if the total of all amounts payable on 
account of the taxpayer’s liability under this. Part for the year 
were the amount by which 


(i) the lesser of the total of all amounts paid on:account of the 
taxpayer’s liability under this Part for the year and the total 
of all amounts assessed by the Minister as payable under this 
Part by the taxpayer for the year 


exceeds 


(ii) the amount repaid. 
Related Provisions: 12(1)(c) — Interest is taxable; 20(1)(1l) — Deduction for re- 
fund interest repaid; 129(2.1) — Interest on dividend refund; 131(3.1), 132(2.1) — In- 
terest on capital gains refund; 161.1 — Offset of refund interest against arrears interest; 
221.1 — Application of interest where legislation retroactive; 248(1 1) — Interest com- 
pounded daily. 
History: Subsec. 164(3) amended by 2003, c. 15, subsec. 118(1), applicable to taxa- 
tion years that end after June 2003. It formerly read: 
(3) Where under this section an amount in respect of a taxation year (other than 
an amount or portion thereof that can reasonably be considered to arise from the 
operation of section 122.5, 122.61 or 126.1) is refunded or repaid to a taxpayer 
‘or applied to another liability of the taxpayer, the Minister shall pay or apply 
interest on it at the prescribed rate for the period beginning on the day that is the 
latest of 
(a) where the taxpayer is an individual, the day that is 45 days after the 
individual’s balance-due day for the year, 


(b) where the taxpayer is a corporation, the day that is 120 days after the end 
of the year, 


S. 164(3.1)(c) 


(c) where the taxpayer is 


(i) a corporation, the day on which its return of income for the year was 
filed under section 150, unless the return was filed on or before the cor- 
poration’s filing-due date for the year, and 


(ii) an individual, the day that is 45 days after the day on which, the 
individual’s return of income for the year was filed under section 150, 


(d) in the case of a refund of an overpayment, the day the overpayment 
arose, and 


(e) in the case of a repayment.of an amount in controversy, the day an oyer- 
payment equal to the amount of the repayment would have arisen if the total 
of all amounts payable on account of the taxpayer’s liability under this Part 
for the year were the amount by which 


(i) the lesser of the total of all amounts paid on account of the taxpayer’s 
liability under this Part for the year and the total of all amounts assessed 
by the Minister as payable under this Part by the taxpayer for the year 
exceeds 
(ii) the amount repaid, 
and ending on the day the amount is refunded, repaid or applied, unless the 


amount of the interest so calculated is: less than $1, in which event no interest 
shall be. paid or applied under this subsection. 


Paras. 164(3)(a), (c) amended by 1996, c 21, subsecs. 44(1), (2), applicable to 1995 et 
seq. Paras. (a) and (c) formerly read: 


(a) where the taxpayer is an individual, the day that is 45 days after the day on or 
before which the taxpayer’s return of income under this Part for the year was 
required to be filed under section 150 or would have been required to be so filed 
if tax under this Part were payable by the taxpayer for the year, 


(c) the day. or, where the taxpayer is an individual, the day that is 45 days after 
the day, on which the taxpayer’s return of income under this Part for the year 
was filed under section 150, unless the return was filed on or before the day.on 
or before which it was required to be filed, 


The opening words of 164(3) amended by 1994, c. 8, subsec. 27(2), applicable after 
1992. They formerly read: 


(3) Where under this section an amount in respect of a taxation year (other than 
an amount or portion thereof that can reasonably be considered to arise because 
of section 122.5 or 122.61) is refunded or repaid to a taxpayer or applied to 
another liability of the taxpayer, the Minister shall pay or apply interest thereon 
at the prescribed rate for the period beginning on the day that is the latest of 


Paras. 164(3)(a), (c) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 97(3), (4), 
applicable. to returns of income filed after 1992, Paras.. (a) and (c) formerly read: 


(a) where the taxpayer is an individual, the day on or before which the taxpayer’ s 
return of income under this Part for the year was required to be filed under sec- 
tion 150 or would have been ‘required to be so filed if tax under this Part were 
payable by the taxpayer for the year, 


(c) the day on which the taxpayer’s return of income under this Part for the year 
was filed under section 150, unless the return was. filed on .or before the day on 
or before which it was required to be filed, or would have been required to be 
filed if tax under this Part were payable by the taxpayer for the year, 


That portion of subsec. 164(3) preceding para. (a) amended to add reference to s. 
122.61, by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 18(2), applicable to overpayments 
arising after 1992. 

Regulations: 4301(b) (prescribed rate of interest). 

1.T. Application Rules: 62(2).(subsec. 164(3) applies to interest payable in respect of 
any period after December 23, 1971). 


(3.1) Idem — Where at a particular time interest has been paid to, 
or applied to a liability of, a taxpayer under subsection (3) or (3.2) 
in respect of an overpayment and it is determined at a subsequent 
time that the actual overpayment was less than the overpayment in 
respect of which interest was paid or applied, 


(a) the amount by which the interest that has been paid or ap- 
plied exceeds the interest, if any, computed in ‘respect of the 
amount that is determined at the subsequent time to be the actual 
overpayment shall be deemed, to be an amount (in this subsec- 
tion referred to as “the amount payable’) that became payable 
under this Part by the taxpayer at the particular: time; 


(b) the taxpayer shall pay to the Receiver General interest at the 
prescribed rate on the, amount payable computed from. that par- 
ticular time to the day of payment; and 


(c) the Minister may at any time assess the taxpayer in respect of 
the amount payable and, where the Minister makes such:an as- 
sessment, the provisions of this Division are applicable, with 
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such modifications as the circumstances require, in respect of 
the assessment as though it had been made under section 152. 
Related Provisions: 20(1)(1l) — Deduction on repayment of interest, 161.1 — Off- 


set of refund interest against arrears interest; 221.1 — Application of interest where 
legislation retroactive; 248(11) — Interest compounded daily. 


History: That portion of subsec. 164(3.1) preceding para. (a) amended by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 136(3), to substitute “under subsection (3) or (3.2)” for 
“pursuant to subsection (3)”, applicable to refunds for 1985 er seq. 


Regulations: 4301(a) (prescribed rate of interest). 


(3.2) Interest where amounts cancelled — Notwithstanding 
subsection (3), if an overpayment of a taxpayer for a taxation year 
is determined because of an assessment made under subsection 
152(4.2) or 220(3.1) or (3.4) and an amount in respect of the over- 
payment is refunded to, or applied to another liability of, the tax- 
payer under subsection (1.5) or (2), the Minister shall pay or apply 
interest on the overpayment at the prescribed rate for the period be- 
ginning on the day that is 30 days after the day on which the Min- 
ister received a request in a manner satisfactory to the Minister to 
apply those subsections and ending on the day on which the amount 
is refunded or applied. 

Related Provisions: 161.1 — Offset of refund interest against arrears interest; 


221.1 — Application of interest where legislation retroactive, 248(11) — Interest com- 

pounded daily. 

History: Subsec. 164(3.2) amended by 2003, c. 15, subsec. 118(2), applicable in re- 

spect of requests received by the Minister of National Revenue after June 2003. Sub- 

sec. (3.2) formerly read: 
(3.2) ldem — Notwithstanding subsection (3), where the amount of an overpay- 
ment of a taxpayer for a taxation year is determined because of an assessment 
made under subsection 152(4.2) or 220(3.1) or (3.4) and an amount in respect 
thereof is refunded to, or applied to another liability of, the taxpayer under sub- 
section (1.5) or (2), the Minister shall pay or apply interest thereon at the pre- 
scribed rate for the period beginning on the day the Minister received the appli- 
cation therefor, in a form satisfactory to the Minister, and ending on the day the 
amount is refunded or applied, unless the amount of the interest so calculated is 
less than $1, in which case no interest shall be paid or applied under this 
subsection. 

Subsec. 164(3:2) amended by 1994, c. 7; Sch. VIII (1993, c. 24), subsec. 97(5), appli- 

cable to 1985 et seg. Subsec. (3.2) formerly read: 
(3.2) Notwithstanding subsection (3), where the amount of an overpayment of a 
taxpayer for a taxation year is determined because of subsection 152(4.2) or 
220(3.4) and an amount in. respect thereof is refunded to, or applied to another 
liability of, the taxpayer under subsection (1.5) or (2), the Minister shall pay or 
apply interest thereon at the prescribed rate for the period beginning on the day 
that the Minister received, in a form satisfactory to the Minister, the relevant 
application and ending on the day the amount is refunded or applied, unless the 
amount of the interest so calculated is less than $1, in which case no interest 
shall be paid or applied under this subsection. 

Subsec. 164(3.2) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 136(4), applicable 

to refunds for 1985 et seq. 


Regulations: 4301(b) (prescribed rate of interest), 


(4) Interest on interest repaid — Where at any particular time 
interest has been paid to, or applied to a liability of, a taxpayer pur- 
suant to subsection (3) in respect of the repayment of an amount in 
controversy made to, or applied to a liability of, the taxpayer and it 
is determined at a subsequent time that the repayment or a part 
thereof is payable by the taxpayer under this Part, the following 
rules apply: 


(a) the interest so paid or applied on that part of the repayment 
that is determined at the subsequent time to be payable by the 
taxpayer under this Part shall be deemed to be an amount (in this 
subsection referred to as the “interest excess”) that became pay- 
able under this Part by the taxpayer at the particular time; 


(b) the taxpayer shall pay to the Receiver General interest at the 
prescribed rate on the interest excess computed from the particu- 
lar time to the day of payment; and 


(c) the Minister may at any time assess the taxpayer in respect of 
the interest excess and, where the Minister makes such an as- 
sessment, the provisions of this Division and Division J are ap- 
plicable, with such modifications as the circumstances require, 
in respect of the assessment as though it had been made under 
section 152. 
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Related Provisions: 12(1)(c) — Interest is taxable; 20(1)(1l) — Deduction for inter- 
est repaid; 161.1 — Offset of refund interest against arrears interest, 221.1 — Applica- 
tion of interest where legislation retroactive; 248(11) — Interest compounded daily. 


Selected Cases [subsec. 164(4)]: MNR v. Gunnar Mining Ltd. , {1970} C.T.C. 152 
(Exch.) (Taxpayer not entitled to interest on overpayment; Tax Appeal Board lacks 
jurisdiction to substitute judgment previously delivered). 


Regulations: 4301(a) (prescribed rate of interest). 


1.T. Application Rules: 62(2) (subsec. 164(4) applies to interest payable in respect of 
any period after December 23, 1971). 


(4.1) Duty of Minister — Where the Tax Court of Canada, the 
Federal Court of Appeal or the Supreme Court of Canada has, on 
the disposition of an appeal in respect of taxes, interest or a penalty 
payable under this Act by a taxpayer resident in Canada, 


(a) referred an assessment back to the Minister for reconsidera- 
tion and reassessment, or 


(b) varied or vacated an assessment, 


the Minister shall with all due dispatch, whether or not an appeal 
from the decision of the Court has been or may be instituted, 


(c) where the assessment has been referred back to the Minister, 
reconsider the assessment and make a reassessment in accor- 
dance with the decision of the Court, unless otherwise directed 
in writing by the taxpayer, and 


(d) refund any overpayment resulting from the variation, vaca- 
tion or reassessment, 


and the Minister may repay any tax, interest or penalties or surren- 
der any security accepted therefor by the Minister to that taxpayer 
or any other taxpayer who has filed another objection or instituted 
another appeal if, having regard to the reasons given on the disposi- 
tion of the appeal, the Minister is satisfied that it would be just and 
equitable to do so, but for greater certainty, the Minister may, in 
accordance with the provisions of this Act, the Tax Court of Can- 
ada Act, the Federal Courts Act or the Supreme Court Act as they 
relate to appeals from decisions of the Tax Court of Canada or the 
Federal Court of Appeal, appeal from the decision of the Court not- 
withstanding any variation or vacation of any assessment by the 
Court or any reassessment made by the Minister under paragraph 
(c). , 

Related Provisions: 152(1.2)(c) — Subsec. 164(4.1) doesnot apply to determina- 
tion under 152(1.4); 169(2)(a) — Limitation of right to appeal. 


History: The closing words of subsec. 164(4.1) amended by 2002, c..8, para. 182(1)() 
to substitute “Federal Courts Act” for “Federal Court Act’, and by para. 184(c) to 
substitute “Federal Court of Appeal” for “Federal Court”, in force July 2, 2003. 


Selected Cases [Subsec. 164(4.1)}: Indalex Ltd. v. R., [1986] 2 C.T.C. 482 (FCA) 
(Appeal from certain assessments partially successful and litigation continued; Minister 
issues reassessments in accordance with Trial Division judgment; such reassessments 
do not cancel original assessments). 


CRA Audit Manual: 11.5.10: Loss determination. 
(5) Effect of carryback of loss, etc. — For the purpose of sub- 


section (3), the portion of any overpayment of the tax payable by a 
taxpayer for a taxation year that arose as a consequence of 


(a) the deduction of an amount, in respect of a repayment under 


subsection 68.4(7) of the Excise Tax Act made in a subsequent - 


taxation year, in computing the amount determined under sub- 
paragraph 12(1)(x.1)@i), 


(a.1) any amount deducted under section 119 in respect of the 
disposition of a taxable Canadian property in a subsequent taxa- 
tion year, 


(b) the deduction of an amount under section 41 in respect of the 
taxpayer’s listed-personal-property loss for a subsequent taxa- 
tion year, 


(c) the exclusion of an amount from the taxpayer’s income for 
the year by virtue of section 49 in respect of the exercise of an 
option in a subsequent taxation year, 


(d) the deduction of an amount under section 118.1 in respect of 
a gift made in a subsequent taxation year or under section 111 in 
respect of a loss for a subsequent taxation year, 
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(é) the deduction of an amount under subsection 126(2) in’ re- 
spect of an unused foreign tax credit (within the meaning. as- 
signed by subsection, 126(7)), or under subsection 126(2:21) or 
(2.22) in- respect of foreign taxes sa fora pareaneat taxation 
year, 


(f) the deduction of: an amount) under Bd sige 127(5) in re- 
» spect of property acquired: or an expenditure oe in 'a subse- 
quent taxation year, 


(g) the deduction of an amount under section 125.2 in respect of 
an unused Part VI tax credit (within the meaning assigned by 
subsection 125.2(3)) for a subsequent taxation year, 


(h) the deductign of an amount under section 125.3 in respect of 
an unused Part I[.3 tax credit (within the meaning assigned by 
subsection 125.3(3)) for a subsequent taxation year, 


(h.01) the deduction of.an amount under subsection 147,2(4) in 
computing the taxpayer’s income for the year because. of the ap- 
plication of subsection 147.2(6) as a result of the taxpayer’s 
death in the following taxation year, 


(h.02) the deduction under. any of subsections 128,1(6) to (8) of 

. an amount from the taxpayer’s proceeds of disposition, ofa pro- 
perty, because of an election made in a return of income for a 
subsequent taxation year, 


_(h.1) the deductionof an amount in computing. the taxpayer’s 

- income for the year by virtue of an election for a subsequent 
taxation year under paragraph (6)(c) or (d) by the taxpayer’s le- 
gal representative, 


“(h.2) the deduction of an amount under subsection 181.1(4) in 
respect of an unused surtax credit (within the meaning assigned 
by subsection 181.1(6)) of the taxpayer for a subsequent taxation 
year, or 


(h.3) the deduction of an amount under sibsdocion 190. 13) in 
respect of an unused Part I tax credit (within the meaning as- 
signed by subsection 190.1(5)) of the taxpayer for a subsequent 
taxation year, 


geen Additio in 164(5)(h.4) 


graph 152(6. Deb) i in te acs accrual property income of a 


: — affiliate’ of th axpayer for at kation year of the affili- 


of several, ates: 


Subsection nen is hele. ainerled 3 in | t0 ways. ‘Firs, new oe soe. 4)i is 

added in order to provide for amounts by which income is reduced because of. the 
carryback of certain FAPLs of a foreign affiliate. Second, paragraph: 164(5)() is. , 
amended to add a reference to subsection 152(6.1). 


is deemed to have arisen on the day that is 30 days after the latest of 
(i) the first day immediately following that subsequent taxation 
year, 


(j) the day on which the taxpayer’s or the taxpayer’s ac repre- 
sentative’s return of income for sae subsequent taxation year 
was filed, 


S..164(5.1) 


(k) where an amended return of the taxpayer’s income for the 
year or a prescribed form amending the taxpayer’s return of in- 
come for the year was filed under paragraph (6)(e) or subsection 
49(4) or 152(6), the’ day on which the amended return or pre- 
scribed form was filed, and 


os Proposed Amendment _ 16405) 


a sin form amending ‘the taxpayer’s 
for the: year ‘was ea under paragraph (6)(e) or subsec- 


Technical Notes (Sept. 10, 2010): See under i 2 


(1) where, as a consequence of a request in writing, the Minister 
reassessed the taxpayer’s tax for the year to take into account the 
deduction or exclusion, the day on which the request was made. 


Related Provisions: 161(7) — Effect of loss carryback. 


History: The portion of subsec: 164(5) between paras. (h.3) and (i) amended by 2003, 
c. 15, subsec. 118(3), applicable to taxation years that end after June 2003. The portion 
formerly read: 


shall be deemed t to have arisen on the day that i is the latest of 


Paras. 164(5)(a.1), (h.02) added by 2001, c: 17; subsecs. 156(2), (4), applicable to taxa- 
tion years that end after October 1, 1996. 


Para. 164(5)(e) amended by the said c. 17, subsec. 156(3), applicable to taxation years 
that end after:October 1, 1996: The para. formerly read: 


(e) the deduction of an amount under subsection 126(2) in respect of an unused 
foreign tax credit (within the meaning assigned by subsection 126(7)) for a sub- 
sequent taxation year, 


Para. 164(5)(h.01) gee by 1998, c. 19, subsec. :, 19066), applicable to taxpayers who 
die after 1992. 


Para. 164(5)(a) amended by 1997, c. 26, subsec. 86(1), applicable to 1997 et seg. Para. 
(a) formerly tead: 


(a) the deduction of an amount under subclause 12(1)(x.1)Gi)(A)(ID in respect of 
a fuel tax: rebate repayment made ina subsequent taxation year, 


Paras. 164(5)(h.2) and (h.3) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 97(6), 
(h.2) applicable to 1992 et 'seq., and (h.3) applicable to 1991 et-seq. 


Para. 164(5)(a) added by 1994, c. 7, Sch. VI (1992, c. 29), subsec. 9(1), applicable to 
1992 et seq.. 


(5.1) Interest — disputed amounts — Where a portion of a re- 
payment made under subsection (1.1) or (4.1), or an amount applied 
under subsection (2) in respect of a repayment, can reasonably be 
regarded as being in respect of a claim made by the taxpayer in an 
objection to or appeal from an assessment of tax for a taxation year 
for'a deduction or exclusion described in subsection (5) in respect 
of a subsequent taxation year, interest shall not be paid or applied 
on.the portion for any part of a period that is before the latest of the 
dates, described..in paragraphs (5)(i) to. (1). 

History: Subsec. 164(5.1) amended by 2001, c. 17, subsec. 156(5), applicable to taxa- 
tion: years that: end after October.1, 1996. The subsec. formerly read; 


(5.1) dem —Where'.a repayment made under subsection (1.1) or (4:1) or an 
amount applied under subsection (2) in respect of a repayment, or,a part thereof, 
may reasonably be regarded as being in respect of a claim made by a taxpayer in 
an objection to or appeal from an ‘assessment of tax for a taxation year for 


(a) the deduction of an amount, in respect of a repayment under subsection 
68.4(7) of the Excise Tax Act made in a’subsequent taxation year, in comput- 
: ing ‘the amount determined under subparagraph’ 12(1)(x.1)(ii), 


(b):-the deduction of an amount under section 41 in respect of the taxpayer’s 
listed-personal-property loss for a subsequent taxation year, 
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(c) the exclusion of an amount from the taxpayer’s income for the year by 
virtue of section 49 in respect of the exercise of an option in a subsequent 
taxation year, 


(d) the deduction of an amount under section 118.1 in respect of a gift made 
in a subsequent taxation year or under section 111 in respect of a loss for a 
subsequent taxation year, 


(e) the deduction of an amount under subsection 126(2) in respect of an un- 
used foreign tax credit (within the meaning assigned by subsection 126(7)) 
for a subsequent taxation year, 


(f) the deduction of an amount under subsection 127(5) in respect of pro- 
perty acquired or an expenditure made in a subsequent taxation year, 


(g) the deduction of an amount under section 125.2 in respect of an unused 
Part VI tax credit (within the meaning assigned by subsection 125.2(3)) for a 
subsequent taxation year, 


(h) the deduction of an amount under section 125.3 in respect of an unused 
Part 1.3 tax credit (within the meaning assigned by subsection 125.3(3)) fora 
subsequent taxation year, 


(h.01) the deduction of an amount under subsection 147.2(4) in computing 
the taxpayer’s income for the year because of the application of subsection 
147.2(6) as a result of the taxpayer’s death in the following taxation year, 


(h.1) the deduction of an amount in computing the taxpayer’s income for the 
year by virtue of an election for a subsequent taxation year under paragraph 
(6)(c) or (d) by the taxpayer’s legal representative, 

(h.2) the deduction of an amount under subsection 181.1(4) in respect of an 
unused surtax credit (within the meaning assigned by subsection 181.1(6)) of 
the taxpayer for a subsequent taxation year, or 

(h.3) the deduction of an amount under subsection 190.1(3) in respect of an 
unused Part I tax credit (within the meaning assigned by subsection 
190.1(5)) of the taxpayer for a subsequent taxation year, 


interest shall not be paid or applied thereon for any part of a period that is before 
the latest of 


(i) the first day immediately following that subsequent taxation year, 


(j) the day on which the taxpayer’s or the taxpayer’s legal representative’ s 
return of income for that subsequent taxation year was filed, 


(k) where an amended return of the taxpayer's income for the year or a pre- 
scribed form amending the taxpayer’s return of income for the year was filed 
under paragraph (6)(e) or subsection 49(4) or 152(6), the day on which the 
amended return or prescribed form was filed, and 


(1) where, as a consequence of a request in writing, the Minister reassessed 
the taxpayer’s tax for the year to take into account the deduction or exclu- 
sion, the day on which the request was made. 


Para. 164(5.1)(h.01) added by 1998, c. 19, subsec. 190(7), applicable to taxpayers who 
die after 1992. 


Para. 164(5.1)(a) amended by 1997, c. 26, subsec. 86(2), applicable to 1997 et seq. 
Para. (a) formerly read: 
(a) the deduction of an amount under subclause 12(1)(x.1)(ii)(A) (I) in respect of 
a fuel tax rebate repayment made in a subsequent taxation year, 


Paras. 164(5.1)(h.2) and (h.3) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
97(7), (h.2) applicable to 1992 et seq., and (h.3) applicable to 1991 et seg. 


Para. 164(5.1)(a) added by 1994, c. 7, Sch. VI (1992, c. 29), subsec. 9(2), applicable to 
1992 et seq. 


(6) Where disposition of property by legal representative 
of deceased taxpayer — Where in the course of administering 
the estate of a deceased taxpayer, the taxpayer’s legal representative 
has, within the first taxation year of the estate, 


(a) disposed of capital property of the estate so that the total of 
all amounts each of which is a capital loss from the disposition 
of a property exceeds the total of all amounts each of which is a 
capital gain from the disposition of a property, or 


(b) disposed of all of the depreciable property of a prescribed 
class of the estate so that the undepreciated capital cost to the 
estate of property of that class at the end of the first taxation 
year of the estate is, by virtue of subsection 20(16) or any regu- 
jation made under paragraph 20(1)(a), deductible in computing 
the income of the estate for that year, 


notwithstanding any other provision of this Act, the following rules 
apply: 
(c) such parts of one or more capital losses of the estate from the 
disposition of properties in the year (the total of which is not to 
exceed the excess referred to in paragraph (a)) as the legal repre- 
sentative so elects, in prescribed manner and within a prescribed 
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time, are deemed (except for the purpose of subsection 112(3) 
and this paragraph) to be capital losses of the deceased taxpayer 
from the disposition of the properties by the taxpayer in the tax- 
payer’s last taxation year and not to be capital losses of the es- 
tate from the disposition of those properties, 


(d) such part of the amount of any deduction described in para- 
graph (b) (not exceeding the amount that, but for this subsection, 
would be the total of the non-capital loss and the farm loss of the 
estate for its first taxation year) as the legal representative so 
elects, in prescribed manner.and within a prescribed time, shall 
be deductible in computing the income of the taxpayer for the 
taxpayer’s taxation year in which the taxpayer died and shall not 
be an amount deductible in computing any loss of the estate for 
its first taxation year, 


(e) the legal representative shall, at or before the time prescribed 
for filing the election referred to in paragraphs (c) and (d), file 
an amended return of income for the deceased taxpayer for the 
taxpayer’s taxation year in which the taxpayer died to give effect 
to the rules in those paragraphs, and 


(f) in computing the taxable income of the deceased taxpayer for 
a taxation year preceding the year in which the taxpayer died, no 
amount may be deducted in respect of an amount referred to in 
paragraph (c) or (d). 
Related Provisions: 40(3.61) — Application of 40(3.4) and (3.6) to loss carried 
back; 91(2) — FAPI reserve for blocked currency; 152(1) — Assessment; 152(6)(h) — 
Reassessment to give effect to election; 161(7)(b) (iii) — Effect of carryback of loss, 
etc.; 220(3.2), Reg. 600(b) — Late filing or revocation of election. 
History: Para. 164(6)(c) amended by 1998, c. 19, subsec. 190(8), applicable to deaths 
that occur after 1993. Para. 164(6)(c) formerly read: 
(c) such part of one or more capital losses from the disposition of properties 
referred to in paragraph (a) (the total of which amounts is not to exceed the ex- 
cess referred to in that paragraph) as the legal representative so elects, in pre- 
scribed manner and within a prescribed time, shall be deemed to be capital losses 
of the deceased taxpayer from the disposition of the properties by the taxpayer in 
the taxpayer’s taxation year in which the taxpayer died and not to be capital 
losses of the estate from the disposition of those properties for its first taxation 
year, 
Clause 191 of 1998, c. 19, provides: 
191. Where 


(a) the first taxation year of an estate of an individual ended after April 26, 
1995 and before 1997, 


(b) the estate had a capital loss from the disposition after the year and before 
1997 of a share of the capital stock of a corporation that was owned by the 
individual or the estate on April 26, 1995 and acquired by the estate as a 
consequence of the individual’s death, and 


(c) the individual’s legal representative so elects in writing filed with the 
Minister of National Revenue within 6 months after the month in which this 
Act is assented to, 

the following rules apply: 
(d) the disposition is deemed to have occurred in the first taxation year of the 
estate, 


(e) an election under paragraph 164(6)(c) of the Act, as enacted by subsec- 
tion 190(8), for the year is deemed to have been filed on time if it is filed 
with the Minister of National Revenue within 6 months after the month in 
which this Act is assented to, and 


(f) an amended return of income under Part I of the Act for the individual’s 
last taxation year is deemed for the purpose of paragraph 164(6)(e) of the 
Act to have been filed on time if it is filed with the Minister of National 
Revenue within 6 months after the month in which this Act is assented to. 


Regulations: 1000 (prescribed manner, prescribed time). 

Interpretation Bulletins: IT-140R3: Buy-sell agreements, IT-484R2: Business in- 
vestment losses. 

Information Circulars: 07-1: Taxpayer relief provisions. 

I.T. Technical News: 34 (GAAR and audit issues/concerns, q.2). 


(6.1) Realization of deceased employees’ options — Not- 
withstanding any other provision of this Act, if a right to acquire 
securities (as defined in subsection 7(7)) under an agreement in re- 
spect of which a benefit was deemed by paragraph 7(1)(e) to have 
been received by a taxpayer (in this subsection referred to as “the 
right”) is exercised or disposed of by the taxpayer’s legal represen- 
tative within the first taxation year of the estate of the taxpayer and 
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the representative so elects in prescribed manner and'on or before a 
prescribed day, 


(a) the amount, if any, by which 


(i) the amount of the benefit deemed by paragraph 7(1)(e) to 
have been received by the taxpayer in respect of the right 


exceeds the total of 


(11) the amount, if any, by which the value of the right imme- 
diately before the time it was exercised or disposed of ex- 
ceeds the amount, if any, paid by the taxpayer to acquire the 
right, and 


(iii) where in computing the taxpayer’s taxable income for 
the taxation‘ year in which the taxpayer died an amount was 
deducted under paragraph 110(1)(d) in respect of the benefit 
deemed. by, paragraph 7(1)(e) to have been received by the 
taxpayer in that year by reason of paragraph 7(1)(e) in re- 
spect of that right, '/ of the amount, if any, by which. the 
amount determined under subparagraph (i) exceeds. the 
amount determined under subparagraph (11), 


shall be deemed. to be. a loss of the taxpayer from employment 
for the year in which the taxpayer died; 


(b) there shall. be deducted, in computing the adjusted cost base 
to the estate of the right at any time the amount of the loss that 
would be determined under paragraph (a) if that paragraph were 
read without reference to subparagraph (a)(iii); and 


(c) the legal representative shall, at or before the time prescribed 
for filing the election under this subsection, file an amended re- 
turn of income for the taxpayer for the taxation year in which the 
taxpayer died to give effect to paragraph (a). 
Related Provisions: 53(2)(t) — Deduction from adjusted cost base of right to ac- 
quire shares or units; 220(3.2), Reg. 600(b) — Late filing or revocation of election. 


History: Subpara. 164(6.1)(a)(iii) amended by 2001, c. 17, subsec. 156(6) to replace 

the fraction “1/4” with “1/2”, applicable to deaths that occur after February 27, 2000 

except that, for deaths that occurred after February 27, 2000 and before October 18, 

2000, the fraction “1/2” shall be read as the fraction “1/3”. 

The opening words of subsec. 164(6.1) amended by 1999, c. 22, s. 66, applicable to 

deaths that occur after February 1998. The opening words formerly read: 
(6.1) Exercise or disposition of employee stock option by legal 
representative of deceased employee — Where, within the first taxation 
year of the estate of a deceased taxpayer, a right to acquire shares under an 
agreement in respect of which a benefit was deemed by paragraph 7(1)(e) to 
have been received by the taxpayer (in this subsection referred to as “the right’) 
is exercised or disposed of by the taxpayer’s legal representative, notwithstand- 
ing any other provision of this Act, where the taxpayer’s legal representative 
elects in prescribed manner and on.or before a prescribed day, 

Subsec. 164(6.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 97(8), applicable 

to deaths occurring after July 13, 1990. 


Regulations: 1000.1 (prescribed manner and day for making election). 


(7) Definition of “overpayment” — In this section, “overpay- 
ment” of a taxpayer for a taxation year means 


(a) where the taxpayer is not a corporation, the total of all 
amounts paid on account of the taxpayer’s liability under this 
Part.for the year minus all amounts payable in respect thereof; 
and Se 


(b) where the taxpayer is a corporation, the total of all amounts 
paid on account of the corporation’s liability under this Part or 
Parts 1.3, VI or VI.1 for the year minus all amounts payable in 
respect thereof. 
History: Subsec. 164(7) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 97(9), 
applicable to 1992 et seq. Subsec. (7) formerly read: 


(7) In this section, “overpayment” of a taxpayer for a taxation year means the 
total of all amounts paid on account of the taxpayer’s liability under this Part for 
the year minus all amounts payable in respect thereof. 
Selected Cases [subsec. 164(7)]: FMC Technologies: Co. v. R., [2009] 5:C.T.C. 
197 (FCA), (Overpayment depends on how payments were credited, not how they 
should have been). 
Related Provisions [s. 164]: 144(9) — Refunds — employees profit sharing plans. 
See also at end of s. 163. 


Indexed by 117.1 after 1988 — ed. 
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Selected Cases [s. 164]: Koenig v. R., [1997] 2 C.T.C. 3077 (TCC) (Instruction to 
apply overpayment from earlier year to later:year meant that taxpayer had paid taxes by 
due date). 


Definitions [s. 164]: “allowable capital loss” — 38(b), 248(1); “amount”, “assess- 
ment”, “balance-due day” — 248(1); “calendar year” — Interpretation Act 37(1)(a); 
“Canada” — 255; “capital loss” — 39(1)(b), 248(1); “capital property” — 54, 248(1); 
“clear days” — Interpretation Act 27(1); “corporation” — 248(1), Interpretation Act 
35(1); “depreciable property” — 13(21), 248(1); “eligible production corporation” — 
125.5(1); “estate” — 104(1), 248(1); “farm. loss” — 111(8);, “Federal Court of Ap- 
peal” — Federal Courts Act s. 3;)“filing-due date” —248(1); “Her Majesty” — Inter- 
pretation Act 35(1); “individual” — 248(1); “investment tax credit” — 127(9), 248(1); 
“legal representative” — 248(1); “listed. personal property” — 54, 248(1); “Min- 
ister” — 248(1); “net capital loss”, “non-capital loss” — 111(8), 248(1); “non-resi- 
dent” — 248(1); “overpayment” — 164(7); “prescribed” — 248(1); “prescribed 
rate” — Reg. 4301; “property” —248(1); “province” — Interpretation Act' 35(1); 
“qualified corporation” — 125.4(1); “regulation” — 248(1); \“resident in Canada” — 
94(3)(a)(vii), 250; “security” — Interpretation Act 35(1); “share” — 248(1); “taxable 
income” — 2(2), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “testamentary 
trust” — 108(1), 248(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation Act 
35(1). 


164.1 [Repealed] 


History: S. 164.1 repealed by 1994, c. 7, Sch. VII (1992, c. 48), subsec. 19(2), appli- 
cable to 1993 et seq. S. 164.1 formerly read: 


164.1 (1) Prepayment of child tax, credit — Notwithstanding any other provi- 
sion of this Act, the Minister may, after the beginning of a taxation year and 
without application therefor, pay to an individual for the year in respect of each 
eligible child (within the meaning assigned by subsection 122.2(2)) of the indivi- 
dual for the year, one or more amounts, the total of which does not exceed */s of, 


(a) where the child was under 6 years of age at the end of the preceding 
taxation year and no amount was deducted under section 63 for that year in 
respect of any child of the individual under 6 years of age at the end of that 
year, the total of the amounts of $55919 and $200! referred to in paragraph 
122.2(1)(a), and 


(b) in any other case, $55919, 


(c) an amount was deemed under subsection 122.2(1) to have been paid for 
the preceding taxation year by 


(i). the: individual, or 


(ii) the individual’s spouse, where that spouse died after the end of that 
preceding year, s 


in respect of the child, and 
(d) for that preceding year, 


(i) the total determined under subparagraph 122.2(1)(b)() in respect of 
the individual, or 


(ii) the individual’s income, where the individual’s. spouse died after the 
end of that preceding year, 


did not exceed, 


(iii) where the amount or amounts to be paid because of this subsection 
are in respect of 3or more eligible children of the individual, $24,090, 
and 


(iv) in any other case, 7/3 of $24,090. 19 


(2) Nature of payment — Each amount paid under subsection (1) to or applied 
under subsection (4) in respect of an individual for a taxation year shall be 
deemed to be on account of an amount deemed by subsection 122.2(1) to have 
been paid by the individual for the year. 


(3) Idem — Where the total of all amounts paid under subsection (1). to or ap- 
plied under subsection (4) in respect of an individual for a taxation year exceeds 
the amount deemed by subsection 122.2(1) to have been paid by the individual 
for the year, the excess shall be deemed to have been refunded to the individual 
on account of the individual’s tax under this Part for the year on the day on or 
before which the individual’s return of income under this,Part for the year is 
required to be filed under section. 150 or would be required to be so filed if tax 
under this Part were payable by him for the year. 


(4) Applying amount on debt — Where an individual is liable or about, to be- 
come liable to make any payment under this Act, the Minister may, instead of 
paying to the individual an amount that might otherwise be paid in a taxation 
year under subsection (1), apply the amount to the liability and notify the indivi- 
dual of that action. 
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All that portion of subsec. 164.1(1) following para. (b) substituted by subsec. 19(1) of 
the said c. 48, applicable to the 1992 taxation year. That portion formerly read: 


if, for the preceding taxation year, 


(c) an amount was deemed under subsection 122.2(1) to have been paid by 
the individual in respect of the child, and : 
(d) the total determined under subparagraph 122.2(1)(b)() in respect of the 
individual did not exceed, 

(i) where the amount or amounts to be paid by reason of this subsection 


are in respect of 3 or more eligible children of the individual, $24,090, 
and 


ii) in any other case, 7/ of $24,090.19 
Para. 164.1(1)(a) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 137, to substitute “any 


child of the individual under 6 years of age at the end of that year” for “the child”, 
applicable to. 1989 et seq. 


Objections to Assessments 


165. (1) Objections to assessment — A taxpayer who objects 
to an assessment under this Part may serve on the Minister a notice 
of objection, in writing, setting out the reasons for the objection and 
all relevant facts, 


(a) where the assessment is in respect of the taxpayer for a taxa- 
tion year and the taxpayer is an individual (other than a trust) or 
a testamentary trust, on or before the later of 


(i) the day that is one year after the taxpayer’s filing-due date 
for the year, and 


(ii) the day that is 90 days after the day of sending of the 
notice of assessment; and 


(b) in any other case, on or before the day that is 90 days after 
the day of sending of the notice of assessment. 


Related Provisions: 152(1.2) — Administrative procedures for assessments apply to 
determinations; 164(4) — Interest on overpayments; 165(1.1), (1.2) — Limitations on 
right to object; 165(1.11) — Large corporations — detail required on notice of objec- 
tion; 165(2) — Service of notice of objection; 165(2.1) — Application of 165(1)(a); 
165(3) — Duties of Minister on receipt of notice of objection; 166.1, 166.2 — Applica- 
tions for extension of time to object; 167(1) — Application to Tax Court of Canada for 
time extension; 168(4) — Objection procedures apply to charity revocations, annul- 
ments, designations and refusals to register; 173(2), 174(5) — Time during considera- 
tion not to count; 189(8) — Objection to charity penalties and to receipting suspen- 
sions; 225.1(2) — Collection restrictions; 244(10) — Proof that no notice of objection 
filed; 244(14), (14.1) — Date when notice sent; Interpretation Act 26 — Deadline on 
Sunday or holiday extended to next business day. 


History: Subpara. 165(1)(a)(ii) and para. 165(1)(b) amended by 2010, c. 25, subsecs. 
43(1), (2), to substitute “sending” for “mailing”, in force on December 15, 2010. 


Subpara. 165(1)(a)(i) amended by 1996, c. 21, s. 45, applicable to 1995 et seg. Sub- 
para. (a)(i) formerly read: 


(i) the day that is one year after the balance-due day of the taxpayer for the year, 
and 


Subsec. 165(1) substituted by 1994, c..7, Sch. II (1991, ¢. 49), subsec. 138(1), applica- 
ble to objections made after December 17, 1991. Subsec. 165(1) formerly read: 


165. (1) A taxpayer who objects to an assessment under this Part may, within 90 
days from the day of mailing of the notice of assessment, serve on the Minister a 
notice of objection in duplicate in prescribed form setting out the reasons for the 
objection and all relevant facts. 


Selected Cases [subsec. 165(1)]: Grunwald v. R., [2006] 1 C.T.C. 141 (FCA) 
(Delay measured from delivery where assessment not mailed); Imperial Oil Ltd. v. R., 
[2003] 4 C.T.C. 177 (FCA) (Initial assessment can be appealed); Chevron Canada 
Resources Ltd. v. R., [1999] 3 C.T.C. 140 (FCA); rev’g [1997] 2 C.T.C. 2624 (TCC) 
(No objection allowed following agreement on certain computational matters); 
LaForme v. Canada, [1991] 2 C.T.C. 28 (FCTD) (Tax Court had no jurisdiction to hear 
appeal where no notice of objection to assessment filed; Federal Court precluded by s. 
29 of Federal Court Act from granting relief and declarations sought); R. v. Garry 
Bowl Ltd., [1974] C.T.C. 457 (FCA) (No objection possible where nil assessment), 
Vineland Quarries & Crushed Stone Ltd. v. MNR, [1971] C.T.C. 501, 635 (FCTD) 
(Appeal quashed where taxpayer had not filed notice of objection). 


Information Circulars: 98-1R3: Collections policies. 
|.T. Technical News: 32 (taxpayer’s opportunities to respond to assessments). 


Application Policies: SR&ED 2000-02R: Guidelines for resolving claimants’ 
SR&ED concerns. 
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Registered Charities Newsletters: 28 (objections and appeals on issues relating to 
charities). 

CRA Audit Manual: 19.2.0: Objections. 

Forms: ON100: Notice of Objection — Ontario Corporations Tax Act, P148; Resoly- 
ing your dispute: objections and appeal rights under the Income Tax Act [pamphlet]; 
T400A: Objection —/TA. (The prescribed form does not have to be used, however. 
See 165(2)). 


(1.1) Limitation of right to object to assessments or deter- 
minations — Notwithstanding subsection (1), where at any time 
the Minister assesses tax, interest, penalties or other amounts paya- 
ble under this Part by, or makes a determination in respect of, a 
taxpayer 
(a) under subsection 67.5(2) or 152(1.8), subparagraph 
152(4)(b)(i) or subsection 152(4.3) or (6), 161.1(7), 164(4.1), 
220(3.4) or 245(8) or in accordance with an order of a court va- 
cating, varying or restoring an assessment or referring the as- 
sessment back to ‘the Minister for reconsideration and 
reassessment, 


(b) under subsection (3) where the underlying objection relates 
to an assessment or a determination made under any of the pro- 
visions or circumstances referred to in paragraph (a), or 


(c) under a provision of an Act of Parliament requiring an as- 
sessment to be made that, but for that provision, would not be 
‘made because of subsections 152(4) to (5), 


the taxpayer may object to the assessment or determination within 
90 days after the day of sending of the notice of assessment or de- 
termination, but only to the extent that the reasons for the objection 
can reasonably be regarded 


(d) where the assessment or determination was made under sub- 
section 152(1.8), as relating to any matter or conclusion speci- 
fied in paragraph 152(1.8)(a), (b) or (c), and 


(e) in any other case, as relating to any matter that gave rise to 
the assessment or determination 


and that was not conclusively determined by the court, and this sub- 
section shall not be read or construed as limiting the right of the 
taxpayer to object to an assessment or a determination issued or 
made before that time. 


Related Provisions: 169(2) — Limitation of right to appeal; 244(14), (14.1) — Date 
when notice sent. 


History: The portion of subsec. 165(1.1) between paras. (c) and (d) amended by 2010, 
c. 25, subsec. 43(3), to substitute “sending” for “mailing”, in force on December 15, 
2010. 


Para. 165(1.1)(a) amended by 2000, c. 19, s. 51, applicable after 1999. The para. for- 
merly read: 


(a) under subsection 67.5(2) or 152(1.8), subparagraph 152(4)(b)(i) or subsection 
152(4.3) or (6), 164(4.1), 220(3.4) or'245(8) or in accordance with an order of a 
court vacating, varying or restoring the assessment or referring the assessment 
back to the Minister for reconsideration and reassessment, Ve 


The portion of subsec. 165(1.1) before para. (b) and the portion after para. (c) amended 
by 1998, c. 19, subsecs. 192(1), (2), applicable in respect of determinations made after 
June 18, 1998. Those portions formerly read: 


(1.1) Notwithstanding subsection (1), where at any time the Minister assesses 
tax, interest or penalties payable under this Part by, or makes a determination in 
respect of, a taxpayer 


(a) under subsection 67.5(2), subparagraph 152(4)(b)G@) ,or subsection 
152(4.3) or (6) or 164(4.1), 220(3.4) or 245(8) or in accordance with an or- 
der of a court vacating, varying or restoring the assessment or referring the 
assessment back to the Minister for reconsideration and reassessment, 


the taxpayer may object to the assessment or determination within 90 days after 
the day of mailing of the notice of assessment or determination, but only to the 
extent that the reasons for the objection can reasonably be regarded as relating to 
a matter that gave rise to the assessment or determination and that was not con- 
clusively determined by the court, and this subsection shall not be read or'con- 
strued as limiting the right of the taxpayer to object to an assessment ora deter- 
mination issued or made before that time. 


Para. 165(1.1)(a) amended by 1994, c..7, Sch. VIII (1993, c. 24), subsec.'98(1), to add 
reference to subsection 152(4.3). 
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Subsec. 165(1.1) added by 1994, c. 7, Sch. If (1991, c. 49), subsec. 138(1), applicable 
to objections made after December 17, 1991. 


Selected Cases [subsec. 165(1. 1)]: Ahmad v. R., [2004] 2 CTC. 2166 (TCC) (No 
objection or appeal where issues settled in earlier appeal); Sherway Centre Ltd. v. R., 
[2003] 1 C.T.C. 123 (FCA) (Provision does not allow taxpayer to achieve result that 
would be prohibited under 152(4.3)); Chevron Canada Resources Ltd. v. R., [1999] 3 
C.T.C. 140 (FCA); rev’ g [1997] 2 C.T.C. 2624 (TCC) (No objection allowed following 
agreement on certain computational matters). 


(1.11) Objections by large corporations — Where a corpora- 
tion that was a large corporation in a taxation year (within the 
meaning assigned by subsection 225.1(8)) objects to an assessment 
under this Part for the year, the notice ‘of objection shall 


(a) reasonably describe each issue to be decided; 


(b) specify in respect of each issue, the relief sought, expressed 
as the amount of a change in a balance (within the meaning as- 
signed by subsection 152(4.4)) or a balance of undeducted out- 
lays; expenses or other amounts of the corporation; and 


(c) provide facts and reasons relied on by the corporation in re- 
spect of each issue. 
Related Provisions: 165(1.12) Late compliance with. 165(1.11); 165(1.13) — 


Corporation may only object on grounds raised; 169(2.1)(a) — Appeal only on grounds 
raised in objection. 


History: Subsec. 165(1.11) added by 1995, c. 21, s. 70, eee after September 26, 
1994 for notices of objection filed at any time except a notice of objection to an assess- 
ment for a taxation year where an appeal under Division J of the Act of the assessment 
has been instituted before June 23, 1995. 


Subsec, 70(2) of 1995, c. 21 provides that where a;taxpayer submits, to a Chief. of 
Appeals referred to in subsec. 165(2), in writing before March 1995 the information 
required by subsec. 165(1.11) to be provided in a notice of objection served by the 
taxpayer before 1995, the taxpayer shall be deemed to have complied with subsec. 
165(1.11) with respect to that notice. 


Selected Cases [subsec. 165(1.11)]: Newmont Canada Ltd. v..R., [2005] 2 C.T.C. 
2792 (TCC) (Issue not raised in objection could not be raised on appeal); Potash Corp. 
of Saskatchewan Inc. v. R., [2004] 2 C.T.C. 91 (FCA); rev’g [2003] 2 C.T.C. 2640 
(TCC) (Reasonable description of each issue interpreted strictly). 


I.T.. Technical. News: 32 (notice of objection of large corporation: impact of the 
Potash Corp, case). 


(1.12) Late compliance — Notwithstanding subsection (1:11), 
where a notice of objection served by a corporation to which:that 
subsection applies does not include the information required by par- 
agraph (1.11)(b) or (c) in respect of an issue to be decided that is 
described in the notice, the Minister may in writing request the cor- 
poration to provide the information, and those paragraphs shall be 
deemed to be complied with.in respect of the issue if, within 60 
days after the request is made, the corporation submits the informa- 
tion in writing to a Chief of Appeals referred to in subsection (2). 
History: Subsec. 165(1.12) added’ by 1995, c. 21,.s..70, applicable after September 26, 
1994 to notices of objection filed at any time except a notice of objection to an assess- 
ment for a. taxation year where an appeal under Division J of the Act of the assessment 
has been instituted before June 23, 1995. 


(1.13) Limitation on objections by large corporations — 
Notwithstanding subsections (1) and (1.1), where under subsection 
(3) a particular assessment was made for a taxation year pursuant to 
a notice of objection served by a corporation that was a large corpo- 
ration in the year (within the meaning assigned by subsection 
225.1(8)), except where the objection was made to an earlier assess- 
ment made under-any of the provisions or circumstances referred to 
in paragraph (1.1)(a), the corporation may object to the particular 
assessment in respect of an issue 
(a) only if the corporation complied with subsection (1.11) in the 
notice with respect to that issue; and 
(b) only with respect to the relief sought in respect of that issue 
as specified by the corporation in the notice. 
Related Provisions: 165(1.14) — Application. 


History: Subsec. 165(1.13) added by 1995, c. 21, s. 70, applicable after September 26, 
1994 to notices of objection filed at any time except a notice of objection to an assess- 
ment for a taxation year where an appeal under Division J of the Act of the assessment 
has been instituted before June 23,1995. 


(1.14) Application of subsec. (1.13) — Where a particular as- 
sessment is made under subsection (3) pursuant to an objection 


S..165(2) 


made by a taxpayer to .an earlier assessment, subsection’(1.13) does 
not limit the right of the taxpayer to object to the particular assess- 
ment in respect of an issue that was part of the particular assessment 
and not part of the earlier assessment. 

History: Subsec. 165(1.14) added by 1995, c. 21, s. 70, applicable after September 26, 
1994 to notices of objection filed at any time except a notice of objection to an assess- 


ment for a taxation year where.an appeal under Division J of theAct of the assessment 
has been instituted before June. 23 1995, 


(1.15) Partnership — Notwithstanding subsection (1), where the 
Minister makes a determination under subsection’ 152(1.4) in’ re- 
spect of a fiscal period of a partnership, an objection in' respect of 
the determination may be made only by one member of the partner- 
ship, and that member must be either 


(a) designated for that purpose:in the information return made 
under section 229 of the Income Tax Regulations for the fiscal 
period; or 


(b) otherwise expressly authorized by the partnership to so act. 


History: Subsec. 165(1.15) added by 1998, c. 19, subsec. 192(3), applicable in n respect 
of determinations made after June 18, 1998. 


(1.2) Limitation on objections — Notwithstanding subsections 
(1) and (1.1), no objection may be made by a taxpayer to an assess- 
ment made under subsection 118.1(11), 152(4.2), 169(3) or 
220(3.1) nor, for greater certainty, in respect of an issue for which 
the right of objection has been waived in writing by the taxpayer. 


Related Provisions: 169(2.2) — No appeal permitted where right to object or appeal 
waived. 


History: Subsec. 165(1.2) amended by 1995, c. 38, s. 4, in force July 12, 1996. Sub- 
sec. 165(1.2) formerly read: 
(1.2) Limitation on objections — Notwithstanding subsections (1) and (1.1), no 
objection may be made by a taxpayer to an assessment made under subsection 
152(4.2), 169(3) or 220(3.1) nor, for greater certainty, in respect of an issue for 
which the right of objection has been waived in writing by the taxpayer. 


The words in square brackets shown in the 1995, c. 38 version were unintentionally 
deleted by 1995, c. 38 and should be restored. 


Subsec. 165(1.2) amended by 1995, c. 21, s. 70, applicable after September 26, 1994 to 
waivers signed at any time. Subsec. (1.2) formerly read: 


(1.2) Idem: — Notwithstanding subsection (1), no objection may be made to.an 
assessment made: under subsection 152(4.2), 169(3) or 220(3.1). 
Subsec. 165(1.2) amended by 1994, c. 7, Sch. VIII'(1993, c. 24), subsec. 98(2), to add 
reference to subsections 169(3) and 220(3.1). 


Subsec. 165(1.2) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 138(1), applicable 
after 1990. 


Selected Cases [subsec. 165(1.2)]: Chou v. R., [2005] 4 C.T.C. 2027 (TCC) (Not 
possible to file notice of objection where assessment issued outside normal period of 
reassessment), 

Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. 


CRA Audit Manual: 11.5.10: Loss determination. 


(2) Service — A notice of objection under this section shall be 
served by being addressed to the Chief of Appeals in a District Of- 
fice or a Taxation Centre of the Canada Revenue Agency and deliv- 
ered or mailed to that Office or Centre. 


Related Provisions: 165(6) — Acceptance of notice of objection; 189(8)(b) — Ob- 
jection by charity to penalties or suspension of receipting privileges must be addressed 
to Assistant Commissioner, Appeals Branch; 248(7)(a) — Mail deemed received on 
day mailed. 


History: Subsec. 165(2) amended to substitute “Canada Revenue Agency” for “Can- 
ada’ Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(i), proclaimed in 
force December 12, 2005. 


Subsec. 165(2) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(a), proclaimed in force 
November 1, 1999. 


“Department of National Revenue’’ substituted for “Department of National Revenue, 
Taxation” in subsec. 165(2) by 1994, c. 13, subsec. 8(1), in force May 12, 1994. 
Subsec. 165(2) amended by 1994, c. 7, Sch. 11 (1991, c. 49), subsec. 138(1), applicable 
to objections made after December 17, 1991. Subsec. 165(2) formerly read: 


(2) A notice of objection under this section shall be served by being sent by 
registered mail addressed to the Deputy Minister of National Revenue for Taxa- 
tion at Ottawa. 
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Selected Cases [subsec. 165(2)]: Wichartz v. Canada, [1994] 2 C.T.C. 2344 
(TCC) (Informal letter of complaint held to constitute objection). 

Forms: ON100: Notice of Objection — Ontario Corporations Tax Act; P148: Resolv- 
ing your dispute: objections and appeal rights under the Income Tax Act [pamphlet]; 
T400A: Objection — /TA. (The prescribed form does not have to be used, however. 
See 165(2)). 


(2.1) Application — Notwithstanding any other provision of this 
Act, paragraph (1)(a) shall apply only in respect of assessments, de- 
terminations and redeterminations under this Part and Part 1.2. 


History: Subsec. 165(2.1) amended by 2001, c. 17, s. 157 to delete the reference to 
Part I.1, applicable to 2001 et seg. 


Subsec. 165(2.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 138(1), applicable 
to objections made after December 17, 1991. 


(3) Duties of Minister — On receipt of a notice of objection 
under this section, the Minister shall, with all due dispatch, recon- 
sider the assessment and vacate, confirm or vary the assessment or 
reassess, and shall thereupon notify the taxpayer in writing of the 
Minister’s action. 

Related Provisions: 152(9) — Minister may raise new basis for assessment during 
appeal process; 165(5) — Normal reassessment limitations do not apply to reassess- 
ment under 165(3); 169 — Appeals; 189(8) — Suspension of charity’s receipting privi- 
leges can be confirmed or vacated, but not varied; 244(5) — Proof of service by mail; 
244(14) —Date of mailing presumed to be date of notification; 248(7)(a) — Mail 
deemed received on day mailed. 

History: Subsec. 165(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 98(3). 
Subsec. (3) formerly read: 


(3) On receipt of a notice of objection under this section, the Minister shall, 


(a) with all due dispatch reconsider the assessment and vacate, confirm or 
vary the assessment or reassess, or 


(b) where the taxpayer indicates in the notice of objection that the taxpayer 
wishes to appeal immediately to the Tax Court of Canada and waives recon- 
sideration of the assessment and the Minister consents, file a copy of the 
notice of objection with the Registrar of that Court, 
and the Minister shall thereupon notify the taxpayer by registered mail of the 
action taken. 
Selected Cases [subsec. 165(3)]: Maglioccetti v. Canada, [1996] 3 C.T.C. 2660 
(TCC) (Taxpayer established on balance of probability that Minister had not mailed 
notice of assessment); Bowen v. MNR, [1991] 2 C.T.C. 266 (FCA) (Notice of confirma- 
tion of assessment received after deadline for filing notice of appeal and obtaining ex- 
tension; application for extension of time for filing dismissed); Walkem v. MNR, [1971] 
C.T.C. 513 (FCTD) (Taxpayer’s appeal dismissed against assessments replaced by sub- 
sequent reassessments). 
1.T. Application Rules: 62(4). 


Interpretation Bulletins: IT-241: Reassessments made after the four-year limit 
(archived). 


Information Circulars: 98-1R3: Collections policies. 

Registered Charities Newsletters: 28 (objections and appeals on issues relating to 
charities). 

CRA Audit Manual: 3.4.0: Privacy and confidentiality; 19.2.3: Objections — review 
process. 


Forms: RC4067: Protocol between the verification .. . branch and the appeals branch 
of the CRA. 


(3.1) [Repealed] 


History: Subsec. 165(3.1) repealed by 1998, c. 19, subsec. 192(4), applicable after 
August 27, 1995. Subsec. 165(3.1) formerly read: 


(3.1) Decision by Minister of Human. Resources Development — Notwith- 
standing subsection (3), on feceipt of a notice of objection to a determination that 
includes matters relating to whether, for the purposes of subdivision a.1 of Divi- 
sion E, 
(a) a taxpayer is an eligible individual in respect of a qualified dependant, 
(b) a person is a qualified dependant, or 
(c) a person is a taxpayer’s cohabiting spouse, 
the Minister of National Revenue shall refer those matters to the Minister of 
Human Resources Development who shall, with all due dispatch, decide the mat- 
ters and notify the Minister of National Revenue of the decision. 
Subsec. 165(3.1) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources Development” for “Minister of National Health and Welfare”, in 
force July 12, 1996. This will effectively be superseded by the repeal of this provision 
as per draft legislation of April 26, 1995. 


Subsec. 165(3.1) added by 1994, c. 7, Sch. VII (1992, c. 48), s. 20, deemed to have 
come into force January 1, 1993. 


Income Tax Act, Part I 


(3.2) [Repealed] 


History: Subsec. 165(3.2) repealed by 1998, c. 19, subsec. 192(4), applicable after 
August 27, 1995. Subsec. 165(3.2) formerly read: 


(3.2) Reconsideration of determination — On receipt of the notification of a 
decision of the Minister of Human Resources Development under subsection 
(3.1), the Minister of National Revenue shall, with all due dispatch, reconsider 
the determination to which the decision relates and vacate, confirm or vary the 
determination or redetermine in accordance with the decision, and shall there- 
upon notify the taxpayer in writing of that action. 


Subsec. 165(3.2) amended by 1996, c. 11, para. 95(h), to substitute “Minister of 
Human Resources Development” for “Minister of National Health and Welfare”, in 
force July 12, 1996. This will effectively be superseded by the repeal of this provision 
as per draft legislation of April 26, 1996. 

Subsecs. 165(3.2) added by 1994, c. 7, Sch. VII (1992, c. 48), s. 20, deemed to have 
come into force January 1, 1993. 


(4) [Repealed] 
History: Subsec. 165(4) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 98(3). 
Subsec. (4) formerly read: 


(4) Effect of filing of notice of objection — Where the Minister files a copy of 
a notice of objection pursuant to paragraph (3)(b), the Minister shall be deemed, 
for the purpose of section 169, to have confirmed the assessment to which the 
notice relates and the taxpayer who served the notice shall be deemed to have 
thereupon instituted an appeal in accordance with that section. 


(5) Validity of reassessment — The limitations imposed under 
subsections 152(4) and (4.01) do not apply to a reassessment made 
under subsection (3). 


History: Subsec. 165(5) amended by 1998, c. 19, subsec. 192(5), applicable after 
April 27, 1989. Subsec. 165(5) formerly read: 


(5) A reassessment made by the Minister pursuant to subsection (3) is not invalid 
by reason only of not having been made within the period determined under par- 
agraph 152(4)(b) or (c), as the case may be, within which the Minister may reas- 
sess tax payable. 


Interpretation Bulletins: IT-241: Reassessments made after the four-year limit 
(archived). 


(6) Validity of notice of objection — The Minister may accept 
a notice of objection served under this section that was not served in 
the manner required by subsection (2). 


History: Subsec. 165(6) amended by 1994, c/7, Sch. II (1991, c. 49), subsec. 138(2), 
applicable to objections made after January 16, 1992. Subsec. (6) formerly read: 


(6) Waiver as to service of notice — The Minister may accept a notice of ob- 
jection under this section notwithstanding that it was not served in duplicate or in 
the manner required by subsection (2). 


(7) Notice of objection not required — Where a taxpayer has 
served in accordance with this section a notice of objection to an 
assessment and thereafter the Minister reassesses the tax, interest, 
penalties or other amount in respect of which the notice of objection 
was served or makes an additional assessment in respect thereof and 


sends to the taxpayer a notice of the reassessment or of the addi- ~ 


tional assessment, as the case may be, the taxpayer may, without 
serving a notice of objection to the reassessment or additional 
assessment, 


(a) appeal therefrom to the Tax Court of Canada in accordance 
with section 169; or 


(b) amend any appeal to the Tax Court of Canada that has been — 


instituted with respect to the assessment by joining thereto an 
appeal in respect of the reassessment or the additional assess- 
ment in such manner and on such terms, if any, as the Tax Court 
of Canada directs. 


Related Provisions: 169(2.1)(b) — Grounds for appeal by large corporation. 


History: That portion of subsec. 165(7) preceding para. (a) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), subsec. 138(3), applicable to 1986 et seg. That portion formerly 
read: 


(7) No notice of objection required in respect of reassessment or 
additional assessment — Where a taxpayer has served a notice of objection to 
an assessment in accordance with this section and thereafter the Minister reas- 
sesses the taxpayer’s tax for the taxation year in respect of which the notice of 
objection was served or makes an additional assessment in respect thereof, and 
sends to the taxpayer a notice of the reassessment or of the additional assess- 
ment, as the case may be, the taxpayer may, without serving a notice of objection 
to the reassessment or additional assessment, 
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Selected Cases [subsec. 165(7)]: Lehner v. MNR, [1997] 2 C.T.C:;'309 (FCA) 
(Taxpayer not permitted to amend appeals disposed of by consent judgment); Stephens 
v. R., [1977] C.T.C. 590 (FCTD) (Appeal from reassessment rejected when appeal 
from assessment disposed of). 


Related Provisions [s. 165]: See Related Provisions at end of s. 163. 


Selected Cases [s. 165]: Pereira v. R., [2009] 2 C.T.C. 17 (FCA) (Haight v. R., 
(2000] 4 C.T.C. 2546 (TCC), was wrongly decided); Lester v. R., [2005] 2 C.T.C. 2161 
(TCC) (Solicitor’s letter constituted notice of objection); Nova Ban-Corp. Ltd. v. Tot- 
trup, [1989] 2 C.T.C, 304 (FCTD) (Canada Business Corporations Act does not pro- 
vide basis for creditor to commence proceedings in the Federal Court in name of debtor 
in respect of assessment of tax against debtor). 


Definitions [s. 165]: “amount”, “assessment” — 248(1); “balance” — 152(4.4); 
“Canada Revenue Agency’ — Canada Revenue Agency Act s. 4(1); “day of send- 
ing” — 244(14), (14.1); “‘filing-due date” — 150(1), 248(1); “individual”, “Minister”, 
“prescribed” — 248(1); “large corporation” — 225.1(8); “Parliament” — Interpreta- 
tion Act 35(1); “taxation year” — 249; “taxpayer” — 248(1); “testamentary trust’? — 
248(1); “trust” — 104(1), 108(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


General 


166. Irregularities — An assessment shall not be vacated or va- 
ried on appeal by reason only of any irregularity, informality, omis- 
sion or error on the part of any person in the observation of any 
directory provision of this Act. 

Related Provisions: 152(3) — Liability for tax not affected by incorrect or incom- 
plete assessment; 152(8)— Assessment valid despite error; 158 — Assessment paya- 
ble forthwith; 165(3) — Objections — duties of Minister; 168(4) —S. 166 applies to 
charity revocations etc. See also at end of s. 163. 


Selected Cases [s. 166]: Kyte v. Canada, [1997] 2 C.T.C. 15 (FCA) (Provision 
covers error in certificate amount in subsec. 227,1(2)). 


Definitions [s. 166]: “assessment”, “person” — 248(1). 


166.1 (1) Extension of time [to object] by Minister — Where 
no notice of objection to an assessment has been served under sec- 
tion 165, nor any request under subsection 245(6) made, within the 
time limited by those provisions for doing so, the taxpayer may ap- 
ply to the Minister to extend the time for serving the notice of ob- 
jection or making the request. 


Related Provisions: 168(4) — Application to charity revocations, annulments, des- 
ignations and refusals to register; 244(10) — Proof that no notice of objection filed. 


Forms: P148: Resolving your dispute: objections and appeal rights under the Income 
Tax Act [pamphlet]. 


(2) Contents of application — An application made under sub- 
section (1) shall set out the reasons why the notice of objection or 
the request was not served or made, as the case may be, within the 
time otherwise limited by this Act for doing so. 


(3) How application made — An application under subsection 
(1) shall be made by being addressed to the Chief of Appeals in a 
District Office or a Taxation Centre of the Canada Revenue Agency 
and delivered or mailed to that Office or Centre, accompanied by a 
copy of the notice of objection or a copy of the request, as the case 
may be. 


Related Provisions: 248(7)(a) — Mail deemed received on day mailed. 


History: Subsec. 166.1(3) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(ii), proclaimed in 
force December 12, 2005. 

Subsec. 166.1(3) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(b), proclaimed in force 
November 1, 1999. 

“Department of National Revenue” substituted for “Department of National Revenue, 
Taxation” in subsec. 166.1(3) by 1994, c. 13, subsec. 8(1), applicable May 12, 1994. 


(4) Idem — The Minister may accept an application under this sec- 
tion that was not made in the manner required by subsection (3). 


(5) Duties of Minister — On receipt of an application made 
under subsection (1), the Minister shall, with all due dispatch, con- 
sider the application and grant or refuse it, and shall thereupon no- 
tify the taxpayer in writing of the Minister’s decision. 

Related Provisions: 166.2(1)— Extension of time by Tax Court, 244(14) — Date 
of mailing presumed to be date of notification. 


S. 166.2(2) 


History: Subsec: 166.1(5) amended by 1994, c. 7, Sch. VIII (1993, c..24), s. 99. Sub- 
sec. (5) formerly read: 


(5) On receipt of an application made under subsection (1), the Minister shall, 
with all due dispatch, consider the application and grant or refuse it, and shall 
thereupon notify the taxpayer of the decision by registered mail, 


(6) Date of objection or request if application granted — If 
an application made under subsection (1). is granted, the notice of 
objection or the request, as the case may be, is deemed to have been 
served or made on the day on which the decision of the Minister is 
sent to the taxpayer. 


Related Provisions: 244(14), (14.1) — Date when decision sent. 


History: Subsec. 166.1(6) amended by 2010, c. 25, s. 44, in force on December 15, 
2010. It formerly read: 


(6) Where an application made under subsection (1) is granted, the notice of 
objection or the request, as the case may be, shall be deemed to have been served 
or made on the day the decision of the Minister is mailed to the taxpayer, 


(7) When order to be made — No application shall be granted 
under this section unless 


(a) the application is made within one year after the expiration 
of the time otherwise limited by this Act for serving a notice of 
objection or making a request, as the case may be; and 


(b) the taxpayer demonstrates that 


(i) within the time otherwise limited by this Act for serving 
such a notice or making such a request, as the case may be, 
the taxpayer 


(A) was unable to act or to instruct another to act in the 
taxpayer’s name, or 


(B) had a bona fide intention to object to the assessment 
or make the request, 


(ii) given the reasons set out in the application and the cir- 
cumstances of the case, it would be-just and equitable to 
grant the application, and 


(iii), the application was. made as. soon as. .circumstances 
permitted. 


Related Provisions: 248(7)(a) — Mail deemed received on day mailed. 


History: S. 166.1 added by 1994, c. 7, Sch. II (1991, ,:c. 49), s. 139, applicable to 
applications filed after January 16, 1992. 


Selected Cases [s. 166.1]: Haight v. R., [2000] 4 C.T.C. 2546 (TCC) (“Shall” is 
normally mandatory unless interpretation would be utterly inconsistent with context 
and would render provisions irrational or meaningless). 


Definitions [s. 166.1]: “assessment” — 248(1); “Canada.Revenue Agency” — Can- 
ada Revenue Agency Act s. 4(1); “Minister” — 248(1); “sent” — 244(14), (14.1); “tax- 
payer” — 248(1); “writing” — Interpretation Act 35(1). 


166.2 (1) Extension of time [to object] by Tax Court — A 
taxpayer who has made an application under subsection 166.1[(1)] 
may apply to the Tax Court of Canada to have the application 
granted after either 


(a) the Minister has refused the application, or 


(b) 90 days have elapsed after service of the application under 
subsection 166.1(1) and the Minister has not notified the tax- 
payer of the Minister’s decision, 


but no application under this section may be made after the expira- 
tion of 90 days after the day on which notification of the decision 
was mailed to the taxpayer. 


Related Provisions: 168(4) — Application to charity revocations, annulments, des- 
ignations and refusals to register. 


Forms: P148: Resolving your dispute: objections and appeal rights under the Income 
Tax Act [pamphlet]. 


(2) How application made — An application under subsection 
(1) shall be made by filing in the Registry of the Tax Court of Can- 
ada, in accordance with the provisions of the Tax Court of Canada 
Act, three copies of the documents referred to in subsection 
166.1(3) and three copies of the notification, if any, referred to in 
subsection 166.1(5). 


Related Provisions: 248(7)(a) — Mail deemed received on day mailed. 
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History: Subsec. 166.2(2) amended by 2000, c. 30, s. 171, in foree October 20, 2000 
(Royal Assent). The subsec. formerly read: 
(2) How application made — An application under subsection (1) shall be 
made by filing in the Registry of the Tax Court of Canada, or by sending by 
registered mail addressed to an office of the Registry, 3 copies of the documents 
referred to in subsection 166.1(3) and 3 copies of the notification, if any, referred 
to in subsection 166.1(5). 


Selected Cases [subsec. 166.2(2)]: Bordieri v. Canada, [1995] 2 C.T.C. 15 
(FCA) (Courier service does not comply with statutory requirement). 


(3) Copy to Commissioner — The Tax Court of Gawiaia shall 
send a copy of each application made under this section to the of- 
fice of the Commissioner of Revenue. 

History: Subsec. 166.2(3) amended to substitute “Commissioner of Revenue” for 


“Commissioner of Customs and Revenue” by 2005, c. 38, subpara. 140(e)(i), pro- 
claimed in force December 12, 2005. 


Subsec. 166.2(3) amended to substitute “Commissioner of Customs and Revenue” for 
“Deputy Minister of National Revenue” by 1999, c. 17, para. 167(a), proclaimed in 
force November 1, 1999. 


“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” in subsec. 166.2(3) by 1994, c. 13, subsec. 7(1), applicable May 
12, 1994. 


(4) Powers of Court — The Tax Court of Canada may grant or 
dismiss an application made under subsection (1) and, in granting 
an application, may impose such terms as it deems just or order that 
the notice of objection be deemed to have been served on the date 
of its order. 


(5) When application to be granted — No application shall be 
granted under this section unless 


(a) the application was made under subsection 166.1(1) within 
one year after the expiration of the time otherwise limited by 
this Act for serving a notice of objection or making a request, as 
the case may be; and 


(b) the taxpayer demonstrates that 


(i) within the time otherwise limited by this Act for serving 
such a notice or making such a request, as the case ay be, 
the taxpayer 


(A) was unable to act or to instruct another to act in the 
taxpayer’s name, or 


(B) had a bona fide intention to object to the assessment 
or make the request, 


(ii) given the reasons set out in the application and the cir- 
cumstances of the case, it would be just and equitable to 
grant the application, and 


(iii) the application was made under subsection 166.1(1), as 
soon as circumstances permitted. 


Selected Cases [subsec. 166.2(5)]: Nagle v. R., [2005] 4 C.T.C. 2182 (TCC) 
(Discoverability principle does not override statutory language). 


Related Provisions [s. 166.2]: 169 — Appeals. 


History: S. 166.2 added by 1994, c. 7, Sch. II (1991, c. 49), s. 139, applicable to 
applications filed after January 16, 1992. 


Selected Cases [s. 166.2]: Construction Dinamo Inc. v.-R., [2000] 2 C.T.C. 2865 
(TCC) (Objection mailed on last day was properly received). 


Definitions [s. 166.2]: “Commissioner of Revenue” — Canada Revenue Agency Act 
s. 25; “Minister”, “taxpayer” — 248(1). 


167. (1) Extension of time to appeal — Where an appeal to the 
Tax Court of Canada has not been instituted by a taxpayer under 
section 169 within the time limited by that section for doing so, the 
taxpayer may make an application to the Court for an order ex- 
tending the time within which the appeal may be instituted and the 
Court may make an order extending the time for te ag and may 
impose such terms as it deems just. 


Selected Cases [subsec. 167(1)]: Kershaw v. Canada, [1992] 1 C.T.C. 301 (FCA) 
(Application to extend time to file notice of objection granted). 


Forms: P148: Resolving your dispute: objections and appeal rights under the Income 
Tax Act [pamphlet]. 
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(2) Contents of application — An application made under sub- 
section (1) shall set out the reasons why the appeal was not insti- 
tuted within the time limited by section 169 for doing so. 


History: Subsecs. 167(1), (2) substituted by 1994, c. 7, Sch. I (1991, c. 49), s, 139, 
applicable to applications filed after January 16, 1992. Those subsecs. formerly read: 


167. (1) Application to Tax Court of Canada for time extension — Where no 
objection to an assessment under section 165, appeal to. the Tax Court of Canada 
under section 169 or request under subsection 245(6) has been made or instituted 
within the time limited by that provision for doing so, an application may be 
made to the Tax Court of Canada for.an order extending the time within which a 
notice of objection may be served, an appeal instituted or a request made, and the _ 
Court may, if in its opinion the circumstances of the case are such that it would 
be just and equitable to do so, make an order extending the time of objecting, 
appealing or making a request and may impose such terms as it deems just. 


(2) \dem — The application referred to in subsection (1) shall set out the reasons 
why it was not possible to serve the notice of objection; institute the appeal to the 
Court or make the request under subsection 245(6), as the case may be, within 
the time otherwise limited by this Act for so doing. 


(3) How application made — An application made under sub- 
section (1) shall be made by filing in the Registry of the Tax Court 


of Canada, in accordance with the provisions of the Tax Court of © 


Canada Act, three copies of the application accompanied. by three 
copies of the notice of appeal. 


Related Provisions: 165(2) — Service. 


History: Subsec. 167(3) amended by 2000, c. 30, s. 172, in force October 20, 2000 
(Royal Assent). The subsec. formerly read: 


(3) How application made — An application under subsection (1) shall be 
made by filing in the Registry of the ‘Tax Court of Canada, or by sending by 
registered mail addressed to an office of the Registry, 3 copies of the application 
accompanied by 3 copies of the notice of appeal. 


Subsec. 167(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 139, applicable to 
applications filed after January 16, 1992. Subsec. 167(3) formerly read: 


(3) An application under subsection (1) shall be made by filing with the Regis- 
trar of the Tax Court of Canada or by sending by registered mail addressed to the 
Registrar of the Tax Court of Canada at Ottawa three copies of the application 
accompanied by three copies of a notice of objection or notice of appeal, as the 
case may be. 


(4) Copy to Deputy Attorney General — The Tax Court of 
Canada shall send a copy of each application made under this sec- 
tion to the office of the Deputy Attorney General of Canada. 


History: Subsec. 167(4) added by 1994, c. 7, Sch. II (1991, c. 49), s. 139, applicable to 
applications filed after January 16, 1992. 

(5) When order to be made — No order shall be tide under 
this section unless 


(a) the application is made within one year after the expiration 
of the time limited by section 169 for appealing; and 


(b) the taxpayer demonstrates that 


(i) within the time otherwise limited by section 169 for ap- 


pealing the taxpayer 


(A) was unable to act or to instruct another to act in hia 
taxpayer’s name, or 


(B) had a bona fide intention to appeal, 


(ii) given the reasons set out in the application and the cir 


cumstances of the case, it would be just and equitable to 
grant the application, 


(iii) the application was made as soon as circumstances per- 
mitted, and 


(iv) there are reasonable grounds for the appeal. 
Related Provisions: 169 — Appeal: 


History: Subsec. 167(5) substituted by 1994, c. 7, Sch. IL(1991, c. 49), s. 139, applica- 
ble to applications filed after January 16, 1992. Subsec. 167(5) formerly read: 


(5) No order shall be made under subsection (1) 


(a) unless the application to extend the time for objecting or appealing, or 
making the request, as the case may be, is made within one year after the 
expiration of the time otherwise limited by this Act for objecting to or ap- 
pealing from the assessment in respect of which the application is made or 
for making the request under subsection 245(6), as the case may be; 
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(b) if the Tax Court of Canada has previously made an order extending the 
time for objecting to or appealing from the assessment or making the re- 
quest, as the case may be; and. | 


(c) unless the Tax Court of Canada is satisfied that 


(i) but for the circumstances mentioned in subsection (1), an’ objection, 
appeal or request would have been made or instituted within the time 
otherwise limited by this Act for so doing, 


(ii) the application was brought as soon as circumstances permitted it to 
be brought, and 


(iii) there are reasonable grounds for objecting to or — from the 

assessment or making the request; 
Selected Cases [subsec. 167(5)]: Meer v. R.; [2001] 3.C.T.C. 2537 (TCC) (Statu- 
tory periods for: appeal may be relevant factor in determination of reasonable 
diligence); Kershaw v. R., [1992] 1 C.T.C. 301 (FCA) (Application to extend time to 
file notice of objection granted); Minuteman Press of Canada Co. Ltd. v. MNR, [1988] 
1 C.T.C. 440 (FCA) (Taxpayer’s notice of appeal not application for extension of de- 
lays; appeal dismissed when filed after prescribed delay); R. v. Pennington, [1987] 1 
C.T.C. 235, (FCA) (Circumstances not justifying application for extension of time to 
file late notice of objection); R. v. Tohms, [1985] 2.C.T.C..130 (FCA), (Extension al- 
lowed due to physical condition of taxpayer); Maclsaac v. R., [1983] C.T.C. 213 
(FCTD) (Revision of assessments cannot be obtained after time for filing notice of 
objection expired); Tic Toc Tours Ltd. v. MNR, [1982] C.T.C. 264 (FCA) (Extension 
permitted where accountant failed to file notice of objection in. time). 


Definitions [s. 167]: “taxpayer” — 248(1). 


Revocation of Registration of Certain 
Organizations and Associations 


168. (1) Notice of intention to revoke registration — Where 
a registered charity or a registered Canadian amateur athletic 
association 


(a) applies to the Minister in writing for revocation. of its 
registration, 


(b) ceases to comply with the requirements of this Act for its 
registration as such, 


(c) fails to file an information return as and when required under 
this Act or a regulation, 


(d) issues a receipt for a gift or donation otherwise than in accor- 
dance with this Act and the regulations or that contains false 
information, 


(e) fails to comply with or contravenes any of sections 230. to 
221 2a OF 


(f) in the case of a rebistered Canadian amateur athletic associa- 
tion, accepts a gift or donation the granting of which was ex- 
pressly or impliedly conditional on the association making a gift 
or donation to another person, club, society or association, 


the Minister may, by registered mail, give notice to the registered 
charity or registered Canadian amateur athletic association that the 
Minister proposes to revoke its registration. 


Related Provisions: 149.1(2) — Revocation of registration of charity; 149.1(3) — 
Revocation of registration of public foundation; 149.1(4.1) — Revocation for abuse of 
disbursement quota; 149.1(6.4), (6.5) — Application of s. 168 to registered national 
arts service organizations; 149.1(23), (24) — Annulment of charity registration as alter- 
native to revocation; 168(3)— Deemed revocation when certificate issued claiming 
charity supports terrorism; 168(4) — Objection to proposed revocation; 172(3)(a) — 
Appeal from revocation; 180(1)— Appeals to Federal Court of Appeal; 188(1) — 
Deemed year-end on notice of revocation; | 188(1.1) — Revocation ' tax; 
188.1(6)—-(10) — Alternative penalties for failing to file information return and for in- 
correct receipts; 188.2(1),. (2)——Suspension. of charity’s. receipting privileges; 
230(2) — Charity must keep records to allow Minister to, determine if there are 
grounds for revocation of registration; 241(3.2)(g) — Revocation letter may be dis- 
closed to the public; 244(5) — Proof of service by mail; 248(1)“registered Canadian 
amateur athletic association”, “registered charity’ — Application for registration; 
248(7)(a) — Mail deemed received on day mailed. 


Selected Cases [subsec. 168(1)]: Holy Alpha & Omega Church v. Canada (A.- 
G.), [2010] 1 C.T.C. 161 (FCA) (No irreparable harm would be suffered as result of 
revocation); Canadian Committee for the Tel Aviv Foundation v. R., (2002) 2 C.T.C. 93 
(FCA) (Charitable status revoked for failure to comply with proper standards of 
conduct); Maccabi Canada v. MNR, [1998] 4 C.T.C. 21 (FCA) (No demographic ele- 
ment to be read into’ definition of “registered Canadian amateur athletic association”); 
Renaissance International v. MNR;, [1982] C.T.C. 393, (FCA) (Failing to file notice of 
intention to revoke registration violated rules of natural justice). 


Interpretation Bulletins: IT-496R: Non-profit organizations. 


S. 168(4) 


Forms: RC4424: Completing the tax return where registration of a’charity is revoked 
[guide]; T1189: Application to register a Canadian amateur athletic association under 
the ITA; T2050: Application to register a charity under the ITA; T2052: Registered 
Canadian amateur athletic association information return; T4063: Registering a charity 
for income tax purposes [guide]. 

Registered Charities Newsletters: 4 (issuing receipts for gifts of art); 11 (audit of 
tax preparer lands registered charities and executive director in hot water); 13 (charities 
operating abroad: lessons from the court; about auditing charities); 23 (court news: pro- 
cedural fairness when a result is inevitable); 28 (new re-registration process; objections 
and appeals on issues relating to charities); 33 (tax shelter-related revocations). 


Charities Policies: CPS-007: RCAAAs: Receipts — issuing policy. 


(2) Revocation of registration — Where the Minister gives no- 
tice under subsection (1) to a registered charity or to a registered 
Canadian amateur ‘athletic association, 


(a) if the charity or association has applied to the Minister in 
writing for the revocation of its registration, the Minister. shall, 
forthwith after the mailing of the notice, publish a copy of the 
notice in the Canada Gazette, and 


(b) in any other case, the Minister may, after the expiration of 30 
days from the day of mailing of the notice, or after the expira- 
tion of such extended period from the day of mailing of the no- 
tice as the Federal Court of Appeal or a judge of that Court, on 
application made at any time before the determination of any 
appeal pursuant to subsection 172(3) from the giving of the no- 
tice, may fix or allow, publish.a copy of the notice in the Can- 
ada Gazette, 

Selected Cases [para. 168(2)(b)]: Millennium Charitable Foundation v. MNR, 

[2009] 2 C.T.C. 189 (FCA) (Order prohibiting Minister from publishing notice of in- 

tent to revoke must meet tests for injunctions). 


and on that publication of a copy of the notice, the registration of 
the charity or association is revoked. 

Related Provisions: 149.1(4) — Revocation of registration of private foundation; 
168(3) — Deemed revocation when certificate issued claiming charity supports terror- 
ism; 172(3) — Appeal from refusal to register or revocation of registration; 180 — Ap- 
peals to Federal Court of Appeal; 188(1) — Revocation tax. 
Registered Charities Newsletters: 11 (audit of tax preparer lands registered chari- 
ties in hot water). 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]. 


(3) Charities Registration (Security Information) Act 
[revocation for supporting terrorism] — Notwithstanding 
subsections (1), (2) and (4), if a registered charity is the subject of a 
certificate that is determined to be reasonable under subsection 7(1) 
of the Charities Registration (Security Information) Act, the regis- 
tration of the charity is revoked as of the making of that 
determination. 

Related Provisions: 172(3.1)— No appeal for charity that has certificate issued; 


172(4.1) — Regular appeal suspended when certificate issued; 188(1) — Deemed year- 
end upon determination. 


History: Subsec. 168(3) amended by 2005, c. 19, s. 38, to substitute “(1), (2) and (4)” 
for “(1) and (2)”, applicable in respect of notices issued by the Minister of National 
Revenue after June 12, 2005. 


Subsec. 168(3) amended by 2001, c. 41, subsec. 127(2) to replace “paragraph 6(1)(d)” 
with “subsection 7(1)”; in force June 28; 2002 (the proclamation into force of 2001, c. 
27 (Immigration and Refugee Protection Act), s. 76). 


Subsec. 168(3) added by 2001, c. 41, s.:114,; in force December 24, 2001. 
Registered Charities: Newsletters: 12 (the new anti-terrorism law). 


(4) Objection to proposal or designation — A person that is 
or was registered as a registered charity or is an applicant for regis- 
tration as a registered charity that objects to a notice under subsec- 
tion (1) or any of subsections 149.1(2) to (4.1), (6.3), (22) and (23) 
may, on or before the day that is 90 days after the day on which the 
notice was mailed, serve on the Minister a written notice of objec- 
tion in the manner authorized by the Minister, setting out the rea- 
sons for the objection and all the relevant facts, and the provisions 
of subsections 165(1), (1.1) and (3) to (7) and sections 166, 166.1 
and 166.2 apply, with any modifications that the circumstances re- 
quire, as if the notice were a notice of assessment.made under sec- 
tion 152. 
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Related Provisions: 172(3)(a.1) — Appeal to Federal Court of Appeal where objec- 
tion rejected or not answered; 189(8.1)(a) — Objection to revocation is not an objec- 
tion to revocation tax; 189(8.1)(b) — No appeal to Tax Court of Canada. 

History: Subsec. 168(4) added by 2005, c. 19, s. 38, applicable in respect of notices 
issued by the Minister of National Revenue after June 12, 2005. 

Registered Charities Newsletters: 19 (appeals process); 28 (objections and ap- 
peals on issues relating to charities). 

Definitions [s. 168]: “assessment” — 248(1); “contravene” — Interpretation Act 
35(1); “Federal Court of Appeal’ — Federal Courts Act s. 3; “Minister”, “person”, 
“registered Canadian amateur athletic association”, “registered charity”, “regula- 
tion” — 248(1); “writing” — Interpretation Act 35(1); “written” — Interpretation Act 
35(1)“writing”. 


DiviSION J — APPEALS TO THE TAX COURT OF 
CANADA AND THE FEDERAL COURT OF APPEAL 


History: The heading to Div. J amended by 2002, c. 8, s. 148 to substitute “Federal 
Court of Appeal” for “Federal Court”, in force July 2, 2003. 


169. (1) Appeal — Where a taxpayer has served notice of objec- 
tion to an assessment under section 165, the taxpayer may appeal to 
the Tax Court of Canada to have the assessment vacated or varied 
after either 


(a) the Minister has confirmed the assessment or reassessed, or 


(b) 90 days have elapsed after service of the notice of objection 
and the Minister has not notified the taxpayer that the Minister 
has vacated or confirmed the assessment or reassessed, 


but no appeal under this section may be instituted after the expira- 
tion of 90 days from the day notice has been sent to the taxpayer 
under section 165 that the Minister has confirmed the assessment or 
reassessed. 


Proposed Amendment — Appeal of eligibility for 
Disability Tax Credit to Tax Court of Canada 


See under 146.4(1)“DTC-eligible individual”. 


Related Provisions: 152(9) — Minister may raise new basis for assessment during 
appeal; 167 — Application for time extension; 170 — Informal procedure appeals; 
173(2), 174(5) — Time during consideration not to count; 175 — General procedure 
appeals; 179.1 — Where no reasonable grounds for appeal, 189(8) — Appeals of char- 
ity penalties and of suspension of charity’s receipting privileges; 225.1(3) — Collec- 
tion restrictions; 244(14), (14.1) —Date when notice sent; Interpretation Act 26 — 
Deadline on Sunday or holiday extended to next business day. 


History: Closing words of subsec. 169(1) amended by 2010, c. 25, s. 45, to substitute 
“sent” for “mailed”, in force on December 15, 2010. 


Selected Cases [subsec. 169(1)]: Chrysler Canada Inc. v. R., [2008] 5 C.T.C. 174 
(FC) (Appeal may be to Federal Court where conduct of Minister, not correctness of 
assessments, is primary focus); Cole v. R., [2005] 5 C.T.C. 155 (FC) (Provision is “ob- 
scure” and should have been drawn to taxpayer’s attention); Chou v. R., [2005] 4 
C.T.C. 2027 (TCC) (Not possible to file notice of objection where assessment issued 
outside normal period of reassessment); Kovacevic v. R., [2002] 4 C.T.C. 2325 (TCC) 
(Minister could not prove notice had been sent to taxpayer); Dural Products Ltd. v. 
MNR, [1992] 2 C.T.C. 2734 (TCC); on appeal (Dissolved former wholly-owned sub- 
sidiary’s right of appeal against assessment cannot be assigned to parent corporation); 
460354 Ontario Inc. v. MNR, [1992] 2 C.T.C. 287 (FCTD) (Reassessment of dissolved 
corporation was valid administrative proceeding brought within 5 years of dissolution 
in accordance with Ontario Business Corporations Act, 8. 241; appeal therefrom was 
valid as final stage of proceeding commenced by reassessment, and not commencement 
of an action). 


Information Circulars: 98-1R3: Collections policies. 
CRA Audit Manual: 10.5.0: Audit evidence; 19.3.0: Appeals. 


Forms: ON200: Notice of appeal (Ontario tax); P148: Resolving your dispute: objec- 
tions and appeal rights under the Income Tax Act [pamphlet]; T400A: Objection — 
ITA. (The prescribed form does not have to be used, however. See 165(2)). 


(1.1) Ecological gifts — Where at any particular time a taxpayer 
has disposed of a property, the fair market value of which has been 
confirmed or redetermined by the Minister of the Environment 
under subsection 118.1(10.4), the taxpayer may, within 90 days af- 
ter the day on which that Minister has issued a certificate under 
subsection 118.1(10.5), appeal the confirmation or redetermination 
to the Tax Court of Canada. 


Related Provisions: 171(1.1) — Powers of Tax Court on appeal; 244(14), (14.1) — 
Date when notice sent. 
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History: Subsec. 169(1.1) added by 2001, c. 17, s. 158, applicable in respect of gifts 
made after February 27, 2000, except that, where a certificate has been issued under 
subsection 118.1(10.5) before June 14, 2001, subsec. 169(1.1) shall be read as follows: 


(1.1) Where at any particular time a taxpayer has disposed of a property, the fair 
market value of which has been confirmed or redetermined by the Minister of 
the Environment under subsection 118.1(10.4), the taxpayer may, within 90 days 
after the day on which the Income Tax Amendments Act, 2000 receives royal 
assent [i.e. before September 13, 2001], appeal the confirmation or redetermina- 
tion to the Tax Court of Canada. 


(2) Limitation of right to appeal from assessments or de- 
terminations — Notwithstanding subsection (1), where at any 
time the Minister assesses tax, interest, penalties or other amounts 
payable under this Part by, or makes a determination in respect of, a 
taxpayer 


(a) under subsection 67.5(2) or 152(1.8), subparagraph 
152(4)(b)(i) or subsection 152(4.3) or (6), 164(4.1), 220(3.4) or 
245(8) or in accordance with an order of a court vacating, vary- 
ing or restoring the assessment or referring the assessment back 
to the Minister for reconsideration and reassessment, 


(b) under subsection 165(3) where the underlying objection re- 
lates to an assessment or a determination made under any of the 
provisions or circumstances referred to in paragraph (a), or 


(c) under a provision of an Act of Parliament requiring an as- 
sessment to be made that, but for that provision, would not be 
made because of subsections 152(4) to (5), 


the taxpayer may appeal to the Tax Court of Canada within the time 
limit specified in subsection (1), but only to the extent that the rea- 
sons for the appeal can reasonably be regarded 


(d) where the assessment or determination was made under sub- 
section 152(1.8), as relating to any matter specified in paragraph 
152(1.8)(a), (b) or (c), and 


(e) in any other case, as relating to any matter that gave rise to 
the assessment or determination 


and that was not conclusively determined by the Court, and this 
subsection shall not be read or construed as limiting the right of the 
taxpayer to appeal from an assessment or a determination issued or 
made before that time. 


Related Provisions: 165(1.1) — Limitation of right to object to assessments or 
determinations. 


History: The portion of subsec. 169(2) before para. (b) and the portion after para. (c) 
amended by 1998, c. 19, subsecs. 193(1), (2), applicable in respect of determinations 
made after June 18, 1998. Those portions formerly read: 


(2) Notwithstanding subsection (1), where at any time the Minister assesses tax, 
interest or penalties payable under this Part by, or makes a determination in re- 
spect of, a taxpayer 
(a) under subsection 67.5(2), subparagraph 152(4)(b)(i) or subsection 
152(4.3) or (6), 164(4.1), 220(3.4) or 245(8) or in accordance with an order 
of a court vacating, varying or restoring the assessment or referring the as- 
sessment back to the Minister for reconsideration and reassessment, 


the taxpayer may appeal to the Tax Court of Canada within the time limit speci- 
fied in subsection (1) only to the extent that the reasons for the appeal can rea- 
sonably be regarded as relating to a matter that gave rise to the assessment or 
determination and that was not conclusively determined by the Court, and this 
subsection shall not be read or construed as limiting the right of the taxpayer to 
appeal from an assessment or a determination issued or made before that time. 


Para. 169(2)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 100(1), to add 
reference to subsection 152(4.3). 


S. 169 renumbered as subsec. 169(1), and subsec. (2) added, by 1994, c..7, Sch. Il 
(1991, c. 49), s. 140, applicable to appeals from assessments or determinations objected 
to after December 17, 1991. 


Selected Cases [subsec. 169(2)]: Ahmad v. R., [2004] 2. C.T.C.. 2766 (TEC) (No 
objection or appeal where issues settled in earlier appeal); Imperial Oil Ltd. v. R., 
(2003] 4 C.T.C. 177 (FCA) (Initial assessment can be appealed). 


(2.1) Limitation on appeals by large corporations — Not- 
withstanding subsections (1) and (2), where a corporation that was a 
large corporation in a taxation year (within the meaning assigned by 
subsection 225.1(8)) served a notice of objection to an assessment 
under this Part for the year, the corporation may appeal to the Tax 
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Court of Canada to have the assessment vacated or varied only with 
respect to 


(a) an issue in respect of which the corporation has complied 
with subsection 165(1.11) in the notice, or 


(b) an issue described in subsection 165(1.14) where the corpo- 
ration did not, because of subsection 165(7), serve a notice of 
objection to the assessment that gave rise to the issue 


and, in the case of an issue described in paragraph (a), the corpora- 
tion may so appeal only with respect to the relief sought in respect 
of the issue as specified by the corporation in the notice. 


Related Provisions: 171(1) — Jurisdiction of Tax Court on appeal. 


History: Subsec. 169(2.1) added by 1995, c; 21, s. 71, applicable to appeals instituted 
after June 22, 1995, 


Selected Cases [subsec. 169(2. 1)]: Potash Corp. of Saskatchewan Inc. 'v. R., 
[2004] 2 C.T.C. 91 (FCA); rev’ g [2003] 2 C.T.C. 2640 (TCC) Sigel description 
of each issue interpreted strictly): 


1.T. Technical News: 32 (notice of objection of iN corporation: impact’ of the 
Potash Corp. case). 


(2.2) Waived issues — Notwithstanding subsections (1) and (2), 
for greater certainty a taxpayer-may not appeal to the Tax Court of 
Canada to have an assessment under this Part vacated or varied:in 
respect of an issue for which the right of objection or appeal has 
been waived in writing by the taxpayer. 

Related Provisions: 
waived. 


History: Subsec. 169(2.2) added by 1995, c. 21, s. 71, Applicable. 2 after June 22, 1995 
to waivers signed at any time. 

Selected Cases [subsec. 169(2.2)]: Rainville v. R., [2002]:2 C.T.C. 2786 (TCC) 
(True intention of parties to a waiver must be ascertained). 

Application Policies: SR&ED 2002-02R2: Experimental production and commer- 
cial production with experimental development work — allowable’ SR&ED .expendi- 
tures; SR&ED 2004-03: Prototypes, Pilot Plants/Commercial Plants, Custom Products 
and Commercial Assets. 

Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. 


165(1.2) — No. objection permitted where right to object 


(3) Disposition of appeal on consent — Notwithstanding sec- 
tion 152, for the purpose of disposing of an appeal made under a 
provision of this Act, the Minister may at any time, with the consent 
in writing of the taxpayer, reassess tax, interest, penalties or other 
amounts payable under this Act by the taxpayer. 


Related Provisions: 165(1.2) — Limitation of right to object; 169(4) — Provisions 
applicable; 225.1(1) — No collection restrictions following assessment. 


(4) Provisions applicable — Division I applies, with such modi- 
fications as the circumstances require, in respect of a reassessment 
made under subsection (3) as.though it had been made under sec- 
tion 152. 


History: Subsecs. 169(3) and (4) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
100(2). 


Selected Cases [s. 169]: Kubbernus v. R., [2009] 5 C.T.C. 2232 (TCC) (No 
estoppel where absolute prohibition against appeal); Main Rehabilitation Co. v. R., 
[2005] 1 C.T.C. 212 (FCA); leave to appeal to SCC refused 2005 CarswellNat 1110 
(Issue on appeal is correctness of assessment, not process by which it was established); 
Walker v. R., [2004] 4 C.T.C: 310 (FC) (Cannot end-run appeal process by attacking 
collection proceedings); Valdis v. R., [2001] 1 C.T.C. 2827 (TCC) (Court has no juris- 
diction to determine what amounts may have been withheld at source); 495187 Ontario 
Ltd. v. MNR, [1992] 1 C.T.C. 356 (FCA) (Sole shareholder of dissolved ;corporation 
allowed to appeal reassessment against company); Bowen v. MNR, [1991] 2 C.T.C. 266 
(FCA) (Notice of confirmation of assessment received after deadline for filing notice of 
appeal and obtaining extension; application for extension of time for filing dismissed); 
Minuteman Press of Canada Co. Ltd. v. MNR, [1988] 1 C.T.C. 440 (FCA) (Taxpayer’s 
notice. of appeal not found to be extension of time; appeal dismissed when filed after 
the 90-day limit); Danielson v..MNR, [1986] 2 C.T.C, 341 (FCTD) (Application for 
certiorari not appropriate procedure for appeal against assessment); Hart et al..v. MNR, 
[1986] 2 C.T.C. 63 (FCTD) (Income tax assessment cannot be challenged by motion to 
quash); Gibbs v. MNR, [1984] C.T.C. 434 (FCTD) (Assessment cannot be challenged 
by motion to quash); R. v. Parsons; R. v. Flemming Estate, [1984] C.T.C. 352 (FCA) 
(Assessment can be challenged only upon appeal provisions, not by motion to quash); 
R. v. B & J Music Ltd., [1980].C.T.C. 287 (FCTD) (Assessment not in issue; Tax Re- 
view Board had no jurisdiction to hear appeal). 


Definitions [s. 169]: ° 
Interpretation Act 35(1); 
Interpretation Act 35(1). 


‘assessment” — 248(1); “Minister” — 248(1); “Parliament” — 
“sent” — 244(14), (14.1); “taxpayer” —248(1); “writing” — 


Related Provisions: 


S. 171(4) 


1.T. Application Rules [ss. 169-180]: 62(5). 


170. (1) [Informal Procedure ‘appeals —] Notice to Com- 
missioner — Where an appeal is made to the Tax Court of Can- 
ada under section 18 of the Tax Court of Canada Act, the Court 
shall forthwith send a copy of the notice of the appeal to the office 
of the Commissioner of Revenue. 

History: Subsec. 170(1) amended to substitute “Commissioner of Revenue” for “Com- 


missioner of Customs and Revenue” by 2005, c. 38, subpara. 140(e)(ii), proclaimed in 
force December 12, 2005, 


Subsec. 170(1) amended to substitute “Commissioner of Customs and Revenue” for 
“Deputy Minister of National Revenue” by 1999, c. 17, para. 167(b), proclaimed in 
force November 1, 1999. 


“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” in subsec. 170(1) by 1994, c. 13, subsec. 7(1), applicable May 
12, 1994. 


(2) Notice, etc., to be forwarded to Tax Court of Canada — 
Forthwith after receiving!notice under subsection (1) of an appeal, 
the Commissioner of Revenue shall forward to the Tax Court of 
Canada copies of all returns, notices of assessment, notices of ob- 
jection and notification, if any, that are relevant to the appeal. 

History: Subsec. 170(2) amended to substitute “Commissioner of Revenue” for “Com- 


missioner of Customs and Revenue” by 2005, c. 38, subpara. 140(e)(ii), proclaimed in 
force December 12, 2005. 


Subsec. 170(2) amended to substitute “CCommissioner of. Customs and: Revenue” for 
“Deputy Minister of National Revenue” by 1999, c. 17, para. 167(b), proclaimed in 
force November 1, 1999. 


“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” im subsec. 170(2) by 1994,:c:13, subsec. 7(1), applicable May 
12, 1994. 


Related Provisions [s. 170]: 169 — Appeal. 


Definitions [s. 170]: “assessment” — 248(1); “Commissioner of Revenue” — Can- 
ada Revenue Agency Act s. 25. 


1.T. Application Rules [s. 170]: 62(5). 


171. (1) Disposal of appeal — The Tax Court of Canada may 
dispose of an appeal by 


(a) dismissing it; or 

(b) allowing it and 
(i) vacating the assessment, 
(ii) varying the assessment, or 


(iii) referring the assessment back to the Minister. for recon- 
sideration and reassessment. 


Proposed Amendmen - 


- Appeal of eligibility for. 


46.4(1)“DTC-cligible individual”, 


152(1.2) — Assessment — provisions. applicable;. 152(9) — 
Minister may raise new basis for assessment during appeal process; 169 — Appeal; 
202(3) Returns and payment of estimated tax — provisions applicable; 227(7) — With- 
holding taxes; 227(10)— Assessment. 


Selected Cases [subsec. 171(1)]: Ashby v. Canada, [1996] 1 C.T.C. 2464 (TCC) 
(Deductions made but not remitted differ from case where deductions not made); Low 
(A.H.) v. Canada,. [1993] 2.C.T.C. 2227 (TCC) (Court had no jurisdiction to order 
payment of refund); McCambridge v. R., [1979] C.T.C. 473: (FCA) (Appeal to Tax 
Review Board cannot be disposed of by ‘administrative action; requires positive order 
or judgment by member of Tax Review Board). 


(1.1) Ecological. gifts — On an appeal under subsection 169(1.1), 
the Tax Court of Canada may confirm or vary the amount deter- 
mined to be the fair market value of a property and the value deter- 
mined by the Court is deemed to be the fair market value of the 
property determined by the Minister of the Environment. 


History: Subsec. 171(1.1) added by 2001, c. Adi s. 159, applicable in respect of gifts 
made after February 27, 2000. 


(2), (3) [Repealed under former Act] 
(4) [Repealed] 
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History: Subsec. 171(4) repealed by 1994, c, 7, Sch. IX (1993, c: 27), 's. 215, applica- 
ble June 10, 1993. Subsec. (4) formerly read: 
(4) Copy of decision to Minister and appellant— On the disposition of an 
appeal referred to in section 18 of the Tax Court of Canada Act, the Tax Court of 
Canada shall forthwith forward, by registered mail, a copy of the decision and 
written reasons, if any, given therefor to the Minister and the appellant. 


Definitions [s. 171]: “assessment” — 248(1); “Minister” — 248(1). 


172. (1), (2) [Repealed under former Act] 


(3) Appeal from refusal to register [charity], revocation of 
registration, etc. — Where the Minister 


(a) refuses to register an applicant for registration as a Canadian 
amateur athletic association, 


(a.1) confirms a proposal, decision or designation in respect of 
which a notice was issued by the Minister to a person that is or 
was registered as.a registered charity, or is an applicant for re- 
gistration as a registered charity, under any of subsections 
149.1(2) to (4.1), (6.3), (22) and (23) and 168(1), or does not 
confirm or vacate that proposal, decision or designation within 
90 days after service of a notice of objection by the person under 
subsection 168(4) in respect of that proposal, decision or 
designation, 


(b) refuses to accept for registration for the purposes of this Act 
any retirement savings plan, 


(c) refuses to accept for registration for the purposes of this Act 
any profit sharing plan or revokes the registration of such a plan, 


(d) refuses to issue a certificate of exemption under subsection 
ON Gib): 


(e) refuses to accept for registration for the purposes of this Act 
an education savings plan, 


(e.1) sends notice under subsection 146.1(12.1) to a promoter 
that the Minister proposes to revoke the registration of an educa- 
tion savings plan, 


(f) refuses to register for the purposes of this Act any pension 
plan or gives notice under subsection 147.1(11) to the adminis- 
trator of a registered pension plan that the Minister proposes to 
revoke its registration, 


(f.1) refuses to accept an amendment to a registered pension 
plan, or 


(g) refuses to accept for registration for the purposes of this Act 
any retirement income fund, 


the applicant or the organization, foundation, association or regis- 
tered charity, as the case may be, in a case described in paragraph 
(a) or (a.1), the applicant in a case described in paragraph (b), (d), 
(e) or (g), a trustee under the plan or an employer of employees who 
are beneficiaries under the plan, in a case described in paragraph 
(c), the promoter in a case described in paragraph (e.1), or the ad- 
ministrator of the plan or an employer who participates in the plan, 
in a case described in paragraph (f) or (f.1), may appeal from the 
Minister’s decision, or from the giving of the notice by the Min- 
ister, to the Federal Court of Appeal. 


Related Provisions: 147.1(13) — Revocation of registration; 149.1(6.4) — Applica- 
tion to registered national arts service organizations; 168(2)— Revocation of registra- 
tion of certain organizations; 172(3.1)— No appeal for charity that has registration 
revoked or refused for supporting terrorism; 172(4), (5) —— Deemed refusal to register; 
172(4.1) — Appeal suspended when certificate issued that charity supports terrorism; 
175 — Institution of appeals; 180(1)— Deadline for filing notice of appeal; 
189(8.1)(b) — Revocation of registration cannot be appealed to Tax Court of Canada; 
204.81(9) — Right of appeal. 


History: Paras. 172(3)(a) and (a.1) amended by 2005, c. 19, subsec. 39(1), applicable 
in respect of notices issued by the Minister of National Revenue after June 12, 2005. 
The paras. formerly read: 


(a) refuses to register an applicant for registration as a charitable organization, 
private foundation, public foundation or Canadian amateur athletic association, 
or gives notice under subsection 149.1(2), (3), (4) or (4:1) or 168(1) to any such 
organization, foundation or association that the Minister proposes to revoke its 
registration, 
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(a.1) designates or refuses to designate a registered charity pursuant to subsec- 
tion 149.1(6.3) of this Act or subsection 110(8.1) or (8.2) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, 
Para. 172(3)(e) and the closing words of subsec. 172(3) amended, and para. (e.1) ad- 
ded, by 1998, c. 19, subsecs. 46(1), (2), applicable after 1997. Para. 172(3)(e) and the 
closing words of subsec. 172(3) formerly read: 
(e) refuses to accept for registration for the purposes of this Act any education 
savings plan or revokes the registration of any such plan, 
the applicant or the organization, foundation, association or registered charity, as. 
the case may be, in a case described in paragraph (a) or (a.1), the applicant in a 
case described in paragraph (b), (d), (e) or (g),.a trustee under the plan or an 
employer of employees who are beneficiaries under the plan, in a case described 
in paragraph (c), or the administrator of the plan or an employer who participates 
in the plan, in a case described in paragraph (f) or (f.1), may appeal from the 
Minister’s decision, or from the giving of the notice by the Minister, to the Fed- 
eral Court of Appeal. 
Para. 172(3)(a) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 141, to substitute 
“149.1(2), (3), (4) or (4.1) or 168(1)” for “168(1)”, applicable after 1989. 


Selected Cases [subsec. 172(3)]: Interfaith Development Education Assn., 
Burlington v. MNR, [1997] 3 C.T.C. 271 (FCA) (Restricted interpretation given to “ad- 
vancement of education”); Vancouver Regional FreeNet Association v. MNR, [1996] 3 
C.T.C. 102 (FCA) (Provision of access to information on Internet free of charge was 
charitable activity); Polish Canadian Television Production Society v. MNR, (1987) | 
C.T.C. 319 (FCA) (Application for registration as charitable organization for associa- 
tion refused despite multicultural purposes); Scarborough Community Legal Services v. 
R., [1985] 1 C.T.C. 98 (FCA) (Refusal of registration as charitable organization not 
subject to judicial process when decision strictly administrative). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(3.1) Exception— Charities Registration (Security 
Information) Act — Paragraphs (3)(a) and (a.1) do not apply to 
an applicant or a registered charity that is the subject of a certificate 
that has been determined to be reasonable under subsection 7(1) of 
the Charities Registration (Security Information) Act. 


History: Subsec. 172(3.1) amended by 2001, c. 41, subsec. 127(3) to replace “para- 
graph 6(1)(d)” with “subsection 7(1)”, in force June 28, 2002 (the proclamation into 
force of 2001, c. 27 (Immigration and Refugee Protection Act), s. 76). 


Subsec. 172(3.1) added by 2001, c. 41, subsec. 115(1), in force December 24, 2001. 
Registered Charities Newsletters: 12 (the new anti-terrorism’ law). 

(4) Deemed refusal to register — For the purposes of subsec- 
tion (3), the Minister shall be deemed to have refused 


(a) to register an applicant for registration as a Canadian amateur 
athletic association, 


(a.1) [Repealed] 


(b) to accept for registration for the purposes of this Act any 
retirement savings plan or profit sharing plan, 


(c) to issue a certificate of exemption under subsection 212(14), 


(d) to accept for registration for the purposes of this Act any — 


education savings plan, or 
(e) [Repealed under former Act] 


(f) to accept for registration for the purposes of this Act any re- 
tirement income fund, 


where the Minister has not notified the applicant of the disposition 


of the application within 180 days after the filing of the application - 


with the Minister, and, in any such case, subject'to subsection (3.1), 
an appeal from the refusal to the Federal Court of Appeal pursuant 
to subsection (3) may, notwithstanding subsection 180(1), be insti- 
tuted under section 180 at any time by filing a notice of appeal in 
the Court. 
Related Provisions: 167(4) — Application for time extension; 172(4.1) — Appeal 
suspended when certificate issued that charity supports terrorism; 180 — Appeals to 
Federal Court of Appeal. 
History: Para. 172(4)(a) amended and para. (a.1) repealed by. 2005, c. 19, subsec, 
39(2), applicable in respect of notices issued by the Minister of National Revenue after 
June 12, 2005. The paras. formerly read: 

(a) to register an applicant for registration as a charitable organization, private 

foundation, public foundation or Canadian amateur athletic association, 

(a.1) to designate a registered charity pursuant to an application under subsection 


149.1(6.3) of this Act or subsection 110(8.2) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, i 
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| The closing words of subsec. 172(4) amended by 2001, c: 41, subsec. oat in force 


December 24, 2001. The closing words formerly read: 


where the Minister has not notified the applicant of the disposition of the appli- 
cation within 180 days after the filing of the application with the Minister, and, 
in any such case, an appeal from the refusal to the Federal Court of Appeal’ pur- 
suant to subsection (3) may, notwithstanding anything in subsection 180(1), be 
instituted under section 180 at any time by filing a notice of appeal in the Court. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(4.1) Exception— Charities Registration (Security 
Information) Act — An appeal referred to in subsection (3) or (4) 
is suspended when an applicant or a registered charity is, under sub- 
section 5(1) of the Charities Registration (Security Information) 
Act, served with a eopy of a certificate that has been signed under 
that Act, whether the appeal was instituted before or after the certif- 
icate was so signed, and the appeal is 


(a) discontinued on the determination, under subsection -7(1) of 
that Act, that the certificate is reasonable; or 

(b) reinstated as. of the date the certificate is, under subsection 
7(2) of that Act, quashed. 


History: Paras. 172(4.1)(a) and\(b) amended by 2001, c,-41, subsec. 42714), in force 
June 28, 2002 (the proclamation into force of 2001, c. 27. (Immigration and Refugee 
Protection Act), s. 76). The paras. formerly read: 


(a), discontinued on the determination that the certificate is reasonable under. par- 
agraph 6(1)(d) of that Act; or 


(b) reinstated as of the date the certificate is quashed under paragraph 6(1)(d) of 
that Act. 


Subsec. 172(4.1) added by 2001, c. 41, subsec. 115(3), in force December 24, 2001. 
Registered Charities Newsletters: 12 (the new anti-terrorism law). 


: (5) Idem — For the purposes of subsection (3), the Minister shall 


be deemed to have refused 
(a) to register for the purposes of this Act any pension plan, or 
(b) to accept an amendment to a registered pension plan 


where the Minister has not notified the, applicant of the Minister’s 
disposition of the application within 1 year after the filing of the 
application with the Minister, and, in any such case, an appeal from 
the refusal to the Federal Court of Appeal pursuant to subsection (3) 
may, notwithstanding anything. in subsection 180(1), be: instituted 
under section 180 at any time by filing a notice of icin in the 
Court. 


History: Subsec. 172(5) added by 1990, c. 35, subsec. 18(2), jo deen after 1988: 


(6) Application of subsec. 149.1(1) — The definitions in sub- 
section 149.1(1) apply to this section. 


Origin of subsec. 172(6): R.S.C. 1985, c. 1 (5th Supp.) (formerly contained in the 
opening words of subsec. 149.1(1)). 


Selected Cases [s. 172]: Biron v. R., [2001] 2 C.T.C. 258 (FCA); leave to appeal to 
SCC refused (Aug. 9, 2001), File 28327 (Undischarged bankrupt had no power to take 
action without consent of trustee); Interfaith Development Education Assn., Burlington 
v. MNR, [1997] 3\C.T.C. 271 (FCA) (Restricted interpretation given to “advancement 
of education”); Vancouver Regional FreeNet Association v. MNR, [1996] 3°C.T.C. 102 
(FCA) (Provision of access to information on Internet free of charge was charitable 
activity); Polish Canadian-Teleyision Production Society v. MNR, [1987] 1.C:T.C.319 
(FCA) (Application for registration as charitable organization for association refused 
despite multicultural purposes); Scarborough Community Legal Services v. R., [1985] 1 
C.T.C. 98 (FCA) (Refusal of registration as charitable organization not subject to judi- 
cial process when decision strictly administrative). 


Definitions [s. 172]: “administrator” — 147.1(1); “Canadian amateur athletic associ- 
ation” — 110(8), 248(1); ‘charitable foundation”, “charitable organization”, “charita- 
ble purposes”, “charity” — 149.1(1); “employee”, “employer” —248(1); “Federal 
Court of Appeal’ — Federal Courts Acts, 3; “Minister”, “person” — 248(1); “private 
foundation” — 149.1(1), 248(1); “profit sharing , plan’ — 147(1); “promoter”, — 
146.1(1); “public foundation” — 149.1(1), 248(1); “registered Canadian amateur ath- 
letic association”, “registered charity”— 248(1); “registered education savings 
plan” — 146.1(1), 248(1); “registered pension plan” — 248(1); “retirement income 
fund” — 146.3(1), 248(1); “retirement savings plan” — 146(1), 248(1); “taxpayer? == 
248(1). 


173. (1) References to Tax Court of Canada — Where the 
Minister and a taxpayer agree in writing that a question of law, fact 
or mixed law. and fact arising under this Act, in respect of any, as- 
sessment, proposed assessment, determination or proposed determi- 


S. 174(3) 


nation, should be determined by the Tax Court of Canada, that 
question shall be determined by that Court. 


Related Provisions: 174—Reference of common questions to Tax Court; 
225.1(4) — Collection by the. Minister. 


(2) Time during consideration noe to count — The time be- 
tween the day on which proceedings are instituted in the Tax Court 
of Canada to have a question determined pursuant to subsection (1) 
and the day on which the question is finally determined shall not be 
counted in the computation of 


(a) the periods determined under subsection 152(4), 


(b) the time for service of a notice of objection to an assessment 
under section 165, or 


(c) the time within which. an appeal may be instituted under sec- 
tion 169, 


for the purpose of making an assessment of the tax payable by the 
taxpayer who-agreed in writing to the determination of the question, 
for the purpose of serving a notice of objection thereto or for the 
purpose of instituting an appeal therefrom, as the case may be: 
Definitions: [s. 173]: “assessment”, “Minister”, “taxpayer” — 248(1); “writing” — 
Interpretation Act 35(1). 


174, (1), Reference of common questions to Tax Court of 
Canada — Where the Minister is of the opinion that a question of 
law, fact.or mixed law and fact arising out of one and the same 
transaction or occurrence or series of transactions or occurrences is 
common to assessments or proposed assessments in respect of two 
or more taxpayers, the Minister may apply to the Tax Court of Can- 
ada for a determination of the question. 


Related Provisions: 173 — Reference to Tax Court; 225.1(4) — Collection by the 
Minister; 248(10) — Series of transactions. 


Selected Cases [subsec. 174(1)]: Miller v. R., [2006] 1 C.T.C. 120 (FCA); rev’g 
{2005] 2 C.T.C. 2241 (TCC) (No prejudice suffered through process where assessment 
outside normal period of reassessment); Quemet Corp. v. R., [1979] C.T.Ci 414 
(FCTD) (Joinder of taxpayer. and vendor for evidence of fictitious purchases of goods 
“sold’’). 


See also Selected Cases under subsec. 174(3). 


(2) Application to Court — An application under subsection (1) 
shall set out 


(a) the question in respect of which the Minister requests a 
determination, 


(b) the names. of the taxpayers that the Minister.seeks to have - 
bound by the determination of the question, and 


(c) the facts and reasons on which the Minister relies andi on 
which the Minister based or intends to base assessments of tax 
payable by each of the taxpayers named in the ‘application, 


and a copy of the application shall be served by the Minister on 
each of the taxpayers named in the application and on any other 
persons who, in the opinion of the Tax Court of Canada, are likely 
to be affected by the determination of the question. 


(3) Where Tax Court of Canada may determine ques- 
tion — Where the Tax Court of Canada is satisfied that a determi- 
nation of the question set out in an application under this section 
will affect assessments or proposed assessments in respect of two or 
more taxpayers who have been served with a copy of the applica- 
tion and who are named in an order of the Tax Court of Canada 
pursuant to this subsection, it may 


(a) if none of the taxpayers so named has appealed from such an 
assessment, proceed to determine.the question in such manner as 
it considers, appropriate; or 


(b) if one or more of the taxpayers so named has or have ap- 
pealed, make such order joining a party or parties. to that or 
those appeals.as it considers appropriate, and. proceed to. deter- 
mine: the question. 

Selected Cases [subsec. 174(3)]: R. v. Bisson, [1978] C.T.C. 332 (FCTD) (Peti- 


tion seeking joinder of parties allowed for determination of respective shareholdings); 
R. v. Dain, [1973] C.T.C. 801 (FCTD) (Application for joinder of parties:must be made 
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to tribunal seized with taxpayer’s appeal, Federal Court had no jurisdiction from deci- 
sion of Tax Review Board). 


See also Selected Cases under subsec. 174(1). 


(4) Determination final and conclusive — Subject to subsec- 
tion (4.1), where a question set out in an application under this sec- 
tion is determined by the Tax Court of Canada, the determination 
thereof is final and conclusive for the purposes of any assessments 
of tax payable by the taxpayers named by it pursuant to subsection 
Oy: 

Selected Cases [subsec. 174(4)]: Stern v. R., [1984] C.T.C. 647 (FCTD) (Former 
wife required to participate in litigation when joined as defendant). 


(4.1) Appeal — Where a question set out in an application under 
this section is determined by the Tax Court of Canada, the Minister 
or any of the taxpayers who have been served with a copy of the 
application and who are named in an order of the Court pursuant to 
subsection (3) may, in accordance with the provisions of this Act, 
the Tax Court of Canada Act, or the Federal Courts Act, as they 
relate to appeals from decisions of the Tax Court of Canada, appeal 
from the determination. 


History: Subsec. 174(4.1) amended by 2002, c. 8, para. 182(1)(t) to substitute “Fed- 
eral Courts Act” for “Federal Court Act’, in force July 2, 2003. 


(5) Time during consideration of question not counted — 
The time between the day on which an application under this sec- 
tion is served on a taxpayer pursuant to subsection (2) and 


(a) in the case of a taxpayer named in an order of the Tax Court 
of Canada pursuant to subsection (3), the day on which the de- 
termination becomes final and conclusive and not subject to any 
appeal, or 


(b) in the case of any other taxpayer, the day on which the tax- 
payer is served with notice that the taxpayer has not been named 
in an order of the Tax Court of Canada pursuant to subsection 


(3), 
shall not be counted in the computation of 
(c) the periods determined under subsection 152(4), 


(d) the time for service of a notice of objection to an assessment 
under section 165, or 


(e) the time within which an appeal may be instituted under sec- 
tion 169, 


for the purpose of making an assessment of the tax, interest or pen- 
alties payable by the taxpayer, serving a notice of objection thereto 
or instituting an appeal therefrom, as the case may be. 


Definitions [s. 174]: “assessment”, “Minister”, “person”, “series of transactions”, 
“taxpayer” — 248(1). 


175. Institution of appeals — An appeal to the Tax Court of 
Canada under this Act, other than one referred to in section 18 of 
the Tax Court of Canada Act, shall be instituted in the manner set 
out in that Act or in any rules made under that Act. 


Related Provisions: 170(1) — Informal procedure appeals. 


History: S. 175 amended by 1994, c. 7, Sch. VIII (1993, c: 24), s. 101. S. 175 formerly 
read: 


175. (1) An appeal to the Tax Court of Canada under this Act, other than one 
referred to in section 18 of the Tax Court of Canada Act, shall be instituted 


(a) in the manner set out in the Tax Court of Canada Act or any rules made 
under that Act; or 


(b) by the filing by the Minister in the Registry of the Tax Court of Canada 
of a copy of a notice of objection pursuant to paragraph 165(3)(b). 


(2) Service of originating document — Where a copy of a notice of objection 
is filed in the Registry of the Tax Court of Canada by the Minister pursuant to 
paragraph 165(3)(b) and the Minister files the copy of the notice of objection, 
together with two additional copies thereof and a certificate as to the latest 
known address of the taxpayer, an officer of the Registry of the Court shall, after 
verifying the accuracy of the copies, forthwith on behalf of the Minister serve the 
copy of the notice of objection on the taxpayer by sending the additional copies 
thereof by registered mail addressed to the taxpayer at the address set out in the 
certificate. 


(3) Certificate — Where copies have been served on a taxpayer under subsec- 
tion (2), a certificate signed by an officer of the Registry of the Tax Court of 
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Canada as to the date of filing and the date of mailing of the copies shall be 
transmitted to the office of the Deputy Attorney General of Canada and that cer- 
tificate is evidence of the date of filing and the date of service of the document 
referred to therein. 


Selected Cases [s. 175]: Laird v. R., [1987] 1 C.T.C. 255 (FCTD) (Not in interest 
of justice to resolve issue by default judgment when Crown failed to file defence within | 
limitation period); Tucker y. R., [1978] C.T.C. 700 (FCTD) (Each notice of objection 
should be treated as originating separate action); Fredericton Housing Ltd. v. R., [1973] 
C.T.C. 400 (FCA) (Improperly signed statement of claim not voided when containing 
necessary facts); Thorson vy. MNR, 72 D.T.C. 6459 (FCTD) (Application to strike out 
taxpayer’s notice of appeal dismissed when case not beyond doubt). 


Definitions [s. 175]: “Minister”, “taxpayer” — 248(1). 


176. (1) Notice, etc., to be forwarded to Tax Court of Can- 
ada — [Not in force due to court decisions — ed.] As soon as is 
reasonably practicable after receiving notice of an appeal to the Tax | 
Court of Canada, other than one referred to in section 18 of the Tax — 
Court of Canada Act, the Minister shall cause to be transmitted to 
the Tax Court of Canada and to the appellant, copies of all returns, 
notices of assessment, notices of objection and notifications, if any, 
that are relevant to the appeal. 

Selected Cases [subsec. 176(1)]: Gernhart v. R., [2000] 1 C.T.C. 192 (FCA); 


rev’g [1997] 2 C.T.C. 23 (FCTD) (Requirement to file income tax returns with Tax 
Court is unreasonable seizure; provision unconstitutional). 


(2) Documents to be transferred to Federal Court of Ap- 
peal — As soon as is reasonably practicable after receiving notice 
of an appeal to the Federal Court of Appeal in respect of which 
section 180 applies, the Minister shall cause to be transmitted to the 
registry of that Court copies of all documents that are relevant to the 
decision of the Minister appealed from. 

History: Subsec. 176(2) amended by 2002, c. 8, s. 149, in force July 2, 2003. The 
subsec. formerly read: 


(2) Documents to be transferred to Federal Court — As soon as is reasona- 
bly practicable after receiving notice of an appeal to the Federal Court of Appeal 
in respect of which section 180.applies, the Minister shall cause to be transmitted 
to the Registry of the Federal Court copies of all documents that are relevant to 
the decision of the Minister appealed from. 


Definitions [s. 176]: “assessment” — 248(1); “Federal Court of Appeal” — Federal 
Courts Act s. 3; “Minister” — 248(1). 


177, 178 [Repealed under former Act] 


179. Hearings in camera — Proceedings in the Federal Court of 
Appeal under this Division may, on the application of the taxpayer, 
be held in camera if the taxpayer establishes to the satisfaction of 
the Court that the circumstances of the case justify in camera 
proceedings. 

History: S. 179 amended by 2002, c. 8, para. 184(d) to substitute “Federal Court of 
Appeal” for “Federal Court”, in force July 2, 2003. 

Selected Cases [s. 179]: Roseland Farms Ltd. v. Canada, [1996] 1 C.T.C. 176. 
(FCA) (Names of investors permitted to be given in camera). 


Definitions [s. 179]: “Federal Court of Appeal” — Federal Courts Act s. 3; “tax- 
payer” — 248(1). 


179.1 No reasonable grounds for appeal — Where the Tax 
Court of Canada disposes of an appeal by a taxpayer in respect of 
an amount payable under this Part or where such an appeal has been 
discontinued or dismissed without trial, the Court may, on the appli- 
cation of the Minister and whether or not it awards costs, order the 
taxpayer to pay to the Receiver General an amount not exceeding 
10% of any part of the amount that was in controversy in respect of 
which the Court determines that there were no reasonable grounds 
for the appeal, if in the opinion of the Court one of the main pur- 
poses for instituting or maintaining any part of the appeal was to 
defer the payment of any amount payable under this Part. 

Related Provisions: 18(1)(t) — No deduction for payments under Act. 

History: S. 179.1 amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 102, applicable 


after June 10, 1993, with respect to appeals instituted after June 1992. S. 179.1 for- 
merly read: 


179.1 Where the Tax Court of Canada disposes of an appeal by a taxpayer in 
respect of an amount payable under this Part or where such an appeal has been 
discontinued or dismissed without trial, the Court may, on the application of the 
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Minister and whether or not it awards costs, order the taxpayer to pay to the 
Receiver General an amount not exceeding 10% of the amount that was in con~ 
troversy if it determines that there were no reasonable grounds for the appeal and 
one of the main purposes for instituting or maintaining the appeal was to defer 
the payment of an amount payable under this Part. 


Definitions [s. 179.1]: “amount”, “Minister”, “taxpayer” — 248(1). 


| CRA Audit Manual: 28.8:1: Penalties — unfounded appeal. 


180. (1) Appeals to Federal Court of Appeal — An appeal to 
the Federal Court of Appeal pursuant to subsection 172(3) may be 
instituted by filing a notice of appeal in the Court within 30 days 
from 


(a) the day on which the Minister notifies a person under subsec- 
tion 165(3) of the Minister’s action in respect of a notice of .ob- 
jection filed under subsection 168(4), 


(b) the mailing of notice to a registered Canadian amateur ath- 
letic association under subsection 168(1), 


(c) the mailing of notice to the administrator of the registered 
pension plan under subsection 147.1(11), . 


(c.1) the sending of a notice to a promoter of a registered educa- 
tion savings plan under subsection 146.1(12.1), or 


(d) the time the decision of the Minister to refuse’ the application 
for acceptance of the amendment to the registered pension plan 
was mailed, or otherwise communicated in writing, by the Min- 
ister to any person, 


as the case may be, or within such further time as the Court of Ap- 
peal or a judge thereof may, either before or after the expiration of 
those 30 days, fix or allow. 


Related Provisions: 172(4)— Deemed refusal to register; 248(7)(a) — Mail 
deemed received on day mailed. 


History: Paras. 180(1)(a) and (b) amended by 2005, c. 19, s. 40, applicable in respect 
of notices issued by the Minister of National Revenue after June 12, 2005. The paras. 
formerly read: 


(a) the time the decision of the Minister to refuse the application for registration 
or for a certificate of exemption, to revoke the registration, to designate or to 
refuse to designate was mailed, or otherwise communicated in, writing, by the 
Minister to the party instituting the appeal, . 


(b) the mailing of notice to the registered charity or registered Canadian.amateur 
athletic association under subsection 149.1(2), (3), (4) or (4.1) or 168(1), 


Para. 180(1)(c.1) added by 1998, c. 19, s. 47, applicable after 1997. 


Para. 180(1)(b) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 142, to substitute 
“149.1(2), (3), (4) or (4.1) or 168(1)” for “168(1)”, applicable after 1989. 


(2) No jurisdiction in Tax Court of Canada or Federal 
Court — Neither the Tax Court of Canada nor the Federal Court 
has jurisdiction to entertain any proceeding in respect of a decision 
of the Minister from which an appeal may be instituted under this 
section. 


History: Subsec. 180(2) amended by 2002, c. 8, para. 183(1)(m) to substitute “Federal 
Court” for “Federal Court-Trial Division”, in force July 2, 2003. 


(3) Summary disposition of appeal — An appeal to the Fed- 
eral Court of Appeal instituted under this section shall be heard and 
determined in a summary way. 


Related Provisions: 172(4) — Deemed refusal to register; 176(2) — Transfer of 
relevant documents to the Federal Court of Appeal. 


Definitions [s. 180]: “administrator” — 147.1(1); “Federal Court” — Federal Courts 
Act s. 4; “Federal Court of Appeal” — Federal Courts Act s. 3; “Minister”, “person” — 
248(1); “profit sharing plan” — 147(1); “promoter” — 146.1(1); “registered Canadian 
amateur athletic association”, “registered charity”, “registered pension plan” — 248(1); 


“writing” — Interpretation Act 35(1). 


PART |.01 — TAX IN RESPECT OF STOCK 
OPTION BENEFIT DEFERRAL 


180.01 (1) Election — special tax and relief for deferral of 
stock option benefits — A taxpayer may make an election in 


S. 180.1 


prescribed form to have subsection (2) apply fora taxation year in 
respect of particular securities if 


(a) the taxpayer elected to have subsection '7(8) apply, as that 
subsection applied before 4:00 p.m. Eastern Standard Time, 
March 4, 2010, in respect of the particular securities; and 


(b) the taxpayer has, in the year and before 2015, disposed of the 
particular securities; and 


(c) the election under this subsection is filed 


(i) if the taxpayer has disposed of the particular securities 
before 2010, on or before the taxpayer’s filing-due date for 
2010, and 


(ii) in any other case, on or before the taxpayer’s filing-due 
date for the year of disposition of the particular ‘securities. 


(2) Effect of election — If a taxpayer makes an election under 
subsection (1) for a taxation year in respect of particular securities, 
the following rules apply: 


(a) paragraph. 110(1)(d) shall be read without reference to the 
phrase “1/2 of’1n respect of the amount of the benefit deemed 
by subsection 7(1) to have been received by the taxpayer in the 
year in respect of the particular securities; 


(b) the taxpayer is deemed to have realized a capital gain for the 
year equal to the lesser of 


(i) the amount that is deductible by the taxpayer under para- 
graph 110(1)(d), as modified by paragraph (a), and 


(11) the taxpayer’s capital loss in respect of the disposition of 
the particular securities; 


(c) the taxpayer is liable to pay a tax for the year. equal to 


(i) in the case of a taxpayer resident in the Province of Que- 
bec at the end of the year, 2/3 of the taxpayer’s proceeds of 
disposition (as defined in section 54, but determined without 
reference to subsection 73(1)) of the particular securities, and 


(ii) in any other case, the taxpayer’s proceeds of disposition 
(as defined in section 54, but determined without reference to 
subsection 73(1)) of the particular securities; 


(d) to the extent that the taxation year is outside the normal reas- 
sessment period (as defined in subsection 152(3.1)), the election 
is deemed to be an application for reassessment under subsec- 
tion 152(4.2); and 


(e) notwithstanding subsection 152(4) and as the circumstances 
require, the Minister shall re-determine the taxpayer’s “net capi- 
tal loss” (as defined in subsection 111(8)) for the, taxation year 
and reassess any taxation year in which an amount has been de- 
ducted under paragraph 111(1)(b). 

Related Provisions: 40(3.21) — Deemed capital gain; 180:01(3) — 180.2(2)(b) in- 


clusion not counted as income for EI benefits repayment; 180.01(4) — Assessment and 
administration. 


(3) Non-application for employment. insurance  pur- 
poses — An amount included under subsection (2)(b) in comput- 
ing a person’s income under Part I of this Act for a taxation year 
shall not be included in determining the income of the person for 
the year under Part VII of the Employment Insurance Act. 


(4) Provisions applicable to this Part — Subsection 150(3), 
sections 150.1 .to 152,155 to 156.1. and 158, to 167 and Division J 
of Part I apply to this Part with any modifications that the circum- 
stances require. 

Definitions [s. 180.01]: “amount” — 248(1); “capital gain” — 39(1)(a), 248(1); 
“capital loss” — 39(1)(b), 248(1); “disposition”, “employment”, “filing-due date”, 


“Minister”, “person”, “prescribed” — 248(1); “resident” — 250; “taxation year’ — 


249; “taxpayer” — 248(1). 


History [Part 1.01]: Part 1.01 (s. 180.01) added by 2010, c. 25, s. 46, deemed to have 
come into force on March 4, 2010. 


PART 1.1 — INDIVIDUAL SURTAX 


180.1 [Repealed] 
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History [Part 1.1]: Part 1.1 repealed by 2001, c. 17, s. 161, applicable to 2001 et seq. 
It formerly read: 


180.1 (1) Individual surtax — Every individual shall pay a tax under this Part 
for each taxation year equal to 5% of the amount, if any, by which the tax paya- 
ble under Part I by the individual for the year exceeds $15,500: 


(1.1) Foreign tax deduction — There may be deducted from the tax otherwise 
payable under this Part for a taxation year (computed without reference to sub- 
section (1.2)) by an individual the amount, if any, by which 


(a) the total of all amounts that would be 
(i) deductible by the individual under section 126 for the year, or 


(ii) the individual’s special foreign tax credit for the year determined 
under section 127.54, 


if the references in section 126 to “the tax for the year otherwise payable 
under this Part by the taxpayer” were read as “the total of the tax for the year 
otherwise payable under this Part by the individual and the tax for the year 
that would be payable by the individual under Part I.1 but for subsections 
180.1(1.1) and (1.2)” 


exceeds 


(b) the total of all amounts deductible by the individual under section 126 for 
the year and the individual’s special foreign tax credit for the year deter- 
mined under section 127.54. 


(1.2) Deduction from tax [investment tax credit] — There may be deducted 
from the tax otherwise payable under this Part for a taxation year by an indivi- 
dual the amount, if any, by which the amount determined under paragraph 
127(5)(a) in respect of the individual for the year exceeds the amount, if any, 
deducted under subsection 127(5) for the year by the individual other than an 
amount deemed by subsection (1.3) to be so deducted. 


(1.3) Idem — For the purposes of this Act, the amount deducted under subsec- 
tion (1.2) for a taxation year shall be deemed to be an amount deducted under 
subsection 127(5) for the year. 


(1.4) Former resident — credit for tax paid — There may be deducted from 
the tax otherwise payable under this Part by an individual for a taxation year 
(computed without reference to subsections (1.1) and (1.2)) the amount, if any, 
by which 


(a) the amount that would be deductible under section 119 in computing the 
individual’s tax payable under Part I for the year if, in applying for that pur- 
pose paragraph (a) of the definition “tax for the year otherwise payable 
under this Part” in subsection 126(7), the reference in that paragraph to “tax 
payable under this Part for the year” were read as a reference to “the total of 
taxes that, but for subsections 180.1(1.1), (1.2) and (1.4), would be payable 
under this Part and Part I.1 for the year” 


exceeds 


(b) the amount deductible under section 119 in computing the individual’ s 
tax payable under Part I for the year. 


(2) Meaning of tax payable under Part | — For the purposes of subsection (1), 
the tax payable under Part I by an individual for a taxation year is the amount, if 
any, by which 


(a) the amount that would be the individual’s tax payable under that Part for 
the year if that Part were read without reference to section 119, subsection 
120(1) and sections 122.3, 126, 127, 127.4 and 127.54 


exceeds 


(b) if the individual was throughout the year a mutual fund trust, the least of 
the amounts determined under paragraphs (a), (b) and (c) of the description 
of A in the definition “refundable capital gains tax on hand” in subsection 
132(4) in respect of the trust for the year, and — 


(c) in any other case, nil. 


(3) Return — Every individual liable to pay tax under this Part for a taxation 
year shall, on or before the day on or before which the individual is required by 
section 150 to file a return of income for the year under Part I, or would be so 
required if the individual were liable to pay tax under Part I for the year, 


(a) file with the Minister, without notice or demand therefor, a return for the 
year under this Part in prescribed form and containing prescribed informa- 
tion; and 

(b) pay the tax under this Part for the year for which the individual is liable. 


(4) Provisions applicable to Part — Sections 151, 152, 155, 156, 156.1 and 
158 to 167 and Division J of Part I are applicable to this Part with such modifica- 
tions as the circumstances require. 


Subsec. 180.1(1) amended by 2001, c. 17, subsec. 160(1), applicable to the 2000 taxa- 
tion year. It formerly read: 


(1) Individual surtax — Every individual shall pay a tax under this Part for each 
taxation year equal to 5% of the amount, if any, by which the tax payable under 
Part I by the individual for the year exceeds $12,500. 


Income Tax. Act 


Subsec. 180.1(1.4) added, and subsec. 180.1(2) amended, by 2001, c. 17, subsec. 
160(2), applicable after October 1, 1996. Subsec. 180.1(2) formerly read: 


(2) Meaning of tax payable under Part | — For the purposes of subsection (1), 
the tax payable under Part I by an individual for a taxation year is the amount, if 
any, by which 


(a) where section 119 is applicable in computing the individual’s tax payable 
for the year, the amount that would be the individual’s average tax for the 
year of averaging, as determined under paragraph 119(1)(d), if the expres- 
sion “deductible under subsection 127(5)” in that paragraph were read as 
“added under subsection 120(1) or deductible under sections 122.3, 126, 127 
and 127.2 to 127.4”, and 


(b) in any other case, the amount that would be the individual’s tax payable 
under that Part for the year if that Part were read without reference to sub- 
section 120(1) and sections 122.3, 126, 127, 127.2 to 127.4 and 127.54 


exceeds 


(c) where the individual was throughout the year a mutual fund trust, the 
least of the amounts determined under paragraphs (a), (b) and (c) of the 
description of A in the definition “refundable capital gains tax on hand” in 
subsection 132(4) in respect of the trust for the year, and 


(d) in any other case, nil. 


Subsec. 180.1(1) amended by 2000, c. 19, subsec. 52(2), applicable to 2000 et seg. The 
subsec. formerly read: 


(1) Individual surtax — Every individual shall pay a tax under this Part for each 
taxation year equal to the total of 


(a) 2 of the amount, if any, by which 
(i) 3% of the individual’s tax payable under Part I for the year 
exceeds 
(ii) the amount, if any, by which 
(A) $250 ‘ 
exceeds 
(B) 6% of the amount, if any, by which 
(I) the individual’s tax payable under Part I for the year 
exceeds 
(IL) $8,333, and 


(b) 5% of the amount, if any, by which the tax payable under Part I by the 
individual for the year exceeds $12,500. 


Para. 180.1(1)(a) amended by the said c. 19, subsec. 52(1), applicable to the 1999 taxa- 
tion year. The para. formerly read: 


(a) the amount, if any, by which 


Para. 180.1(1)(a) amended by 1999, c. 22, s. 67, applicable to 1998 et seq. except that, 
in its application to the 1998 taxation year, the portion of subpara. 180.1(1)(a)Gi) 
before cl. (B), as amended, shall be read as follows: 


(ii) 50% of the amount, if any, by which 


(A) the lesser of $250 and the amount computed under subparagraph (i) for 
the year 


exceeds 
Para. (a) formerly read: 
(a) 3% of the tax payable under Part I by the individual for the year, and 


Subsecs. 180.1(1.2), (1.3) amended by 1994, c. 8, s. 28, applicable to taxation years 
beginning after 1993. Subsecs. (1.2) and (1.3) formerly read: 


(1.2) There may be deducted from the tax otherwise payable under this Part for a 
taxation year by an individual an amount not exceeding the lesser of 


(a) 3/s of the amount that would be the individual’s tax otherwise payable 
under this Part for the year if the individual deducted the amount, if any, 
allowed to be deducted under subsection (1.1) for the year, and 


(b) the amount, if any, by which the amount determined under paragraph 
127(5)(b) in respect of the individual for the year exceeds the amount, if any, 
deducted by the individual under subsection 127(5) for the year. 


(1.3) Amount deemed deducted under subsec. (1 .2) — For the purposes of 
this Act, other than for the purpose of determining the amount under paragraph 
(1.2)(b) for the year, the amount deducted under subsection (1.2) for a taxation 
year shall be deemed to be an amount deducted under subsection 127(5) for the 
year. 


Para. 180.1(1)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 103(1), to 
substitute “3% of the tax” for “5% of tax”, applicable to 1992 et seq. except that for the 
1992 taxation year the reference to “3%” shall be read as “AMI”. 
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Subsec. 180.1(1.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 103(2), 
applicable to 1988 et seg. Subsec. (1.1) formerly read: 


(1.1) There may be deducted from the tax otherwise payable under this Part fora 
taxation year by an individual the amount, if any, by which 
(a) the total of all amounts that would be. 
(i) deductible by the individual under section,126 for the year, or, 
(ii) the individual’s special foreign tax credit for. the year. determined 
under section 127.54, 


if the references in section 126 to “the tax for the year otherwise: payable 
under this Part by the individual (or “taxpayer”)” were read as “the total of 
the tax for the year otherwise payable under this Part by the individual (or 
“taxpayer’) and the tax for the year that would be payable by the individual 
(or “taxpayer’) under Part I.1 but for subsection 180.1(1.1)” 
exceeds 

(b) the total of all amounts deductible by the individual (or “taxpayer’’) 
under section 126 for the year and the individual’s special foreign tax credit 
for the year determined under section 127.54. 


Para. 180.1(1)(b) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 143, to substitute 
“5%” for “3%” and “$12,500” for “$15,000”, applicable to 1991 et seq. 


PART I.2— TAX ON OLD AGE SECURITY 
BENEFITS 


180.2 (1) Definitions — The definitions in this subsection apply 
in this Part. 


“adjusted income” of an individual for a taxation year means the 
amount that would be the individual’s income under Part I for the 
year if in computing that income no amount were 


(a) included 
(i) under paragraph 56(1)(q.1) or subsection 56(6), 


(ii) in respect of a gain from a disposition of property to 
which section 79 applies, or 


(iii) in respect of a gain described in subsection 40(3.21), or 
(b) deductible under paragraph 60(w), (y) or (z); 


“base taxation year’’, in relation to a month, means 


(a) where the month is any of the first 6 months of a calendar 
year, the taxation year that ended on December 31 of the second 
preceding calendar year, and 


(b) where the month is any of the last 6 months of a calendar 
year, the taxation year that ended on December 31 of the preced- 
ing calendar year. 


“return of income” in respect of an individual for a taxation year 
means 


(a) where the individual was resident in Canada throughout the 
year, the individual’s return of income (other than a return of 
income filed under subsection 70(2) or 104(23), paragraph 
128(2)(e) or subsection 150(4)) that is filed or required to be 
filed under Part I for the year, and 


(b) in any other case, a prescribed form containing prescribed 
information. 


Related Provisions: 60(v.1) — UI benefit repayment; 60(w) — Other deductions — 
tax under Part I.2. 


History: The definition “adjusted income” in subsec. 180.2(1) amended by 2010, c. 
25, s. 47, applicable to 2000 et seq: It formerly read: 


“adjusted income” of an individual for a taxation year means the amount that 
would be the individual’s income under Part I for the year if no amount were 
included under paragraph 56(1)(q.1) or subsection 56(6) or in respect of a gain 
from a disposition of property to which section 79 applies in computing that 
income and if no amount were deductible under paragraph 60(w), (y) or (z) in 
computing that income; 


The definition “adjusted income” in subsec. 180. 2(1) amended to substitute “paragraph 
56(1)(q.1) or subsection 56(6)” for “subsection 56(6)” and “60(w), (y) or (z)” for 
“60(w) or (y)”’, by 2007, c. 35, s. 119, applicable to 2008 et seq. 


49 indexed by 117.1 after 1988. See table after 117.1. 
SOmndexed by 117.1 — ed. 


S. 180.2(2) 


The definition “adjusted income” amended by 2006, c. 4, s. 178, applied to 2006 et 
seq. The definition formerly read: 


“adjusted income” of an individual for a taxation year means the amount that 
would be the individual’s income under Part I for the year if no amount were 
deductible under paragraph 60(w) nor included in respect of a gain from a dispo- 
sition of property to which section 79 applies. 


Subsec, 180.2(1). added by. 1996, c..21, s..46 applicable after June 1996. Former subsec. 
(1) (now subsec. (2)) read: 
(1) Tax payable — Every individual (other than a trust) shall pay a tax under 
this Part for each taxation year that is equal to the lesser of 


, (a) the total of all amounts each. of which.is the:amount of any pension, 
supplement or spouse’s allowance under the Old Age Security Act included 
in computing the individual’s income under Part I for the year, to the extent 
that no deduction is allowed under paragraph 60(n) for the year or any sub- 
sequent taxation. year in respect of that amount, and. 

(b) 15% of the amount, if any, by which 
(i) the amount that would be the ne it s income under Part'l for the 
year if no amount were i 
(A) deductible under paragraph 60(w), or 
(B) included in réspect’of a gain from a disposition of property. to 
which section 79 applies 
in computing that income 
exceeds 
(ii) $50,000.49 


Selected Cases [subsec. 180.2(1)]: Swantje v. Canada, [1996] 1 C.T.C. 355 
(SCC) (Section not affected by Canada—Germany, Tax Agreement). 


(2) Tax payable — Every individual shall pay a tax under this 
Part for each taxation year equal to the amount determined by the 
formula 


A(1 = B) 
where 
A, is the lesser of 
(a) the amount, if any, by which 
(i) the total of-all amounts each of which is the amount of 
any pension, supplement or spouse’s or common-law 
partner’s allowance under the Old Age Security Act in- 


cluded in computing the individual’s income under Part I 
for the year 


exceeds 


(ii) the amount of any deduction! allowed under subpara- 
graph 60(n)(i) in computing the individual’s income 
under Part I for the year, and 
(b) 15% of the amount, if-any, by. which the individual’s ad- 
justed income for the year exceeds $50,000°9; and 


B is the rate of tax payable by the individual under Part XIII on 
amounts described in paragraph (a) of, the description.of A. 
Related Provisions: 60(w) — Deduction for:amounts clawed back to avoid double 
tax; 117.1(1)(b) — Indexing for inflation; 180.2(3) — Withholding, of tax: from,OAS 

benefits. 
History: Subsec. 180.2(2) amended by 2000, c. 12, Sch. 2, s. 7, to replace 
“spouse’s’’with “spouse’s or, common-law partner’s’, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History. to 
248(1)“common-law partner”. 
Subsec. 180.2(2) renumbered (from (1)) and amended by 1996, c. 21, s. 46, applicable 
to' 1996 et seg. Former subsec. (2) (now subsec. (5)) read: 
(2) Return — Every individual liable to pay tax under this Part for a taxation 
year shall, on or before the day on or before which the individual is required by 
section 150 to file a return of income for the year under Part I, or would be so 
required if the individual were liable to ‘pay tax’under Part I for the year, 
‘(a) file with the Minister, without notice or demand therefor, a return for the 
year under this Part in ng aes form and*containing prescribed informa- 
tion; and 
(b) pay the tax under this Part for the year for which the individual is liable. 


Remission Orders: Dane Pocrnic’ Remission Order, P:C: 2005-624 (remission 
where taxable lump sum paid all.in one year due to goyernment agency delay led to 
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OAS clawback applying); Keith Kirby Remission Order, P.C. 2005-1533 (same); 
Josephine Pastorious Remission Order, P.C. 2005-1534 (same); Jacques Beauvais Re- 
mission Order, P.C. 2006-406 (same); Wesley Kool Remission Order, P.C. 2006-1277 
(same); Murray Chalmers Remission Order, P.C. 2007-254 (same). 


Forms: T1 General income tax return, lines 235 and 422; T4155: Old age security 
return of income guide for non-residents. 


(3) Withholding — Where at any time Her Majesty pays an 
amount described in paragraph (a) of the description of A in subsec- 
tion (2) in respect of a month to an individual, there shall be de- 
ducted or withheld from that amount on account of the individual’s 
tax payable under this Part for the year the amount determined 
under subsection (4) in respect of that amount. 

Related Provisions: 227 — Rules applicable to withholding. 

History: Subsec. 180.2(3) added by 1996, c. 21, s. 46, applicable to amounts paid after 
June 1996, Former subsec. (3) (now subsec. (6)) read: 


(3) Provisions applicable to Part — Sections 151, 152 and 158 to 167 and Di- 
vision J of Part I are applicable to this Part with such modifications as the cir- 
cumstances require. 


(4) Determination of amount to be withheld — The amount 
determined in respect of a particular amount described in subsection 
(3) is 
(a) where the individual has filed a return of income for the base 
taxation year in relation to the month in which the particular 
amount is paid, the lesser of 
(i) the amount by which the particular amount exceeds the 
amount of tax payable under Part XIII by the individual on 
the particular amount, and 


(ii) the amount determined by the formula 


(0.0125A - $665” )(1-B) 
where 
A is the individual’s adjusted income for the base taxation 
year, and 
Bis the rate of tax payable under Part XIII by the individual 
on the particular amount; 
(b) where the individual has not filed a return of income for the 
base taxation year in relation to the month and 


(i) the Minister has demanded under subsection 150(2) that 
the individual file the return, or 


(ii) the individual was non-resident at any time in the base 
taxation year, 
the amount by which the particular amount exceeds the amount 
of tax payable under Part XIII by the individual on the particular 
amount; and 
(c) in any other case, nil. 


Related Provisions: 117.1(1)(b) — Indexing for inflation; 180.2(5) — Obligation to 
file return; 257 — Formula cannot calculate to less than zero. 


History: The formula in subpara. 180.2(4)(a)(ii) amended by 2001, c. 17, s. 162, appli- 
cable to amounts paid after November 1999. It formerly read: 


(0.0125A — $625)(1—B) 


Subsec. 180.2(4) added by 1996, c. 21, s. 46, applicable to amounts paid after June 
1996. 


(5) Return — Every individual liable to pay tax under this Part for 
a taxation year shall 


(a) file with the Minister, without notice or demand therefor, 


(i) where the individual is resident in Canada throughout the 
taxation year, a return for the year under this Part in pre- 
scribed form and containing prescribed information on or 
before the individual’s filing-due date for the year, and 


(ii) in any other case, a return of income for the year on or 
before the individual’s balance-due day for the year; and 


(b) pay the individual’s tax payable under this Part for the year 
on or before the individual’s balance-due day for the year. 


50Indexed by 117.1 —ed. 


Income Tax Act 


Related Provisions: 180.2(4)(b)(ii) — No OAS benefits paid to non-resident who 
does not file return. 


History: Subsec. 180.2(5) renumbered (from (2)) and amended by 1996, c. 21, s. 46, 
applicable to 1996 et seq. 


Forms: T4155: Old age security return of income guide for non-residents. 


(6) Provisions applicable to this Part — Subsection 150(3), 
sections 150.1, 151 and 152, subsections 153(1.1), (1.2) and (3), 
sections 155 to 156.1 and 158 to 167 and Division J of Part I apply 
to this Part with any modifications that the circumstances require. 


History: Subsec. 180.2(6) renumbered (from (3)) and amended by 1996, c. 21, s. 46, 
applicable to 1996 et seq. 


History [s. 180.2]: Para. 180.2(1)(a) amended by 1994, c. 7, Sch. VII (1992, c. 48), s. 
21, to substitute, “Old Age Security Act” for “Old Age Security Act or family allowance 
under the Family Allowances Act’, and “paragraph 60(n)” for “paragraph 60(n) or (p)”, 
applicable to 1993 et seq. 


Subpara. 180.2(1)(b)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 144, applica- 
ble to 1989 et seq. That subpara. formerly read: 


(i) the amount that would, but for paragraph 60(w), be the individual’s income 
under Part I for the year 


Selected Cases [s. 180.2]: Cédré v. R., [2002] 4 C.T.C. 2025 (TCE) (“Cap” on 
pension as limitation on maximum benefit upheld). 


Definitions [s. 180.2]: “adjusted income” — 180.2(1); “amount”, “balance-due 
day” — 248(1); “base taxation year” — 180.2(1), “calendar year” — Interpretation Act 
37(1)(a); “common-law partner” — 248(1); “filing-due date” — 150(1), 248(1); “Her 
Majesty” — Interpretation Act 35(1); “individual” — 248(1); “Minister”, “non-resi- 
dent” — 248(1); “resident in Canada” — 250; “return of income” — 180.2(1); “tax 
payable” — 248(2); “taxation year” — 249, 


Interpretation Bulletins: IT-326R3: Returns of deceased persons as “another 
person”. 


PART 1.3 — TAX ON LARGE 
CORPORATIONS [PRE-2006] 


181. (1) Definitions — For the purposes of this Part, 


“financial institution”, in respect of a taxation year, means a cor- 
poration that at any time in the year is 


(a) a bank or credit union, 
(b) an insurance corporation that carries on business in Canada, 


(c) authorized under the laws of Canada or a province to carry 
on the business of offering its services as a trustee to the public, 


(d) authorized under the laws of Canada or a province to accept 
deposits from the public and carries on the business of lending 
money on the security of real estate or investing in mortgages or 
hypothecary claims on real estate, 


Proposed Amendment — 181(1)“financial 
o __institution’(d) Ko 
- (d) authorized under the laws of Canada or a province to ac- 
cept deposits from the public and carries on the business of 
lending money on the security of real property or immovables 


or investing in indebtedness on the security of mortgages on 


real property or of hypothecs on immovables, 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 234, will 
amend para. (d) of the definition “financial institution” in subsec. 181(1) to read as 
above, to come into force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 
(e) a registered securities dealer, 
(f) a mortgage investment corporation, or 
(g) a prescribed corporation; 
Proposed Amendment — 181(1)“financial 
institution” (g) 
(g) a corporation 
(i) listed in the schedule, or 
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Related Provisions: 142.2(1)“financial institution”(a)(i), 248(1)“restricted financial 
institution’(e.1), “specified financial institution”(e.1) — Prescribed corporation under 
this definition'\deemed to be FI, RFI and SFI. j 


History: Para. (d) of the definition “financial institution” in subsec. 181(1) amended 
by 2001, c, 17,,s..220, to add “or hypothecary claims”, in force June 14, 2001. 


Para. (e) of the definition “financial institution” in subsec. 181(1) amended by 1995, c. 
21, s. 72, applicable to taxation years that end after June 1989. Para. (e) formerly read: 


(e) registered or licensed under the laws of a province to trade in securities, 


Para. (f) of “financial institution” in subsec. 181(1) substituted by 1994, c. 7, Sch. II 
(1991, c: 49),°s. 145, applicable to taxation years ending after June 1989. Para. (f) 
formerly read: 


(f) a deposit insurance corporation (within the meaning assigned by subsection 
137.1(5)) or a. corporation deemed by subsection 137.1(5.1) to be a deposit insur- 
ance corporation, or 


Regulations: 8604 [to be repealed] (prescribed corporations). 


“long-term debt” means, 


(a) in the case of a bank, its subordinated indebtedness (within 
the meaning assigned by section 2 of the Bank Act) evidenced 
by obligations issued for a term of not less than 5 years, 


(b) in the case of an insurance corporation, its subordinated in- 
debtedness (within the meaning assigned by section 2 of the Jn- 
surance Companies Act) evidenced by obligations issued for a 
term of not less than 5 years, and 


(c) in the case of any other corporation, its subordinated indebt- 
edness (within the meaning that would be assigned by section 2 
of the Bank Act if the definition of that expression in that section 
were applied with such modifications as the circumstances te- 


S. 181(3)(b) 


quire) evidenced by iin issued for a term of not less than 
S years, 


but does not include, where the OT Ok is a prescribed federal 
Crown corporation for the purpose of section 27, any indebtedness 
evidenced by obligations issued to and held by Her Majesty in right 
of Canada; 


History: The definition “long-term debt” in subsec. 181(1) substituted by 1994, c. 21, 
s. 81, applicable after May 31, 1992. That, definition formerly read: 


“long-term debt” means 


(a) in the. case,of a bank, its indebtedness evidenced by bank. debentures 
within the meaning assigned by the Bank Act, and 


(b).in the case of a-financial institution that is not a bank,.its subordinate 
indebtedness evidenced by obligations issued for a term of not less than 5 
years (other than, where the financial institution is a prescribed federal 
Crown corporation for the purposes of section 27, such indebtedness evi- 
denced by obligations issued to and held by Her Majesty in right of Canada); 


Para. (b) of “long-term debt” amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 104, 
applicable to 1991 et seg. Para. (b) formerly read: 
(b) in the case of a corporation that is not a bank, its subordinate indebtedness 
evidenced by obligations issued for a term of not less than 5 years; 


I.T. Technical News: 28 (large corporations tax — long-term debt). 


“reserves”, in respect of a corporation for a taxation year, means 
the amount at the end of the year of all of. the corporation’s 
reserves, provisions and allowances (other than allowances in re- 
spect of depreciation or depletion) and, for greater certainty, i 
cludes any provision in respect of deferred taxes. 

Related Provisions: 181.2(3) — Reserves included in capital tax base. 
Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 

1.T. Technical News: 18 (Oerlikon Aérospatiale case). 

Selected Cases [subsec. 181(1)]: Manufacturers Life Insurance Co. v. R:, [2000] 
1 C.T.C. 2481 (TCC) (Balance sheet figures to be used for capital tax base; amounts 
were not “reserves” or “‘surpluses”’); Oerlikon, Aérospatiale Inc. v. R., [1999] 4.C.T.C. 
358 (FCA); leave to appeal to SCC refused (May 11,.2000), File 27532 (Accounting 


treatment governs computation of tax; reserves as shown in financial statements to be 
included). 


(2) Prescribed expressions — For the purposes of this Part, the 
expressions “attributed surplus”, “Canadian assets”, “Canadian pre- 
miums’’, “Canadian reserve liabilities”, “permanent establishment’, 
“total assets”, “total premiums” and “total reserve liabilities” have 
such meanings as may be prescribed. 


Regulations: 8600 (prescribed meanings. of expressions). 


(3) Determining values and amounts — For the purposes of 
determining the carrying value of a corporation’s assets or any other 
amount under this Part in respect of a corporation’s capital, invest- 
ment allowance, taxable capital or taxable capital employed in Can- 
ada for a taxation year or in respect of a partnership in which a 
corporation has an interest, 


(a) the equity and consolidation methods of accounting shall not 
be used; and 


(b) subject to paragraph (a) and except as otherwise provided in 
this Part, the amounts reflected in the balance sheet 


(i) presented to the shareholders of the corporation (in the 
case of a corporation that is neither an insurance corporation 
to which subparagraph (ii) applies nor a bank) or the mem- 
bers of the partnership, as the case may be, or, where such a 
balance sheet. was not prepared in accordance with-generally 
accepted accounting principles or no such balance sheet was 
prepared, the amounts that would be reflected if such a bal- 
ance sheet had been prepared in accordance with generally 
accepted accounting principles, or 


(ii) accepted by the Superintendent of Financial Institutions, 
in the case of a bank or an insurance corporation that is re- 
quired by law to report to the Superintendent, or the superin- 
tendent of insurance or other similar officer or authority of 
the province under whose laws the corporation is incorpo- 
rated, in the case of an insurance corporation that is required 
by law to report to that officer or authority, 


shall be used. 
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Related Provisions: 190(2) — Rules in 181(3) apply to Part VI also. 

Selected Cases [subsec. 181(3)]: Ford Credit Canada Ltd. v. R., [2007] 4 C.T.C. 
157 (FCA); aff’ g [2006] 5 C.T.C. 2300 (TCC) (GAAP is principal determinant of capi- 
tal tax base); Manufacturers Life Insurance Co. v. R., 00st ne Lc. Lira) 
(Amounts in financial statements are determinative of issues); PCL Construction 
Management Inc. v. R., [2001] 1 C.T.C. 2132 (TCC) (Minister entitled to go behind 
balance sheet figures to determine character of amounts). 

Interpretation Bulletins: IT-532: Part 1.3 — tax on large corporations. 


I.T. Technical News: 18 (Oerlikon Aérospatiale case); 22 (large corporation tax — 
capital tax cases); 29 (large corporations tax — outstanding cheques). 


(4) Limitations respecting inclusions and deductions — 
Unless a contrary intention is evident, no provision of this Part shall 
be read or construed to require the inclusion or to permit the deduc- 
tion, in computing the amount of a corporation’s capital, investment 
allowance, taxable capital or taxable capital employed in Canada 
for a taxation year, of any amount to the extent that that amount has 
been included or deducted, as the case may be, in computing the 
first-mentioned amount under, in accordance with or by reason of 
any other provision of this Part. 

interpretation Bulletins: IT-532: Part 1.3 — tax on large corporations. 

Related Provisions: 190(2) — Rules in 181(4) apply to Part VI also; 248(28) — 
Similar rule for the Act as a whole. 

Definitions [s. 181]: “amount” — 248(1); “bank” — 248(1), Interpretation Act 
35(1); “business” — 248(1); “Canada” — 255; “carrying on business in Canada” — 
253; “corporation” — 248(1), Interpretation Act 35(1); “credit union” — 137(6), 
248(1); “financial institution” — 181(1); “Her Majesty” — Interpretation Act 35(1); 
“hypothecs” — Quebec Civil Code art. 2660; “Gmmovables” — Quebec Civil Code art. 
900-907; “insurance corporation” — 248(1); “mortgage investment corporation” — 
130.1(6), 248(1); “province” — Interpretation Act 35(1); “registered securities 
dealer” — 248(1); “related” — 251(2); “taxation year” — 249. : 


181.1 (1) Tax payable — Every corporation shall pay a tax under 
this Part for each taxation year equal to the amount obtained by 
multiplying the corporation’s specified percentage for the taxation 
year by the amount, if any, by which 


(a) its taxable capital employed in Canada for the year 
exceeds 
(b) its capital deduction for the year. 


Related Provisions: 125.3 — Deduction ‘re Part I.3 tax; 132.2(1)(0)(ii) [to be: re- 
pealed], 132.2(3)(1)(ii) [draft] — Deemed taxation year of mutual fund corporation on 
reorganization, 157(1), (2.1) — Instalments — corporations; 161(1) — Interest, 
161(4.1) — Interest — limitation; 181.1(1.1) — Specified percentage; 181.1(2) — Re- 
duction for short taxation year; 181.1(4)(a)— Tax reduced by Part I surtax paid; 
181.6 — Return; 190.1(1) — Financial institutions capital tax; 235 — Penalty for late 
filing. 

History: Subsec. 181.1(1) amended by 2003, c. 15, s. 85, applicable to 2004 et seq. 
Subsec. 181.1(1) formerly read: 


(1) Every corporation shall pay a tax under this Part for each taxation year equal 
to 0.225% of the amount, if any, by which 


(a) its taxable capital employed in Canada for the year 
exceeds 
(b) its capital deduction for the year. 


The opening words of subsec. 181.1(1) amended by 1996, c. 21, s. 47, applicable to 
taxation years that end after February 27, 1995, except that, in its application to taxa- 
tion years that began before February 28, 1995, there shall be deducted from the tax 
otherwise payable under subsec. 181.1(1), an amount equal to that proportion of '/ of 
the tax otherwise payable under that subsection of the Act that the number of days in 
the year that were before February 28, 1995 is of the number of days in the year. 


For the purpose of applying subsection 125(5.1), the amount that would, but for sub- 
secs. 181.1(2) and (4), be a corporation’s tax payable under Part 1.3 for a taxation year 
that began before February 28, 1995 shall be determined without reference to the above 
amendment to subsec. 181.1(1). 


The opening words formerly read: 


(1) Every corporation shall pay a tax under this Part for each taxation year equal 
to 0.2% of the amount, if any, by which 


That portion of subsec. 181.1(1) preceding para. (a) amended by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 146(1), to substitute “0.2%” for “0.175%”, applicable to 1991 et 
seq. except that, in its application to taxation years commencing before 1991 and end- 
ing after 1990, there may be deducted from the tax otherwise payable under the subsec. 
an amount equal to that proportion of '/s of the tax otherwise payable under the subsec. 
that the number of days in the year that are before 1991 is of the number of days in the 
year. 


Interpretation Bulletins: IT-532: Part 1.3 — tax on large corporations. 


Income Tax Act 


(1.1) Specified percentage — For the purpose of subsection (1), 
the specified percentage of a corporation for a taxation year that 
ends after 2003 is the total of 


(a) that proportion of 0.225% that the number of days in the tax- 
ation year that are before 2004 is of the number of days in the 
taxation year, 


(b) that proportion of 0.200% that the number of days in the tax- 
ation year that are in 2004 is of the number of days in the taxa- 
tion year, and 


(c) that proportion of 0.175% that the number of days in the tax- 
ation year that are in 2005 is of the number of days in the taxa- 
tion year. 
(d), (e) [Repealed] 
History: Paras. 181.1(1.1)(d) and (e) repealed by 2006, c. 4, s. 82, applicable to 2006 
et seq. The paras. formerly read: 


(d) that proportion of 0.125% that the number of days in the taxation year that 
are in 2006 is of the number of days in the taxation year, and 


(e) that proportion of 0.0625% that the number of days in the taxation year that 
are in 2007 is of the number of days in the taxation year. 


Subsec. 181.1(1.1) added by 2003, c. 15, s. 85, applicable to 2004 et seq. 


(1.2) Exceptions — Notwithstanding subsection (1.1), for the 
purposes of applying subsection 125(5.1) and the definitions “un- 
used surtax credit” in subsections (6) and 190.1(5), the amount of 
tax in respect of a corporation under subsection (1) for a taxation 
year is to be determined as if the specified percentage of the corpo- 
ration for the taxation year were 0.225%. 


History: Subsec. 181.1(1.2) added by 2003, c. 15, s. 85, applicable to 2004 er seq. 


(2) Short taxation years — Where a taxation year of a corpora- 
tion is less than 51 weeks, the amount determined under subsection 
(1) for the year in respect of the corporation shall be reduced to that 
proportion of that amount that the number of days in the year is of 
365. 

Related Provisions: 132.2(1)(0)(ii) [to be repealed], 132.2(3)()(i) [draft] — 
Deemed taxation year of mutual fund corporation on reorganization. 

History: Subsec. 181.1(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
105(1), applicable to 1992 et seq. Subsec. (2) formerly read: 


(2) Where a taxation year of a corporation is less than 51 weeks, the tax payable 
under this Part for the year by the corporation shall be that proportion of its tax 
otherwise payable under this Part for the year that the number of days in the year 
is of 365. 


(3) Where tax not payable — No tax is payable under this Part 
for a taxation year by a corporation 


(a) that was a non-resident-owned investment corporation 
throughout the year; 


(b) that was a bankrupt (within the meaning assigned by subsec- 


tion 128(3)) at the end of the year; 
(c) that was throughout the year exempt from tax under section 
149 on all of its taxable income; 


(d) that neither was resident in Canada nor carried on business 
through a permanent establishment in Canada at any time in the 
year; 


(e) that was throughout the year a deposit insurance corporation 


(within the meaning assigned by subsection 137.1(5)) or a cor- 
poration deemed by subsection 137.1(5.1) to be a deposit insur- 
ance corporation; or 


(f) that was throughout the year a corporation described in sub- 
section 136(2) the principal business of which was marketing 
(including processing incidental to or connected therewith) natu- 
ral products belonging to or acquired from its members or 
customers. 
Related Provisions: 125.3(1) — Large corporations tax; 132.2(1)(0)(ii) [to be re- 
pealed], 132.2(3)(1)(ii) [draft] — Deemed taxation year of mutual fund corporation on 
reorganization. 
History: Para. 181.1(3)(f) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 105(2), 
applicable to taxation years ending after June 1989. 


Para. 181.1(3)(e) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 146(2), applicable 
to taxation years ending after June 1989. 
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Interpretation Bulletins: IT-347R2: Crown corporations (archived); IT-496R: Non- 
profit organizations; IT-532: Part I.3 — tax on large corporations. 


(4) Deduction — There may be deducted from a corporation’s tax 
otherwise payable under this Part for a taxation year an amount 
equal to the total of 


(a) its Canadian surtax payable for the year, and 


(b) such part as the corporation claims of its unused surtax cred- 
its for its 7 immediately preceding and 3 immediately following 
taxation years, 


to the extent that that total does not exceed the amount by. which 


(c) the amount that would, but for this subsection, be its tax pay- 
able under this Part for the year 


exceeds 


(d) the total of.all amounts each.of which is the amount deducted 
under subsection 125.3(1) in computing the corporation’s tax 
payable under Part I fora taxation year ending before 1992 in 
respect of its unused Part I.3 tax credit (within the meaning as- 
signed by section 125.3) for the year. 
Related Provisions: 87(2)(j.91) — Amalgamation; 87(2.11) — Vertical amalgama- 
tions; 125.2, 125.3 — Credit of Parts VI and I.3 tax against surtax before 1992; 


161(7)(a)(ix), 164(5)(h.1),' 164(5.1)(h.2) — Effect of carryback of loss etc.; 181.6 — 
Return; 261(7)(a), 261(15) — Functional currency reporting. 


History: Para. 181.1(4)(c) substituted by 1994, c. 21, s. 82, ie aad to 1992 et bei 
That para. formerly read: 


(c) the amount that would, but for this section, be its tax payable under this Part 
for the year 


Subsec. 181.1(4) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 105(3), applica- 
ble to 1992 et seq. 


Interpretation Bulletins: [T-532: Part 1.3 — tax on large corporations. 
Forms: T2 SCH 37: Calculation of unused surtax credit. 


(5) Idem — For the purposes of this subsection and subsections 
(4), (6) and (7), 


(a) an amount may not be claimed under subsection (4) in com- 
puting a corporation’s tax payable under this Part for a particular 
taxation year in respect of its unused surtax credit for another 
taxation year until its unused surtax credits, if any, for taxation 
years preceding the other year that may be claimed under this 
Part for the particular year have been claimed; and 


(b) an amount in respect of a corporation’s unused surtax credit 
for a taxation year may be claimed under subsection (4) in com- 
puting its tax payable under this Part for another taxation year 
only to the extent that it exceeds the total of all amounts each of 
which is an amount claimed in respect of that unused surtax 
credit in computing its tax payable under this Part or Part VI for 
a taxation year preceding that other year. 

Related Provisions: 87(2.11) — Vertical amalgamations. 

History: Subsec. 181.1(5) added by 1994, c. 7, Sch. VIII (1993, c: 24), subsec. 105(3), 

applicable to 1992 et seq. 


(6) Definitions — For the purposes of this subsection and subsec- 
tions (4), (5) and (7), 


“Canadian surtax payable” of a corporation for a taxation year 
has the meaning assigned by subsection 125.3(4); 
“unused surtax credit” for a taxation year ending after 1991 


(a) of a corporation (other than a corporation that was through- 
out the year a financial institution, within the meaning assigned 
by section’190) means the amount, if any, by which 


(i) its Canadian surtax payable for the year 
exceeds the total of 


(ii) the amount that would, but for subsection (4), be its tax 
payable under this Part for the year, and 


(iii) the amount, if any, deducted under section 125.3 in com- 
puting the corporation’s tax payable under Part I for the year, 
and 


S. 181.1(7)(b) 


(b) of ‘a:corporation that was throughout the year a financial in- 
stitution (within the meaning assigned by section 190) means the 
lesser of 


(i) the amount, if any, by which 
(A) its Canadian surtax payable for the year 
exceeds the total of 


(B) the amount that would, but for subsection (4), be its 
tax payable under this Part forthe year, and 


(C) the amount, if any, deducted under section 125.3 in 
computing the 2 glee gee: s tax payable under Part I for 
the year, and 


(ii) the amount, if any, by which its tax payable under Part I 
for the year exceeds the amount that would, but for subsec- 
tion (4) and subsection 190.1(3), be the total of its taxes pay- 
able under Parts I.3 and VI for the year. 


Related Provisions: 87(2.11) — Vertical amalgamations; 181.1(1.2) — Calculation 
to be based on tax rate of 0.225%; 181.5(1.1), (4.1) — Calculation to be based on 
threshold of $10. million; 256(9) — Date of acquisition ‘of control. 


History: Subsec. 181.1(6) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 105(3), 
applicable to 1992 et seq. 


(7) Acquisition of control — Where at any time control of a cor- 
poration has been acquired by a person or group of persons, no 
amount in respect of its unused surtax credit for a taxation year end- 
ing before that time is deductible by the corporation for a taxation 
year ending after that time and no amount in respect of its unused 
surtax credit for'a taxation year ending after that time is deductible 
by the corporation for a taxation year ending before that time, ex- 
cept that 


(a) the corporation’s unused surtax credit for a particular taxa- 
tion year that ended before that time is deductible by the corpo- 
ration for a taxation year. that ends after that time (in this para- 
graph referred to as the “subsequent year’’) to the extent. of that 
proportion. of the corporation’s Canadian surtax payable for the 
particular year that 


(i) the amount, if any, by which 
(A) the total of all amounts each of which. is 


(1) its income under Part I for the particular year from 
a business,.that was.carried on by the. corporation 
throughout the subsequent year for profit or with a 
reasonable expectation of profit, or 


(II) where properties were sold, leased, rented or de- 
veloped or services were rendered in the course of car- 
rying on that business hefore that time, its income 
under Part I for the particular year from any other bus- 
iness. all or substantially all of the income of which 
was derived from the sale, leasing, rental.or develop- 
ment, as the case may be, of similar properties. or the 
rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount 
deducted under paragraph 111(1)(a) or (d) in computing 
its taxable income for the particular year in respect of a 
non-capital loss or a farm loss, as the case may be, for a 
taxation year in respect of any business.referred to in 
clause (A) 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 


(iii) the corporation’s taxable income for the particular year; 
and 


(b) the corporation’s unused surtax credit for a particular taxa- 
tion year that ends after that time is deductible by the corpora- 
tion for a taxation year that ended before that time (in this para- 
graph referred to as the “preceding year’’) to the extent of that 
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proportion of the corporation’s Canadian surtax payable for the 
particular year that 


(i) the amount, if any, by which 
(A) the total of all amounts each of which is 


(I) its income under Part I for the particular year from 
a business that was carried on by the corporation in the 
preceding year and throughout the particular year for 
profit or with a reasonable expectation of profit, or 


(Il) where properties were sold, leased, rented or de- 
veloped or services were rendered in the course of car- 
rying on that business before that time, the corpora- 
tion’s income under Part I for the particular year from 
any other business all or substantially all of the in- 
come of which was derived from the sale, leasing, 
rental or development, as the case may be, of similar 
properties or the rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount 
deducted under paragraph 111(1)(a) or (d).in computing 
the corporation’s taxable income for the particular year in 
respect of a non-capital loss or a farm loss, as the case 
may be, for a taxation year in respect of any business re- 
ferred to in clause (A) 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 
(iii) the corporation’s taxable income for the particular year. 


Related Provisions: 87(2.11) — Vertical amalgamations; 256(6)-(9) — Anti-avoid- 
ance — deemed exercise of right to increase voting power. 


History: Paras. 181.1(7)(a) and (b) amended by 1998, c. 19, s. 194, applicable to ac- 
quisitions of control that occur after April 26, 1995. Paras. 181.1(7)(a) and (b) formerly 
read: 


(a) where a business was carried on by the corporation in a taxation year ending 
before that time, its unused surtax credit for that year is deductible by the corpo- 
ration for a particular taxation year ending after that time only if that business 
was carried on by the corporation for profit or with a reasonable expectation of 
profit throughout the particular year and only to the extent of that proportion of 
the corporation’s tax payable under this Part for the particular year that 


(i) the amount, if any, by which 


(A) the total of its income under Part I for the particular year from that 
business and, where properties were sold, leased, rented or developed or 
services were rendered in the course of carrying on that business before 
that time, its income under Part I for the particular year from any other 
business substantially all of the income of which was derived from the 
sale, leasing, rental or development, as the case may be, of similar 
properties or the rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount deducted under 
paragraph 111(1)(a) or (d) in computing its taxable income under Part I 
for the particular year in respect of a non-capital loss or a farm loss, as 
the case may be, for a taxation year in respect of that business or the 
other business 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 
(iii) the corporation’s taxable income under Part I for the particular year; and 


(b) where a business was carried on by the corporation throughout a taxation 
year ending after that time, its unused surtax credit for that year is deductible by 
the corporation for a particular taxation year ending before that time only if that 
business was carried on by the corporation for profit or with a reasonable expec- 
tation of profit in the particular year and only to the extent of that proportion of 
the corporation’s tax payable under this Part for the particular year that 


(i) the amount, if any, by which 


(A) the total of its income under Part I for the particular year from that 
business and, where properties were sold, leased, rented or developed or 
services were rendered in the course of carrying on that business before 
that time, its income under Part I for the particular year from any other 
business substantially all the income of which was derived from the 
sale, leasing, rental or development, as the case may be, of similar 
properties of the rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount deducted under 
paragraph 111(1)(a) or (d) in computing its taxable income under Part I 


Income Tax Act 


for the particular year in respect of a non-capital loss or a farm loss, as 

the case may be, for a taxation year in respect of that business or the 

other business 

is of the greater of 
(ii) the amount determined under subparagraph (i), and 
(iii) the corporation’s taxable income under Part I for the particular year. 

Subsec. 181.1(7) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 105(3), applica- 
ble to 1992 et seq. 
1.T. Technical News: 7 (control by a group — 50/50 arrangement). 
Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 
Definitions [s. 181.1]: “acquired” — 256(7)-(9); “amount” — 181(3), 248(1); “busi- 
ness” — 248(1); “capital deduction” — 181.5(1); “Canadian _surtax payable” — 
125.3(4), 181.1(6); “carrying on business in Canada” — 253; “control” — 256(6)-(9); 
“corporation” — 248(1), Interpretation Act 35(1); “deposit insurance corporation” — 
137.1(5); “farm loss” — 111(8); “financial institution” — 190(1); “non-capital loss” — 
111(8), 248(1); “non-resident-owned investment corporation” — 133(8), 248(1); “per- 
manent establishment” — 181(2), Reg. 8602; “property” — 248(1); “resident in Can- 
ada” — 250; “specified percentage” — 181.1(1.1); “taxable capital employed in Can- 
ada” — 181.2(1), 181.3(1), 181.4; “taxable income” — 2(2), 248(1); “taxation year” — 
249: “unused surtax credit” — 181.1(6). 


181.2 (1) Taxable capital employed in Canada — The taxable 
capital employed in Canada of a corporation for a taxation year 
(other than a financial institution or a corporation that was through- 
out the year not resident in Canada) is the prescribed proportion of 
the corporation’s taxable capital for the year. 

Related Provisions: 66(12.6012) — Definition used for limitation on renunciation 
of Canadian development expenses to flow-through shareholder as Canadian explora- 
tion expense; 181(4) — Limitations respecting inclusions and deductions, 181.301) — 
Taxable capital employed in Canada of financial institution. 


Regulations: 8601 (prescribed proportion). 


(2) Taxable capital — The taxable capital of a corporation (other 
than a financial institution) for a taxation year is the amount, if any, 
by which its capital for the year exceeds its investment allowance 
for the year. 


Related Provisions: 181(4) — Limitations respecting inclusions and deductions. 


(3) Capital — The capital of a corporation (other than a financial 
institution) for a taxation year is the amount, if any, by which the 
total of 


(a) the amount of its capital stock (or, in the case of a corpora- 
tion incorporated without share capital, the amount of its mem- 
bers’ contributions), retained earnings, contributed surplus and 
any other surpluses at the end of the year, 


(b) the amount of its reserves for the year, except to the extent 
that they were deducted in computing its income for the year 
under Part I, 


(b.1) the amount of its deferred unrealized foreign exchange 


gains at the end of the year, 


(c) the amount of all loans and advances to the corporation at the 
end of the year, 


(d) the amount of all indebtedness of the corporation at the end 
of the year represented by bonds, debentures, notes, mortgages, 
hypothecary claims, banker’s acceptances or similar obligations, 


(e) the amount of any dividends declared but not paid by the 


corporation before the end of the year, 


(f) the amount of all other indebtedness (other than any indebt- 
edness in respect of a lease) of the corporation at the end of the 
year that has been outstanding for more than 365 days before the 
end of the year, and 


(g) where the corporation was a member of a partnership at the 
end of the year, that proportion of the amount, if any, by which 


(i) the total of all amounts (other than amounts owing to the 
member or to other corporations that are members of the 
partnership) that would be determined under this paragraph 
and paragraphs (b) to (d) and (f) in respect of the partnership 
at the end of its last fiscal period that ends at or before the 
end of the year (if paragraphs (b) to (d) and (f) applied to 
partnerships in the same way that they apply to corporations) 
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ee Proposed Amendment — 181.2(3)(g)(i) 


(i) the total of all amounts (other than amounts owing to the. 
member or to other corporations that are members of the 


partnership) that would, if this paragraph and paragraphs 
(b) to (d) and | (f) applied to partnerships in the same way 


that they apply to corporations, be determined under those - 
paragraphs in respect of the partnership at the end of its last 
steak period | that sine 


123(1),, che arhend subpara! 181. 2(3)( / 
years that begin after December 20, 2002. 


Technical Notes (July 2010): Section 181.2 is 
cess 181. 2(3) and O) are amended to Bue, 


ing muasentaion of redeemable prefered shares. 
Tiered orgie de) : : . 


graph 181 2)(g) is amended so ‘that: it itself applies on this baais As a result, the 
proration of the reserve, “ferred gain and debt amounts will pa! through < 
ber of tiered partnershiy TENS 


Subsection 181.2(4) provides for the “investment allowance” by which. 
terms, one corporation’s investment in another is excluded from the first corpora- 
tion’s taxable capital. Subsection 181. 2(5) determines the « carrying value of an inter- 
est of a corporation in a partnership for this purpose. Subsection 181. 2(5) i is amended 
to ensure that the carrying value of an interest of a corp artic ‘ 
ship, for the purposes of subsection 181.2(4), includes 
est of the particular partnership in another partnership. 


exceeds 


(ii) the amount of the partnership’s deferred unrealized for- 
eign exchange. losses at the end of that period 


that the member’s share of the partnership’s income or loss for 
that period is of the partnership’s income or loss for that period 


exceeds the total of 


(h) the amount of its deferred tax debit balance at the end of the 
year, 


(i) the amount of any deficit deducted in computing its share- 
holders’ equity at the end of the year, and 


(i) the amount ae any delet deducted i in computin - 
holders’ equity (including, for this purpose, the amount of anny 
provision for the redemption of ae shares) at the end of 


123(2), will amend para. 181 .2(3)() to read as above, sai to taxation ye a 
that begin after 1995. : : 


echnical Noire Giily 2010) Seceacd Gare 


In general, a corporation’s tax payable under Part Lo. of the Act is ‘computed with — 
reference to amounts reflected in the balance sheet of the corporation, as prepared in _ 


accordance with generally accepted accounting principles (GAAP). 


The Canadian Institute of Chartered Accountants’ Handbook (the Handbook), which _ 


is the principal authority of GAAP in Canada, requires that a liability of a corpora- 
tion in gs of a redeemable Rag share be reflected on the corporation’ s bal- 


and its redemption value is changed to retained earnings, which cases. may 
result in the corporation having negative retained earnings or a deficit. Retained earn- 
ings are unaffected under the second method, under which a line account is set ep 
reflecting the redemption liability of the preferred shares. — 


Current paragraph 181.2(3)G) allows for a reduction of a corporadon’s $ 
extent of any deficit deducted in computing the corporation’ s shareholde: ‘equity. 
To accommodate the alternative presentation of a provision for the redemption of 

preferred shares, the paragraph is amended to refer explicitly to the enc of ae a 

provision. ~~. 


(j) any amount deducted under subsection 135(1) in Mhsating 
its income under Part I for the year, to the extent that the amount 
can reasonably be regarded as being included in the amount de- 


all the members of the partnership are corpo 


S..181.2(4)(d.1) 


termined under any of paragraphs (a) to (g) in respect of the cor- 
poration for the year. 


(k) the amount of its deferred unrealized foreign exchange losses 
at the end of the year. 
Related Provisions: 132.2(1)(0) — Deemed year-end of mutual fund corporation on 
reorganization; 181(4) — Limitations respecting inclusions and deductions. 
History: Para. 181.2(3)(d) amended by 2001, c. 17, subsec. 221(1), to add “hypothe- 
cary claims,”, in force June 14, 2001. 


Paras. 181.2(3)(b.1) and 181.2(3)(k) added, para. 181.2(3)(g) amended, by 1998, c. 19, 
subsecs. 195(1) to (3), applicable to 1995 et seg. Para. 181.2(3)(g) formerly read: 


(g) where the corporation was a member of a partnership at the end of the year, 
that proportion of the total of all amounts (other than amounts owing to the 
member or to corporations that are other members of the partnership) that would 
be determined under this paragraph and paragraphs (b) to (f) in respect of the 
partnership at the end of its last fiscal period ending at or before the end of the 
year (if the references in paragraphs (b) to (f) to “corporation” were read as ref- 
erences to “partnership”) that the member’s share of the partnership’s income or 
loss for that period is of the partnership’s income or loss for that period, 


Para. 181.2(3)(d) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 106(1), to add 
“bankers’ acceptances”, applicable to taxation years ending after December 20, 1991. 


Para. 181.2(3)(j) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 147(1), applicable 
to taxation years ending after June 1989. 


Selected Cases [subsec. 181.2(3)]: ADP Canada Co. v. R., [2009] 4 C.T.C. 277 
(FCA); rev’g [2009] 1 C.T.C. 2099 (TCC) (Amounts received were for payment of 
clients’ liabilities and were not “advances’”’); Inco Ltd. v. R., [2007] 2 C.T.C. 2347 
(TCC) (Contingent obligation to issue shares included in contributed surplus and com- 
putation of capital); Autobus Thomas Inc. v. R., [2002] 1 C.T.C. 1 (SCC); aff g [2002] 
1 C.T.C. 3 (FCA); aff’g [1999] 2 C.T.C. 2001 (TCC) (Amounts paid in respect of 
conditional sales contracts were “loans” by bank to taxpayer and included in capital); 
PCL Construction Management Inc. v. R., [2001] 1 C.T.C. 2132 (TCC) (Minister enti- 
tled to go behind balance sheet figures to determine character of amounts); Oerlikon 
Aérospatiale Inc. v. R., [1999] 4 C.T.C. 358 (FCA); leave to appeal to SCC refused 
(May 11, 2000), File 27532 (Capital includes all reserves not deducted in computation). 


Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 


1.T. Technical News; 18 (Oerlikon Aérospatiale case); 29 (large corporations tax — 
outstanding cheques). 


(4) Investment allowance — The investment allowance of a 
corporation (other than a financial institution) for a taxation year is 
the total of all amounts each of which is ‘the carrying value at the 
end of the year of an asset of the corporation that is 


(a) a share of another corporation, 
(b) a loan or advance to another corporation (other than a finan- 
cial institution), 


(c) a bond, debenture, note, mortgage, hypothecary claim or 
similar obligation of another corporation (other than a financial 
institution), 

(d) long-term debt of a financial institution, 

(d.1) a loan or advance to, or a bond, debenture, note, mortgage, 
hypothecary claim or similar obligation of, a partnership all of 
the members of which, throughout the year, were other corpora- 
tions (other than financial institutions) that were not exempt 


from tax under this Part (otherwise than because of paragraph 
181.1(3)(d)), 


Proposed Amendment — 181.2(4)(d.1) 
Letter from Dept. of Finan Mey, 25, 2004: 
Dear [xxx] 


Thank you for -your letter of February 5 2004, in hich you piavide additional material 
regarding the application, to tiered partnership < s res, of the investment allowance 
provisions in Part 1.3 of the Income Tax Act. Further to our meeting on this matter, it 
was helpful to see set out the particular criteria that in your view ought to apply i in 
order for a corporation that loans or advances funds to such a structure to — an 
investment allowance in respect of that debt. 


As you know, although the proposed amendments to the Act announced i in December 
2002 and released again in February 2004 address certain issues around partnerships 
and the Part L3 tax, they do not — and were not intended to — deal with the question 
you have raised. That question n short, is whether under any circumstances the invest- 
ment allowance of a corporation ought to include an amount in respect of the corpora- 
tion’s holding of debt of a partnership, not all of the members of which are corpora- 
tions. In its current form, paragraph 181 24). 1) recognizes partnership debt only if 
ions (other than financial institutions) 
that either are not exempt from Part I.3 tax or are neither resident in Canada nor carry- 

ing on business in Canada through a permanent establishment. The provision thus has 


SS 
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the effect that advances or loans to second- or lower-tiered partnerships do not support 
an investment allowance, since one or more members of.such partnerships are necessa- 
rily not corporations. 


You have suggested that the investment allowance ought to be available in some. cases 
of multiple partnership tiers. That is, subject to certain additional criteria which I will 
return to in’a moment, you propose that a debt investment in a particular partnership 
support an investment allowance if all of the members of the partnership that are not 
corporations are themselves partnerships that, either directly or through further layers 
of partnerships, are made up of corporations. This concept can perhaps be expressed 
most succinctly by defining a new term, “eligible partnership”. An eligible partnership 
would (again, subject to some further criteria) be one all of the members of which are 
either corporations or other eligible partnerships. The carrying value of any loan or 
advance to (or bond, etc. of) ai eligible partnership would be included in computing 
the investment allowance of a corporation other than a financial institution. 


I agree that this is in principle an appropriate result. In policy terms, the fact that the 
debtor’s corporate structure has been arranged to include more than one layer of part- 
nerships ought not necessarily to deny the holder of a debt an investment allowance. 
While as a practical matter there will often be ways of avoiding such a structure, or at 
least of relocating the debt, it is recognized that business and other considerations may 
make it difficult or undesirable in a particular instance to do that. For that reason, I am 
prepared to recommend an amendment to paragraph 181.2(4)(d.1), to be effective for 
the 2004 and subsequent taxation years, that would include in the investment allowance 
calculation the debt of what I have called “eligible partnerships.” 


At the same time, it will in my view be necessary both to define “eligible partnership”, 
and to set out additional criteria that would be applicable in respect of debt issued by 
partnerships within a tiered partnership structure, with some care. In this regard, we 
would expect to make recommendations along the following lines: 


* An eligible partnership could have no member that is a financial institution, or that 
is corporation that is exempt from tax under Part 1.3 (otherwise than because it is 
non-resident and does not carry on business in Canada through a permanent 
establishment), } ; is a bh ay, 


* Where a partnership’s status as an eligible partnership is relevant in respect of a 
debt for a particular taxation year, the partnership would be required to maintain 
that status throughout the taxation year. © oe : 

* For the purposes of including amounts in capital under paragraph 181.2(3)(g) in 
respect of a loan or an advance to an eligible partnership, the fiscal year-end of any 
intervening or higher-tiered partnership would be deemed to be the same as that of 
the debtor partnership. ef ae yy 


Of course, we cannot offer any assurance that either the Minister of Finance or Parlia- 
ment will agree with the recommendations that we intend to make in this regard, None- 
theless, we trust that this statement of our position is helpful. ; 


Yours sincerely, 


Brian Emmewein, Director, Tax Legislative Division, Tax Policy Branch _ 


(e) an interest in a partnership, or 


(f) a dividend payable to the corporation at the end of the year 
on a share of the capital stock of another corporation, 


other than a share of the capital stock of, a dividend payable by, or 
indebtedness of, a corporation that is exempt from tax under this 
Part (otherwise than because of paragraph 181.1(3)(d)). 


Proposed Amendment — Application of 181.2(4)(b), 
rea ey 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 123(6), 
provides that in applying paras. 181.2(4)(b), (c) and (d.1) to a particular corporation in 
respect of an asset that is a loan or an advance to, or ‘an obligation of, another corpora- 
tion or partnership that the particular corporation holds at the end of a taxation year of 
the particular corporation that began before December 20, 2002, those paragraphs are 
to be read without reference to “(other than a financial institution)” and “(other than 
financial institutions)” if, at the end of the taxation year, 


(a) the particular corporation deals at arm’s length with the other corporation or the 
partnership, as the case may be; and ooh 2 


(b) the other corporation is a financial institution, ‘or the partnership is not a part- 
nership described in para. 181.2(4)(d.1), as the case may be, solely because of s. 
122 and subsecs. 156(1) and (3) [of the July 16, 2010 draft legislation]. 


Technical Notes (July 2010): See under 181.2(3)(g)(). 
Related Provisions: 181(4) — Limitations re inclusions and deductions; 181.2(6) — 
Deemed amount of loan. 


History: Paras. 181.2(4)(c) and (d.1) amended by 2001, c. 17, subsecs. 221(2), (3), to 
add “hypothecary claim”, in force June 14, 2001. 


Para, 181.2(4)(d.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 106(2), appli- 
cable to 1991 et seq. 


Income Tax Act 


That portion of subsec. 181.2(4) following para. (e) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 147(2), applicable to taxation years ending after June 1989. That 
portion formerly read: 
other than a share of the capital stock or indebtedness of a corporation that is 
exempt from tax under section 149 on all of its taxable income. 


Selected Cases [subsec. 181.2(4)]: Canadian Forest Products Ltd. v. R., [2004] 4 
C.T.C. 2034 (TCC) (Unpresented cheques not part of corporation’s capital); Imperial 
Oil Ltd. y. R., [2003] 4 C.T.C. 177 (FCA) (Cash management system was not abuse of 
Act; possibility of double taxation); Federated Co-operatives Ltd. v. R., [2001] 3 
C.T.C. 269 (FCA); aff’g [2000] 2 C.T.C. 2382 (TCC) (Bankers’ acceptances are not 
bonds, debentures, notes or similar obligations). 

Interpretation Bulletins: [T-532: Part I.3 — tax on large corporations. 


1.T. Technical News: 28 (large corporations tax — long-term debt). 


(5) Value of interest in partnership — For the purposes of sub- 
section (4), the carrying value, at the end of a taxation year, of an 
interest of a corporation in a partnership shall be deemed to be an 
amount equal to that proportion of 


(a) the total of all amounts each of which is the carrying value of 
an asset of the partnership, at the end of its last fiscal period 
ending at or before the end of the year, described in any of 
paragraphs (4)(a) to (d) and (f), other than an asset that is a share 
of the capital stock of, a dividend payable by, or indebtedness 
of, a corporation that is exempt from tax under this Part (other- 
wise than because of paragraph 181.1(3)(d)), 


that 


(b) the corporation’s share of the partnership’s income or loss 
for that period 


is of 
(c) the partnership’s income or loss for that period. 
Proposed Amendment — 181.2(5) 


(5) Value of interest in partnership — For the purposes of 
subsection (4) and this subsection, the carrying value at the end of 
a taxation year of an interest of a corporation or of a partnership 
(each of which is referred to in this subsection as the “member”) 
in a particular partnership is deemed to be the member’s specified 
proportion, for the particular partnership’s last fiscal period that — 
ends at or before the end of the taxation year, of the amount that 
would, if the particular partnership were a corporation, be the par- 
ticular partnership’s investment allowance at the end of that fiscal 
period. : ey on ie 
Application: The July 16, 2010 draft legislation (Part 1 — technical), ‘subsec. 
123(3), will amend subsec. 181.2(5) to read as above, applicable to taxation years 
that begin after December 20, 2002. __ i ee bo i 
Technical Notes (July 2010): Sce under 181.2(3)(g)(i). 
Related Provisions: 248(1) — Definition of “specified proportion”. 


History: Para. 181.2(5)(a) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
147(3), applicable to taxation years ending after June 1989. That para. formerly read: ~ 


(a) the total of all amounts each of which is the carrying value of an asset of the 
partnership, at the end of its last fiscal period ending at or before the end of the 
year, described in paragraphs (4)(a) to (d) (other than an asset that is a share of 
the capital stock or indebtedness of a corporation that is exempt from tax under 
section 149 on all of its taxable income), 


Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 


(6) Loan — For the purpose of subsection (4), where a corporation 
made a particular loan to a trust that neither 


(a) made any loans or advances to nor received any loans or ad- 
vances from, nor 


(b) acquired any bond, debenture, note, mortgage, hypothecary 
claim or similar obligation of nor issued any bond, debenture, 
note, mortgage, hypothecary claim or similar obligation to 


a person not related to the corporation, as part of a series of transac- 
tions in which the trust made a loan to another corporation (other 
than a financial institution) to which the corporation is related, the 
least of 


(c) the amount of the particular loan, 


(d) the amount of the loan from the trust to the other corpora- 
tion, and i 
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(e) the amount, if any, by which 
(i) the total of all amounts each of which is the amount of a 
loan from the trust to any corporation 

exceeds 
(ii) the total of all amounts each of which is the amount of a 


loan (other than the particular loan) from any corporation to 
the trust 


at any time shall be deemed to be the amount of a loan from the 
corporation to the other corporation at that time. 
' Related Provisions: 248(10) — Series of transactions. 


History: Para. 181 -2(6)(b) amended by 2001, c. 17, subsec.,221(4), to add *hypothe- 
cary claim” (twice), in force June 14, 2001. 


Subsec. 181.2(6) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 106(3), applica- 
ble after June 1989. 


Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 
Definitions [s. 181.2]: “amount” — 181(3), 181.2(6), 248(1); “carrying value” — 


 181(3); “corporation” — 248(1), Interpretation Act 35(1); “financial institution” — 
 181(1); “fiscal period” —249(2)(b), 249.1; “long-term debt” — 181(1); “permanent 
_ establishment” — 181(2), Reg: 8602; “preferred share” — 248(1);- “reserves” — 


: 181(1); “resident in Canada” — 250; “series of transactions” — 248(10); “share”, 


“specified proportion” — 248(1); “taxation year” — 249. 


181.3 (1) Taxable capital employed in Canada of financial 
institution — The taxable capital employed in Canada of a finan- 
cial institution for a taxation year is the total of 


(a) the total of all amounts each of which is the carrying value at 
the end of the year of an asset of the financial institution (other 
than property held by the institution primarily for the purpose of 
resale that was acquired by the financial institution, in the year 
or the preceding taxation year, as a consequence of another per- 
son’s default, or anticipated default, in respect of a debt owed to 
the institution) that is tangible property used in Canada and, in 
the case of a financial institution that is an insurance corpora- 
tion, that is non-segregated property, within the meaning as- 
signed bY aie ad awa 


debt owed to ae insesuion) that i is t 
a0 corporeal, property cused in Canada a 
cial institution that is an insurance corpor 
regated deisel _ wil i 
138(12), ; 


(b) the total of all amounts each of which is an amount in respect 
of a partnership in which the financial institution has an interest 
at the end of the year equal to that proportion of 


(i) the total of all amounts each of which is the carrying value 
of an asset of the partnership, at the end of its. last fiscal pe- 
riod ending at or before the end of the year, that is tangible 
propey used in Canada 


Proposed Amendment - 


Application: The July 16, 2010 draft legislation (P; 
235(2), will amend subpara. 181.3(1)(b)G) by substituting | 
corporeal, property” for “tangible property” to come into force on Roy 


Technical Notes (July 2010): See ‘under 12(4). 
that 


(ii) the financial institution’s share of the partnership’s in- 
come or loss for that period 


es 


S. 181.3(1) 


is of 
(iii) the partnership’s income or loss for that period, and 
(c) an amount that is equal to 


(i) in the case of a financial institution other than an insur- 
ance corporation, that proportion of its taxable capital for the 
year that its Canadian assets at the end:of the year is’ of its 
total assets at the end of the year, 


(ii) in the case of an insurance corporation that was resident 
in Canada at any time during the year and carried on a life 
insurance business at any time in the year, the total of 


(A) that proportion of the amount, if any, by which the 
total of 


(1) its taxable capital for the year, and 


(II) the amount prescribed for the year in respect of the 
corporation 


exceeds 


(III) the amount prescribed for the year in respect of 
the corporation 


that its Canadian reserve liabilities as at the end of the 
year is of the total of 


(IV). its total reserve liabilities as at the end of the 
year, and 


(V) the amount prescribed for the year in respect of 
the corporation, and 


(B) [Repealed] 


(111) in the case of an insurance corporation that was resident 
in Canada at.any time:in the year and throughout the year did 
not carry on a life insurance business) that proportion of its 
taxable capital for the year that the total amount of its Cana- 
dian. premiums for the year is of its total premiums for the 
year, and 


(iv) in the case of an insurance corporation that was through- 
out the year not resident in Canada and carried on an insur- 
ance business in Canada at any time in the year, its taxable 
capital for the year. 


Related Provisions: 181(4) — Limitations respecting inclusions and deductions; 
190.11 — Taxable capital employed in Canada for Part VI tax. 


History: Cl. 181.3(1)(c)Gi)(B) repealed by 2009, c. 2, s. 61, applicable to taxation 
years that begin after September 2006. It formerly read: 


(B) the amount, if any, by which 


(J) the amount of its reserves for the year (other than its reserves in respect 
of amounts payable out of segregated funds) that may reasonably be re- 
garded as having been established in respect of its insurance businesses car- 
ried on in Canada 


exceeds the total of 


(II) the total of all amounts each of which is the amount of a reserve (other 
than a reserve described in subparagraph 138(3)(a)(i)) to the extent that it 
was included in the amount determined under subclause (I) and was de- 
ducted in computing its income under Part I for the year, 


(ID) the total of all amounts each of which is the amount of a reserve de- 
scribed in subparagraph 138(3)(a)(i) to the extent that it was included in the 
amount determined under subclause (I) and was deductible under subpara- 
graph 138(3)(a)(i) in computing its income under Part I for the year, and 


(IV) the total of all amounts each of which is the amount outstanding (in- 
cluding any interest accrued thereon) as at the end of the year in respect of a 
policy loan (within the meaning assigned by subsection 138(12)) made by 
the corporation, to the extent that it was deducted in computing the total 
determined under subclause (III), 


. 181.3(1)(c)Gi)(A) substituted by 1994, c. 21, subsec. 83(1), applicable 
(a) to taxation years that end after February 25, 1992; and 


(b) where a corporation elects under para. 84(2)(b) of the amending legislation [see 
under 190.11(b)(i) below], to its 1991 and subsequent taxation years; and, notwith- 
standing subsecs. 152(4) to (5), such assessments and determinations in respect of 
any taxation year shall be made as are consequential on the application of the 
above amendment to the corporation’s taxation years that end before February 26, 
1992. 
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Cl. (c)(ii)(A) formerly read: 
(A) that proportion of its taxable capital for the year that its Canadian reserve 
liabilities as at the end of the year is of its total reserve liabilities as at the end of 
the year, and 

Para. 181.3(1)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 107, applicable to 

taxation years ending after June 1989. Para. (a) formerly read: 
(a) the total of all amounts each of which is the carrying value at the end of the 
year of an asset of the financial institution that is tangible property used in Can- 
ada (and, in the case of a financial institution that is an insurance corporation, 
that is non-segregated property, within the meaning assigned by subsection 
138(12)), 


Selected Cases [subsec. 181.3(1)]: Royal Trust Co. v. R., [2001] 3 C.T.C. 2268 
(TCC) (Accounting meaning of “tangible property” accepted). 


Regulations: 8605 (prescribed amounts for 181.3(1)(c)@i)(A)AD, (i) and (V)). 
Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 


(2) Taxable capital of financial institution — The taxable cap- 
ital of a financial institution for a taxation year is the amount, if 
any, by which its capital for the year exceeds its investment allow- 
ance for the year. 


Related Provisions: 181(4) — Limitations respecting inclusions and deductions; 
190.12 — Taxable capital for Part VI tax. 


(3) Capital of financial institution — The capital of a financial 
institution for a taxation year is 


(a) in the case of a financial institution, other than an authorized 
foreign bank or an insurance corporation, the amount, if any, by 
which the total at the end of the year of 


(i) the amount of its long-term debt, 


(ii) the amount of its capital stock (or, in the case of an insti- 
tution incorporated without share capital, the amount of its 
members’ contributions), retained earnings, contributed sur- 
plus and any other surpluses, and 


(iii) the amount of its reserves for the year, except to the ex- 
tent that they were deducted in computing its income under 
Part I for the year, 


exceeds the total of 


(iv) the amount of its deferred tax debit balance at the end of 
the year, 


(v) the amount of any deficit deducted in computing. its 
shareholders’ equity at the end of the year, and 


Proposed Amendment — 181 .3(3)(a)(v) 


(v) the amount of any deficit deducted in computing its 
shareholders’ equity (including, for this purpose, the 
amount of any provision for the redemption of preferred 
shares) at the end of the year, and 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
124(1), will amend subpara. 181.3(3)(a)(v) to read as above, applicable to taxation 
years that begin after 1995. 


Technical Notes (July 2010): Section 181.3 provides rules for determining the 
capital, taxable capital, taxable capital employed in Canada and investment allow- 
ance of a financial institution (as defined in subsection 181(1)) for the purposes of 
the Part I.3 tax on large corporations. : o — 


Section 181.3 is amended in two respects. First, changes are made to several 
paragraphs of subsection 181.3(3) to accommodate a change to the accounting pres- 
entation of redeemable preferred shares. Second, a new subparagraph and a new 
clause are added, respectively, to paragraph 181.3(3)(c) and subparagraph 
181.3(3)(d)(iy) to reflect the manner in which property and casualty insurers are re- 
quired to account for claims reserves. 


Preferred Shares 


The accounting procedures described in the notes to amended section 181.2 of the 
Act are relevant to financial institutions as well as to other corporations, and readers 
may consult those notes for additional background. As in that section, the amend- 
ments introduced to section 181.3 include, in the computation of a deficit deducted in 
computing shareholders’ equity, the amount of any provision for the redemption of 
preferred shares. This inclusion is added to three specific provisions: subparagraph 
181.3(3)(a)(v) in respect of financial institutions other than insurers and authorized 
foreign banks; subparagraph 181.3(3)(b)(iv) in respect of Canadian-resident life in- 
surance corporations; and subparagraph 181.3(3)(c)(v) in respect of other Canadian- 
resident insurance companies. 


Tax Act 


(vi) any amount deducted under subsection 130.1(1) or 
137(2) in computing its income under Part I for the year, to 
the extent that the amount can reasonably be regarded as be- 
ing included in the amount determined under subparagraph 
(i), (ii) or (iii) in respect of the institution for the year; 
(b) in the case of an insurance corporation that was resident in 
Canada at any time in the year and carried on a life insurance 
business at any time in the year, the amount, if any, by which the 
total at the end of the year of 


(i) the amount of its long-term debt, and 


(ii) the amount of its capital stock (or, in the case of an insur- 
ance corporation incorporated without share capital, the 
amount of its members’ contributions), retained earnings, 
contributed surplus and any other surpluses 


exceeds the total of 


(iii) the amount of its deferred tax debit balance at the end of 
the year, and 


(iv) the amount of any deficit deducted in computing its 
shareholders’ equity at the end of the year; 


Proposed Amendment — 181 -3(3)(b)(iv) 
(iv) the amount of any deficit deducted in computing its 
shareholders’ equity (including, for this purpose, the 
amount of any provision for the redemption of preferred 
shares) at the end of the year; ioe. 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 


124(2), will amend subpara. 181.3(3)(b)(iv) to read as above, applicable to taxation 
years that begin after 1995... ore oi ’ 


Technical Notes (July 2010): See under 181.3(3)(a)(v). 


(c) in the case of an insurance corporation that was resident in 
Canada at any time in the year and throughout the year did not 
carry on a life insurance business, the amount, if any, by which 
the total at the end of the year of 


(i) the amount of its long-term debt, 


(ii) the amount of its capital stock (or, in the case of an insur- 
ance corporation incorporated without share capital, the 
amount of its members’ contributions), retained earnings, 
contributed surplus and any other surpluses, and 

(iii) the amount of its reserves for the year, except to the ex- 
tent that they were deducted in computing its income under 
Part I for the year, 


exceeds the total of 


(iv) the amount of its deferred tax debit balance at the end of 
the year, 


(v) the amount of any deficit deducted in computing its 
shareholders’ equity at the end of the year, and 


Proposed Amendment — 181.3(3)(c)(v) 
(v) the amount of any deficit deducted in computing its 


shareholders’ equity (including, for this purpose, the? 


amount of any provision for the redemption of preferred 

shares) at the end of the year, : a 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
124(3), will amend subpara. 181.3(3)(c)(v) to read as above, applicable to taxation 
years that begin after 1995. 


Technical Notes (July 2010): See under 181.3(3)(a)(v). 


(vi) the total amount of its deferred acquisition expenses in 
respect of its property and casualty insurance business in 
Canada, to the extent that it can reasonably be attributed to 
an amount included in the amount determined under subpara- 
graph (iii); 

Proposed Addition — 181.3(3)(c)(vii) _ 
(vii) any amount recoverable through reinsurance, to the 
extent that it can reasonably be regarded as being included 
jn the amount determined under subparagraph (iii) in re- 
spect of a claims reserve; ; 
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(d) in the case of an insurance corporation that was throughout 
the year not resident in Canada and carried onan insurance busi- 
ness in Canada at any time in the year, the total at the end of the 
year of 


(i) the amount that is the greater of 
(A) the amount, if any, by which , 


(I) the corporation’s surplus funds derived from opera- 
tions (as defined in subsection 138(12)) as of the end 
of the year, computed as if no tax were payable under 
this Part or Part VI for the year 


exceeds the total of all amounts each of which is 


(I) an amount on which the corporation was required 
to pay, or would but for subsection 219(5.2) have been 
required to pay, tax under Part XIV. for a preceding 
taxation year, except, the portion, if any, of the amount 
on which tax was payable, or would have been paya- 
ble, because of subparagraph 219(4)(a)(i.1), and 


(IID) an amount on which the corporation was required 
to pay, or would but for subsection 219(5.2) have been 
required to pay, tax under subsection 219(5.1) for the 
year because of the transfer of. an insurance. business 
to which subsection 138(11.5) or (11.92) has applied, 
and. 


(B) the corporation’s attributed surplus for the year, 


(ii) any other surpluses pene to its insurance businesses 
carried on in Canada, . 


(11) the amount of its long-term debt that may reasonably be 
regarded as relating to its insurance businesses carried on in 
Canada, and 


(iv) the amount, if any, by which 


(A) the amount of its reserves for the year (other than its 
reserves in respect of amounts payable out of segregated 
funds) that may reasonably be regarded as having been 
established in respect of its insurance businesses carried 
on in Canada 


exceeds the total of 


(B) the total of all amounts each of which is the amount 
of a reserve (other than a reserve described in subpara- 
graph 138(3)(a)(i)) to the extent that it was included in the 
amount determined under clause (A) and was deducted in 
computing its income under Part I for the year, 


(C) the total of all amounts each of which is the amount 
of a reserve described in subparagraph 138(3)(a)(1) to the 
extent that it was included in the amount determined 
under clause. (A) and was deductible under subparagraph 
138(3)(a)(i) in computing its income under Part I for the 
year, 


S. 181.3(3) 


(D) the total of all amounts ‘each of which is the amount 

' outstanding (including any interest accrued thereon) as at 

the end of the year in respect of a policy loan (within the 

- meaning assigned by subsection 138(12)) made by the 

corporation, to the extent that it was deducted in comput- 
ing the amount determined under clause (C), and 


(E) the total amount of its deferred acquisition expenses 
in respect of its property and. casualty insurance business 
in Canada, to the extent that it can reasonably. be attrib- 
uted to an amount included) in the. amount determined 
vunder clause (A); and, 


(e) in the case of an authorized foreign bank, the total of 


(i) 10% of the total of all amounts, each of which is the risk- 
weighted amount at the end of the year of an on-balance 
sheet asset or an off-balance sheet exposure of the bank in 
respect of its Canadian banking business that the bank would 
be required to report under the OSFI risk-weighting guide- 
lines if those guidelines applied and required a report at that 
time, and 


(ii) the total of all amounts, each of which is an ‘amount at the 
end of the year in respect of the bank’s Canadian banking 
business that 


(A) if the bank were.a bank listed in Schedule II to the 
Bank Act, would be required under the risk-based capital 
adequacy guidelines issued,by the Superintendent of Fi- 
nancial Institutions and applicable at that time to be de- 
ducted from. the bank’s capital in determining the amount 
of capital, available to satisfy the Superintendent’s re- 
quirement that’ capital equal a particular proportion of 
_tisk-weighted assets and exposures, and 


(B) is not an amount in respect of a loss protection facility 
required to be deducted from capital under the Superin- 
tendent’s guidelines respecting asset securitization appli- 
cable at that time: 


Related Provisions: 181(4) — Limitations respecting inclusions and deductions; 
190.13 — Capital for Part VI tax. 


History: The opening words of para..181.3(3)(a) anicnaeee and para. 181.3(3)(e) ad- 
ded, by 2001, c. 17, subsecs. 163(1), (2), applicable after June 27, 1999. The opening 
words formerly read: 


(a) in the case of a financial institution other than an insurance corporation, the 
amount, if any, by which the total at the end of the year of 


Subpara, 181.3(3)(d)@) amended by 1998,.c. 19, s..196, applicable to 1994 et.seq. Sub- 
para. 181.3(3)(d)(@) formerly read: 


(i) the greater of its surplus funds derived from operations (within the meaning 
assigned by subsection 138(12)), computed as if no tax were payable under this 
Part or Part VI for the year, and its attributed surplus for the year, 


Subpara. 181.3(3)(c)(vi) added by 1994, c. 21, subsec. 83(2), applicable to 1992 et seq. 


Subpara. 181.3(3)(d)(i) substituted by 1994, c. 21, subsec. 83(3), applicable to 1992 et 
seq. That subpara. formerly read: 


(i) the greater of its surplus funds derived from operations (within the meaning 
assigned by subsection 138(12))\and its attributed surplus for the year, 


Cl. 181.3(3)(d)(iv)(E) added by 1994, c. 21, subsec. 83(4), applicable to 1992 et seq. 


Subpara. 181.3(3)(a)(vi) added by 1994, c. 7, Sch. If (1991, c. 49), subsec, 148(1), 
applicable to taxation years ending after June 1989. 


1.T. Technical News: 28 (large corporations tax — long-term debt). 
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(4) Investment allowance of financial institution — The in- 
vestment allowance for a taxation year of a corporation that is a 
financial institution is 


(a) in the case of a corporation that was resident in Canada at 
any time in the year, the total of all amounts each of which is the 
carrying value at the end of the year of an eligible investment of 
the corporation; 


(b) in the case of an insurance corporation that was throughout 
the year not resident in Canada, the total of all amounts each of 
which is the carrying value at the end of the year of an eligible 
investment of the corporation that was used or held by it in the 
year in the course of carrying on an insurance business in 
Canada; 


(c) in the case of an authorized foreign bank, the total of all 
amounts each of which is the amount at the end of the year, 
before the application of risk weights, that the bank would be 
required to report under the OSFI risk-weighting guidelines if 
those guidelines applied and required a report at that time, of an 
eligible investment used or held by the bank in the year in the 
course of carrying on its Canadian banking business; and 


(d) in any other case, nil. 


Related Provisions: 181(4) — Limitations re inclusions and deductions; 181.3(5) — 
Meaning of “eligible investment”;. 181.5(6) — Whether corporations related. 


History: Subsec. 181.3(4) amended by 2001, c. 17, subsec. 163(3), applicable after 
June 27, 1999. Subsec. (4) formerly read: 


(4) The investment allowance of a financial institution for a taxation year is, 


(a) in the case of a financial institution that was resident in Canada at any 
time in the year, the total of all amounts each of which is the carrying value 
at the end of the year of an asset of the financial institution that is a share of 
the capital stock or long-term debt of another financial institution (other than 
an institution that is exempt from tax under this Part) that is related to the 
institution (and, in the case of a financial institution that is an insurance cor- 
poration, that is non-segregated property within the meaning assigned by 
subsection 138(12)), 


(b) in the case of an insurance corporation that was throughout the year not 
resident in Canada, the total of all amounts each of which is the carrying 
value at the end of the year of an asset of the financial institution that 


(i) is non-segregated property (within the meaning assigned by subsec- 
tion 138(12)), 


(ii) is a share of the capital stock or long-term debt of another financial 
institution (other than an institution that is exempt from tax under this 
Part) that is related to the institution, and 


(iii) was used by it in the year in, or held by it in the year-in the course 
of, carrying on an insurance business in Canada, and 


(c) in any other case, nil, 


and, for the purposes of this subsection, a credit union and another credit union 
of which the credit union is a shareholder or member shall be deemed to be 
related to each other. 


Para. 181.3(4)(a), subpara. (4)(b)(ii) and that portion of subsec. (4) following para. (c) 
substituted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 148(3), (4), (5), applicable to 
taxation years ending after June 1989. Those portions formerly read: 


(a) in the case of a financial institution that was resident in Canada at any 
time in the year, the total of all amounts each of which is the carrying value 
at the end of the year of an asset of the financial institution that is a share of 
the capital stock or long-term debt of another financial institution that is re- 
lated to the institution (and, in the case of a financial institution that is an 
insurance corporation, that is non-segregated property, within the meaning 
assigned by subsection 138(12)), 


(ii) is a share of the capital stock or long-term debt of another financial 
institution that is related to the institution, and 


and, for the purposes of this subsection, 


(d) a credit union and another credit union of which the credit union is a 
shareholder or member, as the case may be, shall be deemed to be related to 
each other, and 


(e) a particular deposit insurance corporation (within the meaning assigned 
by subsection 137.1(5)), a subsidiary wholly owned corporation of the par- 
ticular deposit insurance corporation that is deemed by subsection 137.1(5.1) 
to be a deposit insurance corporation and a corporation that in relation to the 


Income Tax Act 


particular deposit insurance corporation is a member institution (within the 
meaning assigned by subsection 137.1(5)) shall be deemed to be related to 
each other. 


(5) Interpretation — For the purpose of subsection (4), 


(a) an eligible investment of a corporation is a share of the capi- 
tal stock or long-term debt (and, where the corporation is an in- 
surance corporation, is non-segregated property within the 
meaning assigned by subsection 138(12)) of a financial institu- 
tion that at the end of the year 


(i) is related to the corporation, 
(ii) is not exempt from tax under this Part, and 


(iii) is resident in Canada or can reasonably be regarded as 
using the proceeds of the share or debt in a business carried 
on by the institution through a permanent establishment (as 
defined by regulation) in Canada; and 


(b) a credit union and another credit union of which the credit 
union is a shareholder or member are deemed to be related to 
each other. 


f 
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History: Subsec. 181.3(5) added by 2001, c. 17, subsec. 163(3), applicable after June ~ 


27, 1999, except that in its application to taxpayers other than authorized foreign. banks 
for taxation years that end before 2002, para. 181.3(5)(a) shall be read without refer- 
ence to subpara. (iii). 


Regulations: 8201 (meaning of “permanent establishment” for 181.3(5)(a)(ii1)). 


Selected Cases [s. 181.3]: Manufacturers Life Insurance Co. v. R., [2000] 1 C.T.C. 
2481 (TCC) (Balance sheet figures to be used for capital tax base; amounts were not 
“reserves” or “‘surpluses’”’). 


Definitions [s. 181.3]: “amount” — 181(3), 248(1); “attributed surplus” — 181(2), 
Reg. 2405(3), 8602; “authorized foreign bank”, “bank”, “business” — 248(1); “Can- 
ada” — 255, Interpretation Act 35(1); “Canadian assets” — 181(2), Reg. 8602; “Cana- 
dian banking business” — 248(1); “Canadian premiums”, “Canadian reserve liabili- 
ties” — 181(2), Reg. 8602; “carrying on. business in. Canada” — 253; “carrying 
value” — 181(3); “corporation” — 248(1), Interpretation Act 35(1), “corporeal” — 
Quebec Civil Code art. 899, 906; “credit union” — 137(6), 248(1); “eligible invest- 
ment” — 181.3(5); “financial institution” — 181(1); “fiscal period” — 249, 249.1; “in- 
surance corporation”, “life insurance business” — 248(1); “long-term debt” — 181(1); 
“OSFI risk-weighting guidelines” — 248(1); “permanent establishment” — Reg. 8201; 
“preferred share”, “property”, “regulation” —248(1); “related” — 181.3(5)(b), 
181.5(6), (7), 251(2); “reserves” — 181(1); “resident in Canada” — 250; “‘share’’, 
“shareholder”, “subsidiary wholly-owned corporation” —248(1); “taxation year” — 
249; “total assets’, “total premiums”, “total reserve liabilities” — 181(2), Reg. 8602. 


- 181.4 Taxable capital employed in Canada of non-resi- 


dent — The taxable capital employed in Canada for a taxation year 
of a corporation (other than a financial institution) that was through- 
out the year not resident in Canada is the amount, if any, by which 


(a) the total of all amounts each of which is the carrying value at 
the end of the year of an asset of the corporation used by it in the 
year in, or held by it in the year in the course of, carrying on any 
business carried on by it during the year through a permanent 
establishment in Canada 


exceeds the total of 


(b) the amount of the corporation’s indebtedness at the end of 
the year (other than indebtedness described in any of paragraphs 
181.2(3)(c) to (f)) that may reasonably be regarded as relating to 
a business carried on by it during the year through a permanent 
establishment in Canada, 


(c) the total of all amounts each of which is the carrying value at 
the end of the year of an asset described in subsection 181.2(4) 
of the corporation that was used by it in the year in, or held by it 
in the year in the course of, carrying on any business carried on 
by it during the year through a permanent establishment in Can- 
ada, and 


(d) the total of all amounts each of which is the carrying value at 
the end of the year of an asset of the corporation that 


(i) is a ship or aircraft operated by the corporation in interna- 
tional traffic or is personal property used in its business of 
transporting passengers or goods by ship or aircraft in inter- 
national traffic, and ; 
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; der wane 


(ii) was used by the corporation in oa year in, or held by it in 
the year in the course of, carrying on any business during the 
year through a permanent establishment in Canada, 


if the country in which the corporation is resident imposed 
~ neither a capital tax for the year on similar assets nor a tax for 
the year on the income from the operation of a ship or aircraft in 
international traffic, of any corporation resident i in Canada dur- 
ing the year. 
History: Subpara. 181.4(d)(i). amended by 1998,.c. 19, s, 197, applicable to 1995 et 
seq. 
(i) is a ship or aircraft operated by the corporation in international traffic or is 


personal property used in its business of transporting passengers or goods in in- 
ternational traffic, and 


Para. 181.4(d) added by 1994, c. 7, Sch. II (1991, c. 49), s. 149, applicable to taxation 

years ending after June 1989: 

Definitions [s. 181.4]: “amount” — 181(3), 248(1); “business” — 248(1); 

ada” — 255; “carrying on business in Canada” — 253; “carrying value” — 181(3); 
“corporation” — 248(1), Interpretation Act 35(1): “financial institution” — 181(1); 
“international traffic” — 248(1); “movable” — Quebec Civil Code art. 900-907; “per- 

manent establishment” — 181(2), Reg. 8602; “resident in Canada” — 250. 


Interpretation Bulletins [s. 181.4]: IT-532: Part I.3 — tax on large corporations. 


181.5 (1) Capital deduction — Subject to subsection (1.1), the 
capital deduction of a corporation for a taxation year is $50 million 
unless the corporation is related to another corporation at any time 
in the taxation year, in which case, subject to. subsection. (4), its cap- 
ital deduction for.the year is nil. 


History: Subsec. 181.5(1) amended by 2003, c. 15, subsec. 86( 1), applicable to 2004 
et seq. Subsec. 181.5(1) formerly read: 


(1) The capital deduction of a corporation for a taxation year is $10,000,000 
unless the corporation was related to another corporation at any time in the year, 
in which case, subject to subsection (4), its capital deduction for the year is nil. 


(1.1) ‘Exceptions — For ‘the purposes of ‘applying’subsection 
125(5.1), the definitions, “unused .surtax,.credit’ in, subsections 
181.1(6) and 190.1(5), and subsection 225.1(8), the amount of tax 
in respect of a corporation under subsection 181.1(1) for a taxation 
year is to be determined as if the reference to “$50 million” in sub- 
section (1) were a reference to “$10 million”. 


Related Provisions: 181.5(4.1) — Parallel rule re allocation of $10 million among 
associated corporations. 


History: Subsec. 181.5(1.1) added by 2003, ¢. 15,,subsec. 86(1), applicable to 2004 et 
seq. 


(2) Related corporations — Subject to subsection (4.1), a cor- 
poration that is related to any other corporation at any time in a 
taxation year of the corporation that ends in a calendar year may file 
with the Minister in prescribed form an agreement on behalf. of the 
related group of which the corporation is a member under which.an 
amount that does not exceed $50: million is allocated among all cor- 
porations that are: members of the related group for each taxation 
year of each such corporation ending in the calendar ‘year and at a 
time when it was a‘member of the related group. 


Related Provisions: 181.5(4) — Amount 181.5(6) — Corporations 


deemed not related. 


History: Subsec. 181.5(2) amended by 2003, c. 15, subsec. 86(1), applicable to 2004 
et seq. Subsec. 181.5(2) formerly read: 


allocated; 


(2) A corporation that is related to any other corporation at any time in a taxation 
year of the corporation ending in a calendar year may file with the Minister in 
prescribed form. an agreement on behalf of the related group of which the corpo- 
ration is a member under which an amount that does not exceed $10,000,000 is 
allocated among all corporations that are members of the related group for each 
taxation year of each such corporation ending in the calendar year and at a time 
when it was a member of the related group. 


Interpretation Bulletins: IT-532: Part I.3 — tax on large corporations. 
Forms: T2 SCH 36: Agreement among related corporations — Part I.3) tax. 


“Can- 


S.181.5(7) 


(3) Allocation by Minister — Subject to subsection (4.1), the 
Minister may: request a:corporation that is related to any other cor- 
poration at the end of a taxation year to file with the Minister an 
agreement referred to in subsection (2) and, if the corporation.does 
not file. such.an. agreement, within 30 days after receiving the re- 
quest, the Minister may allocate’an amount among the members of 
the related group of which the’corporation is a member for the taxa- 
tion year not exceeding $50 million. 


History: Subsec. 181.5(3) amended by 2003, c. 15, subsec. 86(1), applicable to 2004 
et seq. Subsec. 181.5(3) formerly read: 


(3). ldem — The Minister may request a,corporation that is related to any other 
corporation at the end of a taxation year to file with the Minister an agreement 
referred to in subsection (2) and, if the corporation does not file such an agree- 
ment within 30,days after receiving the request, the Minister may allocate an 
amount among the members of the related group of which the corporation is a 
member for the year not exceeding $10,000,000. 


(4) Idem — The least amount allocated for a taxation year to.a 
member of a related group under an agreement described in subsec- 
tion (2),or by the Minister pursuant to subsection (3) is the capital 
deduction of, that member for that taxation year. 


(4.1) Exceptions — For the purposes of applying subsection 
125(5.1), the definitions “unused surtax credit” in subsections 
181:1(6) and 190.1(5), and subsection 225.1(8), subsections (2) to 
(4) are to be read as if the amount determined under subsection (2) 
or (3), as the case may be, in respect of the corporation for the’ taxa- 
tion year were that proportion of $10 million that the amount other- 
wise determined in respect of the corporation for’ the taxation year 
under that subsection is of $50 million. 


History: Subsec. 181.5(4.1) added by 2003, c. 15, subsec. 86(2), applicable to 2004 er 
seq. 


(5) Idem — Where a corporation (in this subsection referred to as 
the “first corporation’) has more'than one taxation year ending in 
the same calendar year and is related in 2 or more of those taxation 
years to another corporation that has a taxation year ending in that 
calendar year, the capital deduction of the first corporation for each 
such taxation year at the end of which it is related to the other cor- 
poration is an amount equal to its capital deduction for’ the first such 
taxation year. 


(6) ldem — Two corporations that would, but for.this subsection, 
be related to each other by reason only of 


(a) the control of any corporation by Her Majesty in right of 
Canada or a province, or 


(b)\a right referred. to in paragraph 251(5)(b), 


are, for the purposes of this section and subsection 181.3(4), 
deemed not to be related to each other except that, where at any 
time a taxpayer has a right referred to in paragraph 251(5)(b) with 
respect to shares and it can reasonably be considered. that one of the 
main purposes for the acquisition of the right was to avoid any limi- 
tation on the amount of a corporation’s capital deduction for a taxa- 
tion year, for the purpose of determining whether a corporation is 
related to any other corporation, the corporations are, for the pur- 
poses of this section, deemed to be in the same position in relation 
to each other as if the right were immediate and absolute and as if 
the taxpayer had exercised the right at that time. 


Related Provisions: 256(6), (6.1) — Meaning of “control”. 


History: The closing words of subsec. 181.5(6) amended by 1998, c: 19,s. 198, appli- 
cable after April 26, 1995. The closing words formerly read: 


shall, for the purposes of this section and subsection 181.3(4), be deemed not to 
be related to each other except that, where at any time a taxpayer has a right 
referred to in paragraph 251(5)(b) with respect to shares and it may reasonably 
be considered that one of the main purposes of the acquisition of the right was to 
avoid: any limitation on the amount of a corporation’s capital deduction for a 
taxation year, for the purposes of determining whether a corporation is related to 
any other corporation, the corporations: shall, for the purposes of this section, be 
deemed to be in the same position in relation to each other as if the taxpayer 
owned the shares. 


(7) Related corporations that are not associated — For the 
purposes of subsection 181.3(4).and this section, a Canadian-con- 
trolled. private: corporation. and. another corporation to which it 
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would, but for this subsection, be related at any time shall be 
deemed not to be related to each other at that time where the corpo- 
rations are not associated with each other at that time. 

History: Subsec. 181.5(7) added by 1994, c. 7, Sch. II (1991, c. 49), s. 150, applicable 
to 1991 et seq. and, where a corporation so elected by notifying the Minister of Na- 
tional Revenue in writing before 1992 [1994, c. 7, Sch. VII (1993, c. 24), s. 159 pro- 
vides that where such an election is made before December 11, 1993, the election shall 
be deemed to have been made before 1992] (and, where applicable, by filing with the 
Minister in prescribed form a revised agreement for the purposes of subsec. 181.5(2)), 
to its 1989 and 1990 taxation years. 

Definitions [s. 181.5]: “amount” — 181(3), 248(1); “calendar year” — Interpreta- 
tion Act 37(1)(a); “control” — 256(6), (6.1); “corporation” — 248(1), Interpretation 
Act 35(1); “Her Majesty” — Interpretation Act 35(1); “Minister”, “prescribed”? — 
248(1); “province” — Interpretation Act 35(1); “related” — 181.5(6), (7), 251(2); “re- 
lated group” — 251(4); “share” — 248(1); “taxation year” — 249. 


181.6 Return — Every corporation that is or would, but for sub- 
section 181.1(4), be liable to pay tax under this Part for a taxation 
year shall file with the Minister, not later than the day on or before 
which the corporation is required by section 150 to file its return of 
income for the year under Part I, a return of capital for the year in 
prescribed form containing an estimate of the tax payable under this 
Part by it for the year. 


Related Provisions: 150.1(5) — Electronic filing; 235 — Penalty for failure to file 
return even where no balance owing. 


History: S. 181.6 amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 108, to add “that is 
or would, but for subsection 181.1(4), be”, applicable to 1992 et seq. 


Definitions [s. 181.6]: “corporation” —248(1), Interpretation Act 35(1); “Min- 
ister” — 248(1); “taxation year” — 249, 


Forms: T2 SCH 33: Part 1.3 tax on large corporations; T2 SCH 34: Part I.3, tax on 
financial institutions; T2 SCH 35: Part I.3 tax on large insurance corporations; T2 SCH 
342: Nova Scotia tax on large corporations; T2 SCH 343: Nova Scotia tax on large 
corporations — agreement among related corporations; T2 SCH 37: Calculation of un- 
used surtax credit; T2. SCH 361: New Brunswick tax on large corporations; T2 SCH 
362: New. Brunswick tax. on large corporations — agreement among related 
corporations. 


181.7 Provisions applicable to Part — Sections 152, 158 and 
159, subsection 161(11), sections 162 to 167 and Division J of Part 
I apply to this Part with such modifications as the circumstances 
require and, for the purpose of this section, paragraph 152(6)(a) 
shall be read as follows: 


“(a) a deduction under section 181.1(4) in respect of any un- 
used surtax credit (within the meaning assigned by subsection 
181.1(6)) for a subsequent taxation year,” 


Related Provisions: 157(1), (2), (2.1) —lInstalment and payment obligations; 
161(1), (4.1) — Interest. 


History: S. 181.7 substituted for 181.7 to 181.9 by 1994, c. 7, Sch. VIII (1993, c. 24), 
s. 109, applicable to 1992 et seg. Ss. 181.7 to 181.9 formerly read: 


181.7 (1) Payment of tax — Every corporation liable to pay tax under this Part 
for a taxation year shall pay to the Receiver General in respect of the year 


(a) either 


(i) on or before the last day of each month in the year, '/12 of the amount 
estimated by it to be its tax payable under this Part for the year, 


(ii) on or before the last day of each month in the year, ‘ho of its first 
instalment base for the year, or 


(iii) on or before the last day of each of the first two months in the year, 
‘42 of its second instalment base for the year, and on or before the last 
day of each of the following months in the year, Yio of the amount by 
which its first instalment base for the year exceeds '/s of its second in- 
stalment base for the year; and 


(b) the remainder of its tax payable under this Part for the year, on or before 
the day on or before which the corporation is, pursuant to paragraph 
157(1)(b), required to pay the remainder of its tax payable under Part I for 
the year or would be so required if a remainder of that tax were payable and, 
where the corporation so elects in its return of income under this Part for the 
year, if clause 157(1)(b)G)(A) were read as follows: 


“(A) the corporation carried on an active business in Canada in the 
year or in its immediately preceding taxation year, and” 


(2) Instalment bases — In this section, 


(a) the first instalment base of a corporation for a particular taxation year is 
the product obtained when the tax payable under this Part by the corporation 
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for its taxation year immediately preceding the particular year is multiplied 
by the ratio that 365 is of the number of days in that preceding year, and | 


(b) the second instalment base of a corporation for a particular taxation year 
is the amount of the first instalment base of the corporation for its taxation 
year immediately preceding the particular year, 


but where a particular taxation year of a corporation that was formed as a result 
of an amalgamation or merger is its first taxation year ending after the amalga- 
mation or merger, as the case may be, 


(c) its first instalment base for the particular year is the total of all amounts 
each of which is the product obtained when the tax payable under this Part 
by a corporation that entered into the amalgamation or merger, for its last 
taxation year preceding the amalgamation or merger is multiplied by the ra- 
tio that 365 is of the number of days in that year, and 


(d) its second instalment base for the particular year is the total of all 
amounts each of which is an amount equal to the first instalment base of a 
corporation that entered into the amalgamation or merger, for its last taxa- 
tion year preceding the amalgamation or merger. 


181.8 (1) Interest — Where, at any time after the day on or before which a cor- 
poration is required to pay the remainder of its tax payable under this Part for a 
taxation year, 


(a) the amount of its tax payable under this Part for the year 
exceeds 


(b) the total of all amounts each of which is the amount paid at or before that 
time on account of its tax payable and applied as at that time by the Minister 
against the corporation’s liability for an amount payable under this Part for 
the year, 


the corporation shall pay to the Receiver General interest at a prescribed rate on 
the excess, computed for the period during which that excess is outstanding. 


(2) \dem — Where a corporation that is required by this Part to pay an instal- 
ment of tax has failed to pay all or any part thereof on or before the day on or 
before which the instalment was required to be paid, it shall pay to the Receiver 
General, in addition to the interest payable under subsection (1), interest at a 
prescribed rate on the amount that it failed to pay, computed from the day on or 
before which the amount was required to be paid to the earlier of the day of 
payment and the beginning of the period in respect of which the corporation is 
required to pay interest thereon under that subsection. 


(3) Limitation on instalments — For the purposes of subsection (2), where a 
corporation. is required to pay an instalment of tax for a taxation year computed 
by reference to a method described in subsection 181.7(1), the corporation shall 
be deemed to have been liable to pay an instalment computed by reference to 


(a) its tax payable under this Part for the year, 
(b) its first instalment base for the year, or 


(c) its second instalment base for the year and its first instalment base for the 
year, 


whichever method gives rise to the least amount required to be paid by the cor- 
poration on or before the days referred to in subparagraphs 181.7(1)(a)() to (iii). 


181.9 Provisions applicable to Part — Sections 152, 158 and 159, subsections 
161(2.1), (2.2) and (11), sections 162 to 167 and Division J of Part I are applica- 
ble to this Part with such modifications as the circumstances require. 


Para. 181.7(1)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 151, applicable to 
taxation years ending after June 1989, except that, in its application to taxation years 
ending before 1991, an election referred to in the para. made by a corporation by noti- 
fying the Minister of National Revenue in writing before 1992 [1994, c. 7, Sch. VIII 
(1993, c. 24), s. 159 provides that where such an election is made before December 11, 


1993, the election shall be deemed to have been made before 1992] shall be deemed to 


have been made; by the corporation in its return of income under Part I.3 for the taxa- 
tion year to. which the election relates. Para. 181.7(1)(b) formerly read: 


(b) the remainder of its tax payable under this Part for the year, on or before the 
day on or before which the corporation is, pursuant to paragraph 157(1)(b), re- 
quired to pay the remainder of its tax payable under Part I for the year or would 
be so required if a remainder of that tax were payable. 


Definitions [s. 181.7]: “unused surtax credit” — 181.1(6). 
interpretation Bulletins [s. 181.7]: IT-532: Part 1.3 — tax on large corporations. 


181.71 Provisions applicable— Crown corporations — 
Section 27 applies to this Part with any modifications that the cit- 
cumstances require. 


History: S. 181.71 added by 1998, c. 19, s. 199, applicable to taxation years that end 
after June 1989. 


Interpretation Bulletins [s. 181.71]: IT-532: Part I.3 — tax on large corporations. 
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Part II — Tobacco Manufacturers’ Surtax 


PART Il — TOBACCO MANUFACTURERS’ 
SURTAX | 


182. (1) Surtax — Every corporation shall pay a tax under this 
Part for each taxation year equal to 50% of the corporation’s Part I 
tax on tobacco manufacturing profits for the year. 


Related Provisions: 182(2) — Calculation of Part I tax; 183 — Return and payment 
of tax. 


History: Subsec. 182(1) amended to replace “40%” with “50%” by 2001, c. 16, s. 43, 
applicable to taxation years ending after April 5, 2001, except that, in its application to 
a corporation’s taxation year that includes that day, the subsec., as amended, shall be 
read as follows: 


(1) Surtax — Every corporation shall pay a tax under this Part for the corpora- 
tion’s taxation year that includes April 5, 2001, equal to the total of 


(a) 40% of that proportion of the corporation’s Part I tax on tobacco manu- 
facturing profits for the year that the number of days in the year that are 
before April 6, 2001, is of the total number of days in the year, and 


(b) 50% of that proportion of the corporation’s Part I tax on tobacco manu- 
facturing profits for the year that the number of days in the year that are after 
April 5, 2001, is of the total number of days in the year. 


Subsec. 182(1) amended by 2000, c. 30;.s. 173, applicable to taxation years that end 
after February 8, 2000. The subsec. formerly read: 


(1) Surtax — Every corporation shall pay. a tax under this Part for each taxation 
year equal to 40% of that proportion of the corporation’s Part I tax on tobacco 
manufacturing profits for the year that 


(a) the number of days in the year that are after February 8, 1994 and before 
February 9, 2000 


is of 
(b) the number of days in the year. 


Para. 182(1)(a) amended by 1997, c. 26, s. 77, applicable to taxation years ending after 
February 8, 1997. Para. (a) formerly read: 


(a) the number of days in the year that are after February 8, 1994 and before 
February 9, 1997 


(2) Definitions — In this Part, 


“exempt activity”, of a particular corporation, means 
(a) farming; or 
(b) processing leaf tobacco, if 


(i) that processing is done by, and is the principal business 
of, the particular corporation, 


(ii) the particular corporation does not manufacture any to- 
bacco product, and 


(iii) the particular corporation is not related to any other cor- 
poration that carries on tobacco manufacturing (determined, 
in respect of the other corporation, as if the particular corpo- 
ration did not exist and the definition “tobacco manufactur- 
ing” were read without reference to the words “in Canada’); 


“Part I tax on tobacco manufacturing profits” of a corporation 
for a taxation year means 21% of the amount determined by the 
formula 


where 


A is the amount that would be the corporation’s Canadian manu- 
facturing and processing profits for the year, within the meaning 
assigned by subsection 125.1(3), if the total of all amounts, each 
of which is the corporation’s loss for the year from an active 
business, other than tobacco manufacturing, carried on by it in 
Canada, were equal to the lesser of 


(a) that total otherwise determined, and 


(b) the total of all amounts, each of which is the amount of 
the corporation’s income for the year from an active busi- 
ness, other than tobacco manufacturing, carried on by it in 
Canada. 


B is the corporation’s tobacco manufacturing capital and labour 
cost for the year, 


S. 183 


C is the total: of the corporation’s cost. of manufacturing and 
processing capital for the year and its cost of manufacturing and 
processing labour for the year, within the meanings assigned by 
regulations made for the purposes of section 125.1, and 


D is 
(a) where the corporation is a Canadian-controlled private 
corporation throughout the year, the corporation’s business 


limit for the year as determined for the purpose of section 
125, and 


(b) in any other case, nil; 
Related Provisions: 257 — Formula cannot calculate to less than zero. 


Regulations: 5202, 5204 (cost of manufacturing and processing capital, cost of man- 
ufacturing and processing labour). 


“tobacco manufacturing”? means any activity, other than an ex- 
empt activity, relating to the manufacture or processing in Canada 
of tobacco or tobacco products in or into. any form that is, or would 
after any further activity become, suitable for smoking; 


“tobacco manufacturing capital and labour cost” of a corpora- 
tion for a taxation year means the total of the amounts that would be 
the corporation’s cost of manufacturing and processing capital for 
the year and its cost of manufacturing and processing labour for the 
year, within the meanings assigned by regulations made for the pur- 
pose of section 125.1, if the manufacturing or processing referred to 
in the definition “qualified activities” in those regulations were to- 
bacco manufacturing. 


Regulations: 5202, 5204 (cost of manufacturing and processing capital, cost of man- 
ufacturing and: processing labour). 


History: The definition “exempt activity” added to subsec. 182(2) by 2007, c. 35, sub- 
sec. 54(2), applicable to taxation years that end after 2006. 


The definition “tobacco manufacturing” in subsec. 182(2) amended to substitute “activ- 
ity, other than an exempt activity,” for “activity (other than farming)” by the said c. 35, 
subsec. 54(1), applicable to taxation years that end after 2006. 


History: S. 182 added by 1994, c. 29, s. 16, applicable to taxation years ending after 
February 8, 1994. 

Definitions [s. 182]: “active business”, “amount”, “business” — 248(1); “business 
limit” — 125(2)-(5); “Canada” — 255, Interpretation Act 35(1); ““Canadian-controlled 
private corporation” — 125(7), 248(1); “carried on in Canada’. — 253; “corpora- 
tion” — 248(1), Interpretation Act 35(1); “exempt activity” — 182(2); “farming” — 
248(1); “Part I tax» on tobacco manufacturing profits” — 182(2); “related” — 


251(2)-(6); “taxation year’ — 249; “tobacco manufacturing”, “tobacco manufacturing 


capital and labour cost’ — 182(2). 


183. (1) Return — Every corporation that is liable to pay tax under 
this Part for a taxation year shall file with the Minister a return for 
the year in prescribed form not later than the day on or before 
which the corporation is required by section 150 to file its return of 
income for the year under Part I. 


Related Provisions: 150(1)(a) — Deadline for return; 150.1(5) — Electronic filing. 
Forms: T2 SCH 46: Part Il — tobacco manufacturers’ surtax. 


(2) Payment — Every corporation shall pay to the Receiver Gen- 
eral on or before its balance-due day for each taxation year its tax 
payable under this Part for the year. 


History: Subsec. 183(2) amended by 2000, c. 30, s. 174, applicable to taxation years 
that end after February 8, 2000. The subsec. formerly read; 


(2) Payment — Every corporation shall pay to the Receiver General on or 
before the later of June 30, 1994 and the last day of the second month after the 
end of each taxation year its tax payable under this Part for the year. 


(3) Provisions applicable — Subsections 150(2) and (3), sec- 
tions 151, 152, 158 and 159, subsections 161(1) and (11), sections 
162 to 167 and Division J of Part I apply to this Part with such 
modifications as the circumstances require. 


History: S. 183 added by 1994, c. 29, s. 16, applicable to taxation years ending after 
February 8, 1994. 


Definitions [s. 183]: “balance-due day” —248(1); “corporation” —248(1), Inter- 
pretation Act 35(1); “Minister”, “prescribed” — 248(1); “prescribed rate” — Reg. 
4301; “taxation year” — 249. 
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S. 183.1(1) 


PART II.1 — TAX ON CORPORATE 
DISTRIBUTIONS 


183.1 (1) Application of Part — This Part applies to a corpora- 
tion (other than a mutual fund corporation) for a taxation year in 
which the corporation, at any time in the year, 


(a) was a public corporation; or 


(b) was resident in Canada and had a class of shares outstanding 
that were purchased and sold in the manner in which such shares 
normally are purchased and sold by any member of the public in 
the open market. 


(2) Tax payable — Where, as a part of a transaction or series of 
transactions or events, 


(a) a corporation, or any person with whom the corporation was 
not dealing at arm’s length, has, at any time, paid an amount, 
directly or indirectly, to any person as proceeds of disposition of 
any property, and 


(b) all or any portion of the amount may reasonably be consid- 
ered, having regard to all the circumstances, to have been paid 
as a. substitute for dividends that would otherwise have been 
paid in the normal course by the corporation, 


the corporation shall, on or before its balance-due day for its taxa- 
tion year that includes that time, pay tax of 45% of that amount or 
portion of it, as the case may be. 


Related Provisions: 248(10) — Series of transactions. 


History: The closing words of subsec. 183.1(2) amended by 2003, c. 15, s. 119, appli- 
cable to taxation years that begin after June 2003. The closing words formerly read: 


the corporation shall, on or before the day on or before which it is required to 
file its return of income under Part I for its taxation year that includes that time, 
pay a tax of 45% of that amount or portion thereof, as the case may be. 


(3) Stock dividend — Where, as a part of a transaction or series 
of transactions or events, 


(a) a share was issued by a corporation as a stock dividend and 
the amount of the stock dividend was less than the fair market 
value of the share at the time that it was issued, and 


(b) the share or any other share of the capital stock of the corpo- 
ration was purchased, directly or indirectly, by the corporation, 
or by a person with whom the corporation was not dealing at 
arm’s length, for an amount in excess of its paid-up capital, 


that excess shall, for the purposes of subsection (2), be deemed to 
have been paid as a substitute for dividends that would otherwise 
have been paid in the normal course by the corporation. 


(4) Purchase of shares — Where, as a part of a transaction or 
series of transactions or events, 


(a) a share of the capital stock of a corporation was purchased, 
directly or indirectly, by the corporation, or any person with 
whom the corporation was not dealing at arm’s length, and 


(b) any portion of the amount paid for the share may reasonably 
be considered, having regard to all the circumstances, as consid- 
eration for a dividend that had been declared, but not yet paid, 
on the share, 


that portion of the amount shall, for the purposes of subsection (2), 
be deemed to have been paid as a substitute for dividends that 
would otherwise have been paid in the normal course by the corpo- 
ration notwithstanding that the dividend was actually paid 
thereafter. 


(5) Indirect payment — Where, as a part of a transaction or se- 
ries of transactions or events, a person received a payment from a 
corporation, or from any person with whom the corporation was not 
dealing at arm’s length, in consideration, in whole or in part, for 
paying an amount to any other person as proceeds of disposition of 
any property, the corporation shall, for the purposes of subsection 
(2), be deemed to have paid the amount indirectly to the other 
person. 
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(6) Where subsec. (2) does not apply — Subsection (2) does 
not apply if none of the purposes of the transaction or series of 
transactions or events referred to therein may reasonably be consid- 
ered, having regard to all the circumstances, to have been to enable 
shareholders of a corporation who are individuals or non-resident 
persons to receive an amount, directly or indirectly, as proceeds of 
disposition of property rather than as a dividend on a share that was 
of a class that was listed on a stock exchange or that was purchased 
and sold in the manner in which shares are normally purchased and 
sold by any member of the public in the open market. 


(7) Where subsec. 110.6(8) does not apply — Where this 
section has been applied in respect of an amount, subsection 
110.6(8) does not apply to the capital gain in respect of which the 
amount formed all or a part of the proceeds of disposition. 
Definitions [s. 183.1]: “adjusted cost base” —54, 248(1); “amount” — 248(1); 
“arm’s length” — 251(1); “Canada” — 255; “capital gain” — 39(1)(a), 248(1); “class 
of shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1);. “dividend”, 
“employee” — 248(1); “individual” — 248(1); “mutual fund corporation” — 131(8), 
248(1); “non-resident” — 248(1); “paid-up capital” — 89(1), 248(1); “person”, “pre- 
scribed”, “property” — 248(1); “public corporation” — 89(1), 248(1);, “resident in 
Canada” — 250; “series of transactions” — 248(10); “share”, “shareholder” — 248(1); 
“substituted property’ — 248(5); “taxation year” — 249. 


183.2 (1) Return — Every corporation liable to pay tax under this 
Part for a taxation year shall, on or before the day on or before 
which it is required to file its return of income under Part I for the 
year, file with the Minister a return for the year under this Part in 
prescribed form. 

Related Provisions: 150.1(5) — Electronic filing. 

Forms: T2141: Part [1.1 tax return — tax on corporate distributions. 


(2) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152, 158 and 159, subsections 160.1(1) and 161(1) and 
(11), sections 162 to 167 and Division J of Part I are applicable to 
this Part with such modifications as the circumstances require. 


Definitions [s. 183.2]: “corporation” — 248(1), Interpretation Act 35(1); “Minister”, 
“prescribed” — 248(1); “taxation year” — 249. 


PART Ill — ADDITIONAL TAX ON 
EXCESSIVE ELECTIONS 


184. (1) [Repealed under former Act] 


(2) Tax on excessive elections — Where a corporation has 
elected in accordance with subsection 83(2), 130.1(4) or 131(1) in 
respect of the full amount of any dividend payable by it on shares of 
any class of its capital stock and the full amount of the dividend 
exceeds the portion thereof deemed by that subsection to be a capi- 
tal dividend or capital gains dividend, as the case may be, the cor- 
poration shall, at the time of the election, pay a tax under this P 
equal to */4 of the excess. ] 


class of its capital stock (in this section referred to as the 
dividend”) and the full amount of the original divi 


the portion of the original dividend deemed by, that subs« ction to. y 


be a capital dividend or capital gains dividend, as the case may be, — 
the corporation shall, at the time of the election, pay a tax under 
this: Part equal to, 4/s.of the. excess, osc3de) ued: iadto geadieud 
Application: The July 16, 2010 draft legislation (Part 1 — technical), 
amend subsec. 184(2) to read as above, applicable to original dividen 
corporation after its 1999 taxation year, $ 


Technical Notes (July 2010): Under section 83, a private corporation can identify | 
a dividend as a “capital dividend,” with the result that the dividend’is not taxable to 
the shareholders who receive it: In concept, a capital dividend is a distribution of the 
non-taxable portion of the corporation’s capital gains, which portion is recorded i 3 

; 


e244 
ai 


paid by a 4 


ESS he 


the corporation’s “capital dividend account”. A similar mechanism allows mi : 
fund corporations and mortgage investment corporations to designate a dividend as a a 
“capital gains dividend” — which is taxable to the shareholder, but as a capital gain. 
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Related Provisions: 18(1)(t)—— Tax is non-deductible; 87(2)(z.2) — Amalgama- 


tion — continuing corporation; 
dividend. 


184(3) — Election to treat excess as a separate 


(2.1) Reduction of excess — Notwithstanding subsection (2), 
where a corporation has elected in; accordance with subsection 
83(2) in respect of the full amount of a dividend that became paya- 
ble by it at a particular time in its 1988 taxation year and before 
June 18, 1987, the amount of the excess referred to in subsection (2) 
in respect of the dividend shall be deemed, for the purposes of sub- 
section (2), to be the amount of the excess that would have been 
determined under subsection (2) in respect of the dividend. if the 
corporation’s taxation year had ended on December 31, 1987. 


to certain dividends that became 
lapsed and is repealed. 


(3) Election to treat excess as separate dividend — If, in 
respect of a dividend payable at a particular time after 1971, a cor- 
poration would, but for this subsection, be required to pay a tax 
under this Part equal to all or a portion of an excess referred to in 
subsection (2) of this section or subsection 184(1) of the Income 
Tax Act, chapter: 148, of the Revised Statutes of Canada, 1952, it 
may elect in prescribed manner on or before a day that is not later 
than 90 days after the day of sending of the notice of assessment in 
respect of the tax that would otherwise be payable under this Part, 
and on such an election being made, subject to subsection (4), the 
following rules..apply; 


(a) the amount by which the full amount of the dividend exceeds 
the amount of the excess shall be deemed for the purposes of the 
election that the corporation made in respect of the dividend 
under subsection 83(2), 130.1(4) or 131(1) of this Act or subsec- 
tion 83(1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, and for all other purposes of this Act 
to be the full amount of a separate dividend that became payable 
at the particular time; 


(b) such part of the excess as the corporation may. claim shall, 
for the purposes of any election in respect thereof under subsec- 
tion 83(2), 130.1(4) or 131(1) of this Act or subsection 83(1) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952, and, where the corporation has so.elected, for all pur- 
poses of this Act, be deemed to be the full amount of a separate 
dividend that became payable immediately after the particular 
time; 

(c) the amount by which the excess exceeds any portion deemed 
by paragraph (b) to be a separate dividend for all purposes of 
this Act shall be deemed to be a separate dividend that is.a taxa- 
ble dividend that became payable at the particular time; and 


S. 184(3) 


(d) each person who held any of the issued shares of the class of 
shares of the capital stock of the corporation in respect of which 
the full amount of the dividend was paid shall be deemed 


(i) not to have received any portion of the dividend, and 


(ii) to have received at the time the dividend was paid the 
proportion of any separate dividend, determined under para- 
graph (a), (b) or (c), that the number of shares of-that class 
held by the person at the time. the dividend was paid is of the 
number of shares of that class outstanding at that time except 
that, for the purpose of Part XIII, 'a separate dividend that is a 
taxable dividend, a capital dividend ora life insurance capital 
dividend shall be deemed to have been paid on the day that 
the election in respect of this subsection is made. 


,0ration would, but ‘for this iaseotciis be required to pay a tax 
nder this Part in respect of an excess referred to in subsection 
nd the corporation ele ts in prescmbed manner, on or pein 
day that is 90 days « 

nding” as per 2010 Bu get second bill a ecdniea: enacted - — 
A ae notice of. assessinent in Pople of es tax that ould 


p i determined under any es vigeatine (a) to © became paya- 
1 ortion of th idend that the number, of 


er at the 
t XII, the 


spect of an excessive capital dividend or 
a ee taxable dividend, and thus to 


Related Provisions: Perea, — Concurrence with election; 184(5)— Exception for 
non-taxable shareholders; 220(3.2), Reg. 600(b) — Late filing or revocation of elec- 
tion; 244(14), (14.1) — Date when notice sent. 


History: Opening words of subsec. 184(3) amended by 2010, c. 25, s. 48, in force on 
December 15, 2010. They formerly read: 


(3) Where, in respect of a dividend payable at a particular time after 1971, a 
corporation would, but for this subsection, be required to pay a tax under this 
Part equal to all or a portion of an excess referred to in subsection (2) of this 
section or subsection 184(1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, it may elect in prescribed manner on or before a day 
that is not later than 90 days after the day that is the later of December 15, 1977 
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and the day of mailing of the notice of assessment in respect of the tax that 
would otherwise be payable under this Part, and on such an election being made, 
subject to subsection (4), the following rules apply: 


Regulations: 2106 (prescribed manner). 

1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: IT-66R6: Capital dividends, 
Information Circulars: 07-1: Taxpayer relief provisions. 


(3.1) Election to treat dividend as loan — Where a corpora- 
tion has elected in accordance with subsection 83(1) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, in 
respect of the full amount of any dividend that became payable by it 
at a particular time after March 31, 1977 and before 1979 and the 
corporation made a reasonable attempt to correctly determine its 
tax-paid undistributed surplus on hand immediately before the par- 
ticular time and its 1971 capital surplus on hand immediately before 
the particular time and all or any portion of the dividend 


(a) has given rise to a gain from the disposition of a share of the 
corporation by virtue of subsection 40(3), or 


(b) is an excess referred to in subsection 184(1) of the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, 


if the corporation so elects under this subsection, 


(c) in any case referred to in paragraph (a), not later than De- 
cember 31, 1982 or such earlier day as is 90 days after the latest 
of 


(i) February 26, 1981, 


(ii) the day on which a notice of assessment or reassessment 
is mailed to a shareholder of the corporation in respect of a 
gain referred to in paragraph (a), and 


(iii) such day as is agreed to by the Minister in writing, or 
(d) in any other case, not later than 90 days after the later of 
(i) February 26, 1981, and 


(ii) the day on which the Minister notifies the corporation by 
registered letter that it has an excess referred to in subsection 
184(1) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, in respect of the dividend, 


and the penalty referred to in subsection (5) in respect of the elec- 
tion is paid by the corporation at the time the election is made, the 
following rules apply: 


(e) the whole dividend or such portion of it as the corporation 
may claim shall, for the purposes of this Act, be deemed not to 
be a dividend but to be a loan made at the particular time by the 
corporation to the persons who received all or any portion of the 
dividend if the full amount of the loan is repaid to the corpora- 
tion before such date as is stipulated by the Minister and the 
corporation satisfies such terms and conditions as are specified 
by the Minister, and 


(f) sections 15 and 80.4 do not apply to such a loan. 


Proposed Repeal — 184(3.1) 


Application: The July 16, 2010 draft legislation (Part Leche, s. 125, will re- 
peal subsec. 184(3.1), applicable to original dividends. paid by a corporation after its 
1999 taxation year. 


Technical Notes (July 2010): See under 184(2.1). 


Related Provisions: 248(7)(a) — Mail deemed received on day mailed. 


Selected Cases [subsec. 184(3.1)]: Special Risks Holdings Inc. v. Canada, [1995] 
1 C.T.C. 202 (FCA); affg [1994] 2 C.T.C. 274 (FCTD) (No reasonable attempt to 
correctly determine surpluses). 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 
Interpretation Bulletins: IT-66R6: Capital dividends. 


(3.2) Idem — Where a corporation has elected in accordance with 
subsection 83(2) in respect of the full amount of any dividend that 
became payable by it at a particular time after December 3, 1985 
and before 1986 and the corporation made a reasonable attempt to 
correctly determine its capital dividend account immediately before 
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the particular time and all or any portion of the dividend is an ex- — 


cess referred to in subsection (2), if 


(a) the corporation so elects under this subsection not later than 
90 days after the later of 


(i) December 19, 1986, and 


(ii) the day on which the Minister notifies the corporation by 
registered letter that it has an excess referred to in subsection 
(2) in respect of the dividend, and 


(b) the penalty referred to in subsection (5) in respect of the 
election is paid by the corporation at the time the election under 
this subsection is made, 


the following rules apply: 


(c) the whole dividend or such portion of it as the corporation 
may claim shall, for the purposes of this Act, be deemed not to 
be a dividend but to be a loan made at the particular time by the 
corporation to the persons who received all or any portion of the 
dividend if the full amount of the loan is repaid to the corpora- 
tion before such date as is stipulated by the Minister and the 
corporation satisfies such terms and conditions as are specified 
by the Minister, and 


oye sections 15 and 80.4 do not apply to such a loan. 


- Proposed. Repeal — 184(3.2) _ 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. os, will re- 
peal subsec. 184(3.2), _ to agin dividends by a ee = its 


1999 taxation year. 


Technical Notes (July 2010): See under iss: Di 


Related Provisions: 248(7)(a) — Mail deemed received on day mailed. 
Interpretation Bulletins: IT-66R6: Capital dividends. 


(4) Concurrence with election — An election under subsection 
(3) is not valid unless 


(a) it is made with the concurrence of the corporation and all its 
shareholders 


(i) who received or were entitled to receive all or any portion 
of the dividend in respect of which a tax would, but for sub- 
section (3), be payable under this Part, and 


(ii) whose addresses were known to the corporation; and 
(b) either 


(i) it is made on or before the day that is 30 months after the 
day on which the dividend became payable, or 


(ii) each shareholder described in subparagraph (a)(1) concurs 
with the election, in which case, notwithstanding subsections 
152(4) to (5), such assessment of the tax, interest and penal- 


ties payable by each such shareholder for any taxation year. 


may be made as is necessary to take the corporation’s elec- 
tion into account. 


_ Proposed Amendment — 184(4) 


(4) Concurrence with election — An mee are subsec- 
tion (3) is valid only if — 


(a) it is made with the concurrence of the corpotation and a all 
its shareholders © 


(i) who received or were entitled to receive all or any poe 
_ tion of the original dividend, and 


Gi) whose addresses were known to the corporation; ‘and 
(b) either 


(i) it is made on or Hefoter athe day that is 30 seattle after 
_the day on which the original dividend became payable, or 


(ii) each shareholder described in subparagraph (a)(i). con- 
curs with the election, in which case, notwithstanding sub- 
sections 152(4) to (5), any assessment of the tax, interest 
and penalties payable by each of those shareholders for any 
taxation year shall be made that is — to. dente the 
corporation’s election into account. let ¥ 
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gislation (Part 1 — technical), s. 125, will 


sive ital dividend o or pi 
id clarify its language. __ 


Related Provisions: 185 — Assessment of tax. 


(5) Penalty — The penalty in respect of an election under subsec- 
tion (3.1) or (3.2) in relation to a particular dividend is an amount 
equal to the product obtained when $500 is multiplied by the pro- 
portion that the number of months or parts of months during the 
period commencing on the day the dividend became payable and 
ending on the day on which that election was made is of 12. 


Related Provisions: 18(1)(t)— Penalty is non-deductible; 220(3.1) — Waiver of 
penalty by CRA. 


History: Subsec. 184(4) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 152, applica- 
ble to elections made after July 13, 1990. Subsec. 184(4) formerly read: - 


(4) Concurrence with election — An election under subsection (3), (3.1) or 
(3.2) is not valid unless it is made with the concurrence of the corporation and all 
the shareholders who received or were entitled to receive all or any. portion of the 
dividend.in respect. of which.a tax would, but.for subsection (3), (3.1) or (3.2), be 
payable under this Part or under Part I and whose addresses were known to the 


corporation. 
Definitions [s. 184]: “amount”, “assessment” — 248(1); “capital gain” — 39(1)(a), 
248(1); “capital dividend” — 83(2), 248(1); “class of shares” —248(6); “corpora- 


tion” — 248(1), Interpretation Act 35(1); “day of sending” — 244(14), (14.1);“divi- 
dend”, “life insurance capital dividend”, “Minister” — 248(1); “month” — Jnterpreta- 
tion Act 35(1); “original dividend” — 184(2); “person”, “prescribed”, “share”’, 
“shareholder” — 248(1); “‘taxable’ dividend” — 89(1), 248(1); “taxable income” — 
248(1); “taxation year” — 249; “writing” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-66R6: Capital dividends. 


185. (1) Assessment of tax — The Minister shall, with all due 
dispatch, examine each election made. by. a corporation in accor- 
dance with subsection 83(2), 130.1(4) or 131(1), assess the tax, if 
any, payable under this Part in respect of the election and send a 
notice of assessment to the corporation. 


Related Provisions: 184 — Tax on excessive election; 227(14) — No application to 
corporation exempt under s. 149. 


(2) Payment of tax and interest — Where an election has been 
made by a corporation in accordance with subsection 83(2), 
130.1(4) or 131(1) and the Minister mails a notice of assessment 
under this Part in respect of the election, that part of the amount 
assessed then remaining unpaid and. interest thereon at. the: pre- 


S. 185(6)(a) 


scribed rate computed from the day of the election to the day of 
payment is payable forthwith by the corporation to the Receiver 
General. 


Related Provisions: 221.1 — Application of interest where legislation retroactive; 
248(7) — Mail deemed received on day mailed; 248(11) — Interest compounded daily. 


Regulations: 4301(a) (prescribed rate of interest). 


(3) Provisions applicable to Part — Subséctions 152(3), (4), 
(5), (7) and (8) and 161(11), sections 163 to 167 and Division J of 
Part I are applicable to this Part with such modifications as the cir- 
cumstances require. 


(4) Joint and several liability from excessive elections — 
Each person who has received a dividend from a corporation in re- 
spect of which the corporation elected under subsection 83(2), 
130.1(4) or 131(1) is jointly and severally liable with the corpora- 
tion to pay that proportion of the corporation’s tax payable under 
this Part because a the eee) ee 


(a) the amount of the dividend received by the person 

is of 
(b) the full amount of the dividend in respect of which the elec- 
tion was made, 


but nothing in this subsection limits the liability of any person 
under any other provision of this Act. 


Related Provisions: 185(5) — Assessment; 185(6) — Rules applicable. 


History: Subsec. 185(4).added by 1994, c. 7, Sch. II (1991, c. 49), s. 153, applicable. to 
dividends paid after July 13, 1990. 


(5) Assessment — The Minister may, at any time after the last 
day on which a corporation may make an election under subsection 
184(3). in respect of a dividend, assess a.person.in respect of any 
amount payable under subsection (4) in respect of the dividend, and 
the provisions of Division I of Part I apply, with such modifications 
as the circumstances require, to an assessment made under this sub- 
section as though it were made under section 152. 


History: Subsec. 185(5) added by 1994, c. 7, Sch. II (1991, c. 49), s. 153, applicable to 
dividends paid after July 13, 1990. 


(6) Rules applicable — Where under subsection (4) a corpora- 
tion and another person have become jointly and severally liable to 
pay part or all of the corporation’s. tax payable under this Part in 
respect of a dividend described in subsection (4), 


(a) a payment at any time by the other person on account of the 
liability shall, to the extent of the payment, discharge the joint 
liability after that time; and 
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ity”, to come into force on Royal Assent. 
Technical Notes (July 2010): See under 12(4). 


Heh eves 


(b) a payment at any time by the corporation on account of its 
liability shall discharge the other person’s liability only to the 
extent of the amount determined by the formula 


© 
AT Bx 


where 
A is the total of 


(i) the amount. of the corporation’s liability, immediately 
before that time, under this Part in respect of the full 
amount of the dividend, and 


(ii) the amount of the payment, 


B is the amount of the corporation’s’ liability, immediately 
before that time, under this Act, 


C is the amount of the dividend received by the other person, 
and 


D is the full amount of the dividend. 
Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 185(6) added by 1994, c. 7, Sch. II (1991, c. 49), s. 153, applicable to 
dividends paid after July 13, 1990. 


Definitions [s. 185]: “assessment” — 248(1); “corporation” — 248(1), Interpreta- 


tion Act 35(1); “dividend”, “Minister”, “person”, “prescribed” — 248(1); “prescribed 


rate” — Reg. 4301. 


PART IIl.1 — ADDITIONAL TAX ON 
EXCESSIVE ELIGIBLE DIVIDEND 
DESIGNATIONS 


185.1 (1) Tax on excessive eligible dividend designa- 
tions — A corporation that has made an excessive eligible divi- 
dend designation in respect of an eligible dividend paid by it at any 
time in a taxation year shall, on or before the corporation’s balance- 
due day for the taxation year, pay a tax under this Part for the taxa- 
tion, year equal to. the total of 


(a) 20% of the excessive eligible dividend designation, and 


(b) if the excessive eligible dividend designation arises because 
of the application of paragraph (c) of the definition “excessive 
eligible dividend designation” in subsection 89(1), 10% of the 
excessive eligible dividend designation. 

Related Provisions: 87(2)(z.2) — Amalgamation — continuing _ corporation; 


185.1(2) — Election to treat excess as ordinary dividend; 185.2(1) — Return required; 
185.2(3), (5) — Joint and several liability. 


(2) Election to treat excessive eligible dividend 
designation as an ordinary dividend — If, in respect of an 
excessive eligible dividend designation that is not described in para- 
graph (1)(b) and that is made by a corporation in respect of an eligi- 
ble dividend (in this subsection and subsection (3) referred to as the 
“original dividend”) paid by it at a particular time, the corporation 
would, if this Act were read without reference to this subsection, be 
required to pay a tax under subsection (1), and it elects in pre- 
scribed manner on or before the day that is 90 days after the day of 
sending the notice of assessment in respect of that tax that would 
otherwise be payable under subsection (1), the following rules 
apply: 

(a) notwithstanding the definition “eligible dividend” in subsec- 

tion 89(1), the amount of the original dividend paid by the cor- 

poration is deemed to be the amount, if any, by which 


(i) the amount of the original dividend, determined without 
reference to this subsection 
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- exceeds 


(ii) the amount claimed by the corporation in the election not 
exceeding the excessive eligible dividend designation, deter- 
mined without reference to this subsection; 


(b) an amount equal to the amount claimed by the corporation in 
the election is deemed to be a separate taxable dividend (other 
than an eligible dividend) that was paid by the corporation im- 
mediately before the particular time; 


(c) each shareholder of the corporation who at the particular 
time held any of the issued shares of the class of shares in re- 
spect of which the original dividend was. paid is deemed 


(i) not to have received the original dividend, and 
(ii) to have received at the particular time 


ee 


(A) as an eligible dividend, the shareholder’s pro rata por- — 
tion of the amount of any dividend determined under par- | 


agraph (a), and 
(B) as a taxable dividend (other than an eligible dividend) 


the shareholder’s pro rata portion of the amount of any 
dividend determined under paragraph (b); and 


(d) a shareholder’s pro rata portion of a dividend paid at any 
time on a class of the shares of the capital stock of a corporation 
is that proportion of the dividend that the number of shares of 
that class held by the shareholder at that time is of the number of 
shares of that class outstanding at that time. 

Related Provisions: 87(2)(z.2) — Amalgamation — continuing _ corporation; 


185.1(3) — Election requires consent of all shareholders, and consequences to them; 
244(14), (14.1) — Date when notice sent. 


History: Opening words of subsec. 185.1(2) amended by 2010, c. 25, s. 49, to substi- 
tute “sending” for “mailing”, in force on December 15, 2010. 


Forms: T2 Sched. 55: Tax on excessive eligible dividend designations. 


(3) Concurrence with election — An election under subsection 
(2) in respect of an original dividend is valid only if 
(a) it is made with the concurrence of the corporation and all its 
shareholders 


(i) who received or were entitled to receive all or any portion 
of the original dividend, and 
(ii) whose addresses were known to the corporation; and 
(b) either 

(i) it is made on or before the day that is 30 months after the 
day on which the original dividend was paid, or 
(ii) each shareholder described in subparagraph (a)(i) concurs 
with the election, in which case, notwithstanding subsections 
152(4) to (5), any assessment of the tax, interest and penal- 
ties payable by each of those shareholders for any taxation 
year shall be made that is necessary to take the corporation’s 
election into account. 

Related Provisions: 185.1(4) — Exception for non-taxable shareholders. 


(4) Exception for non-taxable shareholders — If each share- 
holder who, in respect of an election made under subsection (2), is 


deemed by subsection (2) to have received a dividend at a particular. 


time is also, at the particular time, a person all of whose taxable 
income is exempt from tax under Part I, 


(a) subsection (3) does not apply to the election; and 


(b) the election is valid only if it is made on or before the day 
that is 30 months after the day on which the original dividend 
was paid. 
History: S. 185.1 added by 2007, c. 2, s. 51, applicable to taxation years that end after 
2005 except that, in respect of a dividend paid before February 21, 2007, an election 


under subsec. 185.1(2) is deemed to have been made in a timely manner if it is made on 
or before August 21, 2009. 


Definitions [s. 185.1]: “amount”, “assessment”, “balance-due day” —248(1); “class 
of shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); “day of send- 
ing” — 244(14), (14.1); “dividend” — 248(1); “eligible dividend”, “excessive eligible 
dividend designation” — 89(1), 248(1); “month” — Interpretation Act 35(1); “person”, 
“prescribed”, “share”, “shareholder” — 248(1); “taxable dividend” — 89(1), 248(1); 
“taxable income” — 248(1); “taxation year” — 249. 
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Part [V — Taxable Dividends Rec’d by Private Corporation 


185.2 (1) Return — Every corporation resident in Canada’ that 
_ pays a taxable dividend (other than a capital gains dividend within 
the meaning assigned 'by subsection 130.1(4) or 131(1)) in a taxa- 
tion year shall file with the Minister, not later than the corporation’s 
filing-due date for the taxation year, a return for the year under this 
Part in prescribed form containing an estimate of the taxes payable 
by it under this Part for the taxation year. 


Related Provisions:.87(2)(z.2) — Amalgamation, — continuing corporation, 


(2) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 151, 152, 158 and 159, subsections 161(1) and (11), 
sections 162 to 167 and Division J of Part I are applicable to this 
Part with such modifications as the circumstances require. 


Related Provisions: 87(2)(z.2) — Amalgamation — continuing corporation. 


(3) Joint and several liability from excessive eligible 
dividend designations — Without limiting the liability of any 
person under any other provision of this Act, if a Canadian-con- 
trolled private corporation or a deposit insurance corporation pays 
an eligible dividend in respect of which it has made an excessive 
eligible dividend designation to a shareholder with whom it does 
not deal at arm’s length, the shareholder is jointly and severally, or 
solidarily, liable with the:corporation to pay that proportion of the 
corporation’s tax payable under this Part because of the designation 
that the amount of the eligible dividend received by the shareholder 
is of the total of all-amounts each of which is:a dividends in respect 
of which the designation was made. 


Related Provisions: 185.2(4) — Assessment; 185.2(5) — Rules applicable. 


(4) Assessment — The Minister may, at any time after the last 
day on which a corporation may make an election under subsection 
185.1(2) in respect of an excessive eligible dividend designation, 
assess a person in respect of any amount payable under subsection 
(3) in respect of the designation, and the provisions of Division I of 
Part I (including, for greater certainty, the provisions in respect of 
interest payable) apply, with any modifications ‘that the circum- 
stances require, to an assessment made under this subsection as 
though it were made under section 152. 


Related Provisions: 87(2)(z.2)— Amalgamation — continuing corporation. 


(5) Rules applicable — If under subsection (3) a corporation and 
a shareholder have become jointly and.severally, or solidarily, lia- 
ble to pay part or all of the corporation’s tax payable under this Part 
in respect of an excessive eligible dividend designation described in 
subsection (3), 


(a) a payment at any time by the shareholder on account of the 
liability shall, to the extent of the payment, discharge their liabil- 
ity after that time; and 


(b) a payment at any time by the corporation on account of its 
liability shall discharge the shareholder’s liability only to the ex- 
tent of the amount determined by the formula 

(A -B) x C/D 
where 
A> is the total of 


(i) the amount of the corporation’s liability, immediately 
before that time, under this Part in respect of the designa- 
tion, and 
(ii) the amount of the payment, 
Bis the amount of the corporation’s sich immediately 
before that time, under this Act, 
C._ is the amount of the eligible dividend received by the share- 
holder, and 


D the total of all amounts each of which is a dividend in respect 
of which the designation was made. 


Related Provisions: 87(2)(z.2) — Amalgamation — continuing corporation; 257 — 


Formula cannot calculate to less than zero. 


History: S. 185.2 added by 2007, c. 2, s. 51, applicable to taxation years that end after 
2005. 


S. 186(1) 


Definitions [s.: 185.2]:. “amount” — 248(1); \“‘arm’s length” —251(1); “‘assess- 
ment” — 248(1);“‘Canadian-controlled private corporation” —:125(7), 248(1); “capital 
gain” — 39(1)(a), 248(1); “corporation” — 248(1), Interpretation Act 35(1); “divi- 
dend” —.248(1); “eligible dividend”, “excessive eligible dividend designation” — 
89(1), 248(1); “filing-due date”, “insurance corporation’, ‘Minister’ — 248(1); “origi- 
nal dividend” — 185.2(2); “person”, “prescribed” — 248(1); “resident in Canada’ — 
250; “shareholder” — 248(1); “taxable dividend” — 89(1), 248(1); “taxation year” — 
249. 


PART IV — TAX ON TAXABLE DIVIDENDS 
RECEIVED BY PRIVATE CORPORATIONS 


186. (1) Tax on assessable dividends — Every corporation (in 
this section referred to as the “particular corporation’’) that is at any 
time in a taxation year a private corporation or a subject corporation 
shall, on or before its balance-due day for the year, pay a tax under 
this Part for the year equal to the amount, if any, by which the total 


' of 


(a) ‘4 of all assessable dividends received by the particular cor- 
poration in the year from corporations other than payer corpera 
tions. connected, with it, and 


(b) all amounts, each of which is an amount in respect of an 
assessable dividend received by the particular corporation in the 
year from a private corporation or a subject corporation that was 
a payer corporation connected with the particular corporation, 
equal to that proportion of the payer corporation’s dividend re- 
fund (within the meaning assigned by paragraph 129(1)(a)) for 
its taxation year in which it paid the dividend that 


(i) the. amount of the dividend received: by: the: particular 
corporation 

is of 
(ii) the total, of all taxable dividends paid by the payer corpo- 
ration in its taxation year in which it paid the dividend and at 


a time when it was a private corporation or a subject 
corporation 


exceeds 1/3 of the total of 


(c) such part of the particular corporation’s non-capital loss and 
farm loss for the year as it claims, and 


(d) such part of the particular corporation’s 


(i) non-capital loss for any of its 20 taxation years immedi- 
ately preceding or 3 taxation years immediately following the 
year, and 


(ii) farm loss for any of its 20 taxation years immediately 
preceding or 3 taxation years immediately following the year 


as it claims, not exceeding the portion thereof that would have 
been ‘deductible under section 111 in:computing its taxable in- 
come for the year if subparagraph 111(3)(a)(ii) were read with- 
out reference to the words “‘the particular taxation year and” and 
if the corporation had sufficient income for the year. 


Related Provisions: 15.1(1), 15.2(1) — Interest on small business development 


_ bond or small business bond not a dividend for Part IV tax; 18(1)(t) — Part IV tax is 


non-deductible; 87(2.11) — Losses, ‘etc.,; on amalgamation with subsidiary wholly- 
owned corporation; 88(1.1) — Non-capital losses, etc., of subsidiary; 88(1.3) — Com- 
putation of income and tax of parent; 129(1) — Part IV tax is refundable; 129(3)(b) — 
“Refundable dividend tax on hand’; 131(5) — Dividend refund to mutual fund corpo- 
ration; 186(6) — Partnerships; 186.1 — Exempt corporations; 186,2 — Exempt divi- 
dends; 227(14) — No tax on corporation exempt under s. 149; 227(16) — Municipal or 
provincial corporation excepted. 


History: Subparas. 186(1)(d)(i) and (ii) amended by 2006, c. 4, s/ 83 to substitute “20” 
for “10”, applicable in respect.of losses that arise in 2006. et seq. 


Subpara:' 186(1)(d)(@) amended by 2005, c. 19, s. 41 to substitute “10” for “7”, applica- 
ble in respect of losses that arise in taxation years that end after March 22, 2004. 


The opening words of subsec. 186(1) amended by 2003, c. 15, s. 120, applicable to 
taxation years that begin after June 2003. The opening words formerly read: 


(1) Every corporation (in this section referred to as the “particular corporation’’) 
that is at any time in a taxation year a private corporation or a subject corpora- 
tion shall, on or before the last day of the third month after the end of the year, 
pay a'tax under this Part for the year equal to the amount, if any, by which the 
total of 
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S. 186(1) 


Subsec. 186(1) amended by 1996, c. 21, subsec. 48(1), applicable to taxation years that 
end after June 1995 except that, in respect of any such taxation year that begins before 
July 1995, 


(a) in the application of subsec. 186(1) to amounts described in paras. 186(1)(a) 
and (b) that were received by the corporation in the year and before July 1995, the 
references to “'/:” shall be read as “'/4”; 


(b) amounts deducted by the corporation for the year under paras. 186(1)(c) and (d) 


(i) are deemed to have been deducted in respect of amounts described in paras. 
186(1)(a) and (b) that were received by the corporation in the year and after 
June 1995, and 


(ii) to the extent that the amounts so deducted exceed the amounts referred to 
in subpara. (i), are deemed to have been deducted in respect of amounts de- 
scribed in paras. 186(1)(a) and (b) that were received by the corporation in the 
year and before July 1995. 


Subsec. (1) formerly read: 


(1) Tax on certain taxable dividends — Every corporation (in this section re- 
ferred to as the “particular corporation’’) that was, at any time in a taxation year, 
a corporation (other than a private corporation) resident in Canada and con- 
trolled, whether by reason of a beneficial interest in one or more trusts or other- 
wise, by or for the benefit of an individual (other than a trust) or a related group 
of individuals (other than trusts) (in this Part referred to as a “subject corpora- 
tion”) or a private corporation shall, on or before the last day of the third month 
after the end of the year, pay a tax under this Part for the year equal to '/s of the 
amount, if any, by which the total of 


(a) all amounts received by the particular corporation in the year and at a 
time when it was a subject corporation or a private corporation as, on ac- 
count of, in lieu of payment of or in satisfaction of, taxable dividends from 
corporations (other than payer corporations connected with it), 


(i) that are deductible under subsection 112(1) from its income for the 
year, or 


(ii) to the extent of the amounts in respect of those dividends that are 
deductible under paragraph 113(1)(a), (b) or (d) or subsection 113(2) 
from its income for the year, and 


(b) all amounts, each of which is an amount in respect of a taxable dividend, 
in respect of which an amount is deductible under subsection 112(1) in com- 
puting its taxable income for the year, received by the particular corporation 
in the year and at a time when it was a subject corporation or a private cor- 
poration from a subject corporation or a private corporation that was a payer 
corporation connected with the particular corporation equal to that propor- 
tion of 


(i) 4 times the dividend refund of the payer corporation for its taxation 
year in which it paid the dividend 


that 


(ii) the amount in respect of the dividend so received by the particular 
corporation 


is of 
(iii) the total of all taxable dividends paid by the payer corporation in its 


taxation year in which it paid the dividend and at a time when it was a 
subject corporation or a private corporation, 


(b.1) [Repealed under former Act] 
exceeds the total of 


(c) such part of the particular corporation’s non-capital loss and such part of 
its farm loss for the year as it may claim, and 


(d) such part of the particular corporation’s 


(i) non-capital loss for a taxation year that is any of the 7 taxation years 
immediately preceding or the 3 taxation Mat immediately following 
the year, and 


(ii) farm loss for a taxation year that is any of the 10 taxation years 
immediately preceding or the 3 taxation years immediately following 
the year 


as it may claim, not exceeding the portion thereof that would have been de- 
ductible under section 111 in computing the corporation’s taxable income 
for the year if subparagraph 111(3)(a)(ii) were read without reference to the 
words “the particular taxation year and” and if the corporation had sufficient 
income for the year. 


That portion of para. 186(1)(a) and of 186(1)(b) preceding subpara. (i) of each 
amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsecs. 110(1) and (2), applicable to 
dividends received after 1992. Those portions formerly read: 


(a) all amounts received by the particular corporation in the year as, on account 
or in lieu of payment of, or in satisfaction of, taxable dividends from corpora- 
tions other than payer corporations connected with it, 


(b) all amounts, each of which is an amount in respect of a taxable dividend, in 
respect of which an amount is deductible under subsection 112(1) from its in- 
come for the year, received by the particular corporation in the year from a cor- 


Income Tax Act 


poration (in this section referred to as the “payer corporation”) connected with 
the particular corporation equal to that proportion of 
Subpara. 186(1)(b)(iii) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 110(3), 
applicable to dividends paid in the 1992 or a subsequent taxation year, except that with 
respect to dividends paid in a taxation year commencing before 1993 and ending after 
1992, the subpara. shall be read as follows: 
(iii) the total of all taxable dividends paid by the payer corporation in its taxation 
year in which it paid the dividend that were paid before 1993 or at a time when the 
payer corporation was a subject corporation or a private corporation 
Subpara. (b)(iii) formerly read: 


(iii) the total of all taxable dividends paid by the payer corporation in its taxation 
year in which it paid the dividend, 
Interpretation Bulletins: IT-232R3: Losses — their deductibility in the loss year or 
in other years; IT-269R4: Part IV tax on taxable dividends received by a private corpo- 
ration or a subject corporation; IT-328R3: Losses on shares on which dividends have 
been received. 


Information Circulars: 88-2, para. 14: General anti-avoidance rule — section 245 of 
the Income Tax Act. 

Advance Tax Rulings: ATR-32: Rollover of fixed assets from Opco into Holdco; 
ATR-35: Partitioning of assets to get specific ownership — “butterfly”. 


Forms: T2 SCH 3: Dividends received, taxable dividends paid, and Part IV tax 
calculation. 


(1.1) Reduction where Part IV.1 tax payable — Notwithstand- 
ing subsection (1), where an assessable dividend was received by a 
corporation in a taxation year and was included in an amount in 
respect of which tax under Part IV.1 was payable by the corporation 
for the year, the tax otherwise payable under this Part by the corpo- 
ration for the year shall be reduced 


(a) where the assessable dividend is described in paragraph 
(1)(a), by 10% of the assessable dividend, and 


(b) where the assessable dividend is described in paragraph 
(1)(b), by 30% of the amount determined under that paragraph 
in respect of the assessable dividend. 


History: Subsec. 186(1.1) amended by 1996, c. 21, subsec. 48(1), applicable to taxa- 
tion years that end after June 1995 except that, in applying amended subsec. (1,1) to 
any such taxation year that begins before July 1995 to amounts described in para. 
186(1.1)(b) that were received by the corporation in the year and before July 1, 1995, 
the reference to “30%” shall be read as “40%”. Subsec. (1.1) formerly read: 


(1.1) Reduction in tax — Notwithstanding subsection (1), where a taxable divi- 
dend referred to in paragraph (1)(a) or (b) was received by a corporation in a 
taxation year and was included in an amount in respect of which tax under Part 
IV.1 was payable by the corporation for the year, the tax otherwise payable 
under this Part by the corporation for the year shall be reduced 


(a) where the dividend is a taxable dividend referred to in paragraph (1)(a), 
by 10% of the amount determined in respect of that dividend under that par- 
agraph; and 

(b) where the dividend is a taxable dividend referred to in paragraph (1)(b), 
by 10% of the amount determined in respect of that dividend under that 
paragraph. 


Interpretation Bulletins: IT-269R4: Part IV tax on taxable dividends received by a. 


private corporation or a subject corporation. 


(2) When corporation controlled — For the purposes of this 
Part, other than for the purpose of determining whether a corpora- 
tion is a subject corporation, one corporation is controlled by an- 
other corporation if more than 50% of its issued share capital (hav- 


ing full voting rights under all circumstances) belongs to the other | 


corporation, to persons with whom the other corporation does not 
deal at arm’s length, or to the other corporation and persons with 
whom the other corporation does not deal at arm’s length. 


Related Provisions: 88(1)(d.2) — Winding-up — when taxpayer last acquired con- 
trol; 111(3)(a) — Limitation on deductibility; 112(1) — Deduction of taxable divi- 
dends received by corporation resident in Canada; 113(1) — Deduction re dividend re- 
ceived from foreign affiliate; 186(7) — 186(2) applies to all uses.of the term 
“connected” based on 186(4); 195(6) — Undue deferral of refundable tax. 


Selected Cases [Subsec. 186(2)]: Olsen v. R., [2000] 3 C.T.C. 2299 (TCC) 
(Ordinary meaning of “control” applies for purposes of provision); Special Risks 
Holdings Inc. v. R., [1986] 1 C.T.C. 201 (FCA) (Taxpayer exercising de facto control 
of subject corporation; arm’s length relationship considered). 


Interpretation Bulletins: IT-243R4: Dividend refund to private fe Cmceee IT- 
269R4: Part IV tax on taxable dividends received by a private corporation or a subject 
corporation; IT-302R3: Losses of a corporation — the effect that acquisitions of con- 
trol, amalgamations, and windings-up have on their deductibility; IT-489R: Non-arm’s 
length sale of shares to a corporation. 
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Part IV — Taxable Dividends Rec’d by Private Corporation 


(3) Definitions — The definitions in this subsection apply in this 
Part. 


“assessable dividend”’ means an amount received by a corporation 
at a time when it is a private corporation or a subject corporation as, 
on account of, in lieu of payment of or in satisfaction of, a taxable 
dividend from a corporation, to the extent of the amount in respect 
of the dividend that is deductible under section 112, paragraph 
113(1)(a), (b) or (d) or subsection 113(2) in computing the recipient 
corporation’s taxable income for the year. 


“subject corporation’? means a corporation (other than a private 
corporation) resident in Canada and controlled, whether because of 
a beneficial interest in one or more trusts or otherwise, by or for the 
benefit of an individual (other than a trust) or a related group of 
individuals (other than trusts). 


History: Subsec. 186(3) added by 1996, c. 21, subsec. 48(2), applicable to taxation 
years that end after June 1995. 


(4) Corporations connected with particular corporation — 
For the purposes of this Part, a payer corporation is connected with 
a particular corporation at any time)in a taxation year (in) this sub- 
section referred to as the “particular year’’) of the particular corpo- 
ration if 
(a) the payer corporation is controlled (otherwise than by virtue 
of a right referred to in paragraph 251(5)(b)) by the particular 
corporation at that time; or 


(b) the particular corporation owned, at that time, 


(i) more than 10% of the issued share capital (having full 
voting rights under all circumstances) of the payer corpora- 
tion, and 


(i1) shares of the capital stock of the payer corporation having 
a fair market value of more than 10% of the fair market value 
of all of the issued shares of the capital stock of the payer 
corporation. 


Related Provisions: 186(2) — Extended meaning of “‘controlled’’; 186(7) — 186(2) 
applies to all uses of the term “connected” in the Act. 


Interpretation Bulletins: IT-269R4: Part IV tax on taxable dividends received by a 
private corporation or a subject corporation; IT-302R3: Losses of a corporation — the 
effect that acquisitions of control, amalgamations, and windings-up have on their de- 
ductibility; IT-489R: Non-arm’s length sale of shares to a corporation. 


Advance Tax Rulings: ATR-42: Transfer of shares; ATR-55: Amalgamation fol- 
lowed by sale of shares. 


(5) Deemed private corporation — A corporation that is at any 
time in a taxation year a subject corporation shall, for the purposes 
of paragraph 87(2)(aa) and section 129, be deemed to be a private 
corporation at that time, except that its refundable dividend tax on 
hand (within the meaning assigned by subsection 129(3)) at the end 
of the year shall be determined without reference to paragraph 
129(3)(a). 


History: Subsec. 186(5) amended by 1996, c. 21, subsec. 48(3), applicable to taxation 
years that end after June 1995. Subsec. (5) formerly read: 


(5) A corporation that is at any time a subject corporation shall, for the purposes 
of paragraphs 87(2)(aa) and 88(1)(e.5) and section 129, be deemed to bea pri- 
vate corporation at that time, except that its refundable dividend tax on hand at 
the end of any taxation year shall be deemed to be the amount, if any, by which 
the total of 


(a) the total of the taxes under this Part payable by the corporation for the 
year and any previous taxation years ending after it last became a subject 
corporation, and 


(a.1) the amount, if any, of the corporation’s addition at December 31, 1986 
of refundable dividend tax on hand (within the meaning assigned by subsec- 
tion 129(3.3)), 


exceeds the total of 


(b) the total of the corporation’s diyidend refunds for taxation years ending 
after it last became a subject corporation and before the year, and 


(c) the amount, if any, of the corporation’s reduction at December 31, 1987 
of refundable dividend tax on hand (within the meaning assigned by subsec- 
tion 129(3.5)). 


S. 186.1(b)(vi) 


That portion of subsec. 186(5) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 110(4), applicable, to 1993 et seq. That portion formerly read: 


(5) Presumption — A corporation that was at the end of a taxation year com- 
mencing after November 12, 1981 a subject corporation or a private corporation 
that was, at any time in the year a subject corporation shall, for the purposes of 
paragraphs 87(2)(aa) and 88(1)(e.5) and section 129, be deemed to have been a 
private corporation at the times in the year that it was a subject corporation, ex- 
cept that its refundable dividend tax on hand at the end of the year shall be 
deemed 'to'be the amount, if any, by which the total of 


Interpretation Bulletins: IT-269R4: Part IV tax on taxable dividends received by a 
private corporation or a subject corporation; IT-302R3: Losses of a corporation — the 
effect that acquisitions of control, amalgamations, and windings-up have on their 
deductibility. 


(6) Partnerships — For the purposes of this Part, 


(a) all amounts received in a fiscal period by a partnership as, on 
account or in lieu of payment of, or in satisfaction of, taxable 
dividends shall be deemed to have been received by each mem- 
ber of the partnership in the member’s fiscal period or taxation 
year in which the partnership’s fiscal period ends, to the extent 
of that member’s share thereof; and 


(b) each member of a partnership shall be deemed to own at any 
time that proportion of the number of the shares of each class of 
the capital stock of a corporation that are property of the partner- 
ship at that time that the member’s share of all dividends re- 
ceived on those shares by the partnership in its fiscal period that 
includes that time is of the total of all those dividends. 


(7) Interpretation — For greater certainty, where a provision of 
this Act or the regulations indicates that the term “connected” has 
the meaning assigned by subsection 186(4), that meaning shall be 
determined by taking into account the application of subsection 
186(2) unless the provision expressly provides otherwise. 

History: Subsec. 186(7) added by 2001,'c. 17, s..164, applicable after March 15, 2001, 
except that it does not apply for the purposes of applying the Act after March 15, 2001 
with respect to actions or transactions of a taxpayer required to be carried out under an 
agreement in writing made by the taxpayer before March 16, 2001 if the taxpayer elects 
in writing that this subsection apply by filing the election including a copy of the agree- 
ment with the Minister of National Revenue before August 13, 2001 (60 days after 
Royal Assent). 


Selected Cases [s. 186]: Ottawa Air Cargo Centre Ltd. v. R., [2007] 3 C.T.C. 2577 
(TCC) (Tax must be paid and refunded to recharacterize distributions as capital gains); 
943963 Ontario Inc. v. R:, [1999] 4 C.T.C. 2119 (TCC) (Part IV ‘tax applicable to all 
dividends and deemed dividends, including those from “safe income”); L’Heureux v. 
Canada, [1995] 1 C.T.C. 2850 (TCC) (Circular calculations of tax proper in certain 
“butterfly” transactions). 

Definitions [s. 186]: “amount” — 248(1); “assessable dividend” — 186(3); “Can- 
ada” — 255; “class. of. shares” — 248(6); “connected” —.186(4); “controlled” — 
186(2); “corporation” — 248(1), Interpretation Act 35(1); “dividend” — 248(1); “divi- 
dend refund” — 129(1); “farm loss” — 111(8); “fiscal period” — 249(2), 249.1; “indi- 
vidual”, “insurance corporation” — 248(1); “non-capital loss” — 111(8), 248(1); “non- 
resident-owned investment corporation” — 133(8), 248(1); “particular corporation” — 
186(1); “person” — 248(1); “private corporation” —89(1), 186(5), 227(16), 248(1); 
“related group” — 251(4); “resident. in Canada” — 250; “share” —248(1); “subject 
corporation” — 186(3); “taxable dividend” — 89(1), 186.2, 248(1); . “taxable. in- 
come” — 2(2), 248(1); “taxation year” — 249; “trust” — 104(1), 248(1). 


Interpretation Bulletins [s. 186]: IT-269R4: Part IV tax on taxable dividends 
received by a private corporation or a subject corporation. 


186.1 Exempt corporations — No tax is payable under this Part 
fora taxation year by a corporation 


(a) that was, at any time in the year, a bankrupt (within the 
meaning assigned by subsection 128(3)); or 


(b) that was, throughout the year, 
(i) a bank, 
(ii) a corporation licensed or otherwise authorized under the 


laws of Canada or a province to carry on in Canada the busi- 
ness of offering to the public its services,as, a trustee, 


(iii) an insurance corporation, 


(iv) a prescribed labour-sponsored 
corporation, 


(v) a prescribed investment contract corporation, 
(vi) a non-resident-owned investment corporation, or 


venture capital 
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S. 186.1(b)(vii) 


(vii) a registered securities dealer that was throughout the 
year a member, or a participating organization, of a desig- 
nated stock exchange in Canada. 
Related Provisions: 131(11)(d)— Rules re prescribed labour-sponsored venture 
capital corporations; 227(14) — Application to exempt corporations; 227(16) — Appli- 
cation to municipal and provincial corporations. 
History: Subpara. 186.1(b)(vii) amended to substitute “member, or a participating or- 
ganization, of a designated stock exchange” for “member of a prescribed stock ex- 
change” by 2007, c. 35, s. 55, applicable after April 2, 2000, except that, in its applica- 
tion before December 14, 2007, the reference to “designated stock exchange” shall be 
read as a reference to “prescribed stock exchange”. 


Para. 186.1(b) amended by 1998, c. 19, s. 200, applicable after February 22, 1994 ex- 
cept that, in its application to taxation years that ended before 1997, the para. shall be 
read without reference to subpara. (vii): Para. 186.1(b) formerly read: 


(b) that was, throughout the year, a prescribed labour-sponsored venture capital 
corporation, a prescribed investment contract corporation, an insurance corpora- 
tion, a corporation described in paragraph 39(5)(b) or (c) or a non-resident- 
owned investment corporation. 
Definitions [s. 186.1]: “bank” — 248(1), Interpretation Act 35(1); “business” — 
248(1); “corporation” — 248(1), Interpretation Act 35(1), “designated stock ex- 
change” — 248(1), 262; “insurance corporation” — 248(1); “non-resident-owned in- 
vestment corporation” — 133(8), 248(1); “prescribed” — 248(1); “prescribed labour- 
sponsored venture capital corporation” — Reg. 6701; “province” — Interpretation Act 
35(1); “taxation year” — 249. 
Regulations [s. 186.1]: 6701 (prescribed labour-sponsored venture capital corpora- 
tion); 6703 (prescribed investment contract corporation). 


Interpretation Bulletins [s. 186.1]: IT-269R4: Part IV tax on dividends received by 
a private corporation or a subject corporation. 


186.2 Exempt dividends — For the purposes of subsection 
186(1), dividends received in a taxation year by a corporation that 
was, throughout the year, a prescribed venture capital corporation 
from a corporation that was a prescribed qualifying corporation 
with respect to those dividends shall be deemed not to be taxable 
dividends. 

Definitions [s. 186.2]: “corporation” — 248(1), Interpretation Act 35(1); “dividend”, 
“prescribed” — 248(1); “prescribed venture capital corporation” — Reg. 6700; “taxa- 
ble dividend’ — 89(1), 248(1); “taxation year” — 249. 

Regulations [s. 186.2]: 6700 (prescribed venture capital corporation); 6704 (pre- 
scribed qualifying corporation). 


Interpretation Bulletins [s. 186.2]: IT-269R4: Part IV tax on dividends received by 
a private corporation or a subject corporation; IT-328R3: Losses on shares on which 
dividends have been received. 


187. (1) Information return — Every corporation that is liable to 
pay tax under this Part for a taxation year in respect of a dividend 
received by it in the year shall, on or before the day on or before 
which it is required to file its return of income under Part I for the 
year, file a return for the year under this Part in prescribed form. 


Related Provisions: 150(1)(a) — Corporations — Part I return; 150.1(5) — Elec- 
tronic filing; 186 — Tax payable on certain taxable dividends. ; 


Interpretation Bulletins: IT-269R4: Part IV tax on dividends received by a private 
corporation or a subject corporation. 


Forms: T2: Corporation income tax return, “Part IV Tax on Taxable Dividends Re- 
ceived”; T2 SCH 50: Shareholder information. 


(2) Interest — Where a corporation is liable to pay tax under this 
Part and has failed to pay all or any part thereof on or before the 
day on or before which the tax was required to be paid, it shall pay 
to the Receiver General interest at the prescribed rate on the amount 
that it failed to pay computed from the day on or before which the 
tax was required to be paid to the day of payment. 

Related Provisions: 161.1 — Offset of refund interest against arrears interest; 


221.1 — Application of interest where legislation retroactive; 248(11) — Interest com- 
pounded daily. 


Regulations: 4301(a). (prescribed rate of interest). 


(3) Provisions applicable to Part — Sections 151, 152, 158 
and 159, subsections 161(7) and (11), sections 162 to 167 and Divi- 
sion J of Part I are applicable to this Part with such modifications as 
the circumstances require. 

Definitions [s. 187]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “dividend”, “prescribed” — 248(1); “prescribed rate” — Reg. 4301; “taxa- 
tion year” — 249. 
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PART IV.1 — TAXES ON DIVIDENDS ON 
CERTAIN PREFERRED SHARES RECEIVED 
BY CORPORATIONS 


187.1 Definition of “excepted dividend” — In this Part, “ex- 
cepted dividend” means a dividend 


(a) received by a corporation on a share of the capital stock of a 
foreign affiliate of the corporation, other than a dividend re- 
ceived by a specified financial institution on a share acquired in 
the ordinary course of the business carried on by the institution; 


(b) received by a corporation from another corporation (other 
than a corporation described in any of paragraphs (a) to (f) of the 
definition “financial intermediary corporation” in subsection 
191(1)) in which it has or would have, if the other corporation 
were a taxable Canadian corporation, a substantial interest (as 
determined under section 191) at the time the dividend was paid; 


(c) received by a corporation that was, at the time the dividend 
was received, a private corporation or a financial intermediary 
corporation (within the meaning assigned by subsection 191(1)); 


(d) received by a corporation on a short-term preferred share of 
the capital stock of a taxable Canadian corporation other than a 
dividend described in paragraph (b) or (c) of the definition “ex- 
cluded dividend” in subsection 191(1); or 


(e) received by a corporation on a share (other than a taxable 
RFI share or a share that would be a taxable preferred share if 
the definition “taxable preferred share” in subsection 248(1) 
were read without reference to paragraph (a) of that definition) 
of the capital stock of a mutual fund corporation. 


Related Provisions: 191(4)(d) — Deemed excepted dividend. 


History: Para. 187.1(a) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 154, applicable 
to dividends received after 1987. Para. (a) formerly read: 


(a) received by a corporation on a share of the capital stock of a foreign affiliate 

of the corporation where the share was not acquired by the corporation in the 

ordinary course of the business carried on by the corporation; 
Definitions [s. 187.1]: “business” — 248(1); “carrying on business” — 253, “corpo- 
ration” —248(1), Interpretation Act 35(1); “dividend” — 248(1); “foreign affiliate” — 
248(1); “mutual fund corporation” — 131(8), 248(1); “private corporation” — 89(1), 
248(1); “received” — 248(7); “share”, “short-term preferred share”, “specified finan- 
cial institution” — 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxable 
preferred share”, “taxable RFI share” — 248(1). 


187.2 Tax on dividends on taxable preferred shares — 
Every corporation shall, on or before its balance-due day for a taxa- 
tion year, pay a tax under this Part for the year equal to 10% of the 
total of all amounts each of which is a dividend, other than an ex- 


cepted dividend, received by the corporation in the year on a taxa-_ 


ble preferred share (other than a share of a class in respect of which 
an election under subsection 191.2(1) has been made) to the extent 
that an amount in respect of the dividend was deductible under sec- 
tion 112 or 113 or subsection 138(6) in computing its taxable in- 
come for the year or under subsection 115(1) in computing its taxa- 
ble income earned in Canada for the year. 


Related Provisions: 
shares; 186(1.1) — Reduction in tax; 187.4— Amounts received ‘by partnerships; 
187.5 — Information return; 191(3) — Substantial interest; 191(4)(d) — Deemed divi- 
dends; 227(14) — No tax on corporation exempt under s. 149. 


History: S. 187.2 amended by 2003, c. 15, s. 121, applicable to taxation years that 
begin after June 2003. It formerly read: 


187.2 Every corporation shall, on or before the last day of the second month after 
the end of each taxation year, pay a tax under this Part for the year equal to 10% 
of the total of all amounts each of which is a dividend, other than an excepted 
dividend, received by the corporation in the year on a taxable preferred share 
(other than a share of a class in respect of which an election under subsection 
191.2(1) has been made) to the extent that an amount in respect of the dividend 
was deductible under section 112 or 113 or subsection 138(6) in computing its 
taxable income for the year or under subsection 115(1) in computing its taxable 
income earned in Canada for the year. 


Definitions [s. 187.2]: ‘amount’ — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “dividend” — 248(1); “excepted dividend” — 187.1; “teceived” — 248(7); 
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18(1)(t) — Tax. is mon-deductible; 87(4.2) — Exchanged 


— 


Part IV.1 — Preferred Share Dividends Rec’d by Corp’n 


“share” — 248(1); “taxable income” — 2(2), 248(1); “taxable income earned in Can- 
ada” — 115(1), 248(1); “taxable preferred share” — 248(1);)‘‘taxation year” — 249. 


Interpretation Bulletins: IT-88R2: Stock dividends. 
Advance Tax Rulings: ATR-46: Financial difficulty. 
Forms: T2 SCH 43: Calculation of Parts IV.1 and VI.1 taxes. 


187.3 (1) Tax on dividends on taxable RFI shares — Every 
restricted financial institution shall, on or before its balance-due day 
for a taxation year, pay a tax under this Part for the year equal to 
10% of the total of all amounts each of which is a dividend, other 
than an excepted dividend, received by the institution at any time in 
the year on a share acquired by any person before that time and 
after 8:00 p.m. Eastern Daylight Saving Time, June 18, 1987 that 
was, at the time the dividend was paid,.a taxable RFI share to the 
extent that an amount in respect of the dividend was deductible 
under section 112 or 113 or subsection 138(6) in computing its tax- 
able income for the year or under subsection 115(1) in computing 
its taxable income earned in Canada for the year. 

Related Provisions: 87(4.2) — Exchanged shares; 186(1.1) — Reduction in tax; 
187.3(2) — Time of acquisition of share; 187.4 — Partnerships; 187.5 — Information 
return; 191(3) — Substantial interest. 


History: Subsec. 187.3(1) amended by 2003, c. 15, s. 122, applicable to taxation years 
that begin after June 2003. Subsec. 187.3(1) formerly read: 


(1) Every restricted financial institution shall, on or before the last day of the 
second month after the end of each taxation year, pay, a tax under this Part for the 
year equal to 10% of the total of all amounts each of which is a dividend, other 
than an excepted dividend, received by the institution at any time in the year on a 
share acquired by any person before that time and after 8:00 p.m. Eastern 
Daylight Saving Time, June 18, 1987 that was, at the time the dividend was paid, 
a taxable RFI ‘share'to the extent that an amount in respect of the dividend was 
deductible under section 112 or 113 or subsection 138(6) in computing its taxa- 
ble income for the year or under subsection '115(1) in computing its taxable in- 
come earned in Canada for the year. 


Advance Tax Rulings: ATR-46: Financial difficulty. 


(2) Time of acquisition of share — For the purposes of subsec- 
tion (1), 


(a) a share of the capital stock of a corporation acquired by a 
person after 8:00 p.m. Eastern Daylight Saving Time, June 18, 
1987 pursuant to an agreement in writing entered into before 
that time shall be deemed to have been acquired by that person 
before that time; 


(b),,a share, of the capital stock of a corporation acquired by a 
person after 8:00. p.m. Eastern Daylight Saving Time, June 18, 
1987 and before 1988 as part of a distribution to the public made 
in accordance with the terms of a prospectus, preliminary pro- 
spectus, registration statement, offering memorandum or notice 
filed before 8:00 p.m. Eastern Daylight Saving Time, June 18, 
1987 with a public authority pursuant to and in accordance with 
the securities legislation of the jurisdiction in which’ the shares 
are distributed shall be deemed to have been acquired by that 
person before that time; 


(c) a share (in this paragraph referred to as the “new share”) of 
the capital stock of a corporation that is acquired by a person 
after 8:00 p.m. Eastern Daylight Saving Time, June 18, 1987 in 
exchange for 


(i) a share of a corporation that was issued before 8:00 p.m. 
Eastern Daylight Saving Time, June 18, 1987 or is a 
grandfathered share, or 


(ii) a debt obligation of a corporation that was issued before 
8:00 p.m. Eastern Daylight Saving Time, June 18, 1987, or 
issued after that time pursuant to an agreement in writing en- 
tered into before that time, 


where the right to the exchange for the new share and all or sub- 
stantially all the terms and conditions of the new share were es- 
tablished in writing before that time shall be deemed to have 
been acquired by that person before that time; 


(d).a share of a class of the capital stock of a Canadian corpora- 
tion listed on a designated stock exchange in Canada that is ac- 


S. 187.4 


quired’ by a person after 8:00 p.m. ‘Eastern? Daylight: Saving 
Time, June 18, 1987 on the exercise of a right 


(i) that was issued before that time and listed on a prescribed 
stock exchange in Canada, and 


(11) the terms of which at that time included the right to ac- 
quire the share, 


where. all. or substantially all the terms and.conditions. of the 
share were established in writing before that. time \shall..be 
deemed to have been acquired by that person. before. that time; 


(e) where a share that was owned by a particular restricted finan- 
cial institution at 8:00 p.m. Eastern Daylight Saving Time, June 
18, 1987 has, by one or more transactions between related re- 
stricted financial. institutions, been transferred to another. re- 
stricted financial institution, the share shall be deemed to have 
been acquired by the other restricted financial institution before 
that time unless at any particular time: after 8:00, p.m. Eastern 
Daylight Saving Time, June 18, 1987 and before the share was 
transferred to the other restricted financial institution the share 
was owned by a shareholder who, at that particular time, was,a 
person other than a restricted financial institution related to the 
other restricted financial institution; and 


(f) where, at any particular time, there has been an amalgama- 
tion within the meaning assigned by section 87, and 


(i) each of the predecessor corporations was a restricted fi- 
nancial institution throughout the period from 8:00 p.m. East- 
ern Daylight Saving Time, June 18, 1987 to the particular 
time and the predecessor corporations were related to each 
other throughout that period, or 


(ii) each of the predecessor corporations and the new corpo- 
ration is a corporation described in any. of paragraphs (a) to 
(d) of the definition “restricted financial institution” in sub- 
section 248(1), 


a taxable RFI share acquired by the new: corporation from a 
predecessor corporation on the amalgamation shall be deemed to 
have been acquired by the new corporation at the time. it was 
acquired. by the predecessor corporation. 

History: The opening words of para. 187.3(2)(d) amended to substitute “designated 


stock exchange” for “prescribed stock.exchange”’ by 2007, c. 35, para. 68(1)(a), appli- 
cable after December 13, 2007. 


Regulations: 3200 (repealed — for 
187.3(2)(d)(@)). 

Definitions [s. 187.3]: “amount” — 248(1); “class of shares” — 248(6); “designated 

stock exchange” — 248(1), 262; “dividend” — 248(1); “excepted dividend” — 187.1; 
“grandfathered: share”’, “person” — 248(1); “prescribed stock exchange in Canada” — 

Reg. 3200; “related” — 251(2); “restricted financial institution’, “share”, “specified fi- 

nancial institution — 248(1); “taxable income” — 2(2), 248(1); “taxable income 

earned in Canada” —115(1), 248(1); “taxable RFI share” — 248(1); “taxation 

year” —'249; “writing” — Interpretation Act 35(1). 

Regulations [s. 187.3]: 6201 (prescribed shares). 


Interpretation Bulletins [s. 187.3]: IT-88R2: Stock dividends. 


“prescribed stock exchange in Canada” in 


187.4 Partnerships — For the purposes of this Part, 


(a) all amounts received in a fiscal period by a partnership as, on 
account or in lieu of payment of, or in satisfaction of, dividends 
shall be deemed to have been received by each member of the 
partnership in the member’s fiscal period or taxation year in 
which the partnership’s fiscal period ends, to the extent. of that 
member’s share thereof; 


(b) each member of a partnership shall be deemed to own at any 
time that proportion of the number of the shares of each class of 
the capital stock of a corporation that are property of the partner- 
ship at that time that the member’s share of all dividends re- 
ceived on those shares by the partnership in its fiscal period that 
includes that time is of the total of all those dividends; and 


(c) a reference to a person includes a partnership. 


Definitions [s. 187.4]: “amount” — 248(1); “class of shares” — 248(6); 
dend” — 248(1); “fiscal . period’? — 249(2),. 249.1; “person” — 187.4(c), 
“share” — 248(1);.“‘taxation year’? — 249. 


“divi- 
248(1); 
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187.5 Information return — Every corporation liable to pay tax 
under this Part for a taxation year shall file with the Minister, not 
later than the day on or before which it is required by section 150 to 
file its return of income for the year under Part I, a return for the 
year under this Part in prescribed form containing an estimate of the 
taxes payable by it under sections 187.2 and 187.3 for the year. 
Related Provisions: 150.1(5) — Electronic filing. 

Definitions [s. 187.5]: “corporation” — 248(1), Interpretation Act 35(1); 
“prescribed” — 248(1); “taxation year” — 249. 

Forms: T2 SCH 43: Calculation of Parts [V.1 and VI.1 taxes. 


“Minister”, 


187.6 Provisions applicable to Part — Sections 152, 158 and 
159, subsections 161(1), (2) and (11), sections 162 to 167 and Divi- 
sion J of Part I are applicable to this Part with such modifications as 
the circumstances require. 


187.61 Provisions applicable— Crown corporations — 
Section 27 applies to this Part with any modifications that the cir- 
cumstances require. 


History: S. 187.61 added by 1998, c. 19, s. 201, applicable after 1987. 


PART V — TAX AND PENALTIES IN 
RESPECT OF REGISTERED CHARITIES 


History [Part V]: The heading to Part V amended by 2005, c. 19, s. 42 to replace 
“Tax” with “Tax and Penalties”, deemed to have come into force on March 23, 2004. 


187.7 Application of subsec. 149.1(1) — The definitions in 
subsection 149.1(1) apply to this Part. 
Origin of s. 187.7: R.S.C. 1985, c. 1 (Sth Supp.). 


188. (1) Deemed year-end on notice of revocation [of char- 
ity] — If on a particular day the Minister issues a notice of inten- 
tion to revoke the registration of a taxpayer as a registered charity 
under any of subsections 149.1(2) to (4.1) and 168(1) or it is deter- 
mined, under subsection 7(1) of the Charities Registration (Security 
Information) Act, that a certificate served in respect of the charity 
under subsection 5(1) of that Act is reasonable on the basis of infor- 
mation and evidence available, 


(a) the taxation year of the charity that would otherwise have 
included that day is deemed to end at the end of that day; 


(b) a new taxation year of the charity is deemed to begin imme- 
diately after that day; and 


(c) for the purpose of determining the charity’s fiscal period af- 
ter that day, the charity is deemed not to have established a fis- 
cal period before that day. 

Related Provisions: 188(2.1) — Conditions for 188(1) not to apply. 

History: Subsec. 188(1) amended by 2005, c. 19, subsec. 43(1), applicable in respect 


of notices issued and certificates served by the Minister of National Revenue after June 
12, 2005. The subsec. formerly read: 


(1) Revocation tax — Where the registration of a charity is revoked, the charity 
shall, on or before the day (in this subsection referred to as the “payment day”’) 
in a taxation year that is one year after the day on which the revocation is 


effective, 
(a) pay a tax under this Part for the year equal to the amount determined by 
the formula 
A+B-C-D-E-F 
where 


A is the total of all amounts each of which is the fair market value of an 
asset of the charity on the day (in this section referred to as the “valua- 
tion day”) that is 120 days before the day on which 


(i) the notice of the Minister’s intention to revoke the charity’s re- 
gistration is mailed, if the registration is revoked under subsection 
168(2), or 


(ii) the charity is, under subsection 5(1) of the Charities Registra- 
tion (Security Information) Act, served with a copy of a certificate, 
if the registration is revoked under subsection 168(3). 


Bis the total of all amounts each of which is the amount of a gift for 
which it issued a receipt described in subsection 110.1(2) or 118.1(2) in 
the period (in this section referred to as the “winding-up period”) that 


Income Tax Act 


begins on the valuation day and ends immediately before the payment 
day, or an amount received by it in the winding-up period from a regis- 
tered charity, 


Proposed Amendment — Former 188(1)(a)B [temporary] 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 126, pro- 
vides that in applying the description of B in para. 188(1)(a) in respect of gifts made 
to a charity after December 20, 2002, to the extent that those gifts are relevant in 
respect of notices of intention to revoke the registration of the charity and certificates — 
under subsec. 5(1) of the Charities Registration (Security Information) Act that are. 
issued by the Minister of National Revenue before J une 13, 2005, that description i is 
to be read as follows: 


~ B_ is the total of all amounts each. ot which i is the eligible amount of z a ait for 
~ which it issued a receipt described in subsection 110.1(2) or 118 Qin 
the period (in this section referred to as the “winding-up_ period”) that be- 
gins on the valuation day and ends immediately | before the payment day, — 
or an amount received by it in the b eminas> seh from a registered 
charity, ks 


Technical Notes (July 2010): Subsection 188(1) imposes a tax oe by a 
registered charity in respect of the revocation of the charity’s registration: The tax is _ 
generally equal to the total of the value of the assets of the charity plus the amount age 
receipted donations and inter-charity gifts received by the charity after the “valuation _ : 
day” of the charity’s assets, net of certain eligible disbursements. ar 


Subsection 188(1) is amended consequential to the addition of new enlisscen 
248(31), in respect of gifts made after December 20, 2002, to refer to the “eligible ; 
amount” of a gift for which a receipt was issued by the charity. For additional infor- 
mation, see the commentary to new subsection 248(31). 


C is the total of all amounts each of which is the fair market value, at the 
time of the transfer, of an asset transferred by it in the winding-up pe- 
riod to a qualified donee, 


D is the total of all amounts each of which is expended by it in the wind- 
ing-up period on charitable activities carried on by it, 


E | is the total of all amounts each of which is paid by it in the winding-up 
period in respect of its debts that were outstanding on the valuation day 
and not included in determining the value of D, and 


F is the total of all amounts each of which is a reasonable expense in- 
curred by it in the winding-up period and not included in determining 
the value of D; and 


(b) file with the Minister a return in prescribed form and containing pre- 
scribed information, without notice or demand therefor. 


The description of A in para. 188(1)(a) amended by 2001, c. 41, s. 116, in force De- 
cember 24, 2001. The description of A formerly read: 


A. is the total of all amounts each of which is the fair market value of an asset 
of the charity on the day (in this section referred to as the “valuation day”) 
that is 120 days before the day on which notice of the Minister’s intention to 
revoke its registration is mailed, 


Subsec. 188(1) substituted by 1994, c. 21; s. 84, applicable where the registration of a 
charity is revoked pursuant to a notice of intention to revoke its registration that is 
mailed after 1992. That subsec. formerly read: 


(1) Where the registration of a charity is revoked, the charity shall, on or before 
the day in a taxation year that is one year after the day on which the revocation is 
effective, pay a tax for the year under this Part equal to the amount, if any, by 
which the total of 


(a) the fair market value, on the day that notice of the Minister’s intention to 
revoke its registration is mailed, of all its assets on that day, and 


(b) the total of all gifts for which it issued receipts described in subsection 
110.1(2) or 118.1(2) after the day referred to in paragraph (a) and all 
amounts received after that day from registered charities 


exceeds the total of 


(c) the fair market value on the day referred to in paragraph (a) of each asset 
of the charity transferred by it to a qualified donee within the period com- 
mencing immediately after that day and expiring at the end of one year from 
the day on which the revocation is effective, 


(d) amounts expended by it within the period described in paragraph (c) on 
charitable activities carried on by it, 


(e) amounts paid by the charity after the day referred to in paragraph (a) in 
respect of bona fide debts of the charity that were outstanding on that day, 
and 


(f) the amount of such reasonable expenses as are incurred by the charity 
within the period described in paragraph (c). 
Para. 188(1)(b) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 155, applicable to 1988 
et seq. Para. (b) formerly read: 


(b) the total of all amounts each of which is an amount of a gift for which it 
issued a receipt described in paragraph 110.1(1)(a) or subsection 118.1(2) after 
the day referred to in paragraph (a) or an amount received after that date from a 
registered charity. 
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Part V — Tax re Registered Charities 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]. 


(1.1) Revocation tax — A charity referred to in subsection (1) is 
liable to a tax, for its taxation year that is deemed to have ended, 
equal to the amount determined by the formula 


A=B 
where 
A is the total of all amounts, each of which is 


(a) the fair market value of a property of the charity at the 
end of that taxation year, 


(b) the amount of an appropriation (within the meaning as- 
signed by subsection (2)) in respect of a property transferred 
to another person in the 120-day period that ended at the end 
of that taxation year, or 


(c) the income of the charity for its winding-up period, in- 
cluding gifts received by the charity in that period from any 
source and any income that would be computed under sec- 
tion 3 as if that period were a taxation year; and 


B. is the total of all amounts (other than the amount of an expendi- 
ture in respect of which a deduction has been made in comput- 
ing income for the winding-up period under paragraph (c) of the 
description of A), each of which is 


(a) a debt of the charity that is outstanding at the end of that 
taxation year, 


(b) an expenditure made by the charity during the winding- 
up period on charitable activities carried on. by it, and 


(c) an amount in respect of a property transferred by the 
charity during the winding-up period and not later than the 
latter>!of one year from. the end of the taxation year and the 
day, if any, referred to in paragraph (1.2)(c), to a person that 
was at the time of the transfer an eligible donee in respect of 
the charity, equal to the amount, if any, by which the fair 
market value of the property, when transferred, exceeds the 
consideration given by the person for the transfer. 
Related Provisions: 149.1(1.1)(c) — Amount transferred under B(c) deemed not 
expended on charitable activities; 149.1(6.4) — Application to registered national arts 
service organizations; 188(1.2), (1.3) “Winding-up period”, “eligible donee”; 
188(2) — Transferee of property liable for tax; 188(2.1) — Conditions for 188(1.1) not 
to apply; 189(6.1) — Return and payment required within one year; 189(6.2) — Re- 
duction of revocation tax liability; 189(7) — Assessment of revocation tax; 
225.1(1.1)(a) — No collection action for one year; 257 — Formula cannot calculate to 
less than zero. 


History: Subsec. 188(1.1) added by 2005, c. 19, subsec. 43(1), applicable in respect of 
notices issued and certificates served by the Minister of National Revenue after June 
12, 2005. 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]. 
Charities Policies: CPC-020: Revocation tax. 


(1.2) Winding-up period — In this Part, the winding-up period of 
a charity is the period that begins immediately after the day on 
which the Minister issues a notice of intention to revoke the regis- 
tration of a taxpayer as a registered charity under any of subsections 
149.1(2) to (4.1) and 168(1) (or, if earlier, immediately after the day 
on which it is determined, under subsection 7(1) of the Charities 
Registration (Security Information) Act, that a certificate served in 
respect of the charity under subsection 5(1) of that Act is reasonable 
on the basis of information and evidence available), and that ends 
on the day that is the latest of 


(a) the day, if any, on which the charity files a return under sub- 
section 189(6.1) for the taxation year deemed by subsection (1) 
to have ended, but not later than the day on which the charity is 
required to file that return, 


(b) the day on which. the Minister last issues a notice, of assess- 
ment of tax payable under subsection (1.1) for that taxation year 
by the charity, and 


Sl sic, Should be “later” — ed: 


S. 188(2.1) 


(c) if the charity has filed a notice of objection or appeal in re- 
spect of that assessment, the day on which the Minister may take 
a collection action under section 225.1 in respect of that tax 
payable. 

History: Subsec; 188(1.2) added by 2005, c. 19; subsec. 43(1), applicable in respect of 


notices issued and certificates served by the Minister, of National Revenue after, June 
12, 2005. 


(1.3) Eligible donee — In this Part, an eligible donee in respect of 
a particular charity is a registered charity 


(a) of which more than 50% of the members of the board of 
directors, or trustees of the registered, charity deal at,arm’s length 
with each member of the board of directors or trustees. of the 
particular charity; 


(b) that is not the subject of a suspension under subsection 
188.2(1); 


(c) that has no unpaid liabilities under this Act or under the Ex- 
cise Tax Act; 


(d) that has filed all information returns required by subsection 
149.1(14); and 


(e) that is not the subject of a certificate under subsection 5(1) of 
the Charities Registration (Security Information) Act or, if it is 
the subject of such ‘a certificate, the certificate has: been deter- 
mined under subsection 7(1) of that Act not to be reasonable. 
History: Subsec. 188(1.3) added by 2005, c. 19, subsec. 43(1), applicable in respect of 


notices issued and certificates served by the Minister of National Revenue after June 
12, 2005. 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]. 


(2) Shared liability — revocation tax — A person who, after 
the time that is 120 days before the end of the taxation year of a 
charity that is deemed by subsection (1) to have ended, receives 
property from the charity, is jointly and severally, or solidarily, lia- 
ble with the charity for the tax payable under subsection (1.1) by 
the charity for that taxation year for an amount not exceeding the 
total of all appropriations, each of which is the amount by which the’ 
fair market value of such a property at the time it was so received 
by the person exceeds the consideration given by the person in re- 
spect of the property. : 

Related Provisions: 160(1) — General rule making transferee of property liable. 

History: Subsec. 188(2) amended by 2005, c. 19, subsec. 43(1), applicable in respect 


of notices issued and certificates served by the Minister of National Revenue after June 
12, 2005. The subsec. formerly read: 


(2) Idem — A, person (other than a qualified donee) who, after the valuation day 
of a charity, receives an amount from the charity is jointly and severally liable 
with the charity for the tax payable under subsection (1) by the charity in an 
amount not exceeding the amount by which the total of all such amounts so 're- 
ceived by the person exceeds the total of all amounts each of which is 


(a) a portion of such an amount that is included in determining an amount in 
the description of C,-D, E or F in subsection (1) in respect of the charity, or 
(b) the consideration given by the person in respect of such an amount. 
Subsec. 188(2) substituted by 1994, .c. 21, s. 84, applicable where the registration of a 
charity is revoked pursuant to a notice of intention to revoke its registration that is 
mailed after 1992. That subsec. formerly read: 
(2) A person (other than a qualified donee) who, on or after the day that notice of 
the Minister’s intention to revoke the registration of a charity is mailed, receives 
any amount from that charity is jointly and severally liable with the charity for 
the tax imposed on the charity by subsection (1) in an amount not exceeding the 
amount by which the amount so received by the person from the charity exceeds 
the total of: 
(a) the total of amounts so received by the person from the charity each of 
which is an amount described in paragraph (1)(d), (e) or (f), and 
(b) the consideration, if any, given by the person in respect of the amount so 
received by the person. 


Charities Policies: CPC-020: Revocation tax. 


(2.1) Non-application of revocation tax — Subsections (1) and 
(1.1) do not apply to a charity in respect of a notice of intention to 
revoke given under any of subsections 149.1(2) to (4.1) and 168(1) 
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if the Minister abandons the intention and so notifies the charity or 
if 
(a) within the one-year period that begins immediately after the 
taxation year of the charity otherwise deemed by subsection (1) 
to have ended, the Minister has registered the charity as a chari- 
table organization, private foundation or public foundation; and 


(b) the charity has, before the time that the Minister has so regis- 
tered the charity, 


(i) paid all amounts, each of which is an amount for which 
the charity is liable under this Act (other than subsection 
(1.1)) or the Excise Tax Act in respect of taxes, penalties and 
interest, and 


(ii) filed all information returns required by or under this Act 
to be filed on or before that time. 
History: Subsec. 188(2.1) added by 2005, c. 19, subsec. 43(1), applicable in respect of 


notices issued and certificates served by the Minister of National Revenue after June 
12, 2005. 


(3) Transfer of property tax — Where, as a result of a transac- 
tion or series of transactions, property owned by a registered charity 
that is a charitable foundation and having a net value greater than 
50% of the net asset amount of the charitable foundation immedi- 
ately before the transaction or series of transactions, as the case may 
be, is transferred before the end of a taxation year, directly or indi- 
rectly, to one or more charitable organizations and it may reasona- 
bly be considered that the main purpose of the transfer is to effect a 
reduction in the disbursement quota of the foundation, the founda- 
tion shall pay a tax under this Part for the year equal to the amount 
by which 25% of the net value of that property determined as of the 
day of its transfer exceeds the total of all amounts each of which is 
its tax payable under this subsection for a preceding taxation year in 
respect of the transaction or series of transactions. 

Related Provisions: 149.1(6.4) — Application to registered national arts. service 


organizations; 188(3.1) — 188(3) does not apply to gift to which penalty under 
188.1(11) or (12) applies; 248(10) — Series of transactions. 


(3.1) Non-application of subsec. (3) — Subsection (3) does not 
apply to a transfer that is a gift to which subsection 188.1(11) or 
(12) applies. 

History: Subsec. 188(3.1) amended by 2010, c. 25, s. 50, to substitute “188.1(11) or 
(12)” for “188.1(11)”, applicable to taxation years that end after March 3, 2010. 


Subsec. 188(3.1) added by 2005, c. 19, subsec. 43(2), applicable in respect of taxation 
years that begin after March 22, 2004. 


(4) Idem — Where property has been transferred to a charitable or- 
ganization in circumstances described in subsection (3) and it may 
reasonably be considered that the organization acted in concert with 
a charitable foundation for the purpose of reducing the disburse- 
ment quota of the foundation, the organization is jointly and sever- 
ally liable with the foundation for the tax imposed on the founda- 
tion by that subsection in an amount not exceeding the net value of 
the property. 


Proposed Amendment — 188(4) 


(4) Joint and several, or solidary, liability — tax trans- 
fer — If property has been transferred to a charitable organization 
in circumstances described in subsection (3) and it may reasona- 
bly be considered that the organization acted in concert with a 
charitable foundation for the purpose of reducing the disburse- 
ment quota of the foundation, the organization is jointly and sev- 
erally, or solidarily, liable with the foundation for the tax imposed 
on the foundation by that subsection in an amount not exceeding 
the net value of the property. i 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 238, will 
amend subsec. 188(4) to read as above, to come into force on Royal Assent. 
Technical Notes (July 2010): Sce under 12(4). 


(5) Definitions — In this section, 


“net asset amount” of a charitable foundation at any time means 
the amount determined by the formula 


Income Tax Act 


A-B 
where 


A is the fair market value at that time of all the property owned by 
the foundation at that time, and 


Bis the total of all amounts each of which is the amount of a debt 
owing by or any other obligation of the foundation at that time; 
Related Provisions: 257 — Formula cannot calculate to less than zero. 


“net value” of property owned by a charitable foundation, as of the 
day of its transfer, means the amount determined by the formula 


A-B 
where 
A is the fair market value of the property on that day, and 


B is the amount of any consideration given to the foundation for 
the transfer. 

Related Provisions: 257 — Formula cannot calculate to less than zero. 
Definitions [s. 188]: “amount” — 248(1); “arm’s length” — 251(1), “assessment” — 
248(1); “charitable foundation”, “charitable organization”, “charitable purposes”, 
“charity”, “disbursement quota” — 149.1(1), 187.7; “eligible amount” — 248(31), 
(41); “eligible donee” — 188(1.3); “fiscal period” — 249.1; “Minister” — 248(1); “net 
asset amount”, “net value” — 188(5); “non-qualified investment” — 149.1(1), 187.7; 
“person”, “prescribed” — 248( 1); “private foundation” — 149.1(1), 248(1); “pro- 
perty” — 248(1); “public foundation” — 149.1(1), 248(1); “qualified donee”, “quali- 
fied investment” — 149.1(1), 187.7; “registered charity” — 248(1); “related busi- 
ness” —- 149.1(1), 187.7; “series of transactions” — 248(10); “specified gift” — 
149.1(1), 187.7; “taxation year” — 249; “taxpayer” — 248(1); “valuation day” — 
188(1)(a)A; “winding-up period” — 188(1.2). 


188.1 (1) Penalties for charities — carrying on business — 
Subject to subsection (2), a registered charity is liable to a penalty 
under this Part equal to 5% of its gross revenue for a taxation year 
from any business that it carries on in the taxation year, if the regis- 
tered‘ charity 

(a) is a private foundation; or 

(b) is not a private foundation and the business is not.a related 

business in relation to the charity. 
Related Provisions: 149.1(2)(a) — Revocation of charitable organization for carry- 
ing on unrelated business; 149.1(3)(a) — Revocation of public foundation for carrying 
on unrelated business: 149.1(4)(a) — Revocation of private foundation for carrying on 
any business; 188.1(2) — Increased penalty on second assessment, 189(6.3) — Reduc- 
tion of penalty if funds transferred to another charity; 189(7), (8) — Assessment of 


penalty and administrative procedures; 241(3.2)(g) — Penalty notice may be disclosed 
to the public. 


(2) Increased penalty for subsequent assessment — A 
registered charity that, less than five years before a particular time, 
was assessed a liability under subsection (1) or this subsection, for a 
taxation year, is liable to a penalty under this Part equal to its gross 
revenue for a subsequent taxation year from any business that, after 
that assessment and in the subsequent taxation year, it carries on at 
the particular time if the registered charity 


(a) is a private foundation; or 


(b) is not a private foundation and the business is not a related 
business in relation to the charity. 
Related Provisions: 188.2(1)(a) — Mandatory one-year suspension of charity’s 
ability to issue receipts; 189(6.3) — Reduction of penalty if funds transferred to an- 
other charity; 189(7), (8) — Assessment of penalty and administrative procedures; 
241(3.2)(g) — Penalty notice may be disclosed to the public. 


(3) Control of corporation by a charitable foundation — If 
at a particular time a charitable foundation has acquired control 
(within the meaning of subsection 149.1(12)) of a particular corpo- 
ration, the foundation is liable to a penalty under this Part for a tax- 
ation year equal to 


(a) 5% of the total of all amounts, each of which is a dividend 
received by the foundation from the particular corporation in the 
taxation year and at a time when the foundation so controlled the 
particular corporation, except if the foundation is liable under 
paragraph (b) for a penalty in respect of the dividend; or 


(b) if the Minister has, less than five years before the particular 
time, assessed a liability under paragraph (a) or this paragraph 
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for a preceding taxation year of the foundation in respect ofa 
_ dividend received from any ‘corporation, the total of all amounts, 
each of which is a dividend received, after the particular time, 
by the foundation, from the particular corporation, in, the taxa- 
tion year and at a time, when the foundation so controlled. the 
particular corporation. 
Related Provisions: 149:1(3)(c) —Reyocation of public: fotridation for acquiring 
control of a corporation; 149.1(4)(c) — Revocation, of private foundation for acquiring 
control of a corporation; 189(6.3) — Reduction of penalty if funds transferred to an- 
other charity; 189(7), (8) — Assessment of penalty and administrative procedures; 
241(3.2)(g) — Penalty notice may be disclosed to the public. 


(3.1) Penalty for excess corporate holdings — A private 
foundation is liable:to a penalty‘ under this Part for a taxation year, 
in respect of a class of shares of the capital stock of a corporation, 
equal to 


(a) 5% of the amount, if any, determined by multiplying the di- 
vestment obligation percentage of the private foundation for the 
taxation year in respect of the class by the total fair market value 
of all of the issued and outstanding shares of the class; except if 
the private foundation is liable for the taxation year ander para- 
graph (b) for a penalty i in respect of the class; or 


(b) 10% of the amount, if any, determined by multiplying the 
divestment obligation percentage of the private foundation for 
the taxation year in respect of the class by the total fair market 
value of all of the issued and outstanding shares of the class, if 


(i) the private foundation has failed to disclose, in: its return 
required under, subsection 149,1(14) for the.taxation. year, 


(A) a material transaction, in the taxation year, of the Be 
vate foundation.in. respect of the class, 


(B).a material interest held at the end of the taxation year: 
by a relevant aaieg in respect of the private foundation, 
or 


(C) the total corporate holdings percentage of the private 
foundation in respect of the class ‘at the end of the taxa- 
tion year, unless at no time in the taxation year the private 
foundation held greater than an insignificant interest in re- 
spect of the class, or 


(ii) the Minister has, less than five years before. the.end of the 
taxation year, assessed a liability under paragraph (a) or this 
paragraph for a preceding taxation, year of the private, foun- 
dation in respect of any divestment obligation percentage. , 


Related Provisions:  149.2(10)— Shares held through a, trust on, March.18/07; 
188.1(3.2)—(3.5), — Avoidance of divestment obligation. 


History: Subsec. 188.1(3.1) added by 2007, c. 35, s. 56, in force on December' 14, 
2007. 


Forms: T2082: Excess corporate holdings regime for private foundations [guide]. 


(3.2) Avoidance of divestiture — If, at the end of a taxation 
year, a private foundation would — but for a transaction or series of 
transactions entered into by the private foundation or a relevant. per- 
son in respect of the private foundation (in this subsection referred 
to.as the “holder’’) a result of which is that the holder holds, directly 
or indirectly, an interest’ (or for civil: law, a right), in a corporation 
other than shares — have .a divestment. obligation percentage for 
that taxation year in respect of the private foundation’s holdings of 
a class of shares of the capital stock of the corporation, and it ican 
reasonably ‘be considered that a purpose of the transaction or series 
is to avoid that divestment obligation percentage by substituting 
shares of the class for that interest or right, for the purposes of ap- 
plying this section, subsection 149.1(1) and ‘section: 149.2, 


(a) each of those interests or rights is deemed to have been-con- 
verted, immediately after the time it was first held, directly or 
indirectly by the holder, into that number of shares of that class 
that would, if those shares were shares of the class that were 
issued by the corporation, have a fair market value equal to the 
fair market value of the interest or right at that time; 


(b) each such share is deemed to be a share that is issued. by the 
corporation and: outstanding and to continue to be held by the 


S. 188.1(3.5)(a) 


holder until such time.as the holder no longer holds the interest 
or right; and 


(c) each of those shares is deemed to have a fair market value, at 
the particular time, equal to the fair market value, at the particu- 
lar.time, of a share of the. class issued. by the. corporation, deter- 
mined without reference to this subsection. 


Related Provisions: 188.1(3.3)-(3. bs — Anti-avoidance rule re ownership through 
trust. 


History: Para; 188.1(3.2)(c) bandied by 2009, c. 2, subsec. 62(1), applicable to taxa- 
tion years, of private foundations, that begin after February..25,.2008. The para: for- 
merly read: 


(c) each such share is deemed to have a fair market value, at any particular time, 
equal to the fair market value, at the particular time, of a share of the class issued 
by the corporation. 


Subsec. 188.1(3.2) added by 2007, c. 35, s. 56, in force on December 14, 2007. 
Forms: T2082: Excess corporate holdings regime for private foundations [guide]. 


(3.3) Where subsec. (3.5) applies — Subsection (3.5) applies 
to a private foundation at a ‘particular time in a taxation year if 


(a) at the particular time, a person (in this subsection and subsec- 
tion (3.5) referred to:as an “insider” of the private foundation) 
that is the private foundation; or is a relevant: person in respect 
of the private foundation, is; a beneficiary under a, trust; 


(b) at or before) the ‘particular time 
(i) the insider acquired an interest in or under the trust, or 
(ii) the trust acquired a property; 
(c) it may reasonably be considered that a purpose of the acqui- 
sition described in paragraph: (b) was.to hold, directly or: indi- 


rectly, shares of a class of the capital stock of a corporation (re- 
ferred to in subsection (3.5) as the “subject corporation’); 


(d) the shares described in paragraph (c) would, if they were 
held by the insider, cause the private foundation to have a di- 
vestment obligation percentage for the taxation year; and 


(e) at the particular time, the insider holds the interest described 
in subparagraph (b)(i), or the trust holds the property described 
in subparagraph (b)(ii), as the case may be. 

Related Provisions: 188.1(3.4),— Interpretation. 


History: Subsec: 188.1(3.3) added by 2009; c. 2; subsec. 62(2), applicable to taxation 
years, of private foundations, that begin after February 25, 2008. 


(3.4) Rules applicable — For the purpose of subsections (3.3) 
and (3.5), 


(a) interests (or, for divi law, rights), other than shares, of a trust 
in-a corporation that,entitle the trust to a right described in para- 

. graph 25.1(5)(b) in respect.of a class of the capital stock of the 
corporation, are, deemed. to be converted into shares of that class 
in the manner. described by paragraph (3.2)(a); and 


(b) if the‘ amount of income or capital of the trust that a person 
may receive as a beneficiary under the trust depends on the exer- 
cise by any person of, or the failure by any person to exercise, a 
discretionary. power, that person is deemed to have fully exer- 
cised, or to have failed to exercise, the power, as the case may 
be. 


History: Subsec..188.1(3.4) added by 2009, c, 2, subsec. 62(2), applicable to. taxation 
years, of private foundations, that begin after February 25, 2008. 


(3.5) Avoidance of divestiture — If this subsection applies to a 
private foundation at a particular time in respect of an interest of an 
insider, of the private foundation in a trust, for the.purposes of ap- 
plying this section, subsection 149.1(1) and section 149.2, 


(a) the, insider is deemed. to hold at. the particular time, in ‘addi- 
tion to.any shares of the capital stock of the subject corporation 
that it holds otherwise than because of this subsection, the num- 
ber of shares, of the class of shares referred to in paragraph 
(3.3)(c), determined by the formula 


AxB/C 
where 
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A. is the number of shares of that class that are held, directly or 
indirectly, by the trust at the particular time, 


B. is the total fair market value of all interests held by the in- 
sider in the trust at the particular time, and 


C is the total fair market value of all property held by the trust 
at the particular time; 


(b) each of those shares is deemed to be a share that is issued by 
the subject corporation and outstanding and to continue to be 
held by the holder until such time as the holder no longer holds 
the interest or right; and 


(c) each of those shares is deemed to have a fair market value, at 
the particular time, equal to the fair market value, at the particu- 
lar time, of a share of the class issued by the subject corporation, 
determined without reference to this subsection. 
Related Provisions: 188.1(3.3) — Conditions for 188.1(3.5) to apply; 188.1(3.4) — 
Interpretation. 


History: Subsec. 188.1(3.5) added by 2009, c. 2, subsec. 62(2), applicable to'taxation 
years, of private foundations, that begin after February 25, 2008. 


(4) Undue benefits — A registered charity that, at a particular 
time in a taxation year, confers on a person an undue benefit is lia- 
ble to a penalty under this Part for the taxation year equal to 


(a) 105% of the amount of the benefit, except if the charity is 
liable under paragraph (b) for a penalty in respect of the benefit; 
or 


(b) if the Minister has, less than five years before the particular 
time, assessed a liability under paragraph (a) or this paragraph 
for a preceding taxation year of the charity and the undue benefit 
was conferred after that assessment, 110% of the amount of the 
benefit. 
Related Provisions: 149.1(1)“charitable foundation”, 149.1(1)“charitable organiza- 
tion’(b) — No benefit to be available to any member, shareholder, etc.; 188.1(5) — 
Meaning of “undue benefit”; 188.2(1)(b) — One-year suspension of charity’s ability to 
issue receipts; 189(6.3) — Reduction of penalty if funds transferred to another charity; 
189(7), (8) — Assessment of penalty and administrative procedures; 241(3.2)(g) — 
Penalty notice may be disclosed to the public. 


(5) Meaning of undue benefits — For the purposes of this Part, 
an undue benefit conferred on a person (referred to in this Part as 
the “beneficiary”) by a registered charity includes a disbursement 
by way of a gift or the amount of any part of the income, rights, 
property or resources of the charity that is paid, payable, assigned 
or otherwise made available for the personal benefit of any. person 
who is a proprietor, member, shareholder, trustee or settlor of the 
charity, who has contributed or otherwise paid into the charity more 
than 50% of the capital of the charity, or who deals not at arm’s 
length with such a person or with the charity, as well as any benefit 
conferred on a beneficiary by another person, at the direction or 
with the consent of the charity, that would, if it were not conferred 
on the beneficiary, be an amount in respect of which the charity 
would have a right, but does not include a disbursement or benefit 
to the extent that it is 


(a) an amount that is reasonable consideration or remuneration 
for property acquired by or services rendered to the charity; 


(b) a gift made, or a benefit conferred, in the course of a charita- 
ble act in the ordinary course of the charitable activities carried 
on by the charity, unless it can reasonably be considered that the 
eligibility of the beneficiary for the benefit relates solely to the 
relationship of the beneficiary to the charity; or 


(c) a gift to a qualified donee. 


Related Provisions: 149.1(1)“charitable foundation”, 149:1(1)‘‘charitable organiza- 
tion”(b) — No benefit to be available to any member, shareholder, etc. 


(6) Failure to file information returns — Every registered 
charity that fails to file a return for a taxation year as and when 
required by subsection 149.1(14) is liable to a penalty equal to 
$500. 


Related Provisions: 168(1)(c) — Revocation of registration for failing to file infor- 
mation return; 189(6.3) — Reduction of penalties exceeding $1,000 per taxation year if 
funds transferred to another charity; 189(7), (8) — Assessment of penalty and adminis- 
trative procedures; 241(3.2)(g) — Penalty notice may be disclosed to the public. 


Income Tax Act 


Registered Charities Newsletters: 28 (new re-registration process). 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]. 


(7) Incorrect information — Except where subsection (8) or (9) 
applies, every registered charity that issues, in a taxation year, a re- 
ceipt for a gift otherwise than in accordance with this Act and the 
regulations is liable for the taxation year to a penalty equal to 5% of 
the amount reported on the receipt as representing the amount in 
respect of which a taxpayer may claim a deduction under subsection 
110.1(1) or a credit under subsection 118.1(3). 


Related Provisions: 168(1)(d) — Revocation of registration for issuing incorrect 


receipt; 188.1(8) — Increased penalty for subsequent assessment, 188.1(9) — Penalty 


for false statement relating to receipt; 189(6.3) — Reduction of penalty if funds trans- 
ferred to another charity; 189(7), (8) — Assessment of penalty and administrative pro- 
cedures: 225.1(1)(b)—No collection action for one year from assessment, 
241(3.2)(g) — Assessment notice may be disclosed to the public. 


' 
! 


(8) Increased penalty for subsequent assessment — Ex- 


cept where subsection (9) applies, if the Minister has, less than five 
years before a particular time, assessed a penalty under subsection 
(7) or this subsection for a taxation year of a registered charity and, 
after that assessment and in a subsequent taxation year, the charity 
issues, at the particular time, a receipt for a gift otherwise than in 
accordance with this Act and the regulations, the charity is liable for 
the subsequent taxation year to a penalty equal to 10% of the 
amount reported on the receipt as representing the amount in re- 
spect of which a taxpayer may claim a deduction under subsection 
110.1(1) or a credit under subsection 118.1(3). 


Related Provisions: 189(6.3) — Reduction of penalty if funds transferred to another 
charity; 189(7), (8) — Assessment of penalty and administrative procedures. 


(9) False information — If at any time a person makes or fur- 
nishes, participates in the making of or causes another person to 
make or furnish a statement that the person knows, or would rea- 
sonably be expected to know but for circumstances amounting to 
culpable conduct (within the meaning assigned by subsection 
163.2(1)), is a false statement (within the meaning assigned by sub- 
section 163.2(1)) on a receipt issued by, on behalf of or in the name 
of another person for the purposes of subsection 110.1(2) or 
118.1(2), the person (or, where the person is an officer, employee, 
official or agent of a registered charity, the registered charity) is 
liable for their taxation year that includes that time to a penalty 
equal to 125% of the amount reported on the receipt as representing 


‘the amount in respect of which a taxpayer may claim a deduction 


under subsection 110.1(1) or a credit under subsection 118.1(3). 


Related Provisions: 163.2(2), (4) — Alternative penalties; 188.1(10) — No double 
penalty under 163.2 and 188.1(9); 188.2(1)(b) — Mandatory one-year suspension of 
charity’s ability to issue receipts if penalties exceed $25,000; 189(6.3) — Reduction of 
penalty if funds transferred to another charity, 189(7), (8) — Assessment of penalty 
and administrative procedures. 


(10) Maximum amount — A person who is liable at any time to 


penalties under both section 163.2 and subsection (9) in respect of 


the same false statement is liable to pay only the greater of those 
penalties. 


(11) Delay of expenditure — If, in a taxation year, a registered 
charity has entered into’a transaction (including a gift to another 
registered charity) and it may reasonably be considered that a pur- 


pose of the transaction was to avoid or unduly delay the expenditure: 


of amounts on charitable activities, the registered charity is liable to 
a penalty under this Act for its taxation year equal to 110% of the 
amount of expenditure avoided or delayed, and in the case of a gift 
to another registered charity, both charities are jointly and severally, 
or solidarily, liable to the penalty. 

Related Provisions: 149.1(4.1) — Revocation for making gift for purpose of undue 
delay; 188(3.1) — 188(3) does not apply to gift where 188.1(11) applies; 189(6.3) — 
Reduction of penalty if funds transferred to another charity, 189(7), (8) — Assessment 
of penalty and administrative procedures. 


History: Subsec. 188.1(11) amended by 2010, c. 25, s. 51, applicable to taxation years 
that end after March 3, 2010. It formerly read: 


(11) If, in a taxation year, a registered charity has made a gift of property to 
another registered charity and it may reasonably be considered that one of the 
main purposes for the making of the gift was to unduly delay the expenditure of 
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amounts on charitable activities, each of those charities is jointly and severally, 
or solidarily, liable to a penalty under this Act for its respective taxation year 
equal to 110% of the fair market value of the property. 


- (12) Gifts not at arm’s length — If a registered charity has ina 
taxation year received a gift of property (other than a designated 
gift) from another registered charity with which it does not deal at 
arm’s length and it has expended, before the end of the next taxa- 
tion year, in addition to its disbursement quota for each of those 
taxation years, an amount that is less than the fair market value of 
the property, on charitable activities carried on by it or by way of 
gifts made to qualified donees with which it deals at arm’s length, 
the registered charity is liable to a penalty under this Act for that 
subsequent taxation year equal to 110% of the difference between 
the fair market value of the property and the additional amount 
expended. 

Related Provisions: 188(3.1) — 188(3) does. not apply to gift where 188.1(12) 
applies. 
History [s. 188.1(12)]: Subsec. 188.1(12) added by 2010, c. 25, s. 51, applicable to 


taxation years that end after March 3, 2010. 


History [s. 188.1]: S. 188.1 added by 2005, c. 19, s. 44, applicable in respect of 
taxation years that begin after March 22, 2004. 

Definitions [s. 188.1]: “amount” — 248(1); “arm’s ‘length’ — 251(1); “assess- 
ment” — 248(1); “beneficiary” — 188.1(5); “business” — 248(1); “class” of shares — 
248(6); “control” — 149.1(12), 256(5.1); “corporation” — 248(1), Interpretation Act 
35(1); “culpable conduct” — 163.2(1); “designated gift”, “divestment obligation per- 
centage” —149.1(1);. “dividend”, “employee” — 248(1); “‘false.. statement” — 
163.2(1); “gross revenue” — 248(1); “insider” — 188.1(3.3)(a); “material interest” — 
149.2(1); “material transaction” — 149.1(1), 149.2(2); “Minister”, “officer”, “per- 
son” — 248(1); “private foundation” — 149.1(1), 248(1); “property” — 248(1); “quali- 
fied donee” — 149.1(1), 188.2(3)(a)Gi); 248(1); “registered charity”, “regulation” — 
248(1); “related” — 251(2)-(6); “share”, “shareholder” — 248(1); “subject. corpora- 
tion” — 188.1(3.3)(c); “taxation year” — 249; “taxpayer” — 248(1);. “total corporate 
holdings percentage” — 149.1(1); “trust” — 104(1), 248(1), (3). 

Registered Charities Newsletters: 19 (introduction of intermediate sanctions); 27 
(introducing guidelines for applying the new sanctions); 28 (objections and appeals on 
issues relating to charities). 


Forms: T4118: Auditing charities [booklet]. 


188.2 (1) Notice of suspension with assessment — The 
Minister shall, with an assessment referred to in this subsection, 
give notice by registered mail to a registered charity. that the author- 
ity of the charity to issue, an official receipt referred to in Part 
XXXV of the Income Tax Regulations is suspended for one. year 
from the day that is seven days after the notice is mailed, if the 
Minister has assessed the charity for a taxation year for 


(a) a penalty under subsection 188.1(2); 


(b) a penalty under paragraph 188.1(4)(b) in respect of an undue 
benefit, other than an undue benefit conferred by the charity by 
way of a gift; or 
(c) a penalty under subsection 188.1(9) if the total.of all such 
penalties for the taxation year exceeds $25,000. 

Related Provisions: 188.2(3) — Effect of suspension; 188.2(4) — Application to 


Tax Court to postpone suspension; 189(8) — Notice of objection (s. 165) may be filed 
against suspension; 241(3.2)(g) — Suspension letter may be disclosed to the public. 


Registered Charities Newsletters: 28 (objections and appeals on issues relating to 
charities). 


(2) Notice of suspension — general — The Minister may give 
notice by registered mail to a registered charity that the authority of 
the charity to issue an official receipt referred to in Part XXXV of 
the Income Tax Regulations is suspended for one year from the day 
that is seven days after the notice is mailed 


(a) if the charity contravenes any of sections 230 to 231.5; or 


(b) if it may reasonably be considered that the charity has acted, 
in concert with another charity that is the subject of a suspension 
under this section, to accept a gift or transfer of property on be- 
half of that other charity. 
Related Provisions: 188.2(4) — Application to Tax Court to postpone suspension; 
189(8) — Notice of objection (s. 165) may be filed against suspension; 241(3.2)(g)— 
Suspension letter may be disclosed to the public. 


Registered Charities Newsletters: 26 (books and records — Q10); 28 (objections 
and appeals on issues relating to charities). 


Part V — Tax re Registered Charities 


S. 189(2) 


(3) Effect of suspension — If the Minister has issued’a notice to 
a registered charity under subsection (1) or (2); subject'to subsec- 
tion (4),.., 


(a) the charity is deemed, in respect of gifts made and property 
transferred to the charity within the one-year period that begins 
on the day that is seven. days after the notice is mailed, not to be 
a donee, described in paragraph 110.1(1)(a) or, in the.definition 
“total charitable gifts” in subsection .118.1(1), for the. purposes 
of. 


(i) subsections 110,1(1) and 118.11), 


(ii) the definitions “qualified donee” and “registered charity” 
in subsection 248(1); and 


(iii) Part XXXV of the Income Tax Regulations; and 


(b) if the charity is, during that period, offered a gift from any 
person, the charity shall, before accepting the gift;inform that 
person that 


(i) it has received the notice, 


(i) no deduction under subsection 110.1(1) or credit under 
subsection 118.1(3) may be claimed in respect of a gift made 
to it in the period, and 


(iii) a gift made in the period is not a gift to a qualified 
donee. 


Related Provisions: 188.2(2)(b) — Suspension for charity that accepts gift on be- 
half of suspended charity. ~~ 


(4) Application for postponement — If a notice of objection to 
a suspension under subsection (1) or (2) has been filed by a regis- 
tered charity, the charity may file an application to the Tax Court of 
Canada for a postponement of that portion of the period of suspen- 
sion that has not elapsed until the time determined by the Court. 


Related Provisions: 188.2(5)— Grounds for postponement by Tax Court; 
189(8) — Notice of objection (s. 165) may be filed against suspension. 


Registered Charities Newsletters: 28 (objections and appeals on issues relating to 
charities), 


(5) Grounds for postponement — The Tax Court of Canada 
may grant an application for postponement only if it would be just 
and equitable to do so. 

History: S: 188.2 added by 2005; c. 19, s. 44, applicable in respect of taxation years 
that begin after March 22, 2004. 

Definitions [s. 188.2]: “assessment”? — 248(1); “Canada” — 255, Interpretation Act 
35(1);. “contravene” — Interpretation Act 35(1); “Minister”, “person”, “property”? — 
248(1); “qualified donee” — 149:1(1), 248(1); “registered charity” — 248(1); “taxation 
year” — 249. 


189. (1) Tax regarding non-qualified investment — Where at 
any particular time in a taxation year a debt (other than a debt in 
respect of which subsection 80.4(1) applies or would apply but for 
subsection 80.4(3)) is owing by a taxpayer to a registered charity 
that is a private foundation and at that time’ the debt was’a non- 
qualified investment of the foundation, the taxpayer shall pay a tax 
under this Part for the year equal to the amount, if any, by which 


(a) the amount that would be payable as interest on that debt for 
the period in the year during which it was outstanding and was a 
non-qualified investment of the foundation if the interest were 
payable at such prescribed rates as are in effect from time to 
time during the period 
exceeds 

(b) the amount of interest for the year paid on that debt by the 
taxpayer not later than 30 days after the end of the year. 


Related Provisions: 149.1(6.4) — Application to registered national arts service 
organizations. 


Regulations: 4301(c) (prescribed rate of interest). 


(2) Computation of interest on debt — For the purpose of par- 
agraph (1)(a), where a debt in respect of which subsection (1) ap- 
plies (other than a share or right that is deemed by subsection (3) to 
be a debt) is owing by a taxpayer to a private foundation, interest on 
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that debt for the period referred to in that paragraph shall be com- 
puted at the least of 


(a) such prescribed rates as are in effect from time to time during 
the period, 


(b) the rate per annum of interest on that debt that, having regard 
to all the circumstances (including the terms and conditions of 
the debt), would have been agreed on, at the time the debt was 
incurred, had the taxpayer and the foundation been dealing with 
each other at arm’s length and had the ordinary business of the 
foundation been the lending of money, and 


(c) where that debt was incurred before April 22, 1982, a rate 
per annum equal to 6% plus 2% for each calendar year after 
1982 and before the taxation year referred to in subsection (1). 


Regulations: 4301(c) (prescribed rate of interest). 


(3) Share deemed to be debt — For the purpose of subsection 
(1), where a share, or a right to acquire a share, of the capital stock 
of a corporation held by a private foundation at any particular time 
during the corporation’s taxation year was at that time a non-quali- 
fied investment of the foundation, the share or right shall be deemed 
to be a debt owing at that time by the corporation to the foundation 


(a) the amount of which was equal to, 


(i) in the case of a share or right last acquired before April 
22, 1982, the greater of its fair market value on April 21, 
1982 and its cost amount to the foundation at the particular 
time, or 


(ii) in any other case, its cost amount to the foundation at the 
particular time, 


(b) that was outstanding throughout the period for which the 
share or right was held by the foundation during the year, and 


(c) in respect of which the amount of interest paid in the year is 
equal to the total of all amounts each of which 1s the amount ofa 
dividend received on the share by the foundation in the year, 


and the reference in paragraph (1)(a) to “such prescribed rates as 
are in effect from time to time during the period” shall be read as a 
reference to “/s of such prescribed rates as are in effect from time to 
time during the period”. 


(4) Computation of interest with respect to a share — For 
the purposes of subsection (3), where a share or right in respect of 
which that subsection applies was last acquired before April 22, 
1982, the reference therein to “/3 of such prescribed rates as are in 
effect from time to time during the period” shall be read as a refer- 
ence to “the lesser of 


(a) a rate per annum equal to 4% plus 1% for each 5 calendar 
years contained in the period commencing after 1982 and ending 
before the particular time, and 


(b) a rate per annum equal to % of such prescribed rates as are in 
effect from time to time during the year”. 


(5) Share substitution — For the purpose of subsection (3), 
where a share or right is acquired by a charity in exchange for an- 
other share or right in a transaction after April 21, 1982 to which 
section 51, 85, 85.1, 86 or 87 applies, it shall be deemed to be the 
same share or right as the one for which it was substituted. 


(6) Taxpayer to file return and pay tax — Every taxpayer who 
is liable to pay tax under this Part (except a charity that is liable to 
pay tax under [sub]section 188(1)) for a taxation year shall, on or 
before the day on or before which the taxpayer is, or would be if tax 
were payable by the taxpayer under Part I for the year, required to 
file a return of income or an information return under Part I for the 
year, 


(a) file with the Minister a return for the year in prescribed form 
and containing prescribed information, without. notice or de- 
mand therefor; 


(b) estimate in the return the amount of tax payable by the tax- 
payer under this Part for the year; and 


Income Tax Act 


(c) pay to the Receiver General the amount of tax payable by the 
taxpayer under this Part for the year. 
Related Provisions: 150.1(5) — Electronic filing. 


History: The opening words of subsec. 189(6), and para. (6)(c), substituted by 1994, c. 
21, subsecs. 85(1), (2), applicable after 1992. The opening words and para. (c) formerly 
read: 


(6) Every taxpayer who is liable to pay tax under this Part for a taxation year 
shall, on or before the day on or before which the taxpayer is required, or would 
be required if tax were payable by the taxpayer under Part I or if, in the case of a 
charity, the registration thereof had not been revoked, to file a return of income 
or an information return under Part I for the year, 


(c) except where subsection 188(1) applies with respect to the payment of the 
tax, pay to the Receiver General the amount of tax payable by the taxpayer under 
this Part for the year. 


Forms: T2046: Tax return where registration of a charity is revoked; T2140: Part V 
tax return — tax on non-qualified investments of a registered charity. 7 


(6.1) Revoked charity to file returns — Every taxpayer who is 
liable to pay tax under subsection 188(1.1) for a taxation year shall, 
on or before the day that is one year from the end of the taxation 
year, and without notice or demand, 


(a) file with the Minister 


(i) a return for the taxation year, in prescribed form and con- 
taining prescribed information, and 


(ii) both an information return and a public information re- 
turn for the taxation year, each in the form prescribed for the 
purpose of subsection 149.1(14); and 


(b) estimate in the return referred to in subparagraph (a)(i) the 
amount of tax payable by the taxpayer under subsection 188(1.1) 
for the taxation year; and 


(c) pay to the Receiver General the amount of tax payable by the 

taxpayer under subsection 188(1.1) for the taxation year. 
Related Provisions: 188(1) — Deemed year-end on notice of revocation. 
History: Subsec. 189(6.1) added by 2005, c. 19, s. 45, applicable in respect of notices 
issued by the Minister of National Revenue after June 12, 2005. 


Forms: RC4424: Completing the tax return where registration of a charity is revoked 
[guide]; T2046: Tax return where registration of a charity is revoked. 


(6.2) Reduction of revocation tax liability — If the Minister 
has, during the one-year period beginning immediately after the end 
of a taxation year of a person, assessed the person in respect of the 
person’s liability for tax under subsection 188(1.1) for that taxation 
year, has not after that period reassessed the tax liability of the per- 
son, and that liability exceeds $1,000, that liability is, at any partic- 
ular time, reduced by the total of 


(a) the amount, if any, by which 
(i) the total of all amounts, each of which is an expenditure 


made by the charity, on charitable activities carried on by it, 


before the particular time and during the period (referred to 
in this subsection as the “post-assessment period”) that be- 
gins immediately after a notice of the latest such assessment 
was sent and ends at the end of the one-year period 


exceeds 


(ii) the income of the charity for the post-assessment period, 


including gifts received by the charity in that period from any 
source and any income that would be computed under sec- 
tion 3 if that period were a taxation year, and 


(b) all amounts, each of which is an amount, in respect of a pro- 
perty transferred by the charity before the particular time and 
during the post-assessment period to a person that was at the 
time of the transfer an eligible donee in respect of the charity, 
equal to the amount, if any, by which the fair market value of 
the property, when transferred, exceeds the consideration given 
by the person for the transfer. 

Related Provisions: 149.1(1.1)(c) — Amount transferred under (b) deemed not ex- 


pended on charitable activities; 189(9)(a) — No interest on revocation tax to extent re- 
duced by 189(6.2); 244(14), (14.1) — Date when notice sent. 


History: Subpara. 189(6.2)(a)(i) amended by 2010, c. 25, s. 52, to substitute “sent” for 
“mailed”, in force on December 15, 2010. g 
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Subsec. 189(6.2) added by 2005, c. 19, s..45, applicable in respect of notices issued by 
the Minister of National Revenue after June 12, 2005. 


(6.3) Reduction of liability for penalties — If the Minister has 
assessed a registered charity in respect of the charity’ s liability for 
penalties under section 188.1 for a taxation year, and that liability 
exceeds $1,000, that liability is, at any. particular time, reduced by 
the total of all amounts, each of which is an amount, in respect of a 
property transferred by the charity after the day on which the Min- 
ister first assessed that liability and before the particular time to a 
person that was at the time of the transfer an eligible donee in re- 
spect of the charity, equal to the amount, if any, by which the fair 
market value, of the property, when transferred, exceeds the total of 


(a) the consideration given by the person for the transfer, and 


(b) the part of the amount in respect of the transfer that has re- 
sulted in a reduction of an amount otherwise payable under sub- 
section 188(1.1). 


Related Provisions: 149. 1(1.1)(c) — Amount transferred under (b) deemed not ex- 
pended on charitable activities; 189(9)(b) — No interest on penalties to extent reduced 
by 189(6.3). 


History: Subsec. 189(6.3) added by 2005, c, 19, s. 45, applicable in respect of notices 
issued by; the Minister of National Revenue after June’ 12, 2005. 


(7) Minister may assess — Without limiting the authority of the 
Minister to revoke the registration of a registered charity, the Min- 
ister may also at any time assess a taxpayer in respect.of any 
amount that a taxpayer is liable to pay under this Part. 

Related Provisions: 189(8) — Objection to penalty and other administrative proce- 


dures; 221.1 — Application of interest where legislation retroactive; 248(11) — Inter- 
est compounded daily. 


History: Subsec. 189(7) amended by 2005, c, 19, s. 45, applicable in respect of notices 
issued by the Minister of National Revenue after June 12, 2005. The subsec. formerly 
read: 


(7) Interest — Where a taxpayer is liable to pay tax under this Part and has 

failed to pay all or any part thereof on or before the day on or before which the _ 
tax was required to be paid, the taxpayer shall pay to the Receiver General inter- 

est at the prescribed rate on the amount that the taxpayer failed to pay computed 

from the day on or before which the tax was required to be paid to»the day of 

payment. 


Regulations: 4301 (prescribed rate of interest). 


(8) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158, subsection 161(11), sections 162 to 167 
and Division J of Part I apply in respect ofan amount assessed 
under this Part and’ of a noticé of suspension under subsection 
188.2(1) or (2) as if the notice were a notice of assessment made 
under section’ 152; with any modifications that ‘the circumstances 
require including, for greater certainty, that a notice of suspension 
that is reconsidered or reassessed may be connimed or vacated, but 
not varied, except that 


(a) section 162 does not apply in respect of a return required:to 
be filed under paragraph (6.1)(a); and 


(b) the reference.in each of subsections 165(2) and 166.1(3) to 
the expression ‘Chief of Appeals in.a District Office or.a,Taxa- 
tion Centre” is to be read as a reference to the expression “ASsis- 
tant Commissioner, Appeals Branch”. 
Related Provisions: 189(8.1)(a) — Objection to revocation is not an objection to 
revocation tax; 189(8.1)(b) — Revocation of registration cannot be appealed to Tax 


Court of Canada; 189(9) — No interest on revocation tax or penalties to extent reduced 
by 189(6.2) or (6.3). 


History: Subséc. 189(8) amended by 2005, c. 19, s. 45, applicable in respect of notices 
issued by the Minister of National Revenue’ after June 12, 2005. The subsec: formerly 
read; 


(8) Subsections 150(2) and (3), sections 152 and 158, subsection 161(11), sec- 
tions 162 to 167 and Division J of Part I are applicable to: this Part with such 
modifications as the circumstances require. 


Registered Charities Newsletters: 19 (appeals: process); 28 (objections and ap- 
peals on issues relating to charities). 


(8.1) Clarification re objections foe subsection 
168(4) — For greater certainty, in applying the provisions referred 


S. 190(1) fin 


to:in subsection (8), with any modifications that the circumstances 
require, 
(a) a notice of objection referred to in subsection 168(4) does 


not constitute a notice of objection to a tax assessed under sub- 
section 188(1:1); and 


(b) an issue that could have been the subject ofa notice of objéc- 
tion referred to in subsection 168(4) may not be appealed to the 
Tax Court of Canada under subsection 169(1). 
Related Provisions: 
Appeal. 
History: Subsec. 189(8. 1) added iy 2005, c. 19, S. 45, eee te in respect of notices 
issued by the Minister of National Revenue. after June 12,2005. 


Registered Charities Newsletters: 19 (appeals process). 


pa Suihe aige of revocation to Federal Court of 


(9) Interest — Subsection 161(11) does not apply toa liability of a 
taxpayer for a taxation year 


(a) under subsection 188(1.1) to the extent that the liability is 
reduced by subsection’ (6.2), or paid, before the end of the one- 
year period that begins immediately after the end of the taxation 
year deemed to have ended by paragraph 188(1)(a); or 


(b) under section 188.1 to the extent that the liability is reduced 
by subsection (6.3), or paid, before the end of the one-year pe- 
riod that begins immediately after the liability was first assessed. 


History: Subsec. 189(9) added by 2005, c. 19, s. 45, applicable in respect of notices 
issued by the Minister of National Revenue after June 12, 2005. 


Selected Cases [s. 189]: Jabs Construction Ltd. v. R., [1999] 3 C.T.C. 2556 (TCC) 
(Where specific provision allows for mitigation of tax results, no abuse, but rather, use 
of Act). 
Definitions [s. 189]: “amount” — 248(1); “‘arm’s length” —251(1); “assessment”, 
“business” — 248(1); “calendar year” — Interpretation Act 37(1)(a); ‘charitable foun- 
dation”, “charitable organization’, “charitable purposes”, “charity” — 149.1(1), 187.7; 
“corporation” —— 248(1), Interpretation Act 35(1); “disbursement quota”, “dividend” — 
248(1); “eligible: donee”’— 188(1.3); “Minister” 248(1); “non-qualified \invest- 
ment” — 149.1(1), 187.7; “person”, “prescribed” — 248(1); “prescribed. rate” — Reg, 
4301; “private. foundation” — 149.1(1), 187.7, 248(1); “property” — 248(1); “public 
foundation”, “qualified donee”, “qualified investment’ — 149.1(1), 187.7; “registered 
charity” — 248(1); “related business” — 149.1(1), 187.7; “sent” — 244(14), (14.1); 
“share” —248(1);- “specified | gift’, “taxation year” — 149.1(1),''187:7; “taxation 
year” — 249; “taxpayer” — 248(1). 


PART Vi — TAX ON CAPITAL OF 
FINANCIAL INSTITUTIONS 


190. (1) Definitions — For the purposes of this Part, 


‘financial institution’”’ means a corporation, that 
(a) is a bank; 


(b) is authorized under the laws of Canada or a province to carry 
on the business of offering its services as a trustee to the public, 


(c) is authorized under the laws of Canada or a,province to.ac- 
cept deposits from the public and carries on the business of lend- 
ing money on the 'security of real estate or investing ‘in mort- 
gages or hypothecary:claims on real estate, 


al ORR ReE pmendent — Joi noanele 
' a elas 


- 2— bijuralism), s. 239, will 
’ in subsec, 190(1) to read as 


?P 
above, to come into force on Royal Assent. : 
Technical Notes (July | 201 0): See under 12(4). 
(d) is a life insurance corporation that carries on business in 
Canada, .or 


(e) is 'a corporation all'or substantially all of the assets of which 
are shares or indebtedness of corporations described in:any of 
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paragraphs (a) to (d) or this paragraph to which the corporation 
is related; 
Related Provisions: 253 — Extended meaning of “carrying on business in Canada”. 


History: Para. (c) of the definition “financial institution” in subsec. 190(1) amended 
by 2001, c. 17, s. 222, to add “or hypothecary claims”, in force June 14, 2001. 


Paras. (d), (e) added to “financial institution” in subsec. 190(1) by 1994, c. 7, Sch. II 


(1991, c. 49), subsec. 156(1), applicable to taxation years ending after February 20, 
1990. 


‘“Jong-term debt” means 


(a) in the case of a bank, its subordinated indebtedness (within 
the meaning assigned by section 2 of the Bank Act) evidenced 
by obligations issued for a term of not less than 5 years, 


(b) in the case of an insurance corporation, its subordinated in- 
debtedness (within the meaning assigned by section 2 of the /n- 
surance Companies Act) evidenced by obligations issued for a 
term of not less than 5 years, and 


(c) in the case of any other corporation, its subordinated indebt- 
edness (within the meaning that would be assigned by section 2 
of the Bank Act if the definition of that expression in that section 
were applied with such modifications as the circumstances re- 
quire) evidenced by obligations issued for a term of not less than 
5 years; 

History: The definition “long-term debt” in subsec. 190(1) substituted by 1994, c. 21, 

subsec. 86(1), applicable after May 31, 1992. That definition formerly read: 
“long-term debt” means 


(a) in the case of a bank, its indebtedness evidenced by bank debentures, 
within the meaning assigned by the Bank Act, and 


(b) in the case of a corporation that is not a bank, its subordinate indebted- 
ness evidenced by obligations issued for a term of not less than 5 years. 


“reserves”, in respect of a financial institution for a taxation year, 
means the amount at the end of the year of all of the institution’s 
reserves, provisions and allowances (other than allowances in re- 
spect of depreciation or depletion) and, for greater certainty, in- 
cludes any provision in respect of deferred taxes. 


History: The definition “reserves” added to subsec. 190(1) by 1994, c. 21, subsec. 
86(2), applicable to 1992 et seq. 


Selected Cases [subsec. 190(1)]: London Life Insurance Co. v. R., [2000] 3 
C.T.C. 2622 (TCC) (Deferred taxes not included in ordinary meaning of “reserve’’). 


(1.1) Prescribed meanings — For the purposes of this Part, the 
expressions “attributed surplus”, “Canadian assets’, “Canadian re- 
serve liabilities”, “total assets” and “total reserve liabilities” have 
the meanings that are prescribed. 

History: Subsec. 190(1.1) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 156(2), 


applicable to taxation years ending after February 20, 1990. Subsec. (1.1) formerly 
read: 


(1.1) Prescribed expressions — For the purposes of this Part, the expressions 
“Canadian assets” and “total assets” have the meanings as may be prescribed. 


Regulations: 8603 (prescribed meanings of expressions). 


(2) Application of subsecs. 181(3) and (4) — Subsections 
181(3) and (4) apply to this Part with such modifications as the cir- 
cumstances require. 
History: Subsec. 190(2) substituted by 1994, c. 21, subsec. 86(3), applicable to 1992 
et seg. That subsec. formerly read: 
(2) Accounting method — For the purposes of reporting, calculating or deter- 
mining an amount under this Part on a non-consolidated basis, the equity method 
of accounting shall not be used. 
Definitions [s. 190]: “amount” — 248(1); “bank” — 248(1), Interpretation Act 
35(1); “business” — 248(1); “Canada” — 255; “carrying on business in Canada” — 
253; “corporation” — 248(1), Interpretation Act 35(1); ‘“¢mmovables” — Quebec Civil 
Code art. 900-907; “hypothecs” — Quebec Civil Code art. 2660, “life insurance corpo- 
ration”, “prescribed” — 248(1); “province” — Interpretation Act 35(1). 


Calculation of Capital Tax 
190.1 (1) Tax payable — Every corporation that is a financial in- 


stitution at any time during a taxation year shall pay a tax under this 
Part for the year equal to 1.25% of the amount, if any, by which its 
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taxable capital employed in Canada for the year exceeds its capital 
deduction for the year. 

Related Provisions: 18(1)(t) — Tax is non-deductible; 125.2 — Deduction of Part 
VI. tax; 157(1)—Instalment and payment obligations; 161(1), (4.1) — Interest, 
181.1(1) — Large Corporations Tax; 190.1(3)(a) — Tax reduced by Part I surtax paid; 
190.15 — Capital deduction; 190.16(1) — Transitional rule for year that includes July 
1, 2006; 227(14) — No tax on corporation exempt under s. 149. 

Application — s. 190.1: S. 157 of 1994, c. 7, Sch. II (1991, c. 49) provides that in its 
application to taxation years beginning before February 21, 1990 of corporations de- 
scribed in para. (d) or (e) of the definition “financial institution” in subsec. 190(1), s. 
190.1 shall be read as follows: 


190.1 Every corporation that is a financial institution at any time during a taxa- 
tion year shall pay a tax under this Part for the year equal to that proportion of 
1.25% of the amount, if any, by which its taxable capital employed in Canada for 
the year exceeds its capital deduction for the year that the number of days in the 
year that are after February 20, 1990 is of 365. 


(1.1) [Repealed] 


History: Subsec. 190.1(1.1) repealed by 2007, c. 2, subsec. 40(1), applicable in respect 
of taxation years that end after June 30, 2006. It formerly read: 


(1.1) Additional tax payable by life insurance corporations — Every life in- 
surance corporation that carries on business in Canada at any time in a taxation 
year shall pay a tax under this Part for the year, in addition to any tax payable 
under subsection (1), equal to 1% of the amount determined by the formula 


C 
(A -B) x — 
365 


where 
A is its taxable capital employed in Canada for the year; 
Bis its capital allowance for the year; and 


Cis the number of days in the year that are after February 25, 1992 and before 
2001. 


The description of C in subsec. 190.1(1.1) amended by 2001, c. 17, s. 165, applicable 
to taxation years that end after 1998. The description of C formerly read: 


Cis the number of days in the year that are after February 25, 1992 and before 
1999. 


The description of C in subsec. 190.1(1.1) amended by 1997, c. 25, subsec. 53(1), ap- 
plicable after February 25, 1992. The description of C formerly read: 


C . is the number of days in the year that are after February 25, 1992 and before 
1996. 


Subsec. 190.1(1.1) added by 1994, c. 21, s. 87, applicable to taxation years ending after 
February 25, 1992 and, where a corporation elects under paragraph 88(2)(b) of the 
amending legislation [see under 190.11(b)(i) below], to its 1991 and subsequent taxa- 
tion years, in which case: 


(a) the reference in subsec. 190.1(1.1) to “February 25, 1992” shall be read as a 
reference to “the day immediately preceding the first day of the corporation’s first 
taxation year that ends after 1990”, and 


(b) notwithstanding subsecs. 152(4) to (5), such assessments and determinations 
shall be made as are consequential on the application of subsec. 190,1(1.1) to the 
corporation’s taxation years that end before February 26, 1992. 


(1.2) [Repealed] 


History: Subsec. 190.1(1.2) repealed by 2007, ¢. 2, subsec. 40(1), applicable in respect 
of taxation years that end after June 30, 2006. It formerly read: 


(1.2) Additional tax payable by deposit-taking institutions — Every corpora- 
tion (other than a life insurance corporation) that is a financial institution at any 
time in a taxation year shall pay a tax under this Part for the year, in addition to 
any tax payable under subsection (1), equal to the amount determined by the 
formula 


c 
0.0015 x (A —B) x —— 
365 


where 
A _ is the corporation’s taxable capital employed in Canada for the year; 
Bis its enhanced capital deduction for the year, and 


Cis the number of days in the year that are after February 27, 1995 and before 
November 2000. 


The description of C in subsec. 190.1(1.2) amended, retroactive to taxation years that 
end after February 27, 1995, as follows: 


* by 2000, c. 19, s. 53 to substitute “2000” for “1999”; 
* by 1999, c. 22, s. 68 to substitute “1999” for “1998”, 
* by 1998, c. 19, s. 48 to substitute “1998” for “1997”; 
* by 1997, c. 25, subsec. 53(2) to substitute “1997” for “1996”. 
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Subsec. 190.1(1.2) added by 1996, c..21, subsec. 49(1), applicable to taxation years that 
end after February 27, 1995. Subsec..49(4) of the said c. 21 provides that no interest is 
payable under subsec. 161(2) in respect of any amount that became payable before July 
1995 because of subsec. 190.1(1.2). 


(2) Short taxation years — Where a taxation year of a corpora- 
tion is less than 51 weeks; the amount determined under subsection 
(1) for the year in respect of the corporation shall be reduced to that 
proportion of that amount that the number of days in the year is of 
365. 


History: Subsec. 190.1(2) amended by, 1994,.c,.7, Sch. VII (1993, c. 24), s. 111, 
applicable to 1992 et seq. and, where a corporation that. was.a financial institution 
(within the meaning assigned by s. 190) throughout each of its taxation years ending in 
1991 so elects by notifying the Minister in writing before December 11, 1993, to its 
taxation years ending in 1991. Subsec. 190.1(2) formerly read: 


(2) Short taxation years — Where a taxation year of a corporation is less than 
51 weeks, the tax payable for the year by the corporation under this Part shall be 
that proportion of its tax otherwise payable under this Part for the year that the 
number of days in the year is of 365. 


(3) Deduction — There may be deducted in computing a corpora- 
tion’s tax payable under this Part for a taxation: year an amount 
equal to the total of 


(a) the amount, if any, by which 
(i) the corporation’s tax payable under Part I for the year 
exceeds the lesser of 


(ii) the corporation’s Canadian surtax payable (within the 
meaning assigned by section 125.3) for the year, and 


(iii) the amount that would, but for subsection 181.1(4), be 
its tax payable under Part I.3 for the year, and 


(b) such part as the corporation claims of its unused Part I tax 
credits and unused surtax credits for its 7 taxation years immedi- 
ately before and its 3 taxation years immediately after the year. 


(c), (d) [Repealed] 


Related Provisions: 87(2)(.91) — Amalgamations — continuing corporation; 
87(2.11) —'Vertical amalgamations; 125.2(3)(a) — Limitation on carryover of Part VI 
tax; 161(7)(a)(x), 164(5)(h.2), 164(5.1)(h.3) — Effect of carryback of loss etc.; 
190.2 — Return; 261(7)(a), 261(15) — Functional currency reporting. 


History: The portion of subsec. 190.1(3) after para. (b) repealed by)2007, c.2, subsec. 
40(2), applicable in respect of taxation years that end after June 30, 2006. It formerly 
read: 


to the extent that that amount does not exceed the amount by which 


(c) the amount that would, but for subsection (1.2) and this subsection, be its 
tax payable under this Part for the year 


exceeds 


(d) the total of all amounts each.of which is the amount deducted under 
subsection 125.2(1) in computing the corporation’s tax payable under Part I 
for a taxation year ending before 1992 in respect of its unused Part VI tax 
credit (within the meaning assigned by section 125.2) for the year. 


Para. 190.1(3)(c) amended by 1996, c. 21, subsec. 49(2), applicable to taxation years 
that end after February 27, 1995. Para. (c) formerly read: 


(c) the amount that would, but for this subsection, be its tax payable under this 
Part for the year 


Subsec. 190.1(3) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 111, applicable to 
1992 et seq. and, where a corporation that was a financial institution (within the mean- 
ing assigned by s. 190) throughout each of its taxation years ending in 1991 so elects 
by notifying the Minister in writing before December 11, 1993, to its taxation years 
ending in 1991, except that, in its application to such years, 


(a) paras. (a) and (b) shall be read as follows: 
‘“(a), the corporation’s tax payable under Part I for the year, and 


(b) such part as the corporation claims of its unused Part I tax credits for its 
7 taxation years immediately before and 3 taxation years immediately after 
the year,” and 


(b) the reference in para. (d) to “1992” shall be read as “1991”. 


Forms: T2 SCH 42: Calculation of unused Part I tax credit; T921: Calculation of un- 
used Part VI tax credit and unused Part I tax credit. 


S. 190.1(5) unu 


(4) Idem — For the purposes of this subsection and subsections 
(3), (5) and (6), 
(a) an amount may not be claimed under subsection (3) in com- 
puting a corporation’s tax payable under this Part for a particular 
taxation year 


(i) in respect of its unused Part I tax credit for another taxa- 
tion year, until its unused Part I tax credits for taxation years 
preceding the other year that may be claimed under this Part 
for the particular year have been claimed, and 


(ii) in respect of its unused surtax credit for another taxation 
year, until its unused surtax credits for taxation years preced- 
ing the other year that may be claimed under Part I.3 or this 
Part for the particular year have been. claimed; 


(b) an amount may be claimed under subsection (3) in comput- 
ing a corporation’s tax payable under this Part for a particular 
taxation year 


(i) in respect of its unused Part I tax credit for another taxa- 
tion year, only to the extent that it exceeds the total of all 
amounts each of which is the amount claimed in respect of 
that unused Part I tax credit in computing its tax payable 
under this Part for a taxation year preceding, the particular 
year, and 


(ii) in respect of its unused surtax credit for another taxation 
year, only to the extent that it exceeds the total of all amounts 
each of which is the amount claimed in respect of the unused 
surtax credit . 


(A) in computing its tax payable under this Part for a tax- 
ation year preceding the particular year, or 


(B) in computing its tax payable-under Part I.3 for the 
particular year or a taxation, year preceding the particular 
year; and 
(c) an amount may be claimed under paragraph (3)(b) in com- 
puting a corporation’s tax payable under this Part for a taxation 
year that ends before July 1, 2006 in respect of its unused Part I 
tax credit fora taxation year that ends after July 1, 2006 (re- 
ferred to in this paragraph as the “credit taxation year’) only to 
the extent that the unused Part I tax.credit exceeds the amount, if 
any, by which 
(i) the amount that would, if this Part were read as it applied 
to the 2005 taxation year, be the corporation’s tax payable 
under this Part for the credit taxation year 


exceeds 
(ii) the corporation’s tax payable under this Part for the credit 
taxation year. 
Related Provisions: 87(2.11) — Vertical amalgamations. 


History: Para. 190.1(4)(c) added by 2007, c. 2, subsec. 40(3), applicable in respect of 
taxation years that end after June 30, 2006. 


Subsec. 190.1(4) added by 1994, c. 7, Sch, VIII (1993, c. 24), s.. 111, applicable to 
1992 et seq. and, where a corporation that was a financial institution (within the mean- 
ing assigned by s. 190) throughout each of its taxation years ending in 1991 so elects 
by notifying the Minister in writing before December 11, 1993, to its taxation years 
ending in 1991, except that, in its application to such years, subsec. (4) shall be read 
without reference to. subparas: (a)(i1) and (b)(11). 


(5) Definitions — For the purposes of subsections (3), (4) and (6), 
“unused Part I tax credit’? of a corporation for a taxation year 
ending after 1991 means the amount, if any, by which 

(a) the corporation’s tax payable under Part I for the year 
exceeds the total of 

(b) the amount that would, but for subsection (3), be its tax pay- 

able under this-Part for the year, and 

(c) the corporation’s Canadian surtax payable (within the mean- 

ing assigned by section 125.3) for the year; 


“unused surtax credit” of a corporation for a taxation year has the 
meaning assigned by subsection 181.1(6). 


Related ‘Provisions: 181.1(1.2) — Calculation to be based on tax rate of 0.225%; 
181.5(1.1), (4.1) — Calculation to be based on capital deduction of $10 million. 
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Related Provisions [subsec. 190.1(5)}: 87(2.11) — Vertical amalgamations. 
History: 1994, c. 21, subsec. 87(3), provides that where 


(a) a corporation elected under subsec. 111(2) of 1993, c. 24 (Bill C-92), as de- 
scribed in the History annotation below, 


and 
(b) the corporation does not elect under para. 88(2)(b) of 1994, c. 21 [see under 
subpara. 190,11(b)(i), below], 
for the purposes of determining the corporation’s unused Part I tax credit for the 1991 
taxation year, subsec. 190.1(5) shall be read. as follows: 


(5) For the purpose of computing the amount that may, because of paragraph 
(3)(b), be deducted by a corporation in computing its tax payable under this Part 
for a particular taxation year, in respect of its tax payable under Part I for a 
taxation year ending in 1991, and for the purposes of subsections (4) and (6), the 
corporation's “unused Part I tax credit” for the 1991 taxation year is the lesser of 


(a) the amount, if any, by which its tax payable under Part I for the 1991 
taxation year exceeds the amount that would, but for subsection (3), be its 
tax payable under this Part for that year, and 


(b) its tax payable under this Part (determined without reference to subsec- 
tions (1.1) and (3)) for the particular year. 


Subsec. 190.1(5) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 111, applicable to 
1992 et seg. and, where a corporation that was a financial institution (within the mean- 
ing assigned by s. 190) throughout each of its taxation years ending in 1991 so elects 
by notifying the Minister in writing before December 11, 1993, to its taxation years 
ending in 1991, except that, in its application to such years, subsec. (5) shall be read as 
follows [but see History annotation above]: 
(5) For the purposes of this subsection and subsections (3), (4) and (6), “unused 
Part I tax credit” of a corporation for a taxation year ending after 1990 means the 
amount, if any, by which its tax payable under Part I for the year exceeds the 
amount that would, but for subsection (3), be its tax payable under this Part for 
the: year. 


(6) Acquisition of control — Where at any time control of a cor- 
poration was acquired by a person or group of persons, no amount 
in respect of its unused Part I tax credit or unused surtax credit for a 
taxation year ending before that time is deductible by the corpora- 
tion for a taxation year ending after the time and no amount in re- 
spect of its unused Part I tax credit or unused surtax credit for a 
taxation year ending after that time is deductible by the corporation 
for a taxation year ending before that time, except that 


(a) the corporation’s unused Part I tax credit and unused surtax 
credit for a particular taxation year that ended before that time is 
deductible by the corporation for a taxation year that ends after 
that time (in this paragraph referred to as the “‘subsequent year’) 
to the extent of that proportion of the corporation’s tax payable 
under Part I for the particular year that 


(i) the amount, if any, by which 
(A) the total of all amounts each of which is 


(I) its income under Part I for the particular year from 
a business that was carried on by the corporation for 
profit or with a reasonable expectation of profit 
throughout the subsequent year, or 


(II) where properties were sold, leased, rented or de- 
veloped or services were rendered in the course of car- 
rying on that business before that time, its income 
under Part I for the particular year from any other bus- 
iness all or substantially all of the income of which 
was derived from the sale, leasing, rental or develop- 
ment, as the case may be, of similar properties or the 
rendering of similar services 
exceeds 

(B) the total of all amounts each of which is an amount 

deducted under paragraph 111(1)(a) or (d) in computing 

its taxable income for the particular year in respect of a 

non-capital loss or a farm loss, as the case may be, for a 


taxation year in respect of any business referred to in 
clause (A) 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 


(iii) the corporation’s taxable income for the particular year; 
and 
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(b) the corporation’s unused Part I tax credit and unused surtax 
credit for a particular taxation year that ends after that time is 
deductible by the corporation for a taxation year (in this para- 
graph referred to as the “preceding year”) that ended before that 
time to the extent of that proportion of the corporation’s tax pay- 
able under Part I for the particular year that 


(i) the amount, if any, by which 
(A) the total of all amounts each of which is 


(I) its income under Part I for the particular year from 
a business that was carried on by the corporation in the 
preceding year and throughout the particular year for 
profit or with a reasonable expectation of profit, or 


(II) where properties were sold, leased, rented or de- 
veloped or services were rendered in the course of car- 
rying on that business before that time, its income 
under Part I for the particular year from any other bus- 
iness all or substantially all of the income of which 
was derived from the sale, leasing, rental or develop- 
ment, as the case may be, of similar properties or the 
rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount 
deducted under paragraph 111(1)(a) or (d) in computing 
its taxable income for the particular year in respect of a 
non-capital loss or a farm loss, as the case may be, for a 
taxation year in respect of any business referred to in 
clause (A) 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 
(iii) the corporation’s taxable income for the particular year. 


Related Provisions: 87(2.11) — Vertical amalgamations; 256(6)-(9) — Anti-avoid- 
ance — deemed exercise of right to increase voting power. 


History: Paras. 190.1(6)(a) and (b) amended by 1998, c. 19, s. 202, applicable to ac- 
quisitions of control that occur after April 26, 1995 Paras. 190.1(6)(a) and (b) formerly 
read: 


(a) where a business was carried on by the corporation in a taxation year ending 
before that time, its unused Part I tax credit and unused surtax credit for that year 
are deductible by the corporation for a particular taxation year ending after that 
time only if that business was carried on by the corporation for profit or with a 
reasonable expectation of profit throughout the particular year and only to the 
extent of that proportion of the corporation’s tax payable under this Part for the 
particular year that 


(i) the amount, if any, by which 


(A) the total of its income under Part I for the particular year from that 
business and, where properties were sold, leased, rented or developed or 
services were rendered in the course of carrying on that business before 
that time, its income under Part I for the particular year from any other 
business substantially all the income of which was derived from the 
sale, leasing, rental or development, as the case may be, of similar 
properties or the rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount deducted under 
paragraph 111(1)(a) or (d) in computing its taxable income under Part I 
for the particular year in respect of a non-capital loss or a farm loss, as 
the case may be, for a taxation year in respect of that business or the 
other business 


is of the greater of 
(ii) the amount determined under subparagraph (i), and 
(iii) the corporation’s taxable income under Part I for the particular year; and 


(b) where a business was carried on by the corporation throughout a taxation 
year ending after that time, its unused Part I tax credit and unused surtax credit 
for that year are deductible by the corporation for a particular taxation year end- 
ing before that time only if that business was carried on by the corporation for 
profit or with a reasonable expectation of profit in the particular year and only to 
the extent of that proportion of the corporation’s tax payable under this Part for 
the particular year that 


(i) the amount, if any, by which 
(A) the total of its income under Part I for the particular year from that 
business and, where properties were sold, leased, rented or developed or 


services were rendered in the course of carrying on that business before 
that time, its income under Part I for the particular year from any other 
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business substantially all the income of which was derived from the 
sale, leasing, rental or development, ‘as, the case may be, of similar 
properties or the rendering of similar services 


exceeds 


(B) the total of all amounts each of which is an amount deducted under 
paragraph 111(1)(a) or (d) in computing its taxable income under Part I 
for the particular year in respect of a non-capital loss or a farm loss, as 
the case may be;-for a taxation year in respect of that business or the 
other business 


is of the greater of 
(ii) the amount determined under subparagraph. (i), and 
(iii) the corporation’s taxable income under Part I for the particular year. 


Subsec. 190.1(6) added’ by 1994, c.-7, Sch. VIII-(1993, c. 24),'s. 111, applicable to 
1992 et seg. and, where a corporation that was a financial institution (within the mean- 
ing assigned by s. 190) throughout each of its taxation years ending in 1991 so elects 
by notifying the Minister in writing before December 11, 1993, to its taxation years 
ending in 1991, except that, in its application to such years, subsec. (6) shall be read 
without reference to the expressions “or unused surtax.credit” and “and unused surtax 
credit”. | 

1.T. Technical News: 7 (control by a group — 50/50 arrangement). 

Definitions [s. 190.1]: “acquired” —256(7)-(9); ‘amount’ — 181(3), 190(2), 
248(1); “business” — 248(1); “Canadian surtax payable” — 125.3(4); “capital allow- 
ance” — 190.16; “capital deduction” — 190.15; “control” — 256(6)-(9);  ““corpora- 
tion” — 248(1), Interpretation Act 35(1); “enhanced capital. deduction” — 190.17; 
“farm loss” — 111(8), 248(1); “financial institution” — 190(1); “non-capital loss” — 
111(8), 248(1); “property” — 248(1); “tax payable” — 248(2); “taxable capital em- 
ployed in Canada” — 190.11; “taxation year” — 249; “unused Part I credit”, “unused 
surtax credit” — 190.1(5). 


190.11 Taxable capital employed in Canada — For the pur- 
poses of this Part, the taxable capital employed in Canada of a fi- 
nancial institution for a taxation year is, 
(a) in the case of a financial institution other than a life insur- 
ance corporation, that. proportion of its taxable capital for the 
year that its Canadian assets at the end of the year is of its total 
assets at the end of the year; 


(b) in the case of a life insurance corporation that was resident in 
Canada at any time in the year, the total of 


(i) that proportion of the amount, if any, by which the total of 
(A) its taxable capital for the year, and 


(B) the amount prescribed for the year in respect of the 
corporation 


exceeds 


(C) the amount prescribed for the year in respect of the 
corporation 


that its Canadian reserve liabilities as at the end of the year is 
of the total of 


(D) its total reserve liabilities as at the end of the year, 
and 


(E) the amount prescribed for the year in respect of the 
corporation, and 
(ii) [Repealed] 
(c) in the case of a life insurance corporation that was non-resi- 
dent throughout the year, its taxable capital for the year. 


Related Provisions: 181.3(1) — Taxable capital employed in Canada for Part I.3 
tax; 257 — Formula cannot calculate to less than zero [applies to amending legislation 
by virtue of Interpretation Act subsec, 42(3)]. 


History: Subpara. 190:11(b)(ii) repealed by 2009, c. 2, s. 63, applicable to taxation 
years that begin after September 2006. It formerly read: 
(ii) the amount, if any, by which 


(A) the amount of its reserves for the year (other than its reserves in respect 
of amounts payable out of segregated funds) that can reasonably be regarded 
as having been established in respect of its insurance businesses carried on 
in Canada 


exceeds the total of 


(B) all amounts each of which is the amount of a reserve (other than a re- 
serve described in subparagraph 138(3)(a)(i)), to the extent that it is included 


S. 190.12 


in the, amount determined under clause (A) and is deducted in: computing its 
income under Part I for the, year, 


(C) all amounts each of which is the amount of a reserve described in sub- 

paragraph. 138(3)(a)(i), to the extent that it is included in the amount deter- 
_ mined under clause (A) and is deductible under subparagraph 138(3)(a)(i) in 

computing its income under Part I for the year, and 


(D) all amounts each of which is the amount outstanding (including any in- 
terest accrued thereon) at the end of the year ‘in respect of a policy loan 
(within the meaning assigned by subsection 138(12)) made by the corpora- 
tion, to the extent that it is deducted in computing the total determined under 
clause (C); and 


S. 206 of 1998,.c. 19,.(as, amended. by 2001,.c..17, s.. 252, and applicable to taxation 
years that end after 1998) reads as follows: 


206. Where an amount in respect of deferred realized gains or losses of a life 
insurance corporation is added or deducted, as the case may be, in computing its 
taxable capital employed in Canada or capital under Part’ VI of the Act for a 
taxation: year that ends’ after February 25, 1992 and began before 2001, the 
amount determined by the formula 


(A-B)xC/D 


shall be deducted, or, where the amount is. negative, the absolute value of the 
amount shall be added, in computing the corporation’s taxable capital, employed 
in Canada under Part VI of the Act for the year, where 


A is the corporation’s, taxable capital employed in Canada for the year under 
Part VI of the Act (determined without reference to this section); 


B is the amount that would be the value of A if no amount were added or 
deducted in computing the corporation’s taxable capital employed in Canada 
or capital for the year under Part VI of the Act in respect of its deferred 
realized gains or losses, as the case may be; 


C is the number of days in the year that are after February 25, sive and 
before 2001; and 


D is the number of days in the year. 
Subpara.. 190.11(b)(i) substituted by 1994,:c. 21, s. 88, applicable (by subsec. 88(2)): 
(a) to taxation years that end’ after February 25, 1992; and 


(b) where a corporation so elects by notifying Revenue Canada in writing! before 
the end of December 1994, to its 1991 and subsequent taxation years; and where 
such an election is made, notwithstanding subsecs. 152(4) to (5), such assessments 
and determinations in respect of any taxation year shall be made. to the corpora- 
tion’s taxation years ending before Hebruary 26, 1992 as are.consequential on, the 
election. 


That, subpara. formerly read: 


(i): that proportion of its ‘taxable capital for the year that its Canadian: reserve 
liabilities at the end of the year is of its total reserye liabilities at the end of the 
year, and 


S. 190.11 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 158, applicable to taxation 
years ending after February 20, 1990. S. 190.11 formerly read: 


190.11 For the purposes of this Part, the taxable capital employed in Canada of a 
corporation for a taxation year is that proportion of its taxable capital:for the year 
that its Canadian assets for the year are of its total assets for the year. 


Selected Cases [s. 190.11]: London Life Insurance Co. v. R., [2000] 3 C.T.C. 2622 
(TCC) (Deferred taxes not included in ordinary meaning of “reserve’’). 


Definitions [s. 190.11]: “amount” — 181(3), 190(2), 248(1); “authorized foreign 
bank” — 248(1); “Canadian assets” — 190(1.1), Reg. 8602, 8603(a); ‘Canadian re- 
serve liabilities” — 190(1.1), Reg. 2405(3), 8600, 8602, 8603(b), 8603(c); “capital al- 
lowance” — 190.16; “corporation” — 248(1), Interpretation Act 35(1); “financial insti- 
tution” — 190(1); “life insurance corporation” — 248(1); “reserves” — 190(1); 
“resident in Canada” — 250; “taxable capital” — 190.12; “taxation year” — 249; “to- 
tal assets” — 190(1.1), Reg. 8602, 8603(a), 8603(b); “total reserve liabilities’ — 
190(1.1), Reg. 2405(3), 8600, 8602, 8603(b), 8603(c). 


Regulations: 8605 (prescribed amounts for 190.11(b)(i)(B), (C) and (E)). 


190.12 Taxable capital — For the purposes of this Part, the taxa- 
ble capital of a corporation for a taxation year is the amount, if any, 
by which its capital for the year exceeds the total determined under 
section 190.14 in respect of its investments for the year in financial 
institutions related to it. 


Related Provisions: 181.3(2) — Taxable capital for Part I.3 tax. 


Definitions [s. 190.12]: “amount” — 181(3), 190(2), 248(1); “capital” — 190.13; 
“corporation” — 248(1), Interpretation Act 35(1); “financial institution” — 190(1); 
“investments in financial institutions” — 190.14; “taxation year’? — 249. 
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190.13 Capital — For the purposes of this Part, the capital of a 
financial institution for a taxation year is, 
(a) in the case of a financial institution, other than an authorized 
foreign bank or a life insurance corporation, the amount, if any, 
by which the total at the end of the year of 


(i) the amount of its long-term debt, 


(ii) the amount of its capital stock (or, in the case of an insti- 
tution incorporated without share capital, the amount of its 
members’ contributions), retained earnings, contributed sur- 
plus and any other surpluses, and 


(iii) the amount of its reserves, except to the extent that they 


were deducted in computing its income under Part I for the 


year, 
exceeds the total at the end of the year of 
(iv) the amount of its deferred tax debit balance, and 


(v) the amount of any deficit deducted in computing its 


shareholders’ equity; 


_ Proposed Amendment. — 190.13(a)(v) 

-(v) the amount of any deficit deducted in computing its 
shareholders’ equity (including, for this purpose, the 
amount of any provision for the redemption of preferred 
shares); : ae oe 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
127(1), will amend subpara. 190.13(a)(v) to read as above, applicable to taxation 
years that begin after 1995. i yy C7 pe 

Technical Notes (July 2010): Section 190.13 contains the rules for determining 
the capital of a financial institution for the purpose of Part VI of the Act. Section 


190.13 is amended to accommodate a change to the accounting presentation of provi-_ 


sions for the redemption of preferred shares. 


Generally accepted accounting principles (GAAP) are relevant to the determination 


of amounts referred to in section 190.13. The accounting procedures described in the 
notes to amended section 181.2 are therefore relevant in the context of Part VI of the 


Act, and readers may consult those notes for additional background. As in that sec- 


tion, the amendments introduced to section 190.13 include, in the computation of a 


deficit deducted in computing shareholders’ equity, the amount of any provision for — 
the redemption of preferred shares. This inclusion is added to two specific provi- _ 


sions: subparagraph 190.13(a)(v), in'respect of financial institutions other than life 
insurers and authorized foreign banks; and subparagraph 190.13(b)(iv) in respect of 
Canadian-resident life insurance corporations. Ly 


(b) in the case of a life insurance corporation that was resident in 
Canada at any time in the year, the amount, if any, by which the 


total at the end of the year of 
(i) the amount of its long-term debt, and 


(ii) the amount of its capital stock (or, in the case of an insur- 
ance corporation incorporated without share capital, the 
amount of its members’ contributions), retained earnings, 
contributed surplus and any other surpluses 


exceeds the total at the end of the year of 
(iii) the amount of its deferred tax debit balance, and 


(iv) the amount of any deficit deducted in computing its 


shareholders’ equity; 


- Proposed Amendment — 190.13(b)(iv) 


(iv) the amount of any deficit deducted in computing its” 
shareholders’ equity (including, for this purpose, the 
amount of any provision for the redemption of preferred — 


shares); 


Application: The July 16, 2010 draft legislation (Part 1 —technical), subsec. 


127(2), will amend subpara. 190.13(b)(iv) to 
years that begin after 1995. y 


read as above, applicable to taxation 
Technical Notes (July 2010): See under 190.13(a)(v). ~ 


(c) in the case of a life insurance corporation that was non-resi- 


dent throughout the year, the total at the end of the year of 
(i) the amount that is the greater of 
(A) the amount, if any, by which 


(1) its surplus funds derived from operations (as de- 
fined in subsection 138(12)) as of the end of the year, 
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computed as if no tax were payable under Part 1.3 or | 


this Part for the year 
exceeds the total of all amounts each of which is 


(Il) an amount on which it was required to pay, or 
would but for subsection 219(5.2) have been required 
to pay, tax under Part XIV for a preceding taxation 
year, except the portion, if any, of the amount on 
which tax was payable, or would have been payable, 
because of subparagraph 219(4)(a)(i.1), and 


(III) an amount on which it was required to pay, or 
would but for subsection 219(5.2) have been required 
to pay, tax under subsection 219(5.1) for the year be- 
cause of the transfer of an insurance business to which 
subsection 138(11.5) or (11.92) has applied, and 


(B) its attributed surplus for the year, 


. 


(ii) any other surpluses relating to its insurance businesses _ 


carried on in Canada, 


(iii) the amount of its long-term debt that can reasonably be 
regarded as relating to its insurance businesses carried on in 
Canada, and 


(iv) [Repealed] 
(d) in the case of an authorized foreign bank, the total of 


(i) 10% of the total of all amounts, each of which is the risk- 
weighted amount at the end of the year of an on-balance 
sheet asset or an off-balance sheet exposure of the bank in 
respect of its Canadian banking business that the bank would 
be required to report under the OSFI risk-weighting guide- 
lines if those guidelines applied and required a report at that 
time, and 


(ii) the total of all amounts, each of which is an amount at the 
end of the year in respect of the bank’s Canadian banking 
business that 


(A) if the bank were a bank listed in Schedule II to the 
Bank Act, would be required under the risk-based capital 
adequacy guidelines issued by the Superintendent of Fi- 
nancial Institutions and applicable at that time to be de- 
ducted from the bank’s capital in determining the amount 
of capital available to satisfy the Superintendent’s re- 
quirement that capital equal a particular proportion of 
risk-weighted assets and exposures, and 


(B) is not an amount in respect of a loss protection facility 
required to be deducted from capital under the Superin- 
tendent’s guidelines respecting asset securitization appli- 
cable at that time. 


Related Provisions: 181.3(3) — Capital for Part I.3 tax. 


History: Subpara. 190.13(c)(iv) repealed by 2009, c. 2, s. 64, applicable to taxation 
years that begin after September 2006. It formerly read: 


(iv) the amount, if any, by which 


(A) the amount of its reserves for the year (other than its reserves in respect 
of amounts payable out of segregated funds) that can reasonably be regarded * 
as having been established in respect of its insurance businesses carried on 
in Canada 


exceeds the total of 


(B) all amounts each of which is the amount of a reserve (other than a re- 
serve described in subparagraph 138(3)(a)(i)), to'the extent that it is included 
in the amount determined under clause (A) and is deducted in computing its 
income under Part I for the year, 


(C) all amounts each of which is the amount of a reserve described in sub- 
paragraph 138(3)(a)(i), to the extent that it is included in the amount deter- 
mined under clause (A) and is deductible under subparagraph 138(3)(a)(i) in 
computing its income under Part I for the year, and 


(D) all amounts each of which is the amount outstanding (including any in- 
terest accrued thereon) at the end of the year in respect of a policy loan 
(within the meaning assigned by subsection 138(12)) made by the corpora- 
tion, to the extent that it is deducted in computing the amount determined 
under clause (C); and : 


Part VI — Financial Institutions Capital Tax 


The opening words of para. 190.13(a) amended, para. 190.13(d) added, by 2001, ¢. 17, 
s. 166, applicable after June 27, 1999. The opening words formerly read: 


(a) in the case of a financial institution other than a life insurance corporation, 
the amount, if any, by which the total at the end of the year ofexceeds the total at 
the end of the year of 


Subpara: 190.13(c)G) amended by 1998, c. 19, s. 203, applicable to 1994 et seg: Sub- 
para. 190.13(c)G) formerly read: 


(i) the greater of its surplus funds derived from operations (within the meaning 
assigned by subsection 138(12)), computed as if no tax were payable by it under 
Part 1.3 or this Part for the year, and its attributed surplus for the year, 


The opening words of para. 190.13(a) substituted by 1994, c. 21, subsec. 89(1), appli- 
cable to 1992 et seg. The opening words of that para. formerly read: 


(a) in the case of a financial institution other than a life insurance corporation, 
the amount, if any, by which the total, computed at the end of the year on a non- 
consolidated basis, of 


All that portion of para. 190.13(a) between subparas. (ii) and (iv) substituted by 1994, 
c. 21, subsec. 89(2), applicable to 1992 et'seqg. That portion of the para. formerly read: 


(iii) the amount of its provisions or reserves (including, for greater certainty, 
any provision or reserve in respect of deferred taxes), except to the extent 
that they are deducted in computing its income under Part I for the year, 


exceeds the total so computed of 


The opening words of para. 190.13(b) substituted by 1994, c. 21, subsec. 89(3), appli- 
cable to 1992 et seg. The opening words of that para. formerly read: 


(b) in the case of a life insurance corporation that was resident in Canada at any 
time in the year, the amount, if any, by which the total, computed at the end of 
the year on a non-consolidated basis, of 


That portion of para. 190.13(b) between subparas. (ii) and (iii) substituted by 1994, c. 
21, subsec. 89(4), applicable to. 1992 et seq. That portion of the para. formerly read: 


exceeds the total so computed of 


All that portion of para. 190.13(c) preceding subpara. (ii) substituted by 1994, c. 21, 
subsec. 89(5), applicable to 1992 et seg. That portion of the para. formerly read: 


(c) in the case of a life insurance corporation that was non-resident throughout 
the year, the total, computed at the end of the year on:a non-consolidated basis, \ 
of 
(i) the greater of its surplus funds derived from operations (within the mean- 
ing assigned by subsection 138(12)) and its attributed surplus for the year, 


S. 190.13 substituted by 1994, c. 7, Sch. II (1991, ¢. 49), s. 159, applicable to taxation 
years ending after February 20, 1990: S. 190.13 formerly read: 


190.13 For the purposes of this Part, the capital of a corporation fora taxation 
year is the amount, if any, by which the total, computed at the end of the year on 
a non-consolidated basis, of 

(a) the amount of its long-term debt, 


(b) the amount of its capital stock (or, in the case of a corporation incorpo- 
rated without share capital, the amount of its members’ contributions), re- 
tained earnings, contributed surplus and any other surpluses, and 


(c) the amount of its. provisions or reserves (including, for greater certainty, 
any reserve or provision in respect of deferred taxes), except to the extent 
that they were deducted in computing its income under Part I for the year, 


exceeds the total of 
(d) the amount of its deferred tax debit balance, and 
(e) the amount of any deficit deducted in computing its shareholders’: equity 
at the end of the year. 


Definitions [s. 190.13]: “amount” — 181(3), 190(2), 248(1); “attributed surplus” — 
190(1.1), 190(2), Reg. 2405(3), 8600, 8602, 8603(b), (c); “authorized foreign bank”, 
“Canadian banking business” — 248(1); “corporation” — 248(1), Interpretation Act 
35(1); “financial institution” — 190(1); “insurance corporation”, “life insurance corpo- 
ration” — 248(1);. “long-term. -debt’ — 190(1);.. “preferred... share” — 248(1); 
“reserves” — 190(1); “taxation year” — 249. 


190.14 (1) Investment in related institutions — A corpora- 
tion’s investment for a taxation year in a financial institution related 
to it 1s 
(a) in the case of a corporation that was resident in Canada at 
any time in the year, the total of all amounts each of which is the 
carrying value (or in the case of contributed surplus, the amount) 
at the end of the year of an eligible investment of the corporation 
in the financial institution; 


(b) in the case of a life insurance corporation that was non-resi- 
dent throughout the year, the total of all amounts each of which 
is the carrying value (or is, in the case of contributed surplus, the 
amount) at the end of ‘the year of an eligible investment of the 


S. 190.14 


corporation in the financial institution that was used or held by 
the corporation in the year in the course of carrying on an insur- 
ance business in Canada (or that, in the case of contributed sur- 
plus, was contributed by the corporation in the course of carry- 
ing on that business); and 


(c) in the case of a corporation that is an authorized foreign 
bank, the total of all amounts each of which is the amount at the 
end of the year, before the application of risk. weights, that 
would be required to be reported under the OSFI risk-weighting 
guidelines if those guidelines applied and required:a report at 
that time, of an eligible investment of the corporation in the fi- 
nancial institution that was used or held by the corporation in the 
year in the course of carrying on its Canadian banking business 
or, in the case of an eligible investment that is contributed sur- 
plus of the financial institution at the end of the year, the amount 
of the surplus contributed by the corporation in the course of 
carrying on that business. 


Related Provisions: 190.14(2) — Meaning of “eligible investment”. 


(2) Interpretation — For the purpose of subsection (1), an eligible 
investment of a corporation in a financial institution is a share of the 
capital stock or long-term debt (and, where the corporation is an 
insurance corporation, is non-segregated property within the mean- 
ing assigned by subsection 138(12)) of the financial institution or 
any surplus of the financial institution contributed by the corpora- 
tion (other than an amount otherwise included as a share or debt) if 
the financial institution at the end of the year is 


(a) related to the corporation; and 


(b) resident in Canada or can reasonably be regarded as using 
the surplus or the proceeds of the share or debt in a business 
carried on by the financial institution through a permanent estab- 
lishment (as defined by regulation) in Canada. 
Regulations: 8201 (meaning of “permanent establishment” for 190.14(2)(b)). 
Related Provisions: 190.15(6) — Related financial institution. 
History: S. 190.14 amended by 2001, c. 17, s. 167, applicable after June 27, 1999 
except that, in its application to taxpayers other than authorized foreign banks for taxa- 


tion years that end before 2002, subsec. 190.14(2) shall be read without reference to 
para, (b). S. 190.14 formerly read: 


190.14 Investment in related institutions — A corporation’s investments for a 
taxation year in a financial institution related to it is, 


(a) in the case of a corporation that was resident in Canada‘at any time in the 
year, the total of 


(i) all amounts each of which is the carrying value at the end of the year 
of 


(A) any share of the capital stock of the financial institution, or 
(B) any long-term debt of the financial institution 
that,is owned by the corporation at the end of the year (and, where the 


corporation is a life insurance corporation, that is non-segregated pro- 
perty within the meaning assigned by subsection 138(12)), and 


(ii) the amount of any surplus of the financial institution contributed by 
the corporation, other than an amount included under subparagraph (i); 
and 
(b) in the case of a life insurance corporation that was non-resident through- 
out the year, the total that would, if the corporation were resident in Canada 
in the year, be determined under paragraph (a) in respect of the corporation 
for the year in respect of shares and long-term debt of the financial institu- 
tion that were used. by. the corporation in, or held by it in the year in the 
course of, carrying on an insurance business in Canada and in respect of 
surplus of the financial institution contributed by the corporation. 
All that portion of subpara. 190.14(a)(i) preceding cl. (B) substituted by 1994, c. 21, s. 
90, applicable to 1992 et seq, That portion of the subpara. formerly read: 
(i) the cost to it, that would be shown on its balance sheet at the end of the year if 
its balance sheet were prepared on a non-consolidated basis, of 


(A) any share of the capital stock of the- financial institution, and 
S. 190.14 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 159, applicable to taxation 
years ending after February 20, 1990. S. 190.14 formerly read: 
190.14 Investment in related institutions — A corporation’s investments for a 
taxation year in a financial institution related to it is the total of 


(a) the cost to it, which would be shown on its balance sheet at the end of the 
year if its balance sheet were prepared on a non-consolidated basis, of 


(i) any share of the capital stock of the financial institution, and 
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(ii) any long-term debt of the financial institution 

owned. by the corporation at the end of the year, and 

(b) the amount of any surplus of the institution at the end of the year contrib- 

uted by the corporation, other than an amount included under paragraph (a). 
Definitions [s. 190.14]: “amount”, “authorized foreign bank”, “business” — 248(1); 
“Canada” — 255, Interpretation Act 35(1);, “Canadian banking business” — 248(1), 
“carrying value” — 181(3), 190(2); “corporation” — 248(1), Interpretation Act 35(1); 
“eligible investment” — 190.14(2); “insurance corporation”, “life insurance corpora- 
tion”, “non-resident”, “OSFI risk-weighting guidelines” — 248(1); “permanent estab- 
lishment” — Reg. 8201; “property”, “regulation” — 248(1); “related” — 251(2)-(6); 
“resident in Canada” — 250; ‘share’ /248(1); “taxation year” — 249. 


190.15 (1) Capital deduction — For the purposes of this Part, the 
capital deduction of a corporation for a taxation year during which 
it was at any'time a financial institution is $1 billion unless the cor- 
poration was related to another financial institution at the end of the 
year, in which case, subject to subsection (4), its capital deduction 
for the year is nil. 


History: Subsec. 190.15(1) amended by 2007, c. 2, s. 41, applicable to taxation years 
that end after June 30, 2006. It formerly read: 


(1) For the purposes of this Part, the capital deduction of a corporation for a 
taxation year during which it was at any time a financial institution is the total of 
$200,000,000 and the lesser of 

(a) $20,000,000, and 

(b) '/s of the amount, if any, by which its taxable capital employed in Canada 

for the year exceeds $200,000,000, 


unless the corporation was related to another financial institution at the end of 
the year, in which case, subject to subsection (4), its capital deduction for the 
year is nil. 


Para. 190.15(1)(b) substituted by 1994,.c.. 7, Sch. II (1991, ¢. 49), subsec. 160(1), appli- 
cable to 1990 et seg: The para. formerly read: 


(b) '/s of the amount, if any, by which the amount that would be the corporation’ s 
taxable capital for the year if its capital deduction for the year were nil exceeds 
$200,000,000, 


(2) Related financial institution — A corporation that is.a fi- 
nancial institution at any time during a taxation year and that was 
related to another financial institution at the end of the year may file 
with the Minister an agreement in prescribed form on behalf of the 
related group of which the corporation is a member under which an 
amount that does not exceed $1 billion is allocated among the mem- 
bers of the related group for the taxation year. 


Related Provisions: 190.15(6)— Where corporations 
190.16(2) — Transitional rule — proportionate allocation. 


History: Subsec. 190.15(2) amended by 2007, c. 2,.s. 41, applicable to taxation years 
that end after June 30, 2006. It formerly read: 


deemed not related; 


(2) A corporation that is a financial institution at any time during a taxation year 
and that was related to another financial institution at the end of the year may file 
with the Minister an agreement in prescribed form on behalf of the related group 
of which the corporation is a member under which an amount that does not ex- 
ceed the total of $200,000,000 and the lesser of 
(a) $20,000,000, and 
(b) '/s of the amount, if any, by which the total of all amounts, each of which 
is the taxable capital employed in Canada of a financial institution for the 
year that is a member of the related group, exceeds $200,000,000 


is allocated among the members of the related group for the taxation year. 
Para. 190.15(2)(b) substituted by 1994, c. 7, Sch. IL. (1991, c. 49), subsec. 160(2), appli- 
cable to 1990 et seq. The para. formerly read: 


(b) '/s of the amount, if any, by which the total of all amounts, each of which is 
the amount that would be the taxable capital of a financial institution that is a 
member of the related group if its capital deduction for the year were nil, ex- 
ceeds $200,000,000 


Forms: T2 SCH 39: Agreement among related financial institutions Part VI tax; T2 
SCH 306: Newfoundland and Labrador capital tax on financial institutions — agree- 
ment among related corporations. 


(3) Allocation by Minister — The Minister may request a corpo- 
ration that is a financial institution at any time during a taxation 
year and that was related to any other financial institution at the end 
of the year to file. with the Minister an agreement referred to in sub- 
section (2) and, if the corporation does not file such an agreement 
within 30 days after receiving the request, the Minister may allocate 
an amount among the members of the related group of which the 
corporation is a‘member for the year not exceeding $1 billion. 
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Related Provisions: 190.16(2) — Transitional rule — proportionate allocation. 


History: Subsec. 190.15(3) amended by 2007, c. 2, s. 41, applicable to taxation years 
that end after June 30, 2006. It formerly read: 


(3) Idem — The Minister may request a corporation that is a financial institution 
at any time during a taxation year and that was related to any other financial 
institution at the end of the year to file with the Minister an agreement referred to 
in subsection (2) and, if the corporation does not file such an agreement within 
30 days after receiving the request, the Minister may allocate an amount among 
the members of the related group of which the corporation is a member for the 
year not exceeding the total of $200,000,000 and the lesser of 
(a) $20,000,000, and 


(b) '/s of the amount, if any, by which the total of all arnounts, each of which 
is the taxable capital employed in Canada of a financial institution for the 
year that is a member of the related group, exceeds $200,000,000. 
Para. 190.15(3)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 160(3), 
applicable to 1990 et seq. The para. formerly read: 
(b) '/s of the amount if any, by which the total of all amounts, each of which is 
the amount that would be the taxable capital of a financial institution that is a 


member of the related group if its capital deduction for the year were nil, ex- 
ceeds $200,000,000. 


(4) Idem — For the purposes of this Part, the least amount allo- 
cated for a taxation year to each member of a related group under 
an agreement described in subsection (2) or by the Minister pursu- 
ant to subsection (3) is the capital deduction for the taxation year of 
that member, but, if no such allocation is made, the capital deduc- 
tion of each member of the related group for that year is nil. 


(5) Idem — Where a corporation (in this subsection referred to as 
the “first corporation”) has more than one taxation year ending in 
the same calendar year and is related in 2 or more of those taxation 
years to another corporation that has a taxation year ending in that 
calendar year, the capital deduction of the first corporation for each 
such taxation year at the end of which it is related to the other cor- 
poration is, for the purposes of this Part, an amount equal to its Cap- 
ital deduction for the first such taxation year. 


Related Provisions: 190.16(3) — Transitional rule — deemed capital deduction. 
(6) Idem — Two corporations that would, but for this subsection, 
be related to each other solely because of 


(a) the control of any corporation by Her Majesty in right of 
Canada or a province, or 


(b) a right referred to in paragraph 251(5)(b), 


are, for the purposes of this section and section 190.14, deemed not 


to be related to each other except that, where at any time a taxpayer 
has a right referred to in paragraph 251(5)(b) with respect to shares 
and it can reasonably be considered that one of the main purposes 
for the acquisition of the right was to avoid any limitation on the 
amount of a corporation’s capital deduction for a taxation year, for 
the purpose of determining whether a corporation is related to any 
other corporation, the corporations are, for the purpose of this sec- 
tion, deemed to be in the same position in relation to each other as 
if the right were immediate and absolute and as if the taxpayer had 
exercised the right at that time. 


Related Provisions: 256(6), (6.1) — Meaning of “control”. 


History: The closing words of subsec. 190.15(6) amended by 1998, c. 19, s. 204, ap- 
plicable after April 26, 1995. The closing words formerly read: . : 


shall, for the purposes of this section and section 190.14, be deemed not to be 
related to each other except that, where-at any time a taxpayer has a right re- 
ferred to in paragraph 251(5)(b) with respect to shares and it can reasonably be 
considered that one of the main purposes of the acquisition of,the right was to 
avoid any limitation on the amount of a corporation’s capital deduction for a 
taxation year, for the purpose of determining whether a corporation is related to 
any other corporation, the corporations shall, for the purposes of this section, be 
deemed to be in the same position in relation to each other as if the taxpayer 
owned the shares. 


Subsec. 190.15(6) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 112, applicable to 
1989 et seq. 


Definitions [s. 190.15]: “amount” — 181(3), 190(2), 248(1); “calendar year” — 
Interpretation Act 37(1)(a); “capital deduction” — 190.15, 190.16(3); “control” — 
256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “financial institu- 
tion” — 190(1): “Her Majesty’ —Jnterpretation Act 35(1); “Minister”, “pre- 
scribed” — 248(1); | “province” — Interpretation Act 35(1); “related” — 190.15(6), 
251; “related group” — 251(4); “taxation year’ — 249. 
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190.16 Transitional provisions —(1) Application to 
taxation year including July 1, 2006 — If a taxation year of a 
corporation begins before and ends on or after July 1, 2006, not- 
withstanding any other provision of this Part, the tax payable under 
this Part by the corporation for the taxation year is equal to the total 
of 


(a) that proportion of the amount that would be the tax payable 
by the corporation under this Part for the taxation year, if this 
Part were read as it applied to the 2005 taxation year, that the 
number of days in the taxation year that are: before that day is of 
the number of days in the taxation year, and 


(b) that proportion of the amount that would, if this Part were 
read without reference to this section, be the tax payable by the 
corporation under this Part for the taxation year that the number 
of days in the taxation year that are on or after that day is of the 
number of days in the taxation year. 


(2) Proportionate allocation — Any allocation made for the 
purpose of paragraph ( 1)(a) under subsection 190. 15(2) or (3) shall 
be in the same proportion as the allocation, if any, made for the 
purpose of paragraph (1)(b) under subsection 190:15(2) or (3). 


(3) Capital deduction deemed — For the purpose of applying 
subsection 190.15(5).to a corporation for, a taxation year that is de- 
scribed.in that subsection in circumstances where the “first such 
taxation year” referred to in that, subsection is.ataxation year to 
which. subsection (1) applies, the capital deduction: of the corpora- 
tion for that “first such taxation year” is deemed to be the total of 
(a) that proportion of the capital deduction amount allocated to 
the corporation for the purposes of paragraph (1)(a) that the 
number of days in the taxation year that are before July 1, 2006 
is of the number of days in the taxation year, and 
(b) that proportion of the capital deduction amount allocated to 
the corporation for the purposes of paragraph (1)(b) that the 
number of days in the taxation year that are after June 30, 2006 
is of the number of days in the taxation year. 
History [s. 190.16]: S. 190.16 replaced by 2007, c. 2, s. 42, applicable to taxation 
years that end after June 30, 2006. It formerly read: 


190.16 (1) Capital allowance [of life insurer] — For the purposes of this Part, 
the capital allowance for a taxation year of a life insurance corporation. that car- 
ries on business in Canada at any time in the year is the total of 


(a) $10,000,000, 
(b) ‘2 of the amount, if any, by which the lesser of 

(i) $50,000,000, and 

(ii) its taxable capital employed in Canada for the year 
exceeds $10,000,000, 
(c) Ya of the amount, if any, by which the lesser of 

(i) $100,000,000, and 

(ii) its taxable capital employed in Canada for the year 
exceeds $50,000,000, 
(d),/2 of the amount, if any, by which the lesser of 

_(@ $300,000,000, and 

(ii) its taxable capital employed in Canada for the year 
exceeds $200,000,000, and 


(e) */4 of the amount, if any, by which its taxable capital employed in Canada 
for the year exceeds $300,000,000, 


unless the corporation is related at the end of the year to another life insurance 
corporation that carries on business in Canada, in which case, subject to subsec- 
tion (4), its capital allowance for the year is nil. 


(2) Related life insurance corporation — A life insurance corporation that car- 
ries on business in Canada at any time in a taxation year and that is related at the 
end of the year to another life insurance corporation that carries on business in 
Canada may file with the Minister an agreement, in prescribed form on behalf of 
the related group of life insurance corporations of which the corporation is a 
member, under which an amount that does not exceed the total of 


(a) $10,000,000, 
(b) '/2,0f the amount, if any, by which the lesser of 
(i) $50,000,000, and 
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(Gi) the total of all amounts; each of which ‘is’ the taxable capital’ em- 
ployed’ in Canada of a life insurance corporation for the year that'is a 
member of the related group, 


. exceeds, $10,000,000, 

(c) 4 of the amount, if any, by which the lesser’ of 
(i) $100, 000, 000, and 
(ii) the total of, all amounts, each of which. is the. taxable capital _em- 
ployed in Canada of a life insurance corporation for the year that'is a 
member of the related group, 

exceeds $50,000,000, ' 

(d) "2 of the amount, if any; by which the lesser of 
(i) $300,000,000, and 


(ii) the total of all amounts, each of which is the taxable. capital. em- 
ployed. in Canada of a life insurance corporation, for, the, year, that is a 
member of the related group, 


exceeds $200, 000, 000, and 


(e) /s. of the amount, if any, by. which the total of all amounts, each of which 
is the taxable capital employed in Canada of a life insurance corporation for 
the year that is a member of the related group, exceeds $300,000,000 


is allocated among the members of that related group for the year. 
(3). dem — The Minister may request a life insurance corporation that carries on 
business in Canada at any time ina taxation year and that, at the end of the year, 
is related to any other life insurance corporation that carries on business in Can- 
ada to file with the Minister an agreement referred to in subsection (2) and, if the 
corporation does not file such an agreement within 30 days after receiving the 
request, the Minister may allocate among the members of the related group of 
life insurance corporations of which the corporation isa member for the year an 
amount not exceeding the total of 
(a) $10,000,000, 
(b) '/ of the amount, if any, by which the lesser of 
(i) $50,000,000, and 
(ii) the total of all amounts, each of which is the taxable capital em- 
ployed in Canada of a life insurance corporation for the year that is a 
member of the related group, 
exceeds $10,000,000, 
(c) 4 of the amount, if any, by which the lesser of 
(i) $100,000,000, and 
(ii), the total of all amounts, each of which is the taxable capital em- 


ployed in Canada of a life insurance corporation for the year that is a 
member of the related group, 


exceeds $50,000,000, 
(d) ‘2 of the amount, if any, by which the lesser of 
(i) $300,000,000, and 


(ii) the total of all amounts, each of which is the taxable capital em- 
ployed in Canada’ of a life: insurance corporation for the year that is a 
member of !the related group, 


exceeds $200,000,000, and 


(e) % of the amount, if any, by which the total of all amounts, each of which 
is the taxable capital employed in Canada of a life insurance corporation for 
the year that is‘a member of the related group, exceeds $300,000,000. 


(4) Idem — For the purposes of this Part, the least amount allocated for a taxa- 
tion year to.a-member of a related group under an agreement described in sub- 
section (2). or by the Minister under subsection (3) is. the capital allowance for 
that year of the member. 


(5) Provisions applicable to Part — Subsections 190.15(5) and (6) apply to 
this-section with such modifications as the circumstances. require. 


| §. 190.16 added by 1994, c. 21, s. 91, applicable 


(a) to taxation years ending after February 25, 1992; and 


(b) where a corporation elects under para. 88(2)(b) of 1994, c. 21 [see under sub- 
para. 190.11(b)(i) above], to its 1991 and subsequent taxation years; and, notwith- 
standing subsecs. 152(4) to (5), such assessments and determinations shall be made 
as are consequential on the ‘application of s. 190.16 to the corporation’s taxation 
years ending before February 26, 1992. 


Definitions [s. 190.16]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “taxation year” — 249, 


190.17 [Repealed] 
History [s. 190.17]: S. 190.17 repealed by 2007, c. 2, s. 42, applicable to taxation 
years that end after June 30, 2006. It formerly read: 


190.17 (1) Enhanced capital deduction — For the purpose of subsection 
190.1(1.2), the enhanced capital deduction of a corporation for a taxation year is 
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$400,000,000, unless the corporation was related to a financial institution (other 
than a life insurance corporation) at the end of the year, in which case, subject to 
subsection (4), the corporation’s enhanced capital deduction for the year is nil. 


(2) Related financial institution — A corporation that is a financial institution 
at any time in a taxation year and that is related to another financial institution 
(other than a life insurance corporation) at the end of the year may file with the 
Minister an agreement in prescribed form on behalf of the related group of which 
the corporation is a member under which an amount that does not exceed 
$400,000,000 is allocated among the members of the group for the year. 


(3) Minister's powers — The Minister may request a corporation that is a finan- 
cial institution at any time in a taxation year and that is related to any other 
financial institution (other than a life insurance corporation) at the end of the 
year to file with the Minister an agreement referred to in subsection (2) and, if 
the corporation does not file such an agreement within 30 days after receiving 
the request, the Minister may allocate an amount that does not exceed 
$400,000,000 among the members of the related group of which the corporation 
is a member for the year. 


(4) Least amount allocated — The least amount allocated for a taxation year to 
a member of a related group under an agreement described in subsection (2) or 
by the Minister under subsection (3) is the enhanced capital deduction for the 
taxation year of the member, but, if no such allocation is made, the enhanced 
capital deduction of the member for the year is nil. 


(5) Provisions applicable to Part — Subsections 190.15(5) and (6) apply to 
this section with such modifications as the circumstances require. 


S. 190.17 added by 1996, c. 21, s. 50, applicable to taxation years that end after Febru- 
ary 27, 1995. 


190.18 [Substituted inter alia by ss. 190.1—190.15] 
190.19 [Repealed under former Act] 
Administrative Provisions 


190.2 Return — A corporation that is or would, but for subsection 
190.1(3), be liable to pay tax under this Part for a taxation year shall 
file with the Minister, not later than the day on or before which the 
corporation is required by section 150 to file its return of income for 
the year under Part I, a return of capital for the year in prescribed 
form containing an estimate of the tax payable under this Part by it 
for the year. 


Related Provisions: 150.1(5) — Electronic filing; 235 — Penalty for late filing of 
return even where no balance owing. 


History: S. 190.2 amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 113, applicable to 
1991 et seg. S. 190.2 formerly read: 


190.2'A corporation liable to pay a'tax under this Part for a taxation year shall 
file with the Minister, not later than the day on or before which the corporation is 
required by section 150 to file its return of income for the year under Part I, a 
return of capital for that year in prescribed form containing an estimate of the tax 
payable by it for the year. 


Definitions [s. 190.2]: “corporation” — 248(1), Interpretation Act 35(1); “Minister”, 
“prescribed” — 248(1); “tax payable” — 248(2); “taxation year” — 249. 


Forms [s. 190.2]: T2 SCH 38: Part VI tax on capital of financial institutions; T2 SCH 
42: Calculation of unused Part I tax credit; T2 SCH 305: Newfoundland and Labrador 
capital tax on financial institutions. ] 


190.21 Provisions applicable to Part — Sections 152, 158 and 
159, subsection 161(11), sections 162 to 167 and Division J of Part 
I apply to this Part with such modifications as the circumstances 
require and, for the purpose of this section, paragraph 152(6)(a) 
shall be read as follows: 


“(a) a deduction under subsection 190.1(3) in respect of any 
unused surtax credit or unused Part I tax credit (within the 
meanings assigned by subsection 190.1(5)) for a subsequent 
taxation year,”. 


History: S. 190.21 substituted for ss. 190.21 to 190.24 by 1994, c. 7, Sch. VIII (1993, 
c. 24), s. 114, applicable to 1992 et seg.; and in its application to the 1991 taxation 
year, s. 190.24 shall be read as follows: 


190.24 Provisions applicable to Part — Section 152, subsection 157(2.1), sec- 
tions 158 and 159, subsection 161(2.1), (2.2), (7) and (11), sections 162 to 167 
and Division J of Part I apply to this Part with such modifications as the circum- 
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stances require and, for the purpose of this section, paragraph 152(6)(a) shall be 
read as follows: 


(a) a deduction under subsection 190.1(3) in respect of any unused Part I tax 
credit (within the meaning assigned by subsection. 190.1(5)) for a subsequent 
taxation year, 


Ss. 190.21 to 190.24 formerly read: 


190.21 Payment of tax — Every corporation liable to pay tax under this Part for 
a taxation year shall pay to the Receiver General in respect of the year 


(a) either 


(i) on or before the last day of each month in the year, '/i2 of the amount 
estimated by it to be its tax payable under this Part for the year, 


(ii) on or before the last day of each month in the year, '/i2 of its first 
instalment base for the year, or 


(iii) on or before the last day of each of the first two months in the year, 
‘ho of its second instalment base for the year, and on or before the last 
day of each of the following months in the year, '/io of the amount by 
which its first instalment base for the year exceeds '/s of its second in- 
stalment base for the year; and 


(b) on or before the end of the second month following the end of the year, 
the remainder of its tax payable under this Part for the year. 


190.22 Instalment bases — For the purposes of section 190.21, 


(a) the first instalment base of a corporation for a particular taxation year is 
the product obtained when the tax payable under this Part by the corporation 
for its taxation year immediately preceding the particular year is multiplied 
by the ratio that 365 is of the number of days in that preceding year, and 


(b) the second instalment base of a corporation for a particular taxation year 
is the amount of the first instalment base of the corporation for its taxation 
year immediately preceding the particular year, 


but where a particular taxation year of a corporation that was formed as a result 
of an amalgamation or merger is its first taxation year ending after the amalga- 
mation or merger, as the case may be, 


(c) its first instalment base for the particular year is the total of all amounts 
each of which is the product obtained when the tax payable under this Part 
by a corporation, that entered into the amalgamation or merger, for its last 
taxation year preceding the amalgamation or merger is multiplied by the ra- 
tio that 365 is of the number of days in that year, and 


(d) its second instalment base for the particular year is the total of all 
amounts each of which is an amount equal to the first instalment base of a 
corporation, that entered into the amalgamation or merger, for its last taxa- 
tion year preceding the amalgamation or merger. 


190.23 (1) Interest — Where at any time after the day on or before which a 
corporation is required to pay the remainder of its tax payable under this Part for 
a taxation year, 


(a) the amount of its tax payable under this Part for the year 
exceeds 


(b) the total of all amounts each of which is an amount paid at or before that 
time on account of its tax payable and applied as at that time by the Minister 
against the corporation’s liability for an amount payable under this Part for 
the year, 


the corporation shall pay to the Receiver General interest at a prescribed rate on - 


the excess, computed for the period during which that excess is outstanding. 


(2) Idem — Where a corporation that is required by this Part to pay an instal- 
ment of tax has failed to pay all or any part thereof on or before the day on or 
before which the instalment was required to be paid, it shall pay to the Receiver 
General, in addition to the interest payable under subsection (1), interest at a 
prescribed rate on the amount that it failed to pay, computed from the day on or 


before which the amount was required to be paid to the earlier of the day of . 


payment and the beginning of the period in respect of which the corporation is 
required to pay interest thereon under that subsection. 


(3) Limitation on, instalments — For the purposes of subsection (2), where a 
corporation is required to pay an instalment of tax for a taxation year computed 
by reference to a method described in section 190.21, the corporation shall be 
deemed to have been liable to pay an instalment computed by reference to 

(a) its tax payable under this Part for the year, 

(b) its first instalment base for the year, or 


(c) its second instalment base for the year and its first instalment base for the 
year, 


whichever method gives rise to the least amount required to be paid by the cor- 
poration on or before the days referred to in subparagraphs 190.21(a)(i) to (iii). 


190.24 Provisions applicable to Part — Section 152, subsection 157(2.1), sec- 
tions 158 and 159, subsections 161(2.1), (2.2) and (11), sections 162 to 167 and 
Division J of Part I are applicable to this Part with such modifications as the 
circumstances require. ; 


——  . 


Part VI.1 — Corp’ns Paying Preferred Share Dividends S. 191(1) fin 


Para. 161(1)(a) of 1994, c..7, Sch. Il (1991, c. 49) provides that in its application to 
_ taxation years commencing before July 1990 of corporations described in para. (d) or 
(e) of the definition. “financial institution” in subsec. 190(1), s. 190.21 shall be read as 
follows: 


190.21 Every corporation liable to pay tax under this Part for a taxation year 
shall pay to the Receiver General in respect of the year 


(a) where the year ended before July 1990, the tax payable by it under this 
Part for the year on or before the later of July 31, 1990 and the end of the 
second month following the end of the year; and 


(b) where the year ended after June 1990, 
(i) either. 


(A) on or before July 31, 1990, an amount equal to that proportion 
of the athount estimated by it to ‘be its tax payable under this Part 
for the year that 


(I) the number of days in the year that are after February 20, 
1990 and before July 1990 


is of 


(ID) the number of days in the year that are after February 20, 
1990, 


and on or before the last day of each month ending in the year and 
after June 1990, an amount equal to the amount, if any, by which 


(IID) the amount estimated by it to be its tax payable under this 
Part for the year 


exceeds 


(IV) the amount payable by the corporation on or before July 
31, 1990, as would be determined under this clause if this 
clause were read without reference to that part thereof follow- 
ing subclause (II) thereof 


divided by the number,of months ending in the year and after June 
1990, or 


(B) on or, before July 31, 1990, an amount equal to that proportion 
of its first instalment base for the year that 


(1) the number of days in the year that are after February 20, 
1990 and before July 1990 


is of 
(II) the number of days in the year, 


and on’ or before the last day of each month ending in the year and 
after June 1990, an amount equal to its first instalment base for the 
year divided by the number of months in the year, and 


(ii) on or before the end of the second month following the end of the 
year, the remainder of its tax payable under this Part for the year. 


Subsec. 161(2) of 1994, c. 7, Sch. II (1991, c. 49) provides that for the purposes of s. 
190,22, the tax payable under Part VI by a corporation described in para. (d) or (e) of 
the definition “financial institution” in subsec. 190(1) shall be deemed to be 


(a) for a taxation year ending before February 21, 1990, the amount that would be 
its tax payable under that Part for the year if that Part applied in respect of that year 
and its capital deduction under that Part for that year were its capital deduction 
under that Part for its first taxation year ending after February 20, 1990; and 


(b) for its first taxation year ending after February 20, 1990, the product obtained 
when its tax payable under that Part for the year is multiplied by the ratio that the 
number of days in the year is of the number of days in the year after February 20, 
1990. 


Para. 161(1)(b) of 1994,:c. 7, Sch. Il (1991, c. 49) provides that in its application to 
taxation years commencing before July 1990 of corporations described in para. (d) or 
(e) of the definition “financial institution” in subsec. 190(1), subsec. 190:23(3) shall be 
read as follows: 


(3) For the purposes of subsection (2), where a corporation is required to pay an 
instalment of tax for a taxation year computed by reference to a method de- 
scribed in section 190.21, the corporation shall be deemed to have been liable to 
pay an instalment computed by reference to 


(a) its tax payable under this Part for the year, or 
(b) its first instalment base for the year, 


whichever method gives rise to the least amount required to be paid by the cor- 
poration on or before the days referred to in clauses 190.21(b)(i)(A) and (B). 


190.211 Provisions applicable — Crown corporations — 
Section 27 applies to this Part with any modifications that the cir- 
cumstances require. 


History: S. 190.211 added by 1998, c. 19, subsec. 205(1), applicable after May 23, 
1985. 
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PART VI.1 — TAX ON CORPORATIONS 
PAYING DIVIDENDS ON TAXABLE 
PREFERRED SHARES 


191. (1) Definitions — In this, Part, 


“excluded dividend’? means a dividend 


(a) paid by a corporation to a shareholder that had a substantial 
interest in the corporation at the time the dividend was paid, 


(b) paid by a corporation that was a financial intermediary cor- 
poration or a private holding corporation at the time the dividend 
was paid, 


(c) paid by a particular corporation that would, but for 
paragraphs (h) and (i) of the definition “financial intermediary 
corporation” in this subsection, have been a financial intermedi- 
ary corporation at the time the dividend was paid, except where 
the dividend was paid to a controlling corporation in respect of 
the particular corporation or to a specified person (within the 
meaning assigned by paragraph (h) of the definition “taxable 
preferred share” in subsection 248(1)) in relation to such a con- 
trolling corporation, 


(d) paid by a mortgage investment corporation, or 


(e) that is a capital gains dividend within the meaning assigned 
by subsection 131(1); 


Related Provisions: 191(4)(d) — Deemed excluded dividend; 191(6) — Where cor- 
poration pays dividend to partnership. 


“financial intermediary corporation” means a corporation that is 


(a) a corporation described in subparagraph (b)(ii) of the defini- 
tion “retirement savings plan” in subsection 146(1), 


(b) an investment corporation, 

(c) a mortgage investment corporation, 

(d) a mutual fund corporation, 

(e) a prescribed venture capital corporation, or 

(f) a prescribed labour-sponsored venture capital corporation, 


but does not include 


(g) a: prescribed corporation, 


(h) a corporation that is controlled by or for the benefit of one or 
more corporations (each of which is referred to in this subsec- 
tion as a “controlling corporation”) other than financial interme- 
diary corporations or private holding corporations unless the 
controlling corporations and specified persons (within the mean- 
ing assigned by paragraph (h) of the definition “taxable pre- 
ferred share” in subsection 248(1)) in relation to the controlling 
corporations do ‘not own in the aggregate shares of the capital 
stock of the corporation having a fair market value of more than 
10% of the fair market value of all of the issued and outstanding 
shares of the capital stock of the corporation (those fair. market 
values being determined without regard to any voting rights at- 
taching to those shares), or 


(i) any particular corporation in which: another corporation 
(other than a financial intermediary corporation or a private 
holding corporation) has.a substantial interest unless the other 
corporation and specified persons (within the meaning assigned 
by paragraph (h) of the definition “taxable preferred share” in 
subsection 248(1)) in relation to the other corporation do not 
own in the aggregate shares of the capital stock of the particular 
corporation having a fair market value of more than 10% of the 
fair market value of all of the issued and outstanding shares of 
the capital stock of the particular corporation (those fair market 
values being determined without regard to any voting rights at- 
taching to those shares); 


Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 


Regulations: 6700 (prescribed venture capital corporation); 6701 (prescribed labour- 
sponsored venture capital corporation). 
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“private holding corporation” means a private corporation the 
only undertaking of which is the investing of its funds, but does not 
include 


(a) a specified financial institution, 


(b) any particular corporation that owns shares of another corpo- 
ration in which it has a substantial interest; except where the 
other corporation would, but for that substantial interest, be a 
financial intermediary corporation or a private holding corpora- 
tion, or 


(c) any particular corporation in which another corporation owns 
shares and has'a substantial interest, except where the other cor- 
poration would, but for that substantial interest, be a private 
holding corporation. 
History: Para. (b) of “private holding corporation” in subsec. 191(1) substituted by 
1994, c..7, Sch. II (1991, c. 49), s. 162, applicable to 1988 et seq. Para. (b) formerly 
read: 


(b) any particular corporation that owns shares of another corporation in which it 
has a substantial interest except where the other corporation is a financial inter- 
mediary corporation or a corporation that would, but for such substantial interest, 
be a private holding corporation, or 


Related Provisions: 253.1 — Limited partner not considered to carry on business of 
partnership. 


(2) Substantial interest — For the purposes of this Part, a share- 
holder has a substantial interest in a corporation at any time if the 
corporation is a taxable Canadian corporation and 


(a) the shareholder is related (otherwise than by reason of a right 
referred to in paragraph 251(5)(b)) to the corporation at that 
time; or 

(b) the shareholder owned, at: that time, 


(i) shares of the capital stock of the corporation that would 
give the shareholder 25% or more of the votes that could be 
cast under all circumstances at an annual meeting of share- 
holders of the corporation, 


(ii) shares of the capital stock of the corporation having a fair 
market value of 25% or more of the fair market value of all 
the issued shares of the capital stock of the corporation, 


and either 


(iii) shares (other than shares that would be taxable preferred 
shares if the definition “taxable preferred share” in subsec- 
tion 248(1) were read without reference to subparagraph 
(b)(iv) thereof and if they were issued after June 18, 1987 
and were not grandfathered shares) of the capital stock of the 
corporation having a fair market value of 25% or more of the 
fair market value of all those shares of the capital stock of the 
corporation, or 


(iv) in respect of each class of shares of the capital stock of 
the corporation, shares of that class having a fair market 
value of 25% or more of the fair market value of all the is- 
sued shares of that class, 


and for the purposes of this paragraph, a shareholder shall be 
deemed to own at any time each share of the capital stock of a 
corporation that is owned, otherwise than by reason of this para- 
graph, at that time by a person to whom the shareholder is re- 
lated (otherwise than by reason of a right referred to in para- 
graph 251(5)(b)). 


Related Provisions: 191(3) — Substantial interest. 


(3) Idem — Notwithstanding subsection. (2), 


(a) where it can reasonably be considered that the principal pur- 
pose for a person acquiring an interest that would, but for this 
subsection, be a substantial interest in a corporation is to avoid 
or limit the application of Part I or IV.1 or this Part, the person 
shall be deemed not to have a substantial interest. in the 
corporation; 

(b) where it can reasonably be considered that the principal pur- 
pose for an acquisition of a share of the capital stock of a corpo- 
ration (in this paragraph referred to as the “‘issuer”) by any per- 
son (in this paragraph referred to as the “acquirer”’) who had, 


immediately after thetime of the acquisition, a substantial inter- 
est in the issuer from another person who did not, immediately 
before that time, have a substantial interest in the issuer, was to) 
avoid or limit the application of Part I or IV.1 or this Part with’ 
respect to a dividend on the share, the acquirer and specified | 
persons (within the meaning assigned by paragraph (h) of the 

definition “taxable preferred share” in subsection 248(1)) in re-| 
lation to the acquirer shall be deemed not to have a substantial 

interest in the issuer with respect to any dividend paid on the 

share; 


(c) a corporation described in paragraphs (a) to (f) of the defini- | 
tion “financial intermediary corporation” in subsection (1) shall! 
be deemed not to have a substantial interest in another corpora-| 
tion unless it is related (otherwise than by reason of a right re- | 
ferred to in paragraph 251(5)(b)) to the other corporation; 


(d) any partnership or trust, other than 


(i) a partnership all the members of which are related to each | 
other otherwise than by reason of a right referred to in para-_ 
graph 251(5)(b), | 


(ii) a trust in which each person who is beneficially interested 
is 
(A) related (otherwise than because of a right referred to 
in paragraph 251(5)(b)) to each other person who is bene- 
ficially interested in the trust and who is not a registered 
charity, or 


(B) a registered charity 


and, for the purpose of this subparagraph, where a particular 
person who is beneficially interested in the trust is an aunt, 
uncle, niece or nephew of another person, the particular per- 
son and any person who is a child or descendant of the par- 
ticular person shall be deemed to be related to the other per- 
son and to any person who is the child or descendant of the 
other person, or 


(iii) a trust in which only one person (other than a registered 
charity) is beneficially interested, 


shall be deemed not to have a substantial interest in a corpora- 
tion; and 


(e) where at any time a shareholder holds a share of the capital 
stock of a corporation to which paragraph (g) of the definition 
“taxable preferred share” in subsection 248(1) or paragraph (e) 
of the definition “taxable RFI share” in that subsection applies to 
deem the share to be a taxable preferred share or a taxable RFI 
share, the shareholder shall be deemed not to have a substantial 
interest in the corporation at that, time. 


Related Provisions: 248(25) — Beneficially interested. 


History: Paras. 191(3)(a) and (b) amended by 1994, c. 7, Sch. VII (1993, c. 24), 
subsec. 115(1), applicable to dividends paid or received after December 20, 1991. Pa- 
ras. (a) and (b) formerly read: 


(a) where it may reasonably be considered, having’ regard to all the circum- 
stances, that the principal purpose for a person acquiring an interest that would, 
but for this subsection, be a substantial interest in a corporation is to avoid or 
limit the application of this Part or Part IV.1 the person shall be deemed not to 
have a substantial interest in the corporation; : 


(b) where it may reasonably be considered, having regard to all the circum- 
stances, that the principal purpose for an, acquisition of a share of the capital 
stock of a corporation (in this paragraph referred to as the “issuer’) by any per- 
son (in, this paragraph referred to as the “acquirer”) that had, immediately after 
the time of the acquisition, a substantial interest in the issuer from another person 
that did not, immediately before that time, have a substantial interest in the is- 
suer, was to avoid or limit the application of this Part or Part IV.1 with respect to 
a dividend on the share, the acquirer and specified persons (within the meaning 
assigned by paragraph (h) of the definition “taxable preferred share” in subsec- 
tion 248(1)) in relation to the acquirer shall be deemed not to have a substantial 
interest in the issuer with respect to any dividend paid on the share; 


Subparas. 191(3)(d)(ii) and (iii) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
115(2), applicable after 1990. Subparas. (d)(iiy and (iii) formerly read: 


(ii) a trust in which all persons who are beneficially interested, within the mean- 
ing assigned by subsection 94(7), are related to each other (otherwise than by 
reason of a right referred to in paragraph 251(5)(b)) and, for the purposes of this’ 
subparagraph, where a particular person who is so beneficially interested in the 
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. trust is an aunt, uncle; niece ornephew of another person, the particular person 
and any person who is a child or descendant of the particular person shall be 
deemed to be related to the other person and any person who is a child or descen- 
dant of the other person, or 


(iii) a trust in which only one person is beneficially interested, within the mean- 
ing assigned by subsection 94(7), 


(4) Deemed dividends — Where at any particular time 
(a) a share of the capital stock of a corporation is issued, 


(b) the terms or conditions of a share of the capital stock of'a 
corporation are changed, or 


(c) an agreement in respect of a share of the capital stock of a 
corporation is changed or entered into, 


and the terms or conditions of the share or the agreement in respect 


of the share specify an amount in respect of the share, including an | 


amount for which the share is to be redeemed, acquired or cancelled 
(together with, where so provided, any accrued: and unpaid’ divi- 
dends thereon) and where: paragraph (a) applies, the specified 
amount does not exceed the fair market value of the consideration 
for which the share was. issued, and where paragraph (b) or (c) ap- 
plies, the specified amount does not exceed. the fair market value of 
the share immediately before; the particular time, the amount of any 
dividend deemed.to have been paid on a redemption, acquisition or 
cancellation of the share to which subsection 84(2) or (3) applies 
shall 


(d) for the purposes of this Part and section 187. 21 -be. deemed .to 
be an excluded dividend and an excepted dividend, respectively, 
“unless 


(i) where paragraph (a) applies, the share was issued for con- 
sideration that included a taxable preferred share, or 


(ii) where paragraph (b) or (c) applies, the share was, imme- 
diately before the particular time, a taxable preferred share, 
and ; 


(e) be deemed not to bea dividend to which subsection 112(2:1) 
or 138(6):applies to deny’a deduction with respect to the divi- 
dend in computing the taxable income of a’ corporation under 
subsection 112(1) or (2) or 138(6), unless 


(i) where paragraph (a) applies, the share was issued for con- 
sideration that included a term preferred share or for the pur- 
pose of raising capital or as part of a;series.of transactions or 
events the purpose of which was to raise capital, and 


(11) where paragraph (b) or (c) applies, the share was, imme- 
diately before the particular time, a\term preferred share, or 
the terms or conditions of the share were changed, or the 
agreement in respect of the share was changed or entered into 
for the purpose of raising capital or as part of a series of 
transactions ‘or events the purpose of which was: to raise 
capital. 

Related Provisions: 87(2)(rr) — Amalgamations — continuing corporation; 

87(4.2)(f) — Amalgamations — where amount specified for purposes of 191(4); 

248(10) — Series of transactions. 


(5) Where subsec. (4) does not apply — Subsection (4) does 
not apply to the extent that the total of 


(a) the amount paid on the redemption, acquisition or cancella- 
tion of the share, and 


(b) all-amounts each of which is an amount (other than an 
amount deemed by subsection 84(4) to be a dividend) paid, after 
the particular time and before the redemption, acquisition or 
cancellation of the share, on a reduction of the paid up capital of 
the corporation in respect of the share 


exceeds the specified amount referrey to in subsection (4). 


(6 Excluded dividend— partner: — a at any dine a corpor 
tion pays a dividend to a partnership, the corporation is, 
purposes of’ this subsection and paragraph (a) of the de 
“excluded dividend” in subsection (1), deemed to have 


S: 191.1(D(a)@ 


time to each member of the partnership a dividend 
oe oo formula 


qual to the 


Definitions [s. 191]: “amount” — 248(1); “aunt” — 252(2)(e); REMY inter- 
ested” — 248(25); “capital gain” — 39(1)(a), 248(1); “child” — 252(1); “class of 
shares” — 248(6); “control” — 256(6), (6.1); “corporation” — 248(1), Interpretation 
Act 35(1); “dividend” — 248(1); “excluded dividend” — 191(1); “financial intermedi- 
ary corporation” — 191(1); “fiscal period” — 249.1; “grandfathered share” — 248(1); 
“investment corporation” — 130(3)(a), 248(1); “mortgage investment corporation” — 
130.1(6), 248(1); “mutual fund corporation” — 131(8),'248(1); “nephew”’,! “niece” — 
252(2)(g); “paid-up capital” — 89(1), 248(1); “person”, “‘prescribed’” — 248(1); “pre- 
scribed labour-sponsored venture capital corporation” — Reg. 6701; “prescribed ven- 
ture capital corporation” — Reg. 6700;.“‘private corporation” — 89(1), 248(1); “private 
holding corporation” — 191(1); “registered charity” — 248(1); “related” — 251(2); 
“series of transactions or events” — 248(10); “share”, ‘shareholder’, “specified finan- 
cial’ institution” — 248(1); “specified person” — 248(1)*taxable preferred share”’(h); 
“specified proportion” — 248(1); “substantial interést’” — 191(2), (3); “taxable Cana- 
dian corporation” — 89(1), 248(1); “taxable. income” — 2(2), :248(1); “taxable pre- 
ferred share”, “taxable RFI share”, “term preferred share” — 248(1); “trust” — 104(1), 
248(1), (3); “uncle” — 252(2)(e); “undertaking” — 253.1(a). 


29 6, 


191.1 (1) Tax on taxable dividends — Every taxable Canadian 
corporation. shall pay a tax under this Part for each taxation year 
equal to the amount, if any, by which 
(a), the total of 
(i) 667/3% of the amount, if any, by which the total of all tax- 
able. dividends (other than excluded dividends) paid by the 
corporation in the, year.and after 1987 on short-term pre- 
ferred shares exceeds the corporation’s. dividend allowance 
for the year, 


-191.1(1)(a)(i) 
tiplying the amount by 
vidends (other than ex-_ 
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cluded dividends) paid by the corporation in the year and 
after 1987 on short-term preferred shares exceeds the cor-— 
poration’s dividend allowance for the year, by 


(A) 50% for dividends paid in a taxation year that ends 
before 2010, 


(B) 45% for dividends paid in a taxation year that ends 


after 2009 and before 2012, 
(C) 40% for dividends paid in a taxation year that ends 
after 2011, er Hes 

29, will 


Application: The July 16, 2010 draft legislation (Part 1 — technical), s. 1 
amend subpara. 191.1(1)(a)(i) to read as above, applicable to 2003 ef seq. : 
Technical Notes (July 2010): Subsection 191.1(1) provides for a tax to be paid — 
under Part VL.1 by a corporation that has paid taxable dividends on taxable preferred — 
shares. Ih the case of short-term preferred shares, subparagraph 191.1(1)(a)(i) sets the 
tax rate at 66 4% of the dividend. This rate produces an amount of tax that approxi 
mates the amount of income tax that would have been collected had a corporate 
shareholder sought the same after-tax return in the form of interest. The Part VI. tax 
is based on an assumed combined federal and provincial corporate income tax rate. 
That result obtains, at the current 66 7/3 percent rate, if interest income is assumed to 
be taxed at 40%. This amendment reduces the tax rate under subparagraph 
191.1(1)(a)() in the context of the reductions in the general federal corporate income — 
tax rate for the 2003 and subsequent taxation years. This amendment is made in the 
course of the review of provisions in the Act that assume a specific underlying corpo- 
rate income tax rate in the context of the reductions in the general federal corporate 
income tax rate, as was announced in the Economic Statement: delivered on October _ 
30, 2007. The review of other such provisions continues and any other amendments 
will be announced upon completion of that review. : 


Letter from Dept. of Finance, Aug. 2, 2002: — 


Dear [xxx] < - - 
Lam writing further to your letter of July 31, 2002, regardir th ¢ d 
under Part VI.1 of the Income Tax Act and the treatment, under Part I of the Act, of 


amounts paid under Part VI.1. Specifically, you have asked for written confirmation 
of this Division’s intention to recommend certain changes in both of these areas. You” 
have emphasized that this matter is of pressing concern for your client, and we have 

accordingly given your enquiry some priority. oe 
This will confirm that we do intend to propose such changes, as part of a series of 

technical measures designed to reflect recent and planned reductions in corporate — 
income tax rates. Our recommendation in respect of Part VL.1 will be that the rate of - 


tax imposed by subparagraph 191.1(1)(a)(i) be reduced from 667% to 50%. Comple- 


menting this, we will recommend that the factor to be applied in computing the de- 
duction for Part I purposes [110(1)(k) — ed.] in respect of Part VII taxes be ad- 
justed from °/s to 3. Both of these measures would apply for the 2003 and subsequent 
taxation years. : / OE 
As you know, I cannot offer any assurance that either the Minister of Finance or 
Parliament will endorse these proposals. Nonetheless, | hope that this statement of _ 
our intentions is helpful. _ : : oe — 
Yours. sincerely, 

Brian Emewein ee — 

Director, Tax Legislation Division, Tax Policy Branch 


(ii) 40% of the amount, if any, by which the total of all taxa- 
ble dividends (other than excluded dividends) paid by the 
corporation in the year and after 1987 on taxable preferred 
shares (other than short-term preferred shares) of all classes 
in respect of which an election under subsection 191.2(1) has 
been made exceeds the amount, if any, by which the corpora- 
tion’s dividend allowance for the year exceeds the total of the 
dividends referred to in subparagraph (i), 


(iii) 25% of the amount, if any, by which the total of all taxa- 
ble dividends (other than excluded dividends) paid by the 
corporation in the year and after 1987 on taxable preferred 
shares (other than short-term preferred shares) of all classes 
in respect of which an election under subsection 191.2(1) has 
not been made exceeds the amount, if any, by which the cor- 
poration’s dividend allowance for the year exceeds the total 
of the dividends referred to in subparagraphs (i) and (ii), and 


(iv) the total of all amounts each of which is an amount de- 
termined for the year in respect of the corporation under par- 
agraph 191.3(1)(d) 

exceeds 


(b) the total of all amounts each of which is an amount deter- 
mined for the year in respect of the corporation under paragraph 
191.3(1)(c). 


g the rates of tax imposed _ 


Income Tax Act 


Related Provisions: 18(1)(t)—Tax is non-deductible; 87(4.2) — Exchanged 
shares; 110(1)(k) — Deduction of 3.5 x Part VI.1 tax (less before 2012) from taxable 
income; 157(1)-(3) — Payment of Part V1.1 tax; 161(4.1) — Interest — corporations; 
191.3(6) — Payment by transferor corporation; 227(14) — No tax on corporation ex- 
empt under s. 149. 


Interpretation Bulletins: IT-88R2: Stock dividends. 
Advance Tax Rulings: ATR-46: Financial difficulty. 
Forms: T2 SCH 43: Calculation of Parts IV.1 and VI.1 taxes. 


(2) Dividend allowance — For the purposes of this section, a 
taxable Canadian corporation’s “dividend allowance” for a taxation 
year is the amount, if any, by which 


(a) $500,000 
exceeds 


(b) the amount, if any, by which the total of taxable dividends 
(other than excluded dividends) paid by it on taxable preferred 
shares, or shares that would be taxable preferred shares if they 
were issued after June 18, 1987 and were not grandfathered 
shares, in the calendar year immediately preceding the calendar 
year in which the taxation year ended exceeds $1,000,000, 


unless the corporation is associated in the taxation year with one or 
more other taxable Canadian corporations, in which case, except as 
otherwise provided in this section, its dividend allowance for the 
year is nil. 

Related Provisions: 87(2)(rr) — Amalgamations — continuing corporation. 
Interpretation Bulletins: IT-88R2: Stock dividends. 


(3) Associated corporations — If all of the taxable Canadian 
corporations that are associated with each other in a taxation year 
and that have paid taxable dividends (other than excluded divi- 
dends) on taxable preferred shares in the year have filed with the 
Minister in prescribed form.an agreement whereby, for the purposes 
of this section, they allocate an amount to one or more of them for 
the taxation year, and the amount so allocated or the total of the 
amounts so allocated, as the case may be, is equal to the total divi- 
dend allowance for the year of those corporations and all other taxa- 
ble Canadian corporations with which each such corporation is as- 
sociated in the year, the dividend allowance for the year for each of 
the corporations is the amount so allocated to it. 


Forms: 1761: Calculation of Parts IV.1 and VI.1 taxes payable (Box 1). 


(4) Total dividend allowance — For the purposes of this sec- 
tion, the “total dividend allowance” of a group of taxable Canadian 
corporations that are associated with each other in a taxation year is 
the amount, if any, by which 

(a) $500,000 


exceeds 


(b) the amount, if any, by which the total of taxable dividends - 


(other than excluded dividends) paid by those corporations on 
taxable preferred shares, or shares that would be taxable pre- 
ferred shares if they were issued after June 18, 1987 and were 
not grandfathered shares, in the calendar year immediately pre- 
ceding the calendar year in which the taxation year ended ex- 
ceeds $1,000,000. 


Related Provisions: 87(2)(rr) — Amalgamations — continuing corporation. 
Interpretation Bulletins: IT-88R2: Stock dividends. 


(5) Failure to file agreement — If any of the taxable Canadian 
corporations that are associated with each other in a taxation year 
and that have paid taxable dividends (other than excluded. divi- 
dends) on taxable preferred shares in the year has failed to file with 
the Minister an agreement as contemplated by subsection (3) within 
30 days after notice in writing by the Minister has been forwarded 
to any of them that such an agreement is required for the purpose of 
any assessment of tax under this Part, the Minister shall, for the 
purpose of this section, allocate an amount to one or more of them 
for the taxation year, which amount or the total of which amounts, 
as the case may be, shall equal the total dividend allowance for the 
year for those corporations and all other taxable Canadian corpora- 
tions with which each such corporation is associated in the year, 
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and the dividend allowance for the year of each of the ss abet 
is the amount so allocated to it. 


(6) Dividend allowance in short years — Notwithstanding any 
other provision of this section, 


(a) where a corporation has a taxation year that is less than 51 
weeks, its dividend allowance for the year is that proportion of 
its dividend allowance for the year determined without reference 
to this paragraph that the number of days in the year is of 365; 
and 


(b) where a taxable Canadian corporation (in this paragraph re- 
ferred to as the “first corporation”) has more than one: taxation 
year ending in a calendar year and is associated in two or more 
of those taxation years with another taxable Canadian corpora- 
tion that has a taxation year ending in that calendar year, the 
dividend allowance of the first corporation for each taxation 
year in which it is associated with the other corporation ending 
in that calendar year is, subject to the application of paragraph 
(a), an amount equal to the amount that would be its dividend 
allowance for the first such taxation year if the allowance were 
determined without reference to paragraph (a). 
Definitions [s. 191.1]: “amount” — 248(1); “associated” — 256; “calendar year’ — 
Interpretation Act 37(1)(a); “corporation” — 248(1), Interpretation Act 35(1); “divi- 
dend” — 248(1); “dividend allowance” — 191.1(2); “excluded dividend” — 191(1); 
“grandfathered share”, “Minister”, “prescribed”, “share”, “short-term preferred 
share” — 248(1); “taxable Canadian corporation”, “taxable dividend” — 89(1), 248(1); 
“taxable preferred share” — 248(1); “taxation year’ — 249; “total dividend allow- 
ance” — 191.1(4); “writing” — Interpretation Act 35(1). 


191.2 (1) Election — For the purposes of determining the tax pay- 
able by reason of subparagraphs 191.1(1)(a)(ii) and (iii), a taxable 
Canadian corporation (other than a financial intermediary corpora- 
tion or a private holding corporation) may make an election with 
respect to a class of its taxable preferred shares the terms and condi- 
tions of which require an election to be made under this subsection 
by filing a prescribed form with the Minister 


(a) not later than the day on or before which its return of income 
under Part I is required by section 150 to be filed for the taxation 
year in which shares of that class are first issued or first become 
taxable preferred shares; or 


(b) within the 6 month period commencing on any of the follow- 
ing days, namely, 


(i) the day of sending of any notice of assessment of tax pay- 
able under this Part or Part I by the corporation for that year, 


(11) where the corporation has served a notice of objection to 
an assessment described in subparagraph (1), the day of send- 
ing of a notice that the Minister has confirmed or varied the 
assessment, 


(iii) where the corporation has instituted an appeal in respect 
of an assessment described in subparagraph (i) to the Tax 
Court of Canada, the day of mailing of a copy of the decision 
of the Court to the taxpayer, and 


(iv) where the corporation has instituted an appeal in respect 
of an assessment described in subparagraph (1) to the Federal 
Court of Appeal or the Supreme Court of Canada, the day on 
which the judgment of the Court is pronounced or delivered 
or the day on which the corporation discontinues the appeal. 


Related Provisions: 87(4.2)(e) — Amalgamation; 187.2 —Tax on dividends on 
taxable preferred shares; 244(14), (14.1) — Date when notice sent. 


History: Subparas. 191.2(1)(b)(i) and (ii) amended by 2010, c. 25, s. 53, to substitute 
“sending” for “mailing”, in force on December 15, 2010. 

Subpara. 191,2(1)(b)(iv) amended by 2002, c. 8, para. 184(e) to substitute “Federal 
Court of Appeal” for “Federal Court of Canada”, in force July 2, 2003. 


Forms: T769: Election under section 191.2 by an issuer of taxable preferred shares to 
pay Part VI.1 tax at a rate of 40%. 


(2) Time of election — An election with respect to a class of tax- 
able preferred shares filed in accordance with subsection (1) shall 
be deemed to have been filed before any dividend on a share of that 
class is paid. 


S. 191.3(1) 


(3) Assessment — Where an election has been filed under*sub- 
section (1), the Minister shall, notwithstanding subsections 152(4) 
and (5), assess or reassess the tax, interest or penalties payable 
under this:Act by any corporation for any relevant taxation ee in 
order to take into account the election. 

Definitions [s. 191.2]: “assessment” — 248(1); “class” — 248(6); “corporation” — 
248(1), Interpretation Act 35(1); “day of sending’ — 244(14), (14.1); “dividend” — 
248(1); “Federal Court of Appeal” — Federal Courts Act s. 3; “financial intermediary 
corporation” — 191(1); “Minister”, “prescribed” — 248(1); “private holding corpora- 
tion” — 191(1); “share” — 248(1); “tax payable” — 248(2); “taxable Canadian corpo- 
ration” — 89(1), 248(1); “taxable preferred share” — 248(1); “taxation year” — 249; 
“taxpayer” — 248(1). 


Interpretation Bulletins [s. 191.2]: IT-88R2: Stock dividends. 


191.3 (1) Agreement respecting liability for tax — Where a 
corporation (in this section referred to as the “transferor corpora- 
tion”) and a taxable Canadian corporation (in this section referred to 
as the “transferee corporation’’) that was related (otherwise than be- 
cause of a right referred to in paragraph 251(5)(b) or because of the 
control of any corporation by Her Majesty in right of Canada or a 
province) to the transferor corporation 


(a) throughout a particular taxation year of the transferor corpo- 
ration (or, where the transferee corporation came into existence 
in that year, throughout the part of that year in which the trans- 
feree corporation was in existence), and 


(b) throughout the last taxation year of the transferee corporation 
ending at or before the end of the particular taxation year (or, 
where the transferor corporation came into existence in that last 
taxation year of the transferee corporation, throughout that part 
of that last year in which the transferor corporation was in 
existence) 


file as provided in subsection (2) an agreement or amended agree- 
ment with the Minister under which the transferee corporation 
agrees to pay all or any portion, as is specified in the agreement, of 
the tax for that taxation year of the transferor corporation that 
would, but for the agreement, be payable under this Part by, the 
transferor corporation (other than any tax payable by the transferor 
corporation by reason of another agreement made under this sec- 
tion), the following rules apply, namely, 


(c) the amount of tax specified in the agreement is an amount 
determined for that taxation year of the transferor corporation in 
respect of the transferor corporation for the purpose of para- 
graph 191.1(1)(b), 


(d) the amount of tax specified in the agreement is an amount 
determined in respect of the transferee corporation for its last 
taxation year ending at or before the end of that taxation year of 
the transferor corporation for the purpose of subparagraph 
191.1(1)(a)(iv), and 


(e) the transferor corporation and the transferee corporation are 
jointly and severally liable to pay the amount of tax specified in 
the agreement and any interest or penalty in respect thereof. 


Proposed Amendment — 191. 3(1)(e) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
240(1), will amend | para. 191.3(1)(e) by substituting “severally, or solidarily,” for “sev- 
erally”, to come into force on Royal Assent. — 


Technical Notes (July 2010): See under 124), 


Related Provisions: —87(2)(ss) —Amalgamations — continuing © corporation; 
110(1)(k) — Part VI.1 tax; 191.3(1.1) — Consideration for entering into agreement 
deemed to be nil; 191.3(6) — Payment by transferor corporation; 256(6), (6.1) — 
Meaning of “control”. 


History: The opening words of subsec. 191.3(1) and paras. (a) and (b) amended by 
1998, c. 19, s. 207, applicable to taxation years’ of a transferor corporation that begin 
after 1994, except that the amendment to the opening words applies only to taxation 
years of the transferor corporation that end after April 26, 1995. 


Subsec. 207(3).of the said c. 19 provides that where an agreement under subsec. 
191.3(2) can be made between a transferor corporation and a transferee corporation 
solely because of the amendment to para. 191.3(1)(a) or (b), the agreement is deemed 
to have been filed on time if it is filed with the Minister of National Revenue before 
October 1998. 
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The opening words of subsec. 191.3(1) and paras. (a) and (b) formerly read: 


(1) Where a corporation (in this section referred to as the “transferor corpora- 
tion”) and a taxable Canadian corporation (in this section referred to as the 
“transferee corporation”) which was related (otherwise than by reason of a right 
referred to in paragraph 251(5)(b)) to the transferor corporation 


(a) throughout a taxation year of the transferor corporation, and 


(b) throughout the last taxation year of the transferee corporation ending at 
or before the end of that taxation year of the transferor corporation, 


Forms: T2 SCH 45: Agreement respecting liability for Part VI.1 tax. 


(1.1) Consideration for agreement — For the purposes of Part 
I of this Act, where property is acquired at any time by a transferee 
corporation as consideration for entering into an agreement with a 
transferor corporation that is filed under this section, 


(a) where the property was owned by the transferor corporation 
immediately before that time, 


(i) the transferor corporation shall be deemed to have dis- 
posed of the property at that time for proceeds equal to the 
fair market value of the property at that time, and 


(ii) the transferor corporation shall not be entitled to deduct 
any amount in computing its income as a consequence of the 
transfer of the property, except any amount arising as a con- 
sequence of subparagraph (i); 


(b) the cost at which the property was acquired by the transferee 
corporation at that time shall be deemed to be equal to the fair 
market value of the property at that time; 


(c) the transferee corporation shall not be required to add. an 
amount in computing its income solely because of the acquisi- 
tion at that time of the property; and 


(d) no benefit shall be deemed to have been conferred on the 
transferor corporation as a consequence of the transferor corpo- 
ration entering into an agreement filed under this section. 


History: Subsec. 191.3(1.1) added by 1995, c. 21, s. 41, applicable to 1988 et seq. 


(2) Manner of filing agreement — An agreement or amended 
agreement referred to in subsection (1) between a transferor corpo- 
ration and a transferee corporation shall be deemed not to have been 
filed with the Minister unless 


(a) it is in prescribed form; 


(b) it is filed on or before the day on or before which the trans- 
feror corporation’s return for the year in respect of which the 
agreement is filed is required to be filed under this Part or within 
the 90-day period beginning on the day of sending of a notice of 
assessment of tax payable under this Part or Part I by the trans- 
feror corporation for the year or by the transferee corporation for 
its taxation year ending in the calendar year in which the taxa- 
tion year of the transferor corporation ends or the sending of a 
notification that no tax is payable under this Part or Part I for 
that taxation year; 


(c) it is accompanied by, 


(i) where the directors of the transferor corporation are le- 
gally entitled to administer its affairs, a certified copy of their 
resolution authorizing the agreement to be made, 


(ii) where the directors of the transferor corporation are not 
legally entitled to administer its affairs, a certified copy of 
the document by which the person legally entitled to admin- 
ister the corporation’s affairs authorized the agreement to be 
made, 


(iii) where the directors of the transferee corporation are le- 
gally entitled to administer its affairs, a certified copy of their 
resolution authorizing the agreement to be made, and 


(iv) where the directors of the transferee corporation are not 
legally entitled to administer its affairs, a certified copy of 
the document by which the person legally entitled to admin- 
ister the corporation’s affairs authorized the agreement to be 
made; and 
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(d) where the agreement is not an agreement to which subsection 
(4) applies, an agreement amending the agreement has not been 
filed in accordance with this section. 


(e) [Repealed] 
Related Provisions: 244(14), (14.1) — Date when notice sent. 


History: Para. 191.3(2)(b) amended by 2010, c. 25, s. 54, in force on December 15, 
2010. It formerly read: 


(b) it is filed on or before the day on or before which the transferor corporation’s 
return for the year in respect of which the agreement is filed is required to be 
filed under this Part or within the 90 day period commencing on the day of mail- 
ing of a notice of assessment of tax payable under this Part or Part I by the 
transferor corporation for the year or by the transferee corporation for its taxation 
year ending in the calendar year in which the taxation year of the transferor cor- 
poration ends or the mailing of a notification that no tax is payable under this 
Part or Part I for that taxation year, 
Para. 191.3(2)(e) repealed by 1994, c. 7, Sch. I (1991, c. 49), s. 163, applicable to 
1989 et seg. Para. (e) formerly read: 
(e) no tax is payable under Part I by the transferor corporation for its taxation 
year in respect of which the agreement is filed. 


(3) Assessment — Where an agreement or amended agreement 
between a transferor corporation and a transferee corporation has 
been filed under this section with the Minister, the Minister shall, 
notwithstanding subsections 152(4) and (5), assess or reassess the 
tax, interest and penalties payable under this Act by the transferor 
corporation and the transferee corporation for any relevant taxation 
year in order to take into account the agreement or amended 
agreement. 


(4) Related corporations — Where, at any time, a corporation 
has become related to another corporation and it may reasonably be 
considered, having regard to all the circumstances, that the main 
purpose of the corporation becoming related to the other corpora- 
tion was to transfer, by filing an agreement or an amended agree- 
ment under this section, the benefit of a deduction under paragraph 
110(1)(k) to a transferee corporation, the amount of the tax speci- 
fied in the agreement shall, for the purposes of paragraph (1)(c), be 
deemed to be nil. 


(5) Assessment of transferor corporation — The Minister 
may at any time assess a transferor corporation in respect of any 
amount for which it is jointly and severally liable by reason of para- 
graph (1)(e) and the provisions of Division I of Part I are applicable 
in respect of the assessment as though it had been made under sec- 
tion 152. 


Proposed Amendment — 191.3(5) 

Application: The July 16, 2010, draft legislation (Part 2. — bijuralism), subsec. 

240(2), will amend subsec. 191.3(5) by substituting “severally, or solidarily,” for “sev- 
Pies setae bid SAS: 


erally”, to come into force on Royal Assent. 
Technical Notes (July 2010): See under 12(4). 


(6) Payment by transferor corporation — Where a transferor 
corporation and a transferee corporation are by reason of paragraph 
(1)(e) jointly and severally liable in respect of tax payable by the 
transferee corporation under subparagraph 191.1(1)(a)(iv) and any 
interest or penalty in respect thereof, the following rules, apply: 


Proposed Amendment — 191.3(6) opening words 


(6) Payment by transferor corporation — If a transferor cor- 

poration and a transferee corporation are by reason of paragraph © 
(1)(e) jointly and severally, or solidarily, liable in respect of tax» 
payable by the transferee corporation under subparagraph — 
191.1(1)(a)(iv) and any interest or penalty in respect thereof, the 

following rules apply: | ) ae LEE 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), ‘subsec. | 
240(3), will amend the opening words of subsec. 191.3(6) to read as above, to come, — 
into force on Royal Assent. : oes GGT EAE ia 
Technical Notes (July 2010): See under 12(4). 


% 
& 


+ 

A ve 
sche thane FN 
(a) a payment by the transferor corporation on account of the 


liability shall, to the extent thereof, discharge the joint liability; 
and 
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fone to come into force on Royal Assent. _ 
Technical Notes ( 10): See under 12¢ 


(b) a payment by the transferee corporation on account of its 
liability discharges. the transferor corporation’s liability only to 
the extent that the payment operates to reduce the transferee cor- 
poration’s liability under. this Act.to an amount less than the 
amount in respect of which the transferor corporation was, by 
sialiastian Snore made ssi ne cine rasiv 


Definitions ro 191 8h “acquired” — 256(7)— 2(0); “amount”, Tassessment!i248(1)5 


“calendar year” — Interpretation Act 37(1)(a); “control” —256(6)—(9); “‘corpora- 
tion” — 248(1), Interpretation Act 35(1); “day. of sending’»— 244(14), (14.1); “Her 
Majesty” — Interpretation. Act 35(1);. “Minister”, “prescribed”. — 248(1); “‘prov- 
ince” — Interpretation Act 35(1); “related” — 251(2); “tax payable” — 248(2); “taxa- 
ble Canadian corporation” — 89(1), 248(1); “taxation year” — 249; “transferee corpo- 
ration”, “transferor corporation” — 191.3(1). 


Interpretation Bulletins [s. 191.3]: IT-88R2: Stock dividends! 


191.4 (1) Information return — Every corporation that is’ or 
would, but for section 191.3, be liable to. pay tax under this Part for 
a taxation year shall, not later than the day on or before which it is 
required by section 150 to file its return: of income: for the year 
under Part I, file with the Minister a return for the year under this 
Part in prescribed form containing an estimate of the tax payable by 
it under this Part for the year. 

Related Provisions: 150.1(5) — Electronic filing; 157(1) — Payment of Part VI.1 
tax; 157(2.1) — Special cases; 161(4.1) — Limitation respecting corporations. 
Forms: T2 SCH 43: Calculation of Parts IV.1 and VI.1 taxes. 


(2) Provisions applicable to Part — Sections 152, 158 and 
159, subsection 161(11), sections 162 to 167 and Division J of Part 
I apply to this Part with such modifications as the circumstances 
require. 

History: Subsec. 191.4(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 116, 
applicable to 1992 et seg. Subsec. (2) formerly read: 


(2) Sections 152, 158 and 159, subsections 161(1), (2) and (11), sections 162 to 
167 and Division J of Part I are applicable to this Part with such modifications as 
the circumstances require. 


(3) Provisions applicable — Crown corporations — Section 
27 applies to this Part with any modifications that the circumstances 
require. 

History: Subsec. 191.4(3) added ‘by 1998, c. 19, s..208, applicable after 1987. 


Definitions [s. 191.4]: “corporation” — 248(1); Interpretation Act 35(1); “Minister”, 
“prescribed” — 248(1); “tax payable” — 248(2); “taxation year’ — 249. 


PART Vil — REFUNDABLE TAX ON 
CORPORATIONS ISSUING QUALIFYING 
SHARES 


192. (1) Corporation to pay tax — Every corporation shall pay a 
tax under this Part for a taxation year equal to the total of all 
amounts each of which is an amount designated under subsection 
(4) in respect of a share issued by it in the year. 

Related Provisions: 227.1(1) — Liability of directors for unpaid Part VII tax. 


(2) Definition of “Part Vil refund” — In this Part, the “Part VII 
refund” of a corporation for a taxation year means an amount equal 
to the lesser of 

(a) the total of 


(i) the amount, if any, by which the share-purchase tax credit 
of the corporation for ‘the year exceeds the amount, if any, 


S. 192(4.D (a) 


deducted in respect thereof by it for the year under subsec- 
tion 127.2(1) from its tax otherwise payable under Part I for 
the year or the amount deemed by subsection 127.2(2) to 
have been paid on account of its tax payable under Part I for 
the year, as the case may be, and 


(ii) such amount as the corporation may claim, not exceeding 
the amount that would, if paragraph (i) of the definition “in- 
vestment tax credit” in subsection 127(9) were read without 
reference to the words “the year or’, be its investment tax 
credit at the end of the year in respect of property acquired, 
or an expenditure made, after April 19, 1983 and on or 
before the last day of the year, and 


(b) the refundable Part VII tax on hand of the corporation at the 
end of the year. 


Related Provisions: 248(1)“‘lawyer” — Definition applies to entire Act. 


Selected Cases [subsec. 192(2)]: 598606 Ontario Ltd. v. MNR, [1993] 1 C.T.C. 
2001 (TCC) (SRTC denied where issuer failed to file prescribed form within prescribed 
time): 


(3) Definition of “refundable Part Vil tax on hand” — In this 
Part, “refundable Part VII tax on hand” of a corporation at the end 
of a taxation year means the amount, if any, by which 


(a) the total of the taxes. payable by it under this Part.for the year 
and all preceding taxation years 


exceeds the total of 


(b) the total of its Part VII refunds for all preceding taxation 
years, and 


(c) the total of all amounts each of which is an amount of tax 
included in the total described in paragraph (a) in respect of a 
share that was issued by the corporation and that, at the time it 
was issued, was not a qualifying share. 


Related Provisions: 248(1)refundable Part VII tax on hand” — Definition applies 
to entire Act. ' 


(4) Corporation may designate amount — Every taxable Ca- 
nadian corporation may, by filing a prescribed form with the Min- 
ister at any time on or before the last day of the month immediately 
following the month in which it issued a qualifying share of its cap- 
ital stock (other than a share issued before July, 1983 or after 1986, 
or a share in respect of which the corporation has, on or before that 
day, designated an.amount under subsection 194(4)), designate, for 
the purposes of this Part and Part I, an amount in respect of that 
share not exceeding 25% of the amount by which 


(a) the amount of the consideration for which the share was 
issued 


exceeds 


(b) the amount. of any assistance (other than an amount included 
in computing the share-purchase tax credit of a taxpayer) in re- 
spect of that share) provided or to be provided by a government, 
municipality or any other public authority in respect of, or for 
the acquisition of, the share. 

Related Provisions: 127.2(10) — Election re first holder; 127.2(11) — Calculation 


of consideration; 193(2) —Corporation to make payment on account of tax; 193(7) — 
Avoidance of tax. 


Regulations: 227 (information returns). 


(4.1) Computing paid-up capital after designation — Where 
a corporation has designated an amount under subsection (4) in, re- 
spect of shares issued at any time after May 23, 1985, in computing, 
at.any particular time after that time, the paid-up capital in respect 
of the class of shares of the capital stock of the corporation that 
includes those shares 


(a) there shall be deducted the amount, if any, by which 


(i) the increase as'a result of the issue of those shares in the 
paid-up capital in respect of all shares of that class, deter- 
mined without reference to this subsection as it applies to 
those shares, 
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exceeds 


(ii) the amount, if any, by which the total amount of consid- 
eration for which those shares were issued exceeds the total 
amount designated by the corporation under subsection (4) in 
respect of those shares; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of that class paid by the corporation after May 
23, 1985 and before the particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the total of all amounts each of which is an amount re- 
quired by paragraph (a) to be deducted in computing the 
paid-up capital in respect of that class of shares after May 23, 
1985 and before the particular time. 


Related Provisions: 127.2(8) — Deemed cost of designated share. 


(5) Presumption — For the purposes of this Act, the Part VII re- 
fund of a corporation for a taxation year shall be deemed to be an 
amount paid on account of its tax under this Part for the year on the 
last day of the second month following the end of the year. 


(6) Definition of “qualifying share” — In this Part, “qualifying 
share”, at any time, means a prescribed share of the capital stock of 
a taxable Canadian corporation issued after May 22, 1985 and 
before 1987. 


Related Provisions: 248(1)“qualifying share” — Definition applies to entire Act. 
Regulations: 6203 (prescribed shares). 


(7) Effect of obligation to acquire shares — When determin- 
ing under section 251 whether a corporation and any other person 
do not deal with each other at arm’s length for the purposes of any 
regulations made for the purposes of subsection (6), a person who 
has an obligation in equity, under a contract or otherwise, either 
immediately or in the future and either absolutely or contingently, 
to acquire shares in a corporation, shall be deemed to be in the same 
position in relation to the control of the corporation as if that person 
owned the shares. 


(8) Late designation — Where a taxable Canadian corporation 
that issued a share does not designate an amount under subsection 
(4) in respect of the share on or before the day on or before which 
the designation was required by that subsection, the corporation 
shall be deemed to have made the designation on that day if 


(a) the corporation has filed with the Minister a prescribed infor- 
mation return relating to the share-purchase tax credit in respect 
of the share within the time that it would have been so required 
to file the return had the designation been made on that day, and 


(b) within 3 years after that day, the corporation has 


(i) designated an amount in respect of the share by filing a 
prescribed form with the Minister, and 


(ii) paid to the Receiver General, at the time the prescribed 
form referred to in subparagraph (i) is filed, an amount that is 
a reasonable estimate of the penalty payable by the corpora- 
tion for the late designation in respect of the share, 


except that, where the Minister has mailed a notice to the corpora- 
tion that a designation has not been made in respect of the share 
under subsection (4), the designation and payment described in par- 
agraph (b) must be made by the corporation on or before the day 
that is 90 days after the day of the mailing. 


(9) Penalty for late designation — Where, pursuant to subsec- 
tion (8), a corporation made a late designation in respect of a share 
issued in a month, the corporation shall pay, for each month or part 
of a month that elapsed during the period beginning on the last day 
on or before which an amount could have been designated by the 
corporation under subsection (4) in respect of the share and ending 
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on the day that the late designation is made, a penalty for the late 
designation in respect of the share in an amount equal to 1% of the 
amount designated in respect of the share, except that the maximum 
penalty payable under this subsection by the corporation for a 
month shall not exceed $500. 


(10) Deemed deduction — For the purposes of this Act, other 
than the definition “investment tax credit” in subsection 127(9), the 
amount, if any, claimed under subparagraph (2)(a)(ii) by a taxpayer 
for a taxation year shall be deemed to have been deducted by the 
taxpayer under subsection 127(5) for the year. 


(11) Restriction — Where at any time a corporation has desig- 
nated an amount under subsection (4) in respect of a share, no 
amount may be designated by the corporation at any subsequent 
time in respect of that share. 

Selected Cases [s. 192]: 598606 Ontario Ltd. v. MNR, [1993] 1 C.T.C. 2001 (TCC) 
(Failure to make designation by filing prescribed form disentitles taxpayer to claim 
share-purchase tax credit). 

Definitions [s. 192]: “amount” — 248(1),; “arm’s length’ —251(1); “class of 
shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); “dividend”, 
“Minister” — 248(1); “paid-up capital” — 89(1), 248(1); “person”, “property” — 
248(1); “qualifying share” — 192(6), 248(1); “share” — 248(1); “taxable Canadian 
corporation” — 89(1), 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust”? — 
104(1), 248(1), (3). 

Interpretation Bulletins [s. 192]: IT-328R3: Losses on shares on which dividends 
have been received. 


193. (1) Corporation to file return — Every corporation that is 
liable to pay tax under this Part for a taxation year shall, on or 
before the day on or before which it is required to file its return of 
income under Part I for the year, file with the Minister a return for 
the year under this Part in prescribed form. 


(2) Corporation to make payment on account of tax — 
Where, in a particular month in a taxation year, a corporation issues 
a share in respect of which it designates an amount under section 
192, the corporation shall, on or before the last of the month follow- 
ing the particular month, pay to the Receiver General on account of 
its tax payable under this Part for the year an amount equal to the 
total of all amounts so designated. 


(3) Interest — Where a corporation is liable to pay tax under this 
Part and has failed to pay all or any part or instalment thereof on or 


before the day on or before which the tax or instalment, as the case 


may be, was required to be paid, it shall pay to the Receiver Gen- 
eral interest at the prescribed rate on the amount that it failed to pay 
computed from the day on or before which the amount was required 
to be paid to the day of payment. 

Related Provisions: 248(11) — Interest compounded daily. 


Regulations: 4301(a) (prescribed rate of interest). 


(4) Idem — For the purposes of computing interest payable by a 
corporation under subsection (3) for any month or months in the 
period commencing on the first day of a taxation year and ending 
two months after the last day of the year in which period the corpo- 
ration has designated an amount under section 192 in respect of a 


share issued by it in a particular month in the year, the corporation: 


shall be deemed to have been liable to pay, on or before the last day 
of the month immediately following the particular month, a part or 
an instalment of tax for the year equal to that proportion of the 
amount, if any, by which its tax payable under this Part for the year 
exceeds its Part VII refund for the year that 


(a) the total of all amounts so designated by it under section 192 
in respect of shares issued by it in the particular month 

is of 
(b) the total of all amounts so designated by it under section 192 
in respect of shares issued by it in the year. 


(5) Evasion of tax — Where a corporation that is liable to pay tax 
under this Part in respect of a share issued by it wilfully, in any 
manner whatever, evades or attempts to evade payment of the tax 
and a purchaser of the share or, where the purchaser is a partner- 
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ship; a member of the partnership knew or ought to‘have known, at 
the time the share was acquired, that the corporation would wilfully 
evade or attempt to evade the tax, for the purposes of section 127.2, 
the share shall be deemed not to have been acquired. 


(6) Undue deferral — Where, in a transaction or as part of a se- 
ries of transactions, a taxpayer acquires a share of a corporation that 
the taxpayer controls (within the meaning assigned by subsection 
186(2)) and it may reasonably be considered that one of the main 
purposes of the acquisition was to reduce for a period interest on the 
taxpayer’s liability for tax under this Part, the share shall, for the 
purposes of section 127.2 and this Part (other than this subsection), 
be deemed not to have been acquired by the taxpayer and not to 
have been issued by the corporation until the end of that period. 


Related Provisions: 248(10) — Series of transactions. 


(7) Avoidance of tax — Where, as part of a series of transactions 
or events one of the main purposes of which may reasonably be 
considered to be the avoidance of tax that might otherwise have 
been or become payable under Part II by any corporation, a particu- 
lar corporation has issued a share in a taxation year in respect of 
which it has designated an amount under subsection 192(4), the par- 
ticular corporation shall, on or before the last day of the second 
month after the end of the year, pay a tax under this Part for the 
year equal to 125% of the amount of tax under Part II that is or may 
be avoided by reason of the series of transactions or events. 


(7.1) Tax on excess — Where a corporation has in a taxation 
year made an election under subsection 127.2(10) in respect of any 
share that was part of a distribution of shares referred to in that sub- 
section and, at the end of that year or any subsequent taxation year, 


(a) the, total of the amounts designated under subsection 192(4) 
in respect of those shares as evidenced by the prescribed infor- 
mation returns required by regulation to be filed with the Min- 
ister by a taxpayer other than the corporation 


exceeds 


(b) the total of the amounts designated under subsection 192(4) 
in respect of those shares acquired by the taxpayer and in respect 
of which another taxpayer was required by regulation to provide 
the taxpayer with a prescribed information return relating to. the 
designation under that subsection, 


the taxpayer is liable to pay a tax under this Part for the taxation 
year at the end of which there is such an excess equal to the amount 
of the excess, which tax is to be paid to the Receiver General within 
60 days after the end of the taxation year, and the excess shall be 
included in determining the total under paragraph (b) for any taxa- 
tion year of the taxpayer subsequent to that year. 


(8) Provisions applicable to Part — Sections 151, 152, 158 
and 159, subsection 161(11), sections 162 to 167 and Division J of 
Part I are applicable to this Part with such modifications as the cir- 
cumstances require. 

Definitions [s. 193]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “Minister” — 248(1); “person” — 127.29), 248(1); “prescribed” — 248(1); 
“series of transactions” —248(10); “share”, “taxpayer — 248(1); “taxation year’ — 
249. 


PART Vill — REFUNDABLE TAX ON 
CORPORATIONS IN RESPECT OF SCIENTIFIC 
RESEARCH AND EXPERIMENTAL 
DEVELOPMENT TAX CREDIT 


194. (1) Corporation to pay tax — Every corporation shall pay a 
tax under this Part for a taxation year equal to 50% of the total of all 
amounts each of which is an amount designated under subsection 
(4) in respect of a share or debt obligation issued by it in the year or 
a right granted by it in the year. 

Related Provisions: 227.1(1) — Liability of directors for unpaid Part VII tax. 


Selected Cases [subsec. 194(1)]: Revelations Research Ltd. v. MNR, [1992] 1 
C.T.C. 2136 (TCC) (Development of “synthetic intelligence” hardware system not 
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“scientific research and experimental development’); Bechthold, Resources Ltd. v. 
MNR, [1986] 1 C.T.C. 195 (FCTD) (Assessment can be made before return required to 
be filed; liability does not depend on notice of assessment); WTC Western 
Technologies Corp. v. MNR, [1986] 1 C.T.C. 110 (FCTD) (Filing return is condition 
precedent before assessment under Part VIII could issue; assessment and requirement 
to pay quashed). 


(2) Definition of “Part VIII refund” — In this Act, the “Part VIII 
refund” of a corporation for a taxation year means an amount equal 
to the lesser of 


(a) the total of 


(i) the amount, if any, by which the scientific research and 
experimental development tax credit of the corporation for 
the year exceeds the amount, if any, deducted by it under 
subsection 127.3(1) from its tax otherwise payable under Part 
I for the year, and 


(ii) such amount as the corporation may claim, not exceeding 
50% of the amount, if any, by which 


(A) the total of all expenditures made by it after April 19, 
1983 and in the year or the immediately preceding taxa- 
tion year each of which is an expenditure (other than an 
expenditure prescribed for the purposes of the definition 
“qualified expenditure” in subsection 127(9)) claimed 
under paragraph 37(1)(a) or (b) to the extent that the ex- 
penditure is specified by the corporation in its return of 
income under Part I for the year 


exceeds the total of 


(B) the total of all expenditures each of which is an ex- 
penditure made by it in the immediately preceding taxa- 
tion year, to the extent that the expenditure was included 
in determining the total under clause (A) and resulted in 


(1) a refund to it under this Part for the immediately 
preceding taxation year, 


(IL) a deduction by it under subsection’ 37(1) for the 
immediately preceding taxation year, or 


(III) a deduction by it under subsection 127(5) for any 
taxation year, and 


(C) twice the portion of the total of amounts each, of 
which is an amount deducted by it in computing its in- 
come for the year or the immediately preceding taxation 
year under section 37.1 that can reasonably be considered 
to relate to expenditures that were included in determin- 
ing the total under clause (A), and 


(b) the refundable Part VIII tax on hand of the corporation at the 
end of the year. 


Related Provisions: 37(1)(¢) — Reduction of amount deductible; 87(2)(1) — Amal- 
gamations — continuation; 248(1)“Part VIII refund” — Definition applies to entire 
Act. ; 


(3) Definitions — In.this Part, 


“debt obligation” has the meaning assigned by paragraph (d) of the 
description of A in the formula found in the definition. “scientific 
research and experimental development tax credit” in subsection 
$2713(2); 

Origin of subsec. 194(3)“debt obligation”: R.S.C. 1985, c..1 (Sth Supp.). For- 
merly included in subpara. 127.3(2)(a)(iv) (now para. 127.3(2)“scientific research and 
experimental development tax credit’’A(d)). 


“refundable Part VIII tax on hand” of a corporation at the end of 
a taxation year means the amount, if any, by which 
(a) the total of the taxes payable by it under this Part for the year 
and all preceding taxation years 
exceeds 
(b) the total of its Part VIII refunds for all preceding taxation 
years. 
Related Provisions: 248(1)“refundable Part VII tax on hand” — Definition applies 
to entire Act. 


(4) Corporation may designate amount — Every taxable Ca- 
nadian corporation may, by filing a prescribed form with the Min- 
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ister at any time on or before the last day of the month immediately 
following a month in which it issued a share or debt obligation or 
granted a right under a scientific research and experimental devel- 
opment financing contract (other than a share or debt obligation is- 
sued or a right granted before October, 1983, or a share in respect 
of which the corporation has, on or before that day, designated an 
amount under subsection 192(4)) designate, for the purposes of this 
Part and Part I, an amount in respect of that share, debt obligation 
or right not exceeding the amount by which 


(a) the amount of the consideration for which it was issued or 
granted, as the case may be, 


exceeds 


(b) in the case of a share, the amount of any assistance (other 
than an amount included in computing the scientific research 
and experimental development tax credit of a taxpayer in respect 
of that share) provided, or to be provided by a government, mu- 
nicipality or any other public authority in respect of, or for the 
acquisition of, that share. 


Related Provisions: 127.3(9) — Election re first holder; 127.3(10) — Calculation of 
consideration; 195(2) — Corporation to make payment on account of tax; 195(3), 
(4) — Interest on amount in default; 195(7) — Avoidance of tax. 


Selected Cases [subsec. 194(4)]: Donat Flamand Inc. v. MNR, [2001] 3 C.T.C. 
130 (FCTD) (Opinion letter obtained on basis of fraud ineffective to establish qualified 
debenture even where investors unaware of misrepresentation),; Eta Performance 
Systems Corp. v. MNR, [1993] 1 C.T.C. 2710 (TCC) (Scientific research does not in- 
clude routine data collection or research in social sciences or humanities); Groupmark 
Canada Ltd. y. Canada, [1993] 1 C.T.C. 234 (FCTD) (Amounts paid to related com- 
pany before and after SRTC note issued were “consideration” for note); United 
Equities Ltd. v. MNR, (1992] 2 C.T.C. 214 (FCTD) (Taxpayer eligible for scientific 
research tax credit despite late filing since requirements for remedying delay met). 


Regulations: 226 (information return). 


(4.1) Computing paid-up capital after designation — Where 
a corporation has designated an amount under subsection (4) in re- 
spect of shares issued at any time after May 23, 1985, in computing, 
at any particular time after that time, the paid-up capital in respect 
of the class of shares of the capital stock of the corporation that 
includes those shares 


(a) there shall be deducted the amount, if any, by which 


(i) the increase as a result of the issue of those shares in the 
paid-up capital in respect of all shares of that class, deter- 
mined without reference to this subsection as it applies to 
those shares, 


exceeds 


(ii) the amount, if any, by which the total amount of consid- 
eration for which those shares were issued exceeds 50% of 
the amount designated by the corporation under subsection 
(4) in respect of those shares; and 


(b) there shall be added an amount equal to the lesser of 
(i) the amount, if any, by which 


(A) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend 
on shares of that class paid by the corporation after May 
23, 1985 and before the particular time 


exceeds 


(B) the total that would be determined under clause (A) if 
this Act were read without reference to paragraph (a), and 


(ii) the total of all amounts each of which is an amount re- 
quired by paragraph (a) to be deducted in computing the 
paid-up capital in respect of that class of shares after May 23, 
1985 and before the particular time. 


Related Provisions: 127.3(6) — Deemed cost of designated share, debt obligation 
or right. 


Income Tax Act 


(4.2) Where amount may not be designated — Notwithstand- 
ing subsection (4), no amount may be designated by a corporation 
in respect of 


(a) a share issued by the corporation after October 10, 1984, 
other than 


(i) a qualifying share issued before May 23, 1985, or 


(ii) a qualifying share issued after May 22, 1985 and before 
1986 


(A) under the terms. of an agreement in writing entered 
into by the corporation before May 23, 1985, other than 
pursuant to an option to acquire the share if the option 
was not exercised before May 23, 1985, or 


(B) as part of a lawful distribution to the public in accor- 
dance with a prospectus, preliminary prospectus or regis- 
tration statement filed before May 24, 1985 with a public 
authority in Canada pursuant to and in accordance with 
the securities legislation of Canada or of any province 
and, where required by law, accepted for filing by that 
public authority; : 


(b) a share or debt obligation issued or a right granted by the 
corporation after October 10, 1984, other than a share or debt 
obligation issued or a right granted before 1986 


(i) under the terms of an agreement in writing entered into by 
the corporation before October 11, 1984, other than pursuant 
to an option to acquire the share, debt obligation or right if 
the option was not exercised before October 11, 1984, or 


(ii) where arrangements, evidenced in writing, for the issue 

of the share or debt obligation or the granting of the right 

were substantially advanced before October 10, 1984; or 
Selected Cases [subpara. 194(4.2)(b)(ii)]: Mort (C.L.) v. Canada, [1993] 1 


C.T.C. 99 (FCTD) (Financing arrangements were “substantially advanced” when mora- 
torium on SRTC program announced and qualified for grandfathering). 


(c) a share or debt obligation issued, or a right granted, at any 
time after June 15, 1984, by a corporation that was an excluded 
corporation (within the meaning assigned by subsection 
127.1(2)) at that time. 
Selected Cases [subsec. 194(4.2)]: Donat Flamand Inc. v. MNR, [2001] 3 C.T.C. 
130 (FCTD) (Opinion letter obtained on basis of fraud ineffective to establish qualified 
debenture even where investors unaware of misrepresentation); First Fund Genesis 
Corporation y. Canada, [1991] 2 C.T.C. 14 (FCTD) (Valid designation where purchase 
“substantially advanced” prior to statutory deadline). 


(5) Presumption — For the purposes of this Act, the Part VIII 
refund of a corporation for a taxation year shall be deemed to be an 
amount paid on account of its tax under this Part for the year on the 
last day of the second month following the end of the year. 

Selected Cases [subsec. 194(5)]: Groupmark Canada Ltd. v. Canada, [1993] 1. 


C.T.C. 234 (FCTD) (Amounts paid to related company before and after SRTC note 
issued were “consideration” for note). 


(6) Definition of “scientific research and experimental 
development financing contract” — In this Part, “scientific 
research and experimental development financing contract” means 


a contract in writing pursuant to which an amount is paid by a per-. 


son to a corporation as consideration for the granting by the corpo- 
ration to that person of any right, either absolute or contingent, to 
receive income, other than interest or dividends. 


(7) Late designation — Where a taxable Canadian corporation 
that issued a share or debt obligation or granted a right under a sci- 
entific research and experimental development financing contract 
does not designate an amount under subsection (4) in respect of the 
share, debt obligation or right on or before the day on or before 
which the designation was required by that subsection, the corpora- 
tion shall be deemed to have made the designation on that day if 


(a) the corporation has filed with the Minister a prescribed infor- 
mation return relating to the scientific research and experimental 
development tax credit in respect of the share, debt obligation or 
right within the time that it would have been so required to file 
the return had the designation been filed on that day, and 
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(b) within 3 years after that day, the corporation has 


(i) designated an amount in respect of the share, debt obliga- 
tion or right by filing a prescribed form with the Minister, 
and 


(ii) paid to the Receiver General, at the time the prescribed 
form referred to in subparagraph (i) is filed, an amount that is 
a reasonable estimate of the penalty payable by the corpora- 
tion for the late designation in respect of the Moss! debt obli- 
gation or right, 


except that, where the Minister has mailed a notice to the corpora- 
tion that a designation has not been made in respect of the share, 
debt obligation or-right under subsection (4), the designation and 
payment described in paragraph (b) must be made by the corpora- 
tion on or before the day that is 90 days after the day of the mailing. 
Selected Cases [subsec. 194(7)]: Spiegel v. Canada, [1997] 1 C.T.C. 2587 (TCC) 
(Curative provisions to be given liberal construction); United Equities Ltd. v. MNR, 
[1992] 2 C.T.C. 214 (FCTD) (Taxpayer eligible for scientific research tax credit de- 
spite late filing since requirements for remedying delay met). 


Regulations: 226(2) (prescribed information return). 


Forms: T661: Claim for nti in Canada; T1263: Third- oa payments for 
SR&ED. 


(8) Penalty for late designation — Where, pursuant to subsec- 
tion (7), a corporation made a late designation in respect of a share 
or debt obligation issued, or a right granted, in a month, the corpo- 
ration shall pay, for each’*month or part of a month that elapsed 
during ‘the period beginning on the last day on or before which an 
amount could have been designated by the corporation under sub- 
section (4) in respect'of the share, debt obligation or right and end- 
ing on the day that. the late designation is made, a penalty for the 
late designation in respect of the share, debt obligation or right in an 
amount equal to 1% of the amount designated in respect of, the 
share, debt obligation or right, except that the maximum penalty 
payable under this subsection by. the corporation for a month shall 
not exceed $500. 


Selected Cases [subsec. 194(8)]: United Equities Ltd. v. MNR, [1992] 2.C.T.C. 
214 (FCTD) (Taxpayer eligible for scientific research tax credit despite late filing since 
requirements for remedying delay met). 


(9) Restriction — Where at any time a corporation has designated 
an amount under subsection (4) in respect of a share, debt obliga- 
tion or right, no amount may be designated by the corporation at 
any subsequent time in respect of that share, debt obligation or 
night. 

Definitions [s. 194]: “amount” — 248(1); “Canada” — 255; “class of shares’? — 
248(6); “corporation” — 248(1), Interpretation Act 35(1); “debt obligation” — 194(3); 
“dividend”, “Minister” — 248(1);. “paid-up capital” 248(1);. “person” — 
127.3(7), 248(1); “prescribed” — 248(1); “province” — Interpretation Act 35(1); 
“qualifying share” — 192(6), 248(1); “refundable Part VIIT tax on hand” — 194(3); 
“scientific research and, experimental development financing; contract’ — 194(6); 
“share” — 248(1); “taxable Canadian corporation” — 89(1), 248(1); “taxation year’ — 
249; “writing” — Interpretation Act 35(1). 

Interpretation Bulletins [s. 194]: IT-151R5: Scientific. research and experimental 
development expenditures. 


195. (1) Corporation to file return — Every: corporation‘ that is 
liable to pay tax under this Part for a taxation year shall, on or 
before the day on or before which it is required to file its return of 
income under Part I for the year, file with the Minister a return for 
the year under this Part in prescribed form. 

Selected Cases [subsec. 195(1)]: W7C Western Technologies Corp. v. MNR, 


[1986] 1 C.T.C. 110 (FCTD) (Filing return is condition, precedent before assessment 
under Part VIII could issue; assessment and requirement to pay, quashed). 


(2) Corporation to make payment on account of tax — 
Where, in a particular month in a taxation year, a corporation issues 
a share or debt obligation, or grants. a right, in respect of which it 
designates an amount under section 194, the corporation shall, on or 
before the last day of the month following the particular month, pay 
to the Receiver General on account of its tax payable under this Part 
for the year an amount equal to 50% of the total of all amounts so 
designated. 


S. 195(7) 


Selected Cases [subsec. 195(2)]: Eta Performance Systems Corp. v. MNR; [1993] 
1 C.T.C. 2710 (TCC) (Scientific research does not include routine data collection or 
research in social sciences or humanities); GR Block Research & Development (1981) 
Corp. v. MNR, [1987] 1 C.T.C. 253 (FCTD) (Assessments must be appealed through 
statutory procedure; liability to pay tax arises before assessment has been made), 
Optical Recording Corp. v. R., [1986] 2 C.T.C. 454 (FCTD) (Order quashing assess- 
ment and seizure conditional on result of Crown’s appeal). 


(3) Interest — Where a corporation is liable to pay tax under this 
Part and has failed to pay all or any part or instalment thereof on or 
before the day on.or before which the tax,or instalment,.as the case 
may be, was required to be, paid, it shall pay to the Receiver Gen- 
eral interest at the prescribed rate on the amount that, it failed to pay 
computed from the day on or before which the amount was required 
to be paid to the day of payment. 


Related Provisions: 248(11) — Interest compounded daily. 
Regulations: 4301(a) (prescribed rate’ of interest). 


(4) Idem — For the purposes of computing interest payable by a 
corporation under subsection (3) for any month or months in the 
period commencing on the first day of a taxation year and ending 
two months after the last day of the year in which period the corpo- 
ration has designated an amount under section 194 in respect ofa 
share or debt obligation issued, or right granted, by it in a particular 
month in the year, the corporation ‘shall be deemed to have’ been 
liable to pay, on or before the last day of the month immediately 
following the particular month, a part or an instalment of tax for the 
year equal to that proportion.of the amount, if any, by which its tax 
payable under this Part for the year exceeds its Part VII refund for 
the year that 


(a) the total of all amounts so designated by it under section 194 
‘in respect of shares or debt obligations issued, or rights granted, 
by it in*the particular month 


is of 


(b) the total of all amounts so designated by it under section 194 
in respect of shares or debt obligations issued, or rights granted, 
by it in the year. 


(5) Evasion of tax — Where a corporation that is liable to pay tax 
under this Part in respect of a share or debt obligation issued or a 
right granted by it wilfully, in any manner whatever, evades or at- 
tempts’ to’evade payment of’ the. tax and-a purchaser of the share, 
debt obligation or right or, where the purchaser is a partnership, a 
member of the partnership knew or ought to have known, at the 
time the share, debt obligation or right was acquired, that the corpo- 
ration would wilfully evade or attempt to evade the tax, forthe. pur- 
poses of section 127.3, the share, debt obligation or right shall be 
deemed not to have been acquired. 


(6) Undue deferral — Where, in:a transaction or as part of a se- 
ries of transactions, a taxpayer acquires a share or debt obligation of 
a corporation or a right granted by a corporation and the corporation 
is controlled (within the meaning assigned by subsection 186(2)) by 
the taxpayer and it may reasonably be considered. that.one of the 
main purposes of the acquisition was to reduce for a period interest 
on the taxpayer’s liability for tax under this Part, the share, debt 
obligation or right shall, for the purposes of this Part (other than this 
subsection) and section 127.3, be deemed not to have been acquired 
by the taxpayer and not to have been issued or granted, as the case 
may be, by the corporation until the end of that period. 


(7) Avoidance of tax — Where, as part of a series of transactions 
or events one of the main purposes of which may reasonably be 
considered to be the avoidance of tax that might otherwise have 
been or become payable under Part II of the Income Tax Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, by any corpora- 
tion, a particular corporation has issued a share or debt obligation or 
granted a right in a taxation year in respect of which it has desig- 
nated an amount under subsection 194(4), the particular corporation 
shall, on or before the last day of the second month after the end of 
the year, pay a tax under this Part for the year equal to 125% of the 
amount of tax under Part Il of the Income Tax Act, chapter 148 of 


1383 


S. 195(7) 


the Revised Statutes of Canada, 1952, that is or may be avoided by 
reason of the series of transactions or events. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(7.1) Tax on excess — Where a corporation has in a taxation 
year made an election under subsection 127.3(9) in respect of any 
share or debt obligation that was part of a distribution of shares or 
debt obligations referred to in that subsection and, at the end of that 
year or any subsequent taxation year, 


(a) the total of the amounts designated under subsection 194(4) 
in respect of those shares or debt obligations as evidenced by the 
prescribed information returns required by regulation to be filed 
with the Minister by a taxpayer other than the corporation 


exceeds 


(b) the total of the amounts designated under subsection 194(4) 
in respect of those shares or debt obligations acquired by the 
taxpayer and in respect of which another taxpayer was required 
by regulation to provide the taxpayer with a prescribed informa- 
tion return relating to the designation under that subsection, 


the taxpayer is liable to pay a tax under this Part, for the taxation 
year at the end of which there is such an excess, equal to 50% of the 
excess, which tax is to be paid to the Receiver General within 60 
days after the end of the taxation year, and the excess shall be in- 
cluded in determining the total under paragraph (b) for any taxation 
year of the taxpayer subsequent to that year. 


(8) Provisions applicable to Part — Sections 151, 152, 158 
and 159, subsection 161(11), sections 162 to 167 (except subsec- 
tions 164(1.1) to (1.3)) and Division J of Part I are applicable to this 
Part with such modifications as the circumstances require and, for 
greater certainty, the Minister may assess, before the end of a taxa- 
tion year, an amount payable under this Part for the year. 
Definitions [s. 195]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “Minister” — 248(1); “person” — 127.3(7), 248(1); “prescribed”, “series of 
transactions or events”, “share” — 248(1); “taxation year’ — 249; “taxpayer” — 
248(1). 


PART IX — TAX ON DEDUCTION UNDER 
SECTION 66.5 


196. (1) Tax in respect of cumulative offset account — 
Every corporation shall pay a tax under this Part for each taxation 
year equal to 30% of the amount deducted under subsection 66.5(1) 
in computing its income for the year. 


Related Provisions: 18(1)(t) — Tax is non-deductible. 


(2) Return — Every corporation that is liable to pay tax under this 
Part for a taxation year shall file with the Minister, not later than the 
day on or before which it is required under section 150 to file a 
return of its income for the year under Part I, a return for the year 
under this Part in prescribed form containing an estimate of the 
amount of tax payable by it under this Part for the year. 

Related Provisions: 150.1(5) — Electronic filing. 


Forms: T2099: Part [X tax return in respect of amounts deducted under subsection 
66.5(1). 


(3) Instalments — Where a corporation is liable to pay tax for a 
taxation year under this Part, the corporation shall pay in respect of 
the year, to the Receiver General 


(a) on or before the last day of each month in the year, an 


amount equal to '/:2 of the amount of tax payable by it under this 
Part for the year; and 


(b) the remainder, if any, of the tax payable by it under this Part 
for the year, on or before its balance-due day for the year. 


History: Para. 196(3)(b) amended by 2003, c. 15, s. 123, applicable to taxation years 
that begin after June 2003. Para. 196(3)(b) formerly read: 


(b) the remainder, if any, of the tax payable by it under this Part for the year, on 
or before the end of the second month following the end of the year. 


(4) Provisions applicable to Part — Sections 152, 158 and 
159, subsections 161(1) and (2), sections 162 to 167 and Division J 


Income Tax Act 


of Part I are applicable to this Part, with such modifications as the 
circumstances require. 

Definitions [Part IX]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “Minister”, “prescribed” — 248(1); “tax payable” — 248(2), “taxation 
year” — 249. 


PART IX.1 — TAX ON SIFT PARTNERSHIPS 


197. (1) Definitions — The following definitions apply in this 
Part and in section 96. 


“non-portfolio earnings”, of a SIFT partnership for a taxation 
year, means the total of 


(a) the amount, if any, by which 


(i) the total of all amounts each of which is the SIFT partner- 
ship’s income for the taxation year from a business carried 
on by it in Canada or from a non-portfolio property, other 
than income that is a taxable dividend received by the SIFT 
partnership, 


exceeds 


(ii) the total of all amounts each of which is the SIFT partner- 
ship’s loss for the taxation year from a business carried on by 
it in Canada or from a non-portfolio property, and 


(b) the amount, if any, by which all taxable capital gains of the 
SIFT partnership from dispositions of non-portfolio properties 
during the taxation year exceeds the total of the allowable capi- 
tal losses of the SIFT partnership for the taxation year from dis- 
positions of non-portfolio properties during the taxation year. 


Related Provisions: 122.1(1)“non-portfolio earnings” — Parallel definition for 
SIFT trusts. 


“SIFT partnership”, being a specified investment flow-through 
partnership, for any taxation year, means a partnership other than an 
excluded subsidiary entity (as defined in subsection 122.1(1)) for 
the taxation year that meets the following conditions at any time 
during the taxation year: 


(a) the partnership is a Canadian resident partnership; 

(b) investments (as defined in subsection 122.1(1)) in the part- 
nership are listed or traded on a stock exchange or other public 
market; and 

(c) the partnership holds one or more non-portfolio properties. 


Related Provisions: 85.1(8)— Rollover of partnership units to corporation; 
122.2(1)SIFT trust” — Parallel definition for trust; 197(8) — Application of defini- 
tion for 2006-2010; 248(1)SIFT partnership” — Definition applies to entire Act. 


“taxable non-portfolio earnings” of a SIFT partnership, for a tax- 
ation year, means the lesser of 


(a) the amount that would, if the SIFT partnership were a tax- 


payer for the purposes of Part I and if subsection 96(1) were 
read without reference to its paragraph (d), be its income for the 
taxation year as determined under section 3; and 


(b) its non-portfolio earnings for the taxation year. 


(2) Tax on partnership income — Every partnership that is a- 


SIFT partnership for a taxation year is liable to a tax under this Part 
equal to the amount determined by the formula 


Ax(B+C) 
where 


A is the taxable non-portfolio earnings of the SIFT partnership for 
the taxation year; 


B_ is the net corporate income tax rate in respect of the SIFT part- 
nership for the taxation year; and 


C is the provincial SIFT tax rate of the SIFT partnership for the 
taxation year. 

Related Provisions: 96(1.11)(b) — Taxable non-portfolio earnings reduced by Part 

IX.1 tax paid by SIFT partnership; 104(16), 122(1)(b) — Parallel taxation of SIFT trust 

distributions; 197(4) — Partnership to file return; 197(6) — Application of Part I rules 

to Part IX.1 tax. j 
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(3) Ordering — This Part and section 122.1 are to be applied as if 
this Act were read without reference to subsection 96(1.11). 


(4) Partnership to file return — Every member of a partnership 
that is liable to pay tax under this Part for a taxation year shall — 
on or before the day on or before which the partnership return is 
required to be filed for the year under section 229 of the Income 
Tax Regulations — file with the Minister a return for the taxation 
year under this Part in prescribed form containing an estimate of the 
tax payable by the partnership. under this Part for the taxation year. 


Related Provisions: 197(5)— Who has authority to file return; Reg. 229 — Infor- 
mation return for partnerships, 


_ (5) Authority to file return — For the purposes of subsection (4), 
if, in respect of a taxation year of a partnership, a particular member 
of the partnership has authority to act for the partnership, 


(a) if the particular member has filed a return as required by this 
Part for a taxation year, each other person who, was a member of 
the partnership during the taxation year is deemed to have filed 
the return; and 


(b) a return that has been filed by any other member of the part- 
nership for the taxation year is not valid and is deemed not to 
have. been filed by any member of the partnership. 


(6) Provisions applicable to Part — Subsection 150(2), sec- 
tions 152, 156; 156.1, 158, 159.and 161. to, 167 and-Division J of 
Part I apply to this Part, with any modifications that the circum- 
stances require, and for greater certainty, 


(a) a notice of assessment referred to in subsection 152(2) in re- 
spect of tax payable under this Part is valid notwithstanding that 
a partnership is not a person; and 


(b) notwithstanding subsection 152(4), the Minister may at any 
time make an assessment or reassessment of tax payable under 
this Part or Part I to give effect to a determination made by the 
Minister under subsection 152(1.4), including the assessment or 
reassessment of Part I tax payable in respect of the disposition of 
an interest in a SIFT partnership by a member of the partnership. 


(7) Payment — Every SIFT partnership shall'pay to’ the Receiver 
General, on or before its SIFT partnership balance-due day for each 
taxation year, its tax payable under this Part for the taxation year. 


(8) Application of definition “SIFT partnership” — The defi- 
nition “SIFT partnership” applies to a partnership for a taxation 
year of the partnership that ends after 2006, except that if the part- 
nership would have been a SIFT partnership on October 31, 2006 
had that definition been in force and applied to the partnership as of 
that date, that definition does not apply to the partnership for a taxa- 
tion year of the partnership that ends before the earlier, of 


(a) 2011, and 


(b) the first day after December 15, 2006 on which the partner- 
ship exceeds normal growth as determined by reference to the 
normal growth guidelines issued by the Department of Finance 
on December 15, 2006, as amended from time to time, unless 
that excess arose as a result of a prescribed transaction. 


Related Provisions: 122.1(2) — Parallel rules for trusts. 


History [Part IX.1]: The opening words of the definition “SIFT partnership” in 
subsec. 197(1) amended by 2009, c. 2, s. 65, deemed to have come into force on Octo- 
ber 31, 2006. They formerly read: 


“SIFT partnership”, being a specified! investment flow-through partnership, for 
any taxation year, means a partnership that meets the following conditions at any 
time during the taxation year: 

The description of C in subsec. 197(2) amended by 2008, c. 28, s. 30, applicable to 
2009 et seq., except that it also applies for a SIFT partnership’s earlier taxation year if 
the definition “provincial SIFT tax rate” in subsec. 248(1) applies to that earlier taxa- 
tion year. It formerly read: 


C_ is the provincial SIFT tax factor for the taxation year. 


Part IX.1 (s. 197) added by 2007, c. 29, s. 24, deemed to have come into force on 
October 31, 2006. 


Definitions [s. 197]: “allowable capital loss” — 38(b), 248(1); “amount”, “assess- 
ment”, “business” — 248(1); “Canada” — 255, Interpretation Act 35(1); “Canadian 


S. 198(5) 


resident partnership”, “disposition” —248(1); “excluded subsidiary entity’, ‘“‘invest- 
ment” — 122.1(1); “Minister”, “net corporate income tax rate’ — 248(1); “non-portfo- 
lio earnings” — 197(1); “non-portfolio property” — 122.1(1), 248(1); “person”, “‘pre- 
scribed”, “provincial SIFT tax rate” — 248(1); “public market” — 122.1(1), 248(1); 
“SIFT partnership” — 197(1), (8), 248(1); “SIFT partnership balance-due day” — 
248(1); “taxable capital gain” — 38(a);°248(1); “taxable dividend” — 89(1), 248(1); 
“taxable non-portfolio earnings” — 197(1); “taxation year” — 249; “taxpayer” — 
248(1). 


PART X — TAXES ON DEFERRED PROFIT 
-SHARING PLANS AND REVOKED PLANS 


198. (1) Tax on non-qualified investments and use of 
assets as security — Every trust governed by a deferred profit 
sharing plan or revoked plan that 


(a) acquires a non-qualified investment, or 


(b) uses or permits to be used any property of the trust as secur- 
ity for a loan, 


shall pay.a tax equal to the fair market value of 


(c) the non-qualified investment at the time it was acquired by 
the trust, or 


(d) the property used as security at the time it commenced to be 
so used. 
Related Provisions: 147(14) — DPSP — revocation of registration; 198(4), (5) — 
Refund of tax on disposition of investment or release of security; 199-204 — Taxes on 


deferred profit sharing plans; 207.1(2) — Tax payable while non-qualifying investment 
held by DPSP; 259(1) — Proportional holdings in trust property. 


(2) Payment of tax — A trustee of a trust liable to pay tax under 
subsection (1) shall remit the amount of the tax to the Receiver 
General within 10 days of the day on which the non-qualified in- 
vestment is acquired or the property is used as security for a loan, as 
the case may be. 


(3) Trustee liable for tax — Where a trustee of a trust liable to 
pay tax under subsection (1) does not remit to the Receiver General 
the amount of the tax within the time specified in subsection (2), the 
trustee is personally liable to pay.on behalf of the trust the full 
amount of the tax and is entitled to recover from the trust,any 
amount paid by the trustee as tax under this section. 


(4) Refund of tax on disposition of non-qualified invest- 
ment — Where a trust disposes of a property that, when acquired, 
was a non-qualified investment, the trust is, on application in accor- 
dance with section 202, entitled to a refund of an amount equal to 
the lesser of 


(a) the amount of the tax imposed under this section as a result 
of the acquisition of the property, and 


(b) the proceeds of disposition of the property. 


Related Provisions: 198(6) — Special rules re life insurance policies; 200 — Distri- 
bution deemed disposition; 202(4) — Application to certain provisions of Part I; 
203 — Application to other taxes. 


(5) Refund of tax on recovery of property given as secur- 
ity — Where a loan, for which a trust has used or permitted to be 
used trust property as security, ceases to be extant, the trust is, on 
application in accordance with section 202, entitled to a refund of 
an amount equal to the amount remaining, if any, when 


(a) the, net loss (exclusive of payments by the trust as or on ac- 
count of interest) sustained by the trust in consequence of its 
using or permitting to be used the property as security for the 
loan and not as a result of a change in the fair market value of 
the property 


is deducted from 


(b) the tax imposed under this section in consequence of the 
trust’s using or permitting to be used the property as security for 
the loan. 


Related Provisions: 202(4) — Application of certain provisions of Part I; 203 — 
Application to. other taxes. 
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(6) Special rules relating to life insurance policies — For 
the purposes of this section, 


(a) the acquisition of an interest in or the payment of an amount 
under a life insurance policy shall be deemed not to be the ac- 
quisition of a non-qualified investment, and 


(b) the disposition of an interest in a life insurance policy shall 
be deemed not to be the disposition of a non-qualified 
investment, 


except that where a trust governed by a deferred profit sharing plan 
or revoked plan makes a payment under or to acquire an interest in 
a life insurance policy, other than a life insurance policy under 
which 


(c) the trust is, or by virtue of the payment about to become, the 
only person entitled to any rights or benefits under the policy 
(other than the rights or benefits of the insurer), 


(d) the cash surrender value of the policy (exclusive of accumu- 
lated dividends) is or will be, at or before the end of the year in 
which the insured person attains 71 years of age, if all premiums 
under the policy are paid, not less than the maximum total 
amount (exclusive of accumulated dividends) payable by the in- 
surer under the policy, and 


(e) the total of the premiums payable in any year under the pol- 
icy is not greater than the total of the amounts that, if the annual 
premiums had been payable in monthly instalments, would have 
been payable as such instalments in the 12 months commencing 
with the date the policy was issued, 


the making of the payment shall be deemed to be the acquisition of 
a non-qualified investment at a cost equal to the amount of the 
payment. 

Related Provisions: 139.1(13) — No application to conversion benefit on demutual- 
ization of insurer; 146(11) — RRSP — life insurance policies. 


History: Para. 198(6)(d) amended to substitute “71” for “69” by,20075)C.<294+S..293 
applicable after 2006. 


Para. 198(6)(d) amended by 1997, c. 25, s. 54, applicable after 1996, except that 


(a) it does not apply to a policy held by a trust where the trust acquired the policy 
before 1997; 


(b) it does not apply to a policy where the insured person attained 70 years of age 
before 1997; and 


(c) in applying para. (d) to a policy where the insured person attained 69 years of 
age in 1996, the reference in that para. to “69 years of age’ shall be read as “70 
years of age”. 

Para. (d) formerly read: 
(d) the cash surrender value of the policy (exclusive of accumulated dividends) 1s 
or will be, at a time before the 71st anniversary of the birth of the insured person, 
if all premiums under the policy are paid, not less than the maximum total 
amount (exclusive of accumulated dividends) payable by the insurer under the 
policy, and 


Interpretation Bulletins: IT-408R: Life insurance policies as investments of RRSPs 
and DPSPs (archived). 


(6.1) Idem — A life insurance policy giving an option to the poli- 
cyholder to receive annuity payments that otherwise complies with 
paragraph (6)(d) shall be deemed, 


(a) where the option has not been exercised, to comply with that 
paragraph; and 

(b) where at a particular time the option is exercised, to have 
been disposed of at that time for an amount equal to the cash 
surrender value of the policy immediately before that time, and 
an annuity contract shall be deemed to have been acquired at 
that time at a cost equal to that amount. 


Interpretation Bulletins: IT-408R: Life insurance policies as investments of RRSPs 
and DPSPs (archived). 


(7) Idem — Notwithstanding subsection (6), where the total of all 
payments made in a year by a trust governed by a deferred profit 
sharing plan or revoked plan under or to acquire interests in life 
insurance policies in respect of which the trust is the only person 
entitled to any rights or benefits (other than the rights or benefits of 
the insurer) does not exceed an amount equal to 25% of.the total of 
all amounts paid by employers to the trust in the year under the plan 
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for the benefit of beneficiaries thereunder, the making of the pay- 
ments under or to acquire interests in such policies shall be deemed, 
for the purposes of this section, not to be the acquisition of non- 
qualified investments. . 


Interpretation Bulletins: IT-408R: Life insurance policies as investments of RRSPs 


and DPSPs (archived). 


(8) Idem — Where a trust surrenders, cancels, assigns or otherwise 
disposes of its interest in a life insurance policy, 


(a) the trust shall be deemed, for the purposes of subsection (4), 
to have disposed of each non-qualified investment that, by virtue 
of payments under the policy, it was deemed by subsection (6) 
to have acquired; and 


(b) the proceeds of the disposition shall be deemed to be the 
amount, if any, by which 


(i) the amount received by the trust in consequence of the — 


surrender, cancellation, assignment or other disposition of its 
interest in the policy 


exceeds the total of 


(ii) each amount paid by the trust under or to acquire an in- 
terest in the policy, the payment of which is deemed by this 
section not to be the acquisition of a non-qualified invest- 
ment, and 


(iii) the cash surrender value on December 21, 1966 of the 
interest of the trust in the policy on that date. 
Related Provisions: 146(11) — RRSP — life insurance policies; 202(5) — Interest, 
204 — “Qualified investment”. 
Definitions [s: 198]: “amount”, “annuity” —248(1); “deferred profit sharing 
plan” — 147(1), 248(1); “disposition” — 198(6)(b), 200; “dividend”, “employer” — 
248(1); “insurer” — 248(1); “life insurance policy” — 138(12), 248(1); “non-qualified 
investment” — 204; “person”, “property” — 248(1); “revoked plan” — 204; “trust” — 
104(1), 248(1), (3). ; 
Information Circulars [s. 198]: 77-1R4: Deferred profit sharing plans. 


199. (1) Tax on initial non-qualified investments not 
disposed of — Every trust governed by a deferred profit sharing 
plan or revoked plan shall pay a tax ; 
(a) for 1967, equal to the amount, if any, by which 20% of the 
initial base of the trust exceeds the proceeds of disposition of its 
initial non-qualified investments disposed of after December 21, 
1966 and before 1968; 
(b) for 1968, equal to the amount, if any, by which 40% of the 
initial base of the trust exceeds the total of 
(i) the proceeds of disposition of its initial non-qualified in- 


vestments disposed of after December 21, 1966 and before 
1969, and 


(ii) the tax payable by the trust determined under paragraph 
(a); 
(c) for 1969, equal to the amount, if any, by which 60% of the 
initial base of the trust exceeds the total of 


(i) the proceeds of disposition of its initial non-qualified in- 


vestments disposed of after December 21, 1966 and before: 


1970, and 


(ii) the tax payable by the trust determined under paragraphs 
(a) and (b); and 


(d) for 1970, equal to the amount, if any, by which 100% of the 
initial base of the trust exceeds the total of 


(i) the proceeds of disposition of its initial non-qualified in- 
vestments disposed of after December 21, 1966 and before 
1971, and 


(ii) the tax payable by the trust determined under paragraphs 
(a), (b) and (c). 
Related Provisions: 201 — Tax on forfeitures. 
(2) Refund — Where at the end of a year, 
(a) the total of all taxes paid by a trust under subsection (1) 
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exceeds 
(b) the total of 
(i) all refunds made to the trust under this subsection, and 


(ii) the amount, if any, by which the initial base of the trust 
exceeds the proceeds of disposition of its initial non-qualified 
investments disposed of after December 21, 1966 and before 
the end of the year, 


the trust is, on application in accordance with section 202, entitled 
to a refund equal to the amount by which the total described in par- 
agraph (a) exceeds the total described in paragraph (b). 

Related Provisions: 201 — Tax on forfeitures; 202(2) — Returns and payment of 


estimated tax; 202(4) — Application of certain provisions of Part I; 203 — Application 
to other taxes. 


Definitions [s. 199]: “amount” — 248(1); “deferred profit sharing plan” — 147(1), 
248(1); “disposition” — 198(6)(b), 200; “initial base” — 204; “initial non-qualified in- 
vestment” — 204; “revoked plan” — 204; “trust” — 104(1), 248(1), (3). 


Information, Circulars [s. 199]: 77-1R4: Deferred profit sharing plans. 


200. Distribution deemed disposition — For the purposes of 
this Part, a distribution by a trust of a non-qualified investment to a 
beneficiary of the trust shall be deemed to be a disposition of that 
non-qualified investment and the proceeds of disposition of that 
non-qualified investment shall be deemed to be its fair market value 
at the time of the distribution. 

Definitions [s. 200]: “non-qualified investment” — 204; “trust” — 104(1), 248(1), 
(3). 


201. Tax where inadequate consideration on purchase or 
sale — Every trust governed by.a deferred profit sharing plan or a 
revoked plan shall, for each calendar year after 1990, pay a tax 
equal to 50% of the total of all amounts each of which is, by reason 
of subsection 147(18), an amount taxable under this section for the 
year. 

Definitions [s. 201]: “amount” — 248(1); “calendar year” — Interpretation Act 
37(1)(a);. “deferred profit sharing plan’ — 147(1), 248(1);;“‘revoked plan” — 204; 
“trust? — 104(1), 248(1); (3). 


Information Circulars: 77-1R4: Deferred profit sharing plans. 


202. (1) Returns and payment of estimated tax — Within 90 
days from the end of each year after 1965, a trustee of every trust 
governed by a deferred profit sharing plan or revoked plan shall 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 
(b) estimate in the return the amount of tax payable by the trust 
under this Part for the year; 
(c) estimate in the return the amount of any refund to which the 
trust is entitled under this Part for the year; and 
(d) pay to the Receiver General the unpaid balance of the trust’s 
tax for the year minus any refund to which it is entitled under 
this Part, or apply in the return for any amount owing to it. 
Related Provisions: 150.1(5) — Electronic filing. 
Forms: T3D: Income tax return for DPSP or revoked DPSP. 


(2) Consideration of application for refund — Where a trus- 
tee of a trust has made application for an amount owing to it pursu- 
ant to subsection (1), the Minister shall 


(a) consider the application; 
(b) determine the amount of any refund; and 
(c) send to the trustee a notice, of refund and any amount owing 
to the trust, or a notice that no refund is payable. 
Related Provisions: 198(4) — Refund of tax on disposition of non-qualified invest- 


ment; 198(5) — Refund of tax,on recovery of property. given as security. 


(3) Provisions applicable to Part — Subsection 150(2), sec- 
tions 152 and 158, subsections: 161(1) and (11), sections 162 to 167 
and Division J of Part I are applicable to this Part with such modifi- 
cations as the circumstances require and, for the purposes of the 
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application of those provisions to this Part, a notice of refund under 
this section shall be deemed to be a notice of assessment. 


(4) Provisions applicable to refunds — Subsections 164(3) to 
(4) are applicable, with such modifications as the circumstances re- 
quire, to refunds of tax under subsection 198(4) or (5) or 199(2). 


Related Provisions: 198 — Tax on non-qualified investments and use of assets as 
security; 199 — Tax on initial non-qualified investments not disposed of. 


(5) Interest — In addition to the interest payable under subsection 
161(1), where a taxpayer is required by section 198 to pay a tax and 
has failed to pay all or any part thereof on or before the day on or 
before which the tax was required to be paid, the taxpayer shall pay 
to the Receiver General interest at the prescribed rate on the amount 
that the taxpayer failed to pay computed from the day on or before 
which the amount was required to be paid to the day of payment or 
to the beginning of the period in respect of which the taxpayer is 
required by subsection 161(1) to pay interest thereon, whichever is 
earlier. 


Related Provisions: 202(6) — Deemed payment of tax; 221.1 — Application of 
interest where legislation retroactive; 248(11) — Interest compounded daily. 


Regulations: 4301(a) (prescribed rate of interest). 


I.T. Application Rules: 62(2) (subsec. 202(5) applies to interest payable in respect of 
any period after December 23, 1971). 


(6) Deemed payment of tax — For the purposes of subsections 
161(1) and 202(5), where a trust is liable to pay tax under this Part 
on the acquisition by it of a non-qualified investment or on the use 
of its property as security for a loan, it shall, except to the extent 
that the tax has previously been paid, be deemed to have paid tax on 
the date on which the property is disposed of or on which the loan 
ceases to be extant, as the case may be, in an amount equal to the 
refund referred to in subsection 198(4) in respect.of that property or 
subsection 198(5) in respect of the loan, as the case may be. 
Related Provisions: 161(1) — Interest; 198(4) — Refund of.tax on disposition of 
non-qualified investment; 198(5) — Refund of tax on recovery of property given as 
security. 

Definitions [s. 202]: “amount’’, “assessment” — 248(1); “deferred ‘profit sharing 
plan” — 147(1), 248(1); “Minister” — 248(1); “non-qualifying investment” — 204; 
“prescribed” — 248(1);.. ‘prescribed’ rate’ — Reg. 4301; “property” — 248(1);. “re- 
voked, plan” — 204; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 


203. Application to other taxes — Instead of making a refund 
to which a trust is entitled under subsection 198(4) or (5) or 199(2), 
the Minister may, where the trust is liable or about to become liable 
to make another payment under this Act, apply the amount of the 
refund or any part thereof to that other liability and notify a trustee 
of the trust of that action. 


Related Provisions: 164(2) — Set-off of Part I refund; 222(1)‘‘action’” — Ten-year 
limitation period applies to s. 203; 224.1 — Recovery by set-off. 


Definitions [s. 203]: “amount”, “Minister” — 248(1); “trust” — 104(1), 248(1); (3). 


204. Definitions — In this Part, 


“debt. obligation” means a bond, debenture, note or similar 
obligation; 
History: The definition “debt obligation” added to s. 204 by 2007, c. 29, subsec. 


26(4), applicable in determining whether a property is, at any time after March 18, 
2007, a qualified investment. 


“equity share” means 


(a) a share, other than an excluded share or a non-participating 
share, the owner of which has, as owner thereof, a right 


(i) to a dividend, and 


(11) to a part of the surplus of the corporation after repayment 
of capital and payment of dividend arrears on the redemption 
of the share, a reduction of the capital of the corporation or 
the winding-up of the corporation; 


at least'as great, in any event, as the right of the owner of any 
other share, other than a non-participating share, of the corpora- 
tion, when the magnitude of the right in each case is expressed 
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as a rate based on the paid-up capital value of the share to which 
the right relates, or 


(b) a share, other than an excluded share or a non-participating 
share, the owner of which has, as owner thereof, a nght 


(i) to a dividend, after a dividend at a rate not in excess of 
12% per annum of the paid-up capital value of each share has 
been paid to the owners of shares of a class other than the 
class to which that share belongs, and 


(ii) to a part of the surplus of the corporation after repayment 
of capital and payment of dividend arrears on the redemption 
of the share, a reduction of the capital of the corporation or 
the winding-up of the corporation, after a payment of a part 
of the surplus at a rate not in excess of 10% of the paid-up 
capital value of each share has been made to the owners of 
shares of a class other than the class to which that share 
belongs, 


at least as great, in any event, as the right of the owner of any 
other share, other than a non-participating share, of the corpora- 
tion, when the magnitude of the right in each case is expressed 
as a rate based on the paid-up capital value of the share to which 
the right relates; 


“excluded property”, in relation to a trust governed by a deferred 
profit sharing plan or revoked plan, means a debt obligation or 
bankers’ acceptance issued by 


(a) an employer by whom payments are made in trust to a trustee 
under the plan for the benefit of beneficiaries under the plan, or 


(b) a corporation with whom that employer does not deal at 
arm’s length; 
History: The definition “excluded property” added to s. 204 by 2007, c. 29, subsec. 


26(4), applicable in determining whether a property is, at any time after March 18, 
2007, a qualified investment. 


“excluded share” means each share of the capital stock of a private 
corporation where 


(a) the paid-up capital of the corporation that is represented by 
all its issued and outstanding shares that would, but for this defi- 
nition, be equity shares is less than 50% of the paid-up capital of 
the corporation that is represented by all its issued and outstand- 
ing shares other than non-participating shares, or 


(b) a non-participating share of the corporation is issued and out- 
standing and the owner of which has, as owner thereof, a right to 
a dividend 


(i) at a fixed annual rate in excess of 12%, or 


(ii) at an annual rate not in excess of a fixed maximum an- 
nual rate, if the fixed maximum annual rate is in excess of 
12%, 
when the right to the dividend is expressed as a rate based on the 
paid-up capital value of the share to which the right relates; 


‘initial base” of a trust means the total of the values of all initial 
non-qualified investments held by the trust on December 21, 1966 
when each such investment is valued at the lower of 


(a) its cost to the trust, and 
(b) its fair market value on December 21, 1966; 
“initial non-qualified investment” of a trust means an investment 


held by the trust on December 21, 1966 that was, on that date, a 
non-qualified investment but does not include 


(a) any interest in a life insurance policy, or 

(b) an equity share that would be a qualified investment if the 

date of acquisition of the share were December 21, 1966; 
“non-participating share” means 


(a) in the case of a private corporation, a share the owner of 
which is not entitled to receive, as owner thereof, any dividend, 
other than a dividend, whether cumulative or not, 


(i) at a fixed annual rate or amount, or 


Tax Act 


(ii) at an annual rate or amount not in excess of a fixed an- 
nual rate or amount, and 


(b) in the case of a corporation other than a private corporation, 
any share other than a common share; 


“non-qualified investment” means property that is not a qualified 
investment for a trust governed by a deferred profit sharing plan or 
revoked plan within the meaning of the definition “qualified invest- 
ment” in this subsection; 


Information Circulars: 77-1R4: Deferred profit sharing plans. 


“paid-up capital value” of a share means the amount determined 
by the formula 


A 
B 


where 


A is the paid-up capital of the corporation that is represented by 
the shares of the class to which that share belongs, and 


B is the number of shares of that class that are in fact issued and 
outstanding; 


“qualified investment” for a trust governed by a deferred profit 
sharing plan or revoked plan means, with the exception of excluded 
property in relation to the trust, 


(a) money (other than money the fair market value of which ex- 
ceeds its stated value as legal tender in the country of issuance 
or money that is held for its numismatic value) and deposits 
(within the meaning assigned by the Canada Deposit Insurance 
Corporation Act or with a branch in Canada of a bank) of such 
money standing to the credit of the trust, 


(b) debt obligations described in paragraph (a) of the definition 
“fully exempt interest” in subsection 212(3), 


(c) debt obligations issued by 


(i) a corporation, mutual fund trust or limited partnership the 
shares or units of which are listed on a designated stock ex- 
change in Canada, 


(ii) a corporation the shares of which are listed on a desig- 
nated stock exchange outside Canada, or 


(iii) an authorized foreign bank and payable at a branch in 
Canada of the bank, 


(c.1) debt obligations that meet the following criteria, namely, 
(i) any of 
(A) the debt obligations had, at the time of acquisition by 


the trust, an investment grade rating with a prescribed 


credit rating agency, 


(B) the debt obligations have an investment grade rating 
with a prescribed credit rating agency, or 


(C) the debt obligations were acquired by the trust in ex- 
change for debt obligations that satisfied the condition in 
clause (A) and as part of a proposal to, or an arrangement 


with, the creditors of the issuer of the debt obligations ° 


that has been approved by a court under the Bankruptcy 
and Insolvency Act or the Companies’ Creditors Arrange- 
ment Act, and 


(ii) either 
(A) the debt obligations were issued as part of a single 
issue of debt of at least $25 million, or 


(B) in the case of debt obligations that are issued on a 
continuous basis under a debt issuance program, the is- 
suer of the debt obligations had issued and outstanding 
debt under the program of at least $25 million, 


(d) securities (other than futures contracts or other derivative in- 
struments in respect of which the holder’s risk of loss may ex- 
ceed the holder’s cost) that are listed on a designated stock 
exchange, : 
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(e) equity shares of a corporation by which, before the date of 
acquisition by the trust of the shares, payments have been made 
in trust to a trustee under the plan for the benefit of beneficiaries 
thereunder, if the shares are of a class in respect, of which 


(i) there is no restriction on their transferability, and 


(ii) in each of 4 taxation years of the corporation in the pe- 
riod of the corporation’s 5 consecutive taxation years that en- 
ded less than 12 months before the date of acquisition of the 
shares by the trust, and in the corporation’s last taxation year 
in that period, the corporation 


(A) paid a dividend on each share of the class of an 
amount not less than 4% of the cost per share of the 
shares to the trust, or 


(B) had earnings attributable to the shares of the class of 
an amount not less than the amount obtained when 4% of 
the cost per share to the trust of the shares is multiplied. by 
the total number of shares of the class that were outstand- 
ing immediately after the acquisition, 


(f) guaranteed investment certificates issued by a trust.:company 
incorporated under the laws of Canada or of’a province, 


(g) investment contracts described in subparagraph (b)(i1) of the 

definition “retirement savings plan” in subsection 146(1) and is- 

sued by a corporation approved by the Governor in Council for 

the purposes of that subparagraph, and 

(h) prescribed investments; 

(i) [Repealed] 
Related Provisions: 87(10) — New share issued on amalgamation of public corpo- 
ration deemed listed; 132.2(1)(k) [to be repealed], 132:2(3)(h) [draft] Where share 
ceases to be qualified investment due to mutual fund reorganization; 146(1)“qualified 
investment’’(a) — Certain investments in s..204 are qualified investments for RRSPs; 
146.1(1)“qualified investment’’(a) — Certain investments in s. 204 are qualified invest- 
ments for RESPs; 146.3(1)“qualified investment’’(a) — Certain investments in s. 204 


are qualified investments for RRIFs; 248(1)“qualifying environmental trust’’(e) — 
Trust must acquire only certain qualified investments. 


History: Para. (c.1) of the definition “qualified investment” in s. 204 amended by 
2009, c. 2, s. 66, applicable in determining whether a property is, at any time after 
March 18, 2007, a qualified investment. The para. formerly read: 


(c.1) debt obligations that, at the time of acquisition by the trust, met the follow- 
ing criteria, namely, 
(i) the debt obligations had an investment grade rating with a prescribed 
credit rating agency, and 


(ii) either 


(A) the debt obligations were issued as part of a single issue of debt of at 
least $25 million, or 


(B) in the case of debt obligations that are issued on a continuous basis, 
the issuer of the debt obligations had issued and outstanding debt of that 
type of at least $25 million, 


Para. (b) of the definition “qualified investment” amended to substitute “paragraph (a) 
of the definition “fully exempt interest” in subsection 212(3)” for “clause 
212(1)(b)(ii)(C)” by 2007, c. 35, subsec. 57(1), applicable after 2007. 


Subparas. (c)(i) and (ii) of the definition “qualified investment” amended to substitute 
“designated stock exchange” for “prescribed stock exchange” by the said c. 35, subsec. 
57(2), applicable after December 13, 2007. 


Para. (d) of the definition “qualified investment” amended to substitute “designated 
stock exchange” for “prescribed stock exchange” by the said c. 35, subsec. 57(3), appli- 
cable after December 13, 2007. 


The opening words and paras. (b), (c) and (d) of the definition “qualified investment” 
amended by 2007, c. 29, subsecs. 26(1), (2), applicable in determining whether a pro- 
perty is, at any time after March 18, 2007, a qualified investment. The opening words 
and those paras. formerly read: 


“qualified investment” for a trust governed by a deferred profit sharing plan or 
revoked plan means 


(b) bonds, debentures, notes, mortgages, hypothecary claims or similar obliga- 
tions described in clause 212(1)(b)(ii)(C), whether issued before, on or after. 
April 15, 1966, 
(c) bonds, debentures, notes or similar obligations (other than those described in 
paragraph 147(2)(c)) 
(i) issued by a Corporation the shares of which are listed on a prescribed 
stock exchange in Canada, or 
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(ii) issued by an authorized foreign bank and payable at a branch in Canada 
of the bank, 


(d) shares listed on a prescribed stock exchange in Canada, 


Para. (c.1) added by the said c., 29, subsec. 26(2), applicable in, determining whether a 
property is, at any time after March 18, 2007, a qualified investment.. 


Para. (h) of the definition “qualified investment” in,s. 204, amended, para. (i) repealed, 
by the said c. 29, subsec. 26(3), applicable in determining whether a property is, at any 
time after March 18, 2007, a qualified investment. Paras. (h) and (i) formerly read: 


(h) shares listed on:a prescribed stock exchange in a country other than Canada, 
and 


(i) such other investments as may be prescribed by regulations of the Governor 
in Council. made on the ‘ecommendation of the Minister of Finance; 


Paras. (a) and (c) of the definition “qualified investment” in s. 204 amended by 2001, c. 
17, s. 168, applicable after June 27, 1999 except that, before 2003; para. (a) shall be 
read_as follows:, 


(a) money (other than money the fair market value of which exceeds its stated 
value as legal tender in the country of issuance or money that is held for its 
numismatic’ value) and deposits (within the meaning ‘assigned by the Canada 
Deposit Insurance Corporation Act or with a bank listed in Schedule I or II to 
the Bank Act or with a branch in Canada of an authorized. foreign bank) of such 
money standing to the credit of the trust, 


Paras. (a) and (c) formerly read: 
(a) money that is legal tender in Canada, other than money: the fair market value 
of which exceeds its stated value as legal tender, and deposits (within the mean- 


ing assigned by the Canada Deposit Insurance Corporation Act or with a bank) 
of such money standing to the-credit of the trust, 


(c) bonds, debentures, notes or,similar obligations of a corporation the shares of 
which are listed on a prescribed stock exchange in Canada, other than those de- 
scribed in paragraph 147(2)(c), 
Para. (b) of the definition “qualified investment” in s. 204 amended by the said c. 17, s. 
223, to add “, hypothecary claims’, in force June 14, 2001. 
Regulations: 221 (information return, by issuer of qualified investment); 4900(1)-(3), 
(7), (11); 4901(2) Gnvestments prescribed as qualified investments). 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 77-1R4: Deferred profit sharing plans. 
Forms: T3F: Investments prescribed to be qualified information return. 


“revoked plan” means a deferred profit sharing plan the registra- 
tion of which has been revoked by the Minister pursuant to subsec- 
tion 147(14) or (14.1). 


Definitions [s..204]:.\“amount”, “authorized foreign bank’? — 248(1);  “arm’s 
length” — 251(1); “Canada” — 255, Interpretation. Act- 35(1); “common share’? —= 
248(1); “corporation” — 248(1), Interpretation. Act.35(1); “debt, obligation” — 204; 
“deferred profit sharing plan” — 147(1), 248(1); “designated stock BRIE nr: 
248(1), 262; “dividend”, “employer” — 248(1); “equity share”, “excluded share’, “e 
cluded property” — 204; “fully exempt interest” — 212(3); “initial non- qualified in- 
vestment” — 204; “investment corporation” — 130(3), .248(1); “life insurance. pol- 
icy” —138(12), 248(1); “listed” — 87(10);° “Minister” — 248(1);. ‘mutual. fund 
trust” — 132(6)-(7), 132.2(3)(n), 248(1);, “non-participating share’, “non-qualified in- 
vestment”, “paid-up. capital. value” — 204; “prescribed’” — 248(1); “private corpora- 
tion” — 89(1), 248(1); “property” — 248(1); “province” — Interpretation Act 35(1); 
“qualified investment” — 204;; “regulation”? — 248(1);° “revoked ~~ plan” — 204; 
“share” — 248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3). 


PART X.1 — TAX IN. RESPECT OF. OVER- 
CONTRIBUTIONS TO DEFERRED INCOME 
PLANS 


204.1 (1) Tax payable by individuals [before 1991] — 
Where, at the end of any month after May, 1976, an individual has 
an excess amount for a year in respect of registered retirement sav- 
ings plans, the individual shall, in respect of that month, pay a tax 
under this Part equal to 1% of that portion, of the total of all those 
excess amounts that has not been paid by, those plans to the indivi- 
dual before the end of that month. 

Related Provisions: 18(1)(t) — Tax is non-deductible; 146(2)(c.1) — RRSP must 


permit payment to taxpayer to reduce overcontributions; 204.1(2.1) — Tax payable by 
individuals — contributions after 1990; 204.3 — Return and payment of tax. 


Remission Orders: Certain Taxpayers Remission Order, 1998-2, P.C. 1998-2092, s. 
2 (judges in Quebec who made contributions in 1989 or 1990). 
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Advance Tax Rulings: ATR-24: RRSP damages suit against investment manage- 
ment companies. 


(2) Amount deemed repaid — For the purposes of subsection 
(1), where an amount in respect of a plan has been included in com- 
puting an individual’s income pursuant to paragraph 146(12)(b), 
that amount shall be deemed to have been paid to the individual by 
the plan at the time referred to in that paragraph. 


(2.1) Tax payable by individuals — contributions after 
1990 [RRSP overcontributions] — Where, at the end of any 
month after December, 1990, an individual has a cumulative excess 
amount in respect of registered retirement savings plans, the indivi- 
dual shall, in respect of that month, pay a tax under this Part equal 
to 1% of that cumulative excess amount. 

Related Provisions: 18(1)(t) — Tax is non-deductible; 146(2)(c.1) — RRSP must 
permit payment to taxpayer to reduce overcontributions, 146(8.2) — Withdrawal of 
RRSP. overcontributions; .146(21.1) — Contribution to Saskatchewan Pension Plan 
deemed to be RRSP premium for purposes of Part X.1; 204:1(4) — Waiver of tax by 
CRA; 204.3 — Return and payment of tax. 


Advance Tax Rulings: ATR-24: RRSP damages suit against investment manage- 
ment companies. 


Forms: T1-OVP: Individual tax return for RRSP excess contributions; T1-OVP-S: 
Simplified individual tax return for RRSP excess. contributions, T4040: RRSPs and 
other registered plans for retirement [guide]. 


(3) Tax payable by deferred profit sharing plan — Where, at 
the end of any month after May, 1976, a trust governed by a de- 
ferred profit sharing plan has an excess amount, the trust shall, in 
respect of that month, pay a tax under this Part equal to 1% of the 
excess amount. 


Related Provisions: 204.2(4) — Definition of “excess amount” for a DPSP. 


(4) Waiver of tax — Where an individual would, but for this sub- 
section, be required to pay a tax under subsection (1) or (2.1) in 
respect of a month and the individual establishes to the satisfaction 
of the Minister that 


(a) the excess amount or cumulative excess amount on which the 
tax is based arose as a consequence of reasonable error, and 


(b) reasonable steps are being taken to eliminate the excess, 


the Minister may waive the tax. 


Definitions [s. 204.1]: “amount” — 248(1); “cumulative excess amount” — 
204.2(1.1); “deferred profit sharing plan” — 147(1), 248(1); “excess amount” — 
204.2(1), (4); “individual”, “Minister? — 248(1); “registered retirement savings 
plan” — 146(1), 248(1); “trust” — 104(1), 248(1), (3). 

Interpretation Bulletins [s. 204.1]: IT-124R6: Contributions to registered retire- 
ment savings plans. 


204.2 (1) Definition of “excess amount for a year in respect 
of registered retirement savings plans” [before 1991] — 
“Excess amount for a year in respect of registered retirement sav- 
ings plans” of an individual at a particular time means, 


(a) where the excess amount is for a year after 1990, nil; and 


(b) where the excess amount is for a year before 1991, the 
amount, if any, by which the total of 


(i) all amounts paid by the individual to such plans under 
which the individual or the individual’s spouse or common- 
law partner is the annuitant, other than amounts 


(A) to which paragraph 60G), (j.01), G.1), G-2) or (1) ap- 
plies or would, if the individual were resident in Canada 
throughout the year, apply, or 


(B) transferred to the plan in accordance with any of sub- 
sections 146(16), 147(19) and 147.3(1) and (4) to (7), and 


(ii) all gifts made to such a plan under which the individual is 
the annuitant, other than gifts made thereto by the indivi- 
dual’s spouse or common-law partner, 


in the year and before the particular time, exceeds the total of 


(iii) all amounts that may be deducted in computing the indi- 
vidual’s income for the immediately preceding year in re- 
spect of those payments, and 
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(iv) the greater of $5,500 and the amount that may be de- 
ducted in computing the individual’s income for the year in 
respect of those payments. 
Related Provisions: 128(2)(d), (d.2)-— Where individual bankrupt; 146(8.2) — 
Withdrawal of RRSP. overcontributions;. 204.1(1) — Tax payable. by individuals; 
204.2(3) — When retirement savings plan deemed to be a registered plan. 
History: Subsec. 204.2(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subsec. 204.2(1) substituted by 1990, c. 35, subsec. 22(1), applicable with respect to 
payments made to RRSPs after 1987, except that in its application with respect to such 
payments made in 1988, 


(a) cl. 204.2(1)(b)(i)(A) shall be read without reference to “(j.2)”, and 
(b) cl. 204.2(1)(b)(i)(B) shall be read as follows: 
“(B) transferred to the plan in accordance with subsection 146(16), and” 
Subsec. 204.2(1) formerly read: 


204.2 (1) “Excess amount for a year in respect of registered retirement 
savings plans” defined — “Excess amount for a year in respect of registered 
retirement savings plans” of an individual at a particular time means the amount 
by which the aggregate of 
(a) all amounts paid by him to such plans under which he or his spouse is the 
annuitant, other than amounts to which paragraph 60(), (@.1), (1) or subsec- 
tion 146(16) applies or would, if the individual were resident in Canada 
throughout the year, apply, and 
(b) all gifts made to such a plan under which he is the annuitant, other than 
gifts made thereto by his spouse, 


in the year and before the particular time, exceeds the aggregate of 


(c) all amounts that the taxpayer is entitled to deduct in computing his in- 
come for the immediately preceding year in respect of those payments, and 
(d) the greater of $5,500 and the amount the taxpayer is entitled to deduct in 
computing his income for the year in respect of those payments. 
Para. 204.2(1)(d) substituted for paras. (d), (e) by 1986, c. 55, s. 71, applicable with 
respect to payments made to a registered retirement savings plan after 1985. Paras. 
204.2(1)(d), (e) formerly read: 
(d) $5,500, and 


(e) the amount that the taxpayer would be entitled to deduct in computing his 
income for the year in respect of those payments by virtue of subsection 146(5.3) 
if section 146 were read without reference to subsection (5.5) thereof. 


Para. 204.2(1)(e) added by 1984, c. 45, s. 84, applicable to 1984 et seq. 
Paras. 204.2(1)(a), (4)(a) substituted by 1980-81-82-83, c. 140, subsecs. 114(1), (2), 
applicable, as to para. 204.2(1)(a), to 1981 et seg., and, as to para. 204.2(4)(a), to 
months ending after May, 1976. Paras. 204.2(1)(a), (4)(a) formerly read: 

(a) all amounts paid by him to such plans under which he or his spouse is the 


annuitant, other than amounts to which paragraph 60(j) or (1) or. subsection 
146(16) have application, and 


(a) the aggregate of contributions made after May 25, 1976 by an employee who 
is or is about to become a member of the plan, to the extent that his contributions 
exceed $5,500 in a year, less any such contributions that have been returned to 
the employee before that particular time, and 


All that portion of subsec. 204.2(1) following para. (b) substituted by 1979, c. 5,.s. 58, 
applicable to 1977 et seg. That portion formerly read: 


in the year, after May 25, 1976 and before the particular time, exceeds the 
greater of 


(c) the aggregate of amounts that the taxpayer is entitled to deduct in com- 
puting his income for that year and the immediately preceding year in re- 
spect of those payments, and 
(d) $5,500. 
Advance Tax Rulings: ATR-24: RRSP damages suit against investment manage- 
ment companies. 


Forms: T1-OVP: Individual tax return for RRSP excess contributions; T1-OVP-S: 
Simplified individual tax return for RRSP excess contributions; T1-OVP SCH: Calcu- 
lating the amount of RRSP contributions made before 1991 that are subject to tax. 


(1.1) Cumulative excess amount in respect of RRSPs — 
The cumulative excess amount of an individual in respect of regis- 
tered retirement savings plans at any time in a taxation year is the 
amount, if any, by which 


(a) the amount of the individual’s undeducted RRSP premiums 
at that time i 
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exceeds 
(b) the amount determined by the formula 


gh a PDN dee 
where 


A is the individual’s unused RRSP deduction room at the end 
of the preceding taxation year, 


B is the amount, if any, by which 


(i) the lesser of. the RRSP dollar limit for the year and 
18% of the individual’s earned income (as defined i in sub- 
section 146( 1)) for the preceding taxation year 


exceeds the total of all amounts each of which is _ 
(ii) the individual’s pension adjustment for the preceding 
taxation. year in respect of an employer, or 


(iii) a prescribed amount in respect of the individual for 
the -year, : 


Cis, where the individual attained 18 years of age in a preced-' 


ing taxation year, $2,000, ‘and in any other case, nil, 


D_ is the group RRSP amount in respect « of the individual at that 
time, 


E,, is, where the indindval attained 18 years. oF age before 1995, 
the individual’s transitional amount at. that time, and in‘ any 
other case, nil; and 


R_ is the individual’s total pension- adjustment sotcionad for the 
year. 

Related Provisions: 

deemed to be RRSP premium for purposes of Part X.1; 204.1(2.1),— Tax payable by 

individuals — Contributions — after \ 

204.2(1.2) — Undeducted’ RRSP promiutnss 204.2(1.3)— RES eY, RRSP amount; 

204.2(1. 5) — Transitional amount: 


History: The formula in para. 204.2(1/1)(b)'amended, the description of R added, by 


1998, ‘ci 19, subsecs. 49(1), (2), pete to 1998. et seq. The formula in para. 


204.2(1.1)(b) formerly read: 


A+B+C+D+E 


Para. 204.2(1.1)(b) amended by 1996, c. 21, subsec. 51(1), applicable to 1996 et seq. 


Para. (b) formerly read: 


(b) the amount determined by the formula 


A+B-C4+M 
where 


A is the individual’s unused RRSP deduction room at the ‘end of the immedi- 
ately preceding taxation year, : 


B_ is the amount, if any, by which the lesser of the RRSP dollar limit for the 
year and 18%, ofthe individual’s earned income (within -the meaning, as- 
signed by subsection..146(1)) for the immediately, preceding taxation year 
exceeds the total of all amounts each of which is the individual’s pension 
adjustment for the immediately preceding taxation year in respect of an em- 
ployer or a prescribed amount in respect of the taxpayer for the year, 


C is the individual’s net past service pension adjustment, at that time, for ~ 
year, and il bo gennn Y 


M_ is, where the individual attained 18 years of age in a iedellieg taxation year, 
$8,000, and otherwise, nil. 


Regulations: 8308(2), 8308.2, 8308.4(2), 8309 Gaossines amounts for “B; ) 


Interpretation Bulletins: IT- 307R4: Spousal or common-law registered retirement 
savings plans. 

Advance Tax Rulings: ATR-24: RRSP damages suit against investment manage- 
ment companies. 


Forms: T1-OVP: Individual tax return for RRSP excess contributions; T1-OVP-S: 
Simplified individual tax return for RRSP excess contributions. 


(1.2) Undeducted RRSP premiums — For the purposes of sub- 
section (1.1) and the description of K in paragraph (1.3)(a), the 
amount of undeducted RRSP premiums of an individual at any time 
in a taxation year is the amount determined by the formula 


H+1-J 
where 


146(21.1) — Contribution to Saskatchewan Pension ‘Plan’ 


1990; 204:1(4)— Waiver of tax “by CRA; 


S. 204.2(1.2) 


H is, for taxation years ending before 1992, ‘nil, and for taxation 
years ending after 1991, the amount, if any, by which 


(a). the amount of the individual’s undeducted RRSP premi- 
ums at the end of the immediately preceding taxation year 


exceeds 


(b) the total of the amounts deducted under subsections 
146(5) and (5.1) in computing the individual’s income for the 
immediately preceding taxation year, to the extent that each 
amount was deducted in respect of premiums paid under reg- 
istered retirement cieeante vat in or before that preceding 
year, | 


I ‘is the total of all nitOtinits each of which is 


(a) a premium (within the meaning assigned by subsection 
146(1)) paid by the individual in the year’ and before ‘that 
time under a registered retirement savings plan under which 
the individual or the, individual’s spouse or common-law 
partner was the annuitant (within the meaning assigned by 
subsection 146(1)) at the time the premium was paid, other 
than 


(i): an amount paid to the plan in the first 60 days of the 
year and deducted. in computing ‘the individual’s income 
for the immediately preceding taxation) year; 


(ii) an amount paid to the plan in the year and deducted 
under paragraph 60(j), G.1), G.2) or (1) in computing the 
individual’s income for the year or the immediately pre- 
ceding taxation. year, ; 


“(iii)-an amount transferred to the plan’ on behalf of the 
individual in accordance with any of subsections 146(16), 
147(19) and 147.3(1) and (4) to (7) or in circumstances to 
which subsection 146(21) applies, 


(iv)' an amount, deductible under subsection 146(6.1) in 
computing the individual’s income, for the year or a pre- 
ceding taxation, year, 


(v) where the’ individual is a non-resident person, an 
amount that would, if the individual were‘resident in Can- 
ada throughout the, year and, the immediately, preceding 
taxation’ year, be deductible; under paragraph 60(j), Gj.1), 
(j-2) or (1) in computing the individual’s income for the 
year or the immediately preceding taxation year, or 


(vi) an;amount paid to the plan in the year that)is not:de- 
ductible in: computing the individual’s income for the year 
because of subparagraph 146(5)(a)(iv.1) or (5.1)(a)(y), or 


(b) a gift made in the year and before that time to a registered 
retirement savings plan under which the individual is the an- 
nuitant (within the meaning assigned by subsection’ 146(1)), 
other than a gift made thereto by the individual’s spouse or 
common-law partner, and 


J is the amount, if any, by. which 


(a) the total of all amounts each of which is an amount (other 
than the portion thereof that reduces the amount on which tax 
is payable by the individual under subsection 204.1(1)) re- 
ceived by the individual in the’ year and before that:time out 
of or under a registered retirement savings ‘plan or a regis- 
tered retirement income fund and included in computing the 
individual’s ‘income for the year 


exceeds 


(b) the amount deducted under paragraph 60(1) in éoinpuitifig 
the individual’s income for the year. 


Related Provisions: 146(21.1)— Contribution to Saskatchewan Pension Plan 
deemed to be RRSP premium for purposes of Part X.1; 204.2(1.4) — Deemed receipt 
where RRSP or RRIF amended; 204.2(3) — When retirement savings plan deemed to 
be registered plan; 257 — Formula cannot calculate to less than zero. 


History: The description of I in subsec. 204.2(1.2) amended by 2000, c. 12, Sch. 2, s. 
1, to ‘replace “spouse” with “spouse or common-law partner”, applicable to 2001 et 
seq., in force July 31, 2000. See also‘ the transitional rules reproduced in the History to 
248(1)“common-law partner”. 
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The opening words of subsec. 204.2(1.2) amended by 1996, c. 21, subsec. 51(2), appli- 
cable to 1996 et seg. Subsec. (1.2) formerly read: 


(1.2) For the purposes of subsection (1.1), the amount of undeducted RRSP pre- 
miums of an individual at any time in a taxation year is the amount determined 
by the formula 


Subpara. (a)(vi) added to the description of I in subsec. 204.2(1.2) by 1995, 'c. 3, s. 49, 
applicable to 1994 et seq. 


Subpara. (a)(iii) of the description of I in subsec. 204.2(1.2) substituted by 1994, c. 21, 
s. 92, applicable to 1992 et seg. That subpara. formerly read: 


(iii) an amount transferred to the plan on behalf of the individual in accordance 
with any of subsections 146(16), 147(19) and 147.3(1) and (4) to (7), 


(1.3) Group RRSP amount — For the purposes of this section, 
the group RRSP amount in respect of an individual at any time in a 
taxation year is the lesser of 


(a) the lesser of the value of F and the amount determined by the 
formula 


F-(G-—K) 
where 
F is the lesser of 


(i) the total of all amounts each of which is a qualifying 
group RRSP premium paid by the individual, to the extent 
that the premium is included in determining the value of I 
in subsection (1.2) in respect of the individual at that 
time, and 


(ii) the RRSP dollar limit for the following taxation year, 


G is the amount that would be determined under paragraph 
(1.1)(b) in respect of the individual at that time if the values 
of C, D and E in that paragraph were nil, and 

K is 

(i) where the year is the 1996 taxation year, the amount, if 
any, by which the amount of the individual’s undeducted 
RRSP premiums at the beginning of the year exceeds the 
individual’s cumulative excess amount in respect of regis- 
tered retirement savings plans at the end of the 1995 taxa- 
tion year, and 


(ii) in any other case, the group RRSP amount in respect 
of the individual at the end of the preceding taxation year, 
and 


(b) the amount that would be the individual’s cumulative excess 
amount in respect’ of registered retirement savings plans at that 
time if the value of D in paragraph (1.1)(b) were nil. 

Related Provisions: 146(1) — Meaning of “net past service pension adjustment” for 


RRSP rules; 204.2(1.2) — Undeducted RRSP premiums; 204.2(1.31) — Qualifying 
group RRSP premium; 257 — Formula amounts cannot calculate to less than zero. 


History: Subsec. 204.2(1.3) repealed and substituted by 1996, c. 21, subsec. 51(3), 
applicable to 1996 et seg. Subsec. (1.3) formerly read: 


(1.3) Net past service pension adjustment — For the purposes of subsection 
(1.1), the net past service pension adjustment of an individual, at any time, for a 
taxation year is the positive or negative amount determined by the formula 


P-G 
where 


P is the total of all amounts each of which is the accumulated PSPA of the 
individual for the year in respect of an employer, determined as of that time 
in accordance with prescribed rules; and 


G_ is the amount of the individual’s PSPA withdrawals for the year, determined 
as of that time in accordance with prescribed rules. 


All that portion of subsec. 204.2(1.3) preceding the description of G amended by 1994, 
c. 7, Sch. VII (1993, c. 24), s. 117, applicable after 1988. That portion formerly read: 
‘ 


(1.3) For the purposes of subsection (1.1), the net past service pension adjust- 
ment of an individual, at any time, for a taxation year is the amount determined 
by the formula 


P—(F+G) 
where 


P is the total of all amounts each of which is the accumulated PSPA of the 
individual for the year in respect of an employer, determined as of that time 
in accordance with prescribed rules, 
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Fis the amount of the individual’s PSPA transfers for the year, determined as 
of that time in accordance with prescribed rules, and 


Regulations: 8303(2) (accumulated PSPA before 1996); 8307(5) (individual’s PSPA 
withdrawals before 1996). 


(1.31) Qualifying group RRSP premium — For the purpose of 
the description of F in paragraph (1.3)(a), a qualifying group RRSP 
premium paid by an individual is a premium paid under a registered 
retirement savings plan where 


(a) the plan is part of a qualifying arrangement, 


(b) the premium is an amount to which the individual is entitled 
for services rendered by the individual (whether or not as an em- 
ployee), and 


(c) the premium was remitted to the plan on behalf of the indivi- 


dual by the person or body of persons that is required to remu- _ 


nerate the individual for the services, or by an agent for that per- 
son or body, 


but does not include the part, if any, of a premium that, by making 
(or failing to make) an election or exercising (or failing to exercise) 
any other right under the arrangement after beginning to participate 
in the arrangement and within 12 months before the time the pre- 
mium was paid, the individual could have prevented from being 
paid under the plan and that would not as a consequence have been 
required to be remitted on behalf of the individual to another regis- 
tered retirement savings plan or to a registered pension plan in re- 
spect of a money purchase provision of the plan. 


Related Provisions: 204.2(1.32) — Qualifying arrangement. 


History: Subsec. 204.2(1.31) added by 1996, c. 21, subsec. 51(3), applicable to 1996 
et seq. 


(1.32) Qualifying arrangement — For the purpose of paragraph 
(1.31)(a), a qualifying arrangement is an arrangement under which 
premiums that satisfy the conditions in paragraphs (1.31)(b) and (c) 
are remitted to registered retirement savings plans on behalf of two 
or more individuals, but does not include an arrangement where it is 
reasonable to consider that one of the main purposes of the arrange- 
ment is to reduce tax payable under this Part. 


History: Subsec. 204.2(1.32) added by 1996, c. 21, subsec. 51(3), applicable to 1996 
et seq. 


(1.4) Deemed receipt where RRSP or RRIF amended — For 


the purposes of subsection (1.2), 


(a) where an amount in respect of a registered retirement savings 
plan has been included in computing an individual’s income 
pursuant to paragraph 146(12)(b), that amount shall be deemed 
to have been received by the individual out of the plan at the 
time referred to.in that paragraph; and 


(b) where an amount in respect of a registered retirement income 
fund has been included in computing an individual’s income 
pursuant to paragraph 146.3(11)(b), that amount shall be deemed 
to have been received by the individual out of the fund at the 
time referred to in that paragraph. 


(1.5) Transitional amount — For the purpose of the description 


of E in paragraph (1.1)(b), an individual’s transitional amount at. 


any time in a taxation year is the lesser of , 
(a) $6,000, and 
(b) where the value of L is nil, nil, and in any other case, the 
amount determined by the formula 
L-M 
where 
L is the amount, if any, by which 


(i) the amount that would be determined under subsection 
(1.2) to be the amount of the individual’s undeducted 
RRSP premiums at that time if 


(A) the value of I in that subsection were determined 
for the 1995 taxation year without including premiums 
paid after February 26, 1995, 
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(B) the value of I in that subsection were nil for the 
1996 and subsequent taxation years, and 


| (C) the value of J in that subsection were determined 
| for the 1995 and subsequent taxation years without in- 
| cluding the part, if any, of an amount received by the 
individual out of or under a registered retirement sav- 
ings plan or registered retirement income fund that can 
reasonably be considered to be in respect of premiums 
paid after February 26, 1995 by the individual under a 
registered retirement savings plan 


| exceeds ‘ 


(ii) the total of all amounts each of which is an amount 
deducted under subsection 146(5) or (5.1) in computing 
the individual’s income for a preceding taxation year, to 
the extent that the amount was deducted in respect of pre- 
miums paid after that year (other than premiums paid 
before February 27, 1995), and 


M is the amount that would be determined by the formula in 
paragraph (1.1)(b) in respect of the individual at that time if 
the values of D and E in that paragraph were nil and section 
257 did not apply to that formula. 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


History: Subsec. 204.2(1.5) added by 1996, c. 21, subsec. 51(4), applicable to 1996 er 
seq. 


(2) Where terminated plan deemed to continue to exist — 
Notwithstanding paragraph 146(12)(a), for the purposes of this Part, 
where a registered retirement savings plan ceases to exist and a pay- 
- ment or transfer of funds out of that plan has been made to which 
subsection 146(16) applied, if an individual’s excess amount for a 
year in respect of registered retirement savings plans would have 
been greater had that plan not ceased to exist, for the purpose of 
computing the excess amount for a year in respect of registered re- 
tirement savings plans for so long as the individual or the indivi- 
- dual’s spouse or common-law partner is the annuitant under any 
registered retirement savings plan under which an annuity has not 
commenced to be paid to the annuitant, the plan that ceased to exist 
shall be deemed to remain in existence and the individual or the 
individual’s spouse or common-law partner, as the case may be, 
shall be deemed to continue to be the annuitant thereunder. 


History: Subsec. 204.2(2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


(3) When retirement savings plan deemed to be a 
registered plan — Where a retirement savings plan under which 
an individual or the individual’s spouse or common-law partner is 
the annuitant (within the meaning assigned by subsection 146(1)) is 
accepted by the Minister for registration, for the purpose of 
determining 


(a) the amount of undeducted RRSP premiums of the individual 
at any time, and 


(b) the excess amount for a year in respect of registered retire- 
ment savings plans of the individual at any time, 


the retirement savings plan shall be deemed to have become a regis- 
tered retirement savings plan on the later of the day on which the 
plan came into existence and May 25, 1976, 


History: Subsec. 204.2(3) amended by 2000, c. 12, Sch. 2, s, 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 ef seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
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(4) Definition of “excess amount” for a DPSP — “Excess 
amount” at any time for.a trust governed by a deferred profit shar- 
ing plan means the total of all amounts each of which is 


(a) such portion of the total of all contributions made to: the trust 
before that time and after May 25, 1976 by a beneficiary under 
the plan, other than 


(i) contributions that have been deducted by the beneficiary 
under paragraph 60(k) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, 


(ii) amounts transferred to the plan on behalf of the benefici- 
ary in accordance with subsection 147(19), or 


(iii) the portion of the contributions (other than contributions 
referred to in subparagraphs (i) and (ii)) made by the benefi- 
ciary in each calendar year before 1991 not in excess of 
$5,500, 


as has not been returned. to the beneficiary before that time; or 


(b) a gift received by the trust before that time and after May 25, 
1976. 


Related Provisions: 147(2)(a.1) — Acceptance of plan for registration. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Definitions [s. 204.2]: “amount”, “annuity” — 248(1); “calendar year’ — Interpre- 
tation Act 37(1)(a); “Canada” — 255; “common-law partner’ — 248(1); “cumulative 
excess amount” — 204.2(1.1); “deferred profit sharing plan” — 147(1), 248(1); “em- 
ployer” — 248(1); “excess amount” — 204.2(1), (4); “group RRSP amount” — 
204.2(1.3); “individual”, “Minister” — 248(1); “money ‘purchase provision” — 
147.1(1); “net past service pension adjustment” — 204.2(1.3); “past service pension 
adjustment” — 248(1), Reg. 8303; “pension adjustment” — 248(1), Reg. 8301(1); 
“premium” — 146(1); “prescribed” — 248(1); “qualifying arrangement” — 
204.2(1.31); “qualifying group RRSP premium” — 204.2(1:31); “registered pension 
plan” — 248(1); “registered retirement income fund” — 146.3(1), .248(1); “registered 
retirement savings plan” — 146(1), 248(1); “RRSP dollar limit” — 146(1), 248(1); 
“resident in Canada” — 250; “retirement savings plan” — 146(1), 248(1); “taxation 
year” — 249; “taxpayer” — 104(1), 248(1); “total pension adjustment reversal” — 
248(1);.. “transitional . amount” —204.2(1.5); “trust” — 104(1), 248(1), (3); “un- 
deducted RRSP premiums” — 204.2(1.2). 


Interpretation Bulletins [s. 204.2]: IT-124R6: Contributions to registered retire- 
ment savings plans. 


204.3 (1) Return and payment of tax — Within 90 days after 
the end of each year after 1975, a taxpayer to whom this Part ap- 
plies shall 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax, if any, payable by 
the taxpayer under this Part in respect of each month in the year; 
and 


(c) pay to the Receiver General the amount of tax, if any, paya- 
ble by the taxpayer under this Part in respect of each month in 
the year. 


Related Provisions: 150.1(5) — Electronic filing. 


Information Circulars: 78-14R4: Guidelines for trust companies and other persons 
responsible for filing T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


Forms: T1-OVP: Individual tax return for RRSP excess contributions; T1-OVP-S: 
Simplified individual tax return for RRSP excess contributions; T1-OVP SCH: Calcu- 
lating the amount of RRSP contributions made before 1991 that are subject to tax; 
T3D: Income tax return for DPSP or revoked DPSP. 


(2) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and: 158, subsections 161(1) and (11), sections 162 
to 167 and Division J of Part I are applicable to this Part with such 
modifications as. the circumstances. require. 


Definitions [s. 204.3]: “amount”, “Minister” — 248(1); “month” — Interpretation 
Act 35(1); “prescribed”, “taxpayer” — 248(1). 


Interpretation Bulletins [s. 204.3]: IT-124R6: Contributions to registered retire- 
ment savings plans. 
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PART X.2 — TAX IN RESPECT OF 
REGISTERED INVESTMENTS 


204.4 (1) Definition of “registered investment” — In this 
Part, “registered investment’ means a trust or a corporation that has 
applied in prescribed form as of a particular date in the year of ap- 
plication and has been accepted by the Minister as of that date as a 
registered investment for one or more of the following: 


(a) registered retirement savings plans, 

(b) [Repealed under former Act] 

(c) registered retirement income funds, and 
(d) deferred profit sharing plans 


and that has not been notified by the Minister that it is no longer 
registered under this Part. 


Related Provisions: 248(1)“registered investment” — Definition applies to entire 
Act; Reg. 4900(5) — RRSP registered investment qualifies for RESP and RDSP. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(2) Acceptance of applicant for registration — The Minister 
may accept for registration for the purposes of this Part any appli- 
cant that is 


(a) a trust that has as its sole trustee a corporation licensed or 
otherwise authorized under the laws of Canada or a province to 
carry on in Canada the business of offering to the public its ser- 
vices as trustee if, on the particular date referred to in subsection 
(1), 
(i) all the property of the applicant is held in trust for the 
benefit of not fewer than 20 beneficiaries and 


(A) not fewer than 20 beneficiaries are taxpayers de- 
scribed in any of paragraphs 149(1)(0) to (0.2), (0.4) or 
(s), Or 


(B) not fewer than 100 beneficiaries are taxpayers de- 
scribed in paragraph 149(1)(r) or (x), 


(ii) the total of 
(A) the fair market value at the time of acquisition of its 
(I) shares, marketable securities and cash, and 


(Il) bonds, debentures, mortgages, — hypothecary 
claims, notes and other similar obligations, and 


(B) the amount by which the fair market value at the time 
of acquisition of its real property that may reasonably be 
regarded as being held for the purpose of producing in- 
come from property exceeds the total of all amounts each 
of which is owing by it on account of its acquisition of the 
real property 


is not less than 80% of the amount by which the fair market 
value at the time of acquisition of all its property exceeds the 
total of all amounts each of which is owing by it on account 
of its acquisition of real property, 


Proposed Amendment — 204. 4(2)(a)(ii) after A) 


(B) the amount by which the fair market value at the , 
time of acquisition of its real or immovable property — 
that may reasonably be regarded as being held for the 
purpose of producing income from property exceeds the 
total of all amounts each of which is owing by it on ac- 
count of its acquisition of vee see or immovable 
property : 
is not less than 80% of the amount ee Miiich the fair tone 
value at the time of acquisition of all its property exceeds 
the total of all amounts each of which is owing by it on 
account of its acquisition of real or immovable property, 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
241(1), will amend the portion of subpara. 204.4(2)(a)(ii) after cl. (A) to wa ase 
above, to come into force on Royal Assent. % : 


Income Tax Act } 


Technical Notes (July 2010): See under 12(4), 


(iii) the fair market value at the time of acquisition of its 
shares, bonds, mortgages, hypothecary claims and other se- 
curities of any one corporation or debtor (other than bonds, 
mortgages, hypothecary claims and other securities of or 
guaranteed by Her Majesty in right of Canada or a province 
or Canadian municipality) is not more than 10% of the 
amount by which the fair market value at the time of acquisi- 
tion of all its property exceeds the total of all amounts each 
of which is an amount owing by it on account of its acquisi- 
tion of real property, | 

| 


———eeeeeeee 


(iv) the amount by which 


(A) the fair market value at the time of acquisition of any — 
one of its real properties 


exceeds 


(B) the total of all amounts each of which is owing by it 
on account of its acquisition of the real property 


is not more than 10% of the amount by which the fair market 
value at the time of acquisition of all its property exceeds the 
total of all amounts each of which is owing by it on account 
of its acquisition of real property, 


Proposed Amendment — 204.4(2)(a)(iii), (iv) 


(iii) the fair market value at the time of acquisition of its 
_ shares, bonds, mortgages, hypothecary claims and other se- — 
curities of any one corporation or debtor (other than bong 4 

mortgages, hypothecary claims and other securities of or 
guaranteed by Her Majesty i in right of Canada or a province ' 
-. or Canadian municipality) is not more than 10% of the 

amount by which the fair market value at the time of acqui- 
sition of all its: property exceeds the total of all amounts — 
- each of which is an amount owing by it on account of its - 
acquisition of real or immovable nite i iyo ue 


dy) the amount by. which. 


(A) the. fair market. neers at the time of acquisition a - 
_ any one of its roel or immovable Peng NiO 


"exceeds — - 2 
(B) the total of all inoue ‘each of which i is owing shy iL 
on account of its sao ff the. real, or immovable a 
_ property a ) 

is ¢ not more than 10% of the anoint a srhicki thie fair n ‘mar-— 

ket value at the time of acquisition of all its property ex- 
ceeds the total of all amounts each of which is owing Dy 
on account of its acquisition of real or immovable property, 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. ee 


241(2), will amend subparas. 204.4(2)(a)(iii) and (iv) to read as above, to come into 
force on Royal Assent. ie uarnsite® HBG & 


Technical Notes iluhy 2010): See mie 1214)... 


(v) not less than 95% of the income of the applicant for its 
most recently completed fiscal period, or where no such pe-. 
riod exists, that part of its current fiscal period before the par- 
ticular date, was derived from investments described in sub- 
paragraph (ii), 

(vi) the total value of all interests in the applicant owned by 
all trusts or corporations described in any of paragraphs 
149(1)(0) to (0.2), (0.4) or (s) to which any one employer, 
either alone or together with persons with whom the em- 
ployer was not dealing at arm’s length, has made contribu- 
tions does not exceed 25% of the value of all its property, 


(vii) the total value of all interests in the applicant owned by 
all trusts described in paragraph 149(1)(7) or (x) to which any 
one taxpayer, either alone or together with persons with 
whom the taxpayer was not dealing at arm’s length, has 
made contributions does not exceed 25% of the value of all 
its property, and 
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(viii) the applicant does not hold property acquit) by it after 
May 26, 1975 that is 


(A) a mortgage or hypothecary claim (other than.a mort- 
gage or hypothecary claim insured: under the: National 
Housing Act or by a corporation that offers its services to 
the public in Canada ‘as an insurer of mortgages and that 
is approved as a private insurer of mortgages by the Su- 
perintendent of Financial Institutions pursuant to the pow- 
ers assigned to the Superintendent under subsection 6(1) 
of the Office of the Superintendent of Financial Institu- 
tions Act), or an interest therein, in respect of which. the 
mortgagor or hypothecary debtor is the annuitant under a 
registered retirement savings plan or a registered retire- 
ment income fund, or a person with whom the annuitant 
is not dealing at-arm’s length, if any of the funds ofa trust 
governed by such a plan or fund have been used to ac- 
quine an interest in aie: sda or 


(B) a bond, Hobentene: note or similar obligation asa 
by a cooperative corporation (within the meaning as- 
signed by subsection 136(2)) or a credit union that has 
granted any benefit or privilege to any annuitant or bene- 
_ficiary under a plan or fund referred to in subsection (1) 
that is dependent on or related to 
(I) ownership by a trust governed by any ha plan or 
fund of shares, bonds, debentures, notes or similar ob- 
ligations of the cooperative corporation or credit 
union, or 
(II) ownership by the applicant of shares, bonds, de- 
bentures, notes or similar obligations of the coopera- 
tive corporation or credit union if the trust governed 
by any such plan or fund has used any of its funds to 
acquire an interest in the applicant; 


(b) a trust that 
(i). would be a trust described in paragraph, (a) if that, para- 
graph were read without reference to subparagraphs (a)(1), 
(vi) and (vii), and 
(ii) holds only prescribed investments for the type of plan or 
fund in respect of which it has applied for registration; 

(c) a mutual fund trust; 

(d) a trust that 


(i) would be a mutual fund trust if paragraph 132(6)(c) were 
not applicable, and 

(ii) holds only prescribed investments for the type of plan or 
fund in respect of which it has applied for registration; 


(e) a mutual fund corporation or investment corporation; or 


S. 204.4(4) 


(f) a corporation that 


(i) would be a mutual fund corporation or investment corpo- 
ration if it could have elected to be a public corporation 
under paragraph (b) of the definition “public corporation” in 
subsection 89(1) had the conditions prescribed therefor re- 
quired only. that a class of shares of its:capital stock be quali- 
fied for distribution to. the public, and 


(ii) holds only prescribed investments for the type of plan or 
fund in respect of which it has applied for registration. 


Related Provisions: 204.6(1), (2), (3) — Tax payable. 
History: Cls. 204.4(2)(a)(i)(A) and (B) and subparas. (2)(a)(vi) and (vil) amended, by 
2005, c. 30, subsecs. 12(1), (2), applicable to taxation years that begin after 2004. The 
cls. and subparas. formerly read: 
(A) not, fewer than 20 beneficiaries are taxpayers described in paragraph 205(a) 
or (c), or St 
(B) not fewer than 100 beneficiaries are taxpayers described i in paragraph 205(b) 
or (e), 


(vi) the total value of all interests in the applicant owned by all trusts or corpora- 
tions described in paragraph 205(a).or (c) to which any one employer, either 
alone or together with persons with whom the employer was not dealing at arm’s 
length, has made contributions does not exceed 25% of the-value of all its 


property, 
(vii) the total value of all interests in the applicant owned by all trusts described 
in paragraph 205(b) or (e) to which any one taxpayer, either alone or together 
with persons with whom the taxpayer was not dealing at arm’s length, has. made 
contributions does not exceed 25%. of the value of all its property, and 

Cls. 204.4(2)(a)(@i)(A) and (viii)(A) amended by 2001, ‘c. 17, subsecs. 224(1), (3), ap- 

plicable to property acquired after March 16, 2001. The ‘cls. formerly read: 
(A) the fair market value at the time of acquisition of its shares, bonds, mort- 

' gages, marketable securities and cash, and 


(A) a mortgage (other than a mortgage insured under the National Housing Act), 
or an interest therein, in respect of which the mortgagor is the annuitant under a 
registered retirement savings plan or a registered retirement income fund, or a 
person with whom the annuitant is not dealing at arm’s length, if any of the 
funds of a trust governed by such a plan or fund have been used to acquire an 
interest in the applicant, or 

Subpara. 204.4(2)(a)(iii) amended by the said c. 17, subsec. 224(2), to add “, hypothe- 

cary claims” (twice), in force June 14, 2001. 


Regulations: 4900, 4901 (prescribed investments). 


Forms: T3RI: Registered investment income tax return; T2217: Application for regis- 
tration as a registered investment. 


(3) Revocation of registration — The Minister shall notify a 
registered investment that it is no longer registered 


(a) on being satisfied that, at a date subsequent to its registration 
date, it no longer satisfies one or more of the conditions neces- 
sary for it to be acceptable for registration under this Part, other 
than a condition the failure of which to satisfy would make it 
liable for tax under section 204.6; or 


(b) within 30 days after receipt of a request in prescribed form 
from the registered investment for termination of its registration. 


Related Provisions: 204.4(4) — Suspension of revocation; 204.4(5) — Cancellation 
of revocation. 


(4) Suspension of revocation — Notwithstanding a notification 
to a taxpayer under subsection (3), for the purposes: of sections 
204.6 and 204.7, the taxpayer is déemed to be a registered invest- 
ment for each month or part of a month after the notification during 
which an interest in, or a share of the capital stock of, the taxpayer 
continues, by virtue of having been a registered investment, to be a 
qualified investment for a plan or fund referred to in subsection (1). 


History: Subsec. 204.4(4) amended: by 2005, c. 30, subsec.' 12(3), applicable to taxa- 
tion years that begin after 2004. The subsec. formerly read: 


(4) Notwithstanding a notification to a taxpayer under subsection (3), for the 
purposes of sections 204.6 and 204.7 and Part XI, the taxpayer shall be deemed 
to be a registered investment for each. month or part thereof after the notification 
during which an interest in, or a share of the capital stock of, the taxpayer contin- 
ues, by virtue of having been a registered investment, to be a qualified invest- 
ment for a plan’or fund referred to in subsection (1). 
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(5) Cancellation of revocation — Where a registered invest- 
ment has been notified pursuant to paragraph (3)(a) and within 3 
months from the date of notification it satisfies the Minister that it is 
acceptable for registration under this Part, the Minister may declare 
the notification to be a nullity. 


(6) Successor trust — Where at any time in a year a particular 
trust described in paragraph (2)(a) or (b) has substantially the same 
beneficiaries and can reasonably be regarded as being a continua- 
tion of another trust that was a registered investment in the year or 
the immediately preceding year, for the purposes of this Part, the 
particular trust shall be deemed to be the same trust as the other 
trust. 


(7) Deemed registration of registered investment — Where 
at the end of any month a registered investment could qualify for 
acceptance at that time under subsection (2), it shall be deemed for 
the purposes of section 204.6 to have been registered under the first 
of the following paragraphs under which it is registrable regardless 
of the paragraph under which it was accepted for registration by the 
Minister: 


(a) paragraph (2)(c) or (e), as the case may be; 
(b) paragraph (2)(a); 
(c) paragraph (2)(d) or (f), as the case may be; and 


(d) paragraph (2)(b). 


Definitions [s. 204.4]: “amount” — 248(1); “arm’s length” — 251(1); “business” — 
248(1); “Canada” — 255, Interpretation Act 35(1); “class of shares” — 248(6); “coop- 
erative corporation” — 136(2); “corporation” — 248(1), Interpretation Act 35(1); 
“credit union” — 137(6), 248(1); “deferred profit sharing plan” —147(1), 248(1); 
“employer” — 248(1); “fiscal period” — 249.1, “Her Majesty” — Interpretation Act 
35(1); “hypothecary” — Quebec Civil Code art. 2660; ‘“¢mmovable” — Quebec Civil 
Code art. 900-907; “insurer” — 248(1); “investment corporation” — 130(3), 248(1); 
“Minister” — 248(1); “month” — Interpretation Act 35(1); “mutual fund corpora- 
tion” — 131(8), 248(1); “mutual fund trust” — 132(6)-(7), 248(1); “person”, “‘pre- 
scribed”, “property” — 248(1); “province” — Interpretation Act 35(1); “public corpo- 
ration” — 89(1), 248(1); “registered investment” — 204.4(1), 248(1); “registered 
retirement income fund” — 146.3(1), 248(1); “registered retirement savings plan” — 
146(1), 248(1); “related” — 251(2)-(6); “share”, “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3). 


204.5 Publication of list in Canada Gazette — Each year the 
Minister shall cause to be published in the Canada Gazette a list of 
all registered investments as of December 31 of the preceding year. 


Definitions [s. 204.5]: “Minister” — 248(1); “registered investment” — 204.4(1), 
248(1). 


204.6 (1) Tax payable — Where at the end of any month a tax- 
payer that is a registered investment described in paragraph 
204.4(2)(b), (d) or (f) holds property that is not a prescribed invest- 
ment for that taxpayer, it shall, in respect of that month, pay a tax 
under this Part equal to 1% of the fair market value at the time of its 
acquisition of each such property. 


Related Provisions: 204.4(3) and (4) — Revocation of registration; 259 — Propor- 
tional holdings in trust property. i 


Regulations: 4901 (prescribed investment). 


(2) Tax payable — Where at the end of any month a taxpayer that 
is a registered investment described in paragraph 204.4(2)(a) or (b) 
holds property that is a share, bond, mortgage, hypothecary claim or 
other security of a corporation or debtor (other than bonds, mort- 
gages, hypothecary claims and other securities of or guaranteed by 
Her Majesty in right of Canada or a province or Canadian munici- 
pality), it shall, in respect of that month, pay a tax under this Part 
equal to 1% of the amount, if any, by which 


(a) the total of all amounts each of which is the fair market value 
of such a property at the time of its acquisition 


exceeds 
(b) 10% of the amount by which 


(i) the total of all amounts each of which is the fair market 
value, at the time of acquisition, of one of its properties 


Income Tax Act 


exceeds 


(ii) the total of all amounts each of which is an amount owing 
by the trust at the end of the month in respect of the acquisi- 
tion of real property. 


_ Proposed Amendment — 204.6(2)(b)(ii) 
Application: The July 16, 2010 draft legislation (Part 2— bijuralism), subsec. 
242(1), will amend subpara. 204.6(2)(b)(ii) by substituting “real property or immoy- 
ables” for “real property”, to come into force on Royal Assent. 
Technical Notes (July 2010): See under 12(4). 
Related Provisions: 259 — Proportional holdings in trust property. 


History: The opening words of subsec. 204.6(2) amended by 2001, c. 17, s. 225, to 
add “, hypothecary claim” and “, hypothecary claims”, in force June 14, 2001. 


(3) Idem — Where at the end of any month a taxpayer that is a 
registered investment described in paragraph 204.4(2)(a) holds real 
property, it shall, in respect of that month, pay a tax under this Part 
equal to 1% of the total of all amounts each of which is the amount 
by which the excess of 


(a) the fair market value at the time of its acquisition of any one 
real property of the taxpayer 


over 


(b) the total of all amounts each of which was an amount owing 
by it at the end of the month on account of its acquisition of the 
real property 


was greater than 10% of the amount by which the total of all 
amounts each of which is the fair market value at the time of its 
acquisition of a property held by it at the end of the month exceeds 
the total of all amounts each of which was an amount owing by it at 
the end of the month on account of its acquisition of real property. 


end of any month a taxpayer that is a registered investment de- 
scribed in paragraph 204.4(2)(a) holds real or immovable pro- 
perty, it shall, in respect of that month, pay a tax under this Part — 
equal to 1% of the total of all amounts each of which is the — 
amount by which the excess of Ae . ie 


(a) the fair market value at the time of its acquisition of any 
_ one real or immovable property of the taxpayer 
over ce on Tape | co 
(b) the total of all amounts each of which was an amount ow- 
ing by it at the end of the month on account of its acquisition 
of the real or immovable property 
was greater than 10% of the amount by which the total of all 
amounts each of which is the fair market value at the time of its 
acquisition of a property held by it at the end of the month ex- 
ceeds the total of all amounts each of which was an amount owing — 
by it at the end of the month on account of its acquisition of real — 
or immovable property. a ies 3) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
242(2), will amend subsec. 204.6(3) to read as above, to come into force on Royal 
Assent. : 
Technical Notes (July 2010): See under 12(4). 


Definitions [s. 204.6]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “Her Majesty” — Interpretation Act 35(1); “immovable” — Quebec Civil 
Code art. 900-907; “prescribed”, “property” — 248(1); “registered: investment” — 
204.4(1), 248(1); “share”, “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3). 


204.7 (1) Return and payment of tax — Within 90 days from 
the end of each taxation year commencing after 1980, a registered 
investment shall 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax, if any, payable by it 
under this Part for the year; and ; 
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(c) pay to the Receiver General the amount of tax, if any, paya- 
ble by it under this Part for the year. 


Related Provisions: 150.1(5) — Electronic filing. 


Forms: T3RI: Registered investment income tax return. 


(2) Liability of trustee — Where the trustee of a registered in- 
vestment that is liable to pay tax under this Part does not remit to 
the Receiver General the amount of the tax within the time speci- 
fied in subsection (1), the trustee is personally liable to pay on be- 
half of the registered investment: the full amount of the tax and is 
entitled to recover from the registered investment any amount paid 
by the trustee as tax under this section. 


(3) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158, subsections 161(1) and (11), sections 162 
to 167 and Division J of Part I are applicable to this Part with such 
modifications. as the circumstances require. 
Definitions [s. 204.7]: “amount”, “Minister”; “prescribed” — 248(1); “registered 
investment” — 204.4(1), 248(1); “taxation year” — 249. 


PART X.3 — LABOUR-SPONSORED 
VENTURE CAPITAL CORPORATIONS 


History: The heading “Labour-Sponsored Venture Capital Corporations” before s. 
204.8 amended by 1998, c. 19, s. 50, applicable after February 18, 1997. It formerly 
read: 

Registered Labour-Sponsored Venture Capital Corporations 


WCes es | 
dividual fails to 


204.8 | Definitions — In this Part, 
“annuitant” has the meaning assigned by subsection 146(1); 
“eligible business entity”, at any time, means a particular entity 
that is 

(a) a prescribed corporation, or 


(b) a Canadian partnership or a taxable Canadian corporation, all 
or substantially all of the fair market value of the property of 
which is; at that time, attributable to 


(i) property used in a specified active business carried on by 
the particular entity or by a corporation controlled by the par- 
ticular entity, 


S. 204.8(1) eli 


(ii) shares of the capital stock or debt obligations of one or 
more entities that, at that time, are eligible business entities 
related to the particular entity, or 


(iii) any Sedelig 2g of properties described in subparagraph 


(i) or (11); 


' Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 


History: The definition “eligible business entity” in subsec. 204.8(1) amended by 
2000, c. 19, subsec. 54(2), applicable to 1999 et seq. The definition formerly read: 


“eligible business entity”, at any time, means a particular entity that is a Cana- 
dian partnership or a taxable Canadian corporation, all or substantially all of the 
fair market value of the property of which is, at that time, attributable to 


(a) property used in a specified active business carried on by the particular 
entity or by a corporation controlled by the particular entity, 


(b) shares of the capital stock or debt obligations of one or more entities that, 
at that time, are eligible business entities related to the particular entity, or 


(c) any combination of properties described in paragraph (a) or (b); 


Regulations: 4801.02 (prescribed corporation for para. (a)). 


“eligible investment” of a particular corporation means 


(a) a share that was issued to the particular corporation and that 
is a share of the capital stock of a corporation that was an eligi- 
ble business entity at the time the share was issued, 


(b) a particular debt obligation that was issued to the particular 
corporation by an entity that was an eligible business entity at 
the time the particular debt obligation was issued where 


(1) the entity is not restricted by the terms of the particular 
debt obligation or by the terms of any agreement related to 
that. obligation from incurring other. debts, 


(ii) the particular debt obligation, if secured, is secured solely 
by a floating charge on the assets of the entity or by a guar- 
antee referred to in paragraph (c), and 


(iii) the particular debt obligation, by its terms or any agree- 
ment relating to that obligation, is subordinate to all other 
debt obligations. of the entity, except that, where the entity is 
a corporation, the particular debt obligation need not be 
subordinate to 


(A) a debt obligation, issued by the entity, that is pre- 
scribed to be a small business security, or 


(B) a debt obligation owing to a shareholder of the entity 
or to a person related to any such shareholder, 


(c) a guarantee provided by the particular corporation in respect 
of a debt obligation that would, if the debt obligation had been 
issued to the particular corporation at the time the guarantee was 
provided, have been at that time an eligible investment because 
of paragraph (b), or 


(d) an option or a right granted by an eligible business entity that 
is a Corporation, in conjunction with the issue, of a share or, debt 
obligation that is an eligible investment, to acquire a share of the 
capital stock of the eligible business entity that would be an eli- 
gible investment if that share were issued at the time that the 
option or right was granted, 


if the following conditions are satisfied: 


(e) immediately after the time the share or debt eaiaoee was 
issued, the guarantee was provided or the option or right was 
granted, as the case may be, the total of the costs to the particu- 
lar corporation of all shares, options, rights and debt obligations 
of the eligible business entity and all corporations related to it 
and 25% of the amount of all guarantees provided by the partic- 
ular corporation in respect of debt obligations of the eligible 
business entity and the related corporations does not exceed the 
lesser of $15,000,000 and 10% of the shareholders’ equity in the 
particular corporation, determined in accordance with generally 
accepted accounting principles, on a cost basis and without tak- 
ing into account any unrealized’ gains or losses on the invest- 
ments of the particular corporation, and 
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(f) immediately before the time the share or debt obligation was 
issued, the guarantee was provided or the option or right was 
granted, as the case may be, 


(i) the carrying value of the total assets of the eligible busi- 
ness entity and all corporations (other than prescribed labour- 
sponsored venture capital corporations) related to it (deter- 
mined in accordance with generally accepted accounting 
principles on a consolidated or combined basis, where appli- 
cable) did not exceed $50,000,000, and 


(ii) the total of 


(A) the number of employees of the eligible business en- 
tity and all corporations related to it who normally work 
at least 20 hours per week for the entity and the related 
corporations, and 


(B) '/ of the number of other employees of the entity and 
the related corporations, 


did not exceed 500; 
Related Provisions: 204.81(4) — Determination of cost. 


History: Cl. (b)(iii)(A) of “eligible investment” in subsec. 204.8(1) amended by 2005, 
c. 30, s. 13, applicable to taxation years that begin after 2004. The clause formerly 
read: 


(A) a debt obligation issued by the entity that is prescribed to be a small business 
security for the purposes of paragraph (a) of the definition “small business pro- 
perty” in subsection 206(1), or 


The portion of the definition “eligible investment” in s. 204.8 after para. (d) amended 
by 1998, c. 19, s..51, applicable to property acquired after February 18, 1997. That 
portion of the definition formerly read: 


if, immediately after the time the share or debt obligation was issued, the guaran- 
tee was provided or the option or right was granted, as the case may be, 


(e) the total of the costs to the particular corporation of all shares, options, 
rights and debt obligations of the eligible business entity and all corporations 
related to it and 25% of the amount of all guarantees provided by the partic- 
ular corporation in respect of debt obligations of such eligible business entity 
and any corporation related to it does not exceed the lesser of $10,000,000 
and 10% of the shareholders’ equity in the particular corporation at that 
time, determined in accordance with generally accepted accounting princi- 
ples, on a cost basis and without taking into account any unrealized gains or 
losses on the investments of the particular corporation, 


(f) the carrying value of the total assets of the eligible business entity and all 
corporations related to it (determined in accordance with generally accepted 
accounting principles on a consolidated or combined basis, where applica- 
ble) does not exceed $50,000,000, and 


(g) the number of employees of the eligible business entity and all corpora- 
tions related to it does not exceed 500; 


Para. (a) of “eligible investment” in s. 204.8 amended by 1994, c. 8, subsec. 29(1), to 
delete “that is prescribed for the, purposes of subsections 110.6(8) and (9)”, applicable 
after December 2, 1992. 


Para. (f) of “eligible investment” in s. 204.8 amended by 1994, c.'7, Sch. VIII (1993, c. 
24), subsec. 118(1), to substitute “$50,000,000” for “$35,000,000”, applicable to 1992 
et seq. 


Regulations: 5100(2) (prescribed small business security for (b)(iii)(A)); 6701 (pre- 
scribed labour-sponsored venture capital corporation, for subpara. (f)(i). 


“eligible labour body” means a trade union, as defined in the Can- 
ada Labour Code, that represents employees in more than one prov- 
ince, or an organization that is composed of 2 or more such unions; 


History: “Eligible labour body” added to s. 204.8 by 1994, c. 7, Sch. VII (1993, c. 
24), subsec. 118(3), applicable to 1992 et seq. 


“Jabour-sponsored funds tax credit’? — [Repealed] 


History: The definition “labour-sponsored funds tax credit” in s. 204.8 repealed by 
1997, c. 25, subsec. 55(1), applicable after 1995. It formerly read: ' 


“Jabour-sponsored funds tax credit” has the meaning assigned by subsection 
127.4(1); 


“national central labour body” — [Repealed] 


History: “National central labour body” in s. 204.8 repealed by 1994, c. 7, Sch. VIII 

(1993, c. 24), subsec. 118(2), applicable to 1992 et seg. That definition formerly read: 
“national central labour body” means an organization that is composed of not 
fewer than 2 trade unions, as defined in the Canada Labour Code, each of which 
represents employees in more than one province; 


“original acquisition” of a share has the meaning assigned by sub- 
section 127.4(1); 


Income Tax Act 


History: The definition “original acquisition” added tos. 204.8 by 1997, c. 25, subsec. 
55(4), applicable after 1995. 


“original purchaser” — [Repealed] 


History: The definition “original purchaser” in s. 204.8 repealed by 1997, c. 25, sub- 
sec. 55(2), applicable to corporations that are incorporated after March 5, 1996. It for- 
merly read: 
“original purchaser”, in relation to a share, means the individual to whom the 
share was issued; 


“registered labour-sponsored venture capital corporation” — 
[Repealed] 


History: The definition “registered labour-sponsored venture capital corporation” in s. 
204.8 repealed by 1997, c. 25, subsec. 55(1), applicable after 1995. It formerly read: 


“registered labour-sponsored venture capital corporation” means a corporation 
registered under subsection 204.81(1); 


“reserve” means property described in any of paragraphs (a), (b), 
(c), (f) and (g) of the definition “qualified investment” in section 
204; 


oposed Amendment — 204.8(1)“reserve” 


“reserve”” means _ a8 


YW . — 7 : ae ee & : k : a a i: 2 oe 
(a) property described in any of paragraphs (a), (b), (c), (f) and 
(g) of the definition “qualified investment” in section 204; and — 
(bp) deposits with a credit union that is a “member institution” _ 
in relay eposit insurance corporation (within the mean- 
by definition in subsection TO 
vember 5, draft legislation (misc. technical), sub 
; sec. 204.81 to read as above, ap 


; 


‘. 


definition ‘ 


with aioe witht | 


our recommendation, I hope that this statement of our intentions is helpful to you. 


Q as 


Thank you for writing. 


Yours sincerely, Bede s Uli tees BAinaonT SUF 7 
- Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Branch |.) 
“revoked corporation” means a corporation the registration of 


which has been revoked under subsection 204.81(6); 
Related Provisions: 211.7(1)“revoked corporation” — Definition for Part XII-5. 


“specified active business’’, at any time, means an active business 
that is carried on in Canada where 


(a) at least 50% of the full-time employees employed at that 
time in respect of the business are employed in Canada, and 
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(b) at least 50% of the salaries and wages paid to employees 
employed at that time'in respect of the business are reasonably 
attributable to services rendered in Canada by the employees; 


History: The definition “specified active business” ini s: 204.8 amended by 1998, c. 
19, s. 209, applicable after 1988. It formerly read: , 


“specified active business”, at any time, means an active business that is carried 
on in Canada where, at that time, 


(a) at least 50% of the full-time employees employed in ars of the busi- 
ness are employed in Canada, and 


(b) at least 50% of the salaries and wages paid to employees employed in 
respect of the business are reasonably attributable to services rendered in 
Canada by. the, employees. 


“specified individual’, in respect of a share, means an individual 
(other than a trust) whose labour-sponsored funds tax credit (as de- 
fined by subsection 127.4(6)) in respect. of the original acquisition 
of the share is not nil or would not be nil if this Act were read 
without reference to paragraphs 127.4(6)(b) and (d). 


History: The definition, “specified individual” in s. 204.8 amended by 1997, c. 25, 
subsec. 55(3), applicable after 1995. It formerly read: 


“specified individual”, in respect of a share, means an individual (other than a 
trust) whose labour-sponsored funds tax credit for a taxation year would take 
into account the amount of consideration paid to acquire, orto subscribe for, the 
share if the information return described in paragraph 204.81(6)(c) i in respect of 
the share were filed as required under paragraph 127.4(3)(b). 


The definition ‘ ‘specified individual” added to s. 204.8 by 1994, 'c. 8, ‘subsec. 29(2), 
applicable after December 2, 1992. : 


Sort up period” of a corporation means 


(a) subject to paragraph (c), in the case of a corporation that first 
issued Class A shares before February 17, 1999, the corpora- 
tion’s taxation year in which it first issued those shares and the 
four following taxation years, 


(b) subject to paragraph (c), in the case of a corporation that first 
issues Class A shares after February 16, 1999, the corporation’s 
taxation year in which it first issues those shares and the follow- 
ing taxation year, or 


(c) where a corporation files an election with its return under 
this Part for a particular taxation year of the corporation that 
ends after 1998 and that is referred to in paragraph (a) or (b), the 

period, if any, consisting of the taxation years referred to in par- 
agraph (a) or (b), as the case may be, other than the particular 
year and all taxation years following the particular year. 


History [204.8(1)“start-up period”]: The definition “start-up period” added to 
subsec. 204.8(1) by 2000, c. 19, subsec. 54(3), applicable after 1997. 


S. 204.81(1)(b) 


s ibsection 204.853); ‘providing 


History in a(1)} Section: 204.8 renumbered as subsec. 204.8(1) by 2000, c. 19, 
subsec. 54(1), applicable to 1999 et seq. 


(2) When venture capital business discontinued — For the 
purposes of section 127.4, this Part and Part XII.5, a corporation 
discontinues its venture capital business 


(a) at the time its articles cease to comply with paragraph 
204.81(1)(c) and would'so cease to comply if it had been incor- 
porated after December 5, 1996; 


_(b) at the time it begins to wind-up; 


(c) immediately before the time it amalgamates or merges with 
one or more other corporations to form one corporate entity 
(other than an entity deemed by paragraph 204.85(3)(d) to have 
been registered under this Part); 


(d) at the time it becomes a revoked corporation, if one of. the 
grounds on which the Minister could revoke its registration for 
the purposes of this Part is set out in paragraph 204.81(6)(a.1); 
or 


(e) at the first time after the revocation of its registration for the 
purposes of this Part that it fails to comply with any of the provi- 
sions of its articles governing its authorized capital, the manage- 
ment of its business-and affairs, the reduction of paid-up capital 
or the redemption or transfer of its Class. A shares. 

Related Provisions: 127.4(1.1) — Application to labour-sponsored funds tax credit; 


204.841 — Penalty tax on discontinuance of venture capital business, 211.8(1.1) — 
Rule applies to 211.8(1). 


(3) Date of issue of Class A shares — For the purposes of this 
Part.and subsection .211.8(1), in determining the time,of the issue or 
the original acquisition of Class A shares, identical Class A shares 
held by a person are deemed to be disposed of by the, person in the 
order in which the shares were issued. 


Related Provisions: 211.8(1.1) — Rule applies to 211.8(1), 


History: Subsecs. 204.8(2) and (3) added by 2000, 'c.-19, subsec. 54(4), applicable 
after February 16, 1999. 


Definitions [s. 204.8]: “active business”, “amount”, “business” — 248(1); “Can- 
ada” — 255, Interpretation Act 35(1); “Canadian partnership” — 102, 248(1); “con- 


9° 6 


trolled” —256(6), (6.1); “corporation” — 248(1), Interpretation Act 35(1); “credit 
union” — 137(6), 248(1); “eligible business entity”, “eligible investment” — 204.8(1); 
“employed”, “employee”, “individual”, “insurance corporation”, “Minister” — 248(1); 


“original acquisition” — 127.4(1), 204.8(1); “paid-up capital” — 89(1), 248(1); “per- 
son”, “prescribed”, “property” — 248(1); “province” — Interpretation Act 35(1); “re- 
lated” — 251(2)-(6); “revoked corporation” — 204.8(1); “security” — Interpretation 
Act 35(1); “share”, “shareholder” — 248(1); “specified active business’ — 204.8(1); 
“taxable Canadian corporation” — 89(1), 248(1); “taxation year” — 249; “trust” — 


104(1), 248(1), (3). 


204.81 (1) Conditions for registration — The Minister may 
register a corporation for the purposes of this Part if, in the opinion 
of the Minister, it complies with the following conditions: 


(a) the corporation has applied in prescribed form to the Minister 
for registration; 


(b) the corporation was ‘caused to be incorporated under the 
Canada Business Corporations Act by an eligible labour body; 
and 
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(c) the articles of the corporation provide that 


(i) the business of the corporation is restricted to assisting the 
development of eligible business entities and to creating, 
maintaining and protecting jobs by providing financial and 
managerial advice to such entities and by investing funds of 
the corporation in eligible investments and reserves, 


(ii) the authorized capital of the corporation shall consist 
only of 


(A) Class A shares that are issuable only to individuals 
(other than trusts), trusts governed by registered retire- 
ment savings plans and trusts governed by TFSAs and 
that entitle their holders 


Proposed Amendment — 204.81(1)(c)(iI)(A) 


(A) Class A shares that are issuable only to individuals 
(other than trusts), terminating corporations in respect of 
the corporation and trusts governed by registered retire- 
ment savings plans or by TFSAs and that entitle their - 
holders 


Application: The November 5, 2010 draft legislation (misc. technical), s. 36, will 
amend the opening words of cl. 204.81(1)(c)(ii)(A) to read as above, applicable after 
2004. : : 


Technical Notes: Section 204.81 sets out the conditions for the registration of | 
labour-sponsored venture capital corporations (LSVCCs). Subsection 204.81(1) per- 
mits the Minister of National Revenue to register a corporation as an LSVCC under 
Part X.3 if its articles satisfy specified conditions, and other requirements are met. 


Subparagraph 204.81(1)(c)(ii) sets out the conditions that relate to the authorized 
capital of an LSVCC. Clause 204.81(1)(c)(ii)(A) sets out that the Class A shares of 
the LSVCC may be issuable only to individuals (other than trusts), trusts governed 
by registered retirement savings plans, and trusts governed by Tax-Free Savings 
Accounts. y Cg ee, i 


Clause 204.81(1)(c)(ii)(A) is amended to also permit the issuance of Class A shares 
to a terminating corporation that is being merged with the LSVCC. This amendment 
is made concurrently with the addition of the definition “terminating corporation” in 
subsection 204.8(1) and applies after 2004. _ — |. 


(I) to receive notice of and, subject to the Canada Bus- 
iness Corporations Act, to attend and vote at all meet- 
ings of the shareholders of the corporation, 


(II) to receive dividends at the discretion of the board 
of directors of the corporation, and 


(III) to receive, on dissolution of the corporation, all 
the assets of the corporation that remain after payment 
of all amounts payable to the holders of all other clas- 
ses of shares of the corporation, 


(B) Class B shares that are issuable only to and may be 
held only by eligible labour bodies, that entitle each of 
those shareholders 


(I) to receive notice of and, subject to the Canada Bus- 
iness Corporations Act, to attend and vote at all meet- 
ings of the shareholders of the corporation, and 


(II) to receive, on dissolution of the corporation, an 
amount equal to the amount of the consideration re- 
ceived by the corporation on the issue of the Class B 
shares, 


but that do not entitle them to receive dividends, and 


(C) any additional classes of shares that are authorized, if 
the rights, privileges, restrictions and conditions attached 
to the shares are approved by the Minister of Finance, 


(iii) the business and affairs of the corporation shall be man- 
aged by a board of directors, at least 2 of whom are ap- 
pointed by the Class B shareholders, 


(iv) the corporation shall not reduce its paid-up capital in re- 
spect of a class of shares (other than Class B shares) other- 
wise than by way of a redemption of shares of the corpora- 
tion or in such other manner as is prescribed, 


Application: The July 16, 2010 draft legislation. (Part | —technical), subsec. 


Income Tax Act 


(v) the corporation shall not redeem a Class A share in re- 
spect of which an information return described in paragraph 
(6)(c) has been issued unless i 
(A) if the share is held by the specified individual in re- 
spect of the share, a spouse or common-law partner or — 
former spouse or common-law partner of that individual | 

or a trust governed by a registered retirement savings 
plan, TFSA or registered retirement income fund under | 
which that individual, spouse or common-law partner is | 
the annuitant, 

(I) a request in writing to redeem the share is made by 

the holder to the corporation and the information re- 

turn referred to in paragraph (6)(c) has been returned 

to the corporation, or | 


(II) [Repealed] 


(III) the corporation is notified in writing that the 
specified individual in respect of the share became dis- 
abled and permanently unfit for work or terminally ill 
after the share was issued, 


(B) there is no specified individual in respect of the share, 
(C) [Repealed] 


(D) the corporation is notified in writing that the share is 
held by a person on whom the share has devolved as a 
consequence of the death of 


(1) a holder of the share, or 


(IL) an annuitant under a trust governed by a registered 
retirement savings plan, TFSA or registered retirement 
income fund that was a holder of the share, 


(E) the redemption occurs more than 8 years after the day 

on which the share was issued, or 

_ Proposed Amendment — 204.81(1)(c)(v)(E)_ 

Nps tedegpuck deur 
(1) more than eight years after the day on which the — 
(II) if the day that is eight years after that issuance is — 

in February or March of a calendar year, in February 7 
rx on March Ist of that calendar year but not more = 


than 31 days before that day, or 


131(1), will amend cl. 204.81(1)(c)(v)(E) to read as above, applicable after February 
6, 2000 to corporations incorporated at any ti - 
july 2010): Section out the conditions : 
sponsored venture capital corporations (LSVCCs). Sub 
al Revenue to register a corporation as an — 
ther require- 

federal: 


tion occurs either 


y : ce ee te oe Ce 2 
more t years after the day on which the shar was issued, 


an eight 


_¢ in February or on March. Ist but not ‘more than 31 days before the day tha 
eight years after the day on which the share was issued: AG : 


Dept. of Finance news release 2000-009, Feb. 7, 2000: See under 
211.8(1)(a). oo. ee, al 
(F) the holder of the share has satisfied such other condi- 
tions as are prescribed, 


(vi) [Repealed] 


(vii) the corporation shall not register a transfer of a Class A 
share by the specified individual in respect of the share, a 
spouse or common-law partner of the specified individual or 
a trust governed by a registered retirement savings plan, 
TFSA or registered retirement income fund under which the 
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specified individual or spouse or common-law partner is the 
annuitant, unless 


(A) no. information return has been issued under para- 
graph (6)(c) in respect of the. share, 


(B) [Repealed] 


(C) the transfer is to the specified individual, a spouse or 
common-law partner or former spouse or common-law 
partner of the specified individual or a trust governed by a 
registered retirement savings plan, TFSA or registered re- 
tirement income fund under which the specified indivi- 
dual or the spouse or common-law partner or former 
spouse or common-law partner of the specified individual 
is the annuitant, 


(D) the corporation is notified in writing that the transfer 
occurs as a consequence of the death of the specified indi- 
vidual or a spouse or common-law partner of the speci- 
fied individual, 


(E) the corporation is notified in writing that the transfer 
occurs after the specified individual dies, 


(F) [Repealed] 


(G) the corporation is notified in writing that the specified 
individual became disabled and permanently unfit for 
work or terminally ill after the share was issued and 
before the transfer, or 


(H) such other conditions as are prescribed are satisfied; 


(viii) the corporation shall not pay any fee or remuneration to 
a shareholder, director or officer of the corporation unless the 
payment was approved by a resolution of the directors of the 
corporation, and 


(ix) the corporation shall not make any investment in an eli- 
gible business entity with which the corporation or any of the 
directors of the corporation does not deal at arm’s length 
unless 


(A) the corporation would deal at arm’s length with the 
eligible business entity but for the corporation’s interest 
as the holder of eligible investments in such entity, or 


(B) the investment was approved by special resolution of 
the shareholders of the corporation before the investment 
was made. 


Related Provisions: 131(8)— Prescribed LSVCC deemed to be a mutual fund 
corporation; 131(11) Rules respecting prescribed LSVCCs; 204.81(1:1), (1.2) = 
Application before 2004; 204.81(6)(a), (a.1) — Revocation of registration for failure to 
comply with conditions; 211.7 —Recovery of credit from provincial LSVCCs; 
211.8(1) — Clawback of credit on disposition of approved share; 211.9(a)(ii) — Re- 
fund of clawback; 248(1)“registered labour-sponsored venture capital corporation” — 
Definition of RLSVCC for entire Act; 248(8)-— Occurrences as a consequence of 
death. 
History: Opening words of cl. 204.81(1)(c)(v)(A) amended by 2010, c. 25, subsec. 
55(1), applicable to 2009 et seg. They formerly read: 
(A) where the share is held by the specified individual in respect of the share, a 
spouse or common-law partner or former spouse or common-law partner of that 
individual or a trust governed by a registered retirement savings plan or regis- 
tered retirement income fund under which that individual, spouse or common- 
law partner is the annuitant, 
Subcl. 204.81(1)(c)(v)(D)(D), opening words of subpara. 204.81(1)(c)(vii) and cl. 
204.81(1)(c)(vii(C) amended by the said c. 25, subsecs. 55(2) to (4), to substitute 
“plan, TFSA or registered” for “plan or registered”, applicable to 2009 et seq. 
Opening words of cl. 204.81(1)(c)Gi)(A) amended by 2009, c.'2, s. 67, applicable to 
2009 et seg. They formerly read: 
(A) Class A shares that are issuable only to individuals (other than trusts) and 
trusts governed by registered retirement savings plans, that entitle their holders 
The opening words of cl. 204.81(1)(c)(v)(A) amended by 2000, c. 12, s. 137, applica- 
ble to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced 
under 248(1)“*common-law partner”. The opening words formerly read: 
(A) where the share is held by the specified individual in respect of the share, a 
spouse or former spouse of that individual or a trust governed by a registered 
retirement savings plan or registered retirement income fund under which that 
individual or spouse is the annuitant, 
Subpara. 204.81(1)(c)(vii) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 ef seq., in force July 31, 


S. 204.81(1) 


2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner’. 


Cl. 204.81(1)(c)(ii)(C) amended by 1998, c. 19, s. 52, applicable after 1996. Cl. 
204.81(1)(c)Gi)(C) formerly read: 


(C) such additional classes of shares without voting rights (except as may be 
required by law) as are authorized, where the rights, privileges, restrictions and 
conditions attached to the shares are determined by the board of directors of the 
corporation and approved by the Minister of Finance, 


Cl. 204.81(1)(c)(ii)(B), subpara. (c)(iii), the opening words of subpara. (c)(v), subcl. 
(c)(v)(A)(), cl. (c)(v)(E) amended, subcl. (c)(v)(A)(I), cl. (c)(v)(C), subpara. (c)(vi) 
and cl. (c)(vii)(B) repealed, by 1997, c. 25, subsecs. 56(1)-(8), applicable to corpora- 
tions that are incorporated after March 5, 1996. Those provisions formerly read: 


(B) Class B shares that are issuable only to and may be held only by the eligible 
labour body that caused the corporation to be incorporated and that entitle the 
eligible labour body 


(I) to receive notice of and, subject to the Canada Business Corporations 
Act, to attend and vote at all meetings of the shareholders of the corporation, 
and 


(II) to receive, on dissolution of the corporation, an amount equal to the 
amount of the consideration received by the corporation on the issue of the 
Class B shares, 


but that do not entitle the eligible labour body to receive dividends, and 


(iii) the business and affairs of the corporation shall be managed by a board of 
directors at least '.0f whom are appointed by the eligible labour body that 
caused the corporation to be incorporated, 


(v) subject to the provision described in subparagraph (vi), the corporation may 
redeem a Class A share in respect of which an information return described in 
paragraph (6)(c) has been issued only if 


(I) a request in writing to redeem the share is made by the holder to the corpora- 
tion within 60 days after the day on which the share was issued to the original 
purchaser and the information return referred to in paragraph (6)(c) has been 
returned to the corporation, 


(ID) the corporation is notified in writing that the specified individual in respect 
of the share has retired from the workforce or ceased to be resident in Canada, or 


(C) the time of redemption is on. or after the day on which the specified indivi- 
dual in respect of the share attained, or would, but for death, have attained the 
age of 65 years, 


(E) the redemption occurs more than 5 years after the day on which the share 
was issued, or 


(vi) unless a Class A share has been issued and outstanding for at least 2 years, 
the corporation shall not be permitted to redeem the share solely because the 
specified individual in respect of the share attains 65 years of age or the corpora- 
tion is notified that the specified individual 

(A) has retired from the workforce, or 


(B) has ceased to be resident in Canada, 


(B) the transfer. occurs more than 5 years after the day on which the share was 
issued, 
Cl. 204.81(1)(c)(vii)(E) amended and cl. (F) repealed, by 1997, c. 25, subsec. 56(9), 
applicable to corporations that are incorporated after December 5, 1996. Those cls. for- 
merly read: 
(E) the corporation is notified in writing that the transfer occurs after the speci- 
fied individual dies, retires from the workforce or ceases to be resident in 
Canada, 
(F) the specified individual attains 65, years of age, 


The opening words of para. 204.81(1)(c) amended by 1994, c. 8, subsec. 30(1), appli- 
cable after 1988. They formerly read: 


(c) the articles of incorporation of the corporation provide that 
The opening words of cl. 204.81(1)(c)(ii)(A), that portion of subpara. 204.81(1)(c)(ii) 
following subcl. (A)(III) repealed, and subparas. 204.81(c)(v) to (vii) amended, by 
1994, c. 8, subsecs. 30(2) to (4), applicable after December 2, 1992 except that, where 
a corporation was registered under subsec. 204.81(1) before December 3, 1992, the 
amendment applies to the corporation on and after the earlier of 

(a) November 30, 1994, and 


(b) the first day after December 2, 1992 on which the articles of incorporation of 
the corporation are amended. 
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The substituted and repealed portions formerly read: 


(A) Class A shares that are issuable only to individuals (other than trusts), that 
entitle the holders thereof 


and that, where an information return described in paragraph (6)(c) was issued 
in respect thereof, are redeemable or transferable only in the circumstances de- 
scribed in subparagraph (v) or (vii), as the case may be, 


(v) subject to the provision described in subparagraph (vi), the corporation may 
redeem a Class A share in respect of which an information return described in 
paragraph (6)(c) was issued only if the corporation is requested in writing by the 
holder of the share to redeem it and 


(A) where the share is held by the original purchaser, 


(I) the request is made within 60 days after the day on which the share 
was issued to the original purchaser, the information return referred to in 
paragraph (6)(c) was returned to the corporation and the share is not 
held as an investment of a registered retirement savings plan, or 


(II) the corporation is notified in writing that the original purchaser has 
retired from the workforce, has attained 65 years of age, has ceased to 
be a resident of Canada or has, after acquiring the share, become dis- 
abled and permanently unfit for work or become terminally ill, 


(B) where the holder of the share is not the original purchaser, the time of 
redemption is on or after the day on which the original purchaser attained, or 
would, but for death, have attained the age of 65 years, 


(C) the share is held by an individual who notifies the corporation in writing 
that the share has devolved on the individual as a consequence of the death 
of a shareholder of the corporation, 


(D) the share is held as an investment ofa registered retirement savings plan 
under which the original purchaser or the original purchaser’s spouse is the 
annuitant and the original purchaser has died or, where the original pur- 
chaser is living, the corporation is notified in writing that the original 
purchaser 


(I) has retired from the workforce or has attained 65 years of age, 


(II) has, after acquiring the share, become disabled and permanently un- 
fit for work or become terminally ill, or 


(III) has ceased to be a resident of Canada, 


(B) the share is held as an investment of a registered retirement savings plan 
under which the original purchaser or the original purchaser’s spouse is not 
an annuitant and the time of redemption is on or after the day on which the 
original purchaser attained, or would, but for death, have attained the age of 
65 years, 


(F) the redemption occurs more than 5 years after the day on which the share 
was issued, or 


(G) the holder of the share has satisfied such other conditions as are 
prescribed, 


(vi) the corporation shall not, because of the original purchaser of a share de- 
scribed in subparagraph (v) 


(i) having retired from the workforce, 
(ii) having attained 65 years of age, or 
(iii) having ceased to be a resident of Canada, 
redeem the share until it has been issued and outstanding for at least 2 years, 


(vii) the corporation shall not register a transfer by the original purchaser, or by a 
registered retirement savings plan under which the original purchaser or the orig- 
inal purchaser’s spouse is the annuitant, of a Class A share in respect of which an 
information return described in paragraph (6)(c) was issued, except where the 
transfer occurs more than 5 years after the day on which the share was issued, or 
where the corporation is notified 'in writing that the share is being transferred 


(A) to be held as an investment of a registered retirement savings plan under 
which the original purchaser or the original purchaser’s spouse is the 
annuitant, 


(B) as a consequence of the death of the original purchaser, 
(C) at a time when the original purchaser 
(I) has retired from the workforce or has attained 65 years of age, 


(I) has, after acquiring the share, become disabled and permanently un- 
fit for work or become terminally ill, or 


(II) has ceased to be a resident of Canada, or 
(D) in accordance with such other conditions as are prescribed, 


“Eligible labour body” substituted for “national central labour body” in para. (b), cl. 
(c)(ii)(B) and subpara. (c)(iii) of subsec. 204.81(1) by 1994, c. 7, Sch. VIII (19935 \:¢: 
24), s. 119, applicable to 1992 ef seq. 


Regulations: 6706 (prescribed conditions for 204.81(1)(c)(v)(G)). 
Forms: T5005: Application to register a labour-sponsored venture capital corporation. 


Income Tax Act 


Proposed Addition — 204.81(1.1), (1.2) 


(1.1) Corporations incorporated before March 6, 1996 — 
In applying clause (1)(c)(v)(E) in relation to any time before 2004 
in respect of a corporation incorporated before March 6, 1996, the — 
references in that clause to “eight” are replaced with references to — 
“five” if, at that time, the relevant statements in the corporation’s — 

articles refer to “five”. nicl =o. qanhea we omg 3 
(1.2) Deemed provisions in articles — In applying subsec- — 
tion (1) in relation to any time before 2004, to a corporation incor- — 
porated before February 7, 2000, if the articles of the corporation — 
comply with subclause (1)(c)(v)(E)(D) (as modified, where rele-_ 


$f: a3 


vant, by subsection (1.1)), those articles are deemed to provide the _ 
statement required by subclause (1)(c)(v)(E)UD. 
Application: The July 16, 2010 draft legislation (Part 1 technical), subsec. 
131(2), will add subsecs. 204.81(1.1) and (1.2), applicable after February 6, 2000. 
Technical Notes (July 2010): However, federally-registered LSVCCs that were % 
incorporated before March 6, 1996 may contain statements in their articles that pro- 
vide that the LSVCC shall not redeem certain of its shares unless the redemption — 
occurs more than five years after the day on which such a share was issued. New _ 
subsection 204.81(1.1) provides that in applying clause 204.81(1)(c)(v)(E), at any 
time before 2004, in respect of a corporation incorporated before March 6, 1996, the 
references in that clause to the word “eight” are replaced with references to the word 
“five” if, at that time, the relevant statements in the corporation’s articles refer to the 
word “five”. This is intended to ensure that the extended (February, or March Ist) _ 
redemption provisions required of a federally-registered LSVCC’s articles apply 
equally to shares originally subject to a minimum five year holding period and those 
subject to a minimum eight year holding period. m OD 


New, subsection 204.81(1,2) is a transitional rule that provides a federally-registered 
LSVCC, incorporated before February 7, 2000, with a reasonable amount of time to 
amend its articles as required by clause 204.81(1)(c)(v)(E). Subsection 204.81(1.2) — 
provides that, in applying subsection 204.81(1) at any time before 2004 to such an 
LSVCC, if the LSVCC’s articles comply with subclause 204.81(1)(c)(V)(E\D) (as 
modified by subsection 204.81(1.1)) those articles are deemed to provide the state- 
en ired by subclause 204.810 )(@)W)E)dD. wal 

New subsections 204.81(1.1) and (1.2) apply after February 6, 2000. These amend- — 
ments are part of a set of amendments, announced by the Minister of Finance (News a 
Release 2000-009, dated February 7, 2000) [reproduced under 211.8(1)(a)BG)(B), 
(C)—ed.]) concerning the redemption requirements for federally-registered 4 
LSVCCs. For information on a related amendment, see the commentary to subsec- 
tion 211.8C1). es : : Oy te 0 og ; 


(2) Registration number — On registering a corporation under 
subsection (1), the Minister shall assign to it a registration number. 


(3) Successive registrations — Where an eligible labour body 
causes more than one’ corporation to be registered under this Part, 
for the purposes of paragraph (6)(h) and section 204.82, each of 
those corporations shall be deemed 


(a) to have issued a Class A share at the earliest time any such 
corporation issued a Class A share, 


and, where the corporation did not exist at the time referred to in 

paragraph (a), ) ; 
(b) to have been in existence during the particular period begin- 
ning immediately before that time and ending immediately after 
the corporation was incorporated, and 


(c) to have had, throughout the particular period, fiscal periods 
ending on the same calendar day in each year in the particular 
period as the calendar day on which its first fiscal period after it 
was incorporated ended. 


History: “Eligible labour body” substituted for “national central labour body” in sub- 
sec. 204.81(3) by 1994, c. 7, Sch. VII (1993, c. 24), s. 119, applicable to 1992 et seq. 


(4) Determination of cost — For the purposes of this Part, the 
cost at any time to a corporation of an eligible investment that is a 
guarantee shall be deemed to be 25% of the amount of the debt 
obligation subject to the guarantee at that time. 


(5) Registration date — Where the Minister registers a corpora- 
tion for the purposes of this Part, the corporation shall be deemed to 
have become so registered on the later of 


(a) the day the application for registration of the plan is received 
by the Minister, and ' 
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(b) where in the application for registration a day is specified as 
the day on which the registration is to take effect, that day. 


(6) Revocation of registration — The Minister may revoke the 
registration of a corporation for the purposes of this Part where 


(a) the articles of the corporation do not comply with paragraph 
(1)(c) and would not comply with that paragraph if the corpora- 
tion had been incorporated after December 5, 1996; 


(a.1) the corporation does not comply with any of the provisions 
of its articles described in paragraph (1)(c), except where there 
would be no failure to comply if the provisions of its articles 
were consistent with the articles of a corporation: that would be 
permitted to be fegistered under this Part if it had been incorpo- 
rated after December 5, 1996; 


(b) an individual acquires or irrevocably subscribes and pays for 
a Class A share of the capital stock of the corporation in the 
period beginning on the 61st day of a calendar year and ending 
on the 60th day of the following calendar year and the corpora- 
tion fails to file with the Minister an information return in pre- 
scribed form containing prescribed information before April of 
that following calendar year, 


(c) an individual acquires or irrevocably subscribes and pays for 
a Class A share of the capital stock of the corporation, in the 
period beginning on the 61st day of a calendar year and ending 
on the 60th day of the following calendar year and the corpora- 
tion fails to issue to the individual before April of that following 
calendar year an information return in prescribed form stating 
the amount of the consideration paid for the share in that period; 


(d) the corporation issues more than one information return de- 
scribed in paragraph (c) in respect of the same acquisition of or 
subscription for a Class A share; 


(e) the financial statements of the corporation presented to its 
shareholders are not prepared in accordance with generally ac- 
cepted accounting principles; 


(f) the corporation fails within 6 months after the end of any 
taxation year to have an independent valuation of its shares 
made as of the end of that year; 


(g) [Repealed] 


(h) the corporation does not pay ne tax or penalty payable under 
section 204.82 by it on or before the day on or before which that 
tax or penalty is.required to be paid; 


(i) tax was payable under subsection 204.82(3) by the, corpora- 
tion for 3 or more taxation years; 


(j) the corporation provides a guarantee that is an eligible invest- 
ment and fails to maintain, at any time during the term of the 
guarantee, a reserve equal to the cost to the corporation of the 
guarantee at that time; 


(k) the corporation pays a fee or commission in excess of a Tea- 
sonable amount in respect of the offering for sale, or the sale, of 
its shares; or 


(1) the corporation has a monthly deficiency in 18 or more 
months in any 36-month period. 


Related Provisions: 127.4(6)(b) — No labour-sponsored funds tax credit unless 
return under 204.81(6)(c). filed with tax return; 204.8(1)“revoked corporation”, 
211.7(1)“revoked corporation” — Corporations whose registration has been, revoked; 
204.81(4) — Determination of cost; 204.81(7), (8) — Notice of intent to revoke regis- 
tration; 204.81(8.1) — Voluntary de-registration. 


History: Para. 204.81(6)(g) repealed by 2000, c. 19, subsec. 55(1), applicable after 
February 16, 1999. Para. (g) formerly read: 


(g) at any time in any of the first 5 taxation years of the corporation beginning 
with the taxation year in which the corporation first issues a Class A share, the 
corporation does not-have eligible investments or reserves the cost to the: corpo- 
ration of which equals or is greater than 80%. of the amount by which the total 
consideration received by it for Class A shares issued by it before that time ex- 
ceeds the total of all amounts paid by it before that time to its shareholders as a 
return of capital on such ‘shares; 


Paras. 204.81(6)(a) and (a.1) amended by 1997, c. 25, subsec. 56(10), pme after 
March 5, 1996. Paras. (a) and (a.1) formerly read: 


(a) the articles of the corporation do not comply.with paragraph (1)(c); 


S. 204.82(1)(a) 


(a.1) the corporation does not comply with any of the provisions of its articles of 
incorporation described in paragraph (1)(c); 
Paras. 204.81(6)(a), (a.1), substituted for para. (a) by 1994, c. 8, subsec. 30(5), applica- 
ble after 1988. Para. (a) formerly read: 
(a) the corporation fails to comply with any of the provisions of its articles of 
incorporation described in paragraph’ (1)(c); 


Forms: T2152: Part X.3 tax return for an LSVCC; T2152-SCH1: Calculating tax 
under subsec. 204.82(2); T2152-SCH2: Calculating tax under subsecs. 204.82(3) and 
(6) and s. 204.841; T2152A: Part X.3 tax return and request for a refund for an 
LSVCC; T5006: Statement of registered LSVCC class A shares; T5006 Summ: Sum- 
mary of registered LSVCC Class A shares. 


(7) Notice of intent'to revoke registration — Where the Min- 
ister proposes to revoke the registration of a Corporation under sub- 
section (6), the Minister shall, by registered mail, give notice to the 
corporation of the proposal. 


Related Provisions: 244(5) — Proof of service by mail; 248(7)(a)— Mail deemed 
received on day mailed; 204.81(9) — Appeal of decision to revoke registration. 


(8) Idem — Where the Minister gives notice under subsection (7) 
to a registered labour-sponsored venture capital corporation, the 
Minister may, after the expiration of 30 days after the day of mail- 
ing of the notice, or after the expiration of such extended period 
after the day of mailing as the Federal Court of Appeal or a judge 
thereof, on application made at any time before the determination of 
any appeal under subsection (9) from the giving of the notice, may 
fix or allow, publish a copy of the notice in the Canada Gazette 
and, on the publication of a copy of the notice, the registration of 
the corporation is revoked. 


(8.1) Voluntary de-registration — Where at any time the Min- 
ister receives a certified copy of a resolution of the directors of a 
corporation seeking the revocation of the corporation’s registration 
under this Part, 


(a) the registration is revoked at. that time; and 


(b) the Minister shall, with all due dispatch, give notice. in, the 
Canada Gazette of the revocation. 


Related Provisions: 204.81(6) — Revocation of registration; 204.8 1(8.2)— Actual 
date of receipt applies. 


(8.2) Application of subsection 248(7) — Subsection 248(7) 
does not. apply for the purpose of subsection (8.1). 


History: Subsecs. 204.81(8.1) and (8.2) added by 2000, c. 19, subsec. 55(2), applica- 
ble to resolutions received by the Minister of National Revenue after June 29, 2000. 


(9) Right of appeal — Where the Minister refuses to accept a cor- 
poration for registration under subsection (1) or gives notice of a 
proposal to revoke the registration of a corporation. under, subsec- 
tion (7), the corporation may appeal to:the Federal-Court of Appeal 
from the decision or from the giving of the notice. 


Related Provisions: 168(3) — Parallel rule for appeal of ‘revocation of charity 
registration. 


Definitions [s. 204.81]: “amount” — 248(1); “annuitant” — 146(1), 204.8(1); 
“arm’s length” — 251(1); “business” — 248(1); “Canada” — 255, Interpretation Act 
35(1); “class of shares” — 248(6); “common-law partner” — 248(1); “consequence of 
the death” — 248(8); “corporation” — 248(1), Interpretation Act 35(1); “dividend” — 
248(1); “eligible business entity”, “eligible investment’, “eligible labour body” — 
204.8(1); “Federal Court of Appeal” — Federal Courts Act s. 3; “fiscal period” — 
249.1; “individual”, “Minister” — 248(1); “month” — Interpretation Act 35(1); “of- 
ficer’? — 248(1); “paid-up capital’? 89(1), 248(1); “person”, “prescribed”, “regis- 
tered labour-sponsored venture capital corporation” — 248(1); “registered retirement 
income fund” — 146.3(1), 248(1); “registered retirement savings plan” — 146(1), 
248(1); “reserve” — 204.8(1); “share”, “shareholder” — 248(1); “specified indivi- 
dual” — 204.8(1); “TFSA” — 146.2(5), 248(1);°“ “terminating 
corporation” — 204.8(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation 
Act 35(1). 
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204.82 (1) Recovery of credit — Where, at any time that is both 
in a taxation year included in the start-up period of a corporation 
that was registered under this Part and before its venture capital 
business is first discontinued, 


(a) 80% of the amount, if any, by which the total consideration 
received by it for Class A shares issued by it before that time 
exceeds the total of all amounts paid by it before that time to its 
shareholders as a return of capital on such shares 
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exceeds 


(b) the total of all amounts each of which is the cost to the cor- 
poration of an eligible investment or reserve of the corporation 
at that time, 


the corporation shall pay a tax under this Part for the year equal to 
the amount determined by the formula 


(A x 20%) - B 
where 


A is the greatest amount by which the amount determined under 
paragraph (a) exceeds the amount determined under paragraph 
(b) for the year, and 


B is the total of all taxes payable under this subsection by the cor- 
poration for preceding taxation years. 


Related Provisions: 204.81(4) — Determination of cost; 257 — Formula cannot 
calculate to less than zero. 


History: The opening words of subsec. 204.82(1) amended by 2000, c. 19, subsec. 
56(1), applicable to 1999 et seq. The opening words formerly read: 


Where, at any time in a taxation year referred to in paragraph 204.81(6)(g) of a 
corporation that was registered under this Part, 


(2) Liability for tax — Each corporation that has been registered 
under this Part shall, in respect of each month that ends before its 
venture capital business is first discontinued and in a particular tax- 
ation year of the corporation that begins after the end of the corpo- 
ration’s start-up period (or, where the corporation has no start-up 
period, that begins after the time the corporation first issues a Class 
A share), pay a tax under this Part equal to the amount obtained 
when the greatest investment shortfall at any time that 1s in the 
month and in the particular year (in this section and sections 204.81 
and 204.83 referred to as the “monthly deficiency’’) is multiplied by 
49 of the prescribed rate of interest in effect during the month. 


Related Provisions: 204.82(2.1), (2.2) — Investment shortfall. 


History: Subsec. 204.82(2) amended by 2000, c. 19, subsec. 56(2), applicable to 1999 
et seg. Subsec. 204.82(2) formerly read: 


(2) Liability for tax — Each corporation that has been registered under this Part 
shall, in respect of each month that ends in a particular taxation year of the cor- 
poration that begins after the end of the corporation’s last taxation year referred 
to in paragraph 204.81(6)(g), pay a tax under this Part equal to the amount ob- 
tained when the greatest investment shortfall at any time that is in the month and 
in the particular year (in this section and sections 204.81 and 204.83 referred to 
as the “monthly deficiency”) is multiplied by '/o of the prescribed rate of interest 
during the month. 


Subsec. 204.82(2) amended by 1998, c. 19, subsec. 53(3), applicable to taxation years 
that end after February 1997. Subsec. 204.82(2) formerly read: 


(2) Where, at any time in a month in a particular taxation year of a corporation 
that was registered under this Part that began after the end of the corporation’s 
last taxation year referred to in paragraph 204.81(6)(g), 60% of the least of 


(a) the amount of the shareholders’ equity in the corporation determined at 
the end of the taxation year immediately preceding the particular taxation 
year, without taking into account any unrealized gains or losses in respect of 
eligible investments of the corporation, and 


(a.1) the amount of the shareholders’ equity in the corporation determined at 
the end of the second taxation year before the particular taxation year, with- 
out taking into account any unrealized gains or losses in respect of eligible 
investments of the corporation, and 


(b) the amount of the shareholders’ equity in the corporation, determined at 
the end of the particular taxation year, without taking into account any un- 
realized gains or losses in respect of eligible investments of the corporation, 


exceeds 


(c) the total of all amounts, each of which is the cost to the corporation of an 
eligible investment of the corporation at that time, 


the corporation shall, in respect of that month, pay a tax under this Part equal to 
the amount obtained when the greatest such excess in the month (in this section 
and sections 204.81 and 204.83 referred to as the “monthly deficiency’) is multi- 
plied by a percentage equal to '/o of the prescribed rate of interest in effect for 
the month. 


The opening words of subsec. 204.82(2) amended by the said c. 19, subsec. 53(1), 
applicable to taxation years that end after 1994 and before March 1997. The opening 
words formerly read: 


(2) Where, at any time in a month in a particular taxation year of a corporation 


that was registered under this Part beginning after the end of the corporation’ s 
last taxation year referred to in paragraph 204.81(6)(g), 60% of the lesser of 


Income Tax Act 


Para. 204.82(2)(a.1) added by the said c. 19, subsec. 53(2), applicable to taxation years 
that end after 1994 and before March 1997. 


Regulations: 4301 (prescribed rate of interest). 
Forms: 12152-SCHI1: Calculating tax under subsec. 204.82(2). 
(2.1) Determination of investment shortfall — Subject to sub- 


section (2.2), a corporation’s investment shortfall at any time ina 
particular taxation year is the amount determined by the formula 


UV Bia © 
where 
A is 60% of the lesser of 


(a) the amount, if any, by which the amount of the sharehold- 
ers’ equity in the corporation at the end of the preceding tax- 
ation year exceeds the specified adjustment in respect of the 


shareholders’ equity in the corporation at the end of that | 


year, and 


(b) the amount, if any, by which the amount of the sharehold- 
ers’ equity in the corporation at the end of the particular taxa- 
tion year exceeds the specified adjustment in respect of the 
shareholders’ equity in the corporation at the end of the par- 
ticular year; 


Bis the greater of 


(a) the total of all amounts each of which is the adjusted cost 
to the corporation of an eligible investment of the corpora- 
tion at that time, and 


(b) 50% of the total of all amounts each of which is 


(i) the adjusted cost to the corporation of an eligible in- 
vestment of the corporation at the beginning of the partic- 
ular year, or 


(ii) the adjusted cost to the corporation of an eligible in- 
vestment of the corporation at the end of the particular 
year; and 


C is 60% of the amount, if any, by which 


(a) the total of all amounts each of which is a tax or penalty 
under subsection (3) or (4), or a prescribed tax or penalty, 
paid before that time by the corporation (other than the por- 
tion, if any, of that tax or penalty the liability for which re- 
sulted in a reduction in the amount of the shareholders’ eq- 
uity at the end of any preceding taxation year) 


exceeds 


(b) the total of all amounts each of which is a refund before 
that time of any portion of the total described in paragraph 
(a). 

Related Provisions: 257 — Formula cannot calculate to less than zero. 

History: The formula, and paras. (a) and (b) of the description of A, in subsec. 

204.82(2.1) amended, and the description of C added to subsec. 204.82(2.1), by 1999, 


c. 22, subsecs. 69(1) to (3), applicable to taxation years that begin after 1997. The 
formula and paras. (a) and (b) of the description of A formerly read: 


(a) the amount of the shareholders’ equity in the corporation at the end of the 
preceding taxation year, and 


(b) the amount of the shareholders’ equity in the corporation at the end of the 
particular year; and 


Subsec. 204.82(2.1) added by 1998, c. 19, subsec. 53(3), applicable to taxation years 
that end after February 1997 except that, for taxation years that end before 1999, the 
amount determined under paragraph (b) of the description of B is deemed to be nil. 


(2.2) Investment shortfall — For the purpose of this subsection 
and for the purpose of computing a corporation’s investment 
shortfall under subsection (2.1) at any time in a taxation year (in 
this subsection referred to as the “relevant year’), 


(a) unrealized gains and losses in respect of its eligible invest- 
ments shall not be taken into account in computing the amount 
of the shareholders’ equity in the corporation; 
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(b) where 
(i) the relevant year ends after 1998, and 


(ii) it is expected that a redemption of its Class A shares will 
occur after the end of a particular taxation year and, as a con- 
sequence, the amount of the shareholders’ equity in the cor- 
poration at the end of the particular year would otherwise be 
reduced to take into account the expected redemption, 


subject to paragraph (c), the amount (or, where the relevant year 


ends in 1999, 2000, 2001, or 2002, 20%, 40%, 60% or 80%, re- 
spectively of the amount) expected to be redeemed shall not be 
taken into account in determining the amount of the sharehold- 
ers’ equity in the corporation at the end of the particular year; 


(c) paragraph (b) does not apply to:a redemption expected to'be 
made after the end of a taxation year where 


(i) the redemption is made within 60 days after the end of the 
year, and 


(ii) either 


(A) tax under Part XII.5 became payable as a conse- 
quence of the redemption, or 


(B) tax under Part XII.5 would not have become payable 
as a consequence of the redemption if the redemption had 
occurred at the end of the year; and 


(c.1) the specified adjustment in respect of shareholders’ equity 
in the corporation at the end of a taxation year is the amount 
determined by’ the formula 


(A x (B/C)) —D 
where | 
A is the shareholders’ eijulity: at the end ‘of ‘the year, 
B_ is the total of 


(i) the fair market value at the end of the! year of all Class 
A shares issued by it before March 6, 1996 and more et 
five years before the end of the year, 


(i) the fair market value at the end of the year of all Class 
A shares issued by it after March 5, 1996 and more than 
eight years before the end of the year, 


(iii) the fair market value at the end of the year of all 
Class A shares issued by it in the last 60 days of the year, 
and 


(iv) if the corporation so elects in writing filed with the 
Minister not more than six months after the end of the 
year and is not a revoked corporation at the end of the 
year, the fair market value at the end of the year of all 
shares of classes, of the capital stock of the corporation, 
to which clause 204.81(1)(c)(ii)(C) applies, 


C is the fair market value at the end of the year of all Shares 
issued by it, and 


D is the amount by which the shareholders’ equity in the corpo- 
ration at the end of the year has been reduced to take into 
account the expected subsequent redemption of shares of the 
capital stock of the corporation; and 


(d) the adjusted cost to the corporation of an eligible investment 
of the corporation at any time is 


(i) 150% of the cost to the corporation of the eligible invest- 
ment at that time where the eligible investment is 


(A) a property acquired by the corporation after February 
18, 1997 (other than a property to which subparagraph 
(i.1) applies) that would be an eligible investment of the 
corporation if the réference to “$50,000,000” ‘in para- 
graph (f) of the definition “eligible investment” in subsec- 
tion 204.8(1) were read as “$10,000,000”, or 


(B) a share of the capital stock of a prescribed 
corporation, 


(i.1) 200% of the cost to'the corporation of the eligible in- 
vestment at that time where the eligible investment is a pro- 


S. 204.82(5)(c) 


perty acquired by the corporation after February 16, 1999 
(other than a property described in clause (i)(B)) that would 
be an eligible investment of the corporation if the reference 
to “$50,000,000” in paragraph (f) of the. definition “eligible 
investment” in subsection 204.8(1) were read as 
“$2,500,000”, and 


(ii) in any other case, the cost to the corporation of the eligi- 
ble investment of the corporation at that time. 
Related Provisions: 257 — Formula cannot calculate to less than zero; Reg. 
5100(1)“eligible, corporation’’(f) — Corporation, that makes ,election under '(c.1) does 
not qualify for foreign property exception. 


History: Subpara. 204.82(2.2)(d)(i) amended, and subpara. (i.1) added, by 2000, c. 19, 
subsec. 56(3), applicable to 1999 et seg. Subpara. (i) formerly read: 
(i) where the eligible investment is a property acquired by the corporation after 
* February 18, 1997 that would be an eligible investment of the corporation if the 
reference to “$50,000,000” in paragraph (f) of the definition “eligible invest- 
ment” in section 204.8 were read as “$10,000,000”, 150% of the cost to the cor- 
poration of the eligible: investment of the corporation: at that time, and 


The opening words of subsec. 204.82(2.2) amended, and.para, 204.:82(2.2)(c.1) added, 
by 1999, c. 22, subsecs. 69(4), (5), applicable to,taxation years that begin after 1997. 
The opening words formerly read: 


(2.2) For the purpose of computing ‘a corporation’s investment shortfall under 
subsection (2.1) at any time ‘in a taxation year (in this subsection referred to as 
the “relevant year’), 


Subsec. 204.82(2.2) added by 1998, c.: 19, subsec. 53(3), applicable to taxation years 
that end after February 1997. 


Regulations: 4801.02 (prescribed corporation for 204.82(2.2)(d)(i)(B)). 


(3) Recovery of credit — Where a corporation is liable under 
subsection (2) to pay a tax in respect of 12 consecutive months (in 
this subsection referred to as the “particular period”), the corpora- 
tion shall pay a tax.under this Part fora taxation year in respect of 
each particular period that ends in the year equal to the total of the 
amounts determined by the formula 


(3x 20% | -(B-c) 


where - 


A is the total of the monthly deficiencies for each month in the 
particular period; 


Bis the total of all.taxes payable by the corporation under subsec- 
tion (1) for preceding taxation years. and taxes payable by it 
under this. subsection in respect of a period ending before the 
end of the particular period; and 


C« is the total of ‘all amounts refunded under section 204.83 in re- 
spect of the tax paid under this subsection by the corporation for 
preceding taxation years. 


Related Provisions: 204.82(4) — Penalty; 204.83(1) — Refund of amount paid; 
257 — Formula-cannot calculate to less than zero. 


Forms: T2152-SCH2: Calculating tax under subsecs. 204.82(3) and (6) and s. 
204.841. 


(4) Penalty — Where a corporation is liable under subsection (3) 
to pay a tax for a taxation year, the corporation shall pay, in addi- 
tion to the tax payable under that subsection, a penalty for the year 
equal to that. tax. 

Related Provisions: 18(1)(t) — Penalty is non-deductible; 204.83(1) — Refund of 


80% of penalty; 211.7 — Recovery of credit from shareholder where share redeemed 
or disposed of. 


(5) Provincially registered LSVCCs — Where 


(a) an amount (other than interest on an amount to which this 
subsection applies or an amount payable under or as a conse- 
quence of a prescribed provision of a law of a province) is paya- 
ble to the government of a province. by, a corporation, 


(b) the amount is payable as a consequence of a failure to ac- 
quire sufficient properties of a character described in the law of 
the province, 


(c) the corporation has been prescribed forthe purpose of the 
definition “approved share” in subsection 127.4(1), and 
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(d) the corporation is not a registered labour-sponsored venture 
capital corporation or a revoked corporation, 


the corporation shall pay a tax under this Part for the taxation year 
in which the amount became payable equal to that amount. 


Related Provisions: 204.83(2) — Refund; 204.86(2) — Return and payment of tax. 


History: Subsec. 204.82(5) added by 1998, c. 19, subsec. 53(4), applicable to liabili- 
ties arising after February 18, 1997. 


Regulations: 6707 (prescribed provision of a law of a province (Ontario)). 


(6) Further matching of amounts payable to a province — 
Where 


(a) a particular amount is payable (other than interest. on an 
amount to which this subsection applies) by a registered labour- 
sponsored venture capital corporation or a revoked corporation 
to the government of a province as a consequence of a failure of 
a prescribed corporation to acquire. sufficient properties, of a 
character described in a law of the province, and 


(b) the particular amount became payable before the corporation 
first discontinued its venture capital business, 


the corporation shall pay a tax under this Part for the taxation year 
in which the. particular, amount became payable equal to that 
amount. 


Related Provisions: 204.83(2) — Refund of tax paid under 204.82(6). 


History: Subsec. 204.82(6) added by 2000, c. 19, subsec. 56(4), applicable to 1999 er 
seq. 
Regulations: 4801.02 (prescribed corporation for 204.82(6)(a)). 


Forms: 12152-SCH2: Calculating tax under subsecs. 204.82(3) and (6): ‘and s. 
204.841. : 


Definitions [s. 204.82]: “adjusted cost” —204.82(2.2)(d); “amount” — 248(1); 
“corporation” — 248(1), Interpretation Act 35(1), “eligible investment” — 204.8(1); 
“investment shortfall” — 204.82(2.1), (2:2); “Minister” — 248(1); “month” — Jnter- 
pretation Act 35(1); “particular period” — 204.82(3); “prescribed” — 248(1);, “pre- 
scribed rate” —Reg. 4301; “property” — 248(1); “province” — Interpretation Act 
35(1); “registered labour-sponsored venture capital corporation” — 248(1); “relevant 
year” — 204.82(2.2); “reserve”, “revoked corporation” — 204.8(1); “share”, “share- 
holder” — 248(1); “shareholders’ equity” — 204.82(2.2)(a), (b); “specified adjust- 
ment” — 204.82(2.2)(c.1); “start-up period” — 204.8(1); “taxation year” — 249; 
“writing” — Interpretation Act 35(1). 


204.83 (1) Refunds for federally registered LSVCCs — If a 
corporation is required, under subsections 204.82(3) and (4), to pay 
a tax and a penalty under this Part for a taxation year, it has no 
monthly deficiency throughout any period of 12 consecutive 
months (in this section referred to as the “second period’) that be- 
gins after the 12-month period in respect of which the tax became 
payable (in this section referred to as the “first period”) and.it so 
requests in an application filed with the Minister in prescribed form, 
the Minister shall refund to it an amount equal to the total of the 
amount that was paid under subsection 204.82(3), and 80% of the 
amount that was paid under subsection 204.82(4) in respect of the 
first period on or before the later of 


(a) the 30th day after receiving the application, and 


(b) the 60th day after the end of the second period. 
Forms: 12152A: Part X.3 tax return and request for a refund for an LSVCC. 


(2) Refunds of amounts payable to provinces — Where 


(a) the government of a province refunds, at any time, an 
amount to a corporation, 


(b) the refund is of an amount that had been paid in satisfaction 
of a particular amount payable in a taxation year of the corpora- 
tion, and 


(c) tax was payable under subsection 204.82(5) or (6) by the cor- 
poration for a taxation year because the particular amount be- 
came payable, 


the corporation is deemed to have paid at that time an amount equal 
to the refund on account of its tax payable under this, Part for the 
year. 


Income Tax Act 


_ of 


History: Subsec. 204.83(2) amended by 2000, c. 19, s. 57, applicable to 1999 et seq. | 
Subsec. 204.83(2) formerly read: 


(2) Refunds for other LSVCCs — Where 


(a) the government of a province refunds, at any time, an amount to a 
corporation, 


’ 
' 
(b) the refund is of an amount that had been paid in satisfaction. of a particu- 
lar amount payable in a taxation year of the corporation, and ; 
' 
’ 


(c) tax was payable under subsection 204.82(5) by the corporation for a taxa- 
tion year because the particular amount became payable, 


the corporation is deemed to have paid at that time an amount equal to the refund 
on account of its tax payable under this Part for the year. 


Subsec. 204.83(1) amended by 1999, c. 22, s. 70, applicable after June 16, 1999, except | 
that for the purpose of the subsec., as amended, applications received by the Minister of 
National Revenue before June 17, 1999 are deemed to have been received on that day. | 
Subsec. (1) formerly read: | 


(1) If a corporation is required, under subsections, 204,82(3) and (4), to pay a tax 
and a penalty under this Part for a taxation year and, throughout any period of 12 
consecutive months (in this section referred to as the “second period”) that be- 
gins after the 12-month period in respect of which the tax became payable (in 
this section referred to as the “first period’’), the corporation has no monthly defi- 
ciency and files with the Minister the return required under this Part for the taxa- 
tion year in which the second period ends, the Minister shall refund to the corpo- 
ration an, amount equal to the total, of the amount that was paid under subsection 
204.82(3) and 80% of the amount that was paid under subsection 204.82(4) in 
respect of the first period. 


S. 204.83 amended by 1998, c. 19, s. 54, applicable after February 18, 1997. S. 204.83 
formerly read: 


204.83 Refund of tax and penalty — Where.a corporation is required, under 
subsections 204.82(3) and (4), to pay a tax and a penalty under this Part for a 
taxation year and, throughout any period of 12 consecutive months (in this sec- 
tion referred to as the “second period”) beginning after the 12-month period in 
respect of which the tax became payable (in this section referred to as the “first 
period”), the corporation has no monthly deficiency and files. with the Minister 
the return required under this Part for the taxation year in which the second pe- 
riod ends, the Minister shall refund to the corporation an amount equal to the 
total of:the amount that was paid under subsection 204.82(3) and 80% of the 
amount that was paid under subsection 204.82(4) in respect of, the first period. 


Definitions [s. 204.83]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “first period” — 204.83(1); “Minister” — 248(1), “month”, “province” — 
Interpretation Act 35(1); “second period” — 204.83(1); “taxation year’ — 249. 


204.84 Penalty — Every corporation that for a taxation year issues 
an information return described in paragraph 204.81(6)(c) in respect 


(a) the issuance of a share when the corporation was a revoked 
corporation, or 


(b) a subscription in respect of a share if the share is not issued 
on or before the day that is 180 days after the day the informa- 
tion return was issued, 


is liable to a penalty for the year equal to the amount of the consid- 
eration for which the share was or was to be issued. 


Related Provisions: 18(1)(t) — Penalty is non-deductible. 


Definitions [s. 204.84]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “revoked corporation” — 204.8(1); “share” — 248(1); “taxation. year” — 
249. 


204.841 Penalty tax where venture capital business dis- 
continued — Where, at a particular time in a taxation year, a par- 
ticular corporation that is a registered labour-sponsored venture 
capital corporation or a revoked corporation first discontinues its 
venture capital business, the particular corporation ‘shall pay a tax 
under this Part for the year equal to the total of all amounts each of 
which is the amount in respect, of a Class A share of the capital 
stock of the particular corporation outstanding immediately before 
the particular time that is. determined by the formula 


AXB 
where 
A is 
(a) if the original acquisition of the share was before March 
6, 1996 and less than five years before the particular time, 
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4% of the consideration received by the particular corpora- 
tion for. the i issue of the share, 


(b) if the original acquisition of the share was heed March 5, 
1996 and less than eight years before ‘the particular time, 
1.875% of the consideration received by the ee corpo- 
ration for the issue of the share,’ and 


(c) in any other case, nil; and 


(a) if the original acquisition of the share was before March 
6, 1996, the number obtained when’ the number of whole 
years throughout which the, share was outstanding before the 
particular time is subtracted from five, and 


(b) in any. other case, the number obtained, when, the number 
of whole years throughout which the aang sara i 
is subtracted from.eight. 


Related Provisions: 204.8(2) — Determining. when: an’ RLSVCC ‘discontinues its 
business. 


History: S. 204.841 added by 2000, c. 19, s.:58, applicable to businesses’ discontinued 
after February 16, 1999. 


Definitions [s. 204.841]: “amount”; “business” —,248(1); “corporation” — 248(1), 
Interpretation . Act 35(1);_ “discontinues” — 204.8(2); . “original, acquisition” — 
127.4(1), 204.8(1); “registered labour-sponsored venture capital corporation” — 
248(1); “revoked corporation” — 204.8(1); “share” — 248(1); “taxation year” — 249. 


Forms: T2152- SCH?2: Palculating tax under subsecs. 204. 82(3) and (6) and s. 
204.841. 


204.85 (1) Dissolution of federally registered LSVCCs — A 
registered ‘labour-sponsored venture capital corporation or a re- 
voked corporation that has issued any Class A shares’ shall send 
written notification of any proposed amalgamation, merger, liquida- 
tion or dissolution of the corporation to, the Minister at least 30 days 


before the amalgamation, merger, liquidation or dissolution, as the | «: 


case may be. 


(2) Dissolution of other LSVCCs — Where 


(a) an amount (other than interest on an amount to which this 
subsection applies or an amount payable under or as a conse- 
quence of a prescribed provision of. a law of a province) is paya- 
ble to the government of a province by a corporation, 


(b) the amount is payable as a consequence’ of the amalgamation 
or merger of the corporation ‘with another corporation, the wind- 
ing-up or dissolution of the corporation or the corporation ceas- 
ing to be registered under a law of the province, 


(c) the corporation has been prescribed for the purpose of the 
definition “approved share” in subsection 127,4(1), and 


(d) the corporation is not a registered labour-sponsored venture 
capital corporation or a revoked corporation, 


the corporation, shall pay a tax under this Part for the taxation year 
in which the amount became payable equal to. that.amount. 


(3) Amalgamations and mergers — For the purposes of sec- 
tion 127.4, this Part and Part XII.5, where two or more corporations 
(each of which is referred to.in this subsection as a “predecessor 
corporation”) amalgamate or merge to form one corporate entity (in 
this subsection referred to as the “new corporation”) and at least 
one of the’ predecessor corporations was, immediately before the 
amalgamation or merger, a registered labour-sponsored venture 
capital corporation or a revoked corporation, 


(a) subject to paragraphs (d) and (e), the new corporation is 
deemed to be the same corporation as, and -a continuation of, 
each. predecessor. corporation; 


(b) where a predecessor corporation was authorized to issue a 
class of shares to’ which clause 204.81(1)(c)Gii)(C) applies, the 
new corporation is deemed to have received approval from the 
Minister of Finance to issue substantially similar shares at the 
time of the amalgamation or merger; 


S. 204.85 


‘(c) where a'share of a predecessor corporation (in this paragraph 
referred to as the “predecessor share’’) is replaced on the amal- 
gamation or merger by a new share of the new SeRpOTaieon; 


(i) the new share 


(A) is deemed not to have been issued on the amalgama- 
tion or merger, and 


(B) is deemed to have been issued by the new corporation 
at' the time the predecessor corporation issued the prede- 
cessor share, and 


(ii) if the new share was issued to a person who acquired the 
predecessor share as a consequence of a transfer the registra- 
tion of which by the predecessor corporation was permitted 
under paragraph 204.81(1)(c), the issuance of the new share 
is deemed to be in compliance with the conditions described 
in paragraph 204.81(1)(c); 

(d) the Minister is deemed to have registered the new corpora- 

tion for the purposes of this Part unless 


(i) the new. corporation is not governed by the Canada Busi- 
ness Corporations Act, 


(ii) one or more of the predecessor corporations was a regis- 
tered labour-sponsored venture capital. corporation the.ven- 
ture,.capital business of which was, discontinued before: the 
amalgamation or merger, 


(111) one or more of the predecessor corporations was, imme- 
diately before the amalgamation. or merger, .a_ revoked 
corporation, 


(iv) immediately after the amalgamation or merger, the arti- 
‘cles of the new corporation do not comply with paragraph 
204.81(1)(c), or 


(v) shares other than Class A shares of the capital stock of 
the new corporation were issued to any shareholder of the 
new corporation in satisfaction of any share (other than a 
share to which clause 204.81(1)(c)(ii)(B) or (C) applied) of a 
predecessor corporation; 


(e) where’ paragraph (d) does not apply, the new corporation is 
deemed to be a revoked corporation; 


(f) subsection. 204.82(1) does not apply.to the new. corporation; 
and 


(g). subsection. 204.82(2).shall, in its application to the new.cor- 
poration, be read without reference to the words “that begins af- 
ter the end of the corporation’s start-up period (or, where the 
corporation has no start-up period, that begins after the time the 
corporation first issues a Class A share)”. 


Related Provisions: 87 — General rules for amalgamations; 127.4(1.1) — Applica- 
tion to labour-sponsored funds tax credit; 204.8(1)“terminating corporation” — Defini- 
tion; 211.7(2) — Effect of amalgamation on Part XII.5 tax; 211.8(1.1) — Rule applies 
to 211.8(1). 


History: Subsec. 204.85(1) amended by 2000, :c. 19, subsec. 59(1), applicable to amal- 
gamations, mergers, liquidations and dissolutions that occur later than July 29, 2000. 
Subsec. 204.85(1) formerly read; 


204.85 (1) Dissolution [or amalgamation] of federally | registered 
LSVCCs — If a registered labour-sponsored venture capital corporation or a re- 
voked corporation has issued any Class A shares, it shall not be amalgamated or 
merged with another corporation, or be liquidated or dissolved, except with,the 
written permission of the Minister of Finance and on any terms. and conditions 
that are specified by that Minister. 


Subsec. 204.85(3) added by the said c. 19, subsec. 59(2), applicable to amalgamations 
and mergers that occur after February 16, 1999. 


S. 204.85. amended by 1998, .c. 19, s. 55, subsec. (1) applicable after July 1997, and 
subsec. (2) applicable after February 18, 1997. S. 204.85 formerly read: 


204.85 Prohibition against dissolution — A registered labour-sponsored ven- 
ture capital corporation or.a-revoked corporation shall not, if it)has; issued: any 
Class A shares, liquidate or dissolve except with the written permission, of the 
Minister of.Finance and on such terms and conditions as are specified by that 
Minister. 
Definitions [s. 204.85]: “amount”, “business” — 248(1); “Canada” — 255, Interpre- 
tation Act:35(1); “class of shares” — 248(6); “corporation” — 248(1), Interpretation 
Act 35(1); “Minister”, “prescribed” —'248(1);. “province” — Interpretation Act 35(1); 
“registered labour-sponsored venture capital corporation” —248(1); “revoked corpora- 
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tion” —204.8(1); ‘share’, . “shareholder” — 248(1); ‘‘start-up period” — 204.8(1); 
“taxation year” — 249; “written” — Interpretation Act 35(1)“writing”. 


204.86 (1) Return and payment of tax for federally- 
registered LSVCCs — Every registered labour-sponsored ven- 
ture capital corporation and every revoked corporation shall 


(a) on or before its filing-due date for a taxation year, file with 
the Minister a return for the year under this Part in prescribed 
form and containing prescribed information, without notice or 
demand therefor; 


(b) estimate in the return the amount of tax and penalties, if any, 
payable under this Part by it for the year; and 


(c) on or before its balance-due day for the year, pay to the Re- 
ceiver General the amount of tax and penalties, if any, payable 
under this Part by it for the year. 


Related Provisions: 150.1(5) — Electronic filing. 


(2) Return and payment of tax for other LSVCCs — Where 
tax is payable under this Part for a taxation year by a corporation 
because of subsection 204.82(5) or 204.85(2), the corporation shall 


(a) on or before its filing-~due date for the ‘year, file with the Min- 
ister a return for the year under this Part in prescribed form and 
containing prescribed information, without notice or demand 
therefor; 


(b) estimate in the return the amount of tax payable under this 
Part by it for the year; and 


(c) on or before its balance-due day for the year, pay to the Re- 
ceiver General the amount of tax payable under this Part by it 
for the year. 


Related Provisions: 150.1(5) — Electronic filing. 


History: Paras. 204.86(1)(c) and (2)(c) amended by 2003, c. 15, s. 124, applicable to 
taxation years that begin after June 2003. The paras. formerly. read: 


(1)(c) within 90 days after the end of the year, pay to the Receiver General the 
amount of tax and penalties, if any, payable under this Part by it for the year. 


(2)(c) within 90 days after the end of the year, pay to the Receiver General the 
amount of tax payable under this Part by it for the year. 


S. 204.86 amended by 1998, ¢. 19, s. 56, applicable to taxation years that end after 
February 18, 1997. S. 204.86 formerly read: 


204.86 Return and payment of tax — Every registered labour-sponsored ven- 
ture capital corporation and every revoked corporation shall 


(a) on or before the day on or before which it is required by section 150 to 
file its return of income under Part I for a taxation year, file with the Min- 
ister a return for the year under this Part in prescribed form and containing 
prescribed information, without notice or demand therefor; 


(b) estimate in the return the amount of tax, and penalties, if any, payable 
under this Part by it for the year; and 


(c) within 90 days after the end of each taxation year, pay to the Receiver 
General the amount of tax and penalties, if any, payable under this Part by it 
for the year. 


Definitions [s. 204.86]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “filing-due date”, “Minister”, “prescribed”, “registered labour-sponsored 
venture capital corporation” — 248(1); “revoked corporation” — 204.8(1); “taxation 
year” — 249. 


Forms [s. 204.86]: T2152: Part X.3 tax return for an LSVCC, T2152-SCH1: Calcu- 
lating tax under subsec. 204.82(2); T2152-SCH2: Calculating tax under subsecs. 
204.82(3) and (6) and s. 204.841; T2152A: Part X.3 tax return and request for a refund 
for an LSVCC. 


204.87 Provisions applicable to Part — Subsection 150(3), 
sections 152 and 158, subsections 161(1) and (11), sections 162 to 
164 and 165 to 167, Division J of Part I and section 227.1 apply to 
this Part, with such modifications as the circumstances require. 

History [Part X.3]: Part X.3 (ss. 204.8 to 204.87) added by 1994, c. 7, Sch. II (1991, 


c. 49), s. 164, applicable after 1988, except that subpara. 204.81(1)(c)(vi) does not ap- 
ply to shares purchased before 1991. 


Income Tax Act 


PART X.4 — TAX IN RESPECT OF 
OVERPAYMENTS TO REGISTERED 
EDUCATION SAVINGS PLANS 


204.9 (1) Definitions — The definitions in this subsection apply 
in this Part. 
History: The opening words of subsec. 204.9(1) amended by 1998, c. 19, subsec. 


57(1), applicable for the purpose of determining tax under Part X.4 of the Act for 
months that are after 1996. The opening words formerly read: 


In this Part, subject to subsection (2), 


“excess amount” for a year at any time in respect of an individual 
means 


(a) for years before 2007, the amount, if any, by which the total 
of all contributions made after February 20, 1990 in the year and 
before that time into all registered education savings plans by or 
on behalf of all subscribers in respect of the individual exceeds 
the lesser of 


(i) the RESP annual limit for the year, and 


(ii) the amount, if any, by which the RESP lifetime limit for 
the year exceeds the total of all contributions made into reg- 
istered education savings plans by or on behalf of all sub- 
scribers in respect of the individual in all preceding years; 
and 


(b) for years after 2006, the amount, if any, by which the total of 
all contributions made in the year and before that time into all 
registered education savings plans by or, on behalf of all, sub- 
scribers in respect of the individual exceeds the amount, if any, 
by which 


(i) the RESP lifetime limit for the year exceeds 


(ii) the total of all contributions made into registered educa- 
tion savings plans by or on behalf of all subscribers in re- 
spect of the individual in all preceding years. 


Related Provisions:  146.1(2)(k)——Limit on annual RESP contributions; 
204.9(2)(a) — Where agreement entered into before February 21, 1990. 


History: The definition “excess amount” in subsec. 204.9(1) amended by 2007, c. 29, 
s. 27, applicable for the purpose of determining tax under Part X.4 of the Act for 
months that are after 2006. It formerly read: 


“excess amount” for a year at any time in respect of an individual means the 
amount, if any; by which the total of all contributions made after February 20, 
1990 in the year and before that time into all registered education savings plans 
by or on behalf of all subscribers in respect of the individual exceeds the lesser 
of 


(a) the RESP annual limit for the year, and 


(b) the amount, if any, by which the RESP lifetime limit for the year exceeds 
the total of all contributions made into registered education savings plans by 
or on behalf of all subscribers in respect of the individual in, all preceding 
years. 


Subsec. 204.9(1)“excess amount” amended by 1998, c. 19, subsec. 57(1), applicable 
for the purpose of determining tax under Part X.4 of the Act for months that are after 
1996. The definition formerly read: 


“excess amount”, for a year at any time in respect of a beneficiary, means the 
amount, if any, by which the total of all payments made after February 20, 1990 
in the year and before that time into all registered education savings plans by or 
on behalf of all subscribers in respect of the beneficiary exceeds the lesser of 


(a) $2,000, and 
(b) the amount, if any, by which $42,000 exceeds the total of all payments 


made into registered education savings plans by or on behalf of all subscrib- 
ers in respect of the beneficiary in all preceding years; 


Paras. (a) and (b) of the definition “excess amount” in subsec. 204.9(1) amended by 
1997, c. 25, 8. 57, applicable to months that end after 1995, except that, for payments 
made after 1989 and before 1996, , 


(a) the reference to “$2,000” in para. (a) of the definition shall be read as “$1,500” 
and 


(b) the reference to “$42,000” in para. (b) of the definition shall be read as 
$31,500”. 


Paras. (a) and (b) formerly read: 
(a) $1,500, and 
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(b) the amount, if any, by which $31,500 exceeds the total of all payments made 
into registered education savings plans by or on behalf of all subscribers in re- 
spect of the beneficiary in all preceding years; 


Registered Plans Compliance Bulletins: 1 (educational, assistance payments 
(EAP) and RESP contributions). 


“RESP lifetime limit” for a year means 
(a) for 1990 to 1995, $31,500; 
(b) for 1996 to 2006, $42,000; and 


(c) for 2007 and subsequent years, $50,000. 


History: The definition “RESP lifetime limit” in subsec. 204.9(1) amended by 2007, c. 
29, s. 27, applicable for the purpose of determining tax under Part X.4 of the Act for 
months that are after 2006. It formerly read: 


“RESP lifetime limit” for a year means, 
(a) for 1990 to 1995, $31,500; and 
(b) for 1996 and subsequent years, $42,000. 


Subsec. 204.9(1)“RESP lifetime limit’ added by 1998, c. 19, subsec. 57(1), applicable 
for the purpose of determining tax under Part X.4 of. the Act for months that are after 
1996. 


Registered Plans Compliance Bulletins: 1 (educational. assistance: payments 
(EAP) and RESP. contributions). 


“subscriber’s gross cumulative. excess” at. any time in respect of 
an individual means the total of all amounts each of which is the 
subscriber’s share of the excess amount for a relevant year at that 
time in respect of the individual and, for the purpose of this defini- 
tion, a relevant year at any time is a year that began before that 
time. 

History: Subsec. 204.9(1)“subscriber’s gross cumulative excess” added by 1998,.c. 


19, subsec. 57(1), applicable. for the purpose of determining tax under Part X.4 of the 
Act for months that are after 1996. 


“subscriber’s share of the excess amount” for a year at any time 
in respect of an individual means the amount determined by the 
formula 


(A/B) x C 
where 


A. is the total of all contributions made after February 20, 1990, in 
the year and before that time into all registered education sav- 
ings plans by or on behalf of the subscriber in respect of the 
individual; 

B. is the total of all contributions made after February 20, 1990, in 
the year and before that time into all registered education sav- 
ings plans by or on behalf of all subscribers in respect of the 
individual; and 

C_ is the excess amount for the year at that time in respect of the 
individual. 


Related Provisions: 204.9(2)(b) — Where agreement entered into before February 
21, 1990. 


History: Subsec. 204.9(1)‘‘subscriber’s share of the excess amount” amended by 1998, 
c. 19, subsec. 57(1), applicable for the purpose of determining tax under Part X.4 of the 
Act, for months that are after 1996. The definition formerly read: 


“subscriber’s' share of the excess amount’, for a year at any time in respect of a 
beneficiary, means the amount determined by the formula 


A 
f= SeC 
B 


where 


A is the total of all payments made in the year and before that time into all 
registered education savings plans by or on behalf of the subscriber in re- 
spect of the beneficiary, 


B is the total of all payments made in the year and before that time into all 
registered education savings plans by or on behalf of all subscribers in re- 
spect of the beneficiary, and 


C. is the excess amount for the year at that time in respect of the beneficiary. 


(1.1) Application of subsec. 146.1(1) — The definitions in sub- 
section 146.1(1) apply to this Part. 


(2) Agreements before February 21, 1990 — Where a sub- 
scriber is required, pursuant to an agreement in writing entered into 


S. 204.9(4) 


before February 21, 1990, to make payments of specified amounts 
on a periodic basis into a registered education savings plan in re- 
spect of a beneficiary, and the subscriber makes at least one pay- 
ment under the agreement before that day, 


(a) the excess amount for a year in respect of the beneficiary 
shall be deemed not to exceed the excess amount for the year 
that would be determined under subsection (1) if the total of all 
such payments made in the year and, where the agreement so 
provides, amounts paid in the year in satisfaction of the require- 
ment to make such payments under all such agreements by all 
such subscribers in respect of the beneficiary were equal to the 
lesser of the amounts described in paragraphs (a) and (b) of the 
definition “excess amount” in subsection (1); and 


(b) in determining a subscriber’s share of an excess amount for a 
year, any payment included in the total described in paragraph 
(a) in respect of the year shall be excluded in determining the 
values for A and B in the definition “subscriber’s share of the 
excess amount” in subsection (1). 


(3) Refunds from unregistered plans — For the purposes of 
subsection (1) and section 146.1, where an individual entered into 
an education savings plan before February 21, 1990, pursuant to a 
preliminary prospectus issued by a promoter, and the promoter re- 
funds all payments made into the plan and’ all income accrued 
thereon to the individual, each payment made by the individual into 
a registered education savings plan before December 31, 1990 shall 
be deemed to be a payment made before February 21, 1990, to the 
extent that the total of all. such payments does not exceed the 
amount so refunded to, the individual. 


(4) New beneficiary — For the purposes of this Part, if at any 
particular time an individual (in this subsection referred to as the 
“new beneficiary”) becomes a beneficiary under a registered educa- 
tion savings plan in place of another individual (in this subsection 
referred to as the “former beneficiary”) who ceased at or before the 
particular time to be a beneficiary under the plan, 


(a) except as provided by paragraph (b), each contribution made 
at an earlier time by or on behalf of a subscriber into the plan in 
respect of the former beneficiary is deemed also to have been 
made at that earlier time in respect of the new beneficiary; 


(b) except for the purpose of applying this subsection to a re- 
placement of a beneficiary after the particular time, applying 
subsection (5) to a distribution after the particular time and ap- 
plying subsection 204.91(3). to events after the particular time, 
paragraph (a) does not apply as a consequence of the replace- 
ment at the particular time of the former beneficiary if 


(i) the new. beneficiary. had not attained 21, years. of, age 
before the particular time and a parent of the new beneficiary 
was a parent of the former beneficiary, or 


(ii) both beneficiaries were connected. by blood relationship 
or adoption to an original subscriber under the plan and 
neither had attained 21 years of age before the particular 
time; and 


(c) except where paragraph (b) applies, each contribution made 
by or on behalf of a subscriber under the plan in respect of the 
former beneficiary under the plan is, without affecting the deter- 
mination of the amount withdrawn from the plan in respect of 
the new beneficiary, deemed to have been withdrawn at the par- 
ticular time from the plan to the extent that it was not withdrawn 
before the particular time. 


History: Para. 204.9(4)(b) amended by 1999, c. 22, s. 71, applicable to replacements 
of beneficiaries, that occur after 1997. It formerly read: 


(b) except for the purpose of applying this subsection to a replacement of a bene- 
ficiary after ‘the particular time, applying: subsection 204.9(5) to'a distribution 
after the particular time and applying subsection 204.91(3) to events after the 
particular time, paragraph 204.9(4)(a) does not apply as a consequence of the 
replacement at the particular time of the former beneficiary where the new bene- 
ficiary had not attained 21 years of age at the particular time and a parent of the 
new beneficiary was a parent of the former beneficiary; and 
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Subsec, 204.9(4) amended by 1998, c. 19, subsec. 57(2), applicable to replacements of 
beneficiaries and distributions that occur after 1996. Subsec. 204.9(4) formerly read: 


(4) For the purposes of this Part, 


(a) where at any time an individual (in this paragraph referred to as the “new 
beneficiary”) becomes a beneficiary under a registered education savings 
plan in place of another individual (in this paragraph referred to as the “for- 
mer beneficiary”) who ceases at that time to be a beneficiary under the plan, 
all payments made before that time into the plan in respect of the former 
beneficiary shall be deemed to have been made in respect of the new benefi- 
ciary; and 

(b) where at any time property is transferred from a trust governed by a 
registered education savings plan (in this paragraph referred to as the “trans- 
feror plan’) to a trust governed by another registered education savings plan 
(in this paragraph referred to as the “transferee plan”), unless a beneficiary 
under the transferee plan was, immediately before that time, a beneficiary 
under the transferor plan, all payments made before: that time in respect of 
all beneficiaries under the transferor plan shall be deemed to have been 
made in respect of the beneficiaries under the transferee plan. 


(5) Transfers between plans — For the purposes of this Part, if 
property held by a trust governed by a registered education savings 
plan (in this subsection referred to as the “transferor plan”) is. dis- 
tributed at a particular time to a trust governed by another registered 
education savings plan (in this subsection referred to as the “trans- 
feree plan”), 


(a) except as provided by paragraphs (b) and (c), the amount of 
the distribution is deemed not to have been contributed into the 
transferee plan; 


(b) subject to paragraph (c), each contribution made at any ear- 
lier time by or on behalf of a subscriber into the transferor plan 
in respect of a beneficiary under the transferor plan is deemed 
also to have been made at that earlier time by the subscriber in 
respect of each beneficiary under the transferee plan; 


(c) except for the purpose of applying this subsection to a distri- 
bution after the particular time, applying subsection (4) to a re- 
placement of a beneficiary after the particular time and applying 
subsection 204.91(3) to events after the particular time, para- 
graph (b) does not apply as a consequence of the distribution 
where 


(i) any beneficiary under the transferee plan was, immedi- 
ately before the particular time, a beneficiary under the trans- 
feror plan, or 


(ii) a beneficiary under the transferee plan had not attained 
21 years of age at the particular time and a parent of the ben- 
eficiary was a parent of an individual who was, immediately 
before the particular time, a beneficiary under the transferor 
plan; 
(d) where subparagraph (c)(i) or (ii) applies in respect of the dis- 
tribution, the amount of the distribution is deemed not to have 
been withdrawn from the transferor plan; and 


(e) each subscriber under the transferor plan is deemed to be a 
subscriber under the transferee plan. 
Related Provisions: 146.1(2)(g.2), (i.2) — Restrictions on transfers between RESPs; 
146.1(6.1) — Effect of transfers between RESPs. 
History: Subsec. 204.9(5) added by 1998, c. 19, subsec. 57(2), applicable to replace- 
ments of beneficiaries and distributions that occur after 1996. 
Definitions: | “amount”? — 248(1); “beneficiary”, “contribution” — 146.1(1), 
204.9(1.1); “excess amount” — 204.9(1); “individual” — 248(1); “parent” — 
252(2)(a); “property” — 248(1); “registered education savings plan” — 146.1(1), 
204.9(1.1), 248(1); “RESP annual limit” — 146.1(1), 204.9(1.1); “RESP lifetime 
limit” — 204.9(1); ‘“‘share” — 248(1); “subscriber” — 146.1(1), 204.9(1.1); “sub- 
scriber’s share of the excess amount’ —204.9(1); “trust” — 146.1(1), 204.9(1.1); 
“writing” — Interpretation Act 35(1). 


204.91 (1) Tax payable by subscribers — Every subscriber 
under a registered education savings plan shall pay a tax under this 
Part in respect of each month equal to 1% of the amount, if any, by 
which 


(a) the total of all amounts each of which is the subscriber’s 
gross cumulative excess at the end of the month in respect of an 
individual 


Income Tax Act 


exceeds 


(b) the total of all amounts each of which is the portion of such 
an excess that has been withdrawn from a registered education 
savings plan before the end of the month. 


Regulations: 103(8) (withholding of tax at source). 


(2) Waiver of tax — If a subscriber under a registered education 
savings plan would, but for this subsection, be required to pay a tax 
in respect of a month under subsection (1) in respect of an indivi- 
dual, the Minister may waive or cancel all or part of the tax where it 
is just and equitable to do so having regard to all the circumstances, 
including 


(a) whether the tax arose as a consequence of reasonable error; 


(b) whether, as a consequence of one or more transactions or 
events to which subsection 204.9(4) or (5) applies, the tax is ex- 
cessive; and 


(c) the extent to which further contributions could be made into 
registered education savings plans in respect of the individual 
before the end of the month without causing additional tax to be 
payable under this Part if this Part were read without reference 
to this subsection. 


(3) Marriage [or common-law partnership] breakdown — If 
at any time an individual (in this subsection referred to as the “for- 
mer subscriber”) ceases to be a subscriber under a registered educa- 
tion savings plan as a consequence of the settlement of rights aris- 
ing out of, or on the breakdown of, the marriage or common-law 
partnership of the former subscriber and another individual (in this 
subsection referred to as the “current subscriber”) who is a sub- 
scriber under the plan immediately after that time, for the purpose 
of determining tax payable under this Part in respect of a month that 
ends after that time, each contribution made before that time into 
the plan by or on behalf of the former subscriber is deemed to have 
been made into the plan by the current subscriber and not by or on 
behalf of the former subscriber. 


(4) Deceased subscribers — For the purpose of applying this 
section where a subscriber has died, the subscriber’s estate is 
deemed to be the same person as, and a continuation of, the sub- 
sctiber for each month that ends after the death. 


Related Provisions [s. 204.91]: 18(1)(t) — Tax is non-deductible. 


History: Subsec. 204.91(3) amended by 2000, c. 12, Sch. 2, s. 9, to replace “marriage” 
with “marriage or common-law partnership”, applicable to 2001 er seq., in force July 
31, 2000. See also the transitional rules reproduced in the History to 248(1)“common- 
law partner’. 


S. 204.91 amended by 1998, c. 19, s. 58, subsec. (1) applicable for the purpose of 
determining tax under Part X.4 of the Act for months that are after 1996, subsec. (2) 
applicable for the purpose of determining tax under Part X.4 of the Act for months that 
are after January 1990, and subsecs. (3) and (4) applicable for the purpose of determin- 


ing tax under Part X.4 of the Act for months that are after 1997, S. 204.91 formerly” 


read: 


204.91 Tax payable by subscribers — Each subscriber under a registered edu- 
cation savings plan shall, in respect of each month, pay a tax under this Part 
equal to 1% of the subscriber’s share of each excess amount for a year at the end 
of that month in respect of a beneficiary or former beneficiary under the plan, to 
the extent that the amount of the share is not withdrawn from. the plan before the 
end of that month. 
Definitions [s. 204.91]: “amount”, “common-law partnership” — 248(1); “contribu- 
tion” — 146.1(1), 204.9(1.1); “estate” — 104(1), 248(1); “individual”, “Minister” — 
248(1); “month” — Interpretation Act 35(1); “person” — 248(1); “registered education 
savings plan” — 146.1(1), 204.9(1.1), 248(1); “subscriber” — 146.1(1), 204.9(1.1); 
“subscriber’s gross cumulative excess” — 204.9(1). 


204.92 Return and payment of tax — Every person who is lia- 
ble to pay tax under this Part in respect of a month in a year shall, 
within 90 days after the end of the year, 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax, if any, payable 
under this Part by the person in respect of each month in the 
year; and 
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(c) pay to the Receiver General the amount of tax, if any, paya- 
ble by the person under this Partin respect of each month in the 
year. . 
Related Provisions: 150,1(5) — Electronic filing. 
Definitions [s. 204.92]: “amount”, “Minister” — 248(1); “month” — Interpretation 
Act 35(1); “person”, “prescribed” — 248(1). 
Regulations: 103(8) (withholding of tax at source). 
Forms: TIE-OVP: Individual i income tax return for RESP overcontributions. 


204.93 Provisions applicable to Part — Subsections 150(2) 
and (3), sections 152, 158 and 159, subsections 161(1) and (11), 
sections 162 to 167 and Division J of Part I are applicable to this 
Part, with such modifications as the circumstances require. 

History [Part X.4]: Part X.4 (ss. 204.9 to 204.93) added by 1994, c. 7, Sch. II (1991, 
c. 49), s..165, applicable to months ending after January 1990, except that a‘ return 
referred to in s. 204.92 that was filed before March 16, °1992°shall be deemed to have 
been filed in accordance with the requirements of that section and,a payment referred 
to in that section that was paid before March 16, 1992 shall be deemed to have been 
paid in accordance with the requirements of that section.) — 


PART X5 — PAYMENTS UNDER — 
REGISTERED EDUCATION SAVINGS PLANS é 


204.94 (1) Definitions — The ‘definitions in subsection '146.1(1) 
apply for the purposes of this Part, except that the definition “sub- 
scriber” in that subsection shall be read ans reference to para- 
graph (c). 

(2) Charging provision sr epee person shall pay a. tax under 
this Part for each taxation year equal to. the amount determined by 
the formula 


feply. Apa 
amendment to the Income Tax e (Act) to. address an ‘ano malt 


S. 204.94(2) 


(A+B-—C)xD 
where AS 


A 1s the total of all amounts each of which is an accumulated i in- 
come payment made at any time that is 


(a) either 


(i) under a registered education savings plan under nich 
the person is a subscriber at that time, or, 


(ii) under a registered education savings plan under which 
there is no subscriber at that time, where the person has 
been a spouse or common-law partner of an individual 
who was a subscriber under the plan, and 


(b), included in. computing the person’s income under Part I 
for the year, 


B is the total of all amounts each of which is an geedtantated i in- 
come payment that is 


(a) not included in the value of A in respect of the person for 
the year, and 


(b) included in computing the person’s income under Part I 
for the year; 


C is the lesser of 


(a) the lesser of the value of A in respect of the person for the 
year and the total of all amounts each of which is an amount 
deducted under subsection 146(5) or (5.1) in computing the 
person’s income ‘under Part I for the year; and: 
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(b) the amount, if any, by which $50,000 exceeds the total of 
all amounts each of which is an amount determined under 
paragraph (a) in respect of the person for a preceding taxa- 
tion year; and 


(a) where a tax, similar to the tax provided under this Part, iS 
payable by the person for the year under a law of the prov- 
ince of Quebec, 12%, and 


(b) in any other case, 20%. 


Related Provisions: 146(21.1)— Contribution to Saskatchewan Pension Plan 
deemed to be RRSP premium for purposes of Part X.5; 257 — Formula cannot calcu- 
late to less than zero. 


History: Subsec. 204.94(2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


The formula in subsec. 204.94(2), and para. (b) of the description of C amended, and 
the description of D added, by 1999, c. 22, subsecs. 72(1)—(3), the formula and the 
description of D applicable to 1998 et seq., and para. (b) applicable to 1999 et seg. The 
formula and para. (b) formerly read: 


0.2x(A+B-C) 


(b) the amount, if any, by which $40,000 exceeds the total of all amounts each of 
which is an amount determined under paragraph 204.94(2)C(a) in respect of the 
person for a preceding taxation year. 


Subsec. 204.94(2) added by 1998, c. 19, s. 59, applicable to 1998 et seq. 
Regulations: 103(8) (withholding of 20% at source). 


(3) Return and payment of tax — Every person who is liable to 
pay tax under this Part for a taxation year shall, on or before the 
person’s filing-due date for the year, 
(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax payable under this 
Part by the person for the year; and 
(c) pay to the Receiver General the amount of tax payable under 
this Part by the person for the year. 

Related Provisions: 156.1(1)“net tax owing”(b)A — Part X.5 tax included in calcu- 


lation of instalment threshold. 


(4) Administrative rules — Subsections 150(2) and (3), sections 
152, 155 to 156.1 and 158 to 167 and Division J of Part I apply with 
any modifications that the circumstances require. 


Related Provisions: 156.1(1)“net tax owing”(b)A — Part X.5 tax included in calcu- 
lation of instalment threshold. 


Regulations: 103(8) (withholding of 20% at source). 
History: Part X.5 (s. 204.94) added by 1998, c. 19, s. 59, applicable to 1998 et seq. 


Definitions [s. 204.94]: “accumulated income payment” — 146.1(1), 204.94(1); 
“amount”, “common-law partner”, “filing-due date’’, “individual”, “Minister”, “per- 
son”, “prescribed” — 248(1); “public primary caregiver”, “registered education savings 
plan” — 146.1(1), 204.94(1), 248(1); “subscriber” — 204.94; “tax payable” — 248(2); 
“taxation year” — 249. 


PART XI — TAXES IN RESPECT OF 
REGISTERED DISABILITY SAVINGS PLANS 


205. (1) Definitions — The following definitions apply in this 
Part. 


“advantage”, in relation to a registered disability savings plan, 
means any benefit or loan that is conditional in any way on the exis- 
tence of the plan other than 


(a) a disability assistance payment; 


(b) a contribution made by, or with the written consent of, a 
holder of the plan; 


(c) a transfer in accordance with subsection 146.4(8); 
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(d) an amount paid under or because of the Canada Disability 
Savings Act or a designated provincial program as defined in 
subsection 146.4(1); 


(e) a benefit derived from the provision of administrative or in- 
vestment services in respect of the plan; or 


(f) a loan 


(i) made in the ordinary course of the lender’s ordinary busi- 
ness of lending money if, at the time the loan was made, 
bona fide arrangements were made for repayment of the loan 
within a reasonable time, and 


(ii) whose sole purpose was to enable a person to make a 
contribution to the plan. 
Related Provisions: 206.2 — Tax on advantage. 
History: Para. (d) of the definition “advantage” in subsec. 205(1) amended by 2010, c. 
12, s. 20, applicable to 2009 et seq. It formerly read: 
(d) an amount paid under the Canada Disability Savings Act; 


“allowable refund” of a person for a calendar year means the total 
of all amounts each of which is a refund to which the person is 
entitled under subsection 206.1(4) for the year. 

Related Provisions: 207(2) — Refund of allowable refund. 


“benefit”, in relation to a registered disability savings plan, in- 
cludes any payment or allocation of an amount to the plan that is 
represented to be a return on investment in respect of property held 
by the plan trust, but which cannot reasonably be considered, hav- 
ing regard to all the circumstances, to be on terms and conditions 
that would apply to a similar transaction in an open market between 
parties dealing with each other at arm’s length and acting prudently, 
knowledgeably and willingly. 

Related Provisions: 206.2(2)(a) — Tax on benefit. 


“qualified investment” for a trust governed by a registered disabil- 
ity savings plan means 
(a) an investment that would be described by any of paragraphs 
(a) to (d), (f) and (g) of the definition “qualified investment” in 
section 204 if the reference in that definition to “a trust governed 
by a deferred profit sharing plan or revoked plan” were read as a 
reference to “a trust governed by a registered disability savings 
plan” and if that definition were read without reference to the 
words “with the exception of excluded property in relation to the 
trust”; 
(b) a contract for an annuity issued by a licensed annuities pro- 
vider where 
(i) the trust is the only person who, disregarding any subse- 


quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, and 


(ii) the holder of the contract has a right to surrender the con-~ 


tract at any time for an amount that would, if reasonable sales 
and administration charges were ignored, approximate. the 
value of funds that could otherwise be applied to fund future 
periodic payments under the contract; 


(c) a contract for an annuity issued by a licensed annuities pro- 


vider where 


(i) annual or more frequent periodic payments are or may be 
made under the contract to the holder of the contract, 


(ii) the trust is the only person who, disregarding any subse- 
quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, 


(iii) neither the time nor the amount of any payment under 
the contract may vary because of the length of any life, other 
than the life of the beneficiary under the plan, 


(iv) the day on which the periodic payments began or are to 
begin is not later than the end of the later of 


(A) the year in which the beneficiary under the plan at- 
tains the age of 60 years, and 


(B) the year following the year in which the contract was 
acquired by the trust, 
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(v) the periodic payments are payable forthe life of the bene- 
ficiary under the plan and either there is no guaranteed period 
under the contract or there is a guaranteed period that does 
not exceed 15. years, 


(vi) the periodic payments 
(A) are equal, or 


(B) are not equal solely because of one or more adjust- 
ments that would, if the contract were an annuity under a 
retirement savings plan, be in accordance with subpara- 
graphs 146(3)(b)(iii) to (v) or that arise because of a uni- 
form reduction in the entitlement to the periodic payments 
as a consequence of.a partial surrender of rights to the 
periodic payments, and 


(vii) the contract requires that, in the event. the plan must. be 
terminated in accordance. with paragraph 146.4(4)(p), any 
amounts that would otherwise be payable after the termina- 
tion be commuted into a single payment; and 


(d).a prescribed investment. 


Related Provisions: 87(10) — New: share ‘aed on, amalgamation of public corpo- 
ration deemed listed; 206.1 — Tax on,non-qualified investments; Reg. 221(2) — Infor- 
mation return reporting that securities are qualified investments, 


Regulations: 4900(1), (S) (prescribed investments for para. (d)). 


(2) Definitions in subsec. 146.4(1) — The definitions in sub- 
section 146.:4(1) apply ‘in this: Part. 

History [s. 205]: Part XI (ss. 205-207) added by 2007, c. 35, s. 120, applicable to 
2008 et seq. 

Definitions’ [s. 205]: “amount”, “annuity” —248(1); “arm’s’ length” — 251(1); 
“benefit” — 205(1); “business” — 248(1); “calendar year’ — Interpretation Act 
37(1)(a); “Canada” — 255, Interpretation Act 35(1); “deferred profit sharing plan” — 
147(1), 248(1); “designated provincial program” — 146.4(1); “disability assistance 
payment” — 146.4(1), 205(2); “holder” — 146.4(1), 205(2); “licensed annuities pro- 
vider” — 147(1), 248(1); “listed” — 87(10); “person” — 248(1);. “plan trust” — 
146.4(1), 205(2); “prescribed”, “property” — 248(1);: “registered disability savings 
plan” — 146.4(1),. 248(1); “retirement savings plan” — 146(1), 248(1); “trust” — 
104(1), 248(1), (3); “written” — Interpretation Act 35(1)“writing”. 


206. (1) Tax payable where inadequate consideration — A 
tax is payable under this Part for a calendar year in connection with 
a registered disability savings plan if, in the year, a trust governed 
by the plan 


(a). disposes of property for consideration less than the fair mar- 
ket value of the property at the time of the disposition, or for no 
consideration; or 


(b) acquires’ property for consideration greater than the fair mar- 
ket value of the property at the time: of the acquisition. 


Related Provisions: 206(2) — Amount of tax; 206(4) — Payment of tax by Minister 
to new plan; 206.4 — Waiver of tax by Minister; 207(1) — Return and payment of tax. 


(2) Amount of tax payable — The amount of tax payable in re- 
spect of each disposition or acquisition described in subsection (1) 
is 
(a) the amount by which the fair market value differs from the 
consideration; or 


(b) if there is no consideration, the amount of the fair market 
value. 


(3) Liability for tax — Each person who is.a holder. of a registered 
disability savings plan at the time that a tax is imposed under sub- 
section (1) in connection with the plan is jointly and severally, or 
solidarily, liable to pay the tax. 


(4) Payment of amount collected to RDSP — Where a tax 
has been imposed under subsection (1) in connection with a regis- 
tered disability savings plan of a beneficiary, the Minister may pay 
all or part of any amount collected in respect of the tax to a trust 
governed by a registered disability savings plan of the beneficiary 
(referred to. in this subsection as the “current plan’) if 


(a) it is just and equitable to do so having regard to all circum- 
stances; and 
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(b) the Minister is satisfied that neither the beneficiary nor any 
existing holder of the current plan was involved in the transac- 
tion that gave rise to the tax. 


Related Provisions: 206(5) — Payment deemed not to be a contribution. 


(5) Deemed not to be contribution — A payment under sub- 
section (4) is deemed not to be a contribution to a registered disabil- 
ity savings plan for the purposes of ‘section 146.4. 

History [s. 206]: S. 206 added by 2007, c. 35, s. 120, applicable to 2008 et seq. 
Definitions [s. 206]: “amount” — 248(1); “calendar year” — Interpretation Act 
37(1)(a); “disposition” —248(1); “holder” — 146.4(1), .205(2); “Minister”, “person”, 
“property” — 248(1); “registered disability savings plan” — 146.4(1), 248(1); 
“trust” — 104(1), 248(1), (3). 


206.1 (1) Tax payable on non-qualified investment — A tax 
is payable under this Part fora calendar year in connection with a 
registered disability savings plan if, in the year, 
(a) the trust: governed by the plan acquires property that is not a 
qualified investment for the trust; or 


(b) property held by the trust governed. by the plan ceases to be a 
qualified investment for the trust. 
Related Provisions: 206.1(2) — Amount of tax; 206.1(4) — Refund of tax on dis- 


position of investment; 206.4 — Nae of tax by Minister; ebiciip — Return and pay- 
ment of tax. 


(2) Amount of tax payable — The amount of tax eayabee 

(a) in respect of each property described in paragraph (1)(a), is 
50% of the fair market value of the property at the time it was 
acquired by the trust; and 

(b) in respect of each property. described in paragraph (1)(b), is 
50% of the fair market value of the property at the time immedi- 
ately before the time it ceased to be a qualified investment for 
the trust. 


(3) Liability for tax — Each person who is a holder of a registered 
disability savings plan at the time that a tax is imposed under sub- 
section (1) in connection with the plan is. jointly, and severally, or 
solidarily, liable to pay the tax. 


(4) Refund of tax on disposition of non-qualified, invest- 
ment — Where in a calendar year a trust governed by a registered 
disability savings plan disposes of a property in respect. of. which a 
tax is imposed under subsection (1), the person or persons who are 
liable to pay the tax are entitled to a refund for the year of an 
amount equal to 


(a) except where paragraph (b) applies, the lesser of 
(i) the amount of the tax so imposed, and 
(ii) the proceeds of disposition of the property; and 
(b) nil, 
(1) if itis reasonable to expect that any of those persons knew 
or ought to have known at the time the property was acquired 


by’ the trust that it was not, or would cease to be, a qualified 
investment for the trust, or 


(ii) if the property is not disposed of by the trust before the 
end of the calendar year following the calendar year in which 
the tax arose, or any later time that the Minister considers 
reasonable in the circumstances. 


Related Provisions: 206.1(5) — Apportionment of refund. 


(5) Apportionment of refund — Where more than one person is 
entitled to a refund under subsection (4) for a calendar year in re- 
spect of the disposition of a property, the total of all amounts so 
refundable shall not exceed the amount that would be so refundable 
for the year to any one of those persons in respect of that disposi- 
tion if that person were the only person entitled to a refund for the 
year under that subsection.in respect of the disposition. If the per- 
sons cannot agree as to what portion of the refund each can so 
claim, the Minister may fix the portions. 


(6), Deemed disposition and reacquisition — For the pur- 
poses of this Act, where at any time property held by a plan trust in 
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respect of which a tax was imposed under subsection (1) subse- 
quently becomes a qualified investment for the trust, the trust is 
deemed to have disposed of the property at that time for proceeds of 
disposition equal to its fair market value at that time and. to- have 
reacquired it immediately after that time at a cost equal to that fair 
market value. 

History [s. 206.1]: S. 206.1 added by 2007, c. 35, s. 120, applicable to 2008 et seq. 
Definitions [s. 206.1]: “amount” — 248(1); “calendar year” — Interpretation Act 
37(1)(a); “disposition” — 248(1); “holder” — 146.4(1), 205(2); “Minister”, “per- 
son” — 248(1); “plan trust” — 146.4(1), 205(2); “property” — 248(1); “qualified in- 
vestment” — 205(1); “registered disability savings plan” — 146.4(1), 248(1); 
“trust” — 104(1), 248(1), (3). 


206.2 (1) Tax payable where advantage extended — A tax is 
payable under this Part for a calendar year in connection with a reg- 
istered disability savings plan if, in the year, an advantage in rela- 
tion to the plan is extended to a person who is, or who does not deal 
at arm’s length with, a beneficiary under, or a holder of, the plan. 


Related Provisions: 206.2(2) — Amount of tax; 206.4 — Waiver of tax by Min- 
ister; 207(1) — Return and payment of tax. 


(2) Amount of tax payable — The amount of tax payable in re- 
spect of an advantage described in subsection (1) is 


(a) in the case of a benefit, the fair market value of the benefit; 
and 


(b) in the case of a loan, the amount of the loan. 


(3) Liability for tax — Each person who is a holder of a registered 


disability savings plan at the time that a tax is imposed under sub- | 


section (1) in connection with the plan is jointly and severally, or 
solidarily, liable to pay the tax. If, however, the advantage is ex- 
tended by the issuer of the plan or by a person not dealing at arm’s 
length with the issuer, the issuer is liable to pay the tax and not the 
holders. 


History [s. 206.2]: S. 206.2 added by 2007, c. 35, s. 120, applicable to 2008 er seq. 


Definitions [s. 206.2]: “advantage” —205(1); “amount” — 248(1); “arm’s 
length” — 251(1); “benefit” — 205(1); “calendar year” — Interpretation Act 37(1)(a); 
“holder’ — 146.4(1), 205(2); “‘person” — 248(1); “registered disability savings 
plan” — 146.4(1), 248(1). 


206.3 (1) Tax payable on use of property as security — 
Every issuer of a registered disability savings plan shall pay a tax 
under this Part for a calendar year if, in the year, with the consent or 
knowledge of the issuer, a trust governed by the plan uses or per- 
mits to be used any property held by the trust as security for indebt- 
edness of any kind. 


Related Provisions: 206.3(2) — Amount of tax; 206.4 — Waiver of tax by Min- 
ister; 207(1) — Return and payment of tax. 


(2) Amount of tax payable — The amount of tax payable in re- 
spect of each property described in subsection (1) is equal to the fair 
market value of the property at the time the property commenced to 
be used as security. , 


History [s. 206.3]: S. 206.3 added by 2007, c. 35, s. 120, applicable to 2008 et seq 


Definitions [s. 206.3]: “amount” — 248(1); “calendar year” — Interpretation Act 
37(1)(a);. “property” — 248(1); “registered disability savings plan” — 146.4(1), 
248(1); “security” — Interpretation Act 35(1); “trust” — 104(1), 248(1), (3). 


206.4 Waiver of liability — If a person would otherwise be liable 
to pay a tax under this Part for a calendar year, the Minister may 
waive or cancel all or part of the liability where it is just and equita- 
ble to do so having regard to all the circumstances, including 


(a) whether the tax arose as a consequence of reasonable error; 
and 


(b) the extent to which the transaction which gave rise to the tax 
also gave rise to another tax under this Part. 
History [s. 206.4]: S. 206.4 added by 2007, c. 35, s. 120, applicable to 2008 et seq. 


Definitions [s. 206.4]: “calendar year” — Interpretation Act 37(1)(a); “Minister”, 
“person” — 248(1). 


Income Tax Act 


207. (1) Return and payment of tax — Every person who is lia- 
ble to pay tax under this Part for a calendar year shall within 90 
days after the end of the year 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information including 


(i) an estimate of the amount of tax payable under this Part 
by the person for the year, and 


(ii) an estimate of the amount of any refund to which the per- 
son is entitled under this Part for the year; and 


(b) pay to the Receiver General the amount, if any, by which the 
amount of the’ person’s tax payable under this Part for the year 
exceeds the person’s allowable refund for the year. 

Forms: RC4532: Individual tax return for registered disability savings plan (RDSP). 


(2) Refund — Where a person has filed a return under this Part for 
a calendar year within three years after the end of the year, the 
Minister 


(a) may, on sending the notice of assessment for the year, refund 
without application any allowable refund of the person for the 
year, to the extent that it was not applied against the person’s tax 
payable under paragraph (1)(b); and 

(b) shall, with all due dispatch, make the refund referred to in 
paragraph (a) after sending the notice of assessment if an appli- 
cation for it has been made’ in writing by the person within three 
years after the sending of an original notice of assessment for 
the year. 

Related Provisions: 244(14), (14.1) — Date when notice sent. 


History: Paras. 207(2)(a) and (b) amended. by 2010, c. 25, s. 56, to substitute “send- 
ing” for “mailing” in three places, in force on December 15, 2010. 


(3) Multiple holders — Where two or more holders of, a regis- 
tered disability savings plan are jointly and severally, or solidarily, 
liable with each other to.pay a tax under this Part for a calendar year 
in connection with the plan, 
(a) a payment by any of the holders on account of that tax liabil- 
ity shall to the extent of the payment discharge the joint liability; 
and ome 
(b) a return filed by one of the holders as required by this Part 
for the year is deemed to have been filed by each other holder in 
respect of the joint liability to which the return relates, 


(4) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158 to. 167 and Division J of Part I apply to 
this Part with any modifications that the circumstances require. 
History [s. 207]: S. 207 added by 2007, c. 35, s. 120, applicable to 2008 et seq 


Definitions [s. 207]: “allowable refund’ — 205(1); “amount”, “assessment” — 
248(1); “calendar year” — Interpretation Act 37(1)(a); “holder” — 146.4(1), 205(2); 


“Minister”, “person”, “prescribed” — 248(1); “registered disability savings plan” — 


146.4(1), 248(1); “writing” — Interpretation Act 35(1). — 
History [former ss. 205-207]: Former Part XI (former ss. 205-207) repealed by 
2005, c. 30, s. 14, applicable to months that end after 2004. It formerly. read: 


Part XI — Tax in respect of Certain Property Acquired by Trusts, 
etc., Governed by Deferred Income Plans 
205. Application of Part — This Part applies in respect of a taxpayer that is 


(a) a corporation described in paragraph 149(1)(0.1) or-(0.2) or a trust de- 
scribed in paragraph 149(1)(0) or (0.4), other than a trust described in para- 
graph 149(1)(0) 


(i) established for the exclusive benefit of non-residents working outside 
Canada, or 


(ii) the only beneficiaries of which are persons whose entitlement there- 
under arises by virtue of employment outside Canada; 


(b) a trust governed by a registered retirement savings plan; 

(c) a trust governed by a deferred profit sharing plan; 

(d) [Repealed under former Act] 

(e) a trust governed by a registered retirement income fund; 

(f) a registered investment, or 

(g) any other person, other than’a prescribed person, exempt from tax under 
Part I on its taxable income. 


206. (1) Definitions — In this Part, 
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“affiliate” of a corporation (in this definition referred to.as the “parent corpora- 
tion”) at.any time is any: other corporation where, at that time, 


(a) the parent corporation controls the other corporation, 


(b) the parent corporation or a corporation controlled by the parent corpora- 
tion owns 


(i) shares of the capital stock of the othed corporation that would give 
the parent corporation or the corporation controlled by the parent corpo- 
ration 25% or more of the votes that could be cast under all circum- 
stances at an annual meeting of shareholders of that other corporation, 
and 


(ii) shares of the capital stock of the other corporation having a fair mar- 
ket value of 25% or more of the fair market value of all the issued shares 
of the capital stock of thatiother corporation, or 


(c) the other corporation is controlled by a particular corporation and the 
parent corporation or a corporation controlled by the parent corporation 
owns 


(i) shares of the capital: stock: of the particular corporation that would 
give the parent corporation or the corporation controlled by. the parent 
corporation 25% or more of the votes that could be cast under all cir- 
cumstances at an annual meeting of shareholders of the particular corpo- 
ration, and 


(ii) shares of the capital stock of the particular corporation haying a fair 
market value of 25% or more of the fair market value of all the issued 
shares of the capital stock of the particular corporation; 


“carrying value” of a property of a corporation or partnership at any time means 


(a) where a balance sheet of the corporation or the partnership as of that time 
was presented to the shareholders of the corporation or the members of the 
partnership and the balance sheet was prepared using generally accepted ac- 
counting principles and was not prepared using the equity or consolidation 
method of accounting, the amount in respect of the property reflected in the 
balance sheet, and 


(b) in any other case, the amount that would have been reflected in a balance 
sheet of the corporation or the partnership as of that time if the balance sheet 
had been prepared in accordance with generally acceptable accounting prin- 
ciples and neither the equity nor consolidation method of accounting were 
used; 


“cost amount” at any time of a taxpayer’s capital interest in a trust that is foreign 
property is deemed to be the greater of 


(a) the cost amount of the interest, determined without reference to this defi- 
nition, and 


(b) where that time.is more than 60. days after the end. of a taxation year of 
the trust, the amount that would be the cost amount. of the interest.if new 
units of the trust had been issued in satisfaction of each amount payable 


(i) after 2000 and at or before the end of the taxation year, by the trust in 
respect of the interest, 


(ii) to which subparagraph 53(2)(h)(i.1) applies (or would apply if that 
subparagraph were read without reference to clauses (A) and (B) of that 
subparagraph), and 


(ili) that has not been satisfied at or before that time by the issue of new 
units of the trust or by a payment of an amount by the trust; 


in’ eases of hein interest st (otherwise 
the interest), and 
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month penalty tax 01 
XI was repealed. 
tion ‘Act, 2005, § 


definition » was in ioed | in n 2001 to deal with arrangements th ded | 
income to be “capitalized” without the trust issuing new units. Under the defin 
tion, the cost amount otherwise determined of a taxpayer's interest in such a tru 
reflects the capitalized amounts. For months that end after December 20, 2002 and — 
before 2005, the definition is to be read to clarify that it applies to trusts under 


ae 1 be situated in Canada i is not. foreign property. 
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which all beneficiaries are registered plan trusts (e.g., 
(c) of the definition “trust” in subsection 108(1)). 


trusts described in paragraph 


“designated value” of a _property at any time means the greater of 
(a) the fair market ‘value at that time of the property, and 
(b) the carrying value at that time of the property; 
“excluded share” means 


(a) a share that is of a class of shares listed on a prescribed stock exchange in 
Canada, where no share of that class has been issued after December 4, 1985 
(otherwise than pursuant to an agreement in writing entered into before 5:00 
p.m. Eastern Standard Time on’ December 4, 1985), 


(b) a share last acquired after 1995 that is of a class of shares listed on a 
prescribed stock exchange. in Canada, where 


(i) no share of that class has been issued after July 20, 1995 (otherwise 
than pursuant to an agreement in writing made before July 21, 1995), 
and 


(ii) the share would not be foreign property if the expression “primarily 
from foreign property” in paragraph (d.1) of the definition “foreign pro- 
perty” in this subsection were read as “primarily from portfolio invest- 
ments in property that is foreign property” and that paragraph were read 
without reference to “(other than an excluded share)”, and 


(c) a share last acquired after 1995 as a consequence of the exercise of a 
right acquired before 1996 where the share would not. be foreign property if 
the expression “primarily from foreign property” in paragraph (d.1) of the 
definition “foreign property” in this subsection were read as “primarily from 
portfolio investments in property that is foreign property” and that paragraph 
were read without reference to “(other than an excluded share)”; 


“foreign property’. means 
(a) tangible property situated outside Canada. except automotive equipment 
registered in Canada, 
(b) automotive equipment not registered in Canada pursuant to the laws of 
Canada or a province, 
(c) intangible property (other than any property described in paragraphs (d) 
to (g)) situated outside Canada including, without restricting the generality 


of the foregoing, any patent under the laws of a country other than Canada 
and any licence in respect thereof, 


(d) any share. of the capital stock of a corporation other than a Canadian 
corporation, 


(d:1) except as provided by subsection (1.1), any share (other than an ex- 
cluded share) of the capital stock of, or any debt obligation issued by, a 
corporation (other than an investment corporation, mutual fund corporation 
or registered investment) that isa Canadian corporation, where shares of the 
corporation can reasonably be considered to derive their a directly or 
eedinend iietan foe) PS iio EOP, 


perty” in former sub- 
,, pens to ps : 


(e) except as prescribed, any share of the ei stock of a mutual fund cor- 
poration or investment corporation that is not a registered investment, other 
than a share of the capital stock of an investment corporation that was last 
acquired before October 14, 1971, 


(f) any property that, under the terms or conditions thereof or any agreement 
relating thereto, is convertible into, is exchangeable for or confers a right to 
acquire, property that is foreign property, but not including property that is 


(i) a share of the capital stock of a Canadian corporation listed on a 
prescribed stock exchange in Canada, or 
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(ii) a right issued before 1984 and listed on a prescribed stock exchange 
in Canada to acquire a share of the capital stock of a Canadian 


Income Tax Act 


(i) except as prescribed by regulation, any interest in, or right to acquire an 
interest in, a trust (other than a registered investment) ora partnership; 


corporation, 


(g) indebtedness of a non-resident person, other than 


(i) indebtedness issued by an authorized foreign bank and payable at a 


branch in Canada of the bank, or 
(il) indebtedness issued or guaranteed by 
(A) the International Bank for Reconstruction and Development, 
(B) the International Finance Corporation, 
(C) the Inter-American Development Bank, 
(D) the Asian Development Bank, 
(E) the Caribbean Development Bank, 
(F) the European Bank for Reconstruction and Development, 
(G) the African Development Bank, or q 
(H) a prescribed person, 

; Proposed Addition — Former 206(1)“foreign property’’(g)(iii) 
(iii) a debt obligation that is fully secured by a mortgage, charge, hy- 
pothec or similar instrument in respect of real or immovable property 
situated in Canada or that would be fully secured were it not for a 


decline in the fair market vale of the es — ae soun ier 
tion was issued, 


Application: The July 16, 2010 draft: Nedalaiton (Part PS Geka. subsec. 
133(4), will add subpara. (g)(ii) to thé definition “foreign property” in former sub- 
sec. 206(1) [repealed by S:C. 2005, c. 30], applicable t t la 
tober 2003 and before 2005, in force on Royal Assen 


Technical Notes (July 2010): See under 206(1)‘foreign property”°(d.1) above. 


Letter from Dept. of Finance, November 3, 2003: 

Dear [xxx] 

This is in reply to your letter of September 22, 2003 in which you seek an amend- 
ment to the Income Tax Act to address certain practical difficulties of monitoring 


the foreign property character of ee Wika mortgage-backed se- 
curities (CMBS). : : - 


We understand that CMBS in Canada are Joe issued as certificates represent. 
ing undivided co-ownership interests in a pool of mortgage loans secured by com- 
mercial real property situated in Canada. To determine the foreign property charac- 
ter of the certificates, it is necessary to determine the character of each of the 
mortgage loans in the pool based on the attributes of the issuer. As the issuers are 
typically private corporations, obtaining the information necessary to make on-go- 
ing determinations as to the applicability of paragraphs (d.1) and (g) of the “for- 
eign property” definition in subsection 206(1) and subsection 206(1.1) is time-con- 
suming and expensive. Finally, we understand that the foreign biaiatesas Sacdnee 
of typical CMBS offerings in Canada is minimal. 


Given these factors, we are prepared to recommend selief, In bade we a 


recommend to the Minister of Finance that the Income Tax Act be amended, effec- 


tive for months ending after October 2003, to exclude from the definition “foreign — 


property” certificates representing undivided co-ownership interests in a pool of 
mortgage loans secured by real property situated in Canada, subject to the follow- 
ing conditions: 


* at the time of issuance of the pedificates 4 n 
amount of the mortgage loans i in the pool would otherwise constitute foreign 
property; 

* at the time of i issuance of the certificates, not more than 20% of the total 
amount of the mortgage loans in the pool is attributable to moneee loans 
issued by a single person or related group; | 

* the certificates are issued as part of an offering of at Jean $25 cation: _ 

¢ the amount of each mortgage loan in the pool, at the time [of] its issuance 
(together with the amount of any other debt of equal or superior rank) does no 
exceed the fair market value, at that time, of the real pe eaeject to the 
mortgage loan; and 

* no mortgage loan is added to the pool after i issuance of the certific. ates 
is non-foreign property. - 

As you are aware, we are also considering sosoibility of os a more general 


exclusion for any mortgage loan i in respect of real property situated in Canada. If a _ 
decision is made to provide a general exclusion, it would be communicated by way D 
of public announcement. [Subpara. (g)(iii) provides as more general exclusion — — 


ed.] 
I trust this addresses your concerns and —_ you for writing. 
Yours sincerely, 


Brian Emewein 
Director, Tax Legislation Division, Tax Policy Branch 


Letter from Dept. of Finance, June 30, 2004: See under Reg. 4900(1)(j). 


(h) any interest in or right to any property that is foreign property by virtue 


of paragraphs (a) to (g), and 


nore than 20% ot ie foal : 


unless it 
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“investment activity” of a particular corporation means any business carried on 
by the corporation, or any holding of property by the corporation otherwise than 
as part of a business carried on by the corporation, the principal purpose of 
which is to derive income from, or to derive profits from the disposition of, 


(a) shares (other than shares of the capital stock of another corporation in 
which the particular corporation has a significant interest, where the primary 
activity of the other corporation is not an investment activity), 


(b) interests in trusts, 


(c) indebtedness (other than indebtedness owing by another corporation in 
which the particular corporation has a significant interest, where the primary 
activity of the other corporation is not an investment activity), 


(d) annuities, 


(e) commodities or commodities futures purchased or sold, directly or indi- 
rectly in any manner whatever, on a commodities or commodities futures 
exchange (except commodities manufactured, produced, grown, extracted or 
processed by the corporation or another corporation with which the corpora- 
tion does not deal at arm’s length), 


(f) currencies (other than currencies in the form of numismatic coins), 


(g) interests in funds or entities other than corporations, partnerships and 
trusts, 


(h) interests or options in respect of property described in any of paragraphs 
(a) to (g), or 
(i) any combination of properties described in any of paragraphs (a) to (h); 


“qualified property” of a corporation means a property (other than a debt obliga- 
tion or share issued by an affiliate of the corporation or by any corporation re- 
lated to the corporation) owned by the corporation and used by it or an affiliate 
of the corporation in a specified active business carried on by it or the affiliate; 


“significant interest” has the meaning that would be assigned by section 142.2 if 
that section were read without reference to paragraphs 142.2(3)(b) and (c); 


“small business investment amount” of a taxpayer for a month means the greater 
of 


(a) the total of the cost amounts of all small business properties to the tax- 
payer at the end of the month, and 


(b) the quotient obtained when the total of all amounts determined for each 
of the three preceding months, each of which is the total of the cost amounts 
of all small business properties to the taxpayer at’ the end of that preceding 
month, is divided by three; 


“small business property” of a taxpayer at a particular time means property ac- 
quired by the taxpayer after October 31, 1985 that is at that particular time 


(a) a property prescribed to be a small business security, 


(b) a share of a class of the capital stock of a corporation prescribed to be a 
small business investment corporation, 


(c) an interest of a limited partner in a partnership prescribed to be a small 
business investment limited partnership, or 


(d) an interest in a trust prescribed to be a small business investment trust, 
where 
(e) the taxpayer is a prescribed person in respect of the property, or 


(f) throughout the period that began at the time the property was first ac- 
quired (otherwise than by a broker or dealer in securities) and ends at the 
particular time, the property was not owned by any person other than 


(i) the taxpayer, 


(ii) a trust governed by a particular registered retirement income fund or 
registered retirement savings plan if 


(A) the taxpayer is another trust governed by a registered retirement 
income fund or registered retirement savings plan, and 


(B) the annuitant under the particular fund or plan (or the spouse, 
common-law partner, former spouse or former common-law partner 
of that annuitant) is also the annuitant under the fund or plan re- 
ferred to in clause (A), or 


(iii) an annuitant under a registered retirement income fund or registered 
retirement savings plan that governs the taxpayer, or a spouse, common- 
law partner, former spouse or former common-law partner of that 
annuitant; 


“specified active business” carried on by a corporation, at any time, means a 
particular business that is carried on by the corporation in Canada where 


(a) the corporation employs in the particular business at that time more than 
5 full-time employees and at least 


(i) 50% of the full-time employees employed by the corporation at that 
time in the particular business are employed in Canada, and 
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(ii) 50% of the salaries and wages paid to employees employed at that 
time in the particular business are reasonably attributable to services 
rendered in Canada by the employees, or 


(b) one or more other corporations associated with the corporation provide, 
in the course of carrying on one or more other active businesses, managerial, 
administrative, financial, maintenance or other similar services to the corpo- 
ration in respect of the particular business and 


(i) the corporation could reasonably be expected to require more than 5 
full-time employees at that time in respect of the particular’business if 
those services had not been provided, 


(ii) at least 50% of the full-time employees employed at that time by the 
corporation in the particular business and by the other corporations in 
the other active businesses are employed in Canada, and 


(iii) at least 50% of the salaries and wages paid to employees employed 
at that time by the corporation in the particular business and by the other 
corporations in the other active businesses are reasonably attributable to 
services rendered in Canada by the employees, 


but does not include a business carried on by the corporation the principal pur- 
pose of which is to derive income from, or from the disposition of, shares and 
_ debt obligations the value of which can reasonably be considered to derive, di- 
rectly or indirectly, primarily from foreign property; 


“specified proportion” of a member of a partnership for a fiscal period of the 
partnership means the proportion that the member’s share of the total income or 
loss of the partnership for the partnership’s fiscal period is of the partnership’s 
total income or loss for that period. and, for the purpose of this definition, where 
that income or loss for a period is nil, that proportion shall be computed as if the 
Pastuershipk had income > for that Henesiotie in the amount pf. $1,000,000. 


e into force onl 


6( 1) includes a ‘definition of a part- 
ner’s “specified proportion” ofa Sisiticngit for a fiscal period. To enable the defini- 
tion to be used for 
in subsection 206(1), effective after December 20, 2002. 


(1.1) Exception where substantial Canadian presence a Property described 
in paragraph (d.1) of the definition “foreign property” in subsection (1) does not, 
at a particular time, include property of a taxpayer that is a share or debt obliga- 
tion that was issued by a corporation that, at the particular time, is a Canadian 
corporation where 


(a) either at any time in any of the last 15 months beginning before the time 
(in this subsection referred to as the “acquisition time”) when the property 
was last acquired before the particular time by the taxpayer or at any time in 
the calendar year that includes the acquisition time, the total of all amounts 
each of which is the designated value of a qualified property of the corpora- 
tion or an affiliate of the corporation exceeded $50,000,000; 


(b) the particular time is not later than the end of the 15th month ending after 
the acquisition time and, at any time in any of the last 15 months beginning 
before the acquisition time, the total of all amounts each of which is the 
designated value of a qualified property of the corporation or anothér corpo- 
ration controlled by the corporation exceeded 50% of the lesser of the fair 
market value of all of the corporation’s property and the carrying, value of all 
of the corporation’s property; 

(c) the particular time is after the acquisition time and, at any time-in any of 
the first 15 months beginning after the acquisition time, the total of all 
amounts each of which is the designated value of a qualified property of the 
corporation or another corporation.controlled by the corporation exceeded 
50% of the lesser of the fair market value of all of the corporation’s property 
and the carrying value of all of the corporation’s property; 


(d) the particular time is after 1995 and, at the particular time, 
(i) either 


(A) the corporation was incorporated or otherwise formed under the 
laws of Canada or a province, or ; 

(B) where the corporation was not required to maintain an office 
under the laws by or under which it was incorporated, the mainte- 
nance of an office in Canada is required under the constitutional 
documents of the corporation, 


(ii) the corporation maintains an office in Canada, and 
(iii) any of the following conditions applies, namely, 


(A) the corporation employs more’ than 5 individuals in Canada full 
time and those individuals are not employed primarily in connection 
with 
(1) an investment activity of the corporation or another corpora- 
tion with which the corporation does not deal at arm’s length, 


06 1) [re- 
2002. 


poses as well, it is moved to subsection rege and i) 
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(Il) a business: carried on by the corporation through a partner- 
ship of which the corporation is not a majority interest partner, 
or : 


(III) a business carried on by another corporation with which 
the corporation does not deal at arm’s length through a partner- 
ship of which that other corporation is not a majority interest 
partner, 


(B) another corporation that is.controlled by the corporation em- 
ploys more than 5 individuals in Canada full time and those individ- 
uals are not employed primarily in connection with 


(1) an investment activity of the other corporation or another 
corporation with which the other corporation does not deal at 
arm’s length, 


(II) abusiness carried on by. the other corporation through a 
partnership of which the other corporation is not a majority in- 
terest partner, or 


(III) a business carried on by another corporation with which 
the other corporation does not deal at arm’s length through a 
partnership of which that other corporationiis not a majority in- 
terest partner, 


(C) the total amount incurred by the corporation for the services 
(other than services relating to an investment activity of the corpo- 
ration or another corporation with which the corporation does not 
deal at arm’s length) of employees and other individuals rendered in 
Canada in any calendar year that ends in any of the last 15 months 
that end before the particular time exceeds $250,000, 


(D) the total amount incurred by another corporation that is con- 
trolled by the corporation for the services (other than services relat- 
ing to an investment activity of the other corporation or another cor- 
poration with which the other corporation does not deal at arm’s 
length) of employees and other individuals rendered, in Canada in 
any, calendar. year that ends in-any of the last. 15 months, that end 
before the particular time exceeds $250,000, or 


(E) in the calendar year that includes the particular time the corpora- 
tion was continued froma jurisdiction, outside Canada, or incorpo- 
rated or otherwise formed and the total amount incurred in the year 
by the corporation for the services (other than services relating to an 
investment activity of the corporation or another corporation with 
which the corporation does not deal at arm’s length) of employees 
and other individuals rendered in Canada exceeds $250,000; or 


(e) the particular time is after 1995 and, at the particular time, all or substan- 
tially all of the property of the corporation is not foreign property. 


(1.2) Partnerships — For the purposes of paragraphs (1.1)(a) to (c) and this 
subsection, 


(a) a member of a partnership 
(i) is deemed not to own any interest in the partnership at any time, and 


(ii) is deemed to own the member’s specified proportion for the partner- 
ship’s first fiscal period that ends at or after that time of each property 
that would, if the assumption in paragraph 96(1)(c) were made, be 
owned by the partnership at that time; and 


(b) the carrying value at that time of that specified proportion of a partner- 
ship’s property is deemed to be that specified proportion of the carrying 
value at that time to the partnership of that property. 


(1.3) Interpretation — For the purpose of paragraph (1.1)(d), 


‘ (a) an employee of a corporation is deemed to be employed in Canada where 
the corporation’s permanent establishment (as defined by regulation) to 
which the employee principally reports is situated in Canada; and 


(b) services are deemed to be rendered in Canada to a corporation where the 
permanent establishment (as defined by regulation) for which the services 
are rendered is situated in Canada. 


(1.4) Rights in respect of foreign property — For the purpose of determining 
whether a property owned by a taxpayer is foreign property at any time because 
of paragraph (f) or (h) of the definition “foreign property” in subsection (1), it 


shall be assumed that each other property not owned at that time by the taxpayer 


was acquired immediately before that time by the taxpayer. 


(1.5) Identical property — Notwithstanding paragraphs (d.1), (f) and (h) of the 
definition “foreign property” in subsection (1), a property shall not be considered 
to be foreign property at a particular time of a taxpayer because of any of those 
paragraphs where 


(a) the property is 
(i) a:share or debt obligation issued by a Canadian corporation, or 


(ii) an interest in, a right to, a property that is convertible into or a pro- 
perty that is exchangeable for, a share or debt obligation issued by a 
Canadian corporation; and 
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(b) the property, or the share or obligation referred to:in subparagraph (a)(ii), 
is identical to another property that is owned at the particular time by the 
taxpayer and that is not foreign property at the particular time of the 
taxpayer. 


(2) Tax payable — Where, at the end of any month, 
(a) the amount, if any, by which 


(i) the total of all amounts each of which is the cost amount of a foreign 
property to a taxpayer described in any of paragraphs 205(a) to (f) 


exceeds the total of 


(ii) where the taxpayer is described in any of paragraphs 205(b), (c) and 
(e), all amounts each of which is the cost amount to the taxpayer of a 
foreign property that was not at the end of the month a qualified invest- 
ment (within the meaning assigned by subsection 146(1) or 146.3(1) or 
section 204, as the case may be) of the taxpayer, and 


(iii) all amounts (other than an amount included in respect of the tax- 
payer for the month under subparagraph (ii)) each of which is the cost 
amount to the taxpayer of foreign property that became foreign property 
of the taxpayer after its last acquisition by the taxpayer and at a time that 
is not more than 24 months before the end of the month, 


exceeds the total of 


(b) 30% of the total of all amounts each of which is the cost amount of a 
property to the taxpayer, and 


(c) in the case of a taxpayer described in paragraph 205(a), (b), (c) or (e), 
other than a taxpayer described in paragraph 149(1)(0.2), the lesser of 


(i) three times the small business investment amount of the taxpayer for 
the month, and 


(ii) 20% of the total of all amounts each of which is the cost amount of a 
property to the taxpayer, 


the taxpayer shall, in respect of that month, pay a tax under this Part equal to 1% 
of the lesser of the excess and the total of all amounts each of which is the cost 
amount to the taxpayer of each of its foreign properties that was acquired after 
June 18, 1971. 


(2.01) [Tax payable by] Registered investments — Notwithstanding subsec- 
tion (2), the tax payable under this section by a registered investment in respect 
of a month is equal to the lesser of 


(a) the tax that would, but for this subsection, be payable by the registered 
investment in respect of the month, and 


(b) the greater of : 
(i) 20% of the amount determined under paragraph (a), and 


(ii) the amount determined by the formula 


$5,000 + (A x B/C) 
where 
A is equal to the amount determined under paragraph (a), 
Bis equal to 


(A) where the registered investment isa trust, the total of all 
amounts each of which is the fair market value at the end of the 
month of an interest in the registered investment that is held at 
that time by a taxpayer described in any of paragraphs 205(a) to 
(f) or by a mutual fund corporation, investment corporation, 

* mutual fund trust, prescribed trust or prescribed partnership, 
and 


(B) where the registered investment is a corporation, the total of 
all amounts each of which is the fair market value at the end of 
the month of a share of the capital stock of the registered invest- 
ment that is held at that time by a taxpayer described in any of 
paragraphs 205(a) to (f) or by a mutual fund corporation, in- 
vestment corporation, mutual fund trust, prescribed trust or pre- 
scribed partnership, and 


Cis equal to 


(A) where the registered investment is a trust, the total of all 
amounts each of which is the fair market value at the end of the 
month of an interest in the registered investment that is held at 
that time, and 


(B) where the registered investment is a corporation, the total of 
all amounts each of which is the fair market value at the end of 
the month of a share of the capital stock of the registered invest- 
ment that is held at that time. 


(2.1) Exemption — Notwithstanding section 205, subsection (2) does not apply 
to a trust described in paragraph 149(1)(0.4) or a corporation described in para- 
graph 149(1)(0.2) in respect of any month that falls within a period for which the 
trustee or the corporation, as the case may be, elects in accordance with subsec- 
tions 259(1) and (3). 


(3) [Repealed] 


Income Tax Act 


(3.1) Acquisition of qualifying security — For the purpose of applying subpara- 
graph (2)(a)(ili) at or after a particular time, where a qualifying security in rela- 
tion to another security is acquired at the particular time by the taxpayer referred 
to in subsection (3.2) in respect of the security, and the security is foreign pro- 
perty at that time, 


(a) the qualifying security is deemed to have been last acquired by the tax- 
payer at the time the other security was last acquired by the taxpayer; 


(b) where the other security was not foreign property immediately before the 
particular time, the qualifying security is deemed to have become foreign 
property at the particular time; and 


(c) where the other security was foreign property immediately before the 
particular time, the qualifying security is deemed to have become foreign 
property at the time the other security became foreign property. 


(3.2) Qualifying security — For the purpose of subsection (3.1), a qualifying 
security in relation to another security means 


(a) a security issued at any time by a corporation to a taxpayer 


(i) in exchange for another security acquired before that time by the tax- 
payer, and ‘ 


(ii) in the course. of ; 
(A) a corporate merger or reorganization of capital, 


(B) a transaction or series of transactions in which control of the 
corporation that issued the other security is acquired by a person or 
group of persons, or 


(C) a transaction or series: of transactions in which all or substan- 
tially all of the issued and outstanding shares (other than shares held 
immediately before the transaction or the beginning of the series by 
a particular person or related group) of the corporation that issued 
the other security are acquired by the.particular person or related 
group; or 


(b) a security acquired by a taxpayer from a corporation pursuant to a distri- 
bution with respect to another security that is an eligible distribution de- 
scribed in subsection 86.1(2). ; ; 


(4) Non-arm’s length transactions — For the purposes of this Part, where at 
any time a taxpayer acquires property, otherwise than pursuant to a transfer of 
property to which paragraph (f) or (g) of the definition “disposition” in subsec- 
tion 248(1) applies, froma person with whom the taxpayer does not deal at 
arm’s length for no consideration or for consideration less than the fair market 
value of the property at that time, the taxpayer is deemed to acquire the property 
at that fair market value, and for those purposes, a particular trust is deemed not 
to deal at arm’s length with another trust if a person who is beneficially inter- 
ested in the particular trust is at that time also beneficially interested in the other 
trust. 


206.1 Tax in respect of acquisition of shares — Where at any time a taxpayer 
to which this Part applies makes an agreement (otherwise than as a consequence 
of the acquisition or writing by it of an option listed on a prescribed stock ex- 
change) to acquire a share of the capital stock of a corporation (otherwise than 
from the corporation) at a price that may differ from the fair market value of the 
share at the time the share may be acquired, the taxpayer shall, in respect of each 
month during which the taxpayer is,a party to the agreement, pay a tax under this 
Part equal to the total of all amounts each of which is the amount, if any, by 
which 


(a) the amount of a dividend paid on the share at a time in the month at 
which the taxpayer is a party to the agreement i 


exceeds 


(b) the amount, if any, of the dividend that is received by the taxpayer. 


207. (1) Return and payment of tax — Within 90 days after the end of each 
year after 1971, a taxpayer to whom this Part applies shall 


(a) file with the Minister a return for the year under this Part in prescribed 
form and containing prescribed information, without notice or demand 
therefor; 


(b) estimate in the return the amount of tax, if any, payable by the taxpayer 
under this Part in respect of each month in the year; and 


(c) pay to the Receiver General the amount of tax, if any, payable by the 
taxpayer under this Part in respect of each month in the year. 


(2) Liability of trustee — Where the trustee of a taxpayer that is liable to pay tax 
under this Part does not remit to the Receiver General the amount of the tax 
within the time specified in subsection (1), the trustee is personally liable to pay 
on behalf of the taxpayer the full amount of the tax and is entitled to recover 
from the taxpayer any amount paid by the trustee as tax under this section. 


(3) Provisions applicable to Part — Subsections 150(2) and (3), sections 152 
and 158, subsections 161(1) and (11), sections 162 to 167 and Division J of Part 
I are applicable to this Part with such modifications as the circumstances require. 


The definition “cost amount” added to subsec. 206(1) by 2001, c. 17, subsec. 169(2), 
applicable to months that end after February 2001. 
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Para. (g) of the definition “foreign property” in :subsec. 206(1). amended by the said c. 
17, subsec. 169(1),.applicable. after June 27,1999. It formerly. read:.., 


(g) indebtedness of a non-resident: person, other than indebtedness issued or 
guaranteed by | 


(i) the International Bank for Reconstruction and Development, 

(i.1) the International Finance Corporation, 

(ii) the Inter-American Development Bank, 

(iii) the Asian Development Bank, 

_ (iv) the Caribbean Development Bank, 

(iv,1) the European Bank for Reconstruction and. Development, 

(iv.2) the African Development Bank, or 
(v) a ‘prescribed person, 
Cl. (f)(ii)(B) and subpara. (f)(iii) of the definition “small business property” in subsec. 
206(1) amended by the said c. 17, s. 241, applicable to 2001 et:seg. except that, if a 
taxpayer and a person have jointly elected pursuant to s. 144 of the Modernization of 
Benefits and Obligations Act (2000, c. 12], in respect of the 1998, 1999 or 2000 taxa- 
tion years, the amendment applies to the taxpayer and the person in respect of the ap- 


plicable taxation year and subsequent taxation years. Cl. (f)(ii)(B) and subpara. (f)(iii) 
formerly read: 


(B) the annuitant under the particular fund or plan (or the spouse or former 
spouse of that annuitant) is also the annuitant under. the fund-or plan’ referred 
to in clause (A), or 


(iii) an annuitant under a registered retirement income fund or registered retire- 
ment savings plan that governs the taxpayer, or a spouse or former spouse of that 
annuitant; 


Subsec. 206(3.1) amended by the said c. 17, subsec. 1:69(3), applicable to months, that 
end after 1997. Subsec. 206(3.1) formerly read: 


(3.1) Reorganizations, etc. — Where 


(a) a’security (in this subsection referred to as the “new security”) is issued 
at a particular time by a corporation to a taxpayer 


(i) in exchange for another security acquired before the particular time 
by the taxpayer, and 


(ii) in the course of 
(A) a corporate merger or reorganization of capital, or 


(B) a transaction in which control of the corporation that issued the 
other security is acquired by a person or a group of persons, and 


(b) the new security is foreign property at the particular time, 


for the purposes of applying subparagraph (2)(a)(iii) to the taxpayer at or after 
the particular time, 


(c) the new security shall be deemed to have been last acquired by the tax- 
payer at the time the other security was last acquired by the taxpayer, 


(d) where the other security was not foreign property. immediately before the 
particular time, the new security shall be deemed to have become foreign 
property at the particular time, and 


(e) where the other security was foreign property immediately before the 
particular time, the new security shall be deemed to have become foreign 
property at the time the other security became foreign property. 


Subsec. 206(3.2) added by the said c. 17, subsec. 169(3), applicable to months that end 
after 1997. 


Subsec. 206(4) amended by the said c. 17, subsec. 169(4), applicable in respect of pro- 
perty acquired after December 23, 1998. It formerly read: 


(4) For the purposes of this Part, where a taxpayer has acquired property from a 
person with whom the taxpayer was not dealing at arm’s length for no considera- 
tion or for consideration less than the fair market value thereof at the time of the 
acquisition, the taxpayer shall be deemed to have acquired the property at that 
fair market value, and for those purposes, a trust shall be deemed not. to deal at 
arm’s length with another trust if any person is beneficially interested in both 
trusts. 

The definition “small business investment amount” and the portion of “small business 

property” following para. (d), in subsec. 206(1) amended by 2000, c. 19, subsecs. 

60(1), (2), applicable to months that end after 1997. The definitions formerly read: 
“small business investment amount” of a taxpayer for a month means the quo- 
tient obtained when the: total of all amounts determined for each of the three 
preceding months, each of which is the total of the cost amounts of all small 
business properties to the taxpayer at the end of that preceding month, is divided 
by three; 


where the taxpayer is 
(e) a prescribed person in respect of the property, or 


(f) the first person (other than a broker or dealer in securities) to have ac- 
quired the property and the taxpayer has owned the property continuously 
since it was so acquired. 
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Subsec, 206(2) amended by 2000, c: 14, s. 41 to substitute “30%” for “20%”, applica- 
ble to months: that end after 1999, except that for months in 2000 the reference to 
“30%” shall be read as “25%”. 
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The definitions “affiliate”, “carrying value”, “designated value”, “excluded share”, 
“qualified property”, “specified active business” and “specified proportion” added to 
subsec. 206(1) by 1998, c. 19, subsec. 210(3), applicable to shares and indebtedness 
acquired after December 4, 1985 (otherwise than pursuant to an agreement in writing 


made before 5:00 p.m. E.S.T. on December 4, 1985). 


Paras. (d.1) and (e) of the definition “foreign property” in subsec. 206(1) amended by 
the ‘said c. 19, subsec. 210(1), para. (d.1): applicable to shares and indebtedness ac- 
quired after December 4, 1985 (otherwise than pursuant to an agreement in writing 
made before 5:00 p.m. E.S.T. on December 4, 1985) except that, with respect to shares 
and indebtedness last acquired before 1996, the reference to “primarily from foreign 
property” in that paragraph shall be read as a reference to “primarily from portfolio 
investments in property that is foreign property”, and para. (e) applicable to months 
that end after June 1995. Paras. (d.1) and (e) formerly read: 


(d.1) any share of the capital stock, of or any debt obligation issued by a Cana- 
dian corporation, if shares of the corporation may reasonably be: considered to 
derive their value, directly or indirectly, primarily from portfolio investments in 
property that is foreign property, but not including a share of a corporation listed 
on a prescribed stock exchange in Canada that is of a class of the capital stock of 
the corporation no share of which has been issued after December 4, 1985 (oth- 
erwise than pursuant to an agreement in writing entered into before 5:00 p.m. 
Eastern Standard Time on December 4, 1985), 


(e) any share of the capital stock of a mutual fund corporation that is neither an 
investment corporation nor a registered investment, except as prescribed by 
regulation, 


Subparas. (g)(iv.1) and (iv.2) added to the definition “foreign property” by the said c. 
19, subsec. 210(2), (iv.1) applicable to months after March 1991, and (iv.2) applicable 
to months after 1996. 


The definitions “investment activity” and “significant interest” added to subsec. 206(1) 
by the said, c. 19, subsec. 210(3), applicable after 1995. 


Subsecs. 206( 1.1) to (1.5) added by the said c. 19, subsec. 210(4), applicable after De- 
cember 4, 1985. 


Subsec. 206(2.01) added by the said c. 19, subsec. 210(5), applicable to months that 
end after 1992. 


Subsec: 206(3) repealed by the said c. 19, subsec. 210(6), applicable to months that end 
after June 1995. Subsec. 206(3) formerly read: 


(3) Shares in investment corporation — Notwithstanding the definition “for- 
eign property” in subsection (1), a share of the capital stock of an investment 
corporation (other than a registered investment) acquired after October 13, 1971 
by a taxpayer to whom this Part applies and.owned by the taxpayer at a particu- 
lar time shall, except as prescribed by regulation, be deemed to be a foreign 
property of the-taxpayer at that time. 


S. 206.1 amended by the said c. 19, s. 211, applicable to agreements entered into after 
1992 except that, in its application to agreements entered into after 1992 and before 
April 26, 1995, s. 206.1 shall be read as follows: 


206.1 Where at any time a taxpayer to which this Part applies enters into an 
agreement (otherwise than as a consequence of the acquisition or writing by it of 
an option listed on a prescribed stock exchange) to acquire a share of the capital 
stock of a corporation (otherwise than from the corporation):at a price that may 
differ from the fair market value of the share at the time the share may be ac- 
quired, the taxpayer shall, in respect of each month during which the taxpayer is 
a party)to the agreement, pay a tax under this Part equal to the lesser of 


(a) the total of all amounts each of which is the amount, if any, by which 


(1) the amount of a dividend paid on the share at a time in the month at 
which the taxpayer is a party to the agreement 


exceeds 


(ii) the amount, if any, of the dividend that is received by the taxpayer, 
and 


(b) 1% of the fair market value of the share at the time the agreement is 
entered into. 


The sec. formerly read: 


206:1 Tax in respect of acquisition of shares — Where at any time a taxpayer 
to which this Part applies enters into an agreement (otherwise than as a conse- 
quence of the acquisition or writing by it of an option listed on a prescribed stock 
exchange) to acquire a share of the capital stock of a:corporation (otherwise than 
from the corporation) at a price that may differ from the fair market value thereof 
at the time the share may be acquired, the taxpayer shall, in respect of each 
month during which the taxpayer is a party to the agreement, pay a tax under this 
‘Part equal to 1% of the fair market value of the share at the time that the agree- 
ment is entered into. 
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The opening words of para. (g) of “foreign property” in subsec. 206(1) substituted by 
1994, c. 21, subsec. 93(1), applicable to months after 1992. The opening words of that 
para. formerly read: 
(g) any bond, debenture, mortgage, note or similar obligation of, or issued by, a 
person not resident in Canada, except any such bond, debenture, mortgage, note 
or similar obligation issued or guaranteed by 
Subsec. 206(2.1) substituted by the said c. 21, subsec. 93(2), applicable to 1992 et seq. 
That subsec. formerly read: 
(2.1) Exemption — Notwithstanding section 205, subsection (2) shall not apply 
in respect of a trust described in paragraph 149(1)(0.4) in respect of any month 
that falls within a period in respect of which the trustee has elected in accordance 
with subsection 259(2). 
Para. 206(2)(a) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 120(1), applica- 
ble to months ending after December 20, 1991. Para. (a) formerly read: 
(a) the total of all amounts each of which is the cost amount of a foreign property 
to a taxpayer described in any of paragraphs 205(a) to (f) (other than, where the 
taxpayer is described in any of paragraphs (b), (c) and (e), a foreign property that 
was not at the end of the month a qualified investment, within the meaning as- 
signed by subsection 146(1) or 146.3(1) or section 204, as the case may be, of 
the taxpayer.) 
Subsec. 206(3.1) added by the said, c. 7, Sch. VIII (1993, c. 24), subsec. 120(2), appli- 
cable to months ending after December 20, 1991. 
Subpara. (g)(i.1) added to “foreign property” by 1994, c. 7, Sch. Il (1991, c: 49), sub- 
sec. 166(1), applicable after July 13, 1990. 
Para. 206(2)(b) amended by the said c. 7, Sch. II (1991, c. 49), subsec. 166(2), to sub- 
stitute “20% ” for “10% ”, applicable to months ending after 1989 except that for 
months in 1990, 1991, 1992 and 1993 the reference in para. (b) to “20%” shall be read 
as “12%”, “14%”, “16%” and “18%” respectively. 


Subpara. 206(2)(c)(ii) substituted by the said c. 7, Sch. II (1991, c. 49), subsec. 166(3), 
applicable to months ending after 1989. That subpara. formerly read: 


(ii) two times the amount determined under paragraph (b), 


S. 206.1 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 167, applicable to agree- 
ments entered into after July 13, 1990. S. 206.1 formerly read: 


206.1 Tax in respect of acquisition of shares — Where at any time a taxpayer 
to which this Part applies has entered into an agreement (otherwise than pursuant 
to the acquisition or writing by it of an option listed on a prescribed stock ex- 
change) to acquire shares of the capital stock of a corporation from a person 
other than the corporation at a price that may differ from the fair market value 
thereof at the time they may be acquired, the taxpayer shall, in respect of each 
month during which it is a party to the agreement, pay a tax under this Part equal 
to 1% of the maximum amount that the taxpayer is or may be required to pay for 
the shares under the agreement. 


PART XI.01 — TAXES IN RESPECT OF 
TFSAS [TAX-FREE SAVINGS ACCOUNTS] 


207.01 (1) Definitions — The definitions in subsection 146.2(1) 
and the following definitions apply in this Part. 


“advantage’’, in relation to a TFSA, means 


(a) any benefit, loan or indebtedness that is conditional in any 
way on the existence of the TFSA, other than 


(i) a benefit derived from the provision of administrative or 
investment services in respect of the TFSA, 


(ii) a loan or an indebtedness (including the use of the TFSA 
as security for a loan or an indebtedness) the terms and con- 
ditions of which are terms and conditions that persons deal- 
ing at arm’s length with each other would have entered into, 


(iii) a distribution under the TFSA, and 


(iv) the payment or allocation of any amount to the TFSA by 
the issuer; and 


(b) a benefit that is an increase in the total fair market value of 
the property held in connection with the TFSA if it is reasonable 
to consider, having regard to all the circumstances, that the in- 
crease is attributable, directly or indirectly, to 


(i) a transaction or event or a series of transactions or events 
that 


(A) would not have occurred in an open market in which 
parties deal with each other at arm’s length and act pru- 
dently, knowledgeably and willingly, and 
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(B) had as one of its main purposes to enable a person or 
a partnership to benefit from the exemption from tax 
under Part I of any amount in respect of the TFSA, 


(ii) a payment received as, on account or in lieu of, or in sat- 
isfaction of, a payment 


(A) for services provided by a person who is, or who does 
not deal at arm’s length with, the holder of the TFSA, or 


(B) of interest, of a dividend, of rent, of a royalty or of 
any other return on investment, or of proceeds of disposi- 
tion, in respect of property (other than property held in 
connection with the TFSA) held by a person who is, or 
who does not deal at arm’s length with, the holder of the 
TFSA; 

(iii) a swap transaction, or 

(iv) specified non-qualified investment income that has not 

been distributed under the TFSA within 90 days of receipt by 


the holder of the TFSA of a notice issued by the Minister 
under subsection 207.06(4); and 


(c) a benefit that is income (including a capital gain) that is rea- 
sonably attributable, directly or indirectly, to 


(i) a deliberate over-contribution, or 


(ii) a prohibited investment in respect of the TFSA or any 
other TFSA of the holder; and 


(d) a prescribed benefit. 


Related Provisions: 207.01(1)“specified distribution’ (a)(i) — Distribution attributa- 
ble to advantage is specified distribution; 207.04(6), (7) — Additional tax payable on 
prohibited investment before Oct. 16/09; 207.05 — Tax payable where advantage ex- 
tended; 207.06(4) — CRA may notify TFSA holder that distribution required within 90 
days. 

History: Subparas. (b)(iii) and (iv) added to the definition “advantage” in subsec. 
207.01(1) by 2010, c. 25, subsec. 57(1), applicable after October 16, 2009. 


Para. (c) of the definition “advantage” renumbered as (d) and new para. (c) added by 
the said c. 25, subsec. 57(2), applicable after October 16, 2009 except that subpara. 
(c)(ii), as amended, does not apply in respect of income (including a capital gain) 
earned before October 17, 2009. 
Subparas. (a)(iii) and (iv) added to the definition “advantage” by 2009, c. 2, subsec. 
68(2), applicable to 2009 et seq. 
Para. (b) amended and para. (c) added to the definition “advantage” by the said c. 2, 
subsec. 68(3), applicable to 2009 et seg. Para. (b) formerly read: 

(b) a prescribed benefit. 
Regulations: No prescribed benefits yet for para. (d). 
Forms: RC298: Advantage tax return for TFSA issuers. 


“allowable refund” of a person for a calendar year means the total 
of all amounts each of which is a refund, for the year; to which the 
person is entitled under subsection 207.04(4). 


Related Provisions: 207.07(2) — Refund payable by Minister; 207.05 — Tax paya- 
ble where advantage extended. q 


“deliberate over-contribution” of an individual means a contribu- 
tion made under a TFSA by the individual that results in, or in- 
creases, an excess TFSA amount, unless it is reasonable to conclude 
that the individual neither knew nor ought to have known that the 
contribution could result in liability for a penalty, tax or similar 
consequence under this Act. 
Related Provisions: 207.01(1)“advantage’(c)(i) — Benefit attributable to deliberate 
over-contribution is “advantage”. 


History: The definition “deliberate over-contribution” added to subsec. 207.01(1) by 
2010, c. 25, subsec. 57(7), applicable to contributions made after October 16, 2009. 


“excess TFSA amount” of an individual at a particular time in a 
calendar year means the amount, if any, determined by the formula 
A-B-C-D-E 

where 


A is the total of all amounts each of which is a contribution made 
under a TFSA by the individual in the calendar year and at or 
before the particular time, other than a contribution that is 


(a) a qualifying transfer, or 
(b) an exempt contribution; 
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B. is the individual’s unused TFSA contribution room at the end of 
the preceding calendar year; 


C is the total of all amounts each of which was a distribution made 
in the preceding calendar year under a TFSA of which the indi- 
vidual was the holder at the time id the apaneuen other than'a 
distribution that is 


(a) a qualifying transfer, or 
(b) a specified distribution; 


(a) the TFSA dollar limit for the calendar year if, at any time 
in the calendar year, the individual is resident in Canada, and 


(b) nil, in any other case; and 


E_ is the total of all amounts each of which is the cat eine portion 
of a distribution made in the calendar year and at or before the 
particular time under a TFSA of which the individual was the 
holder at the time of the distribution and, for this purpose, the 
qualifying portion of a distribution is 


(a) nil, if the distribution is a qualifying transfer or a speci- 
fied distribution, and 


(b) in any other case, the lesser of 
(i) the amount of the distribution, and 


(ii) the amount that would be the individual’s excess 
TESA amount at the time of the distribution if the amount 
of the distribution were nil. 
Related Provisions: 207.01(1) — Definitions of “deliberate over-contribution’”, 
“qualifying transfer” and “unused TFSA contribution room”; 207.02 — Tax on excess 


TFSA amount; 207.06(4) — CRA may notify TFSA holder that distribution of certain 
amounts required within 90 days. 


History: Para. (b) of the description of C and para. (a) of the description of E in the 
definition “excess TFSA amount” in subsec. 207.01(1) amended by 2010, c. 25, sub- 
secs. 57(3), (4), to substitute “specified” for * ‘prescribed”, applicable after October 16, 
2009. 


The description of; E in the definition “excess TFSA amount” in subsec. 207.01(1) 
amended by 2009, c. 2, subsec. 68(4), applicable to 2009 et seq. The description for- 
merly read: 


E is the total of all amounts each of which is a distribution made in the calen- 
dar year and at or before the particular time under a TFSA of which the 
individual was the holder at the time of the distribution, other than a distri- 
bution that is 

(a) a qualifying transfer, or 


(b) a ‘prescribed distribution. 


“exempt contribution” means a contribution made in a calendar 
year under a TFSA by the survivor of an individual if 


(a) the contribution is made during the period (in this. definition 
referred to as the “rollover period’’) that begins when the indivi- 
dual dies and that ends at the end of the first calendar year that 
begins after the individual dies (or at any later time that is ac- 
ceptable to the Minister); 


(b),a payment (in this definition referred to as the “survivor pay- 
ment”) was made to the survivor during the rollover period, as a 
consequence of the individual’s death, directly or indirectly out 
of or under an arrangement that ceased, because of the indivi- 
dual’s. death, to be a TFSA; 


(c) the survivor designates, in prescribed form filed in prescribed 
manner within 30 days after the day on which the contribution is 
made, the contribution in relation to the survivor payment; and 


(d) the amount of the contribution does not exceed the least of 
(i) the amount, if any, by which 
(A) the amount of the survivor payment 
exceeds 


(B) the total of all other contributions designated by the 
survivor in relation to the survivor payment, 


(ii) the amount, if any, by which 


(A) the total proceeds of disposition that would, if section 
146.2 were read without reference to subsection 146.2(9), 


S. 207.01(1) qua 


be determined in respect of the arrangement under para- 
graph 146.2(8)(a), (10)(a) or (11)(a), as the case may. be, 


exceeds 


(B) the total of all other exempt contributions in respect 
of the arrangement made by the survivor at or before the 
time of the contribution, and 


(iii) if the individual had, immediately before the individual’s 
death, an excess TFSA amount or if payments described in 
paragraph (b) are made to more than one survivor of the indi- 
vidual, nil or the greater amount, if any, allowed by the Min- 
ister in respect of the contribution. 
Related Provisions: 146.2(9) — Effect of death on TFSA; 207.01(3) — Survivor as 
successor holder: |’ 
History: The definition “exempt contribution” added to subsec. 207: Dec) by 2009, c. 
2, subsec. 68(7), applicable to 2009 et seq. 


Forms: RC240: Designation of an exempt contribution TFSA. 


“non-qualified investment” for a trust governed by a TFSA means 
property that is not a qualified investment for the trust. 
Related Provisions: 146.2(6) — Tax on' TFSA’s incoine from non-qualified invest- 


ment (NQI); 207.01(1)“prohibited investment”, “qualified’ investment’ — Definitions; 
207.01(5);\— Obligation of TFSA issuer; 207,04(1) — Tax on acquisition of NQI; 


| 207.04(3) — Where NQI is also. prohibited investment; 207.04(5) — Deemed disposi- 


tion and reacquisition where property ceases to be NQI. 
Regulations: 223(3) (notification to holder of non-qualified investments). 


“prohibited investment”, at any time, for a trust governed by a 
TFSA means property (other than prescribed property) that is at that 
time 

(a) a debt of the holder of the TFSA; 

(b) a share of the capital stock of, an interest in, or a debt of 


(i) a corporation, partnership or trust in which the holder has 
a significant interest, or 


(ii) a person or partnership that does not deal at arm’s length 
with the holder or with a person or partnership described in 
subparagraph: (1); 
(c) an interest (or, for civil law, a right) in, or a right to acquire, 
a share, interest or debt described in paragraph (6 or (b); or 


(d) prescribed property. 


Related Provisions: 207.01(1)“advantage’”(c)(ii) — Benefit attributable to prohib- 
ited, investment is “advantage”; 207.01(1)“non-qualified investment’; 207.01(4) — 
Significant interest; 207.04(1), (6) — Tax on acquisition of prohibited investment (PI); 
207.04(3) — Where PI is also non-qualified investment; 207.04(5) — Deemed disposi- 
tion and reacquisition where property ceases to be PI. 


History: The opening words of the definition “prohibited investment” in subsec. 
207.01(1) amended by 2009, c. 2, subsec. 68(5), to substitute “property” for “property 
in relation to the trust”, applicable to 2009 et seq. 


Para. (d) of the definition amended by the said c. 2, subsec. 68(6), to substitute “pre- 
scribed” for “restricted”, applicable to 2009 et seq. 


Regulations: 5000 (prescribed property that is not prohibited, for opening words); 
5001 (prescribed property for para. (d)). 


“qualified investment” for a trust governed by a TFSA means 


(a) an. investment that would be described by any of paragraphs 
(a) to (d), (f) and (g) of the definition “qualified investment” in 
section 204 if the reference in that definition to “a trust governed 
by a deferred profit sharing plan or revoked plan” were read as a 
reference to “a trust governed by a TFSA” and if that definition 
were read without reference to the words “with the exception of 
excluded property in relation to the trust”; 


(b) a contract for an annuity issued by a licensed annuities pro- 
vider if 
(i) the trust is the only person who, disregarding any subse- 
quent transfer of the contract by the trust, is or may become 
entitled to any annuity payments under the contract, and 


(1i) the holder of the contract has a right to surrender the con- 
tract at any time for an amount that would, if reasonable sales 
and administration charges were ignored, approximate the 
value of funds that could otherwise be applied to fund future 
periodic payments under the contract; and 
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(c) a prescribed investment. 


Related Provisions: 87(10) — New share issued on amalgamation of public corpo- 
ration deemed listed; 132.2(1)(k) [to be repealed], 132.2(3)(h) [draft] — Where share 
ceases to be qualified investment due to mutual fund reorganization; 146.2(4) — Tax 
on TFSA’s income from non-qualified investment; 207.01(5) — Obligation of TFSA 
issuer; 207.04 — Tax on acquisition of non-qualified investment. 


Regulations: 221(2) (information return reporting that securities are qualified invest- 
ments); 4900. (prescribed investments — and note 4900(14) specifically for TFSAs). 


“qualifying transfer” means the transfer of an amount from a 
TFSA of which a particular individual is the holder if 


(a) the amount is transferred directly to another TESA, the 
holder of which is the particular individual; or 


(b) the amount is transferred directly to another TFSA, the 
holder of which is a spouse or common-law partner or former 
spouse or common-law partner of the particular individual, and 
the following conditions are satisfied: 


(i) the individuals are living separate and apart at the time of 
the transfer, and 


(ii) the transfer is made under a decree, order or judgment of 
a competent tribunal, or under a written separation agree- 
ment, relating to a division of property between the individu- 
als in settlement of rights arising out of, or on the breakdown 
of, their marriage or common-law partnership. 
Related Provisions: 146.2(2)(e)— Transfer to another TFSA permitted; 
207.01(1)“excess TFSA amount”’A(a), C(a), E(a), 207.01(1)“unused TFSA. contribu- 
tion room’’(b)B(i), DG) — Qualifying transfers ignored in determining contribution 
limit; 248(1)“disposition’’(f)(vi) — Transfer from TFSA to TFSA is not a disposition; 
252(3) — Extended meaning of “spouse”. 


“restricted property” — [Repealed] 
History: The definition “restricted property” in subsec. 207.01(1) repealed by 2009, c. 
2, subsec. 68(1), applicable to 2009 ef seq. It formerly read: 

“restricted property” has the meaning assigned by regulation. 


“specified distribution” means 


(a) a distribution made under a TFSA to the extent that it is, or is 
reasonably attributable to, an amount that is 


(i) an advantage in respect-of the TFSA or any other TFSA of 
the holder, 


(ii) specified non-qualified investment income, 


(iii) an amount in respect of which tax was payable under 
Part I by a trust governed by the TFSA or any other TFSA of 
the holder, or 


(iv) an amount described in subparagraph 207.06(1)(b)(i1); or 
(b) a prescribed distribution. 


Related Provisions: 207.01(1)“excess TFSA amount’C(b), E(a) — Specified distri- 
bution does not reduce excess TFSA amount; 207.01(1)“unused TFSA contribution 
room’’(b)B(ii) — Specified distribution does not increase contribution room; 
207.061 — Amount under “specified: distribution’’(a)(ii) included in TFSA holder’s 
income. 


History: The definition “specified distribution” added to subsec. 207.01(1) by 2010, c. 
25, subsec. 57(7), applicable to distributions that occur after October 16, 2009, other 
than the portion of a distribution that is, or is reasonably attributable to, an advantage 
that was extended, or income earned, before October 17, 2009; 


Regulations: No prescribed distributions yet for para. (b). 


“specified non-qualified investment income”, in respect of a 
TFSA and its holder, means income (including a capital gain) that is 
reasonably attributable, directly or indirectly, to an amount in re- 
spect of which tax was payable under Part I by a trust governed by 
the TFSA or any other TFSA of the holder. 

Related Provisions: 146.2(6)— When tax payable under Part I by TFSA; 
207.01(1)“advantage’’(b)(vi) — Benefit attributable to SNQTI is “advantage” if not dis- 
tributed after notice under 207.06(4); 207.01(1)“specified distribution” (a)(ii) — Distri- 
bution attributable to SNQII is specified distribution; 207.06(4)— CRA may notify 
TFSA holder that distribution of SNQII required within 90 days. 


History: The definition “specified non-qualified investment income” added to subsec. 
207.01(1) by 2010, c. 25, subsec. 57(7), applicable to 2010 et seq. 


“swap transaction”, in respect of a trust governed by a TFSA, 
means a transfer of property (other than a transfer that is a distribu- 
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tion or a contribution) occurring between the trust and the holder of 
the TFSA or a person with whom the holder does not deal at arm’s 
length. : 

Related Provisions: 207.01(1)“advantage’(b)(iiti) — Benefit attributable to swap 
transaction is “advantage”. 


History: The definition “swap transaction” added to subsec. 207.01(1) by 2010, ¢. 25, 
subsec. 57(7), applicable to transfers of property that occur after October 16, 2009. 


“TESA dollar limit” for a calendar year means, 
(a) for 2009, $5,000; and 
(b) for each year after 2009, the amount (rounded to the nearest 
multiple of $500, or if that amount is equidistant from two such 
consecutive multiples, to the higher multiple) that is equal to 
$5,000 adjusted for each year after 2009 in the manner set out in 
section 117.1. 


Related Provisions: 207.01(1)‘excess TFSA amount’D(a) — Effect of contribu- 
tions that exceed dollar limit. 


“unused TFSA contribution room” of an individual at the end of 


a calendar year means, 
(a) if the year is before 2009, nil; 


(a.1) in circumstances where the Minister has, in accordance 
with section 207.06, waived or cancelled all or part of the liabil- 
ity imposed on the individual, the amount determined by the 
Minister; and 


(b) in any other case, the positive or negative amount deter- 
mined by the formula 

A+B+C-D 
where 


A. is the individual’s unused TFSA contribution room at the end 
of the preceding calendar year, 


Bis the total of all amounts each of which was a distribution 
made in the preceding calendar year under a TFSA of which 
the individual was the holder at the time of the distribution, 
other than a distribution that is 


(i) a qualifying transfer, or 
(ii) a specified distribution, 


(i) the TFSA dollar limit for the calendar year, if at any 
time in the calendar year the individual is 18 years of age 
or older and resident in Canada, and 


(ii) nil, in any other case, and 


D_is the total of all amounts each of which is a contribution 
made under a TFSA by the individual in the calendar. year, 
other than a contribution that is 


(i) a qualifying transfer, or 
(ii) an exempt contribution. 
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Related Provisions: 207.01(1)“excess TESA amount’B — Unused contribution 
room can be contributed in a later year; 207.01(1)“qualifying transfer”. 

History: Para. (a.1) added to the definition “unused TFSA contribution room” in sub- 
sec. 207.01(1), by 2010, c. 25, subsec. 57(5), applicable after October 16, 2009. 


Subpara. (ii) of the description of B in para. (b) of the definition “unused TFSA contri- 
bution room” amended by the said c. 25, subsec. 57(6), to substitute “specified” for 
“prescribed”, applicable after October 16, 2009. 


(2) [Repealed] 
History: Subsec. 207.01(2) repealed by 2009, c. 2, subsec. 68(8), applicable to 2009 et 
seq. It formerly read: 


(2) Exempt contribution to survivor TFSA— A contribution made in a taxa- 
tion year under a TFSA by the survivor of an individual is an exempt contribu- 
tion if 


(a) the contribution is made during the period (in this subsection referred to 
as the “rollover period’’) that begins when the individual dies and that ends 
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on the second anniversary of the individual’s death (or on any later day that 
is acceptable to the Minister); ' 


(b) a payment (in this subsection referred to as the “survivor payment’) was 
made to the survivor during the rollover period, as a consequence of the 
individual’s death, directly or indirectly out of or under an arrangement that 
ceased, because of the individual’s death, to be a TFSA; 


(c) the survivor designates, in prescribed form filed with the survivor’s re- 
turn of income for the taxation year, the contribution in relation to the survi- 
vor payment; and 
(d) the amount of the contribution does not exceed the least of 
(i) the amount, if any, by which 
(A) the amount of the survivor payment 
exceeds! (7 7 
(B) the total of all other contributions designated by the survivor in 
relation to the survivor payment, 
(ii) the amount, if any, by which 
(A) the total proceeds of disposition determined in respect of the 
arrangement under paragraph 146. 2(6)(a), Ka) or (8)(a), as the 
case may be, 
exceeds 
(B) the total of all other exempt contributions in respect of the ar- 
rangement made by the survivor at or before the time of the contri- 
bution, and 
(iii) if the individual had, immediately before the individual’s death, an 
excess TFSA amount or if payments described in paragraph (b) are 


made to more than one survivor of the individual, nil or the greater 
‘amount, if any, allowed by the Minister in respect of the contribution. 


(3) Survivor as successor holder — If an individual’s survivor 
becomes the holder of a TFSA as a consequence of the individual’s 
death and, immediately before the individual’s death, the individual 
had an excess TFSA amount, the survivor is deemed (other than for 
the purposes of the definition “exempt contribution”) to have made, 
at the beginning of the month following the individual’s death, a 
contribution under a TFSA equal to the amount, 7 any, by which 


(a) that excess TFSA amount 
exceeds 


(b) the total fair market value immediately before the indivi- 
dual’s death of all property held in connection with arrange- 
ments that ceased, because of the individual’s death, to be 
TFSAs. 

History: The opening words of subsec. 207.01(3) amended oy 2009, c. 2, subsec. 


68(9), to substitute “the definition “exempt contribution” for “subsection (2)”, appli- 
cable to 2009 ‘et seq. 


(4) Significant interest — An individual has a significant inter- 
est in a corporation, partnership or trust at any time if . 
(a) in the case of a corporation, the individual is a specified 
shareholder of the corporation at that time; 
(b) in the case of a partnership, the individual, or the individual 
together with persons and partnerships with which the individual 
does not deal at arm’s length, holds at that time interests as a 
member of the partnership that have a fair market value of 10% 
or more of the fair market value of the interests of all members 
in the partnership; and 


(c) in the case of a trust, the individual, or the individual to- 
gether with persons and partnerships with which the individual 
does not deal at arm’s length, holds at that time interests as a 
beneficiary (in this paragraph, as defined in subsection 108(1)) 
under the trust that have a fair market value of 10% or more of 
the fair market value of the interests of all beneficiaries under 
the trust. 


Related Provisions: 207.01(1)prohibited investment”(b)(i) — Effect of holding 
significant interest. 


(5) Obligation of issuer — The issuer of a TFSA shall exercise 
the care, diligence and skill of a reasonably prudent person to mini- 
mize the possibility that a trust governed by the TFSA holds a non- 
qualified investment. 

Definitions [s. 207.01]: “advantage” — 207.01(1); “amount”, “annuity” — 248(1); 
“arm’s length” —251(1); “calendar year” — Interpretation’ Act 37(1)(a); “capital 
gain” — 39(1)(a);) 248(1); “common-law partner’, “common-law partnership” — 
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248(1); “consequence” — 248(8); “corporation” — 248(1), Interpretation Act 35(1); 
“deferred profit sharing plan” — 147(1), 248(1); “deliberate over-contribution” — 
207.01(1); “disposition” — 248(1); “distribution”? — 146.2(1); “dividend” — 248(1); 
Bi Ral ; “holder” — 
146.21); “individual” — 248(1); “issuer” — 146.2(1); “licensed annuities _ pro- 
vider” — 147(1), 248(1); “listed” — 87(10); “Minister” — 248(1);, “month” — Inter- 
pretation Act 35(1); .“non-qualified . investment” —207.01(1); “person”,  “pre- 
scribed” — 248(1); “prohibited investment” — 207.01(1); “property” — 248(1); 
“qualified investment’, “qualifying transfer” — 207.01(1); “regulation” — 248(1); 
“resident in Canada” — 250; “security” — Interpretation Act 35(1); “separation agree- 
ment”, “share” — 248(1); “significant interest” — 207.01(4); “specified distribution”, 

“specified non-qualified investment income” — 207.01(1); “specified shareholder” — 


248(1); “spouse” — 252(3); “survivor” — 146.2(1); “swap transaction” — 207.01(1); 
“TESA” — 146.2(5), 248(1);. “TESA dollar limit’? — 207.01(1); “taxation year” — 
249; “trust” — 104(1), 248(1), (3); “unused TRSA contribution room” — 207.01(1); 
“written”? — Interpretation Act 35(1)“writing”’. 


207.02 Tax payable on excess TFSA amount — If, at any 
time in a calendar month, an individual has an excess TFSA 
amount, the individual shall, in respect of that month, pay a tax 
under this Part equal to 1% of the highest. such amount in that 
month. 


exible as powsibie tt in cases where. a 
tion rules occurred. Our intention is to 


niuers fais Revenue “Age! 
ications, ue of the Minister of } 


Jer-co tributed 10 their 


2010, the Canada Revenue Assis (CRA) mailed over 72. 000 ae 
TFSA returns to individuals who may have over-contributed to their TFSA seeking 
more information about their situation, which corresponds to less than 2% of all TESA 
holders. The proposed TFSA returns that were issued do not constitute an official no- 
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tice of assessment. Rather, it is a calculation of tax that may be payable based on ators 
mation provided to the CRA by the TFSA holders’ financial institutions. 


Individuals who received the proposed TFSA tax return had until August 3, 2010 to 
respond by either agreeing to pay (sign the return and send it back with a cheque in the 
enclosed envelope) or to send the CRA a letter to request a review of their file and 
possible relief of tax based upon their situation and related circumstances. If an indivi- 
dual who received a TFSA return did not respond to the letter by August 3, 2010, the 
CRA will assess the return based'c on the information ve and i issue a TFSA notice 
of assessment. 


Ministers Flaherty (Finance) and Ashfield (National Revenue) have indicated. that the 
government intends to be as flexible as possible and will treat each circumstance on a 
case by case basis (cra.gc. ca/whtsnw/tms/jntsttmnt-eng. html). 

If you did not respond by the August 3, 2010 deadline, you can still send CRA: a letter 
to request a review of your file based upon your situation and related circumstances. 
Upon receipt of your request, the CRA will review the request on an individual basis. 
Any decision to grant or deny a request will be based on the circumstances ue a com- 
plete review of all the facts in-each specific situation. .” 


If individuals need help remembering dates or amounts of withdrawals/con butions, 
they should contact their financial institution for clarification. : : 


3. Is the amount owing a tax or a penalty? 


Some news articles refer to the amount owing as a tax and some refer to the amount 
owing as a penalty. The 1% per month amount owing on eXCESS A. contributions i is 
a tax and not a penalty. 


4. Is the CRA going to waive the tax for ol individuals who 1 rec ved a r 
No. Any request received to waive tax will be reviewed ona case-by-case bas 


Individuals who received a proposed TFSA return have: the opportunity to send the 
CRA a letter to request a review of their file based upon their situation and related 


circumstances. Upon receipt of their request, the TFSA processing unit will review 
their request on an individual basis. Any decision to grant or deny a request is based on 


the circumstances and a complete review of all the facts in each specific situation. 


5. Why isn’t the CRA proactively granting relief of the tax where it seems applicable 2 


The relevant legislation, section 207.06(1) of the income Tax Act, requires that a re- 
quest for relief be initiated by an affected individnal, 
strate that errors were reasonable and that, if applicable, reasonable step were 
promptly taken to remove any excess amount from the TFSA. 


Furthermore, it would not be possible for the CRA to identify ’ 
individuals by simply reviewing information provided from financial institutions. The 
CRA cannot presume all circumstances of each individual. a. 


6. What should be done if someone disagrees with the proposed n return es received? 


Below are the steps an individual can take if they disagree with the proposed TFSA 
return or if they have received a notice of assessment regarding ‘thei TESA return. 


Letter and proposed return received — mailed in June 2010 


The letters issued in early June do not represent. a formal notice of assessment. if an 


individual disagrees with part or all of the tax owing, they should respond to 
posed return package — including a signed copy of the RC243 TFSA return, 


spondence from their bank(s), and a letter explaining their circumstances and fhe eit 


sons for requesting administrative relief. 


Individuals who received a letter but who baye not yet ek a TFSA police of as- 
sessment should not be filing Form RC4288, Request ig ioe seule Or 
T400A, Objection — Income Tax Act. 


Notice of assessment received 


If individuals signed and sent back the TFSA return by foes 3, 2010, the ee will 


assess the return and issue a TFSA notice of assessment. 


For those individuals who do not send back their TFSA return or for which a = 
for relief of tax is denied, the me will issue a TFSA avai ne msseesment . 


Notice of objection 


If individuals disagree with their TFSA notice of assessment, they can make a formal 
objection by sending a completed Form T400A, Objection — Income Tax Act, or a 


signed letter to the Chief of Appeals at their tax services office or tax centre: on Or 


before whichever of the following two dates is later: 


* one year after the due date for the return; or 
* 90 days after the date of the notice of assessment or 


You can file an objection for many reasons, such as: 
* you disagree with an assessment you have received idicatia taxes are Ghieds or 
* there is a dispute over how we have interpreted the income tax law. 


Filing an objection is the first step in the formal process of resolving a dispute. After 
you file an objection, the Appeals Division will impartially review it. 


Taxpayer relief request 
If an individual receives a TFSA notice. of assessment that includes a late-filing penalty 
or arrears interest, the individual can request that such amounts be cancelled by com- 


pleting and submitting Form RC4288, Request for Taxpayer Relief. This form should 
only be used if a notice of assessment has been issued and if a late filing penalty and/or 


tice of reassessment. 


Income Tax Act 


arrears interest was included. This form should not be used to request relief of the TFSA 
tax on excess contributions. 


7. What is the rationale for why recontributions, inthe same year, are not dilowed’ 


From the time the TFSA was introduced, the government has been clear on the rules 
that govern them, including those regarding excess contributions. They were set out in 
budget publications released on February 26, a; and further explained on the CRA’s 
TFSA Web page (cra.ge.ca/tfsa). 


Under these rules, withdrawals from a TFSA in a given year are sa added back to the 
individual’s contribution room until the following year. 


TFSA holders can transfer funds between their TFSAs without penalty by instructing 
their financial institution to execute a direct transfer from one account to another. __ 


The ability to recontribute withdrawals is a key feature in the success of the TFSA and 
its ability to be used for many different savings objectives over an individual’s lifetime. : 


The requirement that recontributions cannot be made until the following year is neces- 
sary to allow an individual’s annual contribution room to be determined in a simple 
manner. . 


* Contribution room is affected by various factors such as Counbusons, withdraw 
“als, accumulations of unused TFSA room and indexation. © : 


* Without such a rule, it would be very ‘difficult to verify whether. a given contribs 
tion is within the individual’s TFSA limit. 


8. Can funds from a TFSA be transferred co one financial institution to another 
within the same year? 


Yes, as long as the transfer is a direct transfer between the t ‘Wo, Fyancial inistinitions, 


Some TFSA transfers are being taxed because the CRA is unaware that they are “di- 
y transfers, as the TFSA holder's financial institution may have erroneously 
processed the transfer. as a new contribution and filed the information to the CRA in- 
this manner. Sometimes, the error can stem from the fact that the ‘TESA holder with-_ 
drew the funds from institution A and deposited it to their regular bank account and 
then contributed these funds to institution B. In either of these two scenarios, the action 
is not being completed and reported as a “direct transfer’, which, if done properly, 
would alleviate any tax. Individuals should contact their financial institution for Bot 
to confirm to the CRA that these operations are in fact “direct” transfers. 


‘RA form to be used for TFSA transfer ae 


rm was designed for this Benn as the financial, institutions process. 
these requests electronically. _ 


eee 
If an individual wants to Oar fee TESA from, one Benes institution. to another, 
they should contact their financial institutions for additional information. | 


Form T2033, Direct Transfer under subsection 146. 3 14.1) or paragraph 146( 16)a. ) jor 
146.3(2)(e), is not used to transfer TFSAs between financial institutions. i 


10. How are taxes for <overcontributing toa TFSA calculated? 


The 1% tax on an excess TESA amount i is applicable from the first $1 of excess contri- 
butions. This 1% per-month tax is applicable on the highest excess TFSA amount in 
your account for each month in which an excess exists. Since it is based on the highest 
excess TFSA amount, this means that the 1% tax would be applicable for a particular 

nonth even if an excess amount was contributed and later withdrawn during the same 
month. > 


For any year in which tax is payable by the holder ‘of a TESA on an excess ‘TES. 
amount in their account, it is necessary to complete and file Form RC243, Tay-F. 
Savings Account (TFSA) Return 20_, and Form RC243- SCH-A, nae 2 A— Exces 
TFSA Amounts. 


dd. Do individuals have to bid fan RC4288, pe, for tapae Relief ? 


A. request for taxpayer. r nly applies to the cancellation OF waiver, of | late filing 
penalties or arrears intere: hat i is based upon the issuance of a notice of ¢ ' sessment. 3 
As the TFSA program: has yet fo assess any TFSA taxes and issue a formal notice of 
assessment, a request for taxpayer relief on penalties and interest would not apply at 
this time. However, there are provisions in the Income Tax Act that allow the CRA t 
grant administrative relief on tax payable such as involving excess ‘TFSA contributions 


The Income Tax Act authorizes the Minister to waive the tax imposed on excess TFSA’ 
contributions or contributions made to a TESA while a non-resident of Canada, if the 
Minister is satisfied that | | 


@ the tax liability arose’ because of reasonable error, and. Coo 
(b) the individual arranges, without delay, for the cdotsie wane to bei nihil | 


Individuals must submit their requests for administrative relief in writing and they will 
be reviewed on a case by case basis and any decision to grant or deny relief is based on 
the specific circumstances and a review of all the facts. 


“s 
aes 


12. Can an individual file a notice of objection, using Form T400A, . Objection, Be 
come Tax Act? 


A notice of objection should not be filed in response to the TESA pro 


posed retum @ 
was sent in early June, as this proposed return does not represent an actual tax assess-_ 
ment. If you disagree with the tax payable’ on the proposed TFSA return, send a letter 
explaining the facts and circumstances of your situation for the CRA to review. 
However, if you have received a notice of assessment and disagree with the tax, we 
strongly recommend that you first call the CRA individual income tax enquiries line at" 
1-800-959-8281 to discuss the matter. Many disputes are resolved this way. 


Be 
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If you still disagree, you can make a formal obj n by sending a completed Form 
T400A, Objection — Income Tax Act, or a signed letter to the Chief of Appeals at your 


ee services ee or t ta centre. 


90 days after the day we mailed © 
pe ance 7 


im Income Tax Act for addit ional information. 
13. Where does the CRA obtain information on an individual’ s TFSA’ 7 


As of February 2010, financial institutions were required to electronically file to the 
CRA information with respect to TFSA accounts opened in 2009. This information will 


remainder of 2009 would ‘result i in an excess tax of $300. based 
lation: $5,000 x 6 eeeepe of ears in over oo x 


year if the total of all TFSA contri- 
¢ than a ego transfer or an 


The 1% per-month tax will con 
remains in the TRSA. It will contin 1 


* when the entire excess amount i 


" « when the entire excess amount is absorbed by the ‘addition of y your con a! TFSA 
contribution room for a later year. 4g 


15. Why was a tax for over-contribution established? Are some of the rules regarding 
TFSAs put in place to prevent people from misusing them; which rules and why? 


When the TFSA legislation was drafted and subsequently enacted, various provisions 
were included to guard against or otherwise deter transactions wh suld have been 
abusive or otherwise intended to exploit or eee take adve tax sheltering 
opportunities offered FSA. 


Without a tax on excess TFSA coniibatonss in ei cortahy individuals 
ute rather large amounts of perhaps $50,000 or even $1 million or more a 
est, dividends or capital gains could escape taxation. As well, an individual co 
separate TFSAs ; at 10 different financial institutions and contribute $5,000 to each, at- 
tempting to avoid detection by the CRA aed Dir ene — paying: tax on income or 
gains ebegs ses these. 


Bardia does not ae to pas wp a TPS 
room. Please see TFSA eligibility criteria. 


1 7. What should an individual do if they . are already over their limit ‘for 20. ( 


The CRA recommends that any individual who has already over contributed to ‘their 
TFSA for 2010 withdraw the excess as soon as possible. Withdrawing the excess por- 
tion as soon as- tenet? will” reduce the amount of excess Contribution tax aes in 
2010. : — 


Related Provisions [s. 207.02]: 207.06(1) — Minister may waive tax under certain 
conditions; 207.062 — Tax under 207.05 reduced by amount payable under 207.02 for 
same contribution; 207.07 — Return and payment of tax. 


History: S. 207.02 added by 2008, c. 28, s. 31, applicable to 2009 er seq. 


Definitions [s. 207.02]: “amount” — 248(1); “excess TFSA amount” — 207.01(1); 
“individual” — 248(1); “month” — Interpretation Act 35(1). 


S. 207.04(4)(a) 


Forms: RC243: TFSA return; RC243-SCH-A: Schedule A — Excess TFSA amounts; 
RC243-SCH-B;: Schedule B — Non-resident contributions to a TFSA. 


207.03 Tax payable on non-resident contributions — If, at a 
particular time, a non-resident individual makes a contribution 
under a TFSA (other than a contribution that is a qualifying transfer 
or an exempt contribution), the individual shall pay a tax under this 
Part equal to 1% of the amount of the contribution in respect of 
each month that ends after the particular time’and before the earlier 
of 


(a) the first time after the particular time at which the‘amount of 
the contribution is equalled or exceeded by the total of all 
amounts each of. which is a distribution 


(i) that 1s made after the particular time under a TFSA of 
which the individual is the holder, and 


(ii) that the individual designates in prescribed manner to be 
a distribution in connection with the contribution and not in 
connection with any other contribution, and 


(b) the time at which the individual becomes resident in Canada: 


Related Provisions [s. 207.03]: 207.06(1) — Minister may waive or cancel tax 
under certain conditions; 207.062 — Tax under 207.05 reduced by amount payable 
under 207.03 for same contribution; 207.07 — Return and payment of tax. 


History: The opening words of s. 207.03 amended by 2009, c. 2, s. 69; applicable to 
2009 et seq. They formerly read: 


207.03 If, at a particular time, a non-resident individual makes a contribution 
under a TFSA, the individual shall pay a tax under this Part equal to 1% of the 
amount of the contribution in respect of each month that ends after the particular 
time and before the earlier of 


Definitions [s. 207.03]: “amount” — 248(1); “distribution” — 146.2(1); “exempt 
contribution” — 207.01(1); “holder” — 146.2(1); “individual” — 248(1); “month” — 
Interpretation Act 35(1); “non-resident”, “prescribed” — 248(1); “qualifying trans- 
fer” — 207.01(1); “resident in Canada” — 250; “TFSA’” — 146.2(5), 248(1). 


207.04 (1) Tax payable on prohibited or non-qualified in- 
vestment — The holder of a TFSA that governs a trust shall pay a 
tax under this Part for a calendar year if, at any time in the year, 


(a) the trust acquires property that is a prohibited investment, or 
a non-qualified investment, for the trust; or 


(b) property held by the trust becomes a’ prohibited investment, 
or a non-qualified investment, for the trust. 
Related Provisions: 146.2(6) — TFSA also: pays regular tax on income from non- 
qualified inyestment; 207.04(2) — Amount of tax; 207.0433) — Where investment 
both prohibited and non-qualified; 207.04(6) — Additional tax before Oct. 16/09 if 
prohibited investment; 207.06(2) — Minister may waive tax; 207.07 — Return and 
payment of tax; 259(1) — Election for proportional holdings in trust property. 


Regulations: 223(3) (issuer must notify holder of non-qualified investments), 


(2) Amount of tax payable — The amount of tax payable in re- 
spect of each property described in-subsection (1).is 50% of the fair 
market value of the property at the time referred to in that 
subsection. 


(3) Where both prohibited and non-qualified invest- 
ment — For the purposes of this section and subsection 146.2(6), 
if a trust governed by a TFSA holds property at any time that is, for 
the trust, both a prohibited investment and a non-qualified invest- 
ment, the property is deemed at that time not to be a non-qualified 
investment, but remains ‘a prohibited investment, for the trust. 

History: Subsec. 207.04(3) amended by 2009, c. 2, subsec. 70(1) to substitute “this 


section and subsection 146.2(6)” for “subsection 146.2(4) and this section’, applicable 
to 2009 et seq. 


(4) Refund of tax on disposition of investment — If in a cal- 
endar year a trust governed by a TFSA disposes of a property in 
respect of which a tax is imposed under subsection (1) on the holder 
of the TFSA, the holder is entitled to a refund for the year of an 
amount equal to 


(a) except where paragraph (b) applies, the amount of the tax so 
imposed; or 
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(b) nil, 


(i) if it is reasonable to consider that the holder knew, or 
ought to have known, at the time the property was acquired 
by the trust, that it was, or would become, a property de- 
scribed in subsection (1), or 


(ii) if the property is not disposed of by the trust before the 
end of the calendar year following the calendar year in which 
the tax arose, or any later time that the Minister considers 
reasonable in the circumstances. 


Related Provisions: 207.01(1) — Definition of “allowable refund”; 207.07(2) — 
Refund payable by Minister. 


(5) Deemed disposition and reacquisition — For the pur- 
poses of this Act, if property held by a trust in respect of which a 
tax was imposed under subsection (1) ceases, at any particular time 
after the tax is imposed, to be a prohibited investment, or a non- 
qualified investment, for the trust, the trust is deemed to have dis- 
posed of the property immediately before the particular time for 
proceeds of disposition equal to its fair market value at the particu- 
lar time and to have reacquired it immediately after the particular 
time at a cost equal to that fair market value. 


(6) [Repealed] 


History: Subsec. 207.04(6) repealed by 2010, c. 25, s. 58, applicable after October 16, 
2009. It formerly read: 


(6) Additional tax payable on prohibited investment — The holder of a TFSA 
that governs a trust shall pay a tax under this Part for a calendar year, in addition 
to any tax imposed under subsection (1) for the year, if at any time in the year 
the trust holds one or more properties that are prohibited investments for the 
trust. 


(7) [Repealed] 


History: Subsec. 207.04(7) repealed by 2010, c. 25, s. 58, applicable after October 16, 
2009. It formerly read: 


(7) Amount of additional tax payable — The amount of tax payable under sub- 
section (6) for a calendar year is 150% of the amount of tax that would be paya- 
ble under Part I by the trust for the taxation year that ends in the calendar year if 


(a) the Act were read without reference to paragraph 82(1)(b), section 121 
and subsection 146.2(6); and 


(b) the trust had no incomes or losses from sources other than the properties 
referred to in subsection (6), and no capital gains or capital losses other than 
from dispositions of those properties, and for that purpose, 


(i) “income” includes dividends described in section 83, and 


(ii) the trust’s taxable capital gain or allowable capital loss from the dis- 
position of a property is equal to its capital gain or capital loss, as the 
case may be, from the disposition. 


The opening words of subsec. 207.04(7) amended to substitute “is 150% of the 
amount” for “is the amount”, and para. 207.04(7)(a) amended to substitute “146.2(6)” 
for “146.2(4)”, by 2009, c. 2, subsec. 70(2), applicable to 2009, et seq. 


Definitions [s. 207.04]: “allowable capital loss” —38(b), 248(1); “amount” — 
248(1); “calendar year” — Interpretation Act 37(1)(a); “capital gain’ — 39(1)(a), 
248(1); “capital loss” — 39(1)(b), 248(1); “disposition”, “dividend” — 248(1); 
“holder” — 146.2(1); “Minister” — 248(1); “non-qualified investment”, “prohibited 
investment” — 207.01(1); “property” — 248(1); “TFSA” — 146,2(5), 248(1); “taxable 
capital gain” — 38(a), 248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3). 


207.05 (1) Tax payable in respect of advantage — A tax is 
payable under this Part for a calendar year if, in the year, an advan- 
tage in relation to a TFSA is extended to, or is received or receiva- 
ble by, a holder of the TFSA, a trust governed by the TFSA, or any 
other person who does not deal at arm’s length with the holder of 
the TFSA. 


Related Provisions: 207.05(2) — Amount of tax; 207.05(3) — Who liable for tax; 
207.06(2) — Minister may waive tax; 207.07 — Return and payment of tax. 


History: Subsec. 207.05(1) amended by 2010, c. 25, s. 59, applicable after October 16, 
2009. It formerly read: 


(1) Tax payable where advantage extended — A tax is payable under this 
Part for a calendar year in connection with a TFSA if, in the year, an advantage 
in relation to the TFSA is extended to a person who is, or who does not deal at 
arm’s length with, the holder of the TFSA. 


Income Tax Act 


(2) Amount of tax payable — The amount of tax payable in re- 
spect of an advantage described in subsection (1) is 


(a) in the case of a benefit, the fair market value of the benefit; 
and 


(b) in the case of a loan or an indebtedness, the amount of the 
loan or indebtedness. 


Related Provisions: 207.062 — Tax reduced by amount payable under 207.02 or 
207.03 for same contribution. 


(3) Liability for tax — The holder of a TFSA in connection with 
which a tax is imposed under subsection (1) is liable to pay the tax 
except that, if the advantage is extended by the issuer of the TFSA 
or by a person with whom the issuer is not dealing at arm’s length, 
the issuer, and not the holder, is liable to pay the tax. 


Related Provisions: 207.06(3) — Limitation on waiver of liability under 207.05(3). 
Forms: RC298: Advantage tax return for TFSA issuers. 
History: S. 207.05 added by 2008, c. 28, s. 31, applicable to 2009 et seq. 


Definitions [s. 207.05]: “advantage” — 207.01(1); “amount” — 248(1); “arm’s 
length” — 251(1); “calendar year’ — Interpretation Act 37(1)(a); “holder”, “issuer” — 
146.2(1); “person” — 248(1); “TFSA” — 146.2(5), 248(1). 


207.06 (1) Waiver of tax payable — If an individual would oth- 
erwise be liable to pay a tax under this Part because of section 
207.02 or 207.03, the Minister may waive or cancel all or part of 
the liability if 
(a) the individual establishes to the satisfaction of the Minister 
that the liability arose as a consequence of a reasonable error; 
and 


(b) one or more distributions are made without delay under a 
TESA of which the individual is the holder, the total amount of 
which is not less than the total of 


(i) the amount in respect of which the individual would oth- 
erwise be liable to pay the tax, and 


(ii) income (including a capital gain) that is reasonably attrib- 
utable, directly or indirectly, to the amount described in sub- 
paragraph (i). 
Related Provisions: 207.01(1)specified  distribution’”(a)(iv) — Amount in 
207.06(1)(b)Gi) is a specified distribution; 207.01(1)“unused TFSA contribution 


room’(a.1)— CRA determines unused contribution room after waiver; 207.061 — 
Amount under 207.06(1)(b)(ii) included in TFSA holder’s income. 


History: Para. 207.06(1)(b) amended by 2010, c. 25, subsec. 60(1), applicable after 
October 16, 2009. It formerly read: 


(b) the individual acts without delay to cause one or more distributions to be 
made, under one or more TFSAs, the total amount of which is not less than the 
amount in respect of which the individual would otherwise be liable to pay the 
tax. 


(2) Waiver of tax payable — If a person would otherwise be lia- 
ble to pay a tax under this Part because of subsection 207.04(1) or 
section 207.05, the Minister may waive or cancel all or part of the 
liability where the Minister considers it just and equitable to do so 
having regard to all the circumstances, including 


(a) whether the tax arose as a consequence of reasonable error; 
and 


(b) the extent to which the transaction that gave rise to the tax 
also gave rise to another tax under this Part. 


Related Provisions: 207.01(1)“unused TFSA contribution room”(a.1) — CRA de- 
termines unused contribution room after waiver. 


History: The opening words of subsec. 207.06(2) amended to substitute “subsection 
207.04(1) or section 207.05” for “section 207.04 or 207.05” by 2009, c. 2, s. 71, appli- 
cable to 2009 et seq. 


(3) Waiver of tax payable — advantage — The Minister shall 
not waive or cancel a liability imposed under subsection 207.05(3) 
on an individual unless one. or more distributions are made without 
delay under a TFSA of which the individual is the holder, the total 
amount of which is not less than the amount of the liability waived 
or cancelled. 


Related Provisions: 207.061 — Amount under 207.06(3) included in TFSA 
holder’s income. : 
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History: Subsec. 207.06(3) added by 2010, c. 25, subsec. 60(2), applicable after. Octo- 
ber 16, 2009, { 


(4) Other powers of Minister — The Minister may notify the 
holder of a TFSA that the holder must cause a distribution’ to be 
made under the TFSA within 90 days of receipt of the notice, the 
amount of which is not less than the amount of the specified non- 
qualified investment income. 


Related Provisions: 207.01(1)“advantage’’(b)(iv) — Benefit constitutes “advantage” 
if certain amounts not distributed after notice. 


History: Subsec. 207.06(4) added by 2010, c. 25, subsec. 60(2), applicable after Octo- 
ber 16, 2009. 


Definitions [s. 207.06]: “amount”, “individual”, “Minister”, “person” — 248(1); 
“TFSA” — 146.2(5), 248(1). 


207.061 Income inclusion — A holder of a TFSA shall include 
in computing the holder’s income fora taxation year under Part I 
the total of all amounts each of which is the portion of a distribution 
made in the year that is described in 


(a) subparagraph 207.06(1)(b)(Gi); 

(b) subsection 207.06(3); or 

(c) subparagraph (a)(ii) of the definition “specified distribution”. 
Related Provisions; 12(1)(z.5) — Inclusion in holder’s income from property under 
Part I. 
History: S. 207.061 added by 2010, c. 25, s. 61, applicable after October 16, 2009. 


Definitions [s. 207.061]: “amount” — 248(1); “distribution”, “holder” — 146.2(1); 
“taxation year” — 249; “TFSA” — 146.2(5), 248(1). 


207.062 Special limit on tax payable — If an individual is lia- 
ble to pay an amount of tax under section 207.05 and under sections 
207.02 or 207.03 in respect of the same contribution for the same 
calendar year, the tax payable under section 207.05 for the year 
shall be reduced by the amount of the tax payable under section 
207.02 or 207.03, as the case may be, for the year. 

History: S. 207.062 added by 2010, c. 25, s. 61, applicable after October 16, 2009. 


Definitions [s. 207.062]: “amount” — 248(1); “calendar year” — Interpretation Act 
37(1)(a); “individual” — 248(1). 


207.07 (1) Return and payment of tax — A person who is lia- 
ble to pay tax under this Part for all or any part of a calendar year 
shall within 90 days after the end of the year 


(a) file with the Minister.a return for the, year. under, this boom 
tion in prescribed, form,and. containing prescribed information 
including 


(i) an:estimate of the amount of tax payable hte: this. i 
by the person in respect of the year, and 


(ii) an estimate of the amount of the person’s allowable re- 
fund, if any, for the year; and 


(b) pay to the Receiver General the amount, if any, by which the 
amount of the person’s tax payable under this Part in respect of 
the year exceeds the person’s allowable refund, if any, for the 
year. 


Forms: RC243: TFSA return; RC243-SCH-A: Schedule A — Excess TESA amounts; 
RC243-SCH-B: Schedule B — Non-resident contributions. toa. TFSA.: 


(2) Refund — If a person has filed a return under this Part for a 
calendar year within three years after the end of the year, the 
Minister 


(a) may, on sending the notice of assessment for the year, refund 
without application any allowable refund of the person for the 
year, to the extent that it was not applied against the BESADS tax 
payable under paragraph (1)(b); and 

(b) shall, with all due dispatch, make the refund referred to in 
paragraph (a) after sending the notice of assessment if an appli- 
cation for it has been made in writing by the person within three 
years after the sending of an original notice of assessment for 
the year. 


Related Provisions: 164(1)— Parallel rule for corporate income: tax: refund; 
244(14), (14.1) — Date when notice sent. 


S. 207.1(3)(a) 


History: Paras. 207.07(2)(a) and (b) amended by 2010, c. 25; s. 62, to: substitute 
“sending” for “mailing” in three places, in force on December 15, 2010. 


(3) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158 to 167 and Division J of Part I apply to 
this Part with any modifications that the circumstances require. 
Related Provisions: 150(2)— Demands for returns; 150(3) — Trustees, etc: re- 
quired to file returns; 161(1)— Interest on late payment; 161(11) — Interest on 
penalties. ooh eo 3 : 
Definitions [s. 207.07]: “allowable refund” —207.01(1); “amount”, “assess- 
ment” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “Minister”, yada 
“prescribed” — 248(1); “writing” — Interpretation Act 35(1). 

History [Part X1.01]: Part XI.01 (ss. 207.01-207.07) added by 2008, c. 28, s. 31, 
applicable to 2009 et seq. 


“PART XI.1 — TAX IN RESPECT OF 
DEFERRED INCOME PLANS AND. OTHER 
‘TAX EXEMPT PERSONS 


History: Heading of Part XI.1 amended by 2005, c. 30, s. 15, applicable to months that 
end after,2004.. The heading formerly read: 
‘Tax in. respect of Certain Property Held by Trusts Governed by 
Deferred. Income Plans 


207.1 (1) Tax payable by trust under registered retirement 
savings plan [holding non-qualified investment] — Where, 
at, the end of any. month, a.trust governed. by a registered retirement 
savings plan holds. property. that is. neither.a qualified investment 
(within the meaning assigned by subsection 146(1)) nor a.life insur- 
ance. policy in respect of, which, but for subsection, 146(11), subsec- 
tion, 146(10) would.have applied as a consequence of its acquisi- 
tion, the trust, shall, in respect of that month, pay.a tax under this 
Part equal to. 1%, of the fair market value of the property at the time 
it was acquired by the. trust of all such property held by it at the end 
of the month, other than 


(a) property, the fair market value of which was included, by 
virtue of subsection 146(10), in computing the income, for any 
year, of an annuitant (within the meaning assigned by subsection 
146(1)) under the plan; and 


(b) property acquired by the trust before August’25, 1972. 


Related Provisions: 146(10) — Tax on beneficiary when‘ RRSP acquires non-quali- 
fied investment; 146(10.1)— Tax on RRSP’s income from, non-qualified investment; 
207.2 — Return and payment of tax; 259(1) — Proportional holdings in trust property. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Registered Plans Compliance Bulletins: 3 (fraudulent RRSP arrangements); 6 
(RRSP strips). 


(2) Tax payable by trust under deferred profit sharing plan 
[holding non-qualified investment] — Where, at the end of 
any month, a trust governed by a deferred profit sharing plan holds 
property that is neither a qualified investment (within the meaning 
assigned by section 204) nor a life insurance policy (referred to in 
paragraphs 198(6)(c) to (e) or subsection 198(6.1)), the trust shall, 
in respect of that month, pay a tax under this Part equal to 1%, of the 
fair market value of the property at the time it was acquired by the 
trust of all such property held by it at the end of the month, other 
than 


(a) property in respect of the acquisition of which the trust has 
paid or is liable to pay a tax under subsection: 198(1); and 


(b) property acquired by the trust before August 25, 1972. 


Related Provisions: 198(1)— Tax on acquisition of non-qualified investment; 
207.2 — Return and payment of tax; 259(1) — Proportional holdings in trust property. 


(3) Tax. payable .by trust under registered education 
savings plan [holding non-qualified investment] — Every 
trust governed by a registered education savings plan shall, in re- 
spect of any month, pay a tax under this Part equal to 1% of the 
total of all amounts each of which is the fair market value of a pro- 
perty, at the time it was acquired by the trust, that 


(a) is not a qualified investment (as defined in subsection 
146.1(1)) for the trust; and 
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(b) is held by the trust at the end of the month. 
Related Provisions: 207.2 — Return and payment of tax. 
History: Subsec. 207.1(3) added by 1999, c. 22, s. 73, applicable to 1999 et seq. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(4) Tax payable by trust under registered retirement 
income fund [holding non-qualified investment] — Where, 
at the end of any month after 1978, a trust governed by a registered 
retirement income fund holds property that is not a qualified invest- 
ment (within the meaning assigned by subsection 146.3(1)), the 
trust shall, in respect of that month, pay a tax under this Part equal 
to 1% of the fair market value of the property at the time it was 
acquired by the trust of all such property held by it-at the end of the 
month other than property, the fair market value of which was in- 
cluded by virtue of subsection 146.3(7) in computing the income 
for any year of an annuitant (within the meaning assigned by sub- 
section 146.3(1)) under the fund. 


Related Provisions: 146.3(7) — Tax on beneficiary when RRIF acquires non-quali- 
fied investment; 146.3(9) — Tax on income from non-qualified investments; 207.2 — 
Return and payment of tax; 259(1) — Proportional holdings in trust property. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(5) Tax payable in respect of agreement to acquire 
shares — Where at any time a taxpayer whose taxable income is 
exempt from tax under Part I makes an agreement (otherwise than 
as a consequence of the acquisition or writing by it of an option 
listed on a designated stock exchange) to acquire a share of the cap- 
ital stock of a corporation (otherwise than from the corporation) at a 
price that may differ from the fair market value of the share at the 
time the share may be acquired, the taxpayer shall, in respect of 
each month during which the taxpayer is a party to the agreement, 
pay a tax under this Part equal to the total of all amounts each of 
which is the amount, if any, by which the amount of a dividend paid 
on the share at a time in the month at which the taxpayer is a party 
to the agreement exceeds the amount, if any, of the dividend that is 
received by the taxpayer. 


History: Subsec. 207.1(5) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007, c. 35, s. 58, applicable after December 13, 2007. 


Subsec. 207.1(5) added by 2005, c. 30, s. 16, applicable to months that end after 2004. 


Former subsec. 207.1(5) repealed by 1994, c. 8, s. 31, applicable to property held after 
October 1985. Subsec. (5) formerly read: 


(5) Tax on excessive small business property holdings — Where at the end 
of any month a trust, governed by a registered retirement savings plan or regis- 
tered retirement income fund holds a prescribed property, the trust shall, in re- 
spect of that month, pay a tax under this Part equal to 1% of the amount, if any, 
by which 


(a) the total of the fair market values, at the time of acquisition, of all pre- 
scribed properties held by the trust at the end of the month 


exceeds 


(b) 50% of the total of the fair market values, at the time of acquisition, of 
all properties held by the trust at the end of the month. 


Forms [s. 207.1(5)]: T2000: Calculation of tax on agreements to acquire shares. 


Related Provisions [s. 207.1]: 207.2 — Return and payment of tax; 259(1) — 
Proportional holdings in trust property. 


Definitions [s. 207.1]: “amount” — 248(1); 
tion” — 248(1), Interpretation Act 35(1); “deferred profit sharing plan” — 147(1), 
248(1); “designated stock exchange” — 248(1), 262; “dividend” — 248(1); “life insur- 
ance policy” — 138(12), 248(1); “month” — Interpretation Act 35(1); “property” — 
248(1); “qualified investment’ — 146(1), 146.1(1), 146.3(1), 204; “registered educa- 
tion savings plan’ — 146.i(1), 248(1); “registered retirement income fund” — 
146.3(1), 248(1); “registered retirement savings plan” — 146(1), 248(1); “share”, “tax- 
able income”, “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); “writing” — Inter- 
pretation Act 35(1). 


“annuitant” — 146.3(1); “‘corpora- 


Regulations [s. 207.1]: 4901(1.1) (prescribed property). 
Information Circulars [s. 207.1]: 77-1R4: Deferred profit sharing plans. 


Income Tax Act 


207.2 (1) Return and payment of tax — Within 90 days after 
the end of each year, a taxpayer to whom this Part applies shall 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax, if any, payable by it 
under this Part in respect of each month in the year; and 


(c) pay to the Receiver General the amount of tax, if any, paya- 
ble by it under this Part in respect of each month in the year. 


Related Provisions: 150.1(5) — Electronic filing. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


Information Circulars: 78-14R4: Guidelines for trust companies and other persors 
responsible for filing T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping), 


Forms: T3D: Income tax return for DPSP or revoked DPSP; T3GR: Group income tax 
and information return for RRSP, RRIF, RESP, or RDSP trusts (and worksheets). 


(2) Liability of trustee — Where the trustee of a trust that is lia- 
ble to pay tax under this Part does not remit to the Receiver General 
the amount of the tax within the time specified in subsection (1), the 
trustee is personally liable to pay on behalf of the trust the full 
amount of the tax and is entitled to recover from the trust any 
amount paid by the trustee as tax under this section. 


Registered Plans Compliance Bulletins: See 
investment”. 


(3) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158, subsections 161(1) and (11), sections 162 
to. 167 and Division J of Part I are applicable to this Part with such 
modifications as the circumstances require. 


Definitions [s. 207.2]: “amount”, “Minister”, “prescribed”, 
“trust” — 104(1), 248(1), (3). 


under 146(1)‘‘qualified 


“taxpayer” — 248(1); 


PART XI.2 — TAX IN RESPECT OF 
DISPOSITIONS OF CERTAIN PROPERTIES 


207.3 Tax payable by institution or public authority — 
Every institution or public authority that, at any time in a year, dis- 
poses of an object within 10 years after the object became an object 
described in subparagraph 39(1)(a)(i.1) shall pay a tax under this 
Part, in respect of the year, equal to 30% of the object’s fair market 
value at that time, unless the disposition was made to another insti- 
tution or public authority that was, at that time, designated under 
subsection 32(2) of the Cultural Property Export and Import Act 
either generally or for a specified purpose related to that object. 


Related Provisions: 118.1(7.1) — No tax on deemed disposition upon gift of cul- 
tural property. 


History: S. 207.3 amended by 1999, c. 22, s. 74, applicable to dispositions made after 
February 23, 1998. It formerly read: 


207.3 Any institution or public authority that, at-any time in a year, disposes of 
an object within 5 years after the object became an object described in subpara- 
graph 39(1)(a)(i.1) shall, in respect of that year, pay a tax under this Part equal to 
30% of the fair market value of the object at the timé the object was so disposed 
of, unless the disposition was made to another institution or public authority that 
was, at the time of the disposition, designated under subsection 32(2) of the Cul- 
tural Property Export and Import Act either generally or for a specified purpose 
related to that object. 


S. 207.3 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 168, applicable to disposi- 
tions after December 11, 1988. S. 207.3 formerly read: 


207.3 Tax payable by institution or public authority in Canada — Any insti- 
tution or public authority that, at any time in a year, disposes of an object within 
five years of the object becoming an object described in subparagraph 
39(1)(a)(Gi.1) shall, in respect of that year, pay a tax under this Part equal to thirty 
per cent of the fair market value of the object at the time the object was so dis- 
posed of, unless the disposition was made to another institution or public author- 
ity that was, at the time of the disposition, designated under subsection 32(2) of 
the Cultural Property Export and Import Act either generally or for a purpose 
related to that object. 


Interpretation Bulletins: IT-407R4: Dispositions of cultural property to designated 
Canadian institutions. 
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207.31 Tax payable by recipient of an ecological gift — Any 
charity or municipality that at any time inva taxation year, without 
the authorization of the Minister of the Environment or a person 
designated by that Minister, disposes of or changes the use of a pro- 
perty described in paragraph 110.1(1)(d) or in the definition “‘total 
ecological gifts” in subsection 118.1(1) and given to, the charity or 
municipality after February 27, 1995 shall, in respect of the year, 
pay a tax under this Part equal to 50% of the amount that would be 
determined for the purposes of section 110.1 or 118.1, if this Act 
were read without reference to subsections 110.1(3) and 118.1(6), 
to be the fair market value of the property if the property were 
given to the charity or municipality immediately before the disposi- 
tion or asa © 


ee , ble by recipient fe) 
cipality or publi 
nada (referred 


§ the * ene | 
uthorization | 


Canadian cept where, mito the cules of the Minister - Envi 
ment, they dispose of or change the use of property donated to them as an. ecological. : 
et dt tax is equal to 50% of the 2 grount that i is ae fair market valu of the Pro- 


Related Provisions: 110.1(5), 118.1(12) — Fair market value of ecological servi- 
tude, covenant or easement; 118.1(10.1)-(10.5) — Determination of fair market value 
by. Minister of the Environment; 207.4(1) — Return and payment of tax. 


History: S. 207.31 amended by 2001, c. 17, s.170, applicable in respect:of dispositions 
or changes of use that occur after November 1999. It formerly read: 


207.31 Any charity or municipality that, at any time in a taxation year, without 
the authorization of the Minister of the Environment, or a person designated by 
that Minister, disposes or changes the use of a property described in paragraph 
110.1(1)(@) or in the definition “total ecological gifts” in subsection 118.1(1) and 
given to the charity or municipality after February 27, 1995 shall, in respect of 
the year pay a tax under this Part equal to 50% of the fair market value of the 
property at the time of the disposition or change. 


S. 207.31 added by 1996; c. 21, s. 53, applicable after February 27, 1995. 


Definitions [s. 207.31]: “fair market value” — 110.1(5); “property” — 248(1); “tax- 
ation year” — 249, 


207.4 (1) Return and payment of tax — Any institution, public 
authority, charity or municipality that is liable to pay a tax under 
subsection 207.3 or 207.31 in respect of a year shall, within 90 days 
after the end of the year, 
(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information without 
notice or demand therefor; 


(b) estimate in the return the amount of tax payable by it under 
this Part in respect of the year; and 
(c) pay to the Receiver General the amount of tax. payable by it 
under this Part in respect of the year. 

Related Provisions: 150.1(5)— Electronic filing. 


S. 207.5(2)(a) 


History: The opening words of subsec. 207.4(1) amended by 1996, c. 21,'s. 54, appli- 
cable after February 27, 1995. The opening words formerly read: 


(1) Any. institution or public authority that is liable \to, pay a’ tax under section 
207.3 in respect of a year shall, within 90 days after the end. of that year, 


Forms: T1913: Part XI.2 tax return — tax for the disposition of certain properties. 
(2) Provisions applicable to Part — Subsections 150(2) and 


(3), sections 152 and 158, subsections 161(1) and (11), sections 162 
to 167 and Division J of Part I are applicable to this Part with such 


_ modifications as the circumstances require. 


Definitions [s. 207.4]: “Minister”, “prescribed” —248(1). 


History: The heading of Part XI.2 amended by 1996, c. 21, s. 52, applicable after 
February 27, 1995. The heading formerly read “Tax in respect of Certain Property Dis- 
posed of by Certain Public Authorities or Institutions”. 


PART XI.3 — TAX IN RESPECT OF 
RETIREMENT COMPENSATION 
ARRANGEMENTS 


207.5 (1) Definitions — In this Part, 


“RCA trust” under a retirement compensation arrangement means 


(a) any trust deemed by subsection 207.6(1) to be created in re- 
spect of subject property of the arrangement, and 


(b) any trust governed by the arrangement; 


“refundable tax” of a retirement compensation arrangement at the 
end of a taxation year of an RCA trust under the arrenRa nen means 
the amount, if any, by which the total of 


(a) 50% of all contributions made under the,arrangement while it 
was a retirement compensation arrangement and. before. the end 
of the year, and 


(b) 50% of the amount, if any, by which 


(i) the total of all amounts each of which is the income (de- 
termined as if this Act were read without reference to para- 
graph 82(1)(b)) of an RCA trust under the arrangement from 
a business or property for the year or a preceding taxation 
year or a capital gain of the trust for the year or a preceding 
taxation year, 


exceeds 


(ii) the total of all amounts each of which is ‘a loss of an RCA 
trust under the arrangement from a business or property for 
the year or a preceding taxation year or a capital loss of the 
trust for the year or a preceding taxation year, 


exceeds 


(c) 50%. of all amounts paid _as distributions to one or more per- 
sons. (including amounts that are required by paragraph 
12(1)(n.3) to be included in computing the recipient’s income) 
under the arrangement while it was a retirement compensation 
arrangement and before the end of the year, other than a distri- 
bution paid where it is established, by subsequent events or oth- 
erwise, that the distribution was paid as part of a series of pay- 
ments and refunds of contributions under the arrangement; 


Related Provisions: 207.5(2) — Deemed refundable tax on ‘election; 207.6(7)(c) — 
Where amount transferred from one RCA to another; 248(10) — Series of payments 


_ and refunds. See additional Related Provisions at end. of Part XI,3. 


“subject property of a retirement compensation arrangement” 
means’ property that is held in connection with the arrangement. 


(2) Election — Notwithstanding the definition “refundable tax” in 
subsection (1), where the custodian of a retirement compensation 
arrangement so elects in the return under this Part for a taxation 
year of an RCA trust under the arrangement and all the subject pro- 
perty, if any, of the arrangement (other than a right to claim a re- 
fund under subsection 164(1) or 207.7(2)) at the end.of the year 
consists only of cash, debt obligations, shares listed on a designated 
stock exchange, or any combination thereof, an amount equal to the 
total of 


(a) the amount of that cash at the end of the year; 
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(b) the total of all amounts each of which is the greater of the 
principal amount of such a debt obligation outstanding at the end 
of the year and the fair market value of the obligation at the end 
of the year, and 


(c) the fair market value of those shares at the end of the year 


shall be deemed for the purposes of this Part to be the refundable 
tax of the arrangement at the end of the year. 


Related Provisions: See at end of Part XI.3. 


History: Subsec. 207.5(2) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007, c. 35, para. 68(2)(n), applicable after December 
13, 2007. 

Definitions [s. 207.5]: “amount” — 248(1); “capital gain”, “capital loss” — 39(1), 
248(1); “custodian” — 248(1)“retirement compensation arrangement”; “designated 
stock exchange” — 248(1), 262; “person”, “prescribed” — 248(1); “property” — 
248(1); “RCA trust” — 207.5(1); “refundable tax” — 207.5(1), (2); “retirement com- 
pensation arrangement” — 248(1); “series” — 248(10); “share” —248(1); “subject 
property” — 207.5(1); “taxation year’ — 249; “trust” — 104(1), 248(1), (3). 

Forms [s. 207.5]: T735: Application for a remittance number for tax withheld from 
an RCA. 


207.6 (1) Creation of trust — In respect of the subject property 
of a retirement compensation arrangement, other than subject pro- 
perty of the arrangement held by a trust governed by a retirement 
compensation arrangement, for the purposes of this Part and Part I, 
the following rules apply: 


(a) an inter vivos trust is deemed to be created on the day that 
the arrangement is established; 


(b) the subject property of the arrangement is deemed to be pro- 
perty of the trust and not to be property of any other person; and 


(c) the custodian of the arrangement is deemed to be the trustee 
having ownership or control of the trust property. 
Related Provisions: 207.6(7) — Transfer from RCA to another RCA. See also 
Related Provisions at end of Part XI.3. 


Forms: T4041: Retirement compensation arrangements guide. 


(2) Life insurance policies — For the purposes of this Part and 
Part I, where by virtue of a plan or arrangement an employer is 
obliged to provide benefits that are to be received or enjoyed by any 
person on, after or in contemplation of any substantial change in the 
services rendered by a taxpayer, the retirement of a taxpayer or the 
loss of an office or employment of a taxpayer, and where the em- 
ployer, former employer or a person or partnership with whom the 
employer or former employer does not deal at arm’s length acquires 
an interest in a life insurance policy that may reasonably be consid- 
ered to be acquired to fund, in whole or in part, those benefits, the 
following rules apply in respect of the plan or arrangement if it is 
not otherwise a retirement compensation arrangement and is not ex- 
cluded from the definition “retirement compensation arrangement’, 
in subsection 248(1), by any of paragraphs (a) to (1) and (n) thereof: 

(a) the person or partnership that acquired the interest is deemed 

to be the custodian of a retirement compensation arrangement; 


(b) the interest is deemed to be subject property of the retirement 
compensation arrangement; 


(c) an amount equal to twice the amount of any premium paid in 
respect of the interest or any repayment of a policy loan thereun- 
der is deemed to be a contribution under the retirement compen- 
sation arrangement; and 


(d) any payment received in respect of the interest, including a 
policy loan, and any amount received as a refund of refundable 
tax is deemed to be an amount received out of or under the re- 
tirement compensation arrangement by the recipient and not to 
be a payment of any other amount. 


(3) Incorporated employee — For the purpose of the provisions 
of this Act relating to retirement compensation arrangements, where 


(a) a corporation that at any time carried on a personal services 
business, or an employee of the corporation, enters into a plan or 
arrangement with a person or partnership (referred to in this sub- 
section as the “employer”) to whom or which the corporation 
renders services, and 
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(b) the plan or arrangement provides for benefits to be received 
or enjoyed by any person on, after or in contemplation of the 
cessation of, or any substantial change in, the services rendered 
by the corporation, or an employee of the corporation, to the 
employer, 


the following rules apply: 


(c) the employer and the corporation are deemed to be an em- 
ployer and employee, respectively, in relation to each other, and 


(d) any benefits to be received or enjoyed’ by any person under 
the plan or arrangement are deemed to be benefits to be received 
or enjoyed by the person on, after or in contemplation of a sub- 
stantial change in the services rendered by the corporation. 


Related Provisions: 18(1)(p) — Limitation on deductions re incorporated employ- 
ees. See additional Related Provisions at end of Part XI.3. 


(4) Deemed contribution — Where at any time an employee 
benefit plan becomes a retirement compensation arrangement as a 
consequence of a change of the custodian of the plan or as a conse- 
quence of the custodian ceasing either to carry on business through 
a fixed place of business in Canada or to be licensed or otherwise 
authorized under the laws of Canada or a province to carry on in 
Canada the business of offering to the public its services as trustee, 


(a) for the purposes of this Part and Part I, the custodian of the 
plan is deemed to have made a contribution to the arrangement 
immediately after that time; in an amount equal to the fair mar- 
ket value at that time of all the properties of the plan; and 


(b) for the purposes of section 32.1, that amount is deemed to be 
a payment made at that time out of or under the plan to or for the 
benefit of employees or former employees of the employers who 
contributed to the plan. 


Related Provisions: See Related Provisions and Definitions at end of Part XI.3. 


(5) Resident’s arrangement — For the purposes of this Act, 
where a resident’s contribution has been made under a plan or ar- 
rangement (in this subsection referred to as the “plan’’), 


(a) the plan is deemed, in respect of its application to all resi- 
dent’s contributions made under the plan and all property that 
can reasonably be considered to be derived from those contribu- 
tions, to be a separate arrangement (in this subsection referred to 
as the “residents’ arrangement’) independent of the plan in re- 
spect of its application to all other contributions and property 
that can reasonably be considered to derive from those other 
contributions; 


(b) the residents’ arrangement is deemed to be a retirement com- 
pensation arrangement; and 


(c) each person and partnership to whom a contribution is made 
under the residents’ arrangement is deemed to be a custodian of 
the residents’ arrangement. 
Related Provisions: 207.6(5.1) — Resident’s contribution; 252.1 — Where union is 
employer. See additional Related Provisions at end of Part XI.3. 
History: Subsec. 207.6(5) substituted by 1994, c. 21, s. 94, applicable after October 8, 
1986. That subsec. formerly read: 
(5) For the purposes of the provisions of this Act relating to retirement compen- 
sation arrangements, where a contribution has been made under a plan or ar- © 
rangement (in this subsection referred to as the “plan’’) that would, but for para- 
graph (1) of the definition “retirement compensation arrangement”, in subsection 
248(1), be a retirement compensation arrangement, to the extent that the contri- 
bution can reasonably be considered to have been made at any particular time in 
respect of services rendered by an employee who 
(a) was resident in Canada at the time the services were rendered; and 
(b) where the employee was a member of the plan before the employee be- 
came a resident of Canada, had been so resident for more than 60 of the 72 
months preceding the time the services were rendered, 
the following rules apply: 


(c) another plan or arrangement (in this subsection referred to as the “resi- 
dent’s arrangement”) is deemed to be established at the particular time, 


(d) the resident’s arrangement is deemed to be a separate arrangement inde- 
pendent of the plan, 


(e) the resident’s arrangement is deemed to be a retirement compensation 
arrangement the custodian of which is the recipient of the contribution, 
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(f) the contribution is deemed to have been made under the resident’s ar- 
rangement and not under the plan, and 


(g) all property that can reasonably be considered to derive from the contri- 
bution is deemed to be property held in connection with the resident’s ar- 
rangement and not in connection with the plan. 


Regulations: 6804(4)-(6) (prescribed contribution), 


(5.1) Resident’s contribution — For the purpose of subsection 
(5), “resident’s contribution” means such part of a contribution 
made under a plan or arrangement (in this subsection referred to as 
the “plan’’) at a time when the plan would, but for paragraph (1) of 
the definition “retirement compensation arrangement” in subsection 
248(1), be a retirement compensation arrangement as 


(a) is not a prescribed: contribution; and 


(b) can reasonably be considered to have been made in respect 
of services rendered by an individual, to an employer in a period 


(i) throughout which’ the individual was resident in Canada 
and rendered services to the employer that were primarily 
services rendered in Canada or services rendered in connec- 
tion with a business carried on by the employer in Canada (or 
a combination of such services), and 


(ii) at the beginning of which the individual had been resi- 
dent in Canada throughout at least 60 of the 72 preceding 
calendar months, where the individual was non-resident at 
any time before the period and became a member of the plan 


before the end of the month after the month in which the in- 


dividual became resident in Canada, 


and, forthe purpose of. this paragraph, where benefits provided | 


to. an individual under:a particular plan or arrangement are re- 


placed. by benefits under another plan or arrangement, the other | 


plan or arrangement shall be deemed, in respect of the indivi- 


dual, to be the same plan or arrangement as the particular plan or © 


arrangement. 
Related Provisions: 252.1,—.Where union is employer: 


History: Subsec. 207.6(5.1) added by 1994, c.'21, s. 94, applicable ‘after October 8, 
1986. 


Regulations: 6804(4)-(6) (prescribed contribution). 


(6) Prescribed plan or arrangement — For the purposes of the 
provisions of this Act relating to retirement compensation ‘arrange- 
ments, the following rules apply in respect a a ies Joi or 
arrangement: 


(a) the plan or arrangement shall be deemed. to pee a retirement 
compensation arrangement; 


(b) an amount credited at any time to the account established in 
the accounts of Canada or a province in connection with the plan 
or arrangement shall be, except to the extent that it is in respect 
of a refund determined under subsection 207.7(2), deemed to be 
a contribution under the plan or arrangement at that time; 


(c) the custodian of the plan or arrangement shall be deemed to 
be : 


(i) where the account is established in the accounts of Can- 
ada, Her Majesty in right of Canada, and 


(ii) where the account is established in the accounts of a 
_ province, Her. Majesty in right of that province; and 


(d) the subject property of the plan or arrangement, at any time, 
shall be deemed to include an amount of cash equal to the bal- 
ance at that time in the account. 


Related Provisions: See at end of Part XI.3. 


History: Subsec. 207.6(6) added by 1994, c. 7, Sch. VIII (1993, ¢::24), s..121, applica- 
ble after 1991. 


Regulations: 103(7)(a)(ii) (no withholding on’ transfer neers 207. 6(6)): 6802 (pre+ 
scribed plan or arrangement). 


(7) Transfers — Where an amount (other than an amount that is 
part of a series of periodic payments) is transferred directly to a 
retirement compensation arrangement (other than an arrangement 


S. 207.7(2) 


the custodian of which is non-resident or whichis deemed by sub- 
section (5) to be a retirement compensation arrangement) from an- 
other retirement compensation arrangement, 


(a) the amount shall not, solely because of the transfer, be in- 
cluded in computing a taxpayer’s income under Part I; 


(b) no deduction may be made in respect of the amount in com- 
puting a taxpayer’s income under Part I; and 


(c) the amount is considered, for the purpose of the definition 
“refundable tax” in subsection 207.5(1), to be paid as a distribu- 
tion to one or more persons under the arrangement from which 
the amount is transferred and to be a contribution made under 
the arrangement to which the amount is transferred. 


Related. Provisions: 60(t)(ii)(A), (A.1); (E), 60(u)Gi)(A), .(A.1),; \(E) — Whether 
amounts transferred under 207.6(7) deductible; -212(1)G) — Transfer not subject to 
non-resident withholding tax. 


History: Subsec. 207.6(7) added by 1998, c. 19, s. 212, applicable to amounts trans- 
ferred after 1995. 


Regulations: 103(7)(a)@ii) (no withholding on transfer under 307.6(7)): 6802,1(2) 
(prescribed plans and arrangements). 


Definitions [s. 207.6]: “amount” — 248(1); “arm’s length”. — 251(1); “business? — 
248(1);, “Canada” — 255; “carrying on business” — 253; “corporation” — 248(1), In- 
ferpretation Act 35(1); “custodian” — 248(1) “retirement compensation arrangement’; 

“employee”, “employee benefit. plan’, .“‘employer’,, “employment” — 248(1); “Her 
Majesty” — Interpretation Act 35(1); “individual” — 248(1); “inter. vivos trust’? — 
108(1), 285 1); “life insurance policy” — 138(12), 248(1); “non-resident’’, “office”, 

“person”, . “prescribed” — 248(1); prescribed pian or arrangement” — Reo. ert 
6802, 6802.1, 6803; DROpeRty — 248(1); “province” — Interpretation Act 35(1); “ 
fundable tax” — 207.5(1); “resident in Canada” — 250; “residents’ arrangement’ — 
207.6(5)(b); “resident’s contribution” — 207.6(5.1); “retirement compensation ar- 
rangement” — 248(1); “subject property” — 207.5(1); “taxpayer” — 248(1); “trust” — 
104(1), 248(1), (3). 


Forms [s. 207.6]: 1733: Application for an RCA account number. 


9 6 29 66 


207.7 (1) Tax payable — Every custodian of a retirement com- 


| pensation arrangement shall pay a tax under this Part for each taxa- 


tion year, of an RCA trust under the. arrangement equal to the 
amount, if any, by which the refundable tax of the arrangement at 
the end of the year exceeds the refundable tax of the arrangement at 
the end of the immediately preceding taxation year, if any. 


Related Provisions: See at end of Part XI.3. 


Forms: T4041: Retirement compensation arrangements guide. 


(2) Refund — Where the custodian of a retirement compensation 
arrangement has filed a return under this Part for a taxation year 
within three years after the end of the year, the Minister 


- (a) may, on sending the notice of assessment for the year or a 
notification that no tax is payable for the year, refund without 
application an amount equal to the amount, if any, by which the 
refundable tax of the arrangement at the end of the immediately 
preceding year exceeds the refundable tax of the arrangement at 
the end of the year; and ' 


(b) shall, with all due dispatch, make such a refund after sending 
the notice of assessment if application for it has been made in 
writing by the custodian within three years after the day of send- 
ing of a notice of an original assessment for the year or of a 
notification that no tax is payable for the year. 


Related Provisions: 207.6(6) — Prescribed plan or arrangement; 244(14), (14.1) — 
Date when notice sent. See additional Related Provisions at end of Part XI.3. 


History: Paras. 207.7(2)(a) and’ (b) amended by 2010, c. 25, s. 63, in force on Decem- 
ber 15, 2010. They formerly read: 


(a) may, on mailing the notice of assessment for the year or a notification that no 

tax is payable for the year, refund without application therefor an amount equal 

to the amount,’if any, by which the’ refundable tax of the arrangement at the end 

of the immediately preceding year exceeds the refundable tax of the arrangement 
at the end of the year; and 


(b) shall, with all due dispatch, make such a refund after mailing the notice of 
assessment if application therefor has been made in writing by the custodian 
within three years after the day of mailing of ‘a notice of an original assessment 
for the year or of a notification that no tax is payable for the year. 
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(3) Payment of tax — Every custodian of a retirement compensa- 
tion arrangement shall, within 90 days after the end of each taxation 
year of an RCA trust under the arrangement, 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax, if any, payable by 
the custodian under this Part for the year; and 


(c) pay to the Receiver General the amount of tax, if any, paya- 
ble by the custodian under this Part for the year. 


Related Provisions: 147.1(3) — Postponement of filing deadline where RCA is 
registered as pension plan; 150.1(5) — Electronic filing; 248(7) — Return deemed re- 
ceived on day mailed. See additional Related Provisions at end of Part XI.3. 


Forms: T3-RCA: Part XI.3 tax return—retirement compensation arrangement; 
T4041: Retirement compensation arrangements guide. 


(4) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158, subsections 161(1) and (11), sections 162 
to 167 and Division J of Part I are applicable to this Part with such 
modifications as the circumstances require. 


Definitions [s. 207.7]: “amount”, “assessment” — 248(1); “custodian” — 248(1)“re- 
tirement compensation arrangement”; “day of sending” — 244(14), (14.1); “Minister”, 
“prescribed” — 248(1); “RCA trust”, “refundable tax” — 207.5(1); “retirement com- 
pensation arrangement’ — 248(1); “tax payable” — 248(2); “taxation year” — 249; 
“trust”? — 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


Forms [s. 207.7]: T4A-RCA: Statement of distributions from an RCA; T4A-RCA 
Summ: Information return of distributions from an RCA; T735: Application for a re- 
mittance number for tax withheld from an RCA; T737-RCA: Statement of contribu- 
tions paid to a custodian of an RCA. 


Related Provisions [Part XI1.3]: 8(1)(m.2) — Deduction for employee RCA contri- 
butions; 87(2)(j.3) — Amalgamations — continuation of corporation; 107.2 — Distri- 
bution by RCA to beneficiary; 149(1)(q.1) —RCA trust exempt from Part I tax; 
153(1)(p)-(r) — Withholding of tax at source on contribution to RCA, distribution out 
of RCA, and purchase of interest in RCA; 160.3 — Joint and several liability — RCA 
benefits; 227(8.2) — Liability for failure to withhold. 


PART XIl — TAX IN RESPECT OF CERTAIN 
ROYALTIES, TAXES, LEASE RENTALS, 
ETC., PAID TO A GOVERNMENT BY A TAX 
EXEMPT PERSON [REPEALED] 


208. [Repealed] 


History [Part XII]: Part XII repealed by 2003, c. 28, s. 15, applicable to taxation years 
that begin after 2006. Part. XII formerly read: 


208. (1) Tax payable by exempt person — Where in a taxation year an 
amount (other than an amount to which paragraph 18(1)(1.1) or (m) applies) was 
paid, payable, distributed or distributable in any manner whatever by a person 
(other than a prescribed person) who was exempt from tax under Part I on that 
person’s taxable income to anyone in respect of any production from a Canadian 
resource property of the person of petroleum, natural gas or other related hydro- 
carbons or of metals or minerals to any-stage that is not beyond the specified 
stage or in respect of any revenue or income that may reasonably be regarded as 
attributable to that production, the person shall, in respect of the year, pay a tax 
under this Part equal to 33'/3% of the lesser of 


(a) the total of all amounts in respect of the property, each of which is 


(i) an amount that became receivable in the year and that was required 
by paragraph 12(1)(0) to be included in computing the person’s income 
for the year, 


(ii) an amount that was paid or became payable by the person in the year 
and that by virtue of paragraph 18(1)(1.1) or (m) was not deductible in 
computing the person’s income for the year, 
(iii) an amount by which the person’s proceeds of disposition were in-' 
creased by virtue of subsection 69(6) in the year, or 
(iv) an amount by which the person’s cost of acquisition was decreased 
by virtue of subsection 69(7) in the year, and 

(b) the proportion of the amount determined under paragraph (a) that 
(i) the total of all amounts each of which is an’ amount (other than an 
amount to which paragraph 18(1)(1.1) or (m) applies) that was paid, pay- 
able, distributed or distributable by the person in the year in any manner 
whatever to 


(A) another person (other than a person whose taxable income is 
exempt from tax under Part I), or 
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(B) another person whose taxable income is exempt from tax under 
Part I, where the amount was paid, payable, distributed or distribut- 
able as part of a transaction or event or series of transactions or 
events to which any person whose taxable income is not exempt 
from tax under Part I was a party 


in respect of any production from the property of petroleum, natural gas 
or other related hydrocarbons or of metals or minerals to any stage that 
is not beyond the specified stage or in respect of any reyenue or income 
that can reasonably be regarded as attributable to that production 


is of 
(ii) the amount, if any, by which the total of 


(A) the income of the person from the property for the year from the 
production of petroleum, natural gas or other related hydrocarbons 
or of metals or minerals to any stage that is not beyond the specified 
stage, computed in accordance with Part I on the assumption that 
the property was the person’s only source of income and that the 
person was allowed only those deductions in computing income 
from the property (other than a deduction under paragraph 
20(1)(v.1) or section 65) that may reasonably be regarded as appli- 
cable to that income from the property, and 


(B) the amount determined under subparagraph (i) 
exceeds 
(C) the amount determined under paragraph (a). 


(1.1) Definition of “specified stage” — For the purpose of subsection (1), 
“specified stage” means, in respect of the production from a Canadian resource 
property of a substance, : , 


(a) where, the substance is petroleum or related hydrocarbons (other than nat- 
ural gas), the crude oil stage or its equivalent; 


(b) where the substance is natural gas, the stage of natural gas that is accept- 
able to a common carrier of natural gas; 


(c) where the substance is a metal or mineral (other than iron, sulphur or 
petroleum or related hydrocarbons), the prime metal stage or its equivalent; 


(d) where the substance is iron, the pellet stage or its equivalent; and 
(e) where the substance is sulphur, the marketable sulphur stage. 


(2) Return and payment of tax — A person liable to pay a tax under this Part 
in respect of a year shall, on or before its balance-due day for a taxation year, 


(a) file with the Minister a return for the year under this Part in prescribed 
form and containing prescribed. information, without notice or demand 
therefor; 


(b) estimate in the return the amount of tax payable by the person under this .. 
Part in respect of the year; and 


(c) pay to the Receiver General the tax payable by the person under this Part 
for the year. 


(3) Liability of trustee — Where a trustee of a trust liable to pay tax under sub- 
section (1) does not pay to the Receiver General the amount of the tax within the 
time specified in subsection (2), the trustee is personally liable to pay on behalf 
of the trust the full amount of the tax and is entitled to recover from the trust any 
amount paid by the trustee as tax under this section. 


(4) Provisions applicable to Part — Subsections 150(2) and (3), sections 152 
and 158, subsections 161(1) and (11), sections 162 to 167 and Division J of Part 
I are applicable to this Part with such modifications as the circumstances require. _ 


The opening words of subsec. 208(2) amended by 2003, c. 15, s. 125, applicable to 
taxation years that begin after June 2003. The opening words formerly read: 


(2) A person liable to pay a tax under this Part in respect of a year shall, within 3 
months from the end of the year, 


Subsec. 208(1.1) amended by 1997, c. 25, s. 58, applicable to taxation years that begin 
after 1996. Subsec. (1.1) formerly read: 


(1.1) For the purpose of subsection (1), “specified stage” means, in respect of the 
production from a Canadian resource property 


(a) where the production is petroleum, natural gas or related hydrocarbons 
from an oil or gas well or a mineral resource, the crude oil stage or its 
equivalent; 


(b) where the production is metal or minerals (other than iron or petroleum 
or related hydrocarbons) from a mineral resource, the prime metal stage or 
its equivalent; and 


(c) where the production is iron from a mineral resource, the pellet stage or 
its equivalent. 


Subpara. 208(1)(b)(i) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 169, applicable 
to 1988 et seg. That subpara. formerly read: 


(i) the total of all amounts each of which is an amount (other than an amount to 
which paragraph 18(1)(1.1) or (m) applies) that was paid, payable, distributed or 
distributable in the year in any manner whatever to anyone in respect of any 
production from the property of petroleum, natural gas or other related hydrocar- 
bons or of metals or minerals to any stage that is not beyond the specified stage 
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or in respect of any revenue or income that may reasonably be regarded as ‘attrib- . 
utable to that production ; 


PART XIl.1 — TAX ON CARVED-OUT 
INCOME 


209. (1) Definitions — For the purposes of this Part, 


_ “carved-out income” of a person for a taxation year from a carved- 


out property means the amount, if any, by which 


(a) the person’s income for the year attributable to. the property 
computed under Part I on the assumption that in computing in- 
come no deduction was allowed under section 20, subdivision e 
of Division B of Part I or section 104, 


exceeds the total of 


(b) the amount deducted under subsection 66.4(2) in computing 
the person’s income for the year to the extent that it may reason- 
ably be considered to be attributable to the property, and 


(c) to the extent that the property is an interest in a bituminous 
sands deposit or oil shale deposit, the amount deducted under 
subsection 66.2(2) in computing the person’s income for the 
year to the extent that it can reasonably be considered to be at- 
tributable to the cost of that interest; 


Related Provisions: 66(14.6)— Deduction of carved-out income; 
Partnerships. 


209(6) — 


History: Para. (a) of the definition “carved-out income” in subsec. 209(1) amended by 
2003, c. 28, s. 16, applicable to taxation years that begin after 2006. Para. (a). formerly 
read: 


(a) the person’s income for the year attributable to the property computed under 
Part I on the assumption that in computing that income no deduction was al- 
lowed under section 20 (other than a deduction under paragraph 20(1)(v.1)), sub- 
division e of Division B of Part I or section 104, 


Para. (c) of the definition “carved-out income” in subsec. 209(1):amended by 1997, c. 
25, s. 59, applicable after March 6, 1996. Para. (c) formerly read: 


(c) to the extent that the property is an interest in a bituminous sands deposit, oil 
sands deposit or oil shale deposit, the amount deducted under subsection 66.2(2) 
in computing the person’s income for the year to the extent that it may reasona- 
bly be considered to be attributable to the cost of that interest; 


“carved-out property” of a person means 
(a) a Canadian resource property where 


(i) all or substantially all of the amount that the person is or 
may become entitled to receive in respect of the property 
may reasonably be considered to be limited to a maximum 
amount or to an amount determinable by reference to a stated 
quantity of production from a mineral resource or an ac- 
cumulation of petroleum, natural gas or _ related 
hydrocarbons, 


(ii) the period of time during which the person’s interest in 
the income attributable to the property may reasonably be ex- 
pected to continue is 


(A) where the property is a head lease or may reasonably 
be considered to derive from a head lease, less than the 
lesser of 10 years and the remainder of the term of the 
head lease, and 


(B) in any other case, less than 10 years, 


(iii) the person’s interest in the income attributable to the 
property, expressed as a percentage of production for any pe- 
riod, may reasonably be expected to be reduced substantially, 


(A) where the property is a head lease or may reasonably 
be considered to derive from a head lease, at any time 
before 


(I) the expiration of a period of 10 years commencing 
when the property was acquired, or 


(II) the expiration of the term of the head lease, 
whichever occurs first, and 
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(B) in any other case, at any time before the expiration of 
a period of 10 years commencing when the property was 
acquired, or 


(iv) another person has a right under an arrangement to ac- 
quire, at any time, the property or a portion thereof or a simi- 
lar property from the person and it is reasonable to consider 
that one of the main reasons for the arrangement, or any se- 
ries of transactions or events that includes the arrangement, 
was to reduce or postpone tax that would, but for this subpar- 
agraph, be payable under this Part, or 


(b) an interest in’a partnership or trust that holds a Canadian 
resource property where it is reasonable to consider that one of 
the main reasons for the existence of the interest is to reduce or 
postpone the tax that would, but for this paragraph, be payable 
under this Part, 


but does not include 


(c) an interest in respect of a property that was acquired by the 
person solely in consideration of the person’s undertaking under 
an agreement to incur Canadian exploration expense or Cana- 
dian development expense in respect of the property and, where 
the agreement so provides, to acquire gas or oil well equipment 
(as defined in subsection 1104(2) of the Income Tax Regula- 
tions) in respect of the property, 


(c.1) an interest in respect of a property that was retained by the 
person under an agreement under which another person obtained 
an absolute or conditional right to acquire another interest in re- 
spect of the property, if the other interest is not carved-out pro- 
gis of the other person because vt paragraph (c), 


eee Amendment — 209(1)carved-out 
: property (@); oh 


provides, to — 
n subsection - 
sae of the 


est, or for civil law : a right, in respect of a piapery 
etained by the person under an agreement under 
r person obtained an absolute or conditional. right 
uire another interest, or for civil law another right, in 
of the property, if the other interest or right is not 
te ae — the other — because of (ate tae 


Application: The Ky 16, 2010 draft iegidinion (Part 2. bij alism), s. 243, will e 
amend paras. (c) and (c. 1) of the definition “carved-out pe perty” in subsec. 209(1) 
to read as above, to come: ‘into ‘force on Royal Assent. 


Technical Notes (July 201 0): ‘See under 12(4). 


(d) a particular property acquired fe the person under an ar- 
rangement solely as consideration for the sale of a Canadian re- 
source property (other than a property that, immediately before 
the sale was a carved-out property of the person) that relates to 
the particular property except where it is reasonable to consider 
that one of the main reasons for the arrangement, or any series 
of transactions or events that includes the arrangement, was to 
reduce or postpone tax that would, but for this paragraph, be 
payable under this Act, 


(e) a property retained or reserved by the person out of a Cana- 
dian resource property (other than a property that, immediately 
before the transaction by which the retention or reservation is 
made, was a carved-out property of the person) that was dis- 
posed of by the person except where it is reasonable to consider 
that one of the main reasons for the retention or reservation, or 
any series of transactions or events in which the property or in- 
terest was retained or reserved, was to reduce or postpone tax 
that would, but for this paragraph, be payable under this Act, 
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(f) a property acquired by the person from a taxpayer with 
whom the person did not deal at arm’s length at the time of the 
acquisition and the property was acquired by the taxpayer or a 
person with whom the taxpayer did not deal at arm’s length 


(i) pursuant to an agreement in writing to do so entered into 
before July 20, 1985, or 


(ii) under the circumstances described in this paragraph or 
paragraph (d) or (e), 


except where it is reasonable to consider that one of the main 
reasons for,the acquisition of the property, or any series of trans- 
actions or events in which the property was acquired, was to re- 
duce or postpone tax that would, but for this paragraph, be paya- 
ble under this Act, 


(f.1) where the taxable income of the person is exempt from tax 
under Part I, a property of the person that 


(i) does not relate to property of a person whose taxable in- 
come is not exempt from tax under Part I, and 


(ii) is not, and does not relate to, property that was at any 
time a carved-out property of any other person, or 


(g) a prescribed property; 
Related Provisions: 209(6) — Partnerships; 248(10) — Series of transactions. 
History: Para. (c) of “carved-out property” in subsec. 209(1) substituted, and (c.1) 


added, by 1994, c. 7, Sch. Il (1991, c. 49), subsec. 170(1), applicable to property ac- 
quired after July 19, 1985. Para. (c) formerly read: 


(c) an interest in respect of a property that was acquired by the person under an 
agreement solely in consideration of the person’s undertaking to incur Canadian 
exploration expense or Canadian development expense in» respect of the 
property, 
Para. (f.1) of “carved-out property” in subsec. 209(1) added by 1994, c. 7, Sch. If 
(1991, c. 49), subsec. 170(2), applicable to property acquired after 1987. 


Regulations: 7600 (prescribed property). 


‘“thead lease” means a contract under which 
(a) Her Majesty in right of Canada or a province grants, or 


(b) an owner in fee simple, other than Her Majesty in right of 
Canada or a province, grants for a period of not less than 10 
years 


any right, licence or privilege to explore for, drill for or take petro- 
leum, natural gas or related hydrocarbons in Canada or to prospect, 
explore, drill or mine for minerals in a mineral resource in Canada; 


“term” of a head lease includes all renewal periods in respect of the 
head lease. 


(2) Tax — Every person shall pay a tax under this Part for each 
taxation year equal to 45% of the total of the person’s carved-out 
incomes for the year from carved-out properties. 


Related Provisions: 
carved-out income. 


18(1)(t) — Tax is non-deductible; 66(14.6) — Deduction of 


History: Subsec, 209(2) substituted by: 1994, c. 21, s. 95, applicable to 1992 ef seg. 
That subsec. formerly read: 


(2) Every person shall pay a tax under this Part for each taxation year equal to 
50% of the total of the person’s carved-out incomes for the year from caryed-out 
properties. 


(3) Return — Every person liable to pay tax under this Part for a 
taxation year shall file with the Minister, not later than the day on or 
before which the person is or would be, if the person were liable to 
pay tax under Part I for the year, required under section 150 to file a 
return of the person’s income for the year under Part I, a return for 
the year under this Part in prescribed form containing an estimate of 
the amount of tax payable by the person under this Part for the year. 


Related Provisions: 150.1(5) — Electronic filing. 


Forms: 12096: Part XII.1 tax return — tax on carved-out income. 
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(4) Payment of tax — Where a person is liable to pay tax for a 
taxation year under this Part, the person shall pay in respect of the 
year, to the Receiver General 


(a) on or before the last day of each month in the year, an 
amount equal to 1/12 of the amount of tax payable by the person 
under this Part for the year; and 


(b) the remainder, if any, of the tax payable by the person under 
this Part for the year, on or before the person’s balance- ae day 
for the year. 


History: Para. 209(4)(b) amended by 2003, c. 15, s. 126, applicable to taxation years 
that begin after June 2003. Para. 209(4)(b) formerly read: 


(b) the remainder, if any, of the tax payable by the person under this Part for the 
year, on or before the end of the second month following the end of the year. 


(5) Provisions applicable to Part — Subsections 150(2) and 
(3) and sections 152, 158 and 159, subsections 161(1), (2) and (11), 
sections 162 to 167 and Division J.of Part I are applicable to this 
Part with such modifications as the circumstances require. 


(6) Partnerships — For the purposes of subsection (1), a partner- 
ship shall be deemed to be a person and its taxation year shall be 
deemed to be its fiscal period. 

Definitions [s. 209]: “amount” — 248(1); “arm’s length” — 251(1); “bituminous 
sands” — 248(1); “Canada” — 255; “Canadian development expense” — 66.2(5), 
248(1); “Canadian exploration expense” — 66.1(6), 248(1); “Canadian resource pro- 
perty” —66(15), 248(1); “carved-out income”, “carved-out property” — 209(1); “fis- 
cal period” — 249(2)(b), 249.1; “head lease” — 209(1); “Her Majesty” — Interpreta- 
tion Act 35(1); “mineral resource”, “mineral”, “Minister” — 248(1); “person” — 
209(6), 248(1); “prescribed”, “property” — 248(1); “province” — Interpretation Act 
35(1); “series of transactions” — 248(10);. “tax payable” — 248(2); “taxable in- 
come” — 2(2), 248(1); “taxation year’ — 209(6), 249; “taxpayer” — 248(1); 
“term” — 209(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


PART XIl.2 — TAX ON DESIGNATED 
INCOME OF CERTAIN TRUSTS 


210. Designated beneficiary — In this Part, a “designated bene- 
ficiary” under a trust at any time means a beneficiary under the trust 
that was, at that time, 


(a) a non-resident person; 
(b) a non-resident-owned investment corporation; 


(c) a person exempt from tax under Part I by reason of subsec- 
tion 149(1), where that person acquired an interest in the trust 
after October 1, 1987 directly or indirectly from a ee oe 
under the trust except 


(i) where the interest was owned continuously since October 
1, 1987 or the date on which the interest was created, which- 
ever is later, by persons exempt from tax under Part I by rea- 
son of subsection 149(1), or 


(ii) where the person was a trust governed by 
(A) a registered retirement savings plan, or 
(B) a registered retirement income fund, 


and acquired the interest, directly or indirectly, from an indi- 
vidual or the spouse or common-law partner or former 
spouse or common-law partner of the individual who was, 
immediately after the interest was acquired, a beneficiary 
under the trust governed by the fund or plan; 


(d) a trust resident in Canada (other than a testamentary trust, a 
mutual fund trust or a trust exempt, because of subsection 
149(1), from tax under Part I on all or part of its taxable in- 
come), if 


(i) a person described in paragraph (a), (b) or (c), 
(ii) a partnership described in paragraph (e), or 


(iii) a trust (other than a trust resident in Canada that is a 
testamentary trust) 


is, at that time, a beneficiary thereunder; or 
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(e) a partnership, if a person described in paragraph (a), (b) or 
(d), a partnership or a person exempt from tax under Part I by 
reason of subsection 149(1) is, at that time, a member thereof. 


Up > Ly x 
the other partnership / 
yf subsection 


} paragraph (e) of the definiti 

of a trust if a member of the partnership is a pers : 
d) of the definition, another ates or a person exempt — 

from ex under Part I by reason of subsection 149(1). 


1987 and the day. on hind: the. parcel 
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The opening words of the definition “designated beneficiary” are amended so that the 
references in the definition to a “trust” under which there may be a designated bene- 
ficiary are references to a “particular trust”. 


Paragraph (c) of the definition “designated beneficiary” is amended to clarify that a 
designated beneficiary of a particular trust includes, except as provided in subpara- 
graphs (c)(i) and (ii) of the definition, a person who is, because of subsection 149(1), 
exempt from tax under Part I on all or part of their taxable income and who acquired 
an interest in the particular trust after October 1, 1987 directly or indirectly from a 
beneficiary under the particular trust. 


Paragraph (d) of the definition “designated beneficiary” is amended so that a desig- 
nated beneficiary of a particular trust includes another trust (in this commentary re- 
ferred to as the “other trust”) having as a beneficiary any one of the following per- 
sons or partnerships: 


* under subparagraphs (d)(i) and (ii) of the definition, a non-resident person (in- 
cluding a trust) or a non-resident-owned investment corporation; 


under subparagraphs (d)(iii) of the definition, any trust, other than 


— a testamentary trust (however, note that if the testamentary trust were non- 
resident, the other trust would be treated as a designated beneficiary of the 
particular trust because of subparagraph (d)(i)), 


— a mutual fund trust, 


— a trust that is exempt because of subsection 149(1) from tax under Part I on 

all or part of its taxable income (however, note that under subparagraph 

(d)(iv), described below, such a trust may cause the other trust to be a desig- 
nated beneficiary of the particular trust), and _ 


— a trust none of the beneficiaries under which is, at that time, a designated 


beneficiary under it and whose interest, at that time, in the other trust was 
held, at all times after the day on which the interest was created, either by it 
or by persons who were exempt because of subsection 149(1) from tax under 
Part I on all of their taxable income; : 


¢ under subparagraph (d)(iv) of the definition, a person (including a trust) or part- 
nership that ; 


— is a designated beneficiary under the other trust because of paragraph (c) of 

the definition (i.e., a person who is, because of subsection 149(1), exempt 

~ from tax under Part I on all or part of their taxable income and who acquired 

an interest in the particular trust after October 1, 1987 directly or indirectly 

from a beneficiary under the particular trust) or because of paragraph (e) of 
the definition, or / 


—— would, based on the assumptions set out it in clause (d)(iv)(B), be a 
designated beneficiary under the particular trust because of paragraph 
(c) or (e) of the definition. 


Note that a person or partnership that is a beneficiary of the other trust need only be 
described in any of one of subparagraphs (d)(i) to (iv) in order for the other trust to 
be a designated beneficiary of the particular trust. Note also that references in para- 
graph (d) of the definition to the expression “resident in Canada” are removed as 
these are unnecessary given that paragraph (a) of the definition provides that a non- 
resident person is a designated beneficiary. 


Paragraph (d) of the definition is also amended to provide that the other trust will not 
be treated, under that paragraph, as a designated beneficiary of the particular trust if 
it is a testamentary trust, a mutual fund trust, or a trust that is exempt because of 
subsection 149(1) from tax under Part I on all or part of its taxable income. However, 
these excluded trusts may be treated as designated beneficiaries of the particular trust 
under paragraphs (a) or (c) of that definition (e.g., a non-resident testamentary trust). 


Amended paragraph (e) of the definition provides, in new subparagraph (e)(i), that a 
designated beneficiary of a particular trust includes a particular partnership any of the 
members of which is another partnership. However, no such other partnership will 
cause the particular pee to be a designated beneficiary under the particular 
partnership if 


* all such other partnerships are Canadian partnerships (as defined in subsection 
102(1)), 


e the interest of each such other partnership in the particular partnership is held, at 
all times after the day on which the interest was created, by the other partnership 
or by persons who were exempt because of subsection 149(1) from tax under 
Part I on all of their taxable income, 


* the interest of each member, of each such other partnership, that is a person ex- 
empt because of subsection 149(1) from tax under Part I on all or part of its 
taxable income was held, at all times after the day on which the interest was 
created, by that member or by persons who were exempt because of subsection 
149(1) from tax under Part | on all of their taxable income, and 


* the particular partnership’s beneficial interest in the particular trust is held, at all 
times after the day on which the interest was created, by the particular partner- 
ship or by persons who were exempt because of subsection 149(1) from tax 
under Part I on all of their taxable income. 


Under subparagraphs (e)(ii) to (iv), a particular partnership will be a designated ben- 
eficiary under a particular trust if any one of the partnership's members is a non- 
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resident person, a non-resident-owned investment corporation, or a specified person. 
For this purpose, a specified person means a trust that is,a designated beneficiary of 
the particular trust because of paragraph (d) of the definition or a trust that would be 
such a designated beneficiary on the following assumptions: the other trust was at 
that time a beneficiary under the particular trust whose interest as a beneficiary under 
the particular trust were 

* acquired from each person or partnership from whom the particular partnership 

acquired its interest as a beneficiary under the particular trust, and 


* held at all times after the later of October 1, 1987 and the day on which the - 
particular partnership's interest as a beneficiary under the particular trust was 
created, by the same persons or partnerships that held at those times ‘that interest 
of the particular partnership. 


New subparagraph (e)(y) of the definition provides that a particular partnership will 
be a designated beneficiary of a particular trust if any of the members of the particu- 
lar partnership is a person exempt because of subsection 149(1) from tax under Part I 
on all or part of its taxable income, unless the interest of the particular partnership in 
the particular trust was held, at all times after the day on which the interest was 
created, by the particular partnership or by persons who were exempt because of 
subsection 149(1) from tax under Part I on all of their taxable income. 


Note that, for the purposes of the definition “designated beneficiary”, a new rule in 
section 132.2 applies in respect of certain trust units acquired by a beneficiary under 
a “qualifying exchange” (as defined in subsection 132.2(1)). For more detail, see the 
commentary on section 132.2. 


Note as well that paragraph 210.2(3)(b) is amended to ensure that subsection 
210.2(3) does not apply to a non-resident person that would be a designated benefici- 
ary under the trust if the definition “designated beneficiary” in subsection 210(1) | 

were read without reference to its paragraph (a). : 


“designated income”, of a trust for a taxation year, means the 
amount that would be the income of the trust for the year deter- 
mined under section 3 if 


(a) this Act were read without ieference to eubssutione oe 
(12) and (30); 


(b) the trust had no income other than taxoble apie gains — 
from dispositions described in paragraph (c) and incomes from 


(i) real or immovable properties in Canada (other than Ca- 
nadian resource properties), 


(ii) timber resource properties, 


(iii) Canadian resource properties (other than properties ac- 
quired by the trust before 1972), and 


(iv) businesses carried on in Canada; 


(c) the only taxable capital gains and allowable capital losses 
_ referred to in paragraph 3(b) were from — 


(i) dispositions of taxable Canadian property, and 


(ii) dispositions of particular property (other than property 
described in any of subparagraphs 128. 1(4)(b)G@) to (ili)), or | 
property for which the particular property is substituted, — 
that was transferred at any particular time to a particular 
trust in circumstances in which subsection 73(1) or | 
107.4(3) applied, if 


(A) it is reasonable to conclude that the property was so 
transferred in anticipation that a person beneficially in- 
terested at the particular time in the particular trust 
would subsequently cease to reside in Canada, and a 
person beneficially interested at the particular time in - 
the particular trust did subsequently cease to reside in 
Canada, or 


(B) when the property was so transferred, the terms of 
the particular trust satisfied the conditions in subpara- 
graph 73(1.01)(c)(i) or (iii), and it is reasonable to con- 
clude that the transfer was made in connection with the 
cessation of residence, on or before the transfer, of a 
person who was, at the time of the transfer, beneficially 
interested in the particular trust and a spouse or com- 
mon-law partner, as the case may be, of the transferor of 
the property to the particular trust; and 


(d) the only losses referred to in paragraph 3(d) were losses 
from sources described in any of subparagraphs (b)(1) to (iv). 


Technical Notes (July 2010): The tax under Part XII.2 of the Act is calculated by 
reference to a trust’s “designated income” (as determined under subsection 210.2(2)). 
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pm drafting standards, = 
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0 to read as above, applicable | 


tax on specified Canadi 
(a) in respect of disposition: sae 
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bottom fund if the top fund acquired its interest in the bottom fund directly or indi- 


rectly from another beneficiary of the bottom fund, unless the interest was owned, at, 


all times after the creation of the bottom fund, by the top fund or a person ineigei 
from tax under Part I of the Act because of subsection 149(1). ; 


You have asked that we clarify whether it was intended that the proposed ange ‘ 


would:accommodate structures of more than two levels-of trust (“multiple-tier struc- 


tures”). In particular, you have described a structure in which the units of the top 


fund are held by a third unit trust (i.e. pooled fund arrangement) the units of which 
are in turn held by other trusts none of which is a designated beneficiary of the third 


trust. You have also indicated that similar pooled fund psu awe at be om ; 


involving multiple levels of unit trusts. 


In light of the policy objectives of Part XII.2, we are prepared to recommend a oe 
ther change to the definition “designated beneficiary”. In particular, we will recom-— 


mend that a top fund be treated as a designated beneficiary of a bottom fund, subject 
to the exceptions described below, where the top fund acquires its interest directly 
from the bottom fund or directly or indirectly from another beneficiary of the bottom 
fund. However, the top fund would not be a designated beneficiary of the bottom 


fund at a particular time where it meets two conditions. The first condition would be 
that its interest in the bottom fund be owned at all times after the date on which the — 


bottom fund was created by the top fund or a person exempt from tax under Part I 
because of subsection 149(1). The second condition would be that none of the benefi- 
ciaries of the top fund be a designated beneficiary of the top fund. We will further 
recommend that these amendments be effective for the 1996 and subsequent taxation 
years. 


Thank you for writing to us on this matter. © 


Yours sincerely, 


Brian Ernewein, Director, Tax Legislation Divison, Tax Policy ean 
Letter from Dept. of Finance, Dec. 9, 1999: ae 


Dear [xxx] 


Thank you for your letter of October 20, 1999 concerning the detuttion “designated 
beneficiary” in section 210 of the Income Tax Act. 1 apologize for the delay in re- . 


sponding to you. 


I am attaching a copy of our earlier letter fo you of September 3; 1996 i in which we 
agree to recommend changes to the definition “designated beneficiary” so that Part : 


XIL.2 tax is not exigible in the circumstances of certain kinds of “tiering” arrange- 
ments involving trusts (such as, for example, those arrangements described in your 
letters of October 20, 1999 and June 10, 1996). It continues to be our intention to 
recommend inclusion of this amendment in a future technical bill y 


Thank you for writing. 
Yours sincerely, 

Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch — 
Letter from Dept. of Finance, May 25, 1998: 
Dear [xxx] 


I am writing in reply to your letter of May 13, 1998 concerning the rules for desig- 
nated beneficiaries in section 210 of the Income Tax Act. | understand that you have 
had access to a sanitized version of a letter from this Division on the same eee 
dated September 3, 1996. 7 


Your letter contemplates a structure involving a uinber of diitecent trusts. esident in 
Canada and partnerships. Under this structure, a trust governed by a registered pen-_ 
sion plan and other investors resident in Canada will have interests in a trust (the — 
“middle trust”). The middle trust will invest in units issued by a unit trust (the “bot- 


tom trust’). In addition, a registered charity and other taxpayers resident in Canada 
will invest in a partnership which, in turn, will invest in units issued by the bottom 
trust. We also assume from the comments in your letter that neither the middle trust 
nor the partnership will acquire units of the bottom trust from other unitholders of the 
trust, but will instead acquire their units directly from the bottom trust, : 


One of the objectives of Part XII.2 tax is to prevent the minimization of tax on speci- 
fied Canadian-source income that would otherwise arise where a Canadian trust’s 
income is distributed to a non-resident and is subject only to Part XII tax. Part XII.2 
tax is also meant to discourage transactions between taxable and tax-exempt benefi- 
ciaries designed to allow “lumpy” taxable income earned by a trust to be flowed- 
through to tax-exempt beneficiaries after the acquisition of a trust unit by the tax- 
exempt beneficiary from the taxable beneficiaries. 


Given the existing structure and objectives of Part XII.2, we agree it would be anom- 
alous for either the middle trust or partnership in the circumstances described above 
to be treated as “designated beneficiaries” under the bottom trust. | am prepared to 
recommend amendments to eliminate this anomaly. I expect these amendments will 
be introduced in a future technical bill and be effective from no later than the begin- 
ning of this year. 
Thank you for writing to us on this matter. 
Yours sincerely, 

Daniel MacIntosh, Director, Tax Legislation Division 
Letter from Dept. of Finance, Sept. 3, 1996: 


Dear [xxx] 


Income Tax Act 


This is in reply to your letter of June 10, 1996 to Simon Thompson regarding a sug- 
gested change to the definition of eee snide in section 210 of ie, 
come Tax Act. emi | 


ae 


Your letter contemplates a structure Seating a inhi of different trusts resident in 
Canada. Under this structure, registered pension plans and other investors resident in 
Canada will invest in trust, units issued by one unit trust (the “top. fund”). The top nl 
fund will invest in units. issued by other unit trusts (the “bottom funds”), You have 
asked that section 210 of the Act be amended so the top fund will not be a “desig- - 
nated beneficiary” of the bottom funds as a consequence of the top fund having bene- _ 
Suntiiiie pension pate). which are alle from tax under va rae the pS 


: Pre 
We agree at ‘one be Nhe Ohiectives of pea XI. 2 tax is to fol, the minimization of © 
tax on specified ( Canadian-source income that would otherwise arise where a Cana- 
dian trust’s income is distributed to a non-resident and is subject only to Part Xi A 
tax. However, Part XIJ.2 tax is also meant to discourage transactions between taxable _ 
and tax-exempt beneficiaries designed to allow “lumpy” taxable income earned by a — 
trust to be flowed-through to tax-exempt beneficiaries after the acquisition of a trust _ 
unit by the tax-exempt beneficiary from the taxable beneficiaries. jSed ¢ 


In view of the second objective of Part XI1.2 tax, described above, it would be diffi 5 
cult to recommend the amendment referred to above by itself. However, I understand x 
that you have discussed this matter with one of my staff and are amenable to an ~ 
additional amendment in this context. The additional amendment would, in effect, — 
provide that the top fund would be a “designated beneficiary” under a bottom fund if 
it acquired an interest in the bottom fund directly or indirectly from a beneficiary — 
under the bottom fund (except where the interest was owned, at each time after the — 
date on which the bottom fund was created, by the top fund or a person exempt from _ 
tax under Part I of the Act because of subsection 149(1) of the Act). The combinati 
of the two amendments would meet the both of the policy ‘objectives. I am prepar 
to recommend that these amendments be introduced in a future technical bill and be — 
effective from a date that will accommodate the alanard structure described in _ 
letter. 


Thank you for writing to us on this matter. 
Yours sincerely, 
Len Farber, Director, Tax Legislation Division 


[s. 210]: “allowable capital loss” — 38(b), 248(1): “amount? — 
248(1); “beneficially interested” — 248(25); “business” — 248(1); “Canada” 4 25559 
Interpretation Act 35(1); “Canadian partnership” — 102, 248(4); “Canadian resource <8 
property” — 66(15), aah “common-law partner’ — 248(1); “designated benefici- _ 

ary”, “designated income” — 210(1); “disposition”, “individual” — 248(1); “mutual — ; 
fund trust’ — 132(6)-(7),132.2(3)(n), 248(1); “non-resident” = 248(1)s “non-resi- © 
dent-owned investment corporation” — 133(8), 248(1); “person”, “property” 
248(1); “registered retirement income fund” — 146.3(1), 248(1); “registered retire: 
ment savings plan” — 146(1), 248(1); “spouse” — 252(3); “substituted” — 248(5 
“taxable Canadian property” — 248(1); “Maxable capital gain” — 38(a), 248(1); “tax- _ 
able income” — 248(1); “taxation year” — 249; “testamentary trust” — 1081), | 3 
248(1); “timber resource property” — 13(21), 248(1); “trust” — 104(1), 248(1), @). 


¢ 


Related Provisions: 104(31) — Credit to be included in income of beneficiary; 
132.2(2)(3)(g)(iii) — Effect of mutual fund rollover; 210.3(2) — Non-resident benefi- 
ciary taxed in Canada deemed not to be designated beneficiary; 252(3) — Extended 
meaning of “spouse” and “former spouse”. , 


History: Para. 210(c) amended by 2000, c. 12, Sch. 2, s. 2, to replace “spouse” with 
“spouse or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. 

See also the transitional rules reproduced in the History to 248(1)“common- “law 

partner’. 

The opening words of para. 210(d) substituted by 1994, c. 21, s. 96, applicable to 1993 

et seg. The opening words of that para. formerly read: 


(d) a trust resident in Canada (other than a testamentary trust or a trust exempt 
from tax under Part I by reason of subsection 149(1)), if 


Definitions [s. 210]: “common-law partner” — 248(1); “designated income” — 


210.2(2); “former spouse” — 252(3); “immovable” — Quebec Civil Code att. 
900-907; “individual” — 248(1); “mutual fund trust’ — 132(6)-(7),132.2(3)(n), 
248(1); “non-resident” — 248(1); “non-resident-owned investment corporation” — 


133(8), 248(1); “person” — 248(1); “registered retirement income fund” — 146.3(1), 
248(1); “registered retirement savings plan” — 146(1), 248(1); “resident in Canada” — 
250; “spouse” — 252(3); “taxable income” — 248(1); “testamentary trust” — 108(1), 
248(1); “trust” — 104(1), 248(1), (3). 


210.1 Application of Part — This Part does not apply in a taxa- 
tion year to a trust that was throughout the year 


(a) a testamentary trust; 
(b) a mutual fund trust; 


(c) a trust that was exempt from tax under Part I by reason of 
subsection 149(1); 


(d) a trust described in paragraph (a), (a.1) or (c) of the defini- 
tion “trust” in subsection 108(1); or 
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 (e) a non-resident trust. 


Related Provisions: , 132(6.2)— Retention of status, as,.mutual. fund trust; 
132.2(2)(3)(g)(iii) — Effect of mutual fund rollover;.253 — Extended meaning of car- 
rying on business. 


History: Para. 210.1(d) amended eee 2001, c. 17, s. 171, applicable to 1999 et seq. It 
formerly read: 


(d) a trust described in estan ef (a) or (c) of the definition of that SADRCSSION in 
subsection 108(1); ‘or 


Definitions [s. 210.1]: “employee life and health trust” — 144.1(2), 248(1); “mutual 
fund trust” — 132(6)-(7), 132.2(1)(q) [to be repealed], .132.2(3)(n) [draft], 248(1); 
“non-resident” — 248(1); “taxation year’ — 249; “testamentary trust” — 108(1), 
248(1); “trust” — 104(1), 248(1), (3): 


210.2 (1) Tax on income of trust — Subject to section 210:3, 
where an amount in respect of the income of a trust for a taxation 
year is or would, if all beneficiaries under the trust were persons 
resident in Canada to whom Part I was. applicable, be included in 
computing the income under Part I of a person by reason of subsec- 

tion 104(13) or 105(2), the trust shall pay a tax under this Part in 
respect of the year equal to 36%. of the least of 


(a) the designated income of the trust for the year, 


(b) the amount that, but for subsections 104(6) and (30), would 
be the income of the trust for the year, and 


(c) 100/64 of the amount deducted under paragraph 104(6)(b) in 
computing the trust’s income under Part I for the year. 
Related Provisions: 18(1)(t) —'Tax under Part XII.2:is deductible; 104(30) — Part 


XIIL.2 tax deductible in computing income. of trust; 210.1, 210.3 — Where no tax 
payable. 


Information Circulars: 77-16R4: Non-resident income tax. 


(1.1) Amateur athlete trusts — Notwithstanding section 210.1, 
where an amount. described in. subsection, 143.1(2) in respect of an 
amateur athlete trust would, if Part I were applicable, be required to 
be included in computing the income for a taxation year of a desig- 
nated beneficiary under the trust, the trust shall pay a tax under this 
Part in respect of the year equal to 36% of eked, Se a amount. 
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History: Subsec. 210.2(1.1) added by. 1994, c..7, Sch. val (1993, c. 24),.s, 122, appli- 
cable to 1992 et seq. 


Forms: T3ATH-IND: Amateur athlete trust income tax return. 


(2) Designated income — For the purposes of subsection (1), 
the designated income of a trust for a taxation year means the 
amount that, but for subsections 104(6), (12) and (30), would be the 
income of the trust for the year determined under section 3 if 
(a) it had no income other than taxable capital gains, from .dispo- 
sitions described in paragraph (b) and incomes from 
(i) real properties in Canada (other than Canadian resource 
properties), 


(ii) timber resource properties, 


(iii) Canadian resource properties (other than properties ac- 
quired by the trust before 1972), and 


(iv) businesses’ carried on in Canada; 


(b) the only taxable capital gains and allowable capital losses 
teferred to in paragraph 3(b) were from dispositions of taxable 
Canadian property; and 


(c) the only losses referred to in paragraph 3(d) were losses re 
sources described in subparagraphs (a)(i) to (av). 


S. 210.2(3) 


Related Provisions: 104(7. 01)(b)(i) — No deduction under se for designated 
income of trust. 


History: Para. 210.2(2)(b) amended by 2001, c. 17, s. 172, applicable after October 1, 
1996. It formerly read: 


(b) the only taxable capital gains and allowable capital losses referred to in para- 
graph 3(b) were from dispositions of property that would have been taxable Ca- 
nadian property if, at no time in the year, the trust had been resident in Canada; 
and 


(3), Tax deemed paid by beneficiary — Where an amount (in 
this subsection and subsection 210.3(2) referred to as the “income 
amount’) in respect of the income of a trust for a taxation year is, 
by reason of subsection 104(13) or 105(2), included in computing 


(a) the income under Part I of a person who was not at any time 
in the year a designated beneficiary under the trust, or 


(b). the income of a non-resident person (other than a person 
who, at any time in the year, would be a designated beneficiary 
under the trust if section 210 were read without reference to par- 
agraph 210(a)) that is subject to tax under Part I by reason of 
subsection 2(3) and is not exempt from tax under Part\I by rea- 
son of a provision contained in a tax convention or agreement 
with another country that has the force of law in Canada, 


on ( a person 
designated benef ary 
21 were read withou to. 


an amount determined by the formula 
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where 
A is the tax paid under this Part by the trust for the year, 
Bis the income amount in respect of the person, and 


C is the total of all amounts each of which is an amount that is or 
would be, if all beneficiaries under the trust were persons resi- 
dent in Canada to whom Part I was applicable, included in com- 
puting the income under Part I of a beneficiary under the trust by 
reason of subsection 104(13) or 105(2) in respect of the year, 


shall, if designated by the trust in respect of the person in its return 
for the year under this Part, be deemed to be an amount paid on 
account of the person’s tax payable under Part I for the person’s 
taxation year in which the taxation year of the trust ends, on the day 
that is 90 days after the end of the taxation year of the trust. 


Related Provisions: 104(31) — Amount deemed payable by trust to beneficiary; 
210.3(2) — Where non-resident beneficiary already taxed in Canada. 


Interpretation Bulletins: IT-342R: Trusts — Income payable to beneficiaries. 


(4) Designations in respect of partnerships — Where a tax- 
payer is a member of a partnership in respect of which an amount is 
designated by a trust for a. taxation year of the trust (in this subsec- 
tion referred to as the “particular year”) under subsection (3), 


(a) no amount shall be deemed to be paid on account of the part- 
nership’s tax payable under Part I by reason of subsection (3) 
except in the application of that subsection for the purposes of 
subsection 104(31), and 


(b) an amount determined by the formula 


Ate 
C 


where 
A is the amount so designated, 


B_ is the amount that may reasonably be regarded as the share of 
the taxpayer in the designated income of the trust received by 
the partnership in the fiscal period of the partnership in 
which the particular year ends (that fiscal period being re- 
ferred to in this subsection as the “partnership’s period”), and 


C_ is the designated income received by the partnership from the 
trust in the partnership’s period, 


shall be deemed to be an amount paid on account of the tax- 
payer’s tax payable under Part I for the person’s taxation year in 
which the partnership’s period ends, on the last day of that year. 


(5) Returns — A trust shall, within 90 days after the end of each 
taxation year, 


(a) file with the Minister a return for the year under this Part in 
prescribed form and containing prescribed information, without 
notice or demand therefor; 


(b) estimate in the return the amount of tax, if any, payable by it 
under this Part for the year; and 


(c) pay to the Receiver General the tax, if any, payable by it 
under this Part for the year. 


Related Provisions: 150.1(5) — Electronic filing. 
Forms: T3 SCH 10: Part XII.2 tax and Part XIII non-resident withholding tax. 


(6) Liability of trustee — A trustee of a trust is personally liable 
to pay to the Receiver General on behalf of the trust the full amount 
of any tax payable by the trust under this Part to the extent that the 
amount is not paid to the Receiver General within the time specified 
in subsection (5), and the trustee is entitled to recover from the trust 
any such amount paid by the trustee. 


(7) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152 and 158, subsections 161(1) and (11), sections 162 
to 167 and Division J of Part I are applicable to this Part with such 
modifications as the circumstances require. 
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Definitions [s. 210.2]: “allowable capital loss” — 38(b), 248(1); “amateur athlete 
trust” — 143.1(1)(a) [to be repealed], 143.1(1.2)(a) [proposed], 248(1); “amount” — 
248(1); “beneficially interested’ — 248(25); “business” — 248(1); “Canada” — 255, 
Interpretation Act 35(1); “Canadian resource property” — 66(15), 248(1); “carrying on 
business” — 253; “common-law partner’ — 248(1); “designated beneficiary” — 210; 
“disposition” — 248(1); “fiscal period’ — 249(2)(b), 249.1; “income amount” — 
210.2(3); “Minister”, “non-resident”, “person”, “prescribed”, “property” — 248(1); 
“resident in Canada” — 250; “substituted” — 248(5); “tax payable” — 248(2); “tax 
treaty”, “taxable Canadian property” — 248(1); “taxable capital gain” — 38(a), 248(2); 
“taxation year” — 249; “taxpayer” — 248(1); “timber resource property” — 13(21), 
248(1); “trust” — 104(1), 248(1), (3). 


210.3 (1) Where no designated beneficiaries — No tax is 
payable under this Part by a trust for a taxation year in respect of 
which the trustee has certified in the trust’s return under this Part 
for the year that no beneficiary under the trust was a designated 
beneficiary in the year. 


(2) Where beneficiary deemed not designated — Where a 
trust would, if the trust paid tax under this Part for a taxation year, 
be entitled to designate an amount under subsection 210.2(3) in re- 
spect of a non-resident beneficiary and the income amount in re- 
spect of the beneficiary is included in computing the income of the 
beneficiary which is subject to tax under Part I by reason of subsec- 
tion 2(3) and is not exempt from tax under Part I by reason of a 
provision contained in a tax convention or agreement with another 
country that has the force of law in Canada, for the purposes of 
subsection (1), the beneficiary shall be deemed not to be a desig- 
nated beneficiary of the trust at any time in the year. 


Definitions [s. 210.3]: “amount” — 248(1); “designated beneficiary” — 210; “in- 
come amount” —210.2(3); “non-resident” — 248(1); “taxation year’ — 249; 
“trust” — 104(1), 248(1), (3). 


PART XII.3 — TAX ON INVESTMENT 
INCOME OF LIFE INSURERS 


211. (1) Definitions — For the purposes of this Part, 


“existing guaranteed life insurance policy”, at any time, means a 
non-participating life insurance policy in Canada in respect of 
which . 


(a) the amount of every premium that became. payable before 
that time and after December 31, 1989, 

(b) the number of premium payments under the policy, and 
(c) the amount of each benefit under the policy at that time 


were fixed and determined on or before December 31, 1989; 


“life insurance policy” includes a benefit under 
(a) a group life insurance policy, and 
(b) a group annuity contract 

but does not include 


(c) that part of a policy in respect of which the policyholder is 
deemed by paragraph 138.1(1)(e) to have an interest in a related 
segregated fund trust, or 


(d) a reinsurance arrangement; 


History: The definitions “life insurance policy” and “life insurance policy in Canada” 
in subsec. 211(1) amended by 1997, c. 25, s. 60, applicable to 1996 et seq. The defini- 
tions formerly read: 


“life insurance policy” and “life insurance policy in'Canada” do not include 


(a) that part of a policy in respect of which the policyholder is deemed by 
paragraph 138.1(1)(e) to have an interest in a related segregated fund trust, 
or 


(b) a reinsurance arrangement; 
‘life insurance policy in Canada” means a life insurance policy 


issued or effected by an insurer on the life of a person resident in 
Canada at the time the policy was issued or effected; 
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History: See;under “life insurance policy” above. 


“net interest rate’’, in respect of a liability, benefit, risk or guaran- 
tee under a life insurance policy of an insurer for a taxation year, is 
the positive amount, if any, determined by the formula’ 


(A+=B)xC 
where 


A is the simple arithmetic average determined as of the first day of 
the year of the average yield (expressed as a percentage per year 
rounded to 2 decimal points) in each of the 60 immediately pre- 
ceding months prevailing on all domestic Canadian-dollar Govy- 
ernment of Canada bonds outstanding on the last Wednesday of 
that month that have'a remaining term to maturity of more than 
10 years, 

B is 

(a) in the case of a guaranteed benefit. provided under the 
terms and conditions of the policy as they existed on March 
2, 1988, other than a policy where, at any time after March 2, 
1988, its terms and conditions relating to premiums and be- 
nefits were changed (otherwise than to give effect to the 
terms and conditions that were determined before March 3, 
1988), the greater of 


_ (i) the rate of interest (expressed as a percentage per year) 
used by the insurer in determining the amount of the guar- 
anteed benefit, and 
(ii) 4%, and 

(b) in any other case, nil, and 
C is 
(a) in the case of a guaranteed benefit to which paragraph (a) 
of the description of B applies, 65%, and 
(b) in any other case, 55%; 


Related Provisions: 257 — Formula cannot calculate to less than zero. 


‘non-participating life insurance policy” means a life insurance 
policy that is not;a participating life insurance policy; 


“participating life insurance policy” has the meaning assigned by 
subsection 138(12); 


‘policy loan’ has the meaning assigned by subsection 138(12); 


“registered life insurance policy” means a life insurance policy 
issued or effected 


(a) as a registered retirement savings plan, or | 
(b) pursuant to,a registered retirement savings plan,.a deferred 
profit sharing plan or a registered pension plan; 

Related Provisions: 211(1)“taxable life insurance policy’(c) — RLIP not taxable. 


History: Para. (a) of the definition “registered life insurance policy”, in subsec. 211(1) 
amended to substitute “plan” for “plan or TFSA” by 2009, c. 2, s. 72, applicable to 
2009 et seq. 


Para. (a) of the definition “registered life insurance policy” amended to substitute “plan 
or TFSA” for “plan” by 2008, c. 28, s. 32, applicable to 2009 er seq. 


“reinsurance arrangement” does not include an arrangement 
under which an insurer has assumed the obligations of the issuer of 
a life insurance policy to the policyholder; 


“segregated fund” has the meaning given that expression in sub- 
section 138.1(1); 


“specified. transaction or event”, in respect of a life insurance pol- 
icy, means 
(a) a change in underwriting class, 
(b) a change in premium because of a change in frequency of 
premium payments within a year that does not alter the present 
value, at the beginning of the year, of the ‘total premiums to be 
paid under the policy in the year, 
(c) an addition under the terms of the policy as they existed on 
(i) in the case of an existing guaranteed life insurance policy, 
December 31, 1989, 
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(ii) in'any other case, March 2; 1988, 


of accidental. death,. dismemberment, disability or guaranteed 
purchase option benefits, 


(d) the deletion of a rider, 

(e) redating. lapsed. policies. within the reinstatement period re- 
ferred to in paragraph (g) of the definition “disposition” in sub- 
section 148(9) or redating for policy loan indebtedness, 


(f) a change in premium because ofa correction of erroneous 
information, 


(g) the payment of a premium after its due date, or no more than 
30 days before its due date, as established on or before 


(i) in the case of an existing guaranteed life insurance policy, 
December 31, 1989, and 


(ii)-in any other case, March 2, 1988, and 


(h) the payment of an amount described in paragraph (a) of the 
definition “premium” in subsection 148(9); 


“taxable life insurance policy” of an insurer at any time means a 
life insurance policy. in Canada issued by. the insurer (or in respect 
of which the insurer has assumed the. obligations of the issuer. of the 
policy to the policyholder), other than a policy that is at hee time 


(a) an existing guaranteed life insurance policy, 

(b) an annuity contract (including a settlement annuity), 
(c) a registered life insurance policy, ~ 

(d) a registered pension plan, or — 

(e) a retirement compensation arrangement, 


(2) Riders and changes in terms — For the purposes of this 
Part, 


(a) any rider added at any time after March 2, 1988 to a-life 
insurance policy shall be deemed to be a separate life insurance 
policy issued and effected at that time; and 


(b) a change in the terms or conditions of a life insurance policy 
resulting from a specified transaction or event shall be deemed 
not to have occurred and not to be a change. — 
History [s. 211]: S. 211 substituted by 1994, c. 7,.Sch. II (1991, c. 49), subsec. 
171(1), applicable to taxation years beginning after 1989 and, where an insurer has 
made an election under subsec. 172(3) of 1994, c. 7, Sch. II (1991, c. 49) (see under s. 


211.1), to all taxation years of the insurer to which the election relates and; where such 
an election is made, ‘ 


(a) in respect of each taxation year of the insurer to which the election relates, each 
reference to “December 31, 1989” in the definitions in subsec. 211(1), as the refer- 
ence relates to a life insurance policy, shall be read as a reference to the later of 


(1) the day the policy was issued, and 
(ii) March 2, 1988; and 


(b) notwithstanding ‘subsecs. 152(4) to (5), such assessments of tax, ‘interest and 
penalties shall be! made-as are’ necessary to give effect to the election to the extent 
it.applies in respect.of this section. 


1994, c. 7, Sch. If (1991,:c.:49),:subsec. 171(2) provides that in its application to taxa- 
tion years ending after 1987 and beginning. before 1990. (except a taxation year of an 
insurer to which subsec. 172(1) of.c. 49. applies because ofan election made. by, the 
insurer under subsec. 172(3). of c. 49 —see under s. 211.1), .s..211 shall, be read as 
though it included the following definition: 


“benefits payable under a life insurance policy” includes 


(a) a policy dividend, an experience rating refund and a refund of premiums 
under the policy, 


(b) any amount payable under a reinsurance arrangement in respect of the 
policy, and 


(c) any amount deemed by paragraph 138.1(1)(g) to be a payment under the 
terms and conditions of the policy, 


but does not include a policy loan or interest on funds left on deposit with the 
insurer under the terms of the policy; 


S. 211 formerly read: 


211. Definitions — For the purposes of this Part, 
“Canada security” has the meaning’ assigned by subsection 138(12); 


“gross investment revenue” has the meaning assigned by subsection 138(12); 


1441 


S. 211 


“life insurance policy” and “life insurance policy in Canada” do not include any 
part of the policy in respect of which the policyholder is deemed by paragraph 
138.1(1)(e) to have an interest in a related segregated fund trust; 


“non-segregated property” has the meaning assigned by subsection 138(12); 
“policy loan” has the meaning assigned by subsection 138(12); 


“property used in the year in, or held in the year in the course of” carrying on a 
life insurance business in Canada, in the case of an insurer (other than a resident 
of Canada that does not carry on a life insurance business) that carried on an 
insurance business in Canada and in a country other than Canada, has the mean- 
ing assigned by subsection 138(12); 


“registered life insurance policy” means a life insurance policy (other than an 
annuity contract) issued or effected as a registered retirement savings plan or 
pursuant to such a plan, a fund or deferred profit sharing plan or a registered 
pension plan; 

“segregated fund” has the meaning assigned by subsection 138(12). 


Definitions [s. 211]: “amount”, “annuity” — 248(1); “Canada” — 255, Interpreta- 
tion Act 35(1); “deferred profit sharing plan” — 147(1), 248(1); “existing guaranteed 
life insurance policy” — 211(1); “insurance policy”, “insurer” — 248(1); “life insur- 
ance policy” — 138(12), 211(1), 248(1); “life insurance policy in Canada” — 211(1); 
“month” — Interpretation Act 35(1); “non-participating life insurance policy” — 
138(12), 211(1); “participating life insurance policy” — 211(1); “person” — 248(1); 
“policy loan”, “registered life insurance policy” —211(1); “registered pension 
plan” — 248(1); “registered retirement savings plan” — 146(1), 248(1); “reinsurance 
arrangement” — 211(1); “related segregated fund trust” — 138.1(1); “resident in Can- 


ada” — 250; “retirement compensation arrangement’ — 248(1); “segregated fund”, 
“specified transaction or event” —211(1); “taxation year” — 249; “trust” — 104(1), 
248(1), (3). 


211.1 (1) Tax payable — Every life insurer shall pay a tax under 
this Part for each taxation year equal to 15% of its taxable Canadian 
life investment income for the year. 


Related Provisions: 18(1)(t) — Tax is non-deductible; 138(3)(g) — Part XII.3 tax 
deductible by insurer. 


(2) Taxable Canadian life investment income — For the pur- 
poses of this Part, the taxable Canadian life investment income of a 
life insurer for a taxation year is the amount, if any, by which its 
Canadian life investment income for the year exceeds the total of its 
Canadian life investment losses for the 20 taxation years immedi- 
ately preceding the year, to the extent that those losses were not 
deducted in computing its taxable Canadian life investment income 
for any preceding taxation year. 


Related Provisions: 87(2.2)— Amalgamation of insurance 
138(11.5)(k) — Transfer of business by non-resident insurer. 


History: Subsec. 211.1(2) amended by 2006, c. 4, .s. 84 to substitute “20 taxation 
years” for “10 taxation years”, applicable in respect of losses that arise in 2006 et seq. 


Subsec. 211.1(2) amended by 2005, c. 19, s. 46, applicable in respect of losses that 
arise in taxation years that end after March 22, 2004. The subsec. formerly read: 


corporations; 


(2) For the purposes of this Part, the taxable Canadian life investment income of 
a life insurer for a taxation year is the amount, if any, by which its Canadian life 
investment income for the year exceeds the total of its Canadian life investment 
losses for such of the 7 taxation years immediately preceding the year that begin 
after 1989, to the extent that those losses were not deducted in computing its 
taxable Canadian life investment income for any preceding taxation year. 
Subsec. 211.1(2) amended by 1994, c. 7, Sch. If (1991, c. 49), s. 172, applicable to 
taxation years beginning after 1989. Subsec. (2) formerly read: 
(2) Taxable Canadian life investment income — For the purposes of this 
Part, the taxable Canadian life investment income of a life insurer for a taxation 
year is the amount, if any, by which its Canadian life investment income for the 
year exceeds the total of its Canadian life investment losses for such of the 7 
taxation years immediately preceding the year that commence after June 17, 
1987 and end after 1987, to the extent that those losses have not been deducted 
in computing its taxable Canadian life investment income for any preceding tax- 
ation year. 


(3) Canadian life investment income — For the purposes of 
this Part, the Canadian life investment income or loss of a life in- 
surer for a taxation year is the positive or negative amount deter- 
mined by the formula 


A+B-C 
where 


A is, subject to subsection (4), the total of all amounts, each of 
which is in respect of a liability, benefit, risk or guarantee under 
a life insurance policy that was at any time in the year a taxable 
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life insurance policy of the insurer, determined by multiplying 
the net interest rate in respect of the liability, benefit, risk or 
guarantee for the year by '/2 of the total of 


(a) the maximum amount that would be determined under 
paragraph 1401(1)(a), (c) or (d) of the Income Tax Regula- 
tions (other than an amount that would be determined under 
subparagraph 1401(1)(d)(ii) of those Regulations in respect 
of a disabled life) in respect of the insurer for the year in 
respect of the liability, benefit, risk or guarantee if subsection 
1401(1) of those Regulations applied to all life insurance pol- 
icies and if that amount were determined without reference to 
any policy loan or reinsurance arrangement, and 


(b) the maximum amount that would be determined under 
paragraph 1401(1)(a), (c) or (d) of the Income Tax Regula- 
tions (other than an amount that would be determined under 
subparagraph 1401(1)(d)(i1) of those Regulations in respect 
of a disabled life) in respect of the insurer for the preceding 
taxation year in respect of the liability, benefit, risk or guar- 
antee if subsection 1401(1) of those Regulations applied to 
all life insurance policies and if that amount were determined 
without reference to any policy loan or reinsurance 
arrangement; 


B_ is the total of all amounts, each of which is the positive or nega- 
~ tive amount in respect of a life insurance policy that was at any 
time in the year a taxable life insurance policy of the insurer, 
determined by the formula 


D—E 
where 


D . is, subject to subsection (4), the amount determined by mullti- 
plying the percentage determined in the description of A in 
the definition “net interest rate” in subsection 211(1) in re- 
spect of the year by 1/2 of the total of 


(a) the maximum amount that would be determined under 
paragraph 1401(1)(c.1) of the Income Tax Regulations in 
respect of the insurer for the year in respect of the policy 
if subsection 1401(1) of those Regulations applied to all 
life insurance policies and if that amount were determined 
without reference to any policy loan or reinsurance ar- 
rangement, and 


(b) the maximum amount that would be determined under 
paragraph 1401(1)(c.1) of the Income Tax Regulations in 
respect of the insurer for the preceding taxation year in 
respect of the policy if subsection 1401(1) of those Regu- 
lations applied to all life insurance policies and if that 
amount were determined without reference to any policy 
loan or reinsurance arrangement, and 


E is the amount, if any, by which 


(a) the total of all amounts determined in respect of the 
insurer under the description of D in respect of the policy 
for the year and any preceding taxation, years ending after 
1989 


exceeds the total of 


(b) all amounts determined in respect of the insurer under 
the description of E in respect of the policy for taxation 
years ending before the year, and 


(c) the amount, if any, by which 


(i) the maximum amount that would be determined 
under paragraph 1401(1)(c.1) of the Income Tax Regu- 
lations in respect of the insurer for the year in respect 
of the policy if subsection 1401(1) of those Regula- 
tions applied to all life insurance policies and. if that 
amount were determined without reference to any pol- 
icy loan or reinsurance arrangement 


exceeds 


(ii) the maximum amount that would be determined 
under paragraph 1401(1)(c.1) of the Income Tax Regu- 
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lations in respect of the insurer for its last 1989 taxa- 
tion year in respect of the policy if subsection 1401(1) 
of those Regulations applied to all life insurance poli- 
cies and if that amount were determined without refer- 
ence to any policy loan or reinsurance arrangement; 
and 


C is the total of all amounts each of which is 100%, of the amount 
required to be included in computing the income of a policy- 
holder under section 12.2 or paragraph 56(1)G). for. which the 
insurer is required by regulation to prepare an information return 
in respect of the calendar year ending in. the taxation year, in 
respect of a taxable life insurance policy of the insurer, except 
that the reference in this description to 100% shall be read as a 
reference to, 


(a) where paragraph (a) of the description of B in the defini- 
tion “net interest rate” in subsection 211(1) applies for any 
taxation year in respect of a guaranteed benefit under the 
policy, 

0% for calendar years before 1991, 

5% for 1991, 

10% for 1992, 

15% for: 1993, 

20% for 1994, 

25% for 1995, 

30% for 1996, 

35% for 1997, 

40% for 1998, 

45% for 1999, and 
50% for calendar years after 1999, 


and 


(b) where the policy was at any time after 1989 an existing 
guaranteed life insurance policy, 


0% for the calendar year in which it became a taxable life 
insurance policy of the insurer, 
0% for the first following calendar year, 
0% for the second following calendar year, 
5% for the third following calendar. year, 
10% for the fourth following calendar year, : 
15% for the fifth following calendar year, 
20% for the sixth following calendar year, 
25% for the seventh following calendar year, 
30% for the eighth following calendar year, 
35% for the ninth following calendar year, 
40% for the tenth following calendar year, 
45% for the eleventh following calendar year, and 
50% for the twelfth following and insvlaree ie: calendar 
years. 
Related Provisions: 257 — Formula amounts cannot calculate to ees than zero. 
History: The portion of the descriptions of A and D in subsec. 211.1(3) before para. 


(a) amended by 1998, c. 19, subsecs. 213(1), (2), applicable to 1992 et seg. Those 
portions formerly read: 


A is the total of all amounts, each of which is in respect of a liability, benefit, 
risk or guarantee under a life insurance policy that was at any time in the 
year a taxable life insurance policy of the insurer, determined by multiplying 
the net interest rate in respect of the liability, benefit, risk or guarantee. for 
the year by the amount equal to '/2 of the total, of 


D is the amount determined by. multiplying the percentage determined in the 
description of A in the definition “net interest rate” in subsection 211(1) in 
respect of the year by the amount equal to '/ of the total of 


Paras. (a) and (b) of the description of A, paras. (a) and (b) of the description of D in 
the description of B, and para. (c) of the description of E in the description of B, in 
subsec. '211.1(3), amended by 1997, c. 25, s. 61, applicable to 1996 et seq. The ‘paras. 
formerly read: 


(a) the maximum amount that would be deductible under paragraph 1401(1)(a), 
(c) or (d) of the Income Tax Regulations (other than an amount that the insurer 
can claim under subparagraph 1401(1)(d)Gi) of the Regulations in respect of a 
disabled life) in computing the insurer’s income for the year in respect of the 
liability, benefit, risk or guarantee, if that amount were determined without refer- 
ence to any policy loan or reinsurance arrangement, and 


S. 211.1(3) 


(b) the maximum amount that would have been deductible under paragraph 
1401(1)(a), (c) or (d) of the Regulations (other than an amount that the insurer 
can claim under subparagraph 1401(1)(d)(i) of the Regulations in respect of a 
disabled life) in computing the insurer’s income for the immediately preceding 
‘taxation year in respect of the liability, benefit, risk or guarantee, if that amount 
were determined without reference to ahh policy loan or teinsurance 
arrangement, 


(a) the maximum amount that would be deductible under paragraph 1401(1)(c.1) 
of the Income Tax Regulations in computing the insurer’s income for the year in 
respect of the policy, if that amount were determined without reference to any 
policy loan or reinsurance arrangement, and 


(b) the maximum amount that would have been deductible under paragraph 
1401(1)(c.1) of the Regulations in computing the insurer’s income for the imme- 
diately preceding taxation year in respect of the policy, if that amount were de- 
termined without reference to any policy loan or reinsurance arrangement, and 


(c) the amount, if any, by which 


_ (i) the maximum amount. that. would, be deductible under paragraph 
-1401(1)(¢¢.1). of the Income Tax, Regulations in ‘computing the insurer’s in- 
come for the year in respect of the policy, if that amount were determined 
without reference to any policy loan or reinsurance arrangement 


exceeds 


(ii) the maximum amount’ that’ would be deductible under’ paragraph 
1401(1)(c.1) of the Regulations ‘in computing the’ insurer’s income for the 
insurer’s last 1989 taxation year in respect of the policy, if that amount were 
determined without reference to any policy loan or reinsurance arrangement; 
and 


Subsec. 211.1(3) substituted ae 1994, c. 7, Sch. I (1991, ¢. 49), subsec, 172(1), appli- 
cable (by subsec. 172(3)) to taxation nels commencing after 1989 and, where an in- 
surer so elected in respect of the insurer’s taxation years beginning after 1987 or 1988 
and before 1990 by notifying the Minister of National Revenue in writing before July 
1991, to all taxation years of the insurer to which the election relates and, where such 
an election was made, 


(a) in respect of each taxation year of the insurer to which the election relates, each 
reference to “1989” in subsec. 211.1(3) shall be read as a reference to the year 
immediately preceding the first taxation year to which the election relates; and 


(b) notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest and 
penalties shall be made as are necessary to give effect to the election. 


Also (by 1994, c. 7, Sch. II (1991, c. 49); subsec. 172(2)), in their application to taxa- 
tion years commencing after June 17, 1987 and before 1990 that end after 1987 (except 
a taxation year of an insurer to which subsec. 172(1) of c. 49 applies because of an 
election made by the insurer as mentioned above), 


(a) the description of C in subsec. :211.1(3) shall-be read. as Foliooe: 


Cis the positive or negative amount that would be determined to be the 
insurer's income or loss, respectively, for the year under Part I from 
carrying on a life insurance business in Canada, if 


(a) no amount were included in that determination in respect of seg- 
regated funds of the insurer, 


(b) no amount were included in that determination under paragraph 
12(1)(d) or'(d:1), section 12:3; ‘paragraph 20(1)() or (1.1) or subsec- 
tion 20(26), under a prescribed provision of this Act or, in respect of 
the amount deducted under paragraph 138(3)(c) of the Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952, as it ap- 
plied to taxation years beginning before June 18, 1987, in comput- 
ing its income for the immediately preceding taxation year, under 
paragraph 138(4)(a), 


(c) the amount, if any, determined under paragraph (g) of the 
description of A in respect of the insurer for the year were included 
in that determination, 


(d) the maximum amounts deductible in computing that income 
under subparagraphs 138(3)(a)(@), (it) and (iv) were deducted in that 
determination, 


(e) for the purposes of paragraph 138(4)(a), the maximum amounts 
deductible under subparagraphs 138(3)(a)(i), (ii) and (iv) were de- 
ducted in computing the insurer’s income or loss, as the case may 
be, for the immediately preceding taxation year, and 


(f) in respect of the insurer’s first taxation year beginning after June 
17,'1987 and ending after 1987, 


(@) the amounts: referred to in paragraph (e) in respect of the 
insurer’s immediately preceding taxation year were the maxi- 
mum amounts that would be deductible under subparagraphs 
138(3)(a)Q@), Gi) and Gv) for that preceding year if those subpar- 
agraphs applied to that year, and 


(ii) the prescribed amount of the insurer’s 1968 reserve adjust- 
ment were nil; 
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and 


(b) the description of G in subsec. 211.1(3) shall be read as follows: 


Gis the total of all amounts each of which is the prescribed portion of an 
amount that would be included under section 12.2 or paragraph 56(1)(j) 
in computing the income of a policyholder for a taxation year ending in 
the year, if all taxation years were calendar years, in respect of life in- 
surance policies in Canada (other than annuity contracts and prescribed 
arrangements) of the insurer. 


Subsec. 211.1(3) formerly read: 


(3) Canadian life investment income — For the purposes of this Part, the Ca- 
nadian life investment income or loss, as the case may be, of a life insurer for a 
taxation year is the positive or negative amount, respectively, determined by the 
formula 


A-B-C-D+E-F-G 


where 


is the positive or negative amount, as the case may be, determined by total- 
ling the following amounts in respect of the insurer for the year: 


(a) the total of all amounts included under subsection 138(9) in comput- 
ing the insurer’s income for the year from carrying on a life insurance 
business in Canada, 


(b) where subsection 138(9) does not apply to the insurer, its gross in- 
vestment revenue for the year from such of its non-segregated property 
as was property used in the year in, or held in the year in the course of, 
carrying on a life insurance business in Canada, 


(c) the amount included under paragraph 138(4)(b) in computing the in- 
surer’s income for the year, 


(d) the amount included under paragraph 138(4)(c) in computing the in- 
surer’s income for the year, 


(e) the total of all amounts that accrued to, or became receivable or were 
received by, the insurer in the year as, on account of or in lieu of pay- 
ment of, interest in respect of policy loans made under the terms of its 
life insurance policies in Canada, to the extent not included in comput- 
ing its Canadian life investment income for a preceding taxation year, 


(f) the total of all gains made by the insurer in the year from dispositions 
of such of its non-segregated property (other than property that is a Can- 
ada security or capital property) as was property used in the year in, or 
held in the year in the course of, carrying on a life insurance business in 
Canada, and 


(g) the amount, if any, by which 


(i) the total of all taxable capital gains of the insurer for the year 
from dispositions of such of its non-segregated property as was pro- 
perty used in the year in, or held in the year in the course of, carry- 
ing on a life insurance business in Canada 


exceeds 


(ii) the total of all allowable capital losses of the insurer for the year 
and all preceding taxation years commencing after June 17, 1987 
and ending after 1987 from dispositions of such of its non-segre- 
gated property as was property used in the year in, or held in the 
year in the course of, carrying on a life insurance business in Can- 
ada to the extent that those losses have not reduced an amount de- 
termined under this paragraph in determining the Canadian life in- 
vestment income for a preceding taxation year, 


and deducting from that total the total of the following amounts in respect of 
the insurer for the year: 


(h) the amount deductible under paragraph 138(3)(b) in computing the 
insurer’s income for the year, . 


(i) the amount deductible under paragraph 138(3)(d) in computing the 
insurer’s income for the year, 


(j) the total of all losses sustained by the insurer in the year from dispo- 
sitions of such of its non-segregated property (other than property that is 
a Canada security or capital property) as was property used in the year 
in, or held in the year in the course of, carrying on a life insurance busi- 
ness in Canada, 


(k) the total of all expenses deducted in computing the insurer’s income 
under Part I for the year to the extent that those expenses were incurred 
for the purposes of managing its non-segregated property and may rea- 
sonably be regarded as having been incurred for the purposes of earning 
any amount included under paragraphs (a) to (f) for the year, 


(1) the total of all amounts that became payable by the insurer in respect 
of the year as, on account of or in lieu of payment of, interest on 
amounts on deposit with the insurer in accordance with the terms of its 
life insurance policies in Canada, and 


(m) the total of amounts (other than amounts included under paragraph 
(k) or (1)) deducted in computing the insurer’s income for the year under 
paragraphs 20(1)(a), (c), (d) and (p), to the extent that each such amount 
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may reasonably be regarded as relating to any amount included under 
paragraphs (a) to (f) for the year; 

Bis the total of all amounts deducted in computing the insurer’s income for the 
year under Part I from carrying on a life insurance business in Canada (net 
of expense allowances under reinsurance arrangements included in comput- 
ing that income) except to the extent that any such amount 


(a) is included in an amount determined in respect of the insurer for the 
year under any of paragraphs (j) to (m) of the description of A, 


(b) was paid or payable by the insurer in respect of benefits payable 
under a life insurance policy, 


(c) is deductible under paragraph 20(1)(1) or (1.1) or subsection 20(26) 
or 138(3) in computing its income from carrying on a life insurance bus- 
iness in Canada, or 


(d) may reasonably be considered to relate to segregated funds of the 
insurer; 


C _ is the positive or negative amount, as the case may be, that would be deter- 
mined to be the insurer’s income or loss, respectively, for the year under Part 
I from carrying on a life insurance business in Canada, if 


(a) no amount were included in that determination in respect of segre- 
gated funds of the insurer, 


(b) no amount were included in that determination under paragraph 
12(1)(d) or (d.1), section 12.3, paragraph 20(1)(1) or (1.1) or subsection 
20(26), under a prescribed provision of this Act, or under paragraph 
138(4)(a) in respect of the amount deducted under paragraph 138(3)(c) 
of the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, in computing its income for the immediately preceding taxation 
year, 

(c) the amount, if any, determined under paragraph (g) of the description 
of A in respect of the insurer for the year were included in that determi- 
nation, and 


(d) the maximum amounts deductible under subparagraphs 138(3)(a)(i), 
(ii) and (iv) in computing the insurer’s income for the year were de- 
ducted in that determination and on the assumption that the maximum 
amounts so deductible in computing its income for the immediately pre- 
ceding year had been deducted; 


D is the positive or negative amount, as the case may be, attributable to regis- 
tered life insurance policies, registered pension plans, annuity contracts and 
prescribed arrangements, determined in accordance with prescribed rules, in 
respect of the insurer for the year; 


E is the positive or negative amount, as the case may be, determined by total- 
ling the term insurance component and the amortization adjustment amount, 
determined in accordance with prescribed rules, in respect of the insurer for 
the year; 

Fis the amount of guaranteed interest, determined in accordance with pre- 
scribed rules, in respect of the insurer for the year; and 

G_is the prescribed portion of amounts that would, but for subsection 12(8) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, be 
included in computing the income of policyholders under section 12.2, para- 
graph 56(1)(j) or subparagraph 115(1)(a)(vi), for taxation years ending in the 
year, if all taxation years were calendar years, in respect of life insurance 
policies in Canada (other than annuity contracts and prescribed arrange- 
ments) of the insurer: 

The description of D in subsec. 211.1(3) amended by 1990, c. 35, s. 29, to substitute 
“registered pension plans” for “registered pension funds or plans”, applicable after 
1985. 

Selected Cases [subsec. 211.1(3)]: Excelsior Life Insurance Co. v. R., [1985] 1 
C.T.C. 213 (FCTD) (Expenses deductible in computing income from life insurance. 
business apply to segregated or non-segregated property when calculating its net Cana- 
dian life investment income). 


Regulations: 1401(1) (amounts determined). 


(4) Short taxation year — Where a taxation year of a life insurer 
is less than 51 weeks, the values of A and D in subsection (3) for 
the year are that proportion of those values otherwise so determined 
that the number of days in the year (other than February 29) is of 
365; 

History: Subsec. 211.1(4) added by 1998, c. 19, subsec. 213(3), applicable to 1992 et 
seq. 

Definitions [s. 211.1]: “amount” — 248(1); “calendar year’? — Interpretation Act 
37(1)(a); “existing guaranteed life insurance policy” — 211(1); “insurer” — 248(1); 
“life insurance policy” — 138(12), 211(1), 248(1); “life insurer” — 248(1); “net inter- 


est rate”, “policy loan” — 211(1); “regulation” — 248(1); “reinsurance arrangement’, 


“taxable life insurance policy” — 211(1); “taxation year” — 249. 


211.2. Return — Every life insurer shall file with the Minister, not 
later than the day on or before which it is required by section 150 to 
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file its return of income for a taxation year under Part I, a return of 
taxable Canadian life investment income for that year in prescribed 
form containing an estimate of the tax payable by it under this Part 
for the year. 

Related Provisions: 150.1(5) — Electronic filing. 

Definitions [s. 211.2]: “life insurer”, “Minister”, “prescribed” — 
year” — 249. 


Forms: 72142: Part XII.3 tax return — tax on investment income of life insurers. 


211.3 (1) Instalments — Every life insurer shall, in respect of 
each of its taxation years, pay to the Receiver General on or before 
the last day of each month in the year, an amount equal to '/2 of the 
lesser of 


(a) the amount estimated by the insurer to be the annualized tax 
payable under this Part by it for the year, and 


(b) the annualized tax payable under this Part by the insurer for 
the immediately preceding taxation year. 


(2) Annualized tax payable — For the purposes of subsections 
(1) and 211.5(2), the annualized tax payable under this Part by a life 
insurer for a taxation year is the amount determined by the formula 


(365/A) x B 

where 
A is 

(a) if the year is less than 357 days, the number of days in the 

year (other than February 29), and 

(b) otherwise, 365; and 
B is the tax payable under this Part by the insurer for the year. 
History: S. 211.3 amended by 1998, c. 19, s. 214, applet es to taxation years that 
begin after 1995. S. 211.3 formerly read: 


211.3 Instalments — Every life insurer shall pay to the Receiver General on or 
before the last day of each three month period, if any, ina taxation year an instal- 
ment determined by the formula 


A 
TS 


where 
A is the number of months in the year within the three month period; 
B_ is the number of months in the year; and 
C . is the lesser of 
(a) the tax payable under this Part by the insurer for the year, and 


(b) the tax payable under this Part by the insurer for the immediately 
preceding taxation year. 
Definitions [s. 211.3]: “amount” — 248(1); “annualized tax payable” — 211.3(2); 
“imsurer’, “life insurer’ — 248(1); “month” — Interpretation Act 35(1); “taxation 
year” — 249. : 


211.4 Payment of remainder of tax — Every life insurer shall 
pay, on or before its balance-due day for a taxation year, the re- 
mainder, if any, of the tax payable under this Part by the insurer for 
the year. 


History: S. 211.4 amended by 2003, c. 15, s. 127, applicable to taxation years that 
begin after June 2003. S. 211.4 formerly read: 


211.4 Every life insurer shall pay, on or before the last day of the second month 
ending after the end of a taxation year, the remainder, if any, of the tax payable 
under this Part by the insurer for the year. 


Definitions [s. 211.4]: “balance-due day”, “insurer”, “life insurer” — 248(1); “taxa- 
tion year” — 249. 


211.5 (1) Provisions applicable to Part — Section 152, subsec- 
tion 157(2.1), sections 158 and 159, subsections 161(1), (2), (2.1), 
(2.2) and (11), sections 162 to 167 and Division J of Part I apply to 
this Part, with such modifications as the circumstances require. 


(2) Interest on instalments — For the purposes of subsection 
161(2) and section 163.1 as they apply to this Part, a life insurer is, 
in respect of a taxation year, deemed to have been liable to pay, on 


248(1); “taxation | 


S. 211.6(3) 


or before the last day of each month in the year, an instalment equal 
to ‘/i2 of the lesser of 


(a) the annualized tax payable under this Part by the insurer for 
the year, and 


(b) the annualized tax payable under this Part by the insurer for 
the immediately preceding taxation year. 


Related Provisions: 211.3(2) — Annualized tax payable. 


History [s. 211.5]: S. 211.5 renumbered as subsec. 211.5(1) and subsec. (2) added by 
1998, c. 19, s. 215, applicable to taxation years that begin after 1995. 


S. 211.5 repealed and s. 211.6 renumbered as 211.5, and amended, by 1994, c. 7, Sch. 
II (1991, c. 49), s. 173, applicable to 1990 et seg. Ss. 211.5, 211.6 formerly read: 


211.5 Interest — Where a life insurer has failed to pay all or any instalment of 
tax under this Part on or before the day on or before which it was required to be 
paid, the insurer shall pay to the Receiver General interest at the prescribed rate 
on the amount that it failed to pay, computed from the day on or before which 
the amount was required to be paid to the day ‘of payment. 


211.6 Provisions applicable to Part — Sections 152, 158 and 159, subsection 
161(1), sections 162 to 167 and Division J of Part I are applicable to this Part 
With. such modifications as the circumstances’ require. 


Definitions [s._ 211.5]: “annualized tax payable” — 211.3(2); 
surer” — 248(1); “month” — Interpretation Act 35(1); “taxation year” 


“insurer, “life: in- 
— 249. 


PART XIl.4 — TAX ON QUALIFYING 
ENVIRONMENTAL TRUSTS 


211.6 (1) Charging provision — Every trust that is a qualifying 
environmental trust at the end of a taxation year shall pay a tax 
under this Part for the year equal to 28% of its income under Part I 
for the year. 


d RPE —211 Bt) 


a tax under this Part for the year equal to2 
nder Part I for that taxation year. 


sa a qualifying environmental trust, is is 


Related Provisions: 127.41 — Part XII.4 tax credit to beneficiary; 149(1)(z) — No 
Part I tax on trust. 


History: Subsec. 211.6(1) amended by 1998, c. 19, s. 61, applicable to 1997 er seq. 
Subsec. 211.6(1) formerly read: 


(1) Every trust that is a mining reclamation trust at the end of a taxation year 
shall pay a tax under this Part for the year equal to 28% of its income under Part 
I for the year. 


Subsec. 211.6(1) added by 1995, c. 3, s. 50, applicable to 1994 et seq. 


(2) Computation of income — For the purpose of subsection 
(1), the income under Part I of a qualifying environmental trust 
shall be computed as if this Act were read without reference to sub- 
sections 104(4) to (31) and sections 105 to 107. 


History: Subsec. 211.6(2) amended by 1998, c. 19, s. 61, applicable to 1997 et seg. 
Subsec. 211.6(2) formerly read: 


(2) For the purpose of subsection (1), the income under Part I of a mining recla- 
mation trust shall be computed as if this Act were read without reference to sub- 
sections 104(4) to (31) and sections 105 to 107. 


Subsec. 211.6(2) added by 1995, c. 3, s. 50, applicable to 1994 et seq. 


(3) Return — Every trust that is a qualifying environmental trust at 
the end of a taxation year shall file with the Minister on or before its 
filing-due date for the year a return for the year under this Part in 
prescribed form containing an estimate of the amount of its tax pay- 
able under this Part for the year. 
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Related Provisions: 150.1(5) — Electronic filing. 
History: Subsec. 211.6(3) amended by 1998, c. 19, s. 61, applicable to 1997 et seq. 
Subsec. 211.6(3) formerly read: 


(3) Every trust that is a mining reclamation trust at the end of a taxation year 
shall file with the Minister on or before the day that is 90 days after the end of 
the year a return for the year under this Part in prescribed form containing an 
estimate of the amount of tax payable under this Part for the year by the trust. 


Subsec. 211.6(3) added by 1995, c. 3, s. 50, applicable to 1994 et seq. 


Forms: T3M: Environmental trust income tax return. 


(4) Payment of tax — Every trust shall pay to the Receiver Gen- 
eral its tax payable under this Part for each taxation year on or 
before its balance-due day for the year. 

History: Subsec. 211.6(4) amended by 1998, c. 19, s. 61, applicable to 1997 et seq. 
Subsec. 211.6(4) formerly read: 


(4) Each trust shall pay in respect of each taxation year to the Receiver General 
its tax payable under this Part for the year on or before the day that is 90 days 
after the end of the year. 


Subsec. 211.6(4) added by 1995, c. 3, s. 50, applicable to 1994 et seq. 


(5) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152, 158 and 159, subsections 161(1) and (11), sec- 
tions 162 to 167 and Division J of Part I apply to this Part, with 
such modifications as the circumstances require. 
History [subsec. 211.6(5)]: Subsec. 211.6(5) added by 1995, c. 3, s. 50, applicable 
to 1994 et seq. 
History [s. 211.6]: The heading before s. 211.6 amended by 1998, c. 19, s. 60, 
applicable to 1997 et seq. It formerly read: 

Tax on Mining Reclamation Trusts 


Definitions [s. 211.6]: “amount”; 
“mining reclamation trust”, “Minister”, 
trust” — 248(1); “taxation year’ — 11(2), 249; 
year” — 107.3(1). 


“balance-due day”, “‘filing-due date’ — 248(1); 
“prescribed”, “qualifying environmental 
“trust” — 104(1), 248(1); “trust’s 


PART XII.5 — RECOVERY OF LABOUR- 
SPONSORED FUNDS TAX CREDIT 


211.7 (1) Definitions — The definitions in this section apply for 
the purposes of this Part. 


“approved share” has the’ meaning assigned by subsection 
127.4(1). 


“Jabour-sponsored funds tax credit” in respect of a share is. 


(a) where the original acquisition of the share occurred before 
1996, 20% of the net cost of the share on that acquisition; and 


(b) in any other case, the amount that would be determined 
under subsection 127.4(6) in respect of the share if this Act were 
read without reference to paragraphs 127.4(6)(b) and (d). 


“net cost” has the meaning assigned by subsection 127.4(1). 


“original acquisition” has the meaning assigned by subsection 
127.4(1). 


Proposed Addition. _ —211 -7(1)“qualifying exchange” — 


“qualifying exchange” means an exchange by a taxpayer of an 
approved share, that is part of a series of Class A shares of the 
capital stock of a corporation, for another approved share, that is — 
part of another series of Class A _ = the A ock of the 
corporation, where 


(a) the only consideration received — the aes o1 
change is the other share; and 


(b) the rights in respect of the series are serical except Fr the 
portion of the reserve (within the meaning assigned by defini- 
tion in subsection 204.8(1)) of the corporation that i is attributa- 
ble to each series. 

Application: The November 5, 2010 draft legislation (misc. technical), ‘su 


38(1), will add the definition ‘ — wetness ae ‘subsec. wat JQ), — 
after 2003. : 


Technical Notes: Part XII.5 of the Act imposes a tax on certain’ ig babi oF 
“approved shares” of a labour-sponsored venture capital corporation (LSVCC). This 


me 
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tax is designed to recover federal tax credits that may have been pies toa tax 
payer under section 127.4 upon the original acquisition of the shares. - ide | 
4 


‘The new definition “qualifying exchange” means an exchange by a ainenes of an 
poke share, that is part of a series of Class A shares of the capital stock of ai a 


of the series of shares are identical except for the portion of the reserve (within 7 
meaning assigned by the definition i in subsection 204, au of the pais that i ~ 
auributable to eh series. ‘ 


arding the definition “reserve” Fi refer t 


WO es 


Letter from Dept. of Finance, Oct. 17, 2005: See under 21 7). 


Related Provisions: 211 becca asa shares; as g(t) — Ce of 
approved share. i: Oe ae : 


“qualifying trust” has the meaning assigned by _ subsection 
127.4(1). 


“revoked corporation” means a corporation the registration of 
which has been revoked under subsection 204.81(6). 


(2) Amalgamations and mergers — For the purposes of this 
Part, where two or more corporations (each of which is referred to 
in this subsection as a “predecessor corporation”) amalgamate or 
merge to form a corporate entity deemed by paragraph 204.85(3)(d) 
to have been registered under Part X.3, the shares of each predeces- 
sor corporation are deemed not to be redeemed, acquired or can- 
celled by the predecessor corporation on the amalgamation or 
merger. 


‘Proposed Addition — 21 1.7(3) 


(3) Exchangeable shares — For the purposes of this Part an 
Part X.3, where an approved share of the capital stock of a corpo- — 
ration (referred to in this subsectio: e “new share”) has been | 
issued in exchange for another approved share (referred to in this 
subsection as the “original share”) in a qualifying exchange, the — 
new share is deemed not to have been issued on the exchange, but — 
to have been issued at the time the corporation issued the nuginel : 
Share... 

Application: The November 5, 2010. draft legislation (misc, technical), subsec. 
38(2), will add subsec. 2 - after 2003. 

Technical Notes: Sec 11.8 provides a mechanism for the recovery ‘of the 
federal tax credit under section 127.4 with respect to the original acquisition of a _ 
share issued by a labour-sponsored venture capital corporation (LSVCC). The special _ 
tax payable under section 211.8 is generally charged where the share of a federally- 
registered LSVCC or a revoked corporation is redeemed, acquire or cancelled less 
than eight years after the share was issued. — 
New subsection 211. 7(3) is added consequential to the amendment of sections 127. A 
and 211.8 to allow for the issuance of exchangeable shares by LSVCCs. New 
tion 211.7(3) is added to ensure that a share issued in a qualifying exchang : 
sidered to have been issued on the same date as the share for which it was eX- 
changed. This. amendment ensures that the date a share is eid hua >xchange,, . 


been ‘redeemed, revoked or cancelled within eight years | of t 
issued. 


This amendment also ensures 9 that the date of issuance on an exchange, fora qualif fy- 
ing exchange, i is oon ue the purposes of determining the “buses 8 ook 
ad 


or investment | shortfalls under section 204.82. 


Related Provisions: 127.4(6)(e) — No labour-sponsored funds credit on exc Sate 
of shares. ree . ne 
Letter from Dept. of Finance, Oct. 17, 2005: oo 
Dear ee : 


date “asset purchase mergers’ =e Ar eR ae venture capil ee : 
tions to occur without triggering any penalty tax under Part X.3 of the Act. — 8) = 


As you state in your letter, it is the intention of a number of existing LSVCCs, a 
managed by [xxx], to consolidate their operations. It is intended that they do this, ef 
generally, in three steps. First, one LSVCC (the “Continuing Fund”) will purchase, at , 
fair matket value, all the assets of One of inore LSVCCs (each Such LSVCC) d “Tee” 
minating Fund”) in exchange for Class A shares of the Continuing Fund. Once this is’ i 
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Part XII.5 — Labour-Sponsored Funds Tax Credit S. 211.8(1)(a) 


(a) the amount determined by the formula 


AXB 


(i) where the share was issued by a registered labour- 
sponsored venture capital corporation or a revoked corpo- 
ration, the labour-sponsored funds tax credit in respect of 
the share, and 


(ii) where the share was issued by any other labour-spon- 
sored venture capital corporation and was at any time an 
an mens wnnenens ~— approved share, the amount, if any, required to be remit- 
History: S. 211.7 renumbered as subsec. 211.7(1) and subsec. 211.7(2) added by 2000, ted to the government of a province as a consequence of 


c..19, s. 61, applicable after February 16, 1999. the redemption, acquisition, cancellation or disposition 
S. 211.7 added by 1997, c. 25, s. 62, applicable to redemptions, ‘acquisitions, cancella- (otherwise than as a consequence of an increase in the 
tions and dispositions that occur after November 15, 1995, except that s. 211.7 does not corporation’s liability for a penalty under a law of the 
apply province), and 
(a) to any redemption that occurs before 1998 of a share of the capital stock of a i 
corporation that was registered under subsec. 204.81(1), where an amount deter- B is : 
mined under regulations made for the purpose of cl. 204.81(1)(c)(v)(F) is directed (i) nil, where the share was issued by a registered labour- 
to be remitted to the Receiver General in order to permit the redemption; and sponsored venture capital corporation or a revoked corpo- 
(b) to any disposition that occurs before 1998, where an amount is required to be ration, the original acquisition of the share was before 
remitted to the government of a province as a consequence of’ the disposition and a March 6, 1996 and the redemption, acquisition, cancella- 


portion of the amount is in respect of the recovery of a tax credit that is provided 


under subsection 127.4(2) in respect of the share. Hon oF disposition is 


Definitions [s..211.7]: “amount” — 248(1); “corporation” —248(1), Interpretation _ (A) more than 2 years after the day on which it was 
Act 35(1); “net cost”, “original acquisition” — 127.4(1), 211.7(1);, “qualifying ex- issued, where the redemption, acquisition, cancellation 
change” — 211.7(1); “share” — 248(1). or disposition is permitted under the articles of the 
corporation because an individual attains 65 years of 
211.8 (1) Disposition of approved share — Where ‘an ap- age, retires from the workforce or ceases to be resident 
proved share of the capital stock of a registered labour-sponsored in Canada, or 
venture capital corporation or a revoked corporation is, before the (B) more than 5 years after the day on which it was 
first discontinuation ofits venture capital. business, redeemed, ac- issued, 


quired or cancelled by the corporation less than eight years after the 
day on which the share was issued (other than in circumstances de- 
scribed. in subclause 204.81(1)(c)(v)(A)C) or ‘CIID or’ clause 
204.81(1)(c)(v)(B) or (D)) or any other share that was issued by any 
other labour-sponsored venture capital corporation is disposed of, 
the person who was the shareholder immediately before the ‘re- 
demption, acquisition, cancellation or disposition shall pay a tax 
under this, Part equal to the lesser of 


pti Aiton drt 211.8(1) opening words 


e capital Kbek | of a 
pital corporation or a revoked corp 
ontinuation of its venture capital business, r 
quired or cancelled by the corporation less than eight veua 
the day on. which the hae was.  assned. otis ey : rts 
stances | 


S. 211.8(1)(a) 


recovery generally applies where a share is redeemed less than eight years after the 
day on which it was issued. 


Subsection 211.8(1) is amended so that thee is no Part XII.5 tax in sespect of the 


redemption by a federally-registered LSVCC of a share the original acquisition of 


which was after March 5, 1996, if the redemption occurs on a day that is in February . 
or on March Ist of a calendar year and that day is no more than 31 days before the _ 


day that is eight years after the day on which the share was issued. For a share the 
original acquisition of which occurred before March 6, 1996, the circumstances in 
which there is no recovery of the tax credit are extended to include the redemption of 


the share on a day that is in February or on March Ist of a calendar year if that day is 


no more than 31 days before the day ip is five years after the day on which the 
share was issued. 


This amendment is part of a set of oaetdmene announced by the Minister of Fi- 


nance (News Release 2000-009, dated February 7, 2000) concerning the redemption 


requirements for federally-registered LSVCCs. The set of amendments is intended to 
accommodate taxpayers wishing to acquire new LSVCC shares in the first 60 days of 
a year using the proceeds from the redemption of LSVCC shares, Other related 


changes include amendments to section 204. 81. For additional information, see the _ 


commentary on those provisions. 
Example 1 


On February 2nd, 1998 a federally-registered LSVCC redeemed 200 Class A 


shares owned by Charles. The original acquisition by Charles of the shares was 
on March 1, 1993, the same day on which the shares were issued. The issuing 
LSVCC was incorporated on December J, 1992. The LSVCC’s Articles comply 
with the applicable registration requirements. 


Results: 


1. Under new clause (i)(C) of the description of B in paragraph 211. 8 1 Na), 
there will be no recovery of the tax credit on the redemption of the 200 shares 
because the original acquisition of the shares was before March 6, 1996 and the 
redemption occurred on a day in February not more than 3] days pata the ae 
that is five years after the day on which the shares. were issued. ] 


2. Because of new subsection 204.81(1.2), subsection 204. 81(6) of the Act would 
not apply to allow the Minister of National Revenue to shiny the LSVCC’s re- 
gistration solely because hes the’ en J 


Example 2 


On February 15, 2005 a federally- registered LSVCC i loaped 200 Class A 
shares owned by Marguerite. The circumstances of the redemption are not de- 
scribed in any of the provisions, described in clauses 204. 81(1)(c)(v)(A) to (D), 
of the LSVCC’s articles. The original acquisition by Marguerite of the first 100 
shares was on March 1, 1997, although the shares were issued on March 12th, 
1997. The original acquisition by Marguerite of the second 100 shares was on 
February 29, 2000, the same day on which the ana were ea ess ihe Ce 
was incorporated on May 1, 1996. : 


Results: 


1, Under new subparagraph (il) of oe 1 Be aie of B in paragraph 
211.8(1)(a), there will be no recovery of the tax credit on the redemption Of the 


first 100 shares because the redemption occurred in February on a day not more 
than 31 days before the day that is eight years after the day on which the shares 


were issued. Subparagraph (i) of the description of variable B in paragraph — 


211.8(1)(a) does not apply because the original acquisition of the. shares was not 
before March 6, 1996. 


2. Under new “subparagraph (il) of the description of B in paragraph 
211.8(1)(a), there will be a recovery of the tax credit on the redemption of the 
second 100 shares because the redemption occurred less than eight years after 
the day on which the share was issued and more than 31 days before the day that 
is eight years after the day on which the shares were issued. 


3. Because of new subsection 204.81(1.2), subsection 204.81(6) would not apply 
to allow the Minister of National Revenue to revoke LSVCC’ Ss registration 
solely because of the redemption of the first 100 shares. However, the early re- 
demption by the corporation of the second 100 shares, in violation of the provi- 
sions of its articles described in clause 204.81(1)(c)(v)(E), authorizes the Min- 
ister of National Revenue to revoke the ne a Ss registration under subsection 
204.81(6). 


Dept. of Finance news release 2000-009, Feb. 7, 2000: Finance Minister — 


Announces Minor Change to the Redemption Requirements for Federal LSVCCs 


Finance Minister Paul Martin today announced that he would propose a minor — 


change affecting federally-registered labour-sponsored venture capital corporations 
(LSVCCs). The proposed change provides an exemption from the rules governing 
the recovery of the federal LSVCC tax credit. 


Shares in federally-registered LSVCCs that qualify for the federal LSVCC tax credit 
must be held for a minimum period. Where a share is redeemed prior to the expiry of 
the minimum period, the federal LSVCC tax credit for the share is generally recov- 


ered. In the case of shares issued before March 6, 1996, there is no recovery of the 
tax credit for a share redeemed more than five years after the day on which the share — 


was issued. For shares issued after March 5, 1996, the recovery applies where a share 
is redeemed less than eight years after the day on which it was issued. 


Income Tax Act 


The proposed change will, for the purpose of the recovery provisions, treat a share — 
redeemed in February or on March Ist as having been redeemed 30 days later. For _ 
example, existing LSVCC shares issued on March 1, 1995 and redeemed on Febru- _ 
ary 29, 2000 would be exempt from a recovery of the federal LSVCC tax sess es G 
was associated with the original acquisition of the shares. 

This measure is intended to accommodate taxpayers wishing to acquire new Lsvec 
shares in the first 60 days of a year with the proceeds from the redemption of LSVCC_ 
shares. In these circumstances, a taxpayer would generally be entitled to claim a tax 
credit for the preceding year in respect of an acquisition of the new shares and would 
not be subject to a tax penalty with respect to the redemption of the existing shares. _ 
In addition, any necessary changes will be made to ensure that an LSVCC’s registra- a 
tion cannot be revoked as a result of having redeemed LSVCC shares in these cir- 
cumstances. It is proposed that this change apply from the aa ae -of the rules ape 
erning the recovery of the LSVCC tax credit. . 


[See also proposed amendment to 204.81(1)(c)(v)(E) — ed.]} 


For further information: Grant Nash, Tax Policy Branch, (613) 992- 5287; Karl Lit- 
tler, Senior Advisor, Tax Policy, Office of the Minister of Finance, (613) 996-7861; 
Jean-Michel Catta, Public Affairs and | Operations Division, (613) 996-8080. 


Proposed Addition —211 8(1 )(a)B(i.1) 

(i. 1) nil, where the share was issued yy a registered la- 
bour-sponsored venture capital corporation or a revoked © 
corporation, the original acquisition of the share was af- _ 
ter March 5, 1996 and the redemption, acquisition or — 
cancellation is in February or on March Ist of a calendar _ 
year but is not more than 31 days before the day that is’ 
eight years after the day on which the share was issued, — 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
), will add subpara. 211.8(1)(a)B(i.1), applicable to redemptions, ; iequisifions, : 
lations and dispositions that occur after November 15, 1995. . 


Technical Notes (July 2010): See under 211.8(1)(a)B(i)(B), (C) Shoe. 


Sects Sayed ep als aes Qe 


(ii) one, in any other case where the share was issued by a 
registered labour-sponsored venture capital corporation or 
a revoked corporation, and 


(iii) in any other case, the quotient obtained when the la- 
bour-sponsored fund tax credit in respect of the share is 
divided by the tax credit provided under a law of a prov- 
ince in respect of any previous acquisition of the share, 
and 


(b) the amount that would, but for subsection (2), be payable to 
the shareholder because of the redemption, acquisition, cancella- 
tion or disposition (determined after taking into account the 
amount determined under subparagraph (ii) of the description of 
A in paragraph (a)). 
Related Provisions: 127.4(6)(e) — No labour-sponsored funds credit on exchange 
of shares; 204.8(2) — Determining when an RLSVCC discontinues its business; 
204.8(3) — Order of disposition of shares; 211.8(1.1)— Rules of application; 
211.8(2) — Withholding and remittance of tax; 211.9—Refund of clawback; 
227(10.01) — Assessment of amount payable by resident of Canada; 227(10.1)(c) — 
Assessment of amount payable by non-resident; Reg. 6706 — Repayment of credit by ~ 
national LSVCCs. 


(1.1) Rules of application — Subsections 204.8(2) and (3) and 
204.85(3) apply for the purpose of subsection (1). 


Where a person or 
partnership (in this section referred to as the “transferee’”’) redeems, . 
acquires or cancels a share and, as a consequence, tax is payable 
under this Part by the person who was the shareholder immediately 
before the redemption, acquisition or cancellation, the transferee 
shall 


(a) withhold from the amount otherwise payable on the redemp- 
tion, acquisition or cancellation to the shareholder the amount of 
the tax; 


(b) within 30 days after the redemption, acquisition or cancella- 
tion, remit the amount of the tax to the Receiver General on be- 
half of the shareholder; and 


(c) submit with the remitted amount a statement in prescribed 
form. 
Related Provisions: 211.8(3) — Liability for failure to withhold; 211.9 — Refund 


of clawback,; 227 — Withholding taxes — administration and enforcement; 
227(5)(a.1) — Person who has influence over payment may be liable for failure to 
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Part XII.6 — Tax on Flow-through Shares 


withhold; 227(6) — Application of excess amount withheld; 227(8.3)(c) — Interest on 
amounts not withheld. 


Forms: T1149: Remittance’ form for labour-sponsored funds tax credits: withheld on 
redeemed shares. 


(3) Liability for tax — Where a transferee has failed'to withhold 
any amount as required by subsection (2) from an amount paid or 
credited to a shareholder, the transferee is liable to pay as tax under 
this Part on behalf of the shareholder the amount the transferee 
failed to withhold, and is entitled to recover that amount from the 
shareholder. 


Related Provisions: 227(10.01)— Assessment of amount payable by resident of 
Canada; 227(10.1)(c)— Assessment of amount payable by non-resident: 


History: The opening words of subsec. 211.8(1) amended and subsec. 211.8(1.1) ad- 
ded by 2000, c. 19, subsecs. 62(1), (2), applicable to redemptions, acquisitions, cancel- 
lations and dispositions that occur after February 16, 1999. The opening words of sub- 
sec. (1) formerly read: ; 
(1) Where an approved share of the capital stock of a registered labour-spon- 
sored venture capital corporation or a revoked corporation is redeemed, acquired 
or cancelled by the corporation less than 8 years after the day on which the share 
was issued (other than in circumstances. described in  subclause 
204.81(1)(c)(v)(A)(@) or (I) or clause 204.81(1)(c)(v)(B) or (D)) or any other 
share that was issued by any other labour-sponsored:venture capital corporation 
is disposed of, the person who was the shareholder immediately before the re- 
demption, acquisition, cancellation or disposing shall pay a tax under this Part 
equal to the lesser of 


S. 211.8 added by 1997, c. 25, s. 62; subsec: 211.8(1) applicable to redemptions, acqui- 
sitions, cancellations and dispositions that occur after November 15, 1995, except that 
it does not apply : 
(a) to any redemption that occurs before 1998 of a share of the capital stock of a 
corporation that was registered under subsec. 204.81(1), where an amount deter- 
mined under regulations made for the purpose of cl. 204.81(1)(c)(v)(F) is directed 
to be remitted to the Receiver General in order to permit the redemption; and 


(b) to any disposition that occurs before 1998, where an amount is required to be 
remitted to the government of a province as a consequence of the disposition and a 
portion of the amount is in respect of the recovery of a tax credit that i is provided 
under subsec. 127.4(2) in respect of the share; 


subsecs. 211.8(2) and (3) applicable to redemptions, acquisitions and cancellations that 
occur after April 25, 1997. 


Definitions [s. 211.8]: “approved share” — 127.4(1), 211.7(1); “business” — 
248(1); “corporation”; — 248(1), Interpretation Act. 35(1); discontinuation” — 
204.8(2); “disposition’’, “individual” — 248(1); “labour-sponsored’ funds tax credit’? — 
211.701); “original acquisition” —.127.4(1), 211.7(1); “person”, “prescribed” — 
248(1); “province” —Jnterpretation. Act 35(1); “qualifying exchange” —,211.7(1); 
“registered labour-sponsored venture capital corporation” —248(1); “resident in Can- 
ada’”»— 250; “revoked corporation” — 211.7(1); “share”, “shareholder” — 248(1); 
“transferee” — 211.8(2). 


211.9 Refund — The Minister may pay to an individual (other 
than a trust) in respect of the disposition of a share, if application 
for the payment has been made in writing by the individual and 
filed with the Minister no later than two years after the end of the 
calendar year in which the disposition occurred, an amount not ex- 
ceeding the lesser of 


(a) the tax paid under this Part in respect of a disposition of the 
share, and 

(b) 15% of the net cost of the share on the original acquisition 
by the individual (or by a qualifying trust for the individual in 
respect of the share). 


Related Provisions: 127.4(6)(d) — Labour-sponsored funds credit is nil where 
amount has been refunded under 211.9. , 


History: S. 211.9 amended by 2000, c. 19, s. 63, applicable to dispositions that occur 
after 1998. S. 211.9 formerly read: 


211.9 Refund of clawback — The Minister may pay to an individual (other 
than a trust) an amount not exceeding the lesser of 
(a) either 
(i) the tax paid under this Part in respect of a disposition of a share, or 


(ii) the amount determined under regulations made for the purpose of 
clause 204.81(1)(c)(v)(F) that was remitted to the Receiver General in 
respect of a disposition of an approved share, and 

(b) the amount, if any, by which 
(i) 15% of the net cost of the share on the original acquisition by the 
individual (or by a qualifying trust for the individual in respect of the 
share) 


S. 211.91(1) 


exceeds 
(ii) the amount ‘deducted under subsection 127.4(2) in respect of the 
original acquisition of the share by the individual (or by a qualifying 
trust for the individual in respect of the share) 
- if application for the payment has been made in writing by the individual and 


filed with the Minister no later than 2 years after the end of the calendar year in 
which the disposition occurred. 


S. 211.9 added by 1997, c. 25, s. 62, applicable after April 25, 1997, except that 


(a) the reference to “15%” in subpara. 211.9(b)(i) shall be read as “20%” in respect 
of a disposition of a share the original acquisition of which was before March 6, 
1996; and 


(b) any application filed under that section before 1998 is deémed to be filed on a 
timely basis. 
Definitions [s. 211.9]: “amount” — 248(1); “approved share” — 127.4(1), 211.7(1); 
“calendar year’ — Interpretation ‘Act 37(1)(a); “disposition”; “individual”, “Min- 
ister’, — 248(1); “net cost’, “original. acquisition’, “qualifying. trust” — 127.4(1), 
211.7(1); “regulation”, “share” — 248(1); “trust” — 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


PART X\il.6 — TAX ON FLOW-THROUGH 
SHARES 


211.91 (1) Tax imposed — Every corporation shall pay a tax 
under this Part in respect of each month (other than January) in a 
calendar year equal to the amount determined by the formula 


B DY) RF 
eee. 
( ii eth Se ies Digi 


where 


A is the total of all amounts each of which is an amount that the 
corporation purported to renounce in the year under subsection 
66(12.6) or (12.601) because of the application of subsection 
66(12.66) (other than an amount purported to be renounced in 
respect of expenses incurred or to be incurred in connection with 
production or potential production in a province where a tax, 
similar to the tax provided under this Part, is payable by the cor- 
poration under the laws of the province as a consequence of the 
failure to incur the FRPSHSES) that were purported to. be 
renounced); 


B_ is the total of all amounts each of which is an amount that the 
corporation purported to renounce in the year under subsection 
66(12.6) or (12.601) because of the application of subsection 
66(12.66) and that is not included in the value of A; 


C is the total of all expenses described in paragraph 66(12.66)(b) 
that are 


(a) made or incurred by the end of the month by the corpora- 
tion, and 

(b) in respect of the purported renunciations in respect of 
which an amount is included in the value of A; 


D jis the total of all expenses described in paragraph 66(12.66)(b) 
that are 


(a) made or incurred by the end of the month by the corpora- 
tion, and 


(b) in respect of the purported renunciations in respect of 
which an amount.is included in the value of B; 


E is the rate‘of interest prescribed for the purpose of subsection 
164(3) for the month; and 
F is 
(a) one, where the month is December, and 
(b) nil, in any other case. 


Related Provisions: 18(1)(t), 20(1)(nn) —Tax under Part XII.6 is deductible; 
66(18) — Members of partnerships; 87(4.4)(e)—(h) — Amalgamation of principal-busi- 
ness corporations; 211.91(2) — Return and payment of tax; 257 — Formula cannot 
calculate to less than zero. 


Regulations: 4301(b) (prescribed rate of interest under 164(3), for 211.91(1)E). 
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S. 211.91(2) 


(2) Return and payment of tax — A corporation liable to tax 
under this Part in respect of one or more months in a calendar year 
shall, before March of the following calendar year, 


(a) file with the Minister a return for the year under this Part in 
prescribed form containing an estimate of the tax payable under 
this Part by it in respect of each month in the year; and 


(b) pay to the Receiver General the amount of tax payable under 
this Part by it in respect of each month in the year. 


Forms: T100: Instructions for the flow-through share program [guide]; T101C: Part 
XII.6 tax return. 


(3) Provisions applicable to Part — Subsections 150(2) and 
(3), sections 152, 158 and 159, subsections 161(1) and (11), sec- 
tions 162 to 167 and Division J of Part I apply to this Part, with any 
modifications that the circumstances require. 


History: Part XII.6 (s. 211.91) added by 1997, c. 25, s. 62, applicable to the 1997 and 
subsequent calendar years. 


Definitions [s. 211.91]: “amount” — 248(1); 
37(1)(a); “corporation” — 248(1), Interpretation Act 
scribed” — 248(1); “province” — Interpretation Act 35(\). 


“calendar year” — Interpretation Act 
35(1); “Minister”, “pre- 


“, 


PART XIIl — TAX ON INCOME FROM 
CANADA OF NON-RESIDENT PERSONS 


212. (1) Tax — Every non-resident person shall pay an income tax 
of 25% on every amount that a person resident in Canada pays or 
credits, or is deemed by Part I to pay or credit, to the non-resident 
person as, on account or in lieu of payment of, or in satisfaction of, 


Possible Future Amendment — Reducing treaty _ 


mitted - the government’s fiscal framewo 
porate tax rate reductions. : 


[For more detail on this issue see the report at www. apesitivcetic ca or on TaxPar rtner. : 


For the full list of recommendations see under s.90-—ed.]  ——s—i—w 


Related Provisions: 94(3)(a)(viii), (ix), 104(7.01) — Application to trust deemed 
resident in Canada; 212(13.1) — Application where payor or payee is a partnership; 
212(13.3)(a) — Authorized foreign bank deemed resident in Canada; 212(17.1) — No 
tax on International Olympic Committee and Paralympic Committee re 2010 Games; 
214(1) —No deductions from tax; 215(1) — Requirement to withhold and remit; 
216 — Election to pay tax on net income from rents and timber royalties; 217 — Elec- 
tion to file return under Part I in respect of certain kinds of income; 218.3(2)(c) — 
Withholding tax on mutual fund distributions to non-residents; 227 — Withholding 
taxes — administration and enforcement; Reg. 105 — Withholding on payments to 
non-residents for services; Reg. 805 — No tax where income attributable to permanent 
establishment or taxable under 115(1)(a)(iii.3). 


1.T. Application Rules [subsec. 212(1)]: 10(4) (application to debts issued before 
1976); 10(6) (reduction of 25% rate by treaty). 


Interpretation Bulletins [subsec. 212(1)]: IT-77R: Securities in satisfaction of 
income debt (archived); IT-360R2: Interest payable in a foreign currency. 


Information Circulars [subsec. 212(1)]: 76-12R6: Applicable rate of Part XIII tax 
on amounts paid or credited to persons in countries with which Canada has a tax con- 
vention; 77-16R4: Non-resident income tax. 


I.T. Technical News [subsec. 212(1)]: 11 (reporting of amounts paid out of an 
employee benefit plan); 14 (meaning of “credited” for purposes of Part XIII withhold- 
ing tax). 


CRA Audit Manual [subsec. 212(1)]: 10.11.13: Consultation and referrals regard- 
ing non-residents; 15.2.0: Income of a non-resident; 15.3.0: Part XIII tax on income 
from Canada of non-resident persons. 


Forms [subsec. 212(1)]: NR4: Statement of amounts paid or credited to non- 
residents of Canada; NR4 Segment; NR4 Summ: Return of amounts paid or credited to 
non-residents of Canada; NR4(OAS): Statement of OAS pension paid or credited to 
non-residents of Canada; NR7-R: Application for refund of non-resident Part XIII tax 
withheld; NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer, NR302 (draft): Declaration of benefits under a tax treaty for a partnership 
with non-resident partners; NR303 (draft): Declaration of benefits under a tax treaty for 
a hybrid entity; NR601: Non-resident ownership certificate — withholding tax; 
NR602: Non-resident ownership certificate — no withholding tax; NR603: Remittance 
of non-resident tax on income from film or video acting services; T1136: OAS return 
of income; T1141: Information return re transfers or loans to a non-resident trust; 


Income Tax Act 


T1142: Information return re distributions from and indebtedness to a non-resident 
trust; T4061: Non-resident withholding tax guide. 
(a) management fee — a management or administration fee 
or charge; 
Related Provisions: 212(4)— Meaning of “management or administration fee or 
charge”; Reg. 105 — Withholding tax on payments to non-residents for services. See 
also at beginning of subsec. 212(1). 


Selected Cases [para. 212(1)(a)]: Stora Enso Benteiligungen GmbH vy. R., [2009] 5 
C.T.C. 2133 (TCC) (Gross-up applies to fees which should have been deducted); Peter 
Cundill & Associates Ltd. v. R., [1991] 2 C.T.C. 221 (FCA) (Fees paid by Canadian 
corporation to Bermuda subsidiary taxable, not at arm’s length since both corporations 
controlled by same “mind”); Alberta Gas Ethylene Co. v. R., [1990] 2 C.T.C. 171 
(FCA) (Interest on loan by non-resident subsidiary to resident parent subject to with- 
holding tax; agency argument rejected). 


Regulations: 202(1)(a) (information return); 805 (no tax where income attributable to 
permanent establishment). 


Interpretation Bulletins: IT-468R: Management or administrative fees paid to non- 
residents. See also at beginning of s. 212. 


Information Circulars: 87-2R: International transfer pricing. See also at beginning 
of subsec. 212(1). 


Forms: See at beginning of subsec. 212(1). 
(b) interest — interest that 


(i) is not fully exempt interest, and is paid or payable to a 
person with whom the payer is not dealing at arm’s length, or 


on is participating debt interest; 
. poate Amendment. 21 =iNBl 


hen poised as noted in the oan ican above. For clarity, the 2007 revision has been 
re-enacted — to exempt interest that is pat tc arm’ 8 as party and eee: is not 
participating debt interest. : : 


This amendment applies to interest paid or credited toa pei weeident after 2007. 


Related Provisions: 142.7(8)(d) — Application of 212(1)(b)(vii) on conversion of 
foreign bank subsidiary to branch; 212(3) — Meaning of “fully exempt interest” and 
“participating, debt interest”; 212(6)—(8) — Reduced tax on interest on pre-1961 pro- 
vincial bonds; 212(9)(c) — Exemption for interest received by mutual fund trust and 
paid to non-resident; 212(13.3)(a) — Authorized foreign bank deemed resident in Can- 
ada; 212(15)— CDIC-insured obligations deemed not guaranteed by Canada; 
212(18) — Return by financial institutions; 212(19)— Tax on dealers re excess 
amount exempted under securities lending arrangement; 214(2) — Income and capital 
combined; 214(3)(e)—- Deemed payments; 214(4) — Securities; 214(6) — Deemed 
interest; 214(7), (7.1) — Sale of obligation; 214(15) — Deemed interest; 218 — Loan 
to wholly-owned subsidiary; 240(2) — Interest coupon to be identified; 260(8) — Se- 
curities lending arrangement— deemed payment of interest; Canada-U.S. Tax 
Treaty:Art. XI — Taxation of interest. See additional Related Provisions at teoninine 
of 212(1). 


History: Para. 212(1)(b) amended by 2007, c. 35, subsec. 59(2), applicable after 2007 
and as though Bill C-10 (see proposed amendments below) had received Royal Assent 
before 2007, c. 35. The para. formerly read: 
(b) interest — interest except 
(i) [NRO] 
corporation, 
(ii) [government-guaranteed debt] — interest payable on 


(A) bonds of or guaranteed by the Government of Canada issued on or 
before December 20, 1960, 


(B) bonds of or guaranteed by the Government of Canada issued after — 
December 20, 1960, and before April 16, 1966, the interest on which is 
payable to the government or central bank of a country other than Can- 
ada or to any international organization or agency prescribed by regula- 
tion, or 


—interest payable by a non-resident-owned investment 


(C) bonds, debentures, notes, mortgages, hypothecary claims or similar 
obligations 


(I) of or guaranteed by the Government of Canada, 
(IL) of the government of a province or an agent thereof, 


(III) of a municipality in Canada or a municipal or public body per- 
forming a function of government in Canada, 


(IV) of a corporation, commission or association to which any of 
paragraphs 149(1)(d) to (d.6) applies, or 
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(V) of an educational institution or a hospital if repayment of the 
principal amount thereof and payment of the interest thereon is to be 
made, or is guaranteed, assured or otherwise specifically’ provided 
for or secured by the government of a province, 


issued after April 15, 1966, 


(iii) [foreign currency debt] — interest payable in a ‘currency other than 
Canadian currency to a person with whom the payer is dealing at arm’s 
length, on 


(A) any obligation where the evidence of indebtedness was issued on or 
before December 20, 1960, 


(B) any obligation where the evidence of indebtedness was issued after 
December 20, 1960, if the obligation was entered into under an agree- 
ment in writing made on or before that day, under which the obligee 
undertook to advance, on or before a specified day, a specified amount 
at aspecified rate of interest or a rate of interest’ to be determined-as 
provided in the agreement, to the extent that the interest payable on the 
obligation is payable 


(1) in respect of a period ending not later than the earliest day on 
which, under the terms of the obligation determined as of the time it 
was entered into, the obligee would be entitled to demand payment 
of the principal amount of the obligation or the amount outstanding 
as or on,account of the principal amount thereof, as the case may be, 
if the terms of the obligation determined as of that time provided for 
that payment on or after a specified day, or 


(ID in respect of a period ending not later than one’ year after the 
time the obligation was entered into, in any other case, 


(C) any bond, debenture or similar obligation issued after December 20, 
1960, for the issue of which arrangements were made on or before that 
day with a dealer in securities, if the existence of the arrangements for 
the issue of the bond, debenture or similar obligation can be established 
by evidence in writing given or made on or before that day, 


(D) an amount not repayable in Canadian currency deposited with an 
institution that was at the time the amount was deposited or at the time 
the interest was paid or credited a prescribed financial institution, 


(E) any obligation entered into in the course of carrying on a business in 
a country other than Canada, to the extent that the interest payable on 
the obligation is deductible in computing the income of the payer under 
Part I from a business carried on by the payer in such a country, or that, 
but for subsection 18(2) or section 21, would have been so deductible, 
or 


(F) any obligation entered into by the payer after December 20, 1960, on 
assuming an obligation referred to in clause (A) in consideration or par- 
tial consideration for the purchase by the payer of property of the vendor 
that constituted security for that obligation, if the payer on entering into 
the obligation undertook to pay the same amount of money on or before 
the same date and at the same rate of interest as the vendor of the pro- 
perty had undertaken in respect of the obligation under which the vendor 
was the obligor, 


(for the purpose of this subparagraph, interest expressed to be computed by 
reference to. Canadian currency shall be deemed to be payable in Canadian 
currency), 


(iv) [exemption certificate] — interest payable on any bond, debenture or 
similar obligation to a person with whom the payer is dealing at arm’s length 
and to whom a Certificate of exemption that is in force on the day the amount 
is paid or credited was issued under subsection (14), 


roposed el eselod: _ gules 21201 Hey 


T chnical os 5 ag 
‘interest paid or credited to a Bentley unless, one &. the Sree none in ‘the ar 
graph applies. This paragraph was significantly revised in 2007 for interest paid or 


Bevable after 2007. After 2007, the paragraph exempts interest from withholding - 


£6. 


yes to an arm’s length person and is not f mericenen 


ption for interest p: le to an arm’s length person ae holds ; a valid “certifi- 


> of exemption”. These certificates, issued by the Minister of National Revenue _ 
tase the authority provided by subsection 212(14) of the Act, are generally avail 


able to foreign pension entities, charities and certain other tax-exempt entities. 


S. 212(1)(b) (xii) 


pparagraph esas a ap] 8 only to interest. 
obligation.’ 


(v) [life insurance business outside Canada] — interest payable to a per- 
son with whom the payer is dealing at arm’s length on any obligation en- 
tered into in the course of carrying on a life insurance business in a country 
other than Canada, 


(vi) [Repealed under former Act] 


(vii) [5-year corporate debt] — interest payable by a corporation resident 
in Canada to a person with whom that corporation is dealing at arm’s length 
on any obligation where the evidence of indebtedness was issued by that 
corporation after June 23, 1975 if under the terms of the obligation or any 
agreement relating thereto the corporation may not under any circumstances 
be obliged to pay more than 25% of 


(A) where the obligation is one of a number of obligations that comprise 
a single debt issue of obligations that are identical in respect of all rights 
(in equity or otherwise, either immediately or in the future and either 
absolutely or contingently) attaching thereto, except as regards the prin- 
cipal amount thereof, the total of the principal amount of those obliga- 
tions, or 


(B) in any other case, the principal amount of the obligation, 


within S years from the date of issue of that single debt issue or that obliga- 
tion, as the case may be, except 


(C) in the event of a failure or default under the said terms or agreement, 


(D) if the terms of the obligation or any agreement relating thereto be- 
come unlawful or are changed by virtue of legislation or by a court, 
statutory board or commission, 


(E) if the person exercises a right under the terms of the obligation or 
any agreement relating thereto to convert the obligation into, or ex- 
change the obligation for, a prescribed security, 


(F) in the event of the person’s death, or 


(G) in the event that a change to this Act or to a tax treaty has the effect 
of relieving the non-resident person from liability for tax under this Part 
ect of ed interest) 


(viii) [mortgage on real property outside Canada] — interest payable on 
a mortgage, hypothecary claim or similar obligation secured by, or on an 
agreement for sale or similar obligation with respect to, real property situ- 
ated outside Canada or an interest in any such real property except to the 
extent that the interest payable on the obligation is deductible in computing 
the income of the payer under Part I from a business carried on by the payer 
in Canada or from property other than real property situated outside Canada, 
(ix) [deposit in foreign branch of Canadian bank] — interest payable in 
Canadian currency on account of an amount in Canadian currency deposited 
in a country other than Canada with a branch or office of a payer who 
(A) is, or is eligible to become, a member of the Canadian Payments 
Association, or 


(B) is a credit union that is a shareholder or member of a body corporate 
or organization that is a central for the purposes of the Canadian Pay- 
ments Association Act, 


‘to'a person with whom the payer is dealing at arm’s length, 


(x) [prescribed international organization] — interest payable to a pre- 
scribed international organization or agency, 


(xi) [International Banking Centre deposit] — interest payable on an 
amount deposited with a prescribed financial institution for the period during 
which the amount was an eligible deposit (within the meaning assigned by 
subsection 33.1(1)) of the institution, and 


(xii) [Securities lending arrangement] — interest payable under a securi- 
ties lending arrangement by a lender under the arrangement that is a finan- 
cial institution prescribed for the purpose of clause (iii)(D), or a registered 
securities dealer resident in Canada, on money provided to the lender either 
as collateral or as, consideration for the particular security lent or transferred 
under the arrangement where 

Proposed Amendme' er 212(1 Y(b)(xil) opening words 
(xii) interest payable by a lender under a securiti ding arrangement, if 

the lender and the borrower deal with each ot arm’s length and the 
lender is a financial institution prescribed fo purpose of clause 
(iii)(D), or a registered securities dealer resident in Canada, on money pro- 
vided to the lender either as collateral or as consideration for ca — 
security lent or transferred under the arrangement where Ly 
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Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
139(2), will amend the opening words of subpara. 212(1)(b)(xii) to read as above, 
applicable to arrangements made after 2002, but only until 212(1)(b) was replaced 
effective Jan..1, 2008 (per Bilt C-28, S.C. 2007, c. 35, s. 97(1)). 


Technical Notes (July 2010): Subparagraph 212(1)(b)(xii), as it read before the 
2007 revision, provides an exemption for interest payable under certain securities 
lending arrangements by registered or licensed securities dealers resident in Can- 
ada. Given the current definition of “securities lending arrangement” in subsection 
260(1), this exemption is only available to dealers who are dealing at arm’s length 
with the other parties to the arrangements. 


Consequential to the amendments to the definition of “securities lending arrange- 
ment” in subsection 260(1), which now includes certain arrangements between 
non-arm’s length parties, the amendment to subparagraph 212(1)(b)(xii) confirms 
that the exemption is limited to arm’s length arrangements. © 


(A) the particular security is an obligation referred to in subparagraph 
(ii) or an obligation of the government of any country, province, state, 
municipality or other political subdivision, 


(B) the amount of money so provided at any time during the term of the 
arrangement does not exceed 110% of the fair market value at that time 
of the particular security, and 


(C) the arrangement was neither intended, nor made as a part of a series 
of securities lending arrangements, loans or other transactions that was 
intended, to be in effect for more than 270 days, 


Proposed Addition — Former 212(1)(b)(xiii)_ 
(xiii) [securities lending arrangement] - — an amount paid or credited 


under a securities lending arrangement that is deemed by subparagraph 
260(8)(c)(i) to be a payment made by a borrower to a lender of interest if 


(A) the securities lending arrangement was entered into by the bor- 
rower in the course of carrying on a business outside Canada, and 


(B) the security that is transferred or lent to the borrower under the 
securities lending arrangement is described in paragraph (b) or (c) of 
the definition “qualified security” in subsection 260(1) and issued by a 
non-resident issuer; 


Application: The July 16, 2010 draft ates (Part 1 os witch su 
139(3), will add subpara. 212(1)(b)(xiii), applicable to securities lending arran 
ments entered into after May 1995 (except that in its application to arrangements 
made before 2002, the reference to “subparagraph 260(8)(c)(i)” in the subpara. is 
to be read as “subparagraph 260(8)(a)(i)”); but only until 212(1)(b) was as replaced 
effective Jan. 1, 2008 (per Bill C-28, Ss C. 2007, & 35, § 970) 


Technical Notes (July 2010): Securities lending arrangements often include an 
obligation for one party to compensate the other for certain income amounts. Inthe 
absence of special rules, these compensation payments may be subject to tax. under 
Part XIII if they are paid by a person resident in Canada to a non-resident person. 
New subparagraph 212(1)(b)(xiii) is added to paragraph 212(1)(b), as it read 
before the 2007 revision, and exempts from tax under Part XIII certain interest 
compensation payments made to a non-resident by a borrower residen 
under a securities lending arrangement. For. the: ‘exemption to app 


* the payments must be made by the borrower i in the course of « carrying. on its 
business outside of Canada; and : 


° the borrowed securities must be issued by a non-resident aa! je 
Letter from Dept. of Finance, February 18, 2002: Sce under 212(2.1). 


and for the purpose of this paragraph, where interest is payable on an obligation, 

other than a prescribed obligation, and all or any portion of the interest is contin- 
gent or dependent on the use of or production from property in Canada or is 
computed by reference to revenue, profit, cash flow, commodity price or any 
other similar criterion or by reference to dividends paid or payable to sharehold- 
ers of any class of shares of the capital stock of a corporation, the interest shall 
be deemed not to be interest described in subparagraphs (ii) to (vii) and (ix); 


Cl. 212(1)(b)(vii)(G) added by the said c. 35, subsec. 59(1), applicable to obligations 
entered into after March 18, 2007. 


The opening words of cl. 212(1)(b)(ii)(C) and subpara..212(1)(b)(viii) amended by 
2001, c. 17, subsecs. 226(1), (2), to add.“*, hypothecary claims” and “, hypothecary 
claim” respectively, in force June 14, 2001. 


Subcl, 212(1)(b)(ii)(C)TV) amended by the said c. 17, subsec. 173(1), applicable to 
amounts paid or credited after 1998. Subcl. 212(1)(b)(ii)(C)(V) formerly read: 


(IV) of a corporation, commission or association not less than 90% of the shares 
or capital of which is owned by Her Majesty in right of a province or by a Cana- 
dian municipality, or of a subsidiary wholly-owned corporation that is subsidiary 
to such a corporation, commission or association, or 


The opening words of subpara. 212(1)(b)(xii) amended by 1995, c. 21, subsec. 73(1), 
applicable to securities lending arrangements entered into after May 28, 1993. The 
opening words formerly read: 


(xii) interest payable under a securities lending arrangement by a lender under 
the arrangement that is a financial institution prescribed for the purpose of clause 
(iii)(D), or a person resident in Canada who is registered or licensed under the 


Income Tax Act 


laws of a province to trade in securities, on money provided to the lender either 
as collateral or as consideration for the particular security lent or transferred 
under the arrangement where 


Subpara. 212(1)(b)(xii) added by 1994, c. 21, subsec. 97(1), applicable to securities 
lending arrangements entered into after May 28, 1993. 


Subpara. 212(1)(b)(iv) amended, and cl. (vii)(F) added, by 1994, c. 7, Sch. VIII (1993, 
c. 24), subsecs. 123(1) and (2), applicable (by subsec. 123(5) as amended by 1994, c. 
21, s. 137) to amounts paid or credited after 1991 except that in its application to 
amounts paid or credited to a person in respect of obligations acquired before 1992 by 
the person or by a person related to the person, subpara. (b)(iv) applies with respect to 
amounts paid or credited after 1994. That subpara. formerly read: 


(iy) interest payable on any bond, debenture or similar obligation issued after 
June 13, 1963 to a person to whom a certificate of exemption that is in force on 
the day the amount is paid or credited has been issued under subsection (14), 


Cl. 212(1)(b)(vii)(C) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 174(1), ap- 
plicable to amounts paid or credited after 1986. That cl. formerly read: 


(C) in the event of a failure or default under the terms of the agreement relating 
to the obligation, 


Selected Cases [para. 212(1)(b)]: Lehigh Cement Ltd. v. R., [2010] 5 C.T.C. 13 
(FCA) (Splitting of interest and principal on debt did not offend subpara. 212(1)(b)(vii) 
and was not an avoidance transaction); Easter Law Trust (Trustee of) v. R., [2005] 1 
C.T.C. 2078 (TCC) (Interest included in cost of goods sold of trader not subject to 
withholding tax); Kinguk Trawl Inc. v. R., [2002] 1 C.T.C. 2229 (TCC) (Interest on 
credit line advances not exempt from Canadian tax); General Electric Capital 
Equipment Finance Inc. v. R., [2002] 1 C.T.C. 217 (FCA); aff’ g [2000] 4 C.T.C. 82 
(FCTD) (Change of most fundamental terms of notes created new obligations); Munich 
Reinsurance Co. (Canada Branch) v. R., [2000] 2 C.T.C. 2785 (TCC) (Statutory obli- 
gation to refund interest not a debenture); Wenger’s Ltd. v. MNR, [1992] 2 C.T.C. 2479 
(TCC) (Late payment “surcharge” on sale price of goods was “‘interest’””); Pullman v. 
R., [1983] C.T.C. 52 (FCTD) (Interest on loans funded by non-resident but made by 
resident broker subject to tax); R. v. Melford Developments Inc., [1982] C.T.C. 330 
(SCC) (Payments for bank guarantee under Canada-Germany Income Tax Agreement 
not payments of interest subject to tax); Cutlers Guild Ltd. v. R., [1981] C.T.C. 115 
(FCTD) (Interest payments made to non-resident lender subject to tax even when tax- 
payer carrying on business in Canada); Associates Corporation of North America vy. R., 
[1980] C.T.C. 215 (FCA) (Guarantee fees not considered interest); R. v. Immobiliaire 
Canada Ltd., {1977} C.T.C. 481 (FCTD) (Payment to transferor does not represent pay- 
ment of interest upon purchase of obligation with accrued interest owing); Rodmon 
Construction Inc. v. R., [1975] C.T.C. 73 (FCTD) (Taxpayer not liable for tax on pay- 
ments made to vendor where payments did not include interest); Swiss Bank Corp. v. 
MNR, [1972] C.T.C. 614 (SCC) (Exemption from withholding tax on interest paid in 
foreign currency disallowed upon failure to meet arm’s length requirement of 
provision). 


Regulations: 202(1)(b) (information return); 806, 806.1 (prescribed international or- 
ganization or agency); 806.2 (prescribed obligation); 1600 (prescribed countries for 
ITAR 10(4)); 6208 (prescribed security); 7900 (prescribed financial institutions). 


Remission Orders: Churchill Falls (Labrador) Corporation Withholding Tax Re- 
mission Order, P.C. 1968-832 (no withholding on interest on first mortgage bonds sold 
in the U.S. by Churchill Falls (Labrador) Corp.). 


1.T. Application Rules: 10(5) (certificate of exemption in force since 1971). 


Interpretation Bulletins: IT-155R3: Exemption from non-resident tax or interest 
payable on certain bonds, debentures, notes, hypothecs or similar obligations; IT- 
265R3: Payments of income and capital combined (archived); IT-320R3: Qualified in- 
vestments — Trusts governed by RRSPs, RESPs and RRIFs; IT-360R2: Interest paya- 
ble in a foreign currency; IT-361R3: Exemption from Part XIII tax on interest pay- 
ments to non-residents; IT-430R3: Life insurance proceeds received by a provate 
corporation or a partnership as a consequence. See also at beginning of s. 212. 


Information Circulars: See at beginning of subsec. 212(1). 


I.T. Technical News: 9 (exemption from withholding tax under 212(1)(b)(vii)(C)); 
11 (paragraph 212(1)(b) — postamble); 16 (Crown Forest case); 30 (withholding tax 
on interest). j 


Advance Tax Rulings: ATR-49: Long-term foreign debt; ATR-69: Withholding tax 
on interest paid to non-resident persons. 


Forms: See at beginning of subsec. 212(1). 


(c) estate or trust income — income of or from an estate or 
a trust to the extent that the amount 


(i) is included in computing the income of the non-resident 
person under subsection 104(13), except to the extent that the 
amount is deemed by subsection 104(21) to be a taxable cap- 
ital gain of the non-resident person, or 


(ii) can reasonably be considered (having regard to all the 
circumstances including the terms and conditions of the es- 
tate or trust arrangement) to be a distribution of, or derived 
from, an amount received by the estate or trust as, on account 
of, in lieu of payment of or in satisfaction of, a dividend on a 
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share of the capital stock of a corporation resident in Canada, 

other than a taxable dividend; 
Related Provisions: 94(1)“exempt amount”(c)(ii) — Exemption from.non-resident 
trust rules; 94(3)(a)(ix) [proposed] — Application to trust deemed resident in Canada; 
104(11) — Dividend received from NRO; 104(16)(d) — SIFT trust distribution 
deemed to be dividend paid by corporation resident in Canada; 132(5.1), (5:2) — 
Deemed dividend on distribution of gain derived from taxable Canadian property by 
mutual fund trust; 212(2)(b)— Withholding tax on capital dividends; 212(9) — Ex- 
emptions; 212(10) — Trust established before 1949; 212(11) — Payment to a benefici- 
ary as income of trust; 212(13) — Non-resident payor deemed resident. in» Canada; 
212(17) — No withholding tax on payments from employee benefit plan or employee 
trust; 214(3)(f), (£1) — Deemed payments; 218.3(2)(c) — Withholding tax on mutual 
fund distributions to non-residents; 250.1(b) — Calculation of income of non-resident 
person; Canada-U.S. Tax Treaty:Art. XXII:2 — Estate or trust income. See additional 
Related Provisions at beginning of subsec:,212(1). 


History: Subpara. 212(1)(c)(i) amended by 2001, c.:17, subsec: 173(2), applicable to 
amounts paid or credited after December 17, 1999: Subpara. 212(1)(c)(i) formerly read: 


(i) would, if the non-resident person were a person resident in Canada to whom 
Part I applied, be included in computing the income of the non-resident person 
under subsection 104(13), except to the extent that the amount is deemed by 
subsection. 104(21) to. be a taxable capital gain of the non-resident person, or 


Para. 212(1)(c) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 174(2), applica- 
ble to amounts paid or credited (or deemed: under the Act to have been paid or credited) 
by an estate or a trust after July 13, 1990. Para. 212(1)(c), formerly read: 


(c) estate or trust income — income of or from an estate or trust to the extent 
that the amount would, if the non-resident person were a person resident in Can- 
ada to whom Part I was applicable, be included in computing the income of the 
non-resident person by reason of subsection 104(13), except to the extent that the 
amount is deemed by subsection 104(21) to be a taxable capital gain of the non-' 
resident person; 


Regulations: 202(1)(c) (information return). 


Interpretation Bulletins: IT-342R: Trusts — income payable to beneficiaries; IT= 
465R: Non-resident beneficiaries of trusts; IT-500R: RRSPs — death of an annuitant; 
IT-531; Eligible funeral arrangements. See also at beginning of s. 212, 


Information Circulars: See at beginning of subsec. 212(1). 


CRA Audit Manual: 15.3.6: Non-resident beneficiaries of trusts; 16.2.2: Estate.of a 
deceased person — non-residents. 


Forms: See at beginning of subsec. 212(1). 


(d) rents, royalties, etc. — rent, royalty or similar payment, 
including, but not so as to restrict the generality of the forego- 
ing, any payment. 


(i) for the use of or for the right to use in Canada any pro- 
perty, invention, trade-name, patent, trade-mark, design or 
model, plan, secret formula, process or other thing whatever, 


(ii) for information concerning industrial, commercial or sci- 
entific experience where the total amount payable as consid- 
eration for that information is dependent in whole or in part 
on 


(A) the use to be made of, or the benefit to be Merived 
from, that information, 


(B) production or sales of goods or services, or 
(C) profits, 


(iii) for: services of an industrial, commercial.or. scientific 
character performed by a non-resident person where. the total 
amount payable as consideration for those services is depen- 
dent in whole or in part on 


(A) the use to be made of, or the benefit to be derived 
from; those services, 


(B) production or sales of goods or services, or 
(C), profits, 


but not including a payment made for services performed in 
connection with the sale of property or the negotiation of a 
contract, 


(iv) made pursuant to an agreement between a person resi- 
dent in Canada and a non-resident person under which the 
non-resident person agrees not to use or not to permit any 
other person to use any thing referred to in subparagraph (i) 
or any information referred to in subparagraph (i1), or 


S. 212(1)(d)(xi)(B) 


(v) that was oendene on the use of or production from pro- 
perty in Canada whether or not it was an instalment on the 
sale price of the property, but not including an instalment on 
the sale price of agricultural land, 


but not including 


(vi) a royalty or similar payment on or in respect of a copy- 
right in respect of the production or reproduction of any liter- 
ary, dramatic, musical or artistic work, 


(vii) a payment in respect of the use by a railway company or 
by a person whose principal business is that of a common 
carrier of property that is railway rolling stock as defined in 
the definition “rolling stock” in section 2 of the Railway Act 


(A) if the payment is made for the use of that property for 
a period or periods not expected to exceed in the aggre- 
gate 90 days in any 12 month period, or 


(B) in any other case, if the payment is made pursuant to 
an agreement in writing entered into before November 19, 
1974; 


(viii) a payment made under a bona fide cost-sharing ar- 
rangement under which the person making the payment 
shares on a reasonable basis with one or more non-resident 
persons research and development expenses in exchange for 
an interest in any or all property or other things of value that 
may result therefrom, 


(ix) a nial payment for the use of or the right to use outside 
Canada any corporeal property, 


(x) any payment made to a person with whom the payer is 
dealing at arm’s length, to the extent that the amount thereof 
is deductible in computing the income of the payer under 
Part. I from.a business carried on by the payer in a country 
other than. Canada, or 


(xi) a payment made to a person with whom the payer is 
dealing at arm’s length for the use of or the right to use pro- 
perty that is 

(A) an aircraft, 


(B) furniture, fittings or equipment attached to an aircraft, 
or 
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(C) a spare part for property described in clause (A) or 
(B); 


(D) air navigation equi 
services under the Civil Air Navigation Services Com- 
mercialization Act or i soil sof the use of — 


ipment utilized in the provision 


Uvrigs provides that Part xi tax ao not apply. to pay m 
person for the use of ‘property a is an aircraft, 


Navigation Services C commercialization Act, and to 
sary to the operation of that equipment that is tied t 


required to facilitate rexk] participation in a 
benefits for investors outside of Conada, 


include [xxx] utilized pursuant to! 
tion, it would have effect for the 2003 


Yours very truly, 


Related Proviatona: 31%(5). — Motion picture films; 212(9)(b) — Premnton for 
royalty payment received by trust and paid to non-resident; 216 — Alternative re rents 
and timber royalties; Canada-U.S. Tax Treaty:Art. VI — Income from real property; 
Art. XII — Royalties. See additional Related Provisions at beginning of subsec. 212(1). 


History: Subpara. 212(1)(d)(xi) added by 1994, c. 7, Sch. VI (1992, c. 29), s. 10, 
applicable to payments made after December 6, 1991 under agreements entered into 
after 1990. 


Selected Cases [para. 212(1)(d)]: Blais v. R., [2011] 1'C.T.C. 2240 (TCC) (Non- 
contingent and non-property related payments for services not royalties); Pechet v. R., 

[2010] 1 C.T.C. 239 (FCA) (Election by recipient under Part I does not relieve payer 
from obligation to deduct, withhold and remit Part XIII taxes); Zainul & Shazma 
Holdings Ltd. v. R., [2005] 3 C.T.C. 2140 (TCC) (Up-front licence fee not a rent, roy- 
alty or similar payment); Transocean Offshore Ltd. v. R., [2005] 2 C.T.C. 183 (FCA); 
aff’ g [2004] 5 C.T.C. 2133 (TCC) (Payment to replace rent otherwise payable was “in 
lieu of” rent); Syspro Software Ltd. v. R., [2003] 4 C.T.C. 3001 (TCC) (Software is 
literary work); Angoss International Ltd. v. R., [1999] 2 C.T.C. 2259 (TCC) (Copyright 
payments for computer software exempt from withholding tax); Hasbro Canada Inc. v. 
R., [1999] 1 C.T.C.'2512 (TCC) (Payments to non-resident purchasing agents were for 
services, not information); Entre Computer Centers Inc. v. Canada, [1997] 1 C.T.C. 
2291 (TCC) (Commercial reality more important than nomenclature used to describe 
arrangements); Crown Forest Industries Ltd. v. Canada, [1992] 2 C.T.C. 1 (FCTD) 
(Corporation liable to, but exempt from, US tax was resident in US under treaty by 
virtue of place of management and business); Jarlan v. R., [1984] C.T.C. 375 (FCTD) 
(Awards for invention paid to non-resident considered income from employment, not 
royalties); R. v. Saint John Shipbuilding and Dry Dock Co. Ltd., [1980] C.T.C. 352 
(FCA) (Payments for privilege of using property indefinitely to non-resident corpora- 
tion not subject to tax when not rentals or royalties); R. v. Farmparts Distributing Ltd., 


Income Tax Act 


[1980] C.T.C. 205 (FCA) (Although payments for use of trade names and logos consid- 
ered taxable, payment for right to buy and resell machine not subject to tax); MNR vy. 
Burland (C.I.) Properties Ltd., 68 D.T.C. 5220 (SCC) (Property tax payments paid for 
benefit of non-resident landowner subject to tax). 

Regulations: 202(1)(d) (information return). 

Interpretation Bulletins: IT-303: Know-how and similar payments to non-residents; 
IT-393R2: Elections re tax on rents and timber royalties — non-residents; IT-438R2: 
Crown charges — resource properties in Canada; IT-494: Hire of ships and aircraft 
from non-residents. See also at beginning of s. 212. 

Information Circulars: See at beginning of subsec. 212(1). 

I1.T. Technical News: 23 (computer software); 25 (e-commerce — payments for 
digital products not royalties). 

Forms: See at beginning of subsec. 212(1). 


(e) timber royalties — a timber royalty in respect of a timber 
resource property or a timber limit in Canada (which, for the 
purposes of this Part, includes any consideration for a right 
under or pursuant to which a right to cut or take timber from a 
timber resource property or a timber limit in Canada is obtained 
or derived, to the extent that the consideration is dependent on, 
or computed by reference to, the amount of timber cut or taken); 
Related Provisions: 13(21) — Timber resource property defined; 212(13) — Non- 
resident payor deemed resident in Canada; 216 — Alternative re rents and timber roy- 
alties. See additional Related Provisions at beginning of subsec. 212(1). 
Regulations: 202(1)(e) (information return). 
Interpretation Bulletins: IT-393R2: Election re tax on rents and timber royalties — 
non-residents. See also at beginning of s. 212. 
Information Circulars: See at beginning of subsec. 212(1). 


Forms: See at beginning of subsec. 212(1). 


(f) [Repealed] 
History: Para. 212(1)(f) repealed by 1997, c. 25, s. 63, applicable to amounts paid and 
credited after April 1997. Para. (f) formerly read: 


(f) alimony [or support] — alimony or other payment for the support of the 
non-resident person, children of the non-resident person or both the non-resident — 
person and children of the non-resident person that would, under paragraph 
56(1)(b), (c) or (c.1), be included in computing the non-resident person’s income 
if the non-resident person were resident in Canada; 
(g) patronage dividend — a patronage dividend, that is, a 
payment made pursuant to an allocation in proportion’ to: pa- 
tronage as defined by section 135 or an amount that would, 
under subsection 135(7), be included in computing the non-resi- 
dent person’s income if that person were resident in Canada; 

Related Provisions: See at beginning of subsec. 212(1). 

Regulations: 202(1)(g) (information return). 

Interpretation Bulletins: IT-362R: Patronage dividends. See also at beginning of s. 

212. 

Information Circulars: See at beginning of subsec. 212(1). 


Forms: See at beginning of subsec. 212(1). 


(h) pension benefits —a payment of a superannuation or 
pension benefit, other than 
(i), Gi) [Repealed] 
(iii) an amount or payment referred to in subsection 81(1) to 
the extent that that amount or payment would not, if the non- 
resident person had been resident in Canada throughout the 
taxation year in which the payment was made, be included in . 
computing that person’s income, 


(iii.1) the portion of the payment that is transferred by the 
payer on behalf of the non-resident person, pursuant to an 
authorization in prescribed form, to a registered pension plan, 
registered retirement savings plan or registered retirement in- 
come fund and that 


(A) because of subsection 146(21) or 147.3(9) would not, 
if the non-resident person had been resident in Canada 
throughout the taxation year in which the payment was 
made, be included in computing the non-resident person’s 
income, or 

(B) by reason of paragraph 60(j) or G.2) would, if the 
non-resident person had been resident in Canada through- 
out the year, be deductible in computing the non-resident 
person’s income for the year, ° 
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(iii.2) an amount referred to in paragraph 110(1)(f) to the ex- 

tent that the amount would, if the non-resident person had 

_been resident in Canada throughout the taxation, year. in 

which the amount was paid, be deductible in computing that 

person’s taxable income or that of the’ spouse or common- 
vi law partner of that person, 


(iv) in the case of a payment fechas in section 57, that 
portion of the payment that would, by virtue of that section, 
not be included in the recipient’ s income for the taxation year 
in which it was received, if the recipient were. resident in 
Canada throughout that year, or 


(iv.1) the portion of the payment that is transferred by the 
payer on behalf of the non-resident. person, pursuant to an 
authorization i in prescribed form, ‘to acquire an annuity con- 
tract in circumstances to which subsection 146(21) applies, 


yvexcept such portion, if any, of the payment as may reasonably be 
( regarded as attributable to'services rendered’ by the-person, to or 
in respect of whom the payment is made, in taxation: years 


(v) during which the person at no’ time was neroCnT in — 
ada, and Sf 


(vi) throughout which the person was not. employed, or was, 


only occasionally employed, in Canada; 


Related Provisions: ‘128.1(10)“excluded: ‘right’ or‘ ‘interest’’(a)(viit), (g) —No 
deemed disposition of pension rights on emigration; 180.2(2)B:— Reduction in OAS 
clawback to reflect non-resident withholding tax; 180,2(4)(b) (ii), 180.2(5)(a)(ii) — No 
OAS benefits paid to non-resident who has not filed return; 215(5) — Regulations. re- 
ducing amount to be deducted or withheld, 217 — Election to pay tax under Part I 
instead of withholding tax; Canada-US. Tax Treaty: Art. X VIII — Pensions and annui- 
ties. See additional Related’ Provisions at beginning of subsec. 212(1). 


| History: Para. 212(1)(h) amended by 2000, c. 12, Sch. 2, s. 1, to ‘replacé “spouse” with 


“spouse or common-law partner’, applicable to 2001 et seq.,\in force July'31,' 2000. 


| See also the. transitional rules reproduced, in the History, to,.248(1)“common-law 


partner”. 


Subparas. 212(1)(h)@) and (ii) sates by. 1996, c. 21, s.55,.applicable to payments 
made after 1995. Subparas. (h)(i), and, (ii) formerly read: 


(i) a pension or supplement under the Old Age Security Act or a similar payment 
under ‘a law. of a province, 


(ii) a benefit under the: Canada’ Pension Plan or a provincial pension plan as 
defined in section 3 of that Act, 


Cl. 212(1)(h)Gii. 1)(A) substituted by. 1994, c. 21, subsec,.97(2), spl to. payments 
made after August 1992. That cl. formerly read: 


(A) by reason of subsection 147.3(9) would not, if the Sewanee! person had 
been resident in Canada throughout the taxation year in which the payment was 
made, be included in computing the non-resident person’s income, or 


Subpara. 212(1)(h)(iv.1) added by 1994, c. 21, subsec. 97(3);' applicable io acne 
made after August 1992. 


That portion of subpara. 212(1)(h)(iii.1) preceding cl. (A),amended by 1994, c.7, Sch. 
VIII (1993, c. 24), subsec. 123(3), applicable to payments made after August 29, 1990. 
Subpara. (iii.1) formerly read: 


(iii.1) that portion of the payment that is transferred by the payer on behalf of the 
non-resident person, pursuant to an authorization in‘prescribed ‘form, to a regis- 
tered pension plan or registered retirement savings plan and that ! 


Selected Cases [para. 212(1)(h)]: Nanne v. R., [2000] 1 C:T.C. 2776, [2000] 1 
€.T.C. 3002 (TCC) (Hockey players only ocasionally employed in Canada; frequency 
not affected by predictability or regularity; no withholding: tax:on pension payments); 
R. v. Sun Life Assurance of Canada, [1980], C.T.C..418 (FCA). (Employee pension plan 
amounts transferred to trustee of U.S. subsidiary’s plan in respect of relocated employ- 
ees taxable); R. v. Cruikshank, [1977] C.T.C. 344 (FCTD) (“Pension” in Canada- 
France Tax’ Convention includes “superannuation orpension benefit” under Income 
Tax Act). i 


Regulations: 202(2)(a) (information return): 


Interpretation Bulletins: IT-76R2: Exempt portion of pension when employee has 
been a non-resident; IT-397R: Amounts excluded from income — statutory exemptions 
and certain pensions, allowances and compensations, IT-451R: Deemed disposition 
and acquisition on Spe: to be or becoming resident in Canada. See also at beginning 
of s. 212. 


Information Circulars: See at beginning of 212(1). 


Forms: NRTA1: Authorization for non-resident. tax exemption See also at beginning 
of subsec. 212(1). 


(i) [Repealed under former Act] 


f 


S. 212(1)(k) 


“G) benefits — any benefit described in any of subparagraphs 
56(1)(a)(iti)' to (vi), any amount described in paragraph 56(1)(x) 
or (z) (other than an amount transferred under circumstances in 
which subsection 207.6(7) applies) or the purchase price of an 
interest in a retirement compensation: arrangement; 

Related Provisions: 128.1(10)“excluded right or interest”(a)(ix), (h) — No deemed 
disposition of rights on emigration; 214(3)(b.1) — Deemed payments; 215(5) — Regu- 
lations reducing amount to be deducted or withheld; 217 — Election to pay tax under 
Part I instead of withholding tax. See also at beginning of subsec. 212(1). 


History: Para. 212(1)(j) amended by 1998, c, 19, subsec. 216(1), applicable to 
amounts paid or credited after 1995. Para. 212(1)(). formerly read: 
(j) benefits — any benefit described in any of subparagraphs 56(1)(a)(iii) to 
““(vi), any amount described in paragraph 56(1)(x) or (z) or the purchase price of 
an interest in‘a retirement compensation arrangement; 
Regulations: 202(2)(b) (information return). 
Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to’ be ‘or becoming resident in Canada.See.also at beginning of is. 212: 
Information Circulars: See at beginning of subsec. 212(1). 


Forms: See at beginning of subsec. 212(1). 


_G-1) retiring allowances — a payment of any allowance de- 
scribed in, subparagraph 56(1)(a)(1i), except 
(1) such portion, if any, of the payment as may reasonably be 
regarded as attributable to services rendered by the person, to 

or in respect of whom the payment is made, in taxation years 


(A) -during which the person-at no time was resident: in 
Canada, and 


(B) throughout which the person was not employed, ‘or 
was only occasionally employed, in Canada, and 


(ii) the portion of the payment transferred by the payer on 
behalf of the non-resident person pursuant to an authorization 
in prescribed form to a registered pension plan or to a regis- 
tered retirement savings plan under which the non-resident 
person is the annuitant (within the meaning assigned by sub- 
section 146(1)) that would, if the non-resident person had 
been resident in Canada throughout the year, be deductible in 
computing the income of the non-resident person by virtue of 
paragraph 60(.1);° 
Related Provisions: 128. 1(10)excluded right or interest”(d) — No deemed disposi- 
tion of right to retiring allowance on emigration; 215(5) — Regulations reducing de- 
duction or withholding; 217 — Election to pay tax under Part I instead of withholding 
tax. See ‘also at: beginning of subsec. 212(1). 


Regulations: 202(2)(b) (information return). 
Interpretation Bulletins: IT-337R4: Retiring allowances; IT-451R: Deemed disposi- 
tion and acquisition on ceasing to Pe or theses resident in Canada. See also at be- 
ginning of s.'212. 
Information Circulars: See at beginning of subsec. 21211). 
Forms: NRTA1: Authorization for non-resident tax exemption: See also at beginning 
of subsec? 212(1): 
(k) supplementary unemployment benefit plan pay- 
ments — a payment by a trustee under a registered supplemen- 
tary unemployment benefit plan; 
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Related Provisions: 128.1(10)‘excluded right or interest’(a)(xi) — No deemed dis- 
position of rights on emigration; 212(13)(e) — Payment by non-resident deemed made 
by resident of Canada; 215(5) — Regulations reducing amount to be deducted or with- 
held; 217 — Election to pay tax under Part I instead of withholding tax. See also at 
beginning of 212(1). 

Regulations: 202(2)(c) (information return). 

Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. See also at beginning of s. 212. 

Information Circulars: See at beginning of subsec. 212(1). 


Forms: See at beginning of subsec: 212(1). 


(1) registered retirement savings plan payments — a 
payment out of or under a registered retirement savings plan or a 
plan referred to in subsection 146(12) as an “amended plan” that 
would, if the non-resident person had been resident in Canada 
throughout the taxation year in which the payment was made, be 
required by section 146 to be included in computing the income 
of the non-resident person for the year, other than the paeOH 
thereof that 


(i) has been transferred by the payer on behalf of the non- 
resident person pursuant to an authorization in prescribed 
form 


(A) to a registered retirement savings plan under which 
the non-resident person is the annuitant (within the mean- 
ing assigned by subsection 146(1)), 


(B) to acquire an annuity described in subparagraph 
60(1)(ii) under which the non-resident person is the annui- 
tant, or 


(C) to a carrier (within the meaning assigned by subsec- 
tion 146.3(1)) as consideration for a registered retirement 
income fund under which the non-resident person is the 
annuitant (within the meaning assigned by subsection 
146.3(1)), and 


(ii) would, if the non-resident person had been resident in 
Canada throughout the year, be deductible in computing the 
income of the non-resident person for the year by virtue of 
paragraph 60(1); 
Related Provisions: 128.1(10)“excluded right or interest’’(a)(i) — No deemed dis- 
position of rights on emigration; 146(16) — RRSP — deduction on transfer of funds; 
212(13)(e) — Payment by non-resident deemed made by resident of Canada; 
214(3)(c) — Deemed payments; 215(5)— Regulations reducing amount to be de- 
ducted or withheld; 217 — Election to pay tax under Part I instead of withholding tax; 
Canada-U.S. Tax Treaty:Art. XXIX:5 — Election for income accruing in RRSP not to 
be taxed until paid out; Income Tax Conventions Interpretation Act 5.1 — Definition of 
“pension” for tax treaty purposes. See also at beginning of subsec. 212(1). 
Regulations: 202(2)(d) (information return). 
Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada; IT-SOOR: RRSPs — death of an annuitant. See 
also at beginning of s. 212. 


Information Circulars: 72-22R9: Registered retirement savings plans. See also at 
beginning of subsec. 212(1). 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


Forms: NRTAI: Authorization for non-resident tax exemption. See also at beginning 

of subsec. 212(1). . 
(m) deferred profit sharing plan payments — a payment 
under a deferred profit sharing plan or a plan referred to in sub- 
section 147(15) as a “revoked plan” that would, if the non-resi- 
dent person had been resident in Canada throughout the taxation 
year in which the payment was made, be required by section 
147, if it were read without reference to subsections 147(10.1) 
and (20), to be included in computing the non-resident person’s 
income for the year, other than the portion thereof that is trans- 
ferred by the payer on behalf of the non-resident person, pursu- 
ant to an authorization in prescribed form, to a registered pen- 
sion plan or registered retirement savings plan and that 


(i) by reason of subsection 147(20) would not, if the non- 
resident person had been resident in Canada throughout the 
year, be included in computing the non-resident person’s in- 
come, or 


(ii) by reason of paragraph 60(j.2) would, if the non-resident 
person had been resident in Canada throughout the year, be 


Income Tax Act 


deductible in computing the non-resident person’s income 
for the year; 
Related Provisions: 128.1(10)“excluded right or interest”(a)(iv) — No deemed dis- 
position of rights on emigration; 212(13)(e) — Payment by non-resident deemed made 
by resident of Canada; 214(3)(d) — Deemed payments; 215(5) — Regulations reduc- 
ing amount to be deducted or withheld; 217 — Election to pay tax under Part I instead 
of withholding tax. See also at beginning of subsec. 212(1). 


Regulations: 202(2)(e) (information return). 

Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. See also at beginning of s. 212. 

Information Circulars: See at beginning of subsec. 212(1). 


Forms: NRTAI: Authorization for non-resident tax exemption. See also at beginning 
of subsec. 212(1). 


(n) income-averaging annuity contract payments — a 
payment under an income-averaging annuity contract, any pro- 
ceeds of the surrender, cancellation, redemption, sale or other 
disposition of an income-averaging annuity contract, or any 
amount deemed by subsection 61.1(1) to have been received by 
the non-resident person as proceeds of the disposition of an in- 
come-averaging annuity contract; 

Related Provisions: 61 — IAACs; 128.1(10)“excluded right or interest”(f)(ii) — No 

deemed disposition of rights on emigration; 212(13)(e) — Payment by non-resident 


deemed made by resident of Canada; 214(3)(b) — Deemed payments. See additional 
Related Provisions at beginning of 212(1). 


Selected Cases [para. 212(1)(n)]: Scott Estate v. R., [1988] 1 C.T.C. 45 (FETD) 
(“Life annuity” in Canada-U.S. Tax Convention does not include amounts for termina- 
tion of income-averaging annuity contract). 

Regulations: 202(2)(f) (information return). 

Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. See also at beginning of s. 212. 

Information Circulars: See at beginning of subsec. 212(1). 


Forms: See at beginning of subsec. 212(1). 


(0) other annuity payments — a payment under an annuity 
contract (other than a payment in respect of an annuity issued in 
the course of carrying on a life insurance business in a country 
other than Canada) to the extent of the amount in respect of the 
interest of the non-resident person in the contract that, if the 
non-resident person had been resident in Canada throughout the 
taxation year-in which the payment was made, 


(i) would be required to be included in computing the income 
of the non-resident person for the year, and 


(ii) would not be deductible in computing that income; 


Related Provisions: 56(1)(d) — Annuity payments required to be included in in- 
come of resident, 128.1(10)“excluded right or interest”(f)(i) — No deemed disposition 
of rights on emigration; 240(1) — Taxable and non-taxable obligations defined. See 
also at beginning of 212(1).: 


Regulations: 202(2)(g) (information return). 

Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. See also at beginning of s. 212. 

Information Circulars: See at beginning of subsec. 212(1). 

Forms: See at beginning of subsec. 212(1). 


(p) former TFSA:— an amount that would, if the non-resident 
person had been resident in Canada at the time at which the 
amount was paid, be required by paragraph 12(1)(z.5) to be in- 
cluded in computing the non-resident person’s income for the 
taxation year that includes that time; 

Related Provisions: 214(3)(g) — Deemed payments. 


History: Para. 212(1)(p) replaced by 2009, c. 2, s. 73, applicable to 2009 ef seq.. It 
formerly read: 


(p) payments from RHOSP — a payment out of or under a fund, plan or trust 
that was at the end of 1985 a registered home ownership savings plan (within the 
meaning assigned by paragraph 146.2(1)(h) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, as it read in its application to the 1985 
taxation year), other than 


(i) the portion of the payment that is a refund of an excess described in para- 
graph 146.2(7)(a) of that Act (as it read in its application to the 1985 taxa- 
tion year) made on or before April 30, 1986, and 


(ii) the portion of the payment that can reasonably be considered to be in- 
come of the fund, plan or trust after 1985; 


Regulations: 202(2)(h) (information return). 
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Interpretation Bulletins: See at beginning of s. 212. 
Information Circulars: See at beginning of subsec. 212(1). 
Forms: See at beginning of subsec. 212(1). 


(q) registered retirement income fund payments — a 
payment out of or under a registered retirement income fund that 
would, if the non-resident person had been resident in Canada 
throughout the taxation year in which the payment was made, be 
required by section 146.3 to be included in computing the non- 
resident person’s income for the year, other than the portion 
thereof that 


(i) has been transferred by the payer on behalf of the non- 
resident person pursuant to an authorization in prescribed 
form 


(A) to a registered retirement savings plan under which 
the non-resident person is the annuitant (within the mean- 
ing assigned by subsection 146(1)), 


(B) to acquire an annuity described in subparagraph 
60(1)(ii) under which the non-resident person is the annui- 
tant, or 


(C) to a carrier (within the meaning assigned by subsec- 
tion 146.3(1)) as consideration for a registered retirement 
income fund under which the non-resident person is the 
annuitant (within the meaning assigned by subsection 
146.3(1)), and 
(11) would, if the non-resident person had been resident in 
Canada throughout the year, be deductible in computing the 
non-resident person’s income for the year by reason of para- 
graph 60(1); 
Related Provisions: 128.1(10)“excluded right or interest”(a)(ii) — No deemed dis- 
position of rights on emigration; 212(13)(e) — Payment by non-resident deemed made 
by resident of Canada; 214(3)(i) — Deemed payments; 215(5) — Regulations reducing 
amount to be deducted or withheld; 217 — Election to pay tax under Part I instead of 
withholding tax. See also at beginning of 212(1). 
Regulations: 202(2)(i) (information return). 
Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be.or becoming resident in Canada. See also at beginning of s. 212. 
Information Circulars: See at beginning of subsec. 212(1). 
Forms: NRTA1: Authorization for non-resident tax exemption: See also at beginning 
of subsec. 212(1). - 
(r) registered education savings plan — a payment that is 
(i) required by paragraph 56(1)(q) to be included in comput- 
ing the non-resident person’s income under Part I for a taxa- 
tion year, and 
(11) not required to be included in computing the non-resident 
person’s taxable income or taxable income earned in Canada 
for the year; 


Related Provisions: 214(3)(j) — Deemed payments. See also at beginning of sub- 
sec. '212(1). 


History: Para. 212(1)(r) amended by 1998, c. 19, s.'62, applicable to amounts paid or 
credited after February 28, 1979. It formerly read: 


(r) a payment in respect of a registered education savings plan that would, if the 
non-resident person had been resident.in Canada throughout the taxation year in 
which the payment was made, be required by section 146.1 to be included, in 
computing the person’s income for the year; 

Regulations: 202(2)(j) (information return). 

Information Circulars: See at beginning of subsec, 212(1). 

Forms: See at beginning of subsec. 212(1). 
(r.1) registered disability savings plan [payments] — an 
amount that would, if the non-resident person had been resident 
in Canada throughout the taxation year in which the amount was 
paid, be required by paragraph 56(1)(q.1) to be included in com- 
puting the non-resident person’s income for the taxation year; 

History: Para. 212(1)(r.1) added by 2007, c. 35, s. 121, applicable to 2008 er seq. 
(s) home insulation or energy conversion grants — a 
grant under a prescribed program of the Government of Canada 
relating to home insulation or energy conversion; 

Related Provisions: See at beginning of subsec. 212(1). 

Regulations: 202(2)(k) (information return). 


S. 212(2) 


Information Circulars: See at beginning of subsec. 212(1). 
Forms: See at beginning of subsec. 212(1). 


(t) NISA Fund No. 2 payments — a payment out of a NISA 
Fund No. 2 to the extent that that amount would, if Part I ap- 
plied, be required by subsection 12(10.2) to be included in com- 
puting the person’s income for a taxation year; 

Related Provisions: 128.1(10)“excluded right or interest”(i) — No deemed disposi- 


tion on emigration; 214(3)(1) — Deemed payments. See also at beginning of subsec. 
212(1). 

History: Para. 212(1)(t) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 123(4), 
applicable to payments made after 1990. 

Regulations: 202(2.1) (information return). 

Information Circulars: Seé at beginning of subsec. 212(1). 

Forms: See at beginning of subsec. 212(1). 


(u) amateur athlete trust payments — a payment in respect 
of an amateur athlete trust that would, if Part I applied, be re- 
quired by section 143.1 to be included in computing the person’s 
income for a taxation year; 

Related Provisions: 214(3)(k) — Deemed payments. See also at beginning of sub- 

sec. 212(1). 

History: Para. 212(1)(u) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 123(4), 

applicable to payments made after 1991. 

Information Circulars: See at beginning of subsec. 212(1). 


(v) payments under an eligible funeral arrangement — 
a payment made by a custodian (within the meaning assigned by 
subsection 148.1(1)) of an arrangement that was, at the time it 
was established, an eligible funeral arrangement, to the extent 
that such amount would, if the non-resident person were resident 
in Canada, be included because of subsection 148.1(3) in com- 
puting the person’s income; or 

Related Provisions: 212(13)(e) — Payment by non-resident deemed made by resi- 

dent of Canada. See also at beginning of subsec. 212(1). 


History: Para. 212(1)(v) added by 1995, c. 21, subsec. 64(1), applicable to amounts 
paid or credited after October 21, 1994. 
Regulations: 202(2)(m) (information return); 204(3)(d.1)' (cemetery care trust need 
not file T3 return). 
Information Circulars: IT-531: Eligible funeral arrangements. See at beginning of 
subsec. 212(1). j 
(w) [payment from employee life and health trust] — a 
payment out of a trust that is, or was, at any time, an employee 
life and health trust, except to the extent that it is a payment of a 
designated employee benefit (as defined by subsection 
144.1(1)). 
History: Para. 212(1)(w) added by 2010, c. 25, s. 64, applicable after 2009. 
Selected Cases [subsec. 212(1)]: Prévost Car Inc. y..R., [2009] 3 C.T.C: 160 
(FCA); aff’ g [2008] 5 C.T.C. 2306 (TCC). (OECD Commentary useful guide to treaty 
interpretation). 
Related Provisions, I.T. Application Rules, Interpretation Bulletins, 


Information Circulars, I.T Technical News, Forms [subsec. 212(1)]: See at 
beginning of subsec. 212(1), before para. (a). 


(2) Tax on dividends — Every non-resident person shall pay an 
income tax of 25% on every amount that a corporation resident in 
Canada pays or credits, or is deemed by Part I or Part XIV to pay or 
credit, to the non-resident person as, on account or in lieu of pay- 
ment of, or in satisfaction of, 


(a) a taxable dividend (other than a capital gains dividend within 

the meaning assigned by subsection 130.1(4), 131(1) or 

133(7.1)), or 

(b) a capital dividend. 
Related Provisions: 40(3.7) — Stop-loss rule where non-resident has received divi- 
dends; 84— Deemed dividends; 94(3)(a)(ix) [proposed] — Application to trust 
deemed resident in Canada; 104(16)(d) — SIFT trust distribution deemed to be divi- 
dend paid by corporation resident in Canada; 128.1(1)(c.1) — Deemed dividend to 
non-resident corporation before it becomes resident in Canada; 131(5.1), (5.2) — 
Deemed dividend on distribution of ‘gain derived from taxable Canadian: property by 
mutual fund corporation; 139.1(4)(f)(@i) — Dividend deemed received on demutualiza- 
tion of insurance corporation; 212(1)(c)(ii) — Estate or trust income derived from capi- 
tal dividend; 212(2.1) — Securities lending arrangement — no tax on dividend com- 
pensation payments and deemed dividends; 212(13.3)(a) — Authorized foreign bank 
deemed resident in Canada; 212.1, 212.2 — Deemed dividends on surplus strips by 
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non-resident; 213(1) — Tax not payable — mining or public utilities; 214(1) — No de- 
ductions; 214(3)(a) — Deemed payments; 215(1), (1.1) — Requirement to withhold 
and remit; 218.3(2)(c) — Withholding tax on mutual fund distributions to non-re- 
sidents; 219 — Branch tax; 227(10), (10.1) — Assessment; 250(5) — Anti-avoidance 
rule re corporate residence; 257 — Formula cannot calculate to less than zero; Canada- 
U.S. Tax Treaty:Art. X — Taxation of dividends. 


Selected Cases [subsec. 212(2)]: Placements Serco Ltée v. R., [1988] 1 C.T.C. 
213 (FCA) (“Dividend” includes deemed dividend); R. v. Canada Southern Railway 
Co., [1986] 1 C.T.C. 284 (FCA); leave to appeal to SCC refused (1986), 71 N.R. 402 
(note), (sub nom. Can. Southern Railway Co. v. Canada) (Dividends reduced by 
agreement taxable to shareholder/lessee of rolling stock); Hunter Douglas Ltd. v. R., 
[1979] C.T.C. 424 (FCTD) (By virtue of Canada-Netherlands Tax Convention, no 
withholding tax on dividends to non-residents); Bendix Automotive of Canada Ltd. v. 
R., [1978] C.T.C. 194 (FCA) (Exchange value was basis of withholding tax on share 
dividend to non-resident); Deltona Corporation v. MNR, [{1973] C.T.C..215 (SCC) 
(Dividend paid to non-residents subject to withholding tax); Zehnder & Co. v. MNR, 
[1970] C.T.C. 85 (Exch.) (Dividends paid to non-resident shareholders subject to with- 
holding tax where company resident under general tests of residency). 

Regulations: 202(1)(g) (information return); 805 (where no withholding tax). 
Interpretation Bulletins: IT-66R6: Capital dividends; IT-96R6: Options granted by 
corporations to acquire shares, bonds, or debentures and by trusts to acquire trust units; 
IT-119R4: Debts of shareholders and certain persons connected with shareholders; IT- 
421R2: Benefits to individuals, corporations and shareholders from loans or debt; IT- 
430R3: Life insurance proceeds received by a private corporation or a partnership as a 
consequence of death; IT-465R: Non-resident beneficiaries of trusts; IT-468R: Man- 
agement or administration fees paid to non-residents. See also at end of s. 212. 
Information Circulars: 77-16R4: Non-resident income tax; 88-2 Supplement, para. 
7; General anti-avoidance rule — section 245 of the Income Tax Act. 

I.T. Technical News: 14 (meaning of “credited” for purposes of Part XIII withhold- 
ing tax). 

Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. 

CRA Audit Manual: 24.12.5: Section 80.4 — benefit on interest-free or low-interest 
loans — non-residents. 

Forms: NR4: Statement of amounts paid or credited to non-residents of Canada; NR4 
Segment; NR4 Summ: Return of amounts paid or credited to non-residents of Canada; 
NR4(OAS): Statement of OAS pension paid or credited to non-residents of Canada; 
NR601: Non-resident ownership certificate — withholding tax; NR602: Non-resident 
ownership certificate — no withholding tax; NR603: Remittance of non-resident tax.on 
income from film or video acting services; T2 SCH 19: Non-resident shareholder infor- 
mation; T1136: OAS return of income; T4061: Non-resident withholding tax guide. 


Proposed Addition — 212(2. 1) 


(2.1) Exempt dividends — Subseciog 2) does not apply ty an 
amount paid or credited, by a borrower, under a s 
arrangement if 


(a) the amount is deeined by subparagraph 260(8K0K0) to be a 
dividend; 


(b) the securities iene arrangement was eneees into bettie : 
borrower in the course of carrying on a business outside an- 
ada; and — 


(c) the security that is transferred or lent to ‘the t 
the securities lending arrangement is a share 0 
capital stock of a non-resident corporation. 


Application: The July 16, 2010 draft legislation (Part {— cel 
139(10), will add subsec. 212(2.1), applicable to securities lending arrange : 
tered into after May 1995, except that in its application to arrangements made before — 
2002, the reference to “subparagraph 260(8)(c)(i)” in para. 212(2. Dey is to be read 

as “subparagraph 260(8)(a)(i)”. f 


Technical Notes (July 2010): New subsection 212(2.1) is added to exempt from 
Part XIII tax certain dividend compensation payments made to a non-resident by a 
Canadian securities borrower under a securities lending arrangement if 
* the payments were deemed to be dividends by subparagraph 260(8)(c)(i) ) 
Ac t; Via # 2 ie Rear at: es 


rower under. 
class of the 


* the payments were made by the borrower in the course of carry ing on its busi- 
ness outside of Canada; and ; 
* the borrowed securities were issued by a non-resident issuer. 
Letter from Dept. of Finance, Feb. 18, 2002: 
Dear [xxx] 


I am writing in reply to your email message of Decanine 3, 2001 to Joseph Lam of 
this Division regarding the application of paragraph 260(8)(a) and Part XIII of the 
Income Tax Act (the “Act’). 


ities lene. 


Income Tax Act 


In your email, you describe a situation where a Canadian resident financial institeesty 
tion, in the course of carrying on its business outside Canada through fo: 
branches and, indirectly, through foreign subsidiaries, borrows or acquires : shares is-_ 
sued by a non-Canadian issuer in a transaction ‘with an arm’s length non-resident ae! 
the Canadian financial institution makes a “dividend compensation payment” to the — 
non-resident. You represent that the transaction satisfies the definition of “securities 
lending arrangement” in section 260 of the Act, and, as it is fully collateralized, the 
payment is deemed to be a dividend for the Pepe of Part XU by virtue of para- = 
graph 260(8)(a). 


We recognize ‘that under certain ‘circumstances pee diol be, in policy terms, no 4 
Canadian non-resident withholding tax on dividend compensation payments made by . 
a foreign branch of a Canadian financial institution, in the course of carrying on its — 


business outside tae toa non-resident. seed Sie we are Sea to recom- ; 


hae 


the payments are made pursuant to a securities lending arrangement entered into in ' 
the course of carrying on a business outside Canada, the securities lent or sold are 

securities of a foreign issuer, and the securities lender is at arm’s length with the 
Canadian securities borrower. In addition, we are prepared to recommend that the _ 
amendments apply to securities lending seen entered into after May 19 


While we ‘cannot provide assurance that the Minister will accept our recommenda- 
tions, we intend to include measures along the line described above i in the next pack- © 
age of income tax technical amendments. 


Wi trust that the above satisfies. wae a 
Yours sincerely, 2 : : 
Brian Ernewein, Director, Tax chau Division, Tax Policy Branch 


(3) Interest — definitions — The following definitions apply for 
the purpose of paragraph (1)(b). 


“fully exempt interest’”” means 


(a) interest that is paid or payable on a bond, debenture, note, 
mortgage, hypothecary claim or similar debt obligation 


(i) of, or guaranteed (otherwise than by being insured by the 
Canada Deposit Insurance Corporation) by, the Government 
of Canada, 


(ii) of the government of a province, 
(iii) of an agent of a province, 


(iv) of a municipality in Canada or a municipal or public 
body performing a function of government in Canada, 


(v) of a corporation, commission or association to which any 
of paragraphs 149(1)(d) to (d.6) applies, or 


(vi) of an educational institution or a hospital if repayment of 
the principal amount of the obligation and payment of the 
interest is to be made, or is guaranteed, assured or otherwise 
specifically provided for or secured by the government of a 
province; 


(b) interest that is paid or payable on a mortgage, hypothecary 
claim or similar debt obligation secured by, or on an agreement 
for sale or similar obligation with respect to, real property situ- 
ated outside Canada or an interest in any such real property, or 
to immovables situated outside Canada or a real right in any 
such immovable, except to the extent that the interest payable on 
the obligation is deductible in computing the income of the 
payer under Part I from a business carried on by the payer in 
Canada or from property other than real or immovable property 
situated outside Canada; 


(c) interest that is paid or payable to a prescribed international 
organization or agency; or 


(d) an amount paid or payable or credited under a securities 
lending arrangement that is deemed by subparagraph 
260(8)(a)(i) to be a payment made by a borrower to a lender of 
interest, if 


iBropoaad: ‘Amendment — 21 2(3)“fully exempt — 
ae _interest”(d) opening words . 

Application: The July 16, 2010 draft legislation (Part 1— technical), 
139(12), will amend subsec. 212(3) to read as already enac f 
except to substitute “260(8)(c)(i)” for “260(8)(a)(i)” in the c 
of the definition “fully exempt interest”, applicable after 2007 oe , 
Technical Notes'(July 2010): sinsedtion 91Gy domaine deenlabla tee eer 
poses of paragraph 212(1)(b). In 2007, the subsection was revised to contain two defi-_ 
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(1) the securities lending arrangement was entered into by the 
borrower in the course of carrying ona business outside Can- 
ada, and 


(ii) the security that is transferred or lent to the borrower 
under the securities lending arrangement is described in para- 
graph (b) or (c) of the definition “qualified security” in sub- 
section 260(1) and issued by a non-resident issuer. 


“participating debt interest” means interest (other than interest 
described in any of paragraphs (b) to (d) of the definition “fully 
exempt interest’) that is paid or payable on an obligation, other than 
a prescribed obligation, all or any portion of which interest is con- 
- tingent or dependent on the use of or production from property in 
Canada or is computed by reference to revenue, profit, cash flow, 
commodity price or any other similar criterion or by reference to 
_ dividends paid or payable to shareholders of any class of shares of 
the capital stock of a corporation. 


~ Related Provisions: 204‘qualified investment”(b) — Debt obligations qualify for 
| pes income plans; 214(7) — Deemed dsaratien of interest: on’ sale of siatiiasaeice 


ysed Amendment — 21 aie ticip: 
interest” a 


- History: Subsec. 212(3) amended by 2007, c..35, subsec. 59(3),- applicable after. 2007 
and as though the July 16, 2010 draft legislation (see proposed amendment below) had 
received Royal Assent before said c. 35. The subsec. formerly read: 


(3) Replacement obligations — For the purpose of subparagraph (1)(b)(vii), 
an obligation (in this subsection referred to as the “replacement obligation’) is- 
sued by a corporation resident in Canada wholly or in substantial part and either 
directly or indirectly in exchange or substitution for an obligation or a part of an 
obligation (in this subsection referred to as the “former obligation”) shall, where 


(a) the replacement obligation was issued 


(i) as part of a proposal to, or an arrangement with, its creditors that was 
approved by a court ‘under the Bankruptcy and Insolvency Act, 


(ii) at a time when all or substantially all of its assets were under the 
control of a receiver, receiver-manager, sequestrator or trustee in bank- 
ruptcy, or } 

(iii) at a time when, because of financial difficulty, the issuing corpora- 
tion or another corporation resident in Canada with which it does not 
deal at arm’s length was in default, or could reasonably be expected to 
default, on the former obligation, 


(b) the proceeds from the issue of the replacement obligation can reasonably 
be regarded as having been used by the issuing corporation or another corpo- 
ration with which it does not deal at arm’s length in the financing of its 
active business carried on:in Canada immediately before the time when the 
replacement obligation was issued, and 


post-2007 version « Lee 


¢ the exceptions to the position oF tax under Part XU of t On in 
found on oe erent as it read before the 2007 revision to 


paragraph 212(1)(b) (vii) (as it read befc 
certain circumstances of financial diffi 
another as having been issued when tha 


» treat os chip: 
er obligation was issued, 


part 
oe 3007 version of subsection 212(3) — = - the definition a 


S. 212(4) 


| paragraphs 212(3)(@) to (c)." 
epee ‘it must ee aus to 


, regarding paragraph 212(3)(b) 


ding tax on- interest paid or credited 
, Subject to a eel a aetion 


ee equally well if the ‘abicement’ were removed. We are th 
fore prepared to recommend that the Act be amended to — ae one yy 


(c) all interest on the former baba was GE would be, if the person to 
whom. that interest was paid or credited were non-resident) exempt from tax 
under this Part because of subparagraph (1)(b)(vii), 


__ be deemed to have been issued when the former obligation was issued. 
Subsec, 212(3) added by 1994, c. 21, subsec. 97(4), applicable to replacement obliga- 
tions issued after June 1993. 


1,T. Technical News: 41 (convertible debt). 


(4) Interpretation of “management or administration fee or 
charge” — For the purpose of paragraph (1)(a), “management or 
administration fee or charge” does not include any amount paid or 
credited or deemed by Part I to have been paid or credited to a non- 
resident person as, on account or in lieu of payment of, or in satis- 
faction. of, 


(a) a service performed by the non-resident person if, at the time 
the non-resident person performed the. service 


(i) the:service was performed in the ordinary course of a bus- 
iness carried on by the non-resident person that included the 
performance of such a service for a fee, and 


(i1) the non-resident person and the Joa were dealing with 
each ‘other at'arm’s length, or 


(b) a specific expense incurred by the non-resident person for 
the performance of a service that was for the benefit of the 
payer, 

to the extent that the amount so paid or credited. was reasonable in 

the circumstances. 

Selected Cases [subsec. 212(4)]: Peter Cundill & Associates Ltd. v. Canada, 


[1991] 2 C.T.C. 221 (FCA) (Fees paid by Canadian corporation to Bermuda subsidiary 
taxable, not at arm’s: length since both \corporations controlled by same‘ ‘‘mind’’); 
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Windsor Plastic Products Ltd. v. R., [1986] 1 C.T.C. 331 (FCTD) (Withholding tax 
payable where management company not dealing at arm’s length). 


Interpretation Bulletins: IT-468R: Management or administration fees paid to non- 
residents. See also at end of s. 212. 


(5) Motion picture films — Every non-resident person shall pay 
an income tax of 25% on every amount that a person resident in 
Canada pays or credits, or is deemed by Part I to pay or credit, to 
the non-resident person as, on account or in lieu of payment of, or 
in satisfaction of, payment for a right in or to the use of 


(a) a motion picture film, or 


(b) a film, video tape or other means of reproduction for use in 
connection with television (other than solely in connection with 
and as part of a news program produced in Canada), 


that has been or is to be used or reproduced in Canada. 


Proposed Amendment — 212(5) 


Application: The July 16, 2010 draft legisltio 
139(14), will amend the closing words of subsec. 212(5) to rea 
to 2000 et seq. 


Technical Notes (July 2010): Sibson 21265) applies tax under Part XIII to, in. 


person for a right i in or to the use of a motion picture film or video product hat has 
been or is to be used or reproduced in Canada (otherw se than for a news Pp gram). : 
As presently worded, the subsection can be read as applying even if the payment in 
question is not for that Canadian use or reproduction, but relates instead to employ- — 
ment of the film or video in some other country. Accordingly, subsection 212(5) is : 
amended to impose tax only to the extent that the amount of a eee relates to 
the use or reproduction of the product in Canada, 


Related Provisions: 212(1)(d) — Withholding tax — royalties; 214(1) — No de- 
duction; 215(1) — Requirement to withhold and remit. 


Selected Cases [subsec. 212(5)]: CBS/Fox Co. v. Canada, [1996] 1 C.T.C. 3 
(FCTD) (Motion picture film includes video tape); MCA Television Ltd. y. Canada, 
[1994] 2 C.T.C. 148 (FCTD) (Motion picture films did not include films for television 
purposes under Canada-US Tax Convention); Twentieth Century Fox Film Corp. v. R., 
[1985] 2 C.T.C. 328 (FCTD) (Payments by Canadian branch for right to use motion 
picture not subject to withholding tax where included in non-resident’s income from 
business in Canada); Vauban Productions v. R., [1979] C.T.C. 262 (FCA) (Payments 
for lease of rights to use motion picture subject to withholding tax). 


Regulations: 202(1)(h) (information return). 


Forms: NR4: Statement of amounts paid or credited to non-residents of Canada; NR4 
Segment; NR4 Summ: Return of amounts paid or credited to non-residents of Canada. 


(5.1) Acting services — Notwithstanding any regulation made 
under paragraph 214(13)(c), every person who is either a non-resi- 
dent individual who is an actor or that is a corporation related to 
such an individual shall pay an income tax of 23% on every amount 
paid or credited, or provided as a benefit, to or on behalf of the 
person for the provision in Canada of the acting services of the ac- 
tor in a film or video production. 

Related Provisions: 115(2.1) — Actor’s income not considered earned in Canada 
unless election made; 115(2.2) — Where corporation makes payment to actor in later 
year; 150(1)(a)(i)(B) — No requirement for actor to file Canadian tax return; 153(1)(a), 
(g) — No Part I withholding on payments to actor; 212(5.2) — Relief from double tax 
on corporation payment; 212(5.3) — Reduction in withholding for undue hardship; 
212(13.1)(a.1) — Where payor is a partnership; 215(1) — Payor’s requirement to with- 
hold and remit tax; 216.1 — Election by actor to be taxed under Part I. 


Regulations: 202(1.1) (information return). 
Remission Orders: Maniganses, Festival International des arts de la Marionette 


Remission Order, P.C. 2005-708 (waiver of tax not withheld on payments to interna- 
tional puppet troupes). 


(5.2) Relief from double taxation — Where a corporation is lia- 
ble to tax under subsection (5.1) in respect of an amount for acting 
services of an actor (in this subsection referred to as the “corpora- 
tion payment”) and the corporation pays, credits or provides as a 
benefit to the actor an amount for those acting services (in this sub- 
section referred to as the “actor payment”), no tax is payable under 
subsection (5.1) with respect to the actor payment except to the ex- 
tent that it exceeds the corporation payment. 


(5.3) Reduction of withholding — If the Minister is satisfied 
that the deduction or withholding otherwise required by section 215 


Income Tax Act 


from an amount described in subsection (5.1), would cause undue 
hardship, the Minister may determine a lesser amount to be de- 
ducted or withheld and that lesser amount is deemed to be the 
amount so required to be deducted or withheld. 


Related Provisions: 153(1.1) — Parallel rule for withholding generally. 


History: Subsecs. 212(5.1) to (5.3) added by 2001, c. 17, subsec. 173(3), applicable to 
amounts paid, credited or provided after 2000. 


Forms: T1213: Request to reduce tax deductions at source. 


(6) Interest on provincial bonds from wholly-owned sub- 
sidiaries — Where an amount described by subsection (1) relates 
to interest on bonds or other obligations of or guaranteed by Her 
Majesty in right of a province or interest on bonds or other obliga- 
tions provision for the payment of which was made by a statute of a 
provincial legislature, the tax payable under subsection (1) is 5% of 
that amount. 


Related Provisions: 212(7) — Application of subsec. 212(6); 240(1) — Taxable 
and non-taxable obligations defined. 


(7) Where subsec. (6) does not apply — Subsection (6) does 
not apply to interest on any bond or other obligation described 
therein that was issued after December 20, 1960, except any such 
bond or other obligation for the issue of which arrangements were 
made on or before that day with a dealer in securities, if the exis- 
tence of the arrangements for the issue of the bond or other obliga- 
tion can be established by evidence in writing given or made on or 
before that day. 


Related Provisions: 212(8) — Bonds issued in exchange for earlier bonds. 


(8) Bonds issued after December 20, 1960 in exchange for 
earlier bonds — For the purposes of this Part, where any bond, 
except a bond to which clause (1)(b)(ii)(C) applies, was issued after 
December 20, 1960 in exchange for a bond issued on or before that 
day, it shall, if the terms on which the bond for which it was ex- 
changed was issued conferred on the holder thereof the right to 
make the exchange, be deemed to have been issued on or before 
December 20, 1960. 


Interpretation Bulletins: IT-360R2: Interest payable in a foreign currency. See also 
at end of s. 212. 


(9) Exemptions — Where 


(a) a dividend or interest is received by a trust from a non-resi- 
dent-owned investment corporation, 


(b) an amount (in this subsection referred to as the “royalty pay- 
ment”) is received by a trust as, on account. of, in lieu of pay- 
ment of or in satisfaction of, a royalty on or in respect of a copy- 
right in respect of the production or reproduction of any literary, 
dramatic, musical or artistic work, or 


(c) interest is received by a mutual fund trust maintained prima- 
rily for the benefit of non-resident persons 


Proposed Addition — 212(9)(d). 


(d) a d dend or interest is received by a trust created under a” 
reinsurance trust agreement, to which the Superintendent of Fi- © 
nancial Institutions is a party, established in accordance with. 
guidelines issued by the Superintendent relating to reinsurance — 
_ arrangements with unregistered insurers ma 


Appiteation: The July 16, 2010 draft legislation (Part 1— vectintedd, subsec. 
139(15), will add para. 212(9)(d), applicable to amounts paid or credited after 2000 
to non-resident persons. : 
iotes (July 2010): Subsection 212(9) provides an ne fro 
withholding tax under Part XIII of the Act with respect to certain amounts of a trust’s- . 
income that are paid or credited to a non-resident beneficiary under the trust and that — 
would otherwise be subject to withholding tax under paragraph 212(1)(c). The ex 
emption currently applies only in respect of amounts that are attributable to income 
of the trust in the form of: dividends or interest received by the trust from a non- 
resident-owned investment corporation; certain artistic royalties; and interest, where — 
is a mutual fund maintained primarily for the benefit of non-resident per- 
-XIIT tax would have been payable with respect to the dividends, 
yalties if they had been paid directly to the beneficiary, no Part XIII tax 
is payable with respect to a distribution from trust income No aon seaide agg: 
ciaries that derives from the dividends, interest or royalties. Sees se 
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and a particular amount is paid or credited to a non-resident person 
as income of or from the trust and can reasonably be regarded as 
having been derived from the dividend, interest or royalty payment, 
as the case may be, no tax is payable because of paragraph (1)(c) as 
a consequence of the payment or crediting of the particular amount 
if no tax would have been payable under this Part in respect of the 
dividend, interest or royalty payment, as the case may be, if it had 
been paid directly to the non-resident person instead of to the trust. 
Related Provisions: 104(10)— Where property owned for non-residents; 
104(11) — Dividend received from non-resident-owned investment corporation; 
134.1 — Transitional rule re elimination of NROs. 
History: Subsec. 212(9) amended by 1998, c. 19, subsec. 216(2), applicable to 
amounts paid or credited after April 1995 to non-resident persons, Subsec. 212(9) for- 
merly read: 
(9) No tax is payable under paragraph (1)(c) on an amount paid or credited to a 
non-resident person as income of or from a trust if it may reasonably be regarded 
as having been derived from 
(a) dividends or interest received by the trustee from a non-resident-owned 
investment corporation, or 
(b) amounts received as, on account or in lieu of payment of, or in satisfac- 


tion of a royalty on or in respect of a copyright in respect of the production 
or reproduction of any literary, dramatic, musical or artistic work, 


S. 212(13)(f) 


on which no tax would have been payable under this Part if they had been paid 
by the non-resident-owned investment corporation or person paying the amounts 
in respect of copyright to the non-resident person instead of to the trustee. 


Interpretation Bulletins: IT-465R: Non-resident beneficiaries of trusts. See also list 
at end of s. 212. 


(10) Trust beneficiaries residing outside of Canada — 
Where all the beneficiaries of a trust established before 1949 reside, 
during a taxation year, in one country other than Canada and all 
amounts included in computing the income of the trust for the taxa- 
tion year were received from persons resident in that country, no tax 
is payable under paragraph (1)(c) on an amount paid or credited in 
the taxation year to a beneficiary as income of or from the trust. 


Interpretation Bulletins: IT-465R: Non-resident beneficiaries of trusts. See also list 
at end of s. 212. 


(11) Payment to beneficiary as income of trust — An 
amount paid or credited by a trust or an estate to a beneficiary or 
other person beneficially interested therein shall be deemed, for the 
purpose of paragraph (1)(c) and without limiting the generality 
thereof, to have been paid or credited as income of the trust or es- 
tate, regardless of the source from which the trust or estate derived 
it. ean 


_ Related Provisions: 107(5) — Distribution to non-resident; 248(25) — Meaning of 


“beneficially interested”. 


History: Subsec. 212(11) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
174(3), applicable to amounts paid or credited after July 13, 1990. Subsec. 212(11) 
formerly read: 


(11) Where an amount has been paid or credited by a trust or estate to a benefici- 
ary or other person beneficially interested therein (otherwise than on a distribu- 
tion or payment of capital), it shall, regardless of the source from which the trust 
or estate derived it, be deemed, for the purpose of paragraph (1)(c) and without 
limiting the generality that paragraph, to have been paid or credited as income of 
the trust or estate. 


Interpretation Bulletins: IT-465R: Non-resident beneficiaries of trusts. See also list 
at end of s. 212. 


(11.1), (11.2). [Repealed under former Act] 


(12) Deemed payments to spouse, etc. — Where by reason of 
subsection 56(4) or (4.1) or any of sections 74.1 to 75 of this Act or 
section 74 of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, there is included in computing a taxpayer’s 
income under Part I for a taxation year an amount paid or credited 
to a non-resident person in the year, no taxis payable under this 
section on that amount. 


I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-369R: Attribution of trust income to settlor; IT-438R2: 
Crown charges — resource properties in Canada; IT-440R2: Transfer of rights to in- 
come. See also at end of s. 212. 


(13) Rent and other payments — For the purposes of this sec- 
tion, where a non-resident person pays or credits an amount as, on 
account or in lieu of payment of, or in satisfaction of, 


(a) rent for the use in Canada of property (other than property 
that is rolling stock as defined in) section 2 of the Railway Act), 


(b) a timber royalty in respect of a timber resource property or a 
timber limit in Canada, 


(c) a payment of a superannuation or pension benefit under a 
registered pension plan or of a distribution to one or more. per- 
sons out of or under a retirement compensation arrangement, 


(d) a payment of a retiring allowance or a death benefit to the 
extent that the payment is deductible in computing the payer’s 
taxable income earned in Canada, 

(e€) a payment described in any of paragraphs (1)(k) to (n), (q) 
and (v), or 

(f) interest. on any mortgage, hypothecary claim or other indebt- 
edness entered into or issued or modified after March 31, 1977 
and secured by real property situated in Canada or an interest 
therein to the extent that the amount so paid or credited is de- 
ductible in computing the non-resident person’s taxable income 
earned in Canada or the amount on which the non-resident per- 
son is liable to pay tax under Part I, 


1461 


S. 212(13)(f) 


Proposed Amendment — 212(13)(f) vat 


Application: The July 16, 2010 draft legislation (Part 2 — enn subsec. 
244(2), will amend para. 212(13)(f) by substituting “interest therein, or by immovables 
situated in Canada or real rights therein,” for “interest therein”, to come into sige 
Royal Assent. 


Technical Notes (July 2010): See under.12(4). 9.) 
Proposed Addition — 21 Me 3)(g) 


(g) an amount to which paragraph (1)(i) would apply if the 
amount paid or credited were paid or credited by a person resi- 


dent in Canada, and that amount affects, or is intended to af- 
fect, in any way whatever, 


(i) the acquisition or iti ete a of pened or services. ie 


Canada, 
(ii) the acquisition or provision of property or aces 
outside Canada by a person resident in enads,! or 
(iii) the acquisition or provision outs 
ble Canadian property, 
Application: The July 16, 2010 draft legislation (Part aS 


ical), subsec. : 


2010: 


(g) an amount to which paragraph aya applies if that atone ete; 
intended to affect, in any ey ea 


withholding tax on amounts paid or credited by a non-resident pers 
covenant to which new paragraph 212(1)G) would apply if th 
credited were paid or credited by a person resident i in Canada, and the amount af- 

fects, or is intended to affect, in any way whatever, . 


* the acquisition or provision of property or services in Cans 


* the acquisition or provision of property or services outside Canada Ae a person ] 


resident in Canada, or 


* the acquisition or provision outside of Canada of a takable C. nadian property 
the non-resident person shall be: deemed in respect of that payment 
to be a person resident in Canada. 

Related Provisions: 13(21) — Timber resource property defined; 56.4 — Restric- 
tive covenant rules: parallel to 212(13)(g); 248(4.1) — Meaning of “real rights” in 
212(13)(f). 

History: Para. 212(13)(f) amended by 2001, c. 17, subsec. 226(3), to add “, hypothe- 
cary claim, ”, in force June 14, 2001. 


Para. 212(13)(e) amended by 1995, c. 21, subsec. 64(2), applicable to amounts paid or 
credited after October 21, 1994. Para. (e) formerly read: 

(€) a payment described in any of paragraphs (1)(k) to (n) and (q), or 
Regulations: 202(4) (information return). 


(13.1) Application of Part XIll tax where payer or payee is a 
partnership — For the purposes of this Part, other than section 
216, 


(a) where a partnership pays or credits an amount to a non-resi- 
dent person, the partnership shall, in respect of the portion of 
that amount that is deductible, or that would but for section, 21 
be deductible in computing the amount of the income or loss, as 
the case may be, referred to in paragraph 96(1)(f) or (g) if the 
references therein to “a particular place” and “that particular 
place” were read as references to “Canada”, be deemed to be a 
person resident in Canada; 


(a.1) where a partnership pays, credits or provides to a non-resi- 
dent person an amount described in subsection (5.1), the partner- 
ship is deemed in respect of the amount to be a person; and 


(b) where a person resident in Canada pays or credits an amount 
to a partnership (other than a Canadian partnership within the 
meaning assigned by section 102), the partnership shall be 
deemed, in respect of that payment, to be a non-resident person. 
Related Provisions: 212(13.3)(b) — Authorized foreign bank deemed resident for 


purposes of meaning of “Canadian partnership” in para. (b); 227(15) — Partnership in- 
cluded in “person”. 


History: Para. 212(13.1)(a.1) added by 2001, c. 17, subsec. 173(4), applicable to 
amounts paid, credited or provided after 2000. 


138(16), will add para. 212(13)(g), applicable to amounts paid or eredite ited after Octo- — 


Income Tax Act 


Selected Cases [subsec. 212(13.1)]: Randall v. R., [1985] 1 C.T.C. 268 (FCTD) 
(Partner, not actively participating in operation of business but participating in ple 
taxable as non-resident carrying on business in Canada). 

Regulations: 202(5) (information return). 

Interpretation Bulletins: IT-81R: Partnerships — income of non-resident partners. 
See also at end of s. 212. 


Forms: NR302 (draft): Declaration of benefits under a tax treaty for a partnership with 
non-resident partners. 


(13.2) Application of Part XIll tax where non-resident 
operates in Canada — For the purposes of this Part, where in a 
taxation year 


(a) a non-resident person whose business was carried on princi- 
pally in Canada, or 


(b) a non-resident person who 
(i) manufactures or processes goods in Canada, 


(ii) operates an oil or gas well in Canada or extracts petro- 
leum or natural gas from a natural accumulation thereof in 
Canada, or 


(iii) extracts minerals from a mineral resource in Canada 


pays or credits an amount (other than an amount to which subsec- 
tion (13) applies) to another non-resident person, the first-men- 
tioned non-resident person shall be deemed, in respect of the por- 
tion of that amount that was deductible in computing that person’s 
taxable income earned in Canada for any taxation year, to be a per- 
son resident in Canada. 


re 
which subsection 


Paps. is s deemed to be aj 
in Canada in respect | 


person 
the amount that 


treated for p purposes af Part XIII tax as seh it had been mé 
in Canada. This i is acco npli i 


current form, ‘subsection 212(13.2) applies only if the non-resident making the: 
ayment carries on business principally i in Canada, manufactures or processes goods 
carries seul any of ora resource activities here. On. the other hand, 


Accordingly, seeaan 212103, 2) is ae to iy in respect ofa any pe of a 
ent (other than one to which the generally comparable rule in ‘subsection 
ies) n y one non-resident | person to another that i is ‘deductible i in 


The am eheotons are payments that are deductible in nes of sieatye egiogor 
businesses or treaty-protected properties (as defined in subsection — 1). 


Letter from Dept. of Finance, no: 14, 2003: 
KPMG LLP, Montréal, Québec — 

Dear Mr. [xxx] 
I am writing in response to your letter of February 25, 2003, to Lawrence Purdy ol 
this Division. In that letter, you identify a concern with the effective date that has 
been proposed, in the December 2002 draft technical amendments, for a change to 


subsection 212(13.2) of the Income Tax Act. The question you’ coms is an pimiiees « 
one, and I appreciate your patience in awaiting this reply, : 


Subsection 212(13.2) treats certain non-resident persons as though “o were sotdean 
in Canada, for purposes of the non-resident withholding tax applied by Part XIII ee 4 
the Act. Specifically, the provision in its current form applies to a non-resident per- _ 
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Regulations: 202(6) (information return). 


(13.3) Application of Part XIII to authorized foreign bank — 
An authorized foreign bank is deemed to be resident in Canada for 
the purposes of 
* (a) this Part, in respect of any amount paid’ or credited to or by 
the bank in respect of its Canadian banking business; and 
_(b) the application in paragraph (13.1)(b) of the definition “Ca- 
_nadian partnership” in respect of a partnership interest held by 
the bank in the course of its Canadian banking business. 


Related. Provisions: 218.2 — Branchiinterest tax ‘on authorized foreign banks: 


History: Subsec: 212(13.3) added by 2001, c.-17; subséc. 173(5), applicable after June 
27, 1999, ' 


(14) [Repealed] 


Related Provisions: 172(3) — Appeal from refusal to issue certificate; 172(4) — 
Deemed refusal to, register; 212(1)(b)Gv),— No withholding tax where certificate of 
exemption; Reg. 6804(1) — Definition of “qualifying entity’ — same conditions; Can- 
ada-U.S..Tax Treaty:Art. XXI:2 — Exemption from cross-border income. tax. 


History: Subsec. 212(14) repealed by 2007, c..35,subsec. 59(4), applicable, after 2007. 
It formerly read: 


(14) Certificate of exemption — The Minister may, on application, issue.a cer- 
tificate of exemption to any non-resident person who establishes to the satisfac- 
tion of the Minister that 


(a) an income tax is imposed under the laws of the country. of which the non- 
resident person is a resident; 


(b) the non-resident person is exempt under the laws referred to in paragraph 
(a) from the payment of income tax to the government of the country of 
which the non-resident person is a resident; and . 


(c) the non-resident person is 


(i) a person who is or would be, if the non-resident person were resident 
in Canada, exempt from tax under section 149, 


(ii) @ trust or corporation that is operated exclusively to administer or 
provide ‘superannuation, pension, retirement or employee benefits, or 


(iii) a trust, corporation or other organization constituted and operated 
exclusively for charitable purposes, no part of the income of which is 
payable to, or is otherwise available for, the personal benefit of any pro- 
prietor, member, shareholder, trustee or settlor thereof. 
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Subpara. 212(14)(c)(ii) amended by 1999, c. 22, s. 75, applicable to certificates of ex- 
emption under the subsec. made after February 23, 1998 except that, with respect to 
applications submitted before 1999, the reference in the subpara. to “operated exclu- 
sively” shall be read as a reference to “operated principally”. The subpara. formerly 
read: 


(ii) a trust or corporation established or incorporated principally in connection 
with, or the principal purpose of which is to administer or provide benefits 
under, one or more superannuation, pension or retirement funds or plans or any 
funds or plans established to provide employee benefits, or 


1.T. Application Rules: 10(5). 
Information Circulars: 77-16R4: Non-resident income tax. 
Forms: NR6A: Application for certificate of exemption. 


(15) Certain obligations — For the purposes of subparagraph 
(1)(b)(i1), after November 18, 1974 interest on a bond, debenture, 
note, mortgage, hypothecary claim or similar obligation that is in- 
sured by the Canada Deposit Insurance Corporation is deemed not 
to be interest with respect to an obligation guaranteed by the Gov- 
ernment of Canada. 


History: Subsec. 212(15) amended by 2001, c. 17, subsec. 226(4), to add “, hypothe- 
cary claim,”, in force June 14, 2001. 


Interpretation Bulletins: IT-155R3: Exemption from non-resident tax on interest 
payable on certain bonds, debentures, notes, hypothecs or similar obligations. See also 
at end of s. 212. 


(16) Payments for temporary use of rolling stock — Clause 
(1)(d)(vii)(A) does not apply to a payment in a year for the tempo- 
rary use of railway rolling stock by a railway company to a person 
resident in a country other than Canada unless that country grants 
substantially similar relief for the year to the company in respect of 
payments received by it for the temporary use by a person resident 
in that country of railway rolling stock. 


(17) Exception — This section is not applicable to payments out 
of or under an employee benefit plan or employee trust. 


Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. See 
also at end of s. 212. 


(17.1) Payments to the International Olympic Committee 
and the International Paralympic Committee — Notwith- 
standing subsection (1) and (2), 


(a) the International Olympic Committee is not taxable under 
this Part on any amount paid or credited to it, after 2005 and 
before 2011, in respect of the 2010 Olympic Winter Games, and 


(b) the International Paralympic Committee is not taxable under 
this Part on any amount paid or credited to it, after 2005 and 
before 2011, in respect of the 2010 Paralympic Winter Games. 


Related Provisions: 115(2.3) — No tax on non-resident athletes, officials, etc. 


History: Subsec. 212(17.1) added by 2007, c. 35, subsec. 59(5), in force on December 
14, 2007. 


(18) Undertaking — Every person who in a taxation year is a pre- 
scribed financial institution or a person resident in Canada who is a 
registered securities dealer shall on demand from the Minister, 
served personally or by registered letter, file.within such reasonable 
time as may be stipulated in the demand, an undertaking in pre- 
scribed form relating to the avoidance of payment of tax under this 
Part. 


Related Provisions: 150.1(5) — Electronic filing; 212(19) — Tax on securities trad- 
ers; 248(7)(a) — Mail deemed received on day mailed. 


History: Subsec. 212(18) amended by 2007, c. 35, subsec. 59(6), applicable after 
2007. The subsec. formerly read: 


(18) Return by financial institutions and registered securities dealers — 
Every person who in a taxation year is a prescribed financial institution for the 
purpose of clause (1)(b)(iii)(D) or a person resident in Canada who is a regis- 
tered securities dealer shall 


(a) within 6 months after the end of the year file with the Minister a return in 
prescribed form if in the year the person paid or credited an amount to a non- 
resident person in respect of which the non-resident person is, because of 
clause (1)(b)(iii)(D) or subparagraph (1)(b)(xii), not liable to pay tax under 
this Part; and 


(b) on demand from the Minister, served personally or by registered letter, 
file within such reasonable time as may be stipulated in the demand, an un- 


Income Tax Act 


dertaking in prescribed form relating to the avoidance of payment of tax 
under this Part. 


The opening words of subsec. 212(18) amended by 1995, c. 21, subsec. 73(2), applica- 
ble to taxation years that end after May 28, 1993. The opening words formerly read: 


(18) Return by financial institution or securities traders — Every person who 
in a taxation year is a prescribed financial institution for the purpose of clause 
(1)(b)Gii)(D) or a person resident in Canada who is registered or licensed under 
the laws of a province to trade in securities shall 


All that portion of subsec. 212(18) preceding para. (b) substituted by 1994, c. 21, sub- 
sec. 97(5), applicable to taxation years that end after May 28, 1993. That portion of the 
subsec. formerly read: 


(18) Return by financial institutions — Every person who in a taxation year is 
a prescribed financial institution for the purposes of clause (1)(b)(iii)(D) shall 


(a) within 6 months from the end of the taxation year file with the Minister a 
return in prescribed form containing prescribed information if in the taxation 
year the person paid or credited an amount to a non-resident person in re- 
spect of which the non-resident person is by virtue of clause (1)(b)(iii)(D) 
not liable to pay tax under this Part; and 


Regulations: 7900 (prescribed financial institutions; needs to be amended to apply to 
212(18)). 


Forms: NR4: Statement of amounts paid or credited to non-residents of Canada; NR4 
Segment; NR4 Summ: Return of amounts paid or credited to non-residents of Canada; 
NR601: Non-resident ownership certificate — withholding tax; NR602: Non-resident 
ownership certificate — no withholding tax; T4061: Guide for payers of non-resident 
tax. 


(19) Tax on registered securities dealers — Every taxpayer 
who is a registered securities dealer resident in Canada shall pay a 
tax under this Part equal to the amount determined by the formula 


1/365 x .25 x (A-—B)xC 
where 


A is the total of all amounts each of which is the amount of money 
provided before the end of a day to the taxpayer (and not re- 
turned or repaid before the end of the day) by or on behalf of a 
non-resident person as collateral or as consideration for a secur- 
ity that was lent or transferred under a designated securities 
lending arrangement, 


Bis the total of 


(a) all amounts each of which is the amount of money pro- 
vided before the end of the day by or on behalf of the tax- 
payer (and not returned or repaid before the end of the day) 
to a non-resident person as collateral or as consideration for a 
security that is described in paragraph (a) of the definition 
“fully exempt interest” in subsection (3), or that is an obliga- 
tion of the government of any country, province, state, mu- 
nicipality or other political subdivision, and that was lent or 
transferred under a securities lending arrangement, and 


(b) the greater of 


(i) 10 times the greatest amount determined, under the 
laws of the province or provinces in which the taxpayer is 
a registered securities dealer, to be the capital SR Oe 
by the taxpayer at the end of the day, and 


(ii) 20 times the greatest amount of capital required, under 
the laws of the province or provinces in which the tax- 
payer is a registered securities dealer, to be maintained by 
the taxpayer as a margin in respect of securities described 
in paragraph (a) of the definition “fully exempt interest” 
in subsection (3), or that is an obligation of the govern- 
ment of any country, province, state, municipality or 
other political subdivision, at the end of the day, and 


C is the prescribed rate of interest in effect for the day, 


and shall remit that amount to the Receiver General on or before the 
15th day of the month after the month in which the day occurs. 


Related Provisions: 212(18) — Return by securities traders; 212(20) — Designated 
securities lending arrangement; 227(9) — Penalty on tax not paid; 227(9.3) — Interest 
on tax not paid; 257 — Formula cannot calculate to less than zero. 
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_ History: Subsec. 212(19) amended by 2007, c. 35, subsec. 59(6), applicable after 2007 
and as though the July 16, 2010 draft legislation (see proposed amendment below) had 
received Royal Assent before said c. 35. The subsec. formerly read: 


(19) Tax on registered securities dealers — Every taxpayer who is a regis- 
tered securities dealer resident in Canada shall pay a tax under this Part equal to 
the amount determined by the formula 


1 
7 x.:25x(A-B)xC 
365 


where 


A is the total of all amounts each of which is the amount of money provided 
before the end of a day to the taxpayer (and not returned or repaid before the 
"end of the day) by or on behalf of a non-resident person as collateral or as 
consideration for a security that was lent or transferred under a securities 
lending arrangement. described in subparagraph (1)(b)(xii), 
B is the total of 
(a) all amounts each of which is the amount of money provided before 
the end of the day by or on behalf of the taxpayer (and not returned or 
repaid before the end of the day) to a non-resident person as collateral or 
as consideration for a security described in clause (1)(b)(xii)(A) that was 
lent or transferred under a securities lending arrangement, and 


(b) the greater of 


@) 10 times the greatest amount determined under those laws to be 


Gi) 20 times the greatest amount of capital required under those 
laws to be maintained by the taxpayer as a margin in respect of se- 
| curities described in clause (1)(b)(x11)(A) at the end of the day, and 


C_ is the prescribed rate of interest in effect for the day, 


. and shall remit that amount to the Receiver General on or before the 15th day of 
the month after the month in which the day occurs. 


The portion of subsec. 212(19) before the formula amended by. 1995, c. 21, subsec. 
73(3), applicable to securities lending arrangements entered into, after May 28, 1993. 
That portion formerly read: 


(19) Tax on securities traders — Every taxpayer resident in Canada whois 
registered or licensed under the laws of one or more provinces to trade in securi- 
ties shall pay a tax under this Part equal to the amount determined by the formula 


Subsec. 212(19) added by 1994, c. 21, subsec. 97(6), applicable to securities lending 
arrangements entered into after, May 28, 1993. 


(20) Designated SLA — For the purpose of subsection (19), a 
designated securities lending arrangement is a securities lending 
arrangement 


(a) under which 


(i) 'the lender is a prescribed financial institution or a regis- 
tered securities dealer resident in Canada, 


(ii) the particular security lent or transferred is an obligation 
described in paragraph (a) of the definition “fully exempt in- 
terest” in subsection (3) or an obligation of the government 
of any country, province, state, municipality or other political 
subdivision, 


) (iii) the amount of money. provided to the ‘idea at any time 
during the term of the arrangement either as collateral or as 


| gain” — 39(1)(a), 248(1); “capital property” — 54, 248(1); “class” — 


ing coe entered _ 
effective aa. 1 2008 


' ble dividend’? — 


S. 212.1(1)(a) 


consideration for the particular security: does not exceed 
110% of the fair market value at that time of the particular 
security; and 


(b) that was neither intended, nor made as a part of a series of 
securities lending arrangements, loans or other transactions that 
was intended, to be in effect for more than 270 days. | 


History: Subsec. 212(20) added by 2007, c. 35, subsec. 59(6), applicable after 2007. 


Definitions [s.  212]:.. “active business” —248(1); “amateur athlete trust” — 
143.1(1)(a), [to, be. repealed], 143.1(1.2)(a) [proposed], .248(1);. “amount” — 248(1); 
“annuitant” — 146(1), 146.3(1); “annuity”, “authorized foreign bank” — 248(1); 
“arm’s length” — 251(1), 260(10) [to be renumbered 260(9.1)]; “bank” — 248(1), In- 
terpretation Act 35(1); “beneficially interested’ — 248(25); “business” — 248(1); 
“Canada” — 255, Interpretation Act 35(1); “Canadian banking business” — 248(1); 
“Canadian partnership” — 102, 248(1); “capital dividend” — 83(2), 248(1); “capital 
248(6); “com- 
mon-law partner” — 248(1); “corporation” — 248(1), Interpretation Act 35(1); “corpo- 
real” — Quebec Civil Code art. 899, 906; “credit union” — 137(6), 248(1); “custo- 
dian” — 148.1(1); “death benefit” — 248(1); “deferred profit sharing plan” — 147(1), 
248(1); “designated employee benefit’ — 144.1(1; “designated securities lending ar- 
rangement” —212(20); “dividend” — 248(1); “eligible. funeral. arrangement” — 
148.1(1),.248(1); “employed”, “employee benefit plan’ — 248(1); “employee life and 
health trust” — 144.1(2),, 248(1); “employee trust” — 248(1); “estate” — 104(1), 
248(1); “fully exempt interest” — 212(3); “Her Majesty” — Interpretation Act 35(1); 
“identical” — 248(12); “immovable” — Quebec Civil Code art. 900-907; “‘income- 
averaging annuity contract” — 61(4), 248(1); “individual”, ‘insurer’ — 248(1); “legis- 
lature”? —Jnterpretation Act 35(1) “legislative assembly’; “management or administra- 
tion fee or charge”— 212(4); “mineral, resource’’, “Minister” — 248(1); “month” — 
Interpretation Act 35(1); “NISA Fund No. 2”, “non-resident” — 248(1); “non-resident- 
owned investment corporation” — 133(8), 248(1); “OSFI risk-weighting guidelines’, 
“oil or gas well” — 248(1); “participating debt interest” — 212(3); “person”, “pre- 


scribed” — 248(1); “prescribed rate” — Reg. 4301; “principal amount’, CRORE. — 
248(1); “province” — Interpretation Act 35(1); “real rights” — 248(4.1); “registered 
education savings plan” — 146.1(1), 248(1); “registered pension plan” — 248(1); “reg- 


istered’ retirement income fund” — 146.3(1), 248(1); “registered retirement savings 
plan” — 146(1), 248(1); “registered securities dealer” — 248(1); “registered supple- 
mentary unemployment benefit’ plan” — 145(1), 248(1); “regulation” — 248(1); “re- 
lated” —251(2)-(6); “replacement obligation” — 212(3); “resident’ in Canada” — 
212039); 250; “retirement omperagon arrangement’, “retiring allowance” — 
248(1); “securities. lending arrangement” — 248(1); 260(1);\ “series”: — 248(10); 

“share”, “shareholder”, “subsidiary wholly-owned corporation”, “superannuation or 
pension benefit”, “tax treaty” —248(1); “taxable capital gain” — 38(a), 248(1); “taxa- 
89(1), 248(1); “taxable income” — 2(2), 248(1); “taxable income 
earned in Canada” — 115(1), 248(1); “taxation: year” — 249; “taxpayer” — 248(1); 
“timber resource ‘property’ — 13(21), 248(1); “‘treaty-protected business”, “‘treaty-pro- 
tected property” — 248(1); “trust” — 104(1), 248(1), (3); “writing” — Interpretation 
Act 35(1). 


Interpretation Bulletins [s. 212]: IT-88R2: Stock dividends; IT-109R2: Unpaid 
amounts; IT-168R3: Athletes and players employed by. football, hockey and similar 
clubs; IT-221R3: Determination of an individual’s residence status; IT-280R: Employ- 
ees profit sharing plans — payments computed by reference to profits. See also at be- 
ginning of 212(1). 


212.1 (1) Non-arm’s length sales of shares by non-re- 
sidents — If a non-resident person, a designated partnership or a 
non-resident-owned investment corporation (in this section referred 
to as the “non-resident person’) disposes of shares (in this section 
referred to as the “subject shares’) of any class of the capital stock 
of a corporation resident in Canada (in this section referred to as the 
“subject corporation’) to another corporation resident in Canada (in 
this section referred to as the “purchaser corporation”) with which 
the non-resident person does not (otherwise than because of a right 
referred to in paragraph 251(5)(b)) deal at arm’s length and, imme- 
diately after the disposition, the subject corporation is connected 
(within the meaning that would be assigned by subsection 186(4) if 
the references in that subsection to “payer corporation” and “‘partic- 
ular corporation” were read as “subject corporation” and “purchaser 
corporation”, respectively) with the purchaser corporation, 


(a) the amount, if any, by which the fair market value of any 
consideration (other than any share of the capital stock of the 
purchaser corporation) received by the non-resident person from 
the purchaser corporation for the subject shares exceeds the 
paid-up capital in respect of the subject shares immediately 
before the disposition shall, for the purposes of this Act, be 
deemed to be a dividend paid at the time of the disposition by 
the purchaser corporation’ to the non-resident person and re- 
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ceived at that time by the non-resident person from the pur- 
chaser corporation; and 


(b) in computing the paid-up capital at any particular time after 
March, 31, 1977 of any. particular class of shares of the capital 
stock of the purchaser corporation, there shall be deducted that 
proportion of the amount, if any, by which the increase, if any, 
by virtue of the disposition, in the paid-up capital, computed 
without reference to this section as it applies to the disposition, 
in respect of all of the shares of the capital stock of the pur- 
chaser corporation exceeds the amount, if any, by which 


(i) the paid-up capital in respect of the subject shares imme- 
diately before the disposition 


exceeds 


(ii) the fair market value of the consideration described in 
paragraph (a), 
that the increase, if any, by virtue of the disposition, in the paid- 
up capital, computed without reference to this section as it ap- 
plies to the disposition, in respect of the particular class: of 
shares is of the increase, if any, by virtue of the disposition, in 
the paid-up capital, computed without reference to this section 
as it applies to the disposition, in respect of all of the issued 
shares of the capital stock of the purchaser corporation. 
Related Provisions: 54‘‘proceeds of disposition”(k) — Exclusion of deemed divi- 
dend from proceeds; 84(7) — When dividend payable; 84.1 — Similar rule for re- 
sidents of Canada; 186(7) — Interpretation of “connected”; 212.1 — Deemed dividend 


on surplus strip to non-resident; 212.2 — Deemed dividend on surplus strip to non- 
resident insurer. 


History: The opening words of subsec. 212.1(1) amended by 1999, c. 22, subsec. 
76(1), applicable after February 23, 1998, The opening words formerly read: 


(1) Where a non-resident person or a non-resident-owned investment corporation 
(in this section referred to as the “non-resident person”) disposes of shares (in 
this section referred to as the ‘subject shares’’) of any class of the capital stock of 
a Canadian corporation (in this section referred to as the “subject corporation’’) 
to another Canadian corporation (in this section referred to as the “purchaser 
corporation”) with which the non-resident person does not (otherwise than by 
reason of a right referred to in paragraph 251(5)(b)) deal at arm’s length and, 
immediately after the disposition, the subject corporation is connected. (within 
the meaning of subsection 186(4), on the assumption that the references therein 
to. “payer corporation” and “particular corporation” were read as “‘subject corpo- 
ration” and “purchaser corporation’, respectively) with the purchaser 
corporation, 


Selected Cases [Subsec. 212.1(1)]: Placements Serco Ltée v. R., [1988] 1 C.T.C. 
213 (FCA) (“Deemed dividend” includes transaction without actual transfer of funds). 


Interpretation Bulletins: See at end of s. 212.1. 
Information Circulars: 77-16R4: Non-resident income tax. 


(2) Idem — In computing the paid-up capital at any particular time 
after March 31, 1977 of any particular class of shares of the capital 
stock of a corporation, there shall be added an amount equal to the 
lesser of 


(a) the amount, if any, by which 


(i) the total of all amounts each of which is an amount 
deemed by subsection 84(3), (4) or (4.1) to be a dividend on 
shares of the particular class paid after March 31, 1977 and 
before the particular time by the corporation and received by 
a non-resident-owned investment corporation or by a person 
who is not a corporation resident in Canada 


exceeds 


(ii) the total that would be determined under subparagraph (i) 
if this Act were read without reference to paragraph (1)(b), 
and 


(b) the total of all amounts each of which is an amount required 
by paragraph (1)(b) to be deducted in computing the paid-up 
capital in respect of the particular class of shares after March 31, 
1977 and before the particular time. 


(3) idem — For the purposes of this section, 


(a) in respect of any disposition described in subsection (1) by a 
non-resident person of shares of the capital stock ofa subject 
corporation to a purchaser corporation, the non-resident person 
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shall, for greater certainty, be deemed not to deal at arm’s length 
with the purchaser corporation if the non-resident person was, 


(i) immediately before the disposition, one of a group of less 
than 6 persons that controlled the subject corporation, and 


(ii) immediately after the disposition, one of a group of less 
than 6 persons that controlled the purchaser corporation, each 
member of which was a member of the group referred to in 
subparagraph (i); 
(b) for the purposes of determining whether or not a particular 
non-resident person (in this paragraph referred to as the “tax- 
payer”) referred to in paragraph (a) was a member of a group of 
less than 6 persons that controlled a corporation at any time, any 
shares of the capital stock of that corporation owned at that time 
by 
(i) the taxpayer’s child (within the meaning assigned by sub- 
section 70(10)), who is under 18 years of age, or the tax- 
payer’s spouse or common-law partner, 


(ii) a trust of which the taxpayer, a person described in sub- 
paragraph (i) or a corporation described in subparagraph (iii) 
is a beneficiary, 

(iii) a corporation controlled by the taxpayer, a person de- 
scribed in subparagraph (i), a trust described in subparagraph 
(ii) or any combination thereof, or 


(iv) a partnership of which the taxpayer or a person described 
in one of paragraphs (i) to (iii) is a majority interest partner 
or a member of a majority interest group of partners (as de- 
fined in subsection 251.1(3)) A 


shall be deemed to be owned at that time by the taxpayer and not 
by the person who actually owned the shares at that time; F 


(c) a trust and a beneficiary of the trust or a person related to a 
beneficiary of the trust shall be deemed not to deal with each 
other at arm’s length; 


(d) for the purpose of paragraph (a), 
(i) a group of persons in respect of a corporation means any 2 


or more persons each of whom owns shares of the capital 
stock of the corporation, 


(ii) a corporation that is controlled by one or more members 
of a particular group of persons in respect of that corporation 
shall be considered to be controlled by that group of persons, 
and 


(iii) a corporation may be controlled by a person or a particu- 
lar group of persons notwithstanding that the corporation is 
also controlled or deemed to be controlled by another person 
or group of persons; 


(e) a “designated partnership” means a partnership of which ei- 
ther a majority interest partner or every member of a majority 
interest group of partners (as defined in subsection 251.1(3)) is a 
non-resident person or a non-resident-owned investment corpo- 
ration; and 
(f) in this subsection, a person includes a partnership. 
Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 5 
History: Subsec. 212.1(3) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 


2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subpara. 212.1(3)(b)(iv), paras. 212.1(3)(e) and (f) added by 1999, c. 22, subsecs. 
76(2), (3), applicable after February 23, 1998. 

Para. 212.1(3)(d) added by 1994, c. 7, Sch. VIII (1993, c. 24), s..124, applicable to 
dispositions occurring after December 20, 1991. 


Subparas. 212.1(3)(b)(i)—(iii) substituted and para. (c) added by 1994, c. 7, Sch. II 
(1991, c. 49), subsecs. 175(1), (2), applicable to dispositions occurring after July 13, 
1990. Those subparas. formerly read: 

(i) the taxpayer’s spouse, 

(ii) an inter vivos trust of which the taxpayer, the spouse, a corporation described 

in subparagraph (iii) or any combination thereof is a beneficiary, or 


(iii) a corporation controlled by the taxpayer, the spouse, a trust described in 
subparagraph (ii) or any combination thereof 
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(4) Where section does not apply — Notwithstanding subsec- 
tion (1), this section does not apply in respect of a disposition by a 
non-resident corporation of shares of a subject corporation to a pur- 
chaser corporation that immediately before the disposition con- 
trolled the non-resident corporation, 


- Related Provisions: 256(6), (6.1) — Meaning of “controlled”. 


- Definitions [s. 212.1]: “amount” — 248(1); “arm’s length” — 212.1(3)(c), 251(1), 
— 260(10) [to be renumbered 260(9.1)]; “Canada” — 255; “Canadian corporation” — 
— -89(1), 248(1); “child” — 70(10), 252(1); “class of shares” — 248(6); “common-law 
- partner” — 248(1); “connected” — 186(4), (7); ‘“‘control” — 212.1(3)(d); “‘con- 
trolled” — 256(6), (6.1); “corporation” —248(1), Interpretation Act 35(1); “desig- 
_ nated partnership” — 212.1(3)(e); “dividend” — 248(1); “group” — 212.1(3)(d); “‘ma- 
jority interest partner”, . “non-resident” — 248(1); “non-resident-owned investment 
— corporation” — 133(8), 248(1); “owned” — 212.1(3)(b); “paid-up capital” — 89(1), 
248(1); “person” — 212.1(3)(f), 248(1); “received” — 248(7); “resident in Canada” — 
250; “share” — 248(1); “subject corporation” — 212.1(1); “taxpayer” —248(1); 
“trust” — 104(1), 108(1), 248(1), (3). 


Interpretation Bulletins [s. 212.1]: IT-88R2: Stock dividends; IT-109R2: Unpaid 
amounts; IT-489R: Non-arm’s length sale of shares to a corporation. 


212.2 (1) Application [demutualization surplus strip- 
ping] — This section applies where 


(a) a taxpayer disposes at a particular time of a share of the capi- 
tal stock of a corporation resident in Canada (or any property 
more than 10% of the fair market value of which can be attrib- 
uted to shares of the capital stock of corporations resident in 
Canada) to 


(i) a person resident in Canada, 


(ii) a partnership in which any person resident in Canada has, 
directly or indirectly, an interest, or 


(iii) a person or partnership that acquires the share or the pro- 
perty in the course of carrying on a business through a per- 
manent establishment in Canada, as defined in the Income 
Tax Regulations; 


(b) subsection 212.1(1) does not apply to the disposition; 
(c) the taxpayer is non-resident at the particular time; 


(d) it is reasonable to conclude that the disposition is part of an 
expected series of transactions or events that includes the issue 
after December 15, 1998 of a particular share of the capital stock 
of a particular insurance corporation resident in Canada on the 
demutualization (within the meaning assigned by subsection 
139.1(1)) of the particular corporation and. 


(i) after the particular time, the redemption, acquisition or 
cancellation of the particular share, or a share substituted for 
: the particular share, by the particular corporation or the is- 
suer of the substituted share, as the case may be, 


(ii) after the particular time, an increase in the level of divi- 
dends declared or paid on the particular share or a share. sub- 
stituted for the particular share, or 


: (iii) the acquisition, at or after the particular time, of the par- 
ticular share or a share substituted for the particular share by 


(A) a person not dealing at arm’s length with the particu- 
lar corporation or with the issuer of the substituted share, 
as the case may be, or 


(B) a partnership any direct or indirect interest in which is 
held by a person not dealing at arm’s length with the par- 
ticular corporation or with the issuer of the substituted 
share, as the case may be; and 


(e) at the particular time, the person described in subparagraph 
(a)(i) or (iii) or any person who has, directly or indirectly, an 
interest in the partnership described in subparagraph (a)(ii) or 
(iii) knew, or ought reasonably to have known, of the expected 
series of transactions or events described in paragraph (d). 


Related Provisions: 248(10) — Series of transactions. 


Regulations: No regulation defining “permanent establishment” as yet (though Reg. 
8201 would be the logical choice). 


S. 213(3) 


(2) Deemed dividend — For the purposes of this Part, where pro- 
perty is disposed of at any time by a taxpayer to a person or partner- 
ship in circumstances in which. this, section. applies, 


(a) a taxable dividend is deemed to be paid at that time by the 
person or partnership to the taxpayer and received at the time by 
the taxpayer; 


(b) the amount of the dividend is deemed to be equal to the 
amount determined by the formula 


A = ((A/B) x C) 
where 


A is the portion of the proceeds of disposition of the property 
that can reasonably be attributed to the fair market value of 
shares of a class of the capital stock of a corporation resident 
in Canada, 


B is the fair market value immediately before that time of 
shares of that class, and 


C is the paid-up capital immediately before that time of that 
class of shares; and 


(c) in. respect of the dividend, the person or partnership. is 
deemed to be a corporation resident in Canada. 


Related Provisions [subsec. 212.2(2)]: 54‘proceeds of disposition’ (k) — Exclu- 
sion of deemed dividend from proceeds. 


History: S, 212.2 added by 2000, c. 19, s. 64, applicable after December 15,1998. 


Definitions [s. 212.2]: “amount” — 248(1); “arm’s length” — 251(1), 260(10) [to be 
renumbered 260(9.1)]; “business” — 248(1); “Canada” — 255, Interpretation. Act 
35(1); “class of shares” — 248(6); “corporation” — 248(1), Interpretation Act 35(1); 
“demutualization” — 139.1(1); “disposition’’, “dividend” — 248(1); “insurance corpo- 
ration”, “non-resident” — 248(1); “paid-up, capital’ — 89(1), 248(1);. “person”, “‘pro- 
perty” —248(1); “resident in Canada” — 250; “series of transactions” — 248(10); 
“share” — 248(1); “substituted” — 248(5); “taxable dividend” — 89(1), 248(1); “‘tax- 
payer” — 248(1). 


213. (1) Tax non-payable by non-resident person — Tax is 
not payable by a non-resident person under subsection 212(2) on a 
dividend in respect of a share of the capital stock of a foreign busi- 
ness corporation if not ‘less: than 90% of the total of the amounts 
received or receivable by it that are required to be included in com- 
puting its income for. the taxation year in which, the dividend.was 
paid was received. or receivable in respect of the operation by it of 
public utilities or from mining, transporting and processing of ore in 
a country in which 


(a) if the non-resident person is an individual, the non-resident 
person resides; or 


(b) if the non-resident person is a corporation, individuals who 
own more than 50% of its share capital (having full voting rights 
under all circumstances) reside. 


Forms: T4061: Non-resident withholding tax guide. 


(2) idem — For the purposes of this section, if 90% of the total of 
the amounts received or receivable by a corporation that are re- 
quired to be included in computing its income for a taxation year 
was received or receivable in respect of the operation by it of public 
utilities or from the mining, transporting and processing of ore, an 
amount received or receivable in that year from that corporation by 
another corporation shall, if it is required to be included in comput- 
ing the receiving corporation’s income for the year, be deemed to 
have been received by the receiving corporation in respect of the 
operation by it of public utilities or from’ the mining, transporting 
and processing of ore by it in the country in which the ‘public utili- 
ties were operated or the mining, transporting and processing of ore 
was carried out by the payer corporation. 


(3) Corporation deemed to be foreign business corpora- 
tion — For the purposes of this section, a corporation shall: be 
deemed to be a foreign business corporation at a particular time if it 
would have been a foreign business corporation within the meaning 
of section 71 of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952 (as that section read in its application to 
the 1971 taxation year), for the taxation year of the corporation in 
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which the particular time occurred, if that section had been applica- 
ble to that taxation year. 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Definitions [s. 213]: “amount” — 248(1); 
Act 35(1); “dividend” — 248(1); “foreign. business corporation” — 213(3); 
dual”, “non-resident”, “person” — 248(1); “taxation year” — 249. 


Interpretation Bulletins [s. 213]: IT-109R2: Unpaid amounts. 


“corporation” — 248(1), Interpretation 
“indivi- 


214. (1) No deductions — The tax payable under section 212 is 
payable on the amounts described therein without any deduction 
from those amounts whatever. 


Related Provisions: 216 — Option to pay tax on the net rather than the gross. 
1.T. Application Rules: 10(6) (tax limited to treaty rate). 


Interpretation Bulletins: IT-88R2:; Stock dividends; IT-109R2: Unpaid amounts; 
IT-438R2: Crown charges — resource properties in Canada; IT-465R: Non-resident 
beneficiaries of trusts. 


(2) Income and capital combined — Where paragraph 16(1)(b) 
would, if Part I were applicable, result in a part of an amount being 
included in computing the income of a non-resident person, that 
part of the amount shall, for the purposes of this Part, be deemed to 
have been paid or credited to the non-resident person in respect of 
property, services or otherwise, depending on the nature of that part 
of the amount. 


Related Provisions: 214(12) — Application. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-265R3: Payments of income 
and capital combined (archived). 


(3) Deemed payments — For the purposes of this Part, 


(a) where section 15 or subsection 56(2) would, if Part I were 
applicable, require an amount to be included in computing a tax- 
payer’s income, that amount shall be deemed to have been paid 
to the taxpayer as a dividend from a corporation resident in 
Canada; 


(b) where paragraph 56(1)(f) would, if Part I were ‘applicable, 
require an amount to be included in computing an individual’s 
income, that amount shall be deemed to have been paid to the 
individual under an income-averaging annuity contract; 


(b.1) where paragraph 56(1)(y) would, if Part I were applicable, 
require an amount to be included in computing a taxpayer’s in- 
come, that amount shall be deemed to have been paid to the tax- 
payer to acquire an interest in a retirement compensation 
arrangement; 


(c) where, because of subsection 146(8.1); (8.8), (8.91), (9), (10) 
or (12), an amount would, if Part I applied, be required to be 
included in computing a taxpayer’s income, that amount shall be 
deemed to have been paid to the taxpayer as a payment under a 
registered retirement savings plan or an amended plan (within 
the meaning assigned by subsection 146(12)), as the case may 
be; 

(d) where, by virtue of subsection 147(10), (13) or (15), an 
amount would, if Part I were applicable, be required to be in- 
cluded in computing a taxpayer’s income, that amount shall be 
deemed to have been paid to the taxpayer as a payment under a 
deferred profit sharing plan or a plan referred to in subsection 
147(15) as a “revoked plan”, as the case may be; 


(e) where subsection 130.1(2) would, if Part I were applicable, 
deem an amount received by a shareholder of a mortgage invest- 
ment corporation to have been received by the shareholder as 
interest, that amount shall be deemed to have been paid to the 
shareholder as interest on a bond issued after 1971; 


(f) where subsection 104(13) would, if Part I were applicable, 
require any part of an amount payable by a trust in its taxation 
year to a beneficiary to be included in computing the income of 
the non-resident person who is a beneficiary of the trust, that 
part shall be deemed to be an amount paid or credited to that 
person as income of or from the trust on the earlier of 


(i) the day on which the amount was paid or credited, and 
(11) the day that is 90 days after the end of the taxation year 


Income Tax Act 


and not at any subsequent time when the amount was ne 
paid or credited; 


(f.1) where paragraph 132.1(1)(d) would, if Part I were applieal 
ble, require an amount to be included in computing a taxpayer’s 
income for a taxation year by reason of a designation by a mu- 
tual fund trust under subsection 132.1(1), that amount shall be 
deemed to be an amount paid or credited to that person as. in- 
come of or from the trust on the day of the, designation; 


(g) where an individual who is a beneficiary under a fund, plan 
or trust that was a registered home ownership savings plan 
(within the meanings assigned by subparagraphs 146.2(1)(a) and 
(h) of the Income Tax Act, chapter 148 of the Revised Statutes of 
‘Canada, 1952, as they read in their application to the 1985 taxa- 
tion year) on December 31, 1985 dies, an amount equal to the 
fair market value of the property in the fund, plan or trust at the 
time of death shall be deemed, for the purposes of section 212, 

to have been paid to the individual at the time of death as a pay- 
ment out of or under a fund, plan or trust that was at the end of 
ee! a alla ee sssanaahl sei servis 


[This sponse to David Sherman’ s email to Finance stating, “With the chang 
2120) from RHOSPs to TFSAs, 214)(@) ‘should be repealed.” — er 


(h) [Repealed under former Act] 


(i) where, because of subsection 146.3(4), (6), (6.1), (7) or (11), 
an amount would, if Part I applied, be required to be included in 
computing a taxpayer’s income, that amount shall be deemed to 
have been paid to the taxpayer as a payment under a registered 
retirement income fund; 


(j) [Repealed] 


(k) where, because of subsection 143.1(2), an amount distributed 
at any time by an amateur athlete trust would, if Part I were ap- 
plicable, be required to be included in computing an individual’s 
income, that amount shall be deemed to have been paid at that 
time to the individual as a payment in respect of an amateur ath- 
lete trust; and 


(1) where, because of subsection 12(10.2), an amount would at 
any particular time, if Part I were applicable, be required to be 
included in computing a taxpayer’s income, that amount shall be 
deemed to have been paid by Her. Majesty in right of Canada at 
that time to the taxpayer out of the taxpayer’s NISA Fund No. 2. 


Related Provisions: 94(3)(a)(iii) [proposed], 104(7.01) — Trusts that are deemed 
resident in Canada; 214(3.1) — Time of deemed payment; 218.3(10) — 214(3)(f) ap- 
plies to mutual fund distributions withholding tax; 227(6.1) — Repayment of non-resi- 
dent shareholder loan. 


History: Para. 214(3)(j) repealed by 1998, c. 19, s. 63, applicable after 1997. Para. 
214(3)G) formerly read: 


(j) where, by. virtue of subsection 146.1(14), an amount would, if Part I were 
applicable, be required to be included in computing a taxpayer’s income, that 
amount shall be deemed to have been paid to the taxpayer as a payment in re- 
spect of a registered education savings plan; } 


Para. 214(3)(c) substituted by 1994, c. 21, subsec. 98(1), applicable to payments made 
after 1992. That para. formerly read: 


(c) where, by. virtue of subsection 146(8.1), (8.8), (8.91), (9), (10) or (12) or 
146,.3(6.1), an amount would, if Part I were applicable, be required to be in- 
cluded in computing a taxpayer’s income, that amount shall be deemed to have 
been paid to the taxpayer as a payment under a registered retirement savings plan 
or a plan referred to in subsection 146(12) as an “amended plan”, as the case 
may be; 

Para. 214(3)(i) substituted by 1994, c. 21, subsec. 98(2), applicable to payments made 

after 1992. That para. formerly read: 


(i) where, by reason of subsection 146.3(4), (6), (7) or (11), an amount would, if 
Part I were applicable, be required to be included in computing a taxpayer’s in- 
come, that amount shall be deemed to have been paid to the taxpayer as a pay- 
ment under a registered retirement income fund; 


Paras. 214(3)(k) and (1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 125(1), 
para. (k) applicable to amounts distributed after 1991, and (1) applicable after 1990. 


1468 


Part XIII — Tax on Non:Resident’s Income from Canada 


Selected Cases [subSec. 214(3)]: Gillette’Canada‘Inc. v: R:, [2003] 3°C.T.C. 27 
(FCA); aff'g [2001] 4 C.T.C. 2884 (TCC), (Debtor-creditor. relationship feonnerd for 
subsec. 15(2) to apply). 


|.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-96R6: Options to acquire 
shares, bonds or debentures and by trusts to acquire trust units; IT-109R2: Unpaid 


amounts; IT-119R4: Debts of shareholders, certain persons connected with sharehold- 


ers, etc.; IT-335R2: Indirect payments; IT-421R2: Benefits to individuals, corporations 


_ and shareholders from loans or debt; IT-432R2: Benefits conferred on shareholders; IT- 
_465R: Non-resident beneficiaries of trusts; IT-468R:, Management or administration 


| 


fees paid to non-residents; IT-500R: RRSPs — death of an’ annuitant. 


Information Circulars: 77-16R4: Non- resident income tax, 72-22R9: Registered 
retirement savings plans. 


Registered Plans Compliance Bulletins: 4 (abusive schemes — RRSP stripping). 


(3.1) Time of deemed payment — Except as. otherwise ex- 
pressly provided, each, amount deemed. by subsection (3). to have 
been paid.shall be deemed to have been paid at the time of the event 
or transaction as a consequence of which the amount would,.if Part 
I were applicable, be required to be included in computing a tax- 
payer’s income. 


(4) Securities — Where, if section 76 were applicable in comput- 
ing a non-resident person’s income, that section would require an 
amount to be included in computing the income, that amount shall, 
for the purpose of this Part, be deemed to have been, at the time the 
non-resident person received the security, right, certificate or other 


evidence of indebtedness, paid to the non-resident person on ac- 


count of the debt in respect of which the non-resident person re- 
ceived it. 


Related Provisions: 214(5) — Interpretation. 


Interpretation Bulletins: IT-77R: Securities in satisfaction of an income debt 
_ (archived); IT-88R2: Stock dividends; IT-109R2: Unpaid ‘amounts. 


(5) Interpretation — Subsection (4) is enacted for greater cer- 
tainty and shall not be construed as limiting the generality of the 
other provisions of this Part defining amounts on peel tax is 
payable. 


(6) Deemed interest — Where, in respect of interest stipulated to 
be payable, on a bond, debenture, bill, note, mortgage, hypothecary 
claim or similar obligation that has been assigned or otherwise 


' transferred by a non-resident person to a person‘resident in Canada, 


subsection 20(14) would, if Part I were applicable, require an 


amount to be included in computing the transferor’s income, that 
_ amount is, for the purposes of this Part, deemed to be a payment of 


interest on that obligation made by the transferee to the transferor at 


_ the time of the assignment or other transfer of the obligation, if 


(a) the obligation was issued by a person resident in Canada; 
(b) the obligation was not an obligation described in. paragraph 
(8)(a) or (b); and 

(c) the assignment or other transfer is not an assignment or other 
transfer referred to in paragraph (7.1)(b). 


Related Provisions: 214(7.1) — Sale of obligation; 2149) — Deemed resident; 
214(14) — Deemed assignment of obligation. 


History: The opening words of subsec. 214(6) amended. by 2001, c. 17, subsec. 
227(1), to add “, hypothecary claim”, in force June 14, 2001. 


Para. 214(6)(b) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec.,176(1),. to substi- 
tute “described in paragraph (8)(a) or (b)” for “referred to in paragraph (8)(a), (b) or 
(c)’, applicable to obligations assigned or otherwise transferred after July 13, 1990. 


Interpretation Bulletins: IT-410R: Debt obligations — accrued interest on transfer 
(archived). 


Information Circulars: 77-16R4: Non-resident income tax. 


(7) Sale of obligation — Where 
(a) a non-resident person has at any time assigned or otherwise 
transferred to a person resident in Canada a bond, debenture, 
bill, note, mortgage, hypothecary claim or similar obligation is- 
sued by a person resident in Canada, 
(b) the obligation was not an excluded obligation, and, 


(c) the assignment or other transfer is not an assignment or other 
transfer referred to in paragraph (7.1)(b), 


S. 214(8)(c) 


the amount, if any, by which 


(d) the price for which the obligation was assigned or otherwise 
transferred at that time, 


exceeds 
(e) the price for which the obligation was issued, 


shall, for the purposes of this Part, be deemed to be a payment of 
interest on that obligation made by the person resident in Canada to 
the non-resident person at that time. 


Related Provisions: 16(6)— Indexed debt obligations; 214(7.1) — Sale of obliga- 
tion; 214(8)— Meaning of “excluded obligation’; .214(9)— Deemed resident; 
214(10) — Reduction of tax; 214(14) — Deemed assignment of obligation; 215(5) — 
Regulations reducing amount to be deducted or withheld. 


History: Para. 214(7)(a) amended by 2001, c. 17, subsec. 227(2), to add “, hypothe- 
cary claim”, in force June 14,2001. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-109R2: Unpaid amounts; 
IT-360R2: Interest payable in a foreign currency. 


Information Circulars: 77-16R4: Non-resident income tax. 
1.T. Technical News: 41 (convertible debt). 


(7.1) Idem — Where 


(a) a person resident in Canada has. at.a particular time assigned 
or otherwise transferred an obligation to a non-resident person, 


(b) the non-resident person has at a subsequent time assigned or 
otherwise transferred the obligation back to the person resident 
in Canada, and 


(c) subsection (6) or (7) would apply with respect to the assign- 
ment or other transfer referred to in paragraph (b), if those sub- 
sections were read ‘without reference to paragraphs (6)(c) and 
(7)(C), 


the amount, if any, by which 


(d) the price for which the obligation was assigned or otherwise 
transferred at the subsequent time, 


exceeds 


(e) the price for which the obligation was assigned or otherwise 
transferred: at the particular time, 


shall, for the purposes of this Part, be deemed to be a payment of 
interest on that obligation made by the person resident in Canada to 
the non-resident person at the subsequent time. 


Related Provisions: 214(14) — Deemed assignment of obligation. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-109R2: Unpaid amounts; 
IT-410R: Debt obligations — accrued interest on. transfer (archived). 


Information Circulars: 77-16R4: Non-resident income tax. 


(8) Meaning of “excluded obligation” — For the purposes of 
subsection (7), “excluded obligation” means any bond, debenture, 
bill, note, mortgage, hypothecary claim or similar obligation 


(a) that is described in paragraph (a) of the definition “fully ex- 
empt interest” in subsection 212(3), or on which the interest 
would have been exempt. under subparagraph. 212(1)(b)(iii) or 
(vii) as. they applied to the 2007 taxation year; 


(b) that is prescribed to be a public issue security; or 


(c) that is not an indexed debt obligation and that was issued for 
an amount not less than 97% ‘of the principal amount thereof, 
and the yield from which, ‘expressed in terms of an annual rate 
on the amount for which the obligation was issued (which an- 
nual rate shall, if the terms of the obligation or any agreement 
relating thereto conferred on the holder thereof a right to de- 
mand payment of the principal amount of the obligation or the 
amount outstanding as or on account of the principal amount 
thereof, as the case may be, before the maturity of the obliga- 
tion, be calculated on the basis’ of the yield that produces the 
highest annual rate obtainable either on the maturity of the obli- 
gation or conditional on the ‘exercise of any such right) does not 
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exceed 4/3 of the interest stipulated to be payable on the obliga- 
tion, expressed in terms of an annual rate on 


(i) the principal amount thereof, if no amount is payable on 
account of the principal amount before the maturity of the 
obligation, and 


(ii) the amount outstanding from time to time as or on ac- 
count of the principal amount thereof, in any other case. 


History: Para. 214(8)(a) amended by 2007, c. 35, subsec. 60(1), applicable after 2007. 
The para. formerly read: 


(a) the interest on which is exempt from tax under this Part because of subpara- 
graph 212(1)(b)(ii), Gii) or (vii); 
The opening words of subsec. 214(8) amended by 2001, c. 17, subsec. 227(3), to. add “, 
hypothecary claim”, in force June 14, 2001. 


That portion of para. 214(8)(c) preceding subpara. (i) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 125(2), to add “that is not an indexed debt obligation and”, appli- 
cable to indexed debt obligations issued after October 16, 1991. 


Subsec. 214(8) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 176(2), applica- 
ble to obligations assigned or otherwise transferred after July 13, 1990. Subsec. Ene 
formerly read: 


(8) Definition of “excluded obligation” — In subsection (7),“excluded obliga- 
tion” means any bond, debenture, bill, note, mortgage or similar obligation, 


(a) referred to in subparagraph 212(1)(b)(ii) or (iii), 


(b) if, under the terms of the obligation or any agreement relating thereto, the 
issuer thereof is not obliged to pay more than 25%, of the principal amount 
thereof within 5 years of the date of its issue except in the event of a failure 
or default under the said terms or agreement, 


(c) that is prescribed to be a public issue security, or 


(d) that was issued for an amount not less than:97% of the principal amount 
thereof, and the yield from which, expressed in terms of.an annual rate.on 
the amount for which the obligation was issued (which annual rate shail, if 
the terms of the obligation or any agreement relating thereto conferred on 
the holder thereof a right to demand payment of the principal amount of the 
obligation or the amount outstanding as or on account of the principal 
amount thereof, as the case may be, before the maturity of the obligation, be 
calculated on the basis of the yield that produces the highest annual rate 
obtainable either on the maturity of the obligation or conditional on the exer- 
cise of any such right) does not exceed 4/s of the interest stipulated to be 
payable on the obligation, expressed in terms of an annual rate on 


(i) the principal amount of the obligation, if no amount is payable on 
account of the principal amount before the maturity of the obligation, or 


(ii) the amount outstanding from time to time as or on account of the 
principal amount of the obligation, in any other case. 


Regulations: No prescribed public issue security yet under 214(8)(b). 
1.T. Technical News: 41 (convertible debt). 


(9) Deemed resident — Where 


(a) the assignment or other transfer of an obligation to a non- 
resident person carrying on business: in Canada would be de- 
scribed in subsection (6) or (7) if those subsections were read 
without reference to paragraphs (6)(c) and (7)(c) and if that non- 
resident person were a person resident in Canada, and 


(b) that non-resident person 


(i) may deduct, under subsection 20(14), in computing the 
non-resident person’s taxable income earned in Canada for a 
taxation year an amount in respect of interest on the obliga- 
tion, or 


(ii) may deduct, under Part I, in computing the non-resident 
person’s taxable income earned in Canada for a taxation year 
an amount in respect of any amount paid on account of the 
principal amount of the obligation, 


the non-resident person shall, with respect to the assignment or 
other transfer of the obligation, be deemed, for the purposes of this 
Part, to be a person resident in Canada. 


Related Provisions: 214(14) — Assignment of obligation. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-109R2: Unpaid amounts; 
IT-410R: Debt obligations — accrued interest on transfer (archived). 


Income Tax: Act 


(10) Reduction of tax — Where a non-resident person has as- 
signed or otherwise transferred to a person resident in Canada an 
obligation 


(a) on which an amount of interest was deemed by subsection 
(6) or (7) to have been paid, and 


(b) that the non-resident person had. previously acquired froma 
person resident in Canada, 


the amount of the tax under this Part that the non-resident person is 
liable to pay in respect thereof shall be deemed, for the purpose of 
subsection 227(6), to be that proportion of the tax the non-resident 
person would otherwise have been liable to pay in respect thereof 
that 


(c) the number of days in the period commencing with the day 
the obligation was last acquired by the non-resident person from 
a person resident in Canada and ending with the day the obliga- 
tion was last assigned or otherwise transferred by the non-resi- 
dent person to a person resident in Canada 

is of 
(d) the number of days in the period commencing with the day 
the obligation was issued and ending with the day the obligation 
was last assigned or otherwise transferred by the non-resident 
person to a person resident in Canada. 

Related Provisions: 214(14) — Deemed assignment of obligation. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-109R2: Unpaid amounts; 
IT-410R: Debt obligations — accrued interest on transfer (archived). 


(11) [Repealed] 
History: Subsec. 214(11) repealed by 2007, c. 35, subsec. 60(2), applicable after 2007. 
It formerly read: 


(11) Application of para. 212(1)(b) —In respect of any payment of interest 
deemed by subsection (6), (7) or (7.1) to have been made by a non-resident- 
owned investment corporation on the assignment or other transfer of an, obliga- 
tion, paragraph 212(1)(b), shall be read and-construed without reference to sub- 
paragraph 212(1)(b)(). 


(12) Where subsec. (2) does not apply — Snbscaticn (2) does 
not apply in respect of a payment to a non- -resident person under 
any obligation in respect of which that person is liable to pay tax 
under this Part by reason of subsection (7) or (7.1). 


(13) Regulations respecting residents — The Governor in 
Council may make general or special regulations, for the pa 
of this Part, prescribing 


(a) who is or has been at any time resident in Canada; 


(b) where a person was resident in Canada as well as in some 
other place, what amounts are taxable under this Part; and 


(c) where a non-resident person carried on business in Canada, 
what amounts are taxable under this Part or what portion of the 
tax under this Part is payable by that person. 

Regulations: 802 (amounts taxable). 


(14) Assignment of obligation — For the purposes of this sec- 
tion, any transaction or event by which an obligation held by a non- 
resident person is redeemed in whole or in part or is cancelled shall 
be deemed to be an assignment of the obligation by the non-resident 
person. 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-109R2: Unpaid amounts; 
IT-360R2: Interest payable in a foreign currency. 


(15) Standby charges and guarantee fees — For the  pur- 
poses of this Part, 


(a) where a non-resident person has entered into an agreement 
under the terms of which the non-resident person agrees to guar- 
antee the repayment, in whole or in part, of the principal amount 
of a bond, debenture, bill, note, mortgage, hypothecary claim or 
similar obligation of a person resident in Canada, any amount 
paid or credited as consideration for the guarantee is deemed to 
be a payment of interest on that obligation; and 


(b) where a non-resident person has entered into an agreement 
under the terms of which the non-resident person agrees to lend 
money, or to make money available, to'a person resident in Can- 


1470 


Part XIII — Tax on Non-Résident’s Income from Canada 


ada, any amount paid or credited as consideration for'so agree- 

' ing: to lend money or to make money available shall; if the non- 
resident person would be liable to tax under this Part)in respect 
of interest payable on any obligation issued under the terms of 
the agreement on the date it was entered into, be deemed to bea 
payment of interest.. 


Related Provisions: Canada-U.S. Tax Treaty: Art. XXII:4 — No ‘withtiolding tax'on 
guarantee fee. 


History: Para. 214(15)(a) amended by 2001, c. 17, subsec. 227(4), to add “, hypothe- 
cary claim’, deemed to have come into force ‘on March 1, 1994. 


Selected Cases [subsec. 214(15)]: R. v. Melford Developments Inc., [1982] 
C.T.C. 330 (SCC) (Annual payments in consideration for loan guarantee not “interest” 
and not subject to withholding tax under terms of Canada-Germany Income Tax Agree- 
ment; but see now Income Tax Conventions Interpretation Act, Ss. 3). 


Advance Tax Rulings: ATR-49: Long-term foreign debt. 


Definitions [s. 214]: “amateur athlete trust” —143.1(1)(a) [to be’ repealed], 
143.1(1.2)(a) [proposed], 248(1); “amount” — 248(1); “assignment” — 214(14); “bus- 
iness” —248(1); “Canada” — 255; “carried on business in Canada” — 253; “corpora- 
tion” —248(1), Interpretation Act 35(1); “deferred profit sharing plan’ — 147(1), 
248(1); “dividend” — 248(1); “excluded obligation” — 214(8); “fully exempt inter- 
est” — 212(3); “Governor in Council”, “Her Majesty” — Interpretation Act 35(1); “in 
come-averaging annuity contract” — 61(4), 248(1);.“indexed debt obligation’, indirh 
dual” — 248(1); “mutual fund trust’ — 132(6)-(7), 132.2(1)(q) [to be repealed], 
132.2(3)(n) [draft], 248(1); “NISA Fund No. 2”, “non-resident” —248(1); “non-tesi- 
dent-owned investment corporation” — 133(8), 248(1); “person”, “prescribed”, “prin- 
cipal amount”, “property” — 248(1); “registered education savings plan” — 146.1(1), 
248(1); “registered retirement income fund” — 146.3(1), 248(1); “registered retirement 
savings plan” — 146(1), 248(1); “regulation” — 248(1); “resident in Canada” — 250; 
“retirement compensation arrangement’, “shareholder” —- 248(1); “taxable income 
earned in Canada” — 115(1), 248(1); “taxation year’ —249; “taxpayer” — 248(1); 
“trust’? — 104(1),,248(1), (3). ay 


215. (1) Withholding and remittance of tax — When a person 


pays, credits or provides, or is. deemed to have paid, credited or pro- 
vided, an amount on which an income tax is payable under this Part, 
or would. be.so payable if this Part were read..-without reference.to 
subsection 216.1(1),-the person shall, notwithstanding any ,agree- 


ment or law to the contrary, deduct or withhold from it the amount | 


of the tax and forthwith. remit that amount to the Receiver General 
on behalf of the non-resident person on account .of the tax and, shall 
submit with the remittance.a statement in prescribed form. 


c taken year yf at ) ap 
ion by the trust under he coming re provision for 
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Related Provisions: 94(3)(a)(ix), 94(4)(c) — Application of rule deeming’ non-resi- 


dent-trust tobe resident in Canada; 215(1.1) — Limitation on requirement to withhold 


tax on corporate immigration; 215(5) — Regulations reducing deduction or withhold- 
ing; 215(6) — Liability for tax; 227 — Withholding taxes — administration and en- 
forcement; 227. } =~Tdabitity of directors; 248(7)(b)(i) — Remittance deemed made 
when received. 


History: Subsec. 215(1) amended by 2001, c. 17, subsec. 174(1), applicable to 
amounts paid, credited or provided after 2000. It formerly read: 


(1) Deduction and payment of tax — When a person pays or credits or is 
deemed to have paid or credited an amount on which an income tax is payable 
under this Part, the person shall, notwithstanding any agreement or law to the 
contrary, deduct or withhold therefrom the amount of the tax and forthwith remit | 
that amount to the Receiver General on behalf of the non-resident person ‘on 
account of the tax and shall'submit therewith a statement in’ prescribed form. 


Selected Cases [subsec. '215(1)]: Prévost Car Inc. v. R., [2009] 3 C.T.C. 160 
(FCA); aff’ g [2008] 5 C.T.C. 2306 (TCC) (OECD Commentary useful guide to treaty 
interpretation); Curragh Inc.\v, ‘Canada, [1995] ¥ C.T.C..2163 (TCC). (Withholding 
required if payor knows that non-resident is beneficial owner of amount to be. paid); 
Wenger’s Ltd. v. MNR,,[1992] 2.C.T.C. 2479 (TCC) (Late payment “surcharge” on sale 
price of goods was “interest”); Nestle Enterprises Ltd. v. MNR, [1991] 2 C.T.C, 2627 
(TCC) (Penalty and interest upheld on grounds taxpayer had failed to “forthwith remit” 

withholding tax); Forest et al. v. R., 80 D.T.C. 6149 (FCTD) aeone a into non-re- 


sidents’ Canadian RRSPs not subject to withholding tax). 
Regulations: 105 (withholding of 15% on fees for services); 202: (information re- 


turn); 800, 803.1.(no withholding on amounts. paid or credited to authorized foreign 
bank [before Aug. 8/09] or non-resident insurer); 805 (where withholding. not re- 
quired); 805.1 (certificate confirming compliance with Reg. 805); 809 (reduction in 
withholding). 


Interpretation Bulletins: IT-88R2: Stock dividends; IT-465R: Non-resident benefi- 
ciaries of trusts. 


Information Circulars: 77-16R4: Non-resident income tax. ' 

\.T. Technical News: 14 (meaning of “credited” for purposes of Part XIII withhold- 
ing tax). 

CRA Audit Manual: 15.3.3: Withholding and reporting obligations of the. payer. 


Advance Tax Rulings: ATR-49: Long-term foreign debt;, ATR-69: Withholding tax 
on interest paid to non-resident persons. 


Forms: NR4 Segment; NR4 Summ: Return of amounts paid or credited to non-re- 
sidents-of Canada;’/NR7-R: Application for refund of non-resident Part XIII tax with- 
held; NR603: Remittance of non-resident tax on income from film or video acting ser- 
yices; T3.SCH 10: Part XII.2 tax and Part XIII non-resident withholding tax... 


(1.1) Exception — corporate immigration — Subsection (1) 
does not apply in respect of a dividend deemed to be paid under 
paragraph 128.1(1)(c.1) by a corporation ‘to a non-resident corpora- 
tion with which the corporation was dealing at arm’s length. 


History: Subsec. 215(1.1) added by 1999, c. 22, s. 77, applicable after February 23, 
1998. 


(2) Idem [amount paid by agent] — Where an amount on 
which an income tax. is payable under this Part is paid or credited 
by an agent or other person on behalf of the debtor either by way of 
redemption of bearer coupons or warrants or, otherwise, the agent or 
other person by whom the amount was paid or credited shall, not- 
withstanding any agreement or law to the contrary, deduct or with- 
hold and remit the amount of the tax and shall submit therewith a 
statement in prescribed form as required by subsection (1) and shall 
thereupon, for purposes of accounting to or obtaining reimburse- 
ment from the debtor, be deemed to have paid or credited the full 
amount to the person otherwise entitled to payment. 

Related Provisions: 94(3)(a)(ix), 94(4)(c) — Application. of rule deeming non-resi- 
dent trust.to: be resident in Canada; 215(5) — Regulations reducing deduction or with- 
holding; 215(6).— Liability for tax; 227(8)-(8.4) — Liabilities arising from failure to 
withhold or deduct amount;,227.1 — Liability of directors, 

Regulations: 202(2) (information return); 800, 803.1 (no withholding on amounts 
paid or credited to authorized foreign bank [before Aug. 8/09] or non-resident insurer); 


805 (where withholding not required); 805.1. (certificate confirming compliance with 
Reg. 805); 809 (reduction in withholding). ; 


.T. Technical News: 14 (meaning of “credited” for purposes of Part XIII withhold- 
ing tax). 


(3) Idem [amount paid to agent] — Where an amount on 
which an income tax is payable under this Part was paid or credited 
to an agent or other person for or on behalf of the person entitled to 
payment without the tax: having been deducted or withheld under 
subsection (1), the agent.or other person shall, notwithstanding any 
agreement or law to the contrary, deduct or withhold therefrom the 
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amount of the tax and forthwith remit that amount to the Receiver 
General on behalf of the person entitled to payment in payment of 
the tax and shall submit therewith a statement in prescribed form, 
and the agent or other person shall thereupon, for purposes of ac- 
counting to the person entitled to payment, be deemed to have paid 
or credited that amount to that person. 

Related Provisions: 94(3)(a)(ix), 94(4)(c) — Application of rule deeming non-resi- 
dent trust to be resident in Canada; 215(5) — Regulations reducing deduction or with- 
holding; 215(6) — Liability for tax; 216(4), (4.1) — Optional method of payment, 
227(8)-(8.4) — Liabilities arising from failure to withhold or deduct amount; 227.1 — 
Liability of directors. 

Regulations: 202(3) (information return); 800, 803.1 (no withholding on amounts 
paid or credited to authorized foreign bank [before Aug: 8/09] or non-resident insurer); 
805 (where withholding not required); 805.1 (certificate confirming compliance with 
Reg. 805); 809 (reduction in withholding). 


Interpretation Bulletins: IT-393R2: Election re tax on rents and timber royalties — 
non-residents. 

1.T. Technical News: 14 (meaning of “credited” for purposes of Part XIII withhold- 
ing tax). 

Forms: NR7-R: Application for refund of non-resident Part XII tax withheld. 


(4) Regulations creating exceptions — The Governor in 
Council may make regulations with reference to any non-resident 
person or class of non-resident persons who carries or carry on bus- 
iness in Canada, providing that subsections (1) to (3) are not appli- 
cable to amounts paid to or credited to that person or those persons 
and requiring the person or persons to file an annual return on a 
prescribed form and to pay the tax imposed by this Part within a 
time limited in the regulations. 

Related Provisions: 162(7)— Penalty for failure to comply with regulation; 
227(9) — Penalty on tax not paid; 227(9.3) — Interest on tax not paid; 227.1 — Liabil- 
ity of directors; 235 — Penalty for failure to make returns. 

Regulations: 800, 801, 803, 805, 805.1. 


Forms: T2016: Part XIII tax return — tax on income from Canada of approved non- 
resident insurers. 


(5) Regulations reducing deduction or withholding — The 
Governor in Council may make regulations in respect of any non- 
resident person or class of non-resident persons to whom any 
amount is paid or credited as, on account of, in lieu of payment of 
or in satisfaction of, any amount described in any of paragraphs 
212(1)(h), (j) to (m) and (q) reducing the amount otherwise required 
by any of subsections (1) to (3) to be deducted or withheld from the 
amount so paid or credited. 

Related Provisions: 190.15(6) — Related financial institution; 212(1) — Tax on 
Canadian income of non-residents; 212(2) — Tax on dividends; 227.1 — Liability of 
directors. 


History: Subsec. 215(5) amended by 2001, c. 17, subsec. 174(2), applicable after 
April 1997. It formerly: read: 


(5) The Governor in Council may make regulations in respect of any non-resi- 
dent person or class of non-resident persons to whom any amount is paid or 
credited as, on account of, in lieu of payment of or in satisfaction of, any amount 
described in any of paragraphs 212(1)(f), (h), (j) to (m) and (q) reducing the 
amount otherwise required by any of subsections (1) to (3) to be deducted or 
withheld from the amount so paid or credited. 


Subsec. 215(5) substituted by 1994, c. 7, Sch. II (1991,-c. 49), s. 177, applicable to 

amounts paid or credited after July 13, 1990. Subsec. 215(5) formerly read: 
(5) Regulations reducing amount to be deducted or withheld — The Gover- 
nor in Council may make regulations with reference to any non-resident person 
or class of non-resident persons to whom any amount is paid or credited as, on 
account or in lieu of payment of, or in satisfaction of, any amount described in 
paragraph 212(1)(f), (h), (j), (kK), (1), (m) or (q) reducing the amount otherwise 
required by subsections (1) to (3) to be deducted or withheld from the amount so 
paid or credited. 

Regulations: 805 (where withholding not required); 809 (reduction in withholding on 

s. 217 election). 

Forms: NRS: Application by a non-resident of Canada for a reduction in the amount 

of non-resident tax required to be withheld; NR7-R: Application for refund of non- 

resident Part XIII tax withheld. 


(6) Liability for tax — Where a person has failed to deduct or 
withhold any amount as required by this section from an amount 
paid or credited or deemed to have been paid or credited to a non- 
resident person, that person is liable to pay'as tax under this Part on 
behalf of the non-resident person the whole of the amount that 


Income Fax Act 


should have been deducted or withheld, and is entitled to deduct or 
withhold from any amount paid or credited by that person to the 
non-resident person or otherwise recover from the non-resident per- 
son any amount paid by that person as tax under this Part on behalf 
thereof. 

Related Provisions: 94(3)(a)(ix), 94(4)(c) — Application of rule deeming non-resi- 
dent trust to be resident in Canada; 227(8.4) — Parallel provision for other withholding 
taxes; 227.1 — Liability of directors where corporation fails to withhold. 


Selected Cases [subsec. 215(6)]: RMM Canadian Enterprises Inc. v. R., [1997] 3 
C.T.C. 2103 (TCC) (Agent or instrumentality used to distribute deemed didvidend 
under s. 215 or s. 159); Harrowston Corp. v.. Canada, [1997] 1 C.T.C. 101 (FCA) 
(Liability to pay tax did not result in deductible bad debt); Crown Forest Industries Ltd. 
vy. Canada, [1992] 2 C.T.C. 1 (FCTD); aff'd (Nov. 8, 1993), Doc. A-1103-92, A-1104- 
92, A-1105-92 (FCA) (Corporation liable to, but exempt from, US tax was resident in 
US under treaty by virtue of place of management and business); Alberta Gas Ethylene 
Co. Ltd. v. Canada, [1990] 2 C.T.C. 171 (FCA) (Interest on loan by non-resident sub- 
sidiary to resident parent subject to withholding tax; agency argument rejected); R. v. 
Saint John Shipbuilding and Dry Dock Co. Ltd., [1980] C.T.C. 352 (FCA) (Payments 
for use of data stored on computer tape not taxable); R. v. Farmparts Distributing Ltd., 
[1980] C.T.C. 205 (FCA) (Payments for merchandising technique were taxable within 
scope of “plan”, “process” or “property”; payments for right to buy and sell machine 
not “rent, royalties or similar payments’). 


CRA Audit Manual: 15.3.3: Withholding and reporting obligations of the payer. 


Selected Cases [s. 215]: Wright v. R., [2001] 3 C.T.C. 2426 (TCC) (Where. non- 
resident elects under s. 216, no further liability for withholding taxes under s. 215). 

Definitions [s. 215]: “amount” — 248(1); “arm’s length” — 251(1), 260(10) [to be 
renumbered 260(9.1)]; “business” — 248(1); “Canada” — 255; “carry on business in 
Canada” — 253; “corporation” —248(1), Interpretation Act 35(1); “dividend” — 
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248(1); “Governor in Council” — Interpretation Act 35(1); “non-resident”, “person”, 
“prescribed”, “regulation” — 248(1). 


Interpretation Bulletins [s. 215]: IT-88R2: Stock dividends; IT-109R2: Unpaid 
amounts; IT-362R: Patronage dividends. 


216. (1) Alternatives re rents and timber royalties — Where 
an amount has been paid during a taxation year to a non-resident 
person or to a partnership of which that person was a member as, on 
account of, in lieu of payment of or in satisfaction of, rent on real 
property in Canada or a timber royalty, that person may, within 2 
years (or, where that person has filed an undertaking described in 
subsection (4) in respect of the year, within 6 months) after the end 
of the year, file a return of income under Part I in the form pre- 
scribed for a person resident in Canada for that year and the non- 
resident person shall, without affecting the liability of the non-resi- 
dent person for tax otherwise payable under Part I, thereupon be 


liable, in lieu of paying tax under this Part on that amount, to pay 


tax under Part I for the year as though 
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“real right in immovables” 


Part XIII — Tax on Non-Resident’s Income from Canada 


(a) the non-resident person were a person resident in Canada and 
not exempt from tax under section 149; 


(b) the non-resident person’s income from the non-resident per- 
son’s interest in real property in Canada, timber resource proper- 
ties and timber limits in Canada and the non-resident person’s 
share of the income of a partnership of which the non-resident 
person was a member from its interest in real property in Can- 
ada, timber resource properties and timber limits in Canada were 
the non-resident person’s only income; 


(c) the non-resident person were entitled to no deductions from 
income for the purpose of computing the non-resident person’s 
taxable income; and 


(d) the non-resident person were entitled to no deductions under 
sections 118 to 118.9 in computing the non-resident person’s tax 
payable under Part I for the year. 


ndment — Recapt 
ental property to charity 


inance, Feb. 15, 2000: See under 118. 165 


Related Provisions: 13(21) — “Timber resource property”; 96 — Partnerships and 
their members; 120(1) — Additional tax on income not earned in a province; 
150.1(5) — Electronic filing; 216(8) — Restriction on deduction; 220(3) — Extension 
of time for making return; 248(4) — Interest in real property; 248(4.1) — Meaning of 
; 250.1(b) — Calculation of income of non-resident person. 


History: That portion of subsec. 216(1). preceding para. (a) substituted by 1994, c. 7, 
Sch. II (1991, c. 49), s. 178, applicable to taxation years ending after July 13, 1990. 
That portion formerly read: 


216. (1) Where an amount has been paid during a taxation year to a non-resident 
person, or to a partnership of which the non-resident person was a member, as, 
on account or in lieu of payment of, or in satisfaction of, rent on real property in 
Canada or a timber royalty, the non-resident person may, within 2 years from the 
end of the taxation year, file a return of income under Part I in the form pre- 
scribed for a person resident in Canada for that taxation year and shall, without 
affecting the non-resident person’s liability for tax otherwise payable. under Part 
I, thereupon be liable, in lieu of paying tax under this Part on that amount, to pay 
tax under Part I for that taxation year as though 


Selected Cases [subsec. 216(1)]: R. v. Merali, [1988] 1 C.T.C. 320 (FCA) (Non- 
capital losses not deductible to non-resident electing under provision carried forward to 
year in respect of which taxpayer became resident). 


Interpretation Bulletins: IT-81R: Partnerships — income of non-resident partners; 
IT-88R2: Stock dividends; IT-109R2: Unpaid amounts; IT-121R3: Election to capital- 
ize cost of borrowed money (archived); IT-393R2: Election re tax on rents and timber 
royalties — non-residents; IT-434R: Rental of real property by individual. 


Information Circulars: 77-16R4: Non-resident income. tax. 
CRA Audit Manual: 15.3.5: Election by a non-resident to be taxed under Part I. 


Forms: T1 General income tax return; T2: Corporation income tax return; T2 SCH 97: 
Additional information on non-resident corporations in Canada; T3: Statement of trust 
income allocations and designations; NR6: Undertaking to file an income tax return by 
a non-resident receiving rent from real property or receiving a timber royalty, T1159: 
Income tax return for electing under s. 216; T4144: Income tax guide for electing under 
section 216. 
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S. 216(4)(b) 


(2) Idem — Where a non-resident person has filed a return of in- 
come under Part I as permitted by this section, the amount deducted 
under this Part from 


(a) rent on real property or from timber royalties ide to the per- 
son, and 


(b) the person’s share of the rent on real property or from timber 
Toyalties ped toa Rartnership of — the Bere is a imermer 


and remitted to the Receiver General shall be deemed to have been 
paid on account of tax under this section and any portion of the 
amount so remitted to the Receiver General in a taxation year on the 
person’s behalf in excess of the person’s liability for tax under this 
Act for the year shall be refunded to the person. 


(3) Idem — Part I is applicable, with such modifications as the cir- 
cumstances require, to payment of tax under this section. 


(4) Optional method of payment — Where a non-resident per- 
son or, in the case of a partnership, each non-resident person who is 
a member of the partnership files with the Minister an undertaking 
in prescribed form to file within 6 months after the end of a taxation 
year a return of income under Part I for the year as permitted by this 
section, a person who is otherwise required by subsection 215(3) to 
remit in the year, in respect of the non-resident person or the part- 
nership, an amount to the Receiver General in payment of tax on 
rent on real property or on a timber royalty may elect under this 
section not to remit under that subsection, and if that election is 
made, the elector shall, 


(a) when any amount is available out of the rent or royalty re- 
ceived for remittance to the non-resident person or the partner- 
ship, as the case may be, deduct 25% of the amount available 
and remit the amount deducted to the Receiver General on be- 
half of the non-resident person or the partnership on account of 
the tax under this Part; and 


(b) if the non-resident person or, in the case of a partnership, a 
non-resident person who is a member of the partnership 


(i) does not file a return for the year in accordance with the 
undertaking, or 


(ii) does not pay under this section the tax the non-resident 
person or member is liable to pay for the year within the time 
provided for payment, 


pay to the Receiver General, on account of the non-resident per- 
son’s or the partnership’s tax under this Part, on the expiration 
of the time for filing or payment, as the case may be, the full 
amount that the elector would otherwise have, been required to 
remit in the year in respect of the rent or royalty minus the 
amounts that the elector has remitted in the year under paragraph 
(a) in respect of the rent or royalty. 


S. 216(4) 


Possible Future Amendment — Requirement for non- 
resident to post security 10 SH 


Letter from Dept. of Finance, June 17, 1996: 
Mr. Donald H. Watkins, Chair, Taxation Section, The Canadian Bar Association 


Mr. Robert Spindler, C.A., Chair, Taxation Committee, Canadian Institute of Chartered 
Accountants 


Dear Messrs. Watkins and Spindler: 


At our recent meeting we discussed the possibility of revising the Canadian income tax 
rules governing the taxation of rental income earned by non-resident owners of Cana- 
dian real estate. This letter outlines a proposal that would, if implemented, place the 
risk of a non-resident’s non-compliance with the Canadian tax system on the non-resi- 
dent rather than the non-resident’s Canadian property agent. 


In general, Part XII of the Income Tax Act levies a withholding tax of 25% on rental 
payments made by Canadians to non-resident owners of Canadian real property. Where 
the non-resident collects the rent through a Canadian agent (who is typically a building 
or property manager), the agent is responsible for ensuring that 25% of the gross rental 
payments are remitted to Revenue Canada. An exception to this general rule exists 
where a non-resident elects, under section 216 of the Act, to file a Canadian income tax 
return in respect of the rental-income and pay tax on the net property income. 


To make the election the non-resident and the non-resident’s Canadian agent are te- 
quired to provide an undertaking to Revenue Canada to file an income tax return for the 
rental income within six months of the end of the relevant year. Where an election is 
made, the rule requiring the Canadian agent to remit 25% of the gross rental payments 
to Revenue Canada does not apply; instead, only 25% of the net amount of rent re- 
ceived by the agent need be remitted. However, if the non-resident fails to either file an 
income tax return or pay his tax liability within the time required under the election, the 
Canadian agent becomes liable for the amount that the agent would ordinarily have 
been required to withhold under Part XII of the Act Ge., 25% of the gross rental pay- 
ments) less the amount of tax actually remitted. The non-resident’s tax, liability is 
placed on the Canadian agent in an attempt to protect the government from the loss of 
any tax revenue arising from the non-resident’s failure to pay the required tax. This 
mechanism is necessary because, in practice, it would es sede difficult to inna a tax 
liability on non-resident property owners. : 


yhich may reduce the liability of 
’s tax base. To achieve these 


We are considering alternatives to the current system 
Canadian agents while at the same time protecting Ca 
objectives, we are prepared to consider a system which would require non-resident pro- 
perty owners to post security with Revenue Canada in order to take advantage of the 
election to file an income tax return and avoid having tax withheld on the gross amount 
of the rental payments, Where the non-resident fails to pay the required amount of tax 
within the specified time, the government would be able to look to the security; accord- 
ingly, the Canadian agent’s exposure to tax could be reduced. In this context, accept- 
able security could be similar to that which is required under section 116 of the Act. 


Finance is not, however, committed to this proposal; it remains our view that the 
rent system works reasonably well from the government’s viewpoint, and implementa- 
tion of the alternative proposal would be considered only if it were thought to provide a 
better system from the taxpayer’s perspective. This alternative has been outlined to a 
number of real estate organizations and other interested parties from ae we hope to 
gather comments over the course of the coming months. 


I would also note that at our recent meeting you raised the possibility of considering 
changes to the existing time limits for filing a Part 1 i income tax return under i 
216(4). We would be pleased to receive written comments on your suggestic 
ifying those time limits or on the alternative system outlined above. 


Yours sincerely, 


Len Farber, Director, Tax Legislation Division 


Related Provisions: 96 — Partnerships and their members; 216(1) — Alternative re 
rents and timber royalties. 


History: Subsec. 216(4) amended by 1998, c. 19, s. 217, applicable to amounts paid or 
credited after November 1991. Subsec. 216(4) formerly read: 


(4) Where a non-resident person or each non-resident person who is a member of 
a partnership has filed with the Minister an undertaking in prescribed form to file 
a return of income under Part I for a taxation year as permitted by this section 
but within 6 months from the end of the taxation year, a person who is otherwise 
required by subsection 215(3) to remit in the year an amount to the Receiver 
General in payment of tax on rent on real property or in payment of tax on a 
timber royalty may elect, by virtue of this section, not to remit under that subsec- 
tion but if the [elector] does so elect 


(a) the [elector] shall, when any amount is available out of the rent or royalty 
received for remittance to the non-resident person or the partnership, as the 
case may be, deduct therefrom 25% thereof and remit the amount deducted 
to the Receiver General on behalf of the non-resident person or the partner- 
ship on account of the tax under this Part, and 


(b) the [elector] shall, if the non-resident person or each non-resident person 
who is a member of the partnership 


(i) does not file a return for the taxation year in accordance with the 
undertaking filed by the non-resident person or member with the Min- 
ister, or 


Income Tax Act 


(ii) does not pay the tax the non-resident person or member is liable to 
pay for the taxation year under this section within the time limited for 
payment, 
pay to the Receiver General, on the expiration of the time for filing or pay- 
ment, as the case may be, the full amount that the [elector] would otherwise 
have been required to remit in the year minus the amounts that the [elector] 
has remiited in the year under paragraph (a). 


Forms: NR6: Undertaking to file an income tax return by a non-resident receiving rent 
from real property or receiving a timber royalty; T1159: Income tax return for electing 
under s. 216; T2 SCH 97: Additional information on non-resident corporations in Can- 
ada; T4144: Income tax guide for electing under section 216. 


Proposed Addition — 216(4.1) 


(4.1) Optional method of payment — If a trust is deemed by 
subsection 94(3) to be resident in Canada for a taxation year for — 
the purpose of computing the trust’s income for the year, a person — 
who is. aeebed required by subsection 215(3) to remit in the 
amount to the Receiver General in 
sal or immovable property or on a 
timber royalty. may elect in prescribed form filed with the Minister — 
under this subsection not to remit under subsection 215(3) inte- | 
spect of amounts received after the election is made, and if that 4 
election is made, the elector shall, 


(a) when any amount is available out of the rent or royalty re 

ceived for remittance to the trust, deduct 25% of the amount 

available and remit the amount deducted to the Receiver Gen- 
_ eral on behalf of the trust on account of the trust’s tax under — 
Part I; and 


(b) if the trust does not file a return for the year as required by | 
~ section 150, or does not pay the tax that the trust is liable to — 
pay under Part I for the year within the time required by that — 

_ Part, on the expiration of the time for filing or payment, as the — 
case may be, pay to the Receiver General, on account of the — 
trust’s tax under Part I, the amount by which the full amount — 

_ that the elector would otherwise have been required to remit in — 
the year in respect of the rent or royalty exceeds the amounts _ 

_ that the elector has remitted in the year under — (a) in 
respect of the rent or royalty 
Application: The August 27, 2010 « ft legislation ai 1 —NRTs and FIEs) 
19, will add subsec. 216(4.1), Ianploadls to trust taxation years that end after 2006, - 
haa that 


(a) it also applies to each earlier taxation year ore a trust to which subsec. 94(3), _ 
_as amended, applies; and’ 


~ (b) an election referred to in subsec. 216(4.1) is deemed to have been filed with 
the Minister of National Revenue on a timely basis if it is filed with the Minister © 

of National Revenue on or before the trust’s filing-due date for the taxation year 
of the trust that includes the day on which this draft legislation is assented to. 


Technical Notes (Sept. 10, 2010): In general, Part XIII of the Act imposes a 
withholding tax of 25% on rental payments made by Canadians to non-resident own-- 
ers of Canadian real property. An exception to t eneral rule exists where a non- = | 
resident chooses, under subsection 216(4), to file a Canadian income tax return in 3 
respect of the rental income and timber royalty income and pay tax on the net amount 
of such income. Where the conditions of subsection 216(4) are satisfied, the rule — 
requiring a Canadian payer (or agent of the payee pursuant to s. 215(3)) to remit 25% 
of the gross payment to the Receiver General does not apply; instead, only 25% o' 
the net amount of income received by the non-resident’s agent need be remitted. 


Although an otherwise non-resident trust to which paragraph 94(3)(a) applies is” 

deemed resident in Canada for the purposes of determining the trust’s liabi ty under oe 
Part XIII on amounts paid or credited to the trust, for the purpose of dete 4 
liability of a Canadian payer on amounts paid or credited to the trust, the | 
effectively treated as non-resident (see paragraph 94(4)(c) and section 215). 


Subsection 216(4. 1) is introduced to provide a measure of 
stances. Under that subsection, if a trust is deemed by subsectis 
in Canada for a taxation year for the purpose of computing the | co 
year, a person who is otherwise required by subsection 215(3) to remit in 1 the year, 
respect of the trust, an amount to the Receiver General in payment of tax on rent on’ 
real property or on a timber royalty may elect in prescribed form filed with the Min a 
ister under subsection 216(4.1) not to remit under subsection 215(3) in respect a 

amounts received after the election is made. Under paragraphs 216(4.1)(a) : and Abas 3 
that election is made, the elector is required to, ‘ 


¢ when any amount is available out of the rent or royalty received fore c tance to : 
the trust, deduct 25% of the amount available and remit the amount deducted to 
the Receiver General on behalf of the trust on account of the trust's. ey E 
Part I; and ee, 
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Part XIII — Tax on Non-Resident’s Income from Canada 


(5) Disposition by non-resident of interest in_ real 
property, timber: resource property’ or timber limit — 
Where a person or. a trust of which that person is a beneficiary has 
filed a return of income under Part I.for a taxation year as permitted 
by this section or.as required by section.150,and, in-computing the 
amount of the person’s income under Part I.an amount has been 
deducted under paragraph 20(1)(a), or is deemed by subsection 
107(2) to have been allowed under that paragraph, in respect of real 
property in Canada, a timber resource property or a timber limit in 
Canada, the person shall, within the time prescribed by section 150 
for filing a return of income under Part [, file a return of income 
under Part I, in the form prescribed for a person resident in ‘Canada, 
for any subsequent taxation year in which the person was a’non- 
resident person and in which that real property, timber resource pro- 
pertyor timber limit or any interest therein is. disposed of,’ within 
the meaning of section 13, by the person or by a, partnership of 
which the person is a member, and the person shall, without affect- 
ing the person’s liability, for tax otherwise payable under Part I, 
thereupon be liable, in lieu of paying tax under this Part on any 
amount paid, or deemed by this Part to have been paid to the person 
or to a partnership of which the person is a member in'that subse- 
quent taxation year in respect of any interest in real property, timber 
resource property or timber limit in Canada, to pay tax under Part I 
for that subsequent taxation year as though 


: In general terms, subse 
an election under 
in computing income subsecti 
-in which the property that was the subj 
tion 216(5) is modified in the same 


S.216(8) 


'(a) the person were a person resident in Canada and not exempt 
from tax under section 149; 
(b) the person’s income from the person’s interest in real pro- 
_perty,,timber. resource property or timber limits in Canada.and 

the person’s share of the income of a partnership of which the 
person was a member from its interest in real property, timber 
resource property or timber limits in Canada were the person’s 
only income; 

WY 


Ly 


ions from income for 
“the purpose of computing the person’s taxable income, and 


(d) the person were entitled to no deductions under sections 118 

to 118.9 in computing the person’s tax payable under Part I for 

the year. 
Related Provisions: 110.1(3)(b)(i), 118.1(6)(b)(i) — Reduced recapture on donation 
of property to charity; 150.1(5) — Electronic filing; 216(6) — Saving provision; 
216(7) — Election; 216(8) — Restriction on deduction; 248(4) — Interest in real pro- 
perty; 248(4.1) — Meaning of “real right in immovables”. 
Selected Cases [subsec. 216(5)]: R. v. Amos et al., [1982] 1 C.T.C. 186 (FCA) 
(Under Canada-U.S. Tax Convention, recapture not applicable to non-resident benefici- 
ary after Canadian trustee transferred property on which capital cost allowance was 
deducted); Deitcher v. R., [1979] C.T.C. 500 (FCTD) (Capital cost allowance deducted 
by non-resident electing’ to be \taxed*as resident recaptured on sale’ of property); 
Bessemer Trust Co. v. MNR, [1973] C.T.C, 12:(RCA) (Capital cost allowance deducted 
by non-resident trust electing to be taxed.as resident recaptured on. sale of. property). 


(6) Saving provision — Subsection (5) does not apply to require 
a non-resident person : : 
(a) to file a return of income under Part I for a taxation year 
unless, by filing that return, there would be included in comput- 
ing the non-resident person’s income under Part I for that year 
an amount by virtue of section 13; or 


(b) to include in computing the non-resident person’s income for 
a taxation year any amount to the extent that that amount has 
been included.in computing the non-resident person’s taxable in- 
come earned in Canada for that taxation year by virtue of any 
provision of this Act.other than, subsection (5). 


Related Provisions: 13(1)-— Recaptured depreciation. 


(7) Election — Where, by virtue of subsection (5), a non-resident 
person is liable to pay tax under Part I for a taxation year, for 
greater certainty section 61 is not applicable in computing the non- 
resident person’s income for the year. 


yo oposed Repeal — 216 


10.10 draft legislation (Part j- 
force on Royal Assent. 


(8) Restriction on deduction — For greater certainty, in deter- 
mining the amount of tax payable by a non-resident person under 
Part I for a taxation year by reason of subsection (1),or (5), no de- 
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S. 216(8) 


duction in computing the non-resident person’s income or tax paya- 
ble under Part I for the year shall be made to the extent that such a 
deduction by non-resident persons is not permitted under Part I. 


Selected Cases [s. 216]: Wright v. R., [2001] 3 C.T.C. 2426 (TCC) (Where non- 
resident elects under s. 216, no further liability for withholding taxes under s. 215). 
Definitions [s. 216]: “amount” — 248(1); “Canada” — 255, Interpretation Act 
35(1); “filing-due date” — 248(1); “immovable” — Quebec Civil Code art. 900-907; 
“interest” — in real property 248(4); “Minister” — 248(1); “month” — Interpretation 
Act 35(1); “non-resident” — 248(1); “person”, “prescribed”, “property” — 248(1); 
“real right” — 248(4.1); “resident in Canada” — 250; “tax payable” — 248(2); “taxa- 
ble income” — 2(2), 248(1); “taxation year” — 249; “timber resource property” — 
13(21), 248(1); “trust” — 104(1), 248(1), (3). 


Interpretation Bulletins [s. 216]: See under subsec. 216(1). 


216.1 (1) Alternative re acting services — No tax is payable 
under this Part on any amount described in subsection 212(5.1) that 
is paid, credited or provided to a non-resident person in a taxation 
year if the person 


(a) files with the Minister, on or before the person’s filing-due 
date for the year, a return of income under Part I for the year; 
and 


(b) elects in the return to have this section apply for the year. 


Related Provisions: 215(1) — Payor required to withhold even if election filed; 
216.1(2) — Amounts withheld and remitted credited against Part I obligation; 
216.1(3) — Where corporation makes payment to actor. 


Forms: T1287: Application by a non-resident of Canada (individual) for a reduction in 
the amount of non-resident tax required to be withheld on income earned from acting in 
a film or video production; T1288: Application by a non-resident of Canada (corpora- 
tion) for a reduction in the amount of non-resident tax required to be withheld on in- 
come earned from acting in a film or video production. 


(2) Deemed Part | payment — If in respect of a particular 
amount paid, credited or provided in a taxation year, a non-resident 
person has complied with paragraphs (1)(a) and (b), any amount 
deducted or withheld and remitted to the Receiver General on be- 
half of the person on account of tax under subsection 212(5.1) in 
respect of the particular amount is deemed to have been paid on 
account of the person’s tax under Part I. 


(3) Deemed election and restriction — Where a corporation 
payment (within the meaning assigned by subsection 212(5.2)) has 
been made to a non-resident corporation in respect of an actor and 
at any time the corporation makes an actor payment (within the 
meaning assigned by subsection 212(5.2)) to or for the benefit of 
the actor, if the corporation makes an election under subsection (1) 
for the taxation year in which the corporation payment is made, the 
actor is deemed to make an election under subsection (1) for the 
taxation year of the actor in which the corporation makes the actor 
payment. 

History: S. 216.1 added by 2001, c. 17, s. 175, applicable to 2001 et seq. 
Definitions [s. 216.1]: “actor payment” — 212(5.2); “amount” — 248(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “corporation payment” — 212(5.2); “filing- 
due date”, “Minister”, “non-resident”, “person” — 248(1); “taxation year” — 249. 
217. (1) Alternative re Canadian benefits — In this section, a 
non-resident person’s “Canadian benefits” for a taxation year is the 
total of all amounts each of which is an amount paid or credited in 
the year and in respect of which tax under this Part would, but for 
this section, be payable by the person because of any of paragraphs 
212(1)(h), G) to (m) and (q). 


(2) Part | return — No tax is payable under this Part in respect of 
a non-resident person’s Canadian benefits for a taxation year if the 
person 


(a) files with the Minister, within 6 months after the end of the 
year, a return of income under Part I for the year; and 
(b) elects in the return to have this section apply for the year. 


Related Provisions: 150.1(5) — Electronic filing; 217(3)-(6) — Part I tax payable 
when election made. 


Regulations: 809 (reduced withholding tax). 
CRA Audit Manual: 15.3.5: Election by a non-resident to be taxed under Part I. 
Forms: See at end of s. 217. 


Income Tax Act 


(3) Taxable income earned in Canada — Where a non-resi- 
dent person elects under paragraph (2)(b) for a taxation year, for the 
purposes of Part I 


(a) the person is deemed to have been employed in Canada in 
the year; and 


(b) the person’s taxable income earned in Canada for the year is 
deemed to be the greater of 


(i) the amount that would, but for subparagraph (ii), be the 
person’s taxable income earned in Canada for the year if 


(A) paragraph 115(1)(a) included the following subpara- 
graph after subparagraph (1): 
“(.1) the non-resident person’s Canadian benefits 


for the year, within the meaning assigned by subsec- 
tion 217(1),”, and 


(B) paragraph 115(1)(f) were read as follows: 


“(f) such of the other deductions permitted for the 
purpose of computing taxable income as can reason- 
ably be considered wholly applicable to the amounts 
described in subparagraphs (a)(i) to (vi).”; and 


(ii) the person’s income (computed without reference to sub- 
section 56(8)) for the year minus the total of such of the de- 
ductions permitted for the purpose of computing taxable in- 
come as can reasonably be considered wholly applicable to 
the amounts described in subparagraphs 115(1)(a)(i) to (vi). 


Related Provisions: 2(3) — Tax payable under Part I as a result of being deemed 
employed in Canada; 250.1(b) — Calculation of income of non-resident person. 


CRA Audit Manual: 15.3.5: Election by a non-resident to be taxed under Part I. 


(4) Tax credits — limitation — Sections 118 to 118.91 and 
118.94 do not apply in computing the tax payable under Part I for a 
taxation year by a non-resident person who elects under paragraph 
(2)(b) for the year, unless 


(a) where section 114 applies to the person for the year, all or 
substantially all of the person’s income for the year is included 
in computing the person’s taxable income for the year; or 


(b) in any other case, all or substantially all of the person’s in- 
come for the year is included in computing the amount deter- 
mined under subparagraph (3)(b)(i) in respect of the person for 
the year. 


(5) Tax credits allowed — In computing the tax payable under 
Part I for a taxation year by a non-resident person to whom neither 
paragraph (4)(a) nor paragraph (4)(b) applies for the year there 
may, notwithstanding section 118.94 and subsection (4), be de- 
ducted the lesser of 


(a) the total of 


(i) such of the amounts that would have been deductible 
under any of section 118.2, subsections 118.3(2) and (3) and 
sections 118.6, 118.8 and 118.9 in computing the person’s 
tax payable under Part I for the year if the person had been 
resident in Canada throughout the year, as can reasonably be 
considered wholly applicable, and 


(ii) the amounts that would have been deductible under any 
of sections 118 and 118.1, subsection 118.3(1) and sections 
118.5 and 118.7 in computing the person’s tax payable under 
Part I for the year if the person had been resident in Canada 
throughout the year, and 


(b) the appropriate percentage for the year of the person’s Cana- 
dian benefits for the year. 


(6) Special credit — In computing the tax payable under Part I 
for a taxation year by a non-resident who elects under paragraph 
(2)(b) for the year, there may be deducted the amount determined 
by the formula 


ea*)) 


Ax( B 


where 
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Ais the amount of tax under Part I that would, but for this subsec- 


tion, be payable by the person for the year; 

B is the amount determined under subparagraph (3)(b)(ii) in re- 
spect of the person for the year; and 

C. is the amount determined under subparagraph (3)(b)(i) in respect 
of the person for the year. 

Related Provisions: 257 — Formula cannot calculate to less than zero. 

History: Subpara. 217(3)(b)Gi) amended by 1998, c. 19, s. 64, eee to 1997 et 


seq. Subpara. 217(3)(b)(ii) formerly read: 


_ (ii) the person’s. income for the year, minus) the total of such of the deductions 
permitted for the purpose of computing taxable income as can reasonably be 
considered wholly, applicable to the amounts described in ‘subparagraphs 
115(1)(a)(i). to (vi). 


S$. 217 amended by, 1997, c. 25, s. 64, applicable to 1997 et seq. s. 217 formerly read: 


217. Election respecting certain payments — Where by virtue of any one or 
more of paragraphs 212(1)¢f), (h), (j) to (m) and (q) a non-resident person would 
otherwise be liable to pay tax under this Part on’one or more amounts paid or 
credited to the non-resident person in a taxation year and that person has, within 
6 months after the end of the year, filed a return of income under Part I for the 
year and so elected therein, the following rules apply: 


(a) notwithstanding subsection 212(1), no tax under this Part j is payable by 
the non-resident person on those amounts; 


(b) notwithstanding section 115, for the purposes of computing that person’s 
taxable income earned in Canada for the year, 


(i) paragraph 115(1)(a) shall be read as though it included the following 
subparagraph: 
“(i.1) amounts paid or credited to the non-resident person in the 
year on which that person would, under any of. paragraphs 
212(1)(f),. (A), G), to (m) and (q), be liable to pay tax under Part 
XII if no election were made under section 217,”, and 


(ii) all that portion of subsection 115(1) following paragraph (c) shall be 
read as follows: 


“minus the total of such of the deductions from income permitted 
for the purpose of computing taxable income as may reasonably 
be considered wholly applicable”; and 


(c) notwithstanding sections-118.91 and 118.94, where the non-resident per- 
son is an individual more than '/ of whose income for the year is included in 
the individual’s taxable income or taxable income earned in Canada for the 
year, as the case may be; section 118.94 shall, where the individual so elects 
in the return, be applied in respect of the individual for the year as if it read 
as follows: 


“118.94 Sections 118 to 118.91 do not apply for the purpose of com- 
puting the tax payable under this Part for a taxation year by an indivi- 
dual who was non-resident at any time in the year, except that for the 
purpose of computing the tax payable under this Part forthe year there 
may be deducted the total of. 


(a) such of the amounts that would have been: deductible under 
any of section 118.2, subsections 118.3(2) and (3) and sections 
118.6, 118.8 and 118-9 for the purpose of computing the indivi- 
dual’s tax payable under this Part for the year if the individual had 
been resident in Canada throughout the year, as can reasonably be 
considered wholly applicable, and 


(b) the amounts that would have been deductible under sections 
118 and 118.1, subsection 118.3(1) and sections 118.5 and 118.7 
for the purpose of computing the individual’s tax payable under 
this Part for the year if the individual had been resident in Canada 
throughout the year, 


not exceeding the appropriate percentage for the year.of the;total.of all 
amounts each of which is an amount paid or credited to the individual 
in the year on which the individual would, under any of paragraphs 
212(1)(f), (h), G) to (m) and (q) be liable to pay tax under Part XIII if 
no election were made under section 217.” 


Subpara. 217(b)(i) and the closing words of the version of s..118.94 quoted within para. 
217(c) amended by 1996, c. 21, subsecs. 56(1), (2), applicable to 1996 et seg. Subpara. 
(b)(i) and the closing words of s. 118.94 quoted in 217(c) formerly read: 


(i) there shall be added to the total of the amounts determined under subpara- 
graphs 115(1)(a)(i) to (v) in respect of that person the total of amounts each of 
which is an amount paid or credited to the non-resident person in the year on 
which that person would, by virtue of any one or more of paragraphs 212(1)(f), 
(h), (j) to (m) and (q), be liable to pay tax under this Part if paragraph 212(1)(h) 
were read without reference to subparagraphs 212(1)(h)(i) and (ii), and 


and read the closing words of 118.94 as quoted in 217(c) as follows: 


not exceeding the appropriate percentage for the year of the total of all amounts 
each of which is an amount paid or credited to the individual in the year on 
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which the individual would, under any of paragraphs 212(1)(f), (h), (j) to Gm) 
and (q), be liable to pay tax under Part.XIII if paragraph 212(1)(h), were read 
without reference to subparagraphs 212(1)(h)(i) and (ii), and no election were 
made under section 217. 
Para. 217(c) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 179(1), applicable 
to 1991 et seq.; and (by subsec. 179(3)), for the 1988 to 1990 taxation years; paras. 
118,94(a) and (b), as those paras. apply for the purpose of para. 217(c), shall be read as 
follows: 


(a) such of the amounts that would have been deductible under any of section 
118.2, subsections 118.3(2) and (3) and sections 118.6, 118.8 and 118.9 for the 
purpose of computing the individual’s tax payable under this, Part for the year if 
the individual had been resident in Canada throughout the year, as can reasona- 
bly be considered to be wholly applicable; and 


(b) the amounts that would have been deductible under sections 118 ‘and 118.1, 
subsection 118.3(1) and sections 118.5 and 118.7 for the purpose of computing 
the individual’s tax payable under this Part for the year if the individual had been 
resident in Canada throughout the year. 


Para. 217(c) formerly read: 


(c) notwithstanding section 118.94, where the person is an individual, that sec- 
tion shall be read as follows: 


“118.94 Sections 118 to 118.9 do not apply for the purpose of computing 
the tax payable under this Part for a taxation year by a non-resident indivi- 
dual except that for the purpose of computing the individual’s tax payable 
under this Part for the year there may be deducted 


(a) such of the amounts that would have been deductible under any of 
sections 118.1 and 118.2, subsections 118.3(2) and (3) and sections 
118.5 to 118.9 for the purpose of computing the individual’s tax paya- 
ble under this Part for the year had the individual been’ resident’ in 
Canada throughout the year, as may reasonably, be considered wholly 
applicable; and 


(b) the amounts that would have been deductible under section 118 
and subsection 118.3(1) for the purpose of computing the individual’s 
tax payable under this Part for the year had the individual been resi- 
dent in Canada throughout the year.” 


Selected Cases [s. 217]: Yaremy v. Canada, [1994] 2 C.T.C. 2402 (TCC) (Election 

under s. 217 could not later be reversed). 

Definitions [s.; 217]: “amount”, “appropriate percentage” — 248(1); : “Canada” — 

#05 “Canadian benefits” — 217(1); ‘individual’, “Minister’,. “non-resident”, “per- 
— 248(1); “resident in Canada” — 250; “tax payable” — 248(2); “taxable. in- 

come’ Ay aot 248(1); “taxable income earned in Canada” — 115(1), 248(1); “taxa- 

tion year” — 249. 


Regulations [s. 217]: 809 (reduced withholding tax). 


Interpretation Bulletins [s. 217]: IT-88R2: Stock dividends; IT-109R2: Unpaid 
amounts; IT-171R2: Non-resident individuals — computation of taxable income earned 
in Canada and non-refundable tax credits (archived); IT-337R2: Retiring allowances. 


Forms [s. 217]: NR5: Application by a non-resident of Canada for a reduction in the 
amount of non-resident tax required to be withheld; NR7-R: Application for refund of 
non-resident Part XIII tax: withheld;-T4056: Emigrants and! income tax [guide]; T4145: 
Electing under section 217 of the Income Tax Act [guide]. 


218. (1) Loan to wholly-owned subsidiary — For the purposes 
of this Act, where 


(a) a non-resident corporation (in this section referred to as the 
“parent corporation’’) is indebted to 


(i) a person resident in Canada, or 


(11) a non-resident insurance corporation carrying on business 
in Canada, 


(in this section referred to as the “creditor’) under an arrange- 
ment whereby the parent corporation is required to pay interest 
in Canadian currency, and 


(b) the parent corporation has lent the money in respect of which 
it is so indebted, or a part thereof, to a subsidiary wholly-owned 
corporation resident in Canada whose principal business is the 
making of loans (in this section referred to as the “subsidiary 
corporation”) under an arrangement whereby the subsidiary cor- 
poration is required to.repay the loan to the parent corporation 
with interest at the same rate as is payable by the parent corpora- 
tion to the creditor, 


the amount so lent by the parent corporation to the subsidiary cor- 
poration shall be deemed to have been borrowed by the parent cor- 
poration as agent of the subsidiary corporation and interest paid by 
the subsidiary corporation to the parent corporation that has been 
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paid by the parent corporation to the creditor shall be deemed to 
have been paid by the subsidiary corporation to the creditor and not 
by the subsidiary corporation to the parent corporation or by the 
parent corporation to the creditor. 


(2) Idem — Where a parent corporation has lent money to a sub- 
sidiary wholly-owned corporation resident in Canada whose princi- 
pal business is not the making of loans and the money has been lent 
by that corporation to a subsidiary corporation wholly-owned by it 
and resident in Canada whose principal business is the making of 
loans, the loan by the parent corporation shall be deemed, for the 
purpose of subsection (1), to have been a loan to, a subsidiary 
wholly-owned corporation whose principal business is the making 
of loans. 


(3) Election — This section does not apply in respect of any pay- 
ment of interest unless the parent corporation and the creditor have 
executed, and filed with the Minister, an election in prescribed 
form. 


Forms: T2023: Election in respect of loans from non-residents. 


(4) Application of election — An election filed under subsection 
(3) does not apply in respect of any payment of interest made more 
than 12 months before the date on which the election was filed with 
the Minister. 

Related Provisions: 17 — Inclusion of deemed interest in income of corporation 
resident in Canada. 


Definitions [s. 218]: “business” — 248(1); “carrying on business in Canada” — 253; 
“corporation” — 248(1), Interpretation Act 35(1); “insurance corporation”, “Minister”, 
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“non-resident” — 248(1); “parent corporation” — 218(1)(a); “person”, “prescribed” — 
248(1); “resident in Canada” — 250; “‘subsidiary corporation” — 218(1)(b); “subsidi- 
ary wholly-owned corporation” — 248(1). 

Interpretation Bulletins [s. 218]: IT-88R2: Stock dividends; IT-109R2: Unpaid 
amounts. 


218.1 Application of s. 138.1 — In respect of life insurance poli- 
cies for which all or any part of an insurer’s reserves vary in 
amount depending on the fair market value of a specified group of 
properties, the rules contained in section 138.1 apply for the pur- 
poses of this Part. 


Origin of s. 218.1: R.S.C. 1985, c. 1. (Sth Supp.). (Formerly contained in opening 
words of 138.1.) 


Definitions [s. 218.1]: “amount” — 248(1); “insurer”, “life: insurance policy” — 
248(1). 


PART XIlIl.1— ADDITIONAL TAX ON 
AUTHORIZED FOREIGN BANKS 


218.2 (1) Branch interest tax — Every authorized foreign bank 
shall pay a tax under this Part for each taxation year equal to 25% 
of its taxable interest expense for the year. 

Related Provisions: 157(1)(a)(i) — Monthly instalments required; 218.2(2) — Tax- 


able interest expense; 218.2(3), (4) — Effect of treaties on tax rate; 218.2(5) — Admin- 
istration of Part XIII.1 tax. 


(2) Taxable interest expense — The taxable interest expense of 
an authorized foreign bank for a taxation year is 15% of the 
amount, if any, by which 


(a) the total of all amounts on account of interest that are de- 
ducted under section 20.2 in computing the bank’s income for 
the year from its Canadian banking business 


exceeds 


(b) the total of all amounts that are included in paragraph (a) and 
that are in respect of a liability of the bank to another person or 
partnership. 


(3) Where tax not payable — No tax is payable under this Part 
for a taxation year by an authorized foreign bank if 


(a) the bank is resident in a country with which Canada has a tax 
treaty at the end of the year; and 


Income Tax Act 


_(b) no tax similar to the tax under this Part would be payable in 
that country for the year by a bank resident in Canada carrying 
on business in that country during the year. 


(4) Rate limitation — Despite any other provision of this Act, the 
reference in subsection (1) to 25% shall, in respect of a taxation 
year of an authorized foreign bank that is resident in a country with 
which Canada has a tax treaty on the last day of the year, be read as 
a reference to, 


(a) if the treaty specifies the maximum rate of tax that Canada 
may impose under this Part for the year on residents of that 
country, that rate; 


(b) if the treaty does not specify a maximum rate as described in 
paragraph (a) but does specify the maximum rate of tax that 
Canada may impose on a payment of interest in the year by a 
person resident in Canada to a related person resident. in. that 
country, that rate; and ’ 


(c) in any other case, 25%. 


(5) Provisions applicable to Part — Sections 150 to 152, 158, 
159, 160.1 and 161 to 167 and Division J of Part I apply to this Part 
with any modifications that the circumstances require. 


Related Provisions: 157(1)(a)(i) — Monthly instalments required. 


History: S.:218.2 (Part XIII.1) added by 2001, c. 17, s. 176, applicable to taxation 
years that end after June 27, 1999. 


Definitions [s. 218.2]: “amount”, “authorized foreign bank”, “bank”, “business” — 
248(1); “Canada” — 255, Interpretation Act 35(1); “Canadian banking business” — 
248(1); “person” — 248(1); “related” —251(2)-(6); “resident”, “resident in Can- 
ada” — 250; “tax treaty” — 248(1); “taxable interest expense” — 218.2(2); “taxation 
year” — 249. 


Forms: T2 SCH 97: Additional information on non-resident corporations in Canada. 


PART XIII.2 — NON-RESIDENT INVESTORS 
IN CANADIAN MUTUAL FUNDS 


218.3 (1) Definitions — The following definitions apply in this 
Part. 


“assessable distribution’’, in respect of a Canadian property mu- 
tual fund investment, means the portion of any amount that is paid 
or credited (otherwise than as a SIFT trust wind-up event), by the 
mutual fund that issued the investment, to ‘a non-resident investor 
who holds the investment, and that is not otherwise subject to tax 
under Part I or Part XIII. 


Related Provisions: 53(2)(h)(i.1)(B)(ID) — Assessable distribution not deducted 
from adjusted cost base of capital interest in trust. 


History: The definition “assessable distribution” in subsec. 218.3(1) amended by 
2009, c. 2, s. 74, applicable after July 14, 2008. It formerly read: 


“assessable distribution”, in respect of a Canadian property mutual fund invest- 
ment, means the portion of any amount that is paid or credited, by the mutual 
fund that issued the investment, to a non-resident investor who holds the invest- 
ment, and that is not otherwise subject to tax under Part I or Part XIII. 


“Canadian property mutual fund investment” means a share of 
the capital stock of a mutual fund corporation, or a unit of a mutual 
fund trust, if 


(a) the share or unit is listed on a designated stock exchange; and 


(b) more than 50% of the fair market value of the share or unit is 
attributable to one or more properties each of which is real pro- 
perty in Canada, a Canadian resource property or a timber re- 
source property. 

History: Para. (a) of the definition “Canadian property mutual fund investment” in 


subsec. 218.3(1) amended to substitute “designated stock exchange” for “prescribed 
stock exchange” by 2007, c. 35, para. 68(2)(0), applicable after December 13, 2007. 


“Canadian property mutual fund loss” — of a non-resident in- 
vestor for a taxation year for which the non-resident investor has 
filed, on or before their filing-due date for the taxation year, a return 


1478 


Part XIII.2 — Non-Resident Investors in Canadian Mutual Funds 


_ of income under this Part in prescribed form, in respect:of a Cana- 


dian property mutual fund investment — means the lesser of 


(a) the non-resident investor’s loss (for greater certainty as de- 
_ termined under section 40) for the taxation year from the dispo- 
_ sition of the Canadian. property mutual fund investment, and 


(b) the total of all assessable distributions, that. were paid or 
credited on the Canadian property mutual fund investment after 
the non-resident investor last acquired the investment and at or 
before the time of the disposition. 


“non-resident investor” means a non-resident person or a partner- 


ship other than a Canadian partnership, 


“unused Canadian property mutual fund loss”, of a non-resident 
investor for a taxation year, means the portion of the total of the 
non-resident investor’s Canadian mutual fund property losses for 
preceding taxation years that has neither reduced under subsection 
(3) the amount of tax payable, nor increased under subsection (5) 
the amount of a refund of tax paid,.under this Part for any preceding 
taxation year. 


(2) Tax payable — If at any time a person (referred to in this sec- 
tion as the “payer’’) pays or credits, to a non-resident investor who 
holds a Canadian property mutual fund investment, an amount as, 
on account of, in lieu of payment of or in Shin Oe of, ‘an assessa- 
ble distribution, 


(a) the non-resident investor is deemed for the purposes of this 
Act, other than section 150, to have disposed at that time, for 
proceeds equal to the amount of the assessable distribution, of a 
property 
(i) that is a taxable Canadian property the adjusted cost base 
of which to the non-resident investor Renee before that 
time is nil, and 


(ii) that is in all: other respects identical to the Canadian pro- 
perty mutual fund investment; 
(b) the non-resident investor is liable to pay an income tax of 
15% on the amount of any gain (for greater certainty as deter- 
mined under section, 40). from, the. disposition; and 
(c) the payer shall, notwithstanding any iis cea or law to the 
contrary, 

“ “G) deduct or withhold 15% from the amount bail or Gaeta 
(ii), immediately. remit that amount to the: Receiver. General 
on behalf-of the non-resident investor on account of the tax, 
and 


(iii) submit with the remittance a-statement in prescribed 


Related Provisions: 115(1)(b) — Disposition 'deemed under 218: 4a) excluded from 
 non-resident’s' taxable income earned in Canada; 218:3(2) — Non-resident may file re- 


turn to reduce:losses;218.:3(10), 227.1 — Directors of corporation liable for unremitted 
tax. 


(3) Use of losses — If a non-resident investor files, on or before 
their filing-due date for a taxation year, a return,of income, under 
this Part in prescribed form for the taxation year, the non-resident 
investor is liable, instead of paying tax under paragraph (2)(b) in 
respect of any amount paid or credited in the taxation year, to pay 
an income tax of 15% for the taxation year on the amount, if any, 
by which 
(a) the total of the non-resident investor’s gains under subsection 
(2) for the taxation year 
exceeds 
(b) the total of the non-resident investor’s: Canadian property 
mutual fund losses for the year and the non-resident’ investor’s 
unused Canadian property mutual fund loss for the taxation year. 


Related Provisions: 218.3(4) — Tax deemed paid; 218:3(5)-(7)— Refund and car- 
tyback; 218.3(8), (9) Application to partnership. 
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Forms: T1262: Part XIII.2 tax return for non-resident’ s investments in Canadian mu- 
tual funds. I 


(4) Deemed tax paid — If a non-resident investor files, on or 
before their filing-due date fora taxation year, a return of income 
under this Part in prescribed form for the taxation year, any amount 
that is remitted to the Receiver General in respect of an assessable 
distribution paid or credited to the non-resident investor in the taxa- 
tion year is deemed to have been paid on account of the non-resi- 
dent ‘investor’s tax under subsection (3) for the taxation year. ~ 


Forms: T1262: Part XII, 2 tax return for non «resident? s investments in Canadian mu- 
tual funds. 


(5) Refund — The amount, if any, by which the total of all 
amounts paid on account of:a non-resident investor’s.tax-under sub- 
section (3) for a taxation year exceeds»the non-tesident:investor’s 
liability for tax under this Part for the taxation year shall be re- 
funded to. the non-resident investor. 


(6) Excess loss — carryback — If a non-resident investor files, 
on or before their filing-due date for a taxation year,‘a return of 
income under this Part in prescribed form for the taxation’year, the 
Minister shall refund to the non-resident investor an amount equal 
to. the lesser of 


(a) the total amount of tax under this Part paid by the non-resi- 
dent,investor in:each of the three preceding taxation-years, to the 
extent that,the Minister has not previously refunded that tax, and 


(b) 15% of the amount, if any, by which 


(i) the total. of the non-resident investor’s Canadian property 
mutual fund losses for the taxation year and the non-resident 
investor’s unused Canadian property mutual fund loss for the 
taxation year 

exceeds 


(ii) the total. of all assessable distributions paid. or credited to 
the non-resident investor in the taxation year. 
Related Provisions: 218.3(7) — Ordering. 


(7). Ordering — In applying subsection (6), amounts of tax are to 
be considered to be refunded in the order in which they were paid. 


(8) Partnership filing-due date — For the purposes of this Part, 
the taxation year. of a partnership is its fiscal period and. the filing- 
due date for the taxation year-is to be. determined as, if the partner- 
ship were a. corporation. 


(9) Partnership — member resident in Canada — If a non- 
resident investor is a partnership a member of which is resident in 
Canada, the portion of the tax paid by the partnership under this 
Part in respect of an assessable distribution paid ‘or credited to the 
partnership in a particular taxation year of the partnership (or, if the 
partnership files a return of income for the particular taxation year 
in accordance with subsection (3), the portion of the tax paid by the 
partnership under that subsection for the taxation year) that can rea- 


sonably be considered to be the member’s share is deemed 


(a) to be. an amount paid on account of.that member’s liability 
for tax under Part I for that member’s taxation year in which the 
particular taxation year of the partnership ends; and 


(b).except for the purposes of this subsection, to be,neither a tax 
paid on account of the partnership’s tax. under this Part nor.a tax 
paid by the partnership. 


(10) Provisions applicable — Section 150.1, subsections 
161(1), (7) and (11), sections 162 to 167, Division J of Part I, para- 
graph 214(3)(f), subsections 215(2), (3) and (6) and sections 227 
and 227.1 apply to this Part with any ns that the circum- 
stances require. 

History:'S..218. 3 (Part XII.2) added iby, 2005, ¢.)19, s..47, applicable to distributions 
paid or, credited after 2004. 

Definitions [s. 218.3]: “adjusted cost base” —'54, 248(1): device ++ 248(1); “‘as- 
sessable distribution” — 218.3(1); “Canada” — 255, Interpretation Act 35(1); “Cana- 
dian partnership” — 102, 248(1); “Canadian property mutual fund investment”, ““Cana- 
dian property mutual fund loss” — 218.3(1); “Canadian resource property” — 66(15), 
248(1); “corporation” — 248(1), Interpretation Act 35(1);° “‘designated stock |‘ ex- 
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change” — 248(1), 262; “disposition” — 248(1); “filing-due date” — 218.3(8), 248(1); 
“fiscal period” — 249.1; “Minister” — 248(1); “mutual fund corporation” — 131(8), 
248(1); “mutual fund trust” — 132(6)-(7),132.2(3)(n), 248(1); “non-resident” — 
248(1); “non-resident investor” — 218.3(1); © “payer” —218.3(2); “person”, “‘pre- 
scribed” — 248(1); “property” — 248(1); “resident in Canada” — 250; “SIFT trust 
wind-up event’, “share”, “taxable Canadian property” — 248(1); “taxation year’ — 
218.3(8), 249; “timber resource property” — 13(21), 248(1); “unused Canadian pro- 
perty mutual fund loss” — 218.3(1). 


PART XIV — ADDITIONAL TAX [BRANCH 
TAX] ON NON-RESIDENT CORPORATIONS 


History: The heading before s. 219 amended by 1998, c. 19, s. 218, in force on June 
18, 1998. The heading formerly read: 


Additional Tax on Corporations (other than Canadian Corporations) 
Carrying on Business in Canada 


219. (1) Additional tax [branch tax] — Every corporation that 
is non-resident in a taxation year shall, on.or before its balance-due 
day for the year, pay a tax under this Part for the year equal to 25% 
of the amount, if any, by which the total of 


(a) the corporation’s taxable income earned in Canada for the 
year (in this subsection referred to as the corporation’s “base 
amount’), 


(b) the amount deducted because of section 112 and paragraph 
115(1)(e) in computing the corporation’s base amount, 


(c) [Repealed] 


(d) the amount, if any, by which the total of all amounts each of 
which is a taxable capital gain of the corporation for the year 
from a disposition of a taxable Canadian property exceeds the 
total of all amounts each of which is 


(i) an allowable capital loss of the corporation for the year 
from a disposition of a taxable Canadian property, or 


(ii) an amount deductible because of paragraphs 111(1)(b) 
and 115(1)(e) in computing the corporation’s base amount, 


(e) the total of all amounts each of which is an amount in respect 
of a grant or credit that 


(i) can reasonably be considered to have been received by the 
corporation in the year as a reimbursement or repayment of, 
or as indemnification or compensation for, an amount de- 
ducted because of paragraph (j), as it read in its application to 
the 1995 taxation year, in computing the amount determined 
under this subsection for a preceding taxation year that began 
before 1996, and 


(ii) was not included in computing the corporation’s base 
amount for any taxation year, 


(f) where, at any time in the year, the corporation has made one 
or more dispositions described in paragraph (1) of qualified pro- 
perty, the total of all amounts each of which is an amount in 
respect of one of those dispositions equal to the amount, if any, 
by which the fair market value of the qualified property at the 
time of the disposition exceeds the corporation’s proceeds of 
disposition of the property, and 


(g) the amount, if any, claimed for the immediately preceding 
taxation year under paragraph (j) by the corporation, 

exceeds the total of 
(h) that proportion of the total of 


(i) the total of the taxes payable under Parts I, 1.3 and VI for 
the year by the corporation, determined without reference to 
subsection (1.1), and 


(ii) the total of the income taxes payable to the government 
of a province for the year by the corporation, determined 
without reference to subsection (1.1), 


that the corporation’s base amount is of the amount that would, 
if this Act were read without reference to subsection (1.1), be 
the corporation’s base amount, 


Income Tax Act 


(i) the total of all amounts each of which is the amount of inter- 
est or a penalty paid by the corporation in the year 


(i) under this Act, or 


(ii) on or in respect of an income tax payable by it to the 
government of a province under a law of the province relat- 
ing to income tax, 


to the extent that the interest or penalty was not deductible in 
computing its base amount for any taxation year, 


(j) where the corporation was carrying on business in Canada at 
the end of the year, the amount claimed by the corporation for 
the year, not exceeding the amount prescribed to be its allow- 
ance for the year in respect of its investment in property in Can- 
-ada, and 


(k) [Repealed] 


(1) where the corporation has at any time in the year disposed of 
property (in this paragraph and paragraph (f) referred to as 
“qualified property”) used by it immediately before that time for. 
the purpose of gaining or producing income from a business car- 
ried on by it in Canada to a Canadian corporation (in this para- 
graph referred to as the “purchaser corporation”) that was, im- 
mediately after the disposition, a qualified related corporation of 
the corporation for consideration that includes a share of the 
capital stock of the purchaser corporation, the total. of. all: 
amounts each of which is an amount in respect of a disposition 
in the year of a qualified property equal to the amount, if any, by 
which 


(i) the fair market value of the qualified property at the time 
of the disposition 


exceeds the total of 


(ii) the amount, if any, by which the paid-up capital in re- 
spect of the issued and outstanding shares of the capital stock 
of the purchaser corporation increased’ because of the dispo- 
sition, and 


(iii) the fair market value, at the time of receipt, of the con- 
sideration (other than shares) given by the purchaser corpora- 
tion for the qualified. property. 


Related Provisions: 18(1)(t) — Tax is non-deductible; 52(7) — Cost of shares of 
subsidiary; 115.2 — Non-resident investment or pension fund deemed not to be carry- 
ing on business in Canada; 134 — Status of non-resident-owned investment corpora- 
tion for purposes of s. 219; 142.7(10)(b) — Addition under 219(1)(g) for branch-estab- 
lishment dividend of foreign entrant bank; 218.2 — Branch interest tax on foreign 
banks; 219(1.1) — Excluded gains; 219(2) — Exempt corporations; 219.1 — Corpo- 
rate emigration — 25% tax; 219.2 — Limitation on rate of Part XIV tax to dividend 
rate under treaties; Canada-U.K. Tax Treaty:Art. 22:3 — Limitation on branch tax; 
Canada-U.S. Tax Treaty:Art. X:6(d) — Exemption for first $500,000 of earnings and 
rate limited to 5%. 


History: Paras. 219(1)(c) and (k). repealed, para. 219(1)(e) amended, by 2003, c. 28, 
subsecs. 17(1)—(3), applicable to taxation years that begin after 2006. The paras. for- 
merly read: 


(c) the amount deducted under paragraph 20(1)(v.1) in computing the corpora- 
tion’s base amount, other than any portion of the amount so deducted that was 
deductible because of the membership of the corporation in a partnership, 


(e) the total of all amounts each of which 


(i) is an amount in respect of a grant or credit that can reasonably be consid- 
ered to have been received by the corporation in the year as a reimbursement 
or repayment of, or as indemnification or compensation for, an amount de- 
ducted because of 


(A) paragraph (j), as it read in its application to the 1995 taxation year, 
in computing the amount determined under this subsection for a preced- 
ing taxation year that began before 1996, or 


(B) paragraph (k) in computing the amount determined under this sub- 
section for the year or for a preceding taxation year that began after 
1995, and 


(ii) was not included in computing the corporation’s base amount for any 
taxation year, 


(k) the portion of the total of all amounts, each of which is an amount by which 
the corporation’s base amount is increased because of paragraph 12(1)(o) or 


1480 


Part XIV — Additional Tax [Branch Tax] on Non-Resident Corporations 


18(1)(.1) or (m) or subsection 69(6) or (7), that is not deductible under para- 
graph (h) or (j), and 
The opening words of subsec. 219(1) amended by 2003, c. 15, s. 128, applicable to 
taxation years that begin after June 2003. The opening words formerly read: 


(1) Every corporation that is non-resident in a taxation year shall, on or before its 
filing-due date for the year, pay a tax under this Part for the year ee to 25% of 
the amount, if any, by which the total of 


Para. 219(1)(b) amended by 2001, c. 17, subsec: 177(1), applicable to 1998 et seq. 
Para. (b) formerly read: 


(b) the amount deducted because of section 112 and paragraph 115(1)(d.1) in 
computing the corporation’s base amount, 


Para. 219(1)(d) amended by the said c. 17, subsec. 177(2), by, replacing the expression 
“"; of the amount” with “the amount”, applicable to taxation years that end after Febru- 
ary 27, 2000 except that, for such taxation years that ended before October 18, 2000, 
the reference to the expression “the amount” shall be read as a reference to the expres- 
sion “'/2 of the amount”. 


Subsec. 219(1) amended by 1998, c. 19, subsec. 219(1), applicable to taxation years 
that begin after 1995 except that, in its application to taxation years that began in 1996, 
the reference in paragraph 219(1)(g) of the Act to “paragraph (j)” shall, be read as a 
reference to “paragraph (h), as it read in its application to the 1995 taxation year, or 
paragraph (j)”. Subsec. 219(1) formerly read: 


(1) Every corporation carrying on business in Canada at any time in a taxation 
year (other than a corporation that was, throughout the year, a Canadian corpora- 
tion) shall, on or before the day on or before which it is required to file a return 
of income under Part I for the year, pay a tax under this Part for the year equal to 
25% of the amount by which the total of 


(a) the corporation’s amount taxable (within the meaning given that expres-'. 
sion in section 123) for the taxation year, 


(a.1) the amount deducted by the corporation under section 112 in comput- 
ing the amount referred to in paragraph (a), 


(a.2) the amount deducted by the corporation under subsection 115(1) in 
computing the amount referred to in paragraph (a) that was an amount the 
deduction of which was permitted under section 112, 


(a.3) the amount deducted under paragraph 20(1)(v.1) by the corporation in 
computing the amount referred to in paragraph (a), other than any portion of 
the amount so deducted that was’ deductible because of the membership of 
the corporation in a partnership, 


(a.4) where, at any time in the taxation year, the corporation has made one or 
more dispositions as described in paragraph (k) of qualified property, the 
total of all amounts each of which is an amount in respect of such a disposi- 
tion equal to the amount, if any, by which the fair market: value of the quali- 
fied property at the time of the disposition exceeds the amount of the corpo- 
ration’s proceeds of disposition of the property, 


(b) the amount claimed by the corporation under paragraph (h) for the imme- 
diately preceding taxation year, and 


(c) where the corporation was resident in Canada at any time in the year, the 
amount claimed under paragraph (i) for the immediately preceding taxation 
year, 


exceeds the total of, 


(d) where the corporation was, throughout the year, not resident in Canada, 
the lesser of 


(i) the amount, if any, by which the total of amounts each of which is a 
taxable capital gain of the corporation for the year from a disposition of 
a taxable Canadian property that was not property used in the year in, or 
held in the year in the course of, carrying on business in Canada, ex- 
ceeds the total of amounts each of which is an allowable capital loss of 
the corporation for the year from a disposition of any such property, and 


(ii) the amount that would be determined under subparagraph (i) for the 
year if it were read without reference to the expression “that was not 
property used in the year in, or held in the year in the course of, carrying 
on business in Canada”, 


(e) the total of the taxes payable by it under Parts I, I.3 and VI for the year 
less, where the corporation was at no time in the year resident in Canada, 
that proportion of the tax payable by it under Part)I for the year that the 
amount determined under paragraph (d) in respect of the corporation for the 
year is of the corporation’s amount taxable for the year, 


(f) any income taxes payable by the corporation to the government of a prov- 
ince in respect of the year (to the extent that those taxes were not deductible 
under Part I in computing its income for the year from businesses carried.on 
by it in Canada) less, where the corporation was, at no time in the year, 
resident in Canada, that proportion thereof that the amount determined under 
paragraph (d) in respect of the corporation for the year is of the corporation’s 
amount taxable for the year, 

(f.1) the total of all amounts each of which is the amount of interest or a 
penalty paid by it in the year 

(i) under this Act, or 
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(ii) on or in respect of income taxes payable by it to the government of a 
province under a law of the province relating to income tax, 


to the extent that the interest or penalty was not deductible in computing its 
income under Part I for any taxation year from a business carticd on by it in 
Canada, 


(g) where the corporation was resident in Canada at any time in the year 


- (i) the amount deducted under section 126 from the tax for the year oth- 
erwise payable by the corporation under Part I, and 


(ii) 'b of the lesser of the corporation’s taxable income for the year and 
the amount, if any, by which 


(A) the total of such of its incomes for the year from businesses or 
properties and its taxable capital gains for the year from disposition 
’ of property as were from sources in countries other than Canada 


exceeds 


(B) the total of such of its losses for the year from businesses or 
properties and its allowable capital losses for the year from disposi- 
tions of property as were from sources in countries other than 
Canada, 


(h) where the corporation was, at the end of the year, carrying on business in 
Canada, such amount as the corporation may claim for the year, not exceed- 
ing the amount prescribed to be its allowance for the year in respect of its 
investment in property in Canada, 


(i) where the corporation was resident in Canada at any time in the year, 
such amount as the corporation may claim for the year, not exceeding the 
amount, if any, by which 


(i) the total of dividends paid by it after it last became resident in Can- 
ada, while it was resident.in Canada and before the end.of the year 


exceeds 


(ii) the total of amounts determined under subparagraph (g)(ii) in respect 
of the corporation for taxation years ending after it last became resident 
in Canada and not later than the end of the year, 


@) such portion of the total of all amounts, each of which is an amount by 
which the amount referred to in paragraph (a) is increased by virtue of para- 
graph 12(1)(0), 18(1)(1.1) or (m) or subsection 69(6) or (7), as is not deducti- 
ble under paragraph (f) or (h), and 
(k) where, at any time after December 11, 1979, the corporation has, in the 
taxation year, disposed of property (in this paragraph and paragraph (a.4) 
referred to as “qualified property”) used by it immediately before that time 
for the purpose of gaining or producing income from a/business carried on 
by it in Canada to a Canadian corporation that was, immediately after the 
disposition, its subsidiary wholly-owned corporation (in this paragraph re- 
ferred to as the “purchaser corporation”) for consideration that includes 
shares of the capital stock of the purchaser corporation, the total of all 
amounts each of which is an.amount in respect of a disposition in the year of 
a qualified property equal to the amount, if any, by which 
(i) the fair market value of the qualified property at the time of its 
disposition 
exceeds. the total of 
(ii) the amount, if any, by which the paid-up capital in respect of the 
issued and outstanding shares of the capital stock of the purchaser cor- 
poration increased by virtue of the disposition, and 
(iii) the fair market’ value, at the time’ of receipt, of the consideration 
(other than shares) given by the purchaser corporation for the qualified 
property. 
Para. 219(1)(a.3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 126(1), appli- 
cable after December 20, 1991. Para. (a.3) formerly read: 
(a.3), the amount deducted by the corporation under paragraph 20(1) (v.1) in 
computing the amount referred to in paragraph (a), 
Para. 219(1)(e) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 126(2), applica- 
ble to taxation years ending after June 1989. Para. (e) formerly read: 
(e) the tax payable by it under Part I for the year less, where the corporation was, 
at no time in the year, resident in Canada, that proportion thereof that the amount 
determined under paragraph (d) in respect of the corporation for the year is of the 
corporation’s amount taxable for the year, 


Para. 219(1)(£.1) added by 1994, c. 7, Sch. II (1991, c. 49), s. 180, applicable to interest 
and penalties paid in 1988 et seq. 


Regulations: 808 (allowance in respect of investment in property in Canada). 
Interpretation Bulletins: See list at end of s. 219. 

CRA Audit Manual: 15.2:0: Income of a non-resident. 

Forms: T2 SCH 20: Part XIV — additional tax on non-resident corporations. 


(1.1) Excluded gains — For the purpose of subsection (1), the 
definition “taxable Canadian property” in subsection 248(1) shall be 
read without reference to paragraphs (a) and (c) to (k) of that defini- 
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tion and as if the only interests or options referred to in paragraph 
(1) of that definition were those in respect of property described in 
paragraph (b) of that definition. 


Proposed Amendment — 219(1.1) 


Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 246, will 
amend subsec. 219(1.1) by substituting “options, interests or nee for “interests or 
options”, to come into force on Royal Assent. : 


Technical Notes (July 2010): See under 12(4). — — 
History: Subsec. 219(1.1) amended by 2001, c. 17, subsec. 177(3), applicable after 
October 1, 1996. It formerly read: 
(1.1) For the purposes of subsection (1), paragraph 115(1)(b) shall be read with- 
out reference to subparagraphs (i) and (iii) to (xii). 


Subsec. 219(1.1) added by 1998, c. 19, subsec. 219(1), applicable to taxation years that 
begin after 1995. 


(2) Exempt corporations — No tax is payable under this Part 
for a taxation year by a corporation that was, throughout the year, 


(a) [Repealed] 
(b) a corporation whose principal business was 
(i) the transportation of persons or goods, 
(ii) communications, or 
(iii) mining iron ore in Canada; or 
(c) a corporation exempt from tax under section 149. 


History: Para. 219(2)(a) repealed by 2001, c. 17, subsec. 177(4), applicable to taxation 
years that end after June 27, 1999. Para. (a) formerly read: 
(a) a bank; 


Selected Cases [subsec. 219(2)]: Twentieth Century Fox Film Corp. v. MNR, 
[2002] 3 C.T.C. 324 (FCA); aff'g [2001] 2 C.T.C. 63 (FCTD) (No exemption for 
branch tax where taxpayer not in communications business). 


(3) Provisions applicable to Part — Sections 150 to 152, 154, 
158, 159 and 161 to 167 and Division J of Part I are applicable to 
this Part with such modifications as the circumstances require. 

Selected Cases [subsec. 219(3)]: Twentieth Century Fox Film Corp. v. MNR, 


(2001] 2 C.T.C. 63 (FCTD) (Statutory right to appeal overrides s. 18.5 of Federal 
Court Act). 


Interpretation Bulletins: See list at end of s. 219. 


(4) Non-resident insurers — No tax is payable under subsection 
(1) for a taxation year by a non-resident insurer, but where it elects, 
in prescribed manner and within the prescribed time, to deduct, in 
computing its Canadian investment fund as of the end of the imme- 
diately following taxation year, an amount not greater than the 
amount, if any, by which 


(a) the amount, if any, by which the total of 


(i) the insurer’s surplus funds derived from operations as of 
the end of the year, and 


(i.1) where, in any particular taxation year that began before 
the end of the year, the insurer transferred to a taxable Cana- 
dian corporation with which it did not deal at arm’s length 
any designated insurance property of the insurer for the par- 
ticular year, and 


(A). the property was transferred before December 16, 
1987 and subsection 138(11.5) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, ap- 
plied in respect of the transfer, or 


(B) the property was transferred before November 22, 
1985 and subsection 85(1) of that Act applied in respect 
of the transfer, 


the amount, if any, by which 


(C) the total of the fair market value, at the time of the 
transfer, of all such property 


exceeds 


(D) the total of the insurer’s proceeds of disposition of all 
such property, 


Income Tax Act 


exceeds the total of 


(ii) each amount on which the insurer has paid tax under this 
Part for a previous taxation year, 


(iii) the amount, if any, by which the insurer’s accumulated 
1968 deficit exceeds the amount of the insurer’s maximum 
tax actuarial reserves for its 1968 taxation year for its life 
insurance policies in Canada, 


(iv) the insurer’s loss, if any, for each of its 5 consecutive 
taxation years ending with its 1968 taxation year, from all 
insurance businesses (other than its life insurance business) 
carried on by it in Canada (computed without reference to 
section 30 of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, as it read in its application to those 
years), except to the extent that any such loss was deductible 
in computing its taxable income for any of its taxation years 
ending before 1969, and 


(v) the total of all amounts in respect of which the insurer has 
filed an election under subsection (5.2) for a previous taxa- 
tion year in accordance with that subsection, 


exceeds 
(b) the amount of the insurer’s attributed surplus for the year, 


the insurer shall, on or before the day on or before which it is re- 
quired to file a return under Part I for the year, pay a tax for the year 
equal to 25% of the amount, if any, by which the amount it has so 
elected to deduct exceeds the amount in respect of which it filed an 
election under subsection (5.2) for the year in accordance with that 
subsection. 


Related Provisions: 181.3(3)(d)(i)(A), 190.13(c)(i)(A) — Effect on capital tax. 


History: The opening words of subpara. 219(4)(a)(i.1) amended by 1997, c. 25, sub- 
sec. 65(1), applicable to 1997 et seg. The opening words formerly read: 


(i.1) where, in any taxation year commencing before the end of the year, the 
insurer transferred to a taxable Canadian corporation with which it did not deal 
at arm’s length any property used by it in the year in, or held by it in the year in 
the course of (within the meaning assigned by subsection 138(12)), carrying on 
an insurance business in Canada, and 

Regulations: 2403(1) (prescribed manner and time), 

I.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: See list at end of s. 219. 
(5) [Repealed under former Act] 


(5.1) Additional tax on insurer — Where a non-resident insurer 
ceases in a taxation year to carry on all or substantially all of an 
insurance business in Canada, it shall, on or before its. filing-due 
date for the year, pay a tax for the year equal to 25% of the amount, 
if any, by which 


(a) that portion of the amount determined under paragraph (4)(a) 
for the year in respect of the insurer that can reasonably be at- 
tributed to the business, including the disposition by it of pro- 
perty that was its designated insurance property in respect of the 
business for the year in which the disposition occurred, 


exceeds 


(b) the amount the insurer and a qualified related corporation of 
the insurer jointly elect in accordance with subsection (5.2) for 
the year in respect of the business. 


Related Provisions: 18(1)(t) — Tax is non-deductible. 


History: Subsec. 219(5.1) amended by 1997, c. 25, subsec. 65(2), applicable to 1997 
et seq. Subsec. (5.1) formerly read: 


(5.1) Where, in a particular taxation year, a non-resident insurer has ceased to 
carry on all or substantially all of an insurance business in Canada, it shall, on or 
before the day on or before which it is required to file a return of income under 
Part I for the particular year, pay a tax for the year equal to 25% of the amount, if 
any, by which 


(a) that portion of the amount determined under paragraph (4)(a) for the par- 
ticular year in respect of the non-resident insurer that can reasonably be at- 
tributed to the business including the disposition by it of property that was, 
at the time of the disposition, used by it in the year in, or held by it in the 
year in the course of (within the meaning assigned by subsection 138(12)), 
carrying on the business 
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exceeds 


(b) the amount in respect of which the non-resident insurer and a qualified 
related corporation of the insurer have jointly elected in accordance with 
subsection (5.2) for the particular year in respect of the business. 


(5.2) Election by non-resident insurer — Where 


(a) a non-resident insurer has ceased to carry on.all or substan- 
tially all of an insurance business in Canada in a taxation year, 
and 


(b) the insurer has transferred the business to a qualified related 
corporation of the insurer and the insurer and the corporation 
have elected to have subsection 138(11.5) apply in respect of the 
transfer, é 


the insurer and the corporation may elect, in prescribed manner and 
within prescribed. time, to reduce the amount in respect of which the 
insurer would otherwise be liable to pay tax under subsection (5.1) 
by an amount not exceeding the lesser of 


(c) the amount determined under paragraph (5.1)(a) in respect of 
the insurer in respect of the business, and 

(d), the total of the paid-up capital of the shares of the capital 
stock of the corporation received by. the insurer as consideration 
for the transfer of the business and any contributed surplus aris- 
ing on the issue of those shares. 


Related Provisions: 138(11.9)— Computation of 
190.13(c)@)(A) — Effect on capital tax. 


Regulations: 2403(2) (prescribed manner and time). 
Interpretation Bulletins: See list at end of s. 219. 


contributed ~ surplus; 


(5.3) Deemed payment of dividend — Where, at any time in a 
taxation year, 


(a) a) qualified related corporation of a non-resident insurer 
ceases to be a qualified related corporation of that insurer, or 


(b) the tax deferred account of a qualified related corporation of 
a non-resident insurer exceeds the total of the paid-up capital in 
respect of all the shares of the capital stock of the corporation 
and its contributed surplus, 


the corporation shall be deemed to have paid, immediately before 
that time, a dividend to the insurer in an amount equal to 


(c) where paragraph (a) is applicable, the balance of the tax de- 
ferred account of the corporation at that time, or 


(d) where paragraph (b) is applicable, the amount of the excess 
referred to in that paragraph at that time. | 
Related Provisions: 138(11.9) — Computation of contributed surplus, 
Interpretation Bulletins: See list at end of s. 219. 


(6) [Repealed under former. Act] 
(7) Definitions — In this Part, 


“accumulated 1968 deficit” of a life insurer means such amount as 
can be established by the insurer to be its deficit as of the end of its 
1968 taxation year from carrying on its life insurance business in 
Canada on the assumption that the amounts of its assets and liabili- 
ties (including reserves of any kind) 


(a) as of the end of any taxation year before its 1968 taxation 
year, were the amounts thereof determined for the purposes of 
the Superintendent of Insurance for,Canada or other similar of- 
ficer, and 


(b) as of the end of its 1968 taxation year, were 


(i) in respect of depreciable property, the capital cost thereof 
as of the first day of its 1969 taxation year, 


(ii) in respect of policy reserves, the insurer’s maximum tax 
actuarial reserves for its 1968 taxation year for life insurance 
policies issued by it in the course of carrying on its life insur- 
ance business in Canada, and 

(iii) in respect Of other assets and liabilities, the amounts 


thereof determined as of the end of that year for the purpose 
of computing its income for its 1969 taxation: year; 


S. 219(8) 


History: The definition “accumulated 1968 deficit” in subsec. 219(7) amended by 
1997, c. 25, subsec. 65(3), applicable to 1997 et seq. The definition formerly read: 


“accumulated 1968 deficit” has the meaning assigned by subsection 138(12); 


“attributed surplus” of an insurer for a taxation year has the 
meaning assigned by regulation; 
History; The definition “attributed surplus” in subsec. 219(7) amended by 1997, c. 25, 
subsec. 65(3), applicable to 1997 et seg. The definition formerly read: 

“attributed surplus for the year” has the meaning prescribed for that expression; 


Regulations: 2400(4)(b) [since 1999]; 2405(3) [pre-1999] (meaning of “attributed 
surplus for the year”). 


“Canadian investment fund” has the meaning prescribed for that 
expression; 

Regulations: 2400(4)(b) [since 1999]; 2405(3) [pre-1999] (meaning of “Canadian in- 
vestment fund’’). 


“maximum tax actuarial reserves” has the meaning assigned by 
subsection 138(12); 


“surplus funds derived from operations” has the meaning as- 
signed by subsection 138(12); 


“tax deferred account” of a qualified related corporation at any 
time means the amount determined by the formula 


A-—B 
where 


A. is the total of all amounts each of which is an amount in respect 
of which the qualified related corporation and a non-resident in- 
surer have elected jointly before that time in accordance with 
subsection (5.2), and 


Bis the total of all amounts each of which is the amount of a divi- 
dend deemed by subsection (5.3) to have been paid by the quali- 
fied related corporation before that time. 

Related Provisions: 257 — Formula cannot calculate to less than zero. 

Interpretation Bulletins: See list at end of s. 219. 


(8) Meaning of “qualified related corporation” — For the 
purposes of this Part, a corporation is a “qualified related corpora- 
tion” of a particular corporation if it is resident in Canada and all of 
the issued and outstanding shares (other than directors’ qualifying 
shares) of its capital stock (having full voting rights under all cir- 
cumstances) are owned by 


(a) the particular corporation, 


(b) a subsidiary wholly-owned corporation of the particular 
corporation, 


(c) a corporation of which the particular corporation is a subsidi- 
ary wholly-owned corporation, 


(d) a subsidiary wholly-owned corporation of a corporation of 
which the particular corporation is also a subsidiary wholly- 
owned corporation, or 


(e) any combination of corporations each of which is a corpora- 
tion described in paragraph (a), (b), (c) or (d), 
and, forthe purpose of this subsection, a subsidiary wholly-owned 
corporation of a particular corporation. includes any subsidiary 
wholly-owned corporation of a corporation that is a subsidiary 
wholly-owned corporation of the particular corporation. 
Related Provisions: 134 — Status of non-resident-owned investment corporation 
for purposes of s. 219. 
History: Subsec. 219(8) amended by 1998, c. 19, subsec. 219(2), applicable to taxa- 
tion years that begin after 1995. Subsec. 219(8) formerly read: 


(8) For the purposes of this Part, a corporation is a “qualified related corpora- 
tion” of a non-resident insurer if it is resident in Canada and all of the issued and 
outstanding shares (other than directors’ qualifying shares) of the capital stock of 
the corporation (having full voting rights under all circumstances) are owned by 
(a) the insurer, 
(b) a subsidiary wholly-owned corporation of the insurer, 
(c) a corporation of which the insurer is a subsidiary wholly-owned 
corporation, 


(d) a subsidiary wholly-owned corporation of a corporation of which the in- 
surer is also a subsidiary wholly-owned corporation, or 
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(e) any combination of corporations each of which is a corporation described 
in paragraph (a), (b), (c) or (d), 

and, for the purpose of this subsection, a subsidiary wholly-owned corporation of 

a particular corporation includes any subsidiary wholly-owned corporation of a 

corporation that is a subsidiary wholly-owned corporation of the particular 

corporation. 
Definitions [s. 219]: “accumulated 1968 deficit” — 138(12), 219(7); ‘allowable 
capital loss” — 38(b), 248(1); “amount” — 248(1); “arm’s length” — 251(1); “attrib- 
uted surplus” — 219(7), Reg. 2400(4)(b); “base amount” — 219(1)(a); “business” — 
248( 1); “Canada” — 255; “Canadian corporation” — 89(1), 248(1); “Canadian invest- 
ment fund” — 219(7), Reg. 2400(4)(b); “carrying on business” — 253; “corpora- 
tion” — 248(1), Interpretation Act 35(1); “depreciable property” — 13(21), 248(1); 
“designated insurance property” — 138(12), 248(1); “dividend” — 248(1); “filing-due 
date” — 248(1); “insurer” — 248(1); “life insurance policy” — 138(12), 248(1); “life 
insurer” — 248(1); “maximum tax actuarial reserve” — 138(12), 219(7); ‘“non-resi- 
dent” — 248(1); “paid-up capital” — 89(1), 248(1); “person”, “prescribed”, “pro- 
perty” — 248(1); “province” — Interpretation Act 35(1); “qualified property” — 
219(1)(); “qualified related corporation” — 219(8); “qualifying share’ — 192(6), 
248(1) [not intended to apply to s. 219]; “regulation” — 248(1); “resident in Can- 
ada” — 250; “share” — 248(1); “subsidiary wholly-owned corporation” — 219(8), 
248(1); “surplus funds derived from operations” — 138(12), 219(7); “tax deferred ac- 
count” — 219(7); “taxable Canadian corporation” — 89(1), 248(1); “taxable Canadian 
property” — 219(1.1), 248(1); “taxable capital gain” — 38(a), 248(1); “taxable in- 
come” — 2(2), 248(1); “taxable income earned in Canada” — 248(1); “taxation 
year” — 249, 
Interpretation Bulletins [s. 219]: IT-137R3: Additional tax on certain corporations 
carrying on business in Canada; IT-393R2: Election re tax on rents and timber royal- 
ties — non-residents. 


219.1 Corporate emigration — Where a taxation year of a cor- 
poration is deemed by paragraph 128.1(4)(a) to have ended at any 
time, the corporation shall, on or before its filing-due date for the 
year, pay a tax under this Part for the year equal to 25% of the 
amount, if any, by which 


(a) the fair market value of all the property owned by the corpo- 
ration immediately before that time 


exceeds the total of 


(b) the paid-up capital in respect of all the issued and outstand- 
ing shares of the capital stock of the corporation immediately 
before that time, 


(c) all amounts (other than amounts payable by the corporation 
in respect of dividends and amounts payable under this section) 
each of which is a debt owing by the corporation, or an obliga- 
tion of the corporation to pay an amount, that is outstanding at 
that time, and 


(d) where a tax was payable by the corporation under subsection 
219(1) or this section for a preceding taxation year that began 
before 1996 and after the corporation last became resident in 
Canada, 4 times the total of all amounts that would, but for sec- 
tions 219.2 and 219.3 and any agreement or convention between 
the Government of Canada and the government of any other 
country that has the force of law in Canada, have been so 
payable. 


Related Provisions: 219.3 — Limitation of tax under 219.1 to rate under treaty; 
Canada-U.S. Tax Treaty:Art. IV:3 (Protocol) — Continuance in other jurisdiction. 


History: S. 219.1 amended by 1998, c. 19, -s. 220, applicable to 1996 et seq. S. 219.1 
formerly read: 


219.1 Where at any time a corporation ceases to be a Canadian corporation, it 
shall, on or before the day on or before which it is required to file a return of 
income under Part I for its last taxation year that began before that time, pay a 
tax under this Part for that year equal to 25% of the amount, if any, by which the 
fair market value at that time of all the property owned by the corporation ex- 
ceeds the total of 


(a) the paid-up capital in respect of all the issued and outstanding shares of 
the capital stock of the corporation at that time, and 


(b) all amounts, other than amounts payable by the corporation in respect of 
dividends and amounts payable under this section, each of which is the 
amount of any debt owing by the corporation, or any other obligation of the 
corporation to pay an amount, that is outstanding at that time. 


S. 219.1 substituted by 1994, c. 21, s. 99, applicable after 1992 except that, where a 
corporation elects in accordance with paragraph 111(4)(a) of 1994, c. 21 (see under 
250(5.1)), s. 219.1 as amended applies to the corporation from the time at which the 
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corporation was first granted articles of continuation (or similar constitutional docu- 
ments) in another jurisdiction. That section formerly read: 


219.1 Where a taxation year of a corporation is deemed by section 88.1 to have 
ended, it shall, on or before the day on or before which it is required to file a 
return of income under Part I for the year, pay a tax under this Part for that year 
equal to 25% of the amount, if any, by which 


(a) the total of all amounts each of which is the proceeds of disposition 
deemed by virtue of paragraph 88.1(e) to have been received by the 
corporation 

exceeds the total of 
(b) the paid-up capital in respect of all the issued and outstanding shares of 


the capital stock of the corporation immediately before the end of the year, 
and 


(c) all amounts, other than amounts payable by the corporation in respect of 
dividends, each of which is the amount of any debt owing by the corpora- 
tion, or any other obligation of the corporation to pay an amount, that was 
outstanding at the end of the year. 
Definitions [s. 219.1]: “amount” — 248(1); “Canadian corporation’ — 89(1), 
248(1); “corporation” — 248(1), Interpretation Act 35(1); “dividend” — 248(1); “paid- 
up capital” — 89(1), 248(1); “property” — 248(1); “share” —248(1); “taxation 
year’ — 249. 
Interpretation Bulletins: IT-137R3: Additional tax on certain corporations carrying 
on business in Canada; IT-451R: Deemed disposition and acquisition on ceasing to be 
or becoming resident in Canada. 


219.2 Limitation on rate of branch tax — Notwithstanding any 
other provision of this Act, where an agreement or conyention be- 
tween the Government of Canada and the government of another 
country that has the force of law in Canada 


(a) does not limit the rate of tax under this Part on corporations 
resident in that other country, and 


(b) provides that, where a dividend is paid by a corporation resi- 
dent in Canada to a corporation resident in that other country 
that owns all of the shares of the capital stock of the corporation 
resident in Canada, the rate of tax imposed on-the dividend shall 
not exceed a specified rate, 


any reference in section 219 to a rate of tax shall, in respect of a 
taxation year of a corporation to which that agreement or conven- 
tion applies on the last day of that year, be read as a reference to the 
specified rate. 
Related Provisions: Canada-U.S. Tax Treaty:Art. X:2— Limit on withholding tax 
rate on dividends. 


History: S. 219.2 substituted by 1994, c. 21, s. 100, applicable to 1985 et seq. That 
section formerly read: 


219.2 Limitation on rate of Part XIV tax — Notwithstanding any other provi- 
sion of this Act, where an agreement or convention between the Government of 
Canada and the government of any other country that has the force of law in 
Canada 


(a) does not limit the rate of tax under this Part on corporations resident in 
that other country, and 


(b) provides that where a dividend is paid by a corporation resident in Can- 
ada to a resident of that other country the rate of tax imposed thereon shall 
not exceed a specified rate, 


any reference in this Part to a rate of tax shall, in respect of a taxation year of a 
corporation to which that agreement or convention applies on the last day of that 
year, be read as a reference to the specified rate. 


Definitions [s. 219.2]: “Canada” — 255; “corporation” — 248(1), Interpretation Act 
35(1); “dividend” — 248(1); “property” — 248(1); “resident in Canada” — 250; 
“share” — 248(1); “taxation year” — 249. 

Interpretation Bulletins: IT-137R3: Additional tax on certain corporations carrying 
on business in Canada. 


219.3 Effect of tax treaty — For the purpose of section 219.1, 
where an agreement or convention between the Government of 
Canada and the government of another country that has the force of 
law in Canada provides that the rate of tax imposed on a dividend 
paid by a corporation resident in Canada to a corporation resident in 
the other country that owns all of the shares of the capital stock of 
the corporation resident in Canada shall not exceed a specified rate, 
the reference in section 219.1 to “25%” shall, in respect of a corpo- 
ration that ceased to be resident in Canada and to which the agree- 
ment or convention applies at the beginning of its first taxation year 
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after its taxation year that is deemed by paragraph 128.1(4)(a) to 
have ended, be read as a reference to the specified rate unless it can 
reasonably be concluded that one of the main reasons that the cor- 
poration became resident in the other country was to reduce the 
amount of tax payable under this Part or Part XIII. 


History: S. 219.3 amended by 1998, c. 19, s. 220.1, applicable to 1996 et seg. S. 219.3 
formerly read: 


219.3 Effect of tax agreement or convention — For the purpose of section 
219.1, where an agreement or convention between the Government of Canada 
and the government of another country that has the force of law in Canada pro- 
vides that, where a dividend is paid by a corporation resident in Canada to a 
corporation resident in that other country that owns all ‘of the shares of the capital 
stock of the corporation resident in Canada, the rate of tax imposed on the divi- 
dend shall not exceed a specified rate, the reference in section 219.1 to.a rate of 
tax shall, in respect of a corporation that ceased to be a Canadian corporation’and! 
to which the agreement or convention applies on the first 'day of the taxation year 
after the taxation year in which the corporation ceased to be a Canadian corpora- 
tion; be read as a reference to the specified rate unless, having regard to all the 
circumstances, it can reasonably be concluded that one of the main reasons for 
the corporation becoming resident in that other country was to reduce the amount 
of tax payable under this Part or! Part XII. 


S. 219.3 added by 1994, c. 21, s. 100, applicable to 1985 et seq. except that, in applying 
s. 219.3 to taxation years that end before July 1993, it shall be read without reference to 
the words “unless, having regard to all the circumstances, it can reasonably be con- 
cluded that one of the main reasons for the corporation becoming resident in that other 
country was to reduce the amount of tax payable under this Part or Part XIIT”. 


Definitions [s. 219.3]: “Canadian corporation” — 89(1), 248(1); “corporation” — 
248(1), Interpretation Act 35(1); “dividend” — 248(1); “resident in. Canada” — 250; 
“share” — 248(1); “taxation year’ — 249. 


PART XV — ADMINISTRATION AND 
ENFORCEMENT 


Administration 


220. (1) Minister’s duty — The Minister shall administer and en- 
force this Act and the Commissioner of Revenue may exercise all 
the powers and perform the duties of the Minister under this Act. 


Related Provisions: 166 — Assessment not to be vacated by reason of CRA failure 
to follow proper procedures; 220(2.01) — Delegation of powers; Canada Revenue 
Agency Act — Establishment of CRA; Interpretation Act 24(2) — Power of others to 
act for Minister; Interpretation Act 31(2) — Ancillary powers granted to enable work 
to be done. 


History: Subsec. 220(1) amended to substitute “Commissioner of Revenue” for “Com- 
missioner of Customs and Revenue” by 2005, c. 38, subpara. 140(e)(ii1), proclaimed in 
force December 12, 2005. 


Subsec. 220(1) amended by 1999, c. 17, s. 164, proclaimed in force November 1, 1999. 
The subsec. formerly. read: 


(1) The Minister shall administer and enforce this Act and control and supervise 
all persons employed to carry out or enforce this Act and the Deputy Minister of 
National Revenue may exercise all the powers and perform the duties of the 
Minister under this Act. 


‘Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” in subsec. 220(1) by 1994, c. 13, subsec. 70), 8 Ate May 
12, 1994. 


Selected Cases [subsec. 220(1)]: Wenger’s Ltd. v. MNR, [1992] 2 C.T.C. 2479 
(TCC) (Late payment “surcharge” on sale price of goods was “interest’’). 


Regulations: 900 (delegation of powers and duties to other officials). 


1.T. Technical News: 8 (publication of advance tax rulings); 9 (electronic publication 
of severed rulings); 14 (the Income Tax rulings and Interpretations Directorate — com- 
mon deficiencies or omissions in requests for advance rulings); 18 (The advance in- 
come tax rulings process — practical problems and possible solutions). 


CRA Audit Manual: 2.0: The Canada Revenue Agency; 5.0: Human resource issues; 
7.0: Compliance programs branch; 10.11.14: Referrals to technical application and val- 
uations division — compliance programs. branch — headquarters. 


(2) Officers, clerks and employees — Such officers, clerks 
and employees as are necessary to administer and enforce this Act 
shall be appointed or employed in the manner authorized by law. 

Related Provisions: 220(2.01) — Delegation of powers; /nterpretation Act 23(1) — 


Public officers hold office during pleasure; Interpretation Act 31(2) — Ancillary pow- 
ers granted to enable work to be done. 


S. 220(2.2) 


(2.01) Delegation — The Minister may authorize an officer or a 
class of officers to exercise powers or perform duties of the Min- 
ister under this Act. 

Related Provisions: Interpretation Act 23(1) — Public officers hold office during 


pleasure; Interpretation Act 31(2) — Ancillary powers granted to enable work to be 
done. 


History: Rabsoc 220(2.01) added by 1998, c. 19, subsec. 221(1), in force on June 18, 
1998. 
Subsec. 221(3) of the said c. 19 provides: 


Any power or duty of the Minister of National Revenue delegated to’an officer or a 
class of officers by a regulation made under para. 221(1)(f) before [June 18, 1998] 
continues to be delegated to that officer or that class of officers until an authoriza- 
tion by that Minister made under subsec. 220(2.01) changes the delegation of that 
power or duty. 


Transfer Pricing Memoranda: TPM-03: Downward transfer pricing adjustments 
under subsec. 247(2). 


(2.1) Waiver of filing of documents — Where any provision of 
this Act or a regulation requires a person to file a prescribed form, 
receipt or other document, or to provide. prescribed information, the 
Minister may waive the requirement, but the person shall. provide 
the document or information at the Minister’s request. 

Related Provisions: »220(2:2)— No extension or waiver allowed for SR&ED 
claims: 

History: Subsec. 220(2.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 127(1), 
applicable to 1992 et seq. 


Selected Cases [subsec. 220(2.1)]: Murphy v. MNR, [2010] 3 C.T.C. 1 (FC) (Sub- 
delegation re issue of requirements not permissible); Dorothea Knitting Mills Ltd. v. 
MNR, [2005] 2 C.T.C. 64 (FC) (Minister’s reliance on criteria with no legislative foun- 
dation was improper). 

Interpretation Bulletins: IT-495R3: Child care expenses. 

Charities Policies: CPC-016: Religious charities — Form T3010. 


Application Policies: SR&ED 2000-02R: Guidelines for resolving claimants’ 
SR&ED concerns. 


Registered Pension Plans Technical i Manual: Re 8 shsceae plan). 
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Late Claims for Tax Incentives eer? StF 9 noveveisG Wes 
To be eligible for the SR&ED tax incentives sl’ investment tax credits, sere 


are required under the tax law to identify eligible expenditures on a prescribed fet 
that is to be filed with the Minister of National Revenue Ro later th e 112m af 


ht 
expenditures v were made. This rule was first announced in the 1994 ‘budget, ‘and was - 
added to stem a significant increase at that time in late claims for SR&ED tax incen- — 
tives. The rule also applies to claims related to other amounts eligible for investment — 
tax credits. However, under the Income Tax Act, the Minister of National Revenue” 


does have the discretion to waive this deadline, — 


The ability to waive the 12-month filing deadline has. 
as taxpayers have sought to file additional claims.. The 0 
with certainty that there will be no exception to the 12-month. filing deadline for 
applications for investment tax credits and SR&ED treatment. 


(3) Extensions for returns — The Minister may at any time ex- 
tend the time for making a return under this Act. 
Related Provisions: 127.4(5.1) — Authorization for late LSVCC investments; 
146(22) — Authorization for late RRSP contributions; 220(3.2) — Late filing of 
elections. 
History: Subsec. 220(3) amended by 2006, c. 4, subséc. 164(1), applicable in respect 
of extensions granted after March 31, 2007. The subsec. formerly read: 
(3) The Minister may at any time extend the time for making a return under this 
Act. However, the extension does not apply for the purpose of calculating a pen- 
alty that a person is liable to pay under section 162 if the person fails to make the 
return within the period of the extension. 
Subsec. 220(3) amended by 2003, c. 15, s. 129, applicable in respect of extensions 
granted.after February 18, 2003. The subsec. formerly read: 


(3) The Minister may at any time extend the time for making a return under this 
Act. 


Selected Cases [subsec. 220(3)]: Kutlu v. R., 
(Minister’s discretion improperly exercised). 


[2000] 4 C.T.C. 129 (FCTD) 


(3.1) Waiver of penalty or interest — The Minister may, on or 
before the day that is ten calendar years after the end of a taxation 
year of a taxpayer (or in the case of a partnership, a fiscal period of 
the partnership) or on application by the taxpayer or partnership on 
or before that day, waive or cancel all or any portion of any penalty 
or interest otherwise payable under this Act by the taxpayer or part- 
nership in respect of that taxation year or fiscal period, and notwith- 
standing subsections 152(4) to (5), any assessment of the interest 
and penalties payable by the taxpayer or partnership shall be made 
that is‘necessary to take into account the cancellation of the penalty 
or interest. 

Related Provisions: 161.3 — CRA discretion to cancel interest and penalty up to 
$25; 164(1.5) — Late refund of overpayment; 164(3.2) — Interest on refunds and re- 
payments; 165(1.2) — Limitation of right to object; 206.4 — Waiver of Part XI taxes 


on registered disability savings plans; 207.06 — Waiver of Part XI.01 tax re TFSA; 
225.1(1) — No collection restrictions following assessment. 


History: Subsec. 220(3.1) amended by 2005, c: 19, s. 48, applicable after 2004, except 
that if a taxpayer or a partnership has, before 2005, applied to the Minister of National 
Revenue under the subsec. in respect of a taxation year or fiscal period, the subsec. is to 
be read in respect of that taxation year or fiscal period as follows: 


(3.1) The Minister may waive or cancel all or any portion of any penalty or 
interest otherwise payable under this Act by a taxpayer or partnership in respect 
of a taxation year or fiscal period, as the case may be, and notwithstanding sub- 
sections 152(4) to (5), any assessment of the interest and penalties payable by the 
taxpayer or partnership shall be made that is necessary to take into account the 
cancellation of the penalty or interest. 


The subsec. formerly read: 


(3.1) The Minister may at any time waive or cancel all or any portion of any 
penalty or interest otherwise payable under this Act by a taxpayer or partnership 
and, notwithstanding subsections 152(4) to (5), such assessment of the interest 
and penalties payable by the taxpayer or partnership shall be made as is neces- 
sary to take into account the cancellation of the penalty or interest. 


Subsec. 220(3.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 127(2), appli- 
cable to 1985 et seg. Subsec. (3.1) formerly read: 


(3.1) The Minister may at any time waive or cancel all or any portion of any 
penalty or interest otherwise payable under this Act by a taxpayer or a 
partnership. 
Subsec. 220(3.1) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 181(1), applicable 
to penalties and interest in respect of 1985 et seq. 
Selected Cases [subsec. 220(3.1)]: Bozzer vy. R., [2010] 3 C.T.C. 137 (FC) 
(Taxation year is year in which tax debt arose); Slau Ltd. y. R., [2010] 1 C.T.C. 15 
(FCA) (More than one “reasonable” outcome possible when discretion exercised); 
Nixon v. MNR, [2008] 5 C.T.C. 263 (FC) (Failure to establish extraordinary circum- 
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stances insufficient grounds to deny relief); Ross v. Canada (CCRA); [2006] 3 C.T.C. 
42 (FC) (Economic circumstances of, taxpayer should be. reviewed);: Sixgraph 
Informatique Ltée v..R., [2005] 5 C.T.C, 3 (FC); aff'd [2005] 4.C.T.C. 157 (FCA) 
(Minister and minister’s representative have power to render decision); Vitellaro v. 
Canada (CRA), [2005] 3 C.T.C. 88 (FCA) (Standard of review is reasonableness 
simpliciter);, Elwell v. MNR, {2004] 4 C.T.C. 263 (FC) (Minister should have exercised 
discretion in fayour of taxpayer); Johnston v..R., [2003] 4 C.T.C. 32 (FCTD) (Misap- 
prehension as to relevant facts allows court to interfere with exercise of discretion); 
Harold v. Canada (CCRA), [2003] 4 C.T.C. 21 (FCTD) (Standard of review is patent 
unreasonableness); Robertson v. MNR, [2003] 2 C.T.C: 78 (FCTD) (Minister’ s decision 
tainted by erroneous findings of fact); Edwards v. Canada (CCRA), [2002] 3 C.T.C. 
339 (FCTD) (Standard for review of exercise of discretion is patent unreasonableness); 
MacKay v. Canada (CCRA), [2002} 2 C.T.C. 138 (FCTD) (Standard for review of ex- 
ercise of discretion is “patent unreasonableness’’); Edison v. R., [2001] 3 €.T.C. 233 
(FCTD) (Officers taking part in decision not to apply provision should not also be part 
of review process); Hillier v. Canada (A.-G.), [2001] 3 C.T.C. 157 (FCA); rev’ g [2001] 
1 C.T.C. 12 (FCTD) (Courts will interfere with exercise of discretion if conduct does 
not meet statutory standard); Syal v. Canada (A.-G.), [1999].3 C.T.C. 666 (FCTD) 
(Discretion under fairness package is Minister’s, not Court’s); Bilida v. MNR, [1997] 2 
C.T.C. 143 (FCTD) (Court will review Minister’s decision if all relevant factors not 
considered); Taylor v. Canada, [1995] 2 C.T.C. 2133 (TCC) (Provision applies only to 
penalties and interest payable after assessment); Housser v: Canada, [1994] 2 C.T.C. 
2233 (TCC) (Court will not second-guess. Minister on exercise of discretion); 
Montgomery v. Canada, [1994] 2 C.T.C. 57 (FCTD) (Minister’s power to waive inter- 
est and penalties applies to 1985 and subsequent years); Wasson (P.G.) v. Canada, 
[1993] 2 C.T.C. 2338 (TCC) (Court had no jurisdiction to make declaratory judgment 
that Minister wrong not to waive interest and penalties). 


Remission Orders: Léopold Bouchard Remission Order, P.C. 2007-562 (remission 
of tax where paying debt would cause extreme hardship); Doina-Florica Calin Remis- 
sion Order, P.C. 2007-563 (tax refunded where deadline missed due to health 
problems); Yvonne Townshend Remission Order, P.C. 2007-1776 (remission of tax and 
interest based on extreme hardship); Eugene Skripkariuk Remission Order, P.C. 2009- 
169 (remission of tax where filing error would have been detected by CRA “if proper 
procedures had been followed”, and payment of amount would cause extreme hard- 
ship); Catherine Bland Remission Order, P.C. 2009-170 (remission of tax where inter- 
est charges “increased the debt to a level where paying it would cause extreme hard- 
ship”); Jared Torgerson Remission Order, P.C. 2009-878 (tax and interest remitted due 
to CRA error in 1993); Pierre Gosselin Remission Order, P.C. 2009-951 (remission for 
1991-2005 due to circumstances not within taxpayer’s control); Laura Speakman Re- 
mission Order, P.C. 2010-1593 (remission of penalty more than 10 years back); 
Cynthia Carlson Remission Order, P.C. 2010-1594 (remission of interest more than 10 
years back); Jacqueline Doskoch Remission Order, P.C. 2010-1595 (same); Evan War- 
den Remission Order, P.C. 2010-1596 (same). 


Information Circulars: 98-1R3: Collections policies; 
provisions. 


CRA Audit Manual: 3.0: Fairness and client rights; 11.6.6 and Appendix A-11.2.24:' 
Fairness report. 


07-1: Taxpayer relief 


Forms: RC199: Voluntary disclosures program (VDP) — taxpayer agreement; 
RC4288: Request for taxpayer relief; T4060: Collections policies [guide]. 


(3.2) Late, amended or revoked elections — The Minister 
may extend the time for making an election or grant DerRiESTeN to 
amend or revoke an election if 


(a) the election was otherwise required to be made by'a exper 
or by a partnership, under a prescribed provision, on or before a_ 
day in a taxation year of the taxpayer (or in the case of a partner- 
ship, a fiscal period of the partnership); and 


(b) the taxpayer or the partnership applies, on or before the day 
that is ten calendar years after the end of the taxation year or the 
fiscal period, to the Minister for that extension or permission. 


Related Provisions: 60(1), 60(1)(iv) — Minister may accept late rollover of RRSP 4 
after death to spouse, child or grandchild; 127,4(5.1) — Authorization for late LSVCC 
investments; 146(22) — Authorization for late RRSP contributions; 220(3) — Late fil- 
ing allowed by extending time for return; 220(3.21) — Certain designations deemed to 
be elections; 220(3.3)— Date of late election, amended election or. revocation; 
220(3.4) — Consequential assessment; 220(3.5) — Penalty for late filed, amended or 
revoked elections. 


History: Subsec. 220(3.2) amended by 2005, c. 19, s..48, applicable in era of ap-) 
plications made after 2004. The subsec. formerly read: 


(3.2) Where 
(a) an election by a taxpayer or a partnership under a provision Of this Act or 
a regulation that is a prescribed provision was not made on or before the day 
on or before which the election was otherwise required to be made; or 
(b) a taxpayer or partnership has made an election under a provision of this 
Act or a regulation that is a prescribed provision, 
the Minister may, on application by the taxpayer or the partnership, extend the 
time for making the election referred to in paragraph (a) or grant permission to 
amend or revoke the election referred to in paragraph (b). 
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Subsec. 220(3.2) added by 1994, c. 7, Sch. IL attic G ices subsec.; eas 1), applicable 
0, elections in respect of 1985.et seq. 


| Selected Cases [subsec. 220(3.2)]: Costen: v.R., 12003] 2,.G TC. 2163 (TCC) 
| (Only Minister can grant extension); McNabb Family Trust v. Canada, [1996] 3 C.T.C. 


| 126 (FCTD) (Test is whether Minister acted arbittanly or unfairly, 1 not peste Court 
) might have decided). 


| Regulations: 600 (prescribed provisions). ; 
‘Interpretation Bulletins: IT-120R5: Principal residence. 
‘Information Circulars: 07-1: Taxpayer relief provisions. 


‘CRA Audit Manual: 12:4.5: Late’ filed elections; 28.6.3: Fairness provisions — late, 
amended or revoked elections; 28.12.0: Cancellation/waiver of penalties under the fair- 
ness provisions. 


Part XV 


(3.201) Joint election — pension income split — On applica- 

/tion by a taxpayer, the Minister may extend the time for making an 

election, or grant permission to amend. or revoke an election, under 

‘section 60.03 if 

| (a) the application is made on or before the day that is three cal- 

_ endar years after the taxpayer’s filing-due date for the taxation 
year to which the election applies; and. 


(b) the taxpayer is resident in Canada 

: (i) if the taxpayer is decéased ‘at the time of the application, 
at the time that is immediately before the taxpayer’s death, or 
(ii) in any other case, at the time of the application. 


History: Subsec. 220(3.201) added by 2007, c. 35, subsec. 61(1), ppae to 2007 et 
seq. 


(6.21) Belonctione and allocations —For the purpose of sub- 
‘section (3.2), 


(a) a designation in any form prescribed for the purpose of para- 

-~ graph, 80(2)(), or any. of subsections. 80(5) to (1.1). or. 80,03(7) is 

_ deemed. to. be,,an, election’ under. a reserthed provision of this 
Act; and 


(b)a, designation or allocation under. subsection 132. 11(6) is 
|. deemed to be an election under a prescribed provision of this 
a ACL. 


‘History: Subsec. 220(3.21) amended) by 1999, c..22, s. 78, in force June 17,.1999. It 
‘formerly read: 


(3.21) Designations under section 80 and subsection 80. 03(7) — For the 
purposes of subsection (3.2), a designation in any form prescribed for the pur- 
pose of paragraph 80(2)(i) or any of ‘subsections 80(5) to (11) or 80.03(7) shall 
be deemed.to be an election.under a prescribed provision, of this Act, 


Subsec: 220(3.21) added by 1995, c: 21, s) 42, applicable June 22, 1995. 


(3.3) Date of late election, amended election or revoca- 
tion — Where; under ‘subsection (3:2), the Minister has extended 
the time for making an election or granted permission to amend or 
revoke an election, 


| © (a) the election or the amended election, as the case may be, 
_~ shall- be deemed to have been made on the day on or before 
which the election was otherwise required to be made and in the 
manner in which the election was otherwise required to be 
made, and, in the case of an amendment to an election, that elec- 
tion shall be deemed, otherwise than for the purposes of this sec- 
tion, never ‘to have been made; and 


” (b) the election that was revoked shall be deemed, otherwise 
than for the purposes of this section, never to have been made. 
Related Provisions: 220(3.4) — Assessment to take late filing into account. 


‘History: Subsec, 220(3.3), added by 1994, c.,7, Sch. II (1991, c, 49), subsec, 181), 
applicable to elections in respect of 1985 et seq. 


(3.4) Assessments — Notwithstanding. . subsections _.152(4), 
(4.01), (4.1) and (5), such assessment of the tax, interest and penal- 
ties payable by each taxpayer in respect of any taxation, year that 

began before the day an application is made under subsection (3.2) 
to the Minister shall be made as is necessary to take into account 
the election, the amended election or the revocation, as the case 
may be, referred to in subsection (3.3). 

Related Provisions: 164(1.5) — Refunds; 164(3.2) — Interest on refunds and re- 
payments; 165(1.1)— Limitation of right to object to assessment or determination; 
169(2)(a) Limitation of right to appeal. 


— Administration: and Enforcement 


CRA Audit Manual: 
_ elections. 


S. 220(3.8) 


History: Subsec:.220(3.4) amended by 1998, c. 19; subsec. 221(2), applicable to elec- 


tions in respect. of 1985, et seq. Subsec. 2203.4) formerly. read: 


(3.4) Notwithstanding subsections 152(4), (4:1) and (5);;such‘assessment of the: 
tax, interest and penalties payable by each taxpayer in respect of any taxation 
year commencing before the day an application is made under subsection (3.2) to” 
the Minister shall be made as is necessary to take into account the election, the 
amended election or the revocation, as the case aig be, referred to in subsection 
(3.3). 


Subsec. 220(3.4) added by 1994, c. 7, Sch. M (1991, (of 49), subsec. 181d), applicable 
to elections in mepect of 1985. et seq. 


(3.5) Penalty for late filed, amended or. revoked. elec- 
tions — Where, on application by a taxpayer. or a partnership, the 
Minister extends the time for making an election-or grants permis- 
sion to amend or revoke an election (other than an,extension or. per- 
mission under subsection (3.201)), the taxpayer or the partnership, 
as the casé may be, is liable to a penalty equal to the lesser of 


(a) $8,000, and 


(b) the product obtained when $100 is: multiplied by the number 
of complete months from, the day.on or, before. which. the elec- 
tion, was. required, to, be;,made to the day.the application. was 
made in:a form satisfactory tothe Minister: 


Related Provisions: 220(3.6) — Assessment of penalty. 


History: The opening words of subsec/ 220(3.5) amended: to add-(other than an’ ex- 
tension or permission under subsection, (3.201))” Ry 2007, ¢. 35, subsec..61(2), applica- 
ble to 2007 et seq. 


Subsec. 220(3. 5) added by 1994,.c. ‘i Sch. Il (1991, c. 49), subsec. 181(1), applicable 
to elections in respect of 1985 et seq. 


28.6.3: Baimess eOvisiony 22 ate) amended. or sevoked 


(3.6) Unpaid balance of penalty — The Minister shall, with all 
due dispatch, examine éach €lection; amended election and'tevoked’ 
election referred to in subsection (3.3), ‘assess any penalty payable 
and send a notice of assessment to the taxpayer or the’ partnership, 
as the'case may be, and the taxpayer or the partnership, as the case 


_may be; shall ‘pay forthwith to the Receiver General the amount, if 


any, by which the penalty so assessed exceeds the total of all 
amounts previously. paid on account of that penalty. 


Related Provisions: 161(11)(c) — Interest -on) penalties, 


History: Subsec’ 220(3.6) added by ‘1994, c. 7, Sch. II (1991, '¢. 49), subsec. 181(1), 
applicable to elections: in respect of 1985 et seq. 


(3.7) Idem — The provisions of Divisions I and J of Part I apply, 
with such modifications as the circumstances require, to an assess- 
ment’ made under this section as though it ‘se sat oe under 
section 152. ip. 60H 


History: Subsec. 220(3.7) added by 1994, c. 7, Sch. II (1991, c. 49); subsec. 181(1), 
applicable to elections in respect of 1985 et seq. 


(3.8) Dishonoured instruments, — [applicable in respect. of in- 
struments dishonoured after March 31, 2007] For the purposes. of 
this Act and section 155.1 of the Financial Administration Act 


(a) any charge that becomes payable at any time by a person 
under the Financial Administration Act in téspect of an instru- 
ment tendered in payment or settlement of. an amount that is 
payable or remittable under this Act is deemed to be an amount 
that becomes. payable: or remittable by \the petson:at that time 
cunder' this: Act; 


(b) sections 152; 158 and 159, subsections 161(iy, (2) and (11), 
sections 162 to 167 and Division J of this Part are applicable to 
the amount deemed to become payable or remittable by this sub- 
section with any modifications that the circumstances require; 


(c) Part Il of the Interest and Administrative Charges Regula- 
tions does not apply to the charge; and 


(d) any debt under:subsection 155.1(3). of the»Financial:Admin-; 
istration Act in respect/of the charge is;deemed to, be »extin- 
guished ‘at the time the total of the amount and any applicable 
interest under: this Act is ‘paid. 


History: Subsec. 220(3:8) added by 2006, c. 4,'subsec. 164(2), dopivdavid} in respect of 
instruments dishonoured' after’ March 31, 2007: 
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(4) Security — The Minister may, if the Minister considers it ad- 
visable in a particular case, accept security for payment of any 
amount that is or may become payable under this Act. 


Related Provisions: 159(2) — Certificate before distribution; 222(8)(b) — Exten- 
sion of 10-year limitation period on collection action while security held; 222.1 — Ap- 
plication to awards of court costs. 


Regulations: 2200 (Minister may discharge security). 


(4.1) Idem — Where a taxpayer has objected to or appealed from 
an assessment under this Act, the Minister shall, while the objection 
or appeal is outstanding, accept adequate security furnished by or 
on behalf of the taxpayer for payment of the amount in controversy 
except to the extent that the Minister may collect the amount be- 
cause of subsection 225.1(7). 


Related Provisions: 222(8)(b) — Extension of 10-year limitation period on collec- 
tion action while security held. 


History: Subsec. 220(4.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
127(3). Subsec. (4.1) formerly read: 


(4.1) Idem where objection or appeal — Where a taxpayer has objected to or 
appealed from an assessment under this Act, the Minister shall accept adequate 
security furnished by or on behalf of the taxpayer for payment of the amount in 
controversy while the objection [or] appeal is outstanding. 


(4.2) Surrender of excess security — Where at any time a tax- 
payer requests in writing that the Minister surrender any security 
accepted by the Minister under subsection (4) or (4.1), the Minister 
shall surrender the security to the extent that the value of the secur- 
ity exceeds the total of amounts payable under this Act by the tax- 
payer at that time. 


Related Provisions: 222.1 — Application to awards of court costs. 


(4.3) Security furnished by a member institution of a 
deposit insurance corporation — The Minister shall accept 
adequate security furnished by or on behalf of a taxpayer that is a 
member institution in relation to a deposit insurance corporation 
(within the meaning assigned by subsection 137.1(5)) for payment 
of 


(a) the tax payable under this Act by the taxpayer for a taxation 
year, to the extent that the amount of that tax exceeds the 
amount that that tax would be if no amount that the taxpayer is 
obliged to repay to the corporation were included under para- 
graph 137.1(10)(a) or (b) in computing the taxpayer’s income 
for the year or a preceding taxation year, and 


(b) interest payable under this Act by the taxpayer on the 
amount determined under paragraph (a), 


until the earlier of 


(c) the day on which the taxpayer’s obligation referred to in par- 
agraph (a) to repay the amount to the corporation is settled or 
extinguished, and 


(d) the day that is 10 years after the end of the year. 


History: Para, 220(4.3)(a) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
181(2), to substitute “for the year or a preceding taxation year” for “for the year’, ap- 
plicable after July 13, 1990. 


(4.4) Additional security — The adequacy of security furnished 
by or on behalf of a taxpayer under subsection (4.3) shall be deter- 
mined by the Minister and the Minister may require additional se- 
curity to be furnished from time to time by or on behalf of the tax- 
payer where the Minister determines that the security that has been 
furnished is no longer adequate. 


History: Subsec. 220(4.4) added by 1987, c. 46, s. 65, applicable after February 17, 
1987. 


(4.5) Security for departure tax — If an individual who is 
deemed by subsection 128.1(4) to have disposed of a property 
(other than a right to a benefit under, or an interest in a trust gov- 
erned by, an employee benefit plan) at any particular time in a taxa- 
tion year (in this section referred to as the individual’s “emigration 
year’’) elects, in prescribed manner on or before the individual’s 
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balance-due day for the emigration year, that this subsection and 
subsections (4.51) to (4.54) apply in respect of the emigration year, 


(a) the Minister shall, until the individual’s balance-due day for 
a particular taxation year that begins after the particular time, 
accept adequate security furnished by or on behalf of the indivi- 
dual on or before the individual’s balance-due day for the emi- 
gration year for the lesser of 


(i) the amount determined by the formula 


A-B=[{(A-B)/A) x C] 
where 


A is the total amount of taxes under Parts I and I.1 that 
would be payable by the individual for the emigration 
year if the exclusion or deduction of each amount referred 
to in paragraph 161(7)(a) were not taken into account, 


B_ is the total amount of taxes under those Parts that would 
have been so payable if each property (other than a right 
to a benefit under, or an interest in a trust governed by, an 
employee benefit plan) deemed by subsection 128.1(4) to 
have been disposed of at the particular time, and that has 
not been subsequently disposed of before the beginning of 
the particular year, were not deemed by subsection 
128.1(4) to have been disposed of by the individual at the 
particular time, and 


C is the total of all amounts deemed under this or any other 
Act to have been paid on account of the individual’s tax 
under this Part for the emigration year, and 


(ii) if the particular year immediately follows the emigration 
year, the amount determined under subparagraph (i), and in 
any other case, the amount determined under this paragraph 
in respect of the individual for the taxation year that immedi- 
ately precedes the particular year; and 


(b) except for the purposes of subsections 161(2), (4) and (4.01), 


(i) interest under this Act for any period that ends on the indi- 
vidual’s balance-due day for the particular year and through- 
out which security is accepted by the Minister, and 


(ii) any penalty under this Act computed with reference to an 
individual’s tax payable for the year that was, without refer- 
ence to this paragraph, unpaid 


shall be computed as if the particular amount for which adequate 

security has been accepted under this subsection were an amount 

paid by the individual on account of the particular amount. 
Related Provisions: 128.1(6)— Tax cancelled if emigrant returns to Canada; 
128.3 — Shares acquired on rollover deemed to be same shares for 220(4.5); 
152(10) — Posted security deemed not to be tax assessed for purposes of administra- 
tion of provincial tax; 220(4.51) Exemption for first $25,000 of security; 
220(4.52) — Security effective only for departure tax; 220(4.53) — Where security 
proves inadequate; 220(4.54) — Extension of time for making election; 220(4.7) — 
Reduction in security for undue hardship; 257 — Formula cannot calculate to less than 
Zero. 


Forms: T1244: Election, under subsec. 220(4.5) of the ITA, to defer the payment of 
tax on income re deemed disposition of property. 


(4.51) Deemed security — If an individual (other than a trust) 
elects under subsection (4.5) that that subsection apply. in respect of 
a taxation year, for the purposes of this subsection and subsections 
(4.5) and (4.52) to (4.54), the Minister is deemed to have accepted 
at any time after the election is made adequate security for a total 
amount of taxes payable under Parts I and I.1 by the individual for 
the emigration year equal to the lesser of 


(a) the total amount of those taxes that would be payable for the 
year by an inter vivos trust resident in Canada (other than a trust 
described in subsection 122(2)) the taxable income of which for 
the year is $50,000, and 


(b) the greatest amount for which the Minister is required to ac- 
cept security furnished by or on behalf of the individual under 
subsection (4.5) at that time in respect of the emigration year, _ 


and that security is deemed to have been furnished by the individual. 
before the individual’s balance-due day for the emigration year. 
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(4.52) Limit — Notwithstanding subsections (4.5) and (4.51), the 
Minister is deemed at any time not to have accepted security under 
subsection (4.5) in respect of an individual’s emigration year for 
any amount greater than the amount, if any, by which 


(a) the total amount of taxes that would be payable by the indivi- 

dual under Parts I and I.1 for the year if the exclusion or deduc- 
tion of each amount referred to in paragraph 161(7)(a), in re- 
spect of which the day determined under paragraph 161(7)(b) is 
after that time, were not taken into account 


exceeds 


(b) the total amount of taxes that would be determined under 
paragraph (a) if this Act were read without reference to subsec- 
tion 128.1(4). 


(4.53) Inadequate security — Subject to subsection (4.7), if it is 
determined at any particular time that security accepted by the Min- 
ister under subsection (4.5) is not adequate to secure the particular 
-amount for which it was furnished by or on behalf of an individual, 


(a) subject to a subsequent application of this subsection, the se- 
curity shall be considered after the particular time to secure only 
the amount for which it is adequate security at the particular 
time; 
: (b) the Minister shall notify the individual in writing of the de- 
 \termination and shall accept adequate security, for all or any part 
of the particular amount, furnished by or on behalf of the indivi- 
dual within 90 days after the day of notification; and 
(c) any security accepted in accordance with paragraph (b) is 
deemed to have been accepted by' the Minister under subsection 
_- (4.5) on account of the particular amount at the particular time. 
| Related Provisions: 220(4:54)(c) — Extension of 90-day period under (4.53)(b). 


| (4.54) Extension of time — If in the opinion of the.Minister it 
would be just and equitable to do so, the Minister may at any time 
extend 


_., (a) the time for making an election under subsection (4.5); 


(b) the time for furnishing and accepting security under subsec- 
» tion (4.5); or . ; 
(c) the 90-day period for the acceptance of security under para- 
graph (4.53)(b). 


| (4.6) Security for tax on distributions of taxable Canadian 
property to non-resident beneficiaries — Where 


(a) solely because of the application of subsection 107(5), 
paragraphs 107(2)(a) to (c) do not apply to a distribution by a 
trust ina particular taxation year (in this section referred to as 
the trust’s “distribution year’’) of taxable Canadian property, and 


(b) the trust elects, in prescribed manner on or before the trust’s 
balance-due day for the distribution year, that this subsection 
and subsections (4.61) to (4.63) apply in respect of the distribu- 
tion year, 

the following rules apply: 


(c) the Minister shall, until the trust’s balance-due day for a sub- 
sequent taxation year, accept adequate security furnished by or 
on behalf of the trust on or before the trust’s balance-due day for 
the distribution year for the lesser of 


(i) the amount determined by the formula 


A-B-[(A-B)/A) x C] 


where 


A is the total amount of taxes under Parts|1 and I.1. that 
would be payable. by the trust for the distribution year if 
the exclusion or deduction of each amount:referred to in 
paragraph 161(7)(a) were not taken into account, 


Bis the total amount of taxes under those Parts that would 
have been so payable if the rules in subsection 107(2) 
(other than the election referred to in that subsection) had 
applied to each disposition by the trust in the distribution 
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year of property (other than property subsequently dis- 
posed of before the beginning ofthe subsequent year) to 
which paragraph (a) applies, and 


Cis the total of all amounts deemed under this or any other 
Act'to have been paid on account of the trust’s tax under 
this Part for the distribution year, and 


(ii) where the subsequent year immediately follows the distri- 
bution year, the amount determined under subparagraph (i), 
and in any other case, the amount determined under this par- 
agraph in respect of the trust for the taxation year that imme- 
diately precedes the subsequent year, and 


(d) except for the purposes of subsections 161(2), (4) and (4.01), 


(i) interest under this Act for any period ending on the trust’s 
balance-due day for the subsequent year and throughout 
which security is accepted by the Minister, and 


(ii) any penalty under this Act computed with reference to 
the trust’s tax payable for the year that was, without refer- 
ence to this paragraph, unpaid 


shall be computed as if the particular amount for which adequate 

security has been accepted under this subsection were an amount 

paid by the trust on account of the particular amount. 
Related Provisions: 128.3 — Shares acquired on rollover deemed to be same shares 
for 220(4.6); 152(10) — Posted security deemed not to be tax assessed for purposes of 
administration of provincial tax; 220(4.61) — Security effective only for tax caused by 
107(5); 220(4.62) — Where security proves inadequate; 220(4.63) — Extension of 
time for making election; 220(4.7) — Reduction in security for undue hardship; 257 — 
Formula cannot ‘calculate to less ‘than zero. 


(4.61) Limit — Notwithstanding ‘subsection (4.6), the Minister is 
deemed at any time not to. have accepted security under that subsec- 
tion in respect.of a trust’s distribution year for any amount greater 
than the amount, if.any, by which 


(a) the total amount of taxes that would be payable by the trust 
under Parts I and I.1 for the year if the exclusion or deduction of 
each amount referred to in paragraph 161(7)(a), in respect of 
which the day determined. under paragraph 161(7)(b), is after that 
time, were not taken into account 


exceeds 


(b) the total amount of taxes that would be determined under 

paragraph (a) if paragraphs 107(2)(a) to (c) had applied to each 

distribution by the trust in the year of property to which para- 
- graph (1)(a) applies. 


(4.62) Inadequate security — Subject to subsection (4.7), where 
it is determined at any particular time that security accepted by the 
Minister under subsection (4.6) is not adequate to secure the partic- 
ular amount for which it was furnished by or on behalf of a trust, 


(a) subject to a’ subsequent application of this subsection, the se- 
curity shall be considered after the particular time to secure,only. 
the amount for which it is adequate security at the particular 
time; 

(b) the Minister shall notify the trust in writing of the determina- 
tion and shall accept adequate security, for all or any part of the 
particular amount, furnished by or on behalf of the trust within 
90 days after the notification; and 


(c) any security accepted in accordance with, paragraph (b). is 
deemed to have been accepted by the Minister under subsection 
(4.6) on account of the particular amount at the particular time. 


(4.63) Extension of time — Where in the opinion of the Minister 
it would be just and equitable to do so, the Minister may at any time 
extend 

(a) the time for making an election under, subsection (4.6); 

(b) the time for furnishing and accepting security under subsec- 

tion (4.6); or 


(c) the: 90-day period for the acceptance of the security under 
paragraph (4.62)(b). 
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(4.7) Undue hardship — If, in respect of any period of time, the 
Minister determines that an individual who has made an election 
under either of subsection (4.5) or (4.6) 


(a) cannot, without undue hardship, pay or reasonably arrange to 
have paid on the individual’s behalf, an amount of taxes to 
which security under that subsection would relate, and 


(b) cannot, without undue hardship, provide or reasonably ar- 
range to have provided on the individual’s behalf, adequate se- 
curity under that subsection, 


the Minister may, in respect of the election, accept for the period 
security different from, or of lesser value than, that which the Min- 
ister would otherwise accept under that subsection. 


Related Provisions: 220(4.71) — Transactions entered into to create hardship to be 
ignored. 


(4.71) Limit — In making a determination under subsection (4.7), 
the Minister shall ignore any transaction that is a disposition, lease, 
encumbrance, mortgage, hypothec, or other voluntary restriction by 
a person or partnership of the person’s or partnership’s rights in re- 
spect of a property, if the transaction can reasonably be considered 
to have been entered into for the purpose of influencing the 
determination. 

History [220(4.5)-(4.71)]: Subsecs. 220(4.5) to (4.71) added by 2001, c. 17, s. 178, 
applicable to dispositions and distributions that occur at any time after October 1, 1996 
except that; 


(a) the reference to “$50,000” in para. 220(4.51)(a) shall be read as a reference to 
“$75,000” in respect of emigration years that are before 2001; and 


(b) if an individual ceased to be resident in Canada, or a distribution by a trust 
occurred to which para. 220(4.6)(a) applies in respect of the trust, before the partic- 
ular day on which the amending legislation is assented to, 


(i) an election by the individual under subsec. 220(4.5), or by the trust under 
subsec. 220(4.6), as the case may be, in respect of the taxation year that in- 
cludes that time is deemed to have been made in a timely manner if it is made 
on or before the individual’s filing-due date for the taxation year that includes 
the particular day; and 


(ii) security furnished by or on behalf of the individual under subsec. 220(4.5), 
or by or on behalf of the trust under subsec. 220(4.6), as the case may be, is 
deemed to have been furnished in a timely manner if it is furnished on or 
before the individual’s filing-due date for the taxation year that includes the 
particular day. 


(5) Administration of oaths — Any officer or servant employed 
in connection with the administration or enforcement of this Act, if 
designated by the Minister for the purpose, may, in the course of 
that employment, administer oaths and take and receive affidavits, 
declarations and affirmations for the purposes of or incidental to the 
administration or enforcement of this Act or regulations made 
thereunder, and every officer or servant so designated has for those 
purposes all the powers of a commissioner for administering oaths 
or taking affidavits. 


Related Provisions: Interpretation Act 19 — Administration of oaths. 


(6) Assignment by corporation — Notwithstanding section 67 
of the Financial Administration Act and any other provision of a 
law of Canada or a province, a corporation may assign any amount 
payable to it under this Act. 

Related Provisions: 220(7) — Assignment not binding on federal government. 


History: Subsec. 220(6) added by 1997, c. 25, s. 66, applicable to assignments made 
after March 5, 1996. 


Forms: T4163: Guide for discounters. 


(7) Effect of assignment — An assignment referred to in sub- 
section (6) is not binding on Her Majesty in right of Canada and, 
without limiting the generality of the foregoing, 


(a) the Minister is not required to pay to the assignee the as- 
signed amount; 


(b) the assignment does not create any liability of Her Majesty 
in right of Canada to the assignee; and 


(c) the rights of the assignee are subject to all equitable and stat- 
utory rights of set-off in favour of Her Majesty in right of 
Canada. 
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History: Subsec. 220(7) added by 1997, c. 25, s. 66, applicable to assignments made 
after March 5, 1996. 

Definitions [s. 220]: “amount”, “assessment”, “balance-due day’ — 248(1); “‘calen- 
dar year” — Interpretation Act 37(1)(a); “(Commissioner of Revenue” — Canada Rev- 
enue Agency Act s. 25; “corporation” — 248(1), Interpretation Act 35(1); “deposit in- 
surance corporation” — 137.1(5); “disposition” — 248(1); “distribution year” — 
220(4.6)(a); “emigration year” —220(4.5); “employed”, “employee benefit plan”, 
“employment”, “filing-due date” — 248(1); “fiscal period” — 249.1; “Her Majesty” — 
Interpretation Act 35(1); “individual”, “insurance corporation” — 248(1); “inter vivos 
trust” — 108(1), 248(1); “Minister”, “non-resident” — 248(1); “oath” — Interpreta- 
tion Act 35(1); “officer” — 248(1)“office”; “person”, “prescribed”, “property” — 
248(1); “province” — Interpretation Act 35(1); “regulation” — 248(1); “resident in 
Canada” — 250; “security” — Interpretation Act 35(1); “servant” — 248(1)‘*employ- 
ment”; “tax payable” — 248(2); “taxable Canadian property”, “taxable income” — 
248(1); “taxation year’ — 249; “taxpayer” — 248(1); “trust” — 104(1), 248(1), (3); 
“undue hardship” — 220(4.71); “writing” — Interpretation Act 35(1). 


221. (1) Regulations — The Governor in Council may make 
regulations | 
(a) prescribing anything that, by this Act, is to be prescribed or 
is to be determined or regulated by regulation; 


(b) prescribing the evidence required to establish facts relevant 
to assessments under this Act; 


(c) to facilitate the assessment of tax where deductions or ex- 
emptions of a taxpayer have changed in a taxation year; 


(d) requiring any class of persons to make information returns 
respecting any class of information required in connection with 
assessments under this Act; 

(d.1) requiring any person or partnership to provide any infor- 
mation including their name, address, Social Insurance Number 
or business number to any class of persons required to make an 
information return containing that information; 


(d.2) requiring any class of persons to make information availa- 
ble to the public for the purpose of making information returns 
respecting any class of information required in connection with 
assessments under this Act; 


(€) requiring a person who is, by a regulation made under para- 
graph (d), required to make an information return to supply a 
copy of the information return or of a prescribed part thereof to 
the person to whom the information return or part thereof 
relates; 


(f) [Repealed] 


Selected Cases [para. 221(1)(f)]: Doyle v. MNR, [1989] 2 C.T.C. 270 (FCTD) 


(Abeyance letter may be signed by taxpayer’s designated agent and an officer of Ap- 
peals Division). 
(g) providing for the retention by way of deduction or set-off of 
the amount of a taxpayer’s income tax or other indebtedness 
under this Act out of any amount or amounts that may be or 
become payable by Her Majesty to the taxpayer in respect of 
salary or wages; 


(h) defining the classes of persons who may be regarded as de- 
pendent for the purposes of this Act; 


(i) defining the classes of non-resident persons who may be re- 
garded for the purposes of this Act 


(i) as a spouse or common-law partner supported by a tax- 
payer, or 


(ii) as a person dependent or wholly dependent on a taxpayer 
for support, 


and specifying the evidence required to establish that a person 
belongs to any such class; and 


(j) generally to carry out the purposes and provisions of this Act. 


Related Provisions: 65(2)— Regulations permitting resource allowances; 
147.1(18) — Authority for regulations re registered pension plans; 214(13), 215(4), 
(5) — Regulations re non-resident withholding tax; 221(2)— Effect of regulations; 
221(3) — Regulations binding Crown; 233— Demands for information returns; 
244(12) — Judicial notice to be taken of regulations; Interpretation Act 31(4) — Power 
to repeal, amend or vary regulations. 


History: Para. 221(1)(d.2) added by 2007, c. 35, s. 62, applicable to information in 


respect of taxation years of taxpayers and fiscal periods of partnerships that end after 
July 3, 2007. ; 
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Subsec. 221(1) amended by. 2000, c. 12, Sch. 2,'s. 1, to replace “spouse” with “spouse 
or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. See.also the 
transitional rules reproduced in the History to 248(1)“common-law partner’. 


Para. 221(1)(d.1) amended and para. 221(1)(f) repealed by 1998, c. 19, subsecs: 222( 1), 
(2), in force on June 18, 1998. Paras. 221(1)(d.1) and (f) formerly read: 


(d.1) requiring any person to provide any information including that person’s 
name, address and‘ Social Insurance Number to any class of persons required to 
make an information return containing that information; 


(f) authorizing a designated officer or class of officers to exercise powers or per- 
form duties of the Minister under this Act; 


Subsec. 221(3) of the said c.. 19 provides: 


Any power or duty of the Minister of National Revenue delegated to an officer or a 
class of officers by a regulation made under para. 221(1)(f) before [June 18, 1998] 
continues to be delegated to that officer or that class of officers until an authorization 
by that Minister made under subsec. 220(2.01) changes the delegation of that power 
or duty. 


Selected Cases [subsec. 221(1)]: Milley et al. v. Granby Const. & Equipment Ltd. 
et al., [1974] C.T.C. 701 (BC CA) (Minister may delegate power to seize records under 
subsec. 231(4)). 


Regulations: Parts I-XCIV and Schedules I to VIII. For regulations under paras. 


| 221(1)(d), (e), see Part II; under para. (g), see Part XXV; 204.1, 229.1 (required disclo- 


sure for 221(1)(d.2) by publicly traded trusts and partnerships). 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips. 


(2) Effect — A regulation made under this, Act shall have effect 
from the date it is published in the Canada Gazette or’at such time 
thereafter as may be specified in the regulation unless the regulation 
provides otherwise and it 


(a). has. a relieving effect only; 


(b) corrects an ambiguous or deficient enactment that was not in 
accordance with the objects of this Act or the Income Tax 
Regulations; 


(c).is consequential on an amendment to this Act that is applica- 
ble before the date the regulation is published in the Canada Ga- 
zette; Or 


(d) gives effect to a budgetary or other public announcement, in 
which case the regulation shall not, except where paragraph (a), 
(b) or (c) applies, have effect 


(i) before the date on which the announcement was made, in 
the case of a deduction or withholding from an amount Bhices 
or credited, and 


(ii) before the taxation year in which the announcement is 
made, in any other case. 


Selected Cases: Savard v. R., [1998] 1. C.T.C. 2430 (TCC) (White Paper constituted 
“budgetary or public announcement’). 


(3) Regulations binding Crown — Regulations made under 
paragraph (1)(d) or (e) are binding on Her Majesty 1 in right of Can- 
ada or a province: 


History: Subsec. 221(3) added by 1994, c. 7, Sch. Il (1991, c. 49), s.°182, applicable 
after 1990. 


(4) Incorporation by reference — A regulation made under this 
Act may incorporate by reference material as amended from time. to 
time. 

History: Subsec. 221(4) added by 1998, c. 19, subsec. 222(3), applicable to any regu- 
lation, regardless of whether it is made before or after June 18, 1998. 

Definitions [s. 221]: “amount”, “assessment”, “business number”, “common-law 
partner’ — 248(1); “Governor in Council”, “Her Majesty” — Interpretation Act 35(1); 
“Minister”, “non-resident” — 248(1); ‘ ”, “prescribed” — 248(1); “province” — 


‘person : 
Interpretation Act 35(1); “regulation”, “salary or wages” — 248(1); “taxation year” — 
249; “taxpayer” — 248(1), 
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221.1 Application of interest — For greater certainty, where an 
amendment to this Act or an amendment or enactment that relates 
to this Act applies to or in respect of any transaction, event or time, 
or any taxation year, fiscal period or other period of time or part 
thereof (in this section referred to as the “application time’’) occur- 
ting, or that is, before the day on which the amendment or ‘enact- 
ment is assented to or promulgated, for the purposes of the provi- 


S. 222(3) 


sions of this Act that provide for payment of, or liability to, any 
interest, the amendment or enactment shall, unless’ a contrary inten- 
tion is evident, be deemed to have come into force at the beginning 
of the last taxation year beginning before the application time. 

History: S. 221.1 added by 1994, c. 7, Sch. If (1991, c. 49), s. 183, applicable to 


amendments and enactments assented to or promulgated after 1989 and shall be 
deemed to have come into force on January 1, 1990. 


Definitions [s. 221.1]: “fiscal period” — 249(2)(b), 249.1; “taxation year’ — 11(2), 
249. 


CRA Audit Manual: 12.3.0: Application of proposed legislative amendments. 


221.2 (1) Re-appropriation of amounts — Where a particular 
amount was appropriated to an amount (in this section referred to as 
the “debt’’) that is or may become payable by ‘a person under any 
enactment referred to in paragraphs 223(1)(a) to (d), the Minister 
may, on application by, the person,,.appropriate .the. particular 
amount, or a part thereof, to another amount that is or may become 
payable under any such enactment and, for the purposes of any, such 
enactment, 


(a) the later appropriation shall be deemed to have been made at 
the time of the earlier appropriation; 


(b) the earlier appropriation. shall be: deemed :not to have been 
made to the extent of the later appropriation; and 


(c) the particular amount shall be deemed not to have been paid 
on account of the debt to the extent of the later appropriation. 


(2) Re-appropriation of amounts — [applicable in respect of 
reappropriation applications made after March 31, 2007] Where a 
particular amount was appropriated to an amount (in this section 
referred to as the “debt’”) that is or may become payable by a person 
under this. Act, the Excise. Tax Act, the Air Travellers. Security 
Charge Act or the Excise Act, 200], the Minister may, on applica- 
tion by the person, appropriate the particular amount, or a part of it, 
to another amount that is or may become payable under any of 
those Acts. and, for the purposes of any of those: Acts, 


(a) the later appropriation is deemed to have been- made at the 
time of the earlier appropriation; 


(b) the earlier appropriation is deemed not to have been. made to 
the extent of the later appropriation; and 


(c) the particular amount is deemed not'to have been paid on 
account of the.debt,to the extent, of the later appropriation. 
Related Provisions: 161.1 — Offsetting of refund interest and arrears interest. 


History: S. 221.2 renumbered as subsec. 221.2(1) and subsec. (2) added by 2006, c. 4, 
s. 165, applicable in respect of reappropriation applications made after March 31, 2007. 


S. 221.2 added by 1994, c. 7, Sch. VIII.(1993, c. 24), s. 128. 
Definitions [s. 221.2]: “amount”, “Minister”, “person” — 248(1). 


Collection 


222. (1) Definitions — The following definitions apply in this 
section. 


“action” means an action to collect a tax debt of a taxpayer and 
includes a proceeding in a court and anything done by the Minister 
under subsection 129(2), 131(3), 132(2) or 164(2), section 203 or 
any provision of this Part. 


“tax debt” means any amount payable bya taxpayer under this 
Act. 


(2) Debts to Her Majesty — A tax debt is a debt due to Her Maj- 
esty and is recoverable as such in the Federal Court or any other 
court.of competent jurisdiction or in any other manner provided by 
this Act. 


CRA Audit Manual: 10.11.7: Referral of files.and information to revenue collections. 


(3) No actions after limitation period — The Minister may not 
commence an action to collect a tax debt after the end of the limita- 
tion period for the collection of the tax debt. 


Related Provisions: 222(4), (5) — Limitation period. 
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(4) Limitation period — The limitation period for the collection 
of a tax debt of a taxpayer 


(a) begins 


(i) if a notice of assessment, or a notice referred to in subsec- 
tion 226(1), in respect of the tax debt is sent to or served on 
the taxpayer, after March 3, 2004, on the day that is 90 days 
after the day on which the last one of those notices is sent or 
served, and 


(ii) if subparagraph (i) does not apply and the tax debt was 
payable on March 4, 2004, or would have been payable on 
that date but for a limitation period that otherwise applied to 
the collection of the tax debt, on March 4, 2004; and 


(b) ends, subject to subsection (8), on the day that is 10 years 
after the day on which it begins. 


Related Provisions: 222(5) — Restart of limitation period; 222(8) — Extension of 
limitation period; 244(14), (14.1) — Date when notice sent. 


History: Subpara. 222(4)(a)(i) amended by 2010, c. 25, s. 65, to substitute “sent” for 
“mailed” in two places, in force on December 15, 2010. 


Selected Cases: Collins v. R., [2006] 1 C.T.C. 1 (FC) (Provision overrules limitation 
periods). 


(5) Limitation period restarted — The limitation period de- 
scribed in subsection (4) for the collection of a tax debt of a tax- 
payer restarts (and ends, subject to subsection (8), on the day that is 
10 years after the day on which it restarts) on any day, before it 
would otherwise end, on which 


(a) the taxpayer acknowledges the tax debt in accordance with 
subsection (6); 


(b) the Minister commences an action to collect the tax debt; or 


(c) the Minister, under subsection 159(3) or 160(2) or paragraph 
227(10)(a), assesses any person in respect of the tax debt. 


Related Provisions: 222(6), (7) — Meaning of “acknowledges”. 


(6) Acknowledgement of tax debts — A taxpayer acknowl- 
edges a tax debt if the taxpayer 


(a) promises, in writing, to pay the tax debt; 


(b) makes a written acknowledgement of the tax debt, whether 
or not a promise to pay can be inferred from the acknowledge- 
ment and whether or not it contains a refusal to pay; or 


(c) makes a payment, including a purported payment by way of 
a negotiable instrument that is dishonoured, on account of the 
tax debt. 


Related Provisions: 222(7) — Acknowledgment by agent or legal representative. 


(7) Agent or legal representative — For the purposes of this 
section, an acknowledgement made by a taxpayer’s agent or legal 
representative has the same effect as if it were made by the 
taxpayer. 


(8) Extension of limitation period — In computing the day on 
which a limitation period ends, there shall be added the number of 
days on which one or more of the following is the case: 


(a) the Minister may not, because of any of subsections 225.1(2) 
to (5), take any of the actions described in subsection 225.1(1) in 
respect of the tax debt; 


(b) the Minister has accepted and holds security in lieu of pay- 
ment of the tax debt; 


(c) if the taxpayer was resident in Canada on the applicable date 
described in paragraph (4)(a) in respect of the tax debt, the tax- 
payer is non-resident; or 


(d) an action that the Minister may otherwise take in respect of 
the tax debt is restricted or not permitted by any provision of the 
Bankruptcy and Insolvency Act, of the Companies’ Creditors 
Arrangement Act or of the Farm Debt Mediation Act. 


(9) Bar to claims — Notwithstanding any law of Canada or a 
province, Her Majesty is not liable for any claim that arises because 
the Minister collected a tax debt after the end of any limitation pe- 


Income Tax Act 


riod that applied to the collection of the tax debt and before March 
4, 2004. 


(10) Orders after March 3, 2004 and before effect — Not- 
withstanding any order or judgment made after March 3, 2004 that 
declares a tax debt not to be payable by a taxpayer, or that orders 
the Minister to reimburse to a taxpayer a tax debt collected by the 
Minister, because a limitation period that applied to the collection 
of the tax debt ended before royal assent to any measure giving ef- 
fect to this section, the tax debt is deemed to have become payable 
on March 4, 2004. 


Remission Orders [subsec. 222(10)]: Ram Sewak Remission Order, P.C. 2006- 
445 (cancels $990 tax debt from 1977, which grew with interest while taxpayer was 
away from Canada 1978-2001). 


Related Provisions [s. 222]: 225.1 — Collection restrictions. 


History: S. 222 amended by 2004, c. 22, s. 50, in force May 14, 2004. The section 
formerly read: 


222. Debts to Her Majesty — All taxes, interest, penalties, costs and other 
amounts payable under this Act are debts due to Her Majesty and recoverable as 
such in the Federal Court of Canada or any other court of competent jurisdiction 
or in any other manner provided by this Act. 


Selected Cases [s. 222]: Canada (A.-G.) v. National Bank of Canada, (2004) 4 
C.T.C. 193 (FCA); leave to appeal to SCC refused 2004 CarswellNat 3585 (Minister 
has priority to secured creditors). 


Selected Cases [former s. 222]: Markevich v. Canada, [1999] 2 C.T.C. 104 
(FCTD) (Provincial limitation statutes do not override Act); MNR vy. 2440-1986 
Quebec Inc., [1990] 2 C.T.C. 149 (FCTD) (Valid seizure of goods sold to avoid tax 
liability); Clarkson Co. Ltd. v. Canada, [1989] 1 C.T.C. 142 (FCA) (Crown may set off 
debt to taxpayer against tax debt to Crown); R. v. Sands Motor Hotel Ltd. et al., [1984] 
C.T.C. 612 (Sask QB) (Dividends paid out prior to assessment set aside and preferred 
shares redeemed to protect Crown as creditor under Business Corporations Act 
(Sask.)). 

Definitions [s. 222]: “acknowledges” — 222(6); “action” — 222(1); “amount”, “as- 
sessment” — 248(1); “Canada” — 255, Interpretation Act 35(1); “Federal Court’ — 
Federal Courts Act s. 4; “Her Majesty” — Interpretation Act 35(1); “legal representa- 
tive” — 248(1); “limitation period” — 222(4); “Minister”, “non-resident”, “person” — 
248(1); “province” — Interpretation Act 35(1); “resident in Canada” — 250; “secur- 
ity’ — Interpretation Act 35(1); “sent” — 244(14), (14.1); “tax debt” — 222(1); “tax- 
payer” — 248(1); “writing” — Interpretation Act 35(1); “written” — Interpretation 
Act 35(1)“writing”. 

Information Circulars: 98-1R3: Collections policies. 


1.T. Technical News: 22 (limitation laws on collection actions). 


222.1 Court costs — Where an amount is payable by a person to 
Her Majesty because of an order, judgment or award of a court in 
respect of the costs of litigation relating to a matter to which this 
Act applies, subsections 220(4) and (4.2) and sections 223, 224 to 
225 and 226 apply to the amount as if the amount were a debt ow- 
ing by the person to Her Majesty on account of tax payable by the 
person under this Act. 

History: S. 222.1 added by 1998, c. 19, s. 223, applicable to amounts that are payable 
after June 18, 1998, including amounts that became payable before June 18, 1998. 


Definitions [s. 222.1]: 
35(1); “person” — 248(1). 


“amount” — 248(1); “Her Majesty” — Interpretation Act 


223. (1) Definition of “amount payable” — For the purposes of 
subsection (2), an “amount payable” by a person means any or all’ 
of 


(a) an amount payable under this Act by the person; 
(a.1) [Repealed] 


(b) an amount payable under the Employment Insurance Act by 
the person; 


(b.1) an amount payable under the Unemployment Insurance Act 
by the person; 


(c) an amount payable under the Canada Pension Plan by the 
person; and 


(d) an amount payable by the person under an Act of a province 
with which the Minister of Finance has entered into an agree- 
ment for the collection of taxes payable to the province under 
that Act. 
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Related Provisions: 221.2 — Transfers of balances between ‘accounts; 223. Maja 
_ Application. iB 


History: Para. 223(1)(b.1) added by 1998, c. 19, Subsec. 224(1), deemed to have come 
into force on June 30, 1996. 


Para. 223(1)(b) amended by 1996, c. 23, para. 187(d), “s substitute “Employment Insur- 
ance Act’ for “Unemployment Insurance Act’, in force June 30, 1996. 


(2) Certificates — An amount payable:by a person (in this section 
referred to as a “debtor’’) that has not been paid or any part of an 

amount payable by the debtor that has not been paid may be certi- 
fied by the Minister as an amount payable by the debtor. 


Related: Provisions: :222(3) — Ten-year limitation on: collection: action; 222.1 — 
Application tovawards of court costs; 225.1 — No collection action for 90 days or if 
objection. filed; 231.2(1) — requirement to provide information or documents for col- 
lection purposes; 231.6(1) — foreign-based documents sought for collection purposes. 


Selected Cases [subsec. 223(2)]: Gadbois v. MNR, [2003] 1 C.T.C: 353 (FCA) 
(Federal Court has powers necessary to enforce its own judgments); Royal Bank of 
Canada v. Canada, [1992] 2 C.T.C. 427-(BC CA) (Provision did not.contravene s. 8 of 
the Charter or para. 1(a) of the Bill of Rights); Wright v..A.G. Can., [1988] 1 €.T.C. 
107 (Ont D.C.) (Crown priority.over spouse claiming arrears in support payments’ not 
violation of Charter); Bois-de Construction du.Nord (1971) Ltée voR., [1987] 1 C.T.C. 
333. (FCA). (Federal Court has jurisdiction to hear and order provisional: seizure); 
Lennox Industries (Canada) Ltd. yv.:R., [1987] 1.C.T:C. 171 (FCTD) (Equality, provi- 
sions of Charter inapplicable to Crown’s priority as creditor); Morgan Trust Co. v. 
Dellelce et al., [1985] 2 .C.T.C, 370 (Ont SC) (Shares in RRSP account subject to 
seizure but trustee of RRSP has no obligation under Crown’s third-party demand where 
money not yet payable to taxpayer); Stephens Estate v. R., [1985] 2 C.T.C. 149 
(FCTD) (Re-filing of writs not new seizure: after temporary li‘ting of same); 384238 
Ontario Ltd. et al. v. R., [1984] C.T.C..523 (FCA) (Suit against Crown. for. conyersion 
of company’s assets seized for individual’s tax liabilities dismissed where Crown did 
_not use assets as owner; trespass action estopped where individual treated assets as his 
| own); Charron Estate v. R., [1984] C.T.C. 237 (FCTD) (Certificate. quashed where 
| Minister's opinion not supported by facts); Frankel v. R., [1984] C:T.C. 259 (FCTD) 
(Taxpayer and ‘corporations entered’ into agreement with Minister te tax debts; Min- 
ister, failing to observe notations on cheques as to applicable: debt, did not act improp- 
_erly; taxpayer’s personal debt remained unpaid); R. v. Van de Wygerd, [1983] .C.T.C. 
99 (FCTD) (Subsequent to filing certificate, seizure of property sold by taxpayer set 
aside where fraud not proven); Chouinard et al. v. Saint-Martin et al., [1982] C.T.C. 
177 (FCTD) (Seizure of property transferred pursuant to order valid where certificate 
filed before deed of transfer registered under Civil Code); Athenian Construction Ltd. 
_y. R., 81 D.T.C. 5352 (FCTD) (After filing certificate, Crown’s application for attach- 
ment order dismissed where improper procedure employed); Re Gero, [1979] C.T.C. 
309 (FCTD) (RRSP funds subject to seizure); R. v. Restaurant and Bar La Seigneurie 
| de Sept-Iles Inc., [1977] C.T.C. 96 (FCTD) (Seizure by Crown of assets used as secur- 
ity on bank loan was valid; rather than opposing seizure, bank permitted to recover 
amounts from proceeds of sale as creditor under article 604 of Quebec Code of Civil 
Procedure); R. y. Williams, [1975] C.T.C. 397 (FCTD) (No direction required for 
amount to be payable). 


Information Circulars: 98-1R3: Collections policies. 


(3) Registration in court — On production to the Federal Court, 
|a certificate made under subsection (2) in respect of a debtor shall 
be registered in the Court and when so registered has the same ef- 
‘fect, and all proceedings may be taken thereon, as if the certificate 
were a judgment obtained in the Court against the debtor for a debt 
in the amount certified plus interest thereon to the day of payment 
as provided by the statute or statutes referred to in subsection (1) 
under which the amount is payable and, for the purpose of any such 
| proceedings, the certificate shall be deemed to be a judgment of the 
Court against the debtor for a debt due to Her Majesty, enforceable 


in the amount certified’ plus interest thereon to the day of payment 


as provided by that statute or statutes. 


‘Related Provisions: 161(1) — Interest; 161(11) — Interest on penalties; 222(3) — 

/ Ten-year limitation on collection action; 222.1 — Application to awards of court costs; 

223. 1(1) — Application; 225.1 — No collection action for 90 days or if objection filed: 
227.1(2)(a) — Liability of directors; 248(11)— Compound interest. 


sec. (3) formerly read: 


(3) Registration in Court — On production to the Federal Court, a certificate 
made under subsection (2) in respect of a debtor shall be registered in the Court 
and when so registered has the same effect, and all proceedings may be’ taken 
thereon, as if the certificate were a:judgment obtained in the Court against’ the 
debtor for a debt in the amount certified plus interest thereon to the day of pay- 
ment as provided by law and, for the purposes of any such proceedings, the cer- 
tificate shall be deemed to bea judgment of the Court against the debtor fora 
debt due to Her Majesty enforceable in theamount certified plus interest thereon 
to the day of payment as provided-by law. 


History: Subsec. 223(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 129. Sub- 


S. 223(6)(b) 


Selected Cases [subsec. 223(3)]: Kune v.'R., [1982] C.T.C. 300 (FCTD) (Stay of 
execution granted with respect to real property, but not personal, property where tax- 
payer provided evidence of fire insurance, mortgage and tax payment);\Re Van Gastel, 
[1982] C.T.C..61 (FCTD) (Federal. Court exercised jurisdiction to indefinitely stay fur- 
ther execution of writ of fi fieri facias issued by it where Minister failed to deal. with 
objection “with all due dispatch”); R. y. Rumball, [1981] C.T.C. 9 (FCTD) (Stay of 
execution only granted where seizure Ate and assessment under objection or appeal). 


(4) Costs — All reasonable costs and charges incurred or paid in 
respect of the registration in the Court of a certificate made under 
subsection (2) or in respect of any proceedings taken to collect the 
amount certified are recoverable in like manner as if they had been 
included in the amount certified in the certificate when it was 
registered. 


(5) Charge on property — A document issued by the Federal 
Court evidencing a certificate in respect of a debtor registered under 
subsection (3), a writ of that Court issued pursuant to the certificate 
or any notification of the document-or. writ (such document, writ or 
notification in this section referred to'.as a°““memorial”) may: be 
filed, registered or otherwise recorded for the purpose of creating a 
charge, lien or priority on, or a binding interest in, property in a 
province, or any interest in such property, held by the debtor in the 
same manner as a document evidencing , 


endment oes 223(5) openin 


010 draft legislation P: 
s of subsec. 22315) 
ity” for “interest in s 


under 12(4). 
(a) a judgment of the superior court of the province against a 
person for a debt owing by the person, or 


“(b) an amount payable or required to be remitted by a person in 
the province in respect of a debt owing to Her Majesty in right 
of the, province 


may be filed, registered or otherwise recorded in accordance with or 


pursuant to the law of the province to create a charge, lien or prior- 
ity on, or a binding interest in, the property or interest. 


Related .. Provisions: ,. 222(3) — Ten-year. limitation,..on collection action; 
223(11.1) — Where .charge registered under Bankruptcy and Insolvency Act, 
223.1(1) — Application; 225.1 — No collection action for 90 days or if objection filed; 
248(4) — Interest in real property. 


History: Subsec. 223(5) amended by 1998, c. 19, subsec. 224(2), in force June 18, 
1998. Subsec. 224(S) formerly read: 


(5) Charge on land — A document (in this ‘section referred’ to as .a “memorial”) 
issued by the Federal Court evidencing a certificate in respect of a debtor regis- 
tered under subsection (3) may be filed, registered or otherwise recorded for the 
purpose of creating a charge or lien on or otherwise binding land in a province, 
or any interest therein, held by the debtor in the same manner as a: document 
evidencing a judgment of the superior court of the province against a person for 
a debt owing by the person may be filed, registered or otherwise recorded in 
accordance with the law of the province to create a charge or lien on or otherwise 
bind land, or any interest therein, held by the person. 


Selected Cases [subsec. 223(5)]: Keith G. Collins Ltd. v. MNR, [2008] 5 C.T.C. 
193 (Man. CA) (RRSPs_- subject to Minister’s security interest). 


(6) Creation of charge — If a memorial has been filed, regis- 
tered or otherwise recorded under subsection (5), 


(a) a charge, lien or priority is created on, or a binding interest is 
created in, property. in the province, or any interest in such pro- 
perty, held by the debtor, or 


(b) such property or interest in the property is otherwise chia 


ad Amendment - — 223(6)(a), (b) 


will amend paras. 223( 
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Technical Notes (July 2010): See under.12(4), 


in the same manner and to the same extent as if the memorial were 
a document evidencing a judgment referred to in paragraph (5)(a) or 
an amount referred to in paragraph (5)(b), and the charge, lien, pri- 
ority or binding interest created shall be subordinate to any charge, 
lien, priority or binding interest in respect of which all steps neces- 
sary to make it effective against other creditors were taken before 
the time the memorial was filed, registered or otherwise recorded. 


Related Provisions: 223(11.1) — Where charge registered under Bankruptcy and 
Insolvency Act; 223.1(1) — Application; 248(4) — Interest in real property. 


History: Subsec. 223(6) amended by 1998, c. 19, subsec. 224(2), in force June 18, 
1998. Subsec. 224(6) formerly read: 


(6) Idem — Where a memorial has been filed, registered or otherwise recorded 
under subsection (5), a charge or lien is created on land in the province, or any 
interest therein, held by the debtor, or such land or interest is otherwise bound, in 
the same manner and to the same extent as if the memorial were a document 
evidencing a judgment of the superior court of the province. 


(7) Proceedings in respect of memorial — If a memorial is 
filed, registered or otherwise recorded in a province under subsec- 
tion (5), proceedings may be taken in the province in respect of the 
memorial, including proceedings 


(a) to enforce payment of the amount evidenced by the memo- 
rial, interest on the amount and all costs and charges paid or in- 
curred in respect of 


(i) the filing, registration or other recording of the memorial, 
and 


(11) proceedings taken to collect the amount, 


(b) to renew or otherwise prolong the effectiveness of the filing, 
registration or other recording of the memorial, 


(c) to cancel or withdraw the memorial wholly or in respect of 
any of the property or interests affected by the memorial, or 


(d) to postpone the effectiveness of the filing, registration or 
other recording of the memorial in favour of any right, charge, 
lien or priority that has been or is intended to be filed, registered 
or otherwise recorded in respect of any property or interest af- 
fected 2 the memorial, 


Application: The ao soe ( ‘ 
247(3), will amend paras. mii and (d) to trad as 2 
Royal Assent. - 


in the same manner and to the same extent as if the memorial were 
a document evidencing a judgment referred to in paragraph (5)(a) or 
an amount referred to in paragraph (5)(b), except that if in any such 
proceeding or as a condition precedent to any such proceeding any 
order, consent or ruling is required under the law of the province to 
be made or given by the superior court of the province or a judge or 
official of the court, a like order, consent or ruling may be made or 
given by the Federal Court or a judge or official of the Federal 
Court and, when so made or given, has the same effect for the pur- 
poses of the proceeding as if it were made or given by the superior 
court of the province or a judge or official of the court. 


Related Provisions: 222(3) — Ten-year limitation on collection action; 225.1 — No 
collection action for 90 days or if objection filed. 


Income Tax Act 


History: Subsec. 223(7) amended by 1998, c. 19, subsec. 224(2), in force June 18, 
1998. Subsec. 224(7) formerly read: 
(7) Where a memorial of a certificate in respect of a debtor registered under 
subsection (3) is filed, registered or otherwise recorded as permitted under sub- 
section (5), proceedings may be taken in respect thereof, including proceedings 
(a) to enforce payment of the amount certified in the certificate, interest 
thereon and all costs and charges paid or incurred in respect of 


(i) the filing, registration or other recording of the memorial, and 

(ii) proceedings taken to collect the amount, 
(b) to renew or otherwise prolong the effectiveness of the filing, registration ~ 
or other recording of the memorial, 


(c) to cancel or withdraw the memorial wholly or in respect of one or more’ ~ 
parcels of land or interests in land affected by the memorial, or 


(d) to postpone the effectiveness of the filing, registration or other recording 
of the memorial in favour of any right, charge or lien that has been or is 
intended to be filed, registered or otherwise recorded in respect of any land 
or interest in land affected by, the memorial, 


in the same manner and subject to the same restrictions and limitations’as though 
the memorial were a document evidencing a judgment of the superior court of 
the province except that, where in any such proceeding or as a condition prece- * 
dent to any such proceeding any order, consent or ruling is required under the 
law of the province to be made or given by the superior court of the province or 

a judge or official thereof, a like order, consent or ruling may be made or given 
by the Federal Court or a judge or official thereof and, when so made or given, 
has the same effect for the purposes of the proceeding as though made or given 
by the superior court of the province or a judge or official thereof. 


(8) Presentation of documents — If 


(a) a memorial is presented for filing, registration or other re- 
cording under subsection (5) or a document relating to the me- 
morial is presented for filing, registration or other recording for 
the purpose of any proceeding described in subsection (7) to any: 
official in the land, personal property or other registry system of) 
a province, it shall be accepted for filing, registration or other’ 
recording, or 


(b) access is goligi to any person, Bidkce or thing in a province to 
make the filing, registration or other recording, the access shall 
be granted 


in the same manner and to the same extent as if the memorial or 
document relating to the memorial were a document evidencing a, 
judgment referred to in paragraph (5)(a) or an amount referred to in 
paragraph (5)(b) for the purpose of a like proceeding, as the case, 
may be, except that, if the memorial or document is issued by the 
Federal Court or signed or certified by a judge or official of the 
Court, any affidavit, declaration or other evidence required under 
the law of the province to be provided with or to accompany the 
memorial or document in the proceedings is deemed to have been 
provided with or to have accompanied the memorial or document as 
so required. 

Related Provisions: 223.1(1) — Application. 

History: Subsec. 223(8) amended by 1998, c. 19, subsec. 224(2), in force June 18, 
1998. Subsec. 224(8) formerly read: 


(8) Where a memorial of a certificate registered under subsection (3) is presented 
for filing, registration or other recording as permitted under subsection (5), or 
any document relating to the memorial is presented for filing, registration or 
other recording for the purpose of any proceeding described in subsection (7), to 
any officer of a superior court of a province or to any official:in the land registry 
system of a province, it shall be accepted for filing, registration or other record- 
ing as though it were a like document issued from the superior court of the prov- 
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ince or prepared in respect of a document evidencing a judgment of the superior 
court of the province for the purpose of a like proceeding, as the case may be, 
except that, where the memorial or document is issued by the Federal Court or 
signed or certified by a judge or official thereof, any affidavit, declaration or 
other evidence required under the law of the province to be provided with or to 
accompany. the memorial or document’ in such proceedings shall be deemed to 
have been provided with)or to have accompanied the memorial or: document as 
so required. 


(9) Sale, etc. — Notwithstanding any law of Canada or.of a. prov- 


ince, a’sheriff or other person shall not; without the written consent 
of the Minister, sell or otherwise dispose of any property, or publish 
any notice or otherwise advertise in respect of any sale or other dis- 
position of any propery pursuant to any process issued or charge, 
lien, priority or binding interest created in any proceeding to collect 
an amount certified in a certificate made under subsection (2), inter- 
est on the amount and costs, but if that consent is subsequently 
given, any property that would have been affected by such a pro- 


cess, charge, lien, priority or binding interest if the Minister’s con- 


sent had been given at the time the process was issued or the 
charge, lien, priority or binding interest was created, as the case 
may be, shall be. bound, seized, attached, charged or otherwise af- 


fected as it would be if that consent had been given at the time the 


process was issued or the charge, lien, priority or binding interest 
was created, as the case may be. 


Related Provisions: 223.1(1) — Application. 


History: Subsec. 223(9) amended by 1998, c.. 19, subsec. 224(2), in force June 18, 
1998. Subsec. 224(9) formerly read: 


(9) Notwithstanding any law of Canada or of a province, a sheriff or other person 
shall not, without the written consent of the Minister, sell or otherwise dispose of 
any property, or publish any notice or otherwise advertise:in respect of any sale 
or other disposition of any property pursuant to any process issued. or charge or 
lien created in any proceeding to collect an amount certified in a certificate made 
under subsection (2), interest thereon and costs but any property that would have 
been affected by such a process; 'charge or lien had the Minister’s consent been 
given at the time the process was issued:or the charge or lien was created, as the 
case may be, shall be bound, seized, attached, charged or otherwise affected. as it 
would be had that consent been given at the time the process was issued or the 
charge or lien was created, as the case may be. 


(10) Completion of notices, etc. — If information required to 
be set out by any sheriff or other person in a minute, notice or docu- 
ment required to be completed for any purpose cannot, by reason of 


subsection (9), be so set out, the sheriff or other person shall com- 


plete the minute, notice or document to the extent possible without 
that information and, when the consent of the Minister is given 
under that subsection, a further minute, notice or document setting 
out all the information shall be completed for the same purpose, and 
the sheriff.or other person having complied with this subsection is 
deemed to have complied with the Act, regulation or rule requiring 
the information to be set out in the minute, notice or document. 


Related Provisions: 223.1(1) — Application. 


History: Subsec. 223(10) amended by 1998, c. 19, subsec. 224(2), in force June 18, 

1998. Subsec. 224(10) formerly read: 
(10) Where information required to be set out by any sheriff or other person in a 
minute, notice or document required to be completed for any. purpose cannot, by 
reason of subsection (9), be so set out, the sheriff or other person shall complete 
the minute, notice or document to, the extent possible without that information 
and, when the consent of the Minister is given for the purpose of that subsection, 
a further minute, notice or document setting out all the information shall be com- 
pleted for the same purpose, and the sheriff or other person having complied 
with this subsection shall be deemed to have complied with the Act, regulation 
or rule requiring the information to be set out in the minute, notice or document. 


(11) Application for an order — A sheriff or other person who 
is unable, by reason of subsection (9) or (10), to comply with any 
law or rule of court is bound by any order made by a judge of the 
Federal Court, on an ex parte application by the Minister, for the 
purpose of giving effect to the proceeding, charge, lien, priority or 
binding interest. 

Related Provisions: 223.1(1) — Application. 

History: Subsec. 223(11) amended by 1998, c. 19, subsec. 224(2), in force June 18, 


1998. Subsec. 224(11) formerly read: 


(11) A sheriff or other person who is unable, by reason of subsection (9) or (10), 
to’comply with any law or'rule of court shall be bound by such order as may be 


S, 223.1(2) 


made by a judge of the Federal Court, onan ex parte application by the Minister, 
for the purpose of giving effect to. the proceeding, charge or. lien. 


(11.1) Deemed security — When a charge, lien, priority or bind- 
ing interest created under subsection (6) by filing, registering or 
otherwise recording a memorial under subsection (5) is registered in 
accordance with subsection 87(1) of the Bankruptcy and Insolvency 
Act, it is deemed 


(a) to be a claim that is secured by a security and that, subject to 
subsection 87(2) of that Act, ranks as a secured claim under that 
Act; and. 


(b) to-also be a claim referred to in paragraph 86(2)(a) of that 
Act. 


History: Subsec. 223(11.1) amended by 2000, c. 30, s. 175, to replace the term “secur- 
ity claim” with “secured claim’, deemed to have come into force. on June, 18, 1998. 


Subsec. 223(11.1) added by 1998)c. 19, subséc. 224(2), in force June 18,1998. 


(12) Details in certificates and memorials — Notwithstanding 
any law. of Canada’or of a province, in any certificate made under 
subsection (2) in respect of a debtor, in any memorial evidencing 
the certificate or in any writ or document issued for the purpose of 
collecting an amount certified, it is sufficient’ forall purposes 


(a) to set out, as the amount payable by the debtor, the total of 
amounts payable by the debtor without setting out the separate 
amounts making up that total; and 


(b) to refer to the rate of interest to be charged on. the separate 
amounts making up. the amount payable in-general terms as in- 
terest at the rate prescribed under this Act applicable from time 
to time on amounts payable to the Receiver General without in- 
dicating the specific rates of interest to be charged on each of the 
separate amounts or to be charged for any particular period of 
time. 


Related Provisions [subsec. 223(12)]: 223.1(1) — Application; 225.1 — Collec- 
tion restrictions. 


Selected Cases [s. 223]: Klassen v..Canada (A.-G.), [2008] 2 C.T.C. 228 (Sask 
QB) (Judgment enforcement system does not provide further opportunity to dispute 
assessments); Ross v. R., [2003] 1 C.T.C. 19 (FCA) (Certificate registered within pro- 
vincial limitation period sufficient to preserve tax debt and support writ of execution); 
Prodor v. R., [1997] 3 C.T.C. 179 (FCTD) (Applicable interest rate is that prescribed in 
particular statute, not as provided in Federal Court Act); Optical Recording 
Laboratories Inc. v. Canada, [1990] 2 C.T.C. 524 (FCA) (Reassessment held not to 
nullify a certificate previously filed which includes tax payable under previous assess- 
ment; where reassessment adds nothing to assessment, it nullifies previous. certificate); 
Bougie v. Canada, [1990] 2.C.T.C. 365 (FCTD) (Beneficiary under will liable for tax 
debts of deceased despite having received discharge issued in error). 

Definitions [s. 223]: “amount”? —.223(1), 248(1);: “Federal Court” — Federal 
Courts Act s..4; “Her: Majesty” — Interpretation Act 35(1); ‘‘interest’”.— in real pro- 
perty 248(4); “memorial”—- 223(5);;“‘Minister” — 248(1);. “movable” — Quebec Civil 
Code art. 900-907; “person”, “property”? — 248(1); “province” —Jnterpretation Act 
35(1); “superior court”. — Interpretation Act 35(1). 


Regulations [s. 223]:'4301 (prescribed rate of interest). 


223.1 (1) Application of subsecs. 223(1) to (8) and (12) — 
Subsections 223(1) to (8) and (12) are applicable with respect to 
certificates made under. section 223 or section 223 of the Income 
Tax Act, chapter 148. of the Revised Statutes of Canada, 1952, after 
1971 and documents. evidencing such. certificates that were issued 
by the Federal Court and that were filed, registered or otherwise 
recorded after 1977 under the laws of a province, except that, where 
any such certificate or document was the subject of an action pend- 
ing in a court on February 10, 1988 or the subject of a court deci- 
sion given on or before that date, section 223 shall be read, for the 
purposes of applying it with respect to that certificate or document, 
as section 223 of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, read at the time the certificate was regis- 
tered or the document was issued, as the case may be. 


(2) Application of subsecs. 223(9) to (11) — Subsections 
223(9) to (11) are applicable with respect to certificates made under 
section 223, or section 223 of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, after September, 13, 1988. 


Origin of s. 223.1: R.S.C. 1985, c. 1.(Sth Supp.) (formerly contained in rules of 
application in 1988, c. 55, s. 168). 
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1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Definitions [s. 223.1]: “Federal Court” — Federal Courts Act s. 4; “province” — 
Interpretation Act 35(1). 


224. (1) Garnishment — Where the Minister has knowledge or 
suspects that a person is, or will be within one year, liable to make a 
payment to another person who is liable to make a payment under 
this Act (in this subsection and subsections (1.1) and (3) referred to 
as the “tax debtor”), the Minister may in writing require the person 
to pay forthwith, where the moneys are immediately payable, and in 
any other case as and when the moneys become payable, the mon- 
eys otherwise payable to the tax debtor in whole or in part to the 
Receiver General on account of the tax debtor’s liability under this 
Act. 


Related Provisions: 222(3) — Ten-year limitation on collection action; 222.1 — 
Application to awards of court costs; 224(4) — Liability on failure to comply; 224(5), 
(6) — Service of garnishee; 225.1 — No collection action for 90 days or if objection 
filed; 231.2(1) — requirement to provide information or documents for collection pur- 
poses; 231.6(1)—foreign-based documents sought for collection purposes; 244(5), 
(6) — Proof of service by mail or personal service; 248(7)(a) — Mail deemed received 
on day mailed. 


History: Subsec. 462(2.1) of the Bank Act, added by 2005, c. 19, s. 57, provides: 


462. (2.1) Notices: Minister of National Revenue — Despite subsections (1) 
and (2), a notice, demand, order or other document issued with respect to a cus- 
tomer of a bank constitutes notice to the bank and fixes the bank with knowledge 
of its contents and, where applicable, is binding on property belonging to the 
customer and in the possession of the bank or on money owing to the customer 
by reason of an account in the bank, if it is sent to the branch of the bank referred 
to in subsection (1) or (2), an office of the bank referred to in paragraph (3)(a) or 
any other office agreed to by the bank and the Minister of National Revenue and 
it relates to 


(a) the administration of an Act of Parliament by the Minister of National 
Revenue; or 


(b) the administration of an Act of the legislature of a province or legislation 
made by an aboriginal government, where the Minister or the Minister of 
National Revenue has entered into a tax collection agreement under an Act 
of Parliament with the government of the province or the aboriginal 
government. 


Parallel provisions were added by 2005, c. 19, ss. 58, 59 and 64 respectively as Bank 
Act subsec. 579(2.1) (for authorized foreign banks), Cooperative Credit Associations 
Act subsec. 385.32(2.1) (credit unions) and Trust and Loan Companies Act subsec. 
448(2.1) (trust companies). 


Subsec. 224(1) substituted by 1994, c. 21, subsec. 101(1), applicable to requirements 
and notifications made after 1992, except that, in applying the subsec. to requirements 
and notifications made on or before June 15, 1994, the reference to “one year” shall be 
read as “90 days”. That subsec. formerly read: 


(1) Where the Minister has knowledge or suspects that a person is or will be, 
within 90 days, liable to make a payment to another person who is liable to make 
a payment under this Act (in this subsection and subsections (1.1) and (3) re- 
ferred to as the “tax debtor”), the Minister may, by registered letter or by a letter 
served personally, require that person to pay forthwith, where the moneys are 
immediately payable, and in any other case, as and when the moneys become 
payable, the moneys otherwise payable to the tax debtor in whole or in part to 
the Receiver General on account of the tax debtor’s liability under this Act. 


Selected Cases [Subsec. 224(1)]: Investors Group Trust Co. y. R., [2008] 3 C.T.C. 
432 (Sask CA) (Where Minister cannot seize exempt assets, cannot garnish proceeds of 
sale of same asset); Berry Creek Resources Inc. v. KYJO Resources Ltd., (2006] 4 
C.T.C. 146 (Alta QB) (Terms of escrow agreement determine whether lawyer with 
trust funds is “liable to make a payment” to tax debtor); Lessard v. R., [2003] 3 C.T.C. 
2824 (TCC) (No debtor-creditor relationship between partners vis-a-vis share of prof- 
its; requirement to pay held invalid); Maritime Life Assurance Co. y. R., [2000] 4 
C.T.C. 98 (FCA); [1997] 3 C.T.C. 2561 (TCC) (Where no right to get cash value of 
policy that is part of RRSP, insurer not a person liable to make a payment); Wellgate 
International Ltd. v. MNR, [2000] 3 C.T.C. 257 (FCTD) (Collection proceedings could 
not be used to give Federal Court jurisdiction to determine underlying matters); 
Markevich v. Canada, [1999] 2 C.T.C. 104 (FCTD) (Provincial limitation statutes do 
not override Act); National Trust Co. v. R., [1998] 4 C.T.C. 26 (FCA); rev’ g [1997] 1 
C.T.C. 2549 (TCC) (Trustee of RRSP was person “liable to make a payment”); Bank of 
Montreal v. MNR, [1992] 1 C.T.C. 2292 (TCC) (Bank served with garnishment order 
not liable for honouring cheques drawn on trust account by wife of tax debtor); 
Manufacturers Life Insurance Co. v. MNR, [1991] 2 C.T.C. 2171 (TCC), (Provision 
inapplicable to force insurer to pay money under policy since no amount actually paya- 
ble to taxpayer at time of attempted garnishment); Chhabra v. Canada, [1989] 2 C.T.C. 
13 (FCTD) (Damages for unfair or malicious treatment of taxpayer awarded against 
Crown garnishing 75% of gross income and failing to attempt settlement of debt 
reasonably); Ontario Development Corp. v. Canada, [1989] 1 C.T.C. 319 (FCTD) 
(Book debts absolutely assigned before Crown’s third-party demand not subject to 
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garnishment); De Coninck v. Royal Trust Corp, [1989] 1.C.T.C. 179 (NB CA) (Rela- 
tionship between depositor and trust company administering RRSP is that of cestui que 
trust and trustee, not debtor and creditor, and trustee is not person “liable to make a 
payment” within scope of provision); Lennox Industries (Canada) Ltd. v. R., [1987] 1 
C.T.C. 171 (FCTD) (Charter inapplicable to Crown’s priority over other creditors); R. 
v. Royal Bank of Canada, [1986] 2 C.T.C.: 211 (FCA) (Actual notice to company’s 
debtors not required to validly assign debts in manner opposable to Crown’s third-party 
demand; constructive notice by registration sufficient); Sorenson v. MNR, 82 D.T.C. 
6246 (FCA) (Garnishment may take place without prior filing of certificate); Canadian 
Imperial Bank of Commerce vy. R., [1981] C.T.C. 435 (FCTD) (Bank’s s, 88 (now s. 
178) security under Bank Act and general assignment of book debts have priority over 
Crown’s third-party demand); Qureshi et al. v. MNR, [1979] C.T.C. 216 (FCTD) (Ad- 
ministrative decision of Minister whether or not to rely on garnishment not subject to 
judicial review); Jamison v. Federal Business Development Bank et al., 78 D.T.C. 6482 
(BC SC) (Service of demand does not transfer property in the debt). 


Information Circulars: 98-1R3: Collections policies. 


(1:1) Idem — Without limiting the generality of subsection (1), 
where the Minister has knowledge or suspects that within 90 days 


(a) a bank, credit union, trust company or other similar person 
(in this section referred to as the “institution”) will lend or ad- 
vance moneys to, or make a payment on behalf of, or make a 
payment in respect of a negotiable instrument issued by, a tax 
debtor who is indebted to the institution and who has granted 
security in respect of the indebtedness, or 


(b) a person, other than an institution, will lend or advance mon- 

eys to, or make a payment on behalf of, a tax debtor who the 

Minister knows or suspects : 
(i) is employed by, or is engaged in providing services or 
property to, that person or was or will be, within 90 days, so 
employed or engaged, or 


(ii) where that person is a corporation, is not dealing at arm’s 
length with that person, 


the Minister may in writing require the institution or person,as the 
case may be, to pay in whole or in part to the Receiver General on 
account of the tax debtor’s liability under this Act the moneys that 
would otherwise be so lent, advanced or paid and any moneys so 
paid to the Receiver General shall be deemed to have been lent, 
advanced or paid, as the case may. be; to the tax debtor. 

Related Provisions: 222(3) — Ten-year limitation on collection action; 222.1 — 
Application to awards of court costs; 224(4.1) — Liability on failure to comply; 
224(5), (6) — Service of garnishee; 225.1 — No collection action for 90 days or if ob- 
jection filed; 231.2(1) — requirement to provide information or documents for collec- 
tion purposes; 231.6(1) — foreign-based documents sought for collection purposes; 
244(5), (6) — Proof of service by mail or personal service; 248(7)(a) — Mail deemed 
received on day mailed. 


History: The closing words of subsec. 224(1.1) substituted by 1994, c. 21, subsec. 
101(2), applicable to requirements and notifications made after 1992. The closing 
words of that subsec. formerly read: 


the Minister may, by registered letter or by a letter served personally, require the 
institution or person, as the case may be, to pay in whole or in part to the Re-— 
ceiver General on account of the tax debtor’s liability under this Act the moneys 
that would otherwise be so lent, advanced or paid and any moneys so paid to the 
Receiver General shall be deemed to have been lent, advanced or paid, as the 
case may be, to the tax debtor. 


Information Circulars: 98-1R3: Collections policies. 


(1.2) Garnishment — Notwithstanding any other provision of this 
Act, the Bankruptcy and Insolvency Act, any other enactment of 
Canada, any enactment of a province or any law, but subject to sub- 
sections 69(1) and 69.1(1) of the Bankruptcy and Insolvency Act 
and section 11.09 of the Companies’ Creditors Arrangement Act, if 
the Minister has knowledge or suspects that a particular person is, 
or will become within one year, liable to make a payment 


(a) to another person (in this subsection referred to as the “tax 
debtor’) who is liable to pay an amount assessed under subsec- 
tion 227(10.1) or a similar provision, or 


(b) to a secured creditor who has a right to receive the payment 
that, but for a security interest in favour of the. secured creditor, 
would be payable to the tax debtor, 


the Minister may in writing require the particular person to pay 
forthwith, where the moneys are immediately payable, and in any 
other case as and when the moneys become payable, the moneys 
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otherwise payable to the tax debtor or the secured creditor in whole 
or in part to the Receiver General on account of the tax debtor’s 
liability under subsection 227(10.1) or the similar provision, and on 
receipt of that requirement by the particular person, the amount of 
those moneys that is so required to be paid to the Receiver General 
shall, notwithstanding any security interest in those moneys, be- 
come the property of Her Majesty to the extent of that liability as 
assessed by the Minister and shall be paid to the Receiver General 
in priority to any such security interest. 


Related Provisions: 222(3) — Ten-year limitation on collection action; 224(4) — 
Liability on failure to comply; 224(5), (6) — Service of garnishee; 244(5), (6) — Proof 
of service by mail or personal service; 248(7)(a) — Mail deemed received on day 
mailed. t 


History: The opening words of subsec. 224(1.2) amended by 2005, c. 47, s. 139 (as 
amended by 2007, c. 36, s. 108), proclaimed in force September 18, 2009. The opening 
words formerly read: 


(1.2) Idem — Notwithstanding any other provision of this Act, the Bankruptcy 
and Insolvency Act, any other enactment of Canada, any enactment of a province 
or any law, but subject to subsections 69(1) and 69.1(1) of the Bankruptcy and 
Insolvency Act and section 11.4 of the Companies’ Creditors Arrangement Act, 
where the Minister has knowledge or suspects that a particular person is, or will 
become within one year, liable to make a payment 


Subsec. 224(1.2) amended by 1997, c. 12, s. 128, to add “and section 11.4 of the Com- 
panies’ Creditors Arrangement Act’ following “Bankruptcy and Insolvency Act”, in 
force September 30, 1997. 


The opening words of subsec. 224(1.2) substituted by 1994, c. 21, subsec. 101(3), ap- 
plicable to requirements and notifications made after June 15, 1994. The opening 
words formerly read: 


(1.2) Notwithstanding any other provision of this Act, the Bankruptcy and Insol- 
vency Act (except paragraphs 69(1)(c) and 69.1(1)(c) of that Act), any other en- 
actment of Canada, any enactment of a province or any law, but subject to 
paragraphs 69(1)(c) and 69.1(1)(c) of the Bankruptcy and Insolvency Act, where 
the Minister has knowledge or suspects that a particular person is or will be- 
come, within 90 days, liable to make a payment 


The closing words of subsec. 224(1.2) substituted by 1994, c. 21, subsec. 101(4), appli- 
cable to requirements and notifications made after 1992. The closing words formerly 
tead: 


the Minister may, by registered letter or by a letter served personally, require the 

particular person to pay forthwith, where the moneys are immediately payable, 
and in any other case, as and when the moneys become payable, the moneys 
otherwise payable to the tax debtor or the secured creditor in whole or in part to 
the Receiver General on account of the tax debtor’s liability under subsection 
227(10.1) or a similar provision, and on receipt of that letter by the particular 
person, the amount of those moneys that is required by that letter to be paid to 
the Receiver General shall, notwithstanding any ‘security interest in those mon- 
eys, become the property of Her Majesty to the extent of that liability as assessed 
by the Minister and shall be paid to the Receiver General in priority to any such 
security interest. 


That portion of subsec. 224(1.2) following para: (b) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), s. 130. That portion formerly read: 


the Minister may, by registered letter or by a letter served personally, require the 

particular person to pay forthwith, where the moneys are immediately payable, 
and in any other case, as and when the moneys become payable, the moneys 
otherwise payable to the tax debtor or the secured creditor in whole or in part to 
the Receiver General on account of the tax debtor’s liability under subsection 
227(10.1) or a similar provision, and on receipt of that letter by the particular 
person, the amount of those moneys that is required by that letter to be paid to 
the Receiver General shall, notwithstanding any security interest in those mon- 
eys, become the property of Her Majesty and shall be paid to the Receiver Gen- 
eral in priority to any such security interest. 


That portion of subsec. 224(1.2) preceding para. (a) substituted by 1994, c. 7, Sch. V 
(1992, c. 27), s. 91, deemed to have come into force November 30, 1992. That portion 
_ formerly read: 


(1.2) Notwithstanding any other provision of this Act, the Bankruptcy Act, any 
other enactment of Canada, any enactment of a province or any law, where the 
Minister has knowledge or suspects that a particular person is or will become, 
within 90 days, liable to make a payment 


| Selected Cases [subsec. 224(1.2)]: W. Muliner Trucking Ltd. v. Baer Enterprises 
| Ltd., [2009] 5 C.T.C. 151 (BCSC) (In rem claims against property were not security 
| interests); PCL Constructors Westcoast Inc. y. Norex Civil Contractors Inc., [2009] 4 
C.T.C. 68 (BCSC). (Crown’s priority claim rejected re construction holdbacks); Re 
| Dav-Jor Contracting Ltd., [2006] 4 C.T.C. 206 (BC CA) (Minister’s super-priority in- 
| cluded interest and penalties); Berry Creek Resources Inc. vy. KYJO Resources Ltd., 
| [2006] 4 C.T.C..146 (Alta QB) (Terms of escrow agreement determine whether lawyer 
| with trust funds is “liable to make a payment” to tax debtor), Gagne v. MNR, [2003] 2 
C.T.C. 213 (FCTD) (Contestation of garnishment proceedings not permitted as collat- 
eral attack on assessment); Re United Used Auto & Truck Parts Ltd., [2000] 3 C.T.C. 


S. 224(3) 


338 (BC SC) (Requirement to pay requires underlying assessment); Nova Scotia 
Business Development Corp. v. Wandyn Inn Ltd., [2000] 2 C.T.C. 402 (NS SC) (Funds 
were owned by Minister, who could determine application); Banque Royale du Canada 
v. Canada, [1999] 2 C.T.C. 303 (FCA); aff’ g [1998] 2 C.T.C. 183, (FCTD) (Managing 
accounts receiveable not same as assignment). 


See also at end of s. 224 
Information Circulars: 98-1R3: Collections policies. 


1.T. Technical News: 6 (enhanced garnishment takes priority over builders’ lien 
claimants). 


(1.3) Definitions — In subsection (1.2), 


“secured creditor’? means.a person who has a security interest in 
the property of another person or. who acts for or on behalf of that 
person with respect to the security interest and includes.a trustee 
appointed under a trust deed relating to a security interest, a re- 
ceiver or receiver-manager appointed by a secured creditor or by a 
court on the application of a secured creditor, a sequestrator, or any 
other person performing a similar function; 


Related Provisions: 227(5.1)(h) — Secured creditor jointly liable for unremitted 
withholding tax. 


“security interest” means any interest in property that secures pay- 
ment or performance of an obligation and includes an interest cre- 
ated by or arising out of a debenture, mortgage, hypothec, lien, 
pledge, charge, deemed or actual trust, assignment or encumbrance 
of any kind whatever, however or whenever arising, created, 
ett to arise or r otherwise provided for; 


ynce Lor an obli- 
a aye created hed 


History: The definition “security interest” in subséc. 224(1.3) amended by 2001, c. 17, 
s. 228, to add “hypothec,”, in force June 14, 2001. 


“similar provision” means a provision, similar to. subsection 
227(10.1), of any Act of a province that imposes a tax similar to the 
tax imposed under this Act, where the province has entered into an 
agreement with the Minister of Finance for the collection of the 
taxes payable to the province under that Act. 

Selected Cases [subsec. 224(1.3)]: MNR vy. Caisse Populaire du bon Conseil, 
[2009] 4 C.T.C. 330 (SCC) (Term savings agreement amounted to security interest); 
Canada (A.-G.) v. Community Expansion Inc., 2005 CarswellOnt 214 (Ont CA) (Exer- 
cise of right of distraint gives rise to security interest and landlord becomes secured 
creditor); MNR v. Schwab Construction Ltd., [2003] 3 C.T.C. 426 (Sask CA) (Leases 
and conditional sales contracts not “security interests” when bankrupt in possession as 
lessee and not as owner). 


See also at end of s. 224 


(1.4) Garnishment [applies to the Crown] — Provisions of 
this Act that provide that a person who has been required to do so 
by the Minister must pay to the Receiver General an amount that 
would otherwise be lent, advanced or paid to a taxpayer who is lia- 
ble to make a payment under this Act, or to that taxpayer’s secured 
creditor, apply to Her Majesty in right of Canada or a province. 


History: Subsec. 224(1.4) added by 1994, c. 21, subsec. 101(5), applicable June 15, 
1994, 


(2) Minister’s receipt discharges original liability — The re- 
ceipt of the Minister for moneys paid as required under this section 
is a good and sufficient discharge of the original liability to the ex- 
tent of the payment. 


(3) Idem — Where the Minister has, under this section, required a 
person to pay to the Receiver General on account of a liability 
under this Act of a tax debtor moneys otherwise payable by the per- 
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son to the tax debtor as interest, rent, remuneration, a dividend, an 
annuity or other periodic payment, the requirement applies to all 
such payments to be made by the person to the tax debtor until the 
liability under this Act is satisfied and operates to require payments 
to the Receiver General out of each such payment of such amount 
as is stipulated by the Minister in the requirement. 


Related Provisions: 224(4) — Liability on failure to comply. 


History: Subsec. 224(3) substituted by 1994, c. 21, subsec. 101(6), applicable to re- 

quirements and notifications made after 1992. That subsec. formerly read: 
(3) Continuing garnishment until liability satisfied — Where the Minister has, 
under this section, required a person to pay to the Receiver General on account 
of the liability under this Act of a tax debtor moneys otherwise payable by the 
person to the tax debtor as interest, rent, remuneration, a dividend, an annuity or 
other periodic payment, the requirement is applicable to all such payments to be 
made by the person to the tax debtor until the liability under this Act is satisfied 
and operates to require payments to the Receiver General out of each such pay- 
ment of such amount as may be stipulated by the Minister in the registered letter 
or letter served personally. 


(4) Failure to comply with subsec. (1), (1.2) or (3) require- 
ment — Every person who fails to comply with a requirement 
under subsection (1), (1.2) or (3) is liable to pay to Her Majesty an 
amount equal to the amount that the person was required under sub- 
section (1), (1.2) or (3), as the case may be, to pay to the Receiver 
General. 


Related Provisions: 227(10) — Assessment. 


Selected Cases [subsec. 224(4)]: Ecan Construction Ltd. y. R., [2008] 2 C.T.C. 
2226 (TCC) (Taxpayer liable where requirement to pay received prior to date of cheque 
to tax debtor). 


(4.1) Failure to comply with subsec. (1.1) requirement — 
Every institution or person that fails to comply with a requirement 
under subsection (1.1) with respect to moneys to be lent, advanced 
or paid is liable to pay to Her Majesty an amount equal to the lesser 
of 


(a) the total of moneys so lent, advanced or paid, and 


(b) the amount that the institution or person was required under 
that subsection ‘to pay to the Receiver General. 


Related Provisions: 227(10) — Assessments. 


(5) Service of garnishee — Where a person carries on business 
under a name or style other than the person’s own name, notifica- 
tion to the person of a requirement under subsection (1), (1.1) or 
(1.2) may be addressed to the name or style under which the person 
carries on business and, in the case of personal service, shall be 
deemed to be validly served if it is left with an adult person em- 
ployed at the place of business of the addressee. 


History: Subsec. 224(5) substituted by 1994, c. 21, subsec. 101(7), applicable to re- 
quirements and notifications made after 1992. That subsec. formerly read: 


(5) Service of garnishee — Where the person who is or is about to become 
indebted or liable under this section carries on business under a name or style 
other than the person’s own name, the registered or other letter under subsections 
(1) and (1.2) may be. addressed to the name or style under which the person 
carries on business and, in the case of personal service, shall be deemed to have 
been validly served if it has been left with an adult person employed at the place 
of business of the addressee. 


(6) ldem — Where persons carry on business in partnership, notifi- 
cation to the persons of a requirement under subsection (1), (1.1) or 
(1.2) may be addressed to the partnership name and, in the case of 
personal service, shall be deemed to be validly served if it is served 
on one of the partners or left with an adult person employed at the 
place of business of the partnership. 


Related Provisions: 244(20)(b) — Service of documents on partnerships. 


History: Subsecs. 224(6) substituted by 1994, c. 21, subsec. 101(7), applicable to re- 
quirements and notifications made after 1992. That subsec. formerly read: 


(6) Service on partnership — Where the persons who are or are about to be- 
come indebted or liable under this section carry on business in partnership, the 
registered or other letter under subsections (1) and (1.2) may be addressed to the 
partnership name and, in the case of personal service, shall be deemed to have 
been validly served if it has been served on one of the partners or left with an 
adult person employed at the place of business of the partnership. 


Selected Cases [s. 224]: Pigott Project Management Ltd. y. Land-Rock Resources 
Ltd., [1996] 1 C.T.C: 395 (SCC) (Section applies in priority to general assignment of 


Income Tax Act 


book debts); Trans Gas Ltd. v. Mid-Plains Contractors Ltd., [1993] 1 C.T.C. 280 (Sask 
CA); aff'd [1995] 1 W.W.R. 1 (SCC) (Provision neither ultra vires nor unreasonable 
seizure); Canadian Asbestos Services Ltd. v. Bank of Montreal, [1993] 1 CT.Cs43 
(Ont Gen Div) (Crown bound by order under Companies’ Creditors Arrangement Act); 
Re Gaston H. Poulin Contractor Ltd., [1992] 2 C.T.C. 373 (Ont Gen Div) (Crown not 
bound by order under Companies’ Creditors Arrangement Act), Toronto-Dominion 
Bank v. Canada, [1990] 2 C.T.C. 542 (FCTD) (General assignment of book debts abso- 
lutely transfers all property therein to assignee; such debts cannot be subject to 
Crown’s third-party demand); Lloyds Bank Canada v. International Warranty. Co., 
[1990] 2 C.T.C. 360 (Alta CA); leave to appeal to SCC refused (1989), 104 N.R. 320 
(note) (Section 224 neither creates a trust nor effects a transfer of property in favour of 
the Crown, and has no effect on creditors’ priorities); Cameron v. Canada, [1990] 2 
C.T.C. 299 (FCTD) (Minister successfully garnished assigned book debts where not 
registered under the Assignment of Book Debts Act (Ontario)); Royal Bank of Canada 
v. Canada, [1990] 2 C.T.C. 285 (Sask QB); aff'd [1991] 1 C.T.C. 532 (Sask CA) (1987 
amendments to s. 224 substantially altered the rights of the Crown as established in 
earlier jurisprudence; Crown’s third-party demand preferred to right of secured 
creditor). 


Definitions [s. 224]: “amount”, “annuity” — Interpretation Act 35(1); “bank” — 
248(1), Interpretation Act 35(1); “business” — 248(1); “Canada” — 255; “carrying on 
business” — 253; “credit union” — 137(6), 248(1); “dividend”, “employed”, “em- 
ployee”, “employer” — 248(1); “Her Majesty” — Interpretation Act.35(1); “institu- 
tion” — 224(1.1)(a); “Minister”, “person”, “property” — 248(1); “province” — Inter- 
pretation Act 35(1), “secured. creditor”, “security interest”, “similar provision” — 
224(1.3); “tax debtor” — 224(1); “tax payable” — 248(2); “trust” — 104(1), 248(1), 
(3); “writing” — Interpretation Act 35(1). 


224.1 Recovery by deduction or set-off — Where a person is 
indebted to Her Majesty under this Act or under an Act of a prov- 
ince with which the Minister of Finance has entered into an agree- 
ment for the collection of the taxes payable to the province under 
that Act, the Minister may require the retention by way of deduction 
or set-off of such amount as the Minister may specify out of any 
amount that may be or become payable to the person by Her Maj- 
esty in right of Canada. 

Related Provisions: 164(2) — Set-off of refund against other amount owing by the 
taxpayer to the Crown or a province; 203 — Set-off of Part X refunds; 222(3) — Ten- 
year limitation on collection action; 222.1 — Application to awards of court costs; 
225.1 — Before April 2007, no collection action for 90 days or if objection filed; 
231.2(1) —requirement to provide information or documents for collection purposes; 
231.6(1) — foreign-based docunients sought for collection. purposes. 


Selected Cases [s. 224.1]: Mintzer v. Canada, [1996] 1 C.T.C. 249 (FCA) (Set-off 
at common law and “compensation” in civil law not the same; different result might 
have occurred in Quebec). 


Definitions [s. 224.1]: “amount” — 248(1); “Her Majesty” — Interpretation Act 
35(1); “Minister”, “person” — 248(1); “province” — Interpretation Act 35(1). 


Information Circulars: 98-1R3: Collections policies. 


224.2 Acquisition of debtor’s property — For the purpose of 
collecting debts owed by a person to Her Majesty under this Act or 
under an Act of a province with which the Minister of Finance has 
entered into an agreement for the collection of taxes payable to the 
province under that Act, the Minister may purchase or otherwise 
acquire any interest in the person’s property that the Minister is 
given a right to acquire in legal proceedings or under a court order 
or that is offered for sale or redemption and may dispose of any 
interest so acquired in such manner as the Minister considers 
reasonable. 


Proposed Amendment — 224.200 


ee ees 


— For 


: 


TARAS 
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Part XV — Administration and Enforcement 


Related Provisions: 222(3) — Ten-year limitation on collection action; 222.1 — 
Application to awards of court costs; 231.2(1) — requirement to provide information or 
documents for collection’ purposes; 231.6(1)— foreign-based documents sought for 
collection purposes. 


Definitions [s. 224.2]: “Her Majesty’ — Interpretation Act 35(1); “Minister”, “per- 
son” — 248(1); “province” — Interpretation Act 35(1). 


224.3 (1) Payment of moneys seized from tax debtor — 
Where the Minister has knowledge or suspects that a particular per- 
son is holding moneys that were seized by a police officer in the 
course of administering or enforcing the criminal law of Canada 
from another person (in this section referred to as the “tax debtor”) 
who is liable to make a payment under this Act or under an Act of a 
province with which the Minister of Finance has entered into an 
agreement for the collection of taxes payable to the province under 
that Act and that are restorable to the tax debtor, the Minister may 
in writing require the particular person to turn over the moneys oth- 
erwise restorable to the tax debtor in whole or in part to the Re- 
ceiver General on account of the tax debtor’s liability under this Act 


or under the Act of the province, as the case may be. 


Related Provisions: 222(3) — Ten-year limitation.'on collection action; 222.1 — 
Application to awards of court costs; 225.1 No collection action for 90 days or if 
objection filed; 231.2(1) — requirement to provide information or documents for col- 
lection purposes; 231.6(1) — foreign-based documents sought for collection purposes; 
244(5), (6) — Proof of service by mail or personal service; 248(7)(a) — Mail deemed 


_ received on day mailed. 
History: Subsec. 224.3(1) substituted by 1994, c. 21, s. 102. applicable to require- 


ments made after 1992. That subsec. formerly read: 


(1) Where the Minister has knowledge or suspects that a person is holding mon- 
eys that were seized by a police officer in the course of administering or enforc- 
ing the criminal law of Canada from another person who is liable to make a 
payment under this Act or under an Act of a province with which the Minister of 
Finance has entered into an agreement for the collection of taxes payable to the 
province under that Act (in this section referred to as the “tax debtor”) and that 
are restorable to the tax debtor, the Minister may, by registered letter or by a 
letter served personally, require that person to turn over the moneys otherwise 
restorable to the tax debtor in whole or in part to the Receiver General on ac- 
count of the tax debtor’s liability under this Act or under the Act of the province, 
as the case may be. 


Information Circulars: 98-1R3: Collections policies. 


(2) Receipt of Minister — The receipt of the Minister for moneys 


turned over as required by this section is a good and sufficient dis- 


charge of the requirement to restore the moneys to the tax debtor to 
the extent of the amount so turned over. 


Definitions [s. 224.3]: “Minister”, “person” — 248(1); “province” — Interpretation 


| Act 35(1);, “tax debtor” — 224.3(1); “writing” — Interpretation Act 35(1). 


| 225. (1) Seizure of chattels — Where a person has failed to pay 
| an amount_.as required by this Act, the Minister may give 30 days 


notice to the person by registered mail addressed to the person’s 


latest known address of the Minister’s intention to direct that the 


person’s goods and chattels be seized and sold, and, if the person 


| fails to make the payment before the expiration of the 30 days, the 


Minister may issue a certificate of the failure and direct that the 


J Reon s goods and chattels be seized. 


oposed / mendment - — 225(1) 


ty — If a person has fa 
this ae the Minister ma 


‘or oe property, 
to make the paymen 
ister. may issue a ce 
$s goods and chattels 


on: The July 16, leg j 
amend subsec. ae as to read as above, to come into force on R 


Related Provisions: 222(3) — Ten-year limitation on collection action; 222.1 — 


Application to awards of court costs; 225.1 — No collection action for 90 days or if 


S.'225.1(1) 


objection filed; 231.2(1) — requirement to provide information or documents for col- 
lection purposes; 231.6(1) — foreign-based documents sought for collection purposes; 
244(5) — Proof of service by mail; 248(7) — Mail deemed received on day mailed. 


Selected Cases [subsec. 225(1)]: R. v. Bourassa, [1984] C.T.C. 331 (FCTD) 
(Unoccupied mobile home subject to seizure); MNR v. Alliance Blindée Ltée, {1982} 
C.T.C. 266 (FCTD) (Creditors failing to exercise rights cannot oppose seizure). 


information Circulars: 98-1R3: Collections policies. 


(2) Sale of seized property — Property seized under this section 
shall be kept for 10 days at the cost and charges of the owner and, if 
the owner does not pay the amount owing together with the costs 
and charges within the 10 days, the property seized shall be sold by 
public auction. 


(3) Notice of sale — Except in the case of perishable goods, no- 
tice of the sale setting out the time and place thereof, together with 
a general description of the property to be sold shall; a reasonable 
time before the goods are sold, be published at least once in one or 
more newspapers of general local circulation. 


(4) Surplus returned to owner — Any surplus resulting from 
the sale after deduction of the amount owing and all costs and 
charges shall be paid or returned to the owner of the property 
seized. 


(5) Exemptions from seizure — Such goods and chattels of any 
person in default as would be exempt from seizure under a writ of 
execution issued out of a superior court of the province in which the 
seizure is made are evi fons seizure senna tats section. 


Related Provisions: 226(2) — Taxpayer leaving Canada or defaulting. 


Definitions [s. 225]: “assessment”, “Minister” — 248(1); 
Civil Code art. 900-907; “person”, “property” — 248(1); 
court” — Interpretation Act 35(1). 


“movable” — Quebec 
“province”, “superior 


225.1 (1) Collection restrictions [90 days or while under 
dispute] — If a taxpayer is liable for the payment of an amount 
assessed under this Act, other than an amount assessed under sub- 
section 152(4.2), 169(3) or 220(3.1), the Minister shall not, until 
after the collection-commencement day in respect of the amount, do 
any of the following for the purpose of collecting the amount: 


(a) commence legal proceedings in a court, 
(b) certify the amount under section 223, 
(c) require a person to make a payment under subsection 224(1), 


(d) require an institution or a person to make a payment under 
subsection 224(1.1), 


(e) [Repealed] 


(f) require a person to turn over moneys under subsection 
224.3(1), or 


(g) give a notice, issue a certificate or make a direction under 
subsection 225(1). 


[Closing words repealed] 


Related Provisions: 164(1.1)— Refund to taxpayer of amount under objection or 
appeal; 222(3) — Ten-year limitation on collection action; 225.1(1.1) — Collection- 
commencement day; 225.1(6), (7) — Limitations on collection restrictions; 225.2 — 
Immediate collection on jeopardy assessment. 


History: S.C. 2006, c: 4, s. 166, repealed para. 225.1(1)(e), in force April 1, 2007. The 
para formerly read: 


(e) require the retention of the amount by way of deduction or set-off under sec- 
tion 224.1, 


The opening words of subsec. 225.1(1) amended by 2005, c. 19, subsec. 49(1), applica- 
ble in respect of notices issued by the Minister of National Revenue after June 12, 
2005. They formerly read: 


(1) Where a taxpayer is liable for the payment of an amount assessed under this 
Act, other than an amount assessed under subsection 152(4.2), 169(3) or 
220(3.1), the Minister shall not, for the purpose of collecting the amount, 
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The closing words of subsec. 225.1(1) repealed by the said c. 19, subsec. 49(2), appli- 
cable in respect of notices issued by the Minister of National Revenue after June 12, 
2005. They formerly read: 
until after the day that is 90 days after the day of the mailing of the notice of 
assessment. 


The opening words of subsec. 225.1(1) amended by 1998, c. 19, s. 225, in force June 
18, 1998. They formerly read: 


(1) Where a taxpayer is liable for the payment of an amount assessed under this 
Act, the Minister shall not, for the purpose of collecting the amount, 


That portion of subsec. 225.1(1) following para. (g) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 131(1). That portion formerly read: 


before the day that is 90 days after the day of mailing of the notice of 
assessment. 


Selected Cases [subsec. 225.1(1)]: Re 1. Waxman & Sons Ltd., [2010] 6 C.T.C. 
50 (Ont CA) (Collateral attack in superior court against jeopardy order rejected); 
Chamas v. R., [2007] 2 C.T.C. 116 (FC) (Jeopardy order maintained on basis of lack of 
credibility, unorthodox banking practices and false declarations to financial 
institutions); Gravel y. R., [2007] 2 C.T.C. 33 (FC) (Affidavits re jeopardy orders 
should not give misleading impressions re taxpayer conduct); Thériault-Sabourin v. 
MNR, [2003] 2 C.T.C. 296 (FCTD) (While emphasis normally on taxpayer’s future 
conduct, past conduct may also be relevant); Cormier v. Canada (No. 2), [1991] 1 
C.T.C. 410 (FCTD) (Provision not to be applied retroactively). 


Information Circulars: 98-1R3: Collections policies. 


CRA Audit Manual: 10.11.7: Referral of files and information to revenue collections; 
11.5.13: Collection stall code procedures — Form T718. 


(1.1) Collection-commencement day — The collection-com- 
mencement day in respect of an amount is 


(a) in the case of an amount assessed under subsection 188(1.1) 
in respect of a notice of intention to revoke given under subsec- 
tion 168(1) or any of subsections 149.1(2) to (4.1), one year af- 
ter the day on which the notice was mailed; 


(b) in the case of an amount assessed under section 188.1, one 
year after the day on which the notice of assessment was sent; 
and 


(c) in any other case, 90 days after the day on which the notice 
of assessment was sent. 


Related Provisions: 225.2 Immediate collection on jeopardy assessment; 
244(14), (14.1) — Date when notice sent. : 


History: Paras. 225.1(1.1)(b) and (c) amended by 2010, c. 25, subsec. 66(1), to substi- 
tute “sent” for “mailed”, in force on December 15, 2010. 


Subsec. 225.1(1.1) added by 2005, c. 19, subsec. 49(3), applicable in respect of notices 
issued by the Minister of National Revenue after June 12, 2005. 


(2) No action by Minister — If a taxpayer has served a notice of 
objection under this Act to an assessment of an amount payable 
under this Act, the Minister shall not, for the purpose of collecting 
the amount in controversy, take any of the actions described in 
paragraphs (1)(a) to (g) until after the day that is 90 days after the 
day on which notice is sent to the taxpayer that the Minister has 
confirmed or varied the assessment. 

Related Provisions: 222(8)(a) — Extension of 10-year limitation period on collec- 


tion action while 225.1(2) applies; 225.1(6), (7) — Limitations on collection restric- 
tions; 244(14), (14.1) — Date when notice sent. j 


History: Subsec. 225.1(2) amended by 2010, c. 25, subsec. 66(2), in force on Decem- 
ber 15, 2010. It formerly read: 


(2) Idem [while under objection] — Where a taxpayer has served a notice of 
objection under this Act to an assessment of an amount payable under this Act, 
the Minister shall not, for the purpose of collecting the amount in controversy, 
take any of the actions described in paragraphs (1)(a) to (g) until after the day 
that is 90 days after the day on which notice is mailed to the taxpayer that the 
Minister has confirmed or varied the assessment. 


Subsec. 225.1(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 131(2), to 
substitute “until after” for “before”. 


(3) Idem [while under appeal to TCC] — Where a taxpayer has 
appealed from an assessment of an amount payable under this Act 
to the Tax Court of Canada, the Minister shall not, for the purpose 
of collecting the amount in controversy, take any of the actions de- 
scribed in paragraphs (1)(a) to (g) before the day of mailing of a 
copy of the decision of the Court to the taxpayer or the day on 
which the taxpayer discontinues the appeal, whichever is the earlier. 


Income Tax Act 


Related Provisions: 179.1 — Penalty applied by Court where appeal filed solely for 
delay; 222(8)(a) — Extension of 10-year limitation period on collection action while 
225.1(3) applies; 225.1(6), (7) — Limitations on collection restrictions. 

Selected Cases [subsec. 225.1(3)]: Cormier v. Canada (No. 2), [1991] 1 C.T.C. 
410 (FCTD) (Provision not to be applied retroactively). 


(4) Idem [while under reference to TCC] — Where a taxpayer 
has agreed under subsection 173(1) that a question should be deter- 
mined by the Tax Court of Canada, or where a taxpayer is served 
with a copy of an application made under subsection 174(1) to that 
Court for the determination of a question, the Minister shall not take 
any of the actions described in paragraphs (1)(a) to (g) for the pur- 
pose of collecting that part of an amount assessed, the liability for 
payment of which will be affected by the determination of the ques- 
tion, before the day on which the question is determined by the 
Court. 

Related Provisions: 222(8)(a) — Extension of 10-year limitation period on collec- 


tion action while 225.1(4), applies; 225.1(6), (7) — Limitations on_ collection 
restrictions. 


(5) Idem [waiting for test case] — Notwithstanding any other 
provision in this section, where a taxpayer has served a notice of 
objection under this Act. to an assessment or has appealed to the Tax 
Court of Canada from an assessment and agrees in writing with the 
Minister to delay proceedings on the objection or appeal, as the case 
may be, until judgment has been given in another action before the 
Tax Court of Canada, the Federal Court of Appeal or the Supreme 
Court of Canada in which the issue is the same or substantially the 
same as that raised in the objection or appeal of the taxpayer, the 
Minister may take any of the actions described in paragraphs (1)(a) 
to (g) for the purpose of collecting the amount assessed, or a part 
thereof, determined in a manner consistent with the decision or 
judgment of the Court in the other action at any time after the Min- 
ister notifies the taxpayer in writing that 


(a) the decision of the Tax Court of Canada in that action has 
been mailed to the Minister, 


(b) judgment has been pronounced by the Federal Court of Ap- 
peal in that action, or 


(c) judgment has been delivered by the Supreme Court of Can- 
ada in that action, 


as the case may be. 

Related Provisions: 222(8)(a) — Extension of 10-year limitation period on collec- 
‘tion action while 225.1(5) applies. 

History: Subsec. 225.1(5) amended by 1994, c. 7, Sch. II (1991, c. 49), s. 184, to 
substitute “Tax Court of Canada from an assessment” for “Tax Court of Canada or 
Federal Court-Trial Division from the assessment” and “Federal Court of Appeal” for 
“Federal Court” (twice), deemed to have come into’force on January 1, 1991. 


Selected Cases [subsec. 225.1(5)]: Webster v. MNR, [2004] 1 C.T.C. 338 (FCA); 
aff’ g [2003] 2 C.T.C..64 (FCTD) (Minister can institute collection pursuant to agree- 
ment to await outcome of third party appeals, even if taxpayer later files own appeal);.- 
Markevich v. Canada, [1999] 2 C.T.C. 104 (FCTD) (Provincial limitation statutes do 
not override Act); Canada vy. Satellite Earth Station Technology Inc., [1989] 2 C.T.C. 
291 (FCTD) (Once taxpayer meets evidentiary burden to raise reasonable doubt about 
sufficiency of Crown’s evidence, on balance of probabilities, Crown must prove collec- 
tion would be jeopardized by delay (Note subsequent change in legislation)); Doyle v. 
MNR, [1989] 2 C.T.C. 270 (FCTD) (Abeyance letter under provision may be signed by 
taxpayer’s designated agent and officer of Appeals Division). 


(6) Where subsecs. (1) to (4) do not apply — Subsections (1) 
to (4) do not apply with respect to 


(a) an amount payable under Part VIII; 

(b) an amount required to be deducted or withheld, and required 
to be remitted or paid, under this Act or the Regulations; 

(c) an amount of tax required to be paid under section 116 or a 
regulation made under subsection 215(4) but not so paid; 


(d) the amount of any penalty payable for failure to remit or pay 
an amount referred to in paragraph (b) or (c) as and when re- 
quired by this Act or a regulation made under this Act; and 


(e) any interest payable under a provision of this Act on an 
amount referred to in this paragraph or any of paragraphs (a) to 
(d). 


Related Provisions: 225.2 — Collection in jeopardy. 
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History: Para. 225:1(6)(b) amended by 2001, c. 17, s. 179, in force’ June“14, 2001. 
Para. 225.1(6)(b) formerly read: 


(b) an amount deducted or withheld, and required to be remitted or paid, under 
this Act or a regulation made under this Act; 


Information Circulars: 98-1R3: Collections policies. 


(7) Idem — large corporations — Where an amount has been 
assessed under this Act ‘in respect of a corporation for a taxation 
year in which it was a large corporation, subsections (1) to (4) do 
not apply to limit any action of the Minister to collect 


(a) at any time on or before the particular day that is 90 days 
after the day of the sending of the notice of assessment, '/2 of the 
amount so assessed; and , 


(b) at any time after the particular day, the amount, if any, by 
which the amount so assessed exceeds the total of 


(i) all amounts collected before that time with respect to the 
assessment, and 


(ii) ‘2 of the amount in controversy at that time. 
Related Provisions: 244(14), (14.1) — Date when notice sent. 


History: Para. 225.1(7)(a) amended by 2010, c. 25, subsec. 66(3), to substitute “send- 
ing” for “mailing”, in force on December 15, 2010. 


Subsec. 225.1(7) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 131(3), applica- 
ble after June 10, 1993 except that, where a taxpayer has served a notice of objection or 
has instituted an appeal under the Act with respect to a notice of assessment of tax, 
interest or penalties under the Act mailed before 1992, 


(a) the reference in para. (a) to “2” shall, in its application before 1994 with re- 
spect to all proceedings concerning the subject-matter of the notice of objection or 
the appeal, be read’ as “'/4”; and 


(b) the reference in subpara. (b)(ii) to “2” Shanksin in its application before 1994 with 
respect to all proceedings concerning the subject-matter of the notice of chee 
or the appeal, be read as “/4”. 


Information Circulars: 98-1R3: Collections policies. 


(8) Definition of “large corporation” — For the purposes of 
this section and section 235, a corporation (other than a corporation 
described in subsection 181.1(3)) is a “large corporation” in a par- 
ticular taxation year if the total of the taxable capital employed in 
Canada of the corporation, at the end of the particular taxation year, 
and the taxable capital employed in Canada of any other corpora- 
tion, at the end of the other corporation’s last taxation year that ends 
at or before the end of the particular taxation year, if the other cor- 
poration is related (within the meaning assigned for the purposes of 
section 181.5) to the corporation at the end of the particular taxation 
year, exceeds $10 million, and, for the purpose of this subsection, a 
corporation formed as a result of the amalgamation or merger of 2 
or more predecessor corporations is deemed to be the same corpora- 
tion as, and. a continuation of, each predecessor corporation. 

Related Provisions: 164(1.1) — Repayment on objections and repeals; 165(1.11), 
(1.13), 169(2.1) — Limitations on objections and appeals by be. oe Soh co 
181,5(1.1), (4.1) — 
Security; 225.1(8) — Definition. of “large corporation”. 


History: Subsec. 225.1(8) amended by 2006, c. 4, s. 85, applicable to 2006 et seg. The 
subsec. formerly read: 


(8) For the purposes of this section, a “large corporation’”’.in a particular taxation 
year means 


(a) a corporation by which tax under Part I.3 is payable, 


(i) where the particular year ended before July 1989, for its first taxation 
year that ends after June 1989, or 


(ii) where the particular year ended after June 1989, for the particular 
year, 


or would, but for subsection 181.1(4), have been so payable, or 


(b) a corporation that, at the end of the particular year, is related (for the 
purpose of section 181.5, as that section reads in its application to the 1992 
taxation year) to a corporation that is a large corporation in its taxation year 
that includes the end of the particular year, 


and, for the purpose of subparagraph (a)(i), a corporation formed as a result of 
the amalgamation or merger of 2 or more predecessor corporations shall be 
deemed to be the same corporation as, and a continuation of, each of the prede- 
cessor corporations. 


S. 225.2(5) 


Paras. 225.1(8)(a). and (b) substituted by 1994, c: 21, s. 103, applicable June 115, 1994. 
Those paras.. formerly. read: 


(a) a corporation by which tax under Part I.3 is payable, 


(i) where the particular year ended before July 1989, for its first taxation 
year ending after June 1989, or 


(ii) where the particular year ended after June 1989, for the particular year, 
or would, but for section 181.1, have been so payable, or 


(b) a corporation that, at the end of the particular year, is related (for the pur- 
poses of section 181.5) to a corporation that is a large corporation in its taxation 
year that includes the end of the particular year, 


Subsec. 225.1(8) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 131(3), applica- 
ble after June 10, 1993. 


Selected Cases [subsec. 225.1(8)]: Potash Corp. of Saskatchewan Inc.:y. R., 
[2004] 2 C.T.C. 91 (FCA); rev’g [2003] 2:C.T.C. 2640 (TCC) (Reasonable description 
of each issue interpreted strictly). 


Selected Cases [s. 225.1]: Re 144945 Canada Inc., [2003] 4 C.T.C. 112 (FCTD) 
(Standard applied was balance of probabilities); Re Milne, [1995] 1 C.T.C. 122 (FCTD) 
(Collection proceedings ‘not stayed out:of consideration for effect on market of disposi- 
tion of assets). 


Definitions [s. 225.1]: “amount”, “assessment” — 248(1); denedtibn-channsentd- 
ment day” — 225.1(1.1); “corporation” — 248(1), Interpretation Act 35(1); “day, of the 
sending” — 244(14), (14.1); “Federal Court of Appeal” — Federal Courts Act 8. 3; 
“Jarge corporation” — 225.1(8); “Minister”, “person” — 248(1); i 
248(1); “related” — 181.5(6); (7); “sent? — 244(14), (14.1); “taxable capital employed 
in Canada” — 181.2(1), 181.3(1), 181.4 [technically do not apply]; “taxation year” — 
249; “taxpayer” — 248(1); “writing” — Interpretation Act 35(1). 


225.2 [Jeopardy orders] — (1) Definition of “judge” — 
this section, “Judge” means a judge or a local judge of a sanatice 
court of a province or a judge of the Federal Court. 


(2) Authorization to proceed forthwith, [jeopardy order] — 
Notwithstanding section 225.1, where, on ex parte application by 
the Minister, a judge is satisfied that there are reasonable grounds to 
believe that the collection of all or any part of an amount assessed 
in respect of a taxpayer would be jeopardized by a delay in the col- 
lection of that amount, the judge shall; on such terms. as the judge 
considers reasonable. in the circumstances, authorize the Minister to 
take forthwith any. of \the actions described. in Spleen 
225.1(1)(a) to (g) with respect to the amount. 

Related Provisions: 164(1.2) — Delay. of. refund where .collection«:of..tax..in 
jeopardy. ; 


Selected Cases [subsec. 225.2(2)]: MNR v. Chabot, [2010] 5 C.T.C. 93 (FC) 
(Jeopardy in retention order relates to tax debt, since Minister already in possession of 
funds, not to effects of delay in collection); MNR v. Arab, [2005] 2.C.T.C.:107 (FC) 
(Jeopardy. order maintained where taxpayer had large amounts. of unexplained cash); Re 
Sagman, [2005] 1 C.T.C. 165 (FC). (Jeopardy order varied in light.of new evidence); 
MNR v. Services M.L. Marengere Inc., [2000] 1 C.T:C..229 (FCTD) (Jeopardy order 
justified where passage of time affected ability to collect taxes); Deputy Minister:of 
National Revenue (Taxation) y. Kung, [1999] 1 C.T.C. 48 (BC SC) (Cutting off ties 
with Canada and selling assets sufficient grounds for jeopardy order); MNR v. 159890 
Canada Inc., [1997] 3 C.T.C. 284 (FCTD) (Jeopardy. orders not to be*sought ‘where 
other means available to Minister to secure tax). 


Information Circulars: 98-1R3: Collections policies. 
CRA Audit Manual: 11.5.5: Jeopardy assessments. 


(3) Notice of assessment not sent — An authorization under 
subsection (2) in respect of an amount assessed in respect of a tax- 
payer may be granted by a judge notwithstanding that a notice of 
assessment in respect of that amount has not been sent to the tax- 
payer at or before the time the application is made where the judge 
is satisfied that the receipt of the notice of assessment by the tax- 
payer would likely further jeopardize the collection of the amount, 
and for the purposes of sections 222, 223, 224, 224.1, 224.3 and 
225, the amount in respect of which an authorization is so granted 
shall be deemed to be an amount payable under this Act. 


(4) Affidavits — Statements contained in an affidavit filed in the 
context of an application under this section may, be based on belief 
with the grounds therefor. 


(5) Service of authorization and of notice of assess- 
ment — An authorization granted under this section in respect of a 
taxpayer shall be served by the Minister on the taxpayer within 72 
hours after it is granted, except where the judge orders the authori- 
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zation to be served at some other time specified in the authorization, 
and, where a notice of assessment has not been sent to the taxpayer 
at or before the time of the application, the notice of assessment 
shall be served together with the authorization. 


(6) How service effected — For the purposes of subsection (5), 
service on a taxpayer shall be effected by 


(a) personal service on the taxpayer; or 
(b) service in accordance with directions, if any, of a judge. 
Related Provisions: 244(6) — Proof of personal service. 


(7) Application to judge for direction — Where service on a 
taxpayer cannot reasonably otherwise be effected as and when re- 
quired under this section, the Minister may, as soon as practicable, 
apply to a judge for further direction. 


(8) Review of authorization — Where a judge of a court has 
granted an authorization under this section in respect of a taxpayer, 
the taxpayer may, on 6 clear days notice to the Deputy Attorney 
General of Canada, apply to a judge of the court to review the 
authorization. 


Related Provisions: Interpretation Act 27(\1) — Calculation of clear days. 


(9) Limitation period for review application — An applica- 
tion under subsection (8) shall be made 


(a) within 30 days from the day on which the authorization was 
served on the taxpayer in accordance with this section; or 


(b) within such further time as a judge may allow, on being sat- 
isfied that the application was made as soon as practicable. 


(10) Hearing in camera — An application under subsection (8) 
may, on the application of the taxpayer, be heard in camera, if the 
taxpayer establishes to the satisfaction of the judge that the circum- 
stances of the case justify in camera proceedings. 


(11) Disposition of application — On an application under sub- 
section (8), the judge shall determine the question summarily and 
may confirm, set aside or vary the authorization and make such 
other order as the judge considers appropriate. 


Related Provisions: 225.2(13) — No appeal from judge’s decision: 


(12) Directions — Where any question arises.as to the course to 
be followed in connection with anything done or being done under 
this section and there is no direction in this section with respect 
thereto, a judge may give such direction with regard thereto as, in 
the opinion of the judge, is appropriate. 


(13) No appeal from review order — No appeal lies from an 
order of a judge made pursuant to subsection (11). 


Selected Cases [subsec. 225.2(13)]: Tennina v. MNR; [2010] 3 C:T.C..173 (FCA) 
(No appeal from jeopardy orders made pursuant to 225.2(11)). 


Selected Cases [s. 225.2]: MNR v. Robarts, [2011] 1 C:T.C. 17 (FC) (important 
burden on Crown to disclose all relevant factors); Re I. Waxman & Sons Ltd., (2010) 1 
C.T.C. 259 (Ont SCJ); aff'd [2010] 6 C.T.C. 50 (Ont CA) (Jeopardy orders restore 
right to collect taxes; not in conflict with bankruptcy-related legislation); ‘Reddy vy. 
MNR, [2008] 3 C.T.C. 10 (FC) (Taxpayer failed to raise doubt re evidence heard by 
granting judge); Moss (R.) v. MNR, [2001] 2 C.T.C. 91 (FCA) (Jeopardy orders may 
cover assets in excess of tax owed); Moss (D.) v..R., [1998] 1 C.T.C. 2999 (TCC) 
(Appeal against issuance of jeopardy order is only against reasonable apprehension of 
jeopardy, not against underlying assessment); Steele v. Canada, [1996] 2 C.T.C. 279 
(Sask QB) (Jeopardy order set aside where collection possible from taxpayer’s spouse); 
Canada y. Landru (S.), [1993] 1 C.T.C. 93 (Sask QB) (Mere suspicion of jeopardized 
collection not sufficient to justify jeopardy order); Dep. MNR v. Atchison, [1989] 1 
C.T.C. 342 (BC SC) (“Jeopardy” orders set aside where Minister failed to make full 
disclosure of facts; in applying ex parte, Minister must act in utmost good faith); 
Chudina et al. v. Dep. A.G. Can., [1988] 1 C.T.C. 303 (BC SC) (Seizure set aside 
where debtor not given, opportunity to appeal or make payment); 1853-9049 Quebec 
Inc, v. R., [1987] 1 C.T.C. 137 (FCTD) Gmmediate payment not required where no 
evidence that delay will endanger collection; burden on Crown); Danielson v. Dep. 
A.G. Can., [1986] 2 C.T.C. 380 (FCTD) (Crown must show that actual jeopardy in 
collection arose from delay, not merely that collection is in jeopardy per se); Danielson 
v. Dep. A.G. Can., [1986] 2 C.T.C. 42 (FCTD) (Execution of writ of seizure obtained 
after payment forthwith demanded was enjoined until hearing of objection to applica- 
bility of subsec. 225.2(1) where taxpayer gave express undertaking not to dispose of 
assets not seized or remove funds in excess of personal living’ requirements). 


Income Tax Act 


Definitions [s. 225.2]: “amount”, “assessment” — 248(1); “clear days” — Interpre- 
tation Act 27(1); “Federal Court” — Federal Courts Act s. 4; “Minister” —248(1); 
“province” — Interpretation Act 35(1); “superior court” — Interpretation Act 35(1); 
“taxpayer” — 248(1). x 


Information Circulars [s. 225.2]: 73-10R3: Tax evasion. 


226. (1) Taxpayer leaving Canada —.Where the Minister sus- 
pects that a taxpayer has left or is about to leave Canada, the Min- 
ister may, before the day otherwise fixed for payment, by notice 
served personally or by registered letter addressed to the taxpayer’s 
latest known address, demand payment of the amount of all taxes, 
interest and penalties for which the taxpayer is liable or would be 
liable if the time for payment had arrived, and that amount shall be 
paid forthwith by the taxpayer notwithstanding any other provision 
of this Act. 

Related Provisions: 128.1(4) — Tax effects of ceasing to be resident in Canada; 
222(4)(a)(i) — Beginning of limitation period for collection action; 222.1 — Applica- 
tion to awards of court costs; 225.2 — Immediate collection of amounts owing; 
231.2(1) — requirement to provide information or documents for collection purposes; 
231.6(1) — foreign-based documents sought for collection purposes; 248(7)(a) — No- 
tice deemed received on day mailed. 


Information Circulars: 98-1R3: Collections policies. 


(2) Idem — Where a taxpayer has failed to pay, as required, any 


tax, interest or penalties demanded under this section, the Minister 
may direct that the goods and chattels of the taxpayer be seized and 
subsections 225(2) to (5) apply, with respect to the seizure, with 
such modifications as the circumstances require. 


Related Provisions: 222(3) — Ten-year limitation on collection action; 222.1 — 
Application to awards of court costs; 231.2(1) — requirement to provide information or 
documents for collection purposes; 231.6(1) — foreign-based documents sought for 
collection purposes. 


History [s. 226]: S. 226 substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 185. S. 226 
formerly read: 


226. (1) is leaving Canada or defaulting — Where the Minister sus-. 
pects that a taxpayer is about to leave Canada, the Minister may before the day 
otherwise fixed for payment, by notice served personally or by registered letter 
addressed to the taxpayer, demand payment of all taxes, interest and penalties for 
which the taxpayer is liable or would be liable if the time for payment had ar- 
rived, and the same shall be paid forthwith stil ia any other provision ~ 
of this Act. 


(2) Seizure on failure to pay — Where a person has failed to pay tax, interest 

or penalties demanded under this section ‘as required, the Minister may direct 

that the goods and chattels of the taxpayer be seized and subsections 225(2) to 

(5) are, thereupon, applicable with such modifications as the circumstances 

require. 
Selected Cases [s. 226]: Carolus v. MNR, [1976] C.T.C. 608 (FCTD) (Trailers held 
not to be principal residences not exempted from seizure under subsec. 2(1) Exemp- 
tions Act (Alta.)). 


Definitions [s. 226]: “Minister” — 


248(1); “movable” — Quebec. Civil Code art. 
900-907; “taxpayer” — 248(1). 


227. (1) Withholding taxes — No action lies against any person 
for deducting or withholding any sum of money in compliance or 
intended compliance with this Act. 

Selected Cases [subsec. 227(1)]: Tenn-Yuk v. R., [2004] 2 C.T.C. 3191 (TCC) 
(Due diligence defence failed for non-inside director who should have known other 
director inexperienced); Smith v. R., [2001] 2 C.T.C. 192 (FCA) (Directors” obligations 
fall short of guarantee that deductions will be paid); Mollenhauer Ltd. y. Canada, 
[1992] 2.C.T.C. 121 (FCTD) (Contractor paying salaries of employees of subcontractor 
required to withhold and remit source deductions); Lomex Inc. v. MNR, [1992] 2.C.T.C. 


2678 (TCC) (Extension of time to file notice of objection granted in respect of pur- 
ported simultaneous violation of several statutes in addition to Income Tax Act). 
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(2) Return filed with person withholding — Where a:person 
(in this subsection referred to,as the “‘payer”) is required by regula- 
tions made under subsection, 153(1) to,deduct or withhold from a 
payment to another person an amount on account of that other per- 
son’s tax for the year, that other person shall, from time to time as 
prescribed, file a return with the payer in prescribed form. 


Related Provisions: 162(7) — Failure to. comply with regulation; 227(3) — Where 
return is not filed. — 


Regulations: 107 (deadline for employee to file TD1 feeating 


Forms: TD1: Personal tax credits return. 


(3) Failure to file return — Every person who fails to file a re- 
turn as required by subsection (2) is liable to have the deduction or 
withholding under section 153 on account of ‘the person’s tax made 
as though the person were a person who is neither married nor in a 
common-law partnership and is without dependants. 

History [subsec. 227(3)]: Subsec. 227(3) amended by 2000, ¢12, s. 138, applicable 


to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced under 
248(1) ‘common- law partner”. The subsec. formerly read: 


(3) Failure to file return — Every person who fails to file a return as required by 
subsection (2) is liable to have the deduction or withholding under section 153 
on account of the person’s tax made as though the person were an’unmarried 
person without dependants. 


(4) Trust for moneys deducted — Every person who deducts 
or withholds an amount under this Act is deemed, notwithstanding 
any security interest: (as defined in subsection 224(1.3)) in the 
amount so deducted or withheld, to hold. the amount separate and 
apart from the property of the person and from property held by any 
secured creditor (as defined in subsection 224(1.3)) of that person 
that but for the security interest would be property of the person, in 
trust for Her Majesty and for payment to Her Majesty in the manner 
and at the time provided under this Act. 


Related Provisions: 227(4:1) — Extension of trust; 227(4:2) — Meaning of aunty 
interest; 227(4.3) — Application to the Crown. 


History: Subsec. 227(4) amended by 1998, c. 19, subsec. 226(1), deemed to have 
come into force on June 15, 1994. Subsec. 227(4) formerly read: 


(4),Money held in trust — Every person who’ deducts-or withholds, an amount 
under this Act shall be deemed to, hold the amount so deducted or withheld in 
‘trust, separate and apart from the person’s own moneys, for Her Majesty. and for 
payment to Her Majesty in the manner and at the time provided under this Act, 
‘and Her Majesty has ‘a lien and charge on the property and assets of the person 
whether or'not'the person has kept the amount separate and apart or is in receiv- 
ership, bankruptcy or liquidation or has made an assignment. 


Subsec. 227(4) substituted ‘by 1994,-c. 21, subsec. 104(1), applicavie, June 15, 1994. 
That subsec. formerly read: 
(4) Money held in trust for Her Majesty — Every person who déducts or with- 
holds any amount under this Act shall be deemed to hold the amount so Sia 
or withheld in trust for Her Majesty. 
Selected Cases [subsec. 227(4)]: Royal Bank v. Tuxedo Transport Ltd., [2000] 3 
C.T.C. 331 (BC CA) (Trust in-favour of Minister comes into being when’ funds are 
deducted or withheld, so Minister can oppose interests. of secured creditors); Roynat 
Inc. v. Ja-Sha Trucking & Leasing Ltd. (No, 2),,[1992] 2 C.T.C. 139 (Man. CA) (Statu- 
tory trusts under subsecs. 227(4) and (5) conflicted with and took priority over provi- 
sions of Personal Property Security Act). 


Information Circulars: 98-1R3: Collections policies: 


(4.1) Extension of trust — Notwithstanding any other provision 
of this Act, the Bankruptcy and Insolvency Act (except sections 81.1 
and 81.2 of that Act), any other enactment of Canada, any enact- 
ment of a province or any other law, where at any time an amount 
deemed by subsection (4) to be held by a person in’ trust for Her 
Majesty is not paid to Her Majesty in the manner and at the time 
provided under this Act, property of the person and property held 
by any sécured creditor (as defined’in subsection 224(1.3)) of that 
person that but for a security interest (as defined in subsection 
224(1.3)) would be. property of the person, equal in value to the 
amount so deemed \to be held in trust is deemed 


(a) to be held, from the time the amount was deducted or with- 
held by the person, separate and apart from the property of the 
person, in: trust for Her Majesty. whether or not the property is 
subject to such a security interest, and 


S. 227(5)(b) 


(b) to form no part of the estate or property of the person from 
the time the amount was so deducted or withheld, whether or not 
the property has in fact been kept separate and apart from the 

_ estate or property of the person and whether or not the property 
is subject to such a security. interest 


and is property beneficially owned by Her Majesty notwithstanding 
any security interest in such property and in the proceeds thereof, 
and the proceeds of such property shall be. paid to the Receiver 
General in priority to all such security interests. 

Related Provisions: 223(11.1) — Deemed security interest where registered under 


Bankruptcy and Insolvency Act. s. 87(1); 227(4,2) — Meaning of security interest, 
227(4.3) — Application to the Crown. 


History: Subsec. 227(4.1) added by 1998, c. 19, subsec. 226(1), deemed to have come 
into force on June 15, 1994. 


Selected Cases [subsec. 227(4.1)]: MNR vy. Caisse Populaire du bon Conseil, 
[2009] 4 C.T.C. 330 (SCC) (Term savings agreement amounted to security interest); Re 
Temple City Housing Inc., [2008] 2 C.T.C. 61 (Alta QB) (Security interest of Minister 
subordinate to debtor-in-possession in CCAA proceedings); MNR v. Caisse populaire 
du Bon Conseil, [2007] 3 C.T.C. 70 (FCA) (Deemed trust, provisions broadly drafted to 
reach any interest that may secure payment. or performance of obligation); Canada (A.- 
G.) v. Caisse populaire de Lyster/Inverness/Val-Alain, [2007] 3 C.T.C. 55 (TCC) 
(Deemed trust exists even where no official realization of security interest); Canada 
(A.-G.) v. Community Expansion Inc., 2005 -CarswellOnt 214 (Ont.CA) (Exercise of 
right of distraint gives rise to security interest and landlord becomes secured creditor); 
Canada (A.-G.) v. National Bank ‘of Canada, [2004] 4 C.T.C.'193 (FCA); leave to 
appeal to SCC refused 2004 CarswellNat 3585 (Minister has priority to’ secured 
creditors); First Vancouver Finance vy. MNR, [2002] 3 C.T.C. 285 (SCC) (Trust in fa- 
vour of Minister established when failure to remit, but effective as.of date of withhold- 
ing. Trust attaches to all assets except those sold for value); Royal Bank v. Tuxedo 
Transport Ltd.; °{2000}:3:C.T.C. 331 (BC CA); rev’ g [1999], 3 C.T.C.. 393: (BC SC) 
(Trust in favour of Minister comes into being when funds are déducted:or withheld, so 
Minister can oppose interests of secured creditors; Receiver was not secured creditor 
and not person acting on behalf of secured creditor). 


(4.2) Meaning of security interest — For the purposes of sub- 
sections (4) and (4.1), a security interest does not ‘include a pre- 
scribed security interest. 


Related Provisions: 227(4.3) — Application to the Crown. 


History: Subsec, 227(4.2) added by, 1998, c. 19, subsec..226(1), deemed to have.come 
into force on June 15, 1994. 


Regulations: 2201 (prescribed security interest). 


(4.3) Application to Crown — For greater certainty, subsections 
(4) to (4.2) apply to Her Majesty in right of Canada or a province 
where Her Majesty in right of Canada or a province is a secured 
creditor (within the meaning assigned by subsection 224(1.3)) or 
holds a security interest (within the meaning assigned by that 
subsection). , 


History: Subsec. 227(4.3) added by 2001, c. 17; subsec. 180(1), in force June 14, 
2001. 


(5) Payments by trustees, etc. — Where a specified person in 
relation to a particular person (in this subsection referred.to as the 
“payer’) has any direct or indirect influence over the disbursements, 
property, business or estate of the payer andthe specified person, 
alone or together with another person, .authorizes. or otherwise 
causes.a payment referred to in. subsection..135(3), 135.1(7) or 
153(1),.or-on or in respect of which tax is payable under Part XII.5 
or XIII, to be made by or on behalf of the payer, the specified 
person 


(a) is, for the purposes.of subsections 135(3) and 153(1), section 
215 and this, section; deemed, to be, a. person who, made. the 
payment; 

(a.1) is, for the purposes of subsections 135.1(7) and 211.8(2), 
deemed to be a person who redeemed, acquired or cancelled a 
share and made the payment as a consequence of the redémp- 
tion, acquisition or cancellation; 


(b) is jointly and severally liable with the payer to pay to the 
Receiver General 
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severally, or solidarily,” for “jointly and waite to come into force on Royal 
Assent. . : 

Technical Notes (July 2010): See under 124). 


(i) all amounts payable by the payer because of any of sub- 
sections 135(3), 135.1(7), 153(1) and 211.8(2) and section 
215 in respect of the payment, and 


(ii) all amounts payable under this Act by the payer because 
of any failure to comply with any of those provisions in re- 
spect of the payment; and 


(c) is entitled to deduct or withhold from any amount paid or 
credited by the specified person to the payer or otherwise re- 
cover from the payer any amount paid under this subsection by 
the specified person in respect of the payment. 
Related Provisions: 227(5.1) — Specified person; 227(5.2) — “Person” 
partnership. 
History: The opening words of subsec. 227(5) amended by 2006, c. 4, subsec. 86(1), 
to substitute “135(3), 135.1(7)” for “135(3)”, applicable after 2005. 
Para. 227(5)(a.1) amended by 2006, c. 4, subsec. 86(2), to substitute “purposes of sub- 
sections 135.1(7) and 211.8(2)” for “purpose of subsection 211.8(2)”, applicable after 
2005. 
Subpara. 227(5)(b)(i) amended by 2006, c. 4, subsec. 86(3), to substitute “135(3), 
135.1(7)” for “135(3)”, applicable after 2005. 
The portion of subsec. 227(5) before subpara. (b)(ii) amended by 1997 c. 25, subsec, 
67(1),. applicable April 25, 1997. That portion formerly read: 
(5) Where a specified person in relation to a particular person (in this subsection 
referred to as the “payer’) has any direct or indirect influence over the disburse- 
ments, property, business or estate of the payer and the specified person, alone or 
together with another person, authorizes or otherwise causes a payment referred 
to in subsection 135(3) or 153(1), or on which tax is payable under Part XIII, to 
be made by or on behalf of the payer, the specified person 


includes 


(a) is, for the purposes of subsections 135(3) and 153(1), section 215 and 
this section, deemed to be a person who made the payment;, 


(b) is jointly and severally liable with the payer to pay to the Receiver 
General 


(i) all amounts payable by the payer because of any of subsections 
135(3) and 153(1) and section 215 in respect of the payment, and 


Subsec. 227(5) added by 1996, c. 21, s. 57, applicable June 20, 1996. 


Former subsec. 227(5) repealed by 1994, c. 21, subsec. 104(1), applicable June 15, 
1994. That subsec. formerly read: 


(5) Amount in trust not part of estate — Notwithstanding any provision of the 

Bankruptcy and Insolvency Act, in the event of any liquidation, assignment, re- 

ceivership or bankruptcy of or by a person, an amount equal to any amount 
(a) deemed by subsection (4) to be held in trust for Her Majesty, or 


(b) deducted or withheld under an Act of a province with which the Minister 
of Finance has entered into an agreement for the collection of taxes payable 
to the province under that Act that is deemed under that Act to be held in 
trust for Her Majesty in right of the province 


shall be deemed to be separate from and form no part of the estate in liquidation, 
assignment, receivership or bankruptcy, whether or not that amount has in fact 
been kept separate and apart from the person’s own moneys or from the assets of 
the estate. 


That portion of subsec. 227(5) preceding para. (a) amended to substitute “Bankruptcy 
and Insolvency Act’ for “Bankruptcy Act’, by 1992, c. 27, para. 90(1)(q), deemed to 
have come into force November 30, 1992. 


Selected Cases [Subsec. 227(5)]: Roll v. R., (2001) 1 C.T.C. 143:(FCA) (Bare 
trustee has no independent authority; not liable for failure to remit source deductions). 


(5.1) Definition of “specified person” — In subsection (5), a 
“specified person” in relation to a particular person means a person 
who is, in relation to the particular person or the disbursements, 
property, business or estate of the particular person, 


(a) a trustee; 

(b) a liquidator; 

(c) a receiver; 

(d) an interim receiver; 
(e) a receiver-manager; 


(f) a trustee in bankruptcy or other person appointed under the 
Bankruptcy and Insolvency Act; 


(g) an assignee; 
(h) a secured creditor (as defined in subsection 224(1.3)); 
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(i) an executor, a liquidator of a succession or an administrator; 


(j) any person acting in a capacity similar to that of a person 
referred to in any of paragraphs (a) to (i); 


(k) a person appointed (otherwise than as an employee of the 
creditor) at the request of, or on the advice of, a secured creditor 
in relation to the particular person to monitor, or provide advice 
in respect of, the disbursements, property, business or estate of 
the particular person under circumstances such that it is reasona- 
ble to conclude that the person is appointed to protect or ad- 
vance the interests of the creditor; or 


(1) an agent of a specified person referred to in any of paragraphs 
(a) to (k). 


History: Para. 227(5.1)() amended by 2001, c. 17, s. 229, in force June 14, 2001. The 
para. formerly read: 


(i) an executor or administrator; 
Subsec. 227(5.1) added by 1996, c. 21, s. 57, applicable June 20, 1996. 


(5.2) “Person” includes partnership — For the purposes of 
this section, references in subsections (5) and (5.1) to persons in- 
clude partnerships. 


Related Provisions: 227(15) — “Person” includes partnerships for certain purposes 
throughout s. 227. 
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Sf Ways and Means Motion 
ri is now 2276. re as belles 3). to 0 


to clear (oro Ol rerwise eerie mn eaten of vaio re al p payme 
ped. (Similar proposals for GST bay : 


ply voluntarily, and the proposals were put on bo to allo’ 
compliance. They have now been “suspended indefinitely’ 
be necessary” if they were to be reintroduced (Finance email . ) 
Aug. 6, 2009). For the text, see Stikeman Income Tax Act 19th-46th 


” 


(6) Excess withheld, returned or applied — Where a person 
on whose behalf an amount has been paid under Part XII.5 or XIII 
to the Receiver General was not liable to pay tax under that Part or 
where the amount so paid is in excess of the amount that the person 
was liable to pay, the Minister shall, on written application made no 
later than 2 years after the end of the calendar year in which the 
amount was paid, pay to the person the amount so paid or such part 
of it as the person was not liable to pay, unless the person is or is 
about to become liable to make a payment .to Her Majesty in right 
of Canada, in which case the Minister may apply the amount other- 
wise payable under this subsection to that liability and notify the 
person of that action. 


History: Subsec. 227(6) amended by 1997, c. 25, subsec. 67(2), applicable April 25, 
1997. Subsec. (6) formerly read: 


(6) Where a person on whose behalf an amount has been paid under Part XIII to 
the Receiver General was not liable to pay tax under that Part or where the — 
amount so paid is in excess of the amount that the person was liable to pay, the 
Minister shall, on written application made no later than 2 years after the end of 
the calendar year in which the amount was paid, pay to the person the amount so « 
paid or such part of it as the person was not liable to pay, unless the person is or 
is about to become liable to make a payment to Her Majesty in right of Canada, 
in which case the Minister may apply the amount otherwise payable under this 
subsection to that liability and notify the person of that action. 


Subsec. 227(6) substituted by 1994, c. 21, subsec. 104(1), applicable June 15, 1994. 
That subsec. formerly read: , 


(6) Withheld money returned or applied otherwise — Where a person on 
whose behalf an amount has been paid to the Receiver General after having been 
deducted or withheld under Part XIII was not liable to pay any tax under that 
Part or where the amount so paid to the Receiver General on the person’s behalf 
is in excess of the tax that the person was liable to pay, the Minister shall, on 
application in writing made within two years from the end of the calendar year in 
which the amount was paid, pay to the person the amount so paid or such part 
thereof as the person was not liable to pay, unless the person is otherwise liable 
or about to become liable to make a payment under this Act, in which case the 
Minister may apply the amount otherwise payable under this subsection to that 
payment and notify the person of that fact. 
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Part XV — Administration and Enforcement 


Forms: NR7-R: Application for refund of non-resident Part XIII tax withheld; NR302 
(draft): Declaration of benefits under a tax treaty for a partnership with non-resident 
partners; NR303 (draft): Declaration of benefits under a tax treaty for a hybrid entity. 


(6.1) Repayment of non-resident shareholder loan — 
Where, in respect of a loan from or indebtedness to a corporation or 
partnership, a person on whose behalf an amount was paid to the 
Receiver General under Part XIII because of subsection 15(2) and 
paragraph 214(3)(a) repays the loan or indebtedness or a portion of 
it and it is established by subsequent events or otherwise that the 
repayment was not made as part of a series of loans or other trans- 
actions and repayments, the Minister shall, on written application 
made no later than 2 years after the end of the calendar year in 
which the repayment is made, pay to the person an amount equal to 
the lesser of 


(a) the amount so paid to the Receiver General in respect of the 
loan or indebtedness or portion of it, as the case may be, and 


(b) the amount that would be payable to the Receiver General 
under Part XIII if a dividend described in paragraph 212(2)(a) 
equal in amount to the amount of the loan or indebtedness repaid 
were paid by the corporation or partnership to the person at the 
time of the repayment, 


unless the person is or is about to become liable to make a payment 
to Her Majesty in right of Canada, in which case the Minister may 
apply the amount otherwise payable under this subsection to that 
liability and notify the person of that action. 


Related Provisions: 227(7.1) — Determination of amount under subsec. (6.1); 
248(10) — Series of transactions. 


History: Subsec. 227(6.1) added by 1994, c. 21, subsec. 104(1), applicable to repay- 
ments made after December 21, 1992. 


Interpretation Bulletins: IT-119R4: Debts of shareholders and certain persons con- 
nected with shareholders. 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. 


(7) Application for assessment — Where, on application under 
subsection (6) by or on behalf of a person to the Minister in respect 
of an amount paid under Part XII.5 or XIII to the Receiver General, 
the Minister is not satisfied 


(a) that the person was not liable to pay any tax under that Part, 
or 


(b) that the amount paid was in excess of the tax that the person 
was liable to pay, 


the Minister shall assess any amount payable under that Part by the 
person and send a notice of assessment to the person, and sections 
150 to 163, subsections 164(1) and (1.4) to (7), sections 164.1 to 
_ 167 and Division J of Part I apply with any modifications that the 
* circumstances require. 


History: Subsec. 227(7) amended by 1997, c. 25, subsec. 67(3), applicable April 25, 
1997. Subsec. (7) formerly read: 


(7) Where, on application under subsection (6) by or on behalf of a person to the 
Minister in respect of an amount paid under Part XIII to the Receiver General, 
the Minister is not satisfied 


(a) that the person was not liable to pay any tax under that Part, or 


(b) that the amount paid was in excess of the tax that the person, was liable to 
pay, 
the Minister shall assess the person for any amount payable under Part XIII by 
the person and send a notice of assessment to the person, and sections 150 to 
163, subsections 164(1) and (1.4) to (7), sections 164.1 to 167 and Division J of 
Part I apply with such modifications as the circumstances require. 
Subsec. 227(7) substituted by 1994, c. 21, subsec. 104(1), applicable June 15, 1994. 
That subsec. formerly read: 
(7) ldem — Where, on application by or on behalf of a person to the Minister 
pursuant to subsection (6) in respect of an amount paid to the Receiver General 
that was deducted or withheld under Part XIII, the Minister is not satisfied 


(a) that the person was not liable to pay any tax under that Part, or 


(b) that the amount paid to the Receiver General was in excess of the tax that 
the person was liable to pay, 


the Minister shall assess the person for any amount payable by the person under 
Part XIII and send a notice of assessment to the person, whereupon sections 150 


(8.1) Joi 
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to 163, subsections 164(1) and (1.4) to (7), sections 164.1 to 167 and Division J 
of Part I are applicable with such modifications as the circumstances require. 


Selected Cases [subsec. 227(7)]: Lord Rothermere Donation y. R., [2009] 4 
C.T.C. 2084 (TCC) (Interest holiday for Minister begins with application for refund); 
Sentinel Hill Ltd. Partnerships v. Canada (A.-G.), [2008] 3 C.T.C. 425 (Ont CA) (Only 
non-resident may apply for refund of Part XIII tax). 


(7.1) Application for determination — Where, on application 
under subsection (6.1) by or on behalf of a person to the Minister in 
respect of an amount paid under Part XIII to the Receiver General; 
the Minister is not satisfied that the person is entitled to the amount 
claimed, the Minister shall, at the person’s request, determine, with 
all due dispatch, the amount, if any, payable under subsection (6.1) 
to the person and shall send‘a notice of determination to the person, 
and sections 150 to 163, subsections 164(1) and (1.4) to (7), sec- 
tions 164.1 to 167 and Division J of Part I apply with such modifi- 
cations as the circumstances require. 


History: Subsec. 227(7.1) added by 1994, c. 21, subsec, 104(1), applicable to repay- 
ments made after December 21, 1992. 


(8) Penalty — Subject to subsection (8.5), every person who in a 
calendar year has failed to deduct or withhold any amount as re- 
quired by subsection 153(1) or section 215 is liable to a penalty of 


(a) 10% of the amount that should have been deducted or with- 
held;or 


(b) where at the time of the failure a penalty under this subsec- 
tion was payable by the person in respect ofan amount that 
should have been deducted or withheld during the year and the 
failure was made knowingly or under circumstances amounting 
to gross negligence, 20% of that amount. 
Related Provisions: 147.1(3) — Deemed registration; 161(11)—‘Interest on penal- 
ties; 227(8.3) — Interest on amounts not deducted or withheld; 227(8.4) — Non-resi- 
dent employees and patronage dividends; 227(9) — Penalty; 227(9.5) — Each estab- 
lishment considered a separate person; 227(10) — Assessment; 227(10.2) — Joint and 
several liability re contributions to RCA; 252.1 — Where union is employer. 


History: Para. 227(8)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
132(1), applicable after 1992, except with respect to amounts required to be remitted 
before 1993. Para: (b) formerly read: 


(b) where the person had at the time of the failure been assessed’a penalty under 
this subsection in respect of an amount that should have been, deducted or with- 
held during the year, 20% of the amount that should have been deducted or 
withheld. 


Selected Cases [subsec. 227(8)]: Mollenhauer Ltd. v. Canada, [1992] 2 C.T.C. 
121 (FCTD) (Contractor which undertook to pay subcontractor’s employees’ “salary or 
wages or other remuneration” liable for failing to make and remit source deductions 
despite not being “employer”’); Comanche Drilling Ltd. (Receiver of) v. MNR, [1989] 1 
C.T.C.'428 (FCTD) (Receiver with power to borrow money to operate business liable 
for unremitted source deductions and penalty); R. v. Moulton Ltd., [1976] C.T.C. 416 
(FCTD) (In action against garnishee, Crown required to prove taxpayer liable to make 
payment under Act). 


I.T. Application Rules: 62(2) (subsec: 227(8) applies to interest payable in respect of 
any period after December 23, 1971). 


Interpretation Bulletins: IT-494: Hire of ships and aircraft from non-residents. 


Information Circulars: 77-16R4: Non-resident income tax; 07-1: Taxpayer relief 
provisions. 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments; TPM-06: Bundled transactions. 


CRA Audit Manual: 28.7.4: Penalties — failure to deduct or withhold an amount. 


(8.1) Joint and several liability — Where a particular person 
has failed to deduct or withhold an amount as required under sub- 
section 153(1) or section 215 in respect of an amount that has been 
paid to a non-resident person, the non-resident person is jointly and 
severally liable with the particular person to pay any interest paya- 
ble by the particular person pursuant to subsection (8.3) in respect 
thereof. 


Proposed Amendment =227(8.1 ) 


several, or : solidary, liability — If a particu- 
lar person has failed to deduct or withhold an amount as required 
under subsection 153(1) or section 215 in respect of an amount » 
that has been paid to a non-resident person, the non-resident per- — 
son is jointly and severally, or solidarily, liable with the particular | 
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person to pay any interest payable by the particular as pursu- 
ant to subsection (8.3) in respect thereof. 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 


252(2), will amend subsec. 227(8. 1) to read as above, to come into force on Royal 
Assent. 


Technical Notes (July 2010): See wnece 12(4). 


Related Provisions: 227(10) — Assessment. 


(8.2) Retirement compensation arrangement deduc- 
tions — Where a person has failed to deduct or withhold any 
amount as required under subsection 153(1) in respect of a contri- 
bution under a retirement compensation arrangement, that person is 
liable to pay to Her Majesty an amount equal to the amount of the 
contribution, and each payment on account of that amount is 
deemed to be, in the year in which the payment is made, 


(a) for the purposes of paragraph 20(1)(1), a contribution by the 
person to the arrangement; and 


(b) an amount on account of tax payable by the custodian under 
Part XI.3. 
Related Provisions: 147.1(3) — Deemed registration; 153(1)(p) — Withholding re- 
quired; 227(10) — Assessment; 227(10.2) — Joint and several liability re contributions 

to RCA; 252.1 — Where union is employer. 


(8.3) Interest on amounts not deducted or withheld — A 
person who fails to deduct or withhold any amount as required. by 
subsection 135(3), 135.1(7), 153(1) or 211.8(2) or section 215 shall 
pay to the Receiver General interest on the amount at the prescribed 
rate, computed 


(a) in the case of an amount required by subsection 153(1) to be 
deducted or withheld from a payment to another person, from 
the fifteenth day of the month immediately following the month 
in which the amount was required to be deducted or withheld, or 
from such earlier day as may be prescribed for the purposes of 
subsection 153(1), to, 


(i) where that other person is not resident in Canada, the day 
of payment of the amount to the Receiver General, and 


(ii) where that other person is resident in Canada, the earlier 
of the day of payment of the amount to the Receiver General 
and April 30 of the year immediately following the year in 
which the amount was required to be deducted or withheld; 


(b) in the case of an amount required by subsection 135(3) or 
135.1(7) or section 215 to be deducted or withheld, from the day 
on which the amount was required to be deducted or withheld to 
the day of payment of the amount to the Receiver General; and 


(c) in the case of an amount required by subsection 211.8(2) to 
be withheld, from the day on or before which the amount was 
required to be remitted to the Receiver General to the day of the 
payment of the amount to the Receiver General. 
Related Provisions: 221.1 — Application of interest where legislation retroactive; 
227(8.1) — Joint and several liability; 227(10) — Assessment; 227(10.2) — Joint and 
several liability re contributions to RCA; a Sra heer ne interest; 252.1 — 
Where union is employer. 
History: The opening words of subsec. 227(8.3) amended by 2006, c. 4, subsec. 86(4) 
to substitute “135(3), 135.1(7)” for “135(3)”, applicable after 2005. 


Para. 227(8.3)(b) amended by 2006, c. 4, subsec. 86(5) to substitute “135(3) or 
135.1(7)” for “135(3)”, applicable after 2005. 


The opening words of subsec. 227(8.3) amended, and para. (c) added, by 1997, c. 25, 
subsecs. 67(4), (5), applicable April 25, 1997. The opening words formerly read: 


(8.3) A person who fails to deduct or withhold any amount as required by sub- 
section 135(3) or 153(1) or section 215 shall pay to the Receiver General interest 
on the amount at the prescribed rate, computed 


That portion of subsec. 227(8.3) preceding para. (a) substituted, para (b) amended to 
add reference to subsec. 135(3), by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 186(1), 
(2), applicable after July 13, 1990. That portion formerly read: 


(8.3) Where a person has failed to deduct or withhold any amount as required by 
subsection 153(1) or section 215, the person shall pay to the Receiver General 
interest on the amount at the prescribed rate computed 


Selected Cases [subsec. 227(8.3)]: Wright v. R., [2001] 3 C.T.C. 2426 (TCC) 
(Where non-resident elects under s. 216, no further liability for withholding taxes under 
s. 215). 


Income Tax Act 


Regulations: 4301(a) (prescribed rate of interest). 
Information Circulars: 07-1: Taxpayer relief provisions. 


(8.4) Liability to pay amount not deducted or withheld — A 
person who fails to deduct or withhold any amount as required 
under subsection 135(3) or 135.1(7) in respect of a payment made 
to another person or under subsection 153(1) in respect of an 
amount paid to another person who is non-resident or who is resi- 
dent in Canada solely because of paragraph 250(1)(a) is liable to 
pay as tax under this Act on behalf of the other person the whole of 
the amount that should have been so deducted or withheld and is 
entitled to deduct or withhold from any amount paid or credited by 
the person to the other person or otherwise to recover from the other 
person any amount paid by the person as tax under this Part on be- 
half of the other person. 

Related Provisions: 215(6) — Parallel provision for non-resident withholding tax; 
227(10) — Assessment. 

History: Subsec. 227(8.4) amended by 2006, c. 4, subsec. 86(6), applicable after 2005. 
The subsec. formerly read: 


(8.4) Liability to pay amount not deducted or withheld — A person who fails 
to deduct or withhold any amount as required under 


(a) subsection 135(3) in respect of a payment made to another person, or 


(b) subsection 153(1) in respect of an amount paid to another person who is 
non-resident or who is resident in Canada solely because of paragraph 
250(1)(a) 


is liable to pay as tax under this Act on behalf of the other person the whole of 
the amount that should have been so deducted or withheld and is entitled to de- 
duct or withhold from any amount paid or credited by the person to the other 
person or otherwise to recover from the other person any amount paid by the 
person as tax under this Part on behalf of the other person. 


Subsec. 227(8.4) substituted by 1994, c. 7, Sch. I (1991, c. 49), subsec. 186(3), appli- 
cable after July 13, 1990. Subsec. 227(8.4) formerly read: 


(8.4) A person who has failed to deduct or withhold any amount as required 
under subsection 153(1) in respect of an amount paid to another person who is 
not resident in Canada, or who is resident in Canada only by reason of paragraph 
250(1)(a), is liable to pay as tax under this Act on behalf of the other person the 
whole of the amount that should have been deducted or withheld, and is entitled 
to deduct or withhold from any amount the person pays or credits to the other 
person or otherwise recover from the other person any amount paid by the per- 
son as tax under this Part on behalf of the other person. 


CRA Audit Manual: 15.2.11: Withholding of Part I tax — income from carrying on a 
business in Canada. 


(8.5) [Repealed] 


History: Subsec. 227(8.5) repealed by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
132(2), applicable after 1992, except with respect to amounts required to be remitted 
before 1993. Subsec. (8.5) formerly read: 


(8.5) Payments from same establishment — Where a person has failed to de- 
duct or withhold any amount in respect of a payment described in paragraph 
153(1)(a), subsection (8) shall be read as follows: 


“(8) Every person who in a calendar year has failed to deduct or withhold 
a particular amount as required by paragraph 153(1)(a) in respect of a pay- 
ment made by the person from an establishment of the person is liable to a 
penalty of 


(a) 10% of the particular amount that should have been deducted or 
withheld; or 


(b) where the person had at the time of the failure been assessed a 
penalty under this subsection for failing to deduct or withhold during 
the year another amount so required to be deducted or withheld in 
respect of a payment made by the person from the same establishment 
of the person, 20% of the particular amount that should have been 
deducted or withheld.” 


(9) Penalty — Subject to subsection (9.5), every person who in a 
calendar year has failed to remit or pay as and when required by 
this Act or a regulation an amount deducted or withheld as required 
by this Act or a regulation or an amount of tax that the person is, by 
section 116 or by a regulation made under subsection 215(4), re- 
quired to pay is liable to a penalty of 


(a) subject to paragraph (b), if 


(i) the Receiver General receives that amount on or before 
the day it was due, but that amount is not paid in the manner 
required, 3% of that amount, 


1506 


Part XV — Administration and Enforcement 


(ii) the Receiver General receives that amount 


(A) no more than three days after it was due, 3% of that 
amount, 


(B) more than three days: and no more than five days after 
it was due, 5% of-that amount, or 


(C) more than five days and no more than seven days af- 
ter it was. due, 7% of. that amount, or 


(iii) that amount is not paid or remitted on or before the sev- 
enth day after it was due, 10% of that amount; or 


(b) where at the time of the failure a penalty under this subsec- 
tion was payable by the person in respect of an amount that 
should have been remitted or paid during the year and the failure 
was made knowingly or under circumstances amounting to gross 
negligence, 20% of that amount. 


Related Provisions: 227(8) — Penalty; 227(9.1) — Exclusion of first $500 of with- 
holdings; 227(9.3) — Interest on certain tax not paid; 227(9.5) — Each establishment 
considered a separate person; 227(10.1) —.Assessment; 227(10:2) — Joint and several 
liability re contributions to RCA; 248(7) — Receipt of things mailed; 252.1 — Where 
union is employer. 


History: Para, 227(9)(a) amended by 2008, c. 28, s. 33, applicable in respect of pay- 
ments and remittances that are required to be first made after February 25, 2008. It 
formerly read: 


(a) 10% of that amount; or 


Para. 227(9)(b) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec: 132(3), applica- 
ble after 1992, except with respect to amounts required to be’ remitted before 1993. 
Para. (9)(b) formerly read: 


(b) 20% of that amount, where the person had at the time of the failure been 
assessed a penalty under this subsection in respect’of a previous failure during 
the year. 


Selected Cases [subsec. 227(9)]: Storrie v. Canada, [1996] 2 C.T-C. 2596 (TCC) 
(Lack of clarity resolved in favour of taxpayer); Cana Construction Co. v. Canada, 
[1995] 1 C.T.C: 2122 (TCC) (Prime contractor maintained full control of funds to pay 
wages and required to withhold source deduction); Electrocan Systems Ltd. vy. Canada, 
[1989] 1 C.T.C. 244 (FCA) (Late remittance resulted in penalty); A.G. Can. v. Coopers 
and Lybrand Ltd,, 86 D.T.C. 6243 (BC SC) (Penalty imposed after date of filing bank- 
ruptcy proposal not provable claim). 


Regulations: Part I (amount required to be withheld). 


1.T. Application Rules: 62(2) (subsec. 227(9) applies to interest payable in respect of 
any period ‘after December 23, 1971). 


Information Circulars: 07-1: Taxpayer relief provisions. 
Registered Plans Compliance Bulletins: 4 (abusive schemes— RRSP stripping). 
CRA Audit Manual: 28.7.5: Penalties — failure to remit an amount withheld. 


(9.1) Penalty — Notwithstanding any other provision of this Act, 
any other enactment of Canada, any enactment of a province or any 
other law, the penalty for failure to remit an amount required to be 
remitted by a person on or before a prescribed date under subsec- 
tion 153(1), subsection 21(1) of the Canada Pension Plan, subsec- 
tion 53(1) of the Unemployment Insurance Act and subsection 82(1) 
of the Employment Insurance Act shall, unless, the person who is 
required to remit the amount has, knowingly or under circumstances 
amounting to gross negligence, delayed in remitting the amount or 
has, knowingly or under circumstances amounting to gross negli- 
gence, remitted an amount less than the amount required, apply 
only to the amount by which the total of all amounts so required to 
be remitted on or before that date exceeds $500. 


History: Subsec. 227(9.1) amended by 1998, c. 19, subsec. 226(2), deemed to have 
come into force on June 30, 1996. Subsec. 227(9.1) formerly read: 


(9.1) Idem— Notwithstanding any other provision of this Act, any other enact- 
ment of Canada, any enactment of Canada, any enactment of a province or any 
other law, the penalty for failure to remit an amount required to be remitted by a 
person on or before a prescribed date under subsection 153(1), subsection 21(1) 
of the Canada Pension Plan and subsection 82(1) of the Employment Insurance 
Act shall, unless the person who is required to remit the amount has, knowingly 
or under circumstances amounting to gross negligence, delayed in remitting the 
amount or has, knowingly or under circumstances amounting to gross negli- 
gence, remitted’an amount less than the amount required, apply only to the 
amount by which the total of all amounts so required to be remitted on or before 
that date exceeds $500. 


S. 227(9.5) 


Subsec. 227(9.1) amended by 1996, c. 23, s. 176, in force June 30, 1996. Subsec. (9.1) 
formerly read: 


(9.1) Notwithstanding any other provision of this Act, any other enactment of 
Canada, any enactment of a province or any other law, the penalty for failure to 
remit an amount required to be remitted by a person on or before a prescribed 
date under subsection 153(1), subsection 21(1) of the Canada Pension Plan and 
subsection 53(1) of the Unemployment Insurance Act shall, unless the person 
who is required to remit the amount has, knowingly or under circumstances 
amounting to gross negligence, delayed in remitting the amount or has, know- 
ingly or under circumstances amounting to. gross negligence, remitted an amount 
less than the amount required, apply only to the amount by which the total of all 
amounts so required to be remitted on or before that date exceeds $500. 


Subsec, 227(9.1) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 132(4), appli- 
cable after 1992, except with respect to amounts required to be remitted before 1993. 
Subsec. (9.1) formerly read: 


(9.1) Notwithstanding any. other provision of this Act, any other enactment of 
Canada, any enactment of a province or any law, the penalty for failure to remit 
an amount required to be remitted by a person on or before.a prescribed date 
under subsection 153(1), subsection 21(1) of the Canada Pension Plan and sub- 
section 53(1) of the Unemployment Insurance Act shall, unless the person re- 
quired to remit the amount has, wilfully delayed in remitting the amount or 
wilfully remitted an amount less than the amount required, apply only. to the 
amount by which the total of all amounts each of which is an amount so required 
to be remitted on. or before that date exceeds $500. 


CRA Audit Manual: 28.7.5: Penalties — failure to remit an amount withheld. 


(9.2) Interest on amounts deducted or withheld but not re- 
mitted — Where a person has failed to remit as and when required 
by this Act or a regulation an amount deducted or withheld as re- 
quired by this Act or a regulation, the person shall pay to the Re- 
ceiver General interest on the amount at the prescribed rate com- 
puted from the day on which the person was so required to remit the 
amount to the day of remittance of the amount to the Receiver 
General. 


Related Provisions: 221.1 — Application of interest where legislation retroactive; 
227(10.1) — Assessment; 227(10.2) — Joint and several liability re contributions to 
RCA; 248(11)— Compound interest; 252.1 — Where union is employer. 


Regulations: 4301(a) (prescribed rate of interest). 
Information Circulars: 07-1: Taxpayer relief provisions. 


(9.3) Interest on certain tax not paid — Where a person fails 
to pay an amount of tax that, because of section 116, subsection 
212(19) or a regulation made under subsection 215(4), the person is 
required to pay, as. and when the person is required to pay it, the 
person shall pay to the Receiver General interest on the amount at 
the prescribed rate computed from the day on or before which the 
amount was required to be paid to the day of payment of the 
amount to the Receiver General. 


Related Provisions: 221.1 — Application of interest where legislation retroactive; 
227(10.1) — Assessment; 248(11) —- Compound interest. 


History: Subsec. 227(9.3) substituted by 1994, c. 21, subsec. 104(2), applicable after 
May 28, 1993. That subsec. formerly read: 


(9.3) Where a person has failed to pay an amount of tax that the person is, by 
section 116 or a regulation made under subsection 215(4), required to pay, as 
and when the person was so required to pay it, the person shall pay to the Re- 
ceiver General interest on the amount at the prescribed rate computed from the 
day on or before which the amount was required to be paid to the day of payment 
of the amount to the Receiver General. 


Regulations: 4301 (prescribed rate of interest). 


(9.4) Liability to pay amount not remitted — A person who 
has failed to remit as and when required by this Act or a regulation 
an amount deducted or withheld from a payment to another person 
as required by this Act or a regulation is liable to pay as tax under 
this Act on behalf of the other person the amount so deducted or 
withheld. 


Related Provisions: 227(10.1) — Assessment; 227(10.2) — Joint and several liabil- 
ity re contributions to RCA; 252.1 — Where union is employer. 


(9.5) Payment from same establishment — In. applying 


paragraphs (8)(b) and (9)(b) in respect of an amount required by 
paragraph 153(1)(a) to be deducted or withheld, each establishment 
of a person shall be deemed to be a separate person. 
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History: Subsec. 227(9.5) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 
132(5), applicable after 1992, except with respect to amounts required to be remitted 
before 1993. Subsec. (9.5) formerly read: 


(9.5) Where a person has failed to remit or pay an amount deducted or withheld 
in respect of a payment described in paragraph 153(1)(a), subsection (9) shall be 
read as follows: 


“(9) Every person who ina calendar year has failed to remit or pay as and 
when required by this Act or a regulation a particular amount deducted or 
withheld as required by paragraph 153(1)(a) in respect of a payment made 
by the person from an establishment of the person is liable to a penalty of 


(a) 10% of the particular amount that should have been remitted or 
paid; or 

(b) where the person had at the time of the failure been assessed a 
penalty under this subsection for failure to remit or pay during the 
year another amount so required to be remitted or paid in respect of an 
amount so deducted or withheld by the person in respect of a payment 
made by the person from the same establishment of the person, 20% 
of the amount that should have been remitted or paid.” 


Information Circulars: 07-1: Taxpayer relief provisions. 


(10) Assessment — The Minister may at any time assess any 
amount payable under 


(a) subsection (8), (8.1), (8.2), (8.3) or (8.4) or 224(4) or (4.1) or 
section 227.1 or 235 by a person, 


(b) subsection 237.1(7.4) by a person or partnership, 


Proposed Amendment — 227(10)(b) 


Application: The August 27, 2010 draft legislation (Part 3 — other amendments), s. 
114, will amend para. 227(10)(b) to. substitute “237.1(7.4) or 237.38)” for 
“237.1(7.4)”, applicable in respect of avoidance transactions that are entered into after 
2010 or that are part of a series of transactions that began before 2011 mad’ is es 
after 2010. 


Technical Notes (Sept. 10, 2010): Subsection 297(10) empowers ibe ‘Minister a 
National Revenue to assess a person for various amounts, including penalties and other 
amounts payable by the person in respect of the failure to comply with the various 
provisions of the Act. Subsection 227(10) is amended to apply to a person or partner- 
ship that is required to pay a penalty under new subsection 237.3(8) 
ply with the reporting requirements in respect of a reportable tran 
meaning assigned under new subsection 237.3(1)). 


ction (within the 


(c) subsection (10.2) by a person as a consequence of a failure of 
a non-resident person to deduct or withhold any amount, or 


(d) Part XIII by a person resident in Canada, 


and, where the Minister sends a notice of assessment to that person 
or partnership, Divisions I and J of Part I apply with any modifica- 
tions that the circumstances require. 


Related Provisions: 164(1.5)(c)(i) —Late refund of amount overpaid due to 
227(10) assessment under Reg. 105; 222(5)(c) — Restart of 10-year collection limita- 
tion period. 


History: Subsec. 227(10) amended by 1998, c. 19, subsec. 226(3), applicable after 
December 1, 1994. Subsec. 227(10) formerly read: 


(10) The Minister may assess 


(a) any person for any amount payable by that person under subsection (8), 
(8.1), (8.2), (8.3) or (8.4) or 224(4) or (4.1) or section 227.1 or 235, 


(a.1) any person for any amount payable under subsection (10.2) by the per- 
son as a consequence of a failure by a non-resident person to deduct or with- 
hold any amount, and 


(b) any person resident in Canada for any amount payable by that person 
under Part XIII, 


and, where the Minister sends a notice of assessment to that person, Divisions I 
and J of Part I are applicable with such modifications as the circumstances 
require. 


Para. 227(10)(a.1) added by 1994, c. 21, subsec. 104(3), applicable June 15, 1994. 


Para. 227(10)(a) amended to add reference to s. 235 by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 186(4). 


Selected Cases [subsec. 227(10)]: MNR v. Zen, [2009] 6 C.T.C. 210 (FC); aff'd 
[2010] 6 C.T.C. 28 (FCA) (Directors liable for interest on vicarious assessments); 
Dagenais v. R., [2007] 3 C.T.C. 2147 (TCC) (Normal limitation period inapplicable); 
Markevich v. Canada, [1999] 2 C.T.C. 104 (FCTD) (Provincial limitation statutes do 
not override Act). 


Information Circulars: 89-2R2: Directors’ liability — s. 227.1 of the Income Tax 
Act, s. 323 of the Excise Tax Act, s. 81 of the Air Travellers Security Charge Act, and 
subsec. 295(1) of the Excise Act, 2001. 


Income Tax Act 


(10.01) Part XII.5 [assessment] — The Minister may at any 
time assess any amount payable under Part XII.5 by a person resi- 
dent in Canada and, where the Minister sends a notice of assess- 
ment to that person, Divisions I and J of Part I apply with any modi- 
fications that the circumstances require. 


History: Subsec. 227(10.01) added by 1997, c. 25, subsec. 67(6), applicable April 25, 
1997. 


(10.1) Idem — The Minister may at any time assess 


(a) any amount payable under section 116 or subsection (9), 
(9.2), (9.3) or (9.4) by any person, 


(b) any amount payable under subsection (10.2) by any person 
as a consequence of a failure by a non-resident person to remit 
any amount, and 


(c) any amount payable under Part XII.5 or XIII by any non- 
resident person, 


and, where the Minister sends a notice of assessment to the person, 
sections 150 to 163, subsections 164(1) and (1.4) to (7), sections 
164.1 to 167 and Division J of Part I apply with such modifications 
as the circumstances require. 

Related Provisions: 164(1.5)(c)(ii) —Late refund of amount overpaid due to 


227(10.1) assessment under 116(5) or (5.3); 224(1.2) — Garnishment of payments re- 
directed to secured creditors. 


History: Paras. 227(10.1)(a) to (c) substituted for paras. (a) to (b) by 1997, c. 25, 
subsec. 67(7), applicable April 25, 1997. Paras. (a) to (b) formerly read: 


(a) any person for any amount payable under section 116 or. subsection (9), (9.2), 
(9.3) or (9.4) by the person, 

(a.1) any person for any amount payable under subsection (10.2) by the person 
as a consequence of a failure by a non-resident person to remit any amount, and 
(b) any non-resident person for any amount payable under Part XIII by the 
person, 


Subsec. 227(10.1) substituted by 1994, c. 21, subsec. 104(4), applicable. to amounts that 
become payable after 1990 except that, in applying subsec. 227(10.1) to amounts that 
became payable before June 15, 1994, it shall be read without reference to para. (a.1) 
thereof. That subsec. formerly read: 
(10.1) Idem — The Minister may assess 
(a) any person for any amount payable by that person under subsection (9), 
(9.2), (9.3) or (9.4), and 
(b) any non-resident person for any amount payable by that person under 
Part XIII, 
and, where the Minister sends a notice of assessment to that person, sections 150 
to 163, subsections 164(1) and (1.4) to (7), sections 164.1 to 167 and Division J 
of Part I are applicable with such modifications as the circumstances require. 
Selected Cases [subsec. 227(10.1)]: Re United Used Auto & Truck Parts Ltd., 
[2000] 3 C.T.C. 338 (BC SC) (Requirement to pay requires underlying assessment); 
Spa Springs Parks Ltd. v. Mineral Water Company of Canada Ltd., [1992] 2 C.T.C. 
154 (NS TD) (Crown priority extends to related interest and penalties). 


(10.2) Joint and several liability re contributions to RCA — 
Where a non-resident person fails to deduct, withhold or remit an- 
amount as required by subsection 153(1) in respect of a contribution 
under a retirement compensation arrangement that is paid on behalf 
of the employees or former employees of an employer with whom 
the non-resident person does not deal at arm’s length, the employer 
is jointly and severally liable with the non-resident person to pay 
any amount payable under subsection (8), (8.2), (8.3), (9), (9.2) or 
Ss 4) by the non-resident person in piles of the Caneel 


Proposed Amendment — 227(10.2) _ 


(0. 2) Joint and several, or solidary, liability re 
contributions to RCA — If a non-resident person fails to de- _ 
duct, withhold or remit an amount as required by subsection — 
153(1) in respect of a contribution under a retirement compensa- _ 
tion arrangement that is paid on behalf of the employees or former — 
employees of an employer with whom the non-resident person — 
does not deal at arm’s length, the employer is jointly and sever- _ 
ally, or solidarily, liable with the non-resident person to rey, any 
amount payable under subsection (8), (8.2), (8.3), (9), sebas 
(9.4) by the non-resident person in respect of the contribution. 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. — 


252(3), will amend subsec. 227(10.2) to read as above, ‘to come into — on Royal 
Assent. : sib. ish 
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Technical Notes (July 2010): See under 12(4). 


Related Provisions: 227(10)(c) — Assessment for failure to deduct or withhold; 
227(10.1)(c) — Assessment for failure to remit tax. 


History: Subsec. 227(10.2) added by 1994, 'c. 21, subsec. 104(5), applicable June 15, 
1994. 


Former (10.2), (10.3)-(10.9) [Repealed] 


History: Former subsec. 227(10.2), and subsec. (10.3) to (10.9), repealed by 1993, c. 
24, s. 153.\(Subsec. (10.9), which was added in the R.S.C. 1985 (Sth Supp.) consolida- 
tion, taking the place of the application rule in 1986, c. 6, subsec. 118(4), provided that 
subsecs. (10.2) to (10.8) would come into force on a day to be proclaimed. That procla- 
mation never occurred.) ' 


(11) Withholding tax — Provisions of this Act requiring a person 
to deduct or withhold an amount in respect of taxes from amounts 
payable to a taxpayer are applicable to Her Majesty in right of Can- 
ada or a province. . 


(12) Agreement not to deduct void — Where this Act requires 
an amount to be deducted or withheld, an agreement by the person 
on whom that obligation is imposed not to deduct or withhold is 
void. 


(13) Minister’s receipt discharges debtor — The receipt of 
the Minister for an amount deducted or withheld. by any person as 
required by or under this Act is a good and sufficient discharge of 
the liability of any debtor to the debtor’s creditor with respect 
thereto to the extent of the amount referred to in the receipt. 


(14) Application of other Parts — Parts IV, IV.1, VI and VI.1 
do not apply to any corporation for any period throughout which it 
is exempt from tax because of section 149. 

Related Provisions: 181.1(3)(c) — Exemption from Part I.3 tax; 186.1 — Part IV 


tax—exempt corporations; 219(2)— Part XIV tax—exempt corporations; 
227(16) — Part IV tax — municipal or provincial corporation. 


History: Subsec. 227(14) amended by 1994, c.-7, Sch. II (1991, c. 49), subsec. 186(5), 
applicable to any period or part of a period referred to in the subsec. that is after 1989. 
Subsec. (14) formerly read: 


(14) Where. Parts Ill, IV, 1V.1, Vl. and V1.1 are not applicable — Parts Ill; IV, 
IV.1, VI and VI.1 are not applicable to any corporation for any. period through- 
out which it is exempt from tax under section 149. 


Interpretation Bulletins: IT-269R4: Part IV tax on taxable dividends received by a 
private, corporation or a subject corporation; IT-347R2: Crown corporations (archived); 
IT-496R: Non-profit organizations. 


(15) Partnership included in “person” — In this section, a ref- 
erence to a “person” with respect to any amount deducted or with- 
held or required to be deducted or withheld is deemed to include a 
partnership. 

Related Provisions: 96 — Partnerships and their members; 212(13:1) — Applica- 


tion of Part XIII tax to partnership; 227(5.2) — “Person” includes partnership for pur- 
poses of certain. provisions. 


History: Subsec. 227(15) amended by 1997, c. 25, subsec. 67(8), applicable April 25, 
1997. Subsec. (15) formerly read: 


(15) In this section a reference to “person” with respect to any amount or any tax 
deducted or withheld from an amount under Part XIII shall be deemed to include 
a partnership that is with respect to that amount deemed for the purposes of that 
Part to be a person resident in Canada or a non-resident person. 
Forms; NR302 (draft); Declaration of benefits under a tax treaty for a partnership with 
non-resident partners. 


(16) Municipal or provincial corporation excepted — A cor- 
poration that at any time in a taxation year would be a corporation 
described in any of paragraphs 149(1)(d) to (d.6) but for'a provision 
of an appropriation Act is deemed not to be a private corporation 
for the purposes of Part IV with respect to that year. 


History: Subsec. 227(16) amended by 2001, c. 17, subsec. 180(2), applicable to taxa- 
tion years that begin after 1998. It formerly read: 


(16) A corporation that at any time during the taxation year would be a corpora- 
tion described in paragraph 149(1)(d) but for a provision of an appropriation Act 
shall be deemed not to be a private corporation for the purposes of Part IV. 
Interpretation Bulletins [subsec. 227(16)]: IT-269R4: Part IV tax on taxable 
dividends received by a private corporation or a subject corporation; IT-347R2: Crown 
corporations (archived). 
Definitions [s. 227]: “Act” — Interpretation Act 35(1); “amount”, “assessment” — 
248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255; “common- 


S. 227.1(2)(b) 


law partnership” — 248(1); “corporation” — 248(1), Interpretation Act 35(1); “‘custo- 
dian” — 248(1)“retirement compensation arrangement’; “employee”, “employer” — 
248(1); “estate” — 104(1), 248(1); “Her Majesty” — Interpretation Act 35(1); “Min- 
ister”, “non-resident” — 248(1); “person” — 227(5.2), (15), 248(1); “prescribed” — 
248(1); “prescribed rate’ — Reg. 4301; “private corporation” — 89(1), 248(1); “pro- 
perty” — 248(1); “province” — Interpretation Act 35(1); “public corporation” — 
89(1), 248(1); “regulation” — 248(1); “resident in Canada” — 250; “retirement com- 
pensation arrangement”, “salary or wages’ — 248(1); “secured creditor’ —224(1.3); 
“security interest” — 224(1.3), 227(4.2); “series” — 248(10); “specified person” — 
227(5.1); “tax payable” — 248(2); “taxation year” — 249; “taxpayer” — 248(1); 
“trust” — 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


227.1 (1) Liability of directors for failure to deduct — Where 
a corporation has failed to deduct or. withhold an amount as re- 
quired by subsection 135(3) or 135.1(7) or section 153 or 215, has 
failed to remit such an amount or has failed to pay an amount of tax 
for a taxation year as required under Part VII or VIII, the directors 
of the corporation at the time the corporation was required to de- 
duct, withhold, remit or pay the amount are jointly and severally, or 
solidarily, liable, together with the corporation, to pay that amount 
and any interest or penalties relating to it. 


Related Provisions: 159(2) — Requirement for clearance certificate before distrib- 
uting property; 204.87 — S. 227.1 applies to Part X.3 tax; 222(5)(c) — Restart of 10- 
year collection limitation period when director assessed under 227(10)(a); 227(10) — 
Assessment; 236 — Execution of documents by corporations; 242 — Officers and di- 
rectors guilty of corporation’s offences. 


History: Subsec. 227.1(1) amended by 2006, c. 4, s. 87, applicable after 2005: The 
subsec. formerly read: 


(1) Where a corporation has failed to deduct or withhold an amount as required 
by subsection 135(3) or section 153 or 215, has failed to remit such an amount or 
has failed to pay an amount of tax for a taxation. year as required under Part VII 
or VIII, the directors of the corporation at the time the corporation was required 
to deduct, withhold, remit or pay the amount are jointly and severally liable, 
together with the corporation, to pay that amount and any interest or penalties 
relating thereto. 


Selected Cases [subsec. 227.1(1)]: MNR v. Zen, [2010] 6 C.T.C. 28 (FCA) 
(Additional assessments not required in order to collect taxes and accrued interest on 
directors’ liability); Ehrhardt y. R., [2008] 4 C.T.C. 2351 (TCC) (Unsophisticated 
outside director entitled to rely on reports from auditors re tax payments); Scavuzzo v. 
R., [2006] 2 C.T.C. 2429 (TCC); add’l reasons at [2006] 2 C.T.C. 2457; add’l reasons 
at [2006] 3 C.T.C. 2157 (Taxpayers assessed have the right to challenge underlying 
assessments); Dirienzo v. R., [2000] 3 C.T.C. 2363 (TCC) (Mere. formal position as 
director may not engender vicarious liability); Holmes v. R., [2000] 3 C.T.C. 2235 
(TCC) (Franchisor’s exercise of control removed powers of directors to act); Wheeliker 
v. R. (April 20, 2000), File 27319 (SCC); leave to appeal refused from [1999] 2 C.T.C. 
395 (FGA); rev’ g [1998] 1 C.T.C. 2021 (TCC) (Provisions apply to volunteer directors 
as well.as professionals); Storrie.v. MNR, [1996] 2 C.T.C. 2596 (TCC) (Lack of clarity 
resolved in favour of taxpayer); MacCormack v. MNR, [1995] 2 C.T.C. 2410D (TCC) 
(Distinctions between directors who are liable and those who are not); Roll v. MNR, 
[1992] 2 C.T.C. 2060 (TCC) (Director liable for failure to remit source deductions 
prior to date of resignation); Robitaille v. Canada, [1990]°1. C.T.C. 121 (FCTD) 
(Where decisions as to cheques issued from accounts of company in liquidation made 
by the bank appointed as controller, no liability of directors); Danielson v. MNR, 
[1986] 2 C.T.C. 341 (FCTD) (Assessment pursuant to provision cannot be quashed by 
way of application for certiorari); Danielson y. Dep. A.G. Gan., [1986] 2. C.T.C.,42 
(FCTD) (Pending determination of ultimate liability, interim injunction against execu- 
tion of seizure granted to director having no active role in company’s affairs nor 
knowledge of its business). 


Information Circulars: 89-2R2: Directors’ liability — s. 227.1 of the Income Tax 
Act, s. 323 of the Excise Tax Act, s. 81 of the Air Travellers Security Charge Act, and 
subsec. 295(1) of the Excise Act, 2001; 98-1R3: Collections policies. 


CRA Audit Manual: 28.7.6: Directors liability — failure to deduct, remit GST/HST 
or income tax. 


(2) Limitations on liability — A director is not liable under sub- 
section (1), unless 


(a) a certificate for the amount of the corporation’s liability re- 
ferred to in that subsection has been registered in the Federal 
Court under section 223 and execution for that amount has been 
returned unsatisfied in whole or in part; 


(b) the corporation has commenced. liquidation or dissolution 
proceedings or has been dissolved and a claim for the amount of 
the corporation’s liability referred to in that subsection has been 
proved within six months after the earlier of the date of com- 
mencement of the proceedings and the date of dissolution; or 
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(c) the corporation has made an assignment or a bankruptcy or- 

der has been made against it under the Bankruptcy and Insol- 

vency Act and a claim for the amount of the corporation’s liabil- 

ity referred to in that subsection has been proved within six 

months after the date of the assignment or bankruptcy order. 
History: Para. 227.1(2)(c) amended by 2004, c. 25, s. 202 to replace both instances of 
“receiving order” with “bankruptcy order”, in force December 15, 2004. 


Para. 227.1(2)(c) amended by 1992, c. 27, para. 90(1)(q), to substitute “Bankruptcy and 
Insolvency Act’ for “Bankruptcy Act”, deemed to have come into force November 30, 
1992. 


Selected Cases [subsec. 227.1(2)]: Walsh v. R., [2010] 1 C.T.C. 2412 (TCC) 
(Failure to prove execution of writ of seizure returned unsatisfied complete bar to claim 
against corporate director); Murray v. R., [1997] 3 C.T.C. 2971 (TCC) (Duty of direc- 
tor is to prevent failure to make source deductions, not fix the problem after the fact); 
Kyte v. Canada, [1997] 2 C.T.C. 14 (FCA) (Correct amount in certificate merely direc- 
tory, not mandatory); Kyte v. Canada, [1996] 1 C.T.C. 151 (FCTD) (Error in directory 
provision of the Act does not invalidate assessment). 

Information Circulars: 89-2R2: Directors’ liability —s..227.1 of the Income Tax 
Act, s. 323 of the Excise Tax Act, s. 81 of the Air Travellers Security Charge Act, and 
subsec. 295(1) of the Excise Act, 2001. 


(3) Idem [due diligence defence] — A director is not liable for 
a failure under subsection (1) where the director exercised the de- 
gree of care, diligence and skill to prevent the failure that a reasona- 
bly prudent person would have. exercised in comparable 
circumstances. 

Selected Cases [subsec. 227.1(3)]: Lidstone v. R., [2005] 4 C.T.C..2152 (TCC) 
(“Omniscience” not required, only reasonable behaviour); Mann y. R., [2005] 1 C.T.C. 
2744 (TCC) (Outside director who sought and received assurances that source deduc- 
tions made and remitted not liable); Cameron'v. R., [2001] 3 C.T.C. 200 (FCA) (Due 
diligence falls short of perfection or being foolproof); Rulton v. R., [2001] 2 C.T.C. 
2213 (TCC) (Test for due diligence not purely subjective); Dirienzo v. R., [2000] 3 
C.T.C. 2363 (TCC) (Mere formal position as director may not engender vicarious 
liability); Holmes v. R., [2000] 3 C.T.C. 2235 (TCC) (Franchisor’s exercise of control 
removed powers of directors to act); Cadrin v. R., [1999] 3 C.T.C. 366 (FCA) (Despite 
different standards for outside directors, they cannot be completely passive); Sanford v. 
Canada, [1996] 1 C.T.C. 2016 (TCC) (“Minimal” director exercised sufficient due 
diligence); Edwards v. MNR, [1995] 1 C.T.C. 2373 (TCC) (Due diligence required is to 
prevent failure to make remittances, not to cure default after the fact); Hadad y. Can- 
ada, [1994] 2 C.T.C. 2214 (TCC) (Failure to be prescient about fall in price of crude 
oil not equated to lack of care, diligence and skill). 


Information Circulars: 89-2R2: Directors’ liability —s. 227.1 of the Income Tax 
Act, s. 323 of the Excise Tax Act, s. 81 of the Air Travellers Security Charge Act, and 
subsec. 295(1) of the Excise Act; 2001. 


CRA Audit Manual: 28.11.0: Due diligence — cancellation or waiver of penalty. 


(4) Limitation period — No action or proceedings to recover any 
amount payable by a director of a corporation under subsection (1) 
shall be commenced more than two years after the director last 
ceased to be a director of that corporation. 

Selected Cases [subsec. 227.1(4)]: Blackwater Marine Inc., Re, [2010] 4 C.T.C. 
119 (BCSC) (Dissolved corporation restored, but not status of director, due to limita- 


tion period); Markevich v. Canada, [1999] 2 C.T.C. 104 (FCTD) (Provincial limitation 
statutes do not override Act). , 


Information Circulars: 89-2R2: Directors’ liability —s. 227.1 of the Income Tax 
Act, s. 323 of the Excise Tax Act, s. 81 of the Air Travellers Security Charge Act, and 
subsec. 295(1) of the Excise Act, 2001. 


(5) Amount recoverable — Where execution referred to in para- 
graph (2)(a) has issued, the amount recoverable from a director is 
the amount remaining unsatisfied after execution. 


(6) Preference — Where a director pays an amount in respect of a 
corporation’s liability referred to in subsection (1) that is proved in 
liquidation, dissolution or bankruptcy proceedings, the director is 
entitled to any preference that Her Majesty in right of Canada 
would have been entitled to had that amount not been so paid and, 
where a certificate that relates to that amount has been registered, 
the director is entitled to an assignment of the certificate to the ex- 
tent of the director’s payment, which assignment the Minister is 
hereby empowered to make. 


(7) Contribution — A director who has satisfied a claim under 
this section is entitled to contribution from the other directors who 
were liable for the claim. 


Selected Cases [s. 227.1]: Comparelli v. R., [2010] 3 C.T.C. 158 (FCA) (Due 
diligence test is not failure to have remitted deductions, but efforts to make sure deduc- 
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tions made); Pascoal v. R., [2010] 2 C.T.C. 2140 (TCC) (Directors under domination 
of inside director not liable); White v. R., [2010] 2 C.T.C. 2157 (TCC) (Possible rem- 
edy where CRA destroyed taxpayer records); Barry v. R., [2010] 1 C.T.C. 2189 (TCC) 
(Taxpayer in derivative assessment may challenge underlying assessment); MNR v. 
Zen, [2009] 6 C.T.C. 210 (FC); aff'd [2010] 6 C.T.C. 28 (FCA) (Directors liable for 
interest on vicarious assessments); Kern v. R., [2005] 3 C.T.C. 2244 (TCC) (Taxpayer 
can question amount of taxes vicariously assessed); McKinnon y. R., [2004] 2 C.T.C. 
2302 (TCC) (Cash shortage could not have been foreseen by director; due diligence 
defence allowed); Pitchford v. R., [2003] 3 C.T.C. 2853 (TCC) (Hope of eventual tax 
credits to fund source deduction insufficient due diligence defence); Worrell v. R., 
(2001] 1 C.T.C. 79 (FCA) (Principles of due diligence defence considered; effort must 
be directed to prevent failure to remit); Cadrin v. R., [1999] 3 C.T.C. 366 (FCA) (De- 
spite different standards for outside directors, they cannot be completely passive); 
Wheeliker v. R. (April 20, 2000), File 27319 (SCC); leave to appeal refused from 
[1999] 2 C.T.C. 395 (FCA); rev’g [1998] 1 C.T.C. 2021 (TCC) (Provisions apply to 
volunteer directors as well as professionals); Soper v. R., [1997] 3 C.T.C. 242 (FCA) 
(Standard of care is “objective subjective” and directors not to be considered as homo- 
geneous group of professionals with single, unchanging standard of conduct); Temple 
v. R., [1997] 2 C.T.C. 2678 (TCC) (“Deemed” employer not liable for source 
deductions); Giglio y.. R., [1997] 2C.T.C. 2608 (TCC) (Resignation as director not 
effective retroactively); Kalef v. Canada, [1996] 2 C.T.C. 1 (FCA) (Appointment. of 
trustee does cause director to cease to hold office); Page v. Canada, [1996] 1 C.T.C. 
2697 (TCC) (Minister ordered to produce records, but not tax returns, relating to deci- 
sion not to assess other directors); Wollitzer v. Canada, [1995] 1 C.T.C. 2996 (TCC) 
(Minister failed to prove that proof of claim was filed in bankruptcy. proceedings; claim 
against director dismissed); Lindthaler (M.G.) v. MNR, [1992] 2 C.T.C. 2570 (TCC) 
(Assessment setting out only one global amount of liability under four statutes invalid); 
Corazza (F.) v. MNR, [1992] 2 C.T.C. 2023 (TCC) (Assessment setting out only one 
global amount of liability under four statutes invalid); Re Norris, [1989] 2 C.T.C. 185 
(Ont CA) (Notice of assessment sufficient documentation to file proof of claim under 
Bankruptcy Act); MNR vy. Reaume, [1989] 1 C.T.C. 267 (FCA) (Assessment “in respect 
of liability under s. 227.1 of the Income Tax Act’ does not include liabilities under 
other statutes). 

Definitions [s. 227.1]: “amount” — 248(1); “corporation” —248(1), Interpretation 
Act 35(1); “Federal Court” — Federal Courts Act s. 4; “Her Majesty” — Interpretation 
Act 35(1);, “Minister” — 248(1). 


228. Applying payments under collection agreements — 
Where a payment is made to the Minister on account of tax under 
this Act, an Act of a province that imposes a tax similar to the tax 
imposed under this Act, or any two or more such Acts, such part of 
that payment as is applied by the Minister in accordance with the 
provisions of a collection agreement entered into under Part III of 
the Federal-Provincial Fiscal Arrangements Act against the tax 
payable by a taxpayer for a taxation year under this Act discharges 
the liability of the taxpayer for that tax only to the extent of the part 
of the payment so applied, notwithstanding that the taxpayer di- 
rected that the payment be applied in a.manner other than that pro- 
vided in the collection agreement or made no direction as to its 
application. 

Related Provisions: 154 — Tax transfer payments. 

History: S. 228 amended by 1995, c. 17, subsec. 45(2), to substitute “Federal-Provin- 
cial Fiscal Arrangements Act” for “Federal-Provincial Fiscal Arrangements and Fed- 
eral Post-Secondary Education and Health Contributions Act’, in force April 1, 1996, _ 
Definitions [s. 228]: “Minister” — 248(1); “province” — Interpretation Act 35(1); 
“taxation year’? — 249; “taxpayer” — 248(1). 


229. Receipt of taxes by banks — A chartered bank in Canada 
shall receive for deposit, without any charge for discount or com- 
mission, any cheque made payable to the Receiver General in pay- 
ment of tax, interest or penalty imposed by this Act, whether drawn ~ 
on the bank receiving the cheque or on any other. chartered bank in 
Canada. 

History: S: 229 repealed by R.S.C. 1985, c. 1 (Sth Supp.), s. 229.1, applicable as of a 
day to be fixed by proclamation, 

“Receiver General” substituted for “Receiver General of Canada” by 1980-81-82-83, c. 
48, s. 115. 


Definitions [s. 229]: “bank” — 248(1); “Canada” — 255, Interpretation Act 35(1). 


229.1 (1) Section 229 is repealed. 


(2) Subsection (1) shall come into force on a day to be fixed by 
proclamation. 


Origin of 229.1: S. 229.1 enacted by R.S.C. 1985, c. 1 (Sth Supp.). (Formerly 
contained in S.C. 1986, c. 6, s. 119.) 


Definitions [s. 229.1]: “proclamation” — Interpretation Act 35(1). 
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Part XV — Administration and Enforcement 


General 


230. (1) Records and books — Every person carrying on busi- 
ness and every person who is required, by or pursuant to this Act, to 
pay or collect taxes or other amounts shall keep records and books 
of account (including ‘an annual inventory kept in prescribed man- 
ner) at the person’s place of business or residence in Canada or at 
such other place as may be designated by the Minister, in such form 
and containing such information as will enable the taxes payable 
under this Act or the. taxes or.other amounts that should have been 
deducted, withheld or collected to be determined. 


Related Provisions: 150.1(4) — Record of return filed electronically; 230(4.1) — 
Requirement to keep electronic records; 238(1) — Punishment for failing to comply. 


Regulations: 1800 (prescribed manner of keeping inventory). 


Information Circulars: 77-9R: Books, records and other requirements: for taxpayers 
having foreign affiliates; 78-10R5: Books and records retention/destruction; 05-1R1: 
Electronic record keeping. 


CRA Audit Manual: 10.2.0: Books and records; 10.3.0: Maintaining records; 10.8.1 1 
Requirement to keep specific records and books of account. 


Forms: RC4409: Keeping records [guide]. 
(1.1) [Repealed under former Act] 


(2) Idem = Every registered charity and registered Canadian ama- 
teur athletic association shall keep records and books of account at 
an address in Canada recorded with the Minister or at aati by 
the Minister containing 


(a) information in such form as will enable the Minister to deter- 
mine whether there are any grounds for the revocation of its re- 
gistration under this Act; 


(b) a duplicate of each receipt containing prescribed information 
for.a donation received by it; and 


(c) other information in such form as will enable the Minister to 
verify the donations to it for which a deduction or tax credit is 
available under this Act. 
Related Provisions: 149.1(6.4)— Rules apply to registered national arts service 
organizations; 168(1)(e) — Revocation of charity registration for failing to comply; 
188.2(2)(a) — Suspension of charity’s receipting privileges for failing to comply; 
238(1) — Punishment for failing to comply. 
History: Subsec. 230(2) substituted by 1994, c. 21, s. 105, applicable after December 
21, 1992. That subsec. formerly read: 


(2) Idem, charities, etc. — Every registered charity and registered Canadian 
amateur athletic association shall keep records and books of account (including a 
duplicate of each receipt containing prescribed information for a donation re- 
ceived by it) at an address in Canada recorded with the Minister or designated by 
the Minister in such form and containing such information as will enable the 
donations to it that are deductible under this Act to be’ verified. 


Selected Cases [subsec. 230(2)]: Redeemer Foundation v. MNR, [2008] 5 C.T.C. 
135 (SCC) (List of donors required to be kept and can be examined by Minister); 
International Charity Ass’n. Network vy. MNR, [2008] 4 C.T.C. 2064 (TCC) (Records 
were suspect; ability to issue charitable receipts suspended). 

Regulations: 216 (information return); 3502 (prescribed information for receipts). 
Information Circulars: 78-10R5: Books and records retention/destruction. 
Registered Charities Newsletters: 5 (where and why does the Department require 
your registered charity to keep books and records?); 10 (books and records); 13 (about 


auditing charities); 20 (financial controls — books and records [when operating outside 
Canada]); 26 (books and records Q&A). 


Charities Policies: CPS-007: RCAAAs: Receipts — issuing policy; CPS-014: Com- 
puter-generated official donation receipts. 


(2.1) Idem, lawyers — For greater certainty, the records and 
books of account required by subsection (1) to be kept by a person 
carrying on business as a lawyer (within the meaning assigned by 
subsection 232(1)) whether by means of a partnership or otherwise, 
include all accounting records of the lawyer, including supporting 
vouchers and cheques. 

Selected Cases [subsec. 230(2.1)]: Heath v. Canada, [1990] 2 C.T.C..28 (BC SC) 
(Solicitor’s trust account ledger was on “accounting record of a lawyer” subject to 
Crown’s inspection). 


(3) Minister’s requirement to keep records, etc. — Where a 
person has failed to keep adequate records and books of account for 
the purposes of this Act, the Minister may require the person to 


S. 230(6) 


keep such records and books of account :as the Minister may specify 
and that person shall thereafter keep records and books of account 
as so required. 

Related Provisions: |.230.1(3).— Application: to . political... party’s or. candidate’s 
records; 238(1) — Punishment for failing to comply. 


Selected Cases [subsec. 230(3)]: Merchant (2000) Lid. v. Canada (A.-G:), [2000] 
3 C.T.C.,291 (FCTD) (Minister not entitled to serve requirement to keep adequate 
books, and records); Canada v. McKinlay. Transport Ltd., [1990] 2:C.T.C. 103 (SCC) 
(Crown’s demand under provision amounted to seizure within s. 8 of the Charter, but 
not an unreasonable one; such demand can be contested on ground that Minister en- 
gaged in fishing expedition). 


Information Circulars: 78-10R5: Books. and records retention/destruction; 05- IR1: 
Electronic record keeping. 


Registered Charities Newsletters: 26 (books and records Q9, Q10). 


(4) Limitation period for keeping records, etc. — Every per- 
son required by this section to keep records and books of account 
shall retain 


(a) the records-and books of account referred to in this section in 
respect of which’a period 1s prescribed, together with every ac- 
count and voucher necessary to verify the information contained 
therein, for ‘such period as is prescribed; and 


(b) all other records and books of account referred to in this sec- 
tion, together with every account and voucher necessary to ver- 
ify the information contained therein, until the expiration of six 
years from the end of the last:taxation yea to which the records 
and books of account relate. 
Related Provisions: 150.1(4) — Record: of return filed electronically; 168(1)(e) — 
Revocation of charity registration for failing to comply; 188,2(2)(a) — Suspension of 
charity’s receipting privileges for failing to comply; 230(4.1) — Requirement to keep 
electronic records; 230.1(3) — Application to political party’s or candidate’s records; 
238(1) — Punishment for failing to comply. 
Regulations: 5800 (required retention periods). 
Information Circulars: 78-10R5: Books and records retention/destruction; 05-1R1: 
Electronic record keeping. 


Forms: T137: Request. for destruction of records. 


(4.1) Electronic records — Every person required by this section 
to keep records: who does so electronically shall retain them in an 
electronically readable format'for the retention period referred to in 
subsection (4). 


Related Provisions: 230(4.2) — Exemption from requirement; 238(1) — Punish- 
ment for failing to comply. 


History: Subsec. 230(4.1) added by 1998; c. 19,'s. 227, in force June 18, 1998. 


Information Circulars: 78-10R5:: Books and records retention/destruction; 05-1R1: 
Electronic, record keeping. 


Registered Charities Newsletters: 26 (books and records Q6). 
CRA Audit.Manual; 13.1.0: Computer-assisted audit techniques. 


(4.2) Exemptions — The Minister may, on such terms and condi- 
tions as are acceptable to the Minister, exempt a person or a class of 
persons from the requirement in subsection (4.1). 

History: Subsec. '230(4.2) added by 1998, 'c: 19, s. 227, in force June 18, 1998. 


Information Circulars: 78-10R5: Books and records retention/destruction; 05-1R1: 
Electronic record keeping. 


(5) Exception — Where, in respect of any taxation year, a person 
referred to in subsection (1) has not filed a return with the Minister 
as and when required by section 150, that person shall retain every 


| record and book of account that is required by this section to be 


kept’and that relates to that taxation year, together with every ac- 
count and voucher nécessary to verify the information contained 
therein, until the expiration of six years from the day the return for 
that taxation year is filed. 


Related Provisions: 238(1) — Punishment for failing to comply. 


(6) Exception where objection or appeal — Where a person 
required by this section to keep records and'books of account serves 
a notice of objection or where that person is a party to an appeal to 
the Tax Court of Canada under this Act, that person shall retain 
every record, book of account, account and voucher necessary for 
dealing with the objection or appeal until, in the case of the serving 
of.a notice of objection, the time provided by section 169 to appeal 
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has elapsed or, in the case of an appeal, until the appeal is disposed 
of and any further appeal in respect thereof is disposed of or the 
time for filing any such further appeal has expired. 


Information Circulars: 78-10R5: Books and records retention/destruction. 


(7) Exception where demand by Minister — Where the Min- 
ister is of the opinion that it is necessary for the administration of 
this Act, the Minister may, by registered letter or by a demand 
served personally, require any person required by this section to 
keep records and books of account to retain those records and books 
of account, together with every account and voucher necessary to 
verify the information contained therein, for such period as is speci- 
fied in the letter or demand. 


Related Provisions: 244(5), (6) — Proof of service by mail or personal service, 
248(7)(a) — Mail deemed received on day mailed. 


Information Circulars: 78-10R5: Books and records retention/destruction. 


(8) Permission for earlier disposal — A person required by 
this section to keep records and books of account may dispose of 
the records and books of account referred to in this section, together 
with every account and voucher necessary to verify the information 
contained therein, before the expiration of the period in respect of 
which those records and books of account are required to be kept if 
written permission for their disposal is given by the Minister 


Related Provisions: 230.1(3)— Application to political party’s or candidate’s 
records; 238(1) — Offences. 


Forms: T1137: Request for destruction of records. 


Definitions [s. 230]: “allowable capital loss” — 38(b), 248(1); “amount”, “busi- 
ness” — 248(1); “Canada” — 255; “inventory” — 248(1); “lawyer” — 232(1); “Min- 
ister”, “person”, “prescribed” — 248(1); “record” — 150.1(4), 248(1); “registered Ca- 
nadian amateur athletic association”, “registered charity” — 248(1); “taxable capital 
gain” — 38(a), 248(1); “taxation year” — 249; “taxpayer” — 248(1). 


230.1 (1) Records re monetary contributions — Canada 
Elections Act — Every agent authorized under the Canada Elec- 
tions Act to accept monetary contributions referred to in that Act 
shall keep records, sufficient to enable each monetary contribution 
within the meaning assigned by subsection 127(4.1) that they re- 
ceive and the expenditures that they make to be verified, including a 
duplicate of the receipt referred to in subsection 127(3) for each of 
those monetary contributions) at 


(a) in the case of an agent other than an official agent of a candi- 
date, the address recorded in the registry of parties or of electo- 
ral district associations referred to in the Canada Elections Act; 
and 


(b) in the case of an official agent of a candidate, the agent’s 
address set out in the nomination papers filed under that Act 
with the returning officer when the candidate was a prospective 
candidate or any other address that the Minister designates, 


Related Provisions: 127(3)-(4.2) — Credit for political contributions; 238(1)— 
Punishment for failing to comply. 


History: Subsec. 230.1(1) amended by 2003, c. 19, s. 74, in force January 1, 2004, 
except that 


(a) on and after June 19, 2003 but before January 1, 2004, s. 230.1 is to be read as 
amended except that para. 230.1(1)(a) is to be read without reference to the expres- 
sion “or of registered associations”, 


(b) if the day on which the amendment comes into force occurs during an election 
period, within the meaning assigned by the Canada Elections Act, para. 230.1(1)(a) 
is to be read, in respect of that election, as described in (a) above. 


This transitional rule in para. (a) above is technically meaningless because it does not 
refer to the words “a provincial division of a registered party”, which were added at the 
Commons committee stage before the 2003 election financing bill received Third 
Reading in the House of Commons. 


Subsec. 230.1(1) formerly read: 


230.1 (1) Records and books re political contributions — Every registered 
agent of a registered party and the official agent of each candidate at an election 
of a member or members to serve in the House of Commons of Canada shall 
keep records and books of account sufficient to enable the amounts contributed 
that are received by the agent and expenditures that are made by the agent to be 
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verified (including duplicates of all receipts for amounts contributed, containing 
prescribed information and signed by the agent) at 


(a) in the case of a registered agent, the agent’s address recorded in the regis- 
try maintained by the Chief Electoral Officer pursuant to subsection 33(1) of 
the Canada Elections Act, and 


(b) in the case of an official agent, an address in Canada recorded with or 
designated by the Minister. 


That portion of subsec. 230.1(1) preceding para. (a) amended by 1994, c. 7, Sch. VIII 
(1993, c. 24), subsec. 133(1), applicable to 1992 et seg. That portion formerly read; 


(1) Books and records relating to political contributions — Every registered 
agent of a registered party and the official agent of each candidate at an election 
of a member or members to serve in the House of Commons of Canada shall 
keep records and books of account sufficient to enable the amounts contributed 
received by the agent and expenditures made by the agent to be verified (includ- 
ing duplicates of all receipts for amounts contributed, signed by the registered 
agent or official agent, as the case may be, other than any such duplicate receipts 
filed by the agent under subsection (2)) at 


Regulations: 2000, 2002 (contents of receipts). 


Information Circulars: 75-2R7: Contributions to a registered party, a registered 
association or to a candidate at a federal election; 05-1R1: Electronic record keeping. 


(2) Information return — Each agent to whom subsection (1) ap- 
plies shall file with the Minister an information return in prescribed 
form and containing prescribed information. The return is to be 
filed within the period for the filing of a financial transactions re- 
turn or an electoral campaign return, as the case may be, under the 
Canada Elections Act. 


ed Amendment —230.1(1), (2) 


230.1 (1) Records re monetary contributions — Every 
agent authorized under the Canada Elections or the Senate 
Appointment Consultations A ‘accept monetary contributions 


shall keep records — sufficient to enable each monetary contribu- 
tion within the meaning assigned by subsection 127(4.1) that they 
receive and the expenditures that they make to be verified, includ- 


ing a duplicate of the receipt referred to in subs 


each of those monetary contributions — at SU GV poke nae 


(a) in the case of an agent other than an official agent of 

_ candidate under the Canada Elections Act, the address re-_ 

corded in the registry of parties or of electoral district associa-_ 
tions referred to in that Act; and wi 


(b) in the case of a 1 official agent of a person that is a candi- 
date under the Canada Elections Act or a nominee under the 
Senate Appointment Consultations Act, the agent’s address set 
out in the nomination papers filed under that Act when the per- _ 
son was a prospective candidate or nominee, or any other ad- _ 
dress that the Minister designates. _ i oye 


(2) Information re’ 


. 


to be filed within the period for the filing of a 
tions return or an electoral campaign return, as t 
under the Canada Elections Act or the Senate A, 

sultalions AChoc: ae a 


a 
ae 


Application: Former Bill C-20 (2007; requires re-introduction), s. 126, will amend _ 
subsecs. 230.1(1) and (2) to read as above, in force six months after Royal Assent. _ 


. 


Related Provisions: 230.1(4) — Reports to chief electoral officer; 238(1) — Pun- 
ishment for failing to comply. 


History: Subsec. 230.1(2) amended by 2003, c. 19, s. 74, in force January 1, 2004. 
Subsec. 230.1(2) formerly read: 


(2) Return of information — Each person to whom subsection (1) applies shall, 


(a) in the case of a registered agent, at such times, not more frequently than 
annually, as are prescribed by the Minister, and 


(b) in the case of an official agent, within the time within which a return is 
required to be submitted by the agent to a returning officer under section 228 
of the Canada Elections Act, 


file with the Minister a return of information in prescribed form and containing 
prescribed information. 
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That portion of subsec. 230.1(2) after para. (a) amended by 1994, c.'7, Sch. VIII (1993, 
c. 24), subsec. 133(2), applicable to 1992. et seg. That portion formerly read: 


(b) in the case of an official agent, within the time within which a return is 
required to be submitted by the agent to a returning officer pursuant to sec- 
tion 228 of the Canada Elections Act, 


file with the Minister a return of information, in prescribed form and containing 
prescribed information, together with the duplicates of all receipts referred to in 
that subsection signed by that person since the later of the day any previous such 
information return was filed by that person and August 1, 1974. 


Regulations: 2001 (time for filing return). 


Information Circulars: 75-2R7: Contributions to a registered party, a registered 
association or to a candidate at a federal election. 


Forms: T2092: Conttibutions to a registered party or to a registered association — 
information return; T2093: Contributions to a candidate ‘at an election— information 
return. 


(3) Application of subsecs. 230(3) to (8) — Subsections 
230(3) to (8) apply, with any modifications that the circumstances 
require, in respect of the keeping of records by agents as required 
by subsection (1). 


History: Subsec. 230.1(3) amended by 2003, c. 19, s. 74, in force January 1, 2004. 
Subsec.. 230.1(3). formerly. read: 


(3) Application of subsecs. 230(3) to (8) — Subsections 230(3) to (8) apply, 
with such modifications as the circumstances require, in respect of the records 
and books of account required by subsection (1) to be kept and in respect of the 
persons thereby required to keep them. 


Regulations: 5800(2) (retention period for records and books of account). 


Information Circulars: 78-10R5: Books and records retention/destruction; 05-1R1: 
Electronic record keeping. 


(4) [Repealed] 


History: Subsec. 230.1(4) repealed by 1994, c. 21, s. 106, applicable June 15, 1994. 
That subsec. formerly read: 


(4) Notwithstanding section 241, the Minister shall, as soon as is reasonably. pos- 
sible after each election and at such other time-as is appropriate having regard to 
the time of receipt by the Minister of returns of information under subsection (2), 

forward to the Chief Electoral Officer a report that is based on all such returns of 
information as have been received by the Minister since the most recent such 
report and that sets out the total of amounts contributed to each registered party 
and the total of amounts contributed to each candidate at an election of a member 
or members to serve in the House of Commons of Canada since the most recent 
such report, and, on receipt thereof by the Chief Electoral Officer, the report is a 
public record and may be inspected by any person on request during normal bus- 
iness hours. 


Subsec..230.1(4) amended by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 133(3), appli- 
cable to 1992 et seg. Subsec. (4) formerly read: 


(4) Reports to Chief Electoral Officer — The Minister shall, notwithstanding 
section 241, as soon as is reasonably possible after each election and at such 
other time as is appropriate having regard to the time of receipt by the Minister 
of returns of information under subsection (2), forward to the Chief Electoral 
Officer a report based on all such returns of information and duplicate receipts as 
have been received by the Minister since the most recent such report, setting out 
the total of amounts contributed to each registered party and the total of amounts 
contributed to each candidate at an election of a member or members to serve in 
the House of Commons of Canada since the most recent such report, and, on 
receipt thereof by the Chief Electoral Officer, the report is a public record and 
may be inspected by any person on request during normal business hours. 


(5) [Repealed] 


History: Subsec. 230.1(5) repealed by 1994, c. 21, s. 106, applicable June 15, 1994. 
That subsec. formerly read: 


(5) No report to enable identification of contributor — No report under sub- 
section (4) shall contain information that would enable any person to identify a 
person by whom a contribution to a registered party or candidate was made. 


(6) [Repealed] 


History: Subsec. 230.1(6) amended by 2003, c. 19, s. 74, in force January 1, 2004. 
Subsec. 230.1(6) formerly read: 


(6) Definitions — In this section, the terms “candidate”, “official agent’, “regis- 
tered agent” and “registered party” have the meanings assigned to them by sec- 
tion 2 of the Canada Elections Act. 


(7) [Repealed] 


Origin of subsec. 230.1(7): R.S.C. 1985, c. 1 (Sth Supp.) (formerly contained in the 
opening words of subsecs. 127(4.1)). 
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History: Subsec. 230.1(7) amended by 2003, c. 19, s..74, in force January 1, 2004. 
Subsec. 230.1(7) formerly read; 


(7) Definition of “amount contributed” — In this section, “amount contributed” 
by a taxpayer has the meaning assigned by subsection 127(4.1). 


Canada Elections Act, s. 2: See note to subsec. 127(4). 
Definitions [s. 230.1]: “amount contributed” — 127(4.1), 230.1(7); “candidate” — 


230.1(6); “Minister” —248(1); “monetary contribution” — 127(4.1); “official 
agent” — 230.1(6); “person”, “prescribed”, “record” — 248(1); “registered agent”, 
“registered party” — 230.1(6). 


231. Definitions — In sections 231.1 to 231.7, 


“authorized person” means a person authorized by the Minister 
for the purposes of sections 231.1 to 231.5; 


“document” includes money, a security and a record; 


“dwelling-house” means the whole or any part of a building or 
structure that is kept or occupied as a permanent or temporary resi- 
dence and includes 


(a)a building within the curtilage of a dwelling-house that ‘is 
connected to it by a doorway or by a covered and enclosed pas- 
sageway, and 


(b) a unit that is designed to be mobile and to be used as a per- 
manent or temporary residence and that is being used as such a 
residence; 


“judge” means a judge of a superior court having jurisdiction in the 
province where the matter arises or a judge of the Federal.Court. 


History; The opening words of s. 231,amended by 2001, c. 17; s..181, in force on June 
14, 2001, The opening words formerly read: 


231. In sections 231.1 to 231.6, 


The definition “documents” in s. 231 amended by 1998, c. 19, s. 228, in force June 18, 
1998, The definition formerly read: 


“documents” includes money, securities and any of the following, whether com- 
puterized or not: books, records, letters, telegrams, vouchers, invoices, accounts 
and statements (financial or otherwise); 


Selected Cases [s. 231]: R. v. Jones, [2000] 4 C.T.C. 27 (Alta QB) (Requirement to 
file return applied; even if income may be exempt from tax); R. v. Kerntopf, [1999] 3 
C.T.C.:555 (Alta QB) (Re-seizure of documents previously seized: under 231.3(3) by 
means of search warrant under Criminal Code upheld); Stasiv, Mitton and Smith v. 
Canada, (1984) 1. C.T.C. 171 (Ont SC) (‘Judge” does not include.a judge of the On- 
tario Supreme Court appointed pursuant to the Courts of Justice Act (Ontario)). 


Definitions [s.. 231]: “Federal Court”.— Federal Courts Acts. 4; “Minister”, “per- 
on” — 248(1); “province” — Interpretation Act 35(1); “record” — 248(1); “superior 
court” — Interpretation Act 35(1). 


231.1 (1) [Audits,] inspections — An authorized person may, at 
all reasonable times, for any purpose related to the administration or 
enforcement of this Act, 


(a) inspect, audit or examine the books and records of.a taxpayer 
and any document of the taxpayer or of any other person that 
relates or may relate to the information that is or should be in the 
books or records of the taxpayer or to any amount payable by 
the taxpayer under this Act, and 


(b) examine property in an inventory of a taxpayer and any pro- 
perty or process of, or matter relating to, the taxpayer or any 
other person, an examination of which may assist the authorized 
person in determining the accuracy of the inventory of the tax- 
payer or in ascertaining the information that is or should be in 
the books or records of the taxpayer or any amount payable by 
the taxpayer under this Act, 


and for those purposes the authorized person may 


(c) subject to subsection (2), enter into any premises or place 
where any business is carried on, any property is kept, anything 
is done in connection with any business or any books or records 
are or should be kept, and 


(d) require the owner or manager of the property or business and 
any other person on the premises or place to give the authorized 
person all.reasonable assistance and to answer all proper ques- 
tions relating to the administration or enforcement: of this Act 
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and, for that purpose, require the owner or manager to attend at 

the premises or place with the authorized person. 
Related Provisions: 168(1)(e) — Revocation of charity registration for failing to 
comply; 188.2(2)(a) — Suspension of charity’s receipting privileges for failing to com- 
ply; 230 — Requirement to keep books and records; 231.2 — Requirements for infor- 
mation; 231.3 — Search warrants; 231.5(2) — No person shall hinder or molest audi- 
tor; 231.7 Court order for compliance with audit; 232(3.1) — Examination of 
documents where privilege claimed; 237.1(8) — Application to tax shelter disclosure 
rules; 237.3(13) — Audit of reportable avoidance transaction before return filed; 
238(1) — Punishment for failing to comply; Interpretation Act 31(2)— Ancillary 
powers granted to enable work to be done; Canada-U.S. Tax Treaty:Art. XXVII:7 — 
Auditors permitted to enter US to inspect records with taxpayer's consent. 


Selected Cases [subsec. 231.1(1)]: Redeemer Foundation y, MNR, [2008] 5 
C.T.C. 135 (SCC) (List of donors required to be kept and can be examined by 
Minister); Jurchison v. R., [2000] 1 C.T.C. 2762 (TCC) (Assessment may not be 
quashed where some evidence not illegally obtained); R. v. Xidos, [2000] 1 C.T.C. 370 
(NS SC) (Minister has right to demand information during audit phase); R. v. Yip, 
[2000] 2 C.T.C. 66 (Alta Prov Ct) (Taxpayers to be advised when audits not routine); 
R. v. Jarvis, [1998] 3 C.T.C. 252 (Alta QB) (Positive duty on part of Minister to advise 
taxpayer when audit changes from compliance to investigation leading to possible 
criminal charges); Lipsey v. MNR, [1984] C.T.C. 208 (FCTD) (Minister enjoined from 
authorizing investigation under provision subsequent to previous order on appeal 
quashing authorization to conduct search and seizure). 


Information Circulars: 71-14R3: The tax audit; 78-10R5: Books and records reten- 
tion/destruction; 94-4R: International transfer pricing — advance pricing arrangements 
(APAs); 94-4R-SR: APAs for small businesses. 


1.T. Technical News: 32 (taxpayer’s opportunities to respond to assessments); 34 
(enhanced CRA audits); 38 (CRA auditors’ access to audit working papers). 


Transfer Pricing Memoranda: TPM-04: Third-party information. 
Registered Charities Newsletters: 13 (about auditing charities). 


CRA Audit Manual: All chapters, including 8.0: Audit selection-risk assessment; 9.0: 
Audit planning and preparation; 10.0: Conducting the audit; 11.0: Finalizing the audit; 
12.0: Specific audit techniques and checklists; 13.0: Audit techniques; and 40.0: Sector 
profiles. 


Forms: RC4024: Enhancing service for large businesses: the audit protocol, real-time 
audit, concurrent audit, single-window focus [guide]; RC4188: What you should know 
about audits [pamphlet]; RC4409: Keeping records [guide]. 


(2) Prior authorization — Where any premises or place referred 
to in paragraph (1)(c) is a dwelling-house, an authorized person 
may not enter that dwelling-house without the consent of the occu- 
pant except under the authority of a warrant under subsection (3). 


(3) Application — Where, on ex parte application by the Minister, 
a judge is satisfied by information on oath that 


(a) there are reasonable grounds to believe that a dwelling-house 
is a premises or place referred to in paragraph (1)(c), 


(b) entry into the dwelling-house is necessary for any purpose 
relating to the administration or enforcement of this Act, and 


(c) entry into the dwelling-house has been, or there are reasona- 
ble grounds to believe that entry will be, refused, 


the judge may issue a warrant authorizing an authorized person to 
enter the dwelling-house subject to such conditions as are specified 
in the warrant but, where the judge is not satisfied that entry into the 
dwelling-house is necessary for any purpose relating to the adminis- 
tration or enforcement of this Act, the judge may 


(d) order the occupant of the dwelling-house to provide to an 
authorized person reasonable access to any document or pro- 
perty that is or should be kept in the dwelling-house, and 


(e) make such other order as is appropriate in the circumstances 
to carry out the purposes of this Act, 


to the extent that access was or may be expected to be refused and 
that the document or property is or may be expected to be kept in 
the dwelling-house. 


History: Subsec. 231.1(3) substituted by 1994, c. 21, s. 107, applicable June 15, 1994. 
That subsec. formerly read: 


(3) Where, on ex parte application by the Minister, a judge is satisfied by infor- 
mation on oath 


(a) that there are reasonable grounds to believe that a dwelling-house is a 
premises or place referred to in paragraph (1)(c), 


(b) that entry into the dwelling-house is necessary for any purpose relating to 
the administration or enforcement of this Act, and 


Income Tax Act 


(c) that entry into the dwelling-house has been refused or that there are rea- 
sonable grounds to:believe that entry thereto will be refused, 


the judge shall issue a warrant authorizing an authorized person to enter that 
dwelling-house subject to such conditions as may be specified in the warrant but, 
where the judge is not satisfied that entry into that dwelling-house is necessary 
for any purpose relating to the administration or enforcement of this Act, the 
judge shall 


(d) order the occupant of the dwelling-house to provide reasonable access to 
an authorized person to any document or property that is or should be kept 
therein, and 


(e) make such other order as is appropriate in the circumstances to carry out 
the purposes of this Act 


to the extent that access has been or may be expected to be refused and that the 
document or property is, or may be expected to be kept in the dwelling-house. 


Selected Cases [s. 231.1]: Wilder v. R., 2002 CarswellBC 2176 (BC SC) (Require- 
ments for pre-existing documents not overturned); Bjellebo v. R., [2002] 3 C.T.C. 39 
(Ont Gen Div) (Covert nature of preliminary criminal investigation not abuse of admin- 
istrative powers); Dwyer v. R., [2001] 3 C.T.C. 2755 (TCC) (Searches not unconstitu- 
tional despite issuance of warrants based on unconstitutional provision); Norwood v. 
R., [2000] 2 C.T.C. 2900 (TCC) (Document copied clandestinely by tax auditor was 
illegal search and seizure); R. v. Melnychuk, [1999] 3 C.T.C. 255, (Sask Proy Ct) 
(Search warrant quashed where taxpayer not informed that investigation was under 
way); R. v. Warawa, [1998] 1 C.T.C. 345 (Alta QB) (Where information demanded is 
not for audit, but for prosecution, rights of taxpayer protected and information may not 
be used in subsequent prosecution); Baron v. Canada, {1991} 1 .C.T.C. 125 (FCA); 
aff'd [1993] 1 C.T.C. 111 (SCC) (Provision held to be of no force and effect because 
absence of judicial discretion in subsec. 231.3(3) violated the Charter). 


Definitions [s. 231.1]: “amount” — 248(1); “authorized person”, “documents”, 
“dwelling-house” — 231; . “inventory” — 248(1); “judge” —231; “Minister” — 
248(1); “oath” — Interpretation Act 35(1); “property”, “record”, “taxpayer” — 248(1). 


231.2 (1) Requirement to provide documents or informa- 
tion — Notwithstanding any other provision of this Act, the Min- 
ister may, subject to subsection (2), for any purpose related to the 
administration or enforcement of this Act (including the collection 
of any amount payable under this Act by any person), of a compre- 
hensive tax information exchange agreement between Canada and 
another country or jurisdiction that is in force and has effect or, for 
greater certainty, of a tax treaty with another country, by notice 
served personally or by registered or certified mail, require that any 
person provide, within such reasonable time as stipulated in the 
notice, 


Proposed / 


231.2 (1) Requirem 2nt to croue documents or ‘infor 2 

tion — Notwithstanding any other provision of this Act, the M 
ister may, subject to subsection (2), for any purpose related to the 
administration or enforcement of this Act (includin, collection 
of any. amount payable under this Act by any person), of ¢ 2 
international agreement or, for greater certainty, of a tax treaty . 
with another country, by notice served personally or by registered 2 
or certified mail, require that any person provide, within st . 
sonable time as is stipulated 1 in the notice, 


Application: The July 16, 2010 draft legislation (Part 1 — technical) : 
amend the openi words of subsec. 231. a to read as above, i ( 
Assent. 


Technical Ne 
other provision of the ve te Minister of National Revenue miay by notice re- 
fe that any person provide information or any document for any purpose sue 
administration or enforcement of the Act. An exception is made where 

information or document relates to an unnamed person or persons, in whi 
procedure set out in subsections 231.1(2) to (6) must be followed. - 


Subsection pai 2(1) i is amended to ‘provide that the Minister may by notice ree 
any person to provide information or any document relating to the administration or 
enforcement of the Act, of a listed international agreement or, for greater certainty, 0 
a tax treaty with another country. : 


A “listed international agreement” i is newly defined i in subsection 248(1) to mean 
Convention on Mutual Administrative Assistance in Tax Matters, concluded at Stras- 
bourg on January 25, 1988, as amended from time to time by a protocol or other 
international instrument as ratified by Canada and a comprehensive tax information — 
exchange agreement that Canada has entered into, and that has effect, in respect of — 
another country or jurisdiction. A “tax treaty” with a country is defined in subsection 
248(1) to mean a comprehensive agreement or convention for the ‘elimination of a 
double taxation on income, between the Government of Canada and sae spas S| 
of the country, which has the force of law in Canada at that time. ghar 


ieee 
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(a) any information or additional information, including ‘a return 
of income or a supplementary return; or 


(b) any document. 


Related Provisions: 150(2) — Demand to file income tax return; 168(1)(e) — Rev- | 


ocation of charity’s registration for failure to comply; 188.2(2)(a)—.Suspension of 
charity’s receipting privileges for failing to comply; 231.1(1)(b) — Examination of in- 
ventory; 231.5(1) — Copy of taxpayer’s document may be used in court proceedings; 
231.5(2) — No person shall hinder or molest auditor; 231.7 — Court order for compli- 
ance with requirement; 232(2) — Solicitor-client privilege defence; 232(3.1) — Exam- 


ination of documents where privilege claimed; 237.1(8) — Application to tax shelter | 


disclosure; 237.3(13) — Audit of reportable avoidance transaction before return filed; 
238(1) — Punishment for failure to comply; 244(5), (6) — Proof of service by mail or 
personal service; 244(9) — Copy of taxpayer’s document may be used in court pro- 
ceedings; 248(7)(a) — Mail deemed received on day mailed. 


History: The opening words of subsec: 231.2(1) amended by 2007, c. 35,'s. 63, in 
force on December 14, 2007. The opening words formerly read: 


(1) Notwithstanding any other provision of this Act, the Minister may, subject to 
subsection (2), for any purpose related to the administration or enforcement of 
this Act, including the collection of any amount payable under this Act by any 
person, by notice served personally or by registered or certified mail, require that 
any person provide, within such reasonable time as is stipulated in the notice, 


The opening words of subsec. 231.2(1) amended by 2000, c. 30, s. 108, in force Octo- 
ber 20, 2000. The opening words formerly read: 


(1) Notwithstanding any other provision of this Act, the Minister may, subject to 
subsection (2), for any purpose related to the administration or enforcement of 
this Act, by notice served personally or by registered or certified mail, require 
that any person provide, within such reasonable: time as is stipulated in the 
notice, 


Selected Cases [subsec. 231.2(1)]: R. v. Lindsay; [2010] 5 C.T.C. 174 (BC SC) 
(Custodial sentence for first-time conviction considered appropriate); Murphy v. MNR, 
(2010] 3 C.T.C. 1 (FC). (No delegated authority for team leader to issue requirements); 
Fabi v. MNR, [2007] 3 C.T.C. 139 (FCA) (Minister may issue requirements to undis- 
charged bankrupt); Ellingson v.. MNR, [2006] 4 C.T.C., 103.(FCA); rev’g [2005] 4 
C.T.C. 145 (FC) (Can be parallel audit and investigation processes with no cross-over); 
R. y. Packard, [2006] 4 C.T.C. 55 (BC SC) (Requirement can be issued to determine if 
liability exists); Nadler Estate v. Canada (A.-G.), [2005] 4 C.T.C. 7 (FC); aff’d [2006] 
1 C.T.C. 128 (FCA) (No obligation to provide third party with purpose for 
requirement); 1144020 Ontario Ltd. v. R., [2005] 3 C.T.C. 310 (FC) (62 days to pro- 
vide information was reasonable delay); Artistic Ideas Inc. v::Canada (CCRA), [2005] 
2 C.T.C. 25 (FCA) (Names of donors allowed to be redacted); R. v. Wells, [2005].'1 
C.T.C. 332 (BC SC) (Due diligence relevant in attempts to file corporate returns); R. v. 
Gibbs, [2004] 5 C.T.C. 152 (BC Prov Ct) (Strict liability offences give rise only to due 


diligence defences); Tower v. M.N.R., [2003] 4 C.T.C. 263 (FCA) (Requirement to pro- | 


vide facts and knowledge does not limit response to existing documents); Fraser 
Milner Casgrain v. MNR, [2002].4 C.T.C. 210 (FCTD) (Relevance not a basis for re- 
fusal to respond to requirements, if documents not protected. by solicitor-client 
privilege); Van Egmond y. R., [2002] 2 C.T.C. 236 (BC CA) (Client list of taxpayer 


- whose activity was under investigation was accessible by way of requirement); R. v. 


Ehli, [2000] 3 C.T.C. 298 (Alta CA) (Signature stamp. was sufficient where properly 
affixed); R. v. Vinkle, [1999] 2 C.T.C. 212 (BC SC) (Not necessary to show Canadian 
residency or tax liability as prerequisite to demand); Burnett v. MNR, [1999] 1 C.T.C. 
31 (FCTD) (Instructions and description of services protected by privilege); AGT Ltd. 
v. Canada (A.-G.), [1997] 2:\C.T.C. 275 (FCA) (Once seizure ruled constitutional, stat- 
utory analysis all. that remained where requirements issued by Minister); 
Interprovincial Pipe Line Inc. v. MNR, 1995 CarswellNat 1151, 95 D.T.C. 5642 (Provi- 
sion of privileged documents to auditors for purposes of. statutory audit was limited 
waiver and did not affect privilege of documents); Aulakh v. Canada, [1995] 2 C.T.C. 
526 (Alta Prov Ct) (Crown has choice of proceeding under s. 150 or by way of 
prosecution); Montreal Aluminum Processing Inc. v. Canada, [1992] 2 C.T.C. 358 
(FCA) (Order to strike claim opposing legally suspect requirement upheld); Morena v. 
MNR, [1991] 1-C.T.C. 78. (FCTD) (Requirement to provide information that may dis- 
close private transactions involving persons not under investigation held valid); Tyler v: 
MNR, [1991] 1 C.T.C. 13 (FCA) (Minister prohibited from communicating information 
obtained under provision to RCMP during period in which drug trafficking charges 
remained outstanding); R. v. Gill, [1990] 2. C.T.C. 318 (BC Co Ct) (Requirements to 
provide information issued after company dissolved and struck from Register of Com- 
panies had no effect even where company subsequently restored to Register under sub- 
sec. 286(2) of the Company Act (B.C.)); Skalbania N.M., Ltd. vy. Canada, [1989] 2 
C.T.C. 183 (BC Co Ct) (Provision applies only to demands to facilitate ongoing inves- 
tigation; appeal from conviction under provision for failure to file returns allowed 
where demand should have been made under another provision); Tyler v. MNR, [1989] 
1 C.T.C. 153 (FCTD); rev'd [1991] 1 C.T.C. 13 (FCA) (Minister may require produc- 
tion of information under provision during criminal proceedings against taxpayer); R. v. 
Rosenberg et al., [1987] 1 C.T.C. 385 (Ont SC) (Demand under provision required 
only where taxpayer withholds consent to inspect documents). 


Information Circulars: 78-10R5: Books and records retention/destruction; 05-1R1: 
Electronic record keeping. 


I.T. Technical News: 32 (CRA access to accountants’ or auditors’ working papers); 
38 (CRA auditors’ access to audit working papers). 


S. 231.2(6) 


CRA Audit Manual: 10.6.0: Obtaining information from third parties; 10.8.0: Re+ 
quirement guidelines; Appendix A-10.1.0: Letters [sample requirement letters). 


(2) Unnamed persons — The Minister ‘shall not impose on any 
person (in this section referred to as a “third party”) a requirement 
under subsection (1) to provide information or any document relat- 
ing to one or more unnamed persons unless the Minister first ob- 
tains the authorization of a judge under subsection (3). 

Selected Cases [subsec. 231.2(2)]: Advantage Credit Union v..MNR, [2008] 5 
C.T.C. 235 (FC) (No judicial authorization needed where no unnamed person 
involved); Redeemer. Foundation v. MNR, [2007].1 C.T.C. 280 (FCA); rev’ g [2006] 1 
C.T.C. 7. (FC). (Judicial authorization not required to obtain list of donors to charitable 
foundation); MNR y. Toronto Dominion Bank, [2004] 4 C.T.C. 82 (FC); aff'd [2005] 2 
C.T.C. 37 (FCA) (Minister requires judicial authorization to obtain information from 
bank regarding. unnamed third party); Chilton Insurance Consultation Inc. v. Canada, 
[1996] 2 C.T.C. 185 (Sask QB) (Company struck off provincial Register still liable to 
file tax returns; director personally liable to. penalty). 


(3) Judicial authorization — On ex parte application by the 
Minister, a judge may, subject to such conditions. as the judge con- 
siders appropriate, authorize, the Minister to impose on a third party 
a requirement under subsection (1) relating to. an unnamed person 
or more than one unnamed ‘person (in this section referred to as the 
“group’) where the judge is satisfied by information on oath that 


(a) the person or group is ascertainable; and 


(b) the requirement is made to verify compliance by the person 
or persons in the group with any duty or obligation under this 
Act. 
(c), (d) [Repealed] 
Related Provisions: 168(1)(¢) — Revocation of charity’s registration for failure to 
comply;, 188.2(2)(a) — Suspension of charity’s receipting privileges for failing to com- 
ply; 231.2(5), (6) — Judicial review of authorization; 232(2), (3.1) — Solicitor-client 
privilege defence; 237.1(8) — Application to tax shelter disclosure; 238(1) — Punish- 
ment for failure to comply. 


History: Paras. 231.2(3)(c) and (d) repealed by 1996, c..21, subsec. 58(1), applicable 
June 20, 1996. Paras. (c) and (d) formerly read: 


(c) it is reasonable to expect, based on any grounds, including information (sta- 
tistical or otherwise) or past experience relating to the group or any other per- 
sons, that the person or any person in the group may have failed or may be likely 
to fail to provide information that is sought pursuant to the requirement or to 
otherwise comply with this Act, and 

(d) the information or document is not otherwise more readily available. 


Selected Cases [subsec. 231.2(3)]: Whitewater Golf Club Inc;,v. MNR, [2009] 6 
C.T.C. 51 (FC) (Requirements valid where no bad faith and proper declaration of fees 
or improper deductibility thereof at issue); MNR v. Chambre immobiliére du Grand 
Montréal, [2007] 5 C.T.C. 151 (FC) (Genuine and serious interest in ‘tax liability of 
group of taxpayers not established); All Saints Greek Orthodox Church v..MNR, [2006] 
3, C.T.C. 87 (FC) (Full and frank disclosure by Minister required); MNR v. Welton 
Parent, Inc., [2006] 2. C.T.C: 177 (FC) (Names. of clients of specialty firm need not be 
disclosed, since might give rise to inferences as to nature of communications and 
services); MNR vy. Toronto Dominion Bank, [2005] 2 C.T.C. 37 (FCA); aff'g [2004] 4 
C.T.C. 82 (FC) (Minister requires judicial authorization to force disclosure of unknown 
holder of bank account); National Foundation for Christian Leadership v. MNR, [2005] 
1 C.T.C. 349 (FCA) (Minister’s request for judicial authorization not misleading); 
Fédération des Caisses Populaires Desjardins de Québec v. MNR, [1997] 2 C.T.C. 159 
(Que SC) (Requirement voided where specific taxpayers not identified). 


(4) Service of authorization — Where an authorization is 
granted under subsection. (3), it shall. be served. together with the 
notice referred to in subsection (1). 


(5) Review of. authorization — Where an_ authorization is 
granted under subsection (3),.a third party on whom.a notice is 
served under subsection (1) may, within 15 days after the service of 
the notice, apply to the judge who granted the authorization or, 
where the judge is unable to act, to another judge of the same court 
for a review of the authorization. 


Selected Cases [subsec. 231.2(5)]: Capital Vision Inc. v. MNR, [2003] 2 C.T.C. 
42 (FCTD) (Requirements invalid where Minister did not fairly state purpose). 


(6) Powers on review — On hearing an application under sub- 
section (5); a judge may cancel the authorization previously granted 
if the judge is not then satisfied that the conditions in paragraphs 
(3)(a) and (b) have been met and the judge may confirm or vary the 
authorization if the judge is satisfied that those. conditions. have 
been met. 
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History: Subsec. 231.2(6) amended by 1996, c. 21, subsec. 58(2), applicable June 20, 
1996. Subsec. (6) formerly read: 


(6) On hearing an application under subsection (5), a judge may cancel the au- 
thorization previously granted if the judge is not then satisfied that the conditions 
in paragraphs (3)(a) to (d) have been met and the judge may confirm or vary the 
authorization if the judge is satisfied that those conditions have been met. 


(7) [Repealed under former Act] 


Selected Cases [s. 231.2]: London Life, cie d’assurance-vie v. Canada (A.-G.), 
[2010] 1 C.T.C. 150 (FC) (No obligation for Minister to show reasonableness of pro- 
ceeding by way of requirements); eBay Canada Ltd. v. MNR, [2009] 2 C.T.C. 141 
(FCA); aff’g [2008] 3 C.T.C. 1 (FC); add'l reasons to [2008] 1 C.T.C. 73 (FC) (Elec- 
tronic information available in Canada on servers outside of Canada was not “foreign- 
based information”); eBay Canada Ltd. v. MNR, [2008] 4 C.T.C. 34 (FCA) (Require- 
ment not defeated by fact that information not stored in Canada); MNR v. Morton, 
(2007] 4 C.T.C. 108 (FC) (Powers of Minister do not cease merely because company 
dissolved); R. v. Wilder, [2004] 4 C.T.C. 91 (BC SC) (Search warrants required when 
investigation crosses line between audit and penal purpose); MNR v. Stern, [2004] 4 
C.T.C. 52 (FC) (Minister not precluded by bankruptcy from requiring information from 
taxpayer); Tower v. MNR, [2003] 4 C.T.C. 263 (FCA); rev’g [2002] 4 C.T.C. 220 
(FCTD) (No policy reason to elevate accountant confidentiality to level of privilege); 
Pitney Bowes of Canada Ltd. v. R., [2003] 3 C.T.C. 98 (FCTD) (“Common privilege” 
held to exist regarding legal opinions); Pacific Network Services Ltd. v. MNR, [2003] 1 
C.T.C. 333 (FCTD) (Requirements can be. issued to fulfill treaty obligations); 
Belgravia Investments Ltd. v. R., [2002] 3 C.T.C. 482 (FCTD) (Mere possession of 
document by lawyer does not make it privileged and not all communications are 
privileged); R. v. Vickers, [2000] 3 C.T.C, 305 (Alta Prov Ct) (No abuse of require- 
ments process where auditor was suspicious about possible evasion of tax, but had no 
ground yet to believe in guilt); R. v. Kloster, [1999] 3 C.T.C. 242 (BC Prov Ct) (Use to 
which seized items is put governs admissibility, not what was in minds of government 
agents at time of search); Vancouver Trade Mart inc. (Trustee of) v. Canada (A.-G.), 
[1998] 1 C.T.C. 79 (FCTD) (Trustee’s working papers required to be produced); 
Canadian Forest Products Ltd. v. MNR, [1996] 3 C.T.C. 240 (FCTD) (Requirement 
regarding unidentified taxpayers required judicial approval); Radke v. MNR, [1996] 3 
C.T.C. 86 (BC SC) (Documents not privileged where prima facie case of fraud 
established); Sand Exploration Ltd. et al No. 2 v. MNR, [1995] 2 C.T.C. 140 (FCTD) 
(No fishing expedition when requirements of provision met where Minister seeking 
names of unnamed taxpayers from third party); Sand Exploration Ltd. et al No. 1 v. 
MNR, [1995] 2 C.T.C. 137 (FCTD) (Taxpayer must lead evidence of apprehended 
harm if orders to be suspended); Andison v. MNR, [1995] 1 C.T.C. 203 (FCTD) (Judi- 
cial authorization must be obtained before demand for information can be enforced 
with respect to unnamed persons). 


Definitions [s. 231.2]: “document”, “judge” — 231; “listed international agree- 
ment”, “Minister” — 248(1); “oath” — Interpretation Act 35(1); “person”, “tax 
treaty” — 248(1); “third party’ — 231.2(2). 


Information Circulars [s. 231.2]: 73-10R3: Tax evasion. 


231.3 (1) Search warrant — A judge may, on ex parte applica- 
tion by the Minister, issue a warrant in writing authorizing any per- 
son named therein to enter and search any building, receptacle or 
place for any document or thing that may afford evidence as to the 
commission of an offence under this Act and to seize the document 
or thing and, as soon as practicable, bring it before, or make a report 
in respect of it to, the judge or, where the judge is unable to act, 
another judge of the same court to be dealt with by the judge in 
accordance with this section. 


Related Provisions: 237.3(13) — Audit of reportable avoidance transaction before 
return filed. See at end of 231.3. : 


Selected Cases [subsec. 231.3(1)]: Solvent Petroleum Extraction Inc. v. MNR, 
[1989] 2 C.T.C. 177 (FCA); leave to appeal to SCC refused (1989), 105 N.R. 159 
(note); application for reconsideration refused (July 9, 1992), Doc. 21556 (Once condi- 
tions of provision met, judge must issue a warrant; in course of executing warrant, 
officer may seize anything officer considers evidence of commission of crime); 
Clayton F. K., Group Ltd. et al. v. MNR et al., [1988] 1 C.T.C. 353 (FCA) (Factors in 
considering constitutional validity of seizure and enabling provision); Hellenic Import- 
Export Co. Ltd. et al. v. MNR et al., [1987] 1 C.T.C. 281 (BC SC) (Warrants to search 
business premises and personal residence under provision quashed where Minister pre- 
viously had documents in question with taxpayer’s consent). 


Information Circulars: 73-10R3: Tax evasion. 


(2) Evidence in support of application — An application 
under subsection (1) shall be supported by information on oath es- 
tablishing the facts on which the application is based. 


Selected Cases [subsec. 231.3(2)]: Donovan v. Canada, [1994] 2 C.T.C. 426 (NB 
QB) (Misleading and incorrect statement in information led to quashing of search 
warrants). 
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(3) Evidence — A judge may issue the warrant referred to in sub- 
section (1) where the judge is satisfied that there are reasonable 
grounds to believe that 


(a) an offence under this Act was committed; 


(b) a document or thing that may afford evidence of the commis- 
sion of the offence is likely to be found; and 


(c) the building, receptacle or place specified in the application 
is likely to contain such a document or thing. 


Related Provisions: See at end of 231.3. 


History: Subsec. 231.3(3) substituted by 1994, c..21, s. 108, applicable June 15, 1994. 
That subsec. formerly read: 


(3) A judge shall issue the warrant referred to in subsection (1) where the judge 
is satisfied that there are reasonable grounds to believe that 


(a) an offence under this Act has been committed; 


(b) a document or thing that may afford evidence of the commission of the 
offence is likely to be found; and 
(c) the building, receptacle or place specified in the application is likely to 
contain such a document or thing. 
Selected Cases [subsec. 231.3(3)]: R. v. Precision Mechanics Ltd. et al., [1986] 2 
C.T.C. 240 (Que SC) (Evidence in support of application obtained in manner infringing 
upon taxpayer’s Charter rights inadmissible); Thyssen Canada Ltd. v. R., [1984] 
C.T.C. 64 (FCTD) (Audit with taxpayer’s consent did not constitute formal search and 
seizure within scope of Charter). 


(4) Contents of warrant — A warrant issued under subsection 
(1) shall refer to the offence for which it is issued, identify the 
building, receptacle or place to be searched and the person alleged 
to have committed the offence and it shall be reasonably specific as 
to any document or thing to be searched for and seized. 


(5) Seizure of document — Any person who executes a warrant 
under subsection (1) may seize, in addition to the document or thing 
referred to in that subsection, any other document or thing that the 
person believes on reasonable grounds affords evidence of the com- 
mission of an offence under this Act and shall as soon as practicable 
bring the document or thing before, or make a report in respect 
thereof to, the judge who issued the warrant or, where the judge is 
unable to act, another judge of the same court to be dealt with by 
the judge in accordance with this section. 


Related Provisions: 231.5(1) — Copy of document seized may be used in court 
proceedings; 231.5(2) — Compliance; 244(9) — Copy of document seized may be 


_used in court proceedings. 


Information Circulars: 73-10R3: Tax evasion. 


(6) Retention of things seized — Subject to subsection (7), 
where any document or thing seized under subsection (1) or (5) is 
brought before a judge or a report in respect thereof is made to a 
judge, the judge shall, unless the Minister waives retention, order 
that it be retained by the Minister, who shall take reasonable care to 
ensure that it is preserved until the conclusion of any investigation 
into the offence in relation to which the document or thing was 
seized or until it is required to be produced for the purposes of a 
criminal proceeding. 

Selected Cases [subsec. 231.3(6)]: Kohli v. Moase, [1989] 1 C.T.C. 492 (NB CA) 


(Where documents seized under s. 231.3, taxpayer’s civil actions against individual tax 
officials and police dismissed; proper remedy was pursuant to subsecs. (6) and (7)). ° 


(7) Return of things seized — Where any document or thing 
seized under subsection (1) or (5) is brought before a judge or a 
report in respect thereof is made to a judge, the judge may, of the 
judge’s own motion or on summary application by a person with an 
interest in the document or thing on three clear days notice of appli- 
cation to the Deputy Attorney General of Canada, order that the 
document or thing be returned to the person from whom it was 
seized or the person who is otherwise legally entitled thereto if the 
judge is satisfied that the document or thing 


(a) will not be required for an investigation or a criminal pro- 
ceeding; or 
(b) was not seized in accordance with the warrant or this section. 


Related Provisions: Interpretation Act 27(1) — Meaning of “clear days”. See addi- 
tional Related Provisions at end of s. 231.3. F 
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Selected Cases [subsec. 231.3(7)]: Kohli v. Moase, [1989] 1.C.T.C. 492 (NB:CA) 
(Where documents seized under s:.231.3, taxpayer’s civil actions against individual tax 
officials and police dismissed; proper remedy was pursuant to:subsecs: (6) and (7)). 


(8) Access and copies — The person from whom any document 
or thing is seized pursuant to, this section is. entitled, at all. reasona- 
ble times and subject to such reasonable conditions.as. may be im- 
posed by the Minister, to inspect the document or thing and to ob- 
tain one copy of the document at the expense of the Minister. 


Information Circulars [subsec. 231.3(8)]: 73-10R3: Tax evasion. 


Related Provisions [s. 231.3]: 168(1)(e) — Revocation of charity registration for 
failing to comply; 188.2(2)(a) — Suspension of charity’s receipting privileges for fail- 
ing to comply; 232(3)— Seizure of certain documents. where. privilege. claimed; 
237.1(8) — Application «to tax shelter disclosure rules; 238(1) — Punishment for fail- 
ing to comply. 


Selected Cases [s. 231.3]: Donovan v. R., [2000] 3 C.T.C. 209 (FCA) (Assessment 
will be vacated only when, entire foundation of assessment would be destroyed without 
illegally obtained evidence); O’Neill Motors Ltd. v. R., [1998] 3.C.T.C. 385. (FCA); 
aff d [1996] 1 C.T.C. 2714 (TCC) (Assessments vacated where documents, improperly 
seized); Canada (A.-G.) v. Sander, [1996] 1 C.T.C. 74 (BC CA) (Taxpayer granted 
access to legal opinions of Department of Justice in criminal matter); Del Zotto v. Can- 
ada, [1995] 2 C.T.C. 298 (FCTD) (Court must be satisfied as to real purpose of inquiry 
before lifting stay of proceedings); Kourtessis (C.) v. MNR, [1993], 1 C.T:C::301 (SCC) 
(Provision contravened s. 8 of the Charter); Baron (B.) v. Canada, [1993] 1 C.T.C. 111 
(SCC) (Provision contravened s. 8 of the Charter; now reversed by amendment to 
legislation); Knox Contracting v. Canada, [1990] 2 C.T.C. 262 (SCC) (Without provi- 
sion for an appeal in federal legislation, decision to issue search warrant is without 
recourse because provision is criminal in nature and provincial rules of civil procedure 
inapplicable). 

Definitions [s. 231.3]: “clear. days’ — Interpretation Act 27(1); “documents”, 
“judge” — 231; “Minister” — 248(1); “oath” — Interpretation Act 35(1); “person” — 
248(1); “writing” — Interpretation Act 35(1). 


231.4 (1) Inquiry — The Minister may, for any purpose related to 
the administration or enforcement of this Act, authorize any person, 
whether or not the person is an officer of the Canada Revenue 
Agency, to. make such inquiry as the person may deem necessary 
with reference to anything relating to the administration or enforce- 
ment of this Act. 


Related Provisions: 231.5(2) — Compliance. See also Related Provisions and Defi- 
nitions at end of 231.4. 


History: Subsec: 231.4(1) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(iii), proclaimed in 
force December 12, 2005: 


Subsec: 231.4(1) amended to substitute “(Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, \c. 17, para. 168(c), proclaimed in force 
November 1, 1999. ‘ 


(2) Appointment of hearing officer — Where the Minister, 
pursuant to subsection (1), authorizes a person to make an inquiry, 
the Minister shall forthwith apply to the Tax Court of Canada for an 
order appointing a hearing officer before whom the inquiry will be 
held. 


(3) Powers of hearing officer — For the purposes.of an inquiry 
authorized under subsection (1),.a hearing officer appointed under 
subsection (2) in relation thereto has all the powers conferred on a 
commissioner by sections 4 and 5 of the Inquiries Act and that may 
be conferred on a commissioner under section 11 thereof. 


Inquiries Act: Ss. 4, 5 of the Inquiries Act, R.S., c. I-13, provide: 


4. The commissioners have the power of summoning before them any witnesses, 
and of requiring them to 


(a) give evidence, orally or in writing, and on oath or, if they are persons 
entitled to affirm in civil matters on solemn affirmation; and 


(b) produce such documents and things as the commissioners deem requisite 
to the full: investigation of the matters into which they are appointed to 
examine. 


5. The commissioners have the same power to enforce the attendance of wit- 
nesses and to compel them to give evidence as is vested in any court of record in 
___ civil cases. ’ 
Selected Cases [subsec. 231.4(3)]: 462657 Ontario Ltd. v. MNR, [1989] 2 C.T.C. 
218 (FCTD) (Hearing officer’s subpoena did not constitute a search and seizure). 


(4) When powers: to be exercised — A hearing officer ap- 
pointed under subsection (2) in relation to an inquiry shall exercise 


S. 231.5(1) 


the powers conferred on a commissioner by section 4 of the Inquir- 
ies Act in relation to such persons as the person authorized to make 
the inquiry considers appropriate for the conduct thereof but the 
hearing officer shall not exercise the power to punish any person 
unless, on application by the hearing officer, a judge of a superior 
or county court certifies that the power may be exercised in the mat- 
ter disclosed in the application and the applicant has given to the 
person in respect of whom the applicant proposes to exercise the 
power 24 hours ‘notice of the hearing of the application or such 
shorter notice. as the judge considers reasonable. 


(5) Rights of witness at inquiry — Any person who gives evi- 
dence in an inquiry authorized under subsection (1) is entitled to be 
represented by counsel and, on request made by. the person to. the 
Minister, to receive a transcript of the evidence given by the person. 


(6) Rights of person whose affairs are investigated — Any 
person whose affairs are investigated in the course of an inquiry 
authorized under subsection (1) is entitled to be present and to be 
represented by counsel throughout the inquiry unless the hearing of- 
ficer appointed under subsection (2) in relation to the inquiry, on 
application by the Minister or a person giving evidence, orders oth- 
erwise in relation to the whole or any part of the inquiry on the 
ground that the presence of the person and the person’s counsel, or 
either of them, would be prejudicial to the effective conduct of the 
inquiry. 

Related Provisions [s. 231.4]: 168(1)(e) — Revocation of charity registration for 
failing to comply; 188.2(2)(a) — Suspension of charity’s receipting privileges for fail- 
ing to comply; 238(1) — Punishment for failing to comply. 

Selected Cases [s. 231.4]: Del Zotto v. Canada, [1999] 1.C.T.C..113 (SCC); rev’g 
[1997] 3 C.T.C. 199 (FCA) (Provision does not infringe on rights protected by ss. 7 and 


8 of the Charter); Del Zotto v. Canada, {1995] 2 C.T.C. 298 (FETD) (Court must be 
satisfied as to real purpose of inquiry before lifting stay of proceedings). 


Definitions [s. 231.4]: “Canada Revenue Agency” — Canada Revenue Agency Act 
s. 4(1); “judge” — 231; “Minister”, “person” — 248(1). 
Information Circulars [s. 231.4]: 73-10R3: Tax evasion. 


231.5 (1) Copies — Where any document is seized, inspected, au- 
dited, examined or provided under any of sections 231.1 to 231.4, 
the person by whom it is seized, inspected, audited or examined or 
to whom it is provided or any officer of the Canada Revenue 
Agency may make, or cause to be made, one or more copies thereof 
and, in the case of. an electronic document, make: or cause to be 
made a print-out of the electronic document, and any document pur- 
porting to be certified by the Minister or an authorized person to be 
a copy of the document, or to be a print-out of an electronic docu- 
ment, made pursuant to this section is evidence of the nature. and 
content of the original document and has the same probative force 
as the original document would have if it were proven in the ordi- 
nary way. 

Related Provisions: 244(9) — Copy of taxpayer’s document may be used in court 
proceedings. 


History: Subsec. 231.5(1) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(iv), proclaimed in 
force December 12, 2005. 


Subsec. 231.5(1) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(d), proclaimed in force 
November 1, 1999. 


Subsec. 231.5(1) amended by 1998, c. 19, s. 229, applicable to copies and print-outs 
made after June 18, 1998. Subsec. 231.5(1) formerly read: 


(1) Where any document is seized, inspected, examined or provided under sec- 
tions 231.1 to 231.4, the person by whom it is seized, inspected or examined or 
to whom it is provided or any officer of the Department of National Revenue 
may make, or cause to be made, one or more copies thereof and any document 
purporting to be certified by the Minister or an authorized person to be a copy 
made pursuant to this section is evidence of the nature and content of the original 
document and has the same probative force as the original document would have 
if it had been proven in the ordinary way. 


Selected Cases [subsec. 231.5(1)]: Canada v. Betterest Vinyl Manufacturing Ltd., 
[1990] 2.C.T.C. 292 (BC CA) (Copies are admissible where there is evidence to sup- 
port their accuracy; if so, Minister need not show that originals are unavailable). 


CRA Audit Manual: 10.5.4: Type and source of evidence [procedures for using 
photocopies as evidence]. 
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(2) Compliance — No person shall, physically or otherwise, in- 
terfere with, hinder or molest an official (in this subsection having 
the meaning assigned by subsection 241(10)) doing anything that 
the official is authorized to do under this Act or attempt to interfere 
with, hinder or molest any official doing or prevent or attempt to 
prevent an official from doing, anything that the official is author- 
ized to do under this Act, and every person shall, unless the person 
is unable to do so, do everything that the person is required to do by 
or under subsection (1) or sections 231.1 to 231.4. 

Related Provisions [subsec. 231.5(2)]: 168(1)(e) — Revocation of charity regis- 
tration for failing to comply; 188.2(2)(a) — Suspension of charity’s receipting privi- 
leges for failing to comply; 231.7 — Court order for compliance with audit or demand; 
238(1) — Punishment for failing to comply. 

History: Subsec. 231.5(2) amended by 2001, c. 17, s. 182, in force June 14, 2001. It 
formerly read: 


(2) No person shall hinder, molest or interfere with any person doing anything 
that the person is authorized by or pursuant to subsection (1) or sections 231.1 to 
231.4 to do or prevent or attempt to prevent any person doing any such thing 
and, notwithstanding any other Act or law, every person shall, unless the person 
is unable to do so, do everything the person is required to do by or pursuant to 
subsection (1) or sections 231.1 to 231.4. 


Definitions [s. 231.5]: “authorized person”, “documents” — 231; “Canada Revenue 
Agency” — Canada Revenue Agency Act s. 4(1); “Minister” — 248(1); “official” — 
241(10); “person” — 248(1). 


Information Circulars [s. 231.5]: 73-10R3: Tax evasion. 


231.6 (1) Definition of “foreign-based information or docu- 
ment” — For the purposes of this section, “foreign-based informa- 
tion or document” means any information or document that is avail- 
able or located outside Canada and that may be relevant to the 
administration or enforcement of this Act, including the collection 
of any amount payable under this Act by any person. 


History: Subsec. 231.6(1) amended by 2000, c. 30, s. 177, in force October 20, 2000. 
The subsec. formerly read: 


(1) For the purposes of this section, “foreign-based information or document” 
means any information or document that is available or located outside Canada 
and may be relevant to the administration or enforcement of this Act. 


Selected Cases [subsec. 231.6(1)]: Bernick v. R., 2002. CarswellOnt 2356 (Ont 
SCJ) (Identity of other parties relevant to Minister’s determination of taxpayer’s liabil- 
ity; information to be produced). 


CRA Audit Manual: 15.5.0 and Appendix 15.13.1: Foreign-based information. and 
documentation. 


(2) Requirement to provide foreign-based information — 
Notwithstanding any other provision of this Act, the Minister may, 
by notice served personally or by registered or certified mail, re- 
quire that a person resident in Canada or a non-resident person car- 
rying on business in Canada provide any foreign-based information 
or document. 

Related Provisions: 231.6(4) — Application for review by court; 231.6(8) — Con- 
sequences of failure to comply; 233.1—233.7 — Requirement to file annual information 


returns. with respect to non-resident dealings; 244(5) — Proof of service by. mail; 
248(7)(a) — Mail deemed received on day mailed. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates; 78-10R5: Books and records retention/destruction. 


CRA Audit Manual: 15.5.0 and Appendix 15.13.1: Foreign-based information and 
documentation. 


(3) Notice — The notice referred to in subsection (2) shall set out 


(a) a reasonable period of time of not less than 90 days for the 
production of the information or document; 
(b) a description of the information or document being sought; 
and 
(c) the consequences under subsection (8) to the person of the 
failure to provide the information or documents being sought 
within the period of time set out in the notice. 

Related Provisions: Interpretation Act s. 27 — Computation of time. 

CRA Audit Manual: 15.5.0: Foreign-based information and documentation. 


(4) Review of foreign information requirement — The per- 
son on whom a notice of a requirement is served under subsection 
(2) may, within 90 days after the service of the notice, apply to a 
judge for a review of the requirement. 


Income Tax Act 


Selected Cases [subsec. 231.6(4)]: European Marine Contractors Ltd. v. Canada 
(CCRA), [2004] 2 C.T.C. 226 (FC) (Filing income tax return made audit a virtual cer- 
tainty and foreign information required to be provided). 


CRA Audit Manual: 15.5.0: Foreign-based information and. documentation, 


(5) Powers on review — On hearing an application under sub- 
section (4) in respect of a requirement, a judge may 


(a) confirm the requirement; 


(b) vary the requirement as the judge considers, appropriate in 
the circumstances; or 


(c) set aside the requirement if the judge is satisfied that the re- 
quirement is unreasonable. 


CRA Audit Manual: 15.5.0: Foreign-based information and documentation. 


(6) |ldem — For the purposes of paragraph (5)(c), the requirement 
to provide the information or document shall not be considered to 
be unreasonable because the information or document is under the 
control of or available to a non-resident person that is not controlled 
by the person served with the notice of the requirement under sub- 
section (2) if that person is related to the non-resident person. 


Related Provisions: 256(6), (6.1) — Meaning of “controlled”: 


Selected Cases [subsec. 231.6(6)]: Re Hertel et al., [1987] 1 C.T.C. 15 (BC SC) 
(So as not to interfere with independence of judiciary, “shall” interpreted as 
permissive); Smith v. MNR, 82 D.T.C. 6198 (NB CA) (Once judge decides that require- 
ments of provision are satisfied, only an indefinite order may be granted). 


CRA Audit Manual: 15.5.0: Foreign-based information and documentation. 


(7) Time during consideration not to count — The period of 
time between the day on which an application for review of a re- 
quirement is made pursuant to subsection (4) and the day on which 
the. review is decided shall not be counted in the computation of - 


(a) the period of time set out in the notice of the. requirement; 
and 


'(b) the period of time within which an assessment may be made 
pursuant to subsection 152(4). 


CRA Audit Manual: 15.5.0: Foreign-based information and documentation. 


(8) Consequence of failure — If a person fails to comply sub- 
stantially with a notice served under subsection (2) and if the notice 
is not set aside by.a judge pursuant to subsection (5), any court hav- 
ing jurisdiction in a civil proceeding relating to the administration 
or enforcement of this Act shall, on motion of the Minister, prohibit 
the introduction by that person of any foreign-based information or 
document covered by that notice. 


Related Provisions [subsec. 231.6(8)]: 143.2(13), (14) — Effect of information 
outside Canada on tax shelter investments. 


Selected Cases [subsec. 231.6(8)]: GlaxoSmithkline Inc,:v. R., [2003] 4 C,T.G: 
2916 (TCC) (Court has little discretion regarding order once request for information 
has been refused or ignored). 


CRA Audit Manual: 15.5.0: Foreign-based information and documentation. 


Selected Cases [s. 231.6]: eBay Canada Ltd. v. MNR, [2009] 2 C.T.C. 141 (FCA) 
(Electronic information available in Canada on servers outside of Canada was not “for- 
eign-based information”); Saipem Luxembourg S.A. v. Canada (CRA), [2005] 3 C.T.C. 
294 (FCA); leave to appeal to SCC refused 2005 CarswellNat 3949 (Standard is rea- 
sonableness, both as to relationship with administration and enforcement and scope of 
request). 

Definitions [s. 231.6]: “Canada” — 255; “carrying on business” — 253; “con- 
trolled” — 256(6), (6.1); “documents”, “judge” — 231; “Minister”, “non-resident”, 
“person” — 248(1); “related” — 251(2); “resident in Canada” — 250. 


231.7 (1) Compliance order — On summary application by the 
Minister, a judge may, notwithstanding subsection 238(2), order a 
person to provide any access, assistance, information or document 
sought by the Minister under section 231.1 or 231.2 if the judge is 
satisfied that 


(a) the person was required under section 231.1 or 231.2 to pro- 
vide the access, assistance, information or document and did not 
do so; and 


(b) in the case of information or a document, the information or 
document is not protected from disclosure by. solicitor-client 
privilege (within the meaning of subsection 232(1)). 
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Related Provisions:  231.5(2)— Compliance | with audit or) demand) required; 
231.7(2)— Five clear days’ notice required; 231.7(3) — Conditions canbe imposed; 
231.7(4) — Contempt of court for failure to,comply; 231.7(5) — Appeal. of order. 


information Circulars: 78-10R5: Books and records retention/destruction. 


(2) Notice required — An application under subsection (1) must 
not be heard before the end of five clear days from the day the no- 
tice of application is served on the person against whom the order is 
sought. 


(3) Judge may impose conditions — A judge Wiking an order 
under subsection (1) may impose any conditions in respect of the 
order that the judge considers appropriate. 


(4) Contempt of court — If a person fails or refuses to comply 
with an order, a judge may find the person in contempt of court and 
the person is subject to the processes and the punishments of the 
court to which the judge is appointed. 


(5) Appeal +. An order by a judge under subsection a) may be 
appealed to a court having appellate jurisdiction over decisions of 
the court to which the judge is appointed. An appeal does not sus- 
pend the execution of the order unless it is so ordered IBY a judge of 
the court to which the appeal is made. 


History: S: 231.7 added by 2001, c. 17, 's. 183, in force June 14, 2001. 


Selected Cases [s. 231.7]: Comtax International Inc. v. MNR., [2008] 2 C.T.C. 244 
(FC), (Order to assist not affected by.pending bankruptcy. proposal); MNR v. Singh Lyn 
Ragonetti Bindal LLP, [2006] 1 C.T.C. 113 (FC)-(No solicitor-client privilege where 
no advice, sought). 

Definitions [s. 231.7]: “clear days” — Interpretation,, Act .27(1);. 
“judge” — 231; “Minister”, “person” — 248(1). 


CRA Audit Manual: 10.9.0: Compliance order, guidelines. 


“document”, 


232. (1) [Solicitor-client privilege] Definitions — In this 
section, 


“custodian” means a person in whose custody a 1 package i is RIES 
pursuant to subsection (3); 


Related Provisions: 230(2.1) — Books and records. 


“judge” means a judge of a superior court having jurisdiction in the 
province where the matter arises or a judge of the Federal Court; 
Selected Cases. [subsec. 232(1)“judge”]: Stasiv Mitton. & Smith; v.. Canada, 
[1989] 1 C.T.C. 171 (Ont SC) “Judge” does not include a judge of the Ontario Su- 
preme Court appointed pursuant to the Courts of Justice Act); Herman et al. v. Dep. 
A.G. Can., [1978] C.T.C. 728 (SCC) (Judge’s order under provision made in capacity 
of judge, and not subject to review under s. 28 of Federal Court Act). 


“lawyer” means, in the province of Quebec, an advocate or notary 
and, in any other province, a barrister or solicitor; 


Related Provisions: 248(1)“lawyer” — Definition applies to entire Act. 


“officer”? means a person acting under the authority conferred by or 
under sections 231.1 to 231.5; 


“solicitor-client privilege’ means the right, if any, that.a person 
has in a superior court in the province where the matter arises. to 
refuse to disclose an oral or documentary communication on the 
ground that the communication is one passing between the person 
and the person’s lawyer in professional confidence, except that for 
the purposes of this section an accounting record of a lawyer, in- 
cluding any supporting voucher or cheque, shall be deemed not to 
be such a communication. 


Selected Cases [subsec. 232(1)“solicitor-client privilege”): MNR v. Reddy, 
[2006] 3 C.T.C. 17.(FC) (Distinction between communication and: certain actions in- 
volving solicitors; privilege applies to former only); Belgravia Investments Ltd. v. R., 

[2002] 3 C.T.C. 482 (FCTD) (Mere possession of document by lawyer does not make it 
privileged and not all communications are privileged); Heath v. Canada, [1990] 2 
C.T.C:'28 (BC SC) (Solicitor’s trust account ledger was “accounting record of a law- 
yer” and excluded from solicitor-client privilege); MNR v. Lawrence, [1989] 1 C.T.C. 
289 (FCTD) (Solicitor-client privilege is lost where prima facie case of. fraud 
established); Visser and MNR, [1989] 1 C:T.C. 192 (PEI SC) (Voluntary disclosure by 
taxpayer of material part of communication implicitly waives ‘privilege), Playfair 
Developments Ltd. v. Dep. MNR, [1985] 1 C.T.C. 302 (Ont SC) (Provision does not 
give judge jurisdiction to determine whether or not communications sought are relevant 
to Minister’s inquiry; “accounting record” interpreted); Brunner and Lay (Canada) Ltd. 


S. 232(3.1) 


v. Dep.-A.G. Can.,. [1984] C.T:C..534 (FCTD) (Interoffice memoranda between Solici- 
tors privileged); Kent Steel Products Ltd.-v. R., 76 D.T.C, 6253 (Ont SC) (Documents 
related to tax minimization, but not tax fraud, are privileged); Re Goodman & Carr et 
al., [1968] C.T.C. 484 (Ont SC) (Documents privileged unless definite charge of fraud 
made; communications between solicitor and accountant of taxpayer not privileged); 
Re Missiaen, [1967] C.T:C. 579 (Alta;SC) (Communications between solicitor and ac- 
countant not) privileged). 


(2) Solicitor-client privilege defence — Where a lawyer is 
prosecuted for failure to comply with a requirement under section 
231.2) with respect’ to information or'a document, the lawyer shall 
be acquitted if the lawyer establishes to the satisfaction of the court 


(a) that the lawyer, on reasonable grounds, believed that a client 
of the lawyer had a solicitor-client privilege in respect of the 
information or document; and 


(b) that the lawyer communicated to the Minister, or some per- 
son duly authorized to act for the Minister, the lawyer’s refusal 
to comply with the ‘requirement together with a claim that a 
named client of the lawyer hada solicitor-client privilege in’ re- 
spect of the information or document. 
Selected Cases [subsec. 232(2)]: Cineplex Odeon Corp. v. Canada, [1994] 2 
C.T.C. 293 (Ont Gen Div) (Inadvertent disclosure without consent of client does not 
operate to waive privilege); Crown Zellerbach Canada Ltd. v. Dep. A.G. Can., [1982] 


C.T.C. 121 (BC SC).(Communications between taxpayer and its president/counsel 
were privileged to extent made in latter’s capacity as counsel). 


CRA Audit Manual: 10.6.8: Obtaining information from lawyers and notaries; 
10.7.0: Solicitor-client privilege. 


(3), Seizure. of. certain documents. where privilege 
claimed — Where, pursuant to section 231.3,-an officer is about to 
seize a document in the possession of a*lawyer and’ the lawyer 
claims that a named client of the lawyer has a solicitor-client privi- 
lege in respect of that document, the officer shall, without inspect- 
ing, examining or making copies of the document, 


(a) seize the document and place it, together with any other doc- 
ument in respect of which the lawyer at the same time makes the 
same claim on behalf of the same client, in a package and suita- 
bly seal and identify. the package; and 


(b) place the package in the custody of the sheriff of the district 
or county in which the seizure was made or, if the officer and 
the lawyer agree in writing on a person to act as custodian, in the 
custody of that person. 
Selected Cases [subsec. 232(3)]:. 743471 Canada Inc.,’ Quebec’ y., [1995] 1 
C.T.C. 27 (SCC) (impounded documents to be kept until constitutionality of impunged 
sections of legislation determined. Protection of individuals preferred to convenience of 
Minister); Re Bowlen et al., [1971] C.T.C. 682 (BC SC) (No privilege where prima 
facie case of fraud established). 


(3.1) Examination of certain documents where privilege 
claimed — Where, pursuant to section 231.1, an officer is about to 
inspect. or examine a document in the possession ofa lawyer or 
where, pursuant to. section 231.2, the. Minister has required, provi- 
sion of a document by a lawyer, and the lawyer claims that a named 
client or former client of the lawyer has a solicitor-client privilege 
in respect of the document, no officer shall inspect or examine the 
document and the lawyer shall 


(a) place the document, together with any other document in re- 
spect of which the: lawyer at the same time» makes the same 
claim on behalf of the same client, in a package and suitably seal 
and identify the package or, if the officer and the lawyer agree, 
allow the pages of the document to be initialed and numbered or 
otherwise suitably identified; and 


(b) retain it and ensure that it is preserved until it is produced to 
a judge as required under this section, and an order is issued 
under this section in, respect of the document. 


History: The opening words of subsec. 232(3.1) amended by 1998, :c.'19, s. 230, in 
force June 18, 1998. The opening words formerly read: 


_(3.1) Where, pursuant to sections 231.1 and 231.2, an officer is about to inspect 
or examine a document in the possession of a lawyer and the lawyer claims that 
a named client of the lawyer has a solicitor-client privilege in respect of that 
document, the officer shall not inspect or examine the document and the lawyer 
shall 
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(4) Application to judge — Where a document has been seized 
and placed in custody under subsection (3) or is being retained 
under subsection (3.1), the client, or the lawyer on behalf of the 
client, may 


(a) within 14 days after the day the document was so placed in 
custody or commenced to be so retained apply, on three clear 
days notice of motion to the Deputy Attorney General of Can- 
ada, to a judge for an order 


(i) fixing a day, not later than 21 days after the date of. the 
order, and place for the determination of the question 
whether the client has a solicitor-client privilege in respect of 
the document, and 


(ii) requiring the production of the document to the judge at 
that time and place; 


(b) serve a copy of the order on the Deputy Attorney General of 
Canada and, where applicable, on the custodian within 6 days of 
the day on which it was made and, within the same time, pay to 
the custodian the estimated expenses of transporting the docu- 
ment to and from the place of hearing and of safeguarding it; 
and 


(c) if the client or lawyer has proceeded as authorized by para- 
graph (b), apply at the appointed time and place for an order 
determining the question. 


Related Provisions: Interpretation Act 27(1), (2) — Calculation of days. 


Selected Cases [subsec. 232(4)]: Archean Energy Ltd v. MNR, [1998] 1 C.T.C. 
398 (Alta QB) (Claim for solicitor-client privilege by one taxpayer may preserve claim 
for others in same business transaction); Radke v. MNR, [1996] 3 C.T.C. 86 (BC SC) 
(Documents not privileged where prima facie case of fraud established); Leo Gray v. 
Canada, [1994] 2 C.T.C. 409 (Ont Gen Div) (Course of conduct by Department of 
Justice counsel operated as functional waiver of 14 day period); Solvent Petroleum 
Extraction Inc. v. MNR, [1990] 2 C.T.C. 291 (FCTD) (Order to deliver documents 
under subsec. 232(6) denied where provisions of subsec. 232(4) not observed; judge 
has no jurisdiction to extend 14 day period in para. 232(4)(a)); Vespoli et al. v. R., 
[1982] C.T.C. 418 (FCTD); rev'd in part [1984] C.T.C. 519 (FCA) (Judge has no juris- 
diction under provision to determine relevance of documents or reasonableness of 
seizure); Vespoli et al. v. R., [1982] C.T.C. 365 (FCTD); rev’d on other grounds [1984] 
C.T.C. 519 (FCA) (Application made within delay where notice of motion filed within 
14 days and returnable over one month after date of seizure, the earliest possible date 
after vacation); Cotroneo y. Dep. A.G. Can., [1982] C.T.C. 131 (FCTD) (No privilege 
where prima facie case of fraud established); Cotroneo v. Dep. A.G. Can., [1982] 
C.T.C. 67 (FCTD); aff'd on reconsideration [1982] C.T.C. 131 (FCTD) (Prima facie 
case of fraud requires affidavit evidence on knowledge, not information and belief); Re 
Romeo’s Place Victoria Ltd. et al., [1981] C.T.C. 380 (FCTD) (Crown not permitted to 
examine documents held to be irrelevant); Edmonds v. Dep. A.G. Can., [1980] C.T.C. 
192 (Que SC) (Crown’s allegation of possible fraud was insufficient to dislodge 
privilege); Herman et al. v. Dep. A.G. Can., [1978] C.T.C. 728 (SCC) (Federal Court 
of Appeal denied jurisdiction to hear an appeal from lower court determination of 
privilege); Easton v. A.G. Can., [1976] C.T.C. 290 (FCA) (Application to set aside 
order for delivery of seized documents to officials of Revenue Canada dismissed where 
neither client nor solicitor applied, under provision, for order determining privilege). 


(5) Disposition of application — An application under para- 
graph (4)(c) shall be heard in camera, and on the application 


(a) the judge may, if the judge considers it necessary to deter- 
mine the question, inspect the document and, if the judge does 
so, the judge shall ensure that it is repackaged and resealed; and 


(b) the judge shall decide the matter summarily and, 


(i) if the judge is of the opinion that the client has a solicitor- 
client privilege in respect of the document, shall order the 
release of the document to the lawyer, and 


(ii) if the judge is of the opinion that the client does not have 
a solicitor-client privilege in respect of the document, shall 
order 


(A) that the custodian deliver the document to the officer 
or some other person designated by the Commissioner of 
Revenue, in the case of a document that was seized and 
placed in custody under subsection (3), or 


(B) that the lawyer make the document available for in- 
spection or examination by the officer or other person 
designated by the Commissioner of Revenue, in the case 
of a document that was retained under subsection (3.1), 


Income Tax Act 


and the judge shall, at the same time, deliver concise reasons 
in which the judge shall identify the document without di- 
vulging the details thereof. 

History: Subsec. 232(5) amended to substitute “Commissioner of Revenue” for “Com- 


missioner of Customs and Revenue” by 2005, c. 38, subpara..140(e)(iv), proclaimed in 
force December 12, 2005. 

Subsec, 232(5) amended to substitute “Commissioner of Customs and Revenue” for 
“Deputy Minister of National Revenue” by 1999, c. 17, para. 167(c), proclaimed in 
force November 1, 1999. 

“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 


Revenue for Taxation” in subsec. 232(5), by 1994, c. 13, subsec. 7(1), applicable May 
12, 1994. 


(6) Order to deliver or make available — Where a document 
has been seized and placed in custody under subsection (3) or 
where a document is being retained under subsection (3.1) and a 
judge, on the application of the Attorney General of Canada, is sat- 
isfied that neither the client nor the lawyer has made an application 
under paragraph (4)(a) or, having made that application, neither the 
client nor the lawyer has made an application under paragraph 
(4)(c), the judge shall order 


(a) that the custodian deliver the document to the officer or some 
other person designated by the Commissioner of Revenue, in the 
case of a document that was seized and placed in custody under 
subsection (3); or 


(b) that the lawyer make the document available for inspection 
or examination by the officer or other person designated by the 
Commissioner of Revenue, in the case of a document that was 
retained under subsection (3.1). 

History: Subsec. 232(6) amended to substitute “Commissioner of Revenue” for “Com- 


missioner of Customs and Revenue” by 2005, c. 38, subpara. 140(e)(iv), proclaimed in 
force December 12, 2005. 


Subsec. 232(6) amended to substitute “Commissioner of Customs and Revenue”’ for 
“Deputy Minister of National Revenue” by 1999, c. 17, para. 167(c), proclaimed in 
force November 1, 1999. 


“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” in subsec. 232(6), by 1994, c. 13, subsec. 7(1), applicable May 
12, 1994. 


(7) Delivery by custodian — The custodian shall 
(a) deliver the document to the lawyer 


(i) in accordance with a consent executed by the officer or by 
or on behalf of the Deputy Attorney General of Canada or 
the Commissioner of Revenue, or 


(ii) in accordance with an order of a judge under this section; 
or 


(b) deliver the document to the officer or some other person des- 
ignated by the Commissioner of Revenue 


(i) in accordance with a consent executed by the lawyer or- 
the client, or 


(ii) in accordance with an order of a judge under this section. 


History: Subsec. 232(7) amended to substitute “Commissioner of Revenue” for “Com- 
missioner of Customs and Revenue” by 2005, c. 38, subpara. 140(e)(iv), proclaimed in 
force December 12, 2005. 


Subsec. 232(7) amended to substitute “Commissioner of Customs and Revenue” for ° 
“Deputy Minister of National Revenue” by 1999, c. 17, para. 167(c), proclaimed in 
force November 1, 1999. 


“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” in subsec. 232(7), by 1994, c. 13, subsec. 7(1), applicable May 
12, 1994. 


(8) Continuation by another judge — Where the judge to 
whom an application has been made under paragraph (4)(a) cannot 
for any reason act or continue to act in the application under para- 
graph (4)(c), the application under paragraph (4)(c) may be made to 
another judge. 


(9) Costs — No costs may be awarded on the disposition of any 
application under this section. 


(10) Directions — Where any question arises as to the course to 
be followed in connection with anything done or being done under 
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this section, other than subsection (2), (3) or (3.1), and there is no 
direction in this section with respect thereto, a judge may give such 
direction with regard thereto as, in the judge’s opinion, is most 
likely to carry out the object of this section of allowing solicitor- 
client privilege for proper purposes. 


(11) Prohibition — The custodian shall not deliver.a document to 
any person except in accordance with an order of a judge or a con- 
sent under this section or except to any officer or servant of the 
custodian for the purposes of safeguarding the document. 


(12) Idem — No officer shall inspect, examine or seize a document 
in the possession of a lawyer without giving the lawyer a reasonable 
opportunity of making a claim under this section. 


(13) Authority to make copies — At any time while a docu- 
ment is in the custody of a custodian under this section, a judge 
may, on an ex parte application of the lawyer, authorize the lawyer 
to examine or make a copy of the document in the presence of the 
custodian or the judge by an order that shall contain such provisions 
as may be necessary to ensure that the document is repackaged and 
that the package is resealed without alteration or damage. 


(14) Waiver of claim of privilege — Where a lawyer has, for the 
purpose of subsection (2), (3) or (3.1), made a claim that a named 
client of the lawyer has a solicitor-client privilege in respect of in- 
formation or a document, the lawyer shall at the same time commu- 
nicate to the Minister or some person duly authorized to act for the 


Minister the address of the client last-known to the lawyer so that | 


the Minister may endeavour to advise the client of the.claim of priv- 
ilege that has been made on the client’s behalf and may thereby 
afford the client an opportunity, if it is practicable within the time 
limited by this section, of waiving the claim of privilege before the 
matter is to be decided by a judge or other tribunal. 


(15) Compliance — No person shall hinder, molest or interfere 
with any person doing anything that that person is authorized to do 
by or pursuant to this section or prevent or attempt to prevent any 
person doing any such thing and, notwithstanding any other Act or 
law, every person shall, unless the person is unable to do so, do 
everything the person is required to do by or pursuant to this 
section. 


Related Provisions: 238(1) — Punishment for failing to comply. 


Selected Cases [s. 232]: Lavallee, Rackel & Heintz v. R., [2002] 4 C.T.C. 143 
(SCC) (Criminal Code s. 488.1 unconstitutional, violating solicitor-client privilege). 


Definitions [s. 232]: “clear days” — Interpretation Act 27(1); “Commissioner of 


Revenue” — Canada Agency Act s. 25; “county” — Interpretation Act 35(1); “custo- 
dian” — 232(1); “Federal Court” — Federal Courts Act s. 4; “judge”, “lawyer” — 
232(1); “Minister” — 248(1); “officer” — 232(1); “person” —248(1); “province” — 


Interpretation. Act 35(1); “record” — 248(1); 
ment”); “‘solicitor-client privilege” —232(1); * 
tation Act 35(1). 


Information Circulars [s. 232]: 73-10R3: Tax evasion. 


“servant” — 248(1) (under “employ- 
‘superior court”, “writing” — Interpre- 


233. (1) Information return — Every person shall, on written de- 
mand from the Minister served personally or. otherwise, whether or 
not the person has filed an information return as required by this 
Act or the regulations, file with the Minister, within such reasonable 
time as is stipulated in the demand, the information return if it has 
not been filed or such information as is designated in the demand. 
Related Provisions: 150(2)— Demands for returns; 162 — Penalties; 244(5) — 
Proof of service by mail; 244(6)— Proof of personal service; 248(7)(a) — Mail 
deemed received on day mailed. 


Regulations: 200-233 (information returns). 


(2) Partnerships — Every partnership shall, on written demand 
from the Minister served personally or otherwise on any member of 
the partnership, file with the Minister, within such reasonable time 
as is stipulated in the demand, an information return required under 
section 233.3, 233.4 or 233.6. 

Related Provisions: 150(2)— Demands for returns; 162 — Penalties; 233(3) — 
Tiers of partnerships; 244(5) — Proof of service by mail; 244(6) — Proof of personal 
service; i i ips; 248(7)(a) — Mail 
deemed received on day mailed. 


S. 233.1(2) 


(3) Application to members of partnerships — For the pur- 
poses of this subsection and subsection (2), a person who is a mem- 
ber of a partnership that is a member of another partnership is 
deemed to be a member. of the. other partnership. 


History: S. 233 amended.by 1997,.c.. 25, s..68, applicable to returns required to be 
filed on or before a day that is after April 29, 1998, S. 233 formerly read: 


233. Information return — Every person shall, on written demand from the 
Minister served personally or otherwise, whether or not the person has filed’ an 
information return as required by this Act ora.regulation, file with the. Minister, 
within such reasonable time as is stipulated in the demand, such information as is 
designated therein. 


S285 amended by 1994, c. 7, Sch. VIII (1993, c. 24), s.. 134. S, 233 formerly read: 


233: Every: person shall, on demand from the Minister, served personally or by 
registered mail, and whether or not the person has filed an information return as 
required by a regulation. made under paragraph 221(1)(d), file with the Minister, 
within such reasonable time as may be, stipulated in the demand, such informa- 
tion as is designated therein. 

Definitions [s. 233]: “Minister” — 248(1); “person”, “regulation” — 248(1). 


Information Circulars [s. 233]: 77-9R: Books, records and other requirements. for 
taxpayers having foreign affiliates. 


233.1 [Reporting transactions with related non-re- 
sidents] — (1) Definitions — The definitions in’this subsection 
apply in this section. 


“reportable transaction” means 
(a) in the case of 


(i) a reporting person fora taxation year who is not resident 
in Canada at any time in the year, or 


(ii) a reporting partnership for a fiscal period no member of 
which is resident in Canada in the period, 


_a transaction or series of transactions that relate in any manner 
whatever to a business carried on in Canada by the reporting 
person or partnership in the ia or period or a preceding taxa- 
tion year-or period; and 


(b) in any other case, a transaction or series of transactions that 
relate’ in any manner whatever to a business carried on by a re- 
porting person (other than a business carried on by a reporting 
person as a member of a partnership) or partnership in a’ taxation 
year or fiscal period. 


Related Provisions: 248(10)— Series of transactions: 


“reporting partnership” for a fiscal period means a partnership 
(a) a member of which is resident in Canada in the period; or 
(b) that carries on a.business in Canada in. the period. 


“reporting person’’ for a taxation year means a person who, at any 
time in the year, 


(a) is resident in Canada; or 


(b) is non-resident and carries on a business (other than a busi- 
ness carried on as a member of a partnership) in Canada. 


“transaction” includes an arrangement or event. 


Related Provisions [233.1(1)“transaction”]: 245(1)“transaction” — Parallel def- 
inition under GAAR; 247(1) — Parallel definition re transfer pricing. 


(2) Reporting person’s information return — Subject to sub- 
section (4), a reporting person for a taxation year shall, on or before 
the reporting person’s filing-due date for the year, file with the Min- 
ister, in respect of each non-resident person with whom the report- 
ing person does. not deal at arm’s length in the year and each part- 
nership of which such a non-resident person is a member, an 
information return for the year in prescribed form containing pre- 
scribed information in respect ‘of the reportable transactions in 
which the reporting person and the non-resident person or the part- 
nership, as the case may be, participated in the year. 

Related Provisions: 152(4)(b)(iii) — Reassessment period extended by 3 years re 
non-arm’s length transactions with non-residents; 162(7), (10), (10.1) — Penalty for 
failure to file; 163(2.4)(a) — Penalty of $24,000 for false statement or omission; 
233.2-233.7 — Foreign reporting requirements; 247 — Transfer pricing rules; Canada- 
U.S. Tax Treaty:Art. IX — Adjustments on non-arm’s length transactions. 
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CRA Audit Manual: 15.8.0: Non-arm’s length transactions with non-residents, 
15.10.7: T106 audit guide. 


Forms: T1106; Information return of non-arm’s length transactions with non-residents. 


(3) Reporting partnership’s information return — Subject to 
subsection (4), a reporting partnership for a fiscal period shall, on or 
before the day on or before which a return is required by section 
229 of the Income Tax Regulations to be filed in respect of the pe- 
riod or would be required to be so filed if that section applied to the 
reporting partnership, file with the Minister, in respect of each non- 
resident person with whom the reporting partnership, or a member 
of the reporting partnership, does not deal at arm’s length in the 
period and each partnership of which such a non-resident person is 
a member, an information return for the period in prescribed form 
containing prescribed information in respect of the reportable trans- 
actions in which the reporting partnership and the non-resident per- 
son or the partnership, as the case may be, participated in the 
period. 

Related Provisions: 152(4)(b)(iii) — Reassessment period extended by 3 years re 
non-arm’s length transactions with non-residents; 162(7), (10), (10.1) — Penalty for 
failure to file; 163(2.4)(a)— Penalty of $24,000 for false statement or omission; 
233.1(5) —Tiers of partnerships; 233.2-233.7 — Foreign reporting requirements; 
247 — Transfer pricing rules; Canada-U.S. Tax Treaty:Art. IX — Adjustments on non- 
arm’s length transactions. 


(4) De minimis exception — A reporting person or partnership 
that, but for this subsection, would be required under subsection (2) 
or (3) to file an information return for a taxation year or fiscal pe- 
riod is not required to file the return unless the total of all amounts, 
each of which is the total fair market value of the property or ser- 
vices that relate to a reportable transaction in which the reporting 
person or partnership and any non-resident person with whom the 
reporting person or partnership, or a member of the reporting part- 
nership, does not deal at arm’s length in the year or period, or a 
partnership of which such a non-resident person is a member, as the 
case may be, participated in the year or period, exceeds $1,000,000. 


(5) Deemed member of partnership — For the purposes of this 
section, a person who is a member of a partnership that is a member 
of another partnership is deemed to be a member of the other 
partnership. 


History [s. 233.1]: S. 233.1 amended by 1998, c. 19, s. 231, applicable to taxation 
years and fiscal periods that begin after 1997. S. 233.1 formerly read: 


233.1 Information return with respect to certain non-resident persons — 
Every corporation that, at any time in a taxation year, was resident in Canada or 
carried on business in Canada shall, in respect of each non-resident person with 
whom it was not dealing at arm’s length at any time in the year, file with the 
Minister, within 6 months from the end of the year, an annual information return 
for the year in prescribed form and containing prescribed information in respect 
of transactions with that person. 
Definitions [s. 233.1]: “amount” — 248(1); “arm’s length” — 251(1); “business” — 
248(1); “Canada” — 255; “carries on a business in Canada”, “carry on business in Can- 
ada” — 253; “filing-due date” — 248(1); “fiscal period” — 249.1; “Minister”, “non- 
resident” — 248(1); “person”, “prescribed”, “property” — 248(1); “reportable transac- 
tion”, “reporting partnership”, “reporting person” — 233.1(1); “resident in Canada“ — 
250; “series” — 248(10); “taxation year’ — 249; “transaction” — 233.1(1). 
Information Circulars [s. 233.1]: 87-2R: International transfer pricing; 77-9R: 
Books, records and other requirements for taxpayers having foreign affiliates. 


233.2 [Reporting transfers or loans to foreign trusts] — (1) 
Definitions — The definitions in this subsection apply in this 
section. 
“exempt trust” means 
(a) a trust that is governed by a foreign retirement arrangement; 
(b) a trust that 


(i) is resident in a country under the laws of which an income 
tax is imposed, 


(ii) is exempt under the laws referred to in subparagraph (1) 
from the payment of income tax to the government of that 
country, 


(iii) is established principally in connection with, or the prin- 
cipal purpose of which is to administer or provide benefits 
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under, one or more superannuation, pension or retirement 
funds or plans or any funds or plans established to provide 
employee benefits, and 


(iv) is either 
(A) maintained primarily for the benefit of non-resident 
individuals, or 
(B) governed by an employees profit sharing plan; or 
(c) a trust 
(i) where the interest of each beneficiary under the trust is 
described by reference to units, and 
(ii) that complies with prescribed conditions. 


Related Provisions: 233.6(2)(a) — No reporting required on distribution from cer- 
tain exempt trusts. 


Regulations: Reg. 4801.1 (prescribed conditions for subpara. (c)(ii)). 


“specified beneficiary” at any time under a trust means 


(a) any person beneficially interested in the trust who is not at 
that time 


(i) a mutual fund corporation, 
(ii) a non-resident-owned investment corporation, 


(iii) a person (other than a trust) all of whose taxable income 
for the person’s taxation year that includes that time is. ex- 
empt from tax under Part I, 


(iv) a trust all of the taxable income of which for its taxation 
year that includes that time is exempt from tax under Part I, 


(v) a mutual fund trust, 


(vi) a trust described in any of paragraphs (a) to (e.1) of the 
definition “trust” in subsection 108(1), 


(vii) a registered investment, 


(viii) a trust in which all persons beneficially interested are 
persons described in subparagraphs (1) to (vii), 


(ix) a particular person who is beneficially interested in the 
trust solely because the particular person is beneficially inter- 
ested in an exempt trust or a trust described in this subpara- 
graph or any of subparagraphs (iv) to (vi), nor 


(x) a particular person who is beneficially interested in the 
trust only because of a right that is subject to a contingency, 
where at that time the identity of the particular person as a 
person beneficially interested in the trust is impossible to de- 
termine; or 


(b) any person described at that time in any of subparagraphs 
(a)(i) to (x) who is beneficially interested in the trust, where it is 
reasonable to consider that the person became beneficially inter- 
ested in the trust as part of a transaction or event or series of 
transactions or events one of the purposes of which is to limit 
the reporting in respect of the trust that would, but for this para- 
pei be hia ppdles subsection sit 


he definition eee saci in subsec. aon ), appli 
of trust taxation years that end after 2006. ‘and to eturns 
ee of a trust if subsec. 9403), a as ae AppHetald i 
ie HONG Bs Bates | 

Technical Notes isdee: 10, 2010): xisting section 233.2 requires certain p : 
who have made transfers or loans toa reed anigcsin trust”, or to a non- si 


tion returns we roe to the trust, oe feces foreign trust”, as defined i in subsec- 
tion 233.2, includes a trust with a “specified beneficiary” resident in Canada. . \s de> 
fined in subsection 233.2(1), a “specified beneficiary” is generally any beneficiary. 
under the trust with the exception of persons listed in subparagraphs (a)(i) to (x) of the: 
definition. For a return to be required to be filed as a consequence ofa transfer orl | 
it is necessary to have a “non-arm’s length indicator”, as ‘set out in. subsection 233. 2(2 f 
apply in respect of the transfer or loan. One of the cases where a “non-arm’s length 
indicator” applies in respect of a transfer to a trust is where the transferor is a “speci- 
fied beneficiary” under the trust. Subsection 233.2(3) provides a look-through rule so_ 
that, where a partnership transfers property, it is considered to _— os sratisfenntd: ny 
members of the partnership. ost belie, baa 
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Related Provisions: 248(10),— Series of transactions; ; 248(25)- — Extended mean- 
ing of “beneficially interested”. a 


“specified foreign trust” at any fine means a trust (other than an 
exempt trust) that is non-resident at that time where either 


(a) there is a specified beneficiary under the trust who. at that 
time 
(i) is resident in Canada, 


(ii) is a corporation or trust with which a person resident in 
Canada does not deal at arm’s length, or 


(iii) is a controlled foreign affiliate of a person resident in 
Canada; or 


(b) at that time the terms or conditions of the trust or any ar- 
“rangement in respect of the trust 


(i) permit persons (other than persons described in any of 
subparagraphs (a)(i) to (viii) of the definition “specified ben- 
eficiary”) who are not beneficially interested in the trust at 
that time to become, because of the exercise of any discretion 
by any person or partnership, beneficially interested in the 
trust after that time, or 


(ii) allow property to be distributed, directly or indirectly, to 
another trust that immediately after the receipt of the distri- 
bution can reasonably be expected to be a specified foreign 
trust. 


33. 2(1 y neseltag y for 


Related Provisioris: 948005) — Extended meaning of “beneficially interested”. 


(2) Non-arm’s length indicators — For the purpose of this 
section, 
(a) a non-arm’s length indicator applies to a trust at a particular 
‘time with respect to a transfer of property made at an earlier 
time to the trust or a corporation where 
(i) immediately after the earlier time the transferor was 
(A) a specified beneficiary under the trust, 


(B) a person related to a specified beneficiary under the 
trust, 
(C) an uncle, aunt, nephew or niece of a penile’ benefi- 
ciary under the trust, or 
(D) a trust or corporation that had, directly or indirectly in 
any manner whatever, previously acquired the transferred 
property from a person described in clause (A), (B) or 
(ii) the fair market value at the earlier time of the transferred 
property was greater than the amount, if any, by which 
(A) the total fair market value at the earlier time of the 
consideration, if any, given to the transferor for the trans- 
fer of property at the earlier time 
exceeds 


(B) the portion of the total described in clause (A). that is 
attributable to the fair market value of an interest as a 
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beneficiary in the trust or a share or debt issued by the 
corporation, | 


(iii) the consideration received by the transferor in respect of 
the transfer included indebtedness on which 


(A) interest was, not charged in respect of a period that 
began before the particular time, 


(B) interest was charged in respect of a period that began 
before the particular time at a rate that was less than the 
lesser of 


(I) the prescribed rate that was in effect at the earlier 
time, and 


(I) the rate that would, having regard to all the cir- 
cumstances, have been agreed on at the earlier time 
between parties dealing with each other at arm’s 
length, 


(C) any interest that was cndelee at the end of any calen- 
dar year that ended at or before the particular time was 
unpaid on the day that is 180 days after the end of that 
calendar year, or 


(D) the amount of interest that was payable at the end. of 
any calendar year that ended at or before the particular 
time was paid on or before the day that is .180 days after 
the end of that calendar year and it is established, by sub- 
sequent events or otherwise, that the payment was made 
as part of a series of loans or other transactions and 
repayments, 


(iv) the property transferred was a share of the capital stock 
of a corporation or an interest in another trust and a specified 
beneficiary under the trust is related to the corporation or the 
other trust or would be so related if paragraph 80(2)(j) ap- 
plied for the purposes of this subparagraph, or 


(v) the transfer was made as part of’a series of transactions or 
events one of the purposes of which was to avoid the applica- 
tion of this paragraph; and 


(b) a non-arm’s length indicator applies to a trust at a particular 
time with respect to a loan made at an earlier time where 


(i) interest was not charged on the loan in respect of a period 
that began before the particular time, 


(ii) interest was charged on the loan in respect of a period 
that began before the particular time at a rate that was less 
than the lesser of 


(A) the prescribed rate that was in effect at the earlier 
time, and 


'(B) the rate that would, having regard to all the circum- 
stances, have been agreed on at the earlier time between 
parties dealing with:each other at arm’s length, 


(iii) any interest on the loan that was payable at the end of 
any calendar year that ended at or before the particular time 
was unpaid.on the day. that is 180 days. after the end of that 
calendar year, 


(iv) the amount of interest on the loan that was payable at the 
‘end of any calendar year that:ended at or before the particular 
time was paid on or before the day that is 180 days after the 

end of that calendar year and it is established, by subsequent 

events or otherwise, that the payment was made as part of a 

series of loans or other transactions and repayments, or 


(v) the loan was made_as part of a series of transactions or 
events one of the purposes of which was to avoid the applica- 
tion of this paragraph. 


pamanter as 3.2(2 


94(0), 2 and (10) to (13) ale except 
mn restricted’ pro- 
pe ieaees 
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property to which paragraph 94(2)(g) applies but not including a 
unit of a mutual fund trust or of a trust that would be a mutual 
fund trust if section 4801 of the Income Tax Regulations were 
read without reference to paragraph 4801(b), a share of the capital 
stock of a mutual fund corporation, or a particular share of the 
capital stock of a corporation (other than a closely-held corpora- . 
tion) which particular share is identical to a share that is, at the 
transfer time, of a class that is listed on a designated stock 
exchange)”. 

Application: The August 27, 2010 draft legislation (Part | —- NRTs and FIEs), sub- 
sec. 20(2), will amend subsec. 233.2(2) to read as above, applicable to returns in 
respect of trust taxation years that end after 2006, and to returns in respect of an 
earlier taxation year of a trust if subsec. 94(3), as amended, applies to the trust for 
that earlier taxation year. However, the reference to “designated stock exchange” in 
subsec. 233.2(2) is in its application to a time that is before December 14, 2007 to be 
read as a reference to “prescribed stock exchange”. 


Technical Notes (Sept. 10, 2010): See under 233. mal areal seas 
Related Provisions: 248(12) — Identical properties. 


Related Provisions: 233.2(3)— Property transferred or lent by partnership; 
248(10) — Series of transactions or events; 252(2) — Extended meaning of “uncle”, 
“aunt”, “nephew” and “niece”. 


Regulations: Reg. 4301(c) (prescribed rate of interest for 233.2(2)(a)(iii)(B)(1) and 
233.2(2)(b)(i1)(A). 


(3) Partnerships — For the purpose of this section, where pro- 
perty is transferred or lent at any time by a partnership, the property 
is deemed to have been transferred or lent at that time by each of 
the members of the partnership. 


Proposed Repeal — 233.2(3) 
Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 
sec. 20(2), will repeal subsec. 233.2(3), applicable to returns in respect of trust taxation 
years that end after 2006, and to returns in respect of an earlier taxation year of a trust 
if subsec. 94(3), as amended, applies to the trust for that earlier taxation year. 


Technical Notes (Sept. 10, 2010): See under 233.2(1) “specified beneficiary”. 


(4) Filing information on specified foreign trusts — Where 


(a) at any time (in this subsection referred to as the “transfer 
time’) before the end of a trust’s taxation year (in this subsec- 
tion referred to as the “trust’s year’), property was transferred or 
lent, either directly or indirectly in any manner whatever, by any 
person (in this subsection referred to as the “transferor”’) to 


(i) the trust, or 


(ii) a corporation that, at the transfer time, would have been a 
controlled foreign affiliate of the trust if the trust had been 
resident in Canada, 


(b) the trust was a specified foreign trust at any time in the 
trust’s year, and 


(c) a non-arm’s length indicator applied to the trust at the end of 
the trust’s year in respect of the transfer or loan, 


the following rules apply: 


(d) where the transferor is resident in Canada at the end of the 
trust’s year, the transferor shall make an information return in 
respect of the trust’s year in prescribed form and file it with the 
Minister on or before the transferor’s filing-due date for the 
transferor’s taxation year that includes the end of the trust’s 
year, and 


(e) where 


(1) the transferor was, at the transfer time, a corporation that 
would have been a controlled foreign affiliate of a particular 
person if the particular person had been resident in Canada, 
and 


(ii) the particular person is resident in Canada at the end of 
the trust’s year, 


the particular person shall make an information return in respect 
of the trust’s year in prescribed form and file it with the Minister 
on or before the filing-due date for the particular person’s taxa- 
tion year that includes the end of the trust’s year. 
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Proposed Amendment — 233.2(4) i 


(4) Filing information on foreign trusts — A person shall © 
file an information return in prescribed form, in respect of a taxa- 
tion year of a particular trust (other than an exempt trust or a trust — 
described in any of paragraphs (c) to (h) of the definition “exempt 
foreign trust” in subsection 94(1)) with the Minister on or before — 
the person’s filing-due date for the person’s taxation year in which — 
the particular trust’s taxation year ends if 


(a) the particular trust is non-resident at a specified time in that | 
taxation year of the particular trust; 


(b) the person is a contributor, a connected contributor or a 
resident eer to the are trust; and a8 


(i) is resident in Canada at that specified Oy, and) 
(ii) i is not, at that specified time, . | 
f® a mutual fund corporation, 
‘) an exempt person, 
(C) a mutual fund trust, 


_(D) a trust described in any of paragraphs (a) to (e.1) of © 
the definition “trust” in subsection 108(1), 


(E) a registered investment, 


(F) a trust in which all persons boncuicially jeteneae 

are persons described in clauses (A) to (E), or 

(G) a contributor to the particular trust by reason only of 

being a contributor to another trust that is resident in 

Canada and is described in any of clauses (B) to (F). 

Agipticalion: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), sub- 
sec. 203), will amend subsec. 233.2(4) to read as above, applicable to returns in © 
respect of trust taxation years that end after 2006, and to returns in respect of an — 
earlier taxation year of a trust if subsec. 94(3), as amended, applies to the trust for 
that earlier taxation year, : 
A return required to b filed by : a person because of subsec. 233. 2(4) i is deemed to 
have been filed with the Minister of National Revenue on a fimely basis if it is filed 
with the Minister of National Revenue on or before the person’s filing-due date for 
mn ation year that includes the day on which aS draft ae is as 


Technical Notes (Sept. 10, 2010): Under amended sbsccion 233.2(4), report 
ing will generally be required for a taxation year of a person if the person is a “con 
tor’, “connected contributor” or “resident contributor” to a trust that is non-resi- _ 
t a “specified time” in the a year, of the trust, that ends in that taxation 
r of the taxpayer. Because of amended subsection 233.2(2), the expressions “con- _ 
tributor”, “contribution”, “connected contributor”, “resident contributor” and “speci- _ 
fied time” generally carry the same meaning as in new section 94 (including by refer- 
ence to deeming rules such as, for example, 94(12) and (13)), with most of the same _ 
exceptions for “arm’s length transfers” contained in the definition of that expression _ 
in subsection 94(1). However, the exception in that definition against transfers of 
restricted property” (as defined in subsection 94(1)) is extended to apply to most 
transfers described in paragraph 94(2)(g) (unless the transfer involves, generally, an 
issuance of a unit or share from a mutual fund trust, a mutual fund corporation or a 
corporation other than a closely-held corporation, as the case may be). This more 
constrained meaning of “arm’s length transfer’ for these purposes ensures that a— 
broader category of transfers and loans are treated as contributions 4 in determining 


It should be noted that amended subsection 233 .2(2) also applies for the purpose of 
new paragraph 233.5(c.1). 2 


New subparagraph 233.2(4)(c)(i) sets out a list of persons for whom reporting obli- @ 
gations are not imposed. This list is consistent with the list of beneficiaries who are — 
not treated as “specified beneficiaries” under the existing rules in section 233.2. The — 
exclusion in clause 233 2(4)(c)Gi(G) for a particular person resident in Canada who — 
has made a contribution to a trust described in any of clauses (B) to (F) « ensures that _ 
the particular person does not have a reporting obligation solely by reason of the — 
particular person’s contribution to a trust described in any of clauses (B) to (F). How- | 
ever, the particular person would have a reporting obligation if, in addition to a con- — 
tribution to a trust described in any of clauses (B) to (F), the particular person made — 
another contribution to the trust. 


Amended subsection 233.2(4) also exempts contributors from filing information re- E 
turns under section 233.2 with regard to trusts described in any of paragraphs (c) to 
(h) of the new definition “exempt foreign trust” in subsection 94(1). For more infor- 
mation in this regard, see the commentary on that definition, 


These amendments generally apply to returns in respect of trust taxation years that 
end after 2006. They also apply to returns in respect of an earlier taxation year of a 
trust if new subsection 94(3) applies (because of a valid election by the trust under 
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Related Provisions: 94(7)(b). [proposed] — Limitation’on person’s liability for 


trust’s tax when return filed; 162(10), (10.1) —Penalty for failure to file; 
163(2.4)(b) — Minimum $24,000 penalty for false statement or omission; 220(2.1) — 


_ Waiver of filing requirement, 220(3) — Extension. of time to file return; 233.2(2) — 
Application of non-resident trust rules; 233.2(4.1)— Similar arrangements; 


| 


! 


233.2(5) — Election to use other person’s information return; 233.3(3) — Requirement 
to file return re foreign property; 233.5 — Due diligence exception; 233.6(2)(b) — No 
return required on distribution from trusts where return required under 233.2; 233.7 — 
No requirement to file in_first year of immigration; 248(25.1) — Transfer to non-resi- 
dent bare trust. 


LT. Technical News: 43 (taxation of Roth IRAS). 


CRA Audit Manual: 15.7.0: Foreign reporting requirements; 15.10.8: Foreign report- 


ing audit guide; 28:2.4: Foreign reporting — penalties and offences. 


| Forms: T1141: Information return re transfers or loans to a non-resident trust. 


defi 


ection 94 does not apply can be reviewed by the CRA — 


ie 
iat definition, _ 


(5) Joint filing — Where information returns in respect of a trust’s 
taxation year would, but for this subsection, be required to be filed 
under subsection (4) by a particular person and another person, and 
the particular person identifies the other person in an election filed 
in writing with the Minister, for the purposes of applying this Act to 
the particular person 


(a) the information return filed by the other person shall be 
treated as if it had been filed by the particular person; 


(b) the information required to be provided with the return by 
the particular person shall be deemed to be the information re- 
quired to be provided by the other person with the return; 


(c) the day on or_before which the return is required to be filed 
by the particular person is deemed to be the later of the day on 
or ‘before which 


(i) the return would, but for this subsection, have been re- 
quired to have been filed by the particular person, and 


(ii) the return is required to have been filed by the other per- 
son; and 


(d) each act and omission of the other person in respect of the 
return is deemed to be an act or omission of the particular 
person. . t 
History [s. 233.2]: Subpara. (b)(iv) of the definition “exempt trust” in subsec. 
233.2(1) amended by 1998, c..19, subsec. 232(1), applicable to returns in respect of 
trusts’ taxation years that begin after 1995. Subpara. (b)(iv) of the definition formerly 
read: 
(iv) is maintained primarily for the benefit of non-resident individuals; or 


The portion of para. (b) of the definition “specified foreign trust” in subsec. 233.2(1) 
before subpara. (ii) and para. 233.2(4)(c), amended by the said c. 19, subsecs. 232(2), 
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(3), applicable after November 1997. The portion of para. (b) of the definition “speci- 
fied foreign trust” before subpara. (ii) and para. 233.2(4)(c) formerly read: 


(b) at that time the terms of the trust 


(i) permit persons (other than persons described in any of subparagraphs 
(a)(i) to (viii) of the definition “specified beneficiary”) to be added as bene- 
ficiaries under the trust after that time who are not beneficially interested in 
the trust at that time and who may be resident in Canada at the time of being 
so added, or 


(c) unless paragraph (b) of the definition “‘specified foreign trust” in subsection 
(1) applies, a non-arm’s length indicator applied to the trust at the end of the 
trust’s year with respect to the transfer or loan, 


S. 233.2 added by 1997, c. 25, s. 69, applicable to returns in respect of trusts’ taxation 
years that begin after 1995, except that such a return in respect of a taxation year that 
ends in 1996, 1997 or 1998 is required to be filed on or before the later of 


(a) April 30, 1998, and 
(b) the day on or before which the return is otherwise required to be filed. 


Definitions [s. 233.2]: “amount” — 248(1); “arm’s length” — 251(1); “arm’s length 
transfer” — 94(1); “aunt” — 252(2)(e); “beneficially interested” — 248(25); “calendar 
year” — Interpretation Act 37(1)(a); “Canada” — 255, Interpretation Act 35(1); “con- 
nected contributor”, “contributor” —94(1); “controlled foreign affiliate’ —.95(1), 
248(1); “corporation” — 248(1), Interpretation Act 35(1); “designated stock ex- 
change” — 248(1), 262; “exempt foreign trust” — 94(1); “exempt trust” — 233.2(1); 
“employee” — 248(1); “employees profit sharing plan” — 144(1), 248(1); “‘filing-due 
date” — 248(1); “fiscal period” — 249.1; “foreign affiliate” — 95(1), 248(1); “foreign 
retirement arrangement” — 248(1), Reg. 6803; “identical” — 248(12); “individual”, 
“Minister” — 248(1); “mutual fund corporation” — 131(8), (8.1), 248(1); “mutual 
fund trust” — 132(6)-(7), 132.2(3)(n), 248(1); “nephew”, “niece” — 252(2)(g); “non- 
indi i resident-owned in- 
vestment corporation” — 133(8), 248(1); “person”, “prescribed” — 248(1); “pre- 
scribed rate” — Reg. 4301; “property” — 248(1); “registered investment” — 204.4(1), 
248(1); “related” — 251(2); “reporting entity” — 233.4(1); “resident” — 250; “resi- 
dent in Canada” — 250; “resident contributor” —94(1); “series” — 248(10); 
“share” — 248(1); “specified beneficiary” — 233.2(1); “specified foreign property” — 
233.3(1); “specified foreign trust” — 233.2(1); “taxation year” — 249; “transferor” — 
233.2(4)(a); “trust” — 104(1), 248(1), (3); “trust’s year” — 233.2(4)(a); “uncle” — 
252(2)(e); “writing” — Interpretation Act 35(1). 


233.3 [Reporting foreign property] — (1) Definitions — The 
definitions in this subsection apply in this section. 


“reporting entity” for a taxation year or fiscal period means a 
specified Canadian entity for the year or period where, at any time 
(other than a time when the entity is non-resident) in the year or 
period, the total of all amounts each of which is the cost amount to 
the entity of a specified foreign property of the entity exceeds 
$100,000. 


Related Provisions: 233.6(2)(c) — No return required on distribution from certain 
trusts to reporting entity. 


“specified Canadian entity” for a taxation year or fiscal period 
means 
(a) a taxpayer resident in Canada in the year that is not 
(1) a mutual fund corporation, 
(ii) a non-resident-owned investment corporation, 


(iii) a person (other than a trust) all of whose taxable income 
for the year is exempt from tax under Part I, 


(iv) a trust all of the taxable income of which for the year is 
exempt from tax under Part I, 


(v) a mutual fund trust, 


(vi) a trust described in any of paragraphs (a) to (e.1) of the 
definition “trust” in subsection 108(1), 


(vii) a registered investment, nor 


(viii) a trust in which all persons beneficially interested are 
persons described in subparagraphs (i) to (vii); and 


(b) a partnership (other than a partnership all the members of 
which are taxpayers referred to in any of subparagraphs (a)(i) to 
(viii)) where the total of all amounts, each of which is a share of 
the partnership’s income or loss for the period of a non-resident 
member, is less than 90% of the income or loss of the partner- 
ship for the period, and, where the income and loss of the part- 
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nership are nil for the period, the income of the partnership for 
the period is deemed to be $1,000,000 for the purpose of deter- 
mining a member’s share of the partnership’s income for the 
purpose of this paragraph. . 
Related Provisions: 94(1)(c)(i) [to be repealed], 94(3)(a)(vi) [proposed] — Certain 
trusts deemed resident in Canada; 248(25) — Meaning of “beneficially interested”. 


“specified foreign property” of a person or partnership means any 
property of the person or the partnership that is 


(a) funds or intangible property which are situated, deposited or 
held outside Canada, 


rie tangible property situated outside Canada, 


Uetoposed Amendment — 233. By epenitied orator ( 
: Sao _(b) 


(c) a share of the capital stock of a non-resident corporation, 


(d) an interest in a non-resident trust or a trust that, but for sec- 
tion 94, would be a non-resident trust for the purpose of this 
section, 


the coming-into-force provision for new section 94) to that earlier taxation year. 


(e) an interest in a partnership that owns or holds specified for- 
eign property, 


(f) an interest in, or right with respect to, an entity that is non- 
resident, 


(g) indebtedness owed by a non-resident person, 


(h) an interest in or right, under a contract, in equity or other- 
wise, either immediately or in the future and either absolutely or 
contingently, to any property (other than any property owned by 
a corporation or trust that is not the person) that is specified for- 
eign property, and 
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(i) property that, under the terms or conditions thereof or any 
agreement relating thereto, is convertible into, is exchangeable 
for or confers a right to acquire, property that is specified for- 
eign property, 


but does not include 


(j) property that is used or held exclusively in the course of car- 
rying on an active business of the person or partnership (deter- 
mined as if the person or partnership were a corporation resident 
in Canada), 


(k) a share of the capital stock or indebtedness of a non-resident 
corporation that is a foreign affiliate of the person or partnership 
for the purpose of section 233.4, 


(1) an interest in, or indebtedness of, a non-resident trust that is a 
foreign affiliate of the person or partnership for the purpose of 
section 233.4, 


(m) an interest in a non-resident trust that was not acquired for 
consideration by either the person or partnership or a person re- 
lated to the person or partnership, 


(n) an interest in a trust described in paragraph (a) or (b) of the 
definition “exempt trust” in subsection 233.2(1), 


(0) an interest in a partnership that is a Seesiied Canadian 
entity, 


(0.1) a right with respect to, or indebtedness of, an authorized 
foreign bank that is issued by, and payable or otherwise enforce- 
able at, a branch in Canada of the bank. 


(p) personal-use property of the person or partnership, and 


(q) an interest in or right to acquire a property that is described 
in any of ee (j) to (p). 


| (2) Application to members of partnerships — For the pur- 
| pose of this section, a person who is a member of a partnership that 
| is a member of another partnership 


| (a) is deemed to be a member of the other partnership; and 


| 32Sic. Will be fixed by Proposed Amendment. 


S. 233.4(1) 


(b) the person’s share of the income or loss of the other partner- 
ship is deemed to be equal to the amount of that income or loss 
to which the person is directly or indirectly entitled. 


(3) Returns respecting foreign property — A reporting entity 
for a taxation year or fiscal period shall file with the Minister for 
the year or period a return in prescribed form on or before the day 
that is 


(a) where the entity is a partnership, the day on or before which 
a return is required by section 229 of the Income Tax Regula- 
tions to be filed in respect of the fiscal period of the partnership 
or would be required to be so filed if that section applied to the 
partnership; ‘and 


(b) where the entity is not a partnership, the entity’s filing-due 

date for the year. 
Related Provisions: 94(1)(c)(i) [to be repealed], 94(3)(a)(vi) [proposed] — Applica- 
tion to trust deemed resident in Canada; 162(7), (10), (10.1) — Penalty for failure to 
file; 163(2.4)(c) — Minimum. $24,000 penalty. for false statement or omission; 
220(2.1) — Waiver of filing requirement; 220(3) — Extension of time to file return; 
233(2) — Demand for return by partnership; 233.2(4) — Requirement to file return re 
transfers to foreign trusts; 233.7 — No requirement to file’in first year of immigration. 


1.T. Technical News: 43 (taxation of Roth IRAs). 


CRA Audit Manual: 15.7.0: Foreign reporting requirements; 15.10.8: Foreign report- 
ing audit guide; 28.2.4: Foreign reporting — penalties and offences. 


Forms: T1 General income tax return; T1135: Foreign income verification statement. 


History [s. 233.3]: Para. (0.1) added to the definition “specified foreign property” in 
subsec. 233.3(1) by 2001, c. 17, s. 184, applicable after June 27, 1999. 


S, 233.3 added by 1997, c. 25, s. 69, applicable (as amended by 1999, c. 22, s. 91, 
deemed to have come into force on April 25, 1997) to returns for taxation years and 
fiscal periods that begin after 1997, except that such a return for a taxation year or 
fiscal period that ends in 1998 is required to be filed on or before the later of 

(a) April 30, 1999, and 

(b) the day on or before which the return is otherwise required to be filed. 


233.4 [Reporting foreign affiliates] — (1) Reporting en- 
tity — For the purpose of this section, “reporting entity” for a taxa- 
tion year or fiscal period means 


(a) a taxpayer resident in Canada (other than a taxpayer all of 

whose taxable income for the year is exempt from tax under Part 

I) of which a non-resident ‘corporation is a foreign affiliate at 

any time in the year; 

(b) a taxpayer resident in Canada (other than a taxpayer all of 

whose taxable income for the year is exempt from tax under Part 

I) of which a non-resident trust is a foreign affiliate at any time 

in the year; and 

(c) a partnership 
(i) where the total of all amounts, each of which is a share of 
the partnership’s income or loss for the period of a non-resi= 
dent member, is' less than 90%: of the income or loss of ' the 
partnership for the period, and, where the income and loss of 
the partnership are nil for the period, the income of the part- 
nership for the period is deemed to be $1,000,000 for the 
purpose of determining a member’s share of the partnership’ s 
income for the purpose of this subparagraph, and 


(ii), of which a non-resident corporation or trust is a foreign 
affiliate of bernie at reantyit time in n the fiscal period. 


Related Provisions: sant ae [te be seh Gyilas 94(3)(a) wi) Speed — Certain 
trusts deemed resident in Canada. 
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(2) Rules of application — For the purpose of this section, in 
determining whether a non-resident corporation or trust is a foreign 
affiliate or a controlled foreign affiliate of a taxpayer resident in 
Canada or of a partnership 
(a) paragraph (b) of the definition “equity percentage” in subsec- 
tion 95(4) shall be read as if the reference to “any corporation” 
were a reference to “any corporation other than a corporation 
resident in Canada”; 


(b) the definitions “direct equity percentage” and “equity per- 
centage” in subsection 95(4) shall be read as if a partnership 
were a person; and 


(c) the definitions “controlled foreign affiliate” and “foreign af- 
filiate” in subsection 95(1) shall be read as if a partnership were 
a taxpayer resident in Canada. 


Related Provisions: 94(1)(d) [to be repealed] — Trust deemed to be controlled 
foreign affiliate. 


(3) Application to members of partnerships — For the pur- 
pose of this section, a person who is a member of a partnership that 
is a member of another partnership 


(a) is deemed to be a member of the other partnership; and 


(b) the person’s share of the income or loss of the other partner- 
ship is deemed to be equal to the amount of that income or loss 
to which the person is directly or indirectly entitled. 


Related Provisions: 162(7), (10), (10.1) — Penalty for failure to file. 


(4) Returns respecting foreign affiliates — A reporting entity 
for a taxation year or fiscal period shall file with the Minister for 
the year or period a return in prescribed form in respect of each 
foreign affiliate of the entity in the year or period within 15 months 
after the end of the year or period. 

Related Provisions: 162(10), (10.1) — Penalty for failure to file; 163(2.4)(d) — 
Minimum $24,000 penalty for false statement or omission; 220(2.1) — Waiver of fil- 
ing requirement; 220(3) — Extension of time to file return; 233(2) — Demand for re- 
turn by partnership; 233.6(2)(d) — No return required on distribution from trust where 
return required under 233.4; 233.7——No requirement to file in first year of 
immigration. 


1.T. Technical News: 43 (taxation of Roth IRAs). 


CRA Audit Manual: 15.7.0: Foreign reporting requirements; 15.10.8: Foreign report- 
ing audit guide; 28.2.4: Foreign reporting — penalties and offences. 


Forms: T1134A: Information return re foreign affiliates that are not controlled foreign 
affiliates; T1134B: Information return re controlled foreign affiliates. 


History [s. 233.4]: S. 233.4 added by 1997, c. 25, s. 69, applicable to returns for : 


taxation years and fiscal periods that begin after 1995, except that such a return for a 
taxation year or fiscal period that ends in 1996, 1997 or 1998 is required to be filed on 
or before the later of 

(a) June 30, 1998, and 

(b) the day on or before which the return is otherwise required to be filed. 
Definitions [s. 233.4]: “amount” — 248(1); “Canada” — 255; “controlled foreign 
affiliate” — 94.2(1), 95(1), 248(1); “corporation” — 94(1)(d) [to be repealed], 248(1), 
Interpretation Act 35(1); “filing-due date” — 248(1); “fiscal period” — 249.1; “foreign 
affiliate” — 95(1), 233.4(2), 248(1); “non-resident” — 248(1); “participating percent- 
age” — 94.2(2); “person” — 248(1); “reporting entity” — 233.4(1); “resident in Can- 
ada” — 94(1)(c)(i) [to be repealed], 94(3)(a)(vi) [proposed], 250; “taxation year” — 
249; “trust” — 104(1), 248(1), (3). 


233.5 Due diligence exception — The information required in a 
return filed under section 233.2: or 233.4 does not include informa- 
tion that is not available, on the day on which the return is filed, to 
the person or partnership required to file the return where 


(a) there is a reasonable disclosure in the return of the unavaila- 
bility of the information; 
(b) before that day, the person or partnership exercised due dili- 
gence in attempting to obtain the information; 
(c) if 
(i) the return is required to be filed under section 233.2, or 
(11) the return is required to be filed under section 233.4 by a 
person or partnership in respect of a corporation that is a con- 


trolled foreign affiliate, for the purpose of that section, of the 
person or partnership, 


Income Tax Act 


it was reasonable to expect, at the time of each transaction, if 
any, entered into by the person or partnership after March 5, 
1996 that gives rise to the requirement to file the return or that 
affects the information to be reported in the return, that suffi- 
cient information would be available to the person or partnership 
to comply with that section; and 


Proposed Amendment — 233.5(c), (c.1), (c.2) 


(c) if the return is required to be filed under section pas 2 in 
respect of a trust, at the time of each transaction, if any, en- 
tered into by the person or partnership after March 5, 1996 and 
before June 23, 2000 that gave rise to the requirement to file a 

_. return for a taxation year of the trust that ended before 2007 or 
i that affects. the information to be reported i in the return, it was 
reasonable to expect that sufficient information would be 
available to the person or partnership to comply with section 
233.2 in respect of mie taxation year of the trust that ende 
before 2007; 


AC, ry if the return is reget to be filed under section 233.2, at 

ich contribution (determined with reference to 

(2)) made by the person or partnership after 

June 22, 200 at gives rise to the requirement to file the re- 

turn or that affects the information to be reported in the return, 

it onable to expect that sufficient information would 
be available to the person or Pe to oe with sec 
tion 233.2; 


(Ge 2) if the return is required to be filed under sectio 133, 4, ee 
a person or partnership in respect of a corporation that is a con- 
trolled foreign affiliate for the purpose of that section of the 
_ person or partnership, at the time of each transaction, if an 
entered into by the person or partnership er March 5, 199 
that gives rise to the requirement to file the return or that af- 
_ fects the information to be reported in the return, it was reason- 
ot that : ient i nation would be ayallates 


10, 2010): Section 233.5 a that, where specified 
rE ph 233. 5(a) to (d) are met, information required in a 


iebccdon entered into by the person or patie after March 5, 
ae rise to the requirement to file the return or that affects the 


a taxation year of the trust ‘that ended before 2007. In connectio 
required to be filed for trust taxation years that ended before 2007, it baie be Teaso 


bey avvailab e to the person or partne chip to comply witti section 233.2 ‘6 the: f 


Soe: amendments to ‘section 94 were not taken into account. 


under section 233.2 by a person or partnership for a taxation year of the trust whe 
the trust is ‘subject to new section 94. Where “contributions” (determined with refer- 
ence to subsection 233.2(2), referred to in the commentary above) are made after 
June 22, 2000, relief under section 233.5 is available only if it was reasonable for the 
person or partnership to expect, at the time of each such contribution that either gives 
rise to the requirement to file the return or that affects the information to be reported — 
in the return, that sufficient information would be available to the scien or pester 
ship to comply with section 233.2. 


These amendments generally apply to returns in iresnect ae pene taxation years wee 
end after 2006. They also apply to returns in respect of an earlier taxation year of a 
trust if new subsection 94(3) applies (because of a valid election by the trust under 


the coming-into-force provision for new section 94) to that earlier taxation year. — 2 
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(d) if the information subsequently becomes available to the per- 
son or partnership, it is filed with the Minister not more than 90 
days after it becomes so available. 
Related Provisions: 233.2(2)— Application of. non-resident trust rules to 
233.5(c.1); 233.2(4.1) — Foreign arrangements similar to trusts. 


History [s. 233.5]: S. 233.5 added by 1997, c. 25, s. 69, applicable to returns required 
to be filed on or before a day that is after April 29, 1998. 


Definitions [s. 233.5]: “corporation” — 248(1), Interpretation Act 35(1); “controlled 
foreign affiliate” — 95(1), 248(1); “Minister” — 248(1); “person” — 248(1). 


CRA Audit Manual: 15.7.5: Foreign reporting requirements — penalties; 15.10.8: 
Foreign reporting audit guide; 28.2.4: Foreign reporting — penalties and offences; 
28.11.3: Due diligence — section 233.5. 


233.6 (1) Returns respecting distributions from non- 
resident trusts — Where a specified Canadian entity (as defined 
by subsection 233.3(1)) for a taxation year or fiscal period receives 
a distribution of property from, or is indebted to, a non-resident 
trust (other than a trust that was an excluded trust in respect of the 
year or period of the entity or an estate that arose on and as a conse- 
quence of the death of an individual) in the year or period and the 
entity is beneficially interested in the trust at any time in the year or 
period, the entity shall file with the Minister for the year or period a 
return in prescribed form on or before the day that is 


(a) where the entity is a partnership, the day on or before which 
a return is required by section 229 of the Income Tax Regula- 
tions to be filed in respect of the fiscal period of the partnership 
or would be required to be so filed if that section applied to the 
partnership; and 


(b) where the entity is not a partnership, the entity’s filing-due 
date for the year. 

Related Provisions: 162(7) — Penalty for failure to file; 163(2.4)(e) — Minimum 
$2,500 penalty for false statement or omission; 220(2.1) — Waiver of filing require- 
ment; 220(3) — Extension of time to file return; 233.6(2) — Meaning of “excluded 
trust”; 233.7 — No requirement to file in first year of immigration; 248(8) — Occur- 
-rences aS a consequence of death; 248(25)— Extended meaning of “beneficially 
interested”. 


CRA Audit Manual: 15.7.0: Foreign reporting requirements; 15.10.8: Foreign report- 
ing audit guide; 28.2.4: Foreign reporting — penalties and offences. 


Forms: T1142: Information return re distributions from and indebtedness to a non- 
resident trust. 


(2) Excluded trust defined — For the purpose of subsection (1), 
an excluded trust in respect of the taxation year or fiscal period of 
an entity means 


(a) a trust described in paragraph (a) or (b) of the definition “ex- 
empt trust” in subsection 233.2(1) throughout the portion of the 
year or period during which the trust was extant; 


(b) a trust in respect of which the entity is required by section 
233.2 to file a return in respect of each taxation year of the trust 
that ends in the entity’s year; 


(c) a trust an interest in which is at any time in the year or period 
specified foreign property (as defined by subsection 233.3(1)) of 
the entity, where the entity is a reporting entity (as defined by 
subsection 233.3(1)) for the year or period; and 


(d) a trust in respect of which the entity is required by section 
- 233.4 to file a return for the year or period. 
Related Provisions [subsec. 233.6(2)]: 233(1)—Demand for return by 
partnership. 
History [s. 233.6]: S. 233.6 added by 1997, c. 25, s. 69, applicable (as amended by 
1999, c. 22, s. 91, deemed to have come into force on April 25, 1997) to returns for 
taxation years and fiscal periods that begin after 1995, except that 
(a) such a return for a taxation year or fiscal period that ended in 1996, 1997 or 
1998 is required to be filed on or before the later of 
(i) April 30, 1998, and 
(ii) the day on or before which the return is, otherwise required to be filed; 
(b) for taxation years and fiscal periods that began before 1998, subsec. 233.6(2) 
shall be read without reference to para. 233.6(2)(c); and 
(c) for returns for taxation years and fiscal periods that began after 1995 and before 
1998, the reference to “specified Canadian entity” in subsec. 233.6(1) shall have 
the meaning that would be assigned to that expression by subsec. 233.3(1) if it 
applied for those returns. 


S. 235 


Definitions [s. 233.6]: “beneficially interested” — 248(25); ‘‘consequence of the 
death” — 248(8); “excluded trust” — 233.6(2). 


233.7 Exception for first-year residents — Notwithstanding 
sections 233.2, 233.3, 233.4 and 233.6, a person who, but for this 
section, would be required under any of those sections to file an 
information return for a taxation year, is not required to file the re- 
turn if the person is an individual (other than a trust) who first be- 
came resident in Canada in the year. 

History [s. 233.7]: S. 233.7 added by 1997, c. 25, s. 69, applicable to returns required 
to be filed on or before a day that is after April 29, 1998. 


Definitions [s. 233.7]: “individual”, “person” — 248(1); “resident in Canada” — 
250; “taxation year” — 249; “trust” — 104(1), 248(1), (3). 


234. (1) Ownership certificates — Before a bearer coupon or 
warrant representing either interest or dividends. payable by any 
debtor or cheque representing dividends or interest payable by a 
non-resident debtor is negotiated by or on behalf of a resident of 
Canada, there shall be completed by or on behalf of the resident an 
ownership certificate in prescribed form, 

Related Provisions: 162(4) — Failure to complete ownership certificate. 

Forms: NR601: Non-resident ownership certificate — withholding tax; NR602: Non- 


resident ownership certificate — no withholding tax; T600: Ownership. certificate; 
T600B: Ownership. certificate. 


(2) idem — An ownership certificate completed pursuant to sub- 
section (1) shall be delivered in such manner, at such time and at 
such place as may be prescribed. 

Regulations: 207 (prescribed time). 


Forms: NR601: Non-resident ownership certificate — withholding tax; NR602: Non- 
resident ownership certificate — no withholding tax. 


(3) Idem — The operation of this section may be extended by regu- 
lation to bearer coupons or warrants negotiated by or on behalf of 
non-resident persons. 


(4)-(6) [Repealed under former Act] 

Definitions [s. 234]: “amount”, “dividend”, “individual”, “non-resident”, “person”, 
“prescribed”, . “regulation” — 248(1); “resident of Canada” — 94(3)(a)(viii), | 250; 
“trust” — 104(1), 248(1); (3). 


234.1 [Repealed under former Act] 


235. Penalty for failing to file corporate returns [large cor- 
porations] — Every large corporation (within the meaning as- 
signed by subsection 225.1(8)) that fails to file a return for a taxa- 
tion year as and when required by section 150 or 190.2 is liable, in 
addition to any penalty otherwise provided, to a penalty for each 
such failure equal to the amount determined by the formula 


AxB 
where 
Ais the total of 


(a) 0.0005% of the corporation’s taxable capital employed in 
Canada at the end of the taxation year, and 


(b) 0.25% of the tax that would be payable under Part VI by 
the corporation for the year if this Act were read without ref- 
erence to subsection 190.1(3); and 


B is the number of complete months, not exceeding 40, from the 
day on or before which the return was required to be filed to the 
day on which the return is filed. 

Related Provisions: 18(1)(t) — No deduction for penalties; 161(11) — Interest on 

unpaid penalties; 220(3.1), — Waiver of penalty by CRA; 227(10)(a) — Assessment. 


History: S. 235 amended by 2006, c. 4, s. 88, applicable to 2006 et seg. The section 
formerly read: 


235. Every corporation that fails to file a return for a taxation year as and when 
required by section 150, 181.6 or 190.2 is liable, in addition to any penalty other- 
wise provided, to a penalty for each such failure equal to the amount determined 
by the formula 


.0025 A x B 
where 
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A is the total of the taxes that would be payable under Parts I.3 and VI by the 
corporation for the year if this Act were read without reference to subsec- 
tions 181.1(4) and 190.1(3); and 

Bis the number of complete months, not exceeding 40, from the later of 

(a) the day on or before which the return was required to be filed, and 
(b) December 17, 1991, 
to the day on which the return is filed. 
The description of A in s. 235 amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 135, 
applicable to 1991 et seg. That description formerly read: 

A is the total of the taxes payable under Parts 1.3 and VI by the corporation for 
the year; and 

S. 235 enacted by 1994, c. 7, Sch. II (1991, c. 49), s. 187, in force December 17, 1991. 
Definitions [s. 235]: “amount” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “large corporation” — 225.1(8); “month” — Interpretation Act 35(1); “taxa- 
ble capital employed in Canada” — 181.2(1), 181.3(1), 181.4 [technically do not ap- 
ply]; “taxation year” — 249. 

Information Circulars: 00-1R2: Voluntary disclosures program. 

CRA Audit Manual: 28.2.3: Penalties — failure to file certain corporate returns. 


236. Execution of documents by corporations — A return, 
certificate or other document made by a corporation pursuant to this 
Act or a regulation shall be signed on its behalf by the President, 
Secretary or Treasurer of the corporation or by any other officer or 
person thereunto duly authorized by the Board of Directors or other 
governing body of the corporation. : 
Related Provisions: 227.1 — Liability of directors; 242 — officers and directors of 
corporation guilty of corporate offences. 


Definitions [s. 236]: “corporation” — 248(1), Interpretation Act 35(1); 
“person”, “regulation” — 248(1). 


“officer”, 


237. (1) Social Insurance Number — Every individual (other 
than a trust) who was resident or employed in Canada at any time in 
a taxation year and who files a return of income under Part I for the 
year, or in respect of whom an information return is to be made by a 
person pursuant to a regulation made under paragraph 221(1)(d), 
shall, 


(a) on or before the first day of February of the year immediately 
following the year for which the return of income is filed, or 


(b) within 15 days after the individual is requested by the person 
to provide his>3 Social Insurance Number, 


apply to the Canada Employment Insurance Commission in pre- 
scribed form and manner for the assignment to the individual of a 
Social Insurance Number unless the individual has previously been 
assigned, or made application to be assigned, a Social Insurance 
Number. 
Related Provisions: 162(6) — Penalty for failure to provide Social Insurance Num- 
ber; 221(1)(d.1) — Regulations may require disclosure of Social Insurance Number; 
237(1.1), (2) — Obligations re Social Insurance Number; 239(2.3) — Offence re Social 
Insurance Number. 
History: The closing words of subsec. 237(1) amended by 2005, c. 34, s. 70 to substi- 
tute “Canada Employment Insurance Commission” for “Minister of Human Resources 
Development”, proclaimed in, force October 5, 2005. 4 
The closing words of subsec. 237(1) amended by. 1998,.c. 19, subsec. 233(1), in force 
June 18, 1998. The closing words formerly read: 
apply to the Minister of Human Resources Development in prescribed form and 
manner for the assignment to the individual of a Social Insurance Number unless 
the individual has previously been assigned, or made application to be assigned, 
a Social Insurance Number and shall provide that number in any return filed 
under this Act or, at the request of any person required to make an information 
retum pursuant to this Act or the regulations requiring the individual’s Social 
Insurance Number, to that person. 
Subsec. 237(1) amended by 1996, c. 11, para. 95(h), to substitute “Minister of Human 
Resources Development” for “Minister of National Health and Welfare”, in force July 
12, 1996. 
Regulations: 3800 (how Social Insurance Number to be applied for). 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips. 


Forms: T600: Ownership certificate; T1261: Application for a CRA individual tax 
number (ITN) for non-residents. 


S3Sic. Should be “the individual’s”. 


Income Tax Act 


(1.1) Production of number — Every person and partnership 
shall provide 


(a) in the case of an individual (other than a trust), the indivi- 
dual’s Social Insurance Number, and 


(b) in any other case, the person’s or partnership’s business 
number 


in any return filed under this Act or, at the request of any person 
required to make an information return pursuant to this Act or the 
regulations requiring either number, to that person. 


History: Subsec. 237(1.1) added by 1998, c. 19, subsec. 233(2), in force June 18, 
1998. 


(2) Number required in information returns — For the pur- 
poses of this Act and the regulations, a person required to make an 
information return requiring a Social Insurance Number or a busi- 
ness number of a person or partnership 


(a) shall make a reasonable effort to obtain the number from the 
person or partnership; and 


(b) shall not knowingly use, communicate or allow to be com- 
municated, otherwise than as required or authorized under this 
Act or a regulation, the number without the written consent of 
the person or partnership. 
Related Provisions: 162(6)— Failure to provide Social Insurance Number; 
237(3) — Communication to related person allowed; 237(4) — Communication al- 
lowed to agent during insurance demutualization; 239(2.3) — Offence re Social Insur- 
ance Number or business number. 


History: Para. 237(2)(b) amended to add the words “or authorized” by 2000, c. 19, 
subsec. 65(1), in force June 29, 2000. 


Subsec. 237(2) amended by 1998, c. 19, subsec. 233(2), in force June 18, 1998. Subsec. 
237(2) formerly read: 


(2) Idem — For the purposes of this Act and the regulations, a person required — 
to make an information return requiring an individual’s Social Insurance Number 


(a) shall make a reasonable effort to obtain from the individual the indivi- 
dual’s Social Insurance Number; and 


(b) shall not knowingly use, communicate or allow to be communicated, oth- 
erwise than as required under this Act or a regulation, the individual’s Social 
Insurance Number without the individual’s written consent. 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips. 


(3) Authority to communicate number — A particular person 
may communicate, or allow to be communicated, a Social Insur- 
ance Number or business number to another person related to the 
particular person where the other person is required, by this Act or 
the Regulations, to make an information return that requires the So- 
cial Insurance Number or business number. 


(4) Authority to communicate number [for demutualiza- 
tion] — An insurance corporation may communicate, or allow to 
be communicated, to another person the Social Insurance Number 
or business number of a particular person or partnership where 


(a) the other person became the holder of a share of the capital 
stock of the insurance corporation, or of a holding corporation 
(in this subsection having the meaning assigned by subsection 
139.1(1)) in respect of the insurance corporation, on the share’s 
issuance in connection with the demutualization (as defined by 
subsection 139.1(1)) of the insurance corporation; 


(b) the other person became the holder of the share in the other 
person’s capacity as nominee or agent for the particular person 
or partnership pursuant to an arrangement established by the in- 
surance corporation or a holding corporation in respect of the 
insurance corporation; and 


(c) the other person is required, by this Act or the Regulations, 
to make an information return, in respect of the disposition of 
the share or income from the share, that requires the Social In- 
surance Number or business number. 


History: Subsecs. 237(3) and (4) added by 2000, c. 19, subsec. 65(2), in force June 29, 
2000. 
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Definitions [s. 237]: “business number’ — 248(1); “Canada” — 255; “demutualiza- 
tion” — 139.1(1); “employed” — 248(1); “holding corporation” — 139.1(1); “‘indivi- 
dual” — 248(1); “person”, “prescribed”, “regulation” — 248(1); _ “related” — 
251(1)-(6); “taxation year” — 249; “trust” — 104(1), 248(1), (3); “written” — Inter- 
pretation Act 35(1)“writing”. 


237.1 (1) Definitions — In this section, 


“sifting arrangement” means any arrangement under which it may 
reasonably be considered, having regard to statements or represen- 
tations made or proposed to be made in connection with the ar- 
rangement, that if a person were to enter into the arrangement, the 
person would 


(a) make a gift to a qualified donee, or a contribution referred to 
in subsection 127(4.1), of property acquired by the person under 
the arrangement; or 


(b) incur a limited-recourse amount that can reasonably be con- 
sidered to relate to a gift to a qualified donee or a contribution 
referred to in subsection ane De 


jlementary Information, e 


Related Provisions: 248(35)-(37) — Value of gift limited to cost if acquired within 
3 years or as gifting arrangement. 


History: The definition “gifting arrangement” added to subsec, 237.1(1) by 2003, c. 
15, subsec. 87(2), the opening words applicable after February 18, 2003, para. (a) ap- 
plicable in respect of property acquired, and gifts, contributions, statements and repre- 
sentations made, after February 18, 2003, and para. (b) applicable in respect of property 
acquired, and statements and representations made, after February 18, 2003. 


1.T. Technical News: 41 (donation of flow-through shares). 
Registered Charities Newsletters: 29 (tax shelter gifting arrangements). 


“person” includes a partnership; 


History: The definition “person” added to subsec. 237.1(1) by 1998, c. 19, subsec. 
234(3), applicable after November 1994. 


“promoter” in respect of,a tax shelter means a person who in the 
course of a business 
(a) sells or issues, or promotes the sale, issuance or acquisition 
of, the tax shelter, 
(b) acts as an agent or adviser in respect of the sale or issuance, 
or the promotion of the sale, issuance or acquisition, of the tax 
shelter, or 
(c) accepts, whether as a principal or agent, consideration in re- 
spect of the tax shelter, 
and more than one person may be a tax shelter doamaied in respect 
of the same tax shelter; 
Related Provisions: 163.2 — Penalty for false statement by tax shelter promoter. 


S. 237.1(1) tax 


History: Paras. (a) and (b) of the definition “promoter” in subsec. 237.1(1) amended, 
and para. (c) added, by 1998, c. 19, subsec. 234(2), applicable after December 1, 1994. 
Paras. (a) and (b) of the definition formerly read: 


(a) sells, issues or promotes the sale, issuance or acquisition of an interest in the 
tax shelter, or 


(b) acts as an agent or adviser in respect of the sale or issuance, or the promotion 
of the sale, issuance or acquisition, of an interest in the tax shelter, 


Forms: T5001: Application for a tax shelter identification number and undertaking to 
keep books and records [instructions guide]. 


“tax shelter’? means 


“(aja gifting arrangement described by paragraph (b) of the defi- 
nition “gifting arrangement”; and 


(b) a gifting arrangement described by pana gedit (a) of the defi- 
nition “gifting arrangement’, or a property (including any right 
to income) other than a flow-through share ora prescribed pro- 
perty, in respect of which it can reasonably be considered, hav- 
ing regard to statements or representations made or proposed to 
be made in connection with the gifting arrangement or the pro- 
perty, that, if a person were to enter into the gifting arrangement 
or acquire an interest in the property, at the end of a particular 
taxation year that ends, within four years after the day on which 
the gifting arrangement is entered into or the interest is acquired, 


(i) the total of all amounts each of which is 


(A) an amount, or a loss in the case of a partnership inter- 
est, represented to be deductible in computing the per- 
son’s income for the particular year or any preceding tax- 
ation year in respect of the gifting arrangement or the 
interest in the property (including, if the property is a 
right to income, an amount or loss in respect of that right 
that is stated or represented to be so deductible), or 


(B) any other amount stated or represented to be deemed 
under this Act to be paid. on account.of the person’s tax 
payable, or to be deductible in computing the person’s in- 
come, taxable income or tax payable under this Act, for 
the particular year or any preceding taxation year in re- 
spect of the gifting arrangement or the interest in the pro- 
~’perty, other than an amount so stated or represented that 
“is included in computing a loss described in clause (A), 


would equal or exceed 
(ii) the amount, if any, by which 


(A) the cost to the person of the property acquired under 
the gifting arrangement, or of the interest in the property 
at the end of the particular year, determined without refer- 
ence to section 143.2, 


would exceed 


(B) the total of all amounts each of which is the amount 
of any prescribed. benefit that is. expected to be received 
or enjoyed, directly or indirectly, in respect of the pro- 
perty acquired under the gifting arrangement, or of the in- 
terest in the property, by the person or another person 
with whom the person does not deal at arm’s length. 


Related Provisions: 18.1(1)‘tax shelter” — Definition for purposes of matchable 
expenditure rules; 53(2)(c)(i.3) — Tax shelter excluded from certain ACB reductions; 
127.52(1)(c.3) — Minimum tax on tax shelter deductions; 143.2(1)“tax shelter invest- 
ment’’(a) — Definition includes, a tax shelter under 237.1(1); 143:2(6), (6.1) —Limita- 
tions on cost of tax shelter; 163.2(1)“excluded activity”(a)(@) — No good-faith reliance 
defence for advisor assessed third-party penalty re tax shelter; 237.1(7) — Information 
reporting required for tax shelter; 237.3 — Information reporting required for “‘reporta- 
ble transaction”; 248(1)“tax shelter” — Definition applies to entire Act; 249.1(5) — 
Election for non-calendar year-end not permitted for tax shelters; Reg. 1100(20.1), 
(20.2) — Limitation on CCA claim for computer tax shelter property. 


History: The definition “tax shelter” in subsec. 237.1(1) amended by 2003, c. 15, sub- 
sec, 87(1), the opening words applicable after February 18, 2003, para. (a) applicable in 
respect of property acquired, and gifts, contributions, statements and representations 
made, after February 18, 2003, and para. (b) applicable in respect of property acquired, 
and statements and febipsenianions made, after February 18, 2003. The definition for- 
merly read: 


“tax shelter” means any property (including, for greater certainty, any right to 
income) in respect of which it can reasonably be considered, having regard to 
statements or representations made or proposed to be made in connection with 
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the property, that, if a person were to acquire an interest in the property, at the 
end of a particular taxation year that ends within 4 years after the day on which 
the interest is acquired, 


(a) the total of all amounts each of which is 


(i) an amount, or a loss in the case of a partnership interest, represented 
to be deductible in computing income in respect of the interest in the 
property (including, where the property is a right to income, an amount 
or loss in respect of that right that is represented to be deductible) and 
expected to be incurred by or allocated to the person for the particular 
year or any preceding taxation year, or 

(ii) any other amount represented to be deductible in computing income 
or taxable income in respect of the interest in the property and expected 
to be incurred by or allocated to the person for the particular year or any 
preceding taxation year, other than any amount included in computing a 
loss described in subparagraph (i), 

would equal or exceed 
(b) the amount, if any, by which 


(i) the cost to the person of the interest in the property at the end of the 
particular year, determined without reference to section 143.2, 
would exceed 
(ii) the total of all amounts each of which is the amount of any pre- 
scribed benefit that is expected to be received or enjoyed, directly or 
indirectly, in respect of the interest in the property by the person or an- 
other person with whom the person does not deal at arm's length, 
but does not include property that is.a flow-through share or a prescribed 
property. 
The definition. “‘tax shelter’ in subsec. 237.1(1) amended by 1998, c. 19, subsec. 
234(1), applicable after November 1994, The definition formerly read: 
“tax shelter’ means any property in respect of which it may reasonably be con- 
sidered having regard to statements or representations made or proposed to be 
made in connection with the property that, if a person were to acquire an interest 
in the property, at the end of any particular taxation year ending within 4 years 
after the day on which the interest is acquired, 
(a) the total of all amounts each of which is 
(i) a loss represented to be deductible in computing income in respect of 
the interest in the property and expected to be incurred by or allocated to 
the person for the particular year or any preceding taxation year, or 
(ii) any other amount represented to be deductible in computing income 
or taxable income in respect of the interest in the property and expected 
to be incurred by or allocated to the person for the particular year or any 
preceding taxation year, other than any amount included in computing a 
loss described in subparagraph (1), 
would exceed 
(b) the amount, if any, by which 
(i) the cost to the person of the interest in the property at the end of the 
particular year, 
would exceed 
(ii) the total of all amounts each of which is the amount of any pre- 
scribed benefit that is expected to be received or enjoyed directly or in- 
directly in respect of the interest in the property, by the person or an- 
other person with whom the person does not deal at arm’s length 
but does not include property that is a flow-through share or a prescribed 
property. 
Subpara. (a)(ii) of the definition “tax shelter’ in subsec. 237.1(1) amended by 1994, c. 
T, Sch. II (1991, c. 49), subsec. 188(1), to substitute “the particular year or any preced- 
ing taxation year” for “the particular year”, applicable to interests acquired after August 
1989, 
Regulations: 231(6), (6.1) (prescribed benefit for subpara. (b)(ii)); 231(7) (prescribed 
property). 
1.T. Technical News: 34 (future directions — novel tax planning disclosure, review 
of the advance income tax rulings process: q.3); 41 (definition of “tax shelter”; dona- 
tion of flow-through shares). 
Registered Charities Newsletters: 29 (tax shelter gifting arrangements). 


Forms: T5001: Application for a tax shelter identification number and undertaking to 
keep books and records [instructions guide]. 


(2) Application — A promoter in respect of a tax shelter shall ap- 
ply to the Minister in prescribed form for an identification number 
for the tax shelter unless an identification number therefor has pre- 
viously been applied for. 

Related Provisions: 237.1(4) — Sale without identification number prohibited; 
237.1(7.4) — Penalty for false information or selling shelter without number; 237.2 — 
Application of s. 237.1. 

Information Circulars: 89-4: Tax shelter reporting. 


Income Tax Act 


Forms: T5001: Application for tax shelter identification number and undertaking to 
keep books and records. 


(3) Identification — On receipt of an application under subsection 
(2) for an identification number for a tax shelter, together with pre- 
scribed information and an undertaking satisfactory to the Minister 
that books and records in respect of the tax shelter will be kept and 
retained at a place in Canada that is satisfactory to the Minister, the 
Minister shall issue an identification number for the tax shelter. 


Related Provisions: 237.1(5) — Number is for administrative purposes only. 
Information Circulars: 89-4: Tax shelter reporting. 


(4) Sales prohibited — No person shall, whether as a principal or 
an agent, sell or issue, or accept consideration in respect of, a tax 
shelter before the Minister has issued an identification number for 
the tax shelter. 


Related Provisions: 237.1(7.4) — Penalty for false information or selling shelter 
without number; 237.2 — Application of s. 237.1. 


History: Subsec. 237.1(4) amended by 1998, c. 19, subsec. 234(4), applicable, after 
December 1, 1994. Subsec. 237.1(4) formerly read: 


(4) No person shall, whether as a principal or an agent, sell or issue, or accept a 
contribution towards the acquisition of, an interest in a tax shelter before the 
Minister has issued an identification number for the tax shelter. 


Information Circulars: 89-4: Tax shelter reporting. 


(5) Providing tax shelter number — Every promoter in respect 
of a tax shelter shall 


(a) make reasonable efforts to ensure that all persons who ac- 
quire or otherwise invest in the tax shelter are provided with the 
identification number issued by the Minister for the tax shelter; 


(b) prominently display on the upper right-hand corner of any 
statement of earnings prepared by or on behalf of the promoter 
in respect of the tax shelter the identification number issued for 
the tax shelter; and 


(c) on every written statement made after 1995 by the promoter 
that refers either directly or indirectly and either expressly or im- 
pliedly to the issuance by the Canada Revenue Agency of an 
identification number for the tax shelter, as well as on the copies 
of the portion of the information return to be forwarded pursuant 
to subsection (7.3), prominently display 


(i) where the statement or return is wholly or partly in En- 
glish, the following: 


“The identification number issued for this tax shelter . 
shall be included in any income tax return filed by the 
investor. Issuance of the identification number is for ad- 
ministrative purposes only and does not in any way con- 
firm the entitlement of an investor to claim any tax be- 
nefits associated with the tax shelter.” 


(ii) where the statement or return is. wholly or partly in 
French, the following: 


“Le numéro d’inscription attribué a cet abri fiscal doit 
figurer dans toute déclaration d’impot sur le revenu 
produite par l’investisseur. L’ attribution de ce numéro 
n’est qu’une formalité administrative et ne confirme 
aucunement le droit de l’investisseur aux avantages fis- 
caux découlant de cet abri fiscal.” 


and 


(iii) where the statement includes neither English nor French, 
the following: 


“The identification number issued for this tax shelter 
shall be included in any income tax return filed by the 
investor. Issuance of the identification number is for ad- 
ministrative purposes only and does not in any way con- 
firm the entitlement of an investor to claim any tax be- 
nefits associated with the tax shelter. 


Le numéro d’inscription attribué 4 cet abri fiscal doit 
figurer dans toute déclaration d’impot sur le revenu 
produite par l’investisseur. L’ attribution de ce numéro 
n’est qu’une formalité administrative et ne confirme 
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aucunement le droit de l’investisseur aux avantages fis- 
caux découlant de cet abri fiscal.” 
Related Provisions: 163.2 — Penalty for false statement by tax shelter promoter; 
239(2.1) — Incorrect identification number. 
History: Para. 237.1(5)(c) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(v), proclaimed in 
force December 12, 2005. 
Para. 237.1(5)(c) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(d), proclaimed in force 
November 1, 1999. 


Subsec. 237.1(5) amended by 1998, c. 19, subsec. 234(4), applicable after December 1, 
1994. Subsec. 237.1(5) formerly read: 


(5) Providing identification number — Every promoter in respect of a tax shel- 
ter shall make reasonable efforts to ensure that all persons who acquire an inter- 
est in the tax shelter are provided with the identification number issued by the 
Minister for the tax shelter. 


Regulations: 231(5) (disclosure requirements in providing identification number; 
now incorporated into ITA 237.1(5)). 


Information Circulars: 89-4: Tax shelter reporting. 


(6) Deductions and claims disallowed — No amount may be 
deducted or claimed by a person in respect of a tax shelter unless 
the person files with the Minister a prescribed form containing pre- 
scribed information, including the identification number for the tax 
shelter. 


Related Provisions: 143.2 — Limitation on tax shelter expenditure; 237.2 — Appli- 
cation of s. 237.1; 237. 3(2)(a) — Taxpayer must file information return for reportable 
transaction. 


History: Subsec. 237.1(6) amended by 1998, c. 19, subsec. 234(4), applicable after 

December 1, 1994. Subsec. 237.1(6) formerly read: 
(6) Deduction disallowed — In computing the amount of income, taxable in- 
come or taxable income eared in Canada of, or tax or other amount payable by, 
or refundable to, a taxpayer under this Act for a taxation year, or any other 
amount that is relevant for the purposes of computing that amount, no amount 
may be deducted in respect of an interest in a tax shelter unless the taxpayer files 
with the Minister a prescribed form containing prescribed information, including 
the identification number for the shelter. 

Subsec. 237.1(6) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 188(2), appli- 

cable to interests acquired after 1990. Subsec. 237.1(6) formerly read: 
(6) In computing the amount of income, taxable income, taxable income earned 
in Canada, tax or other amount payable by, or refundable to a taxpayer under this 
Act for a taxation year, or any other amount that is relevant for the purposes of 
computing that amount, no amount may be claimed or deducted by the taxpayer 
in respect of an interest in a tax shelter unless the taxpayer provides the Minister 
with the identification number for the shelter. 


Selected Cases [subsec. 237.1(6)]: Baxter vy: R., [2007] 3 C.T.C. 211 (FCA); 
rev’g [2006] 3 C.T.C. 2427 (TCC) (Tax shelter existed even where representations 
were indirect); Clayton v. R., [2004] 1 C.T.C. 2265 (TCC) (Prescribed information re- 
quired if loss to be claimed); Fitzgerald v. R., [2000] 3 C.T.C. 2011 (TCC) (Doubt 
expressed that provision enforceable). 


Information Circulars: 89-4: Tax shelter reporting. 


Forms: T5004: Claim for tax shelter loss or deduction. See also under subsec. 
237.1(7). 


(6.1) Deductions and claims disallowed — No amount may 
be deducted or claimed by any person for any taxation year in re- 
spect of a tax shelter of the person where any person is liable to a 
penalty under subsection (7.4) or 162(9) in respect of the tax shelter 
or interest on the penalty and 


(a) the penalty or interest has not been paid; or 


(b) the penalty and interest have been paid, but an amount on 
account of the penalty or interest has been repaid under subsec- 
tion 164(1.1) or applied under subsection 164(2). 


Related Provisions: 237.1(6.2) — No time limit on assessment; 237,1(7.4) — Pen- 
alty for false information or selling shelter without number. 


History: Subsec. 237.1(6.1) added by 1998, c. 19, subsec. 234(4), applicable after De- 
cember 1, 1994. 


(6.2) Assessments — Notwithstanding subsections 152(4) to (5), 
such assessments, determinations and redeterminations may be 
made as are necessary to give effect to subsection (6.1). 


Related Provisions: 143.2(15) — Late assessment to implement tax shelter deduc- 
tion rules. 


S. 237.1(7.4) 


History: Subsec. 237.:1(6.2) added by 1998, c. 19, subsec. 234(4), applicable after De- 
cember 1, 1994. 


(7) Information return — Every promoter in respect of a tax 
shelter who accepts consideration in respect of the tax shelter or 
who acts asa principal or agent in respect of the tax shelter in a 
calendar year. shall, in prescribed form and manner, file an informa- 
tion return for the year. containing 


(a) the name, address and.either the Social Insurance Number or 
business number of each person who so acquires or otherwise 
invests in the tax’ shelter in the year, 


(b) the amount paid by each of those persons in respect of the 
tax shelter, and 


(c) such other information as is required by the prescribed form 


unless an information return in respect of the tax shelter has previ- 
ously been filed. 

Related Provisions: 237.1(7.1)-(7.3) — Administrative requirements for returns; 
237.2 — Application of s. 237.1; 237.3(14)(a), (16) — No information return required 
for reportable avoidance transaction if return filed' under 237.1(7). 


History: Subsec. 237.1(7) amended by 1998, c. 19, subsec. 234(4), applicable after 
December 1, 1994 except that the reference in para. (a) to “business number” is appli- 
cable after June 17, 1998. 


(7) Every promoter in respect of a tax shelter from whom an interest in the tax 
shelter was acquired, who accepted a contribution in respect.of an acquisition of 
an interest in the tax shelter or who acted as an agent in respect of an acquisition 
of an interest in the tax shelter in a calendar year shall, in the prescribed form 
and manner, make an information return for that year containing 


(a) the name, address and Social Insurance Number of each person who so 
acquired an interest in the tax shelter in the year, 


(b) the amount paid by each such person for the interest, and 
(c) such other information as: may be required by the prescribed form, 


unless an information return in respect of the acquisition has previously been 
made. 


Regulations: 231(2)-(4) (prescribed manner). 
Information Circulars: 89-4: Tax shelter reporting. 


Forms: T5003: Statement of tax shelter information; T5003 Summ: Summary of tax 
shelter information; T5004: Claim for tax shelter loss or deduction; T5013A, T5013A- 
INST: Statement of partnership income ‘for tax’ shelters and renounced. resource ex- 
penses (plus instructions for recipient). 


(7.1) Time for filing return — An information return required 
under subsection (7) to be filed in respect of the acquisition of an 
interest in a tax shelter in a calendar year shall be filed with the 
Minister on or before the last day of February of the following cal- 
endar year. 


Related Provisions: 237.1(7.2) — Return required within 30 days of discontinuing 
business or activity. 


History: Subsec. 237.1(7.1) added by 1998, c. 19, subsec. 234(4), applicable after De- 
cember 1, 1994. 


(7.2) Time for filing — special case — Notwithstanding sub- 
section (7.1), where a person is required under subsection (7) to file 
an information return in respect of a business or activity and the 
person discontinues that business or activity, the return shall be 
filed on or before the earlier of 


(a) the. day referred to in subsection (7.1); and 


(b) the day that is 30 days after the day of the discontinuance. 


History: Subsec. 237.1(7.2) added by 1998, c. 19, subsec. 234(4), applicable after De- 
cember 1, 1994. 


(7.3) Copies to be provided — Every person required to file a 
return under subsection (7) shall, on or before the day on or before 
which the return is required to be filed with the Minister, forward to 
each person to whom the return relates 2 copies of the portion of the 
return relating to that person. 


History: Subsec. 237.1(7.3) added by 1998, c. 19, subsec. 234(4), applicable after De- 
cember 1, 1994. 


(7.4) Penalty — Every person who files false or misleading infor- 
mation with the Minister in respect of an application under subsec- 
tion (2) or, whether as a principal or as an agent, sells, issues or 
accepts consideration in respect of a tax shelter before the Minister 


1533 


S. 237.1(7.4) 


has issued an identification number for the tax shelter is liable to a 
penalty equal to the greater of 


(a) $500, and 


(b) 25% of the total of all amounts each of which is the consid- 
eration received or receivable from a person in respect of the tax 
shelter before the correct information is filed with the Minister 
or the identification number is issued, as the case may be. 
Related Provisions: 161(11)(b.1) — Interest on penalty; 163(2.9) — Where partner- 


ship’ is liable to penalty; 227(10)(b)— Assessment of “penalty at ‘any time; 
237.1(6.1) — No deduction allowed while tax shelter penalty unpaid. 


History: Subsec. 237.1(7.4) added by 1998, c. 19, subsec. 234(4), applicable after De- 
cember 1, 1994. 


CRA Audit Manual: 28.2.3: Penalties — failure to file in respect of tax shelters. 


(8) Application of sections 231 to 231.3 — Without restricting 
the generality of sections 231 to 231.3, where an application under 
subsection (2) with respect to a tax shelter has been made, notwith- 
standing that a return of income has not been filed by any taxpayer 
under section 150 for the taxation year of the taxpayer in which an 
amount is claimed as a deduction in respect of the tax shelter,.sec- 
tions 231 to 231.3. apply, with such modifications as the circum- 
stances require, for the purpose of permitting the Minister to verify 
or ascertain any information in respect of the tax shelter. 


Information Circulars [subsec. 237.1(8)]: 89-4: Tax shelter reporting. 


Selected Cases [s. 237.1]: Maege v. R., [2007] 5 C.T.C. 67, (FCA) (Alleged 
motivation for investment irrelevant when provision applies); Haggarty v. R., [2003] 4 
C.T.C. 2535 (TCC) (No deduction for tax shelter losses where required information not 
provided). 


Definitions [s. 237.1]: “amount” — 248(1); “arm’s length” — 251(1); “business”, 
“business number” — 248(1); “calendar year’ — Interpretation Act 37(1)(a); “flow- 
through share” — 66(15), 248(1); “gifting arrangement” — 237.1(1); “limited-recourse 
amount” — 143.2(1), 248(1); “limited-recourse debt” — 143.2(6.1); “Minister” — 
248(1); “person” — 237.1(1), 248(1); “prescribed” — 248(1); “promoter” — 237.1(1); 
“property” — 248(1); “ i “record”, “share” — 
248(1); “tax shelter’ — 237.1(1), 248(1); “taxable income” — 2(2), 248(1); “taxable 
income earned in Canada” — 115(1), 248(1); “taxation year” — 249; “written? —In- 
terpretation Act 35(1)“writing”’. 


237.2 Application of section 237.1 — Section 237.1 is applica- 
ble with respect to interests acquired after August 31, 1989. 


Origin of s. 237.2: R.S.C. 1985, c. 1 (Sth Supp.)) (formerly contained,in the rule of 
application in 1988, c. 55, subsec. 180(2)). 


a Proposed Addition - — 237.3 


237.3 (1) Definitions. oa ae following definitions apply i in this 
section. ) 


“advisor” in respect ae transaction or series ‘of transac 
means each person who provides, directly or indirectly in an’ 
manner whatever, any contractual protection in respect. of the 


transaction or series, or any assistance or advice with respect 1 


creating, developing, planning, organizing or implementi a 
transaction or series, to any person (including ny person wh en- 
ters into the transaction for the benefit of an 


Technical Notes (Sept. 10, 2 10): New subsection 237. 31) contains definitions 
that are relevant in determining, among other things, if an avoidance transaction or a 
transaction in a series of transactions is a “reportable transaction”, a person is re- 
quired to file an information return in respect of the “reportable transaction”, and the | 
amount of any penalty that may be payable by the persons required to fi le the pre- 
scribed information return where the return, does not provide full and accurate dis- 
closure, is filed late, or is not filed at all. _ - ‘ 


The definition “advisor” is relevant in determining vs 
file an information return in respect of an avoidance tr : : 
series of transactions that includes an avoidance transaction, ‘and the amount of the - 
penalty to which that person may be liable under new subsection ae aS): 


An “advisor” means any person who, in respect of a transaction or a st 
tions, provides directly or indirectly in any manner whatever, any “contractual Pp 
tection” in respect of the transaction or series, or any assistance or advice in creating, — 
developing, planning, organizing or implementing the transaction or series, to any _ 
person. A person can be an “‘advisor” to a particular person who enters into a transac- . 
tion and for whom a tax benefit could result from the transaction or series, or toa” 
person who enters into a transaction for the benefit of another person. It is not in- 
tended that a person can be an advisor to himself or herself: Dae a9 


Income Tax Act 


A person can also be an advisor in respect of a transaction or series if that person 
provides contractual protection, assistance or advice to any promoter or any other 
advisor in respect of the transaction of series of transactions, even though the person _ 
does not provide contractual protection, assistance or advice directly to the person 
who entered into the transaction or series. Thus, although an advisor would generally — 
be a person whose business is to provide, professional services.or contractual protec- — 
tion to a person entering into a transaction or series, other persons can also be consid- . 
ered to be an “advisor” in respect of a transaction or series. More than one person — 
may be an advisor in re spect of a transaction or series of transactions. 


A person partnership that provides: advice: or representation toa person only pe i 
see of an dit or tax page in relation toa particular transaction or series of ” 


prehis. the disclosure to any 
4ils or structure of the transac- _ 
jon or I t results, or would result but 
for section 245, but for greater certainty, the disclaiming or re-_ 

s liability shall not be Sully elem . 
‘not ripeais He Ire i 


Technical ‘Notes ae 10, 20 
transaction or series: of transactions 


ieee “reportable haohaesseeote 
bose in respect of an avoidance transact 


romoter has auch foecion 4 in 
ordingly, for ‘example, Tights of 


a “person nt sige into 
; ») of the definition — transaction” where eatin memes ne 


al it 
considered confidential pr 0 Prohibition on the disclosure of the _ 
details or structure of the transaction of series. For more. details, see: — 
— conecestie ane — a pelts 


er: genera ity e the bolt an inden compeneaee 
tion or a guarantee that, either immediately or in the future and 
ither ee 


(ii) pays for reimburses any expense, ‘tee ae peel 
penalty or similar amount that may be incurred by a person — 
“in the course of a dispute i in respect of a tax benefit a 

the transaction or series, is eae oe 


_(b) any. form of undertaking provided by ap ter, or by an - 

“person who does not deal at arm’s length with a promoter, that _ 

provides, either immediately or in the future and either abso- _ 

— lutely or contingently, assistance, directly or indirectly in any 
manner whatever, to a person in the course of a ee in re- 


© spect of a tax benefit from the transaction or series. =) 
Technical Notes (Sept. 10, 2010): geen geome — in nespect ofa” 
transaction or series of transactions, fe i Sih 2s /9BenE 


© any form of insurance (other than standard ita iby insane oe A 
other protection, including, without limiting the generality of the foregoing; an_ 
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indemnity, compensation or a guarantee that, eith 
: and either absolutely or contingently, 


7) protects a person against a failure of the transaction or series to achieve 
_ any tax benefit from the transaction or series, or : 


mediately or or in the future 


any expense, fee, tax, interest, ae or cae 
y a person in the cours ofa dispute i in respect : 
ction or series, and _ 


(ii) pays for or seat 
amount that may be inc 
of a tax benefit from the 


: any form of wndertaling provided by a promoter, or by. any pehson ee joe oo | 
_ deal at arm’s length with a promoter, that provides, either immediately or in the _ 
ve future and either absolutely or contingently, assistance, directly or indirectly in 

_ any manner whatever, to a person in the course of a dispute i in respect of a tax 
benefit from the transaction or series (see the explan otes accompanying 
__. paragraph (c) finition esas a 

Q spect of a tax be oe . 
Related Provisions: 


contractual protection must report ransaction. 


“fee” in respect of a transaction or series of transactions ye 
any consideration that is, or could ae received | or receivable 


» under the a or 
2 ©. providing ¢ contractual protect 


vice ¢ or an opinion ‘with respect to the bansaction or series; for 
planning, organizing or implementing the transaction or series; 
| ing an arrangement, plan or scheme that includes, or relates to, the transacti Z 
| series; for preparing documents supporting the transaction or series, including tax 

returns or any information returns to be filed under the Act; or for providing “con- 
tractual Protection’ ies the — — » SuPRCOHOT 23710 


i 
« 
4 
l 
{ 
| 


{ 
| Ponne in ‘respect of a transaction or series 
| means each person who 


(a) promotes or 
whether directl Ol 


- lates to the transaction or hee a 


 (b) makes a statement or representation (wheter. as 5 principal 
or ae ~ whether one or penne that a se she 


: 0 the statement or ce was made in ica 
of the promoting or selling of an arrangement, and 


(ii) the arrangement includes or relates to the transaction or 


H 
| 
j 
| ther as principal or agent a an cuties ieee 
consideration in respect of an piconet: re- 
ferred to in paragraph (a) or (b). 
Technical Notes (Sept. 10, 2010): “Promoter” means any person who, ‘in respect 
| of a transaction or series of transactions, promotes or sells an arrangement (as de- 
fined for the purposes of the definition), where it can reasonably be considered tha 
| the arrangement includes or relates to the transaction or series. A person is also 
Promoter if the person makes a statement or representation that a tax benefit could 


S:'237.3(1) rep 


result from the arrangement, or accepts consideration in. espect of the promotion or 
angement, or for the wees ofa yeas or representation that a tax 


’’ encompasses any person engaging in these: activities or 
ion whether as one or agent ~~ po oo or 


re at the time any two of the following prea apply 
in Tespect of the avoidance transaction or series: 


results, or i would result but for sec 
_ ance transaction or series, or may be funded, recovered or 


vy 


reduced, in ay manner whatever based upon the failure of 


(iit. is attributable to the number of persons 


(A) who participate in the avoidance transaction or se- 
ties, or in a similar avoidance transaction or series, or 


@) who. have been provided access to advice or an 
_ opinion given by the advisor or promoter regarding the 
tax consequences from the avoidance transaction or se- 
a pe avoidance transaction or series, 


€ avoidance transac- 
: ies, Or any person who does not deal at arm’s length 
with the advisor or promoter, has or had confidential protec- 
tion in eopect, of the avoidance Hansaction or series, or 


person (in this subparagraph referred to as th ‘par- 


ticular person”), another person who entered into the avoid- 
ance transaction for the benefit of the particular person or 
s not deal at arm’s ene with the 


: (ii) the advisor « or oruicoter, or any person Wie dos not 
deal at arm’s ae with the advisor or Joes ee 


in pa agraph (a). oo 
Technical Notes (Sept. 10, 2010): The detimdon’ Gepsiuable transaction” is the 
one definition. The oe definitions 1 in new subsection a 3(1) must be read i in 


snsaction means. an “avoidance transaction, within the meaning as- 
tion 245(3), entered into by or for the benefit of a person, and each 
transaction entered into by or for the benefit of a person { that is part of a series of 
transactions that includes the avoidance transaction, where at any time, any two of 
paragraphs (a) to (c) of that definition are ‘applicable in respect of the avoidance 
transaction or series. Each transaction that is part of a series of transactions that in- 
cludes an avoidance transaction is a separate reportable transaction, and this is also 
the case where a series of transactions includes more than one avoidance transaction. 
Whether a person would be considered to have entered into an avoidance transaction 
for the benefit of another person is to be based on the facts and circumstances of each 
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case. The notes accompanying new subsection 237.3(2) provide further details in this 
regard. 
Paragraphs (a) to (c) of the definition “reportable transaction” describe three sets of 


circumstances the existence of any two of which in respect of an avoidance transac- 
tion, or a series of transactions that includes the avoidance transaction, will cause that 


avoidance transaction, or each transaction that is part of that series, to be a “reporta- 
ble transaction”. As well, it is intended that paragraphs (a) to (c) apply in respect of a - 


series of transactions if that series includes more than one avoidance transaction and 
if any two of the paragraphs are applicable in respect of one or more of those avoid- 
ance transactions. In other words, if a series of transactions includes more than one 


avoidance transaction, and any of paragraphs (a) to (c) are applicable in respect of 


one of those transactions while any of the paragraphs are applicable to another of 
those transactions, then each transaction in the series will be a reportable transaction. 


Paragraph (a) — A “fee” in relation to the avoidance transaction or series of trans- 
actions that includes the avoidance transaction 


Paragraph (a) of the definition “reportable transaction” under new subsection 
237.3(1) refers to circumstances in which an “advisor” or “promoter” (within the 
meanings assigned by that new subsection), or any person who is not dealing at 
arm’s length with an advisor or promoter, is entitled to any of three types of “fees”. 
This paragraph applies from the perspective of the advisor or promoter who has or 
had an entitlement to a fee in respect of an avoidance transaction or series of transac- 
tions, and not from the perspective of the persons from whom the advisor or the 
eroud is or was entitled to receive the fee. In this explanatory note, a reference to 

“advisor” or a “promoter” includes any person who i is not eae y at arm’s: Jength 
cae the advisor or promoter. 


For the purpose of new section 237.3, a “fee” means any eee: eat is, OF 
could be, received or receivable, directly or indirectly and i in any manner whatever, 
by an advisor or promoter in respect of an avoidance transaction, or a series of trans- 
actions that includes the avoidance transaction, for 


* providing advice or an opinion with respect to the transaction or series, 


* creating, developing, planning, organizing or implementing the transaction or 
series, 


* promoting or selling an arrangement, plan or scheme that includes, or relates to, 
the transaction or series, 


* preparing the documents supporting the transaction ‘or series, including tax re- 
turns or any information returns to be filed under the Act, or 


* providing “contractual protection” (within the meaning assigned by new subsec- 


tion 237.3(1)). See the explanation for paragraph (c) of the definition “reportable 
transaction” for more details on what constitutes “contractual protection” 


The circumstances described in paragraph (a) would exist in respect of an avoidance 
transaction or series of transactions that includes the avoidance transaction 
amount meets the definition of “fee” under new subsec 
sion in respect of that definition for more details) and that fee meets the charac 

tics of any of the three types of fees described in this paragraph. -— 


is- 


The first type of fee, described in subparagraph (a)(i), is a fee of an advisor OF pro- 
moter in respect of a transaction the computation of which is to any extent ‘based on 


the amount of a tax benefit that could result from an avoidance transaction or series 
of transactions that include the avoidance transaction. Whether a fee is based on the 
amount of a tax benefit will depend on all the facts and circumstances relating to the 
consideration received. Examples of circumstances in which the amount of a fee of 
an advisor or promoter would be determined according to the amount of the tax bene- 
fit from the transaction include situations where the advisor or promoter sets a fee the 
amount of which is based, in whole or in part, on a percentage of the amount m“ the 
tax benefit from a transaction or series of transaction. 


The second type of fee, described in subparagraph (a)(ii), refers to a fee of an havior 
or promoter in respect of a transaction for which the advisor or promoter has or had 
an entitlement that is contingent upon the obtaining of, or the failure to obtain, a tax 
benefit from. an avoidance transaction or series of transactions that includes the 
avoidance transaction. In contrast to subparagraph (a)(i) which is focused on fees the 
amount of which, or computation of the quantum of which, is dependent on the tax 
benefit sought under the avoidance transaction or series, the kinds of fees selpared to 
in subparagraph (a)(ii) include the following: : 


¢ A fee could be considered to be contingent upon the obtaining ‘of a tax benefit 
from a transaction or series of transactions if the entitlement of the advisor or 


promoter to the fee under the relevant legal agreement arises upon the filing of 


an income tax return of a person that reflects the tax benefit, when the tax benefit 


is confirmed by the Minister after audit, if any court confirms the tax benefit in _ 


whole or in part, or upon the expiration of the applicable assessment periods that 
apply to the taxation year. A fee could also be considered to be contingent upon 
the obtaining of a tax benefit if it arises after the expiration of a given period of 
time agreed to by the advisor or promoter and the person for whom a tax benefit 
could result from the avoidance transaction or series, which period could be 
shorter than the applicable assessment periods that apply to the taxation year in 
which the tax benefit arises. 


* A fee to which an advisor or promoter is entitled in respect of an avoidance 
transaction or series of transactions may be considered to be contingent if it may 
be refunded, recovered or reduced, in any manner whatever, based upon the fail- 


237.3(1) (see the discus- 


_ Series of transactions. The explanatory note acco 


Income Tax Act 


ure of a person to obtain a tax benefit from the avoidance transaction or series. 

This could be the case when the fee may be refunded to the payer, recovered by — 

the payer, or reduced for the payer should the tax benefit that was expected to ; 

result from the avoidance transaction or series be denied to a person because of 

the application of any provision of the Income Tax Act, including the general 
~ anti-avoidance rule in section 245. 


The third type of fee, described in subparagraph (a)(iii) is a fee that is attributable to 
the number of persons who enter into an avoidance transaction or series (or a similar 
avoidance transaction or series), or who have been provided access to advice or an 
opinion given by the advisor or promoter regarding the tax consequences from the _ 
avoidance transaction or series (or a similar avoidance transaction or series). Similar — 
transactions or series include transactions or series having the same or similar struc- _ 
ture and entered into by different taxpayers, when the objective of those transactions 
or series is to result in similar tax benefits for each of those taxpayers, even if those 
transactions or series may involve different properties or obligations. For example, a 
broadly marketed scheme in which different taxpayers acquire and finance property — 


separately, but where the property that each taxpayer acquires is similar in nature and 


where the financing structure that each taxpayer enters into is similar, may be consi 
ered as “similar avoidance transactions’. 


Paragraph (b) — “Confidential protection” to the benefit of an advisor or promot 
in respect of the details or structure of an avoidance transaction or series of transac- 
tions that includes the avoidance transaction 


Paragraph (b) of the definition “reportable transaction” refers to circumstances in 
which an “advisor” or “promoter” obtains “confidential protection” in respect of an 
avoidance transaction or series of transactions that includes the avoidance transac- 
tion. In this explanatory note, a reference to an “advisor” or a “promoter” includes , 
any person who does not deal at arm’s length with the advisor or promoter. 
Based on the definition “confidential protection”, the circumstance described in para- 
graph (b) of the definition “reportable transaction” would exist in respect of an 
avoidance transaction or series of transactions that includes the avoidance transaction 
if an advisor or promoter in respect of the transaction or series has or had anything — 

that would prohibit the disclosure to any person or to the Minister of details or the — 

structure of the avoidance Hansacon or series that includes the avoidance transac- _ 


For greater certainty, the disclaimin oe restricting of an advisor’ s liability shall no’ 
be considered confidential protection if there is no prohibition of the disclosure o 
details or the structure of the avoidance transaction of series of transactions that in- 
cludes the avoidance transaction. An example would be a standard provision found in — 
many tax opinions limiting an adviser’s liability solely to his or her client and dis- ; 
claiming liability to any third parties. See also the discussion i in respect of the defini ‘ 
tion “confidential protection” in new subsection 237.3(1). 


Paragraph (c) — “Contractual protection’ ” obtained for a person for whom a tax — 
benefit could result from an avoidance transaction or series of transactions that in- : 
nce transaction 


Paragraph (c) of the definition ‘ ‘scpotiatle transaction” refers to the circumstances i 
which “contractual protection’ is obtained in respect of an avoidance transaction or Z 
ying the definition “contractual — 

protection” in new subsection 7 rther details in this regard. The _ 
circumstances provided in paragraph (c) would exist in respect of an avoidance trans- _ 
action or series of transactions that includes the avoidance transaction if one of the 

following circumstances applies in respect of the avoidance transaction or series: 


a person for whom a tax benefit could result from the avoidance transaction 
series (the “particular person”) has or had any form ef ane the cape o 
_which is described i in paragraph (c); - ae 


© another person who entered into the avoidance transaction for the benefit of hel 
particular person, has or had any form of protection the effect of which is de 
‘scribed in parerach © or sears 


with a person who entered into the avoidance transactio 
particular person, has or had any form of protection the 
scribed in paragraph (c). . : : 
“Contractual protection” in oe of a transaction or series of transactions me 


© any form of insurance 
other protection (including an one compensation or a guarantee) that 
ther immediately or in the future and either absolutely or contingently, either 


— protects a person against a failure of the avoidance transaction or series of — ; 
transactions to achieve any tax benefit, 


— pays for or reimburses any expense, fee, tax, interest, penalty or similar e 
amount that may be incurred by a person in the course of a dispute in respect — 
of a tax benefit from the avoidance transaction or series of transactions, or — 


* any form or undertaking provided by a promoter, or by any person who does not 
deal at arm’s length with the promoter, that provides, either immediately or in — 
the future and either absolutely or contingently, assistance, directly or indirective 
in any manner whatever, to a person in the course of a dispute in respect of a tax ‘i 
benefit from the transaction or series. : 


The first type of contractual protection described above refers to tax-result peotéctions i 
under which the taxpayer is compensated or indemnified should the tax benefit from — 6 
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the avoidance transaction or series for the taxpayer not be achieved under the law, in 


any form whatever. For greater certainty, an advance income tax ruling obtained 


from the Canada Revenue Agency by a person for whom a tax benefit could result 


from an avoidance transaction or series of transactions ‘that includes an avoidance 
transaction is not to be considered contractual eo in ee e Me anne 
transaction or series. 


addition, the first type of contractual protectio include situations where a 
payer would be entitled to be compensated for s to be incurred during the 
of an audit, an objection to an assessment, reassessment, additional assess- 


notes as an “assessment”), an appeal of an assessment to the Tax Court of Canada or 


any other subsequent appeal to a court of higher jurisdiction, in respect of a tax bene- 


fi t which could result from an avoidance transaction or series of transactions. 


The second type of contrac 
in respect of a transact 
not deal at arm’s length : 
in the course of a dispu' 


es of transactions, a promoter (or a pe: 
omoter) provides an undertaking to a 
espect of a tax 


1 who does 
sist 4 person 


sessment or file an appeal of any court’s decision in respect of the transaction Or 
series. 


“Contractual protection” would also exist in ep of an avoidance transaction or a 
series of transactions that includes the avoidance transaction if an advisor or pro- 
moter, or any person who does not deal at art 
r had contractual protection in respect of 


Fees that are contingent upon the obtaining 
the application of paragraph (c) to preclu double recognition of 
In the absence of this specific exclusion, an advisor’s or a promoter’s fee 
considered as both a type of “contractual protection” in paragraph (c) as well as the 
type of fee referred to in paragraph (a). 


An advisor or promoter (for example, a promoter or an insurer) entitled to a “fee” for 


providing contractual protection in respect of an avoidance transaction, or a s 
transactions that includes the avoidance transaction, may have a reporting ob 
in respect of the avoidance transaction or series (along with the person who 


benefit from the avoidance transaction or series) if an additional paragraph (hall- _ 


mark) provided in the definition “ ‘reportable transaction” applies in respect of the 
avoidance transaction or series. For example,’ if in respect of an avoidance transaction 
or series of transactions that includes the avoidance transaction, a person obtains 
“contractual protection” from the advisor or promoter that the person will be com- 
pensated for all or a portion of a denied tax benefit or litigation costs (including a 
refund of any portion of a fee charged by the advisor or promoter) two hallmarks will 
{ if any portion of an advisor or promoter’s fees were contingent on the tax bene- 

ot being denied. 7 


srson, including an advisor or promoter, who fails to 


section 237.3(8). See the explanatory note accompanying new subsection. 
237. 3(8) for further details i in this regard. 


Letter from Dept. of Finance, Jan. 11, 2011: Mr. — Snow, President, Cana 


dian Bar Association, Ottawa, ON 


Ms. Elaine Marchand, Chair, N 
tion, Ottawa, ON 


Dear Mr. Snow and Ms. Manes 


lam writing in response to our meeting of November 1, 2010 and your correspon- 


dence of September 27 2010 and November 15, 2010 in respect of the proposed 
reporting regime for certain tax avoidance transactions announced in ‘the 2010 
Budget. We appreciate the contribution of the Canadian Bar Association to the public 
consultation process and your acknowledgement of the necessity to protect the integ-. 
of the i income tax system. 


ie when a solicitor-client relationship exists. As | expressed in our meeting, 
uld like to assure you that the proposed regime is not intended to require the dis- 


closure of information for which a client of a lawyer a kee in the province of © 


Québec) has solicitor-client privilege. 


To that effect, I am prepared to consider whether the provisions could be further 
clarified in this regard. Specifically, I am prepared to consider a change to the pro- 


posed rules providing explicitly that a lawyer (and a notary in the province of Qué- | 


bec) will not be required to Teport any specific item of information that the lawyer 
believes, on reasonable. grounds, is subject to solicitor-client privilege. I anderstand 
that my officials have been in discussions with you in this regard. 


Thank you for communicating your concerns. 


James M. Flaherty 
c. The Honourable Rob Nicholson, P.C., Q.C., Minister of Justice and Attomey 
General of Canada 


Related Provisions: 237.3(2)— Information return required; 237.3(14) — Re- 


portable transaction does not include one where return filed as tax shelter or flow- — 


through share. 


ment or determination pursuant to subsection 152(1.11) (hereafter referred to in these _ 


protection described above refers to. situ tions where, 


snefit from the transaction or series, _ 
even if done for no consideration. This would ‘include situations where the promoter — 
offers to provide to a person relevant documentation and guidance to. dispute an as- 


gth with the advisor or promoter, _ 
avoidance transaction or series. _ 
benefit by a person are xcluded _ 


information return as 
when required may be liable to a penalty. The amount of certain fees of an advi- | 
or promoter will be included in the amount of the penalty provided under new 


ave expressed concerns with the possible impact of the proposed reporting re- 


S. 237.3(2) 


“tax benefit” has the meaning assigned by subsection 245(1), 


Technical Notes (Sept. 10, 2010): “Tax benefit” has the meaning assigned by 
subsec yn 245(1) of the Act. 


Related Provisions: 237. 3(2)(c) — Information return es far secu 
transaction wi . benefit results. 


(2) clan — An coe ae in el fod and 
containing prescribed information in respect of a Boe: trans- 
action must be filed with the Minister by 


(a) every person for whom a tax benefit results, or would resale 
but for section 245, from the reportable transaction; 


-(b) every person who has entered into, for the benefit of a per- 
son referred to in paragraph (a), an avoidance transaction that — 
ia reportable transaction; and 


(c) every advisor or promoter (and any person who is not deal- 

_ ing at arm’s length with the advisor or promoter) who is or was 

entitled, either immediately or in the future and either abso- 
lutely or contingently, to a fee that is 

ed in paragraph (a) of the definition “reportable 

n” ‘in subsection (1), or 

i in respect of contractual protection provided | in circum- 

stances described in paragraph (c) of the definition “report- 
able transaction” in subsection (1). 


Technical Notes (Sept. 10, 2010): - New subsections 237.3(2) to (4) relate to the 
reporting obligations imposed by section 237.3. In general terms: 


-° An information. return must be filed i in respect of every reportable transaction by 
ve described i in new subsection 237. 3). J 


° ‘Tn the ened of a series of transactions, a person for whom a a : tax benefit could 

_ result from a series of transactions that includes a reportable transaction has a 
_ reporting obligation in respect of each transaction that is part of the series. Other 
_ persons (in particular, advisors and promoters) subject to a reporting obligation 
nays have an obligation to report all or part of the transactions in we series, de- 
their ‘particular circumstances. CC 


of an information return by any person that at provides a full and accu- © 
rate disclosure of all the tr ansactions in a series of transactions would be consid- 
ered to have been made by every person who has a reporting obligation in re- 
spect of any transaction of the series. The filing of an information return that 
contains full and accurate disclosure of a reportable transaction may be consid- 
ered to have been filed by any oth person that has a reporting obligation in 

- respect of that transaction. Ly 


© Unless information returns in res f a reportable transaction, or of all the 
__ reportable transactions in the series of transactions, are filed with the Minister of 
National Revenue, the Minister can deny any tax benefit that could fesult from 
the ‘reportable transaction, and impose a joint and several (or solidarity) penalty 
on every person who failed to report any reportable transaction, The person for 
whom a tax benefit could result from the reportable transaction or the series is 

_ liable to a late-filing penalty the amount of which would be equal to the total of 
all the fees that are described in paragraph (a) or (c) of the definition “reportable 
transaction” in new subsection 237.3(1) that an advisor or promoter is entitled to 
receive in the context of the transaction or series of transactions. An advisor or a 

: promoter’ s liability is limited to the fee that that advisor or promoter is entitled 

_ to receive in respect of an undisclosed reportable transaction or in respect of the 

_ series that includes the transaction. As well, the due diligence defence (provided 
for in new subsection 237.3(11)) may apply in respect of the penalty. See the 
explanatory notes accompanying subsections 237.3(8) to (11) for further details 
about the penalty and the due diligence defence. C 


New subsection 237.3(2) imposes an obligation on certain persons to file an ne 
tion return in respect of reportable transactions. This will be the case if, in general 
terms, any two of paragraphs (a) to (c) of the definition “reportable transaction” are 
applicable in respect of an avoidance transaction or series of transactions that in- 
cludes the avoidance transaction. See the explanatory note accompanying the defini- 
tion “reportable transaction” in new subsection 237,31) for more details in this 
regard. 


A person for whom a tax benefit could result from an avoidance transaction or series 
of transactions that includes the avoidance transaction would be required to file an 
information return in respect of the avoidance transaction and, as the case may be, 
each transaction that i is part of the series fe transactions that includes the avoidance 
transaction. : 


A person who enters into an avoidance transaction for the benefit of another person 
for whom a tax benefit could result from the avoidance transaction or series would 
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also be required to file an information retum in respect of the avoidance transaction. 
Whether a person would be considered to have entered into an avoidance transaction 
for the benefit of another person would be based on the facts and circumstances of 
each case. A person could be considered as having entered into an avoidance transac- 
tion for the benefit of another person where it would be reasonable to consider that 
the person has undertaken the transaction or has arranged the transaction in order for 
the transaction to result in a tax benefit for the other person. The particular person for 
whom the tax benefit could result from the avoidance transaction may be unknown 
when the person enters into an avoidance transaction. For example, a corporation that 
undertakes a transaction or series of transactions to increase the paid-up capital of a 
class of shares of its capital stock might be considered to have undertaken the trans- 
action or series for the benefit of its current or future shareholders, depending on the 
circumstances. 


A person who is an “advisor” or “promoter”, and any person with whom an advisor 
or promoter does not deal at arm’s length, also may be subject to a reporting require- 
ment if such a person is entitled to a fee (within the meaning assigned by new sub- 
section 237.3(1)) in respect of the avoidance transaction or series of transactions that 
includes the avoidance transaction, in the circumstances described in paragraphs (a) 
or (c) of the definition “reportable transaction” under new subsection 237.3(1). In 
that case, the advisor or promoter (or relevant non-arm’s length persons) would have 
a reporting obligation in respect of that avoidance transaction if it is a reportable 
transaction, or in respect of every transaction in the series that is a reportable transac- 
tion, depending on their circumstances. In addition to the person claiming the tax 
benefit, this would be the case for each of the persons mentioned above in the follow: 
ing circumstances: 


* The person is entitled to a fee that is to any extent based on the amount of a tax 
benefit from an avoidance transaction or a series of transactions that includes the 
avoidance transaction. See the explanatory notes accompanying the defir 
“reportable transaction” in new subsection 237.3(1) for further details in 0 
regard. 


*¢ The person is entitled to a fee that is to any extent contingent upon the obtaining 


of a tax benefit from an avoidance transaction or a series of transactions that — 


includes the avoidance transaction, or the person is entitled to a fee that can be 
refunded, recovered or reduced upon the failure of a tax benefit to result from the 
avoidance transaction or series. See the explanatory notes accompanying the def- 
inition “reportable transaction’ in new subsection 237.3(1) for further details in 
this regard. 


* The person is entitled to a fee that is to any extent attributable to the number of 
persons who enter into in an avoidance transaction or series, or a similar avoid- 
ance transaction or series, or who have been provided access to advice or an 
opinion given by the advisor or promoter regarding the tax consequences from 
the avoidance transaction or series, or a similar avoidance transaction or series. 
See the explanatory notes accompanying the definition “ ‘reportable (rans ; 
in new subsection 237.3(1) for further details in this regard. 


¢ The person is entitled to a fee in respect of “contractual protection” obtained by 
or for the benefit of a person for whom a tax benefit could result from the avoid- 
ance transaction or series of transactions in the circumstances described in para- 
graph (c) of the definition “reportable transaction” in new subsection 237.3(1). 
See the explanatory notes accompanying the definition “reportable transaction” 
in new subsection 237.3(1) for further details in this regard. 


The reporting requirements apply on a transaction-by-transaction basis. In other 
words, reporting is required in respect of each reportable transaction that is part of a 
series of transactions. More than one person may have a reporting requirement in 
respect of the same transaction. As well, every person mentioned above is required to 
file an information return for each reportable transaction in respect of each person for 
whom a tax benefit could result from the reportable transaction, or from the series of 
transactions that includes a reportable transaction. However, as described in the ex- 
planatory notes for the limitations provided in new subsections 237.3(3) and (4), the 
filing of a full and accurate information return by a person in respect of a particular 
transaction that is part of a series, which return accurately described each transa ion 
that is part of the series, will satisfy the person’s obligation in respect of each trans- 
action that is part of the series. As well, the filing of a full and accurate information 
return in respect of the particular reportable transaction or each transaction that is 
part of the series, as the case may be, may also satisfy the reporting obligations of 
other persons in respect of the transaction or series, depending on each person’s 
circumstances. 


Related Provisions: 237.1(6), (7) — Information return required for tax shelter; 


237,3(3) — Filing of return in respect of each transaction in series; 237.3(4) — Fil- 
ing by one person constitutes filing by all; 237.3(5) — Filing deadline; 237.3(6) — 


Tax benefits disallowed if return not filed and penalty unpaid; 237.3(8), (15) — Pen- — 


alty for not filing; 237.3(12) — Filing does not constitute admission that transaction 
is abusive; 237.3(14)(a) —No return required if tax shelter return filed under 
237.1(7); 237.3(14)(b) — No return required for flow-through shares; 248(10) — Se- 
ries of transactions. 


(3) Clarification of reporting transactions in series — For 
greater certainty, and subject to subsection (11), if subsection (2) 
applies to a person in respect of each reportable transaction that is 
part of a series of transactions that includes an avoidance transac- 


uunder new subsection 237. 3(8). If a person fails to satisfy his or her reporting obliga- 
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tion, the filing ofa prescribed form by the person that reports each — 
transaction in the series is deemed to satisfy the obligation of the ~ 
person under subsection (2) in respect of each transaction SO- 
reported. _ a 


Technical Notes (Sept. 10, 2010): A person may have an f obligition to reper 
each transaction that is part of a series of transactions that includes an avoidanaal 
transaction. In such cases, new subsection 237.3(3) provides that that person will be — 
deemed to have satisfied that person’s reporting obligation in respect of each of those 
transactions if the person files an information return that fully and accurately dis- 
closes all of those transactions. This means that the person has to file only one infor- 
mation return in respect of the series of transactions to satisfy that person’ s reporting 
obligation, and not a separate information return for each transaction in the series. bia 
a person, exercising due diligence, files an information return that is full and accurate _ 
in respect of all the transactions that the person should reasonably have been aware 
of, and those transactions are part of a larger series of transactions of which that — 
person was unaware, the reporting oo of that person would be considered io 
have been satisfied. 


(4) Application — For the purpose of subsection (2), if any per 
son is required to file an information return in respect of a reporta- 
ble transaction under that subsection, the filing by any such per- a 
son of an information return with full and accurate disclosure in — 
prescribed form in respect of the transaction is deemed to have 
been made by each person to whom subsection (2) applies in re- 

spect of the transaction. ‘ 
Technical Notes (Sept. 10, 201 0): New subsection a37, 3(4) provides the circum- 
stances in which the filing by a person of an information return in respect of a report- 
able transaction could satisfy the reporting obligations of any other person who is _ 
also subject to a reporting obligation for the same transaction. 


This new subsection provides that if any person is required to file an information — : 
return in respect of a reportable transaction, the filing of an information return with _ 
full and accurate disclosure in respect of the transaction is deemed to have been made 
by each person required to file an information return under new subsection 237.3(2) 
in respect of the transaction. In such case, each of those persons will be considered 

having satisfied their respective reporting obligation in respect of the spore 
transaction to the extent of that full and accurate disclosure. 


However, the filing of the limited information return by that person would not satisfy _ 
the reporting obligation of : any other person who has a broader or different reporting 
obligation in respect of the series. In such a case, every person who has a broader or 
different reporting obligation in respect of any undisclosed transactions in the series 
would still have an obligation to file information returns in respect of those transac- 
tions. See the explanatory note accompanying new subsection 237.31 ye for furthe 
details about the due diligence test. ; : 


Every person who fails to satisfy a reporting obligation in respect of any 1 eponeibie 
transaction of the series is jointly and severally liable to pay a late-filing penalty 


tion in respect of one or more reportable transactions, any fee described in paragraph 
(a) or (c) of the definition “reportable transaction” in new subsection 237.3(1) to 
which every advisor or promoter is entitled in the context of the transaction or series 
of transactions can be included in the amount of the penalty to which that person is 
liable in respect of an undisclosed reportable transaction (including the fee of any 
advisor or promoter who has satisfied his or her own reporting obligations in respect 
of parts only of the series of transactions). The penalty provided under new subsec- 
tion 237.3(8) is subject to an exception for advisors and promoters and the possibility 
that the due diligence defence may apply. See the explanatory note iccompanying 
new subsections 237.3(6) and 237.3(8) to (11) for further details about the Ba 
tion of the penalty and the due diligence defence. a 


(5) Time for filing return — An information re 
subsection (2) to be filed by a person for a repor 
is to be filed with the Minister on or before June 30th of the 
dar year following the calendar. year in which the transact 
pecans a pola transaction in respect o the ues 


reportable transaction must file the rau with the Minister of | 
or before June 30 of the calendar year following the calendar year in 
action first became a reportable transaction in respect of the person. 


A transaction first becomes a reportable transaction to a person when the transaction — 
is an avoidance transaction or is part of a series of transactions that includes an — 
avoidance transaction and at least two of paragraphs (a) to (c) of the definition “re- 
portable transaction” are applicable in respect of the avoidance transaction or series. _ 
The circumstances described in the definition “reportable transaction” in new subsec- 
tion 237.3(1) may arise in respect of the avoidance transaction or series before or — 
after the avoidance transaction has been entered into or the end of the series of trans- a 
actions. Accordingly, the time for filing an information return for an advisor or a 

promoter may arise after the avoidance transaction or the end of a series sof . 

transactions. See 4 
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8) Penalty — - Every person who fails to file an information re- 

1 in respect of a reportable transaction as required und 
section (2) on or before the day required under subsection 
liable to a penalty equal to the total of each amount that is a 
which an advisor or a promoter (or any person who does not deal 
arm’s length with the advisor or the promoter) in respect of the . 
ortable transaction is or was entitled, either immediately or in 
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reporting requirement no later than June 30 of the following calendar year, in 
accordance with new subsection 237.3(5). 


The reporting obligation of the taxpayer, advisor and promoter would extend to 
each transaction that is part of the series of transactions. 


The advisor, acting reasonably, decides to file on a timely basis an information 
return in respect of the first subset of transactions. Although the filing of an 
information return by the advisor in respect of the first subset would not be con- 
sidered to have satisfied the reporting obligation of that advisor, the advisor 
would not be subject to any penalties under new section 237.3 because the advi- 
sor, acting reasonably, had no knowledge about the second subset and, there- 
fore, the advisor’s liability is limited under new subsection 237.3(11). 


Although the reporting by the advisor of the first subset could be considered to 
have satisfied the reporting obligation of the taxpayer and the promoter in re- 
spect of the first subset, this does not relieve the taxpayer and the promoter in 
respect of transactions that are part of the second subset. Accordingly, the tax- 
payer and the promoter would be considered to have satisfied their respective 
reporting obligations only when their respective reporting obligations are satis- 
fied in respect of the transactions that make up the entire series, including those 
that are part of the second subset. However, they did not file an information 
return in respect of the second subset. 
Under new subsection 237.3(8), the promoter and the taxpayer are liable to a 
penalty because they did not satisfy their own respective reporting obligations in 
respect of all the reportable transactions of the series. The amount of the penalty 
to which a person is liable in respect of undisclosed reportable transactions in- 
cludes not only the fees that are connected to those transactions, but also any fee 
in respect of any transaction that is part of the same series of transactions or in 
respect of the series as a whole. Therefore, the amount of the penalty to which 
the taxpayer and the promoter would potentially be liable is equal to $225 
(which is the amount that is the total of all the fees that the advisor and the 
promoter are entitled to receive in respect of the first and second subset, and in 
respect of the series as a whole), and the taxpayer and the promoter would be 
jointly and severally (or solidarily) liable to pay the penalty under new subsec- 
tion 237.3(9). However, under new subsection 237.3(10), the promoter’s liability 
is limited-to the fee that the promoter is entitled to receive in respect of the series 
which in this example is $125. 
Related Provisions: 18(1)(t), 67.6 — Penalty is not deductible; 161(11)(b.1) — 
Interest on penalty; 163(2.9) — Where partnership is liable to penalty; 227(10)(b) — 
Assessment of penalty; 237.3(6) — Tax benefits disallowed if return not filed and 
penalty unpaid; 237.3(7) — No time limit for assessment of penalty; 237.39) — 
Joint and several liability for penalty; 237.310) — Limitation on liability of advisor 
or promoter; 237.3(11) — Due diligence defence to penalty; 237.3(15) — Limitation 
on penalty. 


(9) Joint and several liability — If more than one person is 
liable to a penalty under subsection (8) in respect of a reportable 
transaction, each of those persons are jointly and severally liable 
to pay the penalty. 

Technical Notes (Sept. 10, 2010): See under 237.3(8) above. 

Related Provisions: 237.3(10) — Limitation on liability of advisor or promoter. 


(10) Joint and several liability — special cases — Not- 
withstanding subsections (8) and (9), the liability of an advisor or 
a promoter to a penalty under those subsections in respect of a 
reportable transaction shall not exceed the total of each amount 
that is a fee to which that advisor or promoter, or a person with 
whom the advisor or promoter does not deal at arm’s length, is or 
was entitled, either immediately or in the future and either abso- 
lutely or contingently, to receive in respect of the reportable 
transaction. 


Technical Notes (Sept. 10, 2010): See under 237. 3(8) above. 


(11) Due diligence — A person required to file an information 
return in respect of a reportable transaction is not liable for a pen- 
alty under subsection (8) if the person has exercised the degree of 
care, diligence and skill to prevent the failure to file that a reason- 
ably prudent person would have exercised in comparable 
circumstances. 


Technical Notes (Sept. 10, 2010): A person who is required to file an informa- 
tion return under new subsection 237.3(2) is liable for a penalty under new subsec- 
tion 237.3(8) if the person does not file an information return in respect of every 
reportable transaction that the person is required to report, or does not do so on a 
timely basis. However, under new subsection 237.3(1 1), a person will not be liable to 
a penalty if it is determined that the person has exercised the degree of care, diligence 
and skill to prevent the failure that a reasonably prudent person would have exercised 
in comparable circumstances. This limitation is commonly referred to as a “due dili- 
gence defence”. 


The due diligence defence applies in the context of the reporting obligations imposed 
upon the persons referred to in new subsection 237.3(2). Whether a person has exer- 
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cised the degree of care, diligence and skill required will be based on the facts and 
circumstances of each case. It is intended that the application of the due diligence 
defence for the purpose of new section 237.3 will be based on the jurisprudence that 
applies in respect of similar defences for the purposes of other provisions of the Act. 


A person for whom a tax benefit could result from a reportable transaction, or from a 
series of transactions that includes a reportable transaction, is required to file an in- 
formation return in respect of the avoidance transaction, or of each transaction that is 
part of a series of transactions that includes the avoidance transaction, as the case 
may be. Such person is required to make reasonable and good faith efforts to deter- 
mine whether a transaction is an avoidance transaction, or is part of a series of trans- 
actions that includes the avoidance transaction, and whether any two of paragraphs 
(a) to (c) of the definition “reportable transaction” are applicable to the avoidance 
transaction or series of transactions. If such a person is subject to a reporting require- 
ment under new subsection 237.3(2) in respect of an avoidance transaction, then the 
person is also required to make reasonable and good faith efforts in identifying and 
disclosing full and accurate information in respect of each transaction that is part of a 
series of transactions that includes the avoidance transaction. 


A person who enters into an avoidance transaction that is a reportable transaction for 
the benefit of another person is required to file an information return in respect of the 
avoidance transaction. Such person is required to exercise the same degree of care, — 
diligence and skill as they would if they had entered into the reportable transaction 
on their own behalf. 


A person who is an advisor or a promoter in respect of an avoidance transaction, ora 
series of transactions that includes an avoidance transaction, and any person who — 
does not deal at arm’s length with such advisor or promoter, would also be required 

to exercise adequate care, diligence an skill to determine whether a tax benefit could 
result from the avoidance transaction or series for a person, and whether any two of — 
paragraphs (a) to (c) of the definition “reportable transaction” are applicable to the — 
avoidance transaction or series. 


Persons, other than those for whom a tax benefit could result for a transaction or 
series, will not be subject to a penalty under new subsection 237.3(8) if they file on a 
timely basis (or if they reasonably believe that another person has filed on a timely 
basis) an information return in respect of each transaction for which they reasonably 
believe, after making reasonable efforts, that they are subject to a reporting require- ~ 
ment. For example, if an advisor, acting reasonably, determines that a reportable 
transaction in respect of which the advisor provided advice, and is entitled to a fee 
described in paragraph (a) or (c) of the definition “reportable transaction” in new 
subsection 237.3(1), is part of a series of three transactions, the advisor will have 
satisfied his or her reporting obligation if he or she files (or, pursuant to new subsec- 
tion 237.3(4), if another person files) a full and accurate report in respect of the three 
transactions that made up that part of the series even if, unknown to the advisor, the 
three transactions were actually part of a larger series of transactions. 


(12) Reporting not an admission — The filing of an informa- 
tion return under this section by a person in respect of a reportable 
transaction is not an admission by the person that 


(a) section 245 applies in respect of any transaction; or. 


(b) any transaction is part of a series of transactions. 


Technical Notes (Sept. 10, 2010): New subsection 237.3(12) provides that the _ 
filing of an information return under new section 237.3(2) by a person in respect of a 
reportable transaction is not an admission by the person that section 245 applies in 
respect of any transaction, or that any transaction is part of a series of transactions. 


If a required information return in respect of a reportable transaction is filed with the _ 
Minister of National Revenue and, in the case of a return that is late-filed, the appli- 
cable penalty and interest on the penalty is paid, the Minister may consider whether _ 
section 245 applies to the reportable transaction. If so, the Minister may determine _ 
any tax consequences to any person through a notice of assessment, ‘Teassessment, 
additional assessment or determination pursuant to subsection Ist 1 1) wi Pda 

to the reportable transaction. — 


(13) Application of ss. 231 to 231.3 — Without ee oh 
generality of sections 231 to 231.3, notwithstanding that a return 
of income has not been filed by a taxpayer under section 150 for 
the taxation year of the taxpayer in which a tax benefit results, or 
would result but for section 245, from the reportable transaction, 
sections 231 to 231.3 apply, with such modifications as the cir- 
cumstances require, for the purpose of permitting the Minister to 
verify or ascertain any information in respect of that transaction. - 


Technical Notes (Sept. 10, 2010): New subsection 237.3(13) ensures that the 
provisions of sections 231 to 231.3 dealing with audits, inspections and powers of — 
enforcement apply to any. person who is required to file an information return in_ 
respect of a reportable transaction under new subsection 237.3(2) notwithstanding — 
that, at the time of such audit or inspection, a return of income may not have oo 
filed for the taxation year in which a tax benefit results, or would result but for sec- 
tion 245, from the reportable transaction or series ksawtaciicce: that se the 
reportable transaction. : D 5) 
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closed reportable transaction or series that includes that transaction. The redetermina- 
tion could be made as if section 245 was deemed to apply, notwithstanding subsec- 
tion 245(4). 


Persons who have failed to fully satisfy their reporting obligations may be jointly and 
severally, or solidarily, liable to the penalty, subject to a limitation for advisors and 


promoters and the due diligence defence provided in new subsection 237.3(11). If the . 


reporting obligation is satisfied in accordance with this new section only after the 
filing date, and any late-filing penalty and interest is paid, the Minister may allow a 
tax benefit from a reportable transaction disclosed late if the tax benefit satisfies all 


of the requirements of the otherwise applicable income tax law, including the so : 


anti-avoidance mule. 


New section 237.3 applies in respect of avoidance: transactions that are eatened into 
after 2010, as well as to avoidance transactions that are part of a series of transactions 
that commenced before 2011 and is completed after 2010. If the filing of an informa- 
tion return under proposed subsection 237.3 would be required before July 1, 2011, 
the information return is deemed to be filed before that day if it is filed before 2012. 


Dept. of Finance news release 2010-043, May 7, 2010: Government of Can- 
ada Seeks Public Input en Proposals to Require Information Reporting of Tax — 
ance Transactions 


The Honourable Jim Flaherty, Minister of Finance, today released for public consul- 
tation proposals concerning an information reporting regime for certain tax avoid- 
ance transactions, as proposed in Budget 2010. _. 


“These proposals seek to ensure that our income tax system is fair to all Canadians,” 


said Minister Flaherty. “They will help the Canada Revenue Agency to identify in- 


stances of aggressive tax pane, which can undermine the integrity of our income 
tax system.’ 2 i u 


Budget 2010 put forth for consultation a pepo under which a tax avoidance trans- 
action that bears at least two of three hallmarks of aggressive tax planning would be ~ 


required to be reported to the Canada Revenue Agency. The proposals released oy 
for consultation provide details about: 


* the persons who would be subject to the reporting rules; 
* the transactions that would be required to be disclosed; 
* the proposed form, content and timing of disclosure; and 


* the proposed consequences for failure to disclose a reportable transaction. 


A backgrounder and a description of the proposals accompany this release. 


The Government will review comments received in the course of these public consul- 


tations. As announced in Budget 2010, it is proposed that these measures, as modi- 


fied to take into account the consultations, would apply to avoidance transactions — 


entered into after 2010, as well as avoidance transactions that are part of a series of 
transactions that commenced before 2011 and will have been completed after 2010. 
Interested parties are invited to ee comments on these proposals by July 1, 
2010. LY” 


Comments may be sevmnineel to the Tax Legislation Division at the Department of 
Finance at consultations245 @fin.gc.ca. Once received by the Department of Finance, 
all submissions will be subject to the Access to Information Act and may be disclosed 
in accordance with its provisions. Should you express an intention that your submis- 
sion be considered confidential, the Department will make all efforts to protect this 
information within the requirements of the law. ; 


For further information, media may contact: Annette Robertson, Press Secretary of 
fice of the Minister of Finance, 613-996- 7861; Ue, Aubry, Media Relations, Ls 
ment of Finance, 613-996-8080. J 


Backgrounder 


In Budget 2010, the Government announced that it would consult on a proposal 
under which certain tax avoidance transactions would be required to be reported to 
the Canada Revenue Agency. Today’s release provides details of the proposals for 
public consultation, and is seeking views of stakeholders. 


These proposals seek to address concerns about the impact of aggressive tax avoid- 
ance transactions on the fairness of the income tax system. Canada is not the only 
jurisdiction that has acted to address the impact of aggressive tax planning. Notably, 
the United Kingdom, the United States and the province of Québec have introduced 
reporting regimes that identify aggressive tax planning by reference to “hallmarks” 


of such tax planning, to assist their respective tax administrations in identifying po- 


tentially abusive transactions and their participants. In general terms, the particular 
hallmarks reflect certain circumstances that commonly exist in the context of tax 
avoidance transactions. The presence of these hallmarks often indicates a greater 
likelihood that the underlying transactions are ones that cous be challenged under 
the existing provisions of the tax law. 


Budget 2010 therefore proposed consultations on a reporting regime for Canada. 
These proposals, as modified to take into account the public consultations, would 
apply to avoidance transactions entered into after 2010, as well as avoidance transac- 
tions that are part of a series of transactions commenced before 2011 and completed 
after 2010. 


Description of the proposals 
Terms used in this description are defined below. Generally, under these proposals: 


¢ A transaction entered into by a taxpayer that is an avoidance transaction — as 
currently defined under the Income Tax Act — and which bears at least two of 
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three hallmarks (described below) would be a “reportable transaction” in respect — 
of which the taxpayer would be required to report prescribed information to the | 
Canada Revenue Agency. Tax advisors and promoters may also be subject to the 
reporting requirements. s 

* Persons subject to the reporting requirements may be crete to a sepa dl for fail 

ure to disclose a reportable transaction. 

* Upon discovery of a reportable transaction that has not been ee when re- 
quired, the Canada Revenue Agency would be empowered to deny the tax bene- 
fit resulting from the transaction. If the taxpayer still wants to claim the tax bene- 
fit, the taxpayer would be required to file with the Canada Revenue Agency the 
information that should have been reported as well as to pay a late-filing penalty. 


Reportable transaction 


Under these proposals, a reportable transaction would be a transaction es into 
by or for the benefit of a taxpayer that is classified within the existing definition of an 
“avoidance transaction” and. that bears at least two of the following three hallmarks: 


1. A promoter or tax advisor i in cocaine of es transaction is sian to fees that are to 
any extent ‘ : 


* attributable to the amount of the tax pele from the (erst 
* contingent upon the obtaining of | a tax benefit from the transaction; or 


¢ attributable to the number of taxpayers who participate in the transaction or who 
_ have been provided access to advice given by the promoter or advisor lage 
he tax consequences from the transaction. 


D promoter or tax advisor in respect of the transaction eae confidential pro- 
tection” with respect to the transaction. 


3. The taxpayer or the person who entered into the transaction for the benefit of the 
taxpayer obtains “contractual protection” i in respect of the transaction (otherwise than © 
as a result of a fee described in the first hallmark). 


A reportable transaction would include all the transactions in a series of transactions 
if at least one of the transa s in that series is an avoidance transaction. sean! 
would be required for the nh year i in which a tax benefit arises. 


If a reportable transaction is also a tax shelter or a flow- through share afrangement, 
only the reporting requirement for tax shelters or flow-through oa would aes 


Persons subject to the reporting requirements 


Under these proposals, an information return would be canied to be filed ‘with the 
Canada Revenue Agency by a person who seeks to obtain a tax benefit from a report- 
able transaction. This reporting requirement would also apply to any person who en- 
ters into such a transaction for the benefit of a tax , such as where the result ofa 
series of transactions undertaken by a corporation is that a tax benefit will ¢ accrue to a 
current or future Shareholder of the corporation. 


Tf one or more promoters or tax advisors are entitled to fees as eet in the 
i spect to that transaction, ‘each such promoter or tax advisor wou 
also have to file an information return with the Canada Revenue Agency. 


If more than one person is required to file an information return in respect of a re- 
portable transaction, the filing of a complete beea oe ck one oor the uae will 
satisfy the obligation of each party. . : 


Form and content of information return 


The information return with respect to a reportable transaction would be requcd te 
be filed in prescribed form on or befo axpayer’s filing-due date for the taxation : 
year in which the tax benefit arose. \ e taxpayer who sought to obtain the tax _ 
benefit does not have a filing-due date, escribed form would be required to 
filed before June 30 of the calendar year following the calendar year in which the | 
benefit arose. 


The Canada Revenue ee will publish guidance in respect of the manne ‘ 
which a transaction is to be reported and the information that will be required 8 peo 
reported. 


Disclosure of a en transaction would have no bearing « on. 1 Whee the benefit Ce 
is allowed under the law; rather it would simply assist the Canada Revenue Agency — 
in identifying the transaction and the taxpayer who seeks to obtain a tax benefit from — 
the transaction. In this regard, disclosure of a reportable transaction would not be — 
considered in any way as an admission that the General Anti-Avoidance Rule © 
(GAAR) applies to the transaction, or that the transaction is an avoidance transaction — 
for the purpose of the GAAR. Furthermore, the fact that reporting of a particular — 
transaction may not be required under these proposed rules should not be taken to ee 
suggest that the GAAR does not apply to the transaction. i 


Consequences for failure to report ‘ 
Suspension of the tax benefit 


Any tax benefit sought to be obtained by a taxpayer from a epcable transaction, : 
would not be available until the transaction is ioe: and, if oe the pea i 
for failure to disclose the transaction is paid. hes 


Penalty for failure to report 


If an information return in respect of a epokeblee transaction is not filed ns wate a 
required, each person who is required to file would be liable to pay a penalty, nok. 
withstanding any agreement between the parties as to who is to file the return. In 
such circumstances, the penalty payable by any taxpayer who sought to obtain a tax — 
benefit from the reportable transaction would be the total of all amounts each of © 
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which is a fee in respect of the transaction, described in a hallmark, to which a pro- 
or tax advisor is or would be entitled to receive. All other persons who entered 

o the transaction for the benefit of the taxpayer would be jointly and severally — 

with the taxpayer to pay that penalty. Each promoter or tax advisor in respect 

tres tamaaotiont would: be ca and. sapere liable the taxpayer, 


onsidered that the arrangement includes or relates to an avoidance _ 


tson may be a promoter in respect of the same avoidance 


mean a person who, directly or indirectly, provides 


: ssistance or advice. with ‘respect to organizing or implementing: an 
a transaction entered into by or for the cas of a anes OF © 7 


‘The: existing d acfntion of an’ 
Anti-Avoidance Rule (GAA 


‘ nsuitations, would . 
s well as avoidance: tra \sac- - 


Budget 2 2010 announces a ne consultation on proposals to require the reporting of 
certain tax avoidance transactions. The Government will undertake consultations 
with stakeholders on vee ee with a view to moproune os cody of the 


S y is essenti fo ensure des seers of 
tanseesrnent system. eee this fairness requires a balancing between - 


taneaction for é bene to 


sits fapsertion tf ae a aeat C0 ae 1 Z is not abused. Aggressive tax 
rement bee adviso ae ability ¢ ta aS | undermine the tax bas ) 


‘purpo: ne rely on t 
ecegee sane 


cae ina nly manner, 
equirements for tax: shelters, 
le for tax shelters assists the 


foe” would mean any ddisiaaetbit that i is, or could be, recei 
moter or r tax advisor i in _— ofa transaction for) 


monly exist when taxpayers enter into tax 
hallmarks are not themselves evidence ol 
ansactions are present that 
In this tegard, the proposed 


pales would include eee 
Promoter ; 
A “promoter” would bea ‘person who 


3 * engages in ‘an activity that is the promoting or F caihng (whether ¢ as principal 
_ agent and whether directly or indirectly) of an arrangement, plan or scheme (an 
_ “arrangement”) where it can reasonably be considered that th arnecrnen 
_ cludes or relates to an avoidance transaction, or > 


accepts (whether as principal or agent and whether directly or indi tly) contig: | 2. A promoter or tax advisor in ~~ of the: transaction requires “confidential - 
eration in respect of the promotion or sale of an arrangement where itcanrea- | —_ protection” about the transaction. — : 


t utable to the amount tof the tax. x bent from transaction, 
. ‘contingent upon the obtaining of a tax benefit from the nancaeuins or 


¢ attributable to the number of taxpayers who participate in the transaction or 
n who have been provided access to advice. Ben a the promoter or advisor 
Beas | regarding the tax consequences from : 
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3. The taxpayer or the person who entered into the transaction for the benefit of 
the taxpayer obtains “contractual protection” in respect of the transaction (other- 
wise than as a result of a fee described in the first hallmark). 


A transaction that is a tax shelter or a flow-through share chee will not be 
impacted by these proposals, but will be subject to the existing requirements for tax 
shelters and flow-through shares. 


Upon discovery of a reportable transaction that has not been reported when required, 
the Canada Revenue Agency could deny the tax benefit resulting from the transac- 
tion, If the taxpayer still wanted to claim the tax benefit, it would be required to file 
with the Canada Revenue Agency any required information and to pay a penalty. The 
disclosure of a reportable transaction would have no bearing on whether the benefit 
is allowed under the law; rather it would simply assist the Canada Revenue Agency 
in identifying the transaction. In this regard, the disclosure of a reportable transaction 
would not be considered in any way as an admission that ~~ Disc Anti-Avoid- : 
ance Rule applies to the transaction. ; : 


These proposals, as modified to take into account the sobalienon would apply to _ 
avoidance transactions entered into after 2010, as well as those that are part of a 
series pF transactions completed after 2010. 


Definitions [s- 237.3]: * ndviso®™ ee - 
length” —251(1); “assessment” — 248(1); “avoidance transaction” —237. 3(1 
245(3); “calendar year” — Interpretation Act 3701 \(a); “confidential protection” 

“contractual protection”, “fee” — 237.3(1); “flow-through share’ — 66(15), 248(1): 
“Minister” — 248(1); “person” — 237.3(1), “prescribed” — 248(1);, “promoter” — 
237.3(1); “reportable transaction” — 237.3(1), (14), “series”, “series of transac- 

tions” — 248(10); “tax benefit” — 237.3(1); “tax shelter” — 237.1(1). 1); 
tion year” — 249; “taxpayer” — 248(1); “transaction” — 237. 30). _ 


Offences and Punishment 


238. (1) Offences and punishment — Every person who has 
failed to file or make a return as and when required by or under this 
Act or a regulation or who has failed to comply with subsection 
116(3), 127(3.1) or (3.2), 147.1(7) or 153(1), any of sections 230 to 
232 or a regulation made under subsection 147.1(18) or with an or- 
der made under subsection (2) is guilty of an offence and, in addi- 
tion to any penalty otherwise provided, is liable on summary con- 
viction to 


(a) a fine of not less than $1,000 and not more than $25,000; or 


(b) both the fine described in paragraph (a) and imprisonment 
for a term not exceeding 12 months. 


Related Provisions: 162, 163 — Penalties; 242 — Where corporation is guilty of 
offence; 243 — Minimum fine; 244(4) — Summary conviction charges must be laid 
within 8 years; Interpretation Act 34(1) —Indictable and summary conviction of- 
fences; Interpretation Act 34(2) — Criminal Code provisions apply. 


Selected Cases [subsec. 238(1)]: Maleki v. R., [2007] 1 C.T.C. 212 (Ont CJ) 
(Subpoenas quashed where evidence would have been irrelevant and process existed to 
provide certified copy of statute); R. v. MacDonald, [2005] 5 C.T.C. 77 (BC PC) (Min- 
ister unable to prove 30-day delay to provide information was reasonable); R. v. Od- 
ishaw, [2005] 4 C.T.C. 174 (BC CA) (Must be clear if accused is to be made party to 
corporation’s failure to file return); R. v. Euerby (V.J.), [1992] 2 C.T.C. 149 (BC SC) 
(Penalty for failure to comply with notice to file return not cruel and unusual punish- 
ment under Charter); Canada v. J.P. Consultants, [1990] 2 C.T.C. 514 (Man PC) (Tax- 
payer continuing to rely on advice of accountant whose actions had already resulted in 
charges against taxpayer had no defence of due diligence to charge of failing to file 
returns); Licht v. Canada, [1990] 2 C.T.C. 477 (FCTD) (Court extended 10-day delay 
to file information to 60 days where Crown could not show harm caused by extension); 
R. v. Merkle, [1979] C.T.C. 519 (Alta CA) (Taxpayer established defence of due dili- 
gence against charge of failing to file a return where he directed his accountant to do so 
within a “reasonable time”); R. v. Subacious, [1978] C.T.C. 610 (Ont CA) (Failure to 
file a return results in a separate offence for each successive day return not filed). 


Information Circulars: 00-1R2: Voluntary disclosures program. 


CRA Audit Manual: 8.5.0: Non-compliance identification projects; 10.11.8: Referrals 
to enforcement and disclosure directorate; 15.5.0: Foreign-based information and 
documentation. 


(2) Compliance orders — Where a person has been convicted by 
a court of an offence under subsection (1) for a failure to comply 
with a provision of this Act or a regulation, the court may make 
such order as it deems proper in order to enforce compliance with 
the provision. 

Related Provisions: 231.7 — Compliance order for assistance with audit or demand. 


Selected Cases [subsec. 238(2)]: Henneberry v. R., [2004] 1 C.T.C. 238 (NS Prov 
Ct) (Court’s jurisdiction to make order unaffected by bankruptcy); R. v. Jacques, 
[2000] 2 C.T.C. 475 (BC SC) (Filling “N/A” in portion of tax return relating to income 
constituted failure to file return); R. v. Grimwood, [1988] 1 C.T.C. 44 (SCC) (Failure to 
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comply with a demand to provide information pursuant to subsec. 231(3) results in a 
separate offence for each demand not complied with); Hartmann v. R., [1971] C.T.C. 
396 (Sask DC) (Where company convicted under provision, sole officer also convicted 
for participating with company in offence); R. v. Sakellis, [1970] C.T.C. 342 (Ont CA) 
(Offence of failure to remit source deductions impossible to commit until expiry of 
time provided for such remittance). 


Information Circulars: 73-10R3: Tax evasion. 


(3) Saving — Where a person has been convicted under this sec- 
tion of failing to comply with a provision of this Act or a regulation, 
the person is not liable to pay a penalty imposed under section 162 
or 227 for the same failure unless the person was assessed for that 
penalty or that penalty was demanded from the person before the 
information or complaint giving rise to the conviction was laid or 
made. 


Selected Cases [s. 238]: R. v. Jones, [2000] 4 C.T.C. 27 (Alta QB) (Requirement to 
file return applied, even if income may be exempt from tax). 


Definitions [s. 238]: “person”, “regulation” — 248(1). 


239. (1) Other offences and punishment — Every person who 
has 


(a) made, or participated in, assented to or acquiesced in the 
making of, false or deceptive statements in a return, certificate, 
statement or answer filed or made as required by or under this 
Act or a regulation, 


(b) to evade payment of a tax imposed by this Act, destroyed, 
altered, mutilated, secreted or otherwise disposed of the records 
or books of account of a taxpayer, 


(c) made, or assented to or acquiesced in the making of, false or 
deceptive entries, or omitted, or assented to or acquiesced in the 
omission, to enter a material particular, in records or books of 
account of a taxpayer, 


(d) wilfully, in any manner, evaded or attempted to evade com- 
pliance with this Act or payment of taxes imposed by this Act, 
or 


Selected Cases [para. 239(1)(d)]: R. v. Balla, [2009] 5 C.T.C. 117 (BC PC) 
(Minister does not have to demand filing of tax return before proceeding); R. v. Atlantic 
Technologist Ltd., (2009] 2 C.T.C. 20 (NL Prov Ct) (Owner of corporation had neces- 
sary intent to evade corporate tax); R. v. Ricci, [2005] 1 C.T.C. 40 (Ont CA) (Mistrial 
refused where accused represented by agent and had presented no evidence); R. v. 
Klundert, [2004] 5 C.T.C. 20 (Ont CA) (Honest belief that Act was unconstitutional not 
relevant to culpability); Canada v. Caseley, [1991] 1 C.T.C. 211 (PEI SC) (Penalty 
may be levied under provision notwithstanding previous penalty under subsec. 163(2) 
imposed for same acts); R. v. Redpath Industries Ltd. et-al., [1984] C.T.C. 483 (Que 
SC) (Crown must prove that tax is payable for purposes of establishing evasion 
charges); R. v. Paveley, [1976] C.T.C. 477 (Sask CA) (Express refusal to file return 
does not, in itself, imply intent to deceive, nor satisfy requirements of charge of wilful 
evasion); R. v. Kidd, 74 D.T.C. 6574 (Ont SC) (Failure to sign inaccurate return no 
defence to evasion charge); R. v. Poynton, [1972] C.T.C. 411 (Ont SC) (Failure to re- 
port fraudulently obtained amounts as income constituted evasion). 


(e) conspired with any person to commit an offence described by 
paragraphs (a) to (d), 
is guilty of an offence and, in addition to any penalty otherwise pro- 
vided, is liable on summary conviction to 


(f) a fine of not less than 50%, and not more than 200%, of the 
amount of the tax that was sought to be evaded, or 


Selected Cases [para. 239(1)(f)]: R. v. Lettroy, [2000] 2 C.T.C. 478 (Ont SCJ) 
(Accused to be given time to pay fine). 


(g) both the fine described in paragraph (f) and imprisonment for 
a term not exceeding 2 years. 


Related Provisions: 163(2) — Penalty — false statements; 239(1.1) — Offences re 
refunds and credits; 239(2) — Prosecution on indictment; 242 — Where corporation is 
guilty of offence; 243 — Minimum fine; 244(4) — Summary conviction charges must 
be laid within 8 years; /nterpretation Act 34(1) — Indictable and summary conviction 
offences; Interpretation Act 34(2) — Criminal Code provisions apply. 


Selected Cases [subsec. 239(1)]: R. v. Crischuk, [2011] 1 C.T.C. 149 (BC SC) 
(Jail sentence imposed on advisor who counselled false returns); R. v. Luoma, [2011] 1 
C.T.C. 86 (BC SC) (Sentencing principles reviewed; incarceration is last resort); R. v. 
Zuk, [2005] 5 C.T.C. 177 (Ont CJ) (Crown failed to prove source of unreported in- 
come; common sense not proof beyond reasonable doubt); Kelly v. R., [2005] 2 C.T.C. 
2059 (TCC) (Crown not required to establish exact amount of tax sought to be evaded); 
R. v. Jarvis, [2003] 1 C.T.C. 135 (SCC) (Taxpayer must be warned when investigation 
turns from determination of tax liability to determination of penal liability); Ross v. R., 
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[2002] 4 C.T.C. 461 (NS Prov Ct) (Net worth assessment approach can be used in 
prosecutions); Anderson v, R., [2002] 3 C.T.C. 197 (Sask QB) (Materials obtained by 
compulsion for purposes of tax evasion prosecution must be obtained by properly is- 
sued warrant or evidence will be excluded); R. v. Yip, [2000] 2 C.T.C. 66 (Alta Prov 
Ct) (Taxpayers to be advised when audits not routine); R. vy. Michaud, [2000] 1 C.T.C. 
366 (NB QB) (“Every person” is broad enough to include preparer of tax return); 
Jurchison v: R., [2000] 1 C:T.C.. 2762 (TCC) (Assessment may not be quashed where 
some evidence not illegally obtained); R. v. Anderson, [2000] 1,C.T:C..108, (Sask Prov 
Ct) (Evidence from: improper search and seizure excluded); Neeb v. Canada, [1997] 2 
C.T.C. 2343 (TCC) (No identity of issues in criminal and civil proceedings since tax 
liability can only be determined by Tax Court); Canada vy. Cancor Software Corp., 
[1990] 2 C.T.C. 479 (Ont CA); leave to appeal to SCC refused (1991), 130 N.R. 394 
(note) (Under ss. 548 and 549. of Criminal Code, judge has authority. to commit ac- 
cused to trial for offences under Income Tax Act); Canada y. Maplesden, [1990] 2 
C.T.C. 276 (Alta QB) (Crown must prove actus reus and mens rea beyond reasonable 
doubt); Canada v. Hutton, [1990] 2 C.T.C. 258 (Alta CA) (Where taxpayer and his 
defrauded principal agreed to treat funds diverted by taxpayer as loans, taxpayer had no 
mens rea for evasion in respect of return filed after agreement); Cipriani v. R., [1988] 1 
C.T.C. 394 (Ont CA) (Sections 7 ‘and 24 of the Charter inapplicable to admissible 
statements voluntarily made to investigator); Lucier v. R., [1988] 1.C.T.C..230 (Ont 
CA) (Crown must establish-mens rea for conviction of wilfully evading taxes); R. v. 
Landes et al., [1988] 1 C.T.C. 124 (Que SC) (Taxpayer wrongly characterizing income 
as capital gain acquitted of evasion charge where error not so glaring as to lead to 
conclusion that deliberate evasion committed); R. v. Sharma, [1987] 2 C.T.C. 253 (Ont 
SC) (Prosecution under provision in addition to penalties under subsec. 163(2) not vio- 
lation of Charter); Rans Construction (1966) Ltd. et al. v. R., [1987] 2 C.T.C. 206 
(FCTD) (Taxpayer permitted to appeal assessment in respect of years for which crimi- 
nal charges: successfully prosecuted); Century 21 Ramos Realty Inc. v. R., [1987] 1 
C.T.C. 340, (sub nom. Ramos v. R.) (Ont CA); leave to appeal to SCC refused (1987), 
44 D.L.R. (4th) vii (note) (Taxpayer convicted of evasion after benefit of amount unre- 
ported attributed to taxpayer under subsec. 56(2)); Knox Contracting Ltd. et al. v. R., 
[1986] 2 C.T.C. 194 (NB QB) (Search warrants obtained under s. 443 of Criminal 
Code held to be inapplicable to documents sought for purposes of Income Tax Act); 
Spencer v. R., [1985] 2 C.T.C. 310 (SCC) (Resident’s right to liberty and security of 
the person not violated when compelled to testify in Canada regarding information ob- 
tained as bank manager in Bahamas, where such disclosure constituted criminal 
offence); Collins v. R., [1985] 1 C.T.C. 342 (Ont CA) (Having paid tax in U.S. after 
being charged with evasion in Canada not a defence); Sturgess v. R., [1984] C.T.C. 1 
(FCTD) (Taxpayer claiming to be too busy to file return convicted of evasion; “eva- 
sion” interpreted); R. v. Lavoie, [1970] C.T.C. 476 (Sask CA) (Taxpayer convicted of 
separate offences under paras. (a) and (b); both offences arose from same facts). 


I.T. Application Rules: 65.1(b) (where offence committed before December 23, 
1971). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees. 


Information Circulars: 73-10R3: Tax evasion; 78-10R5: Books and records reten- 
tion/destruction; 00-1R2: Voluntary disclosures program; 05-1R1: Electronic record 
keeping. 


Registered Charities Newsletters: 11 (audit of tax preparer lands registered chari- 
ties and executive director in hot water). 


CRA Audit Manual: 8.5.0: Non-compliance identification projects; 10.11.8: Referrals 
to enforcement and disclosure directorate; 28.14.0: Offences and penalties. 


(1.1) Offences re refunds and credits — Every person who 
obtains or claims a refund or credit under this Act to which the per- 
son or any other person is not entitled or obtains or claims a refund 
or credit under this Act in an amount that is greater than the amount 
to which the person or other person 1s entitled 


(a) by making, or participating in, assenting to or acquiescing in 
the making of, a false or deceptive statement in a return, certifi- 
cate, statement or answer filed or made under. this. Act or a 
regulation, 


(b) by destroying, altering, mutilating, hiding or otherwise dis- 
posing of a record or book of account of the person or other 
person, 


(c) by making, or assenting to or acquiescing in the making of, a 
false or deceptive entry in a record or book of account of the 
person or other person, 


(d) by omitting, or assenting to or acquiescing in an omission to 
enter a material particular in a record or book of account of the 
person or other person, 


(e) wilfully in any manner, or 


(f) by conspiring with any person to commit any offence under 
this subsection, 


S. 239(2) 


is guilty of an offence and, in addition to any penalty otherwise pro- 
vided, is liable on summary conviction to 


(g) a fine of not less than 50% and not more than 200% of the 
amount by which the amount of the refund or credit obtained or 
claimed exceeds the amount, if any, of the refund or credit to 
which the person or other person, as the case may be, is entitled, 
or 


(h) both the fine described in paragraph (g) and imprisonment 
for a term not.exceeding 2 years. 


Related Provisions: 239(2) — Prosecution on indictment. 


History: Subsec. 239(1.1) added by 1998, c. 19, subsec. 235(1), in force June 18, 
1998. 


(2) Prosecution on indictment — Every person who is charged 
with an offence described in subsection (1), or (1.1) may,.at the elec- 
tion of the Attorney General of Canada, be prosecuted on indict- 
ment and, if convicted, is, in addition to any penalty otherwise pro- 
vided, liable to 


(a) a fine of not less than 100% and not more than 200% of 


(i) where the offence is described in subsection (1), the 
amount of the tax that was sought to be evaded, and 


(ii) where the offence is described in subsection (1.1), the 
amount by. which the amount of the refund or credit obtained 
or claimed exceeds the amount, if any, of the refund or credit 
to which the person or other person,.as the case may be, is 
entitled; and 


st imprisonment for a term not exceeding 5 yours 


_ Proposed Amendment — Proceeds of crime and 
money laundering 


ip pplementary Information, March 4, 2010: Tax Evasion cad 
eo and Money Laundering Regime 


rended i in December 2001 as part of an iepuonally coor- 
d countries to counter criminal and terrorist activities. The 
money laundering regime in the Criminal Code provides the 

i ivities, with enhanced powers to 
tain proceeds o of crime and to apply minimum terms of impris- 
Is and terrorists who do eir proceeds of crime. 
sisted in ir rious offences (referred 


proceeds 
Crown, f 
search, to 


may be ine es Indictable tax ‘offences gto a the Income Tax ee the 
Excise Tax “ee one Excise A ih —~ econ oed rane and 240(1)) and’ the 


bit of ne “proceeds of crim 


ration: erning the copier of the pro- 
ceeds of crime and money launc ime, and ‘provide further support for interna- 
tional efforts to counter criminal and terrorist activities, by repealing the exclusion for 
indictable tax offences under the Income Tax Act, ‘the Excise Tax Act, the Excise Act, 
and the Budget Implementation Act, 2000 from the definition of “designated offence” 

under the Criminal Code, such that the Crown will be able to prosecute these tax of- 
fences using that regime, regardless of whether prosecuted under the Criminal Code 
$ or the tax statutes. Budget 2010 also proposes consequential amend- 
roceeds of Crime (Money Laundering) and Terrorist Financing Act con- 
sistent with the proposal above with respect to the Criminal Code. 


Budget 2010. proposes to r 


Related Provisions: 243 — Minimum fine; Interpretation Act 34(1) — Indictable 
and summary conviction offences; Interpretation Act 34(2) — Criminal Code provi- 
sions apply. 


History: Subsec. 239(2) amended by 1998, c. 19, subsec. 235(2), in force June 18, 
1998. Subsec. 239(2) formerly read: 


(2) Every person who is charged with an offence described in subsection (1) 
may, at the election of the Attorney General of Canada, be prosecuted on indict- 
ment and, if convicted, is, in addition to any penalty otherwise provided, liable to 


(a) a fine of not less than 100%, and not more than 200%, of the amount of 
the tax that was sought to be evaded; and 


(b) imprisonment for a term not exceeding 5 years. 


Selected Cases [subsec. 239(2)]: 2. v.. Terracina, [2000] 2.C.T.C. 486 (Ont SCJ) 
(Three-year concurrent sentences imposed on multiple offences). 


Interpretation Bulletins: IT-99RS: Legal and accounting fees. 
Information Circulars: 73-10R3: Tax evasion. 
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(2.1) Providing incorrect tax shelter identification num- 
ber — Every person who wilfully provides another person with an 
incorrect identification number for a tax shelter is guilty of an of- 
fence and, in addition to any penalty otherwise provided, is liable 
on summary conviction to 


(a) a fine of not less than 100%, and not more than 200%, of the 
cost to the other person of that person’s interest in the shelter; 


(b) imprisonment for a term not exceeding 2 years; or 


(c) both the fine described in paragraph (a) and the imprison- 
ment described in paragraph (b). 
Related Provisions: 237.1 — Tax shelters; 242 — Where corporation is guilty of 
offence; 243 — Minimum fine. 


Information Circulars: 89-4: Tax shelter reporting. 


(2.2) Offence with respect to confidential information — 
Every person who 


(a) contravenes subsection 241(1), or 


(b) knowingly contravenes an order made under subsection 
241(4.1) 


is guilty of an offence and liable on summary conviction to a fine 
not exceeding $5,000 or to imprisonment for a term not exceeding 
12 months, or to both. 

Related Provisions: 122.64(4) — Offence; 239(2.21) — Offence with respect to 


confidential information; 239(2.22) — Definitions; 242 — Where corporation is guilty 
of offence; 244(4) — Summary conviction charges must be laid within 8 years. 


History: Subsec. 239(2.2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), s. 136. 
Subsec. (2.2) formerly read: 
(2.2) Every person 
(a) who contravenes subsection 241(1), or 
(b) to whom information has been provided pursuant to subsection 241(4) 


and who knowingly uses, communicates or allows to be communicated that 
information for any purpose other than that for which it was provided, 


is guilty of an offence and liable on summary conviction to a fine not exceeding 
$5,000 or to imprisonment for a term not exceeding 12 months or to both. 


(2.21) Idem — Every person 


(a) to whom taxpayer information has been provided for a par- 
ticular purpose under paragraph 241(4)(b), (c), (e), (h), (k); (n), 
(0) or (p), or 
(b) who is an official to whom taxpayer information has been 
provided for a particular purpose under paragraph 241(4)(a), (d), 
(f), (f.1), @) or G.1) 
and who for any other purpose knowingly uses, provides to any per- 
son, allows the provision to any person of, or allows any person 
access to, that information is guilty of an offence and liable on sum- 
mary conviction to a fine not exceeding $5,000 or to imprisonment 
for a term not exceeding 12 months, or to both. 


History: Para. 239(2.21)(b) amended by 2001, c. 41, s. 117 to add reference to para. 
(f.1), in force December 24, 2001. 


Para. 239(2.21)(a) amended by 2001, c. 17, s. 185, to add reference to paras. (0) and 
(p), in force June 14, 2001. 
Para. 239(2.21)(a) amended by 1999, c. 26, s. 40, in force June 17, 1999. The para. 
formerly read: 
(a) to whom taxpayer information has been provided for a particular purpose 
under paragraph 241(4)(b), (c), (e), (h) or (k), or 
Para. 239(2.21)(b) amended by 1998, c. 21, s. 96, in force on June 18, 1998. The para. 
formerly read: 


(b) who is an official to whom taxpayer information has been provided for a 
particular purpose under paragraph 241(4)(a), (d), (f) or (i) 


(2.22) Definitions — In subsection (2.21), “official” and “tax- 
payer information” have the meanings assigned by subsection 
241(10). 

History: Subsecs. 239(2.21) and (2.22) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 
136. 


(2.3) Offence with respect to an identification number — 
Every person to whom the Social Insurance Number of an indivi- 
dual or to whom the business number of a taxpayer or partnership 
has been provided under this Act or a regulation, and every officer, 
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employee and agent of such a person, who without written consent 
of the individual, taxpayer or partnership, as the case may be, 
knowingly uses, communicates or allows to be communicated the 
number (otherwise than as required or authorized by law, in the 
course of duties in connection with the administration or enforce- 
ment of this Act or for a purpose for which it was provided by the 
individual, taxpayer or partnership, as the case may be) is guilty of 
an offence and liable on summary conviction to a fine not exceed- 
ing $5,000 or to imprisonment for a term not exceeding 12 months, 
or to both, 


Related Provisions: 237(2)(b) — Social Insurance Number not to be used or com- 
municated without individual’s consent; 242 — Where corporation is guilty of offence. 


History: Subsec. 239(2.3) amended by 1998, c. 19, subsec. 235(3), in force June 18, 
1998. Subsec. 239(2.3) formerly read: 


(2.3) Offence with respect to Social Insurance Number — Every person to 
whom the Social Insurance Number of an individual has been provided under 
this Act or a regulation, and every officer, employee and agent of such a person, 
who without the individual’s written consent knowingly uses, communicates or 
allows to be communicated the Social Insurance Number (otherwise than as re- 
quired or authorized by law, in the course of duties in connection with the ad- 
ministration or enforcement of this Act, or for a purpose for which it was pro- 
vided by the individual) is guilty of an offence and liable on summary conviction 
to a fine not exceeding $5,000 or to imprisonment for a term not. exceeding 12 
months, or to both. 


Subsec. 239(2.3) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 189. Subsec. 
239(2.3) formerly read: 


(2.3) Offence with respect to Social Insurance Number — Every person to 
whom the Social Insurance Number of an individual has been provided pursuant 
to this Act or a regulation who knowingly uses or communicates, or allows to be 
communicated, the number for any purpose other than that for which it was so 
provided or for which the person has been authorized in writing by the individual 
is guilty of an offence and liable on summary conviction to a fine not exceeding 
$5,000 or to imprisonment for a term not exceeding 12 months or to both. 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips. 


(3) Penalty on conviction — Where a person is convicted under 
this section, the person is not liable to pay a penalty imposed under 
section 162, 163 or 163.2 for the same contravention unless the 
penalty is assessed before the information or complaint giving rise 
to the conviction was laid or made. 


History: Subsec. 239(3) amended by 2000, c. 19, s. 66, in force June 29, 2000. Sub- 
sec. 239(3) formerly read: 


(3) Where a person is convicted under this section, the person is not liable to pay 
a penalty imposed under section 162 or 163 for the same contravention unless 
the penalty was assessed before the information or complaint giving rise to the 
conviction was laid or made. 


Subsec. 239(3) amended by 1998, c. 19, subsec. 235(4), in force June 18, 1998. Subsec. 
239(3) formerly read: 


(3) Where a person has been convicted under this section of wilfully, in any 
manner, evading or attempting to evade payment of taxes imposed by Part I, the 
person is not liable to pay a penalty imposed under section 162 or 163 for the 
same evasion or attempt unless the person was assessed for that penalty before 
the information or complaint giving rise to the conviction was laid or made. 


Selected Cases [subsec. 239(3)]: Besner v. R., [2010] 1 C.T.C. 209 (FCA) 
(“Information or complaint” refers to instituting criminal charges, not commencement 
of investigation). 


(4) Stay of appeal — Where, in any appeal under this Act, sub- ° 
stantially the same facts are at issue as those that are at issue in a 
prosecution under this section, the Minister may file a stay. of pro- 
ceedings with the Tax Court of Canada and thereupon the proceed- 
ings before that Court are stayed pending final determination of the 
outcome of the prosecution. 

Selected Cases [subsec. 239(4)]: Deutsch v. R., [1983] C.T.C. 369 (FCA) (Pro- 
ceeding commenced by statement of claim held to be appeal for purposes of the provi- 
sion and stayed accordingly); Popovich Equipment Co. v. R., [1979] C.T.C. 65 (FCA) 
(For appeal to be stayed prosecution must be in relation to same taxpayer). 


(5) Offence and punishment without reference to subsec. 
120(2.2) [aboriginals] —In determining whether an offence 
under this Act, for which a person may on summary conviction or 
indictment be liable for a fine or imprisonment, has been commit- 
ted, and in determining the punishment for such an offence, this Act 
is to be read without reference to subsection 120(2.2). 
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History: Subsec. 239(5) added by 2005, c. 19, s. 50, in force on May 13, 2005 (Royal 
Assent). 
Selected Cases [s. 239]: R. v. Madraga, [2000] 2 C.T.C, 230 (Sask Prov Ct) 
(Failure to pay fines may lead to imprisonment); Lavers v. British Columbia (Minister 
of Finance), [1990] 1 C.T.C. 265 (BC CA) (Penalties imposed as consequence of as- 
sessment neither criminal nor quasi-criminal in nature and were beyond scope of “of- 
fence” under Charter). ; 
Definitions [s. 239]: “business number” — 248(1); “contravene” — Interpretation 
Act 35(1); “individual”, “Minister” — 248(1); “official” — 239(2.22), 241(10); “per- 
son”, “record”, “regulation”, “taxpayer” — 248(1); “tax shelter” — 237.1(1), 248(1); 
“taxpayer information” — 239(2.22), 241(10). 


240. (1) Definition of “taxable obligation” and “non-taxable 
obligation” — In this section, “taxable obligation” means any 
bond, debenture or similar obligation the interest on which would, if 
paid by the issuer to a non-resident person, be subject to the pay- 
ment of tax under Part XIII by that non-resident person at the rate 
provided in subsection 212(1) (otherwise than by virtue of subsec- 
tion 212(6)), and “non-taxable obligation” means any bond, deben- 
ture or similar obligation the interest.on which would not, if paid by 
the issuer to a non-resident person, be subject to the payment of tax 
under Part XIII by that’non-resident person. 


(2). Interest coupon to be_ identified in _ prescribed 
manner — offence and punishment — Every person who, at 
any time after July 14, 1966, issues 


(a) any taxable obligation, or 
(b) any non-taxable obligation 


the right to interest on which is evidenced by a coupon or other 
writing that does not form part of, or is capable of being detached 
from, the evidence of indebtedness under the: obligation is, unless 
the coupon or other writing is marked or identified in prescribed 
manner by the letters “AX” in the case of a taxable obligation, and 
by the letter “F’ in the case of a non-taxable obligation, on the face 
thereof, guilty of an offence and liable on summary conviction to.a 
fine not exceeding $500. 


Regulations [subsec. 240(2)]: 807 (prescribed manner of identifying obligation). 


Definitions [s. 240]: “non-resident”, “person” — 248(1); “writing” — Interpretation 
Act 35(1). 


241. (1) Provision of information — Except as authorized by 
this section, no official or other representative of a government en- 
tity shall 


(a) knowingly provide, or knowingly allow to be provided, to 
any person any taxpayer information; 


(b) knowingly allow any person to have access to any taxpayer 
information; or 


(c) knowingly use any taxpayer information otherwise than in 
the course of the administration or enforcement of this Act, the 
Canada Pension Plan, the Unemployment Insurance Act or the 
Employment Insurance Act or for the purpose for which it was 
provided under this section. 


Related Provisions: 122.64(2) — Communication of Child Tax Benefit:information 
to provinces; 122.64(3) — Communication of name and address for enforcement of 
family support orders; 149.1(15) — Charities — information can be communicated; 
230.1(4) — Reports to chief electoral officer; 237(2)(b) — Communication of Social 
Insurance Number; 239(2.2) — Offence; 241(3) — Communication of information; 
241(3.2) — Charities — additional information that may be communicated; 241(4) 
Exceptions; 241(11) — Meaning of “this Act”. 


History: The opening words of subsec. 241(1) amended to substitute “no official or 
other representative of a government entity” for “no official” by 2009, c. 2, subsec. 
75(1), in force on March 12, 2009. 


Para. 241(1)(c) amended by 1998, c. 19, subsec. 236(1), deemed to have come into 
force on June 30, 1996. The para. formerly read: 


(c) knowingly use any taxpayer information otherwise than in the course of the 
administration or enforcement of this Act, the Canada Pension Plan or the Em- 
ployment Insurance Act or for the purpose for which it was provided under this 
section. 


Para. 241(1)(c) amended by 1996, c. 23, para. 187(d), to substitute “Employment Insur- 
ance Act” for “Unemployment Insurance Act’, in force June 30, 1996. 


S. 241(2) 


Subsec. 241(1) amended by 1994, c. 7,Sch: VIM (1993, c. 24), subsec. 137(1). Subsec. 
(1) formerly read: . 


(1) Prohibited communication of information — Except as authorized by this 
section, no official or authorized person shall 


(a) knowingly communicate or knowingly allow to be communicated to any 
person any information obtained by or on behalf of the Minister for the pur- 
poses of this Act or the Petroleum and Gas Revenue Tax Act, 


(b) knowingly allow any person to inspect or to have access to any book, 
record, writing, return or other document obtained by or on behalf of the 
Minister for the purposes of this Actior the Petroleum and Gas Revenue Tax 
Act; or 


(c) knowingly use; other than in the course of the duties of the official ‘or 
authorized person in connection with the administration or enforcement of 
this Act or the Petroleum and Gas Revenue Tax Act, any information ob- 
tained by or on behalf of the Minister for the purposes of this Act or the 
Petroleum and Gas Revenue Tax Act. 


Selected Cases [subsec. 241(1)]: McAvan Holdings v. BDO Dunwoody. Ltd., 
[2003] 4 C.T.C..90 (Ont Master) (Documents in possession of Minister were neverthe- 
less_under taxpayer's control. and ordered produced on discovery); Canada 
(Information Commissioner) v. Chairman of Canadian Cultural Property Export 
Review Board, [2002] 4 C.T.C. 55 (FCA) (Information in public domain not protected 
by provision); Canadian Council of Christian Charities v. Canada (Minister of Fi- 
nance), [1999] 3°C.T.C. 123 (FCTD) (Access to tax policy documents restricted); 
Diversified Holdings Ltd. v. Canada, [1989] 2.C.T.C. 10 (FCTD); aff'd [1991] 1 
C.T.C. 118 (FCA) (In an action by taxpayer against the Crown, documents related to 
actions taken by Revenue Canada giving rise to the litigation not privileged under 
provision); R. et al. v. Lau, [1987] :2:C.T.C.'63 (FCA) (Revenue Canada permitted to 
use its employee’s false return as cause for dismissal); Wilder etal..v. R. et al., [1987] 
1 C.T.C. 273: (FCTD) (U.S. tax authorities receiving information in unauthorized man- 
ner may be’ sued by taxpayer in tort); AMP. of Canada Ltd. v.‘R., [1987] 1 C.T.C. 256 
(FCTD) (Taxpayer: permitted to. discover: competitor’s' financial statements used by 
Crown to compare figures); A.G. Can. v. Thibault, [1987] 1.C.T.C. 156 (Que CA) (Po- 
lice permitted to seize documents in Revenue Canada’s possession for purposes. of 
criminal investigation); Glover v. MNR, [1982] C.T.C. 29 (SCC) (Divorce proceeding 
order that Revenue Canada disclose certain information quashed); Tucar y. Tucar, 81 
D.T.C. 5166 (Ont UFC) (In divorce proceedings, although court lacks jurisdiction to 
order Minister to disclose information, it may order taxpayer to authorize Minister to 
make disclosure); MNR vy. Huron Steel Fabricators (London) Ltd., [1973] C.T.C. 422 
(FCA) (Minister ordered to disclose returns of a taxpayer with whom another taxpayer 
alleged transactions disallowed by Minister). 


Information Circulars: 94-4R: International transfer pricing — advance pricing ar- 
rangements (APAs); 94-4R-SR: APAs for small businesses. 


I.T. Technical News: 8 (publication of advance tax rulings); 9 (electronic publication 
of severed rulings). 


Application Policies: SR&ED 95-04: Conflict of interest. 
Transfer Pricing Memoranda: TPM-04: Third-party information, 


CRA Audit Manual: 3.4.0: Privacy and confidentiality; 9.8.4: Working papers as 
government information holdings; 10.11.0: Referrals and consultations. 


Forms: T1013: Authorizing or cancelling a representative. 


(2) Evidence relating to taxpayer information — Notwith- 
standing any other Act of Parliament or other law, no official or 
other representative of a government entity shall be required, in 
connection with any legal proceedings, to give or produce evidence 
relating to any taxpayer information. 


Related Provisions: 149.1(15) — Charities — information may be communicated. 


History: Subsec. 241(2) amended by 2009, c. 2, subsec. 75(2), in force on March 12, 
2009. The. subsec. formerly read: 


(2) Idem, in legal proceedings — Notwithstanding any other Act of Parliament 
or other law, no official shall be required, in connection with any legal proceed- 
ings, to give or produce evidence relating to any taxpayer information. 


Subsec. 241(2) amended by 1994, c.7, Sch. VIII. (1993, c. 24), subsec. 137(1). Subsec. 
(2) formerly read: 


(2) Notwithstanding any other Act or law, no official or authorized person shall 
be required, in connection with any legal proceedings, 


(a) to give evidence relating to any information obtained by or on behalf of 
the Minister for the purposes of this Act or the Petroleum and Gas Revenue 
Tax Act; or 


(b) to produce any book, record, writing, return or other document obtained 
by or on behalf of the Minister for the purposes of this Act or the Petroleum 
and Gas Revenue Tax Act. 


Selected Cases [subsec. 241(2)]: Diversified Holdings Ltd. v. Canada, [1989] 2 
C.T.C. 10 (FCTD); aff'd [1991] 1 C.T.C. 118 (FCA) (In action by taxpayer against 
Crown, documents related to actions taken by Revenue Canada giving rise to the litiga- 
tion not privileged). 
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S. 241(3) 


(3) Communication where proceedings have been com- 
menced — Subsections (1) and (2) do not apply in respect of 


(a) criminal proceedings, either by indictment or on summary 
conviction, that have been commenced by the laying of an infor- 
mation or the preferring of an indictment, under an Act of Par- 
liament; or 


(b) any legal proceedings relating to the administration or en- 
forcement of this Act, the Canada Pension Plan, the Unemploy- 
ment Insurance Act or the Employment Insurance Act or any 
other Act of Parliament or law of a province that provides for 
the imposition or collection of a tax or duty. 


Related Provisions: 241(11) — Meaning of “this Act”. 


History: Para. 241(3)(b) amended by 1998, c. 19, subsec. 236(2), deemed to have 
come into force on June 30, 1996. Para. 241(3)(b) formerly read: 


(b) any legal proceedings relating to the administration or enforcement of this 
Act, the Canada Pension Plan or the Employment Insurance Act or any other 
Act of Parliament or law of a province that provides for the imposition or collec- 
tion of a tax or duty. 


Para. 241(3)(b) amended by 1996, c. 23, para. 187(d), to substitute “Employment Insur- 
ance Act’ for “Unemployment Insurance Act’, in force June 30, 1996. 


Subsec. 241(3) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 137(1). Subsec. 
(3) formerly read: 


(3) Exception for criminal or tax proceedings — Subsections (1) and (2) do 
not apply in respect of criminal proceedings, either by indictment or on summary 
conviction, that have been commenced by the laying of an information, under an 
Act of Parliament, or in respect of proceedings relating to the administration or 
enforcement of this Act or the Petroleum and Gas Revenue Tax Act. 


Selected Cases [subsec. 241(3)]: Hanif’s International Foods Ltd. v. R., [2008] 5 
C.T.C. 249 (AB QB) (Provision does not permit income tax returns to be supplied 
where regulatory, not penal, statute involved); Gordon v. R., [2008] 1 C.T.C. 268 (FC) 
(Exempt information ordered to be supplied); Harris v. R., [2001] 1 C.T.C. 148 (FCA); 
rey’g in part [2001] 1 C.T.C. 280 (FCTD) (Provision may not apply when issue relates 
to administration of the Act); Tyler v. MNR, [1989] 1 C.T.C. 153 (FCTD) (Minister 
may obtain information before criminal proceedings have been completed). 


Information Circulars: 87-2R: International transfer pricing. 


(3.1) Circumstances involving danger — The Minister may 
provide to appropriate persons any taxpayer information relating to 
imminent danger of death or physical injury to any individual. 


History: Subsec. 241(3.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 137(1). 


(3.2) Registered charities — An official may provide to any 
person the following taxpayer information relating to another per- 
son that was at any time a registered charity (in this subsection re- 
ferred to as the “charity’’): 


(a) a copy of the charity’s governing documents, including its 
statement of purpose; 


(b) any information provided in prescribed form to the Minister 
by the charity on applying for registration under this Act; 


(c) the names of the persons who at any time were the charity’s 
directors and the periods during which they were its directors; 


(d) a copy of the notification of the charity’s registration, includ- 
ing any conditions and warnings; 


(e) if the registration of the charity has been revoked or an- 
nulled, a copy of the entirety of or any part of any letter sent by 
or on behalf of the Minister to the charity relating to the grounds 
for the revocation or annulment; 


(f) financial statements required to be filed with an information 
return referred to in subsection 149.1(14); 


(g) a copy of the entirety of or any part of any letter or notice by 
the Minister to the charity relating to a suspension under section 
188.2 or an assessment of tax or penalty under this Act (other 
than the amount of a liability under subsection 188(1.1)); and 


(h) an application by the charity, and information filed in sup- 
port of the application, for a designation, determination or deci- 
sion by the Minister under subsection 149.1(6.3), (7), (8) or 
(13). 
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Proposed Amendment — 241(3.2)(h) jai 


(h) an application by the charity, and information filed in sup-_ 

port of the application, for a designation, determination or de- — 

cision by the Minister under subsection 149.1(5), (6.3), (7), (8) _ 

or (13). 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. — 
147(1), will amend para. 241(3.2)(h) to read as above, applicable to documents that - 
are sent by the Minister of National Revenue, or that are filed or required to be filed 
with that Minister, after May 13, 2005. = 
Technical Notes (July 2010): Paragraph 241(3.2)(h) permits a government offi: 
cial to release information that a registered charity has filed in support of an applica- 
tion for special status or an exemption under the Act, as well as any response to such 
an application (e.g., a request for permission to accumulate assets). Paragraph ~ 
241(3.2)(h) is amended, applicable upon Royal Assent, to include information relat- 
ing to an application made under subsection 149.1(5) for an amount to be deemed an 
expenditure on charitable activities carried on by the charity. 


Related Provisions: 149.1(6.4) — Rule applies to registered national arts service 
organizations; 149.1(15) — Disclosure permitted of information in public information 
return. 


History: Para. 241(3.2)(e) amended, and paras. (f) to (h) added, by 2005, c. 19, s. 51, 
applicable to documents that are sent by the Minister of National Revenue, or that are 
filed or required to be filed with that Minister, after May 13, 2005 (Royal Assent). 
Para. (e) formerly read: 


(e) if the registration of the charity has been revoked, a copy of any letter sent by 
or on behalf of the Minister to the charity relating to the grounds for the 
revocation. 


The opening words of subsec. 241(3.2) amended by 2001, c. 17, subsec. 186(1), in 
force June 14, 2001. The opening words formerly read: 
(3.2) An official may provide to any person the following taxpayer information 
relating to a charity that at any time was a registered charity: 
Subsec. 241(3.2) added by 1998, c. 19, s. 65, in force June 18, 1998. 
Registered Charities Newsletters: 8 (increased transparency). 
Forms: T1235: Directors/trustees and like officials worksheet. 


Proposed Addition — 241(3.3) 4 


(3.3) Information may be communicated — The Minister of © 
Canadian Heritage may communicate or otherwise make available — 
to the public, in any manner that that Minister considers appropri- ~ 
ate, the following taxpayer information in respect of a Canadian — 
film or video production certificate (as defined under subsection _ 
125.4(1)) that has been issued or revoked: 


- (a) the title of the production for which the Canadian film or | 
video production certificate was issued; a 


(b) the name of the taxpayer to whom the Canadian film or 
video production certificate was issued; 


(c) the names of the producers of the production; — 


(d) the names of the individuals in respect of whom and places 

in respect of which that Minister has allotted points in respect 

_ of the production in accordance with regulations made for the 
_ purpose of section 125.4; 


(e) the total number of points so allotted:* and. 


(f) any revocation of the Canadian film or video production 
certificate. 


Application: Former Bill C-10 (2007, requires reintroduction) (Part ca se - 
subsec. 186(2), will add subsec. 241(3.3), in force on Royal Assent. { 


Technical Notes: New subsection 241(3.3), which applies on Royal Assent, is 
added to provide authority to the Minister of Canadian Heritage to publish certain 
information relevant to the Canadian film or video production tax credit program. — 
The information includes the title of a film or video production in respect of which a — 
certificate has been issued or revoked by that Minister, as well as the names of pro- — 
ducers and artists in respect of which that Minister has allotted “points” in determin- — 
ing whether the production is a “Canadian film or video apace! under pati Cv 
section 1106 of the Regulations. : 


& 


{This amendment was not included in the July 16, 2010 draft delice, as the film, 
credit changes will be reintroduced later — ed.] ¥f 


(4) Where taxpayer information may be disclosed — An of- 
ficial may 
(a) provide to any person taxpayer information that can reasona- 
bly be regarded as necessary for the purposes of the administra- 
tion or enforcement of this Act, the Canada Pension Plan, the 
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_able by the person, or any refund or tax credit to which the per- 


_ paragraph 147.1(10)(a) the certification or a refusal to make the 


Part XV — Administration and Enforcement S. 241(4)(e)(@i) 


Unemployment Insurance Act or the Employment Insurance Act, 
solely for that purpose; 


(b) provide to any person taxpayer information that can reasona- 
bly be regarded as necessary for the purposes of determining any 
tax, interest, penalty or other amount that is or may become pay- 


son is or may become entitled, under this Act or any other 
amount that is relevant for the purposes of that determination; 


(c) provide to the person who seeks a certification referred to in 


certification, solely for the purposes of administering a regis- 
tered pension plan; 


(d) provide taxpayer information 


(i) to an official of the Department of Finance solely for the 
purposes of the formulation or evaluation of fiscal policy, 


_ (ii) to an official: solely for the purposes of the initial imple- 
mentation of a fiscal policy or for the purposes of the admin- 
istration or enforcement of an Act of Parliament that pro- 
vides for the imposition, and. collection of a tax-or duty, 


(iii) to an official solely for the purposes of the administra- 
tion or enforcement of a law of a province that provides for 
the imposition or collection of a tax or duty, 


(iv) to.an official of the government of a province solely for 
the purposes of the formulation or evaluation of fiscal policy, 


(v) to an official of the Department of Natural Resources or 
of the government of a province solely, for, the purposes of 
the, administration or enforcement of a program of the Gov- 
ernment of Canada or of the province relating to the explora- 
tion for or exploitation of Canadian petroleum and gas 
resources, 


(vi) to an official of the government of a province that has 
received or is entitled to receive a payment referred to in this 
subparagraph, or to an official of the Department of Natural 
Resources, solely for the purposes of the provisions relating 
to payments to a province in respect of the taxable income of 
corporations earned in the offshore area with respect to the 
province under the Canada—Nova Scotia Offshore Petroleum 
“Resources Accord Implementation Act, chapter 28 of the 
Statutes of Canada, 1988, the Canada-Newfoundland Atlan- 
tic Accord Implementation Act, chapter 3 of the Statutes of 
Canada, 1987, or similar Acts relating to the exploration for 
or exploitation of offshore Canadian petroleum and gas 
resources, 


(vi.1) to an official of the Department of Natural Resources 
solely for the purpose of determining whether property is 
prescribed energy conservation property or whether an outlay 
or expense is a Canadian renewable and’ conservation 
expense, 


(vii) to an official solely for the purposes of the administra- 
tion or enforcement of the Pension Benefits Standards Act, 
1985 or a similar law of a province, 


(vii.1) to an official solely for the purpose of the administra- 
tion or enforcement of the Canada Education Savings Act or 
a designated: provincial program as defined in subsection 
146.1(1), 

(vii.2) to an official solely for the purposes of the administra- 
tion and enforcement of Part 1 of the Energy eons Assis- 
tance Measures Act, 


(vii.3) to an official solely for the purposes of the administra- 
tion and enforcement of the Children’s Special Allowances 


a designated provincial programas defined in subsection 
146.1(1), 


(viii) to an official of the Department of Veterans Affairs 
solely for the purposes of the administration of the War Vet- 
erans Allowance Act, the Canadian Forces Members and 
Veterans Re-establishment and Compensation Act or Part XI 
of the Civilian War-related Benefits Act, 


(ix) to.an official of a department or agency of the Govern- 


ment of Canada or of a province as to the name, address, 
occupation, size or type of business of a taxpayer, solely for 
the purposes of enabling that department or agency to obtain 
statistical data for research and analysis, 


(x) to an official of the Canada Employment Insurance Com- 
mission, the Department of Human Resources and Skills De- 
velopment or the Department of Social Development, solely 
for the purpose of the administration or enforcement of the 
Employment Insurance Act, an employment program of the 
Government of Canada or the evaluation or formation of pol- 
icy for that Act or program, 


(xi) to an official of the Department. of Agriculture and Agri- 
Food or of the government of a province.solely for the pur- 
poses of the administration or enforcement of a program of 
the Government of Canada or of the province established 
under an agreement entered into under the Farm Income Pro- 
tection Act, - 


(xii) to an official of the Department of Canadian Heritage or 
a member of the Canadian Cultural Property Export Review 
Board solely for the purposes of administering sections 32 to 
33.2 of the Cultural Property Export and Import Act, 


(xiii) to an. official. solely for the purposes of setting off 
against any sum of money that may be due or payable by Her 
Majesty in right of Canada a debt due to 


(A) Her Majesty in right of Canada, or 
(B) Her Majesty in right of a province, or 


(xiv) to an official solely for the purposes of section 7.1 of 
the Federal-Provincial Fiscal PH ee 


n 1 125. 4) or 125. 5(1)) j in 
FEFIONS | or film or video pede 


the coders of 
ae such _ productions. 


cluded | in ie jnly eh drat elation, asthe fim 


Act or the evaluation or formation of policy for that Act, ced later — oo 
(vii.4) to an official solely for the purposes of the administra- (e) provide taxpayer information, or allow the inspection of or 
tion and enforcement of the Universal Child Care Benefit Act access to taxpayer information, as the case may be, under, and 
or the evaluation or formation of policy for that Act, solely for the purposes. of, 

(vii.5) to an official solely for the purposes of the administra-, (i) subsection 36(2) or section 46 of the Access to Informa- 
tion or enforcement of the Canada Disability Savings Act or tion Act, 
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S. 241(4)(e)(ii) 


(ii) section 13 of the Auditor General Act, 
(iii) section 92 of the Canada Pension Plan, 


(iv) a warrant issued under subsection 21(3) of the Canadian 
Security Intelligence Service Act, 


(v) an order made under subsection 462.48(3) of the Crimi- 
nal Code, 


(vi) section 26 of the Cultural Property Export and Import 
Act, 


(vii) section 79 of the Family Orders and Agreements En- 
forcement Assistance Act, 


(viii) paragraph 33.11(a) of the Old Age Security Act, 
(ix) subsection 34(2) or section 45 of the Privacy Act, 
(x) section 24 of the Statistics Act, 

(xi) section 9 of the Tax Rebate Discounting Act, or 


(xii) a provision contained in a tax treaty with another coun- 
try or in a comprehensive tax information exchange agree- 
ment between Canada and another country or jurisdiction 
that is in force and has effect; 


Proposed Amendment — 241 (4)(e)(xii) 


(xii) a provision contained in a ta aty with. another 
country or in a listed international agreement; 


Application: The July 16, 2010 draft le islation (Part | — technic : I), subsec. 
147(2), will’ amend _Subpara. PATA) i) to e as hae in for > on . 
Assent. 


Technical Notes (July 2010): Subparasraph 241 (4\(e)(xi is syeaced to provide 
that an official may provide taxpayer information, or allow the inspection of or ac- 
cess to taxpayer information under and solely for the purposes of a provision con-_ 
tained in a tax treaty with another country or in a listed international agreement. 


A “listed international agreement” is newly defined in subsection 248(1) to mean the 
Convention on Mutual Administrative Assistance in Tax Matters, concluded at Stras- 
bourg on January 25, 1988, as amended from time to time ‘by a ‘protocol or other 
international instrument as ratified by Canada and a comprehensive tax information 
exchange agreement that Canada has entered into, and that has effect, in respect of 
another country or jurisdiction. A “tax treaty” with a pout is defined i in subsection 
248(1) to mean a comprehensive agreement or conve ‘limination of 
double taxation on income, between the Government of ¢ i : 
of the country, which has the force of law in Canada at t 


(f) provide taxpayer information solely for the purposes of sec- 
tions 23 to 25 of the Financial Administration Act; 


(f.1) provide taxpayer information to an official for the purposes 
of the administration and enforcement of the Charities Registra- 
tion (Security Information) Act, and where an official has so re- 
ceived taxpayer information, the official may provide that infor- 
mation to another official as permitted by subsection (9.1); 


(g) use taxpayer information to compile information in a form 
that does not directly or indirectly reveal the identity of the tax- 
payer to whom the information relates; 


(h) use, or provide to any person, taxpayer information solely for 
a purpose relating to the supervision, evaluation or discipline of 
an authorized person by Her Majesty in right of Canada in re- 
spect of a period during which the authorized person was em- 
ployed by or engaged by or on behalf of Her Majesty in right of 
Canada to assist in the administration or enforcement of this 
Act, the Canada Pension Plan, the Unemployment Insurance 
Act or the Employment Insurance Act, to the extent that the in- 
formation is relevant for the purpose; 


(i) provide access to records of taxpayer information to the Li- 
brarian and Archivist of Canada or a person acting on behalf of 
or under the direction of the Librarian and Archivist, solely for 
the purposes of section 12 of the Library and Archives of Can- 
ada Act, and transfer such records to the care and control of such 
persons solely for the purposes of section 13 of that Act; 


(j) use taxpayer information relating to a taxpayer to provide in- 
formation to the taxpayer; 


Income Tax Act 


(j.1) provide taxpayer information to an official or a designated 
person solely for the purpose of permitting the making of an ad- 
justment to 


(i) a social assistance payment made on the basis of a means, 
needs or income test, or 


(ii) a payment pursuant to a prescribed law of a province in 
respect of a child within the meaning of the prescribed law, 


where the purpose of the adjustment is to take into account the 
amount determined for C in subsection 122.61(1) in respect of a 
person for a taxation year; 


(k) provide, or allow inspection of or access to, taxpayer infor- 
mation to or by any person otherwise legally entitled to it under 
an Act of Parliament solely for the purposes for which that per- 
son is entitled to the information; 


(1) subject to subsection (9.2), provide to a representative of a 
government entity the business number of, the name of (includ- 
ing any trade name or other name used by), and any contact in- 
formation, corporate information and registration information in 
respect of, the holder of a business number (other than an ex- 
cluded individual), if the information is provided solely for the 
purposes of the administration or enforcement of 


(i) an Act of Parliament or of a legislature of a province, or 


(ii) a by-law of a municipality in Canada or a law of an ab- 
original government; 


(m) provide taxpayer information to an official of the govern- 
ment of a province solely for use in the management or adminis- 
tration by that government of a program relating to payments 
under subsection 164(1:8); 


(n) provide taxpayer information to any person, solely for the 
purposes of the administration or enforcement of a law of a 
province that provides for workers’ compensation benefits; 


(0) provide taxpayer information to any person solely for the 
purpose of enabling the Chief Statistician, within the meaning 
assigned by section 2 of the Statistics Act, to provide to a statis- 
tical agency of a province data concerning business activities 
carried on in the province, where the information is used by the 
agency solely for research and analysis and the agency is author- 
ized under the law of the province to. collect the same or similar 
information on its own behalf in respect of such activities; 


(p) provide taxpayer information to a police officer (within the 
meaning assigned by subsection 462.48(17) of the Criminal 
Code) solely for the purpose of investigating whether an offence 
has been committed under the Criminal Code, or the laying of 
an information or the preferring of an indictment, where 


(i) such information can reasonably be regarded as being 
necessary for the purpose of ascertaining the circumstances 
in which an offence under the Criminal Code may have been 
committed, or the identity of the person or persons who may 
have committed an offence, with respect to an official, or 
with respect to any person related to that official, 


(ii) the official was or is engaged in the administration or en- , 
forcement of this Act, and 


(iii) the offence can reasonably be considered to be related to 
that administration or enforcement; or 


(q) provide taxpayer information to an official of the govern- 
ment of a province solely for the use in the management or ad- 
ministration by that government of a program relating to earning 
supplementation or income. support. 


oe Proposed Amendment — 241(4) — Social Insurance 
~ Number — ~~ : 


Letter from: Dept. of oe icine 473 aur. ehh f oR (hong 
Dear [xxx] _ WHACTOINS BAB I 


This is in reply to. your letter of March. 2, 1999 to Sito pane) swith cape to 
the transfer of Social — = = — pou from — toa 
nominee. ; ‘ : sl POHOO1GIS AB Bay 
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Part XV — Administration and Enforcement 


Related Provisions: 37(3) — Consultation with other government departments to 
determine R&D claims; 122.62(9) — Consultation with Health:and' Welfare for deter- 
mining Child Tax Benefit; 122.64(2)(a) — Communication of Child Tax Benefit infor- 
mation to provinces; 122.64(3)— Communication of name and.address for. enforce- 


ment, of family, support. orders; ,146.1(14)(a)-— Reference. to. Canada., Education 
Savings Act in 241(4)(d)(vii.1) includes,reference to earlier DHRD.Act;, 149.1(15) — 
Registered charity’s information return may. be communicated to, public; 230.1(4) — 
Reports to chief electoral officer; 239(2.21) — Offence with respect to confidential in- 
formation; 241(5) — Disclosure to taxpayer or with taxpayer’s consent; 241(9.2) — No 
disclosure unless other government uses the Business Number, 241(11) — Meaning of 
“this Act”; Canada-U.S. Tax Treaty: Art. XX VII — Exchange of information with US 
government (for 241(4)(e)(xii)): 


History: Subpara. 241(4)(d)(vii.1) amended by 2010, c. 12,,subsec, 21(1), to substitute 

“a designated provincial program as defined in subsection 146. 1(1)” for “a program 
administered pursuant to an agreement entered into under section 12 of that Act”, ap- 
plicable to 2009 et seq. 


Subpara. 241(4)(d)(vii.5) amended by the said c.'12,' wide! sais to substitute “Can- 
ada Disability Savings Actor a designated provincial program as defined ‘in subsection 
146.1(1)” for “Canada Disability Savings Act’, applicable to 2009" et seq. 


Para. 241(4)(1) amended by 2009; ¢. 2, subsec. 75(3), in force on March 12, 2009. The 
para. formerly read: 


(1), provide the business number, name, address, telephone number and facsimile 
number of a holder of a business number to an. official.of.a department or agency 
of the Government of Canada or of a province solely for the purpose of the ad- 
ministration or enforcement of an Act of Parliament or a law of a province, if the 
‘holder of the business number is required by that Act or that law to provide the 
information (other than the business number) to the department or agency; 


Subpara. 241(4)(d)(vii.S) added by 2007, c. 35, 8.122, applicable to 2008'et seq. 


Subpara. 241(4)(e)(xii) amended by the said c. 35, subsec. 64(1), in re on December 
14, 2007. It formerly read: 


(xii) a provision contained in a tax convention or agreement between Canada and 
another country that, has the force of law in Canada;,. 


Para. 241(4)(q) added by the said c. 35, subsec. 64(2), in force on December 14, 2007. 


Subpara..241(4)(f.1) amended by 2006, c. 12, subsec. 45(1), proclaimed i in force Febru- 
ary 10, 2007. The subpara. formerly read: 


(f.1) provide taxpayer information to an’ official solely’ forthe putposes of the 
administration and enforcement of the Charities. Registration(Security Informa- 
tion) Act; 


Subparas. 241(4)(d)(vii.3) and (vii-4) added iy 2006, cL 4ys: 179, subpara, (vii.3) appli- 
cable after June 2003 and subpara. (vii.4) applicable after June 2006. 


Subpara»241(4)(d)(viii) amended by 2005, c. 21,'s. 103) proclaimed in force April 1, 
2006. The subpara: formerly read: 


(viii) to an official of the Department of Veterans Affairs solely for the purposes 
‘of the administration of the War Veterans Allowance Act or Part XI of the Civil- 
ian War-related Benefits Act, 


Subpara. 241(4)(d)(vii.2) added by 2005, c. 49, s. 6, in force on November 25, 2005. 


Subpara. 241(4)(d)(x) amended by 2005, c.'34, subsec. ey: proclaimed in force Oc- 
tober 5, 2005. The subpara. formerly read: 


(x) to an official of the Canada Employment Insurance Commission or the De- 
partment of Employment and Immigration solely for the purpose of the adminis- 
tration or enforcement of, or the evaluation or formation of policy for the pur- 
poses of; the Unemployment Insurance Act, the Employment Insurance Act or an 
employment program of the Government of Canada, 


S. 241(4) 


Subpara. 241(4)(d)(vii-1) amended by 2004, c.26,'s. 22, in force December 15, 2004. 
The subpara. formerly read: 


(vii.1) to an official of the Department of Human Resources Development or to a 
prescribed official solely for the purpose of the administration or enforcement of 
» Part III.1 of the Department-of Human Resources Development Act, 


Para. 241(4)(i) amended by 2004, Cees#32} ome into ae 0 21, 2004. The 
para. formerly ‘read: 


(i) provide access to records of taxpayer information to the National Archivist of 
Canada or-a'person) acting on behalf of or'under the direction’ of the National 
Archivist: of Canada, Solely for: the purposes of ‘section:5: of the National 
Archives of Canada Act, and transfer such records to the care and‘control of such 
persons ‘solely forthe purposes of section 6 of that Act; 1) 1 


Para. '241(4)(f:1)) added iby::2001, c..41)s, 118, in force December 24, 2001. 


Paras. 241(4)(0) and (p) added by 2001, c. 17, subsec. 186(2), para. (0) applicable June 
14, 2001 to information relating to 1997 et seg. and, for the purpose of subsec. 17(2) of 
the Statistics Act, where such information was collected before June 14, 2001, the in- 
formation is deemed to have been collected at the time at which it is provided to a 
provincial agency pursuant to para. 241(4)(0); para. (p) in force June 14, 2001. 

Para..; 241(4)(n) added by 1999, c. 26, s. 41, in force June, 17; 1999, 

Subpara. 241(4)(d)(viii) amended by 1999, c, 10, s..45) to substitute: “Civilian. War- 


_ related Benefits Act” for “Merchant Navy Veteran and Civilian War-related Benefits 


Act’, proclaimed into, force on May 1, 1999. 


Subpara. 241(4)(d)(vii.1), para. 241(4)(j:1) added and:subpara. 241(4)(e)(viii) amended 
by 1998, c. 21 ss. 75, 97 and 120, in force on June 18, 1998. Subpara. 241(4)(e)(viii) 
formerly read: 


(viii) paragraph 33(3)(a) of the Old Age Sectiey Act," 


Para. 241(4)(a), subpara‘:241(4)(d)(x), para» 241(4)(h) amended by 1998, c. 19, sub- 
secs. 236(3),, (4) and) (7),.deemed to have come into force,on June 30, 1996. Those 
paras. and subpara, formerly read: , 


(a) provide to any person taxpayer ‘afonacuad that can reasonably be’ regarded 
as necessary for the purpose of the administration or enforcement of this Act, the 
Canada Pension Plan or the Employment Insurance Act, solely for that purpose; 


(x) to the: Canada Employment Insurance: Commission, or to an official, or a 
member of a-class' of officials, of the Department of Human Resources Develop- 
ment; solely for the purposes of the administration:or enforcement’ of, or the 
evaluation or formulation of policy for the purposes of, the:Employment Insur- 
ance Act or an employment program. of the Government of Canada, 


(h) use, or provide to any person, taxpayer information solely for a purpose relat- 
ing to the supervision, evaluation or discipline of an authorized person by Her 
Majesty in right of Canada in respect of a period duting which the authorized 
person was employed by or engaged by or on behalf of Her Majesty in right of 
Canada to assist in the administration or enforcement of this Act, the Canada 
Pension Plan or the Employment Insurance Act, to the éxtent that the informa- 
tion is relevant for that purpose; 
Cl.’ 241(4)(d)(xii)(B) amended, para. 241(4)(m) added, by the said c. 19, subsecs. 
236(5) and (8), in force June 18, 1998. Cl. 241(4)(d)(xiii)(B) formerly read: 
(B) Her Majesty i in right of a province.on account of taxes payable to the. prov- 


_ince where an agreement exists between Canada and the province under, which 
Canada is authorized to collect the taxes on behalf of the province, or 


Subpara. oAt(ayve)(vii) amended by the said c. 19, subsec.'236(6); devia to have 
come into force on*May 1, 1997. Subpara./241(4)(e)(vii). formerly read: 


(vii) section 62 of the Family Ulgers and Agreements Enforcement Assistance 
Act, 


| Subpara. 241(4)(d)(vi.1) amended by 1997, c. 25, s. 70, applicable April 25, 1997. Sub- 


para. (d)(vi.1) formerly read: 


(vi,1) to an. official of the Department of Natural Resources solely for the pur- 
pose. of, determining , whether property is prescribed. energy ; conservation 
property, 
Subpara.'241(4)(d)(x) amended by 1996, c. 11, s. 63, in force July 12, 1996, to substi- 
tute “Canada Employment Insurance Commission or to an official, or a member of a 
class of officials, of the Department.of Human Resources, Development” for “Canada 
Employment and iene SAFO Commission. or the Department. of fmmnosimpent and 
Immigration”. 


Subpara. 241(4)(d)(xii) amended by 1995, c. 38, s. 5, in force July 12, 1996, °to substi- 
tute “sections 32 to 33.2” for “sections 32 and 33”. 


, Subpara. 241(4)(d)(xii) amended by 1995, c..11, para. 45(b), in force July 12, 1996, to 


substitute, “Department of Canadian Heritage” for “Department of Communications”. 


Para. 241(4)(a), subpara. 241(4)(d)(x); and ‘para. 241(4)(h) amended by 1996, c. 23, 
para, 187(d), to. substitute “Employment Insurance Act” for “Unemployment Insurance 
Act’, in force June, 30, 1996. 


Para. 241(4)(1) added by 1996) c. 21, subsec. 59(1), applicable June 20, 1996. 
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Subpara. 241(4)(d)(xiv) amended by 1995, c. 17, subsec..45(2), to substitute ““Federal- 
Provincial Fiscal Arrangements Act’ for “Federal-Provincial Fiscal Arrangements 
and Federal Post-Secondary Education and Health Contributions Act’, in force April 
1, 1996, 


Subpara. 241(4)(d)(vi.1) added by 1995, c. 3, subsecs. 51(1) and (3), applicable after 
February 21, 1994. 


Subparas. 241(4)(d)(v) and (vi) amended by 1994, c. 41, subsec. 38(1), in force January 
12, 1995. Subparas. (v) and (vi) formerly read: 


(v) to an official of the Department of Energy, Mines and Resources or of the 
government of a province solely for the purposes of the administration or en- 
forcement of a program of the Government of Canada or of the province relating 
to the exploration for or exploitation of Canadian petroleum and gas resources, 


(vi) to an official of the government of a province that has received or is entitled 
to receive a payment referred to in this subparagraph, or to an official of the 
Department of Energy, Mines and Resources, solely for the purposes of the pro- 
visions relating to payments to a province in respect of the taxable income of 
corporations earned in the offshore area with respect to the province under the 
Canada—Nova Scotia Offshore Petroleum Resources Accord Implementation Act, 
chapter 28 of the Statutes of Canada, 1988, the Canada-Newfoundland Atlantic 
Accord Implementation Act, chapter 3 of the Statutes of Canada, 1987, or similar 
Acts relating to the exploration for or exploitation of offshore Canadian petro- 
leum and gas resources, 


Subpara. 241(4)(d)(xi) amended by 1994, c. 38, subsec. 26(1), to substitute “Depart- 
ment of Agriculture and Agri-Food” for “Department of Agriculture”, in force January 
12, 1995. 


Subsec. 241(4) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 137(1), applica- 
ble as of June 10, 1993. Subsec. (4) formerly read: 


(4) Other exceptions — An official or authorized person may, 


(a) in the course of the duties of the official or authorized person in connec- 
tion with the administration or enforcement of this Act or the Petroleum and 
Gas Revenue Tax Act, 


(1) communicate or allow to be communicated to an official or author- 
ized person information obtained by or on behalf of the Minister for the 
purposes of this Act or the Petroleum and Gas Revenue Tax Act, and 


(ii) allow an official or authorized person to inspect or to have access to 
any book, record, writing, return or other document obtained by or on 
behalf of the Minister for the purposes of this Act or the Petroleum and 
Gas Revenue Tax Act; 


(b) under prescribed conditions, communicate or allow to be communicated 
information obtained under this Act or the Petroleum and Gas Revenue Tax 
Act, or allow inspection of or access to any written statement furnished 
under this Act or the Petroleum and Gas Revenue Tax Act, to the govern- 
ment of any province in respect of which information and written statements 
obtained by the government of the province, for the purpose of a law of the 
province that imposes a tax similar to the tax imposed under this Act or the 
Petroleum and Gas Revenue Tax Act, are communicated or furnished on a 
reciprocal basis to the Minister; 


(c) communicate or allow to be communicated information obtained under 
this Act or the Petroleum and Gas Revenue Tax Act, or allow inspection of 
or access to any book, record, writing, return or other document obtained by 
or on behalf of the Minister for the purposes of this Act or the Petroleum 
and Gas Revenue Tax Act, to or by any person otherwise legally entitled 
thereto; 


(d) communicate or allow to be communicated to a taxpayer information 
obtained under this Act or the Petroleum and Gas Revenue Tax Act that may 
reasonably be regarded as necessary for the purposes of determining any tax, 
interest, penalty or other amount payable by the taxpayer or any refund or 
tax credit to which the taxpayer is entitled under this Act or the Petroleum 
and Gas Revenue Tax Act; ; 


(€) communicate or allow to be communicated to a taxpayer information ob- 
tained under this Act or the Petroleum and Gas Revenue Tax Act from a 
transferor of property to the taxpayer that relates to the cost, capital cost or 
adjusted cost base to the taxpayer of the property, if, under any provision of 
this Act or the Petroleum and Gas Revenue Tax Act or the Income Tax Ap- 
plication Rules, the cost, capital cost or adjusted cost base is an amount other 
than the consideration paid by the taxpayer for that property; 


(e.1) communicate or allow to be communicated to the person who seeks a 
certification referred to in paragraph 147.1(10)(a) the certification or a re- 
fusal to make the certification, for the purposes of administering a registered 
pension plan; 

(f) communicate or allow to be communicated information obtained under 
this Act or the Petroleum and Gas Revenue Tax Act 


(i) to an official of the Department of Finance solely for the purposes of 
evaluating and formulating tax policy, 


(ii) to an official of the Department of National Revenue, Customs and 
Excise, solely for the purposes of administering or enforcing the Cus- 
toms Act, the Customs Tariff, the Excise Tax Act or the Excise Act, 
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(iii) to an official of the Department of Energy, Mines and Resources or 
to the government of a province solely for the purposes of administering 
or enforcing a prescribed program of the Government of Canada or of 
the province relating to the exploration for or exploitation of Canadian 
petroleum and gas resources, 


(iv) to an official of the appropriate department or agency of the Gov- 
ernment of Canada solely for the purpose of administering subsection 
127(11.3) and the definitions “approved project” and “approved project 
property” in subsection 127(9), 


(v) to the government of a province that has received or is entitled to. 
receive a payment referred to in this subparagraph or to an official of the 
Department of Energy, Mines and Resources solely for the purposes of 
the provisions relating to payments to a province in respect of the taxa- 
ble income of corporations earned in the offshore area with respect to 
the province under the Canada—Nova Scotia Oil and Gas Agreement 
Act, chapter 29 of the Statutes of Canada, 1984, the Canada-Newfound- 
land Atlantic Accord Implementation Act, chapter 3 of the Statutes of 
Canada, 1987, or similar Acts relating to the exploration for or exploita- 
tion of offshore Canadian petroleum and gas resources, and 


(vi) to an official of the Office of the Superintendent of Financial Insti- 
tutions solely for the purpose of providing the Minister with advice with 
respect to any matter relating to pension plans; 


(f.1) communicate or allow to be communicated information obtained under 
this Act or the Petroleum and Gas Revenue Tax Act to an official of the 
Department of Veterans Affairs solely for the purposes of administering the 
War Veterans Allowance Act or Part XI of the Merchant Navy Veteran and 
Civilian War-related Benefits Act; 


(g) communicate or allow to be communicated information obtained under 
this Act or the Petroleum and Gas Revenue Tax Act as to the name, address, 
occupation or size or type of business of a taxpayer to an official of a depart- 
ment or agency of the Government of Canada or of a province, solely for the 
purpose of enabling that department or agency to obtain statistical data for 
research and analysis; ‘ 


(h) communicate or allow to be communicated information obtained under 
this Act or the Petroleum and Gas Revenue Tax Act to an official of the 
Canada Employment Immigration Commission or the Department of Em- 
ployment and Immigration solely for the purposes of administering, evaluat- 
ing or enforcing the Unemployment Insurance Act or a prescribed employ- 
ment program; 


(h.1) communicate or allow to be communicated to a taxpayer information 
obtained under this Act, regarding expenses in respect of which a deduction 
is denied under subsection 18(2) or (3.1) to any other taxpayer, that is neces- 
sary for the purpose of determining the cost or adjusted cost base, as the case 
may be, to the taxpayer of any property; 


(h.2) communicate or allow to be communicated to a taxpayer information 
obtained under this Act from a corporation that previously owned or had an 
interest in property of the taxpayer that relates to the control of the corpora- 
tion or the question whether the corporation was exempt from tax under Part 
I on its taxable income if it is necessary for the purposes of determining 
under this Act whether a gain from a disposition of the property accrued 
while the property was a property of a corporation controlled directly or in- 
directly in any manner whatever by one or more non-resident persons or of a 
corporation exempt from tax under Part I on its taxable income; 


(i) communicate or allow to be communicated, pursuant to an order made 
under subsection 462.48(3) of the Criminal Code, information obtained 
under this Act; 


(j) communicate or allow to be communicated to an official, solely for the 
purposes of administering or enforcing the Pension Benefits Standards Act, 
1985 or a similar law of a province, 


(i) information obtained under this Act 


(A) as to the identity of a pension plan in respect of which applica- 
tion for registration for the purposes of this Act has, at any time, 
been made, 


(B) as to the names and addresses of the persons who are, have been 
or will be responsible for the administration of a pension plan re- 
ferred to in clause (A), 


(C) as to the names and addresses of the employers who participate, 
have participated or will participate in a pension plan referred to in 
clause (A), 


(D) as to the terms of a pension plan referred to in clause (A), a trust 
deed, insurance contract or other document relating to the funding 
of benefits under such a plan or an amendment or proposed amend- 
ment to such a plan or document, or 


(E) as to the date of termination or partial termination of a pension 
plan referred to in clause (A), 


(ii) information as to whether a pension plan is or was a registered pen- 
sion plan, ; 
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(iii) the date of registration of a pension plan that is or was a’registered 
pension plan, or 


(iv) in the case of a pension plan the registration of which under this Act 
has been refused or revoked, the date of the refusal or revocationiand the 
» reason therefor; 


(k) communicate or allow to be communicated information obtained under 
this Act to an official of the Department of Agriculture or to an official of 
the government of a province solely for the purposes of administering or 
enforcing a program of the Government of Canada or of the province estab- 
lished under an agreement entered into pursuant to the Farm Income Protec- 
tion Act; 


(1) communicate or allow to be communicated information obtained under 
this Act to an official of the Department of Communications or a member of 
the Canadian CuJtural Property Export Review Board, solely, for the purpose 
of administering the provisions of sections 32 and 33 of the Cultural Pro- 
perty Export and Import Act; or ’ 


(m) communicate or allow to be communicated information obtained under 
this Act to an official or authorized person for the purpose of setting off 
against any sum,of money that is due or payable by Her Majesty in right of 
Canada a debt due to 


(i) Her Majesty in right of Canada, or 
(ii) Her Majesty in right of a province on account of taxes payable to the 
province where an agreement exists between Canada and the province 
under which Canada is authorized to collect the taxes on behalf of the 
province. 
Para. 241(4)(f.1) amended by 1994, c. 7, Sch. IV (1992, c. 24), s. 16, to substitute 
“Merchant Navy Veteran and Civilian War-related Benefits Act” for “Civilian War 
Pensions and Allowances Act’, deemed to have come into force July 1, 1992. 
Para. 241(4)(g) amended to substitute “size or type of business” for “type of business”, 
and “for the purpose of” for “for the purposes, of’, and paras. (1), (m).added, by 1994, c. 
7, Sch. II (1991, c. 49), subsecs. 190(1), (2). 


Selected Cases [subsec. 241(4)]: Re. Gabriele, [2009] 2 C.T.C. 126.(Ont SCJ) 
(Minister may provide third party information to trustee in bankruptcy, but may, not be 
compelled to do so); Van Egmond vy. R., [2002] 2 C.T.C. 236 (BC CA) (Client list of 
taxpayer whose activity was under investigation was accessible by way of 
requirement). 


Regulations: 3004 (prescribed law of a province for 241(4)G.1)Gi)); 8200.1; (pre- 
scribed energy conservation property for 241(4)(d)(vi.1)). 


Transfer Pricing Memoranda: TPM-04: Third-party information. 
CRA Audit Manual: 3.4.0: Privacy and confidentiality; 9.8.4: Working papers as 


_ government information holdings; 10.11.0: Referrals and consultations. 


Forms: T1013: Authorizing or cancelling a representative. 


(4.1) Measures to prevent unauthorized use or disclo- 
sure — The person who presides at a legal proceeding relating to 


_ the supervision, evaluation or discipline of an authorized person 


may order such measures as are necessary to ensure that taxpayer 


_ information is not used or provided to any person for any purpose 


not relating to that proceeding, including 
(a) holding a hearing in camera; 
(b) banning the publication of the information; 


(c) concealing the identity of the taxpayer to whom the informa- 
tion relates; and 


(d) sealing the records of the proceeding. 
Related Provisions: 239(2.2) — Offence with respect to confidential information; 


238(1) — Punishment for failing to comply. 


History: Subsec. 241(4.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 137(1). 


(5) Disclosure to taxpayer or on consent — An official, or 
other representative of a government entity may provide taxpayer 
information relating to a taxpayer 

(a) to the taxpayer; and 

(b) with the consent of the taxpayer, to any other person. 


Related Provisions: 238(1) — Punishment for failing to comply; 241(4)q) — Dis- 
closure to taxpayer permitted. 


History: The opening words of subsec. 241(5) amended to substitute “official or other 


| representative of a government entity” for “official” by 2009, c. 2, subsec. 75(4), in 


force on March 12, 2009. 
Subsec. 241(5) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 137(1), Subsec. 
(5) formerly read: 


(5) Return of copy of books, etc. — Notwithstanding anything in this section, 
the Minister may permit a copy of any book, record, writing, return or other 
document obtained by or on behalf of the Minister for the purposes of this: Act or 


S. 241(9)(c) 


the Petroleum and Gas Revenue Tax Act to be given to the person from whom 
the book, record, writing, return or other document was obtained or the legal 
representative of that person, or to the agent of that person or of the legal repre- 
sentative authorized in writing in that behalf. , 


Selected Cases [subsec. 241(5)]: McAvan Holdings v. BDO Dunwoody Ltd., 
[2003] 4 C.T.C. 90 (Ont Master) (Documents in possession of Minister were neverthe- 
less under taxpayer’s control and ordered produced on discovery). 


Transfer Pricing Memoranda: TPM-04: Third-party information. 


Forms: -RC59: Business consent ‘form; T1013: Authorizing or cancelling a 
representative. on ig 


(6) Appeal from. order. or. direction — An. order or direction 
that is made in the course of or in connection with any legal pro- 
ceedings and that requires an official, other representative of a gov- 
ernment entity or authorized person to give or produce evidence re- 
lating to any taxpayer information may, by notice served on all 
interested parties, be appealed forthwith by the Minister or by the 
person against whom the order or direction is made to 


(a) the court of appeal of the province.in which the order or di- 
rection is. made, in the case of an. order or direction made by a 
court or other tribunal established by or pursuant to the laws of 
the province, whether or not that: court or tribunal is exercising a 
jurisdiction conferred by the laws of Canada; or 


(b).the Federal Court of Appeal, in the case of an order or direc- 
tion made by.a court, or other tribunal established. by or pursuant 
to the laws of Canada. 

History: The opening words of subsec. 241(6) amended to substitute “official, other 


representative of a government entity” for “official” by 2009, c. 2, subsec. 75(5), in 
force on March 12, 2009. 


That portion of subsec. 241(6) preceding para. (a) amended‘by 1994, c: 7, Sch. VII 

(1993; c. 24), subsec. 137(2). That portion formerly read: 
(6) An order or direction made in the course of or in connection with any legal 
proceedings requiring an official or authorized person to give evidence relating 
to any information or produce any: book, record; writing; return or, other docu- 
_Ment obtained by or on behalf of the Minister for the purposes of this Act or the 
Petroleum and Gas Revenue Tax Act, may, by notice served on all interested 
parties, be appealed forthwith by the Minister or by the person against whom the.. 
order or direction is made to 


(7) Disposition of appeal — The court to which an appeal, is 
taken pursuant to subsection (6) may allow the appeal and quashthe 
order or direction appealed from or dismiss: the appeal, and the rules 
of practice and procedure from time to time governing, appeals to 
the courts shall apply, with such modifications as the circumstances 
require, to an appeal instituted pursuant to that subsection. 


(8) Stay of order or direction — An appeal instituted pursuant 
to subsection (6) shall stay the operation of the order or direction 
appealed from until judgment is pronounced. 


(9) Threats to security — An official may provide, to an official 
of the Canadian Security Intelligence Service, of the Royal:Cana- 
dian Mounted Police or of the Financial Transactions and Reports 
Analysis Centre of Canada, 


(a) publicly accessible charity information; 


(b) designated taxpayer information, if there are reasonable 
grounds to suspect that the information would be. relevant to 


(i) an investigation by the Canadian, Security. Intelligence 
Service of whether the activity of any person may constitute 
threats to the security of Canada, as defined in‘ section 2 of 
the Canadian Security Intelligence Service Act, 


(41) an investigation of whether an. offence. may have been 
committed under 


(A). Part II.1.0f, the Criminal Code, or 


(B) section 462.31 of the Criminal Code, if that investiga- 
tion is related to an offence under Part II.1 of that Act,, or 


(iii) the prosecution of an offence referred to.in subparagraph 
(ii); and 
(c) information setting out the reasonable grounds referred to in 


paragraph (b), to the extent that any such grounds rely on infor- 
mation referred to in paragraph (a) or (b). 
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Related Provisions: 241(4)(f.1) — Provision of information permitted; 241(9.1) — 
Use of information by RCMP or CSIS. 


History: Subsec. 241(9) added by 2006, c. 12, subsec. 45(2), proclaimed in force Feb- 
ruary 10, 2007. 


(9.1) Threats to security — Information — other than desig- 
nated donor information — provided to an official of the Canadian 
Security Intelligence Service or the Royal Canadian Mounted Po- 
lice, as permitted by paragraph (4)(f.1), may be used by such an 
official, or communicated by such an official to another official of 
the Canadian Security Intelligence Service or the Royal Canadian 
Mounted Police for use by that other official, for the purpose of 


(a) investigating whether an offence may have been committed, 
ascertaining the identity of a person or persons who may have 
committed an offence, or prosecuting an offence, which offence 
is 


(i) described in Part H.1 of the Criminal Code, or 


(ii) described in section 462.31 of the Criminal Code, if that 
investigation, ascertainment or prosecution is related to an 
investigation, ascertainment or prosecution in respect of an 
offence described in Part II.1 of that Act; or 


(b) investigating whether the activities of any person may con- 
stitute threats to the security of Canada, as defined in section 2 
of the Canadian Security Intelligence Service Act. 


History: Subsec. 241(9.1) added by 2006, c. 12, subsec. 45(2), proclaimed in force 
February 10, 2007. 


(9.2) Restrictions on information sharing — No information 
may be provided to a representative of a government entity under 
paragraph (4)(1) in connection with a program, activity or service 
provided or undertaken by the government entity unless the govern- 
ment entity uses the business number as an identifier in connection 
with the program, activity or service. 


History: Subsec. 241(9.2) added by 2009, c. 2, subsec. 75(6), in force March 12, 2009. 


(9.3) Public disclosure — The Minister may, in connection with 
a program, activity or service provided or undertaken by the Min- 
ister, make available to the public the business number of, and the 
name of (including any trade name or other name used by), the 
holder of a business number (other than an excluded individual). 


Related Provisions: 241(9.4) — Disclosure by other government. 
History: Subsec. 241(9.3) added by 2009, c. 2, subsec. 75(6), in force March 12, 2009. 


(9.4) Public disclosure by representative of government 
entity — A representative of a government entity may, in connec- 
tion with a program, activity or service provided or undertaken by 
the government entity, make available to the public the business 
number of, and the name of (including any trade name or other 
name used by), the holder of a business number (other than an ex- 
cluded individual), if 


(a) a representative of the government entity was provided with 
that information pursuant to paragraph 4(1); and 


(b) the government entity uses the business number as an identi- 
fier in connection with the program, activity or service. 


History: Subsec. 241(9.4) added by 2009, c. 2, subsec. 75(6), in force March 12, 2009. 
(10) Definitions — In this section, 


“aboriginal government” means an aboriginal government as de- 
fined in subsection 2(1) of the Federal-Provincial Fiscal Arrange- 
ments Act; 


History: The definition “aboriginal government” in subsec. 241(10) added by 2009, c. 
2, subsec. 75(8), in force on March 12, 2009. 


“authorized person” means a person who is engaged or employed, 
or who was formerly engaged or employed, by or on behalf of Her 
Majesty in right of Canada to assist in carrying out the provisions of 
this Act, the Canada Pension Plan, the Unemployment Insurance 
Act or the Employment Insurance Act; 


Related Provisions: 241(11) — Meaning of “this Act”. 


Income Tax Act 


History: The definition “authorized person” in subsec. 241(10) amended by 1998, c. 
19, subsec. 236(10), deemed to have come into force on June 30, 1996. The definition 
formerly read: 


“authorized person” means a person who is engaged or employed, or who was 
formerly engaged or employed, by or on behalf of Her Majesty in right of Can- 
ada to assist in carrying out the provisions of this Act, the Canada Pension Plan 
or the Employment Insurance Act, 


The definition of “authorized person” in subsec. 241(10) amended by 1996, c. 23, para. 
187(d), to substitute “Employment Insurance Act” for the “Unemployment Insurance 
Act’, in force June 30, 1996. 


“Authorized person” in subsec. 241(10) amended by 1994, c. 7, Sch. VIII (1993, c. 24), 
subsec. 137(3). That definition formerly read: 


“authorized person” means any person engaged or employed, or formerly en- 
gaged or employed, by or on behalf of Her Majesty in right of Canada or a proy- 
ince to assist in carrying out the purposes and provisions of this Act or the Petro- 
leum and Gas Revenue Tax Act; 


“business number” — [Repealed] 


History: The definition “business number” in subsec. 241(10) repealed by 1998, c. 19, 
subsec. 236(9), in force June 18, 1998. The definition formerly read: 


“business number” means the number (other than a Social Insurance Number) 
used by the Minister to identify 
(a) a corporation or partnership, or 


(b) any other association or taxpayer that carries on a business or is required 
by this Act to deduct or withhold an amount from an amount paid or credited 
or deemed to be paid or credited under this Act; 


The definition “business number’ added to subsec. 241(10) by 1996, c. 21, subsec. 
59(2), applicable June 20, 1996. 


“contact information”, in respect of a holder of a business num- 
ber, means the name, address, telephone number, facsimile number 
and preferred language of communication of the holder, or similar 
information as specified by the Minister in respect of the holder, 
and includes such information in respect of one or more 


(a) trustees of the holder, if the holder is a trust, 
(b) members of the holder, if the holder is a partnership, 
(c) officers of the holder, if the holder is a corporation, or 


(d) officers or members of the holder, if the holder is not de- 
scribed by any of paragraphs (a) to (c); 
History: The definition “contact information” in subsec. 241(10) added by 2009, c. 2, 
subsec. 75(8), in force on March 12, 2009. 


“corporate information’, in respect of a holder of a business num- 
ber that is a corporation, means the name (including the number 
assigned by the incorporating authority), date of incorporation, ju- 
risdiction of incorporation and any information on the dissolution, 
reorganization, amalgamation, winding-up or revival of the 
corporation; 

History: The definition “corporate information” in subsec. 241(10) added by 2009, c. 
2, subsec. 75(8), in force on March 12, 2009. 


“court of appeal” has the meaning assigned by the definition 
“court of appeal” in section 2 of the Criminal Code; 


History: “Court of appeal” in subsec. 241(10) amended by 1994, c. 7, Sch. VIII (1993, 
c. 24), subsec. 137(3). That definition formerly read: 


“court of appeal” has the meaning assigned by paragraphs (a) to (j) of the defini- 
tion “court of appeal” in section 2 of the Criminal Code; 


“designated donor information” means information of a charity, 
or of a person who has at any time made an application for registra- 
tion as a registered charity, that is directly attributable to a gift that 
has been made or proposed to be made to the charity or applicant 
and that is presented in any form that directly or indirectly reveals 
the identity of the donor or prospective donor, other than a donor or 
prospective donor who is not resident in Canada and is neither a 
citizen of Canada nor a person described in subsection 2(3); 


History: The definition “designated donor information” added to subsec. 241(10) by 
2006, c. 12, subsec. 45(3), proclaimed in force February 10, 2007. 


“designated person” means any person who is employed in the 
service of, who occupies a position of responsibility in the service 
of, or who is engaged by or on behalf of, 


(a) a municipality in Canada, or 
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(b) a public body performing a function of Scent in 
Canada, 


or any person who was formerly so employed, who formerly occu- 


| 


pied such a position or who was formerly so engaged; 


History: The definition “designated person” added to subsec. 241(10) by 1998, pals 
subsec. 97(3), in force on June 18, 1998. 


“designated taxpayer information” means fanaa informa- 
tion — other than designated donor information — of a registered 
charity, or of a person who has at any time made an application for 
registration as a registered charity, that is 


(a) in respect of a financial transaction 


(i) relating to the importation or exportation of currency: or 
monetary instruments’ by the charity or applicant; or 
~ (ii) in which the charity or applicant has engaged a person to 
whom section 5 of the Proceeds of Crime (Money Launder- 
ing) and Terrorist Financing Act applies, 
(b) information provided to the Minister by the Canadian Secur- 
ity Intelligence Service, the Royal Canadian Mounted Police or 
the Financial Transactions and Reports Analysis Centre. of 
Canada, 


(c) the name, address, date of birth and. citizenship:of any. cur- 
rent or former director, trustee or like official, or of any agent, 
mandatary or employee, of the charity or applicant, 
_ (d) information submitted by the charity, or applicant in support 
_,of an application, for registration as a registered charity that is 
not publicly accessible charity information, 


(e) publicly: available, 
. databases, or 


including commercially available 


(f) information. prepared from publicly accessible charity infor- 
mation and. information referred to in paragraphs (a) to, (e); 


| History:; The definition “designated taxpayer information’. added to: subsec.; 241(10) 
| by 2006, c,.12,.subsec. 45(3), proclaimed in force February 10, 2007. 


“excluded individual” means an individual who is a holder of a 
business number solely because the individual is required under this 
Act to deduct or withhold an amount from an.amount paid or 
credited or deemed to be paid or credited; 


History: The definition “excluded individual” in subsec. 241(10), added by 2009, 6. 2; 


» subsec, 75(8), in force on March 12, 2009. 


“government entity” means 


(a) a department or agency of the government of Canada or of a 
province, 


5 (b) a municipality in Canada, 
(c) an aboriginal government, 


(d) a corporation all of the shares (except directors’ qualifying 
shares) of the capital stock of which are owned by one or more 
" persons each of which is 


j 


(i) Her Majesty in right of Canada, 

(ii) Her Majesty in right of a province, 

(ili) a municipality'in Canada, or 

(iv) a corporation described in this paragraph, or 


_ (e) a board or commission, established by Her Majesty in right 
_ of Canada or Her Majesty in right of a province, that performs 


one or more municipalities in Canada, that performs an adminis- 
trative or regulatory function of a municipality; 


| History: The definition “government entity’ in subsec. 241(10). added by 2009, c. 2, 
| subsec. 75(8), in force on March 12, 2009. 


# 
4 
i 
i 
| 
) _.an administrative or regulatory function. of government, or, by 


| | “official” means any person who is employed in the service of, who 
| occupies a position of responsibility 1 in the service of, or who is en- 


| gaged by or on behalf of, 
(a) Her Majesty in right of Canada or a province, or 


(b) an. authority, engaged in administering a,law of a province 
similar to the Pension Benefits Standards Act, 1985, 
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or any person who was formerly’so'employed, who formerly occu- 
pied such a position or who was formerly so engaged and, for the 
purposes of subsection 239(2:21), subsections (1) and (2), the por- 
tion of subsection (4) before paragraph (a), and subsections (5) and 
(6), includes a designated person; 
History: The closing words of the definition “official” in subsec. 241(10) amended by 
1998, c. 21, subsec. 97(2), in force on June 18, 1998. The closing words formerly read: 
or any person who was formerly so employed, who formerly occupied such a 
position or who was formerly so engaged; 


“Official” in subsec. 241(10) amended by 1994; c. 7, Sch. VIII (1993; c. 24), subsec. 
137(3). That definition formerly read: 


“official” means. any, person employed in or occupying a. position of 
responsibility 
(a) in the service of Her Majesty in right of Canada or a province, or 
(b) in the service of an authority éngaged in administering a law of a prov- 
ince similar to the Pension Benefits Standards Act, 1985 
or any person formerly so employed or formerly occupying a position therein. 
Application Policies: SR&ED 95-04: Conflict’ of interest: 


“publicly, accessible charity information’? means taxpayer. infor- 
mation that is ' 


(a) described in subsection (3.2), or that would be described in 
that subsection if the words “that was at any time a registered 
charity’ were read as, “‘that has at any time made an application 
for registration, as a registered charity’, 


(b) information — other than designated donor information — 

~ submitted to the Minister with, or required to be contained in, 
any public information return filed or required to be filed under 
subsection. 149.1(14), or 


(c) information prepared from ‘information referred to in para- 
graph (a) or (b); 


History: The definition “publicly accessible charity information’ added to’ subsec. 
241(10) by 2006, c. 12, subsec. 45(3), proclaimed in force February 10, 2007. 


“registration information”, in | respect ofa holder of a business 
number, means 


(a) any. information. pertaining to the legal form of the holder, 


(b) the type of activities carried on or proposed to be carried on 
by the holder, 


(c) each date:on which 
(i) the business number was issued to the holder, 
(11) the holder began activities, 
(1i1) the holder ceased or resumed activities, or 


- (iv) the business number aasigned to the holder was changed, 
and 


' (d) the reasons for the cessation, resumption or change referred 
to in subparagraph (c)(iii) or (iv); 

History: The definition “registration information” in subsec. 241(10) added by 2009, 
c. 2, subsec. 75(8), in force on March 12, 2009. 


“representative” of a government entity means a person who is 
employed:in the service of; who occupies a position of responsibil- 
ity in the service of, or who:is engaged by or on behalf of, a govern- 
ment entity, and includes, for the purposes of subsections (1), (2), 
(5) and (6), a person who was formerly so employed, who formerly 
occupied such a position or, who. formerly was so. engaged; 


History: The definition “representative” in subsec. 241(10) added by 2009, c. 2, sub- 
sec. 75(8), in force-on March 12, 2009, 


“taxpayer information” means information of any kind and in any 
form relating to one or more taxpayers that is 


- (a) obtained by or on behalf of the Minister for the purposes of 
this Act, or 


(b) prepared from information referred. to in paragraph (a), 


but does not include information that does not directly or indirectly 
reveal the identity of the taxpayer to whom it relates and, for the 
purposes of applying subsections (2), (5) and (6) to a representative 
of a government entity that is not an official, taxpayer information 
includes only the information referred to in paragraph (4)(1); 
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Related Provisions: 122.64(1) — Confidentiality of information; 241(11) — Mean- 
ing of “this Act”. 

History: The closing words of the definition “taxpayer information” in subsec. 
241(10) amended by 2009, c, 2, subsec. 75(7), in force on March 12, 2009. The closing 
words formerly read: 


but does not include information that does not directly or indirectly reveal the 
identity of the taxpayer to whom it relates. 


“Taxpayer information” added to subsec. 241(10) by 1994, c. 7, Sch. VIII (1993, c. 
24), subsec. 137(3). 


Selected Cases [subsec. 241(10)]: Canada (Information Commissioner). v. 
Chairman of Canadian Cultural Property Export Review Board, [2002] 4 C.T.C. 55 
(FCA) (Information in public domain not protected by provision); Canadian Council of 
Christian Charities vy. Canada (Minister of Finance), [1999] 3 C.T.C. 123 (FCTD) (Ac- 
cess to tax policy documents restricted). 


(11) PGRT Act references — The references in subsections (1), 
(3), (4) and (10) to “this Act” shall be read as references to “this 
Act or the Petroleum and Gas Revenue Tax Act’. 


History: Subsec. 241(11) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 137(3). 


Selected Cases [s. 241]: Silicate Holdings Ltd. v. R., [2001] 2 C.T.C. 2222 (TCC) 
(Mere fact that certain confidential information disclosed does not give right to further 
disclosures); Harris v. R., [2001] 1 C.T.C. 148 (FCA); rev’g in part [2001] 1 C.T.C. 
280 (FCTD) (Provision may not apply when issue relates to administration of the Act); 
Page y. Canada, [1996] 1 C.T.C. 2697 (TCC) (Minister ordered to produce records, but 
not tax returns, relating to decision not to assess other directors); Crestbrook Forest 
Industries v. Canada, [1991] 2 C.T.C. 195 (FCTD); aff’d [1992] 1 C.T.C. 100 (FCA) 
(Confidential documents used by Minister as basis for assessment to be disclosed to 
taxpayer, even where supplied by other taxpayers who object to production); 
Diversified Holdings Ltd. v. Canada, [1991] 1 C.T.C. 118 (FCA) (Docket notations 
made by collection investigation officers on internal self-generated documents not 
based on information given to Revenue Canada under the Act not confidential); Tyler 
v. MNR, [1991] 1 C.T.C. 13 (FCA) (Minister prohibited from communicating informa- 
tion obtained under provision to RCMP during period in which drug trafficking charges 
remained outstanding). 


Definitions [s. 241]: “aboriginal government’ — 241(10); “adjusted cost base” — 
54, 248(1); “amount”, “assessment” — 248(1); “authorized person” — 241(10); “busi- 
ness’, “business number” — 248(1); “Canada” — 255, Interpretation Act 35(1); “Ca- 
nadian film or video production certificate” — 125.4(1); “contact information’, “cor- 
porate information” — 241(10); “corporation” — 248(1), Interpretation Act 35(1); 
“court of appeal” — 241(10); “designated donor information”, “designated person” — 
241(10); “designated provincial program” — 146.1(1), 146.4(1); “designated taxpayer 
information” — 241(10); “employed”, “employee”, “employer” — 248(1); “Federal 
Court of Appeal” — Federal Courts Act s. 3; “government entity’ — 241(10); “Her 
Majesty” — Interpretation Act 35(1); “individual”, “listed international agreement”, 
“Minister” — 248(1); “municipality” — 241(10); “Newfoundland offshore area’, 
“non-resident”, “office”, “officer” — 248(1); “official” — 241(10); “Parliament” — 
Interpretation Act 35(1); “person”, “prescribed”, “property” — 248(1); “province” — 
Interpretation Act 35(1); “publicly accessible charity information” — 241(10); “quali- 
fying share” — 192(6), 248(1) [not intended to apply to this section]; “record”, “regis- 
tered charity”, “registered pension plan” — 248(1); “registration information” — 
241(10); “related” — 251(2)-(6); “representative” — 241(10); “share”, “tax treaty” — 
248(1); “taxable income” — 2(2), 248(1); “taxpayer” — 248(1); “taxpayer informa- 
tion” — 241(10); “this Act’ — 241(11); “trust” — 104(1), 248(1), (3); “writing” — In- 
terpretation Act 35(1). 


242. Officers, etc., of corporations — Where a corporation 
commits an offence under this Act, any officer, director or agent of 
the corporation who directed, authorized, assented to, acquiesced in 
or participated in the commission of the offence is a party to and 
guilty of the offence and is liable on conviction to the punishment 
provided for the offence whether or not the corporation has been 
prosecuted or convicted. 


Related Provisions: 227.1 — Liability of directors; 236 — Corporate directors and 
officers entitled to execute documents. 


Selected Cases [s. 242]: R. v. Gibbs, [2004] 5 C.T.C. 152 (BC Prov Ct) (Strict 
liability offences give rise only to due diligence defences); R. v. Léger, [2004] 4 C.T.C. 
320 (NB Prov Ct) (Provision requires proof of full mens rea); R. v. Bodnarchuk, [2004] 
4 C.T.C. 314 (BC Prov Ct) (Crown must show failure of individual director to have 
been involved in corporate failure to comply); R. v. Gibbs (2003), [2004] 5 C.T.C. 137 
(BC Prov Ct) (Due diligence (the only available defence) not established); Chilton 
Insurance Consultation Inc. v. Canada, [1996] 2 C.T.C. 185 (Sask QB) (Company 
struck off provincial Register still liable to file tax returns; director personally liable to 
penalty); R. v. Swendson, [1987] 2 C.T.C. 199 (Alta QB) (Although Crown need not 
prove mens rea, it must establish corporation’s guilt and defendant’s participation). 


Definitions [s. 242]: “corporation” — 248(1), Interpretation Act 35(1); “officer” — 
248(1)“office”’. 


Information Circulars: 73-10R3: Tax evasion. 
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243. Power to decrease punishment — Notwithstanding the 
Criminal Code or any other statute or law in force on June 30, 
1948, the court has, in any prosecution or proceeding under this 
Act, no power to impose less than the minimum fine or imprison- 
ment fixed by this Act or to suspend sentence. 


Procedure and Evidence 


244. (1) Information or complaint — An information or com- 
plaint under this Act may be laid or made by any officer of the 
Canada Revenue Agency, by a member of the Royal Canadian 
Mounted Police or by any person thereto authorized by the Minister 
and, where an information or complaint purports to have been laid 
or made under this Act, it shall be deemed to have been laid or 
made by a person thereto authorized by the Minister and shall not 
be called in question for lack of authority of the informant or com- 
plainant except by the Minister or by a person acting for the Min- 
ister or Her Majesty. 

History: Subsec. 244(1) amended to substitute “Canada Revenue Agency” for “Can- 


ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vi), proclaimed in 
force December 12, 2005. 


Subsec. 244(1) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(e), proclaimed in force 
November 1, 1999. 


(2) Two or more offences — An information or complaint in re- 
spect of an offence under this Act may be for one or more offences 
and no information, complaint, warrant, conviction or other pro- 
ceeding in a prosecution under this Act is objectionable or insuffi- 
cient by reason of the fact that it relates to two or more offences. 


(3) Venue — An information or complaint in respect of an offence 
under this Act may be heard, tried or determined by any court, 
judge or justice if the accused is resident, carrying on business, 
found or apprehended or is in custody within the territorial jurisdic- 
tion of the court, judge or justice, as the case may be, although the 
matter of the information or complaint did not arise within that 
jurisdiction. 

(4) Limitation period — An information or complaint under the 
provisions of the Criminal Code relating to summary convictions, 
in respect of an offence under this Act, may be laid or made at any 
time but not later than 8 years after the day on which the matter of 


the information or complaint arose. 


Selected Cases [subsec. 244(4)]: Giles v. Print Three et al., [1988] 1 C.T.C. 1 
(Ont SC) (Subpoena issued against director of taxation upheld because his testimony 
relevant to interpretation of provision and application of Charter); Smerchanski v. 
MNR, [1976] C.T.C. 488 (SCC) (Taxpayer who settled with Crown to avoid prosecu- 
tion not permitted to impugn settlement on grounds of duress subsequent to expiry of 
limitation period). 


(5) Proof of service by mail — Where, by this Act or a regula- 
tion, provision is made for sending by mail a request for informa- 
tion, notice or demand, an affidavit of an officer of the Canada Rev- 
enue Agency, sworn before a commissioner or other person 
authorized to take affidavits, setting out that the officer has knowl- 
edge of the facts in the particular case, that such a request, notice or 
demand was sent by registered letter on a named day to the person 
to whom it was addressed (indicating the address) and that the of- 
ficer identifies as exhibits attached to the affidavit the post office 
certificate of registration of the letter or a true copy of the relevant 
portion thereof and a true copy of the request, notice or demand, 
shall, in the absence of proof to the contrary, be received as evi- 
dence of the sending and of the request, notice or demand. 

Related Provisions: 244(11) — Presumption that affidavit valid; 244(14) — Mail- 


ing date deemed to be date of notice; 248(7)(a) — Mail deemed received on day 
mailed; Interpretation Act 25(1) — Evidence is rebuttable. 


History: Subsec. 244(5) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vii), proclaimed in 
force December 12, 2005. 


Subsec. 244(5) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(f), proclaimed in force 
November 1, 1999. ; 
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_ (6) Proof of personal service — Where, by this Act or a regula- 
tion, provision is made for personal service of a request for infor- 
| mation, notice or demand, an affidavit of an officer of the Canada 
Revenue Agency sworn before a commissioner or other person au- 
| thorized to take affidavits setting out that the officer has knowledge 
of the facts in the particular case, that such a request, notice or de- 
mand was served personally on a named day on the person to whom 
it was directed and that the officer identifies as an exhibit attached 
to the affidavit a true copy of the request, notice or demand, shall, 
I in the absence of proof to the contrary, be received as evidence of 
the personal service and of the request, notice or demand. 
1 | Related Provisions: 244(11) — beg wate that affidavit valid; Interpretation Act 
25(1) — Evidence is rebuttable. 
- History: Subsec. 244(6) amended to substitute “Canada Revenue Agency” for “Can- 
| ada Customs and Revenue Agency” by 2005, c. 38, subpar: “irpire proclaimed 
into force December 12; 2005. 


, 
i 
Hy Subsec. 244(6) amended to substitute “Canada Customs and Revenue Agency” for- 
j 


as ee eg rr 


_ ‘Department of National Revenue” by 1999, c. 17, para. 168(f), proclaimed into force 
November 1, 1999. 


| (7) Proof of failure to comply — Where, by this Act or a regula- 
tion, a person is required to make a return, statement, answer or 
tt certificate, an affidavit of an officer of the Canada Revenue 
- Agency, sworn before a commissioner or other person authorized to 
| take affidavits, setting out that the officer has charge of the appro- 
priate records and that after a careful examination and search of 
| those records the officer has been unable to find in a given case that 
_ the return, statement, answer or certificate, as the case may be, has 
i been made by that person, shall, in the absence of proof to the con- 
_ trary, be received as evidence that in that case that person did not 
| make the return, statement, answer or certificate, as the case may 
be. 
| Related Provisions: 244(11) — Presumption that affidavit valid; Interpretation Act 
| 25(1) — Evidence is rebuttable. 
| History: Subsec. 244(7) amended to substitute “Canada Revenue Agency” for “Can- 
4 ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vii), proclaimed in 
| force December 12, 2005: 
» Subsec. 244(7) amended to substitute “Canada Customs and Revenue Agency” for 
| “Department of National Revenue” by 1999, c. 17, para. 168(f), proclaimed in force 
» November 1,°1999. 
| Selected Cases [subsec. 244(7)]: R. v. Jacques, [2000] 2 C.T.C. 475 (BC SC) 
| (faxpayer unable to establish returns filed); Maritime Construction Ltd. v. Canada, 
' [1989] 1 C.T.C. 306 (NB QB) (Appeals from convictions for failing to file returns 
_ allowed where trial judge refused to allow cross-examination on affidavits taken under 
| provision). 


(8) Proof of time of compliance — Where, by this Act or a reg- 
| ‘ulation, a-_person is required to make a return, statement, answer or 
| certificate, an affidavit of an officer. of the Canada Revenue 
_ Agency, sworn before a commissioner or other person authorized to 

| take affidavits, setting out that the officer has charge of the appro- 
| ‘priate records and that after careful examination of those records the 
| ‘ officer has found that the return, statement, answer.or certificate 
| was filed or made on a particular day, shall, in the absence of proof 
ito the contrary, be received as evidence that it was Begs or made on 
: ‘that day and not prior thereto. 

i} Related Provisions: 244(11) — Presumption that affidavit valid; poae ree: Act 
\ 25(1) — Evidence is rebuttable. 

History: Subsec. 244(8) amended to substitute “Canada Revenue Agency” for “Can- 
_ ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vii), proclaimed in 
: force December 12, 2005. 

' Subsec. 244(8). amended to substitute “Canada Customs and; Reyenue Agency” for 
| “Department of National Revenue” by 1999, c..17, para. 168(f), proclaimed in force 

November 1, 1999. 
} 
! 


) 

hs Proof of documents — An affidavit of an officer of the Can- 
ada Revenue Agency, sworn before a commissioner or other person 
authorized to take affidavits, setting out that the officer has charge 
3 the appropriate records and that a document annexed to the affi- 
davit is a document or true copy of a document, or a print-out of an 
electronic document, made by or on behalf of the Minister or a per- 
son exercising a power of the Minister or by or on behalf of a tax- 
payer, is evidence of the nature and contents of the document. 


Part XV — Administration and Enforcement 


S. 244(13) 


Related Provisions: 231.5(1) — Copy of document seized or examined may be used 

in court proceedings; 244(11) — Presumption ‘that affidavit valid; Interpretation Act 

25(1) — Evidence is rebuttable. 

History: Subsec. 244(9) amended to substitute “Canada Revenue Agency” for “Can- 

ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vii), proclaimed in 

force December 12, 2005. 

Subsec. 244(9) amended to substitute “Canada Customs and Revenue Agency” for 

“Department of National Revenue” by 1999, c. 17, para. 168(f), proclaimed in force 

November 1, 1999. 

Subsec. 244(9) amended by 1998, c. 19, subsec. 237(1), in force June 18, 1998. Subsec. 

244(9) formerly read: 
(9) An affidavit of an officer of the Department of National Revenue, sworn 
before’ a commissioner or other person authorized to take affidavits, setting out 
that the officer has charge of the appropriate records and that a document an- 
nexed thereto is a document or true copy of a document made by or on behalf of 
the Minister or a person exercising the powers of the Minister or by or on behalf 
of a taxpayer, shall, in the absence of proof to the contrary, be received as evi- 
dence of the nature and contents of the document and shall be admissible in 
evidence and have the same probative force as the original document would have 
if it had been proven in the ordinary way. 


(10) Proof of no appeal — An affidavit of an officer of the Can- 
ada Revenue Agency, sworn before a commissioner or other person 
authorized to take affidavits, setting out that the officer has charge 
of the appropriate records and has knowledge of the practice of the 
Agency and that an examination of those records shows that a no- 
tice of assessment for a particular taxation year or a notice of deter- 
mination was mailed or otherwise communicated to a taxpayer on a 
particular day under this Act and that, after careful examination and 
search. of those records, the officer has been unable to find that a 
notice of objection or of appeal from the assessment or determina- 
tion or a request under subsection 245(6), as the case may be, was 
received within the time allowed, shall, in the absence of proof to 
the contrary, be received as evidence of the statements contained in 
it. 
Related Provisions: 244(11) — Presumption that affidavit valid; Interpretation Act 
25(1) — Evidence is rebuttable. 
History: Subsec. 244(10) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vii), proclaimed in 
force December 12, 2005. 
Subsec. 244(10) amended by 1999, c. 17, subsec. 166(1), proclaimed in force Novem- 
ber I, 1999. The subsec. formerly read: 
(10) An affidavit of an officer of the Department of National Revenue, swom 
before a commissioner or other person authorized to take affidavits, setting out 
that the officer has charge of the appropriate records and has knowledge of the 
practice of the Department and that an examination of the records shows that a 
notice of assessment for a particular taxation year or a notice of determination 
was mailed or otherwise communicated to a taxpayer on a particular day pursu- 
ant to this Act and that, after careful examination and search of those records, the 
officer has been unable to find that a notice of objection or of appeal from the 
assessment or determination or a request-under subsection 245(6), as the case 
may be, was.received within the time allowed therefor, shall, in the absence of 
proof to the contrary, be received as evidence of the statements contained 
therein. 
Selected Cases [subsec. 244(10)]: Grunwald v. R., [2006].3 C.T.C. 2363 (TCC) 
(Personal service complete when copies of notices left with taxpayer). 


(11) Presumption — Where evidence is offered under this sec- 
tion by an affidavit from which it appears that the person making 
the affidavit is an officer of the Canada Revenue Agency, it is not 
necessary to prove the person’s signature or that the person is such 
an officer nor is it necessary to prove the signature or official char- 
acter of the person before whom the affidavit was sworn. 

History: Subsec. 244(11) amended to substitute “Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(vii), proclaimed in 
force December 12, 2005. 

Subsec. 244(11) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. 168(g), proclaimed in force 
November 1, 1999. 


(12) Judicial notice — Judicial notice shall be taken of all orders 
or regulations made under this Act without those orders or regula- 
tions being specially pleaded or proven. 


(13) Proof of documents — Every document purporting to have 
been executed under, or in the course of the administration or en- 
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forcement of, this Act over the name in writing of the Minister, the 
Deputy Minister of National Revenue, the Commissioner of Cus- 
toms and Revenue, the Commissioner of Revenue or an officer au- 
thorized to exercise a power or perform a duty of the Minister under 
this Act is deemed to have been signed, made and issued by the 
Minister, the Deputy Minister, the Commissioner of Customs and 
Revenue, the Commissioner of Revenue or the officer unless it has 
been called in question by the Minister or by a person acting for the 
Minister or Her Majesty. 


History: Subsec. 244(13) amended by 2005, c. 38, s. 120, proclaimed in force Decem- 
ber 12, 2005. The subsec. formerly read: 


(13) Every document purporting to have been executed under, or in the course of 
the administration or enforcement of, this Act over the name in writing of the 
Minister, the Deputy Minister of National Revenue, the Commissioner of Cus- 
toms and Revenue or an officer authorized to exercise a power or perform a duty 
of the Minister under this Act is deemed to have been signed, made and issued 
by the Minister, the Deputy Minister, the Commissioner or the officer unless it 
has been called in question by the Minister or by a person acting for the Minister 
or Her Majesty. 


Subsec. 244(13) amended by 1999, c. 17, para. 169(f), proclaimed into force November 
1, 1999. The subsec. formerly read: 


(13) Every document purporting to have been executed under, or in the course of 
the administration or enforcement of, this Act over the name in writing of the 
Minister, the Deputy Minister of National Revenue or an officer authorized to 
exercise a power or perform a duty of the Minister under this Act is deemed to 
have been signed, made and issued by the Minister, the Deputy Minister or the 
officer unless it has been called in question by the Minister or by a person acting 
for the Minister or Her Majesty. 


Subsec. 244(13) amended by 1998, c. 19, subsec. 237(2), in force June 18, 1998. The 
subsec. formerly read: 


(13) Every document purporting to be an order, direction, demand, notice, certif- 
icate, requirement, decision, assessment, discharge of mortgage or other docu- 
ment purporting to have been executed under, or in the course of administration 
or enforcement of, this Act over the name in writing of the Minister, the Deputy 
Minister of National Revenue or any officer authorized by regulation to exercise 
powers or perform duties of the Minister under this Act shall be deemed to be a 
document signed, made and issued by the Minister, the Deputy Minister or the 
officer unless it has been called in question by the Minister or by a person acting 
for the Minister or Her Majesty. 


“Deputy Minister of National Revenue” substituted for “Deputy Minister of National 
Revenue for Taxation” in subsec. 244(13), by 1994, c. 13, subsec. 7(1), applicable May 
12, 1994. 


(13.1) [Repealed] 


History: Subsec. 244(13.1) repealed by 1994, c. 13, s. 10, applicable May 12, 1994. 
Subsec. (13.1) formerly read: 


(13.1) Revenue Canada, Taxation — The words “Revenue Canada, Taxation” 
and the words “Revenu Canada (Impét)” in any document issued or executed 
under or in the course of the administration or enforcement of this Act over the 
name in writing of the Minister, the Deputy Minister of National Revenue for 
Taxation or any officer authorized by regulation to exercise powers or perform 
duties of the Minister under this Act are deemed to be a reference to the “Depart- 
ment of National Revenue” and “ministére du Revenu national’. 


Department of National Revenue Act (as amended by 1994, c. 13) s. 3.1: 


3.1 Either or both of the expressions “Revenue Canada” and “Revenu Canada” 
may be used to refer to the Department of National Revenue. 


(14) Mailing or sending date — For the purposes of this Act, 
where any notice or notification described in subsection 149.1(6.3), 
152(3.1), 165(3) or 166.1(5) or any notice of assessment or determi- 
nation is mailed, or sent electronically, it shall be presumed to be 
mailed or sent, as the case may be, on the date of that notice or 
notification. 


Related Provisions: 244(5) — Proof of service by mail; 244(14.1) — Date when 
electronic notice sent; 244(15)— Assessment deemed made on date of mailing; 
248(7)(a) — Mail deemed received on day mailed; Interpretation Act 26 — Deadline 
on Sunday or holiday extended to next business day. 


History: Subsec. 244(14) amended by 2010, c. 25, s. 67, in force on December 15, 
2010. It formerly read: 


(14) Mailing date — For the purposes of this Act, where any notice or notifica- 
tion described in subsection 149.1(6.3), 152(3.1), 165(3) or 166.1(5) or any no- 
tice of assessment or determination is mailed, it shall be presumed to be mailed 
on the date of that notice or notification. 
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Subsec. 244(14) amended by 1998, c. 19, subsec.+237(2), in force June 18, 1998. It 
formerly read: 
(14) For the purposes of this Act, the day of mailing of any notice or notification 
described in subsection 149.1(6.3), 152(4) or 166.1(5) or of any notice of assess- 
ment shall be presumed to be the date of that notice or notification. 


Subsec. 244(14) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 191(1), oo a 
tute “152(4) or 166.1(5)” for “152(4), 192(8) or 194(7)”. 


(14.1) Date when electronic notice sent — For the purposes 
of this Act, if a notice or other communication in respect of a per- 
son or partnership is made available in electronic format such that it 
can be read or perceived by a person or a computer system or other 
similar device, the notice or other communication is presumed to be 
sent to the person or partnership and received by the person or part- 
nership on the date that an electronic message is sent, to the elec- 
tronic address most recently provided before that date by the person 
or partnership to the Minister for the purposes of this subsection, 
informing the person or partnership that a notice or other communi- 
cation requiring the person or partnership’s immediate attention is 
available in the person or partnership’s secure electronic account. A 
notice or other communication is considered to be made available if 
it is posted by the Minister in the person or partnership’s secure 
electronic account and the person or partnership has authorized that 
notices or other communications may be made available in this 
manner and has not before that date revoked an authorization in a 
manner specified by the Minister. 


History: Subsec. 244(14.1) added by 2010, c. 25, s, 67, in force on December 15, 
2010. ; 


(15) Date when assessment made — If any notice of assess- 
ment or determination has been sent by the Minister as required by 
this Act, the assessment or determination is deemed to have been 
made on the day of sending of the notice of the assessment or 
determination. 

Related Provisions: 244(5) — Proof of service by mail; 244(14) — Date of mailing 


presumed to be date of notice; 244(14.1) — Day of sending of electronic notice; Inter- 
pretation Act 26 — Deadline on Sunday or holiday extended to next business day. 


History: Subsec. 244(15) amended by 2010, c. 25, s. 67, in force on December 15, 
2010. It formerly read: 


(15) Where any notice of assessment or determination has been sent by the Min- 
ister as required by this Act, the assessment or determination is deemed to have 
been made on the day of mailing of the notice of the assessment or . 
determination. 


Subsec. 244(15) amended by 1998, c. 19, subsec. 237(2),. in force June 18, 1998. It 
formerly read: 


(15) Where any notice of an assessment has been sent by the Minister as required 
by this Act, the assessment shall be deemed to have been made on the day of 
mailing of the notice of the assessment. 


Selected Cases [subsecs. 244(14), (15)]: Skalbania v. R., [2010] 1 C.T.C. 2509 
(TCC) (Sending assessment is to end process of assessment, not to inform recipient); 
Gaudreau v. R., [1998] 1 C.T.C. 2769 (TCC) (Minister entitled to use old address even 
when correspondence from taxpayer shows new address, if no formal request. for 
change of address). 


(16) Forms prescribed or authorized — Every form purport- 
ing to be a form prescribed or authorized by the Minister shall be 
deemed to be a form authorized under this Act by the Minister un- 
less called in question by the Minister or by a person acting for the 
Minister or Her Majesty. 

Related Provisions: Interpretation Act 32 — Deviations from a prescribed form. 
History: Subsec. 244(16) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
191(2). Subsec. 244(16) formerly read: 


(16) Every form purporting to be a form prescribed or authorized by the Minister 
shall be deemed to be a form prescribed by order of the Minister under this Act 
unless called in question by the Minister or some person acting for him or Her 
Majesty. 
Selected Cases [subsec. 244(16)]: Cal Investments Ltd. v. Canada, [1990] 2 
C.T.C. 418 (FCTD) (Waiver on prescribed form was valid even though missing corpo- 
rate seal). 


(17) Proof of return in prosecution for offence — In any 
prosecution for an offence under this Act, the production of a re- 
turn, certificate, statement or answer required by or under this Act 
or a regulation, purporting to have been filed or delivered by or on 
behalf of the person charged with the offence or to have been made 
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or signed by or on behalf of that person shall, in the absence of 
proof to the contrary, be received as evidence that the return, certifi- 
cate, statement or answer was filed or delivered, or was made or 
signed, by or on behalf of that person. 


Related Provisions: /nterpretation Act 25(1) — Evidence is rebuttable. 


(18) Idem, in proceedings under Division J of Part | — In 
any proceedings under Division J of Part I, the production of a re- 
turn, certificate, statement or answer required by or under this Act 
or a regulation, purporting to have been filed or delivered, or to 
have been made or signed, by or on behalf of the taxpayer, shall in 
the absence, of proof to the contrary be received as evidence that the 
return, certificate, statement or answer was filed or delivered, or 
was made or signed, by or on behalf of the taxpayer. 


Related Provisions: Interpretation Act .25(1) — Evidence is rebuttable. . 


(19) Proof of statement of non-receipt — In any prosecution 
for an offence under this Act, an affidavit of an officer of the Can- 
ada Revenue Agency, sworn before a commissioner or other person 

authorized to take affidavits, setting out that the officer has charge 

of the appropriate records and that an examination of the records 

shows that an amount required under this Act to be remitted to the 
Receiver General on account of tax for a year has not been received 
by the Receiver General, shall, in the absence of proof to the con- 
trary, be received as evidence of the statements contained therein. 
Related Provisions: 244(11) — Presumption that affidavit valid; Interpretation Act 
| 25(1) — Evidence is rebuttable. 


| History: Subsec. 244(19) amended to substitute “(Canada Revenue Agency” for “Can- 
ada Customs and Revenue Agency” by 2005, c. 38, subpara. 138(m)(viii), proclaimed 
in force December 12,.2005. 


Subsec. 244(19) amended to substitute “Canada Customs and Revenue Agency” for 
“Department of National Revenue” by 1999, c. 17, para. .168(g), proclaimed in force 
| November 1, 1999; 


(20) Members of partnerships — For the purposes of this Act, 


(a) a reference in any notice or other document to the firm name 
of a partnership shall, be read as as a reference to. all the mem- 
bers thereof; and 


(b) any notice or other document shall be deemed to have been 
provided to each member of a partnership if the notice or other 
document is mailed to, served on or otherwise sent to the 
__. partnership 

| (i) at its latest known address or place of business, or 

(ii) at the latest known address 


(A) where it is a limited partnership, of any. member 
| thereof whose liability as a member is not limited, or 


(B) in any other case, of any member thereof. 


| Related Provisions: 96(3) — Election by members; 152(1.4)-(1.8) — Binding de- 
' termination:of partnership income or loss; 224(6) — Service of garnishment notice)on 
| partnership. 


History: Subsec. 244(20) added by 1994, c. 7, Sch. II (1991, c. 49), subsec..191(3). 


(21) Proof of return filed — For the purposes of this Act, a docu- 
ment presented by the Minister purporting to be a print-out of the 
_ information in respect of a taxpayer received under section 150.1 by 
. the Minister from a person shall be received as evidence and, in the 
_ absence of evidence to the contrary,-is proof of the return. filed by 
the person under that section. 
Related Provisions: Interpretation Act 25(1) — Evidence is rebuttable. 
| History: Subsec. 244(21) added by 1994, c. 7, Sch. VIII (1993, c, 24), s. 138, applica- 
{ ble to 1992 et seq. 
i 
| (22) Filing of information returns — Where a person who is re- 
| quired by this Act or a regulation to file an information return in 
| prescribed form with the Minister meets the criteria specified in 
writing by the Minister, the person may at any time file the infor- 
mation return with the Minister by way of electronic filing (within 
the meaning assigned by subsection 150.1(1)) and the person shall 
be deemed to have filed the information return with the Minister at 
| that time, and a document presented by the Minister purporting to 
be a print-out of the information so received by the Minister shall 
be received as evidence and, in the absence of evidence to the con- 
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trary, is proof of the information return so deemed to have been 
filed. 

Related Provisions: Reg. 205.1 — Electronic filing of information returns required 
if more than 500 [to be 50] returns being filed; Interpretation Act 25(1) — Evidence is 
rebuttable. 

History: Subsec. 244(22) added by 1994, c. 7, Sch. VIII (1993, c. 24), s. 138, applica- 
ble after 1991. 


Selected Cases [s. 244]: Sykes v. R., [1998] 1 C.T.C. 2639 (TCC) (Computer- 
generated copies of assessments insufficient to establish date of mailing). 


Definitions [s. 244]: “assessment”, “business” — 248(1);. “Canada. Revenue 
Agency” — Canada Revenue Agency Act s. 4(1); “Commissioner of Revenue” — Can- 
ada Revenue Agency Acts. 25; “day of sending” — 244(14), (14.1); “Her Majesty” — 


Interpretation Act 35(1); “Minister”, “person”, “prescribed”, “record”, “regulation” — 
similar provision” — 224(1.3); “taxa- 


248(1); “secured creditor’, “security interest’, “ 


tion year” — 249; “taxpayer” — 248(1); “writing” — Interpretation Act 35(1). 


PART XVI — TAX AVOIDANCE 


245. [General Anti-Avoidance Rule — GAAR] — (1) Defini- 
tions — In this section, 


“tax benefit’ means a reduction, avoidance or deferral of tax or 
other amount payable under this Act or an increase in a refund of 
tax or other amount under this Act, and includes a reduction, avoid- 
ance or deferral of tax or other amount that would be payable under 
this Act but for a tax treaty or an increase in a refund of tax.or other 
amount under this Act as a result of a tax treaty; 

Related Provisions: 237.3(1)‘confidential protection” — Where disclosure is re- 
stricted of transaction that is a tax benefit; 237.3(1)“contractual protection” — Where 


financial protection is provided for transaction that is a tax benefit; 237.3(1)‘tax bene- 
fit” — Definition applies to reportable-transaction rules. 


History: The definition “tax benefit” in subsec. 245(1) amended by: 2005, c..19,. sub- 
sec. 52(1), deemed, for the purpose of s. 245, to thave come into force on September 
13, 1988, and applicable with respect to transactions entered into after September 12, 
1988. The definition formerly read: 
“tax benefit” means a reduction, avoidance or deferral of tax or other amount 
payable under this Act or an increase in a refund of tax or other amount under 
this Act; 
Advance Tax Rulings: ATR-41: Convertible preferred shares; ATR-44: Utilization 
of deductions and credits within a related corporate group. 


“tax consequences” to a person means the amount of income, taxa- 
ble income, or taxable income earned in Canada of, tax or other 
amount payable by or refundable to the person under this Act, or 
any other amount that is relevant for the purposes of computing that 
amount; 


“transaction” includes an arrangement or event. 

Related Provisions: 94(1)“transaction” — Parallel definition for non-resident trust 
rules; 233.1(1)“transaction” — Parallel definition for reporting non-arm’s length trans- 
actions with non-residents; 237.3(1)“transaction” — Definition applies to: reportable- 
transaction rules; 247(1) — Parallel definition re transfer pricing. 

Selected Cases [subsec. 245(1)]: Gibson Petroleum Co. v. R., [1997] 3 C.T.C. 
2453 (TCC) (Fair market value of the assets had been used to determine capital cost 
and assets had been acquired for purpose of gaining or producing income; no applica- 
tion of provision); Central: Supply Co. (1972) Ltd. v. R., [1997] 3 C.T.C. 102 (FCA) 
(Deductions permitted under specific provisions of the Act may nevertheless unduly or 
artificially reduce income); Foremanet et al. v. MNR, [1996] 1 C.T.C. 265 (FCTD) 
(Statutory language required where “series” of transactions attacked); Fording Coal 
Ltd. v. Canada, [1996] 1 C.T.C. 230 (FCA) (Successor rules construed from perspec- 
tive of normal business practice and public purpose in determining artificiality. (Major- 
ity decision)). 

Interpretation Bulletins: IT-233R: Lease-option agreements; sale-leaseback agree- 
ments (archived); IT-532: Part I.3 — tax on large corporations. 


(2) General anti-avoidance provision [GAAR] — Where a 
transaction is an avoidance transaction, the tax consequences to a 
person shall be determined as is reasonable in the circumstances in 
order to deny a tax benefit that, but for this section, would result, 
directly or indirectly, from that transaction or from a series of trans- 
actions that includes that transaction. 


SE Amendments — Tax avoidance information 

reporting | . 

of Pinice Hows: releases! 2010-043, May 7, 2010; Federal. Budget, 
2010: See under 237.3. 
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Related Provisions: 56(2) — Indirect payments; 237.3(2) — Reporting required of 
“reportable transactions”; 237.3(6) — GAAR deemed to apply if reportable transaction 
not reported; 246 — Benefit conferred on a person, 247(2)(b)(ii) — GAAR test in 
transfer-pricing rules; 248(10) — Series of transactions, Canada-U.S. Tax Treaty:Art. 
XXIX-A: Limitations on using treaty benefits; Income Tax Conventions Interpretation 
Act 4.1 — GAAR applies to tax treaty provisions. . 


Selected Cases [subsec. 245(2)]: McMullen v. R., [2007] 2 C.T.C. 2463 (TCC) 
(GAAR not applicable where no reorganization and shareholders acted on arm’s length 
basis for valid business reasons); Canada Trustco Mortgage Co. v. R., 12005] 1C_1.€: 
215 (SCC); aff’g [2004] 2 C.T.C. 276 (FCA) (Taxpayer has burden to show no tax 
benefit and no avoidance transaction); Howe v. R., [2005] 1 C.T.C. 2243 (TCC) (Lim- 
ited partnership not formed primarily for tax benefit); Nadeau vy. R., [1999] 3 C.T.C. 
2235 (TCC) (Scheme of statute is that surplus is to be withdrawn by dividends), Husky 
Oil Ltd. vy. Canada, [1995] 1 C.T.C. 460 (FCA); aff’g [1995] 1 C.T.C. 2184 (TCC) 
(Tax benefit was obtained, but not “conferred” by arm’s length party; provision inap- 
plicable. Appeal to FCA dismissed.). 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-474R: Amalgamations of Canadian corporations; IT-489R: Non- 
arm’s length sale of shares to a corporation. 


Information Circulars; 88-2 and Supplement: General anti-avoidance rule — section 
245 of the Income Tax Act. 


1.T. Technical News: 3 (loss utilization within a corporate group); 9 (loss consolida- 
tion within a corporate group); 16 (Neuman case; Duha Printers case and GAAR statis- 
tics; Continental Bank case); 19 (Change in position in respect of GAAR — section 7), 
22 (general anti-avoidance rule); 25 (refreshing losses), 30 (corporate loss utilization 
transactions; tax avoidance); 32 (update on GAAR reviews); 34 (income trust reorgani- 
zations: q.3; loss consolidation — unanimous shareholder agreements; sale of tax 
losses; loss consolidation — provincial tax; creation of capital losses; general anti- 
avoidance rule and audit issues/concerns). 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments. 


CRA Audit Manual: 10.11.6: Tax avoidance and general anti-avoidance provision 
(GAAR). 


Advance Tax Rulings: ATR-41: Convertible preferred shares, ATR-42: Transfer of 
shares: ATR-43: Utilization of a non-resident-owned investment corporation as a hold- 
ing corporation; ATR-44: Utilization of deductions and credits within a related corpo- 
rate group; ATR-47: Transfer of assets to Realtyco; ATR-50: Structured settlement; 
ATR-53: Purification of a small business corporation; ATR-54: Reduction of paid-up 
capital; ATR-55: Amalgamation followed by sale of shares; ATR-56: Purification of a 
family farm corporation; ATR-57: Transfer of property for estate planning purposes; 
ATR-58: Divisive reorganization; ATR-60: Joint exploration corporations, ATR-66: 
Non-arm’s length transfer of debt followed by a winding-up and a sale of shares. 


(3) Avoidance transaction — An avoidance transaction means 
any transaction 


(a) that, but for this section, would result, directly or indirectly, | 


in a tax benefit, unless the transaction may reasonably be con- 
sidered to have been undertaken or arranged primarily for bona 
fide purposes other than to obtain the tax benefit; or 


(b) that is part of a series of transactions, which series, but for 
this section, would result, directly or indirectly, in a tax benefit, 
unless the transaction may reasonably be considered to have 
been undertaken or arranged primarily for bona fide purposes 
other than to obtain the tax. benefit. 


Proposed Amendment — Mandatory reporting of _ 
iL _ avoidance transactic Y nes 10 ae 
Federal Budget, Supplementary Information, March 


Related Provisions; 237.3(1) — Definition applies to reportable-transaction rules; 
248(10) — Series of transactions. 


Selected Cases [subsec. 245(3)]: Lehigh Cement Ltd. v. R., [2010] 5 C.T.C. 13 
(FCA) (Splitting of interest and principal on debt did not offend subpara. 212(1)(b)(vii) 
and was not an avoidance transaction); Copthorne Holdings Ltd. v. R,, [2009] 5 GEG. 
1 (FCA) (Transactions linked by “motivating factor’ and abuse found in relation to 
provincial statute defining paid-up capital), MacKay v. R., [2008] 4 CTC. 161(ECA); 
rev’ g [2007] 3 C.T.C. 2051 (TCC) (Primary purpose and tax benefit analysis applies to 
each transaction within series); Univar Canada Ltd. v. R., [2006] 1 C.T.C. 2308 (TCC) 
(No avoidance transaction where no avoidance, reduction or deferral of tax), Fraser 
Milner Casgrain v. MNR, [2002] 4 C.T.C. 210 (FCTD) (Tax planning information may 
be relevant to purpose test); Canadian Pacific Ltd. v. R., [2002] 2 C.T.C. 197 (FCA); 
aff’ g [2001] 1 C.T.C. 2190 (TCC) (Transaction cannot be re-characterized to make it 
an avoidance transaction); OSFC Holdings Ltd. v. R., [2001] 4 C.T.C. 82 (FCA); aff’ g 
[1999] 3 C.T.C. 2649 (TCC) (Person receiving tax benefit need not be same person that 
arranged transactions); Fredette v. R., [2001] 3 C.T.C. 2468 (TCC) (“Stacked” partner- 
ships for income deferral purposes were a misuse or abuse of statutory provisions), 
Owen Holdings Ltd. v..R., [1997] 3 C.T.C. 2286 (TCC) (Legislative drafting documents 
relating to s. 245 not subject to production); RMM Canadian Enterprises Inc. v. R., 


Income Tax Act 


[1997] 3 C.T.C. 2103 (TCC) (Scheme would have been caught by GAAR if other rules 
had been insufficient); McNichol v. Canada, [1997] 2 C.T.C. 2088 (TCC) (Choice of 
one method of accomplishing transaction over another resulted in tax benefit). 
Information Circulars: 88-2 and Supplement: General anti-avoidance rule — section 
245 of the Income Tax Act. 

Advance Tax Rulings: ATR-41: Convertible preferred shares; ATR-42: Transfer of 
shares; ATR-44: Utilization of deductions and credits within a related corporate group; 
ATR-54: Reduction of paid-up capital; ATR-55: Amalgamation followed by sale of 
shares; ATR-56: Purification of a family farm, corporation; ATR-57: Transfer of pro- 
perty for estate planning purposes, ATR-58: Divisive reorganization. 


(4) Application of subsec. (2) — Subsection (2) applies to a 
transaction only if it may reasonably be considered that the 
transaction 


(a) would, if this Act were read without reference to this section, 
result directly or indirectly in a misuse of the provisions of any 
one or more of 


(i) this Act, 

(ii) the Income Tax Regulations, 

(iii) the Income Tax Application Rules, 
(iv) a tax treaty, or 


(v) any other enactment that is relevant in computing tax or 
any other amount payable by or refundable to a person under 
this Act or in determining any amount that is relevant for the 
purposes of that computation; or 


(b) would result directly or indirectly in an abuse haying regard 
to those provisions, other than this section, read as a whole. 
Related Provisions: 237.3(6) — No misuse or abuse required if reportable transac- 

tion not reported; ITCIA 4.1 — Application of GAAR to tax treaty interpretation. 
History: Subsec. 245(4) amended by 2005, c. 19, subsec. 52(2), applicable with re- 
spect to transactions entered into after September 12, 1988. The subsec. formerly read: 
(4) Where subsec. (2) does not apply — For greater certainty, subsection (2) 
does not apply to a transaction where it may reasonably be considered that the 
transaction would not result directly or indirectly in a misuse of the provisions of 
this Act or an abuse having regard to the provisions of this Act, other than this 
section, read as a whole. 
Selected Cases [subsec. 245(4)]: Copthorne Holdings Ltd. v. R.,.(2009] 5.C.T.C. 
1 (FCA); aff’ g [2008] 1 C.T.C. 2001 (TCC) (Transactions linked by “motivating fac- 
tor” and abuse found in relation to provincial statute defining paid-up capital); Landrus 
v. R., [2009] 4 C.T.C. 189 (FCA); aff’ g [2009] 1 C.T.C. 2009 (TCC) (No frustration of 
stop-loss rules in transfer to partnership); Lipson v. R., (2009] 1 C.T.C. 314 (SCC) 
(Overall situation may be examined to determine if any provision relied upon has been 
misused or abused); Mathew v. R., (2005].5 C.T.C. 244 (SCC); aff’ g [2004] 1 C.T.C. 
115 (FCA); aff’g [2003] 1 C.T.C. 2045 (TCC) (Partnership scheme was abusive tax 
avoidance); Canada Trustco Mortgage Co. v. R., [2005] 5 C.T.C. 215 (SCC); affg 
[2004] 2 C.T.C. 276 (FCA); aff’ g [2003] 4 C.T.C. 2009 (TCC) (Minister has burden to 
show abusive tax avoidance); CIT Financial Ltd. v. R., [2004] 1 C.T.C. 2992 (TCC) 
(Claiming CCA on artificially inflated values was abuse of subsec. 20(1). Minister has 
no discretion as to application of GAAR);, Produits Forestiers Donohue Inc. c. R., 
[2003] 3 C.T.C. 160 (FCA) (No evidence of underlying purpose; no abuse). 


1.T. Technical News: See under 245(2). 
CRA Audit Manual: 15.11.3: Tax treaties — general anti-avoidance rule (GAAR). 


Advance Tax Rulings: ATR-42: Transfer of shares; ATR-44: Utilization of deduc- 
tions and credits within a related corporate group; ATR-54: Reduction of paid-up capi- 
tal; ATR-55; Amalgamation followed by sale of shares; ATR-56: Purification of a fam- 
ily farm corporation; ATR-58: Divisive reorganization. 


(5) Determination of tax consequences — Without restricting 
the generality of subsection (2), and notwithstanding any other 
enactment, 


(a) any deduction, exemption or exclusion in computing income, 
taxable income, taxable income earned in Canada or tax payable 
or any part thereof may be allowed or disallowed in whole or in 
part, 


(b) any such deduction, exemption or exclusion, any income, 
loss or other amount or part thereof may be allocated to any 
person, 


(c) the nature of any payment or other amount may be 
recharacterized, and 


(d) the tax effects that would otherwise result from the applica- 
tion of other provisions of this Act may be ignored, 
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in determining the tax consequences to a person as is reasonable in 
the circumstances in order to deny a tax benefit that would, but for 
this section,..result, directly or indirectly, from an avoidance 
transaction. 

History: The portion of subsec. 245(5) before (c) amended by 2005, c. 19, subsec. 


52(3), applicable with respect to transactions entered into after September 12, 1988. 
The portion formerly read: 


(5) Without restricting the generality of subsection (2), 


(a) any deduction in computing income, taxable income, taxable income 
earned in Canada or tax payable or any part thereof may be allowed or disal- 
lowed in whole or in part, 


(b) any such deduction, any income, loss or other amount or part thereof’ 
may be allocated to any person, 


(6) Request for adjustments — Where with respect toa 
transaction 


(a) a notice of assessment, reassessment or additional assess- 
ment involving the application of subsection (2) with respect to 
the transaction has been sent to a person, or 


(b) a notice of determination pursuant to subsection 152(1.11) 
has been sent to a person with respect to the transaction, 


any person (other than a person referred to in paragraph (a) or (b)) 
shall be entitled, within 180 days after the day of sending of the 
notice, to request in writing that the Minister make an assessment, 
reassessment or additional assessment applying subsection (2) or 
make a determination applying subsection 152(1.11) with respect to 
that transaction. 


Related Provisions: 166.1 — Extension of time by Minister; 244(10) — Proof that 
no notice of objection filed; 244(14), (14.1) — Date when notice sent. 


History: Closing words of subsec, 245(6) amended by 2010, c. 25, s. 68, to substitute 
“sending” for “mailing”, in force on December 15, 2010. 


Selected Cases [subsec. 245(6)]: S.7.B. Holdings Ltd. v. R., [2003]-1 C.T.C. 36 
(FCA); aff g [2002] 1 C.T.C. 2814 (TCC) (Reliance on GAAR need not appear on face 
of assessment. GAAR can be used as alternative assessing mechanism. GAAR cannot 
be used by taxpayers for self-assessment; only Minister can do so, by way of 
assessment). 


CRA Audit Manual: 11.5.10: Loss determination. 


(7) Exception — Notwithstanding any other provision of this Act, 
the tax consequences to any person, following the application of 
this section, shall only be determined through a notice of assess- 
ment, reassessment, additional assessment or determination pursu- 
ant to subsection 152(1.11) involving the application of this section. 
Selected Cases [subsec. 245(7)]: S.7.B. Holdings Ltd. v. R., [2003] 1 C.T.C. 36 
(FCA); aff g [2002] 1 C.T.C. 2814 (TCC) (Reliance on GAAR need not appear on face 
of assessment. GAAR can be used as alternative assessing mechanism. GAAR cannot 
be used by taxpayers for self-assessment; only Minister can do so, by way of 
assessment). 


(8) Duties of Minister — On receipt of a request by a person 
under subsection (6), the Minister shall, with all due dispatch, con- 
sider the request and, notwithstanding subsection 152(4), assess, re- 
assess or make an additional assessment or. determination pursuant 
to subsection 152(1.11) with respect to that person, except that an 
assessment, reassessment, additional assessment or determination 
may be made under this subsection only to the extent that it may 
reasonably be regarded as relating to the transaction referred to in 
subsection (6). 

Related Provisions: 165(1.1) — Limitation of right to object to assessments or 
redetermination; 169(2)(a) — Limitation of right to appeal. 


Selected Cases [subsec. 245(8)]: S.7.B. Holdings Ltd. v. R., [2003] 1 C.T.C. 36 
(FCA); aff’ g [2002] 1 C.T.C. 2814 (TCC) (Reliance on GAAR need not appear on face 
of assessment. GAAR can be used as alternative assessing mechanism. GAAR cannot 
be used by taxpayers for self-assessment; only Minister can do so, by way of 
assessment). 


Selected Cases [s. 245]: Remai Estate v. R., [2009] 3 C.T.C. 2024 (TCC) (No 
misuse or abuse where provisions of Act followed to make gifts deductible); MIL 
(Investments) S.A. v. R., [2007] 4 C.T.C. 235 (FCA); aff g [2006] 5 C.T.C. 2552 (TCC) 
(Insufficient nexus to create series and no misuse or abuse of provisions); Lipson vy. R., 


/ [2007] 3 C.T.C. 110 (FCA); aff’ g [2006] 3 C.T.C..2494 (TCC) (Trial judge, having 


properly analyzed provisions, entitled to weigh series of transactions and purpose); 
XCO Investments Ltd, v. R., [2007] 2 C.T.C. 243 (FCA); aff’g [2006] 1 C.T.C. 2220 
(TCC) (No application of provision where s. 103 dealt with issue); Honeywell Ltd. v. 
R., [2006] 5 C.T.C. 2238 (TCC); add’! reasons at [2007] 1 C.T.C. 2207 (Limited ability 
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to amend pleadings to raise completely different basis for application of GAAR); 
CECO. Operations Ltd. v. R., [2006] 5 C.T.C. 2174 (TCC) (GAAR applied in face of 
patent abuse of subsec. 97(2) election); Desmarais v. R., [2006] 3 C.T.C. 2304 (TCC) 
(Abusive avoidance of s. 84.1 by surplus stripping justified use of GAAR); Evans v. R., 
[2006] 2 C.T.C. 2009 (TCC) (Provisions worked exactly as intended; no application of 
GAAR); Bradley Holdings Ltd., [2004] 3 C.T.C. 2432 (TCC) (Amendment to Min- 
ister’s pleadings to raise GAAR in context of treaty application allowed); Imperial Oil 
Ltd. v. R., [2004] 2 C.T.C. 190 (FCA) (Policy underlying misuse or abuse must be 
clear. Taking advantage of loophole not necessarily a misuse. Some provisions may be 
invitations to act); Hill v. R., [2003] 4 C.T.C. 2548 (TCC) (Payment of obligation can 
be funded by creditor without making a circular transaction. Minister must do more 
than recite the provision to demonstrate underlying purpose); Imperial Oil Ltd. v. R., 
[2003] 4 C.T.C. 177 (FCA) (Cash management system was not abuse of Act; possibil- 
ity of double taxation); Jabin Investments Ltd. y. R., [2003] 2 C.T.C. 25 (FCA) (If a 
provision of the Act is not used, it follows that it cannot have been misused); Mathew 
v. R., [2003] 1:C.T.C. 2045 (TCC); aff'd [2004] 1 C.T.C. 115 (FCA); aff'd [2005] 5 
C.T.C. 244 (SCC) (Constitutionality of GAAR approved); Produits Forestiers 
Donohue Inc., [2003] 3 C.T.C. 160 (FCA) (Loss on disposition of shares when many of 
underlying assets retained in corporate group not misuse or abuse); Duncan v. R., 
[2002] 4 C.T.C. 1. (FCA); aff'g [2001] 2 C.T.C. 2284 (TCC) (Statutory purpose of 
CCA scheme apparent and was abused by transactions); Canadian Pacific Ltd. v. R., 
[2002] 2 C.T.C. 197 (FCA); aff’ g [2001] 1 C.T.C. 2190 (TCC) (Transaction as a whole 
must be considered); 722540 Ontario Inc., [2002] 1 C.T.C. 2872 (TCC) (Loan pro- 
ceeds not used for purposes of gaining income, but solely to get access to tax losses; 
interest not deductible); Geransky v. R., [2001] 2.C.T.C. 2147 (TCC) (Using specific 
provisions of the Act in course of commercial transaction and applying them in accor- 
dance with their terms is not “misuse or abuse”); Gregory v. R., [2000] 4 C.T.C. 271 
(FCA) (Factual background needed to determine whether provision unconstitutional for 
vagueness); Longley v. MNR, [2000] 2 C.T.C. 382 (BC CA); aff’g [1999] 4 C.T.C. 108 
(BC SC) (Additional award beyond punitive damages not warranted); Husky Oil Ltd. v. 
R., [1999] 4 C.T.C. 2691 (TCC) (GAAR not applicable where proper business actions 
taken); OSFC Holdings Ltd. v. R., [1999] 3 C.T.C. 2649 (TCC); aff'd OSFC Holdings 
Ltd. v. R., [2001] 4.C.T.C. 82 (FCA) (Incidental application of relieving provision in- 
sufficient to avoid application of rule); Jabs Construction Ltd. y. R., [1999] 3 C.T.C, 
2556 (TCC) (Where specific provision allows for mitigation of tax results, no abuse, 
but rather, use of Act). 


Selected Cases [old (pre-GAAR) s. 245]: Shell Canada Ltd. v. R., [1999] 4 
C.T.C. 313 (SCC); rev’ g Shell Canada Ltd. v. R., [1998] 2 C.T.C. 207 (FCA); rev’g on 
other grounds [1997] 3 C.T.C. 2238 (TCC) (Object and spirit rule cannot be invoked in 
face of clear statutory provisions); Bigras v. R., [1999] 1 C.T.C. 2374 (TCC) (Provision 
applicable only where income amount sought to be made a capital gain. Courts will not 
add transactions to a series); Adams v. R., [1998] 2 C.T.C. 333 (FCA); rev’g [1996] 1 
C.T.C. 2916 (TCC) (Tenant inducement payment by partners to themselves 
disallowed); Schultz (T.M.G.) v. Canada, [1993] 2 C.T.C. 2409 (TCC) (Provision [for- 
mer 245(1)] not void for vagueness); Mark Resources Inc. v. Canada, [1993] 2 C.T.C. 
2259 (TCC) (Structure intended to permit foreign affiliate to use foreign losses at cost 
to resident taxpayer of interest expense on money borrowed to contribute capital to 
affiliate did not result in artificial reduction of income); W.F. Botkin Construction Ltd. 
v. Canada, [1993] 1 C.T.C. 2765 (TCC) (Loss on loan guarantee nil where no commer- 
cial reality to transaction other than to benefit taxpayer's children); Rosner 
Management Inc. v. MNR, [1993] 1 C.T.C. 2153 (TCC) (Corporation had no substance; 
test under former subsec. 247(3) was whether corporation would have been incorpo- 
rated but for tax advantage); Nueman (M.) v. MNR, [1992] 2 C.T.C. 2074 (TCC); aff'd 
(Dec. 14, 1993), Doc. T-2281-92 (FCTD) (Transaction solely for tax purposes not con- 
trary to Act); Moloney (M.) v. Canada, {1992] 2 C.T.C. 227 (FCA); leave to appeal to 
SCC refused (1993), 154 N.R. 244 (note) (Sole purpose of “scheme’’ was to obtain tax 
refunds, not to earn income); Kieboom (A.) v. MNR, [1992] 2 C.T:C. 59 (FCA) (Tax- 
payer “transferred property” to related parties by reducing his equity in a corporation 
from 90 to 50 percent on the subscription for shares by the related parties); Goulard v. 
MNR, [1992] 1 C.T.C..2396 (TCC) (Interest deductions allowed since reasonable and 
did not artificially reduce taxpayer’s income); Friedberg v. Canada, [1992] 1 C.T.C. 1 
(FCA); aff'd [1993] 2 C.T.C. 306 (SCC) (Little used but generally accepted accounting 
method did not artificially reduce taxpayer’s income); Canada v. Irving Oil Ltd., 
[1991] 1 C.T.C. 350 (FCA); leave to appeal to SCC refused (1991), 136 N.R. 320 
(note), (sub nom. Irving Oil Ltd. v. MNR) (Oil sold to offshore company which resold 
to resident for higher. price did not artificially reduce income); Compagnie Idéal Body 
Inc. v. Canada, [1989] 2 C.T.C. 187 (FCTD) (Bonus paid not avoidance transaction 
where there was history of such payments; amount unreasonable in the circumstances); 
R. y. Lyall, {1977} C.T.C. 267 (Ont Co Ct) (Specific provisions of Income Tax Act 
prevail over more general provision of Canada Evidence Act). 


Definitions [s. 245]: “amount”, “assessment” — 248(1); “avoidance transaction” — 
245(3); “day of sending” — 244(14), (14.1); “Minister”, “person” — 248(1); “series of 
transactions” — 248(10); “tax benefit”, “tax consequences” — 245(1); “taxable in- 
come” — 2(2), 248(1); “taxable income earned in Canada” — 115(1), 248(1); “tax 
treaty” —'248(1); “transaction” — 245(1); “writing” — Interpretation Act 35(1). 
Information Circulars [s. 245]: 88-2 and Supplement: General anti-avoidance 
rule — section 245 of the Income Tax Act. 


246. (1) Benefit conferred on a person — Where at any time a 
person confers a benefit, either directly or indirectly, by any means 
whatever, on a taxpayer, the amount of the benefit shall, to the ex- 
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tent that it is not otherwise included in the taxpayer’s income or 
taxable income earned in Canada under Part I and would be in- 
cluded in the taxpayer’s income if the amount of the benefit were a 
payment made directly by the person to the taxpayer and if the tax- 
payer were resident in Canada, be 


(a) included in computing the taxpayer’s income or taxable in- 
come earned in Canada under Part I for the taxation year that 
includes that time; or 


(b) where the taxpayer is a non-resident person, deemed for the 
purposes of Part XIII to be a payment made at that time to the 
taxpayer in respect of property, services or otherwise, depending 
on the nature of the benefit. 


Related Provisions: 56(2) — Inclusion in income of indirect payments; 142.7(4) — 
Deemed value of property on rollover from foreign bank subsidiary to branch. 


Selected Cases [subsec. 246(1)]: Massicotte v. R., [2009] 1 C.T.C. 41 (FCA) 
(Provision can constitute sole basis for assessment; exclusionary language ensures no 
double taxation); Vaillancourt v. Canada, [1991] 2 C.T.C. 42 (FCA) (Condominium 
was residential and within Class 31); Laxton v. Canada, [1989] 2 C.T.C. 85 (FCA) 
(Interest-free loan in lieu of management fees was “benefit” within scope of provision); 
Boardman et al. v. R., [1986] 1 C.T.C. 103 (FCTD) (Transfer of real property to spouse 
pursuant to court order was benefit to transferor equal to amount of the property’s fair 
market value); R. v. Littler, [1978] C.T.C. 235 (FCA) (Difference between price and 
fair market value in transaction between father and sons not gift); Phaneuf Estate v. R., 
[1978] C.T.C. 21 (FCTD) (Difference between fair market value and price of shares 
purchased by employee pursuant to controlling shareholder’s will was gift, not em- 
ployee benefit); R. v. Immobiliaire Canada Ltd., [1977] C.T.C. 481 (FCTD) (Canadian 
subsidiary purchased debt obligation from parent and also paid parent amount corre- 
sponding to accrued interest conferred benefit on parent to the extent it received full 
value of accumulated interest without deduction fer withholding tax); Levine Estate v. 
MNR, [1973] C.T.C. 219 (FCTD) (Where father and a son both given right to subscribe 
to new shares but only the son did so, father benefitted son to extent son’s equity inter- 
est increased). 


Interpretation Bulletins: IT-432R2: Benefits conferred on shareholders. 
CRA Audit Manual: 24.11.0: Indirect payments and benefits. 


(2) Arm’s length — Where it is established that a transaction was 
entered into by persons dealing at arm’s length, bona fide and not 
pursuant to, or as part of, any other transaction and not to effect 
payment, in whole or in part, of an existing or future obligation, no 
party thereto shall be regarded, for the purpose of this section, as 
having conferred a benefit on a party with whom the first-men- 
tioned party was so dealing. 

Interpretation Bulletins [subsec. 246(2)]: IT-432R2: Benefits conferred on 
shareholders. 


Transfer Pricing Memoranda: TPM-03: Downward transfer pricing adjustments 
under subsec. 247(2). 


Related Provisions [s. 246]: 56(2) — Indirect payments; 245(2) — General anti- 
avoidance rule. 

Definitions [s. 246]: “amount” — 248(1); “arm’s length’”— 251(1); “Canada” — 
255; “non-resident”, “person”, “property” — 248(1); “resident in Canada” — 250; 
“taxable income earned in Canada” — 115(1), 248(1); “taxation year’ — 249; “tax- 
payer” — 248(1). 


PART XVI.1 — TRANSFER PRICING 


247. (1) Definitions — The definitions in this subsection apply in 
this section. 


“arm’s length allocation” means, in respect of a transaction, an 
allocation of profit or loss that would have occurred between the 
participants in the transaction if they had been dealing at arm’s 
length with each other. 

Related Provisions: 9(1) — Normal computation of profit. 


History: The definition “arm’s length allocation” in subsec. 247(1) added by 1998, c. 
19, s. 238, applicable to taxation years and fiscal periods that begin after 1997. 


“arm’s length transfer price’? means, in respect of a transaction, 
an amount that .would have been a transfer price in respect of the 
transaction if the participants in the transaction had been dealing at 
arm’s length with each other. 


History: The definition “arm’s length allocation” in subsec. 247(1) added by 1998, c. 
19, s. 238, applicable to taxation years and fiscal:periods that begin after 1997. 


Information Circulars: 87-2R: International transfer pricing. 


Income Tax Act 


*‘documentation-due date” for a taxation year or fiscal period of a 
person or partnership means 


(a) in the case of a person, the person’s filing-due date for the 
year; or 


(b) in the case of a partnership, the day on or before which a 
return is required by section 229 of the Income Tax Regulations 
to be filed in respect of the period or would be required to be so 
filed if that section applied to the partnership. 


History: The definition “documentation-due date” in subsec..247(1) added by 1998, c. 
19, s. 238, applicable to taxation years and fiscal periods that begin after 1997. 


Transfer Pricing Memoranda: TPM-09: Reasonable efforts under section 247. 


“qualifying cost contribution arrangement” means an arrange- 
ment under which reasonable efforts are made by the participants in 
the arrangement to establish a basis for contributing to, and to con- 
tribute on that basis to, the cost of producing, developing or acquir- 
ing any property, or acquiring or performing any services, in pro- 
portion to the benefits which each participant is reasonably 
expected to derive from the property or services, as the case may 
be, as a result of the arrangement. 


Related Provisions: 247(4) — Contemporaneous documentation. 


History: The definition “qualifying cost contribution arrangement” in subsec. 247(1) 
added by 1998, c. 19, s. 238, applicable to taxation years and fiscal periods that begin 
after 1997, 


Transfer Pricing Memoranda: TPM-07: Referrals to the transfer pricing review 
committee. 


“tax benefit” has the meaning assigned by subsection 245(1). 


History: The definition “tax benefit” in subsec. 247(1) amended by 2005, c. 19, s. 53, 
applicable to taxation years and fiscal periods that begin after 1997. The definition 
formerly read: 


“tax benefit” means a reduction, avoidance or deferral of tax or other amount 
payable under this Act or an increase in a refund of tax or other amount under 
this Act. 


The definition “tax benefit” in subsec. 247(1) added by 1998, c. 19, s. 238, applicable 
to taxation years and fiscal periods that begin after 1997. 


“transaction” includes an arrangement or event. 


Related Provisions: 233.1(1)‘transaction” — Parallel definition for reporting non- 
arm’s length transactions with non-residents; 245(1) — Parallel definition for general 
anti-avoidance rule. 


History: The definition “transaction” in subsec. 247(1) added by 1998, c. 19, s. 238, 
applicable to taxation years and fiscal periods that begin after 1997. 


Transfer Pricing Memoranda: TPM-06: Bundled transactions. 


“transfer price” means, in respect of a transaction, an amount paid 
or payable or an amount received or receivable, as the case may be, 
by a participant in the transaction as a price, a rental, a royalty, a 
premium or other payment for, or for the use, production or repro- 
duction of, property or as consideration for services (including ser- 
vices provided as an employee and the insurance or reinsurance of 
risks) as part of the transaction. 


History: The definition “transfer price” in subsec. 247(1) added by 1998, c. 19, s. 238, 
applicable to taxation years and fiscal periods that begin after 1997. 


Information Circulars: 87-2R: International transfer pricing. 


“transfer pricing capital adjustment” of a taxpayer for a taxation 
year means the total of 


(a) all amounts each of which is 


(i) '/2 of the amount, if any, by which the adjusted cost base 
to the taxpayer of a capital property (other than a depreciable 
property) is reduced in the year because of an adjustment 
made under subsection (2), 


(ii) /s of the amount, if any, by which the adjusted cost base 
to the taxpayer of an eligible capital expenditure of the tax- 
payer in respect of a business is reduced in the year because 
of an adjustment made under subsection (2), or 


(111) the amount, if any, by which the capital cost to the tax- 
payer of a depreciable property is reduced in the year be- 
cause of an adjustment made under subsection (2); and 
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(b) all amounts each of which is that proportion of the total of 


(i) '2 of the amount, if any, by which the adjusted cost base 
to a partnership of a capital property (other than a deprecia- 
ble property) is reduced in a fiscal period that ends in the 
year because of an adjustment made under subsection (2), 


(ii) 4 of the amount, if any, by which the adjusted cost base 
to a partnership of an eligible capitalsexpenditure of the part- 
nership in respect of a business is reduced in a fiscal period 
that ends in the year because of an adjustment made under 
subsection (2), and 


(iii) the amount, if any, by which the capital cost to a partner- 
ship of a depreciable property is reduced in the period be- 
cause of an adjustment made under subsection (2), 


that 


(iv) the taxpayer’s share of the income or loss of the partner- 
ship for the period 


is of 
(v) the income or loss of the partnership for the period, 


and where the income and loss of the partnership are nil for the 

period, the income of the partnership for the period is deemed to 

be $1,000,000 for the purpose of determining a taxpayer’s share 

of the partnership’s income for the purpose of this definition. 
History: The definition “transfer pricing capital adjustment” in subsec. 247(1) 
amended by 2001, c. 17, subsec. 187(1), applicable to taxation years that end after 
February 27, 2000 except that, for a taxation year of a taxpayer that includes February 
28, 2000 or October 17, 2000, or began after February 28, 2000 and ended before Octo- 
ber 17, 2000, the reference to the fraction “/2” shall be read as a reference to the frac- 
tion in para. 38(a), as amended by 2001, .c. 17, that applies to the taxpayer for that year. 
The definition formerly read: 


“transfer pricing capital adjustment” of a taxpayer for a taxation year means the 
total of 


(a) all amounts each of which is 


(i) 3/4 of the amount, if any, by which the adjusted cost base to the 
taxpayer of a capital property (other than a depreciable property) or an 
eligible capital expenditure of the taxpayer in respect of a business is 
reduced in the year because of an adjustment made under subsection (2), 
or 


(ii) the amount, if any, by which the capital cost to the taxpayer of a 
depreciable property is reduced in the year because of an adjustment 
made under subsection (2); and 


(b) all amounts each of which is that proportion of the total of 


(i) 3/4 of the amount, if any, by which the adjusted cost base to a part- 
nership of a capital property (other than a depreciable property) or an 
eligible capital expenditure of a partnership in respect of a business is 
reduced in a fiscal period that ends in the year because of an adjustment 
made under subsection (2), and 
(ii) the amount, if any, by which the capital cost to a partnership of a 
depreciable property is reduced in the period because of an adjustment 
made under subsection (2), 
that 
(iii) the taxpayer’s. share of the income or loss of the partnership for the 
period 
is of 
(iv) the income or loss of the partnership for the period, 
and where the income and loss of the partnership are nil for the period, the 
income of the partnership for the period is deemed to be $1,000,000 for the 
purpose of determining a taxpayer’s share of the partnership’s income for 
the purpose of this definition. 


The definition “transfer pricing capital adjustment” in subsec. 247(1) added by 1998, c. 
19, s. 238, applicable to taxation years and fiscal periods that begin after 1997. 


Information Circulars: 87-2R: International transfer pricing. 


“transfer pricing capital setoff adjustment” of a taxpayer for a 
taxation year means the amount, if any, that would be the tax- 
payer’s transfer pricing capital adjustment for the year if the refer- 
ences, in the definition “transfer pricing capital adjustment’, to “re- 
duced” were read as “‘increased”’. 

History: The definition “transfer pricing capital setoff adjustment” in subsec. 247(1) 


added by 1998, c. 19, s. 238, applicable to taxation years and fiscal periods that begin 
after 1997. 


S. 247(2) 


“transfer pricing income adjustment” of a taxpayer for a taxation 
year means the total of all amounts each of which is the amount, if 
any, by which an adjustment made under subsection (2) (other than 
an adjustment included in determining a transfer pricing capital ad- 
justment of the taxpayer for a taxation year) would result in an in- 
crease in the taxpayer’s income for the year or a decrease in a loss 
of the taxpayer for the year from a source if that adjustment were 
the only adjustment made under subsection (2). 

History: The definition “transfer pricing income adjustment” in subsec. 247(1) added 


by 1998, c. 19, s. 238, applicable to taxation years and fiscal periods that begin after 
1997. 


“transfer pricing income setoff adjustment” of a taxpayer for a 
taxation year means the total of all amounts each of which is the 
amount, if any, by which an adjustment made under subsection (2) 
(other than an adjustment included in determining a transfer pricing 
capital setoff adjustment of the taxpayer for a taxation year) would 
result in a decrease in the taxpayer’s income for the year or an in- 
crease in a loss of the taxpayer for the year from a source if that 
adjustment were the only adjustment made under subsection (2). 

History: The definition “transfer pricing income setoff adjustment” in subsec. 247(1) 


added by 1998, c. 19, s. 238, applicable to taxation years and fiscal periods that begin 
after 1997. 


(2) Transfer pricing adjustment — Where a taxpayer or a part- 
nership and a non-resident person with whom the taxpayer or the 
partnership, or a member of the partnership, does not deal at arm’s 
length (or a partnership of which the non-resident person is a mem- 
ber) are participants in a transaction or a series of transactions and 


(a) the terms or conditions made or imposed, in respect of the 
transaction or series, between any of the participants in the 
transaction or series differ from those that would have been 
made between persons dealing at arm’s length, or 


(b) the transaction or series 


(i) would not have been entered into between persons dealing 
at arm’s length, and 


(ii) can reasonably be considered not to have been entered 
into primarily for bona fide purposes other than to obtain a 
tax benefit, 


any amounts that, but for this section and section 245, would be 
determined for the purposes of this Act in respect of the taxpayer or 
the partnership for a taxation year or fiscal period shall be adjusted 
(in this section referred to as an “‘adjustment’) to the quantum or 
nature of the amounts that would have been determined if, 


(c) where only paragraph (a) applies, the terms and conditions 
made or imposed, in respect of the transaction or series, between 
the participants in the transaction or series had been those that 
would have been made between persons dealing at arm’s length, 
or 


(d) where paragraph (b) applies, the transaction or series entered 
into between the participants had been the transaction or series 
that would have been.entered into between persons dealing at 
arm’s length, under terms and conditions that would have been 
made between persons dealing at arm’s length. 


r lendment _ Administration of 


i on Canada’s Syatan of International Taxation ‘report to 
— Dec. 10, 2008: Recommendation 7.2: Take Steps to improve 


Related Provisions: 115.2(4) — Non-resident investment or pension fund deemed 
not to deal at arm’s length with Canadian service provider; 142.7(4) — Deemed value 
of property on rollover from foreign bank subsidiary to branch; 152(4)(b)(iii) — Reas- 
sessment deadline extended by 3 years; 233.1 — Reporting transactions with related 
non-residents; 247(3) — Penalty; 247(6) — Tiers of partnerships; 247(7) — Exclusion 
for loan to subsidiary; 247(7.1) — Exclusion for guarantee provided to subsidiary; 
247(10) — Adjustment only if appropriate; Canada-U.S. Tax Treaty:Art. IX — Adjust- 
ments on transactions between related persons; Canada-U.S. Tax Treaty:Art. XII:7 — 
Where royalties excessive due to special relationship. 
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History: Subsec. 247(2) added by 1998, c» 19,,s. 238, applicable to taxation years and 
fiscal periods that begin after 1997. 


Selected Cases [subsec. 247(2)]: Sundog Distribution Inc. v. R., [2010] 6 C.T.C. 
2151 (TCC) (Transfer pricing adjustments not protected by tax treaty); General 
Electric Capital Canada Inc. y. R., [2010] 2 C.T.C. 2187 (TCC) (Fee paid for parent 
company’s guarantee justified as not exceeding arm’s length price); 1/43/32 Ontario 
Ltd. v. R., [2010] 1 C.T.C. 2109 (TCC) (Arbitrary attribution of profits to offshore 
subsidiary adjusted). 

Information Circulars: 87-2R: International transfer pricing; 94-4R: International 
transfer pricing — advance pricing arrangements (APAs); 94-4R-SR: APAs for small 
businesses; 06-1: Income tax transfer pricing and customs valuation. 


1.T. Technical News: 32 (application of penalties); 34 (update on transfer pricing); 
41 (transfer pricing and dispute resolution). 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments; TPM-03: Downward transfer pricing adjustments under subsec, 
247(2); TPM-04: Third-party information; TPM-06: Bundled transactions, TPM-07: 
Referrals to the transfer pricing review committee; TPM-11: Advance pricing arrange- 
ment (APA) rollback; TPM-12: Accelerated Competent Authority Procedure (ACAP). 


CRA Audit Manual: 15.8.0: Non-arm’s length transactions with non-residents; 
15.9.0: Transfer pricing; 15.10.0: Tax havens. 


(3) Penalty — A taxpayer (other than a taxpayer all of whose taxa- 
ble income for the year is exempt from tax under Part I) is liable to 
a penalty for a taxation year equal to 10% of the amount determined 
under paragraph (a) in respect of the taxpayer for the. year, where 


(a) the amount, if any, by which 
(i) the total of 


(A) the taxpayer’s transfer pricing capital adjustment for 
the year, and 


(B) the taxpayer’s transfer pricing income adjustment for 
the year 


exceeds the total of 


(ii) the total of all amounts each of which is the portion of the 
taxpayer’s transfer pricing capital adjustment or transfer pric- 
ing income adjustment for the year that can reasonably be 
considered to relate to a particular transaction, where 


(A) the transaction is a qualifying cost contribution ar- 
rangement in which the taxpayer or a partnership of 
which the taxpayer is a member is a participant, or 


(B) in any other case, the taxpayer ora partnership of 
which the taxpayer is a member made reasonable efforts 
to determine arm’s length transfer prices or arm’s length 
allocations in respect of the transaction, and to use those 
prices or allocations for the purposes of this Act, and 


(iii) the total of all amounts, each of which is the portion of 
the taxpayer’s transfer pricing capital setoff adjustment or 
transfer pricing income setoff adjustment for the year that 
can reasonably be considered to relate to a particular transac- 
tion, where 


(A) the transaction is a qualifying cost contribution ar- 
rangement in which the taxpayer or a partnership of 
which the taxpayer is a member is_a participant, or 


(B) in any other case, the taxpayer or a partnership of 
which the taxpayer is a member made reasonable efforts 
to determine arm’s length transfer prices or arm’s length 
allocations in respect of the transaction, and to use those 
prices or allocations for the purposes of this Act, 


is greater than 
(b) the lesser of 
(1) 10% of the amount that would be the taxpayer’s gross rev- 
enue for the year if this Act were read without reference to 
subsection (2), subsections 69(1) and (1.2) and section 245, 
and 
(ii) $5,000,000. 


Related Provisions: 152(4)(b)(iii) — Reassessment deadline extended by 3 years; 
247(4) — Requirement for contemporaneous documentation; 247(3) — Determination 
of partner’s gross revenue; 247(9) — Anti-avoidance rule re increases in gross revenue; 
247(11) — Payment and assessment of penalty. 


Income Tax Act 


History: Subsec. 247(3) added by 1998, c. 19, s. 238, applicable with respect to ad- 
justments made under subsec. 247(2) for taxation years and fiscal periods that begin 
after 1998, except that subsec. 247(3) does not apply to transactions completed before 
September 11, 1997. 

Information Circulars: 87-2R: International transfer pricing; 94-4R: International 
transfer pricing — advance pricing arrangements (APAs); 94-4R-SR: APAs for small 
businesses; 06-1: Income tax transfer pricing and customs valuation. 

Transfer Pricing Memoranda: TPM-03: Downward transfer pricing adjustments 
under subsec. 247(2); TPM-06: Bundled transactions; TPM-07: Referrals to the transfer 
pricing review committee; TPM-09: Reasonable efforts under section 247; TPM-11: 
Advance pricing arrangement (APA) rollback. 


CRA Audit Manual: 15.9.4: Transfer pricing penalties — reasonable effort; 28.9.0: 
Penalties under the transfer pricing provisions. 


(4) Contemporaneous documentation — For the purposes of 
subsection (3) and the definition “qualifying cost contribution ar- 
rangement” in subsection (1), a taxpayer or a partnership is deemed 
not to have made reasonable efforts to determine and use arm’s 
length transfer prices or arm’s length allocations in respect of a 
transaction or not to have participated in a transaction that is a qual- 
ifying cost contribution arrangement, unless the taxpayer or the 
partnership, as the case may be, 


(a) makes or obtains, on or before the taxpayer’s or partnership’s 
documentation-due date for the taxation year or fiscal period, as 
the case may be, in which the transaction is entered into, records 
or documents that provide a description that is complete and ac- 
curate in all material respects of 


(i) the property or services to which the transaction relates, 


(41) the terms and conditions of the transaction and their rela- 
tionship, if any, to the terms and conditions of each other 
transaction entered into between the participants in the 
transaction, 


(iii) the identity of the participants in the transaction and their 
relationship to each other at the time the transaction was en- 
tered into, 


(iv) the functions performed, the property used or contributed 
and the risks assumed, in respect of the transaction, by the 
participants in the transaction, 


(v) the data and methods considered and the analysis per- 
formed to determine the transfer prices or the allocations of 
profits or losses or contributions to costs, as the case may be, 
in respect of the transaction, and 


(vi) the assumptions, strategies and policies, if any, that in- 
fluenced the determination of the transfer prices or the allo- 
cations of profits or losses or contributions to costs, as the 
case may be, in respect of the transaction; 


(b) for each subsequent taxation year or fiscal period, if any, in 
which the transaction continues, makes or obtains, on or before 
the taxpayer’s or partnership’s documentation-due date for that 
year or period, as the case may be, records or documents that 
completely and accurately describe each material change in the 
year or period to the matters referred to in any of subparagraphs 
(a)(i) to (vi) in respect of the transaction; and 


(c) provides the records or documents described in paragraphs 
(a) and (b) to the Minister within 3 months after service, made 
personally or by registered or certified mail, of a written request 
therefor. 


Related Provisions: 244(5) — Proof of service by mail or request under 247(4)(c); 
248(7) —- Mail sent under 247(4)(c) deemed received on day mailed. 


History: Subsec. 247(4) added by 1998, c. 19, s. 238, applicable with respect to ad- 
justments made under subsec. 247(2) for taxation years and fiscal periods that begin 
after 1998, except that 


(a) subsec. 247(4) does not apply to transactions completed before September 11, 
1997; and 


(b) a record or document made or obtained or provided to the Minister of National 
Revenue by a taxpayer or a partnership on or before the taxpayer’s or partnership’s 
documentation-due date for the taxpayer’s or partnership’s first taxation year or 
fiscal period, as the case may be, that begins after 1998 is deemed for the purpose 
of subsec. 247(4) to have been so made, obtained or provided on a timely basis. 
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Information Circulars: 87-2R: International transfer pricing; 94-4R: International 
transfer pricing — advance. pricing arrangements (APAs);-94-4R-SR: APAs for small 
businesses. 


Transfer Pricing Memoranda: TPM-02: Repatriation of funds by non-residents — 
Part XIII assessments; TPM-05: Contemporaneous documentation; TPM-06: Bundled 
transactions; TPM-07: Referrals to the transfer pricing review committee; TPM-09: 
Reasonable efforts under section)247. 


CRA Audit Manual: 15.5.0: Foreign-based information and documentation. 


(5) Partner’s gross revenue — For the purpose of subparagraph 
(3)(b)(), where a taxpayer is a member of a partnership in a taxa- 
tion year, the taxpayer’s gross revenue for the year as a member of 
the partnership from any activities carried on by means of the part- 
nership is deemed-to be that proportion of the amount that would be 
the partnership’s gross revenue from the activities if it were:a tax- 
payer (to the extent that amount does not include amounts received 
or receivable from other’ partnerships of which the taxpayer is a 
member in the year), for a fiscal period of the partnership that ends 
in the year, that 


(a) the taxpayer’s share of the income or loss of the partnership 
from its activities for the period 


is of 
(b) the income or loss of the partnership from its activities for 
the period, 


and where the income and loss of the partnership from its activities 
are nil for the period, the income of the partnership from its activi- 
ties for the period is. deemed to be $1,000,000 for the purpose of 
determining a taxpayer’s share of the partnership’s income from its 
activities for the purpose of this subsection. 


Related Provisions: 247(6) — Tiers of partnerships; 248(1) — Definition of “gross 
revenue”. 


History: Subsec. 247(5) added by 1998, c. 19, s. 238, applicable with respect to ad- 
justments made under subsec. 247(2) for taxation years and fiscal periods that begin 
after 1998, except that subsec. 247(5) does not apply to transactions completed before 
September 11, 1997. 


(6) Deemed member of partnership — For the purposes of this — 


section, where a person is a member of a partnership that is a mem- 
ber of another partnership, 


(a) the person is deemed to be a member of the other partner- 
ship; and 


(b) the person’s share of the income or loss of the other partner- 
ship is deemed to be equal to the amount of that income or loss 
to which the person is directly or indirectly entitled. 


History: Subsec. 247(6) added by 1998, c. 19, s. 238, applicable to taxation years and 
fiscal periods that, begin after 1997. 


(7) Exclusion for loans to certain controlled foreign affili- 
ates — Where, in a taxation year of a corporation resident in Can- 
ada, a non-resident person owes an amount to the corporation, the 
non-resident person is a controlled foreign affiliate of the corpora- 
tion for the purpose of section 17 throughout the period in the year 
during which the amount is owing and it is established that the 
amount owing is an amount owing described in paragraph 17(8)(a) 
or (b), subsection (2) does not apply to adjust the amount of interest 
paid, payable or accruing in the year on the amount owing. 


History: Subsec. 247(7) amended by 1999, c. 22, s. 79, applicable to taxation years 
that begin after February 23, 1998. The subsec. formerly read: 


(7) Exclusion for loans to subsidiary — Subsection (2) does not apply to a 
transaction that is a loan referred to in subsection 17(3). 


Subsec. 247(7) added by 1998, c. 19, s. 238, applicable to taxation years and fiscal 
periods that begin after 1997. 


Proposed Addition — 247(7.1) [subject to furth 
amendment per January 2005 letter below] 


(7.1) Exclusion for guarantees in ‘respect. of ‘certain 
controlled foreign affiliates — Subsection (2) will not app 
to adjust the amount of consideration paid, payable or accruing to 
a . resident in Canada (referred to in this st 
ome 2 ina eee taxation ee oF the parent for 


S. 247(7.1) 


person to a person or part 
ee if 


7 toughest the period 
€ amount oe is ee 


7 ee if the amount 
at Powis to the bbe be an amount ow-— 


conver 19, 2002 i in which you re 
rt pricing 1 rules i in of th the : 


on provides that where a non-reside 
it i ot the goes Bee 


) id shat the picnincat apply prospectively, with taxpayers having 
an optio: pply it to taxation years that begin after 1997. For taxation years 
that begin before February 24, 1998, the above-noted definition (of “controlled for- _ 
eign ae) and dese: ns fi tio yy as it currently reads, would be 
I wish to hank you ior taising this matter with us. 
Yours sincerely, 


, Len Farber, General Director, Tax Legislation Division, Tax Poly Branch — 


S. 247(7.1) 


1 am writing in response to your letter dated October 27 and 28, 2004 i in connection — 
with section 247 of the Income Tax Act.(the “Act”). Ay 


In a comfort letter dated March 11, 2003 issued on behalf of the Tax tacaiition 
Division, we indicated that we were prepared to recommend to the Minister of Fi- 
nance an amendment to the Act in connection with section 247, The March mM, 2003 
letter was drafted to address particular sets of circumstances. 


In your correspondence, you ask that our recommended amendments to the Minister 
be modified to address a broader range of circumstances under which a corporation 
resident in Canada may guarantee an amount owing by a non-resident. but not pro- 
vide that guarantee in writing. To support your request, you cite examples of where a 
corporation resident in Canada could provide a guarantee of a non-resident’s debt 
without written agreements between the. ad ena ew —— in —— and the 
lender. ae we 


We concur with your view. Hacomisnss we are d eeraree to fpedeauiénd: to the Min 
ister of Finance that the Act be amended so that subsection 247(2) of the Act will not 
apply to adjust the amount of consideration paid, payable or accruing to a corpo! tion i 
resident i in Canada (the * ee ina particular taxation year of the parent for the 


~ 


pose of section 17 of the Act throughout the neo in the pric Weer ar during 
which the amount owing is owing; and | 


owing oo an 
aragraph 17(8)(a) 


* it is established that the amount owing would, if the am 
amount owing to the parent, be an amount owing described 
or {b). L 


If these recommendations are acted upon, I would anticipate that the amendment 
would be included in a future technical bill. 


We will recommend that the amendment apply prospectively, with tapas having 
an option to also apply it to taxation years that begin after 1997. F i 
that begin before February 24, 1998, the above-noted definition (0 
eign affiliate”) and or from seetion 17, as it currently 
applied. ; : 


In your correspondence, you also suggested that the Act be } amended | to provide that - 
subsection 247(2) of the Act not apply to adjust the t of consideration paid, : 
payable or accruing to a corporation resident in Can 
of the amounts owing by a controlled foreign affiliate of the eee iinet 


as between a guarantee relating to a | debe ligation oon a » guarantee relating 
lease obligation, 1 am not prepared, at this time, to recommend such an ai 
without comprehensive review of the facts and information concerning the lease ar- 
rangements referred to in your letter. Should you provide the required facts and infor- 
mation, we will study your — as eee of our ong spi review ee “ 

sions of the Act. : reuse 


Thank you for your cortespondence. a 

Yours sincerely, oe 
Len Farber On ~ 
General Director, Tax bagisietion Division, Tax x Policy: — S 


[An essentially identical letter to Paul Tamaki of Blake Cassels & Graydon Le. 
Toronto, is dated Dec. 7, 2004 — ed.] 


(8) Provisions not applicable — Where subsection (2) would, 
if this Act were read without reference to sections 67 and 68 and 
subsections 69(1) and (1.2), apply to adjust an amount under this 
Act, sections 67 and 68 and subsections 69(1) and (1.2) shall not 
apply to determine the amount if subsection (2) is applied to adjust 
the amount. 


History: Subsec. 247(8) added by 1998, c. 19, s. 238, applicable to taxation years and 
fiscal periods that begin after 1997. 


(9) Anti-avoidance — For the purposes of determining a tax- 
payer’s gross revenue under subparagraph (3)(b)G) and subsection 
(5), a transaction or series of transactions is deemed not to have 
occurred, if one of the purposes of the transaction or series was to 
increase the taxpayer’s gross revenue for the purpose of subsection 
(3). 

Related Provisions: 248(10) — Series of transactions. 

History: Subsec. 247(9) added by 1998, c. 19, s. 238, applicable with respect to ad- 
justments made under subsec. 247(2) for taxation years and fiscal periods that begin 


after 1998, except that subsec. 247(9) does not apply to transactions completed before 
September 11, 1997. 


(10) No adjustment unless appropriate — An adjustment 
(other than an adjustment that results in or increases a transfer pric- 
ing capital adjustment or a transfer pricing income adjustment of a 
taxpayer for a taxation year) shall not be made under subsection (2) 
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unless, in the opinion of the Minister, the circumstances are such 
that it would be appropriate that the adjustment be made. 


History: Subsec. 247(10) added by 1998, c. 19, s. 238, applicable to taxation years 
fiscal periods that begin after 1997. 


Information Circulars: 87-2R: International transfer pricing. 
1.T. Technical News: 41 (transfer pricing and dispute resolution). 


Transfer Pricing Memoranda: TPM-03:, Downward transfer pricing adjustments 
under subsec. 247(2); TPM-12: Accelerated Competent Authority Procedure (ACAP), 


(11) Provisions applicable to Part — Sections 152, 158, 159, 
162, to. 167 and Division J of Part I apply to this Part, with such 
modifications as. the circumstances require. 


Related Provisions: 152(4)(b)(iii) — Reassessment deadline extended by 3 years. 


History: Subsec. 247(11) added by 1998, c. 19, s. 238, applicable to taxation years and 
fiscal periods that begin after 1997. 


Selected Cases [subsec. 247(11)]: Blackburn Radio Inc. v. R., {2009] 4 C.T.C. 
2213 (TCC) (Reassessment vacated where no “transaction”. occurred.. Term in 
152(4)(b)(iii) is different from definition in 247(11)). 


Definitions [s. 247]: “adjusted cost base” — 54, 248(1); “adjustment” — 247(2); 
“amount” — 248(1); “arm’s length” — 115.2(4), 251(1); “arm’s length allocation”, 
“arm’s length transfer price” — 247(1); “business” — 248(1); “capital property” — 54, 
248(1); depreciable property” — 13(21), 248(1); “documentation-due date” — 247(1); 
“eligible capital expenditure” — 14(5), 248(1); “employee”, “filing-due date” — 
248(1); “fiscal period” — 249.1; “gross sevenue’ —~247(5), (9), 248(1); “Minister”, 
“non-resident” — 248(1); “property” — 248(1); “person” — 248(1); “qualifying cost 
contribution arrangement” — 247(1); “reasonable, efforts” — 247(4); “record”? — 
248(1); “series” — 248(10); “tax benefit” — 247(1); “taxation year’ — 249; “tax- 
payer” — 248(1); “transaction”, “transfer price”, “transfer pricing capital adjustment’, 
“transfer pricing capital setoff adjustment”, “transfer pricing income adjustment”, 
“transfer pricing income setoff adjustment” — 247(1); “written” — Interpretation Act 
35(1) [“writing”]. 
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PART XVII — INTERPRETATION 


248. (1) Definitions — In this Act, 


“active business”, in relation to any business carried on by a tax- 
payer resident in Canada, means. any. business. carried on by the tax- 
payer other than a specified investment business or a personal ser- 
vices business; 

Related Provisions: 95(1) — Meaning of “active business” of a foreign affiliate for 
FAPI purposes; 125(1) — Small business deduction; 125(7)“active business” — Mean- 
ing of “active business” for purposes of the small business deduction; 248(1) — Small 
business corporation. 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-320R3: Quali- 
fied investments — Trusts: governed by, RRSPs, RESPs and RRIFs; IT-406R2: Tax 
payable by an inter vivos trust. 


“additional voluntary contribution” to a registered pension plan 
means a contribution that is made. by a member to the plan, that is 
used to provide benefits under a money. purchase provision (within 
the meaning assigned by subsection 147.1(1)) of the plan and that is. 
not required as a general condition of membership in the plan, 


Related Provisions: 60.2 — Refund of undeducted. past service AVCs; 147.2(4) — 
Amount of employee’s pension contributions deductible. 


Interpretation _ Bulletins: 
contributions. 


Registered Pension Plans Technical Manual: 
contributions). 


IT-167R6: Registered. pension . plans — employee’s 


§1.3. (additional voluntary, 


“adjusted cost base” has the meaning assigned by section 54; 
“adjustment time” has the meaning assigned by subsection 14(5); 


“ageregate investment income” has the meaning assigned by sub- 
section 129(4); 

History: “Aggregate investment income” added to subsec. 248(1) by 2007, c. 2, s. 52, 
applicable to taxation years that end after 2005. 


“allowable business investment loss’’ has the meaning assigned by 
section 38; 


Related Provisions: 3(d) — Income for taxation year — application of allowable 
business investment losses; 111(1)(a), 111(8)‘‘non-capital loss” — Carryforward of al- 
lowable business investment losses. 


“allowable capital loss” has the meaning assigned by section 38; 
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Related. Provisions: 3(b)(1i) — Income for taxation year — application of allowable 


capital losses. 


“alter ego trust” means a trust to which paragraph 104(4)(a) would 
apply if that paragraph were read without reference to. subparagraph 
104(4)(a)(iii), and clauses 104(4)(a)(iv)(B) and (C);. 


Related Provisions: 73(1.01)(c)Gi) —Rollover-;on transfer: to alter; ego trust; 
104(5.8) — Transfers, from, alter ego trust to another trust; 104(6)(b)Gi.1), (ii) — De- | 


duction from income. of trust; _104(15)(a) — Preferred beneficiary _ election; 
107(4)(a)(ii) — Distribution of property to person other than taxpayer, 248(1)° ‘joint 
partner trust” — Parallel trust where spouse is also a beneficiary. 


‘History: The definition “alrér-ego trust” added to subsec. 248(1) Py 2001, c. 17, sub- 


sec. 188(5), applicable to trusts. created after 1999. 


“amateur athlete trust” has the meaning aint by subsection | 


143.1(1.2): 


History: “Amateur athlete trae Scie Be 2009, c. 2, subsec. 76(2) to. substitute 
/AAS. A(1. 2) etor “143. 1(1)”, applicable to 2008 et seq. 


“Amateur athlete trust” enacted by 1994, c. J; Sch, VIII (1993, c. 24), subsec. 139(7), 
applicable to_1988 et seq. 


“amortized cost” of a loan or lending asset at any time to a tax- 
payer means the amount, if any, by which;the total, of 


(a) in the case of a loan’ made by the taxpayer, the total of all 


amounts advanced in‘respect of the loan at or before that time, | 


(b) in the case of a loan or lending asset acquired by the tax- 
payer, the cost of the loan or lending asset to the taxpayer, 


(c) in the case of a loan or lending asset acquired by the tax- 
payer, the part of the amount, if any, by which _ 


(i) the principal amount of the loan or, lending asset.,at. the 
time it was so acquired 


exceeds 
(ii) the’cost to the taxpayer of the loan or lending asset 


that was included in computing the taxpayer’s income for any 
taxation year ending at or before that time, 


.(c.1) the total of all amounts each of which is an amount in re- 
spect of the loan or lending asset that was included in computing 
the taxpayer’s income for a taxation year that.ended at or before 
that time in respect of changes in the value.of the loan or lending 
asset attributable to: the fluctuation in the value of a:currency of 
a country other than Canada relative to Canadian currency, 


(d) where the taxpayer is an insurer, any amount in respect of 
the loan or lending asset that was deemed by reason of para- 
graph 142(3)(a) of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952, as it read in its application to the 

1977 taxation year, to be a gain for any taxation year ending at 
or before that time, and 


(e) the total of all amounts each of which is an amount in respect | 


of, the loan or lending asset that was. included under paragraph 
12(1)Gi) in computing the taxpayer’s income for any taxation 
year ending at or before that time 


exceeds the total: of 
(f) the part of the amount, if any, by which 
(i) the amount referred to in subparagraph (c)(ii) 
exceeds | I 
(ii) the amount referred to in subparagraph (c)(i) 


that was deducted in computing the’ taxpayer’ S income for any 
taxation year ending at or before that time, 


(f.1) the total of all amounts each of which is an amount in re- 
spect of the loan or lending asset that was deducted in comput- 


ing the taxpayer’s income for a taxation year that ended at or 


before that time in respect of changes in the value of the loan or 
lending asset attributable to the fluctuation in the value of a cur- 
rency of a country other than Canada relative to Canadian 
currency, 


(g) the total. of all amounts that, at or before fat time, the tax- ) 
payer had received as or on account or in lieu of payment of or | 


S. 248(1) amo 


in satisfaction of the ee amount of the loan or lending 
asset, . 


(h) where the taxpayer is an insurer, any amount in respect of 
the loan or lending asset that was deemed by reason of para- 
graph 142(3)(b) of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952, .as it read in its application 'to the 
1977 taxation year, to be.a loss for any taxation year ending at or 
before that ‘time, and” 


(i) the total of. all amounts each of which is an amount in respect 
of the loan or lending asset deducted under paragraph 20(1)(p) 
in computing the taxpayer’s income for any taxation year ending 
at or before that time; 


Related Provisions: 138(13)— Variation in amortized of certain’ insurers; 
261(5)4) — Functional currency reporting — meaning of “Canadian currency”: 


History: Paras. (c.1) and (f.1) added to the definition “amortized cost” by 1995, c. 21, 
subsecs. 59(1), (2), applicable to taxation years that begin’ after June 17, 1987 and end 
after 1987. 

I.T. Application Rules: 69 (meaning of “chapter 148 of ....”). 

Interpretation Bulletins: IT-442R: Bad, debts and, reserves for-doubtful debts. 


“amount” means money, rights or things expressed in terms ‘of the 
amount of money or the value in terms of money of the right or 
thing, except that, 


(a) notwithstanding paragraph (b), in any case where subsection 
112(2.1), (2:2).or (2.4), or section 187:2 or 187.3. or-subsection 
258(3).or (5) applies to a stock dividend, the “amount” of the 
stock dividend is the greater of 


(i) the amount by which the paid-up capital of the corpora- 
tion that paid the dividend is increased by reason of the pay- 
ment of the dividend, and 


(ii) the fair market value of the share or shares paid as a stock 
dividend at the time of payment, ; 


(b) in any case where section 191.1 applies to.a stock dividend, 
the “amount” of the stock dividend for the purposes of Part VI.1 
is the greater of 


(i) the amount by which the paid- up capital of the corpora- 
tion that paid the dividend is increased by reason of the pay- 
ment of the dividend, and 


(ii): the fair market value of the share or shares paid as a stock 
dividend at the time of payment, 


and for any other purpose the amount referred to in subpare- 
graph @, and 
mene 


is. defined j in ie 
of the amount of 
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(c) in any other case, the “amount” of any stock dividend is the 
amount by which the paid-up capital of the corporation that paid 
the dividend is increased by reason of the payment of the 
dividend; 
Related Provisions: 95(7) — “Amount” of stock dividend paid by foreign affiliate. 
Selected Cases [subsec. 248(1)“amount”]: King Rentals Ltd, v..Canada, [1995] 
2 C.T.C: 2612 (TCC) (Consideration for debt was amount of debt for which shares 
were issued and credit made to share capital, not fair market value of the debt); Praxair 
Canada Inc. v. MNR, [1993] 1 C.T.C. 130 (FCTD) (Creditor accepting shares of debtor 
in satisfaction of unpaid interest received “amount” equal to fair market value of 
shares, not amount of par value); Laxton v. Canada, [1989] 2 C.T.C. 85 (FCA) 
(“Amount” of benefit from interest-free loan should be reduced by taxpayer’s share of 
costs of loan). 


Interpretation Bulletins: IT-88R2: Stock dividends. 


Information Circulars: 88-2, para. 26: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


Charities Policies: CPS-009: Holding of property for charities. 


“annuity” includes an amount payable on a periodic basis whether 
payable at intervals longer or shorter than a year and whether paya- 
ble under a contract, will or trust or otherwise; 

Related Provisions: 56(1)(d), 60(a), 212(1)(0)— Annuity payments taxable; 
128.1(10)“excluded right or interest’(f) — Emigration —no deemed disposition of 
right under annuity contract; Canada-U.S. Tax Treaty:Art. X VIII:4 — Meaning of “an- 
nuities” for treaty purposes; Income Tax Conventions Interpretation Act 5 — Meaning 
of “annuity” for treaty purposes. 


Selected Cases [subsec. 248(1)“annuity”]: Rumack v. MNR, [1992] 1 C.T.C. 57 
(FCA); leave to appeal to SCC refused (1992), 143 N.R. 393 (note) (Lottery prize of 
$1,000 per month for life sponsored by charitable association, which funded the prize 
by purchasing annuity from life insurance company was held to be an annuity). 


“appropriate percentage” for a taxation year means the lowest 
percentage referred to in subsection 117(2) that is applicable in de- 
termining tax payable under Part I for the year; 


“assessment” includes a reassessment; 


Related Provisions: 152 — Assessments; 244(14) — Assessment presumed mailed 
on date stated on notice; 244(15)— Assessment deemed made on date of mailing. 


“authorized foreign bank” has the meaning assigned by section 2 
of the Bank Act; 


Related Provisions: 20.2 — Interest deduction; 115(1)(a)(vii) — Taxable income 
earned in Canada; 116(6)(f) — No s. 116 certificate required on disposition of bank’s 
Canadian banking business property; 126(1.1) — Foreign tax credit; 142.7 — Conver- 
sion of foreign bank affiliate to branch; 181.3(3)(e), (4)(c), 190.13(d), 190.14(1)(c) — 
Capital tax; 212(13.3) — Application of non-resident withholding tax; 218.2 — Branch 
interest tax. 


History: The definition “authorized foreign bank” added to s. 248(1) by 2001, c. 17, 
subsec. 188(5), applicable after June 27, 1999. 


“automobile” means 


(a) a motor vehicle that is designed or adapted primarily to carry 
individuals on highways and streets and that has a seating capac- 
ity for not more than the driver and 8 passengers, 


but does not include 
(b) an ambulance, 


(b.1) a clearly marked emergency-response vehicle that is used 
in connection with or in the course of an individual’s office or 
employment with a fire department or the police, 


(b.2) a clearly marked emergency medical response vehicle that 
is used, in connection with or in the course of an individual’s 
office or employment with an emergency medical response or 
ambulance service, to carry emergency medical equipment to- 
gether with one or more emergency medical attendants or 
paramedics, 


(c) a motor vehicle acquired primarily for use as a taxi, a bus 
used in a business of transporting passengers or a hearse used in 
the course of a business of arranging or managing funerals, 


(d) except for the purposes of section 6, a motor vehicle ac- 
quired to be sold, rented or leased in the course of carrying on a 
business of selling, renting or leasing motor vehicles or a motor 
vehicle used for the purpose of transporting passengers in the 
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course of carrying on a business of arranging or managing funer- 
als, and 


(e) a motor vehicle 


(i) of a type commonly called a van or pick-up truck, or a 
similar vehicle, that has a seating capacity for not more than 
the driver and two passengers and that, in the taxation year in 
which it is acquired or leased, is used primarily for the trans- 
portation of goods or equipment in the course of gaining or 
producing income, 


(ii) of a type commonly called a van or pick-up truck, or a 
similar vehicle, the use of which, in the taxation year in 
which it is acquired or leased, is all or substantially all for the 
transportation of goods, equipment or passengers in the 
course of gaining or producing income, or 


(iii) of a type commonly called a pick-up truck that is used in 
the taxation year in which it is acquired or leased primarily 
for the transportation of goods, equipment or passengers in 
the course of earning or producing income at one or more 
locations in Canada that are 


(A) described, in respect of any of the occupants of the 
vehicle, in subparagraph 6(6)(a)(i) or (ii), and 


(B) at least 30 kilometres outside the nearest point on the 
boundary of the nearest urban area, as defined by the last 
census dictionary published by Statistics Canada before 
the year, that has a population of at least 40,000 individu- 
als as determined in the last census published by Statistics 
Canada before the year. 


Related Provisions: 248(1) — “motor vehicle”, “passenger vehicle”. 


History: Para. (b.2) added to the definition “automobile” in subsec. 248(1) by 2005, c. 
30, subsec. 17(1), applicable to 2005 et seq. 


Para. (b.1) added to the definition “automobile” by 2003, c. 15, subsec. 88(2), applica- 
ble to 2003 et seq. 


Para. (e) of the definition “automobile” amended by the said c. 15, subsec. 88(4), appli- 
cable to taxation years that begin after 2002. The para. formerly read: 


(e) a motor vehicle of a type commonly called a van or pick-up truck or a similar 
vehicle 


(i) that has a seating capacity for not more than the driver and 2 passengers 
and that, in the taxation year in which it is acquired, is used primarily for the 
transportation of goods or equipment in the course of gaining or producing 
income, or 


(ii) the use of which, in the taxation year in which it is acquired, is all or 
substantially all for the transportation of goods, equipment or passengers in 
the course of gaining or producing income; 


“Automobile” substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(1), applica- 
ble to taxation years and fiscal periods beginning after June 17, 1987 that end after 
1987. That definition formerly read: 


“automobile” means 


(a) a motor vehicle that is designed or adapted primarily to carry individuals - 
and their personal luggage and that has a seating capacity for not more than 
the driver and 8 passengers, and 


(b) a motor vehicle that is 


(i) of a type commonly called a station wagon or van or a similar vehicle 
if it is equipped in a reasonably permanent way to carry more than the 
driver and 2 passengers but not more than the driver and 8 passengers, 
or 


(ii) of a type commonly called a van or pick-up truck or a similar vehi- 
cle unless it is designed or adapted to carry not more than the driver and 
2 passengers and is used primarily for the transportation of goods or 
equipment in the course of a business or for the purpose of earning 
income, 


but does not include 
(c) an ambulance, 


(d) a motor vehicle acquired primarily for use. as a taxi or in connection, with 
funerals, or 


(e) except for the purposes of section 6, a motor vehicle acquired to be sold, 
rented or leased in the course of carrying on a business of selling, renting or 
leasing motor vehicles; 


Selected Cases [subsec. 248(1)“automobile”]: Jorgensen v. R., [2009] 4 C.T.C. 


2018 (TCC) (Modified truck not included in definition of “automobile”); Fox v. R., 
[2003] 4 C.T.C. 2224 (TCC) (Pickup truck not “automobile”). 
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Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by. self-em- 
ployed individuals; IT-522R: Vehicle, trayel and sales:expenses of employees. 


“balance-due day” of a taxpayer for a taxation year means, 


(a) where the taxpayer is a trust, the day that is 90 days after the 
end of the year, 


(b) where the taxpayer is an individual who died after October in 
the year and before May in the following taxation year, the day 
that is 6 months after the day of death, 


(c) in any other case where the taxpayer is an individual, April 
30 in the following taxation year, and 


(d) where the taxpayer is a corporation, 


(i) the day that is three months after the day on which the 
taxation year (in this subparagraph referred to as the “current 
year”) ends, if 


(A) an amount was deducted under section 125 in com- 
puting the corporation’s tax payable under this Part for 
the current year or for its preceding taxation year, 


(B) the corporation is, throughout the current year, a Ca- 
nadian-controlled private corporation, and 


(C) either 


(1) in the case of a corporation that is not associated 
with another corporation in the current year, its taxa- 
ble income for its preceding taxation year (determined 
before taking into consideration the specified future 
tax consequences for that preceding taxation year) 
does not exceed its business limit for that precesding 
taxation year, or 


(II) in the case of a corporation that is associated with 
one or more other corporations in the current year, the 
total of the taxable incomes of the corporation and of 
those other corporations for their last taxation years 
that ended in the last calendar year that ended before 
the end of the current year (determined before taking 
into. consideration the specified future tax conse- 
quences for those last taxation years) does not exceed 
the total of the business limits of the corporation and 
of those other corporations for those last taxation 
years, and 


(ii) the day that is two months after the 2b on which the 
taxation year ends, in any other case; 


Related Provisions: 87(2)(00.1) — Balance-due day of amalgamated corporation; 
88(1)(e.9) —Balance-due day: ;;on windup of: corporation; 150(1)— Returns; 
156.1(4) — Payment of balance — individuals who pay instalments;. 157(1)(b) — Cor- 
poration to pay balance by balance-due day; 157.1(2) — Deferral of balance-due day in 
January-March 2002; 158 — Payment of balance on assessment; Interpretation. Act 
26 — Deadline on weekend or holiday extended to next business day; 256 — Associ- 
ated corporations. 


History: Para. (d) of the definition “balance-due day” in subsec. 248(1) amended by 
2002, c. 9, s. 44, applicable to taxation years that end after 2001. The para. formerly 
read: 


(d) where the taxpayer is a corporation, the day on or before which the corpora- 
tion is required under section 157 to pay the remainder of its tax payable under 
Part I for the year or would be so required if such a remainder were payable; 


The definition “balance-due day” amended by 1997, c. 25, subsec. 71(1), applicable to 
1996 et seq. It formerly read: 


“balance-due day” of an individual for a taxation year means 


(a) where the individual is a trust, the day that is 90 days after the end of the 
year, 


(b) where the individual died after October in the year and before May in the 
immediately following taxation year, the day that is 6 months after the day 
of death, and 


(c) in any other case, April 30 in the immediately ‘following taxation year; 


“Balance-due day” added by 1994, c.7, Sch. II (1991, c. 49), subsec. 192(14), applica- 
ble after 1989, 


Information Circulars: 98-1R3: Collections policies. 


“bank”? means a bank within the meaning assigned by section 2 of 
the Bank Act or an authorized foreign bank; 


_agraph 18(2)(c), 


S. 248(1) bus 


yal Assent July 12, 20 
: si to ‘substitute 


Ov rnor in Council, For ae nf 
the new definition 


day or days to be fixed b by de} 
abe al credit unions, = th 
v ubsection. 2) 


anieteye The definition “bank” added to s. 248(1) by 2001, c. 17, subsec. 188(5), ap- 
plicable after June 27, 1999. 


“bankrupt” has. the ineaning assigned by the Bankruptcy and In- 


_ solvency Act; 


Related Provisions: 80(1)“‘forgiven amount’B(i) —Debt forgiveness rules do ‘not 
apply when debtor is bankrupt; 128— Rules on bankruptcy. 


History: The definition “bankrupt” added by 1995, c. 21, subsec. 43(2), applicable to 
taxation years that end after February 21, 1994. 


“benefit under a deferred profit sharing plan” received by a tax- 
payer in a taxation year means the total of all amounts each of 
which is an amount received by the taxpayer in the year from a 
trustee under the plan, minus any amounts deductible under ‘subsec- 
tions 147(11) and (12) in computing the income of the taxpayer for 
the year; 

Related Provisions: 56(1)(i), 147(10) — DPSP benefits taxable. 


“bituminous sands” means sands or other rock materials contain- 
ing naturally occurring hydrocarbons (other than coal) which hydro- 
carbons have 


(a) a viscosity, determined in a prescribed manner, ss to or 
greater than 10,000 centipoise, or 


(b) a density, determined in a prescribed manner, equal to or less 
than 12 degrees API; 


History: The definition, “bituminous sands” added to subsec. 248(1) by 1997, c. 25, 
subsec. 71(3), applicable after March 6, 1996. 


Regulations: 1107 (prescribed manner for determining viscosity and density). 


“borrowed money” includes the proceeds to a taxpayer from the 
sale of a post-dated bill drawn by the taxpayer on: a bank; 


Related Provisions: 15.1(4), 15.2(4) — Money borrowed for small business devel- 
opment bond or small business bond deemed used for purpose of earning income from 
business or property; 20(1)(c) — Interest on money borrowed for certain purposes is 
deductible; 20(2), (3) — Rules re borrowed money. 


Interpretation Bulletins: IT-121R3: Election to capitalize cost of borrowed money 
(archived); IT-533: Interest deductibility and related issues. 


“business” includes a profession, calling, trade, manufacture or un- 
dertaking of any kind whatever and, except for the purposes of par- 
section 54.2, subsection 95(1) and paragraph 
110.6(14)(f), an adventure or concern in the nature of trade but does 
not include an office or employment; — 


Related Provisions: 253 — Extended meaning of “carrying on business” in Canada; 
253.1 — Certain limited partners deemed not to carry on business for certain purposes. 


History: The definition “business” amended by 1995, c. 21, s. 47, applicable to taxa- 
tion years that end. after 1994. The definition formerly read: 


“business” includes a profession, calling, trade, manufacture or undertaking of 
any kind whatever and; except’ for the purposes of paragraph 18(2)(c), section 
54.2 and paragraph 110.6(14)(f), an adventure or concern in the nature of trade 
but does not include an office or employment; 


Selected Cases [subsec. 248(1)“business”]: Dansereau v. R., [2002] 1 C.T.C. 
19 (FCA); rev’g [2000] 1 C.T.C. 2582 (TCC) (‘“Business” extends to any endeavour 
that occupies time and labour with a view to profit); Synchrosat Ltd. y.. R., [2001].1 
C.T.C, 2159 (TCC) (“Adventure” may occur over long period of time and evolve into 
business); Timmins v. R., [1999] 2 C.T.C. 133 (FCA) (Not necessary for there to be 
predominant profit motive for business to be carried’ on); Loewen’ (H.R.) v. MNR, 
[1993] 1 C.T.C. 212 (FCTD) (Acquisition and disposition of SRTC debenture was ad- 
venture in nature of trade); Moloney v. Canada, [1992] 2 C.T.C. 227 (FCA); leave to 
appeal to SCC refused 1993 CarswellNat 2467 (Deduction of business expenses disal- 
lowed; no business actually carried on); Pollock v. Canada, [1990] 1 C.T.C. 196 
(FCTD) (Disposition of shares acquired pursuant to employee stock option plan was 
adventure in nature of trade); London Life Insurance Co. v. Canada, [1990] 1 C.T.C. 


1569 


S. 248(1) bus 


43 (FCA) (Taxpayer entering agency agreement with Bermuda firm “carried on an in- 
surance business in a country other than Canada”. Expenses related to excess computer 
capacity provided to taxpayer’s subsidiary for latter to sell to public were beyond scope 
of insurance business and not deductible); Grohne v. Canada, [1989] 1 C.T.C. 434 
(FCTD) (Director/shareholder and president receiving shares pursuant to standby 
agreement not engaged in adventure in nature of trade). 


Adventure in the nature of trade: Synchrosat Ltd. v. R., [2001] 1 C.T.C. 2159 
(TCC) (“Adventure” may occur over long period of time and evolve into business); 
Walton v. R., [1982] C.T.C. 228 (FCTD) (Adventure in nature of trade where city plan- 
ner, having knowledge of real estate opportunities, acquired and disposed of three 
leased dwelling houses); R. v. Lague, Leopold, Inc., [1981] C.T.C. 348 (FCTD) (As- 
signment of contractual rights was disposition of eligible capital property, not adven- 
ture in nature of trade); Bossin v. R., [1976] C.T.C. 358 (FCTD) (Irrespective of nature 
of commodity, where intention is to resell quickly, there is an adventure in nature of 
trade); MNR y. Freud, [1968] C.T.C. 438 (SCC) (Expenses of unsuccessfully promot- 
ing sports car prototype deductible expenses of adventure in nature of trade); MNR v. 
Eldridge, [1964] C.T.C. 545 (Exch.) (Income from illegal business taxable). 


Interpretation Bulletins: IT-153R3: Land developers — subdivision and develop- 
ment costs and carrying charges on land; IT-206R: Separate businesses; IT-218R: 
Profit, capital gains and losses from the sale of real estate, including farmland and in- 
herited land and conversion of real estate from capital property to inventory and vice 
versa; IT-371: Rental property — meaning of “principal business”; IT-459: Adventure 
or concern in the nature of trade. 


I.T. Technical News: 41 (meaning of “business” — gambling). 
Forms: RC4100: Employee or Self-Employed?. 


“business limit’ of a corporation for a taxation year means the 
amount determined under section 125 to be its business limit for the 
year; 

Related Provisions: 125(2)—(5.1) — Determination of business limit. 


History: The definition “business limit’ added to subsec. 248(1) by 1997, c. 25, sub- 
sec. 71(3), applicable after May 23, 1985. 


“business number” means the number (other than a Social Insur- 
ance Number) used by the Minister to identify 


(a) a corporation or partnership, or 
(b) any other association or taxpayer that carries on a business or 
is required by this Act to deduct or withhold an amount from an 
amount paid or credited or deemed to be paid or credited under 
this Act 
and of which the Minister has notified the Os partnership, 
association or taxpayer; 


Related Provisions: 241(4)(1), 241(9.2) — Disclosure of Business Number to third 
parties. 


History: The definition “business number” amended by 1998, c. 19, subsec. 239(6), in 
force on June 18, 1998. 


Registered Charities Newsletters: 14 (Business Number and donation receipts); 
15 (registered charities as internal divisions of other charities). 


Forms: RC2: The business number and your CRA accounts [guide]. 


“Canadian banking business” means the business carried on by 
an authorized foreign bank through a permanent establishment (as 
defined by regulation) in Canada, other than business conducted 
through a representative office registered or required to be regis- 
tered under section 509 of the Bank Act; 


Related Provisions: 116(6)(f) — No s. 116 certificate. required, on disposition of 
property of Canadian banking business. 


History: The definition “Canadian banking business” added to s. 248(1) by 2001, c. 
17, subsec. 188(5), applicable after June 27, 1999. 


Regulations: Reg. 8201 (meaning of “permanent establishment’). 


*Canadian-controlled private corporation” has the meaning as- 
signed by subsection 125(7); 

Related Provisions: 248(1) — “Small business corporation”. 

1.T. Application Rules: 50(1) (status for 1972 taxation year). 

Interpretation Bulletins: IT-458R2: Canadian-controlled private corporations; IT- 
474R: Amalgamations of Canadian corporations. 


“Canadian corporation” has the meaning assigned by subsection 
89(1); 


“Canadian development expense” has the meaning assigned by 
subsection 66.2(5); 


Income Tax Act 


“Canadian exploration and development expenses” has the 
meaning assigned by subsection 66(15); 


“Canadian exploration expense” has the meaning assigned by 
subsection 66.1(6); 


“Canadian field processing” 
prescribed, 


(a) the processing in Canada of raw natural gas at a field separa- 
tion and dehydration facility, 


(b) the processing in Canada of raw natural gas at a natural gas 
processing plant to any stage that is not beyond the stage of nat- 
ural gas that is acceptable to a common carrier of natural gas, 


(c) the processing in Canada of hydrogen sulphide derived from 
raw natural gas to any stage that is not beyond the marketable 
sulphur stage, 


(d) the processing in Canada of natural gas liquids, at a natural 
gas processing plant where the input is raw natural gas derived 
from a natural accumulation of natural gas, to any stage that is 
not beyond the marketable liquefied petroleum stage or its 
equivalent, 


(e) the processing in Canada of crude oil (other than heavy crude 
oil recovered from an oil or gas well or a tar sands deposit) re- 
covered from a natural accumulation of petroleum to any stage 
that is not beyond the crude oil stage or its equivalent, and 


(f) prescribed activities 

and, for the purposes of paragraphs (b) to (d), 
(g) gas is not considered to cease to be raw natural gas solely 
because of its processing at a field separation and dehydration 


facility until it is received by a common carrier of natural gas, 
and 


(h) where all or part of a natural gas processing plant is devoted 
primarily to the recovery of ethane, the plant, or the part of the 
plant, as the case may be, is considered not to be a natural gas 
processing plant; 

History: Para. (g) of the definition “Canadian field processing” in subsec. 248(1) 

amended by 1998, c. 19, subsec. 239(2), applicable after 1996. Para. (g) formerly read: 
(g) gas is not considered to cease to be raw natural gas solely because of its 
processing at a field separation and dehydration facility, and 

The definition “Canadian field processing” added to subsec. 248(1) by 1997, c. 25, 

subsec, 71(3), applicable after 1996. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


means, except as otherwise 


“Canadian oil and gas property expense” has the meaning as- 
signed by subsection 66.4(5); 


“Canadian partnership” has the meaning assigned by section 102; 
Related Provisions: 80(1) — “Eligible Canadian partnership”. 


Interpretation Bulletins: IT-123R6: Transactions 
property. 


involving eligible capital 


‘Canadian real, immovable or resource property” means 


(a) a property that would, if this Act were read without reference 
to the definition “real or immovable property” in subsection 
122.1(1), be a real or immovable property situated in Canada, | 


(b) a Canadian resource property, 
(c) a timber resource property, 


(d) a share of the capital stock of a corporation, an income or 
capital interest in a trust or an interest in a partnership (other 
than a taxable Canadian corporation, a SIFT trust or a SIFT part- 
nership), if more than 50% of the fair market value of the share 
or interest is derived directly or indirectly from one or any com- 
bination of properties described in paragraphs (a) to (c), or 


Proposed Amendment — 248(1)“Canadian real, 
immovable or resource property"(d) _ 2 el 4 te 


(d) a share of the capital stock ofa corporation, an income or a A 
capital interest in a trust or an interest in a partnership (other — 
than a taxable Canadian corporation, a SIFT trust (determined — 


a 
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(e) any right to or interest in — or, for civil law, any right to or 
in — any property described in any of paragraphs (a) to (d); 
History: Para. (d) of the definition “Canadian real, immovable or resource property” 


amended by 2009, c. 2, subsec. 76(3), deemed to have come into force on October 31, 
2006. It-formerly read: 


(d) a share of the capital stock of a corporation, an income or a capital interest in 
a trust or an interest in a partnership, if more than 50% of the fair market value 
of the share or interest is derived directly or indirectly from one or any combina- 
tion of properties described in paragraphs (a) to (c), or 


“Canadian real, immovable or resource property” added by 2007, c. 29, s. 28, deemed 
to have come into force on October 31, 2006. r 


“Canadian resident partnership” means a partnership that, at any 
time in respect of which the expression is relevant, 


(a) is a Canadian partnership, 


(b) would, if it were a corporation, be resident, in Canada (in- 
cluding, for greater certainty, a partnership, that has its central 
management and control in Canada), or 
(c) was formed under the laws of a province; 

Related Provisions: 249(1)(d) — Taxation year of Canadian resident partnership. 


History: “Canadian resident partnership” added by 2007, c. 29, s. 28, deemed to have 
come into force on October 31, 2006. 


“Canadian resource property” has the meaning assigned by sub- 
section 66(15); 


“capital dividend’’ has the meaning assigned, by section 83: 


“capital gain” for a taxation year from the disposition of any pro- 
perty has the meaning assigned by section 39; 


“capital interest” of a taxpayer in a trust has the meaning assigned 
by subsection 108(1); 


“capital loss” for a taxation year from the disposition of any pro- 
perty has the meaning assigned by section 39; 


“capital property” has the meaning assigned by. section 5% 


“cash method”’ has the meaning assigned by subsection 28(1); 
History: “Cash method” enacted by 1994, c. 7,\Sch: II (991, ¢.49), subsec. 192(14), 
applicable after 1988. 


Selected Cases [subsec. 248(1)“cash method”]: Dansereau vy. R., [2002] 1 
C.T.C..19: (FCA); rev’g [2000] 1-€.T.C. 2582 (TCC):(Cash basis cannot be denied 
simply because business is complicated). 


“cemetery care trust” has the meaning assigned by. subsection 
148.1(1); 
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History: The definition “cemetery care trust” added to subsec. 248(1) by 1998, c: 19, 


| subsec. 239(6), applicable after 1992. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“common-law partner”, with respect to a taxpayer at any time, 
means a person who cohabits at that time in a conjugal relationship 
with the taxpayer and 


(a) has so cohabited with the taxpayer for a continuous period of 
at least one year, or 


(b) would be the parent of a child of whom the taxpayer is a 
parent, if this Act were read without reference to paragraphs 
252(1)(c) and (e) and subparagraph 252(2)(a)(iii), 
and, for the purposes of this definition, ‘where at any time’ the tax- 
payer and the person cohabit in a conjugal relationship, they are, at 
any particular time after that time, deemed to be cohabiting ina 


_ conjugal relationship unless they were not cohabiting at the particu- 
lar time for a period of at least 90 days that includes the particular 
time because of a Dreakdows of oc ened ete 


History: The definition “common-law Lage added to subsec. 248(1) by 2000, c. 12, 
subsec. 139(2), applicable to 2001 et seq., in force July 31, 2000. 


Ss. 144 to 146 of 2000, c. 12 provide the following transitional rules: 


144. Where a taxpayer and a person who would have been the taxpayer’s com- 
mon-law partner in the 1998, 1999 or 2000 taxation’ year, if sections 130 to 142 
applied to the applicable year, jointly elect in respect of that year by notifying 
the Minister of National Revenue in prescribed manner on or before their filing 
due date for the year in which this Act receives royal assent, those sections apply 
to the taxpayer and the person in respect of the applicable taxation year and sub- 
sequent taxation years. 


145. Where, but for the application of sections 130 to 142, paragraphs 56(1)(b) 
and 60(b) of the Income Tax Act would not apply to amounts paid and received 
pursuant to'an order or a written agreement made before the coming into force of 

‘this section, those paragraphs do not apply unless the payor and the recipient of 
the amounts jointly elect to have those paragraphs apply to those amounts for the 
2001 and following taxation years by notifying the Minister of National Revenue 
in prescribed manner on or before their filing due date for the year in which this 
Act receives royal assent. 


146. Despite subsections 152(4) to (5) of the Income Tax Act, the Minister of 
National Revenue may make any assessment or reassessment and additional as- 
sessment of tax, interest and penalties and may make any determinations and 
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redeterminations that are necessary to give effect to section 144 for any taxation 
year. 
Interpretation Bulletins: IT-495R3: Child care expenses. 
Registered Pension Plans Technical Manual: §1.11 (common-law partner); 
§1.38 (spouse). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 6-8 (pen- 
sion plans with survivor benefits to common-law partners). 


“common-law partnership” means the relationship between two 
persons who are common-law partners of each other; 


History: The definition “common-law partnership” added to subsec. 248(1) by 2000, 
c. 12, subsec. 139(2), applicable to 2001 et seq., in force July 31, 2000. 


“common share” means a share the holder of which is not pre- 
cluded on the reduction or redemption of the capital stock from par- 
ticipating in the assets of the corporation beyond the amount paid 
up on that share plus a fixed premium and a defined rate of 
dividend; 

Related Provisions: 248(1) — “Preferred share”. 

Interpretation Bulletins: IT-116R3: Rights to buy additional shares. 


“controlled foreign affiliate” has the meaning assigned by subsec- 
tion 95(1); 


Proposed Amendment — 248(1)“controlled sider 
affiliate” 


“controlled foreign affiliate” has, except as expressly stele 

provided in this Act, the meaning assigned by subsection 95(1); 

Application: The July 16, 2010 draft legislation (Part 1 = tee! al), subsec. 
) _ 


148(2), will amend the definition “controlled foreign affiliate” in 
read as above, applicable to taxation years that begin after 2006. 


Technical Notes (July 2010): The expression “controlled i ae 
defined to have the meaning assigned by subsection oo). 


This definition is amended so that it applies except as expressly otherwise seeded 
in the Act. See, for example, the definition “controlled foreign wate ae subsection ; 
17(15). Ly 


Related Provisions: See under 95(1)“controlled foreign affiliate”. 


History: The definition “controlled foreign affiliate” added to subsec. 248(1) by 1997, 
c. 25, subsec. 71(3), applicable after 1995. 


“corporation” includes an incorporated company; 


Related Provisions: 227.1 — Liability of directors; 236 — Execution of documents 
by corporations; 242 — Officers, directors and agents guilty of corporation’s offences; 
Interpretation Act 21(1) — Powers vested in corporation; Interpretation Act 35(1)— 
Corporation does not include partnership that is separate legal entity. 


Interpretation Bulletins: IT-343R: Meaning of the term “corporation” [for purposes 
of the definition of “foreign affiliate”); IT-474R: Amalgamations of Canadian corpora- 
tions; IT-432R2: Benefits conferred on shareholders. 


1.T. Technical News: 20 (Delaware Revised Uniform Partnership Act); 25 (partner- 
ship issues); 34 (Delaware Revised Uniform Partnership Act); 38 (foreign entity classi- 
fication; limited liability company under the Protocol). 


“corporation incorporated in Canada” includes a corporation in- 
corporated in any part of Canada before or after it became part of 
Canada; 


Related Provisions: 250(5.1) — Corporation continued outside Canada deemed in- 
corporated in new jurisdiction. 


“cost amount” to a taxpayer of any property at any time means, 
except as expressly otherwise provided in this Act, 


(a) where the property was depreciable property of the taxpayer 
of a prescribed class, the amount that would be that proportion 
of the undepreciated capital cost to the taxpayer of property of 
that class at that time that the capital cost to the taxpayer of the 
property is of the capital cost to the taxpayer of all property of 
that class that had not been disposed of by the taxpayer before 
that time if subsection 13(7) were read without reference to par- 
agraph 13(7)(e) and if 
(i) paragraph 13(7)(b) were read as follows: 

‘“(b) where a taxpayer, having acquired property for 

some other purpose, has commenced at a later time to 

use it for the purpose of gaining or producing income, 

the taxpayer shall be deemed to have acquired it at that 


Income Tax Act 


later time at a capital cost to the taxpayer equal to the 
fair market value of the property at that later time;”, and 


(ii) subparagraph 13(7)(d)(i) were read as follows: 


“(i) if the use regularly made by the taxpayer of the pro- 
perty for the purpose of gaining or producing income 
has increased, the taxpayer shall be deemed to have ac- 
quired at that time depreciable property of that class at a 
capital cost equal to the proportion of its fair market 
value at that time that the amount. of the increase in the 
use regularly made by the taxpayer of the property for 
that purpose is of the whole of the use regularly made of 
the property, and” 


(b) where the property was capital property (other than deprecia- 
ble property) of the taxpayer, its adjusted cost base to the tax- 
payer at that time, 


(c) where the property was property described in an inventory of 
the taxpayer, its value at that time as determined for the purpose 
of computing the taxpayer’s income, 


(c.1) where the taxpayer was a financial institution in its taxation 
year that includes that time and the property was a mark-to-mar- 
ket property for the year, the cost to the taxpayer of the property, 


(d) where the property was eligible capital property of the tax- 
payer in respect of a business, 4/3 of the amount that would, but 
for subsection 14(3), be determined by the formula 

B 


Ax= 
Cc 


where 


A is the cumulative eligible capital of the taxpayer in respect of 
the business at that time, 


Bis the fair market value at that time of the property, and 


C is the fair market value at that time of all the eligible capital 
property of the taxpayer in respect of the business, 


(d.1) where the property was a loan or lending asset (other than 
a net income stabilization account or a property in respect of 
which paragraph (b), (c), (c.1) or (d.2) applies), the amortized 
cost of the property to the taxpayer at that time, 


(d.2) where the taxpayer was a financial institution in its taxa- 
tion year that includes that time and the property was a specified 
debt obligation (other than a mark-to-market property for the 
year), the tax basis of the property to the taxpayer at that time, 


(e) where the property was a right of the taxpayer to receive an 
amount, other than property that is 


(i) a debt the amount of which was deducted under paragraph 
20(1)(p) in computing the taxpayer’s income for a taxation _ 
year that ended before that time, 


(ii) a net income stabilization account, 


(iii) a right in respect of which paragraph (b), (c), (c.1), (d.1) 
or (d.2) applies, or 


(iv) a right to receive production (as defined in subsection 
18.1(1)) to which a matchable expenditure (as defined in sub- © 
section 18.1(1)) relates, 


the amount the taxpayer has a right to receive, 


(e.1) where the property was a policy loan (within the meaning 
assigned by subsection 138(12)) of an insurer, nil, 


(e.2) where the property is an interest of a beneficiary under a 
qualifying environmental trust, nil, and 


(f) in any other case, the cost to the taxpayer of the property as 
determined for the purpose of computing the taxpayer’s income, 
except to the extent that that cost has been deducted in comput- 
ing the taxpayer’s income for any taxation year ending before 
that time; 


and, for the purposes of this definition, “financial institution”, 
“mark-to-market property” and “specified debt obligation” have the 
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meanings assigned by subsection 142.2(1), and “tax basis” has the 
meaning assigned by subsection 142.4(1); 


Related Provisions: 13(7) — Rule affecting capital cost of depreciable property; 
13(33) — Consideration given for depreciable capital; 52(3) — Cost of stock dividend; 
53 — Adjusted cost base — adjustments; 70(14) — Order of disposal of depreciable 
property on death; 86.1(3) — Cost amount adjustments on foreign spin-off; 108(1) — 
Meaning of “cost amount” of capital interest in a trust; 248(25.3) — Deemed cost of 
trust units; 261(7)(b) — Cost of property when functional currency election made. 


History: Subpara. (e)(iv) added to the definition “cost amount” by 1998, c. 19, subsec. 
239(3), applicable after November 17, 1996. 


Para. (e.2) of the definition “cost amount” in subsec: 248(1) amended the sald c./19, 
subsec. 66(2), applicable after 1995. Para: (e.2) formerly read: 


(e.2) where the property is an interest of a beneficiary under a mining reclama- 
tion trust, nil, and 


Para. (c.1) added to the definition “cost amount” by 1995, c. 21, subsec. 59(3), applica- 
ble to taxation years that begin after October 1994. 


Paras. (d.1) and (d:2):added to the definition “cost amount’ and para: (e) amended by 


1995, c. 21, subsec. 59(4), applicable to the determination of cost amount at a time — 


after February 22, 1994. Para. (e) formerly read: 


(e) where the property was a debt owing to the taxpayer (other than the amount 
in-respect of such property that was-deducted under paragraph 20(1)(p) in com- 
puting the taxpayer’s income for a taxation year.ending before that time or of a 
net income stabilization account) or any other right of the taxpayer to receive an 
amount (other than a right to receive an amount in respect of'a net income stabi- 
lization account), the amortized cost of the property to the taxpayer at that time 
or, where the property does not have.an amortized cost .to the.taxpayer, the 
amount of the debt or right that was outstanding at that time, 


The-closing words added to the definition “cost amount” by 1995, c. 21, subsec. 59(5), 
applicable. to the determination of cost amount at a time after February 22, 1994. 


Para. (e.2) added to the definition “cost amount” by 1995, c. 3, subsec: 52(3), applica- 
ble after 1993. 


Paras. (d) and (e) of “cost amount” amended by 1994, c. 7, Sch. VIII (1993, c, 24), 
subsec. 139(2), para. (d) applicable (by subsec. 139(11), as amended by; 1994, c. 21, -s. 
138) 


(a) in the case of a corporation, to taxation years of the corporation beginning after 
June 1988, and 


(b) in any other case, to fiscal periods commencing after 1987, 
except that, in its application before July 14, 1990, para. (d) shall be read as follows: 


(d) where the property was eligible capital property in respect of a business, “/3 of 
the amount that would, but for subsection 14(3), be the cumulative eligible capi- 
tal of the taxpayer in respect of the business at that time, 


and para. (e) applicable to 1991 et seq. Paras. (d) and (e) formerly read: 


(d) where the property was eligible capital property of the taxpayer in respect of 
a business, the amount that would, but for subsection 14(3), be that, proportion of 
the cumulative eligible capital of the taxpayer in respect of the business at that 
time that 


(i) the fair market value at that time of the property 
is of 


(ii) the fair market value at that time of all of the eligible capital property of 
the taxpayer in respect of the business, 


(e) where the property was a debt owing to the taxpayer (other than the amount 
in respect of that property that was deducted under paragraph 20(1)(p) in com- 
puting the taxpayer’s income for a taxation year ending before that time) or any 
other right of the taxpayer to receive an amount, the amortized cost of the pro- 
perty to the taxpayer at that time or, where the property does not have an amor- 
tized cost to the taxpayer, the amount of the debt or right that was outstanding at 
that time, 


Paras. (a), (d) of “cost amount” substituted by 1994, c.7, Sch. II (1991,'c. 49), subsecs. 
192(2), (3), para. (a) applicable after May 22, 1985; para. (d) applicable after 1987 
except that before July 14, 1990 the para. shall be read as follows: 


(d) where the property was eligible capital property of the taxpayer in respect of 
a business, the amount that would, but for subsection 14(3), be the cumulative 
eligible capital of the taxpayer in respect of the business at that time, 


Paras. (a), (d) formerly read: 


(a) where the property was depreciable property of the taxpayer of a prescribed 
class, that proportion of the undepreciated capital cost to the taxpayer of property 
of that class at that time that the capital cost to the taxpayer of the property is of 
the capital cost to the taxpayer of all property of that class, 


Not indexed for inflation. 
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(d) where the property was eligible capital property of the taxpayer in respect of 
a business, the cumulative eligible capital of the taxpayer in respect of the busi- 
ness at that time, 


Selected Cases faubsec, 248(1)“cost. amount”): Canada v. Dresden Farm 
Equipment Ltd., [1989] 1 C.T.C..99 (FCA) (No inventory deduction for dealer/agent 
selling goods he did not own because there was no cost amount). 


I.T. Application. Rules: 18 (property acquired before 1972). 


Interpretation Bulletins: IT-142R3: Settlement of debts on the winding-up of a 
corporation; IT-220R2: CCA — Proceeds of disposition of depreciable property; IT- 
291R3: Transfer. of property to a corporation under subsection 85(1); IT-457R: Election 
by professionals to exclude work in progress from income; IT-471R: Merger of part- 
nerships; IT-488R2: Winding-up of 90%-owned taxable Canadian corporation 
(archived); IT-528: Transfers of funds between registered plans. 


“credit union” has the meaning assigned by subsection 137(6); 


“cumulative eligible capital’’ has the meaning assigned by subsec- 
tion 14(5); 


“death benefit” means the total of all amounts received by a tax- 
payer in a taxation year on or.after the death of an employee in 
recognition of the employee’s service in an office or employment 
minus 
(a) where the taxpayer is the only person who has received such 
an amount and who is a surviving spouse or common-law part- 
ner of the employee (which person is, in this definition, referred 


to as the “surviving spouse or common-law partner’), the lesser 
of 


(i) the total of all amounts so received by the taxpayer in the 
year, and 


(ii) the amount, if any, by which $10,000*exceeds the total of 
all amounts received by the taxpayer in preceding taxation 
years on or after the death of the employee in recognition of 
the employee’s service in an office or employment, or 


(b) where the taxpayer is not the surviving spouse or common- 
law partner of the employee, the lesser of 


(i) the total of all amounts so received by the ‘taxpayer in the 
year, and 


(ii) that proportion of 


(A) the amount, if any, by which $10,000" exceeds the 
total of all amounts received by the surviving spouse or 
common-law partner of the employee at any time on or 
after the death of the employee in recognition of the em- 
ployee’s service in an office or employment 


that 
(B) the amount described in subparagraph (i) 
is of 
(C) the total of all amounts received by all taxpayers other 
than the surviving spouse or common-law partner of the 
employee at any time on or after the death of the em- 
ployee in recognition of the employee’s service in an of- 
_fice or employment; 
Related Provisions: 56(1)(a)(ii) — Death benefit included in income; 104(28) — 


Death benefit flowed through trust; 128.1(10)“excluded right or interest’ (h) — Emigra- 
tion — no deemed disposition of right to death benefit. 


History: The definition “death benefit” in subsec. 248(1). amended by 2000, c. 12, 
Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner”, applicable to 
2001 et seg., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 


That portion of para. (a) of “death benefit” preceding subpara. (i) amended by 1994, c. 
7, Sch. VII (1993, .c. 24), subsec. 139(3), applicable to 1993 et seg. That portion for- 
merly read: 


(a) where the taxpayer is the surviving spouse of the employee, the lesser of 


Interpretation Bulletins: IT-508R: Death benefits. 
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“deferred amount” at the end of a taxation year under a salary 
deferral arrangement in respect of a taxpayer means 


(a) in the case of a trust governed by the arrangement, any 
amount that a person has a right under the arrangement at the 
end of the year to receive after the end of the year where the 
amount has been received, is receivable or may at any time be- 
come receivable by the trust as, on account or in lieu of salary or 
wages of the taxpayer for services rendered in the year or a pre- 
ceding taxation year, and 


(b) in any other case, any amount that a person has a right under 
the arrangement at the end of the year to receive after the end of 
the year, 


and, for the purposes of this definition, a right under the arrange- 
ment shall include a right that is subject to one or more conditions 
unless there is a substantial risk that any one of those conditions 
will not be satisfied; 


“deferred profit sharing plan” has the meaning assigned by sub- 
section 147(1); 


“depreciable property” has the meaning assigned by subsection 
13(21); 

Related Provisions: See under 13(21)“depreciable property”. 

Selected Cases [subsec. 248(1)“depreciable property”]: Gordon v. Canada, 


[1995] 2 C.T.C. 2185 (TCC) (Uncompleted film held ‘to be “depreciable property”. 
Terminal loss allowed). 


1.T. Application Rules: 18, 20 (property acquired before 1972). 


“designated insurance property” has the meaning assigned by 
subsection 138(12); 


History: The definition “designated insurance property” added to subsec. 248(1) by 
1997, c: 25, subsec. 71(3); applicable to 1997 et seq. 


“designated stock exchange” means a stock exchange, or that part 
of a stock exchange, for which a designation by the Minister of Fi- 
nance under section 262 is in effect; 

Related Provisions: See Related Provisions under 262(1). 


History: The definition “designated stock exchange” added to subsec. 248(1) by 2007, 
c. 35, subsec. 65(2), applicable after December 13, 2007. 


“designated surplus” — [Repealed under former Act] 


“disposition” of any property, except as expressly otherwise pro- 
vided, includes 


(a) any transaction or event entitling a taxpayer to proceeds of 
disposition of the property, 


(b) any transaction or event by which, 


(i) where the property is a share, bond, debenture, note, cer- 
tificate, mortgage, agreement of sale or similar property, or 
an interest in it, the property is redeemed in whole or in part 
or is cancelled, 


_ Proposed Amendment — 
248(1 )“disposition”(b)(i) 
(i) where the property is a share, bond, debenture, note, cer- 
tificate, mortgage, hypothecary claim, agreement of sale or 
similar property, or interest, or for civil law a right, in it, 
the property is in whole or in part redeemed, acquired or 
cancelled, ' 


Application: The July 16, 2010 draft jesiaation (Part 1 technical), ~ subsec. : 
148(5), will amend subpara. (b)(i) of the definition “disposition” in subsec. 248(1) to 


read as above, applicable to redemptions, Secs ‘ahd cancellations” that over” / 


after December 23, 1998. 


Technical Notes (July 2010): The expression Usisbosition” is used throughout the 
Act, particularly in provisions relating to transactions involving property. = 


The definition “disposition” was added to subsection 248(1) by S.C. 2001, chapter 
17, ss. 188(5) [formerly Bill C-22]. In general, that definition is applicable to transac- 
tions and events that occur after December 23, 1998. The former definition “disposi- 
tion” was contained in section 54, applicable to transactions and events that occurred : 
before December 24, 1998. : _ 


Under the definition “disposition” in subsection 248(1), a “disposition” of any pro- 
perty includes a transaction or an event described in any of paragraphs (a) to (d) of 


Under subparagraph (b)(i) of that definition, a. disposition of a ‘a 


Income Tax Act 


that definition: but does not include a transaction or an eae 
paragraphs (e) to (m) of that definition on) bunuianeatt 


includes any. 
transaction or event by which, where the property is a share, bond, debenture, note, 
certificate, mortgage, agreement of sale or similar iene or an seisniaplcaes , the: 
property “is redeemed in whole or in part or is cancell eee an 


The definition “disposition” i in subsection 2481) is amended " the following way ays. 


First, subparagraph (b)(i) of the petal now provides that a disposition oft prope 
includes any transaction or event by which, where the property is a share, a 
er ificate, mortgage, agreement of sale or similar property, or an ponte 
Part Tedeetene pestis or cancelled”. ie’ 


Soe 


cember 24, 1998, ‘see the coeaealani to new as 248(1.1).. 


(ii) where the property is a debt or any other right to receive 
an amount, the debt or other right is settled or cancelled, 


(iii) where the property is a share, the share is converted be- 
cause of an amalgamation or merger, 


(iv) where the property is an option to acquire or dispose of 
property, the option expires, and 


(v).a trust, that can reasonably be considered to act as agent 
for all the beneficiaries under the trust with respect’ to all 
dealings with all of the trust’s property (unless the trust is 
described in any of paragraphs (a) to (e.1) of the definition 
“trust” in subsection 108(1)), ceases to act as agent for a ben- 
eficiary under the trust with respect to any dealing with any 
of the trust’s property, 


a Proposed Addition — 


“©. 1) where the property is an tered ‘ina lif 
icy, a disposition within the meaning of sec 
Application: The July. 16, 2010 dr 


148(6), will add para. (b. see to as defi 
years that begin after 2006. 


Technical Notes (July 2010):. FiMiAlly, ‘the: Kidtinieioni disposition” is amended to” 
add new elias (b i New parag ‘ph. initi si 


disposition” _— es of life i insurance nan 


ie 
(c) any transfer of the property to a trust or, where the property 
is property of a trust, any transfer of the property to any benefi- 


ciary under the trust, except as provided by paragraph (f) or (k), 
and 


Related Provision ; 


(d) where the property is, or is part of, a taxpayer’s capital inter- 
est in a trust, except as provided by paragraph (h) or (i), a pay- - 
ment made after 1999 to the taxpayer from the trust that can 
reasonably be considered to have been made because of the tax- 
payer’s capital interest in the trust, 


but does not include 


(e) any transfer of the property as a consequence of which there 
is no change in the beneficial ownership of the property, except — 
where the transfer is 


(i) from a person or a partnership to a trust for the’ benefit of 
the person or the partnership, 


(ii) from a trust to a beneficiary under the trust, or 


(iii) from one trust maintained for the benefit of one or more 
beneficiaries under the trust to another trust maintained for 
the benefit of the same beneficiaries, 


(f) any transfer of the property as a consequence of which there 
is no change in the beneficial ownership of the property, where 


(i) the transferor and the transferee are trusts, 


(ii) the transfer is not by a trust resident in Canada to a non- 
resident trust, 
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(k) any: transfer of the property to a trust as a consequence of 
which there is no change in the beneficial ownership of the pro- 
perty, where the main purpose of the transfer is 


: (i) to effect payment under a debt or loan, 
‘ Oe: ae ae 


"Gi lRepeled) (ii) to provide assurance that an absolute or contingent obli- 
5 oS gation of the transferor will be satisfied, or 


(iii) to facilitate either the provision of compensation or the 
enforcement of a penalty, in the event that an absolute or 
contingent obligation of the transferor is not satisfied, 


(1) any issue of a bond, debenture, note, certificate, mortgage or 
hypothecary claim, and 


(m) any issue by a corporation of a hide of its capital stock, or 
any other transaction that, but for this paragraph, would be a dis- 
position 2) a corporation of a share of its capital stock; 


(iii) the transferee does not receive the property in satisfac-. | _ 
tion of the transferee’s right as a beneficiary under the trans- | © 1d Additio lisposition”(n) 


feror trust, 


(iv) the' transferee held no property immediately before the 
transfer (other than property the cost of which is not in- 
cluded, for the purposes of this Act, in computing a balance 
of undeducted outlays, expenses or other amounts in respect 
of the transferee), vcd Bal 


pene a share or 2 


(v) the transferee does not file a written election with the 
Minister on or before the filing-due date for its taxation year 
in which the transfer is made (or on such later date as is ac- 
ceptable to the Minister) that this paragraph not apply, 


(vi) if the transferor is an amateur athlete trust, a cemetery 
care trust, an employee trust, an inter vivos trust deemed by 
subsection 143(1) to exist in respect of a congregation that is 
a constituent part of a religious organization, a related segre- 
gated fund’ trust (in this paragraph having the meaning as- 
signed by section 138.1), a trust described in paragraph 
149(1)(0.4) or a trust governed by an eligible funeral ar- 
rangement, an employees profit sharing plan, a registered 
disability savings plan, a registered education savings plan, a 
registered supplementary unemployment benefit plan or a 
_TFSA, the transferee is the same type of trust, and 


(vii) the transfer results, or is part of a‘series of transactions 
or events that results, in the transferor ceasing to exist and, 
immediately before the time of the transfer or the beginning 
of that series, as the case may be, the transferee never held 
any property or held only property having a nominal value, 


(g) [Repealed] 


(h) where the property is part of a capital interest of a taxpayer 
in a trust (other than a personal trust or a trust prescribed for the 
purpose of subsection 107(2)) that is described by reference to 
units issued by the trust, a payment after 1999 from the trust in 
respect of the. capital. interest, where the number of units in the 
trust that are owned by the taxpayer is not reduced because of 
the payment, 


(i) where the property is a taxpayer’s capital interest in a trust, a 
_ payment to the taxpayer after 1999 in respect of the capital inter- 
est, to the. extent that the payment 


(i) is out of the income of the trust (determined without refer- 
ence to subsection 104(6)) for a taxation ‘year or out of the 
capital gains of the trust for the year, if the payment was 
made in. the year or the right to the. payment was acquired by 
the taxpayer in the. year, or 


(ii) is in respect of an amount designated in respect of the 
4 PREYS by the trust under subsection 104(20), 


Proposed Amendment — 248(1)“disposition” 
ILatter-trom Dept. of Finance, March 7, 20( > under 132.11(4). 
(j) any transfer of the property for the purpose only of securing a 
debt or a loan, or any transfer by a creditor for the purpose only 


of returning property that had been used as security for a debt « or 
a loan, tod | ore ame oa 1). does no apply, 


suing corporation 
(referred to as the 
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— is an amalgamation (within the meaning assigned by subsection 87(1)) to 
which subsection 87(11) applies, if the issuing corporation and the disposing 
corporation are described by subsection 87(11) as the parent and the susie. 
ary, respectively, or 


— is a merger or combination of ete ice corporations (referred to in these 
Notes as a “subject merger”) that would be a foreign merger (within the 
meaning assigned by subsection 87(8.1)) if subparagraph 87(8.1)(c)(ii) were 
read without reference to the words “that was resident in a country other 
than Canada”, and 


¢ either 


ce 


— the disposing corporation receives no conpidatign for the a or _ 


— in the case of where the particular merger or combination is a subject 
merger, the disposing corporation receives no consideration for the security 
other than property that was, immediately before the particular merger or 
combination, owned by the issuing corporation and that, on the foreign 
merger, becomes property of the new corporation. 


In connection with redemptions, acquisitions and cancellations that occur before De- 
cember 24, 1998, see the commentary to new subsection 248(1. 1. 


Letter from Dept. of Finance, April 12, 2002: 


Dear ixxx] " ce y a / a, 


I am writing in reply to your faxed letter dated January 23, 2002 to Me Wally Con- 
way in which you expressed concems about the provisions in the Income Tax Act 
(the “‘Act”) relating to the cancellation of shares of a predecessor corporation on an 


“amalgamation” (within the meaning of subsection 87(1) of the Act) or on a a “foreign . 


merger” (within the meaning of subsection 87(8.1)). : 
In your letter, you give the following example of a foreign merger: 


a non-resident corporation apse: 


(“Subco”). 
4. Under the foreign corporate law, Subco is merged into ee _ 
In your letter, you note that you would expect that the relevant foreign law would 


generally deem the shares of Subco held by Parentco to be cancelled for no consider- 
the law insome _ 


ation on the merger. However, you speculate that it is possible that 
foreign jurisdictions may deem the consideration for such shares to 
Subco that would, on the merger, be transferred or otherwise beco 
corporate entity formed on the merger. : 


Subsection 87(4) of the Act deals with the tax consequences, ‘to a ap holder © 
corporation, upon an amalgamation involving the corporation where the conside 
tion received by that shareholder for the disposition of the shares held by that share- 
holder in the capital stock of the corporation consists only of shares of the capital 


property of 


stock of another corporation resulting from the merger. Paragraph 95(2)(d) ensures . 


that subsection 87(4), with necessary changes to reflect a foreign merger, applies in 
the case of a foreign merger. However, as you note in your letter, subsection 87(4) 
does not apply to a shareholder where that shareholder is itself a corporation that is 
part of the amalgamation or foreign merger. Thus, wie to your example, subs 


shares are not excluded property (within the meaning of mibsecaon 95(1 
ble that foreign accrual property income of a foreign affiliate of the 
arise on the merger as a result of the non-applicability of subsection 8 
in the context of domestic amalgamations, capital gains or losses cou 
amalgamation as a result of the non-applicability¢ of ‘subsection 87(4). In our 
these tax results are unintended. 


We will, therefore, recommend to th , Minister of Pome that the Act be amended so 
as to exclude from being a “disposition” for the purposes of the Act a cancellation 
a share of the capital stock of a copernon (the “issuing Solum 2 Ded Py an 
other corporation (the “disposing corporation’ ”) where 


* the cancellation occurred as part of a merger or combination of two or mor 


corporations, that included the issuing corporation and . disposing corporation, 
to form one corporate entity (the “new corporation’), J 


¢ the merger or combination is an amalgamation to which subsecti 87(1 1) did 


not apply, or is a foreign merger, and 


¢ the disposing corporation received no consideration for the share or, in the ca 


of a foreign merger, received no consideration for the share other than property . 


that was, immediately before the foreign merger, owned by the issuing corpora- 
tion and that, on the foreign merger, became property of the new corporation. 


It will be recommended that this amendment apply to both lois and future cancella- 


tions of shares. 
Thank you for writing. 
Yours sincerely, Z 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Bach: 


1. A corporation (“Canco”) resident in Canada owns all of the outstanding: shares of / 


p my of me 


Income Tax Act 


Related Provisions: 43(3) — No capital loss on capital interest of trust on payment 
out of trust’s income or gains; 48.1(1) — Gain when small business corporation be- 
comes public; 49(1) — Granting of option is a dispostion; 49(5) — Extension or re- 
newal of option; 49.1 — Satisfaction of obligation is not a disposition of property; 
51(1)(c) — Conversion of convertible property deemed not to be a disposition; 
69(1)(b)(iii) — Deemed proceeds on disposition to a trust where no change in benefi- 
cial ownership; 69(1)(c) — Deemed acquisition at fair market value where disposition 
with no change in beneficial interest; 70(5) — Deemed disposition on death; 80.03(2), 
(4) — Deemed capital gain on disposition of property following debt forgiveness; 
87(4) — Shares of predecessor corporation; 94(4)(f) [proposed] — Deeming non-resi- 
dent trust to be resident in Canada does not apply to subpara. (f)(i); 104(1) — Refer- 
ence to trust or estate; 104(5.8) — Transfer where para. (f) applies; 107(2), (2.1) — 
Effect of distribution of property by trust; 107.4 — Rollover on “qualifying disposi- 
tion” to a trust; 128.1(1)(b) — Deemed disposition of property on becoming resident in 
Canada; 128.1(4) — Deemed disposition on emigration; 148(9)“disposition” — Dispo- 
sition of life insurance policy; 248(1.1) — Parallel rule to para. (n) before December 
24, 1998; 248(10) — Series of transactions; 248(25.1) — Where para. (f) applies — 
continuation of trust; 248(25:2) — Where para. (j) applies — trust deemed to be agent. 


History: Subpara. (f)(vi) of the definition “disposition” amended to substitute “plan, a 
registered supplementary unemployment benefit plan or a TFSA” for “plan or a regis- 
tered supplementary unemployment benefit plan”, by 2008, c. 28, subsec. 34(2), appli- 
cable to 2009 et seq. 


Subpara. (f)(vi) of the definition “disposition” amended by 2007, c. 35, subsec. 123(1), 
to add “a registered disability savings plan,”, applicable to 2008 ef seq. 


Para. (c) amended by 2005, c. 30, subsec. 17(2) to replace “(f), (g) or (k)” with “(f) or 
(k)”, applicable to dispositions that occur after 2004. 


Para. (g) repealed by the said c. 30, subsec. 17(3), applicable to dispositions that occur 
after 2004. The para. formerly read: 


(g) any transfer of the property where 


(i) the transferor is a trust governed by a registered retirement savings plan 
or a trust governed by a registered retirement income fund, 


(ii) the transferee is a trust governed by a registered retirement savings plan 
or a trust governed by a registered retirement income fund, 


(iii) the annuitant under the plan or fund that governs the transferor is also 
the annuitant under the plan or fund that governs the transferee, 


(iv) the transferee held no property immediately before the transfer (other 
than property the cost of which is not included, for the purposes of this Act, 
in computing a balance of undeducted outlays, expenses or other amounts in 
respect of the transferee), 


(v) the transferee does not file a written election with the Minister on or 
before the filing-due date for its taxation year in which the transfer is made 
(or on such later day as is acceptable to the Minister) that this paragraph not 
apply, and 


(vi) the transfer results, or is part of a series of transactions or events that 
results, in the transferor ceasing to exist and, immediately before the time of 
the transfer or the beginning of that series, as the case may be, the transferee 
never held any property or held only property having a nominal value, 


The definition “disposition” added to subsec. 248(1) by 2001, c. 17, subsec. 188(5), 
applicable to transactions and events that occur after December 23, 1998, except that 
paras. (f) and (g) shall not apply for the purposes of the Act (other than s, 107.4) to a 
transfer of property, that occurred before 2000, by a trust governed by a registered 
retirement savings plan to a trust governed by a registered retirement income fund (or 
to a transfer by a trust governed by a registered retirement income fund to a trust gov- 
erned by a registered retirement savings plan) unless the transferee trust files a written 
election with the Minister of National Revenue on or before the filing-due date for its 
taxation year in which the transfer is made (or on such later day as is acceptable to the 
Minister) that para. (f) or (g), as the case may be, of that definition apply. 


Interpretation Bulletins: IT-65: Stock splits and consolidations; IT-96R6: Options 
to acquire shares, bonds or debentures and by trusts to acquire trust units; IT-102R2: 
Conversion of property, other than real property, from or to inventory; IT-124R6: Con- 
tributions to registered retirement savings plans; IT-125R4: Dispositions of resource 
properties; IT-126R2: Meaning of “winding-up”; IT-133: Stock exchange  transac- 
tions — date of disposition of shares; IT-146R4:; Shares entitling shareholders to 
choose taxable or capital dividends; IT-170R: Sale of property — when included in 
income computation; IT-182: Compensation for loss of business income or property 
used in a business; IT-218R: Profit, capital gains and losses from the sale of real estate, 
including farmland and inherited land and conversion of real estate from capital pro- 
perty to inventory and vice versa; IT-220R2: Capital cost allowance — proceeds of dis- 
position of depreciable property; IT-334R2: Miscellaneous receipts; IT-444R: Corpora- 
tions — involuntary dissolutions; IT-448: Dispositions —changes in terms of 
securities; IT-488R2: Winding-up of 90%-owned taxable Canadian corporations 
(archived); IT-505: Mortgage foreclosures and conditional sales repossessions 
(archived). 


I.T. Technical News: 3 (loss utilization within a corporate group); 7 (revocable 
living trusts, protective trusts, bare trusts); 14 (changes in terms of debt obligations); 15 
(tax consequences of the adoption of the “euro” currency); 39 (settlement of a share- 
holder class action suit). : 
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CRA Audit Manual: 16.2.5: Bare trusts. 


Advance Tax Rulings: ATR-1: Transfer of legal title in land to bare trustee corpora- 
tion — mortgagee’s requirements sole reason for transfer; ATR-54: Reduction of paid- 
up capital. 


“dividend” includes a stock dividend (other than a stock dividend 
that is paid to a corporation or to a mutual fund trust by a non- 
resident corporation); 

Related Provisions: 15(3), (4) — Interest or dividend on income bond or debenture; 
§2(3) — Cost of stock dividend; 55(2) — Capital gains stripping — Deemed dividend; 
82(1) — Dividends included in income; 84 — Deemed dividend; 90 — Dividend from 
non-resident corporation; 93(1) — Election re disposition of share in foreign affiliate; 
96(1.11)(b) — SIFT partnership distribution deemed to be dividend; 104(16) — SIFT 
trust distribution deemed to be dividend; 128.1(1)(c.1), (c.2) — Deemed dividends on 
corporation becoming resident in Canada; 137(4.2) — Credit unions — deemed inter- 
est deemed not to be a dividend; 139.1(4)(f) — Deemed dividend on demutualization 
of insurance corporation; 139.2 — Deemed dividend on distribution by mutual. holding 
corporation; 212.2 — Deemed dividend on surplus strip to non-resident insurer; 258 — 
Certain amounts deemed to be or not to be dividends. 


History: “Dividend” substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(1), 
applicable to stock dividends paid to a corporation or to a mutual fund trust 


(a) after May 23, 1985 and.before 1991, where the corporation or trust, as the case 
may be, so elected by notifying the Minister of National Revenue in writing before 
July 1991, and 


(b) in any other case, after 1990, 


and, notwithstanding subsecs. 152(4) to (5), such assessments of tax, interest and pen- 
alties shall be made as are necessary to give effect to an election by a taxpayer pursuant 
to paragraph (a) above. “Dividend” formerly read: 


“dividend” includes a stock dividend; 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-88R2: Stock dividends; IT-243R4: Dividend refund to private corporations. 


“dividend rental arrangement” of a person means any arrange- 
ment entered into by the person where it may reasonably be consid- 
ered that 


(a) the main reason for the person entering into the arrangement 
was to enable the person to receive a dividend on a share of the 
capital stock of a corporation, other than a dividend on a pre- 
scribed share or a share described in paragraph (e) of the defini- 
tion “term preferred share” in this subsection or an amount 
deemed to be received as a dividend on a share of the capital 
stock of a corporation by reason of subsection 15(3), and 


(b) under the arrangement someone other than that person bears 
the risk of loss or enjoys the opportunity for gain or profit with 
respect to the share in any material respect, 


and for greater certainty includes any arrangement under which 
(c) a corporation at any time receives on a particular share a tax- 
able dividend that would, but for subsection 112(2.3), be deduct- 
ible in computing its taxable income or taxable income earned in 
Canada for the taxation year that includes that time, and 


(d) the corporation is obligated to pay to another person an 
amount as compensation for 


(i) that dividend, 


(ii) a dividend on a share that is identical to the particular 
share, or 


(iii) a dividend on a share that, during the term of the ar- 
rangement, can reasonably be expected to provide to a holder 
of the share the same or substantially the same proportionate 
risk of loss or opportunity for gain as the particular share, 


that, if paid, would be deemed by subsection 260(5) to have 
been received by that other person as a taxable dividend; 


Proposed lagtten Wadd — 248(1)“dividend rental 
arrangement” : 


“dividend rental arrangement”, 0 of a person or oe 
(each of which i is referred to in this definition as the * ‘person”), 


- (a) means any arrangement entered into by the penn where it 


_can reasonably be considered that 


(i) the main reason for the person entering into the arrange- 
ment was to enable the person to receive a dividend on a 


S. 248(1) div 


ck of a corporation, other than a divi- 
oe or on a shee ons in para- 


_ bears the risk of loss or enjoys. ‘the opportunity for gain or 
_ profit with respect to the share in any material respect, and 


(b) includes, for, greater certainty any arrangraneat under 


(i) a corporation at any time receives on a partied share a 
a ean dividend that would, be this Act were diet without 


(ii) the corporatio or a partnership of oe the corpora- 
_ tion is a member is obligated to pay to another person or 
ae partnership an amount 


(A) that is compensation for 
_(D the div described i in subparagraph (i), 


(II) a dividend | on a share that is identical to the par- 
ticular share, or 

(IID a dividend on a share that, during the term of 
arrangement, can reasonably be expected to pro- 
le to a holder of the shz ame or substantially 
the same proportionate risk of loss or opportunity for 
‘gain as the particular share, and 


~(B) that, if paid, would be deemed by subsection 
260(5. 1) to have been received by that other person or 
partnership, ; as ‘the case may be, as a taxable dividend; 


cation: The July 16, 2010 draft Jegislation (Part 1 — technical), subsec. 
148(3), will amend the definition “dividend rental arrangement” in subsec. 248(1) to 
read as above, applicable (per subsec. 14827) of the draft legislation) _ 


(a) to arrangements made after December 20, 2002; and 


rangement made after November 2, 1998 and before December 21, 
the parties to the arrangement jointly so elect in writing and file the 
mn with the Minister of National Revenue within 90 days after this draft 
legislation is assented to, except that the reference to “subsection 260(5.1)” in cl. 
(b)Gi)(B) of the definition, as amended, is to be, in the application of that defini- 
tion to any of those — made before 2002, read as “subsection 


For arrangements made iia 2001 and os banger a1, 2002, other than an ar- 

rangement to which para. (b) above applies, the portion of para. (d) of the definition 

after subpara. (iii) is to be read as follows: 
that, if paid, would be deemed by subsection “ : to have been received 
Dy that other person as a taxable dividend. Lo 


Techni t Notes (July 2010): A “dividen 


ue arrangement” is, in general 
ves a auvadend on a share that 


s also” updated i in certai respects. 


erson” ‘who is the subject of the arrangement oe 
arrangement in order to receive a dividend — 
; otherwise defined, | 


Under the amended definition, t ( 
that is, the person who ente: 
may be a partnership or a person as 


Existing paragraph (c) of the definition ensures that the definition includes an ar- 
rangement under which a corporation receives a taxable dividend that would be de- 
ductible but for subsection 112(2.3), and is obligated to make dividend compensation 
payments. This paragraph is replaced by new paragraph (b), which adds to the ar- 
rangements described one in which it is not the corporation receiving the dividend 
that is obligated to make the compensation bmi: but rather a Panerhp of 
which the corporation is a member.  ~2CC 


At first reading, new paragraph (b) may seem unmet ‘ical, in that it expressly cov- 
ers the case where a partnership is obligated to make the compensation payment, but 
not the case where a partnership receives the taxable dividend. In fact, the paragraph 
covers both: since in the latter case the corporate partner is itself already considered 
to receive the dividend, it is not necessary to ad a protons to the a in that 
regard. . ) 


The reference to “subsection 260(5)” in this definition is replaced with “subsection 
260(5.1)” consequential to the amendments to section 260. This amendment applies 
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to paragraph (d) of the former definition and clause (b)(ii)(B) of the amended 
definition. Ag 

The amendment to paragraph (d) of the former definition applies between January 1, 
2002 and December 20, 2002 unless an election noted below is filed. 

The amended definition applies to arrangements made after December 20, 2002; it 
also applies to an arrangement made after November 2, 1998 and before the day after 
December 20, 2002, if the parties jointly elect in writing filed with the Minister of 
National Revenue within 90 days after this Act has been assented to, except that 
before 2002 the reference to “subsection 260(5.1)” in the oe definition should 
be read as “subsection 260(5)”. 


Related Provisions: 82(1)(c) — Taxable dividends received; 112(2.3) — Intercor- 
porate dividends — where no deduction permitted; 126(4.2) — No foreign tax credit 
on short-term securities acquisitions; 260(6.1) — Deductible amount under securities 
lending arrangement. 


History: That portion of the definition “dividend rental arrangement’ after para. (b) 
added by 1995, c. 21, subsec. 74(1), applicable to dividends received at any time by a 
corporation on shares acquired 


(a) before that time and after April 1989, where the corporation so elects by notify- 
ing the Minister of National Revenue in writing before 1996; and 


(b) before that time and after June 1994, in any other case. 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada. 


“eligible capital amount” has the meaning assigned by subsection 
14(1); 


“eligible capital expenditure” has the meaning assigned by sub- 
section 14(5); 


“eligible capital property’ has the meaning assigned by section 
54; 


“eligible dividend” has the meaning assigned by subsection 89(1); 


History: “Eligible dividend” added to subsec. 248(1) by 2007, c. 2, s. 52, applicable to 
taxation years that end after 2005. 


“eligible funeral arrangement” has the meaning assigned by sub- 
section 148.1(1); 


Related Provisions: 248(1)‘disposition’(f)(vi) — Rollover from one trust to 
another. 


History: “Eligible funeral arrangement” added by 1995, c. 21, s. 65, applicable after 
1992. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


“eligible relocation” means a relocation of a taxpayer where 
(a) the relocation occurs to enable the taxpayer 


(i) to carry on a business or to be employed at a location in 
Canada (in section 62 and this subsection referred to as “the 
new work location’), or 


(ii) to be a student in full-time attendance enrolled in a pro- 
gram at a post-secondary level at a location of a university, 
college or other educational institution (in section 62 and in 
this subsection referred to as “the new work location’’), 


(b) both the residence at which the taxpayer ordinarily resided 
before the relocation (in section 62 and this subsection referred 
to as “the old residence’) and the residence at which the tax- 
payer ordinarily resided after the relocation (in section 62 and 
this subsection referred to as “the new residence’) are in Can- 
ada, and 


(c) the distance between the old residence and the new work lo- 
cation is not less than 40 kilometres greater than the distance 
between the new residence and the new work location 


except that, in applying subsections 6(19) to (23) and section 62 in 
respect of a relocation of a taxpayer who is absent from but resident 
in Canada, this definition shall be read without reference to the 
words “in Canada” in subparagraph (a)(i), and without reference to 
paragraph (b); 

Related Provisions: 6(19)-(22) — Employer subsidy of housing loss; 6(23) — Em- 
ployer-provided mortgage subsidy is taxable; 62 — Deduction for moving expenses. 


History: “Eligible relocation” added to subsec. 248(1) by 1999, c. 22, subsec. 80(12), 
applicable to all taxation years. 


Income Tax Act 


Selected Cases [subsec. 248(1)“eligible relocation”): Lund v. R., [2010] 5 
C.T.C. 2062 (TCC) (Test to determine “eligible relocation” based on distance, not least 
amount of time to drive). 


Interpretation Bulletins: IT-178R3: Moving expenses. 
1.T. Technical News: 6 (road distance to be used instead of “as the crow flies’). 
Forms: T1-M: Moving expenses deduction. 


“employed” means performing the duties of an office or 
employment; 
Selected Cases [subsec. 248(1)“employed”]: Boardman vy. R., [1979] C.T.C. 


159 (FCTD) (Taxpayer held to be an employee despite contract ascribing independent 
contractor status). 


“employee” includes officer; 
Related Provisions: 248(1)“employment” — Further meaning of “employee”. 


Selected Cases [subsec. 248(1)“employee”]: Grohne v. Canada, [1989] 1 
C.T.C. 434 (FCTD) (Director/shareholder and president receiving shares below fair 
market value did not receive benefit in respect of office or employment). 


Interpretation Bulletins: IT-525R: Performing artists. 


CRA Audit Manual: 27.11.0: Employed vs. self-employed; 40.13.8: Sector 
profiles — drywall contractors — employee vs. self-employed contractor. 


Forms: CPT-1: Request for a ruling as to the status of a worker under the Canada 
Pension Plan or Employment Insurance Act; RC4100: Employee or Self-Employed?. 


“employee benefit plan’? means an arrangement under which con- 
tributions are made by an employer or by any person with whom 
the employer does not deal at arm’s length to another person (in this 
Act referred to as the “custodian” of an employee benefit plan) and 
under which one or more payments are to be made to or for the 
benefit of employees or former employees of the employer or per- 
sons who do not deal at arm’s length with any such employee or 
former employee (other than a payment that, if section 6 were read 
without reference to subparagraph 6(1)(a)(ii) and paragraph 6(1)(g), 
would not be required to be included in computing the income of 
the recipient), but does not include any portion of the arrangement 
that is 


(a) a fund, plan or trust referred to in subparagraph 6(1)(a)(i) or 
paragraph 6(1)(d) or (f), 

(b) a trust described in paragraph 149(1)(y), 

(c) an employee trust, 


(c.1) a salary deferral arrangement, in respect of a taxpayer, 
under which deferred amounts are required to be included as be- 
nefits under paragraph 6(1)(a) in computing the taxpayer’s 
income, 


(c.2) a retirement compensation arrangement, 


(d) an arrangement the sole purpose of which is to provide edu- 
cation or training for employees of the employer to improve 
their work or work-related skills and abilities, or 


(e) a prescribed arrangement; 


Related Provisions: 6(1)(g) — Amount received from EBP taxable; 12(11) — Defi- 
nitions — “investment contract”; 32.1 — Deductions to employer re EBP; 75(3)(a) — 
Reversionary trust rules do not apply to EBP; 94(1)“exempt foreign trust”(f) [pro- 
posed] — EBP. excluded from non-resident trust rules; 104(6)(a.1)— Deduction in 
computing income of EBP; 104(13)(b) — Income inclusion to trust; 107.1(b) — Distri- 
bution of property by EBP deemed at cost amount; 108(1)‘trust’(a) — “trust” does not _ 
include an EBP for certain purposes; 128.1(10)“excluded right or interest’’(a)(v) — No 
deemed disposition of rights on emigration; 212(17) — No non-resident withholding 
tax on payments from EBP. 


History: “Employee benefit plan” amended by 2010, c. 25, subsec. 69(1), applicable 
after 2009. It formerly read: 


“employee benefit plan” means an arrangement under which contributions are 
made by an employer or by any person with whom the employer does not deal at 
arm’s length to another person (in this Act referred to as the “custodian” of an 
employee benefit plan) and under which one or more payments are to be made to 
or for the benefit of employees or former employees of the employer or persons 
who do not deal at arm’s length with any such employee or former employee 
(other than a payment that, if section 6 were read without reference to subpara- 
graph 6(1)(a)(ii) and paragraph 6(1)(g), would not be required to be included in 
computing the income of the recipient), but does not include 


(a) a fund or plan referred to in subparagraph 6(1)(a)(i) or paragraph 6(1)(d) 
or (f), 
(b) a trust described in paragraph 149(1)(y), 
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(c) an employee trust, 


(c.1) a salary deferral arrangement, in respect of a taxpayer, under which 
deferred amounts are required to be included as benefits under paragraph 
6(1)(a) in computing the taxpayer’s income, 
(c.2) a retirement compensation arrangement, 
(d) an arrangement the sole purpose of which is to provide education or 


training for employees of the employer to improve their work or work-re- 
lated skills and abilities, or 


(e) a prescribed arrangement; 


Para. (e) of “employee benefit plan” substituted by 1994, c..21, subsec. 109(2), applica- 
ble after 1979. That para. formerly read: 


(e) a prescribed fund or plan; 


Selected Cases [subsec. 248(1)“employee benefit plan”): Canada y. Chrysler 
Canada Ltd. (No. 3), {1992] 2 C.T.C. 95 (FCTD) (Employee stock ownership plan was 
“stock option” under s. 7, not “employee benefit plan”). 


Regulations: 6800 (prescribed plan, prescribed arrangement). 
Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. 


Advance Tax Rulings: ATR-17: Employee benefit plan — purchase of ey 
shares; ATR-21: Pension benefit from an unregistered pension plan. 


“employee life and health trust” has the meaning assigned by sub- 
section 144.1(2); 


History: “Employee life and health trust” added by 2010, c. 25, subsec. 69(4), applica- 
ble after 2009. 


“employee trust” means an arrangement (other than an employees 
profit sharing plan, a deferred profit sharing plan or a plan referred 
to in subsection 147(15) as a “revoked plan’’) established after 1979 


(a) under which payments are made by one or more employers 
to a trustee in trust solely to provide to employees or former 
employees of 


(i) the employer, or 


(ii) a person with whom the employer does not deal at arm’s 
length, 


benefits the right to which vests at the time of each such pay- 
ment and the amount of which does not depend on the indivi- 
dual’s position, performance or compensation as an employee, 


(b) under which the trustee has, since the commencement of the 
arrangement, each year allocated to individuals who are benefi- 
ciaries thereunder, in such manner as is reasonable, the amount, 
if any, by which the total of all amounts each of which is 


(i) an amount received under the arrangement by the trustee 
in the year from an employer or from a person with whom 
the employer does not deal at arm’s length, 


(ii) the amount that would, if this Act were read without ref- 
erence to subsection 104(6), be the income of the trust for the 
year (other than a taxable capital gain from the disposition of 
property) from a property or other source other than a busi- 
ness, or 


(iii) a capital gain of the trust for the year from the disposi- 
tion of property 


exceeds the total of all amounts each of which is 


(iv) the loss of the trust for the year (other than an allowable 
capital loss from the disposition of property) from a property 
or other source other than a business, or 


(v) a capital loss of the trust for the year from the disposition 
of property, and 


(c) the trustee of which has elected to qualify the arrangement as 
an employee trust in its return of income filed within 90 days 
from the end of its first taxation year; 


Related Provisions: 6(1)(h) — Amounts received from employee trust taxable; 
104(6)(a) — Deduction in computing income of employee trust; 107.1(a) — Distribu- 
tion of property by employee trust deemed at FMV; 108(1)“trust’’(a) — “trust” does 
not include an employee trust for certain purposes; 128.1(10)“excluded right or inter- 
est”(e)(i) — No deemed disposition on emigration; 212(17) — No non-resident with- 
holding tax on payments from employee trust; 248(1)“disposition”(f)(vi) — Rollover 
from one trust to another. 


Interpretation Bulletins: IT-502: Employee benefit plans and employee trusts. 
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“employees profit sharing plan” has the meaning assigned by 
subsection 144(1); 


“employer”, in relation to an officer, means the person from whom 
the officer receives the officer’s remuneration; 

Related Provisions: 6(2) — Definition of “employer” for automobile standby 
charge; 6(17)— Extended definition for disability insurance top-up payments; 
80.4(1)(b)G) — Definition of “employer” for employee loans; 81(3)(c) — Definition of 
“employer” for municipal officer’s expense allowance; 207.6(3)(a) — Definition of 
“employer” for incorporated employee/RCA rules; 252.1 — Application of pension 
rules where union is employer. 


“employment” means the position of an individual in the service of 
some other person (including Her Majesty or a foreign state or sov- 
ereign) and “servant” or “employee” means a person holding such 
a position; 

Selected Cases [subsec. 248(1)“employment”]: Scott v. Canada, [1991] 1 
C.T.C. 395 (FCTD) (Options received by director in recognition of services rendered 


received in respect of employment; director can be considered employee ‘without re- 
ceiving remuneration for services), 


Interpretation Bulletins: IT-525R: Performing artists. 


Forms: CPT-1: Request for a ruling as to the status of a worker under the Canada 
Pension Plan or Employment Insurance Act. 


“estate” has the meaning assigned by subsection 104(1); 


Related Provisions: 128(1)(b) — Where corporation bankrupt; 128(2)(b) — Where 
individual bankrupt. 


“estate of the bankrupt” has the same meaning as in the Bank- 
ruptcy and Insolvency Act; 


History: The definition “estate of the bankrupt” added by 1995, c. 21, subsec. 43(2), 
applicable to taxation years that end after February 21, 1994. 


“excessive eligible dividend designation’? has the meaning as- 
signed by subsection 89(1); 


History: “Excessive eligible dividend designation” added to subsec. 248(1) by 2007, 
c. 2, s. 52, applicable to taxation years that end after 2005. 


“exempt income” means property received or acquired by a person 
in such circumstances that it is, because of any provision of Part I, 
not included in computing the person’s income, but does not in- 
clude a dividend on a share or a support amount (as defined in sub- 
section 56.1(4)); 

Related Provisions: 81 — Amounts not included in income; 
taxpayers. 


History: The definition “exempt income” in subsec. 248(1) amended by 1997, c. 25, 
subsec. 71(1), applicable after 1996. It formerly read: 


149 — Exempt 


“exempt income” means money or property received or acquired by a person in 
such circumstances that it is, by reason of any provision in Part I, not included in 
computing the person’s income, but for greater certainty does not include-a divi- 
dend on a share; 


“farm loss” has the meaning assigned by subsection 111(8); 


Related Provisions: 31(1), (1.1), 248(1) — Definition of 
111(9) — Farm loss where taxpayer not resident in Canada. 


History: “Farm loss” added by 1984, c. 1, subsec. 104(2), applicable to 1983 et seg. 


“restricted farm loss”; 


“farming” includes tillage of the soil, livestock raising or exhibit- 
ing, maintaining of horses for. racing, raising of poultry, fur farm- 
ing, dairy farming, fruit growing and the keeping of bees, but does 
not include an office or employment under a person engaged in the 
business of farming; 


Related Provisions: 28-31 — Rules for computing income from farming. 


Selected Cases [subsec. 248(1)“farming”]: Tinhorn Creek Vineyards Ltd. v. R., 
{2006] 1 C.T.C. 2096 (TCC) (Wine business was farming); Levy v. MNR, [1990] 2 
C.T.C. 83 (FCTD) (Member of syndicate that bred and raced horses held to be in farm- 
ing business despite not actively participating); Juster v. R., [1974] C.T.C. 681 (FCA) 
(Horse trader held to be engaged in farming); Maber v. MNR, [1971] C.T.C. 866 
(FCTD) (After selling large part of ranch, taxpayer. making improvements and con- 
structions on remaining land in preparation for cattle ranching held engaged in continu- 
ation-of original activity). 


Interpretation Bulletins: IT-156R: Feedlot operators (archived); IT-268R3: Inter 
vivos transfer of farm property to child; IT-433R: Farming or fishing — use of cash 
method. 


CRA Audit Manual: 27.12.0: Farming and fishing income; 29.4.0: Farm losses and 
restricted farm losses. 


1579 


S. 248(1) fed 


Proposed Addition — 248(1)“federal credit union” 


“federal credit union” has the meaning ascaned by section - Me 
the Bank Act; 
Application: S.C. 2010, c. 12 (Royal Assent July 12, 2010), subsec. 2109(2), added 


the definition “federal credit union” to subsec. 248(1), to come into force on a day to 
be fixed by the Governor in Council. 


Technical Notes: Subsection 248(1) is amended by adding the definition “federal 
credit union”. A “federal credit union” is a federal credit union within the meaning 
assigned by section 2 of the Bank Act — that is, a bank within the meaning of the 
Bank Act that is organized and carries on business on a cooperative basis. 


This definition is relevant for the purposes of amended paragraph 61.3(1)(b) and the 
definition “bank” in subsection 248(1). This new definition is consequential to the 
amendments to the Bank Act that will create a legislative framework for federal 
credit unions and, like the Bank Act amendments, will apply on the day or days to be 
fixed by order of the Governor in Council. 


“filing-due date” for a taxation year of a taxpayer means the day 
on or before which the taxpayer’s return of income under Part I for 
the year is required to be filed or would be required to be filed if tax 
under that Part were payable by the taxpayer for the year; 


Related Provisions: 150(1)— Due dates for filing returns; /nterpretation Act 26 — 
Deadline on weekend or holiday extended to next business day. 


History: The definition “filing-due date” added by 1996, c. 21, subsec. 60(2), applica- 
ble after 1993. 


Application Policies: SR&ED 2004-02R4: Filing requirements for claiming 
SR&ED. 


“fiscal period’ — [Repealed] 
History: The definition “fiscal period” repealed by 1996, c. 21, subsec. 60(1), applica- 
ble to fiscal periods that begin after 1994. It formerly read: 


“fiscal period” means the period for which the accounts of the business of the 
taxpayer have been ordinarily made up and accepted for purposes of assessment 
under this Act and, in the absence of an established practice, the fiscal period is 
that adopted by the taxpayer, but no fiscal period may exceed 

(a) in the case of a corporation, 53 weeks, and 

(b) in the case of any other taxpayer, 12 months, 


and no change in a usual and accepted fiscal period may be made for the pur- 
poses of this Act without the concurrence of the Minister; 


Selected Cases [248(1)‘fiscal period”]: Bishay v: MNR, [1996] 1 C.T.C. 2286 
(FCTD) (Unilateral change of year-end by taxpayer prohibited). 


“fishing” includes fishing for or catching shell fish, crustaceans and 
marine animals but does not include an office or employment under 
a person engaged in the business of fishing; 

Related Provisions: 28 — Election to report fishing income on cash basis; 
70(9)-(9.31), . 73(3)-(4.1) —Intergenerational rollover of fishing property; 
110.6(2.2) — Capital gains exemption — qualified fishing property. 

Interpretation Bulletins: IT-433R: Farming or fishing — use of cash method. 
CRA Audit Manual: 27.12.0: Farming and fishing income. 


“flow-through share” has the meaning assigned by subsection 
66(15); 


History: The definition “flow-through share” added to subsec. 248(1) by 1998, c. 19, 
subsec. 239(6), applicable after November 1994. 


Proposed Addition — 248(1)“foreign accrual property 
income” 


“foreign accrual property income” has the meaning assigned by 
section 95; 
Application: The July 16, 2010. draft legislation (Part 1 — technical), subsec. 


148(14), will add the definition “foreign accrual property income” to subsec. 248(1), 
applicable to taxation years that begin after 2006. 


Technical Notes (July 2010): The definition “foreign accrual property income” is 
included in subsection 248(1) so that the definition of this expression in section 95 of 
the Act applies for the purposes of the Act. 


Related Provisions: 95(1)*foreign accrual property income”, 95(2) — Definition. 


“foreign affiliate’ has the meaning assigned by subsection 95(1); 
Interpretation Bulletins: IT-343R: Meaning of the term “corporation”; IT-119R4: 
Debts of shareholders and certain persons connected with shareholders. 


“foreign currency” means currency of a country other than 
Canada; 


Income Tax Act 


Related Provisions: 261(5)(g) — Functional currency reporting. 


History: The definition “foreign currency” added to subsec. 248(1) by 2001, c. 17, 
subsec. 188(5), applicable after June 27, 1999. 


“foreign currency debt” has the meaning assigned by subsection 
111(8); 

History: The definition “foreign currency debt” added to subsec. 248(1) by 2009, c. 2, 
subsec. 176(4), applicable after 2005. 


“foreign exploration and development expenses” has the mean- 
ing assigned by subsection 66(15); 


“foreign resource expense” has the meaning assigned by subsec- 
tion 66.21(1); 


History: The definition “foreign resource expense” added to s. 248(1) by 2001, c. 17, 
subsec. 188(5), applicable after 2000. 


“foreign resource pool expenses” of a taxpayer means the tax- 
payer’s foreign resource expenses in respect of all countries and the 
taxpayer’s foreign exploration and development expenses; 


History: The definition “foreign resource pool expenses” added to s. 248(1) by 2001, 
c. 17, subsec. 188(5), applicable after 2000. 


“foreign resource property” has the meaning assigned by subsec- 
tion 66(15), and a foreign resource property in respect of a country 
means a foreign resource property that is 


(a) a right, licence or privilege to explore for, drill for or take 
petroleum, natural gas or related hydrocarbons in that country, 


(b) a right, licence or privilege to 


(i) store underground petroleum, natural gas or related hydro- 
carbons in that country, or 


(ii) prospect, explore, drill or mine for minerals in a mineral 
resource in that country, 


(c) an oil or gas well in that country or real property in that 
country the principal value of which depends on its petroleum or 
natural gas content (but not including depreciable property), 


Proposed Amendment — 248(1)"foreign resource 

property”(c) 
Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), subsec. 
254(1), will amend para. (c) of the definition “foreign resource property” ” in subsec. 
248(1) by substituting “real or immovable property” for “real property”, to come into 
force on Royal Assent. 


Technical Notes (July 2010): See under 12(4). 


(d) a rental or royalty computed by reference to the amount or 
value of production from an oil or gas well in that country or 
from a natural accumulation of petroleum or natural gas in that 
country, 


(e) a rental or royalty computed by reference to the amount or. 
value of production from a mineral resource in that iad 


Proposed Amendment — 248(1)"foreign resource 

property"(d), (e) _ ay) ee @ 
(d) any right to a rental or royalty computed by lees to ‘the 
amount or value of production from an oil or gas well in that 
country, or from a natural accumulation of petroleum or natu- 
ral gas in that country, if the payer of the rental or royalty has 
an interest in, or for civil law a right in, the well or accumula- 
tion, as the case may be, and 90% or more of the rental or 
royalty is payable out of, or from the proceeds of, the pedi, 
tion from the well or accumulation, 


(e) any right to a rental or royalty computed by meee to the 
amount or value of production from a mineral resource in that 
country, if the payer of the rental or royalty has an interest in, - 
or for civil law a right in, the mineral resource and 90% or 
more of the rental or royalty is payable out of, or from the — 
proceeds of, the production from the mineral resource, loft 
Application: The July 16, 2010 draft legislation (Part 1 — hnical), subsec. G(s 
148(9), will amend paras. (d) and (e) of the definition “foreign resource property” in 


subsec. 248(1) to read as above, applicable to property acquired after December 20, - 
2002. lu MSUSISIGW it 
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ition 


(f) a real property in that country the principal value of which 
depends upon its mineral resource content (but not including de- 
preciable property), or 


2480) ve eivatutae a "teal ase 
on Royal A 


Die a wee 


(g) a right to or interest in any property, described in any of 
paragraphs (a) to (f), other than such a right or interest that the 
taxpayer has by reason of being a beneficiary of a trust; 


ralism), subsec. 


ropert yi in Suber 


History: The definition “foreign resource property” in subsec,, 248(1) amended by 
2001, c. 17, subsec. 188(1), applicable after 2000. It formerly read: 


“foreign resource property’’-has the meaning assigned by subsection 66(15); 


“foreign retirement arrangement” means a prescribed plan or 
arrangement; 

Related Provisions:. 12(11) — Definitions — “investment, contract”; 56(12) — 
Deemed distribution from FRA included in income; 81(1)(r) — Exemption for income 
from FRA; 94(1)“exempt foreign trust’’(e) — Arrangement excluded from non-resident 
trust rules; 108(1)‘‘trust’(a) — “trust” does not include an FRA for certain purposes; 
128.1(10)“excluded right or interest’’(a)(x) — No deemed disposition-on emigration. 


History: “Foreign retirement arrangement” enacted by 1994, c:7;.Sch. II (1991, c. 49), 
subsec. 192(14), applicable to 1990 et seq. 


Regulations: 6803 (prescribed plan or arrangement is U.S. IRA). 
I.T. Technical News: 43 (taxation of Roth IRAs). 


“former business property” of a taxpayer means a capital pro- 
perty of the taxpayer that was used by the taxpayer or a person re- 
lated to the taxpayer primarily for the purpose of gaining or produc- 
ing income from. a business, and that was real property,.of the 
taxpayer or an interest of the taxpayer in real property, but does not 
include 


dment — 248(1)“former busines: 


“form r business property” in resp ct of a taxe 
c | property of the taxpayer that was used by. th 


ty of the taxpayer, an in rest of the tax yer in real 
oper right of the taxpayer in an. immovable or a property 
that i is ; the ceuints * a dees seine gnc Subsection: Ji but 
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(a) a rental property of the taxpayer, 


(b) land subjacent to a rental property of the taxpayer, 


(c) land contiguous to land referred to in paragraph (b) that is a 
“parking area, driveway, yard or garden or that is otherwise nec- 
essary for the use of the rental property referred ‘to therein, or 


(d) a leasehold interest in any property described in paragraphs 
(a) to (c), 


and, for the purpose of this definition, “rental property” of a tax- 
payer means real property owned by the taxpayer, whether jointly 
with another person or otherwise, and used by the taxpayer in the 
taxation year in respect. of which the expression: is being applied 
principally for the purpose of gaining or producing gross revenue 
that is rent, (other than property leased by the taxpayer to a person 
related to the taxpayer and used by that related person principally 
for any other purpose), but, for greater certainty, does not include a 
property leased by the taxpayer or the related person to a lessee, in 
the ordinary course of a business of the taxpayer or the related per- 
son of selling goods or rendering services, under an agreement by 
which the lessee undertakes to use the property to carry on the busi- 
ness of selling or promoting the sale of the goods or services of the 
taxpayer or the related person; 


Proposed Amendment — ormer business 


( ralism), ai 
on “former business property” i i 
“real property”, to 


Related Provisions: 13(4), 44(1)(b), 44(6) — Rollovers of former'business property 
replaced by new property; .87(2)(1,3) — Amalgamations — replacement property; 
248(4) — Interest in real property. 


History: That portion of “former business property” preceding para. (a) and that, por- 
tion following para. (d) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsecs. 192(4), 
(5), applicable to dispositions of property occurring after July 13, 1990. Those portions 
formerly read: 


“former business property” of a taxpayer means a capital property that was used 
by the taxpayer primarily for the purpose of gaining or producing income from a 
business, and that was real property or an interest therein of the taxpayer, but 
does not include 


and, for the purposes of this definition, “rental property” of a taxpayer means 
real property owned by the taxpayer, whether jointly with another person or oth- 
erwise, if the property was used by the taxpayer in the taxation year in respect of 
which. the expression is being applied principally for the purpose of gaining or 
producing gross reyenue that is rent, but, for greater certainty, does not include a 
property leased by the taxpayer to a lessee, in the ordinary course of the tax- 
payer’s business of selling goods or rendering services, under an agreement by 
which the lessee undertakes to use the property to carry on the business of selling 
or promoting the sale of the taxpayer’s goods or services; 


Selected Cases [subsec. 248(1)“former business property”]: Glaxo 
Wellcome Inc. v.:R., [1999] 4 C.T.C, 371 (FCA); aff'g [1996] 1 C.T.C. 2904 (TCC) 
(Property must have been “used” in the business, not merely held); Buonincontri v. R., 
[1985] 1 C.T.C. 370 (FCTD) (Rental property held not to be business property). 


Interpretation Bulletins: IT-491: Former business property. 


“functional currency” — [Repealed] 
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History: “Functional currency” in subsec: 248(1) repealed by 2009, c. 2, subsec. 
76(1), applicable in respect of taxation years that begin after December 13, 2007. It 
formerly read: 
“functional currency” of a taxpayer for a particular taxation year has the meaning 
assigned by section 261; 


“Functional currency” added to subsec. 248(1) by 2007, c. 35, subsec. 65(2), applicable 
in respect of taxation years that begin after December 13, 2007. 


“general rate income pool” has the meaning assigned by subsec- 
tion 89(1); 

History: “General rate income pool” added to subsec. 248(1) by 2007, c. 2, s. 52, 
applicable to taxation years that end after 2005. 


“goods and services tax’ means the tax payable under Part [X of 
the Excise Tax Act; 
Related Provisions: 248(15)-(18) — Rules with respect to GST. 


“srandfathered share” means 


(a) a share of the capital stock of a corporation issued after 8:00 
p.m. Eastern Daylight Saving Time, June 18, 1987 pursuant to 
an agreement in writing entered into before that time, 


(b) a share of the capital stock of a corporation issued after 8:00 
p.m. Eastern Daylight Saving Time, June 18, 1987 and before 
1988 as part of a distribution to the public made in accordance 
with the terms of a prospectus, preliminary prospectus, registra- 
tion statement, offering memorandum or notice filed before 8:00 
p.m. Eastern Daylight Saving Time, June 18, 1987 with a public 
authority pursuant to and in accordance with the securities legis- 
lation of the jurisdiction in which the shares are distributed, 


(c) a share (in this paragraph referred to as the “new share”’) of 
the capital stock of a corporation that is issued after 8:00 p.m. 
Eastern Daylight Saving Time, June 18, 1987 in exchange for 


(i) a share of a corporation that was issued before 8:00 p.m. 
Eastern. Daylight Saving Time, June 18, 1987 or is a 
grandfathered share, or 


(ii) a debt obligation of a corporation that was 


(A) issued before 8:00 p.m. Eastern Daylight Saving 
Time, June 18, 1987, or 


(B) issued after 8:00 p.m. Eastern Daylight Saving Time, 
June 18, 1987 under an agreement in writing entered into 
before that time, or after that time and before 1988 as part 
of a distribution to the public made in accordance with the 
terms of a prospectus, preliminary prospectus, registration 
statement, offering memorandum or notice filed before 
that time with a public authority under and in accordance 
with the securities legislation of the jurisdiction in which 
the debt obligation is distributed, 


where the right to the exchange and all or substantially all the 
terms and conditions of the new share were established in writ- 
ing before that time, and 


(d) a share of a class of the capital stock of a Canadian corpora- 
tion listed on a designated stock exchange. that is issued after 
8:00 p.m. Eastern Daylight Saving Time, -June 18, 1987 on the 
exercise of a right that 


(i) was issued before that time, that was issued after that time 
under an agreement in writing entered into before that time 
or that was issued after that time and before 1988 as part of a 
distribution to the public made in accordance with the terms 
of a prospectus, preliminary prospectus, registration state- 
ment, offering memorandum or notice filed before that time 
with a public authority under and in accordance with the se- 
curities legislation of the jurisdiction in which the rights were 
distributed, and 


(ii) was listed on a designated stock exchange, 


where all or substantially all the terms and conditions of the 
right and the share were established in writing before that time, 


except that a share that is deemed under the definition “short-term 
preferred share”, “taxable preferred share” or “term preferred 
share” in this subsection or under subsection 112(2.22) to have been 
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issued at any time is deemed after that time not to be a 
grandfathered share for the purposes of that provision; 
Related Provisions: 87(4.2), (4.3) — Amalgamation. 
History: Para: (d) of the definition “grandfathered share” amended to ‘ éubstitute “des- 
ignated stock exchange” for “prescribed stock exchange” by 2007, c. 35, para. 68(2)(p), 
applicable after December 13, 2007. 
The closing words of “grandfathered share” amended by 2001, c. 17, subsec. 188(3), 
applicable in respect of dividends received after 1998. The closing words formerly 
read: 
except that a share that is deemed under the definition “short-term preferred 
share”, “taxable preferred share” or “term preferred share” in this subsection or 
under subsection 112(2.2) to have been issued at any time shall be deemed after 
that time not to be a grandfathered share for the purposes of that provision; 
Subpara. (c)(ii) and para. (d) of “grandfathered share” substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsecs. 192(6), (7), applicable to shares issued, or deemed by the Act to 
have been issued, after 8 p.m. EDST, June 18, 1987. Subpara. (c)(ii) and para. (d) 
formerly read: 


(ii) a debt obligation of a corporation that was issued before 8:00 p.m. East- 
ern Daylight Saving Time, June 18, 1987, or issued after that time pursuant 
to an agreement in writing entered into before that time 


(d).a share of a class of the capital stock of a Canadian corporation listed on a 
prescribed stock exchange that is issued after 8:00 p.m. Eastern Daylight Saving 
Time, June 18, 1987 on the exercise of a right 


(i) that was issued before that time and listed on a prescribed stock exchange 
in Canada, and 
(ii) the terms of which at that time included the right to acquire the share, 


where all or substantially all the terms and conditions of the share were estab- 
lished in writing before that time, 


“gross revenue” of a taxpayer for a taxation year means the total of 


(a) all amounts received in the year or receivable in the year (de- 
pending on the method regularly followed by the taxpayer in 
computing the taxpayer’s income) otherwise than as or on ac- 
count of capital, and 


(b) all amounts (other than amounts referred to in paragraph (a)) 
included in computing the taxpayer’s income from a business or 
property for the year because of subsection. 12(3) or (4) or sec- 
tion 12.2 of this Act or subsection 12(8) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952. 
Related Provisions: 149(9) — Limitation re gross revenue of non-profit SR&ED 
corporation; 247(5), (9) — Determination of gross revenue for transfer pricing rules. 
History: Para. (b) of the definition “gross revenue” in subsec. 248(1) amended by 
2003, c. 28, s. 18, applicable to taxation years that begin after 2006. Para. (b) formerly 
read: 
(b) all amounts (other than amounts referred to in paragraph (a)) included in™ 
computing the taxpayer’s income from a business or property for the year by 
virtue of paragraph 12(1)(o) or subsection 12(3) or (4) or section 12:2 of this Act 
or subsection 12(8) of the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952; 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


“group term life insurance policy” means a group life insurance 
policy under which the only amounts payable by the insurer are 


(a) amounts payable on the death or disability of individuals 
whose lives are insured in respect of, in the course of or because 
of, their office or employment or former office or employment, - 
and. 


(b) policy dividends or experience rating refunds; 


Related Provisions: 6(1)(a)(i), 6(4) — Benefit from policy is taxable; 18(9.01) — 
Limitation on deduction for premiums paid; 138(15) — Meaning of “group term insur- 
ance policy”; 144.1(1)“designated employee benefit” — Employee life and health trust 
may pay benefit from policy; Reg. 1408(2) — Definition does not apply to regulations 
re policy reserves. 


History: The definition “group term life insurance policy” amended by 1995, c. 3, 
subsec, 52(2), applicable to insurance provided in respect of periods that are after June 
1994. The definition formerly read: 


“group term life insurance policy”, with respect to a taxpayer, means, subject to 
subsection 138(15), a group life insurance policy under which no amount is pay- 
able to a person other than the group policyholder as a result of contributions 
made to or under the policy by the employer of the taxpayer before the death or 
disability of the taxpayer; 


Interpretation Bulletins: IT-529: Flexible employee benefit programs. 
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“home relocation loan” means a loan received by an individual or 
the individual’s spouse or common-law* partner in) circumstances 


where. the, individual has, commenced. employment ata location in: 


Canada (in this definition referred to as the “new: work location’’) 
and by reason thereof has moved from the residence in Canada. at 


which, before the move, the individual ordinarily resided (in this’ 


definition referred to ‘as the “old residence’) to a residence in Can- 
ada at which, after the move, the individual ordinarily resided (in 
this definition referred to as the “new residence’’) if, 


(a) the distance between the old residence and the new work lo- 
cation is at least 40 kilometres greater than the distance saviea 
the new residence and the’ new work location, 


(b) the loan is used to acquire a dwelling, or a share of the capi- 

tal stock of a cooperative housing corporation acquired for the 

sole purpose of acquiring the right to inhabit’ a dwelling owned 

by the corporation, where the dwelling is for the habitation of 
_ the. individual and. is the individual’s new residence, 


~ (c) the loan is received in the circumstances described in subsec- 
tion 80.4(1), or would have been so received if subsection 
80.4(1.1) had applied to the loan at the:time it was received, and 


(d) the loan is designated by the individual to be'a home reloca- 
tion loan, but in no case shall more than one loan in respect of a 
particular move, or more than one Joan at any particular time, be 
designated as a home relocation loan by. the individual; 


Related Provisions: 6(23) — Employer-provided.. mortgage . subsidy. is taxable; 


15(2)(a)(ii) — Housing loan to shareholder; 80.4(4) — Home tig or relocation 
loan to employee. 


History: The definition “home relocation loan” in subsec. 248(1). amended. by 2000, c. 
12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner’, applicable 
to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner’. 


Para. (c) of “home relocation loan” amended by 1999, c. 22, subsec. pie applicable 
after: February 23, 1998,)Para..(c)formerly read: 

(c) the loan is received in the circumstances described in subsection 80.4(1), and 
Para. (b) of “home relocation‘loan” substituted by 1994,°c. 7, Sch: II (1991, c: 49), 
subsec. 192(8), applicable to 1985 et seq. Para. (b) formerly read: 

(b) the loan is used to acquire,a dwelling for the habitation of the individual that 

is the new residence, 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


“income-averaging annuity contract” of an individual means, ex- 
cept for the purposes of section 61, a contract 


(a) that is an income-averaging annuity contract within the 
meaning assigned by subsection 61(4), and 


(b) in respect of which the individual has made a deduction 
under section 61 in computing the individual's 1 income for a tax- 
ation year; 


Related Provisions: 128. 1(10)“excluded right. or ‘interest’(f)(ii) — - Emigration —no 
deemed disposition of right under IAAC. 


“income, bond”’ or “income debenture”? of a corporation: (in this 
definition referred to as the “issuing corporation”) means a:bond or 
debenture in respect of which interest or dividends are payable only 
to the extent that the issuing corporation has’ made a profit before 
taking into account the interest or dividend obligation and that was 
issued 


(a) before November 17, 1978, 


(b). after November 16, 1978 and before 1980 pursuant ‘to, an 
agreement. in, writing to do-so made before November 17,,1978 
(in this definition referred to as an “established agreement’), or 
(c) by an issuing corporation resident in Canada for a term that 
may not, in any circumstances, exceed 5 years, , 


(i) as part of a proposal to or an arrangement with its credi- 


tors that had been approved by a court under the E CaO 


and Insolvency Act, 

(ii) at.a time when all or, substantially all of its assets were 
under. the control of a receiver, receiver-manager, sequestra- 
tor or trustee in bankruptcy, or 
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(iii) at‘a time when, by reason of financial difficulty, the issu- 
ing corporation’ or-another corporation resident'\in Canada 
with. which it does not deal.atarm’s length was in default, or 
. could reasonably be expected to default, on a; debt obligation 
_»held by, a, person. with.whom the issuing corporation ‘or the 
other corporation was dealing at arm’s length and the bond or 
debenture was issued either wholly or in substantial part and 
either directly or indirectly in exchange or substitution for 
that obligation or a part thereof, 


and, in the case of a bond or debenture issued after November 
12,1981, the proceeds from the. issue may reasonably be re- 
garded as having been used by the issuing corporation or a cor- 
poration with which it was’ not dealing at arm’s length in the 
financing of its ‘business carried on in’ Canada immediately 
before the bond or debenture was issued, 


and, for the purposes of this definition,, 


(d) where the terms or conditions of an eaablistied agreement 
. were amended after November 16, 1978, the agreement. shall, be 
deemed .to have been made after that, date, and 


(e) where 


(i) at any particular time the terms or conditions of a bond or 
debenture issued pursuant to an established agreement or of 
any agreement relating to such a bond or debenture have 
been changed, 


. (ii) under the;:terms or conditions of a bond or debenture.ac- 
quired in the ordinary: course of the business carried on by a 
specified financial institution ora partnership or trust (other 

“than a testamentary trust) or under the terms or conditions of 
any agreement relating to any such bond or debenture (other 
than an agreement made before October 24, 1979 to’ which 
the issuing corporation or any person related thereto was not 
a party), the owner thereof could at any particular time after 

_ November 16,.1978 require, either alone or together, with.one 
or more taxpayers, the repayment, acquisition, cancellation 
or conversion. of. the bond or.debenture otherwise. than by 
reason of a failure or default under the terms or conditions of 
the bond or debenture or any agreement that related to, and 
was entered into at the time of, the:issuance of the bond. or’ 
debenture, 


(iii) at any particular time after November 16, 1978, the ma- 
turity date of a bond or debenture was extended or the terms 
or. conditions,.relating to, the. repayment. of. the. principal 
amount thereof .were,changed, 


(iv) at a particular time a specified financial institution (or a 
partnership or trust of which a specified financial institution 
or a person related to the institution is a member or benefici- 
ary) acquires a bond or debenture that 


(A) was issued before November 17; 1978 or under an 
established agreement, 


(B). was, issued to a person other than. a corporation. that 
was,-at the time of issue, 


(I) described in any of paragraphs (a) to (e) of the defi- 
nition “specified financial institution’, or 


(II)\a corporation that was controlled by one or more 
corporations described in subclause (1) and, for the 
purpose of this subclause, one corporation is con- 
trolled by another corporation’ if more than 50% of its 
issued share capital (having full voting rights under all 
circumstances) belongs to the other corporation, to 
persons with whom the other corporation does not deal 
at arm’s length, or to the other corporation and persons 
with whom the other corporation does not deal at 
arm’s length, 


(C) was acquired from a person that was, at the time the 

person last acquired the bond or debenture and at the par- 
ticular time, a person other than'a corporation described 
in any of paragraphs (a) to (f) of that definition, and 
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(D) was acquired otherwise than under an agreement in 
writing made before October 24, 1979, or 


(v) at a particular time after November 12, 1981, a specified 
financial institution (or a partnership or trust of which a spec- 
ified financial institution or a person related to the institution 
is a member or beneficiary) acquires a bond or debenture that 


(A) was not a bond or debenture referred to in paragraph 
(c), 

(B) was acquired from a person that was, at the particular 
time, a corporation described in any of paragraphs (a) to 
(f) of the definition “specified financial institution”, and 


(C) was acquired subject to or conditional on a guarantee 
agreement (within the meaning that would be assigned by 
subsection 112(2.2) if the reference in that subsection to a 
“share” were read as a reference to an “income bond” or 
“income debenture’) that was entered into after Novem- 

ber 12, 1981, 
the bond or debenture shall, for the purposes of determining at 
any time after the particular time whether it is an income bond 
or income debenture, be deemed to have been issued at the par- 
ticular time otherwise than pursuant to an established agreement; 
Related Provisions: 15(3), (4) — Payment on income bond deemed to be a divi- 


dend; 15.1, 15.2— Small business bonds and small business development bonds; 
248(13) — Interests in trusts and partnerships; 256(6), (6.1) Meaning of 
“controlled”. 


History: Subparas. (e)(iv) and (v) of the definition “income bond” or “income deben- 
ture” in subsec. 248(1) amended by 1999, c. 22, subsec. 80(2), applicable: to taxation 
years that begin after 1998 except that, in the application of the amendment to a bond 
or debenture acquired from a corporation that last acquired the bond or debenture in a 
taxation year that began before 1999, 


(a) the expression “at the time the person last acquired the bond or debenture and at 
the particular time, a person other than a corporation described in any of 
paragraphs (a) to (f) of that definition” in cl. (e)(iv)(C) of the definition, as 
amended, shall be read as “at the time the person last acquired the bond or deben- 
ture, a corporation described in subclause (B)(I) or (II), and at the particular time, a 
corporation described in any of paragraphs (a) to (f) of that'definition”; and 


(b) the expression “a corporation described in any of paragraphs (a) to (f) of the 
definition” in cl. (e)(v)(B) of the definition, as amended, shall be read as “a corpo- 
ration described in subclause (iv)(B)(1) or (II) of the definition”. 


Subparas. (e)(iv) and (v) formerly read: 


(iv) at any particular time after October 23, 1979, a bond or debenture issued 
before November 17, 1978 or a bond or debenture issued pursuant to an estab- 
lished agreement (other than a bond or debenture issued to a corporation de- 
scribed in any of paragraphs (a) to (f) of the definition “specified financial insti- 
tution” in this subsection) is acquired (otherwise than pursuant to an agreement 
in writing made before October 24, 1979) from a person (other than a corpora- 
tion described in any of paragraphs (a) to (f) of that definition) by a specified 
financial institution or by a partnership or trust of which a specified financial 
institution or a person related thereto is a member or beneficiary, or 


(v) at any particular time after November 12, 1981, a bond or debenture (other 
than a bond or debenture referred to in paragraph (c)) is acquired by a specified 
financial institution or by a partnership or trust of which a specified financial 
institution or a person related thereto is a member or beneficiary from a corpora- 
tion described in any of paragraphs (a) to (f) of the definition “specified financial 
institution” in this subsection and the acquisition is subject to or conditional on a 
guarantee agreement (within the meaning that would be assigned by subsection 
112(2.2) if the reference therein to a “share” were read as a reference to an “in- 
come bond” or “income debenture”) that was entered into after November 12, 
1981, 


Subpara. (c)(i) of “income bond” amended by 1994, c. 7, Sch. V (1992, c. 27), para. 
90(1)(q), to substitute “Bankruptcy and Insolvency Act’ for “Bankruptcy Act’, in force 
November 30, 1992. 

Selected Cases [subsec. 248(1)“income bond”]: R, v. RoyNat Ltd., [1981] 
C.T.C, 93 (FCTD) (Bonds guaranteed by third parties, not “income bonds”). 
Interpretation Bulletins: IT-52R4: Income bonds and 
(archived); IT-527: Distress preferred shares. 


income debentures 


“income debenture’ — [See under “income bond”.] 


“income interest” of a taxpayer in a trust has the meaning assigned 
by subsection 108(1); 


“indexed debt obligation” means a debt obligation the terms or 
conditions of which provide for an adjustment to an amount payable 
in respect of the obligation for a period during which the obligation 
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was outstanding that is determined by reference to a change in the 
purchasing power of money; 
Related Provisions: 16(6) — Indexed debt obligations; 142.3(2)— Indexed debt 


obligation not subject to rules re income from specified debt obligations; 
142.4(5)(a)(i) — Disposition of indexed debt obligation. 


History: “Indexed debt obligation” added by 1994, c. 7, Sch. VIII (1993, c: 24), sub- 
sec. 139(7), applicable to indexed debt obligations issued after October 16, 1991. 


“indexed security”, “indexed security investment plan’ — [Re- 


pealed under former Act] 


‘4ndividual’”’ means a person other than a corporation; 
Related Provisions: 104(2) — Trust deemed to be an individual. 


Interpretation Bulletins: IT-123R6, para. 11: Transactions involving eligible capital 
property. 


‘{nsurance corporation” means a corporation that carries on an 
insurance business; 
Related Provisions: 138(1)— Corporation deemed to carry on insurance business; 


148(10)(a) — Issuer of annuity contracts deemed to be insurer for certain purposes; 
186.1(b) — Insurance corporation not liable for Part IV tax. 


“4nsurance policy”’ includes a life insurance policy; 


History: The definition “insurance policy’ added to subsec. 248(1) by 2000, c. 19, 
subsec. 67(1), applicable after December 15, 1998. 


“4nsurer” has the meaning assigned by this subsection to the ex- 
pression “insurance corporation”; 
Related Provisions: See under “insurance corporation” above. 


“4nter vivos trust” has the meaning assigned by subsection 108(1); 


Related Provisions: 149(5) — Exception re investment income of certain clubs; 
207.6(1) — Definitions (re RCA tax). 


“international traffic’? means, in respect of a non-resident person 
carrying on the business of transporting passengers or goods, any 
voyage made in the course of that business where the principal pur- 
pose of the voyage is to transport passengers or goods 


(a) from Canada to.a place outside Canada, 
(b) from a place outside Canada to Canada, or 


(c) from a place outside Canada to another place outside 
Canada; 
Related Provisions: 250(6) — Residence of international shipping corporation; 
Canada-U.S. Tax Treaty:Art. III:1(h) — Meaning of “international traffic” for treaty 
purposes; Canada-U.S. Tax Treaty:Art. XV:3 — Exemption for US resident employee; 
Canada-U.S. Tax Treaty:Art. XXIII:3 — Capital tax on ship or aircraft employed in 
international traffic. 


Interpretation Bulletins: IT-494: Hire of ships and aircraft from non-residents. 


“inventory”? means a description of property the cost or value of 
which is relevant in computing a taxpayer’s income from a business 
for a taxation year or would have been so relevant if the income 
from the business had not been computed in accordance with the 
cash method and, with respect to a farming business, includes all of 
the livestock held in the course of carrying on the business; 
Related Provisions: 10(1), (1.01) — Valuation of inventory property; 10(5) — Cer- 
tain property deemed to be inventory; 66.3(1)(a)(ii) — Certain exploration and devel- 
opment shares deemed to be inventory; 142.5 — Mark-to-market rules for securities 
held by financial institutions; 142.6(3), (4) — Certain property of financial institution, . 
deemed not to be inventory; 231.1(1)(b) — Examination of inventory. 
History: “Inventory” substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(1), 
applicable to fiscal periods beginning after 1988. That definition formerly read: 
“inventory” means a description of property the cost or value of which is rele- 
vant in computing a taxpayer’s income from a business for a taxation year; 
Selected Cases [subsec. 248(1)“inventory”]: Ruland Realty Ltd. v. R., [1998] 4 
C.T.C. 2313 (TCC) (Obligations to acquire land were choses in action, which qualified 
as property and as inventory); Friesen (J.) v. Canada, [1993] 2 C.T.C. 113 (FCA); 
reconsideration refused (Sept. 9, 1993), Doc. A-449-92 (FCA); rev’d [1995] 2 C.T.C. 
369 (SCC) (Asset of adventure in nature of trade is inventory); Canada v. Dresden 
Farm Equipment. Ltd., [1989] 1 C.T.C. 99. (FCA) (No inventory) deduction for 
dealer/agent selling goods he did not own): 
Interpretation Bulletins: IT-51R2: Supplies on hand at the end of a fiscal year; IT- 
218R: Profit, capital gains and losses from the sale of real estate, including farmland 
and inherited land and conversion of real estate from capital property to inventory and 
vice versa; IT-427R: Livestock of farmers; IT-457R: Election by professionals to ex- 
clude work in progress from income; IT-473R: Inventory valuation. 
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“investment corporation” has the neni assigned by subsection 
130(3); 


‘investment tax credit’ has the meaning assigned by subsection 
127(9); 


“joint spousal or common-law partner trust’? means.a trust.to 
which paragraph 104(4)(a) would apply if that paragraph were read 
without reference to subparagraph 104(4)(a)(iii) and clause 
104(4)(a)(iv)(A); 

Related Provisions: 73(1.01)(c)(ii) — Rollover on transfer to joint partner trust; 
104(5.8) — Transfers from joint partner trust to another trust; 104(6)(b)(ii.1), (iii) — 
Deduction from income of trust; 104(15)(a)— Preferred beneficiary election; 
107(4)(a) (ii) — Distribution of property to person other than: taxpayer or partner; 
248(1)“alter ego trust” — Parallel trust where’ partner is not a beneficiary. 


History: The definition “joint spousal.or common-law partner trust” added.to subsec. 
248(1) by 2001, c. 17, subsec. 188(5), applicable to trusts created after 1999. 


“lawyer” has the meaning assigned by subsection 232(1); 


“legal representative” of a taxpayer means a trustee in bankruptcy, 
an assignee, a liquidator, a curator, a receiver of.any kind, a trustee, 
an heir, an administrator, an executor, a liquidator of a succession, a 
committee, or any other like person, administering, winding up, 
controlling or otherwise dealing in a representative or fiduciary ca- 
pacity with the property that belongs or belonged to, or that is or 
was held for the benefit of, the taxpayer or the.taxpayer’s estate; 


History: The definition “legal representative” in subsec. 248(1) amended by 2001, c. 


17, subsec. 230(1), to add “a liquidator of'a succession,’, in force June. 14, 2001. 


The definition “legal representative” added to subsec. 248(1) by 1998, c. 19, subsec. 
239(6), in force June 18, 1998. 


“lending asset’ means a bond, debenture, mortgage, hypothecary 

claim, note, agreement of sale or any other indebtedness or a pre- 

scribed share, but does not include a prescribed property; 

Related Provisions: 95(1)“lending of money” closing words — Extended definition 

for FAPI purposes; 142.2(1) — Definition of “specified debt obligation”. 

History: The definition “lending asset” in subsec. 248(1) amended by 2001, c. 17, 

subsec. 230(1), to add “hypothecary claim,”, in force June 14, 2001. . 

The definition “lending asset” amended by 1998, c. 19, subsec..239(1), applicable 
(a) to taxation years that end after September, 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer files an election in accordance with para. 81(11)(b) of c. 19 
[see under 20(1)(1)]. 


The definition formerly read: 


“lending asset” means a bond, debenture, mortgage, note, agreement of sale or 
any other indebtedness: or a prescribed share, but does not include:a prescribed 
security; 


Regulations: 6209 (prescribed share, prescribed security, prescribed property). 
Interpretation Bulletins: IT-442R: Bad debts and reserves for doubtful debts. 


“licensed annuities provider’ has the meaning Mats by sub- 
section 147(1); 


History: The definition “licensed annuities provider’ added to subsec. 248(1) by 1998, 
c, 19, subsec.. 239(6), applicable after 1996. 


“life insurance business” includes 


(a) an annuities business, and 


(b) the business of issuing contracts all or any part of the issuer’s 
reserves for which vary in amount depending on the fair market 
value of a specified group of assets, 


carried on by a life insurance corporation or a life insurer; 


Related Provisions: 138(1)(b) — Corporation deemed carrying on (life) insurance 
business. 


“life insurance capital dividend” has the meaning assigned by 
subsection 83(2.1);: 


“life insurance corporation” means a corporation that carries on a 
life insurance business that is not a business described in paragraph 
(a) or (b) of the definition “life insurance business” in this subsec- 
tion, whether or not the corporation also carries on a business de- 
scribed in either of those paragraphs; 
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Related Provisions: 148(10)(a)—JIssuer of annuity contracts:deemed to be life 
insurer for certain purposes. 


“fife insurance policy” has the meaning assigned by subsection 
138(12); 


Related Provisions: 211(1) — Definitions. 


“life insurance policy in Canada’ has the meaning assigned by 
subsection. 138(12); 


“life insurer” has the meaning assigned by. this subsection to. the 
expression “‘life insurance corporation”’; 


“limited partnership loss” has the meaning assigned by subsection 
96(2.1); 


Related Provisions: 111(9)— Limited partnership loss where taxpayer not resident 
in Canada. 


“Jimited-recourse amount’? means an amount that is a limited-re- 
course amount under section 143.2. 

History: The definition “limited-recourse amount” added to s. 248(1) by 2003, c. 15, 
subsec. 88(5), applicable after February 18, 2003. 


Prpppeed gion, _ 248(1)“listed international 
npnOteeMents 


+2481) as a “consequence. of the. baacedaicntss) 16 subsection 
aragraph 241(4)(e)(xil). The agreements. included in the definition 
1 on Mutual Administrative Assistance in Tax Matters, concluded at 
uary 25, 1988, as amended from time to time by a protocol or other 
iment as ratified by Canada and a comprehensive tax information 
exchange agreement that Canada has ente d into, and that has effect, in respect of 
another country or jurisdiction, — J : 


“listed personal property” has the meaning assigned by section 
54; 


“low rate income pool” has the meaning assigned by subsection 
89(1); 

History: “Low rate income pool” added to subsec. 248(1) by 2007, c. 2, .s..52, applica- 
ble to taxation years that end after 2005. 


“majority interest partner” of a particular partnership at any time 
means a person or partnership (in this definition referred to as the 
“taxpayer ’’) 

(a) whose'share of the dakteitar partnership’s income from all 
sources for the last fiscal period of the particular partnership that 
ended ‘before that time*(or, if the particular partnership’s first 
‘fiscal period includes that time, for that period) would have ex- 
ceeded 1/2 of the particular partnership’s income from all 
sources for that period if the taxpayer had held throughout that 
period each interest in the partnership that the taxpayer or a per- 
son affiliated with the taxpayer held at that time, or 


(b) whose share, if any, together with the shares of every person 

with whom the taxpayer is affiliated, of the total amount that 

would be paid to all members of the particular partnership (oth- 

erwise than as a share of any income of the partnership) if it 

were wound up at that time exceeds 1/2 of that amount; 
Related Provisions: 251.1 — Affiliated persons. 


History: The definition “majority interest partner” added to subsec. 248(1) by 1998, c. 
19, subsec. 239(6), applicable after April 26, 1995. 


“mineral’. includes..ammonite gemstone, bituminous. sands, cal- 
cium chloride, coal, kaolin, oil shale and silica, but does not include 
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petroleum, natural gas or a related hydrocarbon not expressly re- 
ferred to in this definition; 


Related Provisions: Interpretation Act 8(2.1), (2.2)— Application to exclusive 
economic zone and continental shelf. 


History: The definition “mineral” in subsec. 248(1) amended by 1998, c. 19, subsec. 
239(1), applicable to taxation years and fiscal periods that begin after 1996 except that, 


(a) for greater certainty, that definition shall not result in a characterization of ex- 
penditures made or costs incurred in a taxation year or fiscal period that began 
before 1997 as a Canadian exploration expense, Canadian development expense, 
Canadian exploration and development expense or foreign exploration and devel- 
opment expense or an increase in any amount deductible under s. 65 as a conse- 
quence of an expenditure made or cost incurred before 1997; and 


(b) where, as a consequence of the application of that definition, a person’s pro- 
perty would, but for this paragraph, be recharacterized as Canadian resource pro- 
perty or foreign resource property at the beginning of the person’s first taxation 
year or fiscal period that begins after 1996, for the purposes of the Act the property 
is deemed 


(i) to have been disposed of by the person immediately before that time for 
proceeds equal to its cost amount to the person at that time, and 
(11) to have been reacquired at that time by the person for the same amount. 
The definition formerly read: 
“mineral” includes bituminous sands, calcium chloride, coal, kaolin, oil sands, 


oil shale and silica, but does not include petroleum, natural gas or a related hy- 
drocarbon not expressly referred to in this definition; 


The definition “mineral” added to subsec. 248(1) by 1994, c. 21, subsec. 109(5), appli- 
cable to taxation years commencing after 1984, except that the definition shall be read 
without reference to the word “kaolin” in respect of taxation years ending before 1988. 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties. 


“mineral resource” means 
(a).a base or precious metal. deposit, 
(b) a coal deposit, 
(c) a bituminous sands deposit or oil shale deposit, or 
(d) a mineral deposit in respect of which 


(i) the Minister of Natural Resources has certified that the 
principal mineral extracted is an industrial mineral contained 
in a non-bedded deposit, 


(ii) the principal mineral extracted is ammonite gemstone, 
calcium chloride, diamond, gypsum, halite, kaolin or sylvite, 
or 


(iii) the principal mineral extracted is silica that is extracted 
from sandstone or quartzite; 


Related Provisions: Interpretation Act 8(2.1), (2.2) — Application to exclusive 
economic zone and continental shelf. 


History: Subpara. (d)(ii) of the definition “mineral resource” in subsec. 248(1) 
amended by 1998, c. 19, subsec. 239(4), applicable to taxation years and fiscal periods 
that begin after 1996 except that, 


(a) for greater certainty, the amendment shall not result in a characterization of 
expenditures made or costs incurred in a taxation year or fiscal period that began 
before 1997 as a Canadian exploration expense, Canadian development expense, 
Canadian exploration and development expense or foreign exploration and devel- 
opment expense or an increase in any amount deductible under s. 65 as a conse- 
quence of an expenditure made or cost incurred before 1997; and 


(b) where, as a consequence of the application of this amendment, a person’s pro- 
perty would, but for this paragraph, be recharacterized as Canadian resource. pro- 
perty or foreign resource property at the beginning of the person’s first taxation 
year or fiscal period that begins after 1996, for the purposes of the Act the property 
is deemed 


(i) to have been disposed of by the person immediately before that time for 
proceeds equal to its cost amount to the person at that time, and 


(ii) to have been reacquired at that time by the person for the same amount. 
Subpara. (d)(ii) formerly read: 


(ii) the principal mineral extracted is calcium chloride, diamond, gypsum, halite, 
kaolin or sylvite, or 


Para. (c) of the definition “mineral resource” in subsec. 248(1) amended by 1997, c. 25, 
subsec. 71(2), applicable after March 6, 1996. Para. (c) formerly read: 


(c) a bituminous sands deposit, oil sands deposit or oil shale deposit, or 


Subpara. (d)(i) of “mineral resource” amended by 1994, c. 41, para. 37(1)(0), in force 
January 12, 1995. Subpara. (i) formerly read: 


(i) the Minister of Energy, Mines and Resources has certified that the principal 
mineral extracted is an industrial mineral contained in a non-bedded deposit, 


Income Tax Act 


Subpara. (d)(ii) of the definition “mineral resource” substituted by 1994, c. 21, subsec. 
109(3), applicable to taxation years commencing after 1984, except that the subpara. 
shall be read without reference to the word “kaolin” in respect of taxation years ending 
before 1988 and without reference to the word “diamond” in respect of taxation years 
ending before 1993. That subpara. formerly read: 


(ii) the principal mineral extracted is sylvite, halite, gypsum or kaolin, or 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties; [T-492: 
CCA — Industrial mineral mines. 


“minerals” — [Repealed] 


History: The definition “minerals” repealed by 1994, c. 21, subsec. 109(1), applicable 
to taxation years commencing after 1984 (but see the definition “mineral” above, which 
essentially replaces it). That definition formerly read: 


“minerals” does not include petroleum, natural gas or related hydrocarbons (ex- 
cept coal, bituminous sands, oil sands or oil shale); 


“mining reclamation trust” — [Repealed] 


History: The definition “mining reclamation trust” in subsec. 248(1) repealed by 1998, 
c. 19, subsec. 66(1), applicable after 1997 and, if an election is made by a trust in 
accordance with para. (i) of the definition “qualifying environmental trust” in subsec. 
248(1), 
(a) the trust is deemed to have never been a mining reclamation trust; and 
(b) notwithstanding subsecs. 152(4) to (5), the Minister of National Revenue may 
before 2000 make any assessments and reassessments that are necessary to give 
effect to the election. 
The definition formerly read: 
“mining reclamation trust” at any time means a trust resident in a province and 
maintained at that time for the sole purpose of funding the reclamation of a mine 
in the province, where the first contribution to the trust was made after 1991, no 
amount was distributed before February 23, 1994 from the trust and the mainte- 
nance of the trust is or may become required under the terms of a contract en- 
tered into with Her Majesty in right of Canada or the province or is or may 
become required pursuant to a law of Canada or the province, but does not in- 
clude a trust 


(a) where that contract was not entered into or that law was not enacted, as 
the case may be, on or before the later of 


(i) the day that is one year after the day the trust was created, and 
(ii) January 1, 1996, 


(b) that relates to the reclamation of a mine that at that time is a clay pit 
(other than a kaolin pit), a deposit of peat, a gravel pit, a peat bog, a sand pit, 
a shale pit or a stone quarry or that relates to the reclamation of a well, 


(c) that is not maintained at that time to secure the mining reclamation obli- 
gations of one or more persons or partnerships that are beneficiaries under 
the trust, 


(d) that at that time has a trustee other than 
(i) Her Majesty in right of Canada or the province, or 


(ii) a corporation resident in Canada that is licensed or otherwise author- 
ized under the laws of Canada or a province to carry on in Canada the 
business of offering to the public its services as trustee, 


(e) that borrows money at that time, 


(f) that acquired at that time any property that is not described in any of 
paragraphs (a), (b) and (f) of the definition “qualified investment” in section 
204, 


(g) that did not comply with prescribed conditions at that time, or 

(h) that was at any previous time not a mining reclamation trust; 
The definition “mining reclamation trust” added by 1995, c. 3, subsec. 52(4), applica- 
ble after 1993 except with respect to a trust the first contribution to which was made 
before February 23, 1994 and that elects in writing filed with the Minister of National 
Revenue before 1996 that this definition not apply to the trust. 
“Minister” means the Minister of National Revenue; 
Related Provisions: 220 — Administration of the Act. 


“money purchase limit” for a calendar year has the meaning as- 
signed by subsection 147.1(1); 


“mortgage investment corporation” has the meaning assigned by 
subsection 130.1(6); 


“motor vehicle” means an automotive vehicle designed or adapted 
to be used on highways and streets but does not include 
(a) a trolley bus, or 


(b) a vehicle designed or adapted to be operated exclusively on 
rails; 
Related Provisions: 248(1) — “automobile”, “passenger vehicle”. 
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Interpretation Bulletins: IT-521R: ‘Motor vehicle expenses ‘claimed by: self-em- 
ployed individuals; IT-522R:' Vehicle, travel and: sales expenses of employees. 


“mutual fund corporation” has the meaning assigned by subsec- 
tion 131(8); 


Related Provisions: 131(8.1) — Meaning of “mutual fund corporation”. 


“mutual fund trust” has the meaning assigned by subsection 
132(6); 

Related Provisions: 132(6.1), (6.2), (7), 132.2(1)(q) [to be repealed], 132.2(3)(n) 
[draft] — Extensions and limitations to definition of mutual fund trust. 


“NISA Fund No. 2”? means the soe a of a taxpayer’s net income 
stabilization account 


(a) that is described in paragraph 8(2)(b) of the Farm Income 
Protection Act, and 


(b) that can reasonably be considered to be AGnduitabls to.a pro- 
gram that allows the funds in the account to accumulate; 


Related Provisions: 12(10.4) — Fund deemed paid out on cpatige in control of 
corporation; 248(1) — “net income stabilization’ account”. 


History: The definition “NISA Fund No: 2” amended by 2007, c. 35; subsec. 65(1), 
applicable to 2008 et seq. It formerly read: 


“NISA Fund No. 2” means the portion of a taxpayer’s net income stabilization 
account described in paragraph 8(2)(b) of the Farm Income Protection Act; 


“NISA Fund No: 2” enacted by 1994; c..7, Sch. VID (1993,:c. 24); subsec. 139(7), 
applicable to 1991 et seq. 


Interpretation: Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


Forms: RC322; AgrilInvest adjustment request, RC4060. (for PE, ON, AB): Farming 
income and the AgriStability and Agrilnvest programs guide; RC4408 (for BC, SK, 
MB, NS, NL,. YK): Farming income and the AgriStability and AgriInvest programs 
harmonized guide — joint forms and guide; T1163: Statement A — AgriStability and 
Agrilnvest programs information and statement of farming activities for individuals; 
T1164: Statement B — AgriStability and AgriInvest programs information and state- 
ment of farming activities for additional farming operations; T1175: Farming — calcu- 
lation of CCA and business-use-of-home expenses; T1273: Statement A — Harmo- 
nized AgriStability and Agrilnvest programs information and statement of farming 
activities for individuals; T1274: Statement B — Harmonized AgriStability and Agri- 
Invest programs information and statement of, farming activities for additional farming 


operations; T1275: AgriStability and’ AgriInvest. programs, additional information and — 


adjustment request form; T4003: Farming, income [guide]. 


‘net capital loss” has the meaning assigned by subsection 111(8), 
except as otherwise expressly provided; 

Related Provisions: 104(21.5) — Definition for purposes of trust’s 2000 transition; 
105(21.5) — Definition of net capital losses’ for trust allocations of capital gains in 
2000; 111(1)(b) — Application of net capital losses; 111(9) — Net capital loss of per- 
son not resident in Canada. 


History: The definition “net capital loss” in subsec. 248(1) amended by 2001, c. 17, 
subsec. 188(1), applicable to taxation years that end after February 27, 2000. It for- 
merly read: 


“net capital loss” has the meaning assigned by subsection 111(8); 


“net corporate income tax rate” in respect of a SIFT trust or SIFT 
partnership for a taxation year means the amount, expressed as a 
decimal fraction, by which 


(a) the percentage rate of. tax, provided under paragraph 
123(1)(a) for the taxation year 
exceeds 

(b) the total of 
(i) the percentage that would, if the SIFT trust or SIFT part- 
nership were a corporation, be its general rate reduction per- 
centage, within the meaning assigned by subsection 123.4(1), 
for the taxation year, and 
(ii) the percentage deduction from tax provided. under sub- 
section 124(1) for the taxation year; 


History: “Net corporate income tax rate” added by 2007, c. 29, s. 28, deemed to have 
come into force on October 31, 2006. 


“net income stabilization account’ means an account of a tax- — 


payer under the net income stabilization account program under the 
Farm Income Protection Act; 
Related Provisions: 248(1) — “NISA Fund No: 2”. 
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History: “Net income stabilization ‘account’ enacted by 1994, c. 7, Sch: VIII apie Q. 
24), subsec. 139(7), applicable to 1991 et seq. ‘ 
Forms: RC322: Agrilnvest, adjustment request; RC4060, (for PE, ON, AB): Farming 
income and the AgriStability and Agrilnvest programs guide; RC4408 (for BC, SK, 
MB, NS, NL, YK): Farming income and the AgriStability and Agrilnvest programs 
harmonized guide — joint forms and guide; T1163: Statement A — AgriStability and 
Agrilnvest programs information and statement of farming activities for individuals; 
T1164: Statement B — AgriStability and AgriInvest programs information and state- 
ment of farming activities for additional farming operations; T1175: Farming — calcu- 
lation of CCA and business-use-of-home expenses; T1273: Statement. A — Harmo- 
nized AgriStability and Agrilnvest programs information and statement of farming 
activities for individuals; T1274: Statement B — Harmonized AgriStability and Agri- 
Invest programs information and statement of farming activities for additional farming 
operations; T1275: AgriStability and Agrilnvest programs additional information and 
adjustment request form; T4003; Farming income [guide]. 


“Newfoundland offshore area” has the meaning assigned to the 
expression “offshore area” by the Canada-Newfoundland: Atlantic 
Accord Implementation Act, chapter 3 of the Statutes of Canada, 
1987; 


“non-capital loss” has the meaning assigned by subsection 111(8); 


Related Provisions: 111(1)(a)— Application of non-capital losses; 111(9) — Non- 
capital loss of person not resident in Canada. 


‘non-portfolio property”’ has the same meaning as in subsection 
122.1(1); 

History: “Non-portfolio. property” added by 2007, c. 29, s. 28, deemed to have come 
into force on October 31, 2006. 


‘non-resident’? means not resident in Canada; 


Related Provisions: 2(3) — Tax payable by non-resident persons; 94, 94.2 — Rules 
for. non-resident’ trusts; 94(3)(a)— Certain trusts» deemed resident in Canada; 
138.1(1)(¢)(iti) — Insurer deemed non-resident in respect of segregated fund property 
used outside Canada; 250:— Resident in Canada. 


“non-resident-owned investment corporation” has the meaning 
assigned by subsection 133(8); 


“Nova Scotia offshore area” has the meaning assigned to the ex- 
pression “offshore area’? by the Canada-Nova Scotia Offshore Pe- 
troleum Resources Accord Implementation Act, chapter 28 of the 
Statutes of Canada, 1988; 


Related Provisions: 124(4)“province” — Taxable income earned in offshore area 
deemed earned in a province. 


“OSFI risk-weighting guidelines” means the guidelines, issued by 
the Superintendent of Financial Institutions under the authority of 
section 600 of the Bank Act, requiring an authorized foreign bank to 
provide to the Superintendent on a periodic basis a return of the 
bank’s risk-weighted on-balance sheet assets and off-balance sheet 
exposures, that, apply as of August 8, 2000; 


History: The definition “OSFI risk-weighting guidelines” added to 'subsec, 248(1) by 
2001, c. 17, subsec. 188(5), applicable after June 27, 1999. 


“office”: means the position of an individual entitling the individual 
to a fixed or ascertainable stipend: or remuneration and includes «a 
judicial office, the office of a minister of the Crown, the office of a 
member of the Senate or House of Commons of Canada,, a member 
of a legislative assembly or a member_of a legislative or executive 
council and any other office, the incumbent of which is elected by 
popular vote or is elected or appointed in a representative capacity 
and also. includes. the position of.a corporation director, and. ‘of- 
ficer’?. means a person holding such. an office; 


Selected Cases [subsec. 248(1)“office”]: Alexander v. MNR, [1969] C.T.C..715 
(Exch.) (Hospital radiologist and department head held to be independent contractor). 


Interpretation Bulletins: IT-377R: Director’s, executor’s or juror’s fees (archived). 
[“‘officer’’] — 


“oil or gas well’? means any well (other than an exploratory probe 
ora well drilled from below the surface of the earth) drilled for the 
purpose of producing petroleum or natural gas or of determining the 
existence, location, extent or quality of a natural accumulation. of 
petroleum or natural gas, but, for the purpose of applying sections 
13. and 20 and any regulations made for the purpose of paragraph 
20(1)(a) in respect of property acquired after March 6, 1996, does 


[See the final words of “office” above. ] 


1587 


S. 248(1) oil 


not include a well for the extraction of material from a deposit of 
bituminous sands or oil shales; 


History: The definition “oil or gas well” in subsec. 248(1) amended by 1997, c. 25, 
subsec. 71(1), applicable after March 6, 1996. It formerly read: 


“oil or gas well” means any well (other than an exploratory probe or a well 
drilled from below the surface of the earth) drilled for the purpose of producing 
petroleum or natural gas or of determining the existence, location, extent or qual- 
ity of a natural accumulation of petroleum or natural gas; 


Interpretation Bulletins: IT-125R4: Dispositions of resource properties. 


“overseas Canadian Forces school staff’ means personnel em- 
ployed outside Canada whose services are acquired by the Minister 
of National Defence under a prescribed order relating to the provi- 
sion of educational facilities outside Canada; 

Related Provisions: 250(1)(d.1) — Optional deemed residence in Canada. 
Regulations: 6600 (prescribed order). 


“paid-up capital” has the meaning assigned by subsection 89(1); 
“paid-up capital deficiency” — [Repealed under former Act] 


“Part VII refund” has the meaning assigned by subsection 192(2); 
Origin of “Part Vil refund”: R.S.C. 1985, c. 1 (Sth Supp.). 


“Part VIII refund” has the meaning assigned by subsection 
194(2); 
Origin of “Part Vill refund”: R.S.C. 1985, c. 1 (Sth Supp.). 


“participant” — [Repealed under former Act] 


“passenger vehicle” means an automobile acquired after June 17, 
1987 (other than an automobile acquired after that date pursuant to 
an obligation in writing entered into before June 18, 1987) and an 
automobile leased under a lease entered into, extended or renewed 
after June 17, 1987; 


Regulations: Sch. II:Cl. 10, Sch. I:Cl. 10.1, Sch. II:Cl. 16. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-521R: Motor vehicle expenses claimed by self-employed individ- 
uals; IT-522R: Vehicle, travel and sales expenses of employees. 


“past service pension adjustment” of a taxpayer for a calendar 
year in respect of an employer has the meaning assigned by 
regulation; 

Regulations: 8303(1). 

Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Plans Compliance Bulletins: 1 (calculation of past service pension 
adjustment). 

Forms: T215: Past service pension adjustment exempt from certification; T215 Seg- 
ment; T215 Summ: Summary of past service pension adjustments exempt from certifi- 
cation; T1004: Applying for the certification of a provisional PSPA; T1006: Designat- 
ing an RRSP withdrawal as a qualifying withdrawal; T4104: Past service pension 
adjustment guide. 


“pension adjustment” of a taxpayer for a calendar year in respect 
of an employer has the meaning assigned by regulation; 


Related Provisions: 146(5.21) — Anti-avoidance. 

Regulations: 8301(1). 

Registered Plans Compliance Bulletins: 1 (pension adjustments). 
Forms: T4084: Pension adjustment guide. 


“person”, or any word or expression descriptive of a person, in- 
cludes any corporation, and any entity exempt, because of subsec- 
tion 149(1), from tax under Part I on all or part of the entity’s taxa- 
ble income and the heirs, executors, liquidators of a succession, 
administrators or other legal representatives of such a person, ac- 
cording to the law of that part of Canada to which the context 
extends; 

Related Provisions: 33.1(2)(a)— “Person” includes partnership for international 
banking centre rules; 66(16) — “Person” includes partnership for flow-through share 
rules; 79(1), 79.1(1) — Includes partnership for rules re seizure of property by creditor; 
80(1), 80.01(1)— Includes partnership for debt forgiveness rules; 127.2(9), 
127.3(7) — Includes partnership for SPTC and SRTC rules; 139.1(1) — Includes part- 
nership for insurance demutualization; 187.4(c) — Includes partnership for Part IV.1 
tax; 209(6) — Includes partnership for purposes of tax on carved-out income; 227(5.2), 
(15) — Includes partnership for certain purposes re withholding tax; 237.1(1) — In- 
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cludes partnership for tax shelter identification rules; 251.1(4) — Includes partnership 
for definition of affiliated persons; Canada-U.S. Tax Treaty:Art. III:1(e) — Meaning of 
“person” for treaty purposes. 


History: “Person” amended by 2001, c. 17, subsec. 230(1), to add “liquidators of a 
succession,”, in force June 14, 2001. 


“Person” substituted by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 139(1). “Person” 
formerly read: 


“person”, or any word or expression descriptive of a person, includes any body 
corporate, and the heirs, executors, administrators or other legal representatives 
of the person, according to the law of that part of Canada to which the context 
extends; 


Interpretation Bulletins: IT-216: Corporation holds property as agent for share- 
holder (archived); IT-379R: Employees profit sharing plans —allocations to 
beneficiaries. 


Information Circulars: 78-10R5: Books and records retention/destruction; 05-1R1: 
Electronic record keeping. 


1.T. Technical News: 25 (partnership issues). 
Advance Tax Rulings: ATR-1: Transfer of legal title in land to bare trustee. 


“personal or living expenses” includes 


(a) the expenses of properties maintained by any person for the 
use or benefit of the taxpayer or any person connected with the 
taxpayer by blood relationship, marriage or common-law part- 
nership or adoption, and not maintained in connection with a 
business carried on for profit or with a reasonable expectation of 
profit, 


(b) the expenses, premiums or other costs of a policy of insur- 
ance, annuity contract or other like contract if the proceeds of 
the policy or contract are payable to or for the benefit of the 
taxpayer or a person connected with the taxpayer by blood rela- 
tionship, marriage or common-law partnership or adoption, and 


(c) expenses of properties maintained by an estate or trust for the 
benefit of the taxpayer as one of the beneficiaries; 


Related Provisions: 18(1)(h), 56(1)(0)(i) — No deduction for personal or living 
expenses. 


History: The definition “personal or living expenses” in subsec. 248(1) amended by 
2000, c. 12, Sch. 2, s. 9, to replace “marriage” with “marriage or common-law partner- 
ship”, applicable to 2001 et seq., in force July 31, 2000. See also the transitional rules 
reproduced in the History to 248(1)“common-law partner”. 


Selected Cases [subsec. 248(1)“personal or living expenses”]: McNeill v. 
Canada, [1989] 2 C.T.C. 310 (FCTD) (MURB unit was acquired as source of income 
with a reasonable expectation of profit). 


“personal services business” has the meaning assigned by subsec- 
tion 125(7); 


‘personal trust’? means a trust (other than a trust that is, or was at 
any time after 1999, a unit trust) that is 
(a) a testamentary trust, or 
(b) an inter vivos trust no beneficial interest in which was ac- 
quired for consideration payable directly or indirectly to 
(i) the trust, or 


(ii) any person or partnership that has made a contribution to 
the trust by way of transfer, assignment or other disposition 
of property; : 
Related Provisions: 107.4(3)(i) — Trust deemed not to be personal trust; 108(2) — 
Unit trust; 108(6) — Where terms of trust are varied; 108(7) — Meaning of “acquired 
for consideration”; 110.6(16) — Extension of definition for purposes of capital gains 
exemption; 128.1(10)“excluded right or interest’’(j) — No deemed disposition on emi- 
gration of beneficiary; 251(1)(b) — Trust deemed not at arm’s length with beneficiary. 


History: “Personal trust” in subsec. 248(1) amended by 2009, c. 2, subsec. 76(2), ap- 
plicable after July 14, 2008. It formerly read: 
“personal trust” means 
(a) a testamentary trust, or 


(b) an inter vivos trust, no beneficial interest in which was acquired for con- 
sideration payable directly or indirectly to 


(i) the trust, or 


(ii) any person who has made a contribution to the trust by way of trans- 
fer, assignment or other disposition of property, 


but, after 1999, does not include a unit trust; 
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The portion of the definition “personal trust” after subpara. (b)(ii) amended by 2001, c. 
17, subsec. 188(4), applicable after December 23, 1998. That portion formerly read: 


and, for the purposes of this paragraph and paragraph 53(2)(h), where all the 
beneficial interests in a particular inter vivos trust acquired by. way of the trans- 
fer, assignment or other disposition of property to the particular trust were ac- 
quired by 
(iii) one person, or 
(iv) 2 or more persons who would be related to each other if 
(A) a trust and another person were related to each other, where the 
other person is a beneficiary under the trust or is related to'a beneficiary 
under the trust, and 
(B) a trust and another trust were related to each other, where a benefici- 
ary under the trust is a beneficiary, under. the other trust or is related to.a 
beneficiary under the other trust, 
any beneficial interest in the particular trust acquired by such a person shall be 
deemed to have been acquired) for no consideration; 
All that portion of para. (b) ‘of’ “personal trust” following subpara. (ii) amended by 
1994, c. 7,;Sch. VII (1993,°c. 24), subsec.' 139(4), applicable after 1987. That portion 
formerly read: 
and, for the purposes of this paragraph and paragraph 53(2)(h), where an inter 
vivos trust is created by way of the transfer, assignment or other disposition of 
| property by an individual (or two or more individuals each of whom was, at the 
time the trust was' created, related to each of the other individuals), ‘any benefi- 
cial interest in the trust acquired by the individual, orundividuals, at the time-the 
trust was created shall be deemed to have been acquired for no consideration; 
Interpretation Bulletins: IT-342R: Trusts — Income payable to beneficiaries; IT- 
381R3: Trusts — capital gains and losses and the flow-through of taxable’ capital gains 
to beneficiaries; IT-385R2: Disposition of an income interest in a trust. 


“personal-use property” has the meaning assigned by section 54; 


“post-1971 spousal or common-law partner trust”, means.a trust 
that would be described in paragraph 104(4)(a) if that paragraph 
were read without reference to subparagraph 104(4)(a)(iv); 

‘Related Provisions: 104(6)(b)(i), (iii) Deduction from income of trust; 


104(15)(a) — Preferred beneficiary election; 107(4)(a)@) — Dashabutrons of property to 
person other than taxpayer or partner. 


' History: The definition “post-1971 spousal or common-law, partner trust” added to 
subsec. 248(1) by 2001, c. 17, subsec. 188(5), applicable to trusts created after 1971. 


“preferred share’? means a‘share other than a common: share; 


“prescribed” means 


(a) in the case of a form, the information to be given on a form 
or the manner of filing a form, authorized by the Minister, 


(a.1) in the case of the manner of making or filing an election, 
_ authorized by the Minister, and ; 


(b) in any other case, prescribed by regulation or determined in 
accordance. with rules prescribed by regulation; 


, Related Provisions: 147.1(18) — Regulation re pension plans; 220(3.21) — Certain 
designations in prescribed form deemed to be elections; 221 — Regulations generally; 
_ 244(16) — Forms prescribed or authorized; 248(1) — “Regulation”; Interpretation Act 
32 — Deviations from prescribed form acceptable. 


History: Para. (a) of “prescribed” substituted and para. (a.1) added by 1994, c. 7, Sch. 
II (1991, c. 49), subsec. 192(9). Para. (a) formerly read: 


. (a) in the case of a form or the information to be given on a form, prescribed by 
order of the Minister, and 


Selected Cases [subsec. 248(1)“prescribed”]: Cal Investments Ltd. v. Canada, 
[1990] 2 C.T.C. 418 (FCTD) (Where a taxpayer and defrauded principal agreed to treat 

| funds diverted as loans, taxpayer had no mens rea for evasion in respect of return filed 

| after agreement. Waiver without corporate seal valid where signed by an officer of the 

| company with implied authority; corporate seal discretionary provision for Minister’s 
benefit). 


Regulations: Part I-XCII. 


Application Policies: SR&ED. 2004-02R4: Filing dep anearcar for claiming 
) SR&ED. 


“principal amount’, in relation. to any obligation, means the 
| amount that, under the terms of the obligation or any agreement re- 
_ lating thereto, is the maximum amount or maximum total amount, 
as the case may be, payable on account of the obligation by the 
_ issuer thereof, otherwise than as or on.account of interest or as or on 
account of any premium payable by the issuer conditional on the 
exercise by the issuer of a right to redeem the obligation before the 
maturity thereof; 
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Related Provisions: 80.02(2)(a) — Principal amount of distress preferred share. 
1.T. Application Rules: 26(1.1) (where obligation outstanding ‘on Jan. 1, 1972). 
1.T. Technical News: 25 (foreign exchange losses). 


“private corporation” has the meaning assigned by subsection 
89(1); 


“private foundation” has the meaning assigned by section 149.1; 


History: The definition “private foundation” added to subsec. 248(1) by 1998, c. 19, 
subsec. 66(3), applicable after 1996. 


“private health services plan” means 


(a) a contract of insurance in respect of hospital expenses, medi- 
cal expenses or any combination of such expenses, or 


(b) a medical care insurance plan or hospital care insurance plan 
or any combination of such plans, 


except any such contractor plan established by, or pursuant. to 


(c).a law of a province that establishes a healthcare insurance 
plan as defined in section 2 of the Canada Health Act, or 


(d) an Act of Parliament or a regulation made thereunder that 
authorizes the provision of a medical care insurance plan or hos- 
‘pital care insurance plan for employees of Canada and their 
dependants and for dependants of members of the Royal Cana- 
dian Mounted Police and the regular force where such employ- 
ees or members were appointed in Canada and are serving 
outside Canada; 
Related Provisions: 6(1)(a)(i) — Employer’s contribution to PHSP not a taxable 
benefit; 20.01 — Deduction from business income for premiums paid to plan; 
118.2(2)(q)\— Medical ‘expense ‘credit for premiums paid to PHSP; 144.1(1)desig- 
nated employee benefit” — Employee life and health trust may pay benefit from PHSP. 
History: Para. (c) of the definition “private health services’ plan” in subsec.:248(1) 


amended by 1999, c. 22, subsec. 80(3), deemed to have come into force on April 1, 
1996: It formerly read: 


(c) a law of a province that establishes a health care insurance plan in respect of 
which the province receives contributions from Canada for insured health ser- 
vices provided under the plan: pursuant to the Federal-Provincial: Fiscal Ar- 
rangements Act, or 


_ Para!(c) of “private health: services‘plan’’ amended by 1995, c: 17, subsec. 45(2), to 


substitute “Federal-Provincial Fiscal Arrangements Act’ for “Federal-Provincial Fis- 
cal Arrangements and Federal. Post-Secondary Education and Health, Contributions 


_ Act’, in force April 1, 1996. 


Interpretation Bulletins: IT-339R2: Meaning of “private health services, plan’; IT- 
529: Flexible employee benefit programs. 


Advance Tax Rulings; ATR-8: Self-insured health and welfare trust fund; ATR-23: 
Private health services plan. 


‘professional corporation” means a corporation that carries on the 
professional practice of an accountant, dentist, lawyer, medical doc- 
tor, veterinarian or chiropractor; 

Related. Provisions; 249.1(1)(b) — Year-end. of professional ‘corporation. 

History: The definition “professional corporation” added by 1996, c. 21, subsec. 
60(2), applicable after 1994. 


“profit sharing plan’ has the meaning assigned. by. subsection 
147(1); 


“property”? means property of any kind: whatever whether real or 
personal or corporeal, or incorporeal and, without xrestricting. the 
generality of the foregoing, includes 


Application T 
254(4), will ame 
substituting “ 


(a) a right of any kind whatever, a share or a chose in action, 
(b) unless a contrary intention is evident, money, 

(c) a timber. resource property, and 

(d) the work in progress of a business that is a pital 
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Related Provisions: 9(1), 9(3)— Income from property; 79(1), 79.1(1) — Defini- 
tion of property for purposes of rules re seizure of property by creditor; 248(5) — 
Meaning of substituted property. 

Selected Cases [subsec. 248(1)“property”]: Manrell v. R., [2003] 3 C.T.C. 50 
(FCA); rev’g [2002] 1 C.T.C. 2543 (TCC) (Right to compete is not “property”); RSI 
Research Ltd. vy. Canada, [1993] 2 C.T.C. 2378 (TCC) (Right to portion of revenues 
was “property”); Sani Sport Inc. v. Canada, [1990] 2 C.T.C. 15 (FCA) (Amount paid 
for loss of business use of expropriated land was capital gain). 


1.T. Application Rules: 26(6) (property disposed of and reacquired from June 19 to. 


December 31, 1971). 


Interpretation Bulletins: IT-334R2: Miscellaneous receipts; IT-432R2: Benefits 
conferred on shareholders; IT-457R: Election by professionals to exclude work in pro- 
gress from income. 

Application Policies: SR&ED 2000-04R2: Recapture of investment tax credit, 


Advance Tax Rulings: ATR-60: Joint exploration corporations. 
“province” — [Repealed under former Act] 


“provincial SIFT tax factor’ — [Repealed] 
History: “Provincial SIFT tax factor” repealed by 2008, c. 28, subsec. 34(1), applica- 
ble to 2009 et seq., except that it also applies 
(a) to the 2007 and 2008 taxation years of a SIFT trust if the SIFT trust so elects in 
its return of income for the 2007 taxation year; 
(b) to the 2007 and 2008 taxation years of a SIFT partnership if the SIFT partner- 
ship so elects in its return for 2007 required under Part IX.1 of the Act; 
(c) to the 2008 taxation year of a SIFT trust if the SIFT trust so elects in its return 
of income for the 2008 taxation year; and 
(d) to the 2008 taxation year of a SIFT partnership if the SIFT partnership so elects 
in its return for 2008 required under Part IX.1 of the Act. 
It formerly read: 
“provincial SIFT tax factor” for a taxation year means the decimal fraction 0.13; 


“Provincial SIFT tax factor” added by 2007, c. 29, s. 28, deemed to have come into 
force on October 31, 2006. 


“provincial SIFT tax rate” of a SIFT trust or a SIFT partnership 
for a taxation year means the prescribed amount determined in re- 
spect of the SIFT trust or SIFT partnership for the taxation year; 
Related Provisions: 122(1)(b)A:D, 122(3)“taxable SIFT trust  distributions”C, 
197(2)C — Provincial SIFT tax rate used in calculation of tax payable. 


History: “Provincial SIFT tax rate” added by 2008, c. 28, subsec. 34(2), kicks er to 
2009 et seq., except that it also applies 


(a) to the 2007 and 2008 taxation years of a SIFT trust if the SIFT trust so elects in 
its return of income for the 2007 taxation year; 

(b) to the 2007 and 2008 taxation years of a SIFT partnership if the SIFT partner- 
ship so elects in its return for 2007 required under Part IX.1 of the Act; 

(c) to the 2008 taxation year of a SIFT trust if the SIFT trust so elects in its return 
of income for the 2008 taxation year; and 

(d) to the 2008 taxation year of a SIFT partnership if the SIFT partnership so'elects 
in its return for 2008 required under Part [X.1 of the Act. 


Regulations: 414(3) (prescribed amount). 


“public corporation” has the meaning assigned by subsection 
89(1); 


“public foundation” has the meaning assigned by section 149.1; 


History: The definition “public foundation” added to subsec. 248(1) by 1998, 'c. 19, 
subsec. 66(3), applicable after 1996. 


“public market” has the same meaning as in subsection 122.1(1); 


History: “Public market” added by 2007, c. 29, s. 28, deemed to have come into force 
on October 31, 2006. 


“qualified. donee” has the meaning assigned by subsection 
149.1(1). 

Related Provisions: 188.2(3)(a)(ii) — Effect of suspension of charity’s receipting 
privileges. 


History: The definition “qualified donee” added to subsec. 248(1) by 2001, c. 17, sub- 
sec. 188(5), applicable after 1998. 


“qualifying environmental trust” at any time means a trust resi- 
dent in a province and maintained at that time for the sole purpose 
of funding the reclamation of a site in the province that had been 
used primarily for, or for any combination of, the operation of a 
mine, the extraction of clay, peat, sand, shale or aggregates (includ- 
ing dimension stone and gravel) or the deposit of waste, where the 
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maintenance of the trust is or may become required under the terms 
of a contract entered into with Her Majesty in right of Canada or the 
province or is or may become required under a law of Canada or the 
province and the contract was entered into or that law was enacted, 
as the case may be, on or before the later of January 1, 1996 and the 
day that is one year after the day on which the trust was created, but 
does not include a trust 


(a) that relates at that time to the reclamation of a well, 
(b) that is not maintained at that time to secure the reclamation 
obligations of one or more persons or partnerships that are bene- 
ficiaries under the trust, 
(c) that at that time has a trustee other than 
(i) Her Majesty in right of Canada or the province, or 
(ii) a corporation resident in Canada that is licensed or other- 
wise authorized under the laws of Canada or a province to 


carry on in Canada the business of offering to the public its 
services as trustee, ‘ 


(d) that borrows money at that time, 

(e) that acquired at that time any property that is not described in 

any of paragraphs (a), (b) and (f) of the definition “qualified in- 

vestment” in section 204, 

(f) to which the first contribution was made before 1992, 

(g) from which any amount was distributed before February 23, 

1994, 

(h) if that time is before 1998 and the trust is not a mining recla- 

mation trust at that time, 
(i) to which the first contribution was made before 1996, 
(ii) from which any amount was distributed before February 
19, 1997, or 
(iii) any interest in which was disposed of before February 
19, 1997, 


(i) that elected in writing filed with the Minister, before 1998 or 
before April of the year following the year in which the first 
contribution to the trust was made, never to have been a qualify- 
ing environmental trust, or ! 
(j) that was at any previous time during its existence not a quali- 
fying environmental trust; 


Related Provisions: 12(1)(z.1), (z.2) — Income from trust or from sale of interest; 
20(1)(ss), (tt)—-Deduction for contribution to trust or acquisition of interest; 


75(3)(c.1) — Reversionary trust rules do not apply; 107.3(1), (2) — Rules applying to 
trust; 107.3(3) — Where trust ceases to be qualifying environmental trust; 127.41 — 
Tax credit to beneficiary of trust; 149(1)(z) — No Part I tax on trust; 211.6 — Part 
XII.4 tax on trust; 248(1)“cost amount”(e.2) — Cost amount of interest in trust is zero; 
250(7) — Trust deemed resident:in province where site is located: 


History: The definition “qualifying environmental trust” addded to subsec. 248(1) by 
1998, c. 19, subsec. senor bicsannthe after 1991. 


“qualifying share” has the meaning assigned by subsection 192(6); 
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“RRSP deduction limit” has the meaning assigned by subsection 
146(1); 


“RRSP dollar limit” has the meaning assigned by subsection 
146(1); 


“recognized stock exchange” means 


(a) a designated stock exchange, and 


(b) any other stock exchange, if that other stock exchange ‘is lo- 
cated in Canada or in a country that is a member of the Organi- 
sation for Economic Co-operation and Development and that has 
a tax treaty with Canada; 


History: “Recognized stock exchange” added to subsec. 248(1) by 2007, c. 35, subsec. 


65(2), applicable after December 13, 2007. 


“record” includes. an account, an agreement, a book, a chart or ta- 
_ ble, a diagram, a form, an image, an invoice, a letter, a map, amem- 
_orandum, a plan, a return, a statement, a telegram, a voucher, and 


any other thing containing information, whether in writing or in any 
other form; 


History: The definition “record” added to subsec. 248(1) by 1998, c. 19, subsec. 


239(6), in force on June 18, 1998. 
Information Circulars: 78-10R35: Books and records retention/destruction. 
Forms: RC4409: Keeping records [guide]. 


“refundable Part VII tax on hand” has the ansenInE assigned by 


subsection 192(3); 


“refundable Part VIII tax on hand” has the meaning assigned by 
subsection 194(3); 


“registered Canadian amateur athletic association” means an as- 
sociation that was created under any law:in force in Canada, that is 
resident in Canada and that 


(a) is a person described in paragraph 149(1)(1), and ' 


(b) has, as its primary purpose and its primary function, the pro- 
-. motion of amateur athletics in Canada on a nation-wide basis, 


that has applied to the Minister in prescribed form for registration, 


that has’ been registered and whose registration has not been re- 


voked under subsection 168(2); 
Related Provisions: 143.1 — Amateur athletes’ reserve funds. 


Selected Cases: Maccabi Canada v. MNR, [1998] 4 C.T.C. 21 (FCA) (No demo- 
graphic element to be read into definition). 


Interpretation Bulletins: IT-168R3: Athletes and players employed by football, 
hockey and similar clubs; IT-496R: Non-profit organizations. 


Forms: T1189: Application to register a Canadian amateur athletic association under 
the ITA. 


Registered Charities Newsletters: 2 (revised publications and forms). 


Charities Policies: CPS-007: RCAAAs: Receipts — issuing ‘policy; CPS-011: Re- 
gistration of Canadian amateur athletic associations. 


“registered charity” at any. time means . 


(a) a charitable organization, private foundation or public foun- 
dation, within the meanings assigned by subsection 149.1(1), 
that is resident in Canada and was either created or established 
in Canada, or 


(b) a branch, section, parish, congregation or other division of an 
organization or foundation described in paragraph (a), that is 
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resident in Canada and was either created or established in Can- 
ada and that receives donations on its own behalf, 


that has applied to the Minister in prescribed form. for. registration 
and that is at that time registered as a charitable organization, pri- 
vate foundation or public foundation; 


Related Provisions: 149(1)(f)— No tax. on registered charity; 149.1-——Rules for 
charities; 149.1(4.1)(c) — Revocation of registration if false statement made to-obtain 
it; 149.1(6.3) — Designation as public foundation, etc; 149.1(6.4),— Registered na- 
tional arts service organization. treated as registered charity, 149.1(22) — - Notice of re- 
fusal to register charity; 149.1(23)— Annulment of charity registration; 
188.2(3)(a)Gi) — Effect of suspension of’ charity’s receipting privileges; Canada-U:S. 
Tax Treaty:Art. XXI — Exempt organizations. 

Selected Cases: Vancouver Society of Immigrant & Visible Minority Women v. 
MNR, [1999] 2 C.T.C. 1 (SCC); aff’ g [1996] 2 C.T.C. 88 (FCA) (Valid charitable or- 
ganization must be constituted exclusively for charitable purposes); Vancouver 
Regional FreeNet Association v. MNR, [1996] 3 C.T.C. 102 (FCA) (Provision of access 
to information on Internet free of charge was charitable activity). 


Interpretation Bulletins: IT-496R: Non-profit organizations. 


Registered Charities Newsletters: 2 (revised publications and forms); 8 (changes 
in departmental policy on applications for' re-registration); ‘10 (re-registration fee); 11 
(renewal in the Charities Directorate; consultation on registering organizations that pro- 


ide rental housing for low-income; facts about charities); 12 (promoting volunteerism: 


Grand Forks. Volunteer Society v. MNR); 13 (from the Director General); 14 (registra- 
tion process speeds up); 15 (facts and figures about charities and the CCRA; registered 
charities as internal divisions of other charities); 16 (issues: amalgamations, mergers, 
and consolidations); 18 (statistics on charities); 19 (new charity representative position 
created; facts and figures about charities and the CRA in 2003; what is the difference 
between a registered charity and a non-profit organization?); 20 (working outside Can- 
ada — board of directors); 21 (when is an amalgamation not an amalgamation?); 23 
(facts'and figures about charities and the CRA in'2004); 27, 28,'31! (facts and figures 
about charities and the CRA); 31 (Charities Directorate’s priority for 08/09: reducing 
inventory); 32 (getting registered and staying registered: what we’re doing to help; how 
to improve ‘your application and avoid unnecessary delays); 33:(Guide RC4108 is no 
longer available); Charities Connection 4 (statistics on charities). 


Charities Policies: CPS-017: Effective date of registration; CPS-028: Fundraising by 
registered charities. See under 149.1(1)“charitable organization” for. Policies on what 
organizations ‘will be registered. 


Forms: RC4106: Registered charities operating outside Canada [guide]; T2050: Ap- 
plication to register a charity under the ITA; T2095: Registered charities — application 
for re-designation; T4063: Registering a charity for income tax purposes [guide]; 
T4118: Auditing charities ey 


“registered disability savings plan” has the same meaning as in 
subsection 146.4(1); 

History: “Registered disability savings plan” added to subsec. 248(1) by 2007, c. 35, 
subsec. 123(2), applicable after December 13, 2007. 


“registered education savings plan” has the meaning prerse by 
subsection 146.1(1); 


“registered home ownership savings plan” — 
former Act] 


Repealed under 


“registered investment” has the meaning assigned by subsection 
204.4(1); 


“registered labour-sponsored venture capital corporation” 
means a corporation that was registered under subsection 204.81(1), 
the registration of which has not been revoked; 


History: The definition “registered labour-sponsored venture capital corporation” ad- 
ded to subsec. 248(1) by 1997, c. 25, subsec. 71(3); applicable after. 1995. 


“registered national arts service organization”, at any time, 
means a national arts service organization that has been registered 
by the Minister under subsection 149.1(6.4), which registration has 
not been revoked; 


History: “Registered national arts organization” enacted by 1994, c. 7, Sch. II (1991, 
c. 49), subsec. 192(14), applicable after July 13, 1990. 


‘registered pension fund or plan’ — 
Act] 


“registered pension plan” means a pension plan that has been reg- 
istered by the Minister for the purposes of this Act, which registra- 
tion has not been revoked; 

Related Provisions: 56(1)(a) — Pension benefits taxable; 60.02(1)“eligible pro- 


ceeds’(b) — Rollover of RPP payment to RDSP on death; 75(3)(a) — Reversionary 
trust rules do not apply to RPP; 108(1)“‘trust’(a) — “trust” does not include an RPP for 


[Repealed under former 
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certain purposes; 128.1(10)“excluded right or interest” (a)(viii) — No deemed. disposi- 
tion of pension rights on emigration; 147.1(2)—Registration of plan; 147.1(3) — 
Deemed registration; Canada-U.S. Tax Treaty:Art. XVIII:7 — Deferral of US tax 
while income accrues in plan. 


Selected Cases [subsec. 248(1)“registered pension plan”]: Kamil v. R., 
[1999] 1 C.T.C. 2447 (TCC) (U.S. 401K plan is not a “registered pension plan”). 
1.T. Application Rules: 17(8) (reference to RPP includes reference to approved plan 
before RPP amendment in 1990). 


Interpretation Bulletins: IT-167R6: Registered pension plans — employee’s contri- 
butions; IT-528: Transfers of funds between registered plans. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), g. 22 (what 
is a complete application for registering a pension plan?). 


Forms: T510: Application to register a pension plan. 


“registered retirement income fund” has the meaning assigned by 
subsection 146.3(1); 


“registered retirement savings plan” has the meaning assigned by 
subsection 146(1); 


“registered securities dealer’ means a person registered or. li- 
censed under the laws of a province to trade in securities, in the 
capacity of an agent or principal, without any restriction as to the 
types or kinds of securities in which that person may trade; 


Related Provisions: 142.2(1)“investment dealer’, 142.5 — Corporation subject. to 
mark-to-market rules. 


History: The definition “registered securities dealer” added by 1995, c. 21, subsec. 
74(2), applicable after April 26, 1989. 


“registered supplementary unemployment benefit plan” has the 
meaning assigned by subsection 145(1); 


“regulation” means a regulation made by the Governor in Council 
under this Act; 


Related Provisions:  65(2) — Regulations ‘allowing resource’ — allowances; 


147.1(18) — Regulations re pension plans; 215(5) — Regulations reducing amount. to 
be deducted or withheld; 221 — icant peer 248(1) — “Prescribed”. 


(b) for taxation years ‘that end ater 200! 
mined by the formula — 

Ma - 
whete.. -. ft . oo _ 
A is the percentage set out in if paleo 1331 1)(a), and 
B is the percentage that is the corporation’s general rate re- 


duction percentage (as defined by section 123.4) for the 
taxation year; : 
Application: The July 16, 5010 drat legislation (Part 1 — technical), ae 


148(14), will add the definition “relevant ee to subsec. 248(1 lL), a to” 
2003 et S64, 


and 125. uA and clause 129(3)(a)Gi)(C). This definition is relevant in 


mining the amount that a corporation can deduct under sections 125 and 125.1, and 
the amount of a dividend refund that a corporation can obtain under section ia 
Such determination is made by taking into t the taxable income. of the corporation, 


multiplying the vorponiibir s Gustiess’ income FTC by a factor that reflects assumed 
Canadian tax rates. The limit for business income FTCs is based on the applicable 
federal corporate income tax rate without taking into account the provincial 
ment, because foreign business income earned through a permanent establi 
outside Canada is typically not taxable by a province. Under this definition, t 
tor for taxation years that end after 2002 and before 2010 is 3, which implies an. 
assumed tax rate of 33.3%. The factor for taxation years that end after 2009 takes. 
into account the “general rate reduction percentage” that applies to a corporation’s 
taxation year as provided in section 123.4. For example, if a corporation’s taxation 
year corresponds to the 2010 calendar year, its relevant factor will be 1/(.38-.10). or 
3.5714. For taxation years that end after 2009, this definition takes into account the 
fact that a corporation’s taxation year may straddle two calendar years with different 


2007. The review of other such provisions continues and any na amendments ie 
be announced upon completion of that review. 5: 


Income Tax Act 


federal general corporate income tax rates. This amendment is made in the course of 
the review of provisions in the Act that assume a specific unde lying corporate i In= 
in the context of the reductions in the general federal corporate income _ 


as announced in the Economic Statement delivered on October 30, — 


“restricted farm loss” has the meaning assigned by subsection 
STGP): 

Related Provisions: 111(1)(c) — Application of restricted farm losses; 111(9) — 
Restricted farm loss where taxpayer not resident in Canada. 


History: The definition “restricted farm loss” amended by 1995, c. 21, subsec. 43(1), 
applicable to taxation years that end after February 21, 1994. The definition formerly 
read: 


“restricted farm loss” has the meaning assigned by subsection 31(1); 


“restricted financial institution” means 
(a) a bank, 
(b) a corporation licensed or otherwise authorized under the 


laws of Canada or a province to carry on in Canada the business 
of offering to the public its services as trustee, 


(c) a credit union, 
(d) an insurance corporation, 


(e€) a corporation whose principal business is the lending of 
money to persons with whom the corporation is dealing at arm’s 
length or the purchasing of debt obligations issued by such per- 
sons or a combination thereof, 


(e.1) a corporation described in paragraph (g) of the definition 
“financial institution” in subsection 181(1), or 


(f) a corporation that is controlled by one or more corporations 
described in any of paragraphs (a) to (e.1); 
Related Provisions: 131(10) — Mutual fund corporation or investment corpora- 
tion — election not to be restricted financial institution; 142.2(1)‘financial institu- 
tion” — Definition for mark-to-market and related rules; 256(6), (6.1) — Meaning of 
“controlled”. 


History: Para. (f) of the definition “restricted financial institution” in subsec. 248(1) 
amended, and para. (e.1) added, by 1999, c. 22, subsec. 80(4), applicable to taxation 
years that begin after 1998. Para. (f) formerly read: 


(f) a corporation that is controlled by one or more corporations described in any 
of paragraphs (a) to (e); 


Regulations: 8604 [to be repealed] (prescribed financial institutions). 


1.T. Technical News: 25 (Silicon Graphics case — dispersed control is not control). 
“retirement compensation arrangement” means a plan or ar- 
rangement under which contributions (other than payments made to 
acquire an interest in a life insurance policy) are made by an em- 
ployer or former employer of a taxpayer, or by a person with whom 
the employer or former employer does not deal at arm’s length, to 
another person or partnership (in this definition and in Part XI.3 
referred to as the “custodian’’) in connection with benefits that are 
to be or may be received or enjoyed by any person on, after or in 
contemplation of any substantial change in the services rendered by 
the taxpayer, the retirement of the taxpayer or the loss of an office 
or employment of the taxpayer, but does not include 


(a) a registered pension plan, 


(b) a disability or income maintenance insurance plan under a 
policy with an insurance corporation, 


(c) a deferred profit sharing plan, 

(d) an employees profit sharing plan, 

(e) a registered retirement savings plan, 

(f) an employee trust, 

(f.1) an employee life and health trust, 

(g) a group sickness or accident insurance plan, 

(h) a supplementary unemployment benefit plan, 

(i) a vacation pay trust described in paragraph 149(1)(y), 


1592 


Part XVII — Interpretation 


(j) a plan or arrangement established for the purpose of deferring 
the salary or wages of a professional athlete for his>4 services as 
such with a team that participates in.a league having regularly 
scheduled games (in this definition referred to as an “athlete’s 
plan”), where 


(i) the plan or arrangement would, but for paragraph (j) of the 
definition “salary deferral arrangement” in this subsection, be 
a Salary deferral. arrangement, and 


(11) in the case of a Canadian team, the custodian of the plan 
or atrangement carries on business through a fixed place of 
business in Canada and is licensed or otherwise authorized 
under the laws of Canada or a province to carry on in Canada 
the business of offering to the public its services as trustee, 


(k) a salary deferral arrangement, whether or not deferred 
amounts thereunder are required to be included as benefits under 
paragraph 6(1)(a) in computing a taxpayer’s income, 

(1) a plan or arrangement (other than an athlete’s plan) that is 
maintained primarily for the benefit of non-residents in respect 
of services rendered outside Canada, 


(m) an insurance policy, or 
(n) a prescribed plan or arrangement, 


and, for the purposes of this definition, where a particular person 
holds property in trust under an arrangement that, if the property 
were held by another person, would be a retirement compensation 
arrangement, the arrangement shall be deemed to be a retirement 
compensation arrangement of which the particular person is the 
custodian; 

Related Provisions: 8(1)(m.2) — Employee RCA contributions; 12(11) — Defini- 
tions — “investment contract’; 75(3)(a) — Reversionary trust rules do not apply to 
RCA; 94(1)“exempt foreign trust”(e) — RCA excluded from non-resident trust rules; 
118(8)(e), (f) — No pension income credit for income from RCA; 128.1(10)“excluded 
right or interest’(a)(ix) — No deemed disposition of right to RCA on emigration; 
207.6(2) — Life. insurance policies; 207.6(4) — Deemed contribution; 207.6(5) — 
Resident’s arrangement; 252.1(c), (d) — All branches of a union deemed to be a single 
employer. 

History: Para. (f.1) added to “retirement compensation arrangement’ by 2010, c. 25, 
subsec. 69(2), applicable after 2009. 

Regulations: 6802 (prescribed plan or arrangement). 

Interpretation Bulletins: IT-529: Flexible employee benefit programs. 

1.T. Technical News: 34 (retirement compensation arrangements). 

Advance Tax Rulings: ATR-45: Share appreciation rights plan. 


Forms: 1733: Application for an RCA account number; T4041: Retirement compen- 
sation arrangements guide. 


“retirement income fund” has the meaning assigned by subsection 
146.3(1); 


“retirement savings plan’ has the meaning assigned by subsection 
146(1); 


“retiring allowance” means an amount (other than a superannua- 
tion or pension benefit, an amount received as a consequence of the 
death of an employee or a benefit described in subparagraph 
6(1)(a)(iv)) received 
(a) on or after retirement of a taxpayer from an office or employ- 
ment in recognition of the taxpayer’s long service, or 


(b) in respect of a loss of an office or employment of a taxpayer, 
whether or not received as, on account or in lieu of payment of, 
damages or pursuant to an order or judgment of a competent 
tribunal, 


by the taxpayer or, after the taxpayer’s death, by a dependant or a 
relation of the taxpayer or by the legal representative of the 
taxpayer; 

Related Provisions: 56(1)(a)(ii) — Inclusion in income; 604.1) — Rollover of retir- 
ing allowance to RRSP; 60(0.1)(ii) — Deduction of legal expenses incurred to obtain 
retiring allowance; 128.1(10)“excluded right or interest”(d) — No deemed disposition 
of right to retiring allowance on emigration; 248(8) — Occurrences as a consequence 
of death. 


4should be “the athlete’s” — ed. 
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Selected Cases [subsec. 248(1)“retiring allowance”): Forest v. R., [2008] 3 
C.T.C. 394 (FCA) (Retiring allowance portion of payment computed by reference to 
payments made to other retiring employees); Fawkes v. R., [2004] 5 C.T.C. 2430 
(TCC) (“In respect of’ includes “in association with” loss of taxpayer’s position); 
Fostey v. R., [1999] 4 C.T.C. 2575 (TCC) (New employment so radically different 
from old that payment from old was regarded as retiring allowance); Schwartz v. Can- 
ada, [1996] 1 C.T.C. 303 (SCC) (Retiring allowance not related to employment which 
never started); Merrins v. Canada, [1995] 1 C.T.C. 111 (FCTD) (Amount received on 
settlement of grievance arising from lay-off was “retiring allowance”); Doyle v. R., 
[1983] C.T.C. 339 (FCTD).(No genuine retirement from office of director of wound-up 
company where its business transferred to another company and managed by same in- 
dividual as director of second company); Lorenzen v. R., [1981] C.T.C. 377 (FCTD) 
(Retiring allowance disallowed where former president/director of wound-up company 
continued to manage transferred business as president/director of transferee company). 


Interpretation Bulletins: IT-99R5: Legal and accounting fees; IT-337R4: Retiring 
allowances; IT-365R2: Damages, settlements and similar receipts; IT-508R: Death 
benefits. 


1.T. Technical News: 7 (retiring allowances); 19 (Retiring allowances — clarifica- 
tion to Interpretation Bulletin IT-337R3); 20 (retiring allowances — effect of re-em- 
ployment or employment with affiliate). 

Application Policies: SR&ED 2004-01: Retiring allowance. 


Advance Tax Rulings: ATR-12: Retiring allowance. 


“SIFT partnership” has the meaning assigned by section 197; 


Related Provisions: 96(1.11) — Effect of SIFT partnership distributions on part- 
ners; 197 — Part IX.1 on distributions by SIFT partnership; 197(8) — Application of 
definition from 2006-2010; Reg. 229 — SIFT partnership required to file information 
return. 


History: “SIFT partnership’ added by 2007, c. 29, s. 28, deemed to have come into 
force on October 31, 2006. 


“SIFT partnership balance-due day”’, in respect of a taxation year 
of a SIFT partnership, means the day on or before which the part- 
nership is required to file a return for the taxation year under section 
229 of the Income Tax Regulations; 


History: “SIFT partnership balance-due day” added by 2007, c. 29, s. 28, deemed to 
have come into force on October 31, 2006. 


“SIFT trust’ has the meaning assigned by section 122.1; 


Related Provisions: 104(16) — Treatment of SIFT trust distributions; 122.1(2) — 
Application of definition from 2006-2010. 


History: “SIFT trust” added by 2007, c. 29, s. 28, deemed to have come into force on 
October 31, 2006. 


“SIFT trust wind-up event” means a distribution by a particular 
trust resident in Canada of property to a taxpayer in respect of 
which the following conditions are met: 

(a) the distribution occurs before 2013, 


(b) there is a resulting disposition of all of the taxpayer’s interest 
as a beneficiary under the particular trust, 


(c) the particular trust is 
(i) a SIFT wind-up entity, 


(1i) a trust whose only beneficiary throughout the period (re- 
ferred to in this definition as the “qualifying period”) that be- 
gins on July 14, 2008 and that ends at the time of the distri- 
bution is another trust that throughout the qualifying period 


(A) is resident in Canada, and 
(B) is a SIFT wind-up entity or a trust described by this 
subparagraph, or 
(iii) a trust whose only beneficiary at the time of distribution 
is another trust that throughout the qualifying period 
(A) is resident in Canada, 
(B) is a SIFT wind-up entity or a trust described by sub- 
paragraph (ii), and 
(C) is a majority interest beneficiary (within the meaning 
that would be assigned by section 251.1 if the references 
in the definition “majority interest beneficiary” in subsec- 


tion 251.1(3) to “50%”’ were read as references to “25%”’) 
of the particular trust, 
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(d) the particular trust ceases to exist immediately after the dis- 
tribution or immediately after the last of a series of SIFT trust 
wind-up events (determined without reference to this paragraph) 
of the particular trust that includes the distribution, and 


(e) the property was not acquired by the particular trust as a Te- 
sult of a transfer or an exchange 


(i) that is 
(A) a “qualifying exchange” as defined in subsection 
132.2(1) or a “qualifying disposition” as defined in sub- 
section 107.4(1), 
(B) made after February 2, 2009, and 
(C) from any person other than a SIFT wind-up entity, or 


(ii) to which any of sections 51, 85, 85.1, 86, 87, 88, 107.4.0r 
132.2 applies, of another property acquired. as a result. ofa 
transfer or an exchange described by subparagraph (i) or this 
subparagraph; 

Related Provisions: 80.01(5.1) — Debt settlement on wind-up event; 107(2) — 


Exclusion from regular trust rollout; 107(3), (3.1) — Rollout of assets,to beneficiaries; 
256(7)(f) — Acquiring control of corporation. 


History: “SIFT trust wind-up event’ added to subsec. 248(1) by 2009, c. 2, subsec. 
76(4), applicable after December 19,.2007. 


“SIFT wind-up corporation’’, in respect of a SIFT wind-up entity, 
means at any particular time a corporation 


(a) that, at any time that is after July 13, 2008 and before the 
earlier of the particular time and January 1, 2013, owns all of the 
equity in the SIFT wind-up entity, or 


(b) shares of the capital stock of which are at or pefera the par- 
ticular time distributed on a SIFT trust wind-up event of the 
SIFT wind-up entity; 
Related Provisions: 54“superficial loss”(j) — Deemed identical property for super- 
ficial-loss rule; 80.01(5.1) — Debt settlement on wind-up event; 87(2)(s.1) — Amalga- 
mation — continuing corporation; 107(2)— Exclusion from regular trust rollout; 
107(3), (3.1) — Rollout of assets to beneficiaries; 256(7)(f) — Acquiring control of 
corporation. See also under 248(1)“SIFT wind-up entity”. 


History: “SIFT wind-up corporation” added to subsec. 248(1) by 2009, c. 2, subsec. 
76(4), applicable after December 19, 2007. 


“SIFT wind-up entity” means a trust or partnership that at any 
time in the period that began on October 31, 2006 and that ends on 
July 14, 2008 is 


(a) a SIFT trust (determined without reference to subsection 
122,142)), 


(b) a SIFT partnership (determined without releteiice to subsec- 
tion 197(8)), or 


(c) a real estate investment trust (as defined in. subsection 
122.1(1)); 
Related Provisions: 7(1.4)(b)(vi) — Exchange of employee stock options; 54“su- 
perficial loss’(j) — Deemed identical property for superficial-loss rule; 80.01(5.1) — 
Deemed settlement of debt; 85.1(7), (8) — Rollover on exchange for shares before 
2013; 88.1 — Wind-up into corporation before 2013; 107(3.1) — Rollout of assets to 
beneficiaries before 2013. 


History: “SIFT wind-up entity” added to subsec. 248(1) by 2009, c. 2, subsec. 76(4), 
applicable after December 19, 2007. 


“SIFT wind-up entity equity”, or equity in a SIFT wind-up entity, 
means 


(a) if the SIFT wind-up entity is a trust, a capital interest (deter- 
mined without reference to subsection (25)) in the trust, and 


(b) if the SIFT wind-up entity is a partnership, an interest as a 
member of the partnership where, by operation of any law gov- 
erning the arrangement in respect of the partnership, the liability 
of the member as a member of the partnership is limited, 


except that if all of the interests described in paragraph (a) or (b), as 
the case may be, in the SIFT wind-up entity are described by refer- 
ence to units, it means the part of the interest represented by such a 
unit; 

Related Provisions: 116(6)(b)(ii)(B) — No section 116 certificate needed on dispo- 
sition by non-resident. See also under 248(1)“SIFT wind-up entity”. 
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History: “SIFT wind-up entity equity” added to subsec. 248(1) by 2009, ¢. 2, subsec. 
76(4), applicable after December 19, 2007. 


“salary deferral arrangement”, in respect of a taxpayer, means a 
plan or arrangement, whether funded or not, under which any per- 
son has a right in a taxation year to receive an amount after the year 
where it is reasonable to consider that one of the main purposes for 
the creation or existence of the right is to postpone tax payable 
under this Act by the taxpayer in respect of an amount that is, or is 
on account or in lieu of, salary or wages of the taxpayer for services 
rendered by the taxpayer in the year or a preceding taxation year 
(including such a right that is subject to one or more conditions un- 
less there is a substantial risk that any one of those conditions will 
not be satisfied), but does not include 


(a) a registered pension plan, 


(b) a disability or income maintenance insurance plan under a 
policy with an insurance corporation, 


(c) a deferred profit sharing plan, 

(d) an employees profit sharing plan, 

(e) an employee trust, 

(e.1) an employee life and health trust, 

(f) a group sickness or accident insurance plan, 

(g) a supplementary unemployment benefit plan, 

(h) a vacation pay trust described in paragraph. 149(1)(y), 


(i) a plan or arrangement the sole purpose of which is to provide 
education or training for employees of an employer to improve 
their work or work-related skills and abilities, 


(j) a plan or arrangement established for the purpose of deferring 
the salary or wages of a professional athlete for the services of 
the athlete as such with a team that participates in a league hav- 
ing regularly scheduled games, | 


(k) a plan or arrangement under which a taxpayer has a right to 
receive a bonus or similar payment in respect of services ren- 
dered by the taxpayer in a taxation year to be paid within 3 years 
following the end of the year, or 


(1) a prescribed plan or arrangement; 


Related Provisions: 6(1)(i) — Income inclusion on payment from SDA; 6(11) — 
Income inclusion on having right to payment from SDA; 12(11) — Definitions — “in- 
vestment contract”; 56(1)(w)—JIncome inclusion on payment from SDA; 
128.1(10)“excluded right or interest’’(a)(vii), (b) — No deemed disposition of right to 
SDA on emigration. 


History: Para. (e.1) added to “salary deferral arrangement” by 2010, ¢. 25, subsec. 
69(3), applicable after 2009. 

Regulations: 6801 (prescribed plan or arrangement). 

Interpretation Bulletins: IT-109R2: Unpaid amounts; IT-168R3: Athletes and Bo 
ers employed by football, hockey and similar clubs; IT-529: Flexible employee, benefit 
programs. 

1.T. Technical News: 7 (salary deferral arrangement — paragraph (k)). 


Advance Tax Rulings: ATR-39: Self-funded leave of absence; ATR-45: Share 
appreciation rights plan; ATR-64: Phantom stock award plan. 


“salary or wages”, except in sections 5 and 63. and. the definition 
“death benefit” in this subsection, means the income of a taxpayer 
from an office or employment as computed under subdivision a of 
Division B of Part I and includes all fees received for services not 
rendered in the course of the taxpayer’s business but does not in- 
clude superannuation or pension benefits or retiring allowances; 
Related Provisions: Reg. 2900(9) — Exclusions from 
SR&ED prescribed proxy amount. 

Interpretation Bulletins: IT-99R5: Legal and accounting fees. © 


Application Policies: SR&ED 96-06: Directly undertaking, supervising or support- 
ing v. “directly engaged” SR&ED salary and wages. 


“salary or wages” for 


“scientific research and experimental development” means sys- 
tematic investigation or search that is carried out in a field of sci- 
ence or technology by means of experiment or analysis and that is 

(a) basic research, namely, work undertaken for the advance- 


ment of scientific knowledge without a specific practical appli- 
cation in view, 
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(b) applied research, namely, work undertaken for the advance- 
ment of scientific knowledge with a specific practical applica- 
tion in view, or 


(c) experimental development, namely, work undertaken for the 
purpose of achieving technological advancement for the purpose 
of creating new, or improving existing, materials, devices, prod- 
ucts or processes, including incremental improvements thereto, 


and, in applying this definition in respect of a taxpayer, includes 


(d) work undertaken by or on behalf of the taxpayer with respect 
to engineering, design, operations research, mathematical analy- 
sis, computer programming, data collection, testing or psycho- 
logical research, where the work is commensurate with the 
needs, and direttly in support, of work described in paragraph 
(a), (b), or (c), that is undertaken in Canada by or on behalf of the 
taxpayer, 


but does not include work with respect to 
(e) market research or sales promotion, 


(f) quality control or routine testing of materials, devices, prod- 
ucts or processes, 


(g) research in the social sciences or the humanities, 


(h) prospecting, exploring or drilling for, or producing, minerals, 
petroleum or natural gas, 


(i) the commercial production of a new or improved material, 
device or product or the commercial use of a new or improved 
process, 


(j) style changes, or 
(k) routine data collection; 


Related Provisions: 37(1) — SR&ED expenditures deductible; 37(3) — CRA may 
obtain advice from certain sources as to whether an activity is SR&ED; 37(8) — 
Amounts deemed not to be expenditures on SR&ED; 37(13) — Linked work deemed 
to be SR&ED; 127(9)“SR&ED qualified expenditure pool” — Investment tax credits. 


History: The definition “scientific research and experimental development” amended 
by 1998, c. 19, subsec. 239(1), applicable to work performed by a taxpayer after Febru- 
ary 27, 1995 except that, for the purposes of paras. 149(1)(j) and (8)(b), that definition 
does not apply to work performed pursuant to an agreement in writing made by the 
taxpayer before February 28, 1995. The definition formerly read: 


“scientific research and experimental development” has the meaning assigned by 
regulation; 


For discussion of what qualifies as SR&ED, see Northwest Hydraulic Consultants Ltd., 
[1998] 3 C.T.C. 2520 (TCC). 


The definition “scientific research and experimental development’ added by: 1996, c. 
21, subsec. 60(2), applicable to work performed after February 27, 1995 except that, 
for the purposes of paras. 149(1)(j) and (8)(b), that definition does not apply to work 
performed pursuant to an agreement in writing entered into before February 28, 1995. 


Selected Cases [subsec. 248(1)“SR&ED”]: Northwest Hydraulic Consultants 
Ltd. v. R., [1998] 3 C.T.C. 2520 (TCC) (Court approved criteria in IC 86-4R3 as indic- 
ative of SR&ED). | 


Regulations: 2900 (meaning of “scientific research and experimental development” 
(no longer applicable now that the full definition is in the Act). 


Information Circulars: 86-4R2 Supplement 1: Automotive industry application pa- 
per; 86-4R2 Supplement 2: Aerospace industry application paper; 86-4R3: Scientific 
research and experimental development; 94-1: Plastics industry application paper; 94- 
2: Machinery and equipment industry application paper; 97-1: Administrative guide- 
lines for software development. 


Application Policies: SR&ED 94-03: Testing activities on new substances required 
by the Canadian Protection Act (CEPA); SR&ED 95-01R: Linked activities — Reg. 
2900(1)(d); SR&ED 95-02: Science eligibility guidelines for the oil and gas mining 
industries; SR&ED 95-03: Claims for ISO 9000 registration; SR&ED 95-04R: Conflict 
of interest with regard to. outside consultants; SR&ED 96-02: Tests and studies re- 
quired to meet requirements in regulated industries; SR&ED 96-08: Eligibility of the 
preparation of new drug submissions; SR&ED 96-09R: Eligibility of Clinical Research 
in the Pharmaceutical Industry; SR&ED 2001-02: Multinational clinical trials, SR&ED 
2002-02R2: Experimental production and commercial production with experimental 
development work — allowable SR&ED expenditures; SR&ED 2004-03: Prototypes, 
Pilot Plants/Commercial Plants, Custom Products and Commercial Assets. 


Forms: T2 SCH 301: Newfoundland and Labrador research and development tax 
credit; T2 SCH 340: Nova Scotia research and development tax credit; T2 SCH 380: 
Manitoba research and development tax credit; T2 SCH 403: Saskatchewan research 
and development tax credit; T661: Claim for SR&ED in Canada; T1263: Third-party 
payments for SR&ED; T4088: Claiming scientific research and experimental develop- 
ment expenditures — guide to form T661. 
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“scientific research and experimental development financing 
contract” has the meaning assigned by subsection 194(6); 


Origin of “scientific research and experimental development financing 
contract”: R.S.C. 1985, c. 1 (Sth Supp.). (Formerly included in subsec. 194(6).) 


“scientific research and experimental development tax credit’’ 
of a taxpayer for a taxation year has the meaning assigned by sub- 
section 127.3(2); 


Origin of “scientific research and experimental development tax credit”: 
R.S.C. 1985, c. 1 (Sth Supp.). (Formerly included in subsec. 127.3(2).) 


“securities lending arrangement” has the meaning. assigned by 
subsection 260(1); 


History: The definition “securities lending arrangement” added to subsec. 248(1) by 
1994, c. 21, subsec. 109(6), applicable to 1993 et seq. 


“self-contained domestic establishment” means a dwelling-house, 
apartment or other similar place of residence in which place a per- 
son as a general rule sleeps and eats; 

Interpretation Bulletins: IT-91R4: Employment at special work sites or remote 


work locations; IT-352R2: Employee’s expenses, including work space in home ex- 
penses; IT-513R: Personal tax credits. 


“separation agreement” includes an agreement by which a person 
agrees to make payments on a periodic basis for the maintenance of 
a former spouse or common-law partner, children of the marriage or 
common-law partnership or both the former spouse or common-law 
partner and children of the marriage or common-law partnership, 
after the marriage or common-law partnership has been dissolved 
whether the agreement was made before or after the marriage or 
common-law partnership was dissolved; 

History: The definition “separation agreement” in subsec. 248(1) amended by 2000, c. 
12, Sch. 2, s. 1, to replace “spouse” with “spouse or common-law partner’, and by Sch. 
2, Ss. 9, to replace “marriage” with “marriage or common-law partnership”, applicable 
to 2001 et seq., in force July 31, 2000. See also the transitional rules reproduced in the 
History to 248(1)“common-law partner”. 


“servant” — [See under “employment’.] 


“share” means a share or fraction of a share of the capital stock of 
a corporation and, for greater certainty, a share of the capital stock 
of a corporation includes a share of the capital of a cooperative cor- 
poration (within the meaning assigned by subsection 136(2)) and a 
share of the capital of a credit union; 


“share sis oe es it apie 


Related Provisions: 132.2(1)“share” — Definition of ‘‘share” for mutual fund cor- 
poration rollovers; 132.2(2) [to be repealed], 132.2(1) [draft] — Definition of “share” 
for mutual fund corporation rollovers; 142.2(1)“mark-to-market property”(a), 142.5 — 
Mark-to-market rules for financial institutions. 


History: “Share” substituted by 1994, c. 7, Sch. II (1991, c.'49), subsec. 192(1), appli- 
cable after 1988. “Share” formerly read: 


“share” means a share or fraction thereof of the capital stock of a corporation; 


Interpretation Bulletins: IT-116R3: Rights to buy additional shares; IT-392: Mean- 
ing of the term “share”. 


Advance Tax Rulings: ATR-26: Share exchange. 


“shareholder” includes a member or other person entitled to re- 
ceive payment of a dividend; 
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Interpretation Bulletins: IT-116R3: Rights to buy additional shares; IT-432R2: 
Benefits conferred on shareholders. 


one of the main purposes of which was to avoid or limit the 
application of Part IV.1 or VI.1, 


“share-purchase tax credit” of a taxpayer for a taxation year has | and, for the purposes of this definition, 


the meaning assigned by subsection 127.2(6); 


“short-term preferred share” of a corporation at any particular 
time means a share, other than a grandfathered share, of the capital 
stock of the corporation issued after December 15, 1987 that at that 
particular time 


(a) is a share where, under the terms and conditions of the share, 
any agreement relating to the share or any modification of those 
terms and conditions or that agreement, the corporation or a 
specified person in relation to the corporation is or may, at any 
time within 5 years after the date of its issue, be required to re- 
deem, acquire or cancel, in whole or in part, the share (unless 
the requirement to redeem, acquire or cancel the share arises 
only in the event of the death of the shareholder or by reason 
only of a right to convert or exchange the share) or to reduce the 
paid-up capital of the share, and for the purposes of this 
paragraph 


(i) an agreement in respect of a share of the capital stock of a 
corporation shall be read without reference to that part of the 
agreement under which a person agrees to acquire the share 
for an amount 


(A) in the case of a share (other than a share that would, 
but for that part of the agreement, be a taxable preferred 
share) the agreement in respect of which provides that the 
share is to be acquired within 60 days after the day on 
which the agreement was entered into, that does. not ex- 
ceed the greater of the fair market value of the share at the 
time the agreement was entered into, determined without 
reference to the agreement, and the fair market value of 
the share at the time of the acquisition, determined with- 
out reference to the agreement, or 


(B) that does not exceed the fair market value of the share 
at the time of the acquisition, determined without refer- 
ence to the agreement, or for an amount determined by 
reference to the assets or earnings of the corporation 
where that determination may reasonably be considered 
to be used to determine an amount that does not exceed 
the fair market value of the share at the time of the acqui- 
sition, determined without reference to the agreement, 
and 


(ii) “shareholder” includes a shareholder of a shareholder, or 


(b) is a share that is convertible or exchangeable at any time 
within 5 years from the date of its issue, unless 


(i) it is convertible into or exchangeable for 


(A) another share of the corporation or a corporation re- 
lated to the corporation that, if issued, would not be a 
short-term preferred share, 


(B) a right or warrant that, if exercised, would allow the 
person exercising it to acquire only a share of the corpora- 
tion or a corporation related to the corporation that, if is- 
sued, would not be a short-term preferred share, or 


(C) both a share described in clause (A) and a right or 
warrant described in clause (B), and 


(ii) all the consideration receivable for the share on the con- 
version or exchange is the share described in clause (i)(A) or 
the right or warrant described in clause (1)(B) or both, as the 
case may be, and for the purposes of this subparagraph, 
where a taxpayer may become entitled on the conversion or 
exchange of a share to receive any particular consideration 
(other than consideration described in any of clauses (i)(A) to 
(C)) in lieu of a fraction of a share, the particular considera- 
tion shall be deemed not to be consideration unless it may 
reasonably be considered that the particular consideration 
was receivable as part of a series of transactions or events 
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(c) where at any particular time after December 15, 1987, other- 
wise than pursuant to a written arrangement to do so entered into 
before December 16, 1987, the terms or conditions of a share of 
the capital stock of a corporation that are relevant to any matter 
referred to in any of paragraphs (a), (b), (f) and (h) are estab- 
lished or modified, or any agreement in respect of any such mat- 
ter to which the corporation or a specified person in relation to 
the corporation is a party, is changed or entered into, the share 
shall be deemed after that particular time to have been issued at 
that particular time, 


(d) where at any particular time after December 15, 1987 a par- 
ticular share of the capital stock of a corporation has been issued 
or its terms or conditions have been modified or an agreement in 
respect of the share is modified or entered into, and it may rea- 
sonably be considered, having regard to all the circumstances, 
including the rate of interest on any debt obligation or the divi- 
dend provided on any short-term preferred share, that 


(i) but for the existence at any time of such a debt obligation 
or such a short-term preferred share, the particular share 
would not have been issued or its terms or conditions modi- 
fied or the agreement in respect of the share would not have 
been modified or entered into, and 


(ii) one of the main purposes for the issue of the particular 
share or the modification of its terms or conditions or the 
modification or entering into the agreement in respect of the 
share was to avoid or limit the tax payable under subsection 
191.1(1), 


the particular share shall be deemed after that particular time to 
have been issued at that particular time and to be a short-term 
preferred share of the corporation, 


(e) where at any particular time after December 15, 1987, other- 
wise than pursuant to a written arrangement to do so entered into 
before December 16, 1987, the terms or conditions of a share of 
the capital stock of a corporation are modified or established or 
any agreement in respect of the share has been changed or en- 
tered into, and as a consequence thereof the corporation or a 
specified person in relation to the corporation may reasonably be 
expected to redeem, acquire or cancel (otherwise than by reason 
of the death of the shareholder or by reason only of a right to 
convert or exchange the share that would not cause the share to 
be a short-term preferred share by reason of paragraph (b)), in 
whole or in part, the share, or to reduce its paid-up capital, 
within 5 years from the particular time, the share, shall be 
deemed to have been issued at that particular time and to, be a 
short-term preferred share of the corporation after the particular 
time until the time that such reasonable expectation ceases to 
exist and, for the purposes of this paragraph, 


(i) an agreement in respect of a share of the capital stock of a 
corporation shall be read without reference to that part of the 
agreement under which a person agrees to acquire the share 
for an amount 


(A) in the case of a share (other than a share that would, 
but for that part of the agreement, be a taxable preferred 
share) the agreement in respect of which provides that the 
share is to be acquired within 60 days’ after the day on 
which the agreement was entered into, that does not ex- 
ceed the greater of the fair market value of the share at the 
time the agreement was entered into, determined without 
reference to the agreement, and the fair market value of 
the share at the time of the acquisition, determined with- 
out reference to the agreement, or 


(B) that does not exceed the fair market value of the share 
at the time of the acquisition, determined without refer- 
ence to the agreement, or for an amount determined by 
reference to the assets or earnings of the corporation 
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where that determination may reasonably be considered 
to be used to determine an amount that does not exceed 
the fair market value of the share at the time of the acqui- 
sition, determined without reference to the agreement, 
and 


(ii) “shareholder” includes a. shareholder of a shareholder, 


(f) where a share of the capital stock of a corporation was issued 
after December 15, 1987 and at the time the share was issued the 
existence of the corporation was, or there was an arrangement 
under which it could be, limited to a period that was within 5 
years from the date of its issue, the share shall be deemed to be a 
short-term preferred share of the corporation unless the share is 
a grandfathered share and the arrangement is a written arrange- 
ment entered into. before December 16, 1987, 


(g) where a share of the capital stock of a corporation is acquired 
at any time after December 15, 1987 by the corporation or a 
specified person in relation to the corporation and the share is at 
any particular time after that time acquired by a person with 
whom the corporation or a specified person in relation to the 
corporation was dealing at arm’s length if this Act were read 
without reference to paragraph 251(5)(b), from the corporation 
or a specified person in relation to the corporation, the share 
shall be deemed after that particular time to. have been issued at 
that particular time, 


(h). where at any particular time after December 15, 1987, other- 

- wise than pursuant to. a written arrangement to do so entered into 
before December 16, 1987, as a result of the terms or conditions 
of a share of the capital stock of a corporation, or any agreement 
entered into by the corporation or a specified person in relation 
to the corporation, any person (other than the corporation or an 
individual other than a trust) was obligated, either absolutely or 
contingently and either immediately or in the future, to effect 
any undertaking within 5 years after the day on which the share 
was issued (in this paragraph referred to as a “guarantee agree- 
ment’) including any ‘guarantee, covenant or agreement to 
purchase or repurchase the share, and including the lending of 
funds or the placing of amounts on deposit with, or on behalf of 
the shareholder or a specified person in relation to the share- 
holder given 


(1) to ensure that any loss that the shareholder or a specified 
person in relation to the shareholder may sustain, by reason 
of the ownership, holding or disposition of the share or any 
other property is limited in any respect, and 


(ii) as part of a transaction or event or series of transactions 
or events that included the issuance of the share, 


the share shall be deemed after that particular time to have been 
issued at the particular time and to be at and immediately after 
the particular time a short-term preferred share, and for the pur- 
poses of this paragraph, where a guarantee agreement in respect 
of a share is given at any particular time after December 15, 
1987, otherwise than pursuant to a written arrangement to do so 
entered into before December 16, 1987, the share shall be 
deemed to have been issued at the particular time and the guar- 
antee agreement shall be deemed to have been given as part of a 
series of transactions that included the issuance, of the share, 


(i) a share that is, at the time a dividend is paid thereon, a share 
described in paragraph (e) of the definition “term preferred 


share” in this:subsection during the applicable time period re- 
ferred to in that paragraph or a prescribed share shall, notwith- 
standing any other provision of this definition, be deemed not to 
be a short-term preferred share at that time, and 

(j) “specified person” has the meaning assigned by paragraph (h) 
of the definition “taxable sos share’. in this subsection; 


Mr, Ail Ranger, Fasken M Hin i 
Dear Mr. Ranger: 


S.248(1) sma 


aragraph (f) of the definition of 
1 a see Act. That = 


rules. Geen we 
at such an amendment be 


Related Provisions: 87(4.2) — Amalgamation; 248(10) — Series of transactions. 
Regulations: 6201(8) (prescribed shares). 
Advance Tax Rulings: ATR-46: Financial difficulty. 


“SIFT partnership’, “SIFT trust” — 
tries above. | 


[See at beginning of ‘s’ en- 


“small business bond” has the meaning assigned by section 15.2; 


“small business corporation’, at any particular time, means, sub- 
ject to subsection 110.6(15), a particular corporation that is a Cana- 
dian-controlled private corporation all or substantially all of the fair 
market value of the assets of which at that time is attributable to 
assets that are 


(a) used principally in an active business carried on primarily in 
Canada by the particular corporation or by a corporation related 
to it, 


‘(b) shares of the capital stock or indebtedness of one or more 
small business corporations that are at that time connected with 
the particular corporation. (within the meaning. of subsection 
186(4) on the assumption that the small business corporation is 
at that time a “payer corporation” within the meaning of that 
subsection), or 


(c) assets described in paragraphs (a) and (b), 


including, for the purpose of paragraph 39(1)(c), a corporation that 
was at any time in the 12 months preceding that time a small busi- 
ness corporation, and, for the purpose of this definition, the fair 
market value of a net income stabilization account shall be deemed 
to be nil; 
Related Provisions: 110.6(2.1) — Capital gains deduction — qualified small busi- 
ness corporation shares; 110.6(14)(b) — Interpretation rule for capital gains exemption 
purposes; 110.6(15) — Value of assets of corporation; 136(1)— Whether cooperative 
corporation can be a small business corporation; 137(7) — Whether credit union can be 
a small business corporation; 186(7) — Interpretation of “connected” for para. (b). 
History: That portion of “small business corporation” following para. (c) amended by 
1994, c. 7, Sch. VII (1993, c. 24), subsec. 139(5), applicable to 1991 et seg. That 
portion formerly read: 

and, for the purposes of paragraph 39(1)(c), includes a corporation that was at 

any time in the 12 months preceding that time a small business corporation; 
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All that portion of “small business corporation” preceding para. (c) substituted by 
1994, c. 7, Sch. Il (1991, c. 49), subsecs. 192(10), (11), paras. (a), (b) applicable to 
1988 et seq., and that portion preceding para. (a) applicable after June 17, 1987, except 
before September 14, 1988 it shall be read as follows: 


“small business corporation” at any particular time means, subject to subsection 
110.6(15), a particular corporation that is a Canadian-controlled private corpora- 
tion all or substantially all of the assets of which were at that time 


That portion of the definition formerly read: 


“small business corporation” at any particular time means a particular corpora- 
tion that is a Canadian-controlled private corporation all or substantially all of 
the fair market value of the assets of which at that time was attributable to assets 
that were 

(a) used in an active business carried on primarily in Canada by the particular 
corporation or by a corporation related to it, 

(b) shares of the capital stock of one or more small business corporations that 
were at that time connected. with the particular corporation (within the meaning 
of subsection 186(4) on the assumption that the small business corporation was, 
at that.time a “payer corporation” within the meaning of that subsection) or a. 
bond, debenture, bill, note, mortgage or similar obligation issued by such a con- 
nected corporation, or 


Interpretation Bulletins: IT-268R3: Inter vives transfer of farm property to child; 
IT-320R3: Qualified investments — Trusts governed by RRSPs, RESPs and. RRIFs; 
IT-484R2: Business investment losses. 

CRA Audit Manual: 29.3.0: Business investment losses. 


Advance Tax Rulings: ATR-S53: Purification of a’small business corporation; ATR- 
55: Amalgamation followed by sale of shares. 


“small business development bond” has the meaning assigned by 
section 15.1; 


“specified employee” of a person means an employee of the person 
who is a specified shareholder of the person or who does not deal at 
arm’s length with the person; 

Related Provisions: 15(2.7) — Meaning of specified employee of a partnership for 


purpose of shareholder appropriations and loans; 144.1(1)“key employee” — Specified 
employee is “key employee” for employee life and health trust rules. 


History: The definition “specified employee” added to subsec. 248(1) by 1994, c. 8, s. 
32, applicable to taxation years ending after December 2, 1992: 


“specified financial institution’’, at any time, means 
(a) a bank, 


(b) a corporation licensed or otherwise. authorized under the 
laws of Canada or a province to carry on in Canada the business 
of offering to the public its services as trustee, 


(c) a credit union, 
(d) an insurance corporation, 


(e) a corporation whose principal business is the lending’ of 
money to:persons with whom the corporation is dealing at arm’s 
length or the purchasing of debt obligations issued by such per- 
sons or a combination thereof, 


(e.1) a corporation described in paragraph (g) of the definition 
“financial institution” in subsection, 181(1), 


(f) a corporation that is controlled by one or more corporations 
described in any of paragraphs (a) to (e.1) and, for the purpose 
of this paragraph, one corporation is controlled by another cor- 
poration if more than 50% of its issued share capital (having full 
voting rights under all circumstances) belongs to the other cor- 
poration, to persons with whom the other corporation does not 
deal at arm’s length, or to the other corporation and persons with 
whom the other corporation does not deal at arm’s length, or 


(g) a corporation. that is related to a particular corporation de- 
scribed in any of paragraphs (a) to (f), other than a particular 
corporation described in paragraph (e) or (e.1) the principal bus- 
iness of which is the factoring of trade accounts receivable that 

(i) the particular corporation acquired from a related person, 


(ii) arose in the course of an active business carried on by a 
person (in this paragraph referred to as the “business entity’’) 
related at that time to the particular corporation, and 


(iii) at no particular time before that time were held by a per- 
son other than a person who was.related to the business 
entity; 


Income Tax Act 


Related Provisions: 248(14) — Related. corporations; 256(6), (6.1) — Meaning of 
“controlled”. 

History: The opening words of the definition “specified financial institution” in sub- 
sec. 248(1) and paras. (f) and (g) of the definition amended, and para. (e.1) added, by 
1999, c. 22, subsecs. 80(5), (6), applicable for the purpose of determining the status of 
a particular corporation as a specified financial institution, for all purposes of the Act, 
for taxation years of the particular corporation that begin after 1998. The opening 
words and paras. (e) and (f) formerly read: 


“specified financial institution” means 


(f) a corporation that is controlled by one or more corporations described in 
any of paragraphs (a) to (e) and for the purposes of this paragraph, one, cor- 
poration is controlled by another corporation if more than 50% of its issued 
share capital (having full voting rights under all circumstances) belongs to 
the other corporation, to petsons with whom the other corporation does not 
deal at arm’s length, orto the other corporation and persons with whom the 
other corporation does not.deal at arm’s length, or 


(g) a corporation related to a corporation described in any of paragraphs (a) 
to (f); 
Regulations: 8604 [to be repealed] (prescribed financial institutions). 


“specified future tax consequence” for a taxation year means 


(a) the consequence of the deduction or exclusion of an amount 
referred to in paragraph 161(7)(a), 


(b) the consequence of a reduction under subsection 66(12.73) 
of a particular amount purported to be renounced by a corpora- 
tion after the’ beginning of the year to a person or partnership 
under subsection 66(12.6) or (12.601) because of the application 
of subsection 66(12.66), determined as if the purported renunci- 
ation would; but for subsection 66(12.73), have been effective 
only where 


(i) the purported renunciation occurred in January, February 
or March of a calendar year, 


(ii) the effective date of the purported renunciation was the 
last day of the preceding calendar year, 


(iii) the corporation agreed in that preceding calendar year to 
issue a flow-th[r]ough share to the person or partnership, 


(iv) the particular amount does not exceed the amount, if any, 
by which the consideration for which the share is to be issued 
exceeds the total of all other amounts purported by the corpo- 
ration to have been renounced under subsection 66(12.6) or 
(12.601) in respect of that consideration, 


(v) paragraphs 66(12.66)(c) and (d) are satisfied with respect 
to the.purported renunciation, and 


(vi) the form. prescribed for the purpose of subsection 
66(12.7) in respect of the purported renunciation is filed with 
the Minister before May of the calendar year; and 


(c) the consequence of an adjustment or a reduction described in 
subsection 161(6.1); 


Related Provisions: 89(1)‘general: rate income pool”A, K — Specified future tax 
consequence (SFTC) ignored in determining eligible dividends for high dividend tax 
crédit; 127(10.2)A — Effect of SFTC on investment tax credits; 156.1(1.1), (1.2), 
157(2.1)(a), 161(4)(a), 161(4.01)(a), 161(4.1)(a) — Effect of SFTC on instalment obli-, 
gations and instalment interest; 161(6.2) — Flow-through share renunciations and one- 
year look-back — effect of SFTC on interest; 162(11) — Effect of SFTC on penalties. 


History: Para. (c) added to the definition “specified future tax consequence” in subsec. 
248(1) by,1999,.c. 22, subsec. 80(7), applicable to 1998 et seq. 


The definition “specified future tax consequence” added to subsec. 248(1) by 1997, c. 
25, subsec: 71(3), applicable to 1996 et seq.; and, for greater certainty, for taxation 
years that ended before 1996, there are: deemed to be no specified future tax 
consequences. 


“specified individual” has the meaning assigned by subsection 
120.4(1); 


History: The definition “specified individual” added to subsec. 248(1) by 2000, c. 19, 
subsec. 67(1), applicable to 2000 et seq. 


“specified investment business’’ has the meaning assigned by sub- 
section 125(7); 
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“specified member” of a partnership in a fiscal period or taxation 
year of the partnership, as the case may be, means 


(a) any member of the partnership who is a limited partner 
(within the meaning assigned by subsection 96(2.4)) of the part- 
nership at any time in the period or year, and 


(b) any member of the partnership, other than a member who is 
(i) actively engaged in those activities of the partnership bus- 


iness that are other than the financing of the partnership busi- 
ness, Or 


(ii) carrying on a similar business as that carried on by the 
partnership in its taxation year, otherwise than as a member 
of a partnership, 


on a regular, continuous and substantial basis throughout that 
part of the period or year during which the business of the part- 
nership is ordinarily carried on and during which the member is 
a member of the partnership; 

Related Provisions: 40(3.131), 127.52(2.1) — Anti-avoidance. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


oHles ences Addition. —_ eacethapec ned pension plan” 


Technical Notes: Rybsection 248(1) defines a eke of terms ‘hal apply eas, 
purposes of the” Act, Subsection 2481), is amended by adding a new definition, 


The Honourable Jim en Canada’ s Minister of Finance, heidelee 4 wi 
Honourable Ken Krawetz, Saskatchewan’s Deputy Premier and Minister of Finance, — 
today released draft legislative amendments to accommodate changes to the Sas- — 
katchewan Pension Pla utlined by the Government of Saskatchewa ue its 2010 
budget. . y 


“Saving for retirement is an innunan phere for Canadian fanibies," es Minister 
Flaherty. “We are continuing to move forward to provide greater flexibility and op- — 
portunity to achieve this goal. The Government of Saskatchewan's proposed changes — 
to the Saskatchewan Pension Plan are consistent with these objectives. ecordingly, 
I am proposing changes to the Income Tax Act to accommodate Se S 
Proposals.” - : 
“We are very pleased tha tt 
crease the contribution limit,” said Minister Krawetz, “Plan, Participants Fegie 
this change and we are responding,” 
The Saskatchewan Pension Plan is a voluntary defined contribution pension plan’es- 
tablished by the Government of Saskatchewan. It offers an alternative for small busi- 
nesses that do not offer their own pension plans, provides cost-effective professional 
investment management of retirement sayings, ¢ and allows employees full ape 
of pension savings between employers. 


1e federal aici hae wo fo our request to in- : 


iy | 


The amendments proposed today to the Income Tax Act accommodate an increase in 
the annual contribution limit to the Saskatchewan Pension Plan to $2,500 from $600, 
and align its tax treatment with that of other tax-assisted reti ment savings vehicles. 
These changes will ensure that Saskatchewan Pension Plan members benefit from 
additional features of the Registered Retirement Savings Plan and Registered Pension ~ 
Plan rules that were not previously available to them. The ~~ make will” 


apply to 2010 and subsequent taxation years, 


The Government of Saskatchewan is simultaneously: proceeding with. hiasbditents to. 
provincial legislation and regulations required to enact these changes. - : 


“This is another great example of our governments working together to help families : 
in Saskatchewan,” said the Honourable Gerry Ritz, Minister of Agriculture and Ne 
Food and Member of Parliament for Battlefords-Lloydminster. - 


“The Government of Canada is continuing to work with Saskatchewan and all prov. : 
inces and territories on strengthening Canada’s retirement income a — 
Minister Flaherty. Ose 


S. 248(1) spe 


iherty indicated that the Government of Canada intends to table the. pro- 


changes to. the ne Tax au in the House of Commons 


6-8080; Randy Burton, Saskatch 
Katherine at, , Saskatchewan 


ilable RRSP re room, mE pro- 
| on an individual’ s RRSP 


2 i to the firs $60 
‘This will avoid pt 


an SPP member received SPP fonds, if his or her spouse or partner contributed 
funds to me SPP Blass $ account in that gene or in one of the two es years, 


ae 


ve the fs the piribinia rule changes described ae and the ee 
of the fist ‘oy in SPP contributions for 2010 from the overcontribution rules, it is 


The Canada Revenue Agency a SPP administrators are working jones to de 
book epiphanies ves Latent for cn who want to take — of the 
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Saskatchewan Ministry of Finance, Media Backgrounder, Dec. 7, 2010: 
Key Points 
* SPP is the only plan of its kind in Canada (i.e., it is the only retirement savings 
plan which does not require an employer-employee relationship. It is of benefit 
individuals with little or no access to a pension plan — see “History” below). 


* More than 30,000 people cnc in SPP either as contributors or f anpnr 


recipients. 
* The average return to members since the Plan started in 1986 is 8 per cent. 


* The Plan is flexible and voluntary (you can contribute what you can, when you — 
can, up to the limit). It is also portable; ies can ager sf bare Plan with you — 


less of your residency. 


« Among defined contribution pension plans in bata, SPP is the 26th binge 


based on assets under management to December 31, 2009. 


The Plan follows an investment approach which focuses on steady growth over 
the long term. Contributions are pooled for investment, and participants have the 
option to choose either the Balanced Fund (BF), Short-term Fund (STF) or both 
to deposit their contributions. The BF includes a combination of bonds, equities, 
short-term and real estate investments while the STF is strictly invested in 
money market instruments. Detailed information on each of the funds is availa- 
ble at saskpension.com 


History 


¢ Saskatchewan created SPP in 1986 to provide a unique retirement income sav- 
ings vehicle for individuals with little or no access to employer-sponsored pen- 
sion plans or other retirement savings arrangements. 


¢ The program goes beyond traditional pension plans because it is the only one in 
North America not requiring an employee-employer relationship. _ 


* SPP headquarters has been in Kindersley since 1990. 
¢ Until now, the maximum contribution had not changed since 1988. 
The Program 


« People who are between 18 and 71 years af age and have available RRSP contri- 
bution room can contribute to SPP. 


* The maximum contribution per year is now $2,500. 

* Spousal contributions are permitted. 

¢ Contributions are tax deductible within the RRSP contribution rules. 

* Investments are professionally managed. 

¢ SPP makes it easy for businesses to offer the benefit of a pension plan. 


¢ Participants can continue to make contributions even when they on employ- _ 


ers or residence. 


: Earnings are applied monthly to pacicipent-: accounts. The average return to 


members since the Plan started 25 years ago is 8 ‘per cent. 
¢ Participants can retire from SPP any time after the age of 55. 
+ SPP’s investment activities operate at arms length from the Government. 
¢ The five-person board of trustees is responsible for administration of the plan. 


¢ SPP specializes in handling a large number of small accounts efficiently; there- 
fore it is an attractive pension alternative for small businesses and their 
employees. 


e Members who joined the Platt 25 years ago fad coanibuted each lees could n now 


have account balances exceeding $48, — 
* SPP’s oldest member is 89 years of age. 


Proposed Addition — -248(1)"specitied seas 


“specified proportion”, of a member of a partnership for a fiscal 
period of the partnership, means the proportion that the member’s 
share of the total income or loss of the partnership for the partner- 
ship’s fiscal period is of the partnership’s total income or loss for 
that period and, for the purpose of this definition, where that in- 
come or loss for a period is nil, that proportion shall be computed 
as if the partnership had income for that period in the amount of 
$1,000,000; 


Application: The July 16, 2010 draft legislation (Part 1 — technical), te 
148(14), will add the definition pene’ proportion” to ae nd) applicable 
after December 20, 2002. 


Technical Notes (July 2010): The definition “specified proportion” of a member 
of a partnership for a fiscal period of the partnership is currently found in subsection 
206(1). The apportionment that results from the definition is, however, useful for 
many purposes of the Act, and a number of other provisions apply the same concept. 
For simplicity, the definition is moved to subsection 248(1). As a result, for all pur- 
poses of the Act a partner’s specified proportion for the period is that proportion of 


the partnership’s total income or loss for that period that is the member’s share. If the © 


partnership’s income or loss for the period is nil, the proportion is computed as if the 
partnership had $1 million of income for the period. 
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“specified shareholder” of a corporation in a taxation year means 
a taxpayer who owns, directly or indirectly, at any time in the year, 
not less than 10% of the issued shares of any class of the capital 
stock of the corporation or of any other corporation that is related to 
the corporation and, for the purposes of this definition, 


(a) a taxpayer shall be deemed to own each share of the capital 
stock of a corporation owned at that time by a person with 
whom the taxpayer does not deal at arm’s length, 


(b) each beneficiary of a trust shall be deemed to own that pro- 
portion of all such shares owned by the trust at that time that the 
fair market value at that time of the beneficial interest of the 
beneficiary in the trust is of the fair market value at that time of 
all beneficial interests in the trust, 


(c) each member of a partnership shall be deemed to own that 
proportion of all the shares of any class of the capital stock of a 
corporation that are property of the partnership at that time that 
the fair market value at that time of the member’s interest in the 
partnership is of the fair market value at that time of the interests 
of all members in the partnership, 


(d) an individual who performs services on behalf of a corpora- 
tion that would be carrying on a personal services business if the 
individual or any person related to the individual were at that 
time a specified shareholder of the corporation shall be deemed 
to be a specified shareholder of the corporation at that time if the 
individual, or any person or partnership with whom the indivi- 
dual does not deal at arm’s length, is, or by virtue of any ar- 
rangement, may become, entitled, directly or indirectly, to not 
less than 10% of the assets or the shares of any class of the capi- 
tal stock of the corporation or any corporation related thereto, 
and 


(e) notwithstanding paragraph (b), where a beneficiary’s share 
of the income or capital of the trust depends on the exercise by 
any person of, or the failure by any person to exercise, any dis- 
cretionary power, the beneficiary shall be deemed to own each 
share of the capital stock of a corporation owned at that time by 
the trust; 

Related Provisions: 18(5), (5.1) — Alternate definition for thin capitalization rules; 

55(3.2)(a), 55(3.3) — Extended meanings for capital gains strip rules; 88(1)(c.2)(ii1) — 

Restriction on definition for windups. 


History: Para. (e) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 139(6), applica- 
ble after 1991. 


Interpretation Bulletins: IT-73R6: The small business deduction; IT-88R2: Stock 
dividends; IT-153R3: Land developers — subdivision and development costs and car- 
rying charges on land; IT-320R3: Qualified investments — Trusts governed by RRSPs, 
RESPs and RRIFs; IT-421R2: Benefits to individuals, corporations and shareholders 
from loans or debt; IT-432R2: Benefits conferred on shareholders. 


Advance Tax Rulings: ATR-36: Estate freeze. 


“split income” has the meaning assigned by subsection 120.4(1); - 


History: The definition “split income” added to subsec. 248(1) by 2000, c. 19, subsec. 
67(1), applicable to 2000 et seq. 


“stock dividend” includes any dividend (determined without refer- 
ence to the definition “dividend” in this subsection) paid by a cor- 
poration to the extent that it is paid by the issuance of shares of any 
class of the capital stock of the corporation; 
Related Provisions: 15(1.1) — Where stock dividend designed to confers benefit on 
shareholder; 52(3) — Cost of stock dividend; 95(7) — Stock dividend received from 


foreign affiliate; 248(1) — “Amount” (of stock dividend); 248(5)(b) — Stock dividend 
is deemed to be substituted property. 


History: “Stock dividend” amended by 1994, c. 7, Sch. I (1991, c. 49), subsec. 
192(1), to add the phrase in parentheses. 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada; IT-88R2: Stock dividends. 


Information Circulars: 88-2 para. 26: General anti-avoidance rule — section 245 of 
the Income Tax Act. 


“subsidiary controlled corporation” means a corporation more 
than 50% of the issued share capital of which (having full voting 
rights under all circumstances) belongs to the corporation to which 
it is subsidiary; 
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“subsidiary wholly-owned corporation”? means a corporation all 
the issued share capital of which (except directors’ qualifying 
shares) belongs to the corporation to which it is subsidiary; 


beware: Amendment — 248(1)“subsidiary molly: 
owned ea poration’ 


Letter from Dept. of Finan se, Nov. 5, ee 
Dear [xxx] : oo 


Thank you for your letter of September 16, 2004 cuadiie the definition of subsidiary 
wholly-owned corporation” in subsection 248(1) of the Income Tax 
it relates to subsection 138(11. 94). of the Act. Subsection: 138(11, 94) 
vides for the transfer . 
by an insurer resident Canada to a corporation resident i in n Canada that is a “subsidi- 
ary wholly-owned corporation” of that i insurer. 


In your letter and in your conversations with officials of the department, you requested 
that, for the purposes of subsection 138(11.94), the c 


owned corporation” be modified in anticipation of a proposed tranetes of an insurance 
business as part of a reorganization of a corporate group. At present, the definition 

“subsidiary wholly-owned corporation” means a corporation all of the issued shares of 
which (other than directors’ qualifying sha 


belong to the particular Comoration of 


138( 11. 94), the definition: ‘subsidiary wholl owned corporation” be defined i in respect 
of a particular corporation in such a manner that the holding of issued shares of the 
capital stock of the sidiary by other corporations that are subsidiary wholly-owned 
corporations of the articular corporation are permitted. 


We are of the view that, for the purposes of subsection 94), it would be appro- 
priate to modify the definitio sidiary wholly-o1 oration” in the manner 
requested. We are prepared commend that, for purposes of subsection 
138(11.94), the definition “subsidiary wholly-owned corporation” be defined in respect 
of a particular corporation resident in Canada, in effect, to have the same meaning as 


a ated = in subsection 219(8) of the Act. 


g that this i issue has arisen in the past, we 


oly i 
As 


Yours sincerely, 


Brian Emewein : ; : 
Director, Tax Legislation Division, Tax polies: Branch 


Related Provisions: 87(1.4) — Definition of ‘subsidiary wholly-owned corpora- 
tion”; 87(2.11)—Losses, etc., on amalgamation with subsidiary wholly-owned 
corporation. 


Interpretation Bulletins: IT-98R2: Investment corporations (archived). 


“superannuation or pension benefit’ includes any amount re- 
ceived out of or under a superannuation or pension fund or plan 
and, without restricting the generality of the foregoing, includes any 
payment made to a beneficiary under the fund or plan or to an em- 
ployer or former employer of the beneficiary thereunder 


(a) in accordance with the terms of the fund or plan, 

(b) resulting from an amendment to or modification of the fund 
or plan, or 

(c) resulting from the termination of the fund or plan; 


Related Provisions: 6(1)(g) — Employee benefit plan benefits; 56(1)(a)(i) — Su- 
perannuation or pension benefit included in income. 


Interpretation Bulletins: IT-499R: Superannuation or pension benefits; IT-508R: 
Death benefits. 


“supplementary unemployment benefit plan” has the meaning 
assigned by subsection 145(1); 


“TESA”, being a tax-free savings account, has the meaning as- 
signed by subsection 146.2(5); 

Related Provisions: See under 146.2(5). 

History: “TFSA” amended by 2009, c. 2, subsec. 76(2) to substitute “146.2(5)” for 
“146.2(3)”, applicable to 2009 er seq. 


“TESA” added to subsec. 248(1) by 2008, c. 28, subsec. 34(3), applicable to 2009 et 
seq. 


“tar sands” means bituminous sands or oil shales extracted, other- 
wise than by a well, from a mineral resource, but, for the purpose of 
applying sections 13 and 20 and any regulations made for the pur- 
pose of paragraph 20(1)(a) in respect of property acquired after 


oe ebay wholly-owned corporation” : 


S. 248(1) tax 


March 6, 1996, includes material extracted by a well from a deposit 
of bituminous sands or oil shales; 


History: The definition “tar sands” in subsec. 248(1) amended by 1997, c. 25, subsec. 
71(1), applicable after March 6, 1996. It formerly read: 


“tar sands” means bituminous sands, oil sands or oil shales extracted, otherwise 
than by a well, from a mineral resource; 


[See 248(1)“TFSA” above. ] 


“tax shelter” has the meaning assigned by subsection 237.1(1); 


[“tax-free savings account”’] — 


“tax treaty” with a country at any time means a comprehensive 
agreement or convention for the elimination of double taxation on 
income, between the Government of Canada and the government of 
the country, which has the force of law in Canada at that time; 
Related Provisions: 108(1)“exempt property” — Property exempted by treaty; 
231.2(1) — Requirement for Information for purposes of treaty; 241(4)(e)(xii) — Dis- 
closure of taxpayer information for purposes of treaty. 


History: 2005, c.. 19, subsec. 52(4) states that the definition “tax treaty” in subsec. 
248(1) is deemed, for the purpose of s. 245, to have come into force on September 13, 
1988. 


The’ definition “tax treaty” added to subsec. 248(1) by 1999, c. 22, subsec. 80(12), 
applicable to 1998 et seq. 


“taxable Canadian corporation” has the meaning assigned by 
subsection 89(1); 


“taxable Canadian property” of a taxpayer at any time in a taxa- 
tion year means a property of the taxpayer that is 


(a) real or immovable property situated in Canada, 


(b) property used or held by the taxpayer in, eligible capital pro- 
perty in. respect of, or property described in an inventory of, a 
business carried on in Canada, other than 


(i) property used in carrying on an insurance. business, and 


(ii) where the taxpayer is non-resident, ships and aircraft 
used principally in international traffic: and personal ‘or mova- 
ble property pertaining to their operation if the country in 
which the taxpayer is resident does not impose tax on gains 
of persons resident in Canada from dispositions of.such 
property, 

(c) if the taxpayer is an insurer, its designated insurance property 

for the year, 


(d) a share of the capital stock, of a corporation (other than a 
mutual fund corporation) that is not listed on a designated stock 
exchange, an interest in a partnership or an interest in a trust 
(other than a unit of a mutual fund trust or an income interest in 
a trust resident in Canada), if, at any particular time during the 
60-month period that ends at that time, more than 50% of the 
fair. market. value of the share or interest, as the case. may be, 
was derived directly or indirectly from one.or any combination 
of 


Proposed Amendment — 248(1)“taxable Canadian . 
property’(d) opening words | 
__ (@) a share of the capital stock of a corporation (other than a 
7 ot listed on a designated 
_ stock exchange, an interest in a partnership or an interest in a. 
trust (other than a unit of a mutual fund trust or an income 
interest in a trust resident in Canada), if, at any particular time 
j t ends at that time, more than 
50% of the fair market va f the share or interest, as the 
case may be, was derived directly or indirectly (otherwise than 
through a corporation, partnership or trust the shares or inter-_ 
ests in which were not themselves taxable Canadian property 
at the particular time) from. one or any combination of 
ec tien The August 27, 2010 draft legislation (Part 3 — other amendments), 
subsec. 118(4), will amend the opening words of para. (d) of the definition “taxable 
Canadian property” in subsec. 248(1) to read as above, applicable in determining 
after March 4, 2010 whether a property is taxable Canadian property of taxpayer. 


Technical | otes (Sept. 10, 2010): “Taxable Canadian property” (“TCP”) is a 
concept that is relevant primarily in relation to the taxation of non-residents and mi- 
grants. Paragraph (d) of the TCP definition was recently amended to effect an exclu- 
sion from its ambit of shares of corporations, and certain other interests, that do not 
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derive their value principally from real or immovable property situated in Canada, 
Canadian resource property, or timber resource property (subject toa 60-month look- 
back rule). 


Paragraph (d) is being further cies to ensure that the indirect or Book tmeugh” 
rule does not extend through shares or other interests that are not themselves taxable 
Canadian property. For example, a non-resident may own, through a private holding 
company, shares of a Canadian public company that derive most of their value from 
real or immovable property situated in Canada. In such circumstances, it is possible 
that the shares of the private holding company could otherwise be TCP by virtue of 
the look-through to the real property, even though a direct holding by the non-resi- 
dent of the public company shares might not be TCP. This amendment is intended to 
ensure the look-through rule does not, in these circumstances, apply where the: — 
company shares are not themselves TCP. oi 


(i) real or immovable property situated in Canada, 
(11) Canadian resource properties, 
(iii) timber resource properties, and 


(iv) options in respect of, or interests in, or for civil law 
rights in, property described in any of subparagraphs (i) to 
(iii), whether or not the property exists, 


(e) a share of the capital stock of a corporation that is listed on a 
designated stock exchange, a share of the capital stock of a mu- 
tual fund corporation or a unit of a mutual fund trust, if, at any 
particular time during the 60-month period that ends at that time, 


(i) 25% or more of the issued shares of any class of the capi- 
tal stock of the corporation, or 25% or more of the issued 
units of the trust, as the case may be, were owned by or be- 
longed to one or any combination of 


(A) the taxpayer, and 


(B) persons with whom the taxpayer did not deal at arm’s 
length, and 


(ii) more than 50% of the fair market value of the share or 
unit, as the case may be, was derived directly or indirectly 
from one or any combination of properties described under 
subparagraphs (d)(i) to (iv), or 


(f) an option in respect of, or an interest in, or for civil law a 
right in, a property described in any of paragraphs (a) to (e), 
whether or not the property exists, 


and, for the purposes of section 2, subsection 107(2.001) and sec- 
tions 128.1 and 150, and for the purpose of applying paragraphs 
85(1)G) and 97(2)(c) to a disposition by a non-resident person, 
includes 


(g) a Canadian resource property, 
(h) a timber resource property, 
(i) an income interest in a trust resident in Canada, 


(j) a right to a share of the income or loss under an agreement 
referred to in paragraph 96(1.1)(a), and 


(k) a life insurance policy in Canada; 


Related Provisions: 13(4.1)(c) — Replacement of depreciable TCP with new TCP; 
44(5)(c) — Replacement of capital TCP with new TCP; 55(6) — Reorganization share 
deemed listed on designated stock exchange for purposes of this definition; 85(1)(i), 
85.1(1)(a) — Shares received on rollover of TCP deemed to be TCP; 87(10) — New 
share issued on amalgamation of public corporation deemed listed; 107(2)(d.1) — TCP 
status retained on rollout of trust property to beneficiary; 115(1)(b) — Non-resident 
taxed on gain on disposition of TCP; 116 — Certificate required where non-resident 
disposes of TCP; 131(5.1), (5.2), 132(5.1), (5.2) — Mutual fund — distribution of gain 
on TCP; 141(5)— Demutualized life insurance corporation or holding corporation 
deemed not to be TCP; 219(1.1) —Restricted definition for branch tax purposes; 
248(25.1) — Deemed TCP retains status through trust-to-trust transfer. See also Re- 
lated Provisions annotation to 115(1). 


History: The definition “taxable Canadian property” in subsec. 248(1) amended by 
2010, c. 12, subsec. 22(1), applicable in determining after March 4, 2010 whether a 
property is taxable Canadian property of a taxpayer. It formerly read: 


“taxable Canadian property” of a taxpayer at any time in a taxation year means a 
property of the taxpayer that is 


(a) real property situated in Canada, 


(b) property used or held by the taxpayer in, eligible capital property in re- 
spect of, or property described in an inventory of, a business carried on in 
Canada, other than 


(i) property used in carrying on an insurance business, and 
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(ii) where the taxpayer is non-resident, ships and aircraft used princi- 
pally in international traffic and personal property pertaining to their op- 
eration if the country in which the taxpayer is resident does not impose 
tax on gains of persons resident in Canada from dispositions of such 


property, 
(c) if the taxpayer is an insurer, its designated insurance property for the 
year, 


(d) a share of the capital stock of a corporation resident in Canada (other 
than a non-resident-owned investment corporation if, on the first day of the 
year, the corporation owns neither taxable Canadian property nor property 
referred to in any of paragraphs (m) to (0), or a mutual fund corporation) that 
is not listed on a designated stock exchange, 


(e) a share of the capital stock of a non-resident corporation that is not listed 
on a designated stock exchange if, at any particular time during the 60- 
month period that ends at that time, 


(i) the fair market value of all of the properties of the corporation each 
of which was 


(A) a taxable Canadian property, 

(B) a Canadian resource property, 

(C) a timber resource property, 

(D) an income interest in a trust resident in Canada, or 


(E) an interest in or option in respect of a property described in any 
of clauses (B) to (D), whether or not the property exists, 


was greater than 50% of the fair market value of all of its properties, and 


(ii) more than 50% of the fair market value of the share was derived 
directly or indirectly from one or any combination of 


(A) real property situated in Canada, 
(B) Canadian resource properties, and 
(C) timber resource properties, 


(f) a share that is listed on a designated stock exchange and that would be 
described in paragraph (d) or (e) if those paragraphs were read without refer- 
ence to the words “that is not listed on a designated stock exchange”, or a 
share of the capital stock of a mutual fund corporation, if at any time during 
the 60-month period that ends at that time the taxpayer, persons with whom 
the taxpayer did not deal at arm’s length, or the taxpayer together with all 
such persons owned 25% or more of the issued shares of any class of the 
capital stock of the corporation that issued the share, 


(g) an interest in a partnership if, at any particular time during the 60-month 
period that ends at that time, the fair market value of all of the properties of 
the partnership each of which was 


(i) a taxable Canadian property, 

(ii) a Canadian resource property, 

(iii) a timber resource property, 

(iv) an income interest in a trust resident in Canada, or 


(v) an interest in or option in respect of a property described in any of 
subparagraphs (ii) to (iv), whether or not that property exists, 


was greater than 50% of the fair market value of all of its properties, 
(h) a capital interest in a trust (other than a unit trust) resident in Canada, 
(i) a unit of a unit trust (other than a mutual fund trust) resident in Canada, 


(j) a unit of a mutual fund trust if, at any time during the 60-month period 
that ends at that time, not less than 25% of the issued units of the trust be- 
longed to the taxpayer, to persons with whom the taxpayer did not deal at 
arm’s length, or to the taxpayer and persons with whom the taxpayer did not 
deal at arm’s length, 


(k) an interest in a non-resident trust if, at any particular time during the 60- 
month period that ends at that time, 


(i) the fair market value of all of the properties of the trust each of which 
was 


(A) a taxable Canadian property, 

(B) a Canadian resource property, 

(C) a timber resource property, 

(D) an income interest in a trust resident in Canada, or 


(E) an interest in or option in respect of a property described in any 
of clauses (B) to (D), whether or not that property exists 


was greater than 50% of the fair market value of all of its properties, and 


(ii) more than 50% of the fair market value of the interest was derived 
directly or indirectly from one or any combination of 


(A) real property situated in Canada, 
(B) Canadian resource properties, and 


(C) timber resource properties, ‘or. 
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(1) an interest in or option in respect of a property described in any, of 
paragraphs (a) to (k), whether or not that. property, exists, 


and, for the purposes of section 2, subsection 107(2.001) and sections 128.1 and 
150, and for the purpose of applying paragraphs 85(1)(i) and 97(2)(c) to a dispo- 
sition by a non-resident person, includes 
(m) a Canadian resource property, 
(n) a timber resource property, 
(0) an income interest'in a trust resident in Canada, 
(p) a right to a share of the income or loss under an agreement referred to in 
paragraph 96(1.1)(a), and 
(q) a life insurance policy in Canada; 
Paras. (d) to (f) of the definition “taxable Canadian property” in subsec. 248(1) 


amended to substitute “‘designated stock exchange” for “prescribed stock exchange” by 
2007, c. 35, para. 68(2)(q), applicable after December 13, 2007. 


The definition “taxable Canadian property” amended by 2001, c. 17, subsec. 188(2), 
applicable after October 1, 1996 except that, in its application before December 24, 
1998, the portion of para. (b) before subpara..(i). shall be read-as follows: 


(b) capital property used by the taxpayer in carrying on a business in Canada, 
other than 
The definition formerly read: 


“taxable Canadian property” has the meaning assigned by subsection 115(1) ex- 
cept that, for the purposes. only of sections 2, 128.1 and 150, the expression “tax- 
able Canadian property” includes 
(a)-a Canadian resource property, 
(b) a timber resource property, 
(c) an income interest in.a trust resident in Canada. 
(d) a right to a share of the income or loss under an agreement referred to in 
paragraph 96(1.1)(a), and 
(e) a life insurance, policy in Canada; 
The opening words of the definition “taxable Canadian property” amended by 1999, c. 


22, subsec. 80(8), applicable to taxation years that begin after 1998. The opening words 
formerly read: 


“taxable Canadian property’ has the meaning assigned by subsection. 115(1) ex- 
cept that, for the purposes only of sections 2 and 128.1, the expression “taxable 
Canadian property” includes 


The opening words of the definition “taxable Canadian property” substituted by 1994, 
c. 21, subsec. 109(4), applicable after 1992 except that, where a corporation has elected 
in accordance with paragraph 111(4)(a) of 1994, c. 21 (see subsec. 250(5.1)), the 
amended definition applies to the corporation from the time at which the corporation 
was first granted articles of continuation (or similar constitutional.documents) in any 
jurisdiction. The opening words of that definition formerly read: 


“taxable Canadian property” has the meaning assigned by subsection 115(1) ex- 
cept that, for the purposes only of section 2, the expression “taxable Canadian 
property” includes 


Para. (e) added to “taxable Canadian property” by 1994, c. 7, Sch. II (1991, c. 49), 
subsec. 192(12), applicable to dispositions occurring after July 13, 1990. 


Interpretation Bulletins: IT-420R3: Non-residents — income earned in’ Canada. 
CRA Audit Manual: 12.13.0: Disposals of taxable Canadian property. 
Forms: T2 SCH 91: Information concerning claims for treaty-based exemptions. 


“taxable capital gain” has the meaning assigned by section 38; 
“taxable dividend” has the meaning assigned by subsection 89(1); 


“taxable income” has the meaning assigned by subsection 2(2), ex- 
cept that in no case may a taxpayer’s taxable income be less. than 
nil; 

Selected Cases [subsec. 248(1)“taxable income”): Grant v. R., [2007] 4 C.T.C. 
41 (FCA) (Definition ‘of “taxable income” narrower in para. 114(c)). 


“taxable income earned in Canada” means a taxpayer’s taxable 
income earned in Canada determined in. accordance with Division 
D of Part I, except that in no.case may a taxpayer’s taxable income 
earned in Canada be less than nil; 


Related Provisions: 2(3) — Tax on taxable income earned in Canada; 115(1) — 
Non-resident’s taxable income earned in Canada. 


“taxable net gain’? from dispositions of listed personal property 
has the meaning assigned by section 41; 
“taxable preferred share” at any particular time means 


(a) a share issued after December 15, 1987 that is a short-term 
preferred share at that particular time, or 
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(b) a share (other than a grandfathered share) of the capital stock 
of a corporation issued. after 8:00 p.m. Eastern Daylight Saving 
Time, June) 18, 1987 where, at that particular time by reason of 
the terms or conditions of the share or any agreement in respect 
of the share: or/its issue to which the corporation, or a specified 
person in relation to the corporation, is a party, 


(i) it may reasonably be considered, having regard to all the 
circumstances, that the amount of the dividends that may be 
declared or paid on the share (in this definition referred to as 
the “dividend entitlement’) is, by way of a formula or 
otherwise ~ 


(A) fixed, 
(B) limited to a maximum, or 


(C) established to be not less than a minimum (including 

any amount determined on a cumulative basis) and with 

respect to the dividend that may be declared or paid on 

the share there. is a preference over any other. dividend 

that may be declared or paid on any other share of the 
_ capital stock of the corporation, 


(ii) it: may reasonably be considered} having regard to all the 
circumstances, that the amount that the shareholder is enti- 
tled to receive in respect of the share on the dissolution, ligq- 
uidation or winding-up of the corporation or on the redemp- 
tion, acquisition or cancellation of the’ share (unless the 
requirement to redeem, acquire or cancel the share arises 
only in the event of the death of the shareholder or by reason 
only of a right to convert or exchange the share) or on a re- 
duction of the paid-up capital of the share by the corporation 
or by a specified person in relation to the corporation (in this 
definition referred to as the “liquidation entitlement’’) is, by 
way of a formula or otherwise 


(A) fixed, 
(B) limited to. a maximum, or 
(C) established to'be not less than a minimum, 


and, for the purposes of this subparagraph, “shareholder” in- 
cludes a shareholder of a shareholder, 


(iii) the share is convertible or exchangeable at any time, 
unless 


(A) it is convertible into or exchangeable for 


(1) another share of the corporation or a corporation 
related to the corporation that, if issued, would not be 
a taxable preferred share, 


(II) a right or warrant that, if exercised, would allow 
the person exercising it to acquire only a.share of the 
corporation or a corporation related to the corporation 
that, if issued, would not be a taxable preferred share, 
or 


(IIl) both’a share described in subclause (I) anda right 
or warrant described in subclause (II), and 


(B) all the consideration receivable for the share on the 
conversion or exchange is the share described in sub- 
clause (A)(I) or the right or warrant described in sub- 
clause (A)(II) or both, as the case may be, and, for the 
purposes of this clause, where a taxpayer may become en- 
titled on the conversion or exchange of a share to receive 
any particular consideration (other than consideration de- 
scribed in any of subclauses (A)(1) to (IID) in lieu of a 
fraction of a share, the particular consideration shall be 
deemed not. to be consideration unless it may reasonably 
be considered that the particular consideration was receiv- 
able.as part of a series of transactions or events one of the 
main purposes of which was to avoid or limit the applica- 
tion of Part IV.1 or VL1, or 


(iv) any person (other than the corporation) was, at or imme- 
diately before that particular ‘time, obligated, either abso- 
lutely or contingently, and either immediately or in the fu- 
ture, to effect any undertaking (in this subparagraph referred 
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to as a “guarantee agreement’), including any guarantee, 
covenant or agreement to purchase or repurchase the share, 
and including the lending of funds to or the placing of 
amounts on deposit with, or on behalf of, the shareholder or 
any specified person in relation to the shareholder given 


(A) to ensure that any loss that the shareholder or a speci- 
fied person in relation to the shareholder may sustain by 
reason of the ownership, holding or disposition of the 
share or any other property is limited in any respect, or 


(B) to ensure that the shareholder or a specified person in 
relation to the shareholder will derive earnings by reason 
of the ownership, holding or disposition of the share or 
any other property, 


and the guarantee agreement was given as part of a transac- 
tion or event or a series of transactions or events that in- 
cluded the issuance of the share and, for the purposes of this 
paragraph, where a guarantee agreement in respect of a share 
is given at any particular time after 8:00 p.m. Eastern 
Daylight Saving Time, June 18, 1987, otherwise than pursu- 
ant to a written arrangement to do so entered into before 8:00 
p.m. Eastern Daylight Saving Time, June 18, 1987, the share 
shall be deemed to have been issued at the particular time 
and the guarantee agreement shall be deemed to have been 
given as part of a series of transactions that included the issu- 
ance of the share, 


but does not include a share that is at the particular time a pre- 
scribed share or a share described in paragraph (e) of the definition 
“term preferred share” in this subsection during the applicable time 
period referred to in that paragraph and, for the purposes of this 
definition, 


(c) the dividend entitlement of a share of the capital stock of a 
corporation shall be deemed not to be fixed, limited to a maxi- 
mum or established to be not less than a minimum where all 
dividends on the share are determined solely by reference to the 
dividend entitlement of another share of the capital stock of the 
corporation or of another corporation that controls the corpora- 
tion that would not be a taxable preferred share if 


(i) this definition were read without reference to paragraph 
(f), 


(ii) the other share were issued after June 18, 1987, and 


(111) the other share were not a grandfathered share, a pre- 
scribed share or a share described in paragraph (e) of the def- 
inition “term preferred share” in this subsection, 


(d) the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not to be fixed, limited to a maxi- 
mum or established to be not less than a minimum where all the 
liquidation entitlement is determinable solely by reference to the 
liquidation entitlement of another share of the capital stock of 
the corporation or of another corporation that controls the corpo- 
ration that would not be a taxable preferred share if 


(i) this definition were read without reference to paragraph 


(f), 


(ii) the other share were issued after June 18, 1987, and 


(ii1) the other share were not a grandfathered share, a pre- 
scribed share or a share described in paragraph (e) of the def- 
inition “term preferred share” in this subsection, 


(e) where at any particular time after 8:00 p.m. Eastern Daylight 
Saving Time, June 18, 1987, otherwise than pursuant to a writ- 
ten arrangement to do so entered into before 8:00 p.m. Eastern 
Daylight Saving Time, June 18, 1987, the terms or conditions of 
a share of the capital stock of a corporation that are relevant to 
any matter referred to in any of subparagraphs (b)(i) to (iv) are 
established or modified or any agreement in respect of any such 
matter, to which the corporation or a specified person in relation 
to the corporation is a party, is changed or entered into, the share 
shall, for the purpose of determining after the particular time 
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whether it is a taxable preferred share, be deemed to have been 
issued at that particular time, unless 


(i) the share is a share described in paragraph (b) of the defi- 
nition “grandfathered share” in this subsection, and 


(ii) the particular time is before December 16, 1987 and 
before the time at which the share is first issued, 


(f) an agreement in respect of a share of the capital stock of a 
corporation shall be read without reference to that part of the 
agreement under which a person agrees to acquire the share for 
an amount 


(i) in the case of a share the agreement in respect of which 
provides that the share is to be acquired within 60 days after 
the day on which the agreement was entered into, that does 
not exceed the greater of the fair market value of the share at 
the time the agreement was entered into, determined without 
reference to the agreement, and the fair market value of the 
share at the time of the acquisition, determined without refer- 
ence to the agreement, or 


(ii) that does not exceed the fair market value of the share at 
the time of the acquisition, determined without reference to 
the agreement, or for an amount determined by reference to 
the assets or earnings of the corporation where that determi- 
nation may reasonably be considered to be used to determine 
an amount that does not exceed the fair market value of the 
share at the time of the acquisition, determined without refer- 
ence to the agreement, 


(g) where 


(i) it may reasonably be considered that the dividends that 
may be declared or paid to a shareholder at any time on a 
share (other than a prescribed share or a share described in 
paragraph (e) of the definition “term preferred share” in this 
subsection during the applicable time period referred to in 
that paragraph) of the capital stock of a corporation issued 
after December 15, 1987 or acquired after June 15, 1988 are 
derived primarily from dividends received on taxable pre- 
ferred shares of the capital stock of another corporation, and 


(i1) it may reasonably be considered that the share was issued 
or acquired as part of a transaction or event or series of trans- 
actions or events one of the main purposes of which was to 
avoid or limit the application of Part IV.1 or V1.1, 


the share shall be deemed at that time to be a taxable preferred 
share, and 


(h) “specified person’, in relation to any particular person, 
means another person with whom the particular person does not 
deal at arm’s length or any partnership or trust of which the par- 
ticular person or the other person is a member or beneficiary, 
respectively; 
Related Provisions: 87(4.2) — Amalgamation; 248(1) — “Grandfathered share”; 
248(10) — Series of transactions; 248(13) — Interest in trust or partnerships. 
Regulations: 6201(7), (8) (prescribed shares). 
1.T. Technical News: 7 (taxable preferred shares — stock dividend in lieu of cash 
dividend). 
Advance Tax Rulings: ATR-46: Financial difficulty. 


“taxable RFI share” at any particular time means a share of the 
capital stock of a corporation issued before 8:00 p.m. Eastern 
Daylight Saving Time, June 18, 1987 or a grandfathered share of 
the capital stock of a corporation, where at the particular time under 
the terms or conditions of the share or any agreement in respect of 
the share, 


(a) it may reasonably be considered, having regard to all the cir- 
cumstances, that the amount of the dividends that may be de- 
clared or paid on the share (in this definition referred to as the 
“dividend entitlement’) is, by way of a formula or otherwise 


(i) fixed, 
(ii) limited to a maximum, or 
(iii) established to be not less than a minimum, or 
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(b) it may reasonably be considered, having regard to all the cir- 
cumstances, that the amount that the shareholder is entitled to 
receive in respect of the share on the dissolution, liquidation or 
winding-up of the corporation (in this definition referred to as 
the “liquidation entitlement’) is, by way of formula or otherwise 


(i) fixed, 
(ii) limited to a maximum, or 
(iii) established to be not less than a minimum, 


but does not include a share that is at the particular time a pre- 
scribed share, a term preferred share, a share described in paragraph 
(e) of the definition “term preferred share” in this subsection during 
the applicable time period referred to in that paragraph or a taxable 
preferred share and, for the purposes. of this definition, 


(c) the dividend entitlement of a share of the capital stock of a 
corporation shall be deemed not to be fixed, limited to a maxi- 

“mum or established to be not less than a minimum where all 
dividends on the share are determined solely by reference to the 
dividend entitlement of another share of the capital stock of the 
corporation or of another corporation that controls the corpora- 
tion that would not be a taxable preferred share if 


(i) the definition “taxable preferred share’ in this subsection 
were read without reference to paragraph (f) of that 
definition, 


(ii) the other share were issued after June 18, 1987, and 


(i11) the other share were not a grandfathered share, a pre- 
scribed share or a share described in paragraph (e). of the def- 
inition “term preferred share” in this subsection, 


(d) the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not to be fixed, limited to a maxi- 
mum or established to be not less than a minimum where all the 
liquidation entitlement is determinable solely by reference to the 
liquidation entitlement of another share of the capital stock of 
the corporation or of another corporation that controls the corpo- 
ration that would not be a taxable preferred share if 


(i) the definition “taxable preferred share” in this subsection 
were read without reference to paragraph (f) of that 
definition, 


(ii) the other share were issued after June 18, 1987, and 


(iii) the, other share were not a grandfathered share, a pre- 
scribed share or a share described in paragraph (e) of the def- 
inition “term preferred share” in this subsection, and 


(e) where 


(i) it may reasonably be considered that the dividends that 
may be declared or paid to a shareholder at any time on a 
share (other than a prescribed share or a share described in 
paragraph (e) of the definition “term preferred share” in this 
subsection during the applicable time period referred to in 
that paragraph) of the capital stock of a corporation issued 
after December 15, 1987 or acquired after June 15, 1988 are 
derived primarily from dividends received on taxable RFI 
shares of the capital stock of another corporation, and 


(ii) it may reasonably be considered that the share was issued 
or. acquired as part of a transaction or event or series of trans- 
actions or events one of the main,purposes of which was to 
avoid or limit the application of Part IV.1, 

the share shall be deemed at that time to be a taxable RFI share; 


Related Provisions: 87(4.2) — Amalgamation; . 187.3(1) — Tax on dividends on 
taxable RFI share; 248(10) — Series of transactions. 


Regulations: 6201(4), (5.1), (9)}-(11) (prescribed shares). 
Advance Tax Rulings: ATR-46: Financial difficulty. 


“tax-paid undistributed surplus on hand” — [Repealed under 
former Act] 


“taxpayer’’ includes any person whether or not liable to pay tax; 


Related Provisions: 143.2(1)— “Taxpayer” includes partnership for tax shelter 
investment cost rules. 
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Interpretation Bulletins: IT-291R3: Transfer of property to. a: corporation under 
subsection 85(1). 


“term preferred share” of a corporation (in this definition referred 
to as the “issuing corporation”) means a share of a class of the capi- 
tal stock of the issuing corporation if the share was issued or ac- 
quired after June 28, 1982 and, at the time the share was issued or 
acquired, the existence of the issuing corporation was, or there was 
an artrangement under which it could be, limited or, in the case of a 
share issued after November 16, 1978 if 


(a) under the terms or conditions of the share, any agreement 
relating to the share or any modification of those terms or condi- 
tions or that agreement, 


(i) the owner thereof may cause the share to be redeemed, 
acquired or cancelled (unless the owner of the share may 
cause the share to be redeemed, acquired or cancelled by rea- 
son only of a right to convert or exchange the share) or cause 
its paid-up capital to be reduced, 


(ii) the issuing corporation or any other person or partnership 
is or may be required to redeem, acquire or cancel, in whole 
or in part, the share (unless the requirement to redeem, ac- 
quire or cancel the share arises by reason only of a right to 
convert or exchange the share) or to reduce its paid-up 
capital, 

(iii) the issuing corporation or any other person or partner- 
ship provides or may be required to provide any form of 
guarantee, security or similar indemnity or covenant (includ- 
ing the lending of funds to or the placing of amounts on de- 
posit with, or on behalf of, the holder thereof or any person 
related thereto) with respect to the share, or 


(iv) the share is convertible or exchangeable unless 
(A) it is convertible into or exchangeable for 


(1) another share of the issuing corporation or a corpo- 
ration related to the issuing corporation that, if issued, 
would not be a term preferred share, 


(i) a right or warrant that, if exercised, would allow 
the person exercising it to acquire only a share of the 
issuing corporation or a corporation related to the issu- 
ing corporation that, if issued, would not be a term 
preferred share, or 


(ID both a share described in subclause (I) and a right 
or warrant described in subclause (II), and 


(B) all the consideration receivable for the share on the 
conversion or exchange is the share described in sub- 
clause (A)(I) or the right or warrant described in sub- 
clause (A)(II) or both, as the case may be, and, for the 
purposes of this clause, where a taxpayer may become en- 
titled on the conversion or exchange of a share to receive 
any particular consideration (other than consideration de- 
scribed in any of subclauses (A)(I) to (II)) in lieu of a 
fraction of a share, the particular consideration shall be 
deemed not to be consideration unless it may reasonably 
be considered that the particular consideration was receiv- 
able as part of a series of transactions or events one of the 
main purposes of which was to avoid or limit the applica- 
tion of subsection 112(2.1) or 258(3), or 


(b) the owner thereof acquired the share after October 23, 1979 
and is 
(i) a corporation described in any of paragraphs (a) to (e.1) of 
the definition “specified financial institution’, 


(11) a corporation that is controlled by one or more corpora- 
tions described in subparagraph (i), 


(ili) a corporation. that acquired the share. after December 11, 
1979 and is related to a corporation referred to in subpara- 
graph (i) or (a1), or 

(iv) a partnership or trust of which a corporation referred to 
in subparagraph (i) or (ii) or a person related thereto is a 
member or a beneficiary, 
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that (either alone or together with any of such corporations, part- | and, for the purposes of this definition, 


nerships or trusts) controls or has an absolute or contingent right 
to control or to acquire control of the issuing corporation, 


but does not include a share of the capital stock of a corporation 


(c) that was issued after November 16, 1978 and before 1980 
pursuant to an agreement in writing to do so made before No- 
vember 17,.1978 (in this definition referred to as an “established 
agreement’), 


(d) that was issued as a stock dividend 


(1) before April 22, 1980 on a share of the capital stock of a 
public corporation that was not a term preferred share, or 


(11) after April 21, 1980 on a share that was, at the time the 
stock dividend. was paid, a share prescribed for the purposes 
of paragraph (f), ~ 


(d.1) that is listed on a designated stock exchange in Canada and 
was issued before April 22, 1980 by 


(i) a corporation referred to in any of paragraphs (a) to (d) of 
the definition “specified financial institution” in this 
subsection, 


(ii) a corporation whose principal business is the lending of 
money or the purchasing of debt obligations or a combina- 
tion thereof, or 


(iii) an issuing corporation associated with a corporation de- 
scribed in subparagraph (1) or (ii), 


(e) for a period not exceeding ten years and, in the case of a 
share issued after November 12, 1981, for a period not exceed- 
ing five years, from the date of its issuance, which share was 
issued by a corporation resident in Canada, 


(i) as part of a proposal to, or an arrangement with, its credi- 
tors that had been approved by a court under the Bankruptcy 
and Insolvency Act, 


(ii) at a time when all or substantially all of its assets were 
under the control of a receiver, receiver-manager, sequestra- 
tor or trustee in bankruptcy, or 


(iii) at a time when, by reason of financial difficulty, the issu- 
ing corporation or another corporation resident in Canada 
with which it does not deal at arm’s length was in default, or 
could reasonably be expected to default, on a debt obligation 
held by a person with whom the issuing corporation or the 
other corporation was dealing at arm’s length and the share 
was issued either wholly or in substantial part and either di- 
rectly or indirectly in exchange or substitution for that obli- 
gation or a part thereof, 


and, in the case of a share issued after November 12, 1981, the 
proceeds from the issue may reasonably be regarded as having 
been used by the issuing corporation or a corporation with which 
it was not dealing at arm’s length in the financing of its business 
carried on in Canada immediately before the share was issued, 


(f) that is a prescribed share, or 


(f.1) that is a taxable preferred share held by a specified finan- 
cial institution that acquired the share 


(i) before December 16, 1987, or 


(ii) before 1989 pursuant to an agreement in writing entered 
into before December 16, 1987, 


other than a share deemed by paragraph (c) of the definition 
“short-term preferred share” in this subsection or by paragraph 
(1.2) to have been issued after December 15, 1987 or a share that 
would be deemed by paragraph (e) of the definition “taxable 
preferred share” in this subsection to have been issued after De- 
cember 15, 1987 if the references therein to “8:00 p.m. Eastern 
Daylight Saving Time, June 18, 1987” were read as references 
to “December 15, 1987”, 
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(g) where the terms or conditions of an established agreement 
were amended after November 16, 1978, the agreement shall be 
deemed to have been made after that date, 


(h) where 


(i) at any particular time the terms or conditions of a share 
issued pursuant to an established agreement or of any agree- 
ment relating to such a share have been changed, 


(ii) under the terms or conditions of 


(A) a share of a class of the capital stock of the issuing 
corporation issued before November 17, 1978 (other than 
a share that was listed on November 16, 1978 on a pre- 
scribed stock exchange in Canada), 


(B) a share issued pursuant to an established agreement, 


(C) any agreement between the issuing corporation and 
the owner of a share described in clause (A) or (B), or 


(D) any agreement relating to a share described in clause 
(A) or (B) made after October 23, 1979, 


the owner thereof could at any particular time after Novem- 
ber 16, 1978 require, either alone or together with one or 
more taxpayers, the redemption, acquisition, cancellation, 
conversion or reduction of the paid-up capital of the share 
otherwise than by reason of a failure or default under the 
terms or conditions of the share or any agreement that related 
to, and was entered into at the time of, the issuance of the 
share, 


(iii) in respect of a share issued before November 17, 1978, 
at any particular time after November 16, 1978 the redemp- 
tion date was extended or the terms or conditions relating to 
its redemption, acquisition, cancellation, conversion or re- 
duction of its paid-up capital were changed, 


(iv) at a particular time after October 23, 1979 and before 
November 13, 1981, a. specified financial institution (or a 
partnership or trust of which a specified financial institution 
or a person related to the institution is a member or benefici- 
ary) acquired a share that 


(A) was issued before November 17, 1978 or under an 
established agreement, 


(B) was issued to a person other than a corporation that 
was, at the time of issue, 
(I) described in any of paragraphs (a) to (e) of the defi- 
nition “specified financial institution”, or 
(II) ‘a corporation that was controlled by one or more 
corporations described in subclause (1) and, for the 
purpose of this subclause, one corporation is con- 
trolled by another corporation if more than 50% of its _ 
issued share capital (having full voting rights under all 
circumstances) belongs to the other corporation, to 
persons with whom the other corporation does not deal 
at arm’s length, or to the other corporation and persons 
with whom the other corporation does not deal at 
arm’s length, 
(C) was acquired from a person that was, at the particular 
time, a person other than a corporation described in sub- 
clause (B)(I) or (II), and 


(D) was acquired otherwise than under an agreement in 
writing made before October 24, 1979, 
(v) at any particular time after November 12, 1981 
(A) in respect of 
(I) a share (other than a share referred to in paragraph 
(e) or a share listed on November 13, 1981 on a pre- 


scribed stock exchange in Canada) issued after No- 
vember 16, 1978 and before November 13, 1981, or 


(II) a share issued after November 12, 1981 and before 
1983 pursuant to an agreement in writing to do so 
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made before November 13, 1981 (in this definition:re- 
ferred to as a “specified agreement’) 


the owner thereof could require, either alone or together 
with one or more taxpayers, the redemption, acquisition; 
cancellation, conversion or reduction of the paid-up capi- 
tal of the share otherwise than by reason of a failure or 
default under the terms or conditions of the share or any 
agreement that related to, and was entered into at the time 
of, the issuance of the share, or 


(B) the redemption date of 


(I) a share issued after November 16, 1978 and before 
November 13, 1981 or 


(II) a share issued pursuant to a specified austiicnt 


was extended or the terms or conditions relating to its re- 
demption, acquisition, cancellation, conversion or reduc- 
tion of its paid-up capital were changed, or 


(vi) at a particular time after November 12, 1981, a specified 
financial institution (or a partnership or trust of which a spec- 
ified financial institution or a person related to the institution 
is a member or beneficiary) acquired a share (other than a 
share referred to in paragraph (e)) that 


(A) was issued before November 13,1981 or under a 
specified agreement, 


(B) was acquired from a partnership or person, other than 
a person that was, at the particular time, a corporation de- 
scribed in any of paragraphs (a) to (f) of the definition 
“specified financial institution” in this subsection, 


(C) was acquired in an acquisition that was not subject to 
nor conditional on a guarantee. agreement, within the 
meaning assigned by subsection 112(2.2), entered into af- 
ter November 12, 1981, and 


(D) was acquired otherwise than under an agreement in 
writing made before October 24, 1979 or a specified 
agreement, 


the share shall, for the purposes of determining at any time after 
the particular time whether it is a term preferred share, be 
deemed to have been issued at the particular time otherwise than 
pursuant to an established or specified agreement, 


(i) where the terms or conditions of a share of the capital stock 
of the issuing corporation are modified or established after June 
28, 1982 and as a consequence thereof the issuing corporation, 
any person related thereto or any partnership or trust of which 
the issuing corporation or a person related thereto is a member 
or a beneficiary may reasonably be expected at any time to re- 
deem, acquire or cancel, in whole or in part, the share or to re- 
duce its paid-up capital, the share shall be deemed as from the 
date of the modification or as from the date of the establishment, 
as the case may be, to be a share described in paragraph (a), 


(i.1) where 


(i) it may reasonably be considered that the dividends that 
may be declared or paid at any time on a share (other than a 
prescribed share or a share described in paragraph (e) during 
the applicable time period referred to in that paragraph) of 
the capital stock of a corporation issued after December 15, 
1987 or acquired after June 15, 1988 are derived primarily 
from dividends received on term preferred shares of the capi- 
tal stock of another corporation, and 


(ii) it may reasonably be considered that the share was issued 
or acquired as part of a transaction or event or series of trans- 
actions or events one of the main purposes of which was to 
avoid or limit the application of subsection 112(2.1) or 
138(6), 


the share shall be deemed at that time to be a term preferred 
share acquired in the ordinary course of business, 


(i.2) where at any particular time after December 15, 1987, oth- 
erwise than pursuant to a written arrangement to do so entered 
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into before December 16, 1987; the terms or conditions of a tax- 
able preferred’ share of the Capital stock of a corporation relating 
to any matter referred to in subparagraphs (a)(i) to (iv) have 
been modified orestablished, or any agreement in respect ‘of the 
share relating to any such matter has been changed or entered 
into by the corporation or a specified person (within the meaning 
assigned by paragraph (h) of the definition “taxable preferred 
share” in this subsection) in relation to the corporation, the share 
shall be deemed after that particular time to have been issued at 
that particular time, and, 


(j) where a particular share of the capital stock of a’ corporation 
has been issued or its terms and conditions have been modified 
and it may reasonably be considered, having regard to all cir- 
cumstances (including the rate of interest on any debt or the div- 
idend provided on any term preferred share), that 


(i) but for the existence at any time of the debt or the term 
preferred share, the particular share would not have._been is- 
sued or its terms or conditions modified, and 


(ii) one of the main purposes for the issue of the particular 
share or for the modification of its terms or conditions was to 
avoid a limitation provided by subsection 112(2.1) or 138(6) 
in respect of a deduction, 


the particular share shall be deemed after December 31,1982 to 
be a term preferred share of the. corporation; 


Related. Provisions: 80(1) — Definition, of “distress, preferred share”; ;87(4.1)— 
Amalgamations — exchanged shares; 112(2.1) — No deduction on intercorporate divi- 
dends; 112(2.6)“exempt share”(c) — Distress preferred shares excluded from restric- 
tions on collateralized preferred shares; 248(10) — Series of transactions; 248(13) — 
Interests ‘in’ trusts or partnerships; 256(1.6) — Fair ‘market valuation; 256(6), (6.1) —— 
Meaning of “controlled”; Canada-U.S. Tax Treaty:Art. XXIX-A:5(a) — Meaning of 
“debt substitute share”. 


History: Para. (d.1) of the definition “term preferred share” in subsec. 248(1) amended 
to substitute “designated stock exchange” for “prescribed stock exchange” by 2007, c. 
35, para. 68(1)(b), applicable.after December 13, 2007. 


Subparas. (b)(i) and (h)(iv) ofthe definition “term preferred share” in subsec. 2A8(1) 
amended by 1999, c, 22, subsecs. 80(9) and (10), applicable to taxation years that begin 
after 1998. Subparas. (b)(i) and (h)(iv). formerly read: 


(i) a.corporation described in any of paragraphs (a) to (e) of the definition “speci- 
fied financial institution” in this subsection, 


(iv) a share issued before November 17, 1978 or a share issued pursuant to an 
established agreement (other than.a share issued to a corporation described in 
,any of paragraphs (a) to (f) of the definition “specified financial institution” |in 

»;; this subsection), is, at any particular time after October 23, 1979 and before No- 
vember 13, 1981 acquired (otherwise than. pursuant to an agreement in writing 
made before October 24, 1979) from a person (other than a corporation described 
in any of paragraphs (a) ‘to (f) of that definition) by a specified financial institu- 
tion or by a partnership or trust of which a specified financial institution or a 
person. related thereto is a member or a beneficiary, 


Subpara. (h)(vi) of the definition “term preferred share” in subsec. 248(1) amended by 
the said c. 22, subsec. 80(11), applicable to taxation years that'begin after 1998 except 
that, in its application to a share acquired from a corporation that last acquired the share 
in a taxation year that began before 1999, the expression “described in any of 
paragraphs (a) to (f) of the definition “‘specified financial institution” in this subsec- 
tion,” in cl. (h)(vi)(B), as amended, shall be read as “described in subclause en 
or (II). Subpara. (h)(vi) formerly read: 


(vi) a share (other than a share referred to in paragraph (e)) issued before No- 
vember 13, 1981 or a share issued pursuant to a specified agreement is, at any 
particular time after November 12, 1981, acquired (otherwise than pursuant to an 
agreement in writing made before October 24, 1979 or otherwise than pursuant 
to a specified agreement) from a partnership or person (other than an acquisition 
from a corporation described in any of paragraphs (a) to (f) of the definition 
“specified financial institution” in this subsection where that acquisition is 
neither subject to nor conditional on a guarantee agreement, within the meaning 
assigned by subsection 112(2,2), entered into after November 12, 1981) by a 
specified financial institution or by a partnership or trust of which a specified 
financial institution or a person related thereto is a member or a beneficiary, 


Para. (d.1) of the definition “term preferred share” in subsec. 248(1) amended by 1998, 
c.. 19, subsec..239(5), applicable. after February, 22, 1994. Para. (d.1) formerly, read; 


(d.1) that was issued before April 22,1980. by a corporation, described in any of 
paragraphs 39(5)(b) to (f) or by an issuing corporation associated with any such 
corporation and is listed ona prescribed stock exchange in Canada, 


“Term preferred share” amended by 1994, c. 7, Sch. If (1991, c. 49), subsec. 192(13), 
to add the word “or” at the end of para. (a), applicable after June 18,1987. 
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Subpara. (e)(i) of “term preferred share” amended by 1994, c. 7, Sch. V (1992, c. 27), 
para. 90(1)(q), to substitute “Bankruptcy and Insolvency Act” for “Bankruptcy Act’, in 
force November 30, 1992. 


Selected Cases [subsec. 248(1)“term preferred share”): Citibank Canada v. 
R., [2002] 2 C.T.C. 171 (FCA) Unstruments did not have character of debt, such as 
repayment, default). 


Regulations: 3200 (repealed —for “prescribed stock exchange in Canada” in 
(h)(ii)(A) and (h)(v)(A)(D)); 6201 (prescribed shares). 

Interpretation Bulletins: IT-527: Distress preferred shares. 

1.T. Technical News: 25 (Silicon Graphics case — dispersed control is not control). 


Advance Tax Rulings: ATR-5: Preferred shares exchangeable for common shares; 
ATR-10: Issue of term preferred shares; ATR-18: Term preferred shares; ATR-46: Fi- 
nancial difficulty. 


“termination payment’ — [Repealed under former Act] 


“testamentary trust” has the meaning assigned by subsection 
108(1); 


Related Provisions: 248(3) — Trusts in Quebec. 


“timber resource property” has the meaning assigned by subsec- 
tion 13(21); 
Interpretation Bulletins: IT-373R2: Woodlots. 


“total pension adjustment reversal” of a taxpayer for a calendar 
year has the meaning assigned by regulation; 

Related Provisions: 147.1(18)(t) — Authorization for regulations for TPAR. 
History: The definition “total pension adjustment reversal” added to subsec. 248(1) by 
1998, c. 19, subsec. 66(3), applicable after 1996. 

Regulations: 8304.1 (pension adjustment reversal). 


Forms: RC4137: Pension adjustment reversal guide; T4104: Past service pension ad- 
justment guide. 


“Treasury Board” means the Treasury Board established by sec- 
tion 5 of the Financial Administration Act; 


“treaty-protected business” of a taxpayer at any time means a 
business in respect of which any income of the taxpayer for a period 
that includes that time would, because of a tax treaty with another 
country, be exempt from tax under Part I; 


History: The definition “treaty-protected business” added to subsec. 248(1) by 1999, 
c. 22, subsec. 80(12), applicable to 1998 et seq. 


CRA Audit Manual: 15.2.10: Treaty-protected businesses. 


“treaty-protected property” of a taxpayer at any time means pro- 
perty any income or gain from the disposition of which by the tax- 
payer at that time would, because of a tax treaty with another coun- 
try, be exempt from tax under Part I; 

Related Provisions: 13(4.1)(d) — Replacement of depreciable property that is not 
treaty-protected property; 44(5)(d)—— Replacement of capital property that is not 
treaty-protected property; 116(5.01), (5.02), (6.1) — Acquisition of. treaty-protected 
property from non-resident — notice requirement in place of s. 116 certificate. 


History: The definition “treaty-protected property” added to subsec. 248(1) by 1999, 
c. 22, subsec. 80(12), applicable to 1998 et seg. 


“trust” has the meaning assigned by subsection 104(1); 


Related Provisions: 94(3)(a) [proposed] — Trust deemed resident in Canada for 
certain purposes; 108(1) — Meaning of “trust”; 146. 1(1) — RESPs — “Meaning of 
trust”; 149(5) — Exception re investment income of certain clubs; 207.6(1) — Defini- 
tions Ge RCA tax); 233.2(4) — Reporting requirement re transfers to foreign trust; 
233.6(1) — Reporting requirement re distributions from foreign trust; 248(3) — 
Deemed trusts in Quebec; 248(25.1) — Trust-to-trust transfers — deemed same trust. 


“undepreciated capital cost” to a taxpayer of depreciable property 
of a prescribed class has the meaning assigned by subsection 
13(21); 

“unit trust” has the meaning assigned by subsection 108(2); 
Related Provisions: 248(1)“personal trust” — Unit trust deemed not to be a per- 


sonal trust. 


“unused RRSP deduction room” of a taxpayer at the end of a tax- 
ation year has the meaning assigned by subsection 146(1); 


“unused scientific research and experimental development tax 
credit” of a taxpayer for a taxation year has the meaning assigned 
by subsection 127.3(2); 


Income Tax Act 


“unused share-purchase tax credit” of a taxpayer for a taxation 
year has the meaning assigned by subsection 127.2(6); 


1971 capital surplus on hand”’’, “1971 undistributed income on 
hand” — [Repealed under former Act] 


Selected Cases [Subsec. 248(1)]: Friesen (J.) v. Canada, [1995] 2 C.T.C. 369 
ay) (Plain meaning rule applies to eae of Act). 


_ Proposed Addition — 248(1. 1) 


(1.1) Non-disposition before December 24, 1998 — A re- 
demption, an acquisition or a cancellation, at any particular time 
after 1971 and before December 24, 1998, of a share or of a right 
to acquire a share (which share or which right, as the case may be, 
is referred to in this subsection as the “security”) of the capital 
stock of a corporation (referred to in this subsection as the “issu- 
ing corporation”) held by another corporation (referred to in this 
subsection as the “disposing corporation”) is not a disposition 
(within the meaning of the definition “disposition” in section 54 
as that section read in its application to. transactions and events 
that occurred at the particular time) of the security if 


“ (a) the redemption, acquisition or cancellation Riser as part 
. & nod a merger or combination of two or more corporations (in- 
cluding the issuing corporation and the disposing corporation) 
to form one corporate ido Krelorned i to in this arinrction as 
‘Ww corporation”); — - ’ 
4d) the merger or lone o 
(i) is an amalgamation (within the iain ‘Siisioned by 
subsection 87(1) as it read at the ‘particular time) to which 
subsection 87(11) if in force, and as it read, at the pee 
time did not apply, ns By 
(ii) is an amalgamation (within the meshes sisviguedl' by 
subsection 87(1) as it read at the particule time) to which — 
subsection 87 if if i in force, and as it read, at the particular 


read i in respect « of the merger or sornbination) or 
' ON occurred after November 12, 1981 and | 


(A) is a foreign merger (within the cone jassiguied by 
-. subsection 87(8. ue as it madi in eae of wad merger or 
- combination), or ‘2 


7G all of the following: onditions are me aang 


@ the merger or combination i is not a foreign merger 
(within the meaning assigned by subsection 87(8.1) 
_as it read in respect of the merger or combit tion), 


subsection 87(8. a), as it read in respect of the 
merger or combination, contained a subparagraph 
ii), and Bie : 
(I) the merger. or combination wou foreign © 
_ merger (within the meaning of subsection 87(8.1). as 
_ it read in respect of the merger or combination) if 
Aha. subparagraph 87(8. A)(c) Gi) were © af as 
follows: 
seAlibif immediately after the | aneteeth thes new 
~ foreign corporation was controlled by another 
_ foreign corporation (in this subsection referred 
_to as the “parent corporation”), shares of the 
capital stock of the patent corporation,”; 


© citer WOIEEL | 
(i) the disposing ag eae achat s ‘no neat ing 4 for 
the security, or oo Lo 7 


(ii) in the case where the ineieet or Hele bined is ae 
scribed by subparagraph (b)(iv), the disposing corporation 
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received no consideration for the security other than pro- 
Jae that Was: _ ae before the elas or combina- 


, is referred to 
; the a 


p 
‘two oF more corporati cluding thei issuin 
[ ing eee to form one seis ate entity ete to as 


- 3 the particular merger or combination would be a t roreigh merge 
(within the meaning of subsection 87(8. 1), as it read in respect of 
the particular merger or combination) — Af: that ae ee 
87 8. A)(c)Gi) were tead as follows: 

¢ “(ii) if, immediately after the merger, the n new fasion corpora- 

_ tion was controlled by another foreign corporation (in this sub- 
section referred to as the “parent — iShares of the — 
: teapitel stock of. ihe Bodie — and — . 


OF combination, became property of the new corporation, 


Related Provisions: 2AS(1) asposite GS rule ane Decemver 35 
(1998. - . 


(2) Tax dhe pain this Act, the tax payable by a taxpayer 
under any Part of this Act by or under which provision is made for 
the assessment of tax means the tax payable by the taxpayer as 


S. 248(3)(e) 


fixed by assessment or reassessment subject to variation on objec- 
tion or on appeal, if any, in accordance with the provisions of that 
Part. 


Related Provisions: 117(1) — Meaning of “tax payable” for purposes of 117—127.4. 


(3) Property subject to certain Quebec institutions and 
arrangements [deemed trusts] — For the purposes of this Act, 
if property is subject to an institution or arrangement.that is de- 
scribed by this subsection and that is governed by the laws of the 
Province of Quebec, the following rules apply in respect of the 


property: 
(a) if at any time property is subject to a usufruct, right of use or 
habitation, or substitution, 


(i) the-usufruct, right of use or habitation, or substitution, as 
the case may be, is deemed to be at that time 


(A) a trust, and 


(B), where the usufruct, right of use or habitation, or sub- 
stitution, as the case may be, is created by will, a trust 
created by will, 


(ii) the property is deemed 


(A) where the usufruct, right of use or habitation, or sub- 
stitution, as the case may be, arises on the death of a testa- 
tor, to have been transferred to the trust on and as a con- 
sequence of the death of the testator, and not otherwise, 
and 


(B) where the usufruct, right of use or habitation, or sub- 
stitution, as the case may. be,. arises otherwise, to have 
been transferred (at the time it first became subject to the 
usufruct, right of use or habitation, or substitution, as the 
case may be) to the trust by the person that granted the 
usufruct, right of use or habitation, or substitution, and 


(iii) the property is deemed to’ be, throughout the period in 
which it is subject to the usufruct, right of use or habitation, 
or substitution, as the case may be, held by the trust, and not 
otherwise; 


(b) an arrangement (other than a partnership, a qualifying ar- 
rangement or an arrangement that is a trust determined without 
reference to this paragraph) is deemed to be a trust and property 
subject to rights and obligations under the arrangement is, if the 
arrangement is deemed by this paragraph to be a trust, deemed 
to be held in trust and not otherwise, where the arrangement 


(i) is established before October 31, 2003 by or under a writ- 
ten contract that 


(A) is governed by the laws of the Province of Quebec, 
and 


(B) provides that, for the purposes of this Act, the ar- 
rangement shall be considered to be a trust, and 


(ii) creates rights and obligations that are substantially simi- 
lar to the rights and obligations under a trust (determined 
without reference to this subsection); 


(c).if the arrangement is a qualifying arrangement, 
(i) the arrangement is deemed to be a trust, 


(ii) any property contributed at any time to the arrangement 
by an annuitant, a holder or a subscriber of the arrangement, 
as the case may be, is deemed to have been transferred, at 
that time, to the trust by the contributor, and 


(ili) property subject to rights and obligations under the ar- 
rangement is deemed to be held in trust and not otherwise; 


(d) a person who has a right (whether immediate or future and 
whether absolute or contingent) to receive all or part of the in- 
come or capital in respect of property that is referred to in para- 
graph (a) or (b) is deemed to be beneficially interested in the 
trust; and 


(e) notwithstanding that a property is at any time subject to a 
servitude, the property is deemed to be beneficially owned by a 
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person at that time if, at that time, the person has in relation to 
the property 


(i) the right of ownership, 
(ii) a right as a lessee under an emphyteusis, or 


(iii) a right as a beneficiary in a trust. 


Related Provisions: 248(3.1) — Gift of bare ownership of immovables; 248(3.2) — 
Qualifying arrangement; 248(8) — Occurrences as a consequence of death; 248(9.1) — 
Trust created by taxpayer’s will; 248(25) — Beneficially interested; Interpretation Act 
8.1, 8.2 — Common law and civil law equally authoritative. 


History: Subsec. 248(3) amended by 2009, c. 2, subsec. 76(5), applicable to taxation 
years that begin after October 30, 2003 except that for taxation years that end before 
2008, subpara. 248(3)(c)(ii) shall be read without reference to the expression “a 
holder”. The subsec. formerly read: 


(3) Rules applicable in relation to the Province of Quebec [deemed 
trusts] — For the purposes of the application of this Act in relation to the Prov- 
ince of Quebec, 


(a) a usufruct shall be deemed to be a trust, created by will where the usu- 
fruct was so established, and property subject to a usufruct shall be deemed 
to have been transferred to the trust, on the death of the testator and as a 
consequence thereof where the usufruct arises on death, and to be held in 
trust and not otherwise; 


(b) a right of use or habitation shall be deemed to be a trust, created by will 
where the right was so established, and property subject to such a right shall 
be deemed to have been transferred to the trust, on the death of the testator 
and as a consequence thereof where the right arises on death, and to be held 
in trust and not otherwise; 


(c) a substitution shall be deemed to be a trust, created by will where the 
substitution was so established, and property subject to a substitution shall 
be deemed to have been transferred to the trust, on the death of the testator 
and as a consequence thereof where the substitution arises on death, and to 
be held in trust and not otherwise; 


(d) property subject to nights and obligations under an arrangement (other 
than a trust) that 


(1) is established by or under a written contract that 
(A) is governed by the laws of the Province of Quebec, and 


(B) provides that, for the purposes of this Act, the arrangement shall 
be considered to be a trust, and 


(ii) creates rights and obligations that are substantially similar to the 
rights and obligations under a trust (determined without reference to this 
subsection), 


shall be deemed to be held in trust and not otherwise, and such an arrange- 
ment shall be deemed to be a trust; 


(e€) a person who has a right (whether immediate or future and whether abso- 
lute or contingent) to receive all or any part of the income or capital in re- 
spect of property referred to in paragraph (a), (b), (c) or (d) shall be deemed 
to be beneficially interested in the trust referred to’in that paragraph; and 


(f) property in relation to which any person has, at any time, 

(i) the right of ownership, 

(ii) a right as a lessee in an emphyteutic lease, or 

(iii) a right as a beneficiary in a trust 
shall, notwithstanding that such property is subject to a servitude, be deemed 
to be beneficially owned by the person at that time. 


The said c. 2, subsec. 76(15), states that for taxation years that begin after 1988 and 
before October 31, 2003, para. 248(3)(d) shall, in its application to each arrangement 
that is entered into between an individual and a corporation licensed or otherwise au- 
thorized under the laws of Canada or a province to carry on in Canada the business of 
offering to the public its services as trustee and that is accepted by the Minister for 
registration under s. 146 or 146.3, be read without reference to 


(a) cl. 248(3)(d)()(B), if the arrangement is presented as a declaration of trust but 
does not provide that, for the purposes of the Act, the arrangement shall be consid- 
ered to be a trust; and 

(b) subpara. 248(3)(d)(ii). 


Subsec. 248(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
applicable 


192(15), 


(a) after 1990 with respect to property the ownership of which was acquired after 
1990; 


(b) after 1990 with respect to property that became subject to a usufruct, a right of 
use or habitation, a substitution, an emphyteutic lease or a trust after 1990; 


(c) after 1989 with respect to property that became subject to a usufruct, a right of 
use or habitation or a substitution after 1989 and before 1991, where the persons 
who so acquire interests in the property elected jointly by notifying the Minister of 
National Revenue in writing before 1992 [1994, c..7, Sch. VIII. (1993, c. 24), s. 159 


Income Tax Act 


provides that such an election made before December 11, 1993 shall be deemed to 
have been made before 1992]; and 


(d) to 1989 et seq. with respect to property that became subject to an arrangement 
referred to in para. 248(3)(d) in the 1989 or any subsequent taxation year. 


Subsec. 248(3) formerly read: 


(3) References to property beneficially owned and to beneficial owner of 
property — In its application in relation to the Province of Quebec, a reference 
in this Act to any property that is or was beneficially owned by any person shall 
be read as including a reference to property in relation to which any person has 
or had the full ownership whether or not the property is or was subject to a servi- 
tude, or has or had a right as a usufructuary, a lessee in an emphyteutic lease, an 
institute in a substitution or a beneficiary in a trust; and a reference in this Act to 
the beneficial owner of any property shall be read as including a reference to a 
person who has or had, accordingly as the context requires, such ownership as a 
right in relation to that property. 


Selected Cases [subsec. 248(3)]: R. v. Construction Bérou Inc., [2000] 2 C.T.C. 
174 (FCA) (Purposive interpretation of provision); Larose v. MNR, [1992] 2 C.T.C. 
2339 (TCC); amended (Nov. 18, 1991), Doc. 87-294(IT) (TCC) [unreported] (Assess- 
ment in respect of sale of properties upheld even though court decision and other cir- 
cumstances had denied taxpayer proceeds of sale; right to dispose of properties had 
been transferred to purchaser). 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts; IT-437R: Owner- 
ship of property (principal residence). 


(3.1) Gift of bare ownership of immovables — Subsection (3) 
does not apply in respect of a usufruct or a right of use of an im- 
movable in circumstances where a taxpayer disposes of the bare 
ownership of the immovable by way of a gift to a donee described 
in the definition “total charitable gifts”, “total Crown gifts” or “total 
ecological gifts” in subsection 118.1(1) and retains, for life, the usu- 
fruct or the right of use. 


History: Subsec. 248(3.1) added by 2009, c. 2, subsec. 76(5), applicable to disposi- 
tions that occur after July 18, 2005. 


(3.2) Qualifying arrangement — For the purposes of paragraphs 
248(3)(b) and (c), an arrangement is a qualifying arrangement if it 
is 
(a) entered into with a corporation that is licensed or otherwise 
authorized under the laws of Canada or a province to carry on in 
Canada the business of offering to the public its services as 
trustee; 


(b) established by or under a written contract that is governed by 
the laws of the Province of Quebec; 


(c) presented as a declaration of trust or provides that, for the 
purposes of this Act, it shall be considered to be a trust; and 


(d) presented as an arrangement in respect of which the corpora- 
tion is to take action for the arrangement to become a registered 
disability savings plan, a registered education savings plan, a 
registered retirement income fund, a registered retirement sav- 
ings plan or a TFSA. 


History: Subsec. 248(3.2) added by 2009, c. 2, subsec. 76(5), applicable to taxation 
years that begin after October 30, 2003 except that 


for taxation years that end before 2008, para. 248(3.2)(d) shall be read without 
reference to registered disability savings and TFSAs, and 


for taxation years that end in 2008, para. 248(3.2)(d) shall be read without refer- 
ence to TFSAs. 


(4) Interest in real property — In this Act, an interest in real 
property includes a leasehold interest in real property but does not 
include an interest as security only derived by virtue of a mortgage, 
hypothecary claim, agreement for sale or similar obligation. 


Proposed Amendment — 248(4 


Acplicstion’ The July 16, 2010 draft legislation (Part 2 baat subdeg 
254(5), will amend subsec. 248(4) to replace Rigs _hypothecary claim,” with 
“mortgage,” , to come into force on Royal Assent. 


Technical Notes (July 2010): ‘See under 2484. 1) below. 


Related Provisions: 43.1(1) — Life estates in real property; 248(4. 1) — Real right 
in an immovable under Quebec civil law; Interpretation Act 8.1, 8.2 — Common law 
and civil law equally authoritative. 


History: Subsec. 248(4) amended by 2001, c. 17, beg 230(2), to add “hypothecary 
claim,”, in force June 14, 2001. 
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(5) Substituted property — For the purposes of this Act, other 
than paragraph 98(1)(a), 


(a) where a person has disposed of or exchanged a particular 
property and acquired other property in substitution therefor and 
subsequently, by one or more further transactions, has effected 
one or more further substitutions, the property acquired by any 
such transaction shall be deemed to have been substituted for the 
particular property; and 


(b) any share received as a stock dividend on another share of 
the capital stock of a corporation shall be deemed to be property 
substituted for that other share. 
Interpretation Bulletins: IT-244R3: Gifts by individuals of life insurance policies as 
charitable donations; IT-369R: Attribution of trust income to settlor; IT-489R: Non- 


arm’s length sale of shares to a corporation; IT-511R: Interspousal and certain other 
transfers and loans of property. 


(6) “Class” of shares issued in series — In its application in 
relation to a corporation that has issued shares of a class of its capi- 
tal stock in one or more series, a reference in this Act to the “class”’ 
shall be read, with such modifications as the circumstances require, 
as a reference to a “series of the class”’. 


Interpretation Builetins: iT- 328R3: Losses on shares on which dividends have been 
received. 


(7) [Deemed date of] Receipt of things mailed — For the 
purposes of this Act, 


(a) anything (other than a remittance or payment described in 
paragraph (b)) sent by first class mail or its equivalent shall be 
deemed to have been received by the person to whom it was sent 
on the day it was mailed; and 


(b) the remittance or payment of an amount 
(i) deducted or withheld, or 
(ii) payable by a corporation, 


as required by this Act or a regulation shall be deemed to have 
been made on the day on which it is received by the Receiver 
General. 
Related Provisions: 153(1) [closing words] — Certain remittances must be made 
directly to a financial institution; 204.81(8.2).— Rule in 248(7) does not apply to vol- 
untary de-registration of LSVCC, 244(5) — Proof of service by mail, 244(14) — Mail- 
ing date presumed to be date of assessment or notice; Reg. 110 — Certain remittances 
must be made directly to a financial institution. 


Interpretation Bulletins: IT-433R: Farming or fishing — use of cash method. 


Charities Policies: CPS-017: Effective date of registration. 


S. 248(9) rel 


(8) Occurrences as a ee ee of death — For the pur- 
pose of this Act, 


(a) a transfer, distribution or acquisition of property under or as 
a consequence of the terms of the will or other testamentary in- 
strument of a taxpayer or the taxpayer’s spouse or common-law 
partner or as a consequence of the law governing the intestacy of 
a taxpayer or the taxpayer’s spouse or common-law partner shall 
be considered to be a transfer, distribution or acquisition of the 
property as a consequence of the death of the taxpayer or the 
taxpayer’s spouse or common-law partner, as the case may be; 


(b) a transfer, distribution or acquisition of property as a conse- 
quence of a disclaimer, release or surrender by a person who 
was a beneficiary under the will or other testamentary instru- 
ment or on the intestacy of a taxpayer or the taxpayer’s spouse 
or common-law partner shall be considered to be a transfer, dis- 
tribution or acquisition of the property as a consequence of the 
death of the taxpayer or the taxpayer’s spouse or common-law 
partner, as the case may be; and 


(c) a release or surrender by a beneficiary under the will or other 
testamentary instrument or on the intestacy of a taxpayer with 
respect to any property that was property of the taxpayer imme- 
diately before the taxpayer’s death shall be considered not to be 
a disposition of the property by the beneficiary. 
Related Provisions: 248(9) — Definitions; 248(9.1) — Whether trust created by 
taxpayer's will. 


History: Subsec. 248(8) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seqg., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 

Interpretation Bulletins: IT-305R4: Testamentary spouse trusts; IT-313R2: Eligible 
capital property — rules where a taxpayer has ceased carrying on a business or has 
died; IT-349R3: Intergenerational transfers of farm property on death; IT-385R2: Dis- 
position of an income interest in a trust; IT-449R: Meaning of “vested indefeasibly” 
(archived); IT-500R: RRSPs — death of an annuitant. 


(9) Definitions — In subsection (8), 


“disclaimer” includes a renunciation of a succession made under 
the laws of the Province of Quebec that is not made in favour of any 
person, but does not include any disclaimer made after the period 
ending 36 months after the death of the taxpayer unless written ap- 
plication therefor has been made to the Minister by the taxpayer’s 
legal representative within that period and the disclaimer is made 
within such longer period as the Minister considers reasonable in 
the circumstances; 


History: The definition “disclaimer” in subséc. 248(9) substituted by 1994, c. 21, sub- 
sec. 109(7), applicable June 15, 1994. That definition formerly read: 


“disclaimer” includes a renunciation of a succession made under the laws of the 
Province of Quebec that is not made in favour of any person; 


Interpretation Bulletins [“disclaimer”]: IT-305R4: Testamentary spouse trusts; 
IT-313R2: Eligible capital property — rules where a taxpayer has ceased carrying on a 
business or has died; IT-349R3: Intergenerational transfers of farm property on death. 


“release or surrender’ means 


(a) a release or surrender made under the laws of a province 
(other than the Province of Quebec) that does not direct in any 
manner who is entitled to benefit therefrom, or 


(b) a gift inter vivos made under the laws of the Province of 
Quebec of an interest in, or right to property of, a succession that 
is made to the person or persons who would have benefited if 
the donor had made a renunciation of the succession that was 
not made in favour of any person, 


and that is made within the period ending 36 months after the death 
of the taxpayer or, where written application therefor has been 
made to the Minister by the taxpayer’s legal representative within 
that period, within such longer period as the Minister considers rea- 
sonable in the circumstances. 

Interpretation Bulletins [“release or surrender”]: IT-305R4: Testamentary 
spouse trusts; IT-313R2: Eligible capital property — rules where a taxpayer has ceased 
carrying on a business or has died; IT-349R3: Intergenerational transfers of farm pro- 
perty on death. 
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(9.1) How trust created — For the purposes of this Act, a trust 
shall be considered to be created by a taxpayer’s will if the trust is 
created 


(a) under the terms of the taxpayer’s will; or 


(b) by an order of a court in relation to the taxpayer’s estate 
made under any law of a province that provides for the relief or 
support of dependants. 
Related Provisions: 108(1)“testamentary trust’ — Trust created by taxpayer’s will 
is a testamentary trust; 248(3) — Whether usufruct, right of use or habitation or substi- 
tution in Quebec deemed to be trust created by taxpayer’s will. 


History: Subsec. 248(9.1) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 139(8), 
applicable to 1990 er seq. 
Interpretation Bulletins: IT-305R4: Testamentary spouse trusts. 


(9.2) Vested indefeasibly — For the purposes of this Act, pro- 
perty shall be deemed not to have vested indefeasibly 


(a) in a trust under which a taxpayer’s spouse or common-law 
partner is a beneficiary, where the trust is created by the will of 
the taxpayer, unless the property vested indefeasibly in the trust 
before the death of the spouse or common-law partner; and 


(b) in an individual (other than a trust), unless the property 
vested indefeasibly in the individual before the death of the 
individual. 
Related Provisions: 248(9.1) — Whether trust created by taxpayer’s will. 
History: Subsec. 248(9.2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 


2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subsec. 248(9.2) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 139(8), applica- 
ble in respect of deaths occurring after December 20, 1991. 

Interpretation Bulletins: IT-305R4: Testamentary spouse trusts; IT-449R: Meaning 
of “vested indefeasibly” (archived). 

CRA Audit Manual: 16.2.2: Estate of a deceased person — vested indefeasibly. 


(10) Series of transactions — For the purposes of this Act, 
where there is a reference to a series of transactions or events, the 
series shall be deemed to include any related transactions or events 
completed in contemplation of the series. 

Selected Cases [subsec. 248(10)]: MIL (Investments) S.A. vy. R., [2006] 5 C.T.C. 
2552 (TCC); aff'd [2007] 4 C.T.C. 235 (FCA) (Strong nexus required, not mere 
possibility); Canutilities Holdings Ltd. v. R., [2004] 4 C.T.C. 210 (FCA) (Preordination 
plus ability to carry out transaction may produce “series”); Meager Creek Holdings 
Ltd. y. R., [1998] 4 C.T.C. 2090 (TCC) (Must be some connection between events for 
“series” of transactions to occur). 

Advance Tax Rulings: ATR-56: Purification of a family farm corporation; ATR-57: 
Transfer of property for estate planning purposes; ATR-58: Divisive reorganization. 


1.T. Technical News: 22 (series of transactions). 


(11) Compound interest — Interest computed at a prescribed 
rate under any of subsections 129(2.1) and (2.2), 131(3.1) and (3.2), 
132(2.1) and (2.2), 133(7.01) and (7.02), 159(7), 160.1(1), 161(1), 
(2) and (11), 161.1(5), 164(3) to (4), 181.8(1) and (2) (as those two 
subsections read in their application to the 1991 and earlier taxation 
years), 185(2), 187(2) and 189(7), section 190.23 (as it read in its 
application to the 1991 and earlier taxation years) and subsections 
193(3), 195(3), 202(5) and 227(8.3), (9.2) and (9.3) of this Act and 
subsection 182(2) of the Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952 (as that subsection read in its appli- 
cation to taxation years beginning before 1986) and subsection 
191(2) of that Act (as that subsection read in its application to the 
1984 and earlier taxation years) shall be compounded daily and, 
where interest is computed on an amount under any of those provi- 
sions and is unpaid or unapplied on the day it would, but for this 
subsection, have ceased to be computed under that provision, inter- 
est at the prescribed rate shall be computed and compounded daily 
on the unpaid or unapplied interest from that day to the day it is 
paid or applied and shall be paid or applied as would be the case if 
interest had continued to be computed under that provision after 
that day. 

Related Provisions: 221.1 — Application of interest where legislation retroactive. 


History: Subsec. 248(11) amended to add reference to subsec. 161.1(5) and substitute 
“(as those two subsections read in their application to the 1991 and earlier taxation 


Income Tax Act 


years)” for “(as these two subsections read in their application to the 1991 and earlier 
taxation years)” by 2000, c. 19, subsec. 67(2), applicable after 1999. 


Subsec. 248(11) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 139(9), appli- 

cable to refunds paid or applied with respect to taxation years beginning after 1991. 

Subsec. (11) formerly read: 
(11) Interest computed at a prescribed rate under any of subsections 159(7), 
160.1(1), 161(1), (2) and (11), 164(3) to (4), 181.8(1) and (2), 185(2), 187(2) and 
189(7), section 190.23, subsections 193(3), 195(3), 202(5) and 227(8.3), (9.2) 
and (9.3) of this Act, subsection 182(2) of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, as it applied to taxation years beginning 
before 1987, and subsection 191(2) of that Act as it applied to the 1972 to 1984 
taxation years shall be compounded daily and, where interest is computed on an 
amount under any of those provisions and is unpaid on the day it would, but for 
this subsection, have ceased to be computed under that provision, interest at the 
prescribed rate shall be computed and compounded daily on the unpaid interest 
from that day to the day it is paid and shall be paid or credited as would have 
been the case if interest had continued to be computed under that provision after 
that day. 

Subsec 248(11) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(16), to substi- 

tute the list of sections, applicable to 1990 et seg. That list formerly read: 
subsections 159(7), 160.1(1), 161(1), (2) and (11), 164(3) to (4), 181.8(1) and 
(2), 185(2), 187(2) and 189(7), section 190.23, subsections 191(2), 193(3), 
195(3) and 202(5), section 211.5 and subsections 227(8.3), (9.2) and (9.3) of this 
Act and subsection 182(2) of the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, 

Selected Cases [subsec. 248(11)]: Exxonmobil Canada Ltd. vy. R., [2004] 2 C.T.C. 

2427 (TCC) (Interest is simple, not compound, unless otherwise indicated). 


Regulations: 4301 (prescribed rate of interest). 
1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(12) Identical properties — For the purposes of this Act, one 
bond, debenture, bill, note or similar obligation issued by a debtor is 
identical to another such obligation issued by that debtor if both are 
identical in respect of all rights (in equity or otherwise, either im- 
mediately or in the future and either absolutely or contingently) at- 
taching thereto, except as regards the principal amount thereof. 
Related Provisions: 14(13), 18(16) — Deemed identical properties for superficial 
loss/pregnant loss rules; 18.1(12) — Identical properties for matchable-expenditure 
rules; 40(3.5) — Deemed identical properties for superficial loss/pregnant loss rules; 
47 — Capital gains treatment of identical properties; 54“‘superficial loss”(i), (j) — 
Right to acquire property and SIFT wind-up share — deemed identical property for 
superficial-loss rule; 138(11.1) — Identical properties of life insurance corporation. 
I.T. Application Rules: 26(8)-(8.4) — Identical properties owned since before 1972. 


Interpretation Bulletins: IT-387R2: Meaning of “identical properties”. 


(13) Interests in trusts and partnerships — Where after No- 


vember 12, 1981 a person has an interest in a trust or partnership, 


whether directly or indirectly through an interest in any other trust 
or partnership or in any manner whatever, the person shall, for the 
purposes of the definitions “income bond”, “income debenture” and 
“term preferred share” in subsection (1), paragraph (h) of the defini- 
tion “taxable preferred share” in that subsection, subsections 
84(4.2) and (4.3) and 112(2.6) and section 258, be deemed to be a. 
beneficiary of the trust or a member of the partnership, as the case 
may be. 


(14) Related corporations — For the purpose of paragraph (g) 
of the definition “specified financial institution” in subsection (1), 
where in the case of 2 or more corporations it can reasonably be 
considered, having regard to all the circumstances, that one of the: 
main reasons for the separate existence of those corporations in a 
taxation year is to limit or avoid the application of subsection 
112(2.1) or (2.2) or 138(6), the 2 or more corporations shall be 
deemed to be related to each other and to each other corporation to 
which any such corporation is related. 

History: Subsec. 248(14) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
192(17), to substitute “For the purpose of” for “For the purposes of” and “can reasona- 
bly” for “may reasonably”, and to add “and to each other corporation to which any 
such corporation is related”, applicable after July 13, 1990. 


(15) Goods and services tax — change of use — For the 
purposes of this Act, where a liability for the goods and services tax 
is incurred in respect of a change of use at any time of a property, 
the liability so incurred shall be deemed to have been incurred im- 
mediately after that time in respect of the acquisition of the 


property. 
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(16) Goods and services tax — input tax credit and re- 
bate — For the purposes of this Act, other than this subsection and 
subsection 6(8), an amount claimed by a taxpayer as an input tax 
credit or rebate with respect to the goods and services tax in respect 
of a property or service shall be deemed to be assistance from a 
government in respect of the property or service that is received by 
the taxpayer 


© assistance £i0en a gov- 
aie are either included 


(a) where the amount was claimed by the taxpayer as an input Su ubsection ‘ specifi ime at v receipt (or credit) of an input 
tax credit in a return under Part IX of the Excise Tax Act for a anc - With respect 
reporting period under that Act, ragrap! Toe) rolled tha the : 

: ; : j 2dit) idered tc ceived by a taxpayer at the 

(i) at the time the goods and services tax in respect of the he inp redit was paid. or became payable by the 


input tax credit was paid or became payable, if the tax was 
paid or became payable in the reporting period, or 


(ii) if no such tax was paid or became payable in respect of 
the input tax credit in the reporting period, at the end of the 
reporting period; or 
(b) where the amount was claimed as a rebate with respect to the 
goods and services tax, at the time the amount was received or 
credited. 


come Tax Act) for 
eanier time. 


= Howe 
least 120 days before the taxation year in ‘which the G ST 
becomes statute-barred for i income tax purposes. 


Second, st b paragraph 248(16)(a)(ii) i is amended to provid 
considered to be fecelved at the end of the ‘Teporting pee ) 
only if / 


] * subparagraph 248(16)¢a) i) does not app 


it an input tax credit is 
fn which it is claimed 


© the taxpayer's threshold amount (as detenuined under subsect 249(1) of the 
Excise Tax Act) is $500,000 or léss for the fiscal year of the taxpayer that in- 
cludes the earlier of the time that the oF in — of the a“ tax credit was 
oped or became payable. ; 


apply in any other case. If abil 
credit is considered to nave been 


s that ae after the taxation year that includes the earlier of the time that the — 
_GST in respect of the input tax credit was paid and the time that it eae paya- : 
“ble, and 


ing assigned by that Act) of the taxpayer 


° or aa the nonce pelccment period for the taxpayer ends at feast 120 days 
ie particular time, and a 


after the time at which the input tax credit was claimed. 


Reference should also made to the commentary to new subsection 248(17. 1) whiel : 
provides a special rule in respect of the timing of a claim i in ae of certain es 
tax credits assessed under the Excise Tax Act. 


Related Provisions: 8(11)—GST rebate, deemed not to be reimbursement for 
employment expense purposes; 12(1)(x) — Inclusion in income; 12(2.2)—- Deemed 
outlay or expense; 13(7.1) — Deemed capital cost of certain property; 37(1)(d) — Sci- 
entific research and experimental development; 53(2)(k) — Reduction in adjusted cost 
base; 66.1(6)cumulative Canadian exploration expense’”J — Assistance reduces 
CCEE; 66.2(5)“cumulative Canadian development expense’”M — Assistance reduces 
CCDE; 66.4(5)“cumulative Canadian oil and gas property expense”I — Assistance 
reduces CCOGPE; 248(16.1) — Parallel rule for QST; 248(17) — Application’ of 


> the goods” and services tax, at oe fime th coals was Te- 248(16) to passenger vehicles and aircraft; 248(17.2) — Timing of deemed assistance 
ceived or credited. : . where GST assessed; 248(18) — GST — repayment of input tax credit. 


Application: The July 16, 2010 draft ievislation. (Part bd, subsec. 
148(17), will amend subsec. 248(16) to read as above, applicable in respect of input ; 


Interpretation Bulletins: IT-273R2: Government assistance — general comments. 
CRA Audit Manual: 27.20.0: Inducement payments. 
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Proposed Addition — 248(16.1) 


(16.1) Quebec input tax refund and rebate — For the pur- 
pose of this Act, other than this subsection and subsection 6(8), an 
amount claimed by a taxpayer as an input tax refund or a rebate 
with respect to the Quebec sales tax in respect of a property or 
service is deemed to be assistance from a government in respect 
of the property or service that is received by the taxpayer 


(a) where the amount was claimed by the taxpayer as an input 
tax refund in a return under An Act respecting the Québec 
sales tax, R.S.Q., c. T-0.1, for a reporting period under that 
Act, 
(i) at the particular time that is the earlier of the time that 
the Quebec sales tax in respect of the input tax refund was 
paid and the time that it became payable, 
(A) if the particular time is in the reporting period, or 
(B) if, 
(I) the taxpayer’s threshold amount, Gosrmined | in 
accordance with section 462 of that Act is greater 
than $500,000 for the taxpayer’s fiscal year (within 
the meaning assigned by that Act) that includes the 
particular time, and 


(iI) the taxpayer claimed the input tax itd at least 


120 days before the end of the normal reassessment — 
period, as determined under subsection 152(3.1), for 


the taxpayer in respect of the taxation Mes that in- 
cludes the particular time, 


(ii) at the end of the reporting period, if 
(A) svopeae ayh (i) does not apply, and — 


cordance with section 462 of that Act is ee 000 or. 


less for the fiscal year (within the meaning assigned by 
that Act) of the taxpayer that includes the particular 
time, and 


(iii) in any other case, on the last ne of the taxpayer” § ear- 
liest taxation year 


(A) that begins after the taxation year that includes the 
particular time, and 


(B) for which the normal reassessment period, as deter- 
mined under subsection 152(3.1), for the taxpayer ends 
at least 120 days after the time that the input tax refund 
was claimed; or 


(b) where the amount was claimed as a rebate with seepett is 
the Quebec sales tax, at the time the amount was received Oh 


credited. 


Application: The July 16, 2010 draft Wastes (Part 1 — fecha. subsec. 
148(18), will add subsec. 248(16.1), applicable in respect of input tax refunds and 
rebates that become eligible to be claimed in taxation years that begin after February 
27, 2004. 


Technical Notes (July 2010): New subsection 248(16.1) provides coca ‘les 
for amounts received, or credited to, a taxpayer as an input tax refund or rebate in 
respect of Quebec sales tax. Such amounts are either included in a taxpayer’s income 
or reduce the cost or capital cost of the related property, or the amount of the related 
expenditure or expenditure pool, for tax purposes. 


In general, an input tax refund in respect of Quebec sales tax may —- depending on 
the circumstances —- have to be included in'a taxpayer’s income in the taxation year 
in which the taxpayer may first claim the refund, rather than the year in which it is 
received. A rebate of Quebec sales tax is included in income at the time the rebate is 
received or credited. For a more detailed explanation of the application of subsection 
248(16.1), reference should be made to the commentary accompanying amendments 
to subsection 248(16), which provides analogous special rules in respect of the tim- 
ing of the inclusion in income of certain input tax credits and rebates assessed under 
the Excise Tax Act. 


Related Provisions: 12(1)(x) — Inclusion in income; 12(2.2) — Deemed outlay 
or expense; 13(7.1) — Deemed capital cost of certain property; 37(1)(d) — Scientific 
research and experimental development; 53(2)(k) — Reduction in adjusted cost base; 
66.1(6)“cumulative Canadian exploration expense’’J — Assistance reduces CCEE; 
66.2(5)“cumulative Canadian development expense’”M — Assistance reduces 


CCDE; 66.4(5)“cumulative Canadian oil and gas property expense”! — Assistance — 


reduces CCOGPE; 248(16) — Parallel rule for GST; 248(17.1)— Application of 


248(16) to passenger vehicles and aircraft; 248(17.3)— Timing of deemed assis- 
tance where QST assessed; 248(18.1) — Repayment of input tax refund. 


(17) Application of subsec. (16) to passenger vehicles and 
aircraft — Where the input tax credit of a taxpayer under Part 1X 
of the Excise Tax Act in respect of a passenger vehicle or aircraft is 
determined with reference to subsection 202(4) of the Excise Tax 
Act, subparagraphs (16)(a)(i) and (ii) shall, as they apply in respect 
of such property, be read as follows: 


Proposed Amendment — 248(17) opening words 


(17) Application of subsec. (16) to passenger vehicles 
and aircraft — If the input tax credit of a taxpayer under Part IX 
of the Excise Tax Act in respect of a passenger vehicle or aircraft 
is determined with reference to subsection 202(4) of that Act, sub- 
paragraphs (16)(a)(i) to (iii) are to be read as they apply in respect 
of the passenger vehicle or aircraft, as the case may be, as follows: 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
148(19), will amend the opening words of subsec. 248(17) to read as above, applica- 
ble in respect of input tax credits that become eligible to be claimed in taxation years 
that begin after December 20, 2002. 

Technical Notes (July 2010): Subsection 248(17) applies in the case of an input 
tax credit in respect of a passenger vehicle or aircraft claimable by an individual or 
partnership where the credit is determined by reference to capital cost allowance in. 
respect of the vehicle or aircraft (i.e.. where there is less than exclusive use in com-_ 
mercial activity). Subsection 248(17) is amended to reflect the amendments made to _ 
subsection 248(16) as described in the commentary to that subsection. : 


“(i) at the beginning of the first taxation year or fiscal period of 
the taxpayer commencing after the end of the taxation year or 
fiscal period, as the case may be, in which the goods and ser- 
vices tax in respect of such property was considered for the 
purposes of determining the input tax credit to be payable, if 
the tax was considered for the purposes of determining the in- 
put tax credit to have become payable in the reporting period, 
or 


(ii) if no such tax was considered for the purposes of determin- 
ing the input tax credit to have become payable in the report- 
ing period, at the end of the reporting period; or” 

Related provisions: 248(17.1) — Parallel rule for QST. 


_ Proposed Addition — - 248(17. a. 


a7. 1) Application of subsec. (16.1) to passenger 
vehicles and aircraft — If the input tax refund of a taxpayer 
under An Act respecting the Québec sales tax, R.S.Q., c. T-0.1, in 
respect of a passenger vehicle or aircraft is determined with refer- 
ence to section 252 of that Act, subparagraphs (16.1)(a)(i) to (iii) 
are to be read as they apply in respect of the Dastenest vehicle or 
aircraft, as the case may be, as follows: 


“(i) at the beginning of the first taxation year or fiscal period 
of the taxpayer that begins after the end of the taxation year 
or fiscal period, as the case may be, in which the Quebec 
sales tax in respect of such property was considered for the 
purposes of determining the input tax refund to be payable, if 
the tax was considered for the purposes of determining the 
‘input tax refund to have become payable in the reporting pe- 
riod, or 


(ii) if no such tax was considered for the purposes of deter- 
mining the input tax refund to have become payable in the 
reporting period, at the end of the reporting period; or’. 


Application: The July 16, 2010 draft legislation (Part ! — technical), subsec. 
148(20), will add subsec. 248(17.1), applicable in respect of input tax refunds and 
rebates that become eligible to be claimed i in taxation years that begin after February 
27, 2004. 


Technical Notes (July 2010): New subsection 248(17. 1) applies in the case of an 
input tax refund of Quebec sales tax, in respect of a passenger vehicle or aircraft, 
claimable by an individual or partnership where the credit is determinable by refer- 
ence to capital cost allowance in respect of the vehicle or aircraft (that is, where there 
is less than exclusive use in commercial activity). In general, this subsection defers 
the time the input tax refund is considered to be received for income tax purposes to 
the taxation year or fiscal period following that in which Quebec sales tax in respect 
of the property is considered as payable for the purposes of determining the input tax 
refund. This avoids circularity with subsection 248(16.1). The provision preserves 
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the bie _— between’ the: eee tax refed, patitietbent ane adjustment to the 


spect of an input tax credit tl 
the Excise Tax Act to have been claimed. 
filed under Part IX of that Act is deemed to 


input t tax. c ee . : gible OS ¢ 
Decembe: 20, 2002, ea time at nabioh an inp ix ret 


Boned to ithe taxpayer i dicating th 
ae that section 30. = 


(18) Goods and services tax — repayment of input tax 
credit — For the purposes of this Act, where an amount is added at 
a particular time in determining the net tax of a.taxpayer under Part 
IX of the Excise Tax Act in respect of an input tax credit relating to 
property, or a service that had been previously. deducted in determin- 
ing the net tax of the taxpayer, that amount shall be deemed to be 
assistance repaid at the particular time in respect of the property or 
service pursuant to a legal obligation to repay all or part of that 
assistance. 

Related Provisions: 20(1)(hh) — Deduction for repayment of assistance; 39(13) — 
Capital loss on repayment of assistance; 53(1)(e)(ix)(B) — Adjusted cost base of part- 
nership interest; 127(10.7) — Investment tax credit—-repayment of ' assistance; 
248(18.1) — Parallel rule for QST: 


S. 248(20) 


(19) When property available for use — Except as otherwise 
provided, property shall be considered to have become available for 
use for the purposes of this Act at the time at which it has, or would 
have if it were depreciable property, become available for use for 
the purpose of subsection 13(26), 

Related Provisions: 13(27)-(1) — Meaning of “available for sien 37.2) — 
R&D capital expenditures; 127(11.2) — Investment tax credit. 

History: Subsec. 248(19) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(18), 
applicable after 1989. 


(20) Partition of property — Subject to: saber ctions (21). to (23), 
for the purposes of this Act, where at any time a property owned by 
two or more persons is the subject of a partition, the following rules 
apply, notwithstanding any retroactive or declaratory effect of the 
partition: 
(a) each such person who had an interest in the property imme- 
diately before that time shall be deemed not to have disposed at 
that time:of that proportion, not exceeding 100%; of the interest 
that the fair market value of that person’s interest in the property 
immediately after that time is of the fair market value of that 
person’s interest in the property immediately before that time, 


(b) each such person who has an interest in the property immedi- 
ately after that time shall be deemed not to have acquired at that 
time that proportion of the interest that the fair-market value of 
that person’s interest in the property immediately before. that 
time is of the fair market value of that person’s interest.in. the 
property immediately. after that time, 


(c) each such person who had ‘an interest in the property imme- 
diately before that time shall be deemed to have had until that 
time, and to have disposed at that time of, that proportion of the 
person’s interest to which paragraph (a) does not apply, 


(d) each such person who has an interest in the property immedi- 
ately after that time shall be deemed not to have had before. that 
time, and to. have acquired. at that time, that proportion of the 
person’s interest to which paragraph (b) does not apply, and 


(e), paragraphs (a) to (d) do not apply where. the: interest“of the 
person is an interest in fungible tangible property described in 
that person’s inventory, 

and, for the purposes of this subsection, where''an interest in the 


property is an undivided interest, the fair market value of the inter- 
est at any time shall be deemed to be equal to that proportion of the 
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fair market value of the property at that time that the interest is of 
all the undivided interests in the property. 


Proposed Amendment — 248(20) 


(20) Partition of property — Subject to subsections (21) to 
(23), for the purposes of this Act, if at any time a property owned 
by two or more persons is the subject of a partition, the following 
rules apply, i ibeagticrt any retroactive or declaratory effect 
of the partition: 


(a) each such person ho had. ‘immediately before that time, 
an interest in, or for civil law a right in, the property (which ‘ 
interest or right in the property is referred to in this subsection 
and subsection (21) as an “interest” or a “Tight”, as the case 
may be) is deemed not to have disposed at that time of that 
proportion, not exceeding 100%, of the interest or tight that the 
fair market value of that person’s interest or right in the pro-. 
perty immediately after that time is of the fair market value of 
that person’s interest or right in the property sage ore 
before that time, 


(b) each such person who has an interest or right in the pro- © 
perty immediately after that time is deemed not to have ac- 
quired at that time that proportion of the interest or right tha 
the fair market value of that person’s interest or right in the 
property immediately before that time is of the fair market — 
value of that person’s interest or poe ‘ the ‘property immedi 
ately after that time, . 


(c) each such person who had an interest or a rights in ‘the pro- 
perty immediately before that time is deemed to have had until - 
that time, and to have disposed at that time of, that proportion — 
of the person’s interest or ae to a ty och mae 7 does not 
apply, | 
(d) each such person who has an ‘interes or afi o 
perty immediately after that time is deemed not to have had 
before that time, and to have acquired at that time, that propor- j 
tion of the person’s interest or Tight to which ; ani cies oe 
does not apply, and / . 


(e) paragraphs (a) to @) do not apply if the interest or right of : 
the person is an interest or a right in fungible tangible prope ty, 

or for civil law fangible corporeal propery described in that 
person’s inventory, 


and, for the purposes of this subsection, if an interest ora ‘ad Hehbi in 
the property is an undivided interest or right, the fair market value — 
of the interest or right at any time is deemed to be equal to that 

proportion of the fair market value of the property at that time that 

the interest or right i is of on ie undivided interests or Spek in 1 the 
property. a 
Application: The July 16, 2010 draft icsichieed ¢ (Part 2— lh ipolatiains, ‘subsec. 


254(6), will amend subsec. 248(20) to read as above, to come into a8 on bie 
Assent, OW A : 


Technical Notes (July 2010): See under 124). 


Related Provisions: 248(21) — Subdivision of property; 248(22) — Matrimonial 
regimes. 


History: The opening words of subsec. 248(20) amended by 2001, c. 17, subsec. 
230(3), to substitute “owned by two” for “jointly owned by 2”, in force June 14, 2001. 


Subsec. 248(20) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(18), applicable 
after July 13, 1990 except that the subsec. does not apply to a partition effected before 
1992 


(a) pursuant to the terms of an agreement in writing entered into on or before that 
day; or 


(b) in accordance with a confirmation in writing from the Department of National 
Revenue or a provincial department of revenue as to the tax consequences of that 
partition, where the confirmation is in respect of a written request received by such 
department on or before that day. 


(21) Subdivision of property — Where a property that was 
owned by two or more persons is the subject of a partition among 
those persons and, as a consequence thereof, each such person has, 
in the property, a new interest the fair market value of which imme- 
diately after the partition, expressed as a percentage of the fair mar- 
ket value of all the new interests in the property immediately after 
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the partition, is equal to the fair market value of that person’s undi- 
vided interest immediately before the partition, expressed as a per- 
centage of the fair market value of all the undivided interests in the 
property immediately before the partition, 


(a) subsection (20) does not apply to the property, and 


(b) the new interest of each such person shall be deemed to be a 
continuation of that person’s undivided interest in the property 
immediately before the partition, 


and, for the purposes of this subsection, 


(c) subdivisions of a building or of a parcel of land that are es- 
tablished in the course of, or in contemplation of, a partition and 
that are co-owned by the same persons who co-owned the build- 
ing or the parcel of land, or by their assignee, shall be regarded 
as one property, and 


(d) where an interest in the property is or includes an undivided 
interest, the fair market value of the interest shall be determined 
without regard to any discount or premium that applies to a mi- 
nority or majority interest in the property. 


_ Proposed Amendment - — 248(21) 


e Subdivi ision of property — If a property that was owned 

by two or more persons is the Subject of a partition among those — 
persons and, as a consequence of it, each such person has, in the 
property, a new interest or right the fair market value of which — 
immediately after the partition, expressed as a percentage of the — 
fair market value of all the new interests or rights in the property 

immediately after the partition, is equal to the fair market value of 

that person’s undivided interest or right immediately before the © 
partition, expressed as a percentage of the fair market value of all — 
in the Pre rty oe 


before the partis on, 
@ subsection (20) does not apply to the property, and 


(b) the new interest or right of each such person is Hoe to 
be a continuation of that person’s undivided interest or Tight i in. 
_the property immediately before the partition, 


and, for the purposes of this subsection, 


- (c) subdivisions of a building or of a parcel of land that are — 
established in the course of, or in contemplation of, a partition 
_ and that are co-owned by the same persons who co-owned the — 
building or the parcel of — or | y eit we es ~ Be 
_ ore as one oh es 


- premi that ee toa oes or majority interest or ‘right 
the Property. 


2010 draft ieeistalion a peo salaee 
Sahel, will amend subsec. oe to head as above, to come into be on Se 
Assent. — : 


Related Provisions: 248(20) — Partition of property. 


History: The opening words of subsec. 248(21) and para. 248(21)(c) amended by 
2001, c. 17, subsecs. 230(4), (5), to substitute “owned by two” for “jointly owned by 2” 
in the opening words, and “co-owned” for “jointly owned” (twice) in para. (c), in force 
June 14, 2001. 


Subsec. 248(21) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(18), applicable 
after July 13, 1990. 


(22) Matrimonial regimes — Where at any time property could, 
as the consequence of the dissolution of a matrimonial regime be- 
tween 2 spouses or common-law partners, be the subject of a parti- 
tion, for the purposes of this Act 


(a) where that property was owned by one of the spouses or 
common-law. partners immediately before it became subject to 
that regime and had not subsequently been disposed of before 
that time, it shall be deemed to be owned at that time by that 


1616 


Part XVII — Interpretation 


spouse or common-law partner and not by the other spouse or 
common-law partner; and 


(b) in any other case, the property shall be»deemed to be owned 
by the spouse or common-law partner who has the administra- 
tion of that property at that time and not by the other spouse or 
common-law partner. 
Related Provisions: 248(20)— Partition of property; 248(21) — Subdivision of 
property; 248(23) — Dissolution of a matrimonial regime; 252(3) — Extended mean- 
ing of “spouse”: 
History: Subsec. 248(22) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner”, applicable to.2001 et.seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subsec. 248(22) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(18), applicable 
after July 13, 1990. 
Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 


annulment; IT-437R: Ownership of property (principal residence); IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(23) Dissolution of a matrimonial regime — Where, immedi- 
ately after the dissolution of a matrimonial regime (other than a dis- 
solution occurring as a consequence of death), the owner of a pro- 
perty that was subject to that regime is not the person, or the estate 
of the person, who is deemed by subsection (22) to have been the 
owner of the property immediately before the dissolution, the per- 
son shall be deemed for the purposes of this Act to have transferred 
the property to the person’s spouse or common-law partner immedi- 
ately before the dissolution. 

Related Provisions: | 110.6(14)(g) — Related persons, etc.; 
meaning of “spouse”. 

History: Subsec. 248(23) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 
with “spouse or common-law partner’, applicable to 2001 et seg., in force July 31, 
2000. See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


Subsec. 248(23) substituted by 1994, c. 21, subsec. 109(8), applicable to dissolutions 
and deaths occurring after December 21, 1992. That subsec. formerly read: 


252(3) — Extended 


(23) Where the owner, immediately after the dissolution of a matrimonial re- 
gime, of a property that was subject to that regime is not the person, or the estate 
of the person, who, because of subsection (22), was the owner of the property 
immediately before the dissolution, that person shall be deemed, for the purposes 
of this Act, to have transferred the property to that person’s spouse immediately 
before the dissolution or, if the dissolution occurs as a consequence of the death 
of one of the spouses, immediately before the time that is immediately before the 
death. 

Subsec. 248(23) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(18), applicable 

after July 13, 1990. 

Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 

annulment; IT-437R: Ownership of property (principal residence); IT-511R: Inter- 

spousal and certain other transfers and loans of property. 


(23.1) Transfers after death — Where, as a consequence of the 
laws of a province relating to spouses’ and common-law partners’ 
interests in respect of property as a result of marriage or common- 
law pas nasi: property is, after the death of.a taxpayer, 


90sed Amendment — — 248(23.1) opening words 


(23. 1) Transfers after death — If, as a consequence of the 
laws of a province relating to spouses’ or common-law partners’ 


interests or rights in respect of property as a result of marriage or 


common-law partnership, . pepe is, Alig the death 8 a 
taxpayer: 

Application: The fuly_ 16, 2010 draft legislation (Part 9 panuealelny subsec. 
254(7), will amend the opening words of subse, ee oy to read as above, to ae 

into force on Royal Assent. oe 


Technical Notes (July 2010): Sce under 12(4). 


(a) transferred or distributed to a person who was the taxpayer’s 
spouse or common-law partner at the time of the death, or ac- 
quired by that person, the property shall be deemed to have been 
so transferred, distributed or acquired, as the case may be, as a 
consequence of the death; or 

(b) transferred or distributed to the taxpayer’s estate, or acquired 


by the taxpayer’s estate, the property shall be deemed to have 
been so transferred; distributed or acquired, as the case may be, 


S. 248(25) 


immediately before the time that is immediately before the 
death. 
History: Subsec. 248(23.1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” 


with “spouse or common-law partner”; by 2000, c. 12, Sch. 2, s. 7, to replace 


“spouse’s’ with “spouse’s or common-law partner’s”; and by 2000, c. 12, Sch. 2, s. 9, 


to replace * ‘marriage’ with “marriage or common-law partnership”, applicable to 2001 
et seq., in force July 31, 2000. See also the transitional rules reproduced in the History 
to 248(1)“common-law partner”. 


Subsec. 248(23.1) added by 1994, c. 21, subsec. 109(8), applicable to dissolutions and 
deaths occurring after December 21, 1992. 


Interpretation Bulletins: IT-313R2: Eligible capital property — rules where a tax- 
payer has ceased carrying on'a business or has died. 


(24) Accounting methods — For greater certainty, it is hereby 
declared that, unless specifically required, neither the equity nor the 
consolidation method of accounting shall be used to determine any 
amount for the purposes of this Act. 


Related Provisions: 61.3(1)(b)C(i) — Repetition of rule for purposes of debt for- 
giveness reserve calculation; 261 — Functional currency reporting. 


History: Subsec. 248(24) added by 1994, c. 7, Sch. II (1991, c. 49), subsec. 192(18), 
applicable December 17, 1991. 


(25) Beneficially interested — For the purposes of this Act, 


(a) a person or partnership beneficially interested in a particular 
trust includes any person or partnership that has any right 
(whether immediate or future, whether absolute or contingent or 
whether conditional on or subject to the exercise of any discre- 
tion by any person or partnership) as a beneficiary under a trust 
to receive any of the income or capital of the particular trust 
either directly from the particular trust or indirectly through one 
‘or more trusts or partnerships; 


(b) except for the purpose of this paragraph, a particular person 
or partnership 1s deemed to be beneficially interested in a partic- 
ular trust at a particular time where 


(i) the particular person or partnership is not beneficially in- 
terested in the particular trust at the particular time, 


(ii) because of the terms. or conditions of the particular trust 
or any arrangement in respect of the particular trust at the 
particular time, the particular person or partnership might, 
because of the exercise of any discretion by any person or 
partnership, become beneficially interested in the particular 
trust at the particular time or at a later time, and 


(iii) at or before. the particular time, either 


(A) the particular trust has acquired property, directly or 
indirectly in any manner whatever, from 


(1) the particular person or partnership, 


(II) another person with whom the particular person or 
partnership, or a member of the particular partnership, 
does not deal at arm’s length, 


(IID) a person or partnership with whom the other per- 
son referred to in subclause (11) does not deal at arm’s 
length, 


(IV) a controlled foreign affiliate of the particular per- 
son or of another person with whom the particular per- 
son or partnership, or a member of the particular part- 
nership, does not deal at arm’s length, or 


(V) a non-resident corporation that would, if the par- 
ticular partnership were a corporation resident in Can- 
ada, be a controlled foreign affiliate of the particular 
partnership, or 


(B) a person or partnership described in any of subclauses 
(A)(1) to (V) has given a guarantee on behalf of the par- 
ticular trust or provided any other financial assistance 
whatever to the particular trust; and 
(c) a member of a partnership that is beneficially interested in a 
trust is deemed to. be beneficially interested in the trust. 


Related Provisions: — 94(1)“beneficiary’ — Non-resident trust beneficiary; 
104(1.1) — Restricted meaning of “beneficiary” of a’ trust; 108(1) — “Beneficiary”; 
248(3) — Certain persons in Quebec deemed to be beneficially interested in trust. 
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History: Subsec. 248(25) amended by 1998, c. 19, subsec. 239(7), applicable after 
1997. Subsec. 248(25) formerly read: 


(25) For the purposes of this Act, a person or partnership beneficially interested 
in a particular trust includes any person or partnership that has any right 
(whether immediate or future, whether absolute or contingent or whether condi- 
tional on or subject to the exercise of any discretionary power by any person or 
persons) as a beneficiary under a trust to receive any of the income or capital of 
the particular trust either directly from the particular trust or indirectly through 
one or more other trusts. 


Subsec. 248(25) amended by 1997, c. 25, subsec. 71(4), applicable after 1996. Subsec. 
(25) formerly read: 


(25) For the purposes of this Act, a person or partnership is beneficially inter- 
ested in a particular trust if the person or partnership has any right (whether im- 
mediate or future, whether absolute or contingent or whether conditional on or 
subject to the exercise of any discretionary power by any person or persons) as a 
beneficiary under a trust to receive any of the income or capital of the particular 
trust either directly from the particular trust or indirectly through one or more 
other trusts. 


Subsec. 248(25) substituted by 1994, c. 21, subsec. 109(9), applicable after 1990. Sub- 
sec. (25) formerly read: 


(25) For the purposes of this Act, a person or partnership is beneficially inter- 
ested in a trust if the person or partnership has any right (whether immediate or 
future, whether absolute or contingent or whether conditional on or subject to the 
exercise of any discretionary power by any person or persons) to receive any of 
the income or capital of the trust either directly from the trust or indirectly 
through one or more other trusts. 


Subsec. 248(25) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 139(10), applica- 
ble after 1990. 


Interpretation Bulletins: IT-394R2: Preferred beneficiary election; IT-511R: Inter- 
spousal and certain other transfers and loans of property. 


(25.1) Trust-to-trust transfers — If, at any time, a particular 
trust transfers property to another trust (other than a trust governed 
by a registered retirement savings plan or by a registered retirement 
income fund) in circumstances to which paragraph (f) of the defini- 
tion “disposition” in subsection (1) applies, without affecting the 
personal liabilities under this Act of the trustees of either trust or the 
application of subsection 104(5.8) and paragraph 122(2)(f), 


(a) the other trust is deemed to be after that time the same trust 
as, and a continuation of, the particular trust; and 


(b) for greater certainty, if, as a result of a transaction or event, 
the property was deemed to be taxable Canadian property of the 
particular trust by any of paragraphs 51(1)(f), 85(1)(i) and 
85.1(1)(a), subsection 85.1(5), paragraph 85.1(8)(b), subsections 
87(4) and (5) and paragraphs 97(2)(c) and 107(3.1)(d), the pro- 
perty is also deemed to be, at any time that is within 60 months 
after the transaction or event, taxable Canadian property of the 
other trust. 


Related Provisions: 104(1.1) Restricted meaning of “beneficiary” despite 
248(25.1); 104(5.8) — Transfers between trusts; 108(1) — Definition of “capital inter- 
est”; 233.2(4) — Disclosure of transfer to CRA; 248(1)‘‘disposition”(c) — Disposition 
incudes transfer to a trust. 


History: Subsec. 248(25.1) amended by 2010, c. 12, subsec. 22(2), applicable in deter- 
mining after March 4, 2010 whether a property is taxable Canadian property of a tax- 
payer. It formerly read: 


(25.1) Where at any time a particular trust transfers property to another trust 
(other than a trust governed by a registered retirement savings plan or by a regis- 
tered retirement income fund) in circumstances to which paragraph (f) of the 
definition “disposition” in subsection (1) applies, without affecting the personal 
liabilities under this Act of the trustees of either trust or the application of sub- 
section 104(5.8) and paragraph 122(2)(f), the other trust is deemed to be after 
that time the same trust as, and a continuation of, the particular trust, and, for 
greater certainty, if the property was deemed to be taxable Canadian property of 
the particular trust by paragraph 51(1)(f), 85(1)(i) or 85.1(1)(a) or (8)(b), subsec- 
tion 85.1(5) or 87(4) or (5) or paragraph 97(2)(c) or 107(2)(d.1) or (3.1)(d), the 
property is deemed to be taxable Canadian property of the other trust. 


Subsec. 248(25.1) amended by 2009, c. 2, subsec. 76(6), applicable after December 19, 
2007. It formerly read: 


(25.1) Where at any time a particular trust transfers property to another trust 
(other than a trust governed by a registered retirement savings plan or by a regis- 
tered retirement income fund) in circumstances to which paragraph (f) of the 
definition “disposition” in subsection (1) applies, without affecting the personal 
liabilities under this Act of the trustees of either trust or the application of sub- 
section 104(5.8) and paragraph 122(2)(f), the other trust is deemed to be after 
that time the same trust as, and a continuation of, the particular trust. 


Income Tax Act 


Subsec. 248(25.1) added by 2001, c. 17, subsec. 188(6), applicable to transfers that 
occur after December 23, 1998. 


(25.2) Trusts to ensure obligations fulfilled — Except for the 
purpose of this subsection, where at any time property is transferred 
to a trust in circumstances to which paragraph (k) of the definition 
“disposition” in subsection (1) applies, the trust is deemed to deal 
with the property as agent for the transferor throughout the period 
that begins at the time of the transfer and ends at the time of the 
first change after that time in the beneficial ownership of the 
property. 

History: Subsec. 248(25.2) added by 2001, c. 17, subsec. 188(6), applicable to trans- 
fers that occur after December 23, 1998. 


(25.3) Cost of trust interest — The cost to a taxpayer of a par- 
ticular unit of a trust is deemed to be equal to the amount described 
in paragraph (a) where 


(a) the trust issues the particular unit to the taxpayer directly in 
satisfaction of a right to enforce payment of an amount by the 
trust in respect of the taxpayer’s capital interest in the trust; 


(b) at the time that the particular unit is issued, the trust is 
neither a personal trust nor a trust prescribed for the purpose of 
subsection 107(2); and 


(c) either 


(i) the particular unit is capital property and subparagraph 
53(2)(h)(i.1) applies in respect of the amount described in 
paragraph (a), or would apply if that subparagraph were read 
without reference to clauses 53(2)(h)(i.1)(A) and (B), or 


: Proposed Amendment — z 248(25.3)(e)(i)_ ). 


(ii) the particular unit is not capital property and subpara- 
graph 53(2)(h)G.1) does not apply in respect of the amount 
described in paragraph (a) but would so apply if that subpara- 
graph were read without reference to clauses 53(2)(h)(i.1)(A) 
and (B). 
History: Subsec. 248(25.3) added by 2001, c. 17, subsec. 188(6), applicable to 1999 et 
seq. 


(25.4) Where acquisition by another of right to enforce — 
If at a particular time a taxpayer’s capital interest in a trust includes 
a right to enforce payment of an amount by the trust, the amount 
shall be added at the particular time to the cost otherwise deter- 
mined to the taxpayer of the capital interest where 


(a) immediately after the particular time there is a disposition by 
the taxpayer of the capital interest; 


(b) as a consequence of the disposition, the right to enforce pay- 
ment of the amount is acquired by another person or partnership; 
and 


(c) if the right to enforce payment of the amount had been satis- 
fied by a payment to the taxpayer by the trust, there would have 
been no disposition of that right for the purposes of this Act be- 
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cause of the application of paragraph (i) of the definition “dispo- 
sition” in subsection (1). 
Related Provisions: 107(1.1) — Cost of capital interest in a trust. 


History: Subsec. 248(25.4) added by 2001, c. 17, subsec. 188(6), applicable to trans- 
fers that occur after December 23, 1998. 


(26) Debt obligations — For greater certainty, where at any time 
a person or partnership (in this subsection referred to as the 
“debtor’”’) becomes liable to repay money borrowed by the debtor or 
becomes liable to pay an amount (other than interest) 


(a) as consideration for any property acquired by the debtor or 
services rendered to the debtor, or 


(b) that is deductible in computing the debtor’s income, 


for the purposes of applying the provisions of this Act relating to 
the treatment of the debtor in respect of the liability, the liability 
shall be considered to be an obligation, issued at that time by the 
debtor, that has a principal amount at that time equal to the amount 
of the liability at that time. 


Related Provisions: 43 — Partial disposition of capital property; 142.4(9) — Partial 
disposition of specified debt obligation by financial institution. 


History: Subsec. 248(26) added by 1995, c. 21, subsec. 43(3), applicable to taxation 
years that end after February 21, 1994. 


(27) Parts of debt obligations — For greater certainty, 


(a) unless the context requires otherwise, an obligation issued by 
a debtor includes any part of a larger obligation that was issued 
by the debtor; 


(b) the principal amount of that part shall be considered to be the 
portion of the principal amount of that larger obligation that re- 
lates to that part; and 


(c) the amount for which that part was issued shall be considered 
to be the portion of the amount for which that larger obligation 
was issued that relates to that part. 


Related Provisions: 43 — Partial disposition of capital property; 142.4(9) — Partial 
disposition of specified debt obligation by financial institution. 


History: Subsec. 248(27) added by 1995, c. 21, subsec. 43(3), applicable to taxation 
years that end after February 21, 1994. 


(28) Limitation respecting inclusions, deductions and tax 
credits — Unless a contrary intention is evident, no provision of 
this Act shall be read or construed 


(a) to require the inclusion or permit the deduction, either di- 
rectly or indirectly, in computing a taxpayer’s income, taxable 
income or taxable income earned in Canada, for a taxation year 
or in computing a taxpayer’s income or loss for a taxation year 
from a particular source or from sources in a particular place, of 
any amount to the extent that the amount has already been di- 
rectly or indirectly included or deducted, as the case may be, in 
computing such income, taxable income, taxable income earned 
in Canada or loss, for the year or any preceding taxation year; 


(b) to permit the deduction, either directly or indirectly, in com- 
puting a taxpayer’s tax payable under any Part of this Act for a 
taxation year of any amount to the extent that the amount has 
already been directly or indirectly deducted in computing such 
tax payable for the year or any preceding taxation year; or 


(c) to consider an amount to have been paid on account of a 
taxpayer’s tax payable under any Part of this Act for a taxation 
year to the extent that the amount has already been considered to 
have ‘been paid on account of such tax payable for the year or 
any preceding taxation. year. 

Related Provisions: 118.04(4) — Home renovation credit and medical expense 


credit can both be claimed for same expense; 181(4), 190(2) — Similar rules for Part 
1.3 and Part VI taxes. 


History: Subsec. 248(28) added by 1996, c. 21, subsec. 60(3), applicable to taxation 
years that end after July 19, 1995. 


Registered Plans Compliance Bulletins: 3 (employer over-contributions to a 
registered pension plan: double taxation). 


(29) [Repealed] 


S. 248(30) 


History: Subsec: 248(29) repealed by 2007, c. 35, subsec. 65(3), applicable after De- 
cember 13, 2007. It formerly read: 


(29) Prescribed stock exchange rule — A part, division or subdivision of a 
stock exchange that is prescribed for the purpose of any provision of this Act is 
deemed for that purpose to be a prescribed stock exchange. 


Subsec. tae added des 2001, c. 17, subsec. Re Ee after October 1999. 


sal Notes a (uly 201 oO: Ate comme ae it is pe she view. tae a gift 
nly a. ape transferred entae without any contractual ise 


gift) ae to gansioe ihe other Part ino for Gondiees 
sible, in Quebec, to sella ks toa ogee at a price below 
value, resulting i in a gift of the difference, — ; 5 


Under both the common law and the CCQ, it is ay noes that 
property es vie unless ie conn is is takes by the see to aa benetit of — 


no ability to separate the rights of ene. of a 
in the course of making a gift. As such, at common law a contract to _ 
f a property toa charity ata price below fair market wale would not gener- 
onsidered to include a gift, : 


Nevertheless, there have been. certain decisions made under the common daw where . 
has been found that a transfer. of ee toa qo was. made pay | in SO 


tion 1 to the eo cation provided by these new rules, on Deon 24, 2002, ‘the Can- 

ada Revenue Agency released guidelines (ncome Tax Technical News No. 26) that — 

describe how it will idee pe new tules to various stundons ane icouewee meth- 
I jon 


apply. in calculating ihe eligible amount of a 2 or k political contribution. New sub- 
section . eet that the rule i in ‘subsection Nai does not generally Ha to 


Technical Notes (July 2010): For the wonster of property to cane asa sai ‘itis 
necessary that the transfer be voluntary and with the intention to make a gift. At 
common law, where the transferor of the property has received any form of consider- 
ation or benefit, it is generally presumed that such an intention is not present: New _ 
subs ection 248(30), which applies i in respect of transfers of property after December _ 
20, 2002 to qualified donees (such as registered charities), allows the opportunity to 
rebut J resumption. New paragraph 248(30)(a) provides that the existence of an 
amount f an . advantage to the transferor will not necessarily disqualify the transfer 
ft if the amount of the obi does not exceed 1” of the fair 
ie ¢ fe transferred Prope 


Mr. Short janes ul and a building a a iar hake Vale of $300, 000 to a 
| resiered charity. The charity assumes liability for an outstanding $100,000 
mortgage on the property. The assumption of the mortgage by the charity does 
not gels disqualify the aes from being a gift for the purposes of the 


if the value ih he es is yal to ae outstanding ¢ amount oe. 2 a interest 
rate and terms and conditions are representative of current market conditions), 

| the eligible amount of the gift, in respect of which Mr. Short may be entitled toa __ 
tax credit under subsection 118.1(3), is $200,000. 2 
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If the amount of an advantage in respect of a transfer of property exceeds 80% of the 
fair market value of the transferred property, new paragraph 248(30)(b) provides that 
the transfer will not necessarily be disqualified from being a gift if the transferor can 
establish to the satisfaction of the Minister of National Revenue that the transfer was 
made with the intention to make a gift. 


In the above example, if the amount of the mortgage outstanding had been 
greater than $240,000, Mr. Short (or the charity on Mr. Short’s behalf) could 
apply to the Minister of National Revenue for a determination as to whether the 
transfer was made with the intention to make a gift. 


It is generally accepted that the tax benefit available to a taxpayer, by way of a chari- 
table donation deduction or credit, is not considered an advantage or benefit that 
would reflect a lack of donative intent on the part of a taxpayer. However, there may 
be circumstances where the intention of a taxpayer to make a gift is in doubt because 
of the combination of tax and other benefits to the taxpayer. If the primary motiva- 
tion of a taxpayer for entering into a transaction or series of transactions is to return a 
profit to the taxpayer by way. of a combination of tax and other benefits, the taxpayer 
may not be impoverished by the transfer of a property to a charity. Subsection 
248(30) is not intended to allow a taxpayer to profit by the making of a gift. 


Dept. of Finance news release 2003-061, Dec. 5, 2003: The Minister also 
released draft amendments relating to limited-recourse debt and “split-receipting.” 
These measures implement proposals introduced in Budget 2003 that address charita- 
ble donation arrangements that were promoted in recent years involving the use of 
limited-recourse debt. [See 143.2(6.1) and 248(34) — ed.] The draft amendments 
also incorporate changes put forward in December 2002 relating to the right to re- 
ceive a benefit in respect of the donation. [See under haa ce full text of 
news release — ed.] 


Related Provisions: 240(40) — 240(30) does not ae to eit from registered 
charity. 


I.T. Technical News: 26 (proposed guidelines on split-receipting). — 


Registered Charities Newsletters: 15 (new interim — on sift a “ 


split-receipting); 17 (Q&A on split-receipting), 


Charities Policies: CPC-025: Gift — expenses — volunteer; CPC-026: Fundrais- 


ing — third-party fundraisers. 


(31) Eligible amount of gift or monetary contribution 


[split receipting] — The eligible amount of a gift or monetary 
contribution is the amount by which the fair market value of the 
property that is the subject of the gift or monetary contribution 


exceeds the amount of the advantage, if cee in aoe or the gift 


or monetary contribution. 


Technical Notes (July 2010): New subsection 248(31), which applies in respect — 


of gifts and political contributions made after December 20, 2002, defines the eligi- 


ble amount of a gift or contribution as the amount by which the fair market value of — 


the property that is the subject of the gift or contribution exceeds the amount of the 
advantage, if any, in respect of the gift or contribution. Subsection 248(31) is added 


concurrently with amendments to subsections 110.1(1) and 118.1(1), which describe 


the types of gifts in respect of which an eligible amount will qualify for a deduction 
(for corporations) or a tax credit (for individuals). The amount of the advantage in 
respect of a gift or contribution is described in new subsection 248(32). 


Related Provisions: 38.1 — Allocation of capital gain where advantage exists; 


110.1(3) — Fair market value of property donated by corporation; 118.166) — FMV 


of property donated by individual; 118.1(7)(d) — Determination of FMV of gift of 
art by artist; 127(4.1) — Monetary contribution (political); 248(30) — Existence of 
advantage does not negate gift; 248(32) — Determination of amount of advantage; 
248(39)(a) — Anti-avoidance — selling property and donating proceeds; 248(41) — 
Donation value deemed nil if taxpayer does not inform donee of circumstances re- 
quiring reduction. 


Regulations: 2000(1)(i), (2)G) (eligible amount to be disclosed in political contri- 


bution receipts); 3501(1)(h.2), (1. VG Zz) (eligible amount to be disclosed in charita- 


ble donation receipts). 
1.T. Technical News: 26 (proposed guidelines on splie recooaay 
Registered Charities Newsletters: 15 (new interim guidelines on gifts affect 


split-receipting); 16 (important reminder for those selling annuities to donors); 17 


(Q&A on split-receipting); 18 (can businesses receive receipts for donations made 
out of their inventory?); 23 (did you know? golf tournaments); 25 (split-receipting 
guidelines upheld); 31 (split receipting), 


Charities Policies: CPC-025: Gift — expenses — volunteer; CPC-026: Fundrais- 
ing — third-party fundraisers. 


(32) Amount of advantage — The amount of the advantage i in 
respect of a gift or monetary contribution by a faxpayer is the total 
of 


(a) the total of all amounts, other than an amount referred to in 
paragraph (b), each of which is the value, at the time the gift or 
monetary contribution is made, of any property, service, com- 
pensation, use or other benefit that the taxpayer, or a person or 
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partnership who does not deal at arm’s length with the tax- 
payer, has received, obtained or enjoyed, or is entitled, either 
immediately or in the future and either absolutely or contin- 
gently, to receive, obtain, or enjoy 


(i) that is consideration for the gift or monetary 
contribution, 


(ii) that is in gratitude for the gift or monetary contribution, 
or 


(iii) that is in any other way related to the gift or monetary 
contribution, and 


(b) the limited-recourse debt, determined under subsection 
«143. 2(6.1), in respect of the gift or monetary contribution at 
_ the time the gift or monetary contribution is made. 


Technical Notes (July 2010): New subsection 248(32), which pencils, applies - 
in respect of gifts or political contributions made after December 20, 2002, describes 

the amount of an advantage in respect of a gift or contribution as, in general, the total 

value of all property, services, compensation or other Denies to which the donor of a 

property is entitled. 


Subsection 248(32) is added concurrently with the addition of subsection 248(31), 
which defines the eligible amount of a gift or contribution, and with the amendment 
of subsection 127(3) in respect of contributions to a political party. The amount of an 
advantage reduces the eligible amount of a gift or contribution. 


In general, new subsection 248(32) is intended to apply in respect of any transaction _ 
or series of transactions having either the purpose or the effect of reducing the eco- 
nomic impact to a donor of a gift or contribution. This includes, for instance, situa- 
tions where a charity invests funds or acquires property in a manner that benefits the 
donor. The reduction to an eligible amount also includes an advantage that is partial 
consideration for, or in gratitude for, the gift or contribution, or is in any way related 
to the gift or contribution, An example would include the option of a donor to satisfy 
or pay a loan by assigning or transferring to another person a property (including the 
rights under an insurance policy) that has less economic value than the amount of 
loan outstanding. Another example would include an assumption of a donor’s risk by 
a charity, where the acquisition, directly or indirectly, of an interest in a property of 
the donor by the charity may have the effect of reducing the potential loss of the 

donor from that investment. (However, a tax credit or deduction resulting from a 
charitable donation is not considered a benefit.) 


An advantage may exist even though it is not received at the time of the gift or 
contribution. For example, it may have been received prior to the time of the gift or 
may be contingent or receivable in the future. The advantage may accrue either to the 
donor or to a person not dealing at arm’s length with the donor. It is not necessary 
that the advantage be receivable from the donee. 


Paragraph 248(32)(b) includes as an advantage any ia couce debt in respect 
of the gift or contribution. For additional details regarding limited-recourse debt, see 
the commentary to new subsection 143.2(6.1) of the Act. 


Related Provisions: 248(30) — Existence of advantage does not negate gift; 
248(33) — Deemed cost of property acquired; — — Repayment of limited-re- 
course debt. 


Regulations: 2000(1)(h), 2000(2)(i) (amount of advantage to be disclosed in politi- 
cal contribution receipts); 3501(1)(h.1), 3501(1.1)(h.1) (amount of advantage to be 
disclosed in charitable donation receipts). 

LT. Technical News: 26 (proposed guidelines on split-receipting), 


Registered Charities Newsletters: 15 (new interim guidelines on gifts affect 
split-receipting); 17 (Q&A on split-receipting); 22 (advantages received by a donor: 
promotion, advertising, and sponsorship); 23 (did you know? an iach 24 
(de minimis threshold). 


Charities Policies: CPC-025: Gifts expenses — volunteer; crc. 026: Pendely- 
ing — third-party fundraisers. 


(33) Cost of property acquired by donor — The cost to a 
taxpayer of a property, acquired by the taxpayer in circumstances 
where subsection (32) applies to include the value of the property 
in computing the amount of the advantage in respect of a gift or 
monetary contribution, is equal to the fair market value of the pro- 
perty at the time the gift or monetary contribution is made. 
Technical Notes (July 2010): New subsection 248(33), which applies in respect 
of gifts or political contributions made after December 20, 2002, provides that the 
cost to a taxpayer of property acquired by the taxpayer in the course of the making of 
a gift or contribution by the taxpayer is the fair market value of the property at the 
time of the making of the gift or contribution. The fair market yalue of such a pro- 

perty is relevant in computing the amount of the advantage i in sespect, of the gift or 
contribution under subsection 248(32). 


Application: The July 16, 2010 draft legislation (Part 1— technical), subsec. 
148(24), will add subsecs. 248(30)-(33), applicable in respect of gifts and monetary 
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year a oneuiky chaltbatlo 
eligible amount a which 1 is 


- the ena monetary ee ae if the tot 
_ repaid amounts paid at or before that time were oo imme- | 
oo seh the « ori pie SS contribution 


exceeds | 
i) ihe total of © 


(A) the eligible amount of the original monetary contri 
bution, and © 7 


(B) the eligible amount of all other monetary c ntribu- x 
tions deemed by this paragraph to have been ‘made 
before that time in es of ee oe monetary 

contribution. : 
Scicélion. The July 16, 2010 dat ‘jepisiaion Par eo iechuic ), 
148(24), will add subsec. 248(34), applicable i in ee of gifts ond monary contri- 
butions made after February 18, 2003. : 
Technical Notes (July 2010): New subsection 248(34), sitiich oe in respect _ 
of gifts or political contributions made after February 18, 2003, generally provides yy 
that a repayment of the principal amount of a limited-recourse debt in respect of a 
gift or political contribution is deemed to be a gift in the year it is paid. However, in 
some circumstances the total amount of limited-recourse debt and other advantages _ 
to the donor may exceed the fair market value of the property transferred to a charity, 


Part XVII — Interpretation 


S. 248(35) 


is deemed to be the lesser of the fair market 
ope aloes ee and bes cost, or in the 


the taxpayer ed the property biden a tang auonge 
ment bee isa 1x Re shclter | as. defined i in subsection 237. Mi) or 


fore sh ie that the meat is made, or 


(ii) the taxpayer acquired the property less than 10 years 
_ before the day that the gift is made and it is reasonable to 

conclude that, at the time the taxpayer acquired the pro- 
perty, one of the main reasons for the acquisition was to 
ake a gift of the property to a qualified donee. : 
hnical Notes (July 2010): New subsection 248(35), which applies i in respect 
ifts made after 6:00 p.m. (EST), December 5, 2003, provides that the fair market 
value of a property that is the subject of a gift is, for the purposes of determining the 
eligibl amount of a gift under subsection 248(31), deemed to be the lesser of the _ 
‘ market value of the property. and its cost to the donor. This rule applies uo 
; was acquired ee the doper as part of a gene acon that is a tax 


UB ECT: Draft ‘Amendments oe Charitable Donuione 
lam writing in regard to your letter 0: ee 15, 2004 and your subsequent discus- 


these proposed amendments be — to ans pitts ae — to 4 writ- 
ten undertaking given before that date. 


It is our view that such a basis for grandfathering could be propienaie in the area of 
gifting, since it may be argued as a matter of law that a promise to make a gift is not 
enforceable. However, we have read with interest the submissions of others who 
have suggested that proposed subsection 248(35) of the Act not apply in respect of 
newly-issued shares acquired i in the context of a rollover of property to a corporation. 
We also understand that, in the situation you describe, the donated shares are pub- 
licly listed shares that do not meet the exception in proposed paragraph a7836K0) of 
the Act because the gift will be made to a private foundation. 
The proposed rule i in subsection 248(35) i is not, in general, intended to apply i in re- 
ee uh an expectation of donation. Accomiugly, a result that would cause sub- 
section 248(35) to apply simply because that property has been substituted with an- 
other property for the purposes of making a donation, would be inconsistent with the 
intent of the proposed rule. However, we would have policy concerns if an exception 
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to the proposed rule could be used by a donor, or a related group of taxpayers that 
includes the donor, to avoid the application of the rule to property that has been held 
less than three years or acquired with an expectation of donation. — 


To accommodate your concerns, without creating an opportunity for avoidance, we 
are prepared to recommend to the Minister of Finance that an exception to proposed 
subsection 248(35) apply in respect of the donation of certain shares of a private 
corporation controlled by the donor or a person related to the donor. These shares 
would be exempted from the proposed rule if they were received as consideration for 
property, transferred to the corporation, to which subsection 248(35) would not have 
applied if instead that property had been donated, at the time of the transfer, by the 
transferor to a qualified donee. However, no tax deduction or credit would be availa- 


ble if it could reasonably be concluded that a particular gift was related to a transac- _ 


tion or series of transactions in respect of which one of the purposes was to avoid the 
application of subsection 248(35) to any gift of any property. 


We will recommend that this exception have the same oe as subsec- 
tion 248(35) of the Act. 


Of course, I can offer no assurance that the Minister of Finance will agree with the — 
recommendation that I have described. Nonetheless, | hope that this discussion iS 


helpful. 

Yours sincerely, 
Len Farber, General Director, Tax Legislation Division, Tax Policy Branch 

Related Provisions: 52(4) — Cost of property acquired as prize is its fair market 


value; 87(2)(m.2), 88(1)(e.2) — Amalgamation or windup — continuing corporation; — 
237.1(1) — Definitions of “gifting arrangement” and “tax shelter”; 248(36) — Non- 


arm’s length acquisition by donor; 248(37) — Exceptions; 248(38) — Anti-avoid- 
ance rule — artificial transactions; 248(39) — Anti-avoidance — selling property 
and donating proceeds; 248(41) —- Donation value deemed nl if toxperes ¢ doe: 
inform donee of circumstances requiring reduction. 


1.T. Technical News: 41 (donation of flow-through hates): 


Registered Charities Newsletters: 18 (charitable donation tax shelter arrange- 
ments); 24 (determining fair market value). — j 


(36) Non-arm’s length transaction — If a taxpayer acquired 
a property that is the subject of a gift to which subsection (35) 
applies because of subparagraph (35)(b)(i) or (i) and the property 
was, at any time within the 3-year or 10-year period, respectively, 


that ends when the gift was made, acquired by a person or partner- — 
igth, for the — 


ship with whom the taxpayer does not deal at arm’s | 


purpose of applying subsection (35) to the taxpayer, the cost, or in 


the case of capital property, the adjusted cost base, of the property 


to the taxpayer immediately before the gift is made is deemed to 


be equal to the lowest amount that is the cost, or in the case of - 


capital property, the adjusted cost base, to the taxpayer or any ol 
those persons or partnerships immediately before the property v 
disposed of by that person or partnership. 


Technical Notes (July 2010): New subsection 248(36) applies. in ‘coniancinn 


with subsection 248(35), to “look-back” to discern whether a donated property was 
previously acquired by a person dealing non-arm’s length with the donor. If subsec- 
tion 248(35) applies because the donor acquired the property within the three years 


of donation, then if a non-arm’s length person owned that property within that three- _ 
year period, the value of the gift to the donor will be the lower of the ce § cost 


and the lowest cost to any such non-arm’s length person. 


Similarly, the rule will apply if subsection (35) applies because the taxpayer acquired — 


the property within the last ten years and one of the main reasons of the acquisition 
was to gift the property, if a non-arm’s length person _— that property within 
that ten-year period. 


Related Provisions: 248(41) — Donation value deemed nil if ee coue does not 
inform donee of circumstances requiring reduction. 


(37) Non-application of subsec. (35) — Subsection (35) does 


not apply to a gift 
(a) of inventory; 
(b) of real property or an immovable situated in Canada; _ . 
(c) of an object referred to in subparagraph 39(1)(a)(i.1); 
(d) of property to which paragraph 38(a.1) or (a.2) applies; 
(e) of a share of the capital stock of a corporation if 
(i) the share was issued by the corporation to the donor, — 


(ii) immediately before the gift, the corporation was con- 
trolled by the donor, a person related to the donor or a 
group of persons each of whom is related to the donor, and 


(iii) subsection (35) would not have applied in respect of 
the consideration for which the share was issued had that 


ot 
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consideration been donated by the donor to the qualified 
donee when the share was so donated; 


(f) by a corporation of property if 
(i) the property was acquired by the corporation in circum- 
stances to which subsection 85(1) or (2) applied, 
(ii) immediately before the gift, the shareholder from whom 
the corporation acquired the property controlled the corpo- 
ration or was related to a person or each member of a group 
of persons that controlled the corporation, and 


(iii) subsection (35) would not have applied in respect of 
the. property had the property not been transferred to the 
_ corporation and had the shareholder made the gift to the 
_ qualified donee when the corporation so made the gift; or _ 


(g) of a property that was acquired in circumstances where 
_ subsection 70(6) or (9) or 73(1), (3) or (4) applied, unless sub- 
section (36) would have applied if this subsection were read 
without reference to this paragraph. 
Technical Notes (July 2010): New subsection 248(37) provides exceptidis to the 
application of subsection 248(35) where the property that is the subject of a gift is an 
ecol * gift, inventory, real property situated in Canada, publicly-traded securities 
tural property, the value of which is certified ay the Cultural Property Export 
Review Board. 


In some circumstances, a sharcholces Lee pansies a property toa controlled corpo- 


ration in exchange for shares issued by the corporation, and then donate the shares. _ 
vely, the corporation might donate the property it received. If subsection - 
248(35) would not have applied to a gift of a property by a shareholder, either be- 
cause it is a type of property referred to above or because subsection 248(35) would 
in any event, and if the shareholder donates the share, 
er exempt the share from the application of subsection 
248(35). If subsections 85(1) or 85(2) applied to the transfer of such an exempt pro- 
perty to the corporation, then subsection 248(37) will preclude the application of sub- 
section 248(35) to that property if it is then donated by the corporation. 


Similarly, sometimes a donor will make a gift of a property that was acquired in 
circumstances where subsection 70(6) or (9) or 73(1), (3) or (4) of the Act applied. In 
such a case, the donor has acquired the property from a transferor (such as a spouse) 
-deferred ‘ ‘rollover’ basis. Unless the transferor acquired the property within 
the 3-year period referred to in subsection 248(35) (or the 10-year period, if applica- 
ble), subsection 248(37) provides that subsection 248(35) will not apply in these cir- 
cumstances to deem the value of the gift to be the donor’s rollover cost or adjusted 
cost base. 


(38) Artificial transactions — The eligible amount of a pare: 
ular gift of property by a taxpayer is nil if it can reasonably be 
concluded that the Particular gift Aauee! to a transaction or series 
of transactions 


_ (a) one of the purposes of which is to avoid the ss of 
‘subsection (35) to a gift of any property; or 


(b) that would, if his Act were read without reference ie this 
paragraph, result in a tax benefit to which subsection 245(2) 
applies. 


echnical Notes (July 2010): New subsection 248(38) applies in respect of gifts 
made after 6:00 | p.m. (EST), December 5, 2003, to prevent a donor from avoiding the 
application of subsection 248(35) by disposing and reacquiring a property before do- 
nating it to a qualified donee. If this is the purpose of any transaction or series of 
transactions that includes a disposition or acquisition of a property, for such gifts 
made before Jul 18, 2005, the cost of the property to the donor for the purpose of 
subsection 248(35) is deemed to be the lowest cost incurred by the taxpayer at any 
time to acquire that property or an identical property. 


For gifts made on or after July 18, 2005, the eligible amount is desi to be nil if a 
transaction or series of transactions 


* has, as one of its purposes, the avoidance of the application of subsection 
248(35), or 


o would otherwise result in a tax + bone to which the General apeendoue : 
Rule in subsection 245(2) would otherwise apply. 


For example, the eligible amount of a gift resulting from a transaction or series to ‘ 
which subsection 248(38) would apply, if the gift were made before July 18, 2005, 
would be deemed to be nil if instead the gift were made on or on or after July 18, 
2005. 


The objectives of the provisions in the Act related to gifting are generally described 
above under the heading “Gifts and Contributions”, but are a limited to that 
description. 


Related Provisions: 248(41) — Donation value deemed nil if taxpayer does ‘not 
inform donee of circumstances requiring reduction. - 
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amount of a gift is nil if, before an official charitable receipt is issued by a donee, the 
donor fails to inform the donee of information that would be relevant to the applica- 


should ala is equal its fair market value. 


[This was not included in the July 18, 2005 draft legislation. That 
248(40) which proposed that charities be required to make in 
any donation of $5,000 or more, before issuing a receipt, to ascertain compliance mation for correct preparation of the receipt. 


1623 


dation Peet ae Fondation des 
ours & aes de Montréal i inc. Coy 


. heen oe and subsections 110. 13) and | 


‘ies with respect eo ” tion of subsections 248(31), (35), (36), 8) or (39). The donee requires such infor- 


Part XVII — Interpretation S. 248(41) 


be c obtained ome donors i in ss - 
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Canada, University of British Columbia, _ 
(in French) to: Adojeune Inc., Altemative j 
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IS ae) Alzheimer, Carrefour Mousseau, Carrefour Pour 


: Réseau-Benévoles de Verdun inc., Ser- _ 


(31), the eligible amount of a gift or monetary contribution made _ 


S. 248 


Application: The July 16, 2010 draft legislation (Part 1— technical), subsec. 
148(24), will add subsecs. 248(35)-(41), applicable in respect of gifts and monetary - 
contributions made after December 20, 2002, except that 


(a) subsecs. 248(35), (37) and (38) do not apply in respect of gifts made before 
6:00 p.m. EST on December 5, 2003 and that 


(@ in respect of gifts made after that time but before March 18, 2007, am 

248(37)(d) is to be read as follows: - 
(d) of property to which paragraph 38(a. 1) or (a.2) woulc 
those paragraphs were read wien reference to “other sam: a private 
foundation”; 


(ii) in respect of gifts made after that time Je before July 18, 2005, . 
248(38) is to be read as follows: 


(38) If it can reasonably be concluded that one of the reasons for a 
series of transactions, that includes a disposition or acquisition of a 
property of a taxpayer that is the subject of a gift by the taxpayer, is to 
increase the amount that would be deemed by subsection (35) to be 
the fair market value of the property, the cost of the property for the 
purpose of that subsection is deemed to be the lowest cost to the tax- 
payer to acquire that property or an identical property at any time. 
(b) subsec. 248(36) does not apply in ee of gifts or OEY secnsincaie 5 
made before July 18, 2005; 
(c) subsec. 248(39) does not ae in respect of gifts or oe contains : 
made before February 27, 2004; o 
(d) subsec. 248(40) does not apply. in respect of sits ode before November 9, 
2006; and ; 
(e) subsec. 248(41), does not Ne in respect of ne and ee conti 0S 
made before 2006. ; 
Dept. of Finance news release 2003-061, Dec. 5, , 2003: Govrinient’ 
nounces Restrictions on Charitable Donation Tax Shelter Arrangements 


John Manley, Deputy Prime Minister and Minister of Finance, today released draft 
amendments to the Income Tax Act limiting the tax benefits of charitable donati 
made under tax shelter and other arrangements. / 


The amendments proposed today respond to concerns that various S promoters are 
marketing charitable gifting schemes to the public in ' 
taxpayer is donated to a charity at a value represent 
payer’ S$ acquisition cost. These ao eat. 


cultural property, ecological gifts, or fea pony. gnc in Cana 


As of 6:00 p.m. EST on December 5, 2003, the value of a gift of property for charita- 
ble donation purposes will be limited to a donor’s cost of the property, where it is 
donated within three years of acquisition by the donor or is otherwise as: 
through a gifting arrangement or in contemplation of ¢ tion. : 


The Minister also released draft amendments relating to mited-recourse debt and 
“split-receipting.” These measures implement proposals introduced in Budget 2003 
that address charitable donation arrangements that were promoted in recent years in- 
volving the use of limited-recourse debt [see 143.2(6.1), 231. 1(1)*gifting arrange-_ 
ment’(b) and 248(34) —ed.]. The draft amendments also incorporate changes put 
forward in December 2002 relating to the right to Teceive a benefit i in respect of the 
donation [see 248(30)-(33) — ed.]. 


References in the draft legislation. to “announcement Time” 
ring to 6:00 p.m. EST on December 5, 2003. 


For further information: Andrée Houde, Public Affairs and Opediions Division: ; 
(613) 996-8080; Mike Scandiffio, Communications Advisor, Office of the Deputy _ 
Prime Minister and Minister of Finance, (613) 996-7861; Ed Short, Tax Se 
Branch, (613) 996-0599; Christiane Maurice, Tax Policy Branch, (613) 996-9593. 


Definitions [s. 248]: “acquired for consideration” — 108(7); “‘active business” — 
248(1); “adjusted cost base” — 54, 248(1); “adjusted cost basis” — 148(9); “advan- 
tage” — 248(32); “affiliated” — 251.1; “amateur athlete trust” — 143.1(1)(a) [to be re- 
pealed], 143.1(1.2)(a) [proposed], 248(1); “amount” — 248(1); “arm’s length” — 
251(1); “assessment” — 248(1); “associated” — 256; “authorized foreign bank’, “au- 
tomobile” — 248(1); “bank” — 248(1), Interpretation Act 35(1); “beneficial owner- 
ship” — 248(3); “beneficially interested” — 248(25); “beneficially owned” — 248(3); 
“bituminous sands”, “business”, “business limit” — 248(1); “calendar year’ — Jnter- 
pretation Act 37(1)(a); “Canada” — 255, Interpretation Act 35(1); “Canadian-con- 
trolled private corporation” — 125(7), 248(1); “Canadian currency” — 261(5)(f)(i); 
“Canadian resource property” — 66(15), 248(1); “capital gain” — 39(1), 248(1); “capi- 
tal interest” — 108(1), 248(1); “capital loss” — 39(1)(b), 248(1); “capital property” — 
54, 248(1); “carrying on business” — 253; “cemetery care trust” — 148.1(1), 248(1); 
“child” —252(1); “common-law partner’, “common-law partnership”, “common 
share” — 248(1); “connected” — 186(4), (7), 251(6); “consequence of the death”, 
“consequence of the taxpayer’s death” — 248(8); “consideration” — 108(7); ‘“‘con- 
trolled” — 256(6), (6.1); “controlled foreign affiliate’ —95(1), 248(1); “corpora- 
tion” — 248(1), Interpretation Act 35(1); “corporeal property” — Quebec Civil Code 
art. 899, 906; “credit union” — 137(6), 248(1); “currency of a country other than Can- 
ada” — 261(5)(f)(ii); “custodian” — 248(1)“retirement compensation arrangement”; 
“deferred amount” — 248(1); “deferred profit sharing plan” — 147(1), 248(1); “depre- 


should be e rend as refer 
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ciable property” — 13(21), 248(1); “designated. insurance property” — 138(12), 
248(1); “designated stock exchange” — 248(1), 262; “disclaimer” — 248(9); “disposi- 
tion”, “dividend” — 248(1); “eligible amount” — 248(31), (41); “eligible capital pro- 
perty” — 54, 248(1); “eligible funeral arrangement” — 148.1(1), 248(1); “employed”, 
“employee” — 248(1); “employee life and health trust” — 144.1(2), 248(1); “em- 
ployee trust” — 248(1); “employees profit sharing plan” — 144(1), 248(1); “employ- 
ment” — 248(1); “fair market value’ — 248(35); “federal credit union”, “filing-due 
date” — 248(1); “financial institution” — 142.2(1); “fiscal period” — 249(2)(b), 
249.1; “foreign exploration and development expenses” — 66(15), 248(1); “foreign in- 
vestment entity” — 248(1); “foreign merger’ — 87(8.1); “foreign resource ex- 


pense” — 66.21(1), 248(1); “general rate reduction percentage” — 123.4(1); “gifting 
arrangement” — 237.1(1); “goods and services tax”, “grandfathered share’, “gross rey- 
enue” — 248(1); “Her Majesty” — Interpretation Act 35(1); “immovable” — Quebec 


Civil Code art. 900-907; “income interest”, “individual”, “insurance policy”, “in- 
surer” — 248(1); “inter vivos trust” — 108(1), 248(1); “interest in real property” — 
248(4); “international traffic”, “inventory”, “lending asset” — 248(1); “life insurance 
policy”, “life insurance policy in Canada” — 138(12), 248(1); “limited-recourse 
debt” — 143.2(6.1); “liquidation entitlement” — 248(1)“taxable preferred 
share’’(b)(ii), “taxable RFI share’(b); “majority interest beneficiary” — 251.1(3); 
“mark-to-market property” — 142.2(1); “mineral” — 248(1); “mineral resource”, 
“Minister” — 248(1); “Minister of Natural Resources” — Department of Natural Re- 
sources Act s. 3; “monetary contribution” — 127(4.1), Canada Elections Act s. 2(1); 
“month” — Interpretation Act 35(1); “movable” — Quebec Civil Code art. 900-907; 
“mutual fund corporation” — 131(8), 248(1); “mutual fund trust’ — 132(6)-(7), 
132.2(1)(q) [to be repealed], 132.2(3)(n) [draft], 248(1); “net income stabilization ac- 
count”, “non-resident” — 248(1); “non-resident-owned investment corporation” — 
133(8), 248(1); “office”, “oil or gas well” — 248(1); “parent” — 252(2)(a); “Parlia- 
ment” — Interpretation Act 35(1); “participating interest” — 248(1); “passenger vehi- 
cle” — 248(1); “permanent establishment” — Reg. 8201; “person” — 248(1); “per- 
sonal services business” — 125(7), 248(1); “personal trust’, “prescribed” — 248(1); 
“prescribed plan or arrangement’ — Reg. 6801, 6802, 6802.1, 6803; “prescribed 
rate” — Reg. 4301; “prescribed stock exchange in Canada” — Reg. 3200; “principal 
amount”, “property” — 248(1); “province” — Interpretation Act 35(1); “public corpo- 
ration” — 89(1), 248(1); “qualified donee” — 149.1(1), 248(1); “qualifying arrange- 
ment” — 248(3.2); “qualifying disposition” — 107.4(1); “qualifying environmental 
trust’? — 248(1); “qualifying exchange” — 132.2(1); “qualifying member’ — 
95(2)(0)-(r), 248(1); “qualifying period” — 248(1)“SIFT trust wind-up event’(c)(ii); 
“real estate investment trust’ — 122.1(1); “real right’ — 248(4.1); “registered disabil- 
ity savings plan” — 146.4(1), 248(1); “registered education savings plan” — 146.1(1), 
248(1); “registered pension plan” — 248(1); “registered retirement income fund” — 
146.3(1), 248(1); “registered retirement savings plan’ — 146(i), 248(1); “registered 
securities dealer” — 248(1); “registered supplementary unemployment benefit plan” — 
145(1), 248(1); “regular force” — Interpretation Act 35(1); “regulation” — 248(1); 
“related” — 248(14), 251; “related segregated fund trust’ — 138.1(1)(a); “release or 
surrender” — 248(9); “resident” — 250; “resident in a province” — 250(7); “resident 
in Canada” — 250; “restricted financial institution” — 248(1); “SIFT partnership” — 
197(1), (8), 248(1); “SIFT trust” — 122.1(1), (2), 248(1); “SIFT trust wind-up event”, 
“SIFT wind-up entity”, “salary or wages” — 248(1); “security” — Interpretation Act 
35(1); “series of transactions” — 248(10); “share” — 248(1); “specified financial insti- 
tution”, “specified future tax consequence” — 248(1); “specified investment busi- 
ness” — 125(7), 248(1); “specified debt obligation” — 142.2(1); “specified person” — 
248(1)“short-term preferred share”(j), 248(1)‘taxable preferred share”(h); “specified 
shareholder” — 248(1); “spouse” — 252(3); “substituted” — 248(5); “supplementary 
unemployment benefit plan” — 145(1), 248(1); “TFSA” — 146.2(5), 248(1); “tar 
sands” — 248(1); “tax basis” — 142.4(1); “tax shelter” — 237.1(1); “tax treaty”, “‘tax- 
able Canadian property” — 248(1); “taxable Canadian corporation”, “taxable divi- 
dend” — 89(1), 248(1); “taxable income” — 2(2); “taxable income earned in Canada”, 
“taxable preferred share”, “taxable RFI share” — 248(1); “taxation year” — 249; “tax- 
payer” — 248(1); “testamentary trust” — 108(1), 248(1); “timber resource pro-— 
perty” — 13(21), 248(1); “trust” — 104(1), 248(1), (3); “unit trust” — 108(2), 248(1); 
“usufruct” — Quebec Civil Code art. 1120-1171; “writing” — Interpretation Act 35(1); 
“written” — Interpretation Act 35(1)“writing”. 


249. (1) Definition of “taxation year” — 
Act, a “taxation year” is 


(a) in the case of a corporation or Canadian resident partnership, 
a fiscal period, and 


(b) in the case of an individual, a calendar year, 


and when a taxation year is referred to by reference to a calendar 
year, the reference is to the taxation year or years coinciding with, 
or ub Be in, that year. 


_ Proposed Amendment — 249(1) 


For the purpose of this 


249. (1) Definition of “taxation year" — Except as 
otherwise provided in this Act, a “taxation year” is — 


(a) i in the case of a corporation, a fiscal | period; 


(b) in the | case of an indsvadual (other han, a “testamentary 
trust), a calendar year; and ~ : a 
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(©) in the case of a Nader trust, the nenedl 


Subsection 249(1) is 
in that subsection | 
examples of excer 
tion year” in subs 


1e trust are made up for 
previously contained i in ] 


ses or eared years that _ 
le combines the identical _ 


These aricodeents app. 
see the commentary on 


2010 Galt legislation vest sponse sietdineit’ 
d to have come. into force 0 on October 31, 2006. _ 


Related Provisions: 11(2) — Reference to “taxation year” of individual who carries 
on a business; 14(4) — Taxation year of individual — eligible capital property rules; 
20(16.2) — Taxation year of individual — terminal loss rules; 87(2)(a) — Deemed 
year-end and new taxation year on amalgamation; 95(1)“taxation year’ — Taxation 
year of foreign affiliate; 96(1)(b) — Taxation year of partnership; 104(23) — Testa- 


mentary trusts; 128(2)(d)—Deemed year-end where individual bankrupt; 
128.1(1)(a) — Deemed year-end and new taxation year on, becoming resident in Can- 
ada; 128.1(4)(a) — Deemed year-end and new taxation year on ceasing to be resident 
in Canada; 132.11 — Election for mutual fund trust to have December 15 year-end; 
132.2(1)(b) [to be repealed], 132.2(3)(b) [draft] — Deemed year-end and new taxation 
year on transfer of property between mutual funds; 144(11) — Deemed year-end on 
EPSP becoming DPSP; 149(10)(a) — Taxation year of corporation becoming or ceas- 
ing to be exempt; 149:1(1) — Taxation year of registered charity; 188(1) — Deemed 
year-end on notice of revocation of charity registration; 249(2), (3) — References to 
“taxation year” and “fiscal period”; 249(3.1) — Deemed year end on’ becoming or 
ceasing to be CCPC; 249(4) — Deemed year-end on change of control; 249(5), (6) — 
Rules for testamentary trust; 250.1(a) — Taxation year of non-resident person. 


History: Para. 249(1)(a) amended by 2007, c. 29, s. 29 to add “or Canadian resident 
partnership’, deemed to have come into force on October 31, 2006. 

Regulations: 
purposes). 
Interpretation Bulletins: IT-184R: Deferred cash purchase tickets issued by Cana- 


dian Wheat Board; IT-363R2: Deferred profit sharing plans — deductibility of em- 
ployer contributions and taxation of amounts received by a Rensaeay) Sect): 


Proposed . Addition — 249(1.1) 


1104(1) (taxation year of individual for capital cost allowance 


(1.1) References to calendar year — — When a taxation year is 


referred to by reference to a calendar year, the reference i is tc 
taxation year or taxation years that coincide with, or i 
that calendar year. : 


Application: The July 16, 2010 draft legislation ‘(Part 
149(1), will add subsec. 2491. ), applicable after Decemb 


Technical Notes (July 2010): See under 249(1) above. 


S. 249(4)(a) 


(2) References to certain taxation years and fiscal peri- 


ods — For the purposes of this Act, 


(a) a reference to a taxation year ending in another year includes 
a reference to a taxation year ending coincidentally with that 
other year; and 


(b) a reference to a fiscal period ending in a taxation year in- 
cludes a reference to a fiscal period ending coincidentally with 
that year. 
Related Provisions: 249(1) — “Taxation year’; 250.1(a) — Taxation year of non- 
resident person. 


History: Para. 249(2)(b) amended by 1995, c. 3, s. 53, applicable to fiscal periods that 
end after 1993. Para. (b) formerly read: 


(b) a reference to a fiscal period of a partnership ending in a taxation year in- 
cludes a reference to a fiscal period of the partnership ending coincidentally with 
that year. 


(3) Deemed year end where fiscal period exceeds 365 
days — Notwithstanding subsection (1), where the fiscal period of 
a corporation exceeds 365 days and by reason thereof the corpora- 
tion does not have a taxation year that ends in a particular calendar 
year, for the purposes of this Act, the corporation’s first taxation 
year ending in the immediately. following calendar year shall be 
deemed to end on the last day of the particular calendar year. 


(3.1) Year end on [CCPC] status change — If at any time a 
corporation becomes or ceases to be a Canadian-controlled private 
corporation, otherwise than because of an acquisition of control to 
which subsection (4) would, if this Act were read without reference 
to this subsection, apply, 


(a) subject to paragraph (c), the corporation’s taxation year that 
would, if this Act were read without reference to this subsection, 
include that time is deemed to end immediately before that time; 


(b) a new taxation year of the corporation is deemed to begin at 
that time; 


(c) notwithstanding subsections (1) and (3), the corporation’s 
taxation year that would, if this Act were read without reference 
to this subsection, have been its last taxation year that ended 
before that time is deemed instead to end immediately before 
that time if 


(i) were this Act read without reference to this paragraph, 
that taxation year would, otherwise than because of para- 
graph 128(1)(d), section 128.1 and paragraphs 142.6(1)(a) or 
149(10)(a), have ended within the 7-day period that ended 
immediately before that time, 


(ii) within that 7-day period no person .or group of persons 
acquired control of the corporation, and the corporation did 
not become or cease to be a Canadian-controlled private cor- 
poration, and 


(iii) the corporation elects, in its return of income under Part 
I for that taxation year to have this paragraph apply; and 


(d) for the purpose of determining the corporation’s fiscal period 
after that time, the corporation is deemed not to have established 
a fiscal period before that time. 
Related Provisions: 89(4)— General rate income pool addition on becoming 
CCPC; 89(8) — Low rate income pool addition on ceasing to be CCPC; 125(7)“Cana- 
dian-controlled private corporation”(d) — Election not to be CCPC for purposes of 
249(3.1). 
History: Subsec. 249(3.1) added by 2007, c. 2, s. 53, applicable to taxation years that 
end after 2005. 


(4) Year end on change of control — Where at any time con- 
trol of a corporation (other than a corporation that is a foreign affili- 
ate of a taxpayer resident in Canada and that did not carry on a 
business in Canada at any time in its last taxation year beginning 
before that time) is acquired by a person or group of persons, for the 
purposes of this Act, 


(a) subject to paragraph (c), the taxation year of the corporation 
that would, but for this paragraph, have included that time shall 
be deemed to have ended immediately before that time; 
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(b) a new taxation year of the corporation shall be deemed to 
have commenced at that time; 


(c) subject to paragraph 128(1)(d), section 128.1, and paragraphs 
142.6(1)(a) and 149(10)(a), and notwithstanding subsections (1) 
and (3), where the taxation year of the corporation that would, 
but for this subsection, have been its last taxation year that en- 
ded before that time would, but for this paragraph, have ended 
within the 7-day period that ended immediately before that time, 
that taxation year shall, except where control of the corporation 
was acquired by a person or group of persons within that period, 
be deemed to end immediately before that time where the corpo- 
ration so elects in its return of income under Part I for that taxa- 
tion year; and 


(d) for the purpose of determining the corporation’s fiscal period 
after that time, the corporation shall be deemed not to have es- 
tablished a fiscal period before that time. 


Related Provisions: 139.1(18) — Holding corporation deemed not to acquire con- 
trol of insurer on demutualization; 149(10)— Exempt corporations; 256(6)-(9) — 
Whether control acquired. 


History: Para. 249(4)(c) amended by 1995, c. 21, s. 60, applicable after February 22, 
1994, Para. (c) formerly read: 


(c) subject to paragraph 128(1)(d), section 128.1 and paragraph 149(10)(a), and 
notwithstanding subsections (1) and (3), where the taxation year of the corpora- 
tion that would, but for this subsection, have been its last taxation year that en- 
ded before that time would, but for this paragraph, have ended within the 7-day 
period that ended immediately before that time, that taxation year shall, except 
where control of the corporation was acquired by a person or group of persons 
within that period, be deemed to end immediately before that time where the 
corporation so elects in its return of income under Part I for that taxation year; 
and 
Para. 249(4)(c) substituted by 1994, c. 21, s. 110, applicable after 1992 except that, 
where a corporation has elected in accordance with paragraph 111(4)(a) of 1994, c. 21 
(see subsec. 250(5.1)), the amended para. applies to the time at which the corporation 
was first granted articles of continuation (or similar constitutional documents) in any 
jurisdiction. That para: formerly read: 


(c) subject to paragraphs 88.1(c), 128(1)(d) and 149(10)(a), and notwithstanding 
subsections (1) and (3), where the taxation year of the corporation that would, 
but for this subsection, have been its last taxation year ending before that time 
and would, but for this paragraph, have ended within the seven day period end- 
ing immediately before that time, that taxation year shall, except where control 
of the corporation has been acquired by a person or group of persons within the 
seven day period ending immediately before that time, be deemed to end imme- 
diately before that time where the corporation so elects in its return of income 
under Part I for that taxation year; and 

That portion of subsec. 249(4) preceding para. (a) substituted by 1994, c. 7, Sch. II 

(1991, c. 49), s. 193, applicable to acquisitions of control occurring after July 13, 1990. 

That portion formerly read: 
(4) Deemed year end where change of control occurs — Where, at any 
time, control of a corporation has been acquired by a person or group of persons, 
the following rules apply: 

Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 

ment expenditures; IT-302R3: Losses of a corporation — the effect that acquisitions of 

control, amalgamations, and windings-up have on their deductibility. 


1.T. Technical News: 7 (control by a group — 50/50 arrangement). 
Proposed Addition — 249(5), (6) 


(5) Testamentary trusts — The period for which the accounts 
of a testamentary trust are made up for the purposes of an assess- 
ment under this Act may not exceed 12 months, and no change i in 
the time when such a period ends may be made for the purposes 
of this Act without the concurrence of the Minister. 

Technical Notes (July 2010): New subsection 249(5) is added consequential on 
the repeal of paragraph 104(23)(a). 

Subsection 249(5) provides that the period for which the accounts of a ‘esaibenary 
trust are made up for purposes of assessment under the Act may not exceed 12. — 
months and that no change in the time when such a period ends may be made for the 
purposes of the Act without the concurrence of the Minister of National. Revenue. 
The rule was previously found in paragraph 104(23)(a) of the Act, which i is being 
repealed. 

This amendment applies after December 20, 2002. For a related set of amendments, 
see the commentary on paragraphs 104(23)(a) and (b) and subsection hey and 
(1.1). 

Related Provisions: 249(6) — Deemed year-end on loss of testamentary. trust 
Status. 
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(6) Loss of testamentary trust status — If at a particular 
time after December 20, 2002 a transaction or event, described in 
any of paragraphs (b) to (d) of the definition “testamentary trust” 
in subsection 108( 1), occurs and as a result of that occurrence a 
trust or estate is not a testamentary trust, the follonins rules 
apply: 
(a) the fiscal period for a business or property of the trust or 
estate that would, if this Act were read without reference to 
this subsection and those paragraphs, have included the partic- 
ular time is deemed to have ended immediately before the par- _ 
ticular time; 


_ (b) the taxation year of the trust or estate that would, if this Act 
were read without reference to this subsection and those 
paragraphs, have included the particular time is deemed to 
have ended immediately before the particular time; 


(c)a new taxation year of the trust or estate is deemed to have © 


started at the particular time; and — 


(d) in determining the fiscal period for a pusiiiees or “property 
of the trust or estate after the particular time, the trust or estate 


is deemed Ce sate eae robes eee sats that 


(6) applicable after ay 18, 2005 and, if a tr 
in writing by ling the election with the Minister of National Revenue on or before — 
its filing-due date for its taxation year in which the draft legislation is assented to, it 
also applies to that trust or estate, as the case may be, after December 20, 2002. 


Technical Notes (July 2010): New subsection 249(6) provides a set of rules that 
apply where a trust or estate loses its status under the Act as a “testamentary trust”. 

This loss of status will generally occur where property has been contributed or 
loaned to the trust or estate in circumstances described in any of paragraphs (b) to (d) — 


of the definition “testamentary trust” in subsection 108(1) or where the trust or estate 


has been created by someone other than the deceased person on and as a consequence 
of whose death the trust or estate arose (in this regard, see paragraph (a) of that 
definition). Under the existing rules in the Act, where a transaction or event de- 
scribed in any of those paragraphs occurs at a particular time, the trust or estate will 
lose its status as a testamentary trust for its entire taxation year that would otherwise 
include that time. As a result, the trust will be treated as an inter vivos trust at all 
times after the end of its last taxation year, if any, throughout which it was a testa- 
mentary trust. As such, its first taxation year after that last taxation year will be, 
given the definition * “taxation year’ in subsection 249(1), the calendar year. 


New subsection 249(6) provides transitional relief for trusts or estates that lose their 
“testamentary trust” status. Under that subsection, if at a particular time after Decem- 
ber 20, 2002 a transaction or event, described in any of paragraphs (b) to (d) of the 
definition “testamentary trust” in ‘subsection 108(1), occurs and as a result of that 
occurrence a trust or estate is not a testamentary trust, a number of special rules apply 
in determining its taxation years and fiscal periods. (Note that a trust or estate that 
fails to qualify as a testamentary trust because of paragraph (a) of the definition “tes- 
tamentary trust” will be an inter vivos trust from its creation and i is, THeTeTORe not in 
need of this transitional relief.) In particular, 


at 


ok estate so eect 


het under paragraph 249(6)(a), the fiscal period, for a HOS or Bc of, the E 


_ trust or estate, that would, if the Act were read without reference to subsection 
249(6) and paragraphs (b) to (d) of the definition “testamentary trust”, have in- 
cluded the particular time, is deemed to have ended immediately before the par- 
ticular time. Subsection 249.1(3) ensures that the next fiscal period starts. at the 


particular time and subsection 249.1(1) requires that that next fiscal period end | : 


no later than the calendar year in which it began (i.e. the | new taxation yeat) — 
this is because the trust would then have become an inter vivos trust. 


RN 


the taxation year of the trust or estate that would, if this Act were read without 
reference to this subsection and paragraphs (b) to (d) of the definition “testamen- 
tary trust”, have included the particular time is deemed to have ended immedi- 
ately before the particular time. As a result, the trust or estate maintains festa 
mentary trust status until the offside event occurs. 


¢ a new taxation year of the trust or estate is deemed to have started at the particu- 
lar time. | 


in determining the fiscal period for a business or property of the trust or estate 
_after the particular time, the trust or estate is deemed not to have established a 
fiscal period before that time. 


ad 


New subsection 249(6) applies after July 18, 2005. However, if a trust or estate elects — 


in writing filed with the Minister of National Revenue on or before its filing-due date 
for its taxation year in which the subsection receives Royal Assent, it also asi ‘S 
that trust or estate, as the case may be, after December 20; 20027 2 
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Definitions [s. 249]: 


“acquired” — 256(7)-(9); “assessment” — 248(1); “busi- 
ness” — 248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 255; 
“Canadian resident partnership” — 248(1); “carry on a business in Canada”, “carry on 
business in Canada” — 253; “control” — 256(6)-(9); “corporation” — 248(1), Inter- 
pretation Act 35(1); “estate” — 104(1), 248(1); “fiscal period’ — 248(1),. 249(2)(b), 
249.1; “foreign affiliate’ —95(1), 248(1); “individual”, “Minister”, “person” — 
248(1); “month” — Interpretation Act 35(1); “property” — 248(1); “taxation year” — 
249; “testamentary trust” — 108(1), 248(1); “trust” — 104(1), 248(1), (3). 


249.1 (1) Definition of “fiscal period” — For the purposes of 
this Act, a “fiscal period” of a business or a property of a person or 
partnership means the period for which the person’s or partner- 
ship’s accounts in respect of the business or. property are made up 
for purposes of assessment under this Act, but no fiscal period may 
end 


(a) in the case of a corporation, more than 53 weeks after the 
period began, 
(b) in the case of 


(i) an individual (other than an individual to whom section 
149 or 149.1 applies or a testamentary trust), 


(i.1) a fiscal period of an inter vivos trust (other than a fiscal 
period to which paragraph 132.11(1)(c) applies), 
(ii) a partnership of which 


(A) an individual (other than a testamentary trust or an 
individual to whom section 149 or 149.1 applies), 


(B) a professional corporation, or 
(C) a partnership to which this subparagraph applies, 


‘would, if the fiscal period ended at the end of the calendar 
‘year in which the period began, be a member of the partner- 
ship in the period, or 


(iii) a professional corporation that would, if the fiscal period 
ended at the end of the calendar year in which the period 
began, be in the period a member of a partnership to which 
subparagraph (ii) applies, 
after the end of the calendar year in which the period began un- 
less, in the case of a business, the business is not carried on in 
Canada, is a prescribed business or is carried on by a prescribed 
person or partnership, 


(c) in any other case, more than 12 months after the period be- 
gan, 


and, for the purpose of this subsection, the activities of a person to 
whom section 149 or 149.1 applies are deemed to be a business. 


S. 249.1(4) 


Related Provisions; 25(1) — Optional continuation of year-end after disposing of 
business; 96(1.01) —Income allocation to. former. partner; 96(1.1) — Allocation of 
share of income to retiring partner, 99(2) — Optional continuation of original year-end 
of partnership that ceases to exist; 128.1(4)(a.1) — Deemed end of fiscal period on 
emigration; 249.1(2), (3) — Interpretation; 249.1(4), (5) — Election for non- -calendar 
year-end. 
History: The closing words of para. 249.1(1)(b) amended by 2001, c. 17, s. 189, appli- 
cable to fiscal periods that begin after 1994. The closing words formerly read: 
after the end of the calendar year in which the period began unless, in the case 
of a business, the business is not carried on in Canada or is a prescribed business, 
and. 
Subpara. 249.1(1)(b)(@) amended, and subpara. (i:1) added, by 1999, c. 22, s. 81, appli- 
cable to fiscal periods that begin after December 15, 1997. Subpara. (i) formerly read: 


(i), an individual (other than a testamentary trust or an individual to whom sec- 
tion 149 or 149.1 applies), 


Selected Cases [subsec. 249.1(1)]: Cho v. R., [2000] 2 C.T.C. 2714 (TCC) 
(Provision applies to businesses started before end of 1994). 


Regulations: 8901 (Gaz Métropolitain LP is prescribed partnership for closing words 
of 249.1(1)(b)). 


1.T. Technical News: 8 (bankrupt corporation — change of fiscal period). 
CRA Audit Manual: 27.25.2: Individuals — business fiscal periods. 


(2) Not a member of a partnership — For the purpose of sub- 
paragraph (1)(b)(ii) and subsection (4), a person or partnership that 
would not have a share of any income or loss of a partnership for a 
fiscal period of the partnership, if the period ended at the end of the 
calendar year in which the period began, is deemed not to be a 
member of. the partnership in that fiscal period. 


Related Provisions: 96(1.01) — Income allocation to former partner. 


(3) Subsequent fiscal periods — Where a fiscal period of a 
business or‘a property of a person or partnership ends at any time, 
the subsequent fiscal period, if any, of the business or property of 
the person or Peed is deemed to begin immediately after that 
time. 


(4) Alternative method — Paragraph (1)(b) does not apply to a 
fiscal period of a business carried on, throughout the period of time 
that began at the beginning of the fiscal period and ended at the end 
of the calendar year in which the fiscal period began, 


(a) by an individual (otherwise than as a member of a partner- 
ship), or 


(b) by an individual as a ae ngies of a partnership, where 
throughout that period 


(i) each member of the partnership is an individual, and 
(11) the partnership is not a member of another partnership, 
where ' 
(c) in the case of an individual 
(i) who is referred to in paragraph (a), or 


(ii) who is a member of a partnership no member of which is 
a testamentary trust, 


an election in prescribed form to have paragraph (1)(b) not apply 
is filed with the Minister by the individual on or before the indi- 
vidual’s filing-due date, and with the individual’s return of in- 
come under Part I, for the taxation year that includes the first 
day of the first fiscal period of the business that begins after 
1994, and 


(d) in the case of an individual who is a member of a partnership 
a member of which is a testamentary trust, an election in pre- 
scribed form to have paragraph (1)(b) not apply is filed with the 
Minister by the individual on or before the earliest of the filing- 
due dates of the members of the partnership for a taxation year 
that includes the first day of the first fiscal period of the business 
that begins after 1994. 
Related Provisions: 34.1(1) — Additional income adjustment where election made; 
96(1.01) — Income allocation to former partner; 96(1.1) — Allocation of share of in- 
come to retiring partner; 96(3) — Election by members of partnership; 249.1(5) — Al- 
ternative method not applicable to tax shelter; 249.1(6) — Revocation of election; Reg. 
600(b.1) — Late filing of election by January 31, 1998. 
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(5) Alternative method not applicable to tax shelter invest- 
ments — Subsection (4) does not apply to a particular fiscal pe- 
riod of a business where, in a preceding fiscal period or throughout 
the period of time that began at the beginning of the particular pe- 
riod and ended at the end of the calendar year in which the particu- 
lar period began, the expenditures made in the course of carrying on 
the business were primarily the cost or capital cost of tax shelter 
investments (as defined in subsection 143.2(1)). 


History: Subsec. 249.1(5) amended by 1998, c. 19, s. 240, applicable to fiscal periods 
that begin after 1994. Subsec. 249.1(5) formerly read: 


(5) Alternative method not applicable to tax shelter — Subsection (4) does 
not apply to a particular fiscal period of a business where, in a preceding fiscal 
period or throughout the period of time that began at the beginning of the partic- 
ular period and ended at the end of the calendar year in which the particular 
period began, the expenditures made in the course of carrying on the business 
were primarily the cost or capital cost of tax shelters (within the meaning as- 
signed by subsection 237.1(1)). 


(6) Revocation of election — Subsection (4) does not apply to 
fiscal periods of a business carried on by an individual that begin 
after the beginning of a particular taxation year of the individual 
where 


(a) an election in prescribed form to revoke an election filed 
under subsection (4) in respect of the business is filed with the 
Minister; and 


(b) the election to revoke is filed 
(i) in the case of an individual 
(A) who is not a member of a partnership, or 


(B) who is a member of a partnership no member of 
which is a testamentary. trust, 


by the individual on or before the individual’s filing-due date, 
and with the individual’s return of income under Part I, for the 
particular taxation year, and 


(ii) in [the] case of an individual who is a member of a part- 
nership a member of which is a testamentary trust, by the 
individual on or before the earliest of the filing-due dates of 
the members of the partnership for a taxation year that in- 
cludes the first day of the first fiscal period of the business 
that begins after the beginning of the particular year. 


Related Provisions: 96(3) — Election by members of partnership. 


(7) Change of fiscal period — No change in the time when a 
fiscal period ends may be made for the purposes of this Act without 
the concurrence of the Minister. 

Related Provisions: 87(2)(j.91), (qq) — Change in fiscal period after amalgamation; 
149(10)(a) — Change in fiscal. period on becoming or ceasing to be exempt; 
249(4)(d) — Change in fiscal period allowed after change in control of corporation. 


Interpretation Bulletins: IT-179R: Change of fiscal period. 

Registered Charities Newsletters: 5 (how can you get the Department’s permis- 
sion to change your charity’s fiscal period?). 

History: S. 249.1 added by 1996, c. 21, s. 61, applicable to fiscal periods that begin 
after 1994. 


Definitions [s. 249.1]: “business” — 248(1); “calendar year” — Interpretation Act 
37(1)(a); “Canada” — 255; “carried on in Canada” — 253; “corporation” — 248(1), 
Interpretation Act 35(1); “filing-due date” — 150(1), 248(1); “individual” — 248(1); 
“member” — of partnership 249.1(2); “Minister’ — 248(1); “person”, “prescribed”, 
“professional corporation”, “property” — 248(1); “testamentary trust” — 108(1), 
248(1). 


250. (1) Person deemed resident — For the purposes of this 
Act, a person shall, subject to subsection (2), be deemed to have 
been resident in Canada throughout a taxation year if the person 


(a) sojourned in Canada in the year for a period of, or periods 
the total of which is, 183 days or more; 


(b) was, at any time in the year, a member of the Canadian 
Forces; 


(c) was, at any time in the year, 


(i) an ambassador, minister, high commissioner, officer or 
servant of Canada, or 


(ii) an agent-general, officer or servant of a province, 
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and was resident in Canada immediately prior to appointment or 
employment by Canada or the province or received representa- 
tion allowances in respect of the year; 


(d) performed services, at any time in the year, in a country 
other than Canada under a prescribed international development 
assistance program of the Government of Canada and was resi- 
dent in Canada at any time in the 3 month period preceding the 
day on which those services commenced; 


(d.1) was, at any time in the year, a member of the overseas 
Canadian Forces school staff who filed his or her return for the 
year on the basis that the person was resident in Canada 
throughout the period during which the person was such a 
member; 


(e) [Repealed] 


(f) was at any time in the year a child of, and dependent for 
support on, an individual to whom paragraph (b), (c), (d) or (d.1) 
applies and the person’s income for the year did not exceed the 
amount used under paragraph (c) of the description of B in sub- 
section 118(1) for the year; 


(g) was at any time in the year, under an agreement or a conven- 
tion with one or more other countries that has the force of law in 
Canada, entitled to an exemption from an income tax otherwise 
payable in any of those countries in respect of income from any 
source (unless all or substantially all of the person’s income 
from all sources was not so exempt), because at that time the 
person was related to or a member of the family of an individual 
(other than a trust) who was resident in Canada. 


Related Provisions: 6(1)(b)(ii), (iii) — No tax on certain allowances to deemed 
residents; 14(8) — Deemed residence in Canada for cumulative eligible capital recap- 
ture; 64.1 — Application to deemed resident; 94(1)(c)(i) [to be repealed], 94(3)(a) 
[proposed] — Non-resident trust deemed resident in Canada for certain purposes; 94(5) 
[proposed] — Trust deemed to cease being resident in Canada; 110.6(5) — Deemed 
residence in Canada for capital gains exemption; 115(2) — Certain persons deemed 
employed in Canada; 118.5(2) — Tuition credit — application to deemed residents; 
120(1) — Federal surtax on non-resident’s income not earned in a_ province; 
138.1(1)(c)Gi) — Insurer deemed resident in Canada in respect of segregated fund pro- 
perty used in Canada; 214(13)(a) — Regulations deeming person resident in Canada 
for purposes of Part XIII; 250(3)— “Resident” includes ordinarily resident; 
250(6.1) — Deemed residence of trust that ceases to exist; Reg. 2600-2607 — Indivi- 
dual deemed resident in a province; Canada-U.S. Tax Treaty:Art. 1V:5 — Residence of 
government employee working in the other country. 


History: Para. 250(1)(f) amended by 2000, c. 19, s. 68, applicable to 1999 et seq. 
except that, in its application to the 1999 taxation year, the reference to “the amount 
used under paragraph (c) of the description of B in subsection 118(1) for the year” shall 
be read as a reference to “$7,044”. Para. 250(1)(f) formerly read: 


(f) was at any time in the year a child of, and dependent for support on, an indi- 
vidual to whom paragraph (b), (c), (d) or (d.1) applies and the person’s income 
for the year did not exceed the total of $500 and the amount used under para- 
graph (c) of the description of B in subsection 118(1) for the year; or 


Para. 250(1)(e) repealed by 1999, c. 22, subsec. 82(1), applicable after February 23, 
1998 except that, where : 


(a) any person would, but for para. 250(1)(e), 
(1) have been non-resident at any time before February 24, 1998, and 


(ii) not have become resident in Canada after that time and before February 24, 
1998, and 


(b) the person does not elect in writing filed with the Minister of National Revenue 
with the person’s return of income under Part I of the Act for the 1998 taxation 
year to have the repeal of para. (e) apply after February 23, 1998, 


the repeal of para. (e) does not apply in respect of the person before the first time after 
February 23, 1998 that the person would, but for para. 250(1)(e), cease to be resident in 
Canada. Para. 250(1)(e) formerly read: 


(e) was resident in Canada in any previous year and was, at any time in the year, 
the spouse of a person described in paragraph (b), (c), (d) or (d.1) living with that 
person; 


Para. 250(1)(f) amended by the said c. 22, subsec. 82(2), applicable to 1998 er seg. 
Para. (f) formerly read: 


(f) was at any time in the year a child of, and dependent for support on, an indi- 
vidual to whom paragraph (b), (c), (d) or (d.1) applies and the person’s income 
for the year did not exceed the amount used for the year under paragraph (c) of 
the description of B in subsection 118(1). 


Para: 250(1)(g) added by the said c. 22, subsec. 82(3), applicable after February 23, 
1998. 
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Para. 250(1)(f) substituted by 1994, c. 21, subsec. 111(1), applicable to 1993 e¢ seq. 
That subsec. formerly read: 


(f) was at any time in the year a child of an individual described in paragraph (b), 
(c), (d) or (d.1) and the person’s income for the year did not exceed the amount 
used under paragraph (c) of the description of B in subsection 118(1) for the 
year. 


Para. 250(1)(f) substituted by 1994, c. 7, Sch. VII (1992, c. 48), s. 22,:applicable to 
1993 et seq. Para. (f) formerly read: 

(f) was at any time in the year a child of a person described in paragraph (b), (c), 

(d) or (d.1) and a dependant, as described in paragraph 118(1)(d), of that person. 
Selected Cases [subsec. 250(1)]: Gardner v. R., [2002] 1 C.T.C. 302 (FCA) (Tax 
Court has no jurisdiction to determine Ontario residence and amount of Ontario taxes); 
Naud vy. MNR, [1993) 1 C.T.C. 2008 (TCC) (Provision which deems foreign taxpayer 
resident in Canada under certain circumstances does not preclude such taxpayer being 
resident in a given province; Minister not required to reimburse source deductions 
under Quebec Act); Griffiths v. R., [1978] C.T.C. 372 (FCTD) (Retaining investments 
and boat registration in Canada not incompatible with severing Canadian residential 
ties); Strachan y. R., [1973] C.T.C. 416 (FCTD) (Crown employee resident between 
1963 and 1971 remained resident after transfer to India). 


Regulations: 3400 (prescribed international development assistance program, for 
250(1)(d)). 


Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 
1989-1204 (remission to certain individuals linked with Quebec but not resident in a 
province on the last day of the year). 


Interpretation Bulletins: IT-91R4:' Employment at special work ‘sites or remote 
work locations; IT-106R3: Crown corporation employees abroad; IT-178R3: Moving 
expenses; IT-221R3: Determination of an individual’s residence status; IT-447: Resi- 
dence of trust or estate; IT-451R: Deemed disposition and acquisition on ceasing to be 
or becoming resident in Canada; IT-513R: Personal tax credits; IT-516R2: Tuition tax 
credit. 


1.T. Technical News: 38 (control of corporation owned by income trust — impact of 
change in trustees). 


CRA Audit Manual: 10.11.13: Consultation and referrals regarding non-residents; 
15.4.0: Residency. 


Forms: NR73: Determination of residency status (leaving Canada); NR74: Determina- 
tion of residency status (entering Canada). 


(2) Idem — Where at any time in a taxation year a person de- 
scribed in paragraph (1)(b), (c) or (d) ceases to be a person so de- 
scribed, or a person described in paragraph (1)(d.1) ceases to be a 
member of the overseas Canadian Forces school staff, that person 
shall be deemed to have been resident in Canada throughout the 
part of the year preceding that time and the spouse or common-law 
partner and child of that person who by reason of paragraph (1)(e) 
or (f) would, but for this subsection, be deemed to have been resi- 
dent in Canada throughout the year shall be deemed to have been 
resident in Canada throughout that part of the year. 

History: Subsec. 250(2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 


See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 


(3) Ordinarily resident — In this Act, a reference to a person res- 
ident in Canada includes a person who was at the relevant time or- 
dinarily resident in Canada. 

Selected Cases [subsec. 250(3)]: Harris-Eze y. R., [2002] 1 C.T.C. 2174 (TCC) 
(indicia of taxpayer’s attachments to Canada insufficient to result in being “ordinarily 
resident”); McFadyen y. R., [2000] 4 C.T.C. 2573 (TCC) (Proof of foreign residence 
provided by foreign government given little weight); Erikson y. R., [1975] C.T.C. 624 
(FCTD) (Resident between 1958 and 1969 broke residential ties in 1970 despite keep- 
ing assets in Canada and returning during summer to visit children living with ex-wife); 
R. v. Reeder, [1975] C.T.C. 256 (FCTD) (Resident and employee of Canadian subsidi- 
ary of foreign company abroad 246 days for training remained resident); Schujahn v. 
MNR, [1962] C.T.C. 364 (Exch.) (Intention not relevant; residence is question of fact). 


Interpretation Bulletins: IT-221R3: Determination of a individual’s residence 
Status. 


(4) Corporation deemed resident — For the purposes. of this 
Act; a corporation shall be deemed to have been resident in Canada 
throughout a taxation year if 


(a) in the case of a corporation incorporated after April 26, 1965, 
it was incorporated in Canada; 


(b) in the case of a corporation that 
(i) was incorporated before April 9, 1959, 


S. 250(5) 


(ii) was, on June 18, 1971, a foreign business corporation 
(within the meaning of section 71 of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it 
read in its application to the 1971 taxation year) that was 
controlled by a corporation resident in Canada, 


(iii) throughout the 10 year period ending on June 18, 1971, 
carried'on business in any one particular country other than 
Canada, and 


(iv) during \the period referred to: in subparagraph (iii), paid 
dividends to its shareholders resident in Canada on which its 
shareholders paid tax to the government of the country re- 
ferred to in that subparagraph, 


it was incorporated in Canada and, at any time in the taxation 

year or at any time in any preceding taxation year commencing 
after 1971, it was resident in Canada or carried on business in 
Canada; and 


(c) in the case of a corporation incorporated before April 27, 
1965. (other than a corporation,to which subparagraphs (b)(i) to 
(iv). apply), it was incorporated in Canada and, at any time in the 
taxation year or at any time in any preceding taxation year of the 
corporation ending after April 26, 1965, it was resident in Can- 
ada or carried on business in Canada. 


Related, Provisions: 126(1.1)(a) — Authorized foreign bank. deemed. resident in 
Canada for foreign tax credit purposes; 128.2 — Predecessor corporations take on resi- 
dence. status of amalgamated corporation; 212(13.3)— Authorized foreign. bank 
deemed resident in Canada for withholding tax purposes; 214(13)(a)— Regulations 
deeming person resident in Canada for purposes of Part XIII; 250(5) — Corporation 
deemed not resident; 250(5.1) — Continuance outside Canada; 256(6), (6.1) Mean- 
ing of “controlled”. 


Selected Cases [subsec. 250(4)]: R. v. Gurd’s Products Co. Ltd., [1985] 2 C.T.C. 
85 (FCA); leave to appeal to SCC refused (1985), 64 N.R. 156 (note), (sub nom. 
Gurd’s Products'Co. v. MNR) (Canadian subsidiary through which U.S. parent con- 
ducted business with Iraq held carrying on business in Canada and deemed resident); 
Birmount. Holdings Ltd. v. R., [1978] C.T.C. 358 (FCA) (Company carrying on busi- 
ness in Canada where acquisition and disposition of real estate held adventure in nature 
of trade). 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or becoming resident in Canada. 


CRA Audit Manual: 15.4.0: Residency. 


(5) Deemed non-resident — Notwithstanding any other provi- 
sion of this Act: (other than paragraph '126(1.1)(a)), a person: is 
deemed not to be resident in Canada at a time if, at that time, the 
person would, but for this subsection and any tax treaty, be resident 
in Canada for the purposes of this Act but is, under a tax treaty with 
another country, resident in the other. country and not resident in 
Canada. 


Related Provisions: 128.1(4) — Corporation becoming non-resident; 219.1 — Tax 
payable when corporation becomes. non-resident; Canada-U.S. Tax Treaty:Art. IV:2, 
Canada-U.K. Tax Treaty:Art. 4:2 — Treaty tie-breaker rules. 


History: Subsec. 250(5) amended by 2001, c. 17, subsec. 190(1), applicable after June 
27, 1999, except that if on February 24, 1998 an individual who would, but for a tax 
treaty (within the meaning assigned by subsection 248(1));,be resident in Canada for 
the purposes of the Act is, under the tax treaty, resident in another country, the subsec. 
as amended does not apply to the individual until the first time after June 27, 1999 at 
which the individual becomes, under a tax treaty, resident in a’country other than Can- 
ada. Subsec. 250(5) formerly read: 


(5) Notwithstanding any other provision of this Act,'a person is deemed not to be 
resident in Canada at a time if, at that time, the person would, but for this subsec- 
tion and any tax treaty, be resident in Canada for the purposes of this Act but is, 
under a tax treaty with another country, resident in the other country and not 
resident in Canada. 


Subsec. 250(5) amended by 1999, c. 22, subsec. 82(4), applicable (as amended by 
2001, c. 17, s. 253) after February 24, 1998 except that, if on that’ day an individual 
who would, but for a tax treaty (as defined in subsec. 248(1)), be resident in Canada for 
the purposes of the Income Tax Act is, under the tax treaty, resident in another country, 
the amendment does not apply to the individual until the first time after February 24, 
1998 at which the individual becomes, under a tax treaty, resident in a country other 
than Canada. The subsec. formerly read: 


(5) Corporation deemed not resident — Notwithstanding subsection (4), for 
the purposes of this Act, a corporation, other than a prescribed corporation, shall 
be deemed to be not resident in Canada at any time if, by virtue of an agreement 
or convention between the Government’ of Canada and the government of an- 
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other country that has the force of law in Canada, it would at that time, if it had 
income from a source outside Canada, not be subject.to tax on that income under 
Part I. 


Selected Cases [subsec. 250(5)]: Salt v. R., [2007] 3.C.T.C, 2255 (TCC) (Non- 
residence even where some key indicators suggested otherwise). 


Regulations: No prescribed corporations to date. 


Interpretation Bulletins: IT-137R3: Additional tax on certain corporations carrying 
on business in Canada. 


(5.1) Continued corporation — Where a corporation is at any 
time (in this subsection referred to as the “time of continuation’’) 
granted articles of continuance (or similar constitutional docu- 
ments) in a particular jurisdiction, the corporation shall 


(a) for the purposes of applying this Act (other than subsection 
(4)) in respect of all times from the time of continuation until the 
time, if any, of continuation ina different jurisdiction, be 
deemed to have been incorporated in the particular jurisdiction 
and not to have been incorporated in any other jurisdiction; and 


(b) for the purpose of applying ‘subsection (4) in respect of all 
times from the time of continuation until the time, if any, of con- 
tinuation in a different jurisdiction, be deemed to have been in- 
corporated in the particular jurisdiction at the time of continua- 
tion and not to have been incorporated in any other jurisdiction. 
Related Provisions: 54“superficial loss’(c) — Non-application of superficial loss 
tule where corporation has elected for 250(5.1) to apply before 1993; 88.1 — Repeal of 


88.1 before 1993 where corporation so elects; 219.1 — Tax on corporate emigration; 
Canada-U.S. Tax Treaty:Art. [V:3 — Continuation in other jurisdictions. 


History: Subsec. 250(5.1) added by. 1994, c. 21, subsec.; 111(2), applicable to 


(a) a corporation that was at any time before 1993 granted articles of continuarice 
or similar constitutional documents in a jurisdiction and: that.elects, by notifying 
Revenue Canada in writing before the end of December 1994, to have subsec. 
250(5.1) apply to those articles or other documents, from the time at which the 
corporation was granted those articles or other documents, and 


(b) a corporation with respect to articles of continuance or similar constitutional 
documents granted after 1992, except where 


(i) the articles or other documents were granted before July 1994, 


(ii) arrangements, evidenced in writing, for obtaining the articles or other doc- 
uments were substantially advanced before December 21, 1992, and : 


(iii) the corporation elects, by notifying Revenue Canada in writing before the 
end of December 1994, to have subsec. 250(5.1) not apply, 


and, notwithstanding subsections 152(4) to (5), such assessments and determinations in 
respect of any taxation year shall be made as are necessary to’ give effect to elections 
made under paragraph (a). 

Interpretation Bulletins: IT-137R3: Additional tax on certain corporations carrying 
on business in Canada. 


(6) Residence of international shipping corporation — For 
the purposes of this Act, a corporation that was incorporated or oth- 
erwise formed under the laws of a country other than Canada or of a 
state, province or other political subdivision of such a country shall 
be deemed to be resident in that country throughout a taxation year 
and not to be resident in Canada at any time in the year, where 


(a) the corporation 


(1) has as its principal business in the year. the operation of 
ships that are used primarily in transporting passengers. or 
goods in international traffic (determined on the assumption 
that the corporation is non-resident and. that, except where 
paragraph (c) of the definition “international traffic” in sub- 
section 248(1) applies, any port or other place on the Great 
Lakes or St. Lawrence River is in Canada), or 


(ii) holds throughout the year shares of one or more other 
corporations, each of which 


(A) is a subsidiary wholly-owned corporation of the cor- 
poration as defined by subsection 87(1.4), and 


(B) is deemed by this subsection to be resident in a coun- 
try other than Canada throughout the year, 


and at no time in the year is the total of the cost amounts to 
the corporation of all those shares less than 50% of the total 
of the cost amounts to it of all its property; 
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(b) all or substantially all of the corporation’s gross revenue for 
the year consists of 


(i) gross revenue from the operation of ships in transporting 
passengers or goods in that international traffic, 


(ii) dividends from one or more other corporations each of 
which 


(A) is a subsidiary wholly-owned corporation of the cor- 
poration, as defined by subsection 87(1.4), and 


(B) is deemed by this subsection to be resident in a coun- 
try other than Canada throughout each of its taxation 
years that began after February 1991 and before the last 
time at which it paid any of those dividends, or 


(iii) a combination of amounts. described in subparagraph (i) 
or (it); and 


(c) the corporation was not granted articles of continuance in 
Canada before the end of the year. 
Related Provisions: 81(1)(c) — Amounts not included in income — ship or aircraft 
of non-resident; Canada-U.S. Tax Treaty:Art. VIIJ — International shipping. 


History: Paras. 250(6)(a) and (b) amended by 1998, c. 19, s. 241, applicable to 1995 et 
seq. Paras. 250(6)(a) and (b) formerly read: 
(a) the corporation’s principal business in the year consists of the operation of 
ships that are used primarily in transporting passengers or goods in international 
traffic. (determined on the assumption that the corporation is non-resident and 
that, except where paragraph (c) of the definition “international traffic” in sub- 
section 248(1) applies, any port or other place on the Great Lakes or St. Law- 
rence River is in Canada); 
(b) all or substantially all of the corporation’s gross revenue for the year is from 
the operation of ships in transporting passengers or goods in such international 
traffic; and 


Subsec. 250(6) added by 1994, c. 7, Sch. II (1991, c. 49), s. 194, applicable to. taxation 
years commencing after February 1991. 


(6.1) Residence of inter vivos trusts — For the purposes of 
provisions of this Act that apply to a trust for a taxation year only. 
where the trust has been resident in Canada throughout the year, 
where a particular trust ceases at any time to exist,and the particular 
trust was resident in Canada immediately before that time, the par- 
ticular trust is deemed to. be resident in Canada throughout the pe- 
riod that begins at that time and ends at the end of the year. 


Related Provisions: 132(6.2) — Parallel rule for mutual fund trust that ceases to 
qualify as such. 


History: Subsec. 250(6.1) added by 2001, c. 17, subsec. 190(2), applicable to 1990 er 
seq. 


Interpretation Bulletins: IT-447: Residence of trust or estate. 


(7) Residence of a qualifying environmental trust — For the 
purposes of this Act, where a trust resident in Canada would be a 
qualifying environmental trust at any time if it were resident at that - 
time in the province in which the site to which the trust relates is 
situated, the trust is deemed to be resident at that time in that prov- 
ince and in no other province. 


History: Subsec. 250(7) amended by 1998, c. 19, s. 67, applicable after 1995. Subsec. 
250(7) formerly read: 


(7). Residence of a mining reclamation trust — For the purposes of this Act, 
where a trust resident in Canada would be a mining reclamation trust at any time 
if it were resident at that time in the province in which the mine’ to which the 
trust relates is situated, ‘the trust shall be deemed to be resident at that time in that 
province and in‘no other province. 


Subsec. 250(7) added by 1995, c. 3, s. 54, applicable after 1993. 


Selected Cases [s. 250]: Dixon v. R., [2001] 3 C.T.C. 205 (FCA) (Taxpayer 
returning to become ordinarily resident is not “sojourner’’). 


Definitions [s. 250]: “amount”, “business” — 248(1); 
tion Act 35(1); “carried on business in Canada’ — 253; ‘child’ — 252(1); “common- 
law partner” — 248(1); “controlled” — 256(6), (6.1); “corporation”, “employment”, 
“gross revenue” — 248(1); “incorporated in Canada” brea) Re) a incorpo- 
rated in Canada”; “individual”, “international traffic”, “non-resident”, “overseas Cana- 
dian Forces school staff’, “person”, “prescribed” — 248(1); * ‘province’ — Interpreta- 
tion Act 35(1); “qualifying environmental trust” — 248(1); “related” — 251(2)—(6); 
“servant” — 248(1)* ‘craploymenki; “subsidiary wholly-owned corporation” — 87(1.4), 
248(1); “tax treaty” — 248(1); “taxation year” — 249; “trust” — 104(1), 248(1), (3). 


“Canada” — 255, Interpreta- 
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250.1 Non-resident person’s taxation year and income — 
For greater certainty, unless the context requires otherwise 


(a) a taxation year of a non-resident person shall be determined, 
except as otherwise permitted by the Minister, in the same man- 
ner as the taxation year of a person resident in Canada; and 


(b).a person for whom income for.a taxation year is determined 
in accordance with this Act includes a non-resident person. 


Related Provisions: 2(3)—~Tax on taxable income earned: in Canada of non- 
resident; 115(1) — Calculation of taxable income earned in Canada of non-resident: 


History: S. 250.1 added by 2001, c. 17, s. 191, applicable after December 17, 1999. 


Definitions [s. 250.1]: “Minister”, “non-resident”, “person” — 248(1); “resident in 
Canada” — 250; “taxation year” — 249. 


251. (1) Arm’s length — For the purposes of this Act, 


(a) related persons shall be deemed not to deal with each other at 
arm’s length; 


(b) a taxpayer and a personal trust (other than a trust described 
in any, of paragraphs (a) to (e.1) of the definition “trust” in sub- 
section 108(1)) are deemed not to deal with each other at arm’s 
length if the taxpayer, or any person not dealing at arm’s length 
with the taxpayer,.would be beneficially interested in the trust if 
subsection 248(25) were read without reference to subclauses 
248(25)(b)(iti)(A)AD to (IV); and 


(c) where paragraph (b) does not apply, it is a question of fact 
whether persons not related to each other are at a particular time 
dealings with each other at arm’s yas 


_ Proposed Amendment - ~ 251 (1 


Technical Notes (July 2010 Sabsecclon’ 251(1) pioriaee a set of fates! that 


determine whether persons are considered, for the purposes of the Act, to deal with” : 


r at arm’s length. ‘Paragraph 251(1)(a) de 


each other at arm’s length. Paragraph 251(1)(b) deems a taxpayer and a personal” : 
a) to . ae . ee sod | 


aes ance a | trust described in any of ae : 


does not oA . iti 
a particular time dealing with each other at arm’s. length Lee 


Related Provisions: 7(1.11) — Whether mutual fund trust at arm’s length: with 
corporation for purposes of stock option rules; 55(4) — Arm’s length. dealings; 
55(5)(e) — Siblings deemed to deal at arm’s length for purposes of s. 55; 66(17) — 
Non-arm’s length partnerships; 84.1(2)(b), (d) — Non-arm’s length sale of shares; 
88(1)(d.2) — Whether parties dealing at arm’s length for bump of cost base of property 
on windup of corporation; 95(2.1) — Whether taxpayer dealing with foreign affiliate at 
arm’s length for certain purposes; 107.4(4) — Certain dispositions by trust deemed not 
at arm’s length; 143.2(14) — Parties deemed not dealing at arm’s length for tax shelter 
cost calculation where information located outside Canada; 212.1(3)(c)— Non-arm’s 
length sales of: shares, by non-residents; 247 — Calculation of profit) on non-arm’s 
length transactions with non-residents (transfer pricing); 248(25) — Meaning of “bene- 
ficially interested”; 260(10) [proposed 260(9.1)] — Securities lending arrangement — 
deemed non-arm’s length for Part XIII tax; Reg. 1102(20) — Taxpayers deemed at 
arm’s length for certain purposes relating to depreciable property; Reg. 1204(1.2) — 
Whether partners and partnerships deal at arm’s length for purposes of resource 
allowance. 


History: Para. 251(1)(b) amended and para. (c) added by 2001, c. 17, s. 192, applica- 
ble after December 23, 1998, except that para. (b) shall, for the purpose of applying the 
definition “taxable Canadian property” in subsec. 248(1), not apply in respect of pro- 
perty acquired before December 24, 1998. Para. 251(1)(b) formerly read: 


(b) it is a question of fact whether persons not related to each other were at a 
particular time dealing with each other at arm’s length. 


Selected Cases [subsec. 251(1)]: Remai Estate y. R., [2010] 2 C.T.C. 120 (FCA) 
(Provision does not exclude fact-based inquiry); Gosselin v. R., [1997] 2 C.T,.C. 2830 
(TCC) (50-50 shareholding meant factual non-arm’s length); Robson Leather Co. Ltd. 
v. MNR, [1977] C.T.C. 132 (FCA) (Sale of patent rights not at arm’s length where both 
companies indirectly controlled by same individual); Swiss Bank Corp. v. MNR, [1972] 
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C.T.C. 614 (SCC) (Interposition of managing agent between payor and payee of inter- 
est did not create arm’s, length relation), 

Interpretation Bulletins: IT-419R2: Meaning of arm’s length. 

Advance Tax Rulings: ATR-58: Divisive reorganization. 

Forms: T2 SCH 9: Related and associated corporations. 


(2) Definition of “related persons” — For the purpose of this 
Act, “related persons”, or persons related‘to eachother, are 


(a) individuals connected by blood relationship, marriage or 
common-law partnership or adoption; 


(b) a corporation and 


(i) a person who controls the corporation, if it is controlled 
by one person, 


(ii) a person who isa member of a related group that controls 
the corporation, or 


(iii) any person related to a person described in subparagraph 
(i) or (41); and 
(c) any two corporations 


(i) if they are controlled by the same person or group of 
persons, 


(ii) if each of the corporations is controlled by one person 
and the person who controls one of the corporations 1s related 
to the person who controls the other corporation, 


(iii) if one of the corporations is controlled by one person and 
that person is related-to any member of a related group that 
controls the other corporation, 


(iv) if one of the corporations is controlled by one person and 
that person is related to each member of an unrelated group 
that controls the other corporation, 


(v) if any member of a related group that controls one’ of the 
corporations is related to each member of an unrelated group 
that controls, the other corporation, or 


(vi) if each member of an unrelated group that controls one 

of the corporations is related to at'least one member of an 

unrelated group that controls the other corporation. 
Related Provisions: 55(5)(e) — Siblings deemed not related for purposes of s. 55; 
80(2)G) — Interpretation of “related” for debt forgiveness rules; 104(5.7)(b) — Desig- 
nated contributor; | 190.15(6) — Related financial: institution; 248(14) — Corporations 
deemed related for certain purposes; 251(3)-—-Corporations related through a third 
corporation; 251(3.1), (3.2) — Amalgamated corporation deemed related to predeces- 
sors; 251(6) — Meaning of blood relationship, marriage and adoption; 256(6), (6.1) — 
Meaning of “controlled”; Canada-U.S. Tax Treaty:Art. [X:2 — Meaning of “related” 
for treaty purposes. 
History: Para. 251(2)(a) amended by 2000, c. 12, Sch. 2, s. 10; to replace “marriage” 
with “marriage or common-law partnership”, applicable to 2001 et seq., in force July 
31, 2000. See also the transitional rules reproduced in the History to 248(1)“common- 
law partner”. 
Selected Cases [subsec. 251(2)]: Duha Printers (Western) Ltd. y. R., [1998] 3 
C.T.C. 303 (SCC); Reversed [1996] 3 C.T.C. 19 (FCA) (Documents of constitutional 
or constating nature may be used to determine relationship and de jure control); R. v. 
Mars Finance Inc. et al., [1980] C.T.C. 216 (FCTD) (Where de jure control estab- 
lished, issue of de facto control could not be considered). 
Interpretation Bulletins: IT-363R2: Deferred profit sharing plans — deductibility of 
employer contributions and taxation. of amounts, received by a beneficiary (archived); 
IT-419R2: Meaning of arm’s length; IT-495R3: Child care expenses; IT-513R: Per- 
sonal tax credits. 


Forms: T2 SCH 9: Related and associated corporations. 


(3) Corporations related through a third corporation — 
Where two corporations are related to the same corporation within 
the meaning of subsection (2), they shall, for the purposes of sub- 
sections (1) and. (2), be deemed to ‘be related to each other. 


(3.1) Relation where amalgamation or merger — Where 
there has been an amalgamation or merger of two or more corpora- 
tions and the new corporation formed as a result of the amalgama- 
tion or merger and any predecessor corporation would have been 
related immediately before the amalgamation or merger if the new 
corporation were in existence at that time, and if the persons who 
were the shareholders of the new corporation immediately after the 
amalgamation or merger were the shareholders of the new corpora- 
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tion at that time, the new corporation and any such predecessor cor- 
poration shall be deemed to have been related persons. 

Related Provisions: 251(3.2)— Further deeming on amalgamation of related 
corporations. 

Interpretation Bulletins: IT-419R2: Meaning of arm’s length; IT-474R: Amalgama- 
tions of Canadian corporations. 


(3.2) Amalgamation of related corporations — Where there 
has been an amalgamation or merger of 2 or more corporations each 
of which was related (otherwise than because of a right referred to 
in paragraph (5)(b)) to each other immediately before the amalga- 
mation or merger, the new corporation formed as a result of the 
amalgamation or merger and each of the predecessor corporations 
is>> deemed to have been related to each other. 


History: Subsec. 251(3.2) added by 1998, c. 19, subsec. 242(1), applicable to amalga- 
mations and mergers that occur after 1996. 


Interpretation Bulletins: IT-474R: Amalgamations of Canadian corporations. 
(4) Definitions concerning groups — In this Act, 


“related group” means a group of persons each member of which 
is related to every other member of the group; 


Interpretation Bulletins: IT-419R2: Meaning of arm’s length. 


“unrelated group” means a group of persons that is not a related 
group. 
Interpretation Bulletins: IT-419R2: Meaning of arm’s length. 


(5) Control by related groups, options, etc. — For the pur- 
poses of subsection (2) and the definition “Canadian-controlled pri- 
vate corporation” in subsection 125(7), 


(a) where a related group is in a position to control a corpora- 
tion, it shall be deemed to be a related group that controls the 
corporation whether or not it is part of a larger group by which 
the corporation is in fact controlled; 


(b) where at any time a person has a right under a contract, in 
equity or otherwise, either immediately or in the future and ei- 
ther absolutely or contingently, 


(i) to, or to acquire, shares of the capital stock of a corpora- 
tion or to control the voting rights of such shares, the person 
shall, except where the right is not exercisable at that time 
because the exercise thereof is contingent on the death, bank- 
ruptcy or permanent disability of an individual, be deemed to 
have the same position in relation to the control of the corpo- 
ration as if the person owned the shares at that time, 


(ii) to cause a corporation to redeem, acquire or cancel any 
shares of its capital stock owned by other shareholders of the 
corporation, the person shall, except where the right is not 
exercisable at that time because the exercise thereof is con- 
tingent on the death, bankruptcy or permanent disability of 
an individual, be deemed to have the same position in rela- 
tion to the control of the corporation as if the shares were so 
redeemed, acquired or cancelled by the corporation at that 
time, 


(iii) to, or to acquire or control, voting-rights in respect of 
shares of the capital stock of a corporation, the person is, ex- 
cept where the right is not exercisable at that time because its 
exercise is contingent on the death, bankruptcy or permanent 
disability of an individual, deemed to have the same position 
in relation to the control of the corporation as if the person 
could exercise the voting rights at that time, or 


(iv) to cause the reduction of voting rights in respect of 
shares, owned by other shareholders, of the capital stock of a 
corporation, the person is, except where the right is not exer- 
cisable at that time because its exercise is contingent on the 
death, bankruptcy or permanent disability of an individual, 
deemed to have the same position in relation to the control of 
the corporation as if the voting rights were so reduced at that 
time; and 


55 Sic: Should be “are” — ed. 


Income Tax Act 


(c) where a person owns shares in two or more corporations, the 
person shall as shareholder of one of the corporations be deemed 
to be related to himself, herself or itself as shareholder of each 
of the other corporations. 
Related Provisions: 17(11.1) — Limitation on 251(5)(b) re loans to non-residents; 
110.6(14)(b) — Right under share purchase agreement does not trigger 251(5)(b) for 
purposes of capital gains exemption; 256(6), (6.1)— Meaning of “controlled”; 
256(8) — Deemed acquisition of shares. 
History: The opening words of para. 251(5)(b) amended, subparas. 251(5)(b)(ii) and 
(iv) added, by 1998, c. 19, subsecs. 242(2), (3), applicable after April 26, 1995. The 
opening words formerly read: 


(b) where a person has a right under a contract, in equity or otherwise, either 
immediately or in the future and either absolutely or contingently 


Subparas. 251(5)(b)(i), (ii) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 195, appli- 
cable after July 13, 1990. Subparas. 251(5)(b)(i), (ii) formerly read: 


(i) to, or to acquire, shares in a corporation, or to control the voting rights of 
shares in a corporation, the person shall, except where the contract provides that 
the right is not exercisable until the death, bankruptcy or permanent disability of 
an individual designated therein, be deemed to have the same position in relation 
to the control of the corporation as if the person owned the shares, or 
(ii) to cause a corporation to redeem, acquire or cancel any shares of its capital 
stock owned by other shareholders of the corporation, the person shall, except 
where the contract provides that the right is not exercisable until the death, bank- 
ruptcy or permanent disability of an individual designated therein, be deemed to 
have the same position in relation to the control of the corporation as if the 
shares were redeemed, acquired or cancelled by the corporation; and 
Selected Cases [subsec. 251(5)]: Sedona Networks Corp. v. R., [2007] 3 C.T.C. 
237 (FCA) (Focus of provision is on constructive ownership rather than control); H.7. 
Hoy Holdings Ltd. v. R., [1997] 2 C.T.C. 2874 (TCC) (Right to redeem shares under 
certain circumstances not contemplated under former provision); R. v. Lusita Holdings 
Ltd., [1984] C.T.C. 335 (FCA) (Power to force resignation of other trustee did not give 
co-trustee the “right to control the voting rights of the shares” owned by trust); Rostal 
Sales Agency Ltd. v. R., [1983] C.T.C. 5 (FCTD) (Trust settlor without power to re- 
move trustee had no control over shares owned by trust); Toric Optical Ltd. y. R., 
[1978] C.T.C. 436 (FCTD) (For purposes of former para. 139(5d)(b) [now paragraph 
251(5)(b)], right to acquire “shareholder equity” is same as right to acquire shares). 
Interpretation Bulletins: IT-64R4: Corporations: association and control; IT-151R5: 
Scientific research and experimental development expenditures; IT-243R4: Dividend 
refund to private corporations; IT-302R3: Losses of a corporation — the effect that ac- 
quisitions of control, amalgamations, and windings-up have on their deductibility; IT- 
400: Exploration and development expenses — meaning of principal-business corpora- 
tion; IT-419R2: Meaning of arm’s length; IT-458R2: Canadian-controlled private 
corporation. 
1.T. Technical News: 38 (CCPC determination — impact of the Sedona decision; 
para. 251(5)(b) — conditional agreements). 


Advance Tax Rulings: ATR-13: Corporations not associated. 


(6) Blood relationship, etc. — For the purposes of this Act, per- 
sons are connected by 


(a) blood relationship if one is the child or other descendant of 
the other or one is the brother or sister of the other; 


(b) marriage if one is married to the other or to a person who is 
so connected by blood relationship to the other; 


(b.1) common-law partnership if one is in a common-law part- 
nership with the other or with a person who is connected by 
blood relationship to the other; and 


(c) adoption if one has been adopted, either legally or in fact, as 
the child of the other or as the child of a person who is so con- 
nected by blood relationship (otherwise than as a brother or sis- 
ter) to the other. 
History: Para. 251(6)(b.1) added by 2000, c. 12, s. 140, applicable to 2001 et seq., in 
force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner’. 
Interpretation Bulletins: IT-419R2: Meaning of arm’s length; IT-495R3: Child care 
expenses; IT-513R: Personal tax credits. 
Selected Cases [s. 251]: Madsen v. R., [2001] 1 C.T.C. 244 (FCA) (Provisions of 
subsec. 69(1) apply to partnerships even though partnerships are not taxpayers); 
Longley v. MNR, [2000] 2 C.T.C. 382 (BC CA); aff’ g [1999] 4 C.T.C. 108 (BC SC) 
(Minister held liable for damages and punitive damages where acting in bad faith 
against legal advice received); Alteco Inc. vy. Canada, [1993] 2 C.T.C. 2087 (TCC) 
(Holder of 51 percent of shares not in control of or related to corporation where compo- 
sition of board of directors determined under unanimous shareholder agreement). 
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Definitions [s. 251]: “beneficially interested’ — 248(25); “‘brother” — 252(2); 
“child” — 252(1); “common-law partnership” — 248(1); “connected’— 251(6); “con- 
trol”, “controlled” — 256(6), (6.1); “corporation”, “individual” — 248(1); “person” — 
248(1); “personal trust’? — 251.1; “related group” — 251(4); “share”, “shareholder” — 
248(1); “sister” — 252(2); “unrelated group” — 251(4). 


251.1 (1) Definition of “affiliated persons” — For the pur- 
poses of this Act, “affiliated persons”, or persons. affiliated with 
each other, are 


(a) an individual and a spouse or common-law partner of the 
individual; ' 
(b) a corporation and 

(1) a person by whom the corporation is controlled, 


. (ii) each member of an affiliated group of persons by which 
the corporation is controlled, and 


(iii) a spouse or common-law partner of a person described in 
subparagraph (i) or (ii); 

(c) two corporations, if 
(i) each corporation is controlled by a person, and the person 


by whom one corporation is controlled is affiliated with the 
person by whom the other corporation is controlled, 


(ii) one corporation is controlled by a person, the other cor- 
poration is controlled by a group of persons, and each mem- 
ber of that group is affiliated with that person, or 


(iii) each corporation is controlled by a group of persons, and 
each member of each group is affiliated with at least one 
member of the other group; 


(d) a corporation and a partnership, if the corporation is con- 
trolled by a particular group of persons each member of which is 
affiliated with at least one member of a majority-interest group 
of partners of the partnership, and each member of that majority- 
interest group is affiliated with at least one member of the par- 
ticular group; 

(e) a partnership and a majority interest partner of the 
partnership; 


(f) two partnerships, if 


(i) the same person is a majority-interest partner of both 
partnerships, 


(ii) a majority-interest partner of one partnership is affiliated 
with each member of a majority-interest group of partners of 
the other partnership, or 


(iii) each member of a majority-interest group of partners of 
each partnership is affiliated with at least one member of a 
majority-interest group of partners of the other partnership; 


(g) a person and a trust, if the person 
(i) is a majority-interest beneficiary of the trust, or 


(ii) would, if this subsection were read without reference to 
this paragraph, be affiliated with a majority-interest benefici- 
ary of the trust; and 


(h) two trusts, if a contributor to one of the trusts is affiliated 
with a contributor to the other trust and 


(i) a majority-interest beneficiary of one of the trusts is affili- 
ated with a majority-interest beneficiary of the other trust, 


(ii) a majority-interest beneficiary of one of the trusts is affil- 
iated with each member of a majority-interest group of bene- 
ficiaries of the other trust, or 


(iii) each member of a majority-interest group of benefi- 
ciaries of each of the trusts is affiliated with at least one 
member of a majority-interest group of beneficiaries of the 
other trust. 
Related Provisions: 251.1(3), (4) — Definitions and interpretation; 256(6), (6.1) — 
Meaning of “controlled”. 
History: Paras. 251.1(1)(g) and (h) added by 2005, c. 19, subsec. 54(1), applicable in 
determining whether persons are, at any time after March 22, 2004, affiliated. 


Subsec. 251.1(1) amended by 2000, c. 12, Sch. 2, s: 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et ség., in force July 31, 2000. 
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See also the transitional rules reproduced in the History to 248(1)‘common-law 
partner”. 


Subsec. 251.1(1) added by 1998, c. 19, s. 243, applicable after April 26, 1995. 


Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1). 


1.T. Technical News: 9 (loss consolidation within a corporate group — “affiliated” 
test to apply). 


(2) Affiliation where amalgamation. or merger — Where at 
any time 2 or more corporations (in this subsection referred to as 
the “predecessors”) amalgamate or merge to form a new corpora- 
tion, the new corporation and ‘any predecessor are deemed to have 
been affiliated with each other where they would have been affili- 
ated with each other immediately before that time if 


(a) the new corporation had existed immediately before’ that 
time; and 


(b) the persons who were the shareholders of the new corpora- 
tion immediately after that time had been the shareholders of the 
new corporation immediately before that time. 


History: Subsec. 251.1(2) added by 1998, c, 19, s. 243, applicable after April 26, 
1995, 


(3) Definitions — The definitions in this subsection apply in this 
section. 


“affiliated group of persons” means a group of persons each 
member of which is affiliated with every other member. 


“beneficiary”, under a trust, includes a person beneficially inter- 
ested in the trust: 


“contributor’’, to a trust, means a person who has at any time made 
a loan or transfer of property, either directly or indirectly, in any 
manner whatever, to or for the benefit of the trust-other than, if the 
person deals at arm’s length with the trust at that time and is not 
immediately after that time a majority-interest: beneficiary of the 
trust, 


(a) a loan made at a reasonable rate of interest; or 
(b) a transfer made for fair market value consideration. 


“controlled” means controlled, directly or indirectly in any manner 
whatever. 


Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly. 


‘“‘majority-interest beneficiary”, of a trust at any time, means a 
person whose interest as a beneficiary, if any, at that time 


(a) in the income of the trust has, together with the interests as a 
beneficiary in the income of the trust of all persons with whom. 
the person is affiliated, a fair market value that is greater than 
50% of the fair market value of all the interests as a beneficiary 
in the income.of. the trust; or 


(b) in the capital of the trust has, together with the interests as a 
beneficiary in the capital of the trust.of all persons with whom 
the person is affiliated, a fair market value that is greater than 
50% of the fair market value of all the interests as a beneficiary 
in the capital of the trust. 


“majority-interest group of beneficiaries”, of a trust at any time, 
means a group of persons each of whom is a beneficiary under the 
trust at that time such that 


(a) if one person held the interests as a beneficiary of all of the 
members of the group, that person would be a majority-interest 
beneficiary of the trust; and 


(b) if any member of the group were not a member, the test de- 
scribed in paragraph (a) would not be met. 


“majority-interest group of partners” of a partnership means a 
group of persons each of whom has an interest in the partnership 
such that 


(a) if one person held the interests of all members of the group, 
that person would be a majority interest partner of the partner- 
ship; and 
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(b) if any member of the group were not a member, the test de- 
scribed in paragraph (a) would not be met. 
History: The definitions “beneficiary”, “contributor”, “majority-interest beneficiary” 
and “majority-interest group of beneficiaries” added to subsec. 251.1(3) by 2005, c. 19, 


subsec. 54(2), applicable in determining whether persons are, at any time after March 
22, 2004, affiliated. 


Subsec. 251.1(3) added by 1998, c. 19, s. 243, applicable after April 26, 1995. 


(4) Interpretation — For the purposes of this section, 
(a) persons are affiliated with themselves; 
(b) a person includes a partnership; 


(c) notwithstanding subsection 104(1), a reference to a trust does 
not include a reference to the trustee or other persons who own 
or control the trust property; and 


(d) in determining whether a person is affiliated with a trust, 


(i) if the amount of income or capital of the trust that a per- 
son may receive as a beneficiary under the trust depends on 
the exercise by any person of, or the failure by any person to 
exercise, a discretionary power, that person is deemed to 
have fully exercised, or to have failed to exercise, the power, 
as the case may be, 


(ii) the interest of a person in a trust as a beneficiary is disre- 
garded in determining whether the person deals at arm’s 
length with the trust if the person would, in the absence of 
the interest as a beneficiary, be considered to deal at arm’s 
length with the trust, 


(iii) a trust is not a majority interest beneficiary of another 
trust unless the trust has an interest as a beneficiary in the 
income or capital, as the case may be, of the other trust, and 


(iv) in determining whether a contributor to one trust is affili- 
ated with a contributor to another trust, individuals connected 
by blood, marriage, common-law partnership or adoption are 
deemed to be affiliated with one another. 
History: Paras. 251.1(4)(c) and (d) added by 2005, c. 19, subsec, 54(3), applicable in 
determining whether persons are, at any time after March 22, 2004, affiliated, except 
that para. (d) is to be read without reference to subpara. (iv) in determining whether 
persons are, before September 16, 2004, affiliated. 
Subsec. 251.1(4) added by 1998, c. 19, s. 243, applicable after April 26, 1995. 
Definitions [s. 251.1]: “affiliated” —251.1(1); “affiliated group” — 251.1(3); 
“amount” — 248(1); “arm’s length’ — 251(1); “beneficiary” — 251.1(3); “common- 
law partner” — 248(1); “contributor” — 251.1(3); “control”, “controlled” — 256(6), 
(6.1); “controlled directly or indirectly” — 256(5.1), (6.2); “corporation” — 248(1), In- 
terpretation Act 35(1); “individual” — 248(1); “majority-interest beneficiary”, “major- 
ity-interest group of beneficiaries’ —251.1(3); “majority-interest group of part- 
ners” —251.1(3); “majority interest partner” — 248(1); “person” — 248(1), 
251.1(4)(b); “property” — 248(1); “trust” — 104(1), 248(1), (3). 


252. (1) Extended meaning of “child” — In this Act, words re- 
ferring to a child of a taxpayer include 


(a) a person of whom the taxpayer is the legal parent; 


(b) a person who is wholly dependent on the taxpayer for sup- 
port and of whom the taxpayer has, or immediately before the 
person attained the age of 19 years had, in law or in fact, the 
custody and control; 


(c) a child of the taxpayer’s spouse or common-law partner; and 
(d) [Repealed] 
(€) a spouse or common-law partner of a child of the taxpayer. 


Related Provisions: 70(10) — Extended meaning of “child” for certain purposes; 
75.1(2) — Extended meaning of “child”; 110.6(1) — Extended meaning of “child” for 
purposes of capital gains exemption. 


History: Para. 252(1)(a) amended by 2005, c. 33, subsec. 12(1), in force on July 20, 
2005 (Royal Assent), The para. formerly read: 


(a) a person of whom the taxpayer is the natural parent whether the person was 
born within or outside marriage; 


Para. 252(1)(d) repealed by the said c. 33, subsec. 12(2), in force on July 20, 2005 
(Royal Assent). The para. formerly read: 


(d) an adopted child of the taxpayer; and 
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Subsec. 252(1) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with “spouse 
or common-law partner’, applicable to 2001 et seq., in force July 31, 2000. See also the 
transitional rules reproduced in the History to 248(1)“common-law partner’. 


1.T. Application Rules: 20(1.11) (extended meaning of “child” re disposition of 
depreciable property owned since before 1972); 26(20) (extended meaning of “child” 
re transfer of farmland owned since before 1972). 


Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child; 
IT-349R3: Intergenerational transfers of farm property on death; IT-394R2: Preferred 
beneficiary election; IT-495R3: Child care expenses; IT-513R: Personal tax credits; IT- 
516R2: Tuition tax credit. 


(2) Relationships — In this Act, words referring to 
(a) a parent of a taxpayer include a person 
(1) whose child the taxpayer is, 


(ii) whose child the taxpayer had previously been within the 
meaning of paragraph (1)(b), or 

(iii) who is a parent of the taxpayer’s spouse or common-law 
partner; 


(b) a brother of a taxpayer include a person who is 


(i) the brother of the taxpayer’s spouse or common-law part- 
ner, or 


(ii) the spouse or common-law partner of the taxpayer’s 
sister; 


(c) a sister of a taxpayer include a person who is 


(i) the sister of the taxpayer’s spouse or common-law partner, 
or 


(ii) the spouse or common-law partner of the taxpayer’s 
brother; 


(d) a grandparent of a taxpayer include a person who is 


(i) the grandfather or grandmother of the taxpayer’s spouse 
or common-law partner, or 


(ii) the spouse or common-law partner of the taxpayer’s 
grandfather or grandmother; 


(e) an aunt or uncle of a taxpayer include the spouse or com- 
mon-law partner of the taxpayer’s aunt or uncle, as the case may 
be; 

(f) a great-aunt or great-uncle of a taxpayer include the spouse 
or common-law partner of the taxpayer’s great-aunt or great-un- 
cle, as the case may be; and 


(g) a niece or nephew of a taxpayer include the niece or nephew, 
as the case may be, of the taxpayer’s spouse or common-law 
partner. 


Related Provisions: 252(1) — Extended meaning of “child”. 


History: Subsec. 252(2) amended by 2000, c. 12, Sch. 2, s. 1, to replace “spouse” with 
“spouse or common-law partner”, applicable to 2001 et seq., in force July 31, 2000. 
See also the transitional rules reproduced in the History to 248(1)“common-law 
partner”. 
Paras. 252(2)(e) and (f) amended by 2000, c. 12, subsec. 141(1), applicable to 2001 et 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)“common-law partner”. The paras. formerly read: 
(e) an aunt or great-aunt of a taxpayer include the spouse of the taxpayer’s uncle 
or great-uncle, as the case may be; 
(f) an uncle or great-uncle of a taxpayer include the spouse of the taxpayer’s aunt 
or great-aunt, as the case may be; and 
Subsec. 252(2) amended by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 140(1), applica- 
ble after 1992. Subsec. (2) formerly read: 
(2) Definitions concerning parents and other relatives — In this Act, words 
referring to a parent of a taxpayer include a person whose child the taxpayer is, 
in the taxation year in respect of which the expression is being employed, within 
the meaning of subsection (1) or whose child the taxpayer had previously been 
within the meaning of paragraph (1)(b), and 
(a) “brother” includes brother-in-law; 
(b) “grandparent” includes grandmother-in-law and grandfather-in-law; 
(c) “parent” includes mother-in-law and father-in-law; and 
(d) “sister” includes sister-in-law. 
Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 


death; IT-513R: Personal tax credits; IT-495R3: Child care expenses; IT-513R: Per- 
sonal tax credits; IT-516R2: Tuition tax credit. 
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(3) Extended meaning of “spouse” and “former 
spouse” — For the purposes of paragraph 56(1)(b), section 56.1, 
paragraphs 60(b) and (j), section 60.1, subsections 70(6). and (6.1), 
73(1) and (5) and 104(4), (5.1) and (5.4), the definition “pre-1972 
spousal trust” in subsection 108(1), subsection 146(16), the defini- 
tion. “survivor’ in. subsection | 146.2(1),... subparagraph 
146.3(2)(f(iv), subsections 146.3(14), 147(19), 147.3(5) and (7) 
and 148(8.1),and (8.2), the definition “small business property” in 
subsection 206(1),. the definition “qualifying transfer’ in subsection 
207.01(1), subparagraph 210(c)(ii) and subsections 248(22) and 
(23), “spouse” and “former spouse”..of.a particular individual in- 
clude another individual who is a party to a void or voidable mar- 
riage with the particular individual. 


ses ¢ of es 56(1)(b), : 


spouse” — For the. pl ction 56.1, 
ction 60. Li engin: oie and, 1), a 
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abaiebe i 


Toren subpage 
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another ee ies toa bis or t : 
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es to hee provisions are: ode 7 
ical coordinating amendments in in 


Related Provisions: 147.1(1) — RPP — Definition of spouse; Reg. 8500(5) — Rule 
in 252(3) applies to Regs. 8500-8520. 


History: References to “the definition “survivor” in subsection 146.2(1)” and “the def- 
inition “qualifying transfer” in subsection 207.01(1)” added to subsec. 252(3) in nu- 
merical order by 2008, c. 28, s. 35, applicable to 2009 et seq. 


Subsec. 252(3) amended by 2005, c. 33, subsec. 12(3) to delete “of the opposite sex” 
and to replace “‘voidable or void” with “void or voidable”, in force on July 20, 2005 
(Royal Assent). 


Subsec. 252(3) amended by 2003, c. 15, s. 89, applicable after 2003. The subsec. for- 
merly read: 


(3) For the purposes of paragraphs 56(1)(b) and (c), section 56.1, paragraphs 
60(b), (c) and (j), section 60.1, subsections 70(6) and (6.1), 73(1) and (5) and 
104(4), (5.1) and (5.4), the definition “pre-1972 spousal trust” in subsection 
108(1), subsection  146(16), subparagraph 146.3(2)(f)(iv), paragraph 
146.3(14)(b), subsections 147.3(5) and (7) and 148(8.1) and (8.2), the definition 
“small business property” in subsection 206(1), subparagraph 210(c)(ii) and sub- 
sections 248(22) and (23), “spouse” and “former spouse” of a particular indivi- 


S. 252.1(a) 


dual include another individual of the opposite sex who is a party to a voidable 
or void marriage ‘with the particular. individual. 


Subsec. 252(3) amended to add the words “the definition “small business property” in 
subsection 206(1)” by 2000, c. 19, s. 69, applicable to 1998 ef seq. 
Subsec. 252(3) amended by 1994, c. 7, Sch. VII (1993, c. 24), subsec. 140(2), applica- 
ble to 1991 et seg. Subsec. (3) formerly read: 
(3) For the purposes of paragraphs 56(1)(b) and (c), section 56.1, paragraphs 
60(b), (Cc) and (j), section 60.1, subsections 73(1) and 146(16), subparagraph 
146.3(2)()Gv), paragraph 146.3(14)(b), subsections 147.3(5) and» (7) and 
148(8.1) and. (8.2), subparagraph 210(c)(ii) and subsections 248(22) and (23), 
“spouse” and “former spouse” include a party to a voidable or void marriage, as 
the case may be. 
Subsec. 252(3) substituted by 1994, c. 7, Sch. II (1991, c. 49), s. 196, applicable after 
1989. Subsec. 252(3) formerly read: 
(3) For the purposes of paragraphs 56(1)(b) and (c), section 56.1, paragraphs 
» 60(b), (c) and @),: section 60.1,, subsections 73(1) and 146(16), subparagraph 
146.3(2)(fGv), paragraph 146.3(14)(b), subsections 147.3(5) and (7) and 148(8) 
and subparagraph, 210(c)(ii), “spouse” and “former spouse” include a party to.a 
voidable or void marriage, as the case may be. 
Interpretation Bulletins: IT-305R4: Testamentary spouse trusts; IT-307R4: Spousal 
or common-law registered retirement savings plans; IT-325R2: Property transfers after 
separation, divorce and annulment. 


Registered Pension Plans Technical Manual: §1.38 (spouse). 


(4) [Repealed] 


History: Subsec.'252(4) repealed by 2000, c. 12;subsec..141(2), applicable to'2001 er 
seq., in force July 31, 2000. See also the transitional rules reproduced in the History to 
248(1)““common-law partner’. Subsec. 252(4) formerly: read: 

(4) Idem — In this Act, 


(a), words referring to a spouse at any time.of a taxpayer include the person 
of the opposite sex who cohabits at that time with the. taxpayer in a conjugal 
relationship and 


(i) has so cohabited with the taxpayer throughout a 12-month period 

ending before that time, ‘or 

(ii) would be a parent of a child of whom the taxpayer would be a par- 

ent, if this Act were read without reference to paragraph (1)(e) and sub- 

paragraph (2)(a)(iii) 
and, for the purposes of this paragraph, where at any time the taxpayer and 
the person cohabit in a conjugal relationship, they shall, at any particular 
time after that time, be deemed to be cohabiting in a conjugal relationship 
unless they were not cohabiting at the particular time for.a period of at least 
90 days that includes the particular time because of a breakdown of their 
conjugal relationship; 


(b) references to marriage shall be read as if a conjugal relationship between 
2 individuals who are, because of paragraph (a), spouses of each other were 
a marriage; 
(c) provisions that apply to a person who is married apply to a person who 
is, because of paragraph (a), a spouse of a taxpayer; and 
(d) provisions that apply to a person who is unmarried do not apply to a 
person who is, because of paragraph (a), a spouse of a taxpayer. 
Subpara. 252(4)(a)(ii) amended by 1998, c. 19, s. 244, applicable after 1992. Subpara. 
252(4)(a)Gi) formerly read:. 
(ii) is a parent of a child of whom the taxpayer is a parent (otherwise than be- 
cause of the application of subparagraph (2)(a)(iii)) 
Subpara..252(4)(a)(ii) substituted by 1994, c. 21, s. 112, applicable after 1992. That 
subpara., formerly read: 
(ii) is a parent of a child of whom the taxpayer is a parent 


Subsec. 252(4) added by 1994, c. 7, Sch. VIII (1993, c. 24), subsec. 140(3), applicable 
after 1992. 


Selected Cases [subsec. 252(4)]: Rosenberg v. Canada (A.-G.), [2000] 2 C.T.C. 
83, (Ont CA); rev’g [2000] 2 C.T.C. 78 (Ont Gen Div) (“Spouse” includes same sex). 


Registered Pension Plans Technical Manual: §1.38 (spouse). 


Definitions [s. 252]: “common-law partner” — 248(1); “former spouse” — 252(3); 
“person”, “taxpayer” — 248(1). 


Interpretation Bulletins [s. 252]: IT-419R2: Meaning of “arm’s length”. 


252.1 Union [as] employer — All the structural units of a trade 
union, including each local, branch, national and international unit, 
shall be deemed to be a single employer and a single entity for the 
purposes of the provisions of this Act and the regulations relating to 


(a) pension adjustments and past service pension adjustments for 
years after 1994; 
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(b) the determination of whether a pension plan is, in a year after 
1994, a multi-employer plan or a specified multi-employer plan 
(within the meanings assigned by subsection 147.1(1)); 


(c) the determination of whether a contribution made under a 
plan or arrangement is a resident’s contribution (within the 
meaning assigned by subsection 207.6(5.1)); and 


(d) the deduction or withholding and the remittance of any 
amount as required by subsection 153(1) in respect of a contri- 
bution made after 1991 under a retirement compensation 
arrangement. 


Related Provisions: Reg. 6804(3) — Election by union re foreign pension plan. 
History: S. 252.1 added by 1994, c. 21, s. 113, applicable after October 8, 1986. 


Definitions [s. 252.1]: “amount” — 248(1); “multi-employer plan” — 147.1(1), Reg. 
8500(1), 8510(1); “past service pension sa fn — 248(1), Reg. 8303(1); “pension 
adjustment” — 248(1), Reg. 8301(1); “retirement compensation arrangement” — 
248(1); “specified multi-employer plan” — 147.1(1), Reg. 8510(2), (3). 


253. Extended meaning of “carrying on business” [in Can- 
ada] — For the purposes of this Act, where in a taxation year a 
person who is a non-resident person or a trust to which Part XII.2 
applies 


(a) produces, grows, mines, creates, manufactures, fabricates, 
improves, packs, preserves or constructs, in whole or in part, 
anything in Canada whether or not the person exports that thing 
without selling it before exportation, 


(b) solicits orders or offers anything for sale in Canada through 
an agent or servant, whether the contract or transaction is to be 
completed inside or outside Canada or partly in and partly 
outside Canada, or 


Selected Cases [para. 253(b)]: Maya Forestales S.A. v. R., [2005] 2 C.T.C. 2655 
(TCC) (Signing contracts in Canada held to be carrying on business in Canada). 


(c) disposes of 


(1) Canadian resource property, except where an amount in 
respect of the disposition is included under paragraph 
66.2(1)(a) or 66.4(1)(a), 


(ii) property (other than depreciable property) that is a timber 
resource property or an interest therein or option in respect 
thereof, or 


(iii) property (other than capital property) that is real pro- 
perty situated in Canada, including an interest therein or op- 
tion in respect thereof, whether or not the property is in 
existence, 


Proposed Amendment — 253(c)(ii), (iii) 


(ii) property (other than depreciable property) that is a tim- 
ber resource property, an option in respect of a timber re- 
source property or an interest in, or for civil law a right in, 
a timber resource property, or 


(iii) property (other than capital property) that is real or im- 
movable property situated in Canada, including ¢ an option 
in respect of such property or an interest in, or for civil law 
a real right in, such property, whether or not the property is 
in existence, 

Application: The July 16, 2010 draft legislation (Part 2 — bijuralism), s. 255, will 


amend subparas. 253(c)(ii) and (iii) to read as above, to come into force on Royal 
Assent. ‘ 


Technical Notes (July 2010): See under 1214), 


the person shall be deemed, in respect of the activity or disposition, 
to have been carrying on business in Canada in the year. 


Related Provisions: 115.2 — Non-resident investment or pension fund deemed not 
to be carrying on business in Canada for certain purposes; 248(4) — Meaning of “inter- 
est in real property”; 248(4.1) — Real right in immovable property. 


History: S. 253 substituted by 1994, c. 7, Sch: II (1991, c. 49), s. 197, applicable to 
1990 et seq. except that, with respect to dispositions occurring before February 21, 
1990 and dispositions occurring after February 20, 1990 pursuant to agreements in 
writing entered into before February 21, 1990, s. 253 shall be read without reference to 
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para. (c) and the expression “in respect of the activity or disposition”. $. 253 formerly 
read: 


253. Where, in a taxation year, a non-resident person 


(a) produced, grew, mined, created, manufactured, fabricated, improved, 
packed, preserved or constructed, in whole or in part, anything in Canada 
whether or not the person exported that thing without selling it prior to ex- 
portation, or 
(b) solicited orders or offered anything for sale in Canada through an agent 
or servant whether the contract or transaction was to be'completed inside or 
outside Canada or partly in and partly outside Canada, 
the person shall be deemed, for the purposes of this Act, to have been carrying 
on business in Canada in the year. 
Selected Cases [s. 253]: R. v. Gurd’s Products Co. Ltd., [1985] 2 C.T.C. 85 (FCA); 
leave to appeal to SCC refused (1985), 64 N.R. 156 (note), (sub nom. Gurd’s Products 
Co. v. MNR) (Canadian subsidiary through which U.S. parent conducted business with 
Iraq was carrying on business in Canada and deemed resident); Sudden Valley Inc. y. 
R., [1976] C.T.C. 775 (FCA) (Canadian advertising of U.S. real estate was an invita- 
tion to treat, not an offer; no business carried on in Canada). 
Definitions [s. 253]: “amount”, “business” — 248(1); “Canada” — 255; “Canadian 
resource property” — 66(15), 248(1); “capital property” — 54, 248(1); “depreciable 
property” — 13(21), 248(1); “immovable” — Quebec Civil Code art. 900-907; “‘inter- 
est” — 248(4); “non-resident”, “person”, “property” —248(1); “real right” — 
248(4.1); “servant” — 248(1)“employment’; “taxation year’ — 249; “timber resource 
property” — 13(21), 248(1). 
Interpretation Bulletins [s. 253]: IT-420R3: Non-residents — income earned in 
Canada. 


CRA Audit Manual [s. 253]: 15.2.7: Carrying on business “with” vs. “in”. Canada; 
15.2.8: Extended meaning of carrying on business in Canada; 15.2.9: Agent or servant 
vs. independent contractor. 


253.1 Investments in limited partnerships [deemed not 
carrying on business] — For the purposes of subparagraph 
108(2)(b)Gi), paragraphs 130.1(6)(b), 131(8)(b) and 132(6)(b), sub- 
section 146.2(6), paragraphs 146.4(5)(b) and 149(1)(0.2), the defi- 
nition “private holding corporation” in subsection 191(1) and regu- 
lations made for the purposes of paragraphs 149(1)(0.3) and (0.4), if 
a trust or corporation holds an interest as a member of a partnership 
and, by operation of any law governing the arrangement in respect 
of the partnership, the liability of the member as a member of the 
partnership is limited, the member shall not, solely because of its 
acquisition and holding of that interest, be considered to carry on 
any business or other activity of the partnership. 


Proposed Amendment — 253. 4 


253. 1 Investments in limited. ‘partnerships —. For the pines 
poses of subparagraph 108(2)(b)(ii), paragraphs 130.1(6)(b), 
131(8)(b), — 132(6)(b), [subsection 146.2(6), _ paragraph 
146. 4(5)(b) — ed.] 146. 12. WO) and 149(1)(0.2), the definition 
“private holding corporation” in subsection 191(1) and regulations 
made for the purposes of paragraphs 149(1)(0.3) and (0.4), if a 
trust or corporation holds an interest as a member of a partnership 
and, by operation of any law governing the arrangement in respect 
of the partnership, the liability of the member as a member of the 
partnership is limited, the member shall not, solely because of its 
acquisition and holding of that interest, be considered to carry on 
any business or other activity of the partnership. = 
Application: The July 16, 2010 draft legislation (Part 1 ie ooinied rs Sy 152, will 


amend s. 253.1 to read as above, applicable after 1997 except that, for taxation years 
that end after December 16, 1999 and before 2003, Ss. 253.1 is to be read as follows: 


253.1 For the purposes of subparagraph 108(2)(b)(ii), paragraphs 130.1(6)(b), 
131(8)(b), 132(6)(b), 146.1(2.1)(c) and 149(1)(0.2), the definition “private 
holding corporation” in subsection 191(1) and regulations made for the pur- 
poses of paragraphs 149(1)(0.3) and (0.4), if a trust or corporation is a member 
of a partnership and, by operation of any law governing the arrangement in 
respect of the partnership, the liability of the member as a member of the 1 ae 
nership is limited, the member is deemed 


(a) to undertake an investing of its funds because of its’ acquisition and 
holding of its interest as a member of the partnership; and 


(b) not to carry on any business or other activity of the partnership. 


Technical Notes (July 2010): Section 253.1 applies for specified provisions of 
the Act and Regulations where a trust or corporation holds an interest as a limited 
partner in a limited partnership. It provides that the trust or corporation will not, 
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solely because of its acquisi 


Din, provided the 
History: S. 253.1 amended by 2009, c. 2, s. 77, applicable to 2009 et seq. It formerly 
read: 


253.1 For the purposes of subparagraph 108(2)(b)(ii), paragraphs 130.1(6)(b), 
131(8)(b) and 132(6)(b), subsection 146.2(4), paragraphs 146.4(5)(b) and 
149(1)(0.2), the definition “private holding corporation” in subsection 191(1) 
and regulations mdde for the purposes of paragraphs 149(1)(0.3) and (0.4), if a 
trust or corporation holds an interest as a member of a partnership and, by opera- 
tion of any law governing the arrangement in respect of the partnership, the lia- 
bility of the member as a member of the partnership is limited, the member shall 
not, solely because of its acquisition and holding of that interest, be considered 
to carry on any business or other activity of the partnership. 


S. 253.1 amended to substitute “131(8)(b) and, 132(6)(b),: subsection 146.2(4), 
paragraphs 146.4(5)(b)” for “131(8)(b), 132(6)(b), 146.4(5)(b)”, by 2008, c. 28, s. 36, 
applicable to 2009 et seq. 


S. 253.1 amended to substitute “132(6)(b), 146.4(5)(b)” for “132(6)(b)” and “if a trust” 
for “where a trust” by 2007, c. 35, s. 124, applicable to 2008 et seq. 


S. 253.1 added by 2001, c. 17, s. 193, applicable after 1992, except that for taxation 
years that end after December 16, 1999 and before 2003, the section shall be read as 
follows: 


253.1 For the purposes of subparagraph 108(2)(b)(ii), paragraphs 130.1(6)(b), 
131(8)(b), 132(6)(b) and 149(1)(0.2), the definition “private holding corpora- 
tion” in subsection 191(1) and regulations made for the purposes of paragraphs 
149(1)(0.3) and (0.4), where a trust or corporation is a member of a partnership 
and, by operation of any law governing the arrangement in respect of the partner- 
ship, the liability of the member as a member of the partnership is limited, the 
member is deemed 


(a) to undertake an investing of its funds because of its acquisition and hold- 
ing of its interest as a member of the partnership; and 


(b) not to carry on any business or other activity of the partnership. 


Definitions [s. 253.1]: “business” — 248(1); “corporation” — 248(1), Interpretation 
Act 35(1); “regulation” — 248(1); “trust” — 104(1), 248(1), (3). 


254. Contract under pension plan — Where a document has 
been issued or a contract has been entered into before July 31, 1997 
purporting to create, to establish, to extinguish or to be in substitu- 
tion for, a taxpayer’s right to an amount or amounts, immediately or 
in the future, out of or under a superannuation or pension fund or 
plan, 


(a) if the rights provided for in the document or contract are 
rights provided for by the superannuation or pension plan or are 
rights to a payment or payments out of the superannuation or 
pension fund, and the taxpayer acquired an interest under the 
document or in the contract before that day, any payment under 
the document or contract is deemed to be a payment out of or 
under the superannuation or pension fund or plan and the tax- 
payer is deemed not to have received, by the issuance of the 
document or entering into the contract, an amount out of or 
under the superannuation or pension fund or plan; and 


(b) if the rights created or established by the document or con- 
tract are not rights provided for by the superannuation or pen- 
sion plan or a right to payments out of the superannuation or 
pension fund, an amount equal to the value of the rights created 
or established by the document or contract shall be deemed to 
have been received by the taxpayer out of or under the superan- 
nuation or pension fund or plan when the document was issued 
or the contract was entered into. 
Related Provisions: 60(j.2) — Transfer to spousal RRSP; 147.3(10) — Taxation of 
amount transferred; 147.4(2) — Amendment to RPP annuity contract; 147.4(3) — Sub- 
stitution of new RPP annuity contract; 147.4(4) — Conversion of pension rights before 
1997 to annuity contract commencing after age 69. 


History: The portion of s. 254 before para. (b) amended by 1998, c. 19, s. 245, appli- 
cable after July 30, 1997. The portion formerly read: 


254. For greater certainty it is hereby declared that, where a document has been 
issued or a contract entered into (either before, on or after September 15, 1953) 


S. 256(1)(e) 


purporting to create, to establish, to extinguish or to be in substitution for, a tax- 
payer’s right to an amount or amounts, immediately or in the future, out of or 
under a superannuation or pension fund or plan, 


(a) if the rights provided for in the document or contract are rights provided 
for by the superannuation or pension plan or are rights to a payment or pay- 
ments out of the superannuation or pension fund, any payment under the 
document or contract is a payment out of or under the superannuation or 
pension fund or plan and the taxpayer shall be deemed not to have received, 
by the issuance of the document or entering into the contract, an amount out 
of or under the superannuation or pension fund or plan; and 

Definitions [s. 254]: “amount”, “taxpayer” — 248(1). 

Interpretation Bulletins: IT-499R: Superannuation or ‘pension benefits. 

Information Circulars: 72-13R8: Employees’ pension’ plans; 74-1R5: Form 

T2037 — Notice of purchase of annuity with “plan” funds. 


Forms: T2037: Notice of purchase of annuity with “plan” funds. 


255. “Canada” — For the purposes of this Act, “Canada” is 
hereby declared to include and to have always included 


(a) the sea bed and subsoil of the submarine areas adjacent to the 
coasts of Canada in respect of which the Government of Canada 
or of a province grants a right, licence or privilege to explore 
for, drill for or take any minerals, petroleum, natural gas or any 
related hydrocarbons; and 


(b) the seas and airspace above the submarine areas referred to 
in paragraph (a) in respect of any activities carried on in connec- 
tion with the exploration for or exploitation of the minerals, pe- 
troleum, natural gas or hydrocarbons referred to in that 
paragraph. 
Related Provisions: 37(1.3) —SR&ED. within 200 nautical miles offshore is 
deemed done in Canada; 127(9)‘qualified property” closing words — “Canada” in- 
cludes prescribed offshore region for certain investment tax credit purposes; 
248(1)“corporation incorporated in Canada” — “Canada” includes areas before: they 
were part of Canada; 250 — Extended meaning of “resident in Canada’; 253 — Ex- 
tended meaning of “carrying on business in Canada”; Income Tax Conventions Inter- 
pretation Act s. 5— Meaning of “Canada’’ for treaty purposes; Interpretation Act 
8(2.1), (2.2) — Application to exclusive economic zone and continental shelf; Interpre- 
tation Act 35(1) — “Canada” includes internal waters and territorial seas; Canada-U.S. 
Tax Treaty:Art. [I:1(a) — Meaning of “Canada” for treaty purposes. 
Definitions [s. 255]: “mineral” — 248(1); “province” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-494: Hire of ships and aircraft from non-residents. 


256. (1) Associated corporations — For the purposes of this 
Act, one corporation is associated with another in a taxation year if, 
at any time in the year, 


(a) one of the corporations controlled, directly or indirectly in 
any manner whatever, the other; 


(b) both of the corporations were controlled, directly or indi- 
rectly in any manner whatever, by the same person or group of 
persons; 


(c) each of the corporations was controlled, directly or indirectly 
in any manner whatever, by a person and the person who so con- 
trolled one of the corporations was related to the person who so 
controlled the other, and either of those persons owned, in re- 
spect of each corporation, not less than 25% of the issued shares 
of any class, other than a specified class, of the capital stock 
thereof; 


(d) one of the corporations was controlled, directly or indirectly 
in any manner whatever, by a person and that person was related 
to each member of a group of persons that so controlled the 
other corporation, and that person owned, in respect of the other 
corporation, not less than 25% of the issued shares of any class, 
other than a specified class, of the capital stock thereof; or 


(e) each of the corporations was controlled, directly or indirectly 
in any manner whatever, by a related group and each of the 
members of one of the related groups was related to all of the 
members of the other related group, and one or more persons 
who were members of both related groups, either alone or to- 
gether, owned, in respect of each corporation, not less than 25% 
of the issued shares of any class, other than a specified class of 
the capital stock thereof. 
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Related Provisions: 18(2.2)-(2.4) — Associated corps share $1,000,000 base level 
deduction; 37(9:5) — Extended meaning of “associated” for SR&ED specified-em- 
ployee payment limitation; 125(2)(4) — Associated corps share $200,000 income 
limit for small business deduction; 127(10.2)(10.4) — Associated corps share 
$2,000,000 expenditure limit for investment tax credit; 127.1(2) — Associated corps 
share $200,000 taxable income limit to be qualifying corps for refundable investment 
tax credit; 128(1)(f) — Bankrupt corporation deemed not associated; 129(6) — Invest- 
ment income from associated corporation deemed active business income; 
157(1)(b)(i)(D) (1) — Later final payment of tax where associated corps’ taxable in- 
comes do not exceed $200,000; 191.1(2)(4) — Associated corps share dividend al- 
lowance for Part VI.1 tax; 256(1.1) — “Specified class” defined; 256(1.2) — Control, 
etc.; 256(1.5) — Person deemed related to self; 256(5.1), (6.2) — Control in fact; 
256(6.1) — Simultaneous control by different persons. 


Selected Cases [subsec. 256(1)]: Plomberie J.C. Langlois Inc. v. R., [2007] 3 
C.T.C. 148 (FCA) (Control in fact existed where unanimous shareholder agreement 
existed, but was not followed); Timco Holdings Ltd. v. R., [2006] 1 C.T.C. 2479 (TCC) 
(De facto control not established); L.D.G. 2000 Inc. v. R. (2002), [2004] 1 C.T.C. 2286 
(TCC) (Corporation controlled in fact); Société Fonciére D’ Investissement, [1996] 3 
C.T.C. 2537 (TCC) (Notion of de-facto control implicit in statutory language); Holiday 
Luggage Mfg. Co. Ine. et al. y. R., [1987] 1 C.T.C. 23 (FCTD) (Non-resident not a 
“corporation” for purposes of provision); R. v. Fast, B.B., & Sons Distributors Ltd.,, 
[1986] 1 C.T.C. 299 (FCA) (Where only one member of related group owned shares of 
two corporations, related group, gua group, did not own shares of the corporations), 
Special Risks Holdings Inc. v. R., [1986] 1 C.T.C. 201 (FCA) (Corporation not dealing 
at arm’s length with another corporation was in de facto control of the latter); R. v. 
Imperial General Properties Ltd., [1985] 2 C.T.C. 299 (SCC) (Shareholder with only 
50% of voting rights had power to wind up company; held to control company); Rostal 
Sales Agency Ltd. v. R., [1983] C.T.C. 5 (FCTD) (Trust settlor without power to re- 
move trustee had no control over shares owned by trust); Southside Car Market Ltd. et 
al. v. R., [1982] C.T.C. 214 (FCTD) (Corporation cannot be controlled by both “the 
same person” and by a “group of persons”); Entrepdt Métropolitain de Meubles Ltée v. 
MNR, [1981] C.T.C. 425 (FCTD) (Where a group of shareholders holds enough shares 
to have right to control company, actual control need not be exercised for provision to 
apply); Imperial General Properties Ltd. v. R., {1981} C.T.C. 331 (FCTD); aff'd [1983] 
C.T.C. 27, (sub nom. R. v. Imperial General Properties Ltd.) (FCA); rev’d [1985] 2 
C.T.C. 299, (sub nom. R. v. Imperial General Properties Ltd.) (SCC) (Two companies 
not.associated where one held 50% of voting shares of the other while remaining shares 
held by group of other shareholders); Fawcett, H.A., & Son Ltd. v. R., [1980] C.T.C. 
293 (FCA) (Where father’s shares inherited two days before father’s fiscal year-end, 
companies controlled by son associated with those controlled by father in taxation year 
of father’s death); Regal Wholesale Ltd. v. R., [1977] C.T.C. 202: (FCA) (Beneficial 
ownership of shares transferred without registration of change); R. v. Alroy Industries 
Ltd., [1976] C.T.C. 388 (FCTD) (Companies associated where one held irrevocable 
option to buy all shares of other); Danalan Investments Ltd. v. MNR, [1973] C.T.C. 251 
(FCTD) (Three companies associated where majority of shares of each held by indivi- 
dual and his nominees); Allied Farm Equipment Ltd. v. MNR, [1972] C.T.C. 619 (FCA) 
(Non-resident company not a “corporation” for purposes of provision); MNR v. 
Werner, Fritz, Ltd., [1972] C.T.C. 274 (FCTD) (Shares deemed owned by a third party 
by virtue of an option to purchase shares continue to belong to potential vendor for 
purposes of associated corporations provisions until option exercised); International 
Iron & Metal Co. Ltd. v. MNR, [1972] C.T.C. 242 (SCC) (De jure control sufficient for 
purposes of associated companies); Madill, S., Ltd. v. MNR, [1972] C.T.C. 47 (FCTD) 
(De jure control by group of persons. where shares held indirectly); MNR v. 
Consolidated Holding Co. Ltd., [1972] C.T.C. 18 (SCC) (Companies associated where 
controlling shareholders held controlling shares of other gua executors and trustees); 
Oakfield Developments (Toronto) Ltd. v. MNR, [1971] C.T.C. 283 (SCC) (Forty-three 
companies associated where group owned 50% of shares of each corporation, resulting 
in group’s capacity to, inter alia, wind up companies; factors to consider); Angelo-B.C. 
Distributors Ltd: v. MNR, [1970] C.T.C. 138 (Exch.) (Absent direct evidence to con- 
trary, shares presumed held for benefit of nominal owners); Donald Applicators Ltd. et 
al. v. MNR, [1969] G.T.C. 98 (Exch.); aff'd [1971] C.T.C. 402 (note) (SCC) (Company 
controlled by and associated with another which held all Class B shares of former; 
although the Class B shares carried no vote for directors, they entitled holder to change 
powers of directors); Vina-Rug (Canada) Ltd. v. MNR, [1968] C.T.C. 1 (SCC) (Compa- 
nies associated once any group of shareholders owns majority of shares of each). 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 
Advance Tax Rulings: ATR-13: Corporations not associated. 
Forms: T2 SCH 9: Related and associated corporations. 


(1.1) Definition of “specified class” — For the purposes of 
subsection (1), “specified class” means a class of shares of the capi- 
tal stock of a corporation where, under the terms or conditions of 
the shares or any agreement in respect thereof, 


(a) the shares are not convertible or exchangeable; 
(b) the shares are non-voting; 


(c) the amount of each dividend payable on the shares is calcu- 
lated as a fixed amount or by reference to a fixed percentage of 
an amount equal to the fair market value of the consideration for 
which the shares were issued; 


Income Tax Act 


(d) the annual rate of the dividend on the shares, expressed as a 
percentage of an amount equal to the fair market value of the 
consideration for which the shares were issued, cannot in any 
event exceed, 


(i) where the shares were issued before 1984, the rate of in- 
terest prescribed for the purposes of subsection 161(1) at the 
time the shares were issued, and 


(ii) where the shares were issued after 1983, the prescribed 
rate of interest at the time the shares were issued; and 


(e) the amount that any holder of the shares is entitled to receive 
on the redemption, cancellation or acquisition of the shares by 
the corporation or by any person with whom the corporation 
does not deal at arm’s length cannot exceed the total of an 
amount equal to the fair market value of the consideration for 
which the shares were issued and the amount of any unpaid divi- 
dends thereon. 


Related Provisions: 256(1.2) — Control; 256(1:5) — Person deemed related to self. 


History: Para. 256(1.1)(d) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
198(1), to substitute subparas. (i) and (ii) for “the prescribed rate of interest at the time 
the shares were issued”, applicable to 1989 et seq. 


Regulations: 4301(c) (prescribed rate of interest). 
Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(1.2) Control, etc. — For the purposes of this subsection and sub- 
sections (1), (1.1) and (1.3) to (5), 


(a) a group of persons in respect of a corporation means any two 
or more persons each of whom owns shares of the capital stock 
of the corporation; 


(b) for greater certainty, 


(i) a corporation that is controlled by one or more members 
of a particular group of persons in respect of that corporation 
shall be considered to be controlled by that group of persons, 
and 


(ii) a corporation may be controlled by a person or a particu- 
lar group of persons notwithstanding that the corporation is 
also controlled or deemed to be controlled by another person 
or group of persons; 


(c) a corporation shall be deemed to be controlled by another 
corporation, a person or a group of persons at any time where 


(i) shares of the capital stock of the corporation having a fair 
market value of more than 50% of the fair market value of all 
the issued and outstanding shares of the capital stock of the 
corporation, or 


(ii) common shares of the capital stock of the corporation 
having a fair market value of more than 50% of the fair mar- 
ket value of all the issued and outstanding common shares of | 
the capital stock of the corporation 


are owned at that time by the other corporation, the person or the 
group of persons, as the case may be; 


(d) where shares of the capital stock of a corporation are owned, 
or deemed by this subsection to be owned, at any time by an- 
other corporation (in this paragraph referred to as the “holding ~ 
corporation”), those shares shall be deemed to be owned at that 
time by any shareholder of the holding corporation in a propor- 
tion equal to the proportion of all those shares that 


(i) the fair market value of the shares of the capital stock of 
the holding corporation owned. at that time by_ the 
shareholder 


is of 
(ii) the fair market value of all the issued shares of the capital 
stock of the holding corporation outstanding at that time; 


(e) where, at any time, shares of the capital stock of a corpora- 
tion are property of a partnership, or are deemed by this subsec- 
tion to be owned by the partnership, those shares shall be 
deemed to be owned at that time by each member of the partner- 
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ship in a proportion equal to the proportion of all those shares 
that 


(i) the member’s share of the income or loss of the partner- 
ship for its fiscal Detioe that includes that time 


is of 


(ii) the income or loss of the partnership for its fiscal period 
that includes that time 


and for this purpose, where the income and loss of the partner- 
ship for its fiscal period that includes that time are nil, that pro- 
portion shall be computed as if the partnership had had income 
for that period in the amount of $1,000,000; 


(f) where shares of the capital stock of a corporation are owned, 
or deemed by this subsection to be owned, at any time by a trust, 


(i) in the case of a testamentary trust under which one or 
more beneficiaries were entitled to receive all of the income 
of the trust that arose before the date of death of one or the 
last. surviving of those beneficiaries (in this paragraph re- 
ferred to as the “distribution date”) and no other person 
could, before the distribution date, receive or otherwise ob- 
tain the use of any of the income or capital of the trust, 


(A) where any such beneficiary’s share of the income or 
capital therefrom depends on the exercise by any person 
of, or the failure by any person to exercise, any discre- 
tionary power, those shares shall be deemed to be owned 
at any time before the distribution date by the beneficiary, 
and 


(B) where clause (A) does not apply, those shares shall be 
deemed to be owned at any time before the distribution 
date by any such beneficiary in a proportion equal to the 
proportion of all those shares that the fair market value of 
the beneficial interest in the trust of the beneficiary is of 
the fair market value of the beneficial interests in the trust 
of all those beneficiaries, 


(ii) where a beneficiary’s share of the accumulating income 
or capital therefrom depends on the exercise by any person 
of, or the failure by any person to exercise, any discretionary 
power, those shares shall be deemed to be owned at that time 
by the beneficiary, except where subparagraph (1) applies. and 
that time is before the distribution date, 

(iii) in any case where subparagraph (11) does not apply, a 
beneficiary shall be deemed at that time to own the propor- 
tion of those shares that the fair market value of the benefi- 
cial interest in the trust of the beneficiary is of the fair market 
value of all beneficial interests in the trust, except where sub- 
paragraph (i) applies and that time is Behe the distribution 
date, and, 


(iv) in the case of a trust referred to in subsection 75(2), the 
person referred to in that subsection from whom property of 
the trust or property for which it was substituted was directly 
or indirectly received shall be deemed to own those shares at 
that time; and 


(g) in determining the fair market value of a share of the capital 
stock of a corporation, all issued and outstanding shares of the 
capital stock of the corporation shall be deemed to be non- 
voting. 
Related Provisions: 127(10.22), (10.23), 127.1(2.2), (2.3) ——Non-application of 
256(1.2) to SR&ED credit in certain cases; 248(5) — Substituted property; 256(1.5) — 
Person deemed related to self; 256(1.6) — Exception; 256(6.1) — Simultaneous  con- 
trol by different persons. 


Selected Cases [subsec. 256(1.2)]: Rosario Poirier Inc! v. R., [2002] 4 C.T.C. 
2346 (TCC) (Board resolution gave control in fact; small business deduction to be 
shared). 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(1.3) Parent deemed to own shares — Where at any time 
shares of the capital stock of a corporation are owned by a child 
who is under 18 years of age, for the purpose of determining 
whether the corporation is associated at that, time with any other 
corporation that is controlled, directly or indirectly in any manner 


S. 256(1.5) 


whatever, by a parent of the child or by a group of persons of which 
the parent is a member, the shares’shall be deemed to be owned at 
that time by the parent: unless, having regard to all the circum- 
stances, it can reasonably be considered that the child manages: the 
business and affairs of the corporation and does so without.a signif- 
icant degree of influence by the parent. 


Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — en deemed related to 
self; 256(5.1); (6.2) — Control in fact: 


History: Subsec. 256(1.3) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 198(2), 
applicable retroactively to its introduction (see History. note to subsec. (1.6)): Subsec. 
(1.3) formerly read: 


(1.3) Where, at any time, shares of the Mie stock of a corporation are owned 
by a child who is under 18 years of age, for the purposes of determining if the 
corporation is associated at that time with any other corporation that is con- 
trolled, directly or indirectly in any manner whatever, by a parent of the child or 
by a group of persons of which the parent is a.member, those shares shall be 

_ deemed to be owned at that time by the parent or the group, as the case may be, 
unless, having regard to all the circumstances, it may reasonably be considered 
that the child manages the business and affairs of the corporation and does so 
without a significant degree of influence by the parent. 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(1.4) Options and_ rights — For the purpose. of: determining 
whether a corporation is associated with another corporation with 
which it is not otherwise associated, where a person or any partner- 
ship in which the person has an interest has a right at any time 
under a contract, in equity or otherwise, either immediately or in the 
future and either absolutely or contingently, 


(a) to, or to acquire, shares of the capital stock of a corporation, 
or to control the voting rights of shares of the capital stock of a 
corporation, the person or partnership shall, except where the 
right is not exercisable at that time because the exercise thereof 
is contingent on the death, bankruptcy or permanent disability of 
an individual, be deemed to own the shares at that time, and the 
shares shall be deemed to be issued and outstanding at.that time; 
or : 


(b) to cause a’corporation to redeem, acquire or cancel any 
shares of its capital stock owned by other shareholders of a cor- 
poration, the person or partnership shall, except where the right 
is not exercisable at that time because the exercise thereof is 
contingent on the death, bankruptcy or permanent disability of 
an individual, be deemed at that time to have the same position 
in relation to control of the corporation and ownership of shares 
of its capital stock as if the shares were redeemed, acquired or 
cancelled by the corporation. 


Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — Person deemed related to 
self; 256(1.6) — Exception; 256(5.1) — Control in fact. 


History: Subsec. 256(1.4) amended by 1994, c. 7, Sch. II (1991, c. 49), subsec. 198(2), 
applicable retroactively to its introduction (see History note to subsec. (1:6)). Subsec. 
(1.4) formerly read: 


(1.4) For the purposes of determining if a corporation is associated at-any time 
with any other, corporation that is controlled, directly or indirectly in any manner 
whatever, by a person, or by a group of persons of which the person is a mem- 
ber, where the person, or any partnership in which the person has an interest, has 
a right’ at any time under contract, in equity or otherwise, either immediately or 
in the future and either absolutely or contingently, 


(a) to, or to acquire, shares of the capital stock of the corporation, or to con- 
trol the voting rights of shares of the capital stock of the corporation, the 
person or partnership shall, except where the contract provides that the right 
is not exercisable until the death, bankruptcy or permanent disability of an 
individual designated therein, be deemed to own the shares at that time and 
the shares shall be deemed to be issued and outstanding at that time; or 


(b) to cause the corporation to redeem, acquire or cancel any shares of its 
capital stock owned by other shareholders of the corporation, the person or 
partnership shall, except where the contract provides. that the right is not 
exercisable until the death, bankruptcy or permanent disability of an indivi- 
dual designated therein, be deemed at that time to have had the same posi- 
tion in relation to control of the corporation and ownership of shares of its 
capital stock as if the shares were redeemed, acquired or cancelled by the 
corporation. 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(1.5) Person related to himself, herself or itself — For the 
purposes of subsections (1) to (1.4) and (1.6) to (5), where a person 
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owns shares in two or more corporations, the person shall as share- 
holder of one of the corporations be deemed to be related to him- 
self, herself or itself as shareholder of each of the other 
corporations. 

Related Provisions: 256(1.2) — Control, etc. 

Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(1.6) Exception — For the purposes of subsection (1.2) and not- 
withstanding subsection (1.4), any share that is 


(a) described in paragraph (e) of the definition “term preferred 
share” in subsection 248(1) during the applicable time referred 
to in that paragraph, or 


(b) a share of a specified class within the meaning of subsection 

(1.1) 
shall be deemed not to have been issued and outstanding and not to 
be owned by any shareholder and an amount equal to the greater of 
the paid-up capital of the share and the amount, if any, that any 
holder of the share is entitled to receive on the redemption, cancel- 
lation or acquisition of the share by the corporation shall be deemed 
to be a liability of the corporation. 


Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — Person deemed related to 
self. 


(2) Corporations associated through a third corpora- 
tion — Where two corporations 


(a) would, but for this subsection, not be associated with each 
other at any time, and 


(b) are associated, or are deemed by this subsection to be associ- 
ated, with the same corporation (in this subsection referred to as 
the “third corporation”) at that time, 


they shall, for the purposes of this Act, be deemed to be associated 
with each other at that time, except that, for the purposes of section 
125, where the third corporation is not a Canadian-controlled pri- 
vate corporation at that time or elects, in prescribed form, for its 
taxation year that includes that time not to be associated with either 
of the other two corporations, the third corporation shall be deemed 
not to be associated with either of the other two corporations in that 
taxation year and its business limit for that taxation year shall be 
deemed to be nil. 


Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — Person deemed related to 
self. 


Selected Cases [subsec. 256(2)]: Allied Farm Equipment Ltd. v. MNR, [1972] 
C.T.C. 619 (FCA) (Corporation not taxable under Part I not a “corporation” for pur- 
poses of provision). 

Interpretation Bulletins: IT-64R4: Corporations: association and control; IT-243R4: 
Dividend refund to private corporations. 

Advance Tax Rulings: ATR-13: Corporations not associated. 

Forms: T2 SCH 28: Election not to be an associated corporation. 


(2.1) Anti-avoidance — For the purposes of this Act, where, in 
the case of two or more corporations, it may reasonably be consid- 
ered that one of the main reasons for the separate existence of those 
corporations in a taxation year is to reduce the amount of taxes that 
would otherwise be payable under this Act or to increase the 
amount of refundable investment tax credit under section 127.1, the 
two or more corporations shall be deemed to be associated with 
each other in the year. 

Selected Cases [subsec. 256(2.1)]: LJP Sales Agency Inc. v. R., [2004] 2 C.T.C. 
2278 (TCC) (Even if professional advisors aware of tax advantages, possible that pur- 
pose of separate existence was not to reduce taxes); Hughes Homes Inc. v. R., [1998] 1 


C.T.C. 2367 (TCC) (Asset protection and wife’s separate business interests were main 
reasons for separate existence; no deemed association). 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 
Advance Tax Rulings: ATR-13: Corporations not associated. 


(3) Saving provision — Where one corporation (in this subsec- 
tion referred to as the “controlled corporation”) would, but for this 
subsection, be associated with another corporation in a taxation year 
by reason of being controlled, directly or indirectly in any manner 
whatever, by the other corporation or by reason of both of the cor- 
porations being controlled, directly or indirectly in any manner 
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whatever, by the same person at a particular time in the year (which 
corporation or person so controlling the controlled corporation is in 
this subsection referred to as the “controller’) and it is established 
to the satisfaction of the Minister that 


(a) there was in effect at the particular time an agreement or ar- 
rangement enforceable according to the terms thereof, under 
which, on the satisfaction of a condition or the happening of an 
event that it is reasonable to expect will be satisfied or happen, 
the controlled corporation will 


(i) cease to be controlled, directly or indirectly in any manner 
whatever, by the controller, and 


(ii) be or become controlled, directly or indirectly in any 
manner whatever, by a person or group of persons, with 
whom or with each of the members of which, as the case 
may be, the controller was at the particular time dealing at 
arm’s length, and 


(b) the purpose for which the controlled corporation was at the 
particular time so controlled was the safeguarding of rights or 
interests of the controller in respect of 


(i) any indebtedness owing to the controller the whole or any 
part of the principal amount of which was outstanding at the 
particular time, or 


(ii) any shares of the capital stock of the controlled corpora- 
tion that were owned by the controller at the particular time 
and that were, under the agreement or arrangement, to be re- 
deemed by the controlled corporation or purchased by the 
person or group of persons referred to in subparagraph (a)(ii), 


the controlled corporation and the other corporation with which it 
would otherwise be so associated in the year shall be deemed, for 
the purpose of this Act, not to be associated with each other in the 
year. 

Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — Person deemed related to 


self; 256(5.1), (6.2) — Controlled directly or indirectly; 256(6.1) — Simultaneous con- 
trol by different persons. 


Selected Cases [subsec. 256(3)]: MNR v. Werner, Fritz, Ltd., [1972] C.T.C. 274 
(FCTD) (Shares deemed owned by third party by virtue of option to purchase shares 
continue to belong to potential vendor for purposes of associated corporations provi- 
sions until option exercised). 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(4) Saving provision — Where one corporation would, but for 
this subsection, be associated with another corporation in a taxation 
year by reason of both of the corporations being controlled by the 
same executor, liquidator of a succession or trustee and it is estab- 
lished to the satisfaction of the Minister 


(a) that the executor, liquidator or trustee did not acquire control 
of the corporations as a result of one or more estates or trusts 
created by the same individual or two or more individuals not 
dealing with each other at arm’s length, and 


(b) that the estate or trust under which the executor, liquidator or 
trustee acquired control of each of the corporations arose only 
on the death of the individual creating the estate or trust, 


the two corporations are deemed, for the purposes of this Act, not to 
be associated with each other in the year. 


Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — Person deemed related to 
self; 256(6.1) — Simultaneous control by different persons. 


History: Subsec. 256(4) amended by 2001, c. 17, s. 231, in force June 14, 2001. Sub- 
sec. 256(4) formerly read: 


(4) Where one corporation would, but for this subsection, be associated with an- 
other corporation in a taxation year by reason of both of the corporations being 
controlled by the same trustee or executor and it is established to the satisfaction 
of the Minister 


(a) that the trustee or executor did not acquire control of the corporations as 
a result of one or more trusts or estates created by the same individual or two 
or more individuals not dealing with each other at arm’s length, and 


(b) that the trust or estate under which the trustee or executor acquired con- 
trol of each of the corporations arose only on the death of the individual 
creating the trust or estate, 


the two corporations shall be deemed, for the purposes of this Act, not to be 
associated with each other in the year. 
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Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(5) Idem — Where one corporation would, but for this subsection, 
be associated with another corporation in a taxation year, by reason 
only that the other corporation is a trustee under a trust pursuant to 
which the corporation is controlled, the two corporations shall be 
deemed, for the purposes of this Act, not to be associated with each 
other in the year unless, at any time in the year, a settlor of the trust 
controlled or is a member of a related group that controlled the 
other corporation that is the trustee under the trust. 


Related Provisions: 256(1.2) — Control, etc.; 256(1.5) — Person deemed related to 
self; 256(6.1) — Simultaneous control by different persons. 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 


© 


(5.1) Control in fact — For the purposes of this Act, where the 
expression “controlled, directly or indirectly in any manner 
whatever,” is used, a corporation shall be considered to be so con- 
trolled by another corporation, person or group of persons (in this 
subsection referred to as the “controller’”) at any time where, at that 
time, the controller has any direct or indirect influence that, if exer- 
cised, would result in control in fact of the corporation, except that, 
where the corporation and the controller are dealing with each other 
at arm’s length and the influence is derived from a franchise, li- 
cence, lease, distribution, supply or management agreement or other 
similar agreement or arrangement, the main purpose of which is to 
govern the relationship between the corporation and the controller 
regarding the manner in which a business carried on by the corpora- 
tion is to be conducted, the corporation shall not be considered to be 
controlled, directly or indirectly in any manner whatever, by the 
controller by reason only of that agreement or arrangement. 


Related Provisions: 256(6) — Idem; 256(6.2) — Simultaneous. control — applica- 
tion of 256(6.1). 


Selected Cases [subsec. 256(5.1)]: Taber Solids Control (1998) Ltd. v. R., [2010] 
1 C.T.C. 2290 (TCC) (Degree of influence constituted de facto control and deemed 
association of corporations); Plomberie J.C. Langlois Inc. v. R., [2007] 3 C.T.C. 148 
(FCA) (Control in fact existed where unanimous shareholder agreement existed, but 
was not followed); Lenester Sales Ltd.-v. R., [2004] 4 C.T.C. 15 (FCA); aff g [2003] 4 
C.T.C. 2772 (TCC) (Control of franchiser did not amount to control in fact); L.D.G. 
2000 Inc. v. R. (2002), [2004] 1 C.T.C. 2286 (TCC) (Corporation controlled in fact); 
Rosario Poirier Inc. v. R., [2002] 4 C.T.C. 2346 (TCC) (Board resolution gave control 
in fact; small business deduction to be shared); Mimetix Pharmaceuticals Inc. v. R., 
(2002] 1 C.T.C. 2188 (TCC); aff'd [2003] 3 C.T.C. 72 (FCA) (De facto control exer- 
cised by non-resident shareholder precluded company from being CCPC); HSC 
Research Development Corp. v. Canada, [1995] 1 C.T.C. 2283 (TCC) (1988 amend- 
ments changed law to include concept of de facto control). 


Interpretation Bulletins: IT-64R4: Corporations: association and control; IT-236R4: 
Reserves — disposition of capital property (archived); IT-313R2: Eligible capital pro- 
perty — rules where a taxpayer has ceased carrying on a business or has died; IT- 
291R2: Transfer of property to a corporation under subsection 85(1); IT-458R2: Cana- 
dian-controlled private corporation. 


1.T. Technical News: 25 (Silicon Graphics case); 32 (control in fact: impact of recent 
jurisprudence). 


(6) Idem — For the purposes of this Act, where a corporation (in 
this subsection referred to as the “controlled corporation’) would, 
but for this subsection, be regarded as having been controlled or 
controlled, directly or indirectly in any manner whatever, by a per- 
son or partnership (in this subsection referred to as the “controller’”’) 
at a particular time and it is established that 


(a) there was in effect at the particular time an agreement or ar- 
rangement enforceable according to the terms thereof, under 
which, on the satisfaction of a condition or the happening of an 
event that it is reasonable to expect will be satisfied or happen, 
the controlled corporation will 


(i) cease to be controlled, or controlled, directly or indirectly 
in any manner whatever, as the case may be, by the control- 
ler, and 


(ii) be or become controlled, or controlled, directly or indi- 
rectly in any manner whatever, as the case may be, by a per- 
son or group of persons, with whom or with each of the 
members of which, as the case may be, the controller was at 
the particular time dealing at arm’s length, and 


S. 256(7) 


(b) the purpose for which the controlled corporation was at the 
particular time so controlled, or controlled, directly or indirectly 
in any manner whatever, as the case may be, was the safeguard- 
ing of rights or interests of the controller in respect of 


(i) any indebtedness owing to the controller the whole or any 
part of the principal amount of which was outstanding at the 
particular time, or 


(ii) any shares of the capital stock of the controlled corpora- 
tion that were owned by the controller at the particular time 
and that were, under the agreement or arrangement, to be re- 
deemed by the controlled corporation or purchased by the 
person or group of persons referred to in subparagraph (a)(ii), 


the controlled corporation is deemed not to have been controlled by 

the controller at the particular time. 

Related Provisions: 256(5.1), (6.2) — Controlled directly or indirectly; 256(6.1) — 

Simultaneous control by different persons. 

History: The closing words of subsec. 256(6) amended by 1998, c. 19, subsec. 246(1), 

applicable to taxation years that begin after 1988. The closing words formerly read: 
the controlled corporation shall be deemed, for the purposes of that provision, 
not to have been controlled by the controller at the particular time. 


Interpretation Bulletins: IT-64R4: Corporations: association and control; IT-458R2: 
Canadian-controlled private corporation. 


(6.1) Simultaneous control — For the purposes of this Act and 
for greater certainty, 


(a) where a corporation (in this paragraph referred to as the 
“subsidiary”) would be controlled by another corporation (in this 
paragraph referred to as the “parent’”) if the parent were not con- 
trolled by any person or group of persons, the subsidiary is con- 
trolled by 


(i) the parent, and 


(ii) any person or group of persons by whom the parent is 
controlled; and 


(b) where a corporation (in this paragraph referred to as the 
“subject corporation”) would be controlled by a group of per- 
sons (in this paragraph referred to as the “‘first-tier group’’) if no 
corporation that is a member of the first-tier group were con- 
trolled by any person or group of persons, the subject corpora- 
tion is controlled by 
(i) the first-tier group, and 
(ii) any group of one or more persons comprised of, in re- 
spect of every member of the first-tier group, either the mem- 
ber, or a person or group of persons by whom the member is 
controlled. 
Related Provisions: 256(6.2) — Application to 256(5.1). 


History: Subsec. 256(6.1) added by 2001, c. 17, s. 194, applicable to taxation years 
that begin after November 1999. 


(6.2) Application to control in fact — In its application to sub- 
section (5.1), subsection (6.1) shall be read as if the references in 
subsection (6.1) to “controlled” were references to “controlled, di- 
rectly or indirectly in any manner whatever,” 


History: Subsec. 256(6.2) added by 2001, c. 17, s. 194, applicable to taxation years 
that begin after November 1999. 


(7) Acquiring control — For the purposes of subsections 10(10), 
13(21.2) and (24), 14(12) and 18(15), sections 18.1 and 37, subsec- 
tion 40(3.4), the definition “superficial loss” in section 54, section 
55, subsections 66(11), (11.4) and (11.5), 66.5(3) and 66.7(10) and 
(11), section 80, paragraph 80.04(4)(h), subsections 85(1.2), 88(1.1) 
and (1.2) and 110.1(1.2), sections 111 and 127, subsection 249(4) 
and this subsection, 


Proposed Amendment. —_— - 256(7) opening words 


or the purposes of this subsection, of 
and (24), 14(12) and 18(15), sections 
18. : ond 37, subsection 40(3.4), the definition “superficial loss” in 
55, subsections 66(11), (11.4) and (11.5), 
( .7(10) and (11), section 80, paragraph 80.04(4)(h), 
subsections 85(1.2), 88(1.1) and (1.2) and 110.1(1.2), sections 111 
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and 127 and subsection 249(4) and of subsection 5905(5.2) of the 
Income Tax Regulations, 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), s. 
37, will amend the opening words of subsec. 256(7) to read as above, applicable after 
December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to and would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its Bea affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or ee June 
30, 2011. 


Technical Notes (Sept. 10, 2010): Subsection 256(7) provides rate ‘site certain 


enumerated provisions of the Act that deem certain transactions or events to result, or 
not to result, in an acquisition of control of a corporation. Subsection 256(7) is 


amended to add to those enumerated provisions a reference to new subsection 
5905(5.2) of the Regulations, a rule that is ae ie where a Canadian corporation is © 


subject to an acquisition of control. 


(a) control of a particular corporation shall be deemed not to 


have been acquired solely because of 
(i) the acquisition at any time of shares of any corporation by 


(A) a particular person who acquired the shares from a 
person to whom the particular person was related (other- 
wise than because of a right referred to in paragraph 
251(5)(b)) immediately before that time, 


(B) a particular person who was related to the particular 
corporation (otherwise than because of a right referred to 
in paragraph 251(5)(b)) immediately before that time, 


(C) an estate that acquired the shares because of the death 


of a person, or 


(D) a particular person who acquired the shares from an 
estate that arose on the death of another person to whom 


the particular person was related, or 


Proposed Addition — 256(7)(a)(i)(E) 

(E) a corporation on a distribution (within the meaning 

assigned by subsection 55(1)) by a specified corporation 

(within the meaning assigned by that subsection) if a 

dividend, to which subsection 55(2) does not apply be- 

cause of paragraph 55(3)(b), is received in the course of 

the reorganization in which the distribution occurs, 
Application: The July 16, 2010 draft legislation (Part 1— technical), subsec. 


153(2), will add cl. 256(7)(a)(i)(E), applicable to acquisitions of shares that occur 


after 2000. 


Technical Notes (July 2010): Paratonn 256(7)(a) describes ie circumstances : 
where control of a corporation (or a corporation controlled by the corporation) is” 


considered not to have been acquired for the purposes of certain provisions of the 
Act. That paragraph is amended in two ways. : 


First, subparagraph 256(7)(a)(i) is amended effective with respect to the anuleiten 
of shares after 2000 to add clause (E) which precludes an acquisition of control of a 
corporation on a distribution (within the meaning assigned by subsection 55(1)) by a 


specifi ied corporation (within the meaning assigned by that subsection) if a dividend . 


is received in the course of a spin-off distribution in which no portion of the dividend 
is treated as a capital gain by the anti-avoidance rule in subsection 55(2) because of 


the application of the exception for certain reorganizations under paragraph 55(3)(b).” 


Example: 
Facts: 


Pubco is a specified corporation under the butterfly rules in section 55 and a 
person or group of persons does not control it. Pubco owns all of the shares of 
Subco. In the course of a distribution (as defined by subsection 55(1)), Pubco 
distributes the Subco shares to Newco, which is established in the course of the 
reorganization for the purposes of the distribution. The same shareholders that 
own all of the shares of Pubco own all of the shares of Newco. Because there is 
no person or group of persons that control Pubco and Newco, an acquisition of 
control of Subco would occur upon Newco’s acquisition of the Subco shares on 
the distribution despite the fact the same shareholders own Pubco and Newco. 


Application: 


In this example, new clause 256(7)(a)(i)(E) provides that there is no acquisition 
of control of Subco by Newco if Pubco’s distribution of its Subco shares to 
Newco is a distribution to which the anti-avoidance rule in subsection 55(2) does 


Income Tax Act 


not apply because the distribution complies with the exception in paragraph 

$5(3)(b). oe 
Second, new subparagraph 256(7)(a)(iii), which applies to the acquisition of shares 
after 2000, provides that, where there is an acquisition of any shares of a corporation, 
there is no acquisition of control of the corporation by a related group of persons if 
each member of each group of persons that controls the corporation was sitet to 
the corporation immediately before the change of control. Tae 


a Apreyie as 
Facts: 


Corporation X has issued 100 common shares with 1 vote per share. There are 

. no other issued shares. Mr. X owns 51% of Corporation X’s issued shares. Ms. — 
D who is the daughter of Mr. X owns 49% of the common shares issued by Cor- 
poration X. Mr. X has de jure control of Corporation x. 


Mr. X disposes of 10 shares of Corporation X to Mr. Z, an arm’s length person. 
Consequently, Mr. X no longer has de jure control, and a group of ‘persons ac~ 
quires de jure control of Corporation x. 


) Application: 


If Mr. X and Ms. D pee a related group ‘es persons that ianise acquires 
control of Corporation X upon the disposition of shares by Mr. X, new subpara- 
graph 256(7)(a)(iii) deems no acquisition of control if no other ¢ group of persons 
that includes Mr. Z acquires control of Corporation X. It is a question of fact — 
whether Mr. X and Ms. D form a group of persons that would otherwise acquire 

control of Corporation X and, if so, whether there exists another group of per-- 

- sons that also acquires control. Depending on the circumstances, Mr. X and Ms. — 
D; Mr. X and Mr, Z; Ms. D.and Mr. Z; or Mr. X, Ms..D and Mr. Z could form a 
group of persons that acquires control of Corporation X.. Consequently, new 

__ subparagraph 256(. 7)(ayfiii) applies only if, in this example, Mr. X an Ms. D 

| form a group of persons that control Corporation x and there exists no other 
group of persons (which includes Mr. Z) that acquires conic of Corporation x. : 


Letter from Dept. of Finance, EAS 3, 2001: 
Dear [xxx] 


This is in reply to your firm's "lock of December 2, “2000, isa 24 and 31, 
February 5, 9 and 23, 2001, and telephone conversations with members of this Divi- 
sion regarding the application of section 55 of su ae Tax Act (the biog) toa 
proposed Canadian public corporation spin-off. i og 


You have expressed the concern that the wieshilenics of a public adin-ite pudeity 
under paragraph 55(3)(b) af the Act should not, by and of themselves, result in any — 
acquisition of control on a “no types of property” Canadian public corporation spin- | 
off. As well, you are concerned that certain shares referred to below should not be © 
considered to be taxable Canadian property for the purposes of the Act. I pose to. 
address each matter separately. 


Acquisition of Control 


Under paragraph 55(3)(b) of the Act, a ‘Canadian public corporation (Pubco”) will 
spin-off the,shares of its subsidiary corporation (“Subco”) to a newly created public 
corporation (“Newco’’). We understand that, pursuant to a Plan of Arrangement, the 
shareholders of Pubco will exchange their common shares for common shares and © 
“special” shares of Pubco. Pubco shareholders will transfer to Newco, in exchange 
for common shares of Newco, their special Pubco shares, which have a total value 
equal to the value of the Subco shares owned by Pubco. Pubco will transfer all of its” 
Subco shares to Newco in consideration for preferred shares of Newco. There will be 
a cross repurchase of the special Pubco shares held by Newco and the Newco pre- 
ferred shares held by Pubco. Pubco will be a “specified corporation” within the 
meaning of subsection 55(1) of the Act in relation to the distribution of the shares of 
Subco. “ 


Your concern is that Newco will acquire control of Subco on the acquisition of the 
Subco shares from Pubco, with the result that the acquisition of control cps successor 
rules under the Act will apply to Subco after its acquisition by Newco. rH 


We agree there should not be an acquisition of control and the successor rules of the 
Act should not apply to the acquisition of the Subco shares by Newco in the circum- 
stances you describe provided the spin-off of Subco is not subsequently tainted. In — 
this regard therefore we will recominend to the Minister of Finance. that the, Act be 
amended to ensure there is no acquisition of control in these circumstances. 


In particular, we will recommend an amendment [now 256(7)(a)(i)(E) — ed.] which 
will provide that where Pubco, a “specified corporation” within the meaning of sub- 
section 55(1) of the Act, spins off its shares of Subco to Newco in the course of a 
reorganization in which all the dividends that are received are ones to which para- 
graph 55(3)(b) of the Act applies, control of Subco will be considered not to have 
been acquired solely as a result of the acquisition of the Subco shares by Newco. We 
will also recommend that such an amendment be effective for acquisitions made after 
2000. If the recommendation is acted upon, we anticipate that such an amendment 
would be included in a future technical bill. 


Taxable Canadian Property 


As well, because of subparagraph 115(1)(b)(iv). of the Act, the special shares of 
Pubco that will be acquired by a non-resident shareholder of Pubco pursuant toa 
Plan of Arrangement will be considered to be taxable Canadian’ property for the pur- 
poses of the Act. Under the provisions of sections 85 and 85.1 of the Act, the taxable 
Canadian property status of the special shares issued by Pubco will cause the Newco 
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shares acquired by the on-resident in ex ee for the. non-resident’ s special shares 


(ii) the ee or cancellation at any particular time of, 
or a change at any particular time in the rights, privileges, 
restrictions or conditions attaching to, shares of the particular 
corporation or of a corporation controlling the particular cor- 
poration, where each person and each member of each group 
of persons that controls the particular corporation immedi- 
ately after the particular time was related (otherwise than be- 
cause of a right referred to in paragraph 251(5)(b)) to the 
corporation 


(A) immediately before the particular time, or 


(B) immediately before the death of a person, where the 
shares were held immediately before the particular time 
by an estate that acquired the shares because of the per- 
son’s death; 


Proposed 7 ddition - — 256( t ay(ii) 


(b) where at any time 2 or more corporations (each of which is 
referred to in this paragraph as a “predecessor corporation’) 
have amalgamated to form one corporate entity tah this para- 
graph referred to as the “new corporation”), 


(i) control of a corporation is deemed not to have been ac- 
quired by any person or group of persons solely because of 
the amalgamation unless it is deemed by subparagraph (ii) or 
(iii) to have been so acquired, 


(ii) a person or group of persons that controls the new corpo- 
ration immediately after the amalgamation and did not con- 
trol a predecessor corporation immediately before the amal- 
gamation is deemed to have acquired immediately before the 
amalgamation control of the predecessor corporation and of 
each corporation it controlled immediately before the amal- 
gamation (unless the person or group of persons would not 
have acquired control of the predecessor corporation if the 
person or group of persons had acquired all the shares of the 
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predecessor corporation immediately before the amalgama- 
tion), and 


(iii) control of a predecessor corporation and of each corpo- 
ration it controlled immediately before the amalgamation is 
deemed to have been acquired immediately before the amal- 
gamation by a person or group of persons 


(A) unless the predecessor corporation was related (other- 
wise than because of a right referred to in paragraph 
251(5)(b)) immediately before the amalgamation to each 
other predecessor corporation, 


(B) unless, if one person had immediately after the amal- 
gamation acquired all the shares of the new corporation’s 
capital stock that the shareholders of the predecessor cor- 
poration, or of another predecessor corporation that con- 
trolled the predecessor corporation, acquired on the amal- 
gamation in consideration for their shares of the 
predecessor corporation or of the other predecessor cor- 
poration, as the case may be, the person would have ac- 
quired control of the new corporation as a result of the 
acquisition of those shares, or 


(C) unless this subparagraph would, but for this clause, 
deem control of each predecessor corporation to have 
been acquired on the amalgamation where the amalgama- 
tion is an amalgamation of 


(1) two. corporations, or 


(II) two corporations (in this subclause referred to as 
the “parents’”) and one or more other corporations 
(each of which is in this subclause referred to as a 
“subsidiary’’) that would, if all the shares of each sub- 
sidiary’s capital stock that were held immediately 
before the amalgamation by the parents had been held 
by one person, have been controlled by that person; 


(c) subject to paragraph (a), where 2 or more persons (in this 
paragraph referred to as the “transferors”) dispose of shares of 
the capital stock of a particular corporation in exchange for 
shares of the capital stock of another corporation (in this para- 
graph referred to as the “acquiring corporation”), control of the 
acquiring corporation and of each corporation controlled by it 
immediately before the exchange is deemed to have been ac- 
quired at the time of the exchange by a person or group of per- 
sons unless 


(i) the particular corporation and the acquiring corporation 
were related (otherwise than because of a right referred to in 
paragraph 251(5)(b)) to each other immediately before the 
exchange, or 


(ii) if all the shares of the acquiring corporation’s capital 
stock that were acquired by the transferors on the exchange 
were acquired at the time of the exchange by one person, the 
person would not control the acquiring corporation; 


paragr 
“part of a series of transactions or events, two. or more pues : 
acquire shares 0 ee Gn this Le referred to as 


. (within the De Le io section 25 Ll rate without 
reference to the definition “controlled” in subsection 


S. 256(7)(c.1)(i) 


251.1(3)) with the SIFT trust, SIFT partnership or real es- 
tate investment trust owned shares of the particular corpo- 
ration having a total fair market value of more than 50% of 
the fair market value of all the issued and outstanding 
shares of the particular corporation at all times during the 
period that 


(A) begins on the latest of July 14, 2008, the date the 
particular corporation came into existence and the time 
of the last acquisition of control, if any, of the particular 
corporation by a relevant person, and 


(B) ends immediately before the particular time, 


(ii) if all the securities (in this subparagraph as defined in 
subsection 122.1(1)) of the acquiring corporation that were 
acquired as part of the series of transactions or events at or 
before the particular time were acquired by one person, the 
person would 


(A) not at the particular time control the acquiring cor- 
poration, and 


(B) have at the particular time acquired securities of the 
acquiring corporation having a fair market value of not 
more than 50% of the fair market value of all the issued 
and outstanding shares of the acquiring corporation, or 


(iii) this paragraph previously applied to deem an acquisi- 
tion of control of the acquiring corporation upon an acqui- 
sition of shares that was part of the same series of transac- 
tions or events. 


Application: The August 27, 2010 draft legislation (Part 3 — other amendments), 
subsec. 119(1), will add para. 256(7)(c.1), applicable to transactions undertaken after 
4:00 p.m. EST March 4, 2010, other than transactions the parties to which are obli- 
gated to complete pursuant to the terms of an agreement in writing between the par- 
ties entered into before that time. However, the parties to a transaction shall be con- 
sidered not to be obligated to complete the transaction if one or more of those parties 
may be excused from completing the transaction as a result of amendments to the 
Act, 


Para. 256(7)(c.1) is also applicable to transactions completed or agreed to in writing 
in the period that begins on July 14, 2008 and ends at 4:00 pm EST March 4, 2010 if 
the parties to the transactions joindly elect in writing to the Minister of National Rev- 
enue on or before 


(a) where a party to the transactions is a partnership, the day that is the later of 


(i) the day that is the latest on which a return is required by section 229 of 
the Income Tax Regulations to be filed in respect of the partnership’s fiscal 
period that includes the day on which this draft legislation receives Royal 
Assent, and 


(ii) the day that is the latest filing-due date of any party for its taxation year 
that includes the day on which this draft legislation receives Royal Assent, 
and 


(b) if none of the parties to the transaction is a partnership, the day that is the 
latest filing-due date of any party for its taxation year that includes the day on 
which this draft legislation receives Royal Assent. 


For purposes of this application, the parties shall be considered to be the relevant 
SIFT trust, SIFT partnership, real estate investment trust and acquiring corporation 
described in para. 256(7)(c.1) or (g), as the case may be. 


Technical Notes (Sept. 10, 2010): Subsection 256(7) describes circumstances in 
which control of a corporation is deemed to have been acquired, or not to have been 
acquired, for the purposes of certain provisions of the Act. Subsection 256(7) is 
amended to add new paragraphs (c.1) and (g), generally applicable after March 4, 
2010. 


The Act contains a number of provisions aimed at preventing or restricting the use of 
tax losses after an acquisition of control of a corporation if the losses pre-date the 
acquisition of control. These rules include a rule, found in existing paragraph 
256(7)(c), that in general terms deems an acquisition of control of an acquiring cor- 
poration, and corporations controlled by it, in the case of certain “reverse takeovers”’. 


New paragraph 256(7)(c.1) clarifies that tax loss trading in similar “reverse takeover” 
transactions between a corporation and a SIFT trust, SIFT partnership (collectively, 

“SIFTs”, and determined without reference to subsection 122.1(2)), or real estate in- 
vestment trust (“REIT”) is contrary to the existing scheme of the Act. 


Subject to the exceptions in new subparagraphs 256(7)(c)(i), (ii) and (iii), new para- 
graph 256(7)(c.1) provides for control of a corporation (and of corporations con- 
trolled by it) to be deemed to have been acquired if, as part of a series of transactions 
or events (the “series”), two or more persons acquire shares at a particular time (the 
“acquisition time”) in the corporation (the “acquiring corporation”) in exchange for 
interests in a SIFT or REIT. For this purpose an exchange includes a redemption, 
surrender or distribution of an interest. 


Income Tax Act 


Consistent with the general scheme of the acquisition of control regime in subsection 
256(7), a deemed acquisition of control of a corporation will not occur under para- 
graph 256(7)(c.1) if, in respect of the exchange, there is a sufficient continuity of 
ownership of the corporation. Subparagraphs 256(7)(c.1)(@) and (ii) provide for this 
result. 


Subparagraph 256(7)(c.1)(@) applies to a corporation (and to each corporation con- 
trolled by it immediately before the acquisition time) if more than 50% (measured by 
value) of the shares of the corporation were owned by a person (including a partner- 
ship) affiliated with the SIFT or REIT (including the SIFT or REIT itself) throughout 
a qualifying period. The qualifying period is the period that ends immediately before 
the acquisition time and that begins, generally, on July 14, 2008. For corporations 
that come into existence on a particular day after July 14, 2008, the qualifying period 
begins on the particular day. If control of the corporation was last acquired by the 
affiliated SIFT or REIT at a particular time after the later of July 14, 2008 and the 
day on which the corporation came into existenen, then the qualifying period begins 
at that particular time. 


Subparagraph 256(7)(c.1)(ii) applies to a corporation and each corporation controlled 
by it immediately before the acquisition time if, were a hypothetical person to have 
acquired all of the securities (carrying the extended meaning provided by subsection 
122.1(1)) of the acquiring corporation that were actually acquired at or before the 
acquisition time and as part of the series, that hypothetical person would not have 
more than 50% of the shares (measured by value), and would not have control, of the 
acquiring corporation. 


Subparagraph 256(7)(c.1)(iii) pide: a third “safe harbour’ under which a deemed 
acquisition of control of a corporation will not occur under paragraph 256(7)(c.1). 
That subparagraph applies to a corporation if as part of the series paragraph 
256(7)(c.1) has already applied to deem an acquisition of control of the acquiring 
corporation, 


New paragraph 256(7)(c.1) applies after 4:00 p.m. Eastern Standard Time March 4, 
2010 (the “Application Time’). Howeyer, that paragraph will not apply to transac- 
tions that occur after that time if the parties to the transactions were at that time 
obligated, pursuant to an agreement in writing, subject to certain exceptions, to com- 
plete the transaction. Paragraph 256(7)(c.1) and new paragraph 256(7)(g) will both 
also apply to transactions that were completed or agreed to in writing between July 
14, 2008 and the Application Time if the parties (for this purpose being the acquiring 
corporation and, as the case may be, the REIT or SIFT) to the transactions so elect in 
writing to the Minister of atouy Revenue. 


Example 


A SIFT partnership has held at all times after July 14, 2008 all of the shares of 
Aco, which in turn has owned at all times after July 14, 2008 all of the shares of 
Opco. The interests in the SIFT partnership consist of publicly-traded LP units, 
and GP units held by GPco. 


Aco acquires all of the shares of GPco and all of the outstanding LP units in 
exchange for shares of Aco. The shares of Ace held by LP are redeemed in ex- 
change for its interest in Opco. Subject to subparagraph 256(7)(c.1){i) to (iii), 
paragraph 257(6)\c. / ) would apply to deem there to be an acquisition of control 
of Aco and Opco. 


Subparagraph 256(7)(c.1)(i) recognizes that the continuity of ownership of Aco 
and Opco has been preserved over the course of the reorganization of the SIFT 
partnership’s business and, as a result, will cause paragraph 256(7)(c.1) not to 
apply to deem an acquisition of control of either corporation to arise solely be- 
cause of that reorganization. 


Federal Budget, Notice of Ways and Means Motion, March 4, 2010: (35) 
That subsection 256(7) of the Act be modified to add a rule similar to that in existing 
paragraph 256(7)(c) such that where two or more persons dispose of interests in a 
SIFT trust (as defined in the Act, determined without reference to subsection 
122.1(2) of the Act), SIFT partnership (as defined in the Act, determined without 
reference to subsection 197(8) of the Act) or real estate investment trust in exchange 
for shares of the capital stock of a corporation, control of that corporation and of each 
corporation controlled by it immediately before the exchange is deemed to have been 
acquired at the time of the exchange by a person or group of persons. 


(36) That subsection 256(7) of the Act be modified such that where a SIFT wih@ep 
corporation is the only beneficiary of a trust and the trust controls another corpora- 
tion, on a distribution of the shares of the other corporation that is part of a SIFT trust 
wind-up event (as defined in the Act), the SIFT wind-up corporation will be deemed 
not to acquire control of the other corporation because of that distribution. 


(37) That the amendments referred to in paragraphs (35) and (36) apply to transac- 
tions undertaken after 4:00 pm Eastern Standard Time March 4, 2010, other than 
transactions that the parties are obligated to complete pursuant to the terms of an 
agreement in writing between the parties entered into before that time. A party shall 
be considered not to be obligated to complete a transaction if the party may be ex- 
cused from completing the transaction as a result of amendments to the Income Tax 
Act. If the relevant parties so elect in writing, the amendments referred to in 
paragraphs (35) and (36) will apply to transactions that were completed or agreed to 
in writing before 4:00 pm Eastern Standard Time March 4, 2010. 


Federal Budget, Supplementary Information, ahs 4, 2010: SIFT Conver- 
sions and Loss Trading 


The Income Tax Act includes provisions intended to allow specified investment flow- 
through (SIFT) trusts and partnerships — commonly referred to as income trusts and 
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Part XVII — Interpretation 


(a) where at any time shares of the capital stock of a particular 
corporation are disposed of to another corporation (in this para- 
graph referred to as the “acquiring corporation’) for considera- 
tion that includes shares of the acquiring corporation’s capital 
stock and, immediately after that time, the acquiring corporation 
and the particular corporation are controlled by a person or 
group of persons who 


(i) controlled the. particular corporation immediately before 
that time, and 


(11) did not, as part of the series of transactions or events that 
includes the disposition, cease to control the acquiring 
corporation, 


control of the particular corporation and of each corporation 
controlled by it immediately before that time is deemed not to 
have been acquired by the acquiring corporation solely because 
of the disposition; 


(e) where at any time all the shares of the capital stock of a par- 
ticular corporation are disposed of to another corporation (in this 
paragraph referred to as the “acquiring corporation’) for consid- 
eration that consists solely of shares of the acquiring corpora- 
tion’s capital stock and, immediately after that time, 


(i) the acquiring corporation is not controlled by any person 
or group of persons, and 


(ii) the fair market value of the shares of the capital stock of 
the particular corporation is not less than 95% of the fair 
market value of all the assets of the acquiring corporation, 


control of the particular corporation and of each corporation 
controlled by it immediately before that time is deemed not to 
have been acquired by the acquiring corporation solely because 
of the SEN and 


_ Proposed Amendment: Lo -256(7)(e) - 


not to have been Lean at the eoetnee time by ac rpora- 
tion (in this paragraph referred to as the “acquiring corpora- 
tion”) if at the particular time, the acquiring corporation ac- 
quires shares of the particular corporation’s capital stock for 
consideration that consists solely of shares of the acquiring 
EOERORUOR, s capital s stock, and if 


(i) immediately after the ‘particular’ ino 


(A) the acquiring corporation owns al the shares of 
each class of the particular corporation’s capital stock 
(determined without reference to shares of a specified 


S. 256(7)(f) 


stock of the cia ite oi 
fe the acquiring Q he fen aes the acquiring cor 
poration owns all ¢ 


than shares of a specifi 


toa situation where the acquiring barporstion owns anes of he particular corpora- 
tion indirectly through a subsidiary controlled corporation if the acquiring corpora- 
tion and the subsidiary controlled corporation ate ler as ae of a oe 2’ 
arrangement that includes the acquisition. — we 


(f) if a particular trust is the only beneficiary of another trust, the 
particular trust is described in paragraph (c) of the definition 
“SIFT trust wind-up event’, the particular trust would, in the ab- 
sence of this paragraph, acquire control of a corporation solely 
because of a SIFT trust wind-up event that is a distribution of 
shares of the capital stock of the corporation by the other trust, 
and the other trust controlled the corporation immediately before 
the distribution, the particular trust is deemed not to acquire con- 
trol of the corporation because of the distribution. 
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S. 256(7)(g) 


Proposed Addition — 256(7)(g) 


(g) a corporation (in this paragraph referred to as the “acquir- 
ing corporation”) that acquires shares of another corporation 
on a distribution that is a SIFT trust wind-up event of a SIFT 
wind-up entity is deemed not to acquire control of the other 
corporation because of that acquisition where the following 
conditions are met 


(i) the SIFT wind- up entity is a trust whose only benefici- 
ary immediately petore the distribution is Me agureine 
corporation, 


(ii) the SIFT wind-up entity contep hed the es corpora- 
tion immediately before the distribution, — 


(ili) as part of a series of transactions or events under which 
the acquiring corporation became the only beneficiary 
under the trust, two or more persons acquired shares in the 
acquiring corporation in exchange for pe nek as . Den 
eficiaries under the trust, and 


(iv) if all the shares described in slibparerapk ee ‘had 
been acquired by one person, the ee would 


(A) control the acquiring corpo 


(B) have acquired shares of the acquiring, 
having a fair market value of more than 50% of the fair 
market value of all the i: 
the acquiring corporatior 
Application: The August 27, 2010 draft legislation (Part 3 — other amendments), 
subsec. 119(2), will add para. 256(7)(g), applicable to transactions undertaken after 
4:00 p.m. EST March 4, 2010, other than transactions the parties to which are obli 
gated to complete pursuant to the terms of an agreement in writing between the par 


ties entered into before that time. However, the parties to.a transaction shall be con- _ 


sidered not to be obligated to complete the transaction if one or more of those parties 
may be excused from ea the sais action as a sooult 4 amendments to Me 
Act. . Ree ss 


Para. 256(7)(g) is also peolicbie to encictons scones or aged to in ponead in 
the period that begins on July 14, 2008 and ends at 4:00 pm EST March 4, 2010 if 


the parties to the transactions sored: elect in writing to the Shee of neaons! Rev- 


enue on or before 
(a) where a party to the transactions is a partnership, the 


(i) the day that is the latest on which a return is required by section 229 of 
the Income Tax Regulations to be filed in respect of the partnership’ s fiscal 


period that includes the day on which this Bs ees. receives Royal 


Assent, and 


(ii) the day that is the latest filing-due date of any party for its taxation. year 
that ue the day on which this draft legislat receives oe Assent, 
and — / 


ro) if none of the parties to the transaction is a cals ie, the sau ca is the 
latest filing-due date of any party for its taxation year that ines the = on 
which this draft legislation receives Royal Assent. ; 


For purposes of this application, the parties shall be considered to 5 be the relevant 


SIFT trust, SIFT partnership, real estate investment trust and acquiring corporation 
described i in para. 256(7)(c.1) or (g), as the case may be. 


Technical Notes (Sept. 10, 2010): New paragraph 256(7)(g) applies to Cae 
that an acquisition of control of a corporation (“subsidiary corporation”) does not 


occur upon a distribution of shares of the subsidiary corporation’s capital stock to 


another corporation (the “acquiring corporation’ y by a trust on a SIFT trust wind-up 


event of the trust. 


The requirements that must be met in order for paraeeph 256(7)(g) to apply to the. 


subsidiary corporation are that the following: 


* the distributing trust must be a SIFT wind-up entity — meaning a SIFT trust (dee 
termined without reference to subsection 122.1(2) of the Act), or a real estate _ 


investment trust; 


* the trust must control the subsidiary oni aa immediatly before the 
distribution; 


e 


the acquiring corporation must be the sole beneficiary of the trust inunedianty 
before the distribution and it must have come to be in that position as part of a 
series of transactions under which two or more persons acquired shares (the “ex- 
change shares”) of its capital oe in exchange for their interests as Benet nance 
under the trust; and yy 


had all of the exchange shares been acquired by a hypothetical person, the person 
would have more than 50% of the shares (measured by Sages sy woud me 
control, of the acquiring corporation. 


New paragraph 256(7)(g) applies after 4:00 p.m. Easter Standard Thine March 4, 
2010 (the “Application Time”). However, that paragraph will not apply to transac- 


Income Tax Act 


tions that occur after that time if the parties to the transactions were at that time 
obligated, pursuant to an agreement in writing, subject to certain exceptions, to com- 
plete the transaction. That paragraph and new paragraph 256(7)(c.1) will also apply 
to transactions that were completed or agreed to in writing between July 14, 2008 
and the Application Time if the parties (for this purpose being the acquiring corpora- 
tion and the trust) to the transactions so elect in writing to the Minister of National 


ued and outstanding hares o 


y that is the later of 


Revenue. 
Example — 
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paragraph 256(7)(g) of t 


Trust A, a SIFT trust, owns 100% of the shares of Aco, which in turn owns 100% 
_ of the shares of Cco. Bco is a corporation none of the shareholders of which is 


Trust A or person affiliated with Trust A. On July 1, 2010, Bco acquires from 
Trust A’s unitholders all of the outstanding units of Trust A. As consideration for 
the trust units acquired, Bco issues to Trust A’s unitholders shares of its capital 
Stock carrying 51% of the votes of Bco. Trust A undergoes, on July 2, 2010, a 
SIFT trust wind-up event, and distributes its shares of Aco to Beo. 


Paragraph 256(7)( @) of the Act will apply to deem there to i no acquisition of 
control of either Aco or Cco on the distribution. 


Had the transactions described above occurred in February 2010, in onder fom) 
ct to apply to deem no acquisition of control of Aco 
or Cco to occur on the distribution, Bco and Trust A must file a valid election 
with the CRA. However, the filing of the election would also result in the appli- 
cation of paragraph 257(6)(c.1) to the transactions under which Trust A’s 
unitholders acquired capital stock carrying 51% of the votes of Bco. Specifically, 
raph would apply to deem there to have been an acquisition of control 
spect of that exchange. 


Federal Budget, Notice of Ways and Means Motion and oh: aie 
Information, March 4, 2010: See under 256(7)(c.1). 


Related Provisions: 139.1(18) — Control deemed not acquired on demutualization 
of insurer; 256(8.1) — Corporations without share capital. 


History: Para. 256(7)(f) added by 2009, c. 2, subsec. 78(1), applicable after July 14, 
2008. 


The opening words of subsec. 256(7) amended by 2005, c. 19, s. 55 to replace “subsec- 
tions 85(1.2) and 88(1.1) and (1.2)” with “subsections 85(1.2), 88(1.1) and (1.2) and 
110.1€1.2)”, 


The opening words of subsec. 256(7) amended by 1998, c. 19, subsec. 246(2), applica- 
ble after April 26, 1995 except that the reference to section 18.1 is applicable after 
November 17, 1996. The opening words formerly read: 


applicable in respect of gifts made after March 22, 2004. 


(7) For the purposes of subsection 13(24), sections 37 and 55, subsections 
66(11), (11.4) and (11.5), 66.5(3) and 66.7(10) and (11), section 80, paragraph 
80.04(4)(h), subsections 85(1.2), 87(2.1) and (2.11), 88(1.1) and (1.2) and 
89(1.1), sections 111 and 127 and subsection 249(4),, 


Subpara. 256(7)(a)(ii) amended by the said c. 19, subsec. 246(3), applicable to 1994 et 
seq. Subpara. 256(7)(a)(ii) formerly read: 


(ii) the redemption or cancellation at any time of shares of the particular corpora- 
tion or of a corporation controlling the particular corporation, where the person 
or each member of the group of persons that controls the corporation immedi- 
ately after that time was related to the corporation (otherwise than because of a 
right referred to in paragraph 251(5)(b)) immediately before that time; and 


Para. 256(7)(b) amended, paras. (c), (d) and (e) added, by the said c. 19, subsec. 
246(4), para. 256(7)(b) applicable 


(a) to mergers that occur after April 26, 1995, other than a merger that occurs 
pursuant to a written agreement made before that day where the corporate entity 
formed by the merger so elects before January 1999; and 


(b) to a merger that occurred after 1992 and before April 26, 1995 where the cor- 
porate entity formed by the merger so elects before January 1999; 


para. 256(7)(c) applicable to exchanges that occur after April 26, 1995, other than an 
exchange that occurs pursuant to a written agreement made before that day; and paras. 
256(7)(d) and (e) applicable after April 26, 1995 except that, with respect to acquisi- 
tions of shares that occur before June 20,.1996 or pursuant to a written agreement made 
before June 20, 1996, subpara. 256(7)(e)(ii) shall be read as follows: 


(ii) all or substantially all of the fair market value of the shares of the acquiring 
corporation’s capital stock is attributable to the shares acquired by it at that time, 


Para. 256(7)(b) formerly read: 


(b) where there has been an amalgamation (within the meaning assigned by sec- 
tion 87) of two or more corporations after November 12, 1981, and a person or 
group of persons controlled the new corporation immediately after the amalga- 
mation and did not control a particular predecessor corporation immediately 
before the amalgamation, that person or group of persons shall be deemed to 
have acquired control of the particular predecessor corporation immediately 
before the amalgamation unless control would not have been acquired if the per- 
son or group of persons that controlled the new corporation immediately after the 
amalgamation had acquired all of the shares of the particular predecessor corpo- 
ration immediately before the amalgamation. 


Part XVII — Interpretation 


The opening words of subsec. 256(7) amended by 1995, c: 21, subsec. 44(1), applicable 
to amalgamations, acquisitions, redemptions and cancellations that occur after ha 
21, 1994. The opening words formerly read: 


(7) For the, purposes of subsection. 13(24),. sections 37 and 55, subsections 
66(11), (11.4) and (11.5), 66.5(3), 66.7(10) and (11), 85(1.2), 87(2.1).and (2.11), 
88(1.1) and. (1.2) and 89(1.1), sections 111 and 127. and subsection 249(4), 


The opening words of subsec. 256(7) amended by 1995, c. 3, subsec. 55(1), applicable 
to amalgamations, acquisitions, redemptions and cancellations that occur after February 
21, 1994. The opening words formerly read: 


(7) For the purposes of subsection 13(24), section 37, subsections 66(11), (11.4) 
and (11.5), 66.5(3), 66.7(10) and (11), 85(1.2), 87(2.1) and (2.11), 88(1.1) and 
(1.2) and 89(1.1), sections 111 and 127 and subsection 249(4), 


All that portion of subsec.:256(7) preceding para. (b) substituted by 1994, c. 21; 5.114, 
applicable to: acquisitions, redemptions and cancellations occurring after 1992. That 
portion of the subsec. formerly. read: 


(7) Control deemed not to be acquired — For the purposes of subsection 
13(24), section 37, subsections 66(11), (11.4) and (11.5), 66.5(3), 66.7(10) and 
(11), 85(1.2), 87(2.1), 88(1.1) and (1.2) and '89(1:1), sections 11 and 127 and 
subsection 249(4), 


(a)’a person shall be deemed ‘not to have acquired control of a particular 
corporation, or of any corporation controlled ‘by it, because of the redemp- 
tion, acquisition or cancellation of shares of the particular corporation if that 
person 


(i) was, immediately before the share redemption, acquisition or cancel- 
lation, related (otherwise than because of a right referred to in paragraph 
251(5)(b)) to the particular corporation, 


(ii) was an executor, administrator or trustee of an estate who acquired 
the shares by virtue of the death of any other person, 


(1) acquired the shares by way of a distribution from. an estate arising 
on the death: of another person with whom the first-mentioned person 
was related, or 


(iv) was a corporation formed by an‘amalgamation (within the meaning 
of section 87) of two or more predecessor corporations each of which 
was related (otherwise than by virtue of a right referred to in paragraph 
251(5)(b)) to the particular corporation immediately before the amalga- 
mation; and 
All that portion of subsec. 256(7) preceding subpara. (a)(ii) amended by 1994, c. 7, 
Sch. II (1991, c. 49), subsecs. 198(3), (4), to add reference to subsec. 85(1.2), applica- 
ble to dispositions occurring after 1984, and to substitute all that portion of para. (a) 
preceding subsec. (ii), applicable with respect to redemptions, acquisitions and cancel- 
lations of shares occurring after 1989, except that, in applying the para. to a person who 
so elected by notifying the Minister of National Revenue in writing before: 1992 [1994, 
c.,7, Sch. VII (1993, c.. 24), -s..159 provides that such.an election made.before Decem- 
ber 11, 1993 shall be deemed to have been made before 1992], the references therein to 
“redemption” and “cancellation” shall be read as references to “redemption after July 
13, 1990” and “cancellation after July 13, 1990”, respectively. The substitution portion 
of para. (a) formerly read: 
(a) where shares of a particular corporation have been acquired bya person after 
March 31, 1977, that person shall be deemed not. to have acquired: control of the 
particular corporation by virtue of that share acquisition if that person 
(i) was, immediately before the share acquisition, related (otherwise-than by 
virtue of a right referred to in paragraph 251(5)(b)) to the particular 
corporation, 
Selected Cases [subsec. 256(7)]: Duha Printers (Western) Ltd. v. R., [1998] 3 
C.T.C. 303, (SCC); rev'd [1996] 3 C.T.C.. 19 (FCA) (Documents of constitutional or 
constating nature may be used to determine relationship and de jure control). 
Interpretation Bulletins: IT-64R4: Corporations: association and control; IT-302R3: 
Losses of a corporation — the effect that acquisitions of control, amalgamations, and 
windings-up have on their deductibility; IT-474R:;\Amalgamations of Canadian 
corporations. 
1.T. Technical News: 7 (control by a group — 50/50 arrangement); 16 (Duha Print- 
ers case); 34 (change in trustees and control). 


Advance Tax Rulings: ATR-7: Amalgamation inyolving losses and control. 


(8) Deemed exercise of right — Where at any time a taxpayer 
acquires a right referred to in paragraph 251(5)(b) in respect of a 
share and it can reasonably be concluded that one of the main pur- 
poses of the acquisition is 


(a) to avoid any limitation on the deductibility of any non-capital 
loss, net. capital loss, farm loss or any expense or other amount 
referred to in subsection 66(11), 66.5(3). or 66.7(10) or.(11), 


(b) to avoid the application of subsection 10(10) or-13(24), para- 
graph 37(1)(h) or subsection 55(2) or 66(11.4) or (11.5), para- 
graph 88(1)(c.3) or subsection sgt (5.1), (5.2) or (5.3), 
181.1(7) or 190.1(6), 


S. 256(8) 


(c) to avoid the application of paragraph (j) or (k) of the defini- 
tion “investment tax credit” in subsection 127(9), 


(d) to avoid the application of section 251.1, or 
(e) to affect the application of section 80, 


the taxpayer is deemed to be in the same position in relation to the 
control of the corporation as if the right were immediate and abso- 
lute and as if the taxpayer had exercised the right at that time for the 
purpose of determining whether control of a corporation has been 
acquired for the purposes of subsections 10(10) and 13(24), section 
37, subsections 55(2), 66(11), (11.4) and (11.5), 66.5(3), 66.7(10) 
and (11), section 80, paragraph 80.04(4)(h), subparagraph 
88(1)(c)(vi), paragraph 88(1)(c.3), sections 111 and 127 and sub- 
sections 181.1(7), 190.1(6) and 249(4), and in determining for the 
purpose of section 251.1 whether a corporation is controlled by any 
person or group of persons. 


Related Provisions: 256(8.1) — Corporations without share capital. 


History: Subsec. 256(8) amended by 1998, c. 19, subsec. 246(5), applicable after Feb- 
ruary 21, 1994 except that, 


(a) in its application after February 21, 1994 and before June 24, 1994, subsec. 
256(8) shall be read as follows: 


(8) Where at any time a taxpayer acquires a right referred to in paragraph 
251(5)(b) in respect of shares and it can reasonably be concluded that one of 
the main purposes of the acquisition is 


(a) to avoid any limitation on the deductibility of any non-capital loss, 
net capital loss, farm loss or any expense or other amount referred to in 
subsection 66(11), 66.5(3) or 66.7(10) or (11), 


(b) to avoid the application of subsection, 13(24), paragraph 37(1)(h), 
subsection 66(11.4) or (11.5), paragraph 88(1)(c.3) or subsection 111(4), 
(5.1), (5.2) or (5.3), 


(c) to avoid the application of paragraph (j) or (k) of the definition “in- 
vestment tax credit” in subsection 127(9), or 


(d) to affect the application of section 80, 


the taxpayer is deemed to have acquired the shares at that time for the pur- 
pose of determining whether control of the corporation has been acquired for 
the purposes of subsection 13(24), section 37, subsections 66(11), (11.4),and 
(11.5), 66.5(3) and 66.7(10) and (11), section 80, paragraph 80.04(4)(h), 
subparagraph 88(1)(¢)(vi), paragraph 88(1)(c.3), sections 111 and 127 and 
subsection 249(4). 


and 


(b) in its application after June 23, 1994 and before April 27, 1995, subsec. 256(8) 
shall be read as follows: 


(8) Where at any time a taxpayer acquires a right referred to in paragraph 
251(5)(b) in respect of shares and it can reasonably be concluded that one of 
the main purposes of the acquisition is 


(a) to avoid any. limitation-on the deductibility of any non-capital loss, 
net capital loss, farm.loss or any expense or other amount referred to. in 
subsection 66(11), 66.5(3) or 66.7(10), or (11), 


(b). to.avoid the application of subsection 13(24), paragraph 37(1)(h), 
subsection 55(2), 66(11.4) or (11.5), paragraph, 88(1)(c.3) or subsection 
111(4), (5.1), (5.2) or (5.3), 


(c) to avoid the application of paragraph (j) or (k) of the definition “in- 
vestment tax credit” in subsection 127(9), or 


(d) to affect the application of section 80, 


“the taxpayer is deemed to have acquired 'the shares at that time for the pur- 
pose of determining whether control of the corporation has been acquired for 
the: purposes of subsection: 13(24); sections 37 and 55, subsections 66(11), 
(11.4). and. (11,5),; 66.5(3) and: 66.7(10) .and (11), section,80, paragraph 
80.04(4)(h) subparagraph. 88(1)(c)(vi),. paragraph. 88(1)(c.3), sections, 111 
and 127 and subsection 249(4). 


Subsec., 256(8), formerly read: 


(8) Deemed, acquisition of shares = Where at any. time a taxpayer acquires a 
right referred to in paragraph 251(5)(b) with respect to shares and it.can reasona- 
bly be concluded that one of the main purposes of the acquisition is 


(a) to avoid any limitation on the deductibility of any non-capital loss, net 
capital loss, farm loss, expense or other amount referred to in subsection 
66(11), 66.5(3) or 66.7(10) or (11), 


(b) to avoid the: application of subsection 13(24), paragraph 37(1)(h) or sub- 
section 55(2), 66(11.4) or (11.5) or 111(4), (5.1), (5.2) or (5.3), 


(c) to avoid the application of paragraph (j) or (k) of the definition “invest- 
ment tax credit” in subsection 127(9), or 


(d) to affect the application of section 80, 
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in determining whether control of the corporation is acquired for the purposes of 
subsection 13(24), sections 37 and 55, subsections 66(11), (11.4) and (11.5), 
66.5(3) and 66.7(10) and (11), section 80, paragraph 80.04(4)(h), sections 111 
and 127 and subsection 249(4), the taxpayer shall be deemed to have acquired 
the shares at that time. 


Subsec. 256(8) amended by 1995, c. 21, subsec. 44(2), applicable to acquisitions that 
occur after February 21, 1994, except that, with respect to acquisitions that occur 
before June 24, 1993, 


(a) paragraph 256(8)(b) shall be read without reference to subsec. 55(2); and 


(b) the concluding portion of subsection 256(8) shall be read without reference to 
S.. D5 


Subsec. (8) formerly read: 


(8) Deemed acquisition of shares — Where at any time a taxpayer has ac- 
quired a right referred to in paragraph 251(5)(b) with respect to shares and it can 
reasonably be concluded that one of the main purposes of the acquisition was to 
avoid 
(a) any limitation on the deductibility of any non-capital loss, net capital 
loss, farm loss, expense or other amount referred to in subsection 66(11), 
66.5(3) or 66.7(10) or (11), 


(b) the application of subsection 13(24), paragraph 37(1)(h), or subsection 
55(2), 66(11.4) or (11.5), 111(4), (5.1), (5.2) or (5.3), or 


(c) the application of paragraph (j) or (k) of the definition “investment tax 
credit” in subsection 127(9), 


in determining whether control of a corporation has been acquired for the pur- 
poses of subsection 13(24), sections 37 and 55, subsections 66(11), (11.4) and 
(11.5), 66.5(3) and 66.7(10) and (11), sections 111 and 127 and subsection 
249(4), the taxpayer shall be deemed to have acquired the shares at that time. 


That portion of subsec. 256(8) after para. (a) amended by 1995, c. 3, subsec. 55(2), 
applicable to acquisitions that occur after June 23, 1994. That portion formerly read: 


(b) the application of subsection 13(24), paragraph 37(1)(h) or subsection 
66(11.4) or (11.5), 111(4), (5.1), (5.2) or (5.3), or 


(c) the application of paragraph (j) or (k) of the definition “investment tax credit” 
in subsection 127(9), 


in determining whether control of the corporation has been acquired for the purposes 
of subsection 13(24), section 37, subsections 66(11), (11.4) and (11.5), 66.5(3), 
66.7(10) and (11), sections 111 and 127 and subsection 249(4), the taxpayer shall be 
deemed to have acquired the shares at that time. 


Interpretation Bulletins: IT-64R4: Corporations: association and control. 


(8.1) Corporations without share capital — For the purposes 
of subsections (7) and (8), 


(a) a corporation incorporated without share capital is deemed to 
have a capital stock of a single class; 


(b) each member, policyholder and other participant in the cor- 
poration is deemed to be a shareholder of the corporation; and 


(c) the membership, policy or other interest in the corporation of 
each of those participants is deemed to be the number of shares 
of the corporation’s capital stock that the Minister considers rea- 
sonable in the circumstances, having regard to the total number 
of participants in the corporation and the nature of their 
participation. 

History: Subsec. 256(8.1) added by 1998, c. 19, subsec. 246(5), applicable after April 

26, 1995. 


(9) Date of acquisition of control — For the purposes of this 
Act, other than for the purposes of determining if a corporation is, 
at any time, a small business corporation or a Canadian-controlled 
private corporation, where control of a corporation is acquired by a 
person or group of persons at a particular time on a day, control of 
the corporation shall be deemed to have been acquired by the per- 
son or group of persons, as the case may be, at the beginning of that 
day and not at the particular time unless the corporation elects in its 
return of income under Part I filed for its taxation year that ends 
immediately before the acquisition of control not to have this sub- 
section apply. 

Related Provisions: 220(3.2), Reg. 600(b) — Late filing or revocation of election; 
249(4) — Deemed year end where change of control occurs; Reg. 6204(4) — Subsec. 


256(9) ignored for purposes of “specified person” in determining prescribed shares 
under 110(1)(d). 


History: Subsec. 256(9) amended by 2009, c. 2, subsec. 78(2), applicable in respect of 
an acquisition of control of a corporation that occurs after 2005, other than in respect of 
such an acquisition of control that occurs before January 28, 2009 and in respect of 
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which the taxpayer elects in writing, filed with the Minister of National Revenue on or 
before the taxpayer’s filing-due date for the taxpayer's 2009 taxation year, that the 
amendment not apply. 


The said c. 2, subsec. 78(5), states that a taxpayer is deemed to have made the election 
described above in respect of an acquisition of control of a corporation that occurs 
before January 28, 2009 if it can reasonably be considered, having regard to a return of 
income, notice of objection, or notice of appeal, filed or served by the taxpayer under 
the Act before January 28, 2009, that the taxpayer has interpreted and applied subsec- 
tion 256(9) for the purposes of determining if the corporation was a small business 
corporation or a Canadian-controlled private corporation at the time of the transfer of 
shares of the corporation that caused the acquisition of control to occur. 


Subsec. 256(9) formerly read: 


(9) For the purposes of this Act, where control of a corporation is acquired by a 
person or group of persons at a particular time on a day, control of the corpora- 
tion shall be deemed to have been acquired by the person or group of persons, as 
the case may be, at the commencement of that day and not at the particular time 
unless the corporation elects in its return of income under Part I filed for its 
taxation year ending immediately before the acquisition of control not to have 
this subsection apply. 


Selected Cases [subsec. 256(9)]: Survivance (La) v. R., [2007] 1 C.T.C. 189 
(FCA) (Provision equally applicable to party ceding control as to party acquiring 
control). 

Definitions [s. 256]: “affiliated” — 251.1; “amount” — 248(1); “arm’s length” — 
251(1); “associated” — 256; “beneficiary” — 248(25); “business” — 248(1); “Can- 
ada” — 255; “Canadian-controlled private corporation” — 125(7), 248(1); “child” — 
252(1); “class of shares” — 248(6); “common share” — 248(1); “controlled directly or 
indirectly” — 256(5.1), (6.2); “corporation” — 248(1), Interpretation Act 35(1); “divi- 
dend” — 248(1); “distribution date” — 256(1.2)(f)(i); “estate” — 104(1), 248(1); 
“farm loss” —111(8), 248(1); “fiscal period” — 249(2)(b), 249.1; “group” — 
256(1.2)(a); “individual” — 248(1); “investment tax credit” — 127(9), 248(1); “Min- 
ister” — 248(1); “net capital loss”, “non-capital loss” — 111(8), 248(1); “paid-up capi- 
tal” — 89(1), 248(1); “parent” — 252(2)(a); “person”, “prescribed” — 248(1); “pre- 
scribed rate” — Reg. 4301; “principal amount”, “property” — 248(1); “real estate 
investment trust” — 122.1(1);. “related” — 251(2)-(6); “related group” — 251(4); 
“SIFT partnership” — 197(1), (8), 248(1); “SIFT trust’ — 122.1(1), (2), 248(1); “SIFT 
trust wind-up event”, “SIFT wind-up entity” — 248(1); “series of transactions” — 
248(10); “share”, “shareholder”, “small business corporation” — 248(1); “specified 
class” — 88(1)(c.8), 256(1.1); “subject corporation” — 256(6.1)(b); “subsidiary 
wholly-owned corporation” — 248(1); “substituted” — 248(5); “taxation year” — 249; 
“taxpayer” — 248(1); “testamentary trust” — 108(1), 248(1); “trust” — 104(1), 
248(1), (3). 


257. Negative amounts — Except as specifically otherwise pro- 
vided, where an amount or a number is required under this Act to be 
determined or calculated by or in accordance with an algebraic 
formula, if the amount or number when so determined or calculated 
would, but for this section, be a negative amount or number, it shall 
be deemed to be nil. 

Related Provisions: 248(1)taxable income” — Taxable income cannot be less than 
nil. 

Definitions [s. 257]: “amount” — 248(1). 


258. (1) [Repealed under former Act] 


(2) Deemed dividend on term preferred share — Notwith- 
standing subsection 15(3), an amount paid or payable after 1978 as 
interest on or as an amount in lieu of interest in respect of 


(a) any interest or dividend payable after November 16, 1978 on 
an income bond or an income debenture issued before Novem- . 
ber 17, 1978 or pursuant to an agreement in writing made before 
that date, or 


(b) a dividend that became payable or in arrears after November 
16, 1978 on a share of the capital stock of a corporation that is 
not a term preferred share by reason of having been issued 
before November 17, 1978 or pursuant to an agreement in writ- 
ing made before that date, 


shall, for the purposes of subsections 112(2.1) and 138(6), be 
deemed to be a dividend received on a term preferred share. 


Related Provisions: 248(13) — Interests in trusts and partnerships. 
Interpretation Bulletins: IT-52R4: Income bonds and income debentures (archived). 


(3) Deemed interest on preferred shares — Subject to sub- 
section (4), for the purposes of paragraphs 12(1)(c) and (k) and sec- 
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tions 113 and 126, each amount that is a dividend received in a 
taxation year on 


(a) a term preferred share by a specified financial institution res- 
ident in Canada from a corporation not resident in Canada, or 


(b) any other share that 
(i) is a grandfathered share, or 


(ii) was issued before 8:00 p.m. Eastern Daylight Saving 
Time, June 18, 1987 and is not deemed by~ subsection 
-112(2.22) to have been issued after that time 


by a corporation from a corporation not resident in Canada, if 
the dividend would have been a dividend in respect of which no 
deduction could have’ been made under subsection 112(1) or (2) 
or 138(6) because of subsection 112(2.2) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952, as it read 
on June. 17, 1987, if the corporation, that paid the dividend were 
a taxable Canadian corporation 


shall be deemed to be interest received in the year and not a divi- 
dend received on a share,of the capital stock. of. a corporation. 


Related Provisions: 248(1).— “amount” — stock dividend; 248(13) — Interests in 
trusts and partnerships. 


History: Subpara.-258(3)(b)(ii) amended by 2001, c. 17, s. 195, applicable in respect 
of dividends received after 1998. Subpara.(3)(b)(ii) formerly read: 


(ii) was issued before,8:00 p.m. Eastern Daylight Saving Time, June 18, 1987 
and was not deemed by paragraph 112(2.2)(f) to have been issued after that time 


Para. 258(3)(b) amended by 1994, 'c..7, Sch. VIII (1993,.c.:24), s. 141, applicable: to 
dividends received or deemed to be received on shares acquired after 8:00 p.m. EDST, 
June 18, 1987. Para. (3)(b) formerly read: 


(b) any other share by a corporation ‘from a corporation’ not resident in Canada, if 
the dividend would have been a dividend in respect of which no deduction could 
have been made under subsection 112(1) or (2) or 138(6) by reason of subsection 
112(2.2) of the Income Tax Act, chapter 148 of the Revised Statutes-of Canada, 
1952, as it read on June 17, 1987 if the corporation that paid the dividend were.a 
taxable Canadian corporation 


1.T. Application Rules: 69 (meaning of “chapter 148-of ....”). 
Interpretation Bulletins: IT-88R2: Stock dividends. 


(4) Exception — Subsection (3) is not applicable to a dividend de- 
scribed in paragraph (3)(a) if the share on which the dividend was 
paid was not acquired in the ordinary course of the business carried 
on by the corporation. 


(5) Deemed interest on certain shares — For the purposes of 
paragraphs 12(1)(c) and (k) and sections 113 and 126, a dividend 
received after June 18, 1987 and in a taxation year from a corpora- 
tion not resident. in Canada, other than a corporation in which the 
recipient had or would have, if the corporation were.a taxable Cana- 
dian corporation, a substantial interest (within the meaning assigned 
by section 191), on a share, if the dividend would have. been a divi- 
dend in respect of which no deduction could have been made under 
subsection 112(1) or (2) or 138(6) by reason of subsection 112(2.2) 
or (2.4) if the corporation that paid the dividend were a taxable Ca- 
nadian corporation, shall be deemed to be interest received in the 
year and not a dividend received on a share of the capital stock of 
the payer corporation. 

Related Provisions: 191(2), |. (3)—-Meaning of. “substantial, interest”; 
248(1)“amount” — stock dividend; 248(13) — Interests in trusts and. partnerships. 
Definitions [s. 258]: “amount” — 248(1); “Canada” — 255; “corporation”, “‘divi- 
dend”, “income bond”, “grandfathered share”, “person” — 248(1); “resident in Can- 
ada” — 250; “share” — 248(1); “specified financial institution” — 248(1); “substantial 
interest” — 191(2), (3); “taxable Canadian corporation” — 89(1), 248(1); “taxation 
year” — 249; “term preferred share” — 248(1); “trust” — 248(1), (3); “writing” — In- 
terpretation Act 35(1). 


Interpretation Bulletins [s. 258]: IT-88R2: Stock dividends. 


259. (1) Proportional holdings in trust property — For the 
purposes of subsections 146(6), (10) and (10.1), 146.2(6) and 
146.3(7), (8) and (9) and Parts X, X.2 and XI to XI.1, if at any time 
a taxpayer that is a registered investment or that is described in any 
of paragraphs 149(1)(r), (s),.(u) to (u.2) or (x) acquires, holds or 
disposes of a particular unit in a qualified trust and the qualified 


S. 259(1)(e) 


trust elects for any period that includes that time to have this’ sub- 
section apply, 


Proposed Amendment — 259 We in 


XI. 1, if at any time a taxpayer 1) is a registered investhent 
or that is described in any of paragraphs 149(1)(), (s), (u) or (x) 


ae ‘holds Or be ant oF a eas unit in a f qualiited trust 


Applicatio The July 16 201 erento (Part 1 — technical), s. 154, will 

opening ‘words of subsec. 259(1) to add reference to subsec. 146.1(2.1), 
applicable to 2000 et seq., except that in their application to taxation years that begin 
before 2005, the a rds” are to : 


259. a For the ‘pu of subsections 146(6), Go and ao. 1), 146. i@. 1) 

and ‘146. 30), (8) and (9) and Parts X, x 2 XI and X11, if at any time a tax- 

] payer described in section 205 acquires, holds or disposes of a particular unit 

ina qualified trust and the qualified trust elects for any aoe that includes 
that time to have this subsection apply, 4 


[A reference to 146. ru 


ts, 
acquire, aduntenpoe of its proponlignais interest in the underlying assets of the 
qualified trust. This rule can benefit a sap where the direct investment in. the / 


reduce or eliminate the “tax ss po that = from ne ‘non-qualified 
investments. 8 : : Ly ; 


Subsection 259(1) i is amended so that it applies for the purpose of the registration 
rules for registered education savings plans (RESPs). Under subsection 146.1(2.1), 
the registration of an RESP is revocable if a trust governed by the plan holds a non- 
qualified investment. This amendment will permit an RESP trust to make a direct 
investment in a quali st that is itself a non- qualified investment, without jeop- 
ardizing the registered status of the RESP, provided the qualified trust restricts its 
holdings: to qualified investments. . 


Technical Notes (A il 


Bill C-10, introduced i in the 2nd s n af the 39th Parlianent and eaitied be In- 
come Tax Amendments Act, 2006, includes a number of measures that enact or 
amend provisions that are also the subject of the present enaenne nt If both are en- 
acted, it will be necessi the 

nated. This is accompli 
the present enactment. 
Clause 44 ensures th 
section 259, which Lote rule that applies to poe plan 
trusts that acquire units of a “qualified trust”. 


[Since former Bill C-10 (2007) was never enacted (now replaced by July 16/10 draft. 
legisiauom.| this amendn lent will not automatically take effect— ed] : 


(a) the taxpayer shall be deemed not to acquire, hold or dispose 
of at that time, as the case may be, the particular unit; 


(b) where the taxpayer holds the particular unit at that time, the 
taxpayer shall be deemed to hold at that time that proportion (re- 
ferred to in this subsection as the “specified portion”) of each 
property (in this subsection referred to as a “relevant property”) 
held by the trust at that time that one (or, where the particular 
unit is a fraction of a whole unit, that fraction) is of the number 
of units of the trust outstanding at that time; 


(c) [Repealed] 

(d) where that time is the later of 
(i) the time the trust acquires the relevant property, and 
(ii) the time the taxpayer acquires the particular unit, 


the taxpayer shall be deemed to acquire the specified portion of 
a relevant property at that time; 


 (e) where that time is the time the specified portion of a relevant 
property is deemed by paragraph (d) to have been acquired, the 
fair market value of the specified portion of the relevant pro- 
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perty at that time shall be deemed to be the specified portion of 
the fair market value of the relevant property at the time of its 
acquisition by the trust; 


(f) where that time is the time immediately before the time the 
trust disposes of a particular relevant property, the taxpayer shall 
be deemed to dispose of, immediately after that time, the speci- 
fied portion of the particular relevant property for proceeds 
equal to the specified portion of the proceeds of disposition to 
the trust of the particular relevant property; 


(g) where that time is the time immediately before the time the 
taxpayer disposes of the particular unit, the taxpayer shall be 
deemed to dispose of, immediately after that time, the specified 
portion of each relevant property for proceeds equal to the speci- 
fied portion of the fair market value of that relevant property at 
that time; and 


(h) where the taxpayer is deemed because of this subsection 


(i) to have acquired a portion of a relevant property as a con- 
sequence of the acquisition of the particular unit by the tax- 
payer and the acquisition of the relevant property by the 
trust, and 


(ii) subsequently to have disposed of the specified portion of 
the relevant property, 


the specified portion of the relevant property shall, for the pur- 
poses of determining the consequences under this Act of the dis- 
position and without affecting the proceeds of disposition of the 
specified portion of the relevant property, be deemed to be the 
portion of the relevant property referred to in subparagraph (i). 


(2) [Repealed] 


(3) Election — An election by a qualified trust under subsection 
(1) shall be made by the qualified trust filing a prescribed form with 
the Minister and shall apply for the period 


(a) that begins on the later of 


(i) the day that is 15 months before the day on which the 
election is filed, and 


(ii) the day, if any, that is designated by the qualified trust in 
the election; and 


(b) that ends on the earlier of 


(i) the day on which the qualified trust files with the Minister 
a notice of revocation of the election, and 


(ii) the day, if any, that is designated by the qualified trust in 
the notice of revocation and that is not before the day that is 
15 months before the day on which the notice of revocation 
is filed. 


Interpretation Bulletins: IT-412R2: Foreign property of registered plans. 


Forms: T1024: Election to deem a proportional holding in qualified trust/corporate 
property. 


(4) Requirement to provide information — Where a qualified 
trust elects under subsection (1), 


(a) it shall provide notification of the election 


(i) within 30 days after making the election, to each person 
who held a unit in the qualified trust at any time in the period 
before the election was made and during which the election 
is applicable, and 


(ii) at the time of acquisition, to each person who acquires a 
unit in the qualified trust at any time in the period after the 
election was made and during which the election is applica- 
ble; and 


(b) if a person who holds a unit in the qualified trust at any time 
in the period during which the election is applicable makes a 
written request to the qualified trust for information that is nec- 
essary for the purpose of determining the consequences under 
this Act of the election for that person, the qualified trust shall 
provide to the person that information within 30 days after re- 
ceiving the request. 


Income Tax Act 


(5) Definitions — In this section, 
“qualified corporation’ — [Repealed] 


“qualified trust” at any time means a trust (other than a registered 
investment or a trust that is prescribed to be a small business invest- 
ment trust) where 


(a) each trustee of the trust at that time is a corporation that is 
licensed or otherwise authorized under the laws of Canada or a 
province to carry on in Canada the business of offering to the 
public its services as a trustee or a person who is a trustee of a 
trust governed by a registered pension plan, 


(b) all the interests of the beneficiaries under the trust at that 
time are described by reference to units of the trust all of which 
are at that time identical to each other, 


(c) it has never before that time borrowed money except where 
the borrowing was for a term not exceeding 90 days and the bor- 
rowing was not part of a series of loans or other transactions and 
repayments, and 


(d) it has never before that time accepted deposits. 


Related Provisions: 149(1)(0.4)— No tax payable by master trust; 248(10) — 
Series of transactions; 248(12) — Identical properties. 


Regulations: 5103 (prescribed small business investment trust; needs to be amended 
to apply for 259(5) rather than 259(3)). 


History [s. 259]: The opening words of subsec. 259(1) amended by 2009, c. 2, s. 79 
to substitute “146.2(6)” for “146.2(4)”, applicable to 2009 et seq. 


The opening words of subsec. 259(1) amended by 2008, c. 28, s. 37, applicable to 2009 
et seq. The opening words formerly read: 


(1) For the purposes of subsections 146(6), (10) and (10.1) and 146.3(7), (8) and 
(9) and Parts X, X.2 and X1.1, if at any time a taxpayer that is a registered invest- 
ment or that is described in paragraph 149(1)(r), (s), (u) or (x) acquires, holds or 
disposes of a particular unit in a qualified trust and the qualified trust elects for 
any period that includes that time to have this subsection apply, 


Opening words of subsec. 259(1) amended by 2005, c. 30, subsec. 18(1), applicable to 
taxation years that begin after 2004. The opening words formerly read: 


For the purposes of subsections 146(6), (10)'and (10.1) and 146.3(7), (8) and (9) 
and Parts X, X.2, XI and XI.1, where at any time a taxpayer described in section 
205 acquires, holds or disposes of a particular unit in a qualified trust and the 
trust elects for any period that includes that time to have the provisions of this 
subsection apply, 


Para. 259(1)(c) and subsec. 259(2) repealed by the said c. 30, subsecs. 18(2), (3), appli- 
cable to taxation years that begin after 2004. The para. and subsec. formerly read: 


(c) the cost amount to the taxpayer at that time of the specified portion of a 
relevant property shall be deemed to be equal to the specified portion of the cost 
amount at that time to the trust of the relevant property; 


(2) Proportional holdings in corporate property — Subsection (1) applies to 
an election by a qualified corporation as if 


(a) the reference to “a qualified trust” were read as “the capital stock of a 
qualified corporation’; 


(b) the references to “unit” were read as “share”; and 
(c) the references to “the trust” were read as “the corporation”’. 


Subsecs. 259(3) and (4) amended by the said c. 30, subsec. 18(4), applicable to taxation 
years that begin after 2004. The subsecs. formerly read: 


(3) The election by a trust or a corporation (in this subsection referred to as the 
“elector’”) under subsection (1) shall be made by the elector filing a prescribed 
form with the Minister and shall apply for the period beginning 15 months 
before the day of filing thereof (or such later time as the elector designates in its 
election) and ending at such time as the election is revoked by the.elector filing 
with the Minister a notice of revocation (or at such earlier time within the 15- 
month period before the day on which the notice of revocation is filed with the 
Minister as the elector designates in its notice of revocation). 


(4) Where a trust or a corporation elects under subsection (1), 


(a) it shall, not more than 30 days after making the election, notify each 
person who, before the election is made and during the period for which the 
election is made, held a unit in the trust or a share in the capital stock of the 
corporation, as the case may be, of the election; and 


(b) where any person who holds such a unit or share during the period for 
which the election is made makes a written request to the trust or the corpo- 
ration for information that is necessary for the purpose of determining the 
consequences under this Act of the election for that person, the trust or the 
corporation, as the case may be, shall provide the person with that informa- 
tion not more than 30 days after the receipt of the request. 
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The definition “qualified corporation” in subsecs. 259(5) amended by the said c. 30, 
subsec, 18(5), applicable to taxation years that begin after 2004. The definition for- 
merly read: 


“qualified corporation” at any time means a corporation described in paragraph 
149(1)(0.2) where, at that time, 


(a) all the issued and outstanding shares of the capital stock of the corpora- 
tion are identical to each other, or 


(b) all the issued and outstanding shares of the capital stock of the corpora- 
tion are held by one person; 


S. 259 substituted by 1994, c. 21, s. 115, subsecs. (1), (3) and (5) applicable to periods 
occurring after 1985, subsec. (2) applicable to periods occurring after 1991, and subsec. 
(4) applicable to elections made after December 21, 1992. That section formerly read: 


259. (1) Proportional holdings in trust property — For the purposes of subsec- 
* tions 146(6), (10) and (10.1) and 146.3(7) to (9) and Parts X, X.2, XI and XI.1 of 
this Act and subsections 146.2(12), (13) and (14) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, where at any time a taxpayer de- 
- scribed in section 205 acquires, holds or disposes of an interest in a qualified 
trust and the trust elects for any period that includes that time to have the provi- 
sions of this subsection apply, the taxpayer shall be deemed 


(a) not to acquire, hold or dispose of at that time, as the case may be, that 
interest in the trust; 


(b) to hold at that time that proportion (in this subsection referred to as the 
taxpayer’s “specified portion”) of each property of the trust that the number 
of units of the trust held by the taxpayer at that time is of the number of units 
of the trust outstanding at that time, and the cost amount to the trust of the 
taxpayer’s specified portion of each such property shall be deemed to be the 
cost amount to the taxpayer of the taxpayer’s specified portion of the 
property; 

(c) to acquire the taxpayer’s specified portion of each property of the trust at 
the later of 


(i) the date the trust acquires the property, and 
(ii) the date the taxpayer acquires the interest in the trust, 


and the fair market value, at the time of acquisition by the taxpayer, of the 
taxpayer’s specified portion of the property shall be deemed to be the fair 
market value of that specified portion of the property at the time of its acqui- 
sition by the trust; and 


(d) to dispose of the taxpayer’s specified portion of each property of the trust 
at the earlier of 


(i) the date the trust disposes of the property, and 
(ii) the date the taxpayer disposes of the interest in the trust 
for proceeds equal to, 


(iii) where subparagraph (i) applies, the proceeds of disposition to the 
trust of the taxpayer’s specified portion of the property, and 


(iv) where subparagraph (ii) applies, the fair market value, immediately , 
before the disposition of the interest, of the taxpayer’s specified portion 
of the property. 


(2) Election — The election by a trust under subsection (1) shall be made by the 
trust filing a prescribed form with the Minister and shall be applicable in respect 
of the: period.commencing 15. months before. the date of filing thereof (or such 
later time as the trust may designate in its election) and ending at such time as 
the election is revoked by the trust filing with the Minister a notice of revocation 
(or at such earlier time within the 15 month period immediately preceding the 
date on which the notice of revocation is filed with the Minister as the trust may 
designate in its notice of revocation). 


(3) Definition of “qualified trust’ — In this section, “qualified trust” means a 
trust, other than a registered investment or a trust that is prescribed to be a'small 
business investment trust, where 


(a) each trustee of the trust is a corporation that is: licensed ‘or otherwise 
authorized under the laws of Canada or a province to’ carry ‘on in Canada’ the 
business of offering to the public its services as trustee or a person who is a 
trustee of a trust governed by a registered pension fund or plan; 


(b) the interests of the beneficiaries under the trust are described by refer- 
ence to units of the trust that are identical in all respects and any difference 
between the interest in the trust of each beneficiary and the interest in the 
trust of each other beneficiary is dependent solely on the difference in the 
number of units held by those beneficiaries; 

(c) it has never borrowed money except where the borrowing was for a term 
not exceeding 90 days and was not part of a series of loans or other transac- 
tions and repayments; 


(d) it has never accepted deposits; and 
(e) it complies with prescribed conditions. 


Para. 259(3)(c) amended by 1994, c. 7, Sch. VIII (1993, c..24), s. 142, applicable to 
borrowings occurring after 1990. Para. (3)(c) formerly read: 


(c) it has never borrowed money; 


S. 260(1) qua 


Definitions [s. 259]: “business” — 248(1); “Canada” — 255; : “corporation” — 
248(1), Interpretation Act 35(1);:‘‘cost amount” —248(1); ‘identical’ — 248(12); 
“Minister” — 248(1); “month” — Interpretation Act 35(1); “person”, “prescribed” — 
248(1); “province” — Interpretation Act 35(1); “qualified trust” — 259(5); “registered 
investment” — 204.4(1), 248(1); “registered pension plan” — 248(1); “relevant pro- 
perty” — 259(1)(b);.. “series” — 248(10); “share” — 248(1); “small. business invest- 
ment trust’ — Reg. 5103; “series” — 248(10); “specified portion” — 259(1)(b); “tax- 
payer’ — 248(1); “trust” — 104(1), 248(1), (3); “written” — Interpretation Act 35(1) 
[“writing”’]. 

Regulations [s. 259]: 5103 (small business investment trust). 


260. fe Sl ales — In this section; 


(a) fon a registered securities deslee resident i in Canada wile 
dinary course of a business of trading 


“qualified security” means 


(a) a share of a class of the capital stock of a corporation that is 
listed on a stock exchange or of a class of the capital stock of a 
corporation that is a public corporation by reason of the designa- 
tion of the class by the corporation in an election made under 
subparagraph (b)(i) of the definition “public corporation” in sub- 
section 89(1) or by. the Minister in a notice to the corporation 
under subparagraph (b)(ii) of that definition, 

(b) a bond, debenture, note or similar obligation of a corporation 
described in paragraph (a) or of a corporation that is controlled 
by such a corporation, 


(c) a bond, debenture, note or similar obligation of or guaranteed 
by the government of any country, province, state, municipality 
or other political subdivision, or a corporation, commission, 
agency or association controlled by any such person, or 


(d) a warrant, right, option or similar instrument with respect to 
‘a share described i in Daeeraee (a); 


lenders need 
before their current taxation year ends. 


We agree that the ‘attributes of listed mutual’ hing” trust units, in the: context of the 
SLA mules, are very similar to those of listed stocks and bonds. Therefore, we are 


larify as much as possible their tax position on the lent trust ne 
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prepared to recommend an amendment to the SLA rules to treat listed mutual fund 
trust units as “qualified securities” for the purposes of ensuring that there would be 
no disposition by lenders as a result of the loan of such securities. Subject to further 
submissions, we would propose that this change apply to loans of listed mutual fund 
units after 2001. 

As you know, we have not been able — based on the material provided to us 
[xxx] — to reach a decision to recommend changes relating to the income tax treat- 
ment of compensation payments received by lenders or of compensation payments 
made by borrowers. However, we remain open to consider further representations on 
these issues. 

Should this recommendation be acted upon it will be presented in a Technical Bill to 
be tabled at the first opportunity for consideration by Parliament. 


Yours sincerely, 
Len Farber, General Director, Tax Legislation Division, Tax Policy Branch 


Related Provisions: 212(1)(b)(xii), (xiii) — Exemption from withholding tax. 


History: The definition “qualified security” in subsec. 260(1) amended to substitute 
“stock exchange” for “prescribed stock exchange” by 2007, c. 35, subsec. 66(1), appli- 
cable after December 13, 2007. 


Proposed Addition — 260(1)“qualified trust unit” 


‘qualified trust unit” means a unit of a mutual fund trust that is 

listed on a stock exchange; 

Application: The July 16, 2010 draft legislation (Part t capecbnieaie sabe. 
155(5), will add the definition “qualified trust unit” to subsec. 260(1), applicable to 

arrangements made after 2001, except that for the period before December 14, 2007, 

the reference to “stock exchange” in the definition is to be read as a reference to 
“prescribed stock exchange”. 


Technical Notes (July 2010): A “qualified trust unit” is dened to mean a unit ue 
a mutual fund trust that is listed on a stock exchange. 


This new definition applies to securities lending arrangements made after 2001, ex- 
cept that for the period before December 14, 2007, the reference to “stock exchange” 
is to be read as “prescribed stock exchange”. 


Proposed Addition — 260(1)“SLA componnaiion 
payment” 


“SLA compensation payment” means an amount paid pursuant 
to a securities lending arrangement as compensation for an under- 
lying payment; 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 


155(5), will add the definition “SLA compensation pee to — ae: ap- 
plicable to arrangements made after 2001. 

Technical Notes (July 2010): “SLA compensation payment” is a so ie 
term, introduced not to effect any substantive change to the relevant rules but only 
for simplicity and clarity. An SLA compensation payment is an amount paid pursu- 
ant to a securities lending arrangement as compensation for an underlying payment. 


“securities lending arrangement” means an arrangement under 
which 


(a) a person (in this section referred to as the “lender’’) transfers 
or lends at any particular time a qualified security to another 
person (in this section referred to as the “borrower’) with whom 
the lender deals at arm’s length, 


Proposed Amendment — 260(1 )“securities lending 
arrangement”(a) 


(a) a person (in this section referred to as the “lender”) trans- 
fers or lends at any particular time a qualified security to an- 
other person (in this section referred to as the “borrower’’), 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
155(2), will amend para. (a) of the definition “securities lending arrangement” in 
subsec. 260(1) to read as above, applicable to arrangements made after 2002. _ 


Technical Notes (July 2010): There are three amendments to the definition 
“securities lending arrangement”. 


Paragraph (a) of the existing definition provides that in order for there to be a securi- 
ties lending arrangement, the lender and the borrower of a security must be dealing at 
arm’s length. The amendment to paragraph (a) extends the definition to include an 
arrangement entered into by non-arm’s length parties. New paragraph (e) provides 
that where the lender and borrower do not deal with each other at arm’s length, the 
arrangement must be of a term not exceeding 270 days and must not be part of a 
series of securities lending arrangements, loans or other transactions intended to be in 
effect for more than 270 days. 


(b) it may reasonably be expected, at the particular time, that the 
borrower will transfer or return after the particular time to the 


Income Tax Act 


lender a security (in this section referred to as an “identical se- 
curity”) that is identical to the security so transferred or lent, 


(c) where the qualified security is a share of the capital stock of 
a corporation, the borrower is obligated to pay to the lender 
amounts equal to and as compensation for all dividends, if any, 
paid on the security that would have been received by the bor- 
rower if the borrower had held the security throughout the pe- 
riod beginning after the particular time and ending at the time an 
identical security is transferred or returned to the lender, and 


- Proposed Amendment — 260(1)“securities lending 
arrangement’ (c) 


(c) the borrower is obligated to pay to the lender amounts 

equal to and as compensation for all amounts, if any, paid on 

the security that would have been received by the borrower if 

the borrower had held the security throughout the period that 

begins after the particular time and that ends at the time an 

identical security is transferred or returned to the lender, 
Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 
155(3), will amend para. (c) of the definition “securities lending arrangement” in 
subsec. 260(1) to read as above, applicable to arrangements made after 2001. 
Technical Notes (July 2010): Paragraph (c) of the existing definition provides 
that where a borrowed security is a share, the borrower must be obligated to pay to 
the lender a dividend compensation payment in order for the transaction to be a se- 
curities lending arrangement. This paragraph is amended to apply a comparable re- 
quirement in respect of all arrangements. This recognizes and codifies the commer- 
cial reality that compensation payments are required to be made by the borrower to 
the lender in all securities lending arrangements, and not just those arrangements 
involving shares. 


(d) the lender’s risk of loss or opportunity for gain or profit with 
respect to the security is not changed in any material respect, 


Proposed Addition — 260(1)“securities lending 
- arrangement” (e) 


(e) if the lender and the borrower do not deal with each other 
at arm’s length, it is intended that neither the arrangement nor 
any series of securities lending arrangements, loans or other 
transactions of which the arrangement is a part be in effect for 
more than 270 days, 

Application: The July 16, 2010 draft legislation (Part 1 — technical), subsec. 


155(4), will add para. (e) to the definition “securities lending arrangement” in subsec. 
260(1), applicable to arrangements made after 2002. 


Technical Notes (July 2010): See 
arrangement”(a). 


under 260(1)“securities lending 


but does not include an arrangement one of the main purposes of 
which may reasonably be considered to be to avoid or defer the 
inclusion in income of any gain or profit with respect to the 
security. 

Related Provisions: 112(2.3) — Dividend rental arrangements; 248(1)“securities 


lending arrangement” — Definition applies to entire Act; 248(12) — Identical proper- 
ties; 256(6), (6.1) — Meaning of “controlled”. 


History: Para. (c) of “securities lending arrangement” substituted by 1994, c. 7, Sch. II 
(1991, c. 49), subsec. 199(1), applicable to transfers, loans and payments made after 
April 26, 1989. Para. (c) formerly read: 


(c) the borrower is obligated to pay to the lender amounts equal to and as com- 
pensation for all dividends, if any, paid on the security after the particular time 
and before an identical security is transferred or returned to the lender, and 


Eropenrd Addition — 260(1)“security distribution”, 
“underlying payment” 


“security distribution” means an amount that is 
(a) an underlying payment, or 


(b) an SLA compensation payment, or a dealer compensation 
payment, that is deemed by subsection (5.1) to be an amount 
received as an amount described by any of paragraphs (5.1)(a) 
to (c); 
Technical Notes (July 2010): “Security distribution” is a newly-defined term, 
introduced not to effect any substantive change to the relevant rules but only for 
simplicity and clarity. A security distribution is an amount, in respect of a borrowed 
security, that is either an underlying payment paid by the issuer of the security (for 


1652 


Part XVII — Interpretation 


example as a dividend or a trust distribution) 
an SLA compensation paymeak Lo 


ra dealer compensation payment, or 


155(5), will add the definitions security distribution” and as to 
subsec. 260(1), applicable to arrangements made after 2001. 


(1.1) Eligible dividend — This subsection applies to an amount if 
the amount is received by a person who is resident in Canada, the 
amount is deemed under subsection (5) to be a haxaite dividend, 
and i amount is either 


1 es oo aca is doomed be cobacior 
. th ons is age to ee melee new S 


(a) received as compensation for an eligible dividend, within the 
meaning assigned by subsection 89(1); or 


(b) received as compensation for a taxable dividend (other than 
an eligibie dividend) paid by a corporation to a non-resident 
shareholder in circumstances where it is reasonable to consider 
that the corporation would, if that shareholder were resident in 
Canada, have designated the dividend to be an eligible dividend 
under subsection 89(14). 


Related Provisions: 260(5) — Dividend compensation payment deemed to be eligi- 
ble dividend. 


History: Subsec. 260(1.1) added by 2007, c. 2, subsec. 54(1), applicable to amounts 
received as compensation for dividends paid after 2005S. 


(2) Non-disposition — Subject to subsections (3) and (4), for the 
purposes of this Act, any transfer or loan by a lender of a security 
under a securities lending arrangement shall be deemed not to be a 
disposition of the security and the security shall be deemed to con- 
tinue to be property of the lender and, for the purposes of this sub- 
section, a security shall be deemed to include an identical security 
that has been transferred or returned to the lender under the 
arrangement. 


Related Provisions: 260(10), (11) — Application to partnerships. 


(3) Disposition of right — Where, at any time, a lender receives 
property (other than an identical security or an amount deemed by 
subsection (4) to have been received as proceeds of disposition) in 
satisfaction of or in exchange for the lender’s right under a securi- 
ties lending arrangement to receive the transfer or return of an iden- 
tical security, for the purposes of this Act the lender shall be 
deemed to have disposed at that time of the security that was trans- 
ferred or lent for proceeds of disposition equal to the fair market 
value of the property received for the disposition of the right (other 
than any portion thereof that is deemed to have been received by the 
lender as.a taxable dividend), except that section 51, 85.1, 86 or 87, 
as the case may be, shall apply in computing the income of the 
lender with respect to any such disposition as if the security trans- 
ferred or lent had continued to be the lender’s property and the 
lender had received the property directly. 


(4) ldem — Where, at any time, it may reasonably be considered 
that a lender would have received proceeds of disposition for a se- 
curity that was transferred or lent under a securities lending: ar- 


S. 260(5.1)(b)(@)(B) 


rangement, if the security had not been transferred or lent, the 
lender shall be deemed to have disposed of the security at that time 
for those proceeds of disposition. 


(5) Deemed dividend — For the purposes of this Act, any 
amount received (other than an amount received as proceeds of dis- 
position or an amount received by a corporation under an arrange- 
ment where it may reasonably be considered that one of the main 
reasons for the corporation entering into the arrangement was to en- 
able it to receive an amount that would otherwise have been 
deemed by this subsection to be a dividend) 


(a) under a securities lending arrangement from a person resi- 
dent in Canada, or a person not resident in Canada where the 
amount was paid in the course of carrying on business in Canada 
through a permanent establishment as defined by regulation, or 


(b) by or from a person who is a registered securities dealer resi- 
dent in Canada, where the amount is received or paid, as the 
case may be, in the ordinary course of the business of trading in 
securities carried on by the dealer, 


as compensation for a taxable dividend paid on a share of the capi- 
tal stock of a public corporation that is a qualified security shall, to 
the extent of the amount of that dividend, be deemed to have been 
received as a taxable dividend and, if subsection (1.1) applies to the 
amount, as an eligible dividend on the share from the corporation. 


(5.1) applies to 
a taxation year in respect of a particular amount 
cel as proceeds of disposition or an 
n arrangement where it may 
ly Ons! | tl asons for the per- 
entering into the arrangement was to enable the person to re- 
ceive an SLA. ‘compensation payment or a dealer compensation — 
payment that would be deductible in computing the taxable in- — 
come, or not ceases in pe meen ths eosin for oy taxation 


: | Where Sbacc. 6. 1) applies - — Subs 
a taxpayer f 


cosh = mate stables as. ; defined a regu : 
OM, OF a _ a 
) as a dealer compensation payment. 


leemed ¢ character of compensation payments [tem- 

If this subsection applies in respect of a p 

ived ay a Race ne ae taxation year as an SLA. com- 
ad 


@ where the neded ine pone isa be dividend ns on 
_a share of the capital stock of a public corporation (other than — 
an underlying payment to which paragraph (b) applies), a taxa- 

the ind, if subsection (1.1) applies to the 
amount, an aisiied dividend on the share from the 
corporation; 


-(b) where the ners Gaye tc is paid by a Grist i ona "4 all 
fied trust unit ued by the trust, 


(i) an amount of the trust’ S$ income that was. to the extent 
that subsection 104(13) applied to the underlying payment, 


a paid by the trust to the taxpayer as a Bee oe 
r the trust, and 


© esignated by th st in respect of the taxpayer to 

the extent. of a, valid designation, if any, by the trust 
under this Act in respect of the ee eat of the underly- 
ing payment, and 
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(ii) to the extent that the underlying payment is a distribu- 
tion of a property from the trust, a peers nigaree of that pro- 
perty from the trust; or 


(c) in any other case, interest. 


Related Provisions: 18(1)(w)— No deduction for underlying payment deemed 
received by another person; 260(5) — Conditions for 260(5.1) to apply; 260(6) — 
Deductibility of compensation for security distribution; 260(7) — Dividend refund. 


Application: The July 16, 2010 draft legislation (Part 1— technical), subsec. 
155(7), will amend subsec. 260(5) to read as above, and add subsec. (5.1), applicable 
to arrangements made after 2001, except that _ 


(a) if the parties to an arrangement jointly so elect in anitiie wes file the election 
with the Minister of National Revenue within 90 days after the day on which this 
draft legislation is assented to, subsec. 260(5.1) is to be read, in its application to 
SLA compensation payments or dealer compensation payments received under 
the arrangement before February 28, 2004, without reference to para. 
260(5.1)(b), para. (c) or both paras. (b) and (c), as sperie by is pau in the 
election; and 


(b) for amounts received as compensation for dividends paid befor 2006, para. 
260(5.1)(a) is to be read without reference to “and, if subsection a 1) applies to 
the amount, an eligible dividend on the share from the corporation”. 


Technical Notes (July 2010): Subsection 260(5), in its current form, treats divi 
dend compensation payments that are receiyed under specified circumstances as. ; 
dends. The subsection also, however, denies this dividend treatment where the 

amount is received by a corporation and one of the main reasons for the corporation 
entering into the arrangement was to enable it to receive an amount that would be - 
treated as a dividend by the subsection. J . 


Subsection 260(5) is reorganized into two subsections, and these subsections i incor- 
porate three newly-defined terms: “dealer compensation payment”, “SLA compensa- 
tion payment” and “underlying payment”. : 


New subsection 260(5) describes the circumstances ee which a. oer 
payment deeming rule, now found in new subsection 260(5.1), applies. The deeming _ 
rule applies where an amount is received under a securities lending arrangement _ 
under one of these circumstances: from a person resident in Canada, from a person 
not resident in Canada where the amount was paid in the course of carrying ¢ on busi- © 
ness in Canada through a permanent establishment, or from or by a registered securi- 
ties dealer. These are — the same as the circumstances oe ied ee to - 
amendment. vy 


Also, the anti-avoidance rule in this subsection — which currently addresses onlythe 
case of an amount that would otherwise be received by a corporation as a divi- 
dend — is amended to include all otherwise non-taxable amounts that may be re- 
ceived under a securities lending arrangement, by any person. This amendment rec- 
ognizes that with the introduction of qualified trust units as “qualifi securities,” a 
person may be treated as having res any oF eves kinds of 1 

amounts. : 


New subsection 260(5.1) treats a given conipensation payment as one of three thi 
a dividend, an amount paid by a trust and having the same characteristics, source 
purpose as the “underlying payment” amount paid by the J 
The overall effect of the provision is, in addition to replicating the former dividend 
deeming rule, to deem compensation payments in respect of payments from a trust to 
have the same Characteristics, source and purpose as if We Aponte were paid by the 
trust. << 


These amendments apply to securities lending arrangements ‘made after 001 except 
that if the parties to an arrangement file a joint election in writing within 90 days 
after Royal Assent of this amendment with the Minister of National Revenue, the . 
parties may elect such that either one or both of the deeming rules in paragraph 
260(5.1)(b) or (c) will not apply with respect to non-dividend compensation pay- 
ments received before February 28, 2004. Taxpayers may wish to make this election 

to leave open the possibility that these non-dividend compensation pre had a 
different characterization under the law prior to these amendments. — 


Related Provisions: 82(1)(a.1)(~ji) — Amount deemed received by another person 
excluded from taxable dividends of individual; 248(1)“dividend rental arrange- 
ment’(d)) [to be repealed], (b)(ii)(B) [draft] Dividend rental arrangement where 
260(5) applies; 260(6) — Deductibility; 260(10)—(12) — Application to partnerships. 


History: The closing words of subsec. 260(5) amended by 2007, c. 2, subsec. 54(2), 
applicable to amounts received as compensation for dividends paid after 2005. The 
closing words formerly read: 


as compensation for a taxable dividend paid on a share of the capital stock of a 
public corporation that is a qualified security shall, to the extent of the amount of 
that dividend, be deemed to have been received as a taxable dividend on the 
share from the corporation. 


Para. 260(5)(b) amended by 1995, c. 21, subsec. 75(1), applicable to transfers, loans 
and payments made after April 26, 1989. Para. (b) formerly read: 


(b) by or from a person resident in Canada who is registered or licensed under 
the laws of a province to trade in securities where the amount is received or paid, 
as the case may be, in the ordinary course of the business of trading or dealing in 
securities carried on by that person, 


Income Tax Act 


Regulations: 8201 (permanent establishment). 


Interpretation Bulletins: IT-67R3: Taxable dividends from corporations resident in 
Canada. 


(6) Non-deductibility — In computing a taxpayer’s income under 
Part I from a business or property 


(a) where the taxpayer is not a registered securities dealer, no 
deduction shall be made in respect of an amount that, if paid, 
would be deemed by subsection (5) to have been received by 
another person as a taxable dividend; and 


(b) where the taxpayer is a registered securities dealer, no de- 
duction shall be made in respect of more than 7/3 oe here amount. 


Proposed Amendment - — 260(6) — 


6 Deductibility —AIn computing the income of a i saacpayes 
under Part I from a business or property for a taxation year, there — 
may be deducted a particular amount, paid by the taxpayer in the 
year as an SLA compensation payment or as a dealer igen ee 
tion payment, that is ental: +e 


the cateand’ amount is in oe of an amount ether 
a amount that is, or is deemed by subsection 6. 1) to 
een,’ received as a taxable dividend, 


(i) where the taxpayer disposes of the hosed security 
and includes the gain or loss, if any, from the disposition in 
computing its income from a business, _the particular 
amount, or 


Gi) i in any other « case, ‘ke lesser of. 
- (A) the particular amount, and 


(B) the amount, if any, in respect of the deckisiey sbiatii: 
bution to which the SLA compensation payment or 
dealer compensation payment relates that is included in 
computing the income, and not deducted in computing 
the taxable income, for any taxation year of the taxpayer 
_or of any person to whom the taxpayer is related. 
Apaiication: The July 16, 2010 draft legislation (Part 1— technical), subsec. — 


155(7), will amend subsec. 260(6) to read as nmpone, applicable to arrangements made 
after 2001. 


Technical Note July 2010): Subsection 260(6) limits the extent to which a 
person who makes a dividend compensation payment under a securities lending ar- 
rangement may deduct the payment in computing income from a business or pro- ~ 

perty. In brief, the subsection denies a deduction for any dividend compensation pay- 
meni made by persons other than registered securities dealers, and provides that 
registered securities dealers may deduct up to 7 of the dividend compensation pay- 
ments they make. 


S 


Amended cibsection 260(6) retains this 7 dividend compensation ee debe, . 
tion for registered securities dealers. It also allows any taxpayer — including but not 
limited to registered securities dealers —a deduction in respect of compensation — 
payments, either SLA compensation payments or dealer compensation payments, — 
that are not dividend compensation payments. The amount of this new deduction is — 
computed differently depending on the actions of the taxpayer in question (the one — 
who made the payment and seeks to deduct it). If the taxpayer has disposed of the _ 
borrowed security and has included any resulting gain or loss in computing business _ 
income, the compensation payment is fully deductible. In any other case, new sub- 
section 260(6) allows a deduction to the extent of the lesser of (i) the compensation 
payment and (ii) the amount, to which the compensation payment relates, included i in 
the taxable income of the taxpayer or persons related to it. 


Related Provisions: 18(1)(w) — No deduction allowed except as expressly permit- 
ted; 82(1)(a)(ii) — Deduction for individual; 260(6.1) — Deductible amount; 260(10), 
(11) — Application to partnerships. 
History: Subsec. 260(6) amended by 1995, c. 21, subsec. 75(2), applicable to pay- 
ments made after June 1989. Subsec. (6) formerly read: 
(6) In computing the income of a taxpayer under Part I from a business or pro- 
perty, no deduction shall be made in respect of an amount that, if paid, would be 


deemed by subsection (5) to have been received by another person as a taxable 
dividend. 


(6.1) Deductible amount — Notwithstanding subsection (6), 
there may be deducted in computing a corporation’s income under 
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Part I from a business or property for a taxation year an amount 
equal to the lesser of 


(a) the amount that the corporation is obligated to pay to another 
person under an arrangement described in paragraphs (c) and (d) 
of the definition “dividend rental arrangement” in subsection 
248(1) that, if paid, would be deemed by subsection (5) to have 
been received by another person as a taxable dividend, and 


(b) the amount of the dividends received by. the corporation 
under the arrangement that were identified in its return of in- 
come under Part I for the year as an amount in respect of which 
no amount was deductible because of subsection 112(2.3) in 
computing ‘the taxpayer’s taxable income or taxable income 
earned in Canada. 


Related Provisions: 18(1)(w) — No deduction allowed except as expressly permit- 
ted; 260(7)(b) — No dividend refund on amount deductible under 260(6.1); 260(10), 
(11) — Application to partnerships. 


History: Subsec. 260(6.1) added by 1995, c. 21, subsec. 75(2), applicable to payments 
made 


(a) after April 1989, where the corporation has elected under subsec. 74(3) (of 
1995, c. 21 — see under 248(1) “dividend rental arrangement”), except that, for the 
purposes of para. 260(6.1)(b), a dividend received after April 1989 and before July 
1994 that was identified in the corporation’s return of income under Part I of the 
Act for its first taxation year that ends after June 22, 1995 shall be deemed to have 


S. 260(8)(a)() 


been identified in its return of income under that Part for its taxation year in which 
the dividend was received; and 


(b) after June’1994, in any other case. 


(7) Dividend refund — For the purposes of section 129, 


(a) any amount paid by a corporation that is not a registered se- 
curities dealer (other than an amount for which a deduction in 
computing income may be claimed under subsection (6.1)), and 


_ (b) ‘4 of any amount paid by a corporation that is a registered 
securities dealer (other than an amount for which a deduction in 
computing income may be claimed under subsection (6.1)) 


that is deemed by subsection (5) to have been received by another 
person as a taxable dividend shall be deemed to have been paid by 
the corporation as a taxable dividend. 


Hicoae? Subsec. 260(7) amended by 1995, .c. 21, subsec. 75(2), applicable to pay- 
ments made after June 1989, except that in its application to payments made after June 
1989 and before July 1994 with respect to a corporation that has not elected under 
subsec. 74(3) (of 1995, c. 21 —see under 248(1)“dividend rental arrangement’), sub- 
sec. 260(7) shall be read without reference to the expression “(other than an amount for 
which a deduction in computing income may be claimed under subsection (6.1))”. Sub- 
sec. (7) formerly read: 


(7) For the purposes of section 129, any amount paid by a corporation that is 
deemed by subsection (5) to have been received by another person as a taxable 
dividend shall be deemed to have been paid by the corporation as a taxable 
dividend. 


Interpretation Bulletins: IT-243R4: Dividend refund to private corporations. 


(8) Non-resident withholding tax — For the purposes of Part 
XIII, 


(a) any amount paid or credited under a securities lending ar- 
rangement by or on behalf of the borrower to the lender as com- 
pensation for any interest or dividend paid in respect of the se- 
curity shall be deemed to be a payment made by the borrower to 
the lender of interest, except that where, throughout the term of 
the securities lending arrangement, the borrower has provided 
the lender under the arrangement with money in an amount of, 
or securities described in paragraph (c) of the definition “quali- 
fied security” in subsection (1) that have a fair market value of, 
not less than 95% of the fair market value of the security and the 
borrower is entitled to enjoy, directly or indirectly, the benefits 
of all or substantially all income derived from, and opportunity 
for gain with respect of, the money or securities, 


(i) the amount paid or credited shall, to the extent of the 
amount of the interest or dividend paid in respect of the se- 
curity, be deemed to be a payment made by the borrower to 
the lender of interest or a dividend, as the case may be, paya- 
ble on the security, and 
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(ii) the security is deemed to be a security described in para- 
graph (a) of the definition “fully exempt interest” in subsec- 
tion 212(3) if the security is described in paragraph (c) of the 
definition “qualified security” in subsection (1), and 


(iii) [Repealed] 


(b) any amount paid or credited under a securities lending ar- 
rangement by or on behalf of the borrower to the lender as, on 
account of, in lieu of payment of or in satisfaction of, a fee for 
the use of the security shall be deemed to be a payment made by 
the borrower to the lender of interest and, for the purposes of 
this paragraph, where the borrower has at any time provided the 
lender with money, either as collateral or consideration for the 
security, and the borrower does not under the arrangement pay 
or credit a reasonable amount to the lender as, on account of, in 
lieu of payment of or in satisfaction of, a fee for the use of the 
security, the amount, if any, by which 


(i) interest on the money computed at the prescribed rates in 
effect during the term of the arrangement 


exceeds 


(ii) the amount, if any, by which any amount that the lender 
pays or credits to the borrower under the arrangement ex- 
ceeds the amount of the money 


shall be deemed to be an amount paid under the arrangement by 
the borrower to the lender as a fee for the use of the security, at 
the time that an identical security is or can reasonably be ex- 
pected to be transferred or returned to the lender, 


and, for the purposes of Part XIII and any agreement or convention 
between the Government of Canada and the government of another 
country that has the force of law in Canada, any amount deemed by 
this subsection (other than subparagraph (a)(i) or (ii)) to be a pay- 
ment of interest shall be deemed not to be payable on or in respect 
of the security. 


Proposed Amendment — 260(8)-(8.2) : 


(8) Non-resident withholding tax — For the purpose of Part 
XIII, any amount paid or credited under a securities lending ar- 
rangement by or on behalf of the borrower to the lender 


(a) as an SLA compensation payment is, subject to paragraph 
(b) or (c), deemed to be a payment of interest made by the 
borrower to the lender; 


(b) as an SLA compensation payment in fopees of a security 
that is a qualified trust unit, is deemed, to the extent of the 
amount of the underlying payment to which the SLA compen- 
sation payment relates, to be an amount paid by the trust and 
having the same character and composition as the underlying 
payment; | 


(c) as an SLA compensation payment, if the security is not a 
qualified trust unit and throughout the term of the securities 

lending arrangement, the borrower has provided the lender 

under the arrangement with money in an amount of, or securi- 

ties described in paragraph (c) of the definition “qualified se- 

curity” in subsection (1) that have a fair market value of, not 

less than 95% of the fair market value of the security and the 

borrower is entitled to enjoy, directly or indirectly, the benefits 

of all or substantially all income derived from, and opportunity 

for gain with respect of, the money or securities, _ 


(i) is, to the extent of the amount of the interest or dividend 
paid in respect of the security, deemed to be a payment 
made by the borrower to the lender of interest or a divi- 
dend, as the case may be, payable on the security, and 


(ii) is, to the extent of the amount of the interest, if any, 
paid in respect of the security, deemed to have been paya- 
ble on a security described in paragraph (a) of the definition 
“fully exempt interest” in subsection 212(3) if the security 
is described in paragraph (c) of the definition “qualified se- 
curity” in subsection (1); and 


Income Tax Act 


(d) as, on account of, in lieu of payment of or in satisfaction of, 

a fee for the use of the security is deemed to be a payment of 

interest made by the borrower to the lender. 
Technical Notes (July 2010):. Subsection 260(8) applies special cia for the 
purposes of Part XIII of the Act, to payments made under securities lending arrange- 
ments. The subsection has two main aspects: rules that ensure the appropriate treat- 
ment for Part XIII purposes of compensation payments; and a rule that in certain 
circumstances will treat a borrower as having paid to a lender a “borrow fee”. 
In addition to incorporating the newly added definitions, SLA compensation pay- 
ments and underlying payments (which do not effect any substantive changes), the 
subsection is rearranged into three separate subsections. Amended subsection 260(8) 
retains the previous rules for compensation payments relating to interest and divi- 
dends, confining them to amounts paid on a security that is not a qualified trust unit. 
Subsection 260(8) also provides for compensation payments made in respect of a 
borrowed qualified trust unit: these are treated as payments from a trust and as hav- 
ing the same "character and Che we. as the trust payments for which they 
compensate, — 


(8.1) Deemed fee for boreewed security — For the purpose 
of paragraph (8)(d), i f under a securities lending arrangement the 
borrower has at any time provided the lender with money, either 
as collateral or consideration for the security, and the borrower 
does not, under the arrangement, pay or credit a reasonable 
amount to the lender as, on account of, in lieu of payment of or in 
satisfaction of, a fee for the use of the security, the borrower is 
deemed to have, at the time that an identical security is or can 
reasonably be expected to be transferred or returned to the lender, 
paid to the lender under the arrangement an amount as a fee for 
the use of the security equal to the amount, if any, by which 


(a) the interest on the money computed at the prescribed rates 
n effect during ae term of the arrangement 


(b) the amount, if any, by which | any amount that the lender 
pays or credits to the borrower under o arrangement exceeds 
the amount of the money. 


(8. 2) Effect for tax treaties — In applying cubsecdion (8), any 
id or credi 2t a securities lending arrangement 
by or on behalf of the borrower to the lender, that is deemed by 
paragraph (8)(a), (b) or @) to be a payment of interest, is deemed 
for the purposes of any tax oS not to be payable 0 on or in re- 
spect of the security. = _ 
Technical Notes (July 2010): New wubeection 26018. 1) one fore a Jesu 
borrow fee, on the same basis as the existing paragraph 260(8)(b). New subsection 


260(8.2) similarly preserves the effect of the ae postamble to subsection oe) 
in relation to tax treaties. __ yy, 


eee The July 16, 2010 draft leet ae 1 — tecnica, ‘subsec. 


Gi) is, to the extent of the amount of the interest, if any, paid in respect of the 
security, deemed 


(A) for the purpose of ae 212 1)(b)(vi) to have been ‘payable 
by the issuer of the security, and 


(B) to have been payable on a security that is a security described in sub- 


paragraph 212(1)(b)@i) where the security is a security described in para- 
graph (c) of the definition “qualified security” in subsection (1); and 


Related Provisions: 212(1)(b)(xii), (xiii), 212(2.1) — Exemptions from non-resi- - 
dent withholding tax; 212(19) — Special tax on securities dealers re non-resident with- 
holding tax exemption; 260(8.1) — Deemed fee for 260(8)(d); 260(8.2) — Effect for 
tax treaty purposes. 
History: Subpara. 260(8)(a)(ii) amended and subpara. (iii) repealed by 2007, c. 35, 
subsec. 66(2), applicable after 2007. The subparas. formerly read: 
(ii) the amount paid or credited shall, to the extent of the amount of the interest, 
if any, paid in respect of the security, be deemed for the purpose of subparagraph 
212(1)(b)(vii) to have been payable by the issuer of the security, and 
(iii) the security shall be deemed to be a security described in subparagraph 
212(1)(b)(ii) if it is a security described in paragraph (c) of the definition “quali- 
fied security” in subsection (1), and 
Subpara. 260(8)(a)(iii) added by 1994, c. 21, s. 116, applicable to securities lending 
arrangements entered into after May 28, 1993. 
Subsec. 260(8) substituted by 1994, c. 7, Sch. Il (1991, c. 49), subsec. 199(2), applica- 
ble to transfers, loans and payments made after April 26, 1989, except that, in its appli- 
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cation to transfers, loans and payments made before May 27, 1989, para. 260(8)(a) Or 0 rate ‘ ig A -orporation 
shall be read as follows: ] a 


(a) any payment made by or on behalf of the borrower to the lender as compen-’ 
sation for any interest or dividend paid in respect of the security shall be deemed 
to be a payment by the borrower to the lender of interest or a dividend, as. the 
case may be, on the security; and 


Subsec. 260(8) formerly read: 
(8) For the purposes of Part XIII, 


(a) any payment made under a securities lending arrangement by ‘or on be- 
half of the borrower to the lender as compensation for any interest or divi- 
dend paid in ‘respect of the security shall be deemed to be a payment made 
by the borrower to the lender of interest, except that where, throughout the 
term of the securities lending arrangement the borrower has provided to the 
lender under the arrangement cash in an amount of, or securities described in 
paragraph (c) of the definition “qualified, security” in subsection (1) that 
have a fair market value of, not less than 95% of the fair market value of the 
security and the borrower is entitled to enjoy, directly or indirectly, the bene- 
fits of substantially all income derived from and opportunity for gain with 
respect to the cash or securities, the payment shall be deemed to be a pay- 
ment by the borrower to the lender of interest or a dividend; as the case‘may:’ 
be, payable on the security; and 


ying paragrap 
bligated to 


(b) any payment made under a securities lending arrangement by or on be- 
half of a borrower of a security to the lender-for the use of the security, shall 
be deemed to be a payment made by the borrower to the lender of interest 
and, for the purposes of this paragraph, any profit earned by the lender that 

_ may reasonably, be considered to have resulted from the securities lending 
arrangement, other than any payment made by, or on behalf of the borrower 
to the lender as compensation for any interest or dividend paid on the secur- 
ity, shall be deemed to be a payment made under the securities lending ar- 
rangement by the borrower of the security to the lender for the use of the 
security. 


each fiscal pe-_ 
taxation: year, of 


(9) Restricted financial institution — For the purposes of sub- 
section 187.3(1), where at any time a dividend is received by a re- 
stricted financial institution on a share. that was last acquired before 
that time pursuant to an obligation of a borrower to return or trans- 
fer a share under a securities lending arrangement, an acquisition of 
the share under the. arrangement shall be deemed at. and after that 
time not to be an acquisition of the share. 


(10) Non-arm’s. length compensation payment — For the 
purpose of Part XIII, where the lender under a securities lending 
arrangement is not dealing at arm’s length with either the borrower 
under the arrangement or the issuer.of the security that is. trans- 
ferred or lent under the arrangement, or both,:and subsection (8) 
deems an amount to be a payment of interest by a person to the 
lender in respect of that security, the lender is deemed, in respect of 
that payment, not to be dealing at arm’s length with that person. 


fa precebe _ 
its “specifi jed 
nsation payment 
sd in subsection 
being the same 
reasons for enter-_ 
os of the subsec- 


lamangement to be treated as 
to section 260 to bring part 


New subsection 260(10) 1 
cludes a partnership. E: 
260(9. 1). New ne 


emed by subsection ( 
person as a taxable divid 


tered securities dea 


dealers. ave been received by 
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Technical Notes (July 2010): 


* New paragraph 260(12)(a) performs for individuals who are sedate of a part- 
nership the same functions as new paragraph cate does for corporations 
that are partners. 28 


* New paragraph 260(12)(b) treats an individual partner as having ah for the 
purpose of clause 82(1)(a)(ii)(B), the individual’s specified proportion of each 
dividend compensation payment paid by the partnership that is deemed by new 
subsection 260(5.1) to have been received by another person as a taxable 
dividend. 


Application: The July 16, 2010 draft legislation (Part 1 — technical), eae 
155(11), will add subsees. 260(10) to (12), applicable to — 


(a) arrangements made after December 20, 2002; and 


(b) an arrangement made after November 2, 1998 and before Becathtiel 21, 002 
if the parties to the arrangement have made the election described in the 1 
tion note to the amendment to 248(1)“dividend rental arrangement”, except that, 
in its application to an arrangement made before 2002, the reference to “subsec- 
tion [260](5.1)” in para. 260(12)(b) is. to be read as “subsection (5)”. 


Related Provisions: 260(11) — Corporate partners. 
History: Subsec. 260(10) added by 2007, c. 35, subsec. 66(3), applicable after 2007. 


Definitions [s. 260]: “amount”, “business” — 248(1); “carrying on business in Can- 
ada” — 253; “corporation” — 248(1), Interpretation Act 35(1); “dealer compensation 
payment” — 260(1); “disposition”, “dividend” — 248(1); “eligible dividend” — 89(1), 
248(1), 260(S); “fiscal period” — 249(2)(b), 249.1; “individual” — 248(1); “mutual 
fund trust’ — 132(6)-(7),132.2(3)(n), 248(1); “non-resident” — 248(1); “permanent 
establishment” — Reg. 8201; “person”, “prescribed”, “property” — 248(1); “public 
corporation” — 89(1), 248(1); “qualified trust unit” — 260(1); “registered securities 
dealer”, “regulation” — 248(1); “related” — 251(2)-(6); “resident in Canada” — 250; 
“SLA compensation payment”, “security distribution” — 260(1); “securities lending 
arrangement’ — 248(1), 260(1); “series” — 248(10); “share”, “shareholder”, “speci- 
fied proportion”, “tax treaty” — 248(1); “taxable dividend” — 89(1), 248(1); ‘“‘taxable 
income’”’ — 248(1); “taxation year” — 249; “taxpayer” — 248(1); “trust” — 104(1), 
248(1), (3); “underlying payment” — 260(1). 


261. [Functional currency reporting] — (1) Definitions — 
The following definitions apply in this section. 


“Canadian currency year” of a taxpayer means a taxation year 
that precedes the first functional currency year of the taxpayer. 


“Canadian tax results” of a taxpayer for a taxation year means 


(a) the amount of the income, taxable income or taxable income 
earned in Canada of the taxpayer for the taxation year; 


(b) the amount (other than an amount payable on behalf of an- 
other person under subsection 153(1) or section 215) of tax or 
other amount payable under this Act by the taxpayer in respect 
of the taxation year; 


(c) the amount (other than an amount refundable on behalf of 
another person in respect of amounts payable on behalf of that 
person under subsection 153(1) or section 215) of tax or other 
amount refundable under this Act to the taxpayer in respect of 
the taxation year; and 


(d) any amount that is relevant in determining the amounts de- 
scribed in respect of the taxpayer under paragraphs (a) to (c). 
Related Provisions: 261(2)(b) — Determination of Canadian tax results when no 


election filed; 261(5)(a), (c), 261(6), (6.1), (7)(h), (15)-(18) — Determination when 
election filed. 


“elected functional currency” of a taxpayer means the currency of 
a country other than Canada that was the functional currency of the 
taxpayer for its first taxation year in respect of which it made an 
election under paragraph (3)(b). 


“functional currency” of a taxpayer for a taxation year'‘means the 
currency of a country other than Canada if that currency is, through- 
out the taxation year, 

(a) a qualifying currency; and 


(b) the primary currency in which the taxpayer maintains its 
records and books of account for financial reporting purposes. 


“functional currency year” of a taxpayer means a taxation year in 
respect of which subsection (5) applies to the taxpayer. 


Income Tax Act 


“pre-reversion debt” of a taxpayer means a debt obligation of the 
taxpayer that was issued by the taxpayer before the beginning of the 
taxpayer’s first reversionary year. 


Related Provisions: 261(13) — Pre-reversion debt denominated in foreign currency; 
261(14) — Deferred amount relating to pre-reversion debt. 


“pre-transition debt” of a taxpayer means a debt obligation of the 
taxpayer that was issued by the taxpayer before the beginning of the 
taxpayer’s first functional currency year. 


Related Provisions: 261(8)-(10), 261(12)(f) — Pre-transition debts. 


“qualifying currency” at any time means each of 
(a) the currency of the United States of America; 
(b) the currency of the European Monetary Union; 
(c) the currency of the United Kingdom; 

(d) the currency of Australia; and 


(e) a prescribed currency. 


Related Provisions: 261(1)“functional currency”(a) — Currency must be qualifying 
currency. 


“relevant spot rate” for a particular day means, in respect of a 
conversion of an amount from a particular currency to another 
currency, 


(a) if the particular currency or the other currency is Canadian 
currency, the rate quoted by the Bank of Canada for noon on the 
particular day (or, if there is no such rate quoted for the particu- 
lar day, the closest preceding day for which such a rate is 
quoted) for the exchange of the particular currency for the other 
currency, or, in applying paragraphs (2)(b) and (5)(c), another 
rate of exchange that is acceptable to the Minister; and 


(b) if neither the particular currency nor the other currency is 
Canadian currency, the rate — calculated by reference to the 
rates quoted by the Bank of Canada for noon on the particular 
day (or, if either of such rates is not quoted for the particular 
day, the closest preceding day for which both such rates are 
quoted) for the exchange of Canadian currency for each of those 
currencies — for the exchange of the particular currency for the 
other currency, or, in applying paragraphs (2)(b) and (5)(c), an- 
other rate of exchange that is acceptable to the Minister. 


“reversionary year” of a taxpayer means a taxation year that be- 
gins after the last functional currency year of the taxpayer. 


“tax reporting currency” of a taxpayer for a taxation year, and at 
any time in the taxation year, means the currency in which the tax- 
payer’s Canadian tax results for the taxation year are to be 
determined. 


(2) Canadian currency requirement — In determining the Ca- 
nadian tax results of a taxpayer for a particular taxation year, 


(a) subject to this section, other than this subsection, Canadian 
currency is to be used; and 


(b) subject to this section, other than this subsection, subsection 
79(7) and paragraphs 80(2)(k) and 142.7(8)(b), if a particular 
amount that is relevant in computing those Canadian tax results 
is expressed in a currency other than Canadian currency, the par- © 
ticular amount is to be converted to an amount expressed in Ca- 
nadian currency using the relevant spot rate for the day on which 
the particular amount arose. 


Related Provisions: 76.1 — Debt of non-resident moved from (or assumed in) non- 
resident’s Canadian business. 


(3) Application of subsec. (5) — Subsection (5) applies to a 
taxpayer in respect of a particular taxation year if 


(a) the taxpayer is, throughout the particular taxation year, a cor- 
poration (other than an investment corporation, a mortgage in- 
vestment corporation or a mutual fund corporation) resident in 
Canada; 


(b) the taxpayer has elected that subsection (5) apply to the tax- 
payer and has filed that election with the Minister in prescribed 
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form and manner on or before the day that is six months before 
the end of the particular taxation year; 


(c) there is a functional currency of the taxpayer for the first tax- 
ation year of the taxpayer in respect of which subsection (5) 
would, if this subsection were read without reference to this par- 
agraph, apply; 

(d) the taxpayer has not filed another election under paragraph 
(b); and 


(e) a revocation by the taxpayer under subsection (4) does not 
apply to the particular taxation year. 


Related Provisions: 261(1)“elected functional currency” — Definition once election 
made; 26!(2)— Rules where no election made; 261(4) — Revocation of ‘election. 


(4) Revocation of election — A taxpayer may revoke its elec- 
tion under paragraph (3)(b) by filing, on a day that is in a functional 
currency year of the taxpayer (other than its first functional cur- 
rency year), a notice of revocation in prescribed form and manner. 
The revocation applies to each taxation year of the taxpayer that 
begins on or after the day that is six months after that day, 


(5) Functional currency tax reporting — If this subsection ap- 
plies to a taxpayer in respect of a particular taxation year, 


(a) [elected currency to be used] — the taxpayer’s Cana- 
dian tax results for the particular taxation year are to be deter- 
mined using the taxpayer’s elected functional currency; 


(b) [dollar amounts] — unless the context otherwise requires, 
each reference in this Act or the regulations to an amount (other 
than in respect of a penalty or fine) that is described as a particu- 
lar number of Canadian dollars is to be read, in respect of the 
taxpayer and the particular taxation year, as a reference to that 
amount expressed in the taxpayer’s elected functional currency 
using the relevant spot rate for the first day of the particular tax- 
ation year; 


(c) [conversion at date amount arose] — subject to para- 
graph (9)(b), subsection (15), subsection 79(7) and paragraphs 
80(2)(k) and 142.7(8)(b), if a particular amount that is relevant 
in computing the taxpayer’s Canadian tax results for the particu- 
lar taxation year is expressed in a currency other than the tax- 
payer’s elected functional currency, the particular amount is to 
be converted to an amount expressed in the taxpayer’s elected 
functional currency using the relevant spot rate for the day on 
which the particular amount arose; 


(d) [debt forgiveness] — the definition “exchange rate” in 
subsection 111(8) is, in respect of the taxpayer and the particular 
taxation year, and with such modifications as the context re- 
quires, to be read as follows: 


“exchange rate” at any time in respect of a particular cur- 
rency other than the taxpayer’s.elected functional currency 
means the relevant spot rate, for the day that includes that 
time, in respect of the conversion of an amount from the 
particular currency to the taxpayer’s elected functional cur- 
rency, or a rate of exchange acceptable to the Minister; 


(e) [subsec. 39(2)]— except in~ applying paragraph 
95(2)(f.15) in respect of a taxation year, of a foreign affiliate of 
the taxpayer, that is a functional currency year of the foreign 
affiliate within the meaning of subsection (6.1), each reference 
in subsection 39(2) 


(i) to “the value of the currency or currencies of one or more 
countries other than Canada relative to Canadian currency, a 
taxpayer” is to be read, in respect of the taxpayer and the 
particular taxation year, and with such modifications as the 
context requires, as a reference to “the value of the currency 
or currencies of one or more countries (other than the. tax- 
payer’s elected functional currency) relative to a taxpayer’s 
elected functional, currency, the taxpayer”, and 


(ii) to “currency of a country other than Canada” is to be 
read, in respect of the taxpayer and the particular taxation 
year, and with such modifications as the context requires, as 
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a reference to “currency other than the taxpayer’s elected 
functional currency’; 


(ff) [loss carryovers] — each reference in 


(i) section 76.1, subsection 79(7), paragraph 80(2)(k), sub- 
sections 80.01(11), 80.1(8), 142.4(1) and 142.7(8) and: the 
definition “amortized cost” in subsection 248(1), and subpar- 
agraph 231(6)(a)(iv) of the Regulations, to “Canadian cur- 
reficy” is, in respect of the taxpayer and the particular taxa- 
tion year, and with such modifications as the context 
requires, to be read as a reference to “the taxpayer’s elected 
functional currency”, and 


(ii) subparagraph 94.1(1)(b)(vii), the definition “foreign cur- 
rency debt” in subsection 111(8), subsection 142.4(1), and 
the definition “amortized cost” in subsection 248(1) to “cur- 
rency of a country other than Canada” is, in respect of the 
taxpayer and the particular taxation year, and with such mod- 
ifications as the context requires, to be read as a reference to 
“currency other than the taxpayer’s elected functional 
currency’; 


(g) [definition “foreign currency” } — the definition “for- 
eign currency” in subsection 248(1) is, in respect of the taxpayer 
and the taxation year, and with such modifications as the context 
requires, to be read as follows: 


“foreign currency” in respect of a taxpayer, at any time in a 
taxation year, means a currency other than the taxpayer’s 
elected functional currency; 


(h) [FAPI rules] — where.a taxation year, of a foreign affiliate 
of the taxpayer, is a functional currency year of the foreign affil- 
iate within the meaning of subsection (6.1), 


(i) the references in section 95 (other than paragraph 
95(2)(f.15)) and the references in regulations made for the 
purposes of section 95 or 113 (other than subsection 5907(6) 
cet the gece to 


ry er that ae after December 18, 2009, 


tion provides that any assessment of a taxpayer’ 's tax, interest 
under as Act for any ee that ends before the day on 


the relerence to Canadian currency. 


(A) “Canadian currency” are to be read, in respect of the 
foreign affiliate and the taxation year, and with such mod- 
ifications as the context requires, as references to “the 
taxpayer’s elected functional currency”, and 


(B) “currency of a country other than Canada” are to be 
read, in respect of the foreign affiliate and the taxation 
year, and with such modifications as the context requires, 
as references to “currency other than the taxpayer’s 
elected functional currency”, and 


(ii) the reference in paragraph 95(2)(f.13) to “the rate of ex- 
change quoted by the Bank of Canada at noon on’ is to be 
read, in respect of the foreign affiliate and the taxation year, 


S. 261(5)(h)(ii) 


and with such modifications as the context requires, as a ref- 

erence to “the relevant spot rate for”. 
Related Provisions: 76.1 — Debt of non-resident moved from (or assumed in) non- 
resident’s Canadian business; 95(2)(f.12)-(f.15) — Currency calculations for foreign 
affiliates (FAPI); 261(1)‘functional currency year” — Year to which 261(5) applies; 
261(2) — Rules where no election made; 261(3) — Conditions for 261(5) to apply; 
261(6) — Application to. partnership; 261(7)—Converting Canadian currency 
amounts; 261(11)— Determination of amounts payable for administrative rules; 
261(15) — Amounts carried back; 261(16)(a)(i), (b)(ii)(C) — Application. on winding- 
up; 261(18) — Anti-avoidance rule. 


(6) Partnerships — For the purposes of computing the Canadian 
tax results of a particular taxpayer for each taxation year that is a 
functional currency year or a reversionary year of the particular tax- 
payer, this section is to be applied as if each partnership of which 
the particular taxpayer is a member at any time in the taxation year 
were a taxpayer that 


(a) had as its first functional currency year its first fiscal period, 
if any, that 


(1) is a fiscal period at any time during which the particular 
taxpayer is a member of the partnership, 


(11) begins after December 13, 2007, and 


(111) ends at least six months after the day that is six months 
before the end of the particular taxpayer’s first functional 
currency year; 


(b) had as its last Canadian currency year its last fiscal period, if 
any, that ends before its first functional currency year; 


(c) had as its first reversionary. year its first fiscal period, if any, 
that begins after the particular taxpayer’s last functional cur- 
rency year; 


(d) is subject to subsection (5) for each of its fiscal periods that 
is, or begins after, its first functional currency year and that ends 
before its first reversionary year; 


(e) had as its elected functional currency in respect of each fiscal 
period described in paragraph (d) the elected functional currency 
of the particular taxpayer; and 


(f) had as its last functional currency year its last fiscal period, if 
any, that ends before its first reversionary year. 


Related Provisions: 96(1)— Income determination for partnership; 261(22) — 
Partnership transactions — anti-avoidance rules. 


(6.1) Foreign affiliates — For the purposes of computing the for- 
eign accrual property income of a foreign affiliate of a particular 
taxpayer, in respect of the particular taxpayer, for each taxation year 
that is a functional currency year or a reversionary year of the par- 
ticular taxpayer, this section is to be applied as if 


(a) the foreign affiliate were a taxpayer that 


(i) had, as its first functional currency year, its first taxation 
year that 


(A) is a taxation year at any time during which the foreign 
affiliate is a foreign affiliate of the particular taxpayer, 


(B) begins after December 13, 2007, and 


(C) ends at least six months after the day that is six 
months before the end of the particular taxpayer’s first 
functional currency year, 


(ii) had as its last Canadian currency year its last taxation 
year, if any, that ends before its first functional currency 
year, 


(iii) had as its first reversionary year its first taxation year, if 
any, that begins after the particular taxpayer’s last functional 
currency year, 


(iv) is subject to subsection (5) for each of its taxation years 
that is, or begins after, its first functional currency year and 
that ends before its first reversionary year, 


(v) had as its elected functional currency in respect of each 
taxation year described in subparagraph (iv) the elected func- 
tional currency of the particular taxpayer, and 
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(vi) had as its last functional currency year its last taxation 
year, if any, that ends before its first reversionary year; and 


(b) the Canadian tax results of the foreign affiliate for each taxa- 
tion year that is a functional currency year or a reversionary year 
of the foreign affiliate, within the meaning of paragraph (a), 
were its foreign accrual property income, in respect of the par- 
ticular taxpayer, for that taxation year and any amount that is 
relevant in determining such foreign accrual property income. 


Related Provisions: 261(5)(h) — Where foreign affiliate’s taxation year is func- 
tional currency year. 


(7) Converting Canadian currency amounts [— use last 
day of year] — In applying this Act to a taxpayer for a particular 
functional currency year of the taxpayer, the following amounts are 
to be converted from Canadian currency to the taxpayer’s elected 
functional currency using the relevant spot rate for the last day of 
the taxpayer’s last Canadian currency year: 


(a) each particular amount that 


(i) is, or is relevant to the determination of, an amount that 
may be deducted under subsection 37(1) or 66(4), element F 
in the definition “foreign accrual property income” in subsec- 
tion 95(1), section 110.1 or 111 or subsection 126(2), 127(5), 
129(1), 181.1(4) or 190.1(3), in the particular functional cur- 
rency year, and 


(ii) was determined for a Canadian currency year of the 
taxpayer; 


(b) the cost to the taxpayer of a property that was acquired by 
the taxpayer in a Canadian currency year of the taxpayer; 


(c) an amount that was required by section 53 to be added or 
deducted in computing, at any time in a Canadian currency year 
of the taxpayer, the adjusted cost base to the taxpayer of a capi- 
tal property that was acquired by the taxpayer in such a year; 


(d) an amount that 


(i) is in respect of the taxpayer’s undepreciated capital cost of 
depreciable property of a prescribed class, cumulative eligi- 
ble capital in respect of a business, cumulative Canadian ex- 
ploration expense (within the meaning assigned by subsec- 
tion 66.1(6)), cumulative Canadian development expense 
(within the meaning assigned by subsection 66.2(5)), cumu- 
lative foreign resource expense in respect of a country other 
than Canada (within the meaning assigned by subsection 
66.21(1)) or cumulative Canadian oil and gas property ex- 
pense (within the meaning assigned by subsection 66.4(5)) 
(each of which is referred to in this paragraph as a “pool 
amount’), and 


(11) was added to or deducted from a pool amount of the tax- 
payer in respect of a Canadian currency year of the taxpayer; ~ 


(e) an amount that has been deducted or claimed as a reserve in 
computing the income of the taxpayer for its last Canadian cur- 
rency year; 


(f) an outlay or expense referred to in subsection 18(9) that was 
made or incurred by the taxpayer in respect of a Canadian cur- | 
rency year of the taxpayer, and any amount that was deducted in 
respect of the outlay or expense in computing the income of the 
taxpayer for such a year; 


(g) an amount that was added or deducted in computing the tax- 
payer’s paid-up capital in respect of a class of shares of its capi- 
tal stock in a Canadian currency year of the taxpayer; and 


(h) any amount (other than an amount referred to in any of 
paragraphs (a) to (g) or any of subsections (6), (6.1) and (8)) 
determined under the provisions of this Act in or in respect of a 
Canadian currency year of the taxpayer that is relevant in deter- 
mining the Canadian tax results of the taxpayer for the ea 
functional currency year. 


Related Provisions: 261(11)— Conversion rules for amounts of tax payable; 
261(12) — Application to reversionary year. 
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(8) Converting pre-transition debts — In determining, at any 
time in a particular functional currency year of a taxpayer, the 
amount for which a pre-transition debt of the taxpayer (other than a 
pre-transition debt denominated in the taxpayer’s elected functional 
currency) was issued and its principal amount at the beginning of 
the taxpayer’s first functional currency year, 


(a) where the pre-transition debt is denominated in Canadian 
currency, those amounts are to be converted to the taxpayer’s 
elected functional currency using the relevant spot rate for the 
last day of the taxpayer’s last Canadian currency year; and 


(b) where the pre-transition debt is denominated in a currency 
(referred to in this paragraph as the “debt currency”) that is 
neither Canadian currency nor the taxpayer’s elected functional 
currency, those amounts are to be converted from the debt cur- 
rency to the taxpayer’s elected functional currency using the rel- 
evant spot rate for the last day of the taxpayer’s last Canadian 
currency year. 

Related Provisions: 261(9) — Where denominated in other currency; 261(10) — 

Deferred amount relating to pre-transition debt; 261(12) — Application to reversionary 

year. 


(9) Pre-transition debts — A pre-transition debt of a taxpayer 
that is denominated in a currency other than the taxpayer’s elected 
functional currency is deemed to have been issued immediately 
before the taxpayer’s first functional currency year for the purposes 
of 


_(a), determining the amount of the taxpayer’s income, gain or 
loss, for a functional currency year of the taxpayer (other than an 
amount that subsection (10) deems to arise), that is attributable 
to a fluctuation in the value of a currency; and 


(b) applying paragraph 80(2)(k) in respect of a functional cur- 
rency year of the taxpayer. 


(10) Deferred amounts relating to pre-transition debts — If 
a taxpayer has, at any time in a taxation year that is a functional 
currency year or a reversionary year of the taxpayer, made a partic- 
ular payment on account of the principal amount of a pre-transition 
debt of the taxpayer: 


(a) where the taxpayer would have made a gain — or, if the pre- 
transition debt was not on account of capital, would have had 
income — (referred to in this paragraph as the “hypothetical 
gain or income’’), attributable. to a fluctuation in the value.of a 
currency if the pre-transition debt had been settled by the tax- 
payer’s having paid, immediately before the end of its last Cana- 
dian currency year, an amount equal to the principal amount (ex- 
pressed in the currency in which the pre-transition debt is 
denominated, which currency is referred to in this subsection as 
the “debt currency”) at that time, the taxpayer is deemed to 
make a gain or to have income, as the case may be, for the taxa- 
tion year equal to the amount determined by the formula 


A x B/C 
where 
A is 
(i) if the taxation year is a functional currency year of the 
taxpayer, the amount of the hypothetical gain or income 
converted to the taxpayer’s elected functional currency 


using the relevant spot rate for the last day of the tax- 
payer’s last Canadian currency year, and 


(ii) if the taxation year is a reversionary year. of the tax- 
payer, the amount determined under subparagraph (i) con- 
verted to Canadian currency using the relevant spot rate 
for the last day of the taxpayer’s last functional currency 
year, 
Bis the amount of the particular payment (expressed in. the 
debt currency), and 
C is the principal amount of the pre-transition debt at the begin- 
ning of the taxpayer’s first functional. currency year’ (ex- 
pressed in the debt currency); and 
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(b) where the taxpayer would have sustained a loss — or, if the 
pre-transition debt was not'on account ‘of capital, would have 
had a loss — (referred to in this paragraph as the “hypothetical 
loss”) attributable, to a fluctuation in the value of a currency if 
the pre-transition debt had been settled by the taxpayer’s having 
paid, immediately before the end of its last Canadian currency 
year, an amount equal to the principal amount (expressed in the 
debt currency) at that time, the taxpayer is deemed to sustain or 
to have a loss in respect of the particular payment for the taxa- 
tion year equal to the amount that would be determined by the 
formula in paragraph (a) if the reference in the description of A 
in that paragraph.to, “hypothetical. gain or income” were read as 
a reference: to “hypothetical. loss”. 


(11) Determination of amounts payable [under the Act] — 
Notwithstanding subsections (5) and (7), for the purposes of apply- 
ing this Act in respect of a functional currency year (referred to in 
this subsection as the “particular taxation year”) of a taxpayer, 


(a) for the purposes of determining the taxpayer’s payment obli- 
gations under. paragraph 157(1)(a) or (1.1)(a), 


(i) the estimated amounts, each of which is described in sub- 

paragraph 157(1)(a)(i) or (1.1)(a)Q@), that are payable by the 
taxpayer for the particular taxation year are to be determined 
by converting those amounts, as determined in the taxpayer’s 
elected functional currency, to Canadian currency using the 
relevant spot rate for the day on which those amounts are 
due, 


(ii) the taxpayer’s first instalment base (within the meaning 
assigned by subsection 157(4)) for the particular ‘taxation 
year is to be determined 


(A) if the particular taxation year is the taxpayer’s first 
functional currency year, without reference to this sec- 
tion; and 


(B) in any other case, as if the taxes payable by the tax- 
payer for the taxpayer’s functional currency year (referred 
to in this paragraph as the “first base year”) immediately 
preceding the particular taxation year were the total of 


(1) the total of the taxpayer’s payment. obligations 
under paragraph 157(1)(a) or (1.1)(a), as-determined 
with reference: to this subparagraph or subparagraph 
(1) or (iii), as the case; may be, in respect of the first 
base year, and 


(I) the amount, if any, of the remainder of the taxes 
payable by the taxpayer under paragraph 157(1)(b) or 
(1.1)(b), as determined under paragraph (b), in respect 
of the first base year, and 


(iii) the taxpayer’s second instalment base (within the mean- 
ing assigned by subsection 157(4)) for the particular taxation 
year is to be determined ; 


(A) if the particular taxation year is the taxpayer’s. first 
functional currency year or its taxation year that immedi- 
ately follows its first. functional currency year, without 
reference to this section, and 


(B) in any other case, as if the taxes payable by the tax- 
payer for the taxpayer’s functional currency year (referred 
to in this subparagraph as the “second base year”) imme- 
diately preceding the first base year were the total of 


(I) the total of the taxpayer’s payment obligations 
under paragraph 157(1)(a) or (1-1)(a), as determined 
with reference to' this subparagraph or subparagraph 
(i) or (ii), as the case may be, in respect of the second 
base year, and 


(II) the amount, if any, ofthe remainder of the taxes 
payable by the taxpayer under paragraph 157(1)(b) or 
(1.1)(b), as determined ' under paragraph (b),'in respect 
of the second base year; 
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(b) the remainder of the taxes payable by the taxpayer under par- 
agraph 157(1)(b) or (1.1)(b) for the particular taxation year is 
the amount, if any, determined by 
(i) computing the amount, if any, by which 
(A) the total of the taxes payable by the taxpayer under 
this Part and Parts VI, VI.1 and XIII.1 for the particular 
taxation year, as determined in the taxpayer’s elected 
functional currency 


exceeds 


(B) the total of all amounts each of which is the amount 
determined by converting the amount of a payment obli- 
gation — determined by paragraph 157(1)(a) or (1.1)(a), 
as the case may be, with reference to subparagraph (a)(i), 
(ii) or (iii), as the case may be — of the taxpayer in re- 
spect of the particular taxation year to the taxpayer’s 
elected functional currency using the relevant spot rate for 
the day on which the payment obligation was due, and 


(ii) converting the amount, if any, determined by subpara- 
graph (i) to Canadian currency using the relevant spot rate 
for the taxpayer’s balance-due day for the particular taxation 
year; 
(c) for the purposes of determining any amount (other than tax) 
that is payable by the taxpayer under this Part or Part VI, VI.1 or 
XIII.1 for the particular taxation year, the taxpayer’s' tax payable 
under the Part for the particular taxation year is deemed to be 
equal to the total of 


(i) the total of the taxpayer’s payment obligations under para- 
graph 157(1)(a) or (1.1)(a), in respect of the Part, as deter- 
mined with reference to subparagraph (a)(i), (ii) or (iii), as 
the case may be, in respect of the particular taxation year, 
and 


(ii) the amount, if any, of the remainder of the taxes payable 
by the taxpayer under paragraph 157(1)(b) or (1.1)(b), in re- 
spect of the Part, as determined under paragraph (b), in re- 
spect of the particular taxation year; 


(d) amounts of tax that are payable under this Act (except under 
this Part and Parts VI, VI.1 and XIII.1) by the taxpayer for the 
particular taxation year are to be determined by converting those 
amounts, as determined in the taxpayer’s elected functional cur- 
rency, to Canadian currency using the relevant spot rate for the 
day on which those amounts are due; 


(e) if a particular amount that is determined in the taxpayer’s 
elected functional currency is deemed to be paid at any time on 
account of an amount payable by the taxpayer under this Act for 
the particular taxation year, the particular amount is to be con- 
verted to Canadian currency using the relevant spot rate for the 
day that includes that time; 


(f) the following amounts are to be determined in the taxpayer’s 
elected functional currency and converted to Canadian currency 
using the relevant spot rate for the taxpayer’s balance-due day 
for the particular taxation year: 


(i) amounts described in paragraph 163(1)(a) in respect of the 
particular taxation year, and 


(ii) the amount of the taxpayer’s taxable capital employed in 
Canada, for the purpose of applying section 235; and 


(g) for greater certainty, all amounts payable by the taxpayer 
under this Act in respect of the particular taxation year are to be 
paid in Canadian currency. 


(12) Application of subsecs. (7) and (8) to reversionary 
years — In applying this Act to a reversionary year of a taxpayer, 
subsections (7) and (8) are to be read as if the references in those 
subsections to 


(a) “Canadian currency” were references to “the taxpayer’s 
elected functional currency”; 


(b) “Canadian currency year” were references to “functional cur- 
rency year”; 
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(c) “functional currency year” were references to “reversionary 
year’; 

(d) “first functional currency year” were references to “first re- 
versionary year’; 


(e) “last Canadian currency year” were references to “last func- 
tional currency year’; 


(f) “pre-transition debt” were references to “pre-reversion debt”; 
and 


(g) “the taxpayer’s elected functional currency” were references 
to “Canadian currency”. 


(13) Pre-reversion debts — A pre-reversion debt of a taxpayer 
that is denominated in a currency other than Canadian currency is 
deemed to have been issued immediately before the taxpayer’s first 
reversionary year for the purposes of 


(a) determining the amount of the taxpayer’s income, gain or 
loss, for a reversionary year of the taxpayer (other than an 
amount that subsection (14) deems to arise), that is attributable 
to a fluctuation in the value of a currency; and 


(b) applying paragraph 80(2)(k) in respect of a reversionary year 
of the taxpayer. 


(14) Deferred amounts relating to pre-reversion debts — If 
a taxpayer has, at any time in a reversionary year of the taxpayer, 
made a particular payment on account of the principal amount of a 
pre-reversion debt of the taxpayer: 


(a) where the taxpayer would have made a gain — or, if the pre- 
reversion debt was not on account of capital, would have had 
income — (referred to in this paragraph as the “hypothetical 
gain or income”) attributable to a fluctuation in the value of a 
currency if the pre-reversion debt had been settled by the tax- 
payer’s having paid, immediately before the end of its last func- 
tional currency year, an amount equal to the principal amount 
(expressed in the currency in which the pre-reversion debt is de- 
nominated, which currency is referred to in this subsection as 
the “debt currency”) at that time, the taxpayer is deemed to 
make a gain or to have income, as the case may be, for the rever- 
sionary year equal to the amount determined by the formula 


AxXB/C 
where 


A is the amount of the hypothetical gain or income converted to 
~ Canadian currency using the relevant spot rate for the last 
day of the taxpayer’s last functional currency year, 


B_is the amount of the particular payment (expressed in the 
debt currency), and 


C_ is the principal amount of the pre-reversion ane at the begin- 
ning of the taxpayer’s first reversionary year (expressed in 
the debt currency); and 


(b) where the taxpayer would have sustained a loss — or, if the 
pre-reversion debt was not on account of capital, would have 
had a loss — (referred to in this paragraph as the “hypothetical 
loss”) attributable to a fluctuation in the value of a currency if 
the pre-reversion debt had been settled by the taxpayer’s having 
paid, immediately before the end of its last functional currency - 
year, an amount equal to the principal amount (expressed in the 
debt currency) at that time, the taxpayer is deemed to sustain or 
to have a loss in respect of the particular payment for the rever- 
sionary year equal to the amount that would be determined by 
the formula in paragraph (a) if the reference in the description of 
A in that paragraph to “hypothetical gain or income” were read 
as a reference to “hypothetical loss”. 


(15) Amounts carried back — For the purposes of determining 
the amount that may be deducted, in respect of a particular amount 
that arises in a taxation year (referred to in this subsection as the 
“later year”) of a taxpayer, under section 111 or subsection 126(2), 
127(5), 181.1(4) or 190.1(3) in computing the taxpayer’s Canadian 
tax results for a taxation year (referred to in this subsection as the 
“current year’) that ended before the later year, 
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(a) if the later year is a functional currency year of the taxpayer 
and the current year is a Canadian currency year of the taxpayer, 
the following amounts (expressed in the taxpayer’s elected func- 
tional currency) are to be converted to Canadian currency using 


last Cana- 
dian. currency. year: 


Gd) the particular amount, and 


(11) any amount so deducted i in computing the: taxpayer’ s Ca- 
nadian tax results for another functional currency year of the 
taxpayer; 


(b) if the later year is a reversionary year of the taxpayer and the 
current year is a functional currency: year. of the taxpayer, 


(i) the following amounts (expressed. in Canadian currency) 
are to be converted to the taxpayer’s elected functional cur- 
rency using the relevant spot rate for the last day of the tax- 
payer’s last functional currency year: 


(A) the particular amount, and 


(B) any amount so deducted in computing the taxpayer’s 
Canadian tax results for another reversionary, year. of the 
taxpayer, and 


(ii) any amount (expressed in Canadian currency) so de- 
ducted in computing the taxpayer’s Canadian tax results for a 
Canadian currency year of the taxpayer is to be converted to 
the taxpayer’s elected functional currency using the relevant 
spot rate for the last day of the taxpayer’s last Canadian cur- 
rency year; — 


(c) if the later year is'a reversionary year of the taxpayer and the 
current year is a Canadian currency year of the taxpayer, the fol- 
lowing amounts (expressed in the taxpayer’s elected functional 
currency) are'to be converted to Canadian currency using the 
relevant spot rate for the’ last day of the Bae | s last Canadian 
currency year: 


(i) the amount that. would be determined. under clause 
(b)(G)(A). in respect of the particular amount. if.the current 
year were a functional currency year of the taxpayer, and 
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(ii) any amount so deducted in computing the taxpayer’s Ca- 
nadian tax results for a functional currency year of the tax- 
payer; and 


msi. in any other case, this subsection does not apply. 


(16) Windings-up — If a Achate up described in: subsection 
88(1) commences at,any time (referred to,in this subsection as the 
“commencement time’’) and the parent and the subsidiary, referred 
to in that subsection would, in the absence of this subsection, have 
different tax reporting currencies at the commencement time, the 
following rules apply for the purposes of determining the subsidi- 


| ary’s Canadian tax results for its taxation years that end after the 


commencement time: 


(a) where the subsidiary’ s tax reporting currency is. Canadian 
currency, 


(i) notwithstanding subsection (3), subsection. (5), is deemed 
to apply to the subsidiary in respect of its taxation year that 
includes the commencement time and each of its subsequent 
taxation years, if any, 


(ii) the subsidiary is deemed to ies as its, elected forictional 
currency the parent’s tax reporting currency, and 


(ii1) if the subsidiary’s taxation year that includes the com- 

““mencement time would, in the absence of this subsection, be 
a reversionary year of the subsidiary, this section is to be 
read with any modifications that the circumstances require; 
and : 


(b) where the subsidiary’s tax reporting currency is not Cana- 
dian currency, 


(i) the subsidiary is deemed to have filed, at the time that is 
six months and one day before the beginning of its taxation 
year that includes the commencement time, in prescribed 
form and manner, a notice of revocation described in subsec- 
tion (4), and 


(ii) if the parent’ s tax reporting currency is not Canadian 
currency, 


(A): the subsidiary’ s first reversionary year is ent to 
have ended at the particular time that is immediately after 
_the,time at which it began, 


(B) a new taxation year of the subsidiary’ is aeeniel to 
have begun immediately after the particular time, 


(C) notwithstanding subsection. (3), subsection (5) is 
deemed to apply to the subsidiary in respect of its taxation 
year that includes the commencement time and each of its 
subsequent taxation years, if any, and 


(D) the subsidiary is deemed to have as its elected func- 
tional. currency the parent’s tax reporting currency. 


Related Provisions: 261(17)— Application to amaleeece 261(18) — Anti- 
avoidance. 


(17)-Amalgamations — If a predecessor corporation and: the new 
corporation, in respect of an amalgamation within the meaning of 
subsection 87(1), -have different tax reporting currencies for their 
last and first taxation years, respectively, paragraphs (16)(a) and (b) 
apply, for the purposes of determining the. predecessor. corpora- 
tion’s Canadian tax results for its last taxation year, as if the tax 
reporting currencies referred to in those paragraphs were the tax re- 
porting currencies referred to in this. subsection and as if the refer- 
ences in those paragraphs to 


(a); ‘subsidiary” were references to aol vies corporation”; 
(b) “parent” were references to “new corporation”; and 


(c) “taxation year that includes the commencement time” were 
references to “last taxation year”. 


Related Provisions: 261(18) — Anti-avoidance. 
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(18) Anti-avoidance — The Canadian tax results of a corporation 
for any one or more taxation years shall be determined using a par- 
ticular currency if 


(a) at any time (referred to in this subsection as the “transfer 
time”) one or more properties are directly or indirectly 
transferred 


(i) by the corporation to another corporation (referred to in 
this subsection as the “transferor” and the “transferee”, re- 
spectively), or 


(ii) by another corporation to the corporation (referred to in 
this subsection as the “transferor’ and the “transferee”, 
respectively); 


(b) the transferor and the transferee are related at the transfer 
time or become related in the course of a series of transactions 
or events that includes the transfer; 


(c) the transfer time 


(i) is, or would in the absence of subsections (16) and (17) 
be, in a functional currency year of the transferor and the 
transferor and the transferee have, or would in the absence of 
those subsections have, different tax reporting currencies at 
the transfer time, or 


(ii) is, or would in the absence of those subsections be, in a 
reversionary year of the transferor and is not in a reversion- 
ary year of the transferee; 


(d) it can reasonably be considered that one of the main pur- 
poses of the transfer or of any portion of a series of transactions 
or events that includes the transfer is to change, or to enable the 
changing of, the currency in which the Canadian tax results in 
respect of the property, or property substituted for it, for a taxa- 
tion year would otherwise be determined; and 


(e) the Minister directs that those Canadian tax results be deter- 
mined in the particular currency. 


Related Provisions: 261(19) — Mergers; 261(22) — Partnership transactions. 


(19) Mergers — For the purposes of subsection (18), if one corpo- 
rate entity (referred to in this subsection as the “new corporation”) 
is formed at a particular time by the amalgamation or other merger 
of two or more corporations (each of which is referred to in this 
subsection as a “predecessor corporation’), 


(a) the predecessor corporation is deemed to have transferred to 
the new corporation at the time (referred to in this subsection as 
the “merger transfer time’’) that is immediately before the partic- 
ular time each property that was held at the merger transfer time 
by the predecessor corporation and at the particular time by the 
new corporation; 


(b) the new corporation is deemed to exist, and to be related to 
the predecessor corporation, at the merger transfer time; and 


(c) the new corporation is deemed to have as its tax reporting 
currency at the merger transfer time its tax reporting currency at 
the particular time. 


Related Provisions: 261(22) — Partnership transactions. 


(20) Application of subsec. (21) — Subsection (21) applies in 
determining a taxpayer’s income, gain or loss for a taxation year in 
respect of a transaction (referred to in this subsection and subsec- 
tion (21) as a “specified transaction”) if 


(a) the specified transaction was entered into, directly or indi- 
rectly, at any time by the taxpayer and a corporation (referred to 
in this subsection as the “related corporation”) to which the tax- 
payer is at that time related; 


(b) the taxpayer and the related corporation had different tax re- 
porting currencies at any time during the period (referred to in 
this subsection as the “accrual period”) in which the income, 
gain or loss accrued; and 


(c) it would, in the absence of this subsection and subsection 
(21), be reasonable to consider that a fluctuation at any time in 
the accrual period in the value of the taxpayer’s tax reporting 
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currency relative to the value of the related corporation’s tax re- 
porting currency 


(i) increased the taxpayer’s loss in respect of the specified 
transaction, 


(ii) reduced the taxpayer’s income or gain in respect of the 
specified transaction, or 


(iii) caused the taxpayer to have a loss, instead of income or 
a gain, in respect of the specified transaction. 


Related Provisions: 261(22) — Partnership transactions. 


(21) Income, gain or loss determinations — If this subsection 
applies, each fluctuation in value referred to in paragraph (20)(c) is, 
for the purposes of determining the taxpayer’s income, gain or loss 
in respect of the specified transaction and notwithstanding any other 
provision of this Act, deemed not to have occurred. 


Related Provisions: 261(20) — Conditions for 261(21) to apply; 261(22) — Part- 
nership transactions. 


(22) Partnership transactions — For the purposes of this sub- 
section and subsections (18) to (21), 


(a) if a property is directly or indirectly transferred to or by a 
partnership, the property is deemed to have been transferred to 
or by (as the case may be) each member of the partnership; and 


(b) if a partnership is a party to a transaction, each member of 
the partnership is deemed to be that party to that transaction. 


History [s. 261]: S. 261 amended by 2009, c. 2, s. 80, applicable as follows: 


(a) the definitions in subsec. 261(1) other than “Canadian tax results”, subsecs. 
261(3) to (14) and subsecs. 261(16) to (22) are applicable in respect of taxation 
years that begin after December 13, 2007, except that 


(i) where a taxpayer has, before June 28, 2008, made an election under para. 
261(3)(b), 


(A) if the taxpayer makes a further election in writing, and files it with the 
Minister of National Revenue on or before the taxpayer’s filing-due date 
for the taxpayer’s taxation year that includes March 12, 2009, the relevant 
spot rate for a particular day is deemed, for the purposes of subsecs. 
261(7) to (10), to be the average of the rates that would, in the absence of 
this clause, be the relevant spot rates for each day in the 12-month period 
that ends on the particular day, and 


(B) subsecs. 261(20) and (21) apply in respect of taxation years that begin 
after June 27, 2008; and 


(ii) in applying para. 261(3)(b), if the day that is six months before the end of 
the particular taxation year referred to in that paragraph is before December 
15, 2008, the reference in that paragraph to “the day that is six months before 
the end of the particular taxation year” is, in respect of that particular taxation 
year, to be read as a reference to “December 15, 2008”. 


(b) the definition “Canadian tax results” in subsec. 261(1) and subsec. 261(2) apply 
for all taxation years; and 


(c) subsec. 261(15) applies after December 13, 2007. 
S. 261 formerly read: 


261. (1) Definitions — The definitions in this subsection apply in this section. 


“Canadian currency year” of a taxpayer means a taxation year of the taxpayer in 
respect of which subsection (4) did not apply to the taxpayer. 


“Canadian tax results” of a taxpayer for a particular taxation year of the taxpayer 
means 


(a) the amount of the income of the taxpayer for the particular taxation year; 


(b) the amount of the taxable income of the taxpayer for the particular taxa- 
tion year; 

(c) the amount (other than an amount payable on behalf of another person 
under subsection 153(1) or section 215) of tax or other amount payable 
under this Act by the taxpayer in respect of the particular taxation year; 


(d) the amount (other than an amount refundable on behalf of another person 
in respect of amounts payable on behalf of that person under subsection 
153(1) or section 215) of tax or other amount refundable under this Act to 
the taxpayer in respect of the particular taxation year; and 


(e) any amount that is relevant in determining the amounts described in re- 
spect of the taxpayer under paragraphs (a) to (d). 


“consolidated financial statements” of a taxpayer for a taxation year means the 
financial statements of the taxpayer that are prepared in accordance with gener- 
ally accepted accounting principles that are applicable to that taxation year. 


“currency exchange rate” on a particular day means, in respect of a conversion of 
an amount determined in a particular currency into an amount determined in an- 
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other currency, the average, for the 12 month period ending on the particular 
day, 


(a) where the particular currency is Canadian currency, of the rate of ex- 
change (calculated by reference to the rate of exchange quoted by the Bank 
of Canada at noon on each business day in the period) for the exchange of 
the Canadian dollar for a unit of the other currency or such rate or rates of 
exchange acceptable to the Minister; 


(b) where the other currency is Canadian currency, of the rate of exchange 
(calculated by reference to the rate of exchange quoted by the Bank of Can- 
ada at noon on each business day in the period) for the exchange of a unit of 
the particular currency for the Canadian dollar or such rate or rates of ex- 
change acceptable to the Minister; or 


(c), where neither the particular currency nor the other currency is Canadian 
currency, of the rate of exchange (calculated by reference to the rates of 
exchange quoted by the Bank of Canada at noon on each business day in the 
period for the exchange of the Canadian dollar for a unit of each of those 
currencies) for the exchange of a unit of the particular currency for a unit of 
the other currency or such rate or rates of exchange acceptable to the 
Minister. 


“functional currency” of a taxpayer for a particular taxation year of the taxpayer 
means the currency of a country other than Canada if that currency is 


(a) a qualifying currency; 


(b) the currency that is, more often than any other currency, used in the con- 
duct of the taxpayer’s principal business activities in the particular taxation 
year; and 


(c) the currency in which the financial results of the taxpayer for the particu- 
lar taxation year are computed in the taxpayer’s consolidated financial state- 
ments and legal-entity financial statements for the particular taxation year. 


“functional currency year” of a taxpayer means a taxation year of the taxpayer in 
respect of which subsection (4) applies to the taxpayer. 


“generally accepted accounting principles” means the accounting principles es- 
tablished or recommended by the Accounting Standards Board of Canada or 
such other accounting principles as are determined to be acceptable by the 
Minister. 


“initial functional currency year” of a taxpayer means a functional currency year 
of the taxpayer if the particular taxation year of the taxpayer ending immediately 
before the beginning of that functional currency year of the taxpayer was a Cana- 
dian currency year of the taxpayer. 


“initial reversionary year” of a taxpayer means the first taxation year of the tax- 
payer that begins immediately after the last functional currency year of the 
taxpayer. 


“last Canadian currency year’ of.a taxpayer means the last taxation year of the 
taxpayer that ends before the beginning of the initial functional currency year of 
the taxpayer. 


“Jast functional currency year’ of a taxpayer means a functional currency year of 
the taxpayer if the particular taxation year of the taxpayer beginning immediately 
after the end of that functional currency year is a Canadian currency year of the 
taxpayer. 


“legal-entity financial statements” of a taxpayer for a taxation year means the 
financial statements of the taxpayer that would be prepared for that taxation year 
in accordance with generally accepted accounting principles that are applicable 
to that taxation year if those generally accepted accounting principles did not 
require consolidation 


“qualifying currency” of a taxpayer for a taxation year means each of 
(a) the currency of the United States of America; 
(b) the currency of the European Monetary Union; 
(c) the currency of the United Kingdom; and 
(d) a prescribed currency. 


“reversionary exchange rate” of a taxpayer for a functional currency year of the 
taxpayer means the average, for the 12-month period ending on the last day of 
the functional currency year of the taxpayer, of the rate of exchange (quoted by 
the Bank of Canada at noon on each business day in the period) for the exchange 
of a unit of the functional currency of the taxpayer for the functional currency 
year for the Canadian dollar. 


“tax credit” means an amount deductible in computing a taxpayer’s tax payable, 
or deemed to have been paid on account of a taxpayer’s tax payable, under any 
Part of this Act for a taxation year. 


“transitional exchange rate” of a taxpayer means the average, for the 12-month 
period ending on the last day of the last Canadian currency year of the taxpayer, 
of the rate of exchange (calculated by reference to the rate of exchange quoted 
by the Bank of Canada at noon on each business day in the period) for the ex- 
change of the Canadian dollar for a unit of the functional currency of the tax- 
payer for the initial functional currency year of the taxpayer. 
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(2) Canadian currency requirement — Subject to subsections (3) to (10), 


(a) the Canadian tax results of a taxpayer for a particular taxation year are to 
be determined using Canadian currency; and 


(b) subject to subsection 79(7), paragraphs 80(2)(k) and 142.7(8)(b), if a par- 
ticular amount that is relevant in computing the taxpayer’s Canadian tax re- 
sults for the particular taxation year is an amount expressed in a currency 
other than Canadian currency, that amount is to be converted to an amount 
expressed in Canadian currency using the rate of exchange quoted by the 
Bank of Canada at noon on the day on which that amount first arose for the 
exchange of a unit of that other currency for a unit of Canadian currency or 
such other rate of exchange as is acceptable to the Minister. 


(3) Application of subsec. (4) — Subsection (4) applies to a taxpayer in respect 
of a particular taxation year of the taxpayer if 


(a) the taxpayer is, throughout the particular taxation year, a corporation 
(other than an investment corporation, a mortgage investment corporation or 
a mutual fund corporation) resident in Canada; 


(b) the taxpayer has elected that subsection (4) apply to the taxpayer in re- 
spect of the particular taxation year, or a preceding taxation year, and each 
subsequent taxation year of the taxpayer and has filed that election with the 
Minister in prescribed form and manner on or before the taxpayer’s filing 
due date 


Gi) for the taxation year immediately preceding the first taxation year in 
respect of which the election was made, or 


(ii) where there was not a taxation year immediately preceding the first 
taxation year in respect of which the election was made, for the first 
taxation year in respect of which the election was made; 


(c) there is a functional currency of the taxpayer for the particular taxation 
year; 

(d) where the taxpayer’s taxation year immediately preceding the particular 
taxation year was a functional currency year of the taxpayer, the functional 
currency of the taxpayer for that preceding taxation year is the same as the 
functional currency of the taxpayer for the particular taxation year; and 


(e) where the taxpayer’s taxation year immediately preceding the particular 
taxation year was a Canadian currency year of the taxpayer, no preceding 
taxation year of the taxpayer was a functional currency year of the taxpayer. 


(4) Functional currency reporting — If, because of subsection (3), this subsec- 
tion applies to a taxpayer for a particular taxation year of the taxpayer, 


(a) the taxpayer’s Canadian tax results for the particular taxation year are to 
be determined using the taxpayer’s functional currency for the particular tax- 
ation year; 

(b) each reference in the Act or the regulations to a particular amount ex- 
pressed in Canadian dollars is to be read as a reference to a particular 
amount expressed in the taxpayer’s functional currency for the particular 
taxation year determined by applying the currency exchange rate in respect 
of the conversion of Canadian currency into that functional currency as of 
the first day of the particular taxation year; 


(c) subject to subsection 79(7), paragraphs 80(2)(k) and 142.7(8)(b), if a par- 
ticular amount that is relevant in computing the taxpayer’s Canadian tax re- 
sults for the particular taxation year is an amount expressed in a currency 
other than the taxpayer’s functional currency for the particular taxation year, 
that amount is to be converted to an amount expressed in the taxpayer’s 
functional currency for the particular taxation year by using the rates of ex- 
change quoted by the Bank of Canada at noon on the day that the particular 
amount first arose for the exchange of the Canadian dollar for a unit of each 
of those currencies or such other rate of exchange as is acceptable to the 
Minister; 

(d) each reference in subsection 79(7), paragraph 80(2)(k) and subsections 
80.01(11) and 80.1(8) to “Canadian currency” is to be read as a reference to 
“the taxpayer’s functional currency”’; 


(e) the reference in subsection 39(2) to “the value of the currency or curren- 
cies of one or more countries other than Canada relative to Canadian cur- 
rency, a taxpayer has made a gain or sustained a loss in a taxation year” is to 
be read as reference to “the value of the currency or currencies of one or 
more countries (other than the taxpayer’s functional currency for the taxa- 
tion year) relative to a taxpayer’s functional currency for a taxation year, the 
taxpayer has made a gain or sustained a loss in the taxation year’ and the 
references in that subsection to “currency of a country other than Canada” 
shall be read as references to “currency other than the taxpayer’s functional 
currency for the taxation year”; 


(f) the definition “foreign currency” in subsection 248(1) is, in respect of the 
taxpayer, to be, at any, time in the particular taxation year, read as: 


“foreign currency” in respect of a taxpayer, at any time in a particular 
taxation year, means a currency other than the taxpayer’s functional 
currency for the particular taxation year; 


(g) where a taxation year of a foreign affiliate of the taxpayer ends in the 
particular taxation year of the taxpayer, the references in section 95 and in 
regulations made for the purposes of that section (other than subsection 
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5907(6) of the Regulations) to “Canadian currency” shall be read, in respect 
of the foreign affiliate, as a reference to “the taxpayer’s functional currency 
for the particular taxation year’. 


(5) Converting Canadian currency amounts — In applying this Act to a tax- 
payer for a particular functional currency year of the taxpayer 


(a) subject to subparagraph (10)(b)(iii), in determining the amount (ex- 
pressed in the taxpayer’s functional currency for the particular functional 
currency year) that may be deducted, or relevant in determining the amount 
that may be deducted, under subsection 37(1) or 66(4), section 110.1 or 111 
or subsection 126(2), 127(5), 129(1), 181.1(4) or 190.13) in the particular 
functional currency year, each amount (determined in Canadian currency) 
that is relevant to the determination and that was determined for a taxation 
year of the taxpayer that preceded the initial functional currency year of the 
taxpayer, is to be converted to the taxpayer’s functional currency for the 
particular functional currency year using the transitional exchange rate of the 
taxpayer; 

(b) in determining, at any time in the particular functional currency year, the 
cost (expressed in the taxpayer’s functional currency for the particular func- 
tional currency year) to the taxpayer of a property that was acquired by the 
taxpayer before the beginning of the taxpayer’s initial functional currency 
year, the cost (determined in Canadian currency) to the taxpayer of the pro- 
perty at the end of the last Canadian currency year of the taxpayer is to be 
converted to the taxpayer’s functional currency for the particular functional 
currency year using the transitional exchange rate of the taxpayer; 


(c) in determining, at any time in the particular functional currency year, the 
adjusted cost base (expressed in the taxpayer’s functional currency for the 
particular functional currency year) to the taxpayer of a capital property that 
was acquired by the taxpayer before the beginning of the taxpayer’s initial 
functional currency year, each amount (determined in Canadian currency) 
that was required by section 53 to be added or deducted in computing, at any 
time before the beginning of the initial functional currency year of the tax- 
payer, the adjusted cost base of the property to the taxpayer is to be con- 
verted to the taxpayer’s functional currency for the particular functional cur- 
rency year using the transitional exchange rate of the taxpayer; 


(d) in determining, at any time in the particular functional currency year, the 
amount (expressed in the taxpayer’s functional currency for the particular 
functional currency year) of the taxpayer’s undepreciated capital cost of de- 
preciable property of a prescribed class, cumulative eligible capital in re- 
spect of a business, cumulative Canadian exploration expense (within the 
meaning assigned by. subsection 66.1(6)), cumulative Canadian deyelopment 
expense (within the meaning assigned by subsection 66.2(5)), cumulative 
foreign resource expense in respect of a country other than Canada (within 
the meaning assigned by subsection 66.21(1)) and cumulative Canadian oil 
and gas property expense (within the meaning assigned by subsection 
66.4(5)), (each of which is referred to in this paragraph as a “pool amount’) 
each amount (determined in Canadian currency) that was added to or de- 
ducted from a particular pool amount of the taxpayer in respect of a taxation 
year of the taxpayer preceding the initial functional currency year of the tax- 
payer is to be converted to the taxpayer’s functional currency for the particu- 
lar functional currency year using the transitional exchange rate of the 
taxpayer; 


(e) in determining any amount (expressed in the taxpayer’s functional cur- 
rency for the particular functional currency year) that has been deducted or 
claimed as a reserve in computing the income of the taxpayer for its last 
Canadian currency year, that amount (determined in Canadian currency) de- 
ducted or claimed as a reserve is to be converted to the taxpayer’s functional 
currency for the particular functional currency year using the transitional ex- 
change rate of the taxpayer; 


(f) in determining the amount (expressed in the taxpayer’s functional cur- 
rency for the particular functional currency year) of any outlay or expense 
referred to in subsection 18(9) that was made or incurred by the taxpayer and 
the amount that was deducted in respect of that outlay or expense in respect 
of a taxation year preceding the initial functional currency year of the tax- 
payer, such amounts of outlay or expense or deductions (determined in Ca- 
nadian currency for those years) are to be converted to the taxpayer’s func- 
tional currency for the particular functional currency year using the 
transitional exchange rate of the taxpayer; 


(g) in determining, at any time in the particular functional currency year, the 
amount (expressed in the taxpayer’s functional currency for the particular 
functional currency year) of the taxpayer’s paid-up capital in respect of any 
class of shares of its capital stock, any amount (determined in Canadian cur- 
rency) added or deducted in computing the taxpayer’s paid-up capital in re- 
spect of the class in a taxation year preceding the initial functional currency 
year of the taxpayer is to be converted to the taxpayer’s functional currency 
for the particular functional currency year using the transitional exchange 
rate of the taxpayer; 


(h) where the taxpayer issued a debt obligation in a taxation year of the tax- 
payer preceding the initial functional currency year of the taxpayer, in deter- 
mining the amount (expressed in the taxpayer’s functional currency for the 
particular functional currency year) for which the obligation was issued, the 
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principal amount (expressed in the taxpayer’s functional currency for the 
particular functional currency year) of the obligation, any amount (expressed 
in the taxpayer’s functional currency for the particular functional currency 
year) paid in satisfaction of the principal amount of the obligation in a taxa- 
tion year of the taxpayer preceding the initial functional currency year of the 
taxpayer, and the amount (determined in the taxpayer's functional currency 
for the particular functional currency year) of any gain or loss attributable to 
the fluctuation in the values of currencies, 


(i) where the obligation was issued in the taxpayer’s functional currency 
for the particular functional currency year, the amount (determined in 
the taxpayer’s functional currency for the particular functional currency 
year) for which the obligation was issued, the principal amount (deter- 
mined in the taxpayer’s functional currency for the particular functional 
currency year) of the obligation and the amounts (determined in the tax- 
payer’s functional currency for the particular functional currency year) 
paid in satisfaction of the principal amount of the obligation, in a taxa- 
tion year of the taxpayer preceding the initial functional currency year of 
the taxpayer are those amounts determined in those years in the tax- 
payer’s functional currency for the particular functional currency year, 


(ii) where the obligation was issued in Canadian currency, the amount 
for which the obligation was issued (determined in Canadian currency), 
the principal amount (determined in Canadian currency) of the obliga- 
tion and the amounts (determined in Canadian currency) paid in satis- 
faction of the principal amount of the obligation, in a taxation year pre- 
ceding the initial functional currency year are to be converted to the 
taxpayer’s functional currency for the particular functional currency 
year using the transitional exchange rate of the taxpayer, and 


(iii) where the obligation was issued in a currency (referred to in this 
subparagraph as the “third currency”) other than Canadian currency or 
the taxpayer’s functional currency for the particular functional currency 
year, the amount (determined in the third currency) for which the obli- 
gation was issued, the principal amount (determined in the third cur- 
rency) of the obligation and the amounts (determined in the third cur- 
rency) paid in satisfaction of the principal amount of the obligation in a 
taxation year of the taxpayer preceding the initial functional cutrency 
year of the taxpayer, are to be converted to the taxpayer’s functional 
currency for the particular functional currency year using the currency 
exchange rate in respect of a conversion of an amount determined in the 
third currency. into an amount determined in the taxpayer’s functional 
currency for the particular functional currency year on the last day of the 
last Canadian currency year of the taxpayer; 


(i) in. determining the amount (expressed in the taxpayer’s functional cur- 
rency for the particular functional currency year) of tax payable under Part I 
for a Canadian currency year for the purpose of determining the taxpayer's 
first instalment base or second instalment base for the taxpayer’s initial func- 
tional currency year, the amount (determined in Canadian currency) of tax 
payable is to be converted to the taxpayer’s functional currency for the par- 
ticular functional currency year using the transitional exchange rate of the 
taxpayer; and 


(j) any amount (expressed in Canadian currency), other than an amount re- 
ferred to in paragraphs (a) to (i), determined under the provisions of this Act 
in or in respect of a taxation year preceding the initial functional currency 
year of the taxpayer that is relevant in determining the Canadian tax results 
(expressed in the taxpayer’s functional currency for the particular functional 
currency year) of the taxpayer for the particular functional currency year is 
to be converted to the taxpayer’s functional currency for the particular func- 
tional currency year using the transitional exchange rate of the taxpayer. 


(6) Deferred amounts relating to debt — In applying this Act to a taxpayer for 
a particular functional currency year of the taxpayer 


(a) where, at any time in the particular functional currency year, the taxpayer 
has made a particular payment (expressed in the taxpayer’s functional cur- 
rency for the particular functional currency year) on account of the principal 
amount (expressed in the taxpayer’s functional currency for the particular 
functional currency year) of a debt obligation that was issued by the tax- 
payer in a Canadian currency year of the taxpayer that ended before the be- 
ginning of the initial functional currency year of the taxpayer 


(i) the taxpayer is deemed to have a capital gain under paragraph 
39(2)(a) or income, as the case may be, attributable to the fluctuation in 
the values of currencies in respect of the particular payment for the par- 
ticular functional currency year equal to the amount determined by the 
formula 

Ax B/C 
where 


A is the amount determined by the formula 


DxE 


where 
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D. is the amount (expressed in Canadian currency), if any, that 
would have» been determined to be the taxpayer’s capital gain 
‘under paragraph 39(2)(a).or income, as the case may be, if the 
principal amount of the debt obligation outstanding (determined 
in Canadian currency), immediately before the end of the last 
Canadian currency year of the taxpayer, had been settled by a 
payment by. the taxpayer to the holder of the obligation of an 
amount equal to that outstanding principal amount at that time, 
and 


(b) if, at any particular time, an amount (determined in a taxpayer’s func- 

~ tional currency for the particular functional currency year) first becomes 
payable under this Act to the taxpayer by the Minister, for a particular func- 
tional currency year of the taxpayer, or is deemed to be paid on account of 
an amount payable by the taxpayer under the Act for that particular func- 
tional currency. year, 


(i) that amount (determined in:the taxpayer’s functional currency for the 
particular functional currency: year) is to be converted. to Canadian cur- 
rency using the currency exchange rate on the day that includes the par- 
ticular time in respect of the conversion of an amount determined in the 
taxpayer’s functional currency for the, particular functional currency 
year into an amount determined in Canadian currency, and 


E is the transitional exchange rate of the taxpayer, 


Bis the amount of the particular payment (expressed in the taxpayer’s 

functional currency for the particular functional currency year), and 
(ii) the amount so determined in Canadian currency under subparagraph 
(i) is to be paid to the taxpayer by the Minister or is deemed to have 
been paid to the taxpayer by the Minister, as the case may be, in Cana- 
dian currency. 


Cis the principal amount of the debt obligation outstanding (deter- 
mined in the taxpayer’s functional currency forthe particular func- 
tional currency year) at the beginning of the initial functional cur- 
rency year of the taxpayer, 

(8) Application of subsec. (9) — Subsection (9).applies to a taxpayer for a par- 

ticular Canadian currency year that begins after the last functional currency year 

of the taxpayer: 


(ii) the taxpayer is deemed to have a capital loss under paragraph 
39(2)(b) or a loss, as the case may be, attributable to the fluctuation in 
the values of currencies in respect of the’particular payment for the par- 


ticular functional currency year equal to the amount determined by the (9) Converting functional currency amounts — Where, because of subsection 


formula (8), this subsection applies to a taxpayer for a particular Canadian currency year 
of the taxpayer, in applying this Act to the taxpayer for that particular Canadian 

Fx G/H currency year, the following rules apply: 
where (a) subject to subparagraph (10)(a)(iii), in determining the amount (ex- 


F is the amount determined by the formula 


Ix]J 
where 


I is the amount (expressed in Canadian currency), if any, that 
‘would have been determined to be the’ taxpayer’s' capital loss 
under paragraph 39(2)(b) or loss, as the case may be; if the prin- 
cipal amount of the debt obligation outstanding (determined in 
Canadian currency), immediately before the end of the last Ca- 
nadian currency year of the taxpayer, had been settled by a pay- 
ment by the taxpayer to the holder of the obligation of an 
amount equal to that outstanding principal amount at that time, 
and 


“J is the transitional exchange rate of the taxpayer, 


G_ is the amount of the particular payment (expressed in the, taxpayer’s 
. functional currency for the particular functional: currency. year), and 


H is the principal amount of the debt obligation outstanding (deter- 
mined in the taxpayer’s functional currency: for the particular func- 
tional currency year) at the beginning of the initial functional cur- 
rency year of the taxpayer, and 


(iii) where a debt obligation is denominated ina currency other than the 
taxpayer’s functional .currency ‘for the particular functional: currency 
year, any amount determined under element B in the formula in subpar- 
agraph (i) or element G in the formula in subparagraph (ii) is to be de- 
termined, with reference to the relative value of that currency and the 
taxpayer’s functional. currency for the, particular functional currency 
year at the beginning of the initial functional currency year of the tax- 
payer, and 


(b) notwithstanding paragraph 80(2)(k), where an obligation of the taxpayer 
was issued in a taxation year of the taxpayer preceding the initial functional 
currency year of the taxpayer in a currency other than the taxpayer’s func- 
tional currency for the particular functional currency year, a forgiven amount 
arising at any time in the particular functional currency year in respect of the 
obligation is to be determined by. reference to the currency exchange rate on 
the last day of the taxpayer’s last Canadian currency year in respect of a 
conversion of an amount determined in the other currency into an amount 
determined in the taxpayer’s functional currency for the particular functional 
currency year. 


(7) Amounts payable or refundable in respect of a functional currency 
year — Notwithstanding subsection (4), 


(a) if, at any particular time, an amount (determined in the taxpayer’s func- 
tional currency for the particular functional currency year) first becomes 
payable under this Act by a taxpayer to the Receiver General in respect of a 
particular functional currency year of the taxpayer, 


(i) that amount (determined in the taxpayer’s functional currency for the 
particular functional currency year) is to be converted to Canadian cur- 
rency using the currency exchange rate on the earlier of the day the 
amount is so paid and the day that includes the particular time in respect 
of a conversion of an amount determined in the taxpayer's functional 
currency for the particular functional currency year into.an amount de- 
termined in Canadian currency, and 


(ii) the amount so determined in Canadian currency under:subparagraph 
(i)is to: be paid to the Receiver General in Canadian currency; and 
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pressed in Canadian currency) that may be deducted, or relevant in deter- 
mining the amount that may be deducted, under subsection 37(1) or 66(4), 
section 110.1 or 111 or subsection 126(2), 127(5), 129(1),°181.1(4) or 
190.1(3) in the particular Canadian currency year, 


(i) each amount (determined in the taxpayer’s functional currency for 
“the functional currency year of the taxpayer) that is relevant to the deter- 
mination and that was first required to be determined in a functional 
currency year of the taxpayer that preceded the particular Canadian cur- 
rency year, is to be converted to Canadian currency using the reversion- 
ary exchange rate of the taxpayer for that functional currency year, and 


(ii) each amount (determined in Canadian currency) that is relevant to 
the determination and that was first required to be determined in a Cana- 
dian currency year of the taxpayer preceding the particular Canadian 
currency year is the amount that was ‘so determined in Canadian cur- 
rency in that Canadian’ currency year; 


(b) in determining, at any time in the particular Canadian currency year, the 
cost (expressed in Canadian currency) to the taxpayer of a property, 


(i) where the property was acquired by the taxpayer in a functional cur- 
rency year of the taxpayer preceding the particular Canadian currency 
‘year, the cost (determined in the taxpayer’s functional currency for the 
functional currency year) to the taxpayer of the property is to be con- 
verted to Canadian currency using the reversionary exchange rate of the 
taxpayer for that functional currency year, and 


(ii) where the property was acquired by the taxpayer in a Canadian cur- 
rency year of the taxpayer preceding the particular Canadian currency 
year, the cost (determined in Canadian currency) to the taxpayer of the 
property is the cost so determined in Canadian currency in that Canadian 
currency year; 


(c) in determining, at any time in the particular Canadian currency year, the 
adjusted cost base (expressed in Canadian currency) to the taxpayer of a cap- 
ital property 


(i), each amount (determined in the taxpayer’s. functional currency for 
the functional currency year) that is required by section 53 to be added 
or deducted in computing the adjusted cost base. of the property to the 
taxpayer and was first required by that section to be added or deducted 
at any time in a functional currency year of the taxpayer preceding the 
particular Canadian currency year is to. be converted to Canadian cur- 
rency using the reversionary exchange. rate of the taxpayer for that func- 
tional currency year, and 


(ii) each amount (determined in Canadian currency) that is required by 
section 53 to be added or deducted in computing the adjusted cost base 
of the property to the taxpayer and was first required by that section to 
be added or deducted at any time in a Canadian currency year of the 
taxpayer preceding the particular Canadian currency year is the amount 
that was so determined in Canadian currency in that Canadian currency 
year; 
(d) in determining, at any time in the particular Canadian currency year, the 
amount (expressed in Canadian currency) of the taxpayer’s undepreciated 
capital cost of depreciable property of a prescribed class, cumulative eligible 
capital in respect of a business, cumulative Canadian exploration expense 
(within the meaning assigned by subsection 66.1(6)), cumulative Canadian 
development expense (within the meaning assigned by subsection 66.2(5)), 


cumulative foreign resource expense in respect of a country other than Can- 


ada (within the meaning assigned by subsection 66.21(1)) and cumulative 
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Canadian oil and gas property expense (within the meaning assigned by sub- 
section 66.4(5)), (each of which is referred to in this paragraph as a “pool 
amount’), 


(i) each amount (determined in the taxpayer’s functional currency for 
the functional currency year) that is required to be added to or deducted 
from a particular pool amount of the taxpayer and was first required to 
be added or deducted in respect of a functional currency year of the 
taxpayer preceding the particular Canadian currency year is to be con- 
verted to Canadian currency using the reversionary exchange rate of the 
taxpayer for that functional currency year, and 


(ii) each amount (determined in Canadian currency) that is required to 
be added to or deducted from a particular pool amount of the taxpayer 
and was first required to be added or deducted in respect of a Canadian 
currency year of the taxpayer preceding the particular Canadian cur- 
rency year is the amount that was so determined in Canadian currency in 
that Canadian currency year, 


(e) in determining any amount (expressed in Canadian currency) that has 
been deducted or claimed as a reserve in computing the income of the tax- 
payer for its last functional currency year preceding the particular Canadian 
currency year, that amount (determined in the taxpayer’s functional currency 
for the last functional currency year) deducted or claimed as a reserve for 
that last functional currency year is to be converted to Canadian currency 
using the reversionary exchange rate of the taxpayer for that last functional 
currency year; 


(f) in determining the amount (expressed in Canadian currency) of any out- 
lay or expense referred to in subsection 18(9) that was made or incurred by 
the taxpayer and the amount that was deducted by the taxpayer in respect of 
that outlay or expense in respect of a taxation year of the taxpayer preceding 
the particular Canadian currency year, 


(i) such of those amounts (determined in the taxpayer’s functional cur- 
rency for the functional currency year) that were first made or incurred 
or deducted by the taxpayer in or in respect of a functional currency year 
of the taxpayer preceding the particular Canadian currency year are to 
be converted to Canadian currency using the reversionary exchange rate 
of the taxpayer for that functional currency year, and 


(ii) such of those amounts (determined in Canadian currency) that were 
first made or incurred or deducted by the taxpayer in or in respect of a 
Canadian currency year of the taxpayer preceding the particular Cana- 
dian currency year are the amounts that were so determined in Canadian 
currency in that Canadian currency year; 


(g) in determining, at any time in the particular Canadian currency year, the 
amount (expressed in Canadian currency) of the taxpayer’s paid-up capital 
in respect of any class of shares of its capital stock, 


(i) any amount (determined in the taxpayer’s functional currency for the 
functional currency year) that was first added or deducted in computing 
the taxpayer’s paid-up capital in respect of the class in a functional cur- 
rency year of the taxpayer preceding the particular Canadian currency 
year is to be converted to Canadian currency using the reversionary ex- 
change rate of the taxpayer for that functional currency year, and 


(ii) any amount (determined in Canadian currency) that was first added 
or deducted in computing the taxpayer’s paid-up capital in respect of the 
class in a Canadian currency year of the taxpayer preceding the particu- 
lar Canadian currency year is the amount that was so determined in Ca- 
nadian currency in that Canadian currency year; 


(h) where an obligation was issued in a taxation year of the taxpayer preced- 
ing the initial reversionary year of the taxpayer, in determining, at any time 
in the particular Canadian currency year, the amount (expressed in Canadian 
currency) for which an obligation was issued, the principal amount (ex- 
pressed in Canadian currency) of the obligation, the amounts (expressed in 
Canadian currency) paid in satisfaction of the principal amount of the obli- 
gation, and the amount (determined in Canadian currency), if any, of any 
gain or loss attributable to the fluctuation in the value of the Canadian cur- 
rency relative to the value of the currency in which the obligation was 
issued, 


(i) subject to paragraph (i), where the obligation was issued in a cur- 
rency other than Canadian currency, 


(A) the amount (determined in the currency in which the obligation 
was issued) for which the obligation was issued and the principal 
amount (determined in the currency in which the obligation was is- 
sued) of the obligation are 


(I) where the taxation year of the taxpayer in which the obliga- 
tion was issued was a Canadian currency year of the taxpayer, 
the amounts (determined in Canadian currency) that were so de- 
termined in Canadian currency in that Canadian currency year, 
or 


(IL) where the taxation year of the taxpayer in which the obliga- 
tion was issued was a functional currency year of the taxpayer, 
the amounts determined by converting those amounts (deter- 
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mined in the taxpayer’s functional currency for the functional 
currency year) to Canadian currency by using the reversionary 
exchange rate of the taxpayer for that functional currency year, 
and 


(B) the amounts (determined in the currency in which the obligation 
was issued) paid at any time in a taxation year of the taxpayer pre- 
ceding the initial reversionary year of the taxpayer in satisfaction of 
the principal amount of the obligation are 


(1) where the taxation year of the taxpayer in which an amount 
was paid was a Canadian currency year of the taxpayer, the 
amount (determined in Canadian currency) that was so deter- 
mined in Canadian currency in that Canadian currency year, or 


(II) where the taxation year of the taxpayer in which an amount 
was paid was a functional currency year of the taxpayer, the 
amount determined by converting that amount (determined in 
the taxpayer’s functional currency for the functional currency 
year) to Canadian currency by using the reversionary exchange 
rate of the taxpayer for that functional currency year, and 


(ii) where the obligation was issued in Canadian currency, the amount 
(determined in Canadian currency) for which the obligation was issued, 
the principal amount (determined in Canadian currency) of the obliga- 
tion and the amounts (determined in Canadian currency) paid, in a taxa- 
tion year of the taxpayer preceding the initial reversionary year of the 
taxpayer, in satisfaction of the principal amount of the obligation, are 
the amounts so determined in Canadian currency in those preceding 
years; 


(i) where an obligation was issued in a currency other than Canadian cur- 
rency in a taxation year of the taxpayer preceding the initial reversionary 
year of the taxpayer, in determining, in respect of subsection 79(7) or para- 
graph 80(2)(k) or 142.7(8)(b), the amount (expressed in Canadian currency) 
for which the obligation was issued, the principal amount (determined in 
Canadian currency) of the obligation, and the amounts (determined in Cana- 
dian currency) paid in satisfaction of the principal amount of the obligation, 
at any time in the particular Canadian currency year, those amounts are to be 
determined as if subsections (1) to (7) had not applied to the taxpayer for 
any preceding taxation year; 


(j) where the particular Canadian currency year is the initial reversionary 
year of the taxpayer, for the purpose of determining the taxpayer’s first in- 
stalment base or second instalment base in the particular Canadian currency 
year, the amount (determined in the taxpayer’s functional currency for the 
functional currency year) of tax payable by the taxpayer under Part I for the 
last functional currency year of the taxpayer is to be converted to Canadian 
currency using the reversionary exchange rate of the taxpayer for that last 
functional currency year; and 


(k) in determining any amount (determined in Canadian currency and re- 
ferred to in this paragraph as the “specified amount”), at any time in the 
particular Canadian currency year, other than an amount referred to in 
paragraphs (a) to (j), that is relevant in determining the Canadian tax results 
of the taxpayer for the particular Canadian currency year 


(i) any amount (determined in the taxpayer’s functional currency for the 
functional currency year) that is relevant in determining the specified 
amount and was first determined in or in respect of a functional cur- 
rency year of the taxpayer preceding the particular Canadian currency 
year, is to be converted to Canadian currency using the reversionary ex- 
change rate of the taxpayer for that functional. currency year, and 


(ii) any amount (determined in Canadian currency) that is relevant in 
determining the specified amount and was first determined in or in re- 
spect of a Canadian currency year of the taxpayer preceding the particu- 
lar Canadian currency year is the amount that was so determined in Ca- 
nadian currency in that Canadian currency year. 


(10) Functional currency and Canadian currency amounts carried back — 
In determining an amount that a taxpayer may claim under section 111 or sub- 
section 126(2), 127(5), 181.1(4) or 190.1(3), for a particular taxation year of the 
taxpayer, the following rules apply: 


(a) if the particular taxation year is a Canadian currency year of the taxpayer, 
the amount that may be claimed (determined in Canadian currency) is to be 
determined, 


(i) by converting each amount (determined in the taxpayer’s functional 
currency for the particular functional currency year) of a loss incurred, 
tax credit arising and expenditure made in or in respect of a particular 
functional currency year of the taxpayer that ends after the particular 
taxation year to Canadian currency using the currency exchange rate in 
respect of the conversion of an amount determined in the taxpayer’s 
functional currency for the particular functional currency year into an 
amount determined in Canadian currency on the last day of that particu- 
lar functional currency year, 


(ii) as if each amount (determined in Canadian currency) of a loss in- 
curred, tax credit arising, expenditure made and deduction claimed in or 
in respect of a Canadian currency year of the taxpayer were 'the amount 
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of that loss incurred, tax credit arising, expenditure made and deduction | 


claimed in Canadian currency in or in respect of that Canadian currency 
year of the taxpayer, and 


(iii) by converting each amount (determined in the taxpayer’s functional 
currency for the particular functional currency year) claimed in or in 
respect of a particular functional currency year of the taxpayer preced- 
ing the initial reversionary year of the taxpayer (in respect of an amount 
of loss incurred, tax credit arising or expenditure made by a taxpayer in 
or in respect of a Canadian currency year) to Canadian currency using 
the currency exchange rate on the last day of the Canadian currency year 
of the taxpayer in or in respect of which the amount claimed arose in 
respect of the conversion of an amount determined in the taxpayer’s 
functional currency for the particular functional currency year to an 
amount determined in Canadian currency; and 


(b) if the particular taxation year is a functional currency year of the tax- 
payer, the amount that may be claimed (determined in the taxpayer’s func- 
tional currency for the particular taxation year) is to be determined, 


(i) by converting each amount (determined in Canadian currency) of a 
loss incurred, tax credit arising and expenditure made in or in respect of 
a particular Canadian currency year of the taxpayer that ends after the 
particular taxation year to the taxpayer’s functional currency for the par- 
ticular taxation year using the currency exchange rate in respect of the 
conversion of an amount determined in Canadian currency into an 
amount determined. in the taxpayer’s functional currency for the particu- 
lar taxation year on the last day of that particular Canadian currency 
year, 


(ii) as if each amount (determined in the taxpayer’s functional currency 
for the particular taxation year) of a loss incurred, tax credit arising, ex- 
penditure made and deduction claimed in or in respect of a functional 
currency year of the taxpayer were the amount of that loss incurred, tax 
credit arising, expenditure made and deduction claimed in the taxpayer’s 
functional currency for the particular taxation year, and 


Gui) by converting each amount (determined in Canadian currency) 
claimed in or in respect of a particular Canadian currency year of the 
taxpayer preceding the initial functional currency year of the taxpayer 
(in respect of an amount of loss incurred, tax credit arising or expendi- 
ture made by a taxpayer in or in respect of a functional currency year of 
the taxpayer) to the taxpayer’s functional currency for the particular tax- 
ation year using the currency exchange rate on the last day of the func- 
tional currency year of the taxpayer in or in respect of which the amount 
claimed arose in respect of the conversion of an amount determined in 
Canadian currency to an amount determined in the taxpayer’s functional 
currency for the particular taxation year. 


(11) Subsec. 88(1) wind-ups — effect on subsidiary — Subsection (12) ap- 
plies to a corporation (referred to in this subsection and subsection (12) as the 
“subsidiary”’) that has been wound up into another corporation (referred to in this 
subsection as the “‘parent’’) if 


(a) subsection 88(1) applied to the subsidiary and the parent in respect of the 
winding-up of the subsidiary; 
(b) the taxation year of the subsidiary (referred to in this subsection and sub- 
section (12) as the “distribution year of the subsidiary”) in which any portion 
of a property (such portion of the property referred to in this subsection as 
the “distributed property”) of the subsidiary was distributed to the parent, or 
any portion of an obligation (such portion of the obligation referred to in this 
subsection as the “assumed obligation”) of the subsidiary was assumed by 
the parent, on the winding-up of the subsidiary would, were this section read 
without reference to this subsection, be a functional currency year of the 
subsidiary; and 
(c) either 
(i) where the taxation year of the parent (referred to in this paragraph as 
the “acquisition year of the parent’) in which the subsidiary distributed 
the distributed property to the parent, or the assumed obligation of the 
subsidiary was assumed by the parent, on the winding-up of the subsidi- 
ary was a functional currency year of the parent, the functional currency 
for the acquisition year of the parent was not the functional currency of 
the subsidiary for the distribution year of the subsidiary, or 


(ii) the acquisition year of the parent was not a functional currency year 
of the parent. 


(12) Taxation year of subsidiary — Where, because of subsection (11), this 
subsection applies to the subsidiary, for the purposes of this section 


(a) the last taxation year of the subsidiary that ends before the beginning of 
the distribution year of the subsidiary is deemed to be the last functional 
currency year of the subsidiary; and 


(b) subsection (4) is deemed not to apply to the subsidiary for each taxation 
year of the subsidiary commencing after the end of the last functional cur- 
rency year of the subsidiary described in paragraph (a). 


(13) Amalgamations — effect on predecessor corporations — Subsection 
(14) applies to a corporation (referred to in this subsection and subsection (14) as 


1669 


S. 261 


the “specified predecessor’) that has merged with one or more other corporations 
to form one corporate entity (referred to in this subsection as the “new corpora- 
tion”) if 
(a) the merger was an amalgamation (within the meaning assigned by sub- 
section 87(1)); 


(b) the taxation year of the specified predecessor (referred to, in this subsec- 
tion and subsection (14) as the “last taxation year of the specified predeces- 
sor’), that ended immediately before the amalgamation would, were this sec- 
tion read without reference to subsection (14), be a functional currency, year 
of the specified predecessor; and 


(c) either 


(i) where the taxation year of the new corporation (referred to in this 
paragraph as the “first taxation year of the new corporation’) that began 
at the time of the amalgamation was a functional currency year of the 
new corporation, the functional currency of the new corporation for the 
first taxation year, of the new corporation was not the functional cur- 
rency of the specified predecessor for the last taxation year of the speci- 
fied predecessor, or 


(ii) the first taxation year of the new corporation was not a functional 
currency year of the new corporation. 


(14) Taxation year of specified predecessor — Where, because of subsection 
(13), this subsection applies to the specified predecessor, for the purposes of this 
section 


(a) the taxation year of the specified predecessor that ends immediately 
before the beginning of the last taxation year of the specified predecessor is 
deemed to be the last functional currency year of the specified predecessor; 
and 


(b) subsection (4) is deemed not to apply to the specified predecessor corpo- 
ration for each taxation year of the specified predecessor commencing after 
the end of the last functional currency year of the specified predecessor de- 
scribed in paragraph (a). 


(15) Deemed continuation on winding-up or amalgamation — For the pur- 
pose of this section, 


(a) subject to subsection (16), where there has been a winding-up of a tax- 
payer (referred to in this subsection and subsection (16) as the “subsidiary”’) 
into another taxpayer (referred to in this subsection and subsection (16), as 
the “parent”’) to which subsection 88(1) has applied, the parent is deemed to 
be the same corporation as and a continuation of the subsidiary; and 


(b) subject to subsection (17), where there has been an amalgamation (within 
the meaning assigned by subsection 87(1)) of two or more corporations 
(each such taxpayer referred to in this subsection and subsection (17) as a 
“predecessor’) to form one corporate entity (referred to'in this subsection 
and subsection (17) as the “new corporation”) the new corporation is 
deemed to be the same corporation as and a continuation of each such prede- 
cessor corporation. i 


(16) Exception to deemed continuation — winding-up — Where the parent 
would not, in a taxation year of the parent ending after the time the subsidiary 
was wound up, satisfy the requirements of paragraph (3)(e) because the last func- 
tional currency year of the subsidiary referred to in subsection (12) in respect.of 
the winding-up is, because of paragraph (15)(a), the last functional currency year 
of the parent, paragraph (15)(a) shall not apply, for the purposes of paragraph 
(3)(e), to the parent in respect of the subsidiary if the total of all amounts each of 
which is the cost amount, at the end of the taxation year of the parent in which 
the property of the subsidiary was distributed to the parent in the course of wind- ' 
ing-up, to the parent of a property that was distributed to the parent on the wind- 
ing-up (or property substituted for such property) is less than 50% of the total of 
all amounts each of which is the cost amount, at the end of that taxation year, to 
the parent of a property of the parent. 


(17) Exception to deemed continuation — amalgamation — Where the new 
corporation would not, in a taxation year of the new corporation commencing on 
or after the time of the amalgamation, satisfy the requirements of paragraph 
(3)(e) because the last functional currency year of the predecessor referred to in 
subsection (14) in respect of the amalgamation is, because of paragraph (15)(b) 
the last functional currency year of the new corporation, paragraph (15)(b) shall 
not apply, for the purposes of paragraph (3)(e), to the new corporation in respect 
of the predecessor if the total of all amounts each of which is the cost amount, at 
the end of the taxation year of the new corporation that began at the time of the 
amalgamation, to the new corporation of a property that, immediately before the 
amalgamation, was a property of the predecessor (or property substituted for 
such property) is less than 50% of the total of all amounts each of which is the 
cost amount, at the end of that taxation year of the new corporation, to the new 
corporation of a property of the new corporation. 


(18) Anti-avoidance — Where, at any time, all or substantially all of the pro- 
perty (referred to in this subsection as the “transferred property”) of a business 
(referred to in this subsection as the “transferred business”) of a taxpayer has 
been disposed of by. the taxpayer (referred to in this subsection as the “trans- 
feror’) and acquired, either directly or indirectly by a corporation resident in 
Canada (referred to in this subsection as the “transferee”) that, immediately after 


S. 261 


the acquisition, was related to the taxpayer, and a taxation year of the transferor 
beginning before that time was a functional currency year of the transferor, for 
the purposes of this section, the transferee is deemed to be the same corporation 
as and a continuation of the transferor if the total of all amounts each of which is 
the cost amount, at the end of the taxation year of the transferee in which the 
transferred business was transferred, to the transferee of a property that was a 
transferred property (or property substituted for such property) is greater than 
50% of the total of all amounts each of which is the cost amount, at the end of 
that taxation year of the transferree, to the transferree of a property of the 
transferree. 


S. 261 added by 2007, c. 35, s. 67, the definition “Canadian tax results” in subsec. 
261(1), and subsec. (2), applicable for all taxation years; the remainder of subsec. (1), 
and subsecs. (3) to (18); applicable in respect of taxation years that begin after Decem- 
ber 13; 2007; and subsec. 261(10) applicable after December 13, 2007. 


Definitions [s. 261]: “accrual period” — 261(20)(b); “adjusted cost base” — 54, 
248(1): “amount”, “balance-due day”, “business” — 248(1); “Canada” — 255, Inter- 
pretation Act 35(1); “Canadian currency year” — 261(1); Canadian development ex- 
pense” — 66.2(5), 248(1); “Canadian exploration expense’ — 66.1(6), 248(1); “Cana- 
dian oil and gas property expense” — 66.4(5), 248(1); “Canadian tax results’ — 
261(1); “capital property” — 54, 248(1); “class of shares” — 248(6); “commencement 
time” — 261(16); “corporation” — 248(1), Interpretation Act 35(1); “cumulative eligi- 
ble capital” — 14(5),  248(1); “‘current . year” — 261(15); . “debt currency” — 
261(10)(a); “depreciable property” — 13(21), 248(1); “elected functional currency” — 
261(1); “first base year” — 261(11)(a)(ii)(B); “fiscal period” — 249.1; “foreign affili- 
; “foreign resource expense” — 66.21(1), 248(1); “functional cur- 


rency”, “functional currency year” —261(1); “hypothetical gain or income” — 
261(10)(a), 261(14)(a); “hypothetical loss” — 261(10)(b), 261(14)(b); “investment cor- 

248(1); “later year” —261(15); “merger transfer time” — 
261(19)(a); “Minister” — 248(1); “month” — Interpretation Act 35(1);, “mortgage in- 


vestment corporation” — 130.1(6), 248(1); “mutual fund corporation” — 131(8), 
248(1); “new corporation” — 261(19); Gpaideap capital” — 89(1), 248(1); “person” — 
248(1); “pool amount” — 261(7)(d); “pre-reversion debt’, “pre- -transition debt” — 
261(1); “predecessor corporation” — 261(19); “Prescribed “psincipal amount’, “pro- 
perty” — 248(1); “qualifying currency” —261(1); “record”, “regulation” — 248(1); 
“related” — 251(2)-(6); “related corporation” — 261(20)(a); “relevant spot rate” — 
261(1); “resident in Canada” — 250; “reversionary year” — 261(1); “second base 
year” — 261(11)(a)Gii)(B); “specified transaction” — 261(20); | “substituted” — 
248(5); “tax reporting currency” — 261(1); “taxable income”, “taxable income earned 
in Canada” — 248(1); “taxation year” — 249; “taxpayer” — 248(1); “transfer time”, 
“transferee”, “transferor” — 261(18)(a); “undepreciated capital cost” — 13(21), 
248(1); “United Kingdom”, “United States” — Interpretation Act 35(1). 


1.T. Technical News: 41 (functional currency tax reporting rules). 


262. (1) Authority to designate stock exchange — The Min- 
ister of Finance may designate a stock exchange, or a part of a stock 
exchange, for the purposes of this Act. 


Proposed Amendment — Guidelines for becoming a 
designated stock exchange 


Dept. of Finance news release 2008-049, July 2, 2008: New Rules for Desig- 
nated Stock Exchanges Offer More Choice, Lower Tax Barriers for Canadians — 


The Honourable Jim Flaherty, Minister of Finance, today released new “pideines for 
stock exchanges that seek to become Designated Stock Exchanges for income tax pur- 
poses. The guidelines will provide greater transparency and increased opportunities for 
investors, and will improve the ability of Canadian capital markets to respond to global 
market developments. ee 


“With today’s release of nice that will oid our ree S official desipna- 
tion of domestic and foreign stock exchanges, Canadians can make informed invest- 
ment decisions confident that securities trade on well-governed, regulated and transpar- 
ent markets,” said Minister Flaherty. “At the same time, foreign ROE can now 
rely on clear rules in their efforts to attract Canadian investments.” 


In Budget 2007, the Government updated and streamlined the identification of stock 
exchanges for purposes of the Income Tax Act. The new three-tiered system includes 
Designated Stock Exchanges, Recognized Stock Exchanges and Stock Exchanges. Des- 
ignation status is particularly important for Registered Retirement Savings Plan 
(RRSP) investors, as securities listed on designated exchanges are eligible RRSP in- 
vestments. They are also eligible investments for Deferred Profit Sharing Plans, and 
will be eligible for the recently announced Tax-Free Savings Account. 


The attached backgrounder follows through on the Budget 2007 commitment to for- 
malize the process exchanges will be required to follow in applying for designation 
status and the principles-based criteria the Government will use in evaluating requests. 


Also released today is a complete list of current Designated Stock Exchanges, which 
include all former prescribed exchanges under the previous Income Tax Act provisions. 
Under the income tax rules, any future additions to the list will be approved by the 
Minister of Finance. Approvals will follow the process and criteria set out today. 


For further information, media may contact: Chisholm Pothier, Press Secretary, Office 
of the Minister of Finance, 613+996-7861; Jack senrash Media Relations, Department of 
Finance, 613-996-8080. 
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Backgrounder — —— for eee Stock Exchanges 
Introduction 


With the integration of global financial markets, the rapid growth i in Canadian Regis- 
tered Retirement Savings Plan (RRSP) and Deferred Profit Sharing Plan (DPSP) assets, 
the removal of the foreign content limit on tax-deferred retirement assets enacted in 
2005, and technological advances in securities trading systems, Canadian investors are 
increasingly looking to foreign securities listed on foreign stock exchanges for return 
enhancement and portfolio diversification. New domestic exchanges are also being cre- 
ated, expanding the range of publicly-listed Canadian securities available to Canadian 
investors. This has contributed to a rise in the number of requests from domestic and 
foreign stock exchanges to be qualified under the > Income Tax Act for RRSP and DPSP 
purposes. — 

Budget 2007 updated the concept of “prescribed ; sagek exchange”, used for a variety of 
purposes under the Income Tax Act, in order to make the prescription process more 
transparent and flexible to meet ‘evolving market needs. In place of the two former lists 
of prescribed stock exchanges (domestic and foreign), there are now three categories of 
stock exchange: Designated Stock Exchange, Recognized Stock Exchange and Stock 
Exchange. A cies of each peices of exchange and their Income Tax Act 
implications are presented = in Annex = 5 of eal 2007 
(www.budget.ge. ca/2007Mopropasie. baunieiciocie 

Under the new system, securities listed on a Designated Stock Exchange are eligible to 
be held in an RRSP and a HOPS. Designated Stock Exchanges include all prescribed 
exchanges as of December 13, 2007, and additional exchanges designated by the Min- 
way of public notice since this date (see Ann eX). 


This document presents some of the considerations against which additional exchanges 
will be evaluated for designation status as well as the process under which exchanges 
can seek to be designated by the Minister of Finance 


The Minister of Finance’ Ss le is to ensure that inv stments, given their tax-deferred 
status for policy purposes, trade on well-governed, regulated and transparent markets. 
Designated Stock Exchanges must therefore be explicitly designated, by public notice, 
by the Minister of Finance. Designated Stock Exchanges are also considered to be Rec- 
ognized Stock Exchanges and Stock Exchanges for the purposes of the Income Tax Act. 
Recognized Stock Exchanges are determined by definition under that Act. “Stock Ex- 
change” is not defined in the tax law; it is intended that the general legal and commer- 
cial” meaning of the term will apply. 


The new designation. process and the kinds of considerations described herein will ex- 
pedite the review of applications from exchanges and provide more transparency 
around the factors used to evaluate such applications. 


Designation status is not an endorsement or seentimendation a individual securities 
listed and traded on the exchange. Z 


Considerations to Qualify as a Designated Exchange 


The Minister will consider ‘all relevant information without limitation when evaluating 
an exchange’s application for senator a This will include th : following 
considerations. ee 


For domestic and foreign- -based exchanges: 


1, The exchange carries out the normal business of an exchanees in listing securities, 

' facilitating the trading, clearing, and settlement of these securities, monitoring and 

enforcing trades executed on pits system, and offering transparent pricing informa- 
tion to the public. 


2.. The exchange has acceptable standards for new ” company listings, including stan- 
dards that address the sr of shareholders, the shesiaibadiee of caaimine and for 
the maintenance of a listing. ee 


3. The exchange operates within a regulatory framework that. meets ieeepeble stan- 
dards in relation to investor protection, disclosure requirements, corporate govern- - 
ance, and market integrity, as may be espoused by the haleesibeice: isc 
of Securities Commissions (OSCO). i 


4. The exchange has an experienced management and governance team, a successful 
track record of OpEFAEIORS, and sufficient financial resources to ensure lo g-term 
viability, : ; : 


5. The exchange has a range of fishines and lege iguity for investors to buy 
and sell securities at reasonable. bid-ask irae 8 


For foreign- -based exchanges: 


6. ite host country of the exchange has ‘commercial, legal and tax. pane with 
Canada, for example, as demonstrated by having entered into a comprehensive tax 
information exchange agreement or a comprehensive tax treaty. 


7. The host country is a member in good standing in the international financial com- 
munity through membership i in such organizations as the World Trade Organiza- 
tion, the International jeu! Fund, IOSCO, the Financial Action sue Force, or 
similar bodies. 


8. The securities regulatory and juridical framework of the host country of the ex- 
change provides rights and remedies to Canadian investors, including brokers act- 
ing on investors’ behalf, which are comparable to those available to investors in 
Canada. Sue St A 162% 


9. The exchange is recognized by the host government and other foreign govern- 
‘ments, where applicable, for tax purposes comparable to those for designated ex- 
changes under the Canadian Income Tax Act. Sugewen Sardine) 
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10. The host country of the exchange has a low risk of imposing capital restrictions or | (2) Revocation of designation — The Minister of Finance may 
other impediments on the sss: 2 Miyestmones ond 7 perenon of funds | revoke the designation ‘of. a:stockexchange, or a part of a stock 


De “ on isin exchange, designated under subsection (1). 
stenation Process — : / 


Sead for Pea 


(3) Timing — A designation under subsection (1) or a revocation 
under subsection (2) shall specify the time at and after which it is in 
effect, which time may, for greater certainty, precede the time at 
which the designation or revocation. is made. 


(4) Publication — The Minister of Finance shall cause to be pub- 
lished, by posting on the Internet website of the Department of Fi- 
nance or by any other means that the Minister of Finance considers 
appropriate, the names of those stock exchanges, or parts of stock 
exchanges, as the case may be, that are or at any time were desig- 
nated under subsection (1). 


(5) Transition — The Minister of Finance is deemed to have des- 
ignated under subsection (1) each stock exchange and each part of a 
stock exchange that was, immediately before the day on which this 
section came into force, a prescribed stock exchange, whe effect on 
and after that day. 

Regulations: 3200, 3201 (prescribed stock exchanges before Dec. 14, 2007). 
History [Ss. 262]: S. 262 added by 2007, c. 35, s. 67, applicable after December 13, 
2007. 


Grandfathering of Various Amendments Announced on April 26, 1995: 
1998, c. 19, s. 247 reads as follows: 


their circumstances change suffi 
aces si in their — applic 


247. (1) Exception to coming-into-force — Subsections 73(4), 74(5), subsec- 
tion 18(13) of the Act, as enacted by subsection 79(2) and subsections 89(1), (2) 
and (6), 94(1) and (2), 95(1), 116(3) to (5), 120(1) and-124(1) and (2) do not 
apply to the disposition of property by a person or partnership (in this subsection 
and subsection (2) referred to as the “transferor”) that occurred before 1996 


(a) to a person who was obliged on April 26, 1995 to acquire the property 
pursuant to.the terms of an agreement in writing made on or before that day; 
or 


(b) in a transaction, or as part of a series of transactions; the arrangements 
for which, evidenced in writing, were substantially advanced before April 
27, 1995, other than a transaction or series a main purpose of which can 
reasonably be considered to have been to enable’ an unrelated person to ob- 
tain the benefit of 


(i) any deduction in computing income, taxable income, taxable income 
earned in Canada or tax payable under the Act, or 


(i) any balance of undeducted outlays, expenses or other amounts. 


(2) Election — Notwithstanding subsection (1), subsection 18(13) of the Act, as 
enacted by subsection 79(2), and the other subsections of this Act referred to in 
subsection (1) apply to a disposition in respect of which the transferor has filed 
with the Minister of National Revenue before the end of the third month after the 
month in which this Act is assented to [i.e., before October 1998 — ed.]} an elec- 
tion in writing to have those subsections apply. 


tock Exchange 
‘Kong Stock Exchan; 


(3) Interpretation — For the purpose of subsection (1), 


Luxembourg. Stock Exchange. 
. Meee ee Stock Exchange: 


(a) a person shall be considered not to be obliged to acquire property where 
the person can be excused from the obligation if there is a change to the Act 
or if there is an adverse assessment under the Act; 


(b) an “unrelated person” means any person who was not, or a partnership 
any member of which was not, related (otherwise than because of paragraph 
251(5)(b) of the Act) to the transferor at the time of the disposition; and 


(c) a person is deemed to be related to a partnership of which that person is a 
majority interest partner. 


“Singapore Lg tint y: 
The following are the provisions of the Act affected by the indicated provisions of 


ene Ae 1998, c. 19: 
Amending Bill ITA Provision 
73(4) 13(21.1), (21.2) [new] 
nee 74(5) 14(12), (13) [new] 
i: erican sot poe Boston. Soa Exchar 79(2) 18(13) [amended] 
o hicago Board of Options Chicago Boa 9 89(1) 40(2)(e) [repeal] 
Sk ae : Trade, Ch 89(2) ws i 40(2)(h)(G) [amended] 
oe” : tion of Securities Dealers Abioaaed Quotation 89(6) 40(3.3)(3.6) [new] 
a. System, National Stock Exchange, New York Stoc 
] . 94(1) 53(1)(f.1), (11) [amended] 
, NYSE Arca, Philadelphia Stock - 
: oe USE Ane a a 94(2) _ §3(1)(£.2) [amended] 
caeeumenme se warinmases . isi me) 1 O5(1) 54“superficial loss” [amended] 
Related Provisions: 55(6) — Reorganization share deemed listed on designated 116(3) 85(4) [repeal] 
stock exchange; 87(10) — Share deemed listed on designated stock exchange follow- 116(4) Bots) tanmencedt 
ing amalgamation; 248(1)“designated stock exchange” — Definition applicable to en- ss 
tire Act; Canada-U.S. Tax Treaty:Art. XXIX-A:5(f)(ii) — Designated stock exchange 1166) 85(5.1) [repeal] 
is “recognized stock exchange” for treaty purposes. 120(1) 93(4) [amended] 
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124(1) 97(2) [amended] 
124(2) 97(3)[repeal], (3.1) [repeal] 


Proposed Addition — Schedule 


SCHEDULE : LISTED CORPORATIONS 
(Subsection 181(1)) 


2419726 Canada Inc.>® 
AmeriCredit Financial Services ‘of Canada Ltd. 


AVCO Financial Services Quebec Limited 
Bombardier Capital Ltd. 


Canaccord Capital Credit Corporation/Corporation de crédit 
Canaccord capital 


Canaccord Financial Holdings Inc./Corporation financiére 
Canaccord Ine. 


Canadian Cooperative Agricultural Financial Services 
Canadian Home Income Plan Corporation 
Citibank Canada Investment Funds Limited 


Citicapital Commercial Corporation/Citicapital Corporation . 


Commerciale 
Citi Cards Canada Inc./Cartes Citi Canada Inc. 
Citi Commerce Solutions of Canada Ltd. 


CitiFinancial Canada East Corporation/CitiFinanciére, corpo- 
ration du Canada Est 


CitiFinancial Canada, Inc /CitiFinanciére Canada, Inc. 


CitiFinancial Mortgage iP emetbae aso les corpora- 
tion de préts hypothécaires>® 


CitiFinancial Mortgage East Corporation/CiiFinaricien’ cor- 
poration de préts hypothécaires de l’Est>® 


Citigroup Finance Canada Inc. 
Crédit Industriel Desjardins 
CU Credit Inc. 

Ford Credit Canada Limited — 


GE Card Services Canada Inc. GE Seivicss de aa du Can- 
ada Inc.56 


General Motors Acceptance Corporation of Canada Limited 
GMAC Residential Funding of Canada, Limited — 
Household Commercial Canada Inc. a 
Household Finance Corporation of Canada 

Household Finance Corporation Limited — 

Household Realty Corporation Limited 

Hudson’s Bay Company Acceptance Limited 

John Deere Credit Inc./Crédit John Deere Inc. 

Merchant Retail Services Limited : 
PACCAR Financial Ltd./Compagnie Financiére Paccar Ltée 
Paradigm Fund Inc./Le Fonds Paradigm Inc. 

Préts étudiants Atlantique Inc./Atlantic Student Loans Inc.” 
Principal Fund Incorporated 

RT Mortgage-Backed Securities Limited 

RT Mortgage-Backed Securities Il Limited 


State Farm Finance Corporation of Canada/Corporation de 
Crédit State Farm du Canada 


Trans Canada Credit Corporation 


Trans Canada Retail Services Company/Société de services de 
détails trans Canada 


56To be deleted; see Proposed Amendment below. 


ST Also see Proposed Amendment to the Schedule, below. 


Income Tax Act 


Wells Fargo Financial Canada Corporation 


Application: The July 16, 2010 draft legislation (Part 1 — technical), subsecs. 
156(1)-(4), will add the Schedule after s. 262, deemed to have come into force on 
December 20, 2002 so as to, on the dates set out below, list each of the following 
corporations in the schedule: 


(a) 2419726 Canada Inc., January 1, 1998 except that, in its application 
(i) after May 1999 and before April 2002, the reference in the schedule to 
that corporation is to be read as “CitiFinancial Canada, Inc./CitiFinanciére 
Canada, Inc.”, and 
(ii) after 1997 and before June 1999, the reference in the dticduie to Lian 


corporation is to be read as “Commercial Credit Corporation CCC Lim- 
ited/Corporation De Credit Commerciale CCC Limitée”; 


(b) AmeriCredit Financial Services of Canada Ltd., June 30, 2001; 


(c) Canaccord Capital Credit a ee crédit Canaccord capi- 
tal, September 25, 2000; 


_ (d) Canaccord Financial Holdings Inc ‘Corporation financiére Canaccord Inc., 
January 1, 2004; 


(e) Citibank Canada Investment Funds Limited, December 31, 2001; 


(f) Citicapital. Commercial Corporation/Citicapital Corporation Coma ale, 
January 1, 2000 except that, in its application after 1999 and before July 2001, 
the reference in the schedule to that corporation is to be read as “Associates 
Commercial Corporation of Canada Ltd/Les Associés, Corporation Commer- 
ciale du Canada Ltee”; 


(g) Citi Cards Canada Inc/Cartes Citi Canada Inc., September 25, 2003; 
(hb) Citi Commerce Solutions of Canada Ltd., January 1, 2003; 


(i) CitiFinancial Canada East Company/CitiFinanciére, corporation du Canada 
Est, December 23, 1997 except that, in its application 


G) after April 2001 and before April 2002, the reference in the schedule to 
that corporation is to be read as “CitiFinancial Services of Canada Hast 
Company/CitiFinanciére, compagnie de services du Canada Est”, 


(ii) after September 26, 1999 and before May 2001, the reference in the 
schedule to that corporation is to be read as “Associates Financial Services 
of Canada East Company/Les Associés, Compagnie de Services Financiers 
du Canada Est”, 


ii) after February 12, 1998 and before S- picinber 27, 1999, the reference in 
the schedule to that corporation is to be read as “Avco Financial Services 
_ Canada East Company/Compagnie Services Financiers Avco Canada Est’, 


. (iv) after December 29, 1997 and before February 13, 1998, the reference in 
the schedule to that corporation is to be read as “Avco Financial Services 
Canada East Company/Services — Ayco Canada Est Sa. 
and 


(v) after December 22, 1997 and before December 30, 1997, the pees in 
the schedule to that corporation is to be read as a reference to “Avco Finan- 
cial Services Canada East Company”; 
@) CitiFinancial Canada, Inc./CitiFinanciére Canada, Inc., March 2, 1998 except 
that, in its application 
(i) after April 2001 and before. April 2002, the reference in the schedule to 


L that corporation is to be read as “CitiFinancial Services _ 
_ Ltd./CitiFinanciére, services du Canada, Ltée”, and 


(ii) after March 1, 1998 and before May 2001, the reference in the Schidule 
to that corporation is to be read as “Associates Financial Services of Canada 
Ltd/Les Associés, Services Financiéres du Canada Ltée” 
(k) CitiFinancial Mortgage Corporation/CitiFinanciére, corporation de préts hy- 
pothécaires, March 2, 1998, except that, in its application after March 1, 1998 
and before May 2001, the reference in the schedule to that corporation is to be 
read as “Associates Mortgage Corporation/Les Associés, Corporanon de éts 
Hypothécaires”; 


(1) CitiFinancial Mortgage East Corporation/CitiFinanciére, corporation de pets 
hypothocaires de l'Est, December 23, 1997, except that, in its application 


(i) after November 2, 1999 and before May 2001, the reference in the sched- 
ule to that corporation is to be read as “Associates Mortgage East alee 
_ tion/Les Associés, Corporation de Préts Hypothécaires de ) Est’, 


. (ii) after September 27, 1999 and before November 3, 1999, the refer 

__ the schedule to that corporation is to be read as “Associates Mortgage East 
Corporation/Les Associés, Corporation de Financiers du Préts Hypothécaires 
de l’Est”, 


(iii) after February 12, 1998 and before September 28, 1999, the reference in 
the schedule to that corporation is to be read as “Avco Financial Services 
Realty East Company/Compagnie Services Financiers Immobiliers Avco 
Est’, : Maa ke 
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for iddtiona ‘information sete a clearer ee of 
3 necessitated ot cee of information between Uae col- : 


eee se [xxx] doe: 
‘estment allowance as. 1 


n that no debt — 
of the Act) is- _ 
{ financial institution 


n which you avin of your. 
r letter of December 10, 1998 


come Tox Aci, ‘and you now request. tha iS s recommend ion ‘reflect aus! name — 


change. 


that this statement of our - position is helo 
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We understand from your letter that [xxx] continues to conduct the same business 
activities as were carried on prior to this name change, and upon which our earlier 
decision was made to recommend that [xxx] be prescribed. We also understand from 
the Certificate of Name Change, enclosed with your letter, that this change was ef- 
fective [xxx]. Given these understandings, we confirm that our recommendation to 
treat [xxx] as a financial institution will reflect this name change as of the date it took 
effect. 


As you know, I cannot offer any assurance that the Minister of Finance will agree 
with the recommendations that we intend to make in this regard. Nonetheless, I hope 
that this statement of our position is helpful. 
Yours sincerely, 

Brian Ermnewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, Jan. 14, 2003: 
Dear [xxx] 


Thank you for your letters dated October 2, 2001 and October 31, 2002, in which you 
request that two companies — one of which is not yet incorporated, and to which you 
refer as “{xxx] Newco” — be prescribed under paragraph (g) of the definition of “fi- 
nancial institution” in subsection 181(1) of the Income Tax Act (the Act), 


As you may know, the proposals announced on December 20, 2002 to amend the Act 
provide for, among other things, a fundamental change in the manner in which cor- 


porations are identified under paragraph (g) as being financial institutions. Rather 


than listing these corporations in a regulation, this new approach is to list them in a 
schedule to the Act. It is proposed that this change be made effective after December 
22, 1997. As a result, Dalai to be prescribed under this paragraph with effective 
dates after December 22, 1997 — as is the case with your request owe be treated 
as requests to be listed in the schedule to the Act. 


It is our understanding that the principal business of Newco will be to carry out the 
functions of a credit card issuer pursuant to an agreement with a sister corporation, 
[xxx] will continue to be liable to the credit card company and its members as the 
named issuer, and cardmember agreements will remain between [xxx] and the card- 
holders. Newco will, however, own the indebtedness under such credit card accounts, 
and borrow funds from related corporations to finance its loans to cardholders. 


In respect of the other corporation [xxx] of [xxx] we understand that it currently 
operates as a “private label” credit card issuer and acquirer for Canadian retailers. It 
raises funds from related corporations. 


We also understand that [xxx] Newco and [xxx] will, in carrying on their credit card 
businesses, be in direct competition with banks and other corporations that are finan- 
cial institutions for Part I.3 purposes. 


Based on these understandings, we are prepared to recommend that [xxx] Newco and — 


[xxx] be listed in the schedule to the Act for the purposes of paragraph (g) of the 
definition “financial institution” in subsection 181(1). However, we ask that each of 
[xxx] and [xxx] Newco (once incorporated) provide us with a note explaining that it 
will advise us if the nature of the company’s business changes, so that its treatment 
as a financial institution under paragraph (g) can be re-examined. 


I understand from your letter and conversations you have had with Ryan Hall of this 
Division that you have asked that [xxx] be listed with effect for taxation years ending 


after December 30, 2002, and that [xxx] Newco be listed effective as of its date of - 


incorporation. As you know, the Department's policy is to recommend listing a cor- 
poration on a fully prospective basis with additional time delays where necessary to 
protect third party investors. You have advised that, upon its incorporation, there will 
be no arm’s length holders of debt in Newco that would potentially lose entitlement 
to a Part 1.3 investment allowance if it were listed. Based on this and that [xxx] 
Newco has not yet been incorporated, we are prepared to recommend that [xxx] 
Newco be listed as of its date of incorporation. With respect to [xxx] we are prepared 
to recommend that it be listed as a financial institution effective for taxation years 
beginning after 2002, given your assurance that it has not raised any public debt. 
Both recommendations will be made on the condition that no debt (other than long- 
term debt within the meaning of subsection 181(1) of the Act) issued by either corpo- 
ration is held by an unrelated corporation (other than a financial anstiCnion — the 
meaning of that subsection) prior to December 31, 2003. 


Further, this recommendation will only be made in respect of [xxx] Newco if it is 
incorporated before December 31, 2003, following which time any request to list this 
company will be assessed anew. 
To facilitate this request, we ask that the incorporation date and the name of the [xxx] 
Newco be provided to us shortly after its incorporation. 
I cannot offer any assurance that the Minister of Finance will agree with the recom- 
mendations that we intend to make in this regard. Nonetheless, [ trust this statement 
of our position is helpful. 
Yours sincerely, 

Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, May 16, 2003: 
Dear [xxx] 
Thank you for your letter of March 25, 2003, concerning the proposed treatment of 
[xxx] as a financial institution for the purposes of paragraph (g) of the definition 
“financial institution” in subsection 181(1) of the Income Tax Act. As you note in 
your letter, the proposed amendments to the Act released on December 20, 2002 


Income Tax Act 


provide that [xxx] change in status will be effective after December 30, 2000. You 
now ask that we recommend changing the proposed measures so that [xxx] change in 
status will not be effective until after December 31, 2002. 


Our letter of June 30, 2000, which responded to your letter of June 30, 1999, indi- 
cated our intention to recommend that [xxx] be prescribed as a financial institution, 
effective for its taxation year ending December 31, 2000 and subsequent years. How- 
ever, we made our recommendation conditional upon no debt (other than long term 
debt as defined in subsection 181(1)) having been issued by [xxx] and held by an 
unrelated corporation (other than a financial institution as defined in that subsection) 
prior to June 30, 2001. 


You explain that [xxx] has not issued debt in the public market, given its understand- 
ing that doing so before actually becoming a prescribed (now listed) financial institu- 
tion would jeopardize its prescription request. As we understand it, it would seem as 
though [xxx] operated as if it would not be treated as a financial institution as of 
either December 31, 2000 or June 30, 2001. Rather, it would appear as though [xxx] 
and other members of its corporate group, have operated since December 31, 2000 as 
if [xxx] would not be treated as a financial institution until measures were adopted to 
that effect. As we understand it, certain investments made from within the group to 
[xxx] during this time would not qualify as investment allowance inclusions if the 
effective date of [xxx] change in status as currently proposed were to be adopted. AS 
a result, you explain that the corporate group would incur greater tax liability under 
Part 1.3 for the 2000, 2001, and 2002 taxation years than would be the case if Ae 
were not treated as a financial institution for these years. 


Given that these extraordinary circumstances were in part created by the delay in 
finalizing the process by which to list [xxx] as a financial institution, we consider 
that it would be appropriate to recommend the change you have requested. To that 
end, we intend to recommend that the proposed amendment to the Act be changed so 
that [xxx] will be listed effective alter 2002, 2 


I cannot offer any assurance that either the Minister ‘of Finance or Cabinet will agree 
with the recommendation that we intend to make in this regard. Nonetheless, I trust 
that this statement of our position is helpful. 


Yours sincerely, 
Brian Ernewein, Director, Tax Legion Division, Tax Policy Branch 

Letter from Dept. of Jeisclies Oct. 22, 2003: 

Dear [xxx] 


I am writing further to your letter of August 15, 2002, : as well as [xxx] facsitpile to 
Ryan Hall, of the Tax Legislation Division, dated November 6, 2002, concerning 
[xxx] (the corporation). As you know, we provided the corporation with two letters 
dated April 9, and May 15, 2001 indicating our intention to recommend that the cor- 
poration be treated as a financial institution for the purposes of paragraph (g) of the 


definition “financial institution” in subsection 181(1) of the Income Tax Act effective - 
January 1, 2002, and the proposed technical amendments to the Act released Decem- 


ber 20, 2002 incorporate this recommendation. You now advise that the corporation — 


has changed its name to [xxx], effective May 1, 2002, and request that the prrpised 
amendments be updated to reflect this change. 


Given our understanding that this name change does not materially affect the activi- 
ties of the corporation as a financial institution, we are prepared to recommend that 
the proposed amendments be modified as requested. 


I trust that this statement of our position is helpful. 
Yours sincerely, : : aN 
Brian Ernewein, Director, Tax Legislation Division, Tax Policy Bieatich. 


{Similar letters dated Oct. 15, 2003 and Oct. 22, 2003 to two ees vs gis — 
ed.] 


Letter from Dept. of Allan Dec. 23, 2003: 
Dear [xxx] te Fe estar 


Thank you for your letter dated August 30, 2002, in which you request that [xxx] (the 
Company) be treated as a financial institution for the purposes of paragraph (g) of the 


definition “financial tilepe igh in subsection 181(1) of the Income hoe ao Na : 


“Act”). 
As you know, the oo amendments to the Act announced in Re 2002 


provide for, among other things, a fundamental change in the manner in which COr- 
porations are identified under paragraph (g) as being financial institutions. Rather 


than listing these corporations in a regulation, this new approach is to list them in a 


schedule to the Acr. It is proposed that this change be made effective after December — 
22, 1997. As a result, requests to be prescribed under this paragraph with effective 
dates after December 22, 1997 — as is the case with your request —will be = 


as requests to be listed in the schedule. 


We understand that the Company carries on a nation-wide business of originating 
and acquiring residential mortgages, scrutinizing and selling mortgage loans in the 
capital market, investing in and servicing a portfolio of mortgage loans and mort- 
gage-backed securities, and originating construction loans and lines of credit for me- 
dium and large homebuilders. You describe the income earned from these activities 
as falling within three categories: gains on the sale of mortgage-backed securities or 
pools of mortgage loans; portfolio income derived from the spread between the 


yields on its mortgage loans, lines of credit, and securities held on its balance sheet — 
and the costs of liabilities used to fund these income sources; and fee income from — 
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originating mortgages and lines of credit, as well as ns oe the pone foes 
or securitizations. © 


You advise that the Company is in direct competition with banks and other corpora- 
tions treated as financial institutions for the purposes of Part 1.3 of the Act, particu- 
larly those corporations carrying on r tial mortgage businesses. 7 


Based on the foregoing, we are prepared to recommend that the Company be ised in 
the schedule. However, we ask that the Company provide us with written assurances 
that it will advise the Department if the nature of the Company’s business changes, 
so that its treatment as a financial institution for these purposes may be re-examined. 


I understand from conversations your colleague, [xxx] has had with Ryan Hall of this 
Division that the Company requests that it be listed with effect for the 2003 and 
subsequent taxation years. The Department’s policy is to recommend listing a corpo- 
ration on a fully prospective basis with additional time delays where necessary to 
protect third party investors. [xxx] has advised that there are no current or anticipated 
arm’s length holders of debt in the Company that would potentially lose entitlement 
to a Part 1.3 investment allowance if it were listed. Based on this, and the date of your 
request, we are prepared to recommend that the Company be listed with effect as 
requested. However, this recommendation will be made provided no debt issued by 
the Company (other than long-term debt within the meaning of subsection 181(1)) is 
held by any unrelated corporation (oth 
ing of that subsection) prior to July 


I cannot offer any assurance that t inister of Finance will agree with the recom- 
mendations that we intend to make in this regard. Nonetheless, I trust this statement 
of our position is helpful. 


Yours sincerely 

_ Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dex t. of Finance, April 27, 2004: 
Dear Dox) 


is iy, Z Z 


Thank 3 you for your letter of June 25, 2003, in which you request that two compa- 


nies — both of which are not yet incorporated, and to which you refer as [xxx] and 
[xxx] — be listed as financial institutions under paragraph (g) of the “financial insti- 
tution” definition in subsection 181(1) of the Income Tax Act. i 


As you know, the proposed amendment 
and reiterated in Eenety 2004 p 


le for, among other things, a fundamental 


new i appmact | is to list them in a schedule to the Act. It is proposed that this change 


be made effective after December 22, 1997. As a result, requests to be treated as _ 
financial institutions. under this paragraph with effective dates after December 22, — 


1997 — as is the case “with your request — will be treated as requests to be listed in 
_the schedule. 


We understand from your letter and discussions with Ryan Hall, of this Division, that _ 


this request is made in the context of a proposed tax structure, in which two corpora- 
tions [xxx] would borrow funds (which would not qualify as “long-term debt” for the 
purposes of Part 1.3 of the Act) from third-party lenders through a partnership (‘Part- 

nership A”). [xxx] which the above-noted legislative proposals add to the schedule to 
the Act effective after December 30, 2001, would also be a partner of Partnership A 
until at least July 2004. Partnership A would in turn incorporate another corporation 
({xxx]), with which Partnership A would form another partnership (“Partnership B”). 
Partnership A would contribute the borrowed funds to Partnership B, which in turn 
would loan the funds to various related financial institutions resident in Canada (“the 
related financial institutions”). 


Although you advise that the structure is not intended to produce income tax benefits 
under Part I of the Act, adopting the proposed structure would increase the Part 1.3 
tax liability of the corporate group, which presently borrows third-party funds 
through a related financial institution. By virtue of being a financial institution, this 
related financial institution does not include in its taxable capital indebtedness that is 
not long-term debt, as defined for Part I.3 purposes. [xxx] on the other hand, would 
include such borrowings in their taxable capital, since they would not be financial 
institutions under any of the paragraphs in the “financial institution” definition, in- 
cluding under subparagraph (g)(ii) of the definition. : 


Although ostensibly outside the technical scope of the definition, you suggest that . 
[xxx] fall within the policy intent of subparagraph (g)(ii), given that all of their assets _ 


are interests in a tiered partnership structure of which the underlying assets are in- 
debtedness of financial institutions with which [xxx] are related. While you suggest 
in your letter that there may be a basis in law to argue that Partnerships A and B can 
be disregarded in determining whether [xxx] are financial institutions under the sub- 
paragraph, it would appear (judging from the position taken by the Canada Revenue 
Agency in its technical interpretation numbered 9712385, to which you refer) that 
CRA considers the better view to be that the assets of a partnership of which a corpo- 
ration is a member are not considered in applying subparagraph (g)(ii) to the corpora- 
tion. Listing [xxx] would therefore seem to be the only way in which, under the 
proposed structure, the corporations could attain financial institution status for Part 
1.3 purposes. 


Looking only at the policy underlying Part 1.3, we agree that it would be appropriate 
in the present case to disregard Partnerships A and B in determining whether [xxx] 
are financial institutions under subparagraph (g)(ii), and are prepared to recommend 
that the corporations be listed strictly on that basis. We therefore ask that each corpo- 


an a financial institution within the mean- 


to the Act announced in December 3002 


tions are identified under paragraph (g) as 
n listing these corporations in a regulation, this _ 


Schedule 


tect pany investors. You ie advised that, upon their sddoteiranky no arm’s 
arty will hold debt i in either of [xxx] that would potentially lose entitlement 
to a Part 1.3 investment allowance if either of the corporations were listed. Based on 
this and the fact that they have not yet been incorporated, we are prepared to recom- 
mend that [xxx] be listed as of their date of incorporation. These recommendations 
will be made provided no debt (other than long-term debt, as defined for Part 1.3 
purposes) issued by either corporation is held by an unrelated corporation (other than 
a financial institution, as defined for Part 1.3 purposes) prior to July 2004. 


Further, this recommendation will only be made in respect of either corporation if it 
is incorporated before December 31, 2004, following which time any request for fi- 
nancial institution status will be assessed anew. 


To facilitate this request, we ask that the incorporation dates and names of the corpo- 
vided to us shortly after their incorporation. 


I cannot offer any assurance that the Minister of Finance will agree with the recom- 
mendations that we intend to make in this regard. Nonetheless, I trust this statement 
of our position is helpful. 


Yours sincerely, 
Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
n Dept. of Finance, May 18, 2004: 


Thank y: u for your letter of September 26, 2003, in which you request that [xxx] be 
listed as a financial institution for the purposes of paragraph (g) of the “financial 
institution” definition in subsection 181(1) of the Income Tax Act. 


As you know, the proposed amendments to the Act announced in December 2002 
and reiterated in February 2004 provide for, among other things, a fundamental 
change in the manner in which corporations are identified under paragraph (g) as 
being financial institutions. Rather than listing these corporations in a regulation, this 
new approach is to list them in a schedule to the Act. It is proposed that this change 
be made effective after December 22, 1997. As a result, requests to be treated as 
financial institutions under this paragraph with effective dates after December 22, 
1997 —-as is the case with your request — will be treated as requests to be listed in 
the schedule. 


We understand from your letter and discussions with Ryan Hall, of this Division, that 
[xxx] business consists of providing loans to [xxx], and that these operations are 
financed solely by borrowings from a resident corporation that is a financial institu- 
: derstand that [xxx] in carrying on its business 
competes directly with other financial institutions. 


Based on these understandings, we are prepared to recommend that [xxx] be listed in 
the schedule to the Act for the purposes of paragraph (g) of the definition “financial 
institution” in subsection 181(1). However, we ask that [xxx] provide us with written 
assurances that it will advise the Department if the nature of its business changes, so 
that its treatment as a financial institution for these purposes may be re-examined. 


You request in your letter that [xxx] be listed effective April 8, 2002. As you know, 
however, the Department’s policy is to recommend listing a corporation on a fully 
prospective basis with additional time delays where necessary to protect third-party 
investors. You have advised that no arm’s length party will hold debt in [xxx] that 
would potentially lose entitlement to a Part 1.3 investment allowance upon [xxx] be- 
ing listed. Based on this, we are prepared to recommend that [xxx] be listed effective 
for the 2004 and subsequent taxation years. This recommendation will be made pro- 
vided no debt (other than long-term debt, as defined for Part I.3 purposes) issued by 
[xxx] is held by an unrelated corporation (other than a financial institution, as defined 
for Part 1.3 purposes) prior to 2005. 


I cannot offer any assurance that the Minister of Finance will agree with the recom- 
mendations that we intend to make in this regard. Nonetheless, I trust this statement 
of our position is helpful. 


Yours sincerely, 

Brian Ernewein, Director, Tax Legislative Division, Tax Policy Branch 
Letter from Dept. of Finance, May 23, 2007: 
Dear [xxx] 


Thank you for your letter of April 24, 2007 regarding the amalgamation of Ford 
Credit Canada Limited (FCCL) and its subsidiaries, Ford Credit Canada Leasing 
(Leasing) and PRIMUS Automotive Financial Services Canada Company 
(PRIMUS), which took place on January 1, 2007. We understand that, prior to amal- 
gamation, FCCL was in the financing business and it was a prescribed financial insti- 
tution for the purposes of paragraph 181(1)(g) of the Income Tax Act. You request 
that the successor corporation, also named FCCL (or for the purpose of this letter, 
FCCL If), remain on the list of prescribed financial institutions for the purposes of 
paragraph 8604(s) of the Income Tax Regulations. 
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You indicate that FCCL II has continued the business carried on by FCCL before I cannot offer any assurance that either the Minister of Finance or Cabinet will agree 
2007 and that FCCL Il did not, as a result of the amalgamation, acquire any assets with the recommendation that we intend to make in this regard. air ranean I ani 
not originally owned by FCCL that are not used in a financing business. However, that this statement of our peeon is helpful. — 

FCCL II did, as a result of the amalgamation, acquire shares and debts of a wholly- Yours sincerely, 


ay ¥ oe ag pret oes aoe ee ; Gerard Lalonde, AUDiFectbt: Tax Legislation Division: Tax Policy Branch 
This being the case, I am prepared to recommend that the successor corporation, — 
FCCL Il, remain on the list of prescribed financial institutions. We ask FCCL II to ~ 
advise us, however, should the nature of its business change, so that its status se: 
ant to subsection 181(1)(g) can be re-examined at that time. 
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REVISED STATUTES OF,.CANADA.1985, CHAPTER. 2:(5TH SUPPLEMENT); AS AMENDED BY 1994, ce: 7; 21; 19985, cc. 
3, 21; 1997, c. 25; 1998, c. 19; 2001, c. 17; 2005, c. 30; 2007, c. 35, 


7. Short title — This Act ss be cited:as the earane Tax seal gpa 
tion Rules. 


PART I — INCOME TAX BBC ATION” 
RULES, 1971 


Interpretation 


8.. Definitions — In-this Act, 


“amended Act” means, according to Bical context in which that ex- 
pression appears, 


(a) the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, as amended by section 1 of chapter 63 of the Stat- 
_utes of Canada, 1970-71-72, and by any subsequent Act, and 


(b) the Income Tax Act, as amended from time to time; 


“former Act” means the Income Tax Act, chapter 148: of the Re- 
vised Statutes! of Canada, 1952, as it was before being amended by 
section 1 of chapter 63 of the Statutes of Canada, 1970-71-72. 


Definitions [ITAR 8]: “Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952” — ITAR 69. 


Application of 1970-71-72, c. 63, s. 1 


9. Application of 1970-71-72, c. 63, s..1— Subject to the 
amended Act and this Act, section 1 of chapter.63 of the Statutes of 
Canada,.1970-71-72, applies to the 1972 and subsequent taxation 
years. 

Related Provisions: ITAR 65.1 — Part-XV of amended Act. 


Definitions [ITAR 9]: “amended Act” — ITAR 8; “taxation year’ — ITA 249. 
9,1 [Repealed under former Act} 
Application of Part XIll of Amended Act 


10. (1)-(3) [Repealed under former Act] 


(4) Application, of Part. XIIl of amended. Act— Where an 
amount is paid or credited by a person resident in Canada.to a non- 
resident person 


(a) who is resident in a prescribed country, and 


(b) with whom the person resident in Canada was dealing at 
arm’s length, 


as, on account or in lieu of payment of or in satisfaction of, interest 
payable on any bond, debenture, mortgage, note or similar obliga- 
tion issued before 1976 by the person resident in Canada to the non- 
resident person, for the purposes of computing the tax under Part 
XIII of the amended Act payable by the non-resident person on the 
amount, the reference in subsection 212(1) of that Act to “25%” 
shall be read as a reference to “15%”. 


Regulations: 1600 (prescribed country). 


(5) [Repealed] 


History: Subsec. 10(5) repealed by 2007,.c. 35, s. 69, applicable after 2007.. It for- 
merly read: 


(5) Certificates of exemption — Any certificate of exemption issued by the 
Minister under subsection 106(9) of the former Act that was in force on Decem- 


ber 31, 1971 shall, for the purposes of subparagraph 212(1)(b)(iv) of the 
amended. Act; 


(a) be deemed to have been capt under subsection 212(14) of the amended 
Act; and’ 


(b) be deemed 


(i) in respect of interest payable on any bond, debenture or similar obli- 
gation acquired on or before December 31, 1971 by the person to whom 
the certificate was issued, to have been’in force on January 1, 1972 and 
thereafter without interruption, 


except that if the person to whom the certificate was issued has ceased at any 
time: after, 1971 to be exempt, under the laws of the country of which, the 
person is a resident, fromthe payment of income tax to the government of 
that country, the certificate ceases to be in force 


(ili) in respect of interest described in subparagraph (i), on the day, on 
which the person first so ceased to be exempt. 


| (6) Limitation on non-resident’s tax rate — Notwithstanding 


any provision of the amended Act, where an agreement or conven- 
tion between the Government of Canada and the government of any 
other country that has the force of law in Canada provides, that 
where an amount is paid or credited, or deemed to be paid or 
credited, to a resident of that other country the rate of tax imposed 
thereon shall not exceed a specified rate, 


(a) any reference in Part XII of the amended Act to a rate in 
excess of the specified rate shall, in respect of such an amount, 
be read ‘as a reference to the specified rate; and 


(b) except where the amount can reasonably be attributed.to a 

business carried on by that person in Canada, that person shall, 

for the purpose of the agreement or convention in respect of the 

amount, be deemed not to have a permanent establishment. in 

Canada. 
Definitions [ITAR 10]: “amended Act” —ITAR 8; “amount”, “business” — ITA 
248(1); “Canada” —ITA 255, Interpretation.Act 35(1); “former Act’ —ITAR.8; 
“Minister”, “non-resident”, “person”, “prescribed” —ITA 248(1); “resident”, “resident 
in Canada” — ITA 250. 


11. [Repealed under former Act] 
References and Continuation of Provisions 


12. Definitions — In this section and’ sections 13 to 18, 


“enactment” has the meaning assigned by section 2.of the Jnter- 
pretation Act; 


[Not included in R.S.C. 1985] 


“old law” means the Income War Tax Act, The 1948 Income Tax 
Act, and the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, as amended from time to time otherwise than by. sec- 
tion | of chapter 63 of the Statutes of Canada, 1970-71-72, or vi 
subsequent Act; 


‘new. law” — 


“The 1948 Income Tax Act”; means The Income Tax Act, chapter 
52 of the Statutes of Canada, 1948, together with all Acts passed in 
amendment thereof. ~ 


Definitions [ITAR 12]: “Canada” — ITA 255, Interpretation Act 35(1); “Income Tax 
Act; chapter 148’ of: the Revised’ Statutes of Canada, }1952” —ITAR 69: 


13. (1) References relating to same subject-matter — Sub- 
ject to this Act'and unless the context otherwise requires, a refer- 
ence’ in anyenactment\\to a particular Part or provision. of the 
amended Act:shall:be construed, as ‘regards ‘any transaction, matter 
or thing to which the old'law applied, to include a reference to the 
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ITAR 
S. 13(1) 


Part or provision, if any, of the old law relating to, or that may rea- 
sonably be regarded as relating to, the same subject-matter. 


Definitions [ITAR 13]: “amended Act” — ITAR 8; “enactment”, “old law” —ITAR 
ind 


14. Part IV of former Act — Part IV of the former Act is contin- 
ued in force but does not apply in respect of gifts made after 1971. 


Definitions [ITAR 14]: “former Act” —ITAR 8. 


15. Part VIIl of former Act — Part VIII of the former Act is con- 
tinued in force but as though the references in that Part that, accord- 
ing to the context in which they appear, are references to or to pro- 
visions of the Income Tax Act were read as references to or to 
provisions of the Income Tax Act, chapter 148 of the Revised Stat- 
utes of Canada, 1952, as amended from time to time otherwise than 
by section | of chapter 63 of the Statutes of Canada, 1970-71-72, or 
any subsequent Act. 


I.T. Application Rules: 69. (meaning of “chapter 148 of ...”): 


Definitions [ITAR 15]: “former Act” —ITAR 8; “Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952” —ITAR 69. 


16. Construction of certain references — In any enactment, a 
reference by number to any provision of the Income Tax Act that, 
according to the context in which the reference appears, is a refer- 
ence to 


(a) a provision of Part IV of the former Act, 
(b) a provision of Part VIII of the former Act, or 


(c) a provision of the amended Act having the same number as a 
provision described in paragraph (a) or (b), 
shall, for greater certainty, be read:as a reference to the provision 
described in paragraph (a), (b) or.(c), as the case may be, and not to 
any other provision of the Income Tax Act or the Income Tax.Act, 
chapter 148 of the Revised Statutes of Canada, 1952, having the 
same number. 
Definitions [ITAR 16]: “amended Act’ —ITAR 8; “enactment” —ITAR 12; “‘for- 


mer Act” — ITAR 8; “Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952” —ITAR 69. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


17. (1) Income War Tax Act, s. 8 — A taxpayer may deduct 
from the tax otherwise payable under Part I of the amended Act for 
a taxation year such amount as would, if the Income War Tax Act 
applied to the taxation year, be deductible from tax because of sub- 
sections 8(6), (7) and (7A) of the Income War Tax Act. 


(2) S.C. 1947, c. 63, s. 16 — There may be deducted in comput- 
ing income for a taxation year under Part I of the amended Act an 
amount that would be deductible under section 16 of chapter 63 of 
the Statutes of Canada, 1947, from income as defined by the Jn- 
come War Tax Act if that Act applied to the taxation year. 


(3) Idem — There may be deducted from the tax for a taxation year 
otherwise payable under Part I of the amended Act an amount that 
would be deductible under section 16 of chapter 63 of the Statutes 
of Canada, 1947, from the total of taxes payable under the Income 
War Tax Act and The Excess Profits Tax Act, 1940, if those Acts 
applied to the taxation year. 


(4) Retrospection — Where there is a reference in the amended 
Act to any act, matter or thing done or existing before a taxation 
year, it shall be deemed to include a reference to the act, matter or 
thing, even though it was done or existing before the commence- 
ment of that Act. 


(5) Amount not previously included as income — Where, 
on the application of a method adopted by a taxpayer for computing 
income from a business, other than a business that is a profession, 
or farm or property for a taxation year to which the amended Act 
applies, an amount received in the year would not be included in 
computing the taxpayer’s income for the year because on the appli- 
cation of that method it would have been included in computing the 


Income Tax Application Rules 


taxpayer’s income for the purposes of the Income Tax Act or the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, for a preceding taxation year in respect of which it was re- 
ceivable, if the amount was not included in computing the income 
for the preceding year, it shall be included in computing the income 
for the year in which it was received. 


1.T. Application Rules: 69 (meaning of “chapter 148 of ...”). 


(6) S.C. 1949 (2nd S.), c. 25, s. 53 — There may be deducted in 
computing income for a taxation year under Part I of the amended 
Act an amount that would be deductible under section 53 of chapter 
25 of the Statutes of Canada, 1949 (Second Session), in computing 
income under The 1948 Income Tax Act.if that Act applied to the 
taxation year. 


(7) Idem — There may be deducted from the tax for a taxation year 
otherwise payable under Part I of the amended Act an amount that 
would be deductible under section 53 of chapter 25 of the Statutes 
of Canada, 1949 (Second Session) from the tax payable under Part I 
of The 1948 Income Tax Act if that Act applied to the taxation year. 


(8) Registered pension plan — A reference in the amended Act 
to a registered pension plan shall, in respect of a period while the 
plan was an approved superannuation or pension fund or plan, be 
construed as a reference to that approved superannuation or pension 
fund or plan. 

Definitions [ITAR 17]: “amended Act” —ITAR 8; “amount”, “business” — ITA 
248(1); “Canada” — ITA 255, Interpretation Act 35(1); “commencement” — /nterpre- 
tation Act 35(1); “Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952” —ITAR 69; “property”, “registered pension plan” —ITA 248(1); “taxation 
year” —-ITA 249; “taxpayer? —ITA 248(1); “The 1948 Income Tax’ Act” —ITAR 
12. 


18. (1) General depreciation provisions — Where the capital 
cost to a taxpayer of any depreciable property that was acquired by 
him before 1972 was required. by any provision of the old law to be 
determined for the purpose of computing the amount of any deduc- 
tion under any such provision in respect of that property, or would 
have been required by any provision of the old law to be determined 
for that purpose if any deduction under any such provision had been 
claimed by the taxpayer in respect of that property, the amount of 
the capital cost so required to be determined or that would have 
been so required to be determined, as the case may be; shall be 
deemed, for all purposes of the amended Act, to be the capital cost 
to the taxpayer of that property. 


(2) Idem — Where a taxpayer has acquired depreciable property 
before the beginning of the 1949 taxation year, for the purposes of 
section 13. of the amended Act and any regulations made under par- 
agraph 20(1)(a) of that Act an amount equal to the total of 


(a) all deductions allowed in computing the taxpayer’s income 

for the purpose of the Income War Tax Act as “special deprecia- - 
tion”, “extra depreciation” or allowances in lieu of depreciation 

for property the taxpayer had at the beginning of the 1949 taxa- 

tion year (except deductions allowed under subparagraph 

6(1)(n)(ii) of that Act), and 

(b). '/2 of all amounts allowed to the taxpayer under subparagraph 

6(1)(n)(ii) of that Act for property that the taxpayer had at the . 
beginning of the 1949 taxation year, 


shall be deemed to have been allowed to the taxpayer under regula- 
tions made under paragraph 20(1)(a) of the amended Act in com- 
puting income for a taxation year before the 1949 taxation year. 


(3) Provisoes not applicable — The second and third provisoes 
to paragraph 6(1)(n) of the Income War Tax Act do not apply to 
sales made after the beginning of the 1949 taxation year. 


(4) Reference to depreciation — Reference in this section to 
depreciation shall be deemed to include a reference to allowances in 
respect of depreciable property of a taxpayer made under paragraph 
5(1)(a) of the Income War Tax Act. 


(5) Deduction deemed depreciation — An amount deducted 
under paragraph 5(1)(u) of the Income War Tax Act in respect of 
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amounts of a capital nature shall, for the purpose’of this section, be 
deemed to be depreciation taken into account in ascertaining the 
taxpayer’s income for the purpose of that Act or in ascertaining the 
taxpayer’s loss for the taxation year for which it was deducted. 
Definitions [ITAR 18]: “amended Act” —ITAR 8; “amount” — ITA 248(1); “depre- 
ciable property” —ITA 13(21), 248(1); “depreciation” —ITAR 18(4), (5); “old 
law” —ITAR 12; “property” —ITA 248(1); “taxation year’ —ITA 249; “tax- 
payer” —ITA 248(1). 


Special Transitional Rules 


19. (1) Income maintenance payments — Notwithstanding 
section 9, paragraph 6(1)(f) of the amended Act does:not apply in 
respect of amounts received by a taxpayer in a taxation year that 
were payable to the taxpayer in respect of the loss, in consequence 
of an event occurring before 1974, of all or any part of the tax- 
payer’s income from an office or employment, under a plan, de- 
scribed in that paragraph, that was established before June 19, 1971. 


(2) Effect of certain changes made in plan: established 
before June 19, 1971 — For the purposes of this'section, a plan 
described in paragraph 6(1)(f) of the amended Act that was in exis- 
tence before June 19, 1971 does not cease to be a plan established 
before that date solely because of changes made therein on or after 
that date for the purpose of ensuring that the plan qualifies as one 
entitling the employer of persons covered under the plan to a reduc- 
tion, as provided for by subsection 50(2) of the Unemployment In- 
surance Act, in the amount of the employer’s premium payable 
under that Act in respect of insured persons covered under the plan. 


Interpretation Bulletins: IT-54: Wage loss replacement plans (archived); IT-85R2: 
Health and welfare trusts for employees; IT-428: Wage loss replacement plans. 


Definitions [ITAR 19]: “amended Act” — ITAR 8; “amount”, “employer”, “employ- 
ment”, “office”, “person” — ITA 248(1); “plan” — ITA 6(1)(f), ITAR 19(2); “taxation 
year” —ITA.249; “taxpayer” —ITA 248(1). : 


20. (1) Depreciable property — Where the capital cost to a tax- 
payer of any depreciable property acquired by’ the taxpayer before 
1972 and owned by the taxpayer without interruption from Decem- 
ber 31, 1971 until such time after 1971 as the taxpayer disposed of 
it is less than the fair market value of the property on valuation day 
and less than the proceeds of disposition thereof ‘otherwise 
determined, 


(a) for the purposes of section 13 of the amended Act, subdivi- 
sion c of Division B of Part I of that Act and any regulations 
made under paragraph 20(1)(a) of that Act, the taxpayer’s pro- 
ceeds of disposition of the property shall be deemed to be an 
amount equal to the total of its capital cost to the taxpayer and 
the amount, if any, by which the proceeds of disposition thereof 
otherwise determined exceed the fair market value.of the pro- 
perty on valuation day; 


(b) where the property has, by one or more transactions or 
events (other than the death of a taxpayer to which subsection 
70(5) of the amended Act applies) between persons not dealing 
at arm’s length, become vested in another taxpayer 


(i) for the purposes of the amended Act (other than, where 
paragraph 13(7)(e) of that, Act. applies. in determining the 
capital cost to that other taxpayer of the property, for the pur- 
poses of paragraphs 8(1)(@) and (p) and sections 13 and 20 of 
that Act), that other taxpayer shall be deemed. to have ac- 
quired the property at a capital cost equal to the proceeds 
deemed to have been received for the property by the person 
from whom that other taxpayer acquired the property, and 


(ii) for the purposes of this subsection, that other taxpayer 
shall be deemed to have acquired the property before 1972 at 
a capital cost equal to the capital cost of the property to the 
taxpayer who actually owned the property at the end of 1971, 
and to have owned it without interruption from December 31, 
1971 until such time after 1971 as that other taxpayer dis- 
posed of it; and 


ITAR 
S. 20(1.1)(b) 


(c) where the disposition occurred because of an election under 
subsection 110.6(19) of the amended Act, 


(i) for the purposes of that Act (other than paragraphs 8(1)(j) 
and (p) and sections 13 and 20 of that Act), the taxpayer is 
deemed to have reacquired the property at a capital cost 
equal to 


(A) where the amount designated in respect of the pro- 
perty in the election did not exceed 110% of the fair mar- 
ket value of the property at the end of February 22, 1994, 
the taxpayer’s proceeds. of disposition determined under 
paragraph (a) in respect of the disposition of the property 
that immediately preceded the reacquisition minus the 
amount, if any, by which the amount designated in re- 
spect of the property in the election exceeded that fair 
market value, and 


(B) in any other case, the amount otherwise determined 
under subsection 110.6(19) of that Act to be the cost to 
the taxpayer of the property immediately after the reac- 
quisition referred to in that subsection minus the amount 
by which the fair market value of the property on valua- 
tion day exceeded the capital cost of the property at the 
time it was last acquired before 1972, and 


(ii) for the purposes of this subsection, the taxpayer’s capital 
cost of the property after the reacquisition shall be deemed to 
be equal to the taxpayer’s capital cost of the property before 
the reacquisition and the taxpayer shall be considered to have 
owned the property without interruption from December 31, 
1971 until such time after February 22, 1994 as the eas 
disposes of it. 

Related Provisions: ITAR 20(1.1)— Rollover to spouse, spouse trust or child; 


ITAR 20(1.2) — Other rollovers; ITA 257 —:Formulas cannot calculate to less than 
zero [rule does not apply explicitly to the ITARs]. 
History: The portion of para. 20(1)(c) before subpara. (ii) amended by 1998, c. 19,.s. 
248, applicable to 1994 et seg. The portion formerly read: 
(c) where the taxpayer is deemed by subsection 110.6(19) of the amended Act to 
have reacquired the property, 
(i) for the purposes of that Act (other than, where paragraph :13(7)(e) of that 
Act applies in determining the capital cost, to the taxpayer of the property, 
for the purposes of paragraphs 8(1)(j) and (p) and sections 13 and 20 of that 
Act), the taxpayer shall be deemed to have reacquired the property at a capi- 
tal cost equal to the taxpayer’s proceeds of disposition of the property deter- 
mined under paragraph (a) in respect of the disposition that immediately pre- 
ceded the reacquisition, and 
Subpara. 20(1)(b)(i) amended by 1995, c. 3; subsec. 56(1), applicable to acquisitions of 
property that occur after May 22, 1985. Subpara. (i) formerly read: 
(i) for the purposes of section 13 of the amended Act, subdivision c of Division 
B.of Part L of that Act. and.any regulations made under. paragraph 20(1)(a) of that 
Act, that other taxpayer shall be deemed to have acquired the property. at-a capi- 
tal cost equal to the proceeds deemed to have been received for the property by 
the person from whom that other taxpayer acquired the property, and 


Para. 20(1)(c) added by 1995, c. 3, subsec. 56(2), applicable to 1994 ef seq. 


Selected Cases [subsec. 20(1)]: Fletcher Challenge Canada Ltd.’ v. R., [2000] 3 
C.T.C. 281 (FCA); leave to appeal to SCC refused (March 29, 2001), File 28172 (SCC) 
(No “disposition” where: license agreements expired). 


Interpretation Bulletins: IT-209R: Inter vivos gifts of capital property to individuals 
directly or through trusts; IT-217R: Depreciable property owned on December 31, 
1971 (archived); IT-220R2: CCA — proceeds, of disposition of depreciable property; 
IT-268R4: Inter vivos transfer of farm property to child; IT-432R2: Benefits conferred 
on shareholders; IT-488R2: Winding-up of 90%-owned taxable Canadian corporations 
(archived). 


(1.1) Where depreciable property disposed of to spouse, 
common-law partner, trust or child — Subsection (1) does not 
apply in any case where 


(a) subsection 70(6) or 73(1) of the amended Act applies in re- 
spect of the disposition by a taxpayer of any depreciable pro- 
perty of a prescribed class to the spouse, common-law partner, 
trust or transferee, as the case.may be, referred to therein, and 


(b) subsection 70(9) of the amended Act applies in respect of the 
disposition by a taxpayer of any depreciable property of a pre- 
scribed class to a child referred to therein, 
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except that where the spouse, common-law partner, trust, transferee 
or child, as the case may be, subsequently disposes of the property 
at any time, subsection (1) applies as if the spouse, common-law 
partner, trust, transferee or child, as the case may be, had acquired 
the property before 1972 and owned it without interruption from 
December 31, 1971 until that time. 
History: Subsec. 20(1.1) amended by 2000, c. 12, s. 147, to replace “spouse” with 
“spouse, common-law partner”, applicable to 2001 et seq., in force July 31, 2000, sub- 
ject to subsec. 147(3) of 2000, c. 12, which provides: 
(3) Where a taxpayer and a person have jointly elected pursuant to section 144 of 
this Act [reproduced in the History note to 248(1)“common-law partner” — ed.] 
in respect of the 1998, 1999 or 2000 taxation years, [this amendment] applies to 
the taxpayer and the person in respect of the applicable taxation year and subse- 
quent taxation years. 
Interpretation Bulletins: IT-209R: Inter vivos gifts of capital property to individuals 
directly or through trusts; IT-217R: Depreciable property owned on December 31, 
1971 (archived). 


(1.11) Extended meaning of “child” — For the purposes of 
subsection (1.1), “child” of a taxpayer includes 


(a) a child of the taxpayer’s child; 
(b) a child of the taxpayer’s child’s child; and 


(c) a person who, at any time before attaining the age of 21 
years, was wholly dependent on the taxpayer for support and of 
whom the taxpayer had, at that time, in law or in fact, the cus- 
tody and control. 


Related Provisions: ITA 70(10) — Extended meaning of “child”. 


(1.2) Other transfers of depreciable property — Where, be- 
cause of a transaction or an event in respect of which any of subsec- 
tions 70(5), 85(1), (2) and (3), 87(2), section 88, subsections 97(2), 
98(3) and (5) and 107(2) of the amended Act applies, a taxpayer has 
at any particular time after 1971 acquired any depreciable property 
of a prescribed class from a person who acquired the property 
before 1972 and owned it without interruption from December 31, 
1971 until the particular time, for the purposes of subsection (1) the 
taxpayer shall be deemed to have acquired the property before 1972 
and to have owned it without interruption from December 31, 1971 
until such time after 1971 as the taxpayer disposed of it. 
Interpretation Bulletins: [T-209R: Inter vivos gifts of capital property to individuals 
directly or through trusts; IT-217R: Depreciable property owned on December 31, 
1971 (archived); IT-488R2: Winding-up of 90%-owned taxable Canadian corporation 
(archived). 


(1.3) Transfers before 1972 not at arm’s length — Without 
restricting the generality of section 18, where any depreciable pro- 
perty has been transferred before 1972 in circumstances such that 
subsection 20(4) of the former Act would, if that provision applied 
to transfers of property made in the 1972 taxation year, apply, para- 
graph 69(1)(b) of the amended Act does not apply to the transfer 
and subsection 20(4) of the former Act applies thereto. 


(1.4) Depreciable property received as dividend in kind — 
The capital cost to a taxpayer, as of any particular time after 1971, 
of any depreciable property (other than depreciable property re- 
ferred to in subsection (1.3) or deemed by subparagraph (1)(b)(ii) to 
have been acquired by the taxpayer before 1972) acquired by the 
taxpayer before 1972 as, on account of, in lieu of payment of or in 
satisfaction of, a dividend payable in kind (other than a stock divi- 
dend) in respect of a share owned by the taxpayer of the capital 
stock of a corporation, shall be deemed to be the fair market value 
of that property at the time the property was so received. 


(2) Recapture of capital cost allowances — In determining a 
taxpayer’s income for a taxation year from farming or fishing, sub- 
section 13(1) of the amended Act does not apply in respect of the 
disposition by the taxpayer of property acquired by the taxpayer 
before 1972 unless the taxpayer has elected to make a deduction for 
that or a preceding taxation year, in respect of the capital cost of 
property acquired by the taxpayer before 1972, under regulations 
made under paragraph 20(1)(a) of that Act other than a regulation 
providing solely for an allowance for computing income from farm- 
ing or fishing. 
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(3) Depreciable property of partnership of prescribed 
class — For the purposes of the amended Act, where a partnership 
had, on December 31, 1971, partnership property that was deprecia- 
ble property of a prescribed class, 


(a) the capital cost to the partnership of each property of that 
class shall be deemed to be an amount determined as follows: 


(i) determine, for each person who, by reason of having been 
a member of the partnership on the later of June 18, 1971 and 
the day the partnership was created, and thereafter without 
interruption until December 31, 1971, can reasonably be re- 
garded as having had an interest in the property of that class 
on December 31, 1971, the person’s acquisition cost in re- 
spect of property of that class, 


(ii) determine, for each such person, the amount that is that 
proportion of the person’s acquisition cost in respect of pro- 
perty of that class that 100% is of the person’s percentage in 
respect of property of that class, 


(iii) select the amount determined under subparagraph (11) for 
a person described therein that is not greater than any amount 
so determined for any other such person, 


(iv) determine that proportion of the amount selected under 
subparagraph (iii) (in this subsection referred to as the “capi- 
tal cost of that class’’) that the fair market value on December 
31, 1971 of that property is of the fair market value on that 
day of all property of that class, 


and the amount determined under subparagraph (iv) is the capi- 
tal cost to the partnership of that property; 


(b) for the purposes of sections 13 and 20 of the amended Act 
and any regulations made under paragraph 20(1)(a) of that Act, 
the undepreciated capital cost to the partnership of property of 
that class as of any time after 1971 shall be computed as though 
the amount, if any, by which the capital cost of that class to the 
partnership exceeds the undepreciated cost to the partnership of 
that class had been allowed to the partnership in respect of pro- 
perty of that class under regulations made under paragraph 
20(1)(a) of the amended Act in computing income for taxation 
years before that time; 


(c) in computing the income for the 1972 and subsequent taxa- 
tion years of each person who was a member of the partnership 
on June 18, 1971 and thereafter without interruption until De- 
cember 31, 1971, there may be deducted such amount as the per- 
son claims for the year, not exceeding the amount, if any, by 
which the total of 


(i) the lesser of 


(A) the amount, if any, by which the amount that was the 
capital cost to the person of all property of that class ex- 
ceeds the percentage, equal to the person’s percentage in ~ 
respect of property of that class, of the capital cost of that 
class to the partnership, and 


(B) the amount that was the undepreciated capital cost to 
the person of property of that class as of December 31, 
1971, and 


(11) the amount, if any, by which 


(A) the undepreciated capital cost to the person of pro- 
perty of that class as of December 31, 1971, less the 
amount, if any, determined under subparagraph (i) in re- 
spect of property of that class, 


exceeds 


(B) the percentage, equal to the person’s percentage in re- 
spect of property of that class, of the undepreciated cost 
to the partnership of that class, 


exceeds the total of all amounts deducted under this paragraph in 
computing the person’s income for preceding taxation years; 
and, for the purposes of section 3 of the amended Act, the 
amount so claimed shall be deemed to be a deduction permitted 
by subdivision e of Division B of Part I of that Act; and 
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_ (d) notwithstanding paragraph (c), a person who became a mem- 

ber of the partnership after June 18, 1971 and who was a mem- 
ber of the partnership thereafter without interruption’ until De- 
cember 31, 1971 shall be deemed to be a person described in 
paragraph (c) and the amount that may be claimed thereunder as 
a deduction in computing the person’s income for any taxation 
year shall not exceed 10% of the total of the amounts. deter- 
mined under subparagraphs (c)(i) and (ii). 


(4) Definitions — In subsection ay: 


“acquisition cost” of a person who was a member of a partnership 
on December 31, 1971 in respect of depreciable property of a pre- 
scribed class that was partnership property. of the partnership on De- 
cember 31, 1971 means the total of the undepreciated capital cost to 
that person of property of that class as of December 31, 1971 and 
the total depreciation allowed to the person before 1972 in respect 
of property of that class; 


“percentage” of a member of a partnership in respect of any depre- 
ciable property of a prescribed class that was partnership property 
of the partnership on December 31, 1971. means. the. interest of, the 
member of the partnership in property of that class, expressed as a 
percentage of the total of the interests of all members of the page: 
ship in property of that.class on that day; . 


“undepreciated cost to the partnership” of any class of deprecia- 
ble property means an amount determined as follows: 


(a) determine, for each person who, because of having been a 
member of the partnership on the later of June 18, 1971 and the 
day the partnership was created, and thereafter without interrup- 
tion until December 31, 1971, can reasonably be regarded as 
having had an interest in property of that class on December 31, 
1971, the amount, if any, by which the undepreciated capital 
cost, to the person of property of that.class as of December 31, 
1971 exceeds the amount, if any, determined under. subpara- 
graph (3)(c)(i) for the person in respect of property of that class, 


(b) determine, for each such person, the amount that is.that pro- 
portion of the amount determined under paragraph (a) that 100% 
is of the person’s percentage in respect of property of that class, 
and 


(c) select the amount determined under paragraph (b) for a per- 
son described therein that is not greater than any amount so de- 
termined for any other such person, 


and the amount selected under paragraph (c) is the undepreciated 
cost to the partnership of that class. 


(5) Other depreciable property of partnership — For the 
purposes of the amended Act, where a partnership had, on Decem- 
ber 31, 1971, any particular partnership property that was deprecia- 
ble property other than depreciable property of a prescribed class, 


(a) the cost to the partnership of the particular property shall be 
deemed to be the amount that would be determined under para- 
graph (3)(a) to be the capital cost thereof if 


(i) the particular property constituted a prescribed class of 
property, and 


(ii) the acquisition cost of each person described therein in 
respect of the particular property were its actual cost to the 
person or the amount at which the person was deemed by 
subsection 20(6) of the former Act to have acquired it, as the 
case may be; 


(b) for the purposes of sections 13 and 20 of the amended Act 
and any regulations made under paragraph 20(1)(a) of that Act, 
the undepreciated capital cost of property of any class as of any 
particular time after 1971 shall be computed as if the amount, if 
any, by which 


(i) the amount determined under paragraph (a) to have been 
the cost to the partnership of the particular property, 
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exceeds 


(ii) the amount that would be determined under the definition 

“undepreciated cost to the partnership” in subsection (4) to 
- be the undepreciated cost to the partnership of any class of 

depreciable property comprising the particular property if 


~ (A) paragraph (a) of that definition were read without ref- 
erence to the’ words “the later of June 18,1971 and the 
day the partnership was created, and thereafter without in- 
terruption until”, 


(B) the amount determined under gibeatirsati (3)(c)(@) 
for any person in respect of that class were nil, and 


(C), the..undepreciated: capital cost. to each person de- 
scribed in the definition “acquisition cost” in,subsection 
(4) of the particular property as of December, 31, 1971 
were the amount, if any, by which the amount assumed by 
subparagraph (a)(ii) to have been the acquisition cost of 
the person in respect of the property exceeds the total of 
all amounts allowed to the person in respect of the pro- 
perty under regulations made under paragraph 11(1)(a) of 
the former Act in computing income for taxation years 
ending before 1972, 


had been allowed to the partnership in respect of the particular 
property under regulations: made under paragraph 20(1)(a) of the 
amended Act in computing income for taxation years ending 
before the particular time; and 


(c) in computing the income for the 1972 and subsequent taxa- 
tion years of each person who was, on December 31, 1971, a 
member of the partnership, there may be-deducted such amount 
as the person claims for the year, not exceeding the amount, if 
any, by which 


(i) the amount by which 


(A) the amount assumed by clause (b)(i1)(C) to have been 
the undepreciated capital cost to the person of the particu- 
lar property as of December 31, 1971 


exceeds 


(B) a percentage of the amount determined, under subpar- 
agraph (b)(ii) in respect of the particular property, equal 
to the percentage that would be the person’s percentage 
(within the meaning assigned by subsection (4)) in respect 
of the particular property if that property constituted a 
prescribed class, 


exceeds 


(11) the total of all amounts deducted under this paragraph in 
computing the person’s income for preceding taxation. years; 


and for the purposes of section 3 of the amended Act the amount 
so claimed shall be deemed to be a deduction permitted by sub- 
division:e of Division B of Part I of that Act. 


Related Provisions: Reg. 1701(2) — Maximum CCA deduction from: farming or 
fishing business where ITAR 20(5) applies. 


Definitions [ITAR 20]: “acquired” —ITAR 20(1)(b)(ii), 20(1.2); “acquisition 
cost’? —ITAR 20(4); “amended Act” —ITAR 8; “amount’?—ITA 248(1); “arm’s 
length” —ITA 251(1); “capital cost” —ITAR 20(1)(c)(ii), 201.4); “capital cost. of 
that class” — ITAR 20(3)(a)(iv); “child” — ITAR 20(1.11); “common-law partner’ — 
ITA 248(1); “corporation” —ITA:248(1), Interpretation Act 35(1); “depreciable pro- 
perty’? —ITA 13(21), 248(1); “dividend” —ITA 248(1); ; “farming”; “fishing” — 
ITA 248(1); “former Act” —ITAR 8; “owned” — ITAR 20(1)(b)Gi), 20(1.2); ; “per 
centage” — ITAR 20(4); “person”, “prescribed”, “property”, ' “regulation”, “share” — 
ITA 248(1); “stock dividend” —ITA 248(1); “taxation year’ —ITA) 249; )“tax- 
payer’ — ITA 248(1);. “trust” — ITA §104(1), .248(1), (3);. “undepreciated. capital 
cost’ — ITA: 13(21), 248(1); “undepreciated cost to the ibm —ITAR 20(4); 
“valuation day” — ITAR 24. 


21. (1) Goodwill and other nothings — Where as a result of a 
disposition occurring after 1971 a taxpayer has or may become enti- 
tled to receive an amount (in this section referred to as the “actual 
amount”) in respect of a business carried on’ by the taxpayer 
throughout the period beginning January 1, 1972 and ending imme- 
diately after the disposition occurred, for the purposes of section 14 
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of the amended Act the amount that the taxpayer has or may be- 
come entitled to receive shall be deemed to be the total of 


(a) an amount equal to a percentage, equal to 40% plus the per- 
centage (not exceeding 60%) obtained when 5% is multiplied by 
the number of full calendar years ending in the period and 
before the transaction occurred, of the amount, if any, by which 
the actual amount exceeds the portion thereof referred to in sub- 
paragraph (b)(i), and 


(b) an amount equal to the lesser of 


(i) the percentage, described in paragraph (a), of such por- 
tion, if any, of the actual amount as may reasonably be con- 
sidered as being the consideration received by him for the 
disposition of, or for allowing the expiration of, a govern- 
ment right, and 


(ii) the amount, if any, by which the portion described in sub- 
paragraph (i) exceeds the greater of 


(A) the total of all amounts each of which is an outlay or 
expenditure made or incurred by the taxpayer as a result 
of a transaction that occurred before 1972 for the purpose 
of acquiring the government right, or the taxpayer’s origi- 
nal right in respect of the government right, to the extent 
that the outlay or expenditure was not otherwise deducted 
in computing the income of the taxpayer for any taxation 
year and would, if made or incurred by the taxpayer as a 
result of a transaction that occurred after 1971, be an eli- 
gible capital expenditure of the taxpayer, and 


(B) the fair market value to the taxpayer as at December 
31, 1971 of the taxpayer’s specified right in respect of the 
government right, if no outlay or expenditure was made 
or incurred by the taxpayer for the purpose of acquiring 
the right or, if an outlay or expenditure was made or in- 
curred, if that outlay or expenditure would have been an 
eligible capital expenditure of the taxpayer if it had been 
made or incurred as a result of a transaction that occurred 
after 1971. 


Related Provisions: ITA 14(1.02) — Election re property acquired with pre-1972 
outlays. 


Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child; 
IT-488R2: Winding-up of 90%-owned taxable Canadian corporations (archived). See 
also list at end of ITAR 21. 


(2) Idem — Where the taxpayer and the person by whom the actual 
amount has become payable to the taxpayer were not dealing with 
each other at arm’s length, for the purposes of computing the in- 
come of that person the portion of the actual amount in excess of 
the amount deemed by subsection (1) to be the amount that has be- 
come payable to the taxpayer shall be deemed not to have been an 
outlay, expense or cost, as the case may be, of that person: 


Interpretation Bulletins: [T-268R4: Inter vivos transfer of farm property to child. 
See also list at end of ITAR 21. 


(2.1) Idem — Where after 1971 a taxpayer has acquired a particu- 
lar government right referred to in subsection (1) 


(a) from a person with whom the taxpayer was not dealing at 
arm’s length, or 


(b) under an agreement with a person with whom the taxpayer 
was not dealing at arm’s length, if under the terms of the agree- 
ment that person allowed the right to expire so that the taxpayer 
could acquire a substantially similar right from the authority that 
had issued the right to that person, 


and an actual amount subsequently becomes payable to the taxpayer 
as consideration for the disposition by the taxpayer of, or for the 
taxpayer allowing the expiration of, the particular government right 
or any other government right acquired by the taxpayer for the pur- 
pose of effecting the continuation, without interruption, of rights 
that are substantially similar to the rights that the taxpayer had 
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under the particular government right, for the purpose of section 14 
of the amended Act, the amount that has so become payable to the 
taxpayer shall be deemed to be the amount that would, if that per- 
son and the taxpayer had at all times been the same person, be de- 
termined under subsection (1) to be the amount that would have 
become so payable to the taxpayer. 


Interpretation Bulletins: See list at end of ITAR 21. 


(2.2) Amalgamations — For the purposes of this section, an 
amalgamation (within the meaning of section 87 of the amended 
Act) of two or more Canadian corporations shall be deemed to be a 
transaction between persons not dealing at arm’s length. 


(3) Definitions — In this section, 


“government right” of a taxpayer means a right or licence 


(a) that enables the taxpayer to carry on a business activity in 
accordance with a law of Canada or of a province or Canadian 
municipality, to an extent to which the taxpayer would otherwise 
be unable to carry it on in accordance therewith, 


(b) that was granted or issued by Her Majesty in right of Canada 
or a province or a Canadian municipality, or by a department, 
board, agency or any other body authorized by or under a law of 
Canada, a province or a Canadian municipality to grant or issue 
such a right or licence, and 


(c) that was acquired by the taxpayer 
(i) as a result of a transaction that occurred before 1972, or 


(ii) at a particular time for the purpose of effecting the con- 
tinuation, without interruption, of rights that are substantially 
similar to the rights that the taxpayer had under a government 
right held by the taxpayer before the particular time; 


“original right” of a taxpayer in respect of a government right 
means a right or licence 


(a) described in the definition “government right” in this subsec- 
tion, and 


(b) acquired by the taxpayer as a result of a transaction that oc- 
curred before 1972 for a purpose other than the purpose de- 
scribed in subparagraph (c)(ii) of that definition, 


if the government right was acquired by the taxpayer for the pur- 
pose of effecting the continuation, without interruption, of rights 
that are substantially similar to the rights that the taxpayer had 
under the right or licence; 


“specified right” of a taxpayer in respect of a government right 
means a right owned by a taxpayer on December 31, 1971 that was 


(a) an original right, or 


(b) a government right that was acquired by the taxpayer in sub- 
stitution for the original right or that was one of a series of gov- 
ernment rights acquired by the taxpayer for the purpose of ef- 
fecting the continuation, without interruption, of rights that are 
substantially similar to the rights that the taxpayer had under the | 
original right. 
Definitions [ITAR 21]: “actual amount” — ITAR 21(1); “amended Act” —ITAR 8; 
“amount” — ITA 248(1); “arm’s length” —ITAR 21(2.2); “business” —ITA 248(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “Canadian corporation” — ITA 89(1), 
248(1); “eligible capital expenditure” — ITA 14(5), 248(1); ; “government right” — 
ITAR 21(3); “Her Majesty” — Interpretation Act 35(1); “original right’ —ITAR 
21(3); “person” —ITA 248(1); “province” — Interpretation Act 35(1); “specified 
right” — ITAR 21(3); “taxation year” —ITA 249; “taxpayer” —ITA 248(1). 
Interpretation Bulletins [ITAR 21]: IT-123R6: Transactions involving eligible cap- 
ital property; IT-313R2: Eligible capital property — rules where a taxpayer has ceased 
carrying on a business or has died. 


22. [Repealed under former Act] 


23. (1), (2) [Repealed under former Act] 
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(3) Rules applicable [to professional business] — For the 
purposes of computing the income of a taxpayer for a taxation year 
ending after 1971 from a business 'that is a profession, 


(a) there may be deducted such amount as the taxpayer claims, 
not exceeding the lesser of 


(i) the amount deducted under. this paragraph.in computing 
the taxpayer’s income from the business, for the, preceding 
taxation year, and 


(ii) the taxpayer’s investment interest in the business at the 
end of the. year; 


(b) where the taxation year is the taxpayer’s 1972 taxation year, 
the amount deducted under paragraph (a) in computing the tax- 
payer’s income for the preceding taxation year from the business 
shall be deemed to be an amount equal to the taxpayer’s 1971 
receivables in respect of the business; 


(c) there shall be included the amount deducted under paragraph 
(a) in computing the taxpayer’s income for the preceding taxa- 
tion year from the business; and 


(d) there shall be included amounts received by the taxpayer in 
the year on account of debts in respect of the business that were 
established by the taxpayer to have become bad debts before the 
end of the: 1971 fiscal’ period of the business. 
Related Provisions: ITA 34 — Income from a professional business. 
Interpretation Bulletins: IT-242R: Retired partners; IT-278R2: Death of a partner 
or of a retired partner. See also list at end of ITAR 23. 
Forms: T2032: Statement of professional activities. 


(4) Application of para. (3)(a) — Paragraph (3)(a) does not ap- 
ply to allow a deduction in computing the income of a taxpayer 
from a business that is a profession 


(a) for the taxation year in which the et died; or 
(b) for any taxation year, if, : 


(i) in the case of a taxpayer who at no time in that year was 
resident in Canada, the taxpayer ceased to carry on the busi- 
ness, or 


(ii) in the case of any other taxpayer, the taxpayer ceased to 
be resident in Canada and ceased to carry on the business 


at any time in that year or the following year. 


Interpretation Bulletins: IT-242R: Retired partners; IT-278R2: Death of.a partner 
or of a retired partner. See also list at end of ITAR 23. 


(4.1) Certain persons deemed to be carrying on business 
by means of partnership — For the purposes of paragraph (a) 
of the definition “investment interest” in subsection (5), 


(a) where subsection 98(1) of the amended Act applies, the per- 
sons who are deemed not to have ceased to be members of a 
partnership because of that subsection shall be deemed to be car- 
rying on business in Canada by means of that partnership; and 


(b) a taxpayer who has a residual interest in a partnership 
(within the meaning assigned ‘by section 98.1 of the amended 
Act) shall be deemed to be carrying on business in Canada by 
means of that partnership. 


(5) Definitions — In this section, 


‘4nvestment interest” in a business at the end of a taxation year 
means 


(a) in the case of a taxpayer other than a corporation, the total of 
all amounts each of which is an amount in respect of a proprie- 
torship or partnership by means of which the taxpayer carried on 
that business in Canada in the year, equal to, 


(i) in respect of each such proprietorship, the amount, if any, 
by which 
(A) the total of such of the amounts that were included in 
computing the taxpayer’s income for that or a preceding 
taxation year as were receivable by the taxpayer at the 
end of the fiscal period of the proprietorship ending in the 
taxation year, 
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exceeds 


(B) the amount claimed under paragraph 20(1)(1) of the 
amended Act as a reserve for doubtful debts in computing 
the taxpayer’s income from the business for the fiscal pe- 
riod of the proprietorship ending in the year, and 


(ii) in respect of each such partnership, the adjusted cost base 
to the taxpayer of the taxpayer’s interest in the partnership 
immediately after the end of the fiscal period of the partner- 
ship ending in the year, 


(b) in the case of a taxpayer that is a corporation, ‘the lesser of 


(i) the amount thereof that would be determined under para- 
graph (a) in respect of the corporation if that paragraph ap- 
plied to a taxpayer that is a corporation, and 


(ii) that proportion of its 1971 receivables in respect of the 
business that 


(A) the amount, if any, by which 10 exceeds the number 
of its taxation years ending after 1971 and either before or 
coincidentally with the taxation year, 


is of 
(B) 10; 


Interpretation Bulletins: See list at end of ITAR 23. 


1971 receivables” in respect of a business of a taxpayer means the 
total of 


(a) all amounts that became receivable by the taxpayer in respect 
of property sold or services rendered in the course of the busi- 
ness (within the meaning given that expression in section 34 of 
the amended Act) in. taxation years ending before 1972 and that 
were not included in computing the taxpayer’s, income:for any 
such taxation year, other than debts that were established by the 
taxpayer to have become bad debts before the end of the 1971 
fiscal period of the business,, and 


(b) the total-of all amounts each of which is an amount, in re- 
spect of each partnership by means of which the taxpayer carried 
on that business before 1972, equal to'such portion of the total 
that would be determined under paragraph (a) in respect of the 
partnership, if the references in that paragraph to “the taxpayer” 
were read as references to “the partnership”, as is designated by 
the taxpayer in the taxpayer’s return of income under Part I of 
the amended Act for the year to be attributable to the taxpayer, 
except that where the total of the portions so designated by all 
members of the partnership is less than the total that would be so 
determined under paragraph (a) in respect of the partnership, the 
Minister may designate the portion of that total that is attributa- 
ble to the taxpayer, in which case the portion so designated by 
the Minister in respect of the taxpayer shall be, deemed to be the 
portion so designated by the taxpayer. 
Definitions [ITAR 23]: “1971 receivables” — ITAR 23(5); “adjusted cost base” — 
ITA 54, 248(1); “amended Act”—ITAR 8; “amount”, “business” —ITA 248(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “carried on that business in Can- 
ada” —ITA 253, ITAR 23(4.1); “corporation” —ITA> 248(1), Interpretation Act 
35(1); “fiscal period” —ITA 249.1; “investment interest? —ITAR 23(5); “Min- 
i ; ; “person”, “property” — ITA 248(1); “resident in Canada” — 
ITA 250; “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 
Interpretation Bulletins [ITAR 23]: IT-188R: Sale of. accounts. receivable; IT- 
189R: Corporations used by practising members of professions; IT-212R3: Income of 
deceased persons — rights or things. 


24. Definition of “valuation day” for capital gains and 
losses — In this Act, “valuation day” means 


(a) December 22, 1971, in relation to any property prescribed to 
be a publicly-traded share or security; and 


(b) December 31, 1971, in relation to any other property. 
Regulations: 4400 (prescribed property). 
Definitions [ITAR 24]: “prescribed”, “property”, “share” — ITA 248(1). 


25. [Not included in :‘R.S.C. 1985] 
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26. (1) Capital gains subject to tax — The provisions of subdi- 
vision c of Division B of Part I of the amended Act apply to dispo- 
sitions of property made after 1971 and to transactions or events 
occurring after 1971 because of which any disposition of property 
was made or deemed to have been made in accordance with the 
provisions of that subdivision. 


Interpretation Bulletins: IT-330R: Dispositions of capital property subject to war- 
ranty, covenant, etc. (archived). 


(1.1) Principal amount of certain obligations — For the pur- 
poses of subsection 39(3) and section 80 of the amended Act, the 
principal amount of any debt or other obligation of a taxpayer to 
pay an amount that was outstanding on January 1, 1972 (in this sub- 
section referred to as an “obligation’”) shall be deemed to be the 
lesser of 


(a) the principal amount, otherwise determined for the purposes 
of the amended Act, of the obligation, and 


(b) the fair market value, on valuation day, of the obligation, 


and in applying paragraph 39(3)(a) of the amended Act to an obli- 
gation, the reference in that paragraph to “the amount for which the 
obligation was issued” shall be read as a reference to “the lesser of 
the principal amount of the obligation and the amount for which the 
obligation was issued”. 


Related Provisions: ITAR 26(30) — Disposition by non-resident of taxable Cana- 
dian property. 


Interpretation Bulletins: IT-293R: Debtor’s gain on settlement of debt. 
(2) [Repealed under former Act] 


(3) Cost of acquisition of capital property owned on Dec. 
31, 1971 — For the purpose of computing the adjusted cost base to 
a taxpayer of any capital property (other than depreciable property 
or an interest in a partnership) that was owned by the taxpayer on 
December 31, 1971 and thereafter without interruption until such 
time as the taxpayer disposed of it, its cost to the taxpayer shall be 
deemed to be the amount that is neither the greatest nor the least of 
the following three amounts, namely: 


(a) its actual cost to the taxpayer or, if the property was an obli- 
gation, its amortized cost to the taxpayer on January 1, 1972, 


(b) its fair market value on valuation day, and 
(c) the amount, if any, by which the total of 


(i) the taxpayer’s proceeds of disposition of the property, de- 
termined without reference to subsection 13(21.1) of the 
amended Act, 


(ii) all amounts required by subsection 53(2) of the amended 
Act to be deducted in computing its adjusted cost base to the 
taxpayer immediately before the disposition, and 


(iii) all amounts described in clause (5)(c)(ii)(B) that are rele- 
vant in computing its adjusted cost base to the taxpayer im- 
mediately before the disposition, 


exceeds the total of 


(iv) all amounts required by subsection 53(1) of the amended 
Act (other than paragraphs 53(1)(f.1) to (f.2)) to be added in 
computing its adjusted cost base to the taxpayer immediately 
before the disposition, and 


(v) all amounts described in clause (5)(c)(i)(B) that are rele- 
vant in computing its adjusted cost base to the taxpayer im- 
mediately before the disposition, 


except that where two or more of the amounts determined under 
paragraphs (a) to (c) in respect of any property are the same 
amount, that amount shall be deemed to be its cost to the taxpayer. 


Related Provisions: ITAR 26(7) — Election for cost to be V-day value; ITAR 
26(29) — No tax-free zone following election to trigger capital gains exemption; ITAR 
26(30) — Disposition by non-resident of taxable Canadian property; ITAR 35(1) — 
No application to disposition by foreign affiliate for purposes of FAPI. 
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History: Subpara. 26(3)(c)(iv) amended by 1995, c. 21, subsec. 79(1), applicable to 
taxation years that end after February 21, 1994. Subpara. (iv) formerly read: 


(iv) all amounts required by subsection 53(1) of the amended Act (other than 

paragraphs 53(1)(f.1) and (f.2)) to be added in computing its adjusted cost base 

to the taxpayer immediately before the disposition, and 
Regulations: 4400, Sch. VII (V-day values for publicly-traded shares). 
Interpretation Bulletins: IT-65: Stock splits and consolidations; IT-78: Capital 
property owned on December 31, 1971 — identical properties (archived); IT-84: Capi- 
tal property owned on December 31, 1971 — median rule (tax-free zone) (archived); 
IT-93: Capital property. owned on December 31, 1971 — meaning of actual cost and 
amortized cost (archived); IT-107: Costs of disposition of capital property affected by 
the median rule (archived); IT-130: Capital property owned on December 31, 1971 — 
actual cost of property owned by a testamentary trust; IT-209R: Inter vivos gifts of 
capital property to individuals directly or through trusts; IT-268R4: Inter vivos transfer 
of farm property to child; IT-319: Cost of obligations owned on December 31, 1971 
(archived). 


Information Circulars: 72-25R4: Business equity valuations. 


Advance Tax Rulings: ATR-35: Partitioning of assets to get specific ownership — 
“butterfly”. 


Forms: T1105: Supplementary schedule for dispositions of capital property acquired 
before 1972. 


(4) Determination of cost where property not disposed 
of — For the purpose of computing the adjusted cost base to a tax- 
payer of any capital property (other than depreciable property,or an 
interest in a partnership) at any particular time before the taxpayer 
disposed of it, where the property was owned by the taxpayer on 
December 31, 1971 and thereafter without interruption until the par- 
ticular time, its cost to the taxpayer shall be deemed to be the 
amount that would be determined under subsection (3) to be its cost 
to the taxpayer if the taxpayer had disposed of it at the particular 
time and the taxpayer’s proceeds of disposition had been its fair 
market value at that time. 


Related Provisions: ITAR. 26(7) — Election for cost to be V-day value. 


Forms: T1105: Supplementary schedule for dispositions of capital property acquired 
before 1972. 


(5) Where property disposed of in transaction not at arm’s 
length — Where any capital property (other than depreciable pro- 
perty or an interest in a partnership) that was owned by a taxpayer 
(in this subsection referred to as the “original owner’) on June 18, 
1971 has, by one or more transactions or events between persons 
not dealing at arm’s length, become vested in another taxpayer (in 
this subsection referred to as the “subsequent owner’) and the origi- 
nal owner has not elected under subsection (7) in respect of the pro- 
perty, notwithstanding the provisions of the amended Act, for the 
purposes of computing, at any particular time after 1971,. the ad- 
justed cost base of the property to the subsequent owner, 


(a) the subsequent owner shall be deemed to. have owned. the 
property on June 18, 1971 and thereafter without interruption 
until the particular time; 


(b) for the purposes of this section, the actual cost of the pro- 
perty to the subsequent owner or, if the property was an obliga- 
tion, its amortized cost to him on January 1, 1972 shall be 
deemed to be the amount that was its actual cost or its amortized 
cost on January 1, 1972, as the case may be, to the original 
owner; and 


(c) where the property became vested in the subsequent owner 
after 1971, there shall be added to the cost to the»subsequent 
owner of the property (as determined under subsection (3)) the 
amount, if any, by which 


(i) the total of all amounts each of which is 


(A) a capital gain (other than any amount deemed by sub- 
section 40(3) of the amended Act to be a capital gain) 
from the disposition after 1971 of the property by a per- 
son who owned the property before it so became vested in 
the subsequent owner, 


(B) an amount required by subsection 53(1) of the 
amended Act to be added in computing the adjusted cost 
base of the property to a person (other than the subse- 
quent owner) described in clause (A), 
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(C) an amount determined under paragraph 88(1)(d) of 
the amended Act in computing the cost of the property to 
the subsequent owner or a person who owned the pro- 
perty before it became vested in the subsequent owner, or 


(D) an amount by which a gain otherwise determined of.a 
person; who. owned the property.,beforeit became so 
vested in the subsequent owner was, reduced because. of 
paragraph AON) or (c) of ihe amended Act, 


exceeds 
(i) the total of amounts each of which. is. , 


_ (A)-a capital loss or an'amount that would, but for para- 
graph 40(2)(e) and:subsectiom 85(4) of the amended: Act 
(as that‘Act read in its application'to property disposed of 
on or before April 26, 1995) and paragraphs 40(2)(e.1) 
and (e.2) and subsection 40(3.3):of the amended Act, be a 
capital loss from the disposition to.a corporation after 
1971 of the property by a person who owned the property 
before it became vested in the subsequent owner, or 


(B) an amount required by subsection 53(2) of the 
amended Act to be deducted in computing the adjusted 
cost base of the property to a person (other than the sub- 
sequent owner) described in clause (A), 


and. there shall be deducted. from the cost to the subsequent 
owner of the property the amount, if any, by which the total de- 
termined under subparagraph (ii) exceeds the total. determined 
under subparagraph (i). 
Related Provisions: ITAR 26(30)— Disposition by non-resident of taxable Cana- 
dian property. , 
History: Cl. 26(5)(c)(ii)(A) amended by 1998, c. 19, subsec. 249(1), applicable to dis- 
positions that occur after April 26, 1995. Cl. (A) formerly read: 


(A) a capital loss or an amount that would; but for paragraph 40(2)(e); (e.1) or 
(e.2) or subsection 85(4) of the,amended Act, be a capitalloss from the, disposi- 
tion to a corporation after 1971 of the property by a person who owned the pro- 
perty, before it so vested in the subsequent owner, or 


Cl. 26(5)(c)Gi)(A) amended by 1995, c. 21, subsec. 79(2), applicable to taxation years 
that end after February 21, 1994. Cl. (A) formerly read: 


(A)’a capital loss or an amount that would, but for paragraph 40(2)(e) or subsec- 
tion 85(4) of the amended Act, be-a capital loss from the disposition to a corpo- 
ration after 1971 of the property by a person who owned the property before it so 
became vested in the subsequent owner, or 


Interpretation Bulletins:,.IT-132R2: Capital. property owned. on December 31, 
1971 —non-arm’s length transactions (archived); IT-199: Identical properties: ac- 
quired in non-arm’s length transactions (archived); IT-209R: Inter vivos gifts of capital 
property to individuals directly or through trusts; IT-268R4: Inter vivos transfer of farm 
property to child; IT-370: Trusts — capital property owned on December 31,1971 
(archived); IT-432R2: Benefits conferred on shareholders; JT-488R2: Winding-up of 
90%-owned taxable Canadian corporations (archived). 

Advance Tax Rulings: ATR-35: Partitioning of assets to get specific ee hic — 
“butterfly”. 


(5.1) Idem — For the purposes of subsection (5), an amalgamation 
(within the meaning assigned by section 87 of the amended Act) of 
two or more Canadian corporations shall be deemed to be a transac- 
tion between persons not dealing at arm’s length. 


(5.2) Transfer of capital property to a corporation — For the 
purposes of subsection (5), where a taxpayer has disposed of capital 
property after May 6, 1974 to a corporation in respect of which an 
election under section 85 of the amended Act was made, the dispo- 
sition shall be deemed to be a transaction between persons not deal- 
ing at,arm’s length. 


(6) Reacquired property — Where a taxpayer has, at any time 
after June 18, 1971 and before 1972, disposed of any property 
owned by the taxpayer on that day and has, within 30 days after that 
time, reacquired the same property or acquired a substantially iden- 
tical.property, for the purposes. of this. section, 


(a) the taxpayer shall be.deemed to have owned the property so 
reacquired or the substantially identical property so acquired, as 
the case may be, on June 18, 1971 and thereafter without inter- 
ruption until the time when the taxpayer so reacquired « or ac 
quired: it, as the case may be; 


ITAR 
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(b) where the property was property so reacquired, its actual cost 

_ or its amortized cost on January 1, 1972, as the case may be, to 
the taxpayer shall be determined as if the taxpayer had not so 
disposed of and so reacquired it; and 


(c) where the property was substantially identical propestlt SO ac- 
quired, its actual cost or its amortized cost on January 1, 1972, 
as the case may. be, to the taxpayer shall be deemed to be the 
amount that was the actual cost or the amortized cost on January 
1, 1972, as the case may be, to the taxpayer of the property so 
disposed of by the taxpayer. 


(7) Election re cost — Where, but for this subsection, the cost to 
an individual of any property actually owned by the individual on 
December 31,1971 would be determined under subsection (3) or 
(4) otherwise than because of subsection (5) and the individual has 
so elected, in prescribed manner! and not later than the day on or 
before which the individual is required by Part I of the amended Act 
to file a return of income for the first taxation year in which the 
individual disposes of all or any part of the property, other than 


(a) personal-use property of the individual )that was not listed 
personal property or real property, 


(b) listed personal property, if the individual’s gain or loss, as 
the case may be; from the disposition thereof was, because: of 
subsection 46(1) or (2) of the amended Act, nil, 


(c) the individual’s principal residence, if the individual’s gain 
from the disposition thereof was, because of paragraph 40(2)(b) 
of the amended Act, nil, 


(d) personal-use property of the individual that was real property 
(other than the individual’s principal residence); if the indivi- 
dual’s gain from the disposition thereof was, because of subsec- 
tion 46(1) or (2) of the amended Act, nil, or 


(€) any other property, the proceeds of disposition of which are 
equal to.its fair market value on valuation day, 


the cost to the individual of each capital property (other than depre- 
ciable property, an interest in a partnership or any property de- 
scribed in any of paragraphs (a) to (e) that was disposed of by the 
individual before that taxation.year) actually owned, by the indivi- 
dual on December 31, 1971 shall be deemed to be its fair market 
value on valuation day. 


Selected Cases [subsec. 26(7)]: R. v. Adelman, [1998] 1 C.T.C. 133 (FCA) 
(Requirement to elect is mandatory, not directory). 


Regulations: 4700 (prescribed. manner). 


Interpretation Bulletins: IT-139R: Capital property owned on December. 31, 
1971 — fair market value (archived). 

Forms: T1105: Supplementary schedule for dispositions of capital property acquired 
before 1972; T2076: Valuation Day value election for capital properties owned on'De- 
cember 31, 1971. 


(8) Identical properties — For the purposes of computing, at any 
particular time after 1971, the adjusted cost base to a taxpayer of 
any capital property (other than depreciable property or an interest 
in a partnership) that was owned by the taxpayer on December 31, 
1971 and thereafter without interruption until the particular time, if 
the property was one of a group of identical properties owned by 
the taxpayer on December 31, 1971, 


(a) section 47 of the amended Act does not apply; 
(b) where the property was an obligation, 


(i) for the purpose of paragraph (3)(a), its amortized cost to 
the taxpayer on January 1, 1972 shall be deemed to be that 
proportion of the total of the amortized costs to the taxpayer 
on January 1, 1972-of all obligations of that group that the 
principal amount of the obligation is of the total of the princi- 
pal amounts of all obligations of that:group, and 


(ii) for the purpose of paragraph (3)(b), its fair market value 
on valuation day shall be deemed to be that proportion of the 
fair market value on that day of all obligations of that group 
that the principal amount of the obligation ‘is of the total of 
the principal amounts of all obligations of that: group; 
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(c) where the property was not an obligation, 


(i) for the purpose of paragraph (3)(a), its actual cost to the 
taxpayer shall be deemed to be the quotient obtained when 
the total of the actual costs to the taxpayer of all properties of 
that group is divided by the number of properties of that 
group, and 


(ii) for the purpose of paragraph (3)(b), its fair market value 
on valuation day shall be deemed to be the quotient obtained 
when the fair market value on that day of all properties of 
that group is divided by the number of properties of that 
group; 
(d) for the purpose of distinguishing any such property from an 
otherwise identical property acquired and disposed of by the tax- 
payer before 1972, properties acquired by the taxpayer at any 
time shall be deemed to have been disposed of by the taxpayer 
before properties acquired by the taxpayer after that time; and 


(e) for the purposes of distinguishing any such property from an 

otherwise identical property acquired by the taxpayer after 1971, 

properties owned by the taxpayer on December 31, 1971 shall 

be deemed to have been disposed of by the taxpayer before 

properties acquired by the taxpayer at a later time. 
Interpretation Bulletins: [T-78: Capital property owned on December 31, 1971 — 
identical properties (archived); IT-115R2: Fractional interest in shares; IT-199: Identi- 
cal properties acquired in non-arm’s length transactions (archived); IT-387R2: Mean- 
ing of “identical properties”. 


(8.1) Idem — For the purposes of subsection (8), any property of a 
life insurance corporation that would, but for this subsection, be 
identical to any other property of the corporation shall be deemed 
not to be identical to that other property unless both properties are 


(a) included in the same, segregated fund of the corporation; 


(b) non-segregated property used in the year in, or held in the 
course of, carrying on a life insurance business in Canada; or 


(c) non-segregated property used in the year in, or held in the 
course of, carrying on an insurance business in Canada, other 
than a life insurance business. 


Interpretation Bulletins: IT-387R2: Meaning of “identical properties”. 


(8.2) idem — For the purposes of subsection (8), any bond, deben- 
ture, bill, note or other similar obligation issued by a debtor is iden- 
tical to any other such obligation issued by that debtor if both are 
identical in respect of all rights (in equity or otherwise, either im- 
mediately or in the future and either absolutely or contingently) at- 
taching thereto, except as regards the principal amount thereof. 


Interpretation Bulletins: IT-387R2: Meaning of “identical properties”. 


(8.3) Idem — Where a corporation resident in Canada has, after 
1971, received a stock dividend in respect of a share owned on June 
18, 1971 and December 31, 1971 by it or by a corporation with 
which it did not deal at arm’s length of the capital stock of a foreign 
affiliate of that corporation and the share or shares received as the 
stock dividend are identical to the share in respect of which the 
stock dividend was received, the share or shares received as the 
stock dividend may, at the option of the corporation, be deemed for 
the purposes of subsection (5) to be capital property owned by it on 
June 18, 1971 and for the purposes of this subsection, paragraph 
(3)(c) and subsection (8) to be capital property owned by it on June 
18, 1971 and December 31, 1971 and not to be property acquired by 
the corporation after 1971 for the purposes of paragraph (8)(e). 


(8.4) Idem — Where a corporation resident in Canada has, after 
1971, received a stock dividend in respect of a share acquired by it 
after June 18, 1971 from a person with whom it was dealing at 
arm’s length and owned by it on December 31, 1971 of the capital 
stock of a foreign affiliate of that corporation and the share or 
shares received as the stock dividend are identical to the share in 
respect of which the stock dividend was received, the share or 
shares received as the stock dividend may, at the option of the cor- 
poration, be deemed for the purposes of this subsection, paragraph 
(3)(c) and subsection (8) to be capital property owned by it on De- 
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cember 31, 1971 and not to be property acquired by the corporation 
after 1971 for the purposes of paragraph (8)(e). 


(8.5) Amalgamation — For the purposes of subsections (8.3) and 
(8.4), where there has been an amalgamation (within the meaning of 
section 87 of the amended Act), the new corporation shall be 
deemed to be the same corporation as, and a continuation of, each 
predecessor corporation. 


(9) Cost of interest in partnership — For the purpose of com- 
puting, at any particular time after 1971, the adjusted cost base to a 


| taxpayer of an interest in a partnership of which he was a member 


on December 31, 1971 and thereafter without interruption until the 
particular time, the cost to the taxpayer of the interest shall be 
deemed to be the amount that is neither the greatest nor the least of 
the following three amounts, namely: 


(a) its actual cost to the taxpayer as of the particular time, 


(b) the amount determined under subsection (9.1) in respect of 
the interest as of the particular time, and 


(c) the amount, if any, by which the total of the fair market value 
of the interest at the particular time and all amounts required by 
subsection 53(2) of the amended Act to be deducted in comput- 
ing its adjusted cost base to the taxpayer immediately before the 
particular time exceeds the total of all amounts required by sub- 
section 53(1) of the amended Act to be added in computing its 
adjusted cost base to the taxpayer immediately before the partic- 
ular time, 


except that where two or more of the amounts determined under 
paragraphs (a) to (c) in respect of the interest are the same amount, 
that amount shall be deemed to be its cost to the taxpayer. 


Forms: ; T2065: Determination of adjusted cost base of a partnership interest. 


(9.1) Determination of amount for purposes of subsec. 
(9) — For the purposes of subsection (9), the amount determined 
under this subsection in respect of a taxpayer’s interest in a partner- 
ship as of a particular time is the amount, if any, by which the total 
of 


(a) the taxpayer’s share, determined at the beginning of the first 
fiscal period of the partnership ending after 1971, of the tax eq- 
uity of the partnership at the particular time, 


(b) such part of any contribution of capital made by the taxpayer 
to the partnership (otherwise than by way of loan) before 1972 
and after the beginning of the partnership’s first fiscal period 
ending after 1971, as cannot reasonably be regarded as a gift 
made to, or for the benefit of, any other member of the partner- 
ship who was related to the taxpayer, and 


(c) the amount of any consideration that became payable by the 
taxpayer after 1971 to any other person to acquire, after 1971, 
any right in respect of the partnership, the sole purpose of the 
acquisition of which was to increase the taxpayer’s interest in 
the partnership, 


exceeds the total of 


(d) all amounts received by the taxpayer before 1972 and after 
the beginning of the partnership’s first fiscal period ending after 
1971-as, on account of, in lieu of payment of or in satisfaction . 
of, a distribution of the taxpayer’s share of the partnership prof- 
its or partnership capital, and 


(e) all amounts each of which is an amount in respect of the 
disposition by the taxpayer after 1971 and before the particular 
time of a part of the taxpayer’s interest in the partnership, equal 
to such portion of the adjusted cost base to the taxpayer of the 
interest immediately before the disposition as may reasonably be 
regarded as attributable to the part so disposed of. 


(9.2) Where interest acquired before 1972 and after 
beginning of 1st fiscal period ending after 1971 — Where a 
taxpayer has, before 1972 and after the beginning of the first fiscal 
period of a partnership ending after 1971, acquired an interest in the 
partnership from another person, subsection (9.1) applies as if, for 
the purposes of paragraphs (a), (b) and (d) thereof, the taxpayer had 
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had in respect of the interest, throughout the period beginning at the 
beginning of that fiscal period and ending at the time the taxpayer 
acquired the interest, the same position in relation to the partnership 
as the taxpayer would have had in relation thereto if, throughout 
that period, the taxpayer had been the owner of the interest. 


(9.3) Amounts deemed to be required to be deducted in 
respect of interest in partnership — For the purpose of com- 
puting, at any particular time after 1971, the adjusted cost base to a 
taxpayer of an interest in a partnership of which the taxpayer was a 
member on December 31, 1971 and thereafter without interruption 
until the particular time, the lesser of 


(a) the amount, if any, by which 


(1) the totak of all amounts in respect of the interest deter- 
mined under paragraph (9.1)(d) 


exceeds 
(ii) the total of 


(A) the taxpayer’s share, determined at the beginning of 
the first fiscal period of the partnership ending after 1971, 
of the tax equity of the partnership at the particular time, 
and 


(B) the amount in respect of the interest determined under 
paragraph (9.1)(b), and 


(b) the amount, if any, by which 
(i) the total of all amounts in respect of the interest deter- 
mined as of the particular time under paragraphs (14)(e) to 
(g) 

exceeds 


(ii) the total of all amounts in respect of the interest deter- 
mined as of the particular time under paragraphs (14)(a) to 
(d), 
shall be deemed to be required by subsection 53(2) of the amended 
Act to be deducted. 


(9.4) Application of section 53 of amended Act in respect 
of interest in partnership — For the purpose of computing, at 
any particular time after 1971, the adjusted cost base to a taxpayer 
of an interest in a partnership of which the taxpayer. was a member 
on December 31, 1971 and thereafter without interruption until the 
particular time, 


(a) the reference in clause 53(1)(e)()(B) of the amended Act to 
“relating to” shall be read as a reference to “relating to section 
14 or to”; and 


(b) clause 53(2)(c)(G)(B) of the amended Act shall be. read as 
follows: 
“(B) . paragraphs. 12(1)(0).. and (z.5),...18(1)(m). and 
20(1)(v.1), section 31, subsection 40(2), section 55 and 
subsections 69(6) and (7) of this Act, paragraphs 20(1)(gg) 
and 81(1)(r) and (s) of the Income Tax Act, chapter 148 of 
the Revised Statutes of Canada, 1952, and the provisions of 
the Income Tax Application Rules relating to section 14, 
and”’ 
History: Para. 26(9.4)(b) amended by 1997, c. 25, s. 72, applicable for the purpose of 
computing the adjusted cost base of property after 1996. Para. (b) formerly read: 
(b) clause 53(2)(c)(i)(B) of the amended Act shall be read as follows: 
“(B) paragraphs 12(1)(o), 18(1)(m) and 20(1)(v.1), section 31, subsection 
40(2), section 55 and subsections 69(6) and (7) of this Act, paragraphs 
20(1)(gg) and 81(1)(r). and (s) of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, and the provisions of the Income Tax Ap- 
plication Rules relating to section 14, and” 


(10) Where paragraph 128.1(1)(b) applies — Where subsec- 
tion 48(3) of the amended Act, as it read in its application. before 
1993, or paragraph 128.1(1)(b) of the amended Act applies for the 
purpose of determining the cost to a taxpayer of any property, this 
section does not apply for that purpose. 

History: ITAR 26(10) amended by 1994, c. 21, s. 118, applicable after 1992 except 
that, where a corporation elects in accordance with para. 111(4)(a) of 1994, c. 21 (see 
subsec. 250(5.1)), the amended subsec. ‘applies to the corporation from the time the 
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corporation was first granted articles of continuation (or similar constitutional docu- 
ments) in any jurisdiction. That subsec. formerly read: 


(10) Where subsec. 48(3) applies — Where subsection 48(3) of the amended 
Act applies for the purpose of determining the cost to a taxpayer of any property, 
this section does not apply for that purpose. 


(11) Fair market value of publicly-traded securities — For 
the purposes of this section, the fair market value on valuation day 
of any property prescribed to be a publicly-traded share or security 
shall be deemed to be the greater of the amount, if any, prescribed 
in respect of that property and the fair market value of that property, 
otherwise determined, on valuation day. 


Regulations: 4400 (prescribed property); Sch. VII (list of fair market values of pub- 
licly-traded securities). 


Interpretation Bulletins: IT-84: Capital property owned on December 31, 1971 — 
Median rule (Tax-free zone). (archived). 
Information Circulars: 72-25R4: Business equity valuations. 


(11.1) Fair market value of share of foreign affiliate — For 
the purposes of computing the fair market value 


(a) on December 31, 1971, or 
(b) at any subsequent time for the purposes of subsection (4), 


of any shares owned by a taxpayer resident in Canada of the capital 
stock of:a foreign affiliate of the taxpayer, the fair market value at 
that time of any asset owned by the foreign affiliate at that time 


(c) that was subsequently acquired by the taxpayer from the for- 
eign affiliate 


(i) as a dividend payable in kind, 
(11) as a benefit the amount of which was deemed by para- 


graph 80.1(4)(b) of the amended Act to have been received 
by the taxpayer as a dividend from the foreign affiliate, or 


(ii1) as consideration for the settlement or extinguishment of 
an obligation described in subsection 80,1(5) of the amended 
Act, and 


(d) in respect of which subsection 80.1(4) or (5), as the case may 
be, of the amended Act applies because of an election described 
in that subsection made by the taxpayer, 


shall be deemed to be the principal amount of that asset. 


(11.2) Idem — For the purposes of computing the fair market value 
on December 31, 1971 of any shares owned by a taxpayer resident 
in‘Canada of the capital stock of a foreign affiliate of the taxpayer, 
the fair market value on that day of any asset owned by the foreign 
affiliate on that day 


(a) that was subsequently acquired by the taxpayer from the for- 
eign affiliate as described in paragraph 80.1(6)(a) or (b) of the 
amended Act, and 


(b). in respect of which subsection 80.1(1) of the amended Act 
applies because of an election described in subsection 80.1(6) of 
that Act made by the taxpayer, 


shall be deemed to be the principal. amount of that asset. 
(12) Definitions — In this section, 


“amortized cost” to a taxpayer of any obligation on January 1, 
1972 means 


(a) the principal amount of the obligation, if its actual cost to the 
taxpayer was less than 100% but not less than 95%. of that prin- 
cipal amount and the obligation was issued before November 8, 
1969, 


(b) the actual ‘cost to the taxpayer of the obligation, if the actual 
cost to the taxpayer thereof was less. than 105% but.not less than 
100%. of the principal amount thereof, and 


(c) in any other case, the actual cost to the taxpayer of the obli- 
gation, plus that proportion of the discount or minus that propor- 
tion of the premium, as the case may be, in respect thereof that 


(i) the number of full months in the period commencing with 
the day the taxpayer last acquired the obligation and ending 
with valuation day, 
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is of 


(ii) the number of full months in the period commencing with 
the day the taxpayer last acquired the obligation and ending 
with the date of its maturity; 


Interpretation Bulletins: IT-319: Cost of obligations owned on December 31, 1971 
(archived). 


“capital property” of a taxpayer means any depreciable property 
of the taxpayer, and any property (other than depreciable property) 
any gain or loss from the disposition of which would, if the pro- 
perty were disposed of after 1971, be a capital gain or a capital loss, 
as the case may be, of the taxpayer; 


“discount” in respect of any obligation owned by a taxpayer means 
the amount, if any, by which the principal amount thereof exceeds 
its actual cost to the taxpayer determined without reference to sub- 
section (3); 


“eligible capital property” of a taxpayer means any property, '/2 of 
any amount payable to the taxpayer as consideration for the disposi- 
tion of which would, if the property were disposed of after 1971, be 
an eligible capital amount in respect of a business within the mean- 
ing assigned by subsection 14(1) of the amended Act; 


“obligation” means a bond, debenture, bill, note, mortgage, hy- 
pothecary claim or agreement of sale; 


History: The definition “obligation” in subsec. 26(12) amended by 2001, c. 17; sub- 
sec. 232(1), in force June 14, 2001. It formerly read: 


“obligation” means a bond, debenture, bill, note, mortgage or agreement of sale; 


“premium” in respect of any obligation owned by a taxpayer 
means the amount, if any, by which its actual cost to the taxpayer 
determined without reference to subsection (3) exceeds the princi- 
pal amount thereof; 


“tax equity” of a partnership at any particular time means the 
amount, if any, by which the total of amounts each of which is 


(a) the amount of any money of the partnership on hand at the 
beginning of its first fiscal period ending after 1971, 


(b) the cost amount to the partnership, at the beginning of that 
fiscal period, of any partnership property other than capital pro- 
perty or eligible capital property, 

(c) an amount in respect of any property (other than depreciable 
property) that was, at the beginning of that fiscal period, capital 
property of the partnership, equal to, 


(i) where the property was disposed of before 1972, the pro- 
ceeds of disposition thereof, 


(ii) where the property was disposed of after 1971 and before 
the particular time, the amount determined under this section 
to be its cost to the partnership for the purposes of computing 
its adjusted cost base to the partnership immediately before it 
was disposed of, and 


(iii) in any other case, the amount determined under this sec- 
tion to be its cost to the partnership for the purposes of com- 
puting its adjusted cost base to the pares immediately 
before the particular time, 


(d) an amount in respect of any prescribed class of depreciable 
property of the partnership, equal to the amount, if any, by 
which the total of the undepreciated capital cost to the partner- 
ship of property of that class as of January 1, 1972 exceeds the 
capital cost to the partnership of property of that class acquired 
by it after the beginning of that fiscal period and before 1972, 


(e) an amount in respect of any other depreciable property of the 
partnership at the beginning of that fiscal period, equal to the 
amount by which 


(i) the actual cost of the property to the partnership, or the 
amount at which the partnership was deemed to have ac- 
quired the property under subsection 20(6) of the Act as it 
read in its application to the 1971 taxation year, as the case 
may be, 
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exceeds 


(ii) the total of all amounts in respect of the cost of the pro- 
perty that were allowed under paragraph 11(1)(a) of the Act 
as it read in computing the income from the partnership of 
the members thereof for taxation years ending before 1972, 


(f) an amount in respect of any property that was, at the begin- 
ning of that fiscal period, partnership property that was deprecia- 
ble property, equal to 
(i) where the property was disposed of before 1972, the pro- 
ceeds of disposition thereof minus the amount, if any, by 
which the lesser of 


(A) the proceeds of disposition thereof, and 
(B) the capital cost of the property, 
exceeds 


(C) in respect of depreciable property of a prescribed 
class, the undepreciated capital cost of all of the property 
of that class at the time of the disposition, or 


(D) in respect of any other depreciable property, the 
amount that would be determined under paragraph (e) if 
the words “at the beginning of that fiscal period” were 
read as “at the time of the disposition’, 


(ii) where the property was disposed of after 1971 and before 
the particular time, the amount, if any, by which the lesser of 


(A) the proceeds of disposition thereof, and 
(B) the fair market value of the property on valuation day, 


exceeds the capital cost to the partnership of the property, 
and 


(iii) in any other case, the amount, if any, by which 
(A) the lesser of the fair market value of the property on 
valuation day and its fair market value at the particular 
time 

exceeds 
(B) the capital cost to the partnership of the property, or 


(g) an amount in respect of any business carried on by the part- 
nership in its 1971 fiscal period and thereafter without interrup- 
tion until the particular time, equal to the amount, if any, by 
which 


(i) 2 times the eligible capital amounts (within the meaning 
assigned by section 14 of the amended Act) in respect of the 
business (computed without reference to section 21 of this 
Act) that would have become payable to the partnership 


would exceed 


(ii) the amount that would be deemed by subsection 21(1) to 
be the amount that had become payable to the partnership 


if the partnership had disposed of the business at the particular 
time for an amount equal to its fair market value at that time, 


exceeds the. total of all amounts each of which is the amount of any 
debt owing by the partnership, or any other obligation. of the part- 
nership to pay an amount, that was outstanding at the beginning of 
the partnership’s first fiscal period ending after 1971, minus such 
part, if any, thereof as would, if the amount had been paid by the’ 
partnership in that fiscal period, have been deductible in computing 
its income for that fiscal period. 


(13) Meaning of “actual cost” — For the purposes of this sec- 
tion, the “actual cost” to a person of any property means, except as 
expressly otherwise provided in this section, the amount, if any, by 
which 
(a) its cost to the person computed without regard to the provi- 
sions of this section 
exceeds 
(b) such part of that cost as was deductible in computing the 
person’s income for any taxation year ending before 1972. 


Interpretation Bulletins: IT-93; Capital property owned on December 31, 1971 — 
meaning of actual cost and amortized cost (archived). 
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(14) Idem — For the purposes of this section, the ‘actual cost” to a 
taxpayer, as of any particular time after 1971, of an interest in'a 
partnership of which the taxpayer was a member on. December 31, 
1971 and thereafter, without interruption until the particular time 
means the amount, if any, by which the total of 


(a) the cost to the taxpayer of the interest, computed as of the 
particular time without regard to the provisions of this section, 


(b) the total of all amounts each of which is an amount in respect 
of:a fiscal period of the partnership that ended before 1972, 
equal to the total of 


(i) the amount that the taxpayer’s income from the partner- 
ship for the taxation year of the taxpayer in which the period 
ended would have been, if the former Act had been read 
without reference to subsection 83(5) of that Act, and 


(ii) the taxpayer’s share, determined at the end of the period, 
of all profits made from dispositions in the period of capital 
assets that were partnership property of the partnership, to 
the extent that those profits were not included in computing 
the income or loss, as the case may be, from the partnership, 
of any member thereof, 


(c) where the taxpayer had, before 1972, made a contribution of 
capital to the partnership otherwise than by way of loan, such 
part of the contribution as cannot reasonably be regarded as a 
gift made to, or for the benefit of, any other member of the part- 
nership who was related to the taxpayer, and 


(d) where, by means of the partnership, the taxpayer carried on 
before 1972 a business that was a profession, the amount that the 
taxpayer’s 1971 receivables (within the meaning assigned by 
subsection 23(5)) in respect of the business would have been if, 
before 1972, the taxpayer had carried on no businesses except 
by means of the partnership, 


exceeds the total of 


(e) all amounts each of which is an amount in respect of the 
disposition by the taxpayer before the particular time of a part of 
the taxpayer’s interest in the partnership, equal to such portion 
of, 


(i) where the disposition was made before 1972, the actual 
cost to the taxpayer of the interest, and 


(ii) in any other case, the adjusted cost base to the taxpayer 
of the interest immediately before the disposition, 


as can reasonably be regarded as attributable to the part so dis- 
posed of, 


(f) all amounts each of which is an amount in respect of a fiscal 
period of the partnership that ended before 1972, equal to the 
total of 


(i) the amount that would have been the taxpayer’s loss from 
the partnership for the taxation year of the taxpayer in which 
the period ended if the former Act had been read without ref- 
erence to subsection 83(5) of that Act, 


(ii) the taxpayers’ share, determined at the end of the period, 
of all losses sustained from dispositions in the period of capi- 
tal assets that were partnership property of the partnership, to 
the extent that those losses were not included in computing 
the loss or income, as the case may be, from the partnership, 
of any member thereof, and 


(iii) the taxpayer’s share, determined at the end of the period, 
of such of the drilling and exploration expenses, including all 
general geological and geophysical expenses incurred by the 
partnership while the taxpayer was a member thereof, on or 
in respect of exploring or drilling for petroleum or natural 
gas in Canada as’ were incurred in the period and after 1948, 
to the extent that those expenses were not deducted in com- 
puting the taxpayer’s income from the partnership for the 
taxpayer’s 1971 or any preceding taxation year, and 


(g) all amounts received by the taxpayer before 1972 as, on ac- 
count of, in lieu of payment of or in satisfaction of, a distribution 


ITAR 
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of the taxpayer’s share of the partnership profits or partnership 
capital. 


(15) Idem — For the purposes of this section and subsection 
88(2.1) of the amended Act, the “actual cost” to a taxpayer, as of 
any particular time after 1971, of any shares (in this subsection re- 
ferred to as “new shares”’) of any class of the capital stock of a new 
corporation formed as a result of an amalgamation of two or more 
corporations (within the meaning of section 85I of the former Act 
as it read in its application to the 1971 taxation year) that were 


(a) owned by the taxpayer on December 31, 1971, and thereafter 
without interruption until the particular time, and 


(b) acquired by the taxpayer by the conversion, because of the 
amalgamation, of shares of the capital stock of a predecessor 
corporation into shares of the seta stock of the new 
corporation, 


means that proportion of the actual cost to the taxpayer of any 
shares owned by the taxpayer that were so converted because of the 
amalgamation. that the fair market value, immediately. after the 
amalgamation, of the new shares of that class so acquired by. the 
taxpayer is of the fair market value, immediately after the amalga- 
mation, of all of the shares of the capital stock of the new corpora- 
tion so acquired by the taxpayer. 


(16) Idem — For the purposes of this section, the “actual cost’ to 
an individual, as of any particular time after 1971, of any share of 
the capital stock of a corporation that was 


(a) owned by the individual on December 31, 1971 and thereaf- 
ter without interruption until the particular time, and 


(b) acquired by the individual in a taxation year before 1972 
under an agreement referred to in subsection 85A(1) of the for- 
mer Act as it read in its application to that taxation year, 


means an amount equal to the greater of 


(c) the actual cost to the individual of the share computed with- 
out regard to this subsection, and 


(d) the fair market value of the share at the time the individual 
so acquired it. 


(17) Idem — For the purposes of this. section and subsection 
88(2.1) of the amended Act, the “actual cost” to a taxpayer, as of 
any particular time after 1971, of any capital property received by 
the taxpayer before 1972 and owned by the taxpayer thereafter 
without interruption until the particular time means, 


(a) where the property was so received as, on account of, in lieu 
of payment of or in satisfaction of, a dividend payable in kind 
(other than a stock dividend) in respect of a share owned by the 
taxpayer of the capital stock ofa corporation, the fair market 
value of that property at the time the property was so received; 


(b) where the property so received was a share of the capital 
stock of a corporation received by the taxpayer as a stock divi- 
dend, the amount that, because of the receipt of the share, was 
deemed by subsection 81(3) of the former Act to have been re- 
ceived by the taxpayer as a dividend; and 


(c) where. the property was so received from a pension fund or 
plan, an employees. profit sharing, plan, a retirement. savings 
plan, a deferred profit sharing plan or a supplementary unem- 
ployment benefit plan, the fair market value of that property at 
the time the property was so received. 


(17.1) Application — Where a taxpayer is deemed to have ac- 
quired a property because of subsection 138(11.3) of the amended 
Act, this section does not apply in respect of any, subsequent dispo- 
sition or deemed disposition of the property. 

Interpretation Bulletins: IT-88R2: Stock dividends. 


(18) Transfer of farm land by a farmer to [the farmer’s] 
child at death — Where 
(a) a taxpayer owned, on December 31, 1971 and thereafter 
without interruption until the taxpayer’s death, any land referred 
to in subsection 70(9) of the amended Act, 
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(b) the land has, on or after the death of the taxpayer and as a 
consequence thereof, been transferred or distributed to a child of 
the taxpayer who was resident in Canada immediately before the 
death of the taxpayer, and 


(c) it can be shown, within the period ending 36 months after the 
death of the taxpayer or, where written application therefor has 
been made to the Minister by the legal representative of the tax- 
payer within that period, within such longer period as the Min- 
ister considers reasonable in the circumstances, that the land has 
become vested indefeasibly in the child, 


the following rules apply: 


(d) paragraph 70(9)(b) of the amended Act does not apply for 
the purpose of determining the cost to the child of the land or 
part thereof, as the case may be, and 


(e) subsection (5) applies in respect of the transfer or distribution 
of the land to the child as if the references in that subsection to 
“June 18, 1971” were references to “December 31, 1971”. 


Related Provisions: ITAR 26(20) — Extended meaning of “child”. 


Interpretation Bulletins: IT-349R3: Intergenerational transfers of farm property on 
death; IT-449R: Meaning of “vested indefeasibly” (archived). 


(19) Inter vivos transfer of farm land by a farmer to 
child — Where a taxpayer owned, on December 31, 1971, and 
thereafter without interruption until a transfer thereof by the tax- 
payer to the taxpayer’s child, in circumstances to which subsection 
73(3) of the amended Act applies, land referred to in that 
subsection, 


(a) paragraph 73(3)(d) of the amended Act does not apply for 
the purpose of determining the cost to the child of the land; and 


(b) subsection (5) shall apply in respect of the transfer of the 
land to the child as if the references in that subsection to “June 
18, 1971” were references to “December 31, 1971”. 


Related Provisions: ITAR 26(20) — Extended meaning of “child”. 
Interpretation Bulletins: IT-268R4: Inter vivos transfer of farm property to child. 


(20) Extended meaning of “child” — For the purposes of sub- 
sections (18) and (19), “child” of a taxpayer includes 


(a) a child of the taxpayer’s child; 
(b) a child of the taxpayer’s child’s child; and 


(c) a person who, at any time before attaining the age of 21 
years, was wholly dependent on the taxpayer for support and of 
whom the taxpayer had, at that time, in law or in fact, the cus- 
tody and control. 


Related Provisions: ITA 70(10) — Extended meaning of “child”. 


(21) Shares received on amalgamation — Where, after May 
6, 1974, there has been an amalgamation (within the meaning as- 
signed by section 87 of the amended Act) of two or more corpora- 
tions (each of which is in this subsection referred to as a “predeces- 
sor corporation”) to form one corporate entity (in this subsection 
referred to as the “new corporation”), and 


(a) any shareholder (except any predecessor corporation) owned 
shares of the capital stock of a predecessor corporation on De- 
cember 31, 1971 and thereafter without interruption until imme- 
diately before the amalgamation, 


(b) any shares referred to in paragraph (a) were shares of one 
class of the capital stock of a predecessor corporation (in this 
subsection referred to as the “old shares’), 


(c) no consideration was received by the shareholder for the dis- 
position of the old shares on the amalgamation other than shares 
of one class of the capital stock of the new corporation (in this 
subsection referred to as the “new shares’), and 


(c.1) the cost of the new shares received by the shareholder be- 
cause of the amalgamation was determined otherwise than be- 
cause of paragraph 87(4)(e) of the amended Act, 


notwithstanding any other provision of this Act or of the amended 
Act, for the purposes of subsection 88(2:1) of the amended Act and 
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of determining the cost to the taxpayer and the adjusted cost base to 
the taxpayer of the new shares, 


(d) the property that was the old shares shall be deemed not to 
have been disposed of by the shareholder because of the amalga- 
mation but to have been altered, in form only, because of the 
amalgamation and to have continued in existence in the form of 
the new shares, and 


(e) the property that is the new shares shall be deemed not to 
have been acquired by the shareholder because of the amalga- 
mation but to have been in existence prior thereto in the form of 
the old shares that were altered, in form only, because of the 
amalgamation. 


Related Provisions: ITAR 26(30) — Disposition by non-resident of taxable Cana- 
dian property. 


(22) Options received on amalgamations — Where, after 
May 6, 1974, there has been an amalgamation (within the meaning 
assigned by section 87 of the amended Act) of two or more corpora- 
tions (each of which is in this subsection referred to as a “predeces- 
sor corporation”) to form one corporate entity (in this subsection 
referred to as the “new corporation”) and a taxpayer has acquired an 
option to acquire capital property that was shares of the capital 
stock of the new corporation (in this subsection referred to as the 
“new option”) as sole consideration for the disposition on the amal- 
gamation of an option to acquire shares of the capital stock of a 
predecessor corporation (in this subsection referred to as the “old 
option”) owned by the taxpayer on December 31, 1971 and thereaf- 
ter without interruption until immediately before the amalgamation, 
notwithstanding any other provision of this Act or of the amended 
Act, for the purposes of subsection 88(2.1) of the amended Act and 
of determining the cost to the taxpayer and the adjusted cost base to 
the taxpayer of the new option, 


(a) the property that was the old option shall be deemed not to 
have been disposed of by the taxpayer because of the amalgama- 
tion but to have been altered, in form only, because of the amal- 
gamation and to have continued in existence in the form of the 
new option; and 


(b) the property that is the new option shall be deemed not to 
have been acquired by the taxpayer because of the amalgama- 
tion but to have been in existence prior thereto in the form of the 
old option that was altered, in form only, because of the 
amalgamation. 


(23) Obligations received on amalgamations — Where, after 
May 6, 1974, there has been an amalgamation (within the meaning 
assigned. by section 87 of the amended Act) of two or more corpora- 
tions (each of which is in this subsection referred to as a “predeces- 
sor corporation”) to form one corporate entity (in this subsection 
referred to as the “new corporation’) and a taxpayer has acquired a 
capital property that was a bond, debenture, note, mortgage, hy- — 
pothecary claim or other similar obligation of the new corporation 
(in this subsection referred to as the “new obligation”) as sole con- 
sideration for the disposition on the amalgamation of a bond, de- 
benture, note, mortgage, hypothecary claim or other similar obliga- 
tion respectively of a predecessor corporation (in this subsection 
referred to as the “old obligation”) owned by the taxpayer on De- . 
cember 31, 1971 and thereafter without interruption until immedi- 
ately before the amalgamation, notwithstanding any other provision 
of this Act or of the amended Act, for the purposes of subsection 
88(2.1) of the amended Act and of determining the cost to the tax- 
payer and the adjusted cost base to the taxpayer of the new 
obligation, 


(a) the property that was the old obligation shall be deemed not 

-to have been disposed of by the taxpayer because of the amalga- 
mation but to have been altered, in form only, because of the 
amalgamation and to have continued in existence in the form of 
the new obligation; and 


(b) the property that is the new obligation shall be deemed not to 
have been acquired by the taxpayer because of the amalgama- 
tion but to have been in existence prior thereto in the form of the 
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old obligation that was altered, in form only, because of the 
amalgamation. 


History: The opening words of subsec. 26(23) amended by 2001, c. 17, subsec. 
232(2), to add “hypothecary claim” (in two places). in force June 14, 2001. The open- 
ing words formerly read: 


(24) Convertible properties — Where there has been an ex- 
change to which subsection 51(1) of the amended Act applies on 
which a taxpayer has acquired shares of one class of the capital 
stock of a corporation (in this subsection referred to as the “new 
shares”) in exchange for a share, bond, debenture or note of the cor- 
poration (in this subsection referred to as the “old property”) owned 
by the taxpayer on December 31, 1971 and thereafter without inter- 
ruption until immediately before the time of the exchange, notwith- 
standing any other provision of this Act or of the amended Act, for 
the purposes of subsection 88(2.1) of the amended Act and, where 
the exchange occurred after May 6, 1974, for the purposes of deter- 
mining the cost to the taxpayer and the adjusted cost base to the 
taxpayer of the new shares, 


(a) the property that was the old property shall be deemed not to 
have been disposed of by the taxpayer because of the exchange 
but to have been altered, in form only, because of the exchange 
and to have continued in existence in the form of the new shares; 
and 


(b) the property that is the new shares shall be deemed not to 
have been acquired by the taxpayer because of the exchange but 
to have been in existence prior thereto in the form of the old 
property that was altered, in form only, because of the exchange. 


Interpretation Bulletins: IT-146R3: Shares entitling shareholders to choose taxable 
or other kinds of dividends. 


(25) Bond conversion — Where, after May 6, 1974, there has 
been an exchange to which section 51.1.of the amended Act applies 
on which a taxpayer has acquired a bond of a debtor (in this subsec- 
tion referred to as the “new bond’) in exchange for another bond of 
the same debtor (in this subsection referred to as the “old bond”) 
owned by the taxpayer on December 31, 1971 and thereafter with- 
out interruption until immediately before the exchange, notwith- 
standing any other provision of this Act or of the amended Act, for 
the purposes of subsection 88(2.1) of the amended Act and of deter- 
mining the. cost to the taxpayer and the adjusted cost base to the 
taxpayer of the new bond, 


(a) the property that was the old bond shall be deemed not to 
have been disposed of by the taxpayer because of the exchange 
but to have been altered, in form only, because of the exchange 
and to have continued in existence in the form of the new bond; 
and 


(b) the property that is the new bond shall be deemed not to have 
been acquired by the taxpayer because of the exchange but to 
have been in existence prior thereto in the form of the old bond 
that was altered, in form only, because of the exchange. 


(26) Share for share exchange — Where, after May 6, 1974, 
there has been an exchange to which subsection 85.1(1) of the 
amended Act applies on which a taxpayer has acquired shares of 
any particular class of the capital stock of a corporation (in this sub- 
section referred to as the “new shares’’) in exchange for shares of 
any particular class of the capital stock of another corporation (in 
this subsection referred to as the “old shares”) owned by the tax- 
payer on December 31, 1971 and thereafter without interruption un- 
til immediately before the exchange, notwithstanding any other pro- 
vision of this Act or of the amended Act, for the purposes of 
subsection 88(2.1) of the amended Act and of determining the cost 
to the taxpayer and the adjusted cost base to the. taxpayer of the new 
shares, 


(a) the property that was the old shares shall be deemed not to 
have been disposed of by the taxpayer because of the exchange 
but to have been altered, in form only, because of the exchange 
and to have continued in existence in the form of the new shares; 
and 
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(b) the property that is the new shares shall be deemed not to 
have been-acquired by the taxpayer because of the exchange but 
to have been in existence prior thereto-in the form of the old 
shares that were altered, in form only, because of the exchange. 


Interpretation Bulletins: IT-450R: Share for share exchange. 


(27) Reorganization of capital — Where, after May 6,. 1974, 
there has been a reorganization of the capital»of a corporation. to 
which section 86 of the amended Act applies on which a taxpayer 
has acquired shares of a particular class of the capital stock of the 
corporation (in this subsection referred to as the “new. shares”) as 
the sole consideration for the disposition on the reorganization of 
shares of another class of the capital stock of the corporation (in this 
subsection referred to as the “old shares”) owned by the taxpayer on 
December 31, 1971 and thereafter without interruption until imme- 
diately before the reorganization and the cost to the ‘taxpayer of the 
new shares was determined otherwise than because of subsection 
86(2) of the amended Act, notwithstanding any other provision of 
this Act or of the amended Act, for the purposes of subsection 
88(2.1) of the amended Act and of determining the cost.to the tax- 
payer and the adjusted, cost base to the taxpayer of the new shares, 


(a) the property that was the old shares shall be deemed not to 
have been disposed of by the taxpayer because of the reorgani- 
zation but to have been altered, in form only, because of the re- 
organization and to have continued in existence in the form of 
the new shares; and 


(b) the. property that is the new shares shall be deemed not to 
have been acquired by the taxpayer by virtue of the reorganiza- 
tion but to have been in existence prior thereto in the form of the 
old ‘shares that were altered, in form only, because of the 
reorganization. 


Advance Tax Rulings: ATR-22R: Estate freeze using share exchange. 


(28) idem — Where a taxpayer acquired a property (in this subsec- 
tion referred to as the “first property”) in circumstances. to which 
any of subsections (5) and (21) to (27) applied and subsequently 
acquires, in exchange for or in consideration for the disposition of 
the first property, another property in circumstances to which any of 
subsections (21) to (27) would apply if the taxpayer had owned the 
first property on December 31, 1971 and thereafter without inter- 
ruption until the time of the subsequent acquisition, for the purposes 
of applying subsections (21) to (27) in respect of that subsequent 
acquisition, the taxpayer shall be deemed to, have owned the first 
property on December 31, 1971. and thereafter without interruption 
until the time of the subsequent acquisition. 

History: Subsec. 26(28).added by. 1994, c..7,-Sch-IL(1991, c. 49),-s. 200; applicable to 
acquisitions of property occurring after July 13, 1990, except that, where the taxpayer 
so elected by notifying the Minister of National Revenue in writing either before 1993 
or in the taxpayer’s return of income under Part I of the Act for the taxation year in 
which the taxpayer disposed of the property, the subsec. applies to acquisitions occur- 
ring after May 6, 1974 and before July 14, 1990 with respect to property that was 
owned. by the taxpayer on July 13, 1990. 


Interpretation Bulletins: IT-450R: Share for share exchange: 


(29) Effect of election under subsection 110.6(19) — Where 
subsection 110.6(19) of the amended Act applies to a particular pro- 
perty, for the purposes of determining the cost.and the adjusted cost 
base to .a taxpayer of any property at any time after February 22, 
1994, the particular property shall be deemed not to have been 
owned by any taxpayer on December 31, 1971. 

Related. Provisions: ITAR 26(30) — Disposition by non-resident of taxable Cana- 
dian property. 

History: Subsec. 26(29) added by 1995,'c. 3, s..57, in force March 26, 1995. 


(30) Additions to taxable Canadian property — Subsections 
(1.1) to (29) do not apply to a disposition by a non-resident person 
of a property 

(a) that the person last acquired before April 27, 1995; 


(b) that would not be a taxable Canadian property immediately 
before the disposition if section 115 of the amended Act were 
read as it applied to dispositions that occurred on April 26, 1995; 
and 
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(c) that would be a taxable Canadian property immediately 
before the disposition if section. 115 of the amended Act were 
read as it applied to dispositions that occurred on January 1, 
1996. 


Related Provisions: ITA 40(9) — Gains limited to those accruing after April 1995. 


History: Subsec. 26(30) amended by 2001, c. 17, s. 249, applicable to dispositions that 
occur after October 1, 1996. Subsec. 26(30) formerly read: 


(30) Subsections (1.1) to (29) do not apply to a disposition by a non-resident 
person of a taxable Canadian property that would not be a taxable Canadian pro- 
perty immediately before the disposition if section 115 of the amended Act were 
read as it applied to dispositions that occurred on April 26, 1995. 


Subsec. 26(30) added by 1998, c.-19, subsec. 249(3), applicable to dispositions that 
occur after April 26, 1995. 


Definitions [ITAR 26]: “actual. cost’——ITAR 26(5)(b), (6)(b), (©), (8)(O)W, 
26(13)-(17); “adjusted cost base” — ITA 54, 248(1); “amended Act’ — ITAR 8; “am- 
ortized cost’ —ITAR 26(5)(b), (6)(b), (c), 26(12); “amount” —ITA 248(1); “arm’s 
length” —ITAR 26(5.1), (5.2); “business” —ITA 248(1); “Canada” — ITA 255, In- 
terpretation Act 35(1); “Canadian corporation” — ITA 89(1), 248(1); “capital gain” — 
ITA 39(1), 248(1); “capital loss’ —ITA 39(1)(b), 248(1); “capital property” —ITA 
54, ITAR 26(8.3), (8.4), (12); “child” — ITAR 26(20); “consequence” — 248(8); “cor- 
poration” — ITA 248(1), ITAR 26(8.5); “cost amount” — ITA 248(1); “deferred profit 
sharing plan” —ITA 147(1), 248(1); “depreciable property” —ITA 13(21), 248(1); 
“discount” —ITAR 26(12); “dividend” —ITA 248(1); “eligible capital amount” — 
ITA 14(1), 248(1); “eligible capital property” — ITAR 26(12); “employees profit shar- 
ing plan’ —ITA 144(1); 248(1); ; “fair market value on valuation day” —ITAR 
26(8)(b)(ii), (c)(ii), 26(11); “first property’ —ITAR 26(28); “fiscal period” — ITA 
249.1; “foreign affiliate’ —ITA 95(1), 248(1);. “former Act” —ITAR 8, “identi- 
cal” —ITA 248(12), ITAR 26(8.1), (8.2); “Income Tax Act, chapter 148 of the Re- 
vised Statutes of Canada, 1952”, “Income Tax Application Rules, 1971” —ITAR 69; 
“individual”, “legal representative”, “life insurance business”, “life insurance corpora- 
tion” —ITA 248(1); “listed personal property” — ITA 54, 248(1); “Minister” — ITA 
248(1); “month” — Interpretation Act 35(1); “new bond” — ITAR 26(25); “new cor- 
poration” —ITAR 26(21)-(23); “new obligation” —ITAR 26(23); “new. option” — 
ITAR 26(22); “new shares” —ITAR 26(21)(c), 26(24), (26), (27); “non-resident” — 
ITA 248(1); “obligation” — ITAR 26(1.1), (12); “old bond” — ITAR 26(25); “old ob- 
ligation”, “old option’ —ITAR 26(22); “old property’ —ITAR 26(24); “old 
shares” — ITAR 26(21)(b), 26(26), (27); “original owner” — ITAR 26(5); “owned” — 
ITAR 26(6)(a), 26(28); ; “person” —ITA 248(1); “personal-use property” —ITA 54, 
248(1); “predecessor corporation” — ITAR 26(21)-(23); “premium” —ITAR 26(12); 
“prescribed”, “principal amount”, “property” —ITA  248(1); “related” —ITA 
251(2)-(6); “resident in Canada” —ITA 250; “retirement. savings plan” —ITA 
146(1), 248(1); “share”, “shareholder”, “stock dividend” — ITA 248(1); “subsequent 
owner” —ITAR 26(5); “supplementary unemployment benefit plan’ — ITA 145(1), 
248(1); “tax equity’ —ITAR 26(12); “taxable Canadian property” —ITA 248(1); 
“taxation year’ — ITA 249; “taxpayer” — ITA 248(1); “undepreciated capital cost” — 
ITA 13(21), 248(1); “valuation day” —ITAR 24; “writing” — Interpretation Act 
35(1); “written” — Interpretation Act 35(1)“writing”. 


26.1 (1) Change of use of property before 1972 — For the 
purposes of paragraph 40(2)(b) and the definition “principal resi- 
dence” in section 54 of the amended Act, where a taxpayer owned, 
on December 31, 1971, a property that is a housing unit, a leasehold 
interest in a housing unit or a share of the capital stock of a cooper- 
ative housing corporation, if the housing unit was, or if the share 
was acquired for the sole purpose of acquiring the right to inhabit, a 
housing unit owned by the corporation that was ordinarily inhabited 
by the taxpayer, and the taxpayer began at any time thereafter but 
before 1972 to use the property for the purpose of gaining or pro- 
ducing income therefrom, or for the purpose of gaining or produc- 
ing income from a business, and the taxpayer elected in the tax- 
payer’s return of income for the 1974 or 1975 taxation year as if the 
taxpayer had begun to use the property for the purpose of gaining or 
producing income therefrom or for the purpose of gaining or pro- 
ducing income from a business on January 1, 1972, the taxpayer 
shall be deemed to have made an election under subsection 45(2) of 
the amended Act in the taxpayer’s return,of.income for the 1972 
taxation year and to have so begun to use the property. 


(2) No capital cost allowance while election in force — 
Where the taxpayer has made the election described in subsection 
(1), no amount may be deducted under paragraph 20(1)(a) of the 
amended Act for the 1974 and subsequent taxation years in respect 
of property referred to in that subsection while the election remains 
in force. 
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Definitions [ITAR 26.1]: “amended Act” —ITAR 8; “amount”, “business” — ITA 
248(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “property”, “share” — 
ITA 248(1); “taxation year’ — ITA 249; “taxpayer” — ITA 248(1). 


27, 28. [Repealed under former Act] 


29. (1) Deduction from income of petroleum or natural gas 
corporation — A corporation whose principal business is produc- 
tion, refining or marketing of petroleum, petroleum products or nat- 
ural gas or exploring or drilling for petroleum or natural gas may 
deduct, in computing its income for a taxation year, the lesser of 


(a) the total of such of the drilling and exploration expenses, in- 
cluding all general geological and geophysical: expenses, in- 
curred by it on or in respect of exploring or drilling for petro- 
leum or natural gas in Canada as were incurred during the 
calendar years 1949 to 1952, to the extent that they were not 
deductible in computing income for a previous taxation year, 
and 


(b) of that total, an amount equal to its income for the taxation 
year if no deduction were allowed under this section or section 
65, 66 or 66.1 of the amended Act minus the deductions allowed 
for the year under subsections (9), (10) and (25) of this section 
and sections 112 and 113 of the amended Act. 


Related Provisions: ITA 87(1.2) — New corporation deemed continuation of prede- 
cessor; ITAR 29(31) — Multiple deductions, 


History: Para. 29(1)(b) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 201(1), 
applicable to taxation years ending after February 17, 1987. That para. formerly read: 


(b) of that total, an amount that would be equal to its income for the taxation 
year if no deduction were allowed under this section or section 65, 66 or 66.1 of 
the amended Act, minus the deductions allowed for the year under subsections 
(9), (10) and (25) of this section, sections 112 and 113 of the amended Act and 
subsections 66(6) and (7) and 66.1(4) and (5) of the Income tax Act, chapter 148 
of the Revised Statutes of Canada, 1952. 


(2) Deduction from income of mining corporation — A cor- 
poration whose principal business is mining or exploring for miner- 
als may deduct, in computing its income for a taxation. year, the 
lesser of 


(a) the total of such of the prospecting; exploration and develop- 
ment expenses incurred by it in searching for minerals in Canada 
as were incurred during 1952, to the extent that they were not 
deductible in computing income for.a preceding taxation year, 
and 


(b) of that total, an amount equal to its income for the taxation 
year if no deduction were allowed under this section or section 
65, 66 or 66.1 of the amended Act minus the deductions allowed 
for the year under subsections (9), (10) and (25) of this section 
and sections 112 and 113 of the amended Act, 


if the corporation has filed certified statements of those expenses 
and has satisfied the Minister that it has been actively engaged in 
prospecting and exploring for minerals in Canada by means of qual- 
ified persons and has incurred the expenses for those purposes. 


History: Para. 29(2)(b) substituted by 1994, c.7, Sch. II (1991, c. 49), subsec. 201(2), 
applicable to taxation years ending after February 17, 1987. That para. formerly read: ° 


(b) of that total, an amount that would be equal to its income for the taxation 
year if no deduction were allowed under this section or section 65, 66 or 66.1 of 
the amended Act, minus the deductions allowed for the year under subsections 
(9), (10) and (25) of this section, sections 112 and 113 of the amended Act and 
subsections 66(6).and (7) and 66.1(4). and (5) of the Income Tax.Act, chapter 148 
of the Revised Statutes of Canada, 1952, 


(3) Deduction from income of petroleum or natural gas 
corporation or mining corporation — A corporation whose 
principal business is 


(a) production, refining or marketing of petroleum, petroleum 
products or natural gas, or exploring or drilling for petroleum or 
natural gas, or 


(b) mining or exploring for minerals, 
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may deduct, in computing its income for a taxation year, the lesser | (5) Application of para. (4)(g) — In applying paragraph 4(g) to 
of a corporation described in paragraph (4)(f), the reference in para- 

(c) the total of such of graph (4)(g) to “April 10, 1962”: shall be read as.a reference to 


(i) the drilling and exploration expenses, including all gen- 


“June 13, 1963”. 


eral geological and geophysical expenses, incurred by it on | (6), (7), (8) [Repealed] 
or in respect of exploring or drilling for petroleum or natural | History: Subsecs. '29(6) to (8) repealed by 1997, c. 25, s. 73, applicable to renuncia- 
gas in Canada, and tions made 


(ii), the prospecting, exploration and. development expenses 
incurred by it in searching for minerals in Canada, 


as were incurred after 1952 and before April. 11, 1962,, to the 
_ extent that they were not deductible in computing income for a 
previous taxation year, and 


(d) of that total, an amount equal to its income for the taxation 
year if no deduction were allowed under this section or section 
65, 66 or 66.1 of the amended Act minus the deductions allowed 
for the year under subsections (1), (2), (9), (10) and (25) of this 
section and sections 112 and 113 ' of the amended Act. 


(a) after 2006, in respect of a payment or loan received by a joint exploration cor- 
poration before March 6, 1996; 


(b) after 2006, in respect of a payment or loan received by a joint exploration cor- 
poration after March 5, 1996 under an agreement in writing made 


(i) by the corporation before March 6, 1996, or 
(ii) by another corporation before March 6, 1996, where 


(A) the other corporation controlled the corporation at the time the agree- 
ment was made, or 


(B) the other corporation undertook, at the time the agreement was made, 
to form the corporation; and 


(c) after March 5, 1996, in any other case. 


Related Provisions: ITAR 29(31) — Multiple deductions. ¥ Subsecs. (6) to (8) formerly read: 


History: Para. 29(3)(d) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 201(3), 
applicable to taxation years ending after February 17, 1987. That para. formerly read: 


(d) of that total, an amount that would be equal to its income for the taxation 
year if no deduction were allowed under this section or section 65, 66 or 66.1 of 
the amended Act, minus the deductions allowed for the year under subsections 
(1), (2), Q), (10) and (25) of this section, sections 112 and 113 of the amended 
Act and subsections 66(6) and (7) and 66.1(4) and (5) of the Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952. 


(4) Deduction from income of petroleum corporation, 
etc. — A corporation whose principal business is 


(a) production, refining or marketing of petroleum, petroleum 
products or natural gas, or exploring or drilling for petroleum or 
natural gas, 


(b) mining or exploring for minerals, 


(c) processing mineral ores for the purpose of recovering metals 
therefrom, 


(d) a combination of 


(i) processing mineral ores for ale purpose of recovering 
metals therefrom, and 


(ii) processing metals recovered from the ores so processed, 
(e) fabricating metals, or 
(f) operating a pipeline for the transmission of oil or natural gas, 


may deduct, in CORED UttETS its income for a taxation year, the lesser 
of 


(g) the total of such of 


(i) the drilling and exploration expenses, including.all gen- 
eral geological and geophysical expenses, incurred by it on 
or in respect of exploring or drilling for petroleum or natural 
gas in Canada, and 


(ii) the prospecting, exploration and development expenses 
incurred by it on searching for minerals in Canada, 


as were incurred after April 10, 1962 and before 1972, to the 
extent that they were not deductible in computing income for a 
previous taxation year, and 


(h) of that total, an amount equal to its income for the taxation 
year if no deduction were allowed under this subsection or sec- 
tion 65, 66 or 66.1 of the amended Act minus the: deductions 
allowed for the year under subsection 66(2) and sections 112 
and 113 of the amended Act. 

Related Provisions: ITAR 29(31) — Multiple deductions. 

History: Para. 29(4)(h) substituted by 1994, c. 7, Sch. I. (1991, c. 49), subsec. 201(4), 

applicable to taxation years ending after February 17, 1987. That para. formerly, read: 


(h) of that total, an amount that would be equal to its income for the taxation 
year if no deduction were allowed under this subsection or section 65, 66 or 66.1 
of the amended Act, minus the deductions allowed for the year under subsection 
66(2) and sections 112 and 113 of the amended Act and subsections 66(6): and 
(7) and 66.1(4) and (5) of the Income Tax Act, Revised Statutes of Canada, 1952. 


1695 


(6) Joint exploration corporation may renounce expenses — A joint explo- 
ration corporation may, in any particular taxation year or within 6 months after 
the end of that year, elect in prescribed form to renounce in favour of another 
corporation described in subsection (4) an agreed portion of the total of such of 


(a) the drilling andi exploration expenses, including all general geological 
and geophysical expenses, incurred by the joint exploration corporation on 
or in respect of exploring or drilling for petroleum or natural gas in Canada, 
“and 

(b) the prospecting, exploration and development expenses incurred by the 
joint exploration corporation in searching for minerals: in Canada, 


as were incurred by the joint exploration corporation during a period after 1956 
and before April 11; 1962 throughout which the other corporation was a share- 
holder corporation, to the extent that the ‘total of those expenses exceeds any 
amount deductible under subsection (3) in respect thereof by the joint explora- 
tion corporation in computing its income for any taxation year preceding the par- 
ticular year, and on the election the agreed portion 


(c) shall be deemed, for the purposes of subsection (4) of this section and 

sections 66, 66.1 and 66.2 of the amended Act, to be expenses described in 
‘paragraphs (a) and (b) of this ‘subsection ‘incurred by the other ‘corporation 

during its taxation year in which’ the particular taxation year ends; and 


(d) shall be subtracted from the total described in paragraph (3)(c) in deter- 
mining the amount deductible by the joint exploration corporation under 
subsection (3) in computing its income: 


(7) Idem — A joint exploration corporation may, in any particular taxation year 
or within 6 months from the end of that year, elect in prescribed form to re- 
nounce*in favour of another corporation described in subsection (4) an) agreed 
portion of the total of such of 


(a); the drilling. and exploration expenses, including all general geological 
and geophysical expenses, incurred by the joint exploration corporation on 
or in respect of exploring or drilling for peaolenm or natural gas in Canada, 
and 


(b) the prospecting, exploration and development expenses incurred by the 
joint exploration corporation in searching for minerals in Canada, 


as were incurred by the joint exploration corporation during a period after April 
10, 1962 and before 1972 throughout which the other’ corporation was a share- 
holder’ corporation, to the extent that the total of those expenses exceeds any 
amount deductible under subsection (4) in respect thereof by the joint explora- 
tion corporation in computing its income for any taxation year preceding the par- 
ticular year, and on the election the agreed portion 


(c) shall be deemed, for the purposes of subsection (4) of this. section and 
sections 66, 66.1 and 66.2 of the amended Act, to be expenses described in 
paragraphs (a) and (b) of this subsection incurred by the other corporation 
during its taxation year in which the particular taxation year ends, and 


(d) shall be subtracted from. the total described in. paragraph (4)(g) in deter- 
mining the amount deductible by the joint exploration corporation under 
subsection (4) in computing its income. 


(8) Definitions — For the purposes “of subsections (6) and (7); 


“agreed portion” in respect of a corporation that was a shareholder corporation of 
a joint exploration corporation means such amount as is agreed on between the 
joint exploration corporation and the other corporation not exceeding 


(a) the payments referred to in paragraph (c) of the definition “shareholder 
corporation” in this subsection made by the other corporation to the joint 
exploration corporation during the period it was a shareholder corporation in 
respect of the expenses incurred by the joint exploration corporation referred 
to in paragraphs (6)(a) and (b) or (7)(a) and (b), as the case may be, 
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minus 


(b) the total of the amounts, if any, previously renounced by the joint explo- 
ration corporation under subsection (6) or (7), as the case may be, in favour 
of the other corporation; 


“joint exploration corporation” means a corporation 


(a) whose principal business is of a class described in paragraph (3)(a) or 
(b), and 
(b) that has not at any time since its incorporation had more than 10 share- 
holders (not including any individual holding a share for the sole purpose of 
qualifying as a director); 
a “shareholder corporation” of a joint exploration corporation means a corpora- 
tion that for the period in respect of which the expression is being applied 
(a) was a shareholder of the joint exploration corporation, 


(b) was a corporation whose principal business was of a class described in 
subsection (4), and 


(c) made payments to the joint exploration corporation in respect of the ex- 
penses incurred by the joint exploration corporation referred to in paragraphs 
(6)(a) and (b) or (7)(a) and (b), as the case may be. 


(9) Deduction from income from businesses © of 
associations, etc. — There may be deducted in computing the 
income of a taxpayer for a taxation year from the businesses of all 
associations, partnerships or syndicates formed for the purpose of 
exploring or drilling for petroleum or natural gas and of which the 
taxpayer was a member or partner, the lesser of 


(a) the total of the taxpayer’s share of such of the drilling and 
exploration expenses, including all general geological and geo- 
physical expenses, incurred by all those associations, partner- 
ships or syndicates while the taxpayer was a member or partner 
thereof, on or in respect of exploring or drilling for petroleum or 
natural gas in Canada as were incurred after 1948 and before 
April 11, 1962, to the extent that they were not deductible in 
computing the taxpayer’s income for a preceding taxation year, 
and 


(b) of that total, an amount equal to the taxpayer’s income from 
the businesses of all those associations, partnerships or syndi- 
cates for the taxation year, computed before making any deduc- 
tion under this section or section 65, 66, or 66.1 of the amended 
Act. 


(10) Idem — There may be deducted in computing the income of a 
taxpayer for the taxation year from the businesses of all associa- 
tions, partnerships or syndicates formed for the purpose of explor- 
ing or drilling for petroleum or natural gas and of which the tax- 
payer was a member or partner, the lesser of 


(a) the total of the taxpayer’s share of such of the drilling and 
exploration expenses, including all general geological and geo- 
physical expenses incurred by all those associations, partner- 
ships or syndicates while the taxpayer was a member or partner 
thereof, on or in respect of exploring or drilling for petroleum or 
natural gas in Canada as were incurred after April 10, 1962 and 
before 1972, to the extent that they were not deductible in com- 
puting the taxpayer’s income for a previous taxation year, and 


(b) of that total, an amount equal to the taxpayer’s income from 
the businesses of all those associations, partnerships or syndi- 
cates for the taxation year computed before making any deduc- 
tion under this section or section 65, 66, or 66.1 of the amended 
Act, minus the deduction allowed for the year under subsection 
(9) of this section. 


Related Provisions: 127.52(1)(e) — Limitation on deduction for minimum tax 
purposes. 


(11) Deduction from income of corporation — A corpora- 
tion, other than a corporation described in subsection (4), may de- 
duct, in computing its income for a taxation year, the lesser of 


(a) the total of such of 


(i) the drilling and exploration expenses, including all gen- 
eral geological and geophysical expenses, incurred by it on 
or in respect of exploring or drilling for petroleum or natural 
gas in Canada, and 
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(ii) the prospecting, exploration and development expenses 
incurred by it in searching for minerals in Canada, 


as were incurred after April 10, 1962 and before 1972, to the 
extent that they were not deductible in computing income for a 
preceding taxation year, and 


(b) of that total, an amount that would be equal to the total of 


(i) its income for the taxation year from operating an oil or 
gas well in Canada in which the corporation has an interest, 


(ii) its income for the taxation year from royalties in respect 
of an oil or gas well in Canada, 


(iii) any amount included in computing its income for the 
taxation year because of subsection (17), and 


(iv) the amount, if any, included under paragraph 59(3.2)(b) 
or (c) of the amended Act in computing its income for the 
year, 


if no deduction were allowed under this section or section 65, 66 
or 66.1 of the amended Act minus the deductions allowed for the 
year under subsections (9) and (10) of this section and subsec- 
tion 66(2) of the amended Act. 


History: Subpara. 29(11)(b)(iv) substituted applicable to 1985 et seg., and that portion 
of 29(11)(b) following subpara. (iv) substituted applicable to taxation years ending af- 
ter February 17, 1987, by 1994, c. 7, Sch. IL (1991, c. 49), subsecs. 201(5), (6). Those 
portions formerly read: 


(iv) the total described in clause 66(3)(b)(ii)(C) of the Income Tax Act, chap- 
ter 148 of the Revised Statutes of Canada, 1952, as it read in its application 
to the 1984 and preceding taxation years in respect of the corporation for the 
year, 


if no deduction were allowed under this section, section 65, 66 or 66.1 of the 
amended Act, minus the deductions allowed for the year under subsections (9) 
and (10) of this section, subsection 66(2) of the amended Act and subsections 
66(6) and (7) and 66.1(4) and (5) of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952. 


(12) Deduction by individual of exploration expenses — 
There may be deducted, in computing an individual’s income for a 
taxation year, the lesser of 


(a) the total of such of 


(i) the drilling and exploration expenses, including all gen- 
eral geological and geophysical expenses, incurred by the in- 
dividual on or in respect of exploring or drilling for petro- 
leum or natural gas in Canada, and 


(ii) the individual’s share of the drilling and exploration ex- 
penses, including all general geological and geophysical ex- 
penses incurred by all associations, partnerships or syndi- 
cates described in subsection (9), while the individual was a 
member or partner thereof, on or in respect of exploring or 
drilling for petroleum or natural gas in Canada, 


as were incurred after April 10, 1962 and before 1972, to the 
extent that they were not deductible in computing the indivi- 
dual’s income for a preceding taxation year, and 


(b) of that total, an amount that would be equal to the total of 


(i) the individual’s income for the taxation year from a busi- 
ness that consisted of the operation of an oil or gas well in 
Canada in which the individual had an interest, 


(ii) the individual’s income for the taxation year from royal- 
ties in respect of an oil or gas well in Canada, 


(iii) any amount included in computing the individual’s in- 
come for the taxation year because of subsection (17), and 


(iv) the amount, if any, included under paragraph 59(3.2)(b) 
or (c) of the amended Act in computing the individual’s in- 
come for the year, 


if no deduction were allowed under this section or section 65, 66 
or 66.1 of the amended Act, minus the deductions allowed for 
the year under subsections (9) and (10) of this section. 


Related Provisions: 127.52(1)(e) — Limitation on deduction for minimum tax 
purposes. 
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History: Subpara. 29(12)(b)(iv) substituted by 1994, c. 7, Sch. 11.(1991, c: 49), subsec. 
201(7), applicable to 1985 et seg. That subpara. formerly read: 


(iv) the total described in clause 66(3)(b)(ii)(C) of the Income Tax Act, chapter 
148 of the Revised Statutes of Canada, 1952, as it read in its application to the 
1984 and preceding taxation years in respect of an individual for the year, 


(13) Limitation re payments for exploration and drilling 
rights — In computing a deduction under subsection (1), (3) or 
(9), no amount shall be included in respect of a payment for or in 
respect of a right, licence or privilege to explore for, drill for or take 
petroleum or natural gas, acquired before April 11, 1962, other than 
an annual payment not exceeding $1 per acre. 


(14) Exploration and drilling rights; payments deducti- 
ble — Where an, association, partnership or syndicate described in 
subsection (9) or a corporation or individual has, after April 10, 
1962 and before 1972, acquired under an agreement or other con- 
tract or arrangement a right, licence or privilege to explore for, drill 
for or take in Canada petroleum, natural gas or other related hydro- 
carbons (except coal) under which agreement, contract or arrange- 
ment there was not acquired any other right to, over or in respect of 
the land in respect of which such right, licence or. privilege was so 
acquired except the right 


(a) to explore for, drill for or take materials and substances 
(whether liquid or solid and whether hydrocarbons or not) pro- 
duced in association with the petroleum, natural gas or other re- 
lated hydrocarbons (except coal) or found in any water con- 
tained in an oil or gas reservoir, or 


(b) to enter on, use and occupy as much of the land as is neces- 
sary for the purpose of exploiting the right, licence or privilege, 


an amount paid in respect of the acquisition thereof that was paid 


(c) before 1972, shall, for the purposes of subsections (4), (7), 
(10), (11) and (12), be deemed to be a drilling or exploration 
expense on or in respect of exploring or drilling for petroleum or 
natural gas in Canada incurred at the time of its payment, 


(d) after 1971 and before May 7, 1974, shall, for the purposes of 
the amended Act, be deemed to be Canadian exploration and de- 
velopment expenses (within the meaning assigned by subsection 
66(15) of the amended Act) incurred at the time of its payment, 
and 


(e) after May 6, 1974, shall, for the purposes of the amended 
Act, be deemed to be a Canadian development expense (within 
the meaning assigned by paragraph 66.2(5)(a) of the amended 
Act) incurred at the time of its payment. 


(15) Idem — In applying subsection (14) for the purposes of sub- 
section (7), the expression “after April 10, 1962 and before 1972” 
in subsection (14) shall be read as “after April 10, 1962 and before 
April 27, 1965”. 


(16) Receipts for exploration or drilling rights included in 
income — Where a right, licence or privilege to explore for, drill 
for or take in Canada petroleum, natural gas or other related hydro- 
carbons (except coal) was disposed of after April 10, 1962 and 
before October 23, 1968 
(a) by a corporation described in subsection (4), 
(b) by a corporation, other than a corporation described in sub- 
section (4), that was at the time of acquisition of the right, li- 
cence or privilege a corporation described in subsection (4), or 
(c) by an association, partnership or syndicate described in sub- 
section (9), 
any amount received by the corporation, association, partnership or 
syndicate as consideration for the disposition thereof shall be in- 
cluded in computing its income for its fiscal period in which the 
amount was received, unless the corporation, association, partner- 
ship or syndicate 
(d) acquired the right, licence or privilege by inheritance or be- 
quest, or 
(e) acquired the right, licence or privilege before April 11, 1962 
and disposed of it before November 9, 1962. 
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(17) Idem — Where’a right, licence or privilege'to explore for, drill 
for or take in Canada petroleum, natural gas or other related hydro- 
carbons (except coal) that was acquired after April 10, 1962 and 
before 1972 by an individual or a corporation other than ‘a corpora- 
tion described in subsection (4), was subsequently disposed of 
before October 23, 1968, any amount received by the taxpayer as 
consideration for the disposition thereof shall be included in com- 
puting the taxpayer’s income for the taxation year in which’ the 
amount was received, unless the right, licence or privilege was ac- 
quired by the taxpayer by inheritance or bequest. 


(18) Idem — Subsections (16) and (17) do not apply to any dispo- 
sition by an association, partnership or syndicate described in sub- 
section (9) or a corporation or an individual of any right, licence or 
privilege described in subsection (14) or (16) unless the right, li- 
cence or privilege was acquired by the association, partnership, syn- 
dicate or corporation or individual, as the case may be, under an 
agreement, contract or arrangement described in subsection (14). 


(19) Ildem — For the purposes of subsections (16) and (17), 


(a) where an association, partnership or syndicate described in 
subsection (9) or a corporation or an individual has disposed of 
any interest in land that includes a right; licence or privilege de- 
scribed in subsection (14) that was acquired under an agreement, 
contract or arrangement described in that subsection, the pro- 
ceeds of disposition of the interest shall be deemed to be pro- 
ceeds of disposition. of the right, licence or privilege; and 


(b) where an association, partnership or syndicate described in 
subsection (9) or a corporation or an individual has acquired a 
right, licence or privilege described in subsection (14) under an 
agreement, contract or arrangement described in that subsection 
and subsequently disposes of any interest 


(i) in such right, licence or privilege, or 
(ii) in the production of wells situated on the land to which 
the right, licence or privilege relates, 


the proceeds of disposition of the interest shall be deemed to be 
proceeds of disposition of the right, licence or privilege. 


(20) Idem — Subsections (11), (12) and (17) do not apply in com- 
puting the income for a taxation year of a taxpayer whose business 
includes trading or dealing in rights, licences or privileges to ex- 
plore for, drill for or take in Canada petroleum, natural gas or other 
related hydrocarbons (except coal). 


(21) Bonus payments — Notwithstanding subsection (13), 
where a corporation whose. principal business is of the class de- 
scribed in paragraph (3)(a) or (b) or an association; partnership or 
syndicate formed for the purpose of exploring or drilling for petro- 
leum or natural gas has after 1952 paid an amount (other than a 
rental or royalty) to the government of Canada or a province for 


(a) the right to explore for petroleum or natural gas on a speci- 
fied parcel of land in Canada (which right is, for greater cer- 
tainty, declared to include a right of the type commonly referred 


to as a “licence”, “permit” or “reservation’’), or 


(b) a legal lease of the right to take or remove petroleum or natu- 
ral gas from a specified parcel of land in Canada, 


and before April 11, 1962 acquired the rights in respect of which 
the amount was so paid and, before any well came into production 
on the land in reasonable commercial quantities, the corporation, 
association, partnership or syndicate surrendered all the rights so 
acquired (including, in respect of a right of the kind described in 
paragraph (a), all rights thereunder to any lease and all rights under 
any lease made thereunder) without receiving any consideration 
therefor or repayment of any part of the amount so paid, the amount 
so paid shall, for the purposes of subsections (3), (4), (7), (9) and 
(10) of this section, and for the purposes of subsections 66(1),(10) 
and (10.1) and the definitions “Canadian exploration and develop- 
ment expenses” in subsection 66(15) and “‘Canadian exploration ex- 
pense” in subsection 66.1(6) of the amended Act, be deemed to 
have been a drilling or exploration expense on or in respect of ex- 
ploring or drilling for petroleum or natural gas in Canada or a Cana- 
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dian exploration expense described in paragraph (a) of the defini- 
tion “Canadian exploration expense” in subsection 66.1(6) of the 
amended Act, as the case may be, incurred by the corporation, asso- 
ciation, partnership or syndicate during the taxation year in which 
the rights were so surrendered. 


(22) Idem — In applying the provisions of subsection (25) to deter- 
mine the amount that may be deducted by a successor corporation 
in computing its income for a taxation year, where the predecessor 
corporation has paid an amount (other than a rental or royalty) to 
the government of Canada or a province for 


(a) the right to explore for petroleum or natural gas on a speci- 
fied parcel of land in Canada (which, is, for greater certainty, 
declared to include a right of the type commonly referred to as.a 


“licence”, “permit” or “reservation’”’), or 


(b) a legal lease of the right to take or remove petroleum or natu- 
ral gas from a specified parcel of land in Canada, 


if, before the predecessor corporation was entitled, by virtue of sub- 
section (21), to any deduction in computing its income for a taxa- 
tion year in respect of the amount so paid, the property of the prede- 
cessor corporation was acquired by the successor corporation before 
April 11, 1962 in the manner set out in subsection (25), and the 
successor corporation did, before any well came into production in 
reasonable commercial quantities on the land referred to in para- 
graph (a) or (b), surrender all the rights so acquired by the predeces- 
sor corporation (including in respect of a right of the kind described 
in paragraph (a), all rights thereunder to any lease and all mghts 
under any lease made thereunder) without receiving any considera- 
tion therefor or payment of any part of the amount so paid by the 
predecessor corporation, the amount so paid by the predecessor cor- 
poration shall be added to the amount determined under paragraph 
25(c). 


(23) Expenses incurred for specified considerations not 
deductible — For the purposes of this section and section 53 of 
chapter 25 of the Statutes of Canada, 1949 (Second Session), it is 
declared that expenses incurred before 1972 by a corporation, asso- 
ciation, partnership or syndicate on or in respect of exploring or 
drilling for petroleum or natural gas in Canada or in searching for 
minerals in Canada do not and never did include expenses so in- 
curred by that corporation, association, partnership or syndicate 
under an agreement under which it undertook to incur those ex- 
penses in consideration for 


(a) shares of the capital stock of a corporation: that owned or 
controlled the mineral rights; 


(b) an option to purchase shares of the capital stock of a corpora- 
tion that owned or controlled the mineral rights; or 


(c) a right to purchase shares of the capital stock of a corporation 
that was to be formed for the purpose of acquiring or controlling 
the mineral rights. 


(24) Exception — Notwithstanding subsection (23), a corporation 
whose principal business 1s 


(a) production, refining or marketing of petroleum, petroleum 
products or natural gas or exploring or drilling for petroleum or 
natural gas, or 


(b) mining or exploring for minerals, 


may deduct, in computing its income for a taxation year, the lesser 
of 


(c) the total of such of 


(i) the drilling and exploration expenses, including all gen- 
eral geological and geophysical expenses, incurred by it on 
or in respect of exploring or drilling for petroleum or natural 
gas in Canada, and 


(11) the prospecting, exploration and development expenses 
incurred by it in searching for minerals in Canada, 
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as were incurred after 1953 and before 1972, 


(iii) under an agreement under which it undertook to incur 
those expenses for a consideration mentioned in paragraph 
(23)(a), (b) or (c), and 


(iv) to the extent that they were not deductible in computing 
income for a preceding taxation year, and 


(d) of that total, an amount equal to its income for the taxation 
year if no deduction were allowed under this subsection or sub- 
section (4) or under section 65, 66 or 66.1 of the amended Act 
minus the deductions allowed for the year under subsection 
66(2) and sections 112 and 113 of the amended Act, 


but where a corporation has incurred expenses in respect of which 
this subsection authorizes a deduction from income for a taxation 
year, no deduction in respect of those expenses may be made in 
computing the income of any other corporation or from the business 
of an association, partnership or syndicate for any taxation year. 


Related Provisions: ITAR 29(25) — Successor rule. 


History: Para. 29(24)(d) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
201(8), applicable to taxation years ending after February 17, 1987. That para. formerly 
read: 


(d) of that total; an amount that would be equal to its income for the taxation 
year if no deduction were allowed under this subsection or subsection (4) or sec- 
tion 65, 66, or 66.1 of the amended Act, minus the deductions allowed for the 
year under subsection 66(2) and sections 112 and 113 of the amended Act and 
subsections 66(6) and (7) and 66.1(4) and (5) of the Income Tax Act, chapter 148 
of the Revised Statutes of Canada, 1952, 


(25) Successor rule — Notwithstanding subsection (24), and sub- 
ject to subsections 66.7(6) and (7) of the amended Act, where a 
corporation (in this subsection referred to as the “successor”’) whose 
principal business is 


(a) production, refining or marketing of petroleum, petroleum 
products or natural gas, or exploring or drilling for petroleum or 
natural gas, or 


(b) mining or exploring for minerals, 


has, at any time after 1954, acquired a particular Canadian resource 
property (whether by way of a purchase, amalgamation, merger, 
winding-up or otherwise) from another person whose principal bus- 
iness was a business described in paragraph (a) or (b), there may be 
deducted by the successor in computing its income for a taxation 
year an amount not exceeding the total of all amounts each of which 
is an amount determined in respect of an original owner of the par- 
ticular property that is the lesser of 


(c) the total of 


(i) the drilling and exploration expenses, including all gen- - 
eral geological and geophysical expenses, incurred before 
1972 by the original owner on or in respect of exploring or 
drilling for petroleum or natural gas in Canada, and 


(ii) the prospecting, exploration and development expenses 
incurred before 1972 by the original owner in searching for 
minerals in Canada, 


to the extent that those expenses 


(iii) were not otherwise deducted in computing the income of 
the successor for the year, were not deducted in computing 
the income of the successor for any preceding taxation year 
and were not deductible by the original owner or deducted by 
any predecessor owner of the particular property in comput- 
ing income for any taxation year, and 


(iv) would, but for the provisions of any of this subsection 
and paragraphs (1)(b), (2)(b), (3)(d), (4)(h) and (24)(d), have 
been deductible in computing the income of the’ original 
Owner or any predecessor owner of the particular property 
for the taxation year preceding the taxation year in which the 
particular property was acquired by the successor, and 
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(d) the amount, if any, by which 


(t) the part of its income for the year that may Sertapates be 
regarded as being attributable to, 


(A) the amount included in computing its income. for the 
year ‘under paragraph 59(3.2)(c) of the amended ‘Act that 
can reasonably be regarded as being attributable to the 
disposition by it in the year or a:preceding taxation year 
of any Canadian resource properties, owned by the origi- 
nal owner and each, predecessor owner of the particular 
property before the acquisition of the particular property 
by the successor to the extent thatthe proceeds of the dis- 
position have not been included in determining an amount 
under this clause or clause 66.7(1)(b)(i)(A) or (3)(b)(i)(A) 
or paragraph 66.7(10)(g) of the amended Zot for a pre- 
ceding taxation year, or 


(B) production from the particular property, 


computed as if no.deduction were allowed under,this section 
or subdivision e.of Division B of Part I of the amended Act, 


“exceeds 


(ii) the total of all other amounts deducted under this subsec- 
tion and subdivision e of Division B of Part I of the amended 
Act for the year that can reasonably be regarded as attributa- 
ble to the part of its income for the year described in subpara- 
graph (i) in respect of the particular property. 
Related Provisions: ITA 66(15) — “predecessor owner’; ITA 66.6 — No applica- 
tion on acquisition from tax-exempt person; ITA 66.7 — Successor rules; ITA 


66.7(2.3) — Successor of foreign resource expense — income deemed not attributable 
to production from Canadian resource property: 


History: Subpara. 29(25)(c)(iii) substituted by 1994, c. 7, Sch. II (1991, c. 49), subsec. 
201(9), applicable to taxation years ending after February 17, 1987. That subpara. for- 
merly read: 


(iii) were not deducted by the successor in computing its income for a preceding 
taxation year, and were not deductible by the original owner or deducted by any 
predecessor owner of the particular property in computing income for any; taxa- 
tion year, and 


Forms: T2010: Election to deduct resource expenses upon coeaies lb of resource 4 
perty by a corporation. 


(25.1) Definitions — For the purposes of. subsection (25), the 
terms “Canadian resource property’, “original owner’, “predecessor 
owner” and “production” have the same. meanings assigned by sub- 
section 66(15) of the amended Act. 


(26) Processing or fabricating corporation — A reference in 
subsection (3), (21), (24) or (25) to a corporation whose principal 
business is mining or exploring for minerals shall, for the purposes 
of this section, be deemed to include a reference to a corporation 
whose principal business is 


(a) processing mineral ores for the purpose of recovering metals 
therefrom, 


(b) a combination of 


(i) processing mineral ores for the ihn of recovering 
metals therefrom, and 


(ii), processing metals recovered from the ores SO processed; 
or 
(c) fabricating metals, 
but in applying the provisions of this section to any such corpora- 
tion the references, respectively, in subsections (3), (21), (24) and 
(25) to the years 1952, 1953 and 1954 shall be read as a reference in 
each case to the year 1956. 


(27) Meaning of “drilling and exploration expenses” — For 
the purposes of this section, “drilling and exploration expenses” in- 
curred on or in respect of exploring or drilling for petroleum or nat- 
ural gas in Canada include expenses incurred on or in respect of 


(a) drilling or converting a well for the disposal of waste liquids 
from a petroleum or natural gas. well in Canada; 

(b) drilling for water or gas for injection into a petroleum or nat- 
ural gas formation in Canada; and 
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(c) drilling or converting a well for the injection of water or gas 
to assist in the recovery of petroleum or natural gas from another 
well in Canada. 


(28) Deduction from expenses — For the purposes of this sec- 
tion, there shall be deducted in computing 


(a) drilling and exploration expenses incurred by a taxpayer on 
vor in respect of exploring or drilling for petroleum or natural gas 
' in Canada, and 


(b) prospecting, exploration and development expenses incurred 
by a taxpayer in searching for minerals in Canada, 


any amount paid to the taxpayer before 1972 under. the Northern 
Mineral Exploration Assistance Regulations made under an appro- 
priation Act that provides for payments in respect of the Northern 
Mineral Grants Program, and there shall be included in computing 
such expenses any amount, except an amount in respect of interest, 
paid by the taxpayer before 1972 under those Regulations to Her 
Majesty in right of Canada. 


(29) [Repealed under former Act] 


(30) Inclusion in “drilling and exploration expenses” — 
For the purposes of this section, “drilling and exploration expenses” 
incurred on or in respect of exploring or drilling for petroleum or 
natural gas in Canada include an annual payment made for the pres- 
ervation of a right, licence or privilege described in subsection (14). 


(31) General limitation — Where a corporation, association, 
partnership or syndicate has incurred expenses the deduction’ of 
which from income is authorized under more than one provision of 
this section, it is not entitled to make the deduction under more than 
one provision but is entitled to select the provision under which to 
make the deduction. 


(32) Deduction for provincial tax — Where a corporation 
whose principal business is production, refining or marketing of pe- 
troleum, petroleum products or natural gas or exploring or drilling 
for petroleum or natural gas could have deducted an amount in re- 
spect of expenditures of the corporation in connection with explora- 
tion or drilling for petroleum or natural gas incurred in a preceding 
taxation year from the tax payable under a provincial statute for the 
1952 or a subsequent taxation year if the provincial statute were 
applicable to. that year, the corporation may deduct from the tax oth- 
erwise payable by it under Part I of the amended Act for the year an 
amount not exceeding the amount that. would have been so 
deductible. 


(33) Definition of “provincial statute” — For the purposes of 
subsection (32), “provincial statute” means a statute imposing a tax 
on the incomes of corporations enacted by the legislature of a prov- 
ince in 1949 and, for the purpose of that subsection, an amount de- 
ductible thereunder for one year shall, for the, purpose of computing 
the deduction for a subsequent year, be deemed to have been de- 
ductible under the provincial statute. ? 


(34) Expenses deductible under certain enactments 
deemed not otherwise deductible — Where expenses are: or 
have been, under this section, section 8 of the Income War Tax Act; 
section 16 of chapter 63 of the Statutes of Canada, 1947, section 16 
of chapter 53 of the Statutes of Canada, 1948, section 53 of chapter 
25 of the Statutes of Canada, 1949 (Second Session) or section 83A 
of the former Act, deductible from or in computing a taxpayer’s 
income, or where any amount is or has been deductible in respect of 
expenses under any of those provisions from taxes otherwise paya- 
ble, it is declared that no amount in respect of the same expenses is 
or has been deductible under any other authority in computing the 
income or from the income of that taxpayer or any other taxpayer 
for any taxation year. 

Related Provisions [ITAR 29]: ITA 87(1.2) — New corporation deemed continua- 
tion of predecessor. 


Definitions [ITAR 29]: “amended Act” —ITAR 8; “amount”, “business” — ITA 
248(1); “Canada” —ITA 255, Interpretation Act 35(1); “Canadian development ex- 
pense” —ITA 66.2(5), 248(1); “Canadian exploration and development expenses” — 
ITA 66(15), 248(1); “Canadian exploration expense” —ITA 66.1(6), 248(1);) “Cana- 
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dian resource property” —ITA 66(15), ITAR 29(25.1); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “deductible” —ITAR 29(33); “drilling or exploration ex- 
pense” —ITAR 29(14)(c), 29(27), (30); “expenses incurred before 1972” —ITAR 
29(23); “fiscal period” —ITA 249.1; “former Act” —ITAR 8; “Her Majesty” — In- 
terpretation Act 35(1); “individual” — ITA 248(1); “legislature” — Interpretation Act 
35(1)“legislative assembly”; “mineral”, “Minister”, “oil or gas well” — ITA 248(1); 
“original owner” — ITA 66(15), ITAR 29(25.1); ; “person” — ITA 248(1); “predeces- 
sor owner” —ITA 66(15), ITAR 29(25.1); “prescribed” —ITA 248(1);. “produc- 
tion” —ITA 66(15), ITAR 29(25.1); “property” —ITA 248(1); “province” — Inter- 
pretation Act 35(1); “provincial statute” — ITAR 29(33); “related” — ITA 251(2)-(6); 
“share”, “shareholder” — ITA 248(1); “successor” — ITAR 29(25); “taxation year” — 
ITA 249; “taxpayer” — ITA 248(1); “writing” — Interpretation Act 35(1). 


30. (1), (2) [Repealed under former Act] 


(3) Reference to this Act in amended Act — In subsection 
66(14) of the amended Act, “any amount deductible. under the Jn- 
come Tax Application Rules” in respect of that subsection means 
any amount deductible under section 29 of this Act. 


Definitions [ITAR 30]: “amended Act” —ITAR 8; “amount” — ITA 248(1). 


31. Application of section 67 of amended Act — In respect 
of any outlay or expense made or incurred ‘by a taxpayer before 
1972, section 67 of the amended Act shall be read without reference 
to the words “in respect of which any amount is”. 


Definitions [ITAR 31]: “amended Act” —ITAR 8; “amount”, “taxpayer” —ITA 
248(1). 


32. (1) Application of para. 69(1)(a) of amended Act — Para- 
graph 69(1)(a) of the amended Act does not apply to deem a tax- 
payer by whom anything was acquired at any time before 1972 to 
have acquired it at its fair market value at that time, unless, if sub- 
section 17(1) of the former Act had continued to apply, that fair 
market value would have been deemed to have been paid or to be 
payable therefor for the purpose of computing the taxpayer’s in- 
come from a business. 


(2) Application of para. 69(1)(b) of amended Act — Para- 
graph 69(1)(b) of the amended Act does not apply to deem a tax- 
payer by whom anything was disposed of at any time before the 
1972 taxation year to have received proceeds of disposition therefor 
equal to its fair market value at that time. 


(3) Application of para. 69(1)(c) of amended Act — For 
greater certainty, paragraph 69(1)(c) of the amended Act applies to 
property acquired by a taxpayer before, at or after the end of 1971. 
Definitions [ITAR 32]: “amended Act” —ITAR 8; “business” —ITA 248(1); ; 


“former Act” —ITAR 8; “property” — ITA 248(1); “taxation year” — ITA 249; “tax- 
payer” — ITA 248(1). 


32.1 (1)-(3.2) [Repealed under former Act] 


(4) Capital dividend account — Where a dividend became pay- 
able, or was paid if that time was earlier, by a corporation in a taxa- 
tion year at a particular time that was before May 7, 1974, for the 
purpose of computing the corporation’s capital dividend account 
immediately before the particular time, all amounts each of which is 
an amount in respect of a capital loss from the disposition of pro- 
perty in the taxation year and before the particular time shall be 
deemed to be nil. 


(5), (6) [Repealed under former Act] 

Definitions [ITAR 32.1]: “amount” —ITA 248(1); “capital dividend” —ITA 
83(2)-(2.4), 248(1); “capital loss’ —ITA 39(1)(b), 248(1); “corporation” — ITA 
248(1), Interpretation Act 35(1); “dividend”, “property” —ITA 248(1); “taxation 
year” —ITA 249. 


33. [Repealed under former Act] 


34. (1) Amalgamations — Notwithstanding section 9, subsec- 
tions 851(1) and (2) of the former Act continue to apply with such 
modifications as, in the circumstances, are necessary by virtue of 
this Act, in respect of any amalgamation of two or more corpora- 
tions before 1972. 
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(2), (3) [Repealed under former Act] 


(4) Idem — In applying the provisions of subsection 29(25) to de- 
termine the amount that may be deducted by the successor or sec- 
ond successor corporation, as the case may be, in computing its in- 
come under Part I of the amended Act for a taxation year, where a 
predecessor corporation has paid an amount (other than a rental or 
royalty) to the government of Canada or a province for 


(a) the right to explore for petroleum or natural gas on a speci- 
fied parcel of land in Canada (which right is, for greater cer- 
tainty, declared to include a right of the type commonly referred 


to as a “licence”, “permit” or “reservation’’), or 


(b) a legal lease of the right to take or remove petroleum or natu- 
ral gas from a specified parcel of land in Canada, 


and before April 11, 1962 acquired the rights in respect of which 
the amount was so paid, if, before the predecessor corporation was 
entitled because of subsection 29(21) to any deduction in comput- 
ing its income for a taxation year in respect of the amount so paid, 
the property of the predecessor corporation was acquired by the 
successor or second successor corporation, as the case may be, and 
at any time, before any well came into production in reasonable 
commercial quantities on the land referred to in paragraph (a) or 
(b), the successor or second successor corporation, as the case may 
be, surrendered all the rights so acquired by the predecessor corpo- 
ration (including, in respect of a right of the kind described in para- 
graph (a), all rights thereunder to any lease and all rights under any 
lease made thereunder) without receiving any consideration therefor 
or payment of any part of the amount so paid by the predecessor 
corporation, the amount so paid by the predecessor. corporation 
shall be added at that time to the amount determined under subpara- 
graph 29(25)(c)(i). 


(5), (6) [Repealed under former Act] 


(7) Definition of “amalgamation” — In this section, “amalga- 
mation” has the meaning assigned by section 85I of the former Act. 


(8) [Repealed under former Act] 

Interpretation Bulletins [ITAR 34]: IT-60R2: 1971 undistributed income on hand; 
Definitions [ITAR 34]: “amalgamation” — ITAR 34(7); “amended Act” —ITAR 8; 
“amount” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “corpora- 


tion” — ITA 248(1), Interpretation Act 35(1); “former Act” —ITAR 8; “property” — 
ITA 248(1); “province” — Interpretation Act 35(1); “taxation year’ — ITA 249. 


35. (1) Foreign affiliates — Section 26 does not apply in deter- 
mining for the purposes of section 91 of the amended Act the 
amount of any taxable capital gain or allowable capital loss of a 
foreign affiliate of a taxpayer. 


(2) Idem — Any corporation that was a foreign affiliate of a tax- 
payer on January 1, 1972 shall be deemed, for the purposes of sub- 
division i of Division B of Part I of the amended Act, to have be- 
come a foreign affiliate of the taxpayer on that day. 


(3) [Repealed under former Act] 


(4) Idem — Any corporation that was deemed to be a foreign affili- 
ate of a taxpayer at any time prior to May 7, 1974 because of an 
election made by the taxpayer in accordance with subparagraph . 
95(1)(b)(iv) of the amended Act, as it read before being amended 
by chapter 26 of the Statutes of Canada, 1974-75-76, shall be 
deemed to have been a foreign affiliate of the taxpayer at that time. 
Definitions [ITAR 35]: “allowable capital loss’ —ITA 38(b), 248(1); “amended 
Act” —ITAR 8; “amount” — ITA 248(1); “Canada” —ITA 255, Interpretation Act 
35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “foreign affiliate’ — 
ITA 95(1), 248(1); “taxable capital gain” —ITA 38 (a), 248(1); “taxpayer? —ITA 
248(1). 


35.1 [Repealed under former Act] 


36. Application of paras. 107(2)(b) to (d) of amended 
Act — In computing the income of a taxpayer for the taxpayer’s 
1972 or any subsequent taxation year, paragraphs 107(2)(b) to (d) 
of the amended Act do not apply in respect of any property of a 
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trust distributed by the trust to the taxpayer at any time before the 
commencement of the taxpayer’s 1972 taxation year. 


Definitions [ITAR 36]: “amended Act” — ITAR 8; “property” — ITA 248(1); “taxa- 
tion year” —ITA 249; “taxpayer” —ITA 248(1); “trust” — ITA 104(1),'248(1), (3). 


37-39. [Repealed under former Act] 


40. (1) Payments out of pension funds, etc. — In the case of 
(a) a single payment ) 
(i) out of or under a superannuation or pension fund or plan 


(A) on the death, withdrawal or retirement from employ- 
ment of an employee or former employee, 


(B) on the winding-up of the fund or plan in full satisfac- 
tion of all rights of the payee in or under the fund or plan, 
or 


(C) to which the payee is entitled because of an amend- 
ment to the plan although the payee continues to be an 
employee to whom the plan applies, 


(ii) upon: retirement of an employee in recognition of long 
service and not made. out of or under a superannuation fund 
or plan, 


(111) under an employees profit sharing plan in full satisfac- 
tion of all rights of the payee in or under the plan, to the 
extent that the amount thereof would otherwise be included 
in computing the payee’s income for the year in which the 
payment was received, or 


(iv) under a deferred, profit.sharing plan on the death, with- 
drawal or retirement from, employment of an employee or 
former employee, to the extent that the amount thereof would 
otherwise be included in computing the payee’s income for 
the year in which the payment was received, 


(b) a payment or payments made by an employer to an employee 
or former employee on or after retirement in respect of loss. of 
office or employment, if made in the year of retirement or within 
one year after that year, or 


(c) a payment or payments made as.a death benefit, if made in 
the year of death or within one year after that year, 


the payment or payments made in a taxation year ending after 1971 
and before 1974 may, at the option of the taxpayer by whom it is or 
they are received, be deemed not to be income of the taxpayer for 
the purpose of Part I of the amended Act, in which case the tax- 
payer shall pay, in addition to any other tax payable for the year, a 
tax on the payment or total of the payments equal to the proportion 
thereof that 


(d) the total of the taxes otherwise payable by the employee 
under that Part for the 3 years immediately preceding the taxa- 
tion year (before making any deduction under section 120, 121 
or 126 or subsection 127(3) of the amended Act), 


is of 
(e) the total of the employee’s incomes for those 3 years. 


(2) Employee not resident in Canada — Where a taxpayer has 
elected that a payment or payments of one of the classes described 
in paragraphs (1)(a) to (c) in respect of an employee or former em- 
ployee who was not resident in Canada throughout the whole of the 
3 years referred to in paragraph (1)(e) shall be deemed not to be 
income of the taxpayer for the purpose of Part I of the amended 
Act, the tax payable under this section is that proportion of the 
amount on which the tax is payable that 


(a) the total of the taxes that would have been payable by the 
employee under that Part for the 3 years referred to in paragraph 
(1)(e) (before making any deduction under section 120, 121 or 
126 or subsection 127(3) of the amended Act) if the employee 
had been resident in Canada throughout those years and the em- 
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ployee’s incomes for those years had been from sources in 
Canada, 


is of 
(b) the total of the employee’s incomes for those 3 years, 


and, in such a case, the election is not valid unless the taxpayer has 
filed with the election, a return of the employee’s incomes for each 
of the 3 years in the same form and containing the same information 
as the return that the employee, or the employee’s legal representa- 
tive, would have been required to file under that Part if the em- 
ployee had been resident in Canada in those years. 


(3) Determination of amount of payment — In determining 
the amount of any payment or payments made in a taxation year out 
of or under a superannuation or pension fund or plan, under a de- 
ferred profit sharing plan or as a retiring allowance that is deemed, 
for the purposes of this section, not to be income of the taxpayer by 
whom it is or they are received, there shall be subtracted from the 
amount of the payment or payments so. made 


(a) the total of all amounts deductible under paragraph 60(j) of 
the amended Act in computing the taxpayer’s income for that 
year; and 


(b) any amount deductible under paragraph 60(m) of the 
amended Act because of that payment or those payments in 
computing the taxpayer’s income for that year. 


(4) Idem — In determining the amount of any payment or pay- 
ments made in a taxation year as a death benefit that is deemed, for 
the purpose of this section, not to be income of the taxpayer by 
whom it is or they are received, there shall be subtracted from the 
amount of the payment or payments so made any amount deductible 
under paragraph 60(m) of the amended Act because of that payment 
or those payments in computing the taxpayer’s income for that year. 


(5) Maximum amount for election — For the purpose of deter- 
mining the amount of any payment or payments of one or more of 
the classes described in subsection (1) made in a taxation year that 
may be deemed, for the purposes of this section, not to be income 
of the taxpayer by whom it is or they are received, the maximum 
amount in respect of which an election may be made by the tax- 
payer under subsection (1) for the taxation year in respect of such 
payment or payments is, 


(a) in the case of a payment or payments of a class described in 
subsection (1) made to the taxpayer on the death of an employee 
or former employee in respect of whom the payment or pay- 
ments are made, the amount of the payment or the total amount 
of the payments, as the case may be, minus any amount sub- 
tracted therefrom under subsection (3) or (4); 


(b) in the case of one or more single payments of a class de- 
scribed in subparagraph (1)(a)(1), (iii) or (iv), other than’a pay- 
ment described in paragraph (a) of this subsection, the lesser of 


(i) the amount of the payment or the total amount of the pay- 
ments, as the case may be, minus any amount subtracted 
therefrom under subsection’ (3), and 


(ii) the amount by which 


(A) the product obtained by multiplying $1,500 by the 
number of consecutive 12 month periods included in the 
period throughout which the taxpayer was a:member of 
any plan or plans described in subparagraph (1)(a)(), (iii) 
or (iv) (in this subsection referred to as a “retirement 
plan”), 


(I) out of or under which a payment was made to the 
taxpayer in the taxation year or a preceding taxation 
year ending after April 26, 1965, and 


(II) to which an employer of the taxpayer has made a 
contribution on behalf of the taxpayer, 
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exceeds 


(B) the total of all amounts each of which is an amount 
that, because of a payment to the taxpayer after April 26, 
1965, 


(I) out of or under a retirement plan to which the em- 
ployer referred to in subclause (A)(IL) made a contri- 
bution on behalf of the taxpayer, or 


(II) by the employer referred to in subclause (A)(ID), 


was deemed not to be income of the taxpayer for the purpose 
of Part I of the amended Act for a preceding taxation year 
because of an election made by the taxpayer under subsec- 
tion (1); and 
(c) in the case of a payment or payments of the class described 
in subparagraph (1)(a)(ii) or paragraph (1)(b),. other than a pay- 
ment described in paragraph (a) or (b) of this subsection, the 
lesser of 


(i) the amount of the payment or the total amount of the pay- 
ments, as the case may be, minus any amount subtracted 
therefrom pursuant to subsection (3), and 


(ii) the amount. by which 


(A) the product obtained by multiplying $1,000 by the 
number of years during which the taxpayer was an em- 
ployee of the employer who made the payment 


exceeds 
(B) the total of 


(1) the total of all amounts each of which is an amount 
that, because of a payment to the taxpayer after April 
26, 1965 by an employer referred to in clause (A) or a 
payment to the taxpayer after that date out of or under 
a retirement plan to which such an employer made a 
contribution on behalf of the taxpayer, was deemed 
not to be income of the taxpayer for the purpose of 
Part I of the amended Act for a preceding taxation 
year by reason of an election made by the taxpayer 
under subsection (1), and 


(Il) the total of all amounts each of which is an 
amount that, because of a payment to the taxpayer af- 
ter April 26, 1965 out of or under a retirement plan to 
which an employer referred to in clause (A) made a 
contribution on behalf of the taxpayer, may be 
deemed, by subsection (1), not to be income of the 
taxpayer for the purpose of that Part for the taxation 
year. 


(6) Idem — For the purpose of subsection (5), 


(a) where all or substantially all of the property used in carrying 
on the business of a person who was an employer of an em- 
ployee (in this subsection referred to as the “former employer’’) 


(i) has been purchased by a person who, because of the 
purchase, or 


(ii) has been acquired by bequest or inheritance, or because 
of an amalgamation (within the meaning assigned by section 
85I of the former Act), by a person who, by reason of the 
acquisition, 
became an employer of the employee, and who subsequently 
made a payment of a class described in paragraph (5)(c) in re- 
spect of the employee or former employee, the employee or for- 
mer employee shall be deemed to have been an employee of that 
employer throughout the period he or she was an employee of 
the former employer; and 


(b) a taxpayer may, in computing the number of years during 
which the taxpayer was a member of a superannuation or pen- 
sion fund or plan (in this subsection referred to as the “‘subse- 
quent plan”), include the number of years during which the tax- 
payer was a member of another plan (in this subsection referred 
to as the “former plan’) if the taxpayer had received an amount 
out of or under the former plan all or part of which amount was 
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deductible under paragraph 60(j) of the amended Act in comput- 
ing the taxpayer’s income for the taxation year in which the 
amount was received, because of the fact that.all or part of the 
amount, as the case may be, was paid by the taxpayer to or 
under the subsequent plan as described in clause 60(j)(i)(A) of 
the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952, as it read in its application to the 1978 and preceding 
taxation years. 


(7) Limitation — This section applies in respect of any payment or 
payments described in subparagraph (1)(a)(i) or (iv) made in a taxa- 
tion year ending after 1973, except that the amount of the payment 
or the total amount of the payments, as the case may be, shall be 
deemed to be the lesser of the amount thereof otherwise determined 
and the total of the amounts that the taxpayer would have received 
out of or under the plan described in subparagraph (1)(a)(i) or (iv), 
as: the case may be, if 


(a) the taxpayer had withdrawn from the plan on January 1, 


> 


(b) there had been no change in the terms and conditions of the 
plan after June 18, 1971 and before January 2, 1972; and 


(c) any term or condition of the plan that would, in the event that 
the taxpayer had withdrawn from the plan on January 1, 1972, 
have reduced the amount of any payment or payments that 
would, if the taxpayer remained a member of the plan for a spec- 
ified period of time after December 31, 1971, have been made to 
the taxpayer in respect of years ending before 1972 were not a 
term or condition of the plan. 


(8) Application rule — For the purposes of paragraphs (1)(d) and 
(2)(a), there may be deducted from the total referred to in those 
paragraphs 9% of the portion of that total that is attributable to the 
1974, 1975 or 1976 taxation year. 


Related Provisions [ITAR 40]: ITA 127.52(1)(j) — ITAR 40 ignored for minimum 
tax purposes. 

Definitions [ITAR 40]: “amended Act” —ITAR-8; “amount”, “business”, “‘death 
benefit” — ITA 248(1); “deferred profit sharing plan” —ITA 147(1), 248(1); “em- 
ployee” —ITA 248(1), ITAR 40(6); “employees profit sharing plan” —ITA 144(1), 
248(1); “employer”, “employment” — ITA 248(1); “former Act’ —ITAR 8; “former 
employer” —ITAR 40(6)(a); “former plan’ —ITAR 40(6)(b); “Income Tax Act, 
chapter 148 of the Revised Statutes of Canada, 1952” —ITAR 69; “legal representa- 
tive’ —ITA 248(1); “month” — Interpretation Act 35(1); “office”, “person”, “‘pro- 
perty” —ITA 248(1); “resident in Canada” — ITA 250; “retiring allowance” — ITA 
248(1); “subsequent plan” —ITAR 40(6)(b);. “taxation year” —ITA 249; “tax- 
payer” — ITA 248(1). 

Interpretation Bulletins [ITAR 40]: IT-281R2: Elections on single payments from a 
deferred profit-sharing plan (archived). 


Information Circulars [ITAR 40]: 74-21R: Payments out of pension and deferred 
profit sharing plans. 


41-48, [Repealed under former Act] 


49. (1) Tax deemed payable under amended Act — Where, 
because of section 40, any tax is payable in addition to or in lieu of 
any amount of tax payable under Part I of the amended Act for a 
taxation year, that tax shall be deemed to be payable under Part I of | 
the amended Act for that taxation year. 


(2) Application of section 13 — In applying section 13 to sec- 
tion 40, subsection 13(1) shall be read without reference to the 
words “subject to this Act and unless the context otherwise 
requires”. 


(3) Computation of tax deemed payable under amended 
Act — In computing, under section 40 of this Act or any of section 
39 and sections 41 to 48 of the Income Tax Act, chapter 148 of the 
Revised Statutes of Canada, 1952, any tax that is payable in addi- 
tion to or in lieu of any amount of tax payable under Part I of the 
amended Act by an individual for a taxation year, 


(a) a reference to section 120 of the amended Act does not in- 
clude a reference to paragraph 33(1)(a) of the former Act; and 
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(b) for the purposes of paragraph’ 33(1)(a) of the former Act and 

subsection 120(1) of the amended Act, all of the income of the 

individual for that or any preceding taxation year ‘shall be 

deemed to. have been income earned in the year in a province. 
Definitions [ITAR 49]: “amended Act” —ITAR 8; “amount” —ITA 248(1); “for- 
mer Act” — ITAR 8; “Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952” —ITAR 69; “individual” —ITA 248(1); “province” — Interpretation Act 
35(1); “taxation year” —ITA 249. 


50. (1) Status of certain corporations — For the purposes of 
the amended.Act, a corporation that was, throughout that portion of 
its 1972 taxation year that is in 1972, a private corporation, a Cana- 
dian-controlled private corporation ora public corporation shall ‘be 
deemed to have been throughout that taxation year a private corpo- 
ration, a Canadian-controlled private corporation or a public corpo- 
ration, as the case may be. 


(2) Election to be public corporation — For the purposes of 
the definition. “‘public. corporation” in. subsection 89(1) of. the 
amended Act, where at any particular time before 1973 a corpora- 
tion elected in the manner referred to in subparagraph (b)(i) of that 
definition to be a public corporation and at any time after 1971 and 
before the time’ of the election the corporation complied with the 
conditions referred to in that subparagraph, the corporation shall; 


(a) at such time after 1971 and before the particular time. as is 
specified in the election to be the effective date thereof, or 


(b) where no time described in paragraph (a) is specified i in the 
election to be the effective date thereof, at the particular time, 


be deemed to have elected in the manner referred to in that subpara- 
graph to bea public corporation and to have complied with ‘the con- 
ditions referred to therein. 


(3) Designation by Minister — For the purposes of the defini- 
tion “public corporation” in subsection 89(1) of the amended Act, 
where at any particular time before March 22, 1972 the Minister, by 
notice in writing to a corporation, designated the corporation to be a 
public corporation or not to be a public corporation, as the case may 
be, and at the time of the designation the corporation complied with 
the conditions referred to in subparagraph (b)(j) or (c)(i) of that def- 
inition, as. the case may be, the corporation shall, at such time as is 
specified by the Minister in the notice, be deemed 


(a) to have been designated by the Minister, by notice in writing 
to the corporation, to be a public corporation or not to be a pub- 
lic corporation, as the case may be; and 


(b) to have complied with the conditions referred to in subpara- 
graph (b)(i) or (c)(i) of that definition, as the case may be. 
Definitions [ITAR 50]: “amended Act”—ITAR 8; “Canadian-controlled private 
corporation” — ITA 125(7), 248(1); “corporation” —ITA 248(1), Interpretation Act 
35(1); “Minister” —ITA 248(1); “private corporation”, “public corporation’? — ITA 

89(1), 248(1); “taxation year” —ITA 249; “writing” — Interpretation Act 35(1). 


51-56.1 [Repealed under former Act] 


57. (1)-(8) [Repealed under former Act] 


(9) Capital dividend account — In computing a specified. per- 
sonal corporation’s capital dividend account at any time after the 
end of its 1972 taxation year, there shall be added to the total of the 
amounts described in paragraphs (a) and (b) of the definition “capi- 
tal dividend account” in subsection 89(1) of the amended Act the 
total of its net capital gains (within the meaning assigned by. subsec- 
tion 51(3) of the Income Tax Application Rules,. 1971, Part IM of 
Chapter 63, of the Statutes of Canada, 1970-71-72, as it read before 
October 29, 1985) for its 1972 taxation year and that proportion of 
the total of its incomes for that year, other than 
(a) any taxable capital gains of the corporation for the year from 
dispositions of property, and 
(b) any amounts that were, because of sBAécoidm 57(3) of the 
Income Tax Application Rules, 1971; Part Ill of chapter 63: of 
the Statutes of Canada, 1970-71-72, as it read before October 
29, 1985 or under the provisions of subsection 67(1) of the for- 
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mer Act that: applied because of subsection 57(12) of those 

Rules as it read before that date, required to be included in com- 

puting the income of the specified. personal corporation for its 
1972 taxation year, 


that the number of days in that portion of the 1972 taxation year 
that is in 1972 is of the number of days in the whole year. 


Related Provisions: ITAR 69 (meaning of “Income Tax.Application Rules, 1971, 
Part III of chapter 63 of the Statutes of Canada, 1970-71-72”). 


(10) [Repealed under former Act] 


(11) Meaning of “specified personal corporation” — For the 
purposes of this section, a corporation is a specified personal corpo- 
ration if 


(a) part of its 1972 taxation year was before and part thereof 
after the beginning of 1972; and 


’ (b) during the whole of the period beginning on the earlier of 
June 18, 1971 and the beginning of its 1972 taxation year and 
ending at the end of its 1972 taxation year, it was a personal 
‘corporation within the meaning assigned by section 68 of the 
former Act. 


(12) [Repealed under former Act] 


Definitions [ITAR 57]: “amended Act” —ITAR 8;.“ 
ada” —=ITA 255, Interpretation Act 35(1); “capital dividend” —ITA~ 83(2)—-(2.4), 
248(1); “capital gain” — ITA 39(1), 248(1); “corporation” —ITA 248(1), Interpreta- 
tion Act 35(1); “dividend” — ITA 248(1); “former Act” —ITAR 8; “Income Tax Ap- 
plication Rules, 1971” — ITAR 69; “property” — ITA 248(1); “specified personal cor- 
poration” —ITAR®™ 57(1 a “taxable ‘capital ‘gain’ —ITA 38(a), 248(1); “taxation 
year” —ITA 249, 


amount” — ITA 248(1); “Can- 


57.1 [Repealed under former ‘Act} 


58. (1) Credit unions — For the purpose of computing the in- 
come of a credit union for the 1972 and subsequent taxation years, 


(a) property of the credit union that is a bond, debenture, mort- 
gage or agreement of sale owned by it at the beginning of its 
1972 taxation year shall be valued at its actual cost to the credit 
union, 


(i):plus:a reasonable amount in respect of the amortization of 
the amount by which the principal amount of the property: at 
the time it was acquired by the credit union exceeds its actual 
cost to, the credit union, or 


(ii) minus a reasonable amount in respect of the amortization 
of the amount 'by which its actual cost to the credit union 
exceeds the principal amount of the DOPE, at the time it 
was acquired by the credit union; 


(b) property of the credit union that is a debt owing to the credit 
union (other than property described in paragraph (a) or a’ debt 
that became a bad debt before its 1972 taxation year) acquired 
by it before the beginning of its 1972 taxation year shall be val- 
ued at any time-at the amount thereof outstanding at that time; 


(c) any depreciable property acquired’ by the credit union in a 
‘taxation year ending before 1972 shall be deemed to have been 
acquired by it on the last day of its 1971 taxation year at a capi- 
tal cost equal to . 


(i) in the case of any building or automotive equipment 
owned by it on the last day of its.1971 taxation year, the 
amount, if any, by which the depreciable cost to the credit 
union of the building or.equipment, as the case may be, ex- 
ceeds the product obtained when the number of full taxation 
years in the period beginning on the first day of the taxation 
year following the. taxation year in which the building or 
equipment, as the case may be, was acquired by it and ending 
with the last day of its 1971, taxation year is multiplied. by, in 
the case of a building, 2'/2%, and in the case of equipment, 
15%, of its depreciable cost (and for the purposes of this, sub- 
paragraph, a capital improvement or capital addition to a 
building owned by a credit union shall be deemed not to be 
part of the building but to be a separate and distinct building 
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acquired by it, if the cost to the credit union of the improve- 
ment or addition, as the case may be, exceeded $10,000), 


(ii) in the case of any leasehold interest, the proportion of the 
capital cost thereof to the credit union (determined without 
regard to this subparagraph) that 


(A) the number of months in the period commencing with 
the first day of the credit union’s 1972 taxation year and 
ending with the day on which the leasehold interest 
expires 

is of 
(B) the number of months in the period beginning with 
the day on which the credit union acquired the leasehold 


interest and ending with the day on which the leasehold 
interest expires, and 


(iii) in the case of any property (other than a building, auto- 
motive equipment or leasehold interest) acquired by, the 
credit union after 1961, the amount, if any, by which the de- 
preciable cost to the credit union of such property exceeds 
the product obtained when the number of full taxation years 
beginning with the first day of the taxation year following the 
taxation year in which the property was acquired by it and 
ending with the last day of its 1971 taxation year is. multi- 
plied by '/2 the relevant percentage of the depreciable cost to 
the credit union of the property; and 


(d) the undepreciated capital cost to the credit union as of the 
first day of its 1972 taxation year of depreciable property of a 
prescribed class acquired by it before that taxation year is the 
total of the amounts determined under paragraph (c) to be the 
capital costs to it as of that day of all property of that class. 


(1.1) Exception — For the purpose of computing a capital gain 
from the disposition of depreciable property acquired by a credit 
union in a taxation year ending before 1972, the capital cost of the 
property shall be its capital cost determined without reference to 


paragraph (1)(c). 
(2)-(3.1) [Repealed under former Act] 


(3.2) Determination of maximum cumulative reserve at 
end of taxation year — Notwithstanding the definition “maxi- 
mum cumulative reserve” in subsection 137(6) of the amended Act, 
for the purposes of section 137 of the amended Act a credit union’s 
maximum cumulative reserve at the end of any particular year is the 
amount, if any, by which its maximum cumulative reserve at that 
time, determined under that definition without regard to this subsec- 
tion, exceeds the lesser of 


(a) its maximum cumulative reserve, determined under that defi- 
nition without regard to this subsection, at the end of its 1971 
taxation year, and 


(b) the amount, if any, by which its 1971 reserve exceeds the 
total of the amounts deemed by subsection 58(2) of the Income 
Tax Application Rules, 1971, Part Ill of chapter 63 of the Stat- 
utes of Canada, 1970-71-72, to have been deducted by it in com- 
puting its income for its 1971 taxation year. 


Related Provisions: ITAR 69 (meaning of “Jncome Tax Application Rules, 1971, 
Part III of chapter 63 of the Statutes of Canada, 1970-71-72”). 


(3.3) Idem — Notwithstanding subsection (3.2), where at any time 
after May 6, 1974 there has been an amalgamation (within the 
meaning assigned by section 87 of the amended Act) of two or 
more credit unions to form a new credit union, the maximum cumu- 
lative reserve of the new credit union shall be deemed to be the 
amount by which its maximum cumulative reserve, determined 
under the definition of that term in subsection 137(6) of the 
amended Act, exceeds the total of all amounts, if any, each of 
which is the lesser of the amounts referred to in paragraphs (3.2)(a) 
and (b) in respect of each of the predecessor corporations. 


(3.4) Idem — Notwithstanding subsection (3.2), where a credit 
union (in this subsection referred to as the acquirer) has, at any time 
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after May 6, 1974, acquired otherwise than by way of amalgama- 
tion all or substantially all of the assets of another credit union, the 
maximum cumulative reserve of the acquirer shall be the amount by 
which the acquirer’s maximum cumulative reserve, determined 
under the definition of that term in subsection 137(6) of the 
amended Act, exceeds the total of 


(a) the lesser of the amounts determined under paragraphs 
(3.2)(a) and (b) in respect of the acquirer, and 


(b) the lesser of the amounts determined under paragraphs 
(3.2)(a) and (b) in respect of the other credit union. 


(4), (4.1) [Repealed under former Act] 
(5) Definitions — In this section, 


“depreciable cost” to a credit union of any property means the ac- 
tual cost to it of the property or the amount at which it is deemed by 
subsection 13(7) of the amended Act to have acquired the property, 
as the case may be; 


“relevant percentage” in relation to a prescribed class of property 
is the percentage prescribed in respect of that class by any regula- 
tions made under paragraph 11(1)(a) of the former Act; 


“1971 reserve” of a credit union means the amount, if any, by 
which the total of all amounts each of which is 


(a) the amount of any money of the credit union on hand at the 
beginning of its 1972 taxation year, 


(b) an amount in respect of any property described in paragraph 
(1)(a) or (b), equal to the amount at which it is required by those 
paragraphs to be valued at the beginning of its 1972 taxation 
year, 


(c) an amount in respect of depreciable property of a prescribed 
class owned by the credit union on the first day of its 1972 taxa- 
tion year, equal to the amount determined under paragraph 
(1)(d) to be the undepreciated capital cost thereof to the credit 
union as of that day, or 


(d) an amount in respect of any capital property (other than de- 
preciable property) owned by the credit union at the beginning 
of its 1972 taxation year, equal to its cost to the credit union 
computed without reference to the provisions of section 26, 


exceeds the total of all amounts each of which is 


(e) the amount of any debt owing by the credit union or of any 
other obligation of the credit union to pay an amount, that was 
outstanding at the beginning of its 1972 taxation year, exclud- 
ing, for greater certainty, any share in the credit union of any 
member thereof, or 


(f) the amount, as of the beginning of the credit union’s 1972 
taxation year, of any share in the credit union of any member 
thereof. 


Definitions [ITAR 58}: “1971 reserve” —ITAR 58(5); “amended Act” —ITAR 8; 
“amount” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “capital 
gain” —ITA 39(1), 248(1); “capital property’ —ITA 54, 248(1); “corporation” — 
ITA 248(1), Interpretation Act 35(1); “credit union” — ITA 137(6), 248(1); “deprecia- 
ble cost’ —ITAR 58(5); “depreciable property’ —ITA 13(21), 248(1); “former 
Act” — ITAR 8; “Income Tax Application Rules, 1971” —ITAR 69; “month” — Jn- 
terpretation Act 35(1); “prescribed”, “principal amount”, “property” —ITA 248(1); 
“relevant percentage” —ITAR 58(5); “share” —ITA 248(1); “taxation year” —ITA 
249; “undepreciated capital cost” —ITA 13(21), 248(1). 


Interpretation Bulletins [ITAR 58]: IT-483: Credit unions (archived). 


59. (1) [Repealed under former Act] 


(2) Non-resident-owned investment corporation — In its 
application to the 1972 and subsequent taxation years of a corpora- 
tion, section 133 of the amended Act shall be read as if, in respect 
of such portion of any period described in the definition “non-resi- 
dent-owned investment corporation” in subsection 133(8) of that 
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Act as ended before the beginning of the corporation’s 1976 taxa- 
tion year, paragraph (a) of that definition were read as follows: © 


“(a) at least 95% of the total value of its issued shares, and all 
of its bonds, debentures and other funded’ indebtedness, were 


(i) beneficially owned by non-resident persons (other than 
any foreign affiliate of a taxpayer resident in Canada), 


(ii) owned by trustees for the benefit of non-resident per- 
sons or their unborn issue, or 


(iii) owned by a corporation, whether incorporated in Canh- 
ada or elsewhere, at least 95% of the total value of the is- 
sued shares of which and all of the bonds, debentures and 
other funded indebtedness of, which were beneficially 
owned by‘non-resident persons or owned by trustees for the 
benefit of non-resident persons or their unborn issue, or by 
two or more such corporations;”. 
Definitions [ITAR 59]: “amended Act” — ITAR 8; “Canada” — ITA 255, Interpre- 
tation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “foreign affili- 
ate” —ITA 95(1), 248(1); “non-resident”, “person” — ITA 248(1); “resident in, Can- 
ada” —ITA 250; “share” — ITA 248(1); “taxation year” — ITA 249; “taxpayer” — 
ITA 248(1). 


60. [Repealed under former Act] 


60.1 Taxes payable by insurer under Part IA of former 
Act — For the purposes of the description of F in the definition 
“surplus funds derived from operations” in subsection 138(12) of 
the amended Act, the reference in that. description’ to “this ‘Part’ 
shall be deemed to be a reference to “this Part and Part IA of the 
former Act’. 


Definitions [ITAR 60.1]: “amended Act” — ITAR 8: 


61. (1) Registered retirement savings plans — For the pur- 
poses of the definition “non-qualified investment’ in subsection 
146(1) of the amended Act, property acquired after June 18, 1971 
and before 1972 by a trust governed by a registered retirement sav- 
ings plan shall, if owned or held by the trust on January 1, 1972, be 
deemed to have been acquired by the trust on January 1, 1972. 


(2) [Not included in R.S.C. 1985] © ; 

Definitions [ITAR 61]: “amended. Act” — ITAR 8; “property” — ITA 248(1); “reg- 
istered retirement savings plan” — ITA 146(1), 248(1); “trust? — ITA 104(1), 248(1), 
(3). 


62. (1) Assessments — Subsections 152(4) ‘and: (5) of “the 
amended Act apply in respect of any assessment made after Decem- 
ber. 23,, 1971, except that subsection 152(5) of that Act does not 
apply in respect.of any such assessment _made.in consequence of a 
waiver filed with the Minister before December 23, 1971 in the 
form and within the time referred to in subsection 152(4) of that 
Act. 


(2) Interest — Subsections 161(1) and (2), 164(3) and (4); 202(5) 
and 227(8) ‘and (9) of the amended Act, subsection 183(2) of the 
Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, and subsection 195(1) of that Act as it read in its application 
in respect of dividends paid or received before ‘April'1, 1977, in so 
far as those subsections relate to the rate of interest payable there- 
under, apply in respect of interest payable in respect of any period 
after December 23, 1971. 


(3) [Repealed under former Act] 


(4) Objections to assessment — Subsection 165(3) of the 
amended Act applies in respect of any notice of objection served on 
the Minister after December 23, 1971. 


(5) Appeals — Division J of Part I of the amended Act applies in 
respect of any appeal or application instituted or made, as the case 
may be, after December 23, 1971. 


(6) Appeals to Federal Court — Any appeal to the Federal 
Court instituted} within 2 years after December 23, 1971 and in ac- 
cordance with Division J of Part I of the former Act and any rules 
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made thereunder (as those rules read immediately before December 
23, 1971); shall be deemed to have been instituted in the manner 
provided by the amended Act, and any document served on the 
Minister or a taxpayer in connection with an appeal so instituted in 
the. manner provided in that. Division, and those rules shall be 
deemed to have been served in the manner provided by the 
amended Act. 


Definitions [ITAR 62]: “amended Act” — ITAR 8; “assessment”, “dividend” — ITA 
248(1); “Federal Court” — Federal Courts Act s. 4; “former Act” — ITAR 8; “Income 
Tax Act; chapter 148 of the Revised. Statutes-of Canada, 1952” — ITAR..69; “Min- 
ister”, “taxpayer” — ITA. 248(1). 


63-64.3 [Repealed under former Act] 


65. [Repealed] 


History: S. 65 repealed by 2005, c. 30, s. 19, applicable to months that end after 2004. 
The section formerly read: 


65. (1) Part XI of amended Act — Where, at any particular time after June 18, 
1971 and before July 1, 1972, a taxpayer, described in section 205 of. the 
amended. Act has acquired a foreign property that was 


(a) a share of the capital stock of a corporation that would be a mutual fund 
corporation if paragraph 131(8)(a) of the amended ‘Act were read without 
reference: to the words “that was a public corporation”, 


(b) a unit of a trust that would be a mutual fund trust if subsection 132(6) of 
the amended Act were read without reference to paragraph 132(6)(c), or 


(c).an interest, as a beneficiary under a trust, in property held subject to the 
trust by a trust company incorporated under the laws of Canada or a prov- 
ince, if 


(i) throughout the 1971 taxation year of the trust, 


(A) all the property of the trust was held in trust for the benefit of 
not less than 20 beneficiaries, and 


(1) not less than 20 of the beneficiaries were taxpayers de- 
scribed in paragraph 205(a) or (c) of the amended Act; or 


(II) not less than 100 of the beneficiaries were taxpayers de- 
scribed in paragraph 205(b) of the amended Act, 


(B) not less than 80% of all the property of the trust consisted of 
shares, bonds, mortgages, marketable securities or cash, and 


(C) not more than 10% ofall the property of the trust consisted of 
shares, bonds, mortgages or other securities of any one corporation 
or debtor other than Her Majesty in right of Canada or of.a province 
or a Canadian municipality, — 


(ii) not less than 95% of the income of the trust for its 1971 taxation 
year was derived from investments described in clause (i)(B), 


(11) the total value of all such interests owned by all beneficiaries men- 
tioned in clause (i)(A)' to which any one employer has made or may 
make contributions did not exceed, at any time in the 1971 taxation year 
of the trust, 25% of the value of all the property of the trust at that time, 
and 


(iv) the total value of all such interests owned by all beneficiaries men- 
tioned in subclause (i)(A)1) to which any one taxpayer-has paid or may 
pay premiums does not exceed, at any time in the 1971 taxation year of 
the trust, 25% of the value of all the property of the trust: at that time, 


the. property shall, to the extent that the cost.to the taxpayer thereof does not 
exceed the amount, if any, by which the taxpayer’s foreign investment limit ex- 
ceeds the total of the costs to it of all foreign properties described in paragraphs 
(a) to (c) acquired by the taxpayer after June 18, 1971 and before the particular 
time, be deemed 


(d) for the purposes of Part XI of the amended Act, to have been acquired 
before June 19, 1971 and not to have been acquired after June 18, 1971, and 


(e) where the taxpayer was a. trust governed by a registered retirement sav- 
ings plan, notwithstanding the definition “qualified investment’ in subsec- 
tion 146(1) of the amended Act, to have been a qualified investment for the 
purposes of section 146 of that Act. 


(1.1) Idem — Where, at any particular time after October 13, 1971 and. before 
July 1, 1972, a taxpayer to whom Part XI of the amended Act applies has ac- 
quired a foreign property that was a share of the capital stock of a corporation 
that would be an investment corporation if subparagraph 130(3)(a)(i) of the 
amended Act were read without reference to the words “that was a public corpo- 
ration”; for the purposes of subsection (1) the share so acquired shall be deemed 
to be a share described in paragraph (1)(a). 


(2) Definition of “foreign investment. limit” — In subsection (1), “foreign in- 
vestment limit” of a taxpayer means the total of 


(a) the taxpayer’s income from property for its 1971 taxation year, 
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(b) where the taxpayer was, throughout its 1971 taxation year, a taxpayer 
described in paragraph 205(a) of the amended Act, all amounts each of 
which is such portion of any amount paid or contributed by any person to or 
under the plan in 1971 as was deductible in computing that person’s income 
for the 1971 taxation year under paragraph 11(1)(g) or (h) of the former Act, 
or as would have been deductible in computing that income under paragraph 
11(1)() of the former Act if that paragraph were read (except for the pur- 
poses of subparagraph 11(1)(i)(iii) of that Act) without reference to subpara- 
graph 11(1)(i)(i) of that Act, 


(c) where the taxpayer was, throughout its 1971 taxation year, a trust gov- 
erned by a registered retirement savings plan, all amounts each of which is 
such portion of any premium paid in 1971 by the annuitant under the plan as 
was deductible under subsection 79B(5) of the former Act in computing the 
annuitant’s income for the 1971 taxation year, and 


(d) where the taxpayer was, throughout its 1971 taxation year, a trust gov- 
erned by a deferred profit sharing plan, all amounts each of which is such 
portion of any amount paid by an employer to a trustee under the plan as was 
deductible under subsection 79C(7) of the former Act in computing the em- 
ployer’s income for the 1971 taxation year. 


(3) Foreign property acquired by registered retirement savings plan — 
Where, at any particular time after 1971 and before July 1, 1974, a trust goy- 
erned by a registered retirement savings plan acquired a foreign property de- 
scribed in paragraph (1)(a) or (b) or a foreign property that would be described in 
paragraph (1)(c) if the references in that paragraph to the “1971 taxation year” of 
the trust were read as references to the “1972:and 1973 taxation years” of the 
trust, the property shall, to the extent that the cost to the trust thereof did not 
exceed the amount, if any, by which the trust’s foreign reinvestment limit ex- 
ceeded the total of the cost to it of all such foreign properties so acquired by it 
after 1971 and before the particular time, be deemed 


(a) for the purposes of Part XI of the amended Act, to have been acquired 
before June 19, 1971 and not to have been acquired after June 18, 1971; and 


(b), notwithstanding the definition “qualified investment” in subsection 
146(1) of the amended Act, to have been a qualified investment for the pur- 
poses of section 146 of that Act. 


(4) Definition of “foreign reinvestment limit’? — In subsection (3), “foreign re- 
investment limit” of a trust governed by a registered retirement savings plan 
means such portion of the total of 


(a) the trust’s income from property for its 1972 and 1973 taxation years, 


(b) all amounts each of which is such portion of any premium paid by the 
annuitant under the plan as was deductible under subsection 146(5) of the 
amended Act in computing the annuitant’s income for the 1972 or 1973 tax- 
ation year, 


(c) all amounts each of which is a capital gains dividend (within the meaning 
assigned by subsection 131(1) of the amended Act) received by the trust in 
its 1972 or 1973 taxation year, and 


(d) 2 times the total of all amounts each of which is, because of subsection 
104(21) of the amended Act, deemed to be a taxable capital gain of the trust 
for its 1972 or 1973 taxation year, 


as was, under the terms and conditions of the plan as fixed on or before June 18, 
1971, required to be invested by the trust in foreign property described in para- 
graph (1)(a) or (b) or foreign property that would be described in paragraph 
(1)(c) if the references in that paragraph to the “1971 taxation year’ of the trust 
were read as references to the “1971 and 1972 taxation years” of the trust. 


(5) Shares of a mutual fund corporation received on amalgamation — 
Where, after May 25, 1976, there has been an amalgamation (within the meaning 
assigned by section 87 of the amended Act) of two or more mutual fund corpora- 
tions (each of which corporations is in this subsection referred to as a “predeces- 
sor corporation”) to form one corporate entity (in this subsection referred to as 
the “new corporation’’), and 


(a) any shareholder that is a taxpayer described in any of paragraphs 205(a), 
(b) or (c) of the amended Act owned shares of the capital stock of a prede- 
cessor corporation (in this subsection referred to as the “old shares”) on June 
18, 1971 and thereafter without interruption until immediately before the 
amalgamation, 


(b) any shares referred to in paragraph (a) were foreign property (within the 
meaning assigned by subsection 206(1) of the amended Act) immediately 
before the amalgamation, and 


(c) no consideration was received by the shareholder for the disposition of 
the old shares on the amalgamation, other than shares of the capital stock of 
the new corporation (in this subsection referred to as the “new shares”), 


notwithstanding any other provision of this Act or of the amended Act, for the 
purpose of subsection 206(2) of the amended Act, the taxpayer shall be deemed 
not to have acquired the new shares after June 18, 1971. 


Income Tax Application Rules 


All that portion of subsec. 65(5) following para. (a) substituted by 1994, c. 7, Sch. II 
(1991, c. 49), -s. 202, applicable to periods occurring after October 1985, That portion 
formerly read: 


(b) any shares referred to in paragraph (a) were foreign property (within the 
meaning assigned by subsection 206(2) of the amended Act) immediately 
before the amalgamation, and 


(c) no consideration was received by the shareholder for the disposition of 
the old shares on the amalgamation other than shares of the capital stock of 
the new corporation (in this subsection referred to as the “new shares’’), 


notwithstanding any other provision of this Act or the amended Act, for the pur- 
poses of subsection 206(1) of the amended Act, the taxpayer is deemed to have 
acquired the new shares prior to June 18, 1971. 


65.1 Part XV of amended Act — For greater certainty, 


(a) section 9 does not apply in respect of the repeal, by section | 
of chapter 63 of the Statutes of Canada, 1970-71-72, of Part V of 
the former Act and the substitution therefor, by that section, of 
Part XV of the amended Act, and 
(b) in its application in respect of any offence described in sub- 
section 239(1) of the amended Act that was committed before 
December 23, 1971, paragraph 239(1)(f) of the amended Act 
shall be read as follows: 
“(f) a fine of not less than $25 and not more than $10,000 
plus, in an appropriate. case, an amount not exceeding 
double the amount of the tax that should have been shown 
to be payable or that was sought to be evaded, or’. 


Definitions [ITAR. 65.1]: “amended Act”—ITAR 8; “amount”? —ITA 248(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “former Act’ —ITAR 8. 


66. (1) Part Il of former Act — For greater certainty, Part II of 
the former Act applies only in respect of elections made thereunder 
before 1972. 


(2) [Repealed under former Act]. 
Definitions [ITAR 66]: “former Act” —ITAR 8. 


67. (1)-(4). [Not included in R.S.C. 1985] 


(5) Prescription of unpaid amounts — Her Majesty in right of 
Canada is not liable, and no action shall be taken, for or in respect 
of any unrefunded instalment of tax paid under Part IID of the for- 
mer Act or any interest thereon where 
(a) a repayment date with respect to the instalment was pre- 
scribed by regulation and reasonable efforts were made thereaf- 
ter to locate the corporation or trust entitled to the refund; 
(b) at least 5 years have elapsed since publication in the Canada 
Gazette of the regulation referred to in paragraph (a); and 
(c) no claim whatever has been received by or on behalf of Her 
Majesty from the corporation or trust entitled to the refund. 


Definitions [ITAR 67]: “Canada” —ITA 255, Interpretation Act 35(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1); “former Act” — ITAR “8; “Her Maj- 
esty” — Interpretation Act 35(1); “prescribed”, “regulation” — ITA 248(1); “trust” — 
ITA 104(1), 248(1), (3). 


68. [Not included in R.S.C. 1985] 


PART Il — TRANSITIONAL CONCERNING 
THE 1985 STATUTE REVISION 


Origin of Part Il: R.S.C. 1985, c. 1 (Sth Supp.) (ss. 69-78). 


69. Definitions — In this Act and the Income Tax Act, unless the 
context otherwise requires, 


“Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952” means that Act as amended by section 1 of chapter 63 
of the Statutes of Canada, 1970-71-72, and by any subsequent Act 
that received royal assent before December, 1991; 


‘Income Tax Application Rules, 1971, Part IL of chapter 63 of 
the Statutes of Canada, 1970-71-72” means that Act as amended 
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by any subsequent Act that received royal assent ite December, 
1991. 


Befinitions [ITAR eth “Canada” — ITA 255, pled i gol Act 35(1). 


Application of the 1971 Acts and the Revised 
Acts 


70. Application of Income Tax Application Rules, 1971, 
1970-71-72, c. 63 — Subject to this Act and the Income Tax Act 
and unless the context otherwise requires, _ 


(a) sections 7 to 9 and 12 to 68 of the Income Tax Application 
Rules, 1971, Part Ill of chapter 63 of the Statutes of Canada, 
1970-71-72, apply with respect to taxation years that ended 
before December, 1991; and 


(b) section 10 of the Income Tax Application Rules, 1971, Part 

III of chapter 63 of the Statutes of Canada, 1970-71-72, applies 

with respect to amounts paid or credited before December, 1991. 
Definitions [ITAR 70]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpreta- 
tion Act 35(1); “Income Tax Application Rules, 1971” — ITAR 69; “taxation year” — 
ITA 249. 


71. Application of this Act — Subject to this Act and the Income 
Tax Act and unless the context otherwise requires, 


(a) sections 7 to 9 and 12 to 78 of this Act apply with respect to 
taxation years that end after November, 1991; and 


(b) section 10 of this Act applies with respect to amounts paid or 
credited after November, 1991. 
Definitions [ITAR 71]: “amount” —ITA 248(1); “taxation year’ —ITA 249. 
72. Application of Income Tax Act, R.S.C., 1952, c. 148 — 
Subject to this Act and the Income Tax Act and unless the context 
otherwise requires, the Income Tax Act, chapter 148 of the Revised 
Statutes of Canada, 1952, applies as follows: 


Pats ttt, So. LL TV, TV EN ova Ved, WIR VIL TX, 
X13, XI, XIL1, XII.2, X13 and XIV of that Act apply with 
respect to taxation years that ended before December 1991; 


(b) Part If of that Act applies with respect to dividends that be- 
came payable before December, 1991; 


(c) Parts X, X.1, X.2, XI, XI.1 and XI.2 of that Act apply with 
respect to calendar years that ended before December, 1991; 


(d) Part XIII of that Act applies with respect to amounts paid or 
credited before December, 1991; and 


(e) Parts XV, XVI and XVII of that Act apply before December, 
1991. 


History: ITAR 72(a) amended by 1994, c. 21, s. 119, deemed to have come into force 
on March 1, 1994. That para. formerly read: 
(a) Parts IJ, 1.1, 1.2, 1.3, 11.1, 1V,1V.1, V, VI, VL1, VI, VIM, [X, X13, XI, XII.2, 
XII.3 and XIV of that Act apply with respect to taxation years that ended before 
December, 1991; 


Definitions [ITAR 72]: “amount”, “dividend” —ITA 248(1); 
chapter 148 of the Revised Statutes of Canada, 1952” — ITAR 69; 
ITA 249. 


“Income Tax Act, 
“taxation year” — 


73. Application of Income Tax Act [R.S.C. 1985 (5th 
Supp.)] — Subject to this Act and the Income Tax Act and unless 
the context otherwise requires, the Income Tax Act applies as 
follows: 
(a) Parts I, 1.1, 1.2, 1.3, 01.1, IV, IV.1, V, VI, VI-1, VU, VII, IX, 
XI.3, XII, XI.1, XII.2, XII.3 and XIV of that Act apply with 
respect to taxation years that end after November 1991; 
(b) Part II of that Act applies with respect to dividends that be- 
come payable after November, 1991; 
(c) Parts X, X.1, X.2, XI, XI.1 and XI.2 of that Act apply with 
respect to calendar years that end after November, 1991; 
(d) Part XIII of that Act applies with respect to amounts paid or 
credited after November, 1991; and 
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(e) Parts XV, aN and XVII of that Act apply after November, 
199] ori 

History: ITAR 73(a) amended by 1994, c.21, s. 120, deemed to have come into force 

on March 1, 1994. That para. formerly read: 
(a) Parts I, 1.1, 1.2, 1.3, 11, IV, 1V.1, V, VI, VL.1, Vil, VIE, LX, X1.3, XU, XIf.2, 
XIL3 and XIV ‘of that Act aes with respect to taxation years that end after 
November, 1991; 

Definitions [ITAR 73]: “amount”, “dividend” — ITA 248(1); ‘ 

249. 


‘taxation year” —ITA 


Application of Certain Provisions 


74. Definition of “provision” — In sections 75 to 78, “provi- 
sion” means the whole or part of a provision. 


75. Continued effect of amending and application provi- 
sions — For greater certainty, where an enactment passed after 
1971 in amendment of the Income Tax Application Rules, 1971, 
Part IJ of chapter 63 of the Statutes of Canada, 1970-71-72, or of 
the Income Tax Act, chapter 148 of the Revised Statutes of Canada, 
1952, contains an amending, repeal, application or other provision 
that, immediately before the coming into force of the fifth supple- 
ment to the Revised Statutes of Canada, 1985, has any effect on, or 
in connection with, the application of either or both of those Acts, 
that provision has, on the coming into force of that supplement, the 
same effect on, or in connection with, the application of either this 
Act or the Income Tax Act or both. 

Definitions [ITAR 75]: “Canada” — ITA 255, Interpretation Act 35(1); “Income Tax 


Act, chapter 148 of the Revised Statutes of Canada, 1952”, “Income Tax Application 
Rules, 1971” — ITAR 69; “provision” — ITAR 74. 


76. Application of section 75 — Section 75 is applicable 
whether or not this Act or the Income Tax Act, as the case may be, 
contains, or contains the tenor of or any reference to, 


(a) the amending, repeal, application or other provision referred 
to in that section; or 


(b) any provision of the Income Tax Application Rules, 1971, 
Part III of chapter 63 of the Statutes of Canada, 1970-71-72, or 
the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952, expressed or intended to be the subject of or other- 
wise affected by that amending, repeal, application or other 
provision. 

Definitions [ITAR 76]: “Canada” — ITA 255, Interpretation Act 35(1); “Income Tax 


Act, chapter 148 of the Revised Statutes of Canada, 1952”, “Income Tax Application 
Rules, 1971” —ITAR 69; “provision” —ITAR 74. 


77. Continued effect of repealed provisions — For greater 
certainty, where a provision of the Income Tax Application Rules, 
1971, Part II of chapter 63 of the Statutes of Canada, 1970-71-72, 
or the Income Tax Act, chapter 148 of the Revised Statutes of Can- 
ada, 1952, was repealed at any time after 1971 but, immediately 
before the coming into force of the fifth supplement to the Revised 
Statutes of Canada, 1985, continues to be applied to any extent or 
otherwise to have any effect on, or in connection with, the applica- 
tion of either or both of those Acts, the repealed provision, on the 
coming into force of that supplement, continues to be so applied or 
to have that effect on, or in connection with, the application of ei- 
ther this Act or the Income Tax Act or both. 

Definitions [ITAR 77]: “Canada” — ITA 255, Interpretation Act 35(1); “Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952”, “Income Tax Application 
Rules, 1971” —ITAR 69; “provision” — ITAR 74. 


78. Application of section 77 — Section 77 is applicable 
whether or not this Act or the Income Tax Act, as the case may be, 
contains any reference to the repealed provision referred to in that 
section or to the subject-matter of that provision. 


Definitions [ITAR 78]: “provision” — ITAR 74. 


79. (1) Effect of amendments on former ITA — Where a pro- 
vision of an enactment amends the Income Tax Act or affects the 
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ITAR 
S. 79(1) 


application of the Income Tax Act and the provision applies to or 
with respect to a period, transaction or event to which the Income 
Tax Act, chapter 148 of the Revised Statutes of Canada, 1952, ap- 
plies, the Income Tax Act, chapter 148 of the Revised Statutes of 
Canada, 1952, shall be read as if it had been amended or its applica- 
tion had been affected by the provision, with such modifications as 
the circumstances require, to the extent of the provision’s applica- 
tion to or with respect to that period, transaction or event. 


(2) Effect of amendments on former ITAR — Where a provi- 
sion of an enactment amends this Act or affects the application of 
this Act and the provision applies to or with respect to a period, 
transaction or event to which the /ncome Tax Application Rules, 


Income Tax Application Rules 


1971, Part Ill of chapter 63 of the Statutes of Canada, 1970-71-72, 
apply, the Income Tax Application Rules, 1971, Part Ul of chapter 
63 of the Statutes of Canada, 1970-71-72, shall be read as if they 
had been amended or their application had been affected by the pro- 
vision, with such modifications as the circumstances require, to the 
extent of the provision’s application to or with respect to that pe- 
riod, transaction or event. 

History: ITAR 79 added by 1994, c. 21, s. 121, deemed to have come into force on 
March 2, 1994. 


Definitions [ITAR 79]: “Canada” — ITA 255, Interpretation Act 35(1); “Income Tax 
Act, chapter 148 of the Revised Statutes of Canada, 1952”, “Income Tax Application 
Rules, 1971” — ITAR 69. 
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INCOME TAX REGULATIONS 
CONSOLIDATED REGULATIONS OF CANADA, CHAPTER 945 
(CONSOLIDATED AS OF DECEMBER 31, 1977) 
PROCLAIMED IN FORCE AUGUST 15, 1979, AS AMENDED TO FEBRUARY 4, 2011 


Notes: Editorial annotations have been added in square brackets to update references to the ITA where the numbering of the provision has changed as a result of the R.S.C. 1985, 
c. 1 (Sth Supp.) consolidation implemented in 1994: (See Reg. 700(1) as an example.) Editorial annotations have also been added in square brackets to indicate revised text per 
S.C. 2005, c. 38, s. 28, which states that the expressions are, “to be read” that way. (See Reg. 501 as an example.) 


1. Short title — 
Tax Regulations. 


“These Regulations may be cited as the Income 


2. Interpretation — In these Regulations, “Act”? means the In- 
come Tax Act. 


PART | — TAX DEDUCTIONS 


History: Part I was consolidated by the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada 
Gazette, Part II, August 8, 1979. 


100. Interpretation — (1) [Definitions] — In this Rava and in 
Schedule I, 


“employee” means any person receiving remuneration; 
“employer” means any person paying remuneration; 


“estimated deductions” means, in respect of a taxation year, the 
total of the amounts estimated to be deductible by an employee for 
the year under any of paragraphs 8(1)(f), (h), (h.1), (i) and Gj) of the 
Act and determined by the employee for the purpose of completing 
the form referred to in subsection 107(2); 


History: “Estimated deductions’ amended by P.C. 1994-372, subsec. 1(1), March 10, 
1994, Canada Gazette, Part I], March. 23, 1994, effective January 1, 1993. 


“Estimated deductions” amended by P.C. 1989-2105, subsec. 1(2), October 19, 1989, 


Canada Gazette, Part Il, November 8, 1989; effective July 1, 1988) 


“Estimated deductions” ‘substituted by P.C. 1983-1137, subsec. 1(1), April 14, 1983, 
Canada Gazette, Part II, April 27, 1983, effective from January 1, 1982. 


“Estimated deductions” added by P.C. 1980-3375, s. 1, December 11, 1980, Canada 
Gazette, Part Il, December. 24, 1980, in force January 1; 1981. 
“exemptions” — [Revoked] 


History: “Exemptions” revoked by P.C. 1989-2105, subsec. 1(1), October 19, 1989, 
Canada Gazette, Part II, November 8, 1989, effective July 1, 1988. 


Cl. (a)(ii)(E) of “exemptions” in subsec. 100(1) added by P.C. 1988-1105, s. 1, June 6, 
1988, Canada Gazette, Part II, June 22, 1988, applicable to 1987 et seq. 


Cl. (a)(ii)(B) of “exemptions” in subsec. 100(1) substituted by P.C. 1987-1478, s. 1, 
July 30, 1987, Canada Gazette, Part Il, August 19, 1987, effective from January 1, 
1986. 


Para. (b) of “exemptions” in subsec. 100(1) substituted by P.C. 1983-2717, subsec. 
1(1), September 1, 1983, Canada Gazette, Part Il, September 14, 1983, effective from 
January 1, 1983. 


Cls. 100(1)(a)Gi)(B), (C) of “exemptions” substituted by P.C. 1977-3520, December 
15, 1977, Canada Gazette, Part II, January 11, 1978, effective January 1, 1978. 


“pay period” includes 
(a) a day, 
(b) a week, 
(c) a two week period, 
(d) a semi-monthly period, 
(e) a month, 
(f) a four week period, 
(g) one tenth of a calendar year, or 


(h) one twenty-second of a calendar year; 


History: “Pay period’ added by P.C. 1981+1557, subsec. 1(1), June 11, 1981, Canada 
Gazette, Part II, June 24, 1981 effective commencing January 1, 1981. 


“personal credits” means, in respect of a particular taxation year, 
the greater of 


(a) the amount referred to in paragraph 118(1)(c) of the Act, and 


(b) the aggregate of the credits which the employee would be 
entitled to claim for the year under 


(i) subsections 118(1), (2) and (3) of the Act if the descrip- 
tion of A in those subsections were read as “is equal to one”, 


(ii) subsections 118.3(1) and (2) of the Act if the description 
of A in subsection 118.3(1) of the Act were readas “is equal 
to one” and if subsection 118.3(1) ofthe Act were read with- 
out reference to paragraph (c) thereof, 


(iii) ‘subsections 118:5(1) and 118.6(2) of the Act if subsec- 
tion 118.5(1) of the Act were read without reference to “the 
product obtained when the appropriate percentage for the 
year is multiplied by” and the description of A in ‘subsection 
118.6(2) of the Act were read.as “‘is equal to one’, and after 
deducting from the aggregate of the amounts determined 
under those subsections the excess over $3,000 of the aggre- 
gate of amounts that the employee claims to expect to receive 
in the year on account of a scholarship, fellowship or 
bursary, 


(iv) section 118.8 of the, Act if the formula A + B.- C in that 
section were read as 

(A +B)/C 
where 
A is the value of A in that section, 
Bis the value of B in that section, and 
C. is the appropriate percentage for the year. 
(v) section 118.9 of the Act if the formula A - B in section 
118.81. of the Act; were read as 

A/B 

where 
A is the value of A’ set out in that section, and 


B is the appropriate percentage for the year. 


History: The definition “personal credits” in subsec. 100(1) amended by P.C. 2001- 
1115, subsec. 1(1), June 14, 2001, Canada Gazette, Part II, July 4, 2001, applicable to 
2001 et seq. 


“Personal credits” substituted by P.C. 1994-372, subsec. 1(2), March 10, 1994, Canada 
Gazette, March 23, 1994, effective January 1, 1993. 


“Personal credits” added by P.C. 1989-2105, subsec. 1(3), October 19, 1989, Canada 
Gazette, November 8, 1989, effective July 1, 1988. 


“remuneration” includes any payment that is 
(a) in respect of 
(i) salary, or wages; or 


(ii) Commissions or other similar amounts fixed by reference 
to the volume of the sales made or the contracts negotiated 
(referred to as “commissions” in this Part), 


paid to an officer or employee or former officer or employee, 


(a.1) in respect of an employee’s gratuities required under pro- 
vincial legislation to be declared to the employee’s employer, 


1719 


on 
a 
fe) 
= 
a 
> 
Da 
® 
cc 


Reg. 
S. 100(1) rem 


(b) a superannuation or pension benefit (including an annuity 
payment made pursuant to or under a superannuation or pension 
fund or plan), 


(b.1) an amount of a distribution out of or under a retirement 
compensation arrangement, 


(c) a retiring allowance, 
(d) a death benefit, 
(e) a benefit under a supplementary unemployment benefit plan, 


(f) a payment under a deferred profit sharing plan or a plan re- 
ferred to in section 147 of the Act as a “revoked plan’, reduced, 
if applicable, by amounts determined under subsections 
147(10.1), (11) and (12) of the Act, 


(g) a benefit under the Employment Insurance Act, 


Possible Future Amendment — Reg. 
100(1 )“remuneration”(g) 
Application: It is expected that a paragraph similar to para. (g) will be added for 
benefits from the Quebec Parental Insurance Plan, which are subject to withholding 
parallel to that for een Insurance benefits. See asia gst and 
153(1){d.1). 


(h) an amount that is deqditiel by paragraph 56(4)¢e) of the Act 
to be included in computing a taxpayer’s income, except the 
portion of the amount that relates to child care expenses and tui- 
tion costs, 


(i) a payment made during the lifetime of an annuitant referred 
to in the definition “annuitant” in subsection 146(1) of the Act 
out of or under a registered retirement savings plan of that annu- 
itant, other than 


(i) a periodic annuity payment, or 
(ii) a payment made by a person who has reasonable grounds 
to believe that the payment may be deducted under subsec- 
tion 146(8.2) of the Act in computing the income of any 
taxpayer, 
(j) a payment out of or under a plan referred to in subsection 
146(12) of the Act as an “amended plan” other than 


(i) a periodic annuity payment, or 
(ii) where paragraph 146(12)(a) of the Act applied to the plan 


after May 25, 1976, a payment made in a year subsequent to 
the year in which that paragraph applied to the plan, or 


(j.1) a payment made during the lifetime of an annuitant referred 
to in the definition “annuitant” in subsection 146.3(1) of the Act 
under a registered retirement income fund of that annuitant, 
other than a particular payment to the extent that 


(i) the particular payment is in respect of the minimum 
amount (in this paragraph having the meaning assigned by 
subsection 146.3(1) of the Act) under the fund for a year, or 


(ii) where the fund governs a trust, the particular payment 
would be in respect of the minimum amount under the fund 
for a year if each amount that, at the beginning of the year, is 
scheduled to be paid after the time of the particular payment 
and in the year to the trust under an annuity contract that is 
held by the trust both at the beginning of the year and at the 
time of the particular payment, is paid to the trust in the year, 


(k) a benefit described in section 5502, 


(1) an amount as, on account or in lieu of payment of, or in satis- 
faction of, proceeds of the surrender, cancellation or redemption 
of an income-averaging annuity contract, 


(m) in respect of an amount that can reasonably be regarded as 
having been received, in whole or in part, as consideration or 
partial consideration for entering into a contract of service, 
where the service is to be performed in Canada, or for an under- 
taking not to enter into such a contract with another party, or 


(n) a payment out of a registered education savings plan other 
than 


(i) a refund of payments, 
(ii) an educational assistance payment, or 


Income Tax Regulations 


(iii) an amount, up to $50,000, of an accumulated income 
payment that is made to a subscriber, as defined in subsec- 
tion 204.94(1) of the Act, or if there is no subscriber at that 
time, that is made to a person that has been a spouse or com- 
mon-law partner of an individual who was a subscriber, if 


(A) that amount is transferred to an RRSP in which the 
annuitant is either the recipient of the payment or the re- 
cipient’s spouse, and 

(B) it is reasonable for the person making the payment to 
believe that that amount is deductible for the year by the 
recipient of the payment within the limits provided for in 
subsection 146(5) or (5.1) of the Act: 


History: The opening words of para. (i) of the definition “remuneration” in subsec. 
100(1) amended to replace “subparagraph 146(1)(a)(i)” with “the definition “annuitant” 
in subsection 146(1)” by P.C. 2001-1115, subsec. 1(2), June 14, 2001, Canada Gazette, 
Part II, July 4, 2001, applicable to 2001 et seq. 
The word “spouse” replaced with “spouse or common-law partner” in subpara. (n)(iii) 
of the definition “remuneration” in subsec. 100(1), by P.C. 2001-957, para. 14(a), May 
31, 2001, Canada Gazette, Part II, June 20, 2001, applicable to 2001 et seq., except that 
if a taxpayer anda person have jointly elected pursuant to s. 144 of the Modernization 
of Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 
taxation year, the amendment applies to the taxpayer and the person in respect of the 
applicable taxation year et seq. 
Para. (j.1) of “remuneration” amended by P.C. 2000-184, s. 1, February 17, 2000, Can- 
ada Gazette, Part I], March 1, 2000, applicable to 1998 et seq. 
Para. (n) of “remuneration” added by P.C. 1998-2275, s. 1, December 16, 1998, Can- 
ada Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 
Paras. (g) and (h) of “remuneration” amended by P.C. 1998-2270, subsec. 1(1), De- 
cember 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 
Para. (a.1) of “remuneration” added by P.C. 1998-654, subsec. 1(2), April 23, 1998, 
Canada Gazette, Part Il, May 13, 1998, applicable after 1997. 
Para. (k) of “remuneration” amended by P.C. 1995-1023, s. 1, June 23, 1995, Canada 
Gazette, Part II, July 12, 1995, applicable to benefits paid after October 1991. 
Para. (i) of “remuneration” substituted by P.C. 1991-2540, s. 1, December 16, 1991, 
Canada Gazette, Part II, January 15, 1992, applicable in respect of payments made 
after 1990. 
Para. (b.1) of “remuneration” added by P.C. 1989-379, s. 1, March 9, 1989, Canada 
Gazette, Part II, March 29, 1989, applicable in respect of amounts paid after March 27, 
1987. 
Subparas. (i)(i) and (j)(i) of “remuneration” substituted and para. (j.1) added by P.C. 
1987-2250, s. 1, November 6, 1987, Canada Gazette, Part Il, November 25, 1987. 
Para. (m) of “remuneration” added by P.C. 1986-1345, s. 1, June 5, 1986, Canada 
Gazette, Part II, June 25, 1986, applicable to payments made after June 30, 1986. 
Paras. (a), (h) and (k) of “remuneration” substituted by P.C. 1983-1137, subsecs. 1(2) 
to (4), April 14, 1983, Canada Gazette, Part Il, April 27, 1983; para. (a) effective from 
March 30, 1983; para. (h) effective from August 2, 1982; para. (k) applicable’ with 
respect to benefits paid after 1981, except that in its application to payments made after 
November 12, 1981 in respect ofa termination of an office or employment that oc- 
curred on or before that date para. (k) shall be read as follows: 

“(k) a termination payment, or” 
Para. (a) of “remuneration” substituted by P.C. 1980-3375, s. 1, December 11, 1980,- 
Canada Gazette, Part Il, December 24, 1980, in force January 1, 1981. 
Paras. (i), (j) of “remuneration” substituted by P.C. 1980-3209, s. 1, November 27, 
1980, Canada Gazette, Part Il, December 10, 1980. 
Para. (i) of “remuneration” added, para. (j) (formerly (i)) substituted, and para. (j) re- 
numbered (1) (as amended by P.C. 1980-2226, s. 1, August 27, 1980, Canada Gazette, 
Part II, September 10, 1980) by P.C. 1980-1735, s. 1, June 26, 1980, Canada Gazette, 
Part II, July 9, 1980, effective commencing June 30, 1978. : 
Para. (k) of “remuneration” added by P.C. 1980-1366, May 22, 1980, Canada Gazette, 
Part Ii, June 11, 1980. 
Para. 100(1)(i) of “remuneration” substituted by P.C. 1978-1038, s. 1, April 6, 1978, 
Canada Gazette, Part II, April 26, 1978. 
Para. (f) of “remuneration” substituted, paras. (h) to (j) of “remuneration” added by 
P.C. 1977-3520, December 15, 1977, Canada Gazette, Part Il, January 11, 1978, effec- 
tive January 1, 1978, para. (h) effective March 1, 1978. 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance. 


“total remuneration” means, in respect of a taxation year, the total 
of all amounts each of which is an amount referred to in paragraph 
(a) or (a.1) of the definition “remuneration”. 


History: “Total remuneration” amended by P.C. 1998-654, subsec. 1(1), April 23, 
1998, Canada Gazette, Part Il, May 13, 1998, applicable after 1997. 
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“Total remuneration” added by P.C. 1980-3375, s. 1, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, in force. January 1, 1981. 


(2) [Indexing] — Where the amount of any credit referred to in 
paragraph (a) or (b) of the definition “personal credits” in subsec- 
tion (1) is subject to an annual adjustment under section 117.1 of 
the Act, such amount shall, in a particular taxation year, be subject 
to that annual adjustment. 

History: Subsec. 100(2) amended to replace “subparagraph (a)(i) or (ii)”” with “para- 
graph (a) or (b)” by P.C. 2001-1115, subsec. 1(3), June 14; 2001, Canada:Gazette, Part 
II, July 4, 2001, applicable to 2001 et seq. 


Subsec. 100(2) amended by P.C. 1989-2105, subsec. 1(4), October 19, 1989, Canada 
Gazette, November 8, 1989, effective July 1, 1988. 


Subsec. 100(2) substituted by P.C. 1983-2717, subsec. 1(2), September 1, 1983, Can- 
ada Gazette, Part II, September 14, 1983, effective from January 1, 1983. 


Subsec. 100(2) substituted by P.C. 1981-1557, subsec. 1(2), June ‘11, 1981, Canada 
Gazette, Part Il, June 24, 1981, effective commencing January 1, 1981: 


(3) [Amounts excluded from base for withholding] — For 
the purposes of this Part,’ where an employer deducts or withholds 
from a payment of remuneration to an employee one or more 
amounts each of which is 


(a) a contribution to.or under a registered, pension fund or plan, 


(b) dues described in subparagraph 8(1)(i)(iv), (v) or (vi) of the 
Act paid on account of the employee, 


(b.1) a contribution by the employee under subparagraph 
8(1)(m.2) of the Act, 


(c) a premium under a registered retirement savings plan, to the 
extent that the employer believes on reasonable grounds that the 
premium is deductible under paragraph 60(j.1) or subsection 
146(5) or (5.1) of the Act in computing the employee’s income 
for the taxation year in which the payment of remuneration is 
made,..or 


(d) an amount that is deductible under paragraph 60(b) of the 
Act, 


the balance remaining after deducting or withholding this amount, 
as the case. may,be, shall be deemed to be the amount of that pay- 
ment of remuneration. 


Related Provisions: Reg. 100(3.1) — Northern Canada residents. 


History: Paras. 100(3)(c) and (d) amended by P.C. 2001-1053, subsec. 1(1), June 7, 
2001, Canada Gazette, Part II, June 20, 2001. 


Para. 100(3)(b.1) added and (d) amended by P:C. 1997-1471, subsecs. 1(1) and (2), 
October 9, 1997, Canada Gazette, Part II, October 29, 1997; applicable beginning on 
May 1, 1997. 


Paras. 100(3)(c) and (d) added by P.C. 1994-372, subsec.)1(3), March 10, 1994, Can- 
ada Gazette, Part Il, March 23, 1994, effective January 1, 1993. 


Subsec. 100(3) substituted by P.C. 1989-2105, subsec. 1(5), October 19, 1989, Canada 
Gazette, Part Il, November 8, 1989, effective July 1, 1988. 

Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance. 


I.T. Technical News: 19 (Retiring allowances — clarification to Interpretation Bulle- 
tin IT-337R3 — (d): Deductions at source. 


(3.1) [Northern residents’ deduction] — For the purposes. of 
this Part; where an employee has claimed a deduction for a taxation 
year under paragraph 110.7(1)(b) of the Act as shown on the return 
most recently filed by the employee with the employee’s employer 
pursuant to subsection 227(2) of the Act, the amount of remunera- 
tion otherwise determined, including the amount deemed by subsec- 
tion (3), to be the amount of that payment of remuneration, paid to 
the employee for a pay period shall be reduced by an amount equal 
to. the amount of the deduction divided by the maximum number of 
pay periods in the year in respect of the appropriate pay period. 


History: Subsec. 100(3.1) substituted by P.C. 1994-372, subsec. 1(4), March 10, 1994, 
Canada Gazette, Part II, March 23, 1994, effective January 1, 1993. 


Subsec: 100(3.1) added, by P.C. 1989-2105, subsec. 1(5), October 19, 1989, Canada 
Gazette, Part Il; November 8, 1989, effective July 1, 1988. 
(3.2) [Repealed] 


History: Subsec. 100(3.2) repealed by P.C. 2001-1053, subsec. 1(2), June 7, 2001, 
Canada Gazette, Part II, June 20, 2001. 
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Subsec. 100(3.2) added by P.C. 1997-1471, subsec. 1(3), October 9, 1997, Canada Ga- 
zette, Part II, October 29, 1997, applicable beginning on May 1, 1997. 


(4) [Establishment of the employer] — For the purposes of 
this Part, where an employee is not required to report for work at 
any establishment of the employer, he shall be deemed to report for 
work 


(a) in respect of remuneration that is salary; wages or commis- 
sions, at the establishment of the employer from which the re- 
muneration is paid; or 


(b) in respect of, remuneration other than salary, wages or com- 
missions, at the establishment of the employer in the province 
where the employee resides at the time the remuneration is paid 
but, if the employer does not have an establishment in that prov- 
ince at that time, he shall, for the purposes of this paragraph, be 
deemed to have an establishment in that province. 


History: Subsec. 100(4) substituted by P.C. 1980-3375, s. 1, December 11, 1980, Can- 
ada Gazette, Part II, December 24, 1980, in force January 1, 1981. 


(5) [LSVCC share purchase] — For the purposes: of this Part, 
where an employer deducts or withholds from a payment of remu- 
neration to an employee an amount in respect of the acquisition by 
the employee of an approved share, as defined in subsection 
127.4(1) of the Act, there shall be deducted from the amount deter- 
mined under paragraph 102(1)(e) or (2)(e), as the case may be, in 
respect of that payment the lesser of 


(a) $750, and 


(b) 15% of the amount deducted or withheld in respect of the 

acquisition of an approved share. 
History: The opening words of subsec. 100(5) amended by P.C. 2005-1133, s. 1, June 
7, 2005, Canada Gazette, Part II, June 29, 2005 to substitute “paragraph 102(1)(e) or 
(2)(e)” for “paragraph 102(1)(e) or (2)(f)”, applicable to 2001 -et seq. 
Subsec. 100(5) amended by P.C. 1998-2270, subsec. 1(2), December I0, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 
Subsec. 100(5) added by P.C.:1994-372, subsec. 1(5), March 10, 1994, Canada Ga- 
zette, Part Il, March 23, 1994, effective January 1, 1993. 
Definitions [Reg. 100]: “accumulated income payment” — ITA 146.1(1); “amount”, 
“annuity —ITA 248(1); “appropriate percentage” — ITA 248(1); “calendar, year” — 
Interpretation Act 37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “commis- 
sions” — Reg. 100(1)“remuneration’”’(a)(ii);. “common-law partner’ —ITA 248(1); 
“death benefit” — ITA 248(1); “deferred profit sharing plan” — ITA 147(1), 248(1); 
“educational assistance payment” —ITA 146.1(1); “employee”, “employer” — Reg. 
100(1); “income-averaging annuity contract” —ITA 248(1); “minimum amount” — 
ITA 146.3(1); “month” — Interpretation Act 35(1); “officer? —ITA 248(1); “pay pe- 
riod” — Reg. 100(1); “person” — ITA 248(1); “personal credits” — Reg. 100(1); “per- 
sonal or living expenses” — ITA 248(1); “province” — Interpretation Act 35(1); “re- 
fund of payments” — ITA. 146.1(1); “registered education savings plan” — ITA 
146.1(1), 248(1); “registered pension fund or plan” — ITA 248(1); “registered retire- 
ment income fund” —ITA 146.3(1), 248(1); “registered retirement savings plan” — 
ITA 146(1), 248(1); “remuneration” — Reg. 100(1); “retirement compensation ar- 
rangement’, “retiring allowance” — ITA 248(1); “salary, wages” —ITA 248(1)“salary 
or wages”; “share” —ITA 248(1); “subscriber” —ITA 146.1(1); “supplementary un- 
employment benefit plan” —ITA 145(1), 248(1); “taxation year’ — ITA 249; “tax- 
payer” — ITA 248(1); “trust? —ITA 104(1), 248(1), (3). 


101. Deductions and remittances — Every person who makes 
a payment described in subsection 153(1) of the Act in a taxation 
year shall deduct or withhold therefrom, and remit to the Receiver 
General, such amount, if any, as is determined i in accordance with 
rules prescribed in this Part. 


Related Provisions: ITA 227 — Obligations with respect to amounts withheld; Reg. 
Sch. I — Ranges of remuneration for Reg. 102(1)(c) and (d). 


History: S. 101 substituted by P.C. 1981-1557, s. 2, June 11, 1981, Canada Gazette, 
Part II, June 24, 1981, effective commencing January 1, 1981. 


Definitions [Reg. 101]: “amount”, “person”, “prescribed” — ITA 248(1); “taxation 
year’ —ITA 249. 


102. Periodic payments — (1) [Amount to be withheld] — 
Except as otherwise provided in this Part, the amount to be de- 
ducted or withheld by an employer 


(a) from:any payment of remuneration (in this subsection re- 
ferred to as the “payment’”) made to an employee in his taxation 
year where he reports for work at an establishment of the em- 
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ployer in a province, in Canada beyond the limits of any prov- 
ince or outside Canada, and 


(b) for any pay period: in which the payment is made» by the 
employer 
shall be determined for each payment in accordance with the fol- 
lowing rules: 


(c) an amount that is a notional remuneration for the year in re- 
spect of 


(i) a payment to the employee, and 


(ii) the amount, if any, of gratuities referred to in paragraph 
(a.1) of the definition “remuneration” in subsection 100(1) 


is deemed to be the amount determined by the formula 


AxB 
where 


A is the amount that is deemed for the purpose of this para- 
graph to be the mid-point of the applicable range of remuner- 
ation for the pay period, as provided in Schedule I, in which 
falls the total of 


(A) the payment referred to in subparagraph (i) made in 
the pay period, and 


(B) the amount of gratuities referred to in, subparagraph 
(ii) declared by the employee for the pay period, and 


B_ is the maximum number of such pay periods in that year; 


(d) if the employee is not resident in Canada at the time of the 
payment, no personal credits will be allowed for the purposes of 
this subsection and, if the employee is resident in Canada at the 
time of the payment, the employee’s personal credits for the 
year are deemed to be the mid-point of the range of amounts of 
personal credits for a taxation year as provided for in section 2 
of Schedule I; 


(e) an amount (in this subsection referred to as the “notional tax 
for the year”) shall be computed in respect of that employee by 


(i) calculating the amount of tax payable for the year, as if 
that amount were calculated under subsection 117(2) of the 
Act and adjusted annually pursuant to section 117.1 of the 
Act, on the amount determined in accordance with paragraph 
(c) as if that amount represented the employee’s amount tax- 
able for that year, 


and deducting the aggregate of 


(ii) the amount determined in accordance with paragraph (d) 
multiplied by the appropriate percentage for the year, 


(ii1) an amount equal to 


(A) the amount determined in accordance with paragraph 
(c) multiplied by the employee’s premium rate for the 
year under the Employment Insurance Act, not exceeding 
the maximum amount of the premiums payable by the 
employee for the year under that Act, 


multiplied by 
(B) the appropriate percentage forthe year, and 
(iv) an amount equal to 


(A) the product obtained when the difference between the 
amount determined in accordance with paragraph (c) and 
the amount determined under section 20 of the Canada 
Pension Plan for the year is multiplied by the employee’s 
contribution rate for the year under the Canada Pension 
Plan or under a provincial pension plan as defined in sub- 
section 3(1) of that Act, not exceeding the maximum 
amount of such contributions payable by the employee for 
the year under the plan, 


multiplied by 
(B) the appropriate percentage for the year; 


(f) the amount determined in accordance with paragraph (e) 
shall be increased by, where applicable, the tax as determined 
under subsection 120(1) of the Act; 
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(g) where the amount of notional remuneration for the year is 
income earned in the Province of Quebec, the amount’ deter- 
mined in accordance with paragraph (e) shall be reduced by an 
amount that is the aggregate of 


(i) the amount that is deemed to be paid under subsection 
120(2) of the Act as if there were no other source of income 
or loss for the year, and 


(ii) the amount by which the amount referred to in subpara- 
graph (1) is increased by virtue of section 27 of the Federal- 
Provincial Fiscal Arrangements Act; and 


(h) [Revoked] 
(i) the amount to be deducted or withheld shall be computed by 


(i) dividing the amount of the notional tax for the year by the 
maximum number of pay periods for the year in respect of 
the appropriate pay period, and 


(ii) rounding the amount determined under subparagraph (i) 
to the nearest multiple of five cents or, if. such amount is 
equidistant from two such multiples, to the higher multiple. 
Related Provisions: Reg. 100(4) — Where employee not required to report for work 
at an establishment of the employer; Reg. 102(5) — Commission employees — excep- 
tion; Reg. 102(6) — Exception for high-risk Canadian Forces and police income. 
History: Para. 102(1)(d) amended by P.C: 2001-1115, subsec. 2(1), June 14, 2001, 
Canada Gazette, Part II, July 4, 2001, applicable to 2001 et seq. 
Para. 102(1)(f) amended by the said P.C. 2001-1115, subsec. 2(2), applicable to 2001 er 
seq. 
Cl. 102(1)(e)(iii)(A) amended by P.C. 1998-2270, subsec. 2(1), December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 
Para. 102(1)(c) amended by P.C. 1998-654, s. 2, April 23, 1998, Canada Gazette, Part 
II, May 13, 1998, applicable after 1997. 
Subpara. 102(1)(g)(ii) amended by 1995, c. 17, subsec. 45(2), to substitute “Federal- 
Provincial Fiscal Arrangements. Act’ for “‘Federal-Provincial Fiscal Arrangements 
and Federal Post-Secondary Education and Health Contributions Act’, in force April 
1, 1996. 
Paras. 102(1)(d) and (e) substituted by P.C. 1994-372, subsecs. 2(1) and (2), March 10, 
1994, Canada Gazette, Part II, March 23, 1994, effective January 1, 1993. 
Cls. 102(1)(e)(iii)(A), (iv)(A) amended, para. (h) revoked by P.C. 1992-2347, subsecs. 
1(1) to (3), November 19, 1992, Canada Gazette, Part II, December 2, 1992, effective 
January 1, 1992. 
Cl. 102(1)(e)(iii)(A) amended by P.C. 1992-291, subsec. 1(1), February 20, 1992, Can- 
ada Gazette, Part II, March 11, 1992, effective as of July 1, 1991. 
Cl. 102(1)(e)Giv)(A) amended by P.C. 1991-1643, subsec. 1(1), September 5, 1991, 
Canada Gazette, Part II, September 25, 1991, effective January 1, 1991. 
Cl. 102(1)(e)(iv)(A) amended by P.C. 1991-732, subsec, 1(1), April 18, 1991, Canada 
Gazette, Part II, May 8, 1991, effective January 1, 1990. 
Para. 102(1)(c), subpara. (1)(f)(i), and that portion of para. (1)(g) preceding subpara. (i) 
amended by P.C. 1991-230, jsubsecs. 1(1) to (3), February 14, 1991, Canada Gazette, 
Part II, February 27, 1991, effective July 1, 1989. 


Subpara. 102(1)(e)(iv) amended by P.C. 1990-432, subsec. 1(1), March 8, 1990, Can- 
ada Gazette, Part II, March 28, 1990, effective January 1, 1989. 


Paras. 102(1)(d) to (i) substituted for 102(1)(d) to (g) by P.C, 1989-2105, subsec. 2(1), 
October 19, 1989, Canada Gazette, Part Il, November 8, 1989, effective July 1, 1988. 


Subpara. 102(1)(f)(iii) substituted by P.C. 1988-1041, subsec. 1(1), June 2,.1988, Can- 

ada Gazette, Part Il, June 22, 1988, effective commencing January 1, 1987. 

Subpara. 102(1)(g)(iii) substituted by P.C. 1988-1041, subséc. 1(2), June 2, 1988, Can- 

ada Gazette, Part Il, June’ 22, 1988, effective commencing January 1, 1988. 

Subpara. 102(1)(g)(iii) substituted by P.C. 1987-1478, subsec. 2(1), July 30, 1987, 

Canada Gazette, Part Il, August 19, 1987, effective from January 1, 1987. 

Subpara. 102(1)(f)(iii) substituted. by P.C. 1986-1345, subsec. 2(1), June'5, 1986, Can- 

ada Gazette, Part II, June 25, 1986, applicable to the 1986 taxation year. 

Cl. 102(1)(f)(iv)(A) substituted by P.C. 1986-1345, subsec. 2(2), June 5, 1986, Canada 

Gazette, Part Il, June 25, 1986, effective commencing January 1, 1981. 

Subpara. 102(1)(g)(iii) substituted by P.C. 1986-1345, subsec. 2(3), June 5, 1986, Can- 

ada Gazette, Part II, June 25, 1986, effective commencing January 1, 1986. 

Cl. 102(1)(f)(iv)(B) amended by P.C. 1985-1645, s. 1, May 16, 1985, Canada Gazette, 

Part II, May 29, 1985, effective from April 1,.1983. 

Subpara. 102(1)(g)(iii) substituted. by P.C. 1985-1645, May 16, 1985, subsec..2(1), 
Canada Gazette, Part Il, May 29, 1985, effective January 1, 1984 except that, in its 

application to the period from January 1, 1984 to December 31, 1984, references to 
“$12,470” shall be read as references to “$11,920”. 


Para. 102(1)(d) substituted by P.C. 1984-3916, December 6, 1984, Canada Gazette, 
Part II, December 26, 1984. 
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Para. 102(1)(d) substituted by P.C. 1984-3684; subsec: 1(1), November 15, 1984, Can- 
ada Gazette, Part Il, November 28, 1984, effective from January 1, 1984. 


Subpara. 102(1)(f)(ii1) substituted, subpara. 102(1)(f)(v) added by P.C. 1984-3684, sub- 
secs. 1(2) and (3), November 15, 1984, Canada Gazette, Part Il; November 28, 1984, 
effective from January 1, 1984. 


Subpara. 102(1)(f)G@) substituted by P.C. 1983-2717, subsec. 2(1), September 1, 1983, 
Canada Gazette, Part II, September 14, 1983, effective from January 1, 1983. 


All that portion of subpara. 102(1)(g)(iii) preceding clause (A) substituted by .P.C. 
1983-2717, subsec. 2(2), September 1, 1983, Canada Gazette, Part Il, September 14, 
1983, effective from January 1, 1983. 


Subparas. 102(1)(f)(i) to Gii) substituted by P.C., 1983-1137, s. 2, April 14, 1983, Can- 
ada Gazette, Part IL, April 27, 1983, effective from January 1, 1982. 


All that portion of subpara. 102(1)(g)(iii) preceding clause (A) substituted by P.C. 
1983-1137, subsec. 2(2), April 14, 1983, Canada Gazette, Part II, April 27, 1983, ef- 
fective from January 1, 1982. 


Subsecs. 102(1) substituted by P.C. 1981-1557, s. 3, June 11, 1981, Canada Gazette, 
Part II, June 24, 1981, effective January 1, 1981. 


Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 
1989-1204 (reduction in withholdings, for certain income related to Quebec). 


Forms: R102-J: Regulation 102 waiver application [for non-resident, employees. and 
employers]; R106: Regulation 102 waiver application — film industry; T4001: Em- 
ployers’ guide — payroll deductions and remittances [guide]. 


(2) [Commission employees] — Where an employee has 
elected pursuant to subsection 107(2) and has not revoked such 
election, the’ amount to be deducted or withheld by the employer 
from any payment of remuneration (in this subsection referred to'as 
the “payment’”’) that is 


(a) a payment in respect of commissions or is a combined pay- 
ment of commissions and salary or wages, or 


(b) a payment in respect of salary or wages where that employee 
receives a combined payment of commissions and salary or 
wages, 


made. to that employee in his taxation year where he. reports, for 
work at an establishment of the employer in a province, in Canada 
beyond the limits of any province or outside Canada, shall be deter- 
mined for each payment in accordance with the following rules: 


(c) an employee’s “estimated annual taxable income” shall be 
determined by using the formula 


A-B 
where 


A.-is the amount of that employee’s, total remuneration in re- 
spect of the year as recorded by the employee on the form 
referred to in subsection 107(2),:and 


B_ is the amount of that employee’s expenses in respect of the 
year as recorded by that employee on that form; 


(d) if the employee is not resident in Canada at the time of the 
payment, no personal credits will be allowed for the purposes of 
this subsection and if the employee is resident in Canada at the 
time of the payment, the employee’s personal credits for the 
year shall be the total claim amount as recorded by that em- 
ployee on the return for the year referred to in subsection 
107(1); 

(e) an amount (in this subsection referred: to as the “notional tax 
for the year’’) shall be calculated in respect of that employee by 
using the formula 


C-{(D+E+F)xG]+H-I 
where 


C is the amount of tax payable for the year, calculated as if that 
amount of tax were computed under subsection 117(2) of the 
Act and adjusted annually pursuant to section 117.1 of the 
Act, on the amount determined under paragraph (c) as if that 
amount represented the employee’s amount taxable for that 
year, 

D is the amount determined in accordance with paragraph. (d), 


E_ is the amount determined in the description of A in paragraph 
(c) multiplied by the employee’s premium rate for the year 
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under the Employment Insurance Act, not exceeding the 
maximum amount of the premiums payable by the employee 
for the year under that Act, 


F_ is the amount determined in the description. of A in paragraph 
(c) less the amount for the year determined under section 20 
of the Canada Pension Plan, multiplied by the employee’s 
contribution rate, for the year under that Act or under.a pro- 
vincial pension plan as defined in section 3. of that,Act, not 
exceeding the maximum amount of such contributions paya- 
ble by the employee for the year under the plan, 


G is the appropriate percentage for the year, 


H is, where applicable, the tax as determined under subsection 
120(1) of the Act, 


I. is, where the amount of total remuneration for the year is in- 
come eared in the Province of Quebec, an amount, equal to 
the aggregate of 


(i) the amount that would be deemed to have been paid 
under subsection 120(2) of the Act with respect to the em- 
ployee if the notional tax for the year for the employee 
were determined without reference to the elements H, I 
and J in this formula and if that tax were that employee’s 
tax payable under Part I of the Act for that, year, as if 
there were no other source of income or loss for the year, 
and 


(11) the.amount by which the amount referred to in subpar- 
agraph (i) is increased by virtue of section 27 of the Fed- 
eral-Provincial. Fiscal Arrangements Act; 


(f) the employee’s notional rate of tax for a year is calculated by 
dividing. the amount determined under paragraph (e) by the 
amount ‘referred to in*the description of A in paragraph (c) in 
respect of that employee and expressed. as a decimal fraction 
rounded to the nearest hundredth, or where the’ third digit is 
equidistant from two consecutive one-thousandths, to the higher 
thereof; 


(g) the amount to be deducted or withheld in respect of any pay- 
ment made to that employee shall be determined by multiplying 
the payment by the appropriate decimal fraction determined pur- 
suant to paragraph (f). . 


(h) [Repealed] 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 102(5)— 
Commission employees — exception. 


History: Paras. 102(2)(c). to (g) substituted for paras. (c) to (h), by P.-C. 2001-1115, 
subsec. 2(3), June 14, 2001, Canada Gazette, Part Ul, July 4, 2001, applicable to 2001 
et seq. 


The description of C in para. 102(2)(f) amended by P.C. 1998-2270, subsec. 2(2), De- 
cember 16, 1998, Canada Gazette, Part IJ, January 6, 1999, applicable to 1998 ef seq. 


Subpara. 102(2)(f)(ii) amended by. 1995, c. 17, subsec. 45(2), to substitute “Federal- 
Provincial Fiscal Arrangements Act” for ‘Federal-Provincial Fiscal Arrangements 
and Federal Post-Secondary Education and Health Contributions Act’, in force April 
11996) 


The description of B in subpara. 102(2)(d)(ii) and para. 102(2)(f) amended by P.C. 
1994-1370, subsecs. 1(1), (2), August 16, 1994, Canada Gazette, Part II, September 7, 
1994, 


Cl. 102(2)(d)()(B) amended by P.C. 1994-372, subsec. 2(3); March 10, 1994, Canada 
Gazette, Part Il, March 23, 1994, effective January 1, 1993. 


Subpara. 102(2)(d)(ii), paras. 102(2)(e), (f) and the opening words of (g) amended: by 
P.C. 1992-2347, subsecs. 1(4)—(6), November 19, 1992, Canada Gazette, Part Il, De- 
cember 2,' 1992, effective January 1, 1992. 


The description of B in subpara. 102(2)(d)(ii)' amended by P.C. 1992-291, subsec. 1(2); 
February 20, 1992, Canada Gazette, Part Il; March'11, 1992, effective as of July'1, 
1991. 


That portion of subpara. '102(2)(d)(ii) preceding the description of A, and the descrip- 
tions of C and E, amended by P.C. 1991-1643, subsecs. 1(2) to (4), September 5, 1991, 
Canada Gazette, Part II, September 25, 1991, effective January.1, 1991. 


That portion of subpara. 102(2)(d)(ii), preceding the. description of A, and the descrip- 
tions of C and E, amended by P.C, 1991-732, subsecs. 1(2) to (4), April 18, 1991, 
Canada Gazette, Part II, May 8, 1991, effective January 1, 1990. 


Cl. 102(2)(f)Gi)(A) amended by P.C. 1991-230, subsec. 1(4), February 14, 1991, Can- 
ada Gazette, Part II, February 27, 1991, effective July 1, 1989. 
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Subpara. 102(2)(d)(ii) amended by P.C. 1990-432, subsecs. 1(2) to (4), March 8, 1990, 
Canada Gazette, Part Il, March 28, 1990, to substitute the formula and the descriptions 
of C and E, effective January 1, 1989. 

Para. 102(2)(d) substituted, subparas. 102(2)(f)(i) to (iv) substituted for (i) to (v) by 
P.C. 1989-2105, subsecs. 2(2), (3), October 19, 1989, Canada Gazette, Part Il, Novem- 
ber 8, 1989, effective July 1, 1988. 

Subpara. 102(2)(f)(ii) substituted by P.C. 1988-1041, subsec. 1(3), June 2, 1988, Can- 
ada Gazette, Part II, June 22, 1988, effective commencing January 1, 1987. 


Subpara. 102(2)(f)(iii) substituted by P.C. 1986-1345, subsec. 2(4), June 5, 1986, Can- 
ada Gazette, Part II, June 25, 1986, applicable to the 1986 taxation year. 


Cl. 102(2)(f)(iv)(B) amended by P.C. 1985-1645, s. 1, May 16, 1985, Canada Gazette, 
Part II, May 29, 1985, effective from April 1, 1983. 

Subpara. 102(2)(d)(ii) substituted and .subpara. 102(2)(d)(iii) revoked, subpara. 
102(2)(f)(iii) substituted and subpara. 102(2)(f)(v) added by P.C. 1984-3684, subsecs. 
1(4)-(6), November 15, 1984, Canada Gazette, Part II, November 28, 1984, effective 
from January 1, 1984. 


Subpara. 102(2)(f)(i) substituted by P.C. 1983-2717, s. 3, September 1, 1983, Canada 
Gazette, Part Il, September 14, 1983, effective from January 1, 1983. 


Subparas. 102(2)(f)(i) to (iii) and cl. 102(2)(d)(i)(B) substituted by P.C. 1983-1137, 
subsecs. 2(3), (4), April 14, 1983, Canada Gazette, Part Il, April 27, 1983, effective 
from January 1, 1982. 


Remission Orders: Income Earned in Quebec Income Tax, Remission Order, P.C. 
1989-1204 (reduction in withholdings for certain income related to Quebec). 


(3) [Revoked] 


History: Subsec. 102(3) revoked by P.C. 1989-2105, subsec. 2(4), October 19, 1989, 
Canada Gazette, Part Il, November 8, 1989, effective July 1, 1988. 

Subpara. 102(3)(f)Gii) substituted by P.C. 1988-1041, subsec. 1(4), June 2, 1988, Can- 
ada Gazette, Part II, June 22,1988, effective commencing January 1, 1987. 

Subpara. 102(3)(a)(i1) substituted by P.C. 1987-1478, subsec. 2(2), July 30, 1987, Can- 
ada Gazette, Part II, August 19, 1987, effective from January 1, 1986. 

Subpara. 102(3)(f)(1ii) substituted by P.C. 1986-1345, subsec. 2(5), June 5, 1986, Can- 
ada Gazette, Part Il, June 25, 1986, applicable to the 1986 taxation year. 


Para. 102(3)(a) substituted by P.C. 1985-1645, May 16, 1985, subsec. 2(2), Canada 
Gazette, Part II, May 29, 1985, effective January 1, 1985. 


Para. 102(3)(d) substituted by P.C. 1985-1645, May 16, 1985, subsec. 2(3), petite 
Gazette, Part Il, May 29, 1985, effective January 1, 1985. 


Cl. 102(3)(f)(iv)(B) amended by P.C. 1985-1645, s. 1, May 16, 1985, Canada Gazette, 
Part II, May 29, 1985, effective from April 1, 1983. 


Subpara. 102(3)(d)(ii) substituted by P.C. 1984-3684, s. 1, November 15; 1984, Can- 
ada Gazette, Part Il, November 28, 1984, effective from January 1, 1984. 


Subpara. 102(3)(f)(iii) substituted and subpara. 102(3)(f)(v) added by P.C. 1984-3684, 
s. 1, November 15, 1984, Canada Gazette, Part Il, November 28, 1984, effective from 
January 1, 1984. 


Para. 102(3)(a) substituted by P.C. 1983-2717, subsec. 4(1), September 1, 1983, Can- 
ada Gazette, Part II, September 14, 1983, effective from January 1, 1983. 


Subpara. 102(3)(f)(i) substituted by P.C. 1983-2717, subsec. 4(2), September 1, 1983, 
Canada Gazette, Part Il, September 14, 1983, effective from January 1, 1983. 


Para. 102(3)(a) substituted by P.C. 1983-1137, subsec. 2(5), April 14, 1983, Canada 
Gazette, Part II, April 27, 1983, effective from January 1, 1982. 


Subparas. 102(3)(f)(i) to (iii) substituted by P.C. 1983-1137, subsec. 2(6), April 14, 
1983, Canada Gazette, Part Il, April 27, 1983, effective from January 1, 1982. 


Subsecs. 102(2), (3) substituted by P.C. 1981-1557, s. 3, June 11, 1981, Canada Ga- 
zette, Part Il, June 24, 1981, effective January 1, 1981. 


(4) [Revoked] 


History: Subsec. 102(4) revoked by P.C. 1981-1557, s. 3, June 11, 1981, Canada Ga- 
zette, Part II, June 24, 1981, effective January 1, 1981. 


(5) [Commission employees — exception] — Notwithstand- 
ing subsections (1) and (2), no amount shall be deducted or with- 
held in the year by an employer from a payment of remuneration to 
an employee in respect of commissions earned by the employee in 
the immediately preceding year where those commissions were pre- 
viously reported by the employer as remuneration of the employee 
in respect of that year on an information return. 


History: Subsec. 102(5) substituted by P.C. 1989-2105, subsec. 2(5), October 19, 
1989, Canada Gazette, Part Il, November 8, 1989, effective July 1; 1988. 


Subsec. 102(5) added by P.C. 1980-3375, s. 2, December 11, 1980, Canada Gazette, 
Part II, December 24, 1980, in force January 1, 1981. 


(6) Canadian Forces and police — exception — Despite sub- 
section (1), no amount shall be deducted or withheld in the year by 
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an employer from an amount determined in accordance with sub- 
paragraph 110(1)(f)(v) of the Act. 


History: Subsec. 102(6) added by P.C. 2005-1133, s. 2, June 7, 2005, Canada Gazette, 
Part II, June 29, 2005, applicable to 2004 er seq. 


Former subsec. 102(6) revoked by P.C. 1983-1137, subsec. 2(7), April 14, 1983, Can- 
ada Gazette, Part II, April 27, 1983, effective from January 1, 1982. 


Former subsec. 102(6) added by P.C. 1980-3375, s. 2, December 11, 
Gazette, Part Il, December 24, 1980, in force January 1, 1981. 


Definitions [Reg. 102]: “amount” — ITA 248(1); “amount taxable” — ITA 117(2); 
“appropriate percentage” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 
35(1); “commissions”, ore employer” — Reg. 100(1); “establishment of the 
employer” — Reg. 100(4); “estimated annual taxable income” — Reg. 102(2)(c); “esti- 
mated. deductions” — Reg. 100(1); “form” — Reg. 102(2)(c); “notional net remunera- 
tion for the year” —Reg. 102(2)(e); “notional tax for the year’ — Reg. 102(1)(e), 
102(2)(f); “pay period” — Reg. 100(1); “payment” — Reg. 102(1)(a), 102(2); “per- 
sonal credits’ — Reg. 100(1); “province” — Interpretation Act 35(1); “remunera- 
tion’’(a)(it) — Reg. 100(1); “resident in Canada” —ITA 250; “salary or wages” — 
ITA 248(1); “taxation year” —ITA 249; “total remuneration” — Reg. 100(1). 


1980, Canada 


ceed 


103. Non-periodic payments — (1) Where a payment in respect 
of a bonus or retroactive increase in remuneration is made by an 
employer to an employee whose total remuneration from the em- 
ployer (including the bonus or retroactive increase) may reasonably 
be expected not to exceed $5,000 in the taxation year of the em- 
ployee in which the payment is made, the employer shall deduct or 
withhold, in the case of an employee who reports for work at an 
establishment of the employer 


(a) in any province, 10 per cent, or 


(b) in Canada beyond the limits of any province or outside Can- 

ada, 15 per cent, 

(c)-(n) [Repealed] 
of such payment in lieu of the amount determined under section 
102. 
History: Paras. 103(1)(a) and (b) substituted for paras. (a) to (n) by P.C. 2001-1115, 
subsec. 3(1), June 14, 2001, Canada Gazette, Part Il, July 4, 2001, applicable to 2001 
et seq. 
Para. 103(1)(a), subparas. 103(4)(a)(i), (b)(i) and (c)(i), amended by P.C. 2000-1334, 
subsecs, 1(1), (7), (13) and (19), August 23, 2000, Canada Gazette, Part Il, September 
13, 2000, deemed to have come into force January 1, 2000. 
Paras. 103(1)(b), (d), (f), (h) and (k), subparas. 103(4)(a)(ii), (iv), (vi), (viii) and (xi), 
(b)(ii), (iv), (vi), (viii) and (xi), and (c)(ii), (iv), (vi), (viii) and (xi), amended by the 
said P.C. 2000-1334, subsecs. 1(2)—(6), (8)—(12), (14)-(18), (20)-(24), deemed to have 
come into force July 1, 2000. 
Paras. 103(1)(b), (f) and (g) amended by P.C. 1999-2205, subsecs. 1(1), (3), December 
16, 1999, Canada Gazette, Part II, January 5, 2000, effective from July 1, 1999. 
Para. 103(1)(d) amended by the said P.C. 1999-2205, subsec. 1(2), effective from Janu- 
ary 1, 1999. 
Para. 103(1)(m) added, and:(n) renumbered from (m), by the said P.C, 1999-2205, sub- 
sec. 1(4), effective from April 1, 1999. 


Para. 103(1)(j) amended by P.C., 1998-2271, subsec. 1(2), December 16, 1998, Canada 
Gazette, Part Il, January 6, 1999, effective from January 1, 1998. : 
Paras. 103(1)(a) to (d), (f) to (1) (Gj) as amended by subsec. 1(2)) amended by the said 
P.C. 1998-2271, subsecs. 1(1), (3), effective from July 1, 1998. ie Ree, 

Paras. 103(1)(c), (d) and (f) amended by P.C. 1997-1744, subsecs. 1(1), (2), November 
27, 1997, Canada Gazette, Part Il, December 10, 1997, effective from July 1, 1997. 


Paras. 103(1)(f) and (j) amended by P.C. 1997-290, subsecs. 1(1), (2), March 4, 1997, 
Canada Gazette, Part I], March 19, 1997, effective from January 1, 1997. 


Paras. 103(1)(f) and (i) amended by P.C. 1996-1557, subsecs. 1(1), (2), October 8, 
1996, Canada Gazette, Part Il, October 30, 1996, effective from July 1, 1996. 

Para. 103(1)(h) amended by P.C. 1996-500, subsec. 1(1), April 16, 1996, Canada Ga- 
zette, Part Il, May 1, 1996, effective commincing July 1, 1995. 

Paras. 103(1)(d), (f) and (k) amended by P.C. 1994-1370, subsecs. 2(1) to (3), August 
16, 1994, Canada Gazette, Part Il, September 7, 1994, effective from July 1, 1993. 
Paras. 103(1)(a) to (d) and (f) to (1) amended by P.C. 1994-372, subsecs. 3(1), (2), 
March 10, 1994, Canada Gazette, Part. Il, March 23, 1994, effective from. January 1, 
1993. 

Paras. 103(1)(a) to (d) and (f) to (1). amended by P.C., 1993-1552, July 21, 1993, Can- 
ada Gazette, Part II, August 11, 1993, effective from July 1, 1992. 

Para. 103(1)(b) amended by P.C. 1992-2347, subsec. 2(1), November 19, 1992, Can- 
ada Gazette, Part Il, December 2, 1992, effective January 1, 1992. 


Para. 103(1)(b) amended by P.C. 1992-291, subsec. 2(1), February 20, 1992; Canada 
Gazette, Part II, March 11, 1992; effective as of July 1, 1991. 
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Paras. 103(1)(c), (1) amended by P.C. 1991-1643, subsec. 2(1), September 5, 1991, 
Canada Gazette, Part Il, September 25, 1991, effective commencing January 1, 1991. 


Paras. 103(1)(a), (f) (g) amended effective January 1, 1990, (c), (1) amended effective 
July 1, 1990, by P.C. 1991-732, subsecs: 2(1) to (4), jacser 18, 1991, Canada Gazette, 
Part II, May 8, 1991. 


Paras. 103(1)(a) to (d) and (f) to (1) substituted by P.C. 1991-230, subsecs. 2(1) and (2), 
February 14, 1991, Canada Gazette, Part II, February 27, 1991, effective July 1, 1989. 


Paras. 103(1)(b), (f) and (i) substituted by P.C. 1990-432, subsecs.,2(1).to (3), March 8; 
1990, Canada Gazette, Part II, March 28, 1990, effective January 1, 1989. 


Paras. 103(1)(b), (d), (f), (i) substituted by P.C. 1989-2105, subsecs. 3(1).to (4), Octo- 
ber 19, 1989, Canada Gazette, Part II, November 8, 1989, effective July 1, 1988. 


Paras. 103(1)(i) and (j) substituted by P.C. 1988-1041, subsec. 2(1), June 2, 1988, Can- 
ada Gazette, Part Il, June 22, 1988, effective January 1, 1988. 


Paras. 103(1)(g) to (j) substituted by P.C. 1988-309, subsec. 1(1), February 25, 1988, 
Canada Gazette, Part Il, March 16, 1988, effective July 1, 1987. © 


Para. 103(1)(b) substituted by P.C. 1987-1478, subsec. 3(1), July 30, 1987, Canada 
Gazette, Part Il, August 19, 1987, effective January 1, 1987. 


Paras. 103(1)(a) to (d) and (f) to (1) substituted by P.C. 1987-827, subsecs. 1(1) and (2), 
April 30, 1987, Canada Gazette, Part Il, May 13, 1987, effective July 1, 1986. 


Paras. 103(1)(f) and (j) substituted by P.C. 1986-1345, subsecs. 3(1) and 3(2), June 5, 
1986, Canada Gazette, Part Il, June 25, 1986, effective January 1, 1986. 


Para. 103(1)(h) substituted by P.C, 1985-2956, subsec. 1(1), October 3, 1985, Canada 
Gazette, Part II, October 16, 1985, effective July 1, 1985. 


Paras. 103(1)(d), (i), (k) substituted by P.C. 1984-3684, subsecs. 2(1) to (3), November 
15, 1984, Canada Gazette, Part Il, November 28, 1984; effective January, 1, 1984. 


Paras. 103(1)(d) and (k) substituted by P.C. 1984-775, subsecs. 1(1) and (2), March 8, 
1984, Canada Gazette, Part Il, March 21, 1984, effective July 1, 1983. 


Paras. 103(1)(c) and (d) substituted by P.C. 1983-2717, subsec. 5(1), September 1, 
1983, Canada Gazette, Part Il, September 14, 1983, effective January 1, 1983: 


Paras. 103(1)(a), (c) and (d) substituted by P.C. 1983-1195, subsecs. 1(1) and 1(2), 
April 21, 1983, Canada Gazette, Part II, May 11, 1983, effective July 1, 1982. 


Paras. 103(1)(a) to (d), (f) to (1) substituted by P.C. 1983-1137, subsecs. 3(1) and 3(2), 
April 14, 1983, Canada Gazette, Part II, April 27, 1983, effective from January 1, 
1982. 


Paras. 103(1)(f), (h), (k)—-(m) substituted by P.C. 1981-1557, subsecs. 4(1)—(3), June 
11, 1981, Canada Gazette, Part II, June 24, 1981, paras. 103(1)(f), (h) in force July 1, 
1981, paras. 103(1)(k)-(m) effective January 1, 1981. 


Paras. 103(1)(b), (k) substituted by P.C. 1980-3375, s. 3, December 11, 1980, Canada 
Gazette, Part II, December 24, 1980, in force January 1, 1981. 


Para. 103(1)(b) substituted by P.C. 1980-2226, s..3, August 27, 1980, Canada Gazette, 
Part II, September 10; 1980, effective July 1, 1980. 


Para. 103(1)(j) substituted by P.C: 1979-2622, September 27, 1979, Canada’ Gazette, 
Part II, October 10, 1979, effective July 1, 1979. 


Paras. 103(1)(d), (h) substituted by P.C. 1979-1258, April 11, 1979, Canada Gazeite, 
Part II, May. 9, 1979, effective January 1, 1979. 


Para. 103(1)(h) substituted by P.C. 1978-2461, August 9, 1978, Canada Gazette, Part 
Il, August 23, 1978, effective July 1, 1978. 


Para. 103(1)(g) substituted by P.C. 1978-1585, May 11, 1978, Canada Gazette, Part II, 
May 24, 1978, effective March 1, 1978. 


Paras. 103(1)(d), (h), (k) substituted, para. 103(1)()) added, by P.C. 1978-1038, ‘April 6, 
1978, Canada Gazette, Part Il, April 26, 1978. 


Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 
1989-1204 (reduction in withholdings for certain income related to Quebec). 


(2) [Bonus] — Where a payment in respect of a bonus is. made by 
an employer to an employee whose total remuneration from the em- 
ployer (including the bonus) may reasonably be expected to exceed 
$5,000 in the taxation year of the employee in which the payment is 
made, the amount to be deducted or withheld therefrom by. the em- 
ployer is 

(a) the amount determined under section 102 in respect of an 

assumed remuneration equal to the aggregate of 


(i) the amount of regular remuneration paid by the employer 
to the employee in the pay period in which the remuneration 
is paid, and 

(ii) an amount equal to the bonus payment divided by the 
number of pay periods in the taxation year of the employee 
in which the payment is made 


Reg. 
S. 103(4) 


minus 
(b) the amount determined under section 102 in respect of the 
amount of regular remuneration paid by the employer to the em- 
ployee in the pay period 

multiplied. by 


(c) the number of pay periods in the taxation year of the em- 
ployee in which the payment is made. 


(3) [Retroactive pay increase] — Where a payment in respect 
of a retroactive increase in remuneration is made by an employer to 
an employee ‘whose total remuneration from the employer (includ- 
ing the retroactive increase) may reasonably be expected to exceed 
$5,000 in the taxation year of the employee in which the payment is 
made, the amount to be deducted or withheld therefrom by the em- 
ployer is — 
(a) the amount determined. under section 102 in respect of the 
new rate of remuneration 
minus 
(b) the amount determined under section 102 in respect of the 
previous rate of remuneration 
multiplied by |, 


(c) the number of pay periods in respect of which the i increase in 
remuneration is retroactive. 


(4) [Lump sum payment] — Subject to subsection (5), where a 
lump sum payment is made by an employer to an employee who is 
a resident of Canada, 


(a) if the payment does not exceed $5,000, the employer shall 
deduct or withhold therefrom, in the case of an employee who 
reports for work at an establishment of the employer 

(i) in Quebec, 5 per cent, 

(ii) in. any other province, 7 per cent, or 

(iii) in Canada beyond the limits of any province or outside 

Canada, 10 per cent, | 

(iv)-(xiv) [Repealed] 
of such payment in lieu of the amount determined under section 
102; 
(b) if the payment exceeds $5,000 but does not exceed $15,000, 
the employer shall deduct or withhold therefrom, in the case of 
an employee who reports for work at an establishment of the 
employer 

(i) in Quebec, 10 per cent, 

(ii) in any other province, 13 per cent, or 

(iii) in Canada beyond the limits of any province or outside 

Canada, 20 per cent, 

(iv)—-(xiv) [Repealed] 
of such payment in lieu of the amount determined under section 
102; and 
(c) if the payment exceeds. $15,000, the employer shall deduct or 
withhold therefrom, in the case of an employee who reports for 
work at an establishment of the employer 

(i) in Quebec, 15’ per cent, 

(ii) in any, other province, 20 per cent, or 

(111) in Canada beyond the limits of any province or outside 

Canada, 30 per cent, 

(iv)-(xiv) [Repealed] 
of such payment in lieu of the amount determined under section 
102. 


History: Subparas. 103(4)(a)(i) to (iii) substituted for subparas. (i) to (xiv), by’P.C. 
2001-1115, subsec. 3(2), June 14, 2001, Canada Gazette, Part I, July 4, 2001, applica- 
ble to 2001 et seq. 


Subparas. 103(4)(b)(i) to (iii) substituted for subparas. (i) to (xiv), by the said P.C. 
2001-1115, subsec. 3(3); applicable to 2001 et seq. 


Subparas. 103(4)(c)(i) to (iii) substituted for subparas. (i) to (xiv), by the said P.C. 
2001-1115, subsec. 3(4), applicable to 2001 et seq. 
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Reg. 
S. 103(4) 


Paras. 103(4)(a)(ii), (vi) and (vii), (b)(ii), (vi) and (vii), (c)(ii), (vi) and (vii), amended 
by P.C. 1999-2205, subsecs. 1(5), (7), (9), (11), (13) and (15), December 16, 1999, 
Canada Gazette, Part ll, January 5, 2000, effective from July 1, 1999. 


Paras. 103(4)(a)(iv), (b)(iv) and (c)(iv) amended by the said P.C. 1999-2205, subsecs. 
i(6), (10) and (14), effective from January 1, 1999. 


Paras. 103(4)(a)(xiii), (b)(xiii) and (c)(xiii) added, and (a)(xiv), (b)(xiv) and (c)(xiv) 
renumbered from (a)(xiii), (b)(xiii), and (c)(xiil), respectively, by the said P,C. 1999- 
2205, subsecs. 1(8), (12) and (16), effective from April 1, 1999. 


Subparas. 103(4)(a)(x), (b)(x) and (c)(x) amended by P.C. 1998-2271, subsecs. 1(5), 
(8) and (11), December \16, 1998, Canada Gazette, Part Il, January 6, 1999, effective 
from January 1, 1998. 

Subparas. 103(4)(a)(i) to (iv) and (vi) to (xii), 103(4)(b)G) to (iv) and vi) to (xii), and 
103(4)(c)(i) to (iv) and (vi) to (xii) amended by the said P.C. 1998-2271, subsecs. 1(4), 
(6), (7), (9), (10), and (12), effective from July 1, 1998. 

Subparas. 103(4)(a)(iii), (iv) and (vi), 103(4)(b)(iii), (iv) and (vi), and 103(4)(c)(iii), 
(iv) and (vi) amended by P.C. 1997-1744, subsecs. 1(3) to (8), November 27,.1997, 
Canada Gazette, Part Il, December 10, 1997, effective from July 1, 1997. 


Subparas. 103(4)(a)(vi), (a)(x), 103(4)(b)(vi), (b)(x), and subpara. 103(4)(c)(vi), (c)(x) 
amended by P.C. 1997-290, subsecs. 1(3) to (8), March 4, 1997, Canada Gazette, Part 
II, March 19, 1997, effective commencing January 1, 1997. 

Subparas. 103(4)(a)(vi), (a)(x), 103(4)(b)(vi), (b)(x), and subpara. 103(4)(c)(vi), (c)(x) 
amended by P.C. 1996-1557, subsecs. 1(3) to (8), October 8, 1996, Canada Gazette, 
Part II, October 30, 1996, effective commencing July 1, 1996. 


Subpara. 103(4)(a)(viii), subpara. 103(4)(b)(viii), and subpara. 103(4)(c)(viii), 
amended by P.C. 1996-500, subsecs. 1(2) to (4), April 16, 1996, Canada Gazette, Part 
II, May 1, 1996, effective commencing July 1, 1995, 


Subparas. 103(4)(a)(iv), (vi) and (xi), subparas. 103(4)(b)(iv), (vi) and (xi), subparas. 
103(4)(c)(iv), (vi) and (xi), amended by P.C. 1994-1370, subsecs. 2(4) to (12), August 
16, 1994, Canada Gazette, Part Il, September 7, 1994, effective from July 1, 1993. 


Subparas. (i) to (iv) and (vi) to (xii) of paras. 103(4)(a), (b) and (c) amended-by P.C. 
1994-372, subsecs. 3(3) to (8), March 10, 1994, Canada Gazette, Part II, March 23, 
1994, effective from January 1, 1993. 


Subparas. (i) to (iv) and (vi) to (xii) of paras. 103(4)(a), (b) and (c) amended by P.C. 
1993-1552, July 21, 1993, Canada Gazette, Part Il, August 11, 1993, effective from 
July 1, 1992. 


Subparas. 103(4)(a)(ii), (b) (Gi), (c)Gi) amended by P:C..1992-2347, subsecs. 2(2) to (4), 
November 19, 1992, Canada Gazette, Part Il, December 2, 1992, effective January 1, 
1992. 


Subpara. (ii) of paras. 103(4)(a), (b), (c) amended by P.C. 1992-291, s. 2, February 20, 
1992, Canada Gazette, Part Il, March 11, 1992, effective July 1, 1991. 


Subparas. (iii) and (xii) of paras. 103(4)(a), (b), (c) amended by P.C. 1991-1643, sub- 
secs. 2(3) to (8), September 5, 1991, Canada Gazette, Part II, September 25, 1991, 
effective January 1, 1991. 


Subparas. (i), (vi), (vii) of paras. 103(4)(a), (b) and (c), amended effective January 1, 
1990, subparas. (iii), (xii) of those paras. amended effective July 1, 1990, by P.C. 1991- 
732, subsec. 2(5) to (16), April 18, 1991, Canada Gazette, Part Il, May 8, 1991. 


Subparas. 103(4)(a)(i) to (iv) and (vi) to (xii), (4)(b)(i) to (iv) and (vi) to (xii), and 
(4)(c)(i) to (iv) and (vi) to (xii) substituted by P.C. 1991-230, subsecs. 2(3) to (8), 
February 14, 1991, Canada Gazette, Part Il, February 27, 1991, effective July 1, 1989. 


Subparas. 103(4)(a)(ii), (vi), (ix), (b)(ii), (vi), (ix), (c)(ii), (vi), (ix) substituted bys 
1990-432, subsecs. 2(4) to (12), March 8, 1990, Canada Gazette, Part Il, March 28, 
1990, effective January 1, 1989. 


Subparas. 103(4)(a)(ii), (iv), (vi), (x), (b)(ii), (iv), (vi), (ix), (e)(ii), Gv), (vi), (ix) sub- 
stituted by P.C. 1989-2105, subsecs. 3(5) to (16), October 19, 1989, Canada Gazette, 
Part II, November 8, 1989, effective July 1, 1988. 


Subparas. 103(4)(a)(ix) and (x), (b)(@ix) and (x), (c)(ix) and (x) substituted by P.C. 
1988-1041, subsecs. 2(2) to (4), June 2, 1988, Canada wee Part Il, June 22,1988, 
effective January 1, 1988. 


Subparas. 103(4)(a)(vii) to (x), (b)(vii) to (x), (c)(vii) to (x) substituted by P.C. 1988- 
309, subsecs. 1(2) to (4), February 25, 1988, Canada Gazette, Part II, March 16, 1988, 
effective July 1, 1987. 


Subparas. 103(4)(a)(ii), (b)(ii), (c)(ii) substituted by P.C. 1987-1478, subsecs. 3(2) to 
(4), July 30, 1987, Canada Gazette, Part II, August 19, 1987, effective January 1, 1987. 


Subparas. 103(4)(a)(i) to (iv) and (vi) to (xii), (b)(i) to (iv) and (vi) to (xii), and (c)(i) to 
(iv) and (vi) to (xii) substituted by P.C. 1987-827, subsecs. 1(3) to (8), April 30, 1987, 
Canada Gazette, Part Il, May 13, 1987, effective July 1, 1986. 


Subparas. 103(4)(a)(vi), (x), (4)(b)(vi), (x), (4)(c)(vi), (x) substituted by P.C. 1986- 
1345, subsecs. 3(3) to 3(8), June 5, 1986, Canada Gazette, Part II, June 25, 1986, ef- 
fective January 1, 1986. 


Subparas. 103(4)(a)(viit), ‘(b)(viii), (c)(viii) substituted by P.C. 1985-2956, subsecs. 
1(2)-(4), October 3, 1985, Canada Gazette, Part II, October 16, 1985, effective July 1, 
1985. 


Subparas. 103(4)(a)(iv), (ix), (xi), 103(4)(b)(iv), (ix), (xi), 103(4)(c)(@v), (x), (xi) sub- 
stituted by P.C. 1984-3684, subsecs. 2(4) to (12), November 15; 1984; Canada Gazette, 
Part Il, November 28, 1984, effective January 1, 1984. 


Income Tax Regulations 


Subparas. 103(4)(a)(iv) and (xi), 103(4)(b)(iv) and (xi), 103(4)(c)(iv) and (xi) substi- 
tuted by P.C. 1984-775, subsecs. 1(3) to 1(8), March 8, 1984, Canada Gazette, Part Il, 
March 21, 1984, effective July 1, 1983. 


Subparas. 103(4)(a)(iii) and (iv), 103(4)(b)(iii) and (iv), 103(4)(c)(iii) and (iv) substi- 
tuted by P.C. 1983-2717, subsecs. 5(2) to (4), September 1, 1983, Canada Gazette, Part 
II, September 14, 1983, effective January 1, 1983. 


Subparas. 103(4)(a)(i), (iii), (iv), 103(4)(b)(i), (iii), (iv), 103(4)(c)(i), Gii), (iv) substi- 
tuted by P.C. 1983-1195, subsecs. 1(3) to 1(8), April 21, 1983, Canada Gazette, Part II, 
May 11, 1983, effective July 1, 1982. 

Subparas. 103(4)(a)(i) to (iv), (vi) to (xii), 103(4)(b)(4) to (iv), (vi) to (xii), 103(4)(c)(i) 
to (iv), (vi) to (xii) substituted by P.-C. 1983-1137, subsecs. 3(3) to 3(8), April 14, 1983, 
Canada Gazette, Part Il, April 27, 1983, effective January 1, 1982. 

Subparas. 103(4)(a)(vi), (viii), (xi)/-Odii), (b)(vi), (viii), Oa)-(xiii), (C)(vi), (viii), 
(xi)-(xiii) substituted by P.C. 1981-1557, subsecs. 4(4)—(12), June 11, 1981, subparas. 
103(4)(a)(vi), (viii), (b)(vi), (viii), (c)(vi), (viii) in force July 1, 1981, subparas. 
103(4)(a)(xi)-(xiii), (b)(xi)-(xiii), (c)(xi)-(xiii) effective January 1, 1981. 

Subparas. 103(4)(a)(ii), (xi);.(b)(ii), (xi); (c)(ii), (xi) substituted by P.C. 1980-3375, s. 
3(3)-(8), December 11, 1980, Canada Gazette, Part II, December 24, 1980, in force 
January 1, 1981. 


Subparas. 103(4)(a)(ii), (b)(ii), (c)(ii) substituted by P.C. 1980-2226, s. 3, August 27, 
1980, Canada Gazette, Part II, September 10, 1980, effective July 1, 1980. 
Subparas. 103(4)(a)(x), (b)(x), (c)(x), substituted by P.C. 1979-2622, September 27, 
1979, Canada Gazette, Part 11, October 10, 1979, effective July 1, 1979. 

Subparas. 103(4)(a)(iv), (viii), (b)(iv), (viii), (c)(iv), (viii), substituted by P.C. 1979- 
1258, April 11, 1979, Canada Gazette, Part Il, May 9, 1979, effective January 1, 1979. 
Subparas: 103(4)(a)(viii), (b)(viii), (c)(viii), substituted by P.C. 1978-2461, August 9, 
1978, Canada Gazette, Part II, August 23, 1978, effective July 1, 1978. 

Subparas. 103(4)(a)(vii), (b)(vii), (c)(vii), substituted by P.C. 1978-1585, May 11, 
1978, Canada Gazette, Part II, May 24, 1978, effective March 1, 1978. 

Subparas. 103(4)(a)(iv), (viii), (xi), (b)(iv), (viii), (xi); (c)(iv), (viii), (xi) substituted, 
subparas. 103(4)(a)(xii), (b)(xii), (c)(xii) added, by P.C. 1978-1038, April 6, 1978, 
Canada Gazette, Part II, April 26, 1978. . 

All that portion of subsection 103(4) preceding para. (a) substituted by P:C. 1977-3520, 


December 15, 1977, Canada Gazette, Part II, January 11, 1978, effective January 1, 
1978. 


Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 
1989-1204 (reduction in withholdings for certain income related to Quebec). 


Forms: T1036: Home buyers’ plan — request to withdraw funds from an RRSP; 
RC4157: Deducting income tax on pension and other income [guide]. 


(5) [Lump sum pension payment] — Where the payment re- 
ferred to in subsection (4) would be pension income or ‘qualified 
pension income of the employee in respect of which subsection 
118(3) of the Act would apply if the definition “pension income” in 


subsection 118(7) of the Act were read without reference to subpar- 


agraphs (a)(ii) and (iii) thereof, the payment shall be deemed to be 
the amount of the payment minus 


(a) where the payment does not exceed the amount thle re- 
ferred to in paragraph 117(2)(a) of the Act, as adjusted annually 
pursuant to section 117.1 of the Act, the lesser of $1,000: and the 
amount of the payment; 


(b) where the payment exceeds the amount referee to in para- 
graph (a) but does not exceed $61,509, $727;: 


(c) where the payment exceeds $61,509 but does not exceed 
$100,000, $615; and On 


(d) where the payment exceeds $100,000, $552. 


History: Paras. 103(5)(b) to (d) substituted for paras. (b) and (c) by P.C. 2001-1115, 
subsec. 3(5), June 14, 2001, Canada Gazette, Part Il, July 4, 2001, drei sh to 2001 
et seq. 


Paras. 103(5)(a) to (c) amended by P.C. 1992-2347, subsec. 2(5), November 19, 1992, 
Canada Gazette, Part I], December 2, 1992, effective January 1,: 1992. 


Paras. 103(5)(a) to (c) amended by P.C. 1991-1634, subsec. 2(9), September 5, 1991, 
Canada Gazette, Part Il, September 25, 1991, effective commencing January 1, 1991. 
Paras. 103(5)(a) to (c) amended. by P.C. 1991-732, subsec. 2(17), April 18,1991, Can- 
ada Gazette, Part Il, May 8, 1991, effective January 1, 1990. 

Paras. 103(5)(a), (b), (Cc) substituted by P.C. 1990-432, subsec. 2(13), March 8, 1990, 
Canada Gazette, Part Il, March 28; 1990, effective January 1, 1989. ~~ 

Subsec. 103(5) substituted by P.C. 1989-2105, subsec. 3(17), October 19, 1989, Can- 
ada Gazette, Part Il, November 8, 1989, effective July 1, 1988. 


That portion of subsec. '103(5) preceding para. (a) substituted by P.C. 1987-2250, sub- 
sec. 2(1), November 6, 1987, Canada Gazette, Part Il, November 25, 1987. 
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Part I — Tax: Deductions 


That portion of subsec,.103(5) preceding paragraph (a) substituted by -P.C, 1983-2717, 
subsec. 5(5), September 1, 1983, Canada Gazette, Part II, September 14, 1983, effec- 
tive January 1, 1983. 


(6) [“Lump, sum payment”] — For the purposes of subsection 
(4), a “lump sum, payment” means a payment that is 


(a)\a payment described in subparagraph’ 40(1)(a)(i) or (iii) or 
paragraph 40(1)(c) of the Income Tax Application Rules, 

(b) a payment under a deferred profit sharing plan or a plan re- 
ferred to in section 147 of the Act as a “revoked plan’, except a 
payment referred to in subparagraph 147(2)(k)(v) of the Act, 


(c) a payment made during the lifetime ofan annuitant referred 
to in the definition “annuitant” in subsection 146(1) of the Act 
out of or under.a registered retirement savings plan of that annu- 
itant, other than 


(i), a periodic annuity payment,, or 


(ii) a payment made by a person who has reasonable grounds 
to believe that the payment may be deducted under subsec- 
tion 146(8.2) ‘of the Act: in forage the income of ‘any 
taxpayer, 
(d) a payment out of or under a plan referred to in subsection 
146(12) of the Act as an “amended plan” other than 


(i) a periodic annuity payment, or 


(ii) where paragraph 146(12)(a) of the Act applied to the plan 
after May 25, 1976, a payment made in a year subsequent to 
the year in which that paragraph applied to the: plan, 


(d.1) a payment made during the lifetime of an annuitant re- 
ferred to in the definition “annuitant” in subsection 146.3(1) of 
the Act,under a registered retirement income fund of that annui- 
tant, other than a payment to the extent that it is in respect of the 
minimum amount (within the meaning assigned by subsection 
146.3(1) of the Act) under the fund for a year, 


(e) a retiring allowance, 


(f) a payment of an amount. as, on account or in lieu of payment 
of, or in satisfaction of, proceeds of the surrender, cancellation 
or redemption of an income-averaging annuity contract, or 


(g) a payment described in paragraph (n) of the definition “re- 

muneration” in subsection 100(1). 
Related Provisions: Reg. 100(3)(c) — No source. withholding required where 
amount paid directly to employee’s RRSP by employer. 
History: The opening words of para. 103(6)(c) amended to replace. “subparagraph 
146(1)(a)()” with “the definition “annuitant” in subsection 146(1)” by P.C. 2001-1115, 
subsec. 3(6), June 14, 2001, Canada Gazette, Part II, July 4, 2001, applicable to 2001 
et seq. 
Para. 103(6)(d.1) amended by the said P.C. 2001-1115, subsec. 3(7), appucapic to 2001 
et seq. 
Para. 103(6)(g) added by P.C. 1998-2275, subsec. 2(1),. December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 
Para. 103(6)(a) amended. by P.C. 1994-1817, s. 48, November 1, 1994, Canada Ga- 
zette, Part II, November 30, 1994. 
Para. 103(6)(c) substituted by P.C. 1991-2540,'s. 2, December 16, 1991, Canada Ga- 
zette, Part II, January 15, 1992, applicable in respect of payments made after 1990. 
Subparas. 103(6)(c)(i) and 103(6)(d)(i) substituted and para. 103(6)(d.1) added, by P.C. 
1987-2250, subsecs. 2(2)-(4), November 6, 1987, Canada Gazette, Part Il, November 
25, 1987. ; 
Paras. 103(6)(a) and (e) substituted by P.C. 1983-1137, subsecs. 3(9) and 3(10), April 
14, 1983, Canada Gazette, Part 11, April 27, 1983, applicable with respect to amounts 
received in respect of any termination of an office or employment after November 12, 
1981, except that in its application to: payments made after November 12, 1981 in re- 
spect of a termination of an office or employment that occurred on or before that date 
paragraph. 103(6)(a) shall be read_as follows: 

“(a) a payment described in subparagraphs 40(1)(a)(i) to (iii) or paragraph 
40(1)(b) or (c) of the Income Tax Application Rules, 1971,” 


and paragraph 103(6)(e) shall be read as follows: 
“(e) a termination payment paid in a single payment, or” 


Paras. 103(6)(c), (d) substituted by P.C. 1980-3209, s. 2, November 27, 1980, Canada 
Gazette, Part Il, December 10, 1980: 


Para. 103(6)(c) added, para. (d) (formerly: (c)) substituted and para. (d) renumbered (f) 
(as amended by P.C. 1980-2226, s. 3, August 27, 1980, Canada Gazette, Part II, Sep- 
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tember’ 10, 1980) by P.C. 1980-1735, \s.,2, June 26, 1980, Canada Gazette, Part Il, July 
9, 1980, effective June 30, 1978. 


Para. 103(6)(e) added by P.C. 1980-1366, s. 2, May 22, 1980, Canada Gazette, Part Il, 
June 11, 1980. 


Para. 103(6)(c) substituted by P.C. 1978-1038, April 6, 1978, Canada Gazette, Part Il, 
April 26, 1978. 


Subsec. 103(6) substituted by P.C. 1977- eee December 15, MA ean Canada Gazette, 
Part If, January 11, 1978. 


(7) [Retirement compensation arrangement] — For. the pur- 
poses of subsection 153(1),of the Act, the amount to be deducted or 
withheld by a person shall be SO per cent 


(a) of the contribution made by the person under a retirement 
compensation arrangement, other than 


(i) a contribution made by the person as an employee, 


(ii) a contribution made to a plan or arrangement ‘that is a 
prescribed plan or arrangement for the purposes of subsec- 
tion 207.6(6) of the Act, or 


(iii) a contribution made by way of a transfer from another 
‘retirement compensation arrangement under circumstances in 
which subsection 207.6(7) of the Act applies; or 


(b) of the payment by the person to a resident of Canada of an 
amount on account of the purchase price of an interest in‘a re- 
tirement compensation arrangement. 
History: Para. 103(7)(a) amended by P.C. 1999-2211, s. 1, December 16, 1999, Can- 
ada Gazette, Part Il, January. 5, 2000, applicable after 19911 ‘except that.in its applica- 
tion to contributions made before 1996, para. (a) shall be read without reference to 
subpara. 103(7)(a)(iii): 
Para. 103(7)(a) amended by P.C. 1998-2270, s. 3, December 16, 1998, Canada Ga- 
zette, Part II, January 6, 1999, applicable to amounts transferred after 1995: 


Subsec. 103(7) added by P.C. 1989-379, 's. 2, March 9, 1989, Canada Gazette, Part Il, 
March 29, 1989; applicable in respect of amounts paid after March 27, 1987. 


Forms: T4041: Retirement compensation arrangements’ guide. 


(8) [RESP payment] — Every employer making a payment de- 
scribed in paragraph (n) of the definition “remuneration” in subsec- 
tion 100(1) shall withhold — in addition to any other amount re- 
quired ‘to ‘be'»withheld under Part I ‘of these Regulations — on 
account of the tax payable under Part X:5 of the Act, an amount 
equal to 


(a) where the amount is paid in the province of Quebec, 12 per 
cent of the payment, and 


(b) in any other case, 20 per cent of the payment. 


History: Subsec. 103(8) amended by P.C. 1999-2205, subsec. 1(17), December 16, 
1999, Canada Gazette, Part II, January 5, 2000, effective from June 17, 1999. 


Subsec. 103(8) added by P.C. 1998-2275, subsec. 2(2), December 16, 1998, Canada 
Gazette, Part Il, January 6, 1999, applicable’ to 1998 et seq: 


Definitions [Reg. 103]: “amount” — ITA 248(1); “amount taxable” — ITA 117(2); 
“annuity” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “deferred 
profit sharing plan” — ITA 147(1), 248(1); “employee”, “employer” — Reg. 100(1); 
“establishment. of: the employer’ — Reg. 100(4); “income-averaging annuity con- 
tract? —ITA 248(1); “lump sum. payment” — Reg. 103(6); “minimum amount” — 
ITA 146.3(1); “pay period” — Reg. 100(1); “person” — ITA 248(1); “province” — In- 
terpretation Act 35(1); “registered retirement income fund” —ITA 146.3(1), 248(1); 
“registered retirement savings plan” —ITA 146(1), 248(1); “remuneration” — Reg. 
100(1); “resident of Canada” — ITA 250; Tretiremieh} compensation appari en tani “re- 
tiring allowance” —ITA 248(1); “taxation year’ —ITA 249; “taxpayer” —ITA 
248(1); “total remuneration” — Reg. 100(1). 


104. Deductions not required — (1) [Repealed] 


History: Subsec. 104(1) repealed by P.C. 2001-1115, s. 4, June 14, 2001, Canada 
Gazette, Part II, July 4, 2001, applicable to 2001 et seq. 


Subsec. 104(1) substituted by P.C. 1994-372, s. 4, March 10, 1994, Canada Gazette, 
Part II, March 23, 1994, effective January 1, 1993. 


Subsec. 104(1) amended by P.C. 1992-2347, s. 3, November 19, 1992, Canada Ga- 
zette, Part Il, December 2, :1992, effective January 1, 1992. 


Subsec. 104(1) substituted by P.C. 1989-2105; s..4, October 19, 1989, Canada Gazette, 
Part II, November 8, 1989, effective July 1, 1988. 


(2) [Employee not in Canada] — No amount shall be deducted 
or withheld from a payment in accordance with section 102 or 103 
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in respect of an employee who was neither employed nor resident in 
Canada at the time of payment except in respect of 


(a) remuneration described in subparagraph 115(2)(e)(i) of the 
Act that is paid to a non-resident person who has in the year, or 
had in any previous year, ceased to be resident in Canada; or 


(b) remuneration reasonably attributable to the duties of any of- 
fice or employment performed or to be performed in Canada by 
the non-resident person. 


History: Para. 104(2)(b) amended by P.C. 1997-1471, s. 2, October 9, 1997, Canada 
Gazette, Part II, October 29, 1997, applicable beginning on May 1, 1997. 


Subsec. 104(2) substituted by P.C. 1978-1585, May 11, 1978, Canada Gazette, Part II, 
May 24, 1978, effective March 1, 1978. 


Interpretation Bulletins: IT-161R3: Non-residents — Exemption from tax deduc- 
tions at source on employment income (archived). 


(3) [Home Buyers’ Plan] — No amount shall be deducted or 
withheld from a payment made by a person during the lifetime of an 
annuitant referred to in paragraph (a) of the definition “annuitant” 
in subsection 146(1) of the Act out of or under a registered retire- 
ment savings plan of the annuitant where, at the time of the pay- 
ment, the annuitant has certified in prescribed form to the person 
that 


(a) a written agreement has been entered into to acquire a home 
by either 


(i) the annuitant, or 


(11) a disabled person who is related to the annuitant and who 
is entitled to the credit for mental or physical impairment 
under subsection 118.3 (1) of the Act; 


(b) the annuitant intends that the home be used as a principal 
place of residence in Canada for the annuitant or the disabled 
person, as the case may be, within one year after its acquisition; 


(c) the home has not been previously owned by the annuitant, 
the annuitant’s spouse or common-law partner, the disabled per- 
son or the spouse or common-law partner of that person; 


(d) the annuitant was resident in Canada; 


(e) the total amount of the payment and all other such payments 
received by the annuitant in respect of the home at or before the 
time of payment does not exceed $20,000; 


(f) except where the annuitant certifies that he or she is a dis- 
abled person entitled to the credit for mental or physical impair- 
ment under subsection 118.3(1) of the Act or certifies that the 
payment is being withdrawn for the benefit of such a disabled 
person, the annuitant is a qualifying homebuyer at the time of 
the certification; and 


(g) where the annuitant has withdrawn an eligible amount, 
within the meaning assigned by subsection 146.01(1) of the Act, 
before the calendar year of the certification, the total of all eligi- 
ble amounts received by the annuitant before that calendar year 
does not exceed the total of all amounts previously designated 
under subsection 146.01(3) of the Act or included in computing 
the annuitant’s income under subsection 146.01(4) or (5) of the 
Act. 


Related Provisions: Reg. 104(3.01), (3.1), (4) — Interpretation. 


History: The word “spouse” replaced with “spouse or common-law partner” in para. 
104(3)(c), by P.C. 2001-957, para. 14(b), May 31, 2001, Canada Gazette, Part II, June 
20, 2001, applicable to 2001 et seq., except that if a taxpayer and a person have jointly 
elected pursuant to s. 144 of the Modernization of Benefits and Obligations Act (S.C. 
2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, the amendment applies 
to the taxpayer and the person in respect of the applicable taxation year et seq. 


Subsec. 104(3) amended by P.C. 1998-2272, subsec. 1(1), December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable to payments made after 1998. 


Also see history at end of s. 104. 


(3.01) [“Qualifying homebuyer”] — For the purpose of subsec- 
tion (3), the annuitant is a qualifying homebuyer at a particular time 
unless 


(a) the annuitant had an owner-occupied home in the period be- 
ginning on January | of the fourth calendar year preceding the 
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particular time, and ending on the thirty-first day before the par- 
ticular time; or 


(b) the annuitant’s spouse or common-law partner, in the period 
referred to in paragraph (a), had an owner-occupied home that 
was inhabited by the annuitant at any time during the annuitant’s 
marriage to the spouse or the annuitant’s common-law partner- 
ship with the common-law partner. 
History: Para. 104(3.01)(b) amended by P.C. 2001-957, s. 1, May 31, 2001, Canada 
Gazette, Part II, June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and 
a person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 


Subsec. 104(3.01) added by P.C. 1998-2272, subsec. 1(1), December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable to payments made after 1998. 


(3.1) [Owner-occupied home”] — For the purpose of subsec- 
tion (3.01), an individual shall be considered to have had an owner- 
occupied home at any time where the home was owned, whether 
jointly with another person or otherwise, by the individual at that 
time and inhabited by the individual as the individual’s principal 
place of residence at that time. 

History: Subsec. 104(3.1) amended by P.C. 1998-2272, subsec. 1(1), December 16, 


1998, Canada Gazette, Part II, January 6, 1999, applicable to payments made after 
1998. 


Also see history at end of s. 104. 


(4) [“Home”] — For the purposes of subsections (3), (3.01) and 
(3.1), “home” means 


(a) a housing unit; 


(b) a share of the capital stock of a cooperative housing corpora- 
tion, where the holder of the share is entitled to possession of a 
housing unit; and 


(c) where the context so requires, the housing unit to which a 

share described in paragraph (b) relates. 
History [Reg. 104]: Subsec. 104(4) amended by P.C. 1998-2272, subsec. 1(2), 
December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable to payments 
made after 1998. 
That portion of subsec. 104(3) before para. (a), and 104(4) before para. (a) substituted, 
paras. (3)(b.1) and (b.2), and subsec. (3.1) added, by P.C. 1994-438, March 17, 1994, 
Canada Gazette, Part Il, April 5, 1994, applicable to payments made after March 1, 
1994. 
Subsec. 104(3) amended by P.C. 1993-271, February 11, 1993, Canada Gazette, Part 
Il, February 24, 1993. 
Subsecs. 104(3), (4) added by P.C., 1992-480, March 19, 1992, Canada Gazette, Part Il, 
April 8, 1992, applicable in respect of payments made after February 25, 1992 and 
before March 2, 1993. 
Definitions [Reg. 104]: “amount” — ITA 248(1); “annuitant” — ITA 146.1(1); “cal- 
endar year” — Interpretation Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 
35(1); “common-law partner’, “common-law partnership” —ITA 248(1); “corpora- - 
tion” —ITA 248(1), Interpretation Act 35(1); “eligible amount” —ITA 146.01(1); 
“employed”, “employee”, “employer” — Reg. 100(1); “employment” — ITA 248(1); 
“home” — Reg. 104(4); “individual” —ITA 248(1); “non-resident”, “office” —ITA 
248(1); “owner-occupied home” — Reg. 104(3.1); “person”, “prescribed” — ITA 
248(1); “qualifying homebuyer’ — Reg. 104(3.01); “registered retirement. savings 
plan” — ITA 146(1), 248(1); “remuneration” — Reg. 100(1); “resident in Canada” — 
ITA 250; “share” — ITA 248(1); “written” — Interpretation Act 35(1)“writing”. 


104.1 Lifelong Learning Plan — (1) No amount shall be de- 
ducted or withheld from a payment made by a person during the 
lifetime of an annuitant referred to in paragraph (a) of the definition 
“annuitant” in subsection 146(1) of the Act out of or under a regis- 
tered retirement savings plan of the annuitant where, at the time of 
the payment, the annuitant has certified in prescribed form to the 
person that 


(a) at the time of certification, the annuitant or the annuitant’s 
spouse or common-law partner 


(i) is a full-time student in a qualifying educational program, 


(ii) is a part-time student in a qualifying educational program 
and is entitled to the credit for mental or physical impairment 
under subsection 118.3(1) of the Act, or 
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(iii) has received notification in writing of his or her entitle- 
ment, either absolutely or conditionally, to: enrol before 
March of the year that follows the year of certification as 


(A) a full-time ‘student in a qualifying educational pro- 
gram, or 


(B) a part-time student in a qualifying educational pro- 
gram where the annuitant or the annuitant’s spouse or 
common-law partner is entitled to the credit for mental or 
physical impairment under subsection 118.3(1) of the 
Act; 


(b) the annuitant is resident in Canada: 


(c) the total amount of the payment and all other such payments 
received by the annuitant for a year at or before that time does 
not exceed $10,000; and 


(d) the total payments received by the annuitant do not exceed 
$20,000 throughout the, period in which the. annuitant. partici- 
pates in the Lifelong Learning Plan. 


Related Provisions: Reg. 104:1(2) — Interpretation. 
Forms: RC96: LLP — request to withdraw funds from an RRSP. 


(2) [“Qualifying educational program”] — For the purpose of 
subsection (1), a “qualifying educational program’? means a qualify- 
ing educational program at a designated educational institution (as 
those expressions are defined in subsection 118.6(1) of the Act), 
except that.a reference to a “qualifying educational program” shall 
be read 


(a) without reference to paragraphs (a) and (b) of that definition; 
and.. 


(b) as if the reference to“3 consecutive weeks” in that definition 

were a reference to “3 consecutive months’. 
History: The word “spouse” replaced with “spouse or common-law partner” in’ para. 
104.1(1)(a), by P.C. 2001-957, para. 14(c), May 31, 2001, Canada Gazette, Part I, 
June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and a person have 
jointly elected pursuant to s. 144 of the Modernization of Benefits and Obligations Act 
(S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, the amendment 
applies to the taxpayer and the person in respect of the applicable taxation year et seq. 


S. 104.1 added by P.C. 1998-2256, s. 2, December 16; 1998, Canada Gazette, Part II, 
January 6, 1999, applicable-to. payments. made after 1998. 


Definitions [Reg. 104.1]: “amount”? — ITA 248(1); “annuitant—ITA 146(1); 
“common-law partner” — ITA 248(1); “prescribed” — ITA 248(1); “qualifying educa- 
tional program” — Reg. 104.1(2); “registered retirement savings plan” — ITA 146(1), 
248(1); “resident in Canada” — ITA 250. 


105. Non-residents — (1) Every person paying to a non-resident 
person a fee, commission or other amount in respect of services ren- 
dered in Canada, of any nature whatever, shall deduct or withhold 
15, per cent of such payment. 


(2) Subsection (1) does not apply to a payment 


(a) described in the definition “remuneration” in subsection 


100(1); 


(b) made to a registered non-resident insurer reel the. mean- 
ing assigned by section 804); or 


(c) made to an authorized foreign bank in respect of its Canadian 
se business. 


Minister of Finance, D c. 10, 2008: Recommendation 
ta requirements related to services performed and employment functions | cal 


ieconimendations. see ander s. 90 Sed ] 


History: Subsec. 105(2) amended’ by P.C. 2009-1869, s. 1, November 19, 2009, Can- 
ada Gazette, Part Il, December 9, 2009, applicable to payments made after June 27, 
1999, except that in its application to payments made before August 8, 2009, para, 
105(2)(c) is to be read as follows: 


(c)-made to an authorized foreign bank. 
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S. 105.1 added by P.C. 1983-2717, s. 6, September 1, 1983, Canada Gazette, Part Il, 
September 14, 1983, effective from March 30, 1983. 


Related Provisions [Reg. 105]: ITA 164(1.5)(c)(i) — Late refund of amount over- 
paid due to assessment under Reg. 105; ITA 212(1)(a) — Withholding tax on fees’ for 
management services; Canada-U.S. Tax Treaty:Art. VII — Business profits. 


Selected Cases [Reg. 105]: Weyerhaeuser Co. v. R., [2007] 2 C.T.C. 2408 (TCC) 
(Regulation intra vires only in respect of payments having character of income). 


Information Circulars [Reg. 105]: 75-6R2: Required withholding from-amounts 
paid to non-residents performing services in Canada. 


Transfer Pricing Memoranda [Reg. 105]: TPM-06: Bundled transactions; TPM- 
08: The Dudney decision: effects on fixed base or permanent establishment audits and 
Reg. 105 treaty-based.waiver, guidelines. 


CRA Audit Manual [Reg. 105]: 15.2.11: Withholding of Part I tax — income from 
carrying on a business in Canada; 15.2.14: Waivers of withholding tax. 


Forms [Reg. 105]: NR302 (draft): Declaration of benefits under. a tax treaty for.a 
partnership with non-resident partners; NR303 (draft): Declaration of benefits under a 
tax treaty for a hybrid entity; R105: Regulation 105 waiver application; R107: Regula- 
tion 105 waiver application — film industry; T2 SCH 97: Additional information on 
non-resident corporations, in Canada; T4A-NR: Statement of fees (etc.) paid to non- 
residents for services rendered in Canada. 


Definitions [Reg. 105]: “amount”, “authorized foreign bank” — ITA 248(1); “Can- 
ada” —ITA 255, Interpretation Act 35(1); “Canadian, banking business” —ITA 
248(1); “commission” — Reg. 100(1)“remuneration”(a)(ii); “non-resident”, ‘“‘per- 
son” — ITA 248(1); “registered non-resident insurer” — Reg. 804; “remuneration” — 
Reg. 100(1). 


105.1 Fishermen’s election — (1) Notwithstanding section 100, 
in this section, 


‘amount of remuneration” paid to a fisherman means 


(a) where a boat crewed by one or more fishermen engaged in 
making a catch is owned, together with the gear, by a person, 
other than a member of the crew, to whom the catch is to be 
delivered for subsequent sale or other disposition, such portion 
of the proceeds: from the disposition of the catch that is payable 
to the fisherman in accordance with an arrangement under which 
the proceeds of disposition of the catch are to be distributed (in 
this section referred to as a “share arrangement”); 


(b) where the boat or gear used in making a catch is owned or 
leased by a fisherman who alone or with another individual en- 
gaged under a contract of service makes the catch, such portion 
of the proceeds from the disposition of the catch that remains 
after deducting therefrom 


(i) the amount in respect of any portion of the catch not 
caught by the fisherman or the other individual, 


(41) the amount payable to the other individual under the con- 
tract of service, and 


(iii) the amount of such proportionate share. of the catch as is 
attributable to the expenses of the operation of the boat or its 
gear pursuant to their share arrangement; 


(c) where a crew includes the owner of the boat or gear (in this 
paragraph referred to as the “owner”) and any other fisherman 
engaged in making a catch, such portion of the proceeds from 
the disposition of the catch that remains after deducting 
therefrom 


(i) in the case of an owner, 


(A) the amount in respect of that portion of the catch not 
caught by the crew or an owner, 


(B) the aggregate of all amounts each ofwhich is an 
amount payable to a crew member (other than the owner) 
pursuant to their share arrangement or to.an individual en- 
gaged under a contract of service, and 


(C) the amount of such proportionate share of the catch as 
is attributable to the expenses of the owner’s operation of 
the boat or its gear pursuant to their share arrangement, or 


(ii) in. the case of any other crew member, such proceeds 
from the disposition of the catch as is payable to him in ac- 
cordance with their share arrangement; or 


(d) in any other case, the proceeds of disposition of the catch 
payable to the fisherman; 
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“catch” means a catch of shell fish, crustaceans, aquatic animals or 
marine plants caught or taken from any body of water; 


“crew”? means one or more fishermen engaged in making a catch; 


“fisherman” means an individual engaged in making a catch other 
than under a contract of service. 


(2) Every person paying at any time in a taxation year an amount of 
remuneration to a fisherman who, pursuant to paragraph 153(1)(n) 
of the Act, has elected for the year in prescribed form in respect of 
all such amounts shall deduct or withhold 20% of each such amount 
paid to the fisherman while the election is in force. 


History: S. 105.1 added by P.C. 1983-2717, s. 6, September 1, 1983, Canada Gazette, 
Part II, September 14, 1983, effective from March 30, 1983. 

Definitions [Reg. 105.1]: “amount” — ITA 248(1); “amount of remuneration” — 
Reg. 105.1(1); “catch”, “crew” —Reg. 105.1(1)(d); “disposition” —ITA 248(1); 
“fisherman” — Reg. 105.1(1)(d); “individual” —ITA  248(1); “owner” — Reg. 
105.1(1)(c); “person”, “prescribed” —ITA 248(1); “remuneration” — Reg. 100(1); 
“share” —ITA 248(1); “share arrangement” — Reg. 105.1(1)(a); “taxation year’? — 
ITA 249. 


106. Variations in deductions — (1) Where an employer makes 
a payment of remuneration to an employee in his taxation year 


(a) for a period for which no provision is made in Schedule I, or 


(b) for a pay period referred to in Schedule I in an amount that is 
greater than any amount provided for therein, 


(c), (d) [Repealed] 


the amount to be deducted or withheld by the employer from any 
such payment is that proportion of the payment that the tax that may 
reasonably be expected to be payable under the Act by the em- 
ployee with respect to the aggregate of all remuneration that may 
reasonably be expected to be paid by the employer to the employee 
in respect of that taxation year is of such aggregate. 


(2), (3) [Revoked] 
History [Reg. 106]: Paras. 106(1)(c) and (d) repealed by P.C. 2001-1115, s. 5, June 
14, 2001, Canada Gazette, Part II, July 4, 2001, applicable to 2001 et seg. 


Para. 106(1)(d) substituted by P.C. 1989-2105, s. 5, October 19, 1989, Canada Gazette, 
Part II, November 8, 1989, effective July 1, 1988. 


Para. 106(1)(d) substituted by P.C. 1985-1645, May 16, 1985, s. 3, Canada Gazette, 
Part II, May 29, 1985, effective January 1, 1985. 


Para. 106(1)(d) substituted, subsecs. 106(2) and (3) revoked by P.C. 1984-3684, s. 3, 
November 15, 1984, Canada Gazette, Part Il, November 28, 1984, effective from Janu- 
ary 1, 1984. 

Para. 106(1)(d) substituted by P.C. 1983-2717, s. 7, September 1, 1983, Canada Ga- 
zette, Part II, September 14, 1983, effective from January 1, 1983. 


Para. 106(1)(d) substituted by P.C. 1983-1137, s. 4, April 14, 1983, Canada Gazette, 
Part II, April 27, 1983, effective from January 1, 1982. 


S. 106 substituted by P.C. 1981-1557, s. 5, June 11, 1981, Canada Gazette, Part Il, 
June 24, 1981, effective commencing January 1, 1981. 

Definitions [Reg. 106]: “amount”, “employee”, “employer”, “estimated deductions”, 
“pay period”, “personal credits”, “remuneration” — Reg. 100(1); “taxation year” — 
ITA 249; “total remuneration” — Reg. 100(1). 


107. Employee’s returns — (1) [Due date for TD1] — The re- 
turn required to be filed by an employee under subsection 227(2) of 
the Act shall be filed by the employee with the employer when the 
employee commences employment with that employer and a new 
return shall be filed thereunder within 7 days of the date on which a 
change occurs that may reasonably be expected to result in a change 
in the employee’s personal credits for the year. 

Related Provisions: Reg. 104 — No deduction required where employee claims no 
tax payable. 

History: Subsec. 107(1) amended by P.C. 1989-2105, subsec. 6(1), October 19, 1989, 
Canada Gazette, Part Il, November 8, 1989, effective July 1, 1988. 

Forms: TD1: Personal tax credits return. 


(2) [Commission employees] — Notwithstanding subsection 
(1), where, in a year, an employee receives payments in respect of 
commissions or in respect of commissions and salary or wages, and 
the employee elects to file a prescribed form for the year in addition 
to the return referred to in that subsection; that form shall be filed 


Income Tax Regulations 


with the employee’s continuing employer on or before January 31 
of that year and, where applicable, within one month after the em- 
ployee commences employment with a new employer or within one 
month after the date on which a change occurs that may reasonably 
be expected to result in a substantial change in the employee’s esti- 
mated total remuneration for the year or estimated deductions for 
the year. 


Related Provisions: Reg. 102(2) — Amount to be withheld. 


History: Subsec. 107(2) amended by P.C. 2001-1115, s. 6, June 14,2001, Canada 
Gazette, Part II, July 4, 2001, applicable to 2001 et seg. 


Para. 107(2)(a) amended by P.C. 1989-2105, subsec. 6(2), October 19, 1989, Canada 
Gazette, Part II, November 8, 1989, effective July 1, 1988. 


Subsec. 107(2) substituted by P.C. 1981-1557, s. 6, June 11, 1981, Canada Gazette, 
Part II, June 24, 1981, effective January 1, 1981. 


Forms: TD1X: Statement of commission income and expenses for payroll tax 
deductions. 


(3) Where, in a taxation year, an employee has elected to file the 
prescribed form referred to in subsection (2) and has filed such 
form with his employer, the employee may at any time thereafter in 
the year revoke that election and such revocation is effective from 
the date that he notifies his employer in writing of his intention. 


History: S. 107 substituted by P.C. 1980-3375, s. 5, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, in force January 1, 1981. 


Definitions [Reg. 107]: “commissions” — Reg. 100(1)“remuneration’”(a)(ii); “em- 
ployee”, “employer” — Reg. 100(1); “employment” — ITA 248(1); “estimated deduc- 
tions” — Reg. 100(1); “month” — Interpretation Act 35(1); “personal credits” — Reg. 
100(1); “prescribed”, “salary or wages” —ITA 248(1); “taxation year” —ITA 249; 


“total remuneration” — Reg. 100(1); “writing” — Interpretation Act 35(1). 


108. Remittances to Receiver General — (1) [Deadline] — 
Subject to subsections (1.1), (1.11) and (1.12), amounts deducted or 
withheld in a month under subsection 153(1) of the Act shall be 
remitted to the Receiver General on or before the 15th day of the 
following month. 


Forms: RC4163: Employers’ guide — remitting payroll deductions; T4001: Employ- 
ers’ guide — payroll deductions and remittances [guide]. See also under ITA 153(1). 


(1.1) [Large employers] — Subject to subsection (1.11), where 
the average monthly withholding amount of an employer for the 
second calendar year preceding a particular calendar year is 


(a) equal to or greater than $15,000 and less than $50,000, all 
amounts deducted or withheld from payments described in the 
definition “remuneration” in subsection 100(1) that are made in 
a month in the particular calendar year by the employer shall be 
remitted to the Receiver General 


(i) in respect of payments made before the 16th day of the 
month, on or before the 25th day of the month, and 


(ii) in respect of payments made after the 15th day of the 
month, on or before the 10th day of the following month; or - 


(b) equal to or greater than $50,000, all amounts deducted or 
withheld from payments described in the definition “remunera- 
tion” in subsection 100(1) that are made in a month in the partic- 
ular calendar year by the employer shall be remitted to the Re- 
ceiver General on or before the third day, not including a 
Saturday or holiday, after the end of the following periods in . 
which the payments were made, 


(i) the period beginning on the first day and ending on the 7th 
day of the month, 
(ii) the period beginning on the 8th day and ending on the 
14th day of the month, 
(ili) the period beginning on the 15th day and ending on the 
21st day of the month, and 
(iv) the period beginning on the 22nd day and ending on the 
last day of the month. 

Related Provisions: ITA 153(1) closing words — Large employers must make 


remittances through financial institution. 


(1.11) [Option to use preceding year as base] — Where an 
employer referred to in paragraph (1.1)(a) or (b) would otherwise 
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be required to remit in accordance:with that paragraph the amounts 
withheld or deducted under subsection 153(1) of the Act in respect 
of a particular calendar year, the employer may elect to remit those 
amounts 


(a) in accordance with subsection (1), if the average monthly 

_ withholding amount of the employer for the calendar year pre- 
ceding the particular calendar year is less than’ $15,000 and the 
employer has advised the Minister that the employer has SO 
elected; or 


(b) if the average monthly withholding amount of the employer 
for the calendar year preceding the particular calendar year is 
equal to or greater than $15,000 and less than $50,000 and the 
employer has advised the Minister that the employer has so 
elected, 


(i). in respect of payments made before the 16th day of a 
month in the particular calendar year, on or before the 25th 
day of the month, and 


(ii) in respect. of payments. made after the 15th day» ofa 
month in [the] particular calendar year, on or before the 10th 
day of the following month. 


(1.12) [Quarterly remittance] — If at any time 


(a) the average monthly withholding amount in respect of an 
‘employer for either the first or the second calendar year before 
the particular calendar year that Wes oe time is less than 
$3,000, 


(b) throughout the 12-month period before that time, the em- 
ployer has remitted, on or before the day on or before which the 
amounts were required to be remitted, all arnounts each of which 
was required to be remitted under subsection 153(1) of the Act, 
under subsection 21(1) of the Canada Pension Plan, under sub- 
section 82(1) of the Employment Insurance Act or under Part IX 
of the Excise Tax Act, and ; 


(c) throughout the 12-month acted before. that time, ‘the em- 

ployer has filed all returns each of which was required to be 

filed under this Act or Part IX of the Excise Tax Act on or before 

the day on or before which those returns were required: to be 
- filed under those Acts, 


all amounts deducted or withheld from payments described in the 
definition “remuneration” in subsection 100(1) that are made by the 
employer in a month that ends after that time and that is in the par- 
ticular calendar year may be remitted to the Receiver General 


(d) in respect of such payments made in January, February and 
March of the particular calendar year, on or before the 15th day 
of April of the particular year, 


(e) in respect of such payments made in April, May and June of 
the particular calendar year, on or before the 15th day of July of 
the particular year, 


(f) in respect of such payments made in July, August and Sep- 
tember of the particular calendar year, on or before the 15th day 
of October of. the particular year, and 


(g) in respect of such payments made in October, November and 
December of the particular calendar year, on or before the 15th 
day of January of the year following the particular year. 
History. Paras. 108(1.12)(a).and (b) amended by 2007, c. 35, s..71, applicable; in re- 
spect of amounts required to be deducted or withheld after 2007. 
Subsec, 108(1) amended and (1.12) added by P.C, 1997-1473, October 9, 1997, s. 3, 
Canada Gazette, Part Il; October 29, 1997, applicable to amounts and contributions 
required to be remitted to the Receiver General after October 1997. 
Subsecs. 108(1) and (1.1) amended, and (1.11) added, by P.C. 1993-321, February 23, 
1993, Canada Gazette, Part II, March 10, 1993; applicable in respect of amounts de- 
ducted or withheld from: payments made after March 10, 1993. 
Subsec. 108(1.1) substituted by P.C. 1989-2390, December 7, 1989, Canada. Gazette, 
Part II, December 20, 1989, applicable in respect of amounts deducted or withheld 
from payments made after 1989. 
Subsec. 108(1.1) added by P.C. 1987-2476, December 10, 1987, Canada Gazette, Part 
Il, December 23, 1987, applicable in respect of amounts deducted or withheld from 
payments made after 1987. : 


Reg. 
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Forms: RC4163: Employers’ guide — remitting payroll deductions. See;-also under 
ITA 153(1). 


(1.2) [“Average monthly withholding amount”] — For the 
purposes ‘of this section, average monthly withholding amount, in 
respect of an employer for a particular calendar year, is the quotient 
obtained when 


(a) the aggregate of all amounts ach, of which is an amount re- 
‘quired to be remitted with respect to the particular year under 


(i) subsection 153(1) of the Act and a similar provision of a 

law of a province which imposes. a tax upon the income of 

individuals, where the province has entered into an agree- 

ment with the Minister of Finance for the collection of taxes 
_ payable to the province, in respect of payments, described in 
_ the definition “remuneration” in subsection, 100(1), . 


(ii) subsection 21(1) of the Canada Pension. Plan, or 


(iii) subsection 82(1) of the Employment, Insurance Act or 
subsection 53(1) of the Unemployment Insurance Act, 


by the. employer or, where the employer is a corporation, by 
each corporation associated with the corporation in a taxation 
year of the employer ending i in the second calendar year follow- 
ing the particular year 


is divided. by 


(b) the numberof months in the particular year, not exceeding 
twelve, for which such amounts were required to be remitted: by 
the employer and, where the employer isa corporation, by each 
corporation associated with it in a taxation year of the employer 
ending in the second, calendar year following the. particular year. 
Selected Cases [Reg. 108(1.2)(b)]: Manufax Holdings Inc. v. R., [2007] 1 C.T.C. 
276 (FCA)-(Remittances sent. by, mail were received late.. Penalties upheld), 
Related Provisions [Reg. 108(1.2)]: Reg. 108(1.3) — Where business transferred. 


History [Reg. 108(1.2)]: Subpara. 108(1.2)(a)(iii) amended by P.C. 1998-2270, s: 4, 
December 16, 1998, Canada Gazette, Part II, January 6,.1999, applicable to 1998 er 
seq. 

Subparas 108(1.2)(a)(i), (iii) amended by P.C. 1991-1643, s. 3, September.5,, 1991, 
Canada Gazette, Part II, September 25, 1991, effective as of December 13, 1988. 


Subsec. 108(1.2) added by P.C. 1987-2476, December 10, 1987, Canada Gazette, Part 
II, December 23, 1987, applicable in 1 respect of amounts deducted or withheld from 
payments made after 1987. 


(1.3) [Where business transferred] — For the purposes of sub- 
section (1.2), where a particular employer that is a corporation has 
acquired in a taxation year of the corporation ending in a particular 
calendar year all or substantially all of the property of another em- 
ployer used by the other employer in a business 


(a). ina transaction in respect of which an election was made 
under subsection 85(1) or (2) of the Act, 


(b) by virtue of an amalgamation within the meaning assigned to 
that term by section 87 of the Act, or 


(c) as the result of a winding-up in respect of 4h subsection 
88(1) of the Act.is applicable, 


the other employer shall be deemed to be a corporation associated 
with the particular employer inthe taxation year and each taxation 
year ending at any time in the next two following calendar years. 
History; Subsec. 108(1.3) added by P.C. 1987-2476, December 10, 1987, Canada Ga- 


zette, Part Il, December 23, 1987, applicable in respect of. amounts deducted or with- 
held from payments made after 1987. 


(2) [Ceasing to carry on business] — Where an employer has 
ceased to carry on business, any amount deducted or withheld\under 
subsection 153(1) of the Act that has not been remitted to the Re- 
ceiver General shall be, paid within 7 days of the day when the em- 
ployer ceased. to carry on: business. 


(3) [Return] — Remittances made to the Receiver General under 
subsection 153(1) of the Act shall be accompanied by a return in 
prescribed form. . 


(4) [Unclaimed dividends, interest on proceeds] — 
Amounts deducted or withheld: under subsection 153(4) of the Act 
shall be remitted to the Receiver General within 60 days after the 
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end of the taxation year subsequent to the 12-month period referred 
to in that subsection. 

Definitions [Reg. 108]: “amount” —ITA 248(1); “associated” —ITA 256, Reg. 
108(1.3); “average monthly withholding amount” — Reg. 108(1.2); “business” — ITA 
248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “employer” — 
Reg. 100(1); “holiday” — Interpretation Act 35(1); “individual”, “Minister” — ITA 
248(1); “month” — Interpretation Act 35(1); “prescribed”, “property” — ITA 248(1); 
“province” — Interpretation Act 35(1); “remuneration” — Reg, 100(1); “taxation 
year” —ITA 249. 


109. Elections to increase deductions — (1) Any election 
under subsection 153(1.2) of the Act shall be made by filing with 
the person making the payment or class of payments referred to 
therein (in this section referred to as the “payer’) the form pre- 
scribed by the Minister for that purpose. 


(2) [Variation] — A taxpayer who has made an election in the 
manner prescribed by subsection (1) may require that the amount 
deducted or withheld pursuant to that election be varied by filing 
with the payer the form prescribed by the Minister for that purpose. 


(3) [Time allowed to comply] — An election made in the man- 
ner prescribed by subsection (1) or a variation made pursuant to 
subsection (2) need not be taken into account by the payer in re- 
spect of the first payment to be made to the taxpayer after the elec- 
tion or variation, as the case may be, unless the election or varia- 
tion, as the case may be, is made within such time, in advance of 
the payment, as may reasonably be required by the payer. 


Definitions [Reg. 109]: “amount”, “Minister’—ITA 248(1); 
109(1); “person”, “prescribed”, “taxpayer” — ITA 248(1). 


“payer — Reg. 


110. Prescribed persons — (1) [Large employers] — The 
following are prescribed persons for the purposes of subsection 
153(1) of the Act: 


(a) an employer who is required, under subsection 153(1) of the 
Act and in accordance with paragraph 108(1.1)(b), to remit 
amounts deducted or withheld; and 


(b) a person or partnership who, acting on behalf of one or more 
employers, remits the following amounts in a particular calendar 
year and whose average monthly remittance, in respect of those 
amounts, for the second calendar year preceding the particular 
calendar year, is equal to or greater than $50,000, 


(1) amounts required to be remitted under subsection 153(1) 
of the Act and a similar provision of a law of a province that 
imposes a tax on the income of individuals, where the prov- 
ince has entered into an agreement with the Minister of Fi- 
nance for the collection of taxes payable to the province, in 
respect of payments described in the definition “remunera- 
tion” in subsection 100(1), 


(ii) amounts required to be remitted under subsection 21(1) 
of the Canada Pension Plan, and 


(iii) amounts required to be remitted under subsection 82(1) 
of the Employment Insurance Act or subsection 53(1) of the 
Unemployment Insurance Act. 


(2) [Average monthly remittance] — For the purposes of para- 
graph (1)(b), the average monthly remittance made by a person or 
partnership on behalf of all the employers for whom that person or 
partnership is acting, for the second calendar year preceding the 
particular calendar year, is the quotient obtained when the aggre- 
gate, for that preceding year, of all amounts referred to in subpara- 
graphs (1)(b)(i) to (iii) remitted by the person or partnership on be- 
half of those employers is divided by the number of months, in that 
preceding year, for which the person or partnership remitted those 
amounts. 


History: Subpara. 110(1)(b)(iii) amended by P.C. 1998-2270, s. 5, December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 


S. 110 added by P.C. 1993-1947, December 2, 1993, Canada Gazette, Part Il, Decem- 
ber 15, 1993. 

Definitions [Reg. 110]: 
Reg. 110(2); * 


“amount” —ITA 248(1); “average monthly remittance” — 
calendar year” — Interpretation Act 37(1)(a); “Canada’’ — ITA 255, In- 
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terpretation Act 35(1); “employer” — Reg. 100(1); “individual” —ITA 248(1); “Min- 
ister’ — ITA 248(1); “month” — Interpretation Act 35(1); “person”, “prescribed” — 
ITA 248(1); “province” — Interpretation Act 35(1); “remuneration” — Reg. 100(1). 


PART Il — INFORMATION RETURNS 


History: Part II was consolidated by the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19,1979, Canada 
Gazette, Part Il, August 8, 1979. 


Information Circulars: 82-2R2: Social insurance number legislation that relates to 
the preparation of information slips. 


200. Remuneration and benefits [T4 or T4A] — (1) Every 
person who makes a payment described in subsection 153(1) of the 
Act (other than an annuity payment in respect of an interest in an 
annuity contract to which subsection 201(5) applies) shall make an 
information return in prescribed form in respect of the payment un- 
less an information return in respect of the payment has been made 
under sections 202, 214, 237 or 238. 

Related Provisions: ITA 162(7.01) — Penalty for late filing; Reg. 205 — Date 


return due; Reg. 205.1 — Electronic filing required if more than 500 [to be 50] returns; 
Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


History: Subsec. 200(1) amended to add reference to Reg. 237 and 238 by P.C. 2002- 
2169, s. 1, December 12, 2002, Canada Gazette, Part II, January 1, 2003, effective 
January 1, 2003. 


Subsec. 200(1) substituted by P.C. 1983-3586, s. 1, November 17, 1983, Canada Ga- 
zette, Part Il, November 24, 1983. 

1.T. Technical News: 11 (reporting of amounts paid out of an employee benefit 
plan). 

Forms: See at end of Reg. 200. 


(2) [Various payments — T4A] — Every person who makes a 
payment as or on account of, or who confers a benefit or allocates 
an amount that is, 


(a) a scholarship, fellowship or bursary, or a prize for achieve- 
ment in a field of endeavour ordinarily carried on by the recipi- 
ent thereof (other than a prize prescribed by section 7700), 


(b) a grant to enable the recipient thereof to carry on research or 
any similar work, 


(c) an amount that is required by paragraph 56(1)(r) of the Act to 
be included in computing a taxpayer’s income, 


(d) a benefit under regulations made under an Appropriation Act 
providing for a scheme of transitional assistance benefits to per- 
sons employed in the production of products to which the Can- 
ada-United States Agreement on Automotive Products, signed 
on January 16, 1965, applies, 


(e) a benefit described in section 5502, 


(f) an amount payable to a taxpayer on a periodic basis in re- 
spect of the loss of all or any part of his income from an office 
or employment, pursuant to 

(1) a sickness or accident insurance plan, 

(ii) a disability insurance plan, or 

(111) an income maintenance insurance plan, 
to or under which his employer has made a contribution, 
(g) an amount or benefit the value of which is required by para- — 
graph 6(1)(a), (e) or (h) or subsection 6(9) of the Act to be in- 
cluded in computing a taxpayer’s income from an office or em- 
ployment, other than a payment referred to in subsection (1), 
(h) a benefit the amount of which is required by. virtue of sub- 
section 15(5) of the Act to be included in computing a share- 
holder’s income, 


(i) a benefit deemed by subsection 15(9) of the Act to be a bene- 
fit conferred on a shareholder by a corporation, or 


(j) a payment out of a registered education savings plan, other 
than a refund of payments, 


shall make an information return in prescribed form in respect of 
such payment or benefit except where subsection (3) or (4) applies 
with respect to the payment or benefit. 


1732 


Part II — Information Returns 


Related Provisions: ITA 162(7.01) — Penalty for late filing; Reg. 205 — Date 
return due; Reg. 205.1 — Electronic filing required if more than 500 [to be 50] returns; 
Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


History: Para. 200(2)(j) added by P.C. 1998-2275, s. 3, December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable to 1998 et seq. 


Para. 200(2)(c) amended by P.C. 1998-2270, s..6, December 16, 1998, Canada Ga- 
zette, Part Il, January 6, 1999, applicable to 1998 et seq. 


Para. 200(2)(e) amended by P.C. 1995-1023, s. 2, June 23, 1995, Canada Gazette, Part 
I, July 12, 1995, applicable to benefits paid after October 1991. 


Para. 200(2)(a) amended by P.C. 1989-1923, s. 1, September 28, 1989, Ce Ga- 
zette, Part II, October 11, 1989, applicable to 1983 et seq. 


Paras. 200(2)(c), (€), (g) and (h) and all that portion of subsec. 200(2) following para. 
(i), substituted by P.C: 1983-3585, subsecs. 1(1) to (4), November 17, 1983, Canada 
Gazette, Part II, November 24, 1983. 


All that portion of subsec. 200(2) preceding para, (a) and para. 200(2)(g) substituted by 
P.C. 1981-3209, s. 1, November 12, 1981, Canada Gazette, Part II, November 25, 
1981, effective with respect to ‘amounts allocated in respect of 1980 et seq. 


All those portions of subsec. 200(2) preceding para. (a) and following para. (i) substi- 
tuted, and para. (i) added by P.C. 1979-3327, s. 1, December 6, 1979, Canada Gazette, 
Part II, December 26, 1979, effective in respect of 1979 et seq. 


Para. 200(2)(g) substituted by P:C. 1978-3629, s. 1, November 30, 1978, Canada Ga- 
zette, Part Il, December 13, 1978, applicable to 1979 et seq. 


Interpretation Bulletins; IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-421R2: Benefits to individuals, corporations 
and shareholders from loans or debt. 


.T. Technical News: 11 (reporting of amounts paid out of an employee. benefit 
plan). 
Forms: See at end of Reg. 200. 


(3) [Automobile benefits — T4] — Where a benefit is included 
in computing a taxpayer’s income from an office or employment 
pursuant to paragraph 6(1)(a) or (e) of the Act in respect of an auto- 
mobile made available to the taxpayer or to a person related to the 
taxpayer by a person related to the taxpayer’s employer, the em- 
ployer shall make an information return in prescribed form in re- 
spect of the benefit. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be on returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 200(3) added by P.C. 1983-3585, subsec. 1(5), November 17, 1983, 
Canada Gazette, Part Il, November 24, 1983. 


(4) [Automobile benefits — shareholder] — Where a benefit 
is included in computing the income of a shareholder of a corpora- 
tion by virtue of subsection 15(5) of the Act in respect of an auto- 
mobile made available to the shareholder or to a person related to 
the shareholder by a person related to the corporation, the corpora- 
tion shall make an information return in prescribed form in respect 
of the benefit. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 200(4) added by P.C. 1983-3585, subsec. 1(5), November 17, 1983, 
Canada Gazette, Part Il, November 24, 1983. 


(5) [Employee stock option deferral] — Where a particular 
qualifying person (within the meaning assigned by subsection 7(7) 
of the Act) has agreed to sell or issue a security (within the meaning 
assigned by that subsection) of the particular qualifying person (or 
of a qualifying person with which it does not deal at arm’s length) 
to a taxpayer who is an employee of the particular qualifying person 
(or of a qualifying person with which it does not deal at arm’s 
length) and the taxpayer has acquired the security under the agree- 
ment in circumstances to which subsection 7(8) of the Act applied, 
each of the particular qualifying person, the qualifying person of 
which the security is acquired and the qualifying person which is 
the taxpayer’s employer shall, for the particular taxation year in 
which the security is acquired, make an information return in the 
prescribed form in respect of the benefit from employment that the 
taxpayer would be deemed to have received in the particular taxa- 
tion year in respect of the acquisition of the security if the Act were 
read without reference to subsection 7(8) and, for this purpose, an 
information return made by one of the qualifying persons in respect 
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of the taxpayer’s acquisition of the security is deemed to have been 
made by each of the qualifying persons. 


History: Subsec. 200(5) added by P.C. 2003-1497, s. 1, October 2, 2003, Canada Ga- 
zette, Part II, October 22, 2003, applicable to 2000 et seq. 


Definitions [Reg. 200]: “amount”, “annuity” — ITA 248(1); “arm’s length” —ITA 
251(1); “automobile” — ITA 248(1); “corporation” —ITA 248(1), Interpretation Act 
35(1); “employed” — ITA 248(1); “employee”, “employer”, “employment”, “office”, 

“person”, “personal or living expenses”, “prescribed” —ITA 248(1); “qualifying per- 
son” —ITA 7(7); “refund of payments” —ITA 146.1(1); “registered education sav- 
ings plan’ —ITA 146.11), 248(1); “related” —ITA 251(2)-(6); “shareholder” — 
ITA 248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 


Forms [Reg. 200]:.RC4120: Employer’s guide: Filing the T4 slip and summary 
form; RC4157: Deducting income tax on pension and other income, and filing the T4A 
slip and summary form [guide]; T2.SCH 97: Additional information on non-resident 
corporations in Canada; T4: Statement of remuneration paid; T4 Segment; T4 Summ: 
Summary of remuneration paid; T4A: Statement, of pension, retirement, annuity and 
other income; T4A Segment; T4A Summ: Summary of pension, retirement, annuity 
and other income; T4A-NR: Statement of fees (etc.) paid to non-residents for services 
rendered in Canada; T4A-RCA: Statement of distributions from an RCA; T4A-RCA 
Summ: Information return of distributions from an RCA; T737-RCA: Statement of 
contributions paid to a custodian of an RCA; T737-RCA Summ: Return of contribu- 
tions paid to a custodian of an RCA; T4001: Employers’ guide — payroll deductions 
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and remittances [guide]. 


201. Investment income [T5 or T4A] — (1) Every person who 
makes a payment to a resident of Canada as or on account of 


(a) a dividend or an amount deemed by the Act to be a dividend 
(other than a dividend deemed to have been paid to a person 
under any of subsections 84(1) to (4) of the Act where, pursuant 
to subsection 84(8) of the Act, those subsections do not apply to 
deem the dividend to have been received by the person), 


(b) interest (other than the portion of the interest to which any of 
subsections (4) to (4.2) applies) 


(i) on a fully registered bond or debenture, 
(ii) in respect of 

(A) money on loan to, 

(B) money on deposit with, or 

(C) property of any kind deposited or placed with, 
a corporation, association, organization or institution, 


(iii) in respect of an account with an investment dealer or 
broker, 


(iv) paid by an insurer in connection with an insurance policy 
or an annuity contract, or 


(v) on an amount owing in respect of compensation for pro- 
perty expropriated, 
(c) a royalty payment in respect of the use of a work or inven- 
tion or a right to take natural resources, 


(d) a payment referred to in subsection 16(1) of the Act that can 
reasonably be regarded as being in part a payment of interest or 
other payment of an income nature and in part a payment of a 
capital nature, where the payment is made by a corporation, as- 
sociation, organization or institution, 


(e) an amount paid from a person’s NISA Fund No. 2, or 


(f) an amount that is required by subsection 148.1(3) of the Act 
to be added in computing a person’s income for a taxation year 


shall make an information return in prescribed form in respect. of 
the portion of such payment for which an information return has not 
previously been made under this section. 

Related Provisions: ITA 162(7.01)— Penalty for late filing; Reg: 205 — Date 


return due; Reg. 205.1 — Electronic filing required if more than 500 [to be 50] returns; 
Two copies to be sent (or one emailed) to taxpayer. 

History: The opening words of para. 201(1)(b) amended by P.C. 1996-1419, subsec. 
1(1), September 11, 1996, Canada Gazette, Part II, October 2, 1996, applicable to debt 
obligations issued after October 16, 1991. 

Para. 201(1)(f) added by P.C. 1996-765, s. 1, May 28, 1996, Canada Gazette, Part II, 
June 12, 1996, applicable to payments made after 1995. 

Para. 201(1)(e) added by P.C. 1993-1939, s. 1, December 2, 1993, Canada Gazette, 


Part II, December 15, 1993, applicable after 1993 in respect of amounts paid. after 
1992. 
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All that portion of para. 201(1)(b) preceding subparagraph (i) and all that portion of 
subsec. 201(1) following para. (d) substituted by P.C. 1983-3586, subsecs. 2(1) and (2), 
November 17, 1983, Canada Gazette, Part II, November 24, 1983. 

Para. 201(1)(a) substituted by P.C. 1983-3585, s. 2, November 17, 1983, Canada Ga- 
zette, Part Il, November 24, 1983. 

Subpara. 201(1)(b)(v) added by P.C. 1979-3327, s. 2, December 6, 1979, Canada Ga- 
zette, Part Il, December 26, 1979, effective in respect of 1980 et seq. 


Interpretation Bulletins: IT-53i: Eligible funeral arrangements. 


Forms: RC4157: Deducting income tax on pension and other income, and filing the 
T4A slip and summary form [guide]; T1 Sched. 4: Statement of investment income; T3 
Sched. 8: Investment income, carrying charges, and gross-up amount of dividends re- 
tained by the trust; T4A: Statement of pension, retirement, annuity and other income; 
T4A Segment; T4A Summ: Summary of pension, retirement, annuity and other in- 
come; T5: Statement of investment income; T5 Summ: Return of investment income; 
T619: Magnetic media transmittal; T4015: T5 guide — return of investment income; 
T4031: Computer specifications for data filed on Magnetic Media (T5, T5008, T4RSP, 
T4RIF, NR4, and T3) [guide];'T4126: How to file the TS return of investment income 
[guide]. 


(2) [Nominees and agents] — Every person who receives as 
nominee or agent for a person resident in Canada a payment to 
which subsection (1) applies shall make an information return in 
prescribed form in respect of such payment. 


Proposed Amendment — Reg. 201(2) — Social u 
Insurance Number disclosure K 255) 
Letter from Dept. of Finance, March 17, 1999: See under IT, 


ani, 


Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 
required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 201(2) substituted by P.C. 1983-3586, subsec. 2(3), Canada Gazette, 
Part II, November 24, 1983. 


1.T. Technical News: 11 (U.S. spin-offs (divestitures) — dividends in kind). 


Forms: T5: Statement of investment income; T5 Summ: Return of investment income. 


(3) [Bearer coupons, etc.]— Where a person negotiates a 
bearer coupon, warrant or cheque representing interest or dividends 
referred to in subsection 234(1) of the Act for another person resi- 
dent in Canada and the name of the beneficial owner of the interest 
or dividends is not disclosed on an ownership certificate completed 
pursuant to that subsection, the person negotiating the coupon, war- 
rant or cheque, as the case may be, shall make an information return 
in prescribed form in respect of the payment received. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


(4) [Annual interest accrual] — A person or partnership that is 
indebted in a calendar year under a debt obligation in respect of 
which subsection 12(4) of the Act and paragraph (1)(b) apply with 
respect to a taxpayer shall make an information return in prescribed 
form in respect of the amount that would, if the year were a taxation 
year of the taxpayer, be included as interest in respect of the debt 
obligation in computing the taxpayer’s income for the year. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — ae copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 201(4) amended by P.C. 1996-1419, subsec. 1(2), September 11, 
1996, Canada Gazette, Part Il, October 2, 1996, applicable to debt obligations issued 
after October 16, 1991. 


Subsec. 201(4) substituted by P.C. 1991-172, s. 1, January 31, 1991, Canada Gazette, 
Part II, February 13, 1991, applicable with respect to investment contracts acquired or 
materially altered after 1989. 


Subsec. 201(4) substituted by P.C. 1986-842, s. 1, April 10, 1986, Canada Gazette, 
Part II, April 30, 1986, applicable to 1985 et seq. 


Subsec. 201(4) added by P.C. 1983-3586, subsec. 2(4), November 17, 1983, Canada 
Gazette, Part Il, November 24, 1983. 


(4.1) [Indexed debt obligation] — A person or partnership that 
is indebted in a calendar year under an indexed debt obligation in 
respect of which paragraph (1)(b) applies shall, for each taxpayer 
who holds an interest in the debt obligation at, any time in the year, 
make an information return in prescribed form in respect of the 
amount that would, if the year were a taxation year of the taxpayer, 
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be included as interest in respect of the debt obligation in comput- 
ing the taxpayer’s income for the year. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


History: Subsec. 201(4.1) added by P.C. 1996-1419, subsec. 1(2), September 11, 
1996, Canada Gazette, Part Il, October 2, 1996, applicable to debt obligations issued 
after October 16, 1991. — 


(4.2) [Nominee or agent — debt obligation] — Where, at any 
time in a calendar year, a person or partnership holds, as nominee or 
agent for a taxpayer resident in Canada, an interest in a debt obliga- 
tion referred to in paragraph (1)(b) that is 


(a) an obligation in respect of which subsection 12(4) of the Act 
applies with respect to the taxpayer, or 


(b) an indexed debt obligation, 


that person or partnership shall make an information return in pre- 
scribed form in respect of the amount that would, if the year were a 
taxation year of the taxpayer, be included as interest in respect of 
the debt obligation in computing the taxpayer’s income for the year. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


History: Subsec. 201(4.2) added by P.C: 1996-1419, subsec. 1(2), September 11, 
1996, Canada Gazette, Part Il, October 2, 1996, applicable to debt obligations issued 
after October 16, 1991. 


(5) [Insurers] — Every insurer, within the meaning assigned by 
paragraph 148(10)(a) of the Act, who is a party to a life insurance 
policy in respect of which an amount is to be included in computing 
a taxpayer’s income under subsection 12.2(1) or (5) of the Act shall 
make an information return in prescribed form in respect of that 
amount. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic ‘filing 
required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 

History: Subsec. 201(5) amended by P.C. 2010-548, s. 1, April 29, 2010, Canada 
Gazette, Part II, May 12, 2010, applicable to contracts last acquired after 1989. _ 
Subsec. 201(5) substituted by P.C. 1991-172, s. 1, January 31, 1991, Canada Gazette, 


Part II, February 13, 1991, applicable with respect to life insurance policies acquired or 
materially altered after 1989. 


Subsec. 201(5) added by P.C. 1983-3586, subsec. 2(4), November 17, 1983, Canada 
Gazette, Part II, November 24, 1983. 


(6) [Debt obligation in bearer form] — Every. person who 
makes a payment to, or acts as a nominee or agent for, an individual 
resident in Canada in respect of the disposition or redemption of a 
debt obligation in bearer form shall make an information return in 
prescribed form in respect of the transaction indicating the proceeds 
of disposition or the redemption amount and such other information 
as may be required by the prescribed form. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one © 
emailed) to taxpayer. 


Forms: T4031: Computer specifications for data filed on Magnetic Media (T5, T5008, 
T4RSP, T4RIF, NR4, and T3) [guide]; T4091: T5008 guide — return of securities 
transactions; T5008: Statement of securities transactions; T5008 Segment; T5008 
Summ: Return of securities transactions. 


(7) [“Debt obligation in bearer form”] — For the purposes of 
subsection (6), “debt obligation in bearer form” means any debt ob- 
ligation in bearer form other than 


(a) a debt obligation that is redeemed for the amount for which 
the debt obligation was issued; 


(b) a debt obligation described in paragraph 7000(1)(b);' and 


(c) a coupon, warrant or cheque referred to in subsection 207(1). 


History: Subsecs. 201(6) and (7) added by P.C. 1988-2452, October 31, 1988, Canada 
Gazette, Part II, November 9, 1988, applicable after 1988. 


Definitions [Reg. 201]: “amount”, “annuity” —ITA 248(1); “beneficial owner” — 
ITA 248(3); “calendar year” — Interpretation Act 37(1)(a); “Canada” — ITA 255, Jn- 
terpretation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “debt 
obligation in bearer form” — Reg. 201(7); “disposition”, “dividend”, “indexed debt ob- 
ligation”, “individual”, “insurance policy" “insurer” — ITA 248(1); “life insurance 
policy” —ITA 138(12), 248(1); “person”, “prescribed”, “property” —ITA 248(1); 
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“resident in Canada”, “resident of Canada” 
“taxpayer” —ITA 248(1). 


—ITA 250; “taxation year” — ITA 249; 


202. Payments to non-residents [NR4] — (1) Every person 
resident in Canada who pays or credits, or is deemed by Part I or 
Part XIII of the Act to pay or credit, to a non-resident person an 
amount as, on account or in lieu of payment of, or in satisfaction of, 


(a) a management or administration fee or charge, 
(b) interest, 
(c) income of or from an estate or trust, 


(d) rent, royalty or a similar payment referred to in paragraph 
212(1)(d) of the Act, including any payment described in any of 
subparagraphs 212(1)(d)(@) to (viii) of the Act, 


(e) a timber royalty as described in paragraph 212(1)(e) of the 
Act, 


(f) [Repealed] 


(g) a dividend, including a patronage dividend as described in 
paragraph 212(1)(g) of the Act, or 


(h) a payment for a right in orto the use of 
(i) a motion picture film, or 
(11) a film or, video tape for use in connection with television, 


shall, in addition to any other return required by the Act or these 
Regulations, make an information return in prescribed form in re- 
spect of such amount. 

Related Provisions: Reg. 202(1.1), (2) — Other payments to non-residents; Reg. 
202(6.1) — Deemed-resident trust deemed resident in’ Canada,for. purposes of Reg. 
202(1); Reg. 202(7), (8) — Date return due; Reg. 205.1 — Electronic filing required if 
more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one'emailed) 
to taxpayer. 

History: Para. 202(1)(f) repealed by P.C. 2002-2169, s. 2, December 12, 2002, Can- 
ada Gazette, Part Il, January 1, 2003, effective January 1, 2003. 


Para. 202(1)@) revoked by P.C. 1988-390, s.:1, March’3, 1988, Canada-Gazette, Part 
Il, March 16, 1988, applicable with respect to dividends paid after May 23, 1985, other 
than dividends declared on or before that date. 


Para. 202(1)(i) added by P.C. 1980-1366, s. 3, May 22, 1980, Canada Gazette, Part Il, 
June 11, 1980, effective November 17, 1978. 


Forms: NR4: Statement of amounts paid or credited to non-residents of Canada; NR4 
Segment; NR4 Summ: Return of amounts paid or credited to non-residents of Canada; 
NR4(OAS): Statement of OAS pension paid or credited to non-residents of Canada; T2 
SCH 19: Non-resident shareholder information; T1136: OAS return of income; T4031: 
Computer specifications for data filed on Magnetic Media (T5, T5008, T4RSP, T4RIF, 
NR4, and T3) [guide]. 


(1.1) [Payment to non-resident. actor — NR4] — Every. per- 
son who pays or credits an amount, or provides a benefit to or on 
behalf of a person who is either a non-resident individual who is an 
actor or that is a corporation related to such an individual, for the 
provision in Canada of acting services of the actor.in a film or video 
production, shall, in addition to any other return required by the Act 
or these Regulations, make an information return in prescribed form 
in respect of such payment, credit or benefit. 

Related Provisions: ITA 215(5.1)—-(5.2) — Withholding tax. 


History: Subsec. 202(1.1) added by P.C. 2005-694, s. 1, May 3, 2005, Canada Ga- 
zette, Part II, May 18, 2005, in force May 18, 2005. 


(2) [Various payments to non-residents] — Every person res- 
ident in Canada who pays or credits, or is deemed. by Part I or Part 
XIII of the Act to pay or credit, to a non-resident person an amount 
as, on account or in lieu of payment of, or in satisfaction of, 


(a) a payment of a superannuation or pension benefit, 

(b) a payment of any allowance or benefit described in any of 
subparagraphs 56(1)(a)(ii) to (vi) of the Act, 

(c) a payment by a trustee under a registered supplementary un- 
employment benefit plan, 


(d) a payment out of or under a registered retirement savings 
plan or a plan referred to in subsection 146(12) of the Act as an 
amended plan, 

(e) a payment under a deferred profit sharing plan or a plan re- 
ferred to in subsection 147(15) of the Act as a revoked plan, 
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(f) a payment under an income-averaging annuity contract, any 
proceeds of the surrender, cancellation, redemption, sale or other 
disposition of an income-averaging annuity contract, or any 
amount deemed by subsection 61.1(1) of the Act to have been 
received by the non-resident person as proceeds of the disposi- 
tion of an income-averaging annuity contract, 


(g) an annuity payment, not described in any other paragraph of 
this subsection or subsection (1), 


(h) a payment to which paragraph 212(1)(p) of the Act applies, 


(i) a payment out of or under a regisioned retirement income 
fund, 


(j) a payment that is or that would be, if paragraph 212(1)(r) of 
the Act were read without reference. to subparagraph 
212(1)(1)(Gii), a payment described, in that paragraph in respect of 
a registered education savings plan, 


(k) a grant under a program prescribed for the purposes of para- 
graph 212(1)(s) of the Act, 


(1) a payment described in paragraph 212(1)(), of the Act in re- 
spect of a retirement compensation arrangement, or 


(m) a payment described in paragraph 212(1)(v) of the Act, 


shall, in addition to any other return required by the Act or these 
Regulations, make an information return in prescribed form in re- 
spect of such amount. 

Related Provisions: Reg. 202(6.1) — Deemed-resident trust deemed resident in 
Canada for purposes of Reg. 202(2); Reg. 202(7), (8)— Date return due; Reg. 
205.1 — Electronic filing required if more than 500 [to be 50] returns; Reg. 209 — 
Two copies to be sent (or one emailed) to taxpayer. 


History: Para. 202(2)(h) amended by 2009, c. 2, s. 83, applicable to 2009 et seq. 


Para. 202(2)(m) added by P.C. 1999-2212, s. 1, December 16, 1999, Canada Gazétte, 
Part II, January 5, 2000, applicable to payments made or credited after 1999. 


Para. 202(2)qG) amended by P.C. 1998-2275, s. 4, December 16, 1998, Canada Gazette, 
Part II, January 6, 1999, applicable.to 1998 et. seq. 

Para. 202(2)(1) added by P.C. 1988-1476, July 21, 1988, Canada Gazette, Part II, Au- 
gust 3, 1988, applicable with respect to amounts paid or credited after March 27, 1987. 
Para. 202(2)(h) substituted by P.C. 1986-1103, s. 1, May 8, 1986, Canada Gazette, Part 
II, May, 28, 1986, applicable to amounts paid after 1985. 

Paras. 202(2)(b) and (h) substituted by P.C. 1983-3585, s. 3, November 17, 1983, Can- 
ada Gazette, Part Il, November 24, 1983. 

Para. 202(2)(k) added by P.C. 1981-3209, s. 2, November 12, 1981, Canada Gazette, 
Part Il, November 25, 1981, effective in respect of grants paid: or credited after 1980. 


Para. 202(2)(b) amended, para. 202(2)(j) added by P.C. 1980-1366, s. 4, May 22, 1980, 
Canada Gazette, Part II, June 11, 1980; effective Marchi1, 1979. 


Para. 202(2)(1) added by P.C. 1979-1725, June 21, 1979, Canada Gazette, Part I, July 
11, 1979, effective for the period commencing June 30, 1978. 


Forms: NR4: Statement of amounts paid or credited to non-residents of Canada; NR4 
Segment; NR4 Summ: Return of amounts paid or credited to non-residents of Canada; 
NR4A-RCA: Statement of amounts paid to non-residents of Canada to which: para. 


212(1)() applies. 


(2.1) [NISA Fund No. 2] — Every person resident in Canada who 
pays an amount to a non-resident person from a NISA Fund No. 2 
shall, in addition to any other return required by the Act. or these 
Regulations, make an ree es return in oa form in re- 
spect of the amount. 

Related Provisions: Reg. 202(7), (8) — Date return due; Reg. 205.1 — Electronic 


filing required if more than 500 [to be 50] returns; Reg. 209 — Two copies. to be sent 
(or one emailed) to taxpayer. 


History: Subsec. 202(2.1) added by P.C. 1993-1939, subsec. 2(1), December 2, 1993, 
Canada Gazette, Part Il, December 15, 1993, applicable after 1993 in respect of 
amounts paid after 1992. 


(3) [Nominee or agent] — Every person who is paid or credited 
with an amount referred to in subsection (1), (2) or (2.1) for or on 
behalf of a non-resident person shall make an information return in 
prescribed form in respect of the amount. 

Related Provisions: Reg. 202(7), (8) — Date return due; Reg. 205.1 — Electronic 
filing required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent 
(or one emailed) to taxpayer. 


History: Subsec. 202(3) amended by P.C. 1993-1939, subsec. 2(2), December 2, 1993, 


Canada Gazette, Part Il, December 15, 1993, applicable after 1993 in respect of 
amounts paid after 1992. 
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(4) [Non-resident payer deemed resident in Canada] — A 
non-resident person who is deemed, under subsection 212(13) of 
the Act, to be a person resident in Canada for the purposes of sec- 
tion 212 of the Act shall be deemed, in the same circumstances, to 
be a person resident in Canada for the purposes of subsections (1) 
and (2). 


(5) [Partnership payer deemed resident in Canada] — A 
partnership that is deemed, under paragraph 212(13.1)(a) of the Act, 
to be a person resident in Canada for the purposes of Part XIII of 
the Act shall be deemed, in the same circumstances, to be a person 
resident in Canada for the purposes of subsections (1) and (2). 


(6) [Non-resident payer carrying on business in Can- 
ada] — A non-resident person who is deemed, under subsection 
212(13.2) of the Act, to be a person resident in Canada for the pur- 
poses of Part XIII of the Act shall be deemed, in the same circum- 
stances, to be a person resident in Canada for the purposes of sub- 
sections (1) and (2). 


Proposed Addition — Reg. 202(6. ch ee 


(6.1) A trust that is deemed by, uabeenions 94(3) of the Act io, he 
resident in Canada for a taxation year for the purposes of comput- 
ing its income, is deemed, in respect of amounts (other than an 
exempt amount as defined in subsection 94(1) of the Act) paid or 
credited by it, to be a person resident in Canada for the taxation | 
year for the purposes of subsections (1) and (2). 


Application: The August 27, 2010 draft legislation (Part 1 -—NRTs and FIEs), s. 


27, will add subsec. 202(6.1), applicable to amounts paid or credited after August 74, 
2010. 


Technical Notes (Sept. 10, 2010): Scction 202. is foc ikes ss ce new. 
subsection 202(6.1). Subsection 202(6. 1) clarifies that a trust that i is deemed by sub- 
section 94(3) of the Act to be resident i in Canada for a taxation year is required to 
make information returns under section 202 in respect of amounts that are paid or 
credited by it to non-resident persons that are described by subsections 202(1) and — 
(2) (other than exempt amounts as defined in subsection 94(1) of the Act). 


(7) [Filing deadline] — Subject to subsection (8), an information 
return required under this section shall be filed on or before March 
31 and shall be in respect of the preceding calendar year. 


Related Provisions: ITA 162(7.01) — Penalty for late filing. 


(8) [Filing deadline — trust or estate] — Where an amount re- 
ferred to in subsection (1) or (2) is income of or from an estate or 
trust, the information return required under this section in respect 
thereof shall be filed within 90 days from the end of the taxation 
year of the estate or trust in which the amount was paid or credited 
and shall be in respect of that taxation year. 

Definitions [Reg. 202]: “amount” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 35(1); “corporation” — ITA 
248(1), Interpretation Act 35(1); “deferred profit sharing plan” — ITA 147(1), 248(1); 
“disposition”, “dividend” —ITA 248(1); “estate’ —ITA 104(1), 248(1); “income- 
averaging annuity contract”, “individual”, “non-resident”, “person”, “prescribed” — 
ITA 248(1); “registered education savings plan” —ITA 146.1(1), 248(1); “registered 
home ownership savings plan” — ITA 248(1); “registered retirement income fund’ — 
ITA 146.3(1), 248(1); “registered retirement savings plan” —ITA 146(1), 248(1); 
“registered supplementary unemployment benefit plan” —ITA 145(1), 248(1); “re- 
lated” — ITA 251(2)-(6); “resident” —ITA 250, Reg. 202(4), (5), (6); “retirement 
compensation arrangement’, “superannuation or pension benefit” — ITA 248(1); “tax- 
ation year’ — ITA 249; “trust” —ITA 104(1), 248(1), (3). 


Forms [Reg. 202]: NR4: Statement of amounts paid or credited to non-residents of 
Canada; NR4 Segment; NR4 Summ: Return of amounts paid or credited to non-re- 
sidents of Canada. 


203. [Repealed] 


History: S. 203 repealed by P.C. 2002-2169, s. 3, December 12, 2002, Canada Ga- 
zette, Part II, January 1, 2003, effective January 1, 2003. 


204. Estates and trusts — (1) [Trustee to file return] — 
Every person having the control of, or receiving income, gains or 
profits in a fiduciary capacity, or in a capacity analogous to a fidu- 
ciary capacity, shall make a return in prescribed form in respect 
thereof. 
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Related Provisions: ITA 150(1)(c) — Trust tax return; Reg. 204.1 — Early disclo- 
sure requirement for publicly-traded trusts; Reg. 205.1 — Electronic filing required if 
more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one emailed) 
to taxpayer. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


Information Circulars: 78-SR3: Communal organizations; 78-14R4: Guidelines for 
trust companies and other persons responsible for filing T3GR, T3D, T3P, T3S, T3RI, 
and T3F returns. 


Forms: T3: Statement of trust income allocations and designations; T3ATH-IND: 
Amateur athlete trust income tax return; T3D: Deferred profit sharing plan or revoked 
plan information return and income tax return, T3F: Investments prescribed to be quali- 
fied information return, T3GR: Group income tax and information return for RRSP, 
RRIF, RESP, or RDSP trusts (and worksheets); T3P: Employees’ pension plan income 
tax return; T3RET: Trust income tax and information return; T3S: Supplementary un- 
employment benefit plan — income tax return; T4031: Computer specifications for 
data filed on Magnetic Media (TS, T5008, T4RSP, T4RIF, NR4, and T3) [guide]. 


(2) [Filing deadline] — The return required under this section 
shall be filed within 90 days from the end of the taxation year and 
shall be in respect of the taxation year. 


Related Provisions: ITA 162(7.01) — Penalty for late filing. 
Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


(3) [Exceptions] — Subsection (1) does not require a trust to 
make a return for a taxation year at the end of which it is 


(a) governed by a deferred profit sharing plan or by a plan re- 
ferred to in subsection 147(15) of the Act as a revoked plan; 


(b) governed by an employees profit sharing plan; 

(c) a registered charity; 

(d) governed by an eligible funeral arrangement; 

(d.1) a cemetery care trust; 

(e) governed by a registered education savings plan; or 

(f) governed by a TFSA or by an arrangement that is deemed by 
paragraph 146.2(9)(a) of the Act to be a TFSA. 


Related Provisions: ITA 148.1 — Eligible funeral arrangements; ITA 149.1(14) — 
Charity information return; Reg. 201(1)(f) — Eligible funeral arrangement information 
return; Reg. 212 — EPSP information return. 


History: Para. 204(3)(f) added by 2009, c. 2, s. 84, applicable to 2009 et seq. 


Para. 204(3)(d.1) added by P.C. 1999-2212, s. 2, December 16, 1999, Canada Gazette, 
Part II, January 5, 2000, applicable to 1998 et seq. 


Para. 204(3)(e) added by P.C. 1998-2275, s. 5, December 16, 1998, Canada Gazette, 
Part II, January 6, 1999, applicable to 1998 et seq. 


The opening words of subsec. 204(3) amended, and para. 204(3)(d) added, by P.C. 
1996-765, s. 2, May 28, 1996, Canada Gazette, Part Il, June 12, 1996, applicable to 
1993 et seq. 


Interpretation Bulletins: IT-531: Eligible funeral arrangements. 


Definitions [Reg. 204]: “deferred profit sharing plan” —ITA 147(1), 248(1); “em- 
ployees profit sharing plan” — ITA 144(1), 248(1); “person”, “ “registered 


, “prescribed”, 
charity”, “TFSA” — ITA 248(1); “taxation year’? —ITA 249; “trust”? —ITA 104(1), 
248(1), (3). 


204.1 (1) Interpretation — The following definitions apply in this 
section. 


“public investment trust’’, at any time, means a public trust all or 
substantially all of the fair market value of the property of which is, 
at that time, attributable to the fair market value of property of the 
trust that is 


(a) units of public trusts; 


(b) partnership interests in public partnerships (as defined in 
subsection 229.1(1)); 


(c) shares of the capital stock of public corporations; or 
(d) any combination of properties referred to in paragraphs (a) to 


(c). 


“public trust”, at any time, means a mutual fund trust the units of 
which are, at that time, listed on a designated stock exchange in 
Canada. 
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(2) Required information disclosure — A trust that is, at any 
time in a taxation year of the trust, a public trust shall, within the 
time required by subsection (3), 


(a) make public, in prescribed form, information in respect of 
the trust for the taxation year by posting that prescribed form, in 
a manner that is accessible to the general public, on the Internet 
website of CDS Innovations Inc.; and 


(b) notify the Minister in writing as to when the posting of the 
prescribed form, as required by paragraph (a), has been made. 


Related Provisions: Reg. 229.1(2) — Parallel rule for public partnerships. 


(3) Required disclosure time — The time required for a public 
trust to satisfy the requirements of subsection (2) in respect of the 
public trust for a taxation year of the public trust is 


(a) subject to paragraph (b), on or before the day that is 60 days 
after the end of the taxation year; and 


(b) where the public trust is, at any time in the taxation year, a 
public investment trust, on or before the day that is 67 days after 
the end of the calendar year in which the taxation year ends. 


History: S. 204.1 added by 2007, c. 35, s..72, applicable to information in respect of 
taxation years that end after July 3, 2007. 

Definitions [Reg. 204.1]: “calendar year” — Interpretation Act 37(1)(a); “Min- 
ister” — ITA 248(1); “mutual fund trust” — ITA 132(6)—(7),132.2(3)(n), 248(1);. “pre- 
scribed” — ITA 248(1); “property” — ITA 248(1); “public corporation” — ITA 89(1), 
248(1); “public investment trust” — Reg. 204.1(1); “public partnership” — Reg. 
229.1(1); “public trust” — Reg. 204.1(1); “share” —ITA 248(1); “taxation year” — 
ITA 249; “trust” —ITA 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


205. Date returns to be filed — (1) All returns required. under 
this Part shall be filed with the Minister without notice or demand 
and, unless otherwise specifically provided, on or before the last 
day of February in each year and shall be in respect of the preced- 
ing calendar year. 


Related Provisions: ITA 162(7.01) — Penalty for late filing; Reg. 202(7), (8), 
203(2), 204(2), 205(2) — Exceptions. 


(2) [Where business discontinued] — Where a person who is 
required to make a return under this Part discontinues his business 
or activity, the return shall be filed within 30 days of the day of the 
discontinuance of the business or activity and shall be in respect of 
any calendar year or a portion thereof prior to the discontinuance of 
the business or activity for which a return has not previously been 
filed. 


Definitions [Reg. 205]: “business” — ITA 248(1); “calendar year’? — Interpretation 
Act 37(1)(a); “Minister”, “person” — ITA 248(1). 


205.1 Electronic filing, [required] — A. person who is required 
to make an information return under this Part, or who files an infor- 
mation return on behalf of a person who is required to make. an 
information return under this Part,-shall file the information return 
with the Minister in an electronic. format if more than 500. such re- 
turns are to be filed for the calendar year. 


- Proposed Amendment - — Reg. 205. 1 sg socld 1 : 


208. 1 Electronic filing [required] - 
quired to make an information return under this Part, or who files 
an information return on behalf of a person who is required to 
make an information return under this Part, shall transmit the in- 
formation return to the Minister in the prescribed electronic form 
if more than 500 information returns are to be filed by that person 
for the calendar year. 


(2) Every transmission referred to in subseotion: @ hull includ 
in the prescribed electronic form, a summary vi the ancopoae 
returns contained in the transmission. 


(3) For the purposes of subsections 162(7) to (8) of the Act, fail 
ure to make a transmission as required by subsections (1) and (2) 
is deemed to be failure to file an a return as ~ — 
required by the Act or these Regulations. 


Reg. 
S. 205.1 


Application: The May 2, 2005 draft regulations (pre-published in Canada Gazette, 
Part I, Mays Z, os s. 1, will amend s, 205.1 to on as etki ae to 2001 et 


ry Impact Analysis Siaiemont a 205. 1 was ‘added to the Jn- 
Regulations (the Regulations) in 1999. Until 2001, as a transitional mea- 

R e Agency (CRA) did not issue penalties for the failure to 
\irement. In 2001, taxpayers were notified that the penalties 
62(7) of the Income Tax Act (the Act) would be applied 
large returns electroni 


‘the first time, CRA officials 
ns of section 205. 1, taken with the penalty. pro 


return and applying the provisions of subsection 162(7) against that return, 
a authority of the Minister to waive all or 


it pee in a that the “failure” that will 
attract a candy is the failure | to ae the ackage” of returns electronically; it is not 
the failure to file a of the individual information re returns included in the patiee 


no costs of these haat to paps, tax aa a or the CCRA. 
ay benefit, as this amendment a ioe haan intent of the CRA 


(other than a registered charity) or aoc who fails to file such an information 
return when ame my the Act or the Income Tax a is liable to a pealy of 


: G) ee dal 51, $10 for each a ashe which the failure Sc aalend, not 2s 
ing 100 days, 


i (ii) more than 50 but less than 501, $15 for each day =“ which he failure 


; $25 for can ay Cpnins | which the failure 
‘not eleceding 100 days, 


ure continues, fee exceeding 100 days, and 


(v). more than 10,000, $75 for each day during which the ie continues, ca 
exceeding 100 days. 


(22) ‘That for information returns that are prescribed for hes purposes of this paragraph 
and required to be filed electronically after 2009, the Act be amended to provide that 
every person (other than a registered charity) or partnership who fails to file such an 
information return by way of electronic filing is liable to a penalty of, where the num- 
ber of those information returns of a particular type so required to be filed is 

(a) more than 50 but less than 251, $250; 

(b) more than 250 but less than 501, $500; 

(©) ‘more than 500 but less than 2,501, $1500; and 

(d) more than 2500, $2,500. 


Federal Budget, Supplementary wadeebtOi Jan. 27, 2009: Mandatory Elec- 
tronic Filing 
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Reg. 
S. 205.1 


Taxpayers are currently allowed to file their income tax information with the CRA in 
electronic format if they meet certain criteria acceptable to the CRA. The CRA will 
increase efficiencies in the implementation of its programs by requiring such electronic 
filing in certain circumstances. .. . ae 


{Mandatory electronic filing of certain corporate tax eas essed in “ITA 
150.1(2.1) —ed.] 


Second, the number of any particular type of income tax information return that can be 
filed by a taxpayer before the taxpayer is, under an existing income tax provision [Reg. 
205.1(1) — ed.], required to file those information returns electronically, will be re- 
duced to 50 from 500. This measure will most often apply in practice in respect of T4 
information returns for employment income. [This change does not appear in the No- 
tice of Ways and Means Motion above because it will amend the Reeeeiens, the 
NWMM describes only changes to the Act — ed.] 


This measure will apply in respect of information returns required to be filed after 
2009, 


Penalties 


In addition to the new electronic filing requirements described above, Budget 2009 
proposes to introduce a penalty for filing a corporate income tax return in an incorrect 
format, and to reduce the penalties ee ae bes Hed or poten! filed re 
tion returns.. . _ — 


{Penalty for corporations that do not file electronically — enacted i in ITA (162(7. 2)— 
ed.] 


Penalty for Filing Information Returns Late or in an I 


There is an existing penalty [ITA 162(7) — ed.] that has general application to capy 
ers who fail to comply with any duties and obligations imposed under the Income Tax 
Act, including those who fail to file information returns as and when required. This 
penalty is calculated as the greater of $100 per failure and $25 times the number of 
days, not exceeding 100, during which the failure continues. This penalty can be exces- 
sive in cases where a large number of similar returns are required to be filed, but are 
filed late. Under the current rules, for example, an employer who filed 500 T4 informa- 
tion returns one day late would be liable to a penalty of $50,000. é 


This penalty will be reduced, so that taxpayers who fail to file lecotaey under the 
electronic information return requirements, or who file information returns late, are not 
unduly penalized. The penalties will be calculated based on the number of any particu- 
lar type of information return that is filed i in the incorrect format or that i is filed late. 


rrect Format 


For information returns that are filed in the incorrect format, ‘the penalty i is proposed to 
be set at the following amounts: 


* $250 — where the taxpayer is required to file more than 50 but less ed 251 
returns; 


° $500 — where the taxpayer is ened to file more than 250 but less than 501 
returns; 


¢ $1,500 — where fhe taxpayer is required to fie 3 more than 0 but less Lae 2 301 
returns; and : 


* $2,500 — where the taxpayer is required to file n more than 2, 500 returns. 


For information returns that are filed late, the penalty is proposed to be set at the 
greater of $100 and the following amounts: 


¢ $10 per day — where the taxpayer is required to file | les than Sl tens; 

* $15 per day — where the taxpayer is required to file more than 50 but less than 
501 returns; 

* $25 per day — where the taxpayer is ee to file more than 500. put less than 
2,501 returns; : : 


¢ $50 per day — where the ee is oles to file more than 2,500 but tess oe 
10,001 returns; and 
* $75 per day — where the becpayer is required to file more than. 10, 000 returns. 


The penalty for late-filed information returns will be limited to 100 days, meaning that 
it will be capped at between $1,000 and $7,500 Sept on the number of returns 
that are required to be filed). 


These penalties [enacted in ITA 162(7. 01), ap 02) — ed. will apply. to eincion re- 
turns required to be filed after 2009. 


Related Provisions: ITA 162(7.02) — Penalty for failure to file electronically; ITA 
244(22) — Electronic filing permitted. 


History: S. 205.1 added by P.C. 1998-2273 s. 1, December 16, 1998, Canada Gazette, 
Part II, January 6, 1999, applicable in respect of returns required to be filed for the 
1999 and subsequent calendar years. 


Definitions [Reg. 205.1]: “calendar year” — Interpretation Act 37(1)(a); “Minister”, 
“person”, “prescribed” — ITA 248(1). 


206. Legal representatives and others — (1) Where a person, 
who is required to make a return under this Part, has died, such 
return shall be filed by his legal representative within 90 days of the 
date of death and shall be in respect of any calendar year or a por- 
tion thereof prior to the date of death for which a return has not 
previously been filed. 


Income Tax Regulations 


(2) [Trustee in bankruptcy, etc.] — Every trustee in bank- 
ruptcy, assignee, liquidator, curator, receiver, trustee or committee 
and every agent or other person administering, managing, winding- 
up, controlling or otherwise dealing with the property, business, es- 
tate or income of a person who has not filed a return as required by 
this Part shall file such return. 


Definitions [Reg. 206]: “calendar year” — Interpretation Act 37(1)(a); “legal repre- 
sentative”, “person”, “property” —ITA 248(1). 


207. Ownership certificates — (1) An ownership certificate 
completed pursuant to section 234 of the Act shall be delivered to 
the debtor or encashing agent at the time the coupon, warrant or 
cheque referred to in that section is negotiated. 


(2) The debtor or encashing agent to whom an ownership certificate 
has been delivered pursuant to subsection (1) shall forward it to the 
Minister on or before the 15th day of the month following the 
month the coupon, warrant or cheque, as the case may be, was 
negotiated. 


(3) The operation of section 234 of the Act is extended to a bearer 
coupon or warrant negotiated by or on behalf of a non-resident per- 
son who is subject to tax under Part XIII of the Act in respect of 
such a coupon or warrant. 

Forms: T600, T600B: Ownership certificate; NR601: Non-resident ownership Certifi- 
cate (withholding tax); NR602: Non-resident ownership certificate (no withholding 
tax). 

Definitions [Reg. 207]: “Minister”? —ITA 248(1); 
35(1); “non-resident”, “person” — ITA 248(1). 


“month” — Interpretation Act 


208. [Repealed] 


History: S. 208 repealed by P.C. 2010-548, s. 2, April 29, 2010, Canada Gazette, Part 
II, May 12, 2010, in force on May 12, 2010. 


All that portion of s. 208 preceding para. (a) substituted by P.C. 1983-3585, s: 4, No- 
vember 17, 1983, Canada Gazette, Part Il, November 24, 1983, effective from Novem- 
ber 13, 1981. 


209. Distribution of taxpayers’ portions of returns — (1) A 
person who is required by section 200, 201, 202, 204, 212, 214, 
215, 217 or 218, subsection 223(2) or section 228, 229, 230, 232, 
233 or 234 to make an information return shall forward to each tax- 
payer to whom the return relates two copies of the portion of the 
return that relates to that taxpayer. 


History: Subsec. 209(1) amended by P.C. 2010-548, s. 3, April 29, 2010, Canada 
Gazette, Part II, May 12, 2010, in force on May 12, 2010. 


Subsec. 209(1) amended by 2009, c. 2, s. 85, applicable to 2009 et seq. 


Subsec. 209(1) amended by P.C. 1993-1939, s. 3, December 2, 1993, Canada Gazette, 
Part Il, December 15, 1993, applicable after 1993 in respect of amounts paid after 
1992. 


Subsec. 209(1) amended by P.C. 1992-1567, s. 1, July 16, 1992, Canada Gazette, Part 
II, August 12, 1992, applicable to 1991 et seq. 


Subsec. 209(1) amended by P.C. 1989-2156, s. 1, October 26, 1989, Canada Gazette, 
Part Il, November 8, 1989. 


Subsec, 209(1) substituted by P.C. 1987-1681, s. 1, August 14, 1987, Canada Gazette, 
Part II, September 2, 1987, effective after December 18, 1986. 


Subsec. 209(1) substituted by P.C. 1985-374, s. 1, February 7, 1985, Canada Gazette, 
Part II, February 20, 1985. 


(2) The copies referred to in subsection (1) shall be sent to the tax- 
payer at his last known address or delivered to him in person, on or 
before the date the return is required to be filed with the Minister. 


(3) A person may send a document, as required under subsection 
(1), in an electronic format if the person has received the express 
consent of the taxpayer, and in that case, the person shall send a 
single copy to the taxpayer, on or before the date on which the re- 
turn referred to in subsection (1) is to be filed with the Minister. 


History: Subsec. 209(3) added by P.C. 2002-2169, s. 4, December 12, 2002, Canada 
Gazette, Part II, January 1, 2003, effective January 1, 2003. 


(4) In subsection (3), “express consent” means consent given in 
writing or in an electronic format. 
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History: Subsec. 209(4) added by P.C. 2002-2169, .s. 4, December 12;°2002, Canada 
Gazette, Part Il, January 1, 2003, effective January 1, 2003. 1 


Definitions [Reg. 209]: “express consent’ — Reg. 209(4); “Minister”, “person”, 
“taxpayer” — ITA 248(1). 
Information Circulars: 72-22R9: Registered retirement savings plans, paras. 33-40. 


210. Tax deduction information — Every person who makes or 
has at any time made a payment described in section 153 of the Act 
and every person who pays or credits or has at any time paid or 
credited, or is deemed by Part I or Part XIII of the Act to pay or 
credit or to have at any time paid or credited, an amount described 
in Part XIII of the Act shall, on demand by registered letter from the 
Minister make an information return in prescribed form containing 
the information required therein and shall file the return with the 
Minister within such reasonable time as may a stipulated in the 
registered letter. 


Definitions [Reg. 210]: 
248(1). 


“amount”, “Minister”, “person”, “prescribed” — ITA 


211. Accrued bond interest — (1) Every financial company 
making a payment in respect of accrued interest by virtue ‘of re- 
demption, assignment or other transfer of a bond, debenture or simi- 
lar security (other than an income bond, an income debenture or an 
investment contract in respect of which subsection 201(4) applies), 
shall make an information return in prescribed form. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50].returns. 


History: Subsec. 211(1) substituted by P.C. 1991-172, s. 2, January 31, 1991, Canada 
Gazette, Part Il, February 13,1991, applicable with respect to investment, contracts 
acquired or materially altered after 1989. 


(2) The return referred to in subsection (1) shall be forwarded to the 
Minister on or before the 15th day of the month following the 
month in which the payment referred to in subsection (1) is made. 


(3) For the purposes of this section, a financial company includes a 
bank, an investment dealer, a stockbroker, a trust company and an 
insurance company. 


(4) The provisions of subsection (1) do not apply to a payment 
made by one financial company to another financial company. 


Definitions [Reg. 211]: “bank” — ITA 248(1), Interpretation Act 35(1); “financial 
company” — Reg. 211(3); “income bond”, “Minister” — ITA 248(1);“month” — Jn- 
terpretation Act 35(1); “prescribed” — ITA 248(1); “trust? — ITA 104(1), 248(1), (3). 


Forms: T600, T600B: Ownership certificate. 


212. Employees profit sharing plans — (1) Every trustee of an 
employees profit sharing plan shall make an information return in 
prescribed form. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


(2) Notwithstanding subsection (1), the return required under. this 
section may be filed by the employer instead of by the trustee. 
Related Provisions: Reg. 205 — Date return due. 

Definitions [Reg. 212]: “employees profit sharing plan’ —ITA 144(1), 248(1); 
“employer”, “prescribed” — ITA 248(1). 


Forms: T4PS: Statement of employee profit-sharing plan allocations and payments; 
T4PS Segment; T4PS Summ: Employee profit-sharing plan payments and allocations. 


213. [Repealed] — 


History: S. 213 repealed by P.C. 2010-548, s. 4, April 29, 2010, Canada Gazette, Part 
II, May 12, 2010, applicable to 2009 et seq. 


214. Registered retirement savings plans — (1) Every per- 
son who pays any of the following amounts shall make an informa- 
tion return in prescribed form: 
(a) [pending] an amount that is required by subsection 146(8) of 
the Act to be included in computing the income of a taxpayer for 
a taxation year; 
(b) [pending] an amount that is an eligible amount, within the 
meaning of subsection 146.01(1) of the Act; or 


Reg. 
S. 214(6) 


(c) an amount that is an eligible amount, within the meaning of 
subsection 146.02(1) of the Act. 
Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 214(1) amended by. P.C. 2002-2169, subsec, 5(1), December 12, 
2002, Canada Gazette, Part II, January 1, 2003, effective on the day on which ITA 
146.01(8) is repealed (as proposed in draft legislation of Dec. 20, 2002, re-issued July 
18, 2005). Para. 214(1)(b) is applicable to, payments made in 2002 et seq., and para. 
214(1)(c) to payments made in 1999 et seg. 


Forms: See at end of Reg. 214. 


(2) Where, in a taxation year, subsection 146(6), (7), (9), or (10) of 
the Act is applicable in respect of a trust governed by a registered 
retirement savings plan, the trustee of such a plan shall make an 
information return in prescribed form. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


Forms: See at end of Reg. 214. 


(3) Where, in respect of an amended plan referred to in subsection 
146(12) of the Act, an amount is required to be included in comput- 
ing the income of a taxpayer for a taxation year, the issuer of the 
plan shall make an information return in prescribed form. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 —- Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 214(3) substituted by P.C. 1983-3835, s. 5; November 17, 1983, 
Canada Gazette, Part II, November 24, 1983. 


Forms: See at end of Reg. 214: 


(4) Where subsection 146(8.8) of the Act deems an amount to be 
received by an annuitant as a benefit out of or under a registered 
retirement. savings plan and such amount is required by subsection 
146(8) of the Act to be included in computing the income of that 
annuitant for a.taxation year, the issuer of the plan shall make an 
information return in prescribed form. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 214(4) substituted by P.C. 1983-3585, s. 5, November 17, 1983, 
Canada Gazette, Part II, November 24, 1983.- 


Subsec. 214(4) added by P.C. 1980-1735, s. 3, June 26, 1980, Canada Gazette, Part II, 
July 9, 1980, effective June 30, 1978. 


Forms: See at end of Reg. 214. 


(5) If a payment or transfer of property to which paragraph 
146(16)(b) of the Act applies is made from a plan, the issuer of the 
plan shall make an information return in prescribed form in respect 
of the payment or transfer. 

Related Provisions: Reg. 205 -— Date return due; Reg. 205.1 — Electronic filing 


required if more than, 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 

History: Subsec. 214(5) amended by P.C. 2005-1508, s. 1, August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable after 2002. 

Subsec. 214(5) amended by, P.C, 2002-2169, subsec. 5(2), December 12, 2002, Canada 
Gazette, Part II, January 1, 2003, effective January 1, 2003. 

Subsec. 214(5) amended by P.C. 2001-957, subsec. 2(1), May 31, 2001, Canada Ga- 
zette, Part IT, June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and a 
person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 

Subsec. 214(5) substituted by P.C. 1991-2540, s. 3, December 16, 1991, Canada Ga- 
zette, Part II, January 15, 1992, applicable in respect of transfers and payments made 
after 1987. 


Subsec. 214(5) added by P.C. 1983-3585, s. 5, November 17, 1983, Canada Gazette, 
Part II, November 24, 1983, applicable with respect to transfers and payments made on 
and after November 24, 1983. 


Forms: See at end of Reg. 214. 


(6) White an amount may be deducted under subsection 146(8.92) 
of the Act in computing the income of a deceased annuitant under a 
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Reg. 
S. 214(6) 


registered retirement savings plan, the issuer of the plan shall make 
an information return in prescribed form in respect of the amount. 


History: Subsec. 214(6) added by 2009, c. 2, s. 86, applicable after 2008. 


Former subsec. 214(6) repealed by P.C. 2002-2169, subsec. 5(3), December 12, 2002, 
Canada Gazette, Part II, January 1, 2003, effective January 1, 2003. 


Former subsec. 214(6) added by P.C. 1983-3585, s. 5, November 17, 1983, Canada 
Gazette, Part II, November 24, 1983. 


(7) In this section, “annuitant” and “issuer” have the meanings as- 
signed by subsection 146(1) of the Act. 


History: Subsec. 214(7) amended by P.C. 2002-2169, subsec. 5(4), December 12, 
2002, Canada Gazette, Part II, January 1, 2003, effective January 1, 2003. 


The definition “spouse” in subsec. 214(7) repealed by P.C. 2001-957, subsec. 2(2), 
May 31, 2001, Canada Gazette, Part Il, June 20, 2001, applicable to 2001 et seq., ex- 
cept that if a taxpayer and a person have jointly elected pursuant to s. 144 of the Mod- 
ernization of Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 
1999 or 2000 taxation year, the amendment applies to the taxpayer and the person in 
respect of the applicable taxation year et seq. 


Subsec. 214(7) substituted by P.C. 1991-2540, s. 3, December 16, 1991, Canada Ga- 
zette, Part II, January 15, 1992, applicable in respect of transfers and payments made 
after 1987. 


Subsec. 214(7) added by P.C. 1983-3585, s. 5, November 17, 1983, Canada Gazette, 
Part II, November 24, 1983. 

Definitions [Reg. 214]: “amount” — ITA 248(1); “annuitant” —ITA 146(1), Reg. 
214(7); “common-law partner’ — ITA 248(1); “individual” — ITA 248(1); “issuer”? — 
ITA 146(1), Reg. 214(7); “person”, “prescribed” — ITA 248(1); “registered retirement 
savings plan” —ITA 146(1), 248(1); “spouse” —ITA 146(1.1), Reg. 214(7); “taxation 
year’ —ITA 249; “taxpayer” — ITA 248(1); “trust” —ITA 104(1), 248(1), (3). 
Forms [Reg. 214]: T4RSP: Statement of registered retirement savings plan income; 
T4RSP Summ: Return of registered retirement savings plan income; T4031: Computer 
specifications for data filed on Magnetic Media (T5, T5008, T4RSP, T4RIF, NR4, and 
T3) [guide]; T4079: T4RSP and T4RIF guide. 


214.1 [RRSP contributions — annual return] — (1) The is- 
suer of a registered retirement savings plan shall make an informa- 
tion return in prescribed form in respect of the amounts that have 
been paid by the annuitant, or by the spouse or common-law partner 
of the annuitant, under the plan in a contribution year 


(a) as consideration for any contract referred to in paragraph (a) 
of the definition “retirement savings plan” in subsection 146(1) 
of the Act to pay a retirement income; or 


(b) as a contribution or deposit referred to in paragraph (b) of 
that definition for the purpose stated in that paragraph. 


(2) For greater certainty and for the purposes of subsection (1), 
amounts that have been paid do not include amounts that have been 
paid or transferred under the plan in accordance with subsection 
146(16) of the Act, or those that have been transferred under the 
plan in accordance with any of subsections 146(21), 146.3(14), 
147(19) or 147.3(1), (4) or (5) to (7) of the Act. 


(3) The return shall be filed with the Minister on or before the Ist 
day of May of the year in which the contribution year ends and 
shall be in respect of the contribution year. 


(4) The following definitions apply in this section, 


“contribution year” means the period beginning on 61st day of 
one year and ending on the 60th day of the following year. 


“issuer” has the same meaning as in subsection 146(1) of the Act, 
with any modifications that the circumstances require. 

Related Provisions [Reg. 214.1]: ITA146(21.1) — Contribution to Saskatchewan 
Pension Plan deemed to be RRSP premium for purposes of Reg. 214.1 (after 2010). 
History: S. 2141.1 added by P.C. 2005-694, s. 2, May 3, 2005, Canada Gazette, Part 
Il, May 18, 2005, applicable to payments or transfers received after March 1, 2004, by 
the issuers of registered retirement saving plans. 


Definitions [Reg. 214.1]: “amount” — ITA 248(1); “contribution year”, “issuer” — 
Reg. 214.1(3); “Minister”, “prescribed” — ITA 248(1); “registered retirement savings 
plan” — ITA 146(1), 248(1). 


215. Registered retirement income funds — (1) In this sec- 
tion, “annuitant” and “carrier” have the meanings assigned by sub- 
section 146.3(1) of the Act. 


Income Tax Regulations 


History: Subsec. 215(1) amended by P.C. 2002-2169, subsec. 6(1), December 12, 
2002, Canada Gazette, Part Il, January 1, 2003, effective January 1, 2003. 


(2) Every carrier of a registered retirement income fund who pays 
out of or under it an amount any portion of which is required under 
subsection 146.3(5) of the Act to be included in computing the in- 
come of a taxpayer shall make an information return in prescribed 
form in respect of the amount. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 
required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


Forms: T4RIF: Statement of income from a registered retirement income fund; T4RIF 
Summary; T4031: Computer specifications for data filed on Magnetic Media (TS, 
T5008, T4RSP, T4RIF, NR4, and T3) [guide]; T4079: T4RSP and T4RIF guide. 


(3) Where subsection 146.3(4), (7), (8) or (10) of the Act applies in 
respect of any transaction or event with respect to property of a reg- 
istered retirement income fund, the carrier of the fund shall make an 
information return in prescribed form in respect of the transaction 
or event. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


Forms: T4RIF: Statement of income from a registered retirement income fund; T4RIF 
Summary; T4031: Computer specifications for data filed on Magnetic Media (TS, 
T5008, T4RSP, T4RIF, NR4, and T3) [guide]; T4079: T4RSP and T4RIF guide. 


(4) Where an amount is deemed under subsection 146.3(6) or (12) 
of the Act to be received by an annuitant out of or under a regis- 
tered retirement income fund, the carrier of the fund shall make an 
information return in prescribed form in respect of the amount. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


Forms: T4RIF: Statement of income froma registered retirement income fund; T4RIF 
Summary, T4031: Computer specifications for data filed on Magnetic Media (TS, 
T5008, T4RSP, T4RIF, NR4, and T3) [guide]; T4079: T4RSP and T4RIF guide. 


(5) If a transfer of an amount to which subsection 146,3(14) of the 
Act applies is made from a fund, the carrier of the fund shall make 
an information return in prescribed form in respect of the transfer. 
Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: Subsec. 215(5) amended by P.C. 2005-1508, s. 2, August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable after 2003. 


Subsec. 215(5) added by P.C. 2002-2169, subsec. 6(2), December 12, 2002, Canada 
Gazette, Part II, January 1, 2003, applicable to transfers made in 2002 et seg. 


(6) Where an amount may be deducted under subsection 146.3(6.3) 
of the Act in computing the income of a deceased annuitant under a 
registered retirement income fund, the carrier of the fund shall 
make an information return in prescribed form in respect of the — 
amount. 


History: Subsec. 215(6) added by 2009, c. 2, s. 87, applicable after 2008. 


History [Reg. 215]: S. 215 added by P.C. 1984-3917, December 6, 1984, Canada 
Gazette, Part II, December 26, 1984. 


Former s. 215 repealed by P.C. 1984-3789, s. 1, November 29, 1984, Canada Gazette, 
Part II, December 12, 1984. 


Definitions [Reg. 215]: “amount” — ITA 248(1); “annuitant” — ITA 146.3(1), Reg. 
215(1); “carrier? —ITA 146.3(1), Reg. 215(1); “prescribed”, “property” —ITA 
248(1); “registered retirement income fund” —ITA 146.3(1), 248(1): “taxpayer” — 
ITA 248(1). 


216. Registered Canadian amateur athletic associa- 
tions — (1) Every registered Canadian amateur athletic association 
shall make an information return in prescribed form for each fiscal 
period of the association within six months after the end of the fis- 
cal period. 


History: Subsec. 216(1) substituted by P.C. 1986-2590, s. 2, November 20, 1986, 
Canada Gazette, Part Il, December 10, 1986, applicable to 1984 et seq. 


Interpretation Bulletins: IT-496R: Non-profit organizations. 


Forms: T2052: Registered Canadian amateur athletic association information.return. 


1740 


Part Il — Information Returns 


(2) For the purposes of this section, “fiscal period’? means the pe- 
riod for which the accounts of the registered Canadian amateur ath- 
letic association have been ordinarily made up and, in the absence 
of an established practice, the fiscal period is that adopted by the 
association but no such fiscal period shall exceed 12 months. 

Definitions [Reg. 216]: “fiscal period” — Reg. 216(2); “month” — Interpretation 


Act 35(1); “prescribed”, “registered Canadian amateur athletic association” — ITA 
248(1). 


217. Disposition of interest in annuities and life insurance 
policies — (1) In this section, 


“disposition” has the meaning assigned by subsection 148(9) of the 
Act and includes, anything deemed to be a disposition of a life insur- 
ance policy under subsection 148(2) of the Act; 


“insurer” has the meaning assigned by paragraph 148(10)(a) of the 
Act; 


“fife insurance policy” has the meaning assigned by subsection 
138(12) of the Act. 


(2) Where by reason of a disposition of an interest in a life insur- 
ance policy an amount is required, pursuant to paragraph 56(1)G) of 
the Act, to be included in computing the income of a taxpayer and 
the insurer that is the issuer of the policy is a party to, or is notified 
in writing of, the disposition, the insurer shall make an information 
return in prescribed form in respect of the amount. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 


required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 


History: The definitions “disposition” and “life insurance. policy” in subsec. 217(1) 
amended by P.C. 2002-2169, s. 7, December 12, 2002, Canada Gazette, Part II, Janu- 
ary 1, 2003, effective January 1, 2003. 


S. 217 substituted by P.C. 1984-3917, December 6, 1984, Canada Gazette, Part Il, 
December 26, 1984. 

S. 217 substituted by P.C. 1978-1585, May 11, 1978, Canada Gazette, Part Il, May 24, 
1978. 

Definitions [Reg. 217]: “amount” — ITA 248(1); “disposition” — ITA 248(1), Reg. 
217(1); “insurer? —ITA 148(10)(a), Reg. 217(1); “life insurance policy” — ITA 
138(12), Reg. 217(1); “prescribed”, “taxpayer” — ITA 248(1); “writing” — Interpreta- 
tion Act 35(1). 

Forms: T5: Statement of investment income; T5 Summ: Return of investment income. 


218. Patronage payments — (1) Every person who, within the 
meaning of section 135 of the Act, makes payments to residents of 
Canada pursuant to an allocation in proportion to patronage shall 
make an information return in prescribed form in respect of pay- 
ments so made. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


(2) Every person who receives a payment referred to in subsection 
(1) as nominee or agent for another person resident in Canada shall 
make an information return in prescribed form in respect of the pay- 
ment so received. 

Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 
required if more than 500 [to be 50] returns; Reg. 209 — Two copies to be sent (or one 
emailed) to taxpayer. 

Definitions [Reg. 218]: “Canada” — ITA 255, Interpretation Act 35(1); “person”, 
“prescribed” — ITA 248(1); “resident”, “resident in Canada” — ITA 250. 


Forms [Reg. 218]: RC4157: Deducting income tax on pension and other income, and 
filing the T4A slip and summary form [guide]; T4A: Statement of pension, retirement, 
annuity and other income; T4A Segment; T4A Summ: Summary of pension, retire- 
ment, annuity and other income. 


219. [Repealed] 


History: S. 219 repealed by P.C. 2002-2169, s. 8, December 12, 2002, Canada Ga- 
zette, Part II, January 1, 2003, effective January 1, 2003. 


220. Cash bonus payments on Canada Savings Bonds — 
(1) Every person authorized to redeem Canada Savings Bonds (in 
this section referred to as the “redemption agent”) who pays an 
amount in respect of a Canada Savings Bond as a cash bonus that 


Reg. 
S. 222 


the Government of Canada has undertaken to pay (other than any 
amount of interest, bonus or principal agreed to be paid at the time 
of the issue of the bond under the terms of the bond) shall make an 
information return in prescribed form in respect of such payment. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns. 


(2) Every redemption agent required by subsection (1) to make an 
information return shall 


(a) issue to the payee, at the time the cash bonus is paid, two 
copies of the portion of the return relating to him; and 
(b) file the return with the Minister on or before the 15th day of 
the month following the month in which the cash bonus was 
paid. 

Definitions [Reg. 220]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpreta- 


tion Act 35(1); “Minister” — ITA 248(1); “month” — Interpretation Act 35(1); “per- 
son”, “prescribed” — ITA 248(1); “redemption agent” — Reg. 220(1). 


221. Qualified investments — (1) In. this section, “reporting 
person” means 


(a) a mutual fund corporation; 

(b) an investment corporation; 

(c) a mutual fund trust; 

(d) [Repealed] 

(e) [Repealed] 

(f) a trust that would be a mutual fund trust if Part XLVIII were 
read without reference to paragraph 4801(b); or 

(g) [Repealed] 


(h) a small business investment trust (within the meaning as- 
signed by subsection 5103(1)). 


(i) [Repealed] 


(2) Where in any taxation year a reporting person (other than a reg- 
istered investment) claims that a share of its capital stock issued by. 
it, or an interest as a beneficiary under it, is a qualified investment 
under section 146, 146.1, 146.3, 204, 205 or 207.01 of the Act, the 
reporting person shall, in respect of the year and within 90 days 
after the end of the year, make an information return in prescribed 
form. ; 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns. 


(3) [Repealed] 

History: Subsec. 221(1) amended by P.C. 2010-548, s. 6, April 29, 2010, Canada 
Gazette, Part II, May 12, 2010, in force on May 12, 2010. 

Subsec. 221(2) amended to substitute “204, 205 or 207.01” for “204 or 205”, by 2009, 
c. 2, s. 88, applicable to 2009 et seq. 

Subsec. 221(2) amended to add reference to ITA 204 by 2007, c. 35, s. 125, applicable 
to 2008 et seq. 

The heading to s. 221 amended by deleting “and foreign property”, paras. 221(d), (e), 
(g), (i) and subsec. (3) repealed, by P.C. 2005-1508, ss. 3, 4, August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, deemed to have come into force June 29, 2005. 
Subsec. 221(2) amended to add reference to ITA 146.1 by P.C. 2001-1106, :s. 1, June 
14, 2001, Canada Gazette, Part Il, July 4, 2001, applicable to 1999 et seq. 

S. 221 amended by P.C. 2000-183, s. 1, February 17, 2000, Canada Gazette, Part II; 
March 1, 2000, applicable to taxation years beginning after 1995. 

Paras. 221(a) and (b) substituted by P.C. 1985-374, February 7, 1985, s. 2, Canada 
Gazette, Part Il, February 20, 1985, applicable to taxation years commencing after 
1983. 

Definitions [Reg. 221]: “business” — ITA 248(1); “investment corporation” —ITA 
130(3), 248(1); “mutual fund corporation” —ITA 131(8), 248(1); “mutual fund 
trust” —ITA 132(6)-(7), 132.2(3)(n),.248(1); “person”, “prescribed” — ITA 248(1); 
“registered investment” — ITA 204.4(1), 248(1); “reporting person” — Reg. 221(1); 
“share” — ITA 248(1); “taxation year” — ITA 249; “trust” — ITA 104(1), 248(1), (3). 
Information Circulars: 78-14R4: Guidelines for trust companies and other persons 
responsible for filing T3GR, T3D, T3P, T3S, T3RI, and T3F returns. 


Forms: T3F: Investments prescribed to be qualified information return. 


222. [Repealed] 
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History: S. 222 repealed by P.C. 2000-183, s. 1, February 17, 2000, Canada Gazette, 
Part II, March 1, 2000, applicable to taxation years beginning after 1995. 


223. TFSAs — (1) An issuer of a TFSA shall make an information 
return for each calendar year in prescribed form in respect of the 
TFSA. 


(2) An issuer of a TFSA who makes a payment of an amount that is 
required because of paragraph 146.2(9)(b) of the Act to be included 
in computing the income of a taxpayer for a taxation year shall 
make an information return in prescribed form. 


Related Provisions: Reg. 209—Two copies to be sent (or one emailed) to 
taxpayer. 


(3) An issuer of a TFSA that governs a trust shall notify the holder 
of the TFSA in prescribed form and manner before March of a cal- 
endar year if, at any time during the preceding calendar year, 


(a) the trust acquires or disposes of property that is a non-quali- 
fied investment for the trust; or 


(b) property held by the trust becomes or ceases to be a non- 
qualified investment for the trust. 


History: S. 223 and its heading replaced by 2009, c. 2, s. 89, applicable to 2009 et seq. 


Former subsecs. 223(1), (3) substituted by P.C. 1986-1103, subsec. 2(1), (2), May 8, 
1986, Canada Gazette, Part Il, May 28, 1986. 


Former subsec. 223(3.1) added by the said P.C. 1986-1103, subsec. 2(2). 


Former definitions “beneficiary” and “depositary” substituted and “registered home 
ownership savings plan” added by the said P.C. 1986-1103, subsec. 2(3). 


Former subsecs. 223(1), (2) and (3) substituted by P.C. 1983-3585, subsec. 6(1), No- 
vember 17, 1983, Canada Gazette, Part Il, November 24, 1983. 


Former subsec. 223(5) added by the said P.C. 1983-3585, subsec. 6(2). 

Definitions [Reg. 223]: “amount” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “holder”, “issuer” —ITA 146.2(1); “prescribed”, “property” — ITA 
248(1); “taxation year’ —ITA 249; “TFSA”, “taxpayer” — ITA 248(1); “trust” — 
ITA 104(1), 248(1), (3). 


224. Canadian home insulation program and Canada oil 
substitution program — Where an amount has been paid to a 
person pursuant to a program prescribed for the purposes of para- 
graph 12(1)(u), 56(1)(s) and 212(1)(s) of the Act, the payor shall 


(a) make an information return in prescribed form in respect of 
such payment; and 


(b) forward to the person at his latest known address on or 
before the date the return is required to be filed with the Minister 
two copies of the portion of the return relating to that person. 


Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 
required if more than 500 [to be 50] returns. 


History: The heading preceding s. 224 and all that portion of s. 224 preceding para. (a) 
substituted by P.C. 1981-3209, s. 4, November 12, 1981, Canada Gazette, Part II, No- 
vember 25, 1981, effective in respect of 1981 et seg. except that with respect to the 
references to para. 212(1)(s) of the Act effective in respect of grants paid or credited 
after 1980. 


S. 224 added by P.C. 1978-1139, s. 1, April 13, 1978, Canada Gazette, Part II, April 
26, 1978, applicable to the 1977 and subsequent taxation years, except that any infor- 
mation return that is required to be filed pursuant to this section before the coming into 
force of this Order, may be filed at any time before or within one month after the 
coming into force of this Order. 


Definitions [Reg. 224]: “amount”, “Minister”, “person”, “prescribed” — ITA 
248(1). 


225. Certified films and video tapes — (1) Where principal 
photography or taping of a film or tape (within the meanings as- 
signed by subsection 1100(21)) has occurred during a year or has 
been completed within 60 days after the end of the year, the pro- 
ducer of the film or tape or production company that produced the 
film or tape, or an agent of the producer or production company, 
shall 


(a) make an information return in prescribed form in respect. of 
any person who owns an interest in the film or tape at the end of 
the year; and 


(b) forward to the person referred to in paragraph (a) at his latest 
known address on or before the date the return is required to be 


Income Tax Regulations 


filed with the Minister two copies of the portion of the return 
relating to that person. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns. 


(2) The return required under this section shall be filed on or before 
March 31 and shall be in respect of the preceding calendar year. 


History: S. 225 added by P.C. 1982-279, January 28, 1982, Canada Gazette, Part I, 
February 10, 1982, effective in respect of 1981 et seq. 


Definitions [Reg. 225]: “calendar year” — Interpretation Act 37(1)(a); “film or 
tape” — Reg. 1100(21); “Minister”, “person”, “prescribed” — ITA 248(1). 
Forms: T1-CP Summ: Summary of certified productions. 


226. Scientific research tax credits — (1) In this section, 


“administrator” has the meaning assigned by paragraph 47.1(1)(a) 
of the Act; 


“designated security” means a security issued or granted by a cor- 
poration in respect of which the corporation has designated an 
amount pursuant to subsection 194(4) of the Act; 


“first purchaser” in relation to a designated security, means the 
first person (other than a trader or dealer in securities) to be the 
registered holder of the designated security; 


“security” means 
(a) a share of the capital stock of a corporation, 
(b) a. debt obligation issued by a corporation, or 


(c) a right granted by a corporation under a scientific research 
financing contract; 


“trader or dealer in securities” has the meaning assigned by para- 
graph 47.1(1)(1) of the Act. 


(2) Each corporation that has designated an amount under subsec- 
tion 194(4) of the Act in respect of a security issued or granted by it 
shall make an information return in prescribed form in respect of 
each such security. 


(3) Each trader or dealer in securities who has acquired and dis- 
posed of a designated security during the course of the primary dis- 
tribution thereof pursuant to a public offering shall make an infor- 
mation return in prescribed form in respect of each such designated 
security. 


(4) Each bank, credit union and trust company that, as agent, ac- 
quired a designated security for the first purchaser thereof shall 
make an information return in prescribed form in respect of each 
such designated security. 


(5) Each trader or dealer in securities who, as administrator of an 
indexed security investment plan, acquired a designated security for 
the first purchaser thereof shall make an information return in pre- 
scribed form in respect of each such designated security. 


(6) Notwithstanding subsection 205(1), any return required to be 
made 


(a) under subsection (2), in respect of a security issued by a cor- 
poration before March 1, 1984, 


(b) under subsection (3), in respect of a designated security dis- 
posed of as described in subsection (3) before March 1, 1984, or 


(c) under subsection (4) or (5), in respect of a designated secur- 
ity acquired as described in subsection (4) or (5), as the case 
may be, before March 1, 1984, 


shall be filed on or before March 31, 1984. 


Definitions [Reg. 226]: ‘administrator’ —ITA 47.1(1)(a), Reg. 226(1); 
“amount” — ITA 248(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “des- 
ignated security” — Reg. 226(1); “disposed” — ITA 248(1)“disposition”; “first pur- 
chaser” — Reg. 226(1); “prescribed” — ITA -248(1); “security”, “trader or dealer in se- 
curities” — Reg. 226(1); “trust” — ITA 104(1), 248(1), (3). 


227. Share purchase tax credits — (1) In this section, 
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“administrator” has the meaning assigned by oes 47.1(1)(a) 
of the Act; 


“designated share” means a share of the capital stock of a corpora- 
tion in respect of which the corporation has designated an amount 
pursuant to subsection 192(4) of the Act; 


“first purchaser”, in relation to a designated share, means the first 
person (other than a trader or dealer in securities) to be the regis- 
tered holder of the share; 


“trader or dealer in securities” has the meaning assigned by para- 
graph 47.1(1)(1) of the Act. 


(2) Each corporation that has designated an amount under subsec- 
tion 192(4) of the Act in respect of a share issued by it shall make 
an information return in PERSO SG form in respect of each such 
share. 


(3) Each trader or dealer in securities who has acquired and dis- 
posed of a designated share during the course of the primary distri- 
bution thereof pursuant to a public offering shall make an informa- 
tion return in prescribed form in respect of each such designated 
share: 


(4) Each bank, credit union and trust company that, as agent, ac- 
quired a designated share for the first purchaser thereof shall make 
an information return in prescribed form in respect of each such 
designated share. 


(5) Each trader or dealer in securities who, as administrator of an 
indexed security investment plan, acquired a designated share for 
the first purchaser thereof shall make an information return in pre- 
scribed form in respect of each such designated share. 


Definitions [Reg. 227]: “administrator” —ITA 47.1(1)(a),- Reg. 227(1); 
“amount” —ITA 248(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “des- 
ignated share” — Reg. '227(1);' “disposed” —- ITA 248(1)“disposition”; “first pur- 
chaser” — Reg: 227(1); “indexed security investment plan” —ITA 47.1 [repealed]; 
“prescribed” — ITA 248(1); “share” — ITA 248(1); “trader or dealer in securities” — 
Reg. 227(1); “trust” — ITA 104(1), 248(1), (3). 


History: Ss. 226 and 227 added by P.C. 1985-374, February 7, 1985, s. 3, Canada 
Gazette, Part II, February 20, 1985, applicable to shares and debts issued, rights 
granted and acquisitions and dispositions occurring after 1982. 


228. Resource flow-through shares — (1) Each corporation 
that has renounced an amount under subsection 66(12.6), (12.601), 
(12.62) or (12.64) of the Act to a person shall make an information 
return in prescribed form in respect of the amount renounced. 


(2) The return required under subsection (1) shall be filed with the 
Minister together with the prescribed form required to be’ filed 
under subsection 66(12.7). of the..Act in respect of the amount 
renounced. 

Related Provisions [Reg. 228]: Reg. 209-—Two copies to be sent (or one 
emailed) to taxpayer. 

History: Subsec. 228(1) amended by P.C, 1996-494, s. 1, April 16, 1996, Canada 
Gazette, Part II, May 1, 1996, applicable after December 2, 1992. 

S. 228 added'by P.C. 1987-1681, s. 2, August 14, 1987, Canada Gazette, Part I, Sep- 
tember 2, 1987, effective after December 18, 1986. 

Definitions [Reg. 228]: “amount” — ITA 248(1); “corporation” — ITA-248(1), In- 
terpretation Act 35(1); “Minister”, “person”, “prescribed” — ITA 248(1). 

Forms: T2 SCH 12: Resource-related 'deductions;.T101; Statement of resource’ ex- 
pense; T101A: Claim for renouncing CEEs and CDEs; T101B: Adjustments to CEEs 
and CDEs previously renonounced; T101C: Part XII.6 tax return; T101D: Summary of 
assistance; T1229: Statement of resource expenses and depletion allowance; T5013A: 
Statement of partnership income for, tax. shelters and renounced resource expenses. 


229. Partnership return — (1) Every member of a partnership 
that carries on a business in Canada, or that. is a Canadian partner- 
ship or a SIFT partnership, at any time in a fiscal period of the part- 
nership shall make for that period an information return in pre- 
scribed form containing the following information: 


(a) the income or loss of the partnership for the fiscal, period; 


(b) the name, address and, in' the case of an individual, the social 
insurance number of each member of the partnership who iis en- 


Reg. 
S. 229(1) 


titled to a share referred to in paragraph (c) or (d) for the fiscal 
period; 


(c) the share of each member of the income or loss of the part- 
nership for the fiscal period; 


(d) the share of each member for the fiscal period of each deduc- 
tion, credit or other amount in respect of the partnership that is 
relevant in determining the member’s income, taxable income, 
tax payable or other amount under the Act; 


(e), the prescribed information contained in the form prescribed 
for the purposes of subsection 37(1) of the Act, where the part- 
nership has made an expenditure in respect of scientific research 
and experimental development in the fiscal period; and 


(f) such other information as may be required by the prescribed 
form. 


inistrative Change — Filing 
fe i ela - 


oe. oad ae ne hip activities. Tee 
d modest financial i ee will no longer be ue to 


nadie 
20 years, the CRA has reviewed the condi- 
e CRA’s review showed that the amount of 
by a partnership, as well as the complexity. of, a 
partnership’s structure, are of more ‘significance than the number of partners. — 


both business activity and assets hel 


The changes being introduc d all 


rships that have to file and those ‘that do not have to file. 
he filing criteria are administrative only. There will be no 


snt of their involvement 
province or territory. 
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A partnership can be formed between individuals, corporations, trusts, or other partner- 
ships, in any combination. Partnerships can be formed verbally or by a written contract. 


4. How do partnership businesses differ from other types of. businesses or 
corporations ? 


A corporation has a separate and distinct legal existence from its arenes ‘How- 
ever, a partnership does not have this hie of oe and distinct legal existence from 
its partners. A 


A partnership is not treated or. baad asa Sepnaité pasion re with a corporation). All 
income and losses are flowed out to the partners who report their. share of the partner- 
ship’s income on their income tax return (whether it is a Tl, T2, or T3 return). As a 
result, a partnership does not file an income tax return, haart is a taked': at the partner- 
ship level. ‘ 

However, the CRA, through an administrative policy, oo certain partnerships to 
file the partnership information return (T5013). For more information on the oieae 
criteria for filing a partnership return, go to cra. gc.ca/partnership. 


5. What changes are being made to the requirement to file a partnership iferniation 
return? 


The CRA is replacing the requirement about the number of partners ina partnership 


with a requirement related to financial thresholds, and clarifying the Tequirements for 


the types of partners. 


Effective January 1, 2011, a partnership that carries on a business in Canada, or a Ca- 
nadian partnership with Canadian or foreign operations or investments, es to file a 
T5013 for each fiscal period of the Donared a 


¢ If, at the end of the fiscal period, 


— the partnership has an absolute value of revenues plus an ote value et 


expenses of more than $2 million, or i more fhan nw million i in assets; or 
° If, at anytime during the fiscal period — J DD Ve 


— the partnership is a tiered partnership thas another partnership as a oe oris 


itself a.partner in another partnership);  .—«.-—ds=si‘“‘ é‘i‘é é‘é éé<;(‘(C 
— the partnership has a corporation or a trust as a partner; . 
— the partnership invested in ‘flow-through shares of a principal-business. co 
ration that incurred Canadian resource ne on Henoaniced oa expenses 
to the partnership; or : 
— the Minister of National Revenue requests one in wanes 


6. What does “an absolute value of revenues plus an absolute ve 
mean? 


The absolute value of a number refers to ii numerical value of the: number 
regard to its positive or negative si 
(positive 3) and -3 (negative 3). To determine if a coat ‘exceeds the $2 million 
threshold, add total expenses to total revenues rather than subtract expenses from reve- 


nues as you would to determine net income. For example, a partnership with revenues 
of $1.5 million and expenses of $1.25 million would have an absolute value of reve- 


nues plus an absolute value of expenses at $2.75 million ($1.5 million Pils $1.25 
million). . 


7. What financial details should be used to doauins hehe: a pe meets the 
“absolute value of revenues plus an absolute value of expenses of more than $2 mil- 
lion” criterion? 


The revenues and expenses deais come from the financial statement aoouns, “Reve- 
nues” refers to revenues that have not been netted. For example, you would not use 
gross profit to represent “revenues” since gross profit is revenues minus the cost of 
goods sold. Expenses include both current costs and capital costs (e.g. depreciation). 
Revenues from all sources (revenues that have not been netted) are added to the total of 


all expenses (expenses are expressed as a positive number), and the total is ~“ we 


determine whether or not the Heats hee Peon nee 


Example: : 

Revenues $1,500,000 

Cost of goods sold. 850,000 

Gross profit $650,000 

Expenses 400,000 

Net profit $250,000 ee 7 
Absolute value of revenues $1,500,000 
Absolute value of expenses ee 

— Cost of goods sold $850,000 : 

— Expenses 400,000 _ $1,250,000 
Absolute value of revenues yy $2,750,000 


plus expenses 

This partnership would have to file since the absolute value of revenues plus the abso- 
lute value of expenses is more than $2,000,000. . 

8. How does the CRA determine whether a patinership iy ‘enese than $5 million. in 
assets” ? 


The cost figure of all assets, both tangible and intangible, without taking into account 
the depreciated amount should be used to determine whether a pomcehy meets the 
“more than $5 million in assets” criterion. . 


Income Tax Regulations 


9. Will there be any changes to the partnership information return itself? - 


The return is currently being updated for the 2011 tax year and will be available at a’ 
later date. Go to cra.gc.ca/partnership when it is time to get ready to file the 2011 
partnership information return for information about the es you le need to file. 


10. Where can businesses get more information? os ee 
ak oS > 
For more information, businesses can go to cra.gc. pay aie rede More information 
will be added as it becomes available. Businesses can also contact the Business Enqui- 


ries line at 1-800-959-5525. 


Related Provisions: ITA 96(1) — Taxation of partnership income; ITA 152(1.4) — 
Determination by CRA of income or loss of partnership; ITA 197(4) — Part IX.1 re- 
turn required for publicly traded partnership’s distributions; ITA 233.1(3) — Informa- 
tion return for partnership re non-arm’s length transactions with non-residents; ITA 
233.3 — Requirement to file information return re foreign property; ITA 248(1)“SIFT 
partnership balance-due day” — Information return due date is balance-due day; Reg. 
205.1 — Electronic filing required if more than 500 [to be 50] returns; Reg. 209 — 
Two copies to be sent (or one emailed) to taxpayer; Reg. 229(2) — Only one partner 
need file; Reg. 229.1 — Early disclosure requirement for publicly-traded partnerships; 
Reg. 236 — Partners to provide information. 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips; 89-5R: Partnership information return. 


I.T. Technical News: 38 (filing requirements for T5013). 


Forms: T1229: Statement of resource expenses and depletion allowance; T4068: 
Guide for the partnership information return; T4068-1: 2007 Supplement to the 2006 
T4068 — Guide for the T5013 partnership information return; T5011: Application for 
a partnership’s filer identification number; T5013: Statement of partnership income; 
T5013 Summ: Partnership information return; T5013 SCH 1: Partnership’s net income 
(loss) for income tax purposes; T5013 SCH 2: Charitable donations, gifts, and political 
contributions; T5013 SCH 6: Summary of dispositions of capital property; T5013 SCH 
8: Partnership's CCA schedule; T5013 SCH 10: Calculation of deduction for cumula- 
tive eligible capital of a partnership; T5013 SCH 12: Resource-related deductions; 
T5013 SCH 19: Non-resident member information; T5013 SCH 25: Investment in for- 
eign affiliates; T5013 SCH 50: Reconciliation of partner’s capital account; T5013 SCH 
52: Summary information for partnerships that allocated renounced resource expenses 
to their members; T5013 SCH 100: Partnership’s balance sheet information; T5013 
SCH 125: Partnership’s income statement information; T5013 SCH 141; Partnership’s 
financial statement notes checklist; T5013A: Statement of partnership income for tax 
shelters and renounced resource expenses; T5015: Reconciliation of partner’s capital 
account. 


(2) For the purposes of subsection (1), an information return made 
by any member of a partnership shall be deemed to have been made 
by each member of the partnership. 


(3) Every person who holds an interest in a partnership as nominee 
or agent for another person shall make an information return in pre- 
scribed form in respect of that interest. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


(4) [Revoked] 


(5) Subject to subsection (6), a return required by this section shall 
be filed with the Minister without notice or demand 


(a) in the case of a fiscal period of a partnership all the members 
of which are corporations throughout the fiscal period, within 
five months after the end of the fiscal period; 


(b) in the case of a fiscal period of a partnership all the members 
of which are individuals throughout the fiscal period, on or 
before the last day of March in the calendar year immediately — 
following the calendar year in which the fiscal period ended or 
with which the fiscal period ended coincidentally; and 


(c) in the case of any other fiscal period of a partnership, on or 
before the earlier of 


(i) the day that is five months after the end of the fiscal pe- 
riod, and 
(ii) the last day of March in the calendar year immediately 
following the calendar year in which the fiscal period ended 
or with which the fiscal period ended coincidentally. 

Forms: See under Reg. 229(1). 

(6) Where a partnership discontinues its business or activity, the re- 


turn required under this section shall be filed, in respect of any fis- 
cal period or portion thereof prior to the discontinuance of the busi- 
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ness or activity for which a return has not previously been filed 
under this section, on or before the earlier of 


(a) the day that is 90 days after the discontinuance of the busi- 
ness or activity, and 


(b) the day the return is required to be filed under subsection (5). 


History: The opening words of s. 229 amended to substitute “Canadian partnership or 
a SIFT partnership” for “Canadian partnership” by 2007, c. 29, s. 30, deemed to have 
come into force on October 31, 2006. 


Subsec. 229(4) revoked by P.C. 1993-1691, August 26, 1993, Canada Gazette, Part II, 
September 8, 1993. 


S. 229 added by P.C: 1989-2156, s. 2, October 26, 1989, Canada Gazette, Part II, No- 
vember 8, 1989, subsecs. (1) to (5) applicable 


(a) in the case of*a fiscal period of a partnership all the members of which are 
corporations throughout the fiscal period, in respect of fiscal periods ending after 
August 31, 1989, and 


(b) in any. other-case, in respect of fiscal periods ending after,December 31, 1988, 


except that a return that is required ‘by subsection 229(5) to be filed at any time before 
March 31, 1990. may be filed on or before that date. 


Subsec. (6) is applicable in respect of the discontinuance of the business or activity of a 
partnership occurring after December 31, 1989. 


Selected Cases [Reg. 229]: Katepwa Park Golf Partnership v. R.; [2000] 3 C.T.C. 
2043 (TCC). (Provision sufficiently unclear to make delay mandatory). 


Definitions [Reg. 229]: “amount”, “business” — ITA 248(1); “calendar year” — 
Interpretation Act.37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “carries on 
a business in Canada’ — ITA 253; “corporation” — ITA 248(1), Interpretation Act 
35(1); “fiscal period” —ITA 249.1; “individual”, ‘Minister’ —ITA . 248(1); 
“month” — Interpretation Act 35(1); “person”, “prescribed”, “scientific research and 
experimental development”, “share’—ITA 248(1); “SIFT partnership” —ITA 
197(1), (8), 248(1); “taxable income” — ITA 248(1). 


229.1 (1) Definitions — The definitions in this subsection apply 
in this, section. 


“public investment partnership”, at any time, means a public 
partnership all or substantially all of the fair market value of the 
property of which is, at that time, attributable to the fair market 
value of property of the partnership that is 


(a) units of public trusts (as defined in subsection 204.1(1)); 
(b) partnership interests in public partnerships; 

(c) shares of the capital stock of public corporations; or 

(d) any combination of properties referred to in paragraphs (a) to 


(c). 


“public partnership’’, at any time, means a partnership the partner- 
ship interests in which are, at that time, listed on a designated stock 
exchange'in Canada if, at that time, the partnership carries on a bus- 
iness in Canada or is a Canadian partnership. 


(2) Required information disclosure — Every member of a 
partnership that is, at any time in a fiscal period of the partnership, a 
public partnership shall, within the time required by subsection (3), 


(a) make public, in prescribed form, information in respect of 
the public partnership for the fiscal period by posting the pre- 
scribed form, in a manner that is accessible.to the general public, 
on the Internet website of CDS. Innovations Inc.;. and 


(b) notify the Minister in writing as to when the posting of the 
prescribed form, as required by paragraph (a), has been made. 


Related Provisions: Reg. 204.1(2)— Parallel rule for public trusts; Reg. 
229.1(4) — Any one partner can fulfill obligation. 


(3) Required disclosure time — The time required, for the 
members of a public partnership to satisfy the requirements of sub- 
section (2) in respect of the public partnership for a fiscal period of 
the public partnership is 
(a) subject to paragraph (b), on or before the day, that is the ear- 
lier of 
(i) 60. days after the end of the calendar year in, which the 
fiscal period ends, and 


(ii) four months after the end of the fiscal period; and 


Reg. 
S. 230(2) 


(b) where the public partnership is, at any time in the fiscal pe- 
riod, a public investment partnership, on or before the day that is 
67 days after the end of the calendar year in which the fiscal 
period ends. 


(4) Obligation fulfilled by one partner deemed fulfilled by 
all — Every member of a partnership that is required to satisfy the 
requirements of subsection (2) in respect of the partnership for a 
fiscal period of the partnership will be deemed to have satisfied 
those requirements if a particular member of the partnership, who 
has authority, to act for the partnership, has satisfied those require- 
ments in respect of the partnership for the fiscal period. 


Related Provisions: ITA 96(3) — Parallel rule for. partnership elections and 
agreements. 


History: S..229.1 added by 2007, c. 35, s..73, applicable to information in respect of 
fiscal periods that end after July 3, 2007. 


Definitions [Reg. 229.1]: “business” —ITA 248(1); “calendar year” — Interpreta- 
tion Act 37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “Canadian partner- 
ship” —ITA 102, 248(1); “fiscal period” — ITA 249(2)(b), 249.1; “Minister” — ITA 
248(1); “prescribed” —ITA 248(1); “property” —ITA 248(1); “public corpora- 
tion” —ITA 89(1), 248(1); “public investment partnership”, “public partnership” — 
Reg. 229.1(1); “public trust’ — Reg. 204.1(1); “share” —ITA 248(1); “trust” — ITA 
104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


230. Security transactions — (1) In this section, 


‘publicly traded” means, with respect to any security, 


(a) a security that is listed or posted for trading on a stock ex- 
change, commodity exchange, futures exchange or any other ex- 
change, or 


(b) a security in respect of the sale and distribution of which:a 
prospectus, registration statement or similar document has been 
filed with a public authority; 


“sale” includes the. granting of an option and a short sale; 


“security” means 
> (a)’a publicly traded share of the capital stock of a corporation; 
(b) a publicly traded debt obligation, 
(c) a debt obligation of or guaranteed by 
(i) the Government of Canada, 
(ii) the government of a province or an agent thereof, 
(iii) a municipality in Canada, 


(iv) a municipal or public body performing a function of gov- 
ernment in Canada, or 
(v) the government of a foreign country or of a political sub- 


division of a foreign country or a local authority of such a 
government, 


(d) a publicly traded interest in a trust, 

(e) a publicly traded interest in a partnership, 

(f) an option or contract in respect of any property described in 
any of paragraphs (a) to (e), or 

(g) a publicly traded option or contract in respect of any pro- 


perty including any commodity, financial futures, foreign ‘cur- 
rency or precious metal or in respect of any index relating to any 


property; 
“trader or dealer in securities’”’ means 


(a) a person who is registered or licensed under the laws of a 
province to trade in securities, or 


(b) a person who in the ordinary course of business makes sales 
of securities as agent on behalf of others. 


(2) [Information return on trading — T5008] — Every trader 
or dealer in securities who, ina calendar year, purchases a security 
as principal or sells a security as agent for any vendor shall make an 
information return for the year in prescribed form in respect of the 
purchase or sale. 
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Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer; Reg. 
230(7) — Exceptions. 

Forms: T5008: Statement of securities transactions; T5008 Summ: Return of securi- 
ties transactions. 


(3) [Information return on redeeming securities] — Every 
person (other than an individual who is not a trust) who in a calen- 
dar year redeems, acquires or cancels in any manner whatever any 
securities issued by that person shall make an information return for 
the year in prescribed form in respect of each such transaction, 
other than a transaction to which section 51, 51.1, 86 (if there is no 
consideration receivable other than new shares) or 87 or subsection 
98(3) or (6) of the Act applies. 

Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer; Reg. 
230(4) — Application. 


(4) [Application of subsec. (3)] — Subsection (3) applies to 
(a) Her Majesty in right of Canada or a province; 


(b) a municipal or public body performing a function of govern- 
ment in Canada; and 


(c) an agent of a person referred to in paragraph (a) or (b). 


(5) [Gold and silver] — Every person who, in the ordinary course 
of a business of buying and selling precious metals in the form of 
certificates, bullion or coins, makes a payment in a calendar year to 
another person in respect of a sale by that other person of any such 
property shall make an information return for that year in prescribed 
form in respect of each such sale. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


(6) [Nominee or agent] — Every person who, while acting as 
nominee or agent for another person in respect of a sale or other 
transaction to which subsection (2), (3) or (5) applies, receives the 
proceeds of the sale or other transaction shall, where the transaction 
is carried out in the name of the nominee or agent, make an infor- 
mation return in prescribed form in respect of the sale or other 
transaction. 

Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 


50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer; Reg. 
230(7) — Exceptions. 


(7) [Exceptions] — This section does not apply in respect of 


(a) a purchase of a security by a trader or dealer in securities 
from another trader or dealer in securities other than a non-resi- 
dent trader or dealer in securities; 


(b) a sale of currencies or precious metals in the form of jewel- 
lery, works of art or numismatic coins; 


(c) a sale of precious metals by a person who, in the ordinary 
course of business, produces or sells precious metals in bulk or 
in commercial quantities; 


(d) a sale of securities by a trader or dealer in securities on be- 
half of a person who is exempt from tax under Part I of the Act; 
or 


(e) a redemption by the issuer or an agent of the issuer of a debt 
obligation where 


(i) the debt obligation was issued for its principal amount, 


(ii) the redemption satisfies all of the issuer’s obligations in 
respect of the debt obligation, 


(ili) each person with an interest in the debt obligation is en- 
titled in respect thereof to a proportion of all payments of 
principal equal to the proportion to which the person is enti- 
tled of all payments other than principal, and 

(iv) an information return is required under another section 
of this Part to be made asa result of the redemption in re- 
spect of each person with an interest in the debt obligation. 

Related Provisions: Reg. 205 — Date return due. 


History: Subsec. 230(3) amended by P.C. 2002-2169, s. 9; December 12, 2002, Can- 
ada Gazette, Part II, January 1, 2003, effective January 1, 2003. 


Income Tax Regulations 


S. 230 added by P.C. 1989-2156, s. 2, October 26, 1989, Canada Gazette, Part II, No- 
vember 8, 1989, applicable in respect of purchases, sales, redemptions, acquisitions or 
cancellations of securities occurring after December 31, 1990. 

Definitions [Reg. 230]: “business” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 35(1); “corporation” — ITA 
248(1), Interpretation Act 35(1); “foreign currency” — ITA 248(1); “Her Majesty” — 


> 66, 


Interpretation Act 35(1); “individual”, “non-resident” — ITA 248(1); “person”, “pre- 
scribed”, “principal amount”, “property” — ITA 248(1); “province” — Interpretation 
Act 35(1); “publicly traded”, “sale”, “security” — Reg. 230(1); “share” — ITA 248(1); 
“trader or dealer in securities” — Reg. 230(1); “trust” —ITA 104(1), 248(1), (3). 


231. Information respecting tax shelters —(1) [Defini- 
tions] — In this section, “promoter” in respect of a tax shelter and 
“tax shelter” have the meanings assigned by subsection 237.1(1) of 
the Act. 


(2)-(5) [Repealed] 


(6) [Prescribed benefit] — For the purposes of paragraph (b) of 
the definition “tax shelter” in subsection 237.1(1) of the Act, “pre- 
scribed benefit” in respect of an interest in a property means any 
amount that may reasonably be expected, having regard to state- 
ments or representations made in respect of the interest, to be re- 
ceived or enjoyed by a person (in this subsection referred to as “the 
purchaser’) who acquires the interest, or a person with whom the 
purchaser does not deal at arm’s length, which receipt or enjoyment 
would have the effect of reducing the impact of any loss that the 
purchaser may sustain in respect of the interest, and includes such 
an amount 


(a) that is, either immediately or in the future, owed to any other 
person by the purchaser or a person with whom the purchaser 
does not deal at arm’s length, to the extent that 


(i) liability to pay that amount is contingent, 


(ii) payment of that amount is or will be guaranteed by, se- 
curity is or will be provided by, or an agreement to indem- 
nify the other person to whom the amount is owed is or will 
be entered into by 


(A) a promoter in respect of the interest, 


(B) a person with whom the promoter does not deal at 
arm’s length, or 


(C) a person who is to receive a payment (other than a 
payment made by the purchaser) in respect of the guaran- 
tee, security or agreement to indemnify, 


(iii) the rights of that other person against the purchaser, or 
against a person with whom the purchaser does not deal at 
arm’s length, in respect of the collection of all or part of the 
purchase price are limited to a maximum amount, are en- 
forceable only against certain property, or are otherwise lim- 
ited by agreement, or 


(iv) payment of that amount is to be made in a foreign cur- ~ 
rency or is to be determined by reference to its value in a 
foreign currency and it may reasonably be considered, hav- 
ing regard to the history of the exchange rate between the 
foreign currency and Canadian currency, that the aggregate 
of all such payments, when converted to Canadian’ currency 
at the exchange rate expected to prevail at the date on which - 
each such payment would be required to be made, will be 
substantially less than that aggregate would be if each such 
payment was converted to Canadian currency at the time that 
each such payment became owing, 


(b) that the purchaser or a person with whom the purchaser does 
not deal at arm’s length is entitled at any time to, directly or 
indirectly, receive or have available 


(i) as a form of assistance from a government, municipality 
or other public authority, whether as a grant, subsidy, 
forgiveable loan, deduction from tax or investment allow- 
ance, or as any other form of assistance, or 


(ii) by reason of a revenue guarantee or other agreement in 
respect of which revenue may be earned by the purchaser or 
a person with whom the purchaser does not deal at arm’s 
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length, to the extent that the revenue’ guarantee or other 
agreement may reasonably be considered to ensure that the 
purchaser or person will receive a return of all-ora portion of 
the purchaser’s outlays in respect of the interest, 


(c) mi is the proceeds of BLA to. which’ the: purchaser 
may be entitled by way of an agreement or other arrangement 
under which the purchaser has a right, either absolutely or con- 
tingently, to dispose of the interest (otherwise than as a conse- 
quence of the purchaser’s death), including the fair market value 
of any property that the agreement or arrangement provides for 
the acquisition of in exchange for all or any part of the interest, 
and 


(d) that is owed to a promoter, or a person aaa whom the pro- 
moter does not deal at arm’s length, by the purchaser or a person 
with whom the purchaser does not deal at arm’s length in re- 
spect of the interest; 


but, except as otherwise. provided in subparagraph (b)(ii), does not 
include profits earned in respect of the interest. 
Related Provisions: ITA 261(5)(f)(i) — Functional. currency reporting — meaning 


of “Canadian currency” in Reg. 231(6)(a)(iv); Reg. 231(6.1) — Inclusion of certain 
limited-recourse amounts. 


(6.1) [Prescribed benefit] — For the purpose of paragraph (b).of 
the definition “tax shelter’ in subsection 237.1(1) of the Act, “pre- 
scribed benefit” in respect of an interest in a property, includes an 
amount. that..is a limited-recourse amount,,because of subsection 
143.2(1), (7) or (13) of the Act, but does not include an amount of 
indebtedness that is a limited-recourse amount 


(a) solely because it is not required to be repaid within 10 years 
from the time the indebtedness arose where ‘the debtor would, if 
the interest were acquired by the debtor immediately after that 
time, be . i 


(i) a partnership dats 
(A) at least 90% of the fair market value of the property 


of which is attributable to the partnership’s tangible capi- 
tal property located in Canada, and 


(B) at least 90% of the value of all interests in which are 
held by limited partners (within the meaning assigned by 
subsection 96(2.4) of the Act) of the partnership, 


except where it is reasonable to conclude that: one’ of the 
main reasons for the acquisition of one or more properties by 
the partnership, or for the acquisition of one or more. interests 
in the partnership by, limited. partners, is to avoid the Applica; 
tion of this.subsection, or 


(ii) a member of a partnership having fewer than six'mem- 
bers,.except where 


(A) the partnership is a member of another partnership, 


(B) there is a limited partner (within the meaning ‘as- 
signed. by subsection 96(2.4) of the. Act), of the 
partnership, 


(C) less than 90% of the fair market value of the partner- 
ship’s property is attributable to the partnership’s tangible 
capital property located in Canada, or 


(D) it is. reasonable to conclude that one of the main-rea- 
sons for the existence of one of two or more partnerships, 
one of which is the partnership, or the acquisition of one 
or more properties. bythe partnership, is'to avoid the ,ap- 
plication of this section to the member’s indebtedness, 


Reg. 
S. 232(1) 


(b) of a partnership 
~ -() where 
(A) the indebtedness is secured by and used to acquire the 
“partnership’s tangible capital property located in Canada 
(other than rental property, within the meaning assigned 
by subsection 1100(14), leasing property, within the 
meaning assigned by subsection 1100(17), or. specified 


energy property, within the meaning panel ie subsec- 
tion’1100(25)), and ° 


(B) the person to ‘whom the indebtedness is repayable is a 
member of the Canadian Payments Association, and — 


(ii) throughout the period during which any amount is out- 
standing in respect of the indebtedness, 


(A) at least 90% of the fair market value. of the. property 
of which is attributable to tangible capital Papen lo- 
cated in Canada of the partnership, 


(B), at least. 90%. of the value.of all interests.in which are 
held by limited partners (within the meaning assigned. by 
subsection 96(2.4) of the Act) that are corporations, and 


(C). the: principal. business of each such limited partner is 
related to the principal business of: the partnership, 


except where it is reasonable..to. conclude.that one of the 
main reasons, for the acquisition of one or more properties by 
the partnership, or for the acquisition of one or more interests 
‘in the partnership by limited partners, is to avoid the applica- 
tion of this subsection; or 


(c) of a corporation where the amount is a bona fide business 
loan made to.the corporation for the purpose of financing a busi- 
ness that the corporation operates and the. loan is made pursuant 
to a loan program of the Government of Canada or of a province 
the purpose of which is to — financing to small- and me- 
dium-sized businesses. 


(7) [Prescribed property] — For the purposes of the definition 
“tax shelter” in subsection 237.1(1) of the Act, “prescribed pro- 
perty” in relation to a tax shelter means property that is a registered 
pension plan, a registered retirement savings plan, a deferred profit 
sharing plan, a registered retirement income fund, a registered edu- 
cation savings plan or a property in respect of which paragraph 
40(2)G) of the Act is applicable. 

History [Reg. 231]: Subsecs. 231(2) and (3) repealed by P.C. 2002-2169, s. 10, 


December 12,'2002, Canada Gazette, Part II, face ieb fh, » 2003, effective January 1, 
2003. 


The opening words of para. 231(6)(b) amended by P.C. 2001-1378, s. 1, August 1, 
2001, Canada Gazétte, Part Il; August’ 15, 2001; effective August 15, 2001. 


Subsec:' 231(6.1) added by 'P.C. 2000-1000, subsec. 1(4), June 21, 2000, Canada Ga- 
zette, Part II, July 5, 2000, applicable after November 1994: 


The portion of subsec. 231(6). before cl. (a)(i)(B). and the portion after subpara. (b)(i) 
amended by the said P.C. 2000-1000, subsecs. 1(2), (3), applicable to taxation years 
ending after July 5, 2000. 


Subsecs. 231(4) and (5) repealed by the said’P.C. 2000-1000, subsec. 1(1), applicable 
after 1995. 


Subsec. 231(7)amended by P.C. 1991-2540, s. 8; December 16, 1991, Canada Gazette, 
Part-II, January 15, 1992; applicable after 1985. 


S. 231 added by P.C. 1989-2156, s. 2, October 26, 1989; Canada Gazette, Part:II, No- 
vember 8, 1989, applicable i in respect of interests, acquired.after August 31, 1989. 


Definitions [Reg. 231]: “amount” —ITA 248(1); “arm’s length” — ITA. 251(1); 
“associated” — ITA 256; “business” — ITA 248(1); “Canada” — ITA 255, Interpreta- 
tion Act 35(1); “Canadian currency’ ITA 261(5)(f)@); “capital property” — ITA 54, 
248(1); “consequence of the purchaser’s death’ — ITA 248(8);“corporation”— ITA 
248(1), Interpretation Act 35(1); “deferred profit sharing plan” — ITA 147(1), 248(1); 
“disposes” — ITA 248(1)“disposition”; “disposition” —ITA 248(1); “foreign cur- 
rency” — ITA 248(1); “limited-recourse amount” — ITA 143.2(1); “Minister” —ITA 
248(1);.“‘person” —ITA 248(1);, “promoter” — ITA .237.1(1), Reg. 231(1); “pro- 
I ; “registered education savings plan” —ITA 146.1(1), 248(1); 
“registered pension plan” — ITA 248(1); “related” — ITA 251(2)-(6); “security” — 
Interpretation Act 35(1); “tax shelter’— ITA 237.1(1), Reg.'231(1); “written” — Jn- 
terpretation Act 35(1)“writing”’. 


232.. Workers’ compensation — (1) [Information return — 
payment] — Every person who pays:an:amount in respect of com- 
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pensation described in subparagraph 110(1)(f)(ii) of the Act shall 
make an information return in prescribed form in respect of that 
payment. 

Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 


50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer; Reg. 
232(4) — Exceptions. 


Forms: T4115: T5007 guide — return of benefits; T5007: Statement of benefits; 
T5007 Summ: Summary of benefits. 


(2) [Information return — award] — Where a workers’ com- 
pensation board, or a similar body, adjudicates a claim for compen- 
sation described in subparagraph 110(1)(f)Gi) of the Act and stipu- 
lates the amount of the award, that board or body shall make an 
information return in prescribed form in respect of the amount of 
the award. 

Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 


50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer; Reg. 
232(4) — Exceptions. 


(3) [Deadline] — A return required under this section must be 
filed on or before the last day of February of each year and shall be 
in respect of 
(a) the preceding calendar year, if the return is required under 
subsection (1); and 


(b) the amount of the award that pertains to the preceding calen- 
dar year, if the return is required under subsection (2). 


(4) [Exceptions] — Subsections (1) and (2) are not applicable in 
respect of a payment or an award in respect of 


(a) medical expenses incurred by or on behalf of the employee; 
(b) funeral expenses in respect of the employee; 

(c) legal expenses in respect of the employee; 

(d) job training or counselling of the employee; or 

(e) the death of the employee, other than periodic payments 
made after the death of the employee. 


Definitions [Reg. 232]: “amount” — ITA 248(1); “calendar year’ — Interpretation 
Act 37(1)(a); “employee”, “person”, “prescribed” — ITA 248(1). 


233. Social assistance — (1) [Information return] — Every 
person who makes a payment described in paragraph 56(1)(u) of the 
Act shall make an information return in prescribed form in respect 
of the payment. 

Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer; Reg. 
233(2) — Exceptions. 

CRA Audit Manual: 27.34.5: Social assistance payments — reporting of payments. 


Forms: T4115: T5007 guide — return of benefits; T5007: Statement of benefits; 
T5007 Summ: Summary of benefits. 


(2) [Exceptions] — Subsection (1) is not applicable in respect of 
a payment that 


(a) is in respect of medical expenses incurred by or on behalf of 
the payee; 
(b) is in respect of child care expenses, as defined in subsection 
63(3) of the Act, incurred by or on behalf of the payee or a per- 
son related to the payee; 
(c) is in respect of funeral expenses in respect of a person related 
to the payee; 
(d) is in respect of legal expenses incurred by or on behalf of the 
payee or a person related to the payee; 
(e) is in respect of job training or counselling of the payee or a 
person related to the payee; 
(f) is paid in a particular year as a part of a series of payments, 
the total of which in the particular year does not exceed $500; or 
(g) is not a part of a series of payments. 
Related Provisions: ITA 248(10) — Series of transactions; Reg. 205 — Date return 
due. 


History: Para. 233(2)(b) amended by P.C. 2010-548, s. 7, April 29, 2010, Canada 
Gazette, Part II, May 12, 2010, in force on May 12, 2010. 


Income Tax Regulations 


Ss. 232, 233 added by P.C. 1992-1567, s. 2, July 16, 1992, Canada Gazette, Part II, 
August 12, 1992, applicable to 1991 et seq. 


Definitions [Reg. 233]: “child’ —ITA 252(1); “person”, “prescribed” — ITA 
248(1); “related” — ITA 251(2)-(6); “series” — ITA 248(10). 


234. Farm support payments — (1) Every government, munici- 
pality or municipal or other public body (in sections 235 and 236 
referred to as the “government payer”) or producer organization or 
association that makes a payment of an amount that is a farm sup- 
port payment (other than an amount paid out of a net income stabili- 
zation account) to a person or partnership shall make an information 
return in prescribed form in respect of the amount. 


Related Provisions: Reg. 205.1 — Electronic filing required if more than 500 [to be 
50] returns; Reg. 209 — Two copies to be sent (or one emailed) to taxpayer. 


Forms: AGR-1SUM: Return of farm support payments. 


(2) For the purposes of subsection (1) “farm support payment” 
includes 


(a) a payment that is computed with respect to an area of farm 
land; 


(b) a payment that is made in respect of a unit of farm commod- 
ity grown or disposed of or a farm animal raised or disposed of; 
and 


(c) a rebate of, or compensation for, all or a portion of 
(i) a cost or capital cost incurred in respect of farming, or 


(ii) unsowed or unplanted land or crops, or destroyed crops, 
farm animals or other farm output. 


Related Provisions: Reg. 205 — Date return due; Reg. 235, 236 — Identification of 
recipients. 


History: S. 234 added by P.C. 1993-1939, s. 4, December 2, 1993, Canada Gazette, 
Part II, December 15, 1993, applicable after 1993 in respect of amounts paid after 
1992. 


Definitions [Reg. 234]: “amount” — ITA 248(1); “disposed” — ITA 248(1)‘dispo- 
sition”; “farm support payment” — Reg. 234(2); “farming”, “net income stabilization 


account” — ITA 248(1); “prescribed” — ITA 248(1). 


235. Identifier information — Every corporation or trust for 
which an information return is required to be made under these 
Regulations by a government payer or by a producer organization 
or association shall provide its legal name, address and income tax 
identification number to the government payer or the producer or- 
ganization or association, as the case may be. 

History: S. 235 added by P.C. 1993-1939, s. 4, December 2, 1993, Canada Gazette, 


Part II, December 15, 1993, applicable after 1993 in respect of amounts paid after 
1992. 


Definitions [Reg. 235]: “corporation” —ITA 248(1), Interpretation Act 35(1); 
“government payer” — Reg. 234(1); “trust” — ITA 104(1), 248(1), (3). 


236. [Partnership receiving farm support payments] — 
Every person who is a member of a partnership for which an infor- 
mation return is required to be made under these Regulations by a 
government payer or by a producer organization or association shall 
provide the government payer or the producer organization or asso-. 
ciation, as the case may be, with the following information: 


(a) the person’s legal name, address and Social Insurance Num- 
ber, or, where the person is a trust or is not an individual, the 
person’s income tax identification number; and 


(b) the partnership’s name and business address. 
Related Provisions: Reg. 229 — Partnership information return. 


History: S. 236 added by P.C. 1993-1939, s. 4, December 2, 1993, Canada Gazette, 
Part II, December 15, 1993, applicable after 1993 in respect of amounts paid after 
1992. 


Definitions [Reg. 236]: “business” —ITA 248(1); “government payer” — Reg. 
234(1); “individual” — ITA 248(1); “person” —ITA 248(1); “trust? ——ITA 104(1), 
248(1), (3). 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information slips. 
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237. Contract for goods and services [for federal govern- 
ment] — (1) The definitions in this subsection apply in this 
section. 


“federal body” means a department or a Crown corporation, 
within the meaning of section 2 of the Financial Administration 
Act. 


“payee” means a person or partnership to whom an amount is paid 
or credited in respect of goods for sale or lease, or services ren- 
dered, by or on behalf of the person or the partnership. 


(2) [Information return] — A federal body that pays or credits an 
amount to a payee shall file an information return in prescribed 
form in respect of the amount on or before March 31 in each year in 
respect of the preceding calendar year. 


Related Provisions: Reg. 205 — Date return due; Reg. 205.1 — Electronic filing 
required if more than 500 [to be 50] returns; Reg. 237(3) — Exceptions. 


Forms: T1204: Government service contract payments; T4026: Government service 
contract payments [guide]; T4027: Statement of contract payments [guide]; T5011: Ap- 
plication for a partnership’s filer identification number. 


(3) [Exceptions] — Subsection (2) does not apply in respect of an 
amount 


(a) all or substantially all of which is paid or credited in the year 
in respect of goods for sale or lease by the payee; 


(b) to which section 212 of the Act applies; 


(c) that is not required to be included in computing the income 
of the payee, if the payee is an employee of the federal body; 


(d) that is paid or credited in respect of services rendered outside 
Canada by a payee who was not resident in Canada during the 
period in which the services were rendered; or 


(e) that is paid or credited in respect of a program administered 
under the Witness Protection Program Act or any other similar 
program. 


History [Reg. 237]: Para. 237(3)(b) amended to delete reference to ITA 153 by P.C. 
2002-2169, s..11, December 12, 2002, Canada Gazette, Part Il, January 1, 2003, effec- 
tive January 1, 2003. 


S. 237 added by P.C. 1998-2274, s. 1, December 16, 1998, Canada Gazette, Part II, 
January 6, 1999; the definition “federal body” applicable to amounts paid or credited 
after 1998 except that for amounts paid or credited in 1998, the definition shall be read 
without the words “or Crown corporation’, the remainder applicable to amounts paid or 
credited after 1997. 


Definitions [Reg. 237]: ‘calendar year” — Interpretation Act 35(1); “Canada” — 
ITA 255, Interpretation Act 35(1); “employee” — ITA 248(1); “federal body” — Reg. 
237(1); “payee” — Reg. 237(1); “person” — ITA 248(1); “prescribed” — ITA. 248(1); 
“resident in Canada” — ITA 250. 


238. Reporting of payments in respect of construction ac- 
tivities —(1) [“Construction activities”]— In this section, 
“construction activities” includes the erection, excavation, installa- 
tion, alteration, modification, repair, improvement, demolition, de- 
struction, dismantling or removal of all or any part of a building, 
structure, surface or sub-surface construction, or any’ similar 
property. 

Interpretation Bulletins: IT-411R: Meaning of “Construction”. 


Forms: T5018: Statement of contract payments; T5018 Summ: Summary of contract 
payments. B 


(2) [Information return] — Every person or partnership that pays 
or credits, in a reporting period, an amount in respect of goods or 
services rendered on their behalf in the course of construction activ- 
ities shall make an information return in the prescribed form in re- 
spect of that amount, if the person’s or partnership’s business in- 
come for that reporting period is derived primarily from those 
activities. 


Related Provisions: ITA 162(7)— Penalty for failure to file; Reg. 238(5) — 
Exceptions. 


Forms: T4027: Statement-of contract payments [guide]; T5018: Statement of contract 
payments; T5018 Summ: Summary of contract payments; RC4406: Will you do it for 
cash? [pamphlet]. 
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(3) [Reporting period] — The reporting period may be either on 
a calendar year basis or a fiscal period basis. Once a period is cho- 
sen, it cannot be changed for subsequent years, unless the Minister 
authorizes it. 


(4) [Deadline] — The return shall be filed within six months after 
the end of the reporting period to which it pertains. 


(5). [Exceptions] — Subsection (2) does not apply in respect of an 
amount 


(a) all of which is paid or credited in the reporting period in re- 
spect of goods for sale or lease by the person or partnership; 


(b) to which section 212 of the Act applies; or 


(c) that is paid or credited in respect of services rendered outside 

Canada by a person or partnership who was not resident in Can- 

ada during the period in which the services were rendered. 
History: Para. 238(5)(b) amended to delete reference to ITA 153 by P.C. 2002-2169, 


s. 12, December 12, 2002, Canada Gazette, Part II, January 1, 2003, effective January 
1, 2003. 


S. 238 added by P.C. 1999-2204, December 16, 1999, Canada Gazette, Part I, January 
5, 2000, applicable to reporting periods that begin after 1998, except that the informa- 
tion return to be filed for the first reporting period is not required tobe filed until June 
30, 2000. 


Definitions [Reg. 238]: “business” — ITA 248(1); “calendar year” — Interpretation 


- Act. 37(1)(a);. “Canada” —ITA.. 255; . “construction activities” — Reg. 238(1); 


“month” — Interpretation Act 35(1); “person”, .“prescribed”, “property” — ITA 
248(1); “reporting period” — Reg. 238(3); “resident in Canada’ — ITA 250. 


PART Ill — ANNUITIES AND LIFE 
INSURANCE POLICIES 


History: Heading substituted by P.C. 1983-3530, subsec. 1(1), November-17, 1983, 
Canada Gazette, Part-Il, November 24, 1983. 


Heading substituted by P.C. 1982-1421, subsec. 1(1), May 13, 1982, Canada Gazette, 
Part II, May 26,. 1982. 


Part II was consolidated by the Consolidated Regulations of Canada, chapter 945, pro- 
claimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Gazette, 
Part II, August 8, 1979. 


Heading substituted by P.C. 1968-33, subsec. 1(1), January 4, 1968, Canada Gazette, 
Part II, January 24, 1968, 


300. Capital element of annuity payments — (1) For the pur- 
poses of paragraphs 32.1(3)(b) and 60(a) of the Act, where an annu- 
ity is paid under a contract (other than an income-averaging annuity 
contract or an annuity contract purchased pursuant to a deferred 
profit sharing plan or pursuant to a plan referred to in subsection 
147(15) of the Act as a “revoked plan”) at a particular time, that 
part of the annuity payment determined in prescribed manner to be 
a return of capital is that proportion of a taxpayer’s interest in the 
annuity payment that the adjusted purchase price of the taxpayer’s 
interest in the contract at that particular time is of his interest, im- 
mediately before the commencement under the contract of pay- 
ments to which paragraph 56(1)(d) of the Act applies; in the total of 
the payments 


(a) to be made under the contract, in the:case of a contract for a 
term of years certain; or 


(b) expected to be made under the contract, in the case of a con- 
tract under which the continuation of the payments depends in 
whole or in part'on the survival of an individual. 
History: Subsec. 300(1) substituted by P.C. 1983-3530, subsec. 1(1), November 17, 
1983, Canada Gazette, Part II, November 24, 1983, applicable to taxation years com- 
mencing after 1982. 
Subsec. 300(1) substituted by P.C. 1982-1421, subsec. 1(1), May 13, 1982, Canada 
Gazette, Part II, May 26, 1982, effective with respect to annuity contracts under which 
annuity payments commence after 1979 except that in its application to annuity con- 
tracts under which payments commence before 1982 it shall be read as follows: 


300. (1) For the purposes of paragraphs 32.1(3)(b) and 60(a) of the Act, if an 
annuity is paid under a contract, the amount deemed to be a return of capital is 
that proportion of each annuity payment that the consideration for, or purchase 
price of, the contract’is of the total of the payments 


(a) to be made under the contract, in the case of a contract for a term of years 
certain; or 
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(b) expected to be made, in the case of a contract under which the continua- 
tion of the payments depends in whole or in part on the survival of an 
individual. 


(1.1) For the purposes of subsections (1) and (2), “annuity pay- 
ment” does not include any portion of a payment under a contract 
the amount of which cannot be reasonably determined immediately 
before the commencement of payments under the contract except 
where the payment of such portion cannot be so determined because 
the continuation of the annuity payments under the contract de- 
pends in whole or in part on the survival of an individual. 

History: Subsec. 300(1.1) added by P.C. 1982-1421, subsec. 1(1), May 13, 1982, Can- 
ada Gazette, Part Il, May 26, 1982, effective with respect to annuity contracts under 
which annuity payments commence after 1981. 


(2) For the purposes of this section and section 305, 


(a) where the continuance of the annuity payments under any 
contract depends in whole or in part on the survival of an indivi- 
dual, the total of the payments expected to be made under the 
contract 


(i) shall, in the case of a contract that provides for equal pay- 
ments and does not provide for a guaranteed period of pay- 
ment, be equal to the product obtained by multiplying the ag- 
gregate of the annuity payments expected to be received 
throughout a year under the contract by the complete expec- 
tations of life using the table of mortality known as the 197] 
Individual Annuity Mortality Table as published in Volume 
XXIII of the Transactions of the Society of Actuaries, or 


(ii) shall, in any other case, be calculated in accordance with 
subparagraph (i) with such modifications as the circum- 
stances may require; 


(b) except as provided in subsections (3) and (4), “adjusted 
purchase price” of a taxpayer’s interest in an annuity contract at 
a particular time means the amount that would be determined at 
that time in respect of that interest under paragraph 148(9)(a) 
[148(9)““adjusted cost basis”] of the Act if that paragraph were 
read without reference to subparagraph (viii) [k] thereof; 


(c) where the continuance of the annual payments under any 
contract depends on the survival of a person, the age of that per- 
son on any date as of which a calculation is being made shall be 
determined by subtracting the calendar year of his birth from the 
calendar year in which such date occurs; and 


(d) where the continuance of the annual payments under any 
contract depends on the survival of a person, and where, in the 
event of the death of that person before the annual payments ag- 
gregate a stated sum, the contract provides that the unpaid bal- 
ance of the stated sum shall be paid, either in a lump sum or 
instalments, then, for the purpose of determining the expected 
term of the contract, the contract shall be deemed to provide for 
the continuance of the payments thereunder for a minimum term 
certain equal to the nearest integral number of years required to 
complete the payment of the stated sum; 


(e) [Revoked] 


History: All that portion of subsec. 300(2) preceding para. (a), para. 300(2)(b) substi- 
tuted by P.C. 1983-3530, subsecs. 1(2), 1(3), November 17, 1983, Canada Gazette, 
Part Il, November 24, 1983. All that portion of subsec. 300(2) preceding para. (a), as 
substituted, applicable to taxation years commencing after 1982; paragraph 300(2)(b), 
as substituted, effective November 12, 1981. Para. 300(2)(e) revoked by P.C. 1983- 
3530, subsec. 1(4), November 17, 1983, Canada Gazette, Part Il, November 24, 1983, 
applicable to taxation years commencing after 1982. 


Subpara. 300(2)(a)(i) substituted by P.C. 1982-2862, September 22, 1982, Canada Ga- 
zette, Part II, October 13, 1982, effective with respect to annuity contracts under which 
annuity payments commence after 1981. 


Paras. 300(2)(a), (b) substituted by P.C. 1982-1421, subsec. 1(2), May 13, 1982, Can- 
ada Gazette, Part II, May 26, 1982, effective with respect to annuity contracts under 
which annuity payments commence after 1981, 


(3) Where 


(a) an annuity contract is a life annuity contract entered into 
before November 17, 1978 under which the annuity payments 
commence on the death of an individual, 


(a.1) [Revoked] 


Income Tax Regulations 


(b) an annuity contract (other than an annuity contract described 
in paragraph (a)) is 
(i) a life annuity contract entered into before October 23, 
1968, or 


(ii) any other annuity contract entered into before January 4, 
1968, 


under which the annuity payments commence 
(iii) on the expiration of a term of years, and 


(iv) before the later of January 1, 1970 or the tax anniversary 
date of the annuity contract, 


the adjusted purchase price of a taxpayer’s interest in the annuity 
contract shall be 


(c) the lump sum, if any, that the person entitled to the annuity 
payments might have accepted in lieu thereof, at the date the 
annuity payments commence; 

(d) if no lump sum described in paragraph (c) is provided for in 
the contract, the sum ascertainable from the contract as the pre- 
sent value of the annuity at the date the annuity payments com- 
mence; and 


(e) if no lump sum described in paragraph (c) is provided for in 

the contract and no sum is ascertainable under paragraph (d), 
(i) in the case of a contract issued under the Government An- 
nuities Act, the premiums paid, accumulated with interest at 
the rate of four per cent per annum to the date the annuity 
payments commence, and 


(ii) in the case of any other contract, the present value of the 
annuity payments at the date on which payments under the 
contract commence, computed by applying 


(A) a rate of interest of four per cent per annum where the 
payments commence before 1972 and 5'/2 per cent per an- 
num where the payments commence after 1971, and 


(B) the provisions of subsection (2) where the payments 
depend on the survival of a person. 
History: Para. 300(3)(a.1) revoked and para. 300(3)(b) substituted by P.C. 1983-3530, 
subsecs. 1(5) and 1(6), November 17, 1983, Canada Gazette, Part Il, November 24, 
1983, applicable to taxation years commencing after 1982. 


All that portion of subsec. 300(3) preceding para. (c) substituted by P.C. 1982-1421, 
subsec. 1(3), May 13, 1982, Canada Gazette, Part II, May 25, 1982, effective January 
1, 1982. 


(4) Where an annuity contract would be described in paragraph 
(3)(b) if the reference in subparagraph (iv) thereof to ‘“‘before the 
later of’ were read as a reference to “on or after the later of’, the 
adjusted purchase price of a taxpayer’s interest in the annuity con- 
tract at a particular time shall be the greater of 


(a) the aggregate of 


(i) the amount that would be determined in respect of that 
interest under paragraph (3)(c), (d) or (e), as the case may be, 
if the date referred to therein was the tax anniversary date of 
the contract and not the date the annuity payments com- 
mence, and 


(ii) the adjusted purchase price that would be determined in 
respect of that interest if the words “and after the tax anniver- - 
sary date” were inserted in each of subparagraphs 
148(9)(a)(i) to (iii.1) and (vi) [148(9)“adjusted cost basis”A 
to D and H] of the Act immediately following the words 
“before that time” in each of those subparagraphs; and 


(b) the amount determined under paragraph (2)(b) in respect of 
that interest. 
History: Subpara. 300(4)(a)(ii) substituted by P.C. 1983-3530, subsec. 1(7), Novem- 
ber 17, 1983, Canada Gazette, Part II, November 24, 1983, applicable to taxation years 
commencing after 1982. 
Subsec. 300(4) substituted by P.C. 1982-1421, subsec. 1(4), May 13, 1982, Canada 
Gazette, Part II, May 25, 1982, effective with respect to annuity contracts under which 
annuity payments commence after 1981. 
Definitions [Reg. 300]: “adjusted purchase price’ — Reg. 300(2)(b), 300(3), (4); 
“amount”, “annuity” —ITA 248(1); “annuity payment” — Reg. 300(1.1); “calendar 
year” — Interpretation Act 37(1)(a); “commencement” — Interpretation Act 35(1); 
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“deferred profit sharing plan” — ITA 147(1), 248(1); “income-averaging annuity con- 
tract’, “individual” —ITA 248(1); “life annuity contract” — Reg. 301(1), (2); “per- 


son”, “prescribed” — ITA 248(1); “tax anniversary date” — Reg. 310; “taxpayer” — 


ITA 248(1); “total of the payments” — Reg. 300(2)(a). 


301. Life annuity contracts — (1) For the purposes of this Part 
and section 148 of the Act, “life annuity contract” means any con- 
tract under which a person authorized under the laws of Canada or a 
province to carry on in Canada an annuities business agrees to make 
annuity payments to an individual (in this section referred to as “the 
annuitant’) or jointly to two or more individuals (each of whom is 


referred to as “the annuitant” in this section), which payments are, © 


by the terms of the contract, 
(a) to be paid. annually or at more frequent periodic intervals; 
(b) to commence on a specified day; and 


(c) to continue throughout the lifetime of the annuitant or one or 
more of the annuitants. 


than that which yo 


Minister of Finance 


Related Provisions: Reg. 301(2) — Interpretation. 
History: All that portion of subsec. 301(1) preceding para. (a) substituted by P.C. 


1983-3530, s. 2, November 17, 1983, Canada Gazette, Part Il, November’ 24, 1983, 
effective November 12, 1981. 


(2) [Interpretation] — For the purposes of subsection (1), a con- 
tract shall not fail to be a life annuity contract by reason that 


(a) the contract provides that the annuity payments may be as- 
signed by the annuitant or owner; 
(b) the contract provides for annuity payments to be made for a 


period ending upon the death of the annuitant or for a specified 
period of not less than 10 years, whichever is the lesser; 


(c) the contract provides for annuity payments to be made for a 
specified period or throughout the lifetime of the annuitant, 


Reg. 
S. 303(2)(c) 


whichever is longer, to the annuitant and thereafter, if the speci- 
fied period is the longer, to a specified person; 


(d) the contract provides, in addition to the annuity payments to 
be made throughout the lifetime of the annuitant, for a payment 
to be made upon the annuitant’s death; 


(e) the contract provides that the date 
(i) on which the annuity payments commence, or 


(ii) on which the contract holder becomes entitled to pro- 
ceeds of the disposition, 


may be changed with respect to the whole contract or any por- 
tion thereof at the option of the annuitant or owner; or 


(f) the contract provides that all or a portion of the proceeds pay- 

able at any particular time under the contract may be received in 

the form of an annuity contract other than a life annuity contract. 
History: Paras. 301(1)(a)—-(d) revoked and substituted by 301(1)(a)—(c), (2)(a), (€) sub- 
stituted, (f) added by P.C. 1982-1421, s. 2, May 13, 1982, Canada Gazette, Part Il, 
May 26, 1982, effective January 1, 1982, 


Subsec. 301(1) amended by P.C. 1980-1241, May 8, 1980, Canada Gazette, Part Il, 
May 28, 1980, effective in respect of 1978 et seq. 

Definitions [Reg. 301]: “annuitant” — Reg. 301(1); “annuity”, “business” — ITA 
248(1); “Canada” —ITA 255, Interpretation Act 35(1); “individual” — ITA 248(1); 
“Jife annuity contract” — Reg. 301(1), (2); “person” —ITA 248(1); “proceeds of the 
disposition” — ITA 148(9), Reg. 310; “province” — Interpretation Act 35(1). 


302. [Revoked] 


History: S. 302 revoked by P.C. 1983-3530, s. 3, November 17, 1983, Canada Ga- 
zette, Part Il,, November 24, 1983, applicable to taxation years commencing after 1982. 


S. 302 added by P:C. 1982-1421, s.3, May 13, 1982, Canada ‘Gazette, Part II, May 26, 
1982, applicable to taxation years commencing after October 28, 1980. 


303. (1) Where in a taxation year the rights of a holder under an 
annuity contract cease upon termination or cancellation of the con- 
tract and 


(a) the aggregate of all amounts, each of which is an amount in 
respect of the contract that was included in computing the in- 
come of the holder for the year or any previous taxation year by 
virtue of subsection 12(3) of the Act mii: 


exceeds the aggregate of 


(b) such proportion of the amount determined under paragraph 
(a) that the annuity payments made under the contract before the 
rights of the holder have ceased is of the total of the payments 
expected to be made under the contract, and 


(c) the aggregate of all'amounts, each'of which is an amount in 
respect of the contract that was deductible in computing the in- 
come of the holder for the year or any previous year by virtue of 
subsection (2), 


the amount of such excess may be deducted by the holder under 
subsection 20(19) of the Act in computing his income for the year. 
History: Para. 303(1)(b) substituted by P.C. 1983-3530, s. 4, November 17, 1983, 


Canada Gazette, Part II, November 24, 1983, effective commencing November 12, 
1981. 


(2) For the purposes of subsection 20(19) of the Act, where an an- 
nuity contract was acquired after December 19, 1980 and annuity 
payments under the contract commenced before 1982, the amount 
that may be deducted by a holder under that subsection in respect of 
an annuity contract for a taxation year is that proportion of 


(a) the aggregate of all amounts, each of which is an amount that 
was included in computing the income of the holder for any pre- 
vious taxation year by virtue of subsection 12(3) of the Act in 
respect of the contract 

that 


(b) the aggregate of all annuity payments received by the holder 
in the year in respect of the contract 


is of 
(c) the total of the payments determined under paragraph 
300(1)(a) or (b) in respect of the holder’s interest in the contract. 
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History: S, 303 added by P.C. 1982-1421, s. 3, May 13, 1982, Canada Gazette, Part 
Il, May 26, 1982; subsec. 303(1) applicable to ‘taxation years commencing after Octo- 
ber 28, 1980; subsec. 303(2) effective from December 1980. 


Definitions [Reg. 303]: “amount”, “annuity” — ITA 248(1); “taxation year’ — ITA 
249. 


304. Prescribed annuity contracts — (1) For the purposes of 
this Part and subsections 12.2(1), (3) and (4) and paragraph 
148(2)(b) of the Act, prescribed annuity contract for a taxation year 
means 


(a) an annuity contract that is, or is issued pursuant to, an ar- 
rangement described in any of paragraphs 148(1)(a) to (b.2) and 
(d) of the Act; 


(b) an annuity contract described in paragraph 148(1)(c) or (e) of 
the Act; and 


(c) an annuity contract 


(i) under which annuity payments have commenced in the 
taxation year or a preceding taxation year, 


(ii) issued by any one of the following (referred to in this 
section as the “issuer’”): 


(A) a life insurance corporation, 
(B) a registered charity, 


(C) a corporation referred to in any of paragraphs (a) to 
(c) of the definition “specified financial institution” in 
subsection 248(1) of the Act, 


(D) a corporation referred to in subparagraph (b)(ii) of the 
definition “retirement savings plan” in subsection 146(1) 
of the Act, and 


(E) a corporation (other than a mutual fund corporation or 
a mortgage investment corporation) the principal business 
of which is the making of loans, 


(iii) each holder of which 


(A) is an individual, other than a trust that is neither a 
trust described in paragraph 104(4)(a) of the Act (in this 
paragraph referred to as a “specified trust”) nor a testa- 
mentary trust, 


(B) is an annuitant under the contract, and 


(C) throughout the taxation year, dealt at arm’s length 
with the issuer, 


(iv) the terms and conditions of which require that, from the 
time the contract meets the requirements of this paragraph, 


(A) all payments made out of the contract be equal annu- 
ity payments made at regular intervals but not less fre- 
quently than annually, subject to the holder’s right to vary 
the frequency and quantum of payments to be made out of 
the contract in any taxation year without altering the pre- 
sent value at the beginning of the year of the total pay- 
ments to be made in that year out of the contract, 


(B) the annuity payments thereunder continue for a fixed 
term or 


(1) if the holder is an individual (other than a trust), for 
the life of the first holder or until the day of the later 
of the death of the first holder and the death of any of 
the spouse, common-law partner, former spouse, for- 
mer common-law partner, brothers and sisters (in this 
subparagraph referred to as “the survivor’) of the first 
holder, or 


(II) if the holder is a specified trust, for the life of the 
spouse or common-law partner who is entitled to re- 
ceive the income of the trust, 


Proposed Amendment — Reg. 
pe a a 
Letter from Dept. of Finance, July 29, 2002: 


Dear [xxx] 


Income Tax Regulations 


Thank you for your Jetter dated May 6, 2002, concerning section 304 of the Income Tax 
Regulations (the “Regulations”) and its application to alter ego trusts. 


Section 304 defines a “prescribed annuity contract” for a taxation year for the purposes 
of subsection 12.2(1) and paragraph 148(2)(b) of the Income Tax Act (the “Act”). Alter 
ego trusts and joint spousal and common-law partner trusts are trusts described in para- 
graph 104(4)(a) of the Act and as you mentioned in your letter, these trusts would 
appear to qualify as a specified trust eligible to hold prescribed annuities under clause 
304 (1)(c)Gii)(A) of the Regulations, . 


However, it would appear that an alter ego trust. cpiald not be able to acabiee an annu- 
ity contract that is a prescribed annuity contract because subclauses 304(1)(c)(iv)(B)CD) 
and 304()(c)Giv)(C)dD require, in the case of a specified trust, that the terms of the 
contract determine annuity payments by reference to the “spouse or common-law part- 
ner who is entitled to receive the income of the trust”. Alter ego trusts do not ‘comply 
with those subclauses because, in the case of alter ego trusts, the annuity payments 
would be determined by reference to the individual who is entitled to receive the in- 
come of the trust and not by reference to the spouse or common-law partner. As a 
result, you have requested that those subclauses be amended to allow alter ego trusts to 
hold prescribed annuity contracts. 


From a policy perspective, it appears appropriate to permit an alter ego trust to be 
eligible to hold a prescribed annuity contract if all the other conditions of section 304 
of the Regulations are met. This treatment would be in accordance with the treatment 
of the other trusts described in paragraph 104(4)(a) of the Act. Consequently, we are 
prepared to recommend to the Minister of Finance that amendments be made to sub- 
clauses 304(1)(c)(iv)(B)(ID) and 304(1)(c)(iv)(C)UD of the Regulations to permit an al- 
ter ego trust to hold a prescribed annuity contract. Further, we intend to recommend 
that the amendments apply to the taxation years that begin after 2001. 


Of course, I can offer no assurance that the Minister of Finance will agree with the 
recommendation that I have described. Nonetheless, I hope that this Stotement of our 
position is helpful. 


Thank you for bringing this matter > our attention. 
Yours sincerely, 


Brian E n wein, ‘Director, Tax Legislation Division, Tax Policy Branch 


Proposed Amendment — — Reg. 304(1 Meytvn®) 


Letter from Dept. of fe June 27, 2003: 


Dear [xxx] 


Thank you for your letter dated October 22, 2002, concerning section 304 of the In- 
come Tax Regulations (the “Regulations”) and its application to last survivor fae 
contracts held by joint spousal or common-law partner trusts. 


Section 304 defines a “prescribed annuity contract” for a taxation year for the purposes 
of subsection 12.2(1) and paragraph 148(2)(b) of the Income Tax Act (the “Act”). Alter 
ego trusts and joint spousal or common-law partner trusts are trusts described in para- 
graph 104(4)(a) of the Act and, as you mentioned in your letter and as confirmed by the 
Department in a comfort letter sent to your attention dated July 29, 2002, these trusts 
ey as a specified trust under clause 304(1)(€)Gii)(A) of the Regulations. 


However, a last survivor annuity contract, the annuity payments of which are deter- 
mined by reference to the later of the death of an individual and the death of the indivi- 
dual’s spouse or common-law partner who is entitled to receive the income of the trust, 
is not included in the definition of “prescribed annuity contract” in section 304 of the 
Regulations when held by a specified trust. : 


From a policy perspective, it appears appropriate for a ee survivor annuity contad 
held by a specified trust to be prescribed as a prescribed annuity contract if all the other 
conditions of section 304 of the Regulations are met and the last survivor is the person. 
that established the trust or the survivor as defined in that section. This treatment would 
be i in accordance with the treatment under section 304 of the Regulation ¢ 
annuity contracts held by individuals. 


Consequently, we are prepared to recommend to the Minister of Fine that peer 
ments be made to section 304 of the Regulations to ensure that last survivor annuity 
contracts held by specified trusts as defined in section 304 of the Regulations. be pre- 
scribed annuity contracts if all the other conditions of that section are met and the last’ 
survivor is the person that established the trust or the survivor as defined in that 
section. 


You also mentioned i in your letter that clause 304(1)\(c)(iv)(B) of the Regulations does 
not provide for the situation where testamentary trusts (which are not specified trusts) 
hold annuity contracts that do not continue for a fixed term. From a policy | rspective 
and in order to be consistent with clause 304(1)(c)Gv)(C) of the Regulation: , We are 
prepared to recommend an amendment to the Regulations to prescribe this type of an- 
nuity contract under clause 304(1)(c)(iv)(B) where the pth cae ete the life of 


eu ce Fes 


any beneficiary entitled to receive the income from the trust. 7 = gy 


Further, we intend to recommend that these proposed amendments apply to ie 2000 
and following taxation years. 


Of course, I can offer no assurance that the Minister of Finance will agree with the 
recommendation that I have described. abersiente I eye that this os of our 
position is helpful. en 


Thank you for bringing this matter to our attention, DOE SCD, Dae ite 


1752 


Part If] — Annuities and Life Insurance Policies 


(C) where the annuity payments are to be made over a 
term that is guaranteed or fixed, the guaranteed or fixed 
term not [to] extend beyond the time at which 


(I) in the case of a joint and last survivor annuity, the 
younger of the first holder and the survivor, 


(II) if the holder is a specified trust, the spouse or 
common-law partner who is entitled to receive the in- 
come of the: trust, 


(II) if the holder is a Bron pa trust other.than.a 
specified trust, the youngest beneficiary under. the 
trust, 


(IV) where the contract is held jointly, the younger of 
the first holders, or 


(V) in any other case, the first holder, 
would, if he survived, attain the age of 91 years, 


(D):no loans exist under the contract and the holder’s 
rights under the contract not be disposed of otherwise 
than on the holder’s death or, if the holder is a specified 
trust, on the death of the spouse or common-law partner 
who is entitled to receive the income of the trust, and 


(E) no payments be made out of the contract other than as 
permitted by this section, 


(v) none of the terms and conditions of which ions for 
any recourse against the issuer for failure to. make any pay- 
ment under the contract, and 


(vi) where annuity payments under the contract have 
commenced 


(A) before 1987, in respect of which a uid thereof has 
notified the issuer in writing, before the end of the taxa- 
tion year, that the contract is to be treated asa prescribed 
annuity contract, 


(B) after 1986, in respect of which a holder thereof has 
not notified the issuer in writing, before the end of the 
taxation year in which the annuity payments under the 
contract commenced, that the contract is not to be treated 
as a prescribed annuity contract, or 


(C) after 1986, in respect of which a holder thereof has 
notified the issuer in writing, before the end of the taxa- 
tion year in which the annuity payments under the con- 
tract commenced, that the contract is not to be treated as a 
prescribed annuity contract and a holder thereof has re- 
scinded the notification by so notifying the issuer in writ- 
ing before the end of the taxation year. 


(2) Notwithstanding subsection (1), an annuity contract shall not 
fail to be a prescribed annuity contract by reason that 


(a) where the contract provides for a joint and last survivor an- 
nuity or is held jointly, the terms and conditions thereof provide 
that there will be a decrease in the amount of the annuity pay- 
ments to be made under the contract from the time of death of 
one of the annuitants thereunder; 


(b) the terms and conditions thereof provide that where the 
holder thereof dies at or before the time he attains the age of 91 


Reg. 
S. 304 


years, the contract will terminate and an amount will be paid out 
of the contract not exceeding the amount, if any, by which the 
total premiums paid under the contract exceeds the total annuity 
payments made under the contract; 


(c) where the annuity payments are to be made over a term that 

is guaranteed. or fixed,.the. terms and conditions thereof provide 

that as a consequence: of the death of the holder thereof during 

the guaranteed or fixed term any payments that, but for, the death 
. of the holder, would be made during the term may be commuted 
into a single payment; or 


(d) the terms and conditions thereof, as they ex! on December 
1, 1982 and at all subsequent times, provide that the holder par- 
ticipates in the investment earnings of the issuer and that the 
amount of such participation is to be paid within 60 days after 
the end of the year in respect of which it is determined. 


(3) For the purposes of this section, the annuitant under an annuity 
contract is deemed to be the holder of the contract where 


(a) the contract is held by another person in trust for the annui- 
tant; or 


(b) the contract: was acquired by the annuitant under a group 
term life insurance policy under ‘which life insurance was ef- 
fected on the life of another person in respect of, in the course 
of, or by virtue. of the office or employment or former office or 
employment of that other person. 


(4) In this section, “annuitant” under an annuity contract, at any 
time, means a person who, at that time, is entitled to receive annuity 
payments under the contract. 


(5) For the purpose of this section, “spouse” and “‘former spouse” of 
a particular individual include another individual who is a party to a 
void or voidable marriage with the particular individual. 


History: Subpara. 304(1)(c)(ii) amended by P.C. 2009-1212, s. 1, July 30, 2009, Can- 
ada Gazette, Part Il, August 19, 2009, applicable after February 22, 1994. 


Para.’ 304(1)(a) amended’ by 2009, c. 2, s. 90, applicable to annuity contracts issued 
after 2008. 


Cl. 304(1)(c)@ii)(A), subcl. (c)(iv)(B)C) and subsec. 304(4) amended and subsec. 
304(5) added by P.C. 2007-849, s. 1, May 31, 2007, Canada Gazette, Part Il, June 13, 
2007, in force June 13, 2007. 


Cl, 304(1)(c)qii)(A), subcl. (c)(iv)(B)(D and (ID, Gv)(C)(D and (IID, cl. (iv)(D),. and 
the definition “spouse” in subsec. 304(4), amended by P.C. 2001-957, s.-3, May 31, 
2001; Canada Gazette, Part Il, June 20, 2001, applicable to 2001 et seqg., except that if 
a taxpayer and a person have jointly elected pursuant to s..144 of the Modernization of 
Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 
taxation year, the amendment applies to the taxpayer and the person in respect of the 
applicable taxation year et seq. 


That portion of subsec. 304(1) preceding para. (a) replaced by P.C. 1994-940, s. 1; June 
2, 1994, Canada Gazette, Part Il, June 15, 1994, applicable after 1989. 


Subsec. 304(1), paras. 304(2)(a) and (c) substituted, subsecs. 304(3) and (4) added, by 
P.C. 1988-1115, s. 1, June 9, 1988, Canada Gazette, Part II, June 22, 1988, applicable 
to taxation years commencing after, 1986. 


That portion of subsec: 304(1) preceding’ para. (a) substituted by P.C. 1988-390, s. 2, 
March 3, 1988, Canada Gazette, Part II, March 16, 1988, effective January 1; 1983: 


That portion of subsec. 304(1) preceding para. (a) substituted by P.C. 1986-1048, s. 1, 
May 1, 1986, Canada Gazette, Part Il; May 14, 1986, applicable to taxation years com- 
mencing after 1982. 


S. 304 substituted by P.C. 1983-3530, s.5, November 17, 1983, Canada Gazette, Part 
Il, November 24, 1983, applicable to taxation years commencing after 1982. 


S. 304 added by P.C. 1982-1421, s. 3, May 13, 1982, Canada Gazette, Part II, May 26, 
1982; subsecs. 304(1)-(4) effective with respect to annuity contracts under which an- 
nuity payments commence after 1981; subsec. 304(5) applicable to taxation years com- 
mencing. after October 28, 1980. 


Definitions [Reg. 304]: “amount”? — ITA 248(1); “annuitant” — Reg. 304(4); “an- 
nuity’” — ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “common-law 
partner” — ITA 248(1); “consequence of the death” — ITA 248(8); “corporation” — 
ITA 248(1); Interpretation Act 35(1); “deferred profit sharing plan” —ITA 147(1), 
248(1); “disposed” —ITA 248(1)‘‘disposition”; “employment” — ITA 248(1); “former 
spouse” — Reg. 304(5); “group term life insurance policy”. — ITA 248(1); “holder” — 
Reg. 304(3); “individual”, — ITA 248(1); “issuer” — Reg. 304(1)(c)(ii); “life insurance 
corporation” —ITA 248(1);. “mortgage investment corporation” —ITA. 130.1(6), 
248(1); “mutual fund corporation” —ITA 131(8), 248(1); “office”, “person”, “pre- 
scribed” — ITA 248(1); “prescribed annuity contract” — Reg. 304(1), (2); “registered 
pension plan” — ITA’ 248(1); “specified trust” — Reg. 304(1)(c)@ii)(A); “spouse” — 
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Reg. 304(5); “survivor” — Reg. 304(1)(c)(iv)(B)(D; “taxation year” — ITA 249; “tes- 
tamentary trust” —ITA 108(1), 248(1); “trust? —ITA 104(1), 248(1), (3); “writ- 
ing” — Interpretation Act 35(1). 

Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance 
policies. 


305. Unallocated income accrued before 1982 — (1) For the 
purposes of section 12.2 and paragraph 56(1)(d.1) of the Act, the 
amount at any time of “unallocated income accrued in respect of the 
interest before 1982, as determined in prescribed manner’, in re- 
spect of a taxpayer’s interest in an annuity contract (other than an 
interest last acquired after December 1, 1982) or in a life insurance 
policy referred to in subsection (3), means the amount, if any, by 
which 


(a) the accumulating fund at December 31, 1981 in respect of 
the interest 


exceeds the aggregate of 


(b) his adjusted cost basis (within the meaning assigned by para- 
graph 148(9)(a) [148(9)“adjusted cost basis’’] of the Act) at De- 
cember 31, 1981 in respect of the interest; and 


(c) that proportion of the amount, if any, by which the amount 
determined under paragraph (a) exceeds the amount determined 
under paragraph (b) that 


(i) the aggregate of all amounts each of which is the amount 
of an annuity payment received before that time in respect of 
the interest 


is of 
(ii) the taxpayer’s interest, immediately before the com- 


mencement of payments under the contract, in the total of the 
annuity payments 


(A) to be made under the contract, in the case of a con- 
tract for a term of years certain, or 


(B) expected to be made under the contract, in the case of 
a contract under which the continuation of the payments 
depends in whole or in part on the survival of an 
individual. 


(2) For the purposes of paragraph (1)(c), “annuity payment” does 
not include any portion of a payment under a contract the amount of 
which cannot be reasonably determined immediately before the 
commencement of payments under the contract except where such 
portion cannot be so determined because the continuation of the an- 
nuity payments under the contract depends in whole or in part on 
the survival of an individual. 


(3) For the purposes of this section, an interest in an annuity con- 
tract to which subsection 12.2(9) of the Act applies shall be deemed 
to be, a continuation of the interest in the life insurance policy in 
respect of which it was issued. 

History: S. 305 added by P.C. 1983-3530, s. 5, November 17, 1983, Canada Gazette, 
Part II, November 24, 1983, applicable to taxation years commencing after 1982: 
Definitions [Reg. 305]: “amount”, “annuity” — ITA 248(1); “annuity payment” — 
Reg. 305(2); “commencement” — Interpretation. Act. 35(1); “continuation” — Reg. 
305(3); “individual” — ITA 248(1); “life insurance policy” — ITA 138(12), Reg. 310; 
“prescribed”, “taxpayer” — ITA 248(1); “total of the payments” — Reg. 300(2)(a). 
Interpretation Bulletins: IT-87R2: Policyholders’ income from. life insurance 
policies. 


306. Exempt policies — (1) For the purposes of this Part and 
subsection 12.2(11) of the Act, “exempt policy” at any time means 
a life insurance policy (other than an annuity contract or a deposit 
administration fund policy) in respect of which the following condi- 
tions are met at that time: 


(a) if that time is a policy anniversary of the policy, the accumu- 
lating fund of the policy at that time (determined without regard 
to any policy loan) does not exceed the total of the accumulating 
funds at that time of the exemption test policies issued at or 
before that time in respect of the policy; 


(b) assuming that the terms and conditions of the policy do not 
change from those in effect on the last policy anniversary of the 


Income Tax Regulations 


policy at or before that time and, where necessary, making rea- 
sonable assumptions about all other factors (including, in the 
case of a participating life insurance policy within the meaning 
assigned by subsection 138(12) of the Act, the assumption that 
the amounts of dividends paid will be as shown in the dividend 
scale), it is reasonable to expect that the condition in paragraph 
(a) will be met on each policy anniversary of the policy on 
which the policy could remain in force after that time and before 
the date determined under subparagraph (3)(d)(ii) with respect to 
the exemption test policies issued in respect of the policy; 


(c) the condition in paragraph (a) was met on all policy anniver- 
saries of the policy before that time; and 


(d) the condition in paragraph (b) was met at all times on and 
after the first policy anniversary of the policy and before that 
time. 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance 
policies. 


(2) For the purposes of subsection (1), a life insurance policy that is 
an exempt policy on its first policy anniversary shall be deemed to 
have been an exempt policy from the time of its issue until that 
anniversary. 


(3) For the purposes of this section and section 307, a separate ex- 
emption test policy shall be deemed to have been issued to a policy- 
holder in respect of a life insurance policy 


(a) on the date of issue of the life insurance policy, and 


(b) on each policy anniversary of the life insurance policy where 
the amount of the benefit on death thereunder exceeds 108 per 
cent of the amount of the benefit on death thereunder on the later 
of the date of its issue and the date of its preceding anniversary, 
if any, . 
and, for the purpose of determining whether the accumulating fund 
of the life insurance policy on any particular policy anniversary 
meets the condition in paragraph (1)(a), each such exemption test 
policy shall be deemed 


(c) to have a benefit on death that is uniform throughout the term 
of the exemption test policy and equal to 


(i) where the exemption test policy is the first such policy 
issued in respect of the life insurance policy, the amount on 
that policy anniversary of the benefit on death of the life in- 
surance policy less the total of all amounts each of which is 
the amount on that policy anniversary of the benefit on death 
of another exemption test policy issued on or before that pol- 
icy anniversary in respect of the life insurance policy, and 


(ii) in any other case, the amount by which the benefit on 
death of the life insurance policy on the date the exemption 
test policy was issued exceeds 108 per cent of the amount of 
the benefit on death of the life insurance policy on the later 
of the date of issue of the life insurance policy and the date 
of its preceding policy anniversary, if any; 


(d) to pay the amount of its benefit on death on the earlier of 


(i) the date of death of the person whose life is insured under 
the life insurance policy, and 


(ii) the later of 
(A) ten years after the date of issue of the life insurance 
policy, and 
(B) the date that the person whose life is insured would, if 
he survived, attain the age of 85 years; and 


(e) to be a life insurance policy in Canada issued by a life in- 
surer that carried on its life insurance business in Canada. 


(4) Notwithstanding subsections (1) to (3), 


(a) where at any particular time the amount of the benefit on 
death of a life insurance policy is reduced, an amount equal to 
such reduction (such amount is in this paragraph referred to as 
“the reduction’) shall be applied at that time to reduce the 
amount of the benefit on death of exemption test policies issued 
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before that time in respect of the life insurance policy (other 
than the exemption test policy issued in respect thereof pursuant 
to paragraph (3)(a)), in the order in which the dates of their issu- 
ance are proximate to the particular time, by an amount equal to 
the lesser of 


(i) the portion, if any, of the reduction not applied to reduce 
the benefit on death of one or more other such exemption test 
policies, and 


(ii) the amount, immediately before that time, of the benefit 
on death of the relevant exemption test policy; 


(b) where on the tenth or on any subsequent policy anniversary 
of a life insurance policy, the accumulating fund thereof (com- 
puted without:regard to any policy loan then outstanding in re- 
spect of the policy) exceeds 250 per cent of the accumulating 
fund thereof on its third preceding policy anniversary (computed 
without regard to any policy loan then outstanding in respect of 
the policy), each exemption test policy deemed by subsection (3) 
to have been issued before that time in respect of the life insur- 
ance policy shall be deemed to have been issued on the later of 
the date of that third preceding policy anniversary and the date 
on which it was deemed by subsection (3) to have been issued; 
and 


(c) where at one or more times after December. 1,, 1982 


(i) a prescribed premium has been paid by a taxpayer in re- 
spect of an interest in a life insurance policy (other than an 
annuity contract or a deposit administration fund policy) last 
acquired on or before that date, or 


(ii) an interest in a life insurance policy (other than an annu- 
ity contract or a deposit administration fund policy) issued on 
or before that date has been acquired by a taxpayer from the 
person who held the interest continuously since that date, 


the policy shall be deemed to have been an exempt policy from 
the date of its issue until the earliest of those times that occurred 
after December 1, 1982; and 


(d) a life insurance policy that ceases to be an exempt policy 
(other than by reason of its conversion into an annuity contract) 
on a policy anniversary shall be deemed to be:an exempt policy 
on that anniversary 


(i) if, had that anniversary occurred 60 days after the date on 
which it did in fact occur, the policy would have been an 
exempt policy on that later date, or 


(ii) if the person whose life is insured under the policy dies 
on that anniversary or within 60 days thereafter. 


History: Subsecs. 306(1), (2) and (3) replaced by P.C. 1994-940, s. 2, June 2, 1994, 
Canada Gazette, Part II, June 15, 1994, applicable 


(a) with respect to a life insurance policy issued after March 26, 1992, other than a 
policy for which written application was made on or before March 26, 1992; and 


(b) with respect to a life insurance policy amended at any time after March 26, 
1992 to increase the amount of the benefit on death. 


S. 306 added by P.C. 1983-3530, s. 5, November 17, 1983, Canada Gazette, Part II, 
November 24, 1983, applicable to taxation years commencing after 1982. 
Definitions [Reg. 306]: “accumulating fund” — Reg. 307(1); “amount”, “annu- 
ity’ — ITA 248(1); “benefit on death” — Reg. 310; “Canada” — ITA 255, Interpreta- 
tion Act 35(1); “dividend” —ITA 248(1); “exempt policy” — Reg. 306(1), (2), 
306(4)(d); “life insurance business” — ITA 248(1); “life insurance policy’ — ITA 
138(12), Reg. 310; “life insurance policy in Canada” — ITA 138(12), 248(1); “life in- 
surer”, “person” —ITA 248(1); “policy anniversary” — Reg. 310; “policy loan” — 
ITA 148(9), Reg. 310; “prescribed” —ITA 248(1); “prescribed premium’ — Reg. 
309(1); “reduction” — Reg. 306(4)(a); “taxpayer” — ITA 248(1). 


307. Accumulating funds — (1) For the: purposes: of this Part 
and section 12.2, paragraph 56(1)(d.1) and section 148 of the Act, 
“accumulating fund” at any particular time means, 


(a) in respect of a taxpayer’s interest in an annuity contract 
(other than a contract issued by a life insurer), the amount that is 
the greater of 


(i) the amount, if any, by which the cash surrender value of 
his interest at that time exceeds the amount payable, if any, 


Reg. 
S. 307(2)(b) 


in respect of a loan outstanding at that time made under’ the 
contract in respect of the interest, and 


(ii) the amount, if any, by which 


_ (A) the present value at that time of future payments to be 
made out of the contract in respect of his interest 


exceeds the aggregate of 


(B) the present value at that time of future premiums to be 
paid under the contract in respect of his interest, and 


(C) the amount payable, if any, in respect of a loan out- 
standing at that time, made under the contract in respect 
-of his interest; 


(b) in respect of a taxpayer’s interest in a life insurance policy 
(other than an exemption test policy or an annuity contract to 
which paragraph (1)(a) applies), the product obtained when, 


(i) where the policy is not a deposit administration fund pol- 
icy and the particular time is immediately after the death of 
any person on whose life the life insurance policy is issued or 
effected, the aggregate of the maximum amounts that could 
be determined by the life insurer immediately before the 

death in respect of the policy under paragraph 1401(1)(c) and 
subparagraph 1401(1)(d)() if the mortality rates used were 
adjusted to reflect the assumption that the death would occur 
at the time and in the manner that it did occur, and 


(ii) in any other case, the maximum amount that could be 
determined at that particular time by the life insurer under 
paragraph 1401(1)(a), computed as though there were only 
one deposit administration fund policy, or under paragraph 
1401(1)(c), as the case may be, in respect of the policy 


is multiplied by 
(ili) the taxpayer’s proportionate interest in the policy, 


assuming for the purposes of this paragraph that the life insurer 
carried on its life insurance business in Canada, its taxation year 
ended at the particular time and the policy was a life insurance 
policy in Canada; and 


(c) in respect of an exemption test policy, 


(i) where the policy was issued at least 20 years before the 
particular time, the amount that. would be determined at that 
particular. time by the life. insurer under clause 
1401(1)(c)(ii)(A) imrespect of the policy if the insurer’s taxa- 
tion year ended at that particular time, and 


(ii) in any other case, the product obtained when. the amount 
that would be determined under subparagraph (1) in, respect 
of the policy on its twentieth policy anniversary is multiplied 
by the quotient obtained when the number of years since the 
policy was issued is divided by 20. 


(2) For the purposes of subsection (1), when computing the ac- 
cumulating fund of an interest described in 


(a) paragraph (1)(a), the amounts determined under clauses 
(1)(a)Gi)(A) and (B) shall be computed using, 


(i) where an interest rate. for a period used by the issuer when 
the contract was issued in determining the terms of the con- 
tract was less than any rate so used for a subsequent period, 
the single rate that would, if it applied for each period, have 
produced the same terms, and 


(ii) in any other case, the rates used by the issuer when the 
contract was issued in determining the terms of the contract; 


(b) paragraph (1)(b), where an interest rate used for a period by 
a life insurer in computing the relevant amounts in paragraph 
1403(1)(a) or (b) is determined under paragraph 1403(1)(c), (d) 
or (e), as the case may be, and that rate is less than an interest 
rate so determined for a subsequent period, the single rate that 
could, if it applied for each period, have been used in determin- 
ing the premiums for the policy shall be used; and 
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(c) paragraph (1)(c) 


(i) the rates of interest and mortality used and the age of the 
person whose life is insured shall be the same as those used 
in computing the amounts described in paragraph 1403(1)(a) 
or (b) in respect of the life insurance policy in respect of 
which the exemption test policy was issued except that 


(A) where the life insurance policy is one to which para- 
graph 1403(1)(e) applies and the amount determined 
under subparagraph 1401(1)(c)(i) in respect of that policy 
is greater than the amount determined under subparagraph 
1401(1)(c)(ii) in respect thereof, the rates of interest and 
mortality used may be those used in computing the cash 
surrender values of that policy, and 


(B) where an interest rate for a period otherwise deter- 
mined under this subparagraph in respect of that interest 
is less than an interest rate so determined for a subsequent 
period, the single rate that could, if it applied for each pe- 
riod, have been used in determining the premiums for the 
life insurance policy shall be used, and 


(ii) notwithstanding subparagraph (i), 


(A) where the rates referred to in subparagraph (i) do not 
exist, the minimum guaranteed rates of interest used 
under the life insurance policy to determine cash surren- 
der values and the rates of mortality under the Commis- 
sioners 1958 Standard Ordinary Mortality Table, as pub- 
lished in Volume X of the Transactions of the Society of 
Actuaries, relevant to the person whose life is insured 
under the life insurance policy shall be used, or 


(B) where, in respect of the life insurance policy in re- 
spect of which the exemption test policy was issued, the 
period over which the amount determined under clause 
1401(1)(c)(Gi)(A) does not extend to the date determined 
under subparagraph 306(3)(d)(ii), the weighted arithmetic 
mean of the interest rates used to determine such amount 
shall be used for the period that is after that period and 
before that date. 


(3) Notwithstanding paragraph (2)(c), 


(a) in the case of a life insurance policy issued after April 30, 
1985, no rate of interest used for the purpose of determining the 
accumulating fund in respect of an exemption test policy issued 
in respect thereof shall be less than 4 per cent per annum; and 


(b) in the case of a life insurance policy issued before May 1, 
1985, no rate of interest used for the purpose of determining the 
accumulating fund in respect of an exemption test policy issued 
in respect thereof shall be less than 3 per cent per annum. 


(4) For the purposes of paragraph (1)(c), 


(a) where on the date of issue of an exemption test policy the 
person whose life is insured has attained the age of 75 years, the 
references in paragraph (1)(c) to “20” and “twentieth” shall be 
read as references to “10” and “tenth” respectively; and 


(b) where on the date of issue of an exemption test policy the 
person whose life is insured has attained the age of 66 years but 
not the age of 75 years, the references in paragraph (1)(c) to 
“20” and “twentieth” shall be read as references to 


(i) the number obtained when the number of years by. which 
the age of the person whose life is insured exceeds 65 years 
is subtracted from 20, and 


(11) the adjectival form of the number obtained by performing 
the computation described in subparagraph (i), 


respectively. 


(5) In this section, any amount determined by reference to section 
1401 shall be determined 


(a) without regard to section 1402; 


Income Tax Regulations 


(b) as if each reference therein to the term “policy loan” were 
read as if that term had the meaning assigned by paragraph 
148(9)(e) [148(9)“policy loan”] of the Act; and 


(c) as if clauses 1401(1)(c)(i)(B) and 1401(1)(c)(ii)(C) were read 
without reference to the expression “or the interest thereon that 
has accrued to the insurer at the end of the year”. 
History: Cl. 307(2)(c)(ii)(B) amended (to correct an incorrect reference) by P.C. 1991- 
769, s. 1, April 25, 1991, Canada Gazette, Part Il, May 8, 1991, applicable to taxation 
years commencing after 1982. 


Para. 307(5)(c) added by P.C. 1984-3789, s. 2, November 29, 1984, Canada Gazette, 
Part Il, December 12, 1984, applicable to taxation years commencing after 1982. 


S. 307 added by P.C. 1983-3530, s. 5, November 17, 1983, Canada Gazette, Part Il, 
November 24, 1983, applicable to taxation years commencing after 1982. 
Definitions [Reg. 307]: “accumulating fund” — Reg. 307(1); “amount” —ITA 
248(1); “amount payable” — ITA 138(12), Reg. 310; “annuity” — ITA 248(1); “Can- 
ada” — ITA 255, Interpretation Act 35(1); “cash surrender value’ — ITA 148(9), Reg. 
310; “‘insurer’’, “life insurance business” —ITA 248(1); “life insurance policy”, “life 
insurance policy in Canada” — ITA. 138(12), Reg. 310; “life insurer’, “person” — ITA 
248(1); “policy anniversary” — Reg. 310; “policy loan” —ITA 148(9), Reg. 310; 
“taxation year” — ITA 249; “taxpayer” — ITA 248(1). 

Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance 
policies. 


308. Net cost of pure insurance and mortality gains and 
losses — (1) For the purposes of subparagraph 20(1)(e.2)(i) and 
paragraph (a) of the description of L in the definition “adjusted cost 
basis” in subsection 148(9) of the Act, the net cost of pure insur- 
ance for a year in respect of a taxpayer’s interest in a life insurance 
policy is the product obtained when the probability, computed on 
the basis of the rates of mortality under the 1969-75 mortality tables 
of the Canadian Institute of Actuaries published in Volume XVI of 
the Proceedings of the Canadian Institute of Actuaries or on the ba- 
sis described in subsection (1.1), that a person who has the same 
relevant characteristics as the person whose life is insured will die 
in the year is multiplied by the amount by which 


(a) the benefit on death in respect of the taxpayer’s interest at the 
end of the year 


exceeds 


(b) the accumulating fund (determined without regard to any 
policy loan outstanding) in respect of the taxpayer’s interest in 
the policy at the end of the year or the cash surrender value of 
such interest at the end of the year, depending on the method 
regularly followed by the life insurer in computing net cost of 
pure insurance. 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance poli- 
cies; IT-309R2: Premiums on life insurance used as collateral. 


(1.1) Where premiums for a particular class of life insurance policy 
offered by a life insurer do not depend directly on smoking or sex 
classification, the probability referred to in subsection (1) may be - 
determined using rates of mortality otherwise determined provided 
that for each age for such class of life insurance. policy, the ex- 
pected value of the aggregate net cost of pure insurance, calculated 
using such rates. of mortality, is equal to the expected value of the 
aggregate net cost of pure insurance, calculated using the rates of 
mortality under the 1969-75 mortality tables of the Canadian Insti- | 
tute of Actuaries published in Volume XVI of. the Proceedings of 
the Canadian Institute of Actuaries. 


(2) Subject to subsection (4), for the purposes of this section and 
subparagraph 148(9)(a)(v.1) [148(9)“adjusted cost basis”’G] of the 
Act, a “mortality gain” immediately before the end of any calendar 
year after 1982 in respect of a taxpayer’s interest in a life annuity 
contract means such reasonable amount in respect of his interest 
therein at that time that the life insurer determines to be the increase 
to the accumulating fund in respect of the interest that occurred dur- 
ing that year as a consequence of the survival to the end of the year 
of one or more of the annuitants. thereunder. 


(3) Subject to subsection (4), for the purposes of this section and 
subparagraph 148(9)(a)(xi) [148(9)‘‘adjusted cost basis’(c)] of the 
Act, a “mortality loss” immediately before a particular time after 
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1982 in respect of an interest in a life annuity contract disposed of 
immediately after that particular time as a consequence of the death 
of an annuitant thereunder means such reasonable amount that the 
life insurer determines to be the decrease, as a consequence of the 
death, in the accumulating fund in respect of the interest assuming 
that, in determining such decrease, the accumulating fund immedi- 
ately after the death is determined in the manner described i in sub- 
paragraph 307(1)(b)(ji). ‘ 


(4) In determining an amount for a year in respect of an interest in a 
life annuity contract under subsection (2) or (3), the expected value 
of the mortality gains in respect of the interest for the year shall be 
equal to the expected value of the mortality losses in respect of the 
interest for the year and the mortality rates for the year used in com- 
puting those expected values:shall be those that would be relevant 
to the interest and that are specified under such of paragraphs 
1403(1)(c), (d) and (e) as are applicable. 


History: That portion of subsec. 308(1) before para. (a) replaced by P.C. 1994-940, s. 
3, June 2, 1994, Canada Gazette, Part II, June 15, 1994, applicable to years ending 
after 1989, except that for taxation years that ended before December 1991, the refer- 
ence in subsec. 308(1) to “subparagraph 20(1)(e.2)(ii) and paragraph (a) of the descrip- 
tion of L in the definition “adjusted cost basis” in subsection 148(9)” shall be read as 
“subparagraphs 20(1)(e.2)(ii) and 148(9)(a)(ix)”. 


That portion of subsec. 308(1) preceding para. (a) substituted and subsec. (1.1) added 
by P.C. 1991-769, subsecs. 2(1), (2), April 25, 1991, Canada Gazette, Part I, May 8, 
1991, applicable to 1986 ef seq. 


S. 308 added by P.C. 1983-3530, s. 5, November 17, 1983, Canada Gazette, Part II, 
November 24, 1983, applicable to taxation years commencing May 31, 1985. S.C. 
1984, c. 1, subsec. 82(4) provides that s. 308 is deemed to have been validly made on 
November 17, 1983, with effect as indicated above as if para. 148(9)(a) of the Income 
Tax Act as amended by 1984, c. 1, had been in force on that date. 


Definitions [Reg. 308]: “accumulating fund’ — Reg. 307(1); “amount”, ‘“annu- 
ity’ — ITA 248(1); “benefit on death” — Reg. 310; “cash surrender value’ — ITA 
1489), Reg. 310;. “consequence of the death” —ITA 248(8); “disposed”. — ITA 
248(1)“disposition’”’; “life annuity contract” — Reg. 301(1), (2); “life. insurance pol- 
icy’ —ITA 138(12), Reg. 310; “life insurer” — ITA 248(1); “mortality gain” — Reg. 
308(2); “mortality loss” — Reg. 308(3); “person” — ITA 248(1); “policy loan” — ITA 
1489), Reg. 310; “probability” — Reg. 308(1.1); “taxpayer” — ITA 248(1). 


309. Prescribed premiums and prescribed increases — (1) 
For the purposes of subsections 12.2(9) and 89(2) of the Act, sec- 
tion 306 and this section, a premium at:any time under a life insur- 
ance policy is a “prescribed premium” if the total amount of one or 
more premiums paid at that time under the policy exceeds the 
amount of premium that, under the policy, was scheduled to be, paid 
at that time and that was fixed and determined on or before Decem- 
ber 1, 1982, adjusted for such of the following transactions .and 
events that have occurred after that date in respect of the policy: 


(a) a change in underwriting class; 


(b) a change in premium due to a change in frequency of pre- 
mium payments within a year that does not alter the present 
value, at the beginning of the year, of the total premiums to be 
paid under the policy in the year; 


(c) an. addition or deletion of accidental death or guaranteed 
purchase option benefits or disability benefits that TRonie for 
annuity payments or waiver of premiums; 


(d) a premium adjustment as a result of interest, mortality or ex- 
pense considerations, or of a change in the benefit on death 
under the policy relating to an increase in the Consumer Price 
Index (as published by Statistics Canada under the authority of 
the Statistics Act) where such adjustment 


(i) is made by the life insurer on a class basis pursuant to the 
policy’s terms as they read on December 1, 1982, and 


(ii) is not made as a result of the exercise of a conversion 
privilege under the policy; 


(e) a change arising from the provision of an additional benefit 
on death under a participating life insurance policy (within the 
meaning assigned by paragraph 138(12)(k) [138(12)“participat- 


Reg. 
S. 309 


ing life insurance policy”’] of the Act) as, on account or in lieu of 
payment of, or in satisfaction of 
(i) policy dividends or other distributions of the life insurer’s 
income from its participating life insurance business as deter- 
mined under section 2402, or 


(ii) interest earned on policy dividends that are held on de- 
posit by the life insurer; 


(f) redating lapsed policies within the reinstatement period re- 
ferred to in subparagraph 148(9)(c)(vi) [148(9)“disposition’’(g)] 
of the Act or redating for policy loan indebtedness; 

(g) a change in premium due to a correction of erroneous infor- 
mation contained in the application for the policy; 


(h) payment of a premium after its due date, or payment of a 
premium no more than 30 days before its due date, as estab- 
lished on or-before December 1; 1982; and 


(i) the payment of an amount described in subparagraph 
148(9)e.1)G) [148(9)“premium’’(a)] of the Act. 


(2) For the purposes of subsections 12!2(9) and 89(2) of the Act, a 
“prescribed increase” in.a benefit on death under a life insurance 
policy has occurred at any time where the amount of the benefit on 
death under the policy at that time exceeds the amount of the bene- 
fit on death at that time under the policy that was fixed and deter- 
mined.on or before, December 1, 1982, adjusted for such of the fol- 
lowing transactions and events that have occurred: after. that date in 
respect of the policy: 


(a) an increase resulting from a change described in paragraph 
()(e); 
(b) a change as a result of interest, mortality or expense consid- 
erations, or an increase in the Consumer Price Index (as pub- 
lished by Statistics Canada under the authority of the Statistics 
Act) where such change is made by the life insurer on a class 
, basis pursuant to the policy’s terms as they read on December 1, 
1982; 


(c) an increase in consequence of the prepayment of premiums 
(other than prescribed premiums) under the policy, where such 
increase does not exceed the aggregate of the premiums. that 
would otherwise have been paid; 


(d) an increase in respect of a policy for which 


(i) the benefit on death was, at December 1, 1982, a specific 
mathematical function of the policy’s cash surrender value or 
factors including the policy’s cash surrender value, and 


(ii) that function has not changed since that date, 


unless any part of such increase is attributable to a prescribed 
premium paid in respect of a policy or to income earned on such 
a premium; and 

(e) an increase that is granted by the life insurer on a class basis 
without consideration and not pursuant to any term of the 
contract. 


(3) For the purposes of subsections (1) and (2), a life insurance pol- 
icy that is issued as a result of the exercise of a renewal privilege 
provided under the terms of another policy,as they read on Decem- 
ber 1, 1982 shall be deemed to. be a continuation of that, other 
policy. 


(4) For the purposes of subsection (2), a life insurance policy that is 
issued as a result of the exercise of a conversion privilege provided 
under the terms of another policy as they read on December 1, 1982 
shall be deemed to be a continuation of that other policy except that 
any portion of the policy relating to the portion of the benefit on 
death, immediately before the conversion, that arose as a conse- 
quence of an event occurring after December 1, 1982 and described 
in paragraph (1)(e) shall be deemed to be a separate life insurance 
policy issued at the time of the conversion. 

History: S. 309 added by P.C. 1983-3530, s. 5, November 17, 1983, Canada Gazette, 
Part II, November 24, 1983, applicable to taxation years commencing after 1982. 


Definitions [Reg. 309]: “amount”, “annuity” — ITA 248(1); “benefit on death” — 
Reg. 310; “Canada” —ITA 255, Interpretation Act 35(1); “cash surrender value” — 
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ITA 148(9), Reg. 310; “continuation” — Reg. 309(3), (4); “dividend”, “insurer”, “life 
insurance business” — ITA 248(1); “life insurance policy” — ITA 138(12), Reg. 310; 
“life insurer” — ITA 248(1); “policy loan” —ITA 148(9), Reg. 310; “prescribed” — 
ITA 248(1); “prescribed premium” — Reg. 309(1). 


Interpretation Bulletins: IT-66R6: Capital dividends; IT-87R2: Policyholders’ in- 
come from life insurance policies. 


310. Interpretation — For the purposes of sections 300, 301 and 
304 to 309. and this. section, 


“amount payable” has the meaning assigned by paragraph 
138(12)(b.1) [138(12)“amount payable’’] of the Act; 


“benefit on death” does not include policy dividends or any inter- 
est thereon held on deposit by an insurer or any additional amount 
payable as a result of accidental death; 


“cash surrender value” has the meaning assigned by paragraph 
148(9)(b) [148(9)“cash surrender value’’] of the Act; 


“life insurance policy” has the meaning assigned by paragraph 
138(12)(f) [138(12)“life insurance policy”] of the Act; 


“life insurance policy in Canada” has the meaning assigned. by 
paragraph 138(12)(g) [138(12) “life insurance policy in Canada’’] of 
the Act; 


“policy anniversary” includes, where a life insurance policy was 
in existence throughout a calendar year and there would not other- 
wise be a policy anniversary in the year in respect of the policy, the 
end of the calendar year; 


“policy loan” has the meaning assigned by paragraph 148(9)(e) 
[148(9)“policy loan”] of the Act; 


“proceeds of the disposition” has the meaning assigned by para- 
graph 148(9)(e.2) [148(9)“proceeds of the disposition’’] of the Act; 


“tax anniversary date” in relation to an annuity contract means the 
second anniversary date of the contract to occur after October 22, 
1968. 


History: S. 310 added by 1983-3530, s. 5; November 17, 1983, Canada Gazette, Part 
II, November 24, 1983, applicable to taxation years commencing after 1982. 


Definitions [Reg. 310]: “amount” —ITA 248(1); “amount payable” — ITA 
138(12), Reg. 310;\ “annuity” —ITA 248(1); “calendar year’— Interpretation Act 
37(1)(a); “dividend”, “insurer” — ITA 248(1); “life insurance policy” — ITA 138(12), 
Reg. 310. 


PART IV — TAXABLE INCOME EARNED IN 
A PROVINCE BY A CORPORATION 


History: Part IV was consolidated by the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 15, 1979, by P.C. 1979-1934; July 19, 1979, Canada 
Gazette, Part II, August 8, 1979. 


1.T. Technical News: 38 (interprovincial tax planning arrangements); 41 (loss con- 
solidation and provincial GAAR; provincial income allocation). 


CRA Audit Manual: 12.14.0: Multiple jurisdictions and allocation of income. 


400. Interpretation — (1) [“Taxable income...”] — In apply- 
ing the definition “taxable income earned in the year in a province” 
in subsection 124(4) of the Act for a corporation’s taxation year 


(a) the prescribed rules referred to in that definition are the rules 
in this Part; and 


(b) the amount determined under those prescribed rules means 
the total of all amounts each of which is the taxable income of 
the corporation earned in the taxation year in a particular prov- 
ince as determined under this Part. 


History: Subsec. 400(1) amended by 2009, c. 2, subsec. 91(1), applicable to 2009 et 
seq. 


Subsec. 400(1) substituted by P.C. 1981-808, s: 1, March 26, 1981, Canada Gazette, 
Part II, April 8, 1981, applicable to the 1980 and subsequent taxation years. 

Subsec. 400(1) substituted by P.C. 1978-3101, s. 1, October 12, 1978, Canada Gazette, 
Part II, October 25, 1978, applicable to the 1978 and subsequent taxation years. 


CRA Audit Manual: 12.14.2: Multiple jurisdictions — definitions: 


Income Tax Regulations 


(1.1) [“Taxable income’”] — In this Part, a corporation’s taxable 
income for a taxation year is equal to the total of 


(a) the corporation’s taxable income for the taxation year (deter- 
mined without reference to this subsection) or the corporation’s 
taxable income earned in Canada for the taxation year, as a 
case may be, and 


(b) the positive or negative amount determined by the formula 


A-B 
where 


A is the total of all amounts that are, because of the application 
of section 33.1 of the Act, not required to be added in com- 
puting the corporation’s income for the taxation year, and 


Bis the total of all amounts that are, because of the application 
of section 33.1 of the Act, not allowed to be deducted in 
computing the corporation’s income for the taxation year. 

Related Provisions: Reg. 413.1 — International banking centre — taxable income 
earned in a province. 


History: Subsec. 400(1.1) added by 2009, c. 2, subsec. 91(1), uisplicable to 2009 et 
seq. 


(2) [Permanent establishment] — For the purposes of this Part, 
“permanent establishment” in respect of a corporation means a 
fixed place of business of the corporation, including an office, a 
branch, a mine, an oil well, a farm, a timberland, a factory, a work- 
shop or a warehouse, and 


(a) where the corporation does not have any fixed place of busi- 
ness it means the principal place in which the corporation’s busi- 
ness is conducted; 


(b) where a corporation carries on business through an employee 
or agent, established in a particular place, who has general au- 
thority to contract for his employer or principal or who’ has a 
stock of merchandise owned by his employer or principal from 
which he regularly fills orders which he receives, the corpora- 
tion shall be deemed to have a permanent establishment. in. that 
place; 


(c) an insurance corporation is deemed to have a permanent es- 
tablishment. in each province and country.in which. the corpora- 
tion is registered or licensed to do business; 


(d) where a corporation, otherwise having a permanent estab- 
lishment in Canada, owns land in a province; such land shall be 
deemed to be a permanent establishment; 


(€) where a corporation uses substantial machinery or equipment 
in a particular place at any time in a taxation year it shall be 
deemed to have a permanent establishment in that place; 


(e.1) if, but for this paragraph, a corporation would not have a 
permanent establishment, the corporation is deemed to have a 
permanent establishment at the place designated in its incorpo- 
rating documents or bylaws as its head office or registered 
office; 


(f) the fact that a corporation has business dealings through a 
commission agent, broker or other independent agent or main- 
tains an office solely for the purchase of merchandise ‘shall not 
of itself be held to mean that the corporation has a permanent 
establishment; and 


(g) the fact that a corporation has a subsidiary controlled corpo- 
ration in a place or a subsidiary controlled corporation engaged 
in trade or business in a place shall not of itself be held to mean 
that the corporation is operating a permanent establishment in 
that place. 

Related Provisions: Reg. 5906 — Carrying on business in a country. 

History: Para. 400(2)(e.1) added by 2009, c. 2, subsec. 91(2), applicable to 2009 et 

seq. 

All that portion of subsec. 400(2) preceding para. (a) amended by P.C. 1994-139, sub- 


sec. 1(1), January 27, 1994, Canada Gazette, Part Il, February 9, 1994, applicable after 
10:00 p.m. EDST, April 26, 1989. 


All that portion of subsec. 400(2) preceding para. (a) substituted by P.C. 1986-772, s. 1, 
March 26, 1986, Canada Gazette, Part II, April 16, 1986, effective after October 31, 
1985. 
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Part IV — Taxable Income Earned:in a Province 


Interpretation Bulletins: IT-177R2: Permanent establishment of a corporation ina | 


province; IT-393R2: Election, re taxon rents and timber royalties — non-residents. 


I.T. Technical News: 2 (permanent establishment in province through an agent); 33 
(permanent.. establishment — the , Dudney:.case.. update);..41 (provincial... income 
allocation). 


Provincial Income Allocation Newsletters: 2 (interpretation of “at any time ina 


taxation year” for Reg. 400(2)(e)). 


CRA Audit Manual: 12:14,3;, Permanent, establishment; 15.2.15; Tax. calculations; 
15.6.0: Permanent establishment. 


Definitions [Reg. 400]: “amount”, “business” — ITA 248(1); “Canada” — ITA reat 
Interpretation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); ‘ 
ployee”; “employer”, “insurance corporation’, “office” — ITA 248(1); “iseiniobeHOes es- 
tablishment” — Reg. 400(2); “prescribed” — ITA 248(1); ‘province’ qe Interpretation 
Act 35(1);. “subsidiary controlled corporation” —ITA 248(1);, “taxable income” — 
Reg. 400(1.1); “taxable income earned in Canada” — ITA 248(1); “taxation year’? — 
ITA 249. 


Forms: T2 SCH 366: New Brunswick corporation tax calculation; T2 SCH 383: Man- 
itoba corporation tax’ calculation; T2'‘SCH 443: Yukon corporation tax calculation; T2 
SCH 500: Ontario corporation tax calculation. 


401. Computation of taxable income — This Part applies to _ 


determine the amount of taxable income of a corporation earned in 
a taxation year in a particular province. 

History: S. 401 amended by 2009, c. 2, s. 92, applicable to 2009 et seq. 
Definitions [Reg. 401]: “amount” — ITA 248(1); “corporation” —ITA 248(1), In- 


terpretation Act 35(1); “province” — Interpretation Act 35(1); “taxable income’ — 
Reg. 400(1.1). 


Forms: T2 SCH 346: Nova Scotia corporation tax calculation; T2 SCH 383; Manitoba 
corporation tax calculation; T2 SCH 384: Manitoba co-operative education tax credit; 
T2 SCH 385: Manitoba odour control tax credit; T2 SCH 411:'Saskatchewan corpora- 
tion tax calculation; T2,SCH 427: B.C. corporation tax calculation., 


402. General rules — (1) Where, in a taxation year, a corporation 


had a permanent establishment in a particular province and had no | 


permanent establishment outside that province, the whole of its tax- 
able income for the year shall ve deemed to have eo earned 
therein, 


(2) Where, in a taxation year, a corporation had no' permanent es- — 


tablishment in a particular. province, no part, of its.taxable income 
for, the year, shall be deemed.to have been earned therein, 


(3) Except as otherwise provided; where; in a taxation year, a cor- 
poration had a permanent establishment in a province and a perma- 
nent establishment outside that province, the amount of its taxable 
income that shall be deemed to have been earned in the year in the 
province is’ 


(a) in any case other than a case specified i in paragraph (b) or (Cc), 
2 the aggregate of 


“(i) that proportion of its taxable income for the year that the 


gross revenue for the year reasonably attributable 'to the per- 
manent establishment in the pa hoe is of its total gross Tev- 
enue for the year, and 


(ii) that proportion of its taxable income for the year that. the 
aggregate of the salaries and wages paid.in the.year, by the 
corporation to.employees of the, permanent, establishment in 
the province is of the aggregate of all salaries and wages paid 
in the year by the corporation; 


(b) in any case where the gross revenue for the year of the cor- 


poration is nil, that proportion of its taxable income for the year — 
that the aggregate of the salaries.and wages paid in. the year by 


the corporation to employees of the permanent establishment in 


the province is of the aggregate of all salaries and wages paid.in 


the year by the corporation;, and 


(c) in any case where the aggregate of the salaries and wages 
paid in the year by the corporation is nil, that proportion of its 
taxable income for the year that the gross revenue for the year 
reasonably .attributable. to, the permanent. establishment in | the 
province is, of its, total, gross revenue for the year, 


Related Provisions:  Reg.'402(4)-(8) — Interpretation. 


Interpretation Bulletins: IT-177R2: Permanent establishment of a ye hin a in'a 
province. 


Reg. 
S. 402(4)(® Gi) 


Provincial Income Allocation, Newsletters: 3-(allocation: of leasing revenue). 
Forms: T2S- TC: Tax calculation supplementary — eorporations:) 


(4) [Attribution to permanent establishment] — For the pur- 
pose ‘of determining the gross reyenue for the year reasonably at- 
tributable toa permanent establishment in a province or country 
other than, Canada, within the meaning of subsection (3), the fol- 
lowing tules shall apply: 


(a) where the destination of a shipment of sp eachonaesa to a cus- 
tomer to whom the merchandise is sold is in the particular prov- 
ince or country, the gross revenue derived therefrom shall be at- 

tributable to the permanent establishment in the province or 
country; 


.(b) except as provided i in paragraph (c), where the destination of 
a shipment « of merchandise to.a customer to whom the merchan- 
‘dise is sold is in a province or country other than Canada in 
which the taxpayer has no permanent establishment, if the per- 
son negotiating the sale may reasonably be regarded as being 
attached to the permanent establishment in the particular prov- 
ince or country, the gross revenue derived therefrom shall be at- 
tributable to that permanent establishment; 


(c) where the destination of a shipment of merchandise to a.cus- 
tomer to whom the merchandise is sold is in a country other than 
Canada in which the taxpayer has no permanent establishment, 


(i) if the merchandise was produced or manufactured or pro- 
duced and manufactured, entirely in the particular province 

_by the taxpayer,.the gross revenue derived therefrom shall be 
attributable to the permanent establishment in the province, 
or 


(ii) if the merchandise. was produced or. manufactured,. or 
produced and manufactured, partly in the particular province 
and partly in another place by the taxpayer, the gross revenue 
derived therefrom attributable to the permanent establish- 
ment in the province shall be that proportion thereof that the 
salaries and wages paid in the year to employees of the per- 
AMmanent.establishment,in the province where the merchandise 
was-partly produced or manufactured (or,partly produced and 
_.)manufactured), is of the aggregate of the salaries and. wages 
paid .in the year,to employees. of the permanent,.establish- 
»ments where the merchandise. was produced or manufactured 
(or produced and. manufactured); 


(d) where a customer to whom merchandise is'sold instructs that 
shipment be made to some..other person and the customer’s of- 
fice with which the sale was negotiated is located in the particu- 
lar province. or country, the gross revenue derived therefrom 
shall be attributable to the permanent establishment in the prov- 
ince or country, 


(e). except as provided in paragraph (f), where a customer to 
whom merchandise is sold instructs that shipment, be. made to 
some other person and the customer’s office with which the sale 
was negotiated is located in a province or country other than 
Canada in which the taxpayer has no permanent establishment, 
if the person negotiating the sale may reasonably be regarded as 
being attached to the permanent establishment in the particular 
province or country, the gross revenue derived therefrom. shall 
be attributable to that permanent establishment; 


(f) where a customer to whom merchandise is sold instructs that 
shipment be made to some other person and the customer’s of- 
fice with which the sale was negotiated is located in a country 
other than Canada in which’ the taxpayer has no permanent 
establishment, ; 


(i) if the merchandise was SRO or manufactured, or pro- 
duced and manufactured, entirely in the particular province 
by the taxpayer, the gross revenue derived therefrom shall be 
attributable to the permanent establishment:in the province, 
or 


(i) af the merchandise was produced or manufactured, or 
produced and manufactured, partly in the particular province 
and partly in another place by the taxpayer, the gross revenue 
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Reg. 
S. 402(4)(f)(ii) 


derived therefrom attributable to the permanent establish- 
ment in the province shall be that proportion thereof that the 
salaries and wages paid in the year to employees of the per- 
manent establishment in the province where the merchandise 
was partly produced or manufactured (or partly produced and 
manufactured) is of the aggregate of the salaries and wages 
paid in the year to employees of the permanent establish- 


ments where the merchandise was produced or manufactured © 


(or produced and manufactured); 


(g) where gross revenue is derived from services rendered in the 
particular province or country, the gross revenue shall be attribu- 
table to the permanent establishment in the province or country; 


(h) where gross revenue is derived from services rendered in a 
province or country other than Canada in which the taxpayer has 
no permanent establishment, if the person negotiating the con- 
“tract may reasonably be regarded as being attached to the perma- 
nent establishment of the taxpayer in the particular province or 
country, the gross revenue shall be attributable to that permanent 
establishment; 


(i) where standing timber or the right to cut standing timber is 
sold and the timber limit on which the timber is standing is in 
the particular province or country, the gross revenue from such 
sale shall be attributable to the permanent establishment of the 
taxpayer in the province or country; and 


(j) gross revenue which arises from leasing land owned by the 
taxpayer in a province and which is included in computing its 
income under Part I of the Act shall be attributable to the perma- 
nent establishment, if any, of the taxpayer in the province where 
the land is situated. 


Interpretation Bulletins: IT-177R2: Permanent establishment of a corporation in a 
province. 


Provincial Income Allocation Newsletters: 3 (allocation of leasing revenue). 


(4.1) For the purposes of subsections (3) and (4), where, in a taxa- 
tion year, 


(a) the destination of a shipment of merchandise to a customer to 
whom the merchandise is sold by a corporation is in a country 
other than Canada or the customer to whom merchandise is sold 
by a corporation instructs that the shipment of merchandise be 
made by the corporation to another person and the customer’s 
office with which the sale was negotiated is located in a country 
other than Canada, 


(b) the corporation has a permanent establishment in the other 
country, and 


(c) the corporation is not subject to taxation on its income under 
the laws of the other country, or its gross revenue derived from 
the sale is not included in computing the income or profit or 
other base for income or profits taxation by the other country, 
because of 


(i) the provisions of any taxing statute of the other country, 
or 


(ii) the operation of any tax treaty or convention between 
Canada and the other country, 
the following rules apply: 
(d) with respect to the gross revenue derived from the sale, 

(i) paragraphs 4(a) and (d) do not apply, 

(11) that portion of paragraph 4(c) preceding subparagraph (i) 

thereof shall be read as follows: 
“(c) where the destination of a shipment of merchandise 
to a customer to whom the merchandise is sold is in a 
country other than Canada,” and 

(111) that portion of paragraph 4(f) preceding subparagraph (i) 

thereof shall be read as follows: 
“(f) where a customer to whom the merchandise is sold 
instructs that shipment be made to some other person 


and the customer’s office with which the sale was nego- 
tiated is located in a country other than Canada,”; and 


Income Tax Regulations 


(e) for the purposes of subparagraph (3)(a)(ii), paragraph (3)(b) 
and subparagraphs (4)(c)(ii) and (f)(ii), salaries and wages paid 
in the year to employees of any permanent establishment of the 
corporation located in that other country shall be deemed to be 
nil. 
History: Subsec. 402(4.1) added by P.C. 1994-662, s. 1, April 28, 1994, Canada Ga- 
zette, Part II, May 18, 1994, applicable to taxation years commencing after 1992, and 
where the corporation so elects by notifying the Minister of National Revenue in writ- 
ing by November 30, 1994, to taxation years ending after 1991. 


(5) For the purposes of subsection (3), “gross revenue” does not 
include interest on bonds, debentures or mortgages, dividends on 
shares of capital stock, or rentals or royalties from property that is 
not used in connection with the principal business operations of the 
corporation. 


1.T. Technical News: 41 (provincial income allocation). 


Provincial Income Allocation Newsletters: 1 (exclusion of interest should be 
interpreted broadly). 


(6) For the purposes of subsection (3), where part of the corpora- 
tion’s operations were conducted in partnership with one or more 
other persons 


(a) the corporation’s gross revenue for the year, and 
(b) the salaries and wages paid in the year by the corporation, 
shall include, in respect of those operations, only that proportion of 


(c) the total gross revenue of the partnership for its fiscal period 
ending in or coinciding with the year, and 


(d) the total salaries and wages paid by the partnership in its 
fiscal period ending in or coinciding with the year, 


respectively, that 


(e) the corporation’s share of the income or loss of the partner- 
ship for the fiscal period ending in or coinciding with the year, 


is of 
(f) the total income or loss of the partnership for the fiscal period 
ending in or coinciding with the year. 


(7) Where a corporation pays a fee to another person under an 
agreement pursuant to which that other person or employees of that 
other person perform services for the corporation that would nor- 
mally be performed by employees of the corporation, the fee so 
paid shall be deemed to be salary paid in the year by the corporation 
and that part of the fee that may reasonably be regarded as payment 
in respect of services rendered at a particular permanent establish- 
ment of the corporation shall be deemed to be salary paid to an em- 
ployee of that permanent establishment. 


(8) For the purposes of subsection (7), a fee does not include a com- 
mission paid to a person who is not an employee of the corporation. 
History [Reg. 402]: Subsec. 402(3), all that portion of subsec. 402(4) preceding para. - 
(a), subsec. 402(6) substituted by P.C. 1980-3346, s. 1, December 11, 1980, Canada 
Gazette, Part Il, December 24, 1980, effective in respect of taxation years of corpora- 
tions commencing after 1980. 

Definitions [Reg. 402]: “amount”, “business” — ITA 248(1); “Canada” — ITA 255, 
Interpretation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “divi- 
dend’, “employee” — ITA 248(1); “fee” — Reg. 402(8); “fiscal period” —ITA 249.1; 
“gross revenue” — Reg. 402(4), (5), (6); “office” —ITA 248(1); “permanent establish- 
ment” — Reg. 400(2); “person”, “property” — ITA 248(1); “province” — Interpreta- 
tion Act 35(1); “salaries and wages paid in the year” — Reg. 413(1); “share” — ITA 
248(1); “taxable income” — Reg. 400(1.1); “taxation year” — ITA 249; “taxpayer” — 
ITA 248(1); “total gross revenue for the year” — Reg. 413(2). 

Interpretation Bulletins [Reg. 402]: IT-177R2: Permanent establishment of a cor- 
poration in a province. 


CRA Audit Manual [Reg. 402]: 12.14.4: Gross revenue, salaries and wages paid. 


402.1 Central paymaster — (1) In this Part, if an individual (re- 
ferred to in this section as the “employee”’) is employed by a person 
(referred to in this section as the “employer’’) and performs a ser- 
vice in a particular province for the benefit of or on behalf of a 
corporation that is not the employer, an amount that may reasonably 
be regarded as equal to the amount of salary or wages earned by the 
employee for the service (referred to in this section as the “particu- 
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lar salary”) is deemed to be salary paid: by the ‘corporation to an 
employee of the corporation in the corporation’s taxation year in 
which the particular salary is paid if 

(a) at the time the service is performed, 


(i) the corporation and the employer do not deal at arm’s 
length, and 


(ii) the corporation has a permanent establishment in the par- 
ticular province; 


(b) the service 


(i).is. performed by the employee in the normal course of the 
employee’s employment by. the employer, 


(ii) is performed for the benefit of or on behalf of hid corpo- 
ration in the ordinary course. of a business. carried on by the 
corporation, and 


(iii) is ‘of a type that could reasonably be expected to be per- 
formed by employees of the. corporation in the ordinary 
course of the, business referred. to in subparagraph (ii); and 


(c) the amount is not otherwise included in the aggregate, deter- 
mined. for! the purposes, of this Part, of, the salaries and wages 
paid. by the corporation. 


(2) In this Part, an amount deemed under subsection (1) to be salary 
paid by a corporation to an employee of the corporation for a ser- 
vice performed in a particular province is es to Bev been 
paid, 


(a) if the service was performed at one or more permanent estab- 
lishments of the corporation in the particular province, to an em- 
ployee of the permanent establishment or establishments; or 


(b) if paragraph (a) does not apply, to-an employee of any other 
permanent establishment (as is reasonably determined in the cir- 
cumstances) of the corporation in. the particular province. 


(3) In determining under this Part the amount of salaries and wages 
paid in a year by an employer, there shall be deducted the total of 
all amounts each of which is a particular salary paid by the em- 
ployer in the year. 


(4) Despite subparagraph (1)(a)(1), this section applies to a corpora- 
tion and an employer that deal at arm’s length if the Minister deter- 
mines that the corporation and the employer have entered into an 
arrangement the purpose of which is to reduce, through the provi- 
sion of services as described in subsection (1), the total amount of 
income tax payable by the corporation under a law of the particular 
province. referred to in subsection (1). 


(5) For the purposes of this section, a partnership is deemed to be a 
corporation and the corporation’s ‘taxation year is deemed to be the 
partnership’s fiscal period. 

History: S. 402.1 and its heading amended'by 2009, c. 2, s..93, applicable to 2009 et 
seq. 

S.402.1 added by P:C. 1978-3101, s. 2, October 12,.1978, Canada Gazette, Part II, 
October 25, 1978. 
Definitions.[Reg. 402.1]: “amount” — ITA 248(1); “arm’s length’ —ITA 251(1); 
“business” — ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “corpora- 
tion” — Reg. 402.1(5), ITA 248(1), Interpretation Act 35(1); “employed” — ITA 
248(1); “employee”, “employer” — Reg. 402.1(1); “employment” — ITA 248(1); “fis- 
cal period” — Reg. 402.1(5), ITA 249.1; “individual”, “insurance corporation”, “Min- 
ister’ —ITA 248(1); “particular salary’ — Reg. 402.1(1); “permanent establish- 
ment” — Reg. 400(2); “person”, “property? —ITA 248(1); “province”. — 
Interpretation Act 35(1); “resident? —ITA 250; “salary or wages” —ITA 248(1); 
“taxation. year’ — ITA 249. 


402.2 [Repealed] 
History: S. 402.2 repealed by 2009, c. 2, s. 93, applicable to 2009 er seq. 


S. 402.2 added by P.C. 1981-808, 's. 2, March 26, 1981, Canada Gazette, Part 11, April 
8, 1981. 


403. Insurance corporations — (1) Notwithstanding subsec- 
tions 402(3) and (4), the amount of taxable income that shall be 
deemed to have been earned in a taxation year ina particular prov- 


Reg. 
S. 404(1) 


ince by an insurance corporation is that proportion: of its taxable 
income for the year that the aggregate of 


(a) its net premiums for the year in respect of insurance on pro- 
perty situated in the province, and 


(b) its net premiums for, the year in respect of insurance, other 
‘than on property, from contracts with persons resident in the 
province, 


is of the total of such of its net premiums for the year as\are in- 
cluded in computing its income for the purposes of Part I of the Act. 


(2) In this section, “net premiums” of a corporation for a taxation 
year means the aggregate of the gross premiums received by the 
corporation in the year (other than consideration received for annui- 
ties), minus the aggregate for the year of 


(a) premiums paid for reinsurance, 
(b) dividends or rebates paid or credited to policyholders, and 


(c) rebates or returned premiums paid in Lede of the cancella- 
tion of policies, 


by the corporation. 


(3) For the purposes of subsection (1), where an insurance corpora- 
tion had no permanent establishment in a taxation year in a particu- 
lar province, 


(a) each net premium for that year in respect of insurance on 
property situated in the particular province shall be deemed to be 
a net premium in respect of insurance on property: situated in the 

- province: in-which the. permanent establishment of the corpora- 
tion to which the net iterates is reasonably attributable is situ- 
ated; and. 


(b) each net premium for that year in respect of insurance, other 
than on property, from contracts with persons resident in the 
particular province shall be’deemed to be a net premium in re- 
spect of insurance, other than on property, from contracts with 
persons resident in the province in which the permanent estab- 
lishment of the corporation to which the net premium is reasona- 
bly attributable is situated. 


(4) For the purposes.of subsection (1),.if in a taxation year.an insur- 
ance corporation has no permanent establishment in a particular 
country other than Canada, but provides insurance on property in 
the particular country or has a contract for insurance, other than on 
property, with a person resident in the particular country, each net 
premium for the taxation year.in respect of the insurance is deemed 
to be.a net premium in respect of insurance on property situated in, 
or from contracts with persons resident in, as the case may. be, the 
province in Canada or country other than Canada in which is situ- 
ated the permanent establishment of the corporation to which the 
net premium is reasonably attributable in the circumstances. 
History: Subsec. 403(4) added by 2009, c. 2, s. 94, applicable to: 2009 et seq. 
Definitions [Reg. 403]: “amount” — ITA 248(1); “Canada” —ITA 255, Interpreta- 
tion Act 35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “dividend”, “in- 
surance corporation” — ITA 248(1); “net premiums” — Reg. 403(2), (3); ; Permanent 
establishment” — Reg. 400(2); “person”, “property” — ITA 248(1); “province” — In- 
ferpretaiion Act 35(1); “resident” —ITA 250; “taxable income” — Reg. 400(1. 
“taxation year’ — ITA 249. 


404. Banks — (1) Notwithstanding subsections 402(3) and (4), the 
amount of taxable income that is deemed to have been earned by a 
bank in a taxation year in a province in which it had a permanent 
establishment is '/3 of the total of 


(a) that proportion of its taxable income for the year that the 
aggregate of the salaries and wages paid in the year by the bank 
to employees of its permanent establishment in the province is 
of the aggregate of all salaries and wages: paid in the year by the 
bank, and 


(b) twice that proportion of its taxable income for the year that 
the aggregate amount of loans and deposits of its permanent es- 
tablishment in the province for’ the year is of the aggregate 
amount of all loans and,deposits, of the bank for:the year. 


Related Provisions: Reg. 413(3) — Application to authorized foreign bank. 


1761 


i) 
< 
fe) 

= 

ie 
5 
D 
® 
eg 


Reg. 
S. 404(2) 


(2) For the purposes of subsection (1), the amount of loans for a 
taxation year is 1/12 of the aggregate of the amounts outstanding, 
on the loans made by the bank, at the close of business on the last 
day of each month in the year. 


(3) For the purposes of subsection (1), the amount of deposits for a 
taxation year is 1/12 of the aggregate of the amounts on deposit 
with the bank at the close of business on the last day of each month 
in the year. 


(4) For the purposes of subsections (2) and (3), loans and deposits 
do not include bonds, stocks, debentures, items in transit and depos- 
its in favour of Her Majesty in right of Canada. 

History: The heading to s. 404 and the opening words of subsec. 404(1) amended by 


P.C. 2009-1869, ss. 2, 3, November 19, 2009, Canada Gazette, Part I], December 9, 
2009, applicable after June 27, 1999. 

Subsec. 404(1) substituted by P.C. 1980-3346, s. 2, December 11, 1980, Canada Ga- 
zette, Part II, December 24, 1980, effective in respect of taxation years of corporations 
commencing after 1980. 

Definitions [Reg. 404]: “all loans and deposits of the bank for the year” — Reg. 
413(3); “amount” —ITA 248(1); “bank” —ITA 248(1), Interpretation Act 35(1); 
“business” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “depos- 
its’ — Reg. 404(3), (4); “employee” — ITA 248(1); “Her Majesty” — Interpretation 
Act 35(1); “loans” — Reg. 404(2), (4); “month” — Interpretation Act 35(1); “perma- 
nent establishment” — Reg. 400(2); “province” — Interpretation Act 35(1); “salaries 
and wages paid in the year’ — Reg. 413(1); “taxable income” — Reg. 400(1.1); “taxa- 
tion year” —ITA 249. 


405. Trust and loan corporations — (1) Notwithstanding sub- 
sections 402(3) and (4), the amount of taxable income that shall be 
deemed to have been earned in a taxation year by a trust and loan 
corporation, trust corporation or loan corporation in a province in 
which it had a permanent establishment is that proportion of its tax- 
able income for the year that the gross revenue for the year of its 
permanent establishment in the province is of the total gross reve- 
nue for the year of the corporation. 


(2) In subsection (1), “gross revenue for the year of its permanent 
establishment in the province” means the aggregate of the gross 
revenue of the corporation for the year arising from 


(a) loans secured by lands situated in the province; 


(b) loans, not secured by land, to persons residing in_ the 
province; 


(c) loans 


(i) to persons residing in a province or country other than 
Canada in which the corporation has no permanent establish- 
ment, and 


(ii) administered by a permanent establishment in - the 
province, 


except loans secured by land situated in a province or country 
other than Canada in which the corporation has a permanent es- 
tablishment; and 


(d) business conducted at the permanent establishment in the 
province, other than revenue in respect of loans. 
History: S. 405 substituted by P.C. 1980-3346, s. 3, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, effective in respect of taxation years of corporations 
commencing after 1980. 
Definitions [Reg. 405]: “amount”, “business” — ITA 248(1); “Canada” — ITA 255, 
Interpretation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “gross 
revenue” — ITA 248(1); “gross revenue for the year of its permanent establishment in 
the province” — Reg. 405(2); “permanent establishment” — Reg. 400(2); “person” — 
ITA 248(1); “province” — Interpretation Act 35(1); “taxable income” — Reg. 
400(1,1); “taxation year” —ITA 249; “trust”? —ITA 104(1), 248(1), (3). 


406. Railway corporations — (1) Notwithstanding subsections 
402(3) and (4), the amount of taxable income that shall be deemed 
to have been earned by a railway corporation in a taxation year in a 
province in which it had a permanent establishment is, unless sub- 
section (2) applies, 2 the aggregate of 


(a) that proportion of the taxable income of the corporation for 
the year that the equated track miles of the corporation in the 
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province is of the equated track miles of the corporation in Can- 
ada; and 


(b) that proportion of the taxable income of the corporation for 
the year that the gross ton miles of the corporation for the year 
in the province is of the gross ton miles of the corporation for 
the year in Canada. 


(2) Where a corporation to which subsection (1) would apply, if this 
subsection did not apply thereto, operates an airline service, ships or 
hotels or receives substantial revenues that are petroleum or natural 
gas royalties, or does a combination of two or more of those things, 
the amount of its taxable income that shall be deemed to have been 
earned in a taxation year in a province in which it had a permanent 
establishment is the aggregate of the amounts computed 


(a) by applying the provisions of section 407 to that part of its 
taxable income for the year that may reasonably be considered 
to have arisen from the operation of the airline service; 


(b) by applying the provisions of section 410 to that'part of its 
taxable income for the year that may reasonably be considered 
to have arisen from the operation of the ships; 


(c) by applying the provisions of section 402 to that part of its 
taxable income for the year that may reasonably be considered 
to have arisen from the operation of the hotels; 


(d) by applying the provisions of section 402 to that part of its 
taxable income for the year that may reasonably be considered 
to have arisen from the ownership by the taxpayer of petroleum 
or natural gas rights or any interest therein; and 


(e) by applying the provisions of subsection (1) to the remaining 
portion of its taxable income for the year. 


(3) In this section, “equated track miles” in a specified place means 
the aggregate of 


(a) the number of miles of first main track, 

(b) 80 per cent of the number of miles of other main tracks, and 

(c) 50 per cent of the number of miles of yard tracks and sidings, 
in that place. 


(4) For the purpose of making an allocation under paragraph (2)(b), 
a reference in section 410 to “salaries and wages paid in the year by. 
the corporation to employees” shall be read as a reference to sala- 
ries and wages paid by the corporation to employees employed in 
the operation of permanent establishments (other than ships) main- 
tained for the shipping business. 


(5) For the purpose of making an allocation under paragraph (2)(c), 


(a) a reference in section 402 to “gross revenue for the year rea- 
sonably attributable to the permanent establishment in the proy- 
ince” shall be read as a reference to the gross revenue of the 
taxpayer from operating hotels therein; 


(b) a reference in section 402 to “total gross revenue for the 
year’ shall be read as a reference to the total gross revenue of 
the taxpayer for the year from operating hotels; and 


(c) a reference in section 402 to “salaries and wages paid in the 
year by the corporation to employees” shall be read as a refer- 
ence to salaries and wages paid to employees engaged in the op- — 
erations of its hotels. 


(6) Notwithstanding subsection 402(5), for the purpose of making 
an allocation under paragraph (2)(d), 


(a) a reference in section 402 to “gross revenue for the year rea- 
sonably attributable to the permanent establishment in the prov- 
ince” shall be read as a reference to the gross revenue of the 
taxpayer from the ownership by the taxpayer of petroleum and 
natural gas rights in lands in the province and any, interest 
therein; 


(b) a reference in section 402 to “total gross revenue for the 
year” shall be read as a reference to the total gross revenue of 
the taxpayer from ownership by the taxpayer of petroleum and 
natural gas rights and any interest therein; and 
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(c) a reference in section 402 to “salaries and wages paid in the 
year by the corporation to employees” shall be read as a refer- 
ence to salaries and wages paid to employees employed in con- 
nection with the corporation’s petroleum and natural gas rights 
and interests therein, 
History: All that portion of subsec. 406(1) preceding para: (a), and subsec. 406(2) 
substituted by P.C.°1980-3346, s. 4, December 11, 1980, Canada Gazette, Part II, De- 
cember 24, 1980, effective in respect of taxation years of corporations commencing 
after 1980. 
Definitions [Reg. 406]: “amount”, “business” — ITA 248(1): “Canada” — ITA 255; 
Interpretation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “em- 
ployed”, “employee” — ITA 248(1); “equated track miles” — Reg. 406(3); “gross, rev- 
enue” — ITA 248(1); “permanent establishment” — Reg. 400(2); “province” — Jnter- 
pretation Act’35(1); “taxable income’ — Reg. se Se 1); “taxation year” — ITA 249; 
“taxpayer” — ITA 248(1), 


407. Airline corporations — (1) Notwithstanding subsections 
402(3) and (4), the amount of taxable income that shall be deemed 
to have been earned in a taxation year by an airline corporation in a 
province in which it had a permanent establishment is the amount 
that is equal to '/s of the aggregate of 


(a) that proportion of its taxable income for the year that the 
‘capital cost of all the corporation’s fixed assets, except aircraft, 
in the province at the end of the year is of the capital cost of all 
its fixed assets, except aircraft, in Canada at the end se: the year; 
and 


(b) that proportion of its taxable income for the year that three 
times the number of revenue plane miles flown by its aircraft in 
the province during the year is of the total number of revenue 
plane miles flown’ by its aircraft in Canada during the year other 
than miles flown in a province in which the corporation had no 
permanent establishment. 


(2) For the purposes of this section, “revenue plane miles flown” 
shall be weighted according to take-off ate of the aircraft 
operated. 


(3) For the purposes of this section, “take-off weight” of.an aircraft 
means 


‘> (a) for an*aircraft in respect of which an application form for a 
Certificate of Airworthiness has beenisubmitted to and accepted 
by the Department of Transport, the maximum permissible take- 
off weight, in pounds, shown on the form; and 


(b) for any other aircraft, the weight, in pounds, that may reason- 
ably be considered to be the equivalent of the weight referred to 
in. paragraph (a). 
History: Para. 407(1)(b) substituted by P.C. 1994-662, s.2, April 28, 1994, Canada 
Gazette, Part Il, May 18,1994, applicable.to taxation years commencing after, 1992. 
Subsec. 407(1) substituted by P.C. 1980-3346, s: 5, December 11,1980, Canada Ga- 
zette, Part Il, December 24, 1980, effective in respect of taxation years of corporations 
commencing after 1980. 
Subsecs. 407(2), (3), substituted by P.C. 1978-1004, s. 1, April 6, 1978, Canada Ga- 
zette, Part II, April 26, 1978, applicable to taxation years commencing on and after 
January 1, 1978. 
Definitions [Reg. 407]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpreta- 
tion Act 35(1); “‘corporation” — ITA 248(1), Interpretation Act 35(1); ‘peemanent es- 
tablishment” — Reg. 400(2);. “province” — Interpretation Act 35(1);.“revenue plane 
miles flown” — Reg. 407(2); “take-off weight” — Reg. AON): “taxable income” — 
Reg. 400(1.1); “taxation year” —ITA 249. 


408. Grain elevator operators — Notwithstanding, subsections 
402(3) and (4), the amount of taxable income of a corporation 
whose chief business is the operation of grain elevators that shall be 
deemed to have been earned by that corporation in a taxation. year 
in a province in which it had a permanent establishment is '/ of the 
aggregate of 
(a) that proportion of its taxable income for the year that the 
number of bushels of grain received in the year in the elevators 
operated by the corporation in the province is of the total'num- 
ber of bushels of grain received in the year in all the.elevators 
operated by the corporation; and 


Reg. 
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(b) that proportion of its taxable income for the year that the 
aggregate of salaries and wages paid in the year by the corpora- 
tion to employees of its permanent establishment in the province 
is of the aggregate of all salaries and wages paid in'the year by 
the corporation. 


History: S. 408 substituted by P.C. 1980-3346, s. 6, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, effective in respect of taxation years of corporations 
commencing after, 1980. 


Definitions [Reg. 408]: “amount”, “business” — ITA 248(1); “corporation” — ITA 
248(1), Interpretation Act 35(1); “employee” — ITA 2481); “permanent establish- 
ment” — Reg. 400(2); “province” — Interpretation Act 35(1); “salaries and wages paid 
in the year” — Reg. 413(1); “taxable income” — Reg. 400(1.1); “taxation year” — 
ITA 249. 


409. Bus and truck operators — Notwithstanding subsections 
402(3) and (4), the amount of taxable income of a corporation 
whose chief business is the transportation of goods or passengers 
(other than by the operation of a railway, ship or airline service) 
that shall be deemed to have been earned by that corporation in a 
taxation year in a province in which it had a permanent establish- 
ment is '/2 of the aggregate of 


.(a)that proportion of its. taxable income for the, year that. the 
numberof kilometres .driven. by the, corporation’s. vehicles, 
whether owned or leased, on roads in.the. province in the year is 
of the total number of kilometres driven by those vehicles in the 
year on roads other than roads in provinces or countries in which 
the corporation had no permanent establishment; and 


(b) that: proportion: of ‘its taxable. income for the year that the 
aggregate of salaries and wages paid in the year by the ‘corpora- 
tion to employees of its permanent establishment in the. province 
is of the aggregate of all salaries and wages paid inthe year by 
the corporation. 


History: Para. 409(a) substituted by P.C. 1986-1251, s. 1, May 29, 1986,.Canada Ga- 
zette, Part Il, June 11, 1986, applicable to 1985 et seq. 


S. 409 substituted by P.C. 1980-3346, s. 7, December 11, 1980, Canada Gazette, Part 
Il, December 24, 1980, effective in respect of taxation years of corporations commenc- 
ing after 1980. 


Definitions [Reg. 409]: “amount”, “business” —ITA 248(1); “corporation” — ITA 
248(1), Interpretation Act 35(1); “employee” —ITA 248(1); “permanent establish- 
ment” — Reg. 400(2); “province” — Interpretation Act 35(1); “salaries and wages paid 
in’ the year” —- Reg. 413(1); “taxable incomé”'— Reg. 400(1-1); “taxation! year’? — 
ITA 249. 


410. Ship operators — (1) Notwithstanding. subsections 402(3) 
and (4), the amount of taxable income of a corporation whose chief 
business is the operation of ships that shall be deemed to have been 
earned by the corporation in a taxation year in a province in which 
it had a permanent establishment is the aggregate of, 


(a) that portion of its allocable income for the year that its port- 
~ call-tonnage in the province is of its total port-call-tonnage in all 
the provinces in which it had a permanent establishment; and 


(b) if its taxable income for the year exceeds its allocable in- 
come for the year, that. proportion of the excess that the aggre- 
gate of the salaries and wages paid in the year by the corporation 
to employees.of the permanent establishment (other than a.ship) 
in the province is of the aggregate of salaries and wages paid in 
the year by the corporation to employees of its permanent estab- 
lishments (other than ships) in Canada. 


(2) In this section, 


(a) “allocable income for the year” means that proportion of the 
taxable income of the corporation for the year that its total port- 
call-tonnage in Canada is of its total port-call-tonnage in all 
countries; and 


(b) “port-call-tonnage” in a province or country means the ag- 
gregate of-the products obtained by:multiplying, for each ship 
operated by the corporation, the number of calls made in the 
year by that ship at ports in that province or country by the num- 
ber of tons of the registered net tonnage of that ship. 
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History: S. 410 substituted by P.C. 1980-3346, s. 7, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, effective in respect of taxation years of corporations 
commencing after 1980. 


Definitions [Reg. 410]: “allocable income for the year’— Reg. 410(2)(a); 
“amount”, “business” —ITA 248(1); “Canada” — ITA 255, Interpretation Act 35(1); 
“corporation” —ITA 248(1), Interpretation Act 35(1); “employee” —ITA 248(1); 
“permanent establishment” — Reg. 400(2); “port-call tonnage” — Reg. 410(2)(b); 
“province” — Interpretation Act 35(1); “salaries and wages paid in the year by the cor- 
poration to employees” — Reg. 406(4); “taxable income” — Reg. 400(1.1); “taxation 
year” —ITA 249. 


411. Pipeline operators — Notwithstanding subsections 402(3) 
and (4), the amount of taxable income of a corporation whose chief 
business is the operation of a pipeline that shall be deemed to have 
been earned by that corporation in a taxation year in a province in 
which it had a permanent establishment is '/2 of the aggregate of 


(a) that proportion of its taxable income for the year that the 
number of miles of pipeline of the corporation in the province is 
of the number of miles of pipeline of the corporation in all the 
provinces in which it had a permanent establishment; and 


(b) that proportion of its taxable income for the year that the 
aggregate of the salaries and wages paid in the year by the cor- 
poration to employees of its permanent establishment in the 
province is of the aggregate of salaries and wages paid in the 
year by the corporation to employees of its permanent establish- 
ments in Canada. 


History: S. 411 substituted by P.C. 1980-3346, s. 7, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, effective in respect of taxation years of corporations 
commencing after 1980. 


Definitions [Reg. 411]: “amount”, “business” — ITA 248(1); “Canada” — ITA 255, 
Interpretation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “em- 
ployee” — ITA 248(1); “permanent establishment” — Reg. 400(2); “province” — In- 
terpretation Act 35(1); “salaries and wages paid in the year” — Reg. 413(1); “taxable 
income” — Reg. 400(1.1); “taxation year” —ITA 249. 


412. Divided businesses — Where part of the business of a cor- 
poration for a taxation year, other than a corporation described in 
section 403, 404, 405, 406, 407, 408, 409, 410 or 411, consisted of 
operations normally conducted by a corporation described in one of 
those sections, the corporation and the Minister may agree to deter- 
mine the amount of taxable income deemed to have been earned in 
the year in a particular province to be the aggregate of the amounts 
computed 


(a) by applying the provisions of such of those sections as would 
have been applicable if it had been a corporation described 
therein to the portion of its taxable income for the year that 
might reasonably be considered to have arisen from that part of 
the business; and 


(b) by applying the provisions of section 402 to the remaining 
portion of its taxable income for the year. 


Definitions [Reg. 412]: “amount”, “business” — ITA 248(1); “corporation” —ITA 
248(1), Interpretation Act 35(1); “Minister” — ITA 248(1); “province” — Interpreta- 
tion Act 35(1); “taxable income” — Reg. 400(1.1); “taxation year’ — ITA 249. 


413. Non-resident corporations — (1) In this Part, if a corpora- 
tion is not resident in Canada, “salaries and wages paid in the year” 
by the corporation does not include salaries and wages paid to em- 
ployees of a permanent establishment outside Canada. 


CRA Audit Manual: 15.2.15: Tax calculations. 


(2) For the purposes of paragraph 402(3)(a), where a corporation is 
not resident in Canada, “total gross revenue for the year” of the cor- 
poration does not include gross revenue reasonably attributable to a 
permanent establishment outside Canada. 


(3) For the purpose of paragraph 404(1)(b), in the case of an author- 
ized foreign bank, “all loans and deposits of the bank for the year” 
is to be read as a reference to “all loans and deposits of the bank for 
the year in respect of its Canadian banking business”. 
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History: Subsec. 413(3) added by P.C. 2009-1869, s. 4, November 19, 2009, Canada 
Gazette, Part Il, December 9, 2009, applicable after June 27, 1999. 


Subsec. 413(1) amended by 2009, c. 2, s. 95, applicable to 2009 et seq. 


Definitions [Reg. 413]: “authorized foreign bank” — ITA 248(1); “Canada” — ITA 
255, Interpretation Act 35(1); “Canadian banking business” — ITA 248(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1); “employee”, “gross revenue” —ITA 
248(1); “permanent establishment’ — Reg. 400(2); “resident in Canada” — ITA 250; 
“taxable income” — Reg. 400(1.1). 


413.1 International banking centre exception — Despite any 
other provision in this Part, a corporation’s taxable income earned 
in a taxation year in a particular province is equal to the total of 


(a) the corporation’s taxable income earned in the taxation year 
in the particular province (determined without reference to this 
section), and 


(b) the positive or negative amount determined by the formula 
A-B 
where 


A. is the total of all amounts that are, because of the application 
of section 33.1 of the Act to a business carried on in a branch 
or office situated in the particular province, not allowed to be 
deducted in computing the corporation’s income for the taxa- 
tion year, and 


B is the total of all amounts that are, because of the application 
of section 33.1 of the Act to a business carried on in a branch 
or office situated in the particular province, not required to 
be added in computing the corporation’s income for the taxa- 
tion year. 


Related Provisions: Reg. 400(1.1)(b) — International banking centre — taxable 
income. 


History: S. 413.1 added by 2009, c. 2, s. 96, applicable to 2009 et seq. 


Definitions [Reg. 413.1]: “amount”, “business” —ITA 248(1); “corporation” — 
ITA 248(1), interpretation Act 35(1); “office” — ITA 248(1); “province” — Interpre- 
tation Act 35(1); “taxable income” — Reg. 400(1.1); “taxation year” — ITA 249. 


414. Provincial SIFT tax rate — (1) [Definitions] — The fol- 
lowing definitions apply in this section. 


“general corporate income tax rate’, in a province for a taxation 
year, means 


(a) for Quebec, 0%; 


(b) for the Newfoundland offshore area, the highest percentage 
rate of tax imposed under the laws of Newfoundland and Labra- 
dor on the taxable income of a public corporation earned in the 
taxation year in Newfoundland and Labrador; 


(c) for the Nova Scotia offshore area, the highest percentage rate 
of tax imposed under the laws of Nova Scotia on the taxable 
income of a public corporation earned in the taxation year in 
Nova Scotia; and 


(d) for each other province, the highest percentage rate of tax 
imposed under the laws of the province on the taxable income of | 
a public corporation earned in the taxation year in the province. 


Related Provisions: Reg. 414(4) — Limitation on application of para. (a). 
“province” includes the Newfoundland offshore area and the Nova 
Scotia offshore area. 

Related Provisions: ITA 124(4) — Same definition applies to corporations. 


“taxable SIFT distributions’, for a taxation year, means 


(a) in the case of a SIFT trust, its non-deductible distributions 
amount for the taxation year; and 


(b) in the case of a SIFT partnership, its taxable non-portfolio 
earnings for the taxation year. 


Related Provisions: ITA 104(16), 122(3) — Non-deductible distributions amount; 
ITA 197(1) — Taxable non-portfolio earnings. 
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(2) [Application to SIFT] — In determining the amount of a 
SIFT trust’s or SIFT partnership’s taxable SIFT distributions for a 
taxation year earned in a province 


(a) except as provided in paragraph (b), this Part applies in re- 
spect of the SIFT trust or SIFT partnership as though 


(i) each reference to “corporation” (other than in the expres- 
sion “subsidiary controlled corporation”) were read as a ref- 
erence to “SIFT trust” or “SIFT. partnership”, as the case may 
be, 


(ii) each reference to “taxable income”’ were read asa refer- 
ence to “taxable SIFT distributions’, 


(iii) each reference to “its incorporating documents or by- 
laws” were read as a reference to “the agreement governing 
the SIFT trust’ or “the agreement governing the SIFT part- 
nership”, as the case may be, and 


(iv) “subsidiary controlled corporation” in respect of.a SIFT 
trust or a SIFT partnership meant a corporation more than 
50% of the issued share capital of which (having full voting 
rights under all. circumstances) belongs to the SIFT ‘trust or 
SIFT partnership, as the case may be; and 


(b) subsection 400(1), section 401, subsections 402(1) and (2) | 


and sections 403 to 413 do not apply. 


(3) Subject to subsection (4), in applying the definition “provincial 
SIFT tax rate” in subsection 248(1) of the Act in respect of a SIFT 
trust or SIFT partnership for a taxation year, the prescribed amount 
determined in respect of the SIFT trust or SIFT partnership for the 
taxation year is 


(a) if the SIFT trust or SIFT partnership has no permanent estab: 
lishment in a province in the taxation year, 0.10; 


(b) if the SIFT trust or SIFT partnership has:a:permanent estab- 
lishment in.a province in the taxation year and has no permanent 
establishment outside that province in the taxation year, the dec- 
imal fraction equivalent of the general corporate income tax rate 
in the province for the taxation year; and 


(c) if the SIFT trust or SIFT partnership has a permanent estab- 
lishment in the taxation year in a province, and has a permanent 
establishment outside that province in the taxation year, the 
amount, expressed as a decimal -fraction, determined by. the 
formula 


A+B 
where 


A. 1s the total of ails amounts, if any, each of which is in respect 
of a province in which the SIFT trust or SIFT partnership has 
a permanent establishment in the taxation year and is deter- 
mined by the formula 


C/D xX E 
where 


C is its taxable SIFT distributions for the taxation year 
earned in the province, 

D is its total taxable SIFT distributions for the taxation year, 
and 

E_is the decimal fraction equivalent of the general. corporate 
income tax rate in the province for the taxation year, and 


B is the amount determined by the formula 


(1 — F/D) x 0.1 
where 
F is the total of all amounts each of which is: an amount 
determined under the description of C in. the. description 
of A in respect of a province in which the SIFT trust or 
SIFT partnership has a PeHmAnE Dia establishment in the 
taxation year. 


(4) If a SIFT trust or a SIFT partnership has a permanent establish- 
ment in Quebec in a taxation year, paragraph (a) of the definition 


Reg. 
S. 501 


“general corporate income tax rate” in subsection (1) does not apply 
in determining the prescribed amount under subsection (3) in -re- 
spect of the SIFT trust or the SIFT partnership for the taxation year 
for the purposes of applying the definition “provincial SIFT tax 
rate” in determining: 


(a) in the case of the SIFT partnership, the amount of a dividend 
deemed by paragraph 96(1.11)(b) of the Act to have been re- 
ceived by it in the taxation year; and 


(b) in the case-of the SIFT trust, the amount of its taxable SIFT 
trust distributions for the taxation year. 
History: S.'414 and its heading amended by 2009, c. 2,'s. 97, applicable to 2007 et 


seq, except that para, 414(4)(b) shall not apply for’the taxation years of a SIFT trust 
that end before February 3, 2009. 


S..414 added by P.C. 1985-2433, August 7, 1985, Canada Gazette, Part II, August 21, 
1985, applicable to taxation years commencing after June 22, 1984. 


Definitions [Reg. 414]: “amount” — ITA 248(1); “corporation” —ITA 248(1), In- 
terpretation Act 35(1); “dividend” —ITA 248(1); “general corporate income’ ‘tax 
rate” — Reg. 414(1); “Newfoundland offshore area” —ITA 248(1); “non-deductible 
distributions amount” — 104(16), 122(3); “Nova Scotia offshore area” — ITA 248(1); 
“permanent establishment” — Reg. 400(2); “prescribed” — ITA 248(1); “province” — 
Reg. 414(1), Interpretation Act 35(1); “public corporation” —ITA 89(1), 248(1); 
“share” — ITA 248(1); “SIFT partnership” — ITA 197:1, 248(1); “SIFT trust” — ITA 
122.1, 248(1); “taxable income” — Reg. 400(1.1); “taxable non-portfolio catnings — 
ITA 197(1); “taxable SIFT distributions” — Reg. 414(1), (2); “taxation year” — ITA 
249. 


415. [Repealed] 
History: S. 415 repealed by 2009, c. 2, s. 97, applicable to 2007. et seq. 


S. 415 added by P.-C. 1985-2433, August 7, 1985, Canada Gazette, Part II, August 21, 
1985, applicable to taxation years commencing) after June 22, 1984. 


PART V — NON-RESIDENT-OWNED 
INVESTMENT CORPORATIONS 


History: Part V.was consolidated by, the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 15, 1979, by PC. 1979-1934, July 19, 1979, Canada 
Gazette, Part Il, August 8, 1979. 


500. Elections — Any election by a corporation to be taxed under 
section 133 of the Act shall be made by forwarding by registered 
mail to the Director—Taxation at the District Office of the Depart- 
ment of National Revenue [Canada Revenue Agency], Taxation 
that serves the area in which the head office of the corporation is 
located the following documents: 


(a) a letter stating that the corporation elects to be taxed under 
the said section 133; 


(b) a certified copy of the resolution of the directors of the cor- 
poration authorizing the election to be made; and 


(c) a certified list showing 


(i) the names and addresses of the registered shareholders 
and the number of shares of each class held by each, 


(ii) the names and addresses of the holders. of the, corpora- 
tion’s. bonds, debentures, or other funded indebtedness, if 
any, and 


(ii1) the names and addresses of the beneficial owners of 
shares, bonds, debentures, or other funded indebtedness in 
cases where the registered shareholders: or holders, as the 
case may be, are not the beneficial owners. 
History: S. 500 amended by P.C. 1983-867, March 25, 1983, Canada Gazette, Part II, 
April, 1983, to substitute “Director—Taxation at the District.Office of the Department 
of National Revenue, Taxation that serves the area in which the head office of the 
corporation is located” for “Deputy Minister of National Revenue for Taxation at Ot- 
tawa’’, and to remove the requirement to file duplicate copies of the documents listed. 


Definitions [Reg. 500]: “beneficial. owner” — ITA 248(3);: “corporation” — ITA 
248(1), Interpretation Act 35(1); “office”, “share”, “shareholder” — ITA: 248(1). 


501. Elections revoked — Any election to be taxed under sec- 
tion 133 of the Act shall be revoked by a corporation by forwarding 
by registered mail to the Deputy Minister of National Revenue 
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[Commissioner of Revenue] for Taxation at Ottawa the following 
documents in duplicate: 


(a) a letter stating that the corporation revokes its election; and 


(b) a certified copy of the resolution of the directors. of the cor- 
poration authorizing the election to be revoked. 


Definitions [Reg. 501]: 
“Minister” — ITA 248(1). 


“corporation” —ITA 248(1), Interpretation Act 35(1); 


502. Certificates of changes of ownership — A corporation 
which is taxable under section 133 of the Act shall attach to its re- 
turn of income required under subsection 150(1) of the Act, a certi- 
fied statement showing any changes during the taxation year in the 
information referred to in paragraph 500(c). 


Definitions [Reg. 502}: “corporation” — ITA 248(1), Interpretation Act 35(1); “tax- 
ation year” — ITA 249. 


503. [Revoked] 


History: S. 503 revoked by P.C. 1980-502, s. 1, February 8, 1980, Canada Gazette, 
Part II, February 27, 1980, effective January 1, 1979. 


PART Vi — ELECTIONS 


600. [Prescribed provisions for late elections] — For the 
purposes of paragraphs 220(3.2)(a) and (b) of the Act, the following 
are prescribed provisions: 


(a) section 21 of the Act; 


(b) subsections 7(10), 13(4), (7.4) and (29), 14(6), 20(24), 44(1) 
and (6), 45(2) and (3), 50(1), ‘53(2.1), 70(6.2), (9.01), (9.11), 
(9.21) and (9.31), 72(2), 73(1), 80.1(1), 82(3), 83(2), 104(5.3) 
and (14), 107(2.001), 143(2), 146.01(7),. 146.02(7), 164(6) and 
(6.1), 184(3) and 256(9) of the Act; 

(c) paragraphs 12(2.2)(b), 66.7(7)(c), (d) and (e) and (8)(c), (d) 
and (e), 80.01(4)(c), 86.1(2)(f) and 128.1(4)(d), (6)(a) and (c), 
(7)(d) and (g) and (8)(c) of the Act; 


Popes inbleesduontageoy _ - Reg. 600(c) — Reference — 
: ae ITA mere) 2 


will be made. 
I’m sorry that I cannot “ more defi 
Grant Wilkinson 


(d) subsections 1103(1), (2) and (2d) and 5907(2.1) of these 
Regulations. 
History: Para. 600(b) amended by P.C. 2010-551, subsecs. 1(2) and (3), April 29, 
2010, Canada Gazette, Part II, May 12, 2010, in force on May 12, 2010. 
Para. 600(b) amended by the said P.C. 2010-551, subsec. 1(1), applicable in respect of 
dispositions of property after May 1, 2006. 


Paras. 600(b) and (c) amended by P.C. 2006-815, subsec. 1(1), August 29, 2006, Can- 
ada Gazette, Part II, September 20, 2006, effective June 1, 2005. 


Para. 600(b) amended by the said P.C. 2006-815, subsec. 1(2), effective January 1, 
2001. 


Paras. 600(b) and (c) amended by P.C. 2005-1133, s. 3, June 7, 2005, Canada Gazette, 
Part II, June 29,2005, effective June 29, 2005. 


S. 600 amended by P.C. 2005-694, s. 3, May 3, 2005, Canada Gazette, Part II, May 18, 
2005, in force May 18, 2005 except that the references in para. 600(c) to ITA 
128.1(6)(a) and (c), (7)(d) and (g) and (8)(c) apply in respect of changes of residence 
occurring after October 1, 1996. 


Para. 600(c) amended by P.C. 2002-531, s. 1, April 11, 2002, Canada Gazette, Part II, 
April 24, 2002, to add reference to ITA 86.1(2)(f), in force April 11, 2002. 


Para. 600(b) amended by P.C. 2001-1106, s. 2, June 14, 2001, Canada Gazette, Part II, 
July 4, 2001, to add reference to ITA 143(2) and delete reference to ITA 80(3), applica- 
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ble to an election in respect of 1998 et seg. that is made under ITA 143(2) as it applies 
to 1998 et seq. 

Para 600(b.1) repealed by P.C. 1998-2270, s. 7, pheasant: 16, 1998, Canada Gazette, 
Part II, January 6, 1999, deemed to have come into force on February 1, 1998. 


Paras. 600(b) and (c) amended and (b.1) added by P.C. 1997-1472, s. 1, October 9, 
1997, Canada Gazette, Part II, October 29, 1997, effective October 29, 1997. 


Paras. 600(b), (c) and (d) amended by P.C. 1996-214, February 20, 1996, Canada Ga- 
zette, Part Il, March 6, 1996, effective March 6, 1996. 


Paras. 600(b), (c) and (d) amended and para. (c.1) added, by P.C. 1995-1210, July 26, 
1995, Canada Gazette, Part II, August 9, 1995. 


Paras. 600(b) and (c) amended by P.C. 1993-1942, December 2, 49%, Canada Gazette, 
Part II, December 15, 1993. 


Part VI (s..600) added by P.C. 1992-914, May 7, 1992, Canada Gazette, Part II, May 
20, 1992 effective commencing December 17, 1991. 


Former Part VI “Credit Union Reserves”, revoked by P.C. 1990-2779, s. 1, December 
20, 1990, Canada Gazette, Part Il, January 16, 1991, applicable to taxation years com- 
mencing after June 17, 1987 that end after 1987. 

Definitions [Reg. 600]: “Canada” —ITA 255, Interpretation Act 35(1); “Min- 
ister’ —ITA 248(1); “month” —Jnterpretation Act 35(1); “prescribed” —ITA 
248(1). 

Information Circulars: 07-1: Taxpayer relief provisionss. 


PART VIl — LOGGING TAXES ON INCOME 


History: Part VII was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada, Gazette, Part II, August 8, 1979. 


Heading preceding s. 700 substituted by P.C. 1978-1315, s. 1, April 20, 1978, Canada 
Gazette, Part Il, May 10, 1978. 


700. Logging — (1) Except as provided in subsection (2), for the 
purposes of paragraph 127(2)(a) [127(2)“income for the year from 
logging operations in the province’’] of the Act “income for the year 
from logging operations in the province” means the aggregate of 


(a) where standing timber is cut in the province by the taxpayer 
or logs cut from standing timber in the province are acquired by 
the taxpayer and the logs so obtained are sold by the taxpayer in 
the province before or on delivery to a sawmill, pulp or paper 
plant or other place for processing logs, the taxpayer’s income 
for the year from the sale, other than any portion thereof that 
was included in computing the taxpayer’s income from logging 
operations in the province for a previous year; 


(b) where standing timber in the province or the right to cut 
standing timber in the province is sold by the taxpayer, the tax- 
payer’s income for the year from the sale, other than any portion 
thereof that was included in computing the taxpayer’s income 
from logging operations in the province for a previous year; 


(c) where standing timber is cut in the province by the taxpayer 
or logs cut from standing timber in the province are acquired by 
the taxpayer, if the logs so obtained are 


(i) exported from the province and are sold by him prior to or 
on delivery to a sawmill, pulp or paper plant or other place 
for processing logs, or 


(ii) exported from Canada, 


the amount computed by deducting from the value, as deter- 
mined by the province, of the logs so exported in the year, the . 
aggregate of the costs of acquiring, cutting, transporting and 
selling the logs; and 


(d) where standing timber is cut in the province by the taxpayer 
or logs cut from standing timber in the province are acquired by 
the taxpayer, if the logs are processed by the taxpayer or by a 
person on his behalf in a sawmill, pulp or paper plant or other 
place for processing logs in Canada, the income of the taxpayer 
for the year from all sources minus the aggregate of 


(i) his income from sources other than logging operations 
carried on in Canada and other than the processing in Canada 
by him or on his behalf and sale by him of logs, timber and 
products produced therefrom, 


(ii) each amount included in the aggregate determined under 
this subsection by virtue of paragraph (a), (b) or (c), and 
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(iii) an amount equal to eight per cent of the original cost to 
him of properties described in Schedule II used by him in the 
year in the processing of logs or products derived therefrom 
or, if the amount so determined is greater than 65 per cent of 
the income remaining after making the deductions under sub- 
paragraphs (i) and (ii), 65 per cent of the income so remain- 
ing or, if the amount so determined is less!than 35 per cent of 
the income so remaining, 35 per cent of the income, so 
remaining. 

History: Paras. 700(1)(a), (b) substituted by P.C: 1992-1862, August 27, 1992, Can- 


ada Gazette, Part Il, September 9, 1992, applicable in respect of taxation years begin- 
ning after 1990. 


All that portion of para. 700(1)(d) preceding ‘subpara. (ii) and all that portion of para. 
700(2)(b) preceding subpara. (ii) substituted by P.C. 1987-2355, November 26, 1987, 
Canada Gazette, Part II], December 9, 1987, applicable to taxation years ending after 
December 9, 1987. 


(2) Where the taxpayer cuts standing timber or acquires logs cut 
from standing timber in more than one province, for the purposes of 
paragraph 127(2)(a) [127(2)“income for the year from logging op- 
erations in the province’’] of the Act “income for the year from log- 
ging operations in the province” means the aggregate of 


(a) the amounts determined in respect of that province in accor- 
dance with paragraphs (1)(a), (b) and (c); and 

(b) where the logs are processed by the taxpayer or by a person 
on his behalf in a sawmill, pulp or paper plant or other place for 
processing logs in Canada, an amount equal to the proportion of 
the income of the taxpayer for Neg year irom all sources minus 
the aggregate of 


(i) his income from sources other than logging iG¥ations 
carried on in Canada and other than the processing in Canada 
by him or on his behalf and sale by him of logs, timber and 
products produced therefrom, 


(ii) the aggregate of amounts determined in respect of each 
province in accordance with paragraphs (1)(a), (b) and (c), 
and 


(iii) an amount equal to eight per cent, of the. original. cost to 
him. of properties described.in Schedule I used, by him in, the 
year in.the processing of logs or products derived therefrom 
or, if the amount so determined is greater than 65:per cent of 
the income remaining after making the deductions under sub- 
paragraphs (i) and (ii), 65 per cent of the income so remain- 
ing or, if the amount so determined is less than 35 per cent of 
the income-so cemainsngei 35: per cent: of the income so 
remaining, 


that 


(iv) the quantity of standing timber cut in the province in the 
year by the taxpayer and logs cut from standing timber in the 
province acquired by the taxpayer in the year, 


is of 
(v) the total quantity of standing ave cut and logs acquired 
in the year by the taxpayer. 
Forms; T2 SCH 21: Federal foreign income tax credits and federal logging tax pedi 


(3) For the purpose of the definition “logging tax” in subsection 
127(2) of the Act, each of the following is declared to be a tax of 
general application on income from logging operations: 


(a) the tax imposed by the Province of British Columbia under 
the Logging Tax Act, R.S.B.C. 1996, c. 277; and 


(b) the tax imposed by the Province of Quebec under Part VII of 
the Taxation Act, R.S.Q., c. I-3. 


History: Subsec. 700(3) amended by P.C. 2010-548, subsec. 10(3), April 29, 2010, 
Canada Gazette, Part II, May 12, 2010, in force on May 12, 2010. 


Para. 700(3)(b) revoked, (c) substituted by P.C. 1982- 3879, December 16, 1982; Can- 
ada Gazette, Part II, January 12, 1983, applicable, as to para. 700(3)(b), in respect’ of 
taxation years ending after March: 30, 1972, and, as to para: 700(3)(c), in respect of 


1972 et seq. 
Definitions [Reg. 700]: “amount” — ITA 248(1); “Canada” — ITA:255, Interpreta+ 


tion Act 35(1); “legislature” — Interpretation Act 35(1)"legislative assembly”; “‘per~ 
son” — ITA 248(1);“‘province” — Interpretation Act 35(1); “taxpayer” —ITA 248(1). 


S: 803 


701. [Revoked] 


History: S. 701 revoked by P.C. 1978-1315, s. 2, April 20, 1978, Chridita Gazette, Part 
I; May 10, 1978. 


PART Vill — NON-RESIDENT TAXES 


History: Part VIII was consolidated by the Consolidated Regulations of Canada, chap- 
_ ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
| ada Gazette, Part II, August 8, 1979. 


800. Registered non-resident insurers — Subsections 215(1), 


(2) and (3) of the Act do not apply to amounts paid or credited to a 
registered non-resident insurer. 


Related Provisions: Reg. 803.1 — Application to. authorized foreign bank. before 
Aug. 8/09. 


_ History: S. 800 amended by P.C. 2009-1869, subsec. 5(1), November 19, 2009, Can- 


ada Gazette, Part II, December 9, 2009, applicable to taxation years that end after June 
2758999: 


Definitions [Reg. 800]: 


“amount” —ITA 248(1); 
surer” — Reg. 804. 


“registered non-resident in- 


801... Filing. of returns by registered non-resident insur- 
ers — A taxpayer that is a registered non-resident insurer in a taxa- 
tion year shall file a return for the taxation year in prescribed form 
with the Minister on or before its filing-due date for the taxation 
year. 


Related Provisions: Reg. 803.1 — Application ‘to authorized foreign bank before 
Aug. 8/09. 


History: S. 801 amended by P.C. 2009-1869, subsec. 5(1), November 19, 2009, Can- 
ada Gazette, Part II, December 9, 2009, applicable to taxation years that end after June 
27, 1999. Per s. 14 of P.C. 2009-1869, returns required to be filed by an authorized 
foreign bank under s. 801 are deemed to have been filed with the Minister of National 
Revenue in a timely manner if they are so filed on or before the later of (a) the day on 
or before which they would, but for this section, be required to be filed; and (b) the day 
that is 6 months after the amending regulations were published in Part II of the Canada 
Gazette (June 9, 2010). 


S. 801 substituted by P.C. 1990-2002, s. 1, September 20, 1990, Canada Gazette, Part 

II, October 10, 1990, applicable’ in respect of taxation years beginning ‘after June 17, 
1987 and ending after 1987. 

Definitions [Reg. 801]: “Minister” —ITA 248(1);: “prescribed” —ITA 248(1); 
“registered non-resident insurer’ — Reg. 804; “taxation year” —ITA 249; “tax- 

payer’ — ITA'248(1). d 


Forms: T2016: Part XIII tax return — tax on income from Canada of approved non- 
resident insurers. 


802. Amounts taxable — The amounts that are taxable under 
Part XIII of the Act in a taxation year of a taxpayer that is a regis- 
tered non-resident insurer in the taxation year are amounts paid or 
credited to the taxpayer in the taxation year other than amounts in- 
cluded under Part I of the Act in computing the taxpayer’s income 
from a business carried on by it in Canada. 


Related Provisions: Reg. 803.1 — Application to authorized foreign bank before 
Aug. 8/09. 


History: S. 802 amended by P.-C. 2009-1869, subsec. 5(1), November 19, 2009, Can- 
ada Gazette, Part I, December 9, 2009, applicable to taxation years that end after June 
27,1999: 


Definitions [Reg. 802]: “amount”, “business” — ITA 248(1); “Canada” — ITA 255, 
CS 4 ei eae Act 35(1); “registered’ non-resident ‘insurer’ *—Reg. 804;- “taxation 
year” —ITA 249; “taxpayer” — ITA 248(1). 


803. Payment of tax by registered non-resident insurers — 
A taxpayer that is a registered non-resident insurer in a taxation 
year shall pay: to the Receiver General, on or before’ its filing-due 
date for the taxation year, the tax payable by it under Part XI of 
the Act in the’ taxation year. 


Related Provisions: Reg. 803.1 — Application to authorized foreign bank before 


- Aug. 8/09. 


| History: S. 803 amended by P.C. 2009-1869, subsec. 5(1), November 19, 2009, Can- 
| ada Gazette, Part Il, December. 9, 2009, applicable to taxation years that.end.after June 


27, 1999. Per s. 14 of P.C. 2009-1869, amounts required to be paid by an authorized 
foreign bank under s. 803 are deemed to have been paid to the Minister of National 
Revente in a timely manner if they are so paid on or before the later of (a) the day on 
or before which they would, but for this section, be required to be paid; and (b) the day 
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that is 6 months after the amending regulations were published in Part II of the Canada 
Gazette (June 9, 2010). 


Definitions [Reg. 803]: “amount” —ITA 248(1); “registered non-resident. in- 
surer” — Reg. 804; “taxation year” —ITA 249; “taxpayer” —ITA 248(1). 


803.1 [Repealed] 


History: S. 803.1 repealed by P.C. 2009-1869, subsec. 5(2), November 19, 2009, Can- 
ada Gazette, Part Il, December 9, 2009, applicable in respect of amounts paid or 
credited after August 7, 2009. 


S. 803.1 added by the said P.C. 2009-1869, subsec. 5(1), applicable to amounts that are 
paid or credited before August 8, 2009 and in a taxation year that ends after June 27, 
1999. 


804. Interpretation — In this Part, “registered non-resident in- 
surer” means a non-resident corporation approved to carry on busi- 
ness in Canada under the Insurance Companies Act. 


History: S. 804 replaced by P.C. 2000-1714, November 30, 2000, Canada Gazette, 
Part Il, December 20, 2000, s. 1, applicable after May 1992. 


The heading preceding s. 800, and ss. 800 to 804, were substituted by P.C. 1979-1485, 
May 17, 1979, Canada Gazette, Part II, June 13, 1979, effective for 1978 et seq. 


Definitions [Reg. 804]: “business” —ITA 248(1); “Canada” —ITA 255, Interpre- 
tation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “non-tesi- 
dent” — ITA 248(1). 


805. Other non-resident persons — Subject to section 802, 
every non-resident person who carries on business in Canada is tax- 
able under Part XIII of the Act on all amounts otherwise taxable 
under that Part except those amounts that 


(a) may reasonably be attributed to the business carried on by 
the person through a permanent establishment (within the mean- 
ing assigned by section 8201) in Canada; or 


(b) are required by subparagraph 115(1)(a)(iii.3) of the Act to be 
included in computing the person’s taxable income earned in 
Canada for the year. 


Related Provisions: Reg. 805.1 — Certificate confirming application of Reg. 805(a) 
or (b). 


History: S. 805 amended by P.C. 2009-1869, s. 6, November 19, 2009, Canada Ga- 
zette, Part I], December 9, 2009, applicable to taxation years that end after June 27, 
1999, except that for taxation years that begin before August 8, 2009 para. 805(a) is to 
be read as follows: 


(a) may reasonably be attributed to the business carried on by the person through 
a permanent establishment (within the meaning that would be assigned by sub- 
section 400(2) if that subsection applied to the person) in Canada; or 


Para 805(1)(a) substituted by P.C. 1988-390, s. 3, March 3, 1988, Canada Gazette, Part 
II, March 16, 1988. 


Para. 805(1)(b) substituted by P.C. 1984-3789, s. 3, November 29, 1984, Canada Ga- 
zette, Part II, December 12, 1984. 


Subsec. 805(1) substituted by P.C: 1981-2208, s. 1, August 19, 1981, Canada Gazette, 
Part II, September 9, 1981, applicable to taxation years ending after December 11, 
1979. 


Definitions [Reg. 805]: “amount”, “business” — ITA 248(1); “Canada” — ITA 255, 
Interpretation Act 35(1); “carries on business in Canada” — ITA 253; “corporation” — 
ITA 248(1), Interpretation Act 35(1); “non-resident” — ITA 248(1); “permanent estab- 
lishment” — Reg. 8201; “person”, “taxable income” — ITA 248(1). 


Interpretation Bulletins [Reg. 805]: IT-420R3: Non-residents — income earned in 
Canada; IT-438R2: Crown charges — resource properties in. Canada. 


805.1 Payee certificate — If a person (in this section referred to 
as the “‘payee”’) files an application under this section with the Min- 
ister in respect of the anticipated payment or crediting of an amount 
to the payee, and the Minister determines that the amount is an 
amount described in paragraph 805(a) or (b), the Minister shall is- 
sue to the payee a certificate that records that determination. 


History: S. 805.1 added by P.C. 2009-1869, s. 6, November 19, 2009, Canada Ga- 
zette, Part Il, December 9, 2009, applicable after August 8, 2009. 


Definitions [Reg. 805.1]: “amount”, “Minister”, “person” — ITA 248(1): 


806. International organizations and agencies — For the 
purposes of clause 212(1)(b)(ii)(B) of the Act [before 2008 — ed.], 


Income Tax Regulations 


the following international organizations and agencies are hereby 
prescribed: 


(a) Bank for International Settlements; 

(b) European Fund; 

(c) International Bank for Reconstruction and Development; 
(d) International Development Association; 

(e) International Finance Corporation; and 

(f) International Monetary Fund. 


806.1 For the purposes of subparagraph 212(1)(b)(x) of the Act 
{before 2008 — ed.], the Bank for International Settlements and the 
European Bank for Reconstruction and Development are prescribed 
international agencies. 

History: S. 806.1 substituted by P.C. 1994-270, February 16, 1994, Canada Gazette, 
Part II, March 9, 1994, applicable after 1990. 


S. 806.1 added by P.C. 1988-390, s. 4, March 3, 1988, Canada Gazette, Part Il, March 
16, 1988, effective May 24, 1985. 


806.2 Prescribed obligation — For the purpose of paragraph 
212(1)(b) of the Act [before 2008 — ed.], an obligation is a pre- 
scribed obligation if it is an indexed debt obligation and no amount 
payable in respect of it is 


(a) contingent or dependent upon the use of, or production from, 
property in Canada; or 


(b) computed by reference to 


(i) revenue, profit, cash flow, commodity price or any other 
similar criterion, other than a change in the purchasing power 
of money, or 


(ii) dividends paid or payable to shareholders of any class of 
shares. 
History: S. 806.2 amended by P.C. 1996-1419, s. 2, September 11, 1996, Canada 


Gazette, Part II, October 2, 1996, applicable to debt obligations issued after October 
16, 1991. 


S. 806.2 added by P.C. 1993-1331, June 16, 1993, Canada Gazette, Part I, June 30, 
1993, applicable in respect of debt obligations issued after October 16, 1991. 


Definitions [Reg. 806.2]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “class of shares” —ITA 248(6); “dividend”, “indexed debt obliga- 
”, “prescribed”, “property”, “share”, “shareholder” — ITA 248(1). 


tion”, 
Interpretation Bulletins: IT-361R3: Exemption from Part XII tax on interest pay- 
ments to non-residents. 


807. Identification of obligations — For the purposes of sub- 
section 240(2) of the Act, the letters “AX” or the letter “F’ as the 
case may be, shall be clearly and indelibly printed in gothic or simi- 
lar style capital letters of seven point or larger size either as a prefix 
to the coupon number or on the lower right hand corner of each 
coupon or other writing issued in evidence of a right to interest on 
an obligation referred to in that subsection. 

Definitions [Reg. 807]: “writing” — Interpretation Act 35(1). 


808. Allowances in respect of investment in property in 
Canada — (1) [Allowance] — For the purposes of paragraph 
219(1)G) of the Act, the allowance of a corporation (other than an 
authorized foreign bank) for a taxation year in respect of its invest- 
ment in property in Canada is prescribed to be the amount, if any, 
by which 

(a) the corporation’s qualified investment in property in Canada 

at the end of the year, 


exceeds 


(b) the amount determined under this paragraph for the immedi- 
ately preceding taxation year. 
Related Provisions: Reg. 808(1.1)— Where corporation becomes resident in 
Canada. 


History: Para. 808(1)(b) amended by P.C. 2010-548, subsec: 11(1), April 29, 2010, 
Canada Gazette, Part Il, May 12, 2010, applicable to 2009 et seq. 

The opening words of subsec. 808(1) amended by P.C. 2009-1869, subsec: 7(1), No- 
vember 19, 2009, Canada Gazette, Part II, December 9, 2009, applicable to taxation 
years that begin after 1995, except that in applying the amendment to taxation years 


1768 


Part VIII — Non-Resident Taxes 


that end. before June 28, 1999, it is to be read without reference to “(other than an 
authorized. foreign: bank)”. 


Interpretation Bulletins: IT-137R3: Additional tax on certain corporations carrying 
on business: in Canada. 


(1.1) [Where corporation becomes resident] — Notwith- 
standing subsections (1) and (8), for the purpose of paragraph 
219(1)G) of the Act, the allowance of a corporation that becomes 
resident. in Canada at any time is, in respect of its investment in 
property in Canada for its last taxation year that ends before that 
time, prescribed to be nil. 
History: Subsec. 808(1.1) added by P:C. 2009-1869, subsec. 7(3), November: 19, 
2009, Canada Gazette, Part II, December 9, 2009, applicable to corporations that be- 
come resident in Canada after February 23, 1998, except that before June 28, 1999, it is 
to be read as follows: 
(1.1) Notwithstanding subsection (1), for the purpose of paragraph 219(1)(j) of 
the Act, the allowance of a corporation that becomes resident in Canada at any 
time is, in respect of its investment in property in Canada for its last taxation 
year that ends before that time, prescribed to be nil. 


(2) [“Qualified investment in ... .”]— For the purposes of sub- 
section (1), where, at the end of a taxation year, a corporation is not 
a member of a partnership that was carrying on business in Canada 
at any time in the year, the corporation’s “qualified investment in 
property in Canada at the end of the year” is the amount, if any, by 
which the aggregate of 


(a) the cost amount to the corporation, at the end of the year, of 
land in Canada owned by it at that time for the purpose of gain- 
ing or producing income froma business carried on by it in Can- 
ada, other than land that is 


(i) described in the corporation’s inventory, 
(11) depreciable property, 
(iii) a Canadian resource property, or 


(iv) land the cost of which is or was deductible in computing 
the corporation’s income, 


(b), an amount equal to the aggregate of the, cost amount to the 
corporation, immediately after the end of the year, of each de- 
preciable property in Canada owned by it for the purpose of 
gaining or producing income. from.a business carried on by it in 
Canada, 


(c) an amount equal to “/s of the cumulative eligible capital of the 
corporation immediately after the end of the year in respect of 
each business. carried. on by. it in Canada, 


(d) where the corporation is not a principal-business corporation, 
within the meaning assigned by subsection 66(15) of the Act, an 
amount equal to the total of the corporation’s 


(i) Canadian exploration and development expenses incurred 
by the corporation before the end of the year, except to the 
extent that those expenses were deducted in computing the 
corporation’s income for the year or for a previous taxation 
year, and 


(ii) cumulative Canadian exploration expense, within , the 
meaning assigned by subsection 66.1(6) of the Act, at the end 
of the year minus any deduction under subsection 66.1(3) of 
the Act in computing the corporation’s income for the year, 


(d.1) an amount equal to the corporation’s cumulative Canadian 
development expense, within the meaning assigned by subsec- 
tion 66.2(5) of the Act, at the end of the year minus any deduc- 
tion under subsection 66.2(2) of the Act in computing the corpo- 
ration’s income for the year, 


(d.2) an amount equal to the corporation’s cumulative Canadian 
oil and gas property expense, within the meaning assigned by 
subsection 66.4(5) of the Act, at the end of the year minus any 
deduction under subsection 66.4(2) of the Act in computing the 
corporation’s income for the year, 


(e) an amount equal to the aggregate of the cost amount to the 
corporation at the end of the year of each debt owing to it, or 
any other right of the corporation to receive an amount, that was 
outstanding as a result of the disposition by it of property in re- 
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spect of which an amount would be included, by virtue of para- 
graph (a), (b), (c) or (h), in its qualified investment in property 
in Canada at the end of the year if the property had not been 
disposed of by it before the end of that year, 


(f) an amount equal to the aggregate of the cost amount to the 
corporation at the end of the year of each property, other than a 
Canadian resource property, that was described in the corpora- 
tion’s inventory in respect of a business carried on by it in 
Canada, 


(g) an amount equal to the aggregate of the cost amount to the 
corporation at the end of the year of each debt (other than a debt 
referred to in paragraph (e) or a debt the amount of which was 
deducted under paragraph 20(1)(p) of the Act in computing the 
corporation’s income for the year) owing to it 


(i) in respect of any transaction by virtue of which an amount 
has been included in computing its income for the year or for 
_a previous year from a business carried on by it in Canada, or 


(i1) where any part of its ordinary business carried on in Can- 
ada was the lending of money, in respect of a loan made by 
the corporation in the ordinary course of that part of its busi- 
ness, and 


(h) [Repealed] 


(i) an amount equal to the allowable liquid assets of the corpora- 
tion at the end of the year, 


exceeds the aggregate of 


(j) an amount equal to the total of all amounts each of which is 
an amount deducted under paragraph 20(1)(1), (1.1) or (n) of the 
Act in computing the corporation’s income for the year from a 
business. carried on by the corporation in Canada, 


(k) an amount equal to the aggregate of all amounts each of 
which is an amount deducted by the corporation in the year 
under subparagraph 40(1)(a)(ii1) or 44(1)(e)(iii) of the Act in re- 
spect of a debt referred to in paragraph (e); 

(1) an amount equal to the aggregate of each amount owing by 
the corporation at the end of the year on account, of 


(i) the purchase price of property that is referred to in para- 
graph (a), (b) or (f) or that would be so referred to but for the 
fact that it has been disposed of before the end of the year, 


(a1) Canadian exploration and development expenses, Cana- 
dian-exploration expense, Canadian development expense or 
Canadian oil and gas property expense, 


(iii) an eligible capital expenditure made or incurred by the 
corporation before the end of the year in respect of a business 
carried on by it in Canada, or 


(iv) any other outlay or expense made or incurred by the cor- 
poration to the extent that it was deducted in computing its 
income for the year or for a prévious taxation year from a 
business carried on by it in Canada; 


(m) an amount equal to the aggregate of all amounts each of 
which is an amount equal to that proportion of the amount ow- 
ing (other than an amount owing on account of an outlay or ex- 
pense referred to in paragraph (1)) by the corporation at the end 
of the year on account of an obligation outstanding at any time 
in the year in respect of which interest is stipulated to be payable 
by it that 
(i) the interest paid or payable on the, obligation by the corpo- 
ration in respect of the year-that is deductible, or would be 
deductible but for subsection: 18(2), (3.1) or (4) or section 21 
of the Act, in computing its income for the year from a busi- 
ness carried on, by it in Canada, 


is of 
(ii) the interest paid or payable on the obligation by the cor- 
poration in respect of the year; 

(n) the amount, if any, by which 


(i) the amount (referred to in this paragraph as “Part I liabil- 
ity”), if any, by which the tax payable for the year by. the 
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corporation under Part I of the Act exceeds the amount, if 
any, paid by the corporation before the end of the year on 
account thereof, 


exceeds 


(ii) that proportion of the Part I liability that the amount, if 
any, in respect of the corporation for the year that is the 
lesser of 


(A) the amount, if any, by which the total of all amounts 
each of which is a taxable capital gain of the corporation 
for the year from a disposition of a taxable Canadian pro- 
perty that was not used or held by it in the year in the 
course of carrying on business in Canada exceeds the to- 
tal of all amounts each of which is an allowable capital 
loss of the corporation for the year from a disposition of 
such a property, and 


(B) the amount that would be determined under clause 
(A) for the year if it were read without reference to the 
expression “that was not used or held by it in the year in 
the course of carrying on business in Canada”, 


is of the corporation’s taxable income earned in Canada for 
the year; and 


(111) [Repealed] 
(0) the amount, if any, by which 


(i) the amount (referred to in this paragraph as “provincial 
tax liability”), if any, by which any income taxes payable for 
the year by the corporation to the government of a province 
(to the extent that such taxes were not deductible under Part I 
of the Act in computing the corporation’s income for the year 
from a business carried on by it in Canada) exceeds the 
amount, if any, paid by the corporation before the end of the 
year on account thereof, 


exceeds 


(ii) that proportion of the provincial tax liability that the 
amount, if any, in respect of the corporation for the year that 
is the lesser of 


(A) the amount, if any, by which the total of all amounts 
each of which is a taxable capital gain of the corporation 
for the year from a disposition of a taxable Canadian pro- 
perty that was not used or held by it in the year in the 
course of carrying on business in Canada exceeds the to- 
tal of all amounts each of which is an allowable capital 
loss of the corporation for the year from a disposition of 
such a property, and 


(B) the amount that would be determined under clause 
(A) for the year if it were read without reference to the 
expression “that was, not used or held by it in the year in 
the course of carrying on business in Canada’, 


is of the corporation’s taxable income earned in Canada for 
the year. 
(iii) [Repealed] 
(p) [Repealed] 
History: Para. 808(2)(j) amended by P.C. 2010-548, subsec. 11(2), April 29, 2010, 
Canada Gazette, Part Il, May 12, 2010, applicable with respect to dispositions occur- 


ring after November 12, 1981 otherwise than under the terms of an agreement in writ- 
ing made or entered into on or before that date. 


Paras. 808(2)(d) to (d.2) amended by P.C. 2009-1869, subsec. 7(4), November 19, 
2009, Canada Gazette, Part Il, December 9, 2009, in force on November 19, 2009. 
Para. 808(2)(h) repealed, subpara. 808(2)(1)(i) amended, by the said P.C. 2009-1869, 
subsecs. 7(5), (6), applicable to taxation years that begin after 1995. 

Subpara. 808(2)(I)(ii) amended by the said P.C.:2009-1869, subsec. 7(7), in force on 
November 19, 2009. 


Subpara. 808(2)(n)(ii) amended and subpara. (iii) repealed by the said P.C. 2009-1869, 
subsec. 7(8), applicable to taxation years that begin after 1995. 

Subpara. 808(2)(0)(ii) amended, subpara. (iii) and para. (p) repealed, by the said P.C. 
2009-1869, subsecs. 7(9), (10), applicable to taxation years that begin after 1995. 


Subpara. 808(2)(h)(iii) amended by P.C. 1994-1817, para. 62(a), November 1, 1994, 
Canada Gazette, Part Il, November 30, 1994. 
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Paras. 808(2)(j), (p) substituted by P.C. 1990-2779, subsecs. 2(1), (2), December 20, 
1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation yearscom- 
mencing after June 17, 1987 that end after 1987. 


Para. 808(2)(c) amended by P.C. 1990-754, subsec. 1(1), April 26, 1990, Cecmide Ga- 
zette, Part Il, May 9, 1990, applicable in respect of taxation years commencing after 
June 1988. 


Para. 808(2)(k), subpara. (m)(i) and cl. (p)(iii)(A) preceding subcl. (I) substituted by 
P.C. 1984-3789, subsecs. 4(1)—-(3), November 29, 1984, Canada Gazette, Part II, De- 
cember 12, 1984, effective as to parr (m)(i) and cl. (p)(ili)(A) commencing January 
1, 1982. 


Paras. 808(2)(d.2) added, (j) substituted, subpara. 808(2)(1)(ii), all that portion of sub- 
para. 808(2)(p)(i) preceding cl. (A) substituted by P.C. 1981-2208, subsecs. 2(1)-(4), 
August 19, 1981, Canada Gazette, Part II, September 9, 1981, oe to taxation 
years ending after December 11, 1979. 


(3) [“Allowable liquid assets . . .”] — For the purposes of para- 
graph (2)(i), the “allowable liquid assets of the corporation at the 
end of the year” is an amount equal to the lesser of 


(a) the aggregate of 


(i) the amount of Canadian currency owned by the’ Corpora- 
tion at the end of that year, 


(ii) the balance standing to the credit of the corporation at the 
end of that year as or on account of amounts deposited with a 
branch or other office in Canada of 


(A) a bank, 


(B) a corporation licensed or otherwise authorized under 
the laws of Canada or a province to carry on in Canada 
the business of offering to the public its services as trus- 
tee; OF 


(C) a credit union, and 


(iii) an amount equal to the aggregate of the cost amount to 
the corporation at the end of that year of each bond, deben- 
ture, bill, note, mortgage or similar obligation that was not 
described in the corporation’s inventory in respect of a busi- 
ness carried on by it in Canada (other than a debt referred to 
in paragraph (2)(e) or (g) or a debt the amount of which was 
deducted under paragraph 20(1)(p) of the Act in computing 
the corporation’s income for the year), that was issued by a 
person resident in Canada with whom the corporation was 
dealing at arm’s length and that matures within one year after 
the date on which it was acquired by the corporation, 


to the extent that such amounts are attributable to the profits of 
the corporation from carrying on a business in Canada, or are 
used or held by the corporation in the year in the course of car- 
rying on a business in Canada; and 


(b) an amount equal to “, of the quotient obtained by dividing 


(i) the aggregate of all amounts that would otherwise be de- 
termined under subparagraphs (a)(i), (ii) and (iii) if the refer- 
ences therein to “at the end of that year” were read as refer- 
ences to “at the end of each month in that year’, 


by 
(ii) the number of months in that year. 


History: Cl. 808(3)(a)(ii)(A) amended by P.C. 1994-1817, para. 47(a), November 1, 
1994, Canada Gazette, Part I, November 30, 1994. 

Subpara. 808(3)(a)(ili) amended, and that portion of para. (a) following subpara. (iii) 
added, by P.C. 1993-1548, July 21, 1993, Canada Gazette, Part Il, August 11, 1993, 
applicable to taxation years ending after August 11, 1993. 


(4) [“Qualified investment in . . .”] — For the purposes of sub- 
section (1), where, at the end of a taxation year, a corporation is a 
member of a partnership that was carrying on business in Canada at 
any time in that year, the corporation’s qualified investment in pro- 
perty in Canada at the end of the year is an amount equal to the 
aggregate of 


(a) the amount, if any, that would be determined under subsec- 
tion (2) if the corporation were not, at the end of the year, a 
member of a partnership that was carrying on business in Can- 
ada at any time in the year; and 
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(b) an amount equal to the portion of the amount of the partner- 
ship’s qualified investment in property in Canada at the end of 
the last fiscal period of the, partnership ending in the taxation 
year of the.corporation that may reasonably be. attributed to the 
corporation, having regard to all the circumstances including the 
rights the corporation would have, if the partnership ceased to 
exist, to share in the distribution of the property owned by the 
partnership for the purpose of gaining or producing income from 
a business carried, on by) it in Canada: 


(5) [“Qualified investment ...” of partnership] — For the 
purposes of subsection: (4), a partnership’ s “qualified investment in 
property in Canada” at the end of a fiscal period is the amount, if 
any, by which the aggregate of 


(a) the cost amount to the partnership, at the end of the fiscal 
period, of land in Canada owned by it at that time for the pur- 
pose of gaining or producing income from a business carried on 
by it in Canada, other than land that is 


(i) described in the inventory of the partnership, 

(ii) depreciable property, 

(iii) a. Canadian resource property, or 

(iv) land the cost of which is or was deductible in computing 


the income of the partnership or the income of a member of 
the partnership, 


(b) an amount equal to the aggregate of the cost amount to the 
partnership immediately after the end of the fiscal period, of 
each depreciable property in.Canada owned by it for the purpose 
of gaining, or producing income from, a business carried.on by it 
in Canada, 


(c) an amount equal to */ of the cumulative eligible capital of the | 


partnership immediately after the end of the fiscal period: in re- 
spect of each business carried on-by it in Canada, 


(d) an amount equal to the aggregate of the cost amount to the 
partnership at the end of the fiscal period of each debt owing to 
it, or any other right of the partnership to receive an amount, that 
was outstanding as a result of the disposition by it of property in 
respect of which an amount would be included, by virtue of par- 
agraph.(a), (b).or (c),-in.its qualified investment in property in 
Canada at the end of the fiscal period if the property had. not 
been disposed. of by it before the end of that fiscal period, 


(e) an'amount equal to the aggregate of the cost amount to the 

partnership at the end of the fiscal period of each property, other 

than a Canadian resource property, that) was described in ‘the 

partnership’ s inventory in respect of a business carried on by it 
in Canada, 


(f) an amount equal to the aggregate of the cost amount to the 
partnership at the end of the fiscal period of each debt (other 
than a debt referred to in paragraph (d) or a debt the amount of 
which was. deducted. under paragraph 20(1)(p) of, the Act in 
computing the partnership’s income for the fiscal period) owing 
to. it 
(i) in respect of any transaction by virtue of which an amount 
has been included in computing its income for the fiscal pe- 
riod or for a previous fiscal period or in computing the in- 
come of a member of the partnership for a previous taxation 
year from a business carried on in Canada by the partnership, 
or 
(ii) where any part of its ordinary business ‘carried on in Can- 
ada was the lending of money, in respect of a loan made by 
the partnership in the ordinary course of that part of its busi- 
ness, and 
(g) an amount equal to the allowable liquid assets of the partner- 
ship at the end of the fiscal period, 
exceeds the aggregate of 


(h) an amount equal to the total of all amounts each of which is 
an amount deducted under paragraph 20(1)(1), (1) or (n) of the 
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Act in computing the partnership’s income for the fiscal period 
froma business carried on by the partnership in’ Canada; 


(i) an amount equal to the aggregate of all amounts each of 
which is an amount deducted by the partnership in the fiscal pe- 
riod under subparagraph..40(1)(a)(iii). or 44(1)(e)(Gii) of the Act 
in respect of.a debt referred to in paragraph (d); 


(j) an amount equal to the aggregate of each amount owing by 
the partnership at the end of the fiscal period on account of 


(i) the purchase price of property, that is referred to in para- 
graph (a), (b) or (e) or that would be so referred to but for the 
fact that it has been disposed of before the end of the fiscal 
period, 

(ii), Canadian. exploration and development expenses, Cana- 
dian exploration expense, Canadian development expense or 
Canadian oil and gas property expense, 


(iii) an eligible capital expenditure made or incurred by the 
partnership before the end of the fiscal period in respect of a 
business carried on by it in Canada, or 


(iv) any other outlay or expense made or incurred by the 
partnership to the extent that it was deducted in computing its 
income for the fiscal period or for a previous fiscal period, or 
in computing ‘the income of a’member of the partnership for 
a previous taxation year, from a business carried;on in Can- 
ada by the partnership; and 


(k) an amount equal to the aggregate of all amounts each of 
which is an amount equal to that proportion of the amount ow- 
ing (other than an amount owing on account of an outlay or ex- 
pense referred to in paragraph (j)) by the partnership at the end 
of the fiscal period on account of an obligation outstanding at 
any time in the period in respect of which interest is stipulated to 
be payable by it that 
(i) the interest paid or payable on the obligation by the part- 
nership in respect of the fiscal, period that is deductible, or 
would be deductible but for subsection 18(2) or (3.1) or sec- 
tion 21 of the Act, in computing its income for the fiscal pe- 
riod from a business‘ carried on by it in Canada, 
is of 
(ii) the interest paid or payable on the obligation by the a 
nership in respect of the fiscal period. 
History: Para. 808(5)(h) amended by P.C.-2010-548, subsec. 11(3), April 29, 2010, 
Canada Gazette, Part Il, May 12; 2010, applicable with respect to dispositions occur- 


ring after November 12, 1981 otherwise than under.the terms of an agreement in writ- 
ing made or entered into on or before that date. 


Subpara.-808(5)(j)(ii), amended by. P.C, 2009-1869, subsec. 7(11), November 19, 2009, 
Canada Gazette, Part II, December 9, 2009, in force on November 19, 2009. 


Para. 808(5)(h) substituted by P.C. 1990-2779, subsec. 2(3), December 20, 1990, Can- 
ada Gazette, Part II, January 16, 1991, applicable to taxation years commencing after 
June 17, 1987 that end after 1987. 


Para. 808(5)(c) amended by P.C. 1990-754, subsec. 1(2), April 26, 1990, Canada Ga- 
zette, Part II, May 9, 1990, applicable in respect, of fiscal periods commencing after 
1987. 


Para. 808(5)(i) and subpara. 808(5)(k)(i), substituted by P.C. 1984-3789, subsecs. 4(4), 
(5), November 29, 1984, Canada Gazette, Part Il, December 12, 1984, effective as to 
subpara. (k)(i) commencing January 1, 1982: 


Para: 808(5)(h), subpara. 808(5)(j) Gi) substituted by P.C. 1981-2208, subsecs. 2(5), (6), 
August 19,1981, Canada Gazette, Part II, September 9, 1981, applicable to taxation 
years, ending after December 11, 1979. 


(6) [“Allowable liquid assets . . .” of partnership] — For the 
purposes of paragraph (5)(g), the “allowable liquid assets of the 
partnership at the end of the fiscal period” is an amount equal to the 
Iesstr Or: 


(a) the total of the following amounts (to the extent that those 
amounts are attributable to the profits of the partnership from 
carrying on a business in Canada, or are used or held by the 
partnership, in, the year in the course of carrying on a business in 
Canada): 


(i) the amount of Canadian currency owned by the partner- 
ship at the end of that fiscal period, 
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(ii) the balance standing to the credit of the partnership at the 
end of that fiscal period as or on account of amounts depos- 
ited with a branch or other office in Canada of 


(A) a bank, 


(B) a corporation licensed or otherwise authorized under 
the laws of Canada or a province to carry on in Canada 
the business of offering to the public its services as trus- 
tee, or 


(C) a credit union, and 


(iii) an amount equal to the aggregate of the cost amount to 
the partnership at the end of that fiscal period of each bond, 
debenture, bill, note, mortgage, hypothec or similar obliga- 
tion that was not described in the partnership’s inventory in 
respect of a business carried on by it in Canada (other than a 
debt referred to in paragraph (5)(d) or (f) or a debt the 
amount of which was deducted under paragraph 20(1)(p) of 
the Act in computing the partnership’s income for the fiscal 
period), that was issued by. a person resident in Canada with 
whom all the members of the partnership were dealing at 
arm’s length and that matures within one year after the date 
on which it was acquired by the partnership; and 


(b) an amount equal to “/3 of the quotient obtained by dividing 
(i) the aggregate of all amounts that would otherwise be de- 
termined under subparagraphs (a)(i), (ii) and (iii) if the refer- 
ences therein to “at the end of that fiscal period’’ were read as 
references to “at the end of each month in that fiscal period”, 


by 
(ii) the number of months in that fiscal period. 


History: The opening words of para. 808(6)(a) amended by P.C. 2009-1869, subsec. 
7(12), November 19, 2009, Canada Gazette, Part II, December 9, 2009, deemed to 
have come into force on August 8, 2000. 


Cl. 808(6)(a)(ii)(A) amended by P.C. 1994-1817, para. 47(b), November 1, 1994, Can- 
ada Gazette, Part Il, November 30, 1994. 


(7) [Partnerships] — Subsections (4) to (6) shall be read and 
construed as if each of the assumptions in paragraphs 96(1)(a) to (g) 
of the Act were made. 


(8) [Allowance of authorized foreign bank] — For the pur- 
pose of paragraph 219(1)(j) of the Act, the allowance of an author- 
ized foreign bank for a taxation year in respect of its investment in 
property in Canada is prescribed to be the amount, if any, by which 
(a) the average of all amounts, each of which is the amount for a 
calculation period (within the meaning assigned by subsection 
20.2(1) of the Act) of the bank for the year that is the greater of 


(i) the amount determined by the formula 


0.05 x A 
where 


A is the amount of the element A in the formulae in subsec- 
tion 20.2(3) of the Act for the period, and 

(ii) the amount by which : 
(A) the total of the cost amount to the bank, at the end of 
the period (or, in the case of depreciable property or eligi- 
ble capital property, immediately after the end of the 
year), of each asset in respect of the bank’s Canadian 
banking business that is an asset recorded in the books of 
account of the business in a manner consistent with the 
manner in which it is required to be treated for the pur- 
pose of the branch financial statements (within the mean- 
ing assigned by subsection 20.2(1) of the Act) for the year 


exceeds 
(B) the amount equal to the total of 
(I) the amount determined by the formula 


L+BA 
where 
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Lis the amount of the element L in the formulae in 
subsection 20.2(3) of the Act for the period, and 


BA is the amount of the element BA in the formulae 
in subsection 20.2(3) of the Act for the period, and 


(II) the amount claimed by the bank under clause 
20.2(3)(b)(ii)(A) of the Act 


exceeds 


(b) the total of all amounts each of which is an amount that 

would be determined under paragraph (2)(j), (k), (n) or (0) if 

that provision applied to the bank for the year, except to the ex- 

tent that the amount reflects a liability of the bank that has been 

included in the element L in the formulae in subsection 20.2(3) 

of the Act for the bank’s last calculation period for the year. 
History: Subsec. 808(8) added by P.C. 2009-1869, subsec. 7(13), November 19, 2009, 
Canada Gazette, Part Il, December 9, 2009, applicable after June 27, 1999. 
Definitions [Reg. 808]: “allowable capital loss’ —ITA 38(b), 248(1); “allowable 
liquid assets of the corporation at the end of the year’ — Reg. 808(3); “allowable liq- 
uid assets of the partnership at the end of the fiscal period” —Reg. 808(6); 
“amount” —ITA 248(1); “amount taxable” —ITA 123(1); “arm’s length” —ITA 
251(1); “authorized foreign bank” —ITA 248(1); “bank” —ITA 248(1), Interpreta- 
tion Act 35(1); “branch financial statements’ —ITA 20.2(1); “business” — ITA 
248(1); “calculation period” —ITA 20.2(1); “Canada” — ITA 255, Interpretation Act 
35(1); “Canadian banking business” —ITA 248(1); “Canadian development ex- 
pense” — ITA 66.2(5), 248(1); “Canadian exploration and development expenses” — 
ITA 66(15), 248(1); “Canadian exploration expense” — ITA 66.1(6), 248(1); “Cana- 
dian oil and gas property expense” — ITA 66.4(5), 248(1); “carrying on a business in 
Canada”, “carrying on business in Canada” — ITA 253; “corporation” — ITA 248(1), 
Interpretation Act 35(1); “cost amount’ — ITA 248(1); “credit union” —ITA 137(6), 
248(1); “cumulative eligible capital” — ITA 14(5), 248(1); “depreciable property” — 
ITA’ 13(21), 248(1); “disposed” —ITA 248(1)“disposition”; “disposition” — ITA 
248(1); “eligible capital expenditure” —ITA 14(5), 248(1); “fiscal period’ —ITA 
249.1; “inventory” —ITA 248(1); “month” — Interpretation Act 35(1); “office” — 
ITA 248(1); “Part I liability’ — Reg. 808(2)(n)(i); “person”, “prescribed”, “pro- 
perty” —ITA 248(1); “province” — Interpretation Act 35(1); “provincial tax liabil- 
ity” — Reg. 808(2)(0)(i); “qualified investment in property in Canada at the end of the 
fiscal period” — Reg. 808(5); “qualified investment in property in Canada at the end of 
the year” — Reg. 808(2), (4); “resident in Canada” — ITA 250; “share”, “taxable Ca- 
nadian property” — ITA 248(1); “taxable capital gain” — ITA 38(a), 248(1); “taxable 
income earned in Canada” —ITA 248(1); “taxation year” —ITA 249. 
Interpretation Bulletins [Reg. 808]: IT-137R3: Additional tax on certain corpora- 
tions carrying on business in Canada. 


809. Reduction of certain amounts to be deducted or with- 
held — (1) Subject to subsection (2), where a non-resident person 
(in this section referred to as the “payee’’) has filed with the Min- 
ister the payee’s required statement for the year, the amount other- 
wise required by subsections 215(1) to (3) of the Act to be deducted 
or withheld from any qualifying payment paid or credited by a per- 
son resident in Canada (in this section referred to as the “payer’’) to 
the payee in the year and after the required statement for the year 
was so filed is hereby reduced by the amount determined in accor- 
dance with the following rules: 


(a) determine the amount by which 


(i) the amount that would, if the payee does not make an 
election in respect of the year under section 217 of the Act, 
be the tax payable by the payee under Part XIII of the Act on 
the aggregate of the amounts estimated by him in his re- 
quired statement for the year pursuant to paragraph (a) of the - 
definition “required statement” in subsection (4), 


exceeds 


(ii) the amount that would, if the payee makes the election 
referred to in subparagraph (i), be the tax payable (on the as- 
sumption that no portion of the payee’s income for the year 
was income earned in the year in a province) by the payee 
under Part I of the Act on his estimated taxable income cal- 
culated by him in his required statement for the year pursuant 
to paragraph (b) of the definition “required statement” in 
subsection (4), 


(b) determine the percentage that the amount determined under 
paragraph (a) is of the aggregate of the amounts estimated by 
him in his required statement for the year pursuant to paragraph 
(a) of the definition “required statement” in subsection (4), 
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(c) where the determination of a percentage under paragraph (b) 
results in a fraction, disregard the fraction for the purposes of 
paragraph (d), 


(d) multiply the percentage determined under paragraph (b) by 
the amount of the qualifying payment, 


and the product obtained under paragraph (d) is the amount by 
which the amount required to be deducted or withheld is reduced. 


Forms: NRS: Application by a non-resident of Canada for a reduction in the amount 
of non-resident tax required to be withheld; NR7-R: Application for refund of non- 
resident tax withheld. 


(2) Subsection (1) does not apply to reduce the amount to be de- 
ducted or withheld from a qualifying payment if, after the qualify- 
ing payment has been paid or credited by the payer, the aggregate 
of all qualifying payments that the payer has paid or credited to the 
payee in the year would exceed the amount estimated, in respect of 
that payer, by the payee in his required statement for the year pursu- 
ant to paragraph (a) of the definition “required statement’ in sub- 
section (4). 


(3) Where a payee has filed with the Minister a written notice indi- 
cating that certain information or estimates in the payee’s required 
statement for the year are incorrect and setting out the correct infor- 
mation or estimates that should be substituted therefor or where the 
Minister is satisfied, that certain information. or estimates in a 
payee’s required statement for the year are incorrect and that the 
Minister has the correct information or estimates that should be sub- 
stituted therefor, for the purposes of making the calculations in sub- 
section (1) with respect to any qualifying payment paid or credited 
to the payee after the time when he has filed that notice or after the 
time when the Minister is so satisfied, as the case may be, the incor- 
rect information or estimates shall be disregarded and the required 
statement for the year shall be deemed to contain only the correct 
information or estimates. 


(4) In this section, 


“qualifying payment” in relation to a non-resident person means 
any amount 


(a) paid or credited, or to be paid or credited, to him as, on ac- 
count or in lieu of payment of, or in satisfaction of, any amount 
described in paragraph 212(1)(f) or (h) or in any of paragraphs 
212(1)G), (k), (), Gm) or (q) of the Act, and 


(b) on which tax under Part XIII of the Act is, or would be, but 
for an election by him under section 217 of the,Act, payable by 
him; 


“required statement” of a payee for a taxation year means a writ- 
ten statement signed by him that contains, in respect of the payee, 


(a) the name and address of each payer of a qualifying payment 
in the year and, in respect of each such payer, an estimate by the 
payee of the aggregate of such qualifying payments, and 


(b),a calculation by him of his estimated taxable income earned 
in Canada for the year, on the assumption that he makes the 
election in respect of the year under section 217 of the Act, and 
such information as may be necessary for the purpose of esti- 
mating such income. 


History: Para. (a) of “qualifying payment” substituted by P.C. 1981-2208, s. 3, August 
19, 1981, Canada Gazette, Part II, September 9, 1981, applicable with respect to pay- 
ments made after 1979. 


Definitions [Reg. 809]: “amount”, “Minister”, “non-resident” —ITA 248(1); 
“payee”, “payer” — Reg. 809(1); “person” — ITA 248(1); “province” — Interpreta- 
tion Act 35(1); “qualifying payment”, “required statement” — Reg. 809(4); “resident in 
Canada” — ITA 250; “taxable income” — ITA 248(1); “taxable income earned in Can- 
ada” —ITA 248(1); “taxation year’ —ITA 249; “written” — Interpretation Act 


35(1)“writing”. 


$10. [Repealed] 


History: S. 810 repealed by P.C. 2009-1869, s. 8, November 19, 2009, Canada Ga- 
zette, Part II, December 9, 2009, applicable after June 27, 1999. 


Reg. 
S. 810 


PART IX — [REPEALED] 


History: Part IX repealed by P.C. 2002-2169, s. 13, December 12, 2002, Canada Ga- 
zette, Part II, January 1, 2003, effective January 1, 2003. 


Paras. 900(2)(f), 900(15)(f), amended by P.C. 1994-1817, s. 48, November 1, 1994, 
Canada Gazette, Part Il, November 30, 1994. 


Paras. 900(2)(a), (b) and (d.1), (Sa), (6)(a) and (b), (8)(a), (10)(a), (b), (12)(a), (13)(a), 
(b), subsec. 900(14), amended, by P.C. 1994-1132, s. 1, July 4, 1994, Canada Gazette, 
Part II, July 27, 1994. 


Subsecs. 900(7), (15)-(18) added by the said P.C. 1994-1132, subsecs. 1(5), (12). 


Paras. 900(11)(a). to (c) substituted for paras. (a) to (d), by the said P.C. 1994-1132, 
subsec. 1(8). : ey 


Paras. 900(2)(b), (3)(b), (4)(a), ()(b), (8)(a), (10)(b), (13)(b), and. subpara. (2)(i) 
amended, (2)(i.1) added, by P.C. 1993-1043, s..1, May 25, 1993, Canada, Gazette, Part 
II, June 16, 1993. 


Former subsec. 900(7) revoked by the said P.C. 1993-1043, subsec. 1(6). 


Paras. 900(2)(b), (d), (d.1), (3)(b), (4)(b), subsecs. 900(5), (11), that portion of subsec. 
900(6) preceding para. (a), and para. (b), paras. 900(7)(a), (e), (8)(a), (10)(b), (c), 
amended by P.C. 1992-290, s. 1, February 20, 1992, Canada Gazette, Part Il, March 
11, 1992. 


That portion of subsec. 900(9) preceding para. (b) amended and para. (d) added by the 
said P.C. 1992-290, subsecs. 1(11), (12). 


That portion of subsec. 900(12) preceding para. (b) amended by the said P.C. 1992- 
290, subsec. 1(15). 


That portion:of subsec. 900(13) preceding: para. (a) amended by the said P.C. 1992- 
290, subsec. 1(16). 


Subsec. 900(14) substituted for subsecs. (14) to (16) by the said PC. 1992-290, subsec. 
1(17). 


Paras. 900(7)(c), (9)(b) amended by PC. 1991-2540, s. 8, December 16, 1991, Canada 
Gazette, Part II, January 15, 1992, applicable after 1985. 


Paras. 900(2)(b), (10)(b) amended by P.C. 1991-731, subsecs. 1(1), (2), April 18, 1991, 
Canada Gazette, Part II, May 8, 1991. 


Paras. 900(2)(b), (10)(b) amended, paras. 900(11)(a), (a.1) transposed, and (a) 
amended, by P.C. 1991-50, subsecs. 1(1)-(3), January 17,1991, Canada Gazette, Part 
Il, January 30, 1991. 


Paras. 900(2)(b), (d), (7)(b), (8)(a), (10)(b), (c), (11)(a), (12)(a) substituted, (11)(a.1), 
(12)(a.1) added, by .P.C. 1989-1257, s. 1, June 29, 1989, Canada.Gazette, Part II, July 
19, 1989. 


That portion of subsec. 900(3) preceding para. (a) substituted by the said P.C. 1989- 
1257, subsec. 1(3). 


Subsecs. 900(5); (14) substituted by the said P.C. 1989-1257, subsecs. 1(4), (10). 


Paras. 900(2)(b), (d), (d.1), (10)(b), (12)(a), and subsec. 900(14) substituted by P.C. 
1988-590, subsecs. 1(1)-(5), March 30, 1988, Canada Gazette, Part II, April 27, 1988. 


Paras. 900(2)(b), (d), (d.1), (f) to’ (h) substituted, (i), (j) added, by P.C. 1987-1477, 
subsecs. 1(1) to.(3), July 30, 1987, Canada Gazette, Part II, August 19, 1987. 


Subsecs. 900(3), (8), (11) substituted by the said P.C. 1987-1477, subsecs. 1(4), (10), 


| (14). 


Para. 900(6)(b) substituted and (d) added by the said P.C. 1987-1477, subsecs. 1(5), 
(6). 

All that portion of subsec. 900(7) preceding para. (c) substituted, (c.1) and (e) added, 
by the said P.C. 1987-1477, subsecs. 1(7) to '(9). 


All that portion of subsec. 900(9) preceding para. (b) substituted by the said P.C. 1987- 
1477, subsec. 1(11). 

Para. 900(10)(b) substituted, (e) added, by the said P.C. 1987-1477, subsecs. 1(12), 
(13). 

Subsecs. 900(12) to (15), former (16) added by P.C. 1987-1477, subsec: 1(14), July 30, 
1987, Canada Gazette, Part II, August 19, 1987. 

Paras. 900(2)(b), (10)(b), substituted by P.C. 1986-924, subsecs. 1(1), (4), April 17, 
1986, Canada Gazette, Part II, April 30, 1986. 

Subsecs. 900(5), (6) substituted, subsec. 900(11) added, by the said P.C. 1986-924, 
subsecs. 1(2), (3), (5). 

Paras. 900(2)(b), (d) substituted by P.C. 1985-3529, December 5, 1985, Canada Ga- 
zette, Part Il, December 25, 1985. 

Paras. 900(2)(b), 900(10)(b), subsec. 900(5) substituted by P.C. 1984-1980, June 7, 
1984, Canada Gazette, Part II, June 27, 1984. 

Paras. 900(2)(a), 900(6)(a) and (b) substituted by P.C. 1983-3188, subsecs. 1(1), (2), 
October 13, 1983, Canada Gazette, Part II, October 26, 1983. 

Subsec. 900(5) substituted by P.C. 1983-3015, s. 1, September 29, 1983, Canada Ga- 
zette, Part II, October 12, 1983. 


Para. 900(2)(b) substituted by P.C. 1982-2895, s. 1, September 22, 1982, Canada Ga- 
zette, Part II, October 13;'1982, effective commencing September 20, 1982. 
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All that portion of subsec. 900(4) preceding para. (a) substituted by P.C. 1982-2138, 
July 15, 1982, Canada Gazette, Part II, July 28, 1982. 


Paras. 900(2)(b), (d), (7)(a), (9)(a) substituted, (2)(d.1) added, by P.C. 1981-1680, sub- 
secs. 1(1)-(4), June 18, 1981, Canada Gazette, Part II, July 8, 1981. 

Subsec. 900(S) substituted by P.C. 1980-2949, s. 1, October 30, 1980, Canada Gazette, 
Part II, November 12, 1980. 

Subsec. 900(11) revoked by P.C. 1980-2080, July 31, 1980, Canada Gazette, Part TI, 
August 13, 1980. 

Paras. 900(2)(a), (h) substituted, 900(10)(e) revoked, by P.C. 1980-541, s. 1, February 
20, 1980, Canada Gazette, Part II, March 12, 1980. 


All that portion of subsec. 900(4) preceding para. (a) substituted, subsec. 900(11) ad- 
ded, by P.C. 1979-2971, November 1, 1979, Canada Gazette, Part Il, November 14, 
1979, effective January 1, 1980. 


Part IX was consolidated by the Consolidated Regulations of Canada, chapter 945, pro- 
claimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Gazette, 
Part II, August 8, 1979. 


All that portion of subsec. 900(6) preceding para: (a) substituted by P.C. 1978-3628, 
November 30, 1978, Canada Gazette, Part II, December 13, 1978, effective February 
k-1979. 


Subsec. 900(10) added by P.C. 1978-3118, October 12, 1978, Canada Gazette, Part II, 
October 25, 1978. 


Para. 900(2)(b), subsec. 900(5) substituted by P.C. 1978-2532, August 9, 1978, Canada 
Gazette, Part II, August 23, 1978. 


PART X — ELECTION IN RESPECT OF 
DECEASED TAXPAYERS 


History: Part X was consolidated by the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 14, 1979, by P.C. 1979-1934, July 19, 1979, Canada 
Gazette, Part If, August 8, 1979. 


1000. Property dispositions — (1) Any election under subsec- 
tion 164(6) of the Act shall be made by the legal representative of a 
deceased taxpayer by filing with the Minister the following 
documents: 


(a) a letter from the legal representative specifying 


(i) the part of the one or more capital losses from the disposi- 
tion of properties, if any, under paragraph 164(6)(c) of the 
Act, and 


(ii) the part of the amount, if any, under paragraph 164(6)(d) 
of the Act 


in respect of which the election is made; 


(b) where an amount is specified under subparagraph (a)(i), a 
schedule of the capital losses and capital gains referred to in par- 
agraph 164(6)(a) of the Act; 


(c) where an amount is specified under subparagraph (a)(ii), 


(i) a schedule of the amounts of undepreciated capital cost 
described in paragraph 164(6)(b) of the Act, 


(ii) a statement of the amount that, but for subsection 164(6) 
of the Act, would be the non-capital loss of the estate for its 
first taxation year, and 


(iil) a statement of the amount that, but for subsection 164(6) 
of the Act, would be the farm loss of the estate for its first 
taxation year. 
History: That portion of subsec. 1000(1) preceding para. (b) substituted, and paras. 
(d), (e) revoked, by P.C. 1988-390, s. 5, March 3, 1988, Canada Gazette, Part Il, 
March 16, 1988, applicable with respect to deaths occurring after December 31, 1984, 
except that the documents referred to in subsec. 1000(1) may be filed before September 
14, 1988. 
Subpara. 1000(1)(c)(iii) added by P.C. 1985-2277, s. 1, July 24, 1985, Canada Gazette, 
Part Il, August 7, 1985, applicable to 1983 et seg. except that, for the purposes of 
subsec. 1000(2), the statement referred to in subpara. 1000(1)(c)(iii) may be filed at 
any time before November 6, 1985. 


(2) The documents referred to in subsection (1) shall be filed not 
later than the day that is the, later of 


(a) the last day provided by the Act for the filing of a return that 
the legal representative of a deceased taxpayer is required or has 
elected to file under the Act in respect of the income of that de- 
ceased taxpayer for the taxation year in which he died; and 


Income Tax Regulations 


(b) the day the return of the income for the first taxation year of 
the deceased taxpayer’s estate is required to be filed under para- 
graph 150(1)(c) of the Act. 
Definitions [Reg. 1000]: “amount”? —ITA 248(1); “capital gain” —ITA 39(1), 
248(1); “disposition” —ITA 248(1); “estate” — ITA 104(1), 248(1); “farm loss” — 
ITA 111(8), 248(1); “legal representative”, “Minister? —ITA 248(1); “non-capital 
loss” —=ITA 111(8), 248(1); “taxation year” —ITA 249; “taxpayer? —ITA 248(1); 
“undepreciated capital cost” — ITA 13(21), 248(1). 


1000.1 Realization of [deceased employee’s] options — (1) 
An election under subsection 164(6.1) of the Act shall be made by 
the legal representative of a deceased taxpayer by filing with the 
Minister a letter from the legal representative setting out the 
following: _ 


(a) the amount of the benefit referred to. in subparagraph 
164(6.1)(a)(i) of the Act; 


(b) the value of the right, and the amount paid for the right, re- 
ferred to in subparagraph 164(6.1)(a)(ii) of the Act; 


(c) the deducted amount, 
164(6.1)(a)Gii) of the Act; and 


(d) the amount of the loss referred to in paragraph 164(6.1)(b) of 
_ the Act. 


(2) The letter shall be filed not later than the day that is the later of 


(a) the last day provided by the Act for the filing of a return that 
the legal representative of a deceased taxpayer is required or has 
elected to file under the Act in respect of the income of that de- 
ceased taxpayer for the taxation year in which he or she died, 
and 


referred to in subparagraph 


(b) the day the return of the income for the first taxation year of 
the deceased taxpayer’s estate is required to be filed under para- 
graph 150(1)(c) of the Act. 


History: S. 1000.1 added by P.C. 2005-694, s. 4, May 3, 2005, Canada Gazette, Part 
II, May 18, 2005, applicable to deaths occurring after July 13, 1990, except that the 
letter referred to in subsec. 1000.1(2) may be filed before November 15, 2005. 


Definitions [Reg. 1000.1]: “amount” —ITA 248(1); “estate” —ITA 104(1), 


248(1); “legal representative”, “Minister” — ITA 248(1); “taxation year” —ITA 249; 
“taxpayer” — ITA 248(1). 


1001. Annual instalments — Any election by a deceased tax- 
payer’s legal representative under subsection 159(5) of the Act shall 
be made by filing with the Minister the prescribed’ form on or 
before the day on or before which payment of the first of the “equal 
consecutive annual instalments” referred to in that subsection is re- 
quired to be made. 
Definitions [Reg. 1001]: “legal representative”, “Minister”, “prescribed”, “tax- 
payer” —ITA 248(1). 

Forms: T2075: Election to defer payment of income tax, under subsection 159(5) by a 
deceased taxpayer’s legal representative or trustee. 


PART Xl — CAPITAL COST ALLOWANCES 


Related Provisions [Part XI]: ITA 20(1.1) — Definitions in ITA 13(21) apply to 
regulations. 


History [Part XI]: Part XI was consolidated by the Consolidated Regulations of 
Canada, chapter 945, proclaimed in force August 15, 1979, by P.C., 1979-1934, July. 19, 
1979, Canada Gazette, Part II, August 8, 1979, 


Interpretation Bulletins [Part XI]: IT-285R2: Capital cost allowance — genera 
comments. ‘ 


Forms [Part XI]: T776: Statement of real estate rentals; T777: Statement of employ- 
ment expenses. 


DIVISION | — DEDUCTIONS ALLOWED 


1100. (1) For the purposes of paragraphs 8(1)(j) and (p) and 
20(1)(a) of the Act, the following deductions are allowed in com- 
puting a taxpayer’s income for each taxation year: 
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Division I — Deductions Allowed 


History: That portion of subsec. 1100(1) preceding para.’ (a) substituted by P.C: 1991- 
2272, subsec. 1(1), November 21, 1991, Canada: Gazette, Part I1;,December 4, 1991, 
applicable to 1988 et seq. 


(a) rates — subject to subsection (2), such amount as the tax- 
payer may claim in respect of property of each of the following 
classes in Schedule II not exceeding in respect of property. 


(i) of Class 1, 4 percent, 


Related Provisions; Reg. 1100(1)(a.1), (a.2) — Additional allowances for non-resi- 
dential buildings; Reg. 1100(1)(zc). 


(ii) of Class 2, 6 per cent, 
Related Provisions: Reg. 1101(5i) — Separate class. 
(i) of: Class 3, 5 per cent, 
Related Provisions: Reg: 1100(1)(sb), (zc). 
(iv) of Class 4, 6 per cent, 
(v) of Class 5, 10 per cent, 
(vi) of Class 6, 10 per cent, 
Related Provisions: Reg. 1100(1)(sb), (zc). 
(vii) of Class 7; 15 per cent, 
(viii) of Class 8, 20 per cent, 
Related Provisions: Reg. 1100(1)(sb), (zc). 
(ix) of Class 9, 25'per cent,” 
(x) of Class 10, 30 per cent, 


Related Provisions: Reg. 1100(1)(m) — Additional allowance Lemeriare film or 
video production; Reg. 1100(1)(zc) — Additional allowance — railway expansion and 
modernization ‘property; Reg. 1100(21)— Certified films and video: tapes — limitation 
on-CCA; Reg: | 1100(21.1) —Non-certified films and video, tapes — limitation on 
CCA; Reg. 1101(Sa), (Sk), (Sk.1)— Separate classes for telecommunications space- 
craft, certified productions and Canadian film or video productions. 


(x.1) of Class 10.1, 30 per cent, 
Related Provisions: Reg. 1101(1af) — Separate class. 
(xi) of Class 11,35 per cent, 
(xii) of Class 12, 100 per cent, 
Related Provisions: Reg::1100(1)(1); 1100(21), (21.1), (22). 
(xiii) of Class 16, 40 per cent, 
(xiv) of Class 17, 8 per cent, 
(xv) of Class 18, 60 per cent, 
(xvi) of Class 22;,50 per cent, 
» (xvii) of Class 23, 100 per cent, 
(xviii) of Class: 25, 100 per cent, 
(xix) of Class 26, 5 per. cent, 
(xx) of Class 28, 30 per cent, 
Related Provisions: Reg.: 1100(1)(w), OGE KaNGN 
(xxi) of Class 30, 40 per cent, 
Related Provisions: Reg. 1101(5a) — Separate class. 

“ (xxii) of Class 31, 5 per cent, 
Related Provisions: Reg. 1101(5b) — Separate class. 
(xxiii) of Class 32, 10 per cent, 
Related Provisions: Reg. 1101(5b) — Separate class. 
(xxiv) of Class 33, 15 per cent, 

(xxv) of Class 35, 7 per cent, 
Related Provisions: Reg. 1100(1)(zc). 

(xxvi). of Class. 37, 15 per cent, 

(xxvii) of Class 41, 25 per cent, 
Belated Provisions: Reg. LACIE! (ya). 


Reg. 
S. 1100(1)(a) 


bsevhiis be Class 42, 12 per cent, 
(xxix) of Class 43, 30 per cent, 
(xxix. 1)! of ‘Class 43.1, 30 per cent, 
(xxix.2) of Class 43.2, 50 per ‘cent, 
(xxx) of Class 44, 25 per cent, 
(xxxi).of Class, 45, 45 per cent; 
(xxxii) of Class 46, 30 per cent, 
'\(xxxiii) of Class 47; 8 per cent, 
(xxxiv) of Class 48, 15 per cent, 
(xxxv) of Class 49, 8 per cent, 


(xxxvi) of Class 50, 55 per cent, 
Related Provisions: Reg. 1100(20.1), (20.2) — Limitation on claiming computer 
tax' shelter property. 
(xxxvii) of Class 51, 6 per cent, and 
(XXXvVill) of Class 52, 100 per cent, 
Related Provisions: Reg. 1100(20.1), (20.2) — Limitation on claiming computer 
tax shelter property. 
of the undepreciated capital cost to the Giigiyer as of the end of 
othe taxation year (before making any deduction under this: sub- 
section for the taxation year) of property of the class; 
Related Provisions [Reg. 1100(1)(a)]: Reg. 1100(2)—Half-year rule; Reg. 


1100(3), — ‘Short taxation year; Reg. 1700— CCA rates for farming or. fishing pro- 
perty. acquired before 1972. See also.list at end of Reg. 1100(1). 

History: Subpara. 1100 )(a)(xxxviii) added by P.C. 2009-660, subsec: 1(1); April 30, 
2009, Canada Gazette, Part II, May 13,2009, applicable in respect of | Property ac- 
quired after January 27, 2009. 

The opening words, of para. 1100(1)(a) amended to substitute “the taxpayer’ for “he” 
by P.C. 2009-581, subsec. 1(1), April 23, 2009, Canada Gazette, Part I, May 13, 2009, 
deemed in force on March 19, 2007. 

Subparas. ;1100(1)(a)(xxxvi) and (xxxvii).added by the said P.C. 2009-581, subsec. 
1(2), deemed in force on March 19, 2007. 


The closing words of para. 1100(1)(a) amended to substitute “the taxpayer” for “him” 


| by the said P.C. 2009-581, subsec. 13), deemed i in force on’ March 19, 2007. 


Subpara. 1100(1)(a)(xxix. 2) added by P.C. 2006-439, ciibweks 1), June 1, 2006, Can- 


| ada Gazette, Part II, June 14, 2006, deemed in force on February 23, 2005. 
| Subparas. 1100(1)(a)(xxxiii), (xxxiv) and (xxxy) added by the said P.C. 2006-439, sub- 


sec. 1(2), deemed in force on February 23, 2005. 

Subparas. 1100(1)(a)(xxxi) and (xxxii) added by P.C. 2005-2286, subsec. 1(1), Decem- 
ber 6, 2005, Canada Gazette, Part Il, December 28, 2005, deemed in oN on March 
23, 2004. 

Subpara. 1100(1)(a)(xxix.1) added by P.C. 1997-1033, subsec. 1(1), July 25, 1997, 
Canada Gazette, Part Il, August 20, 1997, applicable after February 21, 1994. 
Subpara.\1100(1)(a)(xxx) added by P.C. 1994-231; subsec. 1(1), February 10, 1994, 
Canada’ Gazette, Part Il, February 23, 1994, applicable to property aa after April 
26,1993. 


Subpara. 1100(1)(a)(xxix) added by P.C. 1994-230; :s. 1, Felizubay 10; 1994, Canada 


| Gazette, Part Il, February 23, 1994, applicable to property acquired after February 25, 


1992S 


Subpara. 1100(1)(a)(xxviii) added by P.C. 1994-139, subsec. 2(1), January 27, 1994, 
Canada Gazette, Part Il, February 9,:1994, applicable to property acquired by’ a‘tax- 
payer after December 23; 1991, other than property acquired pursuant to an agreement 
in writing. entered into by the taxpayer before December 24, 1991, except.that, where 
the taxpayer so elects in a letter filed with the Minister of National Revenue before 
August 9, 1994, or in a letter that is attached to the taxpayer’s return of income for the 
taxpayer’s ‘first’ taxation year’ ending after December 23, 1991, then subpara. 
1100(1)(a)(xxviii) applies to property ‘acquired by the taxpayer after the beginning of 
that year. 

Subpara. 1100(1)(a)(x: ) addea by the said P.C. 1991-2272, subsec. 1(2), applicable to 
taxation years and fiscal periods commencing after June 17, 1987 that end after 1987. 
Subpara. 1100(1)(a)(xxvii) added by P.C. '1989-2464; subsec.' 1(1), December 14, 
1989,: Canada Gazette, Part II, January 3, 1990, applicable to 1988 et seq. 

That portion of para. 1100(1)(a) preceding subpara. (i) substituted by P.C. 1983-1083, 
subsec.1(1),; April 14, 1983, Canada Gazette, Part II, April'27,:1983, applicable in 
respect of property (other than property described«in Class 31 of Schedule II or para- 
gtaph.(n) of Class 12 of that schedule) acquired or disposed of after November.12, 
1981, property described in the said Class 31 acquired or disposed of after 1981 and 
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property described in paragraph (n) of the said Class 12 acquired or disposed of after 
1982. 


Subpara. 1100(1)(a)(xxvi) added by P.C. 1982-599, subsec. 1(1), February 25, 1982, 
Canada Gazette, Part Il, March 10, 1982. 

Subpara. 1100(1)(a)(xix) substituted by P.C. 1979-1488, subsec. 1(1), May 17, 1979, 
Canada Gazette, Part Il, June 13, 1979. 


That portion of para. 1100(1)(a) following subpara. (xxv) substituted by P.C. 1978- 
1315, subsec. 3(1), April 20, 1978, Canada Gazette, Part Il, May 10, 1978. 


Interpretation Bulletins [Reg. 1100(1)(a)]: IT-285R2: CCA — General com- 
ments; IT-521R: Motor vehicle expenses claimed by self-employed individuals; IT- 
522R: Vehicle, travel and sales expenses of employees. 


Information Circulars [Reg. 1100(1)(a)]: 84-1: Revision of capital cost allowance 
claims and other permissive deductions. 


(a.1) Class 1 — where a separate class is prescribed by subsec- 
tion 1101(5b.1) for a property of a taxpayer that is a building 
and at least 90 per cent of the floor space of the building is used 
at the end of the taxation year for the manufacturing or process- 
ing in Canada of goods for sale or lease, such amount as the 
taxpayer may, claim not exceeding six per cent of -the un- 
depreciated capital cost to the taxpayer of the property of that 
class as of the end of the taxation year (before making any de- 
duction under this subsection for the taxation year); 
Related Provisions: Reg. 1100(1)(a.2) — Other non-residential buildings; Reg. 
1102(23), (24) — Additions and alterations to buildings; Reg. 1102(25) — Building 
under construction on March 19, 2007; Reg. 1104(2)“eligible non-residential build- 
ing” — Definition; Reg. 1104(9) — Meaning of “manufacturing or processing”. 
History: Para. 1100(1)(a.1) added by P.C. 2009-581, subsec. 1(4), April 23, 2009, 
Canada Gazette, Part Il, May 13, 2009, applicable to property acquired after March 18, 
2007. 


(a.2) where a separate class is prescribed by subsection 
1101(5b.1) for a property of a taxpayer that is a building, at least 
90 per cent of the floor space of the building is used at the end 
of the taxation year for a non-residential use in Canada and an 
additional allowance is not allowed for the year under paragraph 
(a.1) in respect of the property, such amount as the taxpayer may 
claim not exceeding two per cent of the undepreciated capital 
cost to the taxpayer of the property of that class as of the end of 
the taxation year (before making any deduction under this sub- 
section for the taxation year); 

Related Provisions: Reg. 1102(23), (24) — Additions and alterations to. buildings; 


Reg. 1102(25) — Building under construction on March 19, 2007; Reg. 1104(2)“eligi- 
ble non-residential building” — Definition. 


History: Para. 1100(1)(a.2) added by P.C. 2009-581, subsec. 1(4), April 23, 2009, 
Canada Gazette, Part Il, May 13, 2009, applicable to property acquired after March 18, 
2007. 


(b) Class 13 — such amount as the taxpayer may claim in re- 
spect of the capital cost to the taxpayer of property of Class 13 
in Schedule II, not exceeding 


(i) where the capital cost of the property, other than property 
described in subparagraph (2)(a)(v), (vi) or (vii), was in- 
curred in the taxation year and after November 12, 1981, 50 
per cent of the amount for the year calculated in accordance 
with Schedule III, and 


(ii) in any other case, the amount for the year calculated in 
accordance with Schedule III, 


and, for the purposes of this paragraph and Schedule III, the cap- 
ital cost to a taxpayer of a property shall be deemed to have been 
incurred at the time at which the property became available for 
use by the taxpayer; 

Related Provisions: Reg. 1102(4), (5)— Improvements or alterations to leased 

properties; Reg. 1700(4) — Property of a farmer owned since before 1972. 

History: Para. 1100(1)(b) substituted by P.C. 1994-139, subsec. 2(2), January 27, 


1994, Canada Gazette, Part II, February 9, 1994, applicable to property acquired after 
1989. 


Subpara. 1100(1)(b)(i) amended by P.C. 1991-465, subsec. 1(1), March 14, 1991, Can- 
ada Gazette, Part Il, March 27, 1991, applicable in respect of taxation years ending 
after April 26, 1989. 

Para. 1100(1)(b) substituted by P.C. 1983-1083, subsec. 1(2), April 14, 1983, Canada 
Gazette, Part Il, April 27, 1983, applicable in respect of property (other than property 
described in Class 31 of Schedule II or paragraph (n) of Class 12 of that schedule) 
acquired or disposed of after November 12, 1981, property described in the said Class 
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31 acquired or disposed of after 1981 and property described in paragraph (n) of the 
said Class 12 acquired or disposed of after 1982. 


Interpretation Bulletins: IT-324: CCA — Emphyteutic lease (archived); IT-464R: 
CCA — Leasehold interests. 


(c) Class 14 — such amount as he may claim in respect of pro- 
perty of Class 14 in Schedule II not exceeding the lesser of 


(i) the aggregate of the amounts for the year obtained by ap- 
portioning the capital cost to him of each property over the 
life of the property remaining at the time the cost was in- 
curred, and 


(ii) the undepreciated capital cost to him as of the end of the 

taxation year (before making any deduction under this sub- 

section for the taxation year) of property of the class; 
Related Provisions: Reg. 1100(1)(a)(xxx)— 25% CCA rate for certain, patents; 


Reg. 1100(3) — Short taxation year rule does not apply to Reg. 1100(1)(c); Reg. 
1100(9) — Patents. 


Interpretation Bulletins: IT-143R3: Meaning of eligible capital expenditure; IT- 
477: CCA — Patents, franchises, concessions and licences. 


(d) in lieu of double depreciation — such additional 
amount as he may claim not exceeding in the case of property 
described in each of the classes in Schedule II, the lesser of 


(i) one-half the amount that would have been allowed to him 
in respect of property of that class under subparagraph 
6(n)(ii) of the Income War Tax Act if that Act were applica- 
ble to the taxation year, and 


(ii) the undepreciated capital cost to him as of the end of the 
taxation year (before making any deduction under this para- 
graph for the taxation year) of property of the class; 


(e) timber limits and cutting rights — such amount as he 
may claim not exceeding the amount calculated in accordance 
with Schedule VI in respect of the capital cost to him of a pro- 
perty, other than a timber resource property, that is a timber 
limit or a right to cut timber from a limit; 

Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 


1100(1)(e); Reg. 1101(3) — Separate class; Reg. 5202“‘cost of capital’(a), 5204“cost of 
capital”(a) — Manufacturing and processing credit. 


Interpretation Bulletins: IT-481: Timber resource property and timber limits. 


(f) Class 15 — such amount as he may claim not exceeding the 

amount calculated in accordance with Schedule IV, in respect of 

the capital cost to him of property of Class 15 in Schedule II; 
Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 
1100(1)(f); Reg. 1102(7) — River improvements; Reg. 1102(17) — Recreational pro- 
perty; Reg. 5202“cost of capital”(a), 5204“cost of capital”(a) — Manufacturing and 
processing credit. 


(g) industrial mineral mines — such amount as he may 
claim not exceeding the amount calculated in accordance with 
Schedule V in respect of the capital cost to him of a property 
that is an industrial mineral mine or a right to remove industrial 
minerals from an industrial mineral mine; 
Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 
1100(1)(g); Reg. 1101(4) — Separate class; Reg. 1104(3) — “Industrial mineral mine”; 
Reg. 3900 — Deduction for mining taxes; Reg. 5202‘‘cost of capital’(a), 5204‘‘cost of 
capital”(a) — Manufacturing and processing credit. 


Interpretation Bulletins: IT-423: Sale of sand, gravel or top soil (archived); IT-492: 
Industrial mineral mines. 


(h) [Revoked] 


History: Para. 1100(1)(h) and heading revoked by P.C. 1978-1315, subsec. 3(2), April 
20, 1978, Canada Gazette, Part II, May 10, 1978. 


(i) additional allowances — fishing vessels — such addi- 
tional amount as he may claim in the case of property of a sepa- 
rate class prescribed by subsection 1101(2) not exceeding the 
lesser of 


(i) the amount by which the depreciation that could have 
been taken on the property, if the Orders in Council referred 
to in that subsection were applicable to the taxation year, ex- 
ceeds the amount allowed under paragraph (a) in respect of 
the property, and 
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(ii) the undepreciated capital cost to him as of the end of the 
taxation year (before. making any deduction under this para- 
graph for the taxation year) of property of the. class; 


Interpretation Bulletins: IT-267R2:.CCA — vessels. 
Gg), (k) [Repealed] 


History [Reg. 1100(1)(j), (k)]: Paras. 1100(1)G), (k) repealed by P.C. 1995-775, 
subsec. 1(1), May 16,1995, Canada Gazette, Part I, May 31, 1995, applicable to pro- 
perty acquired on or after May 31, 1995. 


(1) additional allowances — certified productions — 
such additional amount as he may claim in respect of property 
for which a separate class is prescribed by subsection 1101(5k) 
not exceeding | the lesser of 


(i) the aggregate of his income fos the year from that pro- 
perty and from property described in paragraph (n) of Class 
12 in Schedule II, determined before making any deduction 
under this paragraph, and _ 


(ii) the undepreciated capital cost to him * property of that 
separate class as of the end of the year before making any 
deduction under this paragraph for the year; 


Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 
110001)Q). 


History: Para. 1100(1)() added by P.C. 1988-2795, subsec. 1(1), December 22, 1988, 
Canada Gazette, Part II, January 18, 1989, applicable in respect of property acquired 
after 1987. 


Former para. 1100(1)(1) and heading revoked by P.C. 1978-1315, subsec. 3(3); April 
20,'1978, Canada Gazette, Part II, May 10, 1978. 


(m) additional allowance — Canadian filme or video pro- 
duction — such additional amount as the taxpayer claims in re- 
spect of property for which a separate class is prescribed by sub- 
section 1101(5k.1) not exceeding the lesser of 


(i) the taxpayer’s income forthe year from the property, de- 
termined before making any deduction under this. paragraph, 
and 


(ii) the undepreciated capital cost to the taxpayer of the pro- 
perty of that separate class at the end of the year (before 
making any deduction under this paragraph for the year and 
computed without reference to subsection (2)); 


History: Para. 1100(1)(m) added by P.C. 2005-698, subsec. 1(1), May. 3,:2005, Can- 
ada Gazette, Part II, May 18, 2005, applicable to 1995 et seg. 


Former para. 1100(1)(m) and heading revoked by P.C. 1978-1315, siibsdel 3(3), apr 
20, 1978, Canada Gazette, Part Il, May 10, 1978. 


(n) Class 19 — where the taxpayer is a corporation that had a 
degree of Canadian ownership in the taxation year, or is an indi- 
vidual who was resident in Canada in the taxation year for not 
less than 183 days, such amount as he may claim in respect of 
property of Class 19 in Schedule II that was acquired in a partic- 
ular taxation year not exceeding the lesser of 


(i) 50 per cent of the capital cost thereof to him, and 


(ii) the amount by which the capital cost thereof to him ex- 
ceeds the aggregate of the amounts deducted in respect 
thereof in computing his income for previous taxation years, 


but the aggregate of amounts deductible for 'a:taxation year in 
respect of property acquired in each of the particular taxation 
years, under this paragraph, shall not exceed. the undepreciated 
capital cost to him as of the end of the taxation year (before 
making any deduction under ‘this subsection for oth taxation 
year) of property of the class; 


Related Provisions: Reg. 1100(1)(0). 


(0) [Class 19] — where the taxpayer is not entitled to make a 
deduction under paragraph (n) in computing his income for a 
taxation year, such amount as he may claim in respect of pro- 
perty of Class 19 in Schedule II not exceeding 20 per cent of the 
undepreciated capital cost to him as of the»end of the taxation 
year (before making any deduction under this subsection for the 
taxation year) of property of the class; 
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'(p) Class 20 — such amount as he may claim in respect of pro- 
perty of Class 20 in Schedule II that was acquired. in a particular 
taxation year not exceeding the lesser of 


(i) 20: per cent of the capital cost thereof to him, and 


(ii) the, amount by which.the capital cost thereof to him ex- 
ceeds the aggregate of the amounts deducted in respect 
thereof in computing his income for previous, taxation years, 


but the aggregate of amounts deductible for a taxation year in 
respect of property acquired in each of the particular taxation 
years, under this paragraph, shall not exceed the undepreciated 
capital cost to him as of the end of the taxation year (before 
making any deduction under this subsection for the taxation 
year) of property of the class; 


(q) Class 21 — such amount as he may claim in respect of pro- 
perty of Class 21 in Schedule II that was acquired in a particular 
taxation year not exceeding the lesser of 


(4), 50 per cent of the capital cost thereof to him, and 


(ii) the amount by which the capital cost thereof to him ex- 
ceeds the aggregate of the, amounts deducted in respect 
thereof in computing his income for previous taxation years, 


but the aggregate of amounts deductible for a taxation year in 
respect of property acquired in each of the particular taxation 
years, under this paragraph, shall not exceed the undepreciated 
capital cost to him as of the end ofthe taxation year (before 
making any deduction under this subsection for the taxation 
year) of property of the class; 


(r), (S),.. (Sa) [Revoked] ; 
History: Paras. 1100(1)(x), (s), (sa) revoked by P.C. 1978-1315, subsec. 3(4), April 20, 
1978, Canada Gazette, Part II, May 10, 1978. 

(sb) additional allowances — grain storage facilities — 


such additional amount as he may claim in respect of property 
included in Class 3, 6 or 8 in Schedule II 


-(i) that is 


(A) a grain elevator situated in that part of Canada that is 
defined in section 2 of the Canada Grain Act as the 
“Eastern Division”. the principal use of which 


(1). is the receiving of grain directly from producers for 
storage or forwarding or both, 


(II). is the receiving’ and storing of grain for direct 
manufacture or processing into other products, or 


(IIL) has been certified by the Minister of Agriculture 
to be the receiving of grain that has not been officially 
inspected or weighed, 


(B) an addition to a grain elevator described in clause (A), 


(C) fixed machinery installed in a grain elevator in re- 
spect of which, or in respect of an addition to which, an 
additional amount has been or may be claimed under this 
paragraph, 

(D) fixed machinery, designed for the purpose of drying 
grain, installed in a grain elevator described in clause (A), 


(E). machinery designed for, the purpose of drying grain 
on a farm, or 


(F) a building or.other structure designed ‘for the purpose 
of storing grain on a farm, 


(ii) that was acquired by the taxpayer in the taxation year or 
in one of the three immediately preceding taxation years, at a 
time that was after April 1, 1972 but before August 1, 1974, 
and 


(iii) that was not used for any purpose. whatever before it was 
acquired by the taxpayer, 


not exceeding the lesser of 


(iv) where the property is included in Class 3, 22 per cent of 
the capital cost thereof, where the property is included in 
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Class 6, 20 per cent of the capital cost thereof or where the 
property is included in Class 8, 


(A) 14 per cent of the capital cost thereof in the case of 
property referred to in clause (i)(C), (D) or (F), and 


(B) 14 per cent of the lesser of $15,000 and the capital 
cost thereof in the case of property described in clause 
(i)(E), and 


(v) the undepreciated capital cost to him as of the end of the 
taxation year (before making any deduction under this para- 
graph for the taxation year) of property of the class; 


(t) Classes 24, 27, 29 and 34 — for the taxation year that 
includes November 12, 1981, such amount as he may claim in 
respect of property of each of Classes 24, 27, 29 and 34 in 
Schedule II not exceeding the aggregate of 


(i) 50 per cent of the lesser of 


(A) the capital cost to him of all designated property of 
the class acquired by him in the year, and 


(B) the undepreciated capital cost to him of property of 
the class as of the end of the year (computed as if no 
amount were included in respect of property, other than 
designated property of the class, acquired after November 
12, 1981 and before making any deduction under this par- 
agraph for the year), 


(ii) the amount, if any, by which the amount determined 
under clause (i)(B) in respect of the class exceeds the amount 
determined under clause (i)(A) in respect of the class, and 


(iii) the lesser of 


(A) 25 per cent of the capital cost to himof all property, 
other than designated property, of the class acquired by 
him in the year, and 


(B) the undepreciated capital cost to him of property of 
the class as of the end of the year (before making any 
deduction under this paragraph for the year); 


Related Provisions: Reg. 1100(24) — Specified energy property: 


(ta) [Classes 24, 27, 29 and 34] — for taxation years com- 
mencing after November 12, 1981, such amount as he may 
claim in respect of property of each of Classes 24, 27, 29 and 34 
in Schedule II not exceeding the aggregate of 


(i) the aggregate of 
(A) the lesser of 


(I) 50 per cent of the capital cost to him of all desig- 
nated property of the class acquired by him in the 
year, and 


(II) the undepreciated capital cost to him of property 
of the class as of the end of the year (before making 
any deduction under this paragraph for the year and, 
where any of the property referred to in subclause (1) 
was acquired by virtue of a specified transaction, com- 
puted as if no amount were included in respect of pro- 
perty, other than designated property of the class ac- 
quired by him in the year), and 


(B) 25 per cent of the lesser of 


(I) the undepreciated capital cost to him of property of 
the class as of the end of the year (computed as if no 
amount were included in respect of designated pro- 
perty of the class acquired by him in the year and 
before making any deduction under this paragraph for 
the year), and 


(II) the capital cost to him of all property, other than 
designated property, of the class acquired by him in 
the year, and 
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(ii) the lesser of 
(A) the amount, if any, by which 
(I) the undepreciated capital cost to him of property of 


the class as of the end of the year (before making any 
deduction under this paragraph for the year) 


exceeds 


(II) the capital cost to him of all property of the class 
acquired by him in the year, and 


(B) an amount equal to the aggregate of 


(I) 50 per cent of the capital cost to him of all property 
of the class acquired by him in the immediately pre- 
ceding taxation year, other than designated property of 
the class acquired in a specified transaction, and 


(II) the amount, if any, by which the amount deter- 
mined under clause (A) for the year with respect to the 
class exceeds the aggregate of 75 per cent of the capi- 
tal cost to him of all property, other than designated 
property, of the class acquired by him in the immedi- 
ately preceding taxation year and 50 per cent of the 
capital cost to him of designated property of the class 
acquired by him in the immediately preceding taxation 
year, other than designated property of the class ac- 
quired in ‘a specified transaction, 


and for the purposes of this paragraph and paragraph (t), “desig- 
nated property” of a class means 


(iii) property of the class acquired by him before November 
13, 1981, 


(iv) property deemed to be designated property of the class 

by virtue of paragraph (2.1)(g) or (2.2)(j), and 

(v) property described in subparagraph (2)(a)(v), (vi) or (vii), 
and, for the purposes of this paragraph, 


(vi) “specified transaction” means a transaction to which sub- 
section 85(5), 87(1), 88(1), 97(4) or 98(3) or (5) of the Act 
applies, and 
(vii) subject to paragraph (2.2)(j), a property shall be deemed 
to have been acquired by a taxpayer at the time at which the 
property became available for use by the taxpayer; 
Related Provisions: Reg. 1100(2.2)(j); Reg. 1100(24) — Specified energy property. 
History: That portion of para. 1100(1)(ta) following subpara. (iv) substituted by P.C. 
1994-139, subsec. 2(3), January 27, 1994, Canada Gazette, Part II, February 9, 1994, 
applicable to property acquired after 1989. 
Subpara. 1100(1)(ta)(v). added by P.C. 1991-465, subsec, 1(2), March 14, 1991, Can- 
ada Gazette, Part II, March 27, 1991, applicable in respect of taxation years ending 
after April 26, 1989, _ 


The heading preceding para. 1100(1)(t) and para. 1100(1)(t) substituted and para. 
1100(1 (ta) added by P.C. 1983-1083, subsec. 1(3), April 14, 1983, Canada Gazette, - 
Part II, April 27, 1983, applicable in respect of taxation years ending after November 
12, 1981. 


Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-336R: CCA — Pollution control pro- 
perty (archived). 

(u) [Revoked] 
History: Para. 1100(1)(u) revoked by P.C. 1978-1315, subsec. 3(5), April 20, 1978, — 
Canada Gazette, Part II, May 10, 1978. 

(v) Canadian vessels — such amount as the taxpayer may 

claim in respect of property that is 

(i) a vessel described in subsection 1101(2a), 


(ii) included in a separate prescribed class because of subsec- 
tion 13(14) of the Act, or 


(iii) a property that has been constituted a prescribed class by 
subsection 24(2) of Chapter 91 of the Statutes of Canada, 
1966-67, 

not exceeding the lesser of 
(iv) where the property, other than property described in sub- 
paragraph (2)(a)(v), (vi) or (vil); was acquired in the taxation 
year and after November 12, 1981, 16 % per cent of the capi- 
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tal cost thereof to the taxpayer and, in any other case, 33 3 
per cent of the capital cost thereof to the taxpayer, and 


(v) the undepreciated capital cost to ‘the taxpayer as of the 

end of the taxation year (before making any deduction under 

this paragraph for the taxation year) of property of the class, 

and, for the purposes of subparagraph (iv), a property shall be 

deemed to have been acquired by a taxpayer at the time at which 

the property became available for use by the taxpayer for the 
purposes of the Act; 

History: Para. 1100(1)(v) and its heading were pore by eubsee, 2(4) of P.C. 1994- 

139, January 27, 1994, Canada Gazette, Part II, February 9; 1994, the heading and 


subpara. (i) applicable with respect to property acquired after July 13, 1990, the rest 
applicable with respect to property acquired after 1989. 


Subpara. 1100(1)(v)Giv) amended: by P.C. 1991-465, subsec. 1(3), March 14,,1991, 
Canada Gazette, Part II, March 27, 1991, applicable in reser of taxation years ied 
after April 26, 1989. 


All that portion of para. 1100(1)(v) prokedailé subpara. (v) substituted by P.C. 1983- 
1083, subseéc. 1(4), April 14, 1983, Canada Gazette, Part Il, April 27, 1983, applicable 
in respect of property (other than property described in Class 31 of Schedule II or para- 
graph (n) of Class 12 of that schedule) acquired or disposed of after November 12, 
1981, property described in the said Class 31 acquired or disposed of after'1981 and 
property described in paragraph (n) of the said Class 12 acquired or eked of after 
1982. 


Interpretation Bulletins: IT-267R2: CCA — Vessels. 

Advance Tax Rulings: ATR-52: Accelerated rate of CCA for vessels. 
(va) additional allowances — offshore drilling ves- 
sels — such additional amount as he may claim in respect of 
property for which a separate class is prescribed by subsection 
1101(2b) not exceeding 15 per cent of the undepreciated capital 
cost to him of property of that class as of the end of the taxation 
year (before making any deduction under this subsection for the 
taxation year); Cie peas 

Interpretation Bulletins: IT-267R2:' CCA — vessels. 


(w) additional allowances — Class 28 — subject to section 
1100A, such additional amount as he may claim in respect of 


property described in Class 28 acquired for the purpose of gain- 


ing or producing income froma mine or in respect of property 
acquired for the purpose of gaining or producing income from a 
mine and for which a separate class is prescribed oe reget 
1101(4a), not exceeding the lesser of 
(i) the taxpayer’s income for the year from the mine, before 
making any deduction under, this paragraph, paragraph (x), 
(y) or (ya), section 65, 66, 66.1, 66.2 or 66.7 of the Act or 
section 29 of se, dnegiue Tax bid Rules, and. 


(ii) the finde picéiaied capital cost to tit of property of that 
class as of the end of the taxation year (before making any 
deduction under this paragraph for the taxation year); 
Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 
1100(1)(w); Reg. 1104(5), (6.1) — Income from a mine. 


History: Subpara. 1100(1)(w)(i) amended by P.C. 2007-114, subsec. 1(1), February i 
2007, Canada Gazette, Part II, February 21, 2007, applicable to taxation years. that 
begin after 2006. 

Subpara. 1100(1)(w)G) amended. by P.C. 1999- 629, subsec. 1(1), April 15, 1999, Can- 
ada Gazette, Part Il, April 28, 1999, applicable to taxation years that begin after 1996, 


Subpara. 1100(1)(w)(i) amended by P.C. 1994-1817; s. 48, November 1, 1994, Canada 
Gazette, Part II, November 30, 1994. 


Subpara. 1100(1)(w)(i) substituted by P.C. 1989-2464, subsec. 1(2),:December 14, 
1989, Canada Gazette, Part II, January 3, 1990, applicable to 1988 et seq. 


Reg. 
S. 1100(1)(y) 


That portion of: para.1100(1)(w) preceding subpara.-(i)' thereof ‘substituted by. P.C. 
1985-465, s. 1, February 14, 1985, Canada Gazette, Part. II; March’6, 1985. 
(x) subject’to section 1100A; ‘such ‘additional amount as he may 
claim in respect of property acquired for the purpose of gaining 
“or producing income from more than one mine and for which a 
separate class is prescribed by subsection iS havegthg not exceed: 
“ing the lesser of 
(i) the taxpayer’s income for the year from the mines, before 
making any deduction under this paragraph, paragraph (ya), 
~ section 65, 66, 66.1, 66.2 or 66.7 of the Act or section 29 of 
the Income Tax Application Rules, and 


- (ii) the undepreciated capital.cost to him of property of that 
class as of the end of the taxation year (before making any 
deduction under this paragraph for the taxation year); 


Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 


1100(1)(x);. Reg. 1104(5), (6) 2 dncoms from a _ mine; Reg. 1104(7) — 


Interpretation. 

History: Subpara. 1100(1)(x)G) Areuiod by P.C. 2007-114, subsec. 1(2), February 1, 
2007, Canada Gazette, Part II, Oat! 21, 2007, Cyaan to taxation years that 
begin after 2006. 


Subpara. 1100(1)(x)@), amended : P.C, 1999-629; subsec. 1(2), April 15, 1999, Can- 
ada Gazette, Part II, April 28, 1999, applicable to taxation. years that begin after 1996. 


Subpara. 1100(1)(x)@) amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part Il, November 30, 1994. 


Subpara. 1100(1)(x)@) substituted by P.C. 1989-2464, subsec. 1G), December 14, 
1989, Canada Gazette, Part II, January 3, 1990, applicable to 1988 et seq. 
(y) additional allowances — Class 41 — such additional 
amount as the taxpayer may claim in respect of property ac- 
quired for the purpose of gaining or producing income from a 
mine and for which a separate class is prescribed by subsection 
1101(4c), not exceeding the lesser of 
(i) the taxpayer’s income for the year from the mine, before 
making any deduction under this paragraph, paragraph (x) or 
(ya), section 65, 66, 66.1, 66:2 or 66.7 of the Act or section 
29 of the Income Tax Application isi and 


(ii) the undepreciated capital cost to the taxpayer of property 
of that class as of the end of the taxation year (computed 
without reference to subsection (2) and before making any 
deduction under this paragraph for the taxation year); 
Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 
1100(1)(y); . Reg. 1104(5), (6.1)—Income from a mine; Reg. 1104(7) — 
Interpretation. 
History: Subpara. 1100(1)(y)(i) amended ee PC, 2007-114, subsec. 1(3), February 1, 
2007,. Canada Gazette, Part II, February 21, 2007, applicable to taxation years that 
begin after 2006. 


Subpara. 1100(1)(y)G) amended by P.C: 1999-629; subsec. 1(3), April 15, 1999, Can- 
ada Gazette, Part Il, April 28, 1999, applicable to taxation years that begin after 1996. 
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Reg. 


S. 1100(1)(y) Income Tax Regulations, Part XI 


Subpara. 1100(1)(y)() amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part II, November 30, 1994. 

Subpara., 1100(1)(y)(ii) amended by, P.C., 1992-2335, Sch, I, subsec. 1(1),; November 
19, 1992, Canada Gazette, Part Il, December 2, 1992, applicable to 1988 et seq. 
Para. 1100(1)(y) added by P.C. 1989-2464, subsec. 1(4), December 14, 1989, Canada 
Gazette, Part Il, January 3, 1990, applicable to 1988 et seq. 

The heading preceding para. 1100(1)(y) and para. 1100(1)(y) revoked by. P.C,,1983- 
1083, subsec. 1(5), April 14, 1983, Canada Gazette, Part II, April 27, 1983, applicable 
in respect of taxation years ending after November 12, 1981: 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


Proposed Addition — Reg. 1100(1)(y.1) 
(y.1) additional allowances — Class 41.1 — such addi- 
tional amount as the taxpayer may claim in respect of property 
acquired for the purpose of gaining or producing income from 
a mine and for which a separate class is prescribed by subsec- 
tion 1101(4e), not exceeding the amount determined by the 
formula 


AXxB 
where 
A is the lesser of 


(i) the taxpayer’s income for the year from the mine, 
before making any deduction under this paragraph, par- 
agraph (x), (y), (ya) or (ya.1), section 65, 66, 66.1, 66.2 
or 66.7 of the Act or section 29 of the sien 7 Be 
plication Rules, and 


(ii) the undepreciated capital cost to the taxpayer of pro- 
perty of that class as of the end of the taxation year _ 
computed 


(A) without reference to subsection (2), — 


(B) after making any deduction under paragraph (a) 
for the taxation year, and 


(C) before making any deduction under this 
paragraph; _ | 
B is the percentage that is the total of 


(i) that proportion of 100% that the number of days in 
the taxation year that are before 2011 is of the number 
of days in the taxation year, 


(ii) that proportion of 90% that the number of. dees in 
the taxation year that are in 2011 is of the number of 
days in the taxation year, 


(iii) that proportion of 80% that the number of days in 
the taxation year that are in 2012 is o sot ee of 
days in the taxation year, : 


(iv) that proportion of 60% that the — of days in 
the taxation year that are in 2013 is of the number = 
days in the taxation year, and _ 


(v) that proportion of 30% that the number of Ae in 
the taxation year that are in an) is of the number of 
days in the taxation year; 


Application: The May 3, 2010 draft regulations (oil sands bien. subsec. 1(5), 
will add para. 1100(1)(y.1), applicable to taxation years that end after March 18, 
2007. 


Technical Notes: New paragraph 1100(1)(y.1) is added to the Regulations conse- 
quential to the introduction of new Class 41.1. This paragraph provides for the grad- 
ual phase-out of the accelerated capital 2 cost allowance (CCA), during the period 
2011 to 2015, applicable to oil sands property that is single mine property and for 
which a separate class is prescribed by new subsection 1101(4e). 


Under current rules, accelerated CCA is available in the form of an additional allow- 
ance which supplements the regular 25% CCA rate. It allows a taxpayer to deduct, in 
computing income for a taxation year, up to 100% of the undepreciated capital ‘cost 
of the properties included in the separate Class 41, not exceeding the taxpayer’s in- 
come for the year from the mine (calculated after deducting the regular CCA). 


Oil sands property acquired after March 18, 2007 is generally included in new’ CCA 
Class 41.1. New subsection 1101(4e) prescribes a separate class for single mine 
properties that are included in paragraph (a) of Class 41.1. Properties included in 
paragraph (a) of new Class 41.1 remain eligible for the accelerated CCA until 2010. 
Beginning in 2011, the accelerated CCA is phased out and the amount of the addi- 


tional allowance will be reduced each year, regardless of whether the constraint is the 
income from the mine or the amount of the undepreciated capital cost. The percent- 
age allowed, as accelerated CCA, in each calendar year will be 90% in 2011, 80% in 
2012, 60% in 2013 and 30% in 2014 of the amount otherwise allowable as acceler- 
ated CCA. No accelerated CCA will be allowed after 2014 and only the sic 25% 
CCA rate will apply after 2014. 

Federal Budget, Supplementary ‘ntorwetee. March 19, 2007: hepete ted 
Capital Cost Allowance for Oil Sands 


Currently, most machinery, equipment and structures used to produce income from a 
mine or an oil sands project, including buildings and community infrastructure _re- 
lated to worker accommodations, are eligible for a capital cost allowance (CCA) rate 


of 25% under Class 41 of Schedule II to the Income Tax Regulations. This rate also’ 
applies to assets owned by a mineral resource owner that are used in the initial. 


processing of ore from the mineral resource or in upgrading of bitumen (the oil sands 
product) from that mineral resource into synthetic crude oil. 


In addition to the regular CCA deduction, an accelerated CCA [Reg. 1100(1)(y) — ~ 


ed.] has been provided since 1972 for assets acquired for use in new mines, including 
oil sands mines, as well as assets acquired for major mine expansions (i.e. those that 
increase the capacity of a mine by at least 25%). In 1996, this accelerated CCA was 
extended to in-situ oil sands projects (which use oil wells rather than mining tech- 


nigues to extract bitumen) by deeming them to be mines. This change ensured that. 


both. types of oil sands projects are accorded the same CCA treatment. The 1996 
changes also extended the accelerated CCA to expenditures on eligible assets ac- 


quired in a taxation year for use in a mine or oil sands project, to the extent that the 


cost of those assets exceeds 5% of the gross revenue for the year from the mine or 
project. 


The accelerated CCA takes the form of an additional allowance that supplements the 
regular CCA claim. Once an asset is available for use, the taxpayer is entitled to 


deduct CCA at the regular rate. The additional allowance allows the taxpayer to de- 
duct in computing income for a taxation year up to 100%. of the remaining cost of the 
eligible assets, not exceeding the taxpayer’s income for the year from. the project 
(calculated after deducting the regular CCA). This accelerated CCA provides a finan- 
cial benefit by effectively deferring taxation until ‘the cost of capital et ip has been 
recovered out of project earnings. 


This incentive helped to offset some of the risk associated with early investments in 
the oil sands and contributed to the development of this strategic resource, Over time, 


however, technological developments and changing economic conditions have led to 


major investments that have moyed the sector to a point where the majority of Can- 
ada’s oil production will soon come from oil sands. Asa result, this nah e treat- 
ment is no longer required. 


As outlined below under “Accelerated Capital Cost Allowance for Clean Energy 
Generation” [see under Reg. Sch. II:Cl. 43.2 — ed.], the existing provision that en- 
courages industries including the oil sands to invest in equipment that generates en- 
ergy more efficiently or by using renewable energy sources will be extended to 
equipment acquired before 2020 and expanded to cover additional applications. Go- 
ing forward, the Government commits to identify additional areas where accelerated 
CCA and other measures can be used to help industries like the oil sands invest in 
promising new clean energy technologies like carbon capture and storage. 


Budget 2007 proposes to phase out the accelerated CCA for oil sands projects — 
both mining and in-situ: The regular 25% CCA rate will remain in place. ~ 


To the extent that the accelerated CCA for.oil sands projects induces incremental oil 
sands development that could contribute to environmental impacts, such as green- 
house gas emissions, air and water contaminants, water usage, and disturbance of 
natural habitats and wildlife, these hi could hors reduce such incremental 
impacts. 


To provide stability, and in recognition of the long time lines invetveds in some oil 
sands projects, the following transitional relief will be provided: 


* the accelerated CCA will continue to be available in full for; 
_ = assets acquired before March 19, 2007, and 


_ — assets acquired before 2012 that are part ofa project phase on which major 


construction began before March 19, 2007; and 


* for other assets, the additional accelerated allowance will be gradually “phased 


down over the period from 2011 to 2015 (when it will be eliminated), according 
to the schedule set out below. 


Full Accelerated CCA 


As noted, the accelerated CCA will continue to be ayailable in full fon waa ac- 
quired by the taxpayer before March 19, 2007. It will also be available for assets 
acquired by the taxpayer before 2012 that are required to complete a project phase on. 


which major construction by or on behalf of the taxpayer began before March’ A 


2007. 


A project phase is either the initial phase of a new project or a discrete expansion of 


an existing project. A phase refers to the installation of a group of assets which, when ~ 
brought into use, results in a distinct increase in average daily output. A phase will — 


generally be considered to be complete when the first incremental production related ~ 


to that phase (other than test operations) comes on stream for-a sustained period. 


Major construction on a phase will be considered to have begun when physical — 
fabrication or installation has begun on, or the taxpayer has acquired, buildings, | 
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structures or machinery and equipment in east 


as before March 19, 


ca 


sy Regular Class 41 CCA d 
(3) UCC remaining [(1) - (2)] 
(4) Income from the project fer. 
CCA : _ 
e& Additional allowance thecer 


age of the additional Allowance calculated u 
@¢ million) ue 
o itd) UCC — opening balnaces: . 

ar (2). Regular Class 41 CCA. claim > 
. G) UCC remaining ()- Q)| 


_ (4) Income from the paviegt after regular 7 


- existing tules [lesser of (3) and (4)] 


claim (2+ My 
losing balance (a) ~ (8)] 


Tine properties. 


of the major facilities required 


5) Additonal Siownace ee 


6) ioe of allowance sees under — 


Reg. 


Division I — Deductions Allowed S. 1100(1)(ya.1) 


(ya) [property for more than one mine] — such additional 
amount as the taxpayer may claim in respect of property ac- 
quired for the purpose of gaining or producing income from 
more than one mine and for which a separate class is prescribed 
by subsection 1101(4d), not exceeding the lesser of 


(i) the taxpayer’s income for the year from the mines, before 
making any deduction under this paragraph, section 65, 66, 
66.1, 66.2 or 66.7 of the Act or section 29 of the Income Tax 
Application Rules, and 


(ii) the undepreciated capital cost to the taxpayer of property 
of that class as of the end of the taxation year (computed 
without reference to subsection (2) and before making any 
deduction under this paragraph for the taxation year); 
Related Provisions: Reg. 1100(3) — Short taxation year rule does not apply to Reg. 
1100(1)(ya); Reg. 1104(5), (6.1)—Income from a mine; Reg. 1104(7) — 
Interpretation. 
History: Subpara. 1100(1)(ya)(i) amended by P.C. 2007-114, subsec. 1(4), February 1, 
2007, Canada Gazette, Part II, February 21, 2007, applicable to taxation years that 
begin after 2006. 
Subpara. 1100(1)(ya)(i) amended by P.C. 1999-629, subsec. 1(4), April 15, 1999, Can- 
ada Gazette, Part II, April 28, 1999, applicable to taxation years that begin after 1996. 


Subpara. 1100(1)(ya)(i), amended by P.C. 1994-1817, s. 48, November 1, 1994, Can- 
ada Gazette, Part Il, November 30, 1994. 

Para. 1100(1)(ya) added by P.C. 1989-2464, subsec. 1(4), December 14, 1989, Canada 
Gazette, Part II, January 3, 1990, applicable to 1988 et seq. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


Class 41.1— multiple - 
ye as the ee 


ne taxpayer’ s s income for the year fon the mines, 

making any. deduction under this paragraph, par- 
h (ya), section 65, 66, 66.1, 66.2 or 66.7 of the Act 
ection 29 of the Income Tax Application Rules, and 


) the undepreciated capital cost to the taxpayer of pro- 


oh puied 
: (A) without reference “ pubeeiion (2), 
(B) after making any deduction under ecco @) 
for the taxation year, and to 
(Cc) before — m in nae : his 
 patagraph; . — 
3 is the percentage. that is the total of 
_ (i) that proportion of 100% that the Aumibed of days in 
the taxation year that are before 2011 is of the number 
of days in the taxation year, 
Gb that -proporti of 90% that the number of days in 
the taxation y hat are in 2011 is of the number of 
_ days in the taxation \ ee 
(ii) that Proportion of 80% that the oe of days in 
ation year that are in 2012 is of the number of 
the taxation year, * 


ortion of 60% that ‘the number of days i in 
year that are in 2013 is of the nya ber of 
ation year, and - 
that proportion 30% that the imber of days in 
taxation year that are in 2014 is of the number of 
days in the taxation year; : 
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perty of that class as of the end of the taxation year 
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Reg. 
S. 1100(1)(ya.1) 


Application: The May 3, 2010 draft regulations (oil sands projects), subsec. 1(6), 
will add para. 1100(1)(ya.1), ibaa to taxation: 7 that end iia 18, 
2007. 1 oS 


Technical Notes: New paragraph 110001)¢ya.1) i is added to me Regulations conse- 
quential to the introduction of new Class 41.1. This paragraph provides for the grad- 
ual phase-out of the accelerated capital cost allowance (CCA), during the period 
2011 to 2015, applicable to oil sands property that is a multiple mine. property 4 and for 
which a separate class is prescribed by new subsection 1014H. : 


Under current rules, accelerated CCA is availabln§ in the form of an ap Sane allow- 
ance which supplements the regular 25% CCA rate. It allows a taxpayer to deduct, in 
computing income for a taxation year, up to 100% of the undepreciated capital cost 
of the properties included in the separate Class 41, not exceeding the taxpayer’s in- 
come for the year from the mine (calculated after ne a de at — CCA). 


Oil sands property acquired after March 18, 2007 is g 
Class 41.1. New subsection 11014) prescribes a sepé 


properties that are included in paragraph (a) of Class 41.1. Properties included in e 
paragraph (a) of new Class 41.1 remain eligible for the accelerated CCA until 2010. 
Beginning in 2011, the accelerated CCA is phased out and the amount of the addi- 


Income Tax Regulations, Part XI 


History: Para. 1100(1)(z.1b) added by P.C. 1994-139, subsec. 2(5), January 27, 1994, 
Canada Gazette, Part Il, February 9, 1994, applicable to property acquired after De- 
cember 6, 1991. 


(z.lc) [railway property] — where throughout the taxation 
year the taxpayer was a common carrier that owned and oper- 
ated a railway, such additional amount as the taxpayer may 
claim in respect of property for which a separate class is pre- 
scribed by subsection 1101(5d.2), not exceeding six percent of 
the undepreciated capital cost to the taxpayer of property of that 
class as of the end of the year (before making any deduction 
under this subsection for the year); 


Related Provisions: Reg. 1103(2i) — Election to include Class 7(h) property in 
Class 35. 


tional allowance will be reduced each year, 1 regardless of whether the constraint is the. “ 


income from the multiple mines or the amount of the undepreciated capital cost. Th 


percentage allowed, as accelerated CCA, in each calendar year will be 90% in 2011 


80% in 2012, 60% in 2013 and 30% in 2014 of the amount otherwise allowable 
accelerated CCA. No accelerated CCA will be aowes after oy _ “- me re 
lar 25% CCA rate will apply after 2014. 


Federal Budget, Supplementary ultge March 19, 2007: Se under 


Reg. 1100(1)(y.1). 


Related Provisions: Reg. 1100(1)y. 1) = Additional ‘aioe 
properties. 


(z) additional allowances — railway cars — such addi- 
tional amount as the taxpayer may claim in respect of property 
for which a separate class is prescribed by paragraph 
1101(5d)(c) not exceeding eight per cent of the undepreciated 
capital cost to the taxpayer of property of that class as of the end 
of the taxation year (before making any deduction under this 
subsection for the taxation year); 


History: Para. 1100(1)(z) amended by P.C. 1991-465, subsec. 1(4), March 14, 1991, 
Canada Gazette, Part Il, March 27, 1991, applicable after April 26, 1989. 


(z.1a) [additional allowance — railway cars] — such addi- 
tional amount as the taxpayer may claim in respect of property 
for which a separate class is prescribed by paragraph 
1101(5d)(d), (e) or (f), not exceeding six per cent of the un- 
depreciated capital cost to the taxpayer of property of that class 
as of the end of the taxation year (before making any deduction 
under this subsection for the taxation year); 


Related Provisions: Reg. 1103(2i) — Election to include Class 7(h) property in 


Class 35. 


History: Para. 1100(1)(z.1a) added by P.C. 1991-465, subsec. 1(5), March 14, 1991, 


Canada Gazette, Part Il, March 27, 1991, applicable 


(a) in respect of property acquired by a taxpayer after April 26, 1989 for rent or 
lease to another person; 


(b) to the 1990 and subsequent taxation years in respect of property acquired by a 
taxpayer before April 27, 1989 for rent or lease to another person, except that the 
reference to “six” in para. 1100(1)(z.1a) shall be read as a reference to “7 in respect 
of the 1990 taxation year, to “7 '/;” in respect of the 1991 taxation year, to “7” in 
respect of the 1992 taxation year, to “6 */” in respect of the 1993 taxation year, and 
to “6'/” in respect of the 1994 taxation year; and 


(c) in respect of property acquired by a taxpayer after February 2, 1990, other than 
(i) property acquired for rent or lease to another person, 


(ii) property acquired pursuant to an agreement in writing entered into before 
February 3, 1990, or 


(iii) property under construction by or on behalf of the axpaye! before Febru- 
ary 3, 1990. 


(z.1b) [railway property] — where throughout the taxation 
year the taxpayer was a common carrier that owned and oper- 
ated a railway, such additional amount as the taxpayer may 
claim in respect of property for which a separate class is pre- 
scribed by subsection 1101(5d.1), not exceeding three per cent 
of the undepreciated capital cost to the taxpayer of property of 
that class as of the end of the year (before making any deduction 
under this subsection for the year); 
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History: Para. 1100(1)(z.1c) added by P.C. 2005-2186, s. 1, November 22, 2005, Can- 
ada Gazette, Part Il, December 14, 2005, applicable to property acquired after February 
27, 2000. 


(za) additional allowances — railway track and related 
property — such additional amount as he may claim in respect 
of property for which a separate class is prescribed by subsec- 
tion 1101(5e) not exceeding four per cent of the undepreciated 
capital cost to him of property of that class as of the end of the 
taxation year (before making any deduction under this subsec- 
tion for the taxation year); 


History: Para. 1100(1)(za) added by P.C. 1978-344, s. 1, February 9, 1978, Canada 
Gazette; Part Il, February 22, 1978, effective after March 31, 1977. 


(za.1) [railway track and related property] — where 
throughout the taxation year the taxpayer was a common carrier 
that owned and operated a railway, such additional amount as 
the taxpayer may claim in respect of property for which a sepa- 
rate class is prescribed by subsection 1101(Se.1), not exceeding 
six per cent of the undepreciated capital cost to the taxpayer of 
property of that class as of the end of the year (before making 
any deduction under this subsection for the year); 


History: Para. 1100(1)(za.1) added by P.C. 1994-139, subsec. 2(6), January 27, 1994, 
Canada Gazette, Part II, February 9, 1994, applicable to property acquired after De- 
cember 6, 1991. 


(za.2) [trestles] — where throughout the taxation year the tax- 
payer was a common carrier that owned and operated a railway, 
such additional amount as the taxpayer may claim in respect of 
property for which a separate class is prescribed by subsection 
1101(Se.2), not exceeding five per cent of the undepreciated 
capital cost to the taxpayer of property of that class as of the end 
of the year (before making any deduction under this subsection 
for the year); 


History: Para. 1100(1)(za.2) added by P.C. 1994-139, subsec. 2(6), January 27, 1994, 
Canada Gazette, Part II, February 9, 1994, ‘applicable to property acquired after De- 
cember 6, 1991. 


(zb) [trestles] — such additional amount as he may claim in 
respect of property for which a separate class is prescribed by 
subsection 1101(5f) not exceeding three per cent of the un- 
depreciated capital cost to him of property of that class as of the 
end of the taxation year (before making any deduction under this 
subsection for the taxation year); 


History: Para. 1100(1)(zb) added by P.C. 1978-344, s. 1, February 9, 1978, Canada 
Gazette, Part II, February 22, 1978, effective after March 31, 1977. f 


(zc) additional allowances — railway expansion and 
modernization property — where the taxpayer owns and op- 
erates a railway as a common carrier, such additional amount as 
he may claim in respect of property of a class in Schedule II (in 
this paragraph referred to as “designated property” of the class) 


(i) that is 
(A) included in Class 1 in Schedule II by virtue of para- 
graph (h) or (i) of that Class, 
(B) a bridge, culvert, subway or tunnel included in Class 
1 in Schedule II that is ancillary to railway track and 
grading, 
(C) a trestle included in Class 3 in Schedule II that is an- 
cillary to railway track and grading, 


Reg. 


Division I — Deductions Allowed S. 1100(1) (2g) Gv). 


(D) included in Class 6 in Schedule I by. virtue of para- 
graph (j) of that Class, 


(E) machinery or equipment included in Class 8 in Sched- 
ule II that:is ancillary to 


(I) railway track and grading, or 


(II) railway traffic control or signalling equipment, in- 
cluding switching, « block signalling, ‘interlocking, 
crossing protection, detection, speed control or retard- 
ing equipment, but not including property that is prin- 
cipally electronic equipment or pet software 
therefor, 


(F) machinery or equipment included i in'Class 8 in Sched- 
ule II that 


(1) was acquired essay" for the purpose of main- 
taining or servicing, or 


(II) is ancillary to and used as part of, 


(ii) that proportion of 35 per cent that the number of days in 
the taxation year that are in 1989 is of the number of days in 
the taxation year, 


.. (iii) that proportion, of 30 per cent thatthe number of days in 
the taxation year that are in 1990 is. of. the number of days in 
the taxation year, and 


(iv) that proportion of 25 per cent that the number of days in 
the taxation year that are after 1990 is of the number:of days 
in the taxation year _ 


of the undepreciated capital cost to the taxpayer of property of 

“that class as of the end of the taxation year (before making any 

deduction under this paragraph for the taxation year); 
Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment. 

(zh) Class 40 — such amount as the taxpayer may claim in re- 

- spect. of property of Class 40 in Schedule II not exceeding that 

percentage which is the aggregate of 


a railway locomotive or railway car, 

(G) included in Class 10 in Schedule IL by virtue of sub- 
paragraph (m)(i), (ii) or (iii) of that Class, | 
(H) included. in, Class 28 in Schedule I by. virtue of sub- 
paragraph (d)(ii) of. that Class (other. than property re- 
ferred to in subparagraph (m)(iv) of Class 10), or 

(1) included in Class 35 in Schedule II, 


(ii) that was acquired by him principally for use in or is situ- 
ated in Canada, 

(iii) that was acquired, by him in respect of the. railway in the 
taxation year or in one of the: four immediately preceding 
taxation years, at a time. that was after aR 10, 1978 but 


(i) that proportion of 40 per cent that the number of days in 


the taxation year that are in 1988 is of the number of days in 


the taxation year that are after 1987, 


(ii) that proportion of 35 per cent thatthe numberof days in 
the taxation, year that are in 1989 is of the number of days in 
the taxation year, and 


(iu1) that proportion of 30 per cent that the number of days in 
the taxation year that are in 1990 is of the number of days in 
the taxation year 


of the undepreciated capital cost to the taxpayer of property of 
that class as of the end of the taxation year (before making any 
‘5 deduction under this paragraph forthe taxation year); 


before 1988, and History [Reg. 1100(1)(zd)-(zf)]: Paras. 1100(1)(zd) to (zf) added by P!C. 1989- 


(iv) that was not used for any purpose whatever before it was 
acquired by. him, 


2464, subsec. 1(5), December 14, 1989, Canada Gazette, Part Il, January 3, 1990, ap- 
plicable to 1988 et seq. 


Interpretation Bulletins [Reg. 1100(1)(zf)]: IT-147R3: CCA — Accelerated 


not exceeding the lesser of write-off of manufacturing and processing machinery and equipment. 


(v) six per cent of the aggregate of the capital cost to him of 
the designated property of the class, and 


(vi) the undepreciated capital cost to him as of the-end of the 
taxation year (after making all.deductions claimed by him 
under other provisions of this.subsection for the taxation year 
but before making any deduction under this paragraph for the 
taxation year) of property of the class; 
History: Subpara. 1100(1)(zc)(iii) substituted by P.C, 1984- 2044, s. 1; June 14, 1984, 
Canada Gazette, Part II, June 27, 1984. 


Para. 1100(1)(zc) added by P.C. 1979-1488, subsec. 1(2), May 17,1979; oS ea Ga- 
zette, Part II, June 13, 1979, effective from April 11, 1978. 
(zd) Class 38 — such amount.as the taxpayer may claim in re- 
spect of property of Class 38 in Schedule II not exceeding that 
percentage which is the aggregate of 
(i) that proportion of 40 per cent that the number of days in 
the taxation year that are in 1988 is of the number of days in 
the taxation year that are after 1987, 


(zg) ‘additional’ allowance — year °2000 computer 
hardware and systems software — where the taxpayer 


(i) has elected for the year in prescribed manner, 


(ii) was not in the year a large corporation, as defined in sub- 
section 225.1(8) of the Act, or a partnership any member of 
which was such a corporation in a taxation year that included 
any time that is in the partnership’s year, and 


(iil) acquired Props included in paragraph (f) of Class 10 
in Schedule II 


(A) in the year, 

(B) after 1997 and before November 1999, and 

(C) for the purpose of replacing property that was ac- 
quired before 1998 that has;.a material risk of malfunc- 
tioning because of the change of the calendar year to 2000 


and that is described in paragraph (f) of Class,.10, or para- 
. graph (0) of Class.12, in Schedule II, 


e 
fe) 
= 
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(ii) that proportion of 35 per cent that the number of days in 
the taxation year that are in 1989 is of the number of days in 
the taxation year, and 


such additional amount as the taxpayer claims in respect of all 
property described in subparagraph (iii) not coma the least 
of 


(iii) that proportion of 30 per cent that the number of days in 
the taxation year that are after 1989 is of the saa of days 
in the taxation year 
of the undepreciated capital cost to the taxpayer of property of 
that class as of the end of the taxation year (before: making any 
deduction under this paragraph for the taxation year); 
(ze) Class 39 — such amount as the taxpayer may claim in re- 
spect of property of Class 39 in Schedule I not pope that 
percentage which is the aggregate, of 
(i) that proportion of 40 per cent that the number of days in 
the taxation year that are in 1988 is of the number of days in 
the taxation year that are after 1987, 
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(iv) the amount, if any, by which $50,000 exceeds the total 
of 


(A) the total of all amounts each of which is an amount 
claimed by the taxpayer under this paragraph for a. pre- 
ceding taxation year, 


(B) ‘the total of all amounts each of which is an amount 
claimed by the taxpayer for the year or a preceding taxa- 
tion year under paragraph (zh), and 


(C) the total of all amounts. each of which:is an amount 
claimed under this paragraph or paragraph (zh) by a cor- 
poration for a taxation year in which it was associated 
with the taxpayer, 


Reg. 


S. 1100(1)(zg)(v) 


(v) 85% of the capital cost to the taxpayer of all property 
described in subparagraph (iii), and 


(vi) the undepreciated capital cost to the taxpayer as of the 
end of the year (computed without reference to subsection 
(2) and after making all deductions claimed under other pro- 
visions of this subsection for the year but before making any 
deduction under this paragraph for the year) of property in- 
cluded in Class 10 in Schedule II; and 


I.T. Technical News: 14 (millennium bug expenditures). 


(zh) additional allowance—year 2000 computer 
software — where the taxpayer 


(i) has elected for the year in prescribed manner, 


(ii) was not in the year a large corporation, as defined in 
subsection 225.1(8) of the Act, or a partnership any member 
of which was such a corporation in a taxation year that in- 
cluded any time that is in the partnership’s year, and 


(iii) acquired property included in paragraph (0) of Class 12 
in Schedule II 


(A) in the year, 
(B) after 1997 and before November 1999, and 


(C) for the purpose of replacing property that was ac- 
quired before 1998 that has a material risk of malfunc- 
tioning because of the change of the calendar year to 2000 
and that is described in paragraph (f) of Class 10, or para- 
graph (0) of Class 12, in Schedule II, 


such additional amount as the taxpayer claims in respect of all 
property described in subparagraph (iil) not exceeding the least 


of 


(iv) the amount, if any, by which $50,000 exceeds the total 
of 


(A) the total of all amounts each of which is an amount 
claimed by the taxpayer under this: paragraph for a pre- 
ceding taxation year, 


(B) the total of all amounts each of which is an amount 
claimed by the taxpayer for the year or a preceding taxa- 
tion year under paragraph (zg), and 


(C) the total of all amounts each of which is an amount 
claimed under this paragraph or paragraph (zg) by a cor- 
poration for a taxation year in which it was associated 
with the taxpayer, 


(v) 50% of the capital cost to the taxpayer of all property 
described in subparagraph (iii), and 


(vi) the undepreciated capital cost to the taxpayer as of the 
end of the year (computed without reference to subsection 
(2) and after making all deductions claimed under other pro- 
visions of this subsection for the year but before making any 
deduction under this paragraph for the year) of property in- 
cluded in Class 12 in Schedule II. 


History [Reg. 1100(1)(zg), (zh)]: Paras. 1100(1)(zg) and (zh) added by P.C. 2000- 
1000, subsec. 2(1), June 21, 2000, Canada Gazette, Part II, July 5, 2000, applicable to 
1998 et seq. 


I.T. Technical News: 14 (millennium bug expenditures): 


Related Provisions [Reg. 1100(1)]: Reg. 1100(1.1) — Specified leasing property; 
Reg. 1100(3) — Taxation year less than 12 months; Reg. 1100(11) — Rental proper- 
ties; Reg. 1100(15) — Leasing properties; ITA 20(1.1) — Definitions in ITA 13(21) 
apply to regulations. 


Interpretation Bulletins [Reg. 1100(1)]: See at start of Reg. Part XI. 


Forms [Reg. 1100(1)]: See at start of Reg. Part XI. 


(1.1) [Specified leasing property — limitation] — Notwith- 
standing subsections (1) and (3), the amount deductible by a tax- 
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payer for a taxation year in respect of a property that is a specified 
leasing property at the end of the year is the lesser of 


(a) the amount, if any, by which the aggregate of 


(i) all amounts that would be considered to be repayments in 
the year or a preceding year on account of the principal 
amount of a loan made by the taxpayer if 


(A) the taxpayer had made the loan at the time that the 
property last became a specified leasing property and in a 
principal amount equal to the fair market value of the pro- 
perty at that time, 


(B) interest had been charged on the principal amount of 
the loan outstanding from time to time at the rate, deter- 
mined in accordance with section 4302, in effect at the 
earlier of 


(1) the time, if any, before the time referred to in sub- 
clause (II), at which the taxpayer last entered into an 
agreement to lease the property, and 


(II) the time that the property last became a specified 
leasing property 


(or, where a particular lease provides that the amount paid 
or payable by the lessee of the property for the use of, or 
the right to use, the property varies according to prevail- 
ing interest rates in effect from time to time, and the tax- 
payer so elects, in respect of all of the property that is the 
subject of the particular lease, in the taxpayer’s return of 
income under Part I of the Act for the taxation year of the 
taxpayer in which the particular lease was entered into, 
the rate determined in accordance with section 4302 that 
is in effect at the beginning of the period for which the 
interest is being calculated), compounded semi-annually 
not in advance, and 


(C) the amounts that were received or receivable by the 
taxpayer before the end of the year for the use of, or the 
right to use, the property before the end of the year and 
after the time it last became a specified leasing property 
were blended payments of principal and interest, calcu- 
lated in accordance with clause (B), on the loan applied 
firstly on account of interest on principal, secondly on ac- 
count of interest on unpaid interest, and thirdly on ac- 
count of principal, and 


(11) the amount that would have been deductible under this 
section for the taxation year (in this subparagraph referred to 
as the “particular year”) that includes the time (in this sub- 
paragraph referred to as the “particular time’) at which the | 
property last became a specified leasing property of the tax- 
payer, if 

(A) the property had been transferred to a separate pre-- 

scribed class at the later of 


(1) the beginning of the particular year, and 
(II) the time at which the property was acquired by the 
taxpayer, 
(B) the particular year had ended immediately before the 
particular time, and ; 


(C) where the property was not a specified leasing pro- 
perty immediately before the particular time, subsection 
(3) had applied, 

exceeds 


(iii) the aggregate of all amounts deducted by the taxpayer in 
respect of the property by reason of this subsection before the 
commencement of the year and after the time at which it last 
became a specified leasing property; and 


(b) the amount, if any, by which, 


(i) the aggregate of all amounts that would have been de- 
ducted by the taxpayer under this Part in respect of the pro- 
perty under paragraph 20(1)(a) of the Act in computing the 
income of the taxpayer for the year and all preceding taxation 
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years had this subsection and subsections (11) and: (15) not 
applied, and had the taxpayer, in-each such’ year deducted 
under paragraph 20(1)(a) of the Act the maximum amount 
allowed under this. Part, read without reference to.this sub- 
section. and, subsection (11) and (15),, in, respect. of,.the 
property, ; 

exceeds 


(ii) the total depreciation allowed to the taxpayer before the 
~ commencement of the year in respect of the property. | 
Related Provisions: ITA .16.1—Election to. treat lease as a sale; Reg. 
1100(1.11) — Meaning of ‘ ‘specified leasing property”; Reg. 1100(1. 12), Reg. 4302 

Prescribed rate of interest. 


1.T. Technical Notes: 21 (cancellation of Interpretation Bulletin 1T-233R). 


(1.11) [“Specified leasing property”] — In this section and 
subsection 1101(5n), “specified leasing property” of..a.taxpayer.at 
any time’ means depreciable: property. (other than exempt al aa 
that is 


(a) used at that time by the taxpayer or a person with whom the 
taxpayer does not deal at arm’s length principally for the pur- 
pose of gaining or producing gross revenue that is rent or leasing 
revenue, 


(b) the subject of a lease at that time to.a person with,whom the 
taxpayer deals, at-arm’s length and that,.at the time the lease was 
entered into, was a lease for a term of more than one year, and 


(c). the subject of a lease of property where the tangible property, 
other than exempt property, that was the subject of the lease had, 
at the time the lease was entered into, an aggtegate fair market 
value in excess of $25,000, 


but, for greater certainty, does not include intangible property, or 
for civil law incorporeal property, (including systems software and 
property. referred to in paragraph (w) of Class 10 or paragraph uy or 
(o) of Class 12 in Schedule II). 


Related Provisions: ..Reg... 1100(1.12)-(1.3), 
1101(Sn) — Separate class. 


History: Closing words of subsec. 1100(1.11) amended by P.C. 2010-548, “subsec. 


12(3), April 29, re Canada Gazette, Part II, May 12, 2010, in 1 force on ee 12, 
2010. 


(17.2) — Interpretation; “ 


(1.12) [Specified leasing property — new property] — Not- 
withstanding subsections (1) and (1.1), where, in a taxation year, a 
taxpayer has acquired a property that was not used by the taxpayer 
for any purpose in that year and the first use of the property by the 
taxpayer is a lease of the property in respect of which subsection 
(1,1) applies, the amount allowed to the taxpayer under, subsection 
(1) in respect of the property for the year shall be deemed to be nil. 


(1.13) [Specified leasing property — paiperig rate — ‘For 
the purposes of. this.section, 


(a) “exempt property’”’ means 


(i) general purpose office furniture or rigs: equipment in- 
cluded in Class 8 in Schedule II (including, for greater cer- 

“tainty, mobile office equipment such as cellular telephones 
and pagers) or general purpose electronic data processing 
equipment and ancillary data processing equipment, included 
in paragraph (f) of Class 10 in Schedule II, other than any 
individual piece thereof haying a capital cost to. the taxpayer 
in excess.of $1,000,000, 


(i:1). general-purpose electronic data processing equipment 
and ancillary data processing equipment, included in Class 
45,50 or 52 in Schedule II, other than any individual item of 
that type of equipment having a capital cost to the taxpayer 
in excess of $1,000,000, 


(ii) furniture, appliances, television receivers, radio receivers, 
telephones; furnaces, hot-water heaters and other similar 
properties, designed for residential use, 


(iii) a ‘property that is a motor vehicle that is»designed .or 
adapted primarily to’ carry individuals’ on highways’ and 
streets and that has a seating capacity for not more than the 


Reg. 
S..1100(1.13)(a.2) 


driver and eight passengers, or a motor vehicle of a type 
commonly called a van or pick-up truck, or a similar vehicle, 


(iv) a truck or tractor that is dslened for hauling freight on 
__ highways, 


(v) a trailer that is designed for hauling freight and to be 
hauled under normal operating conditions by a truck or trac- 
tor described in subparagraph (iv), 


(vi) a building or part thereof included in Class 1, 3, 6, 20, 31 
or 32 in Schedule II (including component parts such as elec- 
tric wiring, plumbing, sprinkler systems, air-conditioning 
equipment, heating equipment, lighting fixtures, elevators 
and escalators) other than a building or part thereof leased 
peamatily to a lessee that is 


(A) a person who is exempt from tax by reason of section 
149 of the Act, 


(B) a person who uses the building in the course of carry- 
ing on a business the income from which is exempt from 
tax under Part I of the Act by reason of any provision of 
the Act, or 


(C) a Canadian government, municipality or other Cana- 
dian public authority, 


who owned the building or part thereof at any time before the 
commencement of the lease (other than at any time during a 
period. ending not later than one year after the later of the 

. date the construction of the building or part thereof was com- 
pleted and the date the building or part thereof was acquired 
by the lessee), 


(vii) vessel mooring space, and 
(viii) property that is included in Class 35 in Schedule II, 


and for the purposes of subparagraph (i), where a property is 
owned by two.or more persons or partnerships, or any combina- 
tion thereof, the capital cost of the property to each such person 
or partnership shall be deemed, to. be the total of all amounts 
each of which is the capital cost of the property to such a person 
or partnership; 


| Addition — R 
standing paragrap 
roperty. that is the 


t the time the lease was entered into, an aggregate ; 
value in excess - ae wks 000 and the lessee of the . 


ae in the course of carrying ; 
e from which is beet from tax 


12 a | a of property where the property 
ect of the lease had an aggregate fair. market — 
he. lease was entered into, not in excess of. 


€ the ease was entered into, an 
| excess of $1, 000, 000. 


sendments), s. 
lat is the sub- 


126, will on ‘paras. 1 100(1. 13)(a. 1) and a 2), applicable t 
ject of a lease entered into after 4:00 p.m. EST March 


Technical Notes (Sept. 10, 2010): Paragraph 1100(1.13)(a) defines ssi) that 
is “exempt property” for the purposes of the specified leasing property rules; which 
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Reg. 
S. 1100(1.13)(a.2) 


may apply to restrict a taxpayer’s deduction of capital cost allowance in respect of 
specified leasing property. Vr, 

New, paragraph 1100(1.13)(a.1) extends the apie of the specified leasing pro- 
perty rules to property leased in certain circumstances, by excluding ‘them from the 
definition of “exempt property”. There are two onmecer for ei pi Be to Be subject 
to new paragraph 1100(1.13)(a.1). 


First, the property must be the subject of a lease te , ete ib 
* a person who is exempt from. tax by reason of section 1? of the Act, 
* a person who uses the | property in the course of carrying on 4 business, the in- 


come from which is exempt from tax tani Part I ll ne oe by eto “ad any 
provision of the Act, 


* a Canadian government, or 


* a person not resident in Canada, except where the se pethcss uses the siebeity pri- 
marily in the course. of carrying on a business in Canada that is not a treaty- 
protected business. 


Second, the property must have, at the time the lease was s entered into, a naibeune 
fair market value in excess of $1, 000,000. 

New paragraph 1100(1. 13)(a. 2) is an anti-avoidance rule ‘that ‘applies i it may be 
reasonable to conclude that one of the main reasons for the existence of two or more 
leases is to meet the $1,000,000 aes and thus avoid the application of para- 
graph (a.1). : 
Federal Budget, Sa piemveriary information, Mi rch Ay 2010: Specified 
Leasing Property Rules 


Arrangements to acquire and finance depreciable assets can have varying ih impli- 
cations depending upon how the arrangement is structured. A taxp ) 
money from a financial institution to finance the acquisition, putting the property up 
as security for the loan, or lease the ee from a sarees institution that acquired 


that they result in title to the asset being i in different hands: in the case of a fee - 
financial institution holds the ok whereas in shee case oF a loan the ie Vexpayer holds 


this title. 


termine who may claim capital cost allowance, leases have been 
capital cost allowance deductions from the user of an asset to the perso: financing i its 
acquisition. To seek to neutralize the tax consequences of substituting a lease for a 
loan, the existing Specified Leasing Property rules in the Income Tax Regulations 
effectively recharacterize such a lease from the lessor’s perspective to be a loan, with 
the lease payments received being treated as blended payments of principal and inter- 
est. The rules restrict a lessor’s claim for capital cost allowance on’ the leased pro- 
perty to the lesser of the amount of capital cost allowance that would otherwise be 
deductible and the amount of lease payments ‘received, less a calculation of notional 
interest amount for the year. In effect, the Specified Leasing Property rules put lés- 
sors in the same position as lenders who receive blended Peay ‘of pHasipal ae 
taxable) and interest (taxable). 


The Specified Leasing Property rules contain certain exceptions. In parti cular, itey 
do not apply to short-term leases or to leases of property with a value of less than 
$25,000, since generally such leases provide an immaterial tax benefit or do not, in 
substance, provide financing to the lessee. The rules also include : an Poaceae for 

certain types of property (“exempt property”). — yyy 
Some taxpayers have exploited these exemptions by leasing exempt property, “and | 
claiming capital cost allowance in respect of that property, to a lessee who is not 
subject to Canadian income tax and therefore cannot make use of the capital cost y 
allowance, either because the lessee is tax-exempt or non-resident. A 


Budget 2010 proposes to extend the application of the Specified Leasing Property 
tules to otherwise exempt property that is the subject of a lease to a government or 
other tax-exempt entity, or to a non-resident. However, such a lease will continue 
be exempt if the total value of the property that is the subject of the lease is less than - 
$1 million. In this regard, an anti-avoidance rule will apply if it may reasonably be 


considered that one of the purposes of dividing property (or a class = oe 


among separate leases is to meet the $1 million exception. 


These measures will apply to leases entered into after 4:00 pm Eastern Standard 
Time March 4, 2010. 


(b) property shall be deemed to be the subject of a lease for a 
term of more than one year at any time where, at that time 


(i) the property had been leased by the lessee thereunder, a 
person with whom the lessee does not deal at arm’s length, or 
any combination thereof, for a period of more than one year 
ending at that time, or 


(ii) it is reasonable, having regard to all the circumstances, to 
conclude that the lessor thereunder knew or ought to have 
known that the lessee thereunder, a person with whom the 
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lessee does not:deal at arm’s length, or any combination 
‘thereof, would lease the property for more than one year; and 


(¢) for the purposes of paragraph (1.11)(c), where it is reasona- 
ble, having regard to all the circumstances, to conclude that one 
of the main reasons for the existence of two or more leases was 
to avoid the application of subsection (1.1) by reason of each 
such lease being a lease of property where the tangible property, 
other than exempt property, that was the subject of the lease had 
an aggregate fair market value, at the time the lease was entered 
into, not in excess of $25,000, each such lease shall be deemed 
to be a lease of tangible property that had, at the time the lease 
was entered into, an aggregate fair market value in excess of 
$25,000. 


Related Provisions: Reg. 1100(1.14); Reg. 8200 — Prescribed property for leasing 
rules. 


History: Subpara. 1100(1.13)(a)(.1) amended by P.C. 2009-660, subsec. 1(2), April 
30, 2009; Canada Gazette, Part II, May 13, 2009; to substitute “Class 45, 50 or 52” for 
“Class 45 or 50”, applicable in respect of property acquired after January 27, 2009, 


Subpara. 1100(1:13)(a)(i.1) amended. by P.C. 2009-581, subsec. 1(5), April 23, 2009, 
Canada Gazette, Part II, May 13, 2009, to substitute “Class 45 or 50” for “Class 45”, 
applicable to property acquired after March 18, 2007. 


Subpara. 1100(1.13)(a)(i.1) added by P.C. 2005-2286, subsec. 1(2), December 6, 2005, 
Canada Gazette, Part Il, December 28, 2005, deemed in force on March 23, 2004. 


Subpara. 1100(1.13)(a)(iii) amended by P.C. 1994-139, subsec. 2(7), January 27, 1994, 
Canada Gazette, Part Il, February 9, 1994, deemed applicable (by P.C. 2001-1378, s. 
14; August ’1, 2001, Canada Gazette, Part Il, August 15, 2001), notwithstanding P.C. 
1991-465 dated March 14, 1991 and subsec. 35(6) of the Schedule to P.C. 1994-139 
dated January 27, 1994, in respect of leases entered into after 10:00 p.m. EDST, April 
26, 1989, other than leases entered into pursuant to an agreement in writing entered 
into before that time under which the lessee thereunder has the right to require the lease 
of the property, and for these purposes a lease in respect of which a material change has 
been agreed to by the parties to it effective at any particular time that is after 10:00 p.m. 
EDST, April 26, 1989, is deemed to have been entered into at that particular time. 


Subpara. 1100(1.13)(a)(viii) amended by the said P.C. 1994-139, subsec, 2(8), applica- 
ble to property acquired after December 23, 1991, other than property acquired by the 
taxpayer before 1993 


‘(a) pursuant to an agreement in writing entered into before December 24, 1991, or 


(b) that was under construction by or on behalf of the taxpayer on December 23, 
1991. 


(1.14) [Specified leasing property — election] — For the pur- 
poses of subsection (1.11) and notwithstanding subsection (1.13), 
where a taxpayer referred to in subsection (16) so elects in the tax- 
payer’s return of income under Part I of the Act for a taxation year 
in respect of the year and all subsequent taxation years, all of the 
property of the taxpayer that is the subject of leases entered into in 
those years shall be deemed not to be exempt property for those 
years and the aggregate fair market value of all of the tangible pro- 
perty that is the subject of each such lease shall be deemed to have 
been, at the time the lease. was entered into, in excess of $25,000. 


(1.15) [Specified leasing property—term of more than . 
one year] — Subject to subsection (1.16) and for the purposes of 
subsection (1.11), where at any time a taxpayer acquires property 
that is the subject of a lease with a remaining term at that time of 
more than one year from a person with, whom the taxpayer was 
dealing at arm’s length, the taxpayer shall.be deemed to have en- 
tered into a lease of the property at that time fora term.of more than 
one year. 


(1.16) [Specified leasing property — amalgamation] — 
Where, at any time, a taxpayer acquires from a person with whom 
the taxpayer is not dealing at arm’s length; or by virtue of an amal- 
gamation (within the meaning assigned by subsection'87(1) of the 
Act), property that was specified leasing property of the person 
from whom the taxpayer acquired it, the taxpayer shall, for the pur- 
poses of paragraph (1.1)(a) and for the purpose of computing the 
income of the taxpayer in respect of the lease for any period after 
the particular time, be deemed to be the same person as, and. a con- 
tinuation of, that person. 


(1.17) [Specified leasing property — replacement pro- 
perty] — For the purposes of subsections (1.1) and (1.11), where at 
any particular time a property (in this subsection referred to as a 
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“replacement property”) is provided by a taxpayer to a lessee for 
the remaining term of a lease as a replacement for a similar property 
of the taxpayer (in this subsection referred to as the “original pro- 
perty”) that was leased by the taxpayer to the lessee, and the 
amount payable by the lessee for the use of, or the right to use, the 
replacement property is the same as the amount that was so payable 
in respect of the original property, the following rules apply: 


(a) the replacement property shall be deemed to have been 
leased by the taxpayer to the lessee at the same time and for the 
same term as the original property; 


(b) the amount of the loan referred to in clause (1.1) (a) (i) (A) 
shall be deemed to be equal to the amount of that loan deter- 
mined in respect of the original property; 


(c) the amount determined under subparagraph bm 1)(a)(ii) i in re- 
spect of the replacement property shall be deemed to be equal to 
the amount so determined in respect of the original property; 


(d). all amounts received or, receivable. by, the taxpayer for the 
use of, or the right to use, the. original, property, before. the partic- 
ular time shall be deemed to have been received or receivable, as 
the case may be, by the taxpayer for the use of, or the right to 
use, the replacement property; and 


(e) the original property shall. be, deemed to have ceased to be 
subject.to the, lease at the particular time. 


History: Para. 1100(1.17)(b) amended by P.C. 1992-2335, Sch. II, subsec. 1(3), No- 
vember 19, 1992, Canada Gazette Part Il, December 2, 1992, applicable ab initio. 


(1.18) [Specified leasing property — breakdown of pro- 
perty] — For the purposes of subsection (1.1), where for any pe- 
riod of time any amount that would have been received or receiva- 
ble by a taxpayer during that period in respect of the use of, or the 
right to use, a property of the taxpayer during that period is not 
received or receivable by the taxpayer as a consequence of a break- 
down of the property during that period and before the lease of that 
property is terminated, that amount shall be deemed to have been 
received or receivable, as the case may be, by the: taxpayer. 


(1.19) [Specified leasing property — addition or altera- 
tion] — For the purposes of subsections (1.1) and (1. 11), where at 
any particular time 


(a) an addition or alteration (in this subsection. referred. to as “‘ad- 
ditional property”) is made by a taxpayer to a property (in this 
subsection referred to as the “original property’’) of the taxpayer 
that is a specified leasing property at the particular time, and 


(b) as a consequence of the addition or alteration, the aggregate 
amount receivable by the taxpayer after the particular time for 
the use of, or the right to use, the original property and the addi- 
tional property exceeds the amount so receivable)in respect of 
the original property, 

the following rules apply: 


(c) the taxpayer shall be deemed to have leased the additional 
property to the lessee at the particular time, 


(d) the term of the lease of the additional property shall be 
deemed to be greater than one year, 


(e) the prescribed rate in effect at the particular time in respect 
of the additional property shall be deemed to be equal to the 
prescribed rate in effect in respect of the lease of the original 
property at the particular time, 

(f) subsection (1.11) shall be read without reference to paragraph 
(c) thereof in respect of the additional property, and 

(g) the excess described in paragraph (b) shall be deemed to be 


an amount receivable by the taxpayer for the use of, or the right 
to use, the additional property. 


(1.2) [Specified leasing property — renegotiation of 
lease] — For the purposes of subsections (1.1) and (1,11), where 
at any time 
(a) a lease (in this subsection referred to as the “original lease’’) 
of property is in the course of a bona fide renegotiation, and 
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(b) as a result of the renegotiation, the amount paid or payable 
by the lessee of the property for the use of, or the right to use, 
the property is altered in respect of a period after that time (oth- 
erwise than by reason of an addition or alteration to which sub- 
section (1.19) applies), 


the following rules apply: 


(c) the original lease shall be deemed to have expired and the 
renegotiated lease shall be deemed to be a new lease of the pro- 
perty entered into at that time, and 


(d) paragraph (1.13)(b) shall not apply in réspect of any period 
before that, time during which the property was leased by the 
lessee: or a person with whom the lessee did not deal, at arm’s 
_ length... 


(1.3) [Specified mentee property — lease of building] — 
For the purposes of subsections (1:1) and (1.11), where a taxpayer 
leases to another person a building or part thereof that is not exempt 
property, the references to “one year” in paragraphs (1.11)(b) and 
(1.13)(b), subsection (1.15) and paragraph (1.19)(d) shall in respect 
of that building or part thereof be read as references to “three 
years’’. 


Related Provisions: Reg. 1100(1.13) — Meaning of “exempt property”. 


History: Subsec. 1100(1.1) to (1.3) added by P.C. 1991-465, subsec. 1(6), March 14, 
1991, Canada Gazette, Part Il, March 27, 1991, applicable in respect of leases entered 
into after 10:00 p.m. EDST, April 26, 1989, other than leases entered into pursuant to 
an agreement in writing entered into before that time under which the lessee thereunder 
has the right to require the lease of the property (and for these purposes a lease in 
respect of which,a material change has been agreed to by the parties thereto effective at 
any particular time that is after 10:00 p.m. EDST, April 26, 1989 shall be deemed to 
have been entered into at that particular time), except that 


(a) subsec. 1100(1.12) is applicable in respect of property acquired after April 26, 
1989; 


(b) in its application to leases entered into before February 3, 1990 or after Febru- 
ary 2, 1990 pursuant to an agreement in writing entered into before February 3, 
1990 under which the lessee thereunder has the right to require the lease of the 
property, 
(i) subsec.,.1100(1.3) shall not apply, 
(ii) subpara. 1100(1.13)(a)(vi) shall be read as follows: 
“(vi) a building or part thereof (including component parts such as elec- 
tric wiring, plumbing, sprinkler systems, air-conditioning equipment, 
heating equipment, lighting fixtures, elevators and escalators),”, and 


(iii) cl. 1100(1.1)(a)G@)(B) shall be read without reference to subcl. (I) and to 
the words “‘the earlier of”; 


(c) in their application to leases entered into on or before March 14, 1991 or after 
that day pursuant to an agreement in writing entered into on or before that day 
under which the lessee thereunder has the right to require the lease of the property, 
subpara. 1100(1.13)(a)(iv) and (v), shall be read as follows: 


“(iv) a truck or tractor that is designed for use on highways, 


(v) a trailer that is designed to be hauled under normal operating conditions 
by a truck or tractor described in subparagraph (iv),”; and 


(d) any election made under cl. 1100(1.1)(a)@(B) or subsec. 1100(1.14) that is 
made on or before September 24, 1991 shall be deemed to bea valid election under 
that clause or subsec. 1100(1.14), as the case may be. 


(2) Property acquired in the year [Half-year rule] — The 
amount that a taxpayer may deduct for a taxation year under sub- 
section (1) in respect of property of a class in Schedule II is to be 
determined as if the undepreciated capital cost to the taxpayer at the 
end of the taxation year (before making any deduction under sub- 
section (1) for the taxation year) of property of the class were re- 
duced by an amount equal to 50 per cent of the amount, if any, by 
which 


(a) the total of all amounts, each of which is an amount added 


(i) because of element A in the definition “undepreciated 
capital cost” in subsection 13(21) of the Act in respect of 
property that was acquired in the year or that became availa- 
ble for use by the taxpayer in the year, or 


“ee 


(ii) because of element C or D in the’ definition. “‘un- 
depreciated capital cost” in subsection 13(21) of the Act in 
respect of an amount that was repaid in the year, 
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to the undepreciated capital cost to the taxpayer of property of a 
class in Schedule II, other than 


(iii) property included in paragraph (1)(v), in paragraph (w) 
of Class 10 or in any of paragraphs (a) to (c), (e) to (i), (k), 
(1) and (p) to (s) of Class 12, 


(iv) property included in any of Classes 13, 14, 15, 23, 24, 
27, 29, 34 and 52, 


(v) where the taxpayer was a corporation described in sub- 
section (16) throughout the year, property that was specified 
leasing property of the taxpayer at that time, 


(vi) property that was deemed to have been acquired by the 
taxpayer in a preceding taxation year by reason of the appli- 
cation of paragraph 16.1(1)(b) of the Act in respect of a lease 
to which the property was subject immediately before the 
time at which the taxpayer last acquired the property, and 


(vii) property considered to have become available for use by 
the taxpayer in the year by reason of paragraph 13(27)(b) or 
(28)(c) of the Act 


exceeds 


(b) the total of all amounts, each of which is an amount deducted 
from the undepreciated capital cost to the taxpayer of property 
of the class 


(i) because of element F or G in the definition “undepreciated 
capital cost” in subsection 13(21) of the Act in respect of 
property disposed of in the year, or 


(ii) because of element J in the definition “undepreciated 
capital cost” in subsection 13(21) of the Act in respect of an 
amount the taxpayer received or was entitled to receive in the 
year. 


Related Provisions: Reg. 1100(1)(ta)(v), Reg. 1100(2.1) — Grandfathering for pro- 
perty acquired before 1983; Reg. 1100(2.2), (2.3) — Half-year rule does not apply to 
acquisition on butterfly or from related person who owned it for a year; Reg. 
1100(2.21) — Effect of deemed disposition and reacquisition; Reg. 1100(2.4) — 
Rental automobiles. 


History: The portion of subsec. 1100(2) before subpara. (a)(v) amended by P.C. 2009- 
660, subsec. 1(3), April 30, 2009, Canada Gazette, Part Il, May 13, 2009, applicable in 
respect of property acquired after January 27, 2009. 


The portion of subsec. 1100(2) after para. (a) amended by the said P.C. 2009-660, sub- 
sec. 1(4), applicable in respect of property acquired after January 27, 2009. 


Subpara. 1100(2)(a)(iii) amended by P.C. 2005-698, subsec. 1(2), May 3, 2005, Can- 
ada Gazette, Part II, May 18, 2005, applicable to property acquired after December 12, 
1995. 


Subpara. 1100(2)(a)(i) amended and subpara. (a)(vii) added by P.C. 1994-139, subsecs. 
2(9) and (10), January 27, 1994, Canada Gazette, Part II, February 9, 1994, applicable 
to property acquired after 1989. 


Para. 1100(2)(a) substituted by P.C. 1991-465, subsec. 1(7), March 14, 1991, Canada 
Gazette, Part II, March 27, 1991, applicable in respect of taxation years ending after 
April 26, 1989, except that subpara. 1100(2)(a)(ii) is applicable to 1985 et seq. 


That portion of para. 1100(2)(a) following subpara. (ii) amended by P.C. 1990-2067, s. 
1, September 27, 1990, Canada Gazette, Part II, October 10, 1990, applicable in re- 
spect of property acquired after August 8, 1989. 


That portion of para. 1100(2)(a) following subpara. (ii) substituted by P.C. 1989-2464, 
subsec. 1(6), December 14, 1989, Canada Gazette, Part Il, January 3, 1990, applicable 
in respect of property acquired by a taxpayer after 1987 other than property acquired by 
the taxpayer before 1990 


(a) pursuant to an obligation in writing entered into by the taxpayer before June 18, 
1987, 


(b) that was under construction by or on behalf of the taxpayer on June 18, 1987, 
or 


(c) that is a fixed and integral part of property under construction by or on behalf 
of the taxpayer on June 18, 1987. 


That portion of para. 1100(2)(a) following subpara. (ii) substituted by P.C. 1988-2795, 
subsec. 1(2), December 22, 1988, Canada Gazette, Part II, January 18, 1989, applica- 
ble in respect of property acquired after 1987. 


Interpretation Bulletins: IT-283R2: CCA — Videotapes, videotape cassettes, films, 
computer software and master recording media (archived); IT-469R: CCA — Earth- 
moving equipment; IT-521R: Motor vehicle expenses claimed by self-employed indi- 
viduals; IT-522R: Vehicle, travel and sales expenses of employees; IT-525R: Perform- 
ing artists. 


Advance Tax Rulings: ATR-11: “50% rule” on non-arm’s length transactions. 


Income Tax Regulations, Part XI 


Forms: T2 SCH 8: Capital cost allowance. 


(2.1) [Grandfathering — acquisition before 1983] — Where 
a taxpayer has, after November 12, 1981 and before 1983, acquired 
or incurred a capital cost in respect of a property of a class in 
Schedule II and 


(a) he was obligated to acquire the property under the terms of 
an agreement in writing entered into before November 13, 1981 
(or, where the property is a property described in Class 31 in 
Schedule II, before 1982), 


(b) he or a person with whom he was not dealing at arm’s length 
commenced the construction, manufacture or production of the 
property before November 13, 1981 (or, where the property is a 
property described in Class 31 in Schedule II, before 1982), 


(c) he or a person with whom he was not dealing at arm’s length 
had made arrangements, evidenced in writing for the construc- 
tion, manufacture or production of the property that were sub- 
stantially advanced before November 13, 1981 and the construc- 
tion, manufacture or production commenced before June 1, 
1982, or 


(d) he was obligated to acquire the property under the terms of 
an agreement in writing entered into before June 1, 1982 where 
arrangements, evidenced in writing, for the acquisition or leas- 
ing of the property were substantially advanced before Novem- 
ber 13, 1981, 


the following rules apply: 


(e) no amount shall be included under paragraph (2)(a) in re- 
spect of the property; 


(f) where the property is a property to which paragraph (1)(b) 
applies, that paragraph shall be read, in respect of the property, 
as “such amount, not exceeding the amount for the year calcu- 
lated in accordance with Schedule III, as he may claim in respect 
of the capital cost to him of property of Class 13 in Schedule II”; 


(g) where the property is a property of a class to which para- 
graph (1)(t) or (ta) applies, the property shall be deemed to be 
designated property of the class; and 

(h) where the property is a property described in paragraph 
(1)(v), subparagraph (iv) thereof shall be read, in respect of the 
property, as “33/3 per cent of the capital cost thereof to him, 
and”’. 


(2.2) [Exception to half-year rule] — Where a property of a 
class in Schedule II is acquired by a taxpayer 


(a) 'in the course of a reorganization in respect of which, if a 
dividend were received by a corporation in the course of the re- 
organization, subsection 55(2) of the Act would not be applica- 
ble to the dividend by reason of the application of paragraph 
55(3)(b) of the Act, or 


(b), (c), (d) [Revoked] 


(e) from a person with whom the taxpayer was not dealing at 
arm’s length (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b) of the Act) at the time the property was 
acquired, 


and where 


(f) the property was depreciable property of the person from 
whom it was acquired and was owned continuously by that per- 
son for the period from 


(i) a day that was at least 364 days before the end of the taxa- 
tion year of the taxpayer during which he acquired the pro- 
perty, or 


(ii) November 12, 1981 
to the day it was acquired by the taxpayer, or 


(g) the rules provided in subsection (2.1) or this subsection ap- 
plied in respect of the property for the purpose of determining 
the allowance under subsection (1) to which the person from 
whom the taxpayer acquired the property was entitled, 


1788 


Division I — Deductions Allowed 


the following rules apply: 


(h) no amount shall be included under paragraph (2)(a) in re- 
spect of the property; 


(i) where the property is a property to which paragraph (1)(b) 
applies, that paragraph shall be read, in respect of the property, 
as “such amount, not exceeding the amount for the year calcu- 
lated in accordance with Schedule HI, .as he may:claim,in respect 
of the capital cost. to him of property of Class 13 in Schedule II’; 


(j) where the property is a property of a class to which Paragraph 
 (1)(ta) applies, 
(i) the property shall be deemed to be designated property of 
the class, 


(ii) for the’ purposes of computing the amount determined 
under paragraph (1)(ta) for any taxation year of the taxpayer 
ending after the time the property was actually acquired by 
the taxpayer, the property shall be deemed, other than for the 
purposes of paragraph (f), to have been acquired by the. tax- 
payer immediately after the commencement of the taxpayer’s 
first taxation year that commenced: after the time that is the 
earlier of 


(A) the time the property was last acquired by the trans- 
feror of the property, and 


(B) where the property was transferred in a series of | 
transfers to which this subsection applies, the time the | 


property was last acquired by the first transferor in that 
series, 


unless 


(C) where clause (A) applies, the property was acquired 
by the taxpayer before the end of the taxation year of the 
transferor of the property that includes the time at which 
that transferor acquired the property, or 


(D) where clause (B) applies, the property was acquired 
by the taxpayer before the end of the taxation year of the 
first transferor that includes the time at which that trans- 
feror acquired the property; 


(iii) where the taxpayer is a corporation that was incorpo- 
rated or otherwise formed after the end of the transferor’s, or 
where applicable, the first transferor’s, taxation year in which 
the transferor last acquired the property, the taxpayer shall be 
deemed, for the purposes of subparagraph. (ii), 


(A) to have been in existence throughout the period com- 
mencing immediately before the end of that year and end- 
ing immediately after the taxpayer was incorporated or 
otherwise formed, and 


(B) to have had, throughout the period referred to in 
clause (A), fiscal periods ending on the day of the year on 
which the taxpayer’s first fiscal period ended; and 


(iv) the property shall be deemed to have become available 
for use by the taxpayer at the earlier of 


(A) the time it became available for use by the taxpayer, 
and 


(B) if applicable, 
(I) the time it became available for use by the person 
from whom the taxpayer acquired the property, deter- 


mined without reference to paragraphs 13(27)(c) and 
(28)(d) of the Act, or 


(IL) the time it became available for use by the first 
transferor in a series of transfers of the same property 
to which this subsection applies, determined without 
reference to paragraphs 13(27)(c) and (28)(d) of the 
Act; and 
(k) where the property is a property described in paragraph 
(1)(v), subparagraph (iv) thereof shall be read, in respect of the 
property, as “33. per cent of the capital, cost thereof to, him, 
and”. 
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Related Provisions: ITA 248(10) — Setics of transfers; Reg. 1100(2:21) — Effect 
ispositi No. inclusion under Reg. 


1100(2)(b); Reg. 1102(20) — Non-arm’s "eogth eecoption: 


Interpretation Bulletins [Reg. 1100(2.1), (2.2)]: IT-302R3: Losses of a corpora- 
tion — the effect that acquisitions of control, amalgamations, and windings-up have on 
their deductibility — after January 15, 1987; IT-464R: CCA — Leasehold interests. 


Advance Tax Rulings: ATR-11: “50% rule” on non-arm’s length transactions. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


(2.21) [Half-year rule — effect of deemed disposition] — 
Where a taxpayer is deemed by a provision of the Act to have dis- 
posed of and acquired or reacquired a property, 


(a) for the purposes of paragraph (2.2)(e) and subsections (19), 
1101(iad) and 1102(14).and (14.1), the acquisition or reacquisi- 
tion shall be deemed to have been from a person with whom the 
taxpayer was not dealing at arm’s length at the time of the acqui- 
sition or reacquisition; and 


(b) for the’ purposes of paragraphs (2.2)(f) and (g), the taxpayer 
shall be deemed to be the person from whom the taxpayer ac- 
quired or reacquired the property. 


(2.3) Where a taxpayer has disposed of a property and, by virtue of 
paragraph (2:2)(h), no amount is required tobe included under para- 
graph (2)(a) in respect of the property by the person that acquired 
the property, no amount shall be included by the taxpayer under 
paragraph (2)(b) in respect of the disposition of the property. 
Advance Tax Rulings: ATR-11: “50% rule” on non-arm’s length transactions. 


(2.4) For the purposes of subsection (2), where a taxpayer has dis- 
posed of property described. in Class. 10 of Schedule IL that would 
qualify as property described in paragraph (e) of Class 16 of Sched- 
ule Il if the property had been acquired by the taxpayer after No- 
vember 12, 1981, the proceeds of disposition of the property shall 
be deemed to be proceeds of disposition of property described in 
Class 16 of Schedule II and not of property described in Class 10 of 
Schedule II. 

History: Subpara. 1100(2.2)(j)(iv) added by P.C. 1995-775, subsec. 1(2), May 16, 
1995, Canada Gazette, Patt Il; May 31, 1995, applicable to property acquired oo 
1989. 

Para. 1100(2.2)() substituted by P.C. 1994-139, subsec. 2(11), January 27, 1994, Can- 
ada Gazette, Part Il, February 9, 1994, applicable to property acquired after 1987. 
Para. 1100(2.2)(a) substituted for (a) to (d) by P.C. 1989-2464, subsec. 1(7), December 
14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of property 
acquired by a-taxpayer after June 17, 1987 other than property acquired after that date 
and before 1990 pursuant to an agreement in writing entered into by the taxpayer 
before June 18, 1987. 

Subsec. 1100(2.21) added by subsec. 1(8) of the said P.C. 1989-2464, applicable in 
respect of property acquired after November 12, 1981. 


Para. 1100(2:2)(a) substituted by P.C. 1988-1473, subsec. 1(1), July 21, 1988, Canada 
Gazette, Part II, August 3, 1988, applicable to taxation years commencing after 1984. 


All that portion of para. 1100(2)(a) following subpara.: (ii).substituted: by P.C. 1984- 
3995, December 13, 1984, s. 1, Canada Gazette, Part II, January 9, 1985, applicable in 
respect of property acquired after 1983. 

Subsec. 1100(2.3) substituted by P.C. 1983-1413, s. 1, May 12, 1983, Canada Gazette, 


Part Il, May 25, 1983, applicable'in respect of property disposed of after November 12, 
1981. 

Subsecs, 1100(2), (2.1), (2.2), (2.3) and (2.4) added by P.C. 1983-1083, subsec. 1(6), 
April 14, 1983, Canada Gazette, Part II, April 27, 1983, applicable in respect of pro- 
perty (other than property described in Class 31 of Schedule IL or paragraph (n) of 
Class 12 of that schedule) acquired or disposed of after November 12, 1981, property 
described in the said Class 31 acquired or disposed of after 1981 and property de- 
scribed ‘in paragraph (n) of the said Class 12 acquired or disposed of after 1982. 


Subsec. 1100(2) and heading “Terminal losses”, subsecs. (2a), (2b) revoked by P.C. 
1978-1315, s. 4, April 20, 1978, Canada Gazette, Part II, May 10, 1978, applicable to 
taxation years commencing on and after May 26, 1976 and ending on and after April 1, 
1977. 


(2.5) [Disposition of luxury automobile] — Where in a partic- 
ular taxation year a taxpayer disposes of a property included in 
Class 10.1 in Schedule II that was owned by the taxpayer-at the end 
of the immediately preceding taxation year, 


(a) the deduction allowed under subsection. (1) in'respect.of the 
property in computing the taxpayer’s income for the year shall 
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be determined as if the property had not been disposed of in the 
particular year and the number of days in the particular year 
were one-half of the number of days in the particular year other- 
wise determined; and : 


(b) no amount shall be deducted under subsection (1) in respect 
of the property in computing the taxpayer’s income for any sub- 
sequent taxation year. 


History: Subsec. 1100(2.5) added by P.C. 1994-103, s. 1, January 20, 1994, Canada 
Gazette, Part IJ, February 9, 1994, applicable to taxation years and fiscal periods com- 
mencing after June 17, 1987 and ending after 1987. 


Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by self-em- 
ployed individuals; IT-522R: Vehicle, travel and sales expenses of employees. 


(3) [Taxation year less than 12 months] — Where a taxation 
year is less than 12 months, the amount allowed as a deduction 
under this section, other than under any of paragraphs (1)(c), (e), 
(f), (g), (1), (m), (w), (x), (y), (ya), (zg) and (zh), shall not exceed 
that proportion of the maximum amount otherwise allowable that 
the number of days in the taxation year is of 365. 


Related Provisions: Reg. 1100(1.1) — Specified leasing property; Reg. 1104(1) — 
“taxation year’. 


History: Subsec. 1100(3) amended by P.C. 2005-698, subsec. 1(3), May 3, 2005, Can- 
ada Gazette, Part II, May 18, 2005, applicable to. 1995 et seq. 


Subsec. 1100(3) amended to add reference to paras. “(zg) or (zh)” by P.C. 2000-1000, 
subsec. 2(2), June 21, 2000, Canada Gazette, Part I, July 5, 2000, applicable to 1995 
et seq. except that, in its application to the 1995; 1996 and 1997. taxation years, it shall 
be read without said reference. 


Subsec. 1100(3) substituted by P.C. 1994-139, subsec. 2(12), January 27, 1994, Can- 
ada Gazette, Part II, February 9, 1994, applicable to 1986 et seq. 


Subsec. 1100(3) substituted by P.C. 1983-1083, subsec. 1(7), April 14, 1983, Canada 
Gazette, Part II, April 27, 1983, applicable in respect of taxation years commencing 
after 1981. 


Subsec. 1100(3) substituted for subsecs. 1100(3), (3a), (3b) by P.C. 1978-1315, s. 5, 
April 20, 1978, Canada Gazette, Part Il, May 10, 1978. 


Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-434R: Rental of real property by indi- 
vidual; IT-441: Certified feature productions and certified short productions (archived). 


(4) [Reserved] 


(5) [Revoked] 


History: Subsec. 1100(5) and heading revoked by P.C. 1978-1315, s. 6, April 20, 
1978, Canada Gazette, Part II, May 10, 1978. 


(6) [Revoked] 


History: Subsec. 1100(6) revoked by P.C. 1991-2272, subsec. 1(3), November 21, 
1991, Canada Gazette, Part II, December 4, 1991, applicable to 1988 et seq. 


Subsec. 1100(6) substituted by P.C. 1982-599, subsec. 1(2), February 25, 1982, Can- 
ada Gazette, Part Il, March 10, 1982, applicable to 1980 et seq. ; 


(7) [Reserved] 


(8) Railway sidings — Where a taxpayer, other than an operator 
of a railway system, has made a capital expenditure pursuant to a 
contract or arrangement with an operator of a railway. system under 
which a railway siding that does not become the taxpayer’s propetty 
is constructed to provide service to the taxpayer’s place of business 
or to a property acquired by the taxpayer for the purpose of gaining 
or producing income, there is hereby. allowed to the taxpayer, in 
computing income for the taxation year from the business or pro- 
perty, as the case may be, a deduction equal. to such.amount as he 
may claim not exceeding four per cent of the amount remaining, if 
any, after deducting from the capital expenditure the aggregate of 
all amounts previously allowed as deductions in. respect of the 
expenditure. 


(9) Patents — Where a part or all of the cost of a patent is deter- 
mined by reference to the use of the patent, in lieu of the deduction 
allowed under paragraph (1)(c), a taxpayer, in computing his in- 
come for a taxation year from a business or property, as the case 


Income Tax Regulations, Part XI 


may be, may deduct such amount as he may claim in respect of 
property of Class 14 in Schedule II not exceeding the lesser of 


(a) the aggregate of 


(i) that part of the capital cost determined by reference to the 
use of the patent in the year, and 


(ii) the amount that would be computed under subparagraph 
(1)(c)(i) if the capital cost of the patent did not include the 
amounts determined by reference to the use of the patent in 
that, year and previous years; and 


| (b) the undepreciated capital cost to him as of the end of the 
taxation year (before making any deduction under this subsec- 
tion for the taxation year) of property of the class.: 


Interpretation Bulletins; IT-477: CCA — Patents, franchises, concessions and 
licences. . 


(9.1) [Class 44] — Where a part or all of the capital cost to a tax- 
payer of property that is a patent, or a right to use patented informa- 
tion, is determined by reference to the use of the property and that 
property is included in Class 44 in Schedule IL, in lieu of the deduc- 
tion allowed under paragraph (1)(a), there may be deducted in com- 
puting the taxpayer’s income for a taxation year from a business or 
property such amount as the taxpayer may claim in respect of pro- 
perty of the class not exceeding the lesser. of 


(a) the total of 


(i) that part of the capital cost that is determined by reference 
to the use of the property in the year, and 


(ii) the amount that would be deductible for the year by rea- 
son of paragraph (1)(a) in respect of property of the, class if 
the capital cost of the property of the class did not include the 
amounts determined under subparagraph (i) for the year and 
preceding taxation years; and 


(b) the undepreciated capital cost to the taxpayer as of the end of 
the taxation year (before making any deduction under this sub- 
section for the taxation year) of property of the class. 
Related Provisions: Reg. 1 100(1)(a)(xxx) — Alternative 25% write-off for patents. 
History: Subsec. 1100(9.1) added by P.C. 1994-231, subsec. 1(2), February 10, 1994, 


Canada Gazette, Part II, February 23, 1994, applicable to property acquired after April 
265719935 Ai 


(10) [Reserved] 


(11) Rental properties — Notwithstanding subsection (1), in no 
case shall the aggregate of deductions, each of which is a deduction 
in respect of property of.a prescribed class owned by a taxpayer that 
includes rental property owned by him, otherwise allowed to the 
taxpayer by virtue of subsection (1) in computing his income for a 
taxation year, exceed the amount, if any, by which 


(a) the aggregate of amounts each of which is 


(i) his income for the year from renting or leasing a rental 
property owned by him, computed without regard to para- 
graph 20(1)(a) of the Act, or 


(ii) the income of a partnership for the year from renting or 
leasing a rental property of the partnership, to the extent of 
the taxpayer’s share of such income, 


exceeds 
(b) the aggregate of amounts each of which is 


(i) his loss, for the year from renting or leasing a rental pro- 
perty owned by him, computed without regard to paragraph 
20(1)(a) of the Act, or 


(ii) the loss of a partnership for the year from renting or leas- 
ing a rental property of the partnership, to the extent of the 
taxpayer’s share of such loss. 
Related Provisions: ITA 127.52(3)‘rental or leasing: property” — Minimum tax; 
Reg. 1100(12) — Exceptions; Reg. 1100(14) — Meaning of “rental property”. 


Selected Cases [Reg. 1100(11)]: Stephens v. R., [2000] 1 C.T.C. 2360 (TCC) 
(Recreational vehicles subject to leasing property rules); Phillips v. R., [2000] 1 C.T.C. 
2314 (TCC) (Recreational vehicles subject to leasing property rules); Satin Finish 
Hardwood Flooring (Ontario) Ltd. v. R., [1997] 2 C.T.C. 2915 (TCE) (Amount of cap- 
ital employed and cash flow from real estate more important than number of employees 
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in other sector of business; for purposes of qualifying as “principal business”); 
Roopchan v. R., [1995] 2. C.T.C. 2423, (ICC) (Reasonable expectation. of profit. to:be 
determined without reference to CCA for rental purposes). 


Interpretation Bulletins; IT-195R4: Rental property — CCA restrictions; IT-274R: 
Rental properties — Capital cost of $50,000 or more; IT-304R2: Condominiums; IT- 
367R3: Capital cost allowance — multiple-unit residential buildings (archived); IT- 
434R: Rental of real property by individual. 


Forms: 1776: Statement of real estate rentals. 


(12) [Rental properties — exceptions] — Subject to subsec- 


tion (13), subsection (11) does not apply in respect of a taxation | 


year of a taxpayer that was, throughout the year, 


(a) a life insurance corporation, or a corporation whose principal 
business was, the leasing, rental, development or sale, or any 
combination thereof, of real property owned by it; or 


(b) a partnership each member of which was a corporation de+ 
scribed in paragraph (a). 
Related Provisions: Reg. 1100(13) — Exception. 


History: All that portion of subsec: 1100(12) preceding para.'(a) substituted by P.C; 
1982-599, subsec. 1(3), February 25, 1982, Canada Gazette, Part II, March 10, 1982. 


Selected Cases [Reg. 1100(12)]: Satin Finish Hardwood Flooring (Ontario) Ltd. 
v. R., [1997] 2,C.T.C.-2915 (TCC) (Amount: of capital employed and, cash flow from 
real estate more Pupp rtant than ‘number of employees. in other, sector of business for 
purposes of qualifying as “principal business”). 


Interpretation Bulletins: 1T-195R4: Rental property +mGGA restrictions; IT-371: 
Meaning of “principal business”. 


(13) [Rental properties — leasehold interest] — For the pur- | 


poses of subsection (11), where a taxpayer or partnership has a 
leasehold interest in a property that is property of Class'1, 3 or 6in 
Schedule If’ by virtue of ‘subsection 1102(5) and’ the property is 
leased by the taxpayer or partnership to a person who owns the 
land, an interest.therein or an option.in respect thereof, on which the 
property. is situated, this section shall be read without reference to 
subsection (12) with respect to that property. 


Related Provisions: Reg. 1101(5h)— Separate classes. 


History: Subsec. 1100(13) substituted by P.C. 1989-2464, subsec. 1(9), December 14, 
1989, Canada Gazette, Part I, January 3, 1990, applicable to 1988 er seq. 


Subsec. 1100(13) added by P.C, 1982- 599, subsec. 1(4), February, 25, 1982, Canada 
Gazette, Part II, March 10, 1982, applicable in eye of lease-leaseback agreements 
entered: into: after March 10;1982. 


Interpretation Bulletins: IT-195R4: Rental property" CCA pinniitheain 


(14) [“Rental property”] — In this section and section 1101, 
“rental property” of a taxpayer or a partnership means 


(a) a building owned by the taxpayer or the partnership, whether 
owned jointly with another person or otherwise, or 


(b) a leasehold interest in real property, if the leasehold interest 
is property of Class 1, 3, 6 or 13 in Schedule II and is owned by 
the taxpayer or the partnership, 


if, in the taxation year in respect of which the expression is being 
applied, the property was used by the taxpayer or the partnership 
principally for the purpose of gaining or producing gross revenue 
that is rent, but; for greater certainty, does not ‘include a property 
leased by the taxpayer or the partnership to a lessee, in the ordinary 
course of the taxpayer's or partnership’s business of selling goods 
or rendering services, under an agreement by which the lessee un- 
dertakes to use the property to carry on the business of selling, or 
promoting the sale of, the taxpayer’s or partnership’s goods or 
services. 

Related Provisions: ITA 127.52(3)“rental or leasing property” — Minimum tax; 
Reg. 1100(11) — Limitation on CCA for rental property; Reg. 1100(14,1) — Interpre- 
tation; Reg. 1101(1ac), (lae) — Separate classes; Reg. 2411(4)B(e) — Insurers, 
History: Para. 1100(14)(a) substituted by P.C., 1989-2464, subsec. 1(10), December 
14, 1989, Canada Gazette, Part Il, January 3, 1990, applicable to 1994 et seq. 

Para, 1100(14)(b) substituted by subsec, 1(1.1) of the said P.C, 1989-2464, applicable to 
1988 et seq. 

Interpretation Bulletins: IT-195R4: Rental property “CCA restrictions; IT-274R: 


Rental properties — Capital ‘cost of $50,000 or more; IT-304R2: Condominiums; IT- 
367R3: Capital cost‘allowance — multiple-unit residential buildings (archived). 


Reg. 
S.. 1100(14.2) 


(14.1) [“Gross revenue”’] — For the purposes of subsection (14), 
gross revenue derived in a taxation year from 


‘(a) the right of a’person or partnership, other than the owner of a 
property, to use or occupy the property or a part thereof, and 


(b) services offered to a person or partnership that are ancillary 
to the use or occupation by the person or partnership of the pro- 
perty or the part thereof 


shall be considered to be rent derived in that year from the property. 
Related Provisions: Reg. 1100(14.2).— Exception. 
Interpretation Bulletins: IT-195R4: Rental property — CCA restrictions. 


(14.2) [“Gross revenue” — exception] — Subsection (14.1) 
does not apply in any particular taxation year to property owned by 


(a) a corporation, where the property is used in a business car- 
ried on in the year by the corporation; 


(b) an individual, where the property. is used‘in a business car- 
ried on in the year by the individual in which he is personally 
active on a continuous basis throughout that portion of the year 
during which the business is ordinarily carried on; or 


(c).a:partnership, where the property, is used in a business carried 

,on in the. year by the partnership if at least.7/3 of the income or 
loss, as the case may be, of the partnership for the year is in- 
cluded in the determination of the income of 


_ (i) members of the partnership who are individuals that are 
personally active in the business ofthe partnership on a con- 
tinuous basis throughout that portion of the year during 
which the business is ordinarily carried on, and 


(ii) members of the partnership that are corporations. 


History (Reg. 1100(14.1), (14.2)]: Subsecs. 1100(14.1), (14.2) added by P.C. 1986- 
2770, subsec. 1(1), December 11, 1986, Canada Gazette, Part I], December 24, 1986, 
applicable by subsec. 14(1) to 1986 et seq. in respect of property acquired by a tax- 
payer-or a partnership, other than property acquired by ‘the taxpayer or partnership that 
is 

(a) property acquired by the taxpayer or partnership before May-23, 1985; 


(b) new and unused property, other than a building, acquired by the taxpayer or 
partnership before 1986; 


(c),. property, other than a building, acquired by the taxpayer or partnership before 
1986 pursuant to an agreement in writing to acquire the property, entered, into 

; before May 23, 1985 by. or on behalf of the taxpayer or partnership or as part of a 
lawful distribution to the public in accordance with a prospectus, preliminary pro- 
spectus or registration statement filed before May 24, 1985 with a public authority 
in Canada pursuant to and in accordance with the applicable securities:legislation 
of Canada or of any province and, where required. by law, accepted for. filing by 
that public authority; 


(d) a building in existence on May 22, 1985, or an interest in that building, ac- 
quired by the taxpayer or partnership before 1987 pursuant to an agreement in writ- 
ing to acquire the property entered into before May 23, 1985 by or on behalf of the 
taxpayer or partnership or as part of a lawful distribution to the public in accor- 
dance with a prospectus, preliminary prospectus or registration statement filed 
before May 24, 1985 with a public authority in Canada pursuant to and in accor- 
dance with the applicable securities legislation of Canada or'of any province and, 
_ where required by law, accepted for filing by that public authority; 


(e) a building, the construction, renovation or alteration of which was not com- 
pleted, within the meaning of subsection 18(3.3) of the Act, on May 22,:1985, or 

an interest in that building, acquired by the taxpayer or partnership, pursuant to an 
agreement in writing to acquire the property entered into before May 23, 1985 by 
or on behalf of the taxpayer or partnership or as part of a lawful distribution to the 
public in.accordance with a prospectus, preliminary prospectus or, registration 
statement filed before May 24, 1985 with a public authority. in Canada pursuant to 
and in accordance with the applicable securities legislation of Canada or of any 
province and, where required by law, accepted for filing by that public authority, if 
the construction, renovation or alteration of the building, as the case may be, pro- 
ceeds without undue delay after May 22; 


(f) acquired by the taxpayer or partnership before 1986.and that is a. building in 
existence in Canada on May 23, 1985, or an interest in that building, where ar- 
rangements in writing for a-sale or syndication of the building were substantially 
advanced on May 22,'1985; 


(g) a building in Canada the construction, renovation or alteration of which was not 
completed, within the meaning, of subsection 18(3.3),of the Act,.on May 22, 1985, 
or an interest in that building, where arrangements made by or on behalf of the 
taxpayer or partnership for the construction, renovation or alteration thereof were 
substantially advanced on May 22, 1985; and where the construction, renovation or 
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alteration thereof commenced before 1986 and proceeds thereafter without undue 
delay; or 
(h) property that is ancillary to the use of a property described in any of paragraphs 
(a) to (g). 

Interpretation Bulletins: IT-195R4: Rental property — CCA restrictions. 


(15) Leasing properties — Notwithstanding subsection (1), in 
no case shall the aggregate of deductions, each of which is a deduc- 
tion in respect of property of a prescribed class that is leasing pro- 
perty owned by a taxpayer, otherwise allowed to the taxpayer under 
subsection (1) in computing his income for a taxation year, exceed 
the amount, if any, by which 


(a) the aggregate of. amounts each of which is 


(i) his income for the year from renting, leasing, or earning 
royalties from, a leasing property or a property that would be 
a leasing property but for subsection (18), (19) or (20) where 
such property is owned by him, computed without regard to 
paragraph 20(1)(a) of the Act, or 


(ii) the income. of a partnership for the year from renting, 
leasing or earning royalties from, a leasing property or a pro- 
perty that would be a leasing property but for subsection 
(18), (19) or (20) where such property is owned by the part- 
nership, to the extent of the taxpayer’s share of such income, 


exceeds 
(b) the aggregate of amounts each of which is 


(i) his loss for the year from renting, leasing or earning royal- 
ties from, a property referred to in subparagraph (a)(i), com- 
puted without regard to paragraph 20(1)(a) of the Act, or 


(11) the loss of a partnership for the year from renting, leasing 
or earning royalties from, a property referred to in subpara- 
graph (a)(ii), to the extent of the taxpayer’s share of such 
loss. 
Related Provisions: Reg. 1100(16) — Exception; Reg. 1100(17), (18) — Meaning 
of “leasing property”. 


Selected Cases [Reg. 1100(15)]: Burstow v. R., [1997] 3 C.T.C. 2540 (TCC) 
(Leasing property rules not applicable to yacht where taxpayer personally active in the 
business). 


Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-195R4: Rental property — CCA re- 
strictions; IT-283R2: CCA — Video tapes, videotape cassettes, films, computer 
software and master recording media (archived); IT-434R: Rental of real property by 
individual; IT-443: Leasing property — CCA restrictions. 


(16) [Leasing property — exception] — Subsection (15) does 
not apply in respect of a taxation year of a taxpayer that was, 
throughout the year, 


(a) a corporation whose principal business was 


(i) renting or leasing of leasing property or property that 
would be leasing property but for subsection (18), (19) or 
(20), or 
(ii) renting or leasing of property referred to in subparagraph 
(i) combined with selling and servicing of property of the 
same general type and description, 
if the gross revenue of the corporation for the year from such 
principal business was not less than 90 per cent of the gross rev- 
enue of the corporation for the year from all sources; or 
(b) a partnership each member of which was a corporation de- 
scribed in paragraph (a). 
Related Provisions: Reg. 1100(1.14) — Election; Reg. 1100(2)(a)(v) — Half-year 
rule inapplicable to specified leasing property. 
Interpretation Bulletins: IT-267R2: CCA — vessels. 


(17) [“Leasing property”] — Subject to subsection (18), in this 
section and section 1101, “leasing property” of a taxpayer or a part- 
nership means depreciable property other than 


(a) rental property, 
(b) computer tax shelter property, or 


(c) property referred to in paragraph (w) of Class 10 or in para- 
graph (n) of Class 12 in Schedule II, 
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where such property is owned by the taxpayer or the partnership, 
whether jointly with another person or otherwise, if, in the taxation 
year in respect of which the expression is being applied, the pro- 
perty was used by the taxpayer or the partnership principally for the 
purpose of gaining or producing gross revenue that is rent, royalty 
or leasing revenue, but for greater certainty, does not include a pro- 
perty leased by the taxpayer or the partnership to a lessee, in the 
ordinary course of the taxpayer’s or partnership’s business of sell- 
ing goods or rendering services, under an agreement by which the 
lessee undertakes to use the property to carry on the business of 
selling, or promoting the sale of, the taxpayer’s or partnership’s 
goods or services. 

Related Provisions: Reg. 1100(14)— Meaning of “rental property”; Reg. 
1100(17.1), (17.2), (18), (19), (20) — Interpretation; Reg. 1100(20.1) — Limitation on 
CCA claims for computer tax shelter property; Reg. 1100(20.2) — Meaning of “com- 
puter tax shelter property”; Reg. 1101(S5c)— Separate class; Reg. 2411(4)B(e) — 
Insurers. 


History: Para. 1100(17)(b) amended to substitute “computer tax” for “‘computer 
software tax” by P.C. 2009-581, subsec. 1(1), April 23, 2009, Canada Gazette, Part Il, 
May 13, 2009, applicable to property acquired after March 18, 2007. 


Para. 1100(17)(b) added by P.C. 2000-1000, subsec. 2(3), June 21, 2000, Canada Ga- 
zette, Part II, July 5, 2000, applicable generally to fiscal periods and taxation years of a 
taxpayer or partnership that end after August 5, 1997, but see the full application repro- 
duced in the History to subsecs. 1100(20.1) and (20.2). 


Para. 1100(17)(b) revoked by P.C. 1989-2464, subsec. 1(12), December 14, 1989, Can- 
ada Gazette, Part Il, January 3, 1990, applicable to 1994 et seq. 


Para. 1100(17)(c) substituted by P.C. 1988-2795, subsec. 1(3), December 22, 1988, 
Canada Gazette, Part Il, January 18, 1989, applicable in respect of property acquired 
after 1987. 


Interpretation Bulletins: IT-195R4: Rental property —CCA restrictions; IT- 
283R2: CCA — Videotapes, videotape cassettes, films, computer software and master 
recording media (archived). 


(17.1) [Deemed use of property] — For the purposes of subsec- 
tion (17), where, in a taxation year, a taxpayer or a partnership has 
acquired a property 


(a) that was not used for any purpose in that year, and 


(b) the first use of the property by the taxpayer or the partnership 
was principally for the purpose of gaining or producing gross 
revenue that is rent, royalty or leasing revenue, 


the property shall be deemed to have been used in the taxation year 
in which it was acquired principally for the purpose of gaining or 
producing gross revenue that is rent, royalty or leasing revenue. 


History: Subsec. 1100(17.1) added by P.C. 1982-599, subsec. 1(5), February 25, 1982, 
Canada Gazette, Part Il, March 10, 1982. 


(17.2) [Deemed rent] — For the purposes of subsections (1.11) 
and (17), gross revenue derived in a taxation year from 


(a) the right of a person or partnership, other than the owner of a 
property, to use or occupy the property or a part thereof, and 


(b) services offered to a person or partnership that are ancillary 
to the use or occupation by the person or partnership of the pro- 
perty or the part thereof 


shall be considered to be rent derived in the year from the property. 
Related Provisions: Reg. 1100(17.3) — Exception. 


Selected Cases [Reg. 1100(17.2)]: Burstow v. R., [1997] 3 C.T.C. 2540 (TCC) 
(Leasing property rules not applicable to yacht where taxpayer personally active in the 
business). 


(17.3) [Deemed rent — exception] — Subsection (17.2) does 
not apply in any particular taxation year to property owned by 


(a) a corporation, where the property is used in a business car- 
ried on in the year by the corporation; 


(b) an individual, where the property is used in a business car- 
ried on in the year by the individual in which he is personally 
active on a continuous basis throughout that portion of the year 
during which the business is ordinarily carried on; 


(c) a partnership, where the property is used in a business carried 
on in the year by the partnership if at least 7/3 of the income or 
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loss, as the case may be, of the partnership for the year is in- 
cluded in the determination of the income of 


(i) members of the partnership who are individuals that are 
personally active in the business of the partnership on a con- 
tinuous basis throughout that portion of the year during 
which the business is ordinarily carried on, and 


(ii) members of the partnership that are corporations. 


History: Subsec. 1100(17.2) amended by P.C. 1991-465, subsec. 1(8), March 14, 
1991, Canada Gazette, Part Il, March 27, 1991, applicable in respect of leases entered 
into after 10:00 p.m. Eastern Daylight Saving Time, April 26, 1989, other than leases 
entered into pursuant to an agreement in writing entered into before that time under 
which the lessee thereunder has the right to require the lease of the property (and for 
these purposes a lease in respect of which a material change has been agreed to by the 
parties thereto effective at any particular time that is after 10:00 p.m. Eastern Daylight 
Saving Time, April 26, 1989 shall be deemed to have been entered into at that particu- 
lar time). 


Subsecs. 1100(17.2), (17.3) added by P.C. 1986-2770, subsec. 1(2), December 11, 
1986, Canada Gazette, Part II, December 24, 1986. For application provided by sub- 
sec. 14(1) of P.C. 1986-2770, see History to subsecs. 1100(14.1) and (14.2). 


(18) [Leasing property — exclusions] — Leasing property of 
a taxpayer or a partnership referred to in subsection (17) does not 
include 


(a) property that the taxpayer or the partnership acquired before 
May 26, 1976 or was obligated to acquire under the terms of an 
agreement in writing entered into before May 26, 1976; 


(b) property the construction, manufacture or production of 
which was commenced by the taxpayer or the partnership before 
May 26, 1976 or was commenced under an agreement in writing 
entered into by the taxpayer or the partnership before May 26, 
1976; or 


(c) property that the taxpayer or the partnership acquired on or 
before December 31, 1976 or was obligated to acquire under the 
terms of an agreement in writing entered into on or before De- 
cember 31, 1976, if 


(i) arrangements, evidenced by writing, respecting the acqui- 
sition, construction, manufacture or production of the pro- 
perty had been substantially advanced before May 26, 1976, 
and 


(ii) the taxpayer or the partnership had before May 26, 1976 
demonstrated a bona fide intention to acquire the property for 
the purpose of gaining or producing gross revenue that is 
rent, royalty or leasing revenue. 


(19) [Leasing property — exclusions] — Notwithstanding 
subsection (17), a property acquired by a taxpayer 


(a) in the course of a reorganization in respect of which, if a 
dividend were received by a corporation in the course of the re- 
organization, subsection 55(2) of the Act would not be applica- 
ble to the dividend by reason of the application of paragraph 
55(3)(b) of the Act, or 


(b) from a person with whom the taxpayer was not dealing at 
arm’s length (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b) of the Act) at the time the property was 
acquired, 


that would otherwise be leasing property of the taxpayer, shall be 
deemed not to be leasing property of the taxpayer if immediately 
before it was so acquired by the taxpayer, it was, by virtue. of sub- 
section (18), or (20) or this subsection, not a leasing property of the 
person from. whom the property was so acquired. 


Related Provisions: Reg. 1100(2.21)(a); Reg. 1100(17), (18) — Meaning of “leas- 
ing property”; Reg. 1102(20) — Non-arm’s length exception. 


History: Paras: 1100(19)(a), (b) substituted for (a) to (c) by P.C. 1989-2464, subsec. 
1(13), December 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in 
respect of property acquired by a taxpayer after June 17, 1987 other than property ac- 
quired after that date and before 1990 pursuant to an agreement in writing entered into 
by the taxpayer before June 18, 1987. 


Para. 1100(19)(a) substituted by P.C. 1988-1473, subsec. 1(2), July 21, 1988, Canada 
Gazette, Part II, August 3, 1988, applicable to taxation years commencing after 1984. 


Reg. 
S. 1100(20.2) 


Para. 1100(19)(a.1) added by P:C. 1984-3789, s. 5, November 29, 1984, Canada Ga- 
zette, Part Il, December 12, 1984; applicable with respect to property acquired after 
November 12, 1981. 


All that portion of subsec. 1100(19) following para. (c) substituted by P.C. 1982-599, 
subsec. 1(6), February 25, 1982, Canada Gazette, Part I], March 10, 1982. 
Interpretation Bulletins: IT-443: Leasing property — CCA restrictions. 


(20) [Leasing property — replacement property] — Not- 
withstanding subsection (17), a property acquired by a taxpayer or 
partnership that is a replacement property (within the meaning as- 
signed. by subsection 13(4) of the Act), that would otherwise be a 
leasing property of the taxpayer or partnership, shall be deemed not 
to be a leasing property of the taxpayer or partnership if the pro- 
perty replaced, referred to in paragraph 13(4)(a) or (b) of the Act, 
was, by reason of subsection (18) or (19) or this subsection, not a 
leasing property of the taxpayer or partnership immediately before 
it was disposed of by the taxpayer or partnership. 

Related Provisions: Reg. 1100(17), (18) — Meaning of “leasing property”. 
History: Subsec. 1100(20) substituted by P-C. 1994-139; subsec. 2(13), January 27, 
1994, Canada Gazette, Part II, February 9, 1994, applicable to 1986 et seq. 


Subsec. 1100(20) substituted by P.C. 1981-1556, s. 1, June 11, 1981, Canada Gazette, 
Part II, June 24, 1981, applicable in respect of a property acquired to replace a property 
disposed of after March 31, 1977. 


(20.1) Computer tax shelter property — The total of all 
amounts each of which is a deduction in respect of computer tax 
shelter property allowed to the taxpayer under subsection (1) in 
computing a taxpayer’s income for a taxation year shall not exceed 
the amount, if any, by which 


(a) the total of all amounts each of which is 


(i) the taxpayer’s income for the year from a business in 
which computer tax shelter property owned by the taxpayer 
is used, computed without reference to any deduction under 
subsection (1) in respect of such property, or 


(ii) the income of a partnership from a business in which 
computer tax shelter property of the partnership is used, to 
the extent of the share of such income that is included in 
computing the taxpayer’s income for the year, 


exceeds 
(b) the total of all amounts each of which is 


(i) a loss of the taxpayer from a business in which computer 
tax shelter property owned by the taxpayer is used, computed 
without reference to any deduction under subsection (1) in 
respect of such property, or 


(i) a loss of a partnership from a business in which computer 
tax shelter property of the partnership is used, to the extent of 
the share of such loss that is included.in computing the tax- 
payer’s income for the year. 


Related Provisions: Reg. 1100(20.2) — Definition of “computer tax shelter pro- 
perty”; Reg. 1101(Sr) — Separate class for all computer tax shelter property. 


(20.2) [“Computer tax shelter property”] — For the purpose 
of this Part, computer tax shelter property of a person or partnership 
is depreciable property of a prescribed class in Schedule II that is 
computer software or property described in Class 50 or 52 where 


(a) the person’s or partnership’s interest in the property is a tax 
shelter investment (as defined by subsection 143.2(1) of the Act) 
determined without reference to subsection (20.1); or 


(b) an interest in the person or partnership is a tax shelter invest- 
ment (as defined by subsection 143.2(1) of the Act) determined 
without reference to subsection (20.1), 
Related Provisions: Reg. : 1100(20.1) — Limitation. on, CCA . claim; Reg. 
1101(Sr) — Separate class for all computer tax shelter property; Reg. 1104(2)“com- 
puter software” — Definition. 
History: The opening words of subsec. 1100(20.2) amended by P.C. 2009-660, sub- 
sec. 1(5), April 30, 2009, Canada Gazette, Part II, May 13, 2009, applicable in respect 
of property acquired after January 27, 2009. 
Subsec. 1100(20.1) amended by P.C. 2009-581, subsec. 1(7), April 23, 2009, Canada 
Gazette, Part Il, May 13, 2009, applicable to property acquired after March 18, 2007. 


The opening words of subsec. 1100(20.2) amended by the said P.C. 2009-581, subsec. 
1(8), applicable to property acquired after March 18, 2007. 
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Subsecs. 1100(20.1) and (20.2) added by P.C. 2000-1000, subsec. 2(4), June 21, 2000, 
Canada Gazette, Part Il, July 5, 2000, applicable to taxation years and fiscal periods 
that end after August 5, 1997, except that those subsecs. do not apply in respect of 
computer software for taxation years and fiscal periods of a taxpayer or partnership that 
end in 1997 or 1998 where 


(a) the taxpayer’s or partnership’s interest in the computer software 
(i) is acquired before August 6, 1997, 
(ii) is acquired before 1998 pursuant to an agreement in writing made by the 
taxpayer or partnership before August 6, 1997, or 


(ili) is, or is associated with, a tax shelter investment (as defined by subsec. 
143.2(1) of the Act) that is acquired by a taxpayer or partnership before 1998 
pursuant to 


(A) the terms of a document that is a prospectus, preliminary prospectus or 
registration statement where 


(I) the document was filed before August 6, 1997 with a public au- 
thority in Canada pursuant to and in accordance with the securities 
legislation of Canada or of any province and, where required by law, 
accepted for filing by the public authority before August 6, 1997, 


(II) the particular computer software is 
1. identified in the document, or 


2. acquired before November 29, 1997 from a person that is resi- 
dent in Canada and that developed the software, and 


(IIT) all the funds raised pursuant to the document are raised before 
1998 and all or substantially all of the tax shelter investments that can 
reasonably be considered to be associated with the computer software 
are acquired before 1998 by a person who is not 


1. a promoter, or an agent of a promoter, of the securities, 
2. a vendor of the property, 
3. a broker or dealer in securities, or 


4. a person who does not deal at arm’s length with a person re- 
ferred to in sub-subclause 1 or 2, or 


(B) the terms of an offering memorandum distributed as part of an offering 
of securities where 


(1) the memorandum contained a complete or substantially complete 
description of the securities contemplated in the offering as well as the 
terms and conditions of the offering, 


(iI) the memorandum was distributed before August 6, 1997, 


(III) solicitations in respect of the sale of the securities contemplated 
by the memorandum were made before August 6, 1997, 


(IV) the sale of the securities was substantially in accordance with the 
memorandum, 


(V) the particular computer software is 
1. identified in the memorandum, or 


2. acquired before November 29, 1997 from a person that is resi- 
dent in Canada and that developed the software, and 


(VI) all the funds raised pursuant to the memorandum were raised 
before 1998 and all or substantially all of the tax shelter investments 
that can reasonably be considered to be associated with the computer 
software are acquired before 1998 by a person who is not 


1. a promoter, or an agent of a promoter, of the securities, 
2. a vendor of the property, 
3. a broker or dealer in securities, or 


4. a person who does not deal at arm’s length with a person re- 
ferred to in sub-subclause 1 or 2; 


(b) there is no agreement or other arrangement under which any of the following 
obligations can be changed, reduced or waived if there is a change to the Act or if 
there is an adverse assessment under the Act: 


(i) the obligation of the taxpayer or the partnership, with respect to the com- 
puter software, or 


(ii) the obligation of another taxpayer or partnership that acquires a tax shelter 
investment (as defined by subsec. 143.2(1) of the Act) that is associated with 
computer software, with respect to the tax shelter investment; 


(c) the computer software is, or is associated with, one or more tax shelters sold or 
offered for sale at a time and in circumstances in which s. 237.1 of the Act requires 
an identification number to have been obtained and the identification number was 
obtained before that time; and 


(d) the computer software (including computer software to which subparagraph 
(a)(i) or (ii) applies) is, or is associated with, a tax shelter investment (as defined 
by subsec. 143.2(1) of the Act) sold or offered for sale pursuant to a document or 
offering memorandum described in subparagraph (a)(iii) and either 


(i) the total amount of securities sold in 1997 pursuant to the document or 
offering memorandum does not exceed $100,000,000, or 
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(ii) at least 10% of the securities authorized to be sold in 1997 pursuant to the 
document or offering memorandum were in 1997 and before August 6, 1997 
sold to, or subscribed for by, a person who is not 


(A) a promoter, or an agent of a promoter, of the securities, 

(B) a vendor of the computer software, 

(C) a broker or dealer in securities, or 

(D) a person who does. not deal at arm’s length with any person referred to 
in clause (A) or (B). 


For the purpose of this application, computer software is deemed to be acquired by a 
taxpayer or partnership no earlier than the time and only to the extent that its cost is 
considered to be an expenditure made or incurred by the taxpayer or partnership for the 
purposes of the Income Tax Act, determined without reference to subsec. 1100(20.1) of 
the Regulations. 


(21) Certified films and video tapes — Notwithstanding sub- 
section (1), where a taxpayer (in this subsection and subsection (22) 
referred to as the “investor”’) has acquired property of Class 10 or 
12 in Schedule II that is a certified feature film or certified produc- 
tion (in this subsection and subsection (22) referred to as the “film 
or tape”), in no case shall the deduction in respect of property of 
that class otherwise allowed to the investor by virtue of subsection 
(1) in computing the investor’s income for a particular taxation year 
exceed the amount that it would be if the capital cost to the investor 
of the film or tape were reduced by the aggregate of amounts, each 
of which is 


(a) where the principal photography or taping of the film or tape 
is not completed before the end of the particular taxation year, 
the amount, if any, by which 


(i) the capital cost to the investor of the film or tape as of the 
end of the year 


exceeds the aggregate of 


(ii) where the principal photography or taping of the film or 
tape is completed within 60 days after the end of the year, the 
amount that may reasonably be considered to be the inves- 
tor’s proportionate share of the production costs incurred in 
respect of the film or tape before the end of the year, 


(iii) where the principal photography or taping of the film or 
tape is not completed within 60 days after the end of the 
year, the amount that may reasonably be considered to be the 
investor’s proportionate share of the lesser of 


(A) the production costs incurred in respect of the film or 
tape before the end of the year, and 


(B) the proportion of the production costs incurred to the 
date the principal photography or taping is completed that 
the percentage of the principal photography or taping 
completed as of the end of the year, as certified by the 
Minister of Communications, is of 100 per cent, and 


(iv) the total of amounts determined under paragraphs (b) to 
(e) in respect of the film or tape as of the end of the year; 


(b) where, at any time before the later of 


(i) the date the principal photography or taping of the film or 
tape is completed, and 


(ii) the date the investor acquired the film or tape, 


a revenue guarantee (other than a revenue guarantee that is certi- 
fied by the Minister of Communications to be a guarantee under 
which the person who agrees to provide the revenue is a licensed 
broadcaster or bona fide film or tape distributor) is entered into 
in respect of the film or tape whereby it may reasonably be con- 
sidered certain, having regard to all the circumstances, that the 
investor will receive revenue under the terms of the revenue 
guarantee, the amount, if any, that may reasonably be considered 
to be the portion of the revenue that has not been included in the 
investor's income in the particular taxation year or a previous 
taxation year; 


(c) where, at any time, a revenue guarantee, other than 


(i) a revenue guarantee in respect of which paragraph (b) ap- 
plies, or 
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(ii) a revenue guarantee under which the person (in this sub- 
section referred to as the “guarantor’”) who agrees to provide 
the revenue under the terms of the guarantee is a person who 
does not deal at arm’s length with either the investor or the 
person from whom the investor acquired the film or tape (in 
this subsection referred to as the ““vendor”) and in respect of 
which the Minister of Communications. certifies that 


(A) the guarantor is a licensed broadcaster or bona fide 
film or tape distributor, and 


(B) the cost of the: film or tape does not: include any 
amount for or in respect of the guarantee, 


is entered into in respect of the film or tape, the amount, if any, 
that may reasonably be considered to be the portion of the reve- 
nue that is to be received by the investor under the terms of the 
revenue guarantee that has not been included in the investor’s 
income in the particular taxation year or a preceding taxation 
year, if 


(iii) the. guarantor and the investor are not dealing at arm’s 
length, 


(iv) the vendor and the Paaratior are not dealing at arm’s 
length, or 


(v). the vendor or.a person not dealing at arm’s length with 
the, vendor undertakes in any way, directly or indirectly, to 
fulfil all or any part of the guarantor’s obligations under the 
terms of the revenue guarantee; 


(d) where, at any time, a, revenue guarantee, other than a revenue 
guarantee in respect of which paragraph (b) or (c) applies, is en- 
tered into in respect of the film or tape, the amount, if any, that 
may reasonably be considered to be the portion of the revenue 
that is to be received by the investor under the terms of the reve- 
nue guarantee that 


(i) is not due to the investor until a time that is more than | 


four years after the first day on which the guarantor has the 
right to the use of the film or tape,’ and 


(ii) has not been included in the investor’s income in the par- 
ticular taxation year or a previous taxation year; and 


(e) the portion of any debt obligation of the investor outstanding 
at the end of the particular year that is convertible into an inter- 
est in the film or tape or in the investor. 


Related Provisions: ITA 125.4(4) — No Canadian film/video production credit to 
corporation if investor can claim deduction; Reg. 225(1) — Information return; Reg. 
1100(21.1) — Depreciable cost reduced by outstanding debt obligation; Reg. 1100(23); 
Reg. 1104(2) — “certified feature film’, “certified production”; Reg. 1104(10) — 
Interpretation. 


History: Subpara. 1100(21)(a)(iv) amended, para. (21)(e) added, by P.C. 2005-698, 
subsecs. 1(4), (5), May 3, 2005, Canada Gazette, Part II, May 18, 2005, applicable to 
property acquired by a taxpayer or partnership after February 21, 1994, other than pro- 
perty so acquired before 1995 


(a) by a taxpayer or a partnership pursuant to the terms of a written agreement 
entered into by the taxpayer or partnership. before February 22, 1994; 


(b) by a partnership pursuant to the terms of a prospectus, preliminary prospectus 
or registration statement filed before February 22, 1994 with a public authority in 
Canada pursuant to and in accordance with the securities legislation of Canada or 
of a province, and, where required by law, accepted for filing by such public’ au- 
thority; or 


(c) by a partnership pursuant to the terms of an offering memorandum distributed 
as part of an offering of securities where . 


(i) the memorandum contained a complete or substantially complete descrip- 
tion of the securities contemplated in the offering as well as the terms and 
conditions of the offering, 


(ii) the memorandum was distributed before February 22, 1994, 


(iii) solicitations in respect of the sale of the securities contemplated by the | 


memorandum were made before February 22, 1994, 


(iv) the sale of securities was substantially in accordance with the memoran- 
dum,, and 


(v) the funds raised pursuant to the terms of the memorandum were so raised © 


before 1995. 


Reg. 
S. 1100(21.1) 


Notwithstanding the above, 


° subpara. 1100(21)(a)Gv), para. 110021)6) and subsec. 1100(21. 1) apply after 
1994 to property acquired at any time by a partnership where ITA subsec. 40(3.1) 
does not apply to a member of the partnership before the end of the partnership’s 
fifth fiscal period ending after 1994. solely because of the application of Bill C-59, 
subsec, 12(6) (the coming-into-force of subsec, 40(3.1)), and 


¢ subpara. 1100(21)(a)(iv), para. 1100(21)(e), and subsec. 1100(21.1) apply after 
1994. to property acquired after February 21, 1994 and before 1995 by a partner- 
ship pursuant to an agreement in writing entered into by the partnership after Feb- 
ruary 21, 1994 and before 1995, where 


@ paras. (b) and (c), above, do not otherwise apply, 
. ii), the primary portion of the partnership interests is acquired before 1995, 


(iii) all or substantially all of the property (other than money) of the partnership is a 
film production or an interest in one or more partnerships all or substantially 
all of the property of which is film productions, 


(iv) the principal photography of the production (or, in the case of a production that 
is a television series, an episode of the series) commenced before 1995, 


(v) the funds used to produce the film production are raised before 1995 and the 
principal photography of the production is completed, and the funds are ex- 
pended, before 1995 (or, in the case of a certified production (as defined in 
subsec. 1104(2)), the principal photography of the production is completed, 
and the funds are expended, before March 2, 1995), and 


~ (vi) either 
(A) the producer of the production has 

(I) before February 22, 1994, entered into a written agreement for the 
pre-production, distribution, broadcasting, financing or acquisition of 
the production or the acquisition of the screenplay for the production 
(or has entered into.a written contract before February 22, 1994 witha 

screenwriter to, write the screenplay for the production), or 
_(D received before 1995 a commitment for funding or other government 
assistance (or an advance ruling or active status letter in respect of 
eligibility for such funding or other government assistance) for the 
production from a federal or provincial government agency whose 


mandate is related to the provision of assistance to film productions in 
Canada, or 


(B) the production is a continuation of a television series in respect of an epi- 
sode of which the producer has, before February 22, 1994; entered into an 
agreement or contract described in subcl. (A)(I). 


That portion of subsec. 1100(21) preceding para. (a), and para. (c), substituted by P.C. 
1988-2795, subsecs. 1(4) and (5), December 22, 1988, Canada Gazette, Part Il, January 
18, 1989, applicable in respect of property acquired after 1987. 


That portion of subsec. 1100(21) preceding para. (a). substituted by P.C. 1986-477, sub- 
sec. 1(1), February 27, 1986, Canada Gazette, Part Il, March 19, 1986, applicable in 
respect of a motion picture film or video tape, the principal photography or taping of 
which commenced after 1985. 


Para. 1100(21)(b) substituted by P.C. 1986-477, subsec: 1(2); February 27, 1986, Can- 
ada Gazette, Part Il, March 19, 1986, applicable in respect, of a motion picture film.or 
video tape, the principal photography or taping of which commenced after 1984. 


Cl. 1100(21)(a)(iii)(B) substituted by P.C. 1980-3374, s..1, December, 11, 1980,.Can- 
ada Gazette, Part Il, December 24, 1980. 


Subsec. 1100(21) added by P.C. 1978-3731, December 14, 1978, Canada Gazette, Part 
Il, December 27, 1978, applicable in respect of property acquired after 1978. 


Minister of Communications: S. 46 of 1995, c. 11, in force July 12, 1996, provides 
as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by virtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be read as a reference 
to the Minister of Canadian Heritage. 


Forms: T1-CP Summ? Summary of certified productions. 


(21.1) [Film or videotape — deemed cost reduction] — Not- 
withstanding subsection (1), where a taxpayer has acquired property 
described in paragraph (s) of Class 10 in Schedule II, or in para- 
graph (m) of Class 12 of Schedule II, the deduction in respect of the 
property otherwise allowed to the taxpayer under subsection (1) in 
computing the taxpayer’s income for a taxation year shall not ex- 
ceed the amount that it would be if the capital cost to the taxpayer 
of the: property were reduced by the portion of any debt obligation 
of the taxpayer outstanding at the end of theyear that is convertible 
into an interest in the property or in the taxpayer. 
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Proposed Amendment — Reg. 1100(21.1) 


(21.1) [Film or videotape — deemed cost reduction] — 
Notwithstanding subsection (1), where a taxpayer has acquired 
property described in paragraph (s) of Class 10, or in paragraph 
(m) of Class 12, in Schedule II, the deduction in respect of the 
property otherwise allowed to the taxpayer under subsection (1) in 
computing the taxpayer’s income for a taxation year shall not ex- 
ceed the amount that it would be if the capital cost to the taxpayer 
of the property were reduced by the portion of any debt obligation 
of the taxpayer outstanding at the end of the year that is converti- 
ble into an interest (or, for eh le law, a wld in the atsoee or an 
interest in the taxpayer. 


Application: The July 16, 2010 draft regulations (Part 1 — technical), s. 163, will 
amend subsec. 1100(21.1) to read as above, in force on Royal Assent. 


Technical Notes (July 2010): Subsection 1100(21.1) is amended as part of the 
harmonization initiative of the federal government, related to bijuralism, to reflect 
the concepts and terminology of the common law and the civil law in both official 
languages. In particular, the words “interest in the property” are ‘replaced by “interest 
(or, for civil law, a right) in the property”. This amendment is not bogie to change 
the current application of the amended provision. 


History: Subsec. 1100(21.1) added by P.C. 2005-698, subsec. 1(6), May 3, 2005, Can- 
ada Gazette, Part II, May 18, 2005, applicable on the same basis as the addition of Reg. 
1100(21)(e) above. 


(22) [Film or tape acquired before 1979] — Notwithstanding 
subsection (1), where an investor has acquired a film or tape after 
his 1977 taxation year and before 1979 and the principal photogra- 
phy or taping in respect of the film or tape is completed after a 
particular taxation year and not later than March 1, 1979, in no case 
shall the deduction in respect of property of Class 12 in Schedule II 
otherwise allowed to the investor by virtue of subsection (1) in 
computing his income for the particular taxation year exceed the 
amount, otherwise determined, if the capital cost to the investor of 
the film or tape were reduced by the amount, if any, by which 


(a) the capital cost to the investor of the film or tape as of the 
end of the year 


exceeds 


(b) the amount that may reasonably be considered to be the in- 
vestor’s proportionate share of the production costs incurred in 
respect of the film or tape to March 1, 1979. 


Related Provisions: Reg. 1100(21) — Meaning of “investor” and “film or tape”. 


History: Subsec. 1100(22) added by P.C. 1978-3731, s. 1, December 14, 1978, Can- 
ada Gazette, Part 11, December 27, 1978. 


Interpretation Bulletins: IT-441: CCA — Certified feature film productions and 
certified short productions (archived). 


Forms: T1-CP Summ: Summary of certified productions. 


(23) [Film or tape acquired in 1987 or 1988] — For the pur- 
poses of paragraph (21)(a), 


(a) in respect of a film or tape acquired in 1987, other than a 
film or tape in respect of which paragraph (b) applies, the refer- 
ences in paragraph (21)(a) to “within 60 days after the end of the 
year” shall be read as references to “before July, 1988’; and 


(b) in respect of a film or tape acquired in 1987 or 1988 that is 
included in paragraph (n) of Class 12 in Schedule II and that is 
part of a series of films or tapes that includes another property 
included in that paragraph, the references in paragraph (21)(a) to 
“within 60 days after the end of the year” shall be read as refer- 
ences to “before 1989”. 


History: Subsec. 1100(23) added by P.C. 1988-2795, subsec. 1(6), December 22, 
1988, Canada Gazette, Part Il, January 18, 1989, applicable after 1986. 


(24) Specified energy property — Notwithstanding subsection 
(1), in no case shall the total of deductions, each of which is a de- 
duction in respect of property of Class 34, 43.1, 43.2, 47 or 48 in 
Schedule II that is specified energy property owned by a taxpayer, 
otherwise allowed to the taxpayer under subsection (1) in comput- 
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ing the taxpayer’s income for a taxation year, exceed the amount, if 
any, by which 


(a) the total of all amounts each of which is 
(i) the total of 


(A) the amount that would be the income of the taxpayer 
for the year from property described in Class 34, 43.1, 
43.2, 47 or 48 in Schedule II (other than specified energy 
property), or from the business of selling the product of 
that property, if that income were calculated after deduct- 
ing the maximum amount allowable in respect of the pro- 
perty for the year under paragraph 20(1)(a) of the Act, 
and 


(B) the taxpayer’s income for the year from specified en- 
ergy property or from the business of selling the product 
of that property, computed without regard to paragraph 
20(1)(a) of the Act, or 


(ii) the total of 


(A) the taxpayer’s share of the amount that would be the 
income of a partnership for the year from property de- 
scribed in Class 34, 43.1, 43.2, 47 or 48 in Schedule II 
(other than specified energy property), or from the busi- 
ness of selling the product of that property, if that income 
were calculated after deducting the maximum amount al- 
lowable in respect of the property for the year under para- 
graph 20(1)(a) of the Act, and 


(B) the income of a partnership for the year from speci- 
fied energy property or from the business of selling the 
product of that property of the partnership, to the extent 
of the taxpayer’s share of that income, 


exceeds 
(b) the total of all amounts each of which is 

(i) the taxpayer’s loss for the year from specified energy pro- 
perty or from the business of selling the product of that pro- 
perty, computed without regard to paragraph 20(1)(a) of the 
Act, or 

(ii) the loss of a partnership for the year from specified en- 
ergy property or from the business of selling the product of 


that property of the partnership, to the extent of the tax- 
payer’s share of that loss. 


Proposed Amendment _ Alternative pay Tax 
tules for CRCE 


Finance, Sept. 28, 2010: ‘Ses des: ITA 127. 52(1)(e). 


Related Provisions: Reg. 1100(25) — Meaning of “specified energy property”; 
Reg. 1100(26) — Exception. 


History: The opening words of subsec. 1100(24), cls. 1100(24)(a)(i)(A) and (ii)(A) 
amended to replace “Class 34 or Class 43.1” with “Class 34, 43.1, 43.2, 47 or 48” by 
P.C. 2006-439, subsecs. 1(3), (4) and (5), June 1, 2006, Canada Gazette, Part Il, June 
14, 2006, deemed in force on February 23, 2005. 


Subsec. 1100(24) amended by P.C. 1997-1033, subsec. 1(2), July 25, 1997, Canada 
Gazette, Part Il, August 20, 1997, applicable after February 21, 1994. 


(25) [“Specified energy property”] — Subject to subsections 
(27) to (29), in this section and section 1101, “specified energy pro- . 
perty”’ of a taxpayer or partnership (in this subsection referred to as 
“the owner”) for a taxation year means property of Class 34 in 
Schedule II acquired by the owner after February 9, 1988 and pro- 
perty of Class 43.1, 43.2, 47 or 48 in Schedule II, other than a par- 
ticular property 
(a) acquired to be used by the owner primarily for the purpose of 
gaining or producing income from a business carried on in Can- 
ada (other than the business of selling the product of the particu- 
lar property) or from another property situated in Canada, or 
(b) leased in the year, in the ordinary course of carrying on a 
business of the owner in Canada, to 
(i) a person who can reasonably be expected to use the pro- 
perty primarily for the purpose of gaining or producing in- 
come from a business carried on in Canada (other than the 
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business of selling the product of the particular property) or 
from another property situated in Canada, or 


(ii) a corporation or partnership described in subsection (26), 
where the owner was | 
(iii),a corporation whose principal business. was, throughout 
the year, ad 
_ (A) the renting or leasing of leasing property or property 
that would be leasing property. but for subsection (18), 
(19) or (20), : 
(B) the renting or leasing of property referred to in clause 
(A) combined ‘with the selling and servicing of property 
of the same general type and description, or 
(C) the manufacturing of property described in Class 34, 
43.1, 43.2, 47 or 48 in Schedule II that it sells or leases, 
and the gross revenue of the corporation for the year from 
that principal business was not less than 90 per cent of the 
gross revenue of the corporation for the year from all 
» sources, or 


(iv) a partnership each member of which was a corporation 
described in subparagraph (iii) or paragraph (26)(a). 
Related Provisions: Reg. 1101(5m) — Separate ‘class. ; 
History: The opening words of subsec. 1100(25) amended by P.C. 2006-439, subsec. 


1(6), June 1, 2006, Canada Gazette, Part Il, June 14, 2006, deemed in force on Febru- 
ary 23, 2005. 


Cl. 1100(25)(b)@ii)(C) amended to replace “Class 34 or Class 43.1” with “Class 34, 
43.1, 43.2, 47 or 48” by the said P.C. 2006-439, subsec. 1(7), June 1,°2006, Canada 
Gazette, Part II, June 14, 2006, deemed in force on February 23, 2005. 


The opening words of subsec. 1100(25) and‘cl. 1100(25)(b)Gii)(C) amended by P.C. 
1997-1033, subsecs. 1(3) and (4), July 25, 1997, Canada Gazette, Part Il, August 20, 
1997, applicable after February 21, 1994. 


(26) [Specified energy property — exception] — Subsection 
(24) does‘not apply to a taxation year of a taxpayer that was, 
throughout the year, : 
(a) a corporation whose principal business throughout the year 
was 
(i) manufacturing or processing, 
(i)! mining operations, or 
(iii) the sale, distribution or production of electricity, natural 
gas, oil, steam, heat or any other form of energy or potential 
energy; or | 


(b) a partnership each member of which was a corporation de- 
scribed in paragraph (a). 
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Liddle z 
Related Provisions: Reg. 1104(9) — Meaning of “manufacturing and: processing”. 


History: Para. 1100(26)(a) amended by P.C. 1997-1033, subsec. 1(5), July 25; 1997, 
Canada. Gazette, Part II, August 20, 1997, applicable to taxation years ending after 
March 6, 1996.., 


(27) [Specified energy property — acquisition before 
1990] — Specified energy property of a person or partnership. does 
not include property acquired by the person or partnership after 
February 9, 1988 and before 1990 | 


(a) pursuant to an obligation in writing entered into by the per- 
son or partnership before. February 10, 1988; 


(6) pursuant to the terms of a prospectus, preliminary prospec- 
tus, registration statement or offering memorandum filed before 
February 10, 1988 with a public authority in Canada pursuant to 
and in accordance with the securities legislation of any province; 


(c) pursuant to the terms of an offering memorandum distributed 
as part of an offering of securities where 


(i) the offering memorandum contained a complete or sub- 
stantially complete description of the securities contemplated 
in the offering as well as the terms and conditions of the of- 
fering of the securities, 


(ii) the offering. memorandum was distributed before Febru- 
ary 10, 1988, 
. Gil) solicitations in respect of the sale of the securities con- 


templated by. the offering memorandum were made before 
February 10, 1988, and, 


(iv) the sale of the securities was substantially in accordance 
_with the offering memorandum; or 


(d) ‘as part of a project:where, before February 10, 1988, 


(i) some of the machinery or equipment to be used in the 
project had been acquired, or agreements in writing for the 
acquisition of that, machinery or equipment had. been entered 
into, by or on behalf of the person or partnership, and 


(ii) an approval had been received by or on behalf of the per- 
son or partnership from a government environmental author- 
ity in respect of the location of the project. 


Related Provisions: Reg. 1100(17) — Meaning of “leasing property”. 


(28) [Specified energy property — exclusion] — A property 

acquired by a taxpayer 
(a) in the course of a reorganization in respect of which, if a 
dividend were received by a corporation in the course of the re- 
organization, subsection 55(2) of the Act would not be applica- 
ble to the dividend by reason of the application of paragraph 
55(3)(b) of the Act, or 


(b) from a person with whom the taxpayer was not dealing at 
‘arm’s length (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b) of the Act) at the time the property was 
acquired 
that would otherwise be specified energy property of the taxpayer 
shall be deemed not to be specified energy property of the taxpayer 
if, immediately before it was so acquired by the taxpayer, it was 
not, by virtue of subsection (27), this subsection or subsection (29), 
specified energy property of the person from whom the property 
was so acquired. 


(29) [Specified energy property—replacement pro- 
perty] — A property acquired by a taxpayer or partnership that is a 
replacement property (within the meaning» assigned by subsection 
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13(4) of the Act), that would otherwise be specified energy property 
of the taxpayer or partnership, shall be deemed not to be specified 
energy property of the taxpayer or partnership if the property re- 
placed, referred to in paragraph 13(4)(a) or (b) of the Act, was, by 
virtue of subsection (27), (28) or this subsection, not specified en- 
ergy property of the taxpayer or partnership immediately before it 
was disposed of by the taxpayer or partnership. 


History [Reg. 1100(24)-(29)]: Subsecs. 1100(24) to (29) added by P.C. 1990-753, 
April 26, 1990, Canada Gazette, Part II, May 9, 1990, applicable in respect of taxation 
years ending after February 9, 1988. 


Selected Cases [Reg. 1100]: Brydges v. R., [1996] 1 C.T.C. 2851 (TCC) (Certifica- 
tion cannot be subsequently revoked). 


Definitions [Reg. 1100]: “additional property” — Reg. 1100(1.19)(a); “amount” — 
ITA 248(1); “arm’s length” —ITA 251(1), Reg. 1102(20); “associated” —ITA 256; 
“broadcasting” — Interpretation Act 35(1); “business’—ITA 248(1); “calendar 
year’ — Interpretation Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 35(1); 
“Canadian” — Reg. 1104(10)(a), (c.2); “capital cost” — Reg. 1100(1)(b), 1100(1.13), 
1102(4), (7); “certified feature film’, “certified production” — Reg: 1104(2); 
“class” — Reg. 1101(6), 1102(1)-(3), (14), (14.1); “commencement” — Jnterpretation 
Act 35(1); “computer software” — Reg. 1104(2); “computer tax shelter property” — 
Reg. 1100(20.2); “corporation” — ITA 248(1), Interpretation Act 35(1); “depreciable 
property” — ITA 13(21), 248(1); “designated property” — Reg. 1100(1)(ta), (zc); “dis- 
posed” —ITA 248(1)“disposition”; “disposes” —-ITA 248(1)“disposition’; “disposi- 
tion” —ITA 248(1); “dividend” —ITA 248(1); “end of the taxation year” — Reg. 
1104(1); “exempt property” — Reg. 1100(1.13)(a), (a.1); “film. or tape” —- Reg. 
1100(21); “fiscal period” — ITA 249.1; “general-purpose electronic data processing 
equipment” — Reg. 1104(2); “gross revenue’ —ITA 248(1); “guarantor’— Reg. 
1100(21)(c)(ii); “income from. a mine” — Reg. 1104(5), (6.1)(a); “individual” — ITA 
248(1); “industrial mineral mine” — Reg. 1104(3); “investor” — Reg. 1100(21); “‘leas- 
ing property’ —Reg. 1100(17)-(20); “life insurance corporation” —ITA 248(1); 
“manufacturing or processing’ — Reg. 11049); “mine” — Reg. 1104(7); “mineral”, 
“mining” — Reg. 1104(3); “Minister’ — ITA 248(1); “month” — Interpretation Act 
35(1); “motor vehicle”, “office” — ITA 248(1); “original lease” — Reg. 1100(1.2)(a); 
“original property” — Reg. 1100(1.17), (1.19)(a); “owner” — Reg. 1100(25); “Parlia- 
ment” — Interpretation Act 35(1); “particular time”, “particular year” — Reg. 
1100(1.1)(a)Gi); “person” —ITA 248(1), Reg. 1100(1.16); “prescribed” — ITA 
248(1); “prescribed rate” — Reg. 4301, 4302; “principal amount”, “property” — ITA 
248(1); “province” — Interpretation Act 35(1); “radio” — Interpretation Act 35(1); 
“railway system” — Reg. 1104(2); “received or receivable” — Reg. 1100(1.18); “re- 
lated” —ITA 251(2)-(6); “remuneration” — Reg. 1104(10)(c); “rent” — Reg. 
1100(14.1), (17.2); “rental property” — Reg. 1100(14); “replacement property” — 
Reg. 1100(1.17); “resident in Canada” —ITA 250; “revenue guarantee” — Reg. 
1104(10)(c.1); “series” — ITA 248(10); “share” — ITA 248(1); “specified energy pro- 
perty” — Reg. 1100(25), (27)-(29); “specified leasing property” — Reg. 1100(1.11); 
“specified transaction” — Reg. 1100(1)(ta); “systems software” — Reg. 1104(2); “tax 
shelter’ —ITA 237.1(1), 248(1); “taxation. year’ —ITA 249, Reg. 1104(1); “tax- 
payer’ — ITA 248(1); “treaty-protected business” — ITA 248(1); “undepreciated capi- 
tal cost” — ITA 13(21), 248(1); “unit of production” — Reg. 1104(10)(d); “vendor” — 
Reg. 1100(21)(c)(ii); “within 60 days after the end of the year’ — Reg. 1100(23)(a), 
(b); “writing”, “written” — Interpretation Act 35(1)“writing”: 


Interpretation Bulletins [Reg. 1100]: IT-474R2: Amalgamations of Canadian 
corporations. 


1100A. Exempt mining income — (1) [Revoked] 


(2) Any election under subparagraph 13(21)(f)(vi) [13(21)“un- 
depreciated capital cost”H] of the Act in respect of property of a 
prescribed class acquired by a corporation for the purpose of gain- 
ing or producing income from a mine shall be made by filing with 
the Minister, not later than the day on or before which the corpora- 
tion is required to file a return of income pursuant to section 150 of 
the Act for its taxation year in which the exempt period in respect 
of the mine ended, one of the following documents in duplicate: 


(a) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made in respect of that 
class; and 

(b) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election in respect of that 
class by the person or persons legally entitled to administer the 
affairs of the corporation. 


Related Provisions: Reg. 1100(1)(w), (x). 


INot indexed for inflation — ed. 
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History: Subsec. 1100A(1) revoked by P.C. 1988-390, s. 6, March 3, 1988, Canada 
Gazette, Part Il, March 16, 1988, effective October 29, 1985. 


Subsec. 1100A(1) substituted by P.C. 1979-1487, s. 1, May 17, 1979, Canada Gazette, 
Part II, June 13, 1979. 


Subsec. 1100A(1) and that portion of subsec. 1100A(2) preceding para. (a) substituted 
by P.C. 1978-1315, subsecs. 7(1), (2), April 20, 1978, Canada Gazette, Part Il, May 10, 
1978, effective on and after May 26, 1978. 


Definitions [Reg. 1100A]: “class” — Reg. 1101(6), 1102(1)-(3), (14), (14.1); “cor- 


poration” — ITA 248(1), Interpretation Act 35(1); “Minister”, “person”; “prescribed”, 
“property” — ITA 248(1); “taxation year” —ITA 249, Reg. 1104(1). 


DIVISION Il — SEPARATE CLASSES 


1101. (1) Businesses and properties — Where more than one 
property of a taxpayer is described in the same class in Schedule II 
and where 
(a) one of the properties was acquired for the purpose of gaining 
or producing income from a business, and 
(b) one of the properties was acquired for the purpose of gaining 
or producing income from another business or from the 
property, 
a separate class is hereby prescribed for the properties that 
(c) were acquired for the purpose of gaining or producing’ in- 
come from each business, and 
(d) would otherwise be included in the class. 
Related Provisions: Reg. 1101(1a) — Insurance businesses. 


History: Paras. 1101(1)(c), (d) renumbered by P.C. 1980-2081, s. 1, July 31, 1980, 
Canada Gazette, Part Il, August 13, 1980. 


Selected Cases [Reg. 1101(1)]: Dupont Canada Inc. v. R., [2001] 2 C.T.C. 315 
(FCA) (Sale of certain assets not sale of separate business). 


Interpretation Bulletins: IT-206R: Separate businesses; IT-218R: Profit, capital 
gains and losses from the sale of real estate, including farmland and inherited land and 
conversion of real estate from capital property to inventory and vice versa. 


(1a) [Life insurance business deemed corporate busi- 
ness] — For the purposes of subsection (1), 


(a) a life insurance business, and 
(b) an insurance business other than a life insurance business, 
shall each be regarded as a separate business. 


(lab) [Partnership property separate] — Where, at the end of 
1971, more than one property of a taxpayer who was a member of a 
partnership at that time is described in the same class in Schedule II 
and where 


(a) one of the properties can reasonably be regarded to be the 
interest of the taxpayer in a depreciable property that is partner- 
ship property of the partnership, and 


(b) one of the properties is property other than property referred 
to in paragraph (a), 


a separate class is hereby prescribed for all properties each of which 
(c) is a property referred to in paragraph (a); and 
(d) would otherwise be included in the class. 


(lac) [Rental property over $50,000] — Subject to subsection 
(Sh), where more than one property of a taxpayer is described in the 
same class in Schedule II, and one or more of the properties is a 
rental property of the taxpayer the capital cost of which to the tax- 
payer was not less than $50,000!, a separate class is hereby pre- 
scribed for each such rental property of the taxpayer that would oth- 
erwise be included in the same class, other than a rental property 
that was acquired by the taxpayer before 1972 or that is 


(a) a building or an interest therein, or 


(b) a leasehold interest acquired by the taxpayer by reason of the 
fact that the taxpayer erected a building on leased land, 
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erection of which building was commenced by the taxpayer before 
1972 or pursuant to an agreement in writing entered into by the tax- 
payer before 1972. 

Related Provisions: Reg. 1100(14)— Meaning of  “rental’ property”; . Reg. 
1101(1ad) — Exceptions; Reg. 1101(1ae)— Rental property separate. 

History: All that portion of subsec. 1101(1ac) preceding para. (a) substituted by P.C. 
1982-599, subsec. 2(1), February 25, 1982, Canada Gazette, Part II, March 10, 1982. 


Interpretation Bulletins: IT-274R: Rental property — Capital cost of $50,000 or 
more; IT-304R2: Condominiums. 


(lad) [Rental property over $50,000 — exception] — Not- 
withstanding subsection (lac), a rental property acquired by a 
taxpayer 
(a) in the course of a reorganization in respect of which, if a 
dividend were received by a corporation in the course of the re- 
organization, subsection 55(2) of the Act would not be applica- 
ble to the dividend by reason of the application of paragraph 
55(3)(b) of the Act, or 


(b) from a person with whom the taxpayer was not dealing at 
arm’s length (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b) of the Act) at the time the property was 
acquired, 


that would otherwise be rental property of the taxpayer of a separate 
class prescribed under subsection (lac), shall be deemed not to be 
property of a separate class prescribed under that subsection if, im- 
mediately before it was so acquired by the taxpayer, it was a rental 
property of the person from whom the property was so acquired of a 
prescribed class other than a separate class prescribed under that 
subsection. . 
Related Provisions: Reg. 1100(2.21)(a); Reg. 1100(14) — Meaning of “rental pro- 
perty”; Reg. 1102(20) — Non-arm’s length exception. 


History: Paras. 1101(1ad)(a), (b) substituted for (a) to (c) by P.C. 1989-2464, subsec. 
2(1), December 14; 1989, Canada Gazette, Part II, January 3, 1990, applicable in re- 
spect of property acquired by a taxpayer after June 17, 1987 other than property ac- 
quired after that date and before 1990 pursuant to an agreement in writing entered into 
by the taxpayer before June 18, 1987. 


Para. 1101(1ad)(a.1) added by P.C. 1984-3789, s. 6, November 29, 1984, Canada Ga- 
zette, Part II, December 12, 1984, applicable with respect to property acquired after 
November 12, 1981. 


Interpretation Bulletins: IT-274R: Rental properties — Capital cost of $50,000 or 
more. 


(1ae) [Rental property separate] — Except inthe case of a cor- 
poration or partnership described in subsection 1100(12),: where 
more than one property of a taxpayer is described in the same class 
in Schedule I and where 
(a) one of the properties is'a rental property other than a property 
of a separate class prescribed under subsection (lac), and 


(b) one of the properties is.a property other than rental property, 
a separate class is hereby prescribed for properties that 

(c) are described in paragraph (a);: and 

(d) would otherwise be included in the class. 
Related Provisions: Reg. 1100(14) — Meaning of “rental property”. 
Interpretation Bulletins: IT-195R4: Rental. property —CCA. restrictions; IT- 
304R2: Condominiums. 


(laf) [Expensive automobiles] — A separate class is hereby 
prescribed for each property included in Class 10.1 in Schedule IL. 
History: Subsec. 1101(laf) added by P.C. 1991-2272, s. 2, November 21, 1991, Can- 
ada Gazette, Part Il, December 4, 1991, applicable to taxation years and fiscal periods 
commencing after June 17, 1987 that end after 1987. 

Subsecs. 1101(1b), (1c) revoked by P.C. 1979-2483, September 13, 1979, Canada Ga- 
zette, Part Il, September 26, 1979, effective in respect of 1978 et seq. 
Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by self-em- 
ployed individuals; IT-522R: Vehicle, travel and sales expenses of employees. 


2) [Franchise, concess ion or 
roperty of a taxpayer is described 
_ and one or more of the propertie n 
ich the taxpayer is a transferee that has elected unc 
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(2) Fishing vessels — Where a property of a taxpayer that would 
otherwise be included in Class 7 in Schedule II is a property in re- 
spect of which a depreciation allowance could have been taken 
under Order in Council 


(a) P.C. 2798 of April 10, 1942, 


(b) P.C. 7580 of August 26,1942, as amended by P.C. 3297 of 
April 22, 1943, or 


(c) P.C,.3979 of June. 1, 1944, 


if those Orders in Council were applicable to the taxation year, a 
separate class is hereby prescribed for each property, including the 
furniture, fittings and equipment attached thereto. 


Related Provisions: Reg. 1100(1)(). 


(2a) Canadian vessels — A separate class is hereby prescribed 
for each vessel of a taxpayer, including the furniture, fittings, radi- 
ocommunication equipment and other equipment attached thereto, 
that 


(a) was constructed in Canada: 
(b) is registered in Canada; and 


(c) had not been used for any, purpose whatever before. it was 
acquired by the taxpayer. 
Related Provisions: Reg. 1100(1)(v) — additional allowance; Reg. 1101(2c)— No 


application if structured financing facility in place; Reg. #60 Vee) — Investment tax 
credit — qualified transportation equipment. 


History: Subsec. 1101(2a) substituted by P.C. 1994-139, subsecs. 3(1) and (2), Janu- 
ary 27, 1994, Canada Gazette, Part Il, February 9, 1994, applicable, to property ac- 
quired after July 13, 1990. 


Interpretation Bulletins: IT-267R2: CCA — vessels. 
Advance Tax Rulings: ATR-52: Accelerated rate of CCA for vessels. 


(2b) Offshore drilling vessels — A separate class is hereby pre- 
scribed for all vessels described in Class 7 in Schedule II, including 
the furniture, fittings, radiocommunication equipment and other 
equipment attached thereto, acquired by a taxpayer 


(a) after May 25, 1976 and Renee principally for the purpose 
of 


(i) determining the existence, location, extent or quality of 
accumulations of petroleum or natural gas (other than min- 
eral resources); or 
(ii) drilling oil or gas wells; or 
(b) after May 22, 1979 and designed principally for the purpose 
of determining the existence, location, extent or quality of min- 
eral resources. . 
Related Provisions: Reg. 1100(1)(va) — Additional allowance; Reg. 1101(2c) — 
No application if structured financing facility in place. 
History: Subsec. 1101(2b) substituted by P.C. 1979-1487, s. 52, May 17, 1979, Can- 
ada Gazette, Part II, June 13, 1979. 


Interpretation Bulletins: IT-267R2: CCA — Vessels; IT-317R: Radio and televi- 
sion equipment (archived). 


(2c) Vessels and a structured financing facility — Subsec- 
tions (2a) and (2b) do not apply to a vessel, nor to the furniture, 
fittings, radio communications equipment and other equipment at- 
tached to the vessel, if a structured financing facility relating to any 
such property has been agreed to by the Minister of Industry under 
the Department of Industry Act. 


Related Provisions: Reg. Sch. I:Cl.: 41(b)— Exclusion from Class 41. 
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History: Subsec. 1101(2c) added by P.C. 2005-2186, subsec. 2(1), November 22, 
2005, Canada Gazette, Part II, December 14, 2005, deemed to have come into force on 
November 7, 2001. 


(3) Timber limits and cutting rights — For the purposes of this 
Part and Schedules IV and VI, each property of a taxpayer that is 


(a) a timber limit other than a timber resource property, or 


(b) a right to cut timber from a limit other than a right that is a 
timber resource property, 


is hereby prescribed to be a separate class of property. 
Related Provisions: Reg. 1100(1)(e) — Capital cost allowance. 


Interpretation Bulletins: IT-469R: CCA — Earth-moving equipment; IT-481: Tim- 
ber resource property and timber limits. 


(4) Industrial mineral mines — For the purposes of this Part 
and Schedule V, where a taxpayer has 


(a) more than one industrial mineral mine in respect of which he 
may claim an allowance under paragraph 1100(1)(g), 


(b) more than one right to remove industrial minerals from an 
industrial mineral mine in respect of which he may claim an al- 
lowance under that paragraph, or 


(c) both such a mine and a right, 


each such industrial mineral mine and each such right to remove 
industrial minerals from an industrial mineral mine is hereby pre- 
scribed to be a separate class of property. 


Related Provisions: Reg. 1104(3) — Meaning of “industrial mineral mine’’. 


(4a) New or expanded mines properties — Where more than 
one property of a taxpayer is described in Class 28 in Schedule II 
and 


(a) one of the properties was acquired for the purpose of gaining 
or producing income from only one mine, and 


(b) one of the properties was acquired for the purpose of gaining 
or producing income from another mine, 


a separate class is hereby prescribed for the properties that 


(c) were acquired for the purpose of gaining or producing in- 
come from each mine; 


(d) would otherwise be included in the class; and 
(e) are not included in a separate class by virtue of subsection 


(4b). 
Proposed Amendment — Reg. 1101(4a) _ 


(4a) Class 28 — Single mine properties - — Where one or 
more properties of a taxpayer are described in Class 28 of Sched- 
ule II and some or all of the properties were acquired for the pur- 
pose of gaining or producing income from one mine and not from 
any other mine (which properties are referred to as “single mine 
properties” in this subsection),,a separate class i is. prescribed for 
the single mine properties that . 


(a) were acquired for the RUIDOSS: of gaining « or producing in- 
come from that mine; 


(b). would otherwise be sicfadoass ‘in Cue 28. atid ai 


(c) are not included in a separate class BY reason of subsection 
(4b). 


Application: The May 3, 2010 draft regulations (oil inde! sebieiay Saba te 
amend subsec. 1101(4a) to read as above, applicable to taxation yeu thst end atest 
March 18, 2007. : 


Technical Notes: Section 1101 provides separate classes in respect of certain 
properties described in Schedule II to the Regulations and used to earn income. Sec- _ 
tion 1101 is amended in two respects. First, new subsections (4e) and (4f) are intro-_ 
duced. Second, subsections (4a) to (4d) are reworded to be consistent with tie word: 
ing of the new subsections. . 


Subsection 1101(4a) prescribes a separate class for single mine properties that are 
included in Class 28. Subsection 1101(4a) is reworded to be consistent with the 
wording of new subsection 1101(4e). : 


Related Provisions: Reg. 1100(1)(w), 1104(5), 1104(7); Reg. 1104(5), (6.1) — 
Income from a mine; Reg. 1104(7) — Interpretation. 
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(4b) New or expanded mines properties — Where more than 
one property of a taxpayer is described in Class 28 in Schedule II 
and 


(a) one of the properties was acquired for the purpose of gaining 
or producing income from particular mines, and 


(b) one of the properties was acquired for the purpose of gaining 
or producing income from only one mine or more than one mine 
other than any of the particular mines, 


a separate class is hereby prescribed for the properties that 


(c) were acquired for the purpose of gaining or producing in- 
come from the particular mines; and 


(d) would otherwise be included in the class. 
| - Proposed Amendment — Reg. 1101(4b) 


(4b) Class 28 — — Multiple mine properties — Where more 
than one property of a taxpayer is described in Class 28 in Sched- 
ule TI and some or all of the. properties were acquired for the pur- 
pose of gaining or producing i income from particular mines and 
not from any other mine (which properties are referred to as “mul- 
tiple mine properties” in this subsection), a separate class is pre- 
scribed for the multiple mine properties that 


te. were acquired for the purpose of gaining « or producing in- 
= me from the articular mines; and . 


Application: The May. 3, 2010 draft regulations (oil sands. projects), s.. ah a 
amend subsec. 1101(4b) to read as above, applicable to taxation \ years that end after. 
March 18, 2007. 


Technical Notes: ‘Subsection 1101 ») prescribes a ee class ee paisntig 
mine properties that are included in Class 28. Subsection 1101(4b) i 1S Teworded to be” 
consistent with the wording of new subsection 1101(4f). : : 


Related Provisions: Reg. 1100(1)(x), 1104(5), 1104(7);.Reg. 1104(5), ne 
Income from a mine; Reg. 1104(7) — Interpretation. 


(4c) New or expanded mines properties — Where one or 
more properties of a taxpayer are described in paragraph (a), (a.1), 
or (a.2) of Class 41 of Schedule II and 


(a) where all of the properties were acquired for the purposes of 
gaining or producing income from only one mine, or 


(b) where 


(i) one or more of the properties were acquired for the pur- 
pose of gaining or producing income from a particular mine, 
and 


(ii) one or more of the properties were acquired for the pur- 
pose of gaining or producing income from another mine, 


a separate class is hereby prescribed for the properties that 


(c) were acquired for the purpose of gaining or producing in- 
come from each mine; 


(d) would otherwise be included in the class, and 


(e) are not included in a separate class by reason of subsection 
fi: 


- Proposed Amendment — Reg. 1101 (4c) 


(40) Class 41 — Single mine properties — Where. one. 
more properties of a taxpayer are described in paragraph | @), (al 7 
or (a.2) of Class 41 of Schedule II and some or all of the proper- — a 
ties were acquired for the purpose of gaining or produci 
from one mine and not from any other mine (which properties are 

referred to as “single mine properties” in this subsection) 
rate class is prescribed for the ‘single mine properties tha 


(a) were acquired for the purpose of eaning or 7 peooRna ine > 
come from that mine; . ; 

(b) would otherwise be included i in. Class Al; 
(c) are not included i in a a separate class by reaso 
(4d). 


Application: The May 3, 2010 draft regulations (oil sands’ fee 
amend subsec. 1101(4c) to read as above, on to — — 
March 18, 2007. BS 
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Technical Notes: Subsection 1101(4c) prescribes a separate class for: single mine 
properties that are included in Class 41. Subsection es. is lise 
sistent with the wording of new subsection 1101(4e). 


Related Provisions: Reg. 1100(1)(y), 1104(5), 1104(7); Reg. eats), (6.1) — 
Income from a mine; Reg. 1104(7) — Interpretation. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


(4d) New or expanded mines properties — Where more than 
one property of a taxpayer is described in paragraph (a), (a.1), or 
(a.2) of Class 41 of Schedule If and 


(a) one of the properties was acquired for the purpose of gaining 
or producing income from particular mines, and 


(b) one of the properties was acquired for the purpose of gaining 
or producing income from only one mine or more than one mine 
other than any of the particular mines, 


a separate class is hereby prescribed for the properties that 


(c) were acquired for the purpose of gaining or producing in- 
come from the particular mines, and 


sabi would pee a Le Poet in the class. 


an one p propery of a taxpayers is sidaconb be 
or a 2) of Class 41 in Schedule II and 
ties were acquired for the purpose of gainin 
00 beret mines ane not. Liao bans other 1 


Related Provisions: Reg. pees 1104(5), 1104(7); Reg. 110488! ej 


Income from a mine; Reg: 1104(7) — Interpretation. 


History: The opening words of subsecs. 1101(4c), (4d) amended by P.C. 1998-49, s. 
8, January 26, 1998, Canada Gazette, Part Il, February 4, 1998, applicable after March 
6, 1996. 


Subsecs. 1101(4c), (4d) added by P.C. 1989-2464, subsec. 2(2), December 14, 1989, 
Canada Gazette, Part Il, January 3, 1990, applicable in respect of property acquired 
after 1987. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


“racol) Proposed Addition — Reg. ees spa se 


(4e) Class 41.1 — Single min 
more properties of a taxpayer 
Class 41.1 of Schedule II and s 
acquired for the purpose of gaining or producing 
mine and not from any other mine (which properties 
to as “single mine properties” i in this subsection), a separ 
is Po ribes for the single mine properties that : 


Aa were acquired for the purpose ob, E SONIE Ok roduc 
- come 2 from that mine; 


aboot aye of 
properties were 


— aii mine epatiess — hier: more 
yperty of a taxpayer is described in paragraph (a) of 
in Schedule II and some or all of the properties were — 
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(5) Lease ar agreements — Where, by virtue of an agree- 
ment, contract or arrangement entered into on or after May 31, 
1954, a taxpayer is deemed by section 18 of the Income Tax Act, as 
enacted by the Statutes of Canada, 1958, Chapter 32, subsection 
8(1), to have acquired a property, a separate class.is hereby pre- 
scribed for each such property and if the taxpayer subsequently ac- 
tually acquires the property it shall be included in the same class. 


(5a) Telecommunication spacecraft — For the purposes. of 
this Part, each property of a taxpayer that is an unmanned telecom- 
munication spacecraft described in paragraph (f.2) of Class 10 or in 
Class 30.in Schedule Il is: hereby prescribed to be a separate class of 
property. 

History: Subsec. 1101(5a) substituted by. P:C. 1989-2464, subsec. 2(3), December 14, 


1989, Canada Gazette, Part Il, January 3, 1990, applicable in respect of property ac- 
quired after 1987. 


(5b) Multiple-unit residential buildings — For the purposes of 
this Part, when any property of'a taxpayer is a property of Class 31 
or 32 in Schedule II and the capital cost of that property to the tax- 
payer was not less than $50,000, a separate class is. hereby pre- 
scribed for each such property of the taxpayer that would otherwise 
be included in the same class. 

Interpretation Bulletins: IT-274R: Rental, properties — Capital cost of $50,000 or 


more; IT-367R3: Capital cost allowance — multiple-unit residential buildings 
(archived), 


(5b.1). Eligible non-residential building — For the purposes of 
this Part, a separate class is prescribed for each eligible’ non-resi- 
dential building of a taxpayer in respect of which the taxpayer has 
(by letter attached to the return of income of the taxpayer filed with 
the Minister in accordance with section 150 of the Act for the taxa- 
tion year in which the building is acquired) elected that this subsec- 
tion apply. 

Related Provisions: Reg. 1100(1)(a.1), (a.2) — Additional allowances for property 
in separate class; Reg. 1102(23), (24) — Additions and alterations to buildings; Reg. 
1102(25) — Building under construction on March 19, 2007; Reg. 1104(2)“eligible 
non-residential building” — Definition. 


History: Subsec. 1101(5b.1) added by P.C. 2009-581, subsec. 2(1), April 23,2009, 
Canada Gazette, Part Il, May 13, 2009, applicable to property acquired after March 18, 
2007: If a taxpayer files in writing an election referred to in subsec. 1101(5b.1), the 
election is'deemed to have been filed in the manner and by the time required if the 
election is received by the Minister of National Revenue no later than August 11, 2009. 


(5c) Leasing properties — For the purposes of this Part, except 
in the case of a corporation or partnership described in subsection 
1100(16), where more than one property of a taxpayer is described 
in the same class in Schedule II and where 


(a) one of the properties is a leasing property, and 
(b) one of the properties is a property other than a leasing 
property, 
a separate class is hereby prescribed for properties that 
(c) are described in paragraph (a); and 
(d) would otherwise.be included in the class. 
Related Provisions: Reg. 1100(17), (18) — Meaning of “leasing property”. 
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Interpretation Bulletins: IT-443: Leasing property — CCA restrictions. 


(5d) Railway cars — Where more than one property of a taxpayer 
is a railway car included in Class 35 in Schedule II that was rented, 
leased or used by the taxpayer in Canada in the taxation year, other 
than a railway car owned by a corporation, or a partnership any 
member of which is a corporation, that 


(a) was at any time in that taxation year a common carrier that 
owned or operated a railway, or 


(b) rented or leased the railway cars at any time in that taxation 
year, by one or more transactions between persons not dealing at 
arm’s length, to an associated corporation that was, at that time, 
a common carrier that owned or operated a railway, 


a separate class is prescribed 


(c) for all such properties acquired by the taxpayer before Febru- 
ary 3, 1990 (other than such properties acquired for rent or lease 
to another person), 


(d) for all such properties acquired by the taxpayer after Febru- 
ary 2, 1990 (other than such properties acquired for rent or lease 
to another person), 


(e) for all such properties acquired by the taxpayer before April 
27, 1989 for rent or lease to another person, and 


(f) for all such properties acquired by the taxpayer after April 
26, 1989 for rent or lease to another person. 
Related Provisions: Reg. 1100(1)(z), (z.1a); Reg. 1103(2i) — Election to include 
Class 7(h) property in Class 35. 
History: Subsec. 1101(5d) substituted by P.C. 1991-465, subsec. 2(1), March 14, 
1991, Canada Gazette, Part Il, March 27, 1991, applicable after April 26, 1989 except 
that in respect of property of a taxpayer 


(a) acquired by the taxpayer after April 26, 1989 and before February 3, 1990, 
(b) acquired by the taxpayer after February 2, 1990 pursuant to an agreement in 
writing entered into by the taxpayer before February 3, 1990, or 

(c) under construction by or on behalf of the taxpayer before February 3, 1990; 


the subsec. shall be read without reference to para. (d) thereof and to.the words “before 
February 3, 1990” in para. (c) thereof. 


(S5d.1) [Railway property] — A separate class’ is hereby pre- 
scribed for all property included in Class 35 in Schedule II acquired 
at a time after December 6, 1991 and before February 28, 2000 by a 
taxpayer that was at that time a’ common carrier'that owned ‘and 
operated a railway. 

Related Provisions: Reg. 1100(1)(z.1b) — Additional allowance. 

History: Subsec. 1101(5d.1) amended by P.C. 2005-2186, subsec. 2(2), November 22, 


2005, Canada Gazette, Part II, December 14; 2005, applicable to property acquired 
after February 27, 2000. 


Subsec. 1101(5d.1) added by P.C. 1994-139, subsec. 3(3), January 27, 1994, Canada 
Gazette, Part II, February 9, 1994, applicable to property acquired after December 6, 
1991. 


(Sd.2) [Railway property] — A separate class is hereby pre- 
scribed for all property included in Class 35 in Schedule II acquired 
at a time after February 27, 2000 by a taxpayer that was at that time 
a common carrier that owned and operated a railway. 

Related Provisions: Reg. 1100(1)(z.1c) — Additional 6% CCA for property in this 
class; Reg. 1103(2i) — Election to include Class 7(h) property in Class 35. 

History: Subsec. 1101(5d.2) added by P.C. 2005-2186, subsec. 2(2), November 22, 


2005, Canada Gazette, Part II, December 14, 2005, applicable to property acquired 
after February 27, 2000. 


(Se) Railway track and related property — A separate class is 
hereby prescribed for all property included in Class 1 in Schedule II 
acquired by a taxpayer after March 31, 1977 and before 1988 that is 


(a) railway track and grading, including components such as 
rails, ballast, ties and other track material; 


(b) railway traffic control or signalling equipment, including 
switching, block signalling, interlocking, crossing protection, 
detection, speed control or retarding equipment, but not includ- 
ing property that is principally electronic equipment or systems 
software therefor; or 


(c) a bridge, culvert, subway or tunnel that is ancillary to railway 
track and grading. 


Income Tax Regulations, Part XI 


Related Provisions: Reg. 1100(1)(za), (za.1) — Additional allowance. 


(5e.1) [Railway property] — A separate class is hereby pre- 
scribed for all property included in Class | in Schedule II acquired 
at a time after December 6, 1991 by a taxpayer that was at that time 
a common carrier that owned and operated a railway, where the 
property is 
(a) railway track and grading, including components such as 
rails, ballast, ties and other track material; 


(b) railway traffic control or signalling equipment, including 
switching, block signalling, interlocking, crossing protection, 
detection, speed control or retarding equipment, but not includ- 
ing property that is principally electronic equipment or systems 
software therefor; or 


(c) a bridge, culvert, subway or tunnel that is ancillary to railway 
track and grading. 

Related Provisions: Reg. 1100(1)(za.1) — Additional allowance. 

History: Subsec. 1101(Se.1) added by P.C. 1994-139, subsec. 3(5), January 27, 1994, 


Canada Gazette, Part II, February 9, 1994, applicable to property acquired after De- 
cember 6, 1991. 


(5e.2) [Trestles] — A separate class is hereby prescribed for all 
trestles included in Class 3 in Schedule II acquired at a time after 
December 6, 1991 by a taxpayer that was at that time a common 
carrier that owned and operated a railway, where the trestles are 
ancillary to railway track and grading. 

Related Provisions: Reg. 1100(1)(za.2) — Additional allowance. 

History: Subsec. 1101(5e.2) added by P.C. 1994-139, subsec. 3(5), January 27, 1994, 


Canada Gazette, Part Il, February 9, 1994, applicable to property acquired after De- 
cember 6, 1991. 


(Sf) [Trestles] — A separate class is hereby prescribed for all tres- 
tles included in Class 3 in Schedule II acquired by a taxpayer after 
March 31, 1977 and before 1988 that are ancillary to railway track 
and grading. 

Related Provisions: Reg. 1100(1)(zb). 

History: All that portion of subsec. 1101(5e) preceding para. (a) and subsec. 1101(5f) 


substituted by P.C. 1984-2044, subsecs. 2(1), (2), June 14, 1984, Canada Gazette, Part 
II, June 27, 1984. 


All that portion of subsec. 1101(5e) preceding para. (a) and subsec. (5f) substituted by 
P.C. 1981-733, s. 1, March 19, 1981, Canada Gazette, Part Il, April 8, 1981, effective 
April 1, 1980. 


Subsecs. 1101(Se), (Sf) added by P.C. 1978-344, s. 2, February’9, 1978, Canada Ga- 
zette, Part II, February 22, 1978, effective after March 31, 1977. 


(5g) Deemed depreciable property — A separate class is 
hereby prescribed for each property of a taxpayer described in Class 
36 in Schedule II. 


(Sh) Leasehold interest in real properties — For the purposes 
of this Part, where more than one property of a taxpayer is de- 
scribed in the same class in Schedule II and where 


(a) one of the properties is a leasehold interest in real property 
described in subsection 1100(13), and 


(b) one of the properties is a property other than a leasehold in- 
terest in real property described in subsection 1100(13), 


a separate class is hereby prescribed for properties that 
(c) are described in paragraph (a); and 
(d) would otherwise be included in the class. 


History: Subsecs. 1101(5g), (Sh) added by P.C. 1982-599, subsec. 2(2), February 25, 
1982, Canada Gazette, Part II, March 10, 1982, subsec. 1101(5g) ution ake in respect 
of property acquired after December 11, 1979. 


(Si) Pipelines — A separate class is hereby prescribed for each 
property of a taxpayer described in Class 2 in Schedule II that is 


(a) a pipeline the construction of which was commenced after 
1984 and completed after September 1, 1985 and the capital cost 
of which to the taxpayer is not less than $10,000,000, 


(b) a pipeline that has been extended or converted where the ex- 
tension or conversion was completed after September 1, 1985 
and the capital cost to the taxpayer of the extension or the cost to 
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him of the conversion, as the case may be, is not less than 
$10,000,000, or 


(c) a pipeline that has been extended and converted as part of a 
single program of extension and conversion of the pipeline 
where the program was completed after September 1, 1985 and 
the aggregate of the capital cost to the taxpayer of the extension 
and. the cost to, him of the conversion is not less. than 
$10,000,000, 


and in respect of which the taxpayer has, by letter attached to the 
return of his income filed with the Minister in accordance with sec- 
tion 150 of the Act for the taxation year in which the construction, 
extension, conversion or program, as the case may be, was com- 
pleted, elected that this subsection apply. 


Related Provisions: Reg. 1101(5j) — Effect, of election. 


(5j) [Election effective forever] — An election under subsec- 
tion, (Si), (51) or (So) shall be effective from the first day of the 
taxation year in respect of which the election is made and shall con- 
tinue to be effective for all subsequent taxation years. 

History: Subsec. 1101(5j) amended by P.C. 1991-465, subsec. 2(2), March 14, 1991, 


Canada Gazette, Part II, March 27, 1991, applicable in respect of taxation years ending 
after April 26, 1989. 


Subsec. 1101(5j) substituted by P.C. 1989-2464, subsec. 2(4), December 14, 1989, 
Canada Gazette, Part II, January 3, 1990, applicable in respect of property acquired 
after 1987. 


Subsecs. 1101(Si), (Sj) added by P.C. 1986-193, January 23, 1986, Canada Gazette, 
Part I, February 5, 1986. 


(5k) Certified productions — A separate class is hereby pre- 
scribed for all property of a taxpayer included in Class 10 in Sched- 
ule II by reason of paragraph (w) thereof. 


Related Provisions: Reg. 1100(1)(). 


History: Subsec. 1101(5k) added by P.C. 1988-2795, s. 2, December 22, 1988, Can- 
ada Gazette, Part II, January 18, 1989, applicable in respect of property acquired after 
1987. 


Interpretation Bulletins: IT-283R2: CCA — Videotapes, videotape cassettes, films, 
computer software and master recording media (archived). 


(5k.1) Canadian film or video production — A separate class 
is hereby prescribed for all property. of a corporation included in 
Class 10 in Schedule II because of paragraph (x) of that Class that 
is property 
(a) in respect of which the corporation is deemed under subsec- 
tion 125.4(3) of the Act to have paid an amount on account of its 
tax payable under Part I of the Act for a taxation year;.or 


(b) acquired by the corporation from another corporation where 


(i) the other corporation is deemed under subsection 125.4(3) 
of the Act to have paid an amount on account of its tax paya- 
ble under Part I of the Act for a taxation year in respect of the 
property, and 


(ii) the corporations were related to each other throughout the 
period that began when the other corporation first incurred a 
qualified labour expenditure (as defined in_ subsection 
125.4(1) of the Act) in respect of the property and ended 
when the other corporation disposed of the property to the 
corporation. 


Related Provisions: Reg. 1100(1)(m) — Additional allowance. 


History: Subsec., 1101(5k.1) added by P.C. 2005-698, s. 2, May 3, 2005, Canada Ga- 
zette, Part Il, May 18, 2005, applicable to 1995 er seq. 


(51) Class 38 property and outdoor advertising signs — A 
separate class is hereby prescribed for each property of a taxpayer 
described in Class 38 in Schedule IT or in paragraph (1) of Class 8 in 
Schedule II in respect of which the taxpayer has, by letter attached 
to the return of income of the taxpayer filed with the Minister in 
accordance with section 150 of the Act for the taxation year in 
which the property was acquired, elected that this subsection apply. 


Related Provisions: Reg. 1101(5j) — Effect of election. 


History: Subsec. 1101(51) added by P.C. 1989-2464, subsec. 2(5), December 14, 1989, 
Canada Gazette, Part Il, January 3, 1990, applicable in respect of property acquired 


Reg. 
S. 1101(5q) 


after 1987, except that any election under the subsec. made before July 3, 1990 shall be 
deemed to be a valid election. 


Interpretation Bulletins: IT-469R: CCA — Earth-moving equipment. 


(5m) Specified energy property — Where, for any taxation 
year, a property of a taxpayer or partnership is a specified energy 
property, a separate class is prescribed in respect of that property 
for that and subsequent taxation years. 


Related Provisions: Reg. 1100(25) — Meaning of “specified energy property”. 


History: Subsec. 1101(5m) added by P.C. 1990-753, April 26, 1990, Canada Gazette, 
Part II, May 9, 1990, applicable in respect of taxation years ending after February 9, 
1988. 


(Sn) [Specified leasing property] — Notwithstanding subsec- 


tion (5c), where at the end of any taxation year a property of a tax- 
payer is specified leasing property, a separate class is prescribed in 
respect of that property (including any additions or alterations to 
that property included in the same class in Schedule II) for that year 
and all subsequent taxation years. 


Related Provisions: Reg. 1100(1.1),.(1.11) — Specified leasing property. 


(50) [Exempt leasing properties] — A separate class is pre- 
scribed for one or more properties of a class in Schedule II that are 
exempt properties, as defined in paragraph 1100(1.13)(a), of a tax- 
payer referred to in subsection 1100(16) in respect of which the tax- 
payer has, by letter attached to the return of income of the taxpayer 
filed with the Minister in accordance with section 150 of the.Act for 
the taxation year in which the property or properties were acquired, 
elected that this subsection apply. 


Related Provisions: Reg. 1101(5j) — Effect of election. 


History: Subsecs. 1101(5n), (50) added by P.C. 1991-465, subsec. 2(3), (Sn) applica- 
ble in respect of taxation years ending after April 26, 1989; and (So) in respect of 
property acquired after that date, and any election made under that subsec. before Sep- 
tember 24, 1991 shall be deemed to be a valid election. 


(5p) Rapidly depreciating electronic equipment [op- 
tional] — Subject to subsection (5q), a separate class is prescribed 
for one or more properties of a taxpayer acquired in a taxation year 
and included in the year in Class 8 in Schedule II, where each of the 
properties has a capital cost to the taxpayer of at least $1,000 and is 


(a) computer software; 
(b) a photocopier; or 


(c) office equipment that is electronic communications equip- 
ment, such as a facsimile transmission device or telephone 
equipment. 


Related Provisions: Reg. 1101(5q) — Election required for Reg. 1101(5p) to apply; 
Reg. 1103(2g) — Property transferred back to pool if still owned after 5 years. 


History: Subsec. 1101(Sp) amended by P.C. 2005-2286, s. 2, December 6, 2005, Can- 
ada Gazette, Part Il, December 28, 2005, applicable to property acquired after 2004. 


Subsec. 1101(5p) added by P.C. 1994-231, s. 2, February 10, 1994, Canada Gazette, 
Part II, February 23, 1994, applicable to property acquired after April 26, 1993. 


(5q) [Election required] — Each of subsections (5p) and (5s) ap- 
ply to a property or properties of a taxpayer only if the taxpayer has 
(by letter attached to the taxpayer’s return of income filed with the 
Minister in accordance with section 150 of the Act for the taxation 
year in which the property or properties were acquired) elected that 
the subsection apply to the property or properties, as the case may 
be. 


Related Provisions: Reg. 1101(5t) — Similar election permitted for combustion 
turbines. 


History: Subsec. 1101(5q) amended by by P.C. 2005-2186, subsec. 2(3), November 
22, 2005, Canada Gazette, Part Il, December 14, 2005, applicable to property acquired 
after February 27, 2000. 


Subsec. 1101(5q) added by P.C. 1994-231, s. 2, February 10, 1994, Canada Gazette, 
Part II, February 23, 1994, applicable to property acquired after April 26, 1993; an 
election referred to in subsec. 1101(5q) shall be deemed to have been made in accor- 
dance with if it is made by notifying the Minister of National Revenue in writing before 
the end of August 1994. 
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(Sr) Computer tax shelter property — For the purpose of this 
Part, where 


(a) more than one property of a taxpayer is described in the same 
class in Schedule II, 


(b) one of the properties is a computer tax shelter property, and 
(c) one of the properties is not a computer tax shelter property, 


for properties that are described in paragraph (b) and that would 
otherwise be included in the class, a separate class is prescribed. 


Related Provisions: Reg. 1100(20.1) —Limitation on CCA claim; Reg. 
1100(20.2) — Definition of “computer tax shelter property”. 

History: The title to subsec. 1101(5r) and paras. 1101(5r)(b) and (c) amended by P.C. 
2009-581, subsecs. 2(2) and (3), April 23, 2009, Canada Gazette, Part Il, May 13, 
2009, applicable to property acquired after March 18, 2007. 

Subsec. 1101(5r) added by P.C. 2000-1000, s. 3, June 21, 2000, Canada Gazette, Part 
II, July 5, 2000, applicable generally to fiscal periods and taxation years of a taxpayer 
or partnership that end after August 5, 1997, but see the full application reproduced in 
the History to new subsecs. 1100(20.1) and (20.2). 


(5s) Manufacturing or processing property [optional] — 
Subject to subsection (5q), a separate class is prescribed for one or 
more properties of a taxpayer 


(a) that were acquired in a taxation year and included in the year 
in Class 43 in Schedule II because of paragraph (a) of that Class; 
and 


(b) that had a capital cost to the taxpayer of at least $1,000. 


Related Provisions: Reg. 1101(5q) — Election required for Reg. 1101(5s) to apply; 
Reg. 1103(2g) — Property transferred back to pool if still owned after 5 years. 


History: Subsec. 1101(5s) added by P.C. 2005-2186, subsec. 2(4), November 22, 
2005, Canada Gazette, Part Il, December 14, 2005, applicable to property acquired 
after February 27, 2000, except that it [also] applies in respect of property 


(a) acquired by a taxpayer after February 27, 2000 and in a taxation year ending on 
or before December 14, 2005; and 


(b) in respect of which the taxpayer has elected, in a letter filed with the Minister 
of National Revenue, before the end of June 2006. 


(5t) [Repealed] 


History: Subsec. 1101(St) repealed by P.C. 2006-439, subsec. 2(1), June 1, 2006, Can- 
ada Gazette, Part II, June 14, 2006, applicable to property acquired after 2005. 


Subsec. 1101(St) added by P.C. 2005-2186, subsec. 2(4), November 22, 2005, Canada 
Gazette, Part Il, December 14, 2005, applicable to property acquired after February 27, 
2000, except that it [also] applies in respect of property 


(a) acquired by a taxpayer after February 27, 2000 and in a taxation year ending on 
or before December 14, 2005; and 


(b) in respect of which the taxpayer has elected, in a letter filed with the Minister 
of National Revenue, before the end of June 2006. 


(Su) Equipment related to transmission pipelines — A sep- 
arate class is prescribed for one or more properties of a taxpayer 
that is property included in Class 7 in Schedule II because of para- 
graph (j) or (k) of that Class if the taxpayer has (by letter attached to 
the taxpayer’s return of income filed with the Minister in accor- 
dance with section 150 of the Act for the taxation year in which the 
property or properties were acquired) elected that this subsection 
apply to the property or properties. 

History: Subsec. 1101(Su) amended by P.C. 2009-660, s. 2, April 30, 2009, Canada 


Gazette, Part Il, May 13, 2009, applicable in respect of property acquired after Febru- 
ary 25, 2008. 


Subsec. 1101(Su) added by P.C. 2006-439, subsec. 2(2), June 1, 2006, Canada Gazette, 
Part II, June 14, 2006, deemed in force on February 23, 2005. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


(Sv) Transmission pipelines — A separate class is prescribed 
for one or more properties of a taxpayer that is property included in 
Class 49 in Schedule II if the taxpayer has (by letter attached to the 
taxpayer's return of income filed with the Minister in accordance 
with section 150 of the Act for the taxation year in which the pro- 
perty or properties were acquired) elected that this subsection apply 
to the property or properties. 

History: Subsec. 1101(5v) added by P.C. 2006-439, subsec. 2(2), June 1, 2006, Can- 
ada Gazette, Part Il, June 14, 2006, deemed in force on February 23, 2005. 


Income Tax Regulations, Part XI 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


(6) Reference — A reference in this Part to a class in Schedule II 
includes a reference to the corresponding separate classes pre- 
scribed by this section. 

Interpretation Bulletins: IT-474R2: Amalgamations of Canadian corporations. 
Definitions [Reg. 1101]: “amount” —ITA 248(1); “arm’s length” —ITA 251(1), 
Reg. 1102(20); “business” — Reg. 1101(1a); “Canada” — ITA 255, Interpretation Act 
35(1); “class” — Reg. 1101(6), 1102(1)-(3), (14), (14.1); “computer software” — Reg. 
1104(2); “computer software tax shelter property” — Reg. 1100(20.2); “corpora- 
tion” — ITA 248(1), Interpretation Act 35(1); “depreciable property’ —ITA 13(21), 
248(1); “disposed” — ITA 248(1)“disposition”; “dividend” —ITA 248(1); “eligible 
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non-residential building”, “general-purpose electronic data processing equipment” — 
Reg. 1104(2); “income from a mine’ — Reg. 1104(5), (6.1)(a); “industrial mineral 
mine” — Reg. 1104(3); “leasing property” — Reg. 1100(17-20); “life insurance busi- 
ness” — ITA 248(1); “mine” — Reg. 1104(7); “mineral” — Reg. 1104(3); “‘mineral re- 
source”, “Minister”, “office” —ITA 248(1); “person” —ITA 248(1); “pipeline” — 
Reg. 1104(2); “prescribed”, “property” —ITA 248(1); “related” —ITA 251(2)-(6); 
“rental property” — Reg. 1100(14); “specified energy property” — Reg. 1100(25), 
(27)-(29); “specified leasing property” — Reg. 1100(1.11); “systems software” — 
Reg. 1104(2); “tax shelter” — ITA 237.1(1), 248(1); “taxation year” — ITA 249, Reg. 
1104(1); “taxpayer” — ITA 248(1); “timber resource property” — ITA 13(21), 248(1); 
“writing” — Interpretation Act 35(1). 


DIVISION Ill — PROPERTY RULES 


1102. (1) Property not included — The classes of property de- 
scribed in this Part and in Schedule II shall be deemed not to in- 
clude property 


(a) [otherwise deductible] — the cost of which would be de- 

ductible in computing the taxpayer’s income if the Act were 

read without reference to sections 66 to 66.4 of the Act; 
History: Para. 1102(1)(a) amended by P.C. 1999-629, subsec. 2(1), April 15, 1999, 


Canada Gazette, Part II, April 28, 1999, applicable to taxation years that end after 
December 5, 1996. 


1.T. Technical News: IT-476R: CCA — Equipment used in petroleum and natural 

gas activities. 
(a.1) [CRCE] — the cost of which is included in the taxpayer’ s 
Canadian renewable and conservation expense (within the 
meaning assigned by section 1219); 

History: Para. 1102(1)(a.1) added by P.C. 2000-1331, subsec. 1(1), August 23, 2000, 


Canada Gazette, Part II, September 13, 2000, applicable to expenses incurred after 
December 5, 1996. 


_ (b) [inventory] — that is described in the taxpayer’s inventory; 


(c) [no income purpose] — that was not acquired by the tax- 
payer for the purpose of gaining or producing income; 
Selected Cases: Hickman Motors Ltd. v. R., [1995] 2 C.T.C. 320 (FCA) (Deprecia- 
ble property in subsidiary not necessarily depreciable in hands of parent upon winding- 
up). 
1.T. Technical News: 3 (loss utilization within a corporate group; use of a partner’s 
assets by a partnership. 


(d) [R&D expense] — that was acquired by an expenditure in 
respect of which the taxpayer is allowed a deduction in comput- 
ing income under section 37 of the Act; 


Related Provisions: Reg. 5202“cost of capital’(a), 5204“cost of capital’(a) — Man- 
ufacturing and processing credit. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 

ment expenditures. See also list at end of Reg. 1102(1). 
(e) [non-Canadian art] — that was acquired by the taxpayer 
after November 12, 1981, other than property acquired from a 
person with whom the taxpayer was not dealing at arm’s length 
(otherwise than by virtue of a right referred to in paragraph 
251(5)(b) of the Act) at the time the property was acquired if the 
property was acquired in the circumstances where subsection 
(14) applies, and is 


(i) a print, etching, drawing, painting, sculpture, or other sim- 
ilar work of art, the cost of which to the taxpayer was not less 
than $200, 


(ii) a hand-woven tapestry or carpet or a handmade appliqué, 
the cost of which to the taxpayer was not less than $215 per 
square metre, 
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(ili) an engraving, etching, lithograph, woodcut, map or 
chart, made before 1900, or 


(iv) antique furniture, or any other antique object, produced 
more than 100 years before the date it was acquired, the cost 
of which to the taxpayer was not less than $1,000, 


other than any property described in subparagraph (i) or (ii) 
where the individual who created the property was a Canadian 
(within the meaning assigned by paragraph 1104(10)(a)) at the 
time the property was created; 
History: Para. 1102(1)(e) added by P.C. 1983-1083, s. 2, April 14, 1983, Canada Ga- 
zette, Part II, April 27, 1983, applicable in respect of property (other than property 
described in Class 31 of Schedule II or paragraph (n) of Class 12 of that schedule) 
acquired or disposed of after November 12, 1981, property described in the said Class 
31 acquired or disposed of after 1981 and property described in paragraph (n) of the 
said Class 12 acquired or disposed of after 1982. 


Para. 1102(1)(e) revoked by P.C. 1978-1315, s. 8, April 20, 1978, Canada Gazette, 
Part II, May, 10, 1978. 


(f) [yacht, camp, lodge, golf course facility] — that is pro- 
perty referred to in paragraph 18(1)(1) of the Act acquired after 
December 31, 1974, an outlay or expense for the use or mainte- 
nance of which is not deductible by virtue of that paragraph; 


Related Provisions: Reg. 1102(17) — Grandfathering to November 13, 1974. 


(g) [pre-1972 farming/fishing property] — in respect of 
which an allowance is claimed and permitted under Part XVII; 


(h) [pre-1966 automobile] — that is a:passenger automobile 
acquired after June 13, 1963 and before January 1, 1966, the 
cost to the taxpayer of which, minus the initial transportation 
charges and retail sales tax in respect thereof, exceeded $5,000, 
unless the automobile was acquired by a person before June 14, 
1963 and has by one or more transactions. between persons not 
dealing at arm’s length become vested in the taxpayer; 


Related Provisions: Reg. 1102(11)=(13) — Interpretation. 


(i) [pre-1963 property] — that was deemed by section 18 of 
the Income Tax Act, as enacted by the Statutes of Canada, 1958, 
Chapter 32, subsection 8(1), to have been acquired by the tax- 
payer and that did not vest in the taxpayer before the 1963 taxa- 
tion year; 

(j) [life insurer] — of a life insurer, that is property used by it 
in, or held by it in the course of, carrying on an insurance busi- 
ness outside Canada; or 


History: Para. 1102(1)(j) substituted by P.C. 1979-2483, s. 2, September 13, 1979, 
Canada Gazette, Part II, September 26, 1979, applicable to 1978 et seq. 


(k) [linefill] — that is linefill in a pipeline. 


History: Para. 1102(1)(k) added by P.C. 1994-139, subsec. 4(1), January 27, 1994, 
Canada Gazette, Part II, February 9, 1994, applicable to property acquired after De- 
cember 23, 1991, other than property acquired by a taxpayer before 1993 


(a) pursuant to an agreement in writing entered into by the taxpayer before Decem- 
ber 24, 1991, or 


(b) that was under construction by or on behalf of the taxpayer on December 23, 
1991. 


Interpretation Bulletins [Reg. 1102(1)(k)]: IT-482R: Pipelines. 


Interpretation Bulletins [Reg. 1102(1)]: IT-128R: CCA — Depreciable property; 
IT-148R3: Recreational properties and club dues; IT-218R: Profit, capital gains and 
losses from the sale of real estate, including farmland and inherited land and conver- 
sion of real estate from capital property to inventory and vice versa; IT-220R2: 
CCA — Proceeds of disposition of depreciable property; IT-350R: Investigation of 
site. 


(1a) Partnership property — Where the taxpayer is a member of 
a partnership, the classes of property described in this Part and in 
Schedule II shall be deemed not to include any property that is an 
interest of the taxpayer in depreciable property that is partnership 
property of the partnership. 


(2) Land — The classes of property described in Schedule II shall 
be deemed not to include the land upon which a property described 
therein was constructed or is situated. 


(3) Non-residents — Where the taxpayer is a non-resident per- 
son, the classes of property described in this’ Part and in Schedule II 


Reg. 
S. 1102(8) 


shall, except for the purpose of determining the foreign accrual pro- 
perty income of the taxpayer for the purposes of subdivision i of 
Division B of Part I of the Act, be deemed not to include property 
that is situated outside Canada. 


(4) Improvements or alterations to Iasigeal properties — 
Subject to subsection (5), “capital. cost” for the purposes of para- 
graph 1100(1)(b) includes any amount expended by a taxpayer for 
or in respect of an improvement or alteration to a leased property. 
Selected Cases [Reg. 1102(4)]: Hickman Motors Ltd. v. R., [1998] 1 C.T.C. 213 
(SCC) (Property retains depreciable character in hands of transferee on winding-up, if 
not used for other purposes). 


(5) Buildings on leased properties — Where the taxpayer has 
a leasehold interest in a property, a reference in Schedule II to a 
property that is a building or other structure shall include a refer- 
ence to that leasehold interest to the extent that that interest 


(a) was acquired by reason of the fact that the taxpayer 
(i) erected a building or structure on leased land, 
(ii) made an addition to a leased building or structure, or 


(iii) made. alterations, to a leased building or. structure that 
substantially changed the. nature of the: property; or 


(b) was acquired after 1975 or, in the case of any property of 
Class 31 or 32, after November 18, 1974, from a former lessee 
who had acquired it by reason of the fact that he or a lessee 
before him 


(i) erected a building or structure on leased land, 
(ii) made an addition to a leased building or structure, or 


(iii) made alterations to a leased building or structure that 
substantially changed the nature of the property. 


Related Provisions: Reg. 1102(4) — Improvements or alterations to leased pro- 
perty; Reg. 1102(5.1) — References to “building”. 


Interpretation Bulletins: IT-79R3: CCA — Buildings or other structures; IT-195R4: 
Rental property — CCA restrictions; IT-324: CCA — Emphyteutic lease (archived); 
IT-367R3: Capital cost allowance — multiple-unit residential buildings (archived); IT- 
464R: Leasehold interests. 


(5.1) [Buildings on leased properties] — Where a taxpayer 
has acquired a property that would, if the property had been ac- 
quired by a person with whom the taxpayer was not dealing at 
arm’s length at the time the property was acquired by the taxpayer, 
be described in paragraph (5)(a) or (b) in respect of that person, a 
reference in Schedule II to a property that is a building or other 
structure shall, in respect of the taxpayer, include a reference to that 
property. 

History: Subsec. 1102(5.1) added by P.C. 1994-139, subsec. 4(2), January 27, 1994, 


Canada Gazette, Part II, February 9, 1994, applicable to property acquired after De- 
cember 23, 1991, other than property acquired by a taxpayer before 1993 


(a) pursuant to an agreement in writing entered into by the taxpayer before Decem- 
ber 24, 1991, or 


(b) that was under construction by or on behalf of the taxpayer on December 23, 
1991. 


(6) Leasehold interests acquired before 1949 — For the pur- 
poses of paragraphs 2(a) and (b) of Schedule III, where an item of 
capital cost has been incurred before the commencement of the tax- 
payer’s 1949 taxation year, there shall be added to the capital cost 
of each item the amount that has been allowed in respect thereof as 
depreciation under the Income War Tax Act and has been deducted 
from the original cost to arrive at the capital cost of the item. 


(7) River. improvements — For the purposes of paragraph 
1100(1)(6), capital cost includes an amount. expended on river im- 
provements by the taxpayer for the purpose of facilitating the re- 
moval of timber from a timber limit. 


(8) Electrical plant used for mining — Where the generating 
or distributing equipment and plant (including structures) of a pro- 
ducer or distributor of electrical energy were acquired for the pur- 
pose of providing power to a consumer for use by the consumer in 
the operation in Canada of a mine, ore mill, smelter, metal refinery 
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or any combination thereof and at least 80 per cent of the pro- 
ducer’s or distributor’s output of electrical energy 


(a) for his 1948 and 1949 taxation years, or 
(b) for his first two taxation years in which he sold power, 
whichever period is later, was sold to the consumer for that pur- 
pose, the property shall be included in 
(c) Class 10 in Schedule II if it is property acquired 
(i) before 1988, or 
(ii) before 1990 
(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18, 1987, 
(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987, or 


(C) that is machinery or equipment that is a fixed and in- 
tegral part of the building, structure, plant facility or other 
property that was under construction by or on behalf of 
the taxpayer on June 18, 1987, or 


(d) Class 41 in Schedule II in any other case, except where the 
property would otherwise be included in Class 43.1 or Class 
43.2 in Schedule II and the taxpayer has, by a letter filed with 
the return of income of the taxpayer filed with the Minister in 
accordance with section 150 of the Act for the taxation year in 
which the property was acquired, elected to include the property 
in Class 43.1 or Class 43.2, as the case may be. 


Proposed Amendment — Reg. iA aap 
(d) Class 41 or 41.1 in Schedule II in any. 


or 43.2 in Schedule Il and the taxpayer has, es a letter. filed 
with the taxpayer’ s return of i income filed with th i 
of tt 


which the property was acquired, elected to include the 
perty in Class 43.1 or 43.2, as the may be. 


Application: The May 3, 2010 draft regulations (oil sands projects), su sec, 3(1), : 
will amend para. 1102(8)(d) to read as above, applicable to property acquired after 
March 18, 2007, except that in respect of property acquired after that day and before _ 
May 3, 2010, the expression “for the taxation year in which os “was ac- — 
quired” shall be read as “for the taxation year that includes May 3, 2010. : 


Technical Notes: Paragraphs 1102(8)(d) and 11029)d) allow certain agi to 
elect to have property that would otherwise be included in Class 41 to. instead be - 
included in Class 43.1 or 43.2, as the case may be. These paragraphs are amended to, 
add a reference to new Class 41.1. ‘These amendments. apply to property 
after March 18, 2007. The coming-into-force provisions for these amendmen’ 
vide that the reference to “for the taxation year in which the | property was acquired” 

in paragraphs 1102(8)(d) and (9)(d) is to be read as “for the taxation year that in- — 
cludes May 3, 2010.” This ensures that, whe: taxpayer has acquired operty « after. 
March 18, 2007 and efore May 3, 2010, t ( ; ig-due-date . 
for the taxation year that includes May 3, 2010 to make the election referred to in 

these paragraphs. : 


Related Provisions: Reg. 1102(9.1) — Acquisition before November 8, 1969; Reg. 
1102(9.2) — Acquisition not at arm’s length; Reg. 1103(4) — When election under 
para. (d) effective; Reg. 1104(7) — Interpretation. 


History: Para. 1102(8)(d) amended by P.C. 2006-439, subsec. 3(1), June 1, 2006, 
Canada Gazette, Part Il, June 14, 2006, deemed in force on February 23, 2005; except 
that if a taxpayer acquires the property after that day and before June. 14,2006, the 
taxpayer may file the election referred to in the para. to have the property included in 
Cl. 43.2 in Schedule II by notifying the Minister of National Revenue in. writing as 
required in the para. or before the end of December 2006. 

That portion of subsec. 1102(8) following para. (b) and para. (d) amended by P.C. 
1997-1033, subsecs. 2(1) and (2), July 25, 1997, Canada Gazette, Part II, August 20, 
1997, applicable to property acquired after February 21, 1994 except that, where a tax- 
payer acquires the property after February 21, 1994 and before August 21, 1997, the 
taxpayer may file the election referred to in para. (d) by notifying the Minister of Na- 
tional Revenue in writing as required in those paragraphs or before February 1998. 
That portion of subsec. 1102(8) following para. (b) substituted by P.C. 1989-2464, sub- 
sec. 3(1), December 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in 
respect of property acquired after 1987. 


(9) [Generating or distributing equipment] — Where a tax- 
payer has acquired generating or distributing equipment and plant 
(including structures) for the purpose of providing power for his 
own consumption in operating a mine, ore mill, smelter, metal re- 
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finery or any combination thereof and at least 80 per cent of the 
output of electrical energy was so used 


(a) in his 1948 and 1949 taxation years, or 


(b) in the first two taxation years in which he so produced 
power, 


whichever period is the later, the property shall be included in 
(c) Class 10 in Schedule II if it is property acquired 
(i) before 1988, or 
(ii) before 1990 


(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18, 1987, 


(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987, or 


(C) that is machinery or equipment that is a fixed and in- 
tegral part of a building, structure, plant facility or other 
property that was under construction by. or on behalf of 
the taxpayer on June 18, 1987, or 


(d) Class 41 in Schedule II in any other case, except where the 
property would otherwise be included in Class 43.1 or Class 
43.2 in Schedule II and the taxpayer has, by a letter filed with 
the return of income of the taxpayer filed with the Minister in 
accordance with section 150 of the Act for the taxation year in 
which the property was acquired, elected to include the property 
in ore 43.1 or 43.2, as the case a be. 


Proposed, Amendment — “Reg. 1 102(9)(d) 


. ; 1.1 in Schedule II in any other case, except 
where the kobe) would otherwise be included i in Class 43.1 
or 43.2 in Schedule If and the taxpayer has, by a letter filed 
_ with the taxpayer’s return of income filed with the Minister i 
accordance with section 150 of the Act for the taxation year in ~ 
which the property was acquired, elected..to include. the Be: 
perty in Class 43.1 or 43.2, as the case may be. 
j tion: The May 3, 2010 draft. regulations. (oil sands projects), pn 8), 
will amend para. 1102(9)(d) to read as above, applicable to property acquired after 
March 18, 2007, except that in respect of property acquired after that day and before 
ue 3: whe the expression “for the taxation Nie in which - fae! was ac- 
wired & y y : a4 


Related Provisions: Reg. 1102(9. 1) — Acquisition before November 8, 1969; Reg. 
1102(9.2) — Acquisition not at arm’s length; Reg. 1103(4)— When election’ under 
para. (d) effective; Reg. 1104(7) — Interpretation. 

History: Para. 1102(9)(d) amended by P.C. 2006-439, subsec. 3(2), June 1, 2006, 
Canada Gazette, Part II, June 14, 2006, deemed in force on February 23, 2005, except 
that if a taxpayer acquires the property after that day and before June 14, 2006, the 
taxpayer may file the election referred to in the para. to have the property included in 
Cl. 43.2 in Schedule II by notifying the Minister of National Revenue in writing as 
required in the para. or before the end of December 2006. 


Para. 1102(9)(d) amended by P.C. 1997-1033, subsec. 2(3), July 25, 1997, Canada 
Gazette, Part Il, August 20, 1997, applicable to property acquired after February 21, 
1994 except that, where a taxpayer acquires the property after February 21, 1994 and 
before August 21, 1997, the taxpayer may file the election referred to in para. (d) by 
notifying the Minister of National Revenue in writing as required in those paragraphs 
or before February 1998. 


That portion of subsec. 1102(9) following para. (b) substituted by P.C. 1989, subsec. 
3(2), December 14, 1989, Canada Gazette, Part Il, January 3, 1990, applicable in re- 
spect of property acquired after 1987. 


(9.1) [pre-1970 acquisition] — In their application to generating 
or distributing equipment and plant (including structures) that were 
acquired by the taxpayer before November 8, 1969, subsections (8) 
and (9) shall be read without reference to a ‘metal refinery”, 


(9.2) [Property under Reg. 1102(8) or (9)] — Where a tax- 
payer acquires property after November 7, 1969 from a person with 
whom he was not dealing at arm’s length that is property referred to 
in subsection (8) or (9), notwithstanding those subsections, that pro- 
perty shall not be included in Class 10 in Schedule II by the tax- 
payer unless the property had been included in that class by the per- 
son from whom it was acquired, by virtue of subsection (8) or (9) as 
it read in its application before November 8, 1969: 
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(10) Railway companies — For the purposes of section 36 of the 
Act, where a taxpayer is deemed to have acquired depreciable pro- 
perty of a prescribed class at the time a repair, replacement, altera- 
tion or renovation expenditure described therein was incurred, 


(a) if the expenditure was incurred by the taxpayer before May 
26, 1976, the class hereby sielats 4h is Class 4 in Schedule II; 
and 


(b) if the expenditure was incurred by tile taxpayer after May 25, 
1976, the class hereby prescribed is the class in Schedule II in 
which the depreciable property that was repaired, replaced, al- 
tered or renovated would be included if such Prope aly had been 
acquired at the time the expenditure was incurred. - 


(11) Passenger automobiles — In paragraph (1)(h), 


“cost to the taxpayer” of an automobile means, except as provided 
in subsections (12) and (13), 


(a) except’in any case coming under paragraph (b) or (c)>the 
capital cost to the taxpayer of the automobile, 


~(b) except in any case coming under paragraph (c), where the 
automobile was acquired by a person (in this section referred to 
_as the “original owner’) after June 13, 1963, and has, by one or 
more transactions between persons not dealing at arm’s length, 
become vested in the taxpayer, the greater of 


(i) ) the actual cost to the taxpayer, and 
(ii) the actual cost to.the.original owner, .and 


(c) where the automobile was acquired by the taxpayer outside 
Canada for use in connection. with a permanent establishment, as 
defined for the purposes of Part IV or Part, XX VI, outside Can- 
ada, the lesser of 


(i) the actual cost to the taxpayer, and 


(11) the amount that such an automobile would-ordinarily cost 
the taxpayer if he purchased it from a dealer in automobiles 
in Canada for use in Canada; 


“initial transportation charges” in respect of an automobile 
means the costs incurred by a dealer in automobiles for transporting 
the automobile (before it had been used for any ee HAD! 
from, 


(a) in the case of an automobile manufactured in Canada, the 
manufacturer’s plant, and 


(b) in any-other case, to the place in Canada, if any; at which the 
automobile was received or:stored by a wholesale distributor, 


to the dealer’s place of business; 


“passenger automobile” means a vehicle, other than an ambulance 
or hearse, that was designed to carry not more than nine persons, 
and that is 


(a) an automobile designed primarily for carrying persons on 
highways and streets except an automobile that 


(i) is designed to accommodate and-is equipped with auxil- 
iary folding seats installed between the front and the rear 
seats, 

(ii) was acquired by a person, carrying on the, business, of op- 
erating a taxi or automobile rental service, or arranging and 
managing funerals, for use in such business, and 


(iii) is not a vehicle described in paragraph (b), or 
(b) a station wagon or substantially similar vehicle; 


“retail sales tax’’ in respect of an automobile means the aggregate 
of municipal and provincial retail sales taxes payable in respect of 
the purchase of the automobile-by the taxpayer. 


(12) [Pre-1966 automobile] — For the purposes of paragraph 
(1)(h), where an automobile is owned by two or more persons or by 
partners, a reference to “‘cost to the taxpayer” shall be deemed to be 
a reference to the:aggregate of the cost, as defined in subsection 
(11), to each such person or partner. 


Reg. 
S. 1102(14.1) 


(13) [Pre-1966 automobile] — In determining cost toa taxpayer 
for the purposes of paragraph: (1)(h), subsection 13(7) of the Act 
shall not apply unless the automobile was acquired by gift. 


(14) Property acquired by transfer, amalgamation or 
winding-up — For the purposes of this Part and Schedule II, 
where a property is acquired by a taxpayer 


(a) in the course of a reorganization in respect of which, if a 
dividend were received by a corporation in the course of the re- 
organization, subsection 55(2) of the Act would not be applica- 
ble to the dividend by reason of the application of paragraph 
55(3)(b) of the Act, or 


(b), (c) [Revoked] 


(d) from a person with whom the taxpayer was not dealing at 
arm’ s length (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b) of the ACD) at the time the property, was ac- 
quired, and 


(e) [Revoked], 


the property, immediately before it was so acquired by the taxpayer, 
was property of a prescribed class or a separate prescribed class of 
the person from whom it was so acquired, the property..shall be 
deemed to be property of that same prescribed class or separate pre- 
scribed class, as the case may be, of the taxpayer. 

Related Provisions: Reg. \1100(2.21)(a); Reg: a ++ Nontarm’s penta 
exception: i t 

History: Para. 1102(14)(a) substituted for paras. (a) to (c) by P.C. 1989-2464, subsec. 
3(3), December 14; 1989, Canada Gazette, Part II, January’3,'1990, applicable in re- 
spect of property acquired by a taxpayer after June 17, 1987 other than property ac- 
quired after that date and before 1990 pursuant to an agreement in writing entered into 
by the taxpayer before June 18, 1987. 


Para. 1102(14)(d) substituted by subsec. 3(4) of the said P.C. 1989-2464, applicable in 
respect of property acquired by a taxpayer after December 15, 1987 other than property 
acquired after that date and before 1990 pursuant to an obligation in writing entered 
into by the taxpayer before December 16, 1987. 

Para. 1102(14)(e) revoked by subsec. 3(5) of the said P.C. 1989-2464, applicable in 
respect of property acquired by a taxpayer after August 31, 1987 other than property 
acquired after that date and before 1990 pursuant to an obligation in writing entered 
into by the taxpayer before September 1, 1987. 

Para. 1102(14)(a) substituted by P.C. 1988-1473, s. 3, July 21, 1988, Canada Gazette, 
Part-II, August 3, 1988, applicable to taxation years commencing after. 1984. . 


Para. 1102(14)(a.1) added by P.C. 1984-3789, s..7, November 29, 1984, Canada Ga- 
zette, Part Il, December 12, 1984, applicable with respect to property acquired ‘after 
November 12, 1981. 


Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and. equipment; IT-267R2:,CCA — vessels; IT-476R: 
CCA — Equipment used in petroleum and natural gas activities; IT-481: Timber re- 
source property and timber limits; IT-488R2: Winding-up of 90%-owned taxable Cana- 
dian corporations (archived). 


(14.1) [Change in class] — For the purposes of this Part and 
Schedule II, where a taxpayer has acquired, after May 25, 1976, 
property of a class in Schedule II (in this subsection referred to as 
the “present class”) that had been previously owned before May 26, 
1976 by the taxpayer or by a person with whom the taxpayer. was 
not dealing at arm’s length (otherwise than by. virtue of a right re- 
ferred to in paragraph 251(5)(b) of the Act) at the time the property 
was acquired, and at the time the property was previously so owned 
it was a property of a different class in Schedule II (in this subsec- 
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tion referred to as the “former class”), the property shall be deemed 
to be property of the former class and not property of the present 
class. 


Proposed Amendment — Reg. 1102(14.1) 


(14.1) For the purposes of this Part and Schedule II, where a 1 tax- 
payer has acquired, after May 25, 1976, property of a class in 
Schedule II (in this subsection referred to as the “present class”), 
that had been previously owned before May 26, 1976 by the tax- 
payer or by a person with whom the taxpayer was not dealing at 
arm’s length (otherwise than by virtue of a right referred to in 
paragraph 251(5)(b) of the Act) at the time the property was ac- 
quired, and at the time the property was previously so owned it — 
was a property of a different class (other than Class 28 or 41) in 
Schedule II (in this subsection referred to as the “former class”), © 


Income Tax Regulations, Part XI 


tional accelerated CCA will continue to be available to the extent of the UCC pool of » 
the vendor. & Sti 


Paragraph (a) of new ean se hozaa, 11) sshovides fora ‘tlie: of the <lectinn: ie 
in the UCC of Class 41 of the vendor to the UCC of Class 41 of the purchaser. 
Paragraph (b) of new subsection 1102(14.11) provides for any excess of the reduc- 
tion in the UCC of Class 41 of the vendor over the opening ay balance of the 
vendor to be included in Class 41.1 of the purchaser. Vv) 


The accelerated CCA in the form of an additional allowance oe the regular 
CCA rate for Class 41 property. The additional allowance allows a taxpayer to de- 
duct in computing income for a taxation year up to 100% of the UCC of the proper- 
ties included in the separate Class 41, not exceeding the taxpayer’ $ income’ for the 
year from the mine (calculated after deducting the regular CCA). MS 


The accelerated CCA is available in full only until 2010 for property included in 


paragraph (a) of the new Class 41.1. After 2010, the accelerated CCA is gradually 
phased out during the 2011-2014 period. The percentage allowed in each of those _ 
calendar years will be 90% in 2011, 80% in 2012, 60% in 2013 and 30% in 2014 of — 
the amount otherwise allowable as accelerated CCA. No accelerated CCA will be 


the property is deemed to be property of the former class and not : 


to be property of the present class. 


Application: The May 3, 2010 draft regulations Gil sands projects), hee, 46, 


will amend subsec. 1102(14.1) to read as above, applicable to property acquired after 
March 18, 2007. 


Technical Notes: Subsection 1102(14.1) provides a special rule for the purpose of 
claiming capital cost allowance in respect of certain depreciable property. This rule 
applies to’a taxpayer that acquires a property of any class in Schedule Il after May 
25, 1976, if the acquired property had been owned before May 26, 1976 by the tax- 
payer or by a person with whom the taxpayer was not dealing at arm’s length. The 
effect of this rule is that the purchaser of such a property cannot i nelude the property 
in a new class and the property stays in the old class. 


Subsection 1102(14.1) is amended to exclude property of Class 28 and 41 and to 
ensure that it does not apply to acquired property that is to be included in new Class 
41.1. This amendment ensures that Class 41.1 applies to the property if the taxpayer 
has acquired a property to which Class 41.1 would otherwise apply and which was 
owned before May 26, 1976 by the taxpayer or by a person with whom the taxpayer 
was not dealing at arm’s length. Therefore, the acquired property is to be included in 
the new class 41.1 and is not to be included in the same class as the property was 
included in the class by the taxpayer, or by a person with whom the payer was not 


dealing at arm’s length, when the property was owned by the taxpayer or by a person — 


with whom the taxpayer was not dealing at arm’s length before March 26, 1976. 
Related Provisions: Reg. 1100(2.21)(a). 


History: Subsec. 1102(14.1) substituted by P.C. 1989-2464, subsec. 3(6), December 
14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of property 
acquired by a taxpayer after December 15, 1987 other than property acquired after that 
date and before 1990 pursuant to an obligation in writing entered into by the taxpayer 


before December 16, 1987. 


Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 


ing and processing machinery and equipment; IT-267R2: ‘CCA — vessels. 


Proposed Addition — Reg. 1102(14.11) 


(14.11) [Oil sands property on reorganization] — If, after 
March 18, 2007, a taxpayer acquires an oil sands property in cir- 
cumstances to which subsection (14) applies and the property was — 


depreciable property that was included in Class 41, because of 
paragraph (a), (a.1) or (a.2) of that Class, by the person or partner- 


ship from whom the ARAL: acquired thy BICDENY the following.» 


rules apply: 


(a) there may be included in Class 41 of: the: cies only that : 
portion of the property the capital cost of which portion to the | 
taxpayer is the lesser of the undepreciated capital cost of Class ~ 


41 of that person or partnership immediately before the dispo- 
sition of the property by the person or partnership and the 


amount, if any, by which that unidepreciated a cost is te-’ 


duced as a result of that disposition; and 


allowed after 2014 and only the regular 25% CCA rate will apply after 2014. 


(14.2) Townsite costs — For the purpose of paragraph 13(7.5)(a) 
of the Act, a property is prescribed in respect of a taxpayer where 
the property would, if it had been acquired by the taxpayer, be pro- 
perty included in Class 10 in Schedule II because of paragraph (1) of 
that Class. 


History: Subsec. 1102(14.2) added by P.C. 1999-629, subsec. 2(2), April 15, 1999, 
Canada Gazette, Part Il, April 28, 1999, applicable after March 6, 1996. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


(14.3) Surface construction and bridges — For the purpose 
of paragraph 13(7.5)(b) of the Act, prescribed property is any of 


(b) there shall be included in Class 41.1 of the taxpayer ae : 


portion, if any, of the property that is not the portion included 
in Class 41 of the taxpayer under paragraph (a 


Application: The May 3, 2010 draft regulations Coil sands proj cts), ae 3(5), S 
will add subsec. 1102(14.11), applicable to property acquired after March 18, 2007. 


Technical Notes: New subsection 1102(14.11) jis introduced to ensure that re 
undepreciated capital cost (UCC) pool of an oil sands property included in Class 41 _ 
is preserved, for the purpose of deducting an additional capital cost allowance (CCA) — 


under the Regulations, in circumstances where subsection 1102(14) applies. 

Generally, an oil sands property acquired after March 18, 2007 is to ‘be included in 
new Class 41.1. New subsection 1102(14.11), however, ensures that where a Class 
41 property is acquired in circumstances to which subsection (14) applies, the addi- 
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(a) a road (other than a specified temporary access road), side- 
walk, airplane runway, parking area, storage area or similar sur- 
face construction; 


(b) a bridge; and 


(c) a property that is ancillary to any property described in para- 
graph (a) or (b). 


Related Provisions: Reg. 1104(2) — Definition of “specified temporary access 
road”. 


History: Subsec. 1102(14.3) added by P.C. 1999-629, subsec. 2(2), April 15, 1999, 
Canada Gazette, Part II, April 28, 1999, applicable after March 6, 1996. 


(15) Manufacturing and processing enterprises — For the 
purposes. of subsection 13(10) of the Act, 


(a) property is hereby prescribed that is 
(i) a building included in Class 3 or 6 in Schedule II, or 
(ii) machinery or equipment included in Class 8 in Schedule 
Il, 

except 
(ili) property that may reasonably be regarded as having been 
acquired for the purpose of producing coal from a coal mine 
or oil, gas, metals or industrial minerals from a resource re- 
ferred to in section 1201 as it read immediately before it was 
repealed by section 2 of Order in Council P.C. 1975-1323 of 
June 12; 1975, or 
(iv) property acquired for use outside Canada; and 

(b) a business carried on by the taxpayer is hereby prescribed as - 

a manufacturing or processing business if, 
(i) for the fiscal period in which the property was acquired, 
or 
(ii) for the fiscal period in which a reasonable volume of bus- 
iness was first carried on, 


whichever was later, the revenue received by the taxpayer, in the 
course of carrying on the business from 


(iii) the sale of goods processed or manufactured by the tax- 
payer in Canada, 

(iv) the leasing or renting of goods that were processed or 
manufactured by the taxpayer in Canada, 


(v) advertisements in a newspaper or magazine that was pro- 
duced by the taxpayer in Canada, and 


Division II] — Property Rules. 


(vi) construction carried on by the taxpayer ‘in’ Canada, 


was not less than 7/3 of the revenue of the business for the period. 
Related Provisions: Reg. 1102(16) — Meaning of “revenue”. : 


(16) [“Revenue”] — For the purposes of paragraph (15)(b), “reve- 
nue” means gross revenue minus the aggregate of 


(a) amounts that were paid or credited in the period, to custom- 
ers of the business, in relation to such revenue as a bonus, rebate 
or discount or for returned or damaged. goods; and. 


(b) amounts included therein by virtue of section 13 or subsec- 
tion 23(1) of the Act. 


(16.1) Election for certain manufacturing or processing 
equipments [Election to include Class 43.1 or 43.2 
property in Class 29] — A taxpayer who acquires a property 
after March 18, 2007 and before 2012 that is manufacturing or 
processing machinery or equipment may (by letter attached to the 
return of income of the taxpayer filed with the Minister in accor- 
dance with section 150 of the Act for the taxation year in which the 
property is acquired) elect to include the property in Class 29 in 
Schedule II if 


(a) Class 43.1 or 43.2 in Schedule IL would otherwise..apply to 

the property; and 

(b) Class: 29 in Schedule II would apply to the property if that 

schedule were read without reference to Classes 43.1 and 43.2. 
History: The opening words of subsec. 1102(16.1) amended by P.C. 2009-660, sub- 


sec. 3(1), April 30, 2009, Canada Gazette, Part Il, May 13, 2009, applicable in respect 
of property acquired after. February 25, 2008. 


Subsec. 1102(16.1) added by P.C. 2009-581, subsec. 3(1), April 23, 2009,.Canada,Ga- 
zette, Part Il, May 13, 2009, deemed in force on March 19, 2007. If a taxpayer files in 
writing an election referred to in subsec. 1102(16.1), the election is deemed to have 
been filed in the manner and by the time required if the election is received. by. the 
Minister of National. Revenue no later than 90 days after May 13, 2009. 


(17) Recreational property — Property referred to in paragraph 
(1)(f) does not include 


(a) any property that the taxpayer was obligated to acquire under 
the terms of an agreement in writing entered into before Novem- 
ber 13;°1974; or 


(b) any property the construction of which was 


(i) commenced by the taxpayer before November 13, 1974 or 
commenced under an agreement in writing entered into by 
the taxpayer before November 13, 1974, and 


(ii) completed substantially according to plans and specifica- 
tions agreed to by the taxpayer before November 13, 1974. 


Interpretation Bulletins: IT-148R3: Recreational properties and club dues. 


(18) [Repealed] 


History: Subsec. 1102(18) repealed by P.C. 1999-629, subsec. 2(3), April 15, 1999, 
Canada Gazette, Part Il, April 28, 1999, applicable to payments required to be made 
under the terms of contracts made after March 6, 1996. 


Subsec. 1102(18) added by P.C. 1978-1849, s. 1, June'8, 1978, Canada Gazette, Part 
II, June 28, 1978, applicable in respect-of amounts paid after 1976 to Her Majesty in 
right of Canada, to a province or to. a Canadian municipality. 


(19) Additions and alterations — For the purposes of this Part 
and Schedule II, where 


(a) a taxpayer acquired a property that is included in a class in 
Schedule II (in this subsection referred to as the “actual class”), 


(b) the taxpayer acquires property that is an addition or altera- 
tion to the property referred to in paragraph (a), 


(c) the property that is the addition or alteration referred to in 
paragraph (b) would have been property of the actual class if it 
had been acquired by the taxpayer at the time he acquired the 
property referred to in paragraph (a), and 

(d) the property referred to in paragraph (a) would have been 
property of a class in Schedule II (in this subsection referred to 
as the “present class”) that is different from the actual class:if it 
had been acquired by the taxpayer'at the time he acquired 'the 
addition or alteration referred to in paragraph (b), 


Reg. 
S.:1102(22)(a 


the addition or alteration referred to in paragraph (b) shall, except as 


_ otherwise provided in this Part-or in Schedule II, be deemed to be 


an acquisition by the taxpayer of property of the present class. 
History: Subsec: 1102(19) added by P.C. 1978-3768, s. 1, December 14, 1978, Can- 
ada Gazette, Part Il, December 27, 1978. 


Interpretation Bulletins: IT-79R3: CCA — Buildings or other structures. 


(19.1) For the purposes of this Part and Schedule II, if subsection 
(19.2) applies to the refurbishment or reconditioning of a railway 
locomotive of.a taxpayer, any property acquired by the taxpayer af- 
ter February 25, 2008 that.is incorporated into the locomotive in. the 
course of the refurbishment or reconditioning is, except as other- 
wise provided in this Part or in Schedule II, deemed to be included 
in paragraph (y) of Class. 10 in Schedule IL. 

History: Subsec. 1102(19.1) added by P.C. 2009-660, subsec. 3(2), April 30, 2009, 


Canada Gazette, Part Il, May 13, 2009, applicable in respect of property acquired. after 
February 25, 2008. 


(19.2) This subsection applies to the refurbishment or recondition- 
ing of a railway locomotive, of a taxpayer, that 


(a) is included in a class in Schedule II other than Class 10; and 


(b) would be included in Class: 10 in Schedule IT if it had not 
been used or acquired for use for any purpose by any taxpayer 
before February 26, 2008: °° 

Related Provisions: Reg. 1102(19:1) — Effect of Reg. 1102(19.2) applying. 


History: Subsec. 1102(19.2) added by P.C. 2009-660, subsec. 3(2), April 30, 2009, 
Canada Gazette, Part II, May 13, 2009, applicable in respect of property acquired after 
February 25, 2008. 


(20) Non-arm’s length exception — For the purposes of sub- 
sections 1100(2.2) and (19), 1101(lad) and 1102(14) (in this sub- 
section referred to as the “relevant subsections”), where, but for this 
subsection, a taxpayer would be considered to be dealing not at 
arm’s length with another person as a result of a transaction or se- 
ries of transactions the principal purpose of which may reasonably 
be considered to have been to cause one or more of the relevant 
subsections to apply in respect of the acquisition of a property, the 
taxpayer shall be considered to be dealing at arm’s length with the 
other person in respect of the acquisition of that property. 

Related Provisions: ITA 248(10) — Series of transactions. 

History: Subsec. 1102(20) added by P.C. 1989-2464, subsec. 3(7), December 14, 
1989,, Canada Gazette, Part II, January 3, 1990, applicable. in respect of property: ac- 
quired by a taxpayer after December 15, 1987 other than property acquired after that 


date and before 1990 pursuant to an obligation in writing entered into by the taxpayer 
before December 16, 1987. 


Interpretation Bulletins: IT-267R2: CCA — vessels; IT-474R2: Amalgamations of 
Canadian corporations; IT-488R2: Winding-up of 90%-owned taxable Canadian corpo- 
rations (archived). 


(21) [Class 43.1 property] — Where a taxpayer has acquired a 
property described in Class 43.1 of Schedule II in circumstances in 
which clauses (b)(iii)(A) and (B) or (e)(iii)(A) and (B) of that class 
apply, 
(a) the portion of the property, determined by reference to capi- 
tal cost, that is equal to or less than the capital cost of the pro- 
perty to the person from whom the property was acquired, is in- 
cluded in that class; and 


(b) the portion of the property, if any, determined by reference 
to capital cost, that is in excess of the capital cost of the property 
to the person from whom it was acquired, shall not be included 
in that class. 

History: Subsec. 1102(21) added by P:C. 2000-1331, subsec. 1(2), August 23, 2000, 


Canada Gazette, Part Il, September 13, 2000, applicable ‘to. property acquired. after 
June 26, 1996. 


(22) [Class 43.2 property] — Where a taxpayer has acquired a 
property that is described in Class 43.2 in Schedule II in circum- 
stances in which clauses (b)(iii)(A) and (B) or (e)(ii)(A) and (B) of 
Class 43.1 in Schedule IL.apply and. the property was included in 
Class 43.2 in Schedule IL of the person from whom the taxpayer 
acquired the property, 


(a) the portion of the property, determined by reference to capi- 
tal cost, that is equal to-or less than the capital cost of the pro- 
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Reg. 
S. 1102(22)(a) 


perty to the person from whom the property was acquired is in- 
cluded in Class 43.2 in Schedule II; and 


(b) the portion of the property, if any, determined by reference 
to capital cost, that is in excess of the capital cost of the property 
to the person from whom it was acquired shall not be included in 
Class 43.1 or 43.2 in Schedule II. 


History: Subsec. 1102(22) added by P.C. 2006-439, subsec. 3(3), June 1, 2006, Can- 
ada Gazette, Part II, June 14, 2006, effective June 14, 2006. 


(23) Rules for additions to and alterations of certain build- 
ings — For the purposes of applying paragraphs 1100(1)(a.1) and 
(a.2) and subsection 1101(5b.1), the capital cost of an addition to or 
an alteration of a taxpayer’s building is deemed to be the capital 
cost to the taxpayer of a separate building if the building to which 
the addition or alteration was made is not included in a separate 
class under subsection 1101(5b.1). 


Related Provisions: Reg. 1104(2)“eligible non-residential building” — Definition. 


History: Subsec. 1102(23) added by P.C. 2009-581, subsec. 3(2), April 23, 2009, Can- 
ada Gazette, Part II, May 13, 2009, applicable to additions and alterations made after 
March 18, 2007. 


(24) If an addition or an alteration is deemed to be a separate build- 
ing under subsection (23), the references in paragraphs 1100(1)(a.1) 
and (a.2) to “the floor space of the building” are to be read as refer- 
ences to “the total floor space of the separate building and the build- 
ing to which the addition or alteration was made”. 

Related Provisions: Reg. 1104(2)“eligible non-residential building” — Definition. 
History: Subsec. 1102(24) added by P.C. 2009-581, subsec. 3(2), April 23, 2009, Can- 


ada Gazette, Part II, May 13, 2009, applicable to additions and alterations made after 
March 18, 2007. 


(25) Acquisition costs of certain buildings — For the pur- 
poses of this Part and Schedule II, if an eligible non-residential 
building of a taxpayer was under construction on March 19, 2007, 
the portion, if any, of the capital cost of the building that was in- 
curred by the taxpayer before March 19, 2007 is deemed to have 
been incurred by the taxpayer on March 19, 2007 unless the tax- 
payer elects (by letter attached to the taxpayer’s return of income 
filed with the Minister in accordance with section 150 of the Act for 
the taxation year in which the building was acquired) that this sub- 
section not apply to that cost. 


Related Provisions: Reg. 1104(2)“eligible non-residential building” — Definition. 


History: Subsec. 1102(25) added by P.C. 2009-581, subsec. 3(2), April 23, 2009, Can- 
ada Gazette, Part Il, May 13, 2009, applicable to additions and alterations made after 
March 18, 2007. 


Definitions [Reg. 1102]: “actual class” — Reg. 1102(19)(a); “amount” —ITA 
248(1); “arm’s length” —ITA 251(1), Reg. 1102(20); “automobile”, “business” — 
ITA 248(1); “Canada” — ITA 255, Interpretation Act 35(1); “class” — Reg. 1101(6), 
1102(1)-(3), (14), (14.1); “commencement” — Interpretation Act 35(1); “corpora- 
tion” — ITA 248(1), Interpretation Act 35(1); “cost to the taxpayer’? — Reg. 1102(11), 
(12); “depreciable property” — ITA 13(21), 248(1); “disposed” — ITA 248(1)“dispo- 
sition”; “disposition”, “dividend” — ITA 248(1); “eligible non-residential building” — 
Reg. 1104(2); “fiscal period” — ITA 249.1; “foreign accrual property income” — ITA 
95(1), (2), 248(1); “former class” — Reg. 1102(14.1); “gross revenue” — ITA 248(1); 
“Her Majesty” — Interpretation Act 35(1); “individual” —ITA 248(1); “initial trans- 
portation charges’ — Reg. 1102(11); “inventory’ —ITA 248(1); “mine” — Reg. 
1104(7), “mineral” — Reg. 1104(3); “Minister”, “non-resident” —ITA 248(1); “oil 
sands property”, “ore” — Reg. 1104(2); “original owner” — Reg. 1102(11)(c); “pas- 
senger automobile” — Reg. 1102(11); “person” —ITA 248(1); “pipeline” — Reg. 
1104(2); “prescribed” —ITA 248(1); “present class” —Reg. 1102(14.1), (19)(d); 
“property” —ITA 248(1); “relevant subsections’ —Reg. 1102(20); “retail sales 
tax” — Reg. 1102(11); “revenue” — Reg. 1102(16); “series” — ITA 248(10); “speci- 
fied temporary access road” —Reg. 1104(2); “taxation year’—ITA 249, Reg. 
1104(1); “taxpayer” —ITA 248(1); “undepreciated capital cost’? —ITA 13(21), 
248(1); “writing” — Interpretation Act 35(1). 


DIVISION IV — INCLUSIONS IN AND TRANSFERS 
BETWEEN CLASSES 


1103. (1) Elections to include properties in Class 1 — In re- 
spect of properties otherwise included in any of Classes 2 to 10, 11 
and 12 in Schedule II, a taxpayer may elect to include in Class 1 in 
Schedule II all such properties acquired for the purpose of gaining 
or producing income from the same business. 


Income Tax Regulations, Part XI 


Related Provisions: ITA 220(3.2), Reg. 600(d) — Late filing or revocation of elec- 
tion; Reg. 1103(3)-(5) — How election made and when effective. 


History: Subsec. 1103(1) amended by P.C. 1991-2272, s. 3, November 21, 1991, Can- 
ada Gazette, Part II, December 4, 1991, applicable to taxation years and fiscal periods 
commencing after June 17, 1987 that end after 1987. 


Interpretation Bulletins: IT-274R: Rental properties — capital cost of $50,000 or 
more. 


Information Circulars: 07-1: Taxpayer relief provisions. 


(2) Elections to include properties in Class 2, 4 or 17 — 
Where the chief depreciable properties of a taxpayer are included in 
Class 2, 4 or 17 in Schedule II, the taxpayer may elect to include in 
Class 2, 4 or 17 in Schedule II, as the case may be, a property that 
would otherwise be included in another class in Schedule II and that 
was acquired by him before May 26, 1976 for the purpose of gain- 
ing or producing income from the same business as that for which 
those properties otherwise included in the said Class 2, 4 or 17 were 
acquired. 


Related Provisions: ITA 220(3.2), Reg. 600(d) — Late filing or revocation of elec- 
tion; Reg. 1103(3)-(5) — How election made and when effective. 


Information Circulars: 07-1: Taxpayer relief provisions. 


(2a) Elections to include properties in Class 8 — In respect 
of properties otherwise included in Class 19 or 21 in Schedule II, a 
taxpayer may, by letter attached to the return of his income for a 
taxation year filed with the Minister in accordance with section 150 
of the Act, elect to include in Class 8 in Schedule II all properties of 
the said Class 19 or all properties of the said Class 21, as the case 
may be, owned by him at the commencement of the year. 


Related Provisions: Reg. 1103(3)-(5) — How election made and when effective. 


(2b) Elections to include properties in Class 37 — In respect 
of properties that would have been included in Class 37 in Schedule 
II had they been acquired after the date on which Class 37 became 
effective, a taxpayer may, by letter attached to the return of his in- 
come for a taxation year filed with the Minister in accordance with 
section 150 of the Act, elect to include in Class 37 all such proper- 
ties acquired by the taxpayer before that date. 


Related Provisions: Reg. 1103(3)-(5) — How election made and when effective. 


History: Subsec. 1103(2b) added: by P.C. 1982-599, s. 3, February 25, 1982, Canada 
Gazette, Part II, March 10, 1982. 


(2c) Elections to make certain transfers — Where a taxpayer 
has acquired, after May 25, 1976, all or any part of a property of a 
class in Schedule II (in this, subsection referred to as the “present 
class”) and the property or part thereof, if it had been acquired 
before May 26, 1976, would have been property of a different class 
in Schedule II (in this subsection referred to as the “former class’’) 
and 


(a) he was obligated to acquire the property under the terms of ° 
an agreement in writing entered into before May 26, 1976, 


(b) he commenced the construction, manufacture or production 
of the property before May 26, 1976 or the construction, manu- 
facture or production of the property was commenced under an 
agreement in writing entered into by him before May 26, 1976, 

or 


(c) he acquired the property on or before December 31, 1976 or 
he was obligated to acquire the property under the terms of an 
agreement in writing entered into on or before December 31, 
1976, if 


(i) arrangements, evidenced by writing, respecting the acqui- 
sition, construction, manufacture or production of the pro- 
perty had been substantially advanced before May 26, 1976, 
and 


(ii) he had, before May 26, 1976, demonstrated a bona fide 
intention to acquire the property, 


the taxpayer may, by letter attached to the return of his income filed 
with the Minister in accordance with section 150 of the Act, for the 
taxation year in which the property was acquired or for the immedi- 
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Division IV — Inclusions In and Transfers Between Classes 


ately following taxation year, elect to transfer’ in re year of 
acquisition 


(d) the property or the part thereof,,acquired after a 25, 1976, 
from the present class to. the, former class; or 


(e) the part of the property acquired before May 26, 1976, from 
the former class to the present class. 


Related Provisions: ITA 13(5) — Effect of transfer; Reg: 1103(3)-(5) — How elec- 
tion made, and when effective. 


(2d) Where a taxpayer has 


(a) disposed of a property (in this subsection referred ‘to as the 
“former property’) of a class in Schedule II (in this subsection 
referred to as the “former class’), and 


(b) before the end of the taxation year in which the former pro- 
perty was disposed of, acquired property (in this subsection re- 
ferred:to. as the “new property’’) of a class:in Schedule IE (in this 
subsection referred to, as the “present class”).and the present 
class is neither 


(i) the former class, nor... 


(i) a separate class described in:section 1101, other than sub- 
section 1101(5d), 


such that 


(c) if the former property had been acquired at the time that the 
new property was acquired and from the person from whom the 
new property was acquired, the former ed pale) would have 
been included in the present class, and 


(d) if the new property had been acquired at the time that the 
former property was acquired and from the person from whom 
the former property was acquired, the new property would have 
been included in the former class, 


the taxpayer may, by letter attached to the return, of income of the 
taxpayer filed with the Minister in accordance with section 150 of 
the Act in respect of the taxation year in which the former property 
was disposed of, elect to transfer the former property from. the for- 
mer class to the present class in the year of its disposition and, for 
greater certainty, the transfer shall be considered to have been made 
before the disposition of the property. 


Related Provisions: ITA 13(5) ponies of transfer; ITA 220(3.2), Reg. 600(d) — 
How election made and when 


effective. 
Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-469R: CCA — Earth-moving equip- 
ment; IT-476R: CCA — Equipment used in petroleum and natural gas activities. 


Information Circulars: 07-1: Taxpayer relief provisions: 


(2e) Transfers from Class 40 to Class 10 — For the purposes 
of this Part and Schedule II, where property of a taxpayer would 
otherwise be included in Class 40 in Schedule II, all such properties 
owned by the taxpayer shall be transferred from Class’ 40 ‘to: Class 
10 immediately after the commencement of the first taxation year of 
the taxpayer commencing after 1989. . 
Related Provisions: ITA 13(5) — Effect of transfer; Reg. 1103(3)=(S) eee elec- 
tion made and when effective. 

Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-283R2: CCA — Videotapes, video- 
tape cassettes, films, computer software and master, recording media (archived), 


(2f) Elections to include properties in Class 1, 3 or 6 — In 
respect of properties, otherwise included in, Class 20 in Schedule II, 
a taxpayer may, by letter attached to the return of income. of the 
taxpayer for a taxation year filed with the Minister im accordance 
with section 150 of the Act, elect to include in Class 1, 3 or 6 in 
Schedule II, as specified in the letter, all properties of Class 20 in 
Schedule II owned by the taxpayer at the commencement of the 
year. 


Related Provisions: Reg. 1103(3)-(5) — How election made and when effective. _ 


(2g) Transfers to Class 8, Class 10 or Class 43 — For the 
purposes of this Part and Schedule II, where one or more properties 
of a taxpayer are included in a separate ‘class pursuant to an election 
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filed by the taxpayer in accordance with subsection®1101(5q), all 
the properties included in that class immediately after the beginning 
of the taxpayer’s fifth taxation year beginning after the end of the 
first taxation year in which a property of the class became available 
for use by the taxpayer for the purposes of subsection 13(26) of the 


Act shall be transferred immediately after the beginning of that fifth 


taxation year from the separate class to the class in which the pro- 
perty would, but for the election, have been included. 

Related Provisions: ITA 13(5)’— Effect of transfer; Reg. 1103(3)-(5) — How elec- 
tion made and when effective. 


(2h) Elections not to. include properties in Class 44—A 
taxpayer may, by letter attached to the taxpayer’s return of income 


' filed with the Minister in accordance with section 150 of the Act for 


the taxation year in which a property was acquired, elect not to in- 


clude the property in Class 44 in Schedule II. 
' Related Provisions: Reg. 1103(3)-(5) —~How election made and when effective. 


History: A reference to Class 43 was added to the heading before subsec. 1103(2g), by 
P.C. 2005-2186, subsec. 3(1), November 22, 2005, Canada Gazette, Part Il, December 
14, 2005, applicable to property acquired after February 27, 2000. 


_S. 14 of the said P.C. 2005-2186 states that for the purpose of subsec. 1103(2g), an 


election that is in respect of property described in subsec. 1101(5s) and that is made 
under subsec. 13(1) of the said P.C. 2005-2186 is deemed to have been made in accor- 
dance with subsec. 1101(5q). 


| Subsecs. 1103(2g), (2h) added by P.C. 1994-231, s. 3, February 10, 1994,.Canada Ga- 


zette, Part II, February 23, 1994, applicable to property acquired after April 26, 1993; 
an election referred to in subsec. 1103(2h) is deemed.to-have been made in accordance 


' with the subsec. if it is made by notifying the Minister of National Revenue in writing 


before the end of August 1994. 


Subpara. 1103(2d)(b)(ii) amended: by P:C. 1991-465, s.°3; March 14, 1991, Canada 
Gazette, Part II, March 27, 1991, applicable after April 26, 1989. 


Subsec. -1103(2d) substituted, (2e), (2f) added, by P.C. 1989-2464, s. 4, December 14, 
1989, Canada Gazette, Part Il, January 3,-1990, (2d) applicable in respect of disposi- 
tions of property occurring after 1987, except that any election under the subsec.. made 
before July 3, 1990, shall be deemed to be a valid election; (2e) applicable;:to 1990 et 
seq., (2f) applicable to 1988 et seq. 


Paras. 1103(2d)(b), (c) and (d) substituted by P.C. 1983-1083, s. 3, April 14, 1983, 
Canada Gazette, Part II, April 27, 1983, applicable in respect of property (other than 
property described in Class 31 of Schedule II or paragraph (n) of Class 12 of that 
schedule) acquired or disposed of after November 12, 1981, property described in the 
said Class 31 acquired or disposed of after 1981 and property described 1 in paragraph 


(n) of the said Class 12 acquired or disposed of after 1982. 
| (21) Election to include properties in Class 35 — In respect 


of any property otherwise included in Class 7.in Schedule II be- 
cause of paragraph (h) of that Class and to which paragraph 
1100(1)(z.1a) and subsection 1101(5d), or paragraph 1100(1)(z. 1c) 
and subsection 1101(5d.2), would apply if Class 35 of that Schedule 
applied to the property, the taxpayer may (by letter attached to the 
taxpayer’s return of income filed with the Minister in accordance 
with, section 150 of.the Act for the taxation year in which the pro- 
perty was acquired) elect to include the prepes aa in Class 35. rather 
than in Class 7. 

History: Subsec. 1103(2i) added by P.C. 2005-2186, subsec. 3(2), November 22, 


2005, Canada Gazette, Part II, December 14, 2005, applicable to property acquired 
after February: 27;:2000. 


(3) Election rules — To be effective in respect of a taxation year, 
an election under this section must be made not later than the last 


_ day on which the taxpayer may file a return of his income for the 
| taxation year in accordance with section 150 of the Act. 


(4) [Timing of election] — An. election under. paragraph 
1102(8)(d). or (9)(d) or this section shall be, effective from the first 
day of the taxation year in respect of which the election is made and 


shall continue to-be effective for all subsequent taxation years. 


History: Subsec. 1103(4) amended by P.C. 1997-1033, s. 3, July 25, 1997, Canada 
Gazette, Part II, August 20, 1997, applicable after February 21, 1994. 


(5) [How election made] — An election under subsection (1) or 
(2) shall be made by sending a letter to that effect by registered mail 
to the Tax Centre at which the taxpayer customarily files the returns 
required by section 150 of the Act. 


History: Subsec. 1103(5) amended by P.C. 2007-849, s. 2, May 31, 2007, Canada 
Gazette, Part II, June 13, 2007, in force June 13, 2007. 
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Definitions [Reg. 1103]: “business’—ITA 248(1); “class” —Reg. 1101(6), 
1102(1)+(3), (14), (14.1); “commencement” — Interpretation Act 35(1); “disposed” — 
ITA 248(1)“disposition”; “disposition” — ITA 248(1); “end of the taxation year’ — 
Reg, 1104(1); “former class” — Reg. 1103(2c), (2d)(a); “former property” — Reg. 
1103(2d)(a); “Minister” —ITA 248(1); “new property” — Reg. 1103(2d)(b); “‘per- 
son” —ITA 248(1); “present class” — Reg. 1103(2c), (2d)(b); “property” —ITA 
248(1); “taxation year” —ITA 249, Reg. 1104(1); “taxpayer” —ITA 248(1); “writ- 
ing” — Interpretation Act 35(1). 

Interpretation Bulletins [Reg. 1103]: IT-190R2: CCA — transferred and misclas- 
sified property; IT-327: Elections under Regulation 1103 (archived); IT-478R2: 
CCA — Recapture and terminal loss. 


DIVISION V — INTERPRETATION 


1104, (1) Definitions — Where the taxpayer is an individual and 
his income for the taxation year includes income from.a business 
the fiscal period of which does not coincide with the calendar year, 
in respect of the depreciable properties acquired for the purpose of 
gaining or producing income from the business, a reference in this 
Part to 


“end of the taxation year” shall be deemed to be a reference to the 
end of the fiscal period of the business; and 


“taxation year” shall be deemed to be a reference to the fiscal pe- 
riod of the business. 


(2) In this Part and Schedule II, 


Proposed Addition — Reg. Nias Saw oe 
development phase” a 


“bitumen FA eee a phase”. of a taxpayer’s oil sands 2 ee 


we 


means a development phase that expands the oil sands project’ 
capacity to extract and initially pieces tar beans to oe eae 
men or a similar product; ‘ 


Application: The May 3, 2010 draft regulations (oil sands projects), subsec. AQ), 
will add the definition eines eerie aie to subsec. nea: applicabl 
after March 18, 2007. Vy 


Technical Notes: Suueeton 11040) i is amended. in two eee, vey the defi 
tion “specified temporary access road” is amended. Second, various definitions are : 
added in connection with the phaseout of accelerated CCA for property used in. oil . 


sands projects and the consequential introduction of Class 411 anetle to > ol 


sands property — after March 18, 


“specified oil sands property” acquired before 2012 a and inclilded in paragrap a 
(a.1) or (a.2) of Class 41 that is required to complete a “specified development 
phase” of a taxpayer’s “oil sands project.” “Specified development) phase” is defines 


with reference to a threshold level of acialy involving | a apres asset” that = 


reach completion, reference is made to the planned level of average iy Output from 
the phase of the “oil sands project” of the taxpayer. Oil sands property acquired’ aftero” 
March 18, 2007 that would otherwise be included in paragraph (a), (a.1) or (a.2) of © 
Class 41 is included in paragraph (a) of new Class 41.1, for which the additional 
accelerated allowance is gradually phased out over the period 2011 to 2015. 


A “bitumen development phase” of a taxpayer’s “oil sands project” means a “devel- 
opment phase that expands the oil sands Pproject’s capacity to extract and initially 
process “tar sands” to produce bitumen or a similar product. © : ye 


“certified feature film” means a motion picture film certified by 
the Minister of Communications to be a film of not less than 75 
minutes running time in respect of which all photography or art 
work specifically required for the production thereof and all film 
editing therefor were commenced after November 18, 1974, and ei- 
ther the film was completed before May 26, 1976, or the photogra- 
phy or art work was commenced before May 26, 1976, and ean 
by him to be 


(a) a film the production of which is contemplated in a 
coproduction agreement entered into between Canada and an- 
other country, or 


(b) a film in respect of which 


(i) the person who performed the duties of producer was a 
Canadian, 


Income Tax Regulations, Part XI 


(ii) no fewer than 7/3 in number of all the persons each of 
whom 


(A) was a person who performed the duties of director, 
screenwriter, music composer, art director, picture editor 
or director of photography, or 


(B) was the individual in respect of whose services as an 
actor or actress in respect of the film the highest remuner- 
ation or the second highest remuneration was paid or 
payable, 


were Canadians, 


(iii) not less than 75 per cent of the aggregate of the remuner- 
ation paid or payable to persons for services provided in re- 
spect of the film (other than remuneration paid or payable to 
or in respect of the persons referred to in subparagraphs (i) 
and (ii) or remuneration paid or payable for processing and 
final preparation of) the film) was paid or payable to 
Canadians, 


(iv) not less than 75 per cent of the aggregate of costs in- 
curred for processing and final preparation of the film includ- 
ing laboratory work, sound recording, sound editing and pic- 
ture editing (other than remuneration paid or payable to or in 
respect of persons referred to in subparagraphs (i), (ii) and 
(iii)), was incurred in respect of services rendered in Canada, 
and 


(v) the copyright protecting its use in Canada is beneficially 
owned 


(A) by a person who is either a Canadian or a corporation 
incorporated under the laws of Canada or a province, or 


(B) jointly or otherwise by two or more persons described 
in clause (A), 


other than.a film 
(c) acquired after the day that is the earlier of 
(1) the day of its first commercial use, and 


(ii) 12 months after the day the principal photography thereof 
is completed, or 


(d) in respect of which certification under this definition has 
been revoked by the Minister of Communications as provided in 
paragraph (10)(b); 


Related Provisions: ITA 127.52(1)(c) — Add-back of CCA on film properties for 
minimum tax purposes; Reg. 1104(10) — Interpretation. 


History: All that portion of the definition of “certified feature film” in subsec, 1104(2) 
preceding para. (a), and para, (d) substituted by P.C. 1980-3374, s. 2, December 11, 
1980, Canada Gazette, Part II, December 24, 1980. 


All that portion of the definition of “certified feature film” in subsec. 1104(2) following 
cl. (v)(B) substituted by P.C. 1978-3731, subsec. 2(1), December 14, 1978, Canada 
Gazette, Part Il, December 27, 1978, applicable in respect of property acquired after 
1978. 


Minister of Communications: S. 46 of 1995, c. 11, in force July 12, 1996, provides 
as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by virtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be read a8 a reference 
to the Minister of Canadian Heritage. 


“certified production”, in respect of a particular taxation. year, 
means a motion picture film or video tape certified by the Minister 
of Communications to be a film or tape in respect of which all pho- 
tography, taping or art work required specifically for the production 
thereof and all film or tape editing therefor were commenced after 
May 25, 1976, certified by him to be a film or tape in respect of 
which the principal photography or taping thereof was commenced 
before the end of the particular taxation year or was completed no 
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later than 60 days after the end of that year and certified: by him to 
be 


(a) a film or tape the production of which is contemplated ina 
coproduction agreement entered into between Canada and an- 
other country, or 


_(b) a film or tape in respect of which 


(i) the individual who performed the duties of producer was a 
Canadian, 


(ii) the Minister of Communications has allotted not less than 
an aggregate of six units of production, not less than two of 
which were allotted by virtue of clause (A) or (B) and not 
less than one of which was allotted by virtue of clause (C) or 
(D), for individuals who provided services in respect of the 
film or tape, in the following manner: 


(A) for the director, two units of production, 
(B) for the screenwriter, two units of production, 


(C) for the actor or actress in respect of whose services 
for the film or tape the highest remuneration was paid or 
payable (unless in the opinion of the Minister of Commu- 
nications the individual did not perform a major role in 
the film or tape), one unit of production, 


(D) for the actor or actress in respect of whose services 
for the film or tape the second highest remuneration was 
paid or payable (unless in the opinion of the Minister of 
Communications the individual did not perform a major 
role in the film or tape), one unit of production, 


(E) for the art director, one unit of production, 


-(F) for the director of photography, one unit of 
production, 


(G) for the music composer, one unit of production, and 
(H) for the picture editor, one unit of production, 


shall be allotted, provided the individual in respect of such 
allotment was a Canadian, 


(iii) not less than 75 per cent of the aggregate of all costs 
(other than costs determined by reference to the amount of 
income from the film or tape) paid or payable to persons for 
services provided in respect of producing the film or tape 
(other than remuneration paid or payable to, or in respect of, 
individuals referred to in subparagraph (i) or (ii), costs re- 
ferred to in subparagraph (iv) incurred for processing and fi- 
nal preparation of the film or tape, and amounts paid or paya- 
ble in respect of insurance, financing, brokerage, legal and 
accounting fees and similar amounts) was paid’or payable to, 
or in respect of services provided by, Canadians, and 


(iv) not less than 75 per cent of the aggregate of all costs 
(other than costs determined by reference to the amount of 
income from the film or tape) incurred for processing and 
final preparation of the film or tape, including laboratory 
work, sound re-recording, sound editing and picture editing 
(other than remuneration paid or payable to, or in respect of, 
individuals referred to in subparagraph (i) or (ii)) was: in- 
curred in respect of services provided in Canada, 


other than a film or tape 
(c) acquired after the day that is the earlier of 
(i) the day of its first commercial use, and 


(ii) 12. months after the, day the principal photography or tap- 
ing thereof is completed, 


(d) acquired by a taxpayer who has’not paid in cash, as of the 
end of the particular taxation year, to the person from: whom ‘he 
acquired the film or tape, at least 5 per cent of the capital cost to 
the taxpayer of the film or tape as of the end of the year, 


(e) acquired by a taxpayer who has issued in payment or part 
payment thereof, a bond, debenture, bill, note, mortgage or simi- 
lar obligation in respect of which an amount is not due until a 
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time that is more than four years after the end of the taxation 
year in which the taxpayer acquired the film or tape, 


(f) acquired from a non-resident, or 


(g) in respect of which certification under this definition: has 
been revoked by the Minister of Communications as provided in 
paragraph (10)(b), 

and, for the purposes of the application of this definition, 


(h) in respect of a film or tape acquired in 1987, other than a 
film or tape in respect of which paragraph (i) applies, the refer- 
ence in this definition to “commenced before the end of the par- 
ticular taxation year or was completed no later than 60 days after 
the end of that year” shall be read as a reference to “commenced 
before the end of 1987 or was completed before July, 1988”, and 


(i) in respect of a film or tape acquired in 1987 or 1988 that is 
included in paragraph (n) of Class 12 in Schedule II and that is 
part of a series of films or tapes that includes another property 
included in that paragraph, the reference in this definition to 
“commenced before the end of the particular taxation year or 
was completed no later than 60 days after the end of that year” 
shall be read as a reference to “completed before 1989”; 


Related Provisions: ITA 127.52(1)(c) — Add-back of CCA on film properties for 
minimum tax purposes; Reg. 1104(10) — Interpretation; Reg. 7500 — “prescribed film 
production’’. 


History: Para. (e) of “certified production” in subsec. 1104(2) amended by P.C. 1994- 
1817, para. 62(b), November 1, 1994, Canada Gazette, Part II, November 30, 1994. 


That portion between paras. (g) and (h), and paras. (h) and (i), of “certified production” 
added by P.C. 1988-2795, s. 3, December 22, 1988, Canada Gazette, Part II, January 
18, 1989, applicable after 1986. 


Cls. (6) Gi)(C) and (D) of the definition “certified production” and subparas. (b)(iii) and 
(iv) substituted by P.C. 1986-477, subsecs. 2(3), (4), February 27, 1986, Canada Ga- 
zette, Part II, March 19, 1986, applicable in respect of a motion picture film or video 
tape, the principal photography or taping of which commenced after 1985. 


That portion of the definition “certified feature production” preceding para. (a) substi- 
tuted by P.C. 1986-477, subsec. 2(2), February 27, 1986, Canada Gazette, Part Il, 
March 19, 1986, to inter alia change the definition from “certified feature production” 
to “certified, production’, applicable in respect of a motion picture film or video tape, 
the principal photography of which commenced after 1985. , 


Para. (d) of the definition “certified feature production” substituted by P.C. 1984-1062, 
subsec. 1(1), March: 29, 1984, Canada Gazette, Part II, April 18, 1984, applicable in 
respect of property acquired after 1982. 


All that portion of subpara. (b)(ii) of the definition “certified feature production” pre- 
ceding cl. (A) substituted by P.C. 1981-3478, December 10, 1981, Canada Gazette, 
Part II, December 23, 1981, applicable in respect of a motion picture film or video tape, 
the principal photography or taping of which commenced after 1981. 


All that portion of the definition “certified feature production” preceding para. (a), sub- 
para. (b)(Gi) preceding cl. (A), and para. (g) substituted by P.C. 1980-3374, s..2, De- 
cember 11, 1980, Canada Gazette, Part Il, December 24, 1980. 


All those portions of the definition “certified feature production” preceding para. (a) 
and following subpara, (b)(iv) substituted by P.C. 1978-3731, subsecs. 2(2), (3), De- 
cember 14, 1978, Canada Gazette, Part Il, December 27, 1978, subsec. 2(2) effective 
in respect of 1978 et seqg., subsec. 2(3) applicable in respect of property acquired after 
1978. 


Minister:of Communications: S. 46 of 1995, c. 11, in force July 12, 1996; provides 
as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and. the:Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by virtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be read asa reference 
to the Minister of Canadian Heritage. 


Interpretation Bulletins: IT-283R2: CCA — Video tapes, videotape cassettes, 


films, computer software and master recording tapes (archived); IT-441: CCA — Certi- 
fied feature productions and certified short productions (archived). 


“certified short production” — [Revoked] 


History: Definition “certified short production” revoked by P.C. 1986-477, subsec. 
2(1), February 27, 1986, Canada Gazette, Part II, March 19, 1986, applicable in respect 
of a motion picture film or video tape, the principal photography or taping of which 
commenced after 1985. 


Para. (d) of the definition “certified short production” in subsec. 1104(2) substituted by 
P.C. 1984-1062, subsec. 1(2), March 29, 1984, Canada Gazette, Part II; April 18, 1984, 
applicable in respect of property acquired after 1982. 
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All that portion of the definition “certified short production” in subsec. 1104(2) preced- 
ing para. (a), and para. (g) substituted by P.C.. 1980-3374, s. 2, December 11, 1980, 
Canada Gazette, Part Il, December 24, 1980. 

All those portions of the definition “certified short production” preceding para. (a) and 
following subpara. (b)(ii) substituted by P.C. 1978-3731, subsecs. 2(4), (5), December 
14, 1978, Canada Gazette, Part Il, December 27, 1978, subsec, 2(4) effective in respect 
of 1978 et seq., subsec. 2(5) applicable in respect of property acquired after 1978. 


Proposed Addition — Reg. 1104(2)“completion” 


“completion” of a specified development phase of a taxpayer’ $ 
oil sands project means the first attainment of a level of average 
output, attributable to the specified development phase and mea- 
sured over a sixty day period, equal to at least 60% of the planned 
level of average daily output (as determined in paragraph (b) of 
the definition “specified poibien te ye a in Pols of that 
phase: at 

Application: The May 3, 2010 draft regulations (oil sands projects), subsec. 4(2), 


will add the we oi gee bee to — Hees gp ies eae Ve 
2007. 


Technical Notes: The definition ~abbiplidihe is important for determining when a 
“specified development phase” of an “oil sands project” is complete. — : 


A specified development phase of a taxpayer’s oil sands project would be considered 
to have reached completion when the level of average output from the specified de. 
velopment phase, (measured over a 60-day period) equal to at least 60% of the — 
planned level of average daily output (as that term is described in — = of 

the definition “specified development phase’) is achieved. . 


“computer software” includes systems software and a right or li- 
cence to use computer software; 

Related Provisions: Reg. 1100(20.1) — Limitation on CCA claim for computer tax 
shelter property; Reg. 1100(20.2) — Computer tax shelter property deemed to be com- 
puter software. 


History: “Computer software” added by P.C. 1983-3411, subsec. 1(1), November 3, 
1983, Canada Gazette, Part Il, November 23, 1983, effective May 26, 1976. 


Interpretation Bulletins: IT-283R2: CCA — Videotapes, videotape cassettes, films, 
computer software and master recording media (archived). 


“data network infrastructure equipment” means network infra- 
structure equipment that controls, transfers, modulates or directs 
data, and that operates in support of telecommunications applica- 
tions such as e-mail, instant messaging, audio- and video-over-In- 
ternet Protocol or Web browsing, Web searching and Web hosting, 
including data switches, multiplexers, routers, remote access serv- 
ers, hubs, domain name servers, and modems, but does not include 


(a) network equipment (other than radio network equipment) 
that operates in support of telecommunications applications, if 
the bandwidth made available by that equipment to a single end- 
user of the network is 64 kilobits per second or Jess in either 
direction, 


(b) radio network equipment that operates in support of wireless 
telecommunications applications unless the equipment supports 
digital transmission on a radio channel, 


(c) network equipment that operates in support of broadcast tele- 
communications applications and that is unidirectional, 

(d) network equipment that is end-user equipment, including 
telephone sets, personal digital assistants and facsimile transmis- 
sion devices, 


(e) equipment that is described in paragraph (f.2) or (v) of Class 
10, or in any of Classes 45, 50 and 52, in Schedule II, 


(f) wires or cables, or similar property, and 
(g) structures; 
Related Provisions: Reg. Sch. II:Cl. 46 — 30% CCA rate. 


History: Para. (e) of “data network infrastructure equipment” amended by P.C. 2009- 
660, s. 4, April 30, 2009, Canada Gazette, Part Il, May 13, 2009, applicable in respect 
of property acquired after January 27, 2009 


Para. (e) amended by P.C. 2009-581, subsec. 4(1), April 23, 2009, Canada Gazette, 
Part II, May 13, 2009, deemed to have come into force on March 19, 2007. 
“Data network infrastructure equipment” added to subsec. 1104(2) by P.C. 2005-2286, 


s. 3, December 6, 2005, Canada Gazette, Part II, December 28, 2005, deemed in force 
on March 23, 2004. 
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Proposed Addition — Reg. 1104(2)“designated asset” — 


“designated asset” in respect of a development phase of a tax- 
payer’s oil sands project, means a property that is a building, a 
structure, machinery or equipment and is, or is an Haneeene 
substantial part of, ) CU 


ee in the case of a bitumen —_ ee & Ua) 
iw Ga emshero 5 oH Ponnoteg Gaw ll 
Gi) a ppt treatment plant, 


Vil 


AIpSBE if 


tS ease 
; 


Gy). a steam igen on | plant, yy ane 
* @, a ‘cogeneration plant, Of: 


(b) i in he case of an ‘up 
et a somes unit, yates 


gees Bes a eee 8 oll sands proj 
means a Property that is a haves a a — 


| (vi) a coker. 


POOR Eee 


“designated overburden removal cost” of a taxpayer means any 
cost incurred by him in respect of clearing or removing overburden 
from a mine in Canada owned or operated by him where the cost 


(a) was incurred after November 16, 1978 and before 1988, 


(b) was incurred after the mine came into production in reasona- . 
ble commercial quantities, 


(c) as of the end of the taxation year in which the cost was in- 
curred, has not been deducted by the taxpayer in computing his 
income, and 


(d) is not deductible, in whole or in part, by the taxpayer in com- 
puting his income for a taxation year subsequent to the taxation 
year in which the cost was incurred, other than by virtue of para- 
graph 20(1)(a) of the Act; 
History: Para. (a) substituted by P.C. 1990-2780, subsec. 1(1), December 20, 1990, 
Canada Gazette, Part Il, January 16, 1991, applicable to 1988 et seq. 


“Designated overburden removal cost” added by P.C. 1979-1487, s. 3, May 17, 1979, 
Canada Gazette, Part II, June 13, 1979, effective commencing November 17, 1978. 


“designated underground storage cost” of a taxpayer means any 
cost incurred by him after December 11, 1979 in respect'of devel- 
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oping a well, mine or other similar underground property for the 
storage in Canada of petroleum, natural gas or other related 
hydrocarbons; 


History: “Designated underground storage cost” added by P.C. 1980-3279, s..1, De- 
cember 4, 1980, Canada Gazette, Part Il, December 24, 1980. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


“eligible non-residential building” means a taxpayer’s building 
(other than a building that was used, or acquired for use, by any 
person or partnership before March 19, 2007) that is located in Can- 
ada, that is included in Class 1 in Schedule II and that is acquired 
by the taxpayer on or after March 19, 2007 to be used by the tax- 
payer, or a lessee of the taxpayer, for a non-residential use; 

Related Provisions: Reg. 1100(1)(a.1). (a.2) — Additional allowance for building; 
Reg. 1101(Sb.1) — Separate class for each non-residential building; Reg. .1102(23), 


(24) — Addition or alteration to building; Reg. 1102(25) — Building under construc- 
tion on March 19, 2007. 


History: “Eligible non-residential building” added by P.C. 2009-581; subsec. 4(2), 
April 23, 2009, Canada Gazette, Part II], May 13, 2009, deemed to have come into 
force on March 19, 2007. 


“sas or oil well equipment” includes 


(a) equipment, structures and pipelines, other, than a well casing, 
acquired to be used in a gas or oil field in the production there- 
from of natural gas or crude oil, and 


(b) a pipeline acquired to be used solely for transmitting gas to a 
natural gas processing plant, 


but does not, include 


(c) equipment or structures acquired for the refining of oil or the 
processing of natural gas including the separation therefrom of 
liquid hydrocarbons, sulphur or other joint products or by-prod- 
ucts, or 


(d) a pipeline for removal or for collection for immediate re- 
moval of natural gas or crude oil from a gas or oil field except a 
pipeline referred to in paragraph (b); 
Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


“general-purpose electronic data processing equipment” means 
electronic equipment that, in its operation, requires an | internally 
stored computer program that 


(a) is executed by the equipment, 
(b) can be altered by the user of the equipment, 


(c) instructs the equipment to read and select, alter or store data 
from an external medium such as a card, disk or tape, and 


(d) depends upon the characteristics of the data being processed 
to determine the sequence of its execution, 


Related Provisions: Reg. 1100(20.1), (20.2) — Limitation on CCA claim for com- 
puter tax shelter property; Reg. Sch. II:Cl. S0— CCA rate 55%. 


Reg. 
S.1104(2) rai 


“ore” includes ore from a mineral resource that has been processed 
to any stage that is prior to the prime metal stage or its equivalent; 


payer of designated a ets i in respect of the tax- 
oject including, wi without roe os bigien 
activities 


“railway system” includes a railway owned or operated by a com- 
mon carrier, together with all buildings, rolling stock, equipment 
and other properties pertaining thereto, but does not include a 
tramway; 
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Proposed Addition — Reg. 1104(2)“specified 
development phase”, “specified oil sands property” 


“specified development phase” of a taxpayer’s oil sands project 
means a bitumen development phase or an upgrading develop- 
ment phase of the oil sands project which can reasonably be ex- 
pected to result in a planned level of average daily output (where 
that output is bitumen or a similar product in the case of a bitumen 
development phase, or synthetic crude oil or a similar product in 
the case of an upgrading development phase), and i in aS of 
which project, 2 


(a) not including any preliminary work activity one or more 
designated assets was, before March 19, 2007, 


(i) acquired by the taxpayer, or 


(ii) in the process of being constructed, faba Or in- 
stalled, by or on behalf of the taxpayer, and — 


(b) the planned level of average daily output is the: jester of, 


(i) the level that was the demonstrated intention of the tax- 
payer as of March 19, 2007 to produce from the specified 
development phase, andy 


(ii) the maximum level of output cascoaet with the design | 
capacity, as of March 19, 2007, of the Seiten asset re- _ 
ferred to in paragraph (a); : 


Technical Notes: A specified development phase of a expayer s oil conde project 
means a bitumen development phase or an upgrading development phase of the oil 
sands project which can reasonably be expected to result in a planned level of aver- 
age daily output, and in respect of which (not including any preliminary work activ- 
ity) one.or more designated assets before March 19, 2007, were acquired by the tax- 
payer, or were being constructed, fabricated or installed, _by or on behalf a the 
taxpayer. 


The planned level of average daily ae. in es of a — development : 
phase is the lesser of: : 


(a) the level that it was the a eden of the texpayer as sof Marck 
19, 2007 to produce from the specified development phase; and _ 


(b) the maximum level of output associated with the design epee as of 
March 19, 2007, of the designated asset or assets that were . ired ‘OF being : 
constructed, fabricated or installed before March 19, 2007. 


“specified oil sands property” of a taxpayer means oil sands pro- 
perty, acquired by the taxpayer before 2012, the taney S use of 
which is reasonably required 


(a) for a specified development phase of an oil sands project of 
the taxpayer to reach completion; or 


(b) as part of a bitumen development hase of an oil sands 
project of the taxpayer, 


(i) to the extent that the output from the bitumen vein. 

ment phase is required for an upgrading development phase » 
that is a specified development phase of the oil sands pro- — 
ject to reach completion, and it is reasonable to conclude — 
that all or substantially all of the output from the bieumen 
development phase will be so used; and» 


(ii) where it was the demonstrated intention of the taxp yer 

as of March 19, 2007 to produce, from a mineral resource 

owned by the taxpayer, the bitumen feedstock required for 

the upgrading development phase to reach completion; _ 
Technical Notes: The definition “specified oil sands property” is important in 
determining whether an “oil sands property” continues to qualify for inclusion in 
Class 41. Oil sands property acquired on or after March 19, 2007 that would other- 
wise be eligible for accelerated CCA must be included in new Class 41.1, unless it is 
a specified oil sands property. 


A specified oil sands property of a taxpayer means oil sands property, acquired by 
the taxpayer before 2012, the taxpayer’s use of which is reasonably required = 


(a) in order for a “specified development phase” of an “oil sands a? of the 
taxpayer to reach “completion,” or 


(b) as part of a “bitumen development phase” of an oil sands project of the 
taxpayer, 
(i) to the extent that the output from the bitumen development phase is re- 
quired for an “upgrading development phase” that is a specified develop- 
ment phase of the oil sands project to reach completion, and it is reasonable 
to conclude that all or substantially all of the output from the bitumen devel- 
opment phase will be so used, and 
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(ii) where it was the demonstrated intention of the taxpayer as of March 19, 
2007 to produce, from a mineral resource owned by the taxpayer, the bitu- 
men feedstock required for the upgrading development phase to teach 
completion. 


Application’ The May 3, 2010 draft regulations (oil sands projects), subsec. 4(2), 
will add the definitions “specified development phase” and “specified oil sands aise 
perty” to subsec. 1104(2), applicable after March 18, 2007. ast 


“specified temporary access road” means 
(a) a temporary access road to an oil or gas well in Canada, and 


(b) a temporary access road the cost of which would, if the defi- 
nition “Canadian exploration expense” in subsection 66.1(6) of 
the Act were read without reference to paragraph (1) of that defi- 
nition, be a Canadian exploration expense because of paragraph 
(f) or (g) of that definition; 


Proposed Amendment — - Reg. 1104(2)“specified 
temporary access road”(b) 


Appleton: The May 3, 010 draft regu lations (oil sands projects), subsec. 4(1), 
will amend para. (b) of the definition “specified temporary access road” in subsec, : 
1104(2) to substitute te Bae (k.1) es a for “paragraph dy, applicable after 
— 5, 1996. 


A otes: The dehaition Bs tempor access road” in subsection 
1104(2), is amended by adding a reference to paragraph. (k. 1) of the definition of 
“Canadian exploration expense” in subsection 66. 1(6) of the Act, in its paragraph (b). 
This amendment ensures that a specified temporary access road will not be consid- _ 
ered property of a prescribed class merely because a taxpayer has an expense that is 
the cost of the road. _ 


Related Provisions: Reg. 1102(14.3)(a)— Exclusion from prescribed property; 
Reg. Sch. II:Cl. 8(i)(vi), 17(c) — Specified temporary access road excluded from other 
classes. 


History: The definition “specified temporary access road” added to subsec. 1104(2) by 
P.C. 1999-629, subsec. 3(1), April 15, 1999, Canada Gazette, Part II, April 28, 1999, 
applicable after March 6, 1996. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


“systems software” means a combination of computer programs 
and associated procedures, related technical documentation and data 
that 


(a) performs compilation, assembly, mapping, management or 
processing of other programs, 


(b) facilitates the functioning of a computer system by other 
programs, 


(c) provides service or utility functions such as media conver- 
sion, sorting, merging, system accounting, performance mea- 
surement, system diagnostics or programming aids, 


(d) provides general support functions such as data management, 
report generation or security control, or 


(e) provides general capability to meet wide-spread categories of 
problem solving or processing requirements where the specific 
attributes of the work to be performed are introduced mainly in 
the form of parameters, constants or descriptors rather than in 
program logic, 
and includes a right or licence to use such a combination of com- 
puter programs and associated procedures, related technical docu-. 
mentation and data; 
History: All that portion of the definition “systems software” in subsec. 1104(2) fol- 


lowing para. (d) substituted by P:C. 1983-3411, subsec: 1(2), November 3, 1983, Can- 
ada Gazette, Part Il, November 23, 1983, effective May 26, 1976. 


Interpretation Bulletins: IT-283R2: CCA — Video tapes, videotape cassettes, 
films, computer software and master recording tapes (archived). 


“tar sands ore” means ore extracted from a deposit of bituminous 
sands or oil shales; 


History: “Tar sands ore” amended by P.C. 1998-49, subsec. 2(1), January 26, 1998, 
Canada Gazette, Part II, February 4, 1998, applicable after March 6, 1996. 


“Tar sands ore” added by P.C. 1985-465, February 14, 1985, subsec. 2(1), Canada 
Gazette, Part Il, March 6, 1985, applicable to taxation years commencing after Noyem- 
ber 12, 1981, except that for the purpose of that part of para. 1100(1)(w) preceding 
subpara. (i) thereof and that part of para. 1100(1)(x) preceding subpara. (i) thereof and 
for the purposes of determining the prescribed class in which depreciable property is to 
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be included; the definition is not applicable with respect to depreciable property ac- 
quired in taxation years commencing before November 13,1981, 


“telegraph system” includes the buildings, structures, general plant 
and communication and other equipment pertaining thereto; 


“telephone system” includes the buildings, structures, general 
plant and communication and other equipment pertaining thereto; 


“television commercial message” means a commercial message:as 
defined in the Television Broadcasting Regulations, 1987 made 
under the Broadcasting Act; 

History: The definition “television commercial message” amended by P.C. 1995-775, 


subsec. 2(2), May 16, 1995, Canada Gazette, Part II, May 31, 1995, applicable after 
January. 8, 1987. 


“tramway or trolley bus system” includes the buildings, struc- 
tures, rolling stock, general plant and equipment pertaining thereto 
and where buses other than trolley buses are operated in connection 
therewith cea the properties Fee Nel to those bus SS QBESARODE 


process bicanien or a sim 
which is from ; a mineral r 


“ process. bitumen ora similar feedstock 


mineral resource owned by the taxpayer) to the crude oil stage or its equivalent. 


(3) Except as otherwise provided in subsection (6), in this Part and 
Schedules II and V, 


‘4ndustrial mineral mine” includes a peat bog or deposit of peat 
but does not include a mineral resource; 


“mineral” includes peat; 
“mining” includes the harvesting of peat. 


(4) [Revoked] 


History: Subsec. 1104(4) revoked by P.C. 1979-2483, s. 3, September 13, 1979, Can- 
ada Gazette, Part Il, September 26, 1979, applicable to 1978 et seq. 


(5) Mining — For the purposes of paragraphs 1100(1)(w). to (ya), 
subsections 1101(4a) to (4d) and Classes 10, 28 and. 41 of Schedule 
II, a taxpayer's “income from a mine”, or any expression referring 
to a taxpayer’s income from a mine, includes. income reasonably 
able to 


“inco or any expression ‘refe n 
income from a mine, Anche income reason 


and (ya. bi; to new oe 1101(4e) and (4f), and to ‘the new | 
ensures that the description of the expression “income from a mine” or any expres- 
sion referring toa taxpayer’s income from a mine in. subsection HO? also ip aPy 


for the purposes of these new provisions. 


(a) the processing by the taxpayer of 


(i) ore (other than iron ore or tar sands ore) all or substan- 
tially all of which is from a mineral resource owned by the 


or ‘substantially. all of which is from a 
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taxpayer to any stage that is not beyond the prime metal 
stage or its equivalent, 


(ii) iron ore all or substantially all of which is from a mineral 
resource owned by the taxpayer to any stage that is not be- 
yond the pellet stage or its equivalent, 


(iii) tar sands ore all or substantially all of which is from a 
mineral resource owned by the taxpayer to any stage that is 
not beyond the crude oil stage or its equivalent, or 


(iv) material extracted by a well, all or substantially all of 
which is from a deposit of bituminous sands or oil shales 
owned by the taxpayer, to any stage that is not beyond the 
crude oil. stage or its, equivalent; 


(b) the production by the taxpayer of material from.a deposit of 
bituminous sands or oil. shales;.and 


(c) the transportation by the taxpayer of 


(i) output, other than iron ore or tar sands ore, from a mineral 
resource owned by the taxpayer that has been processed by 
him to any stage that is not beyond the prime metal stage or 
its equivalent, 


(ii) iron ore from a mineral resource owned by the taxpayer 
that has been processed by him to any stage that is not be- 
yond the pellet stage or its equivalent, or 


(i11) tar sands ore from a mineral resource owned by the tax- 
payer that has been processed by him to any stage that is not 
beyond the crude: oil stage or its equivalent, 


to the extent that such transportation is effected through the use 
of property of the taxpayer that is included in Class 10 in Sched- 
ule II because of paragraph (m) thereof or that would be so in- 
cluded if that paragraph were read without reference to subpara- 
graph (v) thereof and if Class 41 in Schedule II were read 
without the reference therein to that paragraph. 


Related Provisions: Reg. 1104(2) — “Ore”; Reg. 1104(3) — “Mineral”, “mining”; 
Reg. 1104(6.1) — Income from a mine excludes income from services. 


History: That portion of subsec. 1104(S) preceding subpara: (c)(i) amended by P.C. 
1998-49, subsec, 2(2), January 26, 1998, Canada Gazette, Part II, February 4, 1998, 
applicable after March 6, 1996. 


That portion of subsec. 1104(5) preceding para. (a) and that portion of para. 1104(5)(c) 
following subpara. (iii) substituted by P.C. 1994-230, subsecs. 2(1) and (2), February 
10; 1994, Canada Gazette, Part Il, February 23, 1994; that portion preceding para. (a) 
applicable to property acquired after February 25, 1992, and that portion of para. (c) 
following subpara. (iii) applicable to 1988 et seq. 


That portion of, subsec. 1104(5) preceding para. (a) substituted by P.C. 1989-2464, sub- 
sec. 5(1), December 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable to 
1988 et seq. 


Paras. 1104(5)(a) and (c) substituted by P.C. 1985- 465, February 14, 1985, subsecs. 
2(2) and (3), Canada Gazette, Part Il, March 6, 1985, applicable to taxation years com- 
mencing after November 12, 1981, except that for the’ purpose of that part of para. 
1100(1)(w) preceding subpara. (i) thereof and that part of para. 1100(1)(x), preceding 
subpara. (i) thereof and for the purposes of determining the prescribed class in which 
depreciable. property is to be included, ‘paras. 1104(5)(a) and (c) are not applicable with 
respect to depreciable property acquired in taxation years commencing before Novem- 
ber 13; 1981. 


Para. 1104(5)(b) substituted by P.C. 1980-1483, subsec. 1(1), June 5, 1980, Canada 
Gazette,-Part II, June 25, 1980, effective April 11, 1978. 


Para. 1104(5)(c) added by P:C. 1978-344, s. 3, February 9, 1978, Canada Gazette, Part 
Il, February 22, 1978, effective after March 31, 1977. 


Interpretation Bulletins: IT-469R: CCA —Earth-moving equipment; IT-476R: 
CCA — Equipment used in petroleum and natural gas activities; IT-492: CCA — In- 
dustrial mineral mines. 


(5.1) [“Gross revenue from a mine”] — For the purpose of 
Class 41 of Schedule II, a taxpayer’s “gross revenue from a mine” 
includes 


: Proposed Amanginent i hi 1104(5. Ds pREning 


ISGroes: revenue from a mine”]- 2s For: thes purposes of 
Classes 41 and 41.1 of Schedule II, a meepayen $) Lcheees revenue 
from a mine” includes 


1817 


o 
c 
e) 

= 

S&S 
5 
D 
® 

co 


Reg. 
S. 1104(5.1) 


Application: The May 3, 2010 draft regulations (oil sands projects), subsec. 4(4), 
will amend the opening words of subsec. 1104(5.1) to. reat as above, applicable after 
March 18, 2007. 


Technical Notes: Subsection 1104(5. 1) describes the expression “gross income 
from a mine” for the purpose of Class 41 of Schedule II. 


Subsection 1104(5.1) is amended to add a reference to new Class 41.1. This ensures 
that the description of the expression “gross income from a mine” in subsection 
1104(S.1) also applies for the purpose of the new Class 41.1. 


PieGES 


(a) revenue reasonably attributable to the processing by the tax- 
payer of 


(i) ore (other than iron ore or tar sands ore) from a mineral 
resource owned by the taxpayer to any stage that is not be- 
yond the prime metal stage or its equivalent, 


(ii) iron ore from a mineral resource owned by the taxpayer 
to any stage that is not beyond the pellet stage or its 
equivalent, 


(iii) tar sands ore from a mineral resource owned by the tax- 
payer to any stage that is not beyond the crude oil stage or its 
equivalent, and 


(iv) material extracted by a well from a mineral resource 
owned by the taxpayer that is a deposit of bituminous sands 
or oil shales to any stage that is not beyond the crude oil 
stage or its equivalent; 


(b) the amount, if any, by which any revenue reasonably attribu- 
table to the processing by the taxpayer of 


(i) ore (other than iron ore or tar sands ore) from a mineral 
resource not owned by the taxpayer, to any stage that is not 
beyond the prime metal stage or its equivalent, 


(11) iron ore from a mineral resource not owned by the tax- 
payer to any stage that is not beyond the pellet stage or its 
equivalent, 


(iii) tar sands ore from a mineral resource not owned by the 
taxpayer to any stage that is not beyond the crude oil stage or 
its equivalent, and 


(iv) material extracted by a well from a mineral resource not 
owned by the taxpayer that is a deposit of bituminous sands 
or oil shales to any stage that is not beyond the crude oil 
stage or its equivalent 

exceeds the cost to the taxpayer of the ore or material processed; 

and 

(c) revenue reasonably attributable to the production by the tax- 

payer of material from a deposit of bituminous sands or oil 

shales. 

Related Provisions: Reg. 1104(5.2) — Interpretation. 


History: Subsec. 1104(5.1) added by P.C. 1998-49, subsec. 2(3), January 26, 1998, 
Canada Gazette, Part Il, February 4, 1998, applicable after March 6, 1996. 
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subsection (5.1), “gross revenue from a mine” does not include rev- 
enue reasonably attributable to the addition of diluent, for the pur- 
pose of transportation, to material extracted from a deposit of bitu- 
minous sands or oil shales. 


History: Subsec. 1104(5.2) added by P.C. 1998-49, subsec. 2(3), January 26, 1998, 
Canada Gazette, Part Il, February 4, 1998, applicable after March 6, 1996. 


(6) For the purposes of Class 10 in Schedule II, 


(a) [“income from a mine”] — “income from a mine” in- 
cludes income reasonably attributable to the processing of 


(i) ore, other than iron ore or tar sands ore, from a mineral 
resource not owned by the taxpayer to any stage that is not 
beyond the prime metal stage or its equivalent, 


(ii) iron ore from a mineral resource not owned by the tax- 
payer to any stage that is not beyond the pellet stage or its 
equivalent, or 


(iii) tar sands ore from a mineral resource not owned by the 
taxpayer to any stage that is not beyond the crude oil stage or 
its equivalent; and 
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(iv) material extracted by a well from a mineral resource not 
owned by the taxpayer that is a deposit of bituminous sands 
or oil shales to any stage that is not beyond the crude oil 
stage or its equivalent; and 


(b) [“mine”] — “mine” includes a well for the extraction of 
material from a deposit of bituminous sands or oil shales or from 
a deposit of calcium chloride, halite or sylvite. 


Related Provisions: Reg. 1104(6.1) — Income from a mine excludes income from 
services. 


History: Subpara. 1104(6)(iv) added, para. (6)(b) amended by P.C. 1998-49, subsecs. 
2(4), (5); January 26, 1998, Canada Gazette, Part Il, February 4, 1998, applicable after 
March 6, 1996. 


Para. 1104(6)(b) amended by P.C. 1996-495, subsec. 1(1), April 16, 1996, Canada Ga- 
zette, Part II, May 1, 1996, applicable to property acquired in taxation years that begin 
after 1984. 


That portion of subsec. 1104(6) preceding para. (a) substituted by P.C. 1994-230, sub- 
sec. 2(3), February 10, 1994, Canada Gazette, Part II, February 23, 1994, applicable to 
property acquired after February 25, 1992. 


That portion of subsec. 1104(6) preceding para. (a) substituted by P.C. 1989-2464, sub- 
sec. 5(2), December 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable to 
1988 et seq. 

Para. 1104(6)(a) substituted by P.C. 1985-465, February 14, 1985, subsec. 2(4), Can- 
ada Gazette, Part Il, March 6, 1985, applicable to taxation years commencing after 
November 12, 1981, except that for the purpose of that part of para. 1100(1)(w) preced- 
ing subpara. (i) thereof and that part of para. 1100(1)(x) preceding subpara. (i) thereof 
and for the purposes of determining the prescribed class in which depreciable property 
is to be included, para. 1104(6)(a) is not applicable with respect to depreciable property 
acquired in taxation years commencing before November 13, 1981. 

Para. 1104(6)(b) substituted by P.C. 1980-1483, subsec. 1(2), June 5, 1980, Canada 
Gazette, Part II, June 25, 1980, effective April 11, 1978. 

Interpretation Bulletins: IT-469R: CCA — Earth-moving equipment; IT-476R: 
CCA — Equipment used in petroleum and natural gas activities. 


(6.1) [Repealed] 


History: Subsec. 1104(6.1) repealed by P.C. 1999-629, subsec. 3(2), April 15, 1999, 
Canada Gazette, Part II, April 28, 1999, applicable to taxation years that begin after 
March 6, 1996. 


Subsec. 1104(6.1) added by P.C. 1996-1488, s. 1, September 24, 1996, Canada Ga- 
zette, Part II, October 16, 1996, applicable to taxation years that begin after March 6, 
1996. 


(7) [“Mine”] — For the purposes of paragraphs 1100(1)(w) to (ya), 
subsections 1101(4a) to (4d) and 1102(8) and (9), section 1107 and 
Classes 12, 28 and 41 of Schedule I, 


Nock 18, 2007. 
Technical >tes 


(a) “mine” includes 


(i) a well for the extraction of material from a deposit of bitu- 
minous sands or oil shales or from a deposit of calcium chlo- 
ride, halite or sylvite, and 


(ii) a pit for the extraction of kaolin or tar sands ore, 
but does not include 
(iii) an oil or gas well, or 


(iv) a sand pit, gravel pit, clay pit, shale pit, peat bog, deposit 
of peat or a stone quarry (other than a kaolin pit or a deposit 
of bituminous sands or oil shales); 


(b) all wells of a taxpayer for the extraction of material from one 
or more deposits of calcium chloride, halite or sylvite, the mate- 
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rial produced from which is sent to the same plant for process- 
ing, are deemed to be one mine of the taxpayer; and 


(c) all wells of a taxpayer for the extraction of material from a 
deposit of bituminous sands or, oil shales that the Minister, in 
consultation with the Minister of Natural Resources, determines 
constitute one project, are deemed to be one mine of the 
taxpayer. 

Related Provisions: Reg. 1104(8) — “Stone quarry”. 


History: Subsec. 1104(7) amended by P.C. 1998-49, subsec. 2(6), January 26, 1998, 
Canada Gazette, Part II, February 4, 1998, applicable after March 6, 1996. 

Paras. 1104(7)(a) and (b) amended by P.C. 1996-494, subsec.°1(2), April 16, 1996, 
Canada Gazette, Part 11, May 1, 1996, applicable to property acquired in taxation years 
that begin after 1984 except that para. 1104(7)(a) shall be read without reference to the 
expression “or a kaolin pit” in respect of taxation years that end before 1988. 


That portion of subsec. 1104(7) preceding para: (a) substituted by P.C. 1994-230, sub- 
sec. 2(4), February 10, 1994, Canada Gazette, Part II, February 23, 1994, applicable to 
1988 et seq. 


Para. 1104(7)(a) substituted by P.C. 1990-2780, subsec. 1(2), December 20, 1990, Can- 
ada Gazette, Part II, January 16, 1991, applicable to 1988 et seq. 


That portion of subsec. 1104(7) preceding para. (a) substituted by P.C. 1989-2464, sub- 
sec. 5(3), December 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable to 
1988 et seq. 


Paras. 1104(7)(a), (b) substituted by P.C. 1980-1483, subsec. 1(3), June 5, 1980, Can- 
ada Gazette, Part II, June 25, 1980,. effective. April. 11, 1978. 


Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


(8) [“Stone quarry”]— For the purposes of subsection (7), 
“stone, quarry’ includes a mine producing dimension ‘stone. or 
crushed rock,,for use as aggregates or for other construction 
purposes. 


(8.1) [“Production”] — For greater certainty, for the purposes of 
paragraphs (c) and (e) of Class 28 and paragraph (a) of Class 41 in 
Schedule I, production means production in reasonable commercial 
quantities. 


hilatovy: Subsec. 1104(8.1) added by P.C. 2007-114, s. 2, February 1, 2007, Canada 
Gazette, Part II, February 21, 2007, applicable to property acquired after 1987. 


(9) Manufacturing or processing — For the purposes of para- 


graph 1100(1)(a.1), subsection 1100(26) and Class 29 in Schedule 


II, “manufacturing or processing” does not include 
(a) farming or fishing; 
(b) logging; 
(c) construction; 


(d) operating an oil or gas well or extracting petroleum or natu- 
ral gas from a natural accumulation thereof; 


(e) extracting minerals from a mineral resource; 
(f) processing of 


(i) ore, other than iron ore or tar sands ore, from a mineral 
resource to any stage that is not beyond the prime metal stage 
or its equivalent, 


(ii) iron ore from a mineral resource to any stage that is not 
beyond the pellet stage or its equivalent, or 


(iii) tar sands ore from a mineral resource to any. stage that is 
not beyond the crude oil stage or its equivalent; 


(g) producing industrial minerals; 
(h) producing or processing electrical energy or steam, for sale; 
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(i) processing’ natural gas as part of the business of selling or 
distributing gas in the course of operating a public utility; 


(j) processing heavy crude oil recovered from a natural reservoir 
in Canada to a stage that is not beyond the crude oil stage or its 
equivalent; or 
(k) Canadian field processing. 
Related Provisions: ITA 125:1(2)(a)— Credit for generating electrical energy for 
sale; ITA 125.1(3) — Definition of “manufacturing. or processing” for M&P credit 
purposes. 
History: The opening words of subsec. 1104(9) amended by P.C. 2009-581, subsec. 


4(3), April 23, 2009, Canada Gazette, Part II, May 13, 2009, deemed to have come into 
force on March 19, 2007. 


Paras, 1104(9)(g), (i) and (j) amended and para. (k) added by P.C,, 1999-629, subsecs. 
3(3) and (4), April 15, 1999, Canada Gazette, Part II, April 28, 1999, applicable to 
taxation years that begin after 1996, 

The opening words of subsec. 1104(9) amended by P.C. 1997-1033, subsec, 4(1), July 


25, 1997, Canada Gazette, Part II, August 20, 1997, applicable to taxation years ending 
after March 6, 1996. 


That portion of subsec. 1104(9) preceding para. (a) substituted by P.C. 1994-230, sub- 
sec. 2(5), February 10, 1994, Canada Gazette, Part II, February 23, 1994, applicable to 
property acquired after February 25, 1992. 


Para. 1104(9)(d) substituted by P.C. 1990-2780, subsec. 1(3), December 20, 1990, 
Canada Gazette, Part Il, January 16, 1991, applicable to taxation years ending after 
March 1985. 


That portion of subsec. 1104(9) preceding para. (a) substituted by P.C: 1989-2464, sub- 
sec. 5(4), December 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable to 
1988 et seq. 


Para. 1104(9)(f) substituted by P.C. 1985-465, February 14, 1985, subsec. 2(5), Can- 
ada Gazette, Part II, March 6, 1985, applicable to taxation. years commencing after 
November 12, 1981, except that for the purpose of that part of para. 1100(1)(w) preced- 
ing subpara. (i) thereof and that part of para. 1100(1)(x) preceding subpara. (i) thereof 
and for the purposes of determining the prescribed class in which depreciable property 
is to be included, para. 1104(9)(f) is not applicable with respect to depreciable property 
acquired in taxation years commencing before November 13, 1981. 


Para. 1104(9)G) added by P.C. 1981-3329, 's. 1, November 26, 1981, Canada Gazette, 
Part Il, December 9, 1981, applicable in respect of 1981 et seg. 


Para. 1104(9)(g) substituted by P.C. 1978-1849, s. 2, June 8, 1978, Canada Gazette, 
Part II, June 28, 1978, applicable after March 31, 1977 with respect to property ac- 
quired by a taxpayer after that date or property completed by a taxpayer after that date, 
where the property was manufactured by the taxpayer. 


Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-411R: Meaning of “construction”. 


(10) Certified films and video tapes — For the purposes of 
subsection 1100(21) and the definitions “certified feature film” and 
“certified production” in subsection (2), 


(a) “Canadian” means an individual who was, at all relevant 
times, 


(i) a Canadian citizen as defined in the Citizenship Act, or 


(ii) a permanent resident within the meaning of the Immigra- 
tion Act, 1976; 


(b) a motion picture film or video tape that has been certified by 
(i) the Secretary of State, or 
(ii) the Minister of Communications 


as a certified feature film or certified production, as the case 
may be, may have its certification revoked by the Minister of 
Communications where an incorrect statement was made in the 
furnishing of information for the purpose of obtaining that certi- 
fication and a certification that has been so revoked is void from 
the time of its issue; 


(c) “remuneration” does not include an amount determined by 
reference to the amount of income from a motion picture film or 
video tape; 


(c.1) “revenue guarantee” means a contract or other arrangement 
under the terms of which a taxpayer has a right to receive a min- 
imum rental revenue or other fixed revenue in respect of a right 
to the use, in any manner whatever, of a certified feature film or 
certified production; 
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(c.2) a screenwriter shall be deemed to be an individual who is a 
Canadian where 


(i) each individual involved in the preparation of the screen- 
play is a Canadian, or 


(ii) the principal screenwriter is an individual who is a Cana- 
dian and 


(A) the screenplay for the motion picture film or video 
tape is based upon a work authored by a Canadian, 


(B) copyright in the work subsists in Canada, and 
(C) the work is published in Canada; 


(d) “unit of production” means a measure used by the Minister 
of Communications in determining the weight to be given for 
each individual Canadian referred to in subparagraph (b)(i1) of 
the definition “certified production” in subsection (2) who pro- 
vides services in respect of a motion picture film or video tape; 
and 


(e) where each individual who performed a service in respect of 
a motion picture film or video tape as the 


(i) director, 
(ii) screenwriter, 


(iii) actor or actress in respect of whose services for the film 
or tape the highest remuneration was paid or payable, 


(iv) actor or actress in respect of whose services for the film 
or tape the second highest remuneration was paid or payable, 


(v) art director, 

(vi) director of photography, 
(vii) music composer, or 
(viii) picture editor 


was a Canadian, the Minister of Communications shall be 
deemed to have allotted six units of production in respect of the 
film or tape for the purposes of the definition “certified produc- 
tion” in subsection (2). 


History: Subpara. 1104(10)(a)(ii) substituted by P.C. 1986-477, subsec. 2(6), February 
27, 1986, Canada Gazette, Part II, March 19, 1986, applicable to 1982 et seq. 


Subsec. 1104(10) amended by P.C. 1986-477, subsec. 2(5), February 27, 1986, Canada 
Gazette, Part II, March 19, 1986, to substitute “certified production” for “certified fea- 
ture production” and to delete “certified short production”, with such grammatical 
modifications as the circumstances required, applicable in respect of a motion picture 
film or video tape, the principal photography or taping of which commenced after 
1985. 


Paras. 1104(10)(a) substituted, (c.2), (e) added by P.C. 1981-3478, December 10, 1981, 
Canada Gazette, December 23, 1981, applicable in respect of a motion picture film or 
video tape, the principal photography or taping of which commenced after 1981. 


Paras. 1104(10)(b) and (d) substituted by P.C. 1980-3374, s. 2, December 11, 1980, 
Canada Gazette, Part Il, December 24, 1980. 


That portion of subsec. 1104(10) preceding para. (a) substituted, para. (c.1) added by 
P.C. 1978-3731, s. 3, December 14, 1978, Canada Gazette, Part Il, December 27, 
1978, applicable in respect of property acquired after 1978. 


Minister of Communications: S. 46 of 1995, c. 11, in force July 12, 1996, provides 
as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by virtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrament made under any Act 
of Parliament shall, unless the context otherwise requires, be read as a reference 
to the Minister of Canadian Heritage. 


(11) Certified Class 34 properties — For the purposes of para- 
graph (h) of Class 34 in Schedule II, a certificate issued under 


(a) subparagraph (d)(i) of that class may be revoked by the Min- 
ister of Industry, Trade and Commerce, or 


(b) subparagraph (d)(ii) or paragraph (g) of that class, as the case 
may be, may be revoked by the Minister of Energy, Mines and 
Resources 
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where 


(c) an incorrect statement was made in the furnishing of infor- 
mation for the purpose of obtaining the certificate, or 


(d) the taxpayer does not conform to the plan described in sub- 
paragraph (d)(i) or (d)(ii) of that class, as the case may be, 


and a certificate that has been so revoked shall be void from the 
time of its issue. 


History: Subsec. 1104(11) substituted by P.C. 1980-3323, s. 1, December 9, 1980, 
Canada Gazette, Part Il, December 24, 1980, effective December 11, 1979. 


(12) Amusement parks — For the purposes of Class 37 in 
Schedule II, “amusement park” means a park open to the public 
where amusements, rides and audio-visual attractions are perma- 
nently situated. 


History: Subsec. 1104(12) added by P.C. 1982-599, s. 4, February 25, 1982, Canada 
Gazette, Part Il, March 10, 1982. 


(13) Classes 43.1 and 43.2 — energy conservation pro- 
perty — The definitions in this subsection apply for the purposes 
of this subsection, subsections (14) to (16) and Classes 43.1 and 
43.2 in Schedule II. 


“basic oxygen furnace gas” means the gas that is produced inter- 
mittently in a basic oxygen furnace of a steel mill by the chemical 
reaction of carbon in molten steel and pure oxygen. 

History: “Basic oxygen furnace gas” added to subsec. 1104(13) by P.C. 2005-2287, 


subsec. 1(2), December 6, 2005, Canada Gazette, Part Il, December 28, 2005, applica- 
ble in respect of property acquired after 2000. 


“biogas” means the gas produced by the anaerobic digestion of or- 
ganic waste that is sludge from an eligible sewage treatment facil- 
ity, food and animal waste, manure, plant residue or wood waste. 
Related Provisions: Reg. Sch. II:Cl. 43.1(d)(xiii) — Biogas used to produce 
electricity. 

History: “Biogas”. amended by 2010, c. 25, subsec. 76(2), applicable to property ac- 
quired after February 25, 2008. 


“Biogas” added to subsec. 1104(13) by P.C. 2009-581, subsec. 4(5), April 23, 2009, 
Canada Gazette, Part Il, May 13, 2009, applicable to property acquired after March 18, 
2008. 


“bio-oil’”’ means liquid fuel that is created from wood waste or plant 
residues using a thermo-chemical conversion process that takes 
place in the absence of oxygen. 


Related Provisions: Reg. 1104(13)‘eligible waste fuel’ — Inclusion of bio-oil. 


‘History: “Bio-oil” added to subsec. 1104(13) by P.C. 2005-2287, subsec. 1(2), De- 


cember 6, 2005, Canada Gazette, Part IJ, December 28, 2005, applicable in respect of 
property acquired after February 18, 2003. 


“blast furnace gas” means the gas produced in a blast furnace of a 
steel mill, by the chemical reaction of carbon (in the form of coke, 
coal or natural gas), the oxygen in air and iron ore. 

History: “Blast furnace gas” added to subsec. 1104(13) by P.C. 2005-2287, subsec. 


1(2), December 6, 2005, Canada Gazette, Part II, December 28, 2005, applicable in 
respect of property acquired after 2000. 


“digester gas” means a mixture of gases that are produced from the 
decomposition of organic waste in a digester and that are extracted 
from an eligible sewage treatment facility for that organic waste. 


Related Provisions: Reg. 1104(13)‘eligible waste fuel’ — Inclusion of digester gas. 


“distribution equipment” means equipment (other than transmis- 
sion equipment) used to distribute electrical energy generated by 
electrical generating equipment. 


“district energy equipment” means property that is part of a dis- 
trict energy system and that consists of pipes or pumps used to col- 
lect and distribute an energy transfer medium, meters, control 
equipment, chillers and heat exchangers that are attached to the 
main distribution line of a district energy system, but does not 
include 


(a) property used to distribute water that is for consumption, 
disposal or treatment; or 


(b) property that is part of the internal heating or cooling system 
of a building. 
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History: “District energy equipment” added to subsec. 1104(13) by P.C. 2006-439, 
subsec. 4(3), June 1, 2006, Canada Gazette, Part Il, June 14, 2006, deemed in force on 
February 23, 2005. 


“district energy system’? means a system that is used primarily to 
provide heating or cooling by continuously circulating, from a cen- 
tral generation unit to one or more buildings through a system of 
interconnected pipes, an energy transfer medium that is heated or 
cooled using thermal energy. 


Related Provisions: Reg. 1104(16) — Conditions for Class 43, 1/43. 2 treatment. 


History: “District energy system” amended by 2010, c. 25, subsec. 76(2), applicable to 
property acquired after March 3, 2010. 


“District energy system’ added to subsec. 1104(13) by P.C, 2006-439, subsec. 4(3), 
June 1, 2006, Canada Gazette, Part II, June 14, 2006, deemed in force on February 23, 
2005. 


“eligible landfill site’? means a landfill site that is situated in Can- 
ada, or a former landfill site that is situated in Canada, and, if a 
permit or license in respect of the site is or was required under any 
law of Canada or of a province, for which the permit or license has 
been issued. 


“eligible sewage treatment facility” means a sewage treatment fa- 
cility that is situated in Canada and for which a permit or license is 
issued under any law of Canada or of a province. 


“eligible waste fuel’? means biogas, bio-oil, digester gas, landfill 
gas, municipal waste, pulp and paper waste and wood waste. 
Related Provisions: Reg. Sch. II:Cl. 43.1(c)(a)(i)(A) — 
energy generation system. 


History: “Eligible waste fuel” amended by 2010, c. 25, subsec. 76(2), applicable to 
property acquired after February 25, 2008. 

“Eligible waste fuel’ added to subsec. 1104(13) by P.C. 2009-581, subsec. 4(5), April 
23, 2009, Canada Gazette, Part II, May 13, 2009, applicable to property acquired after 
March 18, 2008. 


Eiigible waste fuel used in 


“eligible waste management facility” means a waste management 
facility that is situated in Canada and for which a permit or license 
is issued under.any law of Canada or of a province. 


“enhanced combined cycle system” means an electrical generat- 
ing system in which thermal waste from one or more natural gas 
compressor systems is recovered and used to contribute at least 20 
per cent of the energy input-of a combined cycle process in order to 
enhance the generation of electricity, but does not include the natu- 
ral gas compressor systems. 


“food and animal waste” means organic waste that is disposed of 
in accordance with the laws of Canada or a province and that is 


(a) generated during the preparation or processing of food for 
human or animal consumption; 


(b) food that is no longer fit for human or animal consumption; 
or 


(c) animal remains. 


History: “Food and animal waste” added to subsec. 1104(13) by 2010, c. 25, subsec. 
76(3), applicable to property acquired after February 25, 2008. 


“food waste’ — [Repealed] 
History: “Food waste” repealed by 2010, c..25, subsec. 76(1), applicable to property 
acquired after February 25, 2008. 


“Food waste” added to subsec. 1104(13) by P.C. 2009-581, subsec. 4(5), April 23, 
2009, Canada Gazette; Part II, May 13, 2009, applicable to property acquired after 
March 18, 2008. 


“fossil fuel”? means a fuel that is petroleum, natural gas or related 
hydrocarbons, basic oxygen furnace gas, blast furnace gas, coal, 
coal gas, coke, coke oven gas, lignite or peat. 

History: “Fossil fuel” in subsec. 1104(13) amended by P.C. 2005-2287, subsec. 1(1), 


December 6, 2005, Canada Gazette, Part Il, December 28, 2005, applicable in respect 
of property acquired after 2000. 


“landfill gas”’ means a mixture of gases that are produced from the 
decomposition of organic waste and that are extracted from an eligi- 
ble landfill site. 


Related Provisions: Reg. 1104(13)“eligible waste fuel” — Inclusion of landfill gas. 
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“municipal waste” means the combustible portion of waste mate- 
rial (other than’ waste material that is considered to be toxic or haz- 
ardous waste pursuant to any law of Canada or of a province) that is 
generated in Canada and that is accepted at an eligible landfill site 
or an eligible waste management facility and that, when burned to 
generate energy, emits only those fluids or other emissions that are 
in compliance with the law of Canada or of a province. 


Related Provisions: Reg. 1104(13)“eligible waste fuel” — Inclusion of municipal 
waste. 


‘plant residue” means the residue of plants that would, but for its 
use in a system that converts biomass into bio-oil or biogas, be 
waste material, but does not include wood waste or waste that no 
longer has. the chemical properties of the, plants of which it isa 
residue. 

History: “Plant residue” amended by P.C: 2009-581, subsec.'4(4), April 23, 2009, 


Canada Gazette, Part II, May 13, 2009, applicable to property acquired after March 18, 
2008. 


“Plant residue” added to subsec. 1104(13) by PC. 2005-2287, subsec. 1(2), December 
6, 2005, Canada Gazette, Part Il, December 28, 2005, applicable in respect of property 
acquired after February 18, 2003. 


‘pulp and paper waste” means 


(a) tall oil soaps, crude tall oil and turpentine that are produced 
as by-products of the processing of wood into pulp or paper; and 


(b) the by-product of a pulp or paper plant’s effluent treatment, 
or its de-inking processes, if that by-product has a solid content 
of at least 40 per cent before combustion. 


Related Provisions: Reg. 1104(13)“eligible waste fuel” — Inclusion of pulp and 
paper waste. 


History: “Pulp and paper waste” aed to subsec. 1104(13) by P.C. 2009-581, subsec. 
4(5), April 23, 2009, Canada Gazette, Part II, May 13, 2009, applicable to property 
acquired after March 18, 2008. 


“solution gas” means a fossil fuel that is gas that would otherwise 
be flared and has been extracted from a solution of gas and pro- 
duced oil. 


History: “Solution gas” added by P.C. 2000-1331, s. 2; August 23, 2000, Canada Ga- 
zette, Part II, September 13, 2000, applicable after February, 16, 1999. . 


“spent. pulping liquor’? means the by-product of a chemical pro- 
cess. of transforming wood into pu, consisting. of wood residue 
and pulping agents. 

History: “Spent pulping liquor” added sy P.C. 2006-1103, subsec. 1(2), October 19, 


2006, Canada Gazette, Part IJ, November 1, 2006, deemed in. force.on November.14, 
2005. 


“thermal waste” means heat energy extracted from a distinct point 
of rejection in an industrial process. 


“transmission equipment” means equipment used to transmit 
more than 75 per cent of the annual electrical energy generated by 
electrical generating equipment, but does not include a building. 


“wood waste” includes scrap wood, sawdust, wood. chips,. bark, 
limbs, saw-ends and hog fuel, but does not include spent pulping 
liquor and any waste that no longer has the physical. or chemical 
properties of wood. 

Related Provisions: Reg. 1104(13)“eligible waste fuel’”’ — Inclusion of wood waste. 


History: “Wood waste” amended by P.C. 2006-1103, subsec. 1(1), October 19, 2006, 
Canada Gazette, Part II, November 1, 2006, deemed in force on November 14, 2005. 


History [Reg. 1104(13)]: The heading and opening words of subsec. 1104(13) 
amended by P.C. 2006-439, subsecs. 4(1) and (2), June 1, 2006, Canada Gazette, Part 
Il, June 14, 2006, deemed in force on February 23, 2005. 


Subsec. 1104(13) added by P.C. 1997-1033, subsec: 4(2), July 25, 1997, Canada Ga- 
zette, Part II, August 20, 1997, applicable after February 21, 1994. 


(14) [Class 43.1(c)/43.2(a) compliance] — Where property of 
a taxpayer is not operating in the manner required by paragraph (c) 
of Class 43.1, or paragraph (a) of Class 43:2, in Schedule II solely 
because of a deficiency, failing or shutdown that is beyond the con- 
trol of the taxpayer of the system of which it is a part and that previ- 
ously operated in the manner required by that paragraph, as the case 
may be, that property is deemed, for the purpose of that paragraph, 
to be operating in the manner required under that paragraph during 


1821 


im) 
& 
fe) 

a 

ao 
= 
D 
) 

a 


Reg. 
S. 1104(14) 


the period of the deficiency, failing or shutdown, if the taxpayer 
makes all reasonable efforts to rectify the circumstances within a 
reasonable time. 


Related Provisions: Reg. 1104(13) — Definitions; Reg. 1104(15) — Interpretation 
of “system”; Reg. 1104(16) — District energy system. 


History: Subsec. 1104(14) amended by P.C. 2006-439, subsec. 4(4), June 1, 2006, 
Canada Gazette, Part Il, June 14, 2006, deemed in force on February 23, 2005. 


Subsec. 1104(14) added by P.C. 1997-1033, subsec. 4(2), July 25, 1997, Canada Ga- 
zette, Part Il, August 20, 1997, applicable after February 21, 1994. 


(15) [Interpretation of “system” for subsec. (14)] — For the 
purpose of subsection (14), a taxpayer’s system referred to in that 
subsection that has at any particular time operated in the manner 
required by paragraph (c) of Class 43.1, or paragraph (a) of Class 
43.2, in Schedule II includes at any time after the particular time a 
property of another person or partnership if 


(a) the property would reasonably be considered to be part of the 
taxpayer’s system were the property owned by the taxpayer; 


(b) the property utilizes steam obtained from the taxpayer’s sys- 
tem primarily in an industrial process (other than the generation 
of electrical energy); 


(c) the operation of the property is necessary for the taxpayer’s 
system to operate in the manner required by paragraph (c) of 
Class 43.1, or paragraph (a) of Class 43.2, in Schedule II, as the 
case may be; and 


(d) at the time that the taxpayer’s system first became opera- 
tional, the deficiency, failing or shutdown in the operation of the 
property could not reasonably have been anticipated by the tax- 
payer to occur within five years after that time. 


Related Provisions: Reg. 1104(13) — Definitions. 


History: The opening words of subsec. 1104(15) amended by P.C: 2006-439, subsec: 
4(5), June 1, 2006, Canada Gazette, Part II, June 14, 2006, deemed in force on Febru- 
ary 23, 2005. 


Para. 1104(15)(c) amended by the said P.C. 2006-439, subsec. 4(6), deemed in force on 
February 23, 2005. 


Subsec. 1104(15) added by P.C. 2005-2186, s. 4, November 22, 2005, Canada Gazette, 
Part II, December 14, 2005, applicable to property acquired after February 21, 1994. 


(16) [District energy system] — For the purpose of subsection 
(14), a district energy system is deemed to satisfy the requirements 
of paragraph (c) of Class 43.1, or paragraph (a) of Class 43.2, in 
Schedule II, as the case may be, if the electrical cogeneration equip- 
ment that produces the thermal energy used by the system is 
deemed by subsection (14) to meet the requirements of paragraph 
(c) of Class 43.1, or paragraph (a) of Class 43.2, in Schedule II, as 
the case may be. 


Related Provisions: Reg. 1104(13) — Definitions. 


History: Subsec. 1104(16) added by P.C. 2006-439, subsec. 4(7), June 1, 2006, Can- 
ada Gazette, Part Il, June 14, 2006, deemed in force on February 23, 2005. 


Related Provisions [Reg. 1104]: ITA 20(1.1) — Definitions in ITA 13(21) apply. 


Selected Cases [Reg. 1104]: Brydges v. R., [1996] 1 C.T.C. 2851 (TCC) (Certifica- 
tion cannot be subsequently revoked). 


Definitions [Reg. 1104]: “amount”, “assessment” —ITA 248(1); “associated” — 
ITA 256; “basic oxygen furnace gas” — Reg. 1104(13); “beneficially owned” — ITA 
248(3); “biogas”, “bio-oil” — Reg. 1104(13); “bitumen development phase”— Reg. 
1104(2);, “bituminous sands” —ITA 248(1); “blast furnace gas” — Reg. 1104(13); 
“business” — ITA 248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 
ITA 255, Interpretation Act 35(1); “Canadian” — Reg. 1104(10)(a), (c.2); “Canadian 
exploration expense” —ITA 66.1(6), 248(1); “Canadian field processing” — ITA 
248(1); “certified feature film’, “certified production” — Reg. 1104(2); “class” — 
Reg. 1101(6), 1102(1)-(3), (14), (14.1); “coal mine operator”, “completion”, “com- 
puter software” — Reg. 1104(2);. “corporation” — ITA 248(1), Interpretation Act 
35(1); “designated asset”, “development phase’ — Reg. 1104(2); “digester gas”, “dis- 
tribution equipment’, “district energy system”, “eligible landfill site”, “eligible sewage 
treatment facility”, “eligible waste management facility” — Reg. 1104(13); “end of the 
taxation year’ — Reg. 1104(1); “enhanced combined cycle system’ — Reg. 1104(13); 
“farming” —ITA 248(1); “fiscal period” —ITA 249.1; “fishing” — ITA. 248(1); 
“food and animal waste’, “fossil fuel” — Reg. 1104(13); “individual” — ITA 248(1); 
“landfill gas” — Reg. 1104(13); “mineral” — Reg. 1104(3); “mineral resource’, “Min- 
ister’ —ITA 248(1); “Minister of Natural Resources” — Deparment of Natural Re- 
sources Act s. 3; “month” — Interpretation Act 35(1); “municipal waste” — Reg. 
1104(13); “non-resident”, “oil or gas well” —ITA 248(1); “oil sands project”, “oil 
sands property”, “ore” — Reg. 1104(2); “Parliament” —Jnterpretation Act 35(1); 
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“person” —ITA. 248(1); “pipeline” — Reg. 1104(2); “plant. residue” — Reg. 
1104(13); “preliminary work activity” — Reg. 1104(2); “property” — ITA 248(1); 
“province” — Interpretation Act 35(1); “pulp and paper waste” — Reg. 1104(13); “ra- 
dio” — Interpretation Act 35(1); “related” — ITA 251(2)-(6); “remuneration” — Reg. 
1104(10)(c); “resident” —ITA 250; “revenue guarantee” — Reg. 1104(10)(c.1); “‘se- 
curity” — Interpretation Act 35(1); “specified development phase’ — Reg. 1104(2); 
“spent pulping liquor” — Reg. 1104(13); “stone quarry” — Reg. 1104(8); “system” — 
Reg. 1104(15); “systems software” — Reg. 1104(2); “tar sands” —ITA 248(1); “tar 
sands ore” — Reg. 1104(2); “taxation year” —ITA 249, Reg. 1104(1); “taxpayer” — 
ITA 248(1); ‘“telecommunications” — Interpretation Act 35(1); “thermal waste”, 
“transmission equipment” — Reg. 1104(13); “unit of production” — Reg. 1104(10)(d); 
“upgrading development phase” — Reg. 1104(2); “wood waste” — Reg. 1104(13). 


DiviSION VI — CLASSES PRESCRIBED 


1105. The classes of property provided in this Part and in Schedule 
II are hereby prescribed for the purposes of the Act. 


History: S. 1105 amended by P.C. 1996-571, s. 1, April-23, 1996, Canada Gazette, 
Part II, May 1, 1996, applicable to taxation years that end after February 21, 1994. 


S. 1105 substituted by P.C. 1982-599, s. 5, February 25, 1982, Canada Gazette, Part Il, 
applicable to taxation years ending after December 11, 1979. 


Definitions [Reg. 1105]: “class” — Reg. 1101(6), 1102(1)-(3), (14), (14.1);.“pre- 
scribed”, “property” — ITA 248(1). 


DIVISION VIl — CERTIFICATES ISSUED BY THE 
MINISTER OF CANADIAN HERITAGE 


1106. (1) Interpretation — The following definitions apply in this 
Division and in paragraph (x) of Class 10 in Schedule II. 


“application for a certificate of completion”, in respect of a film 
or video production, means an application by a prescribed taxable 
Canadian corporation in respect of the production, filed with the 
Minister of Canadian Heritage before the day (in this Division re- 
ferred to as “the production’s application deadline”’) that is the later 
of 


(a) the day that is 24 months after the end of the corporation’s 
taxation year in which the production’s principal photography 
began, or 
(b) the day that is:18 months after the day referred to in: para- 
graph (a), if the corporation has filed, with the Canada Revenue 
Agency, and provided to the Minister of Canadian Heritage a 
copy of, a waiver described in subparagraph 152(4)(a)(ii) of the 
Act, within the normal reassessment period for the corporation 
in respect of the first and second taxation years ending after the 
-production’s principal photography began. 

History: Para. (b) of “application for a certificate of completion” amended by P.C. 


2010-551, s. 2, April 29, 2010, Canada Gazette, Part Il, May 12, 2010, in force on May 
12, 2010. 


“Canadian” means a person that is 
(a) an individual who is 
(i) a citizen, as defined in subsection 2(1) of the Citizenship 
Act, of Canada, or 


(ii) a permanent resident, as defined in subsection 2(1) of the 
Immigration and Refugee Protection Act, or 


(b) a corporation that is a Canadian-controlled entity, as deter- 
mined under sections 26 to 28 of the Investment Canada Act. 


Related Provisions: Reg. 1106(8)(c) — Principal 
Canadian. 


screenwriter deemed not 


“Canadian government film agency”? means a federal or provin- 
cial government agency whose mandate is related to the provision 
of assistance to film productions in Canada. 


Related Provisions: ITA 241(4)(d)(xv) — Disclosure of information to government 
agency providing assistance. 


“certificate of completion”, in respect of a film or video produc- 
tion of a corporation, means a certificate certifying that the produc- 
tion has been completed, issued by the Minister of Canadian Heri- 
tage before the day (in this Division referred to as “the production’s 
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certification deadline”) that is six months after the production’s ap- 
plication deadline. 


“excluded production” means a film or video production, of a par- 
ticular. corporation that is a prescribed taxable Canadian 
corporation, 


(a) in respect of which 


(i) the particular corporation has not filed an application for a 
certificate of completion before the production’s application 
deadline, 


(ii) a certificate of completion has not been issued before the 
production’s certification deadline, 


(iii) where the production is not a treaty co-production, 
neither the particular corporation nor another prescribed tax- 
able Canadian corporation related to the. particular 
corporation 


(A) is, except to the extent of an interest in the production 
held by a prescribed taxable Canadian corporation as a 
co-producer of the production or by a prescribed person, 
the exclusive worldwide copyright owner in the produc- 

~ tion for all commercial exploitation purposes for the 25- 
year period that begins at the earliest time after the pro- 
duction was completed that it is commercially exploita- 
ble, and 


(B) controls the 
exploitation, 


initial, licensing of. commercial 


(iv) there is not an agreement in writing, for consideration at 
fair market value, to have the production shown in Canada 
within the 2-year period that begins at the earliest time after 
the production was completed that it is commercially 
exploitable, 


(A) with a corporation that is a Canadian and is a distribu- 
tor of film or video productions, or 


(B) with a corporation that holds a broadcasting license 
issued by the Canadian Radio-television and Telecommu- 
nications Commission for television markets, or 


(v) distribution is made in Canada within the 2- -year. period 
that begins at the earliest time after the production was com- 
pleted that it is commercially exploitable by a person that is 
not a Canadian, or 


(b) that is 


(i) news, current events or public affairs programming, or a 
programme that includes weather or market reports, 


(ii) a talk show, 


(iii) a production in respect of a game, questionnaire or con- 
test (other than a production directed primarily at minors), 


(iv) a sports event or activity, 

(v) a gala presentation or an awards show, 
(vi) a production that solicits funds, 

(vii) reality television, 

(viii) pornography, 

(ix) advertising, 


(x) a production produced primarily for industrial, corporate 
or institutional purposes, or 


(xi) a production, other than a documentary, all or substan- 
tially all of which consists of stock, footage. 


Related Provisions: Reg. 1106(2) — Prescribed taxable Canadian corporation; Reg. 
1106(10) — Prescribed person. 


“producer” means a producer of a film or video production, except 
that it does not include a person unless the person is the individual 
who 


(a) controls and is the central decision maker in lane of the 
production; 


Reg. 
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(b) is directly responsible for the acquisition of the production 
story or screenplay and the development, creative and financial 
control and.exploitation of the production;.and 


'(c) is identified in the production as being the: producer of the 
production. 


“remuneration” means remuneration other than an amount deter- 
mined by reference to profits or revenues. 


“twinning arrangement” means the pairing of two distinct film or 
video productions, one of which is a Canadian film or video pro- 
duction and the other of which is a foreign film or video production. 


(2) Prescribed taxable Canadian corporation — For the pur- 
poses of section 125.4 of the Act and this Division, “prescribed tax- 
able Canadian corporation” means a taxable Canadian corporation 
that is a Canadian, other than a corporation that is 


(a) controlled directly or indirectly in any manner whatever by 
one or more persons all or part of whose taxable income is ex- 
empt from tax under Part I of the Act; or 


(b) a prescribed labour-sponsored venture capital corporation, as 
defined in section 6701. 


Related Provisions: ITA 256(5.1), (6.2) — Meaning of “controlled directly:or indi- 
rectly”; Reg. 6701 — Prescribed labour-sponsored venture capital corporation. 


(3) Treaty co-production — For the purpose of this Division, 
“treaty co-production” means a film or video production whose pro- 
duction is contemplated under any of the following instruments, and 
to which the instrument applies: 


(a) a co-production treaty entered into between Canada and an- 
other State; 


(b) the Memorandum of Understanding between the Govern- 
ment of Canada and the Government of the Hong Kong Special 
Administrative Region of the People’s Republic of China on 
Film-and Television Co-Production; 


(c) the Common Statement of Policy on Film, Television and 
Video Co-Productions between Japan and Canada; 


(d) the Memorandum: of Understanding between the Govern- 
ment of Canada and the Government of the Republic of Korea 
on Television Co-Production; and 


(e) the Memorandum of Understanding. between the Govern- 
“ment of Canada and the Government, of the Republic of Malta 
on Audio-Visual Relations. 


(4) Canadian film or. video production — Subject to subsec- 
tions (6) to (9), for the purposes of section 125.4 of the Act, this 
Part and Schedule II, “Canadian film or video production” means a 
film or video production, other than an excluded production, of a 
prescribed taxable Canadian corporation in respect of which the 
Minister of Canadian Heritage has issued a certificate (other than a 
certificate that has been revoked under subsection 125.4(6) of the 
Act) and that is 


(a) a. treaty co-production; or 
(b) a film or video production 


(i) whose producer is a Canadian at all times during its 
production; 


(ii) in respect of which the Minister of Canadian Heritage has 
allotted not ‘less than six points in accordance with subsection 
(5), 

(iii) in respect of which not less than 75% of the total of all 
costs for services provided in respect of producing the pro- 
duction (other than excluded costs) was payable in respect of 
services provided to or,by individuals who are Canadians, 
and for the purpose. of this subparagraph, excluded costs are 


(A) costs determined by reference to the amount of in- 
come from the production, 


(B) remuneration payable’ to; or in’respect of, the pro- 
ducer or individuals described in. any of subparagraphs 
(5)(a)G) to (viii):and (b)() to (vi) and: paragraph (5)(c) 
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(including any individuals that would be described in par- 
agraph (5)(c) if they were Canadians), 


(C) amounts payable in respect of insurance, financing, 
brokerage, legal and accounting fees, and similar 
amounts, and 
(D) costs described in subparagraph (iv), and 
(iv) in respect of which not less than 75% of the total of all 
costs incurred for the post-production of the production, in- 
cluding laboratory work, sound re-recording, sound editing 
and picture editing, (other than costs that are determined by 
reference to the amount of income from the production and 
remuneration that is payable to, or in respect of, the producer 
or individuals described in any of subparagraphs (5)(a)(i) to 
(viii) and (b)(i) to (vi) and paragraph (5)(c), including any 
individuals that would be described in paragraph (5)(c) if 
they were Canadians) was incurred in respect of services pro- 
vided in Canada. 
Related Provisions: ITA 241(3.3) — Disclosure to public of information on produc- 
tion certificate; Reg. 1101(5k.1) — Separate class for certain property under Class 


10(x); Reg. 1106(1) — Definitions; Reg. 1106(5) — Points for creative services; Reg. 
Sch. If:Cl. 10(x) — CCA class for Canadian film or video production. 


(5) [Creative services] — For the purposes of this Division, the 
Minister of Canadian Heritage shall allot, in respect of a film or 
video production 


(a) that is not an animation production, in respect of each of the 
following persons if that person is an individual who is a 
Canadian, 


(i) for the director, two points, 
(ii) for the screenwriter, two points, 


(iii) for the lead performer for whose services the highest re- 
muneration was payable, one point, 


(iv) for the lead performer for whose services the second 
highest remuneration was payable, one point, 


(v) for the art director, one point, 
(vi) for the director of photography, one point, 
(vii) for the music composer, one point, and 
(viii) for the picture editor, one point; 
(b) that is an animation production, in respect of each of the fol- 
lowing persons if that person is an individual who is a Canadian, 
(i) for the director, one point, 
(ii) for the lead voice for which the highest or second highest 
remuneration was payable, one point, 
(iii) for the design supervisor, one point, 
(iv) for the camera operator where the camera operation is 
done in Canada, one point, 
(v) for the music composer, one point, and 
(vi) for the picture editor, one point; 
(c) that is an animation production, one point if both the princi- 


pal screenwriter and the storyboard supervisor are individuals 
who. are Canadians; and 


(d) that is an animation production, in respect of each of the fol- 
lowing places if that place is in Canada, 


(i) for the place where the layout and background work is 
done, one point, 


(ii) for the place where the key animation is done, one point, 
and. 


(iii) for the place where the assistant animation and in- 
betweening is done, one point. 
Related Provisions: Reg. 1106(1) — Definitions; Reg. 1106(7) — Special rule for 


animation production; Reg. 1106(8) — Lead performer/screenwriter; Reg. 1106(9) — 
Special rule for documentary production. 


(6) [Specific points required] — A production (other than a 
production that is an animation production or a treaty co-produc- 
tion) is a Canadian film or video production only if there is allotted 


Income Tax Regulations, Part XI 


in respect of the production two points under subparagraph (5)(a)(1) 
or (ii) and one point under subparagraph (5)(a)(iii) or (iv). 


(7) [Specific points required] — An animation production 
(other than a production that is a treaty co-production) is a Cana- 
dian film or video production only if there is allotted, in respect of 
the production, 


(a) one point under subparagraph (5)(b)(i) or paragraph (5)(c); 
(b) one point under subparagraph (5)(b)(ii); and 
(c) one point under subparagraph (5)(d)(ii). 


(8) Lead performer/screenwriter — For the purposes of this 
Division, 
(a) a lead performer in respect of a production is an actor or 
actress who has a leading role in the production having regard to 
the performer’s remuneration, billing and time on screen; 


(b) a lead voice in respect of an animation production is the 
voice of the individual who has a leading role in the production 
having regard to the length of time that the individual’s voice is 
heard in the production and the individual’s remuneration; and 


(c) where a person who is not a Canadian participates in the 
writing and preparation of the screenplay for a production, the 
screenwriter is not a Canadian unless the principal screenwriter 
is an individual who is otherwise a Canadian, the screenplay for 
the production is based upon a work authored by a Canadian, 
and the work is published in Canada. 


(9) Documentary production — A documentary production that 
is not.an excluded production, and that is allotted less than six 
points because one or more of the positions referred to in paragraph 
(5)(a) is unoccupied, is a Canadian film or video production if all of 
the positions described in that paragraph that are occupied in re- 
spect of the production are occupied by individuals who are 
Canadians. 


(10) Prescribed person — For the purpose of section 125.4 of 
the Act and this Division, “prescribed person” means any of the 
following: 


(a) a corporation that holds a television, speciality or pay-televi- 
sion broadcasting licence issued by the Canadian Radio-televi- 
sion and Telecommunications Commission; 


(b) a corporation that holds a broadcast undertaking licence and 
that provides production funding as a result of a “significant be- 
nefits” commitment given to the Canadian Radio-television and 
Telecommunications Commission; 


(c) a person to which paragraph 149(1)(1) of the Act applies and 
that has a fund that is used to finance Canadian film or video 
productions; 


(d) a Canadian government film agency; 


(e) in respect of a film or video production, a non-resident per- 
son that does not carry on a business in Canada through a per- 
manent establishment in Canada where the person’s interest in 
the production is acquired to comply with the certification re- 
quirements of a treaty co-production twinning arrangement; and 


(f) a person 
(i) to which paragraph 149(1)(f) of the Act applies, 


(ii) that has a fund that is used to finance Canadian film or 
video productions, all or substantially all of which financing 
is provided by way of a direct ownership interest in those 
productions, and 


(iii) that, after 1996, has received donations only from per- 
sons described in paragraphs (a) to (e). 


Related Provisions: ITA 253—Extended meaning of “carry on business in 
Canada”. 


Regulations: No provision defining “permanent establishment” as yet (though Reg. 
8201 would be the logical choice). 


(11) Prescribed amount — For the purpose of the definition “as- 
sistance” in subsection 125.4(1) of the Act, “prescribed amount” 
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means an amount paid or payable to a taxpayer under the License 
Fee Program of the Canada Television and Cable Production Fund 
or the Canada Television Fund/Fonds canadien de télévision. 


History [Reg. 1106]: S. 1106 (Div. VII) added by P.C. 2005-698, s. 3, May 3, 2005, 
Canada. Gazette, Part Il, May 18, 2005, applicable to 1995 et seg. except that, 


(a) in the case of a film or video production for which a Canadian film or video 
production certificate (within the meaning assigned by ITA 125.4(1) is obtained 
before 1997, cl. (a)(iii)(A) of the definition “excluded production” in subsec. 
1106(1) is to be read as follows: 


(A) is, except to the extent of an interest in the production held by a pre- 
scribed taxable Canadian corporation as a co-producer of the production or 
by a prescribed person, the exclusive worldwide copyright owner in the pro- 
duction for all commercial exploitation purposes for the 5-year period that 
begins at the earliest time after the production was completed that it is com- 
mercially exploitable, and 


(b) in the case of a film or video production for which a Canadian film or video 
production certificate (within the meaning assigned. by ITA, 125.4(1) is obtained 
before November 2001, subpara. (a)(ii) of the definition “Canadian” in subsec. 
1106(1) is to be read as follows: 


(ii) a permanent resident within the meaning assigned by the Immigration 
Act, or 


(c) in the case of a film or video production of a corporation for which the first 
taxation year, which ended after principal photography of the production began, 
ended before 2000, 


(i) subsec. 1106(1) is to be read without reference to the definition “application 
for a certificate of completion’, 


(ii) the definition “excluded production” in subsec. 1106(1) is to be:read with- 
out reference to subpara, (a)(i), and 


(iii) the definition “certificate of completion’ in subsec. 1106(1) is to be read 
as follows: 


“certificate of completion”, in respect of a film er video production of a 
corporation, means a certificate issued by the Minister of Canadian Her- 
-itage before the day that is 30 months after the end of the corporation’s 
taxation year in which the production’s principal photography began, 
certifying that the production has been completed within two years after 
the end of that taxation year.; and 


(d) in the case of a film or video production of a corporation for which the first 
taxation. year, which ended after principal photography of the production began, 
ended after 1999 and before 2004, 


(i) subsec. 1106(1) is to be read without reference to the definition “application 
for a certificate of completion”, 


(ii) the definition “excluded production” in subsec. 1106(1).is.to be read with- 
out reference to subpara. (a)(i), and 


(iii) the definition “certificate of completion” in subsec. 1106(1) is to be read 
as follows: 


“certificate of completion”, in respect of a film or video production of a 
corporation, means a certificate certifying that the production has been 
completed, issued by the Minister of Canadian Heritage before the day 
(in this Division referred to as “the production’s certification deadline”) 
that is the later of 


(a) the day that is 30 months after the end of the corporation’s taxa- 
tion year in which the production’s principal photography began, or 


(b) the day that is 18 months after the day referred to in paragraph 
(a), if the corporation has filed, with the Canada Customs)and Reve- 
nue Agency, a waiver described in subparagraph 152(4)(a)(ii) of the 
Act, within the normal reassessment period for the corporation in 
respect of the first and second taxation years ending after the pro- 
duction’s principal photography began. 


Former Division VII (s. 1106) repealed by P.C. 1995-775, s. 3, May 16, 1995, Canada 
Gazette, Part II], May 31, 1995, applicable to property acquired on or after May 31, 
1995, 


Definitions [Reg-. 1106]: “amount” — ITA 248(1); “animation production” — Reg. 
1106(6); “application deadline” — Reg. 1106(1)“application for a certificate of com- 
pletion”; “application for a certificate of completion” — Reg. 1106(1); “broadcast- 
ing” — Interpretation Act 35(1); “business” — ITA ‘248(1); “Canada” — ITA 255, In- 
terpretation Act 35(1); “Canadian” — Reg. 1106(1); “Canadian film or \ video 
production” — Reg. 1106(4); “Canadian government film agency” — Reg. 1106(1); 
“carry on a business in Canada” —ITA 253; “certificate of completion” — Reg. 
1106(1); “corporation” —ITA 248(1), Interpretation Act 35(1), “excluded produc- 
tion’ —Reg. 1106(1); “individual” —ITA 248(1); “lead performer’ — Reg. 
1106(8)(a); “lead voice” — Reg. 1106(8)(b); “Minister” —ITA 248(1); “month” — 
Interpretation Act 35(1); “non-resident”, “person”, “prescribed” — ITA 248(1); “pro- 
ducer” — Reg. 1106(1); “related” — ITA 251(2)-(6); “remuneration” — Reg. 1106(1); 
“resident” — ITA 250; “taxable Canadian corporation” — ITA 89(1), 248(1); “taxable 
income” — ITA 248(1); “taxation year” — ITA 249, Reg. 1104(1); “taxpayer” — ITA 
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248(1); “the production’s application deadline” — Reg. 1106(1)“application for a cer- 
tificate of completion”; “the production’s certification deadline” — Reg. 1106(1)“cer- 
tificate of completion”; “twinning arrangement’ — Reg. 1106(1); “writing” — Inter- 
pretation Act 35(1). 


DIVISION Vill — DETERMINATION OF VISCOSITY 
AND DENSITY 


1107. (1) For the purpose of the definition “bituminous sands” in 
section 248(1) of the-Act, viscosity or density of hydrocarbons shall 
be determined using a number of individual samples (constituting a 
representative sampling of that deposit or those deposits, as the case 
may be, from which the taxpayer is committed to produce by means 
of one mine) tested 


(a) at atmospheric pressure; 
(b) at a temperature of 15.6 degrees Celsius; and 
(c) free of solution gas. 


History: S. 1107 added by P.C. 1998-49, s. 3, January 26, 1998, Canada Gazette, Part 
Il, February 4, 1998, applicable after March 6, 1996. 
Definitions [Reg. 1107]: “individual” —ITA 248(1); 
1104(13); “taxpayer” — ITA 248(1). 


“solution gas” — Reg. 


PART XIl — RESOURCE AND. PROCESSING 
| ALLOWANCES 


History: Part XII amended by, P.C. 1985-2277, s. 2, July 24, 1985, Canada Gazette, 
Part II, to substitute “predecessor” wherever “predecessor SO VCE appeared, appli- 
cable to taxation years ending after April 19, 1983. 


Part XII was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part I, August 8, 1979. 


1200. For the purposes of section 65.of the Act, there may be de- 
ducted in computing the income. of,a, taxpayer for a taxation year 
such.of the amounts.determined in accordance with sections 1201 to 
1209 and. 1212 as are applicable. 

History: S. 1200 substituted by P.C. 1979+649, s.' 1, March 8, 1979, Canada Gazette, 
Part II, March 28, 1979, effective for taxation years ending after April 10, 1978: , 
Definitions [Reg. 1200]: —ITA 248(1); “taxation' year’ —ITA 249; 
“taxpayer” — ITA 248(1). j 


“amount” 


1201. Earned depletion allowances — In computing .a_tax- 
payer’s income. fora taxation year. there may be deducted such 
amount as he may claim not exceeding the lesser of 


(a) the aggregate of 


(i) 25 per cent of the amount, if any, by which the taxpayer’s 
resource profits: for the year exceed four times the total of 
amounts, if any, deducted under subsection 1202(2) in com- 
puting the taxpayer’s income for the year, and 


(ii) the amount, if any, by which the aggregate of amounts 
included in computing the taxpayer’s income for the year 
under paragraphs 59(3.3)(a) and. (b) of the Act exceeds the 
aggregate of amounts, if any, that may reasonably be consid- 
ered to have been deducted under subsection 1202(2) by rea- 
son of subparagraph (b)(ii) thereof in computing the tax- 
payer’s income for the year; and 


(b) the aggregate of 


(i) the taxpayer’s earned depletion basé as of the end of the 
year, and 


(ii) the amount, if any, by which 


(A) the aggregate determined under paragraph 1202(4)(a) 
in respect of the taxpayer for the year 


exceeds 
(B) the amount, if any, by which 


(1) the aggregate of all:amounts that wouid be deter- 
mined under paragraphs 1205(1)(e) to (k) 
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exceeds 


(II) 33 Vs per cent of the aggregate of all amounts that 
would be determined under paragraphs 1205(1)(a) to 
(d.2) 


in computing the taxpayer’s earned depletion base as of 
the end of the year. 
History: Subpara. 1201(a)(i) amended by P.C. 1999-629, s. 4, April 15, 1999, Canada 
Gazette, Part II, April 28, 1999, applicable to 1999 et seq. 
Paras. 1201(a), (b) substituted by P.C. 1990-2780, s. 2, December 20, 1990, Canada 
Gazette, Part Il, January 16, 1991, applicable to taxation years ending after February 
17, 1987. : 
Para. 1201(a) substituted by P.C, 1981-3329, s. 2, November 26, .1981, Canada Ga- 


zette, Part Il, December 9, 1981, applicable in respect of taxation years ending after 
December 11, 1979. 


All that portion of s. 1201 preceding para. (b) substituted by P.C. 1978-1849, s. 3, June 
8, 1978, Canada Gazette, Part II, June 28, 1978, applicable to taxation years ending 
after May 6, 1974. 

Definitions [Reg. 1201]: “amount” — ITA 248(1); “earned depletion base” — Reg. 


1202(1), 1205(1); “resource profits” — Reg. 1204(1.1); “successor” — Reg. 1202(7); 
“taxation year” —ITA 249; “taxpayer” —ITA 248(1). 


1202. (1) For the purposes of computing the earned depletion base 
of a corporation, control of which has been acquired under circum- 
stances described in subsection 66(11) of the Act, the amount by 
which the earned depletion base of the corporation at the time re- 
ferred to in that subsection exceeds the aggregate of amounts other- 
wise deducted under section 1201 in computing its income for taxa- 
tion years ending after that time and before control was so acquired 
shall be deemed to have been deducted under section 1201 by the 
corporation in computing its income for taxation years ending 
before such acquisition of control. 


(2) Subject to subsections (5) and (6), where after November 7, 
1969 a corporation (in this subsection referred to as the “succes- 
sor”) acquired a particular property (whether by way of a purchase, 
amalgamation, merger, winding-up or otherwise), there may be de- 
ducted by the successor in computing its income for a taxation year 
an amount not exceeding the aggregate of all amounts each of 
which is an amount determined in respect of an original owner of 
the particular property that is the lesser of 


(a) the earned depletion base of the original owner immediately 
after the original owner disposed of the particular property (de- 
termined as if, in the case of a disposition after April 28, 1978 as 
a result of an amalgamation described in section 87 of the Act, 
the original owner existed after the time of disposition and no 
property was acquired or disposed of in the course of the amal- 
gamation) to the extent of the amount thereof that was not 


(i) deducted by the original owner or any predecessor owner 
of the particular property in computing income for any taxa- 
tion year, 


(ii) deducted by the successor in computing income for a pre- 
ceding taxation year, or 


(iii) otherwise deducted by the successor in computing in- 
come for the taxation year, and 


(b) 25 per cent. of the amount, if any, by which 


(i) the part of the successor’s income for the year that can 
reasonably be regarded as attributable to 


(A) the part of any amount included. under paragraph 
59(3.2)(c) of the Act in computing its income for the year 
that can reasonably be regarded as attributable to the dis- 
position by it in the year or a preceding taxation year of 
any interest in or right to the particular property, to the 
extent that the proceeds of the disposition have not been 
included in determining an amount under this clause, par- 
agraph (7)(g), clause 29(25)(d)(i)(A) of the Income Tax 
Application Rules or clause 66.7(1)(b)(i)(A) — or 
(3)(b)G)(A) or paragraph 66.7(10)(g) of the Act for a pre- 
ceding taxation year, 
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(B) its reserve amount for the year in respect of the origi- 
nal owner and each predecessor owner, if any, of the par- 
ticular property, 
(C) production from the particular property, or 
(D) processing described in subparagraph 1204(1)(b)(iii), 
(iv) or (v) with the particular property 
computed as if no deduction were allowed under section 29 
of the Income Tax Application Rules or under any of sections 
65 to 66.7 of the Act and as if that income did not include 
any amount designated under clause 66.7(2)(b)(1i)(A) of the 
Act, 


exceeds 
(ii) the total of 


(A) four times the total of all other amounts deducted 
under this subsection for the year that can reasonably be 
regarded as attributable to the part of the successor’s in- 
come for the year described in subparagraph (i), and 


(B) the total of all amounts each of which is an amount 
deducted under subsection 66.7(1), (3), (4) or (5) of the 
Act or subsection 29(25) of the Income Tax Application 
Rules for the year that can reasonably be regarded as at- 
tributable to the part of the successor’s income for the 
year described in subparagraph (i). 


(3) Where in a taxation year ending after February 17, 1987 an orig- 
inal owner of a property disposes of the property in circumstances 
in which subsection (2) applies, 


(a) the amount of the earned depletion base of the original owner 
determined immediately after the time of that disposition shall 
be deducted in determining the earned depletion base of the 
original owner at any time after the time that is immediately af- 
ter the disposition; 


(b) for the purposes of paragraph (2)(a), the earned depletion 
base of the original owner determined immediately after the 
original owner disposed of the property that was deducted in 
computing the original owner’s income for the year shall be 
deemed to be equal to the lesser of 


(i) the amount deducted in respect of the disposition under 
paragraph (a), and 
(ii) the amount, if any, by which 


(A) the specified amount determined under subsection (4) 
in respect of the original owner for the year 


exceeds 


(B) the aggregate of all amounts each of which is an 
amount determined under this paragraph in respect of any 
disposition made by the original owner before the disposi- 
tion and in the year; and 


(c) for greater certainty, any amount (other than the amount de- 

termined under paragraph (b)) that was deducted under section 

1201 by the original owner for the year or a subsequent taxation 

year shall, for the purposes of paragraph (2)(a), be deemed not 

to be in respect of the earned depletion base of the original 

owner determined immediately after the original owner disposed - 
of the particular property. 


(4) Where in a taxation year ending after February 17, 1987 an orig- 
inal owner of a property disposes of the property in circumstances 
in which subsection (2) applies, the lesser of 
(a) the total of all amounts each of which is the amount, if any, 
by which 
(i) an amount deducted under paragraph (3)(a) in respect of 
such a disposition in the year by the original owner 
exceeds 
(ii) the amount, if any, designated by the original owner in a 
prescribed form filed with the Minister within six months af- 


ter the end of the year in respect of the amount determined 
under subparagraph (i), and 
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(b) the amount, if any, deducted’ under section 1201 in:comput- 
ing the income of the original owner for the taxation year 


tion years ise include the ‘time: of acquisition of the particular 
property. 


is the specified amount in respect of the original owner for the year (7) Where. at any time after November 12, 1981 


forthe purposes of paragraphs (3)(b), and.1205(1)(d.2). 


Advance Tax Rulings: ATR-19: Earned depletion base and cumulative Canadian 
development expense. 


() Subsections (2), 1203(3), 130707) and ae do not apply. 


(a) in respect-of,a property acquired by way of an amalgamation 
or winding-up. to which section 1214 applies; 


(b) to permit, in respect of the acquisition by a corporation 
before February 18, 1987 of a:property,:a deduction by the:cor- 
poration of an;amount that the corporation would not have been 
entitled to’ deduct under this Part, if this Part, as it read in its 
application to taxation years ending before February 18, 1987, 
applied to taxation years ending after February 17, 1987; or 


(c) in respect of a property acquired by purchase, amalgamation, 
merger, winding-up or otherwise, from a person who is exempt 
from tax under Part I of the Act on that person’s taxable income. 


(6) Subsections (2), 1203(3), 1207(7) and 1212(4) apply only to a 
corporation that has acquired a particular property 


(a) where it acquired the. particular. property, ina taxation year 
commencing before 1985 and, atthe time it:acquired the particu- 
lar property, the corporation acquired the specified property of 
the person from whom it acquired the particular property; 


(b) where it acquired the particular property from a person in a 
taxation year commencing after 1984 and, at the time it acquired 
the particular property, the corporation acquired 


(i) all or substantially all of the Canadian resource eenie: 
of that person, or 


_ (il) where subparagraph (4) does not APEM the specified pro- 
_.perty. of the person; 


(c) where it ‘acquired (other than in circumstances 'in which sub- 
paragraph (b)Gii) applies) the particular property after November 
- 16, 1978 and in a taxation year ending before February 18, 1987 
by any means other than by way of an amalgamation or wind- 
ing-up and it and the person from whom it acquired the particu- 
lar property have filed with the Minister a joint election under 
and:in. accordance with. any of subsections 66(6),: 66.1(4), 
66.1(5), 66.2(3), 66.2(4), 66.4(3), and 66.4(4) of the Act as those 
subsections read in their application to that year; 


(d). where it acquired. the particular property, after June 5, 1987 
by way of an amalgamation or winding-up (other than in cir- 
cumstances in which subparagraph (b)(ii) applies) and, it. has 
filed an election in the form prescribed for the purposes of para- 
graph 66.7(7)(c) of the Act with the Minister on or before the 
day on or before which the corporation is required to file a re- 
turn of income pursuant to section 150 of the Act for its taxation 
year in which it acquired the particular property; 


(e) where it acquired the particular property (other than by 
means of an amalgamation or winding-up or in circumstances in 
which subparagraph (b)(ii) applies) in a taxation year ending af- 
ter February 17, 1987 and it and the person from. whom it.ac- 
quired the particular property have filed a joint election in the 
form prescribed for the purposes of paragraph 66.7(7)(e) of the 
Act with the Minister on or before the.earlier, of the, days, on.or 
before which either of them is required to file a return of income 
pursuant to section 150 of the Act.in respect of their respective 
taxation years that include the time of acquisition of the nates 
lar property; and 


(f) where it acquired (other than by way of an amalgamation or 
winding-up) the particular property in circumstances in which 
subparagraph (b)(ii) applies and it and the person from whom it 
acquired the particular property agree to have subsection (2), 
1203(3), 1207(7) or 1212(4), as the case may be, apply. to them 
and notify the Minister in. writing of the agreement in their re- 
turns of income under Part I of the Act for their respective taxa- 
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(a) control. of a ‘corporation is considered for the purposes of 
subsection 66.7(10) of the Act to have been.acquired bya person 
or group of persons, or 


(b) a corporation ceases to be exempt from tax under Part I of 
the Act on its taxable income, 


for the purposes ‘of section 1201, this section and section 1205, 


(c) the corporation shall be.deemed after that time to: be a suc- 
cessor (within the meaning assigned by subsection (2)) that had, 


at that time, acquired all the properties owned by the corporation 
immediately before that time from an original owner thereof, 


(d) a joint election shall be deemed to have been filed in accor- 
dance with subsection (6) in respect of the acquisition; 


(ec) the earned depletion base of the corporation, immediately 
before that time shall be deemed.not to be the earned. depletion 
base of the corporation immediately after that time but to be the 
earned depletion base of the original owner immediately after 
that time; 


(f) [Revoked] 


(g) where the corporation (in this paragraph referred to as the 
“transferee’’) was, immediately before and at that time, 


(i) a parent corporation (within the meaning poelaes by sub- 
section 87(1.4) of the Act),.or 


(ii) a subsidiary wholly-owned corporation (within the mean- 
ing assigned by subsection 87(1.4) of the Act) 


of a particular corporation (in this paragraph referred to as the 
“transferor’’), if both corporations agree to have this paragraph 
apply to them in respect of a taxation year of the transferor end- 
ing after that time and notify the Minister in writing of the 
agreement in the return of income under Part I of the Act of the 
transferor for that year, the transferor may, if) throughout that 
year the transferee was such a parent corporation or subsidiary 


» wholly-owned corporation of the transferor, designate in:favour 


of the transferee; in respect of that year, for the purpose of mak- 
ing a deduction under subsection (2) in respect of expenditures 
incurred by the transferee before that time and when it was such 


a parent corporation or subsidiary wholly-owned corporation of 
‘the transferor, an amount not exceeding such portion of the 
amount that would be its income for the year, if no deductions 


were allowed under any of section 29 of the Income Tax Appli- 
cation Rules and sections 65 to 66.7 of the Act, [as] may reason- 
ably be regarded as being attributable to 
(iii) the production from Canadian resource. properties owned 
by the transferor immediately. before, that time, 


(iv). the disposition. in, the year. of. any, Canadian resource 
properties owned by.-the transferor immediately | before,that 
time, and 
(v) such processing as is described in subparagraph 
1204(1)(b) (ii), av), or (v) with property owned by the trans- 
feror immediately before that ‘time . 

to the extent that such portion of the amount so designatedis not 


» designated under this paragraph in favour of any, other. taxpayer 


or under paragraph 66.7(10)(g) of the Act in favour of any. tax- 
payer, and the, amount so designated shall be deemed, for the 


\purposes of determining the amount under subsection (2), 


(vi) to be income’ from the sources described in subparagraph 
(ili), (iv) or (v), as the case may be, of the transferee for its 
taxation year. in which: that taxation year of the transferor 
ends, and 


(vii) not.to be income from, the sources described in subpara- 
graph (iii), (iv) or (v), as, the case may be, of the transferor 
for that year; 


(h) where, immediately before and at that time, the corporation 
(in this paragraph referred to as'the “transferee”) and: another 
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corporation (in this paragraph referred to as the “transferor’”) 
were both subsidiary wholly-owned corporations (within the 
meaning assigned by subsection 87(1.4) of the Act) of a particu- 
lar parent corporation (within the meaning assigned by subsec- 
tion 87(1.4) of the Act), if the transferee and the transferor agree 
to have this paragraph apply to them in respect of a taxation year 
of the transferor ending after that time and notify the Minister in 
writing of the agreement in the return of income under Part I of 
the Act of the transferor for that year, paragraph (g) shall apply 
for that year to the transferee and transferor as though one were 
the parent corporation (within the meaning assigned by subsec- 
tion 87(1.4) of the Act) of the other; and 


(i) where that time is after January 15, 1987 and at that time the 
corporation was a member of a partnership that owned a pro- 
perty at that time, 


(i) for the purposes of paragraph (c), the corporation shall be 
deemed to have owned immediately before that time that 
portion of the property owned by the partnership at that time 
that is equal to its percentage share of the aggregate of 
amounts that would be paid to all members of the partnership 
if it were wound up at that time, and 


(ii) for the purposes of clauses (2)(b)(i)(C) and (D) for a tax- 
ation year ending after that time, the lesser of 


(A) its share of the part of the income of the partnership 
for the fiscal period of the partnership ending in the year 
that may reasonably be regarded as being attributable to 
the production from the property or to such processing as 
is described in subparagraph 1204(1)(b)(iii), (iv) or (v) 
with the property, and 
(B) an amount that would be determined under clause (A) 
for the year if its share of the income of the partnership 
for the fiscal year of the partnership were determined on 
the basis of the percentage share referred to in subpara- 
graph (i) 
shall be deemed to be income of the corporation for the year 
that may reasonably be attributable to production from the 
property or to such processing as is described in subpara- 
graph 1204(1)(b)(ii), (iv) or (v) with the property. 


(8) For the purposes of subsections (1) and (7), where a corporation 
acquired control of another corporation after November 12, 1981 
and before 1983 by reason of the acquisition of shares of the other 
corporation pursuant to an agreement in writing concluded on or 
before November 12, 1981, the corporation shall be deemed to have 
acquired such control on or before November 12, 1981. 


(9) Where, at any time, 


(a) control of a taxpayer that is a corporation has been acquired 
by a person or group of persons, 


(b) a taxpayer has disposed of all or substantially all of the tax- 
payer’s Canadian resource properties, or 


(c) a taxpayer has disposed of the specified property of the 
taxpayer, 
and, before that time, the taxpayer or a partnership of which the 
taxpayer was a member acquired a property and it may reasonably 
be considered that one of the main purposes of the acquisition was 
to avoid any limitation provided in subsection (2) on the deduction 
in respect of the earned depletion base of the taxpayer or of a corpo- 
ration referred to as a transferee in paragraph (7)(g) or (h), the tax- 
payer or the partnership, as the case may be, shall be deemed, for 
the purposes of applying subsection (2) to or in respect of the tax- 
payer, not to have acquired the property. 
Related Provisions: ITA 256(6)-(9} — Whether control acquired. 


(10) Where in a particular taxation year a predecessor owner of a 
property disposes of it to a corporation in circumstances in which 
subsection (2) applies, for the purposes of applying subsection (2) 
to the predecessor owner for a taxation year ending after February 
17, 1987 in respect of its acquisition of the property, the predeces- 
sor owner shall be deemed, after the disposition, never to have ac- 
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quired the property except for the purposes of making a deduction 
under subsection (2) for the particular year. 


(11) Where at any time a property is acquired by a person in cir- 
cumstances in which subsection (2) does not apply, every person 
who was an original owner or predecessor owner of the property by 
reason of having disposed of the property before that time shall, for 
the purposes of applying this Part to or in respect of the person or 
any other person who after that time acquires the property, be 
deemed after that time not to be an original owner or predecessor 
owner of the property by reason of having disposed of the property 
before that time. 


History: Para. 1202(5)(c) amended by P.C. 2001-954, s. 1, May 31, 2001, Canada 
Gazette, Part II, June 20, 2001, applicable to acquisitions that take place after April 26, 
1995, other than an acquisition that takes place before 1996 and that was required by an 
agreement in writing entered into before April 26, 1995, 


Para. 1202(2)(b) amended by P.C. 1999-629, s. 5, April 15, 1999, Canada Gazette, Part 
II, April 28, 1999, applicable to 1999 et seq. 


Cl. 1202(2)(b)(i)(A) amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part Il, November 30, 1994. 


That portion of subpara. 1202(2)(b)(i) following cl. (D) substituted, and para. 
1202(7)(f) revoked, by P.C. 1993-415, subsecs. 1(1) and (3) March 9, 1993, Canada 
Gazette, Part II, March 24, 1993, applicable to taxation years ending after February 17, 
1987. 


Para. 1202(4)(a) substituted by subsec. 1(2) of the said P.C. 1993-415, applicable with 
respect to dispositions occurring in taxation years commencing after March 23, 1993; 
and with respect to a disposition of a property made by a taxpayer in a taxation year 
commencing before March 24, 1993 and ending after February 17, 1987 where 


(a) the taxpayer, and 


(b) each corporation that, before the end of the taxpayer’s taxation year that in- 
cludes the date of publication, acquired the property or any other property that was 
disposed of by the taxpayer in a taxation year ending after February 17, 1987 as 
part of a transaction or an event as a consequence of which that corporation was or, 
but for that subsection, would be entitled to deduct an amount under subsec. 
1202(2) in respect of an expenditure of the taxpayer, 


so elect by notice in writing filed with the Minister of National Revenue on or before 
the day that is 180 days after the end of the taxpayer’s taxation year that included 
March 24, 1993, and file waivers in the form and within the time referred to in subpara. 
152(4)(a)(ii) of the Act in respect of taxation years commencing before March 24, 1993 
with respect to the consequences of the election. And where a taxpayer has so elected 
in respect of a disposition, a form containing a designation under subpara. 
1202(4)(a)(ii) shall be deemed to have been filed within the time required in that sub- 
paragraph if it is filed with the Minister of National Revenue on or before the day that 
is 180 days after the end of the taxpayer’s taxation year that includes March 24, 1993. 


Subsecs. 1202(2) to (11) substituted for subsecs. (2) to (6) by P.C. 1990-2780, s. 3, 
December 20, 1990, Canada Gazette, Part II, January 16, 1991, applicable (except for 
cl. (2)(b)()(C) and subsec. (9)) to taxation years ending after February 17, 1987 except 
that the Minister of National Revenue shall be deemed to have been notified in circum- 
stances satisfying the condition in para. 1202(7)(g)or (h) if the Minister is notified in 
writing of the agreement referred to therein before July 16, 1991. 


Cl. 1202(2)(b)(i)(C) and subsec. 1202(9) are applicable to taxation years ending after 
February 17, 1987 except that with respect to property acquired before January 15, 
1987, or acquired before 1988, where the person acquiring the property is considered 
for the purposes of section 66.7 of the Act to have been obliged on that date to acquire ~ 
the property pursuant to the terms of an agreement in writing entered into on or before 
that date, 


(a) cl. (2)(b)(i)(C) shall be read as follows: 


“(C) where the particular property was an interest in or a right to take or 
remove petroleum or natural gas or a right to take or remove minerals from a 
property, the production from that property,”; and 


(b) subsec. (9) is not applicable. 


That portion of subsec. 1202(2) preceding para. (a) substituted by P.C. 1990-2256, sub- 
sec. 1(1), October 18, 1990, Canada Gazette, Part Il, November 7, 1990, applicable in 
respect of taxation years commencing after 1984. 


Subsec. 1202(2.1) added by the said P.C. 1990-2256, subsec. 1(2), applicable in respect 
of taxation years commencing after 1984 except that the Minister of National Revenue 
shall be deemed to have been notified in circumstances satisfying the condition set out 
in para. (c) if the Minister is notified in writing of the agreement referred to therein 
before May 7, 1991. 


That portion of subsec. 1202(3) preceding para. (a) substituted by the said P.C. 1990- 
2256, subsec. 1(3), applicable in respect of taxation years commencing after 1984. 


Subsec. 1202(3.1) added by the said P.C. 1990-2256, subsec. 1(4), applicable in respect 
of taxation years commencing after 1984 except that the Minister of National Revenue 
shall be deemed to have been notified in circumstances satisfying the condition set out 
in para. (c) if the Minister is notified in writing of the agreement refetred to therein 
before May 7, 1991. 
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Subsec. 1202(3.2) added by P.C. 1990-2256, subsec. 1(4), applicable to taxation years 
ending after July 19, 1985. 


Para. 1202(4)(e.1) added by the said P.C. 1990-2256, subsec. 1(5), applicable to 1985 
et seq. except that where the Minister of National Revenue is notified in writing of the 
agreement referred to in the para. before May 7, 1991 the requirement in the para. with 
regard to notifying the Minister shall be deemed to have been satisfied. 


That portion of subsec. 1202(2) preceding para. (a) substituted by P.C. 1990-162, sub- 
sec..1(1), February 1, 1990, Canada Gazette, Part II, February 14, 1990, applicable 
with respect to acquisitions occurring after 1982 except that with respect to acquisitions 
occurring after 1982 and in taxation years commencing before 1985, the reference to 
“Canadian resource properties of the predecessor” shall be read as a reference to “pro- 
perty of the predecessor used by the predecessor in carrying on in Canada any of the 
businesses described in any of subparagraphs 66(15)(h)(i) to (vii) of the Act as were 
carried on by the predecessor’. 


That portion of subsec. 1202(3) preceding para. (a) substituted by the said P:C: 1990- 
162, subsec: 1(2), applicable with respect to acquisitions occurring after 1982 except 
that with respect to acquisitions occurring after 1982 and in taxation years commencing 
before 1985, the reference to “Canadian resource properties of the first successor cor- 
poration” shall be read as a reference to “property of the first successor corporation 
used by it in carrying on in Canada such of the businesses described in any of subpara- 
graphs 66(15)(h)(i) to (vii) of the Act as were carried on by it”. 


Para. 1202(4)(d) was substituted by the said P.C. 1990-162, subsec. 1(3), applicable 
with respect to transactions occurring in taxation years commencing after 1984. 


Para. 1202(4)(f) substituted by subsec. 1(4) of the said P.C. 1990-162, applicable to 
taxation years ending after March 1985. 


That portion of subsec. 1202(5) preceding para. (a) substituted by the said P.C. 1990- 
162, subsec. 1(5), applicable with respect to acquisitions occurring after 1982 except 
that with respect to acquisitions occurring after 1982 and in taxation years commencing 
before 1985, the reference to “Canadian resource properties of the predecessor” shall 
be read as a reference to “property of the predecessor used by the predecessor in carry- 
ing on in Canada any of the businesses described in any of subparagraphs 66(15)(h)(i) 
to (vii) of the Act as were carried on by the predecessor’. 


Cl. 1202(2)(a)(i)(A) substituted by P.C. 1986-2590, subsec. 7(1), November 20, 1986, 
Canada Gazette, Part Il, December 10, 1986, applicable after April 19, 1983. 


Subpara. 1202(3)(a)(i) substituted by the said P.C. 1986-2590, subsec. AC2)s applicable 
after April 19, 1983. 


That portion of subsec. 1202(2) preceding para: (a) substituted by P.C. 1985-2277, sub- 
sec. 3(1), July 24, 1985, Canada Gazette, Part Il, August 7, 1985, applicable with re- 
spect to acquisitions of property occurring after April 19, 1983. 


Para. 1202(4)(d) substituted by the said P.C. 1985-2277, subsec. 3(2), applicable with 
respect to acquisitions of property occurring after April 19, 1983. 


That portion of subsec. 1202(5) preceding para. (a) substituted by the said P.C. 1985- 
2277, subsec. 3(3), applicable with respect to acquisitions of property occurring after 
April 19, 1983. 


Subsec. 1202(1) substituted by P.C. 1985-465, subsec. 3(1), February 14, 1985, Can- 
ada Gazette, Part Il, March 6, 1985, applicable to taxation years ending after Novem- 
ber 12, 1981. 


That portion of cl. 1202(2)(a)(i)(D) preceding subcl. (I) substituted, applicable. with 
respect to amounts that, after March 6, 1985, become receivable; and subcls. 
1202(2)(a)G)(D)(D) and (II) substituted, applicable after January 1, 1981, by P.C. 1985- 
465, subsecs. 3(2) and (3); February 14, 1985, Canada Gazette, Part II,March 6, 1985. 


That portion of subpara. 1202(3)(a)(iv) preceding cl: (A) substituted, applicable with 
respect to.amounts that, after March 6, 1985, become receivable; cls. 1202(3)(a)(iv)(A) 
and (B) substituted, effective from January 1, 1981, by the said P.C. 1985-465, subsecs. 
3(4), (5). 

Subsec. 1202(4), added by the said P.C. 1985-465, subsec. 3(6), applicable to taxation 
years ending after November 12, 1981. 


Subsecs. 1202(5), (6) added by the said P.C. 1985-465, subsec. 3(6), lige ia! to taxa- 
tion years ending after November 12, 1981. 


That portion of subsec. 1202(2) preceding para. (a) and that portion of subpara. 
1202(2)(a)G) following cl. (B) substituted by P.C. 1981-3329, subsecs. 3(1), (2), No- 
vember 26, 1981, Canada Gazette, Part II, December 9, 1981, applicable in respect of 
taxation years ending after December 11, 1979 except that cls. 1202(1)(a)(C), (D) ef- 
fective in respect of 1981 et seq. 


All that portion of subsec. 1202(3) preceding para. (b) substituted by the said P.C. 
1981-3329, subsec. 3(3), applicable in respect of taxation years ending after December 
11, 1979 except that subparas. 1202(3)(a)(iii), (iv) effective in respect of 1981 et seq. 


That portion of subsec. 1202(2) preceding para. (a) substituted, cl. 1202 (2)(a)G@)(B) 
added, and former cl. 1202(2)(a)(i)(B) renumbered as (C), by P.C. 1980-1483, subsecs. 
2(1), (2), June 5, 1980, Canada Gazette, Part II, June 25, 1980, effective November 17, 
1978. 

All that portion of subsec: 1202(3), preceding subpara. (a)(ii) substituted by the said 
P.C. 1980-1483, subsec. 2(3), effective November, 17, 1978. 

All that portion of subsec. 1202(2) preceding para. (a) substituted by P.C. 1979-649, 
subsec. 2(1), March 8, 1979, Canada Pazene, Part II, March 28, 1979, effective com- 
mencing April 29, 1978. 
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Para. 1202(2)(b) substituted by the said P.C..1979-649, subsec.; 2(2), effective com- 
mencing April 29, 1978. 


All that portion of subsec. 1202(3) preceding para. (b) substituted by the said P.C. 
1979-649, subsec. 2(3), applicable to 1977 et seq. 


Subsec. 1202(1) substituted by subsec. 4(1) of P.C. 1978-1849, June 8, 1978, Canada 
Gazette, Part Il, June 28, 1978, applicable on and after April 1, 1977. 


All that portion of subsec. 1202(2) preceding subpara. (a)(ii) substituted by subsec. 4(2) 
of P.C. 1978-1849, June 8, 1978, Canada Gazette, Part Il, June 28, 1978, applicable to 
1977 et seq. 


Subpara. 1202(2)(a)(i1) substituted by subsec..4(3) of the said P.C. 1978-1849, applica- 
ble to taxation, years ending after May 6, 1974. 


Subpara. 1202(2)(b)(ii) substituted by subsec. 4(4) of the said P.C. 1978-1849, June 8, 
1978, Canada Gazette, Part II, June 28, 1978, applicable to taxation years ending after 
May 6, 1974. 


All that portion of subsec. 1202(3) preceding para. (b) substituted by subsec. 4(5) of the 
said P.C. 1978-1849, applicable to 1977, et seq. 


Para. 1202(3)(b) substituted by subsec. 4(6) of the said P.C. 1978-1849, applicable to 
taxation years ending after May 6, 1974. 


Definitions [Reg. 1202]: “acquired” — Reg. 1202(8), (9); “amount” — ITA 248(1); 
“Canadian development expense” —ITA 66.2(5), 248(1); “Canadian exploration ex- 
pense” — ITA 66.1(6), 248(1); “Canadian oil and gas exploration expense” — Reg. 
1206(1); “control” — ITA 256(6)—(9); “corporation” — ITA 248(1), Interpretation Act 
35(1); “disposed”; “disposes” — ITA 248(1)“disposition’”; “earned: depletion base” — 
Reg. 1202(1),. 1205(1); “fiscal. period” — ITA. 249.1; “Minister” —ITA 248(1); 
“month” — Interpretation Act 35(1); “original owner’ — Reg. 1206(1); “parent”? — 
Reg. 1214(3); “person” —ITA 248(1); “predecessor owner” —Reg. 1206(1); “pre- 
scribed” — ITA 248(1); “production” — ITA 66(15), Reg. 1206(2); “property” — ITA 
248(1); “related” —ITA 251(2)-(6); “reserve amount” — ITA 66(15), Reg. 1206(2); 
“resource” — Reg. 1206(1); “share” — ITA 248(1); “specified percentage”, “specified 
property”, “stated percentage” — Reg. 1206(1); “subsidiary wholly-owned corpora- 
tion” —ITA 248(1); “successor” — Reg. 1202(2), (7); “taxable income” — ITA 
248(1); “taxation year” —ITA 249; “taxpayer” —ITA 248(1); “transferee”, “trans- 
feror” — Reg. 1202(7)(g), (h); “writing” — Interpretation Act 35(1). 


1203. Mining exploration depletion — (1) In computing a tax- 
payer’s income for a taxation year there may be deducted such 
amount as he may claim not exceeding the lesser of 


(a) the amount if any, by which 
(i) the aggregate of 


(A) 25 per cent of his income for the year, computed in 
accordance with Part I of the Act without reference to 
paragraph 59(3.3)(f) thereof and on the assumption that 
no deduction were allowed under section 65 thereof, and 


(B) the amount, if any, included in computing his income 
for the year by virtue of paragraph 59(3.3)(f) of the Act 


exceeds 


(ii) the aggregate of amounts deducted under sections 1201, 
1202, 1207 and 1212 in computing his income for the year; 
and 


(b) his. mining exploration depletion base as of the end of the 
year (before making any deduction under this subsection for the 
year). 


(2) For the purposes of this section, “mining exploration depletion 
base” of a taxpayer as of a particular time means the amount by 
which the aggregate of 


(a) 33'/3 per cent of the amount by which 


(i) the aggregate of all amounts each of which was the stated 
percentage of an expenditure that is, or but for paragraph 
66(12.61)(b) of the Act would be, incurred by the taxpayer 
after April 19, 1983 and before the particular time and each 
of which was a Canadian exploration expense 


(A) described in subparagraph 66.1(6)(a) (iii) of the Act, 
or 


(B) that would have been described in subparagraph 
66.1(6)(a)(iv) » [(66.1(6)““Canadian © exploration —ex- 
pense”’(h)] or (v) [subpara. (i)] of the Act if the references 
in those subparagraphs ‘to “‘any of subparagraphs (i) to 
(iii.1)” were read as “subparagraph (iii)’, 
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other than an expense described in clause (A) or (B) that was 


(C) an expense renounced by the taxpayer under subsec- 
tion 66(10.1) or (12.6) of the Act, 


(D) an amount that was a Canadian exploration and de- 
velopment overhead expense of the taxpayer, 


(E) an amount that was in respect of financing, including 
any cost incurred prior to the commencement of carrying 
on a business, or 


(F) an eligible expense within the meaning of the Cana- 
dian Exploration Incentive Program Act in respect of 
which the taxpayer, a partnership of which the taxpayer 
was a member or a principal-business corporation of 
which the taxpayer was a shareholder, has received, is 
deemed to have received, is entitled to receive or may 
reasonably be expected to receive at any time an incentive 
under that Act, 


exceeds 


(ii) the aggregate of all amounts each of which is the stated 
percentage of an amount of assistance (within the meaning 
assigned by paragraph 66(15)(a.1) [66(15)“assistance”} of 
the Act) that any person has received, is entitled to receive 
or, at any time, becomes entitled to receive in respect of an 
expense that would be described in subparagraph (i) if that 
subparagraph were read without reference to clause (C) 
thereof, other than such an amount in respect of an expense 
renounced under subsection 66(10.1) or (12.6) of the Act 


(A) by a corporation in favour of the taxpayer, where the 
amount of that assistance is excluded from the aggregate 
in respect of which the expense is so renounced, or 


(B) by the taxpayer, where the amount of that assistance 
is not excluded from the aggregate in respect of which the 
expense is so renounced, and 


(b) where the taxpayer is a successor corporation, any amount 
required by paragraph (3)(a) to be added before the particular 
time in computing the taxpayer’s mining exploration depletion 
base 


exceeds the aggregate of 


(c) all amounts each of which is an amount deducted by the tax- 
payer under subsection (1) in computing his income for a taxa- 
tion year ending before the particular time; and 


(d) where the taxpayer is a predecessor, all amounts required by 
paragraph (3)(b) to be deducted before the particular time in 
computing the taxpayer’s mining exploration depletion base. 


(3) Subject to subsections 1202(5) and (6), where a corporation (in 
this section referred to as the “successor corporation”) has at any 
time (in this subsection referred to as the “time of acquisition’’) af- 
ter April 19, 1983 and in a taxation year (in this subsection referred 
to as the “transaction year”) acquired a property from another per- 
son (in this subsection referred to as the “predecessor”) the follow- 
ing rules apply: 
(a) for the purpose of computing the mining exploration deple- 
tion base of the successor corporation as of any time after the 
time of acquisition, there shall be added an amount equal to the 
amount required by paragraph (b) to be deducted in computing 
the mining exploration depletion base of the predecessor; and 


(b) for the purpose of computing the mining exploration deple- 
tion base of the predecessor as of any time after the transaction 
year of the predecessor, there shall be deducted the amount, if 
any, by which 


(i) the mining exploration depletion base of the predecessor 
immediately after the time of acquisition (assuming for this 
purpose that, in the case of an acquisition as a result of an 
amalgamation described in section 87 of the Act, the prede- 
cessor existed after the time of acquisition and no property 
was acquired or disposed of in the course of the 
amalgamation) 


Income Tax Regulations 


exceeds 


(ii) the amount, if any, deducted under subsection (1) in com- 
puting the income of the predecessor for the transaction year 
of the predecessor. 


(3.1) [Revoked] 


(4) For greater certainty, where an expense incurred before a partic- 
ular time is included in the aggregate calculated under subparagraph 
(2)(a)(i) in respect of a taxpayer and subsequent to the particular 
time any person becomes entitled to receive an amount of assistance 
(within the meaning assigned by paragraph 66(15)(a.1) [66(15)“as- 
sistance”] of the Act) that is included in the aggregate calculated 
under subparagraph (2)(a)(ii), the stated percentage of the amount 
of assistance shall be included in the amounts referred to in subpar- 
agraph (2)(a)(ii) in respect of the taxpayer at the time the expense 
was incurred. 


History: That portion of subparas. 1203(2)(a)(i) and (ii) preceding cl. (A), and subsec. 
(4) substituted, cl. (2)(a)(i)(F) added, by P.C. 1990-2780, subsecs. 4(1), (2), (3), (6), 
December 20, 1990, Canada Gazette, Part II, January 16, 1991, applicable to 1988 et 
Seq. 


That portion of subsec. 1203(3) preceding para. (a) substituted, (3.1) revoked, by sub- 
secs. 4(4), (5) of the said P.C. 1990-2780, applicable to taxation years ending after 
February 17, 1987. 


That portion of subpara. 1203(2)(a)(i) preceding cl. (A), cl. (2)(a)@)(C), subpara. 
(2)(a)(ii) and subsec. (4) were substituted by P.C. 1990-2256, subsecs. 2(1) to (3) and 
(6), October 18, 1990, Canada Gazette, Part Il, November 7, 1990, applicable in re- 
spect of expenditures or expenses incurred after February 1986. 


That portion of subsec. 1203(3) preceding para. (a) was substituted by subsec. 2(4) of 
the said P.C. 1990-2256, applicable in respect of taxation years commencing after 
1984. 


Subsec. 1203(3.1) was added by subsec. 2(5) of the said P.C. 1990-2256, applicable in 
respect of taxation years commencing after 1984 except that the Minister of National 
Revenue shall be deemed to have been notified in circumstances satisfying the condi- 
tion set out in para. (c) if the Minister is notified in writing of the agreement referred to 
therein within 180 days after November 7, 1990. 


That portion of subsec. 1203(3) preceding para. (a) substituted by P.C. 1990-162, s. 2, 
applicable with respect to acquisitions occurring after 1982 except that with respect to 
acquisitions occurring after 1982 and in taxation years commencing before 1985, the 
reference to “Canadian resource properties of the predecessor” shall be read as a refer- 
ence to “property of the predecessor used by the predecessor in carrying on in Canada 
such of the businesses described in any of subparagraphs 66(15)(h)(i) to (vii) of the Act 
as were carried on by the predecessor’. 


Subpara. 1203(1)(a)(i) substituted, applicable to taxation years ending after April 19, 
1983, all that portion of subsec. 1203(3) preceding para. (a) substituted, applicable with 
respect to acquisitions of property occurring after April 19, 1983, by P.C. 1985-2277, 
subsecs. 4(1) and (2), July 24, 1985, Canada Gazette, Part Il, August 7, 1985. 

S. 1203 added by P.C. 1985-465, s. 4, February 14, 1985, Canada Gazette, Part Il, 
March 6, 1985, applicable with respect to expenses incurred after April 19, 1983. 


Former s. 1203 revoked by P.C. 1981-3329, s. 4; November 26, 1981, Canada Gazette, 
Part II, December 9, 1981, applicable in respect of taxation years ending after Decem- 
ber 11, 1979. ; 


Definitions [Reg. 1203]: “amount”, “business” — ITA 248(1); “Canadian develop- 
ment expense” — ITA 66.2(5), 248(1), Reg. 1206(4)(a); “Canadian exploration and de- 
velopment expenses” — ITA 66(15), 248(1), Reg. 1206(4)(a); “Canadian exploration 
and development overhead expense” — Reg, 1206(1), (4.1); “Canadian exploration ex- 
pense” — ITA 66.1(6), 248(1), Reg. 1206(4)(a); “commencement” — Interpretation 
Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “disposition” — ITA 
248(1); “mining exploration depletion base” — Reg. 1203(2), (3); “person” — ITA ° 
248(1); “predecessor’ — Reg. 1203(3); “principal-business corporation” — ITA 
66(15), Reg. 1206(2); “property”, “shareholder” — ITA 248(1); “stated percentage” — 
Reg. 1206(1); “successor corporation” — Reg. 1203(3); “taxation year’ —ITA 249; 
“taxpayer” — ITA 248(1); “time of acquisition”, “transaction year’ — Reg. 1203(3). 


1204. Resource profits — (1) [“Gross resource profits”] — 
For the purposes of this Part, “gross resource profits” of a taxpayer 
for a taxation year means the amount, if any, by which the total of 


(a) the amount, if any, by which the aggregate of 


(i) the aggregate of amounts, if any, that would be included 
in computing the taxpayer’s income for the year by virtue of 
subsection 59(2) and paragraphs 59(3.2)(b) and 59.1(b) of 
the Act if subsection 59(2) were read without reference to 
subsection 64(1) therein, and 
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(i.1) the amount, if any, by which the amount included in 
computing his income for the year by virtue of paragraph 
59(3.2)(c) of the Act exceeds the proceeds of disposition of 
property described in clause 66(15)(c)(ii)(A) [66(15)“Cana- 
dian resource property”(b)(i)] of the Act that became receiva- 
ble in the year or a preceding taxation year and after Decem- 
ber 31, 1982 to the extent that such proceeds have not been 
deducted i in determining the amount under this subparagraph 
for a preceding taxation year 


exceeds 


(ii) the aggregate of amounts, if any, deducted in computing 
his income for the year by virtue of paragraph 59.1(a) and 
subsections 64(1.1) and (1.2) of the Act, 


(b) the amount, if any, of the aggregate of his incomes for the 
year from 


(1) the production of petroleum, natural gas, related hydrocar- 
bons or sulphur from 


(A) oil or gas wells in Canada operated by the taxpayer, 
or 


(B) natural HUcumUladions (other than mineral resources) 
of petroleum or natural gas in Canada operated by the 
taxpayer, 


(ii) the production and processing in Canada of 


(A) ore, other than iron ore or tar sands ore, from mineral 
resources in Canada operated by him to any stage that is 
not beyond the prime metal stage or its equivalent, 


(B) iron ore from mineral resources in Canada operated 
by him to any stage that is not beyond the pellet stage or 
its equivalent, and 


(C) tar sands ore from mineral resources in Canada oper- 
ated by him to any stage that is not beyond the crude oil 
stage or its equivalent, 


(iii) the processing in Canada of 


(A) ore, other than iron ore or tar sandsit ore, from mineral 
resources in Canada not operated by him to any stage that 
is not beyond the prime metal stage or its equivalent, 


(B):iron ore from mineral resources in Canada not oper- 
ated by him to any stage that is not beyond the pellet 
stage or its equivalent, and 


(C) tar sands ore from mineral ' resources in Canada not 
operated by him to any stage that is not beyond si crude 
oil stage or its equivalent, 


(iv) the processing in Canada of 


(A) ore, other than iron ore or tar sands ore, from mineral 
resources outside Canada to any stage that is not beyond 
the prime metal stage or its equivalent, 


(B) iron ore from mineral resources outside Canada to 
any stage that is not beyond the pellet stage or its 
equivalent, and 


(C) tar sands ore from mineral resources outside Canada 
to any stage that is not beyond the crude oil stage or its 
equivalent, ) 


(v) the processing in Canada of heavy crude oil recovered 
from an oil or gas well in Canada to any stage that is not 
beyond the crude oil stage or its equivalent, and 


(vi) Canadian field processing, 


(b.1) the total of all amounts (other than an amount included be- 
cause of paragraph (b) in computing the taxpayer’s gross re- 
source profits for the year) each of which is an amount included 
in computing the taxpayer’s income for the year as.a rental or 
royalty computed by reference to the amount or value of produc- 
tion from a natural accumulation of petroleum or natural gas in 
Canada, an oil or gas well in Canada or a mineral resource in 
Canada, and 
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(c) if the taxpayer owns all the issued and outstanding shares of 
the capital stock of a railway company throughout the year, the 
amount that may reasonably be considered to be. the railway 

company’s income for its taxation year ending in the year from 
the transportation of such of the taxpayer’s ore as is described in 
clause (b)(ii)(A), (B) or (C), 


exceeds the aggregate of the. taxpayer’s losses for the year from the 
sources described in paragraph (b), where the taxpayer’s incomes 
and losses are computed in accordance with the Act on the assump- 
tion that the taxpayer had during the year no incomes or losses ex- 
cept from those sources and was allowed no deductions in comput- 
ing the taxpayer’s income for the year other than 


(d) amounts deductible under section 66 of the Act (other than 
amounts in respect of foreign exploration and development ex- 
penses) or subsection 17(2) or (6) or section 29 of the Income 
Tax Application Rules, for the year; 


(e) the amounts deductible or deducted, as the case may be, 
under section 66.1, 66.2 (other than an amount that is in respect 
of a property described in clause 66(15)(c)(ii)(A) [66(15)“Cana- 
dian resource property”(b)(i)] of the Act), 66.4, 66.5 or 66.7 
(other than subsection (2) thereof) of the Act for the year; and 


(f) any other deductions for the year that can reasonably be re- 
garded as applicable ‘to the sources of income described in para- 
graph (b) or (b.1), other than a deduction under paragraph 
20(1)(ss) or (tt) of the Act or section: 1201 or subsection 
1202(2), 1203(1); 1207(1) or 1212(1). 

History: The opening words of subpara: 1204(1)(b)(i) amended, and subpara. 


1204(1)(b)(vi) added, by P.C. 1999-629, subsecs. 6(1) and (2), April 15, 1999, Canada 
Gazette, Part II, April 28, 1999, applicable to taxation years that begin after 1996. 


The opening words of subsec. 1204(1), cl. 1204(1)(b)()(B), and paras. 1204(1)(b.1) 
and (f) amended by P.C. 1996-1488, subsecs. 2(1) to (4), September 24, 1996, Canada 
Gazette, Part II, October 16, 1996; the opening words to subsec. (1) applicable to taxa- 
tion years that begin after December 20, 1991; cl. (b)(i)(B) applicable to taxation years 
that end after March 1985; para. (b.1) applicable to taxation years that begin after 1990; 
para._(f) applicable to taxation years that end after February 22, 1994. 


Para. 1204(1)(d) amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada Ga- 
zette, Part Il, November 30, 1994. 

Subpara, 1204(1)(b)(i) substituted by P.C. 1990-2780, subsec. 5(1), December 20, 
1990, Canada Gazette, Part II, January 16,1991, applicable to taxation years ending 
after March 1985. 

All that‘portion of subsec. 1204(1) between paras. (b.1) and (d) substituted by subsec. 
5(2) of the said P.C. 1990-2780, applicable to taxation years.commencing after 1987. 
Paras. 1204(1)(e), (f) substituted by subsec. 5(3) of the said P.C. 1990-2780, applicable 
to taxation years ending after February 17, 1987. 

Subpara..1204(1)(a)(i) substituted by P.C. 1990-162, subsec..3(1), February 1, 1990, 
Canada Gazette, Part II, February 14, 1990, applicable to taxation years commencing 
after 1984. 

Subpara. 1204(1)(b)(i) and para. (b.1) substituted by subsecs. 3(2) and (3) of the said 
P.C. 1990-162, applicable to taxation years ending after March 1985. 

Para. 1204(1)(e) substituted by subsec. 3(4) of the said P.C. 1990-162, applicable to 
1985, et seq. 

All that portion of para. 1204(1)(a) preceding subpara. (ii) and para. 1204(1)(e) substi- 
tuted, applicable to taxation years commencing after 1982; subparas. 1204(1)(b)(ii) to 
(v) substituted, applicable to taxation years commencing after November 12, 1981; 
para. 1204(1)(f) substituted, applicable to taxation years ending after April 19, 1983; all 


| that portion of subsec. 1204(1) following para. (b,1) and preceding para. (c), and para. 


(c) substituted, para. 1204(1)(c.1) added by P.C. 1985-465, subsecs. 5(1)-(5),. February 
14, 1985, Canada’ Gazette, Part Il, March 6, 1985. 

Paras. 1204(1)(a), (b.1), (e), (f) substituted, subpara. 1204(1)(b)(v) added by P.C. 1981- 
3329, subsecs. 5(1)-(4), (November 26, 1981, Canada Gazette, Part Il, December 9, 


1981, applicable, as to paras. 1204(1)(a), (e), in respect of taxation years ending after 
December. 11, 1979, as to subpara. 1204(1)(b)(v), in respect of 1981 et:seq. 


Subpara. 1204(1)(b)(v) revoked, para. 1204(1)(b.1) added by P.C. 1981-411, February 
19, 1981, Canada Gazette, Part Il, March 11, 1981, effective December 12, 1979. 


Para. 1204(1)(f) substituted by P.C. 1979-649, s. 3, March 8, 1979, Canada Gazette, 
Part II, March 28, 1979, effective for taxation years ending after April 10, 1978. 


Para. 1204(1)(a). substituted by P.C. 1978-1849, s..5, June 8, 1978, Canada Gazette, 
Part II, June 28, 1978, applicable to 1977 et seq. 


Selected Cases [Reg. 1204(1)]: 3850625 Canada Inc: v. R., [2010] 4 C.T.C. 2319 
(TCC) (Refund interest had close enough connection with production and processing to 
be included in appropriate income); ATCO. Electric Ltd. v. R., [2008] 4 C.T.C. 255 
(FCA) (Determination of stage requires examination of specific circumstances); Gulf 
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Canada Resources v. R., [1995] 1 C.T.C. 334 (FCA) (Production as “business” must 
include disposition of material by sale or otherwise). 


(1.1) [“Resource profits”] — For the purposes of this Part, “re- 
source profits” of a taxpayer for a taxation year means the amount, 
if any, by which the taxpayer’s gross resource profits for the year 
exceeds the total of 


(a) all amounts deducted in computing the taxpayer’s income for 
the year other than 


(i) an amount deducted in computing the taxpayer’s gross re- 
source profits for the year, 


(ii) an amount deducted under any of section 8, paragraphs 
20(1)(ss) and (tt), sections 60 to 64 and subsections 66(4), 
66.7(2) and 104(6) and (12) of the Act and section 1201 and 
subsections 1202(2), 1203(1), 1207(1) and 1212(1) in com- 
puting the taxpayer’s income for the year, 


(iii) an amount deducted under section 66.2 of the Act in 
computing the taxpayer’s income for the year, to the extent 
that it is attributable to any right, licence or privilege to store 
underground petroleum, natural gas or related hydrocarbons 
in Canada, 


(iv) an amount deducted in computing the taxpayer’s income 
for the year from a business, or other source, that does not 
include any resource activity of the taxpayer, and 


(v) an amount deducted in computing the taxpayer’s income 
for the year, to the extent that the amount 


(A) relates to an activity 
(I) that is not a resource activity of the taxpayer, and 
(II) that is 


1. the production, processing, manufacturing, dis- 
tribution, marketing, transportation or sale of any 
property, 

2. carried out for the purpose of earning income 
from property, or 


3. the rendering of a service by the taxpayer to an- 
other person for the purpose of earning income of 
the taxpayer, and 


(B) does not relate to a resource activity of the taxpayer, 
(b) all amounts each of which is the amount, if any, by which 


(i) the amount that would have been charged to the taxpayer 
by a person or partnership with whom the taxpayer was not 
dealing at arm’s length if the taxpayer and that person or 
partnership had been dealing at arm’s length 


(A) for the use after March 6, 1996 and in the year of a 
property (other than money) owned by that person or 
partnership, or 


(B) for the provision after March 6, 1996 and in the year 
by that person or partnership of a service to the taxpayer 


exceeds the total of 


(ii) the amount charged to the taxpayer for the use of that 
property or the provision of that service in that period, and 


(iii) the portion of the amount described in subparagraph (i) 
that, if it had been charged, would not have been deductible 
in computing the taxpayer’s resource profits, and 


(c) where the year ends after February 21, 1994, all amounts ad- 
ded under subsection 80(13) of the Act in computing the tax- 
payer’s gross resource profits for the year. 

Related Provisions: Reg. 1204(1.2) — Interpretation. 


History: Subsec. 1204(1.1) added by P.C. 1996-1488, subsec. 2(5), September 24, 
1996, Canada Gazette, Part II, October 16, 1996, applicable to taxation years that be- 
gin after December 20, 1991 except that, for each taxation year that began before July 
24, 1992, the amount determined under para. 1204(1.1)(a) is deemed to be equal to the 
amount determined by the formula 
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where 
A is the total that would otherwise be determined under that paragraph; 
B is the number of days in the year that are after July 23, 1992; and 
C is the number of days in the year. 


(1.2) [Interpretation for (1.1)] — For the purposes of paragraph 
(1.1)(b) and this subsection, 


(a) a taxpayer is considered not to deal at arm’s length with a 
partnership where the taxpayer does not deal at arm’s length 
with any member of the partnership; 


(b) a partnership is considered not to deal at arm’s length with 
another partnership where any member of the first partnership 
does not deal at arm’s length with any member of the second 
partnership; 


(c) where a taxpayer is a member, or is deemed by this para- 
graph to be a member, of a partnership that is a member of an- 
other partnership, the taxpayer is deemed to be a member of the 
other partnership; and 


(d) the provision of a service to a taxpayer does not include the 
provision of a service by an individual in the individual’s capac- 
ity as an employee of the taxpayer. 

History: Subsec. 1204(1.2) added by P.C. 1996-1488, subsec. 2(5), September 24, 


1996, Canada Gazette, Part II, October 16, 1996, applicable to taxation years that end 
after March 6, 1996. 


(2) [Income of a trust] — For greater certainty, for the purposes 
of this section, in computing the income or loss of a trust for a taxa- 
tion year from the sources described in paragraphs (1)(b) and (b.1), 
no deduction shall be made in respect of amounts deductible by the 
trust pursuant to subsection 104(6) or (12) of the Act. 


History: Subsec. 1204(2) substituted by P.C. 1985-465, subsec. 5(6), February 14, 
1985, Canada Gazette, Part II, March 6, 1985. 


(3) [Exclusions] — A taxpayer’s income or loss from a source 
described in paragraph (1)(b) does not include 


(a) any income or loss derived from transporting, transmitting or 
processing (other than processing described in clause 
(1)(b)(ii)(C), (iii)(C) or (iv)(C) or subparagraph (1)(b)(v) or (vi)) 
petroleum, natural gas or related hydrocarbons or sulphur from a 
natural accumulation of petroleum or natural gas; 


(b) any income or loss arising because of the application of para- 
graph 12(1)(z.1) or (z.2) or section 107.3 of the Act; and 


(c) any income or loss that can reasonably be attributable to a 
service rendered by the taxpayer (other than processing de- 
scribed in subparagraph (1)(b)(iii), (iv), (v) or (vi) or activities 
carried out by the taxpayer as a coal mine operator). 
History: Para. 1204(3)(b) amended by P.C. 2007-114, subsec. 3(1), February 1, 2007, 
Canada Gazette, Part Il, February 21, 2007, applicable to taxation years that begin after 
2006. } 
Paras. 1204(3)(a), (b) and (c) amended by P.C. 1999-629, subsecs. 6(3) and (4), April 
15, 1999, Canada Gazette, Part II, April 28, 1999, paras. (a) and (b) applicable to taxa- 
tion years that begin after 1996 and para. (c) applicable to taxation years that begin 
after March 6, 1996. 
Subsec. 1204(3) amended by P.C. 1996-1488, subsec. 2(6), September 24, 1996, Can- 
ada Gazette, Part II, October 16, 1996, applicable to taxation years that end after Feb- 
ruary 22, 1994, except that para. 1204(3)(c) does not apply to taxation years that began - 
before March 7, 1996. 


Subsec. 1204(3) substituted by P.C. 1985-465, subsec. 5(7), February 14, 1985, Can- 
ada Gazette, Part Il, March 6, 1985, applicable to taxation years commencing after 
November 12, 1981. 


Subsec. 1204(3) substituted by P.C. 1981-3329, subsec. 5(5), November 26, 1981, 
Canada Gazette, Part If, December 9, 1981, applicable in respect of 1981 ef seq. 


(4)-(6) [Repealed] 

History: Subsecs. 1204(4), (5) repealed by P.C. 2007-114, subsec. 3(2), February 1, 
2007, Canada Gazette, Part Il, February 21, 2007, applicable to taxation years that 
begin after 2003. 

Subsec. 1204(6) repealed by P.C. 1996-1488, subsec. 2(7), September 24, 1996, Can- 
ada Gazette, Part II, October 16, 1996, applicable to taxation years that begin after 
1990. 

That portion of subsec. 1204(6) preceding para. (a) substituted by P.C. 1990-162, sub- 
sec. 3(5), Canada Gazette, applicable to taxation years ending after March 1985. 
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Subsec. 1204(6) added by. P.C. 1981-411, February 19, 1981, Canada Gazette, Part II, 
March 11, 1981, effective in respect of the period before these Regulations are pub- 
lished in the Canada Gazette commencing December 12, 1979. 


Subsecs. 1204(4), (5) added by P.C. 1980-425, February 8, 1980, Canada Gazette, Part 
II, February 27, 1980, effective in respect of 1979 et seq. 


Selected Cases [Reg. 1204]: Gulf Canada Resources Ltd. v. R., [1996] 1 C.T.C. 55 
(TCC) (Bitumen and bituminous sands were “petroleum. . .or related hydrocarbons”). 


Definitions [Reg. 1204]: “amount” —ITA 248(1); “arm’s length” —ITA 251(1), 
Reg. 1204(1.2)(a), (b); “business” — ITA 248(1); “Canada” — ITA 255, Interpretation 
Act 35(1); “Canadian development expense” — ITA 66.2(5), 248(1), Reg. 1206(4)(b); 
“Canadian exploration and development expenses” —ITA 66(15), 248(1), Reg. 
1206(4)(b); “Canadian exploration expense” —ITA 66.1(6), 248(1), Reg. 1206(4)(b); 
“Canadian field processing” —ITA 248(1); “coal mine operator” — Reg. 1206(1); 
“disposition”, “employee” —ITA 248(1); “foreign exploration and development ex- 
penses” — ITA 66(15), 248(1); “gross resource profits” — Reg. 1204(1); “‘indivi- 
dual’* — ITA 248(1); “member” — Reg. 1204(1.2)(c); “mineral resource”, “oil or gas 
well” — ITA, 248(1); “ore” — Reg. 1206(1); “person” —ITA 248(1); “proceeds of 
disposition” — Reg. 1206(1); “production” —ITA  66(15), Reg. 1206(2); “pro- 
perty” — ITA 248(1); “provision of a service” — Reg. 1204(1.2)(d); “related” — ITA 
251(2)-(6); “resource”, “resource activity” — Reg. 1206(1); “resource profits” — Reg. 
1204(1.1); “share” — ITA 248(1); “tar sands ore” — Reg. 1206(1); “taxation year” — 
ITA 249; “taxpayer” —ITA 248(1); “trust” — ITA 104(1), 248(1), (3). 


1205. Earned depletion base — (1) For the purposes of this Part 
“earned depletion base” of a taxpayer as of a particular time means 
the amount by which 33'/3 per cent of the aggregate of 


(a) all amounts, in respect of expenditures (other than expendi- 
tures to acquire property under circumstances that entitled the 
taxpayer to.a deduction under section 1202 or would so entitle 
the taxpayer if the amounts referred to in paragraphs 1202(2)(a) 
and (b) were sufficient for the purpose).incurred by the taxpayer 
after November 7, 1969 and before the particular time, each of 
which was 


(i) a Canadian exploration and development expense or 
would have been such an expense if it had been incurred af- 
ter 1971 and was actually incurred before May 7, 1974, other 
than 


(A) a cost of borrowing capital, including any cost in- 
curred prior to. the commencement of carrying on.a busi- 
ness, that was a Canadian exploration expense or:an ex- 
ploration, prospecting and development expense,: as the 
case may be, of the taxpayer, 


(B) the cost to the taxpayer of any Canadian resource pro- 
perty acquired by the taxpayer, 


(C) a Canadian exploration and development expense that 
was incurred after a mine had come into production in 
reasonable commercial quantities and may reasonably be 
considered to be related to the mine or to a potential or 
actual extension thereof, 


(D) an expense that would have been described in clause 
(C) if it had been incurred after 1971, 


(E) an expense renounced by the taxpayer under subsec- 
tion 66(10) of the Act or subsection 29(7) of the Income 
Tax Application Rules, 


(F) an amount that, by virtue of subparagraph 
66(15)(b)(iv) [66(15)“Canadian exploration and develop- 
ment expenses’’(d)] of the Act, was a Canadian explora- 
tion and development expense or would have been such 
an expense if it had been incurred after 1971, if such 
amount was a cost or expense referred to in clause (A), 
(B), (C), (D) or (E) that was incurred by an association, 
partnership or syndicate referred to in that subparagraph, 
or 


(G)\ an» amount that, by virtue of subparagraph 
66(15)(b)(v) [66(15)“Canadian exploration and develop- 
ment expenses’’(e)] of the Act, was a Canadian explora- 
tion and development expense or would have been such 
an expense if it had been incurred after 1971, if such 
amount was a cost or expense referred to in clause (A), 
(B), (C), (D) or (E) that the taxpayer incurred pursuant to 
an agreement referred to in that subparagraph, 
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(ii) the stated percentage of a Canadian exploration expense 
other than 


(A) a cost of borrowing capital, including any cost in- 
curred prior to the commencement of carrying on a busi- 
ness, that was a Canadian exploration expense of the 
taxpayer, 


(B) an expense renounced by the taxpayer under subsec- 
tion 66(10.1) of the Act, 


(C) an amount that, by virtue of subparagraph 
66.1(6)(a)(iv) [66.1(6)“Canadian exploration —_ex- 
pense’’(h)] of the Act, was a Canadian exploration ex- 
pense, if such amount was an’ expense referred to in 
clause (A), (B), (E), (F), (G) or (H) that was incurred by a 
partnership referred to in that subparagraph, 


(D) an amount that, by virtue of subparagraph 
66.1(6)(a)(v) [66.1(6)“Canadian exploration expense’’(i)] 
of the Act, was a Canadian exploration expense, if such 
amount was an expense referred to in clause (A), (B), (E), 
(F), (G) or (H) that the taxpayer incurred pursuant to an 
agreement referred to in that subparagraph, 


(E) an amount. described in clause 66.1(6)(a)(ii)(B) 
[66.1(6)“Canadian exploration expense”’(c)(11)]_— or 
(ii.1)(B) [subpara. (d)(i)] of the Act, 


(F) an amount that was a Canadian exploration and devel- 
opment overhead expense of the taxpayer, 


(G) an amount that was a Canadian oil and gas explora- 
tion expense of the taxpayer, or 


(H) an expense described in subparagraph 66.1(6)(a)(iii) 
[66.1(6)“Canadian exploration expense’’(f)] of the Act in- 
curred after April 19, 1983, 


(iii) a Canadian development expense incurred before 1981 
other than 


(A) a cost of borrowing capital, including any cost in- 
curred prior to the commencement of carrying on a busi- 
ness, that was a Canadian development expense of the 
taxpayer, 


(B) an expense renounced. by the taxpayer under subsec- 
tion 66(10.2) of the Act, 


_(C) an amount referred to in subparagraph 66.2(5)(a)(iii) 
[66.2(5)““Canadian development expense”’(e)] of the Act, 


(D) an. amount that, by virtue of, subparagraph 
66.2(5)(a)(iv) [66.2(5)“Canadian .development = ex- 
pense’’(f)] of the Act, was a Canadian development ex- 
pense, if such amount was an expense referred to in 
clause (A), (B) or (C) that was incurred by a partnership 
referred to in that subparagraph, or 


(E) an -amount that, by virtue. of subparagraph 
66.2(5)(a)(v) > [66.2(5)“Canadian. development — ex- 
pense”’(g)] of the Act, was a Canadian development ex- 
pense, if such amount was an expense referred to in 
clause (A), (B), or (C) that the taxpayer incurred pursuant 
to an agreement referred to in that subparagraph, 


(iv) the stated percentage of the capital cost to the taxpayer 
of any processing property acquired by the taxpayer princi- 
pally for the purpose of 


(A) processing in Canada 


(I) ore, other than iron ore or tar sands ore, from a 
qualified resource to any stage that is not beyond the 
prime metal stage or its equivalent, 


(II) iron ore from a qualified resource to any stage that 
is not beyond the pellet stage or its equivalent, or 


(III) tar sands ore from a qualified resource to any 
stage that is not beyond the crude oil stage or its 
equivalent, or 
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(B) processing in Canada 


(I) ore, other than iron ore or tar sands ore, from an 
exporting resource beyond the furthest stage to which 
such ore or similar ore from that resource was ordina- 
rily processed in Canada before such acquisition but 
not beyond the prime metal stage or its equivalent, 


(II) iron ore from an exporting resource beyond the 
furthest stage to which such ore or similar ore from 
that resource was ordinarily processed in Canada 
before such acquisition but not beyond the pellet stage 
or its equivalent, or 


(IIL) tar sands ore from.an exporting resource beyond 
the furthest stage to which such ore or similar ore from 
that resource was ordinarily processed in Canada 
before such acquisition but not beyond the crude oil 
stage or its equivalent, 


(v) where the taxpayer is a corporation that incurred a Cana- 
dian oil and gas exploration expense in respect of conven- 
tional lands in a calendar year after 1980 and before 1984, 
the specified percentage for that year of such expense to the 
extent that it is not an amount or expense referred to in clause 
(ii)(A), (B) or (F) or an expense that would be referred to in 
clause (ii)(C) or (D) if the references in those clauses to 
“clause (A), (B), (E), (F), (G) or (H)” were read as “clause 
(A), (B) or (F)’”, or 


(vi) where the taxpayer is a corporation, 


(A) the specified percentage in respect of a Canadian oil 
and gas exploration expense in respect of non-conven- 
tional lands incurred in a calendar year after 1980 and 
before 1985 to the extent that it is not an amount or ex- 
pense referred to in clause (ii)(A), (B): or (F) or an ex- 
pense that would be referred to in clause (ii)(C) or (E) if 
the references in those clauses to “clause (A), (B), (E), 
(F), (G) or (H)” were read as “clause (A), (B) or (F)”’, 


(B) the stated percentage of a Canadian development ex- 
pense incurred after 1980 in respect of a qualified tertiary 
oil recovery project of the taxpayer to the extent that such 
expense is not 


(I) an amount or expense described in any of clauses 
(1i1)(A) to (E), 


(If) an amount that was a Canadian exploration and 
development overhead expense of the taxpayer, or 


(IIT) an eligible expense within the meaning of the Ca- 
nadian Exploration and Development Incentive Pro- 
gram Act in respect of which the taxpayer, a partner- 
ship of which the taxpayer was a member, a principal- 
business corporation of which the taxpayer was a 
shareholder or a joint exploration corporation of which 
the taxpayer was a shareholder corporation has re- 
ceived, is entitled to receive or may reasonably be ex- 
pected to receive at any time an incentive under that 
Act, 


(B.1) the stated percentage of a Canadian exploration ex- 
pense incurred after 1981 in respect of a qualified tertiary 
oil recovery project of the taxpayer that 


(I) would be referred to in subparagraph 66.1(6)(a)(ii) 
[66.1(6)“Canadian exploration expensé”(c)] or (ii.1) 
{[para. (d)] of the Act if subparagraph 66.1(6)(a)(ii) 
[66.1(6)“Canadian exploration expense’”(c)] were read 
without reference to clause (B) [subpara. (ii)] thereof, 
or 


(II) would be referred to in subparagraph 
66.1(6)(a)(iv) or (v) [66.1(6)“Canadian exploration 
expense’’(h) or (i)] of the Act if the Act were read 
without reference. to clause 66:1(6)(a)(ii)(B) 
[66.1(6)Canadian exploration expense’(c)(ii)] and 
subparagraphs 66.1(6)(a)(i), (i.1), (ii-2), (iii) and (iii.1) 


Income Tax Regulations 


[66.1(6)“Canadian exploration expense’’(a), (b); (e), 
(f) and (g)], 


other than the portion of such expense referred to in sub- 
clause (1) or (II) that is 


(IIL) described in any of clauses (ii)(A) to (D) and (B), 


(IV) included in the amount determined under subpar- 
agraph (v) or clause (vi)(A), 


(V) described in subclause (B)(II]), or 


(VI) an eligible expense within the meaning of the Ca- 
nadian Exploration Incentive Program Act in respect 
of which the taxpayer, a partnership of which the tax- 
payer was a member or a principal-business corpora- 
tion of which the taxpayer was a shareholder corpora- 
tion, has received, is entitled to receive or may 
reasonably be expected to receive at any time an in- 
centive under that Act, 


(C) the stated percentage of the capital cost to it of pro- 
perty that is tertiary recovery equipment, and 


(D) the stated percentage of the capital cost to it of pro- 
perty that is, or but for Class 41 of Schedule II would be, 
included in Class 10 in Schedule II by virtue of paragraph 
(u) of the description of that Class, other than the capital 
cost to it of property that had, before the property was 
acquired by it, been used for any purpose whatever by 
any person with whom it was not dealing at arm’s length, 


History: Cl. 1205(1)(a)(i)(E) amended by P.C. 1994-1817, s. 48, November 1, 1994, 
Canada Gazette, Part II, November 30, 1994. 


Those portions of para. 1205(1)(a) preceding subpara, (i), subparas. (1)(a)(ii) and 
(1)(a)(iv) preceding cl. (A) of each, and cls. (1)(a)(vi)(B) and (B.1) preceding subcl. (1) 
of each, substituted by P.C.. 1990-2780, subsecs. 6(1), (2), (3), (4), (6), December 20, 
1990, Canada Gazette, Part Il, January 16, 1991, applicable to taxation years ending 
after February 17, 1987. 


Subcl. 1205(1)(a)(vi)(B)(II) added by subsec. 6(5) of the said P.C. 1990-2780, appli- 
cable in respect of expenditures incurred after March 1987. 


That portion of cl. 1205(1)(a)(vi)(B.1) following subcl. (II) substituted by subsec. 6(7) 
of the said P.C. 1990-2780, applicable in respect of expenditures incurred after Septem- 
ber 1988. 


Cls. 1205(1)(a)(vi)(C), (D) substituted by subsec. 6(8) of the said P.C. 1990-2780, ap- 
plicable to 1988 et seq. 


Subcls. 1205(1)(a)(vi)(B.1)(D, (I) substituted by P.C. 1990-2256, s. 3) October 18, 
1990, Canada Gazette, Part II, November 7, 1990, applicable in respect of expenses 
incurred after March 1987. 


Cl. 1205(1)(a)(i)(B) substituted by P.C. 1990-162, s. 4, February 1, 1990, Canada Ga- 
zette, Part II, February 14, 1990, applicable to taxation years commencing after 1984. 


Subpara. 1205(1)(a)(v) substituted; cls. 1205(1)(a)(ii)(C), (D), (E), 1205(1)(a)(iv)(A) 
and (B), 1205(1)(a)(vi)(A) substituted; cl. 1205(1)(a)Gi)(H), 1205(1)(a)(vi)(B.1) added; 
that portion of cl. 1205(1)(a)(vi)(B) preceding subcl. (1) substituted by P.C. 1985-465, 
subsecs. 6(1)-(9), February 14, 1985, Canada Gazette, Part II, March 6, 1985, applica- 
ble, as to cls. 1205(1)(a)(ii)(C), (D),. (H) and subpara.:1205(1)(a)(v) with respect to 
expenses incurred after April 19, 1983; as to cls. 1205(1)(a)(iv)(A) and (B) with respect 
to’ property acquired or expenditures made, as the case may be, in taxation years com- 
mencing after November 12, 1981; as to cl. 1205(1)(a)(vi)(A), the renumbering of s. 
1205, and the substituted portion of cl. 1205(1)(a)(vi)(B), commencing January 1, 1981 
except that for the period before April 20, 1983, the reference to “in clause (ii)(A), (B) 
or (F)” or an expense that would be referred to in clause (ii)(C) or (D) if the references 
in those clauses to “clause (A), (B), (E), (F); (G) or (H)” were read as “clause (A), (B) 
or (F)” in 1205(1)(a)(vi)(A) shall be read as “in any of clauses (ii)(A) to (D) and (F)”; 
as to cl. 1205(1)(a)@i)(E), to 1984 et.seq.; as to cl. 1205(1)(a)(vi)(B.1), from January |, 
1982. 

All that portion of para. 1205(a) preceding subpara. (i), cls. 1205(a)(i)(A), (ii)(A), all 
that portion of subpara. 1205(a)(iii) preceding cl. (B).substituted, cls. 1205(a)(ii)(F), 
(G), subparas. 1205(a)(v), (vi) added by, P.C. 1981-3329, subsecs. 6(1)-(6), November 
26, 1981, Canada Gazette, Part Il, December 9, 1981, applicable as to that portion of 
para. 1205(a) preceding subpara. (i), in respect of taxation years ending after December 
11, 1979, as to cls. 1205(a)(ii)(F), (G)-and that portion of subpara. 1205(a)(iii) preced- 
ing cl. (A) and subparas. 1205(a)(v), (vi), effective January 1, 1981. 

Cls. 1205(a)(ii)(C), (iii)(D) substituted, effective December 6, 1979, cl: 1205(a)(ii)(E) 
added, effective May 6, 1974, subpara. 1205(a)(iv) substituted, by P.C. 1980-1483, s. 
3, June 5, 1980, Canada Gazette, Part II, June 25, 1980. 


(b) all amounts, in respect of expenditures (other than expendi- 
tures referred to in paragraph (a) or expenditures to acquire pro- 
perty under circumstances that entitled the taxpayer to a deduc- 
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tion under section 1202 or would so entitle the taxpayer if the 
amounts referred to in paragraphs 1202(2)(a) and (b) were suffi- 
cient for the purpose) incurred by the taxpayer after May 8, 1972 
and before the particular time, each of which was the stated per- 
centage of the capital cost to the taxpayer of property that is or, 
‘but for Class 41, would be included in Class 10 in Schedule II 

because of paragraph (k) of the description of that'Class and that 
was acquired for the purpose of processing in Canada 


(i) ore (other than iron ore or tar sands ore), after its extrac- 
tion from a mineral resource, to any stage that is not beyond 
the prime metal stage or its equivalent, 


(ii) iron ore, after its extraction from a mineral resource, to 
any stage that is not beyond the pellet stage or its equivalent, 
or 


(iii) tar sands ore, after its extraction from a mineral resource, 
to any stage that is not beyond the crude oil stage or its 
equivalent, 


other than the capital cost to him of property that had, before the 
property was acquired by the taxpayer, been used for any pur- 
pose whatever by any person with whom the taxpayer was not 
dealing at arm’s length, 

History: The opening words of para. 1205(1)(b) before subpara. (i) amended by P.C. 


1996-1488, subsec. 3(1), September 24, 1996, Canada Gazette, Part II, October 16, 
1996, applicable to 1988 et seq. 


That portion of para. 1205(1)(b) preceding subpara. (i) substituted by P.C. 1990-2780, 
subsec..6(9), December 20, 1990; Canada Gazette, Part II, applicable to taxation years 
ending after February 17, 1987. 


Para. 1205(1)(b) substituted by P:C. 1985-465, subsec. 6(10), February 14, 1985, Can- 
ada Gazette, Part Il; March 6, 1985, applicable with respect to property acquired or 
expenditures made, as the case may be, in taxation years commencing, after November 
12, 1981. 


Para. 1205(b) substituted by P.C. 1981-3329, subsec. 6(7), November 26, 1981, Can- 
ada Gazette, Part Il, December 9, 1981, effective commencing December 12, 1979. 


(c):all amounts, in'respect of expenditures (other than expendi- 
tures referred to in paragraph (a) or (b) or expenditures to ac- 
quire property under circumstances that entitled the taxpayer to 
a deduction under section 1202 or would so entitle the taxpayer 
if the amounts referred to in paragraphs 1202(2)(a) and (b) were 
sufficient for the purpose) incurred by the taxpayer before the 
particular time, each of which was the stated percentage of the 
capital cost to the taxpayer of property (other than property that 
had, before it was acquired by the taxpayer, been used for any 
purpose whatever by any person with whom the taxpayer was 
not dealing at arm’s length) that is included in Class 28 or para- 
graph (a) of Class 41, in Schedule II, other than property so 
included 


(i) by virtue of the first reference in Class 28 to paragraph. (1) 
of Class 10 in Schedule II, where the property was acquired 
by the taxpayer before November 17, 1978, 


(ii) by virtue of the reference in Class 28 to paragraph (m) of 
Class 10 in Schedule II, 


(iii) that is bituminous sands equipment acquired ey an indi- 
vidual, or 


(iv) that is bituminous sands equipment acquired by a corpo- 
ration before 1981, 


History: Para. 1205(1)(c) substituted by P.C. 1990-2780, subsec. 6(10), December 20, 
1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years ending 
after February 17, 1987 except that in its application to a taxation year ending before 
1988, the para. shall be read without reference to the words “or paragraph (a) of Class 
41”. 


Para. 1205(c) substituted by P.C. 1981-3329, subsec. 6(7), November 26, 1981, Can- 
ada Gazette, Part 11, December 9, 1981, effective, as to that portion of para. 1205(c) 
preceding subpara. (i), commencing December 12, 1979, and, as to subparas. 
1205(c)(iii), (iv), commencing January 1, 1981. 


Para. 1205(c) preceding (i) substituted by P.C. 1980-1483, subsecs. 3(4), (5), June 5, 
1980, Canada Gazette; Part Il, June 25, 1980. 


Para. 1205(c) substituted by P.C. 1979-649, s. 4, March 8, 1979, Canada Gazette, Part 
Il, March 28, 1979, effective for the period commencing April 11, 1978. 
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Para! 1205(c) substituted by P.C. 1978-344, s. 4, February 9, 1978, Canada Gazette, 
Part Il, February 22,1978, effective after March; 31, 1977. 
(d) all expenditures (other than expenditures referred to in para- 
graph (a), (b) or (c)) each of which was incurred by him before 
“November 8, 1969 relating to a mine that came into production 
in reasonable commercial quantities before that date and that 
were incurred for the purpose of 


(i) exploration in respect of, or 


(ii) development of the mine for the puirpose of gaining or 
producing income from the extraction of material from, 


a bituminous sands deposit, an oil sands deposit or an oil shale 
deposit, 

(d.1) three times the total of all amounts each of which is an 
amount equal to the lesser of 


(i) the. amount that would be determined under subsection 
1210(1) in computing the taxpayer’s income. for a taxation 
year that ends before the particular time, if the amount deter- 
mined for C under that subsection were nil, and 


(11) the amount determined for C under subsection 1210(1) in 
respect of the taxpayer for that year, and 
History: Para. 1205(1)(d.1) amended by P.C. 1996-1488, subsec. 3(2), September 24, 


1996, Canada Gazette Part II, October 16, 1996, applicable to taxation years that begin 
after December 20, 1991. 


Para. 1205(1)(d.1) added by P.C. 1985-465, subsec. 6(11), February 14, 1985, Canada 

Gazette Part II, March 6, 1985, applicable to 1984 et seq. 
(d.2) three times the aggregate of all amounts each of which is 
the specified amount determined under subsection 1202(4) in re- 
spect of the taxpayer for a taxation year ending after February 
17, 1987 and before the particular time, 

History: Para. 1205(1)(d.2) added by P:C, 1990-2780, subsec. 6(11); December 20, 


1990, Canada Gazette, Part II, January, 16, 1991, applicable to taxation years com- 
mencing after February 17, 1987. 


exceeds the aggregate of 


(e) all amounts. deducted, by. the taxpayer under section 1201 in 
computing his income for all taxation years ending after May. 6, 
1974 and before the particular time; 

History: Para. 1205(e) substituted by s. 6 of P.C. 1978-1849, June 8, 1978, rile, 

Gazette, Part II, June 28, 1978, applicable to taxation years ending after May 6, 1974, 
(f) 33'/3 per cent of the aggregate of all amounts, each of which 
is the stated percentage of a cost of borrowing capital, including 
any cost incurred prior to the commencement of carrying on a 
business, that was 


(i) included in the capital cost to him of depreciable property 
described in subparagraph (a)(iv), clause (a)(vi)(C) or (D) or 
paragraph (b) or (c), or 
(ii) an expenditure described in paragraph (d); 

History: That portion of para. 1205(1)(f) preceding subpara. (i) substituted by P.C. 


1990-2780, subsec. 6(12), December 20, 1990, Canada Gazette, Part II, January 16, 
1991, applicable to taxation’ years ending after February 17, 1987. 


Para. 1205(f) substituted by P.C. 1981-3329, subsec. 6(8), November 26, 1981, Canada 
Gazette, Part Il, December 9, 1981. 
(g) 33/3 per cent of the aggregate of all amounts, each of which 
is an amount 


(i) that became receivable by the taxpayer after April 28, 
1978 and before the earlier of December 12, 1979 and the 
particular time, and 


(ii) in. respect,of which the consideration given by the tax- 
payer therefor was a property (other than a share, or, a pro- 
perty that would have been a Canadian resource property if it 
had been acquired by the taxpayer at the time the considera- 
tion was given) or services, the cost of which may reasonably 
be regarded as having been primarily an expenditure that was 
added in computing 


(A) the taxpayer’s earned depletion base by reason of 
subparagraph (a)(i), (ii) or (i11) or paragraph (d), or 

(B) the earned depletion: base of an original owner of a 
property by reason of subparagraph (a)(i), (ii) or (iii) or 
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paragraph (d) as it applied to the original owner, where 
the taxpayer acquired the property in circumstances in 
which subsection 1202(2) applies, 


(h) 33'/ per cent of the aggregate of all amounts, each of which 
is 


(i) an amount in respect of a disposition of property (other 
than a disposition of property that had been used by the tax- 
payer to any person with whom the taxpayer was not dealing 
at arm’s length) of the taxpayer after April 28, 1978 and 
before the earlier of December 12, 1979 and the particular 
time, the capital cost of which was added in computing 


(A) the taxpayer’s earned depletion base by reason of 
subparagraph (a)(iv) or paragraph (b) or (c), or 


(B) the earned depletion base of an original owner of a 
property by reason of subparagraph (a)(iv) or paragraph 
(b) or (c) as it applied to the original owner, where the 
taxpayer acquired the property in circumstances in which 
subsection 1202(2) applies, and 


(ii) equal to the lesser of 
(A) the proceeds of disposition of the property, and 


(B) the capital cost of the property to the taxpayer, where 
clause (1)(A) applies, or the original owner, where clause 
(i)(B) applies, computed as if no amount had been in- 
cluded therein that is a cost of borrowing capital, includ- 
ing any cost incurred prior to the commencement of car- 
rying on a business, 


(i) any amount required by paragraph 1202(2)(b) (as it read in its 
application to taxation years ending before February 18, 1987) 
or paragraph 1202(3)(a) to be deducted at or before the particu- 
lar time in computing the taxpayer’s earned depletion base, 


History [Reg. 1205(1)(g)-{i)]: Paras. 1205(1)(g) to (i) substituted by P.C. 1990- 
2780, subsec. 6(13), December 20, 1990, Canada Gazette, Part II, January 16, 1991, 
applicable to taxation years ending after February 17, 1987. 


Paras. 1205(g), (h) substituted by P.C. 1981-3329, subsec. 6(8), November 26, 1981, 
Canada Gazette, Part Il, December 9, 1981, effective, as to para. 1205(g) and that por- 
tion of para. 1205(h) preceding subpara. (i), commencing December 12, 1979. 


All that portion of para. 1205(h) preceding subpara. (i) substituted by P.C. 1980-1483, 
s. 3, June 5, 1980, Canada Gazette, Part Il, June 25, 1980. 


Paras. 1205(g) to (i) added by P.C. 1979-649, s. 4, March 8, 1979, Canada Gazette, 
Part Il, March 28, 1979, effective for the period commencing April 29, 1978. 


(j) 33'4 per cent of the aggregate of all amounts, each of which 
is in respect of an amount of assistance or benefit in respect of 
Canadian exploration expenses or Canadian development ex- 
penses or that may reasonably be related to Canadian explora- 
tion activities or Canadian development activities, whether such 
amount is by way of a grant, subsidy, rebate, forgivable loan, 
deduction from royalty or tax, rebate of royalty or tax, invest- 
ment allowance or any other form of assistance or benefit that 


(i) the taxpayer before the particular time has received or was 
entitled to receive, or that the taxpayer at or after the particu- 
lar time becomes entitled to receive, or 


(ii) an original owner or predecessor owner of a property 
before the particular time has received or was entitled to re- 
ceive, or at or after the particular time becomes entitled to 
receive, where the original owner or the predecessor owner 
received, became entitled to receive or becomes entitled to 
receive that amount 


(A) at or after the time at which the property was acquired 
by the taxpayer in circumstances in which subsection 
1202(2) applies, and 


(B) before the time at which the taxpayer becomes a pred- 
ecessor owner of the property, 


Income Tax Regulations 


and that is equal to 


(iii) where the assistance or benefit was in respect of an 
amount added by reason of subparagraph (a)(ii) or clause 
(a)(vi)(B) or (B.1) in computing 


(A) the earned depletion base of the taxpayer (other than 
such portion thereof included in determining an amount 
described in paragraph 1202(2)(a) before the particular 
time), or 


(B) the portion of the earned depletion base of the original 
owner included in determining an amount described in 
paragraph 1202(2)(a) before the particular time, 


the stated percentage of the amount of the assistance or bene- 
fit, and 


(iv) where the assistance or benefit was in respect of an 
amount of Canadian oil and gas exploration expense added 
by reason of subparagraph (a)(v) or clause (a)(vi)(A) in 
computing 


(A) the earned depletion base of the taxpayer (other than 
such portion thereof included in determining an amount 
described in paragraph 1202(2)(a) before the particular 
time), or 


(B) the portion of the earned depletion base of the original 
owner included in determining an amount described in 
paragraph 1202(2)(a) before the particular time, 


the amount equal to the product obtained when the amount of 
the assistance or benefit is multiplied by the specified per- 
centage in respect of the expense for the calendar year in 
which the taxpayer or the original owner, as the case may be, 
incurred the expense, and 

History: Para. 1205(1)(j) substituted by P.C. 1990-2780, subsec. 6(13), December 20, 


1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years ending 
after February 17, 1987. 


Para. 1205(1)(j) substituted by P.C. 1985-465, subsec. 6(12), February 14, 1985, Can- 
ada Gazette, Part II, March 6, 1985, applicable commencing January 1, 1981 except 
that in respect of amounts that on or before March 6, 1985 become receivable, that part 
of para. 1205(1)(j) preceding subpara. (iii) shall be read as: 


(j) 333 per cent of the aggregate of all amounts, each of which is an amount of 
assistance or benefit described in subparagraph 66.1(6)(b)(ix) or 66.2(5)(b)(xi) of 
the Act that 


(i) the taxpayer before the particular time has received or was entitled to 
receive, or 


(ii) a predecessor before the particular time has received or was entitled to 
receive where the taxpayer is a successor corporation or second successor 
corporation, as the case may be, to the predecessor at the time the predeces- 
sor received or became entitled to receive that amount equal to. 


Para. 1205(j) added by P.C. 1981-3329, subsec. 6(9), November 26, 1981, Canada Ga- 
zette, Part II, December 9, 1981, applicable in respect of 1981 er seq. 


(k) the amount, if any, by which 


(i) the aggregate of all amounts that would be determined 
under paragraphs 1212(3)(d) to (i) 


exceeds 


(ii) the aggregate of all amounts that would be determined 
under paragraphs 1212(3)(a) to (c) i 


in computing his supplementary depletion base at the particular 
time. 
History: Para. 1205(1)(k) added by P.C. 1985-465, subsec. 6(13), February 14, 1985, 
Canada Gazette, Part II, March 6, 1985, applicable to 1984 et seg. except that the 
reference to “the amount” shall, for the 1984 taxation year, be read as “25 per cent of 
the amount”, for the 1985 taxation year, be read as “50 per cent of the amount”, and for 
the 1986 taxation year, be read as “75 per cent of the amount”. 
History [Reg. 1205(1)]: S. 1205 renumbered as subsec. 1205(1) by P.C. 1985-465, 


subsec. 6(1), February 14, 1985, Canada Gazette Part II, March 6, 1985, applicable 
from January 1, 1981. 


(2) Where an expense is incurred before the particular time referred 
to in subsection (1) and a person at or after the particular time be- 
comes entitled to receive an amount of assistance or benefit in re- 
spect of the expense, the amount of such assistance or benefit shall 
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be included in “the amount of the assistance or benefit” referred to 
in subparagraphs (1)(j)(iii) and (iv) as of the particular time. 
History: Subsec. 1205(2) added by P.C. 1985-465, subsec. 6(14), February 14, 1985, 


Canada Gazette, Part II, March 6, 1985, applicable to amounts that, after March 6, 
1985, become receivable. 


Selected Cases [Reg. 1205]: Alcan Aluminum y. R., [1998] 2. C.T.C. 1 (FCA) 
(Calculation of earned depletion base to be made at end of year). 

Definitions [Reg. 1205]: “amount” —ITA 248(1); “arm’s length” —ITA 251(1); 
“bituminous sands” — ITA 248(1); “bituminous sands equipment” — Reg. 1206(1); 
“business” — ITA 248(1); “calendar year” — Interpretation Act 37(1)(a); “Canada” — 
ITA, 255, Interpretation Act 35(1); “Canadian development expense” — ITA 66.2(5), 
248(1), Reg. 1206(4)(a); “Canadian exploration and development expenses” — ITA 
66(15), 248(1), Reg. 1206(4)(a); “Canadian exploration and development overhead ex- 
pense” — Reg. 1206( 1), (4.1); “Canadian exploration expense” — ITA 66.1(6), 248(1), 
Reg. 1206(4)(a); “Canadian oil and gas exploration expense” — Reg: 1206(1); “(Cana- 
dian resource property’ — ITA 66(15), 248(1); “commencement” — Interpretation Act 
35(1); “conventional lands” — Reg. 1206(1); “corporation” — ITA 248(1), Jnterpreta- 
tion Act 35(1); “depreciable property” —ITA 13(21), 248(1); “disposition” — ITA 
248(1); “disposition of property” — Reg. 1206(1); “earned depletion base” — Reg. 
1202(1), 1205(1); “exporting resource” — Reg. 1206(1); “individual” — ITA 248(1); 
“Joint exploration corporation” — ITA 66(15), Reg. 1206(2); “mine” — Reg. 1206(1); 
“mineral resource” —ITA 248(1); “non-conventional. lands”, “ore”, “original 
owner’ — Reg. 1206(1); “person” —ITA 248(1); “predecessor owner” — Reg. 
1206(1); “principal-business corporation” — ITA 66(15), Reg. 1206(2); “proceeds of 
disposition”, “processing property” — Reg. 1206(1); “production” —ITA 66(15), Reg. 
1206(2); “property” — ITA 248(1); “qualified resource”, “qualified tertiary oil recov- 
ery project? —Reg. 1206(1); “related” —ITA 251(2)-(6); “resource” — Reg. 
1206(1); “share”, “shareholder” —ITA 248(1); “shareholder corporation” — ITA 
66(15), Reg. 1206(2); “specified percentage”, “stated percentage” — Reg. 1206(1); 
“successor” — Reg. 1202(7); “supplementary depletion base” — Reg. 1212(2)-(4); 
“tar sands ore” — Reg. 1206(1); “taxation year’ —ITA 249; “taxpayer” —ITA 
248(1); “tertiary recovery equipment” — Reg. 1206(1). 


1206. Interpretation — (1) In this Part, 


“bituminous sands equipment” means property of a taxpayer that 


(a) is included in Class 28 or in paragraph (a) of Class 41 in 
Schedule II, other than property so included 


(i) by virtue of the first reference in Class 28 to paragraph (1) 
of Class 10 in Schedule II, where the property was acquired 
by the taxpayer before November 17, 1978, or 


(ii) by virtue of the reference in Class 28 to paragraph (m) of 
Class 10 in Schedule II, and 


(b) was acquired by the taxpayer after April 10, 1978 principally 
for the purpose of gaining or producing income from one or 
more mines, each of which is a location in a bituminous sands 
deposit, oil sands deposit or oil shale deposit from which mate- 
rial is extracted; 

History: Para. (a) of “bituminous sands equipment” in subsec. 1206(1) substituted by 


P.C. 1990-2780, subsec. 7(1), December 20, 1990, Canada Gazette, Part II, January 16, 
1991, applicable to 1988 et seq. 


Definition of “bituminous sands equipment” added to subsec. 1206(1) by P.C. 1979- 
649, s. 5, March 8, 1979, Canada Gazette, Part II, March 28, 1979, effective for the 
period commencing April 11, 1978. 


“Canadian exploration and development overhead expense”’ of 
a taxpayer means a Canadian exploration expense or a Canadian 
development expense of the taxpayer made or incurred after 1980 
that is not a Canadian renewable and conservation expense (in this 
definition having the meaning assigned by subsection 66.1(6) of the 
Act) nor'a taxpayer’s share of a Canadian renewable and conserva- 
tion expense incurred by a partnership and 


(a) that was in respect of the administration, management or fi- 
nancing of the taxpayer, 


(b) that was in respect of the salary, wages or other remuneration 
or related benefits paid in respect of a person employed by the 
taxpayer whose duties were not all or substantially all directed 
towards exploration or development activities, 


(c) that was in respect of the upkeep or maintenance of, taxes or 
insurance in respect of, or rental or leasing of, property other 
than property all or substantially all of the use of which by the 
taxpayer was for the purposes of exploration or development ac- 
tivities, or 
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(d) that may reasonably be regarded as having been in respect of 


(i) the use of or the right to use any property in which any 
person who was connected with the taxpayer had an interest, 


(ii) compensation for the performance of a service for the 
benefit of the taxpayer by any person who was connected 
with the taxpayer, or 


(iii) the acquisition of any materials, parts or supplies from 
any person who was connected with the taxpayer 


to the extent that the expense exceeds the least of amounts, each 
of which was the aggregate of the costs incurred by a person 
who was connected with the taxpayer 

(iv) in respect of the property, 

(v) in respect of the performance of the service, or 

(vi) in respect of the materials, parts or supplies; 


Related Provisions: Reg. 1206(4.2) — Prescribed CEDOE; Reg. 1206(5) — Mean- 
ing of “connected” and “costs incurred by a person’. 


History: The opening words of the definition Canadian exploration and development 


_ overhead expense” in subsec. 1206(1) amended by P.C. 2000-1331, subsec. 3(1), Au- 


gust 23, 2000, Canada Gazette, Part Il, September 13, 2000, applicable to expenses 
incurred after December 5, 1996. 


Paras. (b) and (c) of “Canadian exploration and development overhead expense” substi- 
tuted by P.C. 1985-465, s. 7, February 14, 1985, Canada Gazette, Part II, March 6, 
1985, effective commencing January 1, 1981 


“Canadian exploration and development overhead expense” added by P.C. 1981-3329, 
s. 7, November 26, 1981; Canada Gazette, Part I], December 9; 1981, effective com- 
mencing January 1, 1981. 


“Canadian oil and gas exploration expense” of a taxpayer means 
an outlay or expense made or incurred after 1980 that would be a 
Canadian exploration expense of the taxpayer within the meaning 
assigned by paragraph 66.1(6)(a) [66.1(6)“Canadian exploration ex- 
pense’’] of the Act if that paragraph were read without reference to 
subparagraphs (ili) and (iii.1) [paras. (f) and (g)] thereof and if the 
reference in subparagraphs (iv) and (v) [paras. (h) and (1)] thereof to 
“any of subparagraphs (1) to (ii1.1) [paras. (a) to (g)]” were read as a 
reference to “any of subparagraphs (i) to (ii.2) [paras. (a) to (e)]’, 
other than an outlay or expense that was a Canadian exploration 
expense by virtue of clause 66.1(6)(a)(i)(B) or (ii.1)(B) 
[66.1(6)“Canadian exploration expense”(c)(ii) or (d)(ii)] of the Act 
that was in respect of a qualified tertiary oil recovery project; 

History: Paras. (b) and (c) of “Canadian oil and gas exploration .expense”’ substituted, 


by P.C. 1985-465, s. 7, February 14, 1985, Canada Gazette, Part II, March 6, 1985, 
effective commencing January 1, 1981. 


“Canadian oil and gas exploration expense” added by P.C. 1981-3329, s. 7, November 
26, 1981, Canada Gazette, Part Il, December 9, 1981, effective commencing January 1, 
1981. 


“coal mine operator’ means a person who undertakes all or sub- 
stantially all of the activities involved in the production of coal 
from a resource; 

Related Provisions: Reg. 1104(2)“coal mine operator” — Same definition for capi- 
tal cost allowance. 


History: The definition “coal mine operator” added to subsec. 1206(1) by P.C. 1999- 
629, subsec. 7(5), April 15, 1999, Canada Gazette, Part II, April 28, 1999, applicable 
after March 6, 1996. 


“conventional lands” means lands situated in Canada. other than 
non-conventional lands; 


“disposition of property” has the meaning assigned by paragraph 
13(21)(c) [13(21)“disposition of property”’] of the Act; 

History: Definition of “disposition of property” added to subsec. 1206(1) by P.C. 
1979-649, s. 5, March 8, 1979, Canada Gazette, Part Il, March 28, 1979, effective for 
the period commencing April 11, 1978. 


“enhanced recovery equipment” means property of a taxpayer 
that 


(a) is included in Class 10 in Schedule ID by virtue of paragraph 
(j) of the description of that Class, and 


(b) was acquired by the taxpayer after April 10, 1978 and before 
1981 for use in the production of oil, from a reservoir or a de- 
posit of bituminous sand, oil sand or oil shale in Canada oper- 
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ated by the taxpayer, that is incremental to oil that would be re- 
covered using primary recovery techniques alone, 


other than property 


(c) used by the taxpayer as part of a primary recovery process 
prior to the use described in paragraph (b), 


(d) that had, before it was acquired by the taxpayer, been used 
for any purpose whatever by any person with whom the taxpayer 
was not dealing at arm’s length, or 


(e) that has been used by any person before April 11, 1978 in the 
production of oil, from a reservoir in Canada, that is incremental 
to oil that would be recovered using primary recovery tech- 
niques alone; 


History: “Enhanced recovery equipment” substituted by P.C. 1990-2780, subsec. 7(2), 
deemed in force as of April 11, 1978. 


Para. (b) of “enhanced recovery equipment” substituted by P.C. 1981-3329, s. 7, No- 
vember 26, 1981, Canada Gazette, Part II, December 9, 1981, effective commencing 
January 1, 1981. 


Para. (c) of “enhanced recovery equipment” substituted by P.C. 1980-1483, s. 4, June 
5, 1980, Canada Gazette, Part II, June 25, 1980, effective April 11, 1978. 


Definition of “enhanced recovery equipment” added to subsec. 1206(1) by P.C. 1979- 
649, s. 5, March 8, 1979, Canada Gazette, Part Il, March 28, 1979, effective for the 
period commencing April 11, 1978. 


“exempt partnership” — [Repealed] 


History: “Exempt partnership” repealed by P.C. 2007-114, subsec. 4(1), February 1, 
2007, Canada Gazette, Part Il, February 21, 2007, applicable to taxation years that 
begin after 2006. 


The definition “exempt partnership” added to subsec. 1206(1) by P.C. 1996-1488, sub- 
sec. 4(3), September 24, 1996, Canada Gazette, Part II, October 16, 1996, applicable to 
fiscal periods of partnerships that begin after December 20, 1991. 


“exporting resource” means, in relation to a particular processing 
property of a taxpayer, a resource the ore or any portion thereof 
produced. from which during the year immediately preceding the 
day on which the property was acquired by the taxpayer was ordi- 
narily processed outside Canada to any stage that is not beyond the 
prime metal stage or its equivalent; 


“mine” means any location where material is extracted from a re- 
source but does not include a well for the extraction of material 
from a deposit of bituminous sand, oil sand or oil shale; 


History: “Mine” substituted by P.C. 1980-1483, s. 4, June 5, 1980, Canada Gazette, 
Part If, June 25, 1980, effective April 11, 1978. 


‘non-conventional lands” means lands that belong to Her Majesty 
in right of Canada, or in respect of which Her Majesty in right of 
Canada has the right to dispose of or exploit the natural resources, 
situated in 


(a) the Yukon Territory, the Northwest Territories, or Sable Is- 
land, or 


(b) those submarine areas, not within a province, adjacent to the 
coast of Canada and extending throughout the natural prolonga- 
tion of the land territory of Canada to the outer edge of the con- 
tinental margin or to a distance of two hundred nautical ‘miles 
from the baselines from which the breadth of the territorial sea 
of Canada is measured, whichever is the greater; 

History: Paras. (b) and (c) of “non-conventional lands” substituted by P.C. 1985-465, 


s. 7, February 14, 1985, Canada Gazette, Part Il, March 6, 1985, effective commencing 
January 1, 1981. 


“Non-conventional lands” added by P.C. 1981-3329, s. 7, November 26, 1981, Canada 
Gazette, Part Il, December 9, 1981, effective commencing January 1, 1981. 


“ore” includes ore from a mineral resource that has been processed 
to any stage that is prior to the prime metal stage or its equivalent; 


“original owner” of a property means a person 


(a) who owned the property and disposed of it to a corporation 
that acquired it in circumstances in which subsection 1202(2) 
applies, or would apply if the corporation had continued to own 
the property, to the corporation in respect of the property, and 


(b) who would, but for paragraph 1202(2)(b) (as it read in its 
application to taxation years ending before February 18, 1987) 


Income Tax Regulations 


or paragraph 1202(3)(a), as the case may be, be entitled in com- 
puting the person’s income for a taxation year ending after the 
person disposed of the property to a deduction under section 
1201 in respect of expenditures that were incurred by the person 
before the person disposed of the property; 


History: “Original owner” added by P.C. 1990-2780, subsec. 7(5), applicable to taxa- 
tion years ending after February 17, 1987. 


“predecessor owner” of a property means a corporation 


(a) that acquired the property in circumstances in which subsec- 
tion 1202(2) applies, or would apply if the corporation had con- 
tinued to own the property, to the corporation in respect of the 
property, 

(b) that disposed of the property to another corporation that ac- 
quired it in circumstances in which subsection 1202(2) applies, 
or would apply if the other corporation had continued to own the 
property, to the other corporation in respect of the property, and 


(c) that would, but for subsection 1202(10), be entitled in com- 
puting its income for a taxation year after it disposed of the pro- 
perty to a deduction under subsection 1202(2) in respect of ex- 
penditures incurred by an original owner of the property; 


History: “Predecessor owner’ added by P.C. 1990-2780, subsec. 7(5), applicable to 
taxation years ending after February 17, 1987. 


“primary recovery” means the recovery of oil from a reservoir as 
a result of utilizing the natural energy of the reservoir to move the 
oil toward a producing well; 

History: Definition of “primary recovery” added to subsec. 1206(1) by P.C. 1979-649, 


s. 5, March 8, 1979, Canada Gazette, Part II, March 28, 1979, effective for the period 
commencing April 11, 1978. 


“proceeds of disposition” of property has the meaning assigned by 
paragraph 13(21)(d) [13(21)“proceeds of disposition’] of the Act; 
History: Definition of “proceeds of disposition” added to subsec. 1206(1) by P.C. 


1979-649, s. 5, March 8, 1979, Canada Gazette, Part II, March 28, 1979, effective for 
the period commencing April 11, 1978. 


‘‘processing property” means property 


(a) that is included in Class 10 of Schedule II because of para- 
graph (g) of the description of that Class or would be so in- 
cluded if that paragraph were read without reference to subpara- 
graph (ii) of that paragraph and Schedule II were read without 
reference to Class 41, or 


(b) that is included in Class 10 in Schedule II because of para- 
graph (k) of the description of that Class or would be so in- 
cluded if that paragraph were read without reference to the 
words following subparagraph (ii) of that paragraph and Sched- 
ule II were read without reference to Class 41, 


other than property that had, before it was acquired by a taxpayer, 
been used for any purpose whatever by any person with whom the 
taxpayer was not dealing at arm’s length; 

History: Paras. (a) and (b) of the definition “processing property” in subsec. 1206(1) 
amended by P.C. 1996-1488, subsec. 4(1), September 24, 1996, Canada Gazette, Part 
II, October 16, 1996, applicable to 1988 et seq. 


“production royalty’? — [Repealed] 
Related Provisions: Reg. 1206(9) — Crown royalty. 


History: Para. (b) of “production royalty” amended by’ P.C. 2007-114, subsec. 4(2), 
February 1, 2007, Canada Gazette, Part Il, February 21, 2007, applicable to royalties 
paid after December 20, 2002 in.taxation years that begin before 2007. 


“Production royalty” repealed by the said P.C. 2007-114, subsec. 4(1), applicable to 
taxation years that begin after 2006. 


Subpara. (a)(ii) of “production royalty” in subsec. 1206(1) amended by P.C. 1996- 
1488, subsec. 4(2), September 24, 1996, Canada Gazette, Part Il, October 16, 1996, 
applicable in respect of rentals and royalties computed by reference to the amount or 
value of petroleum, natural gas or related hydrocarbons produced after June 30, 1988. 


Para. (b) of “production royalty” in subsec. 1206(1) amended by P.C. 1992-2335, Sch. 
II, s. 2, November 19, 1992, Canada Gazette, Part II, December 2, 1992, effective 
December 2, 1992. 


“Production royalty” substituted by P.C. 1990-2780, subsec. 7(3), applicable (by sub- 
sec. 15(13), as amended by P.C. 1992-2335, Sch. I, s. 3, November 19, 1992, Canada 
Gazette Part Il, December 2, 1992) in respect of rentals and royalties computed by 
reference to the amount or value of petroleum, natural gas or related hydrocarbons pro- 
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duced after June 30, 1988, except that in its application to rentals and royalties com- 

puted by reference to the amount or value of petroleum, natural gas or related hydrocar- 

bons produced before November 16, 1989 the definition shall be read as follows: 

“production royalty” means an amount included in computing the income of a 

taxpayer as a rental or royalty computed by reference to the amount or value of 
petroleum, natural gas or related hydrocarbons produced after 1981 from a natu- 
ral accumulation of petroleum or natural gas in Canada (other than a resource) or 
from an oil or gas well in Canada, or produced after June, 1988 from a resource 
that is a bituminous sands deposit, oil sands deposit or oil ‘shale deposit, if 


(a) the taxpayer has a Crown royalty in respect of 
(i) such production, or 


(ii) the ownership of property to which’ such production relates where 
the Crown royalty is computed by reference to‘an amount of production 
from the property, or 


() the taxpayer would, but for.an exemption or allowance (other than a rate 
of nil) that is provided, pursuant to a statute, by a person referred to in sub- 
paragraph 18(1)(m)(i), (ii) or (iii) of the Act, have a Crown royalty referred 
to)in paragraph (a); 
That portion of “production royalty” preceding para. (a) substituted by P.C. 1990-162, 
subsec. 5(1), applicable to taxation years ending after March 1985. 


The definition “production royalty” added by P.C. 1985-465, s. 7, February 14, 1985, 
Canada Gazette, Part Il, March 6, 1985, effective January 1, 1982. 


“qualified resource” means, in relation to a particular processing 
property of a taxpayer, a. resource that, within a reasonable time af- 
ter the property was acquired by him, 


(a) came into production in reasonable Braenareal quantities, or 


(b) was the subject of a major expansion whereby the greatest 
designed. capacity, measured in weight of input of ore, of the 
mill that processed ore from the resource was not less, than 25% 
greater in the year immediately following the expansion than it 
was in the year immediately preceding the expansion; 

History: The definition “qualified resource’ amended to substitute “weight”, for 


“tons”, by P.C. 2000-1331, subsec. 3(2), August 23, 2000, Canada Gazette, Part I, 
Septeniber 13, 2000, applicable to expansions commencing after September 13, 2000. 


“qualified tertiary oil recovery project” in respect of an expense 
incurred in a taxation year means a project that uses a method (in- 
cluding a method that uses carbon dioxide miscible, hydrocarbon 
miscible, thermal or chemical processes but not including a secon- 
dary recovery method) that is designed to recover oil from’ an oil 
well in Canada that is incremental to oil that would be recovered 
therefrom by primary recovery and a secondary recovery method, if 


(a) a specified royalty provision applies in the year or in the im- 

mediately following taxation year in respect of the production, if 

any, or any portion thereof from the project or in respect of the 
ownership of property to which such production relates, 


(b) the project is on a reserve within the meaning of the Indian 
Act, or 


(c) the project is located in the Province of Ontario; 
Related Provisions: Reg. 1206(8) — Specified royalty provision; Reg. 1206(8.1) — 
Timing for para. (a). 


History: “Qualified tertiary oil recovery project” was added by P.C. 1985-465, s. 7, 
February 14, 1985, Canada Gazette, Part Il, March.6, 1985. The definition “qualified 
tertiary oil recovery project” (corrected by. Canada: Gazette, Part II, June 26, 1985, p. 
2797) is applicable with respect to expenses incurred after 1980, except that for ex- 
penses incurred before 1982 the definition shall be read as follows: 


“qualified tertiary oil recovery project” in respect of an expense incurred in a 
taxation year means a project that uses a method (including a method that uses 
carbon dioxide miscible, hydrocarbon miscible, thermal or chemical processes 
but not including a secondary recovery method) that is designed to recover oil 
from an oil well in Canada that is incremental to ‘oil that would be recovered 
therefrom by primary recovery and a secondary recovery method; 


“resource” means any mineral resource in Canada; 


“resource activity” of a taxpayer means 


(a) the production by the taxpayer of petroleum, natural gas or 
related hydrocarbons or sulphur from 


(i) an oil or gas well in Canada, or 


(ii). a natural accumulation (other than:a mineral resource) of 
petroleum or natural gas in Canada, 
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(b) the production and processing in Canada by the taxpayer or 
the processing in Canada by the taxpayer of 


(i) ore (other than iron ore or tar sands ore) from a mineral 
resource in Canada to any stage that is not beyond the prime 
metal stage or its equivalent, 


(ii) iron ore from a mineral resource in Canada to any stage 
that is not beyond the pellet stage or its equivalent, and 


(iii) tar sands ore from a mineral resource in Canada to any 
stage that is not beyond the crude oil stage or its equivalent, 


(c) the processing in Canada by the taxpayer of heavy crude oil 
recovered from an oil or gas well in Canada to any stage that is 
not beyond the crude oil stage or its equivalent, 


(c.1) Canadian field processing carried on by the taxpayer; ’ 
(d) the processing in Canada by the taxpayer of 


(i) ore (other than iron ore or tar sands ore) from a mineral 
resource Outside Canada to any stage that is not beyond the 
prime metal stage or its equivalent, 


(ii) iron ore from a mineral resource outside Canada to any 
stage that is not beyond the pellet stage or its equivalent, and 


(iii) tar sands ore from a mineral resource outside Canada to 
any stage that is not beyond the crude oil stage or. its 
equivalent, or 


(e) the ownership by the taxpayer of a right to a rental or royalty 
computed ‘by reference to the amount or value of production 
from a natural accumulation of petroleum or natural gas in Can- 
ada, an oil or gas well in Canada or a mineral resource in 
Canada, 


and, for the purposes of this definition, 


(f) the production of a substance by a taxpayer includes explora- 
tion and development activities of the taxpayer with respect to 
the substance, whether or not extraction of the substance has be- 
gun or will ever begin, 


(g) the production or the processing, or the production and 
processing, of a substance by a taxpayer includes activities per- 
formed by the taxpayer that are ancillary to, or in support of, the 
production or the processing, or the production and processing, 
of that substance by the taxpayer, 


(h) the production or processing of a substance by a taxpayer 
includes an activity (including the ownership of property) that is 
undertaken before the extraction of the substance and that is un- 
dertaken for the purpose of extracting sor. processing the 
substance, 


(i) the production or the processing, or the production and 
processing, of a substance by a taxpayer includes activities that 
the taxpayer undertakes as a consequence of the production or 
the processing, or the production and processing, of that sub- 
stance, whether or not the production, the processing or the pro- 
duction and processing of the substance has ceased, and 


(j) notwithstanding paragraphs (a) to°(i), the production, the 
processing or the production and processing of a substance does 
not include any activity of a taxpayer that is part of a source 
described in paragraph 1204(1)(b), where 
(i) the activity 
(A) is the transporting, transmitting or processing (other 
than processing described in subparagraph 1206(1)“re 
source activity”(b) (iii), paragraph 1206(1)“resource ac- 
tivity’(c) or (c.1) or subparagraph 1206(1)“resource ac- 
tivity’(d) (iii)) ‘of petroleum, natural gas’ or related 
hydrocarbons or of sulphur, or 


(B) can reasonably be attributed to a service rendered by 
the taxpayer, and 
(ii) revenues derived from the activity are not taken into ac- 
count in computing the taxpayer’s gross resource profits; 


History: The opening words of para. (a) and cl. (j)(i)(A) amended, and para. (c.1) 
added to the definition “resource activity” in’subsec. 1206(1) by P:C. 1999-629, sub- 
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secs. 7(1) to (3), April 15, 1999, Canada Gazette, Part I, April 28, 1999, applicable to 
taxation years that begin after 1996. 


The definition “resource activity” added to subsec. 1206(1) by P.C. 1996-1488, subsec. 
4(3), September 24, 1996, Canada Gazette, Part Il, October 16, 1996, applicable to 
taxation years that begin after December 20, 1991. 


“secondary recovery method” means a method to recover from a 
reservoir oil that is incremental to oil that would be recovered there- 
from by primary recovery, by supplying energy to supplement or 
replace the natural energy of the reservoir through the use of techni- 
cally proven methods, including waterflooding; 


History: “secondary recovery method” added by P.C. 1985-465, s. 7, February 14, 
1985, Canada Gazette, Part II, March 6, 1985, effective January 1, 1981. 


“specified development well’? — [Revoked] 


History: The definition “specified development well” revoked by P.C. 1985-465, s. 7, 
February 14, 1985, Canada Gazette, Part II, March 6, 1985, effective January 1, 1981. 


“Specified development well” added by P.C. 1981-3329, s. 7, November 26, 1981, 
Canada Gazette, Part Il, December 9, 1981, effective commencing January 1, 1981. 


“specified percentage” for a calendar year 


(a) in respect of a Canadian oil and gas exploration expense of a 
taxpayer for that year incurred in respect of conventional lands 
means, 


(i) for the 1981 calendar year, 100 per cent, — 
(ii) for the 1982 calendar year, 60 per cent, and 
(iii) for the 1983 calendar year, 30 per cent, and 


(b) in respect of a Canadian oil and gas exploration expense of a 
taxpayer for that year incurred in respect of non-conventional 
lands means, 


(i) for the 1981 and 1982 calendar years, 100 per cent, 
(ii) for the 1983 calendar year, 60 per cent, and 


(iii) for the 1984 calendar year, 30 per cent; 


History: Paras. (b) and (c) of “specified percentage” substituted by P.C. 1985-465, s. 
7, February 14, 1985, Canada Gazette, Part Il, March 6, 1985, effective January 1, 
1981. 


“Specified percentage” added by P.C. 1981-3329, s. 7, November 26, 1981, Canada 
Gazette, Part I], December 9, 1981, effective commencing January 1, 1981. 


“specified property” of a person means all or substantially all of 
the property used by the person in carrying on in Canada such of 
the businesses described in subparagraphs 66(15)(h)(i) to (vii) 
[66(15)“principal-business corporation”(a) to (g)] of the Act as 
were carried on by the person; 


History: “Specified property” added by P.C. 1990-2256, subsec. 4(1), October 18, 
1990, Canada Gazette, Part II, November 7, 1990, applicable after 1984. 


“specified royalty” — [Repealed] 
Related Provisions: ITA 248(10) — Series of transactions. 


History: “Specified royalty” repealed by P.C. 2007-114, subsec. 4(1), February 1, 
2007, Canada Gazette, Part II, February 21, 2007, applicable to taxation years that 
begin after 2006. 


The definition “specified royalty” added to subsec. 1206(1) by P.C. 1999-629, subsec. 
7(5), April 15, 1999, Canada Gazette, Part II, April 28, 1999, applicable after March 6, 
1996 except that, with respect to a royalty created after March 6, 1996 and before De- 
cember 6, 1996 (or after March 6, 1996 and before 1998 pursuant to an agreement in 
writing made on or before December 5, 1996) if any of the parties to the royalty so 
elect in writing filed with the Minister of National Revenue before July 1, 1999, the 
definition “specified royalty” shall be read as follows in respect of the royalty: 


“specified royalty” means a royalty (other than a production royalty) created af- 
ter March 6, 1996 (otherwise than pursuant to an agreement in writing made 
before March 7, 1996) where 


(a) any amount paid or payable to the holder of the royalty because of the 
holder’s interest in the royalty is calculated with reference to any expense, or 


(b) an arrangement involving the reimbursement of, contribution to or allow- 
ance for, any expense has been made after March 6, 1996 and it is reasona- 
ble to consider that one of the reasons for the arrangement is to avoid the 
application of paragraph (a) in respect of the royalty; 


Income Tax Regulations 


“stated percentage” means 


(a) where the taxpayer is an individual other than a trust, in re- 
spect of subparagraph 1203(2)(a)(i), 


(i) 100 per cent in respect of an expenditure incurred before 
1989, 


(ii) 50 per cent in respect of an expenditure incurred after 
1988 and before 1990, and 


(iii) O per cent in respect of an expenditure incurred after 
1989, 


(b) in respect of subparagraph 1203(2)(a)(i) (where paragraph 
(a) is not applicable) and paragraphs 1205(1)(a), (b), (c) and (f) 


(i) 100 per cent in respect of an expenditure incurred or a 
cost incurred in borrowing capital before July 1, 1988, 


(ii) 50 per cent in respect of an expenditure incurred or a cost 
incurred in borrowing capital after June 30, 1988 and before 
1990, and 


(111) 0 per cent in respect of an expenditure incurred or a cost 
incurred in borrowing capital after 1989, 


(c) where the taxpayer is an individual other than a trust, in re- 
spect of subparagraph 1203(2)(a)(ii) and subsection 1203(4), 


(i) 100 per cent in respect of any assistance that relates to 
expenditures incurred before 1989, 


(ii) 50 per cent in respect of any assistance that relates to 
expenditures incurred after 1988 and before 1990, and 


(iii) 0 per cent in respect of any assistance that relates to ex- 
penditures incurred after 1989, and 
(d) in respect of subparagraph 1203(2)(a)(ii) (if paragraph (c) is 
not applicable), subsection 1203(4) (if paragraph (c) is not appli- 
cable) and subparagraph 1205(1)(j)(iii), 
(i) 100 per cent in respect of any assistance or benefit that 
relates to expenditures incurred before July 1, 1988, 


(ii) 50 per cent in respect of any assistance or benefit that 
relates to expenditures incurred after June 30, 1988 and 
before 1990, and 


(iii) O per cent in respect of any assistance or benefit that 
relates to expenditures incurred after 1989; 


History: The opening words of para. (d) amended by P.C. 1999-629, subsec. 7(4), 
April 15, 1999, Canada Gazette, Part Il, April 28, 1999, applicable to 1999 et seg. 


“Stated percentage” added by P.C. 1990-2780, subsec. 7(5), applicable to taxation 
years ending after February 17, 1987. 


“tar sands ore” means ore extracted, other than through a well, 
from a mineral resource that is a deposit of bituminous sand, oil 
sand or oil shale; 

History: “Tar sands ore” added by P.C. 1985-465, s. 7, February 14, 1985, Canada 


Gazette, Part II, March 6, 1985, applicable to taxation years commencing after Novem- 
ber 12, 1981. 


“tertiary recovery equipment” means property of a taxpayer that 


(a) is, or but for Class 41 in Schedule II would be, included in 
Class 10 in Schedule II by virtue of paragraph (j) of the descrip- 
tion of that Class, 


(b) was acquired by the taxpayer after 1980 for use in a qualified 
tertiary oil recovery project, 


other than property 


(c) used by the taxpayer for another use prior to the use de- 
scribed in paragraph (b), or 


(d) that had, before it was acquired by the taxpayer, been used 
for any purpose whatever by any person with whom the taxpayer 
was not dealing at arm’s length. 

History: “Tertiary recovery equipment” substituted by P.C. 1990-2780, subsec. 7(4), 


deemed in force as of January 1, 1981 except that para. (a) shall before 1988 be read 
without reference to the words “or but for Class 41 in Schedule II would be”. 


Para. (c) of “tertiary recovery equipment” substituted by P.C. 1985-465, s. 7, February 
14, 1985, Canada Gazette, Part Il, March 6, 1985, effective commencing January 1, 
1981. 
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“Tertiary recovery equipment” added by P.C. 1981-3329, 's. 7; November 26, 1981, 
Canada Gazette, Part Il, December 9, 1981, effective commencing January 1, 1981. 


(2) In this Part, “joint exploration corporation”, “principal-business 
corporation”, “production” from a Canadian resource property, “re- 
serve amount” and “shareholder corporation” have the meanings as- 
signed by subsection 66(15) of the Act. 


History: Subsec. 1206(2) substituted by P.C. 1990-2780, subsec. 7(6), December 20, 
1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years ending 
after February 17, 1987. 


Subsec. 1206(2) substituted by P.C. 1986-2590, s. 8, November 20, 1986, Canada Ga- 
zette, Part II, December 10, 1986, applicable after April 19, 1983. 


Subsec. 1206(2) substituted by P.C. 1985-465, February 14, 1985, Canada Gazette, 
Part II, March 6, 1985, effective.commencing January 1, 1981. 


(3) For the purposes of sections 1201 to 1209 and 1212, where at 
the end of a fiscal period of a partnership, a taxpayer was a member 
thereof 


(a) the resource profits of the partnership for the fiscal period, to 
the extent of the taxpayer’s share thereof, shall be included in 
computing his resource profits for his taxation year in which the 
fiscal period ended; 


(b) any property acquired or disposed of by the partnership shall 
be deemed to have been acquired or, disposed of by the taxpayer 
to the extent of his share thereof; 


. (c) any property deemed by paragraph (b) to have been acquired 
or disposed of by the taxpayer shall be. deemed» to have been 
acquired or disposed of. by him on the day the property was ac- 
quired or disposed of by the partnership; 


(d) any amount that has become receivable by the partnership 
and in respect of which the consideration given by the ‘partner- 
ship therefor was: property (other than property referred to in 
paragraph 59(2)(a), (c) or (d) of the Act or a‘share or interest 
therein or, right thereto) or services, all or part of. the original 
cost of which to the partnership may reasonably be regarded pri- 
marily as an exploration. or development, expense of. the. tax- 
payer, shall be deemed to be an amount receivable by. the tax- 
payer to the extent of his share thereof, and the consideration so 
given by the partnership shall, to the extent of the taxpayer’s 
share thereof, be deemed to have been given by the taxpayer for 
the amount deemed to: be receivable by him; 


(e) any expenditure incurred or deemed to have been incurred by 
the partnership shall be deemed to have been incurred by the 
taxpayer to the extent of the taxpayer’s share thereof; and 


(f) any amount or expenditure deemed by paragraph (d) or (e) to 
have been receivable or incurred, as the case may be, by the tax- 
payer shall be deemed to have become receivable or been in- 
curred, as the case may be, by the taxpayer on the day the 
amount became receivable or the expenditure was incurred or 
deemed to have been incurred by the partnership. 

History: Paras. 1206(3)(e), (f) substituted by P.C. 1990-2256, subsec. 4(2), October 


18, 1990, Canada Gazette, Part Il, November 7, 1990, applicable in respect of expendi- 
tures or expenses incurred after February 1986. 


Paras. 1206(3)(b), (d) and (e) substituted, para. 1206(3)(f) added, by P:C. 1985-465, 
subsecs. 7(12) and (13), February 14, 1985, Canada Gazette, Part II, March 6, 1985, 
applicable to fiscal periods ending after March 6,:1985. 


Paras. 1206(3)(b), (c) substituted, paras. (d), (e) added by P.C. 1980-1483, subsec. 4(4), 
June 5, 1980, Canada Gazette, Part I, June 25, 1980: 


All that portion of subsec. 1206(3) preceding para. (a) substituted, para: 1206(3)(c) 
added, by subsecs. 5(3), (4) of P.C. 1979-649, March 8, 1979, Canada Gazette, Part II, 
March 28, 1979, effective for the period commencing April 11, 1978. 


(3.1) For the purposes of sections’ 1201 to 1203, 1205, 1217 and 
1218, where a taxpayer was a member of a partnership at the end of 
a fiscal period of the partnership, the taxpayer shall be deemed to 
receive or to become entitled to receive any amount of assistance or 
benefit, whether such amount is by way of a grant, subsidy, rebate, 
forgivable loan, deduction from royalty or tax, rebate of royalty or 
tax, investment allowance or any other form of assistance or bene- 
fit, that the partnership at any time receives or becomes entitled to 
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receive in respect of expenses incurred in that fiscal period of the 
partnership, to the extent of, 


(a) where the partnership in the fiscal period receives or be- 
comes entitled to receive the amount, the taxpayer’s share 
thereof, or 


(b) where the partnership after the fiscal period becomes entitled 

to receive the amount, what would have been the taxpayer’s 

share thereof if the partnership had in the fiscal period received 
or become entitled to receive the amount, 


and the time at which the taxpayer is deemed to receive or become 
entitled to receive such share of the amount shall be the time that 
the partnership receives or becomes entitled to receive the amount. 
History: That portion of subsec.. 1206(3.1). preceding para. (a) substituted by P.C. 
1988-1608, subsec. 1(1), August 11, 1988, Canada Gazette, Part II, August. 31, 1988, 
applicable to 1985 ef seq. 


Subsec. 1206(3.1) added by P.C. 1985-465, subsec. 7(14), February 14, 1985, Canada 
Gazette, Part II, March 6, 1985, applicable to fiscal periods ending after March 6, 1985. 


(4) Where an expense incurred after November 7, 1969 that was a 
Canadian exploration and development expense or that would have 
been'such an expense if it had been incurred after 1971 (other than 
an amount included therein that is in respect of financing or the cost 
of any Canadian resource property acquired by a joint exploration 
corporation or any property acquired by a joint exploration corpora- 
tion that would have been a Canadian resource property if it had 
been acquired after 1971), a Canadian exploration expense (other 
than an amount included therein that is in respect of financing) or a 
Canadian development expense (other than an amount included 
therein that is in respect of financing or an amount referred to in 
subparagraph 66.2(5)(a)(ili), [66.2(5)“Canadian development. ex- 
pense’’(e)] of the Act) has been renounced in favour of a taxpayer 
and was deemed to be an expense of the taxpayer for the purposes 
of subsection 66(10), (10.1) or (10.2) of the Act or subsection 29(7) 
of the Income Tax Application Rules, the expense. shall, 


(a) for. the purposes of sections 1203 and 1205, be deemed to 
have been such an expense incurred by the taxpayer at the time 
the expense was incurred by the joint exploration corporation; 
and 


(b) for the purposes of sections 1204 and 1210 and paragraphs 
1217(2)(e) and 1218(2)(e), be deemed to have been such an ex- 
pense incurred by the taxpayer at the time it was deemed to have 
been incurred by the taxpayer for the purposes of subsection 
66(10), (10.1) or (10.2) of the Act or subsection 29(7) of the 
Income Tax Application Rules, .as the case. may be. 


History: Subsec. 1206(4) amended by P.C. 1994-1817, s. 48, November 1, 1994, Can- 
ada Gazette, Part II, November 30; 1994. 


Para. 1206(4)(b) substituted by P.-C. 1988-1608, subsec. 1(2), August 11, 1988, Canada 
Gazette, Part II, August 31, 1988, applicable to. 1985 et seq. 


Subsec. 1206(4) substituted by P:C. 1985-465, subsec. 7(15), February 14; 1985, Can- 
ada Gazette, Part II, March 6, 1985, applicable with respect to expenses renounced 
after 1981. 


(4.1) An expense that. is a Canadian exploration and development 
overhead expense of the joint exploration corporation referred to in 
subsection (4), or would be such.an expense if the references to 
“connected with the taxpayer” in paragraph (d) of the definition 
“Canadian exploration and development overhead expense” in sub- 
section (1) were read as “connected with the shareholder corpora- 
tion in favour of whom the expense was renounced for the purposes 
of subsection 66(10.1) or (10.2) of the Act”, that may reasonably be 
considered to be included in a Canadian exploration expense or Ca- 
nadian development expense that is deemed by subsection (4) to be 
a Canadian exploration expense or Canadian development expense 
of the shareholder corporation, shall be deemed to. be a Canadian 
exploration and development overhead expense of the shareholder 
corporation incurred by it at the time the expense was deemed by 
subsection (4) to have been incurred by it and shall be deemed at 
and after that time not to be a Canadian exploration and develop- 
ment overhead expense incurred by the joint exploration 
corporation. 
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History: Subsec. 1206(4.1) added by P.C. 1985-465, subsec. 7(16), February 14, 1985, 
Canada Gazette, Part Il, March 6, 1985, applicable to expenses renounced after March 
6, 1985. 


(4.2) For the purposes of paragraphs 66(12.6)(b), (12.601)(d) and 
(12.62)(b) of the Act, a prescribed Canadian exploration and devel- 
opment overhead expense of a corporation is 


(a) a Canadian exploration and development overhead expense 
of the corporation; 


(b) an expense that would be a Canadian exploration and devel- 
opment overhead expense of the corporation if the references to 
“connected with the taxpayer” in paragraph (d) of the definition 
“Canadian exploration and development overhead expense” in 
subsection (1) were read as “connected with the person to whom 
the expense is renounced under subsection 66(12.6), (12.601) or 
(12.62) of the Act’; and 


(c) an expense that would be a Canadian exploration and devel- 
opment overhead expense of the corporation if the references to 
“person who was connected with the taxpayer” in paragraph (d) 
of the definition “Canadian exploration and development over- 
head expense” in subsection (1) were read as “person to whom 
the expense is renounced under subsection 66(12.6), (12.601) or 
(12.62) of the Act’. 

History: Subsec. 1206(4.2) amended by P.C. 1996-494, s. 2, April 16, 1996, Canada 


Gazette, Part Il, May 1, 1996, applicable in respect of expenses incurred after Decem- 
ber 2, 1992. 


Subsecs. 1206(4.2) added by P.C. 1990-2256, subsec. 4(3), October 18, 1990, Canada 
Gazette, Part II, November 7, 1990, applicable in respect of expenditures or expenses 
incurred after February 1986. 


(4.3) For the purposes of subsections (4.2) and (5), a partnership 
shall be deemed to be a person and its taxation year shall be deemed 
to be its fiscal period. 

History: Subsecs. 1206(4.3) added by P.C. 1990-2256, subsec. 4(3), October 18, 1990, 


Canada Gazette, Part Il, November 7, 1990, applicable in respect of expenditures or 
expenses incurred after February 1986. 


(5) For the purposes of subsection (6) and the definition “Canadian 
exploration and development overhead expense” in subsection (1), 


(a) a person and a particular corporation are connected with each 
other if 


(i) the person and the particular corporation are not dealing at 
arm’s length, 


(ii) the person has an equity percentage in the particular cor- 
poration that is not less than 10 per cent, or 


(iii) the person is a corporation in which another person has 
an equity percentage that is not less than 10 per cent and the 
other person has an equity percentage in the particular corpo- 
ration that is not less than 10 per cent; 


(a.1) a person and another person that is not a corporation are 
connected with each other if they are not dealing at arm’s 
length; and 


(b) “costs incurred by a person” shall not include 


(i) an outlay or expense described in any of paragraphs (a) to 
(c) of that definition made or incurred by the person if the 
references in those paragraphs to “taxpayer” were read as 
references to “person”, 


(ii) an outlay or expense made or incurred by the person to 
the extent that it is not reasonably attributable to the use of a 
property by, the performance of a service for, or any materi- 
als, parts, or supplies acquired by, the taxpayer referred to in 
that definition, and 


(iii) an amount in respect of the capital cost to the person of a 
property, other than, where the property is a depreciable pro- 
perty of the person, that proportion of the capital allowance 
of the person for his taxation year in respect of the property 
that may reasonably be considered attributable to the use of 
the property by, or in the performance of a service for, the 
taxpayer referred to in that definition. 


Related Provisions: Reg. 1206(7) — Equity percentage. 
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History: Para. 1206(5)(a.1) added by P.C. 1990-2256, subsec. 4(4), October 18, 1990, 
Canada Gazette, Part Il, November 7, 1990, applicable in respect of expenditures or 
expenses incurred after February 1986. 


Subpara. 1206(5)(b)(iii) substituted by P.C. 1985-465, subsec. 7(17), February 14, 
1985, Canada Gazette, Part Il, March 6, 1985, effective commencing January 1, 1981. 


Subsec. 1206(5) added by P.C. 1981-3329, subsec. 7(7), November 26, 1981, Canada 
Gazette, Part II, December 9, 1981, effective commencing January 1, 1981. 


(6) For the purpose of subparagraph (5)(b)(iii), the “capital allow- 
ance” of a person (in this subsection referred to as the “owner’’) for 
his taxation year in respect of a property owned by him means that 
proportion of an amount not exceeding 20 per cent of the amount 
that is 


(a) in the case of a property owned by the owner on December 
31, 1980, the lesser of 


(i) the capital cost of the property to the owner computed as 
if no amount had been included therein that is a cost of bor- 
rowing capital, including any cost incurred prior to the com- 
mencement of carrying on a business, and 


(ii) the fair market value of the property on December 31, 
1980, 


(b) in the case of a property acquired by the owner after Decem- 
ber 31, 1980 that was previously owned by a person connected 
with the owner, the lesser of 


(1) the capital cost of the property, computed as if no amount 
had been included therein that is a cost of borrowing capital, 
including any cost incurred prior to the commencement of 
carrying on a business, to the person, who was connected 
with the owner, who was the first person to acquire the pro- 
perty from a person with whom the owner was not con- 
nected, and 


(ii) the fair market value of the property at the time it was 
acquired by the owner, and 


(c) in any other case, the capital cost of the property to the 
owner computed as if no amount had been included therein that 
is a cost of borrowing capital, including any cost incurred prior 
to the commencement of carrying on a business, 


that the number of days in the taxation year during which the pro- 
perty was owned by the owner is of 365. 


(7) For the purposes of paragraph (5)(a), “equity percentage” has 
the meaning assigned by paragraph 95(4)(b) [95(4)“equity percent- 
age’”’] of the Act. 


History: Subsecs. 1206(6), (7) added by P.C. 1981-3329, subsec. 7(7), November 26, 
1981, Canada Gazette, Part Il, December 9, 1981, effective commencing January 1, 
1981. 


(8) For the purposes of the definition “qualified tertiary oil recovery 
project” in subsection (1), a “specified royalty provision” means: 


(a) the Experimental Project Petroleum Royalty Regulation of — 
Alberta (Alta. Reg. 36/79); : 


(b) The Experimental Oil Sands Royalty Regulations of Alberta 
(Alta. Reg. 287/77); 


(c) section 4.2 of the Petroleum Royalty Regulations of Alberta 
(Alta. Reg. 93/74); 


(d) section 58A of the Petroleum and Natural Gas Regulations, 
1969 of Saskatchewan (Saskatchewan Regulation 8/69); 


(e) section 204 of The Freehold Oil and Gas Production Tax 
Regulations, 1983 of Saskatchewan (Saskatchewan. Regulation 
11/83); 


(f) item 9 of section 2 of the Petroleum and Natural Gas Royalty 
Regulations of British Columbia (B.C. Reg. 549/78); 


(g) the Freehold Mineral Taxation Act of Alberta; 
(h) the Freehold Mineral Rights Tax Act of Alberta; 


(i) Order in Council 427/84 pursuant to section 9(a) of the Mines 
and Minerals Act of Alberta; 


(j) Order in Council 966/84 pursuant to section 9 of the Mines 
and Minerals Act of Alberta; or 
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(k) Order in Council 870/84 pursuant to section 9 of the. Mines 
and Minerals Act of Alberta. 


History: Para. 1206(8)(k) added by P.C. 1990-162, subsec. 5(2), applicable to 1982 et 
seq. 


Subsec. 1206(8) added by P.C. 1985-465, subsec. 7(18), February 14, 1985, Canada 
Gazette, Part II, March 6, 1985, effective commencing January 1, 1981. 


(8.1) For the purpose of paragraph (a) of the definition “qualified 
tertiary oil recovery project” in ‘subsection (1), a specified royalty 
provision is deemed to apply as of a particular time if, at the partic- 
ular time, unconditional. approval for the specified royalty provision 
to apply at a time after the particular time is, given. by 


(a) Her Majesty in right of Canada or of a province; 


(b) an agent of her Majestic in right,of Canada or.of a pRoyaness 
or ' 


(c) a corporation, a commission or an association that is con- 
trolled by Her Majesty in right of Canada or of a province or by 
an agent of Her Majesty in right of Canada or of a province. 


History: Subsec. 1206(8.1) amended by P.C, 2007-114, subsec. 4(3), February 1, 
2007; Canada Gazette, Part II, aa 21, 2007, deemed to have come into force on 
December 20, 2002. 


Subsec: 1206(8-1) added by P:C. 1990-2780, subsec. 7(7); Ld Lai) 20, 1990, Canada 
Gazette, Part Il, January 16, 1991, applicable after 1980. 


(9) [Repealed] 


History: Subsec.,1206(9) repealed by P.C. 2007-114, subsec. 4(4), February: 1, 2007, 
Canada Gazette, Part Il, February 21, 2007, applicable to taxation years that, begin after 
2006. 


The closing words of subsec. 1206(9) amended by P.C. 1996-1488, subsec: 4(4), Sep- 
tember 24, 1996, Canada Gazette; Part II, October 16, 1996, applicable after January 
1990. 


That portion of subsec. 1206(9) preceding para. (a) substituted by P.C. 1990-2780, sub- 
sec. 7(8), December 20, 1990, Canada Gazette, Part II, January 16, 1991, applicable 
after June 30, 1988. 


That portion of subsec. 1206(9) preceding para. (a) substituted by P.C. 1990-162, sub- 
sec. 5(3), applicable to taxation years ending after March 1985. ; 


Subsec. 1206(9) added by P.C. 1985-465, subsec. 1(19), February 14, 1985, Canada 
Gazette, Part II, March 6,-1985, effective commencing January 1, 1982. 


Definitions [Reg.- 1206]: “amount” —ITA..248(1); “arm’s) length”,— ITA.251(1); 
“bituminous. sands’, “business” — ITA; 248(1); “calendar year” — Interpretation Act 
37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “Canadian,development ex- 
pense” —ITA 66.2(5), 248(1); “Canadian exploration and development overhead ex- 
pense” —Reg. 1206(1), (4.1); “Canadian exploration expense’ —ITA 66.1(6), 
248(1); “Canadian field processing” — ITA 248(1); “Canadian oil and gas exploration 
expense” — Reg. 1206(1); “Canadian resource property” — ITA 66(15), 248(1); “capi- 
tal allowance” — Reg. 1206(6); “commencement” — Interpretation Act 35(1); “con- 
nected” — Reg. 1206(5); “conventional lands” — Reg. 1206(1); corporation” A 
248(1), Interpretation Act 35(1); “cost incurred by a person” — Reg. 1206(5)(b); 
“Crown royalty” — Reg. 1206(9); “depreciable property” — ITA 13(21), 248(1); “dis- 
posed”, “disposes” —ITA 248(1)“disposition”; “disposition”, “employed” — ITA 
248(1); “equity percentage’ — ITA 95(4), Reg. 1206(7); “fiscal period” — ITA 249.1; 
“gross resource profits” — Reg. 1204(1); “Her Majesty” — Interpretation Act 35(1); 
“Gndividual” —ITA 248(1); “joint exploration: :corporation”— ITA‘66(15),:' Reg: 
1206(2); ‘“‘mine” — Reg..1206(1); “mineral”, “mineral resource” — ITA 248(1); “non- 
conventional lands” — Reg. 1206(1); “oil or-gas well” — ITA 248(1);.“ore”, “original 
owner” — Reg. 1206(1); “owner” — Reg. 1206(5); “person” —ITA 248(1), Reg. 
1206(4.3); “prescribed” — ITA 248(1); “primary recovery” — Reg. 1206(1); “princi- 
pal-business corporation” —ITA 66(15), Reg. 1206(2); “proceeds of disposition” — 
Reg. 1206(1); “processing property” — Reg. 1206(1); “production” — ITA 66(15), 
Reg. .1206(2); “property” — ITA, 248(1);\ “province” — Interpretation: Act 35(1); 
qualified tertiary oil recovery project” —- Reg. 1206(1); “related” — ITA 251(2)-(6); 

“teserve amount” — ITA 66(15), Reg. 1206(2); “resource” — Reg. 1206(1); “resource 
profits” — Reg. 1204(1.1); “salary, wages” — ITA’ 248(1)“salary or WABES''; “secon- 
dary recovery method” — Reg. 1206(1); “series” —ITA 248(10); “share” — ITA 
248(1); “shareholder corporation” — ITA 66(15), Reg. 1206(2); “specified royalty” = 
Reg. 1206(1); “specified royalty provision” — Reg. 1206(8), (8.1); “tar sands, ore” — 
Reg. 1206(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1); “territorial sea’, 
“territory” — Interpretation Act 35(1); “trust” — ITA 104(1), 248(1); (3); “writing” — 
Interpretation Act 35(1): 


1207. Frontier exploration allowances —.(1) [Deduction al- 
lowed] — A taxpayer may deduct in computing his income for a 


Reg. 
S. 1207(2)(c) 


taxation year aoe amountias he may claim not exceeding the lesser 
of 


(a) his income for the year, computed in accordance with Part I 
of the Act, if no deduction were allowed under this subsection; 
~ and 
.(b) his frontier exploration base as of the end of the year (before 
making any deduction under this subsection for the year). 


(2) [{“Frontier exploration, base”] — For the purposes of this 
section, the “frontier, exploration base” of a taxpayer as ‘of.a particu- 
lar time means the amount by which the aggregate of 


(a) the aggregate ofall amounts, each of which is an amount in 
respect of a particular oil or gas: well in Canada equal to 667/s per 
cent of the amount by which 


(i) expenses incurred’ after March, 1977 and before April, 
1980 and before ‘the particular time in respect of the well 
(other than expenses that may reasonably be régarded as hav- 
- ing been incurred as consideration for services rendered to 
the taxpayer after March, 1980) if those expenses would be 
included in the Canadian exploration expense of the taxpayer 
within the meaning of paragraph 66.1(6)(a) [66.1(6)“Cana- 
dian exploration expense”’] of the Act (if that paragraph were 
read without reference to subparagraphs (iii) and -(iii:1) [pa- 
ras. (f) and (g)] thereof and without reference to the words 
“within six months after the end of the year, the drilling of 
the well is completed and” in subparagraph (ii) [para. (c)] 
thereof, and if the reference in subparagraphs (iv) and (v) 
[paras. (h) and (i)] thereof to “any of subparagraphs (i) to 
(i1i.1) [paras. (a) to (g)]” were read as a reference to “subpar- 
agraph (i) or. (ii) [para. (a) or (c)]’”) other than 
(A) a cost of borrowing capital; including any cost in- 
curred prior to the commencement of carrying on a busi- 
ness, that was a Canadian exploration expense of the 
taxpayer, 
(B) an expense renounced by the taxpayer under subsec- 
tion 66(10.1) of the Act, 


(C) an amount that, by virtue of subparagraph 
66.1(6)(a)(iv)) ©: [(66.1(6)“Canadian » exploration‘ ex- 
pense”(h)] of the Act,; was.a Canadian exploration ex- 
pense, if such, amount,,was.an expense referred to in 
clause (A) or (B) that was incurred by a partnership re- 
ferred to in that subparagraph, or 


(D) an amount that, by virtue of. subparagraph 

66.1(6)(a)(v) [66.1(6)“Canadian exploration expense”’(i)] 
,of the Act, was-a Canadian exploration expense; if such 
/amount was an expense referred to. in clause (A) or (B) 
' that ‘the taxpayer incurred, pursuant to an agreement re- 
ferred to in that subparagraph, 


exceeds 


(ii) the taxpayer’s threshold amount in respect of the well, 
minus. the amount that would be determined under subpara- 
graph (i) in respect of the taxpayer for the well if the refer- 
ence therein to “after March, 1977 and before April, 1980” 
were read as “after June, 1976 and before April, 1977”, and 


(a:1) where the taxpayer is a successor corporation, any amount 
required by. paragraph (7)(a) to be added before the. particular 
time in computing the taxpayer’s frontier exploration, base, 


exceeds the aggregate of 


(b) all amounts deducted by the taxpayer under subsection (1) in 
computing his income peat taxation years ending before the par- 
ticular time, 


(c) 6673 per centof the aggregate’ of all amounts, each of which 
‘1s'an amount that' became receivable by the taxpayer after March 
28, 1979 and before the earlier of December 12, 1979 and the 
particular time, and’in respect of which the consideration given 
by the taxpayer therefor was a property (other than a share, or a 
property that would have been a Canadian resource property if it 
had been acquired by the taxpayer at the time’ the consideration 
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was given) or services the cost of which may reasonably be re- 
garded as having been primarily an expenditure in respect of an 
oil or gas well for which an amount was added in computing the 
taxpayer’s frontier exploration base by virtue of paragraph (a) or 
in computing the frontier exploration base of a predecessor by 
virtue of paragraph (a) as it applied to the predecessor where the 
taxpayer is a successor corporation to the predecessor, as the 
case may be; and 


(d) where the taxpayer is a predecessor, any amount required by 
paragraph (7)(b) to be deducted before the particular time in 
computing the taxpayer’s frontier exploration base. 

History: Cl. 1207(2)(a)(i)(A), para. 1207(2)(c) substituted by P.C. 1981-3329, s. 8, 


November 26, 1981, Canada Gazette, Part II, December 9, 1981, para. 1207(2)(c) ef- 
fective commencing December 12, 1979. 


All that portion of subpara. 1207(2)(a)(i) preceding cl. (A) substituted by P.C. 1980- 
3311, December 4, 1980, Canada Gazette, Part II, December 24, 1980. 


All that portion of subpara. 1207(2)(a)(i) preceding cl. (A), and cl. 1207(2)(a)(~i)(C) 
substituted by P.C. 1980-1483, subsec. 5(1), June 5, 1980, Canada Gazette, Part II, 
June 25, 1980, effective December 6, 1979. 


That portion of subsec. 1207(2) preceding para. (a) and that portion following para. (a) 
substituted by subsecs. 6(1), (2) of P.C. 1979-649, March 8, 1979, Canada Gazette, 
Part II, March 28, 1979. 


(3) [“Threshold amount”] — For the purposes of subparagraph 
(2)(a)(ii), a taxpayer’s “threshold amount” in respect of an oil or gas 
well means 


(a) where the taxpayer and one or more other persons have filed 
an agreement with the Minister in prescribed form in respect of 
the well and 


(i) the amount allocated to each such person in the agreement 
does not exceed the amount that would be determined, at the 
time the agreement is filed, under subparagraph (2)(a)(i) in 
respect of that person for the well, if the reference in that 
subparagraph to “March, 1977” were read as “June, 1976”, 
and 


(ii) the aggregate of the amounts allocated by the agreement 
is $5 million, 


the amount allocated to the taxpayer in the agreement, but if no 
amount is allocated to the taxpayer in the agreement, nil; 


(b) where such an agreement has been filed in respect of the well 
by one or more persons other than the taxpayer, nil; or 


(c) where no such agreement has been filed in respect of the 
well, $5 million. 


(4) [Substitute well] — Where as a result of mechanical or geo- 
logical difficulties the drilling of a particular oil or gas well does 
not achieve its stated geological objectives under the drilling au- 
thority issued by the relevant government body and a further well, 
including a relief well, is drilled on the same geological formation 
and may reasonably be regarded as a continuation of or a substitu- 
tion for the particular oil or gas well, the expenses in respect of the 
drilling of the further well shall, for the purposes of this section, be 
deemed to be expenses in respect of the drilling of the particular oil 
or gas well. 


(5) [Look-through rules] — For the purposes of this section, 


(a) when a shareholder corporation is deemed to have incurred a 
Canadian exploration expense by virtue of an election made by a 
joint exploration corporation pursuant to subsection 66(10.1) of 
the Act, that expense shall be deemed to have been incurred by 
the shareholder corporation at. the time.when it was incurred by 
the joint exploration corporation; and 


(b) when a member of a partnership is deemed to have incurred 
a Canadian exploration expense by virtue of subparagraph 
66.1(6)(a)(iv) [66.1(6)“Canadian exploration expense”(h)] of the 
Act, that expense shall be deemed to have been incurred by the 
member at the time when it was incurred by the partnership. 


History: Para. 1207(5)(b) substituted by P:C. 1980-1483, subsec. 5(2), June 5, 1980, 
Canada Gazette, Part II, June 25, 1980, effective December 6, 1979. 


Income Tax Regulations 


(6) [“Oil or gas well”] — For the purposes of this section, “oil or 
gas well” means any well drilled for the purpose of producing pe- 
troleum or natural gas or of determining the existence, location, ex- 
tent or quality of an accumulation of petroleum or natural gas, other 
than a mineral resource. 

History: Subsec. 1207(6) substituted by P.C. 1990-2780, subsec. 8(1), December 20, 


1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years ending 
after March 1985. 


Subsec. 1207(6) substituted by. P.C. 1985-465, s. 8, February 14, 1985, Canada Ga- 
zette, Part Il, March 6, 1985, effective commencing January 1, 1981. 


(7) [Successor rules] — Subject to subsections 1202(5) and (6), 
where a corporation (in this section referred to as the “successor 
corporation”) has at any time (in this subsection referred to as the 
“time of acquisition”) after April 19, 1983 and in a taxation year (in 
this subsection referred to as the “transaction year”) acquired a pro- 
perty from another person (in this subsection referred to as the 
“predecessor’”), the following rules apply: 


(a) for the purpose of computing the frontier exploration base of 
the successor corporation as of any time after the time of acqui- 
sition, there shall be added an amount equal to the amount re- 
quired by paragraph (b) to be deducted in computing the frontier 
exploration base of the predecessor; and 


(b) for the purpose of computing the frontier exploration base of 
the predecessor as of any time after the transaction year of the 
predecessor, there shall be deducted the amount, if any, by 
which 


(i) the frontier exploration base of the predecessor immedi- 
ately before the time of acquisition (assuming for this pur- 
pose that, in the case of an acquisition as a result of an amal- 
gamation described in section 87 of the Act, the predecessor 
existed after the time of acquisition and no property was ac- 
quired or disposed of in the course of the amalgamation) 


exceeds 


(ii) the amount, if any, deducted under subsection (1) in com- 
puting the income of the predecessor for the transaction year 
of the predecessor. 


History: That portion of subsec. 1207(7) preceding para. (a) substituted by P.C. 1990- 
2780, subsec. 8(2), December 20, 1990, Canada Gazette, Part II, January 16, 1991, 
applicable to taxation years ending after February 17, 1987. 


That portion of subsec. 1207(7) preceding para. (a) substituted by P.C. 1990-2256, sub- 
sec. 5(1), October 18, 1990, Canada Gazette, Part II, November 7, 1990, applicable in 
respect of taxation years commencing after 1984. 


That portion of subsec. 1207(7) preceding para. (a) substituted by P.C. 1990-162, s. 6, 

February 1, 1990, Canada Gazette, Part Il, February 14, 1990, applicable with respect 

to acquisitions occurring after 1982 except that with respect to acquisitions occurring 

after 1982 and in taxation years commencing before 1985 the reference to “Canadian 

resource properties of the predecessor” shall be read as a reference to “property of the 

predecessor used by the predecessor in carrying on in Canada such of the businesses 

described in any of subparagraphs 66(15)(h)(i) to (vii) of the Act as were carried on by © 
the predecessor”. 


That portion of subsec. 1207(7) preceding para. (a) substituted by P.C. 1985-2277, s. 5, 
July 24, 1985, Canada Gazette, Part II, August 7, 1985, applicable with pene to ac- 
quisitions of property occurring after April 19, 1983. 


That portion of subsec. 1207(7) preceding para. (a) substituted by P.C. 1980-1483, sub- 
sec. 5(3), June 5, 1980, Canada Gazette, Part II, June 25, 1980, effective November 17, . 
1978. 


Subsec. 1207(7) substituted by, subsec. 6(3) of P.C. 1979-649, March 8, 1979, Canada 
Gazette, Part II, March 28, 1979. 


Subsec. 1207(7) added by s. 7 of P.C. 1978-1849, June 8, 1978, Canada Gazette, Part 
II, June 28, 1978, applicable to taxation years ending after March 1977. 


(8) [Revoked] 


History: Subsec. 1207(8) revoked by P.C. 1990-2780, subsec. 8(3), December 20, 
1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years ending 
after February 17, 1987. 


Subsec., 1207(8) added by P.C. 1990-2256, subsec. 5(2), October 18, 1990; Canada 
Gazette, Part II, November 7, 1990, applicable in respect of taxation years commencing 
after 1984 except that the Minister of National Revenue shall be deemed to have been 
notified in circumstances satisfying the condition set out in para. (c) if the Minister is 
notified in writing of the agreement referred to therein within 180 days after November 
7, 1990. 
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Definitions [Reg. 1207]: “amount”, “business” — ITA 248(1); “Canada” — ITA 
255, Interpretation Act 35(1), “Canadian exploration expense” — Reg. 1207(5); “‘Ca- 
nadian resource property” — ITA 66(15), 248(1); “commencement” — Interpretation 
Act 35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “disposed” — ITA 
248(1)“disposition”; “expenses” — Reg. 1207(4); “frontier exploration base” — Reg. 
1207(2); “joint exploration corporation” —ITA 66(15), Reg. 1206(2); “mineral re- 
source”, “Minister” —ITA 248(1); “month” — Interpretation Act 35(1); “oil or gas 
well” — Reg. 1207(6); “person” —ITA 248(1); “predecessor” — Reg. 1203(3); “pre- 
scribed”, “property”, “share” —ITA 248(1); “shareholder corporation” — ITA 66(15), 
Reg. 1206(2); “successor corporation” — Reg. | 1203(3); “taxation year’ —ITA 249; 
“taxpayer” —ITA 248(1); “threshold amount” — Reg. '1207(3); “time of acquisition”, 
“transaction year” — Reg. 1203(3). 


1208. Additional allowances in respect of certain oil or gas 
wells —- (1) Subject.to subsections (3) and (4) where a taxpayer 
has income for a taxation year from an oil or gas well that is outside 
Canada, or where an individual has income for a taxation year from 
an oil or gas well in Canada, in computing his income for the year 
he may deduct the lesser of 


(a) the aggregate of drilling costs incurred by him in that year 
and previous taxation years in respect of the well (not including 
the cost of land, leases or other rights and not including indirect 
expenses such as general exploration, geological and geophysi- 
cal expenses) minus the aggregate of all amounts deductible in 
respect thereof in computing his income for previous years; and 


(b) that part of his income for the year that may reasonably be 
regarded as income from the well. 


(2) Where a taxpayer has more than one oil or gas well to which 
subsection (1) applies, the allowance in respect of the drilling costs 
of each well shall be. computed. separately. 


(3) Where an individual has income for a taxation year from an oil 
or gas well in Canada, no deduction may be made under this section 
in computing such income in respect of drilling costs of that well 
incurred after April 10, 1962. 


(4) Where a taxpayer has income for a taxation year from an oil or 
gas well that is outside Canada, no deduction may be made under 
this section in computing such income in respect of drilling costs of 
that well incurred after 1971. 

Definitions [Reg. 1208]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “individual”, “oil or gas well” —ITA 248(1); “taxation year” — ITA 
249; “taxpayer” — ITA 248(1). 


1209. Additional allowances in respect of certain mines — 
(1) Subject to subsection (3), where a taxpayer operates in Canada a 
mine for the production of materials from a resource he may deduct, 
in computing his income for a taxation year, such amount as he may 
claim not exceeding 25 per cent of the amount computed under sub- 
section (2). 


(2) The amount referred to in subsection (1)-is the aggregate of all 
expenditures made or incurred by the taxpayer before 1972 that are 
reasonably attributable to the prospecting and exploration for and 
the development of the mine prior to the coming into production of 
the mine in reasonable commercial quantities, except to the extent 
that the expenditures were 


(a) expenditures in respect of which a deduction from, or in 
computing, a, taxpayer's income tax or excess. profits tax was 
provided by section, 8.of the Income War Tax Act; 


(b) expenditures in respect of which an amount was deducted in 
computing a taxpayer’s income under section 16 of chapter 63, 
S.C., 1947 or section 16 of chapter 53, S.C.; 1947-48 or, if the 
expenditure was incurred prior to 1953, under section 53 of 
chapter 25,;'S.C.; 1949 (Second Session); 

(c) expenditures incurred after 1952 in respect of which a deduc- 
tion was or is provided by section 53 of chapter 25, S.C., 1949, 
(Second. Session), section 83A of the Act as it read in its. appli- 
cation to the 1971 taxation year or section 29 of the Income Tax 
Application Rules; 

(d) expenditures deducted in computing the income of the tax- 
payer in the year they were incurred; 


Reg. 
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(e) the cost to the taxpayer of property in respect of which an 
allowance is provided under paragraph 20(1)(a) of the Act; or 


(f) the cost to the taxpayer of a leasehold interest. 


(3) The amount deductible under subsection (1) shall not exceed the 
amount computed under subsection (2) minus the aggregate of 


(a). amounts deducted under subsection (1) in computing the in- 
come of the taxpayer for previous taxation years; and 


(b) similar amounts deducted in computing the income of the 
taxpayer for the purposes of the Income War Tax Act and The 
1948 Income Tax Act (as defined in paragraph 12(d) of the Jn- 
come Tax Application Rules). 


History: Para: 1209(2)(c) amended by P.C. 1994-1817, s. 48, November 1, 1994, Can- 
ada Gazette, Part Il, November 30, 1994. 


Definitions [Reg. 1209]: “amount” — Reg. 1209(2); “Canada” — ITA 255, Inter- 
pretation Act 35(1); “mine” — Reg. 1206(1); “production” —ITA 66(15), Reg. 
1206(2); “property” —ITA 248(1);, “resource” — Reg. 1206(1);..“‘taxation. year” — 
ITA 249; “taxpayer? — ITA 248(1). 


1210. [Repealed] 


History: The opening words of subsec. 1210(1) amended by P.C. 2007-114, subsec. 
5(1), February 1, 2007, Canada Gazette, Part Il, February 21, 2007, applicable to taxa- 
tion years that end after 2002 and begin before 2007. 


S. 1210 repealed by the said P.C. 2007-114, subsec. 5(2), applicable to taxation years 
that begin after 2006. 


The opening words of subpara. (c)(1) in the description of A, and the description of C in 
subsec: 1210(2) amended by P.C. 1999-629, s..8, April 15, 1999, Canada Gazette, Part 
II, April 28, 1999, applicable to taxation years that end after March 6, 1996. 


Subsec. 1210(1) substituted by P.C. 1996-1488, s. 5, September 24, 1996, Canada Ga- 
zette, Part II, October 16, 1996, applicable to taxation years that begin after December 
20, 1991 except that, where the year ended before March 19, 1993, the description of B 
shall be read as follows: 


B is the total of all amounts each of which is a Canadian exploration and de- 
velopment overhead expense made or incurred by the taxpayer in the year, 
other than each amount included therein in respect of financing, deducted in 
computing the taxpayer’s income for the year, 
Subsec. 1210(2) substituted by the said P.C. 1996-1488,'s. 5, applicable to taxation 
years that begin after December 20, 1991 except that, where the year began before 
March 19, 1993, subparagraph (c)(ii) of the description of A shall be read as follows: 


(ii) each amount in respect of financing deducted in computing the taxpayer’s 
income for the year, 
Subsecs. 1210(3), (4) substituted by the said P.C. 1996-1488, s. 5, applicable to taxa- 
tion years that begin after December 20, 1991. 
That portion of subpara. 1210(1)(a)(@) preceding cl. (A) substituted by P.C. 1993-415, 
s. 2, March 9, 1993, Canada Gazette, Part Il, March 24, 1993, applicable to taxation 
years commencing after 1987. 
That portion of subpara. 1210(1)(a)(i) preceding cl. (A) substituted by P.C. 1990-2780, 
subsec. 9(1), December 20, 1990, Canada Gazette, Part II, January 16, 1991, applica- 
ble to taxation years commencing after 1987. 
Cl. 1210(1)(a)G)(A) and subpara. (1)(a)(ili) substituted by subsecs. 9(2), (3) of the said 
P.C. 1990-2780, applicable in respect of rentals and royalties computed by reference to 
the amount or value of petroleum, natural gas or related hydrocarbons produced after 
June 30, 1988. 


Para. 1210(1)(b) substituted by subsec. 9(4) of the said P.C. 1990-2780, applicable to 


_ taxation years ending after February- 17, 1987: 


Cl. 1210(1)(a)(i)(A) and subpara. (1)(a)(iii) substituted by P.C. 1990-162, s. 7, Febru- 
ary 1, 1990, Canada Gazette, Part Il, February 14, 1990, applicable to taxation years 
ending after March 1985. 


Subsec. 1210(1) substituted by P.C. 1985-465, s. 9, February 14, 1985, Canada Ga- 
zette, Part Il, March 6, 1985; applicable with respect to 1981 et seq. except that with 
respect to taxation years that end before 1984 subsec. 1210(1) shall be read as follows: 


1210. (1) For the purposes of paragraph 20(1)(v.1) of the Act, there may be de- 
ducted in.computing the income of a: taxpayer, for a taxation year an amount 
equal to 25 per cent of the amount, if any, by which 


(a) his resource profits for the year (within the meaning assigned by subsec- 
tion 1204(1) if that subsection were read without reference to paragraph (a) 
or subparagraph (b)(iv) thereof) computed as if no amounts were deducted in 
computing those resource profits 


(i). in respect of a rental or royalty paid or payable by the taxpayer (other 
than an incremental resource royalty, within the meaning assigned by 
thePetroleum and Gas Revenue Tax Act, an amount prescribed in sec- 
tion 1211 or an amount that is a production royalty) computed by refer- 
ence to the amount or value of petroleum, natural gas or related hydro- 
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carbons produced after December 31, 1981 from a property that is an oil 
or gas well in Canada, 
(ii) in respect of financing, or 
(iii) under paragraph 20(1)(v.1) of the Act or paragraph 1204(1)(d) or 
(e) 
exceeds the aggregate of 
(b) the aggregate of all amounts each of which is a Canadian exploration and 


development overhead expense made or incurred by the taxpayer in the year, 
other than an amount included therein 


(i) that is in respect of financing, or 


(ii) in respect of which a person has received, is entitled to receive or, at 
any time, becomes entitled to receive 


(A) an incentive under the Petroleum Incentives Program Act, or 


(B) a payment from the Alberta Petroleum Incentives Program Fund 
under thePetroleum Incentives Program Act of the Province of Al- 
berta, and 
(c) the aggregate of all amounts each of which is an amount included in his 
resource profits for the year that was a rental or royalty (other than a produc- 
tion royalty) computed by reference to the amount or value of petroleum, 
natural gas or related hydrocarbons produced after December 31,1981 from 
an oil or gas well in Canada. 
Subsec. 1210(1) substituted by P.C. 1981-3329, s. 9, November 26, 1981, Canada Ga- 
zette, Part II, December 9, 1981, applicable in respect of 1981 et seq. 


1210.1 [Repealed] 


History: S. 1210.1 repealed by P.C. 2007-114, s. 6, February 1, 2007, Canada Ga- 
zette, Part II, February 21, 2007, applicable to taxation years that begin after 2006. 


S. 1210.1 added by P.C. 1999-629, s. 9, April 15, 1999, Canada Gazette, Part II, April 
28, 1999, applicable to taxation years that begin after 1996. 


1211. [Repealed] 


History: S. 1211 repealed by P.C. 2007-114, s. 6, February 1, 2007, Canada Gazette, 
Part II, February 21, 2007, applicable to taxation years that begin after 2006. 


Paras. 1211(d) and (e) added by P.C. 1985-465, s. 10, February 14, 1985, Canada Ga- 
zette, Part Il, March 6, 1985, applicable, as to para. 1211(d), with respect to amounts 
that after October 31, 1982 become payable or receivable, and as to para. 1211(e), to 
amounts paid after October 31, 1982. 


Subpara. 1211(b)(i) substituted by P.C. 1981-3329, s. 10, November 26, 1981, Canada 
Gazette, Part Il, December 9, 1981. 


Paras. 1211(b), (c) added by P.C. 1980-3279, s. 2, December 4, 1980, Canada Gazette, 
Part II, December 24, 1980. S. 1211 added by P.C. 1978-1849, s. 8, June 8, 1978, 
Canada Gazette, Part II, June 28, 1978, applicable to taxation years ending after May 
6, 1974. 


1212. Supplementary depletion allowances — (1) In comput- 
ing a taxpayer’s income for a taxation year there may be deducted 


(a) where the taxpayer is a corporation, such amount as it may 
claim not exceeding the lesser of 


(i) the aggregate of 


(A) 50 per cent of its income for the year, computed in 
accordance with Part I of the Act without reference to 
paragraphs 59(3.3)(c) and (d) thereof, if no deduction 
were allowed under this subsection or subsection 1207(1), 
and 


(B) the amount, if any, included in its income for the year 
by virtue of paragraphs 59(3.3)(c) and (d) of the Act, and 


(ii) its supplementary depletion base as of the end of the year 
(before making any deduction under this subsection for the 
year); and 
(b) where the taxpayer is not a corporation, such amount as he 
may claim not exceeding the lesser of 
(i) the aggregate of 


(A) 25 per cent of the amount, if any, by which his re- 
source profits for the year exceed four times the amount, 
if any, deducted by virtue of subparagraph 1201(a)(i) in 
computing his income for the year, and 


(B) the amount, if any, included in his income for the year 
by virtue of paragraphs 59(3.3)(c) and (d) of the Act, and 


Income Tax Regulations 


(ii) his supplementary depletion base as of the end of the year 
(before making any deduction under this subsection for the 
year). 
History: Subparas. 1212(1)(a)(i), (b)(i) substituted by P.C. 1981-3329, subsecs. 11(1), 
(2), November 26, 1981, Canada Gazette, Part Il, December 9, 1981. 


(2) For the purpose of computing the supplementary depletion base 
of a corporation, where, after the corporation last ceased to carry on 
active business, control of the corporation is considered, for the pur- 
poses of subsection 66(11) of the Act, to have been acquired by a 
person or persons who did not control the corporation at the time 
when it so ceased to carry on active business, the amount by which 
the supplementary depletion base of the corporation at the time it 
last ceased to carry on active business exceeds the aggregate of 
amounts otherwise deducted under subsection (1) in computing its 
income for taxation years ending after that time and before control 
was so acquired, shall be deemed to have been deducted under sub- 
section (1) by the corporation in computing its income for taxation 
years ending before control was so acquired. 


(3) For the purposes of this section, “supplementary depletion base” 
of a taxpayer as of a particular time means the amount by which the 
aggregate of 


(a) 50 per cent of the aggregate of all expenditures each of 
which was incurred by him before the particular time and each 
of which was the capital cost to him of property that is enhanced 
recovery equipment, 


(b) 33'4 per cent of the aggregate of all expenditures each of 
which was incurred by him before the particular time and each 
of which was the capital cost to him of property (other than pro- 
perty that had, before it was acquired by him, been used for any 
purpose whatever by any person with whom he was not dealing 
at arm’s length) that is bituminous sands equipment acquired by 
him before 1981, and 


(c) where the taxpayer is a successor corporation, any amount 
required by paragraph (4)(a) to be added before the particular 
time in computing the taxpayer’s supplementary depletion base, 


exceeds the aggregate of ) 


(d) all amounts deducted by the taxpayer under subsection (1) in 
computing his income for taxation years ending before the par- 
ticular time; 


(e) 50 per cent of the aggregate of all amounts, each of which is 
a cost of borrowing capital, including any cost incurred prior to 
the commencement of carrying on a business, included in the 
capital cost to him of depreciable property described in para- 
graph (a); 

(f) 33'/ per cent of the aggregate of all amounts, each of which 
is a cost of borrowing capital, including any cost incurred prior 
to the commencement of carrying on a business, included in the 
capital cost to him of depreciable property described in para- 
graph (b); 

(g) 50 per cent of the aggregate of all amounts, each of which is 
an amount in respect of a disposition of property (other than a 
disposition of property, that had been used by the taxpayer, to 
any person with whom the taxpayer was not dealing at arm’s © 
length) of the taxpayer before the earlier of December 12, 1979 
and the particular time, the capital cost of which was added in 
computing the taxpayer’s supplementary depletion base by vir- 
tue of paragraph (a) or in computing the supplementary deple- 
tion base of a predecessor by virtue of paragraph (a) as it applied 
to the predecessor where the taxpayer is a successor corporation 
to the predecessor, as the case may be, and each of which is the 
amount that is equal to the lesser of 


(i) the proceeds of disposition of the property, and 


(ii) the capital cost of the property to the taxpayer or the 
predecessor, as the case may be, computed as if no amount 
had been included therein that is a cost of borrowing capital, 
including a cost incurred prior to the commencement of car- 
rying on a business; 
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(h) 33'/ per cent of the aggregate of all amounts, each of which 
is an amount in respect of a disposition of property (other than a 
disposition of property, that had been used by the taxpayer, to 
any person with whom the taxpayer was not dealing at arm’s 
length) of the taxpayer before the earlier of December 12, 1979 
and the particular time, the capital cost of which was added in 
computing the taxpayer’s supplementary depletion base by vir- 
tue of paragraph (b) or in computing the supplementary deple- 
tion base of a predecessor by virtue of paragraph (b) as it applied 
to the predecessor where the taxpayer is a successor corporation 
to the predecessor, as the case may be, and each of which is the 
amount that is equal to the: lesser. of 


(i) the proceeds of disposition of the property, and 


(ii) the capital cost of the property to the taxpayer or the 
predecessor, as the case may be, computed as if no amount 
had been. included therein that is a cost of borrowing capital, 
including any cost incurred. prior. to the commencement. of 
carrying on a-business; and 


(i) where the taxpayer is a predecessor, any amount required by 
paragraph (4)(b) to be deducted before the ‘particular time in 
computing the taxpayer’s supplementary depletion base. 


History: Para. 1212(3)(b) substituted by P.C. 1985-465, s. 11, February 14, 1985, 
Canada Gazette, Part Il, March 6, 1985, applicable to 1984 ef seq. 


Paras. 1212(3)(b), (e)-(h) substituted by P.C. 1981-3329, subsecs. 11(3), (4), Novem- 
ber 26, 1981, Canada Gazette, Part Il, December 9, 1981, effective, as to para. 
1212(3)(b), commencing January 1, 1981, and, as to those portions of paras: 1212(3)(g) 
and (h) preceding subparas. (i) thereof, commencing December 12,.1979. 


Paras. 1212(3)(a), (b), (g), (h) substituted by P.C. 1980-1483, s. 6, June 5, 1980, Can- 
ada Gazette, Part Il, June 25, 1980. 


(4) Subject to subsections 1202(5) and (6), where a corporation (in 
this section referred to as the “successor corporation”) has at any 
time (in this subsection referred to as the “time of acquisition”) af- 
ter April 19, 1983 and in a taxation year (in this subsection referred 
to as the “transaction year’’) acquired a property from another per- 
son (in this subsection referred to as the “predecessor’’), the follow- 
ing rules apply: 


(a) for the purpose of computing the supplementary depletion 
base of the successor corporation as of any time after the time of 
acquisition, there shall be added an amount equal to the amount 
required by paragraph (b) to be deducted in computing the sup- 
plementary depletion base of the predecessor; and 


(b) for the purpose of computing the supplementary depletion 
base of the predecessor as of any time after the transaction year 
of the predecessor, there shall be deducted the amount, if any, by 
which 


(i) the supplementary depletion base of the predecessor im- 
mediately after the time of acquisition (assuming for this pur- 
pose that, in the case of an acquisition as a result of an amal- 
gamation described in section; 87 of the Act, the predecessor 
existed after the time of acquisition and no property was ac- 
quired or disposed of in the course of the amalgamation) 


exceeds 


(ii) the amount, if any, deducted under subsection (1) in com- 
puting the income of the predecessor for the transaction year 
of the predecessor. 


History: That portion of subsec. 1212(4) preceding para. (a) substituted by P.C. 1990- 
2780, subsec. 10(1), December 20, 1990, Canada Gazette, Part II, January 16, 1991, 
applicable to taxation years ending after February 17, 1987. 


That portion of subsec. 1212(4) preceding para. (a) substituted by P.C. 1990-2256, sub- 
sec. 6(1), October 18, 1990, Canada Gazette, Part II, November 7, 1990, applicable in 
respect of taxation years commencing after 1984. 


That portion of subsec: 1212(4) preceding para. (a) substituted by P.C. 1990-162, s. 8, 
February 1, 1990, Canada Gazette, Part II, February 14, 1990, applicable with respect 
to. acquisitions occurring after 1982 except that, with respect to acquisitions occurring 
after 1982 and in taxation years commencing before 1985, the reference to “Canadian 
resource properties of the predecessor” shall be read as a reference to “property of the 
predecessor used by the predecessor in carrying on in Canada such of the businesses 
described in any of subparagraphs 66(15)(h)(i) to (vii) of the Act as were carried on by 
the predecessor”. 
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That portion of subsec.\1212(4) preceding para. (a) substituted by P.C. 1985-2277, s. 6, 
July 24, 1985, Canada Gazette, Part I, August 7, 1985, applicable with respect to ac- 
quisitions of property occurring after April 19; 1983. 


All that portion of subsec. 1212(4) preceding para. (a) substituted by P.C., 1980-1483, s. 
6, June 5, 1980, Canada Gazette, Part Il, June 25, 1980, effective November.17, 1978. 


(5) [Revoked] 

History: Subsec. 1212(5) revoked by P.C. 1990-2780, subsec. 10(2), December 20, 
1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years ending 
after February 17, 1987. 

Subsec. 1212(5) added by P.C. 1990-2256, subsec. 6(2), October 18, 1990, Canada 
Gazette, Part II, November 7, 1990, applicable in respect of taxation years commencing 
after 1984 except that the Minister of National Revenue shall be deemed to have been 
notified in circumstances satisfying the condition set out in para. (c) if the Minister is 
notified in writing of the agreement referred to therein within 180 days after November 
7, 1990. 


History [Reg. 1212]: S. 1212 added by s. 7 of P.C. 1979-649, March 8, 1979, 
Canada Gazette, Part II, March 28, 1979, effective for taxation years ending after April 
10, 1978. 


Definitions [Reg. 1212]: “active business”, “amount” —ITA 248(1); “arm’s 
length” — ITA 251(1); “business” — ITA 248(1); “commencement” — Interpretation 
Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “deducted” — Reg. 
1212(2); “depreciable property” — ITA 13(21), 248(1); “disposed” — ITA 248(1)“dis- 
position”; “disposition” — ITA 248(1); “disposition of property”, “enhanced recovery 
equipment’” — Reg. 1206(1); “person” — ITA 248(1); “predecessor” — Reg. 1203(3); 
“proceeds of disposition” — Reg. 1206(1); “property” — ITA .248(1); “successor cor- 
poration” — Reg. 1203(3); “supplementary depletion base” — Reg. 1212(3); “taxation 
year’ —ITA 249; “taxpayer” —ITA 248(1); “time of acquisition”, “transaction 
year” — Reg. 1203(3). 


1213. Prescribed deductions — For the purposes of subpara- 
graph 66.1(2)(a)(ii) of the Act, “prescribed deduction” in respect of 
a corporation for a taxation year means an amount deducted, under 
subsection 1202(2) by the corporation in computing its income for 
the. year. 

History: S. 1213 substituted by P.C. 1990-2780, s. 11, December 20, 1990, Canada 


Gazette, Part II, January 16, 1991, applicable to taxation years ending after February 
17, 1987. 


S. 1213 added by P.C. 1981-3329, s. 12, November 26, 1981, Canada Gazette, Part II, 
December 9, 1981, applicable in respect of taxation years ending after December 11, 
1979. 


Definitions [Reg. 1213]: “amount” —ITA 248(1);, “corporation” — ITA 248(1), 
Interpretation Act 35(1), “taxation year” — ITA 249. 


1214. Amalgamations and windings-up — (1) Where a partic- 
ular corporation amalgamates, with another corporation to form a 
new corporation, or the assets of a subsidiary are transferred to its 
parent corporation on the winding-up of the subsidiary, and subsec- 
tion 87(1.2) or 88(1.5) of the Act is applicable to the new corpora- 
tion or the parent corporation, as the case may be, the new corpora- 
tion or the parent corporation, as the case may be, shall be deemed 
to be the same corporation as, and a continuation of, the particular 
corporation or the subsidiary, as the case may be, for the purposes 
of 


(a) computing the mining exploration depletion base (within the 
meaning assigned’ by subsection 1203(2)), the earned depletion 
base, the frontier exploration base (within the meaning assigned 
by subsection 1207(2)) and the supplementary depletion base 
(within the meaning assigned by subsection 1212(3)) of the new 
corporation or the parent corporation, as the case may be; and 


(b) determining the amounts, if any, that may be deducted under 
subsection 1202(2) in computing the income of the new corpora- 
tion or the parent corporation, as the case may be, for a particu- 
lar taxation year. 


(2), Where there has been an amalgamation (within the meaning as- 
signed by subsection 87(1) of the Act) of two or more particular 
corporations to form one corporate entity, that entity shall be 
deemed to be the same corporation as, and a continuation of, each 
of the particular corporations for the purposes of subsection 
1202(9). 


(3) Where a taxable Canadian corporation (in this subsection re- 
ferred ‘to as the “‘subsidiary”) has been wound up in circumstances 
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in which subsection 88(1) of the Act applies in respect of the sub- 
sidiary and another taxable Canadian corporation (in this subsection 
referred to as the “parent’), the parent shall be deemed to be the 
same corporation as, and a continuation of, the subsidiary for the 
purposes of subsection 1202(9). 

History: The heading to s. 1214 substituted by P.C. 1990-2780, subsec. 12(1), Decem- 


ber 20, 1990. Canada Gazette, Part Il, January 16, 1991, applicable in respect of amal- 
gamations or windings-up commencing after 1982. 


Subsec. 1214(1) substituted for s. 1214, and subsecs. (2), (3) added, by subsec. 12(2) of 
the said P.C. 1990-2780, applicable in respect of amalgamations and windings-up oc- 
curring after January 15, 1987 except that, in respect of amalgamations and windings- 
up in taxation years ending before February 18, 1987, para. 1214(1)(b) shall be read as 
if the reference to “subsection 1202(2)” were a reference to “subsections 1202(2) and 
Sie 


S. 1214 substituted by P.C. 1990-162, s. 9, February 1, 1990, Canada Gazette, Part Il, 
February 14, 1990, applicable with respect to amalgamations occurring or windings-up 
commencing after 1982. 


All that portion of s. 1214 preceding para. (b) substituted by P.C. 1985-465, s. 12, 
February 14, 1985, Canada Gazette, Part Il, March 6, 1985, applicable to amalgama- 
tions occurring after December 14, 1975. 


S. 1214 added by P.C. 1981-3329, s. 12, November 26, 1981, Canada Gazette, Part II, 
December 9, 1981, effective commencing December 15, 1975. 


Definitions [Reg. 1214]: “amount” —ITA 248(1); “corporation” —ITA 248(1), 
Interpretation Act 35(1); “earned depletion base” —.Reg. 1202(1), 1205(1); “parent”, 
“subsidiary” — Reg. 1214(3); “supplementary depletion base’ — Reg. 1212(2)-(4); 
“taxable Canadian corporation” — ITA 89(1), 248(1); “taxation year’ — ITA 249. 


1215. [Revoked] 
History: S. 1215 revoked by P.C. 1990-2256, s. 7, October 18, 1990, Canada Gazette, 
Part II, November 7, 1990, applicable after 1985. 


S. 1215 added by P.C. 1985-465, s. 13, February 14, 1985, Canada Gazette, Part Il, 
March 6, 1985, applicable to 1984 et seq. 


1216. Prescribed persons — For the purpose of subsection 
208(1) of the Act, a person described in any of paragraphs 
149(1)(d) to (d.6) of the Act is a prescribed person. 

History: S. 1216 amended by P.C. 2001-1378, s. 3, August 1, 2001, Canada Gazette, 
Part II, August 15, 2001, effective August 15, 2001. 

S. 1216 amended by P.C. 2001-954, s. 2, May 31, 2001, Canada Gazette, Part II, June 
20, 2001, applicable after 1998. 

S. 1216 added by P.C. 1985-465, s. 14, February 14, 1985, Canada Gazette, Part II, 
March 6, 1985, applicable to 1979 et seq. 


Definitions [Reg. 1216]: “person” — ITA 248(1). 


1217. Prescribed Canadian exploration expense — (1) For 
the purposes of subsection 66(14.1) of the Act, the prescribed Cana- 
dian exploration expense of a corporation for a taxation year is the 
amount, if any, by which its total specified exploration expenses for 
the year exceed its total exploration assistance for the year. 


(2) For the purposes of subsection (1), the total specified explora- 
tion expenses of a particular corporation for a particular taxation 
year are the aggregate of 


(a) all expenses (other than expenses referred to in paragraph (b) 
or (c)) that are described in any of subparagraphs 66.1(6)(a)(i) to 
(ii) of the Act and that were incurred by the particular corpora- 
tion in the particular year and after March 1985 and before Oc- 
tober 1986, 


(b) where the particular corporation is a shareholder corporation 
of a joint exploration corporation, all expenses described in any 
of subparagraphs 66.1(6)(a)(i) to (ii) of the Act that were in- 
curred by the joint exploration corporation after March 1985 and 
before October 1986 and in the taxation year of the joint explo- 
ration corporation ending in the particular year and that were 
deemed under paragraph 66(10.1)(c) of the Act to be Canadian 
exploration expenses incurred by the particular corporation in 
the particular year, and 


(c) all expenses that would be described in subparagraph 
66.1(6)(a)(iv) or (v) of the Act if the references in those subpara- 
graphs to “any of subparagraphs (i) to (iii.1) incurred” were read 
as “any of subparagraphs (i) to (ii) incurred after March 1985 
and before October 1986” and that were incurred by the particu- 
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lar corporation in the particular year or by a partnership in a fis- 
cal period of the partnership that ended in the particular year if, 
at the end of that fiscal period, the particular corporation was a 
member of the partnership 


other than 


(d) expenses renounced by the corporation at any time under 
subsection 66(10.1) or (12.6) of the Act, 


(e) Canadian exploration and development overhead expenses of 
the corporation or of a partnership of which the corporation was 
a member, or 


(f) expenses incurred or deemed to have been incurred by the 
corporation in a period during which it was exempt from tax on 
its taxable income under Part I of the Act. 


(3) For the purposes of subsection (1), the total exploration assis- 
tance of a corporation for a taxation year is the aggregate of all 
amounts each of which is an amount of assistance or benefit that the 
corporation has received or is entitled to receive in the year from a 
government, municipality or other public authority in respect of an 
expense that is included in its total specified exploration expenses 
for the year by virtue of paragraph (2)(a) or (c), whether such 
amount is by way of a grant, subsidy, rebate, forgivable loan, de- 
duction from royalty or tax, rebate of royalty or tax, investment al- 
lowance or any other form of assistance or benefit. 


History: S. 1217 added by P.C. 1988-1608, s. 2, August 11, 1988, Canada Gazette, 
Part II, August 31, 1988, applicable to 1985 et seg. 

Definitions [Reg. 1217]: “amount” —ITA 248(1); “Canadian development ex- 
pense” — ITA 66.2(5), 248(1), Reg. 1206(4)(b); “Canadian exploration and develop- 
ment expenses” —ITA 66(15), 248(1), Reg. 1206(4)(b); “Canadian exploration and 
development overhead expense” — Reg. 1206(1), (4.1); “Canadian exploration ex- 
pense” — ITA 66.1(6), 248(1), Reg. 1206(4)(b); “corporation” —ITA 248(1), Inter- 
pretation Act 35(1); “fiscal period’ —ITA 249.1; “joint exploration corporation” — 
ITA 66(15), Reg. 1206(2); “prescribed” — ITA 248(1); “shareholder corporation” — 
ITA 66(15), Reg. 1206(2); “taxable income” — ITA 248(1); “taxation year’ — ITA 
249; “total development assistance” — Reg. 1218(3); “total exploration assistance” — 
Reg. 1217(3); “total specified development expenses” — Reg. 1218(2); “total specified 
exploration expenses” — Reg. 1217(2). 


1218. Prescribed Canadian development expense — (1) 
For the purposes of subsection 66(14.2) of the Act, prescribed Ca- 
nadian development expense of a corporation for a taxation year is 
the amount, if any, by which its total specified development ex- 
penses for the year exceed its total development assistance for the 
year. 


(2) For the purposes of subsection (1), the total specified develop- 
ment expenses of a particular corporation for a particular taxation 
year is the aggregate of 


(a) all expenses (other than expenses referred to in paragraph (b) 
or (c)) that are described in subparagraph 66.2(5)(a)(i) or (i.1) 
[66.2(5)“Canadian development expense’’(a) or (b)] of the Act ~ 
and that were incurred by the corporation in the particular year 
and after March 1985 and before October 1986, 


(b) where the particular corporation is a shareholder corporation 
of a joint exploration corporation, all expenses that are described 
in subparagraph 66.2(5)(a)(i) or (i.1) [66.2(5)‘“Canadian devel- 
opment expense”’(a) or (b)] of the Act, that were incurred by the ~ 
joint exploration corporation after March 1985 and before Octo- 
ber 1986 and in the taxation year of the joint exploration corpo- 
ration ending in the particular year and that were deemed under 
paragraph 66(10.2)(c) of the Act to be Canadian development 
expenses incurred by the particular corporation in the particular 
year, and 


(c) all expenses that would be described in subparagraph 
66.2(5)(a)~iv) or (Vv) [66.2(5)“Canadian development ex- 
pense’’(f) or (g)] of the Act if the references in those subpara- 
graphs to “any of subparagraphs (i) to (iii) incurred” were read 
as “subparagraph (i) or (i.1) incurred after March 1985 and 
before October 1986” and that were incurred by the particular 
corporation in the particular year or by a partnership in a fiscal 
period of the partnership that ended in the particular year if, at 
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the end of that fiscal period, the particular corporation’ was a 
member of the partnership, 


other than 


(d) expenses renounced by the corporation at any time under 
subsection 66(10.2), (12.601) or (12.62) of the Act, 


(e) Canadian exploration and development overhead expenses of 
the corporation or of a pes of ge the bins gh was 
a member, or ‘ 


(f) expenses incurred: or: este to nave beer ingurced by the 
corporation in a period during which it was exempt from tax on 
its taxable income under Part I of ‘the Act. 


(3) For the purposes of subsection (1), the total development assis- 
tance of a corporation for a taxation year is the aggregate of all 
amounts each of which is an amount of assistance or benefit that the 
corporation has received: or is} entitled:to receive in the ‘year from a 
government, municipality or other public authority in respect of an 
expense that is included in its total specified development expenses 
for the: year by virtue of paragraph (2)(a)\or (c); whether such 
amount is by way of a grant; subsidy, rebate, forgivable loan, de= 
duction from royalty or tax, rebate of royalty or tax, investment al- 
lowance or any other form of assistance or benefit. 


History: Para. 1218(2)(d) amended by P.C. 1996- 494, Ss. * April 16, 1996, Canada 
Gazette, Part II, May 1, 1996, applicable after December 2, 1992. 


S. 1218 added by P,C. 1988-1608,. s. 2) August. 11, 1988, Canada Gazette, Part Il, 
August 31, 1988, applicable to 1985. et.seq. 


Definitions [Reg. 1218]: “amount” —ITA 248(1); “Canadian development. .ex- 
pense” — ITA 66.2(5), 248(1), Reg. 1206(4)(b); “Canadian exploration and develop- 
ment expenses” — ITA 66(15), 248(1), Reg. 1206(4)(b); “Canadian ‘exploration and 
development, overhead expense” — Reg. 1206(1),. (4,1); “Canadian exploration, ex- 
pense” — ITA 66.1(6),.248(1), Reg. 1206(4)(b); “corporation” — ITA. 248(1), Inter- 
pretation Act 35(1); “fiscal period” —ITA 249.1; “joint exploration corporation” — 
ITA 66(15), Reg. 1206(2); “prescribed” —ITA 248(1); “shareholder corporation” — 
ITA 66(15), Reg. 1206(2); “taxable: income” — ITA .248(1); “taxation year” — ITA 
249. 


1219. Canadian. renewable and conservation expense — 
(1) [Definition] — Subject to subsections (2) to (4), for the pur- 
pose. of subsection 66.1(6), of the Act, “Canadian renewable.and 
conservation expense” means an expense incurred (bya taxpayer, 
and payable to a ‘person or partnership with whom the taxpayer is 
dealing at arm’s length, in respect of the development of \a project 
for which itis reasonable to expect that at least 50% of the capital 
cost .of the depreciable property to be used in the project would be 
the capital cost of any property that is included in Class 43.1-or 43.2 
in Schedule II, or that would be so included if this Part were read 
without reference to this section, and includes: such‘an a in- 
curred by the taxpayer i 


(a) for the purpose of making a service connection to the project 
for the transmission of electricity to a purchaser of the electric- 
ity, to the extent that the expense so incurred was not incurred to 
acquire property of the taxpayer; 
(b) for the construction of a temporary access road to the project 
site; ae 
(c) for a right of access to the project site before the earliest time 
at which a property described in Class 43.1 or 43.2 in Schedule 
II is used in the project for the purpose of earning income; 
(d) for clearing land to the extent necessary to complete the 
project; 
(e) for process engineering for the project, including 
(i) collection and analysis of site data, 
(ii) calculation of energy, mass, water, or air balances, . 
(iii) simulation and analysis of the performance and cost of 
process design options, and 
(iv) selection of the optimum process design; — 
(f) for the drilling or completion of a well for the. project, other 


than a well thatuis, or can reasonably be expected to be, used for 
the installation of underground piping that is included in para- 
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graph (d) of Class 43. 1 or paragraph (b) of Class 43:2 in Sched- 
“cule II; or 


(g) for a test wind ane that is part of a wind farm Fore of 
the taxpayer. 


Related Provisions: Reg. RS, — Whether CRCE for wind energy conversion 
system. { 


(2) feagaovn — A Canadian renewable and conservation ex- 
pense does. not include any expense that 
(a) is described in paragraphs 20(1)(c), (d), (e) or (e.1) of the 
Act; or 


(b)-is incurred by a taxpayer directly or indirectly and is 
(i) for the acquisition of, or the use of or the right to use, 
land, except as provided by paragraph (1)(b), (c) or (d), 
(ii) for grading or levelling land or for landscaping, except as 
provided by paragraph (1)(b), 
(iti) payable to a non-resident person or a partnership other 
than a Canadian partnership (other than an expense described 
in paragraph (1)(g)), 
(iv) included in the capital cost of property that, but for this 
section, would be depreciable property, except as provided 
by paragraph (1)(b), (d), (e), (f) or (g), 
(v) an expenditure that, but for this section, would be an eli- 
gible capital expenditure, except as provided by any of 
paragraphs (1)(a) to (e), 
(vi) included in the cost of inventory of the' taxpayer, 


(vii) an expenditure on or in respect of scientific research and 
experimental development, 


(viil) a Canadian development expense or a Canadian oil and 
gas property expense, 

(ix) incurred, for a project, in respect of any time at or after 
the earliest time at which a property described in Class 43.1 
or 43.2 in Schedule: II was used in the project for the purpose 
of earning income, 


(x) incurred in respect of the administration or management 
of a business of the taxpayer, or 


(xi) a cost attributable to the period of the construction, reno- 
vation or alteration of depreciable property, other than pro- 
perty described in Class 43.1 or 43.2 in Schedule II, that re- 
lates to 


(A) the construction, renovation or alteration of the pro- 
perty, except as provided by paragraph (1)(b), (f), or (g), 
or 


(B) the ownership of land during the period, except as 
provided by. paragraph (1)(b), (c) or (d). 


(3) [“Test wind turbine”] — For the purpose of paragraph (1)(g), 
“test wind turbine” means a fixed location device that is a wind 
energy conversion system that would, if this Part were read without 
reference to this section, be property included in Class 43.1 in 
Schedule II because of subparagraph (d)(v).of that Class, or in Class 
43.2 in Schedule IL because of paragraph (b) of that Class, in re- 
spect, of which the Minister, .in consultation, with. the,.Minister of 
Natural Resources, determines that 


(a) the device is installed as part of a wind farm project of the 
taxpayer at which the electrical energy produced from wind by 
the device, and by all other test wind turbines that are part of the 
project, does not exceed 


(i) one third of the project’s planned nameplate capacity if 


(A) the Minister of Natural Resources determines that the 
project’s planned nameplate capacity is limited from an 
engineering or scientific perspective, and 


(B) the project’s planned nameplate caneeity. does not ex- 
ceed six megawatts, or 
(ii). 20%..of the project’s planned nameplate capacity, in any 
other case; 
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(b) the project does not share with any other project a point of 
interconnection to an electrical energy transmission: or distribu- 
tion system; 


(c) if the project does not have a point of interconnection to an 
electrical energy transmission or distribution system, the project 
has a point of interconnection to an electrical system 


(i) of the taxpayer 


(A) which system is more than 10 kilometres from any 
transmission system and from any distribution system, 
and 


(B) from which system’ at least 90% of the electrical en- 
ergy produced by the project is used in a business carried 
on by the taxpayer, or 


(ii) of another person or partnership that deals at.arm’s length 
with the taxpayer 


(A) which system is more than 10 kilometres from any 
transmission system and from any distribution system, 
and 


(B) from which system at least 90% of the electrical en- 
ergy produced by the project is used in a business carried 
on by the other person or partnership; 


(d) the primary purpose for installing the device is to test the 
level of electrical, energy produced by the device from wind at 
the place of installation; 


(e) no other test wind turbine is installed within 1500 metres of 
the device; and 


(f) no other wind energy conversion system is installed within 
1500 metres of the device until the level of electrical energy pro- 
duced from wind by the device has been tested for at least 120 
calendar days. 


(4) [Wind energy conversion system] — For greater certainty, 
a Canadian Renewable and Conservation Expense includes an ex- 
pense incurred by a taxpayer to acquire a fixed location device that 
is a wind energy conversion system only if the device is described 
in paragraph (1)(g). 

Related Provisions [Reg. 1219]: Reg. 1102(1)(a.1) — CRCE ineligible for capital 
cost allowance. 


History: Para. 1219(1)(f) amended by 2010, c. 25, s. 77; applicable to expenses in- 
curred after May 2, 2010. 


Cl. 1219(3)(a)(a)(A) amended by P.C. 2007-849, s. 3, May 31, 2007, Canada Gazette, 
Part II, June 13, 2007, in force June 13, 2007. 


The opening words of subsec. 1219(1), subpara. 1219(1)(b)(ix) and para. 1219(1)(c), 
amended by P.C. 2006-439, subsecs. 5(1)-(3), June 1, 2006, Canada Gazette, Part Il, 
June 14, 2006, deemed in force: on February 23, 2005, 


The opening words of subpara. 1219(1)(b)(xi) and of subsec. 1219(3), amended by the 
said P.C. 2006-439, subsecs. 5(4), (5), deemed in force on February 23, 2005. 


The opening words of subsec. 1219(1) amended to replace “subsection (2)” with “sub- 
sections (2) to (4)” by P.C. 2005-1510, subsec. 1(1), August 31, 2005, Canada Gazette, 
Part II, September 21, 2005, applicable to expenses incurred after April 8, 2005. 


Para. 1219(1)(g) amended by the said P.C. 2005-1510, subsec. 1(2), applicable to ex- 
penditures incurred after July 25, 2002. If a taxpayer so elects in writing filed with the 
Minister of National Revenue by December 20, 2005, the amendment also applies to 
expenditures incurred by the taxpayer after December 5, 1996 and before July 26, 
2002. 


Paras. 1219(3)(a) to (f) substituted for paras. (a) and (b) by the said P.C. 2005-1510, 
subsec. 1(4), applicable to expenditures incurred after July 25, 2002. If a taxpayer so 
elects in writing filed with the Minister of National Revenue by December 20, 2005, 
the amendment also applies to expenditures incurred by the taxpayer after December 5, 
1996 and before July 26, 2002. For the purpose of applying the amendment to those 
expenditures, para. 1219(3)(a) is deemed to read as) follows: 


(a) the device is installed as part of a wind farm project of the taxpayer at which 
the electrical energy produced from wind by the device, and by all other test 
wind turbines that are part of the project, does not exceed 35% of the project’s 
planned nameplate capacity; 


Subsec. 1219(4) added by the said P.C. 2005-1510, subsec. 1(5), applicable to expenses 
incurred after April 8, 2005. 


S, 1219 added by P.C. 2000-1331, s. 4, August 23, 2000, Canada Gazette, Part II, 
September 13, 2000, applicable to expenses incurred after December 5, 1996. 
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Definitions [Reg. 1219]: “arm's length’ —ITA 251(1); “business” —ITA 248(1); 
“Canadian development expense” — ITA 66.2(5), 248(1); “Canadian oil and gas pro- 
perty expense” —ITA 66.4(5), 248(1); “Canadian partnership” —ITA 102, 248(1); 
“depreciable property” —ITA 13(21), 248(1); “eligible capital expenditure” — ITA 
14(5), 248(1); “inventory”, “Minister” —ITA 248(1); “Minister of Natural Re- 
sources” — Department of Natural Resources Act s. 3; “non-resident” — ITA 248(1); 
“person”, “property”, “scientific research and experimental development’, “‘tax- 
payer” —ITA 248(1); “test wind turbine” — Reg. 1219(3). 


Part XIll— ELECTIONS IN RESPECT OF 
TAXPAYERS CEASING TO BE RESIDENT IN 
CANADA 


History: Part XIII was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, bre 19, 1979, Can- 
ada Gazette, Part II, August 8, ESN. 


1300. Elections to defer capital gains — (1) Any election by 
an individual under paragraph 48(1)(c) of the Act shall be made by 
filing with the Minister the prescribed form on or before the day on 
or before which the return of income for the year in which the tax- 
payer ceased to be resident in Canada’ is required to be filed under 
section 150. of the Act. 


(2) Any election by a Canadian corporation under paragraph 
48(1)(c) of the Act shall be made by filing with the Minister, on or 
before the day on or before which the return of income for the year 
in which the corporation ceased to be resident in Canada is required 
to be filed under section 150 of the Act, the following documents in 
duplicate: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; and 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 
persons ‘legally entitled to’ administer -the affairs of the 
corporation. 
Definitions [Reg. 1300]: “Canadian corporation” — ITA 89(1), 248(1); “corpora- 
tion” — ITA 248(1), Interpretation Act 35(1); “individual”, “Minister”, “person’’, “pre- 
scribed” —ITA 248(1); “resident in Canada” —ITA 250;.taxpayer” —ITA 248(1). 
Interpretation Bulletins: IT-434R: Rental of real property by individual; IT-451R: 
Deemed disposition and acquisition on ceasing to be or becoming resident in Canada. 


Forms: T1244: Election, under subsec:.220(4.5) of the [TA, to defer the payment of 
tax on income’ re deemed idisposition of property. 


1301. Elections to defer payment of taxes — (1) Any election 
by an individual under subsection 159(4) of the Act shall be made 
by filing with the Minister the prescribed form on or before the day 
on or before which the return of income for the year in which the 
taxpayer ceased to be resident in Canada is required to be filed 
under section 150 of the Act. 


(2) Any election by a Canadian.corporation under subsection 159(4) 
of the Act shall be made by filing with the Minister, on or before 
the day on or before which the return of income for the year in 
which the corporation ceased. to be resident in Canada is required to . 
be filed under section 150 of the Act, the following documents in 
duplicate: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; and 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, .a certified copy of 
the authorization of the making of the election by the person or 
persons legally entitled to administer the affairs of the 
corporation. 
Definitions [Reg. 1301]: “Canadian corporation” — ITA 89(1), 248(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1); “individual”, “Minister”, “person”, “pre- 
scribed” — ITA 248(1); “resident in Canada” ITA 250; “taxpayer” —ITA 248(1). 
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1302. Elections to realize capital gains — Any election by an 
individual under paragraph 48(1)(a) of the Act shall'be made by 
filing with the Minister the prescribed form on or before the day on 
or before which the return of income for the year in which the tax- 
payer ceased to be resident in Canada is required to be filed under 
section 150 of the Act. 

History: S. 1302 added by P.C. 1988-390, s. 7, March 3, 1988, Canada Gazette, Part 
II, March 16, 1988, applicable to 1985 et seq, except that for the 1985, 1986 and 1987 
taxation years, the prescribed form referred to may be filed on or before the day that is 
180 days after March 16, 1988. 

Definitions [Reg. 1302]: ‘individual’, “Minister”, “prescribed” — ITA 248(1); “res- 
ident in Canada” — ITA 250; “taxpayer” — ITA 248(1). 


PART XIV — INSURANCE BUSINESS 
PoLicy RESERVES 


DIVISION 1 — POLICY RESERVES 
History: The heading to Part XIV amended by P.C. 1999-1154, subsec. 2(1), June 23, 
1999, Canada Gazette, Part I, July 7, 1999, applicable to 1996 et seq. 


Part XIV was substituted by P.C. 1979-1486, May 17, 1979, Canada Gazette, Part II, 
June 13, 1979, applicable, as to ss. 1400-1404 to 1978 et seq. 


1400. Non-life insurance business —(1) [Policy re- 

serve] — For the purpose of paragraph 20(7)(c) of the Act, the 

amount prescribed in respect of an insurer for a taxation year is 
(a) the amount determined under subsection (3) in respect of the 
insurer for the year, where that amount is greater than nil, and 


(b) nil, in any other case. 


(2) [Negative reserves] — For the purpose of paragraph 
12(1)(e.1) of the Act, the amount prescribed in respect of an insurer 
for a taxation year is 


(a) the absolute value of the amount determined under subsec- 


tion (3) in respect of the insurer for the year, where-that amount 
is less than nil, and 


(b) nil, in any other case. 
Related Provisions: Reg. 1402.1 — Negative amounts. 


(3) [Amount of reserve] — For the purposes of paragraphs (1)(a) 
and (2)(a), the amount determined under this subsection in respect 
of an insurer for a taxation year is the amount, which may be posi- 
tive or negative, determined by the formula 


A+B+C+D+E+F+G 
+H+1+J+K+L 


where 
A_ is the total of all amounts each of which is the unearned portion 
at the end of, the year of the premium paid by the policyholder 
for a policy, (other than a policy that insures a risk in respect of 


(a) a financial loss of a lender‘on a loan made on the security 
of real property, 


(b) a home warranty, 
(c) a lease guarantee, or 
(d) an extended, motor vehicle warranty), 


which is determined by apportioning the premium equally over 
the period to which that premium relates; . 
Bis the total of all amounts each of which is an amount deter- 
mined in respect of a policy referred to in paragraph (a), (b), (c) 
or (d) of the description of A equal to the lesser of 
(a) the amount of the reported reserve of the insurer at the 
end of the year in respect of the unearned portion at the end 
of the year of the premium paid by the policyholder for the 
policy, and 
(b) a reasonable amount as a reserve determined as at the end 
of the year in respect of the unearned portion at the end of 
the year of the premium paid by the policyholder for the 
policy; 
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C. is the total of all amounts each of which is the amount in respect 
of a policy, where all or a portion of a risk under the policy was 
reinsured, equal to the unearned portion at the end of the year of 
a reinsurance.commission in respect of the policy determined by 
apportioning the reinsurance commission equally over. the pe- 
riod to which it relates; 


D is the amount, in respect of policies (other than policies in re- 
spect of which an amount can be determined under the descrip- 
tion. of E) under which 


' (a) a claim that was incurred before the end of the year has 
been reported to the insurer before the end of the year and in 
respect of which the insurer is, or may be, required to make a 
payment or incur an expense after the year, or 


(b) there may be a claim incurred before the end of the year 
that has not been reported to the insurer before the end of the 
year, 


equal to 95% of the lesser of 


(c) the total of the reported reserves of the insurer at the end 
of the year in respect of such claims or possible ‘claims, and 


(d) the total of the claim liabilities of the insurer at the end of 
the year in respect of such claims or possible claims; 


E is the amount, in respect of policies under which 


(a) a claim that was incurred before the end of the year has 
been reported to the insurer before the end of the year, 


(b) the claim is in respect of damages for personal injury or 
death, and 


(c) the insurer has agreed to a structured settlement of the 
claim, 


equal to the lesser of 


(d) the total of the reported reserves of the insurer at the end 
of the year in respect of such claims, and 


(e) the total of the claim liabilities of the insurer at the end of 
the year in respect of such claims; 


F_ is an additional amount, in respect of policies that insure a fidel- 
ity risk, a surety risk, a nuclear risk, or a risk related to a finan- 
cial loss of a lender on a loan made on the security of real pro- 
perty, equal to the lesser of 


(a), the total of the reported reserves of the insurer at the end 
of the year in respect of such risks (other than an amount 
included in determining the value of A, B, C, D, E, G, H, I, J, 
K or L), and 


(b) a reasonable: amount as a; reserve determined as. at the 
end of the year in respect of such risks (other than an amount 
included in determining the value of A, B, C, D, E, G, H, I, J, 
K or L); 


G_ is the amount of a guarantee fund at the end of the year provided 
for under an agreement in writing between the insurer and Her 
Majesty in right of Canada under which Her Majesty has agreed 
to guarantee the obligations of the insurer.under a policy that 
insures a risk related to a financial loss of a lender on a loan 
made on the security of real property; 


H._ is the amount in respect of risks, under pre-1996 non-cancellable 
or guaranteed renewable accident and sickness policies equal to 


(a) where the amounts determined under subparagraphs. (i) 
and (ii) are greater than nil, the lesser of 


(i) the total of the reported reserves of the insurer at the 
end of the year in respect of such risks (other than an 
amount, included in determining the, value of A, B,C, D, 
E, F, G, I, J, Kor L), and 


(ii) a reasonable amount as a reserve determined as at the 
end of the year in respect of such risks (other than an 
amount included in determining the value of A, B, C, D, 
E, F, G, lL, J, K or L), and 


(b) nil, in any other case; 
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I is the amount in respect of risks under post-1995 non-cancel- 
lable or guaranteed renewable accident and sickness policies 
equal to the lesser of 


(a) the total of the reported reserves of the insurer at the end 
of the year in respect of such risks (other than an amount 
included in determining the value of A, B, C, D, E, F, G, H, 
J, K or L), and 


(b) the total of the policy liabilities of the insurer at the end 
of the year in respect of such risks (other than an amount 
included in determining the value of A, B, C, D, E, F, G, H, 
J, K or L); 


J is the total of all amounts (other than an amount deductible 
under subsection 140(1) of the Act) each of which is the amount, 
which is the least of P, Q and R, in respect of a dividend, refund 
of premiums or refund of premium deposits provided for under 
the terms of a group accident and sickness insurance policy that 
will be 


(a) used by the insurer to reduce or eliminate a future adverse 
claims experience under the policy, 


(b) paid or unconditionally credited to the policyholder by 
the insurer, or 


(c) applied in discharge, in whole or in part, of a liability of 
the policyholder to pay premiums to the insurer under the 
policy, 

where 


P is a reasonable amount as a reserve determined as at the end 
of the year in respect of the dividend, refund of premiums or 
refund of premium deposits, 


Q is 25% of the amount of the premium payable under the 
terms of the policy for the 12-month period ending 


(i) if the policy is terminated in the year, on the day the 
policy is terminated, and 


(ii) in any other case, at the end of the year, and 


R_ is the reported reserve of the insurer at the end of the year in 
respect of the dividend, refund of premiums or refund of pre- 
mium deposits; and 


K is the total of all amounts each of whichis the amount, in respect 
of a policy under which a portion of the particular amount paid 
or payable by the policyholder for the policy before the end of 
the year is deducted under paragraph 1408(4)(b), equal to the 
portion of that particular amount that the insurer has determined 
will, after the end of the year, be returned to, or credited to the 
account of the policyholder on the termination of the policy; and 


L is an amount in respect of policies that insure earthquake risks in 
Canada equal to the lesser of 


(a) the portion of the reported reserve of the insurer at the 
end of the year in respect of those risks that is attributable to 
accumulations from premiums in respect of those risks (other 
than an amount included in determining the value of A, B, C, 
D, Boba G. Hod, 72, OTe. and : 


(b) a reasonable amount as a reserve determined as at the end 
of the year in respect of those risks (other than an amount 
included in determining the value of A, B, C, D, E, F, G, H, 
Del as 0 3% 
Related Provisions: Reg. 1400(4) — Where actuarial principles not required for 
element D or E; Reg. 1400(5)— Transitional — before 2001; Reg. 1402 — All 


amounts to be net of reinsurance ceded; Reg. 1402.1 — Amounts in Reg. 1400 may be 
less than zero. 


(4) [Elements D and E] — Where the relevant authority does not 
require an insurer (other than an insurer that is required by law to 
report to the Superintendent of Financial Institutions) to determine 
its liabilities in respect of claims referred to in the description of D 
or E in subsection (3) in accordance with actuarial principles, 


(a) the value of D is deemed to be 95% of the amount deter- 
mined under paragraph (c) of the description of D; and 


Income Tax Regulations, Part XIV 


(b) the value of E is deemed to be the amount determined under 
paragraph (d) of the description of E. 


Related Provisions: ITA 95(2)(j.2)(ii) — Operator deemed to be required by law to 
report to regulatory authority. 


(5) [Transitional — Before 2001] — [Repealed] 


History [Reg. 1400]: The description of A and paras. (a) and (b) of the description of 
B in the formula in subsec. 1400(3) amended to replace “net premium” with “premium 
paid by the policyholder”, by P.C. 2002-346, paras. 3(a), (b), March 14, 2002, Canada 
Gazette, Part Il, March 27, 2002, applicable to taxation years that begin after 1999 
except that, where the taxpayer elects under ITA 18(9)(a)(ii) and 18(9.02) pursuant to 
S.C. 2001, c. 17 on or before the taxpayer’s filing-due date for the taxation year that 
includes June 14, 2001, the amendment applies to taxation years that end after 1997. 


Subsec. 1400(5) repealed by the said P.C. 2002-346, para. 4(a), applicable to taxation 
years that end after 2000. 
S. 1400 substituted by P.C. 1999-1154, subsec. 2(1), June 23, 1999, Canada Gazette, 
Part II, July 7, 1999, applicable to 1996 ef seq. 
The description of L in subsec. 1400(3) amended by the said P.C. 1999-1154, subsec. 
2(2), applicable to 1998 ef seq. 
History [former Reg. 1400]: Paras. 1400(e) and (e.1) amended by P.C. 1999-1154, 
s. 1, June 23, 1999, Canada Gazette, Part Il, July 7, 1999, applicable to taxation years 
that end after February 22, 1994. For 1994 and 1995 taxation years that end after Feb- 
ruary 22, 1994, paras. (e) and (e.1) read as follows: 
(e) policies (other than a policy in respect of which an amount can be determined 
under paragraph (e.1) under which 
(i) a claim that was incurred before the end of the year has been reported to 
the corporation before the end of the year and in respect of which the corp- 
poration is, or may be, required to make a payment or incur an expense after 
the year, or 
(ii) there may be a claim incurred before the end of the year that has not 
been reported to the corporation before the end of the year, 


such amount as the corporation may claim not exceeding 95% of the lesser of 
(iii) the total of all amounts each of which is the corporation’s actuarial lia- 
bility at the end of the year in respect of such claims or possible claims, and 


(iv) the total of all amounts each of which is the corporation’s reported re- 
serve at the end of the year in respect of such claims or possible claims; 


(e.1) policies under which 


(i) a claim that was incurred before the end of the year has been reported to 
the corporation before the end of the year, 


(ii) the claim is in respect of damages for personal injury or death, and 
(iii) the corporation has agreed to a structured settlement of the claim, 
such amount as the corporation may claim not exceeding the lesser of 


(iv) the total of all amounts each of which is the corporation’s actuarial lia- 
bility at the end of the year in respect of such claims, and 


(v) the total of all amounts each of which is the corporation’s reported re- 
serve at the end of the year in respect of such claims; 


Para. 1400(e) amended, para. 1400(e.1) added, by P.C. 1996-1452, s. 1, September 17, 
1996, Canada Gazette, Part II, October 2, 1996, applicable to taxation years that end 
after February 22, 1994. 


Subpara. 1400(g.1)(ii) amended by P.C. 1994-940, 's. 4, June 2, 1994, Canada Gazette, 
Part II, June 15, 1994, applicable to taxation years ending after June 15, 1994. 


Para. 1400(f.1) added by P.C. 1994-555, April 14, 1994, Canada Gazette, Part Il, May 
4, 1994, applicable to taxation years ending after 1990, 


That portion of s. 1400 preceding para. (a) substituted by P.C. 1990-2002, subsec. 2(1), 
September 20, 1990, Canada Gazette, Part II, October 10, 1990. 


Subpara. 1400(b)(i), subpara. 1400(f)(v), subpara. 1400(g)(ii), substituted by the said 
P.C. 1990-2002, s. 2, applicable in respect of 1987 et seq. 


Para. 1400(e) substituted by the said P.C. 1990-2002, subsec: 2(5), applicable in re- 
spect of 1987 et seq., except that, for taxation years ending before the first taxation year 
that begins after June 17, 1987 and ends after 1987, para. (e) shall be read as follows: 


(€) a policy where an event has occurred before the end of the year that has given 
or is likely to give rise to a claim under the policy (in this paragraph referred to 
as “the liability”), such amount as the corporation may claim, not exceeding the 
lesser of 


(i) a reasonable amount in respect of the liability as at the end of the year, 
and 


(ii) the amount of the reserve in respect of the liability reported by the corpo- 
ration to the relevant authority in its annual report for the year or, where the 
corporation was throughout the year subject to the supervision of the rele- 
vant authority but was not required to file an annual report with the relevant 
authority for the year, in its financial statements for the year; 


Para. 1400(g.1) added by the said P.C. 1990-2002, subsec. 2(6), applicable in respect of 
taxation years beginning after June 17, 1987 and ending after 1987. 
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Para. 1400(i) added by P.C. 1988-390, s. 8, March 3, 1988, Canada Gazette, Part Il, 
March 16, 1988, effective January 1, 1978: 


Subpara. 1400(b)(ii) substituted by P.C. 1980-1484, subsec. 1(1), June 5, 1980, Canada 
Gazette, Part Il, June 25, 1980, effective for 1978 et seg. 

Definitions [Reg. 1400]: “amount” — ITA 248(1), Reg. 1402.1; “claim liability” — 
Reg. 1408(1); “dividend” — ITA 248(1); “extended motor vehicle warranty” — Reg. 
1408(1); “Her Majesty” — Interpretation Act 35(1); “insurance policy”, “insurer”, “life 
insurer” — ITA 248(1); “month” — Interpretation Act 35(1); “net premium” — Reg. 
1408(1); “non-cancellable or guaranteed renewable accident and sickness policy” — 
Reg. 1408(1), (6); “policy liability”, “post-1995 non-cancellable or guaranteed renewa- 
ble” — Reg. 1408(1); “pre-1996 non-cancellable or guaranteed renewable” — Reg. 
1408(1), (7); “premium paid by the policyholder” — Reg. 1408(4); “prescribed” — 
ITA 248(1); “reinsurance commission”, “relevant authority” — Reg. 1408(1); “‘re- 
ported” — Reg. 1408(8); “reported reserve” — Reg. 1408(1); “security” — Interpreta- 
tion Act 35(1); “taxation year’ — ITA 249; “writing” — Interpretation Act 35(1). 


DIVISION 2 — AMOUNTS DETERMINED 


1401. (1) [Policy reserves] — For the purposes of section 307 of 
the Regulations and subsection 211.1(3) of the Act, the amounts de- 
termined under this subsection are, 


(a) in respect of deposit administration fund policies, the aggre- 
gate of the insurer’s liabilities under those policies calculated in 
the manner required for the purposes of the insurer’s annual re- 
port to the relevant authority for the year or, where the insurer 
was throughout the year subject to the supervision of the rele- 
vant authority but was not required to file an annual report with 
the relevant authority for the year, in its financial statements for 
the year; 


(b) in respect of a group term life insurance policy that provides 
coverage for a period not exceeding 12 months, the unearned 
portion of the premium paid by the policyholder for the policy at 
the end of the year determined by apportioning the premium 
paid by the policyholder equally over the period to which that 
premium pertains; 


(c) in respect of a life insurance policy, other than a policy re- 
ferred to in paragraph (a) or (b), the greater of 


(i) the amount, if any, by which 


(A) the cash surrender value of the policy at the end of the 
year 


exceeds 


(B) the aggregate of all amounts each of which is an 
amount payable in respect of a policy loan outstanding at 
the end of the year in respect of the policy or the interest 
thereon that has accrued to the insurer at the end of the 
year, and 


(ii) the amount, if any, by which 


(A) the present value at the end of the year of the future 
benefits provided by the policy 


exceeds the aggregate of 


(B) the present value at the end of the year of any future 
modified net premiums in respect of the policy, and 


(C) the aggregate of all amounts each of which is an 
amount payable in respect of a policy loan outstanding at 
the end of the year in respect of the policy or the interest 
thereon that has accrued to the insurer at the end of the 
year; 


(c.1) in respect of a group life insurance policy, the amount 
(other than an amount in respect of which a deduction may be 
claimed by the insurer pursuant to subsection 140(1) of the Act 
because of subparagraph 138(3)(a)(v) of the Act’in computing 
its income for the year) in respect of a dividend, refund of pre- 
miums or refund of premium deposits provided for under the 
terms of the policy that will be used by the insurer to reduce or 
eliminate a future adverse claims experience under the policy or 
that will be paid or unconditionally credited to the policyholder 
by the insurer or applied in discharge, in whole or in part, of a 
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liability of the’ policyholder to pay premiums to the insurer, 
which is the least of 


(i) a reasonable amount in respect of such a dividend, refund 
of premiums or refund of premium deposits, 


(ii) 25 per cent of the amount of the premium payable under 
the terms of the policy for the 12-month period ending 


(A) if the:policy is terminated in the year, on the day the 
policy is terminated, and 


(B) in any other case, at the end of the year, and 


(iii) the amount of the reserve or liability in respect of such a 
dividend, refund of premiums or refund of premium deposits 
reported by the insurer in its annual report for the year to the 
relevant authority or, where the insurer was throughout the 
year subject to the supervision of the relevant authority for 
the year but was not required to file an annual report with the 
relevant authority for the year, in its financial statements for 
the year; and i 


(d) in respect of a policy, other than a policy referred to in para- 
graph (a), in respect of a benefit, risk or guarantee that is 


(i) an accidental death benefit, 

(ii) a disability benefit, 

(iii) an additional risk as a result of insuring a substandard 
life, 

(iv) an additional risk in respect of the conversion of a term 
policy or the conversion of the benefits under a group policy 
into another policy after the end of the year, 


(v) an additional risk under a settlement option, 
(vi) an additional risk under a guaranteed insurability benefit, 
(vii) a guarantee in respect of a segregated fund policy, or 


(viii) any other benefit that is ancillary to the policy, subject 
to the prior approval of the Minister on the advice of the Su- 
perintendent of Insurance for Canada, 


but is not 


(ix) a benefit, risk or guarantee in respect of which an 
amount has been claimed under any other paragraph of this 
subsection, other than paragraphs (d.1) and (d.2), by the in- 
surer as a deduction in computing its income for the year, 


equal to the lesser of 


(x) a reasonable amount in respect of.the benefit, risk or 
guarantee, and 


(xi) the reserve in respect of the benefit, risk or guarantee, 
reported by the insurer in its annual report to the relevant au- 
thority for the year or, where the insurer was throughout the 
year subject to the supervision of the relevant authority but 
was not required to file an annual report with the relevant 
authority for the year, in its financial statements for the year; 


(d.1)-(e) [Repealed] 


Related Provisions: ITA 95(2)(j.2)(ii) — Operator deemed to be under supervision 
of regulatory authority; ITA 211.1(3) — Effect of Reg. 1401(1) on Part XII.3 tax; Reg. 
1402 — All amounts to be net of reinsurance ceded; Reg. 1403(1) — Rules for compu- 
tation; Reg. 1408 — Definitions. 


(1.1) [Repealed] 


(2) [Segregated funds] — For the purposes of subsection (1), 
(except in respect of subparagraph (d)(vii) thereof), any amount 
claimed by an insurer for the year shall not include an amount in 
respect of a liability of a segregated fund (within the meaning as- 
signed “segregated fund” by section 138.1 of the Act). 


(3), (4) [Repealed] 

History [Reg. 1401]: The, heading before s, 1401 amended by 2009, c..2, s. 98, 
applicable to taxation years that begin after September 2006. 

The portion of subsec. 1401(1) before subpara. (c)(i) amended by 2009, c. 2, subsec. 
99(1), applicable to taxation years that begin after September 2006. 


The opening words of paras. 1401(1)(c.1) and 1401(1)(d) amended by 2009, c. 2, sub- 
secs. 99(2), (3), applicable to taxation years that begin after September 2006. 
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The portion of para. 1401(1)(d) between paras. (ix) and (x) amended to substitute 
“equal to” for “not exceeding”, by 2009, c. 2, subsec. 99(4), applicable to taxation 
years that begin after September 2006. 


Paras. 1401(1)(d.1) to (e) repealed by by 2009, c. 2, subsec. 99(5), applicable to taxa- 
tion years that begin after September 2006. 


Subsecs. 1401(1.1), (3) and (4) repealed by 2009, c. 2, subsecs. 99(6), (7), applicable to 
taxation years that begin after September 2006. 


Para. 1401(1)(b) amended to replace “net premium” with “premium paid by the policy- 
holder”, by P.C. 2002-346, s. 1, March 14, 2002, Canada Gazette, Part II, March 27, 
2002, applicable to taxation years that begin after 1999 except that, where the taxpayer 
elects under ITA 18(9)(a)(ii) and 18(9.02) pursuant to S.C. 2001, c. 17 on or before the 
taxpayer’s filing-due date for the taxation year that includes June 14, 2001, the amend- 
ment applies to taxation years that end after 1997. 


Subsec. 1401(1.1) added, the opening words to s. 1401, cl..1401(1)(c)Gi)(B), and sub- 
sec. 1401(4) amended, by P.C. 1999-1154, ss. 3 and 4, June 23, 1999, Canada Gazette, 
Part I, July 7, 1999, applicable to 1996 et seq. 


Subpara. 1401(1)(c.1)(ii) amended by P.C. 1994-940, s. 5, June 2, 1994, Canada Ga- 
zette, Part Il, June 15, 1994, applicable to taxation years ending after June 15, 1994. 


Para. 1401(1)(a) and subpara. (1)(d)(xi) substituted by P.C. 1990-2002, subsecs. 3(1), 
(3), September 20, 1990, Canada Gazette, Part Il, October 10, 1990, applicable in re- 
spect of 1987 et seq. 


Para. 1401(1)(c.1) added, (d.1) and (d.2) substituted, and subsecs. (3), (4) added, by 
subsecs. 3(2), (4), (5) of the said P.C. 1990-2002, applicable in respect of taxation 
years beginning after June 17, 1987 and ending after 1987. 


Para. 1401(1)(d)(ix) substituted and paras. 1401(1)(d.1), (d.2) added by P.C. 1986- 
2770, s. 2, December 11, 1986, Canada Gazette, Part Il, December 24, 1986, applica- 
ble to 1985 et seq. 


Cls. 1401(1)(c)()(B) and (c)(i)(C) substituted by P.C. 1984-3789, s. 8, November 29, 
1984, Canada Gazette, Part II, December 12, 1984, applicable to taxation years com- 
mencing after November 12, 1981. 


Para. 1401(1)(a) substituted by P.C. 1980-2081, s. 3, July 31, 1980, Canada Gazette, 
Part II, August 13, 1980, effective in respect of 1978 et seq. 


Definitions [Reg. 1401]: “amount” —ITA 248(1); “amount payable” —ITA 
138(12), Reg. 1408(1); “benefit” — Reg. 1408(1); “Canada” — ITA 255, Interpreta- 
tion Act 35(1); “cash surrender value” — ITA 148(9), Reg. .1408(1); “dividend” — ITA 
248(1); “group term life insurance policy” — Reg. 1408(2); “insurance policy”, “in- 
surer” —ITA 248(1); “interest” — ITA 138(12), Reg. 1408(1); “life insurance busi- 
ness” — ITA 248(1); “life insurance policy”, “life insurance policy in Canada” — ITA 
138(12), Reg. 1408(1), (5); “life insurer”, “Minister” —ITA 248(1); “modified net 
premium” — Reg. 1408(1), (3); “month” — Interpretation Act 35(1); “net pre- 
mium” — Reg. 1408(1); “policy loan” — ITA 138(12), Reg. 1408(1); “‘pre-1996 life 
insurance policy” — Reg. 1408(1), (7); “premium paid by the policyholder” — Reg. 
1408(4); “qualified annuity”, “relevant authority” — Reg. 1408(1); “reported” — Reg. 
1408(8); “segregated fund” —ITA 138.1(1), Reg. 1408(1); “segregated fund pol- 
icy’ —ITA 138.1(1)(a), Reg. 1408(1); “taxable income” —ITA 248(1); “taxation 
year’ — ITA 249. 


Interpretation Bulletins: IT-87R2: Policyholders’ income from life insurance 
policies. 


DIVISION 3 — SPECIAL RULES 


1402. Non-life and life insurance businesses — Any amount 
determined under section 1400 or 1401 shall be determined 


(a) net of relevant reinsurance recoverable amounts; and 


(b) without reference to any amount in respect of a deposit ac- 
counting insurance policy. 


History: S. 1402 amended by 2010, c. 25, s. 78, applicable to taxation years that begin 
after 2010. 


S. 1402 amended by P.C. 1999-1154, s. 5, June 23, 1999, Canada Gazette, Part II, July 
7, 1999, applicable to 1996 et seq. 


S. 1402 amended by P.C. 1997-1670, s.°1, November 20, 1997, Canada Gazette, Part 
II, December 10, 1997, applicable to taxation years of a foreign affiliate of a taxpayer 
that begin after 1994, except that 


(a) the subsecs. apply to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Income Tax Regulations, Part XIV 


Definitions [Reg. 1402]: “amount” — ITA 248(1); “deposit accounting insurance 
policy” —ITA 138(12); “reinsurance recoverable amount” — Reg. 1408(1). 


1402.1 [Negative amounts] — For greater certainty, any amount 
referred to or determined under section 1400 may be equal to, or 
less than, nil. 

History: S. 1402.1 added by P.C. 1999-1154, s. 5, June 23, 1999, Canada Gazette, 
Part II, July 7, 1999, applicable to 1996 ef seq. 


Definitions [Reg. 1402.1]: “amount” — ITA 248(1). 


1403. (1) For the purposes of paragraph 1401(1)(c) and subject to 
subsections (2) and (3), a modified net premium and an amount 
claimed by an insurer for a taxation year shall be computed 


(a) in the case of a lapse-supported policy effected after 1990, 
based on rates of interest, mortality and policy lapse only, and 


(b) in any other case, based on rates of interest and mortality 
only, 
using 

(c) in respect of the modified net premiums:and benefits (other 
than a benefit described in paragraph (d)) of a participating life 
insurance policy (other than an annuity contract) under the terms 
of which the policyholder is entitled to receive a specified 
amount in respect of the policy’s cash surrender value, the rates 
used by the insurer when the policy was issued in computing the 
cash surrender values of the policy; 


(d) in respect of any benefit provided 


(i) in lieu of a cash settlement on the termination or maturity 
of a policy, or 


(ii) in satisfaction of a dividend on a policy, 


the rates used by the insurer in determining the amount of such 
benefit; and 


(e) in respect of all or part of any other policy, the rates used by 
the insurer in determining the premiums for the policy. 


History: That portion of subsec. 1403(1) before para. (c) replaced by P.C. 1994-940, s. 
6, June 2, 1994, Canada Gazette, Part Il, June 15, 1994, applicable 


(a) to taxation years beginning after 1990; and 

(b) where an insurer so elected by notifying the Minister of National Revenue in 
writing before July, 1991, to the insurer’s taxation years beginning after 1987, 
1988 or 1989 (as specified in the election) and before 1991, and where such an 
election has been made 


(i) if the insurer so indicated in the election, para. 1403(1)(a) shall be read 
without reference to the words “effected after 1990”, and 


(ii) in any other case, the reference in para. 1403(1)(a) to “1990” shall be read 
as a reference to the calendar year immediately preceding the first taxation 
year to which the election relates. 


Para. 1403(1)(b) substituted by P.C. 1980-2089, s. 4, July 31, 1980, Canada Gazette, 
Part II, August 13, 1980, effective in respect of 1978 et seq. 


Paras. 1403(1)(c), (d) substituted, (e) added, by P.C. 1980-1484, subsec. 2(1), June 5, 
1980, Canada Gazette, Part Il, June 25, 1980, effective for 1978 et seq. 


(2) For the purposes of subsection (1), where a rate of mortality or 
other probability used by an insurer in determining the premium for 
a policy is not reasonable in the circumstances, the Minister on the 
advice of the Superintendent of Insurance for Canada may make 
such revision to the rate as is reasonable in the circumstances and’ 
the revised rate shall be deemed to have been used by the insurer in 
determining the premium. 


(3) For the purposes of subsection (1), where the present value of 
the premiums for a policy as at the date of issue of the policy is less 
than the aggregate of 


(a) the present value, at that date, of the benefits provided for by 
the policy, and 


(b) the present value, at that date; of all outlays and expenses 
made or incurred by the insurer or outlays and expenses that the 
insurer reasonably estimates it will make or incur in respect of 
the policy (except outlays and expenses to maintain the policy 
after all. premiums: under the policy have been paid and for 
which explicit provision has not been made in calculating the 
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premiums) and such part of any other outlays and expenses 
made or incurred by the insurer that may reasonably be regarded 
as. applicable thereto, 


an increased rate of interest shall be determined by multiplying the 
rate of interest used in determining the premiums by a constant fac- 
tor so that when the increased rate of interest is used, 


(c) the present value of the premiums at the date of issue of the 
policy 


shall equal 


(d) the aggregate of the present values of the benefits, outlays 
and expenses referred to in paragraphs (a) and (b), 


and the increased rate of interest shall be deemed to have been used 
by the insurer in determining the premiums for the policy. 


Related Provisions: Reg. 1403(4) — Computation of present value. 


(4) For the purposes of subsection (3), a “present value” referred to 
in that subsection shall be computed by. using the rates of mortality 
and other probabilities used by the insurer in determining its premi- 
ums, after making any revision required by subsection (2). 


(5) For the purposes of subsection (1), where a record of the rate of 
interest or mortality used by an insurer in determining the premiums 
for a policy is not available, 


(a) the insurer may, if the policy was issued before 1978, make a 
reasonable estimate of the rate; and 


(b) the Minister, on the advice of the Superintendent of Insur- 
ance for Canada, may 


(i) if the policy was issued before 1978 and the insurer has 
not made the estimate referred to in paragraph (a), or 


(ii) if the policy was issued after 1977, 
make a reasonable estimate of the rate. 


(6) Notwithstanding paragraph 1401(1)(c), a life insurer in comput- 
ing its income fora taxation year may, in respect of any class of life 
insurance policies issued before its 1988 taxation year, other than 
policies referred to in paragraph 1401(1)(a) or (b), use a method of 
approximation to convert the reserve in respect of such policies re- 
ported by the insurer in its annual report to the relevant authority for 
the year to an amount that is a reasonable estimate of the amount 
that would otherwise be determined for such policies under para- 
graph 1401(1)(c), provided that that method of approximation is ac- 
ceptable to the Minister on the advice of the relevant authority. 


(7) For the purposes of subsection (1) and notwithstanding any 
other provision of this section, where 


(a) an individual annuity contract was issued prior to 1969 by a 
life insurer, or 


(b) a benefit was purchased prior to 1969 under a group annuity 
contract issued by a life insurer, and 


the contract 
(c) is a policy in respect of which the provisions of paragraph 
1401(1)(c) as it read in its application to the insurer’s 1977 taxa- 
tion year applied, 

the rates of interest and. mortality used by the insurer in computing 


its reserve for the policy under that paragraph for its 1977 taxation 
year shall be used by the insurer in respect of that policy. 


(8) For the purposes of subsection (1), where 


(a) in a taxation year of an insurer, there has been.a disposition 
to the’ insurer by another person with whom: the insurer was 
dealing at arm’s length in respect of wien subsection 
138(11.92) of the Act applied, 


(b) as a result of the disposition, the insurer assumed obligations 
under life insurance policies (in this subsection referred to as the 
“transferred policies”) in respect of which an amount may be 
claimed by the insurer as a reserve under paragraph 1401(1)(c) 
for the taxation year, 
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(c) the amount, if any, by which 


(i) the aggregate of all amounts received or receivable by the 
insurer from the other person in respect of the transferred 
policies referred to in paragraph (b) 


exceeds 


(ii) the aggregate of all amounts. paid. or payable by the in- 
surer to the other person in respect of commissions. in respect 
of the amounts referred to in subparagraph (i) 


exceeds the total of the maximum amounts that may be claimed 
by the insurer as a reserve under paragraph 1401(1)(c) (deter- 
mined without reference to this. subsection) in..respect of, the 
transferred. policies for the taxation year, and 


(d) the amount determined under paragraph (c), (in this subsec- 
tion referred to as “reserve deficiency”’) can reasonably be attrib- 
uted to the fact that the rates of interest or mortality used by the 
issuer of the transferred policies in determining the cash surren- 
der values or premiums under such policies are no longer rea- 
sonable in the circumstances, 


the Minister, on the request of the insurer and with the advice of the 
relevant authority, may make such revision to the rates of interest or 
mortality to eliminate all or any part of that reserve. deficiency, and 
those revised rates shall be deemed to have been used by the issuer 
of the transferred policies in determining the cash surrender value 
or premiums ee the tna 


Ta Rep ulations: lbel effective. for asigosidbes occurring after November 1999, If the 
endation i is acted aie it is ee that the amendments ie be included 


History: § Subsec. 1403(6) substituted by P.C. 1990-2002, subsec. 4(1), sentbalees 20, 
1990, Canada Gazette, Part II, October 10, 1990, applicable in respect of taxation years 
beginning after June 17, 1987 and ending after 1987. 


Subsec. 1403(8) added by subsec. 4(2) of the said P.C. 1990-2002, applicable in re- 
spect of dispositions of an insurance business or a line of business of an insurance 
business occurring after December 15, 1987. 


Para. 1403(7)(a) corrected by Canada Gazette, Part Il; July 23, 1980, errata. 


Paras. 1403(7)(a), (b) substituted by P.C. 1980-1484, subsec. 2(2),June 5, 1980, Can- 
ada Gazette, Part Il; June 25, 1980, ‘effective for 1978 et seq. 


Definitions [Reg. 1403]: “amount”, “annuity” — ITA 248(1); ‘“‘arm’s. length” — 
ITA 251(1); “benefit” — Reg» 1408(1);: “cash surrender value’ — ITA: 148(9), Reg. 
1408(1); “disposition”,, “dividend”, ‘insurer’ ITA. 248(1); “‘lapse-supported_ pol- 
icy” — Reg. 1408(1); “life insurance policy” —ITA 138(12), 248(1). Reg. 1408(5); 
“life insurer’, “Minister” —ITA 248(1); “modified net premium” — Reg. 1408(1), 
(3); “participating life insurance’ policy” —ITA 138(12), Reg. 1404(1); “person” — 
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ITA 248(1); “present value” — Reg. 1403(4); “record” —ITA 248(1); “relevant au- 
thority” — Reg. 1408(1); “reported” — Reg. 1408(8); “reserve deficiency” — Reg. 
1403(8)(d); “taxation year” — ITA 249. 


DIVISION 4 — LIFE INSURANCE POLICY RESERVES 


1404. (1) For the purpose of subparagraph 138(3)(a)(i) of the Act, 
there may be deducted, in computing a life insurer’s income from 
carrying on its life insurance business in Canada for a taxation year 
in respect of its life insurance policies in Canada, the amount the 
insurer claims, not exceeding 


(a) the amount determined under subsection (3) in respect of the 
insurer for the year, where that amount is greater than nil; and 


(b) nil, in any other case. 


(2) For the purpose of paragraph 138(4)(b) of the Act, the amount 
prescribed in respect of an insurer for a taxation year, in respect of 
its life insurance policies in Canada, is 


(a) the absolute value of the amount determined under subsec- 
tion (3) in respect of the insurer for the year, where that amount 
is less than nil; and 


(b) nil, in any other case. 


(3) For the purposes of paragraphs (1)(a) and (2)(a), the amount de- 
termined under this subsection in respect of an insurer for a taxation 
year, in respect of its life insurance policies in Canada, is the 
amount, which may be positive or negative, determined by the 
formula 


A+B+C+D-M 
where 


A is the amount (except to the extent the amount is determined in 
respect of a claim, premium, dividend or refund in respect of 
which an amount is included in determining the value of B, C or 
D), in respect of the insurer’s life insurance policies in Canada, 
equal to the lesser of 


(a) the total of the reported reserves of the insurer at the end 
of the year in respect of those policies, and 


(b) the total of the policy liabilities of the insurer at the end 
of the year in respect of those policies; 


B is the amount, in respect of the insurer’s life insurance policies 
in Canada under which there may be claims incurred before the 
end of the year that have not been reported to the insurer before 
the end of the year, equal to 95% of the lesser of 


(a) the total of the reported reserves of the insurer at the end 
of the year in respect of the possibility that there are such 
claims, and 


(b) the total of the policy liabilities of the insurer at the end 
of the year in respect of the possibility that there are such 
claims; 

C is the total of all amounts each of which is the unearned portion 
at the end of the year of the premium paid by the policyholder 
for the policy, determined by apportioning the premium paid by 
the policyholder equally over the period to which that premium 
relates, where the policy is a group term life insurance policy 
that 


(a) provides coverage for a period that does not exceed 12 
months, and 


(b) is a life insurance policy in Canada; 


D is the total of all amounts (other than an amount deductible 
under subparagraph 138(3)(a)(v) of the Act) each of which is the 
amount, which is the least of P, Q and R, in respect of a divi- 
dend, refund of premiums or refund of premium deposits pro- 
vided for under the terms of a group life insurance policy that is 
a life insurance policy in Canada that will be 


(a) used by the insurer to reduce or eliminate a future adverse 
claims experience under the policy, 
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(b) paid or unconditionally credited to the policyholder by 
the insurer, or 


(c) applied in discharge, in whole or in part, of a liability of 
the policyholder to pay premiums to the insurer under the 
policy, 

where 


P is a reasonable amount as a reserve determined as at the end 
of the year in respect of the dividend, refund of premiums or 
refund of premium deposits provided for under the terms of 
the policy, 


Q is 25% of the amount of the premium under the terms of the 
policy for the 12-month period ending 


(a) on the day the policy is terminated, if the policy is 
terminated in the year, and 


(b) at the end of the year, in any other case, and 


R_ is the amount of the reported reserve of the insurer at the end 
of the year in respect of the dividend, refund of premiums or 
refund of premium deposits provided for under the terms of 
the policy; and 


M is the total of all amounts determined in respect of a life insur- 
ance policy in Canada each of which is 


(a) an amount payable in respect of a policy loan under the 
policy, or 


(b) interest that has accrued to the insurer to the end of the 
year in respect of a policy loan under the policy. 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 1406 — All 
amounts to be net of reinsurance ceded and ignoring seg funds; Reg. 1407 — Amounts 
in Reg. 1404 may be less than zero. 


History [Reg. 1404]: S. 1404 amended and the heading to Division 4 amended to 
substitute “Life Insurance Policy Reserves” for “Policy Reserves for Post-1995 Poli- 
cies” by 2009, c. 2, s. 100, applicable to taxation years that begin after September 2006. 


The description of C in subsec. 1404(3) amended to replace “net premium” with “pre- 
mium paid by the policyholder”, by P.C. 2002-346, para. 3(c), March 14, 2002, Can- 
ada Gazette, Part II, March 27, 2002, applicable to taxation years that begin after 1999 
except that, where the taxpayer elects under ITA 18(9)(a)(ii) and 18(9.02) pursuant to 
S.C. 2001, c. 17 on or before the taxpayer’s filing-due date for the taxation year that 
includes June 14, 2001, the amendment applies to taxation years that end after 1997. 


Subsec. 1404(4) repealed by the said P.C. 2002-346, para. 4(b), applicable to taxation 
years that end after 2000. 


S. 1404 substituted by P.C. 1999-1154, s. 6, June 23, 1999, Canada Gazette,.Part Il, 
July 7, 1999, applicable to 1996 et seq. 


History [former Reg. 1404]: “Reported reserve” and “actuarial liability” added to 
subsec. 1404(2) by P.C. 1996-1452, s. 2, September 17, 1996, Canada Gazette, Part Il, 
October 2, 1996, applicable to taxation years that end after February 22, 1994. 


“Lapse-supported policy” added by P.C. 1994-940, s..7, June 2, 1994, Canada Gazette, 
Part II, June 15, 1994, applicable 


(a) to taxation years beginning after 1990; and 


(b) where an insurer so elected by notifying the Minister of National Revenue in - 
writing before July, 1991, to the insurer’s taxation years beginning after 1987, 
1988 or 1989 (as specified in the election) and before 1991. 


“Acquisition costs” and “relevant authority” amended by P.C. 1993-2025, s. 1, Decem- 
ber 9, 1993, Canada Gazette, Part II, December 29, 1993, applicable to 1991 et seq. 


“Qualified annuity” amended by P.C. 1991-2540, s. 8, December 16, 1991, Canada 
Gazette, Part II, January 15, 1992, applicable after 1985. 


“Modified net premium” and para. (a) of “relevant authority” substituted by P.C. 1990- 
2002, subsecs. 5(1), (2), September 20, 1990, Canada Gazette, Part II, October 10, 
1990, applicable in respect of taxation years beginning after June 17, 1987 and ending 
after 1987. 


Subsec. 1404(5) substituted by P.C. 1988-390, s. 9, March 3, 1988, Canada Gazette, 
Part II, March 16, 1988, effective January 1, 1978. 


All that portion of the definition “qualified annuity” preceding para. (a) substituted by 
P.C. 1984-3789, s. 9, November 29, 1984, Canada Gazette, Part Il, December 12, 
1984. 


All that portion of the definition “modified net premium” in subsec. 1404(2) preceding 
para. (a) substituted by P.C. 1983-3530, s. 6, November 17, 1983, Canada Gazette, 
Part Il, November 24, 1983, applicable to taxation years commencing after 1982. 
“Acquisition costs”, “net premium for the policy”, para. (c) of “qualified annuity” in 
1404(2), and subsec. 1404(5) substituted, and subsec. 1404(6) added, by P.C. 1980- 
1484, s. 3, June 5, 1980, Canada Gazette, Part Il, June 25, 1980, effective for 1978 et 
seq. 
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Definitions [Reg. 1404]: “amount” — ITA 248(1), Reg. 1406, 1407; “amount paya- 
ble” —ITA.138(12), Reg..1408(1); “business” — ITA 248(1); “Canada” —ITA 255, 
Interpretation Act 35(1); “dividend” —ITA 248(1); “group term life insurance pol- 
icy” — Reg. 1408(2); “insurance policy”, “insurer” —ITA 248(1); “interest” — ITA 
138(12), Reg. 1408(1); “life insurance business” —ITA 248(1); “life insurance: pol- 
icy”, “life insurance policy in Canada” —ITA 138(12), Reg. 1408(1), (5); “life in- 
surer” —ITA 248(1); “month” — Interpretation Act 35(1); “net premium for the pol- 
icy” — Reg. 1408(1); “non-cancellable or guaranteed renewable accident and sickness 
policy” — Reg. 1408(1), (6); “policy liability” — Reg. 1408(1); “policy loan” —ITA 
138(12), Reg. 1408(1); “post-1995 non-cancellable or guaranteed renewable accident 
and sickness policy” — Reg. 1408(1); “premium paid by the policyholder” — Reg. 
1408(4); “prescribed” —ITA’ 248(1); “reported” — Reg. 1408(8); “reported re- 
serve” — Reg. 1408(1); “taxation year” —ITA 249. 


1405. [Unpaid claims reserve] — For the purpose of subpara- 
graph 138(3)(a)(ii) of the Act, there may be deducted, in computing 
a life insurer’s income for a taxation year, the amount it claims as a 
reserve in respect of an unpaid claim received by the insurer before 
the end of the year under a life insurance policy in Canada, not ex- 
ceeding the lesser of 


(a) the reported reserve of the insurer at the end of the year in 
respect of the claim, and 


(b) the policy liability of the insurer at the end of the year in 
respect of the claim. 
Related Provisions [Reg. 1405]: ITA 20(26) — Deduction for unpaid ‘claims re- 
serve adjustment; Reg. 1406 — All amounts to be net of reinsurance ceded and ignor- 


ing seg funds; Reg. 1407 — Amounts in Reg. 1405 may be less than zero; Reg. 8100, 
8101 — Unpaid claims reserve adjustment. 


History: S. 1405 amended by 2009, c. 2, s. 100, applicable to taxation years that begin 
after September 2006. 


S. 1405 substituted by P.C. 1999-1154, s. 6, June 23, 1999, Canada Gazette, Part II, 
July 7, 1999, applicable to 1996 ef seq. 


Definitions [Reg.. 1405]: “amount” — ITA 248(1), Reg. 1406; 1407; “insurer” — 
ITA 248(1); “life insurance policy” — ITA 138(12), 248(1), Reg. 1408(5); “life insur- 
ance policy in Canada” — ITA 138(12), Reg. 1408(1); “life insurer” — ITA 248(1); 
“policy liability”, “post-1995 life insurance policy”, “reported reserve’ — Reg. 
1408(1); “taxation year” — ITA 249. 


1406. [Interpretation] — Any amount determined under section 
1404 or 1405 shall be determined 


(a) net of relevant reinsurance recoverable amounts; 

(b) without reference to any liability in respect of a segregated 
fund (other than a liability in respect of a guarantee in respect of 
a segregated fund policy); and 

(c). without reference to. any amount in respect of a deposit ac- 
counting insurance policy. 


History: S. 1406 amended by 2010, c..25,'s..79; applicable to taxation years that begin 
after 2010. 


S. 1406 substituted by P.C. 1999-1154, s. 6, June 23, 1999, Canada Gazette, Part II, 
July, 7, 1999, applicable to 1996 et seq. 


Definitions [Reg. 1406]: “amount” — ITA 248(1); “deposit accounting insurance 
policy” —ITA: 138(12), Reg. 1408(1); “reinsurance recoverable amount” — Reg. 
1408(1); “segregated fund” —ITA 138.1(1), Reg. 1408(1); “segregated fund pol- 
icy” —ITA 138.1(1)(a), Reg. 1408(1). 


1407. [Negative amounts] — For greater certainty, any amount 
referred to in or determined under section 1404 or 1405 may be 
equal to, or less than, nil. 


History: S. 1407 added by P.C. 1999-1154, s. 6, June 23, 1999, Canada Gazette, Part 
II, July 7, 1999, applicable to 1996 ef seq. 


Definitions [Reg. 1407]: “amount” — ITA 248(1). 
DIVISION 5 — INTERPRETATION 


1408. Insurance businesses — (1) The definitions in this sub- 
section apply in this Part. 


“acquisition costs” — [Repealed] 


“amount payable”, in respect of a policy loan at a particular time, 
means the amount of the policy loan and the interest that is out- 
standing on the policy loan at that time. 


Reg. 
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“benefit”, in respect of a policy, includes 


(a) a policy dividend (other than a policy dividend in respect of a 
policy described in paragraph 1403(1)(c)) in respect of the pol- 
icy to the extent that the dividend was specifically treated as a 
benefit by the insurer in determining a premium for the policy, 
and 


(b) an expense of maintaining the policy after all premiums in 
respect of the policy have been paid to the extent that the ex- 
pense was specifically provided for by the insurer in determin- 
ing a premium for the policy, 


but does not include 
(c) a policy loan, 


(d) interest on funds left on deposit with the insurer under. the 
terms of the policy, and 


(e) any other amount under the policy that was not specifically 
provided for by the insurer in determining a premium for the 
policy. 


“capital tax’’ means a tax imposed under Part I.3 or VI of the Act 
or a similar tax imposed under an Act of the legislature of a 
province. 


“cash surrender value” has the meaning assigned by subsection 
148(9) of the Act. 


“claim liability” of an insurer at the end of a taxation year means 


(a) in respect of a claim reported to the insurer before that time 
under an insurance policy, the amount, if any, by which 


(i) the present value at that time, computed using a rate of 
interest that is reasonable in the circumstances, of a reasona- 
ble estimate, determined in accordance with accepted actua- 
rial practice, of the insurer’s future payments and claim ad- 
justment expenses in respect of the claim 


exceeds 


(ii) the present value at that time, computed using a rate of 
interest that is reasonable in the circumstances, of a reasona- 
ble estimate, determined in accordance: with accepted actua- 
rial practice, of the amounts that the insurer will recover after 
that time in respect of the claim because of salvage, subroga- 
tion or any other reason; and 


(b) in respect of the possibility that there are claims under an 
insurance policy incurred before that time that have not been re- 
ported to the insurer before that time, the amount, if any, by 
which 


(i) the present value at that time, computed using a rate of 
interest that is reasonable in the circumstances, of a reasona- 
ble estimate, determined in accordance with accepted actua- 
rial practice, of the insurer’s payments and claim adjustment 
expenses in respect of those claims 


exceeds 


(ii) the present value at that time, computed using a rate of 
interest that is reasonable in the circumstances, of a reasona- 
ble estimate, determined in accordance with accepted actua- 
rial practice, of the amounts that the insurer will recover in 
respect of those claims because of salvage, subrogation or 
any other reason. 


“deposit accounting insurance policy” has the meaning assigned 
by subsection 138(12) of the Act. 


“extended motor vehicle warranty’ means an agreement under 
which a person agrees to provide goods or render services in respect 
of the repair or maintenance of a motor vehicle manufactured by the 
person or a corporation related to the person where 


(a) the agreement is in addition to a basic or limited warranty in 
respect of the vehicle; 


(b) the basic or limited warranty has a term of 3 or more years, 
although it may expire before the end of such term on the vehi- 
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cle’s odometer registering a specified number of kilometres or 
miles; 

(c) more than 50% of the expenses to be incurred under the 
agreement are reasonably expected to be incurred after the ex- 
piry of the basic or limited warranty; and 


(d) the person’s risk under the agreement is insured by an in- 
surer that is subject to the supervision of a relevant authority. 


Related Provisions: ITA 95(2)(j.2)(ii) — Operator deemed to be under supervision 
of regulatory authority. 


“general amending provision”, of an insurance policy, means a 
provision of the policy that allows it to be amended with the con- 
sent of the policyholder. 


“interest”, in relation to a policy loan, has the meaning assigned by 
subsection 138(12) of the Act. 


“‘Japse-supported policy” means a life insurance policy that would 
require materially higher premiums if premiums were determined 
using policy lapse rates that are zero after the fifth policy year. 


“life insurance policy” has the same meaning as defined in subsec- 
tion 138(12) of the Act. 


“life insurance policy in Canada” has the same meaning as de- 
fined in subsection 138(12) of the Act. 


“modified net premium’, in respect of a premium under a. policy 
(other than a prepaid premium under a policy that cannot be re- 
funded except on termination of the policy), means 


(a) where all benefits (other than policy dividends) and premi- 
ums (other than the frequency of payment of premiums) in re- 
spect of the policy are determined at the date of issue of the pol- 
icy, the amount determined by the formula 


AX [(B + C)(D + E)] 
where 
A is the amount of the premium, 


B_ is the present value, at the date of the issue of the policy, of 
the benefits to be provided under the terms of the policy after 
the day that is one year after the date of the issue of the 
policy, 

C is the present value, at the date of the issue of the policy, of 
the benefits to be provided under the terms of the policy after 
the day that is two years after the date of the issue of the 
policy, 

D is the present value, at the date of the issue of the policy, of 
the premiums payable under the terms of the policy on or 
after the day that is one year after the date of the issue of the 
policy, and 


E is the present value, at the date of the issue of the policy, of 
the premiums payable under the terms of the policy on or 
after the day that is two years after the date of the issue of the 
policy, 

except that the amount determined by the formula in respect of 

the premium for the second year of a policy is deemed to be the 

amount that is 50% of the total of 
(i) the amount that would otherwise be determined under the 
formula, and 
(ii) the amount of a one-year term insurance premium (deter- 
mined without regard to the frequency of payment of the pre- 
mium) that would be payable under the policy; and 

(b) in any other case, the amount that would. be determined 

under paragraph (a) if that paragraph applied and the amount 

were adjusted in a manner that is reasonable in the 
circumstances. 
Related Provisions: Reg. 1408(3) — Interpretation. 


“net premium for the policy” — [Repealed] 
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“non-cancellable or guaranteed renewable accident and sick- 
ness policy” includes a non-cancellable or guaranteed renewable 
accident and sickness benefit under a group policy. 


Related Provisions: Reg. 1408(6) — Riders. 


“participating life insurance policy” has the meaning assigned by 
subsection 138(12) of the Act. 


“policy liability” of an insurer at the end of the taxation year in 
respect of an insurance policy or a claim, possible claim or risk 
under an insurance policy means the positive or negative amount of 
the insurer’s reserve in respect of its potential liability in respect of 
the policy, claim, possible claim or risk at the end of the year deter- 
mined in accordance with accepted actuarial practice, but without 
reference to projected income and capital taxes (other than the tax 
payable under Part XII.3 of the Act). 


“policy loan” has the meaning assigned by subsection 138(12) of 
the Act. 


“post-1995 life insurance policy” means a life insurance policy 
that is not a pre-1996 life insurance policy. 


“post-1995 non-cancellable or guaranteed renewable accident 
and sickness policy” means a non-cancellable or guaranteed re- 
newable accident and sickness policy that is not a pre-1996 non- 
cancellable or guaranteed renewable accident and sickness policy. 


“pre-1996 life insurance policy”, at any time, means a life insur- 
ance policy where 


(a) the policy was issued before 1996; and 


(b) before that time and after 1995 there has been no change, 
except in accordance with the provisions (other than a general 
amending provision) of the policy as they existed on December 
STS 1995, t0 


(i) the amount of any benefit under the policy, 


(ii) the amount of any premium or other amount payable 
under the policy, or 


(iii) the number of premium or other payments under the 
policy. 


Related Provisions: Reg. 1408(7) — Interpretation. 


‘“pre-1996 non-cancellable or guaranteed renewable accident 
and sickness policy”, at any time, means a non-cancellable or guar- 
anteed renewable accident and sickness policy where 


(a) the policy was issued before 1996; and 


(b) before that time and after 1995 there has been no change, 
except in accordance with the provisions (other than a general 
amending provision) of the policy as they existed on December 
31, 1995, to 


(i) the amount of any benefit under the policy, 


(ii) the amount of any premium or other amount payable 
under the policy, or 


(iii) the number of premium or other payments under the 
policy. 


Related Provisions: Reg. 1408(7) — Interpretation. 


“qualified annuity” means an annuity contract issued before 1982, 
other than a deposit administration fund policy or a policy referred 
to in paragraph 1403(7)(c), 


(a) in respect of which regular periodic annuity payments have 
commenced; 


(b) in respect of which a contract or certificate has been issued 
that provides for regular periodic annuity payments to com- 
mence within one year after the date of issue of the contract or 
certificate; 
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(c) that is not issued as or under a registered retirement savings 
plan, registered pension plan or deferred profit sharing plan and 
that 


(i) does not provide for a guaranteed cash surrender value at 
any time, and 


(ii), provides, for regular periodic annuity, payments. to com- 
mence not later than the attainment of age 71;by the annui- 
tant; or 


(d) that is issued as or under a registered retirement savings plan, 
registered pension plan or deferred profit sharing plan, if the in- 
terest rate is guaranteed for at least 10 years and the plan does 
not provide for any participation in profits, directly or indirectly. 


“reinsurance commission”, in respect of a policy, means 


(a) where the risk under the policy is fully reinsured, the 
amount, if any, by which 


(i) the premium paid by the 1 euistie. al) | for the policy 
exceeds 


(ii) the consideration payable by the i insurer in respect of the 
reinsurance of the risk; and 


(b) where the risk. under the policy, is not fully reinsured, the 
amount, if.any, by which 


(i) the portion of the premium paid by the petreytvsller for 
the policy that may reasonably be considered.to be in respect 
of the portion of the risk that is reinsured with a particular 
reinsurer 


exceeds 


(ii) the consideration payable, by. the insurer tothe particular 
reinsurer in respect of the risk assumed by the reinsurer. 


“reinsurance .recoverable amount”. of an insurer means..an 
amount reported as a reinsurance asset of the insurer as at the endof 
a taxation year in respect of an amount recoverable. froma 
reinsurer. 


Related Provisions: Reg. 1408(8) — Reference to amount reported as asset. 


“relevant authority” of an insurer means 


(a) the Superintendent of Financial Institutions, if the insurer is 
required ‘by law to report to the Superintendent of Financial-In- 
stitutions; and 


(b) in any other case, the Superintendent of Insurance ‘or other 
similar officer or authority of the province under whose laws the 
insurer is incorporated. 


Related Provisions: ITA 95(2)(j.2)(ii) — Operator deemed to be required by law to 
report to regulatory authority. 


“reported reserve” of an insurer at the end of a taxation year in 
respect of an insurance policy or a claim, possible claim, risk, divi- 
dend, refund of premiums or refund of premium deposits under an 
insurance policy means the amount equal to 


(a) where the insurer is required to file an annual report with its 
relevant authority,for.a period ending coincidentally. with, the 
year, the positive or negative amount of the reserve that would 
be reported in that report in respect of the insurer’s potential lia- 
bility under the policy if the reserve were determined without 
reference to projected income and capital taxes (other than the 
tax payable under Part XII.3 of the Act); 


(b) where the insurer is, throughout the year, subject to the su- 
pervision of its relevant authority and paragraph (a) does not ap- 
ply, the positive or negative amount of the reserve that would be 
reported i in its financial statements for the year in respect of he 
insurer’s potential liability under the policy if 
(i) those statements were preparedin accordance ‘with gener- 
ally accepted accounting principles, and 
(ii) the reserve were determined without reference to: pro- 
jected income and capital taxes (other than the tax payable 
under Part XII.3 of the Act); 
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(c) where the insurer is the Canada Mortgage and Housing Cor- 
poration or a foreign affiliate of a taxpayer resident in- Canada, 
the positive or negative amount of the reserve that would be re- 
ported in its financial statements for the year in respect of the 
insurer’s potential liability under the policy if 


(i) those statements were prepared in accordance with gener- 
ally accepted accounting principles, and 
(ii) the reserve were determined without reference to pro- 


jected income.and capital taxes (other than the tax payable 
under Part XII.3. of the Act); and 


(d) in any other case, nil. 


Related Provisions: ITA 95(2)(j:2)(ii) — Operator deemed-to be under supervision 
of regulatory, authority. 


“segregated fund” has the meaning’ assigned by subsection 
[38 1GEy 


“segregated fund policy” has the meaning assigned by subsection 
138.1(1). 


(2) [“Group term life insurance policy”] — The definition 
“group term life insurance: policy’»in subsection 248(1) of the Act 
does not apply to this Part. 


(3) [Interpretation — modified net premium] — For the pur- 
pose of the formula referred to in the definition “modified net pre- 
mium’’ in subsection (1), it may be assumed that premiums are pay- 
able annually in advance. 


(4) [“Premium paid by the policyholder”] — For the purposes 
of this Part, 
(a) a reference to a “premium. paid by the policyholder” shall, 
depending on the method regularly followed by the insurer in 
computing its income, be read as a reference to a “premium a 
or payable by the policyholder”; and 


(b) 1 in determining the premium paid by a paliyhitder fora wr 
icy, there may be deducted by the ‘insurer’ the portion, if any, of 
the premium that 


(i) can reasonably be considered, at the time the policy is is- 
sued, to be a deposit that, pursuant to the terms of the policy 
or the by-laws of the insurer, will be returned to the policy- 
holder, or crédited to the account of the policyholder, by the 
insurer on the termination of the policy, and 


(ii) was not otherwise deducted under section 140 of the Act. 


(5) [Riders] — For the purposes of this Part, any rider’ that is at- 
tached to.a life insurance policy and that provides for additional life 
insurance or for an annuity is a separate life insurance policy. 


(6) [Riders] — For the purposes of this Part, any rider that is at- 
tached to a policy and that. provides for additional non-cancellable 
or guaranteed renewable accident. and. sickness insurance, as the 
case may. be,.is a separate:non-cancellable or guaranteed renewable 
accident and sickness policy. 


(7) [No change in amount] — For the. purposes of the defini- 
tions “‘pre-1996 life insurance policy” and “‘pre-1996 non-cancel- 
lable or guaranteed renewable accident and sickness policy” in sub- 
section (1), a change in the amount of any benefit or in the amount 
or number of any premiums or other amounts. payable under.a pol- 
icy is deemed not to have occurred where the change results from 


(a) a change in underwriting class; 


(b) a change in frequency of premium payments within a year 
that does not alter the present value, at the beginning of the year, 
of the total premiums to be paid under the policy in the year; 


(c) the deletion of a rider; 
(d) the correction of erroneous information; 


(e) the reinstatement of the policy after its lapse, if the reinstate- 
ment occurs not later than 60 days after the end of the calendar 
year in which the lapse occurred; 


(f) the redating of the policy for policy: loan indebtedness; or 
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(g) a change in the amount of a benefit under the policy that is 
granted by the insurer on a class basis, where 


(i) no consideration was payable by the policyholder or any 
other person for the change, and 


(ii) the change was not made because of the terms or condi- 
tions of the policy or any other policy or contract to which 
the insurer is a party. 


(8) A reference in this Part to an amount or item reported as an asset 
or a liability of an insurer as at the end of a taxation year means 


(a) if reporting by the insurer to the insurer’s relevant authority 
is required at the end of the year, an amount or item that is re- 
ported, as at the end of the year, as an asset or a liability in the 
insurer’s non-consolidated balance sheet accepted by the in- 
surer’s relevant authority; and 


(b) in any other case, an amount or item that is reported as an 
asset or a liability in a non-consolidated balance sheet that is 
prepared in a manner consistent with the requirements that 
would have applied had reporting to the insurer’s relevant au- 
thority been required at the end of the year. 


History: The definitions “deposit accounting insurance policy” and “reinsurance re- 
coverable amount” added to subsec. 1408(1) by 2010, c. 25, subsec. 80(1), applicable 
to taxation years that begin after 2010. 


Subsec. 1408(8) added by the said c. 25, subsec. 80(2), applicable to taxation years that 
begin after 2010. 


The definition “life insurance policy in Canada” amended by 2009, c. 2, subsec. 
101(1), applicable to taxation years that begin after November 7, 2007. 


The definition “life insurance policy” added by 2009, c. 2, subsec. 101(2), applicable to 
taxation years that begin after November 7, 2007. 


The definitions “acquisition costs” and “net premium for the policy” repealed, by P.C. 
2002-346, s. 2, March 14, 2002, Canada Gazette, Part II, March 27, 2002, applicable to 
taxation years that begin after 1999 except that, where the taxpayer elects under ITA 
18(9)(a)(i) and 18(9.02) pursuant to S.C. 2001, c. 17 on or before the taxpayer’s filing- 
due date for the taxation year that includes June 14, 2001, the amendment applies to 
taxation years that end after 1997. 


The definition “reinsurance commission” amended to replace “net premium” with “pre- 
mium paid by the policyholder’, by the said P.C. 2002-346, para. 3(d), applicable as 
above. 


S. 1408 added by P.C. 1999-1154, s. 6, June 23, 1999, Canada Gazette, Part II, July 7, 
1999, applicable to 1996 et seq. 


Definitions [Reg. 1408]: ‘acquisition costs” — Reg. 1408(1); “amount” —ITA 
248(1); “amount payable’ —ITA 138(12), Reg. 1408(1); “annuity” —ITA 248(1); 
“arm’s length’ —ITA 251(1); “benefit” — Reg. 1408(1); “business” — ITA 248(1); 
“calendar year’ — Interpretation Act 37(1)(a); “capital tax” — Reg. 1408(1); “cash 
surrender value” — ITA 148(9), Reg. 1408(1); “corporation” — ITA 248(1), Interpre- 
tation Act 35(1); “deferred profit sharing plan’ — ITA 147(1), 248(1); “dividend” — 
ITA 248(1); “foreign affiliate’ — ITA 95(1), 248(1); “general amending provision” — 
Reg. 1408(1); “insurance policy”, “insurer” — ITA 248(1); “interest? —ITA 138(12), 
Reg. 1408(1); “legislature” — Interpretation Act 35(1) “legislative assembly”; “life in- 
surance policy” — ITA 138(12), 248(1), Reg. 1408(5); “motor vehicle” — ITA 248(1); 
“net premium for the policy” — Reg. 1408(1); “non-cancellable or guaranteed renewa- 
ble accident and sickness policy” — Reg. 1408(1), (6); “officer”, “person” —ITA 
248(1); “policy loan” — ITA 138(12), Reg. 1408(1); “pre-1996 life insurance policy”, 
“pre-1996 non-cancellable or guaranteed renewable accident and sickness policy” — 
Reg. 1408(1), (7); “property” —ITA 248(1); “province” — Interpretation Act 35(1); 
“premium paid by the policyholder” — Reg. 1408(4); “registered pension plan” — ITA 
248(1); “registered retirement savings plan” — ITA 146(1), 248(1); “related” — ITA 
251(2)-(6); “relevant authority” — Reg. 1408(1); “reported” — Reg. 1408(8); “resi- 
dent in Canada” — ITA 250; “security” — Interpretation Act 35(1); “taxation year” — 
ITA 249; “taxpayer” —ITA 248(1). 


PART XV — PROFIT SHARING PLANS 


History: Part XV was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazetie, Part II, August 8, 1979. 


DIVISION |— EMPLOYEES PROFIT SHARING PLANS 


1500. (1) An election under subsection 144(4.1) of the Act by the 
trustee of a trust governed by an employees profit sharing plan shall 
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be made by filing with the Minister the prescribed form in 
duplicate. 


(2) An election under subsection 144(4.2) of the Act by the trustee 
of a trust governed by an employees profit sharing plan shall be 
made by filing with the Minister the prescribed form in duplicate on 
or before the last day of a taxation year of the trust in respect of any 
capital property deemed to have been disposed of in that taxation 
year by virtue of the election. 


(3) An election under subsection 144(10) of the Act shall be made 
by sending the following documents by registered mail to the Com- 
missioner of Revenue at Ottawa: 


(a) a letter from the employer stating that he elects to have the 
arrangement qualify as an employees profit sharing plan; 


(b) if the employer is a corporation, 


(i) where the directors of the corporation are legally entitled 
to administer the affairs of the corporation, a certified copy 
of their resolution authorizing the election to be made, and 


(ii) where the directors of the corporation are not legally enti- 
tled to administer the affairs of the corporation, a certified 
copy of the authorization of the making of the election by the 
person or persons legally entitled to administer the affairs of 
the corporation; and 


(c) a copy of the agreement and any supplementary agreement 
setting out the plan. 


History: The opening words of subsec. 1500(3) amended by P.C. 2007-849, s. 4, May 
31, 2007, Canada Gazette, Part II, June 13, 2007, in force June 13, 2007. 
Definitions [Reg. 1500]: “capital property’ —ITA 54, 248(1); “corporation” — 
ITA 248(1), Interpretation Act 35(1); “disposed” —ITA 248(1)“disposition”; “em- 
ployees profit sharing plan” — ITA 144(1), 248(1); “employer”, “Minister”, “person”, 
“prescribed” —ITA 248(1); “taxation year’—ITA 249; “trust’—ITA 104(1), 
248(1), (3). 


Interpretation Bulletins: IT-280R: Employees profit sharing plans — payments 
computed by reference to profits. 


Forms: T3009: Election from deemed disposition and reacquisition of any capital pro- 
perty of an employees profit sharing plan under subsection 144(4.2). 


DivisiON Il — DEFERRED PROFIT SHARING PLANS 


1501. Registration of plans — For the purpose of the definition 
“deferred profit sharing plan” in subsection 147(1) of the Act, an 
application for registration of a plan shall be made by sending the 
following documents by registered mail to the Commissioner of 
Revenue at Ottawa: 


(a) a letter from the trustee and the employer whereby the trustee — 
and the employer apply for the registration of the plan as a de- 
ferred profit sharing plan; 


(b) if the employer is a corporation, a certified copy of a resolu- 
tion of the directors authorizing the application to be made; and 


(c) a copy of the agreement and any supplementary agreement 
setting out the plan. 


History: The opening words of s. 1501 amended by P.C. 2007-849, s. 5, May 31, 
2007, Canada Gazette, Part II, June 13, 2007, in force June 13, 2007. 


S. 1501 substituted by P.C. 1991-2540, s. 4, December 16, 1991, Canada Gazette, Part 
II, January 15, 1992, applicable after 1990. 


Definitions [Reg. 1501]: “corporation” —ITA 248(1), Interpretation Act 35(1); 
“deferred profit sharing plan” —ITA 147(1), 248(1); “employer”, “Minister” — ITA 
248(1). 


Information Circulars: 77-1R4: Deferred profit sharing plans. 


Forms: T2214: Application for registration as a deferred profit sharing plan. 


1502. [Revoked] 


History: S. 1502 (Qualified Investments) revoked by P.C. 1981-2518, 's. 1, September 
16, 1981, Canada Gazette, Part II, October 14, 1981, effective January 1, 1981. 
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DIVISION II] — ELECTIONS IN RESPECT OF 
CERTAIN SINGLE PAYMENTS 


1503. Any election by a beneficiary under subsection 147(10.1) of 
the Act shall be made by filing the prescribed form in duplicate as 
follows: 


(a) one form shall be filed by the beneficiary with the trustee of 
the deferred profit sharing plan not later than 60 days after the 
end of the taxation year in which the beneficiary received the 
payment referred to in subsection 147(10.1) of the Act; and 


(b) the other form shall be filed by the beneficiary with the Min- 
ister on or before the day on which the beneficiary is required to 
file a return of income pursuant to section 150 of the. Act for the 
taxation. year in which the beneficiary received the payment re- 
ferred to in subsection 147(10.1) of the Act. 


Definitions [Reg. 1503]: “deferred profit sharing plan” —ITA 147(1), 248(1); 
“Minister”, “prescribed” — ITA 248(1); “taxation year” — ITA 249. 


Interpretation Bulletins: IT-281R2: Elections on single payments from a deferred 
profit sharing plan (archived). 


Forms: T2078: Election under subsec. 147(10.1) re a single payment eee from a 
deferred profit sharing plan. 


PART XVI — PRESCRIBED COUNTRIES 


History: Part XVI was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part Il, August 8, 1979. 


Part XVI was substituted by P.C. 1973-107, Lage 16, 1973, Canada Gazette, Part Il, 
February 14, 1973. 


1600. For the purposes of subsection 10(4) of the Income Tax Ap- 
plication Rules, the following countries are hereby prescribed: 


(a) Commonwealth of Australia; 
(b) Kingdom of Denmark; 

(c) Republic of Finland; 

(d) French Republic; 

(e) Federal Republic of Germany; 
(f) Ireland; 

(g) Jamaica; 

(h) Japan; 

(i) Kingdom of the Netherlands; 
() New Zealand; 

(k) Kingdom of Norway; 

(1) Republic of South Africa; 

(m) Kingdom of Sweden; 

(n) Trinidad and Tobago; 

(o) United Kingdom of Great Britain and Northern Ireland; and 


(p) United States of America. 
History: The opening words of s. 1600 amended by P.C. 1994-1817, s. 48, November 
1,,1994; Canada Gazette, Part Il, November 30, 1994. 
Definitions [Reg. 1600]: “prescribed” — ITA 248(1); “United Kingdom”, 
States” — Interpretation Act 35(1). 


“United 


PART XVII — CAPITAL COST 
ALLOWANCES, FARMING AND FISHING 


History: Part XVII was. consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


Interpretation Bulletins [Part XVII]: IT-268R4: Inter vivos transfer of farm pro- 
perty to child; IT-349R3: Intergenerational transfers of farm property on death. 


DIVISION |— DEDUCTIONS ALLOWED 


1700. (1) Rates — For the purposes of paragraph 20(1)(a) of the 
Act, there is hereby allowed to a taxpayer, in computing his income 


Reg. 
S. 1701(4) 


from: farming or fishing, as: the case may be, a deduction for each 
taxation year;in respect of each property that was used for the pur- 
pose of gaining or producing income from farming or fishing equal 
to such amount as he may claim, not exceeding in the case of 


(a) a building or other structure, not described elsewhere in this 
subsection, including component parts such as electric wiring, 
plumbing, sprinkler systems, air-conditioning equipment, heat- 
ing equipment, lighting fixtures, elevators and escalators, 2'/2% 


(b) a building or other structure of 
(i) frame, 
(1i) log, 
(iii) stucco on frame, 
(iv) galvanized iron, or 
(v) corrugated iron 


construction, including component parts such as electric wiring, 
plumbing, sprinkler systems, air-conditioning equipment, heat- 
ing equipment, lighting fixtures, elevators and escalators, 5% 


(c) a fence, 5% 


(d) a scow or a vessel, including furniture, fittings or equipment 
attached thereto, but not including radio communication equip- 
ment, 71/2% 


(e€) nonautomotive equipment and machinery, 10% 

(f) automotive equipment, a sleigh or a wagon, 15% 

(g) radiocommunication equipment, 15% 

(h) tile drainage acquired before the 1965 taxation year, 10% 
(i) a water storage tank, 5% 


(j) a gas well that is part of the equipment of a farm and from 
which the gas produced is not sold, 10% 


(k) a tool costing less than $100, 100% 
of the depreciable cost to the taxpayer of the property. 


(2) Taxation years less than 12 months — Where the taxation 
year is less than 12 months, the amount allowed as a deduction 
under subsection (1) shall not exceed that proportion of the maxi- 
mum amount otherwise allowable that the number of days in the 
taxation year is of 365. 


(3) Property disposed of during year — Where a taxpayer has 
disposed of a property before the end of a taxation year, the amount 
allowed as a deduction under subsection (1) in respect of that pro- 
perty for the year shall not exceed that, proportion of the maximum 
amount otherwise allowable that the: number of months in the taxa- 
tion year during which the property was owned by the taxpayer is of 
12. 


(4) Leasehold interests — Where a taxpayer has property that 
was used for the purpose of gaining or producing income from 
farming or fishing and that would be included in Class 13 in Sched- 
ule II if he had claimed an allowance under Part XI, he may deduct, 
in computing his income from farming or fishing for a taxation 
year, an amount not exceeding the amount he could have deducted 
in respect of that property for the year under paragraph 1100(1)(b). 


History: Subsecs. 1700(3), (4) and (5) and headings substituted by subsecs. (3) and (4) 
of P.C. 1978-1315, s. 11, April 12, 1978, Canada Gazette, Part I], May 10, 1978. 
Definitions [Reg. 1700]: “amount” —ITA 248(1); “depreciable cost” — Reg. 
1703(2)—-(8); “disposed” — ITA 248(1)‘disposition”; “end of a taxation year’ — Reg. 
1703(1)(b); “farming”, “fishing” — ITA 248(1); “month” — Interpretation Act 35(1); 
“property” — ITA 248(1); “radio” — Interpretation Act 35(1); “taxation year” — Reg. 
1703(1)(a); “taxpayer” — ITA 248(1). 


DIVISION Il — MAXIMUM DEDUCTIONS 


1701. (1) The amount allowed as a deduction under section 1700 in 
respect of a property shall not exceed the amount by which the capi- 
tal cost of the property to the taxpayer exceeds the aggregate of the 
deductions from income allowed under this Part in respect of the 
property for previous taxation years. 
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(2) In respect of the 1972 and subsequent taxation years, where sub- 
section 20(5) of the Income Tax Application Rules applies to a par- 
ticular property, notwithstanding subsection (1), the amount al- 
lowed as a deduction under section 1700 in respect of the property 
shall not exceed the amount by which 


(a) the amount determined to be the undepreciated capital cost of 
the property, under paragraph 20(5)(b) of the Income Tax Appli- 
cation Rules 


exceeds 


(b) the aggregate of the deductions from income allowed under 
this Part in respect of the property for previous taxation years 
ending after 1971. 
History: The opening words of subsec. 1701(2) amended by P.C. 1994-1817, s. 48, 
November 1, 1994, Canada Gazette, Part Il, November 30, 1994. 
Definitions [Reg. 1701]: “amount”, “property” —ITA 248(1); “taxation year’ — 
ITA 249; “taxation years” —Reg. 1703(1)(a); “taxpayer” —ITA 248(1); “un- 
depreciated capital cost” —ITA 13(21), 248(1). 


DIVISION Ill — PROPERTY NOT INCLUDED 


1702. (1) Nothing in this Part shall be construed as allowing a de- 
duction in respect of a property 


(a) the cost of which is deductible in computing the taxpayer’s 
income; 


(b) that is described in the taxpayer’s inventory; 


(c) that was acquired by an expenditure in respect of which the 
taxpayer is allowed a deduction from income under section 37 of 
the Act; 


(d) that has been constituted a prescribed class by subsection 
24(2) of chapter 91, S.C. 1966-67; 


(e) that is included in a separate prescribed class established 
under subsection 13(14) of the Act; 


(f) that was not used in the business during the year; 
(g) that is 

(i) an animal, or 

(ii) a tree, shrub, herb or similar growing thing; 


(h) that was not acquired by the taxpayer for the purpose of 
gaining or producing income from farming or fishing; 


(i) that has been included at any time by the taxpayer in a class 
prescribed under Part XI; 


(j) that is a passenger automobile acquired after June 13, 1963, 
and before January 1, 1966, the cost to the taxpayer of which, 
minus the initial transportation charges and retail sales tax in re- 
spect thereof, exceeded $5,000, unless the automobile was ac- 
quired by a person before June 14, 1963 and has, by one or more 
transactions between persons not dealing at arm’s length, be- 
come vested in the taxpayer; or 


(k) that was acquired by the taxpayer after 1971. 


(2) Where a taxpayer is a member of a partnership, the properties 
referred to in this Part shall be deemed not to include any property 
that is an interest of the taxpayer in depreciable property that is 
partnership property of the partnership. 


(3) The properties referred to in section 1700 shall be deemed not to 
include the land upon which a property described therein was con- 
structed or is situated. 


(4) Where the taxpayer is a non-resident person, the properties re- 
ferred to in section 1700 shall be deemed not to include property 
that is situated outside Canada. 


(5) The provisions of subsections 1102(11), (12) and (13) are appli- 
cable mutatis mutandis to paragraph (1)(@). 


Definitions [Reg. 1702]: “arm’s length” — ITA 251(1); “automobile”, “busi- 
ness” —ITA 248(1); “Canada” -—ITA 255, Interpretation Act 35(1); “depreciable 


ye (4 


ITA 248(1); “person”, “prescribed”, “property”, “taxpayer” — ITA 248(1). 
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DIVISION IV — INTERPRETATION 


1703. (1) Taxation years for individuals in business — 
Where a taxpayer is an individual and his income for the taxation 
year includes income from a business the fiscal period of which 
does not coincide with the calendar year, in respect of depreciable 
properties acquired for the purpose of gaining or producing income 
from the business, a reference in this Part to 


(a) “the taxation year” shall be deemed to be a reference to the 
fiscal period of the business; and 


(b) “the end of the taxation year” shall be deemed to be a refer- 
ence to the end of the fiscal period of the business. 


(2) Depreciable cost — In this Part, “depreciable cost” to a tax- 
payer of property means, except as otherwise provided, the actual 
cost of the property to the taxpayer or the amount at which he is 
deemed under subsection 13(7) of the Act to have acquired the pro- 
perty, as the case may be. 


(3) Notwithstanding the other provisions of this section, in the case 
of property the cost of which to a partnership has been determined 
under paragraph 20(5)(a) of the Income Tax Application Rules, the 
depreciable cost to the taxpayer of the property for the purposes of 
this Part shall be deemed to be an amount equal to the cost to the 
partnership of the particular property as determined under that 
paragraph. 


(4) Personal use of property — Where a taxpayer has, in a tax- 
ation year, regularly used a property in part for the purpose of gain- 
ing or producing income from farming or fishing and in part for a 
purpose other than gaining or producing income, the depreciable 
cost to the taxpayer of the property for the purposes of this Part is 
the proportion of the amount that would otherwise be the deprecia- 
ble cost that the use regularly made of the property for the purpose 
of gaining or producing income from farming or fishing is of the 
whole use regularly made of the property. 


(5) Grants, subsidies or other government assistance — 
Where a taxpayer has received or is entitled to receive a grant, sub- 
sidy or other assistance from a government, municipality or other 
public authority in respect of or for the acquisition of property, the 
depreciable cost to the taxpayer of the property for the purposes of 
this Part is the amount that would otherwise be the depreciable cost 
minus the amount of the grant, subsidy or other assistance. 


(6) Transactions not at arm’s length — Where property did 
belong to a person (in this subsection referred to as the “original 
owner’) and has, by one or more transactions between persons not 
dealing at arm’s length, become vested in a taxpayer, the deprecia- 
ble cost to the taxpayer of the property for the purposes of this Part 
is the lesser of 


(a) the actual capital cost of the property to the taxpayer; and 


(b) the amount by which the actual capital cost of the property to 
the original owner exceeds the aggregate of 


(i) the total amount of depreciation for the property that, 
since the commencement of 1917, has been or should have 
been taken into account in accordance with the practice of | 
the Department of National Revenue [Canada Revenue 
Agency] in ascertaining the income of the original owner and 
all intervening owners for the purposes of the Income War 
Tax Act or in ascertaining a loss for a year where there was 
no income under that Act, 


(ii) any accumulated depreciation reserves that the original 
owner or an intervening owner had for the property at the 
commencement of 1917 and that were recognized by the 
Minister for the purposes of the Income War Tax Act, and 


(iii) the aggregate of the deductions, if any, allowed under 
this Part in respect of the property to the original owner and 
all intervening owners. 


(7) Property acquired from a parent — Notwithstanding sub- 
section (6), where depreciable property has been acquired by a tax- 
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payer under such circumstances that the provisions of section 85H 
of the Act as it read in its application to the 1971 and prior taxation 
years are applicable for the determination of the capital cost of the 
property, the depreciable cost to the taxpayer of the property for the 
purposes of this Part is the capital cost as determined under that 
section. 


(8) Property acquired by gift — Subsection (6) does not apply 
in respect of property which a taxpayer has acquired by gift. 
History: Subsec. 1703(3) amended by P.C. 1994-1817, s. 48, November 1,:1994, Can- 
ada Gazette, Part Il, November 30, 1994. 

Definitions [Reg. 1703]: “amount” — ITA. 248(1); “arm’s length’ —ITA 251(1); 
“business” — ITA 248(1); “calendar year’ — Interpretation Act 37(1)(a); “commence- 
ment” — Interpretation Act 35(1); “depreciable cost” — Reg. 1703(2)-(8); “deprecia- 
ble property” — ITA 13(21), 248(1); “farming” — ITA 248(1); “fiscal period’ —ITA 
249.1; fishing’, “individual”, “Minister”? —ITA 248(1); original owner” — Reg. 
1703(6); “person”, “property” — ITA 248(1); Bei spre year” — Reg. 1703(1)(a); “tax- 
payer” — ITA 248(1). ; 


DIVISION V — APPLICATION OF THIS PART 


1704. This Part shall apply only to a taxpayer who, in computing 
his income, has never claimed an allowance under Part XI in re- 
spect of a property at a time when an allowance could have been 
claimed under this Part in respect of that property, other than an 
allowance claimed by the taxpayer under Part XI that may be 
claimed in respect of a property described in 


(a) paragraph 1100(1)(r).as enacted by. Order in Council P.C. 
1965-1118. of June 18,.1965 and as amended by Order in Coun- 
cil P.C. 1965-2320 of December 29, 1965; 


(b), paragraph 1100(1)(sa) as enacted by Order.in Council P.C. 
1968-2261 of December 10, 1968; 


(c) paragraph 1100(1)(v); or 
(d) Class 20 in Schedule TI. 


History: S. 1704 substituted by P.-C. 1978-1315, s. 12, April 20, 1978, Canada Ga- 
zette, Part Il, May 10, 1978. 


Definitions [Reg. 1704]: “property”, “taxpayer” — ITA 248(1). 


Interpretation Bulletins: See at beginning of Part XVII. 


PART XVIII — INVENTORIES 


History: Part XVIII was consolidated by the Consolidated Regulations. of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


1800. Manner of keeping inventories — For the purposes. of. 


section 230 of the Act, an inventory shall show quantities and na- 
ture of the properties that should be included therein in such a man- 
ner and in sufficient detail that the property may be valued in accor- 
dance with this Part or section 10 of the Act. 


Definitions [Reg. 1800]: “inventory”, “property” — ITA 248(1). 


1801. Valuation — Except as provided by section 1802, for the 
purpose of computing the income of a taxpayer from a business, all 
the property described in all the inventories of the business may be 
valued at its fair market value. 

Related Provisions: ITA 10(1), (1.01) — Rules for valuing inventory. 

History: S. 1801 substituted by P:C. 1989-1589, August 24, 1989, Canada Gazette, 
Part II, September 13, 1989, applicable after January 15, 1987. 

Definitions [Reg. 1801]: “business” —ITA 248(1); “inventory”, ‘pmpperty”, 
payer” — ITA 248(1). 

Interpretation Bulletins: IT-98R2: Investment corporations arckivea): IT-473R: 
Inventory valuation; IT-504R2: Visual artists and writers. 


CRA Audit Manual: 20.0: Valuation of inventory. 
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1802. Valuation of animals — (1) Except as provided in subsec- 
tion (2), a taxpayer who is carrying on a business that includes the 
breeding and raising of animals may elect in prescribed form for a 
taxation year and subsequent taxation years to value each animal of 
a particular species (except a registered animal, an animal pur- 
chased for feedlot or similar operations, or an animal purchased by 


Reg. 
S. 1900(1) ben 


a drover or like person for resale) included in his inventory in re- 
spect of the business at a unit price determined in accordance with 
this section. 

Forms: T2034; Election to establish inventory unit prices for animals. 


(2) An election made in accordance with subsection (1) may be re- 
voked in writing by the taxpayer, but where a taxpayer has made a 
revocation in accordance with this subsection a further election may 
not be made under subsection (1) except with the concurrence of 
the Minister. 


(3) The unit price with respect to an animal of a particular class of 
animal shall be determined in accordance with the following rules: 


(a) where. animals of a particular class of animal, were included 
in the inventory, of a taxpayer at the end. of the taxation year 
immediately preceding the first year in respect of which the tax- 
payer elected under subsection (1), the unit price of an animal of 
that class shall be computed by dividing the total value of all 
animals of the class in the inventory of the preceding year by the 
number of animals of the class described in that inventory, and 


(b) in any other case, the unit price of an animal of a class:shall 
be determined by the Minister, having regard, among. other 
things, to the unit prices of animals of a comparable class of 
animal used in valuing the inventories of other taxpayers in the 
district. 


(4) Notwithstanding subsection (1), where the aggregate value of 
the animals of a particular class determined in accordance with that 
subsection exceeds the market value of those animals, the animals 
of that class may be valued at fair market value. 


(5) In this section 


“class of animal” means a group of animals of a particular species 
segregated on the basis of age, breed or other recognized division, 
as determined by the taxpayer at the time of election under this 
section; 


“district”? means the territory served by a Tax Centre of the Canada 
Revenue Agency; 


“registered animal’ means an animal for which a certificate of re- 
gistration has been issued by the registrar of the breed to. which the 
animal belongs or by the registrar of the Canadian National Live- 
stock Records; 


a reference to “taxation year’”’ shall be deemed to be a reference to 
the fiscal period of a business. 

History: The definition “district” in's. 1802 amended by P.C. 2007-849, s. 6, May 31, 
2007, Canada Gazette, Part Il, June 13, 2007, in force June 13, 2007. 


Definitions [Reg. 1802]: “business” — ITA 248(1); “class of animal”, “district” — 
Reg. 1802(5); “fiscal period” — ITA 249.1; “inventory”, ““Minister”, “person”, “pre- 


' scribed” — ITA 248(1); “registered animal’, “taxation year” — Reg. 1802(5); “tax- 


payer’ —ITA 248(1); “territory” — buerpietation Act 35(1); 
1802(3); “writing” — Interpretation Act 35(1). 


“unit price” — Reg. 


PART XIX — INVESTMENT INCOME TAX 


History: Part XIX (s. 1900) enacted by P.C. 1994-619, April 21, 1994, Canada Ga- 
zette, Part II, May 4, 1994, applicable’ to taxation years commencing after June 17, 
1987 and before 1990 that end after 1987. 


History [former Part XIX]: Former Part XIX revoked by P.C. 1988-390, s. 10, 
March 3, 1988,\Canada Gazette, Part Il, March 16, 1988, effective October 29, 1985. 


Former Part XIX was consolidated by the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 15, 1979, by.P.C. 1979-1934, July 19, 1979, Canada 
Gazette, Part IJ, August 8, 1979. 


1900. (1) Interpretation — In this Part, 


“benefit” under a policy includes a policy dividend, an experience 
rating refund, a refund of premiums and any amount deemed by 
paragraph 138.1(1)(g) of the Act for the purposes of Part I of the 
Act to bea payment under the terms and conditions of the: policy, 
but does not include a policy loan or interest on funds left on de- 
posit with the insurer under the terms of the policy; 
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“excluded arrangement” of an insurer at any time means 


(a) a life insurance policy in Canada issued by the insurer (or in 
respect of which the insurer has assumed the obligations of the 
issuer of the policy to the policyholder), which is at that time a 
registered life insurance policy, an annuity contract (including a 
settlement annuity), a group term life insurance policy or an ex- 
isting guaranteed life insurance policy, 


(b) a registered pension fund or plan in respect of which the in- 
surer is at that time a plan sponsor, or a retirement compensation 
arrangement in respect of which the insurer is the custodian, 


(c) a life insurance policy (other than a life insurance policy in 
Canada) issued by the insurer before that time (or in respect of 
which the insurer has before that time assumed the obligations 
of the issuer of the policy to the policyholder), and 


(d) a reinsurance arrangement under which the insurer has 
before that time assumed, directly or indirectly, risks under life 
insurance policies (other than policies issued by the insurer or in 
respect of which the insurer has assumed the obligations of the 
issuer of the policy to the policyholder), to the extent that the 
arrangement relates to those risks; 


“existing guaranteed life insurance policy” at any time means a 
non-participating life insurance policy in Canada in respect of 
which the amount of every premium that became payable before 
that time and after March 2, 1988 was fixed and determined on or 
before March 2, 1988, adjusted for any specified transaction or 
event that occurs after March 2, 1988 in respect of the policy; 


“group term life insurance policy” is a group life insurance policy 
under which 


(a) no amount (other than a policy dividend, an experience rat- 
ing refund or a refund of premiums) may become payable to any 
person, except in the event of the death or disability of a person 
whose life was insured under the policy, and 


(b) no amount may become payable to a person (other than the 
group policyholder) in respect of a policy dividend, an experi- 
ence rating refund or a refund of premiums that has been funded 
by contributions made to or under the policy by another person; 


“guaranteed interest” in respect of a life insurance policy for a 
taxation year means 


(a) in respect of a life insurance policy (other than a pre-funded 
group life insurance policy), the total of all amounts each of 
which is the amount in respect of a guaranteed benefit in respect 
of which an amount is determined under paragraph 1401(1)(a), 
(c) or (d) for the year, where that benefit is provided under the 
terms and conditions of the policy as they existed on March 2, 
1988, determined by multiplying the greater of 


(i) the rate of interest used by the issuer of the policy in re- 
spect of the year in determining the amount of the benefit, 
and 


(ii) 4% 
by '/ of the total of 


(iii) the maximum amount that would be deductible under 
subparagraph 138(3)(a)(i) of the. Act pursuant to paragraph 
1401(1)(a), (c) or (d), as the case may be, in respect of the 
benefit in computing the insurer’s income for the year, if that 
amount were determined without reference to any policy loan 
or reinsurance arrangement, and 


(iv) the maximum amount that would have been deductible 
under subparagraph 138(3)(a)(i) of the Act pursuant to para- 
graph 1401(1)(a), (c) or (d), as the case may be, in respect of 
the benefit in computing the insurer’s income for the imme- 
diately preceding taxation year, if that amount were deter- 
mined without reference to any policy loan or reinsurance ar- 
rangement, and 


(b) in respect of a pre-funded group life insurance policy, 80 per 
cent of the amount that would be determined under paragraph 
(a) in respect of the policy for the year, if that paragraph were 
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read without reference to the words “(other than a pre-funded 
group life insurance policy)”; 


“life insurance policy” does not include 


(a) that part of a policy in respect of which the policyholder is 
deemed by paragraph 138.1(1)(e) of the Act to have an interest 
in a segregated fund trust, or 


(b) a reinsurance arrangement; 


“life insurance policy in Canada” does not include 


(a) that part of a policy in respect of which the policyholder is 
deemed by paragraph 138.1(1)(e) of the Act to have an interest 
in a segregated fund trust, or 


(b) a reinsurance arrangement; 


“maximum tax actuarial reserve” has the meaning assigned by 
subsection 138(12) of the Act; 


“mortality experience” of an insurer for a taxation year means the 
positive or negative amount, as the case may be, determined by the 
formula 


1.2(A—B-C) 
where 


A is the total of all amounts each of which is the amount that be- 
came payable in the year by the insurer under a taxable life in- 
surance policy of the insurer as a consequence of the receipt of a 
claim in respect of the death of a person whose life was insured 
under the policy, determined without reference to any policy 
loan, 


Bis the total of all amounts each of which is the amount of a re- 
serve that would be determined in accordance with paragraph 
1401(1)(a), (c) or (d), if that amount were determined without 
reference to any policy loan or reinsurance arrangement, in re- 
spect of a taxable life insurance policy of the insurer that would 
have been released in the year as a consequence of the receipt of 
a claim in respect of the death of a person whose life was in- 
sured under the policy, and 


C is 90 per cent of the total of all amounts, each of which is the net 
cost of pure insurance determined in accordance with section 
308 for the year in respect of an interest in a taxable life insur- 
ance policy of the insurer; 

Related Provisions: ITA 257 — Negative amounts in formulas. 


“mortality loss adjustment account” of an insurer at the end of a 
taxation year is the positive amount, if any, determined by the 
formula 


A+B-C 
where 


A is the mortality loss adjustment account of the insurer for the 
immediately preceding taxation year, 
B is 
(a) where the mortality experience of the insurer for the year 


is a negative amount, the amount of the mortality experience 
of the insurer for the year, and 


(b) in any other case, the amount, if any, by which the 
amount claimed by the insurer under the description of F in 
computing the amount determined under subsection (6) for 
the year exceeds the amount of the mortality loss adjustment 
account of the insurer for the immediately preceding taxation 
year, and 


C is 1.2 times the amount, if any, by which 
(a) the net cost of insurance of the insurer for the year 
exceeds 


(b) the total of all amounts each of which is the net cost of 
pure insurance determined in accordance with section 308 for 
the year in respect of an interest in a taxable life insurance 
policy of the insurer; 
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Related Provisions: ITA 257 — Negative amounts in formulas. 


“net cost of insurance” of an insurer for a taxation year means the 
amount, if any, by which 


(a) the amount determined in the description of A in the defini- 
tion “mortality experience” in respect of the insurer for the year 


exceeds 


(b) the amount determined in the description of B in the defini- 
tion “mortality experience” in respect of the insurer for the year; 


“net level premium” in respect of a particular premium under a 
policy (other than a prepaid premium that cannot be refunded ex- 
cept on termination or cancellation of the policy) means 


(a) where benefits (other than policy dividends) and premiums 
(other than the frequency of payment thereof) in respect of the 
policy have been determined at the date of issue of the policy, 
the amount determined by the formula 

B 


AxX= 
C 


where 
A. is the amount of the particular premium, 


B is the present value, at the date of issue of the policy, of the 
amount of the benefits (other than policy dividends) to be 
provided under the terms of the policy after the issue of the 
policy, and 


C is the present value, at the date of issue of the policy, of the 
amount of the premiums payable under the terms of the pol- 
icy on or after the issue of the policy, and 


(b) where the amounts of the benefits or premiums in respect of 
the policy are not determined at the date of issue of the policy, 
the amount that would be determined under paragraph (a) in re- 
spect of the particular premium if the amount were adjusted in a 
manner that is reasonable in the circumstances and consistent 
with the manner of the adjustment referred to in the definition 
“modified net premium” in subsection 1404(2) in respect of the 
particular, premium; 


“net level premium reserve” in respect of a life insurance policy 
for a taxation year means the maximum amount that would be de- 
ductible under subparagraph 138(3)(a)(i) of the Act pursuant to par- 
agraph 1401(1)(c) in respect of the policy in computing the in- 
surer’s income for the year, if any reference to “modified net 
premium” in sections 1401, 1403 and 1404 were a reference to “net 
level premium”; 


‘“non-participating life insurance policy” means a life insurance 
policy other than a participating life insurance policy within the 
meaning assigned by subsection 138(12) of the Act; 


“policy loan” has the meaning assigned by subsection 138(12) of 
the Act; 


‘“pre-funded group life insurance policy” means a group term life 
insurance policy, other than a policy under which each premium 
payable is in respect of coverage for a period, including the day on 
which the premium becomes payable, that does not exceed twelve 
months; 


“premium” includes 
(a) consideration received for settlement annuities, 


(b) amounts received by an insurer in respect of employee con- 
tributions under registered pension funds or plans in respect of 
which the insurer is a plan sponsor or a retirement compensation 
arrangement in respect of which the insurer is the custodian, and 


(c) any amount deemed by paragraph 138.1(1)(h) of the Act for 
the purposes of Part I of the Act to be a premium received by an 
insurer, 


but does not include amounts received in respect of the repayment 
of a policy loan or in respect of interest on a policy loan and, for 
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greater certainty, the amount of a premium is not reduced by the 
amount of a refund of premiums; 


“registered life insurance policy” has the meaning assigned by 
section 211 of the Act; 


“reinsurance arrangement” does not include an arrangement 
under which an insurer has assumed the obligations of the issuer of 
a life insurance policy to the policyholder; 


“segregated fund” has the meaning assigned by subsection 
138(12) of the Act; 


“specified transaction or event” in respect of a life insurance pol- 
icy means 


(a) a change in underwriting class, 


(b) a change in premium due to a change in frequency of pre- 
mium payments within a year that does not alter the present 
value, at the beginning of the year, of the total premiums to.be 
paid under the policy in the. year, 

(c) an addition under the terms of the policy as they existed on 
March 2, 1988, of accidental death, dismemberment, disability 
or guaranteed purchase option benefits, 


(d) a deletion of a rider, 


(e) redating lapsed policies within 60 days after the end of the 
calendar year in which the lapse occurred, or redating for policy 
loan indebtedness, 


(f) a change in premium due to_a correction of erroneous 
information, 


(g) the payment of a premium after its due date, or no more than 
30 days before its due date, as established on or before March 2, 
1988, or 


(h) the payment: of an amount of interest described in subpara- 
graph 148(9)(e.1)(i) of the Act; [and] 


“taxable life insurance policy” of an insurer at any time means a 
life insurance policy in Canada issued by the insurer (or in respect 
of which the insurer has assumed the obligations of the issuer of the 
policy to the policyholder), other than a policy that is at that time an 
excluded arrangement. 


(2) For the purposes of this Part, 


(a) any rider added, at any time after March 2, 1988, to a life 
insurance policy shall be deemed to be a separate life insurance 
policy issued at that time; and 


(b) in respect of an insurer’s first taxation year that commences 
after June 17, 1987 and ends after 1987, the maximum amount 
that would have been deductible under subparagraph 
138(3)(a)(@), (ii) or (iv) of the Act, as the case may be, in com- 
puting the insurer’s income for the immediately preceding year 
shall be determined as though the provisions that apply in deter- 
mining that maximum amount for that first taxation year were 
applicable in respect of that-immediately preceding year. 


(3) Prescribed provisions — For the purposes of paragraph (b) 
of the description of C in subsection 211.1(3) of the Act, as it read 
in its application to taxation years beginning before 1990, the provi- 
sions of the Act that are prescribed are paragraphs 12(1)(i), (i.1), 
(n), (n.1), (n.2), (n.3), (0), (t), and (v), and subsections 13(1), 
59(3.2) and (3.3), 138(4.4) and 140(2). 


(4) Prescribed arrangements — For the purposes. of the 
description of D in subsection 211.1(3).of the Act,.as it read in its 
application to taxation years beginning before 1990, prescribed ar- 
rangements in respect of an insurer are 


(a) life insurance policies in Canada issued by the insurer (or in 
respect of which the insurer has assumed: the obligations of the 
issuer of the policy to the policyholder) that are group term life 
insurance policies or existing guaranteed life insurance policies; 


(b) life insurance policies (other than life insurance policies in 
Canada) issued by the insurer (or in respect of which the insurer 
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has assumed the obligations of the issuer of the policy to the 
policyholder); 

(c) retirement compensation: arrangements in respect of which 
the insurer is the custodian; and 


(d) reinsurance arrangements under which the insurer has as- 
sumed or ceded risks insured under life insurance policies (other 
than policies issued by the insurer or in respect of which the 
insurer has assumed the obligations of the issuer of the policy to 
the policyholder), 


(5) Prescribed rules for determining amounts — The 
amount in the description of D in subsection 211.1(3). of the Act, as 
it read in its application to taxation years beginning before 1990, in 
respect of a life insurer for a taxation year is determined by the 
formula 


A-B+C-—D-—E-F 


where 


A. is the total of all amounts each of which is the maximum amount 
that would be deductible under subparagraph 138(3)(a)(i), (11) or 
(iv) of the Act in respect of an excluded arrangement of the in- 
surer in computing the insurer’s income for the year, if that 
amount were determined without reference to any policy loan; 


B. is the total of all amounts each of which is the maximum amount 
that would have been deductible under subparagraph 


138(3)(a)(1), (ii) or (iv) of the Act in respect of an excluded ar- FB 


rangement of the insurer in computing the insurer’s income for 
the immediately preceding year, if that amount were determined 
without reference to any policy loan; , 


Cis the total of all amounts each of which is the amount of a bene- 
fit, determined on a net of reinsurance ceded basis, that has be- 
come payable by the insurer in the year in respect of an excluded 
arrangement of the insurer, to the extent that the benefit is de- 
ducted in computing the insurer’s income for the year under Part 
I of the Act from carrying on a life insurance business in 
Canada; 


D_ is the total of all amounts each of which is the amount of a pre- 
mium, determined on a net of reinsurance ceded basis, that has 
become receivable by the insurer in the year in respect of an 
excluded arrangement of the insurer, to the extent that the pre- 
mium is included in computing the insurer’s income for the year 
under Part I of the Act from carrying on a life insurance business 
in Canada; 


E is the positive or negative amount, as the case may be, in respect 
of the insurer for the year determined by the, formula 


(G—H)-(-J)+(K-—L)-(M-N) 


where 


G is the total of all amounts each of which is the: maximum 
amount that would be deductible under subparagraph 
138(3)(a)@), (ii) or (iv) of the Act in respect of a taxable life 
insurance policy of the insurer.in computing the insurer’s in- 
come for the year, if that amount were determined without 
reference to any policy loan or reinsurance arrangement, 


H._ is the total of all amounts each of which is the maximum 
amount that would be deductible under subparagraph 
138(3)(a)(Q), (ii) or (iv) of the Act in respect of a taxable life 
insurance policy of the insurer in computing the insurer’s in- 
come for the year, if that amount were determined without 
reference to any policy loan, 


I is the total of all amounts each of which is the maximum 
amount that would have been deductible under subparagraph 
138(3)(a)(), (41) or (iv) of the Act in respect of a taxable life 
insurance policy of the insurer in computing the insurer’s in- 
come for the immediately. preceding taxation year, if that 
amount were determined without reference to any policy loan 
or reinsurance arrangement, 


J is the total of all amounts each of which is the maximum 
amount that would have been deductible under subparagraph 
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138(3)(a)(i), (1i) or (iv) of the Act in respect of a taxable life 
insurance policy of the insurer in computing the insurer’s in- 
come for the immediately preceding taxation year, if that 
amount were determined without reference to any policy 
loan, 


K is the total of all amounts each of which is the amount of a 
benefit that has become payable in the year by the insurer 
under a taxable life insurance policy. of the insurer, 


Lis the total of all amounts each of which is the amount of a 
benefit, determined on a net of reinsurance ceded basis, that 
has become payable by the insurer under a taxable life insur- 
ance policy of the insurer, to the extent that it is deducted in 
computing the insurer’s income from carrying on a Hie 1 insur- 
ance business in Canada for the year, 


M is the total of all amounts each of which is the amount of a 
premium that has become receivable by the insurer in the 
year under a taxable life insurance policy of the insurer, and 


N is the total of all amounts each of which is the amount of a 
premium determined on [a] net of reinsurance ceded basis, 
that has become receivable by the insurer in the year under a 
taxable life insurance policy of the insurer, to the extent that 
the premium is included in computing the insurer’s income 
from carrying on.a life insurance business in Canada for the 
year; and 


“is the positive or negative amount, as the case may be, deter- 


mined by the formula 
O+P-Q-R 
where 


O .is the total of all amounts each of which is an amount in re- 
spect of a group term life insurance policy equal to the lesser 
of , 


(a) the amount of interest credited by the insurer in the 
year on account of the policy (other than interest payable 
in respect of the period ending on its first anniversary date 
after March 2, 1988), and 


(b) the amount, if any, by which the maximum amount 
that would be deductible under subparagraph 138(3)(a)(i) 
of the Act pursuant to paragraph 1401(1)(c.1) in respect 
of the policy in computing the insurer’s income for the 
year, if that amount were determined without reference to 
any reinsurance arrangement, exceeds the maximum 
amount that would have been so deductible in computing 
the insurer’s income for the immediately preceding year, 


P_ is 80 per cent of the total of all amounts each of which is the 
amount in respect of a liability of the insurer, a benefit, a risk 
or a guarantee, in respect of which an amount is determined 
under paragraph 1401(1)(a), (c) or (d) for the year, in respect — 
of a pre-funded group life insurance policy of the insurer, de- 
termined by multiplying 

(a) the rate of interest used in determining the amount 
under paragraph 1401(1)(a), (c) or (d), as the case may 
be, for the year in respect of the liability, benefit, risk or 
guarantee, as the case may be, 


by '/ of the total of 


(b) the maximum amount that would be deductible under 
subparagraph 138(3)(a)(i) of the Act pursuant to para- 
graph 1401(1)(a), (c) or (d), as the case may be, in respect 
of the liability, benefit, risk or guarantee, as the case may 
be, in computing the insurer’s income for the year if that 
amount were determined without reference to any policy 
loan or reinsurance arrangement, and 


(c) the maximum amount that would have been deductible 
under subparagraph 138(3)(a)(@) of the Act pursuant to 
paragraph 1401(1)(a), (c) or (d), as the case may be, in 
respect of the liability, benefit, risk or guarantee, as the 
case may be, in computing the insurer’s income for the 
immediately preceding taxation year if that amount were 
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determined without reference to any policy loan or rein- 
surance arrangement, 


Q is the total of all amounts each of which is the amount deter- 
mined for the year in respect of a taxable life insurance pol- 
icy of the insurer by multiplying 

(a) the rate of interest used in determining the maximum 
amount deductible under subparagraph 138(3)(a)(i) of the 
Act pursuant to paragraph 1401(1)(c) in respect of the 
policy in computing the insurer’s income for the year, 


by '/2 of the total of 


(b) the maximum amount that would be deductible under 
subparagraph 138(3)(a)(ii) of the Act in respect of the 
policy in computing the insurer’s income for the year, if 
that amount were determined without reference to any re- 
insurance arrangement, and 


(c) the maximum amount that would have been deductible 
under subparagraph 138(3)(a)(ii) of the Act in respect of 
the policy in computing the insurer’s income for the im- 
mediately preceding taxation year, if that amount were 
determined without reference to any reinsurance arrange- 
ment, and 


R_ is the total of all amounts each of which is an amount in re- 
spect of a group term life insurance policy equal to the 
amount, if any, by which 


(a) the total of all amounts determined in respect of the 
insurer under the description of O in respect of the policy 
for taxation years ending before the year 


exceeds the total of 


(b) the total of all amounts determined in respect of the 
insurer under the description of R in respect of the policy 
for taxation years ending before the year, and 


(c) the maximum amount that would be deductible under 
subparagraph 138(3)(a)(i) of the Act pursuant to para- 
graph 1401(1)(c.1) in respect of the policy in computing 
the insurer’s income for the year, if that amount were de- 
termined without reference to any reinsurance 
arrangement. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


(6) The amount of the term insurance component in the description 
of E in subsection 211.1(3) of the Act, as it read in its application to 
taxation years beginning before 1990, in respect of a life insurer for 
a taxation year is determined by the formula 


A+B+C-D+E-F+G+H 
where 


A is the amount determined by multiplying 0.0035 by the total of 
all amounts each of which is the amount of new insurance ef- 
fected in the year (other than amounts rescinded in the year) 
under a taxable life insurance policy of the insurer; 

B. is the amount determined by multiplying 0.0002 by '/2 of the to- 
tal of 

(a) all amounts of insurance in force at the end of the year 
under taxable life insurance policies of the insurer (other than 
paid-up policies), and 

(b) all amounts of insurance in force at the end of the imme- 
diately preceding taxation year under taxable life insurance 
policies of the insurer (other than paid-up policies); 


C is the amount determined by multiplying 0.20 by the net cost of 
insurance in respect of the insurer for the year; 
D is the greater of 
(a) the lesser of $2,500,000 and the amount, if any, by which 
(i) the total of the amounts determined under the descrip- 
tions of A, B, C and E in respect of the insurer for the 
year 
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exceeds 


(ii) 50 per cent of the amount that would be determined 
under the description of N in subsection (5) in respect of 
the insurer for the year, if that amount were determined 
without reference to any reinsurance arrangement, and 


(b) the amount, if any, by which 


(i) the total of the amounts determined under the descrip- 
tions of A, B, C and E in respect of the insurer for the 
year 


exceeds 


(ii) 75 per cent of the amount that would be determined 
under the description of N in subsection (5) in respect of 
the insurer for the year, if that amount were determined 
without reference to any reinsurance arrangement; 


E is the amount determined under the description of D in respect 
of the insurer for the immediately preceding taxation year; 


F is such amount as the insurer may claim, not exceeding the posi- 
tive amount, if any, determined by adding 


(a) the mortality experience of the insurer for the year, and 


_ (b) the amount determined under the description of G in re- 
spect of the insurer for the year; 


G. is the mortality loss adjustment account of the insurer-for the 
immediately preceding year; and 


H is | per-cent of the total of all amounts each of which is the 
amount of a premium that has become receivable by the insurer 
in the year under a taxable life insurance policy of the insurer in 
respect of which a positive amount of guaranteed interest is de- 
termined for the year under subsection (8). 


Related Provisions: ITA 257 — Negative amounts in formulas. 


(7) The amount of the amortization adjustment amount in the 
description of E in subsection 211.1(3).of the Act, as it read in its 
application to taxation years beginning before 1990, in respect of a 
life insurer for a taxation year is determined by the formula 


(A-B)-(C-—D) 
where 


A is the total of all amounts each of which is the amount that 
would be the net level premium reserve for the year in respect of 
a taxable life insurance policy of the insurer (other than a policy 
in respect of which a positive amount of guaranteed interest is 
determined for the year under subsection (8)), if. that amount 
were determined without reference to any policy loan or reinsur- 
ance agreement; 


Bis the total of all amounts each of which is the amount that 
would be the net level premium reserve for the immediately pre- 
ceding taxation year in respect of a taxable life insurance policy 
of the insurer (other than a policy in respect of which a positive 
amount of guaranteed interest is determined for the year under 
subsection (8)), if that amount were determined without refer- 
ence to any policy loan or reinsurance arrangement; 


C. is the total of all amounts each of which is the maximum amount 
that would be deductible under subparagraph 138(3)(a)(@) of the 
Act pursuant to paragraph 1401(1)(c) in computing the insurer’s 
income for the year, in respect of a taxable life insurance policy 
of the insurer (other than a policy in respect of which a positive 
amount of guaranteed interest is determined for the year under 
subsection (8)), if that amount were determined without. refer- 
ence to any policy loan or reinsurance arrangement; and 


D is the total of all amounts each of which is the maximum amount 
that would have been deductible under subparagraph 
138(3)(a)(@) of the Act pursuant to paragraph 1401(1)(c) in com- 
puting the insurer’s income for the immediately preceding taxa- 
tion year, in respect of a taxable life insurance policy of the in- 
surer (other than a policy in respect of which a positive amount 
of guaranteed interest is determined for the year under subsec- 
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tion (8)), if that amount were determined without reference to 
any policy loan or reinsurance arrangement. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


(8) The amount of guaranteed interest in the description of F in sub- 
section 211.1(3) of the Act, as it read in its application to taxation 
years beginning before 1990, in respect of a life insurer for a taxa- 
tion year is the total of all amounts each of which is the guaranteed 
interest for the year in respect of 


(a) a life insurance policy in Canada (other than a policy that 
was at any time an excluded arrangement), or 


(b) a pre-funded group life insurance policy, 


where the policy was issued by the insurer (or in respect of which 
the insurer has assumed the obligations of the issuer of the policy to 
the policyholder) and the terms and conditions of the policy relating 
to premiums and benefits were determined on or before March 2, 
1988, except that where, at any time after March 2, 1988, the terms 
and conditions of the policy relating to premiums and benefits have 
been changed (other than to give effect to terms and conditions 
which were determined prior to March 3, 1988 or pursuant to a 
specified transaction or event), the amount of guaranteed interest in 
respect of the policy for the year in which the change is made and 
any subsequent taxation year is deemed to be nil. 


(9) Prescribed portion — The prescribed portion of an amount 
referred to in the description of G in subsection 211.1(3) of the Act, 
as it read in its application to taxation years beginning before 1990, 
for a taxation year is 


(a) where the amount is in respect of a life insurance policy 
(other than a policy in respect of which a positive amount of 
guaranteed interest is determined for the year under subsection 
(8)), 100 per cent of the amount; and 


(b) in any other case, nil. 


(10) Prescribed arrangements — For the purposes of the 
description of G in subsection 211.1(3) of the Act, as it read in its 
application to taxation years beginning before 1990, prescribed ar- 
rangements of an insurer are life insurance policies in Canada is- 
sued by the insurer (or in respect of which the insurer has assumed 
the obligations of the issuer of the policy to the policyholder), that 
are group term life insurance policies or policies that, at any time, 
were existing guaranteed life insurance policies. 

Definitions [Reg. 1900]: “amount”, “annuity” —ITA 248(1); “benefit” — Reg. 


1900; “calendar year” — Interpretation Act 37(1)(a); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “custodian” — 248(1)“retirement compensation arrangement”; “divi- 


dend”, “employee” — ITA 248(1); “excluded arrangement”, “existing guaranteed life 
insurance policy”, “group term life insurance policy”, “guaranteed interest” — Reg. 
1900; “insurer”, “life insurance business” — ITA 248(1); “life insurance policy’, “life 


insurance policy in Canada” — Reg. 1900; “life insurer’ —ITA 248(1); “maximum 
tax actuarial reserve” — ITA 138(12), Reg. 1900; “month” — Interpretation Act 35(1); 
“mortality experience”, “mortality loss adjustment account’, “net cost of insurance”, 
“net level premium”, “net level premium reserve” — Reg. 1900; “non-participating life 
insurance policy” — ITA 138(12), Reg. 1900; “person” —ITA 248(1); “policy divi- 
dend” —ITA 139.1(8)(a); “policy loan” —ITA 138(12), Reg. 1900; “pre-funded 
group life insurance policy”, “premium” — Reg. 1900; “prescribed” — ITA 248(1); 
“registered life insurance policy” —ITA 211, Reg. 1900; “registered pension fund or 
plan” — ITA 248(1); “reinsurance arrangement’ — Reg. 1900; “retirement compensa- 
tion arrangement” — ITA 248(1); “segregated fund” — ITA 138(12), Reg. 1900; “sep- 
arate life insurance policy” — Reg. 1900(2); “specified transaction or event’, “taxable 
life insurance policy” —Reg. 1900; “taxation year’—ITA 249; “trust”? —ITA 
104(1), 248(1), (3). 


PART XX — POLITICAL CONTRIBUTIONS 


History: Part XX was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part Il, August 8, 1979. 


2000. Contents of receipts — (1) Every official receipt issued 
by a registered agent of a registered party shall contain a statement 
that it is an official receipt for income tax purposes and shall, in a 
manner that cannot readily be altered, show clearly 


(a) the full name of the registered party; 
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(b) the serial number of the receipt; 


(c) the name of the registered agent as recorded in the registry 
maintained by the Chief Electoral Officer pursuant to subsection 
13.1(1) of the Canada Elections Act; 
(d) the day on which the receipt was issued; 
(e) where the person making the contribution is 
(1) a person other than an individual, the day on which the 
contribution was received where that day differs from the 
day referred to in paragraph (d), or 


(ii) an individual, the calendar year during which the contri- 
bution was received; 


(f) the place or locality where the receipt was issued; 

(g) the name and address of the person making the contribution 
including, in the case of an individual, his first name or initial; 
(h) the amount of the contribution; and 

(1) the signature of the registered agent. 


Proposed Amendment - —— Reg. Z0pOtH) 


2000. (1) Fic official receipt ne by a Ls eae person who 
is a registered agent of a registered party or an electoral district 
agent of a registered association, to an individual who makes a 
monetary contribution to the registered party or registered associa- 
tion, as the case may be, shall contain a statement that it is an 
official receipt for income tax purposes and shall, in a manner that 
cannot readily be altered, show clearly 


(a) the name of the registered party or registered association, 
as the case may be; 
(b) the serial number of the receipt; | 


) the name of the particular person, as recorded in the regis- 
try maintained by the Chief Electoral Officer under section 
- 374 or 403.08 of the Canada Elections Act; 


(d) the date on which the receipt is issued; : 

(e) the date on which the monetary nib is keyed 
_ (f) the individual’s name and address; 

(g) the amount of the monetary contribution; — 

(h) the amount of the advantage, if any, in respect of the mone-— 
_ tary contribution; and Me os 
(i) the eligible amount of the monetary conitibatide he 


Applleation: ‘The July 16, 2010 draft regulations (Part 1 — technical), sabes ; 
165(1), will amend subsec. 2000(1) to read as above, in force on Royal Assent. 


Technical Notes (July 2010): Part XX of the Regulations provides rules regard- 
ing the preparation of receipts for the purpose of the political contributions tax credit 
in subsection 127(3) of the Act and the filing of related information returns. 


Sections 2000 and 2002 are amended to refer to persons described in subsection _ 
127(3) of the Act to whom a political contribution may be made, and to update refer-. 
ences in those sections to corresponding references in the Canada Elections Act. In 
particular, paragraph 2000(1)(e) is amended because, under the Canada Elections 
Act, only individuals are allowed to make political contributions. 


Subsection 2000(2) is amended to provide that every official receipt isane : 
official agent of a candidate to an individual in respect of a contribution contain, in 
addition to the information already prescribed, the eligible amount [ITA 248(31) — 
ed.] and the amount of the advantage {ITA 248(32) — ed.], if any, in respect of the 
contribution. Subsection 2000(5) is amended to refer to the electoral distiet: agent, 
the official agent or the registered agent. Mie ee 


In addition, subsections 2000(1) and (6) are amended to reflect changes to the Act in 
respect of the eligible amount of a monetary contribution and the amount of an ad- 
vantage in respect of a monetary contribution. Subsection 2000(1) is amended to pro- 
vide that every official receipt contain, in addition to the information already pre- 
scribed, the eligible amount and the amount of the advantage, if any, in respect of a 
contribution. Reference to the eligible amount and the amount of the advantage is 
also added in subsection 2000(6). 


Technical Notes to 127(3), July 18, 2005: It is proposed that subsections — 
2000(1) and (6) of the Regulations be amended to provide that every official receipt — 
issued by a registered party in respect of a contribution contain, in addition to the 
information already prescribed, the eligible amount and the amount of the advantage, 
if any, in respect of the contribution. 
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“aia to subsection 230.1(2) of the Act. 
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(2) Subject to subsection (3), every official receipt issued by an of- 
ficial agent of an officially nominated candidate shall contain a 
statement that it is an official receipt for income tax purposes and 
shall, in a manner that cannot readily be altered, show clearly 


(a) the name of the officially nominated candidate; 

(b) the serial number of the receipt; 

(c) the name of the official agent as recorded with the Minister; 
(d) the day on which the receipt was issued; 


(e) the day on which the contribution was received where that 
day differs from the day referred to in paragraph (d); 


(f) the polling day; 

(g) the name and address of the person making the contribution. 
including, in the case of an individual, his first name or initial; 
(h) the amount of the contribution; and 

(i) the ee of es official agent. 


a a Cnet 
ses and shall, in a 


(3) The information required by paragraph (2)(f) may be shown by 
use of a code on an official receipt form issued by the Chief Electo- 
ral Officer, provided that the Minister is advised of the meaning of 
the code used. 


(4) For the purposes of subsections (1) and (2), an official receipt 
issued to replace an official receipt previously issued shall show 
clearly that it replaces the original receipt and, in addition to its own 
serial number, shall show the serial number of the receipt originally 
issued. 


(5) A spoiled official receipt form shall be marked “cancelled” and 
such form, together with the duplicate thereof, shall be filed by the 
registered agent or the official agent, as the case may be, together 
with the duplicates of receipts required to be filed with the Minister 


_ Proposec A nendment — Reg. 2000(5) 


6 x spoiled official receipt form shall be marked oa ( 
and, together with its duplicate, shall be filed by the electoral di: 
trict agent, the official agent or the registered agent, as the ca 
may be, together with the information return quired to be filed 
Minister under subsection 230. 


ion: The _ 6 oe ee t regula 


technical), subsec. 


on Royal Assent. 


Reg. 
S. 2002(1) 


(6) Every official receipt form on which 
(a) the day on which the contribution was received, 
(b) the year during which the contribution was received, or 
(c) the amount of the contribution 

was incorrectly or cet Wee shall be regarded as spoiled. 


cal Notes to 127(3), July 


Definitions [Reg. 2000]: 
“calendar year’ — Interpretation Act 37(1)(a); “Canada” —ITA 255, Interpretation 
Act 35(1); “Chief Electoral Officer” — Reg. 2002(1); “contribution” — ITA 127(4.1), 


“advantage” — ITA 248(32); “amount” —ITA 248(1); 


Reg. 2002(1); “eligible amount’ —ITA 248(31); “individual”, “Minister” — ITA 
248(1); “nomination paper’ — Reg. 2002(1); “official agent” — Reg. 2002(2); “offi- 
cial FOCEIBE — Reg. 2002(1); “official receipt form” — Reg. 2002(1); “person” — ITA 
248(1); “polling day”, “registered agent” — Reg. 2002(2); “registered party” — Reg. 
2002(1). 


2001. Information returns — The return of information referred 
to in subsection 230.1(2) of the Act shall be filed by a registered 
agent on or before the last day of March in each year and shall be in 
respect of the preceding calendar year. 


_ Proposed Repeal — Reg. 2001 


ca 
of 230.1(2) of the Act, effective after 2003. 


Definitions [Reg. 2001]: “calendar year” — Interpretation Act 37(1)(a);. “registered 


agent” — Reg. 2002(1). 


Forms: 12092: Contributions to a registered party or to a-registered association — 
information return; T2093: Contributions to a.candidate at an election — information 
return. 


2002. Interpretation — (1) In this Part, 


“contribution”? means an amount contributed within the meaning 
assigned by subsection 127(4.1) of the Act; 


“official receipt” means a receipt for the purposes of subsection 
127(3) of the Act containing information as provided in subsection 
2000(1) or (2), as the case may be; 


“official receipt form’ means any printed form that a registered 
agent or an official agent, as the case may be, has that is capable of 
being completed, or that originally was intended to be completed, as 
an official receipt of the registered agent or official agent, as the 
case may be. 


”° “ 


(2) In this Part, “official agent”, “polling day”, registered agent” 


and “registered party” have the meanings assigned to them by sec- 
tion 2 of the Canada Elections Act and “officially nominated candi- 
date” means a person in respect of whom a nomination paper and 
deposit have been filed as referred to in the definition “official 
nomination” in that section of that Act. 
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“Chief Electoral Officer” means the person named as chief elec- 
toral officer or substitute chief electoral officer under section “ei 
or 14 of the Canada Elections Act. 


‘nomination paper” means, in respect of a candidate, a nomina- 
tion paper filed in respect of the candidate under the Canada Elec- 
tions Act, with the corrections, if any, made under that Act to ‘the 
nomination paper after its filing. 


“official receipt” means a receipt issued for the purposes of sub- 
section 127(3) of the Act SOUGHNE the information that is Tee. 
quired under that subsection. : 


“official receipt form’ means. 


(a) in the case of an official receipt ee by an elec dis- 
trict agent or a registered agent under subsection 2000(1), any 
printed form that an electoral district agent or a registered 
agent, as the case may be, has that is capable of being com- 
pleted, or that originally was intended to be completed, as an 
official receipt of the electoral) district aoe OF laine 
agent; and — 


(b) in the case of an official acy issued by an official agent 
under subsection 2000(2), the official form prescribed under 
section 477 of the Canada Elections Act. 


(2) In this Part, “official agent”, “polling day” and epsteied 
agent” have the meanings assigned to them by the ‘anada Elec: 
tions Act. - 


Application: The July 16, 2010 deaf regulations (Part 1 technica “ “167, will 
amend s. 2002 to read as above, in force on Royal Assent. 


Technical Notes (July 2010): Subsection 2002(1) is amended to ‘da the defini- 
tions “Chief Electoral Officer” and “nomination paper” and to repeal the definition 
“contribution”, Subsection 2002(2) of the Regulations is amended to repeal the defi- 
nitions “registered party” and “officially nominated candidate”. .. 


Definitions [Reg. 2002]: “amount” — ITA 248(1); “Canada” — ITA 255, fra 
tation Act 35(1);, “official agent” — Reg. 2002(2); “official receipt” — Reg. 2002(1); 
“person” — ITA 248(1); “registered agent” — Reg. 2002(1). 


PART XXI — ELECTIONS IN RESPECT OF 
SURPLUSES 


History: Part XXI was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part Il, August 8, 1979. 


2100. Reduction of tax-paid undistributed surplus on hand 
or 1971 capital surplus on hand — Any election under subsec- 
tion 83(1) of the Act in respect of a dividend payable before 1979 
by a Canadian corporation shall be made by filing with the Minister 
the following documents: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 
persons legally entitled to administer the affairs of the 
corporation; 
(d) where paragraph (e) is not applicable, schedules showing the 
computation of the amount, immediately before the election, of 
the corporation’s 

(i) tax-paid undistributed surplus on hand, if any, 

(ii) 1971 capital surplus on hand, if any, and 

(iii) 1971 undistributed income on hand, if any; and 


(e) where subsection 83(3) of the Act is applicable, schedules 
showing the computation of the amount, immediately before the 
dividend became payable, of the corporation’s 


(i) tax-paid undistributed surplus on hand, if any, 
(ii) 1971 capital surplus on hand, if any, and 
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(iii) 1971 undistributed income on hand, if any. 


History: That portion of para. 2100(e) preceding subpara. (i) substituted by P.C. 1988- 
390, s. 11, March 3, 1988, Canada Gazette, Part II, March 16, 1988, effective October 
29, 19853 


S. 2100 amended by P.C. 1983-867, March 25, 1983, Canada Gazette, Part II, April, 
1983, to remove the requirement to file duplicate copies of the documents listed. 


All that portion of s. 2100 preceding para. (a) substituted by P.C. 1980-502, s. 2, Febru- 
ary 8, 1980, Canada Gazette, Part II, February 27, 1980, effective January 1, 1980. 


Definitions [Reg. 2100]: “1971 capital surplus on hand”, “amount” — ITA 248(1); 
“Canadian corporation” — ITA 89(1), 248(1); “corporation” — ITA 248(1), /nterpre- 
tation Act 35(1); “dividend”, “Minister”, “person”, “prescribed”, “‘tax-paid undistrib- 
uted surplus on hand” —ITA 248(1). 


2101. Capital dividends and life insurance © capital 
dividends payable by private corporations — Any election 
under subsection 83(2) of the Act in respect of a dividend payable 
by a private corporation shall be made by filing with the Minister 
the following documents: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 
persons legally entitled to administer the affairs of the 
corporation; 


(d) where the election has been made under subsection 83(2) of 
the Act and paragraph (e) is not applicable, schedules showing 
the computation of the amount, immediately before the election, 
of the corporation’s 


(i) capital dividend account, and 


(ii) 1971 undistributed income on hand, if any, if the divi- 
dend was payable on or prior to March 31, 1977; and 


(e) where the election has been made under subsection 83(2) of 
the Act and subsection 83(3) of the Act is applicable, schedules 
showing the computation of the amount, immediately before the 
dividend became payable, of the corporation’s 


(1) capital dividend account, and 


(ii) 1971 undistributed income on hand, if any, if the divi- 
dend was payable on or prior to March 31, 1977. 
History: That portion of s. 2101 preceding para. (a) substituted, and paras. (f) and (g) 
revoked, applicable with respect to dividends paid after May 23, 1985; that portion of 
para. 2101(e) preceding subpara. (i) substituted effective October 29, 1985, by P.C. 
1988-390, s. 12, March 3, 1988, Canada Gazette, Part II, March 16, 1988. 
That portion of s. 2101 preceding para. (a), that portion of para. (d) preceding subpara. 
(i), and para (e) substituted and paras. (f) and (g) added by P.C. 1984-3789, s. 10, 
November 29, 1984, Canada Gazette, Part Il, December 12, 1984, effective June 29, 
1982. 


S. 2101 amended by P.C. 1983-867, March 25, 1983, Canada Gazette, Part II, April, 
1983, to remove the requirement to file duplicate copies of the documents listed. 


Subparas. 2101(d)(ii), (€)(ii) substituted by P.C. 1978-2394, s. 1, July 26, 1978, Can- 

ada Gazette, Part II, August 9, 1978, effective for the period commencing April 1, 
1977. 

Definitions [Reg. 2101]: “amount”—ITA 248(1); “capital dividend” —ITA 
83(2)-(2.4), 248(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “dividend”, 
“Minister”, “person”, “prescribed” — ITA 248(1); “private corporation” — ITA 89(1), 

248(1). 


Interpretation Bulletins: IT-66R6: Capital dividends. 
Forms: T2054: Election for a capital dividend under subsec. 83(2). 


2102. Tax on 1971 undistributed income on hand — (1) 
[Revoked] 

History: Subsec. 2102(1) revoked by P.C. 1980-502, subsec. 3(1), February 8, 1980, 
Canada Gazette, Part Il, February 27, 1980. 


(2) Any retroactive election by a corporation under subsection 
196(1.1) of the Act, in respect of a dividend payable before 1979 in 
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respect of which an election was made under section 83 of the Act, 
shall be made by filing with the Minister the following documents: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 
persons legally entitled to administer the affairs of the lee 
tion; and 


(d) a schedule showing the computation of the amount, immedi- 
ately before the time immediately before the specified election 
referred to in subsection 196(1.1) of the Act was made, of the 
corporation’s 1971 undistributed income on hand, | 

History: Subsec. 2102(2) amended by P.C. 1983-867, March 25, 1983, Canada Ga- 


zette, Part Il, April 13, 1983, to remove be requirement to file duplicate copies of the 
documents listed. 


All that portion of subsec. 2102(2). preceding para. (a) substituted by P.C. 1980-502, 
subsec. 3(2), February 8, 1980, Canada Gazette, Part Il, February 27, 1980. 


2103. [Revoked] 


History: S. 2103 revoked by P.C. 1978-2394, s. 2; Judy 26, 1978, Canada Gazette, 
Part II, August 9, 1978, effective for the period commencing January 1, 1978. 


2104. Capital gains dividends payable by mutual fund 
corporations and investment corporations — Any election 
under subsection 131(1) of the Act in respect of a dividend payable 
by a mutual fund corporation or an investment corporation shall be 
made by filing with the Minister the following documents: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 

“persons legally entitled to administer the affairs of the 
corporation; 


(d) where paragraph (f) is not applicable, a schedule showing the 
computation of the amount, immediately before the election, of 
the corporation’s capital gains dividend account; and 


(e) [Revoked] 


(f) where subsection 131(1.1) of the Act is applicable, a sched- 
ule showing the computation of the amount, immediately before 
the earlier of 


(i) the date the dividend became payable, and 
(ii) the first day on which any part of the dividend was paid, 


of the corporation’s capital gains dividend account. 


History: That portion of s. 2104 preceding para. (a) substituted applicable to 1985 et 
seq.; para. (d) substituted and para (e) revoked effective October 29, 1985, by P.C. 
1988-390, s. 13, March 3, 1988, Canada Gazette, Part II, March 16, 1988. 

S: 2104 amended by P.C. 1983-867, March 25, 1983, Canada Gazette, Part II, April, 
1983; to remove the ‘requirement to file duplicate copies of the documents listed: 
Paras. 2104(d) substituted; (f) added by P.C. 1981-2409, s. 1, September 3, 1981, Can- 
ada Gazette, Part Il, September 23, 1981, applicable to elections made in respect of 
dividends that became payable after 1974. 

Definitions [Reg: 2104]: “amount” —ITA 248(1); “capital gain” —ITA 39(1), 
248(1); “corporation” ITA 248(1), Interpretation Act 35(1); “dividend” —ITA 
248(1); “investment corporation” —ITA 130(3), 248(1); “Minister” —ITA 248(1); 
“mutual fund corporation” —ITA 131(8), 248(1); “person”, “prescribed” — ITA 
248(1). 


Forms: T2055: Election in respect of a capital gains dividend under subsection. 131(1). 


2104.1. [Capital gains dividends payable by mortgage 
investment corporations] — Any election under subsection 


Reg. 
S. 2106 


130.1(4) of the Act in respect of a dividend payable by a mortgage 
investment corporation shall be made by filing with the Minister the 
following documents: 


(a) the documents referred to in paragraphs 2104(a) to (c); and 


(b) a schedule showing the computation of the capital gains divi- 
dend in accordance with paragraph 130.1(4)(a) of the Act. 
History: S. 2104.1 added by P.C. 1988-390, s. 14, March 3, 1988, Canada Gazette, 
Part II, March 16, 1988, applicable to 1985 et seq. 
Definitions [Reg. 2104.1]: “capital gain’, — ITA 39(1), 248(1); “dividend”, “Min- 
ister’ — ITA 248(1); “mortgage investment corporation” —ITA 130:1(6), 248(1). 


Forms: T2012: Election in respect of a capital, gains dividend under subsection 
130.1(4); T2143: Election not to be a restricted financial institution. 


2105. Capital gains dividends payable by non-resident- 
owned investment corporations — Any election under sub- 
section 133(7:1) of the Act in respect of a dividend payable by a 
non-resident-owned investment corporation shall be made by filing 
with the Minister the following documents: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 
persons legally entitled to administer the affairs. of the 
corporation; 


(d) where paragraph (e) is not applicable, a schedule showing 
the computation of the amount, immediately before the election, 
of the corporation’s capital gains dividend account; and 


(e) where subsection 133(7.3) of the Act is applicable, a sched- 
ule showing the computation of the amount, immediately before 
the earlier of 


(i) the date the dividend became ‘payable, and 
(ii) the first day on which any part of the dividend was paid, 


of the corporation’s capital gains dividend account. 


History: S. 2105 amended by P.C. 1983-867, March 25, 1983, Canada, Gazette, Part 
II, April, 1983, to remove the requirement to file duplicate copies of the documents 
listed. 


Paras. 2105(d) substituted, (e) added by P.C. 1981-2409, s. 2, September 3, 1981, Can- 
ada Gazette, Part II, September 23, 1981, applicable to elections made in respect of 
dividends that became payable after 1974 except that in its application to’dividends that 
became payable after 1974 and before 1979 paras..2105(d) and (e) shall be read as 
follows: 


(d) Where paragraph (e) is not applicable, schedules showing the computation of 
the amount, immediately before the election, of the corporation’s 


(i) capital gains dividend account, and 
(ii) 1971, undistributed income on hand; and 


(e) where subsection 133(7.3) of the Act is applicable, schedules showing the 
computation ‘of the amount, immediately before the earlier of 


(i) the date the dividend became payable, and 

(ii) the first day on which any part of the dividend was paid, — 
of the corporation’s 

(iii) capital gains dividend account, and 

(iv) 1971 undistributed income on hand. 


Definitions [Reg. 2105]: “amount” — ITA 248(1); “capital gain” —ITA 39(1), 
248(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “dividend”, ““Min- 
ister’ —ITA 248(1); “non-resident-owned. investment corporation” — ITA‘ -133(8), 
248(1); “person”, “prescribed” — ITA 248(1). 

Forms: T2054: Election for a capital dividend under subsec. 83(2); T2055: Election in 
respect of a capital gains dividend under subsection 131(1); T2063: Election in respect 
of a capital gains dividend under subsec. 133(7.1). 


2106. Alternative to additional tax on excessive elections 
[for capital dividends] — Any election under subsection 184(3) 
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of the Act in respect of a dividend that was paid or payable by a 
corporation shall be made by 


(a) filing with the Minister the following documents: 


(i) a letter stating that the corporation elects under subsection 
184(3) of the Act in respect of the said dividend, 


(ii) where the directors of the corporation are legally entitled 
to administer the affairs of the corporation, a certified copy 
of 


(A) their resolution authorizing the election to be made, 
and 


(B) their declaration that the election is made with the 
concurrence of all shareholders who received or were en- 
titled to receive all or any portion of the said dividend and 
whose addresses were known to the corporation, 


(iii) where the directors of the corporation are not legally en- 
titled to administer the affairs of the corporation, a certified 
copy of 


(A) the authorization of the making of the election, and 


(B) the declaration that the election is made with the con- 
currence of all shareholders who received or were entitled 
to receive all or any portion of the said dividend and 
whose addresses were known to the corporation, 


by the person or persons legally entitled to administer the af- 
fairs of the corporation, 


(iv) a schedule showing the following information: 


(A) the date of the notice of assessment of the tax that 
would, but for the election, have been payable under Part 
Ill of the Act, 


(B) the full amount of the said dividend, 


(C) the date the said dividend became payable, or the first 
day on which any part of the said dividend was paid if 
that day is earlier, 


(D) the portion, if any, of the said dividend described in 
paragraph 184(3)(a) of the Act, 


(E) the portion, if any, of the said dividend that the corpo- 
ration is Claiming for the purposes of an election in re- 
spect thereof under subsection 83(1) or (2), 130.1(4) or 
131(1) of the Act pursuant to paragraph 184(3)(b) of the 
Act, and 


(F) the portion, if any, of the said dividend that is deemed 
by paragraph 184(3)(c) of the Act to be a separate divi- 
dend that is a taxable dividend; and 


(b) making an election in prescribed manner and prescribed 
form in respect of any amount claimed under paragraph 
184(3)(b) of the Act. 

History: S. 2106 amended by P.C. 1983-867, March 25, 1983, Canada Gazette, Part 


II, April 13, 1983, to remove the requirement to file duplicate copies of the documents 
listed. 


S. 2106 added by P.C. 1978-1138, April 13, 1978, Canada Gazette, Part Il, April 26, 
1978, effective on and after January 1, 1972. 


Definitions [Reg. 2106]: “amount”, “assessment” — ITA 248(1); “corporation” — 
ITA 248(1), Interpretation Act 35(1); “dividend”, “Minister”, “person”, “prescribed”, 
“shareholder” — ITA 248(1); “taxable dividend” — ITA 89(1), 248(1): 


Interpretation Bulletins: IT-66R6: Capital dividends. 


2107. Tax-deferred preferred series — The following series of 
classes of capital stock are hereby prescribed for the purposes of 
subsection 83(6) of the Act to be tax-deferred preferred series: 
(a) The Algoma Steel Corporation, Limited, 8% Tax Deferred 
Preference Shares Series A; 


(b) Aluminum Company of Canada, Limited, $2.00 Tax De- 
ferred Retractable Preferred Shares; 


(c) Brascan Limited, 8'/2% Tax Deferred Preferred Shares Series 
A; 
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(d) Canada Permanent Mortgage Corporation, 6/4% Tax De- 
ferred Convertible Preference Shares Series A; and 


(e) Cominco Ltd., $2.00 Tax Deferred Exchangeable Preferred 
Shares Series A. 


History: S. 2107 added by P.C. 1978-2394, s. 3, July 26, 1978, Canada Gazette, Part 
II, August 9, 1978, effective for the period commencing January 1, 1979. 


Definitions [Reg. 2107]: “Canada” —ITA 255, Interpretation Act 35(1); “pre- 
scribed” — ITA 248(1). 


PART XXII — SECURITY INTERESTS 


History: The heading before s. 2200 amended by P.C. 1999-1341, s. 1, July 28, 1999, 
Canada Gazette, Part Il, August 18, 1999, deemed to have come into force on June 15, 
1994. 


Part XXII was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part If, August 8, 1979. 


2200. [Discharge of security] Where under subsection 
220(4) of the Act the Minister has accepted, as security for payment 
of taxes, a mortgage or other security or guarantee, he may, by a 
document in writing, discharge such mortgage or other security or 
guarantee. 

History: S. 2200 amended by P.C. 1994-1817, para. 62(c), November 1, 1994, Can- 
ada Gazette, Part II, November 30, 1994. 

Definitions [Reg. 2200]: “Minister” — ITA 248(1); “security”, “writing” — Inter- 
pretation Act 35(1). 


2201. (1) For the purpose of subsection 227(4.2) of the Act, “pre- 
scribed security interest”, in relation to an amount deemed by sub- 
section 227(4) of the Act to be held in trust by a person, means that 
part of a mortgage securing the performance of an obligation of the 
person, that encumbers land or a building, where the mortgage is 
registered pursuant to the appropriate land registration system 
before the time the amount is deemed to be held in trust by the 
person. 


(2) For the purpose of subsection (1), where, at any time after 1999, 
the person referred to in subsection (1) fails to pay an amount 
deemed by subsection 227(4) of the Act to be held in trust by the 
person, as required under the Act, the amount of the prescribed se- 
curity interest referred to in subsection (1) is deemed not to exceed 
the amount by which the amount, at that time, of the obligation out- 
standing secured by the mortgage exceeds the total of 


(a) all amounts each of which is the value determined at the time 
of the failure, having regard to all the circumstances including 
the existence of any deemed trust for the benefit of Her Majesty 
pursuant to subsection 227(4) of the Act, of all the rights of the 
secured creditor securing the obligation, whether granted by the 
person or not, including guarantees or rights of set-off but not - 
including the mortgage referred to in subsection (1), and 


(b) all amounts applied after the time of the failure on account of 
the obligation, 


so long as any amount deemed under any enactment administered 
by the Minister, other than the Excise Tax Act, to be held in trust by 
the person, remains unpaid. : 


(3) For greater certainty, a prescribed security interest includes the F 
amount of insurance or expropriation proceeds relating to land or a 
building that is the subject of a registered mortgage interest, ad- 
justed after 1999 in accordance with subsection (2), but does not 
include a lien, a priority or any other security interest created by 
statute, an assignment or hypothec of rents or leases, or a mortgage 
interest in any equipment or fixtures that a mortgagee or any other 
person has the right absolutely or conditionally to remove or dis- 
pose of separately from the land or building. 

History: S. 2201 added by P.C. 1999-1341, s. 2, July 28, 1999, Canada Gazette, Part 
II, August 18, 1999, deemed to have come into force on June 15, 1994. 
Definitions [Reg. 2201]: “amount” — ITA 248(1); “Her Majesty” — Interpretation 
Act 35(1); “Minister”, “person”, “prescribed” —ITA 248(1); “trust” —ITA 104(1), 
248(1), (3). 
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PART XXIII — PRINCIPAL RESIDENCES 


History: Part XXIII was consolidated’ by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


2300. Any election by a taxpayer under subparagraph 40(2)(c)(ii) of 
the Act shall be made by attaching to the return of income required 
by section 150 of the Act to be filed by him for his taxation year in 
which the disposition of the land, including the property that was 
his principal residence, occurred, a letter signed by the taxpayer 


(a) stating that he is electing under that subparagraph; 


(b) stating the number of taxation years ending after the acquisi- 
tion date (within the meaning assigned by paragraph 40(2)(b) of 
the Act) for which the property was his principal residence and 
during which he was resident in Canada; and 
(c) giving a description of the property sufficient to identify it 
with the property designated as his principal residence. 
History: Para. 2300(b) substituted by P.C. 1980-2224, s. 1, August 27, 1980, Canada 
Gazeite, Part II, September 10, 1980, effective in respect of dispositions after March 
a LOTT. 
Definitions [Reg. 2300]: “disposition”, “property” — ITA 248(1); “resident in Can- 
ada” —ITA. 250; “taxation year’ — ITA 249; “taxpayer” — ITA 248(1). 


2301. Any designation by a taxpayer under subparagraph 54(g)(iii) 
[54“principal. residence’’(c)] of the Act.shall be made in the return 
of income required by section 150 of the Act to be filed by him for 
any taxation year of the taxpayer in which 


(a) he has disposed of a property that is to be designated as his 
principal residence; or 


(b). he has granted an option to acquire such property. 
Definitions [Reg. 2301]: “disposed” — ITA 248(1)“disposition”; “property” —ITA 
248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 

Interpretation Bulletins: IT-120R6: Principal residence. 

Forms: T1079: Designation of a property as a principal residence by a personal trust; 
T1079-WS: Principal residence worksheet; T1255: Designation of a property as a prin- 
cipal residence by the legal representative of a deceased individual; T2091: Designa- 
tion of a property as a principal residence by an individual; T2091(IND)-WS: Principal 
residence worksheet. 


PART XXIV — INSURERS 


History: Part XXIV (ss. 2400-2409) was substituted by P.C. 1979-2483, September 
13, 1979, Canada Gazette, Part II, September 26, 1979. 


2400., — (1) Definitions — The definitions in this subsection ap- 
ply. in this Part. 


“attributed surplus” of a non-resident insurer for a taxation year is 
the total of 


(a) the insurer’s property and casualty surplus for the year, and 
(b) either, 


(i) if the insurer elects for, the year in prescribed form and 
manner, 50% of the total of 


(A) the amount that would have been determined at the 
end of the year in respect of. the insurer under subpara- 
graph (a)(ii) of the definition “Canadian investment 
fund”, and 


(B) the amount that would have been determined at the 
end of the preceding taxation year in respect of the insurer 
under subparagraph (a)(ii) of the definition “Canadian in- 
vestment fund”, 
each amount being calculated as if throughout the year and 
the preceding taxation year the insurer had been a life insurer 
resident in Canada and had not carried on any insurance busi- 
ness other than a life insurance business or an accident and 
sickness insurance business, or 
(ii) if the insurer does not elect under subparagraph (1) for the 
year, 120% of the total of all amounts each of which is 50% 
of the amount determined in accordance with regulations or 
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guidelines made under Part XIII of the Insurance Companies 
Act to be the margin of assets in Canada over liabilities in 
Canada required to be maintained by the insurer as at the end 
of the year or as at the end of the preceding taxation year in 
respect of an insurance business carried on in Canada (other 
than a property and casualty insurance. business). 


“Canadian business property” of an insurer for a taxation year in 
respect of an insurance business means 


(a) if the insurer was resident in Canada throughout the year and 
did not. carry on an insurance business outside Canada in the 
year, property used or held. by it in the year in the course of 
carrying on the business in Canada; and 


(b) in any other case, designated insurance property of the in- 
surer for the year in respect of the business. 


“Canadian equity property” of a person or partnership (in this 
definition referred to as the “taxpayer” at any time means property 
of the taxpayer that is 


(a) a share of the capital stock of, or an income bond, income 
debenture, small business development bond or small business 
bond issued by, a person (other than a corporation affiliated with 
the taxpayer) resident.in Canada ora Canadian partnership; or 


(b) that proportion of property that is shares of the capital stock 
of an entity that is a corporation affiliated with the taxpayer or 
an interest in an entity that is a partnership or trust that 


(i) the total value for the taxation year or fiscal period of the 
entity that includes that time of Canadian equity property of 
the entity, 


is of 
(ii) the total value for the year or period of all property of the 
entity. 
Related Provisions: Reg. 2400(7) — No double counting. 


“Canadian investment fund” of an insurer at the end of a taxation 
year means 


(a) in the case of a life insurer resident in Canada, the total of 
(i) the amount determined by the formula 


| A—B 
where 


A is the amount of the insurer’s Canadian reserve liabilities 
as at the end of the year (to the extent that the amount 
exceeds the amount of surplus appropriations included in 
that amount), and ; 


Bis the amount of the insurer’s Canadian outstanding pre- 
miums and policy loans as at the end of the year (to the 
extent that the amount of the premiums and loans are in 
respect of policies referred to in paragraphs (a) to (c) of 
the description of A in the definition “Canadian reserve 
liabilities” and were not otherwise deducted in computing 
the amount of the insurer’s Canadian reserve liabilities as 
at the end of the year), and 


(ii) the greater of 
(A) the amount determined by the formula 


C+((D-E + F) x (G/H)) 
where 
C is 8% of the amount determined under subparagraph 


(i), 

D is the total of all amounts each of which is the amount 
of a deferred realized net gain or an amount expressed 
as a negative number of a deferred realized net loss of 
the insurer. as at the end of the year, 


E_ is the total of all amounts each of which is the amount 
of an item reported as an asset that is owned by the 
insurer at the end of the year and is a share of the capi- 
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tal stock of, or a debt owing to the insurer by, a finan- 
cial institution affiliated with the insurer, 


F is the total of all amounts each of which is the amount 
as at the end of the year of a debt assumed or incurred 
by the insurer in respect of the acquisition of an asset 
described in E (or another property for which an asset 
described in E is a substituted property), 


G is the amount of the insurer’s weighted Canadian lia- 
bilities as at the end of the year, and 


H_ is the amount of the insurer’s weighted total liabilities 
as at the end of the year, and 


(B) the amount determined by the formula 


(I-J+K-+L) x (M/N) 
where 


I is the total of all amounts each of which is the amount 
of an item reported as an asset of the insurer as at the 
end of the year (other than an item that at no time in 
the year was used or held by the insurer in the course 
of carrying on an insurance business), 


J is the total of all amounts each of which is the amount 
of an item reported as a liability of the insurer (other 
than a liability that was at any time in the year con- 
nected with an asset that was not used or held by the 
insurer in the course of carrying on an insurance busi- 
ness at any time in the year) as at the end of the year in 
respect of an insurance business carried on by the in- 
surer in the year, 


K is the total of all amounts each of which is an amount 
of an item reported by the insurer as at the end of the 
year as a general provision or allowance for. impair- 
ment in respect of investment property of the insurer 
for the year, 


L is the total of all amounts each of which is an amount 
of a deferred realized net gain or an amount expressed 
as a negative number of a deferred realized net loss of 
the insurer as at the end of the year, 


M is the amount of the insurer’s weighted Canadian lia- 
bilities as at the end of the year, and 


N is the amount of the insurer’s weighted total liabilities 
as at the end of the year; and 


(b) in the case of a non-resident insurer, the total of 


(i) the amount, if any, by which the amount of the insurer’s 
Canadian reserve liabilities as at the end of the year exceeds 
the total of 


(A) the amount of the insurer’s Canadian outstanding pre- 
miums and policy loans (to the extent that the amount of 
the premiums or loans are in respect of policies referred 
to in paragraphs (a) to (c) of the description of A in the 
definition “Canadian reserve liabilities” and were not oth- 
erwise deducted in computing the amount of the insurer’s 
Canadian reserve liabilities as at the end of the year), and 


(B) the amount of the insurer’s deferred acquisition ex- 
penses as at the end of the year in respect of its property 
and casualty insurance business carried on in Canada, and 


(ii) the greatest of 
(A) the total of 


(I) 8% of the amount determined under subparagraph 
(i), and 


(II) the total of all amounts each of which is an 
amount of a deferred realized net gain or an amount 
expressed as a negative number of a deferred realized 
net loss of the insurer as at the end of the year in re- 
spect of an insurance business carried on by the in- 
surer in Canada, 


Income Tax Regulations 


(B) the amount, if any, by which the total of 


(I) the amount of the insurer’s surplus funds derived 
from operations as at the end of its preceding taxation 
year, 

(II) the total determined under subclause (A)(II) to the 
extent not included in subclause (I), and 


(III) the total of all amounts in respect of which the 
insurer made an election under subsection 219(4) or 
(5.2) of the Act, each of which is an amount included 
in the total determined in respect of the insurer under 
subparagraph 219(4)(a)(i.1) of the Act as at the end of 
its preceding taxation year 


exceeds 


(IV) the total of amounts determined in respect of the 
insurer under subparagraphs 219(4)(a)(ii), (iii), (iv) 
and (v) of the Act, as at the end of the year, and 

(C) the total of 


(I) the amount of the insurer’s attributed surplus for 
the year, and 


(II) if the amount under subclause (I) was determined 
without the taxpayer electing under subparagraph 
(b)(i) of the definition “attributed surplus”, the amount 
determined under subclause (A)(II). 


Related Provisions: Reg. 2400(6) — Interpretation for cl. (a)(ii)(B). 


“Canadian investment property” of an insurer for a taxation year 
means an investment property of the insurer for the year (other than, 
if the insurer is non-resident, property established by the insurer as 
not being effectively connected with its insurance businesses car- 
ried on in Canada in the year) that is, at any time in the year 


(a) real property situated in Canada; 


(b) depreciable property situated in Canada or leased to a person 
resident in Canada for use inside and outside of Canada; 


(c) a mortgage, a hypothec, an agreement of sale or any other 
form of indebtedness in respect of property described in para- 
graph (a) or (b); 

(d) a Canadian equity property; 

(e) a Canadian resource property; 

(f) a deposit balance of the insurer that is in Canadian currency; 


(g) a bond, debenture or other form of indebtedness, in Canadian 
currency, issued by 


(i) a person resident in Canada or a Canadian partnership, or 


(ii) the government of Canada, a province or any of their po- 
litical subdivisions; or 
(h) a property that is 

(i) a share of the capital stock ofa corporation resident in 
Canada that is affiliated with the insurer, if at least 75% of 
the total value for the year of all property of the corporation 
is attributable to property that would be Canadian investment 
property if it were owned by an insurer, or 


(ii) an interest in a Canadian partnership, or a trust resident in 
Canada, if at least 75% of the total value for the year of all 
property of the partnership or trust, as the case may be, is 
attributable to property that would be Canadian investment 
property if it were owned by an insurer; or 


(i) an amount due or an amount accrued to the insurer on ac- 
count of income that 


(i) is from designated insurance property for the year that is 
Canadian investment property of the insurer for the year be- 
cause of any of paragraphs (a) to (h), and 


(ii) was assumed in computing the insurer’s Canadian reserve 
liabilities for the year. 


“Canadian outstanding premiums” of an insurer at any time 
means the total of all amounts each of which is the amount of an 
outstanding premium of the insurer with respect to an insurance 
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policy at that time, to the extent that the amount of the premium has 
been assumed to: have been paid in computing the insurer’s Cana- 
dian reserve liabilities as at that time. 


“Canadian reserve liabilities” of an insurer as at the end of a taxa- 
tion year means the amount determined by the formula 


A OB 
where 


A is the total of the insurer’s liabilities and reserves (other than 
liabilities and reserves in respect of a segregated fund) as at the 
end of the year in respect of 


(a) life insurance policies i in. ‘Canada, 


(b) fire insurance policies issued or effected i in respect of pro- 
perty situated in Canada, and 


_(c) insurance policies of any other class covering risks ordi- 
narily within Canada at the time the policy was issued or ef- 
fected; and 


B is the total of the reinsurance recoverable reported as a reinsur- 
ance asset by the insurer as at the end of the year relating to its 
liabilities and reserves in’A. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


“deposit balance” of an insurer means an amount standing to the 
insurer’s credit as or on account of amounts deposited with a corpo- 
ration authorized to accept deposits or to carry on the business of 
offering to the public its services as a trustee, 


“equity limit” of an insurer for a taxation year means 


(a) in respect of a life insurer resident in Canada, that proportion 
of the total of all amounts each of which is the value for the year 
of an equity property of the insurer that 


(i) the insurer’s weighted Canadian liabilities as at the end of 
the year 

is of 
(ii) the insurer’s weighted total liabilities ; as at the end of the 
year; 


(b) in respect of a non-resident insurer (other than a life insurer), 
25% of the total of 


(i) the amount, if any, by which the insurer’s mean Canadian 
reserve liabilities for the year exceeds, 50%, of the total of its 
premiums receivable and. deferred. acquisition expenses as at 
the end of the year and its premiums receivable and deferred 
acquisition expenses as at the end of its preceding taxation 
year to the extent’ that those amounts were included in the 
insurer’s Canadian reserve liabilities for the year or the pre- 
ceding taxation year, as the case may) be,:inirespect of the 
insurer’s business.in Canada, and 


(ii) the insurer’s property and nageally, surplus for the year; 
and 

(c) in respect of a non-resident life insurer, the total of 
(i) either, 


(A) if the insurer makes an election referred to in subpara- 
graph (b)(i) of the definition “attributed surplus” for the 
year, the greater of 
(I) that proportion. of the total of all amounts each of 
which is the value for the year of an equity property of 
the insurer that 
1. the insurer’s weighted Canadian liabilities as at 
the end. of the year 


is of 
2. the insurer’s weighted total liabilities as at the 
end of year, and 


(II): 8% of the insurer’s: mean Slaneneaa investment 
fund for-the year, or 
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(B) if the insurer’ does not make this election for the year, 
8% of the insurer’s* mean Canadian investment fund for 
the year, 
(ii) 25% of the amount; if any, by which 


(A) the insurer’s mean Canadian reserve liabilities for the 
year (determined on the assumption that the insurer’s pro- 
perty and casualty insurance business carried on in Can- 
ada during the year was its only. insurance business car- 
ried on in Canada that year) 


“exceeds” 


(B) 50%, of the total of its premiums. receivable and de- 
ferred acquisition expenses as at the end of the year and 
its premiums receivable and deferred acquisition expenses 
as at the end of its preceding taxation year, to the extent 
that those amounts were included in the insurer’s Cana- 
dian reserve liabilities as at the end of the year or the pre= 
ceding taxation: year, as, the case-may, be, (determined on 
the assumption that the insurer’s property and casualty in- 
“surance business carried on in Canada during the year 
- was its only insurance business carried on in Canada that 
year), and 


‘(iii) 25% of the insurer’s “property and casualty surplus for 
the. year. 


“equity: property” of a person or’ partnership (in this definition re- 
ferred to as the “taxpayer’’) at any time means property of the tax- 
payer that is 


(a) a share of the capital stock of, or an income bond, income 
debenture, small business development bond or small business 
bond issued by, another person (other than a corporation affili- 
ated with the taxpayer) or partnership; ‘or 


(b) that proportion of property that is shares of the capital stock 
of a corporation affiliated with the taxpayer or an interest in a 
partnership or trust that 


(i) the total value forthe taxation year or fiscal period of the 
corporation, partnership or trust that includes. that time of eq- 
uity property of the corporation, Seca or trust, as the 
case may. be, 


is of 
(ii) the total value for the year or period of all property of the 
corporation, partnership or trust, as the case may be. 
Related Provisions: Reg. 2400(7) — No double counting. 


“financial institution” means a corporation that is 


(a) a corporation described in any of paragraphs (a) to (e) of the 
definition “restricted financial institution” in subsection 248(1) 
of the Act; or 


(b) a particular corporation all or substantially all of the value of 
the assets of which is attributable ‘to shares or indebtedness of 
one or more corporations described in paragraph (a) to which the 
particular corporation is affiliated. 


“foreign policy loan” means an amount eacnedd a an dnsurer to 
a policyholder in.accordance with. the terms, and conditions of a life 
insurance. policy, other, than a life insurance policy in Canada. 


“gross Canadian life investment income” of a life insurer for a 
taxation. year means the. amount, if any, by which 


(a) the total of all amounts each of which is 


(i) the insurer’s' gross investment revenue for the year, to the 
extent that the revenue is from Canadian business property of 
the insurer for the year in respect of the insurer’s life insur- 
ance business, 

(ii), the. amount. included; in computing, the insurer’s income 
for the year. under paragraph 138(9)(b), of the Act, 

(iii) the portioncof the amount deducted under paragraph 
20(1)(1) of the Act in computing ‘the insurer’s income for its 
preceding taxation year that was in respect of Canadian busi- 
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ness property of the insurer for that year in respect of the 
insurer’s life insurance business, 


(iv) the amount included under section 142.4 of the Act in 
computing the insurer’s income for the year in respect of pro- 
perty disposed of by the insurer that was, in the taxation year 
of disposition, Canadian business property of the insurer for 
that year in respect of the insurer’s life insurance business, 


(v) the insurer’s gain for the year from the disposition of a 
Canadian business property of the insurer for the year in re- 
spect of the insurer’s life insurance business, other than a 
capital property or a property in respect of the disposition of 
which section 142.4 of the Act applies, or 

(vi) the insurer’s taxable capital gain for the year from the 
disposition of a Canadian business property of the insurer for 
the year in respect of the insurer’s life insurance business 


exceeds 
(b) the total of all amounts each of which is 


(i) the portion of the amount deducted under paragraph 
20(1)(1) of the Act in computing the insurer’s income for the 
year that is in respect of Canadian business property of the 
insurer for the year in respect of the insurer’s life insurance 
business, 


(ii) the amount deductible under section 142.4 of the Act in 
computing the insurer’s income for the year in respect: of)a 
property disposed of by the insurer that was, in the taxation 
year of disposition, a Canadian business property of the in- 
surer for that year in respect of the insurer’s life, insurance 
business, 


(iii) the insurer’s loss for the year from the disposition of a 
Canadian business property of the insurer for the year in re- 
spect of the insurer’s life insurance business, other than a 
capital property or a property in respect of the disposition of 
which section 142.4 of the Act applies, or 

(iv) the insurer’s allowable capital loss for the year from the 
disposition of a Canadian business property of the insurer for 
the year in respect of the insurer’s life insurance business. 


“investment property”of an insurer for a taxation year means non- 
segregated property owned by the insurer, other than a policy loan 
payable to the insurer, at any time in the year that is 


(a) property acquired by the insurer for the purpose of earning 
gross investment revenue in the year, other than property that is 


(i) property, a proportion of which is investment property of 
the insurer for the year because of paragraph (b), 


(ii) a share of the capital stock of, or a debt owing to the 
insurer by, a corporation affiliated with the insurer, or 


(iii) an interest in a partnership or trust; 


(b) that proportion, if any, of property of the insurer that is land, 
depreciable property or property that would have been deprecia- 
ble property if it had been situated in Canada and used or held 
by the insurer in the year in the course of carrying on an insur- 
ance business in Canada that 


(i) the use made of the property by the insurer in the year for 
the purpose of earning gross investment revenue in the year 


is of 
(ii) the whole use. made of the property by the insurer in the 
year; 
(c) if the insurer is a life insurer, property described in any of 
paragraphs 138(4.4)(a) to (d) of the Act; 


(d) either 


(i) a share of the capital stock of, or a debt owing to the 
insurer by, a corporation (other than a corporation that is a 
financial institution) affiliated with the insurer, if the total 
value for the year of all investment property of the corpora- 
tion for the year is not less than 75% of the total value for the 
year of all its property, or 
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(ii) an interest in a partnership or trust, if the total value for 
the year of all investment property of the partnership or trust, 
as the case may be, for the year is not less than 75% of the 
total value for the year of all its property, 


and for the purpose of this paragraph (other than for the purpose 
of determining whether a corporation is a financial institution) 
every corporation, partnership and trust is deemed to be an in- 
surer; or 


(e) an amount due or an amount accrued to the insurer on ac- 
count of income that 


(i) is from designated insurance property for the year that is 
investment property of the insurer for the year because of any 
of paragraphs (a) to (d), and 

(ii) was assumed in computing the insurer’s Canadian reserve 
liabilities for the year. 


“mean Canadian outstanding premiums” of an insurer for a taxa- 
tion year means 50% of the total of 


(a) its Canadian outstanding premiums as at the end of the year, 
and 


(b) its Canadian outstanding premiums as at the end of its pre- 
ceding taxation year. 


“mean Canadian reserve liabilities” of an insurer for a taxation 
year means 50% of the total of 


(a) its Canadian reserve liabilities as at the end of the year, and 


(b) its Canadian reserve liabilities as at the end of its preceding 
taxation year. 


“mean maximum tax actuarial reserve” in respect of a particular 
class of life insurance policies of an insurer for a taxation year 
means 50% of the total of 


(a) its maximum tax actuarial reserve for that class of policies 
for the year, and 


(b) its maximum tax actuarial reserve for that class of policies 
for its preceding taxation year. 


“mean policy loans” of an insurer for a taxation year means 50% 
of the total of 


(a) its policy loans as at the end of the year, and 
(b) its policy loans as at the end of its preceding taxation year. 


“outstanding premiums” of an insurer with respect to an insur- 
ance policy at any time means premiums due to the insurer under 
the policy at that time but unpaid. 


“property and casualty surplus’ of an insurer for a taxation year 
means the. total of 


(a) 7.5% of the total of 


(i) its unearned premium reserve as at the end of the year (net 
of reinsurance recoverables in respect of the reserve) in re- 
spect of its property and casualty insurance business, 


(ii) its unearned premium reserve as at the end. of its preced- 
ing taxation year (net of reinsurance recoverables in respect 
of the reserve) in respect of its property and casualty insur- ” 
ance business, 


(iii) its provision for unpaid claims and adjustment expenses 
as at the end of the year (net of reinsurance recoverables in 
respect of the provision) in respect of its property and casu- 
alty insurance business, and 


(iv) its provision for unpaid claims and adjustment expenses 
as at the end of its preceding taxation year (net of reinsurance 
recoverables in respect of the provision) in respect of its pro- 
perty and casualty insurance business, 

and 

(b) 50% of the total of 


(i) its investment valuation reserve as at the end of the year in 
respect of its property and casualty insurance business, and 
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(ii) its investment valuation reserve as at the end of its pre- 


ceding taxation year in respect of its property and casualty 
insurance. business. 


“reinsurance recoverable” of an insurer means the total of) all 
amounts each of which is an amount reported as a reinsurance: asset 
of the insurer as at the end of a taxation year/in respect of an 
amount recoverable from a reinsurer. 


Related Provisions: Reg. 8600“total reserve liabilities” — Reinsurance recoverable 
deducted from total reserve liabilities. 


“value” for a taxation year of a property of a person or partnership 
(in this definition referred to as the “owner’’) means 


(a) in the casecof a property that is a mortgage, hypothec, an 
agreement of sale or an investment property that is a deppstt bal- 
ance, the amount, if any, by which 


(i) the. amount obtained when the gross investment revenue 
of the owner for the year from the property is divided by the 
average rate of interest earned by, the.owner (expressed as an 
annual rate) on the amortized cost of the property during the 
year 


exceeds 


(ii), the amount obtained when the interest payable by the 
owner, for the period in the year during which the property 
was held by the owner, on debt. assumed or incurred by the 
owner in respect of the acquisition of the property (or another 
property for which the property is a substituted property) is 
divided by the average rate of interest payable by the owner 
(expressed as an annual rate) on the debt for the year; 


(b) in the case of a property that is an amount due or an amount 
accrued to the owner, the total of the amounts due or accrued at 
the end of each day in the year divided by the number of days in 
the year; 

(c) in the case of a property (other than a property referred to in 
paragraph (a) or (b)) that was not owned by the owner through- 
out the year, the amount, if any, by which 


(1) that proportion of 
(A) the carrying value of the property as at the end of the 


preceding taxation year, if the property was owned by the 
owner at that time, 


(B) the carrying value of the property as at the end of the 
year, if the property was owned by the owner at that time 
and not at the end of the preceding taxation year, and 


(C) in any other case, the cost of the property to the 
owner when it was acquired, 


that the number of days that are in the year and at the end of 
which the owner owned the property is of the number of days 
in the year, 


exceeds 


(ii) the amount obtained when the interest payable by the 
owner, for the period in the year during which the property 
was held by the owner, on debt assumed or incurred by the 
~ owner in respect of the acquisition of the property (or another 
property for which the property is a substituted property) is 
divided by the average rate of interest payable by the owner 
(expressed as an annual rate) on the debt for the year; and 


(d) in the case of any other property, the amount, if any, by 
which 
(i) 50% of the total of 
(A) the carrying value of the property as at the end of the 
year, and 
(B) the carrying value of the property as at the end of the 
preceding taxation year 
exceeds 


(ii) the amount obtained when the interest payable by. the 
owner, for the period in the year during which the property 
was held by the owner, on debt assumed or incurred by the 
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owner in respect of the acquisition of the property (or another 
property for which the property is a substituted property) is 
_ divided by the average rate. of interest payable by, the owner 
(expressed as an annual rate) on the debt for the year. 


“weighted Canadian liabilities” of an insurer as at the end of a 
taxation year means the total of 


(a) 300% of the amount, if any, by which 


(i) the total of all amounts each of which is.an amount that is 
in respect.of an insurance business carried on, by the insurer 
in Canada and that is reported as a liability (other than a lia- 
bility in respect of an amount payable out of a segregated 
fund) of the insurer in respect of a life insurance policy in 
Canada (other than an annuity) or an accident and sickness 
insurance policy as at the end of the year 


exceeds 
(ii) the total of 


(A) the insurer’s policy loans (other than policy loans in 
respect of annuities) as at the end of the year, and 


(B) the reinsurance recoverable reported by the insurer as 
at the end of the year relating to its liabilities described in 
subparagraph (i), and 

(b) the amount, if any, by which 


(i) the total of all amounts each of which is. an amount in 
respect of an insurance business carried on by the insurer.in 
Canada that is reported as a liability of the insurer as at the 
end of the year, except to the extent that the amount is 


(A) in respect of an insurance policy (other. than an annu- 
ity) described in subparagraph (a)(i), 

(B) a liability in respect of an amount payable out of a 
segregated fund, or 


(C) a debt incurred or assumed by the insurer to acquire a 
property of the insurer, 


exceeds 
(ii), the: total of 


(A) the insurer’s policy loans in respect of annuities as at 
the end of the. year, and 


(B) the reinsurance recoverable reported by the insurer as 
at the end of the year relating to its liabilities described in 
subparagraph (i). 


“weighted total liabilities” of an insurer as at the end of a taxation 
year means the total of 


(a) 300% of the amount, if any, by which 


(i) the total of all amounts each of which is an amount that is 
in respect of an insurance business carried on by the insurer 
and that is reported. as a liability (other than a liability in re- 
spect of an amount payable out of a segregated fund) of the 
. insurer in respect of a life insurance policy (other than an 
annuity) or an accident and sickness insurance policy 
exceeds 
(i) the total of 
(A) the insurer’s policy loans and foreign policy. loans 
(other than policy loans and foreign policy loans in re- 
spect of annuities) as at the end of the year, and 
(B) the reinsurance recoverable reported by the insurer as 
at the end of the year relating to its liabilities described in 
subparagraph (i), and 
(b) the amount, if any, by which 
(i) the total of all amounts each of which is an amount that is 
in respect of an insurance business carried on by the insurer 
and that is reported as a liability of the insurer as at the end 
of the year, except to the extent that the amount is 
(A) in respect of an insurance policy (other than an annu- 
ity) described in subparagraph (a)(i), 
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(B) a liability in respect of an amount payable out of a 
segregated fund, or 


(C) a debt incurred or assumed by the insurer to acquire a 
property of the insurer, 


exceeds 
(ii) the total of 


(A) the insurer’s policy loans and foreign policy loans in 
respect of annuities as at the end of the year, and 


(B) the reinsurance recoverable reported by the insurer as 
at the end of the year relating to its liabilities described in 
subparagraph (i). 
History: The description of B in subpara. (a)(i) and cl. (b)(i)(A) of “Canadian invest- 
ment fund” in subsec. 2400(1) amended by 2010, c. 25, subsecs. 81(2), (3), applicable 
to taxation years that begin after 2010. 


“Canadian reserve liabilities” and “reinsurance recoverable” amended by the said c. 25, 
subsec. 81(1), applicable to taxation years that begin after 2010. 


Subpara. (b)(i) of “equity limit” amended by the said c. 25, subsec. 81(4), applicable to 
taxation years that begin after 2010. 

Subparas. (a)(ii), (b)Gi) of “weighted Canadian liabilities” amended by the said c. 25, 
subsecs. 81(5), (6), applicable to taxation years that begin after 2010. 


Subparas. (a)(ii), (b)(ii) of “weighted total liabilities” amended by the said c. 25, sub- 
secs. 81(7), (8), applicable to taxation years that begin after 2010. 


(2) Carrying value — For the purposes of this Part, the carrying 
value of a taxpayer’s property for a taxation year, except as other- 
wise provided in this Part, means 


(a) if the taxpayer is an insurer, the amounts reflected in the tax- 
payer’s non-consolidated balance sheet as at the end of the taxa- 
tion year accepted (or, if that non-consolidated balance sheet 
was not prepared, the taxpayer’s non-consolidated balance sheet 
as at the end of the year that would have been accepted) by the 
Superintendent of Financial Institutions, in the case of an insurer 
that is required under the Insurance Companies Act to report to 
that Superintendent, or by the superintendent of insurance or 
other similar officer or authority of the province under the laws 
of which the insurer is incorporated or otherwise formed, in the 
case of an insurer that is required by law to report to that officer 
or authority; and 


(b) in any other case, the amounts that would be reflected in the 
taxpayer’s non-consolidated balance sheet as at. the end of the 
taxation year if that balance sheet were prepared in accordance 
with generally accepted accounting principles. 


(3) Amount or item reported — A reference in this Part to an 
amount or item reported as an asset or a liability of a taxpayer as at 
the end of a taxation year means an amount or item that is reported 
as an asset or a liability in the taxpayer’s non-consolidated balance 
sheet as at the end of the year accepted (or, if that non-consolidated 
balance sheet was not prepared, the taxpayer’s non-consolidated 
balance sheet as at the end of the year that would have been ac- 
cepted) by the Superintendent of Financial Institutions, in the case 
of an insurer that is required under the Insurance Companies Act to 
report to that Superintendent, or by the superintendent of insurance 
or other similar officer or authority of the province under the laws 
of which the insurer is incorporated or otherwise formed, in the case 
of an insurer that is required by law to report to that officer or 
authority. 


(4) Application of certain definitions — For the purposes 


(a) of subsection 138(14) of the Act, the expressions “Canadian 
investment fund for a taxation year’, “specified Canadian as- 
sets” and “value for the taxation year” have the meanings pre- 
scribed for them by subsection 2404(1) as it read in its applica- 
tion to the 1977 taxation year; and 


(b) of subsection 219(7) of the Act, the expressions “attributed 
surplus” and “Canadian investment fund” have the meaning pre- 
scribed for them by subsection (1). 


(5) Deeming rules for certain assets — For the purposes of 
this Part, other than subsection 2401(6), an asset of an insurer is 


Income Tax Regulations 


deemed not to have been used or held by the insurer in a taxation 
year in the course of carrying on an insurance business if the asset 


(a) is owned by the insurer at the end of the year; and 
(b) is a share of the capital stock of, or a debt owing to the in- 
surer by, a financial institution affiliated with the insurer during 


each of the days in the year during which the insurer owned the 
asset. 


(6) [Idem] — For the purposes of clause (a)(ii)(B) of the definition 

“Canadian investment fund” in subsection (1), an asset of an insurer 

is deemed not to have been used or held by the insurer in a taxation 

year in the course of carrying on an insurance business if the asset 
(a) is owned by the insurer at the end of the year; and 


(b) 
(i) goodwill which arose as a result of an amalgamation, a 
winding-up of an affiliated financial institution, or the as- 
sumption by the insurer of any obligation of another insurer 
with which the insurer deals at arm’s length if a reserve in 
respect of the obligation 
(A) may be claimed by the insurer under paragraph 
20(7)(c) or subparagraph 138(3)(a)(i) or (ii) of the Act, or 
(B) could be claimed by the insurer under paragraph 
20(7)(c) or subparagraph 138(3)(a)(i) or (11) of the Act if 
the obligations were insurance policies in Canada, or 
(ii) real property (or the portion of real property) owned by 
the insurer and occupied by. the insurer for the purposes of 
carrying on an insurance business. 


_ Proposed Amendmen 
Letter from Gene sees, June 30, seep 
Deat [xxx]: ee 


I am writing in response to your letters concerning your request for a modification to 
subsection 2400(6) of the Income Tax Regulations (“Regulations”). re 


Under: ‘existing subsection ee assets of an inser are, for the purpose of 


eg. 2400(6) 


of carrying on an insurance 
of an amalgamation or < 
sumption by the insurer 
deals at arm’s length. — 


not before the reor: i ie required by generally accepted accounting prin- 
ciple be reported on the ‘non-consolidated balance sheet of [xxx] is, after the reor- 
ganization, required by generally accepted accounting principles to be reported on its - 
balance sheet. In your view, such purchased goodwill arising under the reorganization 
should, under subsection 2400(6), receive the same treatment as the testis pig ee in 
the other circumstances set out in that subsection. fait G 


We. have reviewed your submission a8 have Soares that the pra gol 
arising under the reorgani 
treatment as the goodw 


( ses to recommend to the Minister of Finance ar I Z 
1 2400(6) that would achieve that result, effective for the 2005 and subse- | 
ears. We cannot, however, offer any assurances that ‘either the Minister. 
ent will agree with our Fecommendation that we bistaet ge in 


Yours sincerely, 4 ddan : 
Brian Ernewein, Bitecto: Tax Legislation Division, Tax Policy Back 


(7) No double counting — For greater certainty, a particular 
property or a particular proportion of a property shall not, directly 
or indirectly, be used or included more than once in determining, 
for a particular taxation year, the Canadian equity property or the 
equity property of a person or partnership. 


(8) Transition year — A computation that is required to be made 
under this Part in respect of an insurer’s taxation year that included 
September 30, 2006 and that is relevant to a computation (in this 
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subsection referred to as the “transition year computation’’) that is 
required to be made under this Part in respect of the insurer’s first 
taxation year that begins after that date shall, for the purposes only 
of the transition year computation, be made using the same defini- 
tions, rules and methodologies that are used in the transition year 
computation. 


History: Subsec. 2400(8) added by 2009, c. 2, s. 102, applicable to taxation years that 
begin after September 2006. 


(9) A computation that is required to be made under this Part in 
respect of an insurer’s taxation year that. included.December 31, 
2010: and that is relevant:to a computation (in this subsection re- 
ferred to as the “transition year computation”) that is required to be 
made under this Part in respect of the insurer’s first taxation year 
that begins after that date shall, for the purposes only of the transi- 
tion year computation, be made using the same definitions, rules 
and methodologies that are used in the transition year computation. 


History: Subsec. 2400(9) added by 2010, c.'25, subsec. 81(9), applicable to taxation 
years that begin after 2010. 


History [Reg. 2400]: S. 2400 substituted by P.C. 2000-1714, November 30, 2000, 
Canada Gazette, Part II, December 20, 2000, subsec. 2(2), applicable to 1999 et seq. 


History [former Reg. 2400]: Para..2400(3)(a) amended to add reference to s. 51.1 of 
the Act, by P.C. 2000-1714, November 30, 2000, Canada Gazette, Part Il, December 
20, 2000, subsec. 2(1), applicable to transactions occurring after October 1994. 


Subpara. 2400(6)(b)(ii) amended by P.C. 1994-1817, para. 62(d), November 1, 1994, 
Canada Gazette, Part Il, November 30, 1994. 


Subsecs. 2400(1) to (3) substituted and subsecs. 2400(4) to ‘7) substituted for (4) and 
(5) by P.C. 1990-2002, s. 6, September 20, 1990, Canada Gazette, Part II, October 10, 
1990, applicable in respect of taxation years beginning after June 17, 1987 and ending 
after 1987 except that in applying subsecs. (5).and (6) to a taxpayer’s first taxation year 
that begins after June 17, 1987 and that ends after 1987, they shall, where the taxpayer 
elects in the taxpayer’s return of income under Part I of the Act for that year, be read as 
follows: 


(5) Where a property was owned by the insurer throughout any period in a taxa- 
tion year and throughout that period the property was used by the insurer. in, or 
held by the insurer in the course of, carrying on an insurance business outside 
Canada, the property may not be designated by the insurer-under subsection (1) 
for the period in respect of an insurance business in Canada of the insurer. 


(6) For the purposes of subsection (1), investment property of the insurer shall, 
subject to subsection (5), be designated by the insurer in respect. of a taxation 
year in respect of its insurance businesses in Canada in the following order, to 
the extent thereof and to the extent required: 


(a) investment property owned by the insurer at any time in the year that was 
designated in respect of an insurance business in Canada of the insurer in the 
immediately preceding taxation year; : 


(b) investment property (other than an investment property referred to in par- 
agraph (a)) owned by the insurer at any time in the year that was Canadian 
investment property, except that that investment property shall be designated 
in the following order, namely, 


(i) land and depreciable property situated in Canada, 


(ii) mortgages, hypothecs, agreements of sale and other forms of indebt- 
edness in respect of property referred to.in subparagraph (i), and 


(iii) other property; and 
(c) other investment property owned by the insurer at any.time in the year. 


Para. 2400(3)(b) substituted by P.C. 1988-1473, s. 4, July 21, 1988, Canada Gazette, 
Part IJ, August 3, 1988, applicable to taxation years commencing after 1984. 


Paras. 2400(1)(c), (d) corrected by Canada Gazette, Part II, October 24, 1979, errata. 


Definitions [Reg. 2400]: “affiliated” — ITA 251.1; “allowable capital loss” —ITA 
38(b), 248(1); “amortized cost”, “amount” — ITA 248(1); “amount payable” — ITA 
138(12), Reg. 2405(1); “annuity” — ITA 248(1); “arm’s length” —ITA‘251(1); “at- 
tributed surplus” — Reg. 2400(1); “business” —ITA 248(1); “Canada” —ITA 255, 
Interpretation Act 35(1); “Canadian business property”, “Canadian equity property”, 
“Canadian investment property”, “Canadian outstanding premiums” — Reg. 2400(1); 
“Canadian partnership” — ITA 102, 248(1); “Canadian reserve liabilities” — Reg. 
2400(1); “Canadian resource property” — ITA 66(15), 248(1);\ “capital property” — 
ITA 54, 248(1); “corporation” —ITA  248(1), Interpretation Act,35(1); “deposit bal- 
ance” — Reg. 2400(1); “depreciable property” — ITA 13(21), 248(1); “designated in- 
surance property” —ITA 138(12), 248(1); “disposition” —ITA 248(1); “equity pro- 
perty”, “financial institution” — Reg. 2400(1); “fiscal period” — ITA 249.1; “foreign 
policy loan” — Reg. 2400(1); “gross ‘investment revenue” —-ITA 138(12);. “income 
bond”, “income debenture”, “insurance policy”, “insurer” — ITA 248(1); “investment 
property” — Reg. 2400(1); “life insurance business” —ITA 248(1); “life insurance 
policies in Canada”, “life insurance policy” “life insurance policy in Canada” — ITA 
138(12); “life insurer’ —ITA 248(1); “maximum tax actuarial’ reserve” — ITA 


138(12); “mean Canadian investment fund” — Reg. 2412(1); “mean Canadian reserve 
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liabilities” — Reg. 2400(1); “non-resident” — ITA; 248(1);) “non-segregated  pro- 
perty”? —ITA 138(12); “officer” — ITA, 248(1); “person” — ITA. 248(1);. “policy 
loan” — ITA 138(12); “prescribed”, “property” — ITA 248(1); “property and casualty 
surplus” — Reg. 2400(1); “province” — Interpretation Act 35(1); “regulation” — ITA 
248(1); “reinsurance recoverable” — Reg. 2400(1); “resident in Canada’ —ITA 250; 
“segregated fund’ — ITA 138.1(1), Reg. 2400(1); ‘share’ — ITA 248(1); “small busi- 
ness. bond” —JTA. 15.2(3), 248(1);, “small business, development bond” —ITA 
15.13), 248(1); “substituted” —ITA 248(5); “surplus funds deriyed from opera- 
tions” —ITA 138(12); “taxable capital gain” — ITA 38(a), 248(1); “taxation year” — 
ITA 249; “taxpayer” —ITA 248(1); “trust” — ITA 104(1), 248(1), (3); “value”, 
“weighted Canadian liabilities”, “weighted total liabilities” — Reg. 2400(1). 


2401. ——(1) Designated insurance property — For the. pur- 
poses of the definition “designated insurance property” in subsec- 
tion 138(12) of the Act, “designated insurance property” of an in- 
surer fora taxation year means property that is designated in 
accordance. with subsections (2) to (7) for the. year 


(a) by the insurer in its return ark income: under Part I of the Act 
‘for the year; or 


(b) if the Minister determines that the insurer has not made a 
designation that is in accordance with the prescribed rules found 
in this section, by the Minister. 


(2) Designation rules — For the purposes of subsection. (1), an 
insurer, or the. Minister if paragraph (1)(b) applies, 


(a) shall designate for a taxation year investment property of the 
insurer for the year with a total value for the year equal to the 
amount, if any, by which the insurer’s mean Canadian reserve 
liabilities for the year in respect of its life insurance business in 
Canada exceeds the total of the insurer’s mean Canadian out- 
standing premiums and mean policy loans for the year in respect 
of that business (to the extent that the amount of the mean policy 
loans was not otherwise deducted in computing the insurer’s 
mean Canadian reserve liabilities for the year); 


(b) shall designate for a taxation year investment property of the 
insurer for the year with a total value for the year equal to the 
amount, if any, by. which the insurer’s,mean Canadian reserve 
liabilities for the year in respect of its accident and sickness in- 
surance business in Canada exceeds the insurer’s mean Cana- 
dian outstanding premiums for the year in respect of ‘that 
business; | 


(c) shall weaisnaie for a taxation year.in respect of the insurer’s 
insurance business in Canada (other than a life insurance busi- 
ness or an accident and sickness insurance business) investment 
property of the insurer for the year with a total value for the year 
equal to the amount, if any, by which the insurer’s mean Cana- 
dian reserve liabilities for the year in respect of that business 
exceeds 50% of the total of all amounts each of which is the 
amount, as at the end of the year or as at the end of its preceding 
taxation year, of a premium receivable or a deferred acquisition 
expense (to the extent that it is included in the insurer’s Cana- 
dian reserve liabilities as at the end of the year or preceding tax- 
ation year, as the case may be) of \the insurer in respect of that 
business; 


(d) if 


(i) the insurer’s mean Canadian investment fund for a taxa- 
tion year 


exceeds 


(ii) the total value for the year of all property required to be 
designated under paragraph (a), (b) or (c) for the year, 


shall designate for the year, in respect of a particular insurance 
business that the insurer carries on in Canada, investment pro- 
perty of the insurer for the year with a total value for the year 
equal to that excess; 


(e) for greater certainty, under each of paragraphs (a), (b), (c) 
and (d), shall designate for the taxation year investment property 
with a total value for the year equal to the amount, if any, deter- 
mined under each of ‘those paragraphs, and no investment pro- 
perty, or portion of investment property, designated for the year 
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under any of paragraphs (a) to (d) may be designated for the 
year under any other paragraph; and 


(f) may designate for a taxation year a portion of a particular 
investment property if the designation of the entire property 
would result in a designation of property with a total value for 
the year exceeding that required to be designated under 
paragraphs (a) to (d) for the year. 
History: Paras. 2401(2)(b) and (c) amended by 2010, c. 25, s. 82, applicable to taxa- 
tion years that begin after 2010. 


(3) Order of designation of properties — For the purpose of 
subsection (2), investment property of an insurer for a taxation year 
shall be designated for the year in respect of the insurer’s insurance 
businesses carried on by it in Canada in the following order: 


(a) Canadian investment property of the insurer for the year 
owned by the insurer at the beginning of the year that was desig- 
nated insurance property of the insurer for its preceding taxation 
year, except that such property shall be designated in the follow- 
ing order: 


(i) real and depreciable property, 


(ii) mortgages, hypothecs, agreements of sale and other 
forms of indebtedness in respect of real property situated in 
Canada or depreciable property situated in Canada or depre- 
ciable property leased to a person resident in Canada for use 
inside and outside of Canada, and 


(iii) other property; 
(b) investment property (other than Canadian investment pro- 
perty of the insurer for the year) owned by the insurer at the 
beginning of the year that was designated insurance property of 
the insurer for its preceding taxation year; 


(c) Canadian investment property of the insurer for the year 
(other than property included in paragraph (a)) in the order set 
out in subparagraphs (a)(i) to (iii); and 

(d) other investment property. 


(4) Equity limit for the year — Notwithstanding subsections (2) 
and (3), 
(a) the total value for the year of Canadian equity property of an 
insurer that may be designated in respect of the insurer’s insur- 
ance businesses for a taxation year shall not exceed the insurer’s 
equity limit for the year; and 
(b) for a taxation year a portion of a particular Canadian equity 
property of an insurer may be designated if the designation of 
the entire property would result in a designation of Canadian eq- 
uity property of the insurer for the year with a total value for the 
year exceeding the insurer’s equity limit for the year. 


(5) Exchanged property — For the purposes of subsection (3), 
property acquired by an insurer in a particular taxation year is 
deemed to be designated insurance property of the insurer in respect 
of a particular business of the insurer for its preceding taxation year 
and to have been owned by the insurer at the beginning of the par- 
ticular taxation year if the property was acquired 
(a) by reason of 

(i) a transaction to which any of sections 51, 51.1, 85.1 and 

86 of the Act applies, 

(ii) a transaction in respect of which an election is made 

under subsection 85(1) or (2) of the Act, 

(iii) an amalgamation (within the meaning assigned by sub- 

section 87(1) of the Act), or 

(iv) a winding-up of a corporation to which subsection 88(1) 

of the Act applies, and 


(b) as consideration for or in exchange for property of the in- 
surer that was designated insurance property of the insurer in 
respect of the particular insurance business for its preceding tax- 
ation year. 


(6) Non-investment property — Non-segregated property 
owned by an insurer at any time in a taxation year (other than in- 
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vestment property of the insurer for the year) that is used or held by 
the insurer in the year in the course of carrying on an insurance 
business in Canada is deemed to be designated insurance property 
of the insurer for the year in respect of the business. 


(7) Policy loan excluded from designated property — Not- 
withstanding any other provision in this Part, a policy loan payable 
to an insurer is not designated insurance property of the insurer. 
History: S. 2401 substituted by P.C. 2000-1714, November 30, 2000, Canada Gazette, 
Part II, December 20, 2000, subsec. 2(2), applicable to 1999 ef seq. 

Definitions [Reg. 2401]: “amount”, “business” —ITA 248(1); “Canada” — ITA 
255, Interpretation Act 35(1); “Canadian equity property”, “Canadian investment pro- 
perty”, “Canadian reserve liabilities’ — Reg. 2400(1); “corporation” —ITA 248(1), 
Interpretation Act 35(1); “depreciable property” — ITA 13(21), 248(1); “designated in- 
surance property’—ITA 138(12), 248(1); “equity limit” — Reg. 2400(1); “in- 
surer’ —ITA 248(1); “investment property” — Reg. 2400(1); “life insurance busi- 
ness” —ITA 248(1); “mean Canadian investment fund” — Reg. 2412(1); “mean 


Canadian outstanding premiums”, “mean Canadian reserve liabilities”, “mean policy 


loans” — Reg. 2400(1); “Minister”, “person” —ITA 248(1); “policy loan” —ITA 
138(12); “prescribed”, “property” —ITA 248(1); “reinsurance recoverable” — Reg. 
2400(1); “resident in Canada” — ITA 250; “segregated fund” — ITA 138.1(1); “taxa- 
tion year” —ITA 249; “value” — Reg. 2400(1). 


2402. Income from participating life insurance busi- 
nesses — For the purposes of clause 138(3)(a)(iii)(B) of the Act 
and subparagraph 309(1)(e)(4), in computing a life insurer’s income 
for a taxation year from its participating life insurance business car- 
ried on in Canada, 


(a) there shall be included that proportion of the insurer’s gross 
Canadian life investment income for the year that 


(i) the aggregate of the insurer’s mean maximum tax actua- 
rial reserve for the year in respect of participating life insur- 
ance policies in Canada and the mean amount on deposit 
with the insurer for the year in respect of those policies 


is of 
(ii) the aggregate of amounts, each of which is 


(A) the insurer’s mean maximum tax actuarial reserve for 
the year in respect of a class of life insurance policies in 
Canada, or 


(B) the mean amount on deposit with the insurer for the 
year in respect of a class of policies described in clause 
(A); 
(a.1) there shall be included the amount determined by the 
formula 


C 
Ae BY X= 
a La 


where 


A is the amount required by subsection 142.5(5) of the Act to 
be included in computing the insurer’s income for the year, 


B_ is the amount deemed by subsection 142.5(7) of the Act to be 
a taxable capital gain of the insurer for the year from the dis- 
position of property, 

C is the amount determined under subparagraph (a)(i) for the 
taxation year of the insurer that includes October 31, 1994, 
and 


D is the amount determined under subparagraph (a)(ii) for the 
taxation year of the insurer that includes October 31, 1994; 


(b) there shall be included 


(i) the amount deducted by the insurer under subparagraph 
138(3)(a)(iv) of the Act in computing its income for the im- 
mediately preceding taxation year, 


(ii) the insurer’s maximum tax actuarial reserve for the im- 
mediately preceding taxation year in respect of participating 
life insurance policies in Canada, and 


(111) the maximum amount deductible by the insurer under 
subparagraph 138(3)(a)(ii) of the Act in computing its in- 
come for the immediately preceding taxation year in respect 
of participating life insurance policies in Canada. 
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(iv) [Repealed] 


(c) there shall not be included any amount in respect of the in- 
surer’s participating life insurance policies in Canada that was 
deducted under subparagraphs 138(3)(a)(i) or (ii) of the Act in 
computing its income for the immediately preceding taxation 
year; 


(d) except as otherwise provided in paragraph (a), there shall not 
be included any amount as a reserve that was deducted under 
paragraph 20(1)(1) of the Act in computing the insurer’s income 
for the immediately preceding taxation year; 


(e) except as provided in paragraph (a), there shall not be in- 
cluded any amount that was included in determining the in- 
surer’s gross Canadian: life investment income for the year; 


(e.1) except as provided in paragraph (a.1), there shall not be 
included the amounts referred to in the descriptions of A and B 
in that paragraph; 


(e.2) if the year includes October 31, 1994, there shall be de- 
ducted the amount determined by the formula 


C 
A+B)x= 
( ) D 


where 


A is the amount deducted under subsection 142.5(4) of the Act 
in computing the insurer’s income for the year, 


B isthe amount deemed by subsection 142.5(6) of the Act to be 
an allowable capital loss of the insurer for the year from the 
disposition of property, 

C. is the amount determined under subparagraph (a)(i) for the 
year, and 


D is the amount determined under subparagraph (a)(ii) for the 
year; 


(f) there shall be deducted 


(i) the insurer’s maximum tax actuarial reserve for the year in 
respect of participating life insurance policies in Canada, and 


(ii) the maximum amount deductible by the insurer under 
subparagraph 138(3)(a)(ii) of the Act in computing its in- 
come for the year in respect of participating life insurance 
policies in Canada; 


(iii) [Repealed] 
(g) no deduction shall be made in respect of any amount deduct- 
ible under subparagraph 138(3) (a)(iii) or (iv) of the Act in com- 
puting the insurer’s income for the year; 


(h) except as provided in paragraph (a), no deduction, shall be 
made in respect of 


(i), any amount taken into. account in, determining ‘the in- 
surer’s gross Canadian life investment income for the year, 
or 


(ii) any amount deductible under paragraph 20(1)(1) of the 
Act in computing the insurer’s income for the year; 


(h.1) except as provided in paragraph (e.2), no deduction shall 
be made in respect of the amounts referred to in the descriptions 
of A and B in that paragraph; 


(i) except as otherwise provided in paragraph (f), no deduction 
_ shall be made in respect of a reserve deductible under subpara- 

graph 138(3)(a)(i) or (ii) of the Act in computing the insurer’s 

income for the, year; and 

(j) except as otherwise provided in this section, the provisions of 

the Act relating to the computation’ of income) from a source 

shall apply. 


History: Paras. 2402(a.1), (e.1), (e.2) and (h.1), added by P.C. 2009-1212, subsecs. 
2(1), (4), and (7), July 30, 2009, Canada Gazette, Part Il, August 19, 2009, applicable 
to taxation years that end after October 30, 1994. 


Subparas. 2402(b)(iv) and (f)(iii) repealed by the said P.C. 2009-1212, subsecs. 2(2), 
(5), applicable to taxation years that begin after 1992. 
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Paras. 2402(e) and (h) amended’by the’ said P.C. 2009-1212; subsecs. 2(3), (6), applica- 
ble to taxation years that end after February 22, 1994. 


Subpara. 2402(b)(iii) added, and paras. (c) to (f), (h) and (i) substituted, by. P.C. 1990- 
2002, s. 7, September 20, 1990, Canada Gazette, Part II, October 10, 1990, applicable 
in respect of taxation years beginning after June 17, 1987 and ending after 1987 except 
that in-its application. in respect of [an insurer’s] first such taxation year, 


” subpara. (b)(ili) shall be read as follows: 


“(ii) the maximum amount of a reserve deductible by the insurer in comput- 
ing its income for the immediately preceding taxation year in respect of un- 
paid claims under participating life insurance policies in Canada received by 
‘the insurer before the.end of that year, and”’; 


(b) para. (c) shall be read as) follows: 


“(c) there shall not be included any amount in respect of the insurer’s partici- 
pating life insurance policies in Canada that was deducted in computing its 
income for the immediately preceding taxation year under subparagraph 
138(3)(a)(i) of the Act or as a reserve in respect of unpaid claims received 
before the end of that year;’ and 


(c) para. (d) shall read as it read for [the insurer’s] last taxation year ending before 
1988. 


All that portion of s. 2402 preceding para. (a) substituted by P.C. 1983-3530, s. 7, 
November 17, 1983, Canada Gazette, Part Il, November 24, 1983, applicable to taxa- 
tion years commencing after 1982. 
Definitions [Reg. 2402]: “allowable capital loss’—ITA 38(b), .248(1); 
“amount” — ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “disposi- 
tion” —ITA 248(1); “financial institution”, “gross Canadian life investment , in- 
come” — Reg. 2400(1); “immediately preceding taxation year” — Reg. 2409(1), (4); 
“insurer”, “life insurance business” —ITA 248(1); “life insurance policies in Can- 
ada” —ITA 138(12);, “life: insurer” — ITA, 248(1);..“maximum.. tax actuarial re- 
serve” — ITA 138(12); “mean maximum tax actuarial reserve” — Reg. 2400(1); “par- 
ticipating life insurance policy” —ITA'138(12); “property” — ITA 248(1); “taxable 
capital gain” — ITA 38(a), 248(1); “taxation year” — ITA 249. 


2403. Branch tax elections — (1) An election referred to in sub- 
section 219(4) of the Act shall be made bya non-resident insurerin 
respect of a taxation year by filing, with its return of income re- 
quired by subsection 150(1) of the Act to be filed for the year, a 
letter 1 in duplicate stating 


“(a) the insurer elects under subsection 219(4) of the Act; and 


(b). the amount the insurer elects to deduct, under subsection 
219(4). of the Act. 


(2) Where a joint election referred to in subsection 219(5.2) of the 
Act is made by a non-resident insurer and a qualified related corpo- 
ration (within the meaning assigned by subsection '219(8) of the 
Act) of the non-resident: insurer in respect of a taxation»year of the 
non-resident insurer, it shall be made by filing, with the non-resi- 
dent insurer’s return of income required by subsection 150(1) of the 
Act to be filed for the year in which the event to which:the election 
relates:occurred, a letter in duplicate signed by an authorized officer 
of the non-resident insurer and an authorized officer of the qualified 
related corporation stating 


'(a) whether paragraphs 219(5.2)(a) and (b) of the Act apply; and 


(b) the amount elected under subsection 219(5.2) of the Act. 


History: Para. 2403(2)(a) substituted by P.C. 2000-1714, November 30, 2000, Canada 
Gazette, Part I], December 20, 2000, s. 3, applicable to 1999 et seq. 


Subsec. 2403(2) added by P.C. 1981-2121, s. 1, July 29, 1981, Canada Gazette, Part I, 
August 12, 1981, effective December 12, 1979. 


Definitions [Reg. 2403]: “amount” —ITA 248(1); 
Interpretation Act .35(1); “insurer’’,. “‘non-resident’’, 
lated” — ITA 251(2)-(6); “taxation year” —ITA 249. 


“corporation”? — ITA 248(1), 
“officer’ —ITA .248(1); ‘“‘re- 


2404. Currency conversions [inapplicable since 1999] — 
For the purposes of this Part, where any amount is determined in a 
currency other than Canadian currency, that amount shall be con- 
verted to Canadian currency using the current rate of exchange, as 
required for the purposes of the relevant authority, on the date in 
respect of which the amount is determined. 


Related Provisions: Reg. 2406 — Reg. 2404 does not apply as of 1999. 


Definitions [Reg. 2404]: “amount” —ITA 248(1); 
2405(3). 


“relevant authority” — Reg. 
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2405. Interpretation [inapplicable since 1999] — (1) In this 
Part, 


(a) “total depreciation” has the meaning assigned by paragraph 
13(21)(e) [13(21)“total depreciation”] of the Act; 


(b) “accumulated 1968 deficit”, “amount payable”, “gross. in- 
vestment revenue’, “life insurance policy”, “life insurance pol- 
icy in Canada”, “maximum tax actuarial reserve’, “non-segre- 
gated property”, “participating life insurance policy”, “policy 
loan”, and “surplus funds derived from operations” have the 


meanings assigned by subsection 138(12) of the Act; and 


(c) “segregated fund” and “segregated fund policies” have the 
meaning assigned by subsection 138.1(1) of the Act. 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


(2) For the purposes of subsection 138(14) of the Act, the expres- 
sions “Canadian investment fund for a taxation year’, “specified 
Canadian assets” and “value for the taxation year” have the mean- 
ings prescribed therefor by subsection 2404(1) as it read in its appli- 
cation to the 1977 taxation year. 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


(3) In this Part and for the purposes of paragraph 219(7)(a) 
[219(7)“attributed surplus for the year”] of the Act, 


“attributed surplus for the year’, for a taxation year in respect of 
a non-resident insurer, means the aggregate of 


(a) its property and casualty surplus for the year, and 

(b) an amount equal.to the percentage (that is the life surplus 

factor for the year) of the amount for the year determined under 

clause (a)(i)(B) of the definition “life surplus factor” in this 

subsection; : 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“Canadian business property” of an insurer for a taxation year in 

respect of an insurance business means 
(a) if the insurer, was resident in Canada throughout the year and 
either did not carry on a life insurance business in the year or did 
not carry on an insurance business outside Canada in the year, 
the property used or held by it in the year in the course of carry- 
ing on the business in Canada, and 
(b) in any other case, the property designated. under. subsection 
2400(1) for the year in respect of the business; 

Related Provisions: Reg. 2406— Reg.’ 2405 does not apply as of 1999. 


“Canadian equity property’ means 


(a) a share of the capital stock of, or an income bond, income 
debenture, small business development bond or a small business 
bond issued by, a person (other than a designated corporation) or 
partnership, as the case may be, resident in Canada, or 
(b) that proportion of shares of the capital stock of a designated 
corporation or an interest in a partnership or trust that 
(i) the aggregate value for the year of Canadian equity pro- 
perty owned by the designated corporation or the partnership 
or trust, as the case may be, 
is of 
(ii) the aggregate value for the year of all property owned by 
the designated corporation, or partnership or trust, as the case 
may be; 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


‘“‘Canadian investment fund”’, as at the end of a taxation year, in 
respect of 


(a) a life insurer resident in Canada, means the positive amount 
determined by the formula 


|Sx(C=D)|~E 


where 
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A is the amount of the insurer’s Canadian reserve liabilities as 
at the end of the year, 


B. is the amount of the insurer’s total reserve liabilities as at the 
end of the year, 


C is the total of 


(i) the aggregate amount of policy loans and foreign pol- 
icy loans of the insurer as at the end of the year, and 


(ii) the valuation of all property of the insurer as at the 
end of the year each of which is 


(A) an investment property, 
(B) money, or 


(C) a balance (other than a property included under 
(A) or (B)) standing to the insurer’s credit as or on 
account of amounts deposited with a corporation au- 
thorized to accept deposits or to carry on the business 
of offering to the public its services as a trustee, 


D is the total of 


(i) the aggregate of all amounts each of which is an 
amount outstanding as at the end of the year in respect of 
a debt (other than a debt referred to in paragraph (h) of 
the definition “valuation” in this subsection or an amount 
referred to in subparagraph (i1)) owing by the insurer in 
respect of money borrowed by the insurer (other than 
money used by the insurer for the purpose of earning in- 
come from a source that is not an insurance business), and 


(ii) the aggregate of all amounts each of which is the 
amount of a cheque outstanding at the end of the year 
drawn on an account of the insurer maintained with a cor- 
poration authorized to accept deposits or to carry on the 
business of offering to the public its services as a trustee, 
and 


E is the aggregate amount of the policy. loans of the insurer as 
at the end of the year, and 


(b) a non-resident insurer, means the amount, if any, by which 
the aggregate of amounts each of which is 


(i) a maximum. tax actuarial reserve of the insurer for the 
year, 


(i.1) the maximum amount that the insurer is entitled to claim 
under subparagraph 138(3)(a)(ii) of the Act for the year, 


(ii) the maximum amount that the insurer is entitled to deduct 
under paragraph 20(7)(c) of the Act in computing its income 
for the year determined on the assumption that it carried on 
no other than life insurance business other than an accident 
and sickness insurance business, 


(iii) the amount of policy dividends, to the extent that such - 
dividends were not included under subparagraph (i) or (ii), 
that will, according to the annual report of the insurer filed 
with the relevant authority for the year or, where the insurer 
was throughout the year subject, to the supervision of the rel- 
evant authority but was. not required to file an annual report 
with the relevant authority for the year, according to its fi- | 
nancial statements for the year, as at the end of the year, be- 
come payable by the insurer in the immediately following 
year under its participating life insurance policies, 


(iv) a liability (other than a debt referred to in paragraph (h) 
of the definition “valuation” in this subsection) or a reserve 
(other than the insurer’s investment valuation reserve) as re- 
ported by the insurer in its annual report for the year to the 
relevant authority or, where the insurer was throughout the 
year subject to the supervision of the relevant authority but 
was not required to file an annual report with the relevant 
authority for the year, in its financial statements for the year, 
that was incurred or provided for in the course of carrying on 
the insurer’s property and casualty: insurance business: in 
Canada except to the extent those amounts are already in- 
cluded under subparagraph (ii), 
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(v) a debt (other than a debt referred to in paragraph (h) of 
the definition “valuation” in this subsection) owing by the in- 
surer at that time that was incurred in the course’of carrying 
on an insurance business (other than a property and casualty 
insurance business) in Canada, except to the extent those 
amounts are already included under subparagraph (i), (i.1) or 
(iil), or 

(vi) the amount that is the greater of 

(A) the amount, if any, by which the aggregate of 


(I) the insurer’s surplus funds derived from operations 
computed as at the end of the immediately preceding 
taxation year, and 


(II) the aggregate of amounts in respect of which the 
insurer has made an election under subsection 219(4) 
or (5.2) of the Act, each of which is an’ amount in- 
cluded in the aggregate determined in respect of the 
insurer under subparagraph 219(4)(a)(i.1) of the Act at 
the end of the immediately preceding taxation year 


exceeds 


(III) the aggregate of amounts determined in respect of 
the insurer under subparagraphs 219(4)(a)(ii), (iii), (iv) 
and (v) of the Act, as at the end of the taxation year, 
and 


(B) the insurer’s attributed surplus for the year, 
exceeds the aggregate of 


(vil) the aggregate valuation. of all. non-segregated property 
referred to in paragraph 2400(1)(e) at: the end: of the: year in 
respect of all the insurer’s insurance businesses carried on in 
Canada other than property that is 


(A) money, or 


(B) a balance standing to the insurer’s credit as or on ac- 
count of amounts deposited with a corporation authorized 
to accept deposits or to carry on the. business. of offering 
to the public its services as a trustee, and 


(vili) the aggregate amount of the insurer’s deferred acquisi- 
tion expenses in respect of its property and casualty insur- 
ance business in Canada reported by the insurer in its annual 
report for the year to the relevant authority or, where the in- 
surer was throughout the year subject to the supervision of 
the relevant authority but was not required to file an annual 
report with the relevant’authority for the year, in its financial 
statements for the year; 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 2405(5) — 
Mark-to-market rule to be ignored; Reg: 2406 — Reg. 2405 does not apply as of 1999. 


“Canadian investment fund for the year’, fora taxation year in 
respect of a life insurer resident in Canada and a non-resident in- 
surer, means the amount determined under section 2412; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“Canadian investment property”’ of an insurer for a taxation year 
means an investment property (unless. the insurer is a non-resident 
insurer and it is established by the insurer that the investment pro- 
perty is not effectively connected with its Canadian insurance busi- 
nesses) that is 
(a) land or depreciable property, situated in Canada and, for that 
purpose, depreciable property of an insurer leased by a person 
resident in Canada for use inside and outside of Canada shall be 
deemed to be depreciable property situated in Canada, 


(b) a Canadian equity property, 
(c) a Canadian resource property, 


(d) a mortgage, an agreement of sale or any other form of in- 
debtedness in respect of property referred to in paragraph (a), 


(e) an amount in Canadian currency ‘standing to the ‘insurer’s 
credit as or on account of amounts deposited with a corporation 
resident ‘in Canada authorized to accept deposits or to carry on 
the business of offering to the public its services as a trustee, 
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(f) a bond, debenture or other form of indebtedness (other than a 
property described in paragraph (d) or (e)) in Canadian currency 
issued by 
(i) a person resident in Canada, a Canadian partnership or a 
partnership an interest in which is an investment property de- 
scribed in paragraph (g), 


(ii) the Government of Canada, 
(iii) the government of a province of Canada, or 


(iv) any other political subdivision of Canada or of any prov- 
ince of Canada, or 


(g) a property (to the extent it is nota property described in par- 
agraph (b)) that is 


(i) a share of a designated corporation resident in Canada, 
(ii) an interest in a partnership, or 
(iii) an interest in a trust resident in Canada, 


where: not less than 75 per cent of the aggregate value for the 
year of all property of the corporation, partnership or trust, as 
the case:may be, is in respect of property each of which is pro- 
perty described in paragraphs (a) to (f); 

Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“Canadian reserve liabilities’ of an insurer, as at the end of a tax- 
ation year, means the aggregate amount of the insurer’s liabilities 
and reserves (other than liabilities and reserves in respect of 
amounts payable out of segregated funds) in respect of its insurance 
policies in Canada, as determined for the purposes of the relevant 
authority at the end of the year or as would be determined at that 
time if the relevant authority required such a determination; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“designated corporation”, in respect of an insurer, at any time in a 
taxation year, means a corporation in respect of which the insurer or 
the insurer and persons or partnerships that do not deal at arm’s 
length with the insurer held, at any time in the year, shares that rep- 
resented 30 per cent or more of the common shares of the corpora- 
tion outstanding at that time; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“equity limit for the year”, for a taxation year, means 
(a) in respect of a life insurer resident in Canada, the greater of 


(i) that proportion of the aggregate value for the year of all 
the insurer’s equity property that 


(A) the amount, if any, by which the insurer’s mean Ca- 
nadian reserve ‘liabilities exceed the aggregate of the in- 
surer’s mean policy loans for the year and '/2 of the aggre- 
gate of outstanding premiums of the insurer in respect of 
its insurance businesses in Canada as determined for the 
purposes of the relevant authority at the end of the year 
and the immediately preceding taxation year, 
is of 

(B) the amount, if any, by which the insurer’s mean total 
reserve liabilities exceed the aggregate of the insurer’s 
mean policy loans and foreign policy loans for the year 
and '/2 of the aggregate of outstanding premiums of the 
insurer in respect of its insurance businesses as deter- 
mined for the purposes of the relevant authority at the end 
of the year and the immediately preceding taxation year, 
and 


(ii). 8 per cent of the insurer’s Canadian investment fund for 
the year, 


(b) in respect of a non-resident insurer (other than a life insurer), 
"4 of the aggregate of 


(i) the amount, if any, by which the insurer’s mean Canadian 
reserve liabilities exceed 1/2 of the aggregate of the amounts 
of the insurer’s deferred acquisition expenses and premiums 
receivable at the end of the year and the immediately preced- 
ing year to the extent that those amounts were included in the 
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insurer's Canadian reserve liabilities for those years in re- 
spect of the insurer’s business in Canada as determined for 
the purposes of the relevant authority, and 


(ii) the insurer’s property and casualty surplus for the year, 
and 


(c) in respect of a non-resident life insurer, the aggregate of 
(i) the insurer’s life equity limit for the year, and 
(ii) '/s of the aggregate of 


(A) the amount, if any, by which the insurer’s mean Ca- 
nadian reserve liabilities for the year exceed '/2 of the ag- 
gregate of the amounts of the insurer’s deferred acquisi- 
tion expenses and premiums receivable at the end of the 
year and the immediately preceding year in respect of the 
insurer’s business in Canada as determined for the pur- 
poses of the relevant authority to the extent that those 
amounts were included in the insurer’s Canadian reserve 
liabilities for those years (determined on the assumption 
that the only insurance business carried on in Canada by 
the insurer was a property and casualty insurance busi- 
ness), and 


(B) the insurer’s property and casualty surplus for the 
year; 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“equity property” means 


(a) a share of the capital stock of, or an income bond, income 
debenture, small business development bond or small business 
bond issued by, a person (other than a designated corporation) or 
partnership, as the case may be, or 


(b) that proportion of shares of the capital stock of a designated 
corporation or an interest in a partnership or trust that 


(1) the aggregate value for the year of equity property owned 
by the designated corporation or the partnership or trust, as 
the case may be, 


is of 
(ii) the aggregate value for the year of all property owned by 


the designated corporation or the partnership or trust, as the 
case may be; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“foreign policy loan” means an amount advanced at a particular 
time by an insurer to a policyholder in accordance with the terms 
and conditions of a life insurance policy, other than a life insurance 
policy in Canada; 

Related Provisions: Reg. 2406 — Reg: 2405 does not apply as of 1999. 


“gross Canadian life investment income” of a life insurer for a 
taxation year means the amount, if any, by which the aggregate of 


(a) the insurer’s gross investment revenue for the year, to the 
extent that the revenue is from Canadian business property of 
the insurer for the year in respect of the insurer’s life insurance 
business, 


(b) the amount included in computing the insurer’s income for 
the year under paragraph 138(9)(b) of the Act, 


(c) [Repealed] 


(d) the portion of the amount deducted under paragraph 20(1)(1) 
of the Act in computing the insurer’s income for the preceding 
taxation year that was in respect of Canadian business property 
of the insurer for that year in respect of the insurer’s life insur- 
ance business, 


(d.1) the total of all amounts each of which is an amount in- 
cluded under section 142.4 of the Act in the insurer’s income for 
the year in respect of a property disposed of by the insurer that 
was, in the taxation year of disposition, a Canadian business pro- 
perty of the insurer for that year in respect of the insurer’s life 
insurance business, 
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(e) the total of all amounts each of which is the insurer’s gain for 
the year from the disposition of a Canadian business property of 
the insurer for the year in respect of the insurer’s life insurance 
business, other than a capital property or a property in respect of 
which section 142.4 of the Act applies, and 


(f) the total of all amounts each of which is the insurer’s taxable 
capital gain for the year from the disposition of a Canadian busi- 
ness property of the insurer for the year in respect of the in- 
surer’s life insurance business, 


(g) [Repealed] 
exceeds the aggregate of 
(h) [Repealed] 


(1) the portion of the amount deducted under paragraph 20(1)(1) 
of the Act in computing the insurer’s income for the year that is 
in respect of debt obligations that are Canadian business pro- 
perty of the insurer for the year in respect of the insurer’s life 
insurance business, 


(i.1) the total of all amounts each of which is an amount deducti- 
ble under section 142.4 of the Act in computing the insurer’s 
income for the year in respect of a property disposed of by the 
insurer that was, in the taxation year of disposition, a Canadian 
business property of the insurer for that year in respect of the 
insurer’s life insurance business, 


(j) the total of all amounts each of which is the insurer’s loss for 
the year from the disposition of a Canadian business property of 
the insurer for the year in respect of the insurer’s life insurance 
business, other than a capital property or a property in respect of 
which section 142.4 of the Act applies, and 


(k) the total of all amounts each of which is the insurer’s allowa- 
ble capital loss for the year from the disposition of a Canadian 
business property of the insurer for the year in respect of the 
insurer’s life insurance business; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 

“insurance policy in Canada”’, in respect of an insurer, means, in 

the case of 
(a) a life insurance policy, a life insurance policy in Canada, 


(b) a fire insurance policy, a policy issued or effected upon pro- 
perty situated in Canada, and 


(c) any other class of insurance policy, a policy where the risks 
covered by the policy were ordinarily within Canada at the time 
the policy was issued or effected; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 
“investment property” of an insurer for a taxation year means 
non-segregated property that is ; 


(a) property acquired by the insurer for the purpose of earning 
gross investment revenue, other than property that is 


(i) property, a portion of which is investment property pursu- 
ant to paragraph (b) or (c), 


(11) a share of a designated corporation, 

(iii) a debt owing to the insurer by a designated corporation, 
(iv) an interest in a partnership, or 

(v) an interest in a trust, 


(b) the portion, if any, of property of the insurer (other than pro- 
perty a portion of which is investment property pursuant to para- 
graph (c)) that is 

(i) land, 

(ii) depreciable property, or 

(iii) property that would have been depreciable property if it 

had been situated in Canada and used in the year in, or held 


in the year in the course of, carrying on an insurance business 
in Canada, 
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that 


(iv) the use made of the property in the year for the purpose 
of earning gross investment revenue therefrom 


is of 
(v) the whole use made of the property in the year, 


(c) the portion, if any, of property of the insurer that is not used 
in the year for the purpose of earning gross investment revenue 
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ried on no other than life insurance business other than an acci- 
dent and sickness insurance business, using the amount, in re- 
spect of the most recent taxation year for which such an election 
was made, determined under subparagraph (a)(i) of the defini- 
tion, in this subsection, “equity limit for the year’, 


(c) in any other case, 8 per cent of the amount of the insurer’s 
Canadian investment fund for the year; 


Pets Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 
(i) land “life surplus factor’ of a non-resident life insurer for a taxation 


year means 


(ii) depreciable property, or 
(iii) property that would be depreciable property. if it had 
been situated in Canada and used in the year in, or held in the 


year in the course of, carrying on an insurance business in 
Canada, 


to the extent that the property is held for resale or development 
or is expected to be used in a subsequent taxation year for the 
purpose of earning gross investment revenue, or 


(d) property of the insurer that is 


(i) a share of, or a debt owing to the insurer by a designated 
corporation other than a corporation that carries on a busi- 
ness of insurance, banking or offering its services to the pub- 
lic as a trustee or whose principal business is the making of 
loans, 


(ii) an interest in a partnership, or 
(iii) an interest in a trust, 


(iv) the aggregate value for the year of all investment pro- 
perty of the corporation, partnership or trust, as the case may 
be, is not less than 75. per cent of the aggregate value for the 
year of all its property, and 


(v) the gross investment revenue for the year from the invest- 
ment property referred to in subparagraph (iv) (other, than 
gross investment revenue from persons with whom the cor- 
poration, partnership or trust, as the case may be, did not deal 
at arm’s length) is not less than 90 per cent of the gross reve- 
nue for the year of the corporation, partnership or trust, as the 
case may be, 


assuming for the purposes of subparagraphs (iv) and (v) that the 
definition “gross investment revenue” in paragraph 138(12)(e) 
[138(12)“gross investment revenue] of the Act and this defini- 
tion apply to a corporation, partnership or trust, referred to in 
those. subparagraphs, as though the corporation, partnership or 
trust, as the case may be, were an insurer; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“life equity limit” of a non-resident life insurer for a taxation year 
means 


(a) where the insurer makes an election in respect of its life sur- 
plus factor for the year in the manner described in subsection 
2401(1), the amount that would have been the insurer’s equity 
limit for the year if the insurer had been a life insurer resident in 
Canada registered under the Canadian and British Insurance 
Companies Act to carry on an insurance business in Canada and 
it had carried on no other than life insurance business other than 
an accident and sickness insurance business, 


(b) where the insurer does not make an election referred to in 
paragraph (a) in respect of the year, but 
(i) has made such an election in respect of one of the four 
immediately preceding taxation years, and 
(ii) the insurer’s life, surplus factor for the year is not deter- 
mined. pursuant to paragraph (c) of the definition “life. sur- 
plus factor’, in this subsection, 
the amount that would have been the insurer’s equity limit for 
the year if the insurer had been/a life insurer resident in Canada 
registered under the Canadian and British Insurance Companies 
Act to carry on an insurance business in Canada and it had car- 


1885 


(a) subject to subsection 2401(2), where the insurer elects in re- 
spect of the year in the manner described in subsection 2401(1), 
the proportion (expressed as a percentage) that 
(i) the amount, if any, by which 
(A) the amount that would have been the insurer’s Cana- 
dian investment fund for the year if the insurer had been a 
life insurer resident in Canada registered under the Cana- 
dian and British Insurance Companies Act to carry on an 
insurance business in Canada and it had carried on no 
other than life insurance business other than an accident 
and sickness insurance business 


exceeds 
(B) the amount, if any, by which '/ of the aggregate. of 


(1) the aggregate of the amounts described in subpara- 
graphs (b)(i), (i-1), (ii), Gi) and (v) of the definition 
“Canadian investment fund” in this subsection in re- 
spect of a non-resident insurer, as at the end of the 
year, and 


(II) the aggregate of those amounts as at the end of the 
immediately preceding taxation year, 


exceeds the aggregate value for the year of all the in- 
surer’s non-segregated property referred to in paragraph 
2400(1)(e) in respect of all the insurer’s insurance busi- 
nesses (other than its property and casualty insurance bus- 
iness) carried on in Canada, other than property that is 


(iI) money, or 


(IV) a balance standing to the insurer’s credit as or on 
account of amounts deposited with a corporation au- 
thorized to accept deposits or to carry on the business 
of offering to the public its services as a trustee 


is of 
(ii) the amount determined under clause (i)(B), 


(b) where the insurer does not make an election referred to in 
paragraph (a) in respect of the year, but 
(i) has made such an election in respect of one of the four 
immediately preceding taxation years, and 


(ii) has not, since making the most recent election referred to 
in subparagraph (i), selected pursuant to this paragraph the 
percentage referred to in paragraph (c) as its life surplus fac- 
tor for a year prior to the taxation year, 


the percentage, as, shall be selected by the insurer, that is the 
percentage 


(iii) determined under paragraph (a) in respect of the most 
recent taxation year for which the insurer made an election, 
or 


(iv) referred to in paragraph (c), and 
(c) in any other case, 10 per cent; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply. as of 1999. 


“mean amount on deposit” with an insurer for a taxation year in 
respect of life insurance policies means '/2 of the aggregate of 


(a) all amounts on deposit with the insurer as at the end of the 
year in respect of those policies, and 


(b) all amounts on deposit with the insurer as at the end of the 
immediately preceding taxation year in respect of those policies; 
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Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“mean Canadian reserve liabilities” of an insurer for a taxation 
year means '/2 of the aggregate of 
(a) the insurer’s Canadian reserve liabilities as at the end of the 
year, and 
(b) the insurer’s Canadian reserve liabilities as at the end of the 
immediately preceding taxation year; 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“mean maximum tax actuarial reserve’, in respect of a particular 
class of life insurance policies of an insurer for a taxation year, 
means '/2 of the aggregate of 
(a) the insurer’s maximum tax actuarial reserve for that class of 
policies for the year, and 
(b) the insurer’s maximum tax actuarial reserve for that class of 
policies for the immediately preceding taxation year; 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“mean policy loans”, of an insurer for a taxation year, means '/2 of 
the aggregate of 
(a) the insurer’s policy loans as at the end of the year, and 
(b) the insurer’s policy loans as at the end of the immediately 
preceding taxation year; 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


‘mean policy loans and foreign policy loans’’, of an insurer for a 
taxation year, means '/2 of the aggregate of 


(a) the insurer’s policy loans and foreign policy loans as at the 
end of the year, and 
(b) the insurer’s policy loans and foreign policy loans as at the 
end of the immediately preceding taxation year; 
Related Provisions: Reg. 2406 — Reg. 2405. does not apply as of 1999. 
“mean total reserve liabilities” of an insurer for a taxation year 
means '/2 of the aggregate of 


(a) the insurer’s total reserve liabilities as at the end of the year, 
and 


(b) the insurer’s total reserve liabilities as at the end of the im- 
mediately preceding taxation year; 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“property and casualty surplus” of an insurer for a taxation year 
means the aggregate of 
(a) 15 per cent of '/2 of the aggregate of 


(i) the insurer’s unearned premium reserve as at the end of 
the year, and 
(ii) the insurer’s unearned premium reserve as at the end of 
the immediately preceding taxation year, 
as reported to the relevant authority in respect of its property and 
casualty insurance business, 
(b) 15 per cent of '/ of the aggregate of © 
(i) the insurer’s provision for unpaid claims and adjustment 
expenses as at the end of the year, and 


(ii) the insurer’s provision for unpaid claims and adjustment 
expenses as at the end of the immediately preceding taxation 
year, 


as reported to the relevant authority in respect of its property and 
casualty insurance business, and 
(c) '» of the aggregate of 
(i) the insurer’s investment valuation reserve as at the end of 
the year, and 
(ii) the insurer’s investment valuation reserve as at the end of 
the immediately preceding taxation year, 


as reported to the relevant authority in respect of its property and 
casualty insurance business; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 
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“property of the insurer in the course of development” — 
[Revoked] 


“relevant authority” means 


(a) the Superintendent of Financial Institutions, if the insurer is 
required by law to report to the Superintendent of Financial In- 
stitutions, or 


(b) in any other case, the Superintendent of Insurance or other 
similar officer or authority of the province under whose laws the 
insurer is incorporated; 


Related Provisions: Reg. 2406 — Reg: 2405 does not apply as of 1999. 


“total reserve liabilities’? of an insurer, as at the end of a taxation 
year, means the aggregate amount of the insurer’s liabilities and 
reserves (other than liabilities and reserves in respect of amounts 
payable out of segregated funds) in respect of all its insurance poli- 
cies, as determined for the purposes of the relevant authority at the 
end of the year; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“valuation”, in respect of a property of an insurer, designated cor- 
poration, partnership or trust (in this definition referred to as an 
“owner’’) at a particular time, means, in the case of 


(a) land, the cost thereof to. the owner, 


(b) depreciable property of a prescribed class (other than a pro- 
perty referred to in paragraph (f)), the proportion of the owner’s 
undepreciated capital cost at that time of property of the class 
that 


(i) the owner’s capital cost of the property 
is of 
(ii) the owner’s capital cost of all property of the class, 


(c) property that would have been depreciable property of a pre- 
scribed class if it had been situated in Canada and used in the 
year in, or held in the year in the course of, carrying on an insur- 
ance business in Canada, the amount, if any, by which 


(i) the owner’s capital cost of the property 
exceeds 


(ii) the amount that would have been the total depreciation 
allowed to the owner before the particular time in respect of 
the property if it had been the owner’s only depreciable pro- 
perty of the class and the owner had claimed the maximum 
amount allowable under paragraph 20(1)(a) of the Act in re- 
spect of property of that class for each year in which the 
owner owned the property, 


(d) a share of a corporation (other than a designated corpora- 
tion), the cost thereof to the owner, 


(e) a bond, debenture, mortgage, hypothec or agreement of sale 
(other than a property referred to in paragraph (f)), the book 
value thereof in the accounts of the owner as determined for the 
purposes. of the relevant authority or that would have been so 
determined if the owner had been a life insurer resident in Can- 
ada and registered under the Canadian and British Insurance. 
Companies Act to carry on an insurance business in Canada, 


(e.1) a balance standing to the owner’s credit as or on account of 
amounts deposited with a corporation authorized to accept de- 
posits or to carry on the business of offering to the public its 
services as a trustee, the amount thereof, 


(f) a property acquired and disposed of in a taxation year, the 
cost thereof to the owner, and 


(g) a property (other than a property referred to in any of 
paragraphs (a) to (f)), the maximum value of the property as de- 
termined for the purposes of the relevant authority or that would 
have been so determined if the owner had been a life insurer 
resident in Canada and registered under the Canadian and Brit- 
ish Insurance Companies Act to carry on an insurance business 
in Canada, 
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minus 


(h) in respect of a particular property referred to in any of 
paragraphs (a) to (g), the amount of any debt that was incurred 
or assumed by the owner to acquire that particular property and 
that was owing by the owner at that time; 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


“value for the year’, in respect of a property of an.insurer, desig- 
nated corporation, partnership or trust (in this definition referred to 
as an “owner’”) for a taxation year, means, ini the case of 


(a) a property that is a mortgage, a hypothec, an agreement of 
sale or an investment property that isa balance standing to the 
insurer's credit as or on account of amounts deposited with a 
corporation authorized to accept deposits or to carry on the busi- 
ness of offering to the public its services as a trustee, the 
amount, if any, by which 


(i) the amount obtained when the gross investment revenue 
for the year from the property is divided by the average rate 
of interest earned by the owner (expressed 'as'an annual rate) 
on the amortized cost of the property during the’year if that 
rate of interest were expressed .as'a fraction 


exceeds 


(ii). the amount obtained when the interest paid or payable for 
the year on a debt incurred for the, purposes of acquiring the 
property is divided by the average rate of interest paid or 
payable by the owner (expressed as an annual rate) on the 
debt for the year if that rate of interest were expressed as a 
fraction, 


(b) a property (other than a property referred to in paragraph (a)) 
that was not owned by the owner throughout the year, the pro- 
portion ‘of 
(i) the valuation of the property as at the end of the immedi- 
ately preceding taxation year, where the property was owned 
by the owner at that time, and 


(ii) the valuation of the property, where it was acquired by 
the owner during the year, 


that 


(i1i) the number of days that the property may reasonably be 
considered to have been owned by the owner during the taxa- 
tion year 
is of 
(iv) the number of days in the taxation year, and 
(c) a property (other than a property referred to in paragraph (a) 
or (b)), ‘2 of the aggregate of 
(1) the valuation of the property as at the end of the year, and 


(ii) the valuation of the property as at the end of the immedi- 
ately preceding taxation year. 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


Related Provisions [Reg. 2405(3)]: Reg. 2405(5) — Mark-to-market rule to be 
ignored. 


History: The definition “Canadian business property” in’ subsec. 2405(3) added by 


P.C. 2009-1212, subsec. 3(10), July 30, 2009, Canada Gazette, Part Il, August 19, | 


2009, applicable to taxation years that end after February 22, 1994 and before 1999. 


Paras. (a), (d), (e), (f), (i), G)-and (k) of the, definition “gross Canadian. life investment 
income” in subsec. 2405(3) amended, paras. (d.1) and (i.1) added, and paras. (c), (g) 
and (h) repealed by the said P.C. 2009-1212, subsecs. 3(1) to (9), applicable as follows: 


para. (a) of the definition applicable to taxation years that end after June 1, 1995 
and before 1999; 


paras. (c), (d), (g) and (h) applicable to taxation years that begin after February 22, 
1994 and end before 1999; 


para: (i) applicable to taxation years that end after February 22, 1994 and before 
1999; 


paras. (d:1) and (e) applicable to dispositions of property that occur after February 
22, 1994 in taxation years that end before 1999 except that in its application to 
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property disposed of in a taxation year that ends before June 2, 1995, para. (e) is to 
be read as follows: 


(e) the amount ‘included in computing the insurer’s gains for the year from 
the disposition of property (other than capital property or property in respect 
of which section 142.4 of the Act applies), and 


para. (f) applicable to taxation years that end after October 30, 1994 and before 
1999 except that in its application to property disposed of in a taxation year that 
ends before June 2, 1995, para. (f) is to be read as follows: 


(f) the amount included in computing the insurer’s taxable capital gains for 
“the year from the disposition of property (other than an amount included 
because of subsection 142.5(7)) of: the Act), ' 


paras. (i.1) and (j) applicable to dispositions of property that occur after February 
22, 1994 in taxation years that end before 1999 except that in its application to 
property disposed of in a taxation year that ends before June 2, 1995, para. (j) is to 
be read as follows: 


(j) the amount included in computing the insurer’s losses for the year from 
the disposition of property (other than capital property or property in respect 
of which section 142.4 of the Act applies), and 


para. (k) applicable to taxation years that end after October 30, 1994 and before 
1999, except that in its application to property disposed of in a taxation year that 
ends before June 2,'1995, para. (k) is to be read as follows: 


(k) the amount included in computing the insurer’s allowable capital losses 
for the year from the disposition of property (other than an amount included 
because of subsection 142.5(6)) of the Act); 


Para. (d) of the definition “Canadian investment property” in subsec. 2405(3) amended 
by P.C. 1994-1817, para. 62(e), November 1, 1994, Canada Gazette, Part Il, November 
30, 1994. 


Para. (g) of “gross Canadian life investment income’ amended by P:C. 1992-2335, Sch. 
II, s. 5, November 19, 1992, Canada Gazette, Part II, December 16, 1992, applicable to 
taxation years beginning after June 17, 1987 and ending after 1987. 


“Canadian equity property”, “Canadian investment fund”, “Canadian investment ‘fund 
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for the year’, “Canadian reserve liabilities”, “designated corporation’, “equity limit for 
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the year’, “equity property”, “gross Canadian life investment income”, “investment 
property”, “life equity limit”, “life surplus factor’, “relevant authority”; “valuation”, 
“value for the year” amended; “Canadian investment property”, “foreign policy loan”, 
“mean policy loans”, “mean policy loans and foreign policy loans’ added;, and “pro- 
perty of the insurer in the course of development” revoked, by P.C. 1990-2002, s. 8, 
September 20, 1990, Canada Gazette, Part II, October 10, 1990, applicable in respect 


of taxation years beginning after June 17, 1987 and ending after 1987, except that 


(a) the amendments to “Canadian reserve liabilities” and to subparas. (b)(iii), (iv) 
and (viii) of “Canadian investment fund” are applicable in respect of 1987 et seq. 


“Canadian investment fund” in respect of a life insurer resident in Canada and “Cana- 
dian investment fund” in respect of a non-resident insurer substituted by, P.C..1981- 
2121, s. 2, July 29, 1981, Canada Gazette, Part II, August 12, 1981, effective Decem- 
ber 12, 1979.” 

That portion of “life equity limit” preceding para. (c) and following subpara. (b)(ii) 
substituted by P.C. 1980-2081, s. 6, July 31, 1980, Canada Gazette, Part II, August 13, 
1980, effective in respect of 1978 et seq. 

“Equity limit for the year”, subpara. (a)(ii) corrected by Canada Gazette, Part Il, July 
23, 1980, errata. 


“Equity limit for the year” substituted, “mean total reserve liabilities” added by P.C. 
1980-1484, s. 4, June 5, 1980, Canada Gazette, Part II, June 25;' 1980, effective for 
1978 et seq. 


“Gross. Canadian life investment income”, preceding para. (a) and “investment pro- 
perty”, para. (d) and “valuation” corrected by Canada Gazette, Part II, October 24, 
1979, errata. 


(4) For the purposes of the definition in subsection (3), “Canadian 
investment fund” in respect of a life insurer resident in Canada, not- 
withstanding the definitions “Canadian reserve liabilities” and “to- 
tal reserve liabilities” in that subsection, the insurer shall determine 
its liabilities and reserves in respect of its insurance policies outside 
Canada in a manner consistent with that used in determining its lia- 
bilities and reserves in respect of its insurance policies in Canada. 
Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


(5) For the purposes of subsection (3), the cost of a property shall 
be determined without regard to subsection 142.5(2) of the Act. 


Related Provisions: Reg. 2406 — Reg. 2405 does not apply as of 1999. 


History: Subsec. 2405(5) added by P.C. 2009-1212, subsec. 3(11), July 30, 2009, 
Canada Gazette, Part II, August 19, 2009, applicable to taxation years that end after 
October 30, 1994 and before 1999. 


Definitions [Reg. 2405]: “allowable capital loss” —ITA 38(b), 248(1); “amortized 
cost”, “amount” — ITA 248(1); “arm’s length” — ITA 251(1); “attributed surplus for 
the year” — Reg. 2405(3); “business” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation ‘Act 35(1); “Canada security” —ITA 138(12); “Canadian business property”, 
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“Canadian equity property” — Reg. 2400(1), 2405(3); “Canadian investment fund for 
the year” — Reg. 2405(3); “Canadian partnership” —ITA 102, 248(1); “Canadian re- 
serve liabilities’ — Reg. 2400(1), 2405(3); “Canadian resource property” —ITA 
66(15), 248(1); “capital property” — ITA 54, 248(1); “common share” — ITA 248(1); 
“corporation” — ITA 248(1), Interpretation Act 35(1); “depreciable property” — ITA 
13(21), 248(1); “designated corporation” — Reg. 2405(3); “dividend” — ITA 248(1); 
“equity limit for the year” — Reg. 2405(3); “equity property”, “foreign policy loan” — 
Reg. 2400(1), 2405(3); “gross investment revenue” —ITA 138(12), Reg. 2405(1); 
“gross revenue’ —ITA 248(1); “immediately preceding taxation year” — Reg. 
2409(1), (4); “income bond”, “income debenture”, “insurance policy”, “insurer” — 
ITA 248(1); “investment property” — Reg. 2400(1), 2405(3), 2406; “life equity 
limit” — Reg. 2405(3); “life insurance business” —ITA 248(1); “life insurance pol- 
icy”, “life insurance policy in Canada” — ITA 138(12), Reg. 2405(1); “life insurer’ — 
ITA 248(1); “life surplus factor” — Reg. 2405(3); “maximum tax actuarial reserve” — 
ITA 138(12), Reg. 2405(1); “mean Canadian reserve liabilities’, “mean policy 
loans” — Reg. 2400(1), 2405(3); “mean policy loans and foreign policy loans”, “mean 
total reserve liabilities’ — Reg. 2405(3); “non-resident” —ITA 248(1); “non-segre- 
gated property” —ITA 138(12), Reg. 2405(1); “officer” —ITA 248(1); “other than 
life insurance business” — Reg. 2400(2); “outstanding premiums” — Reg. 2400(1); 
“owner” — Reg. 2405(3); “participating life insurance policy” —ITA 138(12), Reg. 
2405(1); “person” —ITA 248(1); “policy loan” —ITA 138(12), Reg. 2405(1); “pre- 
scribed”, “property” — ITA 248(1); “property and casualty surplus” — Reg. 2400(1), 
2405(3); “province” — Interpretation Act 35(1); “relevant authority” — Reg. 2405(3); 
“resident in Canada” — ITA 250; “segregated fund” —ITA 138.1(1), Reg. 2400(1), 
2405(1); “segregated fund policy” — ITA 138.1(1)(a); “share” — ITA 248(1); “small 
business bond” —ITA 15.2(3), 248(1); “small business development bond” — ITA 
15.1(3), 248(1); “surplus funds derived from operations’ —ITA 138(12), Reg. 
2405(1); “taxable capital gain” — ITA 38(a), 248(1); “taxation year’ — ITA 249; “to- 
tal depreciation” —ITA 13(21), Reg. 2405(1); “total reserve liabilities” — Reg. 
2405(3); “trust” —ITA 104(1), 248(1), (3); “undepreciated capital cost” — ITA 
13(21), 248(1); “valuation” — Reg. 2405(3); “value” — Reg. 2400(1); “value for the 
year” — Reg. 2405(3). 


2406. [Application of Reg. 2404, 2405] — Sections 2404 and 
2405 do not apply to the 1999 and subsequent taxation years. 
History: S. 2406 substituted by P.C. 2000-1714, November 30, 2000, Canada Gazette, 
Part I], December 20, 2000, s. 4, applicable to 1999 et seq. 


Definitions [Reg. 2406]: “taxation year’ —ITA 249. 


2407. 1977 excess policy dividend deduction — For the pur- 
poses of paragraph 138(3.1)(b) of the Act, a life insurer’s 1977 ex- 
cess policy dividend is hereby prescribed to be the amount that is 
the lesser of 


(a) the amount, if any, by which 
(i) the amount determined under clause 138(3)(a)(ili)(A) of 


the Act for the insurer’s 1977 taxation year (determined 
without reference to paragraph 138(3.1)(b) of the Act), 


exceeds 


(ii) the amount determined under clause 138(3)(a)(ii)(B) of 
the Act for the insurer’s 1977 taxation year; and 


(b) the amount, if any, by which 


(i) the insurer’s maximum tax actuarial reserve for its partici- 
pating life insurance policies in Canada for its 1977 taxation 
year, 


exceeds the aggregate of 


(ii) the amount that would have been the insurer’s maximum 
tax actuarial reserve for its participating life insurance poli- 
cies in Canada for its 1977 taxation year if that reserve had 
been determined on the basis of the rules applicable to its 
1978 taxation year, 


(111) the aggregate of all amounts payable to the insurer in 
respect of policy loans outstanding at the end of its 1977 tax- 
ation year in respect of participating life insurance policies in 
Canada, and 


(iv) the amount, if any, by which 


(A) the insurer’s maximum tax actuarial reserve for its 
participating life insurance policies in Canada for its 1968 
taxation year, 


exceeds the aggregate of 


(B) the amount that would have been the insurer’s maxi- 
mum tax actuarial reserve for its participating life insur- 
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ance policies in Canada for its 1968 taxation year if that 
reserve had been determined on the basis of the rules ap- 
plicable to its 1978 taxation year, and 


(C) the aggregate of all amounts payable to the insurer in 
respect of policy loans outstanding at the end of its 1968 
taxation year in respect of participating life insurance pol- 
icies in Canada. 

Definitions [Reg. 2407]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 


tation Act 35(1); “dividend”, “insurer”, “life insurer” —ITA 248(1); “maximum tax 


actuarial reserve’, “participating life insurance policy”, “policy loan” —ITA 138(12); 


“prescribed” — ITA 248(1); “taxation year” — ITA 249. 


2408. 1977 carryforward deduction — For the purposes of sub- 
paragraph 138(4.2)(a)(iv) of the Act, a life insurer’s 1977 carryfor- 
ward deduction is hereby prescribed to be the amount, if any, by 
which 

(a) the aggregate of 


(i) the aggregate of amounts, each of which is an amount de- 
termined under paragraph 13(23)(b) of the Act in respect of 
property of a prescribed class of the insurer, 


(ii) the aggregate of amounts each of which is a non-capital 
loss of the insurer for a taxation year ending after 1972 and 
before 1978 that would have been deductible by the insurer 
in computing its taxable income for a taxation year ending 
after 1977 if the Act were read without reference to subsec- 
tion 111(7.2) thereof, 


(iii) the amount prescribed by section 2407 to be the insurer’s 
1977 excess policy dividend deduction, 


(iv) the amount determined under _ subparagraph 
138(4.2)(b)(ii) of the Act in respect of the insurer, 
(v) the amount determined under subparagraph 


138(4.2)(c)(ii) of the Act in respect of the insurer, 
(vi) the amount, if any, by which 


(A) the aggregate of the insurer’s maximum tax actuarial 
reserves for its 1977 taxation year, 


exceeds 


(B) the aggregate of the amounts deducted by the insurer 
for its 1977 taxation year under subparagraph 138(3)(a)(@) 
of the Act, and 


(vii) the amount, if any, by which 


(A) the maximum amount deductible by the insurer for its 
1977 taxation year under subparagraph 138(3)(a)(ii) of 
the Act, 


exceeds 


(B) the amount deducted by the insurer for its 1977 taxa- - 
tion year under subparagraph 138(3)(a)(ii) of the Act, 


exceeds 
(b) the amount, if any, by which the aggregate of 
(i) the lesser of 
(A) the insurer’s accumulated 1968 deficit, and 
(B) the amount, if any, determined under subparagraph 


(vi), 
(ii) the aggregate of the insurer's maximum tax actuarial 
reserves for its 1977 taxation year, other than reserves or any 
portions thereof in respect of segregated fund policies, and 


(iii) the maximum amount deductible by the insurer for its 
1977 taxation year under subparagraph 138(3)(a)(ii) of the 
Act, 


exceeds the aggregate of 


(iv) the aggregate of the amounts that would have been the 
insurer’s maximum tax actuarial reserves for its 1977 taxa- 
tion year if those reserves had been determined on the basis 
of the rules applicable to its 1978 taxation year, 
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(v) the aggregate of all amounts payable to the insurer in re- 
spect of policy loans outstanding at the end of its 1977 taxa- 
tion year, and 

(vi) the amount, if any, by which 


(A) the aggregate of the insurer’s maximum tax actuarial 
reserves for its 1968 taxation year, other than reserves or 
any portions thereof” in respect of segregated fund 
policies, 


exceeds the aggregate of 


(B) the aggregate of the amounts that would have been 
the insurer’s maximum tax actuarial reserves for its 1968 
taxation year if those reserves had been determined on the 
basis of the rules applicable to its 1978 taxation year, and 


(C) the aggregate of all amounts payable to the insurer in 
respect of policy loans outstanding at the end of its,1968 
taxation year. 

History: All that portion of s. 2408 preceding para. (a) substituted by P.C. 1980-540, 


February 20, 1980, Canada Gazette, Part I], March 12, 1980, effective in respect of 
1978 et seq. 


Definitions [Reg. 2408]: “accumulated 1968 deficit’ — ITA 138(12)? “amount”, 
“dividend”, “insurer, “‘life insurer’? —ITA 248(1); “maximum. tax. actuarial re- 
serve” —ITA 138(12); “non-capital loss’ —ITA 111(8), 248(1); “policy loan” — 
ITA 138(12); “prescribed”, “property” — ITA 248(1); “segregated fund policies” — 
ITA 138.1(1), Reg. 2400(1); “taxable income” — ITA 248(1); “taxation year” —ITA 
249. 


2409. Transitional — (1) For the purposes of this Part, except as 
expressly otherwise provided therein, where the expression ,“‘imme- 
diately preceding taxation year” refers to an insurer’s.1977 taxation 
year, this Part shall be read as though the definitions therein applied 
to the insurer’s 1977 taxation year. 


(2) For the purposes of applying the provisions of paragraph 
2400(1)(c) in respect of the 1978 taxation year of an insurer that 
was subject to the provisions of subsection 138(9) of the Act in re- 
spect of its 1977 taxation year, the following rules apply: 


(a) this Part shall be read as though the definitions therein ap- 
plied to the insurer’s 1977 taxation year; 


(b) such portion of the insurer’s Canadian equity property 
owned by it at the end of its 1977 taxation year as is designated 
by the insurer in respect of a particular insurance business, in its 
return of income required by subsection 150(1) of the Act to be 
filed for the 1978 taxation year, shall be deemed to be invest- 
ment property of the prior year in respect of the particular insur- 
ance business, but the aggregate valuation as at the end of the 
insurer’s 1977 taxation year of the Canadian equity property so 
designated in respect of all its insurance businesses carried on in 
Canada shall not exceed 


(i) in the case of a life insurer resident in Canada, or a non- 
resident life insurer that has made the election referred to in 
subsection 2401(1) in respect of its 1978 taxation year, that 
proportion of 

(A) the insurer’s Canadian investment fund as at the end 


of its 1977 taxation year (determined on the basis of the 
rules applicable to its 1978 taxation year), 


that 

(B) the aggregate valuation of the insurer’s equity pro- 

perty as at the end of the insurer’s 1977 taxation year 
is of 

(C) the aggregate valuation of the insurer’s investment 

property as at the end of the insurer’s 1977 taxation year, 
(ii) in the case of a non-resident life insurer, other than an 
insurer referred to in subparagraph (i), eight per cent of its 
Canadian investment fund as at the end of its 1977 taxation 
year (determined on the basis of the rules applicable to its 
1978 taxation year), and 


(iii) in any other case, 25 per cent of the insurer’s Canadian 
investment fund as at the end of its 1977 taxation year (deter- 
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mined on the basis of _ rules applicable to its 1978 taxation 
year); 


(c) where the insurer made an election under subsection 138(9) 
‘of the Act in respect of its 1977 taxation year, investment pro- 
perty (other than a Canadian equity property) owned by the in- 
surer at the end of its 1977 taxation year that was designated in 
respect of a particular insurance business by the insurer in its 
return of income for the 1977 taxation year pursuant to para- 
graph 138(12)(1) of the Act as it read in its application to that 
year shall be deemed to be insurance property of the particular 
insurance business in the 1977 taxation year; 


(d) where the insurer did, not make the election referred to in 
paragraph (c) and carried on only one insurance business in Can- 
ada in its 1977 taxation year, investment property (other than.a 
Canadian equity property) owned by the insurer at the end of its 
1977 taxation year that is a specified Canadian asset of the in- 
surer within the meaning of subsection 2405(1) as it read'in its 
application to the 1977 taxation year shall be deemed to be in- 
surance property of that insurance business i in the 1977 taxation 
year; and 


 (e) where the insurer did not make the election referred to in 
paragraph (c) and carried on an other than life insurance busi- 
ness in Canada and.a life. insurance business in Canada in its 
1977 taxation year, investment property (other than a Canadian 
equity property) owned by the insurer at the end of its 1977 tax- 
ation year each of which is a specified Canadian asset of the 
insurer, within the meaning of subsection 2405(1) as it read in 
its application to the 1977 taxation year, in respect of which the 
aggregate value for the year in respect of the insurer’s 1978 tax- 
ation year is equal to the amount, if any, by which 


(1). the insurer’s mean Canadian reserve liabilities for its 1978 
taxation year in respect of its other than life insurance 
business 


exceeds 


(i1) the aggregate value for the year in respect of the insurer’s 
1978 taxation year of its insurance property of its other than 
life insurance business as determined for the purposes of 
clause 2400(1)(c)Gi)(C), 


shall be deemed to be insurance property of the other than life 
insurance business in the 1977 taxation year and any other such 
investment property that is a specified Canadian asset of the in- 
surer shall be deemed to be insurance property of the life insur- 
ance business in the 1977 taxation year. 


History: Paras. 2409(2)(c) substituted, (d), (e) added, by P.C. 1980-1484, s. 5, June 5, 
1980, Canada Gazette, Part II, June 25, 1980, effective for 1978. 


(3) For the purposes of applying the provisions of section 2402 in 
respect of the 1978 taxation year of a life insurer, the following 
rules apply: 


(a) for the purposes. of subparagraphs 2402(a)(i) and: (b)(ii), the 
insurer’s maximum tax. actuarial reserve. for its 1977. taxation 
year in respect of participating life insurance policies in Canada 
shall be deemed to be the amount referred to in subparagraph 
2407(b)(1i); 


(b) for the purposes of clause 2402(a)(ii)(A), the insurer’s maxi- 
mum tax actuarial reserve for its 1977 taxation year in respect of 
a class of life insurance policies in Canada shall be deemed to 
have been determined on the basis of the rules applicable to its 
1978 taxation year; and 


(c) for the purposes of subparagraph 2402(b)(i), the amount de- 
ducted by the insurer under subparagraph 138(3)(a)(iv) of the 
Act in computing its income for the 1977 taxation year shall be 
deemed to be the amount that 1s the aggregate determined under 
paragraph 138(4.2)(b) of the Act in respect of the insurer. 


(4) Except as expressly otherwise provided in this Part, where the 
expression “immediately preceding taxation year” occurs in a provi- 
sion of this Part (other than section 2402) and refers. to the insurer’s 
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1987 taxation year, the provision shall be read as though the defini- 
tions in this Part applied to the insurer’s 1987 taxation year. 


History: Subsec. 2409(4) added by P.C. 1990-2002, s. 9, September 20, 1990, Canada 
Gazette, Part II, October 10, 1990, applicable in respect of taxation years beginning 
after June 17, 1987 and ending after 1987. 


Definitions [Reg. 2409]: “amount”, “business” —ITA 248(1); “Canada” —ITA 
255, Interpretation Act 35(1); “Canadian equity property” — Reg. 2400(1), 2405(3); 
“Canadian investment fund” — Reg. 2400(1), 2405(3), (4); “Canadian reserye liabili- 
ties”, “equity property” —Reg. 2400(1), 2405(3); “insurance property” — Reg. 
2400(1), 2406; “insurer” —ITA 248(1); “investment property” — Reg. 2400(1), 
2405(3), 2406; “life insurance business” — ITA 248(1); “life insurance policy” — ITA 
138(12), Reg. 2405(1); “life insurer’ —ITA 248(1); “maximum tax actuarial re- 
serve” —ITA 138(12), Reg. 2405(1); “mean Canadian reserve liabilities” — Reg. 
2400(1), 2405(3); “non-resident” —ITA 248(1); “other than life insurance busi- 
ness” — Reg. 2400(2); “participating life insurance policy’ —ITA 138(12), Reg. 
2405(1); “particular insurance business” — Reg. 2400(1); “property” — ITA 248(1); 
“resident in Canada” —ITA 250; “segregated fund” —ITA 138.1(1); “segregated 
fund policy” —ITA 138.1(1)(a); “taxation year” —ITA 249; “valuation”, “value for 
the year” — Reg. 2405(3). 


2410. Prescribed amount — For the purpose of subsection 
138(4.4) of the Act, the amount prescribed in respect of an insurer’s 
cost or capital cost, as the case may be, of a property for a period in 
a taxation year is the amount determined by the formula 


[(A x B) x C/365] — D 
where 


A is the average annual rate of interest determined by reference to 
rates of interest prescribed in section 4301 for the months or 
portion thereof in the period; 


Bis the amount, if any, by which, the average cost or average cap- 
ital cost, as the case may be, of the property for the period ex- 
ceeds the average amount of debt relating to the acquisition of 
the property outstanding during the period that bears a fair mar- 
ket interest rate and, for this purpose, 


(a) the average cost or average capital cost, as the case may 
be, of a property is the total of 


(i) the aggregate of all amounts each of which is the cost 
or capital cost, as the case may be, if any, immediately 
before the beginning of the period in respect of the pro- 
perty, and 


(ii) the aggregate of all amounts each of which is the pro- 
portion of any expenditure incurred on any day in the pe- 
riod in respect of the cost or capital cost, as the case may 
be, of the property that 


(A) the number of days from that day to the end of the 
period 


is of 
(B) the number of days in the period, and 


(b) the average amount of debt relating to the acquisition of a 
property is the amount, if any, by which the total of 


(i) the aggregate of all amounts each of which is an in- 
debtedness relating to the acquisition that was outstanding 
at the beginning of the period, and 


(ii) the aggregate of all amounts each of which is the pro- 
portion of an indebtedness relating to the acquisition that 
was incurred on any day in the period that 


(A) the number of days from that day to the end of the 
period 


is of 
(B) the number of days in the period, 
exceeds 


(iii) the aggregate of all amounts each of which is the pro- 
portion of an amount that was paid in respect of any in- 
debtedness referred to in subparagraph (i) or (ii) on any 
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day in the period (other than a payment of interest in re- 
spect thereof) that 


(A) the number of days from that day to the end of the 
period 
is of 
(B) the number of days in the period; 
C is the number of days in the period; and 


D is the income derived from the property in the period by the per- 
son or partnership that owned the property. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: The opening words of subsec. 2410(1) and the descriptions of C and D 
amended, the descriptions of E and F repealed, subsec. (2) repealed, and subsec. 
2410(1) renumbered as s. 2410, by P.C. 2000-1714, November 30, 2000, Canada Ga- 
zette, Part II, December 20, 2000, s. 5, applicable to 1999 et seq. 

Definitions [Reg. 2410]: “amount”, “insurer” — ITA 248(1); “month” — Interpre- 
tation Act 35(1); “person”, “prescribed”, “property” — ITA 248(1); “taxation year” — 
ITA 249, 


2411. (1) Subject to subsection (2), the amount prescribed in respect 
of an insurer for a taxation year for the purposes of paragraph 
138(9)(b) of the Act shall be the amount determined by the formula 


A-(B+B.14+C) 
where 


A is the positive or negative amount, as the case may be, deter- 
mined in respect of the insurer for the year under subsection (3); 


B is the positive or negative amount, as the case may be, deter- 
mined in respect of the insurer for the year under subsection (4) 
in respect of the insurer’s investment property for the year that is 
designated insurance property of the insurer for the year; 


B.1 is the positive or negative amount, as the case may be, deter- 
mined in respect of the insurer for the year under subsection 
(4.1) in respect of property disposed of by the insurer in a taxa- 
tion year for which it was designated insurance property of the 
insurer; and 


C is the amount claimed by the insurer for the year in respect of 
any balance of its cumulative excess account at the end of. the 
year. 

Related Provisions: ITA 257 — Negative amounts in formulas. 


History: The formula in subsec. 2411(1) amended by P.C. 2000-1714, November 30, 
2000, Canada Gazette, Part II, December 20, 2000, subsec. 6(1), applicable to 1995 et 
seq. 

The description of B amended by the said P.C. 2000-1714, subsec. 6(2), applicable to 
1999 et seq. 


The description of B.1 added to subsec. 2411(1) by the said P.C. 2000-1714, subsec. 
6(4), applicable to 1999 et seq. By subsec. 6(3), for the 1995 to 1998 taxation years, 
read B.1 as follows: 


B.1 is the positive or negative amount, as the case may be, determined in respect 
of the insurer for the year under subsection (4.1) in respect of property dis- 
posed of by the insurer that was, in the taxation year of disposition, invest- 
ment property designated by the insurer under subsection 2400(1) as pro- 
perty used by it in the year in, or held by it in the year in the course of, 
carrying on an insurance business in Canada; and 


(2) Where an amount computed under subsection (1) in respect of ° 
an insurer is a negative amount, that amount shall be deemed to be 
nil. 


(3) The positive or negative amount, as the case may be, determined 
under this subsection in respect of an insurer for a taxation year 
shall be 


(a) if the value for the year of the insurer’s foreign investment 
property that is designated insurance property for the year is not 
greater than 5% of the amount of the insurer’s mean Canadian 
investment fund for the year and the insurer so elects in its re- 
turn of income under Part I of the Act for the year, the amount 
determined by the formula 


[RaAe aie x(C+J) + 


(DXF) 
E 
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or 


(b) in any other case, the amount determined’ by the formula 


(CARA xc) +(PE).(G4E0,.5) 


where 


A, is. the positive or negative amount, .as the case may be, deter- 

mined in respect, of the insurer for the year under subsection (4) 

in respect of Canadian investment property: (other than Canadian 
equity property) owned by the insurer at any time’ in the year; 


A.1 is the positive or negative amount, as the case may be, deter- 
mined in respect of the insurer for the year under subsection 
(4.1) in respect of Canadian investment property (other than Ca- 
nadian. equity property) disposed of by the insurer in the year or 
a preceding taxation year; 


B is the total value for the year of Canadian investment property 
(other than Canadian equity property and any. property described 
in paragraph (i), of the definition “Canadian investment. pro- 


perty” in subsection 2400(1)) owned by the insurer-at any. time | 


in the year; 


C. is the total value for the year of the insurer’s, Canadian. inyest- 

- ment property for the year (other than Canadian equity property, 
and any property described in paragraph (i) of the definition 
“Canadian investment property” in subsection 2400(1)) that is 
designated insurance property of the insurer for the year; 


D is the positive or negative amount, as, the, case may. be, deter- 
mined in respect of the insurer for the year under subsection (4) 
in respect of Canadian investment property that is Canadian eq- 
uity property. owned by the insurer at any.time in the year; 


E is the total value for the year of Canadian investment property 
that is Canadian equity property (other than any property ‘de- 
scribed in paragraph (i) of the definition “Canadian investment 
property” in subsection 2400(1)) owned by the insurer at any 
time in the year; 


F, is the total value for the year of.the insurer’s Canadian invest- 
ment. property (other than any property described..in paragraph 
(i) of the definition “Canadian investment. property” in subsec- 
tion 2400(1)) for the year that is Canadian equity property that is 
designated, insurance property of the insurer for the year; 


G is the positive or negative amount, as the case may be,’ deter- 
mined in respect of the insurer for the year under subsection(4) 
in respect of foreign investment property owned by the insurer at 
any time in the year; 


G.1 is the positive or negative amount, as the case may, be, deter- 
mined in respect of the insurer for the year under subsection 
(4.1) in respect of foreign investment property disposed of by 
the insurer in'the year or a preceding taxation year; 


H_ is the total value for the year of foreign investment property 

(other than any property described in paragraph (e) of the defini- 

~ tion “investment property” i in subsection 2400(1)) owned by the 
insurer at any time in the year; and 


J. is the total value for the year of the insurer’s foreign investment 


property (other than any property described in paragraph (e) of 
the definition “investment property” in subsection 2400(1)) that 
is designated insurance property of the insurer for the year. 


History: The description of A.1 in para. 2411(3)(b) amended to.substitute “a preced- 
ing taxation year” for “preceding year” by P.C, 2009-1212, subsec.. 4(1), July 30, 2009, 
Canada Gazette, Part Il; August 19, 2009, applicable to 1995 et seq, rn 


The descriptions of B, E and H in subsec. 2411(3) amended by P.C. 2005-2215, sub- 
secs. 1(1)-(3), November 28, 2005, Canada Gazette, Part Il, December 14, 2005, ap- 
plicable to taxation years that-end after February 27,2004. 


The portion of subsec: 2411(3) before the description of A amended, the descriptions of 
A.1 and G.1 added, by P.C. 2000-1714, subsecs. 6(5), (6.1); and (8.1), November 30, 
2000, Canada Gazette, Part Il, December 20, 2000, applicable to 1995 et seq. 


The portion of para. 2411(3)(a) before the formula and the descriptions of C, F and J 
amended by the said P.C. 2000-1714, subsecs. 6(6)-(8) and (9), applicable to 1999 er 
seq. 
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(4) The positive or negative amount, as the case may be, determined 
under this subsection in respect of an insurer for a taxation year in 
respect of property. shall be the.amount determined by the formula 


AB 
where 


A. is the total of the following amounts determined in respect of the 
property for the year, or that would be determined in respect of 
_ the, property, for the year if the property were designated insur- 
_ance property of the insurer in respect of an insurance business 
in Canada for each taxation year in which the property was held 

by the insurer: 


(a) the insurer’s gross investment revenue = fae the year (other 
than taxable dividends that were or would be deductible in 
computing the insurer’s taxable income for the year under 
section 112 or subsection 138(6) of the Act) derived from the 
£ property, 

(b) [Repealed] 

(c) all amounts that were or would be included in computing 
the insurer’s taxable capital gains for the year from the dispo- 
sition of the property, 


(c.1) all amounts that were or would be included under para- 
graph 142.4(5)(e) of the Act in respect. of, the property. in 
computing the insurer’s income for the year, 


(d)-all amounts that. were or would be included in computing 
the insurer’s income for the year as gains from the disposi- 
tion of such of the property as is not capital property or a 
specified debt obligation (as defined in: subsection 142.2(1) 
of the Act), 


(e) all amounts that were or would be included in computing 
the insurer’s income for the year under subsection 13(1) of 
the Act in respect of the property, 


(f) all amounts that were or would be included in computing 
the insurer’s income for the year under paragraph 12(1)(d), 
(d.1) or (i) of the Act in respect of the property, 


(g) all amounts that were or would be included in computing 
the insurer’s income for the year under subsection 59(3.2) or 
(3.3) of the Act in .respect,of the property, 


(h) all amounts that’ were or would be included in computing 
the insurer’s income for the year under subsection 14(1) of 
the Act in respect of the property, and 


(i) all other amounts that were or would be included in com- 
puting the insurer’s income for the year in respect. of the pro- 
perty. otherwise than.because of subsection 142.4(4), of the 
Act; and 


B is the total of the following amounts determined in respect of the 
property for the’ year, or that would be determined in’ respect of 
the property for the year if the property were designated insur- 
ance property of the insurer in respect of an insurance business 
in Canada for each taxation year in which the property was held 
by the insurer: 


(a) all amounts that were or would be included in computing 
the insurer’s allowable capital losses for the year from the 
disposition of the property, 

(a.1) all amounts that were or would be deductible under par- 
agraph 142.4(5)(f) of the Act in respect of the property in 
computing the insurer’s income for the year, 


(b) all amounts that were or would be deductible in comput- 
ing the insurer’s income. for the year as losses, from the dis- 
position of such of the property as is not,capital property or a 
specified debt obligation (as defined in subsection 142,2(1) 
of the Act), 


(c) [Repealed] 

(d) all amounts that were or:would be deductible in.comput- 
ing ithe: insurer’s income ‘for the year under paragraph 
20(1)(a) of the Actin respect of the capital cost of the pro- 
perty or under paragraphs 20(1)(c) and (d) of the Act in re- 
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spect of interest paid or payable on borrowed money used to 
acquire the property, 

(e) where any such property is rental property or leasing pro- 
perty (within the meaning assigned by subsections 1100(14) 
and (17), respectively), all amounts that were or would be 
deductible in computing the insurer’s income for the year in 
respect of expenses directly related to the earning of rental 
income derived from the property, 


(f) all amounts that were or would be deductible by the in- 
surer in computing the insurer’s income for the year under 
paragraph 20(1)(1), (1.1) or (p) of the Act as reserve or bad 
debt in respect of the property, 


(g) all amounts that were deducted or would be deductible in 
computing the insurer’s income for the year under section 66, 
66.1, 66.2 or 66.4 of the Act in respect of the property, 


(h) all amounts that were or would be deductible in comput- 
ing the insurer’s income for the year under paragraph 
20(1)(b) of the Act in respect of the property, and 


(i) all amounts that were or would be deductible in comput- 
ing the insurer’s income for the year in respect of other ex- 
penses directly related to the earning of gross investment rev- 
enue derived from the property. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: Para. (b) of the description of A in subsec. 2411(4) repealed by P.C. 2009- 
1212, subsec. 4(2), July 30, 2009, Canada Gazette, Part Il, August 19, 2009, applicable 
to taxation years that begin after February 22, 1994. 


Para. (c.1) of the said description of A added, and para. (d) amended, by the said P.C. 
2009-1212, subsec. 4(3), applicable to dispositions of property that occur after Febru- 
ary 22, 1994. 


Para. (i) of the said description of A amended by the said P.C. 2009-1212, subsec. 4(4), 
applicable to taxation years that end after February 22, 1994. 


The opening words of the description of B in subsec. 2411(4) amended by the said P.C. 
2009-1212, subsec. 4(5), applicable to taxation years that end after June 1, 1995. 


The opening words of the description of B in subsec. 2411(4) further amended by the 
said P.C. 2009-1212, subsec. 4(6), applicable to 1999 et seq. 


Para. (a.1) of the said description of B added, and para. (b) amended, by the said P.C. 
2009-1212, subsec. 4(7), applicable to dispositions of property that occur after Febru- 
ary 22, 1994. 


Para. (c) of the said description of B repealed by the said P.C. 2009-1212, subsec. 4(8), 
applicable to taxation years that begin after February 22, 1994. 


Para. (a) of the description of A in subsec. 2411(4) amended by P.C. 2005-2215, sub- 
sec. 1(4), November 28, 2005, Canada Gazette, Part II, December 14, 2005, applicable 
to taxation years that end after 2001. 


The opening words of the description of A in subsec. 2411(4) amended by P.C. 2000- 
1714, subsec. 6(11), November 30, 2000, Canada Gazette, Part 11, December 20, 2000, 
applicable to 1999 et seg. By subsec. 6(10), for taxation years ending after June 1, 1995 
to 1999, read: 


A is the total of the following amounts determined in respect of the property 
for the year, or that would be determined in respect of the property for the 
year if it were insurance property of the insurer for the year in respect of an 
insurance business in Canada and if it had been insurance property of the 
insurer in respect of an insurance business in Canada for each preceding tax- 
ation year in which it was held by the insurer: 


(4.1) The positive or negative amount, as the case may be, deter- 
mined under this subsection in respect of an insurer for a taxation 
year in respect of property disposed of by the insurer in the year or 
a preceding taxation year is the amount determined by the formula 


A-B 
where 


A is the total of the amounts included under paragraphs 142.4(4)(a) 
and (c) of the Act in the insurer’s income for the year in respect 
of the property, or that would be so included if the property were 
designated insurance property of the insurer in respect of an in- 
surance business in Canada for each taxation year in which it 
was held by the insurer; and 


B is the total of the amounts deductible under paragraphs 
142.4(4)(b) and (d) of the Act in respect of the property in com- 
puting the insurer’s income for the year, or that would be so de- 
ductible if the property were designated insurance property of 
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the insurer in respect of an insurance business in Canada for 
each taxation year in which it was held by the insurer. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: Subsec. 2411(4.1) added by P.C. 2000-1714, November 30, 2000, Canada 
Gazette, Part II, December 20, 2000, subsecs. 6(12), (13), the portion before the de- 
scriptions of A and B applicable to 1995 et seq., and the descriptions of A and B appli- 
cable to 1999 et seg. For the 1995 to 1998 taxation years read A and B as: 


A is the total of the amounts included under paragraphs 142.4(4)(a) and (c) of 
the Act in the insurer’s income for the year in respect of the property, or that 
would be so included if the property had been insurance property of the in- 
surer in respect of an insurance business in Canada for each taxation year in 
which it was held by the insurer; and 

B is the total of the amounts deductible under paragraphs 142.4(4)(b) and (d) 
of the Act in respect of the property in computing the insurer’s income for 
the year, or that would be so deductible if the property had been insurance 
property of the insurer in respect of an insurance business in Canada for each 
taxation year in which it was held by the insurer. 


(5) [Repealed] 


History: Subsec. 2411(5) repealed by P.C. 2009-1212, subsec. 4(9), July 30, 2009, 
Canada Gazette, Part Il, August 19, 2009, applicable to taxation years that begin after 
February 22, 1994. 


(6) For the purposes of subsection (1), the balance of an insurer’s 
cumulative excess account at the end of a taxation year shall be 
determined as the amount, if any, by which 


(a) the aggregate of all amounts each of which is a positive 
amount, if any, determined in respect of each of such of its 
seven immediately preceding taxation years that began after 
June 17, 1987 and ended after 1987 by the formula 


B-A 


where A and B are the amounts determined under subsection (1) 
in respect of the insurer for such immediately preceding taxation 
year, 


exceeds 


(b) the aggregate of all amounts each of which is an amount 
claimed by the insurer under subsection (1) in respect of its cu- 
mulative excess account for a preceding taxation year that can 
be attributed to a positive amount determined under paragraph 
(a) for that year and, for the purpose of this paragraph, a positive 
amount determined in respect of a taxation year shall be deemed 
to have been claimed before a positive amount determined in 
respect of any subsequent taxation year. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


(7) [Repealed] 


History: Subsec. 2411(7) repealed by P.C. 2000-1714, subsec. 6(14), November 30, 
2000, Canada Gazette, Part Il, December 20, 2000, applicable to 1999 et seq. 


(8) For the purposes of this section, “foreign investment property” 
of an insurer means investment property of the insurer (unless the 
insurer is a non-resident insurer and it is established by the insurer 
that the investment property is not effectively connected with its 
Canadian insurance businesses) that is not Canadian inyestment 
property of the insurer. 

Definitions [Reg. 2411]: “allowable capital loss” — ITA 38(b), 248(1); “amount”, 
“borrowed money”, “business” —ITA 248(1); “Canada” — ITA 255, Interpretation 
Act 35(1); “Canadian equity property”, “Canadian investment property” — Reg. 
2400(1); “capital property” — ITA 54, 248(1); “designated insurance property” — ITA 
138(12), 248(1); “disposition” —ITA 248(1); “gross investment .revenue’ — ITA 
138(12); “immediately preceding taxation year” — Reg. 2409(1), (4); “insurer” — ITA 
248(1); “investment property” — Reg. 2400(1); “mean Canadian investment fund” — 
Reg. 2412(1); “non-resident”, “prescribed”, “property” — ITA 248(1); “taxable capital 
gain” —ITA 38(a), 248(1); “taxable dividend” —ITA 89(1), 248(1); “taxable in- 
come” — ITA 248(1); “taxation year” —ITA 249; “value” — Reg. 2400(1). 


2412. — (1) Mean Canadian investment fund — For the pur- 
poses of this Part, the mean Canadian investment fund of an insurer 
for a particular taxation year is the total of 


(a) 50% of the total of 


(i) its Canadian investment fund at the end of the particular 
year, and 
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(ii) either, 


(A) if the insurer is resident in Canada, its Canadian in- 
vestment fund at the end of its preceding taxation year, or 


(B) if the insurer is non-resident, its Canadian investment 
fund at the end of its preceding taxation year determined 
as if its attributed surplus for that preceding taxation year 
were its attributed surplus for the particular year, and 


(b) the insurer’s cash-flow adjustment for ‘the particular year. 


(2) Cash-flow adjustment — An insurer’s cash-flow adjustment 
for a taxation year is the amount equal to 


(a) if the year ended two months or more after it began, the posi- 
tive or negatiye amount determined by the formula 


50% x (A — B/C) 
where 


A. is the total of all amounts each of which is the amount deter- 
mined under subsection (3) in respect of a full month in the 
year (or in respect of the part of the month that ends after the 
last full month in the year, if that part is greater than 15 
days), 

Bis the total of all amounts each of which is the amount deter- 
mined in respect of a full month in the year (or in respect of 
the part.of the month that ends after the last full month in the 
year, if that part is greater than 15 days) by the formula 


Dx (1 + 2E) 
where 


D_is the amount determined under subsection (3) in respect 
of the month or part of the month, and 


E is the number of months in the year that ended before the 
beginning of the month or part of the month, and 


C_ is the number of full months in the year (plus 1, if the year 
ends more than 15 days after the end of the last full month in 
the year); and 


(b) if the year ended less than two months after it began, nil. 
Related Provisions: ITA 257 — Negative amounts in formulas. 


(3) Amounts paid and received — The amount determined in 
respect of an insurer for a particular month or part of a month (in 
this subsection referred to as a “month’’) in a taxation year is the 
positive or negative amount determined by the formula 


G-H 
where — 
G is the total of all amounts each of which is 


(a) the amount of a premium or consideration received by the 
insurer in the month in respect of a contract of insurance (in- 
cluding a settlement annuity) entered into in the course of 
carrying on its insurance businesses in Canada, 


(b) an amount received by the insurer in the month in respect 
of interest on or a repayment in respect of a policy loan made 
under, a life insurance policy in Canada, or 


(c) an amount received by the insurer in the month in respect 
of reinsurance (other than reinsurance undertaken to effect a 
transfer of a business in respect of which subsection 
138(11.5), (11.92) or (11.94) of the Act applies) arising in 
the course of carrying on its insurance businesses in Canada; 
and 


H jis the total of all amounts each of which is 


(a) the amount of a claim or benefit (including a payment 
under an annuity or settlement annuity, a payment of a policy 
dividend and an amount paid on a lapsed or terminated pol- 
icy), a refund of premiums, a premium or a commission paid 
by the insurer in the month under a contract of insurance in 
the course of carrying on its insurance businesses in Canada, 


(b) the amount of a policy loan made by the insurer in the 
month under a life insurance policy in Canada, or 
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(c), an amount paid by the insurer in the month in respect of 
reinsurance (other than reinsurance undertaken to effect a 
transfer of a business in respect of which subsection 
138(11.5), (11.92) or (11.94) of the Act applies) in the course 
of carrying on its insurance businesses in Canada. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


(4) [Meaning of “month”] — 
section means 


A reference to a “month” in this 


(a) if an insurer’s taxation year does not begin on the first day of 
a calendar month and the insurer elects to have this paragraph 
apply for the year, the period beginning on the day in a calendar 
month that has the same calendar number as the particular day 
on which the taxation year began and ending 


(i) on the day immediately before the day in the ‘next calen- 
dar month that has the same calendar number as the particu- 
lar day, or 


(ii) if the next calendar month does not have a day that has 
the same calendar number as the particular day, the last day 
of that next calendar month; and 


(b) in any other case, a calendar month. 
Related Provisions: ITA 257 — Negative amounts in formulas. 


History: S. 2412 replaced by P.C. 2000-1714, November 30, 2000, Canada Gazette, 
Part I], December 20, 2000, s. 7, applicable to 1999 et seq. 


Ss. 2410 to 2412 added by P.C. 1990-2002, s. 10, September 20, 1990, Canada Ga- 
zette, Part II, October 10, 1990, applicable in respect of taxation years beginning after 
June 17, 1987 and ending after 1987. 

Definitions [Reg. 2412]: “amount”, “annuity” —ITA 248(1); “attributed ‘sur- 
plus” — Reg. 2400(1); “business” —ITA 248(1); “Canada” —ITA 255, Interpreta- 
tion Act 35(1); “Canadian investment fund” — Reg. 2400(1); “cash-flow adjust- 
ment” — Reg. 2412(2); “dividend”, “insurer” — ITA '248(1); “life insurance policy in 
Canada” —ITA 138(12); “mean Canadian investment. fund” — Reg. 2400(1); 
“month” — Reg. 2412(4); “non-resident? —ITA 248(1); “policy loan” —ITA 
138(12); “resident in Canada” — ITA 250; “taxation year” — ITA 249. 


PART XXV — SPECIAL T1 TAX TABLE 
FOR INDIVIDUALS 


History: Part XXV (ss. 2500, 2501) was added by P.C. 1981-1501, June 4,.1981, Can- 
ada Gazette, Part II, June 24, 1981, applicable to 1979 et seg. except that in its applica- 
tion to the 1979 taxation year all that portion of subsection 2500(2) following subpara- 
graph (b)(ii) thereof does not apply and shall be read as follows: 


minus the aggregate of 
(iii) where applicable, an amount that is the aggregate of 
(A) the deduction calculated under ‘subsection 120(2) of the Act, and 


(B) the amount by which the amount referred to in clause (A) is in- 
creased by virtue of section 30 of the Federal-Provincial Fiscal Ar- 
rangements and Established Programs Financing Act, 1977, and 


(iv) a deduction from the tax under subparagraph.(i), or that tax plus the 
additional tax under subparagraph (ii), as the case may be, as computed 
under subsection 120(3.1) of the Act, 


calculated as if the amount taxable is equal to the average of the highest and 
lowest amounts taxable in the range and, where the resulting tax payable is not a 
multiple of one dollar, it shall be rounded to the nearest multiple of one dollar or, 
if it is equidistant from two such multiples, to the higher thereof. 


2500. (1) For the purposes of subsection 117(6) of the Act, 


(a) $55,605, adjusted for each taxation year after 1989 in the 
manner set out in subsection 117.1(1) of the Act, is the aA 
scribed amount; and 


(b) an “individual of a prescribed class” for a taxation year is 
(i)-an estate or trust, 


(ii) an individual who was a non-resident person éinpicehoutt 
the year, other than an individual 


(A) whose amount taxable for the year was from 


(I) the duties of an office or employment performed in 
one province, 


(II) the carrying on of a business in one province, or 
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(ill) any combination of sources described in sub- 
clauses (I) and (11) if all of those sources are located in 
one province, and 


(B) who was not subject to any other provision of this 
subsection, 


(iii) an individual who, on the last day of the year, resided in 
a province and had income for the year from a business with 
a permanent establishment, as defined in subsection 2600(2), 
outside the province, 


(iv) an individual whose tax otherwise payable for the year 
under Part I of the Act is reduced by virtue of any of the 
following provisions of the Act: 


(A) subsection 117(7), 
(B) section 121, 

(C) section 122.3, or 
(D) section 126, 


(v) an individual who makes an election in respect of the 
year under subsection 119(1) of the Act, 


(vi) an individual eligible to pay tax at a reduced rate pursu- 
ant to subsection 40(7) of the Income Tax Application Rules 
on a payment made to him in the year, or 


(vii) an individual who makes an election in respect of the 
year under subsection 110.4(2) of the Act. 


History: Subpara. 2500(1)(b)(vi) amended by P.C. 1994-1817, s. 48, November 1, 
1994, Canada Gazette, Part Il, November 30, 1994, 


Para. 2500(1)(a) amended by P.C. 1990-760, April 26, 1990, Canada Gazette, Part II, 
May 9, 1990, applicable in respect of the 1989 and subsequent taxation years. 


Para. 2500(1)(a) and subpara. (1)(b)(vil) amended by P.C. 1989-1926, September 28, 
1989, Canada Gazette, Part Il, October 11, 1989, applicable to 1988 et seq. 


Para. 2500(1)(a) substituted by P.C. 1987-1817, subsec. 1(1), August 27, 1987, Canada 
Gazette, Part II, September 16, 1987, applicable to 1986 et seq. 


Subpara. 2500(1)(b)(vii) added by P.C. 1986-207, January 23, 1986, Canada Gazette, 
Part II, February 5, 1986, applicable to 1985 et seq. 


Subsec. 2500(1) substituted by P.C. 1985-908, subsec. 1(1), March 21, 1985, Canada 
Gazette, Part II, April 3, 1985, applicable to 1984 et seq. 


All that portion of subsec. 2500(1) preceding para. (a) substituted by P.C. 1983-3016, 
subsec. 1, September 29, 1983, Canada Gazette, Part II, October 12, 1983, applicable 
to 1982 et seq. 


(2) For the purposes of subsection 117(6) of the Act, a table of the 
tax payable for a taxation year shall be prepared in accordance with 
the following rules: 


(a) the table shall be divided into ranges of amounts taxable not 
exceeding $10 each and shall specify the tax payable in respect 
of each range; 


(b) the tax payable on an amount taxable within any range re- 
ferred to in paragraph (a) shall be equal to the tax payable 
thereon for the year computed under subsection 117(2) of the 
Act and, where applicable, adjusted annually pursuant to section 
117.1 of the Act; and 


(c) the tax payable referred to in paragraph (b) shall be calcu- 
lated as if the amount taxable is equal to the average of the high- 
est and lowest amounts taxable in the range and, where the re- 
sulting tax payable is not a multiple of one dollar, it shall be 
rounded to the nearest multiple of one dollar or, if it is equidis- 
tant from two such multiples, to the higher thereof. 


(3) For the purposes of subsection 117(6) of the Act, a table of the 
additional tax for income not earned in a province, the individual 
surtax and the refundable Quebec abatement for a taxation year 
shall be prepared in accordance with the following rules: 


(a) the table shall be divided into ranges of tax payable not ex- 
ceeding $2 each and shall specify, in respect of each range, 


(i) the individual surtax payable, 


(ii) where applicable, the additional tax for income not 
earned in a province, and 


(iii) where applicable, the refundable Quebec abatement, 
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on every amount taxable within each such range; 


(b) the tax payable referred to in paragraph (a) is the tax payable 
determined by the table prepared pursuant to subsection (2) less 
the allowable non-refundable credits under sections 118 to 118.9 
of the Act; 


(c) the individual surtax in respect of an amount of tax payable 
within any range referred to in paragraph (a) shall be the amount 
that is equal to the surtax thereon computed under subsection 
180.1(1) of the Act; 


(d) the additional tax for income not earned in a province in re- 
spect of an amount of tax payable within any range referred to in 
paragraph (a) shall be the amount that is equal to the tax deter- 
mined thereon under subsection 120(1) of the Act; 


(e) the refundable Quebec abatement in respect of an amount of 
tax payable within any range referred to in paragraph (a) shall be 
the amount that is equal to the abatement determined under sub- 
section 120(2) of the Act and in accordance with section 27 of 
the Federal-Provincial Fiscal Arrangements Act; 


(f) the amount referred to in paragraph (c) or (d) shall be calcu- 
lated as if the tax payable is equal to the average of the highest 
and lowest amounts in the range and, where the resulting 
amount is not a multiple of one dollar, it shall be rounded to the 
nearest multiple of one dollar or, if it is equidistant from two 
such multiples, to the higher thereof; and 


(g) the amount referred to in paragraph (e) shall be calculated as 
if the tax payable is equal to the average of the highest and low- 
est amounts in the range and, where the resulting amount is not a 
multiple of one tenth of one dollar, it shall be rounded to the 
nearest multiple of one tenth of one dollar or, if it is equidistant 
from two such multiples, to the higher thereof. 


Related Provisions: “amount taxable” — ITA 117(2). 


History: Para. 2500(3)(e) amended by 1995, c. 17, subsec. 45(2), to substitute “Fed- 
eral-Provincial Fiscal Arrangements Act’ for “Federal-Proyincial Fiscal Arrange- 
ments and Federal Post-Secondary Education and Health Contributions Act’, in force 
April 1, 1996. 


Subsec. 2500(2) was substituted, subsec. 2500(3) added by P.C. 1989-1926, September 
28, 1989, Canada Gazette, Part II, October 11, 1989, applicable to 1988 et seq. 


All that portion of para. 2500(2)(b) following subpara. (ii) revoked by P.C. 1987-1817, 
subsec. 1(2), August 27, 1987, Canada Gazette, Part I, September 16, 1987, applicable 
to 1986 et seq. 


All that portion of para. 2500(2)(b) following subpara. (ii), subpara. 2500(2)(c)(ii) sub- 
stituted by P.C. 1985-908, s. 1, March 21, 1985, Canada Gazette, Part I, April 3, 1985, 
applicable, as to para. 2500(2)(b) to 1984 et seg., and as to subpara. 2500(2)(c)(ii), after 
March 31, 1983. 


Para. 2500(2)(b) substituted by P.C. 1983-3016, subsec. 1(2), September 29, 1983, 
Canada Gazette, Part II, October 12, 1983, applicable to 1982 et seq. 


2501. In this Part, “amount taxable” has the meaning assigned by 
subsection 117(2) of the Act. 


Related Provisions: “amount taxable’ — ITA 117(2). 


History: S. 2501 amended by P.C. 1989-1926, September 28, 1989, Canada Gazette, 
Part II, October 11, 1989, applicable to 1988 et seg. 


S. 2501 substituted by P.C. 1983-3016, s. 2, September 29, 1983, Canada Gazette, Part 
Il, October 12, 1983, applicable to 1982 et seq. 


History [former Part XXV]: Former Part XXV (Indebtedness of Public Employees) 
was revoked by P.C. 1980-541, s. 2, February 20, 1980, Canada Gazette, Part Il, 
March 12, 1980. 


Former Part XXV was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part Il, August 8, 1979. 


PART XXVI— INCOME EARNED IN 
PROVINCE BY AN INDIVIDUAL 


History: Part XXVI was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part Il, August 8, 1979. 
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2600. Interpretation — (1) In applying: the definition “income 
earned in the year in a province” in subsection 120(4) of the Act for 
an individual’s taxation year 


(a) the prescribed rules.referred to in that definition are the rules 
in this Part; and 


(b) the amount determined under those prescribed rules means 
the total of all amounts each of which is the individual’s income 
earned in the taxation year in a particular province as determined 
under. this Part. 


History: Subsec. 2600(1): amended by.:2009, c: 2, s. 103, applicable to 2009 et seq. 


Subsec. 2600(1) substituted by P.C.-1981-808, subsec. 3(1), March 26, 1981, Canada 
Gazette, Part II, April 8, 1981, applicable to 1980 et seq. 


Subsec. 2600(1) substituted by P.C. 1978- 3101, subsec. 3(1), October 12, 1978, Can- 
ada Gazette, Part Il, October 25, 1978, applicable to 1978 et seq. 


(2) In this Part, “permanent establishment” means a axed place of 
business of the individual including an office, a branch, a mine, an 
oil well, a farm, a timberland, a factory, a workshop or a ware- 
house, and . 


(a) where an individual carries on business' through an employee 
or, agent, established in. a particular place,.who.has general, au- 
thority to contract for.his employer, or principal.or who. has a 
stock of merchandise owned by his employer. or principal from 
which he regularly fills orders, which he receives, the individual 
shall be deemed to have a permanent establishment in that place; 


(b) where an individual uses substantial machinery or equipment 
in a particular place at any time in a taxation year he shall be 
deemed to have a permanent establishment in that place; and 
(c) the fact that an individual has business dealings through a 
commission agent, broker, or other independent agent or main- 
tains an office solely for the purchase of merchandise, shall not 
of itself be held to mean that the individual has a permanent 
establishment. 
Interpretation Bulletins: IT-242R: Retired partners. 


1.T. Technical News: 33 (permanent establishment — the Dudney case update). 


CRA Audit Manual: 15.6.0: Permanent establishment. 


(3) [Revoked] 


History: Subsec. 2600(3) revoked by P.C. 1981-808, subsec. 3(2), March 26, 1981, 
Canada Gazette, Part II, April 8, 1981, applicable to 1980 et seq. 


Subsec, 2600(3) substituted by P.C. 1978-3101, subsec. 3(2),, October 12, 1978, Can- 
ada Gazette, Part If, October 25, 1978, applicable to 1978 et seq. 
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Definitions [Reg. 2600]: “amount”, “business”, “employee”, “employer”, “indivi- 
dual”, “office” —ITA. 248(1);. “permanent. establishment” — Reg. 2600(2); “pre- 
scribed” —ITA 248(1); “province” — Interpretation Act 35(1); “taxation year’ — 
ITA 249. 


2601. Residents of Canada — (1) If an individual resides in a 
particular province on the last day of a taxation year and has no 
income for the taxation year from'a business with a permanent es- 
tablishment outside the province, the individual’s income earned in 
the taxation year in the particular province is the individual’s in- 
come for the taxation year. 


Related Provisions: Reg. 2607 — When person is resident in two provinces, princi- 
pal place of residence applies. 


(2) If an individual resides in a particular province on the last day of 
a taxation year and has income for the taxation year from a business 
with a permanent establishment outside the particular province, the 
individual’s income earned in the ‘taxation year in the particular 
province is the amount, if any, by which 


(a) the individual’s income for the taxation year 
exceeds 


(b) the total of all amounts each of which is the individual’s in- 
come for the taxation year from carrying on a business that is 
earned in:a province other than the particular province or in a 
country other than Canada, determined in accordance with this 
Part. 
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(3) If an individual, who resides in Canada on the last day of a taxa- 
tion year and who has carried on business in a particular province at 
any time in the taxation year, does not reside in the particular prov- 
ince on the last day, of the taxation year, the individual’s income 
earned in the taxation year in the.particular province,is the indivi- 
dual’s income for the taxation year from carrying, on business 
earned in the particular province, determined in accordance with 
this Part. 


(4) If an individual resides in Canada on the last day of a taxation 
year and carried on business in another country at any time in the 


- taxation year, the individual’s income.earned in the taxation year in 


that other country is the individual’s income for the taxation year 
from carrying on business earned in the other country, determined 
in accordance with this Part. 


(5) In this section, a reference to the “last day of a taxation year” is 
deemed to be a reference to 


(a) the “last day in the year on which the individual resided in 
Canada’, in the case of an individual who resided in Canada at 
any time in the year but ceased to reside. in Canada before the 
end of the year; and 


(b) the “day in the year on which the individual would have 
ceased to reside in Canada, if the Act were read without refer- 
ence to paragraphs 250(1)(d.1) and (f) of the Act,”, in the case 
of a particular individual described in paragraph 250(1)(d.1) of 
the Act, or of another individual who is a spouse, common-law 
partner or child of the particular individual, who 


(i) was resident in Canada at any time in the year, 


(ii) would have ceased to be resident in Canada before the 
end of the year, if the Act were read without reference to 
paragraphs 250(1)(d.1) and (f) of the Act, and 


; (iii) 1S, pursuant to paragraph 250(1)(d.1). or.(f) of the Act, 
deemed to have been resident in Canada throughout the year. 


History: Subsecs. 2601(1) to (4) amended by P.C. 2010-548, s. 19, April 29, 2010, 
Canada ‘Gazette, Part Il, May 12, 2010, in force on May 12,2010. 


Para. 2601(5)(b) amended by P.C. 2007-849, subsec. 7(2), May 31, 2007, iC oue ae Ga- 
zette, Part II, June 13, 2007, in force June 13, 2007. 


Subsec. 2601(5) amended by P.C. 2001-957, s..4, May 31, 2001, Canada Gazette, Part 
II, June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and a person have 
jointly elected pursuant to s. 144 of the Modernization of Benefits and Obligations Act 
(S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, the amendment 
applies to the taxpayer and the person in respect.of the applicable. taxation year et seq. 


Subsec. 2601(5) substituted by P.C, 1981-2730, October 8, 1981, Canada Gazette, Part 
II, October 28, 1981, applicable to 1980 et seq. 


Definitions [Reg. 2601]: “amount”, “business” —ITA 248(1); “Canada” —ITA 
255, Interpretation Act 35(1); “child” —ITA 252(1); “individual” — ITA 248(1); “last 
day of a taxation year” — Reg. 2601(5); ‘ ‘permanent establishment” — Reg. 2600(2); 
“province” — Interpretation Act 35(1); “resident in Canada’, “resident of Canada” — 
ITA 250; “taxation year” — ITA 249. 


Remission Orders [Reg. 2601]: Income Earned in Quebec Income Tax Remission 
Order, P.C. 1989-1204, as amended by P.C. 1991-1661 and P.C. 1992-2593 (special 
interpretation of Reg. 2601(1) and (2) for residents of Quebec). 


Interpretation Bulletins: IT-221R3: Determination of an individual’s residence sta- 
tus; IT-447: Residence of a trust or estate. 


Forms [Reg. 2601]: T3 SCH 12: Minimum tax; T3.SCH) 12A Chart 2: Ontario 
minimum tax carryover; T1219: Provincial alternative minimum tax; T1219-ON: On- 
tario minimum tax: carryover; T1256: Manitoba community enterprise development tax 
credit; T1256-1: Manitoba community enterprise investment tax credit; T2203: Provin- 
cial and territorial, taxes — multiple jurisdictions. 


_ 2602. Non-residents — (1) Subject to subsection (2), if an indivi- 


dual does not reside in Canada at any time in a taxation year, the 
individual’s income earned in the taxation year in a province is the 
total of 


(a) the portion of the taxpayer’s income from an office or em- 
ployment that is included in the taxpayer’s taxable: income 
earned in Canada for the taxation year under subparagraph 
115(1)(a)@) of the Act and that is reasonably attributable to the 
duties performed by the taxpayer [in] the province; and 
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(b) the taxpayer’s income for the taxation year from carrying on 
business earned in the province, determined in accordance with 
this Part. 

History: Subsec. 2602(1) amended by P.C. 2010-548, s. 20, April 29, 2010, Canada 

Gazette, Part Il, May 12, 2010, in force on May 12, 2010. 

Remission Orders: Income Earned in Quebec Income Tax Remission Order, P.C. 


1989-1204, as amended by P.C. 1991-1661 and P.C. 1992-2593 (special interpretation 
of Reg. 2602(1) for Quebec). 


Interpretation Bulletins: IT-393R2: Election re tax on rents and timber royalties — 
non-residents; IT-434R: Rental of real property by individual. 


(2) Where the aggregate of the amounts of an individual’s income 
as determined under subsection (1) for all provinces for a taxation 
year exceeds the aggregate of the amounts of his income described 
in subparagraphs 115(1)(a)(i) and (ii) of the Act, the amount of his 
income earned in the taxation year in a particular province shall be 
that proportion of his income so described that the amount of his 
income earned in the taxation year in the province as determined 
under subsection (1) is of the aggregate of all such amounts. 
Definitions [Reg. 2602]: “amount”, “business” —ITA 248(1); “Canada” — ITA 
255, Interpretation Act 35(1); “employment”, “individual”, “office” —ITA 248(1); 
“province” — Interpretation Act 35(1); “taxable income earned in Canada” —ITA 
248(1); “taxation year” —ITA 249. 


2603. Income from business — (1) Where, in a taxation year, 
an individual had a permanent establishment in a particular prov- 
ince or a country other than Canada and had no permanent estab- 
lishment outside that province or country, the whole of his income 
from carrying on business for the year shall be deemed to have been 
earned therein. 


(2) Where, in a taxation year, an individual had no permanent estab- 
lishment in a particular province or country other than Canada, no 
part of his income for the year from carrying on business shall be 
deemed to have been earned therein. 


(3) Except as otherwise provided, where, in a taxation year, an indi- 
vidual had a permanent establishment in a particular province or 
country other than Canada and a permanent establishment outside 
that province or country, the amount of his income for the year 
from carrying on business that shall be deemed to have been earned 
in the province or country is '/2 the aggregate of 


(a) that proportion of his income for the year from carrying on 
business that the gross revenue for the fiscal period ending in the 
year reasonably attributable to the permanent establishment in 
the province or country is of his total gross revenue for that pe- 
riod from the business; and 


(b) that proportion of his income for the year from carrying on 
business that the aggregate of the salaries and wages paid in the 
fiscal period ending in the year to employees of the permanent 
establishment in the province or country is of the aggregate of 
all salaries and wages paid in that period to employees of the 
business. 


(4) For the purpose of determining the gross revenue for the year 
reasonably attributable to the permanent establishment in a particu- 
lar province or country other than Canada within the meaning of 
paragraph (3)(a), the following rules shall apply: 


(a) where the destination of a shipment of merchandise to. a cus- 
tomer to whom the merchandise is sold is in the particular prov- 
ince or country, the gross revenue derived therefrom shall be at- 
tributable to the permanent establishment in the province or 
country; 


(b) except as provided in paragraph (c), where the destination of 
a shipment of merchandise to a customer to whom the merchan- 
dise is sold is in a province or country other than Canada in 
which the taxpayer has no permanent establishment, if the per- 
son negotiating the sale may reasonably be regarded as being 
attached to the permanent establishment in the particular prov- 
ince or country, the gross revenue derived therefrom shall be at- 
tributable to that permanent establishment; 
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(c) where the destination of a shipment of merchandise to a cus- 
tomer to whom the merchandise is sold is in a country other than 
Canada in which the taxpayer has no permanent establishment, 


(i) if the merchandise was produced or manufactured, or pro- 
duced and manufactured, entirely in the particular province 
by the taxpayer, the gross revenue derived therefrom shall be 
attributable to the permanent establishment in the province, 
or 


(ii) if the merchandise was produced or manufactured, or 
produced and manufactured, partly in the particular province 
and partly in another place by the taxpayer, the gross revenue 
derived therefrom attributable to the permanent establish- 
ment in the province shall be that proportion thereof that the 
salaries and wages paid in the year to employees of the per- 
manent establishment in the province where the merchandise 
was partly produced or manufactured (or partly produced and 
manufactured) is of the aggregate of the salaries and wages 
paid in the year to employees of the permanent establish- 
ments where the merchandise was produced or manufactured 
(or produced and manufactured); 


(d) where a customer to whom merchandise is sold instructs that 
shipment be made to some other person and the customer’s of- 
fice with which the sale was negotiated is located in the particu- 
lar province or country, the gross revenue derived therefrom 
shall be attributable to the permanent establishment in the prov- 
ince or country; 


(e) except as provided in paragraph (f), where a customer to 
whom merchandise is sold instructs that shipment be made to 
some other person and the customer’s office with which the sale 
was negotiated is located in a province or country other than 
Canada in which the taxpayer has no permanent establishment, 
if the person negotiating the sale may reasonably be regarded as 
being attached to the permanent establishment in the particular 
province or country, the gross revenue derived therefrom. shall 
be attributable to that permanent establishment; 


(f) where a customer to whom merchandise is sold instructs that 
shipment be made to some other person and the customer’s of- 
fice with which the sale was negotiated is located in a country 
other than Canada in which the taxpayer has no permanent 
establishment, 


(i) if the merchandise was produced or manufactured, or pro- 
duced and manufactured, entirely in the particular province 
by the taxpayer, the gross revenue derived therefrom shall be 
attributable to the permanent establishment in the province, 
or 


(ii) if the merchandise was produced or manufactured, or 
produced and manufactured, partly in the particular province 
and partly in another place by the taxpayer, the gross revenue 
derived therefrom attributable to the permanent establish- 
ment in the province shall be that proportion thereof that the 
salaries and wages paid in the year to employees of the per- 
manent establishment in the province where the merchandise 
was partly produced or manufactured (or partly produced and. - 
manufactured) is of the aggregate of the salaries and wages 
paid in the year to employees of the permanent establish- 
ments where the merchandise was produced or manufactured 
(or produced and manufactured); 


(g) where gross revenue is derived from services rendered in the 
particular province or country, the gross revenue shall be attribu- 
table to the permanent establishment in the province or country; 


(h) where gross revenue is derived from services rendered in a 
province or country other than Canada in which the taxpayer has 
no permanent establishment, if the person negotiating the con- 
tract may reasonably be regarded as being attached to the perma- 
nent establishment of the taxpayer in the particular province or 
country, the gross revenue shall be attributable to that permanent 
establishment; 
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(i) where standing timber or the right to cut standing timber ‘is 
sold and the timber limit on which the timber is standing is in 
the particular province or country, the gross revenue from such 
sale shall be attributable to the permanent establishment of the 
taxpayer in the province or country; and 


(j) where land is a permanent establishment of the taxpayer in 
the particular province, the gross revenue which arises from 
leasing the land shall be attributable to that permanent 
establishment. 


(5) Where an individual pays a fee to another person under an 
agreement pursuant to which that other person or employees of that 
other person perform services for the individual that would nor- 
mally be performed by employees of the individual, the fee so paid 
shall be deemed to be salary paid by the individual and that part of 
the fee that may reasonably be regarded as payment in respect of 
services rendered at a particular permanent establishment of the in- 
dividual shall be deemed to be salary paid to an employee of that 
permanent establishment. 


(6) For the purposes of subsection (5), a fee does not include a com- 
mission paid to a person who is not an employee of the individual. 


Definitions [Reg. 2603]: “amount” — ITA 248(1); “business” — Reg. 2606(3)(a); 
“Canada” —ITA 255, Interpretation Act 35(1), “employee” — ITA 248(1); “fee” — 
Reg. 2603(6); “fiscal period” — ITA 249.1; “gross revenue” — ITA 248(1); “income 
for the year from carrying on business” — Reg. 2606(1), 2606(3)(b); “individual”, “‘of- 
fice” —ITA 248(1); “permanent’ establishment” — Reg. 2600(2); “person” — ITA 
248(1);. “province”: — Interpretation..Act 35(1); “salaries and wages paid in the 
; “taxation year’ — ITA 249; “taxpayer” — ITA 248(1); “‘to- 
tal gross revenue for the year” — Reg. 2606(3)(d). 


2604. Bus and truck operators — Notwithstanding subsections 
2603(3) and (4), the amount of income that shall be deemed to have 
been earned in a particular province or country other than Canada 
by an individual from carrying on the business of transportation of 
goods or passengers (other than by the operation of a railway, ships 
or an airline service) is '/2 of the aggregate of 


(a) that proportion of his income therefrom for the year that the 
number of miles travelled by his vehicles in the province or 
country in the fiscal. period ending in the year is of the total 
number of miles travelled by his vehicles in that period; and 


(b) that proportion of his income therefrom for the year that the 
aggregate of salaries and wages paid in the fiscal’ period ending 
in the year to employees of the permanent establishment in the 
province or country is of the aggregate of all salaries and wages 
paid in that period to employees of the business: 
Definitions [Reg. 2604]: “amount” — ITA 248(1); “business” — Reg: 2606(3)(a); 
“Canada” — ITA 255, Interpretation Act 35(1); “employee” — ITA 248(1); “fiscal pe- 
riod” —ITA 249.1; “income for the year from carrying on business” — Reg. 2606(1), 
2606(3)(b); “individual” —ITA 248(1); “permanent establishment” — Reg. 2600(2); 
“province” — Interpretation Act 35(1); “salaries and wages paid in the year” — Reg. 
2606(3)(c); “total gross revenue for the year” — Reg. 2606(3)(d). 


2605. More than one business — Where.an individual operates 
more than one business, the provisions of sections 2603 and 2604 
shall be applied in respect of each business and the amount of in- 
come for the year from carrying on business earned in a particular 
province or country in the year is the aggregate of the amounts so 
determined. 

Definitions [Reg. 2605]: “amount” — ITA 248(1);. “business” — Reg. 2606(3)(a); 
“income for the year from carrying on business” — Reg. 2606(1), 2606(3)(b); “indivi- 
dual” — ITA 248(1); “province” — Interpretation Act 35(1); “salaries and wages paid 
in the year” —- Reg. 2606(3)(c); “total gross revenue for the year” — Reg. 2606(3)(d). 


Interpretation Bulletins: IT-206R: Separate businesses. 


2606. Limitations of business income — (1) [Limitations of 
business income] — If, in the case of an individual to whom 
section 2601 applies, the total of the amounts otherwise determined 
to be the individual’s income for a taxation year from carrying on 
business that is earned in all provinces and countries other than 
Canada is greater than the individual’s income for the year, the indi- 
vidual’s income for the year from carrying on business earned in a 
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particular province or country other than Canada is deemed to be 
that proportion of the individual’s income for the year that 


(a) the individual’s income for the year from carrying on busi- 
ness in the particular province. or. country as otherwise 
determined 


is of Te 
(b) that total. 


History: Subsec. 2606(1) amended by P.C. 2009-1869, s. 9, November 19, 2009, Can- 
ada Gazette, Part II, December 9, 2009, applicable to 1998. et seq. 


(2) [Part-year residents] — If section 114 of the Act applies in 
respect of an individual for a taxation year, the following rules 
apply: 
(a) the portion’ of subsection (1) before paragraph (a) is to be 
read.as follows in respect of the individual for the year: 


2606. (1) If, in the case of an individual to whom section 
2601 applies, the total of the amounts otherwise determined 
to be the individual’s income for a taxation year from car- 
rying on business that is earned in all provinces and coun- 
tries other than Canada is greater than the individual’s taxa- 
ble income for the year, the individual’s income for the 
year from carrying on business earned in a particular prov- 
ince or country other than Canada is deemed to be that pro- 
. portion of the individual’s taxable income for the year that 


(b) for the purpose of this Part, the individual’s income for the 
year from carrying on a business in any place shall be computed 
by reference only to the income from that business that is in- 
cluded in computing the individual’s taxable income for the 
year. 


History: Subsec. 2606(2) amended by P.C. 2009-1869; s. 9, November 19, 2009, Can- 
ada Gazette, Part Il, December 9, 2009, applicable to 1998 et seq. 


(3) For the purposes of sections 2603 to 2605, where an individual’s 
taxable income for the taxation year is computed in accordance with 
section 115 of the Act 


(a) a reference to a “business” shall be deemed to refer only to a 
business that was wholly or partly carried on in Canada; 


(b) a reference to “income for the year from carrying on busi- 
ness” shall be deemed to refer only to income for the year from 
carrying on a business in Canada as determined for the purposes 
of section 115 of the Act; 


(c) a reference to “salaries and wages paid in the year’ shall be 
deemed to be a reference to salaries and wages paid;to employ- 
ees of his permanent establishments in Canada; and 


(d) a reference to “total gross revenue for the year’ from the 

business shall,be deemed to be a reference to total gross revenue 

reasonably attributable to his permanent establishments in 
_. Canada. 
Definitions [Reg. 2606]: “amount”, “business” —ITA 248(1); “Canada” — ITA 
255, Interpretation Act 35(1); “maploven, “gross revenue” —ITA 248(1); “his in- 
come for the taxation year’ — Reg. 2606(2); “individual” — ITA. 248(1);. “permanent 
establishment” — Reg. 2600(2); “province” — Interpretation Act 35(1); “taxable in- 
come” — ITA 248(1); “taxation year” — ITA 249. 


2607. Dual’ residence — Where an individual was resident in 
more than one province on ‘the last day of the taxation year, for the 
purposes of this Part, he shall be deemed to have resided on that day 
only in that province which may reasonably be regarded as his.prin- 
cipal place of residence. 

Definitions: “individual” — ITA ..248(1);. “province” — Interpretation, Act 35(1); 
“resident” — ITA 250; “taxation year” — ITA 249. 


Interpretation Bulletins: IT-221R3: Determination of an individual’s residence. sta- 
tus; IT-447: Residence of a trust or estate. 


2608. SIFT trusts — For the purposes of this Part, if the indivi- 
dual is a SIFT trust, a reference to income earned in a taxation year 
shall be read as a reference to the amount that would, if this Part 
were read without reference to this section, be the amount, if any, 
by: which its income for the taxation year exceeds its taxable SIFT 
trust distributions for the taxation ‘year. 
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History: S. 2608 added by 2007, c. 29, s. 31, deemed to have come into’ force on 
October 31, 2006. 


Definitions [Reg. 2608]: “amount”, “individual” —ITA 248(1); “SIFT trust” — 
ITA 122.1(1), (2), 248(1); “taxable SIFT trust distributions” —ITA 122(3); “taxation 
year’ —ITA 249; “trust” —ITA 104(1), 248(1), (3). 


PART XXVII — GROUP TERM LIFE 
INSURANCE BENEFITS 


History: Part XXVII added by P.C.: 1997-1623, s. 1, November 6, 1997, Canada Ga- 
zette, Part Il, November 26, 1997, s. 2700 applicable to 1994 et seg. Ss. 2701 to 2704 
applicable with respect to insurance provided in respect of periods that are after June 
1994 except that, in their application with respect to insurance provided in respect of 
periods that are in 1994 and after June 1994, 


(a) the opening words of para. 2701(1)(c) shall be read as follows; 


(c) the total of all sales and excise taxes payable in respect of premiums paid 
under the policy in 1994 and after June 1994 for insurance on the life of the 
taxpayer, other than 


(b) the part of subpara. 2702(1)(b)(i) before the formula shall be read as follows: 


(i) the total of all amounts each of which is, for a day in the year 1994 that is 
after June 1994 on which term insurance is in effect under the policy on the 
taxpayer’s life, the amount determined by the formula 
and 
(c) subpara. 2702(1)(b)(ii) shall be read as follows: 

(ii) the total amount paid by the taxpayer in respect of term insurance under 
the policy on the taxpayer’s life in respect of the period in the year 1994 that 
is after June 1994. 


and s. 2705 applicable with respect to insurance that is provided in respect of periods 
that are in 1994 and before July 1994, 


Former Part XXVII revoked by P.C. 1991-2540, s. 5, December 16, 1991, Canada 


Gazette, Part II, January 15, 1992, applicable to taxation years commencing after 1990. 


The heading to former Part XX VII amended by the said P.C. 1991-2540, s. 8, applica- 
ble after 1985. 


Former Part XXVII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


2700. Interpretation — (1) Definitions — The definitions in this 
subsection apply in this Part. 


“lump-sum premium” in relation to a group term life insurance 
policy means a premium for insurance under the policy on the life 
of an individual where all or part of the premium is for insurance 
that is (or would be if the individual survived) in respect of a period 
that ends more than 13 months after the earlier of the day on which 
the premium becomes payable and the day on which it is paid. 


“paid-up premium” in relation to a group term life insurance pol- 
icy means a premium for insurance under the policy on the life of 
an individual where the insurance is for the remainder of the life- 
time of the individual and no further premiums will be payable for 
the insurance. 


“premium category” in relation to term insurance provided under 
a group term life insurance policy means, 


(a) where the premium rate applicable in respect of term insur- 
ance on the life of an individual depends. on the group to which 
the individual belongs, any of the groups for which a premium 
rate is established, and 


(b) in any other case, all individuals on whose lives term insur- 
ance is in effect under the policy, 


and, for the purpose of this definition, a single premium rate is 


deemed to apply for all term insurance under a policy in respect of | 


periods in 1994, and where individuals are divided into separate 


groups solely on the basis of their age, sex, or both, the groups are © 


deemed to be a single group for which a premium rate is 
established. 


“term insurance” in relation to an individual and a group term life 
insurance policy means insurance under the policy on the life of the 
individual, other than insurance in respect of which a lump-sum 
premium has become payable or been paid. 
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(2) Accidental death insurance — For greater certainty, a pre- 
mium for insurance on the life of an individual does not include an 
amount for accidental death insurance. 
Definitions [Reg. 2700]: “amount”, “group term life insurance policy”, “indivi- 
dual” — ITA 248(1); “lump-sum premium” — Reg. 2700(1); “month” — Interpreta- 
tion Act 35(1); “term insurance” — Reg. 2700(1). 


2701. Prescribed benefit — (1) Subject to subsection (2), for the 
purpose of subsection 6(4) of the Act, the amount prescribed for a 
taxation year in respect of insurance under a group term life insur- 
ance policy on the life of a taxpayer is the total of 


(a) the taxpayer’s term insurance benefit under the policy for the 
calendar year in which the taxation year ends, 


(b) the taxpayer’s prepaid insurance benefit under the policy for 
that calendar year, and 


(c) the total of all sales and excise taxes payable in respect of 
premiums paid under the policy in that calendar year for insur- 
ance on the life of the taxpayer, other than 


(i) taxes paid, directly or by way of reimbursement, by the 
taxpayer, and 

(ii) taxes in respect of premiums for term. insurance that, if 
the taxpayer were to die, would be paid otherwise than 


(A) to the taxpayer, 
(B) for the benefit of the taxpayer, 


(C) as a benefit that the taxpayer desired to have con- 
ferred on any person. 


Related Provisions: ITA 139.1(15)—Effect of demutualization of insurance 
corporation. 


(2) Bankrupt individual — Where a taxpayer who has become a 
bankrupt has two taxation years ending in a calendar year, for the 
purpose of subsection 6(4) of the Act, the amount prescribed for the 
first taxation year in respect of insurance under a group term life 
insurance policy on the life of the taxpayer is nil. 
Definitions [Reg. 2701]: “amount”, “bankrupt” — ITA.248(1); “calendar, year” — 
Interpretation Act 37(1)(a); “group term life insurance policy”, “person” —ITA 
248(1); “prepaid insurance benefit” — Reg. 2703(1); “prescribed” —ITA 248(1); 
“taxation year” —ITA 249; “taxpayer” —ITA 248(1); “term insurance” — Reg. 
2700(1); “term insurance benefit” — Reg. 2702(1). 


2702. Term insurance benefit — (1) Amount of benefit — 
Subject to section 2704, for the purpose of paragraph 2701(1)(a), a 
taxpayer’s term insurance benefit under a group term life insurance 
policy for a calendar year is 


(a) where 


(1) the policyholder elects to determine, under this paragraph, 
the. term insurance benefit for the year of each individual 
whose life is insured under the policy, 


(ii) no premium rate that applies for term insurance provided 
under the policy on the life of an individual in respect of the 
year depends on the age or sex of the individual, 


(iii) no amounts are payable under the policy for term insur- 
ance on the lives of individuals in respect of the year other 
than premiums payable on a regular basis that are based on - 
the amount of term insurance in force in the year for each 
individual, and 


(iv) the year is after 1995, 
the amount determined by the formula 


AB 
where 


A. is the total of the premiums payable for term insurance pro- 
vided under the policy on the taxpayer’s ‘life:in respect of 
periods in the year, to the extent that each such premium is in 
respect of term insurance that, if the taxpayer died in: the 
year, would be paid to or for the benefit of the taxpayer or as 
a benefit that the taxpayer desired to have conferred on any 
person, and 
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B is the total amount paid by the taxpayer in respect of term 
insurance under the policy on the taxpayer’s life in respect of 
the year; and 


(b) in any other case, the amount, if any, by which 


(i) the total of all amounts each of which is, for a day in the 
year on which term insurance is in effect under the policy on 
the taxpayer’s life, the amount determined by the formula 


AXB 
where 


A is the amount of term insurance in effect on that day 
under the policy on the taxpayer’s life; except the portion, 
if any, of the amount that, if the taxpayer were to die on 
that day, would be paid otherwise than" 


(A) to the taxpayer, 
(B) to benefit of the taxpayer, or 


(C) as a benefit that the taxpayer desired to have con- 
ferred on any person, and 


B. is the average daily cost of insurance for the year for the 
premium category in which the taxpayer is included on 
that day 


exceeds 


(ii) the total amount paid by the taxpayer in respect of. term 

insurance under the policy on the taxpayer’s life in respect of 

the year. 
Related Provisions: ITA 144.1(10) — Employee contributions to employee life and 


health trust deemed, to be payment of group life insurance premiums if so identified; 
ITA 257 — Negative amounts in formulas. 


(2) Average daily cost of insurance — The average daily cost 
of insurance under a group term life insurance policy for a calendar 
year for a premium category is 


(a) subject to paragraph (b), the amount determined by the 
formula 


(A +B-C) 
D 
where 


A is the total of the premiums payable for term insurance pro- 
vided under the policy on the lives of individuals in respect 
of periods in the year while they are in the premium 
category, 


B is the total of the amounts paid in the year under the policy 
for term insurance in respect of periods in preceding’ years 
(other than amounts that have otherwise been taken into ac- 
count for the purpose of subsection 6(4) of the Act), to the 
extent that the total can reasonably be considered to relate to 
term insurance provided on the lives of individuals in the 
premium category, 


C is the total: amount of policy dividends and experience rating 
refunds paid in the year under the policy and not distributed 
to individuals whose lives are insured under the policy, to the 
extent that the total can reasonably be considered to relate.to 
term insurance provided on the lives of individuals in: the 
premium category, and 

D is the total of all amounts each of which is the amount of 
term insurance in force on a day in the year on the lives of 
individuals in the premium category on that day; or 


(b) the amount that the policyholder determines using a reasona- 
ble method that is substantially similar to the method set out in 
paragraph (a). 

Related Provisions: ITA 257 — Negative amounts in formulas. 


(3) Survivor income benefits — For the purposes of this sec- 
tion, where the proceeds of term insurance on the life of an indivi- 
dual are payable in the form of periodic payments, and the periodic 
payments are not an optional form of settlement. of a lump-sum 
amount, the amount of term insurance in effect on the individual’s 


Reg. 
S. 2704(2) 


life on any day is the present value, on that day, of the periodic 
payments that would be made if the individual were to die on that 


(4) Determination of present value — For the purpose of sub- 
section (3), the present value on a day in a calendar year 


(a) shall be determined using assumptions that are reasonable at 
some time in the year; and 


(b) may be determined assuming that an individual on whose life 
the present value depends is the same age on that day as on an- 
other day in the year. 


Definitions [Reg.! 2702]: “amount” — ITA 248(1); “amount of term insurance” — 
Reg; 2702(3); “calendar year’ — Interpretation Act 37(1)(a); “dividend”, “group term 


life insurance policy’, “individual”, “person” — ITA 248(1); “premium category” — 
Reg. 2700(1); “present value” — Reg. 2702(4); “taxpayer” — ITA 248(1); “term insur- 


ance” — Reg. 2700(1). 


2703. Prepaid insurance benefit — (1) Amount of benefit — 
Subject to section 2704, for the purpose of paragraph 2701(1)(b), a 
taxpayer’s prepaid insurance benefit under a group term life insur- 
ance policy for a calendar year is 


(a) where the taxpayer is alive at the end of the year, the total of 
all amounts each of which is 


(i) a lump-sum premium (other than the taxpayer portion) 
paid in the year and after February 1994 in respect of insur- 
ance under the policy on the life of the taxpayer, other than a 
paid-up premium paid before 1997, or 

(ii) '/4 of a paid-up premium (other than the taxpayer portion) 
in respect of insurance under the policy on the life of the tax- 
payer that was paid 


(A) after February 1994 and before 1997, and 
(B) in the year or one of the two preceding years; and 


(b) where the taxpayer died after June 1994 and in the year, the 
amount, if any, by which 


(1) the total of all amounts each of which is‘a lump-sum pre- 
mium (other than the taxpayer portion) paid under the policy 
after February 1994 in respect of insurance on the life of the 
taxpayer 

exceeds 


(ii) the portion of that total that was included in computing 
the taxpayer’s prepaid insurance benefit under the policy for 
preceding years. 

Related Provisions: ITA 18(9.01) — Matching deduction for employer. 


(2) Taxpayer portion of premiums — For the purpose of sub- 
section (1), the taxpayer portion of a premium is the portion, if any, 
of the premium that the taxpayer paid, either directly or by way of 
reimbursement. 

Related Provisions: ITA 144.1(10) — Employee contributions to employee life and 
health trust deemed to be payment. of group life insurance premiums if so identified. 
Definitions [Reg. 2703]: “amount” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “group term life insurance policy” — ITA 248(1); “lump-sum premium”, 
“paid-up premium” — Reg. 2700(1); “portion” — Reg. 2703(2); “taxpayer” — ITA 
248(1). 


2704. Employee-paid insurance — (1) For the purpose of sub- 
section 2701(1), where the full cost of insurance under a group term 
life insurance policy in a calendar year is borne by the individuals 
whose lives are insured under the policy, each individual’s term in- 
surance benefit and prepaid insurance benefit under the policy. for 
the year is deemed to be nil. 


Related Provisions: ITA 144.1(10) — Employee contributions:to employee life and 
health trust deemed to be payment of group life insurance premiums if so identified. 


(2) Where the premiums for part of the life insurance (in this sub- 
section referred to as the “additional insurance’’) under a group term 
life insurance policy are determined separately, from the. premiums 
for the rest of the life insurance under the policy, and it is reasona- 
ble to consider that the individuals on whose lives the additional 
insurance is provided bear the full cost of the additional insurance, 
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the additional insurance, the premiums, policy dividends and expe- 
rience rating refunds in respect of that insurance, and the amounts 
paid in respect of that insurance by the individuals whose lives are 
insured, shall not be taken into account for the purposes of this Part. 
Definitions [Reg. 2704]: “additional insurance” — Reg. 2704(2); “amount” — ITA 
248(1); “calendar year” — Interpretation Act 37(1)(a); “dividend”, “group term life in- 
surance policy”, “individual” — ITA 248(1); “term insurance” — Reg. 2700(1). 


2705. Prescribed premium and insurance — For the purpose 
of subsection 6(4) of the Act, as it applies to insurance provided in 
respect of periods that are in 1994 and before July 1994, 


(a) a lump-sum premium paid under a group term life insurance 
policy after February 1994 in respect of an individual who is 
alive at the end of June 1994 is a prescribed premium; and 


(b) insurance in respect of which a premium referred to in para- 
graph (a) is paid is prescribed insurance. 
Definitions [Reg. 2705]: “group term life insurance policy”, “individual” —ITA 
248(1); “lump-sum premium” — Reg. 2700(1); “prescribed” — ITA 248(1). 


PART XXVIII — ELECTION IN RESPECT OF 
ACCUMULATING INCOME OF TRUSTS 


History: Part XXVIII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part Il, August 8, 1979. 


2800. [Preferred beneficiary election] —(1) Any. election 
under subsection 104(14) of the Act in respect of a taxation year 
shall be made by filing with the Minister a written statement 


(a) in which the election in respect of the year is made; 


(b) in which is designated the part of the accumulating income 
in respect of which the election is being made; and 


(c) that is signed by the preferred beneficiary and a trustee hav- 
ing the authority to make the election. 


(2) The statement shall be filed within 90 days after the end of the 
trust’s taxation year in respect of which the election referred to in 
subsection (1) is made. 

Related Provisions [Reg. 2800]: ITA 104(14.01) — Extension of filing deadline 
where capital gains election filed; Reg. 2800(2.1) — Deadline when capital gains ex- 
emption election filed for 1994. 


History: S. 2800 substituted by P.C. 2007-849, s. 1, May 31, 2007, Canada Gazette, 
Part II, June 13, 2007, in force June 13, 2007. 


Former subsec. 2800(2.1) added by P.C. 2001-806, s. 1, May 2, 2001, Canada Gazette, 
Part Il, May 23, 2001, applicable to trust taxation years that include February 22, 1994, 
Definitions [Reg. 2800]: “amount” — ITA 248(1); “entitled to share in the accumu- 
lating income of the trust” — Reg. 2800(4); “individual”, “Minister”, “property”, 
“share” — ITA 248(1); “taxation year’ —ITA 249: “trust” — ITA 104(1), 248(1), (3). 
Interpretation Bulletins: IT-394R2: Preferred beneficiary election. 


PART XXIX — SCIENTIFIC RESEARCH AND 
EXPERIMENTAL DEVELOPMENT 


History: The heading to Part XXIX amended by P.C. 1986-2770, para. 3(a), Decem- 
ber 11, 1986, Canada Gazette, Part Il, December 24, 1986, applicable to expenditures 
made in taxation years ending after May 23, 1985. 


Part XXIX was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part II, August 8, 1979. 


2900. (1) [Repealed] 


History: Subsec. 2900(1) repealed by P.C. 2000-1095, subsec. 1(2), July 27, 2000, 
Canada Gazette, Part II, August 16, 2000, applicable to work performed after February 
27, 1995 except that, for the purposes of paras. 149(1)G) and (8)(b) of the Act, the 
repeal does not apply to work performed pursuant to an agreement in writing made by 
the taxpayer before February 28, 1995. (See now ITA 248(1) “scientific research and 
experimental development”.) 


The opening words of subsec. 2900(1) amended by P.C. 2000-1095, subsec. 1(2), July 
27, 2000, Canada Gazette, Part Il, August 16, 2000, applicable to 1995 et seq. 
Subsec. 2900(1) amended by P.C. 1995-16, subsec. 1(1), January 11, 1995, Canada 


Gazette, Part II, January 25, 1995, applicable to taxation years ending after December 
2971992: 


Income Tax Regulations 


That portion of s. 2900 preceding para. (a) amended and s. 2900 renumbered as subsec. 
2900(1), by P.C. 1986-2770, para. 3(a), December 11, 1986, Canada Gazette, Part II, 
December 24, 1986, applicable to expenditures made in taxation years ending after 
May 23, 1985. 


All that portion of s. 2900 preceding para. (a) substituted by P.C. 1978-2917, s. 1, 
September 27, 1978, Canada Gazette, Part Il, October 11, 1978, effective for the pe- 
riod commencing with a taxation year ending after 1977. 


Selected Cases [Reg. 2900(1)]: Développements de Systémes Spécialisés M.T.P.C. 
Inc. v. R., [2000] 2 C.T.C. 2031 (TCC) (Working on computer programs not scientific 
research); Hun-Medipharma Research Inc. v. R., [1999] 1 C.T.C. 2800 (TCC) (Not 
necessary for SR&ED that there be both analysis and experimentation). 


(2) For the purposes of clause 37(8)(a)(i)(B) and subclause 
37(8)(a)Gi)(A)UD, of the Act, the following expenditures are di- 
rectly attributable to the prosecution of scientific research and ex- 
perimental development: 


(a) the cost of materials consumed or transformed in such 
prosecution; 


(b) where an employee directly undertakes, supervises or sup- 
ports such prosecution, the portion of the amount incurred for 
salary or wages of the employee that can reasonably be consid- 
ered to be in respect of such prosecution; and 


(c) other expenditures, or those portions of other expenditures, 
that are directly related to such prosecution and that would not 
have been incurred if such prosecution had not occurred. 


Related Provisions: ITA 127(27) — ITC recapture. 


History: Para. 2900(2)(a) amended by P.C. 2000-1095, subsec. 1(3), July 27, 2000, 
Canada Gazette, Part II, August 16, 2000, applicable to costs incurred after February 
23, 1998. 


The opening words of subsec. 2900(2) and paras. 2900(2)(b) and (c) amended DY P.C. 
1995-16, subsecs. 1(2) and (3), January 11, 1995, Canada Gazette, Part II, January 25, 
1995. The amendment to the opening words is applicable to taxation years ending after 
December 2, 1992; paras. 2900(2)(b) and (c) applicable to 1990 et seq. 


Subsec. 2900(2) added by P.C. 1986-2770, s. 4, December 11, 1986, Canada Gazette, 
Part II, December 24, 1986, applicable to expenditures made in taxation years ending 
after May 23, 1985. 


Selected Cases [Reg. 2900(2)]: Consoltex Inc. v. R., [1997] 2 C.T.C. 2846 (TCC) 
(Cost of yarn used for scientific research fell within provision). 


Information Circulars: See at end of Reg. 2900. 


Application Policies: SR&ED 96-06: Directly undertaking, supervising or support- 
ing “directly engaged” SR&ED salary and wages; SR&ED 2000-01: Cost of materials: 
SR&ED 2002-01: Expenditures incurred for administrative salaries or wages — “di- 
rectly related” test; SR&ED 2002-02R2: Experimental production and commercial pro- 
duction with experimental development work — allowable SR&ED expenditures; 
SR&ED 2004-03: Filing requirements for claiming SR&ED carried out in Canada. 


(3) For the purposes of subclause 37(8)(a)(ii)(A)(ID) of the Act, the 
following expenditures are directly attributable to the provision of 
premises, facilities or equipment for the prosecution of scientific re- 
search and experimental development: 


(a) the cost of the maintenance and upkeep of such premises, 
facilities or equipment; and 


(b) other expenditures, or those portions of other expenditures, 
that are directly related to that provision and that would not have 
been incurred if those premises or facilities or that'equipment 
had not existed. 
History: The opening words of subsec. 2900(3) and para. 2900(3)(b) amended by P.C. . 
1995-16, subsecs. 1(4) and (5), January 11, 1995, Canada Gazette, Part II, January 25, 


1995. The amendment to the opening words is applicable to taxation years ending after 
December 2, 1992; para. 2900(3)(b) applicable to 1990 et seq. 


Subsec, 2900(3) added by P.C. 1986-2770, s. 4, December 11, 1986, Canada Gazette, 
Part Il, December 24, 1986, applicable to expenditures made in taxation years ending 
after May 23, 1985. 


(4) For the purposes of the definition “qualified expenditure” in 
subsection 127(9) of the Act, the prescribed proxy amount of.a tax- 
payer for a taxation year, in respect of a business, in respect of 
which the taxpayer elects under clause 37(8)(a)(ii)(B) of the Act is 
65% of the total of all amounts each of which is that portion of the 
amount incurred in the year by the taxpayer in respect of salary or 
wages of an employee of the taxpayer who is directly engaged in 
scientific research and experimental development carried on in Can- 
ada that can reasonably be considered to relate to the scientific re- 
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search and experimental development having regard to the time 
spent by the employee on the scientific research and experimental 
development. 

Related Provisions: ITA 37(1.3) — SR&ED within 200 nautical miles offshore is 


deemed done in Canada; Reg. 2900(5)-(7) — Additional rules re prescribed proxy 
amount; Reg. 2900(9) — Benefits and bonuses excluded from wages. 


History: Subsec. 2900(4) amended by P.C. 1995-16, subsec. 1(6), January. 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable to taxation years ending after 
December 2, 1992. 


Subsec. 2900(4) added by P.C. 1986-2770, s. 4, December 11, 1986, Canada Gazette, 
Part II, December 24, 1986, applicable to expenditures made in taxation years ending 
after May 23, 1985. 


Application Policies: SR&ED 96-06: Directly undertaking, supervising or support- 
ing “directly engaged”:SR&ED salary and wages. 


(5) Subject to subsections (6) to (8); where in subsection (4) the 
portion of an expenditure is all or substantially all of the expendi- 
ture, that portion shall be replaced by the amount of the 
expenditure. 

History: Subsec. 2900(5) added by P.C. 1995-16, subsec. 1(6), January 11, 1995, Can- 


ada Gazette, Part II, January 25, 1995, applicable to taxation years ending after Decem- 
ber 2, 1992. 


Application Policies: SR&ED 96-06: Directly undertaking, supervising or support- 
ing “directly engaged” SR&ED salary and wages. 


(6) The amount determined under subsection (4) as the prescribed 
proxy amount of a taxpayer for a taxation year in respect of a busi- 
ness shall not exceed the amount, if any, by which 


(a) the total of all amounts deducted in computing the taxpayer’s 
income for the year from the business, 


exceeds the total of all amounts each of which is 


(b) an amount deducted in computing the income of the taxpayer 
for the year from the business under any of sections 20, 24, 26, 
30, 32, 37, 66 to 66.8 and 104 of the Act, or 


(c) an amount incurred by the taxpayer in the year in respect of 

any outlay or expense made or incurred for the use of, or the 

right to use, a building other than a special-purpose building. 
History: Subsec. 2900(6) added by P.C. 1995-16, subsec. 1(6), January 11, 1995, Can- 


ada Gazette, Part II, January 25, 1995, applicable to taxation years ending after Decem- 
ber 2, 1992. 


(7) In determining the prescribed proxy amount of a taxpayer for a 
taxation year, the portion of the amount incurred in the year by the 
taxpayer in respect of salary or wages of a specified employee of 
the taxpayer that is included in computing the total described in 
subsection (4) shall not exceed the lesser of 


(a) 75% of the amount incurred by the taxpayer in the year in 
respect of salary or wages of the employee, and 
(b) the amount determined by the formula 


B 
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where 


A is the Year’s Maximum Pensionable Earnings (as determined 
under section 18 of the Canada Pension Plan) for the calen- 
dar year in which the taxation year ends, and 


Bis the number of days in the taxation year in which the em- 
ployee is an employee of the taxpayer. 
Related Provisions: Reg: 2900(9) — Benefits and bonuses excluded from wages. 


History: Subsec. 2900(7) added by P.C. 1995-16, subsec. 1(6), January 11, 1995, Can- 
ada Gazette, Part Il, January 25, 1995, applicable to taxation years ending after Decem- 
ber 2, 1992. 


(8) Where 
(a) a taxpayer is a corporation, 


(b) the taxpayer employs in a taxation year ending in a calendar 
year an individual who is a specified employee of the taxpayer, 


(c) the taxpayer is associated with another corporation (referred 
to as the “associated corporation’”’) in a taxation year of the asso- 
ciated corporation ending in the calendar year, and 


Reg. 
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(d) the individual is an employee of the associated corporation in 
the taxation year of the associated corporation ending in the cal- 
endar year, 


the total of all amounts that may be included in computing the total 
described in subsection (4) in respect of salaries or wages of the 
individual by the taxpayer in its taxation year ending in the calendar 
year and by all associated corporations in their taxation years end- 
ing in the calendar year shall not exceed the amount that is 2.5 
times the Year’s Maximum Pensionable Earnings (as determined 
under section 18 of the Canada Pension Plan) for the calendar year. 
History: Subsec. 2900(8) added by P.C. 1995-16, subsec. 1(6), January 11, 1995, Can- 
ada Gazette, Part Il, January 25, 1995, applicable to taxation years ending after Decem- 
ber 2, 1992. 


(9) For the purposes of subsections (4) and (7), an amount incurred 
in respect of salary or wages of an employee in a taxation year 
does not include 


(a) an amount described in section 6 or 7 of the Act;: 


(b) an amount deemed under subsection 78(4) of the Act to have 
been incurred; 


(c) bonuses; or 
(d) remuneration based on profits. 


History: Subsec. 2900(9) added by P.C. 1995-16, subsec. 1(6), January 11, 1995, Can- 
ada Gazette, Part Il, January 25, 1995, applicable to taxation years ending after Decem- 
ber 2; 1992. 


Application Policies: SR&ED 96-06: Directly undertaking, supervising or support- 
ing “directly engaged” SR&ED salary and wages. 


(10) For. the purpose of subsection (8), 
(a) an individual related to a particular corporation, and 


(b) a partnership any member of which is an individual related 
to a particular corporation or is a corporation associated with a 
particular corporation, 


shall, be deemed: to be a corporation associated with the particular 
corporation. 
History: Subsec. 2900(10) added. by P.C. 1995-16, subsec. 1(6), January 11, 1995, 


Canada Gazette, Part Il, January 25, 1995, applicable to taxation years ending after 
December 2, 1992. 


(11) The depreciable property of a taxpayer that is prescribed for 
the purposes of the definition “first term shared-use-equipment” in 
subsection 127(9) of the Act is 


(a) a building of the taxpayer; 
(b) a leasehold interest of the taxpayer in a, building; 


(c) a property of the taxpayer if, at the time it was acquired by 
the taxpayer, the taxpayer or a person related to the taxpayer in- 
tended that it would be used in the prosecution of scientific re- 
search and experimental development during the assembly, con- 
struction or commissioning of .a: facility, plant or line for 
commercial manufacturing, commercial processing or other 
commercial purposes (other than scientific research and experi- 
mental development) and intended 


(i) that it would be used during its operating time in its ex- 
pected useful life primarily for purposes other than scientific 
research and experimental development, or 


(ii) that its value would be consumed primarily in activities 
other than scientific research and experimental development; 
and 


(d) part of a property of the taxpayer if, at the time the part was 
acquired by the taxpayer, the taxpayer or a person related to the 
taxpayer intended that the part would be used in the prosecution 
of scientific research and experimental development during the 
assembly, construction or commissioning of a facility, plant or 
line for commercial manufacturing, commercial processing or 
other commercial, purposes (other than.scientific research and 
experimental development), and intended 


(i) that it would be used during its operating time in its ex- 
pected useful life primarily for purposes other than scientific 
research and experimental development, or 
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(ii) that its value would be consumed primarily in activities 
other than scientific research and experimental development. 
History [Reg. 2900(11)]: Subsec. 2900(11) added by P.C. 1995-16, subsec. 1(6), 


January 11, 1995, Canada Gazette, Part II, January 25, 1995, applicable to property 
acquired after December 2, 1992. 


Application Policies: SR&ED 96-07: Prototypes, custom products/commercial as- 
sets, pilot plants and experimental production; SR&ED 2004-03: Filing requirements 
for claiming SR&ED carried out in Canada; SR&ED 2005-01: Shared-used equipment. 


Selected Cases [Reg. 2900]: C.W. Agencies Inc. v. R., [2000] 4 C.T.C. 2272 (TCC) 
(Computer software expenditures were not. SR&ED); RIS-Christie v. R., [1999] 1 
C.T.C. 132 (FCA); rev’g [1996] 3 C.T.C. 2827 (TCC) (Failure to adduce documentary 
evidence of research not necessarily fatal); Northwest Hydraulic Consultants Ltd. v. R., 
[1998] 3 C.T.C. 2520 (TCC) (Court approved criteria in IC 86-4R3 as indicative of 
SR&ED). 

Definitions [Reg. 2900]: “amount” —ITA 248(1); “amount incurred” — Reg. 
2900(9); “associated” —Reg. 2900(10)(b);. “associated corporation” — Reg. 
2900(8)(c); “business” — ITA 248(1); “calendar year” — Interpretation Act 37(1)(a); 
“Canada” — ITA 37(1.3), 255, Interpretation Act 35(1); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “depreciable property” —ITA 13(21), 248(1); “employee”, 
“individual”, “mineral” —ITA 248(1); “person”, “prescribed”, “property” — ITA 
248(1); “related” — ITA 251(2)-(6); “salary or wages” —ITA 248(1), Reg. 2900(9); 
“scientific research and experimental development” — Reg. 2900(1); “specified em- 
ployee” — ITA 248(1); “taxation year’ —ITA 249; “taxpayer” —ITA 248(1); “total 
of all amounts” — Reg. 2900(8). 

Interpretation Bulletins [Reg. 2900]: IT-151R5: Scientific research and experi- 
mental development expenditures. 


Information Circulars [Reg. 2900]: 86-4R3: Scientific research and experimental 
development; 94-2: Machinery and equipment industry application paper; 97-1: 
SR&ED — Administrative guidelines for software development. 


2901. Prescribed expenditures — For the purposes’ of para- 
graph 37.1(5)(c) [37.1(5)‘qualified expenditure’”’] of the Act, a pre- 
scribed expenditure is 


(a) an expenditure of a current nature incurred by a corporation 
in respect of 


(i) the general administration or management of a business, 
including 


(A) administrative salary or wages and related benefits in 
respect of a person whose duties are not all or substan- 
tially all directed to the prosecution of scientific research 
and experimental development, except to the extent that 
such expenditure is described in subsection 2900(2) or 
(3), 


(B) a legal or accounting fee, 


(C) an amount described in any of paragraphs 20(1)(c) to 
(g) of the Act, 


(D) an entertainment expense, 
(E) an advertising or selling expense, 
(F) a convention expense, 


(G) a due or fee in respect of membership in a scientific 
or technical society or organization, and 


(H) a fine or penalty, or 


(ii) the maintenance and upkeep of premises, facilities or 
equipment to the extent that such expenditure is not attributa- 
ble to the prosecution of scientific research and experimental 
development, 


except any such expenditure incurred by a corporation that de- 
rives all or substantially all of its revenue from the prosecution 
of scientific research and experimental development or the sale 
of rights in or arising out of scientific research and experimental 
development carried on by it; 


(b) an expenditure of a capital nature incurred by a corporation 
in respect of 


(i) the acquisition of property, except any such expenditure 
that was incurred for and was all or substantially all attributa- 
ble to the prosecution, or to the provision of premises, facili- 
ties or equipment for the prosecution, of scientific research 
and experimental development, or 


Income Tax Regulations 


(ii) the acquisition of property that is qualified property 

within the meaning assigned by subsection 127(9) of the Act; 
(c) an expenditure made to acquire rights in, or arising out of, 
scientific research and experimental development; or’ 


(d) an expenditure on scientific research and experimental devel- 
opment in respect of which an amount is deductible under sec- 
tion 110 of the Act. 
History: That portion of para. 2901(a) following cl. (i)(H) and paras. 2901(b), (c), (d) 
amended, and cl. 2901(a)(i)(A) and subparas, 2901(b)(i), (ii) substituted, by P.C. 1986- 
2770, paras. 3(c), (d) and s. 5, December 11, 1986, Canada Gazette, Part II, December 
24, 1986, applicable to expenditures made in taxation years ending after May 23, 1985. 


Cl. 2901(a)(i)(C) substituted by P.C. 1986-1048, s. 2, May 1, 1986, Canada Gazette, 
Part II, May 14, 1986, applicable to bills drawn after June 1984. 


S. 2901 added by P.C. 1978-2917, s. 2, September 27, 1978, Canada Gazette, Part II, 
October 11, 1978, effective for the period commencing witha taxation year ending 
after 1977. 


Definitions [Reg. 2901]: “amount”, “business” —ITA 248(1); “corporation” 
ITA 248(1), Interpretation Act 35(1); “person”, “prescribed”, “property” — ITA 
248(1); “related” — ITA 251(2)(6); “salary or wages” —ITA 248(1); “scientific re- 
search and experimental development” — Reg. 2900(1). 

Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


2902. For the purposes of the definition “qualified expenditure” in 
subsection 127(9) of the Act, a prescribed expenditure is 


(a) an expenditure of a current nature incurred by a taxpayer in 
respect of 


(i) the general administration or management of a business, 
including 
(A) administrative salary or wages and related benefits in 
respect of a person whose duties are not all or substan- 
tially all directed to the prosecution of scientific research 
and experimental development, except to the extent that 
such expenditure is described in subsection 2900(2) or 
(3), 
(B) a legal or accounting fee, 


(C) an amount described in any of paragraphs.20(1)(c) to 
(g) of the Act, 


(D) an entertainment expense, 
(E) an advertising or selling expense, 
(F) a conference or convention expense, 


(G) a due or fee in respect of membership in a scientific 
or technical society or organization, and 


(H) a fine or penalty, or 


(ii) the maintenance and upkeep of premises, facilities or 
equipment to the extent that such expenditure is not attributa- 
ble to the prosecution of scientific research and experimental — 
development; 


(b) an expenditure of a capital nature incurred by a taxpayer in 
respect of 


(i) the acquisition of property, except any such expenditure 
that at the time it was incurred 


(A) was for first term shared-use-equipment or second - 
term shared-use-equipment, or 


(B) was for the provision of premises, facilities or equip- 
ment if, at the time of the acquisition of the premises, fa- 
cilities or equipment, it was intended 


(I) that the premises, facilities or equipment would be 
used during all or substantially all of the operating 
time of the premises, facilities or equipment in the ex- 
pected useful life of the premises, facilities or equip- 
ment for the prosecution of scientific research and ex- 
perimental development in Canada, or 


(II) that all or substantially all of the value of the 
premises, facilities or equipment would be consumed 
in the prosecution of scientific research and experi- 
mental development in Canada, 
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(ii) the acquisition of property that is qualified “property 
within the meaning assigned by subsection 127(9) of the Acct, 
or 


(iil) the acquisition of property that has been used, or ac- 
quired for use or lease, for any purpose whatever before it 
was acquired by the taxpayer; 


(c) an expenditure made to acquire rights in, or arising out of, 
scientific research and experimental development; or 


(d) an expenditure on scientific research and experimental devel- 
opment in respect of which an amount is deductible under sec- 
tion 110.1 or section 118.1 of the Act; or 


(e€) an expenditure of a current or capital nature, to the extent 
‘that the taxpayer has received or is entitled to’ receive a reim- 
bursement in respect thereof from 


(i) a person resident in Canada, other than 


(A) Her Majesty in right of Canada ora province, 


(B) an agent of Her Majesty in LEM of Canada or a 
province, 


(C) a corporation, commission or association that is con- 
trolled, directly or indirectly in any manner whatever, by 
Her Majesty in right of Canada or a province or by an 
agent of Her Majesty in right of Canada or a province, or 


(D) a municipality. in Canada or a municipal or public 
body performing a function of government in Canada,.or 


(ii) a person not resident in Canada to the extent that the said 
reimbursement is deductible by the person in computing his 
taxable income earned in Canada for any taxation year: 


Related Provisions: ITA 37(1.3) —SR&ED within 200 nautical miles offshore is 
deemed done in Canada; ITA 256(5.1), (6.2)—— Meaning of “controlled directly ‘or 
indirectly”. 

History: Cl. 2902(a)(i)(F) amended by P.C. 1995-16, subsec. 2(1), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable to expenses incurred after Janu- 
ary 25, 1995. 

That portion. of para. 2902(a) after subpara. (ii) repealed by P.C. 1995-16, subsec. 2(2), 
January 11, 1995, Canada Gazette, Part Il, January 25, 1995, applicable to taxation 
years beginning after February 22, 1994. 


Subpara. 2902(b)(i) amended by P.C..1995-16, subsec. 2(3), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable to property acquired after December 2, 
1992. 


Para. 2902(d) substituted by P.C..1994-139,.s. 5, January 27, 1994, Canada Gazette, 
Part II, February 9, 1994, applicable to 1988 et seq. 
Subpara. 2902(b)(iii) substituted by P.C. 1988-390, s. 15, March 3, 1988, Canada Ga- 


zette, Part II, March 16, 1988, applicable in respect of property acquired after March 
16, 1988, other than property acquired after that date pursuant to the terms of an agree~ 


Reg. 
S. 3000-3002 


ment in writing to acquire the property entered into by the taxpayer on or before that 
date. 

That portion of para. 2902(a) following cl: (i)(H) and paras. 2902(b), (c), (d) amended, 
and that portion of s. 2902 preceding cl. (a)(i)(B) and subparas. 2902(b)(i), (ii) substi- 
tuted, by P.C. 1986-2770, paras 3(e), (f) and s. 6, December 11, 1986, Canada Gazette, 
Part II, December 24, 1986, applicable to expenditures made in taxation years ending 
after May 23, 1985. 


Cl. 2902(a)(i(C) substituted by P.C. 1986-1048, s. 3, May 1, 1986, Canada Gazette, 
Part II, May 14, 1986, applicable to bills drawn after June 1984. 


S. 2902 added by P.C. 1978-2917, s. 3, September 27, 1978, Canada Gazette, Part II, 
October 11,, 1978, effective for the period. commencing with the 1977, taxation year. 


Selected Cases [Reg. 2902]: Quantetics Corp. v. R., [2000] 3 C.T.C. 2397 (TCC) 
(Revenue test is a gross revenue test). 


Definitions [Reg, 2902]: “amount”, “business” — ITA 248(1); “Canada” — ITA 
37(1.3), 255, Interpretation Act. 35(1); “controlled directly or indirectly’ —ITA 
256(5.1), (6.2); “corporation” —ITA 248(1), Interpretation Act 35(1); “Her Maj- 
esty”.— Interpretation Act 35(1); “person”, “prescribed”, “property” — ITA \248(1); 
“province” — Interpretation Act 35(1); “related” —ITA 251(2)-(6); “resident in Can- 
ada” —ITA 250; “salary or wages” —ITA 248(1); “scientific research and experi- 
mental development” — Reg. 2900(1); “taxable income earned in Canada” — ITA 
248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 

Interpretation Bulletins: IT-104R2: Deductibility of fines or penalties; IT-151R5: 
Scientific research and experimental development expenditures. 


Application Policies: SR&ED 2002-01: Expenditures incurred for administrative 
salaries or wages — “directly related” test, SR&ED 2003-01: Capital property intended 
to be used all or getline! all for SR&ED. 


2903. Special-purpose buildings — For the purposes of this 
Part and paragraph 37(8)(d) of the Act, a special-purpose building 
is a building the working areas of which are designed and con- 
structed to have a displacement in any direction of not more than 
.02. micrometre and to have, per .028 cubic metre of interior 
airspace, 


(a) not more than 350 airborne particles of a size less than or 
equal to .1 micrometre in diameter and no airborne particles of a 
size greater than .1 micrometre in diameter, 


(b) not more than 75 airborne particles of a size less than or 
equal to .2 micrometre in diameter and no airborne particles of a 
size greater than .2 micrometre in diameter, 


(c) not more than 30 airborne particles of a size less than or 
equal to .3 micrometre in diameter and no airborne particles of a 
size greater than .3 micrometre in diameter, or 


(d) not more than 10 airborne particles of a size less than or 
equal to .5 micrometre in diameter and no airborne particles of a 
size greater than .5 micrometre in diameter. 
History: The opening words of s. 2903 amended by P.C. 1995-16, s. 3, January 11, 
1995, Canada Gazette, Part II, January 25, 1995, applicable to taxation years ending 
after December 2, 1992. 


S. 2903 added by P.C. 1991-2028, October 24, 1991, Canada Gazette, Part II, Novem- 
ber 6, 1991, applicable in respect of buildings that were acquired or in respect of which 
rental expenses were incurred after 1987. 


Interpretation Bulletins: IT-151R5: Scientific research and experimental deyelop- 
ment expenditures. 


PART XXX — COMMUNICATION OF 
INFORMATION 


History: The heading preceding s. 3000 of Part XXX substituted by P.C. 1985-465, 
subsec. 15(1), February 14, 1985, Canada Gazette, Part Il, March 6, 1985, effective 
commencing March 30, 1983. 


Part XXX was consolidated by the Consolidated Regulations of Canada, chapter 945; 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part Il, August 8, 1979. 


3000-3002. [Revoked] 


History: Ss. 3000-3002 revoked by P.C. 1993-1943, December 2, 1993, Canada Ga- 
zette Part Il, December 15, 1993. 


Para. 3000(b) substituted by P.C. 1991-1740, September 19, 1991, Canada Gazette 
Part II, October 9, 1991. 


- Para. 3001 (a) substituted by P.C. 1990-2780, s. 13, December 20, 1990, Canada Ga- 
| zette, Part II, January 16, 1991, applicable after March 1987. 
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S. 3002 added by P.C. 1989-1780, September 21, 1989, Canada Gazette, Part II, Octo- 
ber 11, 1989. 


S. 3001 added by P.C. 1985-465, subsec. 15(2), February 14, 1985, Canada Gazette, 
Part II, March 6, 1985, effective commencing March 30, 1983. 


3003. Prescribed laws of the province of Quebec — For the 
purposes of paragraph 122.64(2)(a) of the Act, the following are 
prescribed laws of the Province of Quebec: 


(a) An Act respecting Family Benefits, R.S.Q., c. P-19.1; 


(b) An Act respecting the Québec Pension Plan, R.S.Q., c. R-9; 
and 
(c) An Act respecting Income Support, Employment Assistance 


and Social Solidarity, R.S.Q., c. S-32.001, as it relates to the 
additional amounts for dependent children. 


History: S. 3003 amended by P.C. 2002-2169, s. 14, December 12, 2002, Canada 
Gazette, Part II, January 1, 2003, effective January 1, 2003. 


Subpara. 3003(a)(i) amended, and subpara. (iii) added by P.C. 1997-1688, November 
20, 1997, Canada Gazette, Part II, December 10, 1997, applicable to information pro- 
vided after June 19, 1997. 


Paras. 3003(d) and (e) added by P.C. 1994-1658, October 6, 1994, Canada Gazette, 
Part II, October 19, 1994. 


Subparas. 3003(b)(ii) and (iii) added by P.C. 1994-560, April 14, 1994, Canada Ga- 
zette, Part II, May 4, 1994. 


Subpara. 3003(a)(ii) added by P.C. 1993-538, March 23, 1993, Canada Gazette, Part 
Il, April 7, 1993. 


S. 3003 added by P.C. 1992-2653, December 17, 1992, Canada Gazette, Part Il, Janu- 
ary 13, 1993, effective commencing December 21, 1992. 


Definitions [Reg. 3003]: “amount”, “prescribed” —ITA 248(1); “province” — In- 
terpretation Act 35(1). 


3004. For the purposes of subparagraph 241(4)(G.1)(ii) of the Act, 
An Act Respecting Family Benefits, S.Q. 1997, c. 57, is, in respect 
of the Province of Quebec, a prescribed law of a province. 


History: S. 3004 added by P.C. 1998-1121, June 18, 1998, Canada Gazette, Part Il, 
July 8, 1998, in force July 1, 1998. 


Definitions [Reg. 3004]: “prescribed” — ITA 248(1); “province” — Interpretation 
Act 35(1). 


PART XXXI — [REVOKED] 


History: Part XXXI reyoked by P.C. 1984-3789, s. 11, November 29, 1984, Canada 
Gazette, Part II, December 12, 1984. 


Part XXXI was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part IJ, August 8, 1979. 


PART XXXII — PRESCRIBED STOCK 
EXCHANGES AND CONTINGENCY FUNDS 


History: The heading for Part XXXII amended by P.C. 1985-2277, s. 7, July 24, 1985, 
Canada Gazette, Part II, August 7, 1985, effective November 13, 1981. 


Part XXXII was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part II, August 8, 1979. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


3200. [Repealed] 


History: S. 3200 repealed by 2007, c. 35, subsec. 74(2), in force on December 14, 
2007. 


Para. 3200(a) substituted for paras. (a) and (a.1) by P.C. 2003-1919, subsec. 1(2), De- 
cember 3, 2003, Canada Gazette, Part II, December 17, 2003, applicable as of 5:00 
p.m. EDST on September 29, 2000. 


Para. 3200(a.1) added by the said P.C. 2003-1919, subsec. 1(1), effective November 
26, 1999. 


Paras. 3200(d) and (e) repealed by the said P.C. 2003-1919, subsec. 1(3), effective 
December 17, 2003. 


The opening words of s. 3200 amended by P.C. 2001-954, s. 3, May 31, 2001, Canada 
Gazette, Part II, June 20, 2001, applicable after 1991. 
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That portion of s. 3200 preceding para. (a) substituted by P.C. 1994-139, s. 6, January 
27, 1994, Canada Gazette, Part Il, February 9, 1994, applicable after 1985, except that 
the section shall be read: 


(a) before 1990, without reference to para. 13(27)(f) of the Act; 
(b) before 1989, without reference to cl. 19(5)(b)(v)(C) of the Act; 


(c) before the 1991 taxation year, without reference to subpara. 48.1(1)(a)(ii) of the 
Act; 

(d) before the 1986 taxation year, as if the reference to ss. 87 and 89 were a refer- 
ence to ss. 70, 87 and 89 of the Act; 


(e) before October 9, 1986, without reference to s. 207.5 of the Act; 


(f) before April 27, 1989, without reference to the definition “qualified security” in 
subsec. 260(1) of the Act. 


That portion of s. 3200 preceding para. (a) substituted by P.C. 1989-1565, s. 1, August 
14, 1989, Canada Gazette, Part Il, August 30, 1989, applicable after June 18, 1987. 


That portion of s. 3200 preceding para. (a) substituted by P.C. 1988-390, s. 16, March 
3, 1988, Canada Gazette, Part Il, March 16, 1988, effective January 1, 1986, except 
that the reference to subsec. 206(1) and s. 206.1 is applicable to periods occurring after 
October 31, 1985. 


All that portion of s. 3200 preceding para. (a) substituted by P.C. 1985-2277, s. 8, July 
24, 1985, Canada Gazette, Part II, August 7, 1985, effective November 13, 1981. 


All that portion of s. 3200 preceding para. (a) substituted by P.C. 1984-3789, s. 12, 
November 29, 1984, Canada Gazette, Part Il, December 12, 1984. 


All that portion of s. 3200 preceding para. (a) substituted by P.C. 1981-2518, s. 1, 
September 16, 1981, Canada Gazette, Part II, October 14, 1981, effective January 1, 
1981. 


S. 3200 substituted by P.C. 1980-2225, s. 1, August 27, 1980, Canada Gazette, Part Il, 
September 10, 1980, effective for 1977 et seq. 


S. 3200 substituted by P.C. 1980-422, February 8, 1980, Canada Gazette, Part II, Feb- 
ruary 27, 1980, effective December 6, 1979. 


3201. [Repealed] 


History: S. 3201 repealed by 2007, c. 35, subsec. 74(2), in force on December 14, 
2007. 


S. 3201 amended by the said c. 35, subsec. 74(1), paras. 3201(a), (b), (c), (i) and sub- 
paras. (0)(v)—(vii), (xi), (xii) deemed to have come into force on December 13, 2007; 
para. 3201(m) deemed to have come into force on January 1, 2007; and subpara. 
3201(0)(x) deemed to have come into force on April 1, 2006. 


Paras. 3201(x) and (y) added by P.C. 2005-7, s. 1, January 12, 2005, Canada Gazette, 
Part II, January 26, 2005, effective June 24, 2003. 


The opening words of s. 3201 amended by P.C. 2001-954, subsec. 4(1), May 31, 2001, 
Canada Gazette, Part II, June 20, 2001, applicable after 1991. 


Paras. 3201(q) to (w) added by the said P.C. 2001-954, subsec. 4(2), applicable after 
July 22, 1998 except that, for the purposes of s. 116 of the Act, it applies to a sale of 
shares completed after April 1998 and before July 23, 1998, the gains from which are 
exempt from income tax otherwise payable in Canada under a tax treaty, unless the 
vendor of the shares otherwise elects in writing filed with the Minister of National 
Revenue on or before the balance-due day for the taxation year of the vendor in which 
the sale of shares was completed. 


Para. 3201(p) added by P.C. 1997-1145, s. 1, August 28, 1997, Canada Gazette, Part 
II, September 17, 1997, applicable to 1995 et seq. 
That portion of s. 3201 preceding para. (a) substituted by P.C. 1994-139, s. 7, January 
27, 1994, Canada Gazette, Part II, February 9, 1994, applicable after October 8, 1986, 
except the section shall be read: 

(a) before 1990, without reference to para. 13(27)(f) of the Act, and 


(b) before April 27, 1989, without reference to the definition “qualified security” in 
subsec. 260(1) of the Act. 


S. 3201 substituted by P.C. 1994-101, January 20, 1994, Canada Gazette, Part I, Feb- 
ruary 9, 1994, applicable to 1991 et seq. 

Para. 3201(a.1) added by P.C. 1992-2334, s. 1, November 19, 1992, Canada Gazette, 
Part Il, December 2, 1992, applicable to 1991 et seq. 

That portion of s. 3201 preceding para. (a) substituted by P.C. 1989-1565, s. 2, August 
14, 1989, Canada Gazette, Part II, August 30, 1989, applicable after June 18, 1987. 
Subpara. 3201(c)(vi.1) added by P.C. 1989-150, February 9, 1989, Canada Gazette, 
Part II, March 1, 1989, applicable after 1988. 

That portion of s. 3201 preceding para. (a) substituted by P.C. 1988-390, s. 17, March 
3, 1988, Canada Gazette, Part II, March 16, 1988, effective January 1, 1986, except 
that the reference to s. 206.1 is applicable to periods occurring after October 31, 1985. 
That portion of s. 3201 preceding para. (a) substituted by P.C. 1986-1048, s. 4, May 1, 
1986, Canada Gazette, Part II, May 14, 1986, applicable to taxation years commencing 
after 1983. 

All that portion of s. 3201 preceding para. (a) substituted by P.C. 1981-2518, s. 3, 


September 16, 1981, Canada Gazette, Part Il, October 14, 1981, effective January 1, 
1981. 


1904 


Part XXXV — Receipts for Donations and Gifts 


3202. Contingency funds — For the purposes of subparagraph 
47.1(1)(1)@) of the Act [repealed], the National Contingency Fund 
is a prescribed contingency fund. 


History; S. 3202 added by P.C. 1985-2277, s. 9, July 24, 1985, Canada Gazette, Part 
II, August 7, 1985, effective November 13, 1981. 


PART XXXIIl — TAX TRANSFER 
PAYMENTS 


History: Part XXXII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


3300. For the purposes of subsection 154(2) ofthe Act, a rate of 
45% is prescribed. 
History: S. 3300 amended to substitute “45% is prescribed” for “40 per cent is hereby 


prescribed” by P.C. 2005-2315, s. 1, December 20, 2005, Canada Gazette, Part II, Jan- 
uary 11, 2006, applicable to 2005 et seq. 


Definitions [Reg. 3300]: “prescribed” — ITA 248(1). 


PART XXXIV — INTERNATIONAL 
DEVELOPMENT ASSISTANCE PROGRAMS 


History: Part XXXIV was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


3400. For the purposes of paragraphs 122.3(1)(a) and 250(1)(d) of 
the Act, each international development assistance program of the 
Canadian International Development Agency that is financed with 
funds (other than loan assistance funds) provided under External 
Affairs Vote 30a, Appropriation Act No. 3, 1977-78, or another vote 
providing for such financing, is hereby prescribed as an interna- 
tional development assistance program of the Government of 
Canada. 


History: S. 3400 substituted by 1985-2277, s. 10, July 24, 1985, Canada Gazetie, Part 
Il, August 7, 1985, applicable to 1984 et seq. 


Selected Cases [Reg. 3400]: Bell v. R., [1996] 2 C.T.C. 2191 (TCC) (Shifting onus 
of proving program qualified to Minister). 

Definitions [Reg. 3400]: “Canada” — ITA 255, Interpretation Act 35(1); “pre- 
scribed” — ITA 248(1). 

Interpretation Bulletins: IT-497R4: Overseas aS ent tax credit. 


PART XXXV — RECEIPTS FOR DONATIONS 
AND GIFTS 


History: Part XXXV was consolidated by the Consolidated Regulations. of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. Rs 1934, July 19, 1979, 
Canada Gazette, Part 1, August 8, 1979. 


3500. Interpretation — In this Part, 


“employees” charity trust” means a registered charity that is or- 
ganized for the purpose of remitting, to other registered charities, 
donations that are collected from employees by an employer; 


History: “Employees’ charity trust” substituted by P.C. 1994-139, s. 8, January 27, 
1994, Canada Gazette, Part II, February.9, 1994, applicable to 1986 et seq. 


“official receipt’? means a receipt for the purposes of subsection 
110.1(2), or (3) or 118.1(2), (6) or (7) of the Act, containing infor- 
mation as required by section 3501 or 3502; 


History: “Official receipt’ substituted by P.-C. 1994-139, s. 8, January 27,1994, Can- 
ada Gazette, Part II, February 9, 1994, applicable to 1988 et seq. 


“official receipt. form’’ means any printed form that a registered 
organization or other recipient of a gift has. that is capable of being 
completed, or that originally was intended to be completed, as an 
official receipt by it; and 


“other recipient of a gift”? means a person, to whom a gift is made 
by a taxpayer, referred to in any of subparagraphs 110.1(1)(a)(iii) to 
(vii), paragraphs 110.1(1)(b) and (c), subparagraph 110.1(3)(a)(ii), 
paragraphs (c) to (g) of the definition “total charitable gifts” in sub- 


Reg. 
S. 3501(1)(e.1) (ii) 


section 118.1(1), the definition “total Crown gifts” in subsection 
118.1(1), paragraph (b) of the definition “total cultural gifts” in sub- 
section 118.1(1) and paragraph 118.1(6)(b) of the Act; 

History: “Other recipient of a gift” substituted by P.C. 1994-139, s. 8, January 27, 
1994, Canada Gazette, Part II, February 9, 1994, applicable to 1988 et seg. except that 
in its application before December 12, 1988 the reference to “paragraph (b) of the defi- 
nition “total cultural gifts” ” shall be read as “paragraph (c) of the definition “total 
cultural gifts” ”. 


“registered organization” means a registered charity, a registered 
Canadian amateur athletic association or a registered national arts 
service organization. 

History: “Registered organization” substituted by P.C. 1994-139, s. 8, January 27, 


1994, Canada Gazette, Part II, February 9, 1994, applicable to 1988 et seg except that 
before July 14, 1990, it shall be read as follows: 


“registered organization” means a registered charity or a registered Canadian 
amateur athletic association. 
“Official receipt” substituted by P.C. 1988-390, s. 18, March 3, 1988, Canada Gazette, 
Part II, March 16, 1988, applicable with respect to gifts made after 1984. 


“Official receipt’ and “other recipient of a gift” substituted by P.C. 1986-1048, s. 5, 
May 1, 1986, Canada Gazette, Part II, May 14, 1986, applicable to gifts made after 
February 15, 1984. 


Heading to Part XXXV, “official receipt”, “official receipt form’, substituted, and 
“other recipient of a gift” added by P.C. 1981-841, s. 1, subsecs, 2(1)-(3), March 26, 
1981, Canada Gazette, Part II, April 8, 1981, applicable with respect to gifts made after 
1980. 


Definitions [Reg. 3500]: “employee”, semployer — ITA 248(1); “official receipt”, 
“other recipient of a gift” — Reg.'3500; “person”, “registered Canadian amateur ath- 
letic association”, “registered charity”, “registered national arts service organiza- 
tion” —ITA 248(1); “registered organization” —Reg. 3500; “taxpayer? —ITA 
248(1). 


3501. Contents of receipts — (1) Every official receipt issued 
by a registered organization shall contain a statement that it is an 
official receipt for income tax purposes, and shall show clearly, in 
such a manner that it cannot readily be altered, 


(a) the name and address in Canada of the organization as re- 
corded with the Minister; 


(b) the registration number assigned by the Minister to the 
organization; 

(c) the serial number of the. receipt; 

(d) the place or locality where the receipt was issued; 


(e) where the donation is a cash donation, the day on which or 
the year during which the donation was received; 


(e.1) where the donation is a gift of property other than cash 
y 
(i) the day on which the donation was received, 
(ii) a brief description of the property, and 


(iii) the name and address of the appraiser of the property if 
an appraisal is done; 


(f) the day on which the receipt was issued wierd that day dif- 
fers from the day referred to in paragraph (e) or (e.1); 


(g) the name and address of the donor including, in the case of 
an individual, his first name and initial; 


(h) the amount that is 
(i) the amount of a cash donation, or 


(ii) where the donation is a gift of property other than cash, 
the amount that is the fair market value of the property at the 
time that the gift was made; 


(i) the signature, as provided in subsection (2) or (3), of a re- 
sponsible individual who has been authorized by the organiza- 
tion to acknowledge donations; and 


Proposed Amendment — Reg. 3501(1 ye)-(i) 
(e) where the gift is a cash gift, the date on which | or the year 


_ during which the gift was received; 


(e.1) where the gift is of property other than cash 
which the gift was ‘eceived, 
escription of the property, and 
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(iii) the name and address of the appraiser of the amare if 
an appraisal is done; 


(f) the date on which the receipt was issued; 
(g) the name and address of the donor including, in the case of — 
an individual, the individual’s first name and initial; 
(h) the amount that is 

(i) the amount of a cash gift, or 


(ii) if the gift is of property other than cash, the’ amount that 
is the fair market value of the property at ate ti ne t 7 
gift is made; 


(h.1) the amount of the advantage, if any, in respect of the sit e 
(h.2) the eligible amount of the gift; 


(i) the signature, as provided in subsection (2) or (3), obs a re- 
sponsible individual who has been autheines a BY sh one 
tion to acknowledge gifts; and : 


Application: The July 16, 2010 draft regulations ee 4 icadicity lice 2 
168(1)-(5), will amend paras. 3501(1)(e) to @) to read as above, = in Pos ata 
of gifts made after December 20, 2002. ‘ 


Technical Notes (July 2010): Section 3501 is amended to refer to “gift” ins 
of “donation” and to provide that every official receipt issued by a registered organi- 
zation in respect of a gift contain, in addition to the information already prescribed, a 
description and the amount of an advantage, if any, and the eligible amount of a gift: 
For information on the amount of an advantage and the eligible amount of a ee : 
refer to the commentary for subsections 248(3 1) and (32) of the Act. | 


Technical Notes to ITA 118.1(2), July 18, 2005: It is proposed that hactnne : 
3501(1), (1.1) and (6) be amended to provide that every official receipt issued by a 
registered organization in respect of a gift contain, in addition to the information, 
already prescribed, a description and the amount of the advantage, if any, and the 
eligible amount of the gift. [The Technical Notes to ITA 248(31) state that this will 

apply “in respect of a gift made after December ie 2002 = ~ ed.J . 


(j) the name and Internet website of the Canada Revenue 

Agency. 
Related Provisions: ITA 168(1)(d) — Revocation of registration for issuing incor- 
rect receipt; ITA 188.1(7)-(8) — Penalties for incorrect receipts; ITA 188.1(9)-(10) — 
Penalties for false information relating to receipts; ITA 188.2(3)(a)(iii) — Effect of 
suspension of charity’s receipting privileges; ITA 248(35)—(37) — Value of gift limited 
to cost if acquired within 3 years or as tax shelter; ITA 248(41) — Donation value 
deemed nil if taxpayer does not inform donee of circumstances requiring reduction. 


Interpretation Bulletins: IT-110R3: Gifts and official donation receipts; IT-171R2: 
Non-resident individuals — computation of taxable income earned in Canada and \non- 
refundable tax credits (archived); IT-226R: Gift to a charity of a residual interest in real 
property or an equitable interest in a trust; IT-288R2: Gifts of tangible capital proper- 
ties to a charity and others; IT-504R2: Visual artists and writers. 

Registered Charities Newsletters: 10 (can charities issue electronic official dona- 
tion receipts by email or on the Internet? can an organization that is applying for regis- 
tration borrow a charity’s BN/Registration number for tax-receipt purposes? gift certifi- 
cates); 11 (audit of tax preparer lands registered charities and executive director in hot 
water); 13 (about auditing charities); 14 (Business Number and donation receipts); 18 
(how should charitable gifts in kind be valued?; can businesses receive receipts for 
donations made out of their inventory?; can shares or stock options be gifts?; can a 
charity issue a charitable receipt for a court-ordered payment made to it?); 27 (re- 
ceipts — who is the donor?); 33 (improper receipting). 

Charities Policies: CPC-006: Gift-in-kind; CPC-009: Official donation receipt — 
Newly registered charity; CPC-010: Official donation receipt — Names; CPC-015: Of- 
ficial donation receipt — Registered charity’s address; CPC-017: Official donation re- 
ceipts — Gifts of services; CPC-018: Official donation receipts — Gifts out of inven- 
tory; CPC-019: Official donation receipts — Payment for participation in a youth band 
or choir; CPC-026: Fundraising — Third-party fundraisers; CPS-014: Computer-gener- 
ated official donation receipts. 


(1.1) Every official receipt issued by another recipient of a gift shall 
contain a statement that it is an official receipt for income tax pur- 
poses and shall show clearly in such a manner that it cannot readily 
be altered, 


(a) the name and address of the other recipient of the gift; 
(b) the serial number of the receipt; 
(c) the place or locality where the receipt was issued; 


(d) where the donation is a cash donation, the day on which or 
the year during which the donation was received; 


(e) where the donation is a gift of property other than cash, 
(i) the day on which the donation was received, 


Income Tax Regulations 


(ii) a brief description of the property, and 


(iii) the name and address of the appraiser of the property if 
an appraisal is done; 


(f) the day on which the receipt was issued where that day dif- 
fers from the day referred to in paragraph (d) or (e); 


(g) the name and address of the donor including, in the case of 
an individual, his first name and initial; 


(h) the amount that is 
(i) the amount of a cash donation, or 
(ii) where the donation is a gift of property other than cash, 
the amount that is the fair market value of the property at the 
time that the gift was made; 
Proposed Amendment — Reg. 3501 (1. 1)(d)-(h. 3 


-(d) where the. gift is a cash gift, the dae on seen the ee was 
received, 


_(e) where ihe gift is of ibpeey other than <oishe 
(i) Be oF on which the ee was ee te 


gible a athoudt of the sift, 
e July 16, 2010. ian coe n: 


Technical Notes to ITA 1 18, 1(2), July 18, 2005; See under tee 5010-0) 


(i) the signature, as provided in subsection (2) or (3.1), of a re- 
sponsible individual. who has been authorized by the other recip- 
ient of the gift to acknowledge donations; and 


(j) the name and Internet website of the Canada Revenue 
Agency. 
Information Circulars: 84-3R6: Gifts to certain charitable organizations outside 
Canada. 


Registered Charities Newsletters: 27 (receipts — who is the donor?). 

(2) Except as provided in subsection (3) or (3.1), every official re- 
ceipt shall be signed personally by an individual referred to in para- 
graph (1)(i) or (1.1)(i). 

(3) Where all official receipt forms of a registered organization are 


(a) distinctively imprinted with the name, address in Canada and 
registration number of the organization, 


(b) serially numbered by a printing press or numbering machine, 
and 


(c) kept at the place referred to in subsection 230(2) of the Act 
until completed as an official receipt, 


the official receipts may bear a facsimile signature. 

Charities Policies: CPS-014: Computer-generated official donation receipts. 

(3.1) Where all official receipt forms of another recipient of the gift 
are 


(a) distinctively imprinted with the name and address of the 
other recipient of the gift, 


(b) serially numbered by a printing press or numbering machine, 
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(c) if applicable, kept at a place referred to in'subsection 230(1) 
of the Act until completed as an official receipt, 


the official receipts may bear a facsimile signature. 
Charities Policies: CPS-014: Computer-generatéd official donation receipts. 


(4) An official receipt. issued, to replace an official receipt,-previ- | 
ously issued shall show clearly that.it replaces the original receipt 
and, in addition to.its own serial number, shall show. the serial num- — 


ber of the receipt originally issued. 


(S) A spoiled official receipt form shall be marked “cancelled” and — 


such form, together with the duplicate thereof, shall be retained by 
the registered organization or the other recipient of a gift as part of 
its records. 


(6) Every official receipt form on which 
(a) the day on which the donation was received, 
(b) the year during which the donation was received, or 
(c) the amount of the donation, 
was incorrectly or enecaine entered shall be Mareaty as spoiled, 


sien Paras, 3501(1)G) and (1.1)@) added by, P,C.,2007-553;, subsecs., 1(2), and (4), 
April 19, 2007, Canada Gazette, Part II, May 2, 2007, applicable i in respect of receipts 
issued after 2005. 


Paras. 3501(1)(e), (A), (h), subsecs, 3501(2), (5) substituted, subsecs. -3501(1, 1), (3.1) 
added by P.C. 1981-841, s. 3, March 27, 1981, Canada Gazette, Part Ul, April 8, 1981, 
applicable with respect to gifts after 1980. 


Definitions [Reg. 3501]: “advantage” —ITA 248(32); “amount” —ITA 248(1); 
“Canada” —ITA 255, Interpretation, Act 35(1); “eligible amount’ — ITA 248(31); 
“individual”, ’ “Minister” —ITA.248(1); “official receipt”, “official recéipt. form”, 
“other recipient of a gift” — Reg. 3500; “property”, “record” — ITA 248(1); “regis- 
tered organization” — Reg. 3500. us 


3502. Employees’ charity trusts — Where 
(a) a registered organization 
(i) is an employees’ charity trust, or 


(ii) has appointed an employer as agent for the purpose.of 
_ remitting, to that registered organization, donations that are 
collected by, the employer from the employer’s employees, 
and 
(b) each copy of the return required by section 200 to be filed 
for a year by an employer of employees who donated to the reg- 
istered organization in that year. shows 


(i) the amount of each employee’s donations to the registered 


organization for the year collected by, the employer, and 


(ii) the registration number assigned by the Minister to the | 


registered organization, 


section 350! shall not apply and the copy of the portion of the re- 
turn, relating to each employee who made a donation to the regis- 
tered organization in that year, that is required by section 209 to be 
distributed to the employee for filing with the employee’s income 
tax return’ shall be an official: receipt. 


History: S.'3502 substituted by P.C. 1994-139, s. 10, January 27, 1994, Canada Ga- 
zette, Part II, February:9, 1994, applicable to 1986°er seq. 


Reg. 
S: 3505(1)(d) 


Definitions [Reg..3502]: “amount”, “employee” — ITA 248(1); “employees” charity 
trust” — Reg. 3500; “employer”, “Minister”. —ITA,248(1); “official receipt”, “regis- 
tered organization” — Reg. 3500. 


3503. Universities outside Canada — For the purposes of sub- 
paragraph 110.1(1)(a)(vi) and paragraph (f) of the definition “total 
charitable gifts” ‘in subsection 118.1(1) of the Act, the universities 
outside Canada’ named in Schedule VIII are hereby prescribed to be 
universities the student pooyee of which ordinarily includes students 
from Canada. 

Related Provisions: Art. XXI:6 — Gifts to U.S: universities. 


History: S. 3503 amended by P.C. 1990-1332, s. 1, June 28, 1990, Canada Gazette, 
Part II, July 18, 1990, applicable to 1988 et‘ seq. 


Definitions [Reg. 3503]: “Canada” — ITA 255. 


3504. Prescribed donees — For the purposes of subparagraph 
110.1(3)(a)Gi). and paragraph orale y of the, Act, the following 
are a donees: 


(a) Friends of the } Nafate BIC oAeH ancy Gf elt iit a obagiity 
established, in the; United. States; 

(b). The Nature Conservancy, a charity sstabnished in the United 
States; and 

(c) American Friends. of Canadian Land Trusts. 

History: Para. 3504(c) added by P.C. 2010-1112, s. 1, September 23,2010; Canada 
Gazette, Part II, October 13,.2010, applicable to 2010 et seg. 

S. 3504 amended by P.C. 2007-553, s. 2, April 19, rN HE Canada Gazette, Part II, May 
2, 2007, in force May 2, 2007. 

S. 3504 substituted by P.C. 1994-139, s. 11, January 27, 1994, Canada Gazette, Part II, 
February 9; 1994, applicable to. 1988 et seq: 

S:'3504 added by P.C.:1986-1048, s..6, May ‘1, 1986, Canada Gazette, Part II, May 14, 
1986, applicable to gifts made after February 15, 1984. 

Definitions [Reg. 3504]: ‘prescribed’? — ITA 248(1); “United States” — Interpreta- 
tion Act 35(1). 

Interpretation Bulletins: Regs. 3500-3504 — See at beginning of Part XXXYV. 


3505. Conditions [for donating medicine from inven- 
tory] — (1) The following: conditions are prescribed in respect’of a 
donee for the purposes of paragraph 110.1(8)(e) of the Act: 
(a) the donee has applied.to the Minister. for International Coop- 
eration (or, if there is no such Minister, the Minister responsible 
for the Canadian International Development Agency) for a de- 
termination. that the: conditions, described, in this. section |have 
been met; 


(b) medicines received by. the donee for use in.charitable activi- 
ties outside Canada are 


(i) delivered outside Canada by the donee for use in its chari- 
table.activities, .or 


(ii) transferred to another registered hevics that would meet 
the conditions, contained in° this section if that registered 
charity, were a donee described. in subsection 110,1(8) of the 
Act; 


(c) in the course of delivering is 5h Sthes outside Canada for use 
in: its. charitable activities, the donee.acts in a manner consistent 

_. with the principles and objectives of the, inter-agency Guidelines 
for Drug Donations issued by. the World Health Organization, as 
amended from. time to time, (referred, to.in this section as. “‘the 
WHO, Guidelines’’); 


(d) the donee has sufficient expertise in delivering medicines for 
use in charitable activities carried on outside Canada; 
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(e) the donee carries on a program that includes delivering 
medicines for use in charitable activities carried on outside Can- 
ada and that is 


(i) an international development assistance program, or 


(ii) an international humanitarian assistance program, re- 
sponding to situations of international humanitarian crisis 
(resulting from either natural disaster or complex emer- 
gency); and 


(f) the donee has sufficient expertise to design, implement and 
monitor each program described in subparagraph (e)(i) or (ii) 
that it carries on, unless the donee has declared that it will not 
deliver medicines in that program. 


(2) Without limiting the application of the WHO Guidelines, for the 
purposes of paragraph (1)(c), a donee does not act in a manner con- 
sistent with the principles and objectives of those guidelines if the 
donee’s directors, trustees, officers or like officials have not 


(a) approved a policy and procedural framework, under which 
the donee is required to act in a manner consistent with the 
WHO Guidelines; and 


(b) declared that the donee acts in compliance with that policy 
and procedural framework. 


(3) A donee is considered not to have sufficient expertise for the 

purpose of a program to which paragraph (1)(d) or (e) applies if 
(a) the program does not address the specific and differentiated 
needs, interests and vulnerabilities of affected women and men, 
girls and boys; 


(b) the program does not incorporate, in the design of projects 
under the program, consideration for environmental effects of 
those projects; or 


(c) the donee does not have policies and practices for the design, 
implementation and monitoring of the program. 


(4) The Minister referred to in subsection (1) may 


(a) rely on any information or evidence in making a. determina- 
tion under subsection (1); and 


(b) require the donee to provide any other information or evi- 
dence that that Minister considers relevant and sufficient for the 
purpose of this section. 


History: S. 3505 added by 2009, c. 2, s. 104, applicable in respect of applications 
made at any time by donees for determinations in respect of gifts made after June 2008. 


Definitions [Reg. 3505]: “Canada” —ITA 255, Interpretation Act 35(1); “Min- 
ister”, “officer”, “prescribed”, “registered charity” —ITA 248(1). 


PART XXXVI — RESERVES FOR SURVEYS 


History: Part XXXVI was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part Il; August 8, 1979. 


3600. (1) For the purpose of’ paragraph 20(1)(0) of the Act, the 
amount hereby prescribed is 


(a) for the third taxation year preceding the taxation year during 
which a survey is scheduled to occur, the amount that is '/s of the 
estimate of the expenses of the survey; 


(b) for the second taxation year preceding the taxation year dur- 
ing which a survey is scheduled to occur, the amount that is '/2 of 
the estimate of the expenses of the survey; 


(c) for the first taxation year preceding the taxation year during 
which a survey is scheduled to occur, the amount that is */4of the 
estimate of the expenses of the survey; and 


(d) for the taxation year during which a survey is scheduled to 
occur, if the quadrennial or other special surveys have not, at the 
end of the year, been completed to the extent that the vessel is 
permitted to proceed on a voyage, the amount remaining after 
deducting from the estimate of the expenses of the survey the 
amount of expenses actually incurred in the year in carrying out 
the survey. 


Income Tax Regulations 


(2) In this section, 


“classification society” means a society or association for the clas- 
sification and registry of shipping approved by the Minister of 
Transport under the Canada Shipping Act. 


“estimate of the expenses of survey” means a fair and reasonable 
estimate, made by a taxpayer at the time of filing his return of in- 
come for the third taxation year preceding the taxation year in 
which a quadrennial survey is scheduled to occur, of the costs, 
charges and expenses which might be expected to be necessarily 
incurred by him by reason of that survey and in respect of which he 
does not have or possess nor is he likely to have or possess any 
right of reimbursement, recoupment, recovery or indemnification 
from any other person or source; 


“inspector” means a steamship inspector appointed under Part VIII 
of the Canada Shipping Act. 


‘quadrennial survey” means a periodical survey, not being an an- 
nual survey nor a survey coinciding as to time with the construction 
of a vessel, in accordance with the rules of a classification society 
or, an extended inspection, not being an annual inspection nor an 
inspection coinciding as to time with the construction of a vessel, 
pursuant to the provisions of the Canada Shipping Act, and the reg- 
ulations thereunder; 


“survey” means the drydocking of a vessel, the examination and 
inspection of its hull, boilers, machinery, engines and equipment by 
an inspector or a surveyor and everything done to such vessel, its 
hull, boilers, machinery, engines and equipment pursuant to an or- 
der, requirement or recommendation given or made by the inspector 
or surveyor as the result of the examination and inspection so that a 
safety and inspection certificate might be issued in respect of the 
vessel pursuant to the provisions of the Canada Shipping Act, and 
the regulations thereunder or, as the case may be, so that the vessel 
might be entitled to retain the character assigned to it in the registry 
book of a classification society; 


“surveyor” means a surveyor to a classification society. 
Definitions [Reg. 3600]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
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tation Act 35(1); “classification society”’, “estimate of the expenses of survey”, “inspec- 
tor” — Reg. 3600(2); “Minister”, “person”, “prescribed” — ITA 248(1); “quadrennial 
survey”, “survey” — Reg. 3600(2); “surveyor” — Reg. 3600(2); “taxation year” — 
ITA 249; “taxpayer” — ITA 248(1). 


| PART XXXVII — REGISTERED CHARITIES 


History: Heading to Part XXX VII amended by 2010, c. 25, s. 83, applicable for taxa- 
tion years that end after March 3, 2010. 


Part XXXVII (ss. 3700-3702) added by P.C. 1987-2236, s. 1, October 29, 1987, Can- 
ada Gazette, Part Il, November 11, 1987, applicable with respect to taxation years 
commencing after 1983. 


History [former Part XXXVII]: Former Part XXXVII (Social Assistance Payments) 
was revoked by P.C. 1984-3789, s. 13, November 29, 1984, Canada Gazette, Part II, 
December 12, 1984, applicable to 1982 et seq. 


Former Part XXXVII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


3700. [Repealed] 


History: S. 3700 repealed by 2010, c. 25, s. 83, applicable for taxation years that end 
after March 3; 2010. 


The definition “prescribed stock exchange” in s. 3700 repealed by 2007, c. 35, s. 75, in 
force December 14, 2007. 


3701. Disbursement quota— (1) For the purposes of the 
description of B in the definition “disbursement quota’ in subsec- 
tion 149.1(1) of the Act, the prescribed amount for a taxation year 
of a registered charity is determined as follows: 


(a) choose a number, not less than two and not more than eight, 
of equal and consecutive periods that total twenty-four months 
and that end immediately before the beginning of the year; 
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(b) aggregate for each period chosen under paragraph (a) all 
amounts, each of which is the value, determined in accordance 
with section 3702, of a property, or a portion of a property, 
owned by the registered charity, and not used directly in charita- 
ble activities or administration, on the last day of the period; 


(c) aggregate all amounts, each of which is the aggregate of val- 
ues determined for each period under paragraph (b); and 


(d) divide the aggregate amount determined under paragraph (c) 
by the number of periods chosen under paragraph (a). 


(2) For the purposes of subsection (1) and subject to subsection (3), 


(a) the number of periods chosen by a registered charity under 
paragraph (1)(a) shall, unless otherwise authorized by the Min- 
ister, be used for the taxation year and for all subsequent taxa- 
tion years; and 


(b) a registered charity is deemed to have existed on the last day 
of each of the periods chosen by it. 


(3) The number of periods chosen under paragraph (1)(a) may. be 
changed by the registered charity for its first taxation year com- 
mencing after 1986 and the new number shall, unless otherwise. au- 
thorized by the Minister, be used for that taxation year and all sub- 
sequent taxation years. 

History: Opening words of subsec. 3701(1), para. 3701(1)(b) and subsecs. 3701(2), 


(3) amended by 2010, c. 25, s. 84, applicable for taxation years that end after March 3, 
2010. 


The definition “prescribed stock exchange’’ in s. 3700 repealed by 2007, c. 35, s.'75, in 
force December 14, 2007. 


Definitions [Reg. 3701]: “amount” — ITA 248(1); “charitable foundation” — ITA 
149.1(1); “Minister? —ITA 248(1); “month” — Interpretation Act 35(1); “pre- 


scribed”, “property”, “registered charity’ —ITA 248(1); “taxation year’ —ITA, 


149.1(1); “value” — Reg. 3702(1). 


3702. Determination of value — (1) For the purposes of subsec- 
tion 3701(1), the value of a property, or a portion of a property, 
owned by a registered charity, and not used directly in charitable 
activities or administration, on the last day of a period is determined 
as of that day to be 


(a) in the case of a non-qualified investment of a private founda- 
tion, the greater of its fair market value on that day and its cost 
amount to the private foundation; 


(b) subject to paragraph (c), in the case of property other than a 
non-qualified. investment that is 


(i) a share of a corporation that is listed on a designated stock 
exchange, the closing price or the average of the bid and 
asked prices of that share on that day or, if there is no closing 
price or bid and asked prices on that day, on the last preced- 
ing day for which there was a closing price or bid and asked 
prices, 
(ii) a share of a corporation that is not listed on a designated 
stock exchange, the fair market value of that share on that 
day, 
(iii) an interest in real property or a real right in an immoy- 
able, the fair market value on that day of the interest or right 
less the amount of any debt of the registered charity incurred 
in respect of the acquisition of the interest or right and se- 
cured by the interest or right, where the debt bears a reasona- 
ble rate of interest, 
(iv) a contribution that is the subject of a pledge, nil, 
(v) an interest, or for civil law a right, in property where the 
registered charity does not have the present use or enjoyment 
of the interest or right, nil, 
(vi) a life insurance policy, other than an annuity contract, 
that has ‘not matured, nil, and 
(vii) a property not described in any of subparagraphs (i) to 
(vi), the fair market value of the property on that day; and 
(c) in the case of any property described in paragraph (b) that is 
owned. in connection with the charitable activities of the regis- 
tered charity and is a share of a limited-dividend housing com- 


Reg. 
S. 3800 


pany referred to in paragraph 149(1)(n) of the Act or a loan, that 
has ceased to be used for charitable purposes and is being held 
pending disposition or for use in charitable activities, or that has 
been acquired for use in charitable activities, the lesser of the 
fair market value of the property on that day and an amount de- 
termined by the formula: 


(A / 0.035) x (12 /B) 
where 
A ‘is the income earned on the property in'the period, and 
B_ is the number of months in the period. 
Registered Charities Newsletters: 27 (debts incurred by charitable foundations). 


(2) For the purposes of subsection (1), a method that the Minister 
may accept for the determination of the fair market value of pro- 
perty or a portion thereof on the last day of a period is an indepen- 
dent appraisal made 


(a) in the case of property described in, subparagraph (1)(b)(ii).or 
(iii), not more than three years before that day; and 


(b) in the case of property described in paragraph (1)(a), subpar- 
agraph (1)(b)(vii) or paragraph (1)(c), not more than one year 
before that day. 


History: Subsec. 3702(1) amended by 2010, ¢. 25, s. 85, applicable for taxation years 
that end after March 3, 2010. 


Subparas. 3702(1)(b)(i) and (ii) amended to substitute “designated stock exchange” for 
“prescribed stock exchange” by 2007, c. 35, s. 76, in force on December 14, 2007. 


Definitions [Reg. 3702]: “amount”, “annuity” —ITA 248(1); “charitable founda- 
tion” —ITA 149.1(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “cost 
amount” —ITA 248(1); “designated stock exchange” — ITA 248(1), 262; “disposi- 
tion” — ITA 248(1); “interest in real property” — ITA 248(4); “life insurance pol- 
icy” —ITA 138(12), 248(1); “limited-dividend housing company” — ITA 149(1)(n); 
“Minister” — ITA 248(1); “month” — Interpretation Act 35(1); “non-qualified invest- 
ment” —ITA 149.1(1); “private foundation” — ITA 149.1(1), 248(1); “property” — 
ITA 248(1); “real right’ — ITA 248(4.1); “registered charity”, ‘share’ — ITA 248(1). 


Part XXXVIII — SOCIAL INSURANCE 
NUMBER APPLICATIONS 


History: Part XXX VIII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. ; 


3800. Every individual who is required by subsection 237(1) of the 
Act to.apply to the Minister of Human Resources Development for 
assignment to him of a Social Insurance Number shall do so by de- 
livering or mailing to the local office of the Canada Employment 
Insurance Commission nearest to. the individual’s residence, a com- 
pleted application in the form prescribed by the Minister for that 


purpose. 

History: S. 3800 amended by 1996, c.11, ss. 96 and 100, to substitute “Minister of 
Human Resources Development” for “Minister of National Health and Welfare”, and 
substitute “Canada Employment Insurance Commission” for “Canada Employment and 
Immigration Commission”, in force July 12, 1996. 


Definitions [Reg. 3800]: “Canada” — ITA 255, Interpretation Act 35(1); “indivi- 
dual”, “Minister”, “office”, “prescribed” — ITA 248(1). 


Information Circulars: 82-2R2: SIN legislation that relates to the preparation of 
information. slips. 


PART XXXIX — MINING TAXES 


History: S. 3900 amended by P.C. 2006-999, 's. 1, September’21, 2006, Canada Ga- 
zette, Part II, October 4, 2006, applicable [as amended by P.C. 2010-548, s. 39, April 
29, 2010, Canada Gazette, Part Il, May 12, 2010, deemed in force on October 4, 2006] 
to taxation years that end after,2002, except that, for taxation years that begin before 
2007, the amount allowed for the purpose of ITA 20(1)(v) under subsec. 3900(2), in 
respect of an eligible tax paid or payable in respect of which no amount would be 
deductible but for the amendment, may not exceed the amount that provides the tax- 
payer with a deduction, in computing the taxpayer’s income under the Act for the taxa- 
tion year, that is’ equal to the total of 


(a) 10% of the amount of the eligible tax paid or payable by the taxpayer on the 
taxpayer’s income, for the taxation year, from. mining operations multiplied by the 
proportion that the number of days in the taxation year that are in 2003 is of the 
number of days in the taxation year; 
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(b) 25% of the amount of the eligible tax paid or payable by the taxpayer on the 
taxpayer’s income, for the taxation year, from mining operations multiplied by the 
proportion that the number of days in the taxation year that are in 2004 is of the 
number of days in the taxation year, 


(c) 35% of the amount of the eligible tax paid or payable by the taxpayer on the 
taxpayer’s income, for the taxation year, from mining operations multiplied by the 
proportion that the number of days in the taxation year that are in 2005 is of the 
number of days in the taxation year; 


(d) 65% of the amount of the eligible tax paid or payable by the taxpayer on the 
taxpayer’s income, for the taxation year, from mining operations multiplied by the 
proportion that the number of days in the taxation year that are in 2006 is of the 
number of days in the taxation year; and 


(e) 100% of the amount of the eligible tax paid or payable by the taxpayer on the 
taxpayer’s income, for the taxation year, from mining operations multiplied by the 
proportion that the number of days in the taxation year that are in 2007 is of the 
number of days in the taxation year. 


Part XXXIX (s. 3900) added by P.C. 1978-1315, s. 13, April 20, 1978, Canada Ga- 
zette, Part II, May 10, 1978. 


3900. (1) The following definitions apply in this section. 


“income” of a taxpayer for a taxation year from mining operations 
in a province means the income, for the taxation year, that is de- 
rived from mining operations in the province as computed under the 
laws of the province that impose an eligible tax described in subsec- 
tion (3). 

Related Provisions: Reg. 3900(3) — Eligible tax. 


“mine” includes any work or undertaking in which a mineral ore is 
extracted or produced and includes a quarry. 


‘mineral ore” includes an unprocessed mineral or mineral-bearing 
substance. 


“mining operations” means 
(a) the extraction or production of mineral ore from or in a mine; 


(b) the transportation of mineral ore to the point of egress from 
the mine; and 


(c) the processing of 


(i) mineral ore (other than iron ore) to the prime metal stage 
or its equivalent, and 


(ii) iron ore to a stage that is not beyond the pellet stage or its 
equivalent. 


“non-Crown royalty” means a royalty contingent on production of 
a mine or computed by reference to the amount or value of produc- 
tion from mining operations in a province but does not include a 
royalty that is payable to the Crown in right of Canada or a 
province. 


“processing” 
refining. 


includes all forms of beneficiation, smelting. and 


(2) For the purpose of paragraph 20(1)(v) of the Act, the amount 
allowed in respect of taxes on income from mining operations of a 
taxpayer for a taxation year is the total of all amounts each of which 
is an eligible tax paid or payable by the taxpayer 


(a) on the income of the taxpayer for the taxation year from min- 
ing Operations; or 


(b) on a non-Crown royalty included in computing the income of 
the taxpayer for the taxation year. 
(3) An eligible tax referred to in subsection (2) is 


(a) a tax, on the income of a taxpayer for a taxation year from 
mining operations in a province, that is 


(i) levied under a law of the province, 


(ii) imposed only on persons engaged in mining operations in 
the province, and 


(ii1) paid or payable to 
(A) the province, 
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(B) an agent of Her Majesty in right of the province, or 


(C)a municipality i in the province, in lieu of taxes on pro- 
perty or on any interest, or for civil law any right, in pro- 
perty (other than in lieu of taxes on residential property or 
on any interest, or for civil law any right, in residential 
property); and 


(b) a tax, on an amount received or receivable by a person as a 
non-Crown royalty, that is 


(i) levied under a law of a province, 


(ii) imposed specifically on persons who hold a non-crown 
royalty on mining operations in the province, and 


(iii) paid or payable to the province or to an agent of Her 
Majesty in right of the province. 


History: Subpara. 3900(3)(b)(ii) amended by P.C. 2007-1443, s. 1, September 27, 
2007, Canada Gazette, Part II, October 17, 2007, applicable to taxes paid or payable in 
taxation years that end after 2002. 


Definitions [Reg. 3900]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “eligible tax” — Reg. 3900(2); “income”, “mine” — Reg. 3900(1); 
“mineral” — ITA 248(1); “mineral ore”, “mining operations”, “non-Crown royalty” — 
Reg. 3900(1); “processing” —ITA 248(1); “province” — Interpretation Act 35(1); 
“taxation year” — ITA 249; “taxpayer” —ITA 248(1). 
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PART XL — BORROWED MONEY CosTS 


History: Part XL was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part II, August 8, 1979. 


4000. [Revoked] 


History: S. 4000 and heading revoked by P.C. 1981-744, March 19, 1981, Canada 
Gazette, Part II, April 8, 1981, effective in respect of taxation years ending after De- 
cember 11, 1979. 


Heading to s. 4000 added by P.C. 1979-236, s. 1, February 1, 1979, Canada Gazette, 
Part II, February 28, 1979. 


4001. Interest on insurance policy loans — For the purposes 
of subsection 20(2.1) of the Act, the amount of interest to be veri- 
fied by the insurer in respect of a taxpayer shall be verified in pre- 
scribed form no later than the last day on which the taxpayer is re- 
quired to file his return of income under section 150 of the Act for 
the taxation year in respect of which the interest was paid. 


History: S. 4001 substituted by P.C. 1984-776, March 8, 1984, Canada Gazette, Part 
II, March 21, 1984, applicable to taxation years ending after 1983. 


S. 4001 substituted by P.C. 1979-1726, June 21, 1979, Canada Gazette, Part Il, July 
11, 1979, effective in respect of 1978 et seq. 


S. 4001 added by P.C. 1979-236, February 1, 1979, Canada Gazette, Part II, February 
28, 1979, substituted by P.C. 1979-1726, June 21, 1979, Canada Gazette, Part Il, July 
11, 1979, effective in respect of 1978 et seq. 


Definitions [Reg. 4001]: “amount”, “insurer”, “prescribed” — ITA 248(1); “taxation 
year” — ITA 249; “taxpayer” — ITA 248(1). 


Forms: T2210: Verification of policy loan interest by the insurer. 


PART XLI — REPRESENTATION EXPENSES 


History: Part XLI was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part II, August 8, 1979. 


4100. For the purposes of subsection 20(9) of the Act, an election 
shall be made by filing with the Minister the following documents 
in duplicate: 


(a) a letter from the taxpayer specifying the amount in respect of 
which the election is being made; and 

(b) where the taxpayer is a corporation, a certified copy of the 
resolution of the directors authorizing the election to be made. 


Definitions [Reg. 4100]: “amount’— ITA 248(1); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “Minister”, “taxpayer” — ITA 248(1). 
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Part XLIII — Interest’ Rates 


PART XLII — VALUATION OF ANNUITIES 
AND OTHER INTERESTS. 


History: Part XLII was consolidated by’ the Consolidated: Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


4200. For the purposes of subparagraph 115E(f)(i) of the former 
Act (within the meaning assigned by paragraph 8(b) of the Income 
Tax Application Rules), the value of any income right, annuity, term 
of years, life or other similar estate or interest in expectancy shall 
be determined in accordance with the rules and standards, including 
standards as to mortality and interest, as are prescribed by the Es- 
tate Tax Regulations pursuant to the provisions of subparagraph 
58(1)(s)(i) of the Estate Tax Act. 

History: S. 4200 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada Ga- 
zette, Part II, November 30, 1994. 


Definitions [Reg. 4200]: “annuity” — ITA 248(1); “estate” —ITA 104(1), 248(1); 
“prescribed” —ITA 248(1). 


PART XLIil — INTEREST RATES 


History: Part XLII (ss. 4300, 4301) substituted by P.C. 1987-2251, s. 1, November 6, 
1987, Canada Gazette, Part Il, November 25, 1987, applicable with respect to any in- 
terest to be calculated in respect of a period after 1983. 


Part XLIII was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part II, August 8, 1979. 


4300. Interpretation — For the purposes of this Part, “quarter” 
means any of the following periods in a calendar year: 


(a) the period beginning on January 1 and ending on March 31; 
(b) the period beginning on April 1 and ending on June 30; 


(c) the period beginning on July 1 and ending on September 30; 
and 


(d) the period beginning on October | and ending on December 
31. 


Interpretation Bulletins: IT-421R2: Benefits to individuals, corporations and share- 
holders from loans or debt. 


Definitions [Reg. 4301]: “calendar year” — Interpretation Act 37(1)(a). 


4301. Prescribed rate of interest — Subject to section 4302, for 
the purposes of 


(a) every provision of the Act that requires interest at a pre- 
scribed rate to be paid to the Receiver General, the prescribed 
rate in effect during any particular quarter is the total of 


(i) the rate that is the simple arithmetic mean, expressed as a 
percentage per year and rounded to the next higher whole 
percentage where. the mean is not a whole percentage, of all 
amounts each of which is the average equivalent yield, ex- 
pressed as a percentage per year, of Government of Canada 
Treasury Bills that mature approximately three months after 
their date of issue and that are sold at auctions of Govern- 
ment of Canada Treasury Bills during the first month of the 
quarter preceding the particular quarter, and 
(ii) 4 per cent; 
(b) every provision of the Act that requires interest at a pre- 
scribed rate to be paid or applied on an amount payable by the 
Minister to a taxpayer, the prescribed rate in effect during any 
particular quarter is the total of 


(i) the rate determined under subparagraph (a)(i) in respect of 
the particular quarter, and 


(ii) if the taxpayer is a corporation, zero per cent, and in any 
other case, 2 per cent; and 
(c) every other provision of the Act in which reference is made 
to a prescribed rate of interest or to interest at a prescribed rate, 
the prescribed rate in effect during any particular quarter is. the 
rate determined under subparagraph (a)(i) in respect of the par- 
ticular quarter. 


Reg. 
S. 4301 


History: Subpara. 4301(b)(ii) amended by 2010, c. 12, s. 23, deemed to have come 
into force on July 1,'2010. 


Subpara. 4301(a)@) amended by P.C. 1997-1819, December 9, 1997, s. 4, Canada Ga- 
zette, Part II, December 24, 1997, in force on December 31, 1997. 


S. 4301 substituted by P.C. 1995-926, June 13, 1995, s. 1, Canada Gazette, Part Il, 
June 28, 1995, applicable to interest that is calculated in respect of periods after June 
1995. For periods before July 1995, s. 4301 should be read as follows: 


4301. Prescribed rate of interest — For the purposes of every provision of the 
Act that requires interest at a prescribed rate to be paid to the Receiver General 
or to be paid or applied on an amount payable by the Minister to a taxpayer, the 
prescribed rate in effect during any particular quarter is the aggregate of 


(a) the rate that is the simple arithmetic mean, expressed as a percentage per 
year and rounded to the next highest whole percentage where the mean is not 
a whole percentage, of all amounts each of which is the weekly average 
equivalent yield, expressed as a percentage per year, of Government of Can- 
ada Treasury Bills that mature approximately three months after their date of. 
issue and that are sold at a weekly auction of Government of Canada Trea- 
sury Bills during the first month of the quarter immediately preceding the 
particular quarter, and 


(b) 2 per cent, 
and for the purposes of every other provision of the Act in which reference is 
made to a prescribed rate of interest or to interest at a prescribed rate, the pre- 


scribed rate in effect during any quarter is the rate determined under paragraph 
(a) in respect of that quarter. 


S. 4301 substituted by P.C. 1989-1792, September 21, 1989, Canada Gazette, Part II, 
October 11, 1989, applicable in respect of interest that is calculated in respect of peri- 
ods after September 1989. 


Prescribed Interest Rates Per Annum 


Year Quarter Reg. 4301(c) Reg. Reg. 
4301(b) 4301(a) 
Benefits Refunds Late Tax 
% % % 
1984 Ist, 2nd 10 10 10 
3rd 11 11 11 
Ath 13 13 13 
1985 Ist 12 12 12 
2nd, 3rd, 4th 10 10 10 
1986 Ist 9 9 9 
2nd 11 11 11 
3rd 10 10 10 
4th 9 9 9 
[Compounding under 248(11) applies effective Jan. 1/87] 
1987 Ist he 9 9 
2nd, 3rd 8 8 8 
4th 9 9 9 
1988 Ist, 2nd, 3rd 9 9 9 
4th 10 10 10 
1989 Ist 11 11 11 
2nd 12 12 12 
3rd 13 13 “13 
4th 13 15 15 
1990 Ist, 2nd 13 15 15 
3rd, 4th 14 16 16 
1991 Ist ake tS 15 15 
2nd 11 13 13 
3rd 10 12 12 
4th 9 11 11 
1992 Ist 9 11 11 
2nd: 8 10 10 
3rd 7 9 9 
4th 6 8 8 
1993 Ist 8 10 10 
2nd 7 9 0 
3rd 6 8 8 
4th 5 7 7 
1994 Ist 5 v) fi 
2nd 4 6 6 
3rd 6 8 8 
4th 7 9 9 
1995 Ist 6 8 8 
2nd 8 10 10 
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S. 4301 
Year Quarter Reg. 4301(c) Reg. Reg. 
4301(b) 4301(a) 
Benefits Refunds Late Tax 
% % % 
3rd 9 11 13 
4th ii 9 11 
1996 Ist i 9 11 
2nd 6 8 10 
3rd, 4th 5 7, 9 
1997 Ist 4 6 8 
2nd 3 5 i 
3rd, 4th 4 6 8 
1998 Ist 4 6 8 
2nd, 3rd, 4th 3 7 9 
1999 Ist4th 5 7 9 
2000 Ist 5 7 9 
2nd, 3rd, 4th 6 8 10 
2001 Ist, 2nd 6 8 10 
3rd, 4th 5 7 9 
2002 Ist 3 5 i) 
2nd 2 4 6 
3rd, 4th 3 5 7 
2003 Ist, 2nd 3 5 7 
3rd 4 6 8 
4th 3 5 A 
2004 Ist, 2nd 3 5 7 
3rd 2, 4 6 
4th 3 5 7 
2005 lst4th 3 5) 7 
2006 Ist 3 5 a 
2nd, 3rd 4 6 8 
4th B) fi 9 
2007 Ist-4th 5 7 9 
2008 Ist, 2nd 4 6 8 
3rd, 4th 3 5 7 
2009 Ist 2 4 6 
2nd4th 1 3 5 
2010 Ist, 2nd 1 3 5 
Year Quarter Reg. Reg. 4301(b) Reg. 
4301(c) 4301(a) 
Benefits Refunds Late Tax 
Corporate Other 
% % % % 
2010 3rd, 4th 1 1 3 5 
2011 Ist 1 1 3 5 


Interpretation Bulletins: IT-153R3: Land developers — Subdivision and develop- 
ment costs and carrying charges on land; IT-243R4: Dividend refund to private corpo- 
rations; IT-421R2: Benefits to individuals, corporations and shareholders from loans or 
debt. 


Definitions [Reg. 4301]: “amount” — ITA 248(1); “Canada” —ITA 255, Interpre- 
tation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “Minister” — 
ITA 248(1); “month” — Interpretation Act 35(1); “prescribed” —ITA 248(1); “quar- 
ter’ — Reg. 4300; “taxpayer” — ITA 248(1). 


4302. Notwithstanding section 4301, for the purposes of paragraph 
16.1(1)(d) of the Act and subsection 1100(1.1), the interest rate in 
effect during any month is the rate that is one percentage point 
greater than the rate that was, during the month before the immedi- 
ately preceding month, the average yield, expressed as a percentage 
per year rounded to two decimal points, prevailing on all outstand- 
ing domestic Canadian-dollar Government of Canada bonds on the 
last Wednesday of that month with a remaining term to maturity of 
over 10 years, as first published by the Bank of Canada. 

History: S. 4302 added by P.C. 1991-465, s. 4, March 14, 1991, Canada Gazette, Part 
I, March 27, 1991, applicable in respect of leases entered into after 10:00 p.m. Eastern 
Daylight Saving Time, April 26, 1989, other than leases entered into pursuant to an 
agreement in writing entered into before that time under which the lessee thereunder 
has the right to require the lease of the property (and for these purposes a lease in 
respect of which a material change has been agreed to by the parties thereto effective at 
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any particular time that is after 10:00 p.m. EDST, April 26, 1989 shall be deemed to 
have been entered into at that particular time). 
Prescribed Interest Rates for Leasing Rules 


For leases entered into before July 1989, the prescribed rate is 11.2%. The rates for 
leases entered into after that date are: 


1989 1990 1991 1992 1993 1994 
Jan. —- 10.80 11.70 10.18 9.66 8.45 
Feb. -- 10.69 11.51 9.97 9.54 8.12 
March — 11.04 Wy ep 9:92 9.67 7.86 
April 11.20 11.64 10.89 9.97 9.19 8.33 
May 11.20 11.91 10.88 10.28 9.27 9.25 
June 11.20 12.54 10.91 10.51 9.27 9.18 
July 10.85 11.86 10.91 10.17 9.12 9.55 
Aug. 10.60 11.72 11.36 9.87 8.96 10.29 
Sept. 10.62 11.78 11.17 9.21 8.79 10.50 
Oct. 10.62 11.83 10.97 9.19 8.40 9.89 
Nov 10.91 12.54 10.59 9.53 8.55 10.04 
Dec. 10.54 12215 10.12 9.33 8.35 10.29 
1995 1996 1997 1998 1999 2000 
Jan. 10.24 8.44 7.42 6.78 6.35 abd, 
Feb. 10.16 8.43 TEI! 6.84 6.08 125 
March 10.41 8.35 8.07 6.63 6.08 7.36 
April 9.86 8.84 7.78 6.64 6.37 6.98 
May 9.70 8.94 7.97 6.54 6.23 6.96 
June 9.44 9.07 7.97 6.64 6.34 7.03 
July 9.11 8.92 7.95 6.49 6.54 6.94 
Aug. 9.02 8.98 7.49 6.45 6.63 6.90 
Sept. 9.50 8.86 ele 6.56 6.74 6.83 
Oct. 9.24 8.60 7.38 6.78 6.69 6.79 
Nov. 9.11 8.48 6.99 6.15 6.92 6.83 
Dec. 9.11 7.81 6.80 6.27 7.38 6.79 
2001 2002 2003 2004 2005 2006 
Jan. 6.63 6.66 6.55 6.24 5.87 5.20 
Feb. 6.59 6.75 6.37 6.14 5.86 5.04 
March 6.71 6.72 6.45 6.15 5.69 5.22 
April 6.63 6.68 6.39 5.98 5.71 5.17 
May 6.74 7.00 6.52 5.94 5.75 5.26 
June 6.94 6.89 6.34 6.23 5.55 5.59 
July 7.08 6.76 6.01 6.23 5.41 551 
Aug. 6.97 6.73 5.98 6.30 5.27 5.69 
Sept. 7.01 6.70 6.35 6.29 5.31 5.46 
Oct. 6.72 6.55 6.40 6.14 5.11 5:22 
Nov 6.86 6.38 6.19 6.02 5.21 5.08 
Dec. 6.32 6.61 6.33 5.96 5.38 5325 
2007 2008 2009 2010 2011 
Jan. 5.03 5:22 5.00 4.84 4.25 
Feb. Sl | 5.18 4.45 4.84 4.25 
March S723) ‘Syaa bi 4.74 4.84 4.38 
April 5.10 5.14 4.70 4.84 
May 5.21 4.91 4.63 4.98 
June S21 5.02 4.72 4.99 
July 5.43 5.07 ell! 4.58 
August 55) 5.07 4.96 4.58 
September Seay? 5.18 5.10 4.58 
October 5.44 5.02 4.96 4.39 
November 5.50 5.14 4.87 4.39 
December 5.39 5.31 4.98 4.25 


For prescribed rates for leasing rules that are not listed above, contact Rick Owen, 
(613) 954-2504. Current rates are available from cra.go.ca/tx/ndvdls/fq/ls-eng.html. 


Definitions [Reg. 4302]: “Canada” —ITA 255, 
“month” — Interpretation Act 35(1). 


Interpretation Act 35(1); 


PART XLIV — PUBLICLY-TRADED SHARES 
OR SECURITIES 


History: Part XLIV was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 
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Part XLVI — Investment ' Tax Credit 


4400. (1) For the purpose of section 24 and subsection 26(11) of the 
Income Tax Application Rules, 


(a) a share or security named in Schedule VII is hereby pre- 
scribed to be a publicly-traded share or security; and 


(b) for each such share or security, the amount set out in Column 
II of Schedule VII opposite that share or security is hereby pre- 
scribed. as the amount, if any, prescribed in. respect of that 
property. 

(2) In Schedule VII, the abbreviation 
(a) “Cl” means “Class”; 
(b) “Com” means “Common”; 
(c) “Cv” means “Convertible”; 
(d) “Cu” means “Cumulative”; 
(e) “Pc” means “Per Cent’; 
(f) “Pr” means “Preferred” or “Preference” as the case may be; 
(g) “Pt? means “Participating”; 
(h) “Rt” means “Right”; and 
(i) “Wt” means “Warrant”. 


History: The opening words of subsec. 4400(2) amended’ by P:C.' 1994-1817, s. 48, 
November 1, 1994, Canada Gazette, Part II, November :30,: 1994. 

Definitions [Reg. 4400]: “property” —ITA 248(1); 
“share” — ITA 248(1). 


“amount”, “prescribed”, 


PART XLV — ELECTIONS IN RESPECT OF 
EXPROPRIATION ASSETS 


History: Part XLV was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


4500. Any election by a taxpayer under subsection 80.1(1), (2), (4), 
(5),.(6) or (9) of the Act shall be made on or before the day on or 
before which the return of income is required .to be filed pursuant to 
section 150 of the Act for the taxation year in which the. assets re- 
ferred-to in the particular election were. acquired by him. 
Definitions [Reg. 4500]: “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 


Forms: T2079: Election re expropriation assets acquired as compensation for ora con- 
sideration for sale of foreign property taken by or sold to foreign issuer. 


PART XLVI — INVESTMENT TAX CREDIT 


History: Part XLVI was consolidated by the Consolidated: Regulations of Canada, 
chapter 945, proclaimed.in force August 15, 1979, by P.C. 1979-1934, Palys 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


Forms: T2038 (Ind.): Investment tax credit (Individuals); T2038 (Corp): Investment 
tax credit (Corporations). 


4600. Qualified property — (1) Property is a prescribed building 
for the purposes of the definition “qualified property’? im subsection 
127(9) of the Act if it is depreciable property of the taxpayer that is 
a building or grain elevator and it is erected on land owned or 
leased by the taxpayer, 


(a) that is included in Class 1, 3, 6, 20, 24 or 27 or paragraph (c), 
(d) or (e) of Class 8 in Schedule Il; or 


(b) that is included or would, but for Class 28 or 41 in Schedule 


Il, e oo tetas in isis (g) of gras same in Schaaats ut 


Reg. 
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(2) Property is prescribed machinery and equipment for the pur- 
poses of the definition “qualified: property” in subsection 127(9) of 
the Act if it is depreciable property of the taxpayer oes than pro- 
perty referred to in subsection (1)) that is 


(a) a property included in paragraph (k) of Class 1 or paragraph 
(a) of Class 2. in Schedule JI; 


(b) an oil or water storage tank; 


(c). a property included in Class 8 in Schedule Il (other than rail- 
way rolling stock); 


‘(d) a vessel, including the furniture, fittings and’ equipment ‘at- 
tached thereto; 


(e). a property included in paragraph (a) of Class, 10 or Class 22 
or 38 in Schedule II (other than a car or truck designed for use 
on highways or streets); 


(f) notwithstanding paragraph (e), a logging truck acquired after 
March 31, 1977 to be, used in the, activity of logging and having 
a weight,,including the weight of property the capital cost of 
which is included in the capital cost of the truck at the time of its 
acquisition (but for greater certainty not. including the weight. of 
fuel); in excess of: 16,000 pounds; 


(g) a property included in any of paragraphs (b) to (f), (h), Gj), 
(k), (0), (r), (t) or (u) of Class 10 in Schedule II, or property 
included in paragraph (b) of Class 41 in Schedule II and that 
would otherwise be included in paragraph (j), (k), (r), (t) or (u) 
of Class 10 in Schedule II; 


(h) a property included in paragraph (n) of Class.10, or Class 15, 
in Schedule II (other than a roadway); 
Selected Cases [Reg. 4600(2)(h)]: Donohue St-Félicien Inc. v. R., [1998] 4 C.T.C. 
2704 (TCC) (Roadway was not qualified, equipment). 
(i) a property included in any of snbel ae (ay to (f) of Class 9 
in Schedule II; 


(j) a property included in Class 28 or paragraph (a), (4:1), (a:2) 
or (a.3) of Class 41 in Schedule I that would, but for Class 28 or 
41, as the case may be, be included i in paragraph (k) or (r) of 
Class 10 of pasaute Le 


ri a property iain tl in lak 21, 24, 2s 29, 34, 30, 40,43, 45 
or 46 in papedule Il; 


nd equipment tor the 
Act. Ex- 
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Paragraph 4600(2)(k) is amended to apply to computer assets included in Class 50 
and Class 52 in Schedule II to the Regulations. This change is consequential to the 
2007 Budget proposal under which certain computer assets are included in Class 50 
(55% CCA rate), and the 2009 Budget proposal under which certain computer assets — 
are included in Class 52 (100% CCA rate). : 


(1) a property included in paragraph (c) or (d) of Class 41 in 
Schedule II; 


(m) property included in Class 43.1 in Schedule II because of 
paragraph (c) of that Class; or 


(n) a property included in Class 43.2 in Schedule IT because of 
paragraph (a) of that Class. 


History: Para. 4600(2)(n) added by P.C. 2006-439, s. 6, June 1, 2006, Canada Ga- 
zette, Part II, June 14, 2006, deemed in force on February 23, 2005. 


Para. 4600(2)(k) amended to add reference to Class 45 and Class 46, by P.C. 2005- 
2286, s. 4, December 6, 2005, Canada Gazette, Part II, December 28, 2005, deemed to 
have come into force March 23, 2004. 


Para. 4600(2)(m) added by P.C. 2005-2186, s. 5, November 22, 2005, Canada Gazette, 
Part II, December 14, 2005, applicable to property acquired after February 21, 1994. 


Para. 4600(2)(1) added by P.C. 1999-629, s. 10, April 15, 1999, Canada Gazette, Part 
II, April 28, 1999, applicable to ‘taxation years that begin after 1996. 


Para. 4600(2)(j). amended by P.C. 1998-49, s. 4, January 26, 1998, Canada ‘Gazette, 
Part II, February 4, 1998, applicable in respect of property acquired after March 6, 
1996. 


Para. 4600(2)(k) substituted by P.C. 1994-230, s. 3, February 10, 1994, Canada Ga- 
zette, Part II, February 23, 1994, applicable to property acquired after February 25, 
1992. 


Paras. 4600(1)(a), (b), (2)(a), (e), (g), (j), (kK) substituted by P.C. 1989-2464, s. 6, De- 
cember 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of 
property acquired after 1987. 


That portion of subsec. 4600(1) and of 4600(2) preceding para. (a) of each substituted 
by P.C. 1988-390, s. 19, March 3, 1988, Canada Gazette, Part II, March 16, 1988, 
applicable to 1985 eft seq. 


Para. 4600(2)(g) substituted by P.C. 1981-3329, s. 13, November 26, 1981, Canada 
Gazette, Part II, December 9, 1981, effective from January 1, 1981. 

Para. 4600(1)(b) substituted by P.C. 1980-2081, s. 7, July 31, 1980, Canada Gazette, 
Part II, August 13, 1980, effective August 15,1979. 

Heading to Part XLVI, para. 4600(2)(f) substituted by P.C. 1980-424, ss. 1, 2, February 
8, 1980, Canada Gazette, Part II, February 27, 1980, effective November 17, 1978. 
Para. 4600(2)(g) substituted by. P.C. 1980-168, January 11, 1980, Canada Gazette, Part 
Il, January 23, 1980, effective commencing June 13, 1979. 

Para. 4600(2)(f) added by P.C. 1978-344, s. 5, February 9, 1978, Canada Gazette, Part 
Il, February 22, 1978, effective after March 31, 1977. 

Interpretation Bulletins: IT-411R: Meaning of “construction”. 

Definitions [Reg. 4600]: “depreciable property’ —ITA 13(21), 248(1); “pre- 
scribed”, “property”, “taxpayer” — ITA 248(1). 


4601. Qualified transportation equipment — For the purposes 
of the definition “qualified transportation equipment” in subsection 
127(9) of the Act, the following depreciable property of a taxpayer 
(other than qualified property as defined by subsection 127(9) of the 
Act) is prescribed equipment: 


(a) property that is 
(i) included in Class 1 in Schedule II by. virtue of paragraph 
(h) or (4) of that Class, 


(ii) a bridge, culvert, subway or tunnel included in Class 1 in 
Schedule II that is ancillary to railway track and grading, 


(iti) a trestle included in Class 3'in Schedule II that is ancil- 
lary to railway track and grading, 


(iv) machinery or equipment included in Class 8 in Schedule 
II that is ancillary to 


(A) railway track and grading, or 


(B) railway traffic control or signalling equipment, in- 
cluding switching, block signalling, interlocking, crossing 
protection, detection, speed control or retarding equip- 
ment, but not including property that is principally elec- 
tronic equipment or systems software therefor, 


(v) included in Class 10 in Schedule II by virtue of subpara- 
graph (m)(i), (ii) or (iii) of that Class, or 
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(vi) property described in paragraph (m) of Class 10 in 
Schedule II (other than property described in subparagraph 
(iv) thereof) that is included in Class 28 or 41 in Schedule I; 


(b) property that is 


(i) included in Class 6 in Schedule II by virtue of paragraph 
(j) of that Class, 


(ii) machinery or equipment included in Class 8 in Schedule 
II that 
(A) was acquired principally for the purpose of maintain- 
ing or servicing, or 


(B) is ancillary to and used as part of, 
a railway locomotive or railway car, or 
(iii) included in Class 35 in Schedule II; 
(c) property that is 
(i) a truck, tractor or trailer that 


(A) is included in Class 10 in Schedule II because of par- 
agraph (e) of that Class or in Class 16 in Schedule II be- 
cause of paragraph (g) of that Class, 


(B) is designed for the purpose of carrying freight, or 
hauling a trailer that carries freight, on highways, and 


(C) [Revoked] 


(D) in the case of a truck or tractor, has a “gross vehicle 
weight rating” (within the meaning assigned that expres- 
sion by the Motor Vehicle Safety Regulations) of 26,001 
pounds or more, and in the case of a trailer, is of a type 
designed to be hauled under normal operating conditions 
by a truck or tractor described in this subparagraph, 


but for greater certainty, 


(E) was not acquired principally for the purpose of carry- 
ing or hauling freight locally or making local pickups or 
deliveries, or 


(ii) machinery or equipment included in Class 8 or 10 in 
Schedule II that is ancillary to and used as part of any pro- 
perty described in subparagraph (i) that is qualified transpor- 
tation equipment within the meaning of subsection 127(9) of 
the Act; 


(d) property included in Class 10 in Schedule II by virtue of par- 
agraph (a) of that Class that is a bus designed for the purpose of 
seating 20 or more passengers and carrying their luggage, but 
not including 


(i) a bus acquired principally for the purpose of transporta- 
tion within any metropolitan area, city, town, village, munici- 
pality or other similar community or area, or 


(ii) a school bus; 
(e) property that is 


(i) a vessel included in Class 7 in Schedule II (other than a 
vessel under construction), 


(ii) machinery or equipment included in Class 7 or 8 in 
Schedule II that is ancillary to and used as part of any pro- 
perty described in subparagraph (i) that is qualified transpor- 
tation equipment within the meaning of subsection 127(9) of 
the Act, or 


(iii) a vessel included in a separate class prescribed by sub- 
section 1101(2a); 


(f) property that is 


(i) included in Class 9 in Schedule II by virtue of paragraph 
(g) of that Class, or 


(ii) machinery or equipment included in Class 9 in Schedule 
II by virtue of paragraph (h) or (i) of that Class that is ancil- 
lary to and used as part of any property described in subpara- 
graph (i) that is qualified transportation equipment within the 
meaning of subsection 127(9) of the Act; and 


(g) property included in Class 8 in Schedule II that is a reusable 
cargo container designed with external fittings for the purpose of 
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handling, securing or stacking and having a carrying capacity of 
500 cubic feet or more. 


History: Cl. 4601(c)(i)(A) amended by P.C. 1995-775, s. 4, May 16, 1995; Canada 
Gazette, Part Il, May 31, 1995, applicable to property acquired after December 2; 1992. 


Subpara. 4601(a)(vi) substituted by P.C. 1989-2464, s. 7, December 14, 1989, Canada 
Gazette, Part II, January 3, 1990, applicable in respect of property acquired after 1987. 


That portion of s. 4601 preceding para. (a), and subparas. (c)(ii), (e)(ii), (f)(ii) substi- 
tuted by P.C. 1988-390, s. 20, March 3, 1988, ‘Canada Gazette, Part II, March 16, 
1988, applicable to 1985 et seq: 


All that portion of s. 4601 preceding para. (a) substituted and cl. 4601(c)(i)(C) revoked 
by P.C. 1985-2277, s. 12, July 24, 1985, Canada Gazette, Part II, August 7, 1985. 


S. 4601 added by ’P.C. 1980-424, s. 3, February 8, 1980, Canada Gazette, Part II, Feb- 
ruary 27, 1980, effective November 17, 1978. 


Definitions [Reg.< 4601]: “depreciable property” —ITA 13(21), 248(1); “pre- 
scribed”, “property”, “taxpayer” — ITA 248(1). 


4602. Certified property — (1) For the purposes of the definition 
“certified property” i in subsection 127(9) of the oon each of the fol- 
lowing areas is a prescribed area: 


(a) that portion of the Province of Newfoundland comprising the 
census divisions 2 to 4 and 7 to 10; 


(b) that portion of the Province of Prince Edward Island com- 
prising the Kings census division; 
(c) that portion of the Province of Nova Scotia comprising the 
census divisions of 

(i) Cape Breton, 

(ii) Guysborough, 

(iii) Inverness, © 

(iv) Richmond, and 

(v). Victoria; 
(d) that portion of the Province of New Brunswick comprising 
the census divisions of 

(i) Gloucester, 

(ii) Kent, 

(iii) Madawaska, 

(iv) Northumberland, and 

(v) Restigouche; 
(e) that portion of the Province of Quebec comprising 


(i) all of the area north of the 50th parallel of latitude, other 
than the area within the limits of the city of Sept-Iles, 


(ii) the Magdalen Islands, and 
(iii) the census divisions. of 
(A) Bonaventure, 
(B) Gaspé-Est, 
(C) Gaspé-Ouest, 
(D) Matane, 
(E) Matapédia, 
(F) Rimouski, other than the area within the limits of the 
city of Rimouski, 
(G) Riviére-du-Loup, and 
(H) Témiscouata; 
(f) that portion of the Province of Ontario that is' north of the 
- 50th parallel of latitude; 


(g) that portion of the Province of Manitoba comprising the cen- 
sus divisions 19 and 21 to 23, other than the area within the lim- 
its of the city of Thompson; 

(h) that portion of the Province of Saskatchewan comprising the 
census division of Northern Saskatchewan; 

(i) that portion of the Province of Alberta comprising the census 
division of Peace River, other than the area within the limits of 
the city of Grande Prairie; 

(j) that portion of the Province of British Columbia comprising 
the Peace River-Liard census division; and 


Reg. 
S. 4604(2)(f) 


(k) all of the Yukon Territory and the Northwest Territories. 


(2) [“Census divisions”] — For the purposes of subsection (1), 
the expression “census divisions” has the same meaning as in the 
Dictionary of 1971 Census Terms, Statistics Canada Catalogue 
Number 12-540, and the Census Divisions and Subdivisions; Statis- 
tics Canada Catalogues Numbered 92-704, 92-705,.92-706 and 92- 
707. 

History: That portion of subsec. 4602(1) preceding para. (a) substituted by P.C. 1988- 
390, s. 21, March 3, 1988, Canada Gazette, Part Il, March 16, 1988, applicable to 1985 
et seq. 

S. 4602 added by P.C. 1981-3029, October 29, 1981, Canada Gazette, Part Il, Novem- 
ber 11, 1981, effective in respect of certified property acquired after October 28, 1980. 


Definitions [Reg. 4602]: “Canada” —ITA 255, Interpretation Act 35(1); “census 
divisions” — Reg. 4602(2); “prescribed” — ITA 248(1). 


4603. Qualified construction equipment — For the purposes 
of the definition “qualified construction equipment’ in subsection 
127(9) of the Act, “prescribed equipment” means depreciable pro- 
perty of a taxpayer, other than qualified property as defined by sub- 
section 127(9) of the Act or qualified transportation, equipment as 
defined by subsection 127(9) of the Act, that is — 


(a) a property included in Class 22 or 38 in Schedule II; 
(b) a crane; 

(c) a pile driver; or 

(d) a dredge. 


History: Para. 4603(a) substituted by P.C. 1989-2464, s. 8, December 14, 1989, Can- 
ada Gazette, Part Il, January 3, 1990, applicable in respect of property acquired after 
1987. 


That portion of s. 4603 preceding para. (a) substituted by P.C. 1988-390, s. 22, March 
3, 1988, Canada Gazette, Part Il, March 16,'1988, applicable to 1985 et seq. 


S: 4603 added by P.C. 1985-2277, s. 13, July 24, 1985, Canada Gazette, Part Il, Au- 
gust 7, 1985, applicable with respect to acquisitions of property occurring after April 
19, 1983. 

Definitions [Reg. 4603]: “depreciable property” —ITA 13(21), 248(1); “property”, 
“taxpayer’ — ITA 248(1). 


4604. Approved project property — (1) For the purposes of 
paragraphs (a) and (c) of the definition “approved. project property” 
in subsection 127(9) of the Act, property is a prescribed building if 
it is depreciable property of the taxpayer that is a building or grain 
elevator, erected on land owned or leased by the taxpayer, 


(a) that is included in Class 1, 3, 6, 24, 27 or 37 or paragraph (c), 
(d) or (e) of Class 8 in Schedule II; or 


(b) that is included or would, but for Class 28 or Class 41 in 
Schedule II, be included in paragraph (g) of Class 10 in Sched- 
ule II. 


(2) For the purposes of paragraphs (b) and (d) of the definition “ap- 
proved project property” in subsection 127(9) of the Act, property 
is prescribed machinery and equipment if it is depreciable property 
of the taxpayer (other than property referred to in subsection (1)) 
that is 


(a) a property included in paragraph (k) of Class 1 or paragraph 
(a) of Class 2.in Schedule II; 


(b) an oil or water storage tank; 


(c) a property included in Class 8 in Schedule II (other than rail- 
way. rolling stock); 

(d) subject to paragraph (e), a property included in paragraph (a) 
of Class 10 or Class 22 or 38 in Schedule II (other than a car or 
truck designed for use on highways or streets); 


(e) a logging truck acquired to be used in the activity.of logging 
and having a weight, including the weight of property the capital 
cost of which is included in the capital cost of the truck at the 
time of its acquisition (but for greater certainty not including the 
weight of fuel), in excess of 16,000 pounds; 


(f) a property included in‘any of paragraphs (b) to (f), (h) to (k), 
(0), (q), ©), (t) or (u) of Class 10. in Schedule I]; 
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(g) a property included in paragraph (n) of Class 10, or Class 15, 
in Schedule II (other than a roadway); 

(h) a property included in any of paragraphs (a) to (f) of Class 9 
in Schedule I; 

(i) a property included in Class 28 or 41 in Schedule II that 
would, but for those classes, be included in paragraph (k) or (r) 
of Class 10 in Schedule H; 


(j) a property included in any of Classes 21, 24, 27, 29, 34, 39, 
40 and 43 in Schedule II; 


(k) a property included in Class 37 in Schedule II; or 


(1) a vessel (other than a supply boat, workboat, drilling rig, 
workover rig or shuttle tanker), including the furniture, fittings 
and equipment attached thereto, that is used primarily for 


(i) heavy-lifting or pipe-laying in the construction of, or 
(ii) the provision of lodging services in the servicing of, 


an installation, structure, apparatus or artificial island that is 
used for offshore hydrocarbon exploration or exploitation. 
History: Para. 4604(2)(j) substituted by P.C. 1994-230, s. 4, February 10, 1994, Can- 
ada Gazette, Part II, February 23, 1994, applicable to property acquired after February 
25, 1992. 
Paras. 4604(1)(a), (b), (2)(a), (d), (i), G) substituted by P.C. 1989-2464, s. 9, December 
14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of property 
acquired after 1987. 
S. 4604 added by P.C. 1986-2770, s. 7, December 11, 1986, Canada Gazette, Part II, 
December 24, 1986, applicable from May 24, 1985. 
Definitions [Reg. 4604]: “depreciable property’ —ITA 13(21), 248(1);. “pre- 
scribed”, “property”, “taxpayer” — ITA 248(1). 


4605. Prescribed activities — For the purposes of the definition 
“for an approved purpose” in paragraph (e) of the.definition “ap- 
proved project property” in subsection 127(9) of the Act, a, pre- 
scribed activity of a taxpayer is 


(a) operating a hotel, motel, camping ground, travel trailer park 
or any similar lodging facility; 

(b) providing facilities that are ancillary to a lodging facility re- 
ferred to in paragraph (a) that is owned by the taxpayer and that 
are intended for the use and enjoyment of the occupants of the 
lodging facility; 

(c) providing facilities that are primarily for the receiving, stor- 
age and distribution of goods owned by persons with whom the 
taxpayer deals at arm’s length; 


(d) providing to a business owned by a person with whom the 
taxpayer deals at arm’s length 
(i) engineering or architectural services, 
(ii) computer services, or 
(iii) other technical or scientific services, 
but not including financial, legal, accounting, medical or dental 
Services; 
(e) providing to a business owned by a person with whom the 
taxpayer deals at arm’s length ; 
(1) the services of an employment agency, or 
(11) advertising services, other than advertising services in a 
medium owned by the taxpayer; or 
(f) operating a vessel described in paragraph 4604(2)(]). 
History: S. 4605 added by P.C. 1986-2770, s. 7, December 11, 1986, Canada Gazette, 
Part II, December 24, 1986, applicable from May 24, 1985. 
Definitions [Reg. 4605]: “arm’s length” —ITA 251(1); “business”, “employment”, 
“person”, “prescribed”, “taxpayer” — ITA 248(1). 


4606. Prescribed amount — For the purposes of paragraph (b) 
of the definition “contract payment” in subsection 127(9) of the 
Act, a prescribed amount is an amount received from the Canadian 
Commercial Corporation in respect of an amount received by that 
Corporation from a government, municipality or other public au- 
thority other than the government of Canada or of a province, a Ca- 
nadian municipality or other Canadian public authority. 
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History: S. 4606 added by P.C. 1986-2770, s. 7, December 11, 1986, Canada Gazette, 
Part II, December 24, 1986, effective November 22, 1985. 


Definitions [Reg. 4606]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “prescribed” —ITA 248(1); “province” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-151R5: Scientific research and experimental develop- 
ment expenditures. 


4607. Prescribed designated regions — For the purposes of 
the definition “specified percentage” in subsection 127(9) of the 
Act, “prescribed designated region” means a region of, Canada, 
other than the Gaspé peninsula and the provinces of Nova Scotia, 
New Brunswick, Prince Edward Island, and Newfoundland, includ- 
ing Labrador, that was a designated region on December 31, 1984, 
under the Regional Development Incentives Designated Region. Or- 
der, 1974. 

History: S. 4607 added by P.C. 1988-390, s. 23, March 3, 1988, Canada Gazette, Part 
Il, March 16, 1988, applicable to 1985 et seq. 


Definitions [Reg. 4607]: “Canada” —ITA 255, Interpretation Act 35(1); “proy- 
ince” — Interpretation Act 35(1). 


4608. Prescribed expenditure for qualified Canadian 
exploration expenditure — (1) In this section, 


“joint exploration corporation” has the meaning assigned by par- 
agraph 66(15)(g) [66(15)‘‘joint exploration corporation’’] of the Act; 


“principal-business corporation” has the meaning assigned by 
paragraph 66(15)(h) [66(15)“principal-business corporation’’] of the 
Act; 


“shareholder corporation” has the meaning assigned by para- 
graph 66(15)(i) [66(15)“shareholder corporation”’] of the Act; 


‘well’ means an exploratory probe or an oil or gas) well. 


(2) For the purposes of the definition “qualified Canadian explora- 
tion expenditure” in subsection 127(9) of the Act, the prescribed 
expenditure of a taxpayer for a taxation year is the aggregate of all 
amounts each of which is the amount, if any, by which 


(a) the specified expenses of the taxpayer for the year in respect 
of the well 


exceed 


(b) the base amount of the taxpayer at the end of the year in 
respect of the well. 


(3) For the purposes of this section, the specified expenses of a tax- 
payer for a taxation year in respect of a well that is an exploratory 
probe is the aggregate of all expenses that 


(a) would be Canadian exploration expenses of the taxpayer by 
reason of any of subparagraphs 66.1(6)(a) (i), (iv) and (v) 
[66.1(6)“Canadian exploration expense”(a), (h) and (i)] of the 
Act if the references in subparagraphs 66.1(6)(a) (iv) and (v) 
[66.1(6)“Canadian exploration expense”(h) and (i)] of the Act 
(as those subparagraphs read on November 30, 1985) to “any of 
subparagraphs (1) to (iii.1)” were read as references to “subpara- 
graph (i)”; 
(b) were incurred 

(i) in the year, and 

(ii) after November 1985 and before 1991; 


(c) were incurred in the drilling or completing of the exploratory 
probe or in building a temporary access road to, or preparing the 
site in respect of, the probe; and 


(d) are not non-qualifying expenses of the taxpayer. 


(4) For the purposes of this section, the specified expenses of a tax- 
payer for a taxation year in respect of a well that is an oil or gas 
well is the aggregate of all expenses that 


(a) would be Canadian exploration expenses of the taxpayer by 
virtue of any of subparagraphs 66.1(6)(a)(ii) to (ii.2), (iv) and 
(v) [66.1(6)““Canadian exploration expense”(c) to (e), (h) and (i)] 
of the Act if the references in subparagraphs 66.1(6)(iv) and (v) 
[66.1(6)“Canadian exploration expense”(h) and (i)] of the Act 
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(as those subparagraphs read on November 30, 1985) to “sub- 
paragraphs (i) to (iii.1)” were read as references to “subpara- 
graphs (ii) to (41.2); 
(b) were incurred in respect of the well 

(i) in the year, and 

(ii) after November 1985 and before 1991; and 
(c) are not non-qualifying expenses of the taxpayer. 


(5) For the purposes of subsections (3) and (4), a non-qualifying 
expense of a taxpayer is an expense that 


(a) may reasonably be regarded as having been incurred as con- 
sideration for services to be rendered after 1990 or for property 
that cannot reasonably be considered to be for use by the tax- 
payer before 1991; : 


(b) was or is to be renounced by the taxpayer at any time under 
subsection 66(10.1) or (12.6) of the Act; 


(c) is or was a Canadian exploration and development overhead 
expense, within the meaning of section 1206, of the taxpayer, of 
a partnership of which the taxpayer was a member or.of a joint 
exploration corporation of which the taxpayer was a shareholder 
corporation; 


(d) is an eligible cost or expense within the meaning of the Pe- 
troleum Incentives Program Act or the Petroleum Incentives 
Program Act, Chapter P-4.1 of the Statutes of Alberta, 1981, in 
respect of which, or in respect of part of which, the taxpayer, a 
partnership of which the taxpayer was a member, a joint explo- 
ration corporation of which the taxpayer was a shareholder cor- 
poration or a principal-business corporation of which the tax- 
payer was a shareholder, has received, is deemed to have 
received, is entitled to receive or may reasonably be expected to 
receive an incentive under either of those Acts; or 


(e) was included in determining the specified expenses of any 
other taxpayer for a taxation year. 


(6) For the purposes of this section, the base amount of a taxpayer 
at the end of a particular taxation year in respect of a well is the 
amount, if any, by which the taxpayer’s threshold amount in respect 
of the well exceeds the aggregate of 


(a) all amounts that would have been the taxpayer’s specified 
expenses for any taxation year in respect of the well if 


(i) the references in subparagraphs (3)(b)(ii) and (4)(b)(ii) to 
“after November 1985 and before 1991” were read as “after 
March 1985 and before December 1985”, and 


(ii) subsection (5) were read without reference to paragraph 
(d) thereof; 


(b) all amounts referred to in paragraph (5)(d) for the particular 
taxation year or a preceding taxation year in respect of the well 
that would have been included in determining the taxpayer’s 
specified expenses for the particular taxation year or the preced- 
ing taxation year but for that paragraph; and 


(c) all amounts that are the taxpayer’s specified expenses for any 
preceding taxation year in respect of the well. 


(7) For the purposes of this section, the threshold amount of a tax- 
payer in respect of a well is 


(a) where no agreement has been filed with the Minister under 
subsection (8) in respect of the well, $5,000,000; and 


(b) where an agreement has been filed with the Minister under 
subsection (8) in respect of the well, the amount, if any,, allo- 
cated to the taxpayer under the agreement. 


(8) For the purposes of this section, where the aggregate of all ex- 
penses in respect of a well, each of which 


(a) would be included in determining the specified expenses of a 
taxpayer for a taxation year in respect of the well if subsection 
(5) were read without reference to paragraph (d) thereof, or 


Reg. 
S. 4608 


(b) would be included in determining the specified expenses of a 
taxpayer for a taxation year in respect of the well if 
(i) the references in subparagraphs (3)(b)(ii) and. (4)(b)(ii) to 
“after November 1985 and before 1991” were read as “after 
March 1985 and before December 1985”, and 


(ii) subsection (5) were read without reference to paragraph 
(d) thereof 


exceeds $5,000,000, all taxpayers who have incurred those ex- 
penses or in whose favour or to whom any of those expenses have 
been renounced under subsection 66(10.1) or (12.6) of the Act may 
file with the: Minister an agreement in:writing in the prescribed 
form in respect of the well opened amounts to some or all of 
those taxpayers if 


(c) the amount allocated to each taxpayer does not exceed the 
total of such expenses that were incurred by the taxpayer in re- 
spect of the well, and that are not to be renounced by the tax- 
payer under subsection 66(10.1) or (12.6) of the Act in favour of 
or to any other person, and 


(d) the aggregate of all amounts so allocated is not less than 
$5,000,000. 


(9) For the purposes of this section, where 


(a) the drilling of a well (in this subsection referred to as the 
“abandoned well’) is abandoned not because of the results ob- 
tained but because of geological or mechanical difficulties and 
the drilling of a new well (in this subsection referred to as the 
“new well”) is commenced, and 


(b) having regard to all the circumstances, including the lapse of 
time between the abandonment of the abandoned well and the 
commencement of the new well and the proximity of the sites of 
the wells, it is reasonable to regard the new well as a replace- 
ment for the abandoned well, 


the abandoned well and the new well shall be deemed to be one 
well. 


(10), For the purposes of this section, where an expense of a joint 
exploration corporation is deemed by subsection 66(10.1) or (10.2) 
of the Act to be an expense of a shareholder corporation of the joint 
exploration corporation, the shareholder corporation shall be 
deemed to have incurred the expense at the time it was incurred by 
the joint exploration corporation. 


(11) For the purpose of this section, where an expense of a princi- 
pal-business corporation is deemed by subsection 66(12.61) or 
(12.63) of the Act to be an expense of a shareholder of the corpora- 
tion, the shareholder shall be deemed to have incurred the expense 
at the time it was incurred by the principal-business corporation. 


(12) For the purposes of this section, where an expense incurred by 
a partnership is, under subparagraph 66.1(6)(a)(iv) [66.1(6)“Cana- 
dian exploration expense”(h)] of the Act, a Canadian exploration 
expense of a taxpayer who was a member of the partnership, the 
taxpayer shall be deemed to have incurred the Canadian exploration 
expense at the time the expense was incurred by the partnership. 


(13) For the purposes of this section, where an expense is a Cana- 
dian development expense of a taxpayer that is, under subsection 
66.1(9) of the Act, deemed to be a Canadian exploration expense of 
the taxpayer, the taxpayer shall be deemed to have incurred the Ca- 
nadian exploration expense at the time the Canadian development 
expense was incurred. 

History: Paras. 4608(3)(a), (4)(a), amended by P.C. 1992-2335, Sch. II, s. 8, November 
19, 1992, Canada Gazette Part II, December 2, 1992, applicable after November 30, 
1985. 

S. 4608 added by P.C. 1989-1793, September 21, 1989, Canada Gazette, Part II, Octo- 
ber 11, 1989, effective after November 30, 1985. 

Definitions [Reg. 4608]: “abandoned well” — Reg. 4608(9)(a); “amount” — ITA 
248(1);. “base. amount” — Reg.. 4608(6); “Canadian development .expense” — ITA 
66.2(5), 248(1); “Canadian exploration expense” — ITA 66.1(6), 248(1); “commence- 
ment” — Interpretation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 
35(1); “joint exploration corporation” — ITA 66(15), Reg. 4608(1); “Minister” — ITA 
248(1); “new well” — Reg. 4608(9)(a); “non-qualifying expenses” — Reg. 4608(5); 
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“oil or gas well” — ITA 248(1); “person”, “prescribed” — ITA 248(1); “principal-bus- 
iness corporation’? —ITA 66(15), Reg. 4608(1); “property”, “shareholder” — ITA 
248(1); “shareholder corporation” —ITA 66(15), Reg. 4608(1); “specified ex- 
penses” — Reg. 4608(4); “taxation year’—-ITA 249; “taxpayer” —ITA 248(1); 
“threshold amount’ — Reg. 4608(7);) “well” — Reg. 4608(1), (9); “writing” — Inter- 
pretation Act 35(1). 


4609. Prescribed offshore region — For the purposes of the 
definition “specified percentage” in subsection 127(9) of the Act, 
the following region is a prescribed offshore region: 


(a) that submarine area, not within a province, adjacent to the 
coast of Canada and extending throughout the natural prolonga- 
tion of that portion of the land territory of Canada comprising 
the Gaspé Peninsula and the provinces of Newfoundland, Prince 
Edward Island, Nova Scotia and New Brunswick to. the outer 
edge of the continental margin or to a distance of two hundred 
nautical miles from the baselines from which the territorial sea 
of Canada is measured, whichever is the greater; and 


(b) the waters above the submarine area referred to in paragraph 
(a). 
History: S. 4609 added by P.C. 1989-1793, September 21, 1989, Canada Gazette, Part 
II, October 11, 1989, and s. 4609 after November 16, 1978. 


Definitions [Reg. 4609]: “Canada” —ITA 255, Interpretation Act 35(1); “pre- 
scribed” —ITA 248(1); “province”, “territorial sea”, “territory” — Interpretation Act 
35(1). 


4610. Prescribed area — For the purpose of paragraph (c.1) of 
the definition “qualified property” in subsection 127(9) of the Act, 
the area prescribed is the area comprising the Provinces of Nova 
Scotia, New Brunswick, Prince Edward Island and Newfoundland 
and the Gaspé Peninsula. 


History: S. 4610 added by P.C. 1995-775, May 16, 1995, Canada Gazette, Part Il, s. 
5, May 31, 1995, applicable to property acquired after 1991. 


Definitions [Reg. 4610]: “prescribed” — ITA 248(1). 


PART XLVII — ELECTION IN RESPECT OF 
CERTAIN PROPERTY OWNED ON 
DECEMBER 31, 1971 


History: Part XLVII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part Il, August 8, 1979. 


4700. Any election by an individual under subsection 26(7) of the 
Income Tax Application Rules shall be made by filing with the Min- 
ister the form prescribed. 


History: S. 4700 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada Ga- 
zette, Part II, November 30, 1994. 


Selected Cases [Reg. 4700]: R. v. Adelman, [1998] 1 C.T.C. 133 (FCA) (Require- 
ment to elect is mandatory, not directory). 


Definitions [Reg. 4700]: “individual”, “Minister”, “prescribed” — ITA 248(1). 
Interpretation Bulletins: IT-139R: Capital property owned on December 31, 


1971 — Fair market value (archived). 


Forms: T1105: Supplementary schedule for dispositions of capital property acquired 
before 1972; T2076: Valuation day value election for capital properties owned on De- 
cember 31, 1971. 


PART XLVIII — STATUS OF 
CORPORATIONS AND TRUSTS 


History: Part XLVIII was consolidated by the Consolidated Regulations of Canada, 
chapter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, 
Canada Gazette, Part II, August 8, 1979. 


4800. (1) [Public corporation — prescribed conditions] — 
For the purposes of subparagraph (b)(i) of the definition “public 
corporation” in subsection 89(1) of the Act, the following condi- 
tions are prescribed in respect of a corporation other than a coopera- 
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tive corporation (within the meaning assigned by section 136 of the 
Act) or a credit union: 


(a) a class of shares of the capital stock of the corporation desig- 
nated by the corporation in its election or by the Minister in his 
notice to the corporation, as the case may be, shall be qualified 
for distribution to the public; 


(b) there shall be no fewer than 
(i) where the shares of that class are equity shares, 150, and 
(ii) in any other case, 300 


persons, other than insiders of the corporation, each of whom 
holds 


(iii) not less than one block of shares of that class, and 


(iv) shares of that class having an aggregate fair market value 
of not less than $500; and 


(c) insiders of the corporation shall not hold more than 80 per 
cent of the issued and outstanding shares of that class. 


Forms: T2073: Election to be a public corporation. 


(2) [Public corporation — prescribed conditions] — For the 
purposes of subparagraph (c)(i) of the definition “public corpora- 
tion” in subsection 89(1) of the Act, the following conditions are 
prescribed in respect of a corporation: 


(a) insiders of the corporation shall hold more than 90 per cent 
of the issued and outstanding shares of each class of shares of 
the capital stock of the corporation that 


(i) was, at any time after the corporation last became a public 
corporation, listed on a designated stock exchange in Canada, 
or 


(ii) was a class, designated as described in paragraph (1)(a), 
by virtue of which the corporation last became a public 
corporation; 


(b) in respect of each class of shares described in subparagraph 
(a)(i) or (ii), there shall be fewer than 


(i) where the shares of that class are equity shares, 50, and 
(ii) in any other case, 100 


persons, other than insiders of the corporation, each of whom 
holds 


(iii) not less than one block of shares of that class, and 


(iv) shares of that class having an aggregate fair market value 
of not less than $500; and 


(c) there shall be no class. of shares of the capital stock of the 
corporation that is qualified for distribution to the public and 
complies with the conditions described in paragraphs (1)(b) and 


(c). 


Forms: T2067: Election not to be a public corporation. 


(3) [Public corporation — amalgamation] — Where, by vir- 
tue of an amalgamation (within the meaning assigned by section 87 
of the Act) of predecessor corporations any one or more of which 
was, immediately before the amalgamation, a public corporation, 
shares of any class of the capital stock of any such public corpora- 
tion that was 


(a) at any time after the corporation last became a public corpo- 
ration, listed on a designated stock exchange in Canada, or 


(b) the class, designated as described in paragraph (1)(a), by vir- 
tue of which the corporation last became a public corporation, 


are converted into shares of any class (in this subsection referred to 
as the “new class”) of the capital stock of the new corporation, the 
new class shall, for the purposes of subsection (2), be deemed to be 
a class, designated as described in paragraph (1)(a), by virtue of 
which the new corporation last became a public corporation. 


(4) [Public corporation — election requirements] — Any 
election under subparagraphs (b)(i) or (c)(i) of the definition “pub- 
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lic corporation” in subsection 89(1) of the Act shall be made by — 
filing with the Minister the following documents: 


(a) the form prescribed by the Minister; 


(b) where the directors of the corporation are legally entitled to 
administer the affairs of the corporation, a certified copy of their 
resolution authorizing the election to be made; 


(c) where the directors of the corporation are not legally entitled 
to administer the affairs of the corporation, a certified copy of 
the authorization of the making of the election by the person or 
persons legally entitled to administer the affairs of the corpora- 
tion; and | 


(d) a statutory declaration made by a director of the corporation 
stating that, after reasonable inquiry for the purpose of inform- 
ing himself in that regard, to the best of his knowledge the cor- 
poration complies with all the prescribed conditions that must be 
complied with at the time the election is made. 
History: Subpara. 4800(2)(a)(i) and para. 4800(3)(a) amended to substitute “desis: 
nated stock exchange in Canada” for “stock exchange in Canada prescribed for the 


purposes of section 89 of the Act” by 2007, c. 35, s. 77, in force on December 14, 
2007. 


The opening words of subsecs. 4800(1), (2). and (4), amended by P.C. 2001-1106, s. 3, 
June 14, 2001, Canada Gazette, Part II, July 4, 2001, effective from April 1, 2001. 


S. 4800 amended by P.C. 1983-867, March 25, 1983, Canada Gazette, Part II, April, 
1983. 


Definitions [Reg. 4800]: “block of shares” — Reg. 4803(1); “Canada” — ITA 255, 
Interpretation Act 35(1); “class” —ITA 248(6); “class of shares” — Reg. 4803(2); 
“corporation” —ITA 248(1), Interpretation Act 35(1); “credit union” —ITA 137(6), 
248(1); “designated stock exchange” — ITA 248(1), 262; “equity share” —ITA 204, 
Reg. 4803(1); “Minister” —ITA 248(1); “new class” — Reg. 4800(3); “person” — 
Reg. 4803(3); “prescribed” — ITA 248(1); “public corporation” — ITA 89(1), 248(1); 
“share” — ITA 248(1); “statutory declaration” — Interpretation Act 35(1). 
Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs; IT-391R: Status of corporations. 

Forms: 12067: Election not to be a public corporation; T2073: Election to be a public 
corporation. 


4800.1 [Prescribed trusts] — For the purposes of paragraph 
107(1)(a), subsections 107(2) and (4.1) and paragraph 108(1)(c) 
[108(1)“capital interest”] of the Act, the following are: prescribed 


ery a trust is earns sip claus AE the » benefit of bisiépbes of a 
corporation or two or more corporations which do not deal at 
arm’s length with each other, wheré one of the main purposes of 
the trust is to hold interests in shares of the capital stock of the 
corporation or corporations, as the case may be, or any corpora- 
tion not dealing at arm’s length therewith; 


(b) a trust established exclusively for the benefit of one or more 
persons each of whom was, at the time the trust was created, 
either a person from whom the trust received property or a credi- 
tor of that person, where one of the main purposes of the trust is 
to secure ‘the payments required to be made by or on behalf of 
that person to such creditor; and 


(c) a trust all or substantially all of the properties of which con- 
sist of shares of the capital stock of a corporation, where the 
trust: was established pursuant to|an agreement between two or 
more shareholders of the corporation and one of the main. pur- 
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poses of the trust is to provide for the exercise of voting rights in 
respect of those shares pursuant to that agreement. 
Related Provisions: ITA 107.4(3)(i) — Trust deemed not to be prescribed trust. 
History: That portion of s. 4800.1 preceding para. (a) amended by P.C. 1992-2338, 


s.1, November 19, 1992, Canada Gazette Part Il, December 2, 1992, applicable after 
1987. 


S. 4800.1 added by P.C. 1990-853, May 10, 1990, Canada Gazette, Part Il, May 23, 
1990, applicable after 1987. 

Definitions [Reg. 4800.1]: “arm’s length” —ITA 251(1); “corporation” —ITA 

248(1), Interpretation Act 35(1); “employee”, “person”, “prescribed”, “property”, 
“share”, “shareholder” — ITA 248(1); “trust? —ITA 104(1), 248(1), (3). 


4801. [Mutual fund trust — prescribed conditions] — For 
the purposes of paragraph 132(6)(c) of the Act, the following condi- 
tions are hereby prescribed in respect of a trust: 


(a) either 


(i) a class of the units of the trust shall be qualified for distri- 
bution to the public, or 


(ii) there has been a lawful distribution in a province to the 
public of units of the trust and a prospectus, registration 
statement or similar document was not required under the 
laws of the province to be filed in respect of the distribution; 
and 


(b) in respect of any one class of units described in paragraph 
(a), there shall be no fewer than 150 beneficiaries of the trust, 
each of whom holds 


(i) not less than one block of units of the class, and 


(ii) units of the class having an aggregate fair market value of 
~ not less than 7200, 


ions (Part 1 ected, s. 172, will 
2000 et seq., except that for the pur- 
years na a rae as that nee 


Technical Notes (J 2010): Section 4801 contains a number of grit 
ete for the purposes of paragraph - 326 


and section 4801.001 — so that a trust created eefote 2000 that is a widely. held unit 
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trust may qualify as a mutual fund trust where it makes a lawful distribution in a 
province to the public of its units and a number of other conditions are met. This 
amendment — which extends to trusts created before 2000 a similar existing rule that 
applies only to trusts created after 1999 — applies only for the 2004 and subsequent 
taxation years and only to trusts that elect for section 4801.001 to apply. 


Section 4801 is also amended to update the language of the provision — these 
changes do not represent a change in tax policy. These amendments apply to the 
2000 and subsequent taxation years. yo 


Technical Notes to ITA 132(6)(c), July 18, 2005: It is intended that rete : 
amendments to Part XLVHI of the Regulations would include the following; 
{Amendment to French version omitted] ... Paragraph 4801(a) of the Regulations 
would be amended so that subparagraph 4801(a)(ii) applies to a trust created before 
2000, for its 2004 and subsequent taxation years, if the trust elects by notifying the 
Minister of National Revenue in writing in its return of income for the taxation year 
of the trust that ends in the calendar year in which the amending regulations are — 
published in Part II of the Canada Gazette. As a result of the proposed change, if ” 


there has been a lawful distribution in a province to the public of units of a class of | 


units of a trust created before 2000 and a prospectus, registration statement or similar 
document was not required under the laws of the province to be filed in respect of the 
distribution, the trust could rely upon subparagraph 4801 (a)(ii) to meet, in its 2004 
and later taxation years, the condition prescribed under paragraph 4801(a).. 


These amendments to the Regulations would, except as described above, be proposed 
to apply to the 2000 and subsequent taxation years of trusts. 


Letter from Dept. of Finance, March 12, 2003: 
Dear [xxx] 


Thank you for your letter of November 6, 2002, concerning the Uptlivation of section 
4801 of the Income Tax Regulations to a trust seeking to eee as a mutual fund 
trust for income tax purposes. : : 


The meaning for income tax purposes of the expression “mutual fund ‘caste is found 
in subsection 132(6) of the Income Tax Act. Paragraph 132(6)(c) of the Act requires — 
that a trust meet at a particular time ae tee conditions in order to oo at that © 
time as a mutual fund trust. : : g 


The first prescribed condition is found in oe 4801 (a): it requires either thata _ 
class of units of a trust be qualified for distribution to the public, as defined in sub- _ / 
section 4803(2) of the Regulations, or for trusts established after 1999, that there be a 


lawful distribution in a province to the public of units off the trust where a ‘Prospec- 
tus, registration statement or similar document was not required under the laws 0 
province to be filed in iespec. of the distribution. 


You are seeking an amendment t6 paragraph ots of the Regulations so that a 
trust created before 2000 would be able to elect to rely upon the condition in subpar- 
agraph 4801(a)(@i) in order to satisfy the Tejatrements of that paragraph. 


Subparagraph 4801(a)(ii) of the Regulations is penenly intended to ensure that the 
requirements under the Act for a securities distribution are generally no more oner- 
ous than those imposed under provincial securities requirements for mutual fund 


trusts. From a tax policy perspective, it would not be inconsistent with this goal to _ 
permit a trust created before 2000 to be able to rely upon that ae in satis- 


fying the prescribed conditions for mutual fund trusts. 


We are, therefore, prepared to recommend an amendment to the Reculsion: so that, 
for the 2004 and subsequent taxation years of trusts created before 2000, the condi- 
tion prescribed under paragraph 4801(a) would be met, under subparagraph 
4801 (a)(ii), if there has been a lawful distribution in a province to the public of units 


of a class of units of the trust and a prospectus, registration statement or similar docu- L 


ment was not required under the laws of the province to be filed i in respect of the 
distribution. However, to prevent such a trust from being re-characterized, contrary 
to the intention of its trustee or investors, as a mutual fund trust under the Act, such a 
revised subparagraph 4801(a)(ii) would apply to trusts created before 2000 only if 
the trust were to so elect and only for taxation years that end after the time : at whi 
the election was made. 


Of course, we cannot offer any assurance that either the Minister of Finance or Par- 
liament will agree with the recommendation that we intend to make in this ‘Tegard. 
Nonetheless, we trust that this statement of our position is’ helpfi 


Thank you for writing. 
Yours sincerely, Le . 
Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
Related Provisions: Reg. 221(1)(f) — Reporting requirements. 


History: Subpara. 4801(a)(ii) added by P.C. 2001-1106, s. 4, June 14, 2001, Canada 
Gazette, Part II, July 4, 2001, applicable to trusts established after 1999. 


Definitions [Reg. 4801]: “block of units” — Reg. 4803(1); “class of units” — Reg. 
4803(2); “person” — Reg. 4803(3); “prescribed” —ITA 248(1); “province” — Inter- 
pretation Act 35(1); “trust”? —ITA 104(1), 248(1), (3). 
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Proposed Addition — Reg. 4801.001 


4801.001 [Mutual fund trust — prescribed conditions] — 
For the purpose of applying at any particular time subclause 
4801 (a)()(B) CD), the following are the prescribed conditions; 

(a) the trust was created before 2000; 

_ (b) the trust was a unit trust on July 18, 2005; 

(c) the particular time is after 2003; and 

(d) the trusts elects by notifying the Minister, in writing me 

2011, that this section applies to it. 


Application: The July 16, 2010 draft regulations as Ss teclnical 8. 173, will 
add s. 4801.001, applicable to 2004 er seq. 


Technical Notes (July 2010), Technical Notes to ITA 132(6: ), July 18, 
2005 and ‘Letter om Dept. of Finance, March 12, 2003: ‘See wiles Reg. 
AOE SC et 700 


Definitions [Reg. ¢ 4801.001]: “filing-due date”, “Minister”, “préscabed? LA 
2481); “taxation year’ —ITA 249; “trust” —ITA 104(1), 248(1),. pie “anit 
trust” —ITA 108(2), 248(1); ‘writing’ ’ —. Interpretation Act 35(1). 


4801.01 [Mutual fund trust — exclusion from December 15 
year-end] — For the purpose of subsection 132.11(1) of the Act, a 
trust that is a money market fund as defined in National Instrument 
81-102 Mutual Funds, as amended from time to time, of the Cana- 
dian Securities Administrators is a prescribed trust. 

History: S. 4801.01 added by P.C. 2001-1106, s. 5, June 14, 2001, Canada Gazette, 
Part II, July 4, 2001, applicable in respect of any filing, after March 10, 1999, for an 
election under subsec. 132.11(1) of the Act. 

Definitions [Reg. 4801.01]: “prescribed” —ITA 248(1); 
248(1), (3). 


“trust? —ITA 104(1), 


4801.02 [LSVCC — prescribed corporation] — For the pur- 
poses of the definition “eligible business entity” in subsection 
204.8(1), clause 204.82(2.2)(d)(i)(B) and paragraph 204.82(6)(a) of 
the Act, a corporation registered under Part III.1 of the Community 
Small Business Investment Funds Act, chapter 18 of the Statutes of 
Ontario, 1992, is a prescribed corporation. 


History: S. 4801.02 added by P.C. 2001-1106, s. 5, June 14, 2001, Canada Gazette, 
Part II, July 4, 2001, applicable to 1999 er seg. 


Definitions [Reg. 4801.02]: 
“prescribed” —ITA 248(1). 


“corporation” — ITA 248(1), Interpretation Act 35(1); 


4801.1 [Foreign trust reporting exemption] — For the pur- 
pose of paragraph (c) of the definition “exempt trust” in subsection 
233.2(1) of the Act, the following conditions are hereby prescribed 
in respect of a trust: 


(a) at least 150 beneficiaries of the trust are beneficiaries in re- 
spect of the same class of units of the trust; and 


(b) at least 150 of the beneficiaries in respect of that class each 
hold 


(i) at least one block of units of that class, and 


(11) units of that class having a total fair market value of at 
least $500. 
History: S. 4801.1 added by P.C. 1998-1573, s. 1, September 15, 1998, Canada Ga- 


zette, Part II, September 30, 1998, applicable to returns in respect of taxation years that 
begin after 1995. 


4802. (1) [Pension investment corporation — prescribed 
investors] — For the purposes of clause 149(1)(0.2)(iv)(D) of the 
Act, the following are prescribed persons: 


(a) a trust all the beneficiaries of which are trusts described in 
clause 149(1)(0.2)(iv)(B) of the Act; 


(b) a corporation incorporated before November 17, 1978 solely 
in connection with, or for the administration of, a registered pen- 
sion plan; 


(c) a trust or corporation established by or arising by virtue of an 
act of a province the principal activities of which are to adminis- 
ter, manage or invest the monies of a pension fund or plan that is 
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established pursuant to an act of the province or:an order or reg- 
ulation made thereunder; 


(c.1) the Canada Pension: Plan Investment Board; 


(d) a trust or corporation established by or arising by virtue of an 
act of a province in connection with a scheme or program for the 
compensation of workers injured in an accident arising out of or 
in the course of their employment; 


(e) Her Majesty in right of a province; 


(f) a trust all of the beneficiaries of which are any combination 
of 
(i) registered pension plans, 
(ii) trusts described in clause 149(1)(0.2)(iv)(B) or (C) of the 
Act, and 
(ii1) persons described in this subsection; and 


(g).a corporation all of the shares ofthe capital stock of which 
are owned by one or more of the following: 


(i) registered pension plans, 

(ii) trusts described in clause 149(1)(0.2)(iv)(B) or (C) of the 
Act, and 

(ili) persons described in this. subsection. 


History: Para. 4802(1)(c.1) added by P.C. 2003-1497, s. 2, October 2,;.2003, Canada 
Gazette, Part II, October 22, 2003, applicable after October 2002. 

Subpara. 4802(1)(f)(iii) amended and para. 4802(1)(g) added by P.C. 1996-569, s. 1, 
April 23, 1996, Canada Gazette, Part II, May 1, 1996, applicable to 1994 et seq. 

S. 4802 renumbered as subsec. 4802(1) by P.C. 1994-785, May 12, 1994, Canada Ga- 
zette, Part II, June 1, 1994, applicable to 1989 et seq. 

Para. 4802(e) amended, (f) added, by P.C. 1992-2338, s. 2, November 19, 1992, Can- 
ada Gazette Part Il, December 2, 1992, applicable to taxation years commencing after 
1991... 

Para. 4802(b) amended by P.C. 1991-2540, s. 8, December 16, 1991, Canada Gazette, 
Part II, January 15, 1992, applicable after 1985. 

Para. 4802(c) substituted and para. (e) added by P.C. 1987-1881, s. 1, September 10, 
1987, Canada Gazette, Part II, September 30, 1987, applicable with respect to taxation 
years commencing after 1978. 
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New s. 4802 added and former s: 4802 renumbered s. 4803 by P.C. 1985-2277, s. 14, 
July 24, 1985, Canada Gazette, Part Il, August 7, 1985, applicable to taxation years 
commencing after 1978. 


(1.1) [Master trust] — For the purposes of paragraph 149(1)(0.4) 
of the Act, a trust is a master trust at any time if, at all times after it 
was created and before that time, 
(a) it was resident in Canada; 
(b) its only undertaking was the investing. of its funds; 
(c) it never borrowed money except where the borrowing was 
for a term not exceeding 90 days and it is established that the 
borrowing was not part of a series of loans or other transactions 
and repayments; 
(d) it never accepted deposits; and 


(e) each of the beneficiaries of the trust was a trust governed by 
a PEERS LEDER, PEM ora deferred ee a SEO isa 


Senior Tax Policy Officer, ial ol git ci win Branch - 
Related Provisions: ITA 248(10) — Series.of transactions; ITA.253.1 — Limited 
partner not considered to carry on business of partnership. 


History: S,.4802(1.1) added by P.C.,.2005-1508, .s. 5, August 31, 2005, Canada Ga- 
zette, Part Il, September 21, 2005, deemed to have come into force June 29,2005. 


(2) [Prescribed insurers] — For the purposes of paragraph 
149(1)(t) of the Act, the following are prescribed insurers: 
(a) Union Québécoise, compagnie d’assurances générales inc.; 
(b) Les Clairvoyants Compagnie d’ Assurance Générale Inc.; and 


(c) Laurentian Farm Insurance Company Inc. 
History: Subsec. 4802(2). added by P.C. 1994-785, May 12,.1994, Canada Gazette, 
Part II, June 1, 1994, applicable to 1989 et seq. 


Definitions [Reg. 4802]: “borrowed money” — ITA 248(1);, ‘corporation’ — ITA 
248(1), Interpretation Act 35(1); “deferred profit sharing plan” — ITA 147(1), 248(1); 
“employment” — ITA 248(1); “Her Majesty’ — Interpretation Act 35(1); “insurer”, 
“person”, “prescribed” — ITA 248(1); “province” — Interpretation Act 35(1); “regis- 
tered pension plan” — ITA 248(1); “resident,in Canada” — ITA 250; “share” — ITA 
248(1); ‘trust’ —ITA,104(1), 248(1), (3). 


4803. (1) In this Part, 
“block of shares” means, with respect to any class of the capital 
stock, of a corporation, 


(a) 100 shares, if the fair market value of one share of the class 
is less than $25, 


(b) 25 shares, if the fair market value of one share of the class is 
$25 or more but less’ than $100, and 


(c) 10 shares, if the fair market value of one share of the class is 
$100 or more; 
“block of units” means, with respect.to,any.class of units of a trust, 


(a) 100 units, if the fair rariea value of one unit of the class is 
less than $25, 


(b) 25 units, if the fair market value of one unit of the class is 
$25 or more but less than $100, and 
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(c) 10 units, if the fair market value of one unit of the class is 
$100 or more; 


“equity share” has the meaning assigned by section 204 of the Act; 


‘“<nsider of a corporation” has the meaning that would be assigned 
by section 100 of the Canada Corporations Act if the references 
therein to “public company” and to “equity shares” were read as 
references to “corporation” and “shares” respectively, except that a 
person who is an employee of the corporation, or of a person who 
does not deal at arm’s length with the corporation, and whose right 
to sell or transfer any share of the capital stock of the corporation, 
or to exercise the voting rights, if any, attaching to the share, is 
restricted by 


(a) the terms and conditions attaching to the share, or 


(b) any obligation of the person, under a contract, in equity or 
otherwise, to the corporation or to any person with whom the 
corporation does not deal at arm’s length, 


shall be deemed to hold the share as an insider of the corporation. 


History: Subsec. 4803(1) is the former subsec. 4802(1) renumbered by P.C. 1985- 
2277, subsec. 14(1), July 24, 1985, Canada Gazette, Part II, August 7, 1985, applicable 
to taxation years commencing after 1978. 


The definition of “equity share” in former subsec. 4802(1) substituted by P.C. 1984- 
339, s. 1, February 2, 1984, Canada Gazette, Part II, February 22, 1984, effective No- 
vember 13, 1981. 


(2) [Meaning of “qualified for distribution to the pub- 
lic” ] — For the purposes of this Part, a class of shares of the capital 
stock of a corporation or a class of units of a trust is qualified for 
distribution to the public only if 


(a) a prospectus, registration statement or similar document has 
been filed with, and, where, required by law, accepted for filing 
by, a public authority in Canada pursuant to and in accordance 
with the law of Canada or of any province and there has been a 
lawful distribution to the public of shares or units of that class in 
accordance with that document; 


(b) the class is a class of shares, any of which were issued by the 
corporation at any time after 1971 while it was a public corpora- 
tion in exchange for shares of any other class of the capital stock 
of the corporation that was, immediately before the exchange, 
qualified for distribution to the public; 


(c) in the case of any class of shares, any of which were issued 
and outstanding on January 1, 1972, the class complied on that 
date with the conditions described in paragraphs 4800(1)(b) and 
(c); or 
(d) in the case of any class of units, any of which were issued 
and outstanding on January 1, 1972, the class complied on that 
date with the condition described in paragraph 4801(b). 
History: Subsec. 4803(2) is the former subsec. 4802(2), renumbered by P.C. 1985- 


2277, subsec. 14(1), July 24, 1985, Canada Gazette, Part II, August 7, 1985, applicable 
to taxation years commencing after 1978. 


(3) [Group holdings]— For the purposes of paragraphs 
4800(1)(b), 4800(2)(b) and 4801(b), where a group of persons holds 


(a) not less than one block of shares of any class of shares of the 
capital stock of a corporation or one block of units of any class 
of a trust, as the case may be, and 


(b) shares or units, as the case may be, of that class having an 
aggregate fair market value of not less than $500, 


that group shall, subject to subsection (4), be deemed to be one per- 
son for the purposes of determining the number of persons who 
hold shares or units, as the case may be, of that class. 

History: Subsec. 4803(3) is the former subsec. 4802(3), renumbered by P.C. 1985- 


2277, subsec. 14(1), July 24, 1985, Canada Gazette, Part Il, August 7, 1985, applicable 
to taxation years commencing after 1978. 


(4) [Determination of group] — In determining under subsec- 
tion (3) the persons who belong to a group for the purposes of de- 
termining the number of persons who hold shares or units, as the 
case may be, of a particular class, the following rules apply: 


(a) no person shall be included in more than one group; 


Income Tax Regulations 


(b) no person shall be included in a group if he holds 


(i) not less than one block of shares or one block of units, as 
the case may be, of that class, and 


(ii) shares or units, as the case may be, of that class having an 
aggregate fair market value of not less than $500; and 


(c) the membership of each group shall be determined in the 

manner that results in the greatest possible number of groups. 
History: Subsec. 4803(4) is the former subsec. 4802(4), renumbered by P.C. 1985- 
2277, subsec. 14(1), July 24, 1985, Canada Gazette, Part Il, August 7, 1985, applicable 
to taxation years commencing after 1978. 


Subparas. 4802(4)(b)(i), (ii) substituted by P.C. 1981-1556, s. 2, June 11, 1981, Can- 
ada Gazette, Part II, June 24, 1981, effective 1972 et seq. 


Interpretation Bulletins: IT-391R: Status of corporations. 


Definitions [Reg. 4803]: “arm’s length” — ITA 251(1); “block of shares”, “block of 
units” — Reg. 4803(1); “Canada” —ITA 255, Interpretation Act 35(1); “class of 
shares”, “class of units” — Reg. 4803(2); “corporation” — ITA 248(1), Interpretation 
Act 35(1); “employee” —ITA 248(1); “group” — Reg. 4803(4); “person” —ITA 
248(1); “province” — Interpretation Act 35(1); “public corporation” —ITA 89(1), 
248(1); “share” —ITA 248(1); “trust? —ITA 104(1), 248(1), (3). 


PART XLIX — DEFERRED INCOME PLANS, 
QUALIFIED INVESTMENTS 


History: Part XLIX (ss. 4900, 4901) substituted by P.C. 1981-2578, s. 4, September 
16, 1981, Canada Gazette, Part II, October 14, 1981, effective commencing January 1, 
1981. 


Part XLIX was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part II, August 8, 1979. 


4900. (1) [Qualified investment for RRSP, RESP, RRIF, 
DPSP, RDSP, TFSA] — For the purposes of paragraph (d) of the 
definition “qualified investment” in subsection 146(1) of the Act, 
paragraph (e) of the definition “qualified investment” in subsection 
146.1(1) of the Act, paragraph (c) of the definition “qualified in- 
vestment” in subsection 146.3(1) of the Act, paragraph (h) of the 
definition “qualified investment” in section 204 of the Act, para- 
graph (d) of the definition “qualified investment” in subsection 
205(1) of the Act and paragraph (c) of the definition “qualified in- 
vestment” in subsection 207.01(1) of the Act, each of the following 
investments is prescribed as a qualified investment for a plan trust 
at a particular time if at that time it is 


History: The opening words of subsec. 4900(1) amended by 2009, c. 2, subsec. 
105(1), applicable to 2009 et seq. 


The opening words of subsec. 4900(1) amended by 2007, c. 35, subsec. 126(1), appli- 
cable to 2008 et seq. 


The opening words of subsec. 4900(1) amended by 2007, c. 29, subsec. 32(1), applica- 
ble in determining whether a property is, at any time after March 18, 2007, a qualified 
investment. 


The opening words of subsec. 4900(1) amended by P.C. 2001-1106, subsec. 6(1), June 
14, 2001, Canada Gazette, Part II, July 4, 2001, applicable to property acquired after 
October 27, 1998. 


(a) [registered investment] — an interest in a trust or a share 
of the capital stock of a corporation that was a registered invest- 
ment for the plan trust during the calendar year in which the 
particular time occurs or the immediately preceding year; 


(b) [Share of public corporation] — a share of the capital 

stock of a public corporation other than a mortgage investment 

corporation; 
History: Para. 4900(1)(b) amended by P.C. 1994-1074, subsec. 1(1), June 23, 1994, 
Canada Gazette, Part II, July 13, 1994, applicable after 1992. 


(c) [Share of mortgage investment corporation] — a 
share of the capital stock of a mortgage investment corporation 
that does not hold as part of its property at any time during the 
calendar year in which the particular time occurs any indebted- 
ness, whether by way of mortgage. or otherwise, of a person who 
is a connected person under the governing plan of the plan trust; 


History: Para. 4900(1)(c) amended by 2007, c. 35, subsec. 126(2), applicable to 2008 
et seq. 
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Para. 4900(1)(c) amended by: P.C: 2001-1106, subsec. 6(2), June 14, 2001, Canada 
Gazette, Part Il, July 4, 2001, applicable to property acquired after’ October 27,1998. 
(c.1) [bond of public corporation] —a bond, debenture, 
note or similar obligation of a public»corporation other than a 
mortgage investment corporation; 
History: Para. 4900(1)(c.1) added by P.C. ‘1994-1074, subsec: 1(2); June 23, 1994, 
Canada Gazette, Part Il, July 13, 1994, applicable after 1992. 
(d) [unit of mutual fund trust] — a unit of a mutual fund 
trust; 
(d.1) [Repealed] 
History: Para. 4900(1)(d.1) repealed by 2007, c. 29, “subsec. 32(2), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 


Para. 4900(1)(d.1) added by P.C. 1998-629, subsec. 1(1), April 23, 1998, Canada Ga- 
zette, Part Il, May #3, 1998, applicable to property acquired after '1996.- 


(d.2) [unit of a trust} — a unit of a trust if 


(i) the trust would be a mutual fund trust if Part XLVIII were 
read without reference to paragraph 4801(a), and 


(ii) there has been a lawful. distribution in a province to the 
public of units of the trust,and a prospectus, registration 
statement or similar document was not required under the 
laws of the province to be filed in‘respect of the distribution; 
History: Para. 4900(1)(d.2) added by P.C. 2001-1106, subsec. 6(3), June 14, 2001, 
Canada Gazette, Part 11, July 4, 2001, applicable to property acquired after 1993. 
(ec) [warrant or option] —an option, a warrant or a similar 
right (each of which is, in this paragraph, referred to as the “se- 
curity”) issued by a person or partnership (in this paragraph re- 
ferred to as the “issuer’’) that gives the holder the right to ac- 
quire, either immediately or in the future, property all of which 
is a qualified investment for the plan trust orto receive a cash 
settlement in lieu of delivery of that property, where 


(i) the property is 
(A) a share of the capital stock of, a unit of, or a debt 
issued by, the issuer or another person or partnership that 


does not, when the security is issued, deal at arm’s length 
with the issuer, or 


(B) a warrant issued by the issuer or another person or 
partnership that does not, when the security is issued, deal 
at arm’s length with the issuer, that gives the holder the 
right to acquire a share or. unit. described in, clause (A), 
_and 


(ii) the issuer is not a connected person under the governing 
plan, of the plan trust; 
History: Subpara. 4900(1)(e)(ii) amended by 2007, c. 35, subsec. 126(3), applicable to 
2008 et seq. 


Para. 4900(1)(e) amended by P.C. 2005-1508, subsec. 6(1), August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable to property acquired after February 27, 
2004. 


Para. 4900(1)(e) amended by P.C. 1994-1074, subsec. 1(3), June 23, 1994, Canada 
Gazette, Part II, July 13, 1994, applicable after 1992. 
Para. 4900(1)(e) substituted by. P.C. 1985-587, February 28, 1985, Canada Gazette, 
Part II, March 20, 1985, effective after February 25, 1985. 

(e.0L) [Repealed] 


History: Para. 4900(1)(e.01) repealed: by 2007, c. 29, subsec., 32(3), applicable in de- 
termining whether a property is, at any time after March 18, 2007, a qualified 
investment. 


Para. 4900(1)(e.01) added by P.C. 2005-1508, subsec, 6(1), August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable after February 27, 2004. 

(e.1) [société d’entraide économique] — a share of, or de- 
posit with, a société d’entraide économique; . 
History: Para. 4900(1)(e.1) added by P.C. 1983-3319, s. 1, October 20, 1983, Canada 

Gazette, Part Il, November 9, 1983, applicable to 1982 et seq. 
(f) [Share of credit union] — a share of, or similar interest in 
a credit union; 


(g) [bond of credit union] — a bond, debenture, note or simi- 
lar obligation (in this paragraph referred to as the “obligation’’) 
issued by, or a deposit with, a credit union that, except where the 
plan trust is governed by a registered education savings plan, has 
not at any time during the calendar year in which the particular 
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time occurs granted any benefit or privilege to a person who is a 
connected person under the governing plan of the plan trust, as a 
result of the ownership by 


(i) the plan trust of a share or obligation of, or a deposit with, 
the credit union, or 


(ii) a registered investment of a share or obligation of, or a 
deposit with, the credit union if the plan trust has invested in 
that registered investment, 


and a credit union shall be deemed to have granted a benefit or 
privilege to a person in a year if at any time in that year that 
person continues to enjoy a benefit or DEMERS that was granted 
in a prior year; 
History: The opening words of para. 4900(1)(@) amended by 2007,,c, 35, subsec. 
126(4), applicable to 2008 er seq 


The opening words of para. seo0ci Ns amended by P.C.' 2001-1106, subsec. 6(4), June 
14, 2001, Canada Gazette, Part II, July 4, 2001, applicable to property acquired after 
October 27, 1998. 
(h) [bond of cooperative corporation] — a bond, deben- 
ture, note or similar obligation (in this paragraph referred to as 
the “obligation’”’) issued by a cooperative corporation (within the 
meaning assigned by, subsection 136(2) of the Act) 


(i) that throughout the taxation year of the cooperative corpo- 
ration immediately preceding the year in which the obliga- 
tion was acquired: by the plan trust’ had ‘not less than 100 
shareholders or, if all its shareholders were corporations, not 
less than’ 50 shareholders, 


(ii) whose obligations were, at the end of each month of 


(A) the last taxation year, if any, of the cooperative corpo- 
ration prior to the date of acquisition of the obligation by 
the plan trust, or 


(B) the period commencing three months after the date an 
obligation was first acquired by any plan trust and ending 
onthe last day of the taxation year of the cooperative cor- 
poration in which that period commenced, 


whichever..of the. periods. referred to in clause (A) or (B) 
commences later, held by plan, trusts the average number of 
which is not less than 100 computed on the basis that no two 
plan trusts shall have the same individual as an annuitant or a 
beneficiary, as the case may be, and 


(iii) that, except where the plan trust is governed by a regis- 
tered education, savings plan, has.not at any time during the 
calendar year in which the particular time occurs granted any 
benefit or privilege to a person who is a connected person 
under the governing plan of the plan trust, as a result of the 
ownership by 

(A) the plan trust of a share or obligation of the coopera- 

tive corporation, or 


(B) a registered investment of a share or obligation of the 
cooperative corporation if the plan trust has invested in 
that registered investment, 


and a cooperative corporation shall be deemed to have 
granted a benefit or privilege to a person in a year if at any 
time in that year that person continues to enjoy a benefit or 
privilege that was granted in a prior year; 
History: The opening words of subpara. 4900(1)(h)(iii) amended by 2007, c. 35, sub- 
sec. 126(5), applicable to 2008 ef seq. 
The opening words of subpara. 4900(1)(h)(iii) amended by P.C. 2001-1106, subsec. 
6(5), June 14, 2001, Canada Gazette, Part Il, July 4, 2001, applicable to property ac- 
quired after October 27, 1998. 
(i). [bonds of certain corporations] — a bond, debenture, 
note or similar obligation (in this paragraph referred to as the 
“obligation”) of a Canadian corporation 


(i) if payment of the principal amount of the obligation and 
the interest on the principal amount is guaranteed by a corpo- 
ration or.a mutual fund trust whose shares»or units, as the 
case may be, are listed on a designated stock exchange in 
Canada, 
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(ii) if the corporation is controlled directly or indirectly by 
(A) one or more corporations, 
(B) one or more mutual fund trusts, or 
(C) one or more corporations and mutual fund trusts 


whose shares or units, as the case may be, are listed on a 
designated stock exchange in Canada, or 


(iii) if, at the time the obligation is acquired by the plan trust, 
the corporation that issued the obligation is 


(A) a corporation that, in respect of its capital stock, has 
issued and outstanding share capital carried in its books at 
not less than $25 million, or 


(B) a corporation that is controlled by a corporation de- 
scribed in clause (A), 


and has issued and outstanding bonds, debentures, notes or 
similar obligations having in the aggregate a principal 
amount of at least $10 million that are held by at least 300 
different persons and were issued by the corporation by 
means of one or more offerings, provided that in respect of 
each such offering a prospectus, registration statement or 
similar document was filed with and, where required by law, 
accepted for filing by a public authority in Canada pursuant 
to and in accordance with the laws of Canada or a province 
and there was a lawful distribution to the public of those 
bonds, debentures, notes or similar obligations in accordance 
with that document; 


History: Subpara. 4900(1)(i)(i) and the closing words of subpara. 4900(1)(i)(ii) 
amended to substitute “designated stock exchange in Canada” for “stock exchange re- 
ferred to in section 3200” by 2007, c. 35, paras. 89(1)(a) and (b), in force on December 
14, 2007. 


Subpara. 4900(1)(i)(i) and the closing words of subpara. (ii) amended by P.C. 2001- 
1106, subsecs. 6(6) and (7), June 14, 2001, Canada Gazette, Part II, July 4, 2001, ef- 
fective from April 1, 2001. 


(i.1) [community bond guaranteed by province] — a se- 
curity of a Canadian corporation 


(i) that was issued pursuant to The Community Bonds Act, 
chapter C-16.1 of the Statutes of Saskatchewan, 1990, The 
Rural Development Bonds Act, chapter 47 of the Statutes of 
Manitoba, 1991-92, the Community Economic Development 
Act, 1993, chapter 26 of the Statutes of Ontario, 1993, or the 
New Brunswick Community Development Bond Program 
through which financial assistance is provided under the Eco- 
nomic Development Act, chapter E-1.11 of the Acts of New 
Brunswick, 1975, and 


(ii) the payment of the principal amount of which is guaran- 
teed by Her Majesty in right of a province; 


History: Para. 4900(1)(i.1) amended by P.C. 1994-1075, subsec. 1(1), June 23, 1994, 
Canada Gazette, Part II, July 13, 1994, applicable to property acquired after August 
1993. 


Para. 4900(1)(i.1) added by P.C. 1992-2334, s. 2, November 19, 1992, Canada Gazette 
Part II, December 2, 1992, applicable in respect of property acquired after June 30, 
1991. 


(i.11) [Nova Scotia Equity Tax Credit Acf] — a share of the 
capital stock of a Canadian corporation that. is registered under 
section 11 of the Equity Tax Credit Act, chapter 3 of the Statutes 
of Nova Scotia, 1993, the registration of which has not been re- 
voked under that Act; 


History: Para. 4900(1)(i.11) added by P.C. 1996-1487, subsec. 1(1), September 24, 
1996, Canada Gazette, Part Il, October 16, 1996, applicable to property acquired after 
1995. 


(i.12) [NWT risk capital investment] — a share of the capi- 
tal stock of a Canadian corporation that is registered under sec- 
tion 39 of the Risk Capital Investment Tax Credits Act, chapter 
22 of the Statutes of the Northwest Territories, 1998, the regis- 
tration of which has not been revoked under that Act; 


Income Tax Regulations 


History: Para. 4900(1)(i.12) added by P.C. 1999-249, subsec. 1(1), February 18, 1999, 
Canada Gazette, Part Il, March 3, 1999, applicable to property acquired after August 
1998. 


(i.2) [banker’s acceptance] — indebtedness of a Canadian 
corporation (other than a corporation that is a connected person 
under the governing plan of the plan trust) represented by a 
bankers’ acceptance; 


History: Para. 4900(1)(i.2) amended by 2007, c. 35, subsec. 126(6), applicable to 2008 
et seq. 


Para. 4900(1)(i.2) amended by P.C. 2001-1106, subsec. 6(8), June 14, 2001, Canada 
Gazette, Part II, July 4, 2001, applicable to property acquired after October 27, 1998. 


Para. 4900(1)(i.2) added by P.C. 1994-1074, subsec, 1(4), June 23, 1994, Canada Ga- 
zette, Part II, July 13, 1994, applicable after 1992. 


(1.3) [Repealed] 
History: Para. 4900(1)(i.3) repealed by by 2009, c. 2, subsec. 105(2), applicable to 
property acquired after March 12, 2009. 


Para. 4900(1)(i.3) added by P.C. 2005-1508, subsec. 6(2), August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable after February 27, 2004. 


(j) [mortgage] — a debt obligation of a debtor, or an interest, 
or for civil law a right, in that debt obligation, where 


(i) the debt obligation is fully secured by a mortgage, charge, 
hypothec or similar instrument in respect of real or immovy- 
able property situated in Canada, or would be fully secured 
were it not for a decline in the fair market value of the pro- 
perty after the debt obligation was issued, and 


(ii) the debtor (and any partnership that does not deal at 
arm’s length with the debtor) is not a connected person under 
the governing plan of the plan trust; 


History: Subpara. 4900(1)(j)(ii) amended by 2007, c. 35, subsec. 126(7), applicable to 
2008 et seq. 


Para. 4900(1)(j) amended by P.C. 2005-1508, subsec. 6(3), August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable 


(a) in respect of property acquired after February 27, 2004, after February 27, 
2004; and 


(b) in respect of property acquired before February 28, 2004, after 2006. 


Para. 4900(1)(j) amended by P.C. 2001-1106, subsec. 6(9), June 14, 2001, Canada Ga- 
zette, Part II, July 4, 2001, applicable to property acquired after October 27, 1998, ex- 
cept that it shall not apply to property acquired before March 31, 2001 by a trust gov- 
erned by a deferred profit sharing plan. 


(j.1) [insured mortgage] — a debt obligation secured by a 
mortgage, charge, hypothec or similar instrument in respect of 
real or immovable property situated in Canada, or an interest, or 
for civil law a right, in that debt obligation, where the debt obli- 
gation is 
(i) administered by an approved lender under the National 
Housing Act, and 


(ii) insured 
(A) under the National Housing Act, or 


(B) by a corporation that offers its services to the public 
in Canada as an insurer of mortgages or hypothecary 
claims and that is approved as a private insurer of mort- 
gages or hypothecary claims by the Superintendent of Fi- 
nancial Institutions under subsection 6(1) of the Office of 
the Superintendent of Financial Institutions Act; 


History: Para. 4900(1)(j.1) added by P.C. 2005-1508, subsec. 6(3), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, applicable after February 27, 2004. 


(j.2) [mortgage certificate] — a certificate evidencing an un- 
divided interest, or for civil law an undivided right, in one or 
more properties, where 


(i) all or substantially all of the fair market value of the cer- 
tificate is attributable to property that is, or is incidental to, a 
debt obligation secured by 


(A) a mortgage, charge, hypothec or similar instrument in 
respect of real or immovable property situated in Canada, 
or 

(B) property described in paragraph (a) or (b) of the defi- 
nition “qualified investment” in section 204 of the Act 
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that was substituted for the security referred to in clause 
(A) under the terms of the debt obligation, 


(ii) the certificate has, at the time of acquisition by the plan 
trust, an investment grade rating with a credit rating agency 
referred to in subsection (2), and 


(iii) the: certificate is issued as part of an issue of certificates 
by the issuer for a total amount of at least $25 million; 

History: Subpara. 4900(1)(G.2)(i) amended by 2009, c. 2; subsec. 105(3), applicable to 
property acquired after March 12, 2009. 
Subpara. 4900(1)(j.2)(i) amended by P.C. 2007-1443, s. 2, September 27, 2007, Can- 
ada Gazette, Part I, October 17, 2007, applicable after 2005. 
Para. 4900(1)(Gj.2) added. by P.C. 2005-1508, subsec. 6(3), August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable after 2000. 

(k) [Repealéd] 
History: Para. 4900(1)(k) repealed by 2009, c. 2, subsec. 105(4), applicable to pro- 
perty acquired after March. 12, 2009. 

(1) [Repealed] 
History: Para. 4900(1)(1) repealed by 2009, c. 2, subsec. 105(4), applicable to property 
acquired after March 12, 2009. 
Subpara. 4900(1)()(vi) added by P.C. 1999-133, subsec. 1(1), February 4, 1999, Can- 
ada Gazette, Part II, February 17, 1999, applicable after 1996. 
Subpara. 4900(1)()(v) added by P.C. 1994-1075, subsec. 1(2), June 23, 1994, Canada 
Gazette, Part Il, July 13, 1994, applicable to months beginning after March 1991. 
Subpara. 4900(1)()(@.1) added by P.C. 1994-1074, subsec. 1(5), June 23, 1994, Canada 
Gazette, Part II, July 13, 1994, applicable after July 13, 1990. 
Para. 4900(1)(1) added by P.C. 1986-772, subsec. 2(1), March 26, 1986, Canada Ga- 
zette, Part Il, April 16, 1986, effective after October 31, 1985. 

(m) [Repealed] 
History: Para. 4900(1)(m) repealed by 2007, c. 29, subsec. 32(4), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 
Para. 4900(1)(m) amended by P.C. 2001-1106, subsec. 6(10), June 14, 2001, Canada 
Gazette, Part II, July 4, 2001, effective from April 1, 2001. 
Para. 4900(1)(m) added by P.C. 1992-2334, s. 2, November 19, 1992, Canada Gazette 
Part II, December 2, 1992, applicable in respect.of property acquired after July 16, 
1992 respectively. 

(n) [Repealed] 
History: Para: 4900(1)(n) repealed by 2007, c. 29, subsec. 32(4), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 
Para. 4900(1)(n) added by P.C. 1994-1074, subsec. 1(6), June 23, 1994; Canada Ga- 
zette, Part Il, July 13, 1994, applicable after 1992. 

(n.01) [Repealed] 


History: Para. 4900(1)(n-01) repealed by 2007, c. 29, subsec. 32(4), applicable in de- 
termining whether a property is, at any time after March 18, 2007, a qualified 
investment. 


Para: 4900(1)(n.01) added by. P.C. 2005-1508, subsec. 6(4), August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable after February 27, 2004. 

(n.1) [Repealed] 
History: Para. 4900(1)(n.1) repealed by 2007, c. 29, subsec.:32(4), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 
Para. 4900(1)(n.1) added by P.C. 2001-1106, subsec. 6(11), June 14, 2001, Canada 
Gazette, Part Il, July 4, 2001, applicable to property acquired after 1993. 

(o) [Repealed] 
History: Para. 4900(1)(0) repealed by 2009, c. 2, subsec. 105(5), applicable to pro- 
perty acquired after March 12, 2009. 
Para. 4900(1)(o) added by P.C. 1994-1075, subsec. 1(3), June 23, 1994, Canada Ga- 
zette, Part II, July 13, 1994, applicable to property acquired after June 21, 1993. 

(p) [Repealed] 
History: Para. 4900(1)(p) repealed by 2007, c. 29, subsec. 32(5), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 
Para. 4900(1)(p) added by P.C. 1994-1075, subsec. 1(3), June 23, 1994, Canada Ga- 
zette, Part Il, July 13, 1994, applicable to property acquired after June 21, 1993. 

(p.1) [Repealed] 
History: Para. 4900(1)(p.1) repealed by 2007, c. 29, subsec. 32(5), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 
Para. 4900(1)(p.1) added by P.C. 1998-629, subsec. 1(2), April 23, 1998, Canada Ga- 
zette, Part II, May 13, 1998, applicable to 1997 et seq. 

(q) [debt of privatized Crown corporation] — a debt is- 

sued by a Canadian corporation (other than a corporation with 
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share capital or a corporation that is a connected person under 
the governing plan of the plan trust) where 


(i) the taxable income of the corporation is exempt from tax 
under Part I of the Act because of paragraph 149(1)(1) of the 
Act, and 


(ii) either 
(A) before the particular time and after 1995, the 
corporation 


(1) acquired, for a total consideration of not less than 
$25 million, property from Her Majesty in right of 
Canada or a province, and 


(II) put that property to a use that is the same as or 
similar to the use to which the property was put before 
the acquisition described in subclause (I), or 


(B) at the time of the acquisition of the debt by the plan 
trust, it was reasonable to expect that clause (A) would 
apply in respect of the debt no later than one year after the 
time of the acquisition; 


History: The opening words of para. 4900(1)(q) amended by 2007, c. 35, subsec. 
126(8), applicable to 2008 et seq. 


The opening words of para. 4900(1)(q) amended by P.C. 2001-1106, subsec. 6(12), 
June 14, 2001, Canada Gazette, Part II, July 4, 2001, applicable to property acquired 
after October 27, 1998. 


Para. 4900(1)(q).added by P.C. 1996-1487, subsec. 1(2), September 24, 1996, Canada 
Gazette, Part II, October 16, 1996, applicable to property acquired after 1995. 
(r) [debt of large non-profit organization] — a debt issued 
by a Canadian corporation (other than a corporation with share 
capital or a corporation that is a connected person under the gov- 
erning plan of the plan trust) if 


(i) the taxable income of the corporation is exempt from tax 
under Part I of the Act because of paragraph 149(1)(1) of the 
Act, and 
(ii) either 
(A) the debt is issued by the corporation as part of an 
issue of debt by the corporation for an amount of at least 
$25 million, 
or 
(B) at the time of the acquisition of the debt by the plan 
trust, the corporation had issued debt as part of a single 
issue for an amount of at least $25 million; 


History: The opening words of para. 4900(1)(r) amended by 2007, c. 35, subsec. 
126(9), applicable to 2008 et seq. 


Para. 4900(1)(r), added by P:C..1999-133, subsec. 1(2), February 4, 1999, Canada Ga- 
zette, Part II, February 17, 1999, applicable after February 1998. 
(s) [Repealed] 
History: Para. 4900(1)(s) repealed by 2009, c. 2, subsec. 105(6), applicable to pro- 
perty acquired after March 12, 2009. 
Para. 4900(1)(s) added by P.C. 2001-1106, subsec. 6(13), June 14, 2001, Canada Ga- 
zette, Part II, July 4, 2001, applicable to property acquired before September 2000. 
(t) [gold or silver coin] — a gold or silver legal tender bullion 
coin 
(i) that is of a minimum fineness of 995 parts per 1000 in the 
case of goid and 999 parts per 1000 in the case. of silver, 


(ii) that was produced by the Royal Canadian Mint, 


(iii) that has a fair market value at the particular time not 
exceeding 110 per cent of the fair market value of the coin’s 
gold or silver content, and 


(iv) that is acquired by the plan trust directly from the Royal 
Canadian Mint or from a corporation (in paragraphs (u) and 
(v) referred to as a “specified corporation’) 
(A) that is a bank, a trust company, a credit union, an in- 
surance corporation or a registered securities dealer, 


(B) that is resident in. Canada, and 


(C) that is a corporation whose business activities are sub- 
ject by law. to the supervision of a regulating authority 
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that is the Superintendent of Financial Institutions or a 
similar authority of a province; 
History: Para. 4900(1)(t) added by P.C. 2005-1508, subsec. 6(5), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, applicable after February 22, 2005. 
(u) [gold or silver] —a gold or silver bullion bar, ingot or 
wafer 


(i) that is of a minimum fineness of 995 parts per 1000 in the 
case of gold and 999 parts per 1000 in the case of silver, 


(ii) that was produced by a metal refiner included in the 
London Bullion Market Association’s good delivery list of 
acceptable refiners for gold or silver, as the case may be, 


(111) that bears the hallmark of the metal refiner that produced 
it and a stamp indicating its fineness and its weight, and 


(iv) that is acquired by the plan trust either directly from the 
metal refiner that produced it or froma specified corporation; 
History: Para. 4900(1)(u) added by P.C. 2005-1508, subsec. 6(5), August 31, 2005, 
Canada Gazette, Part II, September 21, 2005, applicable after February 22, 2005. 
(v) [gold or silver certificate] — a certificate issued by a 
specified corporation or the Royal Canadian Mint representing a 
claim of the holder of the certificate to property held by the is- 
suer of the certificate, where 


(i) the property would be property described in paragraph (t) 
or (u) if those paragraphs were read without reference to sub- 
paragraphs (t)(iv) and (u)(iv), respectively, and 

(ii) the certificate is acquired by the plan trust directly from 
the issuer of the certificate or from a specified corporation; or 


History: Para. 4900(1)(v) added by P.C. 2005-1508, subsec. 6(5), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, applicable after February 22, 2005. 


(w) [American Depositary Receipt] — an American Depos- 
itary Receipt where the property represented by. the receipt is 
listed on a designated stock exchange. 
History: Para. 4900(1)(w) added by 2009, c. 2, subsec. 105(7), applicable in determin- 
ing whether a property is, at any time after 2005, a qualified investment, except that in 
applying para. 4900(1)(w) before December 14, 2007, the reference to “designated 


stock exchange” shall be read as a reference to “stock exchange referred to in section 
3200 or 3201”. 


Related Provisions [Reg. 4900(1)]: ITA 248(5) — Substituted property (for Reg. 
4900(1)(j.2)()(B)); Reg. 221 — Information return where entity claims that its shares 
or units are qualified investments; Reg. 5000 — Property in 4900(1)(j.1) is prescribed 
property for TFSA prohibited-investment rules. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(2) [Prescribed credit rating agency] — For the purposes of 
paragraph (c.1) of the definition “qualified investment” in section 
204 of the Act, each of the following is a prescribed credit rating 
agency: 

(a) A.M. Best Company, Inc.; 

(b) Dominion Bond Rating Service Limited; 

(c) Fitch, Inc.; 

(d) Moody’s Investors Service, Inc.; and 


(e) the Standard and Poor’s Division of the McGraw-Hill Com- 
panies, Inc. 


Related Provisions: Reg. 4900(1)(j.2)(ii) — Mortgage certificate that has invest- 
ment grade rating from agency. 


History: Subsec. 4900(2) amended by 2007, c. 29, subsec. 32(6), applicable in deter- 
mining whether a property is, at any time after March 18, 2007, a qualified investment. 


Subsec. 4900(2) amended by P.C. 1994-1074, subsec. 1(7), June 23, 1994, Canada 
Gazette Part Il, July 13, 1994, applicable after 1992. 


(3) [Annuity contract] — For the purpose of paragraph (h) of the 
definition “qualified investment” in section 204 of the Act, a con- 
tract with a licensed annuities provider for an annuity payable to an 
employee who is a beneficiary under a deferred profit sharing plan 
beginning not later than the end of the year in which the employee 
attains 71 years of age, the guaranteed term of which, if any, does 
not exceed 15 years, is prescribed as a qualified’ investment for a 
trust governed by such a plan or revoked plan. 


Income Tax Regulations 


History: Subsec. 4900(3) amended by 2007, c. 29, subsec. 32(7), applicable after 2006 
except that, for the period before March 19, 2007, the reference in subsection 4900(3) 
to “paragraph (h)” shall be read as a reference to “paragraph (i)”. 


Subsec. 4900(3) amended by P.C. 1998-2256, s. 1, December 16, 1998, Canada Ga- 
zette, Part II, January 6, 1999, applicable to annuity‘contracts acquired after 1996, ex- 
cept that 


(a) the amendment does not apply to a contract where the annuitant attained 70 
years of age before 1997; and 


(b) in applying the subsec. to a contract where the annuitant attained 69 years of 
age in 1996, the reference to “69 years of age” shall be read as a reference to “70 
years of age”. 


(4) [Repealed] 


History: Subsec. 4900(4) repealed by P.C. 2001-1106, subsec. 6(14), June 14, 2001, 
Canada Gazette, Part Il, July 4, 2001, applicable to property acquired after October 27, 
1998. 


(5) [Qualified investment for RESP, RDSP or TFSA] — For 
the purposes of paragraph (e) of the definition “qualified invest- 
ment” in subsection 146.1(1) of the Act, paragraph (d) of the defini- 
tion “qualified investment” in subsection 205(1) of the Act and. par- 
agraph (c) of the definition “qualified investment” in subsection 
207.01(1) of the Act, a property is prescribed as a qualified invest- 
ment for a trust governed by a registered disability savings plan, a 
registered education savings plan or a TFSA at any time if at that 
time the property is an interest in a trust or a share of the capital 
stock of a corporation that was a registered investment for a trust 
governed by a registered retirement savings plan during the calen- 
dar year in which that time occurs or during the preceding year. 


Related Provisions: ITA 204.4(1) — Definition of registered investment; ITA 
204.5 — List of registered investments. 


History: Subsec. 4900(5) amended by 2009, c. 2, subsec. 105(8), applicable to 2009 et 
seq. 
Subsec. 4900(5) amended by 2007, c. 35, subsec. 126(10), applicable to 2008 et seq. 


Subsec. 4900(5) amended by P.C. 2001-1106, subsec. 6(15), June 14, 2001, Canada 
Gazette, Part II, July 4, 2001, applicable to property acquired after October 27, 1998. 


(6) [Small business investment] — Subject to subsections (8) 
and (9), for the purposes of paragraph (d) of the definition “quali- 
fied investment” in subsection 146(1) of the Act, paragraph (e) of 
the definition “qualified investment” in subsection 146.1(1) of the 
Act and paragraph (c) of the definition “qualified investment” in 
subsection 146.3(1) of the Act, a property is prescribed as a quali- 
fied investment for a trust governed by a registered retirement sav- 
ings plan, a registered education savings plan and a registered re- 
tirement income fund at any time if at that time the property is 


(a) a share of the capital stock of an eligible corporation (within 
the meaning assigned by subsection 5100(1)), unless a person 
who is an annuitant, a beneficiary or a subscriber under the plan 
or fund is a designated shareholder of the corporation; 


(b) an interest of a limited partner in a small business investment 
limited partnership; or 


(c) an interest in a small business investment trust. 


Related Provisions: Reg. 4900(12) — Alternative definition of qualified invest- 
ment; Reg. 4901(2) — Meaning of “designated shareholder’, “small business invest- 


ment limited partnership”; “small business investment trust”. 


History: The opening words and para. (a) of subsec. 4900(6) amended by P.C; 2001- 
1106, subsec. 6(16), June 14, 2001, Canada Gazette, Part Il, July 4, 2001, applicable to 
property acquired after October 27, 1998. 


Subsec. 4900(6) added by P.C. 1986-772, subséc. 2(2), March 26, 1986, Canada Ga- 
zette, Part II, April 16, 1986, effective after October 31, 1985. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(7) [Small business investment for DPSP] — Subject to sub- 
section (11), for the purposes of paragraph (h) of the definition 
“qualified investment” in section 204 of the Act, a property is pre- 
scribed as a qualified investment for a trust governed by a deferred 
profit sharing plan or revoked plan at any time if at that time the 
property is an interest 


(a) of a limited partner in a small business investment limited 
partnership; or 


(b) in a small business investment trust. 
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History: The opening words of subsec. 4900(7) amended by’ 2007, c. 29, subsec. 
32(8), applicable in determining rae tieg a property is, at any time after March 18, 
2007, a qualified investment. 


The opening words of subsec. 4900(7) amended by P.C. 2001- 1106, subsec. 6(17), 
June 14, 2001, Canada Gazette, Part Il, July 4, 2001, effective after April 1, 2001. 


Subsec. 4900(7) added by P.C. 1986-772, subsec. 2(2), March 26, 1986, Canada Ga- 
zette, Part Il, April 16, 1986, effective after October 31, 1985. 


(8) [Small business investment — payment for ser- 
vices] — For the purposes of subsection (6), where 


(a) a trust governed'by a registered retirement savings plan, a 
registered education savings plan or a registered retirement in- 
come fund holds 


(i) a share of the capital stock of an eligible corporation 


(within the meaning assigned by subsection 5100(1)), 


(ii) an interest in a small business investment limited partner- 
ship that holds a small business security, or 


(iii) an interest in a small business investment trust that holds 
a small business security, and_ 


(b) a person who is an annuitant, a beneficiary ora Sub denibeE 
under the plan or fund provides services to or for the issuer of 
the share or small business security, or to or for a person related 
to that issuer, and it can reasonably be considered, having regard 
to, all the circumstances (including the terms and conditions of 
the share or small business security or of any related agreement, 
and the rate of interest or the dividend provided on the share or 
small business security), that any amount received in respect of 
the share or small business security is on account, in lieu or in 
satisfaction of payment for the services, 
the property referred to in subparagraph (a)(i), (i) or (iti) held by. 
the plan or fund shall, immediately before that amount is received, 
cease, to be and shall not thereafter be a,qualified investment for the 
trust governed. by the plan or fund. 
History: The opening words of para. 4900(8)(a), and para. (b), amended by P.C. 2001- 


1106, subsecs. 6(18), (19), June 14, 2001, Canada: Gazette, Part Il, July.4; 2001, appl 
cable to property acquired after October 27, 1998. 


Subsec. 4900(8) added by P.C. 1986-772, subsec. 2(2), March 26, 1986, Canada, Ga- 
zette, Part II, April 16, 1986, effective after October 31, 1985. 


(9) [Small business investment — conditions] — For the’ 


purposes of subsection (6), where 


(a) a trust governed by a registered retirement savings plan, a 
registered education savings plan or a pepittened retirement in- 
come fund holds, 


(i) an interest ina small business investment limited partner- 
ship, or 
(ii) an interest‘in a small business investment trust 


that holds a small business security (referred to in this subsec- 
tion as the “designated security”) of a corporation, and 


(b).a person who is an annuitant, a beneficiary or a subscriber 
under the plan or fund is a designated shareholder. of, the 
corporation, 


the interest shall not be a qualified investment for the trust governed 
by the plan or fund unless 
(c) the designated security is a share of the capital stock of an 
eligible corporation, 


(d) the partnership or trust, as the case may be, has no right to 
set off, assign or otherwise apply, directly or indirectly, the des- 
ignated security against the interest, 


(e) no person is. obligated in any way, either absolutely or con- 
tingently, under any undertaking the intent or effect of which is 


(i), to limit any loss that the plan or fund may. sustain by vir- 
tue of the ownership, holding or disposition of the interest, or 


(ii) to ensure that the plan or fund will derive earnings by 
virtue of the ownership, holding or disposition of the interest, 


(f) in the case of the partnership, there are more than 10 limited 
partners and no limited partner or group of limited partners who 


Reg. 
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do not deal with each other at arm’s length holds more than 10 
per cent of the units of the partnership, and 


(g) in the case of the trust, there are more than 10 beneficiaries 

and no beneficiary or group of beneficiaries who do not deal 

_ with each other at arm’s length holds more than 10 per cent of 
“the units, of the trust. . 

History: The opening words of para. 4900(9)(a), and para: (b), amended by P.C. 2001- 


1106, subsecs, 6(20), (21), June 14, 2001, Canada Gazette, Part I, July 4, 2001, appli- 
cable to property acquired after October 27, 1998. 


Subsec. 4900(9) added by, P.C. 1986-772, subsec. 2(2), March 26, 1986, Canada Ga- 
zette, Part II, April 16, 1986, effective after October 31, 1985. 


(10) [Arm’s length] — For the purposes of paragraphs (9)(f)and 
(g), a trust governed by a plan or fund shall be deemed not to deal at 
arm’s length with a trust governed by another plan or fund if a per- 
son who is an annuitant, a beneficiary or a subscriber under the plan 
or fund is the same person.as, or does not deal at arm’s length with, 
the annuitant, beneficiary or subscriber under the other plan or fund. 
History: Subsec. 4900(10) amended by P.C. 2001-1106, subsec. 6(22), June 14, 2001, 


Canada Gazette, Part Il, July 4; 2001, applicable to property acquired after October 27, 
1998. 


Subsec. 4900(10) added by P.C. 1986-772, subsec. 2(2), March 26, 1986, Canada Ga- 
zette, Part Il, April 16, 1986, effective after October 31, 1985. 


(11) [Small business investment for DPSP] Ror the. pur- 
poses of subsection (7), where 


(a) a trust governed by a deferred profit sharing plan or revoked 
plan holds 


(i) an interest in a small business investment limited. partner- 
ship, or 


(ii) an interest in a small business investment trust 
that holds a small business security of a corporation, 


(b) payments have been made in trust to a trustee under the de- 
ferred profit sharing plan or revoked plan for the benefit of ben- 
eficiaries thereunder by the corporation or a corporation related 
thereto; and 


(c) the small business security is not an equity share described in 
paragraph (e) of the definition “qualified investment” in section 
204 of the Act, 


the interest referred to in subparagraphs (a)(i) and (ii) shall not be a 
qualified investment for the trust referred to in paragraph (a). 
History: Para: 4900(11)(c) amended by P.C. 2001-1106, subsec. 6(23), June 14, 2001, 
Canada Gazette; Part Il, July 4; 2001, effective after April 1, 2001. 


Subsec. 4900(11) added by P.C. 1986-772, subsec. 2(2), March 26, 1986, Canada Ga- 
zette, Part II, April 16, 1986, effective after October 31, 1985. 


(12) [Small business corporation] — For the purposes of para- 
graph: (d) of the definition “qualified investment’ in subsection 
146(1) of the Act; paragraph (e) of the definition “qualified invest- 
ment” in subsection 146.1(1) of the Act and paragraph (c) of the 
definition “qualified investment” in subsection 146.3(1) of the Act, 
a property is prescribed as a qualified investment for a trust gov- 
erned by a registered retirement savings plan, a registered education 
savings plan or a registered retirement income fund at any time if, 
at the time the property was acquired by. the trust, 


(a) the property was a share of the capital stock of a specified 
small business corporation, 


(b) the property was a share of the capital stock of a venture 
capital corporation described in any of sections 6700, 6700.1 or 
6700.2, or 


(c), the. property was a qualifying, share in respect. of a specified 
cooperative corporation. and the plan or fund 
and, immediately after the time the, property was acquired by the 
trust, each person who is an annuitant, a beneficiary or a subscriber 
under the plan or fund at that time was not a connected shareholder 
of the corporation. 
Related Provisions: ITA 256(5.1), (6.2) — Meaning of “controlled directly or indi- 
rectly’; Reg. 4900(6)— Alternative definition of qualified investment; Reg. 


4901(2) — Meaning of “connected shareholder’, “qualifying share” and “specified co- 
operative corporation”. 
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History: Para. 4900(12)(a) amended by 2009, c. 2, subsec. 105(9), applicable to 2009 
et seq. 


Para. 4900(12)(b) amended to replace “prescribed venture capital corporation” with 
“venture capital corporation” by P.C. 2001-1370, para. 8(a), August 1, 2001, Canada 
Gazette, Part II, August 15, 2001, applicable after June 9, 2001. 


The opening and closing words of subsec. 4900(12) amended by P.C. 2001-1106, sub- 
secs. 6(24), (25), June 14, 2001, Canada Gazette, Part Il, July 4, 2001, applicable to 
property acquired after October 27, 1998. 

Para. 4900(12)(b) amended by P.C. 1999-249, subsec. 1(2), February 18, 1999, Canada 
Gazette, Part Il, March 3, 1999, applicable to property acquired after August 1998. 


Para. 4900(12)(c) amended by P.C. 1995-1820, subsec. 1(3), October 31, 1995, Can- 
ada Gazette, Part II, November 15, 1995, applicable after December 2, 1992. 


Subsec. 4900(12) added by P.C. 1994-1074, subsec. 1(8), June 23, 1994, Canada Ga- 
zette, Part I, July 13, 1994, applicable after December 2, 1992. 


I.T. Technical News: 9 (qualified investments — whether shareholders deal at arm’s 
length). 


(13) Notwithstanding subsection (12), where 


(a) a share that is otherwise a qualified investment for the pur- 
poses of paragraph (d) of the definition “qualified investment” 
in subsection 146(1) of the Act, paragraph (e) of the definition 
“qualified investment” in subsection 146.1(1) of the Act and 
paragraph (c) of the definition “qualified investment” in subsec- 
tion 146.3(1) of the Act solely because of subsection (12) is held 
by a trust governed by a registered retirement savings plan, reg- 
istered education savings plan or registered retirement income 
fund, 


(b) an individual 
(i) provides services to or for, 
(ii) acquires goods from, or 
(ii1) is provided services by 
the issuer of the share or a person related to that issuer, 
(c) an amount is received in respect of the share by the trust, and 


(d) the amount can reasonably be considered, having regard to 
all the circumstances, including the terms and conditions of the 
share, or any agreement relating thereto and any dividend pro- 
vided on the share to be 


(i) on account of, or in lieu or in satisfaction of, payment for 
the services to or for the issuer or the person related to the 
issuer, Or 


(ii) in respect of the acquisition of the goods from, or the 
services provided by, the issuer or the person related to the 
issuer, 


the share shall, immediately before the amount is received, cease to 
be and shall not thereafter be a qualified investment for the trust. 
History: Para. 4900(13)(a) amended by P.C. 2001-1106, subsecs. 6(26), June 14, 


2001, Canada Gazette, Part II, July 4, 2001, applicable to property acquired after Octo- 
ber 27, 1998. 


Subsec. 4900(13) added by P.C. 1994-1074, subsec. 1(8), June 23, 1994, Canada Ga- 
zette, Part I, July 13, 1994, applicable after December 2, 1992. 


(14) For the purposes of paragraph (c) of the definition “qualified 
investment” in subsection 207.01(1) of the Act, a property is pre- 
scribed as a qualified investment for a trust governed by a TFSA at 
any time if, at the time the property was acquired by the trust, the 
property 
(a) was 
(i) a share of the capital stock of a specified small business 
corporation, 


(ii) a share of the capital stock of a venture capital corpora- 
tion described in any of sections 6700 to 6700.2, or 
(iii) a qualifying share in respect of a specified cooperative 
corporation and the TFSA; and 

(b) was not a prohibited investment for the trust. 


Related Provisions: Reg. 5000 — Prescribed property for TFSA prohibited-invest- 
ment rules. 

History: Subsec. 4900(14) added by 2009, c. 2, subsec. 105(10), applicable to 2009 et 
seq. 


Income Tax Regulations 


Definitions [Reg. 4900]: “amount”, “annuity” —ITA 248(1); “arm’s length” — 
ITA 251(1), Reg. 4900(10); “bank”, “business” — ITA 248(1); “calendar year” — In- 
terpretation Act 37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “Canadian 
corporation” —ITA 89(1), 248(1); “Canadian resource property’ —ITA 66(15), 
248(1); “connected person” —Reg. 4901(2); “connected shareholder” — Reg. 
4901(2), (2.1), (2.2); “controlled” —ITA 256(6), (6.1); “controlled directly or indi- 
rectly” —ITA 256(5.1), (6.2); “corporation” —ITA 248(1), Interpretation Act 35(1); 
“cost amount” — ITA 248(1); “credit union” —ITA 137(6), 248(1); “deferred profit 
sharing plan” — ITA 147(1), 248(1); “designated shareholder” — Reg. 4901(2), (2.3); 
“designated stock exchange” —ITA 248(1), 262; “disposition”, “dividend”, “em- 
ployee”, “employer” —ITA 248(1); “governing plan” — Reg. 4901(2); “Her Maj- 
esty” — Interpretation Act 35(1); “individual”, “insurance corporation”, “insurer” — 
ITA 248(1); “licensed annuities provider” — ITA 147(1), 248(1); “month” — Interpre- 
tation Act 35(1); “mortgage” — Reg. 4901(3)(a); “mortgage investment corpora- 
tion” — ITA 130.1(6), 248(1); “mutual fund trust” — ITA 132(6)-(7), 132.2(1)(q) [to 
be repealed], 132.2(3)(n) [draft], 248(1); “non-resident” —ITA  248(1); “obliga- 
tion” — Reg. 4900(1)(g), (h), (i); “person” —ITA 248(1); “plan trust” — Reg. 
4901(2); “prescribed” — ITA 248(1); “prescribed venture capital corporation” — Reg. 
6700; “principal amount”, “property” —ITA 248(1); “prohibited investment” — ITA 
207.01(1); “province” — Interpretation Act 35(1); “public corporation” — ITA 89(1), 
248(1); “qualifying share” — Reg. 4901(2); “registered disability savings plan” — ITA 
146.4(1), 248(1); “registered education savings plan” —ITA 146.1(1), 248(1); “regis- 
tered home ownership savings plan” —ITA 248(1); “registered investment” — ITA 
204.4(1), 248(1); “registered retirement income fund” — ITA 146.3(1), 248(1); “regis- 
tered retirement savings plan” — ITA 146(1), 248(1); “registered securities dealer” — 
ITA 248(1); “related” — ITA 251(2)-(6); “resident in Canada” — ITA 250; “revoked 
plan” —ITA 204, Reg. 4901(2); “share”, “shareholder”, “small business corpora- 
tion” — ITA 248(1); “small business investment limited partnership” — Reg. 4901(2), 
5102(1); “small business investment trust” — Reg. 4901(2), 5103(1); “small business 
security” —Reg. 4901(2), 5100(2); “specified cooperative corporation” — ITA 
136(2), Reg. 4901(2); “specified corporation” — Reg. 4900(1)(t)(iv); “specified small 
business corporation” — Reg. 4901(2); “substituted” — ITA 248(5); “TFSA”, “taxable 
income” —ITA 248(1); “taxation year’ —ITA 249; “taxpayer’—ITA 248(1); 
“trust? —ITA 104(1), 248(1), (3). 


Interpretation Bulletins [Reg. 4900]: IT-320R3: Qualified investments — Trusts 
governed by RRSPs, RESPs and RRIFs. 


4901. Interpretation — (1) For the purposes of paragraphs 
204.4(2)(b), (d) and (f) and of subsection 204.6(1) of the Act, a pro- 
perty is a prescribed investment for a corporation or trust, as the 
case may be, if it is a qualified investment for a plan or fund de- 
scribed in paragraphs 204.4(1)(a) to (d) of the Act in respect of 
which the corporation or trust is seeking registration or has been 
registered, as the case may be. 


History: Subsec. 4901(1) amended by P.C. 2001-1106, subsec. 7(1), June 14, 2001, 
Canada Gazette, Part I, July 4, 2001, effective after April 1, 2001. 


(1.1) [Revoked] 


History: Subsec. 4901(1.1) revoked by P.C. 1994-1074, subsec. 2(1), June 23, 1994, 
Canada Gazette, Part II, July 13, 1994, applicable after October 31, 1985. 


Para. 4901(1.1)(b) substituted by P.C. 1986-2590, s. 13, November 20, 1986, Canada 
Gazette, Part II, December 10, 1986, applicable after October 31, 1985. 


Subsec. 4901(1.1) added by P.C. 1986-772, subsec. 3(1), March 26, 1986, Canada Ga- 
zette, Part II, April 16, 1986, effective after October 31, 1985. 


(2) In this Part, 


“allocation in proportion to patronage” has the meaning assigned 
by subsection 135(4) of the Act; 


“connected person” under a governing plan of a plan trust means a 
person who is an annuitant, a beneficiary, an employer or a sub- 
scriber under, or a holder of, the governing plan and any person 
who does not deal at arm’s length with that person; 


“connected shareholder” of a corporation at any time is a person 
(other than an exempt person in respect of the corporation) who 
owns, directly or indirectly, at that time, not less than 10% of the 
issued shares of any class of the capital stock of the corporation or 
of any other corporation that is related to the corporation and, for 
the purposes of this definition, 


(a) paragraphs (a) to (e) of the definition “specified shareholder” 
in subsection 248(1) of the Act apply, and 


(b) an exempt person in respect of a corporation is a person who 
deals at arm’s length with the corporation where the total of all 
amounts, each of which is the cost amount of any share of the 
capital stock of the corporation, or of any other corporation that 
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is related to it, that the person owns or is deemed to own for the 
purposes of the definition “specified shareholder” in subsection 
248(1) of the Act, is less than $25,000; 


Related Provisions: Reg. 4901(2.1), (2.2) — Additional rules. 


“consumer goods or services” has the meaning assigned by sub- 
section 135(4) of the Act; 


“designated shareholder” of a corporation at any time means a 
taxpayer who at that time 


(a) is, or is related to, a person (other than an exempt person) 
who owns, directly or indirectly, not less than 10% of the issued 
shares of any class of the capital stock of the corporation or of 
any other corporation that is related to the corporation and, for 
the purposes of this. definition, 


(i) paragraphs (a) to (e) of the definition “specified share- 
holder” in subsection 248(1) of the Act apply, and 


(ii) an exempt person in respect of a corporation is a person 
who deals at arm’s length with the corporation where the to- 
tal of all amounts, each of which is the cost amount of any 
share of the capital stock of the corporation, or of any other 
corporation that is related, to it, that the person owns or is 
deemed to own for the purposes of the definition “specified 
shareholder” in subsection 248(1) of the Act, is less than 
$25,000; 


(b) is or is related to a member of a partnership that controls the 
corporation, 


(c) is or is related to a beneficiary under a trust that controls the 
corporation, 


(d) is or is related to an employee of the corporation or a corpo- 
ration related thereto, where any group of employees of the cor- 
poration or of the corporation related thereto, as the case may 
be, controls the corporation, except where the group of employ- 
ees includes a person or a related group that controls the corpo- 
ration, or 


(e),does not deal at arm’s length with the corporation; 
Related Provisions: Reg. 4901(2.3) — Deemed designated shareholder. 


“governing plan”. means a deferred profit sharing plan or a re- 
voked plan, a registered disability, savings plan, a registered educa- 
tion savings plan, a registered retirement income fund, a registered 
retirement savings plan or a TFSA; 


“plan trust” means a trust governed by a governing plan; 


“qualifying share”, in respect of a‘specified cooperative corpora- 
tion and a governing plan, means a share of the capital or capital 
stock of the corporation where 


(a) ownership of the share or a share identical to the share is not 
a condition of membership in the corporation, or 


(b) a connected person under the governing plan 


(i) has not received a payment from the corporation pursuant 
to an allocation in proportion to patronage in respect of con- 
sumer goods or services, and 


(ii) can reasonably be expected not to receive a payment, af- 
ter the acquisition of the share by the plan trust, from the 
corporation pursuant to an allocation in proportion to pa- 
tronage in respect of consumer goods or services; 


“revoked plan” has the meaning assigned by section 204 of the 
Act; 


“small business investment limited partnership” has the meaning 
assigned by subsection 5102(1); 


“small business investment trust” has the meaning assigned by 
subsection 5103(1); and 


“small business security” has the meaning assigned by subsection 
5100(2). 


Reg. 
S. 4901(2.2) 


“specified cooperative corporation’? means 


(a) a cooperative corporation within the meaning assigned by 
subsection 136(2) of the Act, or 


(b) a corporation that would be a cooperative corporation within 
the meaning assigned by subsection 136(2) of the Act if the pur- 
pose described in that subsection were the purpose of providing 
employment to the corporation’s members or customers. 


‘specified small business corporation’’, at any time, means a cor- 
poration (other than a cooperative corporation) that would, at that 
time or at the end of the last taxation year of the corporation that 
ended before that time, be a small business corporation if the ex- 
pression “Canadian-controlled private corporation” in the definition 
“small business corporation” in subsection 248(1) of the Act were 
read as “Canadian corporation (other than a corporation controlled 
at that time, directly or indirectly in any manner whatever, by one 
or, more non-resident, persons)”. 
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History: The definitions “connected person”, “governing plan” and “qualifying share” 
amended by 2009, c. 2, subsecs. 106(2), (1), applicable to 2009 er seq. 


The definition “specified small business corporation” added by 2009, c. 2, subsec. 
106(3), applicable to 2009 et seq. 


The definition “connected person” added and the definition “governing plan” amended 
by 2007, c. 35, subsecs. 127(1) and (2), applicable to 2008 et seq. 


The definition “governing plan” and the portion of the definition “qualifying share” 
before subpara. (b)(i) amended by. P.C. 2001-1106, subsecs. 7(5), (7), June 14, 2001, 
Canada Gazette, Part II, July 4, 2001, applicable to property acquired after October 27, 
1998. 


The definition “revoked plan” amended by the said P.C. 2001-1106, subsee. 7(6), ef- 
fective after April 1, 2001. 


The definitions “allocation in proportion to patronage”, “consumer goods or‘services”, 
and “qualifying share” added, the definition “connected shareholder” and para. (a) of 
“designated shareholder’ amended, by P.C. 1995-1820, subsecs. 2(3), (4), (6), October 
31, 1995, Canada Gazette, Part I], November 15, 1995; “‘connected shareholder” 


amendment and “allocation in proportion to patronage’’, “consumer goods or services’, 
and “qualifying share” additions applicable after December 2, 1992, 


¢ except that where a property was acquired by a trust governed by an RRSP or 
RRIF before November 30, 1994 and the annuitant under the fund or plan would, if 
the amended definition of “connected shareholder’ applied, be a connected share- 
holder of the corporation immediately after that time, the amended definition of 
“connected shareholder” would not apply in respect of that acquisition; and 


¢ with respect to property acquired before November 30, 1994, para. (a) of “qualify- 
ing share” shall be read as follows: 


(a) the share is not required to be purchased as a condition of membership in the 
corporation, or; 


para. (a) of “designated shareholder” applicable to property acquired after November 
29, 1994. 


The definitions “connected shareholder”, “specified cooperative corporation” added by 
P.C. 1994-1074, subsec. 2(2), June. 23,1994, Canada Gazette, Part II, July 13, 1994, 
applicable after December 2, 1992. 


Paras..(b) to (d) of “designated shareholder” substituted by P.C. 1990-1837, .s. 1, Au- 
gust 28, 1990, Canada Gazette, Part II, September 12, 1990, applicable after 1988. 


“Designated shareholder”, ‘‘small business investment limited partnership”, “small bus- 
iness investment trust” and “small business security” added by P.C. 1986-772, subsec. 
3(2); March 26, 1986, Canada Gazette, Part II,,April 16, 1986, effective after October 
31, 1985. 


(2.1) For the purposes of the definition “connected shareholder” in 
subsection (2) and of subsection (2.2), each share of the capital of a 
specified cooperative corporation and all other'shares of the capital 
of the corporation that have attributes identical to the attributes of 
that share shall be deemed to be shares of a class of the capital stock 
of the corporation. 

History: Subsec. 4901(2.1) added by P.C. 1995-1820, subsec. 2(8), October 31, 1995, 
Canada Gazette, Part II, November 15, 1995, applicable after December 2, 1992, ex- 
cept that it does not apply where a property was acquired by a trust governed by an 
RRSP or RRIF before November 30, 1994 and the annuitant under the fund or plan 
would, if Reg. 4901(2.1)-(2.3) and the amended version of 4901(2)“connected_share- 
holder” applied, be a connected shareholder of the corporation immediately after that 
time. 


(2.2) For the purpose of this Part, a person is deemed to be a con- 
nected shareholder of a corporation at any time where the person 
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Reg. 
S. 4901(2.2) 


would be a connected shareholder of the corporation at that time if, 
at that time, 


(a) the person had each right that the person would be deemed to 
own at that time for the purposes of the definition “specified 
shareholder” in subsection 248(1) of the Act if that right were a 
share of the capital stock of a corporation; 


(b) the person owned each share of a class of the capital stock of 
a corporation that the person had a right at that time under a 
contract, in equity or otherwise, either immediately or in the fu- 
ture and either absolutely or contingently, to acquire; and 


(c) the cost amount to the person of a share referred to in para- 

graph (b) were the cost amount to the person of the right to 

which the share relates. 
History: Subsec. 4901(2.2) added by P.C, 1995-1820, subsec. 2(8), October 31, 1995, 
Canada Gazette, Part 11, November 15, 1995, applicable after December 2, 1992, ex- 
cept that it does not apply where a property was acquired by a trust governed by an 
RRSP or RRIF before November 30, 1994 and the annuitant under the fund or plan 
would, if Reg. 4901(2.1)-(2.3) and the amended version of 4901(2)“connected. share- 
holder” applied, be a connected shareholder of the corporation immediately after that 
time. 


(2.3) For the purpose of this Part, a person is deemed to be a desig- 
nated shareholder of a corporation at any time if the person would 
be a designated shareholder of the corporation at that time if, at that 
time, paragraphs (2.2)(a) to (c) applied in respect of that person. 

History: Subsec. 4901(2.3) added by P.C. 1995-1820, subsec. 2(8), October 31, 1995, 


Canada Gazette, Part Il, November 15, 1995, applicable to property acquired after No- 
vember 29, 1994. 


(3) [Repealed] 

History: Subsec. 4901(3) repealed by P.C. 2005-1508, s. 7, August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, in force September 21, 2005. 

Definitions [Reg. 4901]: “allocation in proportion to patronage” —ITA 135(4), 
Reg. 4901(2); “amount” —ITA 248(1); “arm’s length” —ITA 251(1); “connected 
person” — Reg. 4901(2); “connected shareholder” — Reg. 4901(2), (2.1), (2.2); “con- 
sumer goods or services” — ITA 135(4), Reg. 4901(2); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “cost amount’ —ITA 248(1); “deferred profit sharing 
plan” —ITA 147(1), 248(1); “designated shareholder’ — Reg. 4901(2), (2.3); “em- 
ployee”, “employer’,. “employment” —ITA: 248(1); “exempt person” —Reg. 
4901(2)*connected _ shareholder’ (b),- “designated — shareholder’’(a)(ii);. “governing 
plan” — Reg. 4901(2); “identical” —ITA 248(12); “person” —ITA. 248(1); “plan 
trust” — Reg. 4901(2); “property” —ITA 248(1); “registered disability savings 
plan” —ITA 146.4(1), 248(1); “registered education savings plan” —ITA 146.1(1), 
248(1); “registered home ownership savings plan” — ITA 248(1); “registered retire- 
ment income fund” —ITA 146.3(1), 248(1); “registered retirement savings plan’ — 
ITA 146(1), 248(1); “related” —ITA 251(2)-(6); “revoked plan’ —ITA 204, Reg. 
4901(2); “share” — ITA 248(1), Reg. 4901(2.1); “small business corporation” — ITA 
248(1); “specified cooperative corporation” — ITA 136(2), Reg. 4901(2); “specified 
shareholder”, “TFSA” — ITA 248(1); “taxation year” — ITA 249; “taxpayer” — ITA 
248(1); “trust? —ITA 104(1), 248(1), (3). 


PART L — TAX-FREE SAVINGS 
ACCOUNTS — PROHIBITED INVESTMENTS 


5000. Investment not prohibited — For the purpose of the por- 
tion of the definition “prohibited investment” in subsection 
207.01(1) of the Act before paragraph (a), property described in 
paragraph 4900(1)(j.1) is prescribed property. 

Definitions [Reg. 5000]; “prescribed”, “property” —ITA 248(1). 


5001. Prohibited investment — For the purpose of paragraph 
(d) of the definition “prohibited. investment” in subsection 
207.01(1) of the Act, property that is a qualified investment for a 
trust governed by a TFSA solely because of subsection 4900(14) is 
prescribed property for the trust at any time if, at that time, it is not 
described in any of subparagraphs 4900(14)(a)(i) to (iii). 
Definitions [Reg. 5001]: “prescribed”, “property”, “TFSA” —ITA 248(1); 
“trust” — ITA 104(1), 248(1), (3). 

History: Part L (ss. 5000, 5001) added by 2009, c. 2, s. 107, applicable to 2009 et seq. 
Former Part L repealed by P.C. 2005-1508, s. 9, August 31, 2005, Canada Gazette, 
Part II, September 21, 2005, deemed to have come into force June 29, 2005. 


Former para. 5000(1.4)(a) amended by the said P.C. 2005-1508, subsec. 8(1), applica- 
ble after 2002. 


Income Tax Regulations 


Former paras. (b) to (d) of “qualified limited partnership” in subsec. 5000(7) amended, 
and paras. (e) and (e.1) added, by the said P.C. 2005-1508, subsec. 8(2), applicable for 
the purpose of determining if a partnership is, at any time after 2002, a qualified limited 
partnership. 


Former subparas. (f)(iv.1) and (iv.2) added to “qualifed limited partnership” in subsec. 
5000(7), subpara. (f)(v) amended, by the said P.C. 2005-1508, subsec. 8(3), applicable 
for the purpose of determining if a partnership is, at any time after 2002, a qualified 
limited partnership. 


Former para. (i) of “qualified limited partnership” in subsec. 5000(7) repealed by the 
said P.C. 2005-1508, subsec. 8(4), applicable for the purpose of determining if a part- 
nership is, at any time after 2002, a qualified limited partnership. 


The definition “specified property” added to former subsec. 5000(7) by the said P.C. 
2005-1508, subsec. 8(5), applicable after 2002. 


Former para. 5000(1.1)(c) repealed by P.C. 2003-1497, subsec. 3(1), October 2, 2003, 
Canada Gazette, Part Il, October 22, 2003, applicable after 2001. 


Former subsecs. 5000(1.3) to (1.6) and the definition “limited unit” in former subsec. 
5000(7) added by the said P.C. 2003-1497, subsecs. 3(2), (3), applicable after 2001. 


Para. (e) of “qualified limited partnership” in former subsec. 5000(7) repealed by the 
said P.C. 2003-1497, subsec. 3(5), applicable for the purpose of determining if a part- 
nership is, at any time after 2001, a “qualified limited partnership”. 


The opening words of subpara. (c)(i) of “specified international finance trust” in former 
subsec. 5000(7) amended to replace “to and acquired from” with “to” by the said P.C. 
2003-1497, subsec. 3(5), applicable to months that end after 1998. 


Former para. 5000(1)(c.2) added by P.C. 2001-1106, subsec. 8(2), June 14, 2001, Can- 
ada Gazette, Part II, July 4, 2001, applicable to months that end after 1993. 


Former paras. 5000(1)(e) and (2)(c) amended by the said P.C. 2001-1106, subsecs. 
8(3), (4), applicable to months that end after 1999, except that in applying the para. 
where the relevant period for a particular month ends in 2000, the reference to “30%” 
shall be read as “25%”. 


Former subpara. (e)(ii) of “qualified limited partnership” in subsec. 5O000(7) amended 
by the said P.C. 2001-1106, subsec. 8(5), applicable to periods that occur after 1985. 


Former subpara. (i)(vi) of “qualified limited partnership” amended, and subparas. 
(i)(vil) and (viii) added, by the said P.C. 2001-1106, subsec. 8(6), applicable after 
1999. 


Former subpara. 5002(a)(iv) amended, and subpara. (a)(v) added, by the said P.C. 
2001-1106, s. 9, applicable to months that end after 1993. 


Former cl. (c)(i)(E) of “specified international finance trust” amended to replace “the 
Export Development Corporation” with “Export Development Canada” by 2001, c. 33, 
para. 30(a), in force December 21, 2001. 


Former paras. 5000(1.1)(d) and (e) added by P.C. 2000-725, subsec. 1(1), May 18, 
2000, Canada Gazette, Part Il, June 7, 2000, para. (d) applicable to:months that end 
after 1998, and para. (e) applicable to months that end after 1997. 


“Designated limited partnership” added to former subsec. 5000(7) by the said P.C. 
2000-725, subsec. 1(2), applicable to months that end after 1997. 


“Specified international finance trust” added to former subsec. 5000(7) by the said P.C. 
2000-725, subsec. 1(2), applicable to months that end after 1998. 


Former subsecs. 5000(8).to (11) added the said by P.C. 2000-725, subsec. 1(3), appli- 
cable to months that end after 1997. 


The opening words of former subsec. 5000(7) amended by P.C. 2000-183, subsec. 2(1), 
February 17, 2000, Canada Gazette; Part Il, March 1, 2000, applicable after 1992. 


Former cl. (C) substituted for cls. (a)(i)(C) and (D) of “pooled fund trust” in subsec. 
5000(7), and. cls. (a)(i)(E) to (H) renumbered as cls. (a)(i)(D) to (G), respectively, by 
the said P.C. 2000-183, subsecs. 2(2), (3), applicable after 1995. 


Former s. 5002 added by the said P.C. 2000-183, s. 3, applicable to months that end 
after 1992. 


Former subpara. (a)(i) of .“‘pooled fund trust” in subsec. 5000(7) substituted by P.C. 
1997-100, s. 1, January 28, 1997, Canada Gazette, Part II, February 5, 1997, applicable 
after 1995. 


Definition of “pooled fund trust” in former subsec. 5000(7) amended by P.C. 1994- 
1074, s. 3, June 23, 1994, Canada Gazette, Part II, July 13, 1994, applicable after 1989. 


Former para. 5000(1)(e) and subsec. 5000(2) substituted by P.C. 1992-258, subsecs. 
1(1), (2), February 13, 1992, Canada 'Gazette, Part II, February 26, 1992, applicable to 
months ending after 11989 except that for months in 1990, 1991, 1992 and 1993 the 
reference in paras. (1)(e) and (2)(c) to “20 per cent” shall be read as “12 per cent”, “14 
per cent”, “16 per cent” and “18 per cent” respectively. 


Former subsecs. 5000(3) to (6) substituted by the said P.C. 1992-258, subsec. 1(2), 
applicable to months ending after 1989. 

That portion of “qualified limited partnership” in subsec. former 5000(7). preceding 
para. (a), and para. (i) thereof, substituted by the said P.C. 1992-258, subsecs. 1(2), (4), 
applicable after 1989. 

“Resource property trust” in former subsec. 5000(7) amended by P.C. 1991-2540, s. 8, 
December 16, 1991, Canada Gazette, Part Il, January 15, 1992, applicable after 1985. 
Former para. 5000(1)(e) substituted by P.C. 1990-1837, subsec. 2(1), August 28, 1990, 
Canada Gazette, Part II, September 12, 1990. 
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Former subsec. 5000(1.2) added by the said P.C. 1990-1837, subsec. 2(2), applicable to 
1987 et seq. 


Former paras. 5000(2)(a), (b) substituted by the said P.C. 1990-1837, subsec. 2(3), ap- 
plicable September 12, 1990. 


Former cl. (a)(i)(A) of “pooled fund trust” in subsec. 5000(7) substituted by the said 
P.C. 1990-1837, subsec. 2(4), applicable after October 31, 1985. 


Para. (e) of “qualified limited partnership” in former subsec. 5000(7) substituted by the 
said P.C. 1990-1837, subsec. 2(5), applicable after October.31, 1985. 


Former s. 5001 added by the said P.C. 1990-1837, s. 3, applicable to 1987 et seq. 


Former subsec. 5000(1.1) added by P.C. 1986-772, subsec. 4(1),; March 26, 1986, Can- 
ada Gazette, Part II, April 16, 1986, effective after October 31, 1985. 


“Qualified limited partnership” added to former subsec. 5000(7) by. the said P.C. 1986- 
772, subsec. 4(2), effective after October 31, 1985. 


Former para. 5000(1)(c.1) added by P.C. 1985-2351, subsec. 1(1), July 24, 1985, Can- 
ada Gazette, Part Hl, August 7, 1985, applicable with respect to trusts created after 
November 12, 1981. 


“Resource property trust” added to former subsec. 5000(7) by the said P.C. 1985-2351, 
subsec. 1(2), applicable with respect to trusts created after November 12, 1981. 


Cl. (a)(i)(A) and subpara. (a)(ii) of “pooled fund trust” in former subsec. 5000(7) sub- 
stituted by P.C. 1981-2518, 's. 5, September 16, 1981, Canada Gazette, Part Il, October 
14, 1981, effective January 1, 1981. 


Former Part L, was consolidated by the Consolidated Regulations of Canada, chapter 
945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada 
Gazette, Part II, August 8, 1979. 


PART Ll — DEFERRED INCOME PLANS, 
INVESTMENTS IN SMALL BUSINESS 


History: Part LI (ss. 5100-5104) substituted by P.C. 1986-772, s..5, March 26, 1986, 
Canada Gazette, Part II, April 16, 1986, effective after October 31, 1985. 


Former Part LI, which defined “permanent establishment’, was consolidated by the 
Consolidated Regulations of Canada, chapter 945, proclaimed in force August 15, 
1979, by P.C. 1979-1934, July 19, 1979, Canada Gazette, Part Il, August 8, 1979. 


5100. (1) In this Part, 


“designated rate’’, at any time, means 150 per cent of the highest 
of the prime rates generally quoted at that time by the banks to 
which Schedule A to the Bank Act applies; 
“eligible corporation’’, at any time, means 


(a) a particular corporation that is a taxable Canadian corpora- 
tion all or substantially all of the property of which is at that 
time 
(i) used in a qualifying active business carried on by the par- 
ticular corporation or by a corporation controlled by it, 


(ii) shares of the capital stock of one or more eligible corpo- 
rations that are related to the particular corporation, or debt 
obligations issued by those eligible corporations, 


(iii) any combination of the properties described in subpara- 
graph (i) and (ii), 

(a.1) a specified holding corporation, or 

~ (b) a venture capital corporation described in section 6700, 
but does not include 

(c)va corporation (other than a mutual fund corporation) that is 
(i) a trader or dealer in securities, 
(ii) a bank, 
(iii) a corporation licensed or otherwise authorized. under, the 


laws of Canada or a province to carry on,in Canada the busi- 
ness of offering to the public: its services as a trustee, 


(iv) a credit union, 
(v) am insurance corporation, or 
(vi) a corporation the principal business of which is the lend- 
ing of money or the purchasing of debt obligations or a com- 
bination of them, 
(d) a. corporation controlled by one, or more non-resident 
persons, 
(e) a venture capital, corporation, other than. a. venture capital 
corporation described. in section 6700, or 
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(f) a corporation that has made an election in respect of a partic- 
ular taxation year under subparagraph (iv) of the description of 
B in paragraph 204.82(2.2)(c.1) of the Act, if that time is in the 
12-month period that begins on the day that is six months after 
the day on which. the particular taxation year ends; 

Related Provisions: ITA 256(6), (6.1) — Meaning of “controlled”. 


History: Paras. (b) and (e) of the definition “eligible corporation” in subsec. 5100(1) 
amended to replace “prescribed venture capital corporation described in section 6700” 
with “venture capital corporation described in section 6700” by P.C. 2001-1370, para. 
8(b), August 1, 2001, Canada Gazette, Part II, August 15, 2001, applicable after June 
9, 2001. 


Para. (f) of “eligible corporation” added by the said P.C. 2001-1370, subsec. 1(2), ap- 
plicable to taxation years that begin after 1997. 


Para. (c) of “eligible corporation” amended by P.C. 1999-249, subsec. 2(2), February 
18, 1999, Canada Gazette, Part II, March 3, 1999, applicable to taxation years that end 
after February 22, 1994, Para. (c) also was amended by P.C, 1999-249, subsec. 2(1), 
applicable to 1991 et seq. to read as follows: 


(c) a corporation (other than. a mutual fund corporation) that is.a taxpayer. de- 
scribed in subsection 39(5) of the Act, 


Subpara. (a)(ii) of “eligible corporation” substituted, and para. (a.1) added, by P.C. 
1990-1837, subsecs. 4(1), (2), August 28, 1990, Canada Gazette, Part Il, September 12, 
1990, applicable after October 31, 1985. 


Para. (d) of “eligible corporation” substituted by subsec. 4(3) of the said P.C. 1990- 
1837, applicable after 1988. 


1.T. Technical News: 25 (Silicon Graphics case — dispersed control is not control). 


“qualifying active business”, at any time, means any business car- 
ried on primarily in Canada by a corporation, but does not include 


(a) a business (other than a business of leasing property other 
than real property) the principal purpose of which is to derive 
income from property (including interest, dividends, rent and 
royalties), or 


(b) a business of deriving gains from the disposition of property 
(other than property in the inventory of the business), 


and, for the purposes of this definition, a business carried on prima- 
rily in Canada by a corporation, at any time, includes a business 
carried on by the corporation if, at that time, 


(c) at least 50 per cent of the full time employees of the corpora- 
tion and all corporations related thereto’employed in respect of 
the business are employed in Canada, or 


(d) at'least 50 per cent of the salaries and wages paid to employ- 
ees of the corporation and all’ corporations related thereto em- 
ployed in respect of the. business-are reasonably. attributable to 
services rendered in. Canada; 


“qualifying obligation’, at any time, means a bond, debenture, 
mortgage, note or other similar obligation of a corporation de- 
scribed in paragraph 149(1)(0.2) or (0.3) of the Act, if 


(a) the obligation was issued by the corporation after October 
31, 1985, 


(b) the corporation used all or substantially all of the proceeds of 
the issue of the obligation within 90 days after the receipt 
thereof to acquire 


(i) small business securities, 


(ii) interests of a limited partner in small business investment 
limited partnerships, 


(iii) interests in small business investment trusts, or 


(iv) any combination of the properties described in subpara- 
graphs (i) to (iii) 
and, except as provided in subsection 5104(1), the corporation 
was the first person (other than a broker or dealer in securities) 
to have acquired the properties and the corporation has owned 
the properties continuously since they were so acquired, 


(c) the corporation does not hold, and no group of persons. who 
do not deal with each other at-arm’s length and of which it is a 
member holds, more than 30 per cent of the outstanding shares 
of any class of voting stock of another corporation, except where 
all or any part of those shares were acquired in specified circum- 
stances, within the meaning of subsection 5104(2), 
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(d) the recourse of the holder of the obligation against the corpo- 
ration with respect to the obligation 1s limited to the properties 
acquired with the proceeds of the issue of the obligation and any 
properties substituted therefor, and 


(e) the properties acquired with the proceeds of the issue of the 
obligation have not been disposed of, unless the disposition oc- 
curred within the 90 day period immediately preceding that 
time; 
History: The opening words of the definition “qualifying obligation” in subsec. 
5100(1) amended by P.C. 1994-1817, para. 62(f), November 1, 1994, Canada Gazette, 
Part II, November 30, 1994. 


“specified holding corporation’’, at any time, means a taxable Ca- 
nadian corporation where 


(a) all or substantially all of the collective property of the corpo- 
ration and of all other corporations controlled by it (each of 
which other corporations is referred to in this definition as a 
“controlled corporation’), other than shares in the capital stock 
of the corporation or of a corporation related to it and debt obli- 
gations issued by it or by a corporation related to it, is at that 
time used in a qualifying active business carried on by the cor- 
poration, and 


(b) all or substantially all of the property of the corporation is at 
that time 


(1) property used in a qualifying active business carried on by 
the corporation or a controlled corporation, 


(ii) shares of the capital stock of one or more controlled cor- 
porations or eligible corporations related to the corporation, 


(iii) debt obligations issued by one or more controlled corpo- 
rations or eligible corporations related to the corporation, or 


(iv) any combination of the properties described in subpara- 
graphs (i), (ii) and (111), 
and in a determination of whether property is used in a qualifying 
active business for the purposes of paragraph (a), 


(c) where a business is carried on by a controlled corporation, 


(i) the business shall be deemed to be a business carried on 
only by the corporation, and 


(ii) the controlled corporation shall be deemed to be the cor- 
poration in the application of paragraphs (c) and (d) of the 
definition “qualifying active business”, and 
(d) if a business of the corporation is substantially similar to one 
or more other businesses of the corporation, all those businesses 
shall be deemed collectively to be one business of the 
corporation. 
Related Provisions: ITA 256(6), (6.1) — Meaning of “controlled”. 
History: “Specified holding corporation” added by P.C. 1990-1837, subsec. 4(4), Au- 


gust 28, 1990, Canada Gazette, Part Il, September 12, 1990, applicable after October 
31, 1985. 


“specified property” means property described in any of (a), (b), 
(c), (f) and (g) of the definition “qualified investment” in section 
204 of the Act. 

History: “Specified property” in subsec. 5100(1) amended by P.C. 2005-1508, subsec. 


10(1), August 31, 2005, Canada Gazette, Part Il, September 21, 2005, deemed to have 
come into force June 29, 2005. 


(2) [Small business security] — For the purposes of this Part 
and clause (b)(iii)(A) of the definition “eligible investment” in sub- 
section 204.8(1) of the Act, a small business security of a person, at 
any time, is property of that person that is, at that time, 


(a) a share of the capital stock of an eligible corporation, 


(b) a debt obligation of an eligible corporation (other than a ven- 
ture capital corporation described in section 6700) that does not 
by its terms or any agreement related to the obligation restrict 
the corporation from incurring other debts and that is 


(i) secured solely by a floating charge on the assets of the 
corporation and that by its terms or any agreement related 
thereto is subordinate to all other debt obligations of the cor- 
poration (other than a small business security issued by the 


Income Tax Regulations 


corporation, or a debt obligation that is owing by the corpo- 
ration to a shareholder of the corporation or a person related 
to a shareholder of the corporation and that is not secured in 
any manner whatever), or 


(ii) not secured in any manner whatever, 
other than a debt obligation that 


(iii) where the debt obligation specifies an invariant rate of 
interest, has an effective annual rate of return that exceeds 
the designated rate for the day on which the obligation was 
issued, and 


(iv) in any other case, may have an effective annual rate of 
return at a particular time that exceeds the designated rate at 
the particular time, 


(c) an option or right granted by an eligible corporation in con- 
junction with the issue of a share or debt obligation that qualifies 
as a small business security to acquire a share of the capital 
stock of the corporation, or 


(d) an option or right granted for no consideration by an eligible 
corporation to a holder of a share that qualifies as a small busi- 
ness securities to acquire a share of the capital stock of the 
corporation 


if, immediately after the time of acquisition thereof, 


(e) the aggregate of the cost amounts to the person of all shares, 
options, rights and debt obligations of the eligible corporation 
and all corporations associated therewith held by the person 
does not exceed $10,000,000, and 


(f) the total assets (determined in accordance with generally ac- 
cepted accounting principles, on a consolidated or combined ba- 
sis, where applicable) of the eligible corporation and all corpora- 
tions associated with it do not exceed $50,000,000 


and includes 
(g) property of the person that is, at that time, 
(i) a qualifying obligation, or 
(ii) [Repealed] 
(iii) a security (in this subparagraph referred to as the “new 


security”) described in any of paragraphs (a) to (d), where 
the new security was issued at a particular time 


(A) in exchange for, on the conversion of, or in respect of 
rights pertaining to a security (in this paragraph referred 
to as the “former security”) that would, if this subsection 
were read without reference to this subparagraph and par- 
agraph (h), be a small business security of the person im- 
mediately before the particular time, and 


(B) pursuant to an agreement entered into before the par- 
ticular time and at or before the time that the former se- 
curity was last acquired by the person, or | 


(h) where the person is a small business investment corporation, 
small business investment limited partnership or small business 
investment trust, property of the person that is, at that time, a 
security (in this paragraph referred to as the “new security”) de- 
scribed in any of paragraphs (a) to (d), where the new security 
was issued at a particular time not more than 5 years before that 
time in exchange for, on the conversion of, or in respect of rights 
pertaining to a security that would, if this subsection were read 
without reference to this paragraph, be a small business security 
of the person immediately before the particular time. 

Related Provisions: ITA 204.8(1)“eligible investment’ (f). 

History: The opening words of subsec. 5100(2) amended by P.C. 2005-1508, subsec. 


10(2), August 31, 2005, Canada Gazette, Part Il, September 21, 2005, applicable to 
taxation years that begin after 2004. 


Subpara. 5100(2)(g)(ii) repealed by the said P.C. 2005-1508, subsec. 10(3), deemed to 
have come into force June 29, 2005. 

The opening words of para. 5100(2)(b) amended by P.C. 2001-1370, para. 8(c), August 
1, 2001, Canada Gazette, Part Il, August 15, 2001, applicable after June 9, 2001. 


The opening words of para. 5100(2)(b) amended by P.C. 1998-782, s. 1, May 7, 1998, 
Canada Gazette, Part Il, May 27, 1998, applicable to debt obligations issued after De- 
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cember 5, 1996, other than debt obligations that were required to be issued pursuant to 
agreements in writing made on or before that date. 


The opening words of para. 5100(2)(f) substituted by P.C. 1994-1074, subsec. 4(1), 
June 23, 1994, Canada Gazette, Part II, July 13, 1994, applicable after 1991. 


All that portion of subsec. 5100(2) following para. (f) substituted by P.C. 1992-258, 
subsec. 2(1), February 13, 1992, Canada Gazette, Part II, February 26, 1992, applica- 
ble to property acquired after 1989. 


That portion of para. 5100(2)(b) preceding subpara. (ii) substituted by P.C. 1990-1837, 
subsec. 4(5), August 28, 1990, Canada Gazette, Part II, September 12,1990, applicable 
in respect of debt obligations issued after September 12, 1990 other than debt obliga- 
tions that were required to be issued pursuant to agreements in writing entered into on 
or before that date. 


That portion of subsec. 5100(2) following para. (f) substituted by P.C. 1987-371, sub- 
sec. 1(1), March 5, 1987, Canada Gazette, Part II, March 18, 1987, effective after Oc- 
tober 31, 1985. . 


Interpretation Bulletins: IT-320R3; Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(2.1) [Prescribed venture capital corporation] — Where all 
or part of the property of a person consists of the shares of the capi- 
tal stock of a venture capital corporation described in section 6700, 
options. or rights granted by the.corporation, or debt obligations of 
the, corporation, 


(a) the aggregate of the cost amounts to the person of all such 
property shall be deemed for the purposes of paragraph (2)(e) 
not to exceed $10,000,000; and 


(b) the total assets (determined in accordance with generally ac- 
cepted accounting principles, on a consolidated or combined ba- 
sis, where applicable) of the corporation and all corporations as- 
sociated with it shall be deemed for the purposes of, paragraph 
(2)(f) not to exceed $50,000,000. 
History: Subsec. 5100(2.1) amended to replace “prescribed venture capital corporation 
within the meaning assigned by” with “venture capital corporation described in” by 
P.C. 2001-1370, para. 7(a), August 1, 2001, Canada Gazette, Part II, August 15, 2001, 
applicable after June 9, 2001. 


Para. 5100(2.1)(b) amended by P.C. 1994-1074, subsec. 4(2), June 23, 1994, Canada 
Gazette, Part II, July 13, 1994, applicable after 1991. 


Subsec. 5100(2.1) added by P.C. 1990-1837, subsec. 4(6), August 28; 1990, Canada 
Gazette, Part Il, September 12, 1990, applicable after October 31, 1985. 


(3) [Interpretation for subsec. (2)] — For the purposes of sub- 
section (2), 


(a) in determining the effective annual rate of return in respect 
of a debt obligation of an eligible corporation, the value of any 
right to convert the debt obligation or any part thereof into, or to 
exchange the debt obligation or any part thereof for, shares of 
the capital stock of the corporation or an option or right to ac- 
quire such shares shall not be considered; and 


(b) a corporation shall be deemed not to be associated with an- 
other at any time where the corporation would not be associated 
with the other if 


(i) the references to “controlled, directly or indirectly, in any 
manner whatever’ in section 256 of the Act (other than sub- 
section (5.1) thereof) were read as references to “controlled”, 
and 


(ii) such rights described in subsection 256(1.4) of the Act 
and shares, as were held at that time by a small business in- 
vestment corporation, small business investment limited part- 
nership or small business investment trust, were disregarded. 


History: Subsec. 5100(3) substituted by P.C. 1990-1837, subsec. 4(7), August 28, 
1990, Canada Gazette, Part Il, September 12, 1990, applicable after 1988. 


(4) [Repealed] 

History: Subsec. 5100(4) repealed by P.C. 2005-1508, subsec. 10(4), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, deemed to have come into force June 29, 
2005. 

Para. 5100(4)(b) substituted by P.C. 1992-258, subsec. 2(2), February 13, 1992, Can- 
ada Gazette, Part II, February 26, 1992, applicable to property acquired after 1989. 
Paras. 5100(4)(d), (e) added by P.C. 1990-1837, subsec. 4(8), August 28, 1990, Can- 
ada Gazette, Part I, September 12, 1990, applicable after 1989. 


Subsec. 5100(4) added by P.C. 1987-371, subsec. 1(2), March 5, 1987, Canada Ga- 
zette, Part Il, March 18, 1987, effective after October 31, 1985. 


Reg. 
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Definitions [Reg. 5100]: “arm’s length’—ITA 251(1); “associated” — Reg. 
5100(3)(b); “bank” — ITA 248(1), Interpretation Act 35(1); “business” — ITA 248(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “controlled” —ITA 256(6), (6.1); 
“corporation” — ITA 248(1), Interpretation Act 35(1); “cost amount” —ITA 248(1); 
“credit union” —ITA 137(6), 248(1); “designated rate” — Reg. 5100(1);. “dis- 
posed” — ITA 248(1)“disposition”; “disposition” —ITA 248(1); “dividend” —ITA 
248(1); “eligible corporation” — Reg. 5100(1); “employed”, “employee” — ITA 
248(1); “former security” — Reg. 5100(2)(g)(iii)(A); “insurance corporation”, “inven- 
tory” —ITA 248(1); “new security” — Reg. 5100(2)(g)(iit), 5100(2)(h); “non-resi- 
dent” —ITA 248(1); “person” —ITA 248(1), Reg. 5104(6); “prescribed” — ITA 
248(1); “prescribed venture capital corporation” — Reg. 6700; “property” —ITA 
248(1); “province” — Interpretation Act 35(1); “qualifying active business” — Reg. 
5100(1); “qualifying obligation” — ITA 149(1)(0.2), (0.3), Reg. 5100(1); “related” — 
ITA 251(2)-(6); “share”; “shareholder” —ITA 248(1); “‘small business investment 
corporation” — Reg. 5101(1); “small business investment limited partnership” — Reg. 
5102(1); “small business security” — Reg. 5100(2), 5104(3); (5); “specified, circum- 
stances” — Reg. 5104(2); “specified holding corporation” — Reg. 5100(1); “substi- 
tuted” —ITA 248(5); “taxable Canadian corporation” —ITA. 89(1), 248(1); “tax- 
payer” —ITA 248(1); “trust” —ITA 104(1), 248(1), (3). 


5101. [Small business investment corporation] — (1) Sub- 
ject to subsection (4), for the purposes of this Part and paragraph 
149(1)(0.3) and paragraph (b) of the definition “small business pro- 
perty” in subsection 206(1) of the Act, a corporation is a small busi- 
ness investment corporation at any time if it is a Canadian corpora- 
tion incorporated after May 22, 1985 and at all times after it was 
incorporated and before that time 


(a) all.of the shares, and rights to acquire shares, of the capital 
stock of the corporation were owned by 


(1) one or more registered pension plans, 


(ii) one or more trusts all the beneficiaries of which were reg- 
istered pension plans, 


(iii) one or more related segregated fund trusts (within the 
meaning assigned by paragraph 138.1(1)(a) of the Act) all 
the beneficiaries of which were registered, pension plans, or 


(iv) one or more persons prescribed by section 4802 for the 
purposes of clause 149(1)(0.2)(iv)(D) of the Act; 


(b) its only undertaking was the investing of its funds and its 
investments consisted solely of 


(i) small business securities, 


(ii) interests of a limited partner in small business investment 
limited partnerships, 


(iii) interests in small business investment trusts, 
(iv) property (other than a small business security) that is 


(A) a share of the capital stock of a corporation (other 
than a share that is issued to the corporation and that is 
either a share described in section 66.3 of the Act or a 
share in respect of which an amount has been designated 
under subsection 192(4) of the Act), or 


(B) a put, call, warrant or other right to acquire or sell a 
share described by clause (A), 


(v) specified properties, or 


(vi) any combination of properties described in any of sub- 
paragraphs (1) to (v) 


and, except as provided in subsection 5104(1), with respect to 
properties referred to in any of subparagraphs (i) to (111), the cor- 
poration was the first person (other than a broker or dealer in 
securities) to have acquired the properties and the corporation 
has owned the properties continuously since they were so 
acquired; 

(c) it has complied with subsection (2); 


(d) it did not hold, and no group of persons who did not deal 
with each other at arm’s length and of which it was a member 
held, more than 30. per cent of the outstanding shares of any 
class of voting stock of a corporation, except where 


(i) all’ or any part of those shares were acquired in specified 
circumstances within the meaning of subsection 5104(2), or 
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(ii) those shares were of any class of voting stock of a ven- 
ture capital corporation described in section 6700; 


(e) it has not borrowed money except from its shareholders; and 


(f) it has not accepted deposits. 


Related Provisions: ITA 253.1 — Limited partner not considered to carry on busi- 
ness of partnership. 

History: Subpara. 5101(1)(b)(iv) amended by P.C. 2005-1508, s. 11, August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, deemed to have come into force June 29, 
2005. 


Subpara. 5101(1)(d)(ii) amended to replace “prescribed venture capital corporation 
within the meaning assigned by” with “venture capital corporation described in” by 
P.C. 2001-1370, para. 7(b), August 1, 2001, Canada Gazette, Part II, August 15, 2001, 
applicable after June 9, 2001. 

Para. 5101(1)(b)(iv) added, paras. (iv), (v) renumbered as (v) and (vi), by P.C. 1994- 
1074, s. 5, June 23, 1994, Canada Gazette, Part II, July 13, 1994, applicable after 1990. 


Para. 5101(1)(a) amended by P.C. 1991-2540, s. 8, December 16, 1991, Canada Ga- 
zette, Part II, January 15, 1992, applicable after 1985. 


Para. 5101(1)(d) substituted by P.C. 1990-1837, s. 5, August 28, 1990, Canada Ga- 
zette, Part II, September 12, 1990, applicable after October 31, 1985. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(2) Every small business investment corporation shall at all times 
hold properties referred to in subparagraphs (1)(b)(i) to (iii), the ag- 
gregate of the cost amounts of which is not less than 75 per cent of 
the amount, if any, by which 


(a) the aggregate of all amounts each of which is the amount of 
consideration for the issue of shares of its capital stock or debt to 
its shareholders or the amount of a contribution of capital by its 
shareholders received by it more than 90 days before that time 


exceeds 
(b) the aggregate of 


(i) all amounts paid by it before that time to its shareholders 
as a return of capital or a repayment of debt, and 


(ii) the amount, if any, by which the aggregate of its losses 
from the disposition of properties disposed of before that 
time exceeds the aggregate of its gains from the disposition 
of properties disposed of before that time. 


(3) For the purposes of subsection (2), where a small business in- 
vestment corporation disposes of a property referred to in subpara- 
graphs (1)(b)(i) to (iii), it shall be deemed to continue to hold the 
investment for a period of 90 days following the date of the 
disposition. 


(4) For the purposes of paragraph 149(1)(0.3) of the Act, where a 
small business investment corporation holds an interest in a partner- 
ship or trust that qualified as a small business investment limited 
partnership or small business investment trust, as the case may be, 
when the interest was acquired and that, but for this subsection, 
would cease at a subsequent time to so qualify, the interest in the 
partnership or trust shall be deemed to be an interest in a small busi- 
ness investment limited partnership or small business investment 
trust, as the case may be, for the 24 months immediately following 
the subsequent time. 


Definitions [Reg. 5101]: “amount” — ITA 248(1); “arm’s length” —ITA 251(1); 
“borrowed money”, “business” — ITA 248(1); “Canadian corporation” — ITA 89(1), 
248(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “cost amount’ — ITA 
248(1); “disposed”, “disposes” —ITA 248(1)“disposition”, “disposition” — ITA 
248(1); “month” — Interpretation Act 35(1); “person” —ITA 248(1), Reg. 5104(6); 
“prescribed” —ITA 248(1); “prescribed venture capital corporation” — Reg. 6700; 
“property”, “registered pension plan” —ITA 248(1); “related” —ITA 251(2)-(6); 
“share”, “shareholder” —ITA 248(1); “small business investment corporation” — 
Reg. 5101(1); “small business investment limited partnership” — Reg. 5102(1); “small 
business security” — Reg. 5100(2), 5104(3), (5); “specified circumstances” — Reg. 
5104(2); “specified property” —ITA 204“qualified investment”(a), (b), (c), (f), (g), 
Reg. 5100(1); “trust” —ITA 104(1), 248(1), (3); “undertaking” — ITA 253.1. 


5102. [Small business investment limited partnership] — 
(1) For the purpose of this Part, a partnership is a small business 
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investment limited partnership at any particular time if at all times 
after it was formed and before the particular time 


(a) it had only one general partner, 


(b) the share of the general partner, as general partner, in any 
income of the partnership from any source in any place, for any 
period, was the same as his share, as general partner, in 


(i) the income of the partnership from that source in any 
other place, 


(ii) the income of the partnership from any other source, 
(iii) the loss of the partnership from any source, 

(iv) any capital gain of the partnership, and 

(v) any capital loss of the partnership 


for that period, except that the share of the general partner, as 
general partner, in the income or loss of the partnership from 
specified properties may differ from his share, as general part- 
ner, in the income or loss of the partnership from other sources, 


(c) the share of the general partner, as general partner, in any 
income or loss of the partnership for any period was not less 
than his share, as general partner, in the income or loss of the 
partnership for any preceding period; 


(d) the interests of the limited partners were described by refer- 
ence to units of the partnership that were identical in all respects, 


(e) no limited partner or group of limited partners who did not 
deal with each other at arm’s length held more than 30 per cent 
of the units of the partnership and, for the purposes of this 
paragraph, 
(i) a small business investment corporation that has not bor- 
rowed money and in which no shareholder or group of share- 
holders who did not deal with each other at arm’s length held 
more than 30 per cent of the outstanding shares of any class 
of voting stock shall be deemed not to be a limited partner, 
and 


(ii) the general partner shall be deemed not to hold any. unit 
of the partnership as a limited partner, and 


(f) its only undertaking was the investing of its funds and its 
investments consisted solely of 


(i) small business securities where, except as provided in 
subsection 5104(1), the partnership was the first person 
(other than a broker or dealer in securities) to have acquired 
the securities and it has owned the securities continuously 
since they were so acquired, 


(ii) property (other than a small business security) that is 


(A) a share of the capital stock of a corporation (other 
than a share that is issued to the partnership and that is 
either a share described in section 66.3 of the Act or a 
share in respect of which an amount has been designated 
under subsection 192(4) of the Act), or 


(B) a put, call, warrant or other right to acquire or sell a 
share described by clause (A), 


(iii) specified properties, or 
(iv) any. combination of properties described in any. of sub- 
paragraphs (1) to, (ii1), 

(g) it has complied with subsection (2), 


(h) it has not borrowed money except for the purpose of earning 
income from its investments and the amount of any such bor- 
rowings at any time did not exceed 20 per cent of the partnership 
capital at that time, and 


(i) it has not accepted deposits. 


History: The opening words of subsec. 5102(1) and subpara. (1)(f)(ii) amended by 
P.C. 2005-1508, subsecs. 12(1), (2), August 31, 2005, Canada Gazette, Part II, Sep- 
tember 21, 2005, deemed to have come into force June 29, 2005. 


Subpara. 5102(1)(f)(ii) added, subparas. 5102(1)(f)(ii) and (iii) renumbered as (iii) and 
(iv), by P.C. 1994-1074, s. 6, June 23, 1994, Canada Gazette, Part I, July 13, 1994, 
applicable after 1990. 
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Para. 5102(1)(e) substituted by P.C, 1990-1837, s, 6, August 28, 1990, Canada \Ga- 
zette, Part II, September 12, 1990, applicable. after October 31, 1985. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts: governed: by 
RRSPs, RESPs and RRIFs. 


(2) The aggregate of the cost amounts to a small business invest- 
ment limited partnership of small business 'securities held by ‘it at 
any time, shall not be less than the amount, if any, by..which the 
aggregate of 


(a) 25 per cent of the amount, if any, by which 


(i) the aggregate of all amounts received by it more than 12 
months before that time and not more than 24 months before 
that time as consideration for the issue of its units or in re- 
spect of its units 


exceeds 


(ii) the aggregate of all amounts paid by it before:that time to 
its. members and designated by the partnership. as a return of 
the consideration referred to in subparagraph. (i), 


(b) 50 per cent of the amount, if any, by. which 


(i) the aggregate of all amounts received by it more than 24 
months before that time and not more than 36 months before 
that time as consideration for the issue of its units or in re- 
spect of its units 


exceeds 


(11) the aggregate of all amounts paid by it before that time to 
its members and designated by the partnership asa return of 
the consideration referred to in subparagraph (i), and 


(c).75 per cent of the, amount, if any, by which 


(i) the aggregate of all amounts received by it more than 36 
months before that.time, as consideration, for the. issue. of its 
units or. in respect of its units 


exceeds 


(ii) the aggregate of all.amounts paid by: it before that time to 
its: members and designated by the partnership. as a return of 
the consideration referred to in subparagraph (i), 


exceeds 75 per cent of the amount, if any, by which the aggregate 
of its losses from the disposition of properties disposed of before 
that time exceeds the aggregate of its gains from the.disposition of 
properties disposed. of before) that» time: 


(3) For the purposes. of subsection (2), where a small business in- 
vestment limited partnership disposes of a small business security it 
shall be deemed to continue to hold the investment for a period of 
90 days following the date of the disposition. 


Definitions [Reg. 5102]: “amount” —ITA 248(1); “arm’s length’ —ITA 251(1); 


“borrowed money”, “business” —ITA 248(1);-“capital gain” —ITA 39(1), 248(1);' 


“capital loss” — ITA 39(1)(b), 248(1); “corporation” — ITA 248(1), Interpretation Act 
35(1); “cost. amount’ —ITA 248(1); “disposed”, “disposes” — ITA 248(1)“disposi- 
tion”; “disposition” — ITA 248(1);.““month” — Interpretation Act.35(1); “person” — 
ITA 248(1), Reg. 5104(6); “property” —ITA 248(1); “share”, “shareholder” — ITA 
248(1); “small business investment corporation” — Reg. 5101(1); “small business in- 
vestment limited partnership” — Reg. 5102(1);) “small. business’ security” — Reg. 
5100(2), 5104(3),. (5); “specified property” — ITA 204*qualified. investment’(a), (b), 
(c), (f), (g), Reg. 5100(1). 


5103. [Small business investment trust] — (1) For the pur- 
poses of this Part and subsection 259(5) of the Act, a trust is a small 
business investment trust at any particular time if atall times after it 
was created and before the particular time 


(a) it was resident in Canada; 


(b) the interests of the beneficiaries; under the trust were de- 
scribed by reference to units of the trust that were identical in all 
respects; and 


(c) no beneficiary or group of beneficiaries who did not dea 
with each other at arm’s length held more than 30% of the units 
of the trust and, for the purposes of this paragraph; a small busi- 
ness investment corporation that has not borrowed money and in 
which no shareholder or group of shareholders who did not deal 
withieach other at arm’s length held more than 30 per cent of the 
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outstanding shares of any class of voting stock shall be deemed 
not to be a beneficiary; 


(d) its only undertaking was the investing of its funds and its, 


investments consisted solely. of 


(i) small business ‘securities where, except: as provided in 
subsection 5104(1), the trust:was the first person (other than 
a broker or dealer in securities) to have acquired the. securi- 
ties and it has owned the securities. continuously since they 
were so acquired, 


(ii) property (other than a small business. security) that is 


(A) a share of the capital stock of a corporation (other 
than a share that is issued to the trust and that is either a 
share described in section 66.3 of the Act or a share in 
respect of which an amount has been designated under 
subsection 192(4) of the Act), or 


(B) a put, call, warrant or other right to. acquire or sell a 
share described by clause (A), | 


(iii) specified: properties, or 
(iv) any combination of properties described in subpara- 
graphs (i) to (iii); 

' (e) it has complied with subsection (2); 


(f) it has not borrowed money except for the purpose of earning 
income from its investments and the amount of any such bor- 
rowings at any time did not exceed 20 per cent of the trust capi- 
tal at that time; and 


(g) it has not accepted deposits. 


History: The opening words of subsec. 5103(1) and subpara. (1)(d)(ii) amended by 
P.C. 2005-1508, subsecs. 13(1), (2), August 31, 2005, Canada Gazette, Part II; Sep- 
tember 21, 2005, deemed to have come into force June 29, 2005. 

Subpara. 5103(1)(d)(ii) added, subparas. 5103(1)(d)(ii) and (iii) renumbered as (iii) and 
(iv); by P.C.:1994-1074,:s.-7, June 23, 1994, Canada Gazette, Part Il, July 13, 1994, 
applicable; after 1990. 


Interpretation Bulletins: IT-320R3: Qualified investments — Trusts governed by 
RRSPs, RESPs and RRIFs. 


(2) The aggregate of the cost amounts to a small business invest- 
ment trust of small business securities held by it at-any time shall 
not be less than the amount, if any, by which ‘the aggregate of 


(a) 25 per cent of the amount, if any, by which 


(i) the aggregate of all amounts received by it more than 12 
months before that time and not more than 24 months before 
that time as consideration for the issue of its units or in re- 
spect of its units 
exceeds 
(ii) the aggregate of all amounts paid by it before that time to 
its beneficiaries and designated by the trust as a return of the 
consideration referred to in‘subparagraph (1), 
(b) 50 per cent of the amount, if any, by which 
(i) the aggregate of all amounts received by, it more than 24 
months. before that time and not more than 36 months before 
that time as consideration for the issue of its units or in re- 
spect of its units 
exceeds 
(ii) the aggregate of all amounts paid by it before that time to 
its beneficiaries and designated by the trust as a return of the 
consideration referred to in subparagraph (i), and 
(c) 75. per cent of the amount, if any, by which 
(i) the. aggregate of all amounts received. by it more than 36 
- months before that time as: consideration for the issue of its 
units or in respect-of its units 
exceeds 
(ii) the aggregate of all amounts paid by it before that time to 
its beneficiaries and designated by the trust as a return of the 
consideration referred to in subparagraph (1) 
exceeds 75 per cent of the amount, if any, by which the aggregate 
of its losses from the disposition of properties disposed ‘of before 
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that time exceeds the aggregate of its gains from the disposition of 
properties disposed of before that time. 


(3) For the purposes of subsection (2), where a small business in- 
vestment trust disposes of a small business security it shall be 
deemed to continue to hold the investment for a period of 90 days 
following the date of disposition. 

Definitions [Reg. 5103]: “amount” —ITA 248(1); “arm’s length” —ITA 251(1); 
“borrowed money”, “business” — ITA 248(1); “corporation” — ITA 248(1), Interpre- 
tation Act 35(1); “cost amount” —ITA 248(1); “disposed”, “disposes” — ITA 
248(1)“disposition”; “disposition” —ITA 248(1); “month” — Interpretation Act 
35(1); “person” — ITA 248(1), Reg. 5104(6); “property” — ITA 248(1); “resident in 
Canada” —ITA 250; “share”, “shareholder’ —ITA 248(1); “small business invest- 
ment corporation” — Reg. 5101(1); “small business security’ —Reg. 5100(2), 
5104(3), (5); “specified property” —ITA 204“qualified investment’(a), (b), (c), (f), 
(g), Reg. 5100(1); “trust” — ITA 104(1), 248(1), (3). 


5104. (1) Notwithstanding paragraph (b) of the definition “qualify- 
ing obligation” in subsection 5100(1) and paragraphs 5101(1)(b), 
5102(1)(f) and 5103(1)(d), the corporation, partnership or trust, as 
the case may be, may acquire a small business security that another 
person (other than a broker or dealer in securities) had previously 
acquired if 

(a) the small business security is a share of the capital stock of 

an eligible corporation having full voting rights under all cir- 

cumstances; and 


(b) except where the share was acquired in specified circum- 
stances within the meaning of subsection (2), the share was ac- 
quired from an officer or employee of the eligible corporation or 
a person related to the officer or employee. 


(2) For the purposes of this Part, 
(a) where a person acquires a share of a corporation 


(i) as part of a proposal to, or an arrangement with, the cor- 
poration’s creditors that has been approved by a court under 
the Bankruptcy [and Insolvency] Act or the Companies’ 
Creditors Arrangement Act, 


(ii) at a time when all or substantially all of the corporation’s 
assets were under the control of a receiver, receiver-manager, 
sequestrator or trustee in bankruptcy, or 


(iii) at a time when, by reason of financial difficulty, the cor- 
poration was in default, or could reasonably be expected to 
default, on a debt obligation held by a person with whom the 
corporation was dealing at arm’s length, 


the person shall be deemed, at any time within 36 months after 
he acquired the share, to have acquired it in specified 
circumstances; 


(b) where a person acquires a share of a corporation for the pur- 
poses of facilitating the disposition of the entire investment of 
the person in the corporation, the person shall be deemed, at any 
time within 12 months after he acquired the share, to have ac- 
quired it in specified circumstances; and 


(c) a qualified trust (within the meaning assigned by subsection 
259(3) of the Act) is deemed not to hold any property for any 
period in respect of which subsection 259(1) of the Act is 
applicable. 


History: Para. 5104(2)(c) added by P.C. 1990-1837, s. 7, August 28, 1990, Canada 
Gazette, Part II, September 12, 1990, applicable after October 31, 1985. 


Paras. 5104(2)(a) and (b) substituted by P.C. 1986-2590, s. 14, November 20, 1986, 
Canada Gazette, Part II, December 10, 1986, applicable after October 31, 1985. 


(3) Where the purchaser of a property that, but for this subsection, 
would at the time of its acquisition be a small business security (or, 
where the purchaser is a partnership, a member thereof) knew at the 
time of acquisition that the issuer of the security would, within the 
immediately following 12 months, cease to qualify as an eligible 
corporation, the property shall be deemed never to have been a 
small business security of the purchaser. 


(4) Where a person who holds a share of or an interest in a corpora- 
tion, partnership or trust that, but for this subsection, would be a 
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small business investment corporation, small business investment 
limited partnership or small business investment trust knew at the 
time of issue of the share or interest, as the case may be, or at the 
time of making any contribution in respect of the share or interest, 
that 


(a) a substantial portion of 
(i) the consideration for the issue of the share or interest, or 
(ii) the contribution in respect of the share or interest 


would not be invested by the corporation, partnership or trust, as 
the case may be, directly or indirectly in small business securi- 
ties, and 


(b) all or substantially all of 
(i) the consideration for the issue of the share or interest, or 
(ii) the contribution in respect of the share or interest 


would be returned to the purchaser within the immediately fol- 
lowing 24 months, 


the corporation, partnership or trust shall be deemed to have ceased 
at that time to be a small business investment corporation, small 
business investment limited partnership or small business invest- 
ment trust. 


(5) Where, but for this subsection, a property that qualified as a 
small business security when it was acquired would cease at a sub- 
sequent time to so qualify, the property shall be deemed to be a 
small business security for the 24 months immediately following 
the subsequent time. 


(6) For the purposes of this Part, a partnership shall be deemed to be 
a person. 

Definitions [Reg. 5104]: “arm’s length” — ITA 251(1); “business” — ITA 248(1); 
“corporation” —ITA 248(1), Interpretation Act 35(1); “disposition” —ITA 248(1); 
“eligible corporation” — Reg. 5100(1); “employee” — ITA 248(1); “month” — Inter- 
pretation Act 35(1); “officer” —ITA 248(1); “person” —ITA 248(1), Reg. 5104(6); 
“property” — ITA 248(1); “related” — ITA 251(2)-(6); “share” —ITA 248(1); “small 
business investment corporation” — Reg. 5101(1); “small business investment limited 
partnership” — Reg. 5102(1); “small business security” — Reg. 5100(2), 5104(3), (5); 
“specified circumstances” — Reg. 5104(2), (2)(b); “trust” —ITA 104(1), 248(1), (3). 


PART LIl — CANADIAN MANUFACTURING 
AND PROCESSING PROFITS 


History: Part LII was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part Il, August 8, 1979. 


5200. Basic formula — Subject to section 5201, for the purposes 
of paragraph 125.1(3)(a) [125.1(3)“Canadian manufacturing and 
processing profits”] of the Act, “Canadian manufacturing and 
processing profits” of a corporation for a taxation year are hereby 
prescribed to be that proportion of the corporation’s adjusted busi- 
ness income for the year that 


(a) the aggregate of its cost of manufacturing and processing 
capital for the year and its cost of manufacturing and processing 
labour for the year, 
is of 
(b) the aggregate of its cost of capital for the year and its cost of 
labour for the year. 
Definitions [Reg. 5200]: “adjusted business income” — Reg. 5202, 5203(1); “cor- 
poration” — ITA 248(1), Interpretation Act 35(1);. “cost of capital”, “cost of labour” — 
Reg. 5202, 5203(1), 5204; “cost of manufacturing and processing capital”, “cost of 


manufacturing and processing labour” —Reg. 5202, 5204; “prescribed” — ITA 
248(1); “taxation year” — ITA 249. 


Interpretation Bulletins: IT-145R: Canadian manufacturing and processing prof- 
its — reduced rate of corporate tax. 


5201. Small manufacturers’ rule — For the purposes of para- 
graph 125.1(3)(a) [125.1(3)“Canadian manufacturing and process- 
ing profits”] of the Act, “Canadian manufacturing and processing 
profits” of a corporation for a taxation year are hereby prescribed to 
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be equal to the corporation’s adjusted business income for the year 
where 


(a) the activities of the corporation during the year were prima- 
rily manufacturing or processing in Canada of goods for sale or 
lease; 


(b) the aggregate of 


(i) the aggregate of all amounts each of which is ne income 
of the corporation for the year from an active business minus 
the aggregate of all amounts each of which is the loss of the 
corporation for the year from an active business, and 


(ii) if the corporation is associated in the year with a Cana- 
dian corporation, the aggregate of all amounts each of which 
is the income of the latter corporation from an active busi- 
ness for its taxation year coinciding with or ending in the 
year, 


did not exceed $200,000; 


(c) the corporation was not engaged in any of the activities listed 
in subparagraphs 125.1(3)(b)(@) to (ix) [125.1(3)“manufacturing 
or processing’’(a) to (k)] of the Act at any time during the year; 


(c.1) the corporation was not engaged in the processing of ore 
(other than iron ore or tar sands) from a mineral resource located 
outside Canada to any stage that is not beyond the prime metal 
stage or its equivalent; 


(c.2) the corporation was not engaged in the processing of iron 
ore from a mineral resource located outside Canada to any stage 
that is not beyond the pellet stage or its equivalent; 


(c.3), the corporation was not engaged in the processing of tar 
sands located outside Canada to any stage that is not beyond the 
crude oil stage or its equivalent; and 


(d) the corporation did not-carry on any active business outside 
Canada at any time during the year. 


History: Paras. 5201(c.1) to (c.3) added by P.C. 1994-230, s. 5, February 10, 1994, 
Canada Gazette, Part II, February 23, 1994, applicable. to 1990 et seq. 


All that portion of para. 5201(b) following subpara. (ii) substituted by P.C. 1982-3198, 
October 21, 1982, Canada Gazette, Part II, November 10, 1982, applicable to 1982 et 
seq. 


Definitions [Reg. 5201]: “active business” ITA 248(1); ‘adjusted business in- 
come” — Reg. 5202, 5203(1); “amount” —ITA 248(1); “associated” —ITA 256; 
“Canada” — ITA 255, Interpretation Act 35(1); “Canadian corporation” — ITA 89(1), 
248(1); “corporation” —ITA 248(1), Interpretation’ Act 35(1); “mineral resource’, 
“prescribed”, “tar sands” — ITA ‘248(1); “taxation year” ITA 249. 


5202. Interpretation — In this Part, except as otherwise provided 
in section 5203. or 5204, 


“adjusted business income” of a corporation for a taxation year 
means the amount, if any, by which 


(a) the aggregate of all amounts each of which is the income of 
the corporation for the year from an active business carried on in 
Canada 


exceeds 


(b) the aggregate of all amounts each of which is the loss of the 
corporation for the year from an active business carried on in 
Canada; 


“Canadian resource profits” has the meaning that would be as- 
signed to, the expression, “resource profits” by section 1204 if 


(a) section 1204 were read without reference to subparagraph 
1204(1)(b)(iv), and 


(b) the definition “resource activity” in subsection 1206(1) were 
read without reference to paragraph (d) of that definition; 
History: The definition “Canadian resource profits” in.s. 5202 amended by P.C. 1996- 


1488, s. 6, September 24, 1996, Canada Gazette, Part II, October 16, 1996, applicable 
to taxation years that begin after December 20, 1991. 


“Canadian resource profits” added by P.C. 1994-230, s. 6, February 10, 1994, Canada 
Gazette, Part II, February 23, 1994, applicable to 1990 et seg. 
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“cost of capital” of a corporation for a taxation year means an 
amount equal to the aggregate of 


(a) 10 per cent of the aggregate of all amounts each of which is 
the gross cost to the corporation of a property referred to in para- 
graph 1100(1)(e), (f), (g) or (h), paragraph 1102(1)(d) or (g) or 
Schedule II that , 


(i) was owned by the corporation at the end of the year, and 


(ii) was used by the corporation at any time during the year, 
and 


(b) the aggregate of all amounts each of which is the rental cost 
incurred by the corporation during the year for the use of any 
property a portion of the gross cost of which would be included 
by virtue of paragraph (a) if the property were owned by the 
corporation at the end of the year, 


but for the purposes of this definition, the gross cost of a property or 
rental cost for the use of any property does not include that portion 
of those costs that reflects the extent to which the property was used 
by the corporation during the year 


(c) in an active business carried on outside Canada, or 


(d) to earn Canadian investment income. or foreign investment 
income as defined in subsection 129(4) of the Act; 


“cost of labour” of a corporation for a taxation year means an 
amount equal to the aggregate of 


(a) the salaries and wages paid or payable during the year to all 
employees of the corporation for services performed during the 
year, and 


(b) all other amounts each of which is an amount paid or payable 
during the year for the performance during the year, by any per- 
son other than an employee of the corporation, of functions re- 
lating to 


(i), the. management. or administration of the corporation, 
(ii) scientific research and experimental development, or 


(iii) a service or function that would normally be performed 
by an employee of the corporation, 


but for the purposes of this definition, the salaries and wages re- 
ferred to in paragraph (a) or other amounts referred to in paragraph 
(b) do not include that portion of those amounts that 


(c) was included in the gross cost to the corporation of a pro- 
perty (other than a property that was manufactured by the corpo- 
ration and leased during the year by the corporation to another 
person) that was included in computing the cost of capital of the 
corporation for the year, or 


(d) was related to an active business carried on outside Canada 
by the corporation; 
History: Subpara. (b)(ii) of the definition 5202“cost of labour’ amended by P.C. 2000- 


1095, s. 2, July 27, 2000, Canada Gazette, Part II, August 16, 2000, applicable to costs 
incurred after Feburary 27, 1995. 


“cost of manufacturing and processing capital” of a corporation 
for a taxation year means 100/85 of that portion of the cost of capi- 
tal of the corporation for that year that reflects the extent to which 
each property included ‘in the calculation thereof was used directly 
in qualified activities of the corporation during the year, but the 
amount so calculated shall not exceed the cost of capital of the cor- 
poration for the year; 


“cost of manufacturing and processing labour” of a corporation 
for a taxation year means 100/75 of that portion of the cost of la- 
bour of the corporation for that year that reflects the extent.to which 


(a) the salaries and wages included in. the calculation thereof 
were paid or payable to persons for the portion of their time that 
they were directly engaged in qualified activities of the corpora- 
tion during the year, and 


(b) the other amounts included in the calculation thereof were 
paid or payable to persons for the performance of functions that 
would be directly related to qualified ‘activities of the corpora- 
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tion during the year if those persons were employees of the 
corporation, 


but the amount so calculated shall not exceed the cost of labour of 
the corporation for the year; 


“gross cost” to a particular person of a property at any time means, 
in respect of property that has become available for use by the par- 
ticular person for the purposes of subsection 13(26) of the Act, the 
capital cost to the particular person of the property computed with- 
out reference to subsections 13(7.1), (7.4) and (10), sections 21 and 
80 and paragraph 111(4)(e) of the Act and, in respect of any other 
property, nil, and where the particular person acquired the property 


(a) in the course of a reorganization in respect of which, if a 
dividend were received by the particular person in the course of 
the reorganization, subsection 55(2) of the Act would not apply 
to the dividend by reason of the application of paragraph 
55(3)(b) of the Act, or 


(b) from another person with whom the particular person was 
not dealing at arm’s length (otherwise than by reason of a right 
referred to in paragraph 251(5)(b) of the Act) immediately after 
the property was acquired, 


the capital cost to the particular person of the property for the pur- 
poses of this definition shall be computed as if the property had 
been acquired at a capital cost equal to the gross cost of the pro- 
perty to the person from whom the property was acquired by the 
particular person; 

History: “Gross cost” amended by P.C. 1994-139, subsec. 12(1), January 27, 1994, 
Canada Gazette, Part II, February 9, 1994, applicable to 1985 et seq., except that 


(a) where the taxpayer so elects by notifying the Minister of National Revenue in 
writing on or before the day on or before which the taxpayer is, or would be if a tax 
under Part I of the Income Tax Act were payable by the taxpayer, required by s. 
150 to file a return of income for the taxpayer’s first taxation year ending after 
February 9, 1994, 


(i) for taxation years ending before January 16, 1987, “gross cost” shall be 
read without reference to the words “and paragraph 111(4)(e)”, and 


(ii) for taxation years ending before February 9, 1994, all that portion of “gross 
cost” preceding para. (a) shall be read as follows: 


“gross cost” to a particular person of a property at any time means the 
capital cost to the particular person of the property computed without 
reference to subsections 13(7.1), (7.4) and (10), sections 21 and 80 and 
paragraph 111(4)(e) of the Act and, where the particular person acquired 
the property 

(b) for taxation years ending before January 16, 1987, where the taxpayer has not 
elected under paragraph (a), the definition shall be read as follows: 


“gross cost” of a property means the capital cost of the property computed 
without reference to subsections 13(7.1), (7.4) and (10) and sections 21 and 
80 of the Act; 


(c) for taxation years ending after January 15, 1987 and before February 9, 1994, 
where the taxpayer has not elected under paragraph (a), the definition shall be read 
as follows: 


“gross cost” of a property means the capital cost of the property computed 
without reference to subsections 13(7.1), (7.4) and (10), sections 21 and 80 
and paragraph 111(4)(e) of the Act; 

“qualified activities” means 


(a) any of the following activities, when they are performed in 
Canada in connection with manufacturing or processing (not in- 
cluding the activities listed in) subparagraphs 125.1(3)(b)(i) to 
(ix) [125.1(3)“manufacturing or processing’(a) to (k)] of the 
Act) in Canada of goods for sale or lease: 


(i) engineering design of products and production facilities, 
(ii) receiving and storing of raw materials, 

(iii) producing, assembling and handling of goods in process, 
(iv) inspecting and packaging of finished goods, 

(v) line supervision, 


(vi) production support activities including security, clean- 
ing, heating and factory maintenance, 


(vii) quality and production control, 
(vill) repair of production facilities, and 
(ix) pollution control, 
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(b) all other activities that are performed in Canada directly in 
connection with manufacturing or processing (not including the 
activities listed in subparagraphs 125.1(3)(b)(i) to (ix) 
[125.1(3)“manufacturing or processing”’(a) to (k)] of the Act) in 
Canada of goods for sale or lease, and 

(c) scientific research and experimental development, as defined 
in section 2900, carried on in Canada, 


but does not include any of 
(d) storing, shipping, selling and leasing of finished goods, 
(e) purchasing of raw materials, 
(f) administration, including clerical and personnel activities, 
(g) purchase and resale operations, 
(h) data processing, and 
(i) providing facilities for employees, including cafeterias, clin- 
ics and recreational facilities; 


History: “Qualified activities” amended by P.C. 1994-139, subsec. 12(2), January 27, 
1994, Canada Gazette, Part II, February 9, 1994, applicable to scientific research and 
experimental development done or carried on after December 23, 1991, other than sci- 
entific research and experimental development done or carried on by or on behalf of a 
taxpayer pursuant to an agreement in writing entered into by the taxpayer before De- 
cember 24, 1991. 


“rental cost” of a property means the rents incurred for the use of 
that property; 


“resource profits” has the meaning assigned by section 1204; 


History: The definition “resource profits” amended by P.C. 1996-1488, s. 6, Septem- 
ber 24, 1996, Canada Gazette, Part II, October 16, 1996, applicable to taxation years 
that begin after December 20, 1991. 


“Resource profits” added by P.C. 1994-230, s. 6, February 10, 1994, Canada Gazette, 
Part II, February 23, 1994, applicable to 1990 et seq. 


“salaries and wages” means salaries, wages and commissions, but 
does not include any other type of remuneration, any superannua- 
tion or pension benefits, any retiring allowances or any amount re- 
ferred to in section 6 or 7 of the Act; 


“specified percentage” for a taxation year means 
(a) where the year commences after 1998, 100%, and 
(b) in any other case, the total of 


(i) that proportion of 10% that the number of days in the year 
that are in 1990 is of the number of days in the year, 


(ii). that proportion of 20% that the number of days in the 
year that are in 1991 is of the number of days in the year, 


(iii) that proportion of 30% that the number of days in the 
year that are in 1992 is of the number of days in the year, 


(iv) that proportion of 50% that the number of days in the 
year that are in 1993 is of the number of days in the year, 


(v) that proportion of 64.3% that the number of days in the 
year that are in 1994 is of the number of days in the year, 


(vi) that proportion of 71.4% that the number of days in the 
year that are in 1995 is of the number of days in the year, 


(vii) that proportion of 78.6% that the number of days in the 
year that are in 1996 is of the number of days in the year, 


(viii) that proportion of 85.7% that the number of days in the 
year that are in 1997 is of the number of days in the year, 


(ix) that proportion of 92.9% that the number of days in the 
year that are in 1998 is of the number of days in the year;and 


(x) that proportion of 100% that the number of days in the 

year that are in 1999 is of the number of days in the year. 
History: “Specified percentage” added by P.C. 1994-230, s. 6, February 10, 1994, 
Canada Gazette, Part II, February 23, 1994, applicable to 1990 et seg. 
Selected Cases [Reg. 5202]: Range Grain Co. v. R., [1997] 2 C.T.C. 227 (FCTD) 
(Maintaining grain in condition not “processing” but incidental to transportation). 
Definitions [Reg. 5202]: “active business”, ‘amount’ —ITA 248(1); “arm’s 
length” —ITA 251(1); “Canada” —ITA 255, Interpretation Act 35(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1); “cost of capital”, “cost of labour” — 
Reg. 5202, 5203(1), 5204; “dividend”, “employee” — ITA 248(1); ‘gross cost”? — 
Reg. 5202, 5204; “person”, “property” — ITA 248(1); “qualified activities’ — Reg. 
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5202; “related” — ITA 251(2)-(6); “rental cost” — Reg. 5202; “retiring allowance” — 
ITA. 248(1); “salaries and wages” — ITA 248(1), Reg.-5202; “scientific, research and 
experimental development” — ITA 248(1); “superannuation or. pension. benefit” — 
ITA 248(1); “taxation year” —ITA 249. ig re 


5203. Resource income — (1) Where a corporation has resource 
activities for a taxation year the following rules apply, except as 
otherwise provided in section 5204 


“adjusted business income” of the corporation ft the year means 
the amount, if any, by which 


(a), the amount otherwise determined under section, 5202 to be 
the adjusted business income.of the corporation, for, the year 


exceeds the totalof 


(b) the amount, if any, by which the corporation’s net resource 
income for the year exceeds the el gaa s net resource ad- 
justment for the year, and 


(c) all amounts each of which is an amount in respect of refund 
interest’ included am computing ‘the \taxpayer’s income. for the 
year, to the extent that the amount is included in the amount oth- 
erwise determined to be the adjusted business income, within the 
meaning of section 5202, of the corporation for the year; 


(d) [Repealed] 
Related Provisions: Reg. $203.1) — Net resource adjustment. 


History: Para. (d) of “adjusted business income” in subsec. 5203(1) rea by P.C. 
2007-114, subsec. 7(1), February 1, 2007, Canada Gazette, Part I, February zi, 2007, 
applicable to taxation years that begin after 2006. 


Para. (b) of “adjusted business income” in subsec. 5203(1) amended by P. C. 1999-629, 
subsec. 11(1), April 15, 1999, Canada Gazette, Part Il, April 28, 1999, applicable to 
taxation years that begin after December’ 20, 1991. 


Para. (d) added to “adjusted business income” in subsec. 5203(1) by the said P.C. 
1999-629, subsec. 11(2), applicable to’ taxation ‘years ‘that begin after 1996. 


That portion of “adjusted business income” in subsec. 5203(1) after para. (a) amended, 
and para. (c) added, by P.C. 1996-1488, subsec. 7(1), September 24, 1996, Canada 
Gazette, Part II, October 16, 1996, applicable to taxation years that end after March 6, 
1996, 


“cost of capital’ of the corporation for the year means the amount, 
if any, by which 


(a) the amount: otherwise determined under section 5202 to be 
the‘cost of capital of the corporation for the year 


exceeds 


(b) that portion of the gross cost of property or rental,cost for the 

use of property included in computing the cost of capital of the 

corporation for the year that reflects the extent to which the pro- 
~ perty was used by the corporation during the year, 


(i) in activities engaged in for the purpose of earning Cana- 
dian resource profits of the corporation, or 


(ii) in activities referred to in subparagraph 66(15)(b)(4),) (11) 
or (v) [66(15)“Canadian: exploration and development. ex- 
penses”(a), (b) or (e)], subparagraph 66(15)(e)(i) ‘or: (ii) 
[66(15)“foreign exploration and development expenses’(a) 
or (b)], subparagraph 66.1(6)(a)(i), (i), Gili) or (v) 
[66.1(6)*Canadian exploration expense’’(a), (c), (f) or (i)] or 
subparagraph 66.2(5)(a)(i), (ii): or (v) [66.2(5)“Canadian de- 
velopment expense’’(a), (c) or (g)] of the Act; 

History: Subpara. (b)(i) of “cost of capital” amended by P.C. 1994-230, subsec. 7(1), 


February 10, 1994, Canada Gazette, Part II, February 23, 1994, applicable to 1990 et 
seq. ; : 
Subpara. (b)(ii) of “cost of capital” substituted by P.C. 1978-1315, s. 14, April 20, 
1978, Canada Gazette, Part Il, May 10, 1978, effective on and after eH ih 7;:1974. 


“cost.of labour” of the corporation for the year n means the amount, 
if any, by which 


(a) the amount otherwise determined under section 5202 to be 
the cost of labour of the corporation for the year 


Reg. 
S. 5203(3)(d)(ii) 


exceeds: ° 


(b) that portion of the salaries and wages and other amounts in- 
cluded in computing the cost of labour of the corporation for the 
year that, 


(i) was related to the activities engaged in for the purpose of 
earning Canadian resource profits ‘of the corporation, or 


(ii) was included in the Canadian exploration and develop- 
ment expenses, foreign exploration and development ex- 
penses, Canadian exploration expense or Canadian develop- 
ment expense, within the meanings assigned by paragraphs 
66(15)(b) and (e) [66(15)“Canadian exploration and develop- 
ment.expenses” and “foreign exploration and, development 
expenses’’], paragraph 66.1(6)(a) [66.1(6)“Canadian. explora- 
tion expense’”] and 66.2(5)(a) [66.2(5)“Canadian develop- 
ment expense”] of the Act respectively, of the corporation. 
History: Subpara. (b)(i) of “cost of labour” amended by P.C. 1994-230, subsec. 7(2), 
February 10, 1994, Canada Gazette, Part Il, February 23, 1994, applicable to 1990 er 
seq. é 


(2) [“Resource activities”] — For the purposes of subsection 
(1), a corporation has “resource activities” for a taxation year if 


(a) in computing its income for the year, an amount is deductible 
pursuant to any of sections 65 to 66.2 of the Act; 


(b) the corporation was at. any time during the year engaged in 
» activities, for the purpose. of earning resource profits of the cor- 
poration; or 


(c) in computing the corporation’s income for. the. year, an 
amount was included pursuant to section 59 of. the Act. 
History: Para. 5203(2)(a) amended by P.C. 2007+114, subsec. 7(2); February 1, 2007, 


Canada Gazette, Part II, February 21, 2007, applicable to taxation years that begin after 
2006. 


Para. 5203(2)(b) amended by P.C: 1994-230, subsec. 7(3), February 10, 1994, Canada 
Gazette, Part II, February 23, 1994, ‘applicable-to 1990 et seq.’ 


(3) [“Net resource income”]— In subsection (1), “net, resource 
income”’.of a. corporation for a taxation, year means the amount, if 
any, by which the total of 


(a) the resource’ profits of the eeiioration for the year, and 
-(b) the’ amount, if ‘any, by which 


(i) the total of amounts included in computing the income of 
the corporation for the year, from an active business carried 
on in, Canada, pursuant to section 59 of the Act (other than 
amounts that may reasonably be regarded as having been in- 
cluded in computing the resource profits. of the corporation 
for the year), 


exceeds 


(ii) the total of amounts deducted in computing the income of 
the corporation for the year under section 64 of the Act, as 
that section applies with respect to ‘dispositions occurring 
before November 13, 1981 and to dispositions occurring af- 
ter November 12, 1981 pursuant to the terms in existence on 
that date of an offer or agreement in writing made or entered 
into on.or before that date, except those amounts that may 
reasonably be regarded as having been deducted in comput- 
ing the resource profits of the corporation for the year, 


exceeds the total of 


(c) the total of amounts deducted in computing the income of the 
corporation for the year under section 65 of the Act (other than 
amounts that may reasonably be regarded: as having been de- 
ducted. in computing the resource profits, of the’ corporation..for 
the year), and 


(d) the. specified. percentage for the. year of the amount, if any, 
by which 


(i) the corporation’s resource profits for the year 
exceeds the total of 


(ii) the corporation’s Canadian resource Papi for the year, 
and ; 
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(iii) the earned depletion base (within the meaning assigned 
by subsection 1205(1)) of the corporation at the beginning of 
its immediately following taxation year. 


History: Subsec. 5203(3) substituted by P.C. 1994-230, subsec. 7(4), February 10, 
1994, Canada Gazette, Part II, February 23, 1994, applicable to. 1990 et seg. 


(3.1) [“Net resource adjustment”] — In subsection (1), the net 
resource adjustment of a corporation for a taxation year is the 
amount determined by the formula 


A-B 
where 


A is the amount of Canadian resource profits of the corporation for 
the year, and 


B_ is the amount that would be the Canadian resource profits of the 
corporation for the year if 


(a) subsections 1204(1) and (1.1) provided for the computa- 
tion of negative amounts where the amounts subtracted in 
computing gross resource profits (as defined by subsection 
1204(1)) and resource profits exceed the amounts added in 
computing those amounts, and 


(b) paragraph 1206(3)(a) applied so that a negative amount 
of resource profits of a partnership for a fiscal period that 
ended in the year were, to the extent of the corporation’s 
share thereof, deducted in computing the corporation’s re- 
source profits for the year. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: Subsec. 5203(3.1) added by P.C. 1999-629, subsec. 11(3), April 15, 1999, 
Canada Gazette, Part II, April 28, 1999, applicable to taxation years that begin after 
December 20, 1991. 


(4) [“Refund interest”] — For the purpose of subsection (1), “re- 
fund interest” means an amount that is received, or that becomes 
receivable, after March 6, 1996 from an authority (including a gov- 
ernment or municipality) situated in Canada as a consequence of the 
overpayment of a tax that was not deductible under the Act in com- 
puting any taxpayer’s income and that was imposed by an Act of 
Canada or a province or a bylaw of a municipality. 

History: Subsec. 5203(4) amended by P.C. 2007-114, subsec. 7(3), February 1, 2007, 
Canada Gazette, Part II, February 21, 2007, applicable to taxation years that begin after 
2006. 

Subsec. 5203(4) added by P.C. 1996-1488, subsec. 7(2), September 24, 1996, Canada 
Gazette, Part II, October 16, 1996, applicable to taxation years that end after March 6, 
1996. , 

Definitions [Reg. 5203]: “active business” —ITA 248(1); “adjusted business in- 
come” — Reg. 5202, 5203(1); “amount” — ITA 248(1); “Canada” —ITA 255, Inter- 
pretation Act 35(1); “Canadian development expense” — ITA 66.2(5), 248(1); “Cana- 
dian exploration and development expenses” —ITA 66(15), 248(1); “Canadian 
exploration expense” —ITA 66.1(6), 248(1); “Canadian resoutce profits” — Reg. 
5202; “corporation” — ITA 248(1), Interpretation Act 35(1); “cost of capital”, “cost of 
labour” — Reg. 5202, 5203(1), 5204; “disposition” — ITA: 248(1); “foreign explora- 
tion and development expenses” —ITA 66(15), 248(1); “gross cost’.— Reg. 5202, 
5204; “net resource adjustment” — Reg. 5203(3.1); “net resource income — Reg. 
5203(3); “person”, “property” —ITA 248(1); “province” — Interpretation Act 35(1); 
“refund interest” — Reg. 5203(4); “related” —ITA 251(2)-(6); “rental cost” — Reg. 
5202; “resource activities — Reg. 5203(2); “resource profits” Reg. 5202; “salaries 
and wages” — ITA 248(1), Reg. 5202; “specified percentage” —/Reg: 5202; “taxation 
year’ —ITA 249; “taxpayer’?—ITA 248(1); “writing” — Interpretation Act 35(1). 


5204. Partnerships — Where a corporation is a member of a 
partnership at any time in a taxation year of the corporation, the 
following rules apply: 


“cost of capital’ of the corporation for the year means an amount 
equal to the aggregate of 


(a) 10 per cent of the aggregate of all amounts each of which is 
the gross cost to the corporation of a property referred to in para- 
graph 1100(1)(e), (f), (g) or (h), paragraph 1102(1)(d) or (g) or 
Schedule II that 


(i) was owned by the corporation at the end of the year, and 
(ii) was used by the corporation at any time during the year, 
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(b) the aggregate of all amounts each of which is the rental cost 
incurred by the corporation during the year for the use of any 
property a portion of the gross cost of which would be included 
by virtue of paragraph (a) if the property were owned by the 
corporation at the end of the year, and 

(c) that proportion of the aggregate of the amounts that would be 
determined under paragraphs (a) and (b) in respect of the part- 
nership for its fiscal period coinciding with or ending in the tax- 
ation year of the corporation if the references in_ those 
paragraphs to “the corporation” were read as references to “the 
partnership” and the references in those paragraphs to “the year” 
were read as references to “the fiscal period of the partnership 
coinciding with or ending in the year”, that 


(i) the corporation’s share of the income or loss of the part- 
nership for that fiscal period 


is of 
(ii) the income or loss of the partnership for that fiscal pe- 
riod, as the case may be, 


but for the purposes of this definition, the gross cost of a property or 
rental cost for the use of any property does not include that portion 
of those costs that reflects the extent to which the property was used 
by the corporation during the year or by the partnership during its 
fiscal period coinciding with or ending in the year 


(d) in an active business carried on outside Canada, 


(e) to earn Canadian investment income or foreign investment 
income as defined in subsection 129(4) of the Act on the as- 
sumption that subsection 129(4) of the Act applied to a partner- 
ship as well as to a corporation, 


(f) in activities engaged in for the purpose of earning Canadian 
resource profits of the corporation or the partnership, as the case 
may be, or 


(g) in activities referred to in subparagraph 66(15)(b)(i), (ii) or 
(v) [66(15)“Canadian exploration and development ex- 
penses’(a), (b) or (e)], subparagraph 66(15)(e)(i). or. (ii) 
[66(15)“foreign exploration and development: expenses’’(a) or 
(b)], subparagraph 66.1(6)(a)(i), (ii), (iii) or (v) [66.1(6)“Cana- 
dian exploration expense”(a), (c), (f) or (i)] or subparagraph 
66.2(5)(a)(i), (ii) or (v) [66.2(5)“Canadian development ex- 
pense’’(a), (c) or (g)] of the Act; 

History: Para. (f) of “cost of capital” substituted by P.C. 1994-230, subsec. 8(1), Feb- 

ruary 10, 1994, Canada Gazette, Part II, February 23, 1994, applicable to 1990 er seg. 


Para. (g) of the definition “cost of capital” substituted by P.C. 1978-1315, s. 14, April 
20, 1978, Canada Gazette, Part II, May 10, 1978, effective on and after May 7, 1974. 


“cost of labour” of the corporation for the year means an amount 
equal to the aggregate of 


(a) the salaries and wages paid or payable during the year to all 
employees of the corporation for services performed during the 
year, 


(b) all other amounts each of which is an amount paid or payable 
during the year for the performance during the year, by any per- 
son other than an employee of the corporation, of functions re- 
lating to 


(i) the management or administration of the corporation, 
(ii) scientific research as defined in section 2900, or 


(iti) a service or function that would normally be performed 
by an employee of the corporation, and 


(c), that proportion of the aggregate of the amounts that would be 
determined under paragraphs (a) and (b) in respect of the part- 
nership for its fiscal period coinciding with or ending in the tax- 
ation year of the corporation if the references in_ those 
paragraphs to the “corporation” were read as references to “‘the 
partnership” and the references in those paragraphs to “the year” 
were read as references to “the fiscal period of the partnership 
coinciding with or ending in the year”, that 


(i) the corporation’s share of the income or loss of the part- 
nership for that fiscal period 
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is of 
(ii) the income or loss of the ey for that fiscal pe- 
riod, as the case may be, 


but for the purposes of this definition, the salaries and wages re- 
ferred to in paragraph (a) or other amounts referred to in paragraph 
(b), of the corporation or the partnership, as the case may be, do not 
include that portion of those amounts that 


(d) was included in the gross cost to the corporation or partner- 
ship of a property (other than a property that was, manufactured 
by the corporation or partnership and leased during the year by 
the corporation or the partnership to another person) that was 
included in computing the cost of capital of the corporation for 
the weal, s 


(e) was related to an active business carried on outside Canada 
by the corporation or the partnership, 


(f) was related to the activities engaged in for the purpose of 
earning Canadian resource profits. of the corporation or the part- 
nership, as the case may be, or 


History: Para. (f) of “cost of labour” substituted by P.C. 1994-230, subsec. 8(2), Feb- 
ruary 10, 1994, Canada Gazette, Part II, February 23, 1994, applicable to 1990 et seq. 


(g) was included in the Canadian exploration and development 
expenses, foreign exploration and development expenses, Cana- 
dian exploration expense or Canadian development expense, 
within the meanings assigned by paragraphs 66(15)(b) and (e) 
[66(15)“Canadian exploration and development expenses” and 
“foreign exploration and development expenses”], 66.1(6)(a) 
[66.1(6)“Canadian exploration expense”] and 66.2(5)(a) 
[66.2(5)“Canadian development expense”] of the Act respec- 
tively, of the corporation; 


“cost of manufacturing and processing capital’ of the corpora- 
tion for the year means 100/85 of that portion of the cost of capital 
of the corporation for that year that reflects the extent to which each 
property included in the calculation thereof was) used directly in 
qualified activities 


(a) of the corporation during the year, or 


(b) of the partnership during its fiscal period coinciding with or 
ending in the year, as the case may be, 


but the amount so calculated shall not exceed the cost of capital of 
the corporation for the year; 


“cost of manufacturing and processing labour” of the corpora- 
tion for the year means 100/75 of that portion of the cost of labour 
of the corporation for that year that reflects the extent to which 


(a) the salaries and wages included in the calculation thereof 
were paid or payable to persons for the portion of their time that 
they were directly engaged in qualified activities 


(i) of the corporation during the year, or 
(ii) of the partnership during its fiscal period coinciding with 
or ending in the year, and 
(b) the other amounts included in the calculation thereof were 
paid or payable to persons for the performance of functions that 
would be directly related to qualified activities 
(i) of the corporation during the year, or 
(ii) of the partnership during its fiscal period coinciding with 
or ending in the. year, 
if those persons were employees of the corporation or the part- 
nership, as the case may be, 


but the amount so calculated shall not exceed the cost of labour of 
the corporation for the year; 


“sross cost” of a property at any time means 


(a) in respect of a property that has become available for use by 
the partnership for the purposes. of subsection 13(26) of the Act, 
the capital cost to the partnership of the property computed with- 
out reference to subsections 13(7.1), (7.4) and (10) and sections 
21 and 80 of the Act, and 


Reg. 
S. 5204 


(b) in respect of any other property of the partnership, nil 


and, for the purposes of paragraph (a), where the partnership ac- 
quired the property from a person who was a majority interest part- 
ner of the partnership (within the meaning assigned by subsection 
97(3.1) of the Act) immediately after the property was acquired, the 
capital cost to the partnership of the property shall be computed as 
if the property had been acquired at a capital cost equal to the gross 
cost to the person of the property, except that where the property 
was partnership property on December 31, 1971, its gross cost shall 
be its capital cost to the partnership as determined under subsection 
20(3) or (5) of the Income Tax Application Rules. 


History: “Gross cost” amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part II, November 30, 1994. 


“Gross cost” substituted by P.C. 1994-139, s. 13, January 27, 1994, Canada Gazette, 
Part II, February 9, 1994, applicable to 1985 et seq.; except that 


(a) where the taxpayer so elects by notifying the Minister of National Revenue in 
writing on or before the day on or before which the taxpayer is, or would be if a tax 
under Part I of the Income Tax Act were payable by the taxpayer, required by s. 
150 to file a return of income. for the taxpayer’s first taxation year ending after 
February 9, 1994, it shall be read as follows for taxation years ending before Feb- 
ruary 9, 1994: 


“gross cost” of a property at any time means in respect of a property of the 

partnership, the capital cost to the partnership of the property computed 
without reference to subsections 13(7.1), (7.4) and'(10) and sections 21 and 
80 of the Act, and, where the partnership acquired the property from a per- 
son who was a majority interest partner of the partnership (within the mean- 
ing assigned by subsection 97(3.1) of the Act) immediately after the pro- 
perty was acquired, the capital cost to the partnership of the property shall be 
computed as if the property had been acquired at a capital cost equal to the 
gross cost to the person of the property, except that where the property was 
partnership property on December 31, 1971 its gross cost shall be its capital 
cost to the partnership as determined under subsection 20(3) or (5) of the 
Income Tax Application Rules, 1971. 


(b) for taxation years ending before January 16, 1987 where the taxpayer has not 
elected under para. (a), it shall be read as follows: 


“gross cost” of a property means the capital cost of the property computed 
without reference to, subsections 13(7.1), (7.4) and (10) and sections 21 and 
80 of the Act, except that where a property was partnership property on De- 
cember 31, 1971, its gross cost shall be its capital cost to the partnership as 
determined under subsection 20(3) or (5) of the Income Tax Application 
Rules, 1971; 


(c) for taxation years ending after January 15, 1987 and before February 9, 1994, 
where the taxpayer has not elected under para. (a), it shall be read as follows: 


“gross cost’ of a property means the capital cost of the property computed 
without reference to subsections 13(7.1), (7.4) and (10), sections 21 and 80 
and paragraph 111(4)(e) of the Act, except that where a property was part- 
nership property on December 31, 1971, its gross cost shall be its capital 
cost to the partnership as determined under subsection 20(3) or (5) of the 
Income Tax Application Rules, 1971. 


Definitions [Reg. 5204]: “active business”, “amount” — ITA 248(1); “Canada” — 
ITA 255, Interpretation Act 35(1); “Canadian development expense” — ITA 66.2(5), 
248(1); “Canadian exploration and development expenses” —ITA 66(15), 248(1); 
“Canadian exploration expense” — ITA 66.1(6), 248(1); “Canadian resource prof- 
its’ — Reg. 5202; “corporation” — ITA 248(1), Interpretation Act 35(1); “cost of capi- 
tal”, “cost of labour” — Reg. 5202, 5203(1), 5204; “employee” — ITA 248(1); “fiscal 
period” —1ITA 249.1; “foreign exploration and development expenses” — ITA 66(15), 
248(1); “gross cost” — Reg. 5202, 5204; “majority interest partner” — ITA 248(1); 
“person”, “property” —ITA 248(1); “qualified activities” — Reg. 5202; “related” — 
ITA 251(2)-(6); “rental cost” — Reg. 5202; “salaries and wages” — ITA 248(1), Reg. 
5202; “share” —ITA 248(1); “taxation year’? — ITA 249. 


PART LIIl — INSTALMENT BASE 


History: Part LI (ss. 5300, 5301) substituted by P.C. 1981-2931, s. 1, October 22, 
1981, Canada Gazette, Part Il, November 11, 1981, applicable by s. 2 as follows: 


(1) Para. 5300(1)(d) applicable to 1980 et seq. 


(2) Subsecs. 5301(1)-(5) effective in respect of instalments of tax required to be 
paid for taxation years commencing after October 28,. 1980. 


(3) Subsecs. 5301(6)—(9) effective in respect of taxation years commencing after 
February 26, 1981 in respect of instalments of tax required to be paid after the 
particular time referred to in those subsections where such particular time was after 
November 11, 1981. 


Part LIII was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part II, August 8, 1979. 
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5300. [Individuals] — For the purposes of subsections 155(2), 
156(3) and 161(9) of the Act, the instalment base of an individual 
for a taxation year is the amount by which 


(a) the individual’s tax payable under Part I of the Act for the 
year, determined before taking into consideration the specified 
future tax consequences for the year 


exceeds 


(b) the amount deemed by subsection 120(2) of the Act to have 
been paid on account of the individual’s tax under Part I of the 
Act for the year, determined before taking into consideration the 
specified future tax consequences for the year. 


Related Provisions: ITA 248(1)— Definition of 
consequence”. 


History: S. 5300 substituted for subsecs. 5300(1), (2) by P.C. 1999-196, s. 1, February 
11, 1999, Canada Gazette, Part Il, March 3, 1999, applicable for the purpose of com- 
puting instalments of tax payable for 1997 et seq. 


Subsec. 5300(2) substituted by P.C. 1986-2590, s. 15, November 20, 1986, Canada 
Gazette, Part Il; December 10, 1986. 


Para. 5300(1)(a) substituted by P.C. 1985-2277, s. 15, July 24, 1985, Canada Gazette, 
Part II, August 7, 1985, applicable with respect to amounts deducted under ss. 127.2 
and 127.3 of the Act in respect of shares, debt obligations and rights acquired after 
February 15, 1984, other than shares, debt obligations or rights acquired before March 
1, 1984 where arrangements, evidenced in writing, for the issue of the shares or debt 
obligations or granting of the rights were substantially advanced before February 16, 
1984; and with respect to amounts referred to in subparas. 161(7)(a)(i) to (vii) of the 
Act for subsequent taxation years ending after August 7, 1985. 


Definitions [Reg. 5300]: “amount”, “individual”, “prescribed”, “specified future tax 
consequence” — ITA 248(1); “taxation year” —ITA 249. 


“specified future tax 


5301. Corporations under Part | of the Act — (1) Subject to 
subsections 5301 (6) and (8), for the purposes of subsections 157(4) 
and 161(9) of the Act, the first instalment base of a corporation for 
a particular taxation year means the product obtained when the ag- 
gregate of 


(a) the tax payable under Part I of the Act by the corporation for 
its taxation year preceding the particular year, and 


(b) the total of the taxes payable by the corporation under Parts 
VI, VI.1 and XIII.1 of the Act for its taxation year preceding the 
particular year 


is multiplied by the ratio that 365 is of the number of days in that 
preceding year. 


Related Provisions: ITA 261(11)(a)(ii) — Functional currency reporting; Reg. 
5301(10) — Tax payable under Part I. 


History: Para. 5301(1)(b) amended by P.C. 2009-1869, subsec. 10(1), November 19, 
2009, Canada Gazette, Part Il, December 9, 2009, applicable to 2001 et seq., except 
that per para. 13(3)(a) of the amending regulations, for taxation years that began before 
2008, it includes a reference to Part 1.3. 


Para. 5301(1)(a) amended by P.C. 1999-196, subsec. 2(1), February 11, 1999; Canada 
Gazette, Part Il, March 3, 1999, applicable to 1996 et seq. 


Paras. 5301(1)(a) and (b) substituted by P.C. 1994-556, subsec. 1(1), April 14, 1994, 
Canada Gazette, Part Il, May 4, 1994, applicable in computing the “first instalment 
base” and “second instalment base”, within the meanings assigned by Part LIII, for 
taxation years ending after June 1989, except that in its application to, any of those 
taxation years ending before 1992, the reference to “Parts 1.3, VI and VI.1” in para. 
5301(1)(b) shall be read as a reference to “Part VI.1”. 


Subsec. 5301(1) substituted by P.C. 1989-1565, subsec. 3(1), August 14, 1989, Canada 
Gazette, Part II, August 30, 1989, applicable in respect of 1988 et seq. 


Subsec. 5301(1) substituted by P.C. 1988-390, subsec. 27(1), March 3, 1988, Canada 
Gazette, Part II, March 16, 1988, applicable to 1985 et'seg. 


Subsec. 5301(1) substituted by P.C. 1985-2277, subsec. 16(1), July 24, 1985, Canada 
Gazette, Part II, August 7, 1985, applicable with respect to amounts deducted under ss. 
127.2 and 127.3 of the Act in respect of shares, debt obligations and rights acquired 
after February 15, 1984, other than shares, debt obligations or rights acquired before 
March 1, 1984 where arrangements, evidenced in writing, for the issue of the shares or 
debt obligations or granting of the rights were substantially advanced before February 
16, 1984; and with respect to amounts referred to in subparas. 161(7)(a)(i) to (vii) of 
the Act for subsequent taxation years ending after August 7, 1985. 


Subsec. 5301(1) substituted by P.C. 1984-3789, subsec. 14(1), November 29, 1984, 
Canada Gazette, Part 11, December 12, 1984, applicable to 1982 et seq. 


(2) Subject to subsections (6) and (8), for the purposes of subsec- 
tions 157(4) and 161(9) of the Act, the “‘second instalment base” of 
a corporation for a particular taxation year means the amount of the 


Income Tax Regulations 


first instalment base of the corporation for the taxation year imme- 
diately preceding the particular year. 


Related Provisions: ITA 261(11)(a)(iii) — Effect of functional currency election. 


(3) For the purposes of subsection (1), where the number of days in 
the taxation year of a corporation immediately preceding the partic- 
ular taxation year referred to therein is less than 183, the amount 
determined for the corporation under that subsection shall be the 
greater of 


(a) the amount otherwise determined for it under subsection (1); 
and 


(b) the amount that would be determined for it under subsection 
(1) if the reference in that subsection to “its taxation year pre- 
ceding the particular year” were read as a reference to “its last 
taxation year, preceding the particular year, in which the number 
of days exceeds 182”. 

History: Para. 5301(3)(b) amended by P.C. 1999-196, subsec. 2(2), February 11, 


1999, Canada Gazette, Part Il, March 3, 1999, applicable to taxation years ending after 
June 30, 1989. 


(4) Notwithstanding subsections (1) and (2), for the purposes of 
subsections 157(4) and 161(9) of the Act, 


(a) where a particular taxation year of a new corporation that 
was formed as a result of an amalgamation (within the meaning 
assigned by section 87 of the Act) is its first taxation year, 


(1) its “first instalment base” for the particular year means the 
total of all amounts each of which is equal to the product 
obtained when the total of 


(A) the tax payable under Part I of the Act, and 


(B) the total of the taxes payable under Parts VI, VI.1 and 
XIll.1 of the Act 


by a predecessor corporation (as defined in section 87 of the 
Act) for its last taxation year is multiplied by the ratio that 
365 is of the number of days in that year, and 


(ii) its “second instalment base” for the particular year means 
the aggregate of all amounts each of which is an amount 
equal to the amount of the first instalment base of a predeces- 
sor corporation for its last taxation year; and 


(b) where a particular taxation year of a new corporation re- 
ferred to in paragraph (a) is its second taxation year, 


(1) its “first instalment base” for the particular year means 


(A) where the number of days in its first taxation year is 
greater than 182, the amount that would, but for this sub- 
section, be determined under subsection (1) for the year, 
and 


(B) in any other case, the greater of the amount that 
would, but for this subsection, be determined under sub- 
section (1) for the year and its first instalment base for its 
first taxation year, and 


(ii) its “‘second instalment base” for the particular year means 
the amount of the first instalment base of the new corporation 
for its first taxation year. 


Related Provisions: ITA 261(11)(a)(ii), (iii) — Effect of functional currency 
election. 


History: Cl. 5301(4)(a)(i)(B) amended by P.C. 2009-1869, subsec. 10(2), November 
19, 2009, Canada Gazette, Part II, December 9, 2009; applicable to 2001 et seq., ex- 
cept that per para. 13(3)(b) of the amending regulations, for taxation years that began 
before 2008, it includes a reference to Part 1.3. 


Cl. 5301(4)(a)(i)(A) amended by P.C. 1999-196, subsec. 2(3), February 11, 1999, Can- 
ada Gazette, Part II, March 3, 1999, applicable to 1996 et seg. 


Subpara. 5301(4)(a)(i) substituted by P.C. 1994-556, subsec. 1(2), April 14, 1994, Can- 
ada Gazette, Part II, May 4, 1994, applicable in computing the “first instalment base” 
and “second instalment base”, within the meanings assigned by Part LIII, for taxation 
years ending after June 1989, except that in its application to any of those taxation 
years ending before 1992, the reference to “Parts 1.3, VI and VI.1” in cl. 
5301(4)(a)(i)(B) shall be read as a reference to “Part VI.1”. 


Subpara. 5301(4)(a)(i) substituted by P.C. 1989-1565, subsec. 3(2), August 14, 1989, 
Canada Gazette, Part Il, August 30, 1989, applicable in respect of 1988 et seq. 
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Subpara. 5301(4)(a)(i) substituted by P.C. 1988-390, subsec. 27(3), March 3, 1988, 
Canada Gazette, Part II, March. 16, 1988, applicable to 1985, et seq. 


Subpara. 5301(4)(a)(i) substituted by P.C. 1985-2277, subsec. 16(2), July 24,' 1985, 


Canada Gazette, Part Il; August 7, 1985, applicable with respect to. amounts deducted 
under ss. 127.2 and 127.3 of the Act in respect of shares, debt obligations and rights 
acquired after February 15, 1984, other than shares, debt obligations or rights acquired 
before March 1, 1984 where arrangements, evidenced in writing, for the issue of the 
shares or debt obligations or granting of the rights were substantially advanced before 
February 16, 1984; and with respect to amounts referred to in subparas. 161(7)(a)(i) to 
(vii) of the Act for subsequent taxation years ending after August 7, 1985. 


Subpara. 5301(4)(a)(i) substituted by P.C. 1984-3789, subsec. 14(2), November 29, 
1984, Canada Gazette, Part Il, December 12, 1984, applicable to 1982 et seq. 


(5) For the purposes of subsection (4), where the number of days in 
the last taxation year of a predecessor corporation is less than 183, 
the amount determined under subparagraph (4)(a)(i) in respect of 
the predecessor corporation shall be the greater of 


(a) the amount otherwise determined under’ subparagraph 
(4)(a)(i) in respect of the predecessor corporation; and 


(b) the amount of the first’ instalment base of the predecessor 
corporation for its last taxation year. 


(6) Subject to subsection (7), where a subsidiary within the meaning 
of subsection 88(1) of the Act: is winding up, and, at’a particular 
time in the course of the winding up, all or substantially all of the 
property of the subsidiary has been distributed to a parent within the 
meaning of subsection 88(1) of the Act, the following rules apply: 


(a) there shall be added to the amount of the parent’s first instal- 
ment base for its taxation year that includes’ the particular time 
the amount of the subsidiary’s first instalment base for its taxa- 
tion year that includes the particular time; 


(b) there shall be added to the amount of the parent’s: second 
instalment base for its taxation year that includes the particular 
time the amount of the subsidiary’s second instalment base for 
its taxation year that includes the particular time; 


(c).there shall be added to the amount of the parent’s first instal- 
ment base for its taxation year immediately following its taxa- 
tion year referred to in paragraph (a) the amount that is the pro- 
portion of the subsidiary’s first instalment base for its taxation 
year referred to in paragraph (a) that 


(i) the number of complete months that ended at or before the 
particular time in the taxation year of the parent that includes 
the particular time 


is of 

(ii) 12; and 
(d) there shall be added to the amount of the parent’s second 
instalment base for its taxation year immediately following its 
taxation year referred to in paragraph (a) the amount of the sub- 


sidiary’s first instalment base for its taxation year that includes 
the particular time. 


(7) The amount of an instalment of tax for the taxation year referred 
to in paragraphs (6)(a) and (b) that a parent is deemed under subsec- 
tion 161(4.1) of the Act to have been liable to._pay before the partic- 
ular time referred to in subsection (6) shall be determined as if sub- 
section (6) were not applicable in respect of a distribution of 
property described in that subsection occurring after the day on or 
before which the instalment was required to be paid. 


(8) Subject to subsection (9), if ata particular time a corporation (in 
this subsection referred as the “transferor’) has disposed of all or 
substantially all of its property to another corporation with which it 
was not dealing at arm’s length (in this subsection and subsection 
(9) referred to as the “transferee’’)..and subsection 85(1), (2) or 
142.7(3) of the Act applied in respect of the disposition of any of 
the property, the following rules apply: 


(a) there shall be added to the amount of the transferee’s first 
instalment base for its taxation year that includes the particular 
time the amount of the transferor’s first instalment base for its 
taxation year that includes the particular time; 
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(b) there shall be added to the amount of the transferee’s second 

instalment base for its taxation year that includes the particular 

time the amount of the transferor’s second instalment base for its 
' taxation year that includes the particular time; 


(c) there shall be added to the amount of the transferee’s first 
instalment base for its taxation year immediately following its 
taxation year referred to in paragraph (a) the amount that is the 
proportion of the transferor’s first. instalment base for its taxa- 
tion. year referred to in paragraph (a) that 


(i) the number of complete months that ended at or before the 
particular time in the taxation year of the transferee that in- 
cludes the particular time 
is of 
(ii) 12; and 
(d) there shall be added to the amount of the transferee’s second 
instalment base for its taxation year immediately following its 
taxation year referred to in paragraph (a) the, amount of the 
transferor’s first instalment base for its taxation year that in- 
cludes the particular time. 
History: Opening words of subsec. 5301(8) amended by P.C. 2009-1869, subsec. 


10(3), November 19, 2009, Canada Gazette, Part Il, December 9, 2009, applicable af- 
ter June 27, 1999. 


(9) The amount of an instalment of tax for the taxation year referred 
to in paragraphs (8)(a) and (b) that a transferee is deemed under 
subsection 161(4.1) of the Act to have been liable to pay before the 
particular time referred to in subsection (8) shall be determined as. if 
subsection (8) were not applicable in respect of a disposition of pro- 
perty described in that subsection occurring after the day on or 
before which the instalment was required to be paid. 


(10) For the purpose of this section, tax payable under Part I, VI or 
XIIl.1 of-the Act by a corporation for.a taxation, year means, the 
corporation’s tax payable for the year under the relevant Part, deter- 
mined before taking into consideration the specified ‘future tax con- 
sequences for the year. 


Related Provisions: ITA 248(1)—Definition of “specified future tax 
consequence”. 


History: Subsec. 5301(10) amended by PC, 2009-1869, subsec. 10(4), November 19, 
2009, Canada Gazette, Part II, December 9, 2009, applicable to 2001 et seg., except 
that per para. 13(3)(c) of the amending regulations, for taxation years that began before 
2008, it includes a reference to Part 1.3. ~ 


Subsec. 5301(10) amended by P.C. 1999-196, subsec. 2(4), February 11, 1999, Canada 
Gazette, Part II, March 3, 1999, applicable to 1996 et seq. 


Subsec. 5301(10) added by P.C. 1994-556, subsec. 1(3), April 14, 1994, Canada Ga- 
zette, Part II, May 4, 1994, applicable in computing the “first instalment base” and 
“second instalment base’’, within the meanings assigned by. Part LIII, for taxation years 
ending after June 1989 except that, in making such computations in respect of such 
taxation years commencing before March 1992, subsec. 5301(10); shall be read. as 
follows: 


(10) For the purposes of this section, “tax payable under Part I of the Act” by a 

_ corporation for a taxation year means, the amount, if any, by which the tax paya- 
ble under Part I of the Act by the corporation for the year, computed without 
reference to sections 123.1, 127.2 and 127.3 of the Act (and, where the year 
commenced before July 1, 1989, without reference to section 125.3 of the Act) 
and before taking into consideration any amount referred to in ‘any of subpara- 
graphs 161(7)(a)(ii) to (vii) of the Act that is excluded or deducted, as the case 
may be, for the year, exceeds 


(a) where the year commenced before July 1, 1989, the lesser of 
(i) where the year ended 


(A) before July 1, 1989, the amount that would be the corporation’s 
tax payable under Part 1.3 of the Act for the year if that Part (as it 
read in its application to the corporation’s first taxation year com- 
mencing after June 30, 1989) applied in respect of the year and its 
capital deduction under that Part for the year were its capital deduc- 
tion under that, Part for its first taxation year ending after June 30, 
1989, or 


(B) after June 30, 1989, the product obtained when the corpora- 
tion’s tax payable under Part 1.3 of the Act for the year is multiplied 
by the ratio that the number of days in the year is of the number of 
days in the year after June 30, 1989, and 


(ii) the amount that would be the corporation’s Canadian surtax: payable 
for the year, as defined in subsection 125.3(4) of the Act if that subsec- 
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tion and any regulations made under that subsection (as they read in 
their application to the corporation’s first taxation year commencing af- 
ter June 30, 1989) were applicable to the year; 


(b) where the year commenced before February 21, 1990 and the corporation 
is a corporation described in paragraph (d) or (e) of the definition “financial 
institution” in subsection 190(1) of the Act (or that would be so described if 
those paragraphs applied with respect to the year), 


(i) where the year ended before February 21, 1990, the amount that 
would be the corporation’s tax payable under Part VI of the Act for the 
year if that Part (as it read in its application to the corporation’s first 
taxation year commencing after February 20, 1990) applied in respect of 
the year and its capital deduction under that Part for the year were its 
capital deduction under that Part for its first taxation year ending after 
February 20, 1990, and 


(ii) where the year ended after February 20, 1990, the amount, if any, by 
which 


(A) the product obtained when the corporation’s tax payable under 
Part VI of the Act for the year is multiplied by the ratio that the 
number of days in the year is to the number of days in the year after 
February 20, 1990 


exceeds 


(B) the amount deducted under subsection 125.2(1) of the Act in 
computing the corporation’s tax payable under Part I of the Act for 
the year in respect of its tax payable under Part VI of the Act for the 
year; and 


(c) in any other case, nil. 


In making those computations in respect of any of those taxation years ending before 
1991, the reference in subsec. 5301(10) to “subparagraphs 161(7)(a)(ii) to (x)” shall be 
read as a reference to “subparagraphs 161(7)(a)(ii) to (vii)”; and in making those com- 
putations in respect of any of those taxation years ending in 1991, the reference in 
subsec. 5301(10) to “subparagraphs 161(7)(a)(ii) to (x)” shall be read as a reference to 
“subparagraphs 161(7)(a)(ii) to (vii) and (x)”. 


Definitions [Reg. 5301]: “amount” — ITA 248(1); “arm’s length” — ITA 251(1); 
“corporation” — ITA 248(1), Interpretation Act 35(1); “disposed” — ITA 248(1)“dis- 
position”; “disposition” —ITA 248(1); “first instalment base” — Reg. 5301(4)(a)(i); 
“month” — Interpretation Act 35(1); “property” —ITA 248(1); “second instalment 
base” — Reg. 5301(4)(a)(i1); “specified future tax consequence” — ITA 248(1); “taxa- 
tion year’ —ITA 249; “transferee”, “transferor” — Reg. 5301(8). 


Part LIV — DEBTOR’S GAINS ON 
SETTLEMENT OF DEBTS © 


Proposed Repeal — Part wy. 
Technical Notes to ITA 80-80.04, 1994 tax amendment bill (Bill ¢-70), Feb. 


16, 1995: The new rules for debt forgiveness are. entirel contained in the Act [in 


subsecs. 80(5) and (6) —ed.]. As a consequence, Part of the Regulations is no 
longer relevant, except in the cases where grandfathering former s. 80 — ed.] applies. 


History: Part LIV was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
ada Gazette, Part II, August 8, 1979. 


5400. (1) Subject to section 5401, the excess referred to in para- 
graph 80(1)(b) of the Act, after deducting the portion thereof re- 
quired to be applied as provided in paragraph 80(1)(a) of the Act, 
shall be applied at the time the debt or obligation is settled or extin- 
guished, in the following order to reduce to the maximum extent 
possible 


(a) the capital cost of depreciable property of a prescribed class 
or prescribed classes, as the case may be; 


(b) the capital cost of depreciable property other than deprecia- 
ble property of a prescribed class; 


(c) the adjusted cost base at that time of capital property, other 
than depreciable property and personal-use property; 

(d) the adjusted cost base at that time of capital property that is 
listed personal property; and 

(e) the adjusted cost base at that time of capital property that is 
personal-use property, other than listed personal property. 


History: All that portion of subsec. 5400(1) preceding para. (a) substituted by P.C. 
1984-3789, s. 15, November 29, 1984, Canada Gazette, Part II, December 12, 1984, 
effective commencing November 13, 1981. 
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(2) Where an amount is to be applied pursuant to subsection (1), the 
taxpayer may choose any particular property to make the reduction 
in the order specified therein. 

Definitions [Reg. 5400]: “adjusted cost base” —ITA 54, 248(1); “amount” — ITA 
248(1); “capital property’ —ITA 54, 248(1); “depreciable property” —ITA 13(21), 
248(1); “listed personal property”, “personal-use property” — ITA 54, 248(1); “pre- 
scribed”, “property”, “taxpayer” — ITA 248(1). 


5401. (1) For the purposes of paragraph 5400(1)(a), the amount to 
be applied to reduce the capital cost of a property shall not exceed 
the lesser of 


(a) the amount by which 
(i) the capital cost of the property 
exceeds 


(ii) all amounts that would have been allowed to the taxpayer 
in respect of the property, if it had been the only property 
that was included in a prescribed class, at the rate that was 
allowed to him in respect of property of the class in which it 
was included under regulations made under paragraph 
20(1)(a) of the Act for the taxation years prior to the year in 
which the debt or obligation was settled or extinguished; and 
Selected Cases [Reg. 5401(1)(a)]: GKN Sinter Metals - St. Thomas Ltd. v. R., 


[2006] 4 C.T.C. 2422 (TCC) (CCA not allowed where taxpayer had not borne cost of 
assets due to debt forgiveness rules). 


(b) the amount by which 


(i) the undepreciated capital cost of the class at the time the 
debt or obligation was settled or extinguished 


exceeds 


(ii) the amount or the aggregate of amounts, if any, that has 
already been determined under this subsection in respect of 
another property of the class at the time referred to in subpar- 
agraph (1). 


(2) For the purposes of paragraph 5400(1)(b), the amount to be ap- 
plied to reduce the capital cost of a property shall not exceed 


(a) the amount by which the capital cost of the property 
exceeds 


(b) the amount that was allowed to the taxpayer by virtue of Part 
XVII in respect of the property before the debt or the obligation 
was settled or extinguished. 

Selected Cases [Reg. 5401(2)]: GKN Sinter Metals - St. Thomas Ltd. v. R., [2006] 


4 C.T.C. 2422 (TCC) (CCA not allowed where taxpayer had not.borne cost of assets 
due to debt forgiveness rules). 


(3) For the purposes of paragraphs 5400(1)(c), (d) and (e), the 
amount to be applied to reduce the adjusted cost base of a property 
shall not exceed the amount by which 


(a) the aggregate of the cost to the taxpayer of the property and 
all amounts required by subsection 53(1) of the Act to be in- 
cluded in computing the adjusted cost base to him of that 
property 

exceeds 


(b) the aggregate of all amounts required by subsection 53(2) of 
the Act (except paragraph (c) thereof) to be deducted in comput- 
ing the adjusted cost base to him of that property, 


at the time the debt or obligation was settled or extinguished. 
Definitions [Reg. 5401]: “adjusted cost base” —ITA 54, 248(1); “amount”, “pre- 
scribed”, “property” —ITA 248(1); “taxation year’? —ITA 249; “taxpayer” —ITA 
248(1); “undepreciated capital cost” —ITA 13(21), 248(1). 


PART LV — PRESCRIBED PROGRAMS AND 
BENEFITS 


History: Part LV (ss. 5500, 5501) substituted by P.C. 1981-3209, 's. 5, November 12, 
1981, Canada Gazette, Part Il, November 25, 1981, effective in respect of 1981 et seq. 
except that with respect to the references to para. 212(1)(s) of the Act s. 5 is effective in 
respect of grants paid or credited after 1980. 


Part LV added by P.C. 1978-1139, s. 2, April 13, 1978, Canada Gazette, Part Il, April 
26, 1978, applicable to 1977 et seq. 
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5500. Canadian Home Insulation Program — For the pur- 
poses of paragraphs 12(1)(u), 56(1)(s): and 212(1)(s) of the Act, the 
Canadian Home Insulation Program, as authorized.and. described in 
Vote lla of Appropriation Act No. 3, 1977-78, as amended, En- 
ergy, Mines and Resources Vote 35, Main Estimates, 1981-82 as 
authorized by Appropriation Act No. 1, 1981-82, as amended, or 
the Canadian, Home Insulation Program Act, is hereby prescribed 
to be a program of the Government of Canada relating to home 
insulation. 


Definitions [Reg. 5500]: “Canada” —ITA 255, ieee hats Act 35(1);\ “pre- 
scribed” — ITA 248(1). 


5501.. Canada Oil Substitution Program — For the purposes 
of paragraphs 12(1)(u), 56(1)(s) and 212(1)(s) of the Act, the Can- 
ada Oil Substitution Program, as authorized and described in para- 
graph (a) or (b) of Energy, Mines.and Resources..Vote 45, Main 
Estimates, 1981-82 as authorized by Appropriation Act No. 1, 
1981-82, as amended, or the Oil Substitution and Conservation Act 
is hereby prescribed to be a program of the SONATE of Canada 
relating to energy conversion. 


Definitions [Reg. 5501]: “Canada” —JTA 255, Interpretation. Act 35(1); pee 
scribed”, — ITA.248(1). 


5502. Benefits under government assistance programs — 
For the purposes of subparagraph 56(1)(a)(vi) and paragraph 
153(1)(m). of the Act, the following: benefits are prescribed: 


(a) benefits under the Labour Adjustment Benefits Act; 


(b) benefits under programs to provide income assistance pay- 
ments, established pursuant to agreements under section 5 of the 
Department of Labour Act; and 


(c) benefits under programs to provide income assistance pay- 
ments, administered pursuant to, agreements. under section.,5. of 
the Department of Fisheries and Oceans Act. 


History: S. 5502 added by P.C, 1995-1023, s. 4, June 23, 1995, Canada Gazette,:Part 
Il, July 12, 1995, applicable 


(a) for the purposes of subpara. 56(1)(a)(vi) of the Act, to benefits received after 
October 1991; and 


(b) for the purposes of para. 153(1)(m) of the Act, to benefits paid after October 
1991. 


Definitions [Reg. 5502]: “prescribed” — ITA 248(1). 


PART LVI — PRESCRIBED DISTRIBUTIONS 


History: Part LVI was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934; July 19, 1979, Can- 
ada Gazette, Part II, August 8, 1979. 


5600. For the purpose of section 86.1 of the Act, the emoneails dis- 
tributions. of shares are prescribed: 


(a) the distribution by Active Biotech AB, on ay 10, 1999, of 
shares of Wilhelm Sonesson' AB; and 


(b) the distribution by Orckit Communications Ltd., on June 30, 
nei of ‘shares of Tioga Technologies Ltd. 


Proposed Addition — Reg. 5600 - 
Electrolux/Husqvarna spinoff 


cohen from pape of Finance, Sept. 11, 2007: 
[xxx], Sof Spall at) more Mates o 


quested that the spin- -off distribution be Gece for the ‘Sun 
foreign spin-off tax deferral rules. . 


Shareholders of a non-U.S. ‘foreign spin-off distribution lee for a tax deferral in 
respect of the distribution if the spin-off distribution satisfies. various technical require- 
ments in section 86.1 of the Income Tax 
recommendation of the Minister of 
officials that the Electrolux distribut 
nadian foreign spin-off tax deferral . 
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tions, we are s poleeaes to ucauewad to the Minister an 
the Income. Tax Regulations to prescribe the June 12, 2006 Electrolux 
spin-off of Husqvarna shares for t purpose . of the foreign spin i 
deferral under section 86.1 of the Income Tax Act. If passed, the 


, [hope that 


History: S. 5600 and its heading replaced by P.C. 2004-425, ss. 1, 2, April 22, 2004, 
Canada Gazette, Part Il, May 5, 2004, deemed to have come into force on January 1, 
1998. 


S. 5600 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada Gazette, Part 
II, November 30, 1994. 


Definitions [Reg. 5600]: “prescribed”, “share” — ITA 248(1). 


PART LVII — MEDICAL EXPENSE TAX 
CREDIT 


History: The heading to Part LVI amended to read “Medical Expense Tax Credit”, by 
2009, c, 2,.s. 108, deemed to have come into force on February 27, 2008. 


Part LVII was consolidated by the Consolidated Regulations of Canada, chapter 945, 
proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Ga- 
zette, Part Il, August 8, 1979. 


5700. For the purposes of paragraph 118.2(2)(m) of the Act, a de- 
vice or equipment is prescribed if it is a 
(a) wig made to order for individuals who have suffered abnor- 
mal hair loss owing to disease, medical treatment or accident; 


(b) needle or syringe designed to be used for the purpose of giv- 
. ing an injection; 


(c) device or equipment, including a replacement part, designed 
exclusively for use by an individual suffering from a severe 
chronic respiratory ailment or a severe chronic immune system 
disregulation, but not including an air conditioner, humidifier, 
dehumidifier, heat pump or heat or air exchanger; 


(c.1) air or water filter or purifier for use by an individual who is 
suffering from a severe chronic respiratory ailment or'a severe 
chronic immune system disregulation to cope with or overcome 
that ailment or disregulation; 


(c.2) electric or sealed combustion furnace acquired to replace a 
furnace that is neither an electric furnace nor a sealed combus- 
tion furnace, where the replacement is necessary solely because 
of a severe chronic respiratory ailment or a severe chronic. im- 
mune system disregulation; : 


(c.3) air conditioner acquired for use by an individual to cope 
with the individual’s severe chronic ailment, disease or disorder, 
to the extent of the lesser.of $1,000 and 50% of the amount paid 
for the air conditioner; 


(d) device or equipment designed to pace or monitor the heart of 
an individual who suffers from heart disease; 


(e) orthopaedic shoe or boot and an insert for a shoe or boot 
made to order for an individual in accordance with a prescription 
to overcome a physical disability of the individual; 


(f) power-operated guided chair installation, for an individual, 
that is designed to be used solely in a stairway; 


(g) mechanical device or equipment designed to be used to assist 
an individual to enter or leave a bathtub or shower or to get on 
or off a toilet; 


(h) hospital bed including such attachments thereto as may have 
been included in a prescription therefor; 


(i) device that is exclusively designed to assist an individual in 
walking where the individual has a mobility impairment; 
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Selected Cases [Reg. 5700(i)]: Brown v. MNR, [1995] 1 C.T.C. 208 (FCTD) 
(“Designed” can be read as meaning “intended”. Air conditioner deductible as medical 
expense). 
(j) external breast prosthesis that is required because of a 
mastectomy; 


(k) teletypewriter or similar device, including a telephone ring- 
ing indicator, that enables a deaf or mute individual to make and 
receive telephone calls; 


(1) optical scanner or similar device designed to be used by a 
blind individual to enable him to read print; 


(1.1) device or software designed to be used by a blind indivi- 
dual, or an individual with a severe learning’ disability, to enable 
the individual to read print; 


(m) power-operated lift or transportation equipment designed 
exclusively for use by, or for, a disabled individual to allow the 
individual access to different areas of a building or to assist the 
individual to gain access to a vehicle or to place the individual’s 
wheelchair in or on a vehicle; 


(n) device designed exclusively. to enable an individual with a 
mobility impairment to operate a vehicle; 


(0) device or equipment, including a synthetic speech system, 
braille printer and large print-on-screen device, designed exclu- 
sively to be used. by a blind individual in the operation of a a 
computer; 


(p) electronic speech synthesizer that enables a mute individual 
to communicate by use of a portable keyboard; 


(q) device to decode special, television signals to permit the 
script of a program to be visually displayed; 


(q.1) a visual or vibratory signalling device, including a visual 
fire alarm indicator, for an individual with a hearing impairment; 


(r) device designed to be attached to infants diagnosed as being 
prone to sudden infant death syndrome in order to sound an 
alarm if the infant ceases to breathe; 


(s) infusion pump, including disposable peripherals, used in the 
treatment of diabetes or a device designed to enable a diabetic to 
measure the’ diabetic’s: blood sugar level; 


(t) electronic or computerized environmental control system de- 
signed exclusively for the use of an individual with a severe and 
prolonged mobility restriction; 


(u) extremity pump or elastic support hose designed exclusively 
to relieve swelling caused by chronic lymphedema; 


(v) inductive coupling osteogenesis stimulator for treating 1 non- 
union of fractures or aiding in bone fusion; 


(w) talking textbook for use by an individual with a perceptual 
disability in connection with the individual’s enrolment at an ed- 
ucational institution in Canada, or a designated educational 
institution; 

(x) Bliss symbol board, or similar device, designed to be used to 
help an individual who has a speech impairment communicate 
by selecting the symbols or spelling out words; 


(y) Braille note-taker designed to be used by a blind individual 
to allow them to take notes (that can be read back to them or 
printed or displayed in Braille) with the help of a keyboard; 


(z) page turner, designed to be used by an individual who has a 
severe and prolonged impairment that markedly restricts their 
ability to use their arms or hands to turn the pages of a book or 
other bound document; 


(z.1) altered auditory feedback device designed to be used by an 
individual who has a speech impairment; 


(z.2) electrotherapy device designed to be used by an individual 
with a medical condition or by an individual who has a severe 
mobility impairment; 

(z.3) standing device designed to be used by an individual who 
has a severe mobility impairment to undertake standing therapy; 
and 


Income Tax Regulations 


'(z.4) pressure pulse therapy device designed to be used by an 
‘individual who has a balance disorder. 
Related Provisions: ITA 64 — Disability supports deduction for various expenses. 
History: Paras. 5700(z.1) to (z.4) added by 2009, c. 2, s. 109, applicable to 2008 er 
seq. ; 


Para. 5700(i) amended by P.C. 2007-1443, subsec. 3(1), September 27, 2007, Canada 
Gazette, Part Il, October 17, 2007, applicable to expenses incurred for property ac- 
quired after February 22, 2005. 


Paras. 5700(1.1) and (x)-(z) added by the said P.C. 2007-1443, subsecs. 3(2), (4), appli- 
cable to 2005 et seq. 


Para. 5700(w) amended by the said P.C. 2007-1443, subsec. 3(3), applicable to 2004 et 
seq. 

Para. 5700(w) added by P.C. 2000-1770, s. 1, December 13, 2000, Canada Gazette, 
Part II, January 3, 2001, applicable to 1999 et seq. 


Para, 5700(c.3) added by P.C. 1999-1767, s. 1, October 6, 1999, Canada Gazette, Part 
II, October 27, 1999; applicable to 1997 et seg. 


Paras. 5700(c.1), (c.2) and (q.1) added by P.C. 1994-271, s. 1, February 16, 1994, Can- 
ada Gazette, Part II, March 9, 1994; paras. (c.1), (c.2) applicable after December 16, 
1991, para. (q.1) applicable to 1992 et seq. 


That portion of s. 5700 preceding para. (a), and paras. (c), (i), (m) and (s) substituted, 
and (t) to (v) added, by P.C. 1990-2491, subsecs. 1(1) to (4) and (6), November 22, 
1990, Canada Gazette, Part II, December 5, 1990, applicable to 1988 et seq.; and para. 
(q) substituted by subsec. 1(5), applicable to 1987 et seq. 


Paras. 5700(n). to (s) added by P.C, 1987-2474, December 10, 1987, Canada Gazette, 
Part Il; December, 23, 1987, applicable to 1987 et seq. 


Para. 5700(m) substituted by P.C. 1985-2277, s. 17, July 24, 1985, Canada Gazette, 
Part II, August 7, 1985, applicable to 1984 et seg. 


Paras. 5700(1), (m) added by P.C. 1980-3345, s. 1, December 11, 1980, Canada Ga- 
zette, Part Il, December 24, 1980, in force January 1, 1980. 


Definitions [Reg. 5700]: “Canada” —ITA 255, Interpretation Act 35(1); “desig- 
nated educational institution” — 118.6(1); “individual” — ITA 248(1); “medical prac- 
titioner? —ITA’ 118.4(2); “prescribed” — ITA 248(1). 


Interpretation Bulletins: IT-519R2: Medical expense and disability tax credits. 


5701. For the purpose of subparagraph 118.2(2)(n)(ii) of the Act, a 
drug, medicament or other preparation or substance is prescribed if 
it 


(a) is manufactured, sold or represented for use in the siren 
treatment or prevention of a disease, disorder or abnormal physi- 
cal state, or its symptoms, or in restoring, correcting or modify- 
ing an organic function; 


(b) is.prescribed.for-a patient by a medical practitioner; and 


(c) may, in the proyince in which it is acquired, be lawfully ac- 
quired for use by the patient only with the intervention of a med- 
ical practitioner. 


History: S. 5701 added by 2009, c. 2, s. 110, deemed to have come into force on 
February 27, 2008. 


Definitions [Reg. 5701]: “medical practitioner” —ITA 118.4(2); “patient” —ITA 
118.2(2)(a); “prescribed” — ITA 248(1); “province” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-519R2: Medical expense and disability tax credits. 


PART LVIIIl — RETENTION OF BOOKS AND 
RECORDS 


History: Part LVIII (s. 5800) added’ by P.C. 1982-2895, s. 2, September 22, 1982, 
Canada Gazette, Part II, October 13, 1982, effective commencing September 20, 1982. 


5800. (1) For the purposes of paragraph 230(4)(a) of the Act, the 
required retention periods for records and books of account of a 
person are prescribed as follows: 


(a) in respect of 


(i) any record of the minutes of meetings of the directors of a 
corporation, 


(ii) any record of the minutes of meetings of the shareholders 
of a corporation, 


(iii) any record of a corporation containing details with re- 
spect to. the ownership of the shares of the capital stock of the 
corporation and any transfers thereof, 
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(iv) the general ledger or other book of final entry containing 
the summaries of the year-to-year transactions of a corpora- 
tion, and 


(v) any special contracts or agreements necessary to an un- 
derstanding of the entries in the general ledger or other book 
of final entry referred to in subparagraph (iv), 


the period ending on the day that is two years after the day that 
the corporation is dissolved; 


(b) in respect of all records and books of account that are not 
described in paragraph (a) of a corporation that is dissolved and 
in respect of the vouchers and accounts necessary to verify the 
information in such records and books of account, the period 
ending on the day that is two years after the day that the corpo- 
ration is dissolved; 


(c) in respect of 


(i) the general ledger or other book of final entry containing 
the summaries of the year-to-year transactions of a business 
of a person (other than a corporation), and 


(ii), any: special contracts or agreements necessary to an un- 
derstanding of the entries in the general ledger or other book 
of final entry referred to in subparagraph (1), 


the period ending on the day that is six years after the last day of 
the taxation year of the person in which the business ceased; 


(d) in respect of 
(i) any record of the minutes of meetings of the executive of 


a registered charity or registered Canadian amateur athletic 
association, 


(ii) any record of the minutes of meetings of the members of 
a registered charity or registered Canadian amateur athletic 
association, 3 | 

(iii) all documents. and by-laws governing.a registered charity 
or registered Canadian amateur athletic association, and 
(iv) all records of any donations received by a registered 
charity that were subject.to a direction by the.donor that the 
property given be held by the charity for a period of not less 
than 10 years, 


the period ending on the day that is two years after the date on 
which the registration of the registered charity or the registered 
Canadian amateur’ athletic association under the Act is revoked; 


(e) in respect of all records and books of account that are not 
described in paragraph (d) and that relate to a registered charity 
or registered Canadian amateur athletic association whose regis- 
tration under the Act is revoked, and in respect of the vouchers 
and accounts necessary to verify the information in such records 
and books of account, the period ending on the day that is two 
years after the date on which the registration of the registered 
charity or the registered Canadian amateur athletic association 
under ‘the Act is revoked; 


(f) in respect of duplicates of receipts for donutons (other than 
donations referred to in subparagraph (d)(iv)) that are received 
by a registered charity or registered Canadian amateur athletic 
association and are required to be kept by that charity or associa- 
tion pursuant to subsection 230(2) of the Act, the period ending 
on the day that is two years from the end of the last calendar 
year to which the receipts relate; and 


(g) notwithstanding paragraphs (c) to (f), in respect of all 
records, books of account, vouchers and accounts of a deceased 
taxpayer or a trust in respect of which a clearance certificate is 
issued pursuant to subsection 159(2) of the Act with respect to 
the distribution of all the property of such deceased taxpayer or 
trust, the period ending on the day that the clearance certificate 
is issued. 


(2) For the purposes of subsection 230.1(3) of the Act, with respect 
to the application of paragraph 230(4)(a) of the Act, the required 
retention period for records and books of account that are required 
to be kept pursuant to section 230.1 of the Act is prescribed to be 


Reg. 
S. 5800 


the period ending on the day that is two years after the end of the 
last calendar year to which the records or books of account relate. 
Definitions [Reg. 5800]: “business” —ITA 248(1); “calendar year” — Interpreta- 
tion Act 37(1)(a); “corporation” —ITA 248(1), Interpretation Act 35(1); “person”, 
“prescribed”, “property”, “record”, “registered Canadian amateur athletic association”, 
“registered charity”, “share”, “shareholder” —ITA 248(1); “taxation year” —ITA 
249; “taxpayer” — ITA 248(1); “trust” —ITA 104(1), 248(1), (3). 
Information Circulars [Reg. 5800]: 78-10R5: Books and records reten- 
tion/destruction; 05-1R1: Electronic record keeping. 


PART LIX — FOREIGN AFFILIATES 


History: Part LIX was consolidated by the Consolidated Regulations of Canada, chap- 
ter 945, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Can- 
edd Gazette, Part II, august 8, 1979. 

josed Amendments - — Reg. 5900-5910 © 
ee 10, uo Part Lix of the Regulations contains rules. for 


5A e otic tie rules respecting the computation of the exempt 
and a) ees foo tax ne 2 a — affi — 


Res This package of amendments. Toe ee 
ulations that flow from the amendments. to the foreign affiliate pro- 
oe in Bill C-28 (which received royal assent on December 14, 
iy lementation Act, 2009 (which received royal , assent on March 
anges, taken together are referred to in these notes as the 


an ges These ial amendments < are primarily i in section 


OD 
ae of ae afiiliate shares. New cunie 5908 i is also 
idate various partnership provisions of Part LIX and provide 


flow from certain amendments made to the Act in the 


ments are in section 5903 and subsections 507(1. 3 
changes to section 5903 are consequential to the Budget 2007 
th paragraph 95(2)(f) of the Act and its related provisions. 


On 5905: Asa tesult ‘of certain changes that were necessitated 
portions of section 5905 have been either consolidated or re- 
‘more user-friendly. These provisions are generally found in 
(1) to (9), although no changes are proposed to existing sub- 


: re being made to rules initially sore in os 


doned i in va fs a new provision, This new provision 
the HL as om De tule and i is found i in Les) subs 
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various foreign affiliate provisions of the Act and Part LIX of the Regulations. These 
amendments ensure that a common definition of “permanent establishment” applies for 
all purposes of the foreign affiliate rules. 


8. Non-Taxable Portion of ECP Gains: A rule that was originally ecvoseds in 2002 that 
includes in “exempt earnings” the non-taxable portion of gains from. the disposition of 
eligible capital property, in certain circumstances, is included in this package. Addi- 
tionally, a new rule is also being added to provide symmetry in respect of certain non- 
deducted amounts in respect of eligible capital property. That rule is found in Para: 
graph (a.1) of the definition “exempt loss” in subsection 5907(1). 


9. Foreign Tax Consolidation: This package also includes some minor modifications to 
the foreign tax consolidation provisions in subsection 5907(1.1). 


10. Foreign Oil and Gas Levies: This package includes new section 5910 which deems, 
in certain circumstances, a portion of certain foreign oil and gas levies to be income 
taxes paid by a foreign affiliate for the purposes of Part LIX of the Regulations. These 
rules are analogous to the amendments to section 126 of the Act (foreign tax credits) 
made as part of Budget 2000. 


For more details on all of these dina ad refer to the n below under the rele- 


vant headings. 


Note that, to the extent they have not been dealt swith as on of the piacoens fo the 
Act and the Regulations noted above, any outstanding measures from the foreign affili- 
ate proposals issued in February 2004 will be the subject of a separate package of pro- 
posals to be issued in the near future. 


Section 5900 is the main “gateway” to Part LIX. Its primary anecion is to prescribe te 
amounts that are deductible by a corporation resident in Canada under section 113 of 
the Act in respect of dividends from a foreign affiliate. Section 5900 is the section that 
makes relevant the concepts of exempt and taxable surplus, concepts that occupy a 
substantial portion of Part LIX of the Regulations. Section 5900 also prescribes rules 
for the purpose of claiming deductions under subsection 91(5) of the Act in respect of 
dividends received out of “previously-taxed FaRh pneeeion ie is ame ne is 
aimed at avoiding double taxation. ;  ———r— 


5900. Dividends out of exempt, taxable and pre- 
acquisition surplus — (1) Where at any time a corporation resi- 
dent in Canada or a foreign affiliate of the corporation receives a 
dividend on a share of any class of the capital stock of a foreign 
affiliate of the corporation, 


(a) for the purposes of this Part and paragraph 113(1)(a) of the 
Act, the portion of the dividend paid out of the exempt surplus 
of the affiliate is prescribed to be that proportion of the dividend 
received that 


(i) such portion of the whole dividend paid by the affiliate on 
the shares of that class at that time as was deemed by section 
5901 to have been paid out of the affiliate’s exempt surplus 
in respect of the corporation 


is of 
(ii) the whole dividend paid by the affiliate on the shares of 
that class at that time; 


(b) for the purposes of this Part and subsection 91(5) and 
paragraphs 113(1)(b) and (c) of the Act, the portion of the divi- 
dend paid out of the taxable surplus of the affiliate is prescribed 
to be that portion of the dividend received that 


(i) such portion of the whole dividend paid by the affiliate on 
the shares of that class at that time as was deemed by section 
5901 to have been paid out of the aftiate: s taxable surplus 
in respect of the corporation 


is of 
(ii) the whole dividend paid by the affiliate on the shares of 
that class at that time; 


(c) for the purposes of this Part and paragraph 113(1)(d) of the 
Act, the portion of the dividend paid out of the pre-acquisition 
surplus of the affiliate is prescribed to be that proportion of the 
dividend received that 


(i) such portion of the whole dividend paid by the affiliate on 
the shares of that class at that time as was deemed by section 
5901 to have been paid out of the affiliate’s pre-acquisition 
surplus in respect of the corporation 


is of 
(11) the whole dividend paid by the affiliate on the shares of 
that class at that time; and 


Income Tax Regulations 


(d) for the purposes of this Part and paragraph 113(1)(b) of the 
Act, the foreign tax applicable to the portion of the dividend pre- 
scribed to have been paid out of the taxable surplus of the affili- 
ate is prescribed to be that proportion of the underlying foreign 
tax applicable, in respect of the corporation, to the whole divi- 
dend paid by the affiliate on the shares of that class at that time 
that 


(i) the amount of the dividend received by the corporation or 
the affiliate, as the case may be, on that share at that time 


is of 
(ii) the whole dividend paid by the affiliate on the shares of 
that class at that time. 


Related Provisions: Reg. 5902(1) — Rules for calculating surplus accounts on 
elected dividend. 


(2) Notwithstanding paragraphs (1)(a) and (b), where at any time a 
foreign affiliate of a corporation resident in Canada pays a dividend 
on a share of a class of its capital stock (other than a share in re- 
spect of which an election is made under subsection 93(1) of the 
Act) to the corporation, the corporation may, in its return of income 
under Part I of the Act for its taxation year in which the dividend 
was received by it, designate an amount not exceeding the portion 
of the dividend received that would, but for this subsection, be pre- 
scribed to have been paid out of the affiliate’s exempt surplus in 
respect of the corporation and that amount 


(a) is prescribed to have been paid out of the affiliate’s taxable 
surplus in respect of the corporation and not to have been paid 
out of that exempt surplus; and 


(b) for the purposes of paragraph (1)(d) and the definitions “un- 
derlying foreign tax” and “underlying foreign tax applicable” in 
subsection 5907(1) is deemed to have been paid by the affiliate 
to the corporation as a separate whole dividend on the shares of 
that class of the capital stock immediately after that time, and 
that whole dividend is deemed to have been paid out of the affil- 
iate’s taxable surplus in respect of the corporation. 


Related Provisions: Reg. 5908(8)(a) — Reference to ITA 93(1) includes 93(1.2). 


History: Paras. 5900(2)(a), (b) amended by P.C. 1997-1670, s. 2, November 20, 1997, 
Canada Gazette, Part II, December 10, 1997, applicable to taxation years of a foreign 
affiliate of a taxpayer that begin after 1994, except that 


(a) the amendments apply to taxation years of a foreign affiliate of a taxpayer that 
end after 1994 where there has been a change in the taxation year of the foreign 
affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


(3) For the purposes of subsection 91(5) of the Act, where at any 
time an individual resident in Canada receives a dividend on a share 
of any class of the capital stock of a foreign affiliate of that indivi- 
dual, the affiliate shall be deemed to have an amount of taxable sur- 
plus in respect of the individual and the portion of the dividend paid 
out of the taxable surplus of the affiliate in respect of the individual 
is prescribed to be an amount equal to the dividend received. 


Proposed Amendment — Reg. 5900(3) 


(3) For the purposes of subsection 91(5) of the Act, if a person 
in Canada (other than a corporation) receives a dividend 
‘e of any class of the capital stock of a foreign affiliate of 
the person, the dividend is prescribed to have been paid out of the 
taxable surplus of the affiliate. 

Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), & 


40, will amend subsec. 5900(3) to read as above, a apa ee in respect of Crees 
received after November 1999, iS 


S. 53 of the draft legislation Bef that any asdessniet OF a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
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included i in its i 


Definitions [Reg. 5900]: “amount” — ITA 748(1), Reg. 5907(7); Re astion” — 
ITA 248(1), Interpretation Act 35(1); “dividend” —ITA 248(1); “exempt surplus” — 
Reg. 5902(1)-(2), (7), 5905(7)(d), 5907(1); “foreign affiliate’ —ITA 95(1), 248(1), 
Reg. 5907(3); “foreign tax applicable” — Reg. 5900(1)(d); “individual”, “person”, 
“prescribed” — ITA 248(1); “pre-acquisition surplus” — Reg. 5900(1)(c); “resident in 
Canada” —ITA 250; “share” — ITA 248(1); “taxable surplus” — Reg. 5902(1)-(2), 
(7), 5905(7)(e), 5907(1); “taxation year” —ITA 249; “underlying foreign tax applica- 
ble”, “whole dividend” — Reg. 5907(1). 


Interpretation Bulletins: IT-392: Meaning of term “share”. 


5901. Order of surplus distributions — (1) Where at any time 
in its taxation year a foreign affiliate of a corporation resident in 
Canada has paid a whole dividend on the shares of any class of its 
capital stock, for the purposes of this Part 


(a) the portion of the whole dividend deemed to have been paid 
out of the affiliate’s exempt surplus in respect of the corporation 
at that time is an amount equal to the lesser of 


(i) the amount of the whole dividend, and 


(ii) the amount by which that exempt surplus exceeds the af- 
filiate’s taxable deficit in respect of the corporation at that 
time; 
(b) the portion of the whole dividend deemed to have been paid 
out of the affiliate’s taxable surplus in respect of the corporation 
at that time is an amount equal to the lesser of 


(i) the amount, if any, by which the amount of the whole div- 
idend exceeds the portion determined under paragraph (a), 
and 


(ii) the amount by which that taxable surplus exceeds the af- 
filiate’s exempt deficit in respect of the corporation at that 
time; and 


(c) the portion of the whole dividend deemed to have been paid 
out of the affiliate’s pre-acquisition surplus in respect of the cor- 
poration at that time is the amount by which the whole dividend 
exceeds the aggregate of the portions determined under 
paragraphs (a) and (b). 
Related Provisions: Reg. 5902(1) — Rules for calculating surplus accounts on 
elected dividend. 


(2) Notwithstanding subsection (1), where a foreign affiliate of a 
corporation resident in Canada pays a whole dividend (other than a 
whole dividend referred to in subsection 5902(1)) at any particular 
time in its taxation year that is more than 90 days after the com- 
mencement of that year or at any particular time in its 1972 taxation 
year that is before January 1, 1972, the portion of the whole divi- 
dend that would, but for this subsection, be deemed to have been 
paid out of the affiliate’s pre-acquisition surplus in respect of the 
corporation is deemed to have been paid out of the exempt surplus 
and taxable surplus of the affiliate in respect of the corporation to 
the extent that it would have been deemed to have been so paid if, 
immediately after the end of that year, that portion were paid as a 
separate whole dividend before any whole dividend paid after the 
particular time and after any whole dividend paid before the partic- 
ular time by the affiliate, and for the purposes of determining the 
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exempt deficit, exempt surplus, taxable deficit, taxable surplus and 
underlying foreign tax of the affiliate in respect of the corporation 
at any time, that portion is deemed to have been paid as a separate 
whole dividend immediately following the end of the year and not 
to have been paid at the particular time. 

History: Subsec. 5901(2) amended by P.C. 1997-1670, s. 3, November 20, 1997, Can- 


ada Gazette, Part II, December 10, 1997, applicable to taxation years of a foreign affili- 
ate of a taxpayer that begin after 1994, except that 


(a) the subsec. as amended applies to taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign, affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested. that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


(3) Notwithstanding subsections (1) and (2), for the purposes of the 
definitions “exempt deficit’, “exempt surplus”, “taxable deficit” 
and “taxable surplus” in subsection 5907(1), any amount designated 
pursuant to subsection 5900(2) in respect of a dividend paid by a 
foreign affiliate of a corporation resident in Canada increases the 
portion of the whole dividend deemed to have been paid out of the 
affiliate’s taxable surplus in respect of the corporation and decrease 
the portion of the whole dividend deemed to have been paid out of 
the affiliate’s exempt surplus in respect of the corporation. 

History: Subsec. 5901(3) amended by P.C. 1997-1670, s. 3, November 20, 1997, Can- 


ada Gazette, Part II, December 10, 1997, applicable to taxation years of a foreign affili- 
ate of a taxpayer that begin after 1994, except that 


(a) the subsec. as amended applies to taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Definitions [Reg. 5901]: “amount” —ITA 248(1), Reg. 5907(7); “commence- 
ment” — Interpretation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 
35(1); “dividend” —ITA 248(1); “exempt deficit’—Reg. 5902(1)-(2), (7), 
5905(7)(c), 5907(1); “exempt surplus” — Reg. 5902(1)-(2), (7), 5905(7)(d), 5907(1); 
“foreign affiliate’ —ITA 95(1), 248(1), Reg. 5907(3); “pre-acquisition surplus” — 
Reg. 5900(1)(c); “resident in Canada” —ITA 250; “share” — ITA 248(1); “taxable 
deficit” — Reg. 5902(1)-(2), (7), 5905(7)(c), 5907(1); “taxable surplus” — Reg. 
5902(1)-(2), (7), 5905(7)(e), 5907(1); “taxation year” —ITA 249; “underlying foreign 
tax” — Reg. 5902(1)-(2), (7), 5907(1); “whole dividend” — Reg. 5907(1). 


5902. Election in respect of capital gains — (1) Where at any 
time a dividend is, by virtue of an election made under subsection 
93(1) of the Act in respect of a disposition, deemed to have been 
received on one or more shares of a class of the capital stock of a 
particular foreign affiliate of a corporation resident in Canada, the 
following rules apply: 


(a) determine the amounts that would be the particular affiliate’ s 
exempt surplus or exempt deficit, taxable surplus or taxable def- 
icit, underlying foreign tax and net surplus in respect of the cor- 
poration at that time if 


(i) each other foreign affiliate of the corporation in which the 
affiliate had an equity percentage had immediately before 
that time paid a dividend equal to its net surplus in respect of 
the corporation immediately before the dividend was paid, 
and 
(ii) any dividend referred to in subparagraph (i) that any 
other foreign affiliate would have received had been received 
by it immediately before any such dividend that it would 
have paid; 
(b) determine the amount that would have been received on the 
shares (of that class) in respect of which an election is made, if 
the particular affiliate had at that time paid dividends the aggre- 
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gate of which on all shares of its capital stock was equal to the 
amount of its net surplus referred to in paragraph (a); and 


(c) for the purposes only of subsection 5900(1), in applying the 
provisions of subsection 5901(1) 


(i) the particular affiliate’s exempt surplus or exempt deficit, 
taxable surplus or taxable deficit and underlying foreign tax 
in respect of the corporation shall be deemed to be the re- 
spective amounts thereof referred to in paragraph (a), and 


(ii) the particular affiliate shall be deemed to have paid a 
whole dividend at that time on the shares of that class of its 
capital stock in an amount equal to the product obtained 
when the aggregate of amounts so deemed by subsection 
93(1) of the Act to have been received as dividends on shares 
of that class is multiplied by the greater of 


(A) one, and 


(B) the proportion that the amount of the particular affili- 
ate’s net surplus determined under paragraph (a) is of the 
amount determined under paragraph (b), except that 
where the amount determined under paragraph (b) is less 
than one, the amount determined under paragraph (b). is 
deemed for the purpose of this clause to be one. 


Proposed Amendment — Reg. 5902(1) 


(1) [Rules for surplus accounts on elected dividend] — If 
at any time a dividend (such time and each such dividend, respec- 
tively, referred to in this subsection and subsection (2) as the “div- 
idend time” and an “elected dividend”) is, by virtue of an election 
made under subsection 93(1) of the Act by a corporation in re-— 
spect of a disposition, deemed to have been received on a share 
(each such share referred to in this subsection as an “elected 
share’) of a class of the capital stock of a particular foreign affili- 
ate of the corporation, the following rules apply: — 


(a) for the purposes of subsection 5900(1), in applying the pro- 
visions of subsection 5901(1), 


(i) the particular affiliate’s exempt sisi or exempt deti- 
cit, taxable surplus or taxable deficit, underlying foreign tax 
and net surplus, in respect of the corporation at the divi- 
dend time, are deemed to be those amounts that would oth- - 
erwise be determined immediately before the dividend time _ 
if 


(A) each other foreign affiliate of the corporation in 
which the affiliate had an equity percentage (within the 
meaning assigned by subsection 95(4) of the Act) at the 
dividend time had, immediately before the time. that is 
immediately before the dividend time, paid a dividend 
equal to its net surplus in respect of the corporation, de- 
termined immediately before the time the dividend was 
paid, and 


(B) any dividend referred to in clause Ae ett any other 
foreign affiliate would have received had been received 
by it immediately before any such — vane it 
would have paid, and 


(ii) the particular affiliate is deemed to have paid a ndle 

dividend at the dividend time on the shares of that class of 

its capital stock in an amount determined by the formula 
AXB 

where r 


A is the total of all amounts each of which is ‘the amount 
of an elected dividend, and 


B is the greater of 


(A) one, and 

(B) the quotient determined by the formula 
C/D 

where 


C is the amount of the particular affiliate’s net sur- 
plus determined under subparagraph (a)(i), and 


D is the greater of 


(PD one unit of the currency in which the 
amount determined for C is expressed, and 


(II) the amount that would have been received 
on the elected shares if the particular affiliate 
had at the dividend time paid dividends on all 
shares of its capital stock the total of which 
was equal to the amount of its net surplus re- 
ferred to in subparagraph (a)(i); and 


(b) subject to paragraph 5905(5)(c), there is to be included, at 
the dividend time, 


~ (i) under subparagraph W) of the deseripdiott of B in the 
definition “exempt surplus” in subsection 5907(1) in com- 
puting the particular affiliate’s exempt surplus or exempt 

_ deficit, as the case may be, in respect of the corporation an 
amount equal to the product obtained when the specified 

_ adjustment factor in respect of the disposition is multiplied 
by the total of all amounts each of which is the portion of 
‘any elected dividend that is prescribed by paragraph 
5900(1)(a) to have been paid out of the wrest surplus of 
the particular affiliate, 


(ii) under subparagraph (v) of the description of B in the 
definition “taxable surplus” in subsection 5907(1) in com- 
puting the particular affiliate’s taxable surplus or taxable 
deficit, as the case may be, in respect of the corporation an 
amount equal to the product obtained when the specified 
adjustment factor in respect of the disposition is multiplied 
by the total of all amounts each of which is the portion of 
any elected dividend that is prescribed by paragraph 
5900(1)(b) to have been paid out of the taxable surplus of 

_ the particular affiliate, and 


(ili). under subparagraph. (iii). of the description of B in the 
definition “underlying foreign tax” in subsection 5907(1) in 
computing the particular affiliate’s underlying foreign tax 
in respect of the corporation an amount equal to the product 
obtained when the specified adjustment factor in respect of 
the disposition is ‘multiplied by the total of all amounts each 
of which is the amount prescribed by paragraph 5900(1)(d) 
to be the foreign tax applicable to such portion of any 
elected dividend as is prescribed by paragraph 5900(1)(b) 
_ to have been paid out of the taxable surplus of the particu- 
_ lar affiliate. 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 41(1), will amend subsec. 5902(1) to read as above, applicable in respect of 
elections. made in respect of dispositions that occur after December 18, 2009. How- 

ever, in applying subsec. 5905(5.6), as added by the draft regulations, subpara. 

5902(1)(a)(i) also applies after December 18, 2009. 


See Application note under Proposed Amendment to Reg. 5900) fot rule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): Current section 5902 applies where a corpora- 
tion elects to treat proceeds of disposition of a share of a foreign affiliate as a divi- 
dend under subsection 93(1) of the Act. By virtue of new paragraph 5908(8)(a), sec- 
tion 5902 will also apply to elections made under subsection 93(1.2) in ve of 
dispositions of foreign affiliate shares by a partnership. 


Section 5902: currently serves mainly to determine a foreign affiliate’ s surplus ac- 
counts and the amount of a whole dividend used in applying subsection 5901(1) for 
the purpose of subsection 5900(1). These rules, in turn, determine the amount of the 
dividend that is deductible under section 113 of the Act. 


Section 5905 provides special rules for the purposes of determining ine! bess 
deficits and underlying foreign tax balances of a foreign affiliate in the context of 
certain share transactions and corporate reorganizations. 


Section 5905 currently serves two main objectives: 


* it requires, in specified circumstances, reductions to the surplus balances of a 
foreign affiliate of a corporation resident in Canada in respect of dividends aris- 
ing because of elections by the corporation under subsection 93(1) of ad Act in 
respect of a disposition of shares of a foreign affiliate, and 


1950 


Part LIX — Foreign Affiliates 


ign affiliate of 
ititlement — 


in specified circumstances, the surplus balances o 
ion resident in Canada to reflect hee in th 
ation am Wee of the affiliate Cs. 


a more miele ie in section 5902. Certain of the rem 
alse - restructur 1 


subsection 5902(1) - — replaced - 
phnee Moe 902(2) te laced . 


Subesion 5902 \ provides rules to compute a foreign affiliate’ s surplus accounts, — 
and the amount of a whole dividend, which are used in applying subsection mie - 
for the purposes of subsection ais with re: 
section 93(1). 


The existing features of subse 


This cupecuon, is : amended by moving etsta sane @). and ©) ti to ee 
graphs (a)(i) and (ii) and by replacing paragraph (b) with the rule, currently found in 
various provisions of section 5905, that nde the meaning of 

ment factor”. 


justments will now be made in section 5902 and not in section oa 
is no longer necessary and is being repealed. : 


The amendments to subsections 5902(1) to GB oply i in spect of elections ade in 
respect of dispositions that occur after December 18, 2009. However, the reference to 
subsection 93(1) of the Act in the current version of subsection 5902(1) will, by vir- _ 
tue of new paragraph 5908(8)(a), include a reference to subsection 93(1.2) for elec- 
tions made in respect of dispos s that occur after November 1999. Also, subpara- 
graph 902(1)(a)(i) applies after December 18, 2009 to the extent it is used in 
determining a foreign affiliate’s “tax- free hae balance”, b Su 
tion Rene er 6). 


5905. 
Example 
Assumptions: 


cL Canco, a corporation 1 resident in Canada, owns all ” shares of FAI, a a FOr _ 
ign affiliate of Canco. Do 


2. Canco disposes of 40 shares of FAI to an arm’ 's length rae 


a Immediately prior to the disposition, | FAI has an exempt same balance of 
$100 in Tespect of Canco and no other urplus balances. y 


4. Canco makes a subsection 93(1) election. of $40 i in respect of the 
shares of FA1. 
Analysis: 
Section 5902 — 
Subject to paragraph 5905(5)(c), paragraph 5902(1)(b) will require reductions to _ 

the surplus balances of a particular affiliate in respect of a corporation resident in _ 
Canada whenever a subsection 93(1) or, by virtue of paragraph 5908(8)(a), a 
subsection 93(1.2) election is made by the corporation resident in Canada, in 


connection with a disposition of shares of the affiliate. In this example, para- 
graph 5902(1)(b) will apply to the election and will require a reduction, immedi- 


Reg. 
S. 5902(1) 


_ ately before the disposition, in FAV 


oe pees in respect of Canco by the 


lus entitlement percentage in the affiliate aoe asa is 
or disposition of shares of that affi liate or of any other 


Ly 
cordingly, ‘subsection 5905(1) resets FAI’s exempt surplus balatice | in téspeot of 
Canco from the $60 balance ne the paragraph ee adjustment) back to 
: i A), é : ening exempt sur- 


Related Provisions: 2. ose = Interpretation Reg. 5908(8)(a) — Retemnce 
to ITA. 93(1) includes 93(1. 23 


Reg. 5902(1) neeanUiBHary’ 


Applicati ion: The August 27, 20 t legislation (Part 2 foreign affiliates), ss. 
51 


id 52, reads as follow. : 


bject to section 52, ifa corporation seston in Canada elects in writing in 
t of all of its foreign affiliates and files the election with the Minister of 
National Revenue on or before the day that is the later of the corporation’s fil- 
 ing-due date for the corporation’s taxation year that includes the day on which 
__ this Act is assented to and the day that is one year after the day on which this Act 

_ is assented to, the following rules apply, namely, 


_ (a) if there is an election (referred to in this section as a “be sienaied section 

_ 93 election”) made by the corporation under subsection 93(1) or (1.2) of the 
Act in respect of a disposition of shares (referred to in this section as the 
“designated shares”) of the capital stock of a foreign affiliate of the corpo- 
ration that occurs after December 20, 2002 and before sember 19, 2009, 
other than a disposition that is required to be made under an agreement in 
writing made by the vendor before December 21, 2002, 


@ [adds temporary ITA 921 25) (see after ITA 92(1.1)) — ed.] 


(ii) subsection 5902(1) of the Regulation i 
3 election, to be read as folloy 


in respect of the designated 


5902. Cd) It ata particular time, one or more shares (each of 
_ which is referred to in this subsection as a “disposed share’’) of a 
erred to in this subsection as the “specified class”) of the 
ock of a particular foreign affiliate of a corporation resi- 
Canada are disposed of by a particular shareholder of the 
‘particular foreign affiliate and, because of an election made under 

subsection 93(1) of the Act in respect of that disposition, a divi- 

dend is deemed under subsection 93(1) of the Act to have been 
- received on a disposed share at the time (referred to in this sub- 

section and section 5905 as the “dividend time’) that is immedi- 
ately before the particular time, the following rules apply: 


(a) the amount of the particular foreign affiliate’s exempt sur- 
_ plus, in respect of the corporation resident in Canada, (in this 
subsection referred to as the “consolidated empt surplus” in 
__ fespect of the corporation resident in Canada) at the time (in 
_ this section and in section 5905 referred to as the “calculation 
time”) that is immediately before the dividend time, is 
ed to be the amount that would be its exempt surplus, in 
coax corporation resident in Canada, at the calcula- 
g tion time if | 


(i) the paneer foreign affiliate and each other foreign 
affiliate of the corporation resident in Canada in which 
the particular foreign affiliate had, at the calculation time, 

an equity percentage (each of which other foreign affili- 
ates is referred to in this section as a “subsidiary affili- 
ate”) had (except for the purpose of determining consoli- 

_ dated net surplus in respect of the corporation resident in 

_ Canada in subparagraph (iii), at the calculation time, no 

_ amount of exempt deficit, taxable surplus or taxable defi- 
_ cit, in respect of the corporation resident in Canada, 


_ (ii) the amount of the exempt surplus, in respect of the 
corporation resident in Canada, of the particular foreign 
affiliate were, immediately before the calculation time, 
increased by the total of all amounts each of which is an 
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amount equal to the particular foreign affiliate’s propor- 
tionate share of the amount that would be the exempt sur- 
plus, in respect of the corporation resident in Canada, of 
a subsidiary affiliate in which it has, immediately before 
the calculation time, a direct equity percentage if that ex- 
empt surplus were, immediately before the calculation 
time, determined in the following manner: 


(A) the exempt surplus, in respect of the corporation 
resident in Canada, of the subsidiary affiliate, were 
increased by the subsidiary affiliate’s proportionate 
share of the exempt surplus of a foreign affiliate of 
the corporation resident in Canada in which the sub- 
sidiary affiliate has, immediately before the time that 
is immediately before the calculation time, a direct 
equity percentage, and 


(B) the exempt surplus, in respect of the corporation 
resident in Canada, of a subsidiary affiliate in which 
another subsidiary affiliate has a direct equity per- 
centage, were increased because of this subparagraph 
before the increase in that other subsidiary affiliate’s 
exempt surplus in respect of the corporation resident 
in Canada, 
(iii) for the purpose of subparagraph (ii), the proportion- 
ate share, at any time, of a foreign affiliate (referred to in 
this subparagraph as the “calculating foreign affiliate”) of 
the corporation resident in Canada, of the exempt sur- 
plus, in respect of the corporation resident in Canada, of 
another foreign affiliate (referred to in this subparagraph 
as the “providing foreign affiliate”) of the corporation 
resident in Canada in which the calculating foreign affili- 
ate has a direct equity percentage were equal to the pro- 
portion determined by the following formula: 


A/B 


where 


A is the amount of dividends that would be received, at 
that time, by the calculating foreign affiliate from the 
providing foreign affiliate if, at that time, the provid- 
ing foreign affiliate had paid dividends on all of its 
shares and the total of those dividends were equal to 
its consolidated net surplus (determined using the 
provisions of this subsection on the assumption that 
the providing foreign affiliate were the particular for- 
eign affiliate), in respect of the corporation resident 
in Canada, or, where it does not have such a consoli- 
dated net surplus, in respect of the corporation resi- 
dent in Canada, its consolidated exempt surplus (de- 
termined in accordance with this paragraph on the 
assumption that the providing foreign affiliate were 
the particular foreign affiliate), in respect of the cor- 
poration resident in Canada, at that time, and 


Bis the amount of the providing foreign affiliate’s con- 
solidated net surplus (determined using the provi- 
sions of this subsection on the assumption that the 
providing foreign affiliate were the particular foreign 
affiliate), in respect of the corporation resident in 
Canada, or, where it does not have such consolidated 
net surplus, its consolidated exempt surplus (deter- 
mined in accordance with this paragraph on the as- 
sumption that the providing foreign affiliate were the 
particular foreign affiliate), in respect of the corpora- 
tion resident in Canada, at that time, and 


(iv) in determining, under this paragraph, the particular 
foreign affiliate’s consolidated exempt surplus, in respect 
of the corporation resident in Canada, 


(A) no amount were included, directly or indirectly, 
in respect of the exempt surplus, in respect of the 
corporation resident in Canada, of the particular 
shareholder, of the particular foreign affiliate, that 
disposed of the disposed share, and 


(B) no amount were included, directly or indirectly, 
in respect of the exempt surplus, in respect of the 
corporation resident in Canada, of the particular for- 
eign affiliate or any subsidiary affiliate more than 
once, 


(b) the amount of the particular foreign. affiliate’ s exempt def- 
icit, in respect of the corporation resident in Canada, (in this 
subsection referred to as the “consolidated exempt deficit” in 
respect of the corporation resident in Canada) at the calcula- 
tion time, is deemed to be the amount that would be its ex- 
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empt deficit, in respect of the corporation resident in Canada, 
at that time, if 


(i) the particular foreign affiliate and each subsidiary af- 
filiate had (except for the purpose of determining consol- 
idated net surplus, in respect of the corporation resident 
in Canada, in subparagraph (iii)), at the calculation time, 
no amount of exempt surplus, taxable surplus or taxable 
deficit, in respect of the corporation resident in Canada, 


(ii) the amount of the exempt deficit, in respect of the 
corporation resident in Canada, of the particular foreign 
affiliate, were, immediately before the calculation time, 
increased by the total of all amounts each of which is an 
amount equal to the particular foreign affiliate’s propor- 
tionate share of the exempt deficit, in respect of the cor- 
poration resident in Canada, of a subsidiary affiliate in 
which the particular foreign affiliate has, immediately 

before the calculation time, a direct equity percentage if 
that exempt deficit were, immediately before the calcula- 
tion time, determined in the following manner: 


(A) the exempt deficit, in respect of the corporation 
resident in Canada, of the subsidiary affiliate, were 
increased by the subsidiary affiliate’s proportionate 
share of the exempt deficit of a foreign affiliate of 
the corporation resident in Canada in which the sub- 
-sidiary affiliate has, immediately before the time that 
is immediately before the calculation time, a direct 
equity percentage, and 


(B) the exempt deficit, in respect of the corporation 

resident in Canada, of a subsidiary affiliate in which 
another subsidiary affiliate has a direct equity per- 
centage, were increased because of this subparagraph 
before the increase in that other subsidiary affiliate’s 
exempt deficit i in respect of the Se a resident 
in Canada, 


_ (ii) for the purpose of subparagraph (ii), the proportion- 
ate share, at any time, of a foreign affiliate (referred to in 
_ this subparagraph as the “calculating foreign affiliate”) of 
_ the corporation resident in Canada, of the exempt deficit, | 
in respect of the corporation resident in Canada, of an- 
other foreign affiliate (referred to in this subparagraph as 
the “providing foreign affiliate”) of the corporation resi- 
dent in Canada in which the calculating foreign affiliate 
has a direct equity percentage were equal to the propor- 
tion determined by the following formula: 


A/B y 
where © 


A is the amount of dividends that would be received by 
the calculating foreign affiliate from the providing 
_ foreign affiliate if, at that time, the providing foreign 
affiliate had paid dividends on all of its shares and — 
the total of those dividends were equal to its consoli- 
dated net surplus (determined using the provisions of 
this subsection on the assumption that the providing 
foreign affiliate were the particular foreign affiliate), 
in respect of the corporation resident in Canada, or, 
where it does not have such consolidated net surplus, 
its exempt deficit (determined in accordance with 
this paragraph on the assumption that the providing 
foreign affiliate were the particular foreign affiliate), 
in respect of the corporation resident in Canada, at — 
that time, and : 


Bis the amount of the providing foreign affiliate’s con- 
solidated net surplus (determined using the provi- 
sions of this subsection on the assumption that the 
providing foreign affiliate were the particular foreign 
affiliate), in respect of the corporation resident in 
Canada, or, where it does not have such consolidated 
net surplus, its consolidated exempt deficit (deter- 
mined in accordance with this paragraph on the as- 
sumption that the providing foreign affiliate were the 
particular foreign affiliate), in respect of the corpora- 
tion resident in Canada, at that time, and 


_ (iv) in determining, under this paragraph, the particular 
foreign affiliate’s consolidated exempt deficit, in respect 
of the corporation resident in Canada, : 


(A) no amount were included, directly or indirectly, 
in respect of the exempt deficit, in respect of the cor- 
poration resident in Canada, of the particular share- 
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eo holder, of the particular foreign affiliate, that ae 
posed of the disposed 


(B) no amount were jnchided: directly or i 
in respect of the exempt deficit, in respect of the cor- 
_ poration resident in Canada, of the particular foreign 
4 ate or any — affiliate more han once; 


_(c) the am 
plus and under ng forekee tax, in respect of the 
_ resident in Canada, (referred to, respectively, in this subsec- 
tion as the ‘consolidated taxable ae and “consolidated 


no | amount of exempt ales, exempt defi i 
deficit, in respect of the corporation resident in Canada, 


ab the amount of the taxable surplus, and underlying for- 
__ eign tax, in respect of the corporation resident in Canada, 
of the particular fore liate, were, immediately / 
before the calculation ti ased by an amount equal 
‘to the total of all amount: of which is the particular 
*s proportionate share of the taxable sur- 
ng foreign tax, as the ca 
oration resident in Canac 
hich the particular foreign filiate has, 
immediately before the calculation time, a direct equity 
percentage if that taxable surplus and underlying foreign 
tax were, immediately before the calculation time, deter- 


mn resident in Conde, of 
e increased g - subsid- 


before fe time that is immediately before the calcu- — 
lation time, a direct equity percentage, and 


(B) the taxable surplus and underlying foreign ax, 
in respect of the | corpo 
subsidiary affiliate in v 
ate has a direct equity perc 
_ cause of this subparagraph before the increase in that 
other subsidiary affiliate’s taxable surplus, and un- 


(iii) for the urpose of subparagraph (ii), the proportion- 7 
ate share, at any time, of a foreign affiliate (referred to in © 
this subparagraph as the “calculating foreign affiliate”) of 

the corporation resident in Canada, of the taxable surplis, 
or underlying foreign tax, as the case may .. 
of the corporation resident in Canada, of an oreign 
affiliate (referred to in this subparagraph as the “provid- 

ing foreign affiliate”) of the corporation resident in Can- 

ada in which the particular foreign affiliate has a direct — 
equity percentage were equal to a = pporon deter- 
mined by the following eae 


_A/B 
where 


A is the amount of dividends that would be received, at 

that time, by the calculating foreign affiliate from the 
providing foreign affili e if, at that time, the provid- 
ing foreign affiliate had paid dividends on all of its 
shares and the total of those dividends were equal to 
its consolidated net surplus (determined using the 
provisions of this subsection on the assumption that _ 
the providing foreign affiliate were the pi 
eign affiliate), in respect of the corporation resident 
in Canada, or, where it does not have such consoli- 
dated net surplus, its consolidated taxable surplus 
(determined in accordance with this paragraph on the 
assumption that the providing foreign affiliate were 
the particular foreign affiliate), in respect of the cor- 
poration resident in Canada, at that time, and 
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_@ the amount of th 
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_ Bis the amount of the providing foreign affiliate’s con- 

-solidated net surplus (determined using the provi- 

sions of this subsection on the assumption that the 

_ providing foreign affiliate were the particular foreign 
affiliate), in respect of the corporation resident in 
Canada, or, where it does not have such consolidated 
net surplus, its consolidated taxable surplus (deter- 
mined in accordance with this paragraph on the as- 
sumption that the providing foreign affiliate were the 
particular foreign affiliate), in respect of the corpora- 
tion resident in Canada, at that time, and 


(Gv) in determining, under this paragraph, the particular 
foreign affiliate’ s consolidated taxable surplus, and con- 

solidated underlying foreign tax, in respect of the corpo- 
ration resident in Canada, 


(A) no amount were included, directly or indirectly, 
2210 Tespect « the taxable surplus, and underlying for- 
eign tax, in respect of the corporation resident in 
Canada, of the particular shareholder, of the particu- 
lar foreign affiliate, that disposed of the disposed 
share, and 


(B) no amount were included, directly or indirectly, 
in respect of the taxable surplus, and underlying for- 
eign tax, in respect of the corporation resident in 
Canada, of the particular foreign affiliate or any sub- 
sidiary affiliate more than once; 


> particular foreign affiliate’ s taxable def- 
respect of the corporation resident in Canada, Gn re 
ion referred to as the “consolidated taxable deficit” 

of the corporation resident in Canada) at the ee 

me is deemed to be the amount that would be its taxable © 


deficit, in respect of ve corporation resident in Canada, at 


that time if 


- 0 the particular foreign affiliate and each subsidiary af- 
-filiate had (except for the purpose of determining consol- 

_ idated net surplus, in respect of the corporation resident 
in Canada, in subparagraph (iti)), at the calculation time, 
no amount of exempt surplus, exempt deficit or taxable 
- surplus, in respect of the corporation resident in Canada, 


GD the amount of the taxable deficit, in respect of the 
- corporation resident in Canada, of the particular foreign 
affiliate, were, immediately before the calculation time, 
increased by the total of all amounts each of which is an 
amount equal to the particular foreign affiliate’s propor- 
tionate share of the taxable deficit, in respect of the cor- 
poration resident in Canada, of a subsidiary affiliate in 
which the particular foreign affiliate has, immediately 
before the calculation time, a direct equity percentage if 
that taxable deficit were, immediately before the calcula- 
tion time, determined in the following manner: 


(A) the taxable deficit, in respect of the corporation 
resident in Canada, of the subsidiary affiliate, were 
increased by the subsidiary affiliate’s proportionate 
share of the taxable deficit of a foreign affiliate of 
the corporation resident in Canada in which the sub- 
sidiary affiliate had, immediately before the time that 
is immediately before the calculation time, a direct 
equity percentage, and 


(B) the taxable deficit, in respect of the corporation 
resident in Canada, of a subsidiary affiliate in which 
another subsidiary affiliate has a direct equity per- 
centage, were increased because of this subparagraph 
before the increase in that other subsidiary affiliate’s 
taxable deficit in respect of the corporation resident 

n Canada, 


) for the purpose of subparagraph (ii), the proportion- 


ate share, at any time, of a foreign affiliate (referred to in 


this subparagraph as the “calculating foreign affiliate”) of 
the corporation resident in Canada, of the taxable deficit, 
in respect of the corporation resident in Canada, of an- 
other foreign affiliate (referred to in this subparagraph as 
the “providing foreign affiliate’) of the corporation resi- 
dent in Canada in which the calculating foreign affiliate 
has a direct equity percentage were equal to the propor- 
tion determined by the following formula: 


A/B 


where 


i) 
c 
fe) 

2 

a 
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D 
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A is the amount of dividends that would be received, at 
that time, by the calculating foreign affiliate from the 
providing foreign affiliate if, at that time, the provid- 
ing foreign affiliate had paid dividends on all of its 
shares and the total of those dividends were equal to 
its consolidated net surplus (determined using the 
provisions of this subsection on the assumption that 
the providing foreign affiliate were the particular for- 
eign affiliate), in respect of the corporation resident 
in Canada, or, where it does not have such consoli- 
dated net surplus, its consolidated taxable deficit (de- 
termined in accordance with this paragraph on the 
assumption that the providing foreign affiliate were 
the particular foreign affiliate), in respect of the cor- 
poration resident in Canada, at that time, and 


Bis the amount of the providing foreign affiliate’s con- 
solidated net surplus (determined using the provi- 
sions of this subsection on the assumption that the 
providing foreign affiliate were the particular foreign 
affiliate), in respect of the corporation resident in 
Canada, or, where it does not have such consolidated 
net surplus, its consolidated taxable deficit (deter- 
mined in accordance with this paragraph on the as- 
sumption that the providing foreign affiliate were the 
particular foreign affiliate), in respect of the corpora- 
tion resident in Canada, at that time, and 

(iv) in determining, under this paragraph, the particular 

foreign affiliate’s consolidated taxable deficit, in respect 

of the corporation resident in Canada, 


(A) no amount were included, directly or indirectly, 


in respect of taxable deficit, in respect of the corpo- 
ration resident in Canada, of the particular share- 
holder, of the particular foreign affiliate, that dis- 
posed of the disposed share, and 


(B) no amount were included, directly or indirectly, 
in respect of the taxable deficit, in respect of the cor- 
poration resident in Canada, of the particular foreign 
affiliate or any subsidiary affiliate more than once; 


©) a the purpose of applying subsection 5901(1) to subsec- 
tion 5900(1), and for the purpose of paragraph (f), 


Gi) the particular foreign affiliate’s exempt surplus, in re- 
spect of the corporation resident in Canada, immediately 
before the dividend time, is deemed to be equal to the 
amount, if any, by which the particular foreign affiliate’s 
consolidated exempt surplus, in respect of the corpora- 


_tion resident in Canada, exceeds the amount of the partic- 


ular foreign affiliate’s consolidated exempt deficit, in re- 
spect of the corporation resident in Canada, at that time 
(or, if there is no such excess, nil), 


(ii) the particular foreign affiliate’s exempt deficit in re- 


spect of the corporation resident in Canada, immediately 
before the dividend time, is deemed to be equal to the 
amount, if any, by which the particular foreign affiliate’s 
consolidated exempt deficit, in respect of the corporation 
resident in Canada, exceeds the amount of the particular 
foreign affiliate’s consolidated exempt surplus, in respect 
of the corporation resident in Canada, at that time (or, if 
there is no such excess, nil), 


Gii) the particular foreign affiliate’s taxable surplus, in 
respect of the corporation resident in Canada, immedi- 
ately before the dividend time, is deemed to be equal to 
the amount, if any, by which the particular foreign affili- 
ate’s consolidated taxable surplus, in respect of the cor- 
poration resident in Canada, exceeds the amount of the 
particular foreign affiliate’s consolidated taxable deficit, 
in respect of the corporation resident in Canada, at that 
time (or, if there is no such excess, nil), 


(iv) the particular foreign affiliate’s taxable deficit, in re- 
spect of the corporation resident in Canada, immediately 
before the dividend time, is deemed to be equal to the 
amount, if any, by which the particular foreign affiliate’s 
consolidated taxable deficit, in respect of the corporation 
resident in Canada, exceeds the amount of the particular 
foreign affiliate’s consolidated taxable surplus, in respect 
of the corporation resident in Canada, at that time (or, if 
there is no such excess, nil), 


(v) the particular foreign affiliate’s underlying foreign 


tax, in respect of the corporation resident in Canada, im- 
mediately before the dividend time, is deemed to be 
equal to the amount of the particular foreign affiliate’s 
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consolidated underlying foreign tax, in respect of the cor- 
poration resident in Canada, at that time, and 


(vi) the particular foreign affiliate’s consolidated net sur- 
plus, in respect of the corporation resident in Canada, im- 
mediately before the dividend time, is deemed to be 
equal to the amount, if any, by which 


(A) the total of the particular foreign affiliate’s con- 
solidated exempt surplus, in respect of the corpora- 
tion resident in Canada, at that time, and the particu- 
lar foreign affiliate’s consolidated taxable surplus, in 
respect of the corporation resident in Canada, at that 
time, { 

a 


(B) the total of the particular foreign affiliate’s con- 
solidated exempt deficit, in respect of the corporation 
‘resident in Canada, at that time, and the particular 
foreign affiliate’s consolidated taxable deficit, in re- 

- spect of the corporation resident in Canada, at that 
time; 


- (f) the attributed net surplus in respect of a disposed share of 


the specified class in respect of the particular foreign affili- 
ate’s consolidated net surplus, in respect of the corporation 
resident in Canada, immediately before the dividend time, is 


- deemed to be equal to the amount that would be received by 
the holder of the disposed share, in respect of the disposed 
' share, at the dividend time, if the particular foreign affiliate 


paid a dividend, at that time, on all of its shares, the total of 
which was equal to the amount of its consolidated net surplus, 
in respect of the corporation eae: in Canada, immediately 
before the dividend time; 


(g) for the purpose of applying subsection 5901(1) to subsec- 


tion 5900(1), the amount of the whole dividend paid by the 
_ particular foreign affiliate, at the dividend time, on the shares 


of the specified class is deemed to be equal to the amount 
obtained when the total of all amounts each of which is an 
amount deemed by subsection 93(1) of the Act to have been 
received as a dividend on a disposed share of the specified 
class is multiplied by the greater of 


(i) one, and 
Gi) the amount determined by the formula 
_ where 
A is the amount determined, under subparagraph 
_ (e)(vi), to be the amount of the particular foreign af- 
_ filiate’s consolidated net surplus in respect of the 


corporation, immediately before the dividend time, 
and 


B is se greater of 
(A) one, and 


(B) the total of all amounts each of which is the 
amount determined, under paragraph (f), to be 
the amount of the attributed net surplus, in re- 
spect of a disposed share of the specified class, 
in respect of the particular foreign affiliate’s 
_ consolidated net surplus, in respect of the corpo- 
ration resident in Canada, immediately before 
_ the dividend time; and 


(h) for the purposes of paragraphs (a) to (d), the consolidated 
net surplus, at any time, in respect of a corporation resident in 
Canada, of a particular foreign affiliate of the corporation res- 
ident in Canada, is the amount that would be determined in 
paragraph (e) in respect of the particular foreign affiliate if 
the reference in that paragraph to the expression “immedi- 


_ ately before the dividend time” were read as a reference to the 

_ expression “at any time”. 
Gii) section 5902 of the Regulations is, in respect of the designated sec- 
tion 93 election, to be read without reference to its subsection (2), 


(iv) subsection 5902(3) of the Regulations is, in respect of the desig- 
nated section 93 election, to be read as follows: 


(3) If a corporation resident in Canada elects, under subsection 
93(1) of the Act, in respect of the disposition of a share of the 
capital stock of a foreign affiliate of the corporation, ‘no adjust- 
ment, other than an adjustment referred to in subsection 5905(2), 
(4), (6) or (8), may be made to the foreign affiliate’s 


(a) exempt surplus in respect of the corporation; 
(b) exempt deficit in respect of the corporation; 


Part LIX — Foreign Affiliates 


the corporation’ s s taxation year | th inc 
Acti is assented to and the da 


a ratis ion: that i is s disposed . to the 


a ‘oe in ‘Canada with : 


were eel in a Febru 
acted. These rules, which 


ad 4),, now ‘proposed transitional ee ae 
ion 5911 (which i is renumbered 


oak 
occur a December 20, 2002 and before December 19, 
election is made under subsection. 93(1). or (1 2. but ther 
thermore, these Tules. are subject to a further election un 
amendments. © 
Modified Consolidated Net P Surplus Electio 


Clause 52 of these amendments applies wher 


legislation. Readers are referred to the acer notes oe the December 
20, 2002 draft for additional details. 
These rules, if elected, generally apply to Aispositions of rolslent affiliate shares tine 


occur after December 20, 2002 and on or before February 27, 20 respect of which 
an election is made under subsection 93(1) or (1.2) of the Act ; 


Related Provisions: Reg. 5902(2)— Interpretation; Reg. Spe — Elected 
amount restricted to net surplus‘of affiliate. where shares are disposed of. 


Reg. 
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Forms: T2107: Election for a share disposition in a foreign affiliate. 


(2) For the purposes of paragraphs (1)(a) and (b), 


(a) in determining the exempt surplus or exempt deficit, the tax- 
able surplus or taxable deficit, the underlying foreign tax and the 
net. surplus of a particular foreign affiliate of a taxpayer resident 
in Canada in which any other foreign affiliate of the taxpayer 
has an equity percentage, no amount shall be included in respect 
of any distribution that would be received by the particular affil- 
jate from such other affiliate; and 


(b) if any foreign affiliate of a corporation resident in Canada 

_ has issued shares of more than one class of its capital stock, the 
amount that would be paid as a dividend on the shares of any 
class is such portion of its exempt surplus or exempt deficit and 
its taxable surplus (including underlying foreign tax applicable) 
or taxable deficit (and thus net surplus) as, in the circumstances, 
it might reasonably be expected to have paid on all the shares of 
that class. 


Ugo! Amendment- — ~ Reg. Lee 


e s or exempt deficit, the 
xable Sips: or taxable deficit, , the underlying foreign tax: 
and the net surplus ofa particular foreign affiliate of a tax- 
“ payer resident in Canada in which any other foreign affili- 
“ate of the taxpayer has an equity percentage (within the 
- ‘meaning assigned by subsection 95(4) of the Act), no 
amount shall be included in respect of any distribution that 
would be received by the edie aca ae liate from 4a other 
affiliate, and 


ii) if any foreign affiliate of a geen Bie tie in. oe 
hiptnueabe shares of more. than one class of its ane 


: ne, porti 
: exempt denicit oe its cane surplus Grctading ee eaving 
foreign tax applicable) or taxable deficit (and thus net sur- 
lus) that, in the circumstances, would reasonably be ex- 
ed to have been paid on all the shares of that class; and 


(b) the specified adjustment factor i in respect of a disposition is 
the amount determined ee the formula | . 


& oe dividend i is received by anther ae 


3 is We suephiy © es percentase of the coribvanaan in 
_xespect of the DATHCMAE affiliate ; mung ateay before. the 
_ dividend time. 


ie The August 27, 2010 draft legislation Pa es affiliates), 


Bee Feaitaton note { un 


the ae legislation) a uit i an reassessment to give Shea: to this amendment. 


, 201 0): See under Reg. 5902(1). 


| pees Y¢ ~~ Amendment — Reg. 5902(2) [transitional] 


Replication: See ss. 51 and 52 of the August 27, 2010 draft legislation, reproduced 
under Reg. 5902(1) Proposed Amendment [transitional] above, for Reg. 5902(2) being 

nsitional election is made to use the consolidated net aul rules ae 
d from 2002-09. _ 


al N otes (Sept. 10, 201 0): See ude es 5902(1) (ensnonall, 


Related Provisions: Reg. 5908(1) — Where FA owned by partnership. 
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(3) Where an election under subsection 93(1) of the Act is made by 
a corporation resident in Canada in respect of the disposition of a 
share of the capital stock of a foreign affiliate of the corporation, no 
adjustment shall be made to the affiliate’s exempt surplus, exempt 
deficit, taxable surplus, taxable deficit or underlying foreign tax in 
respect of the corporation as a consequence of the election except as 
provided in subsections 5905(2), (5) and (8). 


Proposed Repeal — Reg. 5902(3) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 41(1), will repeal subsec. 5902(3), applicable in respect of elections made in re- 
spect of dispositions that occur after December 18, 2009. 


See Application note under Proposed Amendment to Reg. 5900(3) for rule (s. 53 of the 
draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1). 


Proposed Amendment — Reg. 5902(3) [transitional] 


Application: See ss. 51 and 52 of the August 27, 2010 draft legislation, reproduced 
under Reg. 5902(1) Proposed Amendment [transitional] above, for how Reg. 5902(3) is 
to be read if a transitional election is made to use the consolidated net surplus rules that 
were proposed from 2002-09. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. 


(4) [Revoked] 


(5) Any election under subsection 93(1) of the Act by a corporation 
resident in Canada in respect of any share of the capital stock of a 
foreign affiliate of the corporation disposed of by it or by another 
foreign affiliate of the corporation shall be made by filing the pre- 
scribed form with the Minister on or before the day that is the later 
of 


(a) December 31, 1989; and 
(b) where the election is made 


(i) in respect of a share disposed of by the corporation, the 
day on or before which the corporation’s return of income for 
its taxation year in which the disposition was made is re- 
quired to be filed pursuant to subsection 150(1) of the Act, or 


(ii) in respect of a share disposed of by another foreign affili- 
ate of the corporation, the day on or before which the corpo- 
ration’s return of income for its taxation year, in which the 
taxation year of the foreign affiliate in which the disposition 
was made ends, is required to be filed pursuant to subsection 
150(1) of the Act, 


as the case may be. 
Related Provisions: Reg. 5908(8)(a) — Reference to ITA 93(1) does not include 
93(1.2). 


Forms: T2107: Election for a share disposition in a foreign affiliate. 


(6) Where at any time a corporation resident in Canada is deemed 
by virtue of subsection 93(1.1) of the Act to have made an election 
under subsection 93(1) of the Act in respect of a share of the capital 
stock of a particular foreign affiliate of the corporation disposed of 
by another foreign affiliate of the corporation, the amount deemed 
to have been designated in the election is hereby prescribed to be 
the lesser of 


(a) the capital gain, if any, otherwise determined in respect of 
the disposition of the share; and 


(b) the amount that could reasonably be expected to have been 
received in respect of the share if the particular affiliate had at 
that time paid dividends the aggregate of which on all shares of 
its capital stock was equal to the amount determined under para- 
graph 5902 (1)(a) to be its net surplus in respect of the corpora- 
tion for the purposes of the election. 


Proposed Amendment — Reg. 5902(6)(b) 


(b) the amount that would reasonably be expected to have been 
received in respect of the share if the particular affiliate had at 
that time paid dividends on all shares of its capital stock the 
total of which was equal to the amount determined under sub- 
paragraph (1)(a)(i) to be its net surplus in respect of the corpo- 
ration for the purposes of the election. 
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Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 41(2), will amend para. 5902(6)(b) to read as above, applicable in respect of 
elections made in respect of dispositions that occur after December 18, 2009. 


See Application note under Proposed Amendment to Reg. 5900(3) for tule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): Paragraph 5902(6)(b) is being amended as a 
consequence of the restructuring of subsection 5902(1) to change the reference to net 
surplus from paragraph 5902(1)(a) to subparagraph 5902(1)(a)(i). 


{See also under Reg. 5902(1) — ed.] 


Proposed Amendment — Reg. 5902(6) [transitional] 


Application: See ss. 5! and 52 of the August 27, 2010 draft legislation, reproduced 
under Reg. 5902(1) Proposed Amendment [transitional] above, for how Reg. 5902(6) is 
to be read in respect of a designated section 93 election that is made to use ahs consoli- 
dated net surplus rules that were proposed from 2002-09. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. _ 


Related Provisions: Reg. 5908(8)(a) — Reference to ITA 93(1) does not include 
93(1.2). 


Proposed Addition — Reg. 5902(6.1) [transitional] 


Application: The August 27, 2010 draft iepilabon (Part 2 — foreign affiliates), s. 52, 
reads as follows: 


52.41) Subsection (2) applies if 


(a)a corporation has made an election under section 51 [of the draft regula- 
tions; see Proposed Amendment — Reg. 5902(1) [transitional] — ed.]; 


(b) the corporation has made an election under subsection 93(1) or (1.2) of 
the Income Tax Act in respect of a disposition of a share of the capital stock 
of a foreign affiliate of the corporation that occurs after December 20, 2002 
and on or before February 27, 2004 (other than a disposition required to be 
made under an agreement in writing made by a vendor on or before Decem- 
ber 20, 2002), or in respect of a disposition that occurs after February 27, 
2004 and that is required to be made under an agreement in writing made by 
a vendor after December 20, 2002 and before February 28, 2004; and 


(c) the corporation elects in writing to apply subsection (2) in respect of all 
of its foreign affiliates and files the election with the Minister of National 
Revenue on or before the day that is the later of the corporation’s filing-due 
date for the corporation’s taxation year that includes the day on which this 
Act is assented to and the day that is one yoae: after the day on which this Act 
is assented to. 


(2) If this subsection applies, section 51 does not apply in respect of dispositions 
referred to in paragraph (1)(b) and the Regulations shall be read, in respect of the 
dispositions, as if section 5902 of the Regulations also contained a subsection 
is 1) that read as follows: 


(6.1) If an election under subsection 93(1) of the Act is made at any time 
by a particular corporation resident in Canada in respect of a share of the 
capital stock of a foreign affiliate (in this subsection referred to as the 

“particular affiliate”) of the particular corporation that is disposed of to the 
particular corporation, to another corporation resident in Canada with 
which the particular corporation does not deal at arm’s length or to another 
foreign affiliate of the particular corporation, the amount of the particular 
affiliate’s exempt surplus or exempt deficit, taxable surplus or taxable def- 
icit, underlying foreign tax and net surplus in respect of the particular cor- 
poration at that time is to be determined under paragraph (1)(a) as if the © 
amount of any dividend referred to in subparagraph (1)(a)(i) or (ii) were 
nil. ; 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. 


History: Cl. 5902(1)(c)(ii)(B) substituted by P.C. 1997-1670, s. 4, November 20, 
1997, Canada Gazette, Part II, December 10, 1997, applicable to 1996 et seq. 

Para. 5902(5)(a) substituted by P.C. 1989-321, s. 1, March 2, 1989, Canada Gazette, 
Part II, March 15, 1989, applicable in respect of 1972 er seq. 

Subsec. 5902(3) substituted, subsec. 5902(4) revoked, subsec. 5902(6) added by P.C. 
1985-467, s. 1, Canada Gazette, Part II, March 6, 1985, applicable in respect of dispo- 
sitions of shares made after November 12, 1981. 

Para. 5902(5)(a) substituted by P.C. 1982-3084, October 7, 1982, Canada Gazette, Part 
II, October 27, 1982, applicable to 1972 et seq. 

Subsec. 5902(5) substituted by P.C. 1980-503, s. 1, February 8, 1980, Canada Gazette, 
Part II, February 27, 1980, effective in respect of 1972 et seq. 

Definitions [Reg. 5902]: “amount” — ITA 248(1), Reg. 5907(7): “arm’s length” — 
ITA 251(1); “capital gain” — ITA 39(1), 248(1); “corporation” —ITA 248(1), Inter- 
pretation Act .35(1); “direct equity percentage’ —ITA 95(4); “disposed” — ITA 
248(1)“disposition”; “disposition”, “dividend” — ITA 248(1); “dividend time” — Reg. 


5902(1); “elected dividend”, “elected share” — Reg. 5902(1); “equity percentage” — 
ITA 95(4); “exempt deficit” — Reg. 5902(1)-(2), (7), 5905(7)(b), 5907(1); “exempt 
surplus” — Reg. 5902(1)-(2), (7), 5905(7)(c), 5907(1); “foreign affiliate” —ITA 


95(1), 248(1), Reg. 5907(3); “foreign tax applicable’ — Reg. 5900(1)(d); “Min- 
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ister” —ITA 248(1); “net surplus” — Reg. 5902(1)-(2), (7), 5907(1); “prescribed” — 
ITA 248(1); “resident in Canada” — ITA 250; “share”, ‘shareholder’ — ITA 248(1); 
“specified adjustment factor” — Reg. 5902(2)(b); “surplus entitlement percentage” — 
Reg. 5905(13); “taxable capital gain” — ITA 38(a), 248(1); “taxable deficit” — Reg. 
5902(1)-(2), (7), 5905(7)(c), 5907(1); “taxable surplus” — Reg. 5902(1)-(2), (7), 
5905(7)(e), 5907(1); “taxation year” —ITA 249; “taxpayer” —ITA 248(1); “underly- 
ing foreign tax” — Reg. 5902(1)-(2), (7), 5907(1); “underlying foreign tax applicable”, 
“whole dividend” — Reg. 5907(1). 


5903. Deductible loss — (1) For the purpose of the description 
of F in the definition “foreign accrual property income” in subsec- 
tion 95(1) of the Act, the amount prescribed to be the deductible 
loss of a particular foreign affiliate of a taxpayer for a taxation year 
and the five immediately preceding taxation years (each of which 
preceding taxation years is referred to in this subsection as a “pre- 
ceding year’’)is the amount, if any, by which 


(a) the total of all amounts each of which is the amount, if any, 
determined in respect of the particular affiliate in respect of a 
preceding year during which it was a controlled foreign affiliate 
of the taxpayer or of a person described in any of subparagraphs 
95(2)(f)(iv) to (vii) of the Act, by which 


(i) the total of the amounts determined for D and E in the 
definition “foreign accrual property income” in subsection 
95(1) of the Act in respect of the particular affiliate for the 
preceding year 


exceeds 


(ii) the total of the amounts determined for A, B and C in the 
definition “foreign accrual property income” in subsection 
95(1) of the Act in respect of the particular affiliate for the 
preceding year 


exceeds the total of 


(b) the total of all amounts each of which is an amount deter- 
mined in respect of the particular affiliate in respect of a preced- 
ing year during which it was a controlled foreign affiliate of the 
taxpayer or of a person described in any of subparagraphs 
95(2)(f)(iv) to (vii) of the Act and equal to the lesser of 


(i) the amount that would be determined for F in the defini- 
tion “foreign accrual property income” in subsection 95(1) of 
the Act in respect of the particular affiliate for the preceding 
year if that amount did not take into account any amount de- 
termined for any of A, B, C, D or E in the definition “foreign 
accrual property income” in subsection 95(1) of the Act in 
respect of the particular affiliate for any taxation year that is 
not a preceding taxation year, and 


(ii) the amount that would be the foreign accrual property in- 
come of the particular affiliate for the preceding year if the 
formula in the definition “foreign accrual property income” 
in subsection 95(1) of the Act were read without reference to 
the variable F; and 


(c) where a payment has been received by the particular foreign 
affiliate and the payment can reasonably be considered to relate 
to a payment described in subsection 5907(1.3) made by another 
foreign affiliate of the taxpayer in respect of a loss, or any por- 
tion of a loss, of the particular affiliate described in the descrip- 
tion of D or E of the definition “foreign accrual property in- 
come” in subsection 95(1) of the Act in respect of any preceding 
year of the particular affiliate, the amount of that loss or portion. 


Related Provisions: ITA 152(6.1) — Reassessment to apply FAPI loss carryback; 
Reg. 5903(2)—(6) — Interpretation. 


(2) For the purpose of subsection 5903(1), each amount referred to 
in paragraph 5903(1)(c) in respect of a controlled foreign affiliate of 
a taxpayer resident in Canada that is not otherwise determined in 
Canadian currency shall be converted to Canadian currency at the 
rate of exchange prevailing on the last day of the affiliate’s taxation 
year in respect of which the amount determined under subsection 


Reg. 
S. 5903(1) 


5903(1) is being used to determine the foreign affiliate’s foreign 
accrual property income as defined in subsection 95(1) of the Act. 


Interpretation Bulletins: IT-95R: Foreign exchange gains and losses. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


(3) Where 


(a) there has been a foreign merger (within the meaning assigned 
by subsection 87(8.1) of the Act) of two or more foreign affili- 
ates of a taxpayer resident in Canada in respect of each of which 
the taxpayer’s surplus entitlement percentage was not less than 
90 per cent immediately before the merger (in this subsection 
referred to as “predecessor affiliates’) to form a new foreign af- 
filiate in respect of which the taxpayer’s surplus entitlement per- 
centage immediately after the merger was not less than 90. per 
cent (in this subsection referred to as the “successor affiliate’’), 
or 


(b) there has been a dissolution of a foreign affiliate (in this sub- 
section referred to as the “predecessor affiliate”) of a taxpayer 
resident in Canada and on the dissolution property of the prede- 
cessor affiliate, the fair market value of which was not less than 
90 per cent of the fair market value of all property of the prede- 
cessor affiliate immediately before the dissolution, was distrib- 
uted to another foreign affiliate (in this subsection referred to as 
the “successor affiliate”) of the taxpayer, 


the successor affiliate shall, in respect of such part of the amount 
determined under subsection 5903(1) to be the deductible loss of a 
predecessor affiliate at the time of the-foreign merger or dissolution 
as may reasonably be considered to have arisen while the taxpayer, 
a person or persons referred to in any of subparagraphs 95(2)(f)(iv) 
to (vii) of the Act, or the taxpayer together with such a person or 
persons, had a surplus entitlement percentage in respect of such 
predecessor affiliate that was not less than 90 per cent, be consid- 
ered to be the same corporation as, and a continuation of, such pred- 
ecessor affiliate. 
History: Subsecs. 5903(1), (3) amended by P.C. 1997-1670, s. 5, November 20, 1997, 
Canada Gazette, Part II, December 10, 1997, applicable to taxation years of a foreign 
affiliate of a taxpayer that begin after 1994, except that 
(a) the subsecs. as amended apply to taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign affiliate in 1994 and after February 22, 1994, unless 
(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 
(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 
That portion of subsec. 5903(3) following para. (b) amended by P.C. 1989-321, s. 2, 
March 2, 1989, Canada Gazette, Part II, March 15, 1989, applicable in respect of amal- 
gamations and mergers occurring after November 12, 1981. 
Subsecs. 5903(1) and (2) substituted, subsec. 5903(3) added, by P.C.. 1985-467, s. 2, 
February 14, 1985, Canada Gazette, Part II, March 6, 1985, subsecs. 5903(1) and (2) 
applicable in computing the foreign accrual property income of a foreign affiliate for 
taxation years of the affiliate ending after November 12, 1981, and subsec. 5903(3) 
applicable in respect of mergers and dissolutions occurring after November 12, 1981. 
Para. 5903(1)(b) substituted by P.C. 1980-503, s. 2, February 8, 1980, Canada Gazette, 
Part II, February 27, 1980, effective in respect of 1976 et seq. 
Definitions [Reg. 5903]: “amount” —ITA 248(1), Reg. 5907(7); “Canadian cur- 
rency” —ITA 261(5)(h)(i)(A); “controlled foreign affiliate’ —ITA 95(1), 248(1), 
Reg. 5907(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “foreign accrual 
property income” — ITA 95(1), (2), 248(1); “foreign accrual property loss” — Reg. 
5903(3), (4); “foreign affiliate’—ITA 95(1), 248(1), Reg. 5907(3); “foreign 
merger” — ITA 87(8.1); “loss” — Reg. 5907(1); “person”, “prescribed”, “property” — 
ITA 248(1); “resident in Canada’ —ITA 250; “surplus entitlement percentage” — 
Reg. 5905(13); “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 
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the description of F in the definition “foreign 
accrual property income” in subsection 95(1) of the Act, subject 
to subsection (2), the prescribed amount for a year (referred to in 
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this subsection and subsection (2) as the “particular year”) is the 
total of all amounts each of which is a portion designated for the 
particular year by, the taxpayer of the foreign accrual property loss 
of the affiliate for a taxation year of the affiliate that is 


(a) one of the twenty taxation years of the affiliate that imme- 
diately precede the particular year; or 


(b) one of the three taxation years of the affiliate that immedi- 
ately follow the particular year. 
Technical Notes (Sept. 10, 2010): Subsection 95(1) of the Act defines FAPI of a 
foreign affiliate of a taxpayer. FAPI is reduced by variable F, which is currently 
described by reference to the “deductible loss” of the affiliate, as determined under 
section 5903. 


Under current section 5903, the deductible loss of a foreign affiliate includes FAPLs 
of the affiliate for each of the five immediately preceding taxation years. Current 
rules also ensure that FAPLs are included in the amount of the deductible loss of a 
foreign affiliate of a taxpayer only where the affiliate is a controlled foreign affiliate 
of the taxpayer, or of a person described in “old” subparagraphs 95(2)(D(tv) to (vii) 
of the Act, during the year the loss was incurred. As well, current rules prevent active 
business losses from being part of a deductible loss of a foreign affiliate. 

Section 5903 is being amended in a number of ways. These changes can generally be 
grouped into the following categories: 


¢ FAPL carryforward and carryback periods; 
¢ loss claim mechanics; 
¢ FAPL computation; 


* consequential amendments to reflect Budget 2007 Act changes. 


Amended subsection 5903(1) allows a taxpayer to designate an amount for a particu- 
lar year in respect of the FAPLs of the affiliate for the twenty taxation years immedi- 
ately preceding the particular year and the three taxation years immediately follow- 
ing the particular year. Thus, amended subsection 5903(1) will both extend the FAPL 
carryforward period from 5 to 20 years and provide for a 3 year carryback. However, 
see below under “Application” for a discussion of the transitional rules. 


Related Provisions: ITA 152(6.1) — Reassessment to apply FAPL carryback; 
ITA 161(7)(a)(xii), 161(7)(b)Gii), 164(5)(h.4), (k) — Interest calculation. on. .car- 
ryback of FAPL; Reg. 5903(2)-(7) — Interpretation. 


(2) [FAPL restrictions] — For the purposes of this subsection 
and subsection (1), 


(a) a portion of a foreign accrual property loss of the affiliate 
for any taxation year of the affiliate may be designated for the 
particular year only to the extent that the foreign accrual pro- 
perty loss exceeds the total of all amounts each of which is a 
portion, of the foreign accrual property loss, designated by the 
taxpayer for a taxation year of the affiliate that precedes the 
particular year; 


(b) no portion of the foreign accrual property loss of the affili- 
ate for a taxation year of the affiliate is to be designated for the 
particular year until the foreign accrual property losses of the 
affiliate for the preceding taxation years referred to in para- 
graph (1)(a) have been fully designated; and 


(c) if any person or partnership that was, at the end of a taxa- 
tion year (referred to in this paragraph as the “relevant loss 


year”) of the affiliate, a relevant person or partnership in re- 


spect of the taxpayer designates for a taxation year (referred to 
in this paragraph as the “relevant claim year”) of the affiliate a 
particular portion of the foreign accrual property loss of the 
affiliate for the relevant loss year, there is deemed to have been 
designated for the relevant claim year by the taxpayer the por- 
tion of that loss that is the greater of 


(i) the particular portion, and 


(ii) the greatest of the portions of that loss that are so desig- 
nated by any other relevant persons or partnerships in re- 
spect of the taxpayer. 


Technical Notes (Sept. 10, 2010): Amended subsection 5903(2) does two main 
things. First, in paragraphs 5903(2)(a) and (b), it aligns the loss claim mechanics in 
respect of FAPLs more closely with the rules applicable to losses in a domestic con- 
text — those found in subsections 111(1) and 111(3) of the Act. Second, in para- 
graph 5903(2)(c), it provides for a group claim rule. 


The group claim rule is a concept under which a designation by any “relevant person 
or partnership” of a FAPL of a particular affiliate will be deemed to be a designation 
of the taxpayer in respect of the affiliate. For example, if a particular affiliate is 
owned by both Canco 1 and Canco 2, and Canco 2 is a “relevant person or partner- 
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ship” in respect of Canco 1, an amount of FAPL that is designated by Canco 2 will 
be deemed to have been designated by Canco | where Canco | does not itself make a 
designation. This group claim rule is aimed at preventing the duplication of losses 
through non-arm’ s length transfers of the shares of the foreign affiliate. 


(3) [“Foreign accrual property loss”] — For the purposes of 
this section, and subject to subsection (4), “foreign accrual pro- 
perty loss” of the affiliate for a taxation year of the affiliate 
means 


(a) where, at the end of the year, the affiliate is a controlled 
foreign affiliate of a person or partnership that is, at the end of 
the year, a relevant person or partnership in respect of the tax- 
payer, the amount, if any, by which 


(i) the total of the amounts determined for D, E, G and H in 
the formula in the definition “foreign accrual property in- 
come” in subsection 95(1) of the Act in respect of the affili- 
ate for the year 


exceeds 


(ii) the total of the amounts determined for A to C in that 
formula in that definition in respect of the affiliate for the 
year; and 


(b) i in any other case, nil, 


Technical Notes (Sept. 10, 201 a Amended subsection 5903(3) defines the 
FAPL of an affiliate of a taxpayer for a taxation year. Where, at the end of the taxa- 
tion year, an affiliate is a controlled foreign affiliate of a relevant person or partner- 
ship i in respect of the taxpayer (which includes the taxpayer), the FAPL of the affili- 
ate is the amount, if any, by which the total of all amounts represented by variables 
D, E, G and H in the FAPI definition in subsection 95(1) of the Act exceeds the total 
of all amounts represented by variables A, A.1, A.2, B and C of that definition. The 
current rules only include variables A, B, C, D and E in the a of a FAPL, 
under paragraph 5903(1)(a). 


Related Provisions: ITA 152(6.1) — Reassessment to apply FAPL carryback. 


(4) [Certain losses deemed nil] — In computing under sub- 
section (3) the foreign accrual property loss of the affiliate for a 
taxation year, if the affiliate or another corporation receives a pay- 
ment described in subsection 5907(1.3) from a non-resident cor- 
poration that is, at the time of the payment, a foreign affiliate of a 
relevant person or partnership in respect of the taxpayer and any 
portion of the payment can reasonably be considered to relate to a 
loss or portion of a loss of the affiliate for the year described in 
the description of D or E in the definition “foreign accrual pro- 
perty income” in subsection 95(1) of the Act, the amount of the 
loss or portion of the loss is deemed to be nil. 

Technical Notes (Sept. 10, 2010): New subsection 5903(4) is substantively 
similar to existing paragraph 5903(1)(c). It is being amended as a consequence of the 
restructuring of section 5903 and to broaden its application to include foreign affili- 
ates of a relevant person or partnership, as defined in new subsection 5903(6). 


(5) [Mergers and windups] — For the purpose of this section, 


(a) if there is a foreign merger (within the meaning assigned by 
subsection 87(8.1) of the Act) of two or more foreign affiliates 
of a taxpayer resident in Canada in respect of each of which 
the taxpayer’s surplus entitlement percentage immediately 
before the merger is not less than 90 per cent to form one cor- 
porate entity in respect of which the taxpayer’ s surplus entitle- 
ment percentage immediately after the merger is not less than 
90 per cent, the corporate entity is deemed to be the same cor- 
poration as, and a continuation of, each of those predecessor 
affiliates; and 


(b) if there is a liquidation and dicsolciom of a foreign affiliate 

of a taxpayer resident in Canada in respect of which the tax- 

payer’s surplus entitlement percentage immediately before the - 
liquidation and dissolution is not less than 90 per cent into an- 
other foreign affiliate of the taxpayer in respect of which the 

taxpayer’s surplus entitlement percentage immediately before 

and immediately after the liquidation and dissolution is not 

less than 90 per cent, the other affiliate is deemed to be the 

same corporation as, and a continuation of, that predecessor 

affiliate. 


Technical Notes (Sept. 10, 2010): New subsection 5903(5) provides that a 
predecessor affiliate’s FAPLs may flow through to a successor affiliate following a 
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_ relevant person is deemed to have existed and not to have dealt 
at arm’s length with the partici person, nor with each ante- 
cedent corporation (other than a designated acquired corpora- 

_ tion of the particular person) of the particular person, through- 
Out the ies that” — when the particular person or the 
_as the case may bers Came antes exis- 


: t. 10, 2010): New a 
t, and is an ernie ’ 


read without reference to its para. 5903(2)(b); 


er provided the 


f the Z hee which is a key oe of the so-called 
: fy of he Ac 


e Incl : For oe . usposes, + of, 


Reg. 
S: 5903 


para. 5903(3)(a) is, in its application to taxation years of the ene affiliate 
begin before December 19, 2009, to be read as : 


(a) where, at the end of the year, the affiliate is a c 
__ate of a person or partnership that is, at the end 
person or ee in respect of the — 


lled fascial affili- 


(i) the total of the amounts deienained for D and Ei 
ihe definition “foreign accrual Property income” in 
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_ section 87(1) of the Aes ofa 
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(e) any predecessor cr secion Gvithin the meaning aint y. : 
‘graph t — 2) of the ae of a person described i in any of oe 
eo. 

Oi in its application | io ination: yous ‘that cae hie Dy cciibes 19, 2009, s. 
5903 i is to be read without reference to its subsec. (7). . 


See Application 1 note under Proposed Amendment to Reg. 59006) for rule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010 Seetion 5903, generally applies for taxation 
years of foreign affiliates that begin after 1 November 1999, however there are anum- _ 
ber o xceptions. Most of these exceptions preserve the application of draft propos- 
als issued in March 2001 for periods before December 18, 2009. Another key excep- 
tion provides for a gradual transition of the FAPL carryforward period from the 


existing 5 years to 7 years then 10 and, finally, 20 years, 


The hehe vena ee the oe ‘of certain —_ of new section — 


The Mosadion of ee Abroad in the context of a FAPL carrybac! 
/ Yee by the Oe ne ei _ 


), Canco can designate in year | an amount of FAPL 
lowing taxation years. However, under the definition 
$903(3), FA has to be a controlled foreign affiliate of a 
partnership i in respect of Canco at the end of year 3. 


ibser sence of new paragraph 5903(6)(d), Newco would not be a relevant 
son or partnership in respect of Canco at the end of year 3 since Canco is not 
red to exist for the purposes of the Act and, therefore, it could not be said 
‘ewco was not dealing at arm’s length with Canco under paragraph (a) of 
hat definition at the end of year 3. Also, Newco is not an an ecedenit corporation 
in respect of Canco, it is a successor. | 
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Under new subsection 5903(6)(d), since Newco is, at the end of year 3, a corpo- 
ration of which Canco is an antecedent corporation, Newco is a relevant person 
or partnership in respect of Canco in year 3. Consequently, Canco would be able 
to carry back the amount of FAPL realized by FA in year 3 to year | 


Example 2 


The application of paragraph 5903(7)(b) in the context = a 1 FAPL carryback i is... 
illustrated by the following — . 


Assumptions: 


1. In year 1, Canco 1, a corporation resident i in Canada, wns all of the shares of _ 
Canco 2, another corporation resident in Canada, which in turn owns all of the 
shares of FA, a non-resident corporation. In ee 1, FA earns ss of 
$1,000,000. 


2. On January 1* of year 2, Amalco is formed as a sath ofa vertical amalgama 
tion of Canco | and Canco 2. 


3. On January 1 of year 3, Amalco forms Canco 4 
Canada, and transfers the shares of FA to Canco 3. 


4. In year 3, FA realizes a FAPL of $1,000,000. 


Analysis: 


oration resident | 


Under subsection 5903(1), Canco 2 can deseuels in cn lan i aca dai is - 
FAPL of FA for the 3 following taxation yes Under as definition of F, i 


FAPL vis-a-vis Canco 2 only if FA is a doneoiied fore 
person or partnership in respect of Canco 2 at the en 
year 3, FA is a controlled foreign = of Canco 3. 


that it did not exist at that time. Also, ee 5903(7) 
to be in existence and not to be dealing at arm’s length with Canco 
because Canco 3 is not an antecedent corporation of Canco 1. 


Paragraph 5903(7)(b) ensures ‘that, because Amalco (the oneara of which 
Canco 2— fe ‘particular person” — is an tecedent corporation) was not deal- 


Canco 2 to apply the FAPL of year 3 to year 1. 


Definitions: “amount” — ITA 248(1), Reg. ee: Dantoeedeat corporation’ : 
ITA 95(1); “arm’s length’ —ITA 2511); “contro: lied Se ante ee 
95(1), Reg. 5907(1); “corporation” — IT. S 

nated acquired corporation”, “entity” — IT. 
loss” — Reg. 5903(3), (4); “foreign affiliate” 
“loss” — Reg. 5907(1); “non-resident” — ITA 24! 
perty” — ITA 248(1); “relevant person of partnership” > __ Reg. 5¢ 
Canada” — ITA 250; “surplus entitlement percentage” — Reg. oe? “taxati 
year” —ITA 249; “taxpayer” — ITA 248(1). _ 


5904. Participating percentage — (1) For the purpose of sub- 
paragraph (b)(ii) of the definition “participating percentage” in sub- 
section 95(1) of the Act, the participating percentage of a particular 
share owned by a taxpayer of the capital stock of a corporation in 
respect of any foreign affiliate of the taxpayer that was, at the end 
of its taxation year, a controlled foreign affiliate of the taxpayer is 
prescribed to be the percentage that would be the taxpayer’s equity 
percentage in the affiliate at that time on the assumption that 


(a) the taxpayer owned no shares other than the particular share; 


(b) the direct equity percentage of a person in any foreign affili- 
ate of the taxpayer, for which the total of the distribution entitle- 
ments of all the shares of all classes of the capital stock of the 
affiliate was greater than nil, was determined by the following 
rules and not by the rules contained in the definition “direct eq- 
uity percentage” in subsection 95(4) of the Act: 


(i) for each class of the capital stock of the affiliate, deter- 
mine that amount that is the proportion of the distribution en- 
titlement of all the shares of that class that the number of 
shares of that class owned by that person is of all the issued 
shares of that class, and 


(11) determine the proportion that 


(A) the aggregate of the amounts determined under sub- 
paragraph 5904(1)(b) (4) for each class of the capital stock 
of the affiliate 
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is of 
(B) the aggregate of the distribution entitlements of all the 


issued shares of all classes of the capital stock of the 
affiliate 


and the proportion determined under subparagraph 
5904(1)(b)(ii) when expressed as a percentage is that person’s 
direct equity percentage in the affiliate; and 


(c) the direct equity percentage of a person in any foreign affili- 
ate of the taxpayer, for which the total of the distribution entitle- 
ments of all the shares of all classes of the capital stock of the 
affiliate was not greater than nil, was determined by the rules 
contained in the definition “direct equity percentage” in subsec- 
tion 95(4) of the Act. 


Related Provisions: Reg. 5904(2) — Distribution entitlement. 


History: That portion of subsec. 5904(1) before subpara (b)(i), and para. (c), amended 
by P.C. 1997-1670, subsecs. 6(1), (2), November 20, 1997, Canada Gazette, Part I, 
December 10, 1997, applicable to taxation years of a foreign affiliate of a taxpayer that 
begin after 1994, except that 


(a) the amended portions apply to taxation years of a foreign affiliate of a taxpayer 
that end after 1994 where there has been a change in the taxation year of the for- 
eign affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


All that portion of para. 5904(1)(b) preceding subpara. (i), and para. 5904(1)(c) substi- 
tuted by P.C. 1980-503, s. 3, February 8, 1980, Canada Gazette, Part Il, February 27, 
1980, effective in respect of 1976 et seq. 


(2) For the purposes of this section, the distribution entitlement of 
all the shares of a class of the capital stock of a foreign affiliate of 
the taxpayer at the end of its taxation year is the aggregate of 


(a) the distributions made during the year by the affiliate to 
holders of shares of that class; and 


(b) the amount that the affiliate might reasonably be expected to 
distribute to holders of shares of that class immediately after the 
end of the year if at that time it had distributed to its sharehold- 
ers an amount equal to the aggregate of 


(i) the amount, if any, by which the net surplus of the affiliate 
in respect of the taxpayer at the end of the year, computed as 
though any adjustments resulting from the provisions of sec- 
tions 5902 and 5905 and subsections 5907(2.1) and (2.2) and 
any references thereto during the year were ignored, exceeds 
the net surplus of the affiliate in respect of the taxpayer at the 
end of its immediately preceding taxation year, and 


(ii) the amount that the affiliate would receive if at that time 
each controlled foreign affiliate of the taxpayer in which the 
affiliate had an equity percentage had distributed to its share- 
holders an amount equal to the aggregate of 


(A) the amount that would be determined under subpara- 
graph 5904(2)(b)() for the controlled foreign affiliate if 
the controlled foreign affiliate were the foreign affiliate 
referred to in subparagraph 5904(2)(b)(1), for each of the 
taxation years of the controlled foreign affiliate ending in 
the taxation year of the affiliate, and 


(B) each such amount that the controlled foreign affiliate 

would receive from any other controlled foreign affiliate 

of the taxpayer in which it had an equity percentage. 
Related Provisions: Reg. 5904(3) — Interpretation. 


History: Subpara. 5904(2)(b)(i) substituted by P.C. 1978-3599, s. 1, November 30, 
1978, Canada Gazette, Part II, December 13, 1978, effective for 1978 et seq. 


(3) For the purposes of subsection 5904(2), 


(a) the net surplus of a foreign affiliate of a taxpayer who is an 
individual, in respect of that individual, shall be computed as if 
that individual were a corporation resident in Canada; 


1960 
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Proposed “Amendment — Reg. 5904(3)(a)_ 


(a) the net surplu of ¢ a foreign ; affiliate of a person resident in 

Canada is, in respect. of that person, to be computed as if that 

person were a corporation resident in Canada; 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), s 


43, will amend para, $904(3)(a) to read as above, applicable to taxation years . 
hoe ueue of a ae is ae) ge ae 1999, 


tion 5904(2). Subsection 
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(b) in computing the net surplus of a particular foreign affiliate 
of a taxpayer resident in Canada in which any other foreign af- 
filiate of the taxpayer has an equity percentage, no amount shall 
be included in respect of any distribution that would be received 
by the particular affiliate from such other affiliate; 


(c) if any controlled foreign affiliate of a taxpayer resident in 
Canada has issued shares of more than one class of its capital 
stock, the amount that would be distributed to the holders of 
shares of any class is such portion of the amount determined 
under subparagraph 5904(2)(b)(ii) as, in the circumstances, it 
might reasonably be expected to distribute to the holders of 
those shares; and 


(d) in determining the distribution entitlement 


(i) of a class of shares of the capital stock of a foreign affili- 
ate that is entitled to cumulative dividends, the amount of 
any distribution referred to in paragraph (2)(a) shall be 
deemed not to include any distribution in respect of such 
class that is, or would, if it were made, be referable to profits 
of a preceding taxation year, and 


(ii) of any other class of shares of the capital stock of the 
affiliate, the net surplus of the affiliate at the end of the year 
referred to in subparagraph (2)(b)(i) shall be deemed not to 
have been reduced by any distribution described in subpara- 
graph (i) with respect to a class of shares that is entitled to 
cumulative dividends to the extent that the distribution was 
referable to profits of a preceding taxation year. 
Definitions [Reg. 5904]: “amount” —ITA 248(1), Reg. 5907(7); “class” —ITA 
248(6); “controlled foreign affiliate’ —ITA 95(1), 248(1), Reg. 5907(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1); “direct equity percentage” — Reg. 
5904(1)(b); “distribution entitlement” — Reg. 5904(2); “dividend” — ITA 248(1); “eq- 
uity percentage” — ITA 95(4); “foreign affiliate’ — ITA 95(1), 248(1), Reg. 5907(3); 
“individual” —ITA 248(1); “net surplus’ — Reg. 5902(1)-(2), (7), 5904(3)(a), 
5907(1); “person”, “prescribed” —ITA 248(1); “resident in Canada” —ITA 250; 
“share”, “shareholder” — ITA 248(1); “taxation year” —ITA 249; “taxpayer” —ITA 
248(1). 


5905. Special rules — (1) [Corporation or FA acquiring 
shares of another FA] — Where at any time, other than in the 
course of a transaction to which subsection (2) or (5) applies, a cor- 
poration resident in Canada or a foreign affiliate of such a corpora- 
tion acquires in any manner whatever shares of the capital stock of 
another corporation that was a foreign affiliate of the corporation 
immediately before that time (in this subsection referred to as the 
“acquired affiliate”) and as a result thereof the surplus entitlement 
percentage of the corporation in respect of the acquired affiliate in- 
creases, for the purposes of this Part, the exempt surplus or exempt 
deficit, the taxable surplus or taxable deficit and the underlying for- 
eign tax, in respect of the corporation, of the acquired affiliate and 
of each other foreign affiliate of the corporation in which the ac- 


Reg. 
S. 5905(1) 


quired affiliate has an equity percentage (in this subsection referred 
to as the “other affiliate”), other than an acquired affiliate or other 
affiliate in respect of which subsection (8) applies, shall at that time 
be reduced to the proportion of the amount thereof otherwise deter- 
mined that 


(a) the surplus entitlement percentage immediately before that 
time of the corporation in respect of the acquired affiliate or the 
other affiliate, as the case may be, determined on the assumption 
that the taxation year of the acquired affiliate or the other affili- 
ate, as the case may be, that otherwise would have included that 
time had ended immediately before that time, 
is of 

(b) the surplus entitlement percentage immediately after that 
time of the corporation in respect of the acquired affiliate or the 
other affiliate, as the case may be, determined on the assumption 
that the taxation year of the acquired affiliate or the other affili- 
ate, as the case may be, that otherwise would have included that 
time had ended immediately after that time, 
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and, for the purposes of the definitions “exempt deficit”, “exempt 
surplus”, “taxable deficit’, “taxable surplus” and ‘ ‘underlying for- 
eign tax” in subsection 5907(1), those reduced amounts are referred 
to as the opening exempt deficit, opening exempt surplus, opening 
taxable deficit, opening taxable surplus and opening underlying for- 
eign tax, as the case may be, of each of those affiliates in respect of 
the oe les 


Proposed Amendment - _ ‘Reg. 5905(1) 


(1) [Corporation or FA ac shat 
any time, there is an acquisition or a disposition of shares of the 
capital stock of a particular foreign affiliate of a corporation resi- 
dent in Canada and the surplus entitlement percentage of the cor- 
poration in respect of the particular foreign affiliate or any other 
foreign affiliate (the particular affiliate and those other affiliates 
being referred to individually in this subsection as a “relevant af- 
filiate”) of the corporation in which the particular affiliate has an 
equity percentage (within the meaning assigned by roe dee 
95(4) of the Act) changes, for the purposes of the definitions “‘e 
empt surplus”, “taxable surplus” and “underlying foreign tax” 
subsection 5907(1), each of the opening exempt surplus or abe: 
ing exempt deficit, opening taxable surplus or opening taxable 
deficit, and opening underlying foreign tax, as the case may be, of 
the relevant affiliate in respect of the corporation is, except where 
the acquisition or disposition occurs in a transaction to which par- 
agraph (3)(a) or subsection (5) or (5.1) applies, the amount deter- 
mney at that time by the formula 


AxB/C . 


e amount of that surplus, deficit or tax, as the case ae be, 
Twise oo at that time; 


surplus entitlement ‘percentage ee 
in oe of a. re fant aa, _ 


dcauisitions: and ee Ss that occur after 
See Application note under Pre posed Amendment to Reg. 5900(3) for rule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 
Technical Notes (Sept. 10, 2010): Section 5905 provides special rules for the 
purposes of determining surpluses and deficits and underlying foreign tax balances of 
a foreign affiliate in the context of certain share transactions and corporate reorgani- 
zations. See the discussion under section 5902 for a more complete description of the 
current functions of section see ae a Sages description of certain proposed 
changes in respect thereof. — 


Subsections 5905(1), (2), (8) and (9) currently provide rules for resetting the amount 
of the exempt surplus or deficit, taxable surplus or deficit and underlying foreign tax, 
in respect of a corporation resident in Canada, of any particular foreign affiliate of 
the corporation (and, in general, of each other foreign affiliate of the corporation in 
which the particular affiliate has an equity percentage) in cases where the surplus 
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entitlement percentage of the corporation in respect of the particular affiliate in- 
creases or decreases because of certain acquisitions, redemptions or issuances in re- 
spect of shares of the particular affiliate. 


As noted above in the discussion under section 5902, the feature of some of these 
subsections that adjusts surplus balances as a result of subsection 93(1) adjustments 
is being moved to section 5902. The remaining aspects of these rules are being com- 
bined in new subsection 5905(1). Subsections (2), (8) and (9) are being repealed. 
Amended subsection 5905(1) will also adjust certain surplus balances in the context 
of a foreign merger, as described below under subsection 5905(3). 


These amendments will apply for acquisitions and dispositions, and certain other 
more specific categories of transactions, that occur after December 18, 2009. 


{See also under Reg. 5902(1) —ed.] 


Related Provisions: Reg. 5908(2) — Deoned dieses on change in FA shares 
owned through partnership. 


Proposed Amendment — Reg. 5905(1) [transitional] — 


Application: The August 27, 2010 draft legislation a 2 — — 8. SI, 
reads as follows: 


51. Subject to section 52, if a corporation Bina in Canada He oe in writing in 
respect of all of its foreign affiliates and fi les the election with the Minister of 
National Revenue on or before the day that is the later of the corporation's fil- 
ing-due date for the corporation's taxation year that includes the day on which 
this Act is assented to and the day that is one year er th yon which this Act 
is assented to, the following rules apply, namely, ) j 


(a) [see Proposed Amendment — Reg. 5902(1 ) [transitional] - — ed.] 


(b) in respect of acquisitions that occur after February 27, 2004 and before . 
December 19, 2009, subsection 5905(1) of the Regulations is to be read as 
follows: 


5905. (1) If, at any time, other than in the course of a transaction to 
which subsection (2) or (5) applies, a corporation f resident in Canada 
or a foreign affiliate of such a corporation a 
whatever shares of the capital stock of another corporation that was, 
immediately after that time, a foreign affiliate of the corporation (in 
this subsection referred to as the “acquired affiliate”) and as a result of 


that acquisition the surplus entitlement percentage of the corporation _ 


in respect of the acquired affiliate and in respect of any other foreign 


affiliate of the corporation resident in Canada (the acquired affiliate — , 


and each such other foreign affiliate each being referred to in this sub- 


section as the “particular relevant ce -_) increases, the - . 


lowing rules apply: 


(a) for the purposes of this Part, the amount of the exempt surplus a 


or exempt deficit, the taxable surplus or taxable deficit, and the 
underlying foreign tax, in respect of the corporation, of the partic- _ 
ular relevant foreign affiliate is (unless subsection (8) applies to 
the particular relevant foreign affiliate because of the acquisition 
of the shares) to be, at that time, adjusted to become the propor- 
tion of that iden determined without making this a 
that 


(i) the surplus entitlement percentage, immediately netote 


that time, of the corporation in respect of the particular rele- 


vant foreign affiliate, determined on the assumption that the 
taxation year of the particular relevant foreign affiliate that 
otherwise would have included that time had ended immedi- 
ately before that time 
is of _ 

(ii) the surplus entitlement percentage, immediately after that 
time, of the corporation in respect of the particular relevant 
foreign affiliate, determined on the assumption that the taxa- 
tion year of the particular relevant foreign affiliate that other- 
wise would have included that time had ended immediately 
after that time, and 


(b) for the purposes of applying the definitions “exempt deficit”, 
“exempt surplus’”’, “taxable deficit”, “taxable surplus” and “under- 
lying foreign tax” in subsection 5907(1), the adjusted amounts de- 
termined under paragraph (a) are deemed to be the opening ex- 
empt deficit, opening exempt surplus, opening taxable deficit, 
opening taxable surplus and opening underlying foreign tax, as 
the case may be, of the particular relevant foreign affiliate, in re- 
spect of the corporation. 


(c) in respect of dispositions in respect of which a designated section 93 
election [defined in para. (a) above, reproduced under Proposed Amend- . 
ment — Reg. 5902(1) [transitional] —ed.] was made, 
(i) subsection 5905(2) of the Regulations is to be read as follows: 
(2) If at any time (referred to in this subsection as the “disposition 
time”) a particular foreign affiliate of a corporation resident in 


Canada redeems, acquires or cancels (other than a redemption, an 
acquisition or a cancellation in respect of which an adjustment has. 


res in any manner 
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previously been made under this subsection or subsection (1) as it 
read prior to November 13, 1981) in any manner whatever (other- 


' wise than by way of a winding-up) one or more shares (referred to 


in this subsection and subsections (16) to (23) as “disposed 
shares”) of any class of its capital stock, the following rules 
apply: 
(a) if, because of an election made by ier corporation ie 
subsection 93(1) of the Act in respect of the disposition of the 


disposed shares, a dividend (referred to in this subsection and oc 
subsections (18) and (21) as the “disposition dividend”) is 


deemed to have been received on the disposed shares, by the 


corporation or by another foreign affiliate of the corporation, 


for the purpose of the adjustment required by paragraph (b), 


(i) in computing the exempt surplus, in ‘respect of the cor-_ 
poration resident in Canada, of the particular foreign af- 
filiate or of another foreign affiliate (the particular for- — 
eign affiliate and each such other foreign affiliate being 
referred to in this subsection and subsections (16) to (23) 
as the “particular relevant foreign affiliate”) of the corpo- 
- ration resident in Canada in which the particular foreign 
affiliate has an equity percentage at the time (referred to 
in this subsection and subsections (16) to (22) as the 
“balance adjustment time’) that is immediately before the 
disposition time, there is to be included, under pili 
graph (v) of the description of B in the definition “ 
-_empt surplus” in subsection 5907(1), the total of 
~ (A) the amount of the exempt surplus reduction, in 
respect of the corporation resident in Canada, of the 
particular relevant foreign ae dean: of ae 
disposed shares, ’ 


(B) the amount of the exempt dea ee: in re- 
spect of the corporation resident in Canada, of the 
particular relevant foreign aay in 

_ disposed shares, and 


(C) the amount of the taxable deficit allocation, in 

respect of the corporation resident in Canada, of the 

-__ particular relevant foreign. ae in ree of the 
disposed shares, Ls 


Gin computing the particular lis foreign affiliate’s 

taxable surplus, in respect of the corporation resident in 

Canada, at the balance adjustment time, there is to be in- 

cluded, under subparagraph (v) of the description of B in 

- the definition “taxable surplus” in subsection 5907(1), 
of 


the me relevant foreign affiliate, in Let of 
the disposed shares, : 


(B) an amount equal to the taxable deficit reduction, 

_in respect of the corporation resident in Canada, of 

_ the particular relevant foreign affiliate, in ceregt of 
the disposed shares, and. 


(C) an amount equal to the exempt deficit allocation, 
in respect of the corporation resident in Canada, of 
the particular relevant foreign affiliate, in Me of 
the disposed shares, — 


__ (ili) in computing the particular relevant foreign affili- 
~ate’s underlying foreign tax, in respect of the corporation 
resident in Canada, at the balance adjustment time, there 
is to be included, under subparagraph (iii) of the descrip: : 
tion of B in the definition “underlying foreign, tax" in 
subsection 5907(1), the total of : 


(A) the amount determined by the formula (which i ley a 
deemed to be nil, if, in respect of the particular rele- — 
. vant foreign affiliate, the value deter 

~ the formula is nil) - 


ris Aas ¥ 


A/BxXCxXD 
where > 
A is the portion of the particular relevant foreign 
| affiliate’s underlying foreign tax, in respect of © 
the corporation resident in Canada, at the bal- 
ance adjustment time, that may reasonably be 
considered to have been included in computing 
the particular foreign affiliate’s consolidated un- 
derlying foreign tax (as determined under sub- 
paragraph 5902(1)(c)), in respect of the corpora- 
tion fesident in Canada, in Hog os ue the s 
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05(4) of the Regulations is to be read as follows 
rpose of subsection (3), . 
any time, a foreign affiliate of a corporation resident 
ada disposes of one or more shares (referred to in this 
ion and subsections (16) to (23) as the “disposed 
es”) of a class of the capital stock of a predecessor corpo- 
ration and the foreign affiliate is, because of an election made _ 
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Cis the total of all amounts each of which is the 
amount, determined by paragraph 5900(1)(d), to 
be the amount of foreign tax applicable to the 
portion of the disposition dividend prescribed to 
have been paid out of the taxable surplus of the 
issuing foreign affiliate, that relates to a disposed 
share, in respect of the disposition, and 


D_ is the specified adjustment factor, in respect of 
the corporation resident in Canada, in respect of 
the particular relevant foreign affiliate of the cor- 
poration resident in Canada, of the foreign affili- 
ate of the corporation resident in Canada that 
disposed of the disposed shares, in respect of the 
disposition of the disposed shares, and 


(B) the amount of the underlying foreign tax reduc- 
tion in respect of the corporation resident in Canada, 
of the particular relevant foreign affiliate, in respect 
of the disposition of the disposed shares, 


(iv) in computing the exempt deficit, in respect of the 
corporation resident in Canada, of the particular relevant 
foreign affiliate, at the balance adjustment time, there is 
to be included, under subparagraph (vi.1) of the descrip- 
tion of A in the definition “exempt surplus” in subsection 
5907(1), an amount equal to the exempt deficit, in respect 
of the corporation resident in Canada, immediately 
before that time, of the particular relevant foreign affili- 
ate, and : : 


(v) in computing the particular relevant foreign affiliate’s 
taxable deficit, in respect of the corporation resident in 
Canada, at the balance adjustment time, there is to be in- 
cluded, under subparagraph (iv.1) of the description of A 
in the definition “taxable surplus” in subsection 5907(1), 
an amount equal to the taxable deficit, in respect of the 
corporation resident in Canada, immediately before that 
time, of the particular relevant foreign affiliate; and 


(b) the amount, at the balance adjustment time, of exempt 
surplus, exempt deficit, taxable surplus, taxable deficit and 
underlying foreign tax, in respect of the corporation resident 
in Canada, of the particular relevant foreign affiliate is to be 
adjusted to become the proportion of that amount, determined 
without making that adjustment, that 


(i) the surplus entitlement percentage, at the balance ad- 
justment time, of the corporation resident in Canada, in 
respect of the particular relevant foreign affiliate, deter- 
mined on the assumption that the taxation year, of the 
particular relevant foreign affiliate that otherwise would 
have included that time, had ended immediately before 
that time 


is of 


(ii) the surplus entitlement percentage, immediately after 
the time of the disposition, of the corporation resident in 
Canada, in respect of the particular relevant foreign affili- 
ate, determined on the assumption that the taxation year, 
of the particular relevant foreign affiliate, that otherwise 
would have included the balance adjustment time, had 
ended at the time of the disposition. 


(iii) the portion of subsection 5905(5) of the Regulations between 


affiliate at the time (referred to in this subsection and 
subsections (16) to (22) as the “balance adjustment 
time’’) that is immediately before the disposition time, the 
following rules apply: 


(A) if the particular relevant foreign affiliate has, at 
the balance adjustment time, an amount of exempt 
surplus, in respect of the corporation resident in Can- 
ada, and the issuing foreign affiliate has, at that time, 
an amount of consolidated exempt surplus (as deter- 
mined under paragraph 5902(1)(a)), in respect of the 
corporation resident in Canada, in respect of the dis- 
position of the disposed share that is equal to or 
greater than the amount of its consolidated exempt 
deficit (as determined under paragraph 5902(1)(b)), 
in respect of the corporation resident in Canada, in 
respect of the disposition of the disposed shares, 
there is to be included under subparagraph (v) of the 

_ description of B in the definition “exempt surplus” in 
subsection 5907(1), the amount determined by the 
formula 


AIBxC/D 
where 


A is the portion of the amount of the particular rel- 
evant foreign affiliate’s exempt surplus, in re- 
spect of the predecessor corporation, at the bal- 
ance adjustment time, that may reasonably be 
considered to have been included in computing 
the amount of the issuing foreign affiliate’s con- 
solidated exempt surplus (as determined under 
paragraph 5902(1)(a)), in respect of the prede- 
cessor corporation, in respect of the disposition 
of the disposed shares, — 


Bis the amount of the issuing foreign affiliate’s 
consolidated exempt surplus (as determined 
__under paragraph 5902(1)(a)), in respect of the 
_ predecessor corporation, in respect of the dispo- 
sition of the disposed shares, 


C_is the portion, of the disposition dividend that is, 
because of an election made under subsection 
93(1) of the Act in respect of the disposition of 
the disposed shares, deemed to be received on 
the disposed shares by the person that disposed 
of the disposed shares, that is prescribed by para- 
graph 5900(1)(a) to have been paid out of the is- 
suing foreign affiliate’s exempt surplus, in re- 
spect of the predecessor corporation, and 


_D_ is the surplus entitlement percentage of the pred- 

- ecessor corporation in respect of the particular 

relevant foreign affiliate at the balance adjust- 

- ment time, determined on the assumption that 

__ the disposed shares were the only shares owned 
__ by the predecessor corporation at that time, 


(B) if the amount determined, in respect of the par- 
ticular relevant foreign affiliate, for either B or D in 
the formula in clause (A) is nil, the amount deter- 
mined, in respect of the particular relevant foreign 


paragraphs (c) and (d) is to be read as follows: affiliate, by that formula is deemed to be nil, 


the following rules apply for the purposes of this Part in respect 
of the particular affiliate and each other foreign affiliate of the 
predecessor corporation in which the particular affiliate has an eq- 
uity percentage (the particular affiliate and each such other for- 
eign affiliate each being referred to in subsections (16) to (23) as 
the “particular relevant foreign affiliate”): 


(C) there is to be included under subparagraph (v) of 
the description of B in the definition “exempt sur- 
plus” in subsection 5907(1), the amount of the partic- 
ular relevant foreign affiliate’s exempt surplus, in re- 
spect of the corporation resident in Canada, at the 
balance adjustment time if » 


i bsection 5905(6 the Regulations is t das follows: : : 
CY) see e (G) ote Regulations ie be read as 1a (I) the particular relevant foreign affiliate has, at 


(6) For the purpose of subsection (5), the following rules apply: 


(a) if paragraph (5)(a) applies and the predecessor corporation 
is, because of an election made under subsection 93(1) of the 
Act, deemed to have received a dividend (referred to in this 
subsection and subsections (18) and (21) as the “disposition 
dividend”) on one or more of the shares (each of which is 
referred to in this subsection and subsections (16) to (23) as a 
“disposed share”) of the particular foreign affiliate (referred 
to in this subsection as the “issuing foreign affiliate”) dis- 
posed of, at that time, for the purpose of the adjustment re- 
quired by paragraph (b), 


(i) in computing the exempt surplus, in respect of the 
predecessor corporation, of a particular relevant foreign 
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the balance adjustment time, an amount of ex- 
empt surplus, in respect of the corporation resi- 
dent in Canada, and 


(I) the issuing foreign affiliate has, at that time, 
an amount of consolidated exempt deficit (as de- 
termined under paragraph 5902(1)(b)), in respect 
of the corporation resident in Canada, in respect 
of the disposition of the disposed share that is 
equal to or greater than the amount of its consol- 
idated exempt surplus (as determined under par- 
agraph 5902(1)(a)), in respect of the corporation 
resident in Canada, in respect of the disposition 
of the disposed shares, and 
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(v) in computing the taxable deficit, in respect of the 
predecessor corporation, of the particular relevant foreign 
affiliate, at the balance adjustment time, there is to be in- 
cluded under subparagraph (iv.1) of the description of A 
in the definition “taxable surplus” in subsection 5907(1), 
an amount equal to the taxable deficit, in respect of the 
predecessor corporation, of the particular relevant foreign 
affiliate, immediately before that time; and 


(C) an amount equal to the taxable deficit allocation, 
in respect of the corporation resident in Canada, of 
the particular relevant foreign affiliate, in respect of 
the disposed shares, 


(ii) in computing the taxable surplus, in respect of the 
corporation resident in Canada, of the particular relevant 
foreign affiliate, at the balance adjustment time, there is 


to be included under subparagraph (v) of the description 
of B in the definition “taxable surplus” in subsection 
5907(1), the total of 


(A) an amount equal to the taxable surplus reduction, 
in respect of the corporation resident in Canada, of 
the particular relevant foreign affiliate, in respect of 
the disposed shares, 


(b) the exempt surplus or the exempt deficit, the taxable sur- 
plus or the taxable deficit and the underlying foreign tax in 
respect of a predecessor corporation (within the meaning as- 
signed by subsection (5)) and in respect of the acquiring cor- 
poration (within the meaning assigned by subsection (5)) of a 
particular relevant foreign affiliate is, at the balance adjust- 
ment time, to be adjusted to become the proportion of the 
amount of the surplus, deficit or underlying foreign tax deter- 
mined without reference to this paragraph that 


(B) an amount equal to the taxable deficit reduction, 
in respect of the corporation resident in Canada, of 


is of 


(i) the surplus entitlement percentage, immediately 
before the time of the latest of the transactions referred to 
in paragraphs (5)(a), (b) and (c), of the predecessor cor- 
poration or the acquiring corporation, as the case may be, 
in respect of the particular relevant foreign affiliate, de- 
termined on the assumptions 


(A) that the taxation year of the particular relevant 
foreign affiliate that otherwise would have included 
the balance adjustment time had ended immediately 
before that time, and 


(B) if the transaction is a disposition referred to in 
paragraph (5)(a), that the shares referred to in that 
paragraph were the only shares owned by the prede- 
cessor corporation at the balance adjustment time 


(ii) the surplus entitlement percentage, immediately after 
the time of the latest of the transactions referred to in 
paragraphs (5)(a), (b) and (c), of the predecessor corpora- 
tion or the acquiring corporation, as the case may be, in 


the particular relevant foreign affiliate, in respect of 
the disposed shares, and 


(C) an amount equal to the exempt deficit allocation, 
in respect of the corporation resident in Canada, of 
the particular relevant foreign affiliate, in respect of 
the disposed shares, 


Gii) in computing the underlying foreign tax, in respect 
of the corporation resident in Canada, of the particular 
relevant foreign affiliate, at the balance adjustment time, 
there is to be included under subparagraph (iii) of the 
description of B in the definition “underlying foreign 


tax” in subsection 5907(1), the total of 


(A) the amount determined by the formula (which is 
deemed to be nil, if, in respect of the particular rele- 
vant foreign affiliate, the value determined for B in 
the formula is nil) 


A/BxCxD 


where 


respect of the particular relevant foreign affiliate, deter- 

mined on the assumption that the taxation year of the par- 

ticular relevant foreign affiliate that otherwise would 

have included that time had ended immediately after that 
ime | — 

(v) subsection 5905(8) of the Regulations is to be read as follows: 

(8) If, at any time, a dividend (referred to in this subsection and 

subsections (18) and (21) as the “disposition dividend”) is, be- 

cause of an election made by a corporation resident in Canada 

under subsection 93(1) of the Act, deemed to have been received 

on one or more shares (each of which is referred to in this subsec- 

tion and subsections (16) to (23) as a “disposed share”) of a class 

_ of the capital stock of a particular foreign affiliate (referred to in 

_ this subsection as the “issuing foreign affiliate”) of the corpora- 

tion resident in Canada that were disposed (which disposition is 

referred in this subsection and subsections (16) to (23) as the “dis- 
position”) to the corporation resident in Canada or to another cor- : yy Cis the total of all amounts each of which is the 
poration that was, immediately after the disposition, a foreign af- - amount, determined by paragraph 5900(1)(d), to 
filiate of the corporation resident in Canada, the following rules Ge be the amount of foreign tax applicable to the 
apply: portion of the disposition dividend prescribed to 
. have been paid out of the taxable surplus of the 
issuing foreign affiliate, that relates to a disposed 


A is the portion of the amount of the particular rel- 
evant foreign affiliate’s underlying foreign tax, 
in respect of the corporation resident in Canada, 

at the balance adjustment time, that may reason- 

ably be considered to have been included in 

computing the amount of the issuing foreign af- 

__ filiate’s consolidated underlying foreign tax (as 

_ determined under paragraph 5902(1)(c)), in re- 

spect of the corporation resident in Canada, in 
respect of the disposition, 


Bis the amount of the issuing foreign affiliate’s 
consolidated underlying foreign tax (as deter- 
mined under paragraph 5902(1)(c)), in respect of 
the corporation resident in Canada, in respect of 
the disposition, 


(a) for the purpose of the adjustment required by paragraph 


(@) in computing the exempt surplus, in respect of the cor- 
poration resident in Canada, of the issuing foreign affili- 
ate or another foreign affiliate of the corporation resident 
in Canada in which the issuing foreign affiliate has an 
equity percentage (the issuing foreign affiliate and each 
such other foreign affiliate each being referred to in this 
subsection and subsections (16) to (23) as the “particular 
relevant foreign affiliate”) at the time (referred to in this 
subsection and subsections (16) to (22) as the “balance 
adjustment time”) that is immediately before the time of 
the disposition, there is to be included under subpara- 
graph (v) of the description of B in the definition “ex- 
empt surplus” in subsection 5907(1), the total of 


(A) an ammount equal to the exempt surplus reduction, 
in respect of the corporation resident in Canada, of 
the particular relevant foreign affiliate, in respect of 
the disposed shares, 


(B) an amount equal to the exempt deficit reduction, 
in respect of the corporation resident in Canada, of 
the particular relevant foreign affiliate, in respect of 
the disposed shares, and 
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share, in respect of the disposition, and 


D_ is the specified adjustment factor, in respect of 
the corporation resident in Canada, in respect of 
the particular relevant foreign affiliate of the cor- 
poration resident in Canada, of the foreign affili- 
ate of the corporation resident in Canada that 
disposed of the disposed shares, in respect of the 
disposition of the disposed shares, and 


(B) the amount of the underlying foreign tax reduc- 
tion in respect of the corporation resident in Canada, 
of the particular relevant foreign affiliate, in respect 
of the disposition of the disposed shares, 


(iv) in computing the exempt deficit, in respect of the 
corporation resident in Canada, of the particular relevant 
foreign affiliate, at the balance adjustment time, there is 


~ to be included under subparagraph (vi.1) of the descrip- 


tion of A in the definition “exempt surplus” in subsection 
5907(1), an amount equal to the exempt deficit, in respect 
of the corporation resident in Canada, of the particular 
relevant foreign affiliate, immediately before that time, 
and 
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disposed shares, — 


corporation resi- 
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(b) the amount of the particular relevant foreign affiliate’s ex- 
empt surplus, in respect of the corporation resident in Canada, 
at the balance adjustment time, if 


(i) the particular relevant foreign affiliate has, at the bal- 
ance adjustment time, an amount of exempt surplus, in 
respect of the corporation resident in Canada, and 


(ii) the issuing foreign affiliate has, at that time, an 
amount of consolidated exempt deficit (as determined 
under paragraph 5902(1)(b)), in respect of the corpora- 
tion resident in Canada, in respect of the disposition of 
the disposed shares that is equal to or greater than the 
amount of its consolidated exempt surplus (as determined 
under paragraph 5902(1)(a)), in respect of the corpora- 
tion resident in Canada, in respect of the disposition of 
the disposed shares. 


(18) The exempt surplus reduction in respect of a corporation res- 
ident in Canada, of a particular relevant foreign affiliate in respect 
of disposed shares is 


(a) the amount determined by the formula 


A/BxCxD 


where 


A 


is the portion of the amount of the particular relevant for- __ 
eign affiliate’s exempt surplus, in respect of the corpora- 
tion resident in Canada, at the balance adjustment time, _ 

that can reasonably be considered to have been included © 


in computing the amount of the consolidated exempt sur- 
plus, in respect of the corporation resident in Canada, (as 
determined under paragraph 5902(1){a)) of the particular 
foreign affiliate, of the corporation resident in Canada, 


that issued the disposed shares (referred to in this subsec- 
tion as the “issuing foreign affiliate’), in respect of the _ 


disposition of the disposed shares, 


is the amount of the issuing foreign affiliate’s consoli- 
dated exempt surplus (as determined under paragraph 
5902(1)(a)), in respect of the corporation resident in Can- 
ada, in respect of the disposition of the disposed shares, 


is the portion of the disposition dividend that is, because 
of an election made under subsection 93(1) of the Act in 
respect of the disposition of the disposed shares, received 
on the disposed shares by the person that disposed of 
those shares and that is prescribed by paragraph 
5§900(1)(a) to have been paid out of the issuing foreign 
affiliate’s exempt surplus, in respect of the corporation 
resident in Canada, and 7] 


is the specified adjustment factor, in respect of the corpo- 
ration resident in Canada, in respect of the particular rele- 
vant foreign affiliate, of the person that disposed of the 
disposed shares; 


(b) if the amount determined, in respect of the particular rele- 
vant foreign affiliate, for either of A or B, in the formula in 
paragraph (a) is nil, nil; and 


(c) if an amount is determined, in respect of the ‘pafticular 
relevant foreign affiliate, under paragraph (17)(b), nil. 


(19) The taxable deficit allocation, of a particular relevant foreign 


affiliate of a corporation resident in Canada, in respect of dis- 


posed shares of the particular foreign affiliate, of the corporation 
resident in Canada, that issued the disposed shares (in this subsec- 
tion referred to as the “issuing foreign affiliate’) is, if the particu- 
lar relevant foreign affiliate has, at the balance adjustment time, 
an amount of exempt surplus in respect of the corporation resident 
in Canada and the issuing foreign affiliate has, at that time, an 
amount of consolidated taxable deficit (as determined under para- 
graph 5902(1)(d)), in respect of the corporation resident in Can- 
ada, in respect of the disposition of the disposed shares, that ex- 
ceeds the amount of the issuing foreign affiliate’s consolidated 
taxable surplus (as determined under paragraph 5902(1)(c)), in re- 
spect of the corporation resident in Canada, in respect of the dis- 
position of the disposed shares, 


(a) the amount determined by the formula 


1/E x [((A-B) x C/D] 


where 


A 


is the amount of the issuing foreign affiliate’s consoli- 
dated taxable deficit (as determined under subparagraph 
$902(1)(d)), in respect of the corporation resident in Can- 
ada, in respect of the disposition of the disposed shares, 
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- B- is the amount of the issuing foreign affiliate’s consoli- 
dated taxable surplus (as determined under subparagraph 
5902(1)(c)), in respect of the corporation resident in Can- 
ada, in respect of the disposition of the disposed shares, 


C is the portion of the amount of the particular relevant for- 
eign affiliate’s exempt surplus, in respect of the corpora- 
tion resident in Canada, immediately before the disposi- 
tion of the disposed shares, that may reasonably be 
considered to have been included in computing the 
amount of the issuing foreign affiliate’s consolidated ex- 
empt surplus (as determined under paragraph 

_ 5902(1)(a)), in respect of the corporation resident in Can- 
ada, in respect of the disposition of the disposed shares, 


D_ is the amount of the issuing foreign affiliate’s consoli- 

dated exempt surplus (as determined under paragraph 

5902(1)(a)), in respect of the corporation resident in Can- 

ada, in respect of the disposition of the disposed shares, 

and 

Bis 

(i) subject to subparagraph (ii), the surplus entitle- 
ment percentage, of the issuing foreign affiliate, in 
respect of the particular relevant foreign affiliate, 
that would be determined under subsections 
5905(10) to (13) at the balance adjustment time, 
where the issuing foreign affiliate were the “corpora- 

tion resident in Canada” referred to in those subsec- 
tions and the particular relevant foreign affiliate were 
the “particular foreign affiliate” hs ela to in those 
subsections; and | 


(i) where the particular yeleweat foreign affiliate is 
the issuing foreign affiliate, 1; and 


__ (b) where the amount determined, in respect of the particular 
_ televant foreign affiliate, for the description of D or E in the 
formula in paragraph (a) is nil, nil. 
(20) The taxable deficit reduction, in respect of a corporation resi- 
dent in Canada, of a particular relevant foreign affiliate of the cor- 


poration resident in Canada, in respect of disposed shares, is 


- (a) if the particular relevant foreign affiliate has, at the bal- 
ance adjustment time, an amount of taxable surplus, in re- 
spect of the corporation resident in Canada, and the particular 

_ foreign affiliate, of the corporation resident in Canada, that 
issued the disposed shares (in this subsection referred to as 
the “issuing foreign affiliate”) has, at the balance adjustment 
time, consolidated taxable surplus (as determined under para- 
graph 5902(1)(c)), in respect of the corporation resident in 
Canada, in respect of the disposition of the disposed shares, 

_ that exceeds the amount of the issuing foreign affiliate’s con- 
solidated taxable deficit (as determined under paragraph 

902(1)(d)), in respect of the corporation resident in Canada, 

n respect of the disposition of the disposed shares, 


G) the amount determined by the formula 


: _ ABXCD 
where 


A is the portion of the amount of the particular relevant 
foreign affiliate’s taxable surplus, in respect of the 
corporation, at the balance adjustment time, that can 
reasonably be considered to have been included in 
computing the amount of the issuing foreign affili- 
ate’s consolidated taxable surplus (as determined 
under paragraph 5902(1)(c)), in respect of the corpo- _ 
ration resident in Canada, in respect of the disposi- 
tion of the disposed shares, 


B_ is the amount of the issuing foreign affiliate’s con- 
_ solidated taxable surplus (as determined under para- 
graph 5902(1)(c)), in respect of the corporation resi- 
dent in Canada, in respect of the disposition of the 
disposed shares, 


C is the amount of the issuing foreign affiliate’s con- 
solidated taxable deficit (as determined under para- 
graph 5902(1)(d)), in respect of the corporation resi- 
dent in Canada, i in respect of the ee at of the 
disposed shares, : 


Dis 
(A) subject to clause (B), the surplus entitlement 
percentage, of the issuing foreign affiliate, in re- 
spect of the particular relevant foreign affiliate, 
that would be determined under subsections 
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( b) nee ae et affiliate the eaten a _ 


Canada i in pect, of that Other oe affiliate, immedi- 
ately before the disposition of the disposed shares; and 


a B is the surplus entitlement percentage of the corporation resi- 
dent in Canada i in respect of the particular relevant foreign 


18 eS, 
oS also contained a oo 5905.1 that read follows: [see Pro- 
posed Addition — Reg. 5905.1 [transitional] — ed. 


: Gi) paragraph (b) of the definition “whole dividend” in subsection 
_ 5907(1) of the Regulations is, in respect of the oe section 93 


\ is the portion of the amouni of the partic 
eign affiliate’s taxable surplus, in respec 
_ tion resident i in Canada, at the balance. 
that can reason. considered to have bee 
in computing th nount of the consolidated taxable sur- _ election, to be read as follows: 
plus (as determined under paragraph 5902(1)©)), in Tes » | 62...» (b) where a whole dividend is deecned by sor aaroph 5902(1)(2) to 
spect of the corporation resident in Canada, in tespect of ~~ have been paid a ame time on shares of more than one class 
the disposition of the disposed shares, of the particular ot the capital stock of an affiliate, for the purpose only of that 
foreign affiliate, of the corporation t in Canada, lividend deemed to have been paid at that 
that issued the disposed shares (in bsection re- lass of the capital stock of the affiliate is 
ferred to as the “issuing foreign affili: all amounts each of which is a whole 
have been paid at that time on the shares of a 
class of the capital stock of the affiliate, and 


(ili) paragraph 5908(8)}(c) of the Regulations, as enacted by subsection 
47(1), as in respect of the ened section 93 election, to be read as 


soe ‘the portion, of the Eepasion dividend that is, peace _ 
of an election made under se one Ge of the Act, in 
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otherwise eee in respect of the ee and 
Gi) the amount that is one-half of the amount referred to in 
paragraph 5902(6)(b), 

Tech cal Notes (Sept. 10, 2010): See under Reg. 5902(1) uiananionalt, 

ration resident in Canada, in respect of the par ular rele- History: The closing words of subsec. 5905(1) amended by P.C. 1997-1670, subsec. 


Hoke: neh = ce the ve ~~ ae a of f the : 7(1), November 20, 1997, Canada Gazette, Part I], December 10, 1997, applicable to 
. Cispoves 5 meee : taxation years of a foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the amendment applies to taxation years of a foreign affiliate of a taxpayer that 
end after 1994 where there has been a change in the taxation year of the foreign 
affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


ration resident in Canada, of a roscoe relevant foreign affiliate (ii) the first taxation year of the foreign affiliate that began after 1994 began at 


_ of the corporation resident in Canada, in respect of the disposition _ a time in 1995 that is earlier than the time when that taxation year would have 
of the disposed shares, is the amount determined by the aolnwne begun if there had not been that change in the taxation year of the foreign 
le A a affiliate. 

: For earlier history, see at end of s. 5905. 


Ane +O/D | 
where oe . (2) [FA redeeming shares] — Where at any time a foreign affil- 
Ais the underlying foreign tax in respect of the corporation res- a late of a corporation resident in Canada redeems, acquires or 

ident in Canada, at the balance adjustment sai of the salle cancels in any manner whatever (otherwise than by way of a wind- 
ular relevant foreign affiliate; ing-up) any of the shares of any class of its capital stock (other than 
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shares redeemed or cancelled that the affiliate had previously pur- 
chased or acquired and that were held by it until that time and in 
respect of which an adjustment has previously been made under this 
subsection or subsection (1) as it read prior to November 13, 1981), 
the following rules apply: 


(a) where, by virtue of an election made by the corporation 
under subsection 93(1) of the Act, a dividend is deemed to have 
been received on one or more of the shares of the foreign affili- 
ate that were disposed of by the corporation or another foreign 
affiliate of the corporation (in this paragraph referred to as the 
“transferor”) by virtue of the redemption, acquisition or cancel- 
lation of such share or shares by the foreign affiliate, for the pur- 
poses of the adjustment required by paragraph (b), 


(i) immediately before that time there is included under sub- 
paragraph (v) of the description of B in the definition “ex 

empt surplus” in subsection 5907(1) in computing the affili- 
ate’s exempt surplus or exempt deficit, as the case may be, in 
respect of the corporation an amount equal to the product ob- 
tained when the specified adjustment factor in respect of the 
disposition is multiplied by the total of all amounts each of 
which is the portion of any such dividend that is prescribed 
by paragraph 5900(1)(a) to have been paid out of the exempt 
surplus of the affiliate, 


(ii) immediately before that time there is included under sub- 
paragraph (v) of the description of B in the definition “taxa- 
ble surplus” in subsection 5907(1) in computing the affili- 
ate’s taxable surplus or taxable deficit, as the case may be, in 
respect of the corporation an amount equal to the product ob- 
tained when the specified adjustment factor in respect of the 
disposition is multiplied by the total of all amounts each of 
which is the portion of any such dividend that is prescribed 
by paragraph 5900(1)(b) to have been paid out of the taxable 
surplus of the affiliate, and 


(iii) immediately before that time there shall be deducted 
from the amount, if any, otherwise determined to be the un- 
derlying foreign tax of the affiliate in respect of the corpora- 
tion an amount equal to the product obtained when the speci- 
fied adjustment factor in respect of the disposition is 
multiplied by the aggregate of all amounts each of which is 
the amount prescribed by paragraph 5900(1)(d) to be the for- 
eign tax applicable to such portion of any such dividend as is 
prescribed by paragraph 5900(1)(b) to have been paid out of 
the taxable surplus of the affiliate, 


and, for the purposes of subparagraphs (i) to (iii), the specified 
adjustment factor in respect of the disposition is the amount 
equal to the quotient obtained when, 


(iv) where the transferor is the corporation, 100 per cent, and 


(v) where the transferor is another foreign affiliate of the cor- 
poration, the surplus entitlement percentage of the corpora- 
tion in respect of the transferor immediately before the 
disposition, 
is divided by 
(vi) the surplus entitlement percentage of the corporation in 
respect of the foreign affiliate immediately before the 
disposition; 
(b) the exempt surplus or exempt deficit, the taxable surplus or 
taxable deficit and the underlying foreign tax, in respect of the 
corporation, of the affiliate and of each other foreign affiliate of 
the corporation in which the affiliate has an equity percentage 
(in this subsection referred to as the “other affiliate’) shall at 
that time be adjusted to the proportion of the amount thereof 
otherwise determined that 


(i) the surplus entitlement percentage immediately before 
that time of the corporation in respect of the affiliate or the 
other affiliate, as the case may be, determined on the assump- 
tion that the taxation year of the affiliate or the other affiliate, 
as the case may be, that otherwise would have included that 
time had ended immediately before that time, 
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is of 
(ii) the surplus entitlement percentage immediately after that 
time of the corporation in respect of the affiliate or the other 
affiliate, as the case may be, determined on the assumption 
that the taxation year of the affiliate or the other affiliate, as 
the case may be, that otherwise would have included that 
time had ended immediately after that time; and 
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(c) for the purposes of the definitions * ‘exempt deficit”, “exempt 
surplus”, “taxable deficit”, “taxable surplus” and * ‘underlying 
foreign tax” in subsection 5907(1), the amounts determined 
under paragraph (b) are referred to as the opening exempt defi- 
cit, opening exempt surplus, opening taxable deficit, opening 
taxable surplus and opening underlying foreign tax, as the case 
may be, of the affiliate and each other affiliate in respect of the 
corporation resident in Canada. 


Proposed Repeal — Reg. 5905(2) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 44(2), will repeal subsec. 5905(2), applicable in respect of ee acquisi- 
tions and cancellations that occur after December 18, 2009. 


See Application note under Proposed Amendment to Reg. 5900(3) for rule (s. 53 of the 
draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) and 5905(1). 


Proposed Amendment — Reg. 5905(2) [transitional] 
Application: See ss. 51 and 52 of the August 27, 2010 draft legislation, reproduced 
under Reg. 5905(1) Proposed Amendment [transitional] above (specifically subpara. 
51(c)@)), for how Reg. 5905(2) is to be read in respect of dispositions in respect of 
which a designated section 93 election is made to use the consolidated net surplus rules 
that were proposed from 2002-09. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. 


Related Provisions: Reg. 5905(16) — Exempt deficit allocation; Reg. 5905(19) — 
Taxable deficit allocation. 


History: Subparas. 5905(2)(a)(i), (ii) and para. (2)(c) amended by P.C. 1997-1670, 
subsecs. 7(2), (3), November 20, 1997, Canada Gazette, Part If, December 10, 1997, 
applicable to taxation years of a foreign affiliate of a taxpayer that begin after 1994, 
except that 


(a) the amendments apply to taxation years of a foreign affiliate of a taxpayer that 
end after 1994 where there has been a change in the taxation year of the foreign 
affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


For earlier history, see at end of s. 5905S. 


(3) [FA formed by foreign merger] — Where at any time a for- 
eign affiliate of a corporation resident in Canada has been formed 
as a result of a foreign merger (within the meaning assigned by sub- 
section 87(8.1) of the Act) of two or more corporations (each of 
which in this subsection and subsection (4) is referred to as a “pred- 
ecessor corporation”), for the purposes of this Part, the following 
rules apply: 


(a) in respect of the foreign affiliate, 


(i) its opening exempt surplus in respect of the corporation 
shall be the amount, if any, by which the aggregate of all 
amounts each of which is the exempt surplus of a predeces- 
sor corporation that was a foreign affiliate of the corporation 
immediately before the merger exceeds the aggregate of all 
amounts each of which is the exempt deficit of a predecessor 
corporation that was a foreign affiliate of the corporation im- 
mediately before the merger, 


(ii) its opening exempt deficit in respect of the corporation 
shall be the amount, if any, by which the aggregate of all 
amounts each of which is the exempt deficit of a predecessor 
corporation that was a foreign affiliate of the corporation im- 
mediately before the merger exceeds the aggregate of all 
amounts each of which is the exempt surplus of a predeces- 
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sor corporation that was a foreign affiliate of the corporation 
immediately before the merger, 


(iii) its opening taxable surplus in respect of the corporation 
shall be the amount, if any, by which the aggregate of all 
amounts each of which is the taxable surplus of a predecessor 
corporation that was a foreign affiliate of the corporation im- 
mediately before the merger exceeds the aggregate of all 
amounts each of which is the taxable deficit of a predecessor 
corporation that was a foreign affiliate of the corporation im- 
mediately before the merger, 


(iv) its opening taxable deficit in respect of the corporation 
shall be the amount, if any, by which the aggregate of all 
amounts each of which is the taxable deficit of a predecessor 
corporation that was a foreign affiliate of the corporation im- 
mediately before the merger exceeds the aggregate of all 
amounts each of which is the taxable surplus of a predecessor 
corporation that was a foreign affiliate of the corporation im- 
mediately before the merger, and 


(v) its opening underlying foreign tax in respect of the corpo- 
ration shall be the aggregate of all amounts each of which is 
the underlying foreign tax of a predecessor corporation that 
was a foreign affiliate of the corporation immediately before 
the merger; and 


(b) in respect of any other foreign affiliate of the corporation, 
other than a predecessor corporation, in which a predecessor 
corporation had an equity percentage immediately before the 
merger, the exempt surplus or exempt deficit, the taxable surplus 
or taxable deficit and the underlying foreign tax of the other af- 
filiate in respect of the corporation shall at that time be adjusted 
to the proportion of the amount thereof otherwise determined 
that 


(i) the surplus entitlement percentage immediately before 
that time of the corporation in respect of the other affiliate, 
determined on the assumption that the taxation year of the 
other affiliate that otherwise would have included that .time 
had ended immediately before that time, 


is of 
(ii) the surplus entitlement percentage immediately after that 
time of the corporation in respect of the other affiliate, deter- 
mined on the assumption that the taxation year of the other 
affiliate that otherwise would have included that time had en- 
ded immediately after that time, 


” eo 


and, for the purposes of the definitions ‘ exempt deficit’, 
empt surplus”, “taxable deficit”, “taxable surplus” and * sandetly. 
ing foreign tax” in subsection 5907(1), the adjusted amounts are 
referred.to as the opening exempt deficit, opening exempt sur- 
plus, opening taxable deficit, opening taxable surplus and open- 
ing underlying foreign tax,.as the case may be, of the other affil- 
iate in pPapeR’ of the corporation resident in Ganada, 


Proposed Amendment - — 5905(3) - 


@) one by foreign merger] — Where at anys time os 
ferred to in this subsection as the ° | time’ ae a. noe epee 


Bie ee in. this subsection as a “predecessor compor 


(a) for the purposes of the definitions seven satphastce eu 
ble surplus” and> “underlying - foreign tax’ in subsection 
ea 1), as they apply in respect of the merged affiliate, - 


(i) the merged affiliate’s opening exempt surplus, in respect 

of the corporation, shall be the amount, if any, by which the 
- total of all amounts each of which is the exempt surplus of 
a predecessor corporation. Tespect of the corporation, im- 
mediately before the merger time exceeds the total of all 
amounts each of which is the exempt deficit of a predeces- 
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the corporation, shall be the pike if any, cee igihich the 
1 of ah ainoun's enh me whigha is the exempt scala of a 


liately before the merger | time exceeds the total of all 
each of which i is bee exempt ee of fa predeces- 


; urplus of a pre scolar corporation, in respect of the cor- 


2 _ predecessor corpora’ 
y mediately before the 


ao r time, and. 
Gy) the merged affi 


all be the amount, if any, by 
- each of which is the taxable 
deficit of a predecessor corporation, in respect of the corpo- 
ration, immediately before the merger time exceeds the to- 
tal of all amounts each of which is the taxable surplus of a 
predecessor corporation, in respect of the See im- 
ediately before the merger time, and — 


thi merged affiliate’ $ opening chains f 
of the corporation shall be the total of all an 
of which is the underlying foreign tax of a predecessor 

tion, in respect of the oe ey 
1e merger times © Cr 


@ urposes of paragraph (a), 


Cc of the exempt. surplus or exempt deficit, taxable 
or taxable deficit and underlying foreign | tax, in re- 


immediately before the merger time i is alley to be he 
amount : determined by the: eels 


-AXBIC. 


A S ae ee ‘GE that aaa deficit or ax, ‘as ‘the case 
_ may be, as otherwise determined, 


the surplus entitlement percentage of the corporation 
mmediately before the merger e os of the 
8 predecessor corporation, and a 


ic. percentage that would ibe the surplus epellement 
rcentage of the corporation immediately after. the 
"merger time in respect of the merged affiliate if the net 
surplus of the merged affiliate were the total of all 
amounts each of which is the net surplus of a predeces- 
| | SOF corporation immediately before the merger time, but 


( i the values for A, B and C in the formula in subpara- 
~~ graph (i) shall take into account the application of para- 
graph 5902(1)(b) ane Subsection ee in ‘tespe o the 

. “merger; and — : 


: : (c) in ‘respect of 


iate (other tha 


. Pr 
_ corporation) of the corporation in which a predecessor corpo- 


ration had an equity percentage (within the meaning assigned 


: by ‘subsection 95(4) of the Act) immediately before the merger 
time, for the purposes of subsection (1), there is deemed to be’ 
"an acquisition or a disposition of shares of the capital stock of 


sda Gus 2— foreign iia, 
L end subsec. 5905(3) to read as above, pop eabe in Hoe of 
foreign mergers that occur after December 18, 2009. 


See Application note under Proposed Amendment to Reg. 5900(3) for rule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 
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Technical Notes (Sept. 10, 2010): Current subsections 5905(3) and (4) provide 
for the establishment of opening surplus balances of a foreign affiliate of a corpora- 
tion resident in Canada, and certain other corporations in which the foreign affiliate 
has an equity interest, where the affiliate has been formed as a result of a foreign 
merger. 

These subsections, themselves, are being “merged” into one. The rules in current 
subsection 5905(4) are being moved into a new paragraph 5905(3)(b), and the func- 
tions of existing paragraph (b) will now be carried out by new paragraph (c) in com- 
bination with amended subsection 5905(1). Subsection 5905(4) is thus being 
repealed. 

In addition, new subparagraph 5905(3)(b)(ii) ensures that appropriate adjustments are 
made to the surplus balances of the merged affiliate where a subsection 93(1) elec- 
tion has been filed in respect of the merger. 


{See also under Reg. 5902(1) — ed.] : 
Related Provisions: ITA 87(8), 95(2)(d) — Further effects of foreign merger. 


Related Provisions: Reg. 5905(4) — Interpretation; Reg. 5905(6) — Interpretation; 
Reg. 5907(8) — Deemed new taxation year. 


History: The closing words of para. 5905(3)(b) amended by P.C. 1997-1670, subsecs. 
7(2), (3), November 20, 1997, Canada Gazette, Part Il, December 10, 1997, applicable 
to taxation years of a foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the amendments apply to taxation years of a foreign affiliate of a taxpayer that 
end after 1994 where there has been a change in the taxation year of the foreign 
affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


For earlier history, see at end of s. 5905. 


(4) [Application rules for Reg. 5905(3)] — For the purposes of 
paragraph (3)(a), the exempt surplus, exempt deficit, taxable sur- 
plus, taxable deficit and underlying foreign tax of each predecessor 
corporation immediately before the foreign merger shall be deemed 
to be the proportion of the amount thereof otherwise determined 
that 


(a) the surplus entitlement percentage of the corporation resident 
in Canada immediately before the merger in respect of the pred- 
ecessor corporation, determined on the assumption that the taxa- 
tion year of the predecessor corporation that otherwise would 
have included the time of the merger had ended immediately 
before that time, 


is of 
(b) the percentage that would be the surplus entitlement percent- 
age of the corporation resident in Canada immediately after the 
merger in respect of the foreign affiliate of the corporation 
formed as a result of the merger if the net surplus of such for- 
eign affiliate were the aggregate of all amounts, each of which is 


the net surplus of a predecessor corporation immediately before 
the merger. 


Proposed Repeal — Reg. 5905(4) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 44(3), will repeal subsec. 5905(4), applicable in respect of oe mergers that 
occur after December 18, 2009. 


See Application note under Proposed Amendment to Reg. 5900(3) for rule io 53 of the 
draft legislation) permitting late reassessment to give effect to this amendment. y 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) and 5905(3). 


Proposed Amendment — Reg. 5905(4) [transitional] 


Application: See ss. 51 and 52 of the August 27, 2010 draft legislation, reproduced 
under Reg. 5905(1) Proposed Amendment [transitional] above (specifically subpara. 
51(c)(ii)), for how Reg. 5905(4) is to be read in respect of dispositions in respect of 
which a designated section 93 election is made to use the consolidated net surplus rules 
that were proposed from 2002-09. 


Technical Notes (Sept. 10, 2010): Sce under Reg. 5902(1) [transitional]. 


Related Provisions: Reg. 5905(16) — Exempt deficit allocation; Reg. 5905(19) — 
Taxable deficit allocation. 


Income Tax Regulations 


(5) [Shares of FA of predecessor acquired by acquiring 
corporation] — Where at any time 


(a) there is a disposition by a corporation resident in Canada (in 
this subsection referred to as the “predecessor corporation’) of 
any of the shares owned by it of the capital stock of a particular 
foreign affiliate of it to a taxable Canadian corporation with 
which the predecessor corporation was not dealing at arm’s 
length (in this subsection referred to as the “acquiring 
corporation’), 


(b) there is an amalgamation, to which section 87 of the Act ap- 
plies, of two or more corporations (each of which in this subsec- 
tion is referred to as a “predecessor corporation’’) to form a new 
corporation (in this subsection referred to as the “acquiring cor- 
poration”) as .a result of which shares of the capital stock of a 
particular foreign affiliate of a predecessor corporation become 
the property of the acquiring corporation, or 


(c) there is a winding-up, to which subsection 88(1) of the Act 
applies, of a corporation (in this subsection referred to as the 
‘predecessor corporation’’) into another corporation (in this sub- 
section referred to as the “acquiring corporation’) as a result of 
which shares of the capital stock of a particular foreign affiliate 
of the predecessor corporation become the property of the ac- 
quiring corporation, 


the following rules apply for the purposes of this Part in respect of 
the particular affiliate and each other foreign affiliate of the prede- 
cessor corporation in which the particular affiliate has an equity 
percentage: 


Proposed Amendment — Reg. 5905(5) paierees (c) 


and (d) [transitional] — 


Acpllcstion: See ss. 31 id 52 of the August 27, 2010 draft rine htlie caked 
under Reg. 5905(1) Proposed Amendment [transitional] aboye (specifically subpara. 
51(c)(iii)), for how Reg. 5905(5) between paras. (c) and (d) is to be read in respect of 
dispositions in respect of which a designated section 93 election is made to use the 
consolidated net surplus rules that were proposed from 2002-09. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. 


(d) its opening exempt surplus in respect of the acquiring corpo- 
ration shall be the amount, if any, by which the aggregate of its 
exempt surplus in respect of each predecessor corporation and in 
respect of the acquiring corporation immediately before any of 
the transactions referred to in paragraph (a), (b) or (c) exceeds 
the aggregate of its exempt deficit in respect of each predecessor 
corporation and in respect of the acquiring corporation immedi- 
ately before any of the transactions referred to in paragraph (a), 
(b) or (c); 


(e) its opening exempt deficit in respect of the acquiring corpo- 
ration shall be the amount, if any, by which the aggregate of its 
exempt deficit in respect of each predecessor corporation and in 
respect of the acquiring corporation immediately before any of 
the transactions referred to in paragraph (a), (b) or (c) exceeds 
the aggregate of its exempt surplus in respect of each predeces- 
sor corporation and in respect of the acquiring corporation im- 
mediately before any of the transactions referred to in paragraph 
(a), (b) or (c), 

(f) its opening taxable surplus in respect of the acquiring corpo- 
ration shall be the amount, if any, by which the aggregate of its 
taxable surplus in respect of each predecessor corporation and in 
respect of the acquiring corporation immediately before any of 
the transactions referred to in paragraph (a), (b) or (c) exceeds 
the aggregate of its taxable deficit in respect of each predecessor 
corporation and in respect of the acquiring corporation immedi- 
ately before any of the transactions referred to in paragraph (a), 
(b) or (c); 


(g) its opening taxable deficit in respect of the acquiring corpo- 
ration shall be the amount, if any, by which the aggregate of its 
taxable deficit in respect of each predecessor corporation and in 
respect of the acquiring corporation immediately before any of 
the transactions referred to in paragraph (a), (b) or (c) exceeds 
the aggregate of its taxable surplus in respect of each predeces- 
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sor corporation and in respect of the acquiring corporation im- 
mediately before any of the transactions referred to in paragraph 
(a), (b) or (c); and 


(h) its opening underlying foreign tax in respect of the acquiring 
corporation shall be the aggregate of its underlying foreign tax 
in respect of each predecessor corporation and in respect of the 
acquiring corporation immediately before any of the transactions 
referred to in paragraph (a), (b) or (c). 
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up; Reg. 5905(6) — Rules. ° 


malgamation, ce of the Se sack of ad particu- 


1973 


Reg. 
S. 5905(5.1) 


lar foreign affiliate of a predecessor ei bar become property 
of the new corporation, 


(a) each of the opening exempt surplus or opening exempt def- 
icit, opening taxable surplus or opening taxable deficit, and 
opening underlying foreign tax, in respect of the new corpora- 
tion, of the particular affiliate and of each foreign affiliate of 
the predecessor corporation in which the particular affiliate 
has, immediately before that time, an equity percentage (within 


the meaning assigned by subsection 95(4) of the Act) is_ 


deemed to be the amount, if any, 


(i) in the case of its opening exempt surplus, by which the 
total of its exempt surplus in respect of each predecessor 
corporation, determined immediately before that time, ex- 
ceeds the total of its exempt deficit in respect of each pred- 
ecessor corporation, determined immediately before that 
time, 


(ii) in the case of its opening exempt deficit, by which the 


total of its exempt deficit in respect of each predecessor 
corporation, determined immediately before that time, ex- 


ceeds the total of its exempt surplus in respect of each pred-_ 
ecessor corporation, determined ee before that 


time, 

(iii) in the case of its opening taxable eles. by which the 
total of its taxable surplus in respect of each predecessor 
corporation, determined immediately before that time, ex- 


ceeds the total of its taxable deficit in respect of each pred- _ 
ecessor corporation, determined immediately before that 


ti Ine, 


(iv) in the case of its opening taxable deficit, by oe the 


total of its taxable deficit in respect of each predecessor 
corporation, determined immediately before that time, ex- 
ceeds the total of its taxable surplus in respect of each pred- 
ecessor corporation, determined immediately before that 
time, and 


(v) in the case of its opening underlying foreign tax, that is 
the total of its underlying foreign tax in respect of each 
predecessor corporation, determined immediately before 


that time; and 


(b) for the purpose of paragraph (a), each of the exempt sur- 
plus or exempt deficit, taxable surplus or taxable deficit, and © 
underlying foreign tax of an affiliate in respect of a predeces- _ 


sor corporation, determined immediately before that ume, is 
deemed to be the amount determined by the formula — 

Ax B/C 
where 


A is the amount of that surplus, deficit or tax, as thee case may 
be, as determined without reference to this subsection, _ 


B is the predecessor corporation’s surplus entitlement per- 


centage immediately before that time in eee of the affil- 


jate, and 


C is the new corporation’ s surplus entitlement percentage im- 
mediately after that time in respect of the affiliate. 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 44(4), will add subsec. 5905(5.1), applicable in respect of dispositions and 
amalgamations that occur, and windings-up that begin, after December 18, 2009. 


See Application note under Proposed Amendment to Reg. §900(3) for rule (s. 53 of 


the draft legislation) permitting late reassessment to give effect to this amendment. 
Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) and 5905(5). 


Related Provisions: ITA 87(2)(u) — Further effects of amalgamation, Reg. © 


5908(5) — Where predecessor owned FA shares through partnership. 


Proposed Addition — Reg. 5905(5.11)-(5.13) 
[temporary] 


(5.11) [Conditions for subsec. (5.12)] — Subsection (5. 12) 
applies if 


(a) in the case of a winding-up, an amount oe heed desig- 
nated, under paragraph 88(1)(d) of the Act by the corporation 


Income Tax Regulations 


(referred to in this subsection and subsection (5.12) as the 
“parent corporation”) described in subsection 88(1) of the Act 
as the parent, in respect of 


(i) shares of the capital stock of a corporation (referred to in 
this subsection and subsection (5.12) as the “particular af- 
filiate”) that is, immediately before the winding- up, a for- 
eign affiliate of the corporation (referred to in this subsec- 
tion and subsection (5.12) as the “subsidiary corporation’’) 
- resident in Canada that is described in that subsection 88(1) 
as the subsidiary, or 

(ii) an interest in a partnership that holds shares described 
in subparagraph (i); or 

(b) i in the case of an amalgamation, an amount has been desig- 
nated, under paragraph 88(1)(d) of the Act by the corporation 
(referred to in this subsection and subsection (5.12) as the 
“parent corporation”) described in subsection 87(11) of the Act 
as the parent, in respect of | 


_ (i) shares of the capital stock of a corporation (referred to in 

this subsection and subsection (5.12) as the “particular af- 
filiate”) that is, immediately before the amalgamation, a 
foreign affiliate of the corporation (referred to in this sub- 
section and subsection (5.12) as the “subsidiary corpora- 
tion’) resident in Canada that is described in that subsec- 
tion 87(11) as the subsidiary, or 


(i) an interest in a peasy that holds shares described 
~ in subparagraph (i). 


(5.12) [Bump — temporary] —If this subsection applies, the 
following rules apply for the Purposes of subsections (5) and 
(5.1): 

(a) each amount of the exempt surplus or exempt deficit, taxa- 
ble surplus or taxable deficit, and underlying foreign tax, in 
“respect of the subsidiary corporation, of the particular affiliate 

and of all foreign affiliates of the subsidiary corporation in 
which the particular affiliate has, immediately before the wind- 
ing-up or the amalgamation, an equity percentage (within the 
meaning assigned by subsection 95(4) of the Act) is deemed to 
be, immediately before the wanclipigrop or the aes cnc 
nil; and i 


(b) each amount satcnréa to individually in this Baris asa 
relevant balance”) of the exempt surplus or exempt deficit, 
- inabe surplus or taxable deficit, and underlying foreign tax, 
in respect of the parent corporation, of the particular affiliate 
and of all foreign affiliates (referred to individually in this par- 
_agraph as a “lower-tier affiliate”) of the parent corporation in 
he particular affiliate has, immediately before the ind- 
ip or the amalgamation, an equity percentage (within the 
_ meaning assigned by subsection 95(4) of the Act) is deemed to 
be, immediately before the winding-up or the amalgamation, 
the amount that wee be det et to be the ee = 
ance ut a 


| tin addition to y chare: or dannership interests, if any, | held 
_ by the parent corporation that are relevant in computing 
any relevant balance of the particular affiliate or any lower- 
tier affiliate of the parent corporation, in respect of the par- 
ent corporation, any shares of the capital stock of the par- 
ticular affiliate, and any interests in partnerships that hold 
such shares, that were held by the subsidiary corporation at 
any time in the period (referred to in this paragraph as the 
“control period’) that begins at the first time referred to in 
subparagraph 88(1)(d)(ii) of the Act and ends immediately 
__ before the winding-up or the amalgamation, that are rele- 
vant in computing any relevant balance of the particular af- 
filiate or any lower-tier affiliate of the subsidiary corpora- 
tion, in respect of the subsidiary corporation, were held by 
the parent corporation at the same time in the control period 
that they were held by the subsidiary corporation, 


(ii) the parent corporation had acquired, at that first time, 
all the shares and partnership interests held, at that first 
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time, by the subsidiary corpora 


~ puting any relevant balance of th particular fliate or any 


lower-tier affiliate of the subsidiar 


(a) if the property described i in { on 
“he Sani of a Lena affiliate of 


“ xgraph 113(1)(@) 
i ‘computing the taxable income of the 


1 - foreign affiliate) 
exceeds _ : 


oa out of the foreign affiliate’ S$ ex- 
ete ve Or taxable te as the case ey as 


the Niktae arose), : 


2 is the fair market value of the woe i 
the eahes UP: ae / 


: (i) if the property isa share, th : 
mediately before the re u 


ee value of the interest in the part 
ately before the Tending We and 


() i in any other case, - 


Application: The August 27, 2010 draft ieelauen ( 
subsec. 44(4), will add subsecs. 5905(5.11) to (5. oe le 
ject to proposed repeal below): : 


¢ subsecs. (5.11) and (5.12) applicable in open of an pe leatnation that occur. 
ora winding-up that begins, after February 27, 2004, except that, if subse 


as follows (and sub- 


Reg. 
S. 5905(5.2) 


‘the pili be or vi -up, then the opening 


as the case may be. Any surplus. accrued i in respect of the © 
lefined in subsection 59056. 11), will be eliminated. 


| apply in respect of an amalgamation that oc 
r February 27, 2004, except where the acquisition of con- 
ation or winding-up occurs after December 18, 2009. 


ribes an amount for the purpose _ of new clause 


p by the subsidiary to the parent, after 
the parent | that are deductible under eit 


windings-up that As and ele a that occur, 
2004. However, it is important to” note that where the sama 
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me, control te a ‘pede resident in Canada has been ac-| 
quired by a person or a group of persons and, at the particular 
corporation owns shares of the capital stock of a foreign 
of the corporation, there shall be included — under sub-_ 
yh (v) of the description of B in the definition “exempt 
surplus” in subsection 5907(1) in computing the affiliate’s exempt 
surplus or exempt deficit, as the case may be, in respect of the 
ation at the time that is immediately before the particular 
amount, if any, determined by the formula 


(A+B-—C)/D : 


ee 
. ‘is the amount determined by the formula 


EXE 


lus. balance of ihe alae in respect of 
the corporation determined at the time (referred to in this 
‘subsection as the “relevant time’) that is immediately 
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before the time that is immediately before the particular 
time, and 


F is the corporation’s surplus entitlement percentage in re- 
spect of the affiliate determined at the relevant time; 


B is the total of all amounts each of which is the corporation’s 
cost amount, determined at the particular time, of a share of 


the capital stock of the affiliate that is owned by the le 


tion at the particular time; 
C is the total of 


(a) the fair market value, determined at the particular time, 


of all of the shares of the capital stock of the affiliate that 
are owned by the corporation at the particular time, and 


(b) the amount, 
5908(6)(b); and 


D is the corporation’s surplus entitlement percentage in respect 


of the affiliate determined at the relevant time. 


Technical Notes (Sept. 10, 2010): New subsection 5905(5.2) applies to foreign 
affiliates of a corporation resident in Canada that undergoes an acquisition of control. 
This rule is similar in concept to paragraph 111(4)(c) of the Act, which applies to 


reduce the adjusted cost base of certain capital property of a Canadian corporation to 


the extent it exceeds the fair market value of the property immediately before an 


acquisition of control. This new rule is, in part, consequential to the Budget 2007 Act _ 


changes, more specifically the new definition “designated acquired corporation” in 
subsection 95(1) of the Act. 


New subsection 5905(5.2) applies to chicos of foreign affiliates held directly by a 
Canadian resident corporation and, by virtue of the application of new subsections — 


5908(1) and (6), to foreign affiliate shares held by a partnership of which such 


corporation is a member. The general effect of the rule is to reduce the exempt sur- 


plus balance of the top foreign affiliate, i.e. the one held directly by the Canadia 
resident corporation or the partnership, as the case may be, to the exte 
gate of the “tax-free surplus balance” of the affiliate and the adjusted cost 


shares exceeds the fair market value of the shares at the time of acquisition of con- y 


trol. “Tax-free surplus balance” is a new term that derives its meaning from new 
subsections 5905(5.5) and (5.6). It is a measure of the “good” surplus inherent 


top affiliate and any affiliates in which the top affiliate has a direct or indirect inter- 


est. “Good” surplus is, generally, the aggregate of exempt surplus and the grossed-up 
amount of underlying foreign tax (Le. taxes paid in respect of taxable surplus). 


Because of the potential overlap bets yeen ne 


111(4), a special ordering rule is provided in subsection 5905(5.3) to ensure that the 


adjusted cost base of the shares referred to in variable B of subsection 5905(5.2) is _ 
determined after taking me account any Ns under OO 1 of the 


Act. 


These new culseoddas will angi in oe of suena of control bar occur after _ 
December 18, 2009, although a is provided for certain agreements in 


writing. 


The following examples illustrate the intended operation of new subsection — 


5905(5.2). 
Example 1 


Assumptions: 


1. Can Target, a corporation resident in Canada, is a wide 
company. 


2. Can Target owns all 100 shares of FAI. _ 
3. FA1 owns all of the shares of FA2. / 
4. Can Acquisition is an arm’s length communion reset in Canada. 


5. On May Ist, eek Can Acquisition — all of the shares of - Tae 


for $2,000. 


6, At the time of acquisition, the shares of FAi have an lee. cost base of 


$300 and a fair market value of $1,200. 


7. At the time of acquisition, FA1 and FA2 each have an — surpls balance / 


vis-a-vis Can Target of $700. 
Analysis: 


Since there has been an acquisition of control of Can Target and it owns shares 
of a foreign affiliate, new subsection 5905(5.2) must be considered. 


In this example, variable A in the formula is equal to FA1’s “tax-free surplus 
balance” in respect of Can Target (because Can Target’s surplus entitlement per- 
centage in respect of FAI is 100%). Tax-free surplus balance is defined in sub- 


section 5905(5.5), but it is also important to refer to new subsection 5905(5.6) - 


and subparagraph 5902(1)(a)(i). In this case, having regard to the latter provi- 
sions, FA1’s tax-free surplus balance is the aggregate of FAI’s and FA2’s ex- 
empt surplus balances in respect of Can Target, or $1,400. 


Variable B is simply Can Target’s cost amount, or adjusted cost base, of the FAI 
shares, or $300. 


if any, determined under gy 


ibsection 5905(5.2) and subsection 


eld public 


Income Tax Regulations 


In this example, because there is no partnership in the ownership structure, varia- 
ble C is simply the aggregate fair market value of the FA1 shares, or $1,200. 
Variable D is 100%, as noted above. 
Thus, because A + B exceeds C, or in words, the total of the tax-free surplus 
balance and the adjusted cost base of the shares exceeds the fair market value of 
the shares, a reduction will be required to FA1’s exempt surplus balance vis-a- 
vis Can Target. The amount of the tere is ee aoa 400 + 300 - 
1,200)/100%). 

Example 2 

Assumptions: 
Same as Example 1 except that Can Target’s shares of FAI are held through a 
partnership of which Can Target owns 90% of the member interests, and the 
-partnership’s adjusted cost base of the FAI shares is $300. Also, it is assumed 
that FA1 has never paid a dividend. 

Analysis: - : 

Since new subsection 5008(1) applies or the purposes of eet n +5005, Can Tar- 

get will, for the purposes of subsection ee ye be considered to own 90 

shares of FAL. 

In this example, variable A in the formula is $1, 400 x 90% (Can Target's saps 

entitlement percentage in respect of FA1), or $1,260. 

For variable B, pursuant to paragraph 5908(6)(a), Can Target’ Ss cost eniount of 

the shares of FAL i is $270 (00 x 90/100). 


For variable C, as FA1 has never pai a dividend, paragraph 5908(6)(b) has no 
application and C is simply the fair market value of the 90 shares deemed 
owned, which is $1,200 x 90/100, or $1,080. 
As Can Target i is deemed to own my 90 shares in this example, variable D is 
0%. ; 
ln this example the reduction to FA1’s exempt surplus is also $500 (1,260 + 
270 - 1,080)/90%), but oe Saree effectively, only has a reduction of 90% of 
that $500. 
[See also under Reg. 5902(1) — ed.] 
Related Provisions: ITA 956(7) — Where control deemed ti not to be acquired; 
ITA 257 — Negative amounts in formulas; Reg. 5905(5.3) — Interaction with ITA 
1 114); Reg. 5905(5.5) — Tax-free surplus Palance; ee eae Where asco) 
tion owns FA shares through partnership. : 


(5.3) [Ordering — interaction with ITA 111(4)] — The cost 
amount of a share that is referred to in the description of B in 
subsection (5.2) shall be determined after taking into account the 
application of subsection 111(4) of the Act. 

Technical Notes (Sept. 10, 2010): See under Reg. 5902(5.2) above. 


escribed amount for bump] — For the purposes of 
of ae Bead) of the ne the prescribed 


amount is 


(a) if th be | in that sebpaananh | isa share of 
the capi reign affiliate of the subsidiary, the 
amount deter by the formula : x 
: : AxB. 

svlierd 


A is the tax-free surplus balance of the affiliate, in respect of 
the subsidiary, determined at the time at which the ao 
last acquired control of the subsidiary, and 


B is the percentage that would be the subsidiary’ s Se en- 

- titlkement percentage, determined at that time, in respect of 

the affiliate if at that time the subsidiary had owned no 

shares of the ae stock of the affiliate other than the 
share; 


0 f the property described i in that subparagraph is an interest 
partnership, the amount determined — by subsection 
5908(7); and 


(c) in any other case, nil. 


Technical Notes (Sept. 10, 2010): Subsection 5905(5.4) prescribes an amount 
for the purpose of new clause 88(1)(d)(ii)(B) of the Act. The rules in this subsection, 
combined with that clause, have the effect of limiting the amount of “bump” a tax- 
payer may claim in respect of shares of a foreign affiliate, or int a partnership 
that holds such shares, where the shares or interests, as the case be, are trans- 
ferred from a subsidiary corporation to its parent upon a windi governed by 
subsection 88(1) of the Act. By virtue of subsection 87(11), these a pegucd 
rules can also apply in the context of certain amalgamations. 


Subsection 5905(5.4) is different in design than the rule in subsection 5905(5.13) that 
it replaces. Subsection 5905(5.4) looks to the attributes of the foreign affiliate at the 
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time of acquisition of control rather than a the time of the winding-up or amalgama- 
tion. By addin ount reflecting the “tax-free surplus bal- _ 
ance” of the affiliate, subsection 5905(5.4) makes it such that a paragraph 88(1)(d) 
bump will only be available to the extent the fair market value of the affili 
shares at the time of acquisition « of control exceeds the aggre 
base of the shares and the “ od” surplus of the affiliate. Subsection 5905(5 4) thi 
has some similar elements to new subsection 5905(5.2). In fact, where subsectic 
5905(5.2) has applied to a foreign affiliate upon an acquisition of control, it should 
be the case that no bump would be ahead in respect of the : s a 


oration’s interest in 
p interest, regard must 


new subsection 5908(7). 


This new subsection applies i in respect of acquisitions of conde that ee oe De- 
cember 18, 2009, _ Althougt "is Mo for certain oS in 


of new ee 


Assume the same facts as io Example ‘1 under su ection 5905(5. 2) above ex- 
cept also assume that Can Target is, serail after the takeover, See 
into Can Oe oetlaet, | 


Analysis: 


In this example, variable A in de fonds is. equal to FAI's ta tar tax-free surplus 
balance in uae of Can Target determi “ at the time of aoe of control. 


vanable B is 1% for each share of 
: Target). 


Thus, for each share of] 
will be. _ prescribed fo 
88(1)(d)Gi) of the Act. The re 
ig peters for any share of FAL ; as there 


. es Bi. 


_ 3. Pl owns 100 common oe me FAL (The common shares are ae eons issued : 
Shares 0 of FAI. i .. yy : 


4, Can Acquisition is a 


5. On May Ist, 2010, Can b Acquisition acquires all of d the shares of Can Varget 
for $3, 000. 


6. At the time of acquisition, the fair market value of Can Target's s interest wmPl 
is $2,000. LD i a 


7. Can Target’s cost amount of ae in 


8. At the time of pean: FAI has ade sui 
$1,000. — 


Analysis: 


ee 590565. 4)(b) i is the eee. 
must be had to subsection 5908(7). 


Variable A in subsection §908(7) i is simply $1,000 (FAL s exempt sls is a _ 
same as its fax: free surplus balance in this case). 


5905(5.4)(b) for the purposes of the t 
of the Act, with the result that the bur 
_ will be $1,120, being the excess of the fa cae value of he] int 
over the aggregate of the cost amount of the interest ($80) and the 
~ amount ($800). - 


[See also under Reg. 5902(1) - = -— : — 
Related Provisions: Reg. 59056. i Tews surplus lnc Ro 5908(7)- 
Calculation where corpora' ion owns FA shares through partnership. 


(5.5) [Tax-free surplus balance] - — For the purposes of sub- 
sections (5.2), (5.4), (7.2) and (7.3), the “tax-free surplus balance” _ 


prescribed 


of a foreign affiliate of a corporation resident in Canada, in re- 
corporation, ‘at any time, is the total of 


unt, if any, by which the affiliate’s exempt surplus 
in ‘respect of the corporation at that time exceeds the affiliate’s 
ame in pee of the aes at es time; and 


x iS the affiliate’ Ss underlying foreign tax in respect of the 
ae at that time, and — 


mount by which’ the corporation *s relevant tax 
factor: for the corporation’s taxation year that includes 
that time, exceeds one, and 


he amount, if any, by which the affiliate’ s taxable sur- 
plus in respect of the corporation at that time exceeds the 
affiliate” S$ mpt deficit i in ale of the corporation at 


Technical Notes (Sept. 10, 2010): Nod cubes 5905(5. Sond OO) noe 


the meaning of the term “tax-free surplus balance” for the purposes of new subsec- 
Hons one 2), (5.4) wee as. discussed below, subsections ote e and . a 


x surp 
amount of: leidediing cha tax G 6 taxes paid j in respect of iakable surplus). 


Subsection 5905(5. 6) provides that, for the purpose of subsection 5905(5. 5), the sur- 
plus balances of the particular affiliate include its share of the surplus balances of any 
foreign affiliates in which the particular affiliate has a direct or indirect interest. This 
is accomplished by reference. to {he surplus aggregation Wey in amended subpara- 


plus pact fe 590565. 6) _ eg inion. 


(5.6) [Tax-free - surplus ee Ee — For 
the purposes of subsection (5.5), the amounts of exempt surplus or 
exempt deficit, taxable surplus or taxable deficit, and underlying 
foreign x of a foreign affiliate of corporation resident in Canada, 

in respect of the corporation, at a particular time are those 
amount that would be determined, at. the Pyeien iat time, under 


re app! 
ilar time. and the relerences | in that subparagraph to “the 
dividend time” were references to the particular time. 


Reenolea! Notes (Ga0bs8 10, 2010): See under ns . 99056.5) above. 


a (Part 2 — foreign affiliates), 
es will da oboe 5005(6. 2) to 6. 6), applicable as follows: 


° subsecs. (5.2) to (5.4) applicable in respect of acquisitions of control that occur 
ere the eee of control results from an 


: subsecs. 6 5) and 6. 6) applicable after Decehiber 18, 2009 


See ‘Application note unde oposed Amendment to Reg. §900(3) for rule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 


(6) [Rules for Reg. 5905(5)] — For the purposes of subsection 
(5), the following rules apply: 


(a) where paragraph (5)(a) is applicable and the predecessor cor- 
poration is, by virtue of an election made under subsection 93(1) 
of the’ Act, deemed to have received a dividend on one or more 
of the shares of the particular affiliate disposed of in the transac- 
tion, for the purposes of the adjustment required by paragraph 
(b), 


(i) immediately before the time of the transaction there shall 
be included under subparagraph (v) of the description of B in 
the definition “exempt surplus” in subsection 5907(1) in 
computing the particular affiliate’s exempt surplus or exempt 


1977 


Reg. 
S. 5905(6)(a)(i) 


) 
S 
) 

= 

A 
3 
aD 
® 

oc 


Reg. 
S. 5905(6)(a)(i) 


deficit, as the case may be, in respect of the predecessor cor- 
poration an amount equal to the quotient obtained when 


(A) such portion of the dividend as is prescribed by para- 
graph 5900(1)(a) to have been paid out of the exempt sur- 
plus of the particular affiliate 
is divided by 

(B) the surplus entitlement percentage of the predecessor 
corporation in respect of the particular affiliate immedi- 
ately before the disposition, determined on the assump- 
tion that the shares disposed of by the predecessor corpo- 
ration were the only shares owned by it immediately 
before the time of the transaction, 


(ii) immediately before the time of the transaction there shall 
be included under subparagraph (v) of the description of B in 
the definition “taxable surplus” in subsection 5907(1) in 
computing the particular affiliate’s taxable surplus or taxable 
deficit, as the case may be, in respect of the predecessor cor- 
poration an amount equal to the quotient obtained when 


(A) such portion of the dividend as is prescribed by para- 
graph 5900(1)(b) to have been paid out of the taxable sur- 
plus of the particular affiliate 


is divided by 


(B) the surplus entitlement percentage referred to in 
clause (1)(B), and | 


(iii) immediately before the time of the transaction there shall 
be deducted from the amount, if any, otherwise determined 
to be the underlying foreign tax of the particular affiliate in 
respect of the predecessor corporation an amount equal to the 
quotient obtained when 


(A) the amount prescribed by paragraph 5900(1)(d) to be 
the foreign tax applicable to such portion of the dividend 
as is prescribed by paragraph 5900(1)(b) to have been 
paid out of the taxable surplus of the particular affiliate 


is divided by 


(B) the surplus entitlement percentage referred to in 
clause (i)(B); and 


(b) the exempt surplus, exempt deficit, taxable surplus, taxable 
deficit and underlying foreign tax of an affiliate in respect of a 
predecessor corporation (within the meaning assigned by sub- 
section (5)) and the acquiring corporation (within the meaning 
assigned by subsection (5)) shall be deemed to be the proportion 
of the amount thereof otherwise determined that 


(i) the surplus entitlement percentage immediately before the 
time of the latest of the transactions referred to in paragraph 
(5)(a), (b) or (c) of the predecessor corporation or the acquir- 
ing corporation, as the case may be, in respect of the affiliate, 
determined on the assumption 


(A) that the taxation year of the affiliate that otherwise 
would have included that time had ended immediately 
before that time, and 


(B) where the transaction is one referred to in paragraph 
(5)(a), that the shares referred to therein were the only 
shares owned by the predecessor corporation immediately 
before that time, 


is of 
(ii) the surplus entitlement percentage immediately after the 
time of the latest of the transactions referred. to in paragraph 
(5)(a), (b) or (c) of the acquiring corporation. in respect of the 
affiliate, determined on the assumption that the taxation year 


of the affiliate that otherwise would have included that time 
had ended immediately after that time. 


Proposed Repeal — Reg. 5905(6) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 44(7), will repeal subsec. 5905(6), applicable in respect of dispositions and amal- 
gamations that occur, and windings-up that begin, after December 18, 2009. 


Income Tax Regulations 


See Application note under Proposed Amendment to Reg. 5900(3) for rule (s. 53 of the 
draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) and 5905(5). 


Proposed Amendment — Reg. 5905(6) [transitional] _ 
Application: See ss. 51 and 52 of the August 27, 2010 draft legislation, reproduced 
under Reg. 5905(1) Proposed Amendment [transitional] above (specifically subpara. 
51(c)(iv)), for how Reg. 5905(6) is to be read in respect of dispositions in respect of 
which a designated section 93 election is made to use the consolidated net surplus rules 
that were proposed from 2002- 09. 


Technical Notes (Sept. 10, 2010): See eure Res, “5902(1) eee 


Related Provisions: Reg. 5905(16) — Exempt deficit allocation; Reg. 5905(19) — 
Taxable deficit allocation. 


History: The opening words of subparas. 5905(6)(a)(i), (ii) amended by P.C. 1997- 
1670, subsecs. 7(5), (6), November 20, 1997, Canada Gazette, Part Il, December 10, 
1997, applicable to taxation years of a foreign affiliate of a taxpayer that begin after 
1994, except that 


(a) the subparas. as amended apply to taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


For earlier history, see at end of s. 5905. 


(7) [Liquidation or dissolution of FA] — Where at any time 
there has been a dissolution of a foreign affiliate (in this subsection 
referred to as the “dissolved affiliate”) of a corporation resident in 
Canada and paragraph 95(2)(e.1) of the Act is applicable in respect 
of the dissolution, each other foreign affiliate of the corporation that 
had a direct equity percentage in the dissolved affiliate immediately 
before that time shall, for the purposes of computing its exempt sur- 
plus or exempt deficit, taxable surplus or taxable deficit and under- 
lying foreign tax in respect of the corporation, be deemed to have 
received dividends immediately before that time the aggregate of 
which is equal to the amount it might reasonably have expected to 
receive if the dissolved affiliate had, immediately before that time, 
paid dividends the aggregate of which on all shares of its capital 
stock was equal to the amount of its net surplus in respect of the 
corporation immediately before that time, determined on the as- 
sumption that the taxation year of the dissolved affiliate that other- 
wise would have included that time had ended immediately before 
that time. 


Proposed Addition — Reg. 5905(7.1)-(7. dhe 
: USE 7. 2)l —_ Subsection (7. 2) ap- 


(a) a foreign affiliate erorerned to in this subsection and subsec- 
tions (7.2) to (7.6) as the “deficit affiliate”) of a corporation 

resident in Canada has an exempt deficit at any time ge 
to in this subsection and subsections (7.2) to (7.6) as the * 

quisition time”) in resp t of the corporation; and a 


(b) at the acquisition time, shares of the capital stock of a for- 
eign affiliate (referred to in this subsection and subsections 
C7. 2) to (7. 6) as an “acquired affiliate”) of the c rporation in 
> deficit affiliate has an equity percentage (within the 
meaning assigned by subsection 95(4) of the Act) are acquired 
by, or otherwise become property of, ivy 


 @) the corporation, Or. 


(ii) another foreign affiliate of the corporation, in ihe case 
where the percentage that would, if the deficit affiliate were 
resident in Canada, be the deficit affiliate’s surplus entitle- _ 
_ ment percentage in respect of the acquired affiliate immedi- 
ately after the acquisition time is less than the percentage : 
that would, if the deficit affiliate were so resident, be its - 
_ surplus entitlement percentage in respect of eave iss : 
_ filiate immediately before the acquisition time. oe 
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Related Provisions: Reg 1908(2) — Deemed a on 
owned through partners 


(7.2) [Blocking d 
tion applies, there i 


(a) under subparagraph (v) of the siesardorion of I B in the ack 
nition “exempt surplus” in subsection pee in computing an 
ed affiliate’s jeneanpe surplus or ¢ fici ect 


in FA shares — 


i anti-dvetdence : 


and : 908(11) as the Sash nes caper in 
before the time that is immediately before the 
mediately before the oto time, the amo 


resident in Canada, be ae ae s ae r 
tlement percentage in respect of th acquired affi 


justment time, ae 
(By either 
(1) where there is 1 


Ge ‘is the amount detchwined under paragraph (ai in respect of 
_ the acquired affiliate, and. S _ 
D is the percentage that would, 
ident in Canada, be the defic 
Cpe’ Sania befor r 


‘it affiliate were res 
’’s surplus entitler 
1e acquisition time 


Related - Rens “590505. 5 ke surplus balance; Reg. 
5905(7.1) — € ns for subsec. (7.2) to apply: Re 5905(7. 4) — Amount 
deemed designated for @BD: Reg. 5908(11) A 


(73) [Conditions for ‘subsec. (7. Ay) Su 
es ie 
(a) the lesser of 
(i) the deficit affiliate’ s gene deficit in respect of the tor. 
poration immediately before the acquisition time, and = 
(ii) the total of all amounts each. of which i is the amount, 
any, that is the product of : 
(A) the tax-free surplus balance lt before the 
acquisition time in respect of the corp tion of a an. ac- 
quired affiliate, and | 
(B) the surplus entitlement percentae of thes corpo: 
tion in respect of that acquired affiliate sid were : 
before the acquisition time Q 


. 4 ap- 


Reg. 
S. 5905(7.7) 


@) 
. anti in ti ‘of an oad affiliate, and 


_ (i) the surplus entitlement Pe ernaae | of ay es in 
ae of 1 


on hee. the amount yetenated a the corporation. in 


that particular Daiied affiliate; and 


-(b) not to be the amount, if any, actually eeianaise under sub- 
clause (7. 2)(a)Gi)(B)d). 
Related Provisions: Reg. 5905(7. 3) — Conditions for subsec. (7.4) to apply. 


(7.5) [Conditions for ‘subsec. @. 6) —_ py ieccien Gs By ap-- 
pliesai = : 


~ @) subsection (7.2) deyeniel in respect of the acquired affiliate; - 


: ©) the deficit affiliate, or any other foreign affiliate of the cor- 
oration in an ae the deficit veomiae has, redeety before 


her affiliate ey to in subsections (7. He aud 5908(12) 
Uy, “direct holder”), has, immediately before the acquisition 


| in Bool: (c) and subsections . a and 5908(12) as the 
> “subject. affiliate”) of the corporation; and 


(c) the subject affiliate is the acquired affiliate or has, immedi- 
tely before the acquisition time, an ‘equity epee in the 


‘the purposes of 
para raph 92(1.1)(a) of the Act, if this subsection applies, there 
: dded, in computing: ‘on or after the adjustment time the 


o the amount see aie under paragraph (7. 7N2) in respect 
of the acquired affiliate; and 
B is the percentage | that would, if the direct holder 9 were resident 
in Canada, be the direct holder’s surplus entitlement percent- 
age in respect of the acquired affiliate immediately before the 
acquisition time if the direct holder owned only the share. 
ovisions: Reg. 5905(7.5) — Conditions for subsec. (7.6) to apply. 


poses of paragraph 93(3)(c) of the Act, if an amount (referred to 
in this subsection and subsection 5908(12) as the “adjustment 
amount”) is required by subsection 92(1.1) of the Act to be added 
in computing the adjusted cost base of a share of the capital stock 
of a foreign affiliate of a corporation resident in Canada, 
_ (a) where paragraph 92(1.1)(a) of the Act applies, the pre- 
scribed amount is the adjustment amount; and 
(b) where paragraph 92(1.1)(b) of the Act applies, the pre- 
scribed amount is the amount iiaiaoutin under ae 
2908(12): ., 
Application: The Koa 27, 2010 drat den (Part 2 — foreign affiliates), 
subsec. 44(8), will add subsecs. 5905(7.1) to (7.7), applicable where a share of the 


capital stock of a foreign affiliate of a corporation is acquired by, or otherwise be- 
comes property of, a person after December 18, 2009. 


1979 


asa acquired a oun is deemed, for the ‘DME? 


i) 
c 
fe) 
= 
= 
ca 

D 
® 
co 


A 93(3)(c)] —— For the pur , 


Reg. 
S. 5905(7.7) 


See Application note under Proposed Amendment to Reg. 5900(3) for rule (s. 53. of 
the draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): The foreign affiliate regime has, from the 
outset, been designed to make it such that deficits in upper-tier affiliates (so-called 
“blocking deficits”) would need to be filled-in with surpluses from lower-tier affili- 
ates before an upper-tier affiliate can distribute tax deductible dividends to its Cana- 
dian corporate shareholders. This design feature has been relied upon in a long-estab- 
lished policy under which, in the context of the adjustments to surplus balances that 
result from a subsection 93(1) election, only the balances of the top-tier affiliate are 
adjusted —a significant compliance-saving measure. This same design feature is be- 
ing relied upon in the design of new subsection 5905(5.2) where, again, the surplus 
adjustments happen only at the level of the top-tier affiliate. Subsections 5905(7.1) to 
(7.7) introduce new rules to deal with transactions that have the effect of circum- 
venting blocking deficits. 


Subsection 5905(7.2) is the main operative rule in this series of rules (referred to in 


these notes as the “fill-the-hole” rule). By virtue of subsection 5905(7.1), subsection _ 
5905(7.2) will apply where a foreign affiliate, i.e. an upper-tier affiliate, of a corpora- — 


tion resident in Canada has an exempt deficit and any shares of a lower-tier affiliate, 
ie. one that is lower in the chain than the upper-tier affiliate, are acquired by the 
corporation or another foreign affiliate in circumstances where the upper-tier affili- 
ate’s interest in the lower-tier affiliate is diluted. It is intended that the conditions in 
subsection 5905(7.1) capture acquisitions of shares of a lower-tier affiliate upon the 
winding-up of an upper-tier affiliate, as well as cu daa ia and issuances, of shares 
of lower-tier affiliates. : 


Where the conditions of subsection 5905(7.1) are met, subsection sn 5905(7.2) applies 
to achieve a result comparable with the result that would have occurred had a divi- 
dend been paid, immediately before the targeted transactions, to the extent necessary 
to “fill the hole” in the deficit affiliate. This is effected by the reduction, under para- 
graph 5905(7.2)(a), of the exempt surplus balance of the lower-tier affiliate and the 
reduction, under paragraph 5905(7.2)(b), of the exempt deficit balance of the upper- 
tier affiliate. 


The amount of these reductions is, essentially, the lesser of the “tax-free surplus bal- 
ance” of the lower-tier affiliate and the exempt deficit of the upper-tier affiliate. 
“Tax-free surplus balance” is the same concept that is used for new subsections 


5905(5.2) and (5.4) and its meaning is derived by reference to new subsections — 


5905(5.5) and (5.6). 


A special rule in subclause 5905(7. 2)(a)(ii)(B)\(D deals with cases where there is 
more than one lower-tier affiliate, for example where an upper-tier affiliate distrib- 
utes shares of two or more affiliates to its shareholder in the course of a winding-up. 
Where this is the case, taxpayers may designate which affiliates the surplus adjust- 
ments apply to and the respective quanta thereof. However, subsections 5905(7.3) 


and (7.4) contain rules aimed at ensuring that the aggregate amount of designations is 
not less than the lesser of the upper-tier affiliate’s exempt deficit and the aggregate - 
amount of the tax-free surplus balances of the lower-tier affiliates. If a taxpayer does” 
not designate appropriate amounts, the Minister of National Revenue eae ; 


the amounts designated for these purposes. 


In keeping with the notional dividend concept that is inherent in the fill- the: hole file, 


subsections 5905(7.5) and (7.6) provide for increases to the adjusted cost base of 
shares of lower-tier affiliates as well as the shares of any other affiliates in between 
the upper-tier and lower-tier affiliates. The premise relates to the dividend analogy. If 
lower-tier affiliates were deemed to pay dividends and thus had their exempt surplus 
reduced but their assets remained unchanged, it would be reasonable to assume that 
the dividends were reinvested in their shares. New subsection 5908(11) provides for 
situations where partnerships exist between the upper and lower-tier affiliates. These 
rules increase the adjusted cost base of the shares of a lower-tier affiliate held by a 
partnership (in paragraph 5908(11)(a)) as well as the partnership interest itself (in 


paragraph 5908(11)(b)). There is also a rule in paragraph 5908(11)(c) that ensures _ 


that no increase is made to the adjusted cost base of any lower-tier affiliate shares 
that are deemed (under subsection 5908(1)) to be owned by a member of a 
partnership. 


These new cost base adjustment rules are enabled by the amendment of paragraph 
53(1)(d) of the Act and paragraph 5908(10)(a) (formerly paragraph 5907(12)(a)) and 
the addition of new subsection 92(1.1) of the Act. 


New subsection 5905(7.7) prescribes, by reference to these cost base adjustment 


rules, the amounts for paragraph 93(3)(c) of the Act that are treated as “exempt divi- _ 


dends” for the purposes of the foreign affiliate stop-loss rules in subsections 93(2) to 
(2.3) of the Act. 


These new subsections apply where a share of the capital stock of a foreign affiliate 
is acquired by, or otherwise becomes property of, a person after December 18, 2009. 


The following examples illustrate the new “fill-the-hole” rule. 
Example 1 
Assumptions: 


1. Canco, a corporation resident in Canada owns all 100 shares of FA1, a foreign 
affiliate of Canco. 


2. FA1 owns all 100 shares of FA2, a foreign affiliate of Canco. 
3. FAI is wound-up such that all 100 shares of FA2 are distributed to Canco. 
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4. Immediately before the wind-up: 
¢ FAI has an exempt deficit of $1,000; and 
* FA2 has exempt surplus of $1,000. 
Analysis: 
Subsection 5905(7.2) applies because: 
* FAI has an exempt deficit (which makes it the “deficit affitiate”);: 
-e shares of FA2 (the “acquired affiliate”), in which FA] has mpieise Le ee 
age, are acquired by Canco (the corporation). 
Under paragraph 5905(7.2)(a), FA2’s exempt surplus is faduied to nil 3 instants in 
time, or “nanoseconds”, before the acquisition. 
Under paragraph 5905(7.2)(b), FA1’s exempt deficit is reduced to he immediately 
after the acquisition. 


As a result of subsection 5905(7.6) and paragraphs 53(1)(d) and 92(1.1)(a) of the 
Act, the adjusted cost base of the FA2 shares to FAI is increased by $1,000 3 na- 
noseconds before the acquisition, i.e. the same time as the exempt surplus adjustment 
under paragraph 5905(7.2)(a). 


Example 2 
Assumptions: 
1. Canco owns 100% of the chee: of Cansub; Canco and Cansub are corpora- 
tions resident in Canada. 
2. Cansub owns 100% of the shares of FA Holdco (ACB $1,000). 
3. FA Holdco owns 10% of the ‘shares of FAI (ACB $1 000) and FA6 (ACB 
$0). 
4. FAL owns 100 common shee 400%) of FA2 (ACB $0). FA2 has issued 
only common shares. ; 
5. FA2 owns 80 common shares (0%) of FA3 (ACB $0). FA3 has issued only 
common shares. 
6. FA3 owns 50 common shares (50%) of FA4 (ACB $300; FMV $1,200). FA4 
has issued only common shares. 
7. FA4 owns 100% of the shares of FAS. 
8. On January 1, 2010 (the “acquisition time”), FA3 sells its SO FA4 shares to 
FAG for cash of $1,200. 
ee. Immediately before the acquisition time: 
. FAI has an exempt deficit balance of $1, 000 and no other surplus balances; 
+ FA2 has no surplus balances; 
" « FA3 has an exempt surplus balance of $300 and no other surplus balances; 
* FA4 has an exempt surplus balance of $900 and no other surplus ool oat 
and 
+ FAS has an exempt surplus balance of $1,000 and no other surplus balances. 
Analysis: 
Subsection 5905( 7 2 7 
On the sale of the FA4 shares to FA6, subsection 5905(7. 2) would apply since 
the 2 conditions of subsection 59057. 1) are met: 
* there is a foreign affiliate that has a deficit — FAI (the « “deficit affiliate’); 
and 


_ * shares of a foreign affiliate (FA4) in which the deficit affiliate (FA1) has an 

equity percentage are acquired by another foreign affiliate (FA6) of Cansub, 

and FA1’s deemed surplus entitlement percentage in FA4 immediately after 

the acquisition time is less than it was immediately before the acquisition 
time (0% after; 40% before). 


In this example, the amount deteauined under iepieaoranh $905(7.2)(a)G) is 
$2,500, being FAI’s grossed up exempt deficit ($1,000/40%). 


Since there is only one acquired affiliate, the amount determined under subpara- 
graph 5905(7.2)(a)(ii) is $1,900, being FA4’s tax-free surplus balance of $1,900 
(FA4’s exempt surplus of $900 plus FA5’s exempt surplus of $1,000). 


The amount determined under paragraph 5905(7.2)(a) is $1,900 (i.e. the lesser of 
2,500 and 1,900), and the exempt surplus balance of FA4 is reduced, under para- 
graph 5905(7.2)(a), by $1,900 (creating an exempt deficit balance of $1,000 in 
FA4) at the time that is immediately before the time that is immediately before 
the time that is immediately before the acquisition time (i.e. 3 “nanoseconds” 
before the acquisition time). 


Under subsection 5905(7.2)(b), the exempt deficit of FAI is, ineniddtately after 
the acquisition time, reduced by $760 ($1,900 x 40%) to $240. 
Subsections 5905(7.5) and (7.6) 

Subsection 5905(7.6) would apply since the conditions of subsection 5905(7.5) 
are met: subsection 5905(7.2) applies in respect of FA4, and each of FAI (the 
“deficit affiliate”), FA2 and FA3 have an equity percentage in FA4 (the acquired 
affiliate). 
Under paragraph 5905(7.5)(b): 

* FAI is the “direct holder’ with respect to the shares of FA2 (a “subjec 

affiliate’); 
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(8) [Where dividend due to election under ITA 93(1) or 
(1.2)] — Where at any time a dividend is,,by virtue of an election 
made by a corporation under subsection 93(1) of the Act, deemed to 
have been received on one or more shares of a class of the capital 
stock of a particular foreign affiliate of the corporation disposed of 
to the corporation or another foreign affiliate of the corporation, the 
following rules apply: 


(a) for the purposes of the adjustment required by paragraph (b), 


(i) immediately before that time there shall be included under 
subparagraph (v) of the description of B in the definition “ex 

empt surplus” in subsection 5907(1) in computing the partic- 
ular affiliate’s exempt surplus or exempt deficit, as the case 
may be, in respect of the corporation an amount equal to the 
product obtained when the specified adjustment factor in re- 
spect of the disposition is multiplied by the total of all 
amounts each of which is the portion of any such dividend 
that is prescribed by paragraph 5900(1)(a) to have been paid 
out of the exempt surplus of the particular affiliate, 


(ii) immediately before that time there shall be included 
under subparagraph (v) of the description of B in the defini- 
tion “taxable surplus” in subsection 5907(1) in computing the 
particular affiliate’s taxable surplus or taxable deficit, as the 
case may be, in respect of the corporation an amount equal to 
the product obtained when the specified adjustment factor in 
respect of the disposition is multiplied by the total of all 
amounts each of which is the portion of any such dividend 
that is prescribed by paragraph 5900(1)(b) to have been paid 
out of the taxable surplus of the particular affiliate, and 


(iii) immediately before that time there shall be deducted 
from the amount, if any, otherwise determined to be the un- 
derlying foreign tax of the particular affiliate in respect of the 
corporation an amount equal to the product obtained when 
the specified adjustment factor in respect of the disposition is 
multiplied by the aggregate of all amounts each of which is 
the amount prescribed by paragraph 5900(1)(d) to be the for- 
eign tax applicable to such portion of any such dividend as is 
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prescribed by paragraph 5900(1)(b) to have been paid out of 
the taxable surplus of the particular affiliate, 


and, for the purposes of subparagraphs (i) to (iii), the specified 
adjustment. factor in respect of the disposition is the amount 
equal to the quotient obtained when 


(iv) where the person disposing of the shares is the corpora- 
tion, 100 per cent, and 


(v) where the person disposing of the shares is another for- 
eign affiliate of the corporation, the surplus entitlement per- 
centage of the corporation in respect of that affiliate immedi- 
ately before the disposition, 


is divided by 


(vi) the surplus entitlement percentage of the corporation in 
respect of the particular foreign affiliate immediately before 
that disposition; 


(b) the exempt surplus or exempt deficit, the taxable surplus or 
taxable deficit and the underlying foreign tax in respect of the 
corporation of the particular affiliate and of each other foreign 
affiliate of the corporation in which the particular affiliate has an 
equity percentage (in this subsection referred to as the “other af- 
filiate”) shall at that time be adjusted to the proportion of the 
amount thereof otherwise determined that 


(i) the surplus entitlement percentage immediately before 
that time of the corporation in respect of the particular affili- 
ate or the other affiliate, as the case may be, determined on 
the assumption that the taxation year of the particular affili- 
ate or the other affiliate, as the case may be, that otherwise 
would have included that time had ended immediately before 
that time, 


is of 


(ii) the surplus entitlement percentage immediately after that 
time of the corporation in respect of the particular affiliate or 
the other affiliate, as the case may be, determined on the as- 
sumption that the taxation year of the particular affiliate or 
the other affiliate, as the case may be, that otherwise would 
have included that time had ended immediately. after that 
time; and 
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(c) for the purposes of the definitions “exempt deficit”, “exempt 
surplus”, “taxable deficit”, “taxable surplus” and: ‘ ‘underlying 
foreign tax” in bohoc il 5907(1), the amounts determined 
under paragraph (b) are referred to as the opening exempt defi- 
cit, opening exempt surplus, opening taxable deficit, opening 
taxable surplus and opening underlying foreign tax, as the case 
may be, of the particular affiliate and each other affiliate in re- 
spect of the corporation resident in Canada. 


draft a” 
hnical Notes (ent 10; 2010): See under ree. 5902(1) and 5905(1). 


Technical Notes (Sept. 10, 2 a 


Related Provisions: Reg. 5905(16) — Exempt deficit allocation; Reg. 5905(19) — 
Taxable deficit allocation. 


History: Subparas. 5905(8)(a)(i), (ii) and para. (8)(c), amended by P.C. 1997-1670, 
subsecs. 7(7), (8), November 20, 1997, Canada Gazette, Part 11, December 10, 1997, 
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applicable to taxation years of a foreign affiliate of a taxpayer that begin after 1994, 
except that 
(a) the subparas. and para. as amended apply to taxation years of a foreign affiliate 
of a taxpayer that end after 1994 where there has been a change in the taxation year 
of the foreign affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


For earlier history, see at end of s. 5905. 


(9) [Where surplus entitlement percentage decreases] — 
Where at any time a foreign affiliate of a corporation resident in 
Canada (in this subsection referred to as the “issuing affiliate”) is- 
sues shares of a class of its capital stock to a person other than the 
corporation or another foreign affiliate of the corporation and as a 
result thereof the surplus entitlement percentage of the corporation 
in respect of the issuing affiliate decreases, for the purposes of this 
Part, the exempt surplus or exempt deficit, the taxable surplus or 
taxable deficit and the underlying foreign tax, in respect of the cor- 
poration, of the issuing affiliate and of each other foreign affiliate of 
the corporation in which the issuing affiliate has an equity percent- 
age (in this subsection referred to as the “other affiliate”) shall at 
that time be increased to the proportion of the amount thereof other- 
wise determined that 


(a) the surplus entitlement percentage immediately before that 
time of the corporation in respect of the issuing affiliate or the 
other affiliate, as the case may be, determined on the assumption 
that the taxation year of the issuing affiliate or the other affiliate, 
as the case may be, that otherwise would have included that time 
had ended immediately before that time, 
is of 

(b) the surplus entitlement percentage immediately after that 
time of the corporation in respect of the issuing affiliate or other 
affiliate, as the case may be, determined on the assumption that 
the taxation year of the issuing affiliate or the other affiliate, as 
the case may be, that otherwise would have included that time 
had ended immediately after that time, 
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and, for the purposes of the definitions “exempt deficit’, “exempt 
surplus”, “taxable deficit”, “taxable surplus” and “underlying for- 
eign tax” in subsection 5907(1), those increased amounts are re- 
ferred to as the opening exempt deficit, opening exempt surplus, 
opening taxable deficit, opening taxable surplus and opening under- 
lying foreign tax, as the case may be, of each of those affiliates in 


respect of the corporation resident in Canada. 


Proposed Repeal — Reg. 5905(9) 
Application: The August 27, 2010 draft legislation (Part 
sec. 44(10), will repeal subsec. 5905(9), applicable in re 
after December 18,2000 
See Application note under Proposed Amendment to Reg. 5900(3) for rule (s. 53 of the 
draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): Sce under Reg. 5902(1) and 5905(1). 
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History: The closing words of 5905(9) amended by P.C. 1997-1670, subsec. 7(9), No- 
vember 20, 1997, Canada Gazette, Part II, December 10, 1997, applicable to taxation 
years of a foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the portion as amended applies to taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


For earlier history, see at end of s. 5905. 
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(10) [“Surplus entitlement’”] — For the purposes of this section, 
the surplus entitlement at any time of a share owned by a corpora- 
tion resident in Canada of the capital stock of a foreign affiliate of 
the corporation in respect of a particular foreign affiliate of the cor- 
poration is the portion of 


(a) the amount that would have been received on the share if the 
foreign affiliate had at that time paid dividends the aggregate of 
which on all shares of its capital stock was equal to the amount 
that would be its net surplus in respect of the corporation at that 
time assuming that 


(i) each other foreign affiliate of the corporation in which the 
foreign affiliate had an equity percentage had immediately 
before that time paid a dividend equal to its net surplus in 
respect of the corporation immediately before the dividend 
was paid, and 

(ii) any dividend referred to in subparagraph (i) that would be 
received by another foreign affiliate was received by such 
other foreign affiliate immediately before any such dividend 
that it would have paid, 


that may reasonably be considered to relate to 


(b) the amount that would be the net surplus of the particular 
affiliate in respect of the corporation at that time assuming that 


(i) each other foreign affiliate of the corporation in which the 
particular affiliate had an equity percentage had immediately 
before that time paid a dividend equal to its net surplus in 
respect of the corporation immediately before the dividend 
was paid, and 

(ii) any dividend referred to in subparagraph (1) that would be 
received by another foreign affiliate was received by such 
other foreign affiliate immediately before any such dividend 
that it would have paid. 

Related Provisions: Reg. 5905(11), (12) — Interpretation. 


(11) [Interpretation for Reg. 5905(10)] — For the purposes of 
subsection (10), 


(a) in determining the net surplus of, or the amount of a dividend 
received by, a particular foreign affiliate of a taxpayer resident 
in Canada in which any other foreign affiliate of the taxpayer 
has an equity percentage, no amount shall be included in respect 
of any distribution that would be received by the particular affil- 
iate from such other affiliate; and 


(b) if any foreign affiliate of a corporation resident in Canada 
has issued shares of more than one class of its capital stock, the 
amount that would be paid as a dividend on the shares of any 
class is such portion of its net surplus as, in the circumstances, it 
might reasonably be expected to have paid on all the shares of 
that class. 


(12) [Interpretation for Reg. 5905(10)] — Notwithstanding any 
other provision of this Part, for the purposes of determining under 
subsection (10) the net surplus of a foreign affiliate of a corporation 
resident in Canada in respect of the corporation at any time in a 
taxation year of the affiliate that would otherwise have included that 
time (in this subsection referred to as the “normal year”), the ex- 
empt earnings or loss and the taxable earnings or loss required to be 
included in computing the net surplus in respect of any taxation 
year of the affiliate that is assumed for the purposes of a provision 
of this section to have ended at that time shall be deemed to be that 
proportion of such amounts determined for the normal year that the 
number of days in the taxation year assumed to have ended at that 
time is of the number of days in the normal year. 


(13) [“Surplus entitlement percentage”] — For the purposes 
of the definition “surplus entitlement percentage” in subsection 
95(1) of the Act and of this Part, the surplus entitlement percentage 
at any time of a corporation resident in Canada in respect of a par- 
ticular foreign affiliate of the corporation is, 


(a) where the particular affiliate and each corporation that is rel- 
evant to the determination of the corporation’s equity percentage 
in the particular affiliate have only one class of issued shares at 
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that time, the percentage that is the corporation’s equity percent- 
age in the particular affiliate at that time, and 


(b) in any other case, the proportion of 100 that 


(i) the aggregate of all amounts, each of which is the surplus 
entitlement at that time of a share owned by the corporation 
of the capital stock of a foreign affiliate of the corporation in 
respect of the particular foreign affiliate of the corporation 


is of 
(ii) the amount determined under paragraph (10)(b) to be the 


net surplus of the particular affiliate-in respect of the corpora- 
tion at that. time, 


except that where the amount determined under subparagraph 
(ii) is nil, the percentage determined under this paragraph shall 
be the corporation’s equity percentage in the particular affiliate 
at that time, 


and, for the purposes of this subsection, “equity percentage” has the 
meaning that would be assigned by subsection 95(4) of the Act if 
the reference in paragraph (b) of the definition “equity percentage” 
in that subsection to “any corporation’ were read as a reference to 
“any corporation other than a corporation resident in Canada”. 
History: The opening and closing words of 5905(13) amended by P.C. 1997-1670, 
subsecs. 7(10), (11), November 20, 1997, Canada Gazette, Part Il, December 10, 1997; 
applicable to taxation years of a foreign affiliate of a taxpayer that begin after 1994, 
except that 
(a) the portions as amended apply to. taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign affiliate in 1994 and after February 22, 1994, unless 
(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 
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Technical Notes (Sept. 10, 2010): See SA eels 


History [S. 5905]: S. 5905 substituted by P.C. 1985-467, February 14, 1985, s. 3, 
Canada Gazette, Part Il, March 6, 1985 as corrected by Canada Gazette, Part II, June 
26, 1985, applicable as to subsec. 5905(1), in respect of acquisitions of shares made 
after November 12, 1981; as to subsec. 5905(2), in respect of redemptions, ‘acquisitions 
or cancellations of shares occurring after November. 12, 1981; as to subsecs. 5905(3) 
and (4), in. respect of mergers occurring after November 12, 1981; as to subsecs. 
5905(5) and (6), in respect of dispositions of shares made after November 12, 1981 and 
amalgamations and windings-up occurring after November 12, 1981; as to subsec. 
5905(7), in respect of dissolutions occurring after November 12, 1981; as to subsec. 
5905(8), in respect of dispositions of shares made after November 12, 1981; as to sub- 
sec. 5905(9), in respect of issuances of shares occurring after November 12; 1981; and 
as to subsecs. 5905(10) to (13), for the purposes of computations required to be made 
under any of subsecs. 5905(1) to (9), in respect of transactions occurring after Novem- 
ber 12, 1981. 


All that portion of subsec. 5905(1) following para. (d) and all that portion of subsec. 
5905(2) preceding para. (a) substituted; subsec.'5905(7.1) added by P.C. 1980-503, s. 
4, February 8, 1980, Canada Gazette, Part II, February 27, 1980, as corrected by Can- 
ada Gazette, Part 11, March 12, 1980, effective.in respect of 1976 et seq. 


Definitions [Reg. 5905]: “acquired affiliate” — Reg. 5905(7.1)(b); “adjusted cost 
base” —ITA 54, 248(1); “adjustment time’ — ITA 14(5), 248(1); “amount’”,— ITA 
248(1), Reg. 5907(7); “‘arm’s length” —ITA 251(1); “corporation” —ITA 248(1), In- 
terpretation Act 35(1); “cost amount” —ITA 248(1), Reg. 5905(5.3); “deficit affili- 
ate” — Reg. 5905(7.1)(a); * ; “disposition”, “divi- 
dend” —ITA 248(1); “equity percentage” —ITA 95(4); “exempt deficit” — Reg. 
5902(1)-(2), (7), 5905(7)(b), 5907(1); “exempt surplus” — Reg. 5902(1)-(2), (7), 
5905(7)(c), 5907(1); “foreign affiliate’ —ITA 95(1), 248(1), Reg. 5907(3); “merged 
affiliate”, “merger time” — Reg. 5905(3); “net surplus” — Reg. 5902(1)-(2), (7), 


Reg. 
» §. 5905 


5907(1); “opening exempt deficit” — Reg. 5905(1), 5905(5)(a)(i), 5905(5.1); “opening 
exempt surplus” — Reg. 5905(1), 5905(5)(a)(ii), 5905(5.1); “opening taxable defi- 
cit” — Reg. 5905(1), 5905(5)(a)(iii),, 5905(5.1); “opening: taxable surplus” — Reg. 
5905(1), 5905(5)(a)(iv), 5905(5.1); “opening underlying foreign tax” — Reg. 5905(1), 
5905(5)(a)(v), 5905(5.1); “person”, “prescribed”, “property” — ITA 248(1); “relevant 
tax factor’ — ITA 95(1); “resident”, “resident in Canada” — ITA 250; “share” — ITA 
248(1); “subject affiliate” — Reg. 5905(7.5)(b); “substituted” —ITA 248(5); “surplus 
entitlement percentage’ —Reg. 5905(13); “tax-free surplus balance” — Reg. 
5905(5.5); “taxable Canadian corporation” —ITA 89(1), 248(1); “taxable deficit’? — 
Reg. 5902(1)-(2), (7), 5905(7)(c), 5907(1); “taxable income” —ITA 248(1); “taxable 
—ITA 249; 


surplus’ — Reg. 5902(1)-(2), (7), 5905(7)(e), 5907(1); “taxation year” 
— Reg. 5902(1)-(2), (7), 5907(1). 


posed Addition — ‘Reg. 5905. 1 | [transitional] 
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(2) The amount prescribed for the purpose of paragraph 
92(1.4)(b) of the Act, in respect of a relevant-share referred to in 
that paragraph, in respect of a relevant specified section 93 elec- 
tion related to the relevant share, is the lesser of 
(a) the amount, if any, by which the adjusted cost base, at the 
time of the disposition, of the relevant share to the holder ex- 
ceeds the fair market value of the relevant share, at the elec- 
tion time, and 


(b) the amount determined by the following formula: 


A/C x (C -B) 
where 
A is the amount that would be determined to be the attrib- 
uted net surplus in respect of the relevant share under 


paragraph 5902(1)(f) in respect of the specified section 
93 election, if 


(i) the relevant share was the disposed share, and the 


relevant foreign affiliate was the disposed foreign af- 
filiate, in respect of the specified section 93 election, 
and 


(ii) the consolidated net surplus in ier of the rele- 
vant foreign affiliate was the amount, if any, deter- 
mined, in respect of the relevant foreiga a 
under the description of C, 


Bis the amount, if any, by which the total that would be 
determined under clause 5902(1)(e)(vi)(B) exceeds the 
total that would be determined under clause 
5902(1)(e)(vi)(A), in respect of the relevant foreign affil- 
iate, if 

(i) the relevant foreign affiliate was the disposed af- 
filiate referred to in subsection 5902(1), 


(ii) the relevant share was the disposed share referred 
to in subsection 5902(1) that was disposed of imme- 
diately following the disposition of the disposed 
shares to which the specified section 93 election ap- 
plied, and 


(iii) before that determination, in respect of the rele- 
vant foreign affiliate and each foreign affiliate of the 
particular corporation resident in Canada in which 
the relevant foreign affiliate had an equity percent- 
age, the adjustments that are required by section 
5905 to be made, in respect the whole dividend re- 
ferred to in paragraph 5902(1)(g) in respect of the 
specified section 93 election, were made, and 


Cis the amount, if any, by which the total that would be 
determined under clause 5902(1)(e)(vi)(B) exceeds the 
total that would be determined under clause 


§902(1)(e)(vi)(A), in respect of the relevant affiliate in 


respect of the specified section 93 election, if the relevant 
foreign affiliate was the disposed foreign affiliate re- 
ferred to in subsection 5902(1) and the relevant share was 
the disposed share referred to in subsection 5902(1). 


Related Provisions: ITA 257 — Negative amounts in formulas; 
Reg. 5905.1(3) — If amount in formula is nil. 


(3) If the amount determined in each of the formulae in 
paragraphs (1)(b) and (2)(b) in respect of the relevant share re- 
ferred to in paragraph 92(1.4)(a) of the Act is nil, the amount de- 
termined for B in the formula in paragraph (1)(b) in respect of the 
relevant affiliate is greater than nil and the amount determined for 
C in the formula in paragraph (2)(b) in respect of the relevant af- 
filiate is greater than nil, the amount prescribed for the purpose of 
paragraph 92(1.4)(a) of the Act, in respect of the relevant share 
referred to in that paragraph, in respect of a specified section 93 
election related to the relevant share, is the lesser of 


(a) the amount, if any, by which the fair market value of the 
relevant share, at the election time, exceeds the adjusted cost 
base, at the time of the road asin of the relevant share to the 
holder; and 


(b) the amount that would, if the relevant share was the dis- 
posed share and the relevant affiliate was the disposed affili- 
ate in respect of the specified section 93 election, be deter- 
mined under paragraph 5902(1)(f) to be the attributed net 
surplus in respect of the relevant share if the consolidated net 
surplus of the relevant foreign affiliate were the amount de- 
termined for B in the formula in paragraph (1)(b). 
Definitions: “adjusted cost base” — ITA 54, 248(1); “amount” — 


ITA 248(1), Reg. 5907(7); “corporation” — ITA 248(1), Interpre- 
tation Act 35(1); “disposition” —ITA 248(1); “equity percent- 
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age” — ITA 95(4); “foreign affiliate” — ITA 95(1), 248(1), Reg: 
5907(3); “net surplus” — Reg. 5902(1)}-(2), (7), 5907(1); “pre- 
scribed” —ITA 248(1); “resident in Canada” —ITA 250; 
“share” — ITA 248(1); “whole dividend” — Reg. 5907(1). 


(ii) [see Proposed Amendment — Reg. 5907(1)“whole dividend”(b) 
[transitional] — ed.} and 


(iii) [see Proposed Addition — Reg. 5908(8)(c) [transitional] heat ] 


See also s. 52 of the draft legislation, reproduced under Reg. 5902(1) [transitional]. 
Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. 


5906. Carrying on business in a country — (1) For the pur- 
poses of this Part, where a foreign affiliate of a corporation resident 
in Canada carries on an active business, it shall be deemed to carry 
on that business 


(a) in a country other than Canada only to the extent that such 
business is carried on through a permanent establishment situ- 
ated therein; and 


(b) in Canada only to the extent that its income therefrom is sub- 
ject to tax under Part I of the Act. 


Related Provisions: Reg. 5906(2) — Meaning of “permanent establishment”. 


(2) For the purposes of subsection (1), the expression “permanent 
establishment” has: 


(a) if the expression is given a particular meaning in a tax treaty 
with a country, the meaning assigned by that tax treaty with re- 
spect to a business carried on in that country; and 


(b) in any other case, the meaning that would be assigned by 
subsection 400(2) if that subsection were read without reference 
to paragraph 400(2)(e.1). 


Proposed Amendment — 5906(2), (3) 


(2) Tne expression “permanent establishment” means 


(a) for the purposes of paragraph (1)(a) and the definition 
“earnings” in subsection 5907(1) (which Paragraph or defini- 
tion is referred to in this paragraph as a “provision’’), 


(i) if the expression is given a particular meaning in a tax 
__ treaty with a country, a permanent establishment within the 
_ meaning assigned by that tax treaty with respect to the busi- 


ness carried on in that country by the foreign affiliate re- 


ferred to in the provision, and 


(ii) i in any other case, a fixed place of business of the affili- 
ate, including an office, a branch, a mine, an oil well, a 
~ farm, a timberland, a factory, a workshop or a warehouse, 

or if the affiliate does not have any fixed place of business, 

the principal place at which the affiliate S business i is con- 

ducted; and — oo) 


(b) for the purposes of subdivision i of Division B of Part lof 
the, Act [ITA ss. 90-95 —- ed-], 


- (i) if the expression is given a particular meaning in a tax 
treaty with a country, a permanent establishment within the 
meaning. assigned by that tax treaty if the person or partner- 
ship referred to in the relevant portion of that subdivision 
(which person or partnership i is referred to in this paragraph 
and subsection (3) as the “person’’) is a resident of that 
country for the purpose of that tax treaty, and— : 


(ii) in any other case, a fixed place of business of the per- 
son, including an office, a branch, a mine, an oil well, a 

_ farm, a timberland, a factory, a workshop or a warehouse, » 
or if the person does not have any fixed place of business, 
the principal place at which the person’s business is 
conducted. 


Related Provisions: Reg. 5906(3) — Interpretation. 
(3) For the purposes of subparagraphs: (2)(a)(ii) and (b)(ii), 


(a) if the affiliate or the person, as the case may be, carries on 
business through an employee or agent, established in a partic- 
ular place, who has general authority to contract for the affili- 
ate or the person or who has a stock of merchandise owned by 


Part LIX — Foreign Affiliates 


the affiliate or the person from which the employee or agent 
regularly fills orders, the affiliate or the person is deemed to 
have a fixed place of business at that place; » 


(b) if the affiliate or the per on, as the case may be, is an insur- 
ance corporation, the affiliate or the person is deemed to have 
a fixed place of business in each country in which the affiliate 
or the person is registered or licensed to do business; 


(c) if the affiliate or the person, as the c: : 


nay be, uses sub- 
ie at a lar place at any 
time in a taxation year, the affiliate or the person is deemed to 
have a fixed place of business at that place, 


(d) the fact that the affiliate or the person, as the case. may be, 
has business dealings through a commission agent, Aaen or 
other independent soot D or ee: an office solely 


hs at that Hime and 


(ec) the fact that the affiliate or the person, as the case ay be, 
_hasa subsidiary controlled corporation 7 a place or a subsidi- 


place does not of itself mean that the if PEP has a 


fixed place of business at that place. 


Application: The August 27, 2010 draft legislation (Part 2 — oe affiliates), « s. 
45, will amend subsec. 5906(2) to read as above and add subsec, 5906(3), applicable — 
to taxation years of a foreign affiliate of a taxpayer that end after 1999 except that, 
for taxation years of the affiliate that end before December 19, 2009, the Opening 
words of para. 5906(2)(b) are t read as follows: — 


(b) for the purposes of ee i of Division B of Part I (other than the 
definitions “excluded income” and “excluded revenue” in subsection 95(2.5)) 
of the Act, : 


See Application note under Proposed Amendment to Reg. 5900G) for rule (s. 53 of 
the draft legislation) permitting late reassessment to give effect to this amendment. 


Technical Notes (Sept. 10, 2010): Subsection 5906(2) currently defines the term 
“permanent establishment” for the purpose of subsection 5906(1) — the main opera- 
tive rule in section 5906. SC 


[New Reg. 5906(2)(b) replaces former proposed Reg. 8202 (Feb. 27, 2004 draft), 
which would have defined ° Naa establishment” for Varios os in SS. 
90-95 — ed.] i _ ) ee 


Subsection 5906(2) is being amende to ragen i its scope of applidation It is aise 
being amended at it, together subsection 59063), will provide sec- 
tion 5906 with a r comprehensive tion of the term ‘ ‘permanent establish- 
ment”. These amendments ensure that a common definition of “permanent establish- 
ment” applies for all purposes of Part LIX of the Regulations and, by virtue of new 
paragraph 5906(2)(b) and the new definition “permanent establishment” in subsec- 
tion 95(1) of the Act, for purposes of the fore) affiliate Peyisions in subdivision i 
of Division B of Part I of the Act. 


New paragraph 5906(2)(a) defines the term ‘ “permanent establishment” for the pur- 
poses of paragraph 5906(1)(a) and the definition “earnings” in subsection 5907(1). 
New subparagraph 5906(2)(a)(i) defines “permanent establishment” based on a tax 
treaty, if any, that Canada has in place with the country in which the business is 
considered (without reference to section 5906) to be carried on. New subparagraph 
5906(2)(a)(ii) applies where there is no relevant tax treaty definition and provides, 
when considered together with subsection 590603), rules similar to subsection 400(2) 
(with the notable exception of paragraph (e. 1) thereof) to define ‘ ‘permanent estab- 
lishment”. Although new subparagraph 5906(2)(a) replaces existing subsection 
5906(2), it is not intended to have any substantive effect. 


New paragraph 5906(2)(b) defines the term “permanent establishment” for the pur- 
poses of subdivision i of Division B of Part I of the Act (more particularly for the 
purposes of the definitions “investment business” and “non-qualifying business” in 
subsection 95(1), subparagraph 95(2)()Gii), paragraphs 95(2)(w), 95(2.3)(b) and 
95(2.4)(a) and the definitions “excluded income and excluded revenue” and “indebt- 
edness” in subsection 95(2.5) of the Act). This definition is essentially the same as 
the one in paragraph 5906(2)(a), but the tax treaty aspect of the rule is focussed on 
the tax treaty under which the relevant person is resident, rather than the tax nealy 
for the country in which the business is carried on. 


These amendments generally apply for taxation years of a foreign affiliate that end 
after 1999. However, a transitional teading applies in respect of the definition “ex- 
cluded income and excluded revenue” in subsection 95(2.5) of the Act in order to 
coordinate these amendments with an amendment to section 8201, 


History: Subsec. 5906(2) amended by 2009, c. 2, s. 111, applicable to 2009 et seg. 


Definitions [Reg. 5906]: “active business’ —ITA 95(1), Reg. 5907(1); “busi- 
ness” — ITA 248(1); “Canada” — ITA 255, Interpretation Act 35(1); “corporation” — 
ITA 248(1), Interpretation Act 35(1); “foreign affiliate’ —ITA 95(1), 248(1), Reg. 
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5907(3); “permanent establishment” —ITA 95(1), Reg. 5906(2); “resident in Can- 
ada” — ITA 250; “tax treaty” — ITA 248(1). 


5907. Interpretation — (1) [Definitions] — For the purposes of 
this Part, 


“active business” has the meaning assigned by subsection 95(1) of 
the Act; 


“controlled foreign affiliate” has the meaning assigned by subsec- 
tion 95(1) of the Act; 


“earnings” of a foreign affiliate of a taxpayer resident in Canada 
for a taxation year of the affiliate from an active business means 


(a) in the case of an active business carried on by it in a country, 


(i) the income or profit from the active business for the year 
computed in accordance with the income tax law of the coun- 
try in which the affiliate is resident, in any case where the 
affiliate is required by that law to compute that income or 
profit, 


(ii) the income or profit from the active business for the year 
computed in accordance with the income tax law of the coun- 
try in which the business is carried on, in any case not de- 
scribed in subparagraph (i) where the affiliate is required by 
that law to compute that income or profit, and 


(iii) in any other case, the amount that would be the income 
from the active business for the year under Part I of the Act if 
the business were carried on in Canada, the affiliate were res- 
ident in Canada and the Act were read without reference to 
subsections 80(3) to (12), (15) and (17) and 80.01(5) to (11) 
and sections 80.02 to 80.04, 


Proposed Amendment — Reg. 
5907(1)“earnings”(a)(iii) 
Letter from Dept. of Finance, May 16, 2005: _ 
Mr. Charles Webster, Ernst & Young LLP, Toronto, ON 
Dear Mr. Webster: 


I am writing in response to your correspondence dated J auMary 13, 2005 to Mr. Wal- 
lace Conway in connection with the definition “earnings”, of a foreign affiliate of a 
taxpayer resident i in Canada, in subsection 5907(1) of the Income Tax Regulations. 


As you note in your ‘correspondence, subparagraph (a)(iii) of the earnings definition 
provides that “earnings” of a foreign affiliate of a taxpayer resident in Canada for a 
taxation year from an active business means the amount that would be the income from 
the active business for the year under Part I of the Income Tax Act if the business were 
carried on in Canada, the foreign affiliate were resident in Canada and the Act were 
read without reference to certain specified provisions of the Act. That subparagraph 
applies only where the foreign affiliate is not required by the income tax law of the 
country in which the foreign affiliate is resident or carries on the business to compute 
the income or profit from the active business. 
You also note that, in the draft technical amendments released by the Minister of Fi- 
nance on February 27, 2004 relating to foreign affiliates, proposed new paragraph 
95(2)(f.1) of the Act provides in part that, for the purposes of subdivision i of the Act, 
the income or loss of a foreign affiliate of a taxpayer from property or from a business 
other than an active business is to be computed as if the business were carried on in 
Canada, the foreign affiliate were resident in Canada and the Act were read without 
reference to certain ida provisions.of the Act (including subsection 18(4) of the 
Act). 
You express your concern that subsection 18(4) is one of those specified provisions in 
proposed paragraph 95(2)(f.1) but not in subparagraph ela of the earnings definition 
in subsection 5907(1) of the Regulations. 
It would seem appropriate to amend Part LIX of the Re dlations so that, in applying 
subparagraph (a)(iti) of the definition “earnings” in subsection 5907(1) of the Regula- 
tions to determine the amount that would be the foreign affiliate’s income from an 
active business, the Act would be read without reference to subsection 18(4). We are 
prepared to recommend such a change and, consistent with the coming-into-force pro- 
vision proposed in the February 2004 foreign affiliate proposals for new paragraph 
95(2)(f.1), that it apply to taxation years, of a foreign affiliate of a taxpayer, that begin 
after December 20, 2002. 
Thank you for writing. 
Yours sincerely, 

Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, Aug. 17, 2005: 
Mr. Charles Webster, Ernst & Young LLP, Toronto, ON 


Dear Mr. Webster: 


1985 
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I am writing in response to your letter dated May 26, 2005 in connection with the 
definition “earnings”, in subsection 5907(1) of the Income Tax Regulations, which de- 
fines the earnings of a foreign affiliate of a taxpayer resident in Canada for a taxation 
year of the foreign affiliate from an active business. 


In a letter sent to you on May 16, 2005, we informed you of our intention to recom- 
mend that Part LIX of the Regulations be amended in a manner that would result in 
subsection 18(4) of the Income Tax Act being ignored in computing, pursuant to sub- 
paragraph (a)(iii) of the definition “earnings” in subsection 5907(1) of the Regulations, 
the amount of the income from an active business of a foreign affiliate of a taxpayer 
resident in Canada. As well, in that letter, we informed you of our intention to recom- 
mend that such an amendment apply to taxation years of a foreign affiliate of a tax- 
payer that begin after December 20, 2002. 


In your letter, you have requested a change to the recommended effective date for the 
recommended amendment. Your preference would be to have the recommended 
amendment apply to the 1976 and subsequent taxation years of a foreign affiliate of a 
taxpayer resident in Canada. In your view, the recommended amendment has relevance 
for all taxation years of a foreign affiliate of a taxpayer resident in Canada in respect of 
which subparagraph (a)(iii) of the definition “earnings” in subsection 5907(1) applied 
to determine the amount of the income from an active business of the foreign affiliate. 
In particular, you are concerned that, if the recommended amendment were made effec- 
tive, as was originally indicated, for taxation years of a foreign affiliate of a taxpayer 
resident in Canada that begin after December 20, 2002, the foreign affiliate would have 
foreign accrual property income and taxable surplus in prior years because of the tech- 
nical deficiencies that the recommended amendment would correct. While you have 
presented no evidence that the relevant rules in the Act and the Regulations have been 
administered by the Canada Revenue Agency in this manner in the past, you do present 
understandable concerns. 


After further consideration prompted by your letter, we are not prepared to recommend 
that the aforementioned amendment apply to the 1976 and subsequent taxation years. 
As you know, however, a series of amendments to the foreign affiliate rules has been 
proposed with effect, on election by the taxpayer, to taxation years of the foreign affili- 
ates of the taxpayer that begin after 1994. Consequently, we will continue to recom- 
mend that the recommended amendment concerning the earnings definition apply to 
taxation years of a foreign affiliate of a taxpayer that begin after December 20, 2002 
(the “applicable taxation years” of the foreign affiliate), but will also recommend that, 
where a taxpayer so elects in respect of all its foreign affiliates, it apply to taxation 
years of each foreign affiliate of the taxpayer that begin after 1994 (referred to as the 
“applicable taxation years” of the foreign affiliate, if that election is made). As well, it 
will be recommended that there be available to a corporation resident in Canada, 
whether or not it has made that election, an additional election such that, where the 
corporation resident in Canada so elects in respect of all its foreign affiliates, Part LIX 
of the Regulations would provide that, for the purposes of calculations made at any 
time in the applicable taxation years of the foreign affiliate, the amount of the exempt 
and taxable surplus, the exempt and taxable deficit and the underlying foreign tax of 
the foreign affiliate in respect of the corporation resident in Canada be determined as if 
the recommended amendment concerning the earnings definition applied for the 1976 
and subsequent taxation years of the foreign affiliate. 


Thank you for writing. 
Yours sincerely, 


Brian Ernewein, Director, Tax Legislation Division, Tax Policy Branch 


adjusted in each case in accordance with subsections (2), (2.1), 
(2.2) and (2.9) and, for the purposes of this Part, to the extent 
that the earnings of an affiliate from an active business carried 
on by it cannot be attributed to a permanent establishment in any 
particular country, they shall be attributed to the permanent es- 
tablishment in the country in which the affiliate is resident and, 
if the affiliate is resident in more than one country, to the perma- 
nent establishment in the country that may reasonably be re- 
garded as the affiliate’s principal place of residence, and 


(b) in any other case, the total of the amounts by which the in- 
come for the year from an active business of an affiliate is in- 
creased because of paragraph 95(2)(a) of the Act; 


Proposed Amendment — Reg. 5907(1)“earnings”(b) 


(b) in any other case, the total of all amounts each of which is 
an amount of income that is required under paragraph 95(2)(a) 
of the Act to be included in computing the affiliate’s income or 
loss from an active business for the year; 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(2), will amend para. (b) of the definition “earnings” in subsec. 5907(1) to 
read as above, applicable to taxation years of a foreign affiliate of a taxpayer that end 
after 1999, 


Para. 50(1)(a) of the draft legislation provides that if a foreign affiliate of a taxpayer 
referred to in the above amendment makes a valid “Global Section 95 Election” 
under subsec. 26(46) of S.C. 2007, c. 35; see History at the end of ITA 95, then the 


Income Tax Regulations 


amendment is also applicable to taxation years, of all foreign alter of the tax- 
payer, that begin after 1994 and end before 2000. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, sees 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5S) of the Act shall be made to the extent 
necessary to take into account this amendment. 

Technical Notes (Sept. 10, 2010): The definition “earnings” in subsection 
5907(1) is relevant for the purposes of computing the surpluses and deficits of a 
foreign affiliate. Paragraph (b) of the definition “earnings” ensures that “earnings” 
will reflect the total of all amounts by which the affiliate’s income for the year from 
an active business is increased because of ITA paragraph 95(2)(a). 


Paragraph (b) of the definition “earnings” is being amended to ensure that “earnings” 
will reflect all income amounts required by paragraph 95(2)(a) to be included in 
computing a foreign affiliate’s income or loss from an active business. This change is 
consequential to the Budget 2007 Act changes. 


This amendment applies to taxation years of a foreign affiliate that end after 1999. 
However, this amendment may have earlier application where an election referred to 
in clause 50 is filed. 


Elections under Bill C-28 


Clause 50 of these amendments contains rules feauiing the early application of cer- 
tain portions of the amendments, referred to above, to subsection 5907(1). These 
early applications are, for the most part, consequential to the early application of 
certain provisions of section 95 of the Act that are required by virtue of certain elec- 
tions under Bill C-28. 


Subclause 50(1) deals with elections made under subsection 26(46) of Bill C-28. 
This election is commonly referred to as the “global election”. Subclause 50(2) deals 
with elections made under paragraph 26(35)(b) of Bill C-28. Both of these elections 
generally provide for the application of certain Sperines Bip e to taxation years 
of foreign affiliates that lg after 1994. 


Assessments 


Clause 53 of these amendments provides for the automatic override of the normal 
statute-barring rules of subsections 152(4) to (5) of the Act for clauses 50 to 52 and 
any provision of clause 46 to which clause SO applies, i.e. provisions that are subject 
to the foreign affiliate elections in section 26 of Bill C-28. For the provisions of 
clauses 29 to 38 and 40 to 49 (other than a provision of clause 46 that is subject to 
clause 50), taxpayers have the option of overriding those statute-barring rules, on a 
provision by provision basis, by filing an election on or before June 30, 2011. 


Related Provisions: Reg. 5906(2)(a) — Meaning of “permanent establishment”. 


“exempt deficit” of a foreign affiliate of a corporation in respect of 
the corporation at any time means the amount, if any, by which 


(a) the total of all amounts each of which is an amount deter- 
mined at that time under any of subparagraphs (i) to (vi) of the 
description of B in the definition “exempt surplus” in this 
subsection 


exceeds 


(b) the total of all amounts each of which is an amount deter- 
mined at that time under any of subparagraphs (i) to (vii) of the 
description of A in that definition; 


“exempt earnings” of a particular foreign affiliate of a particular 
corporation for a taxation year of the particular affiliate is the total 
of all amounts each of which is 


(a) the amount by which the capital gains of the particular affili- 
ate for the year exceed the total of 


(i) the amount of the taxable capital gains for the year re- 
ferred to in the description of B in the definition “foreign ac- 
crual property income” in subsection 95(1) of the Act, 


(ii) the amount of the taxable capital gains for the year re- 
ferred to in subparagraphs (c)(i) and (d)(ii1) of the definition 
“net earnings” in this subsection, and 


Proposed Amendment — Reg. S807 eens 
earnings” (a)(ii) 


(ii) the amount of the taxable capital gains for the year re- 

ferred to in any of subparagraphs (c)(i), (d)(iii), (e)(i) and 

(f)(iv) of the definition “net earnings”, and 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(3), will amend subpara. (a)(ii) of the definition “exempt earnings” in sub- — 
sec. 5907(1) to read as above, apierwite in respect of dispositions of eater | that 
occur after December 18, 2009. 
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S. 53 of the draft legislation provides that an 
and penalties payable under the Act for any on year t that ends bef re the day on 
which the draft legislation i is assented to that would, in | the absence 0 ‘of this section, be 
precluded because of subsecs. 152(4) to (5) ‘of the Act shall’ be ma le to oe extent 
crpa caged to take in ee, amendment, th me eh 


assessment of a taxpayer’s tax, interest 


in respect of that i hore and 


i) files that election y it 
0, 2011. a 


Technical Notes (Sept. 10, 201 0): The ehaton ee enipl. earnings’ is relevant 
for the aes of epuane the ye ia igi a alt ets of a foreign 
affiliate. - 


This definition is 


Subparagraph (ati) is being amended t 
that ae described in new subparagraphs 
ings”: This amendment « ensu 


M the Minister of National Revenue « on or before ie 


ig amended i in a fuenbe of ways, as described below: 


references to taxable capital gains 
f(y) ne the definition “net earn- 


definition “excluded property” i in subsection 951) of the a” 


(iii) the portion of any income or profits tax paid to the gov- 
ernment of a country for the year by the particular affiliate 
that. can ‘reasonably be regarded'.as tax in respect of the 
amount by which the capital gains of the particular affiliate 
for the year exceed the total of the amounts referred to in 


subparagraphs (i) and (ii), 


Reg. 
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unt determined for A at the end of the particular 
taxation year that immediately precedes the year, 
August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
will add para. (a.1) to the definition “exempt earnings” in subsec. 
plicable to taxation years of a foreign affiliate of 'a taxpayer that begin 

December 20, 2002, except that the description of A is, for taxation years of the 
fo gn affiliate that pene before De ember 19, 2009, to be read without reference to 
its subpara. “Gii). 


Para. 50(1)) of the as legisl : 5 that if a foreign aHiliate ofa taxpayer 
referred to in the above amendment m es a valid “Global Section 95 Election” 
under subsec. 26(46) of S.C. 2007, c. 35; see History at the end of ITA 95, then the 
amendment (read as described in the Application provision above) is also applicable 
to taxation years, of all foreign affiliates of the FeXPAYER: that begin after 1994 and 
before December 21, 2002. 


See ‘Application note under Boposed Auedaien. to Reg, 5907(1)"eamings”(b) for 
the draft ieepeleuon) permitting late reassessme t to give effect to this 


; (Sept. 10, 2010): the definition Ke arnings” is also 
being amended by adding new paragraph (a.1). This new paragraph includes in ex- 
empt earnings, in certain circumstances, the untaxed portion of income realized by a 
foreign affiliate from the receipt of an amount in respect of eligible capital property. 
It applies where the income relates either to a business of the affiliate that is not an 
active business or to a business that is an active business but whose “earnings”, 
defined in subsection 5907(1), are determined unde; subparagraph (a)(jit) of that dee 
inition (i.e. using Canadian tax rules). It would apply, for example, toa disposition of 
intellectual property that is eligible capital earns used in ae on an invest- 
ment business of a foreign affiliate. 


This new paragraph is meant to provide consistent treatment for slon taxable amounts 
in respect of capital property and eligible capital property. 


This new paragraph applies to taxation years of a foreign affiliate that begin after 


and for,the purpose of this paragraph, where the particular affili- 
ate has disposed of capital property that.was shares of the capital 
stock of another foreign affiliate of the particular corporation to 
any corporation that was, immediately after the disposition, a 
foreign affiliate of the particular corporation, the capital gains of 
the particular affiliate for the year shall not include the portion 
of those gains that is the total of all amounts each of which is an 
amount equal to the excess of the fair market value at the end of 
the particular affiliate’s 1975 taxation year of one of those 


December 20, 2002, except that the description of A in this new paragraph is, for 
taxation years of the affiliate that begin on or before December 18, 2009, to be read 
without reference to subparagraph (iii). This amendment may have earlier application 
where an election referred to in clause 50 is filed. 


(b) where the year is the 1975 or any Sebi taxation year of 
the particular affiliate, the total of all amounts each of which is 


the particular affiliate’s net earnings for the year, 


(c) where the year is the 1975 or any preceding taxation year of 


shares disposed of over the adjusted cost base of that share, 


sd Addition — Reg. 5907(1 yeromet 
earnings” (a. ve 


d termined by. the 


‘(a.1) the amo 


— where 


A is the total of all amounts. a of which | is a particular 

amount that would be included ‘in respect of a particular 

business of the particular | affi at by paragraph (c), (c.1) or 

(c, 2) of the definition “capital ¢ idend account” in subsec- 

_ tion 89(1) of the Acti in determining the particular affiliate’ s 
~ capital dividend account at the end of the. year if 


(i) the particular affiliate were the corporation referred 
to in that definition, 


(ii) the references in paragraphs. ‘& 1) ee . 2) of that 

definition, and in paragraph (c) of that definition as that 
paragraph read in its application to taxation years that 
ended before February 28, 2000, to “a business” were 
read as references to a business that | 


(A). is not an active business (as defined i in oe 
_ tion 95(1) of the Act), or ; 


(B) is an active business (as defined in that subsec- 
tion 95(1)) the particular affiliate’s earnings from 
which for the year are determined under subpara- 
graph (a)(iii) of the d n “earnings”, and 


(iii) the particular amount did not include any amount 
that can reasonably be considered to have accrued while 
no person or partnership that carried on the particular 
business was a specified person or partnership (within 
the meaning of section 95 of the fate in sol ee of the 
particular corporation, and » : 


the particular affiliate, the earnings as determined in paragraph 
(b) of the definition “earnings” in this subsection to the extent 
that those earnings have not been included because of paragraph 
(b) or deducted in determining an amount included in subpara- 
graph (b)(i) of the definition “exempt loss” in this subsection, 


(d) where the year is the 1976 or any subsequent taxation year of 
the particular affiliate and the particular affiliate is resident in a 
designated treaty country, each amount that is 


(i) the particular affiliate’s net earnings for the year from an 
active business carried on by it in Canada or a designated 
treaty country, or 


(i1) the earnings of the particular affiliate for the year from an 
active business to the extent that they derive from 


(A) amounts by which the income of the particular affili- 
ate from an active business for the year is increased be- 
cause of subparagraph 95(2)(a)(i) of the Act that are de- 
rived by the particular affiliate from activities that could 
reasonably be considered to be directly related to business 
activities. carried on by a non-resident corporation, to 
which. the particular affiliate and the particular corpora- 
tion are related throughout the year, in the course of an 
active business carried on by the non-resident corporation 
the income from which would, if the non-resident corpo- 
ration were a foreign affiliate of a corporation, be in- 
cluded in computing the non-resident corporation’s ex- 
empt earnings or exempt loss, 


(B) where the particular corporation is a life insurance 
corporation resident in Canada throughout the year and 
the particular affiliate is a foreign affiliate in respect of 
which the particular corporation has a qualifying interest 
throughout the year, amounts by which the income of the 
particular affiliate from an active business for the year is 
increased because of subparagraph 95(2)(a)() of the Act 
that are derived by the particular affiliate from activities 
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that could reasonably be considered to be directly related 
to business activities carried on by the particular corpora- 
tion in the course of an active business carried on by the 
particular corporation in a country other than Canada, the 
income from which would, if the particular corporation 
were a foreign affiliate of another corporation and were 
resident in the country other than Canada in which that 
active business of the particular corporation is carried on, 
be included in computing the particular corporation’s ex- 
empt earnings or exempt loss, 


(C) amounts by which the income of the particular affili- 
ate from an active business for the year is increased be- 
cause of clause 95(2)(a)(ii)(A) of the Act that are derived 
from amounts paid or payable, directly or indirectly, to it 
or a partnership of which it is a member by a non-resident 
corporation to which the particular affiliate and the partic- 
ular corporation are related throughout the year, to the ex- 
tent that, if the non-resident corporation were a foreign 
affiliate of a corporation, the amounts paid or payable by 
the non-resident corporation would be deductible in the 
year or a subsequent taxation year in computing its ex- 
empt earnings or exempt loss, 


(D) where a non-resident corporation to which the partic- 
ular affiliate and the particular corporation are related 
throughout the year is a member of a particular partner- 
ship (other than where the non-resident corporation is a 
specified member of the particular partnership at any time 
in a fiscal period of the particular partnership ending in 
the year), amounts by which the income of the particular 
affiliate from an active business for the year is increased 
because of clause 95(2)(a)(ii)(A) of the Act that are de- 
rived from amounts paid or payable, directly or indirectly, 
to it or another partnership of which it is a member by the 
particular partnership to the extent that, if the particular 
partnership were a foreign affiliate of a corporation and 
were resident in the country in which the non-resident 
corporation is resident and subject to income taxation, the 
amounts paid or payable by the particular partnership 
would be deductible in the year or a subsequent taxation 
year in computing its exempt earnings or exempt loss, 


(E) amounts by which the income of the particular affili- 
ate from an active business for the year is increased be- 
cause of clause 95(2)(a)(ii)(B) of the Act that are derived 
from amounts paid or payable, directly or indirectly, to it 
or a partnership of which it is a member by another for- 
eign affiliate of the particular corporation in respect of 
which the particular corporation has a qualifying interest 
throughout the year, to the extent that the amounts paid or 
payable by the other foreign affiliate are deductible in the 
year or a subsequent taxation year in computing its ex- 
empt earnings or exempt loss, 


(F) where another foreign affiliate of the particular corpo- 
ration in respect of which the particular corporation has a 
qualifying interest throughout the year is a member of a 
particular partnership (other than where the other foreign 
affiliate is a specified member of the particular partner- 
ship at any time in a fiscal period of the particular part- 
nership ending in the year), amounts by which the income 
of the particular affiliate from an active business for the 
year is increased because of clause 95(2)(a)(ii)(B) of the 
Act that are derived from amounts paid or payable, di- 
rectly or indirectly, to it or another partnership of which it 
is a member by the particular partnership, to the extent 
that, if the particular partnership were a foreign affiliate 
of a corporation and were resident in the country in which 
the other foreign affiliate is resident and subject to in- 
come taxation, the amounts paid or payable by the partic- 
ular partnership would be deductible in the year or a sub- 
sequent taxation year in computing its exempt earnings or 
exempt loss, 
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(G) where the particular affiliate is a member of a particu- 
lar partnership (other than where the particular affiliate is 
a specified member of the particular partnership at any 
time in a fiscal period of the particular partnership ending 
in the year), amounts by which the income of the particu- 
lar affiliate from an active business for the year is in- 
creased because of clause 95(2)(a)(1i)(C) of the Act that 
are derived from amounts paid or payable, directly or in- 
directly, to it or another partnership of which it is a mem- 
ber by the particular partnership, to the extent that, if the 
particular partnership were a foreign affiliate of a corpo- 
ration and were resident in the country in which the par- 
ticular affiliate is resident and subject to income taxation, 
the amounts paid or payable by the particular partnership 
would be deductible in the year or a subsequent taxation 
year in computing its exempt loss, 


(H) amounts by which the income of the particular affili- 
ate from an active business for the year is increased be- 
cause of clause 95(2)(a)(ii)(D) of the Act that are derived 
from amounts paid or payable, directly or indirectly, to it 
or a partnership of which it is a member by another for- 
eign affiliate (in this clause referred to as the “second af- 
filiate’’) of the particular corporation to which the particu- 
lar affiliate and the particular corporation are related 
throughout the year, to the extent that the amounts paid or 
payable 


(I) are on account of interest on borrowed money used 
for the purpose of earning income from property or in- 
terest on an amount payable for property, where 


1. the property is shares of a foreign affiliate (in 
this clause referred to as the “third affiliate’) of the 
particular corporation in respect of which the par- 
ticular corporation has a qualifying interest 
throughout the year and that are excluded property, 
and 


2. the second affiliate, the third affiliate and each 
other affiliate relevant for the purpose of determin- 
ing whether the shares of the third affiliate are ex- 
cluded property are resident and subject to income 
taxation in a designated treaty country, and 


(II) are relevant in computing the liability for income 
taxes, in the designated treaty country in which the 
second and third affiliates are resident, of the members 
of a group of corporations composed of the second af- 
filiate and one or more other foreign affiliates (the 
shares of which are excluded property) of the particu- 
lar corporation that are resident in that country and in 
respect of which the particular corporation has a quali- 
fying interest throughout the year, 


and, for the purposes of this clause, “excluded property” 
has the meaning assigned by subsection 95(1) of the Act, 
except that for that purpose, 


(III) the definition “excluded property” in subsection 
95(1) of the Act shall be read without reference to 
amounts receivable referred to in paragraph (c) of that 
definition where the interest on the amounts is not, or 
would not if interest were payable on the amounts, be 
deductible in computing the debtor’s exempt earnings 
or exempt loss, and 


(IV) the shares of a foreign affiliate (in this subclause 
referred to as the “non-qualifying affiliate”) that is not 
resident and subject to income taxation in a designated 
treaty country are not considered relevant for the pur- 
pose of determining whether shares of the third affili- 
ate are excluded property unless the shares of the third 
affiliate would not have been excluded property if the 
shares of all such non-qualifying affiliates were not 
excluded property, 
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(I) where the particular corporation is a life insurance cor- 
poration resident in Canada and the particular affiliate is a 
foreign affiliate in respect of which the particular corpora- 
tion has a qualifying interest throughout the year, 
amounts by which the income of the particular affiliate 
from an active business for the year is increased because 
of clause 95(2)(a)(ii)(E) of the Act that are derived from 
amounts paid or payable, directly or indirectly, to it or a 
partnership of which it is a member by the particular cor- 
poration in the course of the particular corporation carry- 
ing on its life insurance business outside Canada, to the 
extent that, if the particular corporation were a foreign af- 
filiate of another corporation and were resident in the 
country in which the particular corporation carried on its 
life ‘insurance business outside Canada, the amounts paid 
or payable by the particular corporation would be deducti- 
ble in the year or in a subsequent taxation year in comput- 
ing its exempt earnings or exempt loss, 


(J) amounts by which the income of the particular affiliate 
from an active business for the year is increased because 
of subparagraph 95(2)(a)(iii) of the Act that are derived 
from the factoring of trade accounts receivable acquired 
by the particular affiliate, or by a partnership of which the 
particular affiliate was a member, from a non-resident 
corporation to which the particular affiliate and the partic- 
ular corporation are related throughout the year, to the ex- 
tent that the trade accounts receivable arose in the course 
of an active business carried on by the non-resident cor- 
poration any income from which would be included in the 
exempt earnings of the non-resident corporation if it were 
a foreign affiliate of a corporation, or 


(K) amounts by which the income of the particular affili- 
ate from an active business for the year is increased be- 
cause of subparagraph 95(2)(a)(iv) of the Act that are de- 
rived from loans or lending assets acquired by the 
particular affiliate, or a partnership of which the particular 
affiliate was a member from a non-resident corporation to 
which the particular affiliate and the particular corpora- 
tion are related throughout the year, to the extent that the 
loans or lending assets arose in the course of an active 
business carried on by the non-resident corporation any 
income from which would be included in the exempt 
earnings of the non-resident corporation if it were a for- 
eign affiliate of a corporation, or 


Proposed Amendment — Reg. 5907(1 
s earnings”(d) — : 


‘a 


exempt — 


(i income > that i is required to be includ 
the particular affiliate’s income or loss. fr 
business for the year under sbparaanayl 9 
the Act and that would 


(1) if earned by the other foreign affiliate referred to 
in subclause 95(2)(ayG)(A)D. of the Act, be included 
in computing the exempt earnings or exempt loss of 
the other foreign affi for a taxation year, or 


(Il) if earned by the 
ferred to in subclause 95(2)(a)(i)(A)CHT) of the Act 

and based on the assumptions contained in subclause © 
95(2)(a)(i)(B) TD of the Act, be included in comput- — 
ing the exempt earnings or exempt loss of the life — 
insurance corporation for a taxation year, — . 
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(B) income that is required to be included in computing 
the particular affiliate’s income or loss from an active 
business for the year under clause 95(2)(a)(ii)(A) of the 
_ Act where the income is derived from amounts that are 
paid or payable by the life imsurance corporation re- 
_ ferred to in that clause and are f r expenditures that 

would, if that life insurance corpo 

affiliate of the particular. corporation, be deductible in 
: computing its exempt earnings or ey loss for a tax- 
ation year, 


_ (C) income that is required to be includ | in n computing 
the particular affiliate’s income or loss from an active 
business for the year under clause 95(2)(a)(ii)(B) of the 
ct to the extent that the amounts paid or payable re- 
ferred to in that clause are for expenditures that are de- 
ductible in computing the exempt earnings or exempt 
loss, for a taxation year, of the other en affiliate re- 

ferred to in that clause, _ 


_ (D) income that is required to be ftw 5 in computing 
_ the particular affiliate’s income or loss from an active 
business for the year under clause 95(2)(a)Gi)(C) of the 

_ Act to the extent that the amounts paid or payable re- 

_ ferred to in that clause are for expenditures that are de- 

_ ductible in computing its exempt earnings or oo 
loss for a taxation year, 


_(E) income that is required to be tld | in computing 
the particular affiliate’s income or loss from an active 

_ business for the year under clause 95(2)(a)(ii)(D) of the 

: ae where 
to in subclause 
eesenetce treaty 


dD) thet income nou be required wes so included — 
Ge 


1 para raph (a) of bese definition * ‘excluded pro- 


ed or held by the foreign affiliate prin- 
ally for the purpose of gaining or produc- 
_ ing income from an active business carried 
oon by 1 in a designated treaty country 

(within the meaning assigned by subsection 
_ 5907(11) of the Income Tax Regulations), 


2 paragraph (c) of that definition “excluded pro- 
ee were read as follows: 


_(c) property all or substan of the in- 
come from which is, or would be, if there 
- were income from the property, income 
_ from an active business (which, for this pur- 
pose, includes income that would be deemed 
-___ to be income from an active business by par- 
__ agraph (2)(a) if that paragraph were read 
without reference to subparagraph (v)) that 
_ is included in computing the foreign affili- 
_ate’s exempt earnings, or exempt loss, as de- 
fined in subsection 5907(1) of the Income 
Tax Regulations, for a taxation year, 
(F) income that is required to be included in computing 
_ the particular affiliate’s income or loss from an active 
business for the year under subparagraph 95(2)(a)(iii) of 
Act to the extent that the trade accounts receivable 
red to in that subparagraph arose in the course of an 
e business carried on by the other foreign affiliate 
ferred to in that subparagraph the income or loss from 
which is included in computing its exempt earnings or 
exempt loss for a taxation year, 


(G) income that is required to be included in computing 
the particular affiliate’s income or loss from an active 
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business for the year under subparagraph 95(2)(a)(iv) of 
the Act to the extent that the loans or lending assets re- 
ferred to in that subparagraph arose in the course of an 
active business carried on by the other foreign affiliate 
referred to in that subparagraph the income or.loss from 
which is included in computing its exempt earnings or 
exempt loss for a taxation year, 


(H) income that is required to be included in computing 
the particular affiliate’s income or loss from an active 
business for the year under subparagraph 95(2)(a)(v) of 
the Act, where all or substantially all of its income, from 
the property described in that subparagraph, is, or would 
be if there were income from the property, income from 
an active business (which, for this purpose, includes in- 
come that would be deemed to be income from an active 
business by paragraph 95(2)(a) of the Act if that para- 
graph were read without reference to its subparagraph 
(v) and, for greater certainty, excludes income arising as 
a result of the disposition of the property) that is in- 
cluded in computing its exempt earnings or exempt loss 
for a taxation year, or 


(I) income that is required to be included in computing 
the particular affiliate’s income or loss from an active 
business for the year under subparagraph 95(2)(a)(vi) of 
the Act, where the agreement for the purchase, sale or 
exchange of currency referred to in that subparagraph 
can reasonably be considered to have been made by the 
particular affiliate to reduce its risk with respect to an 
amount of income or loss that is included in computing 
its exempt earnings or exempt loss for a taxation year, 
or 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(5), will amend para. (d) of the definition “exempt earnings” in subsec, 
5907(1) to read as above, applicable to taxation years of a foreign affiliate of a tax- 
payer that end after 1999, except that 


(i) the opening words of para. (d) of the definition are, in their application to 
taxation years of the foreign affiliate that begin before December 19, 2009, to be 
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empt earnings or exempt loss of that foreign affiliate for a taxa- 
tion year, or 


(111) if earned by the life insurance corporation referred to in sub- 
clause 95(2)(a)(i)(A)(I]) of the Act and based on the assumptions 
contained in subclause 95(2)(a)(i)(B)(1) of the Act, be included in 
computing the exempt earnings or exempt loss of the life insur- 
ance corporation for a taxation year, 


_ (B) income that is required to be included in computing the particular 


affiliate’s income or loss from an active business for the year under 
clause 95(2)(a)(ii)(A) of the Act to the extent that the amounts paid or 
payable referred to in that clause are for expenditures that would be 


‘deductible in computing the exempt earnings or exempt loss for a tax- 


ation year of the non-resident corporation or the partnership, as the 
case may be, referred to in that clause if it were a foreign affiliate of 
the particular corporation, 


(C) income that is required to be included in computing the particular 


affiliate’s income or loss from an active business for the year under 


clause 95(2)(a)(ii)(B) of the Act to the extent that the amounts paid or 
payable referred to in that clause are for expenditures that 


(1) are deductible in computing the exempt earnings or exempt 
loss, for a taxation year, of oe other foreign affiliate referred to in 
that clause, or 


ay would be deductible i in computing the exempt earnings OF ex- 

“empt loss, for a taxation year, of the partnership referred to in that 
clause if the partnership were a foreign affiliate of the particular 
corporation, — 


_ _(D) income that is required to be included in computing the particular 
 affiliate’s income or loss from an active business for the year under 
clause 95(2)(a)(ii)(C) of the Act to the extent that the amounts paid or 

_ payable referred to in that clause are for expenditures that would be 


deductible in computing the exempt earnings or exempt loss, for a tax- 
ation year, of the partnership referred to in that clause if the partner- 
ship were a foreign affiliate of the particular corporation, 


(E) income that is required to be included in computing the particular 
affiliate’s income or loss from an active baste, by! ee bias under 


a pe 95(2)(a)Gi)(D) of the Act where 


_() the country referred to in subclause 95(2)(a)Gi)(DYIV) of the 
; Act i is a designated treaty country, and 


. dl) that i income would be required to be so included if paragraph 
(c) of. the definition “excluded property” in subsection 95(1) of 


das foll : 
“enna ge ae the Act were read as follows: 


(d) where the year is the 1976 or any subsequent taxation year of the par- 
ticular affiliate and the particular affiliate is resident in a designated treaty 
country, 


© property all or substantially ‘all of the income from 
which is deemed, or would be deemed if there were income 
from the property, to be income from an active business by 
paragraph (2)(a) (which, for this purpose, includes income 
that would be deemed to be income from an active business 
by paragraph (2)(a) if that paragraph were read without ref- 
erence to its subparagraph (v)) that is derived from amounts 
payable by payers who are, or would be, if they were for- 
eign affiliates of the taxpayer, entitled to deduct the 
amounts in computing their exempt earnings or exempt 
loss, as defined in subsection 5907(1) of the Income Tax 
Regulations, for a taxation year, | 


(ii) subcl. (d)(ii)(E)(1) of the definition is, in its application to taxation years of 
the foreign affiliate that begin after 2008 and before June 19, 2010, to be read as 
follows: 


(II) that income would be required to be so included if paragraph (c) of the 
definition “excluded property” in subsection 95(1) of the Act were read as 
follows: 


(c) property all or substantially all of the income from which is 
deemed, or would be deemed, if there were income from the pro- 
perty, to be income from an active business by paragraph (2)(a) 
(which, for this purpose, includes income that would be deemed to 
be income from an active business by paragraph (2)(a) if that para- 
graph were read without reference to its subparagraph (v)) that is 
derived from amounts payable by payers who are, or would be, if 
they were foreign affiliates of the taxpayer, entitled to deduct the 
amounts in computing their exempt earnings or exempt loss, as de- 
fined in subsection 5907(1) of the Income Tax Regulations, for a 
taxation year, 


(i income that is required to be included in computing the particular 
affiliate’s income or loss from an active business for the year under 
clause 95(2)(a)Gi(E) of the Act where the income is derived from 
amounts that are paid or payable by the life insurance corporation re- 
ferred to in that clause and are for expenditures that would, if that life 
insurance corporation were a foreign affiliate of the particular corpo- 
ration, be deductible in computing its exempt earnings or exempt loss 
for ataxation year, 


(iii) subject to para. (iv) below, subpara. (d)(ii) of the definition is, in its applica- 
tion to taxation years of the foreign affiliate that end after 1999 and begin before 
2009, to be read as follows: 


(ii) the particular affiliate’s earnings for the year from an active business 
to the extent that they derive from 


(G) income that is required to be included in computing the particular 
affiliate’s income or loss from an active business for the year under 
subparagraph 95(2)(a)(iii) of the Act to the extent that the trade ac- 
counts receivable referred to in that subparagraph arose in the course 
of an active business carried on by the non-resident corporation re- 
ferred to in that subparagraph the income or loss from which would be 
included in computing its exempt earnings or exempt loss for a taxa- 
tion year if it were a foreign affiliate of the particular corporation, 


(A) income that is required to be included in computing the particular 
affiliate’s income or loss from an active business for the year under 


subparagraph 95(2)(a)(i) of the Act and that would, 
(H) income that is required to be included in computing the particular 


(1) if earned by the non-resident corporation referred to in sub- 
subclause 95(2)(a)(i)(A)U)1 of the Act and based on the assump- 
tions contained in subclause 95(2)(a)(i)(B)() of the Act, be in- 
cluded in computing the exempt earnings or exempt loss of the 
non-resident corporation for a taxation year, 


(Il) if earned by the foreign affiliate referred to in sub-subclause 
95(2)(a)(()(A)(1)2 of the Act, be included in computing the ex- 


1990 


_affiliate’s income or loss from an active business for the year under 


subparagraph 95(2)(a)(iv) of the Act to the extent that the loans or 
lending assets referred to in that subparagraph arose in the course of 
an active business carried on by the non-resident corporation referred 
to in that subparagraph the income or loss from which would be in- 
cluded in computing its exempt earnings or exempt loss for a taxation 
year if it were a foreign affiliate of the particular corporation, 
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ubparagraph 95(2)(a)(v) of the Act, where all or substantially all of 
its income, from the property described in that subparagraph, is, or 
would be if there were income from the property, income from al 
tive business (which, for this purpose, includes income that would 
to be income from an active business by paragrap 
ne Act if that paragraph were read without reference to its 
h (v) and, for greater certainty, excludes income arising as 
e disposition of the property) that is included in comput- 
pt earnings or exempt loss for a taxation year, or 


at is required to be included in computing the particula 
‘ome or loss from an active business for the year under 
h 95(2)(a)(vi) of the Act, where the agreement for the 


or 


n before December 21, 2002, to be read as follows: 


, amounts is not, or would not if interest were 
_ be deductible in computing the debtor’ s exempt 
for a taxation year, 
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Subsection 5907(1) of the Regulations 


delicate treaty ee and the recharacterized income mee 
out in the relevant clause of subparagraph (d)(ii). A major aspect 
the relevant clause is the existence of a sufficient connec 
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Proposed subclause 95(2)(a)(ii)(D) of the Act uses a test for determining whether a 
non-resident corporation is considered to be subject to income taxation in a particular 
country. That test addresses situations where that corporation is a flow-through entity 
for tax purposes in the country. 


You have identified a need for a similar test in proposed clause (d)(ii)(D) of the 
definition “exempt earnings” in subsection 5907(1) of the Income Tax Regulations 
(the “Regulations”). As well, similar issues exist in a number of other provisions in 
draft subparagraph (d)(ii) of the definition “exempt earnings”, and a number of pro- 
visions in draft subparagraph (c)(ii) of the definition “exempt loss”, in subsection 
5907(1). 


We are prepared to recommend revisions to section 5907 to provide that, in applying 
subparagraph (d)(ii) of the definition “exempt earnings”, and subparagraph (c)(ii) of 
the definition “exempt loss’, in subsection 5907(1), a test similar to the test used in 
clause 95(2)(a)(ii)(D) will be employed to determine whether or not a flow-through 
entity is subject to income taxation in a particular country. 


Should our recommendations be acted upon, it is contemplated that the recom- 
mended new rule in section 5907 would have the same application date as that of 
draft subclauses 95(2)(a)(ii)(D) UID to CV) of the Act. 


References to “year” 


Another issue raised relates to the reference in draft clause 95(2)(a)(ii)(A) ‘of the Act 
to expenditures referred to in subclauses 95(2)(a)Gi)(A)(D and (11) being deductible 
in the “year” or “a subsequent taxation year” by the non-resident corporation or the 


partnership referred to in those subclauses, if the non-resident corporation or the part- _ 
nership, as the case may be, were a foreign affiliate, in computing the amounts pre- _ 
scribed to be its earnings or loss from an active business. The “year” is intended to be _ 
a taxation year of that non-resident corporation or that partnership, as the case may _ 


be. However, in terms of the text itself, the “year” could be read as referring to the 
taxation year of the “particular foreign affiliate’ (i.e., the recipient of the payments) 
described in the preamble of draft paragraph 95(2)(a). The other uses of the expres- 
sion “the year” in that draft clause 95(2)(a)(ii)(A) of the Act would remain as refer- 
ences to “the year” of the particular foreign affiliate. It would be appropriate to clar- 
ify those aspects of those provisions. As well, it would be appropriate to make 


comparable clarifying modifications to deal with similar issues in various other _ 


clauses in that draft subparagraph 95(2)(a)(ii) of the Act and in various provisions in 
draft subparagraph (d)(ii) of the definition “exempt earnings’, and draft subpara- 
graph (c)(ii) of the definition “exempt loss”, in subsection 5907(1) of the 
Regulations. yy 


It is contemplated that these revisions would have the same application date as that of 
draft subclauses 95(2)(a)Gii)(D)C(ED) to (V) of the Act. ... 


Thank you for writing. 
Yours sincerely, 
Brian Ermewein, Director, Tax Legislation Division, Tax Policy Branch .. 
Letter from Dept. of Finance, June 9, 2006: 
Mr. Glenn Ernst, Goodman LLP, Toronto, ON 
Dear Mr. Ernst: 


I am writing in response to your letter dated March 17, 2006 concerning proposed 


clause (d)(ii)(H) of the definition “exempt earnings” in subsection 5907(1) of the _ 
Income Tax Regulations (the “Regulations”), as contained in the foreign affiliate pro- 


posals announced on February 27, 2004. 


Draft clause (d)(ii)(H) of the definition “exempt earnings” in subsection 5907(1) of 
the Regulations provides that, where income from property of a foreign affiliate of a 
taxpayer resident in Canada is recharacterized by clause 95(2)(a)(ii)(D) of the In- 
come Tax Act (the “Act’) as active business income, that recharacterized income is 


included in computing the foreign affiliate’s exempt earnings if the requirements set _ 


out in draft clause (d)(ii)(H) are met. 


One requirement is that the shares held by the “second affiliate” in the capital stock 
of the “third affiliate” would be excluded property of the second affiliate. In making 
this determination, paragraph (c) of the definition “excluded property” in subsection 


95(1) of the Act is to be read in the manner modified by draft clause (d)(i)(H). In ~ 


that modified version of paragraph (c) of the definition “excluded property”, income 
from property is tested as to whether it is derived from amounts payable by payers 
who are entitled to deduct the amounts in computing their exempt earnings or loss. 
You express concern about the interpretation of that modified version of that para- 
graph in cases where the payer is a partnership that does not compute exempt earn- 
ings or losses. 


Other provisions of subparagraph (d)(ii) of the definition “exempt earnings” test 
whether payments made by a partnership would be deductible in computing its ex- 
empt earnings or loss on the explicit assumption that the partnership is a foreign 
affiliate of a corporation and is resident in the country in which the relevant partner is 
resident and subject to income taxation. 


We agree that draft clause (d)(ii)(H) of the exempt earnings definition should be re- 
vised to contemplate payer partnerships in appropriate cases. We will recommend 
appropriate changes to paragraph (c) of the excluded property definition, as read for 
the purposes of clause (d)(ii)(H), to test whether amounts payable by such a payer 
partnership would (on explicit assumptions) be deductible in computing its exempt 
earnings or loss. It is anticipated that the tests and assumptions used for this purpose 
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would be consistent with those that are used in the other provisions of subparagraph 
(d) (Gi). 

If our recommendation is acted upon, we would expect that the revision to draft 
clause (d)(ii)(H) of the exempt earnings definition would have the same application 
date as the application date of that draft clause. 


We also note that a similar issue arises in draft clause (c)(ii)(H) of the definition 
“exempt loss” in subsection 5907(1) of the Regulations, which is the counterpart to 
draft clause (d)(ii)(H) of the exempt earnings definition. We would thus penned 
a comparable change to that draft clause conic : 


Thank you for writing. 
Yours sincerely, 
Brian Emewein, Director, Tax Legislation Division, Tax Policy Branch 
Letter from Dept. of Finance, July 17, 2006: 
Dear [xxx]: 


I am writing in response to your letters with respect to paragraph 95(2)(a.3) of the 
Income Tax Act (the “Act”) and clause (d)(ii)(B) of the definition “exempt earnings” 
in subsection 5907(1) of the Income Tax Regulations (the “Regulations’’). 


Paragraph 95(2)(a.3) of the Act 
[See under 95(2)(a.3) — ed.] 


Clause (d)(ii)(B) of the definition “exempt earnings” in segue ved ) of the 
Regulations : 


You have also eipresied’s a concern with respect to draft amended clause (d)(ii)(B) of 
the definition “exempt earnings” in subsection 5907(1) of the Regulations, as con- 
tained in the proposals announced on February 27, 2004. 


Existing subclause 95(2)(a)(i)(A)(I) of the Act provides, if certain conditions are 
met, for the recharacterization of property income of a foreign affiliate of a taxpayer 
resident i in Canada as active business income where the taxpayer is a life insurance 
corporation and the property income is derived from active business activities carried 
on in a country outside Canada by a foreign branch of the taxpayer. The version of 
subclause 95(2)(a)(i)(A)UD) of the Act co: ned i in the February 2004 proposals ex- 
pands the scope of that subclause to refer not only to a life insurance corporation 
resident in Canada that is the taxpayer (as at present in the Act) but also to refer, 
alternatively, to a life insurance corporation resident in Canada that controls, or is 
{ yy, the taxpayer. c 


In your orrespondence, youl note that the dra version oe clue (@eDB) ok the 
definition “exempt earnings” in subsection 5907(1) of the Regulations refers to a life 
insurance corporation resident in Canada that is the particular corporation resident in 
Canada. You suggest that, consistent with draft subclause 95(2)(a)(i)(A)CID of the 
Act in the February 2004 proposals, draft clause (d)(ii)(B) of the definition “exempt 
earnings” in subsection 5907(1) of the Regulations should be revised to also refer, 
alternatively, to a life insurance corporation resident in Canada that controls, or is 
controlled by, the corporation resident i in Canada. : 


AS clause (d)Gi)(B) of the definition “exempt corhies” in subsection 5907(1) of the 
Regulations is a rule to determine what portion (if any) of the foreign affiliate’s ac- 
tive business earnings because of subclause 95(2)(a)(i)(A)CD of the Act are to be 
included in the foreign affiliate’s exempt earnings, we agree that the wording of that 
clause (d)(ii)(B) of the definition “exempt earnings” in subsection 5907(1) of the 
Regulations in the February 2004 proposals should be made consistent with the 
wording of draft subclause 95(2)(a)(i)(A)(D of the Act in those proposals. Accord- 
ingly, we are prepared to recommend that draft clause (d)(ii)(B) of the definition 
“exempt earnings” in subsection 5907(1) of the Regulations be revised so that — 


* that clause will apply where the particular corporation is a life insurance corpora- 
tion resident in Canada (the “insurer”), a corporation controlled by the i insurer or 
‘a corporation that controls the insurer and the particular foreign affiliate is a for 
eign affiliate in respect of which the particular ease has a eee tn inter- . 
est throughout the taxation year, and 


+ where that clause applies and the conditions described in the seni of para- 
graph (d) of the exempt earnings definition are met, the amount calculated by 
that clause for inclusion in the particular affiliate’s exempt earnings for the year — 
will be equal to the amounts included in computing the particular affiliate’s in- 
come from an active business for the year because of subparagraph 95(2)(a)(i) of 
the Act that are derived by the particular affiliate from activities directly related 

_ to an active business carried on by the insurer in a country other than Canada, the 
income or loss from which would, if the insurer were a foreign affiliate of an- 
other corporation and were resident in the country other than Canada in which 
that active business of the insurer is carried on, be included in sempunior the 
insurer’s exempt earnings or loss. 


Draft clause (c)(ii)(B) of the definition “exempt loss” in subsection 5907(1) of the 
Regulations, as contained in the February 2004 proposals, is the exempt loss defini- 
tion’s equivalent of clause (d)(ii)(B) of the exempt earnings definition in subsection 
5907(1). As we note that similar concerns arise in connection with that draft clause — 
of the exempt loss definition, a recommendation will be made that that draft clause of 
the exempt loss definition be revised in an analogous fashion. 


It will be recommended that those draft clauses of the exempt earnings and exeingt 
loss definitions, including those aforementioned revisions, have the application dates 
that are provided in the February 2004 proposals for those draft clauses. 
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Thank you for writing. 
Yours sincerely, 

Brian Ermewein, Direc 
Letter from Dept. of Finan 


Ms ee Slaats, Deloitte Touche LLP, Toronto, ON - 


er dated April as 2006 ‘concerning propo 


(the “Regulations”), as contained in the _ affiliate ae 


this determination, Oke. © of 


definition * ‘excluded oa in subsection 
951) of the Act is is to be read in the ma f 


GE) in 


eee in 1 computing is 
t is a foreign affiliate of the 


exempt earnings or loss on 
corporation resident i in Ca 


We agree the t draft clause § definition should be re- 


priate cases. We will recom- 


in Canada 
ded eee dation, as 


Op a 
priate changes to paragraph ( ©) 


Brian preven. Direc 
Letter from Dept. of Fina 


(e) where the year is ih 1976 or any subsequent taxation year of 
the particular affiliate, each amount that is included in the partic- 
ular affiliate’s exempt earnings for the year because of subsec- 
‘tion (10), 
minus the portion of any income or profits tax paid to the govern- 
ment of a country for the year by the particular affiliate that can 
reasonably be regarded as tax in respect of the earnings referred to 
in paragraph (c) or in subparagraph (d)(1i); 
Related Provisions: ITA 95(2)(n) — Deemed FA and deemed qualifying interest for 
para. (d); ITA 257 — Negative. amounts in formulas; Reg. 5906(2)(a) — Meaning of 
“permanent establishment”; Reg. 5907(1.02) — New FA deemed resident in desig- 


nated treaty country throughout year; Reg. 5910(1) — FA carrying on foreign oil & gas 
business deemed to have paid income or profits tax. 


“exempt loss” of a foreign affiliate of a corporation for a taxation 
year of the affiliate is the total of all amounts each of which is 


(a) the amount by which the capital losses of the affiliate for the 
year exceed the total of 


(i) the amount of the allowable capital losses for the year re- 
ferred to in the description of E in the definition “foreign ac- 
crual property income” in subsection 95(1) of the Act, 


(ii)(H) of the definition “exempt earnings” in subsection 5907(1) of the _ 


Reg. 
S. 5907(1) exe 


(ii) the amount of the allowable capital losses for the year 
referred to in subparagraphs (c)(i) and (d)(iii) of the defini- 
tion “net loss” in this subsection, and 


‘Pr posed. Amendment — Reg. ee aha 
OO 


Lnieniinioat if the taxpayer 


writing in rey 
of that provision, 


f all of its foreign affiliates that this section apply 
q 


that election with the. Minister of National Revenue on or before June 


2011. 


ical Notes (Sept. 10, 201 0): The defation Seat loss” is relevant for 
poses of computing the —_ a and eee deficit of a pene 
affiliate. 


This definition i is being amended in a number of ways, as ee below. 


Subparagraph (aj@i) is being amended to include references 
losses that are described in new subparagraphs (e)(i) and (f)(iv) : 
loss” in subsection 5907(1). This amendment ensures that ther neluded, in com- 
puting © ‘exempt loss”, only the non-deductible portion of capital losses incurred in 
respect of dispositions of excluded property referred to in paragraphs (c) and (c.1) of 
the definition “excluded property” in subsection 95(1) of the Act where that excluded 
property relates to active business income that has its source in a non- ignated 
treaty country. 


This amendment is consequential to the Budeet 2007 Aet changes in ree oft the 
definition “excluded property” in subsection 95(1) of the Act. 


(iii) the portion of any income or profits tax refunded by the 
government of a country for the year to the affiliate that can 
reasonably be regarded as tax refunded in respect of the 
amount by which the capital losses of the affiliate for the 
year exceed the total of the amounts referred to in subpara- 
graphs (i) and (11), 


- Reg. 5907(1)“exempt loss”(a.1) 
unts each of which is the portion of an 
of the affiliate, in respect of a busi- 
/aS not included at any time in the 
es tive eli igible camels in respect of the business, 


is not an active business (as defined in  gubsection 
95(1) of the Act), or 


B) is an active business (as defined i in sumeelion 95(1) 
of the Act) the affiliate’s earnings from which for the 
year are determined under ee eye of the 
definition “earnings”, and 


(ii) in computing its income for the year, thes affiliate has 
deducted an amount described in paragraph 24(1)(a) of the 
_ Act for the year in respect of the business, 

Application: The August 27, 2010 draft legislation (Part 2 — foreign eiiliars), 
subsec. 46(7), will add para. (a ‘ition “exempt loss” in subsec. 5907(1), 
applicable in respect of taxation eign affiliate of a taxpayer that begin 
after December 18, 200 . 
S. 53 of the draft legisl: 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 


precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 


necessary to take into account this amendment, if the taxpayer 


- @) elects in writing in respect of all of its foreign alfiliates ¢ that this section se 
in respect of that provision, and _ 


(i) files that election with the Minister of f National ee on or before June 
30, 2011, ‘ Ce / yy 


1993 


that any assessment of a taxpayer’s tax, interest _ 


im) 
= 
ce) 
i 
da 
> 
D 
® 
[ag 


Reg. 
S. 5907(1) exe 


Technical Notes (Sept. 10, 2010): The definition “exempt loss” is also being 
amended by adding new paragraph (a.1). This new paragraph includes in “exempt 
loss”, in certain circumstances, the non-deductible portion of eligible capital expendi- 
tures. It applies where the expenditure relates either to a business of the affiliate that 
is not an active business or to a business that is an active business but whose “earn- 
ings”, as defined in subsection 5907(1), are determined under subparagraph (a)(ili) of 
that definition (i.e. using Canadian tax rules). This amendment is similar to the addi- 
tion of paragraph (a.1) of the definition “exempt earnings”, but deals with amounts 
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found in its new subparagraph (ii), that ensures that losses recharacterized under par- — 
agraph 95(2)(a) of the Act are, in appropriate circumstances, included in “exempt 
loss”. 


New subparagraph (c)(ii) of the definition ‘ ‘exempt loss” mirrors subparagraph (d)(ii) 
of the definition “exempt earnings” and is directly referenced thereto. In addition to 
new paragraph (c)(ii), the preamble of paragraph (c) is being amended, similar to the 
amendment to the preamble of paragraph (d) of the “exempt earnings” definition, to 


not 


deducted from income rather than amounts not included in income. 


(b) where the year is the 1975 or any preceding taxation year of 
the affiliate, the total of all amounts each of which is 


(i) the affiliate’s net loss for the year from an active business 
carried on by it in a country, or 


(ii) the amount, if any, for the year by which 


(A) the amount determined under the description of D in 
the definition “foreign accrual property income” in sub- 
section 95(1) of the Act for the year 


exceeds 


(B) the amount determined under the description of A in 
the definition “foreign accrual property income” in sub- 
section 95(1) of the Act for the year, 


(c) where the year is the 1976 or any subsequent taxation year of 
the affiliate and the affiliate is resident in a designated treaty 
country, each amount that is the affiliate’s net loss for the year 
from an active business carried on by it in Canada or in a desig- 
nated treaty country, or 


Proposed Amendment — Reg. 5907(1)“exempt 
loss” (c) 
(c) where the year is the 1976 or any subsequent taxation year 
of the affiliate and the affiliate is, throughout the year, resident 
in a designated treaty country, 


(i) the affiliate’s net loss for the year from an active busi- 
ness carried on by it in Canada or a designated treaty coun- 


try, or 
(ii) the amount by which 


(A) the affiliate’s loss for the year from an active busi- 
ness to the extent determined by applying the provisions 
of subparagraph (d)(ii) of the definition “exempt earn- 
ings” in respect of the year with any modifications that 
the circumstances require 
exceeds 

(B) the portion of any income or profits tax refunded by 
the government of a country for the year to the affiliate 


that can reasonably be regarded as tax that was refunded 
in respect of the amount determined under clause (A), or 


require that a foreign affiliate be resident in a designated treaty country throughout 
the year. However, there is a new rule in subsection 5907(1.02) that deems, in certain © 
circumstances, a foreign affiliate to meet this “throughout the year” Ras rrakie a in 
the year in which it becomes a foreign affiliate. 


The amendments to paragraph (c) of the definition “exempt loss” apply to taxation 
years of a foreign affiliate that end after 1999, except that the “throughout the year” — 
requirement in the preamble applies only to taxation years that begin after December 
18, 2009. In addition, the amendments to paragraph (c), other than the “throughout 
the year” requirement, may have earlier agrees where an election referred to in 
clause 50 is filed. 


Letters from Dept. of Finance, April 19, 2006 and july’ 47, 2006: See under 
Reg. 5907(1)“exempt earnings’’(d)(i1). 
Letter from Dept. of Finance, Sept. 13, 2007: See under ITA 95(2)(a). 


(d) where the year is the 1976 or any subsequent taxation year of 
the affiliate, each amount that is included in the affiliate’s ex- 
empt loss for the year because of subsection (10); 
Related Provisions: ITA 95(2)(n) — Deemed FA and deemed qualifying interest for 
para. (c); Reg. 5907(1.02) — New FA deemed resident in designated treaty country 
throughout year; Reg. 5910(1) — FA carrying on foreign oil & gas business deemed to 
have paid income or profits tax. 


“exempt surplus” of a foreign affiliate (in this definition referred 
to as the “subject affiliate”) of a corporation in respect of the corpo- 
ration is, at any particular time, the amount determined by the 
formula 


A-B 
in respect of the period beginning with the time that is the latest of 


(a) the first day of the taxation year of the subject affiliate in 
which it last became a foreign affiliate of the corporation, 


(b) where the corporation is an acquiring corporation referred to 
in subsection 5905(5) and the subject affiliate is a particular af- 
filiate referred to in that subsection or another foreign affiliate in 
which such a particular affiliate had an equity percentage at the 
time referred to in that subsection, the last time at which that 
subsection was applicable in respect of the affiliate, and 

(c) where the subject affiliate is a foreign affiliate referred to in 
subsection 5905(1), (2), (8) or (9) or paragraph 5905(3)(b), the 
last time at which any of those subsections or that paragraph was 
applicable in respect of the subject affiliate 


Proposes Amendment — Reg. OCT exeier 
- surplus”(b), (c) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(8), will amend para. (c) of the definition “exempt loss” in subsec. 5907(1) 
to read as above, applicable to taxation years of a foreign affiliate of a taxpayer that 
end after 1999, except that the opening words are, in their application to taxation 
years of the foreign affiliate that begin before December 19, 2009, to be read as 
follows: 


(c) where the year is the 1976 or any subsequent taxation year of the affiliate 
and the affiliate is resident in a designated treaty country, 


Para. 50(1)(a) of the draft Jegislation provides that if a foreign affiliate of a taxpayer 
referred to in the above amendment makes a valid “Global Section 95 Election” 
under subsec. 26(46) of S.C. 2007, c. 35; see History at the end of ITA 95), then the 
amendment (with the opening words of para. (c) being read as shown in the Applica- 


tion provision above) is also applicable to taxation years, of all foreign affiliates of — 


the taxpayer, that begin after 1994 and end before 2000. 


See Application note under Proposed Amendment to Reg. 5907(1)“earnings”(b) for 
rule (s. 53 of the draft legislation) permitting late reassessment to give effect to this 
amendment. 


Technical Notes (Sept. 10, 2010): Paragraph (c) of the definition “exempt Joss” 
in subsection 5907(1) includes in a foreign affiliate’s “exempt loss” for a taxation 
year certain losses of the affiliate for the year where the affiliate is resident in a 
designated treaty country. 


Consequential to the Budget 2007 Act changes made to paragraph 95(2)(a) of the Act 
and to the amendments being made to the “preamble” of paragraph (d) and to subpar- 
agraph (d)(ii) of the definition “exempt earnings” in subsection 5907(1), paragraph 
(c) of the definition “exempt loss” is being restructured to add a new provision, 


(b) the last time for which the opening exempt surplus of the - 
subject affiliate in respect of the corporation was required to be 
determined under section 5905, _and 


(c) the last time for which the opening exempt deficit of. the 
subject affiliate in respect of the corporation was required to be 
determined under section 5905 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(9), will amend paras. (b) and (c) of the definition “exempt surplus” in 
subsec. 5907(1) to read as above, applicable after November 1999. 


S. 53 of the draft legislation provides that any assessment of a taxpayer's tax, ‘interest 
and penalties payable under the Act for any taxation year that ends before the day ¢ on 
which the draft legislation is assented to that would, in the absence of this section, be ~ 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the cxunt } 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 
ii) files that election with the Minister of National Revenue on or ‘tent ae } 
30, 2011. 
Technical Notes (Sept. 10, 2010): The detaieon ‘exempt sunt’ is sett 
relevant for the purposes of determining the deductibility of dividends received from 
a foreign affiliate, pursuant to subsections 5900(1) and subsection 113(1) of the Act. 
Various amendments are being made to the definition “exempt surplus”. Some of 
these amendments restructure certain aspects of the definition in order to allow more 
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flexibility in picking up appropriate references to the provisions of sections 5902 and 
5905 as they may be amended from time to time. A new subparagraph (vi.1) has also 
been added under variable A in order to allow for adjustments that arise from the 
new fill-the-hole rule in subsection 5905(7.2) and the elective transitional rules (as 
contemplated by clause 51 of these amendments) i iubeeevons 5905(2), 4), ( 

(8) relating to the consolidated net surplus Tegime. 


For detail about the amendments | oe _— to sections 5902 and a refer to oi 


These amendments generally apply after Neveaber 1999, except deni new ips: 
graph. (vi.1) of variable A generally applies to acquisitions and oe ef for- 
eign affiliate shares that occur after December 20, 2002. _. 


and. ending with the particular time, where 


A is the total of all amounts, in respect of the period, each of which 
is 
(i) the opening exempt surplus of the subject affiliate as de- 
termined under subsection 5905(1), (2), (3), (5), (8) or (9), at 
the time established in paragraph (4), (b) or (c), 


Proposed Amendment ig. 5907(1)"exempt 
~ surpt ) 


(i) the opening exempt surplus, if any, of the subject affili- 
_ ate in respect of the corporation as determined under sec- 
_ tion 5905, at the time est 


Apelicatior: The Aupust 21, 2010 dr 
subsec. 46(10), will amend subpara. (i) 
empt surplus” in subsec. 5907(1) to 


§. 53 of the draft legislation provi 
and penalties payable under the Act 
which the draft legislation i is assente 
precluded because of subsecs. 1521 
to take into account th 
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scription of A in the definition ~ 
e, applicable after November 19 
essment of a taxpayer’s tax, inte 
y taxation year that ends before the day on 
at would, in the absence of this section, be 
5) of the Act shall be made to the extent 
ment, if the taxpayer 


its foreign affiliates that this section apply 


lects in writing in respect 


er of National Revenue on or before June 


See under Reg. 5907(1)"exempt surplus’(b), 


(ii) the exempt earnings of the subject affiliate for any of its 
taxation years ending in the period, 


(iii) the portion of any dividend received in the period and 
before the particular time by the subject. affiliate from an- 
other foreign affiliate of the. corporation (including, for 
greater certainty, any dividend deemed by subsection 
5905(7) to have been received by the subject affiliate) that 
was prescribed by paragraph 5900(1)(a) to have been paid 
out of the payer affiliate’s exempt. surplus in respect of the 
corporation, 


(iv) the portion of any income or profits tax refunded by or 
the amount of a tax credit paid by the government of a coun- 
try to the subject affiliate that can reasonably be regarded as 
having been refunded or paid in respect of any amount re- 
ferred to in subparagraph (iii) and that was not deducted in 
determining any amount referred to in subparagraph (iii) of 
the description of B, 


(v) the portion of any taxable dividend received in the period 
and before the particular time by the subject affiliate that 
would, if the dividend were received by the corporation, be 
deductible by it under section 112 of the Act, 


(vi) an amount added to the exempt surplus of the subject 
affiliate or deducted from its exempt deficit in the period and 
before the particular time under any provision of subsection 
es 1) or (1.2), or 


Proposed / Addition — Reg. §907(1 )“ex 
—surplus”A(vi.1) — _ 
(vi.1) ah amount that is required, ‘under s 
be included under this subparagraph in th 
before the particular time, or 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(11), will add subpara. (vi.1) to the description of A in the definition “ex- 


Reg. 
S. 5907(1) exe 


empt app are of the capital stock of a 


foreign affiliate of a corporation is acq 
disposed of by, a es after pee 


and penalties payable under the Act for any taxation year thave € 
which the draft legislation is assented to that would, in the abse 
precluded because of subsecs. 152(4) to (5) of the Act shall be made t 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in Tespect of all of its ime affiliates that this sec 
__ in respect of that provision, and _ 


Gi) files ae election mane the Minister of National Revenue on or “— June 
» 30, 2011. 


Technical Notes ee 40, 201 0): See under Ree S90T1yoxem ss, 
(c). 


(vii) an amount added, 3 in tte period and before the particular 
time, to the exempt surplus of the subject affiliate under par- 
agraph (7.1)(d), and 

B is the total of those of the following amounts that apply in re- 

spect of the period: 

(i) the opening exempt deficit of the subject affiliate as deter- 
mined under subsection 5905(1), (2), (3), (5), (8) or (9), at 
the time established in paragraph (a), (b) or (c), 


: Proposed Amendment — Reg. 5907(1)“exempt 
surplus’B(i) 
deficit, if any, of the subjeer affiliate 


ent Bf a eoayer § tax, interest 
ny 1 year that ends before the day on 
ag would, in the absence of this section, be 


(i) the exempt loss of the rea affiliate for any of its taxa- 
tion years ending in the period, 


(iii) the portion of any income or profits tax paid to the goy- 
ernment of a country by the subject affiliate that may reason- 
ably be regarded as having been paid in respect of any 
amount referred to in subparagraph (iii), (iv) or (v) of the 
description of A, 


(iv) the portion of any whole dividend paid by the subject 
affiliate in the period and before the particular time deemed 
by paragraph 5901(1)(a) to have been paid out of the subject 
affiliate’s exempt surplus in respect of the corporation, 


(v) each amount that is determined under paragraph 
5902(4)(a) or subparagraph 5905(2)(a)(i),  (6)(a)G) or 
(8)(a)(i), in se Bee and before the panigulas time, or 


_. heck 
) each anor that is required under section 5002 or - 5005 
ad — this mara nite or | eae 


guckies The Aut 27, 2010 due ee Part a. fon en afiliats), , 
: oo will amend subpara. (vy) of the Seer of B in me definition “ ‘eX- 


a ss 5: ment of a taxpayer’ § tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
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precluded because of subsecs. 152(4) to (S) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 
(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 
(ii) files that election with the Minister of National Revenue on or before June 
30, 2011. 
Technical Notes (Sept. 10, 2010): See under Reps 5907(1)“exempt surplus’’(b), 
(c). 


(vi) an amount, in the period and before the particular time, 
deducted from the exempt surplus of the subject affiliate or 
added to its exempt deficit under any provision of subsection 
(1-1) or (1.2); 
Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 5905(1) — 
Acquisition or fisposition a foreign affiliate; Reg. 5905(3) — Effect of foreign 
merger; Reg. 5905(4)(a)(i), (4)(b) — Inclusion in exempt surplus on disposition of 
share; Reg. 5905(5.1) — any surplus after amalgamation or windup of corporation 
holding FA; Reg. 5905(6)(a)(i) — Computation of exempt surplus; Reg. 5905(7.2) — 
Blocking deficit — inclusions in A(vi.1) and B(v.2); Reg. 5907(11) — Designated 
treaty country; Reg. 5910(1) — FA carrying on foreign oil & gas business deemed to 
have paid income or profits tax. 


“Joss” of a foreign affiliate of a taxpayer resident in Canada for a 
taxation year of the affiliate from an active business carried on by it 
in a country is the amount of its loss for the year from that active 
business carried on in that country computed by applying the provi- 
sions of paragraph (a) of the definition “earnings” in this subsection 
respecting the computation of earnings from that active business 
carried on in that country, with any modifications that the cricum- 
stances require; 


Proposed Amendment — Reg. 5907(1)“loss” 


“Joss”, of a foreign affiliate of a taxpayer resident in Canada for a 
taxation year of the affiliate from an active business, means 


(a) in the case of an active business carried on by it in a coun- 
try, the amount of its loss for the year from the active business 
carried on in the country computed by applying the provisions 
of paragraph (a) of the definition “earnings” respecting the 
computation of earnings from that active business carried on in 
that country, with any modifications that the circumstances re- 
quire, and 


(b) in any other case, the total of all amounts each of which is 
an amount of a loss that is required under paragraph 95(2)(a) 
of the Act to be included in computing the affiliate’s income or 
loss from an active business for the year; 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(1), will amend the definition “loss” in subsec. 5907(1) to read as above, 
applicable to taxation years of a foreign affiliate of a taxpayer that end after 1999. 
Para. 50(1)(a) of the draft legislation provides that if a foreign affiliate of a taxpayer 
referred to in the above amendment makes a valid “Global Section 95 Election” 
under subsec. 26(46) of S.C. 2007, c. 35; see History at the end of ITA 95, then the 
amendment is also applicable to taxation years, of all foreign affiliates of the tax- 
payer, that begin after 1994 and end before 2000. | 
See Application note under Proposed Amendment to Reg. 5907(1)° ‘earnings’(b) for 
rule (s. 53 of the draft legislation) permitting late reassessment to give effect to this 
amendment. 


Technical Notes (Sept. 10, 2010): The definition “loss” is relevant for the 
purposes of computing the surpluses and deficits of a foreign affiliate. 
Consequential to the Budget 2007 Act changes to paragraph 95(2)(a) of the Act, the 
definition “loss” is being amended by changing the layout of the provision and by 
adding new paragraph (b) that ensures that “loss” will reflect all loss amounts re- 
quired by paragraph 95(2)(a) to be included in computing a foreign affiliate’s income 
or loss from an active business. 


This amendment applies to taxation years of a foreign affiliate that end after 1999. 
However, this amendment may have earlier application where an election referred to 
in clause 50 is filed. 


“net earnings” of a foreign affiliate of a corporation for a taxation 
year of the affiliate 


(a) from an active business carried on by it in a country is the 
amount of its earnings for the year from that active business car- 
ried on in that country minus the portion of any income or prof- 
its tax paid to the government of a country for the year by the 


1996 


affiliate that can reasonably be regarded as tax in respect of 
those earnings, 


(b) in respect of foreign accrual property income is the amount 
that would be its foreign accrual property income for the year, if 
the formula in the definition “foreign accrual property income” 
in subsection 95(1) of the Act were read without reference to the 
variable F in that formula, minus the portion of any income or 
profits tax paid to the government of a country for the year by 
the affiliate that can reasonably be regarded as tax in respect of 
that income, 

(c) from dispositions of property used or held by it principally 
for the purpose of gaining or producing income from an active 
business carried on by it in a country that is not a designated 
treaty country (other than Canada) is the amount, if any, by 
which 


(i) the portion of the affiliate’s taxable capital gains for the 
year from those dispositions that can reasonably be consid- 
ered to have accrued after November 12, 1981 


exceeds 


(ii) the portion of any income or profits tax paid to the gov- 
ernment of a country for the year by the affiliate that can 
reasonably be regarded as tax in respect of the amount deter- 
mined under subparagraph (i), and 


(d) from dispositions of 


(i) shares of the capital stock of another foreign affiliate of 
the corporation that were excluded property of the affiliate 
(other than dispositions to which paragraph 95(2)(c), (d) or 
(e) of the Act was applicable), or 


(ii) partnership interests that were excluded property of the 
affiliate 


is the amount, if any, by which 


(iii) the portion of the affiliate’s taxable capital gains for the 
year from such dispositions that can reasonably be consid- 
ered to have accrued after its 1975 taxation year 


exceeds 


(iv) the portion of any income or profits tax paid to the gov- 
ernment of a country for the year by the affiliate that can 
reasonably be regarded as tax in respect of the amount deter- 
mined under subparagraph (iii); 


iitecow: Badiiion —_ eg arte )“net earnings”(e), 


(e) from thie disposition of a property that is an excluded pro- 
perty of the affiliate that is described in paragraph (c) of the 
definition “excluded property” in subsection 95(1) of the Act 
but that would not be an excluded property of the affiliate if 
that paragraph were read in the manner described in sub-sub- 


clause (d)(i)(E)(I1)2 of the definition “exempt earnings” is the 


amount, if any, by which 


(i) the portion of the affiliate’s taxable capital gain for the 
year from the — of the property that pei: ae 
its 1975 taxation year — 


exceeds 


(ii) the portion of any income or profits tax paid to the gov- 
ernment of a country for the year by the affiliate that can 
reasonably be regarded as tax that was paid in respect of 
the amount determined under subparagraph (i), and ~ 


(f) from a particular disposition of a property, that is an ex- 
cluded property of the affiliate because of paragraph (c.1) of 
the definition “excluded property” in subsection 95(1) of the 
Act, that related to 


(i) an amount that was receivable under an agreement that 
relates to the sale of a particular property the taxable capital 
gain or allowable capital loss from the sale of which is in- 
cluded under any of paragraphs (c) to (e) of this definition 
or of the definition “net loss”, as the case may be, 
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exceeds 


(v) the portion ofa any: income or ices tax oe to the gov- 
ernment of a country for the year by the affiliate that can 
reasonably be regarded as tax that was paid for the year in 

_ respect of the amount determined under subparagraph (iv); 
nliplibtibes The August 27, 2010 draft legislation (Part 
subsec. 46(14), will add paras. (e) and (f) to the defi 

5907(1), applicable in Het of SPREE of prog 

18, 2009. 


5S. 53 of the draft jegagtion irae that any osieeancnt of a taxpayer’ § tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 


isposition of which would, 
osed of, be included 
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2 _ foreign affiliates), 
armings’’ in subsec. 
cur after December 


which the draft legislation is assented to that would, in the absence of this section, be _ 


precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer _ 


(i) elects i in writing in respect of all of i its foreig 
in respect of that provision, and 


(ii) files that election with the Minister of N: 
50, 2011. 


Technies! haide (Sept 10. 2010): The On 
are relevant for the purposes of compute, the. s 
affiliate. 


These Canons: are re being Sena by adding n 
them. These amendments are consequential to the Bu 
troduced a replacement paragraph (c) and a new para 
“excluded property” in subsection 95(1). 


nue on or before June 


‘net oe. and net loss” 


New paragraphs (e) and (f) of the definition “net earnings” ensure ae in. shes 
circumstances, taxable capital gains (net of income or profits tax) from the disposi- 
tion 2 excluded property referred to in paragraph ©a or (C. ue f oe ‘excluded “ao 


ant ultimately, “taxable surplus” or “taxable deficit”. 


Similarly, new paragraphs (e) and ( of the definition ‘ net loss ensure that, in cer- : 
in ci re: allowable ie losses ee of i income or speek tax — 


Related Provisions: Reg. 5910(1) —FA carrying on foreign oil & gas business 


deemed to have paid income or profits tax. 


“net loss” of a foreign affiliate of a corporation for a taxation year 


of the affiliate 


(a) from an active business carried on by it in a country is the 
amount of its loss for the year from that active business carried 
on in that country minus the portion of any income or profits tax 
refunded by the government of a country for the year to the affil- 
iate that can reasonably be regarded as tax refunded in respect of 


that loss, 


(b) in respect of foreign accrual property income is the amount, 


if any, by which 
(i) the amount, if any, by which 


(A) the total of the amounts determined under the descrip- 


property that — 


definition or of the 


at this section apply 


tions of D, E and G in the definition “foreign accrual pro- 
perty income” in subsection 95(1) of the Act for the year 


1997 


Reg. 
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exceeds 


(B) the total of the amounts determined under the descrip- 
tions of A, A.1, A.2, B and C in the definition “foreign 
accrual property income” in subsection 95(1) of the Act 
for the year 


exceeds 


(ii) the portion of any income or profits tax refunded by the 
government of a country for the year to the affiliate that can 
reasonably be regarded as tax refunded in respect of the 
amount determined under subparagraph (1), 


(c) from dispositions of property used or held by it principally 
for the purpose of gaining or producing income from an active 
business carried on by it in a country that is not a designated 
treaty country (other than Canada) is the amount, if any, by 
which 
(i) the portion of the affiliate’s allowable capital losses for 
the year from those dispositions that can reasonably be con- 
sidered to have accrued after November 12, 1981 


exceeds 


(i) the portion of any income or profits tax refunded by the 
government of a country for the year to the affiliate that can 
reasonably. be regarded as tax refunded in respect of the 
amount determined under subparagraph (i), and 


(d) from dispositions of 


(i) shares of the capital stock of another foreign affiliate of 
the corporation that were excluded property of the affiliate 
(other than dispositions to which paragraph 95(2)(c), (d) or 
(e) of the Act was.applicable), or 


(ii) partnership interests that were excluded property of the 
affiliate 


is the amount, if any, by which 


(iii) the portion of the affiliate’s allowable capital losses for 
the year from those dispositions that can reasonably be con- 
sidered to have accrued after its 1975 taxation year 


exceeds 


(iv) the portion of any income or profits tax refunded by the 
government of a country for the year to the affiliate. that can 
reasonably be regarded as tax refunded in respect of the 
amount determined under subparagraph (iii); 


_ Proposed Addition — Reg. 5907(1)“net. loss”(e), (f) 


(e) from the disposition of a property, that is an excluded pro- 


 perty of the affiliate that is described in paragraph (c) of the 
_ definition “excluded property” in subsection 95(1) of the Act 
but that would not be an excluded property of the affiliate if 
_that paragraph were read in the manner described in sub-sub- 


se (d)(Gi)(E)(D2 of the definition “exempt earnings” is the 
, if any, by which 


the portion of the affiliate’s allowable capital loss for the — 
year from. ve disposition o the property that home ener . 


~ (ii) the portion of any income or F Brbtits tax refunded by the 
government of a country for the year to the affiliate that can 
reasonably be regarded as tax that was refunded in respect 
of the amount determined under subparagraph (i), and 


(f) from a particular disposition of a property, that is an ex- 
cluded property of the affiliate because of paragraph (c.1) of 
the definition “excluded ene in none 95(1) of the 
Act, that related to 


(i) an amount that was receivable under an agreement that 
relates to the sale of a particular property the taxable capital 
gain or allowable capital loss from the sale of which is in- 
cluded under any of paragraphs (c) to (c) of the definition 
“net earnings” or of this definition, as the case may be, 


m7) 
= 
) 
= 
By 
3 
D 
® 
c 


Reg. 
S. 5907(1) net 


(ii) an amount that was receivable and was a property that 
was described in paragraph (c) of that definition “excluded 
property” but that would not have been an excluded pro- 
perty of the affiliate if that paragraph were read in the man- 
ner described in sub-subclause (d)(ii)(E)(D)2 of the defini- 
tion “exempt earnings’, or 

(iii) an amount payable, or an amount of indebtedness, de- 
scribed in clause (c. 1)Gii)(B) of that definition “excluded 
property” arising in respect of the acquisition of an ex- 
cluded property of the affiliate any taxable capital gain or 
allowable capital loss from the disposition of which would, 
if that excluded property were disposed of, be included 
under any of paragraphs (c) to (e) of the definition “net 
earnings” or of this definition, as the case may me 


is the amount, if any, by which 


Income Tax Regulations 


“taxable earnings” of a foreign affiliate of a corporation for a taxa- 
tion year of the affiliate is 


(iv) the portion of the affiliate’s allowable capital loss for 


the year from the particular disposition es soci aner its 
1975 taxation year 


exceeds 


(v) the portion of any income or profits tax refunded by the 
government of a country for the year to the affiliate that can 
reasonably be regarded as tax that was refunded in respect 
of the amount determined under subparagraph (iv); 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(15), will add paras. (e) and (f) to the definition “net loss’ in subsec. 


5907(1), applicable in respect of dispositions of property that occur after December 
18, 2009. : 


S. 53 of the draft legislation provides that any assessment of a taxpayer’: § tax, interest _ 
and penalties payable under the Act for any taxation year that ends before the day on ~ 


which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section B apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before June 
30; 2011. 


Technical Notes (Sept. 10, 2010): See under Reg. S007) “net earnings’ (e), . 


Related Provisions: Reg. 5910(1) — FA carrying on foreign oil & gas business 


deemed to have paid income or profits tax. 


“net surplus” of a foreign affiliate of a corporation resident in Can- 
ada in respect of the corporation is, at any particular time, 


(a) if the affiliate has no exempt deficit and no taxable deficit, 
the amount that is the total of its exempt surplus ‘and taxable 
surplus in respect of the corporation, 


(b) if the affiliate has no taxable surplus, the amount, if any, by 
which its exempt surplus exceeds its taxable deficit in respect of 
the corporation, or 


(c) if the affiliate has no exempt surplus, the amount, if any, by 
which its taxable surplus exceeds its exempt deficit in respect of 
the corporation, 


as the case may be, at that time; 


“taxable deficit” of a foreign affiliate of a corporation in respect of 
the corporation at any time is the amount, if any, by which 


(a) the total of all amounts each of which is an amount deter- 
mined at that time under any of subparagraphs (i) to (vi) of the 
description of B in the definition “taxable surplus” in this 
subsection 


exceeds 


(b) the total of all amounts each of which is an amount deter- 
mined at that time under any of subparagraphs (i) to (v) of the 
description of A in that definition; 


Related Provisions: Reg. 5905(2)(a)(v), (2)(b) — Inclusion in.exempt deficit on 
acquisition or cancellation of share; Reg. 5905(4)(a)(v), (4)(b) — Inclusion in taxable 
deficit on disposition of share; Reg. 5905(5.1) — Taxable deficit after amalgamation of 
corporation holding foreign affiliate; Reg. 5905(5.2) — Taxable deficit after windup of 
corporation holding foreign affiliate; Reg. 5905(6)(a)(v) — Computation of exempt 
deficit. 


(a) where the year is the 1975 or any preceding taxation year of 
the affiliate, nil, and 


(b) in any other case, the total of all amounts each of which is 


(i) the affiliate’s net earnings for the year from an active bus- 
iness carried on by it in a country, 


(ii) the affiliate’s net earnings for the year in respect of its 
foreign accrual property income, 


(iii) to the extent that they have not been included under sub- 
paragraph (i) or deducted in determining an amount included 
under subparagraph (b)(i) of the definition “taxable loss” in 
this subsection, the earnings for the year as determined under 
paragraph (b) of the definition “earnings” in this subsection 
minus the portion of any income or profits tax paid to the 
government of a country for the year by the affiliate that can 
reasonably be regarded as tax in respect of those earnings, 


(iv) the affiliate’s net earnings for the year from dispositions 
of property used or held by it principally for the purpose of 
gaining or producing income from an active business carried 
on by it in a country that is not a designated treaty country 
(other than Canada), or 


(v) the affiliate’s net earnings for the year from dispositions 
of shares of the capital stock of another foreign affiliate of 
the corporation that were excluded property of the affiliate 
(other than dispositions to which paragraph 95(2)(c), (d) or 
(e) of the Act was applicable) or dispositions of partnership 
interests that were excluded property of the affiliate, 


Proposed Amendment — Reg. 5907(1)“taxable. 
earnings” (b)(v) 
(v) the affiliate’ s net earnings for the year from dispositions 
of shares of the capital stock of another foreign affiliate of 
the corporation that were excluded property of the affiliate 
_ (other than dispositions to which any of subsection 88(3) or 
paragraphs 95(2)(c), (c.2), (d), (d.1), (e), (€.1), (€.3) to (e.5) 
and (f.4) of the Act applied) or dispositions of partnership 
_ interests that were excluded property of the affiliate, — 


Application: The February 27, 2004 draft regulations (foreign affiliates), subsec. 
3(17), will amend subpara. (b)(v) of the definition “taxable earnings” in subsec. 
5907(1) to read as above, applicable to taxation years, ofa foreign affiliate of a tax- 
payer, that begin after — 20, 2002. 


the purposes of computing the oie of the spite affiliate. 


The proposed amendment of the definition “taxable earnings” in subsection 5907(1) 
is to subparagraph (b)(v) and is consequential to the amendments to the definition - 
“foreign accrual property income” in subsection 95) of the Act. The amendments 
to the definition “foreign accrual property income” ensure that capital gains and — 
losses from dispositions of “excluded property” to which subsection 88(3) of the Act 
applies are included in computing foreign accrual property income. This amendment 
to the definition “taxable earnings” ensures that, ; in computing taxable earnings, we 
capital gains are not double-counted. : 
This amendment to the definition “taxable earnings” in subsection 5907(1) applies to — 
taxation years, of a foreign affiliate of a taxpayer, that begin after December 20, — 
2002. Note that this amendment is included in the Global Section 95 Election pack- 
age described at the beginning of the commentary to section 95 of the Act. 


{Finance has confirmed that this amendment is still pending and will proceed — ed.] 


_Proposed Amendment — Reg. 5907 )“taxable 
3 ~ earnings”(b)(iii)-{v) © 
: ii) the affiliate’s earnings for the year as determined under 
paragraph (b) of the definition “earnings” minus the portion 
of any income or profits tax paid to the government of a 
country for a ‘year by the affiliate that can reasonably be 
regarded as tax in respect of those earnings, or 


(iv) to the extent not included under subparagraph (ii), the 
affiliate’s net earnings for the year determined under 
paragraphs (c) to (f) of the definition “net earnings’, 


(v) [Repealed] 


1998 
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(i) elects in writing in respect. 6: ll of its fo a affiliates “ 
in respect of that provision, and . ; 


(ii) files that election with the Mini 
430;2011. ies 


Technical Notes (Sept. 10, 2010) The tion “taxable earnings” is relevant _ 
for the purposes af computing the ‘taxable ple and taxable deficit ne a soos 
affiliate. _ ‘ 


Paragraph (b) of the definition “taxable earnings” is being ; amended to reflect the 
addition of paragraphs (e) and (f) to the definition “ et earnings”. Paragraph (b) is 
also being restructured to simplify its ee AS part of oP feeeneee, subpara- 
graph (b)(v) is being repealed. : 


y National Revenue on or before June 


but does not include any amount included in the affiliate’s ex- 
empt earnings for the year; 


Related Provisions: Reg. 5910(1) — FA carrying on foreign oil & gas business 
deemed to have paid income or profits tax. 


“taxable loss” of a foreign affiliate of a corporation for a taxation 
year of the affiliate is 


(a) where the year is the 1975 or any preceding taxation year of 
the affiliate, nil, and 


(b) in any other. case, the total of all amounts each of which is 


(i) the affiliate’s net loss for the year from an active business 
carried on by it in a country, 


(i1) the affiliate’s net loss for the year in respect of foreign 
accrual property income, 


(iii) the affiliate’s net loss for the year from dispositions of 
property used or held by it principally for the purpose of 
gaining or producing income from an active business carried 
on by it in a country that is not a designated treaty country 
(other than Canada), or 


(iv) the affiliate’s net loss for the year from dispositions of 
shares of the capital stock of another foreign affiliate of the 
corporation that were excluded property of the affiliate (other 
than: dispositions to which paragraph 95(2)(c), (d) or (e) of 
the Act was applicable) or dispositions of partnership inter- 
ests that were excluded property at the affiliate, 


Proposed | Amendment — R 
ne er 


Gi) the affiliate’ s loss for the year 
agraph (b) of the definition “loss” 
income or profits tax refunded by the: ‘government’ of ae 
country for a year to the affiliate that can reasonably bet te- 
garded as tax refunded in respect of that loss, or 


(iv) to the extent not included under subparagraph (ii), 


affiliate’s net loss for the year eee under ae . 


(c) to (f) of the definition “net loss”, 


Application: The August 27, 2010 draft Jovieledon 
subsec. 46(17), will amend subparas. (b)(iii) and (iv) 
in subsec. 5907(1) to read as above, applicable to taxation years ofa oe 
of a taxpayer that end after 1999, except that, in respect of dispositio 
that occur before December 18, 2009, subpara: : (b)(iv) is to be Tea 


(iv) to ‘the extent not included under subparagraph (ii), the affili 
' for the year determined under paragraphs (c) and e of the de 
loss”, 


Para. 50(1)(d) of the draft legislation provides that if a sieve affiliate of a taxpayer 


referred to in the above amendment makes a valid “Global Section 95 Election’ a 


under subsec. 26(46) of S.C. 2007, c. 35; see History at the end of ITA 95, then the 
amendment (with subpara. (b)(iv) read as shown in the Application provision above) — 
is also applicable to taxation years, of all foreign — ” me - oF, nse eh ues q 
after 1994 and end before 2000. « 0 


Reg. 
S: 5907(1) tax 


See Application note under Proposed Amendment to Reg. 5907(1)“earnings’(b) for 
fone 53 of the draft ote permitting sola reassessment to ene - to iis 


S ip Une y the reference in amended subparagraph (id to para- 
the “loss” definition in subsection 5907(1). 7 


t ments ne to taxation years of a foreign affiliate that end after 1999, 
ept reference is made to paragraphs (e) and (f) of the “net loss” definition 
dispositions that occur before December 18, 2009. 


but does not include any amount included in the affiliate’s exempt 
loss for the year; 


“taxable surplus” of a foreign affiliate (in this definition referred 
to.as the “subject affiliate”) of a corporation in respect of the corpo- 
ration is, at any peieiniee! time, the amount determined by the 
formula 


A-B 
in respect of the period beginning with the time that is the latest of 


(a) the first day of the taxation year of the affiliate in which it 
last became a foreign affiliate of the corporation, 


(b) where the corporation is an acquiring corporation referred to 
in subsection 5905(5) and the subject affiliate is a particular af- 
filiate referred to in that subsection or another foreign affiliate in 
which such a particular. affiliate had an equity percentage at the 
time referred to in that subsection, the last time at which that 
subsection was applicable in respect of the subject affiliate, and 


(c) where the subject affiliate is a foreign affiliate referred to in 
subsection 5905(1), (2),.(8) or (9) or paragraph 5905(3)(b), the 
last time at which any of those subsections or that paragraph was 
applicable in respect of the subject affiliate 


posed d Amendment — Reg. 9907 (1) taxable 
surplus{o) {c) 


©) “e ast time for which ie opening taxable deficit ‘of the 
ome affiliate in ee ti 


Application: ‘The padae: 21, 2010 ¢ ( 
a 


aeons is assented to that would, in the absence of this section, be 
se of subsecs. /152(4) to (5) of the Act shall be made to the extent 
ca 


iate, pursuant to subsections. §900(1) and subsection 113(1) of the Act. 


Various amendments are being made to the definition “taxable surplus”. Some of 
these amendments restructure certain aspects of the definition in order to allow more 
flexibility in picking up appropriate references to the provisions of sections 5902 and 
5905 as they may be amended from time to time. A new subparagraph (iv.1) has also: 
been added under variable A in order to allow for adjustments under the elective 
transitional rules (as contemplated by clause 51 of these amendments) in subsections 
§905(2), (4), (6) and (8) relating to the consolidated net surplus regime. 


For detail about the amendments being made to sections 5902 and 8 refer to the 
commentary for those sections. 


1999 


Regulations 


Reg. 


S. 5907(1) tax 


These amendments generally apply after November 1999, except that new subpara- 
graph (iv.1) of variable A generally applies to acquisitions and dispositions of for- 
eign affiliate shares that occur after December 20, 2002. 


and ending with the particular time, where 


A is the total of all amounts, in respect of the period, each of which 


is 


(i) the opening taxable surplus of the subject affiliate as de- 
termined under subsection 5905(1), (2), (3), (5), (8) or (9) at 


the time established in paragraph (a), (b) or (c), 


Proposed Amendment — Reg. 5907(1)“taxable 
surplus” A(i) 


(i) the opening taxable surplus, if any, of the subject affili- 

ate in respect of the corporation as determined under sec- | 

tion 5905, at the time established in paragraph (b), 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(19), will amend subpara. (i) of the description of A in the definition “taxa- 
ble surplus” in subsec. 5907(1) to read as above, applicable after November 1999. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 


which the draft legislation is assented to that would, in the absence of this section, be — 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent — 


necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before June 
30, 2011. 


Technical Notes (Sept. 10, 2010): See under Reg. 5907() taxable surplus’’(b), 


(c). 


(1i) the taxable earnings of the subject affiliate for any of its 
taxation years ending in the period, 


(111) the portion of any dividend received in the period and 
before the particular time by the subject affiliate from an- 
other foreign affiliate of the corporation (including, for 
greater certainty, any dividend deemed by subsection 
5905(7) to have been received by the subject affiliate) that 
was prescribed by paragraph 5900(1)(b) to have been paid 
out of the payer affiliate’s taxable surplus in respect of the 
corporation, 


(iv) an amount added to the taxable surplus of the subject 
affiliate or deducted from its taxable deficit in the period and 
before the particular time under any provision of subsection 


CAN eC. 


Proposed Addition — Reg. Seabee. 
surplus” A(iv.1) ; 


(iv.1) each amount that is required under section 5905 to be 
included under this subparagraph in the period and before 
the particular time, or 


Application: The August 27, 2010 draft legislation (Part 2 dvcien ofillatesy 


subsec. 46(20), will add subpara. (iv.1) to the description of A in the definition “taxa- 
ble surplus” in subsec. 5907(1), applicable where a share of the capital stock of a 


foreign affiliate of a corporation is acquired by, otherwise becomes property of, or is _ 


disposed of by, a person after December 20, 2002. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before June 
30, 2011. 


(c). 


(v) an amount added, in the period and before the particular 


time, to the subject affiliate’s taxable surplus under para- 
graph (7.1)(e), and 


Technical Notes (Sept. 10, 2010): See under Reg. 5907(1)“taxable surplus”(b), — 


Income Tax Regulations 


Bis the total of those of the following amounts that apply in re- 
spect of the period: 


(i) the opening taxable deficit of the subject affiliate as deter- 
mined under subsection 5905(1), (2), (3), (5), (8) or (9), at 
the time established in paragraph (a), (b) or (c), 


Proposed Amendment — Reg. 5907(1)“taxable 
surplus” B(i) 
(i) the opening taxable deficit, if any, of the sobiees affiliate 
in respect of the corporation as determined under section 
5905, at the time established in paragraph (c), 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(21), will amend subpara. (i) of the description of B in the definition “taxa- 
ble surplus” in subsec. 5907(1) to read as above, applicable after November 1999. 
S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 
() elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 
Gi) files that election with the Minister of National Revenue on or before June 
30, 2011. 
Technical Notes (Sept. 10, 201 0): See under Reg. 5007(1)"taxable surplus”(b), 
(c). 


(ii) the taxable loss of the subject affiliate for any of its taxa- 
tion years ending in the period, 


(iii) the portion of any income or profits tax paid to the gov- 
ernment of a country by the subject affiliate that can reasona- 
bly be regarded as having been paid in respect of that portion 
of a dividend referred to in subparagraph (ii1) of the descrip- 
tion of A, 


(iv) the portion of any whole dividend paid by the subject 
affiliate in the period and before the particular time deemed 
by paragraph 5901(1)(b) to have been paid out of the subject 
affiliate’s taxable surplus in respect of the corporation, 


(v) each amount that is determined under paragraph 
5902(4)(b) or subparagraph 5905(2)(a)(ii), (6)(a)(Gii) or 
(8)(a)(ii) in the period and before the particular time, or 


Proposed Amendment — Reg. 5907(1)“taxable 
surplus” B(v) 

(v) each amount that is required under section 5902 or 5905 

to be included under this subparagraph, or subparagraph 

(1)(k)(xi) as it applies to taxation years that end before Feb- 

ruary 22, 1994, in the period and before the particular time, 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(22), will amend subpara. (v) of the description of B in the definition “tax- 
able surplus” in subsec. 5907(1) to read as above, applicable after November 1999. 
S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or eee ae 

30, 2011, #2 
Technical Notes (Sept. 10, 2010): See under Reg. sore eie suplis") ; 
(c). Ae 


(vi) an amount, in the period and before the particular time, 
deducted from the taxable surplus of the subject affiliate or 
added to its taxable deficit under any provision of subsection 
(ial sors(1e2): 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 5905(1) — 
Acquisition or disposition of foreign affiliate; Reg. 5905(3)— Effect of foreign 
merger; Reg. 5905(4)(a)(ii), 5905(4)(b) — Inclusion in taxable surplus on disposition 
of share; Reg. 5905(5.1) — Taxable surplus after amalgamation of corporation holding 
foreign affiliate; Reg. 5905(5.2) — Taxable surplus after windup of corporation hold- 
ing foreign affiliate\; Reg. 5905(6)(a)(ii) — Computation of taxable surplus; Reg. 


2000 


Part LIX — Foreign Affiliates 


5910(1) —FA carrying on foreign oil & gas business deemed to have paid income or 
profits tax. 


“underlying foreign tax” of a foreign affiliate (in this definition 
referred to as the “subject affiliate”) of a corporation in respect of 
the corporation is, at any particular time, the amount, determined by 
the formula 


A-B 
in respect of the period beginning with the time that is the latest of 


(a) the first day of the taxation year of the subject affiliate in 
which it last became a foreign affiliate of the corporation, 


(b) where the corporation is an acquiring corporation referred to 
in subsection 5905(5) and the subject affiliate is a particular af- 
filiate referred to in that subsection or another foreign affiliate in 
which such a particular affiliate had an equity percentage at the 
time referred to in that subsection, the last time at which that 
subsection was applicable in respect of the subject affiliate, and 


(c) where the subject affiliate is a foreign affiliate referred to in 
subsection 5905(1), (2), (8) or (9) or paragraph 5905(3)(b), the 
last time at which any of those subsections or that paragraph was 
applicable in respect of the subject affiliate 


o he definition uae fe 
pets of the definition i in order to 


For detail about the bnendinent ts 
commentary for those section: 


and ending with the particular time, where 


A is the total of all amounts, in respect.of the period, each of which 
iS 


roposed Amendment — Reg. '5907(1)“under 
foreign tax’A lopening: words 


tice: The August 27, 2010 draft 
(1), will amend the ‘opening Wo: 
“underlying foreign tax” in subsec. 590 
Ce a the oe for “is the total”, pees 


(i) the opening underlying foreign tax of the subject affiliate 
as determined under subsection 5905(1), (2), (3), (5), (8) or 
(9), at the time established in paragraph (a), (b) or (c), 


Reg. 
S. 5907(1) und 


Proposed Amendment — Reg. — 
~ 5907(1)"underlying foreign tax” A(i) _ 


_ © the opening underlying fc ign tax, if any, of the subj Ch 
_ affiliate in respect of the corporation as determined under 
section 5905, at the time established in paragraph (b) 6 


Application: The August 27, 2010 draft legislation (P 
subsec. 46(24), will amend subpara. (i) of the description 
derlying foreign tax” in subsec, 5907(1) to read as above, applic 
1999. 


So 53 of the draft iegitation provides that any assessment ofa iaxpayer s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day 
which the draft legislation is assented to that would, in the absence of this sectio 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the ext 
necessary to take into account this amendment, if the 


— - foreign affiliates), 
definition “un- 


_ @) elects in writing in respect of all o 
. on respect of that provision, an 


Gi) files that election with the N 
30, 2011 


iS foreign affiliates that this section apply 


Sept. 10, 2010): S (1)“underlying foreign ~ 
(ii) the portion of any income or profits tax paid to the gov- 
ernment of a country by the subject affiliate that can reasona- 
bly be regarded as having been paid in respect of the taxable 
earnings of the affiliate for a taxation year ending in the 
period, 

(iii) the portion of any income or profits tax referred to in 
subparagraph (iii) of the description of B in the definition 
“taxable surplus” in this subsection paid by the subject affili- 
ate in respect of a dividend received from any other foreign 
affiliate of the corporation, 


(iv), each. amount- that. was prescribed. by. paragraph 
5900(1)(d) to have been the foreign tax applicable to the por- 
tion of any dividend received in the period and before the 
particular time by the subject affiliate from another foreign 
affiliate of the corporation (including, for greater certainty, 
any dividend deemed by subsection 5905(7) to have been re- 
ceived by the subject affiliate) that was prescribed by para- 
graph 5900(1)(b) to have been paid out of the payer affili- 
ate’s taxable surplus in respect of the corporation, or 


(v) the amount»by which the ‘subject affiliate’s underlying 
foreign tax is required to be increased by any provision of 
subsection (1.1) or (1.2), 


Bis the total of. those of the following amounts. that apply, in re- 
spect of the period: 


(i) the portion of any income or profits tax refunded by the 
government of a country to the affiliate that can reasonably 
be regarded as having been refunded in respect of the taxable 
loss of the subject affiliate for a taxation year ending in the 
period, 


(i) the underlying foreign tax applicable to any whole divi- 
dend paid by the subject affiliate in the period and before the 
particular time deemed by paragraph 5901(1)(b) to have been 
paid out of the subject affiliate’s taxable surplus in respect of 
the corporation before that time, 


(iii) each amount that is required by paragraph 5902(4)(c) or 
subparagraph 5905(2)(a)(ii1), (6)(a)(ii1) or (8)(a)Gii) to be de- 
ducted in the period and before the particular time in comput- 
ing the Stale affiliate’s underlying foreign tax, or 


Proposed Amendment — Reo. 
--§907(1)"underlying foreign tax” B(iii) 


“(ii) each amount ‘that is required under section 5002. or 
ncluded under this ‘subparagraph, or subpara- 
as it applies to taxation years that end before 
aa in a ie period and before the particular 


Application: The ‘Auistist 2, 2010 draft legislation (Part 2 Soran affiliates), 
subsec. 46(25), will amend subpara. (iii) of the description of B in the definition 
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Reg. 
S. 5907(1) und 


“underlying foreign tax” in subsec. 5907(1) to read as sini applicable after No- 
vember 1999. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates thas es section apply 
in respect of that provision, and : 


(ii) files that election with the Minister of National Revenue on or before June > 
30, 2011. 


Technical Notes (Sept. 10, 2010): See under Reg. 5907(1) “underlying foreign 
tax”(b), (c). 


(iv) the amount by which the subject affiliate’s underlying 
foreign tax is required to be decreased in the period and 
before the particular time by any provision of subsection 
(1.1) or (1.2); 
Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 5905(1) — 
Acquisition or disposition of foreign affiliate, Reg. 5905(3)— Effect of foreign 
merger; Reg. 5905(4)(a)(iii), (b) — Inclusion in UFT on disposition of share; Reg. 
5905(5.1) — UFT after amalgamation of corporation holding foreign affiliate; Reg. 
5905(5.2) — UFT after windup of corporation holding foreign affiliate; Reg. 
5905(6)(a)(iii) — Computation of UFT; Reg. 5907(1.03) — Exclusion of artificially 
generated amounts; Reg. 5910(1) — FA carrying on foreign oil & gas business deemed 
to have paid income or profits tax. 


“underlying foreign tax applicable” in respect of a corporation to 
a whole dividend paid at any time on the shares of any class of the 
capital stock of a foreign affiliate of the corporation by the affiliate 
is the total of 


(a) the proportion of the underlying foreign tax of the affiliate at 
that time in respect of the corporation that 


(i) the portion of the whole dividend deemed to have been 
paid out of the affiliate’s taxable surplus in respect of the 
corporation 


is of 
(ii) the affiliate’s taxable surplus at that time in respect of the 
corporation, and 


(b) except with respect to any whole dividend referred to in sec- 
tion 5902, in any case where throughout the taxation year of the 
affiliate in which the whole dividend was paid 


(i) there is no more than one class of shares of the capital 
stock of the affiliate issued and outstanding, 


(ii) the surplus entitlement percentage of the corporation in 
respect of the affiliate is 100 per cent, or 


(ii1) there is not more than one shareholder who owns shares 
of the capital stock of the affiliate, 


any additional amount in respect of the whole dividend that the 
corporation claims in its return of income under Part I of the Act 
in respect of the whole dividend, not exceeding the amount that 
is the lesser of 


(iv) the amount by which the portion of the whole dividend 
deemed to have been paid out of the affiliate’s taxable sur- 
plus in respect of the corporation exceeds the amount deter- 
mined under paragraph (a), and 


(v) the amount by which the underlying foreign tax of the 
affiliate in respect of the corporation immediately before the 
whole dividend was paid exceeds the. amount determined 
under paragraph (a); 


Proposed Amendment — Reg. 5907(1)“underlying 
foreign tax applicable”(b) 


(b) any additional amount in respect of the whole dividend that 
the corporation claims in its return of income under Part I of 
the Act in respect of the whole dividend, not exceeding the 
amount that is the lesser of 


(i) the amount by which the portion of the whole dividend 


deemed to have been paid out of the affiliate’s taxable sur- ~ 


Income Tax Regulations 


plus in respect of the corporation exceeds the amount oats 
mined under paragraph (a), and 


(ii) the amount by which the underlying foreign tax of the 
affiliate in respect of the corporation immediately before. 
the whole dividend was paid exceeds the amount deter- | 
mined under paragraph (a); sence 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates); 
subsec. 46(26), will amend para. (b) of the definition “underlying foreign tax applica- 
ble” in subsec. 5907(1) to read as above, applicable to whole dividends paid on the 
shares of a Class of the capital stock of a spree affiliate of a corporation after De- 
cember 18, 2009. ; 
S. 53 of the draft legislation provides that any aseesement ofa pubavert S$ tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 


- precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 


necessary to take into account this amendment, if the taxpayer 


» (i) elects in writing in respect of all of its ie affiliates that this section apply 
in respect of that provision, and ; 


- (ii) files that election with the Minister of Nosoual Revenue on or before: June 

30, 2011. 
Technical Notes (Sept. 10, 2010): The definition “underlying foreign tax appli- 
cable” is relevant for determining the amount deductible by a corporation resident in 
Canada under paragraph 113(1)(b) of the Act (by virtue of paragraph 5900(1)(d)) in 
respect of a dividend paid out of the taxable surplus of a foreign affiliate of the cor- 
poration. One of the primary features of this definition is a provision that allows 
taxpayers to disproportionately ; allocate underlying foreign tax to taxable surplus div- 
idends in order to increase the amount otherwise deductible i in presnert of a taxable 
surplus dividend. 


This definition is being amended consequential to the introduction of the “tax-free 

Supine balance” concept in subsection 5905(5.5). Because the “tax-free surplus bal- 

ance” concept is premised on the equivalence of grossed-up underlying foreign | tax 
and exempt surplus, it is no longer appropriate to impose any restrictions on the abil- 

ity to disproportionately allocate underlying foreign tax to a particular dividend from 

taxable surplus. As such, the restrictions imposed by current subparagraphs (b)(i) to” 
(iii) of the “underlying foreign tax applicable” definition are being repealed. 


“whole dividend” paid at any time on the shares of a class of the 
capital stock of a foreign affiliate of a taxpayer resident in Canada 
is the total of all amounts each of which is the dividend paid at that 
time on a share of that class except that 


(a) where a dividend is paid at the same time on shares of more 
than one class of the capital stock of an affiliate, for the purpose 
only of section 5900, the whole dividend referred to in section 
5901 paid at that time on the shares of a class of the capital stock 
of the affiliate is deemed to be the total of all amounts each of 
which is the dividend paid at that time on a share of the capital 
stock of the affiliate, 


(b) where a whole dividend is deemed by paragraph 5902(1)(c) 
to have been paid at the same time on shares of more than one 
class of the capital stock of an affiliate, for the purpose only of 
that paragraph, the whole dividend deemed to have been paid at 
that time on the shares of a class of the capital stock of the affili- 
ate is deemed to be the total of all amounts each of which is a 
whole dividend deemed to have been paid at that time on the 
shares of a class of the capital stock of the affiliate, and 


Proposed Amendment — Reg. 5907(1 “whole 
dividend”(b) 


(b) where a whole dividend is deemed by subparagraph 
5902(1)(a)(ii) to have been paid at the same time on shares of 
more than one class of the capital stock of an affiliate, for the 
purpose only of that subparagraph, the whole dividend deemed 
~ to have been paid at that time on the shares of a class of the 
capital stock of the affiliate is deemed to be the total of all 
amounts each of which is a whole dividend deemed to have 
been paid at that time on the shares of a Blass of the capil 
stock of the affiliate, and i 
Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(27), will amend para. (b) of the definition “whole dividend” in-subsec. — 
5907(1) to read as above, applicable to elections made in respect of dispositions that 
occur after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer's tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
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that would, in the absence of this section, be _ 


) of the Act shall be 
nt, if the. ee 


necessary to take. ne Cae 


' G) elects in writing in respe 
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this Act is lastenbed to a the 
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_ of the capital stock 
_ paragraph, the whol 


coe where more than one whole dividend is deemed by paragraph 
5900(2)(b) to have been paid at the same time on shares of a 
class of the capital stock of an affiliate, for the purposes only of 
paragraph 5900(1)(d) and the definitions “underlying foreign 
tax” and “underlying foreign tax applicable” in this subsection, 
the whole dividend deemed to have been paid at that time on the 
shares of a class of the capital stock of the affiliate is deemed to 
be the total of: all amounts each of which is a whole dividend 
deemed to have been paid at that time on the shares of acclass of 
the capital stock of the affiliate and all of that whole dividend 
shall be deemed to have been paid out of the affiliate’s taxable 
surplus in respect of the,corporation. 

History: Subsec. 5907(1) definitions amended and rearranged by P.C. 1997-1670, sub- 


sec. 8(1), November 20, 1997, Canada Gazette, Part Il, Decémber 10, 1997, applicable 
to taxation years of a foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the definitions apply to taxation years of a foreign affiliate of a taxpayer that 
end after 1994 where there has been a change in the taxation year of the foreign 
affiliate in 1994 and after February 22, 1994, unless . 


(i) the foreign affiliate/had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the con in 
which it was resident and subject to income taxation, or - 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate; and ; 
(b) in applying the definitions for taxation years of a foreign affiliate. of a taxpayer 
that begin before 1996 and in respect of which subsecs. 5907(11)-(11.2) (as 
amended) do not apply, the references to “designated treaty country” shall be read 
as “country listed in subsection (11)”. 


Reg. 
S. 5907(1.02) 


Cl. 5907(1)(a)G)(C) amended:by P.C. 1996-571, 's. 2, April 23, 1996, Canada Gazette; 
Part II, May 1, 1996, applicable to taxation years that end after February 21, 1994.) 


| Subpara. 5907(1)(d)(vi.1) substituted, applicable in respect of 1976 et seq.; subparas. 


(1)(d)(vii.2) and (1)(k)(vi.2) added and (1)(d)(xiv) and (1)(k)(xiii) substituted, applica- 


| ble for purposes of making computations under Part LIX after March 15, 1989;. sub- 


paras. (1)(d)(xii.1) and (1)(k)(xi.1) substituted, effective from November 13,1981, that 
portion of subpara. (1)(m)(ii) preceding cl. (A) substituted, applicable (by subsec. 5(6) 
as amended by P.C. 1994-1129, July 4, 1994, Canada Gazette, Part 11, July 27, 1994, 
applicable after March 15, 1989) in respect of whole dividends paid after 1987; by P.C. 
1989-321, subsecs. 3(1) to (8),.March 2, 1989, Canada: Gazette, Part Il, March: 15, 
1989. 


CL. 5907(1)(b)(i)(B) saibistitited,; cl. SOKO) added, seplicanle in respect of 
capital gains from dispositions of property made after November 12, 1981; cl. 
5907(1)(c)(i)(B) substituted, cl. 5907(1)(c)(i)(C) added, applicable in respect of capital 
losses from dispositions of property made after November 12, 1981; subparas. 
5907(1)(d)(ii), Gii), Gv), (vi), (viii), para. 5907(1)(g), all that portion of para. 
5907(1)(d) following subpara. (xi) substituted and subparas..5907(1)(d)(vii.1); (Gi); 
(f)@v) added, applicable-commencing November 13, 1981; cls. 5907(1)(i)(Gii)(D), (EB); 
and (j)(ii)(C), (D).added, applicable in respect of dispositions made after November 12, 
1981; cl. 5907(1)G)Gi)(B), subparas. 5907(1)(k)(Gi), (iii), (iv), (vi), (vii), 5907(1)()Gi), 


| Git), Gv), (vii), (x), all that portion of para. 5907(1)(k) following subpara. (x), all that 


portion of subpara. 5907(1)(m)(it), preceding cl. (A) substituted and subparas. 
59071) (a) (vi. 1), 5907(1)()(vii.1), (xi) added applicable commencing November 13 
1981 by P.C. 1985-467, subsecs. 4(1)—(22), February 14, 1985, Canada Gazette, Part 
II, March 6, 1985. 


Subparas. 5907(1)(d)(vi.1) added, 5907(1)(d)(x), (xiv) substituted by. P.C. 1980-503, 
subsecs. 5(1)—(3), February 8, 1980, Canada Gazette, Part Il, February 27, 1980, effec- 
tive in respect of 1976 ef seq. 


(1.01) [Interpretation for ITA 113] — For the purpose of section 
113 of the Act, “exempt surplus” and. “taxable surplus” have the 
meanings assigned by subsection (1). 


History: Subsec. 5907(1.01) added by P.C. 1997-1670, subsec. 8(1), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 


foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a’change in the taxation year of the foreign affili- 
ate in 1994:and after February 22, 1994; unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it.was resident and subject to-income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in’ 1995 that is earlier than the time» when that taxation year would have 
begun if there had not opin that chehee in the ‘taxation year of the foreign 
affiliate. i 


(1.02) (“Qualifying interest”, “related”]— In paragraph (d) of 
the. definition “exempt earnings’ in subsection.(1),,the determina- 
tion of whether a corporation 


(a) has a “qualifying interest” in respect of a foreign affiliate 
throughout a taxation year, or 


(b) is related to another corporation throughout a taxation year 


shall be made as it would for the purpose of paragraph 95(2)(a) of 
the Act. 
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ation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take info account this amendment, if the taxpayer _ 


(i) elects in writing in respect of all of its foreign affiliates that this section apply in 
respect of that provision, and — . _. : oe 


(ii) files that election _ the Minister of Nationa Revenue on or before ~ une 230, 
2011. : : : 
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any need for the determinations contained in subsection 5907(1.02). As such, it is being 
repealed. 


Proposed Addition — 5907(1.02) 


(1.02) [New FA deemed resident in treaty country 
throughout year] — For the purposes of paragraph (d) of the 
definition “exempt earnings” and paragraph (c) of the definition 
“exempt loss” in subsection (1), if a foreign affiliate of a corpora- 
tion becomes a foreign affiliate of the corporation in a taxation 
year of the affiliate, otherwise than as a result of a transaction be- — 
tween persons that do not deal with each other at arm’s length, 


and the affiliate is resident in a designated treaty country at the © 


end of the year, the affiliate is deemed to be so resident through-- 
out the year. 
Application: The August 27, 2010 draft legislation (Part Gn tone affiliates), 


subsec. 46(31), will add subsec. 5907(1.02), applicable in respect of taxation years of 
a foreign affiliate of a taxpayer that begin after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5S) of the Act shall be made to the extent . 
necessary to take into account this amendment, if the taxpayer 

(i) elects in writing in respect of all of its foreign affiliates that this section apply 

in respect of that provision, and 

(ii) files that election with the Minister of National Revenue on or before June 

30, 2011. LD 
Technical Notes (Sept. 10, 2010): New subsection 5907(1.02) applies for the 
purposes of paragraph (d) of the definition “exempt earnings” and paragraph (c) of 
the definition “exempt loss” in subsection 5907(1). It allows foreign affiliates that — 
would not otherwise meet the requirement in those paragraphs to be resident in a . 
designated treaty country throughout the year to meet that requirement where they 
become a foreign affiliate in the year, otherwise than as a result of a non-arm’s length 
transaction, and are resident in a designated treaty country at the end of that year. 


History: Subsec. 5907(1.02) added by P.C. 1997-1670, subsec. 8(2), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February:22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Proposed Addition — Reg. 5907(1.03)-—(1.06) 


(1.03) [Artificial foreign tax credit generators] — For the 
purposes of the description of A in the definition “underlying for- 
eign tax” in subsection (1), income or profits tax paid in respect of ~ 
the taxable earnings of a particular foreign affiliate of a corpora- 
tion or in respect of a dividend received by the particular affiliate © 
from another foreign affiliate of the corporation, and amounts by 
which the underlying foreign tax of the particular affiliate or any 
other foreign affiliate of the corporation is required by subsection 
(1.1) or (1.2) to be increased, is not to include any income or prof- 
its tax paid, or amounts by which the underlying foreign tax is 
otherwise so required to be increased, as the case may be, in re- 
spect of income of the particular affiliate for a taxation year of the 


affiliate if, at any time in the year, a particular person or partner- — 


ship that is, at any time in the year, a pertinent person or partner- 
ship in respect of the corporation is considered, under the income 
tax laws (referred to in subsections (1.04) and (1.05) as the “rele- 
vant foreign tax law”) of any country other than Canada under the 
laws of which any income of the particular affiliate is subject to 
income taxation, 


(a) to own less than all of the shares of the capital stock of a 
corporation that is, at any time in the year, a pertinent person 
or partnership in respect of the corporation that are considered 
to be owned by the particular person or partnership for the pur- 
poses of the Act, or 


(b) to havea lesser direct or indirect share of the income of a 
partnership that is, at any time in the year, a pertinent person or 
partnership in respect of the corporation than the particular 
person or partnership is considered to have for the purposes of 
the Act. 

Related Provisions: ITA 91(4.1), 126(4.11) — Parallel rules; Reg. 5907(1.04) — 


Exception — hybrid entities, Reg. 5907(1.05) — Exception — pe Reg. 
5907(1.06) — Pertinent person or partnership”. 


(1.04) [Exception — hybrid entities] — For the purposes of. 
paragraph (1.03)(a), a pertinent person or partnership in respect of 
the corporation is not to be considered to own less than all of the. 
shares of the capital stock of a corporation under the relevant for- 
eign tax law that are considered to be owned for the purposes of 
the Act solely because the pertinent person or partnership or the 
corporation is not treated as a idee under the relevant for- 
eign tax law. 


Related Provisions: ITA 91(4.2) — Parallel rule; Reg 5907(1.06) — Pertinent 
person or partnership”. 


(1.05) [Exception — partnerships} — Por the purposes of 
paragraph (1.03)(b), a member of a partnership is not to be con- 
sidered to have a lesser direct or indirect share of the income of 
the partnership under the relevant foreign tax law than for the pur- 
poses of the Act solely because of one or more of the following: 


(a) a difference between the relevant foreign tax law and the 
Act in the manner of | 


(i) computing the income of the oucinérsliip or 


(ii) allocating the income of the partnership because of the 
admission to, or withdrawal from, the partnership of any of 
its members; 


(b) the treatment of the partnership as a ie under the 
relevant foreign tax law; or 


(c) the fact that the member is not treated as a corporation 
under the relevant foreign tax law. 


Related Provisions: ITA 91(4.3), 12014, 12) — Parallel rules; Reg. 5907(1.06) — 
”Pertinent person or partnership”. 


(1.06) [Pertinent person or partnership] — For “the purposes 
of this subsection and subsections (1.03) and (1.04), a “pertinent 
person or partnership” in respect of a corporation at any time 
means a person or a partnership that is, at that time, 


(a) the corporation; 


(b) a person (other than a partnership) that is resident in Can- 
ada and does not, at that ave: deal at arm’s length with the 
corporation; 


(c). a foreign affiliate of 
(Gi) the corporation, 


_ (ii) a person that is at that time a pertinent person or part: 
nership in respect of the corporation under this deiaiiiedcs 
because of paragraph (b), or ie. 


(ili) a partnership that is at that time a pertinent Sabo’ or 
partnership in respect of the corporation under this eae 
tion because of paragraph (d); or 


(d) a partnership a member of which is at that time a pertinent 
person or partnership in respect of the corporation under this 
subsection. 


Related Provisions: ITA 91(4.5) — Parallel rule. 


Application: The August 27, 2010 draft legislation (Part 3 — other amendments), 
subsec. 30(2), will add subsecs. 5907(1.03) to (1.06), applicable to income or profits 
tax paid, and amounts referred to in subsecs, 5907(1.1) and (1.2), in respect of the 
income of a foreign affiliate of a corporation for taxation years of the foreign affiliate 
that end in taxation years of the corporation that end after March 4, 2010, except that, 
for taxation years of the corporation that end before August 28, 2010, 


(a) subsecs. 5907(1.03) and (1.04) are to be read as follows: 


(1.03) For the purposes of the description of A in the definition “underly- 
ing foreign tax” in subsection (1), income or profits tax paid in respect of 
the taxable earnings of a particular foreign affiliate of a corporation or in 
respect of a dividend received by the particular affiliate from another for- 
eign affiliate of the corporation, and amounts by which the underlying for- 
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(1.1) [Where FA is member of consolidated group] — For 
the purposes of this Part, where, pursuant to the income tax law of a 
country other than Canada, a group of two or more foreign affiliates 
(in this subsection referred to as the “consolidated group”) of a cor- 
poration resident in Canada that are resident in that country deter- 
mine their liabilities for income or profits tax payable to the govern- 
ment of that country for a taxation year on a consolidated or 
combined basis and one of the affiliates (in this subsection referred 
to as the “primary affiliate’’) is responsible for paying, or claiming a 
refund of, such tax on behalf of itself and the other members of the 
consolidated group (hereinafter referred to as the “secondary affili- 
ates’’), the following rules apply: 


__ 


(a) in respect of the primary affiliate, 


(i) any such income or profits tax paid by the primary affili- 
ate for the year shall be deemed not to have been paid and 
any refund to the primary affiliate of income or profits tax 
otherwise payable by it for the year shall be deemed not to 
have been made, 
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(ii) any such income or profits tax that would have been pay- 
able by the primary affiliate for the year if the primary affili- 
ate had no other taxation year and had not been a member of 
the. consolidated group shall be deemed to have been paid for 
the year, . 


(iii) to the extent that 


(A) the income or profits tax that would otherwise have 
been payable by the ‘primary affiliate for the year on be- 
half of the consolidated group is reduced by virtue of any 
loss of the primary affiliate for the year or any previous 
taxation year, or 


(B) the primary affiliate receives, in respect of a loss of 
the primary affiliate for the year or a subsequent taxation 
year, a refund of income or profits tax otherwise payable 
for the year by the primary affiliate on behalf of the con- 
solidated group, 


the amount of such reduction or refund, as the case may be, 
shall be deemed to have been received by the primary affili- 
ate as a refund for the year of the loss of income or profits 
tax in respect of the loss, 


(iv) any such income or profits tax that would have been pay- 
able by a secondary affiliate for the year if the secondary af- 
filiate had no other taxation year and had not been a member 
of the consolidated group shall at the end of the year, 


(A) to the extent that such income or profits tax would 
otherwise have reduced the net earnings included. in the 
exempt earnings of the secondary affiliate, be deducted 
from the exempt surplus or added to the exempt deficit, as 
the case may be, of the primary affiliate, and 


(B) to the extent that such income or profits tax would 
otherwise have reduced the net earnings included in the 
taxable earnings of the secondary affiliate, 


(1) be deducted from the taxable surplus or added to 
the taxable deficit, as the case may be, of the primary 
affiliate, and 


(II) be added to the underlying foreign tax of the pri- 
mary affiliate, 


(v) to the extent that 


(A) the income or profits tax that would otherwise have 
been payable by the primary affiliate for the year on be- 
half of the consolidated group is reduced by virtue of a 
loss of a secondary affiliate for the year or a previous tax- 
ation year, or 


(B) the primary affiliate receives, in respect of a loss of a 
secondary affiliate for the. year or a subsequent taxation 
year, a refund of income or profits tax otherwise payable 
for the year by the primary affiliate on behalf of the con- 
solidated group, 


the amount of such reduction or refund, as the case may be, 
shall at the end of the year of the loss, 


(C) where such loss reduces the exempt surplus or in- 
creases the exempt deficit, as the case may be, of the sec- 
ondary affiliate, be added to the exempt surplus or de- 
ducted from the exempt deficit, as the case may be, of the 
primary affiliate, and 


(D) where such loss reduces the taxable surplus or in- 
creases the taxable deficit, as the case may be, of the sec- 
ondary affiliate, 


(1) be added to the taxable surplus or deducted from 
the taxable deficit, as the case may be, of the primary 
affiliate, and 


(II) be deducted from the underlying foreign tax of the 
primary affiliate; and 
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(b) where by virtue of the primary affiliate being responsible for 
paying, or claiming a refund of, income or profits tax for the 
year on behalf of the consolidated group, 


(i) an amount is paid to the primary affiliate by a secondary 
affiliate in respect of the income or profits tax that would 
have been payable by the secondary affiliate for the year had 
it not been a member of the group, 


(A) in respect of the secondary affiliate, the amount so 
paid shall be deemed to be a payment of such income or 
profits tax for the year, and 


(B) in respect of the primary affiliate, 


(1) such portion of the amount so paid as may reasona- 
bly be regarded as relating to an amount included in 
the exempt surplus or deducted from the exempt defi- 
cit, as the case may be, of the secondary affiliate shall 
at the end of the year be added to the exempt surplus 
or deducted from the exempt deficit, as the case may 
be, of the primary affiliate, and 


(11) such portion of the amount so paid as may reason- 
ably be regarded as relating to an amount included in 
the taxable surplus or deducted from the taxable defi- 
cit, as the case may be, of the secondary affiliate shall 
at the end of the year be added to the taxable surplus 
or deducted from the taxable deficit, as the case may 
be, of the primary affiliate and be deducted from the 
underlying foreign tax of the primary affiliate, or 


(ii) an amount is paid by the primary affiliate to a secondary 
affiliate in respect of a reduction or refund by virtue of a loss 
of the secondary affiliate for a taxation year of the income or 
profits tax that would otherwise have been payable by the 
primary affiliate for the year on behalf of the consolidated 


group, 
(A) in respect of the primary affiliate, 


(1) such portion of the amount so paid as may reasona- 
bly be regarded as relating to an amount deducted 
from the exempt surplus or included in the exempt 
deficit, as the case may be, of the secondary affiliate 
shall at the end of the year of the loss be deducted 
from the exempt surplus or added to the exempt defi- 
cit, as the case may be, of the primary affiliate, and 


(II) such portion of the amount so paid as may reason- 
ably be regarded as relating to an amount deducted 
from the taxable surplus or included in the taxable def- 
icit, as the case may be, of the secondary affiliate shall 
at the end of the year of the loss be deducted from the 
taxable surplus or added to the taxable deficit, as the 
case may be, of the primary affiliate and be added to 
the underlying foreign tax of the primary affiliate, and 


(B) in respect of the secondary affiliate, the amount shall 
be deemed to be a refund to the secondary affiliate for the 
year of the loss of income or profits tax in respect of the 
loss, 


Proposed Amendment — Reg. 5907(1.1)(b)(ii) 


(ii) an amount is paid by the primary affiliate to a secon- 
dary affiliate in respect of a reduction or refund, because of 
a loss or a tax credit of the secondary affiliate for a taxation 
year, of the income or profits tax that would otherwise have 
been payable by the primary affiliate for the eae on behalf 
of the consolidated group 


(A) in respect of the primary affiliate, 


_ (D the portion of the amount so paid that c can reason- 
ably be regarded as relating to an amount deducted 
from the exempt surplus or included in the exempt 
deficit, as the case may be, of the secondary affiliate 
shall, at the end of the year to which the loss or the 
tax credit relates, be deducted from the exempt sur- 


Income Tax Regulations 


' plus or added to the exempt deficit, as the case may 

_ be, of the primary affiliate, and 
(II) the portion of the amount so paid that can rea- 
sonably be regarded as relating to an amount de- 
ducted from the taxable surplus or included in the 
taxable deficit, as the case may be, of the secondary 
affiliate shall, at the end of the year to which the loss 
or the tax credit relates, be deducted from the taxable 
surplus or added to the taxable deficit, as the case 
may be, of the primary affiliate and be added to the 

underlying foreign tax of the primary affiliate, and 


(B) in respect of the secondary affiliate, the amount is 
deemed to be a refund to the secondary affiliate, for the 
‘to which the loss or the tax credit relates, of income 
- or profits tax in respect of the loss or the tax credit, 

application The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(32), will amend subpara. 5907(1.1)(b)(ii) to read as above, applicable to 
payments made after December 20, 2002. 

S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded bec of subsecs. 152(4) to (5) of the Act shall be made to ite extent 
necessary to tak into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 

(ii) files that election with the Minister of National Revenue on or before June 
30,201 


Technical Notes (Sept. 10, 2010): Subsection 5907(1.1) contains rules for the 
calculation of. the surpluses and deficits of a foreign affiliate where the affiliate is a 
member of a group (the “consolidated group’) of foreign affiliates that files a consol- 
idated or combined return in a foreign country, such as the United States, and one of 
the affiliates (the “primary affiliate”) in the group is responsible, on behalf of the 

group, for paying, or claiming a refund of, the tax of the primary affiliate and the 
other members of the group (those other members being referred to as the * ‘secondary 
affiliates’). 


Subparagraph 5907(1.1)(b)Gi) applies where a secondary affiliate has a loss and the 
primary affiliate pays an amount to the secondary affiliate in respect of a reduction or 
refund of the tax that would, but for the loss, otherwise have been payable by the 
primary affiliate on behalf of the consolidated group. In general terms, that subpara- 
graph results in a reduction of the primary affiliate’s surplus balances, and an in- 
crease of the secondary affiliate’s surplus balances, by the amount of the payment. 
Subparagraph 5907(1.1)(b)(i) is being amended to extend the treatment afforded to 
losses of the secondary affiliate to tax credits of the secondary affiliate. In other 
words, the adjustments under subparagraph 5907(1.1)(b)(ii) will now be required to 
be made in cases where a secondary affiliate has a tax credit and the primary affiliate 
pays an amount to the secondary affiliate in respect of a reduction or refund of the 
tax that would, but. for the tax credit, have been payable by the primary affiliate for 
the year on behalf of the consolidated group. 


and, for the purposes of this paragraph, any amount bid by a 
particular secondary affiliate to another secondary affiliate in re- 
spect of any income or profits tax that would have been payable 
by the particular secondary affiliate for the year had it not been a 
member of the consolidated group shall be deemed to have been 
paid in respect of such tax by the particular secondary affiliate to 
the primary affiliate and to have been paid in respect of such tax 
by the primary affiliate to the other secondary affiliate. 


Proposed Amendment — Reg. 5907(1.1) 
Letter from Dept. of Finance, June 9, 2006: 
Mr. Allan R. Lanthier, FCA, Ernst & eties LLP, Montreal, QC 
Dear Mr. Lanthier: : ye 3 


I am writing in response to your letter concerning subsection 5907(1. 2 of the Income 
Tax Regulations (the “Regulations”). 


Subsection 5907(1.1) of the Regulations contains miles for the calculation of surpluses 
and deficits and underlying foreign tax (“UFT”) of a foreign affiliate of a corporation 
resident in Canada where the foreign affiliate is a member of a group (the “consoli- 
dated group”) of foreign affiliates of the corporation resident in Canada that are resi- 
dent in a foreign country and file a consolidated or combined return in that foreign 
country and one of the foreign affiliates (the “primary affiliate”) is responsible, on be- 
half of the consolidated group, for paying, or claiming a refund of, the tax payable in 
that foreign country by the consolidated group. In general terms, the subsection oper- 
ates to adjust the surplus and deficit accounts.and UFT balances of the members of the 
consolidated group, arriving at a position where all taxes paid, or all tax refunds re- 
ceived, affect the surplus and deficit balances and UFT account of only the primary 
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Related Provisions: Reg. 5907(1.03) — Exclusion of artificially generated amounts. 


History: Subsec. 5907(1.1) added by P.C. 1985-467, subsec. 4(23), February 14, 1985, 
Canada Gazette, Part I, March 6, 1985, applicable to the 1982 and subsequent taxation 
years of foreign affiliates. 


(1.2) [Where FA deducts loss of loss affiliate] — For the pur- 
poses of this Part, where, pursuant to the income tax law of a coun- 
try other than Canada, a corporation resident in that country that is a 
foreign affiliate of a corporation resident in Canada (in this subsec- 
tion referred to as the “taxpaying affiliate”) deducts, in computing 
its income or profits tax payable for a taxation year to a government 
of that country, a loss of another corporation resident in that country 
that is a foreign affiliate of the corporation resident in Canada (in 
this subsection referred to as the “‘loss affiliate’), the following 
rules apply: 


(a) any such income or profits tax paid by the taxpaying affiliate 
for the year shall be deemed not to have been paid; 


(b) any such income or profits tax that would have been payable 
by the taxpaying affiliate for the year if the taxpaying affiliate 
had not been allowed to deduct such loss shall be deemed to 
have been paid for the year; 


(c) to the extent that the income or profits tax that would other- 
wise have been payable by the taxpaying affiliate for the year is 
reduced by virtue of such loss, the amount of such reduction 
shall at the end of the year, 


(i) where such loss reduces the exempt surplus or increases 
the exempt deficit, as the case may be, of the loss affiliate, be 
added to the exempt surplus or deducted from the exempt 
deficit, as the case may be, of the taxpaying affiliate, and 
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(ii) where such loss reduces’ the taxable surplus or increases 
the taxable.deficit; as the case may be, of the loss affiliate, 


(A) be added to the taxable surplus or deducted from the 
taxable deficit, as the case may be, of the taxpaying affili- 
ate, and 


(B) be deducted from the underlying foreign tax of the 
taxpaying affiliate; and 


(d) where an amount is paid. by the taxpaying penliate to the loss 
affiliate in respect of the reduction, by virtue of such loss, of the 
income or profits tax that would otherwise have been payable by 
the taxpaying affiliate for the. year, 
(i) in respect of the taxpaying affiliate, 
(A) such portion of. the amount as may reasonably be re- 
garded as relating to an amount deducted from the exempt 
surplus or included in the exempt deficit, as the case may 
be, of the loss affiliate shall at the end of the’ year be de- 
ducted from the exempt surplus or added to the exempt 
deficit, as the case may be, of the'taxpaying affiliate, and 


(B) such portion of the amount as may reasonably be re- 
garded as relating to an amount deducted from the taxable 
surplus or included in the taxable deficit, as the case may 
be, of the loss affiliate shall at the end of the year be de- 
ducted from the taxable surplus or added ‘to the taxable 
deficit, as the case may be, of the taxpaying affiliate and 
be added to the underlying foreign tax of the taxpaying 
affiliate, and 


(ii) in respect of the loss affiliate, the amount. shall be 
deemed to. be a refund to the loss affiliate of income or prof- 
its tax in respect of the loss for the taxation year of the loss. 
Related Provisions: Reg. 5907(1.03) — Exclusion of artificially generated amounts. 
History: Subsec. 5907(1.2) added by P.C. 1985-467, subsec. 4(23), February 14, 1985, 


Canada Gazette, Part Il, March 6, 1985, applicable to the.1982 and subsequent taxation 
years of foreign affiliates. 


(1.3) [Prescribed foreign accrual tax] — For the purposes. of 
paragraph (b),of the definition “foreign accrual tax” in subsection 
95(1)..of the Act, 


a. 3) For the pilipse 2 bf paraer. ue &) of rhe definition: ea 
accrual tax” in. oe a of the Act and — ta ce 


fortion affiliates), sub- 
) to read as above, appli- 
it ele ie November 


re the loss of another hoiplotetion ina parca group of foreien 
vant in the computation of the tax liability of the group to a foreign 
2 and ae seit that an amount will be considered 


ded | inet as well as where the nee is one that 


vide that it is subje section 5907(1.4). 
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(a) where, pursuant to the income tax law of the country in 
which a particular foreign affiliate is resident, the particular af- 
filiate and one or more other corporations, each of which is resi- 
dent in that country, determine their liabilities for income or 
profits tax payable to the government of that country for a taxa- 
tion year on a consolidated or combined basis, any amount paid 
by the particular affiliate to any of the other corporations to the 
extent that it may reasonably be regarded as being in respect of 
income or profits tax that would otherwise have been payable by 
the particular affiliate in respect of a particular amount included 
in computing the taxpayer’s income by virtue of subsection 
91(1) of the Act for a taxation year in respect of the particular 
affiliate, had the tax liability of the particular affiliate and the 
other corporations not been determined on a consolidated or 
combined basis, is hereby prescribed to be foreign accrual tax 
applicable to the particular amount; and 


(b) where, pursuant to the income tax law of the country in 
which a particular foreign affiliate of a taxpayer is resident, the 
particular affiliate, in computing its income or profits subject to 
tax in that country for a taxation year, deducts an amount in re- 
spect of a loss of another corporation resident in that country, 
any amount paid by the particular affiliate to the other corpora- 
tion to the extent that it may reasonably be regarded as being in 
respect of income or profits tax that would otherwise have been 
payable by the particular affiliate in respect of a particular 
amount included in computing the taxpayer’s income by virtue 
of subsection 91(1) of the Act for a taxation year in respect of 
the particular affiliate, had the tax liability of the particular affil- 
iate been determined without deducting the loss of the other cor- 
poration, is hereby prescribed to be foreign accrual tax applica- 
ble to the particular amount. 


Proposed Amendment — Reg. 5907(1.3) _ 
Letter from Dept. of Finance, Oct. 15, 2010: See under Reg. 5907(1.4). 


Related Provisions: Reg. 5903(4) — Foreign accrual property loss where payment 
received under (1.3). 


History: Subsec. 5907(1.3) amended by P.C. 1997-1670, subsec. 8(3), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. as amended applies to taxation years of a foreign affiliate of a tax- 
payer that end after 1994 where there has been a change in the taxation year of the 
foreign affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Subsec. 5907(1.3) added by P.C. 1985-467, subsec. 4(23), February 14, 1985, Canada 
Gazette, Part Il, March 6, 1985, applicable to the 1982 and subsequent taxation years of 
foreign affiliates. 


Proposed Addition — Reg. 5907(1.4) 


(1.4) [Prescribed foreign accrual tax] —If the amount, or 
any portion of it, prescribed by paragraph (1.3)(a) or (b) can rea- 
sonably be considered to be in respect of a loss of another corpo- 
ration that is a controlled foreign affiliate of a person or partner- 
ship that is, at the end of a taxation year of the other corporation, a 
relevant person or partnership (within the meaning of subsection — 
5903(6)) in respect of the taxpayer, then the amount so prescribed © 
shall be reduced to the extent that it can reasonably be considered 
to be in respect of the portion of that loss, for that taxation year, 
that would not be a foreign accrual property loss (within the 
meaning of subsection 5903(3)) of that other corporation if sec- 
tion 5903 were read without reference to subsection 5903(4). 
Application: The August 27, 2010 draft legislation (Part 2— foreign affiliates), : 


subsec. 46(34), will add subsec. 5907(1.4), applicable to taxation years of a — 
affiliate of a taxpayer that begin after November 1999. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 


Income Tax Regulations 


which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(@ elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before June 
30, 2011. 2 


Technical Notes (Sept. 10, 2010): New subsection 5907(1.4) ensures that an 
amount paid by a particular affiliate to another corporation, as contemplated by sub- 
section 5907(1.3), that is in respect of a loss of another corporation will only be 
foreign accrual tax to the extent that the amount paid can reasonably be considered to 
be in respect of a FAPL of a controlled foreign affiliate of a person or partnership 
that is, at the end of the relevant taxation year, a relevant person or partnership 
(within the meaning of new subsection 5903(6)) in respect of the taxpayer. This is 
consistent with the fact that, under section 5903, active business losses and capital 
losses resulting from the disposition of excluded property of a cases affiliate are 
not included in the computation of a FAPL. 


Proposed Amendment — Reg. 5907(1.4) 
Letter from Dept. of Finance, Oct. 15, 2010: 
Ms. Heather Kerr, Ernst & yom LLP, Toronto, ON 
Dear Ms. Kerr: 


I am writing in ‘Tesponse to your letters hak concerning the foreign accrual property 
income (“FAPI’) rules in the Income Tax Act (the “Act’”). 


As you know, the FAPI mules include certain income of a controlled foreign affiliate of 
a Canadian taxpayer in the income of the taxpayer on an accrual basis, subject to relief 
for tax incurred by the affiliate in respect of that income. Such tax is referred to in the 
Act as foreign accrual tax (“FAT”). In order for tax of the affiliate to qualify as FAT, it 
must generally be paid by the affiliate i in the year of the FAPI inclusion to which it 

; ‘th following five years. Accommodation is also made for foreign tax 
mpensatory payments made by the affiliate to 
be allowed as FAT. Under draft subsection 
me Tax Regulations (the “Regulations” *), however; it is proposed to 
limit this ‘consolidated group rule such that FAT would not arise where compensatory 
payments are made for losses that are not foreign accrual property losses. 


You have expressed concerns with two aspects of the FAT rules. First, the requirement 

that the affiliate be the payer of the taxes does not accommodate the prevalent use of 

foreign fiscally transparent entities (“FTEs”) that are considered to be corporations 

under Canadian tax principles. Your particular concern is with U.S. limited liability 

companies. You submit that FAT should be allowed to the extent a corporate member 

of a FTE is under the relevant foreign law liable for, and pays, income tax in respect of 
the FAPI of the FTE. 


Your second concern is with the proposed amendment to the consolidated group rule. 
You submit that a multi-period perspective should be adopted in applying the new limi- 
tation rule. You suggest that FAT should not be denied where FAPI of one foreign 
affiliate of a Canadian corporation for a year is offset by an active business loss of a 
second foreign affiliate of that Canadian corporation in the same year if that active 
business loss would otherwise have been used in a subsequent year to shelter active 
business income of that second affiliate or any other foreign affiliate of the Canadian 
corporation that is a member of the foreign tax consolidated group. 


We agree on both points. Therefore, we are prepared to recommend to the Minister of 
Finance that the ‘Act and Regulations be amended in the following ways: 


¢ to allow foreign taxes paid by a corporate member of a FTE in respect of FAPI of 
the FTE to qualify as FAT of the FTE, where the member is directly liable under 
foreign law to pay those taxes and the number of such members does, fot exceed 
three, and 


© to allow FAT that i is initially denied under proposed abe 5907(1 4) of the 
Bs to be allowed as a deduction in the year in which the active business 
- losses that caused the denial are fully utilized against active business income of whe 
your if ke 
— that year is one of the five years pone the year in which the FAPI arises, 
and : 4 


— the taxpayer demonstrates that no other losses of any moniter of the group for 
_ any year could reasonably have been applied against that active eo ad 
income. 


We will further recommend that the FTE amendment apply to taxation years of ign 
affiliates that end after 2010, and that the amendment concerning subsection 5907 (1.4) 
of the Regulations apply at the same time as that draft subsection applies, i.e. for taxa- 
tion years of foreign affiliates that begin after November 1999. 


While I cannot offer any assurance that either the Minister of Finance or Parliament 
will agree with our recommendations, I hope that this statement of our, Hieaiions is 
helpful to you. 


Thank you for writing. — 
Yours sincerely, 
Gerard Lalonde, Director, Tax Legislation Division, Tax Policy Bred 
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(2) [FA carrying on active business] — In computing the 
earnings of a foreign affiliate of a taxpayer resident in Canada for a 
taxation year of the affiliate from an, active, business carried on by it 
in a country, there shall be added to the amount thereof determined 
under subparagraph (a)(i) or (ii) of the definition “earnings” in sub- 
section (1) (in this subsection referred to as the “earnings amount’’) 
such portion of the following amounts as was deducted or was not 
included, as the case may be, in computing the earnings amount, 


(a) any income or profits tax paid to the government of a country 
by the affiliate so deducted, 


(b) if established by the taxpayer, the amount by which any 
amount so deducted in respect of an expenditure made by the 
affiliate exceeds the amount, if any, by which 


(i) the amount of the expenditure 
exceeds 


(ii) the aggregate of all other deductions in respect of that 
expenditure made by the affiliate in computing the earnings 
amounts for preceding taxation years, 


(c) any loss of the affiliate referred to in the description of D in 
the definition “foreign accrual property income” in subsection 
95(1) of the Act so deducted, 


(d) any capital loss of the affiliate in respect of the disposition of 
capital property so deducted (for greater certainty, capital pro- 
perty of the affiliate for the purposes of this paragraph includes 
all the property of the affiliate other than property referred to in 
subparagraph 39(1)(b)(i) or (ii) of the Act on the assumption for 


this purpose that the affiliate is a corporation resident in | 


Canada), 


(e) any loss of the affiliate for a preceding or a subsequent taxa- 
tion year so deducted, 


(f) any revenue, income or profit (other than an amount referred 
to in paragraph (f.1), (h) or (i)) of the affiliate derived in the year 
from such business carried on in that country to the extent that 
such revenue, income or profit 


(i) 'is not otherwise required to be included in computing the 
earnings amount of the affiliate for any taxation year by the 
income tax law that is relevant in computing that amount, 
and 


(ii) does not arise with respect to a disposition (other than a 
disposition to which subsection (9) applies) by the affiliate of 
property to. another foreign affiliate of the taxpayer or to a 
person. with whom the taxpayer does not deal at arm’s length, 
to which a tax deferral, rollover or similar tax postponement 
provision of the income tax law that is relevant in computing 
the earnings amount of the affiliate applied, and 


Proposed Ame dment — Reg. 5907(2)(f). 


v @é. any revenue, incom: profit (other than an amount re 
ferred to in paragraph (f.1) i)) of the affiliate deriv 
in the year from such busines Suis on in that teh the. 


qui 
affiliate for any taxation year ae the incor 
elevant in computing the earnings amount 
Application: The February 27, 2004 draft regulations ( 
3(25), will amend para. 5907(2)(f) to read as above, applicable in respect of a dispo- 
sition made after December 20, 2002, other than dispositions made under a wri 
Lange made by me jorign affiliate peters ge 20, 2002. 


ase to amend. paragraph 5907 fer to delete Fmepenes @ vomuatuenall to. 
the introduction of the rules in — ieee es a to . ig and 95(2) e ee to (£8) © 
of the Act. oo 

The amendment to snardarivh 59072)(0) apes in epee of ing ; 
eign affiliate after December 20, 2002, other than a disposition made after Decem 
20, 2002 under a written agreement made by the foreign affiliate before. Deceml I 
20, 2002. ho 


(f.1) any assistance from a government, reiniopity or Bete 
public authority (other than any such assistance that reduced the 
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amount of an expenditure for purposes of computing the earn- 
ings amount for any taxation year) that the affiliate received or 
became entitled to receive in the year in connection with such 
business carried on in that country that is not otherwise required 
to be included in computing the earnings amount for the year or 
for any other taxation year, 


and there shall be deducted, such portion of the following amounts 
as were included or were not deducted, as the case may be, in com- 
puting the earnings amount, 


(g) any income or profits tax refunded by the government of a 
country to the affiliate so included; 


‘(h) any capital gain of the affiliate in respect of the disposition 
of capital property so included (for greater certainty, capital pro- 
perty of the affiliate for the purposes of this paragraph includes 
all the property of the affiliate other than property referred to in 
any of subparagraphs 39(1)(a)(i) to (iv).of the Act on the as- 
sumption for this purpose that the affiliate is a corporation resi- 
dent in Canada); 


(i) any amount that, is included in the foreign accrual property 
income of the affiliate so included; 


(j) any loss, outlay or expense made or incurred in the year by 
the affiliate for the purpose of gaining or prodigal such earn- 
ings amount to the extent that 


(i) such loss, outlay or expense is not otherwise permitted to 
be deducted in computing the earnings amount of the affiliate 
for any taxation year by the income tax law that is relevant in 
computing that amount, or 


_ (ii) such outlay, or.expense can reasonably be regarded as ap- 
plicable to any revenue added to the earnings amount of the 
affiliate under paragraph (f), 


where such loss, outlay or expense 


(iii) does not arise with respect to a disposition (other than a 
disposition to which subsection (9) applies) by the affiliate of 
property to another foreign affiliate of the taxpayer or to a 
person with whom the taxpayer does not deal at arm’s length, 
to which a loss deferral or similar loss postponement provi- 
sion of the income tax law that is relevant in computing the 
earnings amount of the affiliate applied, and 


(iv) is not 
(A) a loss referred to in hah Ne (c) or (d), 
(B) a capital expenditure other.than interest, or 


(C) income or profits tax paid to the government of a 
country; 


(k) any outlay made in the year in repayment of an amount re- 
ferred to in paragraph (f.1); and 


(1) where any property of the affiliate acquired from another for- 
eign affiliate of the taxpayer or from any foreign affiliate of a 
person resident in Canada with whom the taxpayer does not deal 
at arm’s length has been disposed of, such amount in respect of 
that property as may reasonably be considered as having been 
included by virtue of paragraph (f) in computing the earnings 
amount of any foreign affiliate of the’ taxpayer or of a person 
resident in Canada with whom the taxpayer does not deal at 
arm’s length. 

History: Subsec. 5907(2) amended by P.C. 1997-1670, subsecs, 8(4), (5), November 


20, 1997, Canada Gazette, Part II, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority: of the country in 
which it was resident and subject to income-taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 
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Para. 5907(2)(h) substituted by P.C. 1989-321, subsec. 3(9), March 2, 1989, Canada 
Gazette, Part Il, March 15, 1989, applicable in respect of taxation years commencing 
after 1984. 

Paras. 5907(2)(f) and (j) substituted, para. 5907(2)(1) added by P.C. 1985-467, subsecs. 
4(24)-(26), February 14, 1985, Canada Gazette, Part Il, March 6, 1985, applicable to 
1976 et seq. 

Paras. 5907(2)(f.1), (k) added, 5907(2)(f), (j) substituted by P.C. 1980-503, subsecs, 
5(4), (5), February 8, 1980, Canada Gazette, Part II, February 27, 1980, effective im 
respect of 1976 ef seq. 


Proposed Addition — Reg. 5907(2.01) 


(2.01) [Determining earnings of FA] — Notwithstanding any 
other provision of the Regulations, in determining the earnings of 
a foreign affiliate of a corporation resident in Canada: 


(a) that are derived from a disposition to which any of subsec- © 


tion 88(3) and paragraphs 95(2)(c.2), (d), (d.1), (e), (¢.1); (6:3) 
to (e.5) and (f.4) of the Act applies, those earnings are to be 
determined using the rules in those paragraphs; ands a0) 


(b) from a disposition of property acquired in a transaction to 
which any of subsection 88(3) and paragraphs 95(2)(c.2), (d), 
(d.1), (e), (e.1), (e.3) to (e.5) and (f.4) of the Act applies, the 
cost to the foreign affiliate of the property is to be determined 


using the rules in those paragraphs. — i a] 
Application: The February 27, 2004 draft regulations (foreign affiliates), subsec. 


3(26), will add subsec. 5907(2.01), applicable on the same basis as 5907(2)(f) above. _ 


Technical Notes: New subsection 5907(2.01) provides that, notwithstanding any 
other provision, in determining the earnings of a foreign affiliate of a corporation 
resident in Canada, the cost of a property that was acquired by a particular person or 
partnership from another person or partnership (the “vendor’) in respect of which 
any of paragraphs 5907(2)(c.2), (d), (e), (e.3) to (e.5) and (f.4) applied to the vendor — 
in respect of the disposition of the property to the particular person or partnership, is 
to be determined using the rules in those paragraphs, : : 

New subsection 5907(2.01) applies in respect of dispositions made by a foreign affil- 
iate after December 20, 2002, other than a disposition made after December 20, 2002 
under a written agreement made by the foreign affiliate before December 20, 2002. 


(2.1) [FA carrying on active business in Canada or treaty 
country] — In computing the earnings of a foreign affiliate of a 
corporation resident in Canada for a taxation year of the affiliate 
from an active business carried on by it in Canada or in a desig- 
nated treaty country, where the affiliate is resident in a designated 
treaty country and the corporation, together with all, other corpora- 
tions resident in Canada with which the corporation does not deal at 
arm’s length and in respect of which the affiliate is a foreign affili- 
ate, have so elected in respect of the business for the taxation year 
or any preceding taxation year of the affiliate, the following rules 
apply: 
(a) there shall be added to the amount determined under subpar- 
agraph (a)(i) of the definition “earnings” in subsection (1) after 
adjustment in accordance with the provisions of subsection (2) 
(in this subsection and in subsection (2.2) referred to as the “‘ad- 
justed earnings amount”) the total of all amounts each of which 
is the amount, if any, by which 


(i) the amount that can reasonably be regarded as having 
been deducted in respect of the cost of a capital property or 
foreign resource property of the affiliate in computing the ad- 
justed earnings amount 


exceeds 


(ii) the amount that may reasonably be regarded as having 
been deducted in respect of the cost of that capital property 
or foreign resource property in computing income or profit of 
the affiliate for the year from that business in its financial 
statements prepared in accordance with the laws of the coun- 
try in which the affiliate is resident; 


(b) there shall be deducted from the adjusted earnings amount 
the aggregate of all amounts each of which is the amount, if any, 
by which 


(i) the amount determined under subparagraph (a)(ii) in re- 
spect of that capital property or foreign resource property 


Income Tax Regulations 


exceeds 


(ii) the amount determined under subparagraph (a)(i) in re- 
spect of that capital property or foreign resource property; 


(c) where any capital, property or foreign resource property of 
the affiliate has been disposed of in the taxation year, 


(i) there shall be added to the adjusted earnings amount the 

ageregate of the amounts deducted pursuant to paragraphs 

(b) and (2.2)(b) for preceding taxation years of the affiliate in 

respect of that capital property or foreign resource property, 
_ and 


(ii) there. shall be deducted from the adjusted earnings 
amount the aggregate of the amounts added pursuant to 
paragraphs (a) and (2.2)(a) for the preceding taxation years 
of the affiliate in respect of that capital property or foreign 
resource property; and 


‘(d) for the purposes of paragraph (c), where the affiliate has 
merged with one or more corporations to form a new corpora- 
tion, any capital property or foreign resource property of the af- 
filiate that becomes a property of the new corporation shall be 
deemed to have been disposed of by the affiliate in its last taxa- 
tion year before the merger. 

Related Provisions: ITA 220(3.2), Reg. 600(d) — Late filing or revocation of elec- 
tion; Reg. 5907(2.2),. (2.4) — Application rules; Reg. 5907(2.6) — Corporation 
deemed to have elected. 
History: The opening words of subsec: 5907(2.1) amended by P.C. 1997-1670, sub- 
sec. 8(6), November 20, 1997, Canada Gazette, Part Il, December 10, 1997, applicable 
to taxation years of a foreign affiliate of a corporation that begin after 1995, except 
that, where the corporation notifies the Minister of National Revenue in its return of 
income for its first taxation year that begins after 1994 or for a taxation year in which a 
dividend was paid by the foreign affiliate of its election to have subsections 5907(11) 
(as amended), (11.1) and (11.2) apply to a taxation year of the foreign affiliate of the 
corporation that begins before 1996, 
(a) subsection 8(6) of the amending Regulations applies to that taxation year and 
each subsequent taxation year of the foreign affiliate of the corporation; and 
(b) any reference in s. 5907 to “country listed in subsection (11)” shall be read as 
“designated treaty country” and any reference to “country not listed in subsection 
(11)” shall. be read as “country that is not a designated treaty country” for that 
taxation year and those subsequent taxation years of the foreign affiliate of the 
corporation. 
The portion of para. 5907(2.1)(a) before subpara. (ii), paras. (c), (d), amended by P.C. 
1997-1670, subsecs. 8(7) to (9), November 20, 1997, Canada Gazette, Part II, Decem- 
ber 10, 1997, applicable to taxation years of a foreign affiliate of a taxpayer that begin 
after 1994, except that 
(a) those provisions apply to taxation years of a foreign affiliate of a taxpayer that 
end after 1994 where there has been a change in the taxation year of the foreign 
affiliate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Paras. 5907(2.1)(a) to (d) substituted by P.C. 1985-467, subsec. 4(27), February 14, 
1985, Canada Gazette, Part II, March 6, 1985, applicable in respect of elections made 
after 1983. 


Subsec. 5907(2.1) added by P.C. 1978-3599, s. 2, November 30, 1978, Canada Ga- 
zette, Part II, December 13, 1978, effective for 1978 et seq. 


information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


(2.2) [Where election made under Reg. 5907(2.1)] — Where 
the taxation year of a foreign affiliate of a particular corporation 
resident in Canada for which the particular corporation has made an 
election under subsection (2.1) in respect of an active business car- 
ried on by the affiliate is not the first taxation year of the affiliate in 
which it carried on the business and in which it was a foreign affili- 
ate of the particular corporation or of another corporation resident 
in Canada with which the particular corporation was not dealing at 
arm’s length at any time (hereinafter referred to as the “non-arm’s 
length corporation’’), in computing the earnings of the affiliate from 
the business for the taxation year for which the election is made, the 
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following rules, in addition to those set out in subsection (2.1), 
apply: 


(a) there shall be added to. the adjusted earnings amount the ag- 
gregate of all amounts each of which is an amount that would 
have been determined under paragraph (2.1)(a) or subparagraph 


(2.1)(c)(i) 


(i) for any preceding taxation year of the affiliate in which it 
was a foreign affiliate of the particular corporation if the par- 
ticular corporation had made an election under subsection 
(2.1) for the first taxation year of the affiliate in which it was 
a foreign affiliate of the particular corporation and carried on 
the business, and 


(ii) for any preceding taxation year of the affiliate (other than 


a taxation year referred to in subparagraph (i)) in which’ it 
was a foreign affiliate of the non-arm’s length corporation if 
the non-arm’s length corporation had made an election under 
subsection (2.1) for the first taxation year of the affiliate in 
which it was a foreign affiliate of the non-arm’s length cor- 
poration and carried on the business; and. 


(b) there shall be deducted from the adjusted earnings amount 
the aggregate of all amounts each of which is an amount that 
would have been determined under paragraph (2.1)(b) or subpar- 


agraph (2.1)(c)(ii) 


(i) for any preceding taxation year of the affiliate in which it 
was a foreign affiliate of the particular corporation if the par- 
ticular corporation had made an election under subsection 
(2.1) for the first taxation year of the affiliate in which it was 
a foreign affiliate of the particular corporation and carried on 
the business, and 


(11) for any preceding taxation year of the affiliate (other than 
a taxation year referred to in subparagraph (i)) in which it 
was a foreign affiliate of the non-arm’s length corporation if 
the non-arm’s length corporation had made an election under 
subsection (2.1) for the first taxation year of the affiliate in 
which it was a foreign affiliate of the non-arm’s length cor- 
poration and carried on the business. 


History: Subsec. 5907(2.2) substituted by P.C. 1985-467, subsec. 4(28), February 14, 
1985, Canada Gazette, Part II, March 6, 1985, applicable in respect of elections made 
after November 4, 1982. tae 


Subsec. 5907(2:2) added by P.C. 1978-3599, \s. 2, November 30, 1978, Canada Ga- 
zette, Part II, December 13, 1978, effective for 1978 et.seq. 


(2.3) [Where election made under Reg. 5907(2.1)] — For the 
purposes of this subsection and subsections (2.1). and (2.2), where 
an election under subsection (2.1) has. been made by a corporation 
resident in Canada (in this subsection and in subsection (2.4) re- 
ferred to as the “electing corporation’’) in respect of an active busi- 
ness of a foreign affiliate of the electing corporation and the affili- 
ate subsequently becomes a foreign affiliate of another corporation 
resident in Canada (in this subsection and in subsection (2.4) re- 
ferred to as the “subsequent corporation”) that does not deal at 
arm’s length with the electing corporation, in computing the earn- 
ings of the affiliate from such business in respect of the subsequent 
corporation for any taxation year of the affiliate ending after the 
affiliate so became a foreign affiliate of the subsequent corporation, 
the subsequent corporation shall be deemed to have made an elec- 
tion under subsection (2.1) in respect of the business of the affiliate 
for the first such taxation year and for the purposes of paragraph 
(2.1)(d), the earnings of the affiliate for all of the preceding taxation 
years shall be deemed to have been adjusted in accordance with 
subsections (2.1) and (2.2) in the same manner as if the subsequent 
corporation had been the electing corporation. 
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History: Subsec. 5907(2.3) amended by P.C. 1997-1670, subsec, 8(10), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to,taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the amendment applies to taxation years of a foreign affiliate of a taxpayer that 
end ‘after 1994 where there has been a change in the taxation year of the foreign 
‘affiliate in 1994 and after February 22; 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
atime in, 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Subsecs. 5907(2.3)-(2.6) added by P.C. 1978-3599, s. 2, November 30, 1978, Canada 
Gazette, Part II, December 13, 1978, effective for 1978 et seq. 


(2.4) [“Subsequent corporation” for Reg. 5907(2.3)] — For 
the purposes of subsection (2.3) 


(a) a corporation formed as a result of a merger, to which section 
87 of the Act applies, of the electing corporation and one or 
more other corporations, or 


(b) a corporation that has acquired shares of the capital stock of 
a foreign affiliate, in respect of which an election under subsec- 
tion (2.1) has been made, from the electing corporation in a 
transaction in respect of which an election under section 85 of 
the Act was made 


shall be deemed to be a subsequent corporation that does not deal at 
arm’s length with the electing corporation. 


(2.5) [Repealed] 


History: Subsec. 5907(2.5) repealed by P.C. 1997-1670, subsec. 8(11), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the repeal applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


(2.6) [Corporations deemed to have elected under Reg. 
5907(2.1)] — A corporation resident in Canada, and all other cor- 
porations resident in Canada with which the corporation does not 
deal at arm’s length, shall each be considered to have elected under 
subsection (2.1) in respect of an active business carried on by a 
non-resident corporation that is a foreign affiliate of each such cor- 
poration for a taxation year if there is filed with the Minister on or 
before the day that is the later of 


(a) June 30, 1986, and 


(b) the earliest of the days on or before which any one of the 
said corporations is required to file a return of income pursuant 
to section 150 of the Act for its taxation year following the taxa- 
tion year in which the taxation year of the affiliate in respect of 
which the election is made ends, 


the following information: 


(c) a description of the active business sufficient to identify the 
business, and 


(d).a statement on behalf of each such corporation, signed by an 
authorized official of the corporation on behalf of which the 
statement is made, that the corporation is electing under subsec- 
tion (2.1) in respect of the business. 


History: Subsec. 5907(2.6) substituted by P.C. 1989-321, subsec. 3(10), applicable in 
respect of elections made under subsec. 5907(2.1) for 1982 et seg. 


(2.7) [Where ITA 95(2)(a)(i) or (ii) applies] — Notwithstanding 
any other provision of this Part, where 


(a) an amount is included in computing the income or loss from 
an active business of a particular foreign affiliate of a taxpayer 
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for a particular taxation year under subparagraph 95(2)(a)(i) or 
(ii) of the Act, and 


(b) the amount included is in respect of an amount paid or paya- 
ble (other than an amount paid or payable that is described in 
clause 95(2)(a)(ii)(D) of the Act) by another non-resident corpo- 
ration described in subparagraph 95(2)(a)(i) or (ii) of the Act or 
by a partnership of which such a corporation is a member, 


the amount (in respect of which an amount was included in the in- 
come or loss from an active business of the particular affiliate for 
the paticular year) paid or payable by the non-resident corporation 
or the partnership shall, except where it has been deducted under 
paragraph (2)Q) in computing the non-resident corporation’ s earn- 
ings or loss from an active business, be deducted in computing the 
earnings or loss of the non-resident corporation or the partnership, 
as the case may be, from the active business for its earliest taxation 
year in which the amount was paid or paybable and shall not be 
deducted in computing its earnings or loss from the active business 
for any other taxation year. 


Proposed Amendment — Reg. 5907(2.7) 


(2.7) [Where ITA 95(2)(a)(i) or (ii) applies] — Notwithstand- 
ing any other provision of this Part, if an amount (referred to in 
this subsection as the “inclusion amount”) is included in comput- 
ing the income or loss from an active business of a foreign affili- 
ate of a taxpayer for a taxation year under subparagraph 
95(2)(a)(i) or (ii) of the Act and the inclusion amount is in respect 
of a particular amount paid or payable, 


(a) in the case where clause 95(2)(a)(ii)(D) of the Act is appli- 
cable, by the second affiliate referred to in that clause, 


(i) the particular amount is to be deducted in computing the 
second affiliate’s income or loss from an active business 
carried on by it in the country in which it is resident for its 
earliest taxation year in which that amount was paid or 
payable, 


(ii) the second affiliate is deemed to have carried on an ac- 
tive business in that country for that earliest taxation year, 
and 


(iii) in computing the second affiliate’s income or loss for a 
taxation year from any source, no amount is to be deducted 
in respect of the particular amount except as required under 
subparagraph (i); and 


(b) in any other case, by the other foreign affiliate referred to 
in subparagraph 95(2)(a)(i) or (1i), as the case may be, or by. a 
partnership of which the other foreign affiliate is a member, 
the particular amount is, except where it has been deducted 
under paragraph (2)G) in computing the other foreign affili- 
ate’s earnings or loss from an active business, 


(i) to be deducted in computing the earnings or loss of the 
other foreign affiliate or the partnership, as the case may 
be, from the active business for its earliest taxation year in 
which the particular amount was paid or payable, and 


(ii) not to be deducted in computing its earnings or loss 
from the active business for any other taxation year. 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec, 46(35), will amend subsec. 5907(2.7) to read as above, applicable to taxation 
years of a foreign affiliate of a taxpayer that begin after 2008. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or beau June 
30, 2011. 


Technical Notes (Sept. 10, 2010): In general terms, subsection 5907(2.7) pro- 
vides that, where amounts are included by subparagraph 95(2)(a)(i) or (ii) of the Act 
in computing the income or loss from an active business of a particular foreign affili- 
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ate and these amounts are in respect of amounts paid or payable (other than an 
amount paid or payable described in clause 95(2)(a)(ii)(D) of the Act) to the particu- 
lar affiliate by a payer that is another non-resident corporation or a partnership in the 
group, the amounts paid or payable to the particular affiliate by the payer are re- 
quired to be deducted in computing the payer’s earnings or loss from an active busi- 
ness (unless they have already been deducted under paragraph 5907(2)(j)) for the 
earliest taxation year in which the amounts were paid or payable. 

Subsection 5907(2.8) is analogous to subsection 5907(2.7) but applies more specifi- 
cally to interest payments governed by clause 95(2)(a)(ii)(D) of the Act. 
Subsections 5907(2.7) and (2.8) are being combined and are being amended, conse- 
quential to the Budget 2007 Act changes to paragraph 95(2)(a) of the Act, to replace 
the references to “non-resident corporation” with references to foreign affiliates. The 
rules of current subsection 5907(2.8) will now be found in paragraph 5907(2.7)(a) 
while paragraph (b) will contain the rules of current subsection 5907(2.7). 


Related Provisions: Reg. 5908(9) — Tiered partnerships — look-through rule. 


History: Subsec. 5907(2.7) added by P.C. 1997-1670, subsec. 8(12), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


(2.8) [Where ITA 95(2)(a)(ii)(D) applies] — Notwithstanding 
any other provision of this Part, where 


(a) an amount is included in computing the income from an ac- 
tive business of a particular foreign affiliate of a taxpayer or a 
person related to the taxpayer for a particular taxation year under 
clause 95(2)(a)(ii)(D) of the Act, and 


(b) the amount included is in respect of an amount of interest 
paid or payable by another non-resident corporation (in this sub- 
section referred to as the “‘second affiliate”) to which the particu- 
lar affiliate and the taxpayer are related 


the following rules apply: 


(c) that amount of interest shall be deducted in computing the 
second affiliate’s income or loss, from an active business carried 
on by it in a country in which it is resident and subject to income 
taxation, for its earliest taxation year in which the amount was 
paid or payable, 


(d) the second affiliate is deemed to have carried on an active 
business in a country in which it was resident and subject to in- 
come taxation for each taxation year referred to in paragraph (c) 
in which such an active business was not otherwise carried on 
by it, and 


(e) in computing the second affiliate’s income for a taxation year 
from any source, no amount shall be deducted in respect of an 
amount paid or payable by it that is referred to in paragraph (c) 
except as is required under that paragraph. 


Proposed Repeal — Reg. 5907(2.8) 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), sub- 
sec. 46(35), will repeal subsec. 5907(2.8), applicable to taxation years of a foreign af- 
filiate of a taxpayer that begin after 2008. 


S. 53 of the draft legislation provides that any assessment of a taxpayer's tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


@ elects in writing in respect of all of its force affiliates that this section apply in 
respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before June 30, 
2011. 


Technical Notes (Sept. 10, 2010): See under Reg. 5907(2.7). 
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History: Subsec. 5907(2.8) added by P.C. 1997-1670, subsec. 8(12), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 

(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 


begun if there had not been that change in the taxation year of the foreign 
affiliate. 


(2.9) [Where fresh start rules apply] — In computing the earn- 
ings from an active business of a foreign affiliate of a corporation 
resident in Canada for the affiliate’s taxation year immediately 
before the particular taxation year of the affiliate referred to in para- 
graph 95(2)(k) of the Act, 


(a) there shall be added to the amount determined under subpar- 
agraph (a)(i) or (ii) of the definition “earnings” in subsection (1) 
after adjustment in accordance with subsections (2), (2.1) and 
(2.2) the total of 


(i) the amount, if any, by which the total determined in re- 
spect of the affiliate in clause (b)(i)(B) for the year exceeds 
the total determined in respect of the affiliate in clause 
(b)G)(A) for the year, 


(ii) where, at the end of the year, the affiliate was deemed 
because of paragraphs 95(2)(k) and 138(11.91)(e) of the Act 
to have disposed of property owned by it that was used or 
held by it in the course of a carrying on the active business in 
the year, the amount that is the total of all amounts each of 
which is the amount, if any, by which 


(A) the lesser of the fair market value and the cost to the 
affiliate at the end of the year of a capital property (re- 
ferred to in this subparagraph and subparagraph (b)(ii) as 
a particular “depreciable asset’?) owned by it that 


(1) was used or held by it in the course of carrying on 
the active business in the year, 


(II) was deemed because of paragraphs 95(2)(k) and 
138(11.91)(e) of the Act to have been disposed of at 
the end of the year, and 


(II) was property in respect of the cost of which 
amounts were, at any time, deductible in computing 
the earnings from the active business under subpara- 
graph (a)(i) or (ii) of the definition “earnings” in sub- 
section (1) 

exceeds 


(B) the amount, if any, by which the cost to the affiliate of 
the particular depreciable asset exceeds the total of all 
amounts each of which is an amount that can reasonably 
be regarded as having been deducted in respect of the cost 
of the particular depreciable asset in computing the earn- 
ings (as would be defined in subsection (1) if that defini- 
tion were read as if the reference in that definition to this 
subsection did not exist) of the affiliate from the active 
business in the year or in any preceding taxation year of 
the affiliate in which it was a foreign affiliate of the cor- 
poration or of another corporation resident in Canada 
which the corporation was not dealing with at arm’s 
length at any time, and 


(iii) where, at the end of the year, the affiliate was deemed 
because of paragraphs 95(2)(k) and 138(11.91)(e) of the Act 
to have disposed of property (other than capital property) 
owned by it that was used or held by it in the course of carry- 
ing on the active business in the year, the amount that is the 
total of all amounts each of which is an amount, if any, by 
which the fair market value of such a property exceeds the 
cost to the affiliate of the property at the time that is immedi- 
ately before the end of the year; and 
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(b) there shall be deducted from the amount determined under 
subparagraph (a)(i) or (ii) of the definition “‘earnings” in subsec- 
tion (1) after adjustment in accordance with subsections (2), 
(2.1) and (2.2) the total of 


(i) the amount, if any, by which 


(A) the total of all amounts each of which is a maximum 
amount deemed because of paragraphs 95(2)(k) and 
138(11.91)(d) of the Act to have been claimed under sub- 
paragraphs 138(3)(a)(i), (ii) and (iv) and paragraphs 
20(1)() and (1.1) and 20(7)(c) of the Act (each of which 
provisions is referred to in this subparagraph as a “reserve 
provision’”’) in the year 


exceeds 


(B) the total of all amounts each of which is an amount 
actually claimed by the affiliate as a reserve in the year 
that can reasonably be considered to be in respect of 
amounts in respect of which a reserve could have been 
claimed under a reserve provision on the assumption that 
the affiliate could have claimed amounts in respect of the 
reserve provisions in the year, 


(ii) the amount that is the total of all amounts each of which 
is the amount, if any, by which the amount determined under 
clause (a)(ii)(B) in respect of a particular depreciable asset 
described in clause (a)(ii)(A) exceeds the fair market value of 
the particular depreciable asset at the end of the year, and 


(111) where, at the end of the year, the affiliate was deemed 
because of paragraphs 95(2)(k) and 138(11.91)(e) of the Act 
to have disposed of propety (other than capital property) 
owned by it that was used or held by it in the course of carry- 
ing on the active business in the year, the amount that is the 
total of all amounts each of which is an amount, if any, by 
which the cost to the affiliate of such a property at the time 
that is immediately before the end of the year exceeds the 
Ae market value of the or at the end of the year. 
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carrying on the foreign business in that year, the total of 
all amounts each of which is the (é amount, if any, by 
which 


(I) the lesser of the fair market value and the cost to 
the operator immediately before the end of that year 
of a capital property (referred to in this subclause 
and in subclause (II) as a “particular depreciable as- 
set”) owned by it that 


1. was used or held by it in the course of carrying 
on the foreign business in that year, 


2. was deemed because of paragraphs 95(2)(k.1) 
and 138(11.91)(e) of the Act to have been dis- 
posed of at the end of that year, and 


3. was property in respect of the cost of which 
amounts were, at any time, deductible in comput- 
ing the operator’s income or loss for the purpose 
of computing the affiliate’s earnings or loss from 
the foreign business under paragraph (a) of the 
definition “earnings”, or under paragraph (a) of 
the definition “loss”, in subsection ( 
exceed 


(Il) the amount, if any, by which the cost to othe oper- 
ator immediately before the end of that year of the 
particular depreciable asset exceeds the total of all 
amounts each of which is an amount that can reason- 
ably be regarded as having been deducted in respect 
of the cost of the particular depreciable asset in com- 
puting the operator’s income or loss for the purpose 


of computing the earnings or loss (determined with- — 


out reference to this subsection) of the affiliate from 
the foreign business in any taxation year preceding 
the specified taxation year of the affiliate in which it 
was a foreign affiliate of the corporation or of an- 
other corporation resident in Canada with which the 
corporation was not cooing at arm’s Ree at any 
time, and 


(C) if the operator was deemed because of paragraphs — 
95(2)(k.1) and 138(11.91)(e) of the Act to have, at the 


end of the preceding taxation year, disposed of property 
owned by it that was used or held by it in the course of 


carrying on the foreign business in that year, the total of 
all amounts each of which is the amount, if any, by 
which the fair market value, immediately before the end 
of that year, of each property (other than capital pro- 
perty, eligible capital property or resource property) 


deemed because of those paragraphs to have been dis- © 


posed of exceeds the cost to the operator of the property 
at that time, 


(D) if the operator was deemed because of capiaraphis 
95(2)(k.1) and 138(11.91)(e) of the Act to have, at the 
end of the preceding taxation year, disposed of eligible 
capital property, the amount, if any, required by subsec- 
tion 14(1) of the Act to be included in computing the 
operator’s income for that year from the foes busi- 
ness, and 


(E) if the operator was deemed because of paragraphs 
95(2)(k.1) and 138(11.91)(e) of the Act to have, at the 
end of the preceding taxation year, disposed of resource 
property, the amount, if any, by which 
(1) the total of all amounts included by subsection 
59(1) or paragraph 59(3.2)(c) or (c.1) of the Act in 
computing the operator’s income for that year from 
the foreign business 


exceeds 


(Il) the total of all amounts that were ‘deductible 
under section 66, 66.1, 66.2, 66.21 or 66.4 of the Act 
in computing the operator’s income for that year 
from the foreign business, and 
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(ii) where the operator is the partnership, the proportion of 
the total determined under subparagraph (i) that the affili- 
ate’s share of the partnership’s income or loss for the pre- 
ceding taxation year is of the partnership’s income or loss 
for that year but, for the purpose of this subparagraph, if 
both the income and loss of the partnership for the preced- 
ing taxation year are nil, that proportion is to be determined 

as if the partnership had income for that year in the amount 
of $1,000,000; and 


(b) there shall be added to the amount determined under para- 
graph (a) of the definition “loss” in subsection (1) 


(i) where the operator is the affiliate, the total of 
(A) the amount, if any, by which 


(1) the total of all amounts each of which is an 
amount deemed. because of paragraphs 95(2)(k.1) 
and 138(11.91)(d) of the Act to have been claimed 
under paragraph 20(1)(1), 20(1)d.1) or 20(7)(c), or 
_ subparagraph 138(3)(a)(@), (ii) or (iv), of the Act 
(each of which Provisions is referred to in this sub- 
paragraph as a “reserve provision’) in computing the 
income from the foreign business for the preceding 
taxation year 


exceeds 


(II) the total of all amounts each of which is an 
amount actually claimed by the operator as a reserve 
in computing its income from the foreign business 
for that year that can reasonably be considered to be 
in respect of amounts in respect of which a reserve 
could have been claimed under a reserve provision 
on the assumption that the operator could have 
claimed amounts in respect of the reserve provisions 
for that year, ' 


(B) the total of all amounts each of which is the amount, 
if any, by which the amount determined under subclause 
(a)(G)(B)CD in respect of a particular depreciable asset 
described in subclause (a)(i)(B)(1) exceeds the fair mar- 
ket value, at the end of the preceding taxation year, of 
the particular depreciable asset, 


(C) if the operator was deemed because of paragraphs 
95(2)(k.1) and 138(11.91)(e) of the Act to have, at the 
end of the preceding taxation year, disposed of property 
-.. owned by it that was used or held by it in the course of 
carrying on the foreign business in that year, the total of 
all amounts each of which is the amount, if any, by 
which the cost to the operator, immediately before the 
end of that year, of each property (other than capital 
property, eligible capital property or resource property) 
deemed because of those paragraphs to have been dis- 
posed of exceeds the fair market value of the property at 
the end of that year, 
(D) if the operator was, because of paragraphs 
95(2)(k.1) and 138(11.91)(e) of the Act, deemed to 
have, at the end of the preceding taxation year, disposed 
of eligible capital property, the amount, if any, that 
would be permitted by paragraph 24(1)(a) of the Act to 
be deducted in computing the operator’s income for that 
year from the foreign business if the operator had, im- 
mediately before the end of that year, ceased to carry on 
the foreign business, and 


(E) the amount, if any, by which the total determined i in 
respect of the operator in subclause (a)(i)(E)(ID) for the 
preceding taxation year exceeds the total determined in 
respect of the operator in subclause (a)(i)(E)(I) for that 
year, and — 


Gi) where the operator is the partnership, the proportion of 
the total determined under subparagraph (i) that the affili- 
ate’s share of the income or loss of the partnership for the 
preceding taxation year is of the income or loss of the part- 


Reg. 
Part LIX — Foreign Affiliates S. 5907(2.91) 


nership had i ncome for a 0 - or -d or 7 / the affiliate in| sen eng ree: 


~ amount of $1, see oe reign bu the affiliate’s “earnings” are increased by the total of all amounts 
ee ac a : ket value of the property {other 
f : 


ed disposition of 
ee amount, if 


n ye property, ‘the affiliate’ S| 
2d by the amount, af any, that would be permitted by paragraph — 
Act to be ded ey in computi ig the Biggs $ income for that year 


: (a. aD of the pe “exempt Aa and new ene 
f the defi nition “exempt loss” » Tespectively, in subsection 5907(1), 


ided to the athiliate’s — ot “oss aS: the case may be, es the 


income sof SL alton for that year. 
9) are pine to Sa to ee eo of 


nership, ay be, i 
Heoned to have ee oe of and reagquired by the affiliate or 


affiliate is denied to have s iapeaat's of property. 

Third, the proposed amendments to subsection h 
which any necessary decreases are made to the affiliate’s relevant s S 
“ noted above, existing mubeenar 590702. 9) ae 


ee instead, for those amounts to be placed i ie the “loss” (as defined in wibsecon 
5907(1)) of the affiliate, which result in emir decreases i in - yal: 
surplus account. _ 
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or the partnership, as the case may be, in the same manner and for the same amounts 
as if those provisions applied for the purpose of section 5907 of the Regulations. 


Subsection 5907(2.91) ensures that the deemed disposition and reacquisition are 
taken into account when calculating a foreign affiliate’s surplus accounts. 


New subsection 5907(2.91) is proposed to apply to taxation years, of a foreign. affili- 
ate of a taxpayer, that begin after December 20, 2002. Note that this amendment is. 
included in the Fresh Start Section 95 Election package described at the beginning of 
the commentary to section 95 of the Act. 


Application: The February 27, 2004 draft regulations (foreign affiliates), subsec. 
3(28), will replace subsec. (2.9) with subsecs. (2.9) and (2.91) applicable to taxation 
years, of a foreign affiliate of a taxpayer, that begin after December 20, 2002. How- 
ever, if a taxpayer referred to in subsection 5907(2.9) makes a valid election under 
subsec. 133(69) of the February 27, 2004 draft amendments (see now under ITA 
95(1)“taxable Canadian business”), new subsecs. 5907(2.9) and (2.91) apply to taxa- 
tion years, of all foreign affiliates of the taxpayer, that begin after 1994. 


History: Subsec. 5907(2.9) added by P.C. 1997-1670, subsec. 8(12), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a 
foreign affiliate of a taxpayer that begin after 1994, except that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 
(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


(3) [Pre-1972 foreign affiliate] — For the purposes of this Part, 
any corporation that was, on January 1, 1972, a foreign affiliate of a 
taxpayer shall be deemed to have become a foreign affiliate of the 
taxpayer on that day. 


(4) [“Government of a country”] — For the purposes of this 
Part, “government of a country” includes the government of a state, 
province or other political subdivision of that country. 


(5) [Capital gains and losses] — For the purposes of this sec- 
tion, each capital gain and each capital loss of a foreign affiliate of a 
taxpayer from the disposition of property shall be computed in ac- 
cordance with the rules set out in subsection 95(2) of the Act and, 
for the purposes of subsection (6), where any such gain or loss is 
required to be computed in Canadian currency, the amount of such 
gain or loss shall be converted from Canadian currency into the cur- 
rency referred to in subsection (6) at the rate of exchange prevailing 
on the date of disposition of the property. 


Proposed Amendment — Reg. 5907(5) ” 


(5) [Capital gains and losses] — For the purposes of this sec- 


tion, each capital gain, capital loss, taxable capital gain or allowa- 
ble capital loss of a foreign affiliate of a taxpayer from the dispo- 
sition of property shall be computed in accordance with the rules" 
set out in subsection 95(2) of the Act and, for the purp 
subsection (6), if any such gain or loss is required | to be: 
in Canadian currency, the amount of such gain or loss shall be — 
converted from Canadian currency into the currency referred to in 
subsection (6) at the rate of exchange prevailing ¢ on n the date of 
disposition of the property. 
Application: The August 27, 2010 draft legislation (Part 2 ae affiliates), 


subsec, 46(36), will amend subsec. 5907(5) to read as above, applicable in respect of 
taxation years of a foreign affiliate of a taxpayer that begin after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer's tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer ; 


(i) elects in writing in respect of all of its foreign affiliates that this section apy 
in respect of that provision, and 


(ii) files that election with the Minister of National Revenue on or before jee 
30, 2011. 


Technical Notes (Sept. 10, 2010): Subsection 5907(5) provides that the rules in 
subsection 95(2) of the Act are to be used to compute the amounts of capital gains 
and losses to be included in the surplus accounts of a foreign affiliate. It also pro- - 
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vides a conversion rule where such gains and losses are computed in Canadian 
dollars. 


Consequential to the ce mini made to paragraph -95(2)(f) of the Act as part of 
the Budget 2007 Act changes, subsection 5907(5) is amended to ensure it refers to 
capital gains, capital losses, taxable capital gains, and allowable capital losses. 


Related Provisions: ITA 261 — Functional currency election. 


History: Subsec. 5907(5) substituted by P.C. 1985-467, subsec. 4(29), February 14, 
1985, Canada Gazette, Part Il, March 6, 1985, applicable in respect of dispositions 
made after November 12, 1981. 


(5.1) [Where no gain or loss recognized by other coun- 
try] — Notwithstanding subsection (5) and except as provided in 
subsection (9), where, under the income tax law of a country other 
than Canada that is relevant in computing the earnings of a foreign 
affiliate of a taxpayer resident in Canada from an active business 
carried on by it in a country, no gain or loss is recognized in respect 
of a disposition by the affiliate of a capital property used or held 
principally for the purpose of gaining or producing income from an 
active business to a person (in this subsection referred to as the 
“transferee”) that is another foreign affiliate of the taxpayer or that 
is a foreign affiliate of another person with whom the taxpayer does 
not deal at arm’s length, for the purposes of this section, 


(a) the affiliate’s proceeds of disposition of the property shall be 
deemed to be an amount equal to the aggregate of the adjusted 
cost base to the affiliate of the property immediately before the 
disposition and any outlays and expenses to the extent they were 
made or incurred by the affiliate for the purpose of making the 
disposition; 


(b) the cost to the transferee of the property acquired from the 
affiliate shall be deemed to be an amount equal to the affiliate’s 
proceeds of disposition, as determined under paragraph (a); and 


(c) the transferee shall be deemed to have acquired the property 
on the date that it was acquired by the affiliate. 


Proposed Repeal — Reg. 5907(5.1) 
Application: The February 27, 2004 draft regulations (foreign affiliates), subsec. 
will repeal subsec. 5907(5.1), applicable to dispositions to which ITA 95 oe. : 
as amended by the February 27, 2004 draft dments, apply. 
Technical Notes: Subsection 5907(5.1) is repealed t 
rules in paragraphs 95(2)le 2 to (c.6) and paragraphs 95(2)¢E. 3) to - oe es the Act. See 
i oo, Se oe aes new a 7 


History: Subsec. 5907(5.1) substituted by P.C. 1985-467, subsec. 4(30), February 14, 
1985, Canada Gazette, Part II, March 6, 1985, applicable to 1976 et seq. 


Subsec. 5907(5.1) added by P.C. 1980-503, subsec. 5(6), February 8, 1980, Canada 
Gazette, Part Il, February 27, 1980, effective in respect of 1976 et seq. 


(6) [Selection of currency] — All amounts referred to in subsec- 
tions (1) and (2) shall be maintained on a consistent basis from year 
to year in the currency of the country in which the foreign affiliate 
of the corporation resident in Canada is itself resident or such cur- 
rency, other than Canadian currency, as is reasonable in the 
circumstances. 


Proposed Amendment — Reg. 5907(6) 


(6) [Selection of currency] — All amounts referred to in sub: 
sections (1) and (2) shall be maintained on a consistent basis from 
year to year in the currency of the country in which the foreign 
affiliate of the corporation resident in Canada is resident or any 
currency that the corporation resident in Canada demonstrates to 
be reasonable in the circumstances. 

Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), 
subsec. 46(37), will amend subsec. 5907(6) to read as above, applicable in respect of 
taxation years ofa foreign affiliate of a taxpayer that begin after December 18, 2009. 
S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest : 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the all be made to th 
necessary to take into account this amendment, if th 


(i) elects in writing in respect of all of its foreign affiliates that Gis section sony 
in respect of that provision, and 


Gi) files that election with the Minister of Soccnal Revenue on or befor June 
30, 2011. 
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Related Provisions: ITA 261 — Functional currency election; Reg. 5907(5.1) — 
Exception. 


Information Circulars: 77-9R: Books, records and other requirements for taxpayers 
having foreign affiliates. 


(7) [Stock dividend] — For the purposes of this Part, the amount 
of any stock dividend paid by a foreign affiliate of a corporation 
resident in Canada on a share of a class of its capital stock shall be 
deemed to be nil. 


(7.1) [Dividend giving rise to credit in other country] — 
Where, at any time in a taxation year of a corporation resident in 
Canada, a foreign affiliate of the corporation (in this subsection re- 
ferred to as the “payor affiliate”) pays a dividend on the shares of 
any class of its capital stock to the corporation (in this subsection 
referred to as the “particular dividend”) and as a result.of the pay- 
ment the corporation is entitled to a tax credit from the government 
of the country in which the payor affiliate is resident, 


(a) if the particular dividend was paid on or after the day on 
which this subsection comes into force, or 


(b) if the particular dividend was paid before the day on which 
this subsection comes into force and in a taxation year com- 
mencing after 1978 and the corporation elects in respect of the 
tax credit in its return of income for the 1985, 1986, 1987, 1988 
or 1989 taxation year required to be filed pursuant to subsection 
150(1) of the Act, 


for the purpose of this Part, the following rules apply: 
(c) the tax credit shall be deemed to be a dividend paid at that 


time by the payor affiliate on the shares of that class of its capi- 
tal stock to the corporation, 


(d) immediately before that time there shall be added to the ex- 
empt surplus: of the payor affiliate an amount equal to the pro- 
portion of the tax credit that 
(i) the portion of the particular dividend that would, were the 
corporation not entitled to the tax credit, be deemed by sub- 
section 5900(1) to have been paid out of the payor affiliate’s 
exempt surplus in respect of the corporation 


is of 
(ii) the particular dividend, 
(e) immediately before that time, there shall be added to the tax- 


able surplus of the payor affiliate an amount equal to the propor- 
tion of the tax credit that 


(i) the portion of the particular dividend that would, were the 
corporation not entitled to the tax credit, be deemed by sub- 
section 5900(1) to have been paid out of the payor affiliate’s 
taxable surplus in respect of the corporation 


is of 
(ii) the particular dividend, and 

(f) the foreign tax applicable to the aggregate of 
(i) the portion of the particular dividend determined under 
subparagraph (e)(i), and 
(ii) the portion of any amount deemed to be a dividend by 
virtue of paragraph (c) that is deemed by subsection 5900(1) 


to have been paid out of the payor affiliate’s taxable surplus 
in respect of the corporation 


shall, notwithstanding paragraph 5900(1)(d), be equal to the 
amount determined under paragraph 5900(1)(d) in respect of the 
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amount referred to in subparagraph (i), less the amount deter- 
mined under paragraph (e). 


History: Subsec. 5907(7.1) added by P.C. 1989-321, subsec. 3(11), March 2, 1989, 
Canada Gazette, Part Il, March 15, 1989, applicable for purposes of making computa- 
tions under Part LIX after March 15, 1989 and, where the taxpayer so elects in accor- 
dance with para. 5907(7.1)(b), with respect to computations under Part LIX at any time 
commencing after the time immediately prior to the receipt of the tax credit specified in 
the election. 


(8) [Deemed new taxation year on merger] — For the pur- 
poses of computing the various amounts referred to in this section, 
the first taxation year of a foreign affiliate formed as a result of a 


| merger in the manner described in subsection 5905(3) shall be 


deemed to have commenced at the time of the merger, and a taxa- 
tion year of a predecessor corporation (within the meaning assigned 
by subsection 5905(3)) that would otherwise have ended after the 
merger shall be deemed to have ended immediately before the 
merger. 


(9) [Where FA dissolved] — Where a foreign affiliate of a tax- 
payer resident in Canada has been dissolved and paragraph 
95(2)(e.1) of the Act does not apply, for the purpose of computing 
the various amounts referred to in this section, the following rules 


apply: 


(a) where, at a particular time in the course. of the dissolution, all 
or substantially all of the property owned by the affiliate imme- 
diately before that time was distributed to the shareholders of the 
affiliate, the taxation year of the affiliate that otherwise would 
have included the particular time shall be deemed to have ended 
immediately before the particular time; 


(b) except as provided in paragraph 88(3)(a) and subparagraph 
95(2)(e)() of the Act, 


(i) each property of the affiliate that was distributed to the 
shareholders in the course of the dissolution shall be deemed 
to have been disposed of immediately before the end of the 
affiliate’s taxation year deemed to have ended by paragraph 
(a) for proceeds of disposition equal to the fair market value 
thereof immediately before the particular time, and 


(ii) each property of the affiliate that was otherwise disposed 
of in the course of the dissolution shall be deemed to have 
been disposed of by the affiliate for proceeds of disposition 
equal to the fair market value thereof at the time of disposi- 
tion; and 


(c) except as provided in subparagraph 95(2)(e)(i) of the Act, 
each property of the dissolved affiliate that was disposed of or 
distributed in the course of the dissolution to another foreign af- 
filiate of the taxpayer resident in Canada shall be deemed to 
have been acquired by that other foreign affiliate at a cost equal 
to the proceeds of disposition of that property to the dissolved 
affiliate, as determined in oui (b). 


esult of a tela merger within 
the meaning assiened by subsection 87(8.1) of the Act), subject to 
88 and graphs. 9S5(2)(e) and (e. /), of the Act 


(a). where at a particular time in the course of the liquidation 
and dissolution, the fair market value of the property that has 

ed of by the affiliate in the course of the liquidation 
and dissolution equals or is more than 90% of the fair market 
value of oe _ was Ow ed by the affiliate, immedi- 
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(b) each property of the affiliate that was distributed or dis- 
posed of by the affiliate in the course of the liquidation and the 
dissolution is deemed 


(i) to have been disposed of by the affiliate for proceeds. of | 
disposition equal to the fair market value of the property, 
immediately before it was distributed or disposed of, and 


(ii) to have been acquired by the person or partnership to 

whom the affiliate distributed or disposed of the property at 

a cost cay to the affiliate’s proceeds of disposition of the 

property. 
Technical Notes: Where a foreign affiliate of a arbi resident in Canada has 
been dissolved, subject to the rules in paragraph 95(2)(e.1) of the Act, subsection 
5907(9) provides that certain rules apply for the purposes of eee the various 
amounts referred to in section 5907. 


It is proposed that subsection 5907(9) be amended so that the rules will be oakdoet | to 
the rules in proposed new paragraphs 95(2)(e) and (e.1) and subsection 88(3). See the 
commentary for the proposed new paragraphs and subsection. 


It is also proposed that subsection 5907(9) be amended so that the rules do not apply 
to dissolutions of a foreign affiliate because of a foreign merger within the meaning 
assigned by subsection 87(8.1) of the Act. 


(9.1) [Where FA liquidated and dissolved] — Subject to. 
subsection (9) and to subsection 88(3) of the Act and paragraphs 
95(2)(d) to (e.6) of the Act, if a foreign affiliate of a taxpayer resi- 
dent in Canada has, as a payment of a dividend or as a distribution 
of a property, transferred a property to a shareholder of the affili- 
ate (or to a person with whom pe Soda ies ‘was not dealing at 
arm’s length), 


(a) the property of the affiliate that was so transferred is 
deemed 


(i) to have been disposed of by the affiliate for peace of 
disposition equal to the fair market value of a property, 
immediately before it was so transferred, and — 


(ii) to have been acquired by the person or piceeho to 
whom the affiliate transferred the property at a cost equal to 
the affiliate’s proceed: of disposition of the property; and 


0) the amount, in respec ‘of the property, of the dividend or 
distribution made by the affiliate to the person to whom the 
property was transferred is deemed to be equal to the affiliate’s 
proceeds of disposition of the property. 


Technical Notes: Proposed new subsection 5907(9.1) provides ‘Ailes. similar to 
those contained in proposed amended subsection 5907(9) that apply on transfers of 
property by a foreign affiliate of a taxpayer resident in Canada as a payment of a 
dividend or as a distribution of property to a shareholder of the foreign affiliate. 


Application: The February 27, 2004 draft regulations (foreign affiliates), subsec. 
3(30), will amend subsec. 5907(9) to read as above and add (9.1), applicable to disso- 
lutions that begin after December 20, 2002 and payments of Sle diss and distribu- _ 
tions of property made after December 20, 2002. 


History: Subsec. 5907(9) substituted by P.C. 1985-467, subsec. 4(31), February 14, 
1985, Canada Gazette, Part Il, March 6, 1985, applicable to 1976 et seq. 


Subsec. 5907(9) substituted by P.C. 1980-503, subsec. 5(7), February 8, 1980, Canada 
Gazette, Part II, February 27, 1980, effective in respect of 1976 et seg. 


(10) [Tax sparing] — Where 


(a) the net earnings or net loss for a taxation year of a foreign 
affiliate of a corporation resident in Canada from an active busi- 
ness carried on in a country other than Canada would otherwise 
be included in the affiliate’s taxable earnings or taxable loss, as 
the case may be, for the year, 


(b) the rate of the income or profits tax to which any earnings of 
that active business of the affiliate are subjected by the govern- 
ment of that country is, by virtue of a special exemption from or 
reduction of tax (other than an export incentive) that is provided 
under a law of such country to promote investments or projects 
in pursuance of a program of economic development, less than 
the rate of such tax that would, but for such exemption or reduc- 
tion, be paid by the affiliate, and 


(c) the affiliate qualified for such exemption from or reduction 
of tax in respect of an investment made by it in that country 


Income Tax Regulations 


before January 1, 1976 or in respect of an investment made by it 
or a project undertaken by it in that country pursuant to an 
agreement in writing entered into before January 1, 1976, 


for the purposes of this Part, such net earnings or net loss shall be 
included in the affiliate’s exempt earnings or exempt loss, as the 
case may be, for the year and not in the affiliate’s taxable earnings 
or taxable loss, as the case may be, for the year. 


(11) [Designated treaty country”] — For the purposes of this 
Part, a sovereign state or other jurisdiction is a “designated treaty 
country” for a taxation year of a foreign affiliate of a corporation if 
Canada has entered into a comprehensive agreement or convention 
for the elimination of double taxation on income, or a comprehen- 
sive tax information exchange agreement, in respect of that sover- 
eign state or jurisdiction, that has entered into force and has effect 
for that taxation year, but any territory, possession, department, de- 
pendency or area of that sovereign state or jurisdiction to which that 
agreement or convention does not apply is not considered to be part 
of that sovereign state or jurisdiction for the purpose of determining 
whether it is a designated treaty country. 


Related Provisions: Reg. 5907(1.02) — New FA deemed resident in designated 
treaty country throughout year; Reg. 5907(11.1) — Effective date of treaty; Reg. 
5907(11.11) — When tax information exchange agreement in force; Reg. 
5907(11.2) — Whether FA resident. in treaty country. 


(11.1) [Effective date of treaty for Reg. 5907(11)] — For the 
purpose of subsection (11), where a comprehensive agreement or 
convention between Canada and another country for the elimination 
of double taxation on income has entered into force, that convention 
or agreement is deemed to have entered into force and have effect 
in respect of a taxation year of a foreign affiliate of a corporation 
any day of which is in the period that begins on the day on which 
the agreement or convention was signed and that ends on the last 
day of the last taxation year of the affiliate for which the agreement 
or convention is effective. 


(11.11) [When TIEA deemed in force] — For the purpose of ap- 
plying subsection (11) in respect of a foreign affiliate of a corpora- 
tion, where a comprehensive tax information exchange agreement 
enters into force on a particular day, the agreement is deemed to 
enter into force and to come into effect on the first day of the for- 
eign affiliate’s taxation year that includes the particular day. 


(11.2) [Whether FA resident in treaty country] — For the 
purposes of this Part, a foreign affiliate of a corporation is, at any 
time, deemed not to be resident in a country with which Canada has 
entered into a comprehensive agreement or convention for the elim- 
ination of double taxation on income unless 


(a) the affiliate is, at that time, a resident of that country for the 
purpose of the agreement or convention; 


(b) the affiliate would, at that time, be a resident of that country 
for the purpose of the agreement or convention if the affiliate 
were treated, for the purpose of income taxation in that country, 
as a body corporate; 


(c) where the agreement or convention entered into force before 
1995, the affiliate would, at that time, be a resident of that coun- 
try for the purpose of the agreement or convention but for a pro- 
vision in the agreement or convention that has not been amended 
after 1994 and that provides that the agreement or convention 
does not apply to the affiliate; or 


(d) the affiliate would, at that time, be a resident of that country, 
as provided by paragraph (a), (b) or (c) if the agreement or con- 
vention had entered into force. 


History [Reg. 5907(11)—(11.2)]: Subsec. 5907(11) amended, subsec. 5907(11.11) 
added, by 2009, c. 2, s. 112, applicable after 2007. 


Subsec. 5907(11) amended, subsecs. (11.1) and (11.2) added, by P.C. 1997-1670, sub- 
sec. 8(13), November 20, 1997, Canada Gazette, Part Il, December 10, 1997, applica- 
ble to taxation years of a foreign affiliate of a corporation that begin after 1995, except 
that, where the corporation notifies the Minister of National Revenue in its return of 
income for its first taxation year that begins after 1994 or for a taxation year in which a 
dividend was paid by the foreign affiliate of its election to have subsections 5907(11) 
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(as amended), (11.1) and (11.2) apply to a taxation year of the foreign affiliate of the 
corporation that begins before 1996, 


(a) the amendment applies to that taxation year and each subsequent taxation year 
of the foreign affiliate of the corporation; and 


(b) any reference in s. 5907 to “country listed in subsection (11)” shall be read as 
“designated treaty country” and any reference to “country not listed in subsection 
(11)” shall be read as “country that is not a designated treaty country” for that 
taxation year and those subsequent taxation years of the foreign affiliate of the 
corporation. 


Subsec. 5907(11) substituted by P.C. 1989-321, subsec. 3(12), March 2, 1989, Canada 
Gazette, Part Il, March 15, 1989, applicable to 1982 et seq., except as otherwise noted 
in the above list. Those exceptions comprise additions and deletions made by subsecs. 
3(13) to (18) of the said P.C. 1989-321. 


Subsec. 5907(11) amended by P.C. 1980-503, subsecs. 5(8)-(10), February 8, 1980, 
Canada Gazette, Part II, February 27, 1980, effective as to paras. (a.1) and (d.1), in 
respect of 1978 et seq., and as to paras. (v) and (w), in respect of 1980 et seg. 


Subsec. 5907(11) amended by P.C. 1978-589, March 2, 1978, Canada Gazette, Part Il, 
March 22, 1978, applicable, as to paras. (a), (b.1), (b.2), (c,1),, (e:1), (£1), (h), (s.1), 
(aa.1), (aa.2), (aa:3) and (ee.1), to 1976 et seq., and as to paras. (u) and (kk), to taxation 
years commencing on or after January 1, 1978. 


1.T. Technical News: 16 (U.S. S-Corps and LLCs). 


(12) [ACB of partnership interest] — For the purposes of para- 
graph 95(2)(j) of the Act, the adjusted cost base to a foreign affiliate 
of a taxpayer of an interest in a partnership at any time is prescribed 
to be the cost thereof otherwise determined at that time except that 


(a) there shall be added to that cost such of the following 
amounts as are applicable, namely, 


(i) any amount included in the earnings of the affiliate for a 
taxation year ending after 1971 and before that time that may 
reasonably be, considered to relate to profits of the 
partnership, 


(ii) the affiliate’s incomes as described by the description of 
“A” in the definition “foreign accrual property income” in 
subsection 95(1) of the Act for a taxation year ending after 
1971 and before that time that can reasonably be considered 
to relate to profits of the partnership, 


(111) any amount included in computing the exempt earnings 
or taxable earnings, as the case may be, of the affiliate for a 
taxation year ending after 1971 and before that time that may 
reasonably be considered to relate to a capital gain of the 
partnership, 


(iv) where the affiliate has, at any time before that time and 
in a taxation year ending after 1971, made a contribution of 
capital to the partnership otherwise than by way of a loan, 
such part of the amount of the contribution as cannot reason- 
ably be regarded as a gift made to or for the benefit of any 

other member of the partnership who was related to the affili- 
ate, and 


(v) such portion of any income or profits tax refunded aes 
that time by the government of a country to the partnership 
as may reasonably be regarded as tax refunded in respect of 
an amount described in any of subparagraphs (b)(i) to (iii), 
and 


(b) there shall be deducted from that cost such of the following 
amounts as are applicable, namely, 


(i) any amount included in the loss of the affiliate for a taxa- 
tion year ending after 1971 that may reasonably be consid- 
ered to relate to a loss of the partnership, 


(ii) the affiliate’s losses as described by the description of D 
in the definition “foreign accrual property income” in subsec- 
tion 95(1) of the Act for a taxation year ending after 1971 
and before that time that can reasonably be considered to re- 
late to the losses of the partnership, 


(iii) any amount included in computing the exempt loss or 
taxable loss, as the case may be, of the affiliate for a taxation 
year ending after 1971 and before that time that may reasona- 
bly be considered to relate to a capital loss of the partnership, 


(iv) any amount received by the affiliate before that time and 
in a taxation year ending after 1971 as, on account or in lieu 
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of payment of, or in satisfaction of, a distribution of his share 
of the partnership profits or partnership capital, and 


(v) such portion of any income or profits tax paid before that 

time to the government of a country by the partnership as 
may reasonably be regarded as tax paid in respect of an 
amount described in any of subparagraphs (a)(i) to (iii), 


and, for greater certainty, where any interest of a foreign affiliate in 
a partnership was reacquired by the affiliate after having been pre- 
viously disposed of, no adjustment that was required to be made 
under this subsection before such reacquisition shall be made under 
this subsection to the cost to the affiliate of the interest as reac- 
quired property of one buaneaes 


History: See. 5007(12)(a)(i), a) amended te P.C. 1997-1670, subsecs. 
8(14), (16), November 20, 1997, Canada Gazette, Part Il, December 10, 1997, applica- 
ble to taxation years of a foreign affiliate of a taxpayer that poem after 1994, except 
that 


(a) the subsec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


The opening words of subpara. (b) amended by P.C. 1997-1670, subsec. 8(15), Novem- 
ber 20, 1997, Canada Gazette, Part Il, December 10, 1997, applicable after November 
12, 1981. 


Subsec. 5907(12) added by P.C. 1985-467, subsec. 4(32), February 14, 1985, Canada 
Gazette, Part II, March 6, 1985, effective commencing November 13, 1981. 


(13) [Immigration of FA to Canada] — For the purpose of sub- 
paragraph 128.1(1)(d)(ii) of the Act, the amount prescribed to be 
included in the foreign accrual property income of a foreign affiliate 
of a taxpayer for a taxation year is the amount, if any, by which 


(a) the taxable surplus of the affiliate in respect of the taxpayer 
at the end of the year other than the affiliate’s net earnings for 
the year in respect of the affiliate’s foreign accrual property 
income 


Proposed Amendment - _ Reg. 5907(1 3)(a) 


if ee aaa pony oe panera 
e Act had been an actual disposition, and that — 
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the corporation from the corporation’s time of continuation (within the meaning as- 
signed by the said para. 111(4)(a)). 


Technical Notes: Subsection 5907(13) adds a prescribed amount to the foreign 
accrual property income (FAPI) of a foreign affiliate that immigrates to Canada. The 
starting-point for the determination of this amount is paragraph 5907(13)(a), which 
refers to the affiliate’s taxable surplus for the taxation year that is deemed under 
section 128.1 of the Act to have ended before immigration (excluding net ee in 
respect of FAPI). : 


Under section 128.1 of the Act, one of the tax consequences of immigration to can 
ada is a deemed disposition of most kinds of property. That deemed disposition will _ 
often cause an increase in the taxable surplus of an immigrating foreign affiliate. To 
ensure the appropriate measurement of such an increase, paragraph 5907(13)(a) is 
amended to exclude, from the taxable surplus amount it describes, any amount that ~ 
would have been added to the affiliate’s underlying foreign tax if the deemed dispo- 
sition had been an actual disposition. This amendment generally applies after 1992. 
The sole exception is that if the affiliate continued into Canada before 1993 and — 
elected, under paragraph 111(4)(a) of S.C. 1994, c. 21, to have subsection 250(5.1) of — 
the Act apply in respect of the continuation, this amendment will apply to the affili- _ 
ate from the time of that continuation. 


exceeds the total of 
(b) the amount determined by the formula 


(A —B)x(C-1) 
where 


A is the total of the underlying foreign tax of the affiliate in 
respect of the taxpayer at the end of the year and the amount, 
to the extent that it is not otherwise included in that underly- 
ing foreign tax, that would have been added to that underly- 
ing foreign tax if each disposition deemed by paragraph 
128. 1(1)(b) of the Act had been an actual disposition, 


B is the part of the value of A that can reasonably be consid- 
ered to relate to the affiliate’s net earnings for the year in 
respect of the affiliate’s foreign accrual property income, and 


C is the relevant tax factor, as defined in subsection 95(1) of 
the Act, and 


(c) the amount, if any, by which 


(i) the total of all amounts required by paragraph 92(1)(a) of 
the Act to be added at any time in a preceding taxation year 
in computing the adjusted cost base to the taxpayer of the 
shares of the affiliate owned by the taxpayer at the end of the 
year 


exceeds 


(ii) the total of all amounts required by paragraph 92(1)(b) of 
the Act to be deducted at any time in a preceding taxation 
year in computing the adjusted cost base to the taxpayer of 
the shares of the affiliate owned by the taxpayer at the end of 
the year. 
Related Provisions: Reg. 5907(14) — Interpretation. 
History: Subsec. 5907(13) amended by P.C. 1997-1670, subsec. 8(17), November 20, 
1997, Canada Gazette, Part Il, December 10, 1997, applicable after 1992, except that 
where a corporation elects in accordance with paragraph 111(4)(a) of Statutes of Can- 


ada, 1994, chapter 21, the amendment applies to the corporation from the corporation’s 
time of continuation (within the meaning assigned by that paragraph). 


Subsec. 5907(13) added by P.C. 1985-467, subsec. 4(32), February 14, 1985, Canada 
Gazette, Part Il, March 6, 1985, effective commencing November 13, 1981. 


Interpretation Bulletins: IT-451R: Deemed disposition and acquisition on ceasing 
to be or become a registrant in Canada. 


Proposed Addition — Reg. 5907(14) 


(14) [Immigration of FA to Canada] — For the purpose of 
subsection (13), the amount that would have been added to the 
underlying foreign tax of the affiliate in respect of the taxpayer at 
the end of the year if each disposition deemed by paragraph 
128.1(1)(b) of the Act had been an actual disposition is deemed to 
be nil if, had the taxpayer realized a gain from such an actual dis- 
position, that gain would not have been taxable in any country 
other than Canada. 

Application: The February 27, 2004 draft regulations (foreign affiliates), subsec. 
3(32), will add subsec. 5907(14), applicable after 1992, except that, in its application 


in respect of dispositions that occur before wicbenary: 28, 2004, the reference in the 
subsec. to “subsection (13)” is to be read as “paragraph 13(a)”. 


Income Tax Regulations 


Technical Notes: In some instances, the gains that an immigrating affiliate would 
realize if it had actually disposed of its property would not in fact be subject to any 
foreign tax. New subsection 5907(14) ensures that in such a case, subsection 
5907(13) does not recognize any addition to the affiliate’s underlying foreign tax. 
This new subsection applies after 1992, except that its application is confined to par- 
agraph 5907(13)(a) in respect of dispositions that occur on or before . 


Definitions [Reg. 5907]: “active business” —ITA 95(1), Reg. 5907(1); “adjusted 
cost base” —ITA 54, 248(1); “adjusted earnings amount” — Reg. 5907(2.1)(a); “al- 
lowable capital loss’ —ITA 38(b), 248(1); “amount” —ITA 248(1), Reg. 5907(7); 
“arm’s length” —ITA 251(1); “borrowed money”, “business” — ITA 248(1); “Can- 
ada” —ITA 255, Interpretation Act 35(1); “Canadian currency” —ITA 
261(5)(h)(i)(A); “capital dividend” —ITA 83(2)-(2.4), 248(1); “capital dividend ac- 
count? —ITA 89(1); “capital gain” —ITA 39(1), 248(1); “capital loss” —ITA 
39(1)(b), 248(1); “capital property” —ITA 54, 248(1); “class of shares” —ITA 
248(6); “controlled foreign affiliate’ —ITA 95(1), Reg. 5907(1); “corporation” — 
ITA 248(1), Interpretation Act 35(1); “cost amount” — ITA 248(1); “cumulative eligi- 
ble capital” —ITA 14(5), 248(1); “designated treaty country” — Reg. 5907(11); “dis- 
posed” —ITA 248(1)“disposition”; “disposition”, “dividend” —ITA 248(1); “earn- 
ings” — Reg. 5907(1); “eligible capital expenditure” —ITA 14(5), 248(1); “eligible 
capital property” —ITA 54, 248(1); “equity percentage” — ITA 95(4); “excluded pro- 
perty” —ITA 95(1); “exempt deficit” — Reg. 5902(1)-(2), (7), 5905(7)(b), 5907(1); 
“exempt earnings”, “exempt loss” — Reg. 5907(1), (10); “exempt loss” — Reg. 
5907(1), (10); “exempt surplus” — Reg. 5902(1)-(2), (7), 5905(7)(c), 5907(1); “fiscal 
period” —ITA 249.1; “foreign accrual property income” —ITA 95(1), (2), 248(1); 
“foreign accrual tax” —ITA 95(1); “foreign affiliate’ —ITA 95(1), 248(1), Reg. 
5907(3); “foreign merger” — ITA 87(8.1); “foreign resource property” — ITA 66(15), 
248(1); “foreign tax applicable’ — Reg. 5900(1)(d); “government of a country” — 
Reg. 5907(4); “income from an active business”, “income from property” — ITA 
95(1); “insurer”, “lending asset”, “life insurance business”, “life insurance corpora- 
tion” —ITA 248(1); “loss” — Reg. 5907(1); “Minister? —ITA 248(1); “net earn- 
ings”, “net loss” — Reg. 5907(1); “non-resident” — ITA 248(1); “opening exempt def- 
icit” — Reg. 5905(5)(a), 5905(5.1); “opening exempt surplus” — Reg. 5905(5)(a), 
5905(5.1); “opening taxable deficit” — Reg. 5905(5)(a), 5905(5.1); “opening taxable 
surplus” — Reg. 5905(5)(a), 5905(5.1); “opening underlying foreign tax” — Reg. 
5905(5)(a)(v), 5905(5.1); “particular dividend” — Reg. 5907(7.1); “payor affiliate” — 
Reg. 5907(7.1); “permanent establishment” — Reg. 5906(2)(a); “person” — ITA 
248(1); “pertinent person or partnership” — Reg. 5907(1.06); “prescribed”, “pro- 
perty” —ITA 248(1); “province” — Interpretation Act 35(1); “qualifying interest” — 
Reg. 5907(1.02); “qualifying member” —ITA 95(2)(0)-(r), 248(1); “related” — ITA 
251(2)-(6); “relevant tax factor’ —ITA 95(1);; “resident? —ITA 250, Reg. 
5907(11.2); “resident in Canada” — ITA 250; “share”, “shareholder”, “specified mem- 
ber” —ITA 248(1); “specified person or partnership’ —ITA 95(1); “stock divi- 
dend” — ITA 248(1); “subsequent corporation” — Reg. 5907(2.3), (2.4); “surplus enti- 
tlement percentage” — Reg. 5905(13); “taxable capital gain’ —ITA 38(a), 248(1); 
“taxable deficit” — Reg. 5902(1)-(2), 5905(7)(c), 5907(1); “taxable dividend” — ITA 
89(1), 248(1); “taxable earnings”, “taxable loss” — Reg. 5907(1), (10); “taxable sur- 
plus” — Reg. 5902(1)-(2), 5905(7)(e), 5907(1); “taxation year’ —ITA 249; “tax- 
payer’ —ITA 248(1); “territory” — Interpretation Act 35(1); “trust” —ITA 104(1), 


248(1), (3); “underlying foreign tax” — Reg. 5902(1)-(2), 5907(1); “underlying for- 
eign tax applicable”, “whole dividend” — Reg. 5907(1); “writing” — Interpretation 
Act 35(1). 


5908. (1), (2) [Repealed] 


History: S. 5908 repealed by P.C. 1997-1670, s. 9, November 20, 1997, Canada Ga- 
zette, Part Il, December 10, 1997, applicable December 10, 1997. 


S. 5908 added by P.C. 1985-467, s. 5, February 14, 1985, Canada Gazette, Part Il, 
March 6, 1985. 


Proposed Addition — Reg. 5908 — 


ate gy 


5908. (1) [FA owned by partnership — eoksibickean 
rule] — For the purposes of this subsection, subsections (2) to 
(7), paragraph 5902(2)(b), and section 5905, if at any time shares 
of a class of the capital stock of a foreign affiliate of a corporation 
resident in Canada are, based on the assumptions contained in par- 
agraph 96(1)(c) of the Act, owned by a partnership, or are deemed 
under this subsection to be owned by a partnership, each member 
of the partnership is deemed to own at that time the number of 
shares of that class that is determined by the formula 


Ax BIC 
where 


A_ is the number of shares of that class that are so owned or so 
deemed owned by the partnership; 


B_ is the fair market value of the pea s interest in the gael 
ship at that time; and ; 
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C is the fair market value of all members! interes 
ship at that time. 


Technical Notes (Sept. 10, 2010): New section 5908 contains a series of ‘provi- 


sions relating to partnerships. There are three main aspects of new section 5 B, as 


follows: 


Qt the sinese of tices wie and brouah ws 3) and a 1), if 
person is deemed by subsection (1) to own at a particular time 
: mber ; See Gani 


(b) acquired by at the particul 
_ person is deemed to own more 
time than immediately before it. 


Technical Notes (Sept. 10, 2010 Subsection 50082 


quires or doe 0 
See resident 


ieee ene adjustments under section 5905. 


{ook through rule, 


@) vibes vale for subsec. 
oe oy 


a partnership that, teed on the a aces eenpineds 
_ graph 96(1)(c) of the Act, owns shares of a class of the 
stock of a non-resident corporation, the corporation resident i 
Canada or the foreign affiliate, as the case may be, is deemed 


at the time that is immediately after the disposition or immedi- 
ately before the acquisition, as the case may be, to own, be- — 
cause of subsection (1) in respect of the parce: no snare 


of that class. 
Technical Notes (Sept. 10, 2010): See under Reg, 5908(2) above. 


in the — a 


visions: e Sega ee rule for ne owned by _ 
ered partnerships — 


Reg. 
S. 5908(6) 


corporation and, as a ne psc of the s e transaction or 


tion vith which the Ccipetiee coraeaan is not, at that wee deal- 


corporation; and 


number of shares petoe or oe of is oe ane 90. . 
quires the matching up of the deemed seller and the deemed acquirer. Subsection 
> this a —* the shares that are deemed sold to be sold hese ae 


ie owned by 
EA shares ovis 


oa [Amalgamz 
treuah partnership] 


| the time that i is ee ene before the amalgamation 


that is a ember of the articular preedtie becomes) upon 


new corporation upon the amalgamation. 


Technical Notes (Sept. 10, 2010): Subsection 5908(5) provides a rule to ensure 
that shares deemed owned under subsection 5908(1) by a predecessor corporation are 
deemed to become property of pedemmte — for the purpose of sub- 
section 5905(5.1). . 


(6) [Surplus adjustment rule _ where copention: owns 
FA shares through partnership] — In applying subsection 
5905(5.2), if the corporation is a member of a partnership that, 
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class of the vee stock of a ee affiliate of the disposing 


ing at me s length acquires shares of that class the disposing cor 
; 4 o 


c be of ie of that gins oe of oe the dispos- 


See owning FA aha 
For the purpose of subsection — 
ty 8 ted con corporation described in that subsec- 


icular eae 


the amalgamation, property of the new corporation described in 
that subsection, the shares of the capital stock of the affiliate that — 
are deemed under subsection (1) to be owned by the predecessor 

corporation at that time are deemed to become property of the © 


vision Ree S908(1)— Look through rile foe shares. ee ou 
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based on the assumptions contained in paragraph 96(1)(c) of the 
Act, owns shares (referred to individually in paragraph (a) as a 
“relevant share’’) of the capital stock of the affiliate.at the pare 
lar time, 


(a) for the purposes of the description of B in subsection 
5905(5.2), the corporation’ s cost amount of each relevant share 
at the particular time is to be determined by the formula 


Px Q/R 
where 


P. is the partnership’s cost amount of that relevant share at the. 


particular time, 


Q is the number of shares of the capital stock of the affiliate 
that are deemed by subsection (1), in respect of the partner- 
ship, to be owned by the corporation at the particular time, 
and 


R_ is the total number of relevant share at the particular time; es 


and 
(b) for the purposes of paragraph (b) of the description of Cin 


subsection 5905(5.2), the amount determined under this para-" 
graph is the total of all amounts each of which is the amount 
that would be the corporation’s portion of a gain that would be 


deemed under subsection 92(5) of the Act to be a gain of the 
member of the partnership from the disposition of a share of 


the capital stock of the affiliate by the partnership if that share — 


were disposed of immediately before the particular time. 
Technical Notes (Sept. 10, 2010): Subsections 5908(6) and (7) provide specific 


partnership rules to support the surplus adjustment rule in new subsection 5905(5.2) 


and the bump limitation rule in new subsection 59056. 4), respectively. 


These new subsections apply at the same time as new subsections 5905(5.2) and 
OF) 


Related Provisions: Reg. 5908(1) — Look- trough rule for das owned by 
partnership. 


(7) [Bump limitation rule — where corporation owns FA 
shares through partnership] — For the purposes of para- 
graph 5905(5.4)(b), the amount determined by this subsection is. 
the amount determined by the following formula for shares of the 


capital stock of a foreign affiliate of the subsidiary that were 
deemed by subsection (1), in respect of the partnership, to be 


owned by the subsidiary at the time at which the parent last ac- 


quired control of the subsidiary: 
AXB 


where 


A is the tax-free surplus balance of the affiliate, in respec o ct of the 


subsidiary, at that time; and 


B. is the percentage that would be the subsidiary’ s surplus entitle- 
ment percentage in respect of the affiliate at that time if the 


only shares of that capital stock that were owned at that time 


by the subsidiary were the shares of that capital stock that were 
deemed by subsection (1), in respect of the partnership, to be 


owned by the subsidiary at the time at aed ne — fast 


acquired control of the subsidiary. 
Technical Notes (Sept. 10, 2010): See under Reg. 5908(6) above. 


Related Provisions: Reg. 5908(1) — Look- -through rule for shares owned by 
partnership. 


(8) [Application of ITA s. 93] — Ifa particular corporation res- 

ident in Canada or a particular foreign affiliate of a particular cor- 
poration resident in Canada is a member of a particular partner- 
ship, the particular partnership owns (based on the assumptions — 


contained in paragraph 96(1)(c) of the Act) shares of a class of the 


capital stock of a foreign affiliate of the particular corporation and — 


the particular partnership disposes of any of those shares, 


(a) any reference in this Part (other than subsections 5902(5) 
and (6)) to subsection 93(1) of the Act is deemed to include a 
reference to subsection 93(1.2) of the Act; 
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(b) an election under subsection 93(1.2) of the Act by the par- 
ticular corporation is to be made by filing the prescribed pone 
with the Minister on or before jn 


(i) where the particular corporation is the disposing corpo-- 
ration referred to in that subsection, the particular corpora- 
tion’s filing-due date for its taxation year that includes the 
last day of the particular partnership’s fiscal period in 
which the disposition was made, and 


(ii) where the particular affiliate is the disposing corpora- 

tion referred to in that subsection, the particular corpora- 
tion’s filing-due date for its taxation year that includes the 
last day of the particular affiliate’s taxation year that in- 

cludes the last day of the disposing partnership’s fiscal pe- 
tiod in which the disposition was made; and 


(c) [see also elective ‘transitional version below — ced ] a pre- 
scribed amount for the purposes of ghee pain: See 93(1.2)(a)(ii) 
as the Act is the lesser of 


- (i) the taxable capital gain, if any, of the particular affiliate 
- otherwise determined in respect of the disposition, and 


(ii) the amount determined by the formula 


Ax BxXC/D.. 5 


where . 
. Ais, the fraction referred io in paragraph 38(a) of the Act 
that applies to the particular affiliate’s taxation year that 


includes the last day of the particular partnership’ s fiscal 
period that includes the time of the disposition, 


B_ is the amount that could reasonably be expected to have 
been received in respect of all the shares of that class if 

the second foreign affiliate referred to in subsection 

93(1.2) of the Act had, immediately before that time, 

paid dividends on all shares of its capital stock the total 

of which was equal to the amount determined under 

subparagraph: 5902(1)(a)(i) to be its net surplus in re- 
spect of the particular corporation, - 


_C is the number of shares of that class that is. determined 
_ - under subsection 93(1. 3) of the Act, and | oe 


D is the total number of issued shares of that class i imme- 
De before. that me. io 


neat (a), it inc laden a refercnce 1 subsection 93(1.2) of the Act in miost Ge 
where subsection 93(1) of the Act is referred to in Part LIX of the Regulations. Sec- 
ond, in rae (b), it sees the manner in which an election under subsection 


4 


. prescribes the fraction at : 


931. 2)(a)(ii) of the Act, where subsection 93(1 3) ie 


This new subsection applies in respect of elections made under subsection 93¢ 2) ae ; 
the Act in respect of Poe that occur after November 1999. 


ed.] 


(9) [Tiered senhershiee — Abdk-through rule — 
purposes of this Part, if a person or partnership is (or is dee 
this subsection to be) a member of a particular partnership th 
member of another partnership, the person or partnership is 
deemed to be a member of the other partnership. 

Technical Notes (Sept. 40, 2010): Subsection 5908(9) applies in the context of 


multi-tiered partnerships to ensure that any member of a eaten siheninen is 
also a member of any lower-tier partnerships. _ 


This new subsection applies for taxation years ofa foreign affiliate of a taxpayer that 
begin after November 1999. However, there is a transitional rule for eae affiliate 
taxation years that end on or before August 27, 2010. 


Related Provisions: ITA 95(2)(u) — Parallel rule i in FAPI legislation. 
(10) [Prescribed amount for ITA 95(2)(j)] — For the pur- 


poses of paragraph 95(2)(@) of the Act, the adjusted cost base to a 
foreign affiliate of a taxpayer of an interest in a partnership at any 
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of A in the definition Cee. accrual prop 
subsection 95(1) of the Act for a t 
1971 and before that time that | 


- may ony 
a eee 


Bishi tax refund 


at time by ec governm a country to the p 


ation year ending after 


e to the government of a country. se the 
reasonably be regarded as tax paid in respe 
escribed in any 0: 


to be made under this subsection before such reacquisition 
shall be made under this subsection to the cost to the affiliate 
of the interest as reacquired property of the aff liate. 
Technical Notes (si it. 10, 2010): Subsection 5908(10) prescribes the adjusted 
cost base of a partnership interest to a foreign affiliate for the purpose of paragraph 
95(2)G). This rule is currently found in subsection 5907(12) and its content remains 
largely intact. However, new subparagraph 5908(10)(a)(vi) is added as a conse- 


ee ‘ ae Neiaeeee be ae as tax x refunded in” 


a property income” in 


subparagraphs (a)(i) to (iii); and : 


r greater certainty, where any interest of a foreign affili- 
a partnership was reacquired by the affiliate after having _ 
been previously disposed of, no adjustment that was required - 


Reg. 


quence of the introduction of the fill-the-hole rule in subsect ns 905(7.1) to (7. 7) 
and the a5 to increase the oe cost base. of a a interes ‘ 


capital of another foreign affiliate 0! 
particul ood is at that time a soe hold 
section 5S 


t fe added, in computing at or after fat time the partner- 
es cost base of the fei the total of all amounts 


ges surplus 
f the aerate affiliate, 


s secs ta We 
r this ae is hp eriounk ae by 


A x BIC 


r market value, at ie disimeet time, 0 
iliate’ s interest in the partnership, and 


market value, at the adjustment time, of all mem- 
interests in th nership; and 


amount is to b d under subsection 5905(7. 6) to the 
- affiliate’s d cost base of the share. 


Technical Notes (Sept. 10, 2010): Subsection 5908(11) provides rules that gov- 
em increases to adjusted cost base in the context of partnerships where the new fill- 
the-hole rule (in subsections 5905(7.1) to (7.7)) applies. This new on) is dis- ; 


cussed in the commentary for that new rule. 


This new subsection applies where a share of the capital stock ofa foeae affiliate is 
uired by, or otherwise becomes property of, a person after December 18, 2009. 


) [Amount for Reg. 5905(7.7)(b)] — For the purposes of 
agraph 59057. 7 MO) the amount cee nder this subsec- 


stm: nt amount; a L 


ercentage that would, if the ee holder were resident 
ada, be the surplus entitlement percentage of the direct 
Jer in respect of the subject affiliate. 


Technical Notes (Sept. 10, 2010): Subsection 5908(12) determines the amount 
for purposes of "paragraph 5905(7.7)(b) that, in turn, is deemed to be an exempt divi- 
dend under subsection 93(3) of the Act. This rule applies where the fill-the-hole rule 
(in subsections 5905(7. 1) to (7.7)) applies to shares of a ae affiliate that are held 
by a Partnership. 

This new subsection applies where a share of the apie stock of a 8 affiliate is 
acquired by, or otherwise becomes property of, a person after December 18, 2009. 


Related Provisions: Reg. 5905(7.5)(b) — Meaning of “direct holder” and “s ubject 
affiliate’; Reg. 5905(7.7) — Meaning of “adjustment amount”. 
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Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), s. 
47, will add s. 5908, applicable as follows: 


* subsecs. 5908(1) and (2) applicable for taxation years of a foreign affiliate of a — 


taxpayer that begin after November 1999, except that those subsecs. are, in their 
application to acquisitions, dispositions, redemptions, cancellations, foreign 
mergers, amalgamations and issuances that occur, and windings-up that begin, 
before December 19, 2009, to be read. as follows: 


(1) In determining, 


(a) for the purposes of this Part (other than section 5904), the equity 
percentage at any time of a person in a corporation, 


(b) for the purposes of this section and section 5905, the surplus enti- 
tlement at any time of a share owned by a corporation resident in Can- 
ada of the capital stock of a foreign affiliate of the corporation in re- 
spect of a particular foreign affiliate of the corporation, and 


(c) for the purposes of this Part and of the definition “surplus entitle- 
ment percentage” in subsection 95(1) of the Act, the surplus entitle- 
ment percentage at any time of a corporation resident in Canada in 
respect of a particular foreign affiliate of the corporation, 


if at any time shares of a class of the capital stock of a corporation are 
owned by a partnership or are deemed under this subsection to be owned 
by a partnership, those shares are deemed to be owned at that time by each 
member of the partnership in a proportion equal to the ieee of all 
such shares that 


(d) the fair market value of the member’s interest in the partnership at 
that time 


is of 
(e) the fair market value of all iocnbes? interests in the partnership at 
that time. 


(2) For the purposes of this section and section 5905, if the A of 
shares of a class of the capital stock of a foreign affiliate of a corporation 


resident in Canada deemed by subsection 93.1(1) of the Act to be owned ~—_— 


by a person at a particular time is different from the number so deemed 
immediately before the particular time 


(a) where the number of shares of that class deemed to be owned by 


the person has decreased, the person is deemed to have disposed of, at __ 


the particular time, the number of shares of that class equal to the — 
amount of the decrease, 

(b) where the number of shares of that class deemed to be owned by 
the person has increased, the person is deemed to have acquired, at the 


particular time, the number of shares of that class equal to the amount _ 


of the increase; 


(c) a person (referred to in this paragraph as the “seller”) that is . 


deemed by paragraph (a) to have disposed of, at a particular time, 

_ shares of a class of the capital stock of the foreign affiliate is deemed 
fo have disposed of those shares to the persons (referred to in this 
paragraph as the “acquirers”) deemed in paragraph (b) to have ac- 
quired shares of that class at that time and the number of shares of that 
class deemed to have been acquired at that time by a particular ac- 
quirer from the seller shall be determined by the formula 


AXB/C 


where 


A is the number of shares of that class acquired by the particular 
acquirer at that time, 


Bis the number of shares of that class disposed of by the seller at . 


that time, and 


Cis the number of shares of that class a by all acquirers at 
that time; and 


(d) persons (referred to in this paragraph as the * ‘acquirers”) that are 
deemed by paragraph (b) to have acquired, at a particular time, shares. 
of a class of the capital stock of the foreign affiliate are deemed to 
have acquired those shares from a person (referred to in this paragraph 


as the ‘“‘seller”) deemed in paragraph (a) to have disposed of shares of _ 


that class at that time and the number of shares of that class deemed to 
have been disposed of by the seller to a particular acquirer at that time 
shall be determined by the formula 


AX B/C 
where : 
A is the number of shares of that class disposed of by the seller, 


B_ is the number of shares of that class acquired by the particular 
acquirer at that time, and 


Cis the number of shares of that class disposed of by all sellers at 
that time. 


* subsecs. 5908(3) to (5) applicable in respect of taxation years of a foreign affili- 
ate of a taxpayer that begin after December 18, 2009; 
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¢ subsecs. 5908(6) and (7) applicable in respect of acquisitions of control that oc- 
cur after December 18, 2009, except where the acquisition of control results 
from an acquisition of shares made under an agreement in writing entered into 
before December 18, 2009; 


* subsec. 5908(8) applicable in respect of elections made under ITA 93(1.2) in 
respect of dispositions that occur after November 1999, 


* subsec. 5908(9) applicable for taxation years of a foreign affiliate of a taxpayer 
that begin after November 1999 except that, for taxation years of the foreign 
affiliate that end before August 28, 2010, it is to be read as follows: 


© For the purposes of this section and paragraph 5907(2.7)(b), if any 
corporation is (or is deemed by this subsection to be) a member of a par- 
ticular partnership that is a member of another partnership, the corporation 
is deemed to be a member of the other partnership. 


* subsec. 5908(10) applicable after December 18, 2009; and 


¢ subsecs. 5908(11) and (12) applicable where a share of the capital stock of a 
foreign affiliate of a corporation is acquired by, or otherwise becomes property 
of, a person after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 


(i) elects in writing in respect of all of its foreign affiliates that this section apply 
in respect of that provision, and 


(ii) files that election bala the Minister of National Revenue on or before June 
30. 2011. 


. 5908 replaces former proposed Reg. 5905(14)-(15) in the March 16, 2001 
draft regulations. Former proposed Reg. 5905(16)-(23) in the Feb. 27, 2004 draft 
legislation will not be enacted. These were part of the “consolidated surplus” regime, 
which has been abandoned (see Dec. 18/09 Technical Notes at Reg. 5900(3)). 


1 Notes (Sept. 10, 2010): The following examples illustrate the applica- 
tion of certain oe of section 5908 and their interaction with sections 5902 and 
50s. 


: 1. Canco, a corporation resident in ond owns a 100 shares of FAI, a for- 
eign affiliate of Canco. 


2. Canco transfers 40 shares of FAL to a fame (Pl) in onic Canco’s 
membership interest is 99.99% (based on relative fair market values), and Canco 
makes a subsection 93(1) election of $40 in respect of the disposition. 


3 Immediately prior to the transfer, FAIL has an exe pt surplus balance of $100 
in respect of Canco, and no other surplus balances. — 


4, No election i is made under subsection 97(2) in ‘respect of the transfer. 
Ana i * ti yy iz 


Paragraph 5902(1)(b) will apply to reduce FA1’s exempt surplus in respect of 
Canco by $40, to 7 

Subsection 5908(1) | : 
For the purposes of section 5905, including the computation a ance Ss ae 
entitlement percentage in FA1 immediately after the transfer, subsection 5908(1) 
will deem Canco to own 40 shares of FAI immediately after the transfer. 
Subsection 5905(1) -. 

Since Canco owns, or is deemed to own, a total of 100 shares of FA1 both before 
and after the transfer, there is no change in Canco’s surplus entitlement percent- 
age in FA] as a result of an acquisition or disposition of shares. As such, subsec- 
tion 5905(1) does not apply and FAI’s exempt surplus in respect of Canco 
would be $60 immediately after the transfer of the 40 FAI shares to PI. 


Example 2 


Assumptions: 


1. Canco, a corporation rodents in Canada, owns 100% of the — of Cansub; 
a taxable Canadian corporation. 


2. Canco is a partner in partnership Pl, and the fair market value of Canco’s 
membership interest in P1 i is 50% of the fair market value of all member interests 
in Pl. 


3. PI owns 50 shares (50%) of FAI. 


4. Canco transfers its interest in P1 to Cansub on a rollover basis under subsec- 
tion 85(1) of the Act. 


5. Immediately prior to the transfer by Cane: FAI’s exempt elon in respect 
of Canco is $100. 


Analysis: 
Section 5908 
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of 5902(2)(b), the “specified adjustment factor” i in respect of the 
A3 shares i is, in the example, 3.333, being the amount deter- _ 


econ “5905(1) would oe to reset FA3 ae FAA's exempt surplus bal- 
$ a ai ee Huon in — of Canco a ihe time of the age : 


tior ‘Act 35(1); cost amount oA BC); “direct holder” — 
Ses “dividend” ITA ee — 


-ITA 95(1), 248(1), Reg, 59073); * ‘government of a country” - — 
” — Reg. 5907(1); “Minister oe 248(1); “net surplus” — 
7), 5907(1); “person”, “prescribed”, “property” —ITA 248(1); 
ae), does in ee —ITA 250; “share’ —ITA 
Lo ‘surplus entitlement percentage” — 


— as 24 


sar” - — “ITA 249; Max payer” 


FA?’ 's otherwise cn 
_ Subsection 93(1.3) \ 
and subsection 93(1 
disposition of the iE 


— Under subsectio 93, 1) immediately after the disposition of the F 


o 
< 
fe) 

< 

A 
ee} 
D 
® 

oc 


: ica under Proposed Amendment ~ “Ree $902(1) {transitional} — 


al 
(i) [see Proposed . Addition —_ Ree: +5905. 1 lnenetionall — — ed.J; 


’ Gi) [see Proposed Amendment — Reg. 59071)" whole dividend”) | 
_ [transitional] — ed.] and 


_ (iii) paragraph 5908(8)(c) of the ee as sree a oe 
4H), As, in respect “a the os Sige section 2 eg to be read as 
: follows: 


©. the pecabed amount for the ‘purposes of subparagraph 
)3(1.2)(a)(ii) of the Act is the lesser of 


-@) the taxable capital gain, if any, of the particular affiliate 
otherwise determined in respect of the disposition, and 


_ Gi) the amount that is one-half of the amount referred to in 
paragraph 5902(6)(b), : 


See also s. 52 of the draft legislation, reproduced under Reg, 5902( 1) [transitional]. 
Technical Notes (Sept. 10, 2010): See under Reg. 5902(1) [transitional]. 


is deemed to have made a 
sed sharce. 


> ph MS 
sser of (i) FA2’s otherwise deo reined ianable en gain (90) a 
unt determined by the formula a x CD,  . 


5909. Prescribed circumstances — For the purposes of sub- 
paragraph 94(1)(b)(G) of the Act, property shall be considered to 
have been acquired in prescribed circumstances where it is acquired 
by virtue of the repayment of a loan. 


_ Section 5902 


_ By virtue of subparagraph 5902(1)(a)(ii) and sub: 
the deemed subsection 93(1.2) elected dividend 
out of FA3’s exempt surplus. 
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Proposed Repeal — Reg. 5909 


Application: The August 27, 2010 draft legislation (Part 1 — NRTs and FIEs), s. 28, 
will repeal s. 5909, applicable to trust taxation years that end after 2006, and to an 
earlier taxation year of a trust if subsec. 94(3) of the Act, as amended, applies to that 
earlier taxation year. 


Technical Notes (Sept. 10, 2010): Section 5909 defines property acquired in 
prescribed circumstances for the purposes of existing section 94 of the Act. That sec- 
tion 94 of the Act had application where a trust acquired property in certain circum- 
stances, otherwise than those prescribed. Section 5909 prescribes circumstances for this 
purpose. With the repeal and replacement of existing section 94, the prescribing power 
to use section 5909 for the above purposes no longer exists. As a result, the section is 
repealed. 


This amendment generally applies to returns in respect of trust taxation years that end 
after 2006. It also applies to returns in respect of an earlier taxation year of a trust if 
new subsection 94(3) of the Act applies (because of a valid election by the trust under 
the coming-into-force provision for new section 94 of the Act) to that earlier taxation 
year. 


History: S. 5909 added by P.C. 1989-321, s. 4, March 2, 1989, Canada Gazette, Part 
Il, March 15, 1989, applicable after October 29, 1985. 


Definitions [Reg. 5909]: “property” — ITA 248(1). 
Proposed Addition - — nes. 5910 


“prescribed”, 


5910. [Foreign oil and gas business of pA forlan tax 
deemed paid] — (1) If a foreign affiliate of a corporation resi- 
dent in Canada carries on in a particular taxation year 
business that is a foreign oil and gas business in a taxin 
the affiliate is deemed for the purposes of this Part to have paid 
for the particular year, as an income or profits tax to the govern- 
ment of the taxing country in respect of its earnings from the busi- — 
ness for the particular year, an amount equal to the lesser of 


(a) the amount, if any, determined by the formula 


(A x B)- Cc 
where 


A is the percentage determined a subsection 2) for the / 
particular year, 


B_ is the amount determined under subsection (3) in respect of 
the business for the particular year, and ; 


C is the total of all amounts each of which is an amount that 
would, but for this subsection, be an income or profits tax 
paid to the government of the taxing country by the affiliate 
for the particular year in respect of its oboe from the 
business for the particular year; and 


(b) the affiliate’s production tax amount for the business in the 
taxing country for the particular year. 


Technical Notes (Sept. 10, 2010): New section 5910 deems, for the purposes of 
Part LIX of the Regulations, certain foreign oil and gas levies incurred by a foreign 
affiliate to be income or profits taxes paid in respect of the earnings of the affiliate 
from certain active businesses. These rules are similar to rules enacted in a in 
respect of foreign tax credits in section ‘126 of the Act. 


Subsection 5910(1) is the main operative rule in new section 5910. It provides that, 
where a foreign affiliate carries on a “foreign oil and gas business” in a “taxing coun- 
try” in a taxation year, the affiliate is deemed to have paid for the year as an income 
or profits tax the lesser of two amounts. The first amount is a notional tax amount 
determined based on current Canadian corporate tax rates and the second is the affili- 


ate’s “production tax amount” for the business for the year. 


More specifically, the notional tax amount is determined by multiplying a percentage _ 
representing a tax rate, as specified in subsection 5910(2), by an earnings amount 
specified in subsection 5910(3). This product is then reduced by the amount of actual 
income or profits taxes paid for the year. 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 5910(4) — 
Meaning of “foreign oil and gas business”, “production tax amount” and “taxing 
country”. 


(2) [Percentage for A] — The percentage determined under this 
subsection for the particular year is the percentage determined by 
the formula 


P-Q 


where 
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P is the percentage set out in paragraph 123(1)(a) of the Act for 
the corporation’s taxation year that includes the last day of the 
particular year; an 


Q is the corporation’ S: general rate reduction percentage (within 
the meaning assigned by definition in subsection 123.4(1) ot 
the Act) for that taxation year of the corporation. 

Technical Notes (Sept. 10, 2010): Subsection 5910(2) provides that the corpora- 

tion’s tax rate for the purposes of the notional tax amount in subsection 5910(1) is 

equal to the percentage set out in paragraph 123(1)(a) of the Act (currently 38%) 

minus the corporation’s general rate reduction percentage, as defined in section 123.4 

of the Act (currently scheduled to be as high as 13% after 201 Lb. 


Related Provisions: Reg. 5910(1)A — — Application of percentage. 


(3) [Amount for B] — The amount determined under this sub- 
section in respect of the business for the particular ; year is 


(a) where the affiliate’s earnings from. the business for the par- 
ticular year are required to be determined under subparagraph 
(a)(iii) of the definition “earnings” in subsection 5907(1), the 
amount that would be determined to be the affiliate’s earnings 
for the particular year from the business if the affiliate _ 


(i) had, in computing its income from the business for each 

taxation year (referred to in this subparagraph as an “earn- 

ings year”) that is the particular year or is any preceding 
_ taxation year that begins after Deen, 18, 2009, 


under the Act, up to the max . 
computing the income from ne business, for that earn- 
ings year, and 


_ (B) made all claims and elections a taken all steps 
under applicable provisions of the Act, or of enactments 
implementing amendments to the Act or regulations i in 
respect of the Act, to maximize the amount of any de- 
: uction teferred to clause (A), and 


had, in computing its income from the piace for: any 
‘precedin taxation year that began before December 19, 
d all deductions, if any, that it actu claimed 
up to the maximum amount deductible, and 
1 claims and elections, if any, and taken all steps, if 
any, under applicable provisions of the Act, or of enact- 
ments implementing amendments to the Act or regula’ 
in respect of the Act, that it actually made; and 


(b) in any other case, the allio $ earnings from ihe business 
for the particular year. 


Technical Notes (Sept. 10, 2010): Subsection 5910@) aoe that ‘the affili- 
ate’s earnings for the purposes of the notional tax amount are its earnings as deter- 
mined under the definition of “earnings” in subsection 5907(1). However, where 
those earnings are required to be determined under subparagraph (a)(tii) of that defi- 
nition, they are deemed to be the amount that would be determined to be its earnings 
on the assumption that it had claimed all deductions that it could have claimed under 
the Act, up to the maximum amount deductible, and made all claims and elections 
and taken all steps under applicable provisions of the Act, or of enactments imple- 
menting amendments to the Act or regulations in ae of the Act, to maximize the 
amount of any such deduction. 


A transitional measure is included i in subsection 5910(3) to ensure that undeducted 
amounts from prior years for cag ital cost allowance and other similar items are prop- 
erly taken into account in Po ansition years. 


Related Provisions: Reg. 591001)B — Application of amount. 


(4) [Definitions] — In this section, “foreign oil and gas ba 
ness’, “production tax amount” and “taxing country” have the 
meanings assigned by subsection 126(7) of the Act. 


Technical Notes (Sept. 10, 2010): Subsection 5910(4) simply imports the defini- 
tions “foreign oil and gas business,” “production tax amount” and “taxing « r 
in subsection 126(7) of the Act into section 5910. 


The rules in new section 5910 generally apply to taxation years of a foreign affiliate 
of a taxpayer that begin after December 31, 2002. However the taxpayer may desig- 
nate an earlier date as far back as December 31, 1994. Also, transitional readings in 
respect of subsections 5910(2) and (3) apply for taxation years of ita» affiliates 
that begin on or before December 18, 2009. 


Application: The August 27, 2010 draft legislation (Part 2 — foreign affiliates), s. 
48, will add s. 5910, applicable in respect of production tax amounts that become 
receivable by the government of a taxing country in taxation years of a taxpayer’s 
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Technical Notes: Proposed 
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and the adjusted allocable tax in respect of 
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Ax B/C 
where 


A is any income or profits tax paid to the government of a country by the relevant 
foreign affiliate that can reasonably be regarded as tax in respect of the unad- 
justed suspended gain in respect of the specified share, 


Bis the surplus entitlement percentage of the corporation resident in Canada in 
respect of the relevant foreign affiliate immediately before the original disposi- 
tion time determined on the assumption that the taxation year of the relevant 
foreign affiliate that otherwise would have included that time had ended immedi- 
ately before that time, and 


Cis the surplus entitlement percentage of the corporation resident in Canada in 
respect of the relevant foreign affiliate immediately before the recognition time 
determined on the assumption that the taxation year of the relevant foreign affili- 
ate that otherwise would have included that time had ended immediately before 
that time. 

Definitions [Reg. 5912]: “amount” —ITA 248(1), Reg. 5907(7); “Canada” — 

ITA 255, Interpretation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 

35(1); “disposition” —ITA 248(1); “foreign affiliate’ —ITA 95(1), 248(1), Reg. 

5907(3); “government of a country” — Reg. 5907(4); “prescribed” — ITA 248(1); 

“recognition time” — Reg. 5912(1); “resident”, “resident in Canada” — ITA 250; 

“share” — ITA 248(1); “surplus entitlement percentage” — Reg. 5905(13); “taxation 

year’ — ITA 249. 


5913. (1) The amount prescribed, for the purpose of paragraph 
95(2)(f.5) of the Act, to be the adjusted suspended income or gain 
in respect of the specified property, of the relevant foreign affili- 


ate referred to in that paragraph, at the earlier of the first times _ 
(referred to in this section as the ° ‘recognition time”), after the 


original disposition time, that is described Pe that PRGEED is the 
amount determined by the formula 
A x B/C 
where 


A is the amount of the unadjusted suspended income or gain in 
respect of a specified property of the relevant foreign affiliate 
at the original disposition time, 


B is the surplus entitlement percentage of the corporation resi- 


dent in Canada in respect of the relevant foreign affiliate im- 
mediately before the original disposition time determined on 
the assumption that the taxation year of the relevant foreign 


affiliate that would otherwise have included that time had en- 


ded immediately before that time, and 


C is the surplus entitlement percentage of the corporation resi- 
dent in Canada in respect of the relevant foreign affiliate im- — 


mediately before the recognition time determined on the as- 


sumption that the taxation year of the relevant foreign affiliate © 


that would otherwise have included that time had ended imme- 
diately before that time. 


(2) The amount prescribed, for the purpose of pea 
95(2)(f.5) of the Act, to be the adjusted allocable tax in respect of 
the adjusted suspended income or gain in subsection (1) in respect 
of the specified property, of the relevant foreign affiliate referred 
to in that paragraph, at the recognition time, is the amount deter- 
mined by the formula 


Ax B/C 
where 
A is any income or profits tax paid to the government of a coun- 


try by the relevant foreign affiliate that can reasonably be re- 


garded as tax in respect of the unadjusted suspended income or 
gain in respect of the specified property, 


B is the surplus entitlement percentage of the corporation resi- 
dent in Canada in respect of the relevant foreign affiliate im- 
mediately before the original disposition time determined on 
the assumption that the taxation year of the relevant foreign 
affiliate that would otherwise have included that time had en- 
ded immediately before that time, and 


C is the surplus entitlement percentage of the corporation resi- 
dent in Canada in respect of the relevant foreign affiliate im- 
mediately before the recognition time determined on the as- 
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sumption that the taxation year of the relevant foreign affiliate 
that would otherwise have included that time had ended imme- 
diately before that time. 


Technical Notes: New section 5913 determines the amount to be included as the 
adjusted suspended income or gain in respect of the specified property, of the rele- 
vant foreign affiliate (referred to in new paragraph 95(2)(f.5) of the Act), at the ear- 
lier of the first times (which earlier time is referred to as the “recognition time”), 
after the original disposition time (referred to in new paragraph 95(2)(f.5) of the 
Act), that is described by new paragraph 95(2)(f.5) of the Act. 

Proposed new subsection 5913 applies after December 20, 2002. 

New subsection 5913(1) provides rules for the calculation of the adjusted suspended 
income or gain in respect of the specified property, of the relevant foreign affiliate 
(referred to in new paragraph 95(2)(f.5)), at the recognition time. This amount is 
determined by the formula 


AxBIC 
where / 


A_ is the amount of the unadjusted suspended income or gain in respect of a speci- 
fied property of the relevant foreign affiliate at the original disposition time, 


Bos the surplus entitlement percentage of the corporation resident in Canada in 
respect of the relevant foreign affiliate immediately before the original disposi- 
tion time determined assuming that the taxation year of the relevant foreign affil- 
jate that otherwise would have included that time oe ended immediately before 
that time, and 


Cis the surplus entitlement percentage of the corporation resident in Canada in 
respect of the relevant foreign affiliate immediately before the recognition time 
determined assuming that the taxation year of the relevant foreign affiliate that 
otherwise would have included that time had ended immediately before that 
time. 

New subsection 5¢ 13(2) provides for the calculation of the adjusted allocable tax in 


A is a income or profits tax paid to the government of a country by the Reva 
foreign affiliate that can reasonably be regarded as tax in respect of the unad- 
Justed suspended i income or gain in respect of the specified property, 


Bis the surplus entitlement poecmace of the corporation resident in Canada in 
respect of the relevant foreign affiliate immediately before the original disposi- 
tion time determined on the assumption that the taxation year of the relevant 
foreign affiliate that otherwise would have included shat time had ended immedi- 
ately before that time, and 


C_ is the surplus entitlement percentage of the corporation resident in Canada in 
_ respect of the relevant foreign affiliate immediately before the recognition time 
determined on the assumption that the taxation year of the relevant foreign affili- 
ate that otherwise would have included that time had ended immediately before 
that time. 
Definitions [Reg. 5913]: “amount” — ITA 248(1), Reg. 5907(7); “corporation” _ 
ITA 248(1), Interpretation Act 35(1); “disposition” — ITA 248(1); “foreign affili- 
ate’ —ITA 95(1), 248(1), Reg. 5907(3); “goverament of a country” — Reg. 
5907(4); “prescribed”, “property’—ITA 248(1); “recognition time” — Reg. 
5913(1); “resident in Canada” — ITA 250; “surplus entitlement percemiage foe 
5905(13); “taxation year” — ITA 249. ‘ 


5914. (1) The amount prescribed, for the purpose of paragraph 
95(2)(h. 2) of the Act, to be the adjusted suspended loss or capital 
loss in respect of the specified property, of the relevant foreign 
affiliate referred to in that paragraph, at the earlier of the first 
times (referred to in this section as the “recognition time’), after 
the original disposition time, that is described by that paragraph, is 
the amount determined by the formula 


A xX B/C 
where 


A is the amount of the unadjusted suspended loss or - capital loss. 
in respect of a specified property of the relevant fares 3 a 
ate at the original disposition time, 


B is the surplus entitlement percentage of the comoratiati resi- 
dent in Canada in respect of the relevant foreign affiliate im- 
mediately before the original disposition time determined on 
the assumption that the taxation year of the relevant foreign 
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New subsection 39 
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poration resident in Canad 
made the disposition, the fili 
resident in Canada for its taxation 
| day of the taxation year of the for- 
spect of the nana eae loss or capita i respestol the ep eign. filets that includes the last day of the ads s fis- 
property, / . _ _ cal period in which the disposition was made. 


“ 
A. is ar 
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Technical Notes: Proposed section 5916 sets out the requirements for an election 
by a corporation resident in Canada under subsection 88(3) or clause 95(2)(d)(iii)(A), 
(e)(v)(B), (e.3)(iv)(B), (e.4)(v)(B) or (e.5)(v)(B) of the Act. 

Proposed new subsection 5916 applies after December 20, 2002. 

Generally, the section requires the election to be made by filing the prescribed form 
with the Minister of National Revenue on or before 


* if a foreign affiliate of the corporation resident in Canada made the disposition, 
the filing-due date of the corporation resident in Canada for its taxation year that 
includes the last day of the foreign affiliate’s taxation year in which oe disposi- 
tion was made; and 


poration resident in Canada for its taxation year that includes the last day of the 


taxation year of the foreign affiliate that includes the last day of the vical s 


fiscal period in which the disposition was made by the partnership. 


Definitions [Reg. 5916]: “corporation” — ITA 248(1), Interpretation. Act 35(1); 


“disposition”, “filing-due date” —ITA 248(1); “fiscal period” —ITA 249.1; “for- 
eign affiliate” — ITA 95(1), 248(1), Reg. 5907(3); “Minister” — ITA 248(1); “pre- 


scribed” — ITA 248(1); “resident in Canada” —ITA 250; “share” — ITA 248(1);, 


“taxation year” —ITA 249. 


5917. An election under paragraph 95(2)(£.4) of the Act is to be 
made by filing the prescribed form with the Minister, on or before 


(a) if a foreign affiliate of the particular corporation resident in 
Canada was the vendor that disposed of the specified property, 
the particular corporation’s filing-due date for its taxation year 
that includes the last day of the foreign affiliate’s taxation year 
in which the disposition was made; and 


(b) if a foreign affiliate of the particular corporation resident in — 
Canada is a member of a partnership that was the vendor that 
disposed of the specified property, the particular corporation’s — 


filing-due date for its taxation year that includes the last day of 
the foreign affiliate’s taxation year that includes the last day of 


the partnership’ s fiscal period in oOo the ae was 


made. 


Technical Notes: Proposed section 5917 sets out the requirements for an election 


by a corporation resident in Canada under paragraph 95(2)(f.4) of the Act. 
Proposed subsection 5917 applies after December 20, 2002. 


Generally, the section requires the election to be made by filing the ge form 
with the Minister of National Revenue on or before ; 


* if a foreign affiliate of the corporation resident in Canada was the vendor that 


_ disposed of the specified property, the filing-due date of the corporation resident 


in Canada for its taxation year that includes the last day of the foreign affiliate’s _ 


taxation year in which the disposition was made; and 


if a foreign affiliate of the corporation resident in Canada is is ame 
nership that was the vendor that disposed of the specified property, the filing-due 
date of the corporation resident in Canada for its taxation year that includes the 
last day of the taxation year of the foreign affiliate that includes the last day of 


the partnership’s fiscal period in which - disposition was made by the — 


partnership. 


Definitions [Reg. 5917]: “corporation” — ITA 248(1), Herik Act 35(1); 
“disposition”, “filing-due date” —ITA 248(1); “fiscal period” —ITA 249.1; “for- _ 
eign affiliate’ — ITA 95(1), 248(1), Reg. 5907(3); “Minister’ ’ ITA 248(1); “pre- 


scribed”, “property” —ITA 248(1); “resident in Canada” — ITA 250; “taxation 
year’ — ITA 249. 


5918. An election under subparagraph 95(2)(k.3)(iii) of the Act in. 


respect of the dispositions of all properties deemed, by subpara- 
graph 95(2)(k.3)(ii) of the Act and paragraph 138(11. 91)(e) of the 


Act, to have been disposed of by the operator referred to in sub-— 
paragraph 95(2)(k.3)(iii) of the Act in the operator’s specified tax- 


ation year referred to in that subparagraph, is to be made by filing 
the prescribed form with the Minister on or before — 


(a) if a foreign affiliate of the taxpayer was the operator, the 
taxpayer’s filing-due date for its taxation year that includes the 
last day of the foreign affiliate’s taxation year that is the speci- 
fied taxation year; and 


(b) if a partnership — of which a foreign affiliate of the tax- 
payer was, or was deemed by paragraph 95(2)(k.7) [now 
95(2)(u) — ed.] of the Act to be, a member — was the opera- 
tor, the taxpayer’s filing-due date for its taxation year that in- 
cludes the last day of the foreign affiliate’s taxation year that 


if a foreign affiliate of the corporation resident in Canada is a member of a part- 
nership and that partnership made the disposition, the filing-due date of the cor- 
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includes the last day of the partnership’s fiscal period that is 
the specified taxation year. 
Technical Notes: Proposed section 5918 sets out the requirements for an election 


by a corporation resident in Canada under new subparagraph 95(2)(k.3)(iii) of the 
Act. For further detail, see the commentary to paragraph 95(2)(k.3) of the Act. 


Proposed new subsection 5918 applies after December 20, 2002. 


Generally, the section requires the election to be made by filing the prescribed form 
with the Minister of National Revenue on or before 


* if a foreign affiliate of the taxpayer was the operator, the taxpayer’s filing-due 
date for its taxation year that includes the last ey) of the foreign affiliate’s taxa- 
tion es that is the speci taxation year and = = 


. a a "partnership — of which. a foreign affiliate es ie taxpayer was, Or was 
deemed by new paragraph 95(2)(k.7) [to be replaced by 95(2)(a) — ed.] of the 
Act to be, a member — was the operator, the taxpayer's filing-due date for its 
taxation year that includes the last day of the taxation year of the foreign affiliate 
that includes the last day of the partnership” s fiscal period that i is oe specified 
taxation year. 


Definitions [Reg. 5918]: “disposition”, “filing-due date” —ITA 248(1); “fiscal 
period” — ITA 249.1, “foreign affiliate” —ITA 95(1), 248(1), Reg. 5907(3); “Min- 
ister” — TFA 248(1); “prescribed”, ‘ ‘property’ — ITA. 248(1); “resident in Can- 
ada” —ITA 250; “taxation year’ —ITA 249; “taxpayer” — ITA 248(1). : 


ey 


5919. au eicchoa under paragraph 88(3)(a) of the Act in respect 
of the disposition of one or more shares of the capital stock of the 
foreign affiliate of a corporation resident in Canada by another 
foreign affiliate of the corporation resident in Canada is to be 
made by filing the prescribed form with the Minister on or before 
the filing-due date of the corporation resident in Canada for its 
taxation year that includes the last day of the other foreign affili- 
ate’s taxation yee in A which the other ie ee ae ther’ 
disposition. : 


Technical Notes: news section 5919 sets out de: requirements for an elect ion, 
under paragraph 88(3)(a) of the Act, by a corporation resident in Canada in respect of © 
the disposition of shares in the capital of one of the foreign f tk ) 
tion resident in Canada by another of the foreign affiliates of the corporation resident 
in Canada. The proposed section states that an election under paragraph 88(3)(a) of 
the Act shall be made by filing the prescribed form with the Minister of National 
Revenue, on or before the filingdue date of the taxation year of the corporation resi- _ 
dent in Canada that includes the last day of the other foreign affiliate’s taxation year 
in which the other foreign affiliate made the disposition. 


Application: The February 27, 2004 draft regulations (foreign affiliates), s. 4, will 
; 5919, applicable after December 20, 2002. ‘Finance has confirmed that 
proposed Regs. 5912-5919 are still pending and will proceed. 


Proposed Reg. 5911 in the Feb. 27, 2004 draft legislation will not be permanently 
enacted. It would | applied for purposes of ITA 92(1.3), part of the “consolidated 
surplus” regime which has been abandoned (see Sept. 10/10 Technical Notes at be- 
ginning of Reg. 5900). However, it will be added transitionally as Reg. 5905.1, for 
those that used these rules before they were withdrawn in the Dec 18/09 draft 
ee 


Definitions [Reg. 5919]: seeponiion® — IFA 248(1), interpretation Act 35(1); 

“disposition”, “filing-due date” —ITA 248(1); “foreign affiliate? — ITA 95(1), 
248(1), Reg. 5907(3); “Minister”, “prescribed” — ITA 248(1); “resident in — 
ada” — ITA 250; “share” — ITA 248(1), “taxpayer” — ITA 248(1). — 


PART LX — PRESCRIBED ACTIVITIES 


History: Part LX (s. 6000) replaced by P.C. 1995-1723, s. 1, October 17, 1995, Can- 
ada Gazette, Part II, November 1, 1995, applicable to 1994 et seq. 


Part LX (s. 6000) added by P.C. 1978-1003, s. 5, April 6, 1978, Canada Gazette, Part 
II, April 26, 1978. 


6000. For the purpose of clause 122.3(1)(b)()(C) of the Act, a pre- 
scribed activity is an activity performed under contract with the 
United Nations. 


Definitions [Reg. 6000]: “prescribed” — ITA 248(1). 
Interpretation Bulletins: IT-497R4: Overseas employment tax credit. 


PART LXI — RELATED SEGREGATED FUND 
| TRUSTS 


History: Part LXI (s. 6100) added by P.C. 1978-2671, August 23, 1978, Canada Ga- 
zette, Part II, September 13, 1978. 
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6100. An election under subsection 138.1(4) of the Act by the trus- 
tee of a related segregated fund trust shall be made by filing with 
the Minister the prescribed form within 90:days from the end of the 
taxation year of the trust in respect of any capital property deemed 
to have been disposed of in that taxation year by virtue of the 
election. 

Definitions [Reg. 6100]: ‘capitak property” —ITA 54, 24g(1). “disposed” —ITA 
248(1) “disposition”, “Minister”, “prescribed” — ITA 248(1); “related segregated fund 
trust” —ITA 138. 1(1)(a); ‘taxation year” —ITA 249; “trust” —ITA 104(1), 248(1), 
(3). 

Forms: T3018: Election for deemed disposition and reacquisition of capital property 
of a life insurance segregated fund under subsection 138.1(4). 


PART LXII — PRESCRIBED SECURITIES, 
SHARES AND DEBT OBLIGATIONS 


History: Heading of Part LXII amended by P.C. 2001-954, s. 5, May 31, 2001, Can- 
ada Gazette, Part II, June 20, 2001, applicable after February 18, 1997. 


Heading of Part LXII amended by P.C. 1980-423, s. 1, February 8, 1980, Canada Ga- 
zette, Part II, February 27, 1980, effective December 6, 1979. 


Part LXII (s: 6200) added by P.C: 1978-3729, December 14, 1978, Canada Gazette, 
Part Il, December 27, 1978, applicable in respect of dispositions of property in the 
1977 and subaenen taxation years. 


6200. Prescribed securities [for election re Canadian se- 
curities] — For the purposes of subsection 39(6) of the Act, a pre- 
scribed security is, with respect to the taxpayer referred to in sub- 
section 39(4) of the Act, 


(a) a share of the capital stock 4s a corporation, other, eco a 
public corporation, the value of which is, at the time it is-dis- 
posed of by that taxpayer, a value that is or may reasonably be 
considered to be wholly or primarily attributable to 


(i) real property, an interest therein or an option in respect 
thereof, 


(ii) Canadian resource property ora property that eed have 
been a Canadian resource property. if it had, been acquired 
after 1971, 


(i) foreign resource property or.a property that would have 
been a foreign resource property if it had been eaguaned after 
1971,.or 


(iv): any combination of properties described in subpara- 
graphs (i) to (ii1) 
owned by 
(v) the corporation, 
(vi).a person, other than the corporation, or 
(vii) a partnership; 


(b) a bond, debenture, bill, note, mortgage or similar obligation, 
issued by a corporation, other than a public corporation, if at any 
time before that taxpayer disposes of the security he does not 
deal at arm’s length with the corporation; 


(c) a security that is 
(i) a share, or 


(ii) a bond, debenture, bill, note, mortgage or similar 
obligation 


that was acquired by the taxpayer from a person with whom the 
taxpayer does not deal at arm’s length (other than from a person 
subject to subsection 39(4) of the Act for the person’s taxation 
year that includes the time, of the acquisition); 


(c.1) a security described in subparagraph (c)(i) or (ii) that was 
acquired by the taxpayer from a person (other than from a per- 
son subject to subsection 39(4). of the Act for the person’s taxa- 
tion. year that includes the time.of the acquisition) in circum- 
stances to which subsection 85(1).or (2) of the Act: applied; 


(d) a share acquired by that taxpayer under circumstances. re- 
ferred to in section 66.3 of the Act; or 
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(e) a security described in subparagraph (c)(i) or (ii) that was 
acquired by the taxpayer 


(i) as proceeds of disposition for a security of the taxpayer to 
which paragraph (a), (b), (c) or (d) applied in respect of the 
taxpayer, or 
(ii) as a result of one or more wangdetions that can reasonably 
be considered to have been an exchange or substitution of a 
security of the taxpayer to which paragraph (a); (b), (c) or (d) 
applied’ in respect of the taxpayer. 

History: Paras. 6200(c) and (e) amended and (c.1) added by P.C. 1998-1449; 's. 1, 


August 26, 1998, Canada Gazette, Part II, September 16, 1998, applicable to 1993 et 
seq. 

Para. 6200(b), subpara. 6200(c)(ii), subpara. 6200(e)(ii), amended by P.C.-1994-1817, 
paras. 62(g) to (i), November 1, 1994, Canada Gazette, Part II, November 30, 1994. 


That portion of s. 6200 preceding para. (b) substituted by P.C. 1981-2517, September 
16, 1981, Canada Gazette, Part II; October 14, 1981. 

Definitions [Reg. 6200]: “arm’s length” —ITA 251(1); “Canadian resource pro- 
perty” —ITA 66(15), 248(1); “corporation” — ITA 248(1), Interpretation Act 35(1), 
“disposed”, “disposes” —ITA 248(1)“disposition”; “foreign resource property” — 
ITA 66(15), 248(1); “person”, “prescribed”, “property” — ITA 248(1); “public corpo- 
ration” —ITA 89(1), 248(1); “share” —ITA 248(1); “substitution” — ITA 248(5); 
“taxpayer” ITA 248(1). : 


Interpretation Bulletins: IT-479R: Transactions in securities. 


6201. Prescribed shares — (1) [Term preferred share] — 
For the purposes of paragraph (f) of the definition “term preferred 
share” in subsection 248(1) of the Act, a share last acquired before 
June 29, 1982 and of a class of the capital stock of a corporation 
that is listed on a designated stock exchange in Canada is a pre- 
scribed share unless more than 10 per cent of the issued and out- 
standing shares of that class are owned by 


(a) the owner of that share; or 
(b) the owner of that. share and persons related to him. 


(2) [Term preferred share] — For the purposes of paragraph (f) 
of the definition “term preferred share” in subsection 248(1) of the 
Act, a share acquired after June 28, 1982 and of a class of the capi- 
tal stock of a corporation that is listed on a designated stock ex- 
change in Canada is a prescribed share at any particular time’ with 
respect to another corporation that receives a dividend at the partic- 
ular time in respect of the share unless 


(a) where the other corporation — is a restricted financial 
institution, 


(i) the share is not a taxable preferred. share, | 


(ii) dividends (other than dividends ‘received on shares pre- 
scribed under subsection (5)) are received at the particular 
time by the other corporation or by the.other corporation.and 
restricted financial institutions with which the other corpora- 
tion does not deal at arm’s length, in respect of more than 5 
per cent of the issued and outstanding shares of that class, 
and 


(iii),a dividend is received at the particular time by the other 
corporation or a restricted financial institution with which the 
other corporation does not deal at arm’s length, in respect of 
a share (other than a share prescribed under subsection (5)) 
of that class acquired after December 15, 1987 and before the 
particular time; 


(b) where the other corporation is a restricted financial institu- 
tion, the share 
(i) is not:a taxable preferred share, 
(ii) was acquired after December 15, 1987 and before the 
particular time, and 
(iii) was, by reason of subparagraph (h)(i), (41), (itt) or (v) of 
the definition “term preferred share” in subsection 248(1) of 


the Act, deemed to have béen issued after December 15, 
1987 and before the particular time; or 


(c) in any case, dividends (other than dividends received on 
shares prescribed under subsection (5)) are received at the par- 
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ticular time by the other corporation or by the other corporation 
and persons with whom the other corporation does not deal at 
arm’s length in respect of more than 10 per cent of the issued 
and outstanding shares of that class. 


(3) [Term preferred share] — For the purposes of paragraph 
112(2.2)(g) of the Act and paragraph (f) of the definition “term pre- 
ferred share” in subsection 248(1) of the Act, a share of any of the 
following series of preferred shares of the capital stock of Massey- 
Ferguson Limited issued after July 15, 1981 and before March 23, 
1982 is a prescribed share: 


(a) $25 Cumulative Redeemable Retractable Convertible Pre- 
ferred Shares, Series C; 


(b) $25 Cumulative Redeemable Retractable Preferred Shares, 
Series D; or 


(c) $25 Cumulative Redeemable Retractable Convertible Pre- 
ferred Shares, Series E. 


(4) [Taxable RFI share] — For the purposes of the definition 
“taxable RFI share” in subsection 248(1) of the Act, a share of a 
class of the capital stock of a corporation that is listed on a desig- 
nated stock exchange in Canada is a prescribed share at any particu- 
lar time with respect to another corporation that is a restricted finan- 
cial institution that receives a dividend at the particular time in 
respect of the share unless dividends (other than dividends received 
on shares prescribed under subsection (5.1)) are received at that 
time by the other corporation, or by the other corporation and re- 
stricted financial institutions with which the other corporation does 
not deal at arm’s length, in respect of more than 


(a) 10 per cent of the shares of that class that were issued and 
outstanding at the last time, before the particular time, at which 
the other corporation or a restricted financial institution with 
which the other corporation does not deal at arm’s length ac- 
quired a share of that class, where no dividend is received at the 
particular time by any such corporation in respect of a share 
(other than a share prescribed under subsection (5.1)) of that 
class acquired after December 15, 1987 and before the particular 
time; or 

(b) 5 per cent of the shares of that class that were issued and 
outstanding at the last time, before the particular time, at which 
the other corporation or a restricted financial institution with 
which the other corporation does not deal at arm’s length ac- 
quired a share of that class, where a dividend is received at the 
particular time by any such corporation in respect of a share 
(other than a share prescribed under subsection (5.1)) of that 
class acquired after December 15, 1987 and before the particular 
time. 


(5) [Term preferred share] — For the purpose of paragraph (f) 
of the definition “term preferred share” in subsection 248(1) of the 
Act, a share of a class of the capital stock of a corporation that is 
listed on a designated stock exchange in Canada is a prescribed 
share at any particular time with respect to another corporation that 
is registered or licensed under the laws of a province to trade in 
securities and that holds the share for the purpose of sale in the 
course of the business ordinarily carried on by it unless 


(a) it may reasonably be considered that the share was acquired 
as part of a series of transactions or events one of the main pur- 
poses of which was to avoid or limit the application of subsec- 
tion 112(2.1) of the Act; or 


(b) the share was not acquired by the other corporation in the 

course of an underwriting of shares of that class to be distributed 

to the public and 
(i) dividends are received at the particular time by the other 
corporation or by the other corporation and corporations con- 
trolled by the other corporation in respect of more than 10 
per cent of the issued and outstanding shares of that class, 
(ii) the other corporation is a restricted financial institution 
and 


(A) the share is not a taxable preferred share, 
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(B) dividends are received at the particular time by the 
other corporation or by the other corporation and corpora- 
tions controlled by the other corporation in respect of 
more than 5 per cent of the issued and outstanding shares 
of that class, and 


(C) a dividend is received at the particular time by the 
other corporation or a corporation controlled by the other 
corporation in respect of a share of that class acquired af- 
ter December 15, 1987 and before the particular time, or 


(iii) the other corporation is a restricted financial institution 
and the share 


(A) is not a taxable preferred share, 


(B) was acquired after December 15, 1987 and before the 
particular time, and 


(C) was, by reason of subparagraph (h)(i), (ii), (aii) or (v) 
of the definition “term preferred share” in subsection 
248(1) of the Act, deemed to have been issued after De- 
cember 15, 1987 and before the particular time. 


Related Provisions: ITA 248(10) — Series of transactions; ITA 256(6), (6.1) — 
Meaning of “controlled”. 


(5.1) [Taxable RFI share — prescribed share] — For the pur- 
pose of the definition “taxable RFI share” in subsection 248(1) of 
the Act, a share of a class of the capital stock of a corporation that is 
listed on a designated stock exchange in Canada is a prescribed 
share at any particular time with respect to another corporation that 
is registered or licensed under the laws of a province to trade in 
securities and that holds the share for the purpose of sale in the 
course of the business ordinarily carried on by it unless 


(a) it may reasonably be considered that the share was acquired 
as part of a series of transactions or events one of the main pur- 
poses of which was to avoid or limit the application of section 
187.3 of the Act; or 


(b) the share was not acquired by the other corporation in the 
course of an underwriting of shares of that class to be distributed 
to the public and 


(i) dividends are received at the particular time by the other 
corporation, or by the other corporation and corporations 
controlled by the other corporation, in respect of more than 
10 per cent of the shares of that class issued and outstanding 
at the last time before the particular time at which any such 
corporation acquired a share of that class, 


(ii) the other corporation is a restricted financial institution 
and 


(A) dividends are received at the particular time by the 
other corporation, or by the other corporation and corpo- 
rations controlled by the other corporation, in respect of 
more than 5 per cent of the shares of that class issued and 
outstanding at the last time before the particular time at 
which any such corporation acquired a share of that class, 
and 


(B) a dividend is received at the particular time by the 
other corporation, or a corporation controlled by the other 
corporation, in respect of a share of that class acquired 
after December 15, 1987 and before the particular time, 
or 


(iii) the other corporation is a restricted financial institution 
and the share 


(A) was acquired after December 15, 1987 and before the 
particular time, and 


(B) was, because of subparagraph (h)(i), (11), (iti) or (v) of 
the definition “term preferred share” in subsection 248(1) 
of the Act, deemed to have been issued after December 
15, 1987 and before the particular time. 


Related Provisions: ITA 248(10) — Series of transactions; ITA 256(6), (6.1) — 
Meaning of “controlled”. 
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(6) [Term preferred share — prescribed share] — For the 
purposes of paragraph (f) of the definition “term preferred share” in 
subsection 248(1) of the Act, a share of the capital stock of a corpo- 
ration that is a member institution of a deposit insurance corpora- 
tion, within the meaning assigned by section 137.1.of the Act, is a 
prescribed share with respect to the deposit insurance corporation 
and any subsidiary wholly-owned corporation of the deposit insur- 
ance corporation deemed by subsection 137.1(5.1) of the Act to be 
a deposit insurance corporation. 


(7) [Taxable preferred share — prescribed share] — For the 
purposes of the definition “taxable preferred share” in subsection 
248(1) of the Act, the following shares are prescribed shares at any 
particular time: 


(a) the 8.5 per cent Cumulative Redeemable Convertible Class A 
Preferred Shares of St. Marys Paper Inc. issued on July 7; 1987, 
where such shares are not deemed, by reason of paragraph (e) of 
the definition “taxable preferred share” in subsection 248(1) of 
the Act, to have been issued after that date and before the partic- 
ular time; and 


(b) the Cumulative Redeemable Preferred: Shares of CanUtilities 
Holdings Ltd, issued before July. 1, 1991, unless the amount of 
the consideration for which all such shares were issued exceeds 
$300,000,000 or the particular time is after July 1, 2001. 


(8) [Canada Cement Lafarge] — For the purposes of paragraph 
112(2.2)(d) of the Act, paragraph (i) of the definition “short-term 
preferred share”, the definition “taxable preferred share” and para- 
graph (f) of the definition “term preferred share” in subsection 
248(1) of the Act, the Exchangeable Preference Shares of Canada 
Cement Lafarge Ltd. (in this subsection referred to as the “subject 
shares”), the Exchangeable Preference Shares of Lafarge Canada 
Inc. and the shares of any corporation formed as a result of an amal- 
gamation or merger of Lafarge Canada Inc. with one or more other 
corporations are prescribed shares at any particular time where the 
terms and conditions of such shares atthe particular time are the 
same as, or substantially the same as, the terms and conditions of 
the subject shares as of June 18, 1987 and, for the purposes of this 
subsection, the amalgamation or merger of one or more corpora- 
tions with another corporation formed as a result of an amalgama- 
tion or merger of Lafarge Canada Inc. with one or more other cor- 
porations shall be deemed to be an amalgamation of Lafarge 
Canada Inc. with another corporation. 


(9) [Time when share acquired] — For the purposes of deter- 
mining under subsections (2), (4), (5) and (5.1) the time at which a 
share of a class of the capital stock of a corporation was acquired by 
a taxpayer, shares of that class acquired by the taxpayer at any par- 
ticular time before a disposition by the taxpayer of shares of that 
class shall be deemed to have been disposed of before shares of that 
class acquired by the taxpayer before that particular time. 


(10) [Trusts and partnerships] — For the purposes of subsec- 
tions (2), (4), (5) and (5.1) and this subsection, 


(a) where a taxpayer is a beneficiary of a trust and an amount in 
respect of the beneficiary has been designated by the trust in a 
taxation year pursuant to subsection 104(19) of the Act, the tax- 
payer shall be deemed to have received the amount so. desig- 
nated at the time it was received by the trust; and 


(b) where a taxpayer is a member of a partnership and a divi- 
dend has been received by the partnership, the taxpayer’s share 
of the dividend shall be deemed to have been received by the 
taxpayer at the time the dividend was received by the 
partnership. 


(11) [Grandfathering] — For the purposes of subsections (2), (4), 
(5) and (5.1), 


(a) a share of the capital stock of a corporation acquired by a 
person after December 15, 1987 pursuant to an agreement in 
writing entered into before December 16, 1987 shall be deemed 
to have been acquired by that person before December 16, 1987; 
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(b) a share of the capital stock of a corporation acquired by a 
person after December 15, 1987 and before July, 1988 as part of 
a distribution to the public made in accordance with the terms of 
a prospectus, preliminary prospectus, registration statement, of- 
fering memorandum or notice filed before December 16, 1987 
with a public authority pursuant to and in accordance with the 
securities legislation of the jurisdiction in which the shares were 
distributed shall be deemed to have been acquired by that person 
before December 16, 1987; 


(c) where a share that was owned by a particular restricted finan- 
cial institution on December 15, 1987 has, by one or more trans- 
actions between related restricted financial institutions, been 
transferred to another restricted financial institution, the share 
shall be deemed to have been acquired by the other restricted 
financial institution before that date and after June 28, 1982 un- 
less at any particular time after December 15, 1987 and before 
the share was transferred to the other restricted financial institu- 
tion the share was owned by a shareholder who, at that particular 
time, was a person other than a restricted financial institution 
related to the other restricted financial institution; and 


(d) where at any particular time there has been an amalgamation 
(within the meaning assigned by section 87 of the Act) and 


(i) each of the predecessor corporations (within the meaning 
assigned by section 87 of the Act) was a restricted financial 
institution throughout the period beginning December 16, 
1987 and ending at the particular time and the predecessor 
corporations were related to each other throughout that pe- 
riod, or 


(11) each of the predecessor corporations and the new corpo- 
ration (within the meaning assigned by section 87 of the Act) 
is a corporation described in any of paragraphs (a) to (d) of 
the definition “restricted financial institution” in subsection 
248(1) of the Act, 


a share acquired by the new corporation from a predecessor cor- 
poration on the amalgamation shall be deemed to have been ac- 
quired by the new corporation at the time it was acquired by the 
predecessor corporation. 


History: The opening words of subsecs. 6201(1), (2) and (4) amended to substitute 
“designated stock exchange in Canada” for “stock exchange referred to in section 
3200” by 2007, c. 35, paras. 89(1)(c)—-(e), in force on December 14, 2007. 


The opening words of subsecs. 6201(5) and (5.1) amended by the said c. 35, subsecs. 
78(1) and (2), applicable to dividends received in taxation years that begin after Octo- 
ber 1994, except that in their application before December 14, 2007, the references to 
“a designated stock exchange in’Canada” shall be read as references to “a stock ex- 
change referred to in section.3200”. 


Subsec. 6201(4), the portion of subsec. 6201(5) before para. (b), subsec. 6201(9), the 
opening words of subsecs. 6201(10) and (11) amended, subsec. 6201(5.1) added, by 
P.C. 1995-1198, s. 1, July 26, 1995, Canada Gazette, Part II, August 9, 1995, applica- 
ble to dividends received after December 20, 1991. 


Subsec. 6201(2) was substituted, and subsecs. 6201(4) to (11) substituted for former 
subsec. (4), by P.C. 1989-1565, s. 4, August 14, 1989, Canada Gazette, Part II, August 
30, 1989, applicable after June 18, 1987. 


That portion of subsec. 6201(2) following para. (b) substituted by 1986-2590, s. 16, 
November 20, 1986, Canada Gazette, Part II, December 10, 1986, effective June 29, 
1982. 


That portion of subsec. 6201(3) preceding para. (a) substituted by P.C. 1985-2860, s. 1, 
September 26, 1985, Canada Gazette, Part II, October 16, 1985, effective July 16, 
1981. 


S. 6201 substituted by P.C. 1984-3789, s. 16, November 29, 1984, Canada Gazette, 
December 12, 1984, applicable as follows: subsecs. (1) and (2) effective commencing 
June 29, 1982; subsec, (3), effective commencing July 16, 1981; subsec. (4) effective 
commencing November 13, 1981. 


S. 6201 added by P.C. 1980-423, s. 2, February 8, 1980, Canada Gazette, Part II, Feb- 
ruary 27, 1980, effective December 6, 1979. 


Definitions [Reg. 6201]: “amount” — ITA 248(1); “arm’s length” — ITA 251(1); 
“business” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 35(1); “con- 
trolled” — ITA 256(6), (6.1); “corporation” — ITA 248(1), Interpretation Act 35(1); 
“deposit insurance corporation” — ITA 137.1(5); “designated stock exchange” — ITA 
248(1), 262; “disposed” —ITA 248(1)“disposition”; “disposition” —ITA 248(1); 
“dividend”, “inventory” —ITA 248(1); “person”, “preferred share’, “prescribed” — 
ITA 248(1); “province” — Interpretation Act 35(1); “related” — ITA 251(2)-(6); “re- 
stricted financial institution” — ITA 248(1); “series” — ITA 248(10); “share”, “share- 
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holder”; “subsidiary wholly-owned corporation”, “taxable preferred share’ —ITA 
248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1); “trust” — ITA 104(1), 
248(1), (3); “writing” — Interpretation Act 35(1). 


6202. [Resource expenditures — prescribed share] — (1) 
For the purposes of paragraph 66(15)(d.1) [66(15)‘‘flow-through 
share”| and subparagraphs 66.1(6)(a)(v) [66.1(6)“Canadian explo- 
ration expense”(i)], 66.2(5)(a)(v) [66.2(5)“Canadian development 
expense” (g)] and 66.4(5)(a)(ili) [66.4(5S)“Canadian oil and gas pro- 
perty expense”’(c)] of the Act, a share of a class of the capital stock 
of a corporation (in this section referred to as the “issuing corpora- 
tion”) is a prescribed share if it was issued after December 31, 1982 
and 


(a) the issuing corporation, any person related to the issuing cor- 
poration or of whom the issuing corporation has effective man- 
agement or control or any partnership or trust of which the issu- 
ing corporation or a person related thereto is a member or 
beneficiary (each of which is referred to in this section as a 
“member of the related issuing group’) is or may be required to 
redeem, acquire or cancel, in whole or in part, the share or to 
reduce its paid-up capital at any time within five years from the 
date of its issue, 


(b) a member of the related issuing group provides or may be 
required to provide any form of guarantee, security or similar 
indemnity with respect to the share (other than a guarantee, se- 
curity or similar indemnity with respect to any amount of assis- 


conditions are not effective or exercisable until the death, disa- 
bility or bankruptcy of the person to whom the share is issued, 
(i) that is 
(i) convertible under its terms into one or more shares of a 
class of the capital stock of the corporation for no considera- 
tion other than the share or shares, 
(ii) described in paragraph (a) solely because 
(A) it is to be cancelled on the conversion within five 
years from the date of its issue, 
(B), its paid-up capital is to be reduced on the conversion 
within five years from the date of its issue, or 
(C) both clauses (A) and (B) apply, and 
(iii) not described in paragraph (c), or 
Gj) that 
(i) may have a share substituted or exchanged for it pursuant 
to its terms or the terms or conditions of an agreement in 
existence at the time of its issue and no consideration is to be 
received or receivable for it in respect of the substitution or 
exchange other than the share substituted or exchanged for it, 
(ii) is described in paragraph (a) solely because it is to be 
redeemed, acquired or cancelled on the substitution or ex- 
change within five years from the date of its issue, and 


(iii) is not a share to which paragraph (f) applies, 


tance or benefit from a government, municipality or other public and for the purposes of this section, 


authority in Canada or with respect to eligibility for such assis- 
tance or benefit) that could take effect within five years from the 
date of its issue, 


(c) the share (referred to in this section as the “convertible 
share’”’) is convertible under its terms or conditions at any time 
within five years from the date of its issue directly or indirectly 
into debt, or into a share (referred to in this section as the “ac- 
quired share”) that is, or if issued would be, a prescribed share, 


(d) immediately after the share was issued, the person to whom 
the share was issued or a person related to the person to whom 
the share was issued (either alone or together with a related per- 
son, a related group of persons of which he is a member or a 
partnership or trust of which he is a member or beneficiary) con- 
trols directly or indirectly, or has an absolute or contingent right 
to control directly or indirectly or to acquire direct or indirect 
control of, the issuing corporation and the issuing corporation 
has the right under the terms and conditions in respect of which 
the share was issued to redeem, purchase or otherwise acquire 
the share within five years from the date of its issue, 


(e) at the time the share was issued, the existence of the issuing 
corporation was, or there was an arrangement (other than an 
amalgamation within the meaning assigned by subsection 87(1) 
of the Act) under which the existence of the issuing corporation 
could be, limited to a period that ends within five years from the 
date of its issue, or 


(f) the terms or conditions of the share (referred to in this para- 
graph as the “first share”) or of an agreement in existence at the 
time of its issue provide that a share (referred to in this section 
as the “substituted share’’) that is, or if issued would be, a pre- 
scribed share may be substituted or exchanged for the first share 
within five years from the date of issue of the first share, 


but does not include a share of the capital stock of a corporation 


(g) that was issued after December 31, 1982 pursuant to an 
agreement or offering in writing made on or before December 
31, 1982 or in accordance with a prospectus, registration state- 
ment or similar document that was filed with and, where re- 
quired by law, accepted for filing by, a public authority in Can- 
ada pursuant to and in accordance with the laws of Canada or of 
any province on or before December 31, 1982, 


(h) that would be a prescribed share solely by virtue of one or 
more of the terms or conditions of an agreement if such terms or 
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(k) where a person has an interest in a trust, whether directly or 
indirectly, through an interest in any other trust or in any other 
manner whatever, the person shall be deemed to be a beneficiary 
of the trust; 


(1) in determining whether an acquired share would be a pre- 
scribed share if issued, 


(i) the references in paragraphs (a), (b), (d) and (e) to “date of 
its issue” shall be read as “‘date of the issue of the convertible 
share’, 


(ii) the reference in paragraph (f) to “issue of the first share” 
shall be read as “issue of the convertible share”, and 


(iii) this section shall be read without reference to paragraph 
(g) and to the words “after December 31, 1982”; 


(m) in determining whether a substituted share would be a pre- 
scribed share if issued, 


(i) the references in paragraphs (a) to (e) to “date of its issue” 
shall be read as “date of the issue of the first share”, and 


(ii) this section shall be read without reference to paragraph 
(g) and to the words “after December 31, 1982”;, 


(m.1) an excluded obligation in relation to a share of a class of 
the capital stock of the issuing corporation and an obligation that 
would be an excluded obligation in relation to the share if the 
share had been issued after June 17, 1987, shall be deemed not 
to be a guarantee, security or similar indemnity with respect to 
the share for the purposes of paragraph (b); 


(n) a guarantee, security or similar indemnity referred to in para- 
graph (b) shall, for greater certainty, not be considered to take 
effect within five years from the date of issue of a share if the 
effect of the guarantee, security or indemnity is to provide that a 
member of the related issuing group will be able to redeem, ac- 
quire or cancel the share at a time that is not within five years 
from the date of issue of the share; and 


(0) where an expense is incurred partly in consideration for 
shares (referred to in this section as “first corporation shares”) of 
the capital stock of one corporation and partly in consideration 
for an interest in, or right to, shares (referred to in this paragraph 
as “second corporation shares”) of the capital stock of another 
corporation, in determining whether the second corporation 
shares are prescribed shares, the references in paragraphs (a), (d) 
and (e) to “date of its issue” shall be read as “date of the issue of 
the first corporation shares”’. 
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(2) For the purposes of paragraph 66(15)(d.1) [66(15)“flow- through 
share”] of the Act, subsection (1) does not apply in respect of a 
share of the capital stock of. an issuing corporation that is a new 
share. 


History: That portion of subsec. 6202(1), preceding para. (a) amended by P.C. 1990- 
51, subsec. 1(1), January 18, 1990, Canada Gazette, Part II, January 31, 10, applica- 
ble in respect of shares issued after February 1986. 


Para. 6202(1)(m.1) added by subsec. 1(2) of the said P.C. 1990-51, applicable in re- 
spect of shares issued after December 31, 1982. 


Subsec. 6202(2) added by subsec. 1(3) of the said P.C. 1990-51, applicable in respect 
of shares issued after June 17, 1987. 


S. 6202 added by P.C. 1985-465, s. 16, February 14, 1985, Canada Gazette, Part Il, 
March 6, 1985, applicable with respect to shares issued after December 31, 1982. 


Definitions [Reg. 6202]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “corporation” — ITA 248(1), Interpretation Act.35(1); “excluded ob- 
ligation”, “new share” — Reg. 6202.1(5); “paid-up capital” —ITA 89(1), 248(1); 
“person”, “prescribed”, “property” —ITA 248(1); “province” — Interpretation Act 
35(1); “related” — ITA 251(2)-(6); “security” — Interpretation Act 35(1); “share” — 
ITA 248(1); “specified person” — Reg. 6202.1(5); “substituted”, “substitution” — ITA 
248(5); “trust? — ITA 104(1), 248(1), (3); “writing” — Interpretation Act 35(1). 


6202.1 (1) [Flow-through shares — prescribed share] — 
For the purposes of the definition “flow-through share” in subsec- 
tion 66(15) of the Act, a new share of the capital stock of a corpora- 
tion is a prescribed share if, at the time it is issued, 


(a) under the terms or conditions of the share or any agreement 
in respect of the share or its issue, 


(i) the amount of the dividends that may be declared or paid 
on the share (in this section referred to as the “dividend enti- 
tlement’”) may reasonably be considered to be, by way of a 
formula or otherwise, 


(A) fixed, 
(B) limited to a maximum, or 


(C) established to be not less than a minimum (including 
any amount determined on a cumulative basis), where 
with respect to the dividends that may be declared or paid 
on the share there is a preference over any other dividends 
that may be declared or paid on any other share of the 
capital stock of the corporation, 


(ii) the amount that the holder of the share is entitled to re- 
ceive in respect of the share on the dissolution, liquidation or 
winding-up of the corporation, on a reduction of the paid-up 
capital of the share or on the redemption, acquisition or can- 
cellation of the share by the corporation or by specified per- 
sons in relation to the corporation (in this section referred to 
as the “liquidation entitlement’) may reasonably be consid- 
ered to be, by way of a formula or otherwise, fixed, limited 
to a maximum or established to be not less than a minimum, 


(iii) the share is convertible or exchangeable into another se- 
curity issued by the corporation unless 


(A) it is convertible or exchangeable only into 


(I) another share of the corporation that, if issued, 
would not be a prescribed share, 


(II) a right, including a right conferred by a warrant 
that, if exercised, would allow the person exercising it 
to acquire only a share of the corporation that, if is- 
sued, would not be a prescribed share, or 


(IID) both a share described in subclause (I) anda right 
or warrant described in subclause (II), and 


(B) all the consideration receivable by the holder’on the 
conversion or exchange of the share is the share described 
in subclause (A)(I) or the right or warrant described in 
subclause (A)(II), or both, as the case may be, or: 
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(iv) the corporation has, either absolutely or contingently, an 
obligation to reduce, or any person or partnership has, either 
absolutely or contingently, an obligation to cause the corpo- 
ration to reduce, the paid-up. capital in respect of the share 
(other than pursuant to a conversion or exchange of the 
share, where the right to so convert or exchange does not 
cause the share to be a prescribed share under subparagraph 
(ii1)); 

(b) any person or partnership has, either absolutely or contin- 

gently, an obligation (other than an excluded obligation in rela- 

tion to the share) 


(i) to provide assistance, 
(ii) to make a loan or payment, 
(iii) to transfer property, or 


(iv) otherwise to confer a benefit by any means whatever, 
including the payment of a dividend, 


either immediately or in the future, that may reasonably be con- 


sidered to be,.directly or indirectly, a repayment or return by the 


corporation or a specified person in relation to the corporation of 
all or part of the consideration for which the share was issued. or 
for which a partnership interest was issued in.a partnership that 
acquires the share; 


(c) any person or partnership has, either absolutely or contin- 
gently, an obligation (other than an excluded obligation in rela- 
tion to the share) to effect any undertaking, either immediately 
or in the future, with respect to the share or the agreement under 
which the share is issued (including any guarantee, security, in- 
demnity, covenant or agreement and including the lending of 
funds to or the placing of amounts on deposit with, or on behalf 
of, the holder of the share or, where the holder is a partnership, 
the members thereof or specified persons in relation to the 
holder or the members of the partnership, as the case may be) 
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that may reasonably be considered to have been given to ensure, 
directly or indirectly, that 


(i) any loss that the holder of the share and, where the holder 
is a partnership, the members thereof or specified persons in 
relation to the holder or the members of the partnership, as 
the case may be, may sustain by reason of the holding, own- 
ership or disposition of the share or any other property is lim- 
ited in any respect, or 


(ii) the holder of the share and, where the holder is a partner- 
ship, the members thereof or specified persons in relation to 
the holder or the members of the partnership, as the case may 
be, will derive earnings, by reason of the holding, ownership 
or disposition of the share or any other property; 


(d) the corporation or a specified person in relation to the corpo- 
ration may reasonably be expected 


(i) to acquire or cancel the share in whole or in part otherwise 
than on a conversion or exchange of the share that meets the 
conditions set out in clauses (a)(il1)(A) and (B), 


(ii) to reduce the paid-up capital of the corporation in respect 
of the share otherwise than on a conversion or exchange of 
the share that meets the conditions set out in clauses 
(a)(iii)(A) and (B), or 

(iii) to make a payment, transfer or other provision (other- 
wise than pursuant to an excluded obligation in relation to 
the share), directly or indirectly, by way of a dividend, loan, 
purchase of shares, financial assistance to any purchaser of 
the share or, where the purchaser is a partnership, the mem- 
bers thereof or in any other manner whatever, that may rea- 
sonably be considered to be a repayment or return of all or 
part of the consideration for which the share was issued or 
for which a partnership interest was issued in a partnership 
that acquires the share, 


within 5 years after the date the share is issued, otherwise than 
as a consequence of an amalgamation of a subsidiary wholly- 
owned corporation, a winding-up of a subsidiary wholly-owned 
corporation to which subsection 88(1) of the Act applies or the 
payment of a dividend by a subsidiary wholly-owned corpora- 
tion to its parent; 


(e) any person or partnership can reasonably be expected to ef- 
fect, within 5 years after the date the share is issued, any under- 
taking which, if it were in effect at the time the share was issued, 
would result in the share being a prescribed share by reason of 
paragraph (c); or 

(f) it may reasonably be expected that, within 5 years after the 
date the share is issued, 


(i) any of the terms or conditions of the share or any existing 
agreement relating to the share or its issue will thereafter be 
modified, or 


(11) any new agreement relating to the share or its issue will 
be entered into, 


in such a manner that the share would be a prescribed share if it 
had been issued at the time of the modification or at the time 
when the new agreement is entered into. 
Related Provisions: Reg. 6202.1(1.1), (2.1) — Prescribed right; Reg. 6202.1(3) — 
Dividend entitlement and liquidation entitlement; Reg. 6202.1(4) — Agreement 
deemed not to be undertaking. 


Selected Cases [Reg. 6202.1(1)]: Furukawa v. R., [1999] 2 C.T.C. 2095 (TCC) 
(For share to be prescribed, must be obligation to repay directly. or indirectly considera- 
tion for share). 


Proposed Addition — Reg. 6202.1(1.1) 


(1.1) [Flow-through shares — prescribed right] — For the 
purpose of the definition “flow-through share” in subsection 
66(15) of the Act, a new right to acquire a share of the capital 
stock of a corporation is a prescribed right if, at the time the right 
is issued, 


(a) the amount that the holder of the right is entitled to receive 
in respect of the right on the dissolution, liquidation or wind- 
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ing-up of the corporation or on the redemption, acquisition or 

cancellation of the right by the corporation or by specified per- 

sons in relation to the corporation (referred to in this section as 

the “liquidation entitlement” of the right) can reasonably be 
considered to be, by way of a formula or otherwise, fixed, lim-_ 
ited to a maximum or established to be not less than a. 
minimum; 


(b) the right is convertible or exchangeable into another secur- 
ity issued by the corporation unless. _ 


(i) the right is convertible or exchangeable only into 


(A) a share of the corporation that, if TST, would not 
be a prescribed share, 


(B) another right (including a right conterted by a war- 
rant) that G 


(1) if it were issued, would not be a opis ADR right, 
and 


(11). it it were. exercised, was allow the person ex- 
ercising it to acquire only a share of the corporation 
that, if the share were issued, would not be a pre- 
scribed share, or __ 


: (C) both a share denied in Panay (A) ant a Fight de- 
scribed in clause (B), and 


(ii) all the’ consideration receivable by the ONE on the 

conversion or exchange of the right is the share described 
in clause (A) or the right described in clause (B), or both, as 
the case may be; 


©) any ‘person or partnership has, either absolutely or contin- 
gently, an obligation (other fap 3 an excluded obligation 1 in rela- 
‘fon to the right) 


(i) to provide assistance, 
(ii) to make a loan or payment, 
_ (iii) to transfer property, or — 


~ (iy) to otherwise confer a benefit by any méans whatever, 
including the payment of a dividend, 


either immediately or in the future, that can reasonably be con- 
sidered to be, directly or indirectly, a repayment or return by 


the corporation or a specified person in relation to the corpora- 


tion of all or part of the consideration for which the right was 


issued or for which a partnership interest was issued in a Pathe 


- hership that acquires the right; 


(d) any person or partnership has, either absolutely or contin- 

. gently, an obligation (other than an excluded obligation in rela- 
_ tion to the right) to effect any undertaking, either immediately 
or in the future, with respect to the right or the agreement 


under which the right is issued (including any guarantee, se- 
curity, indemnity, covenant or agreement and including the 
lending of funds to or the placing of amounts on deposit with, 
or on behalf of, the holder of the right or where the holder is a 
partnership, the members of the partnership or specified per- 
sons in relation to the holder or the members of the partner- 
ship, as the case may be) that can reasonably be considered to 
have been given to ensure, directly or indirectly, that 


(i) any loss that the holder of the right and, where the 
holder is a partnership, the members of the partnership or 

_ specified persons in relation to the holder or the members 
of the partnership, as the case may be, may sustain because 
of the holding, ownership or disposition of the right or any 
other property is limited in any respect, or 


(ii) the holder of the right and, where the holder i is a part- 
nership, the members of the partnership or specified per- 
sons in relation to the holder or the members of the partner- 
ship, as the case may be, will derive earnings, because of 
the holding, ownership or SPO of the ie or any 
other property; 
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Related Provisions: Reg. 6202.1(3) — Dividend entitlement and liqu 
tlement; Reg. 6202.1(4) — Agreement deemed not to be undertaking. 


(2) [Flow-through shares — prescribed share] — For the 
purposes of the definition “flow-through share” in subsection 
66(15) of the Act, a new share of the capital stock of a corporation 
is a prescribed share if 


(a) the consideration for which the share is to be issued is to be 
determined more than 60 days after entering into the agreement 
pursuant to which the share is to be issued; 


(b) the corporation or a specified person in relation to the corpo- 
ration, directly or indirectly, 


(i) provided assistance, 
(ii) made or arranged for a loan or payment, 
(iii) transferred property, or 
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(iv) otherwise conferred a benefit by any means whatever, 
including the payment of a dividend, 


for the purpose of assisting any person or partnership in acquir- 
ing the share or any person or partnership in acquiring an inter- 
est in a partnership acquiring the share (otherwise than by reason 
of an excluded obligation in relation to the share); or 


(c) the holder of the share or, where the holder is a partnership, a 
member thereof, has a right under any agreement or arrangement 
entered into under circumstances where it is reasonable to con- 
sider that the agreement or arrangement was contemplated at or 
before the time when the agreement to issue the share was en- 
tered into, 


(i) to dispose of the share, and 


(ii) through a transaction or event or a series of transactions 
or events contemplated by the agreement or arrangement, to 
acquire a share (referred to in this paragraph as the “acquired 
share”’) of the capital stock of another corporation that would 
be a prescribed share under subsection (1) if the acquired 
share were issued at the time the share was issued, other than 
a share that would not be a prescribed share if subsection (1) 
were read without reference to subparagraphs (a)(iv) and 
(d)(i) and (ii) thereof where the acquired share is a share 


(A) of a mutual fund corporation, or 


(B) of a corporation that becomes a mutual fund corpora- 
tion within 90 days after the acquisition of the acquired 
share. 


Related Provisions: ITA 248(10) — Series of transactions. 
oposed Addition — “Reg. 6202.1(2.1) 
oe 1 right] — For the purpose of - definition 
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rwise conferred a benefit by any me 
ling the ayment of a dividend; or 


| the holder of the new right « or, where the holder is a ae 
hip, a member of the partnership, has a right under any agree- 
_ ment or arrangement entered into under circumstances where it 
is reasonable to consider that the agreement or arrangement 
; _was contemplated at or before the time the agreement to issue 
the new pent was entered i into, 


_ (A) a share (referred to in this paragraph as 1 

quired share’ *) of the capital stock of another ‘corpora- 
tion that would be a prescribed share under subsection 
(1) if the acquired share were issued at the time the new 
right was issued, other than a share that would not be a 
prescribed share if subsection (1) were read without ref- 
erence to subparagraphs (1)(a)Giv) and ee and i) 
where: the acquired share isa share 


(1) of a mutual fund corporation, or 
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(ID) of a corporation that becomes a mutual fund cor- 
poration within 90 days after the ae mayer the 
acquired share, or 


(B) a right (referred to in this veacauk: as the‘ peated 
right’) to acquire a share of the capital stock of another 
corporation that would, if it were issued at the time the 
new right was issued, be a prescribed right, other than a 
right that would not be a prescribed right if subsection 
(1.1) were read without reference to subparagraph 
(1.1)(e)G) where the acquired right is a Hen to Sabet a 
share of the capital stock 


(1) of a mutual fund corporation, or 


(II) of a corporation that becomes a mutual fund cor- 
poration within 90 says after the acquisition of the 
acquired right. 


Application: The July 16, 2010 draft regulations Part Tah. oe 
175(4), will add subsec. 6202.1(2.1), applicable to shares and a issued under an 
agreement made after December 20, 2002. 


Technical Notes (July 2010): Subsection 6202. 12). lists ‘the coi ons under 
which a new share of a corporation can be considered a prescribed share, New sub- 
section 6202.1(2.1) provides for similar rules that apply in respect of a new right and 
lists the conditions under which a new right can be considered a prescribed right. _ 
These amendments are consequential to the amendments to the definition of “flow-_ 
through share” that ensure that a prescribed right is not treated as a flow-through 
share. 


Related Provisions: ITA 248(10) — Series of transactions. 


(3) [Dividend entitlement and liquidation entitlement] — 
For the purposes of subsection (1), 


(a) the dividend entitlement of a share of the capital stock of a 
corporation shall be deemed not to be fixed, limited to a maxi- 
mum or established to be not less than a minimum where all 
dividends on the share are determined solely by reference to a 
multiple or fraction of the dividend entitlement of another share 
of the capital stock of the corporation, or of another corporation 
that controls the corporation, where the dividend entitlement of 
that other share is not described in subparagraph (1)(a)(i); and 


(b) the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not to be fixed, limited to a maxi- 
mum or established to be not less than a minimum where all the 
liquidation entitlement is determinable solely by reference to the 
liquidation entitlement of another share of the capital stock of 
the corporation, or of another corporation that controls the cor- 
poration, where the liquidation entitlement of that other share is 
not described in subparagraph (1)(a)(ii). 


Proposed Amendment — Reg. 6202.1 (3) : 


(3) [Dividend entitlement and li dation entitlement] — 
For the purposes of subsections (1) and (1.1), 


(a) the dividend entitlement of a share of the capital stock of a 
corporation is deemed not to be fixed, limited to a maximum — 
or established to be not less than a minimum where all divi- 
dends on the share are determined solely by reference to a _ 
multiple or fraction of the dividend entitlement of another 
share of the capital stock of the corporation, or of another cor- 
poration that controls the corporation, where the dividend enti- _ 
tlement of that other share is not described in apenas 


(1)(a)G); and 


(b) the liquidation entitlement of a share of the canis stock - - 


a corporation, or of a right to ae a share of the capital 


be fixed, limited to a maximum | or € 
than a minimum where 


(i) all the liquidation spnifiement is determinable ‘solely by 
reference to 


(A) the liquidation entitlement of Lee chive of the 
capital stock of the corporation (or a share of the capital 
stock of another pore that controls the corpora- 
tion), or © 


Income Tax Regulations 


(B) the liquidation entitlement of a right to acquire the 
capital stock of the corporation (or another corporation 
that controls the corporation), 


Gi) the. liquidation entitlement described in Cues (iA), if 
any, is not described in subparagraph (1)(a)(ii), and 
(ili) the liquidation entitlement described in or. > (8), if 
any, is not described in paragraph (1.1)(a). ae 
Application: ‘The July 16, 2010 draft regulations (Part ae subsec. 


175(4), will amend subsec.. -6202.1(3) to read as above, LORS to shares and 
rights issued under an agreement r made after Decer . 
Technical Notes (July 2010): Subsection 6202. 10) as on tee cies gina 


under which certain dividend entitlements referred to in subparagraph (1)(a)@), and 
ts referred to in ahaha Cenc, could be considered to 


ea eS: io new subsection 6202. 1a. Di is s added, 


* the references to the phr. 


“shall be on are replaced with references to “is 
deemed, ” and 


. ae )i is traced fee cea and references to atts to acquire a shere 
of the sae stock, of a corperathe and to new subparagraph (1. xe are 
added. » 


(4) [Agreement deemed not to be undertaking] — For the 
purposes of paragraphs (1)(c) and (e), an agreement entered into be- 
tween the first holder of a share and another person or partnership 
for the sale of the share to that other person or partnership for its 
fair market value at the time the share is acquired by the other per- 
son or partnership (determined without regard to the agreement) 
shall be deomene not to be an banenieanes with resneet to fhe share. 


[i greement deemed not to be updaaainel =) 
Ss of aragraphs (yc) and (€) and (1. I)(d)_ anc 
gue 


on or partnership for the sale o 
ee for its fair m 
oe Py | the other pce 


The fly. 16, 2010 draft regulations (Part eine subsec. 
amend subsec. 6202. a to read as above, applicable to shares and 
Pee aha 


Technical Notce (July 201 0):: ce [ 
of ieee (1)(c) and (), an agreement 


- + refi erences to paragraphs (d) and © are added sd ceil to the e introduc- : 


tion of new subsection (1.1). 


(5) [Definitions] — For the purposes of section’ 6202 and this 
section, 


“excluded obligation”, in relation to a share issued by. a corpora- 
tion, means 


(a) an obligation of the corporation 


(i) with respect to eligibility for, or the amount of, any assis- 
tance under the Canadian Exploration and Development In- 
centive Program Act, the Canadian Exploration Incentive 
Program Act, the Ontario Mineral Exploration Program Act, 
1989, Statutes of Ontario 1989, c. 40, or the Mineral Explo- 
ration Incentive Program Act (Manitoba), Statutes of Mani- 
toba 1990-91, c. 45, or 


(ii) with respect to the making of an election respecting such 
assistance and the flowing out of such assistance to the 
holder of the share in accordance with any of those Acts, 
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(a.1) an obligation of the corporation, in respect’ of the ‘share, to 
distribute an amount that represents a payment out hoe assistance 
to which the corporation is entitled 


(i) under section 25.1 of the Income Tax Act, Revised Stat- 
utes of British Columbia, 1996, c. 215, and 


(ii) as a consequence of the corporation making expenditures 
funded by consideration received for shares issued by the 
corporation in respect of which the corporation purports to 
renounce an amount under subsection ae 6) of the Act, 
and 


(b) an obligation of any person or partnership to efrdet an under- 
taking to indemnify a holder of the share or, where the holder is 
a partnership, a member thereof, for an amount not exceeding 
the amount of any tax payable under the Act or the laws of a new right” m ght is 1 
province by the holder or the member of the partnership; as the | wire a sha 1€ Capital stock o ation, other than 
case may be, as a consequence of ht that is issi it a partic . im ¢ seh abe 

(i) the failure of the corporation to renounce an amount to the 0 

holder in respect of the share, or 


(ii) a reduction, under subsection 66(12.73) of the Act, of an 
amount purported to be renounced to the holder in respect of 
the share; 


we Pe es December 20, "2002, 


“new share” means a share of the capital stock of a corporation 
issued after June 17, 1987, other than a share issued at a particular 
time before 1989 


(a) pursuant to an, agreement in writing entered into before June 
18, 1987, 


(b) as\part of a distribution'of shares ‘to the public'made in accor- 
dance with the terms of a prospectus, preliminary prospectus, re- 
gistration statement, offering memorandum or notice, required 
by law to be filed: before distribution of the shares begins, filed 
before June 18, 1987 with a public authority in Canada in accor- 
dance: with the securities legislation of the province in which the 
shares were ‘distributed, or 


im) 
e 
fe) 

= 

i 
= 
D 
® 

fay 


(c) to a partnership in which interests were issued as part of a 
distribution to the public made in accordance with the terms of a 
prospectus, preliminary prospectus, registration statement, offer- 
ing memorandum or notice, required by law to be filed before 
distribution of the interests begins, filed before June 18, 1987 
with a public authority in Canada in accordance with the securi- 
ties, legislation,of the province in. which the interests were dis- 
tributed, where all interests in the partnership issued at or before 
the particular time were issued as part of the distribution or prior 
to the beginning of the distribution; 


“spebitied person”. These definitions are inport dete a W I 3 se eh ) d 
a capital stock ofa a Gipoition can gee thr rescribed | ‘specified person’’, in relation to any particular person, means an- 


share 8G UsI00 eg '__| other person with whom the particular person does not deal at arm’s 
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length or any partnership or trust of which the particular person or 
the other person is a member or beneficiary, respectively. 


Related Provisions: ITA 96(2.2)(d)(vii) — Exclusion from limited partnership at- 
risk rules; ITA 143.2(3)(b)(iv) — Exclusion from tax shelter at-risk adjustments. 
History: The opening words of subsec. 6202.1(1) amended by P.C. 2000-1096, sub- 
sec. 1(1), July 27, 2000, Canada Gazette, Part II, August 16, 2000, applicable after July 
31, 1998. 
The opening words of subsec. 6202.1(2) amended by P.C. 2000-1096, subsec. 1(2), 
July 27, 2000, Canada Gazette, Part Il, August 16, 2000, applicable after July 31, 
1998. 
Para. (a.1) of the definition “excluded obligation” in subsec. 6202.1(5) added by P.C. 
2000-1096, subsec. 1(4), July 27, 2000, Canada Gazette, Part Il, August 16, 2000, ap- 
plicable after July 31, 1998. 
Subpara. (b)(ii) of the definition “excluded obligation” amended by P.C. 1999-196, s. 
3, February 11, 1999, Canada Gazette, Part II, March 3, 1999, applicable to renuncia- 
tions purported to be made after 1996. 
Subpara. (a)(i) of “excluded obligation” substituted by P.C. 1994-618, s. 1, April 21, 
1994, Canada Gazette, Part Il, May 4, 1994, applicable to shares issued after February 
1992. 
Subparas. (a)(i), (ii) of “excluded obligation” amended by P.C. 1991-2475, s. 1, De- 
cember 12, 1991, Canada Gazette, Part Il, January 1, 1992, applicable in respect of 
shares issued after May 3, 1990. 
S. 6202.1 added by P.C. 1990-51, s. 2, January 18, 1990, Canada Gazette, Part Il, 
January 31, 1990. Paras. 6202.1(2)(a) and (b) are applicable in respect of shares issued 
after December 15, 1987, other than a share issued at a particular time 

(a) pursuant to an agreement in writing entered into before December 16, 1987; 


(b) as part of a distribution of shares to the public made in accordance with the 
terms of a prospectus, preliminary prospectus, registration statement, offering 
memorandum or notice, required by law to be filed before distribution of the shares 
begins, filed before December 16, 1987 with a public authority in Canada in accor- 
dance with the securities legislation of the province in which the shares were dis- 
tributed; or 
(c) to a partnership in which interests were issued as part of a distribution to the 
public made in accordance with the terms of a prospectus, preliminary prospectus, 
registration statement, offering memorandum or notice, required by law to be filed 
before distribution of the interests begins, filed before December 16, 1987 with a 
public authority in Canada in accordance with the securities legislation of the prov- 
ince in which the interests were distributed, where all interests in the partnership 
issued at or before the particular time were issued as part of the distribution or 
prior to the beginning of the distribution. 
The remainder of s. 6202.1 is applicable in respect of shares issued after June 17, 1987. 
Definitions [Reg. 6202.1]: “amount” — ITA 248(1); “arm’s length” — ITA 251(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “corporation” — ITA 248(1), Interpre- 
tation Act 35(1); “disposition”, “dividend” — ITA 248(1); “excluded obligation” — 
Reg. 6202.1(5); “liquidation entitlement” —Reg. 6202.1(1)(a)Gii), (1-1)(a), (3)(b); 
“mutual fund corporation” —ITA 131(8), 248(1); “new right”, “new share” — Reg. 
6202.1(5); “paid-up capital” —ITA 89(1), 248(1); “person”, “prescribed” — ITA 
248(1); “prescribed right” — Reg. 6202.1(1.1), (2.1); “property” — ITA 248(1); “prov- 
ince’, “security” — Interpretation Act 35(1); “series” —ITA 248(10); “share”, “sub- 
sidiary wholly-owned corporation” —ITA 248(1); “specified person” — Reg. 
6202.1(5); “trust” —ITA 104(1), 248(1), (3); “undertaking” — Reg. 6202.1(4); “writ- 
ing” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-503: Exploration and development shares (archived). 


6203. (1) [Share-purchase tax credit] — For the purposes of 
subsection 192(6) of the Act, a prescribed share of the capital stock 
of a taxable Canadian corporation is a share (other than a share ac- 
quired by a taxpayer under circumstances referred to in section 66.3 
of the Act, a share acquired as consideration for a disposition of 
property in respect of which an election was made under subsection 
85(1) or (2) of the Act and a share that can be considered to have 
been issued, directly or indirectly, for consideration that includes 
other shares of the capital stock of the corporation) where, at the 
time it is issued, 


(a) under the terms or conditions of the share or any agreement 
in respect of the share or its issue, 


(i) the amount of the dividends (in this section referred to as 
the “dividend entitlement’) that the corporation may declare 
or pay on the share is not limited to a maximum amount or 
fixed at a minimum amount at that time or any time thereaf- 
ter by way of a formula or otherwise, 


(ii) the amount (in this section referred to as the “liquidation 
entitlement’) that the holder of the share is entitled to receive 
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on the share on the dissolution, liquidation or winding-up of 
the corporation is not limited to a maximum amount or fixed 
at a minimum amount by way of a formula or otherwise, 


(iii) the share cannot be converted into any other security, 
other than into another security of the corporation that would, 
if it were issued for consideration that does not include other 
shares of the capital stock of the corporation, be a prescribed 
share, 


(iv) the holder of the share cannot at that time or at any time 
thereafter cause the share to be redeemed, acquired or can- 
celled by the corporation or any specified person in relation 
to the corporation, except where the redemption, acquisition 
or cancellation is required pursuant to a conversion that is not 
prohibited by subparagraph (iii), 

(v) no person or partnership has, either absolutely or contin- 
gently, an obligation to reduce, or to cause the corporation to 
reduce, at that time or at any time thereafter, the paid-up cap- 
ital in respect of the share, except where the reduction is re- 
quired pursuant to a conversion that is not prohibited by sub- 
paragraph (iii), 

(vi) no person or partnership has, either absolutely or contin- 
gently, an obligation at that time or at any time thereafter to 


(A) provide assistance to acquire the share, 
(B) make a loan or payment, 
(C) transfer property, or 


(D) otherwise confer a benefit by any means whatever, 
including the payment of a dividend, 


that may reasonably be considered to be, directly or indi- 
rectly, a repayment or return by the corporation or a specified 
person in relation to the corporation of all or part of the con- 
sideration for which the share was issued, 


(vii) neither the corporation nor any specified person in rela- 
tion to the corporation has, either absolutely or contingently, 
the right or obligation to redeem, acquire or cancel, at that 
time or at any time thereafter, the share in whole or in part 
other than for an amount that approximates the fair market 
value of the share (determined without reference to any such 
right or obligation), and 


(viii) no person or partnership has, either absolutely or con- 
tingently, an obligation to provide, at that time or at any time 
thereafter, any form of undertaking with respect to the share 
(including any guarantee, security, indemnity, covenant or 
agreement and including the lending of funds to or the plac- 
ing of amounts on deposit with, or on behalf of, the holder of 
the share or any specified person in relation to holder) that 
may reasonably be considered to have been given to ensure 
that 


(A) any loss that the holder of the share may sustain by 
virtue of the holding, ownership or disposition of the 
share is limited in any respect, or 


(B) the holder of the share will derive earnings by virtue 
of the holding, ownership or disposition of the share; 


(b) the corporation or a specified person in relation to the corpo- 
ration cannot reasonably be expected to, within two ee after 
the time the share is issued, 


(i) acquire or cancel the share in whole or in part, 


(ii) reduce the paid-up capital of the corporation in respect of 
the share, or 


(iii) make a payment, transfer or other provision, directly or 
indirectly, by way of a dividend, loan, purchase of shares, 
financial assistance to any purchaser of the share or in any 
other manner whatever, that may reasonably be considered to 
be a repayment or return of all or part of the consideration for 
which the share was issued 


otherwise than as a consequence of the payment of a dividend 
paid by a subsidiary wholly-owned corporation to its parent, of 
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an amalgamation of a subsidiary wholly-owned corporation or | 


of a winding-up to which subsection 88(1) of the Act applies; 


(c) no person or partnership can reasonably be expected to pro- 
vide, within two years after the time the share is issued, any 
form of undertaking with respect to the share (including any 
guarantee, security, indemnity, covenant or agreement and in- 
cluding the lending of funds to, or the placing of amounts on 
deposit with, or on behalf of, the holder of the share or any spec- 
ified person in relation to the holder); and 


(d) it cannot reasonably be expected that any of the terms. or 
conditions of the share or any. existing agreement in respect of 
the share or its issue will thereafter be modified or amended, or 
that any new agreement in respect of the share or its issue will 
be entered into, within two years after the time the share is is- 
sued, in such a manner that the share would not be a prescribed 
share if it had been issued at the time of such modification or 
amendment or at the time the new agreement is entered into. 


(2) [Interpretation] — For the purposes of subsection (1), 


(a) the dividend entitlement of a share of the capital stock of a 
corporation shall be deemed not to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that all or substantially all of the dividend entitle- 
ment is determinable by reference to the dividend entitlement of 
another share of the capital stock of the corporation that meets 
the requirements of subparagraph (1)(a)(i); 


(b) the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not ‘to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that all or substantially all of the liquidation enti- 
tlement is determinable by reference to the liquidation entitle- 
ment of another share of the capital stock of the corporation that 
meets the requirements of subparagraph (1)(a)(ii); 


(c) where a corporation has merged or amalgamated with one or 
more other corporations, the corporation formed as a result of 
the merger or amalgamation shall be deemed tobe the same cor- 
poration as, and a continuation of, each of its predecessor corpo- 
rations and a share issued on the merger or amalgamation as 
consideration for another share shall be deemed. to be the same 
share as the share for which it was. issued but this paragraph 
does not apply if the share issued on the merger or amalgama- 
tion is not a prescribed share at the time of its issue; and 


(d) an agreement entered into between the first purchaser of a 
share and another person or partnership, other than a specified 
person in relation to the corporation issuing the share, for the 
sale of the share to that other person or partnership shall be 
deemed not to be an undertaking with respect to the share. 


(3) [“Specified person”] — For the purposes of subsections (1) 
and (2), “specified person”, in relation to a corporation or a holder 
of a share, as the case may be (in this subsection referred to as the 
“taxpayer”), means any person or partnership with whom the tax- 
payer does not deal at arm’s length or any partnership or trust of 
which the taxpayer (or a person or partnership with whom the tax- 
payer does not deal at arm’s length) is a member or beneficiary, 
respectively. 

History: S. 6203 added by P.C. 1986-2770, s. 8, December 11, 1986, Canada Gazette, 
Part Il, December 24, 1986, effective from May 23, 1985. 

Definitions [Reg. 6203]: “amount” —ITA 248(1); “arm’s length” — ITA 251(1); 
“corporation” —ITA 248(1), Interpretation Act 35(1); “disposition” —ITA 248(1); 
“dividend” — ITA 248(1); “dividend entitlement” — Reg. 6203(1)(a)(i), 6203(2)(a); 
“liquidation entitlement” — Reg. 6203(1)(a)(ii), 6203(2)(b); “paid-up capital” — ITA 
89(1), 248(1); “person”, “prescribed”, “property” —ITA 248(1); “security” — Inter- 
pretation Act 35(1); “share” —ITA 248(1); “specified person” — Reg. 6203(3); “sub- 
sidiary wholly-owned corporation” — ITA 248(1); “taxable Canadian corporation” — 
ITA 89(1), '248(1); “taxpayer” — ITA 248(1); “trust” —ITA 104(1), 248(1), (3). 


6204. (1) [Employee stock option deduction — prescribed 
share] — For the purposes of subparagraph 110(1)(d)(i) of the 
Act, a share is a prescribed share of the capital stock of a corpora- 
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tion at the time of its sale or issue, as the case may be, if, at that 
time, 


(a) under the terms or conditions of the share or any agreement 
in respect of the share or its issue, 


(i) the amount of the dividends (in this section referred to as 
the “dividend entitlement’) that the corporation may declare 

_or pay on the share is not limited to a maximum amount or 
fixed at a minimum amount at that time or at any time there- 
after by way of a formula or otherwise, 


(ii) the amount (in this section referred to as the “liquidation 
entitlement’) that the holder of the share is entitled to receive 
on the share on the dissolution, liquidation or winding-up of 
the corporation is not limited to a maximum amount or fixed 
at a minimum amount by way of a formula or otherwise, 


(iii) the share cannot be converted into any other security, 
other than.into another security of the corporation or of an- 
other corporation with which it does not deal at arm’s length 
that is, or would be at the date of conversion, a prescribed 
share, 


(iv) the holder of the share cannot at that time or at any time 
thereafter cause the share to be redeemed, acquired or can- 
celled by the corporation or any specified person in relation 
to the corporation, except where the redemption, acquisition 
or cancellation is required pursuant to a conversion that is not 
prohibited by subparagraph (iii), 


(v) no person or partnership has, either absolutely or contin- 
gently, an obligation to reduce, or to cause the corporation to 
reduce, at that time or at any time thereafter, the paid-up cap- 
ital in respect of the share, except where the reduction is re- 
quired pursuant to a conversion that is not prohibited by sub- 
paragraph (iii), and 


(vi) neither the corporation nor any specified person in rela- 
tion to the corporation has, either absolutely or contingently, 
the right or obligation to redeem, acquire or cancel, at that 
time or any later time, the share in whole or in part other than 
for an amount that approximates the fair market value of the 
share (determined without reference to any such right or obli- 
gation) or a lesser amount; 


(b) the corporation or a specified person in relation to the corpo- 
ration cannot reasonably be expected to, within two years after 
the time the share is sold or issued, as the case may be, redeem, 
acquire or cancel the share in whole or in part, or reduce the 
paid-up capital of the corporation in respect of the share, other- 
wise than as a consequence of 


(i) an amalgamation of a 
corporation, 


subsidiary wholly-owned 


(ii) a winding-up to which subsection 88(1) of the Act ap- 
plies, or 


(iii) a distribution or appropriation to which subsection 84(2) 
of the Act applies; and 


(c) it cannot reasonably be expected that any of the terms or con- 
ditions of the share or any existing agreement in respect of the 
share or its sale or issue will be modified or amended, or that 
any new agreement in respect of the share, its sale or issue will 
be entered into, within two years after the time the share is sold 
or issued, in such a manner that the share would not be a pre- 
scribed share if it had been sold or issued at the time of such 
modification or amendment or at the time the new agreement is 
entered into. 


Related Provisions: Reg. 6204(2) — Rules. 


(2) [Rules] — For the purposes of subsection (1), 


(a) the dividend entitlement of a share of the capital stock of a 
corporation shall be deemed not to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that all or substantially all of the dividend entitle- 
ment is determinable by reference to the dividend entitlement of 
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another share of the capital stock of the corporation that meets 
the requirements of subparagraph (1)(a)(i); 


(b) the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that all or substantially all of the liquidation enti- 
tlemént is determinable by reference to the liquidation entitle- 
ment of another share of the capital stock of the corporation that 
meets the requirements of subparagraph (1)(a)(ii); and 


(c) the determination of whether a share of the capital stock of a 
particular corporation is a prescribed share shall be made with- 
out reference to a right or obligation to redeem, acquire or can- 
cel the share, or to cause the share to be redeemed, acquired or 
cancelled, where 


(i) the person (in this paragraph referred to as the “holder”) 
to whom the share is sold or issued is, at the time the share is 
sold or issued, dealing at arm’s length with the particular cor- 
poration and with each corporation with which the particular 
corporation is not dealing at arm’s length, 


(ii) the right or obligation is provided for in the terms or con- 
ditions of the share or in an agreement in respect of the share 
or its issue and, having regard to all the circumstances, it can 
reasonably be considered that 
(A) the principal purpose of providing for the right or ob- 
ligation is to protect the holder against any loss in respect 
of the share, and the amount payable on the redemption, 
acquisition or cancellation (in this subparagraph and in 
subparagraph (iii) referred to as the “acquisition”’) of the 
share will not exceed the adjusted cost base of the share 
to the holder immediately before the acquisition, or 
(B) the principal purpose of providing for the right or ob- 
ligation is to provide the holder with a market for the 
share, and the amount payable on the acquisition of the 
share will not exceed the fair market value of the share 
immediately before the acquisition, and 


(iii) having regard to all the circumstances, it can reasonably 
be considered that no portion of the amount payable on the 
acquisition of the share is directly determinable by reference 
to the profits of the particular corporation, or of another cor- 
poration with which the particular corporation does not deal 
at arm’s length, for all or any part of the period during which 
the holder owns the share or has a right to acquire the share, 
unless the reference to the profits of the particular corpora- 
tion or the other corporation is only for the purpose of deter- 
mining the fair market value of the share pursuant to a 
formula set out in the terms or conditions of the share or the 
agreement in respect of the share or its issue, as the case may 
be. 


(3) [“Specified person”] — For the purposes of subsection (1), 
“specified person’, in relation to a corporation, means 


(a) any person or partnership with whom the corporation does 
not deal at arm’s length otherwise than because of a right re- 
ferred to in paragraph 251(5)(b) of the Act that arises as a result 
of an offer by the person or partnership to acquire all or substan- 
tially all of the shares of the capital stock of the corporation, or 


(b) any partnership or trust of which the corporation (or a person 
or partnership with whom the corporation does not deal at arm’s 
length) is a member or beneficiary, respectively. 

Related Provisions: Reg. 6204(4) — Interpretation. 


(4) [Interpretation] — For the purposes of subsection (3), the Act 
shall be read without reference to subsection 256(9) of the Act. 
History: Opening words of subsec. 6204(1) amended by P.C. 2010-548, subsec. 22(1), 
April 29, 2010, Canada Gazette, Part II, May 12, 2010, in force on May 12, 2010. 


Para. 6204(2)(c) amended by P.C. 2007-1443, subsec. 4(4), September 27, 2007, Can- 
ada Gazette, Part Il, October 17, 2007, applicable to shares that are sold or issued, and 
to rights to acquire shares that are disposed of, after 2003. 

Para. 6204(1)(b) amended by P.C. 2003-1497, s. 4, October 2, 2003, Canada Gazette, 
Part Il, October 22, 2003, applicable to options exercised after 1998. 


Income Tax Regulations 


Subparas. 6204(1)(a)(vi), (2)(c)(i) and (ii), para. 6204(1)(b), subsec, 6204(3) amended, 
subsec. 6204(4) added, by P.C. 1997-1146, subsecs. 1(1), (3), (2), and (4) respectively, 
August 28, 1997, Canada Gazette, Part II, September 17, 1997. Subpara. 
6204(1)(a)(vi) applicable to shares isssued or sold after 1994; para. 6204(1)(b), sub- 
secs. (3) and (4) applicable to 1996 et seg., and subparas. 6204(2)(c)(i) and (ii) applica- 
ble to 1985 et seq. 

Subpara. 6204(1)(b)(i), subsec. 6204(3) amended, para. 6204(2)(c) added, by P.C. 
1994-618, subsecs. 2(1), (3), and (2) respectively, April 21, 1994, Canada Gazette, Part 
II, May 4, 1994, applicable to 1985 et seq. 

S. 6204 added by P.C. 1986-2770, s.,8, December 11, 1986, Canada Gazette, Part Il, 
December 24, 1986, effective from May 23, 1985. 

Definitions [Reg. 6204]: “adjusted cost base” —ITA 54, 248(1); “amount” — ITA 
248(1); “arm’s length” —ITA 251(1); “corporation” —ITA 248(1), Interpretation Act 
35(1); “dividend” —ITA 248(1); “dividend entitlement” — Reg. 6204(1)(a)(), 
6204(2)(a); “employee” —ITA = 248(1); “liquidation _ entitlement’ — Reg. 
6204(1)(a)(ii), 6204(2)(b); “paid-up capital” —ITA 89(1), 248(1); “person”, “pre- 
scribed” —ITA 248(1); “share”, “subsidiary wholly-owned corporation” —ITA 
248(1); “trust? —ITA 104(1), 248(1), (3). 

Interpretation Bulletins: IT-113R4: Benefits to employees — stock options, IT- 
171R2: Non-resident individuals — computation of taxable income earned in Canada 
and non-refundable tax credits (archived). 


6205. (1) [Capital gains deduction — prescribed share] — 
For the purposes of subsections 110.6(8) and (9) of the Act and sub- 
ject to subsection (3), a prescribed share is a share of the capital 
stock of a corporation where 


(a) under the terms or conditions of the share or any agreement 
in respect of the share or its issue, 


(i) at the time the share is issued, 


(A) the amount of the dividends (in this section referred 
to as the “dividend entitlement”) that the corporation may 
declare or pay on the share is not limited to a maximum 
amount or fixed at a minimum amount at that time or at 
any time thereafter by way ofa formula or otherwise, 


(B) the amount (in this section referred to as the “liquida- 
tion entitlement’’) that the holder of the share is entitled to 
receive on the share on the dissolution, liquidation or 
winding-up of the corporation is not limited to a maxi- 
mum amount or fixed at a minimum amount by way of a 
formula or otherwise, 


(C) the share cannot be converted into any other security, 
other than into another security of the corporation that is, 
or would be at the date of conversion, a prescribed share, 


(D) the holder of the share does not, at that time or at any 
time thereafter, have the right or obligation to cause the 
share to be redeemed, acquired or cancelled by the corpo- 
ration or a specified person in relation to the corporation, 
except where the redemption, acquisition or cancellation 
is required pursuant to a conversion that is not prohibited 
by clause (C), 


(E) no person or partnership has, either absolutely or con- 
tingently, an obligation to reduce, or to cause the corpora- 
tion to reduce, at that time or at any time thereafter, the 
paid-up capital in respect of the share, otherwise than by 
way of a redemption, acquisition or cancellation of the 
share that is not prohibited by this section, 


(F) no person or partnership has, either absolutely or con- 
tingently, an obligation (other than an excluded obligation 
in relation to the share, as defined in subsection 
6202.1(5)) at that time or any time thereafter to 


(I) provide assistance to acquire the share, 
(II) make a loan or payment, 
(III) transfer property, or 


(IV) otherwise confer a benefit by any means 
whatever, including the payment of a dividend, 


that may reasonably be considered to be, directly or indi- 
rectly, a repayment or return by the corporation or a spec- 
ified person in relation to the corporation of all or part of 
the consideration for which the share was issued, and 
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(G) neither the corporation nor any specified person in re- 
lation to the corporation has, either absolutely or contin- 
gently, the right or obligation to redeem, acquire or can- 
cel, at that time or at any time thereafter, the share in 
whole or in part, except where the redemption, acquisition 
or cancellation is required pursuant to a conversion that is 
not prohibited by clause (C), 


(ii) no person or partnership has, either absolutely or contin- 
gently, an obligation (other than an excluded obligation in 
relation to the share, as defined in subsection 6202.1(5)) to 
provide, at any time, any form of undertaking with respect to 
the share (including any guarantee, security, indemnity, cov- 
enant or agreement and ‘including the lending of funds to or 
the placing of amounts on deposit with, or on behalf of, the 
holder of the share or any specified person in relation to that 
holder) that may reasonably be considered to have been 
given to ensure that 


(A) any loss that the holder of the share may sustain by 
virtue of the holding, ownership or disposition of the 
share is limited in any respect, or 


(B) the holder of the share will derive earnings by virtue 


of the holding, ownership or disposition of the share; and | 


(b) at the time the share is issued, it cannot reasonably be ex- 
pected, having regard to all the circumstances, that any.of the 
terms or conditions of the share or any existing agreement in 
respect of the share or its issue will thereafter be modified or 
amended or that any new agreement in respect of the share or its 
issue will be entered into, in such a manner that the share would 
not be a prescribed share if it had been issued at the time of ‘such 
modification or amendment or at the time the new agreement is 
entered into. 


Related Provisions: Reg. 6205(4) — Interpretation. 


(2) [Capital gains deduction — prescribed share] — For the 
purposes of subsections 110.6(8) and (9) of the Act and subject to 
subsection (3), a prescribed share is a share of the capital stock of a 
particular corporation where 


(a) it is a particular share that is owned by a person and that was 
issued by the particular corporation as part of an arrangement to 
that person, to a spouse, common-law partner or parent of that 
person or, if the person is a trust described in paragraph 
104(4)(a) of the Act, to the person who created the trust or by 
whose will the trust was created or, if the person is a corpora- 
tion, to another person owning all of the issued and. out-standing 
shares of the capital. stock of the corporation or to. a spouse, 
common-law partner or parent of that other person, and 


(i) the main purpose of the arrangement was to permit any 
increase in the value of the property of the particular 'corpora- 
tion to accrue to other shares that would, at the time of their 
issue, be prescribed shares. if this section were-read without 
reference to this. subsection, ‘and 


(ii) at the time of the issue of the particular share or at the 
end of the arrangement, 


(A) the other shares were owned by 


(I) the person to whom the particular share was issued 
(in this paragraph referred to as. the “original holder’), 


(II) a person who did not deal at arm’s length with the 
original holder, 


(III) a trust none of the beneficiaries of which were 
persons other than the original holder or a person who 
did not deal at arm’s length with the original holder, or 


(IV) any combination of persons described in sub- 
clause (1), (II) or (IID), 


(B) the other shares were owned by employees of the par- 
ticular corporation or of a corporation controlled by the 
particular corporation, or 
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(C) the other shares were owned by any combination of 
persons each of whom is described in clause (A) or (B); 
or 


(b) it is a share that was issued by a mutual fund corporation. 


Related Provisions: ITA 256(6), (6.1) — Meaning of “controlled”; Reg. 6205(4) — 
Interpretation. 


(3) [Capital gains deduction — prescribed share] — For the 
purposes of subsections 110.6(8) and, (9) of the Act, a. prescribed 
share does not include a share of the capital stock issued by a mu- 
tual fund corporation (other than an investment corporation) the 
value of which can reasonably be considered to be, directly or indi- 
rectly, derived primarily from investments made by the mutual fund 
corporation in one or more corporations (in this subsection referred 
to as an “investee corporation”) connected with it (within the mean- 
ing of subsection 186(4) of the Act on the assumption that the refer- 
ences in that subsection to “payer corporation” and “particular cor- 
poration” were read as references to “‘investee corporation” and 
“mutual fund corporation’, respectively). 


Related Provisions: ITA 186(7) — Interpretation of “connected”. 


(4) [Rules] — For the purposes.of this section, 


(a) the dividend entitlement of a share of the capital stock of a 
corporation shall be deemed. not to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that 


(i) all or substantially all of the dividend entitlement is deter- 
minable by reference. to the dividend entitlement of another 
share of the capital stock of the corporation that meets the 
requirements of clause (1)(a)(i)(A), or 


(ii) the dividend entitlement cannot be such as to impair the 
ability of the corporation to redeem another share of the capi- 
tal stock of the corporation that meets the requirements of 
paragraph (2)(a); 
(b).the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not to be limited to a maximum 
amount,or. fixed. at a minimum amount where it may reasonably 
be considered that all or substantially all of the liquidation enti- 
tlement is determinable by reference, to the liquidation entitle- 
ment of another share of the capital stock of the corporation that 
meets the requirements of clause (1)(a)(1)(B); 


(c) where two or more corporations (each of which is referred to 
in this, paragraph as a “predecessor corporation”) have merged 
or amalgamated, the corporation formed as a result of the 
merger or amalgamation (in this paragraph referred to as the 
“new corporation’’) shall be deemed to be the same corporation 
as, and.a continuation of, each of the predecessor corporations 
and a share of the capital stock of the new corporation issued on 
the merger or amalgamation as consideration for a share of the 
capital stock of a predecessor corporation shall be deemed to be 
the same share as the share of the predecessor corporation for 
which it was issued, but this paragraph does not apply if the 
share issued on the merger or amalgamation is not a prescribed 
share at the time of its issue and either 


(i) the terms and conditions of that share are not identical to 
those of the share of the predecessor corporation for which it 
was issued, or 


(ii) at the time of its issue the fair market value of that share 
is not the same-as that of the share of the predecessor corpo- 
ration for which’ it was issued; 


(d) a reference in clauses (1)(a)(@)(D) and (G) and subparagraph 
(1)(a)(ii) to a right or obligation of the corporation or a person.or 
partnership does, not include a right or obligation provided in a 
written agreement among shareholders of.a private corporation 
owning more than 50% of its issued and outstanding share capi- 
tal having full voting rights under all circumstances to which the 
corporation, person or partnership is a party unless it may rea- 
sonably be considered, having regard to all.the circumstances, 
including the terms of the agreement and the number and rela- 
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tionship of the shareholders, that one of the main reasons for the 
existence of the agreement is to avoid or limit the application of 
subsection 110.6(8) or (9) of the Act; 


(e) where at any particular time after November 21, 1985, the 
terms or conditions of a share are changed or any existing agree- 
ment in respect thereof is changed or a new agreement in respect 
of the share is entered into, the share shall, for the purpose of 
determining whether it is a prescribed share, be deemed to have 
been issued at that particular time; and 


(f) the determination of whether a share of the capital stock of a 
corporation is a prescribed share for the purposes of subsection 
(1) shall be made without reference to a right or obligation to 
redeem, acquire or cancel the share or to cause the share to be 
redeemed, acquired or cancelled where 


(i) the share was issued pursuant to an employee share 
purchase agreement (in this paragraph referred to as “the 
agreement”) to an employee (in this paragraph referred to as 
“the holder”) of the corporation or of a corporation with 
which it did not deal at arm’s length, 


(ii) the holder was dealing at arm’s length with each corpora- 
tion referred to in subparagraph (i) at the time the share was 
issued, and 


(iii) having regard to all the circumstances including the 
terms of the agreement, it may reasonably be considered that 


(A) the amount payable on the redemption, acquisition or 
cancellation (in this clause and in clause (B) referred to as 
the “‘acquisition”) of the share will not exceed 


(I) the adjusted cost base of the share to the holder im- 
mediately before the acquisition, where the acquisition 
was provided for in the agreement and the principal 
purpose for its provision was to protect the holder 
against any loss in respect of the share, or 


(II) the fair market value of the share immediately 
before the acquisition, where the acquisition was pro- 
vided for in the agreement and the principal purpose 
for its provision was to provide the holder with a mar- 
ket for the share, and 


(B) no portion of the amount payable on the acquisition of 
the share is directly determinable by reference to the prof- 
its of the corporation, or of another corporation with 
which it does not deal at arm’s length, for all or any part 
of the period during which the holder owned the share or 
had a right to acquire the share, unless the reference to the 
profits of the corporation or the other corporation is only 
for the purpose of determining the fair market value of the 
share pursuant to a formula set out in the agreement. 


(5) [Specified person”]— For the purposes of this section, 
“specified person”, in relation to a corporation or a holder of a 
share, as the case may be (in this subsection referred to as the “tax- 
payer”), means any person or partnership with whom the taxpayer 
does not deal at arm’s length or any partnership or trust of which 
the taxpayer (or a person or partnership with whom the taxpayer 
does not deal at arm’s length) is a member or beneficiary, 
respectively. 

History: The opening words of para. 6205(2)(a) amended by P.C. 2001-957, s. 5, May 
31, 2001, Canada Gazette, Part II, June 20, 2001, applicable to 2001 et seg., except that 
if a taxpayer and a person have jointly elected pursuant to s. 144 of the Modernization 
of Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 
taxation year, the amendment applies to the taxpayer and the person in respect of the 
applicable taxation year et seq. 


All that portion of subsec. 6205(2) preceding subpara. (a)(ii) amended by P.C. 1994- 
618, subsec. 3(1), April 21, 1994, Canada Gazette, Part Il, May 4, 1994, applicable to 
1985 et seg., except that for taxation years ending before May 5, 1994, the reference in 
subpara. 6205(2)(a)(i) to “without reference to this subsection” shall be read as “‘with- 
out reference to this paragraph”. 


Cl. 6205(2)(a)(ii)(B) amended, and cl: (C) added, by P.C. 1994-618, subsec. 3(3), April 
21, 1994, Canada Gazette, Part II, May 4, 1994, applicable to 1985 et seq. 


Para. 6205(4)(c) amended by the said P.C. 1994-618, subsec. 3(4), applicable to merg- 
ers and amalgamations occurring after 1984. 


Income Tax Regulations 


Cl. 6205(1)(a)(i)(F) and subpara. (1)(a)(ii) amended by P.C. 1991-2475, s. 2, December 
12, 1991, Canada Gazette, Part II, January 1, 1992, applicable after June 17, 1987. 


Paras. 6205(2)(a), (b) substituted for (a) to (c), and subpara. 6205(4)(a)(ii) amended, by 
P.C. 1990-1838, subsecs. 1(1), (2), August 28, 1990, Canada Gazette, Part II, Septem- 
ber 12, 1990, applicable to 1985 et seq. 


Para. 6205(4)(f) added by subsec. 1(3) of the said P.C. 1990-1838, applicable after 
November 27, 1986. 


S. 6205 added by P.C. 1986-2770, s. 8, December 11, 1986, Canada Gazette, Part Il, 
December 24, 1986, applicable to 1985 et seq. 


Definitions [Reg. 6205]: “adjusted cost base” — ITA 54, 248(1); “amount” — ITA 
248(1); “arm’s length” — ITA 251(1); “connected” — ITA 186(4), (7); “controlled” — 
ITA 256(6), (6.1); “corporation” —ITA 248(1), Interpretation Act 35(1); “‘disposi- 
tion” —ITA 248(1); “dividend? —ITA 248(1); “dividend entitlement” — Reg. 
6205(1)(a)(i)(A), 6205(4)(a); “employee” — ITA 248(1); “investment corporation” — 
ITA 130(3), 248(1); “liquidation entitlement” — Reg. 6205(1)(a)(i)(B), 6205(4)(b); 
“mutual fund corporation” —ITA 131(8), 248(1); “paid-up capital” —ITA 89(1), 
248(1); “person”, “prescribed” — ITA 248(1); “private corporation” —ITA 89(1), 
248(1); “property” —ITA 248(1); “security” — Interpretation Act 35(1); “share”, 
“shareholder” — ITA 248(1); “specified person” — Reg. 6205(5); “taxpayer” — ITA 
248(1); “trust? —ITA  104(1),. 2480), (3); “written” — Interpretation Act 
35(1)“writing”’. 


6206. [Prescribed share for ITA 84(8)] — The Class I Special 
Shares of Reed Stenhouse Companies Limited, issued before Janu- 
ary 1, 1986, are prescribed for the purposes of subsection 84(8) of 
the Act. 


History: S. 6206 added by P.C. 1986-2770, s. 8, December 11, 1986, Canada Gazette, 
Part II, December 24, 1986, effective from May 23, 1985. 


6207. (1) For the purposes of paragraph 183.1(4)(c) of the Act (as it 
read in its application to transactions entered into before September 
13, 1988), a share is a prescribed share of the capital stock of an 
acquiring corporation where, at the time the share is issued 


(a) under the terms or conditions of the share or any agreement 
in respect of the share or its issue, 


(i) the amount of the dividends (in this section referred to as 
the “dividend entitlement’’) that the corporation may declare 
or pay on the share is not limited to a maximum amount or 
fixed at a minimum amount at that time or at any time there- 
after by way of a formula or otherwise, 


(ii) the amount (in this section referred to as the “liquidation 
entitlement”) that the holder of the share is entitled to receive 
on the share on the dissolution, liquidation or winding-up of 
the corporation is not limited to a maximum amount or fixed 
at a minimum amount by way of a formula or otherwise, 


(iii) the share cannot be converted into any other security, 
other than into another security of the corporation or of an- 
other corporation with which it does not deal at arm’s length 
that is, or would be at the date of conversion, a prescribed 
share, 


(iv) the holder of the share does not, at that time or at any 
time thereafter, have the right or obligation to cause the share 
to be redeemed, acquired or cancelled by the corporation or 
any specified person in relation to the corporation, except 
where the redemption, acquisition or cancellation is required 
pursuant to a conversion that is not prohibited by subpara- 
graph (iii), 

(v) no person or partnership has, either absolutely or contin- 
gently, an obligation to reduce, or to cause the corporation to 
reduce, at that time or at any time thereafter, the paid-up cap- 
ital in respect of the share, otherwise than by way of a re- 
demption, acquisition or cancellation of the share that is not 
prohibited by this section, and 


(vi) neither the corporation nor any specified person in rela- 
tion to the corporation has, either absolutely or contingently, 
the right or obligation to redeem, acquire or cancel, at that 
time or at any time thereafter, the share in whole or in part, 
except where the redemption, acquisition or cancellation is 
required pursuant to a conversion that is not prohibited by 
subparagraph (iii); and 
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(b) it cannot reasonably be expected, having regard to all the 
circumstances, that any of the terms or conditions of the share or 
any existing agreement in respect of the share or its issue will be 
modified or amended, or that any new agreement in respect of 
the share or its issue will be entered into, in such a manner that 
the share would not be a prescribed share if it had been issued at 
the time of such modification or amendment or at the time the 
new agreement is entered into. 


(2) For the purposes of this section, 


(a) the dividend entitlement of a.share of the capital stock of a 
corporation shall be deemed not to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that all or substantially all the dividend entitle- 
ment is determinable by reference to the dividend entitlement of 
another share of the capital stock of the corporation that meets 
the requirements of subparagraph (1)(a)(i); 


(b) the liquidation entitlement of a share of the capital stock of a 
corporation shall be deemed not to be limited to a maximum 
amount or fixed at a minimum amount where it may reasonably 
be considered that all or substantially all of the liquidation enti- 
tlement is determinable by reference to the liquidation entitle- 
ment of another share of the capital stock of the corporation that 
meets the requirements of subparagraph (1)(a)(ii); 


(c) where at any particular time after June 3, 1987, the terms or 
conditions of a share are changed or any existing agreement in 
respect of the share is changed or a new agreement in respect of 
the share is entered into, the share shall, for the purpose of deter- 
mining whether it is a prescribed share, be deemed to have been 
issued at that particular time; 


(d) the determination of whether a share of the capital stock of a 
corporation owned by an employee of the corporation or another 
corporation with which it does not deal at arms’ length is a pre- 
scribed share shall be made without reference to a right or obli- 
gation with respect to an acquisition of the share, the considera- 
tion for which is described in subparagraph 183.1(4)(c)() or (ii) 
of the Act (as those subparagraphs read in their application to 
transactions entered into before September 13, 1988) where no 
portion of the amount payable on the acquisition of the share is 
directly determinable by reference to the profits of the corpora- 
tion or the other corporation for all or any part of the period 
during which the employee owned the share or had a right to 
acquire the share, unless the reference to the profits of the corpo- 
ration or the other corporation is only for the purpose of deter- 
mining the fair market value of the share pursuant to a formula 
set out in the employee share purchase agreement under which 
the employee acquired the share; and 


(e) a reference in subparagraphs (1)(a)Gv) and (vi) to aright or 
obligation of the corporation ora person or partnership does not 
include a right or. obligation provided in a written agreement 
among shareholders of a private corporation owning more than 
50% of its issued and outstanding share capital having full vot- 
ing rights under all circumstances to which the corporation, per- 
son or partnership is a party unless it may reasonably be consid- 
ered, having regard to all the circumstances including the terms 
of the agreement and the number and relationship of the share- 
holders, that one of the main reasons for the existence of the 
agreement is to avoid or limit the application of subsection 
183.1(1) of the Act. 


(3) For the purposes of subsection (1), “specified person” in relation 
to a corporation means any person or partnership with whom. the 
corporation does not deal at arm’s length or any partnership or trust 
of which the corporation (or a person or partnership with whom. the 
corporation does not deal at arm’s length) is a member or benefici- 
ary, respectively. 

History: That portion of s. 6207 preceding para. (a) amended by P.C. 1992-2335, Sch. 
II, s. 14, November 19, 1992, Canada Gazette, Part Il, December 2, 1992, applicable 
after November 27, 1986. 

S. 6207 added by P.C. 1990-1838, s. 2, August 28, 1990, Canada Gazette, Part Il, 
September 12, 1990, applicable after November 27, 1986, except that it does not apply 
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with respect \to transactions entered into on or after September 13, 1988, other than 
transactions that are part of a series of transactions, determined without reference to 
subsection 248(10) of the Income Tax Act, commencing before September 13, 1988 
and completed before 1989. 


Definitions [Reg. 6207]: “amount” — ITA 248(1); “arm’s length” —ITA 251(1); 
“corporation” — ITA 248(1), Interpretation Act 35(1); “dividend”, “employee” — ITA 
248(1); “paid-up capital” — ITA 89(1), 248(1); “person”, “prescribed” — ITA 248(1); 
“private corporation” —ITA 89(1), 248(1); “share”, “shareholder” — ITA 248(1); 
“trust” — ITA 104(1), 248(1), (3); “written” — Interpretation Act 35(1)“writing”’. 


6208. (1) [Non-resident withholding tax — prescribed se- 
curity] — For the purposes of clause 212(1)(b)(vii)(E) of the Act, a 
prescribed security with respect to an obligation of a corporation is 


(a) a share of the capital stock of the corporation unless 


(i) under the terms and conditions of the share, any agree- 
ment relating to the share or any modification of such terms, 
conditions or agreement, the corporation or a specified per- 
son in relation to the corporation is or may, at any time 
within 5 years after the date of the issue of the obligation, be 
required to redeem, acquire or cancel, in whole or in part, the 
share (unless the share is or may be required to be redeemed, 
acquired or cancelled by reason only of a right to convert the 
share into, or exchange the share for, another share of the 
corporation that, if issued, would be a prescribed security) or 
to reduce its paid-up capital, 


(ii) as a result of the modification or establishment of the 
terms or conditions of the share or the changing or entering 
into of any agreement in respect of the share, the corporation 
or a specified person in relation to the corporation may, 
within 5: years after the date of the issue of the obligation, 
reasonably be expected to. redeem, acquire or cancel, in 
whole or in part, the share (unless the share is or may be 
required to. be redeemed, acquired or cancelled by reason 
only of a right to convert the share into, or exchange the 
share for, another share of the corporation that, if issued, 
would be a prescribed security) or to reduce its paid-up capi- 
tal, or 


(iii) as a result of the terms or conditions of the share or any 
agreement entered into by the corporation or a specified per- 
son in relation to the corporation or any modification of such 
terms, conditions or agreement, any person is required, either 
absolutely or contingently, within 5 years after the date of the 
issue of the obligation, to effect any undertaking, including 
any guarantee, covenant or agreement to purchase or repur- 
chase the share, and including a loan of funds to or the plac- 
ing of amounts on deposit with, or on behalf of, the share- 
holder or a specified person in relation to the shareholder 
given 


(A) to ensure that any loss that the shareholder or a speci- 
fied person in relation to the shareholder may sustain, by 
reason of the ownership, holding or disposition of the 
share or any other property, is limited in any respect, and 


(B) as part of a transaction or event or series of transac- 
tions or events that included the issuance or acquisition of 
the obligation, 


and for the purposes of this subparagraph, where such an un- 
dertaking in respect of a share is given at any particular time 
after the date of the issue of the obligation, the obligation 
shall be deemed to have been issued at the particular time 
and the undertaking shall be deemed to have been given as 
part of a series of transactions that included the issuance or 
acquisition of the obligation, and 


(b) a right or warrant to acquire a share of the capital stock of 
the corporation that would, if issued, be a prescribed security 
with respect to the obligation, 


where all the consideration receivable upon a conversion or ex- 
change of the obligation or the prescribed security, as the case may 
be, is a share of the capital stock of the corporation described in 
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paragraph (a) or a right or warrant described in paragraph (b), or 
both, as the case may be. 

Related Provisions: ITA 248(10) — Series of transactions; Reg. 6208(2) — Consid- 
eration for fractional share. 


Interpretation Bulletins: IT-361R3: Exemption from Part XIII tax on interest pay- 
ments to non-residents. 


(2) [Consideration for fraction of a share] — For the pur- 
poses of this section, where a taxpayer may become entitled upon 
the conversion or exchange of an obligation or a prescribed security 
to receive consideration in lieu of a fraction of a share, that consid- 
eration shall be deemed not to be consideration unless it may rea- 
sonably be considered to be receivable as part of a series of transac- 
tions or events one of the main purposes of which is to avoid or 
limit the application of Part XIII of the Act. 


Related Provisions: ITA 248(10) — Series of transactions. 


(3) (“Specified person”] — In this section, “specified person”, 
in relation to a corporation or a shareholder, means any person with 
whom the corporation or the shareholder, as the case may be, does 
not deal at arm’s length or any partnership or trust of which the 
corporation or the shareholder, as the case may be, or the person is 
a member or beneficiary, respectively. 

History: S. 6208 added by P.C. 1990-854, s. 1, May 10, 1990, Canada Gazette, Part 
Il, May 23, 1990, applicable after December 19, 1986. 

Definitions [Reg. 6208]: “amount” — ITA 248(1); “‘arm’s length” —ITA 251(1); 
“corporation” —ITA 248(1), Interpretation Act 35(1); “disposition” —ITA 248(1); 
“paid-up capital” —ITA 89(1), 248(1); “person”, “prescribed”, “property” — ITA 
248(1); “series” — ITA 248(10); “share”, “shareholder” — ITA 248(1); “specified per- 
son” — Reg. 6208(3); “taxpayer” —ITA 248(1); “trust? — ITA 104(1), 248(1), (3). 


6209. [Lending assets—prescribed shares and _ pro- 
perty] — For the purposes of the definition “lending asset” in sub- 
section 248(1) of the Act, 


(a) a share owned by a bank is a prescribed share for a taxation 
year where it is a preferred share of the capital stock of a corpo- 
ration that is dealing at arm’s length with the bank that may rea- 
sonably be considered to be, and is reported as, a substitute or 
alternative for a loan to the corporation, or another corporation 
with whom the corporation does not deal at arm’s length, in the 
bank’s annual report for the year to the relevant authority or, 
where the bank was throughout the year subject to the supervi- 
sion of the relevant authority but was not required to file an an- 
nual report for the year with the relevant authority, in its finan- 
cial statements for the year; and 


(b) a property is a prescribed property for a taxation year where 


(i). the security is a mark-to-market property (as defined in 
subsection 142.2(1) of the Act) for the year of a financial in- 
stitution (as defined in subsection 142.2(1) of the Act), 
(ii) the security is at any time in the year a property described 
in an inventory of a taxpayer, or 
(iii) the property is a direct financing lease, or is. any other 
financing arrangement, of a taxpayer that is reported as a 
loan in the taxpayer’s financial statement for the year pre- 
pared in accordance with generally accepted accounting prin- 
ciples and an amount is deductible under paragraph 20(1)(a) 
of the Act in respect of the property that is the subject of the 
lease or arrangement in computing the taxpayer’s income for 
the year. 

History: Subparas. 6209(b)(i) and (ii) amended to move “or” from the end of subpara. 


(i) to the end of subpara. (ii) by P.C. 2009-1212, subsec. 5(3), July 30, 2009, Canada 
Gazette, Part, Il, August 19, 2009, applicable 


(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer has made an election under para. 81(11)(b) of S.C. 1998, c. 19 
(Royal Assent June 18, 1998), the Income Tax Amendments Act, 1997. 


Subparas. 6209(b)(i) and (ii) previously amended by the said P.C. 2009-1212, subsec. 
5(2), applicable to taxation years that end after February 22, 1994. 


The opening words of para. 6209(b) amended and subpara. (iii) added by P.C. 1999- 
195, s. 1, February 11, 1999, Canada Gazette, Part Il, March 3, 1999, applicable 


(a) to taxation years that end after September 1997; and 


Income Tax Regulations 


(b) to taxation years that end after 1995 and before October 1997 where the tax- 
payer elects in writing to have para. .20(1)(1) of the Act, as amended, apply to the 
year and files the election with the Minister of National Revenue before October 
1998. 


S. 6209 added by P.C. 1990-2779, s. 3, December 20, 1990, Canada Gazette, Part Il, 
January 16, 1991, applicable to taxation years and fiscal periods commencing after 
June 17, 1987 that end after 1987. 

Definitions [Reg. 6209]: “amount” — ITA 248(1); “arm’s length” —ITA 251(1); 
“bank” —ITA 248(1), Interpretation Act 35(1); “corporation” —ITA 248(1), Inter- 
pretation Act 35(1); “inventory” —ITA 248(1); “mark-to-market property” — ITA 
142.2(1); “preferred share”, “prescribed”, “property” — ITA 248(1); “Share” — ITA 
248(1); “taxation year” —ITA 249; “taxpayer —ITA 248(1). 


6210. [Prescribed debt obligation — donation of listed 
shares] — For the purposes of paragraph 38(a.1) of the Act, a pre- 
scribed debt obligation is a bond, debenture, note, mortgage or sim- 
ilar obligation 


(a) of or guaranteed by the Government of Canada; or 


(b) of the government of a province or an agent of that 
government. | 


History: S. 6210 added by P.C. 2001-954, s. 6, May 31, 2001, Canada Gazette, Part 
II, June 20, 2001, applicable after February 18, 1997. 


PART LXIll — CHILD TAX BENEFITS 


History: Part LXIII (ss. 6300-6302) enacted by P:C. 1992-2714, December 29, 1992, 
Canada Gazette, Part II, January 13, 1993, applicable after 1992. 


6300. Interpretation — In this Part, “qualified dependant’ has the 
meaning assigned by section 122.6 of the Act. 


6301. Non-application of presumption — (1) For the purposes 
of paragraph (g) of the definition “eligible individual” in section 
122.6 of the Act, the presumption referred to in paragraph (f) of that 
definition does not apply in the circumstances where 


(a) the female parent of the qualified dependant declares in writ- 
ing to the Minister that the male parent, with whom she resides, 
is the parent of the qualified dependant who primarily fulfils the 
responsibility for the care and upbringing of each of the quali- 
fied dependants who. reside with both parents; 


(b) the female parent is a qualified dependant of an eligible indi- 
vidual and each of them files a notice with the Minister under 
subsection 122.62 (1) of the Act in respect of the same qualified 
dependant; 


(c) there is more than one female parent of the qualified depen- 
dant who resides with the qualified dependant and each female 
parent files a notice with the Minister under subsection 122.62 
(1) of the Act in respect of the qualified dependant; or 


(d) more than one notice is filed with the Minister under subsec- 
tion 122.62 (1) of the Act in respect of the same qualified depen- 
dant who resides with each of the persons filing the notices if 
such persons live at different locations. 
History: Paras. 6301(1)(a) to (d) amended by 1998-2270, subsec. 9(1), December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable after August 27, 1995. 
Subsec. 6301(1) amended by 1996, c. 11, s. 96, to substitute “Minister of Human Re- 


sources Development” for “Minister of National Health and Welfare”, in force July 12, 
1996. 


(2) For greater certainty, a person who files a notice referred to in 
paragraph (1)(b), (c) or (d) includes a person who is not required 
under subsection 122.62(3) of the Act to file such a notice. 


History: Subsec. 6301(2) amended by 1998-2270, subsec. 9(2), December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicable after August 27, 1995. 


Subsec. 6301(2) amended by 1996, c. 11, s. 96, to substitute “Minister of Human Re- 
sources Development” for “Minister of National Health and Welfare”, in force July 12, 
1996. 

Definitions [Reg. 6301]: “individual”, “Minister” —ITA 248(1); “parent? —ITA 
252(2)(a); “person” — ITA 248(1); “qualified dependant” — Reg. 6300, “writing” — 
Interpretation Act 35(1). 


6302. Factors — For the purposes of paragraph (h) of the defini- 
tion “eligible individual” in section 122.6 of the Act, the following 
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factors are to be considered in determining: what constitutes care 
and upbringing of a qualified dependant: 
(a) the supervision of the daily activities and needs of the quali- 
fied dependant; 


(b) the maintenance of a secure environment in which the quali- 
fied dependant resides; 


(c) the arrangement of, and transportation to, medical care at 
regular intervals and jas required for the, qualified,dependant; 


(d) the arrangement of, participation in, and transportation to, 
educational, recreational, athletic or similar activities in respect 
of the qualified dependant; 


(e) the attendance to the needs of the qualified dependant when 
the qualified dependant is ill or otherwise in need of the attend- 
ance of another person; 


(f) the attendance to the hygienic needs of the qualified oe 
dant on a regular basis; 


(g) the provision, generally, of guidance and es, to 
the qualified dependant; and 


(h) the existence of a court order in respect of the qualified de- 
pendant that is valid in the jurisdiction in which the qualified 
dependant resides: 


Definitions [Reg. 6302]: “person” —ITA 248(1); “qualified dependant” — Reg. 
6300. 


PART LXIV — PRESCRIBED DATES 


History: Part LXIV (s. 6400) added by P.C. 1979-484, February 20,1979, Canada 
Gazette, Part Il, March 14, 1979. 


6400. (1) Child tax credits — For the purposes of subsection 
122.2(1) of the Act, the prescribed date for each of the 1978 and 
subsequent taxation years is December 31 of that year. 


History: S. 6400 substituted by P.C. 1981-911, April 2, 1981, Canada Gazette, Part II, 
April 22, 1981. 


S. 6400 substituted, heading added by P.C. 1980-3278, December 4, 1980, Canada 
Gazette, Part Il, December 24, 1980. 


S: 6400 substituted by P.C. 1980-501, February 8, 1980, Canada Gazette, id II, Feb- 
ruary 27, 1980. 


Definitions [Reg. 6400]: “prescribed” — ITA 248(1); “taxation year” —ITA 249. 


6401. Quebec tax abatement — For the purposes of subsection 
120(2) of the Act, the prescribed date for each of the 1980 and sub- 
sequent taxation years is December 31 of that year. 


History: S. 6401 added by P.C. 1981-911, April 2, 1981, Canada Gazette, Part I, 
April 22, 1981. 


Definitions [Reg. 6401]: “prescribed” — ITA 248(1); “taxation year’ —ITA 249. 


PART LXV — PRESCRIBED LAWS 


History: The heading to Part LXV amended by P.C. 1994-738, s. 1, May 5, 1994, 
Canada Gazette, Part 11, May 18, 1994, applicable to 1990:et seq. 


Part LXV (s..6500) added by P.C. 1980-876, April 3, 1980, Canada Gazette, Part II, 
April 23, 1980, effective commencing, as to subsec. 6500(1), March 31, 1978, and as to 
subsec. 6500(2) as follows: 


(a) January 1, 1979, in respect of para. 6500(2)(a); 

(b) March 31, 1979, in respect of para. 6500(2)(b); 

(c) October 15, 1978, in respect of para. 6500(2)(c); 
(d) March 31, 1978, in respect of para. 6500(2)(d); and 
(e) December 31, 1978, in respect of para. 6500(2)(e). 


6500. [Repealed] 

History: S. 6500 repealed by P.C. 2007-849, s. 9, May 31, 2007, Canada Gazette, Part 
II, June 13, 2007, in force June 13, 2007. 

That portion of subsec. 6500(1) preceding “prescribed class of persons” substituted by 
P.C, 1986-1048, s. 8, May 1, 1986, Canada Gazette, Part II, May 14, 1986, applicable 
to taxation years commencing after 1982. 

Para. 6500(2)(f) added by P.C. 1982-339, February 4, 1982, Canada eas Part II; 
February 24, 1982, effective in respect of 1980 et seq. 


Reg. 
S. 6501 


Para. 6500(2)(b) substituted by P.C; 1981-277, s. 1, February 5, 1981, Canada Gazette, 
Part II, February 25, 1981, effective: March 31, 1979. 


Definitions [Reg. 6500]: “person” — ITA 248(1). 


Interpretation Bulletins: IT-325R2: Property transfers after separation, divorce and 
annulment. 


6501. [Prescribed provisions —non-taxable indemni- 
ties] — For the purposes of paragraph 81(1)(q) of the Act, “pre- 
scribed provision of the law of a province” means 


(a) in respect of the Province of Alberta 


(i) subsections 7(1) and 14(1) of The Criminal Injuries Com- 
pensation Act, R.S.A. 1970, c. 75, and 


(ii) subsections 8(3),. 10(2) and 13(8) of The Motor Vehicle 
Accident Claims Act, R.S.A. 1970, c. 243; 


(b) in respect of the Province of British Columbia 


(i) paragraphs 3(1)(a) and (b) and section 9 of the Criminal 
‘Injury Compensation Act, R.S.B.C. 1979, c. 83, and 


(ii) subsection 106(1) of the Motor-vehicle Act, R.S.B.C. 
1960, c. 253, as amended by S.B.C. 1965, c. 27; 


(c) in respect of the Province of Manitoba 


(i) subsection 6(1) of The Criminal. Injuries Compensation 
Act, S.M. 1970, .c..56, and 


(ii) subsections 7(9) and 12(11) of The Unsatisfied Judge- 
ment Fund Act, R.S.M. 1970, c. U70; 
(d) in respect of the Province of New Brunswick 


(i) subsections 3(1).and.(2) of the Compensation for Victims 
of Crime Act, R.S:N.B. 1973, c. C-14, and 

(ii) subsections 319(3), (10) and 321(1) of the Motor Vehicle 
Act, R.S.N.B. 1973, c. M-17; 


(e) in respect of the Province of Newfoundland 


(i) subsection 27(1) of the Criminal Injuries oe 
Act, R.S.N. 1970,:c. 68, and 


(ii) subsection 106(2) of The Highway Traffic Act, R.S.N. 
1970. Co 525 
(f) in respect of the Northwest Territories, subsections 3(1) and 
5(2) and section 13 of the Criminal Injuries Compensation Ordi- 
nance, R.O.N.W.T. 1974, c. C-23; 


(g) in respect of the Province of Nova Scotia, subsections 190(5) 
and 191(2) of the Motor Vehicle Act, R.S.N.S..1967, c. 191; 


(h) in respect of the Province of Ontario 


(i) section 5, subsection 7(2) and section 14 of The Compen- 
sation for Victims of Crime Act, 1971, S.O. 1971, ¢. 51, and 


(ii) subsections 5(3)-and 6(1) and section .18°of The Motor 
Vehicle Accident Claims Act, R.S.O. 1970, c. 281; 


(i) in respect of the Province of Prince Edward Island, subsec- 
tion 351(3) of the Highway Traffic Act, R.S.P.E.I. 1974, c. H-6; 


) in respect of the Province of Quebec 


(i) sections 5, 5b and 14 of the Crime Victims Compensation 
Act, S.Q. 1971, c. 18, and 


(ii) sections 13 and 26, subsection 37(1) and sections 44 and 
54 of the Automobile Insurance Act, S.Q. 1977, c. 68; 


(k) in respect of the Province of Saskatchewan 


(i) subsection 10(1) of The Criminal Injuries Compensation 
Act, R.S.S. 1978, c. C-47, and 
(ii) subsections 23(1) to (4) and (7), 24(2) to (7) and (9), 
25(1), 26(1), 27(1) and (2), 27(5), 51(8). and. (9), 54(3) and 
55(1) of The Automobile Accident Insurance Act, R.S.S. 
1978, c. A-35; and 
(1) in respect of the Yukon Territory, subsection 3(1) of the 
Compensation for the Victims of Crime Ordinance, O.Y .T. 1975 
(1st); c. 2 as amended by O.Y.T. 1976 (1st), c. 5. 


History: S. 6501 added by P.C. 1981-277, s. 2, February 5, 1981, Canada Gazette, 
Part II, February 25, 1981, effective January 1, 1978. 
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6502. [Prescribed provisions — Ontario family law] — For 
the purposes of paragraph 56(1)(c.1), section 56.1, paragraph 
60(c.1) and section 60.1 of the Act, the class of individuals 


(a) who were parties, whether in a personal capacity or by repre- 
sentation, to proceedings giving rise to an order made in accor- 
dance with the laws of the Province of Ontario, and_ 


(b) who, at the time the application for the order was made, were 
persons described in subclause 14(b)(i) of the Family Law Re- 
form Act, Revised Statutes of Ontario 1980, c. 152, 


is prescribed as a class of persons described in the laws of a 
province. 


History: S. 6502 added by P.C. 1985-177, January 24, 1985, Canada Gazette, Part Il, 
February 6, 1985, effective commencing December 12, 1979. 


Definitions [Reg. 6502]: “individual”, 


ince” — Interpretation Act 35(1). 


“person”, “prescribed” — ITA 248(1); “proy- 


6503. [Prescribed provisions — pensions] — For the pur- 
poses of paragraphs 60(j.02) to (j.04) of the Act, subsections 39(7) 
and 42(8) of the Public Service Superannuation Act and subsection 
24(6) of the Royal Canadian Mounted Police Superannuation Act 
are prescribed. 

History: S. 6503 added by P.C. 1994-738, s. 2, May 5, 1994, Canada Gazette, Part II, 
May 18, 1994, applicable to 1990 et seq., except that, for the 1990 taxation year, the 
reference to “paragraphs 60(j.02) to (j.04)” shall be read as “paragraphs 60(j.02) and 
(j.04)”. 


Definitions [Reg. 6503]: “prescribed” — ITA 248(1). 


PART LXVI — PRESCRIBED ORDER 


History: Part LXVI (s. 6600) added by P.C. 1981-910, April 2, 1981, Canada Gazette, 
Part II, April 22, 1981, effective for 1980 et seq. 


6600. For the purpose of the definition “overseas Canadian Forces 
school staff’ in subsection 248(1) of the Act, the Canadian Forces 
Overseas Schools Regulations is prescribed. 


History: S. 6600 amended by P.C. 2010-548, s. 23, April 29, 2010, Canada Gazette, 
Part II, May 12, 2010, in force on May 12, 2010. 


S. 6600 substituted by P.C. 1981-2410, September 3, 1981, Canada Gazette, Part Il, 
September 23, 1981, effective in respect of 1980 et seq. 


Definitions [Reg. 6600]: “prescribed” — ITA 248(1). 


PART LXVII — PRESCRIBED VENTURE 
CAPITAL CORPORATIONS, LABOUR- 
SPONSORED VENTURE CAPITAL 
CORPORATIONS, INVESTMENT CONTRACT 
CORPORATIONS, QUALIFYING 
CORPORATIONS AND PRESCRIBED STOCK 
SAVINGS PLAN 


History: The heading to Part LXVII substituted by P.C, 1989-2306, s. 1, November 
23, 1989, Canada Gazette, Part Il, December 6, 1989, applicable to 1986 et seq. 


The heading to Part LXVII substituted by P.C. 1986-2770, s. 9, December 11, 1986, 
Canada Gazette, Part Il, December 24, 1986. 


The heading to Part LXVII substituted by P.C. 1984-3789, subsec. 17(1), November 
29, 1984, Canada Gazette, Part II, December 12, 1984, applicable to taxation years 
commencing after November 12, 1981. 


Part LX VII (ss. 6700, 6701) added by P.C. 1981-1788, July 2, 1981, Canada Gazette, 
Part II, July 22, 1981, applicable to 1977 et seq. 


Interpretation Bulletins [Part LXVII]: IT-73R6: The small business deduction; IT- 
269R4: Part IV tax on taxable dividends received by a private corporation or a subject 
corporation; IT-320R3: Qualified investments — Trusts governed by RRSPs, RESPs 
and RRIFs. 


6700. [Prescribed venture capital corporation] — For the 
purposes of paragraph 40(2)(i), clause 53(2)(k)(i)(C), the definition 
“private corporation” in subsection 89(1), subsection 125(6.2), the 
definition ‘“Canadian-controlled private corporation” in subsection 
125(7), section 186.2 and the definition “financial intermediary cor- 


Income Tax Regulations 


poration’ in subsection 191(1) of the Act, the following are pre- 
scribed venture capital corporations: 


(a) a corporation that is registered under the provisions of 


(i) An Act Respecting Corporations for the Development of 
Quebec Business Firms, Statutes of Quebec 1976, c. 33, 


(ii) the Small Business Development Corporations Act, 1979, 
Statutes of Ontario 1979, c. 22, 


(iii) Manitoba Regulation 194/84, being a regulation made 
under The Loans Act, 1983(2), Statutes of Manitoba 1982- 
83-84, c. 36, 


(iv) The Venture Capital Tax Credit Act, Statutes of Sas- 
katchewan 1983-84, c. V-4.1, 


(v) the Small Business Equity Corporations Act, Statutes of 
Alberta 1984, c. S-13.5, 


(vi) the Small Business Venture Capital Act, Statutes of Brit- 
ish Columbia 1985, c. 56, 


(vii) An Act respecting Quebec business investment compa- 
nies, Statutes of Quebec 1985, c. 9, 


(viii) The Venture Capital Act, Statutes of Newfoundland 
1988, c. 15, 


(ix) The Labour-sponsored Venture Capital Corporations 
Act, Statutes of Saskatchewan 1986, c. L-0.2, 


(x) Part 2 of the Employee Investment Act, Revised Statutes 
of British Columbia, 1996, c. 112, 


(xi) Part III of the Community Small Business Investment 
Funds Act, chapter 18 of the Statutes of Ontario, 1992, 


(xii) The Labour-Sponsored Venture Capital Corporations 
Act, Continuing Consolidation of the Statutes of Manitoba c. 
Y7; 

(xiii) Part II of the Risk Capital Investment Tax Credits Act, 
chapter 22 of the Statutes of the Northwest Territories, 1998; 
or 


(xiv) section 11 or Part Il of the Equity Tax Credit Act, Stat- 
utes of Nova Scotia, 1993, c. 3; 


(b) the corporation established by An Act to Establish the Fonds 
de solidarité des travailleurs du Québec (F.T.Q.), Revised Stat- 
utes of Quebec, F-3.2.1; 


(c) a corporation that is registered with the Department of Eco- 
nomic Development and Tourism of the Government of the 
Northwest Territories pursuant to the Venture Capital Policy and 
Directive issued by the Government of the Northwest Territories 
on June 27, 1985; 


(d) a corporation that is a registered labour-sponsored venture 
capital corporation; 
(e) the corporation established by The Manitoba Employee Own- 


ership Fund Corporation Act, Continuing Consolidation of the 
Statutes of Manitoba, c. E95; or 


Proposed Addition — Reg. 6700(e.1) 
-_(e.1) the corporation established by An Act pac Capital 
- régional et coopératif Desjardins, R.S.Q., c. C-6.1. 


Application: The December 20, 2002 draft regulations (Appendix H, easage 
venture capital corporations), s. 1, will add para. 6700(e.1), applicable to 2001 et seq. 


Technical Notes: Section 6700 is to be amended to include in the list of corpora- 
tions that are prescribed venture capital corporations a corporation established by An 
Act constituting Capital régional et coopératif Desjardins, R.S.Q., ¢. C-6.1. 


(f) the corporation established by An Act to establish Fondac- 
tion, le Fonds de développement de la Confédération des syndi- 
cats nationaux pour la coopération et l'emploi, Statutes of Qué- 
bec 1995, c. 48; 


(g) [Repealed] 


History: The opening words of subsec. 6700, subpara. 6700(a)(x) amended, and paras. 
6700(c) and (d) amended by P.C. 2001-1370, subsecs. 2(1), (2), and (4), August 1, 
2001, Canada Gazette, Part Il, August 15, 2001, applicable after June 9, 2001. 


Subpara. 6700(a)(xiv) added, para. 6700(g) repealed, by the said P.C. 2001-1370, sub- 
secs. 2(3), (5), applicable to 1997 et seq. 
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Subpara. 6700(a)(xi) amended by P.C. 1999-249, subsec. 3(1), February 18, 1999, 
Canada Gazette, Part II, March 3, 1999, applicable to 1997 et seg. except that before 
May 8, 1997, the reference to the “Community Small Business Investment Funds Act” 
shall be read as a reference to the “Labour Sponsored Venture Capital Corporations 
Act, 1992”. 


Subpara. 6700(a)(xiii) added by P.C. 1999-249, subsec. 3(2), February 18, 1999, Can- 
ada Gazette, Part II, March 3, 1999, applicable to 1998 et seq. 


Para. 6700(d) amended by P.C. 1998-782, s. 2, May 7, 1998, Canada Gazette, Part II, 
May 27, 1998, applicable after 1995. 


Subpara. 6700(a)(xii) added by P.C. 1997-1943, s. 1, December 17; 1997, Canada Ga- 
zette, Part II, January 7, 1998, applicable to 1997 et seq. 


Para. 6700(g) added by P.C. 1997-1669, s. 1, November 20, 1997, Canada Gazette, 
Part II, December 10, 1997, applicable to 1997 et seq. 


Para. 6700(f) added by P.C. 1996-436, s. 1, March 26, 1996, Canada Gazette, Part II, 
April 17, 1996, applicable to 1995 er seq. 


Subpara. 6700(a)(xi) added applicable to 1991 et seq., para. (b) amended effective June 
20, 1986, and para. (e) added applicable to 1992 et seq., by P.C. 1993-1549, subsecs. 
1(2) to (4), July 21, 1993, Canada Gazette, Part Il, August 11, 1993. 


That portion of s. 6700 preceding para. (a) amended applicable to taxation years ending 
after July 13, 1990, and para. (d) added applicable after 1988, by P.C. 1992-1307, sub- 
secs. 1(1), (2), June 18, 1992, Canada Gazette, Part II, July 1, 1992. 


Subpara. (a)(x) added by P.C. 1992-1306, s. 1, June 18, 1992, Canada Gazette, Part II, 
July 1, 1992, applicable in respect of taxation years ending after September 26, 1989. 


That portion of s. 6700 preceding para. (a) substituted by P.C. 1989-2306, subsec. 2(1), 
November 23, 1989, Canada Gazette, Part Il, December 6, 1989, applicable to taxation 
years ending after February 18, 1987. 


That portion of s. 6700 preceding para. (a) substituted by P.C. 1986-1048, s. 9, May t 
1986, Canada Gazette, Part II, May 14, 1986, applicable to 1985 et seq. 


Subpara. 6700(a)(vi) added by P.C. 1986-739, March 26, 1986, Canada Gazette, Part 
II, April 16, 1986, applicable to 1985 et seq. 


S. 6700 substituted by P.C. 1985-71, January 17, 1985, Canada Gazette, Part II, Febru- 
ary 6, 1985, applicable to 1983 et seq. 


S. 6700 substituted by P.C. 1984-3789, subsec. 17(1), November 29, 1984, Canada 
Gazette, Part Il, December 12, 1984, applicable to taxation years commencing after 
November 12, 1981. 


Definitions [Reg. 6700]: “business” —ITA 248(1); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “registered labour-sponsored venture capital corporation” — 
ITA 248(1). 


Interpretation Bulletins: IT-458R2: Canadian-controlled private corporation. 


6700.1 [Prescribed venture capital corporation] — For the 
purposes of paragraph 40(2)(i) and clause 53(2)(k)(@)(C) of the Act, 
a corporation that has an employee share ownership plan registered 
under Part 1 of the Employee Investment Act, R.S.B.C. 1996, c. 112, 
is also a prescribed venture capital corporation. 


History: S. 6700.1 amended by P.C. 2001-1370, s. 3, August 1, 2001, Canada Ga- 
zette, Part I], August 15, 2001, applicable after June 9, 2001. 


S..6700.1 added by P.C. 1992-1306, s. 2, June 18, 1992, Canada Gazette, Part II, July 
1, 1992, applicable in respect of taxation years ending after September 26, 1989. 


Definitions [Reg. 6700.1]: “corporation” — ITA 248(1), Interpretation Act 35(1). 


6700.2 [Prescribed venture capital corporation] — For the 
purposes of paragraph 40(2)(i) and clause 53(2)(k)(i)(C) of the Act, 
“prescribed venture capital corporation” at any time includes a cor- 
poration that at that time is a corporation registered under the provi- 
sions of Part II of the Community Small Business Investment Funds 
Act, chapter 18 of the Statutes of Ontario, 1992, or of Part II of the 
Risk Capital Investment Tax Credits Act, chapter 22 of the Statutes 
of the Northwest Territories, 1998. 
History: S. 6700.2 amended by P.C: 1999-249, s. 4, February 18, 1999, Canada Ga- 
zette, Part II, March 3, 1999, applicable to 1997 et seg. except that 
(a) before May 8, 1997, the reference to the “Community Small Business Invest- 
ment Funds Act’ shall be read as a reference to the “Labour Sponsored Venture 
Capital Corporations Act, 1992”, 
(b) for the 1997 taxation year, the section shall be read without reference: to, the 
Risk Capital Investment Tax Credits Act, chapter 22 of the Statutes of the North- 
west Territories, 1998. 
S. 6700.2 added by P.C. 1993-1549, s. 2, July 21, 1993, Canada Gazette, Part II, Au- 
gust 11, 1993, applicable to 1991 et seq. 


Definitions [Reg. 6700.2]: “corporation” — ITA 248(1), Interpretation Act 35(1). 


Reg. 
S. 6701 


6701. [Prescribed labour-sponsored venture capital cor- 
poration] — For the purposes of paragraph 40(2)(i), clause 
53(2)(k)(i)(C), the definition “public corporation” in. subsection 
89(1), the definition “specified investment business” in subsection 
125(7), the definition “approved share” in subsection 127.4(1), sub- 
sections 131(8) and (11), section 186.1, the definition “financial in- 
termediary corporation” in subsection 191(1) and the definition “‘el- 
igible investment” in subsection 204.8(1), of the Act, “prescribed 
labour-sponsored venture capital corporation” means, at any partic- 
ular time, 


(a) the corporation established by the Act to establish the Fonds 
de solidarité des travailleurs du Québec 1983, c. 58, 


(b) a corporation that is registered under the provisions of The 
Labour-sponsored Venture Capital Corporations Act, Statutes 
of Saskatchewan 1986, c. L-0.:2, 


(c) a corporation that is registered under Part 2 of the Employee 
Investment Act, Revised Statutes of British Columbia, 1996, c. 
1A: 


(d) a registered labour-sponsored venture capital corporation, 


(e) a corporation that is registered under Part III of the Commu- 
nity Small Business Investment Funds Act, chapter 18 of the 
Statutes of Ontario, 1992; 


(f) the corporation established by The Manitoba Employee Own- 
ership Fund Corporation Act, Continuing Consolidation of the 
Statutes of Manitoba, c. E95, 


(f.1) a corporation that is registered under The Labour-Spon- 
sored Venture Capital Corporations Act, Continuing Consolida- 
tion of the Statutes of Manitoba c. L12; or 


(g) the corporation established by An Act to establish Fondac- 
tion, le Fonds de développement de la Confédération des syndi- 
cats nationaux pour la coopération et l’emploi, Statutes of Qué- 
bec 1995, c. 48, 


(h) a:corporation that is registered under Part Il of the Equity 
Tax Credit Act, Statutes of Nova Scotia’ 1993, c. 3, or 


(i) a corporation that is registered. under Part II of the Risk Capi- 
tal Investment Tax Credits Act, chapter 22, of the. Statutes of 
Northwest Territories, 1998. 


History: The opening words of s. 6701 amended by P.C. 2005-698, s. 4, May 3, 2005, 
Canada Gazette, Part Il, May 18, 2005, applicable to 1995 et seg., except that that 
portion, in its application to property acquired before February 19, 1997, is to be read 
without reference to the definition “eligible investment” in subsection 204.8(1). 


The opening words of subsec. 6701 amended by P.C. 2001-1370, subsec. 4(1), August 
1, 2001, Canada Gazette, Part Il, August 15, 2001, applicable to 1995 et seq., except 
that that portion of s. 6701 shall, in its application to property acquired before February 
19, 1997, be read without reference to the words “and the definition “eligible invest- 
ment” in subsection 204.8(1)”. 


Para: 6701(c) amended by the said P.C. 2001-1370, subsec. 4(2), applicable after June 
9, 2001. 


Para. 6701(i) added by P.C. 1999-249, subsec. 5(2), February 18, 1999, Canada Ga- 
zette, Part II, March 3, 1999, applicable to 1998 et seq. 


Para. 6701(e) amended by P.C. 1999-249, subsec. 5(1), February 18, 1999, Canada 
Gazette, Part II, March 3, 1999, applicable to 1997 et seg. except that before May 8, 
1997, the reference to the “Community Small Business Investment Funds Act’ shall be 
read as a reference to “Labour Sponsored Venture Capital Corporations Act, 1992.” 


Para. 6701(d) amended by P.C. 1998-782, s. 3, May 7, 1998, Canada Gazette, Part I, 
May 27, 1998, applicable after 1995. 


Para. 6701(f.1) added by P.C. 1997-1943, s. 2, December 17, 1997, Canada Gazette, 
Part II, January 7, 1998, applicable to 1997 et seq. 


Para. 6701(h) added by P.C. 1997-1669, s. 2, November 20, 1997, Canada Gazette, 
Part II, December 10, 1997, applicable to 1997 et seq. 


Para. 6701(g) added by P.C. 1996-436, s. 2, March 26, 1996, Canada Gazette, Part I, 
April 17, 1996, applicable to 1995 et seq. 


Para. 6701(e) added applicable to 1991 et seq., and para. (f) added applicable to 1992 et 
seq., by P.C. 1993-1549, s. 3, July 21, 1993, Canada Gazette, Part II, August 11, 1993: 


Definitions [Reg. 6701]: “corporation” —ITA 248(1), Interpretation Act 35(1); 
“registered. labour-sponsored venture capital corporation” — ITA 248(1). 


Interpretation Bulletins: IT-73R6: The small business deduction. 
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Reg. 
S. 6702 


6702. [Prescribed assistance] — For the purposes of subpara- 
graph 40(2)(i)(ii) and clause 53(2)(k)(i)(C) of the Act, each of the 
following is prescribed assistance: 


(a) the assistance received from a province that has been pro- 
vided in respect of, or for the acquisition of, a share of the capi- 
tal stock of a venture capital corporation described in section 
6700; 


(a.1) the assistance provided under the Employee Investment Act, 
R.S.B.C. 1996, c. 112, in respect of, or for the acquisition of, a 
share of the capital stock of a venture capital corporation de- 
scribed in section 6700.1; 


(a.2) the assistance provided under the Community Small Busi- 
ness Investment Funds Act, S.O. 1992, c. 18, the Risk Capital 
Investment Tax Credits Act, S.N.W.T. 1998, c. 22, or the Risk 
Capital Investment Tax Credits Act, S.N.W.T. 1998, ¢. 22, as 
duplicated for Nunavut, in respect of, or for the acquisition of, a 
share of the capital stock of a venture capital corporation de- 
scribed in section 6700.2; 


(b) a tax credit provided in respect of, or for the acquisition of, a 
share of a labour-sponsored venture capital corporation de- 
scribed in section 6701; and 


(c) a tax credit provided by a province in respect of, or for the 
acquisition of, a share of the capital stock of a taxable Canadian 
corporation (other than a share of the capital stock of a corpora- 
tion in respect of which an amount has been renounced by the 
corporation under subsection 66(12.6), (12.601), (12.62) or 
(12.64) of the Act) that is held in a stock savings plan described 
in section 6705. 

Related Provisions: Reg. 7300(b) — Prescribed assistance under Reg. 6702 is a 

prescribed amount for ITA 12(1)(x). 


History: S. 6702 amended by P.C. 2001-1370, s. 5, August 1, 2001, Canada Gazette, 
Part Il, August 15, 2001, applicable after June 9, 2001. 


Para. 6702(a.2) amended by P.C. 1999-249, s. 6, February 18, 1999, Canada Gazette, 
Part II, March 3, 1999, applicable to 1997 et seg. except that before May 8, 1997, the 
reference to the “Community Small Business Investment Funds Act” shall be read as a 
reference to the “Labour Sponsored Venture Capital Corporations Act, 1992”. P.C. 
1999-249 does not specifically indicate it, but presumably for the 1997 taxation year, it 
should also be read without reference to the Risk Capital Investment Tax Credits Act. 


Para. 6702(c) amended by P.C, 1996-494, s. 4, April 16, 1996, Canada Gazette, Part II, 
May 1, 1996, applicable after December 2, 1992. 


Para. 6702(a.2) added by P.C. 1993-1549, s: 4, July 21, 1993, Canada Gazette, Part II, 
August 11, 1993, applicable to 1991 et seq. 

Definitions [Reg. 6702]: “amount” —ITA 248(1); “corporation” —ITA 248(1), 
Interpretation Act 35(1); “prescribed labour-sponsored venture capital corporation” — 
Reg. 6701; “prescribed stock savings plan” — Reg. 6705; “prescribed venture capital 
corporation” — Reg. 6700; “province” — Interpretation Act 35(1), “share” —ITA 
248(1); “taxable Canadian corporation” — ITA 89(1), 248(1). 


6703. [Prescribed investment contract corporation] — For 
the purposes of section 186.1 of the Act, a “prescribed investment 
contract corporation” means a corporation described in clause 
146(1)()Gi)(B) [146(1)‘retirement savings plan’’(b)(i)] of the Act. 
History: That portion of s. 6701 preceding para. (a) was amended applicable to 1990 


et seq. and para. (d) was added applicable after 1988, by P.C. 1992-1307, subsecs. 2(1), 
(2), June 18, 1992, Canada Gazette, Part II, July 1, 1992. ; 


Paras. 6701(c), 6702(a.1) added by P.C. 1992-1306, ss. 3, 4, June 18, 1992, Canada 
Gazette, Part II, July 1, 1992, applicable in respect of taxation years ending after Sep- 
tember 26, 1989. 


S. 6701 substituted, and paras. 6702(a) to (c) substituted for (a) and (b) by P.C. 1989- 
2306, ss. 3 and 4, November 23, 1989, Canada Gazette, Part Il, December 6, 1989, 
applicable to 1986 et seq. 


S. 6701 substituted, new s. 6702 added and former s. 6702 renumbered as s. 6703 by 
P.C. 1986-2770, ss. 10, 11, December 11, 1986, Canada Gazette, Part Il, December 24, 
1986, effective from May 23, 1985. 


S. 6702 added by P.C. 1984-3789, subsec. 17(2), November 29, 1984, Canada Gazette, 
Part II, December 12, 1984, applicable to taxation years commencing after November 


12, 1981. 
Definitions [Reg. 6703]: “corporation” — ITA 248(1), Interpretation Act 35(1). 


6704. [Prescribed qualifying corporation] — For the purposes 
of section 186.2 of the Act, a corporation is a prescribed qualifying 


Income Tax Regulations 


corporation in respect of dividends received by a shareholder on 
shares of its capital stock if, when the shares were acquired by the 
shareholder, they constituted 


(a) an investment described in sections 33 and 34 of the Act re- 
ferred to in subparagraph 6700(a)(i); 


(b) an eligible investment under the provisions of an Act re- 
ferred to in subparagraph 6700(a)(ii), (iv), (Vv), (vi) or (viii) or 
the regulation referred to in subparagraph 6700(a)(iii); 


(c) a qualified investment under the provisions of the Act re- 
ferred to in subparagraph 6700(a)(vii); or 


(d) an investment in an eligible business under the Venture Cap- 
ital Policy and Directive referred to in paragraph 6700(c). 


Proposed Addition — Reg. 6704(e) 
(e) an investment in an eligible entity described in sections 17 — 


-and 18 of An Act constituting Capital régional et coopératif 
Desjardins, R.S.Q., ¢. C-6.1. 


Application: The December 20, 2002 draft regulations (Appendix H, prescribed 
venture capital corporations), s. 2, will add para. 6704(e), applicable to 3001 ‘et seq. 


ection 6704 sets out the criteria for determining if a corporation 
isa “prescribed qualifying corporation” in respect of dividends received by a share-— 
holder on shares of its capital stock for the purposes of section 186.2 of the Act. 
Section 6704 is to be amended to include a corporation whose shares, at the time that 
they are acquired by a shareholder, are an investment in an eligible entity described _ 
in An Act constituting Capital régional et coopératif Desjardins, R. S.Q., c. C-6.1 asa 
“qualifying corporation”. 


History: Para. 6704(b) amended applicable to dividends received after February 18, 
1987, and para. (d) substituted for paras. (d) and (e) applicable to dividends received 
after September 26, 1989, by P.C. 1993-1549, s. 5, July 21, 1993, Canada Gazette, Part 
II, August 11, 1993. 

Para. 6704(d) added and former para. (d) redesignated as (e) by P.C. 1992-1306, s. 5, 
June 18, 1992, Canada Gazette, Part II, July 1, 1992, applicable in respect of dividends 
received after September 26, 1989. 


S. 6704 added by P.C. 1989-2306, s. 5, November 23, 1989, Canada Gazette, Part Il, 
December 6, 1989, applicable in respect of dividends received after February 18, 1987. 
Definitions [Reg. 6704]: “business” —ITA 248(1); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “dividend”, “prescribed”, “share”, “shareholder” — ITA 
248(1). 


6705. [Prescribed stock savings plan] — For the purposes of 
paragraph 40(2)(i) and clause 53(2)(k)(i)(C) of the Act, a stock sav- 
ings plan governed by any of the following is a prescribed stock 
savings plan: 


(a) the Alberta Stock Savings Plan Act, Statutes of Alberta 1986, 
c. A-37.7; 


(b) The Stock Savings Tax Credit Act, Statutes of Saskatchewan 
1986, c. S-59.1; 


(c) the Stock Savings Plan Act, Revised Statutes of Nova Scotia, 
1989, c. 445; 


(d) the Stock Savings Tax Credit Act, Revised Statutes of New- 
foundland, 1990, c. S-28; or 


(e) section 11.6 of the Income Tax Act, Continuing Consolida- 
tion of the Statutes of Manitoba c. [10. 
History: The opening words of subsec. 6705, paras. 6705(c), (d) amended, and para. 


(e) added, by P.C. 2001-1370, s. 6, August 1, 2001, Canada Gazette, Part Il, August 
15, 2001, applicable to 1999 et seq. 


S. 6705 added by P.C. 1989-2306, s. 5, November 23, 1989, Canada Gazette, Part Il, 
December 6, 1989, applicable to 1986 er seq. 


6706. [Prescribed condition] — For the purpose of clause 
204.81(1)(c)(v)(F) of the Act, a prescribed condition is that, in re- 
spect of a redemption of a Class A share of a corporation’s capital 
stock, the shareholder requires the corporation to withhold an 
amount in respect of the redemption in accordance with Part XII.5 
of the Act. 

Related Provisions: ITA 204.81 — Conditions for registration; ITA 211.7 — Re- 


covery of credit from provincial LSVCCs; ITA 211.8(1) — Disposition of approved 
share. 


History: S. 6706 amended by P.C. 1998-782, s. 4, May 7, 1998, Canada Gazette, Part 
Il, May 27, 1998, applicable to redemptions that occur after 1997. 
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Part LX VIII — Prescribed Plans/Arrangements/Contributions 


The definition “qualifying Class A share” in subsec. 6706(1) and the opening words of 
subsec. 6706(3) amended, para. 6706(2)(c) added, by P.C. 1996-437, s. 1, March 26, 
1996, Canada Gazette, Part Il, April 17, 1996, applicable after December 2, 1992. 


S. 6706 added by P.C. 1992-1307, s: 3, June 18; 1992; Canada Gazette, Part II, July 1, 
1992, applicable in respect of shares redeemed after 1991. 

Definitions [Reg. 6706]: “amount” —ITA 248(1); “corporation” —ITA 248(1), 
Interpretation Act 35(1); “prescribed”, “share”, “shareholder” — ITA 248(1). 


Forms: T1149: Remittance form for labour-sponsored funds tax credits withheld on 
redeemed shares; T2152: Part X.3 tax return for a labour-sponsored venture capital 
corporation, T5006: Statement of registered labour-sponsored venture capital corpora- 
tion Class A shares; T5006 Summ: Summary of registered LSVCC Class A shares. 


6707. [Provincially registered LSVCCs] — For the purpose of 
subsection 204.82(5) of the Act, a “prescribed provision of a law of 
a province” means section 25.1 of the Community Small Business 
Investment Funds Act, chapter 18 of the Statutes of Ontario, 1992. 


History: S. 6707 added by P.C. 1999-249, s. 7, February 18, 1999; Canada Gazette, 
Part II, March 3, 1999, applicable after May 7, 1997. 


PART LXVIIl — PRESCRIBED PLANS, 
ARRANGEMENTS AND CONTRIBUTIONS 


History: The heading to Part LX VIII amended by P.C. 1996-911, s. 1, June 20, 1996, 
Canada Gazette, Part II, July 10, 1996, applicable after October 8, 1986. The heading 
formerly read: Prescribed Funds or Plans. . 


Part LX VIII (s. 6800) added by P.C. 1981-1789, July 2, 1981, Canada Gazette, Part II, 
July 22, 1981, effective from January 1, 1980. 


6800. [Prescribed arrangement—employee _ benefit 
plan] — For the purpose of paragraph (e) of the definition “em- 
ployee benefit plan” in subsection 248(1) of the Act, each of the 
following is a prescribed arrangement: 


(a) the Major League Baseball Players Benefit Plan; 


(b) an arrangement under which all contributions are made pur- 
suant to a law of Canada or a province, where one of the main 
purposes of the law is to enforce minimum standards with re- 
spect to wages, vacation entitlement or severance pay; and 


(c) an arrangement under which all contributions are made in 
connection with a dispute regarding the entitlement of one or 
more persons to benefits to be received or enjoyed by the person 
or persons. 
History: S. 6800 amended by P.C. 1996-911, s. 2, June 20, 1996, Canada Gazette, 
Part II, July 10, 1996, applicable after 1979. 


Definitions [Reg. 6800]: “Canada” —ITA 255, Interpretation Act 35(1); “person”, 
“prescribed” — ITA 248(1); “province” — Interpretation Act 35(1). 


6801. [Prescribed plan or arrangement — salary deferral 
arrangement] — For the purposes of paragraph (1) of the defini- 
tion “salary deferral arrangement” in subsection 248(1) of the Act, a 
prescribed plan or arrangement is an arrangement in writing 


(a) between an employer and an employee that is established on 
or after July 28, 1986 where 


(i) it is reasonable to conclude, having regard to all the cir- 
cumstances, including the terms and conditions of the ar- 
rangement and any agreement relating thereto, that the ar- 
rangement is not established to provide benefits to the 

employee on or after retirement but is established for the 
main purpose of permitting the employee to fund, through 
salary or wage deferrals, a leave of absence from the em- 
ployee’s employment of not less than 


(A) where the leave of absence is to be taken by the em- 
ployee for the purpose of permitting the full-time attend- 
ance of the employee at a designated educational institu- 
tion (within the meaning assigned by subsection 118.6(1) 
of the Act, three consecutive months, or 
(B) in any other case, six consecutive months 
that is to commence immediately after a period (in this sec- 
tion referred to as the “deferral period’) not exceeding six 
years after the date on which the deferrals for the leave of 
absence commence, 


Reg. 
S. 6801(d) 


(ii) the amount:of salary or wages deferred by the employee 
under all such arrangements for the services rendered by the 
employee to the employer in a taxation year does not exceed 
33'/ per cent of the amount of the salary or wages that the 
employee would, but for the arrangements, reasonably be ex- 
pected to have received in the year in respect of the services, 


(iii) the arrangement provides that throughout the period of 
the leave of absence the employee does not receive any sal- 
ary or wages from the employer, or from any other person or 
partnership with whom the employer does not deal at arm’s 
length, other than 


(A) the amount by which the employee’s salary or wages 

-under the arrangement. was deferred or is. to be reduced 
or, amounts that are based.on.a percentage of the salary or 
wage scale of employees of the employer, which percent- 
age is fixed in respect of the employee for the deferral 
period and the leave of absence, and 


(B) the reasonable fringe benefits that the employer usu- 
ally pays to.or on.behalf of employees, 


(iv) the arrangement provides that the amounts deferred in 
respect of the employee under the arrangement 


(A) are held by or for the account of a trust governed by a 
plan or arrangement that is an employee benefit ‘plan 
within the meaning of the definition thereof in subsection 
248(1) of the Act, and provides that the amount that may 
reasonably be considered to be the income of the trust for 
a taxation year that has been earned by it for the benefit of 
the employee shall be paid in the year to the employee, or 


(B) are held by or for the account of any, person other than 
a trust referred to in clause (A), and provides that the 
amount in respect of interest or other additional amounts 
that may reasonably be considered to have accrued to or 
for the benefit of the employee to the end of a taxation 
year shall be paid in the year to the employee, 


(v) the arrangement provides that the employee is to return to 
his regular employment with the employer or an employer 
that participates in the same or a similar arrangement after 
the leave of absence for a period that is not less than the pe- 
riod of the leave of absence, and 


(vi) subject to subparagraph (iv), the arrangement provides 
that. all amounts held for the employee’s benefit under. the 
arrangement shall be paid to, the employee out of or under the 
arrangement no later than the end of the first taxation year 
that commences after the end of the deferral period; 


Proposed Amendment — Recontribution of income 
from employees’ leave of absence plan __ 
Letter from Dept. of Finance, June 30, 2000; See under ITA 81(1)(s). 


(b) between an employer and an employee that is established 
before July 28, 1986 where it is reasonable to conclude, having 
regard to all the circumstances, including the terms and condi- 
tions of the arrangement and any agreement relating thereto, that 
the arrangement is not established to provide benefits on or after 
retirement but is established for the main purpose of permitting 
the employee to fund, through salary or wage deferrals, a leave 
of absence from the employment and under which the deferrals 
in respect of the leave of absence commenced before 1987; 


(c) that is established for the purpose of deferring the salary or 
wages of a professional on-ice official for his services as such 
with the National Hockey League if, in the case of an official 
resident in Canada, the trust or other person who has custody 
and ‘control of any funds, investments or other property under 
the arrangement is resident in Canada; or 


(d) between a corporation and an employee of the corporation or 
a corporation related thereto under which the employee (or, after 
the employee’s death, a dependant or relation of the employee or 
the legal representative of the employee) may or shall receive an 
amount that may reasonably be attributable to duties of an office 
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or employment performed by the employee on behalf of the cor- 
poration or a corporation related thereto where 


(i) all amounts that may be received under the arrangement 
shall be received after the time of the employee’s death or 
retirement from, or loss of, the office or employment and no 
later than the end of the first calendar year commencing 
thereafter, and 


(ii) the aggregate of all amounts each of which may be re- 
ceived under the arrangement depends on the fair market 
value of shares of the capital stock of the corporation or a 
corporation related thereto at a time within the period that 
commences one year before the time of the employee’s death 
or retirement from, or loss of, the office or employment and 
ends at the time the amount is received, 


unless, by reason of the arrangement or a series of transactions 
that includes the arrangement, the employee or a person with 
whom the employee does not deal at arm’s length is entitled, 
either immediately or in the future, either absolutely or contin- 
gently, to receive or obtain any amount or benefit granted or to 
be granted for the purpose of reducing the impact, in whole or in 
part, of any reduction in the fair market value of the shares of 
the corporation or a corporation related thereto. 

Related Provisions: ITA 81(1)(s) — Exemption for recontributed amount received 

from leave-of-absence plan; ITA 248(10) — Series of transactions; Reg. 8508 — Ef- 

fect of salary deferral leave plan on registered pension plan. 

History: Subpara. 6801(a)(i) substituted applicable to 1989 et seq., and para. (d) added 


applicable to 1986 et seq., by P.C. 1990-301, subsecs. 1(1), (4), February 2 lelO9 1p 
Canada Gazette, Part Il, March 13, 1991. 


S. 6801 added by P.C. 1988-191, February 4, 1988, Canada Gazette, Part II, February 
17, 1988, applicable to 1986 et seg. 

Definitions [Reg. 6801]: “amount” — ITA 248(1); “arm’s length” — ITA 251(1); 
“calendar year” — Interpretation Act 37(1)(a);, “corporation” — ITA 248(1), Interpre- 
tation Act 35(1); “deferral period” — Reg. 6801(a)(i); “employee”, “employee benefit 
plan”, “employer”, “employment” —ITA 248(1); “legal representative” — ITA 
248(1); “month” — Interpretation Act 35(1); “office” — ITA 248(1); “person”, “pre- 
scribed”, “property” —ITA 248(1); “related” —ITA 251(2)-(6); “resident in Can- 
ada” —ITA 250; “salary or wages” —ITA 248(1); “series” —ITA 248(10); 
“share” — ITA 248(1); “taxation year’ — ITA 249; “trust” — ITA 104(1), 248(1), (3); 
“writing” — Interpretation Act 35(1). 


1.T. Technical News: 11 (reporting of amounts paid out of an employee benefit plan. 
Advance Tax Rulings: ATR-39: Self-funded leave of absence. 


6802. [Prescribed plan or arrangement — retirement 
compensation arrangement] — For the purposes of paragraph 
(n) of the definition “retirement compensation arrangement” in sub- 
section 248(1) of the Act, a prescribed plan or arrangement is 


(a) the plan instituted by the Canada Pension Plan; 


(b) a provincial pension plan as defined in section 3 of the Can- 
ada Pension Plan; 


(c) a plan instituted by the Unemployment Insurance Act, 


(d) a plan pursuant to an agreement in writing that is established 
for the purpose of deferring the salary or wages of a professional 
on-ice official for the official’s services as such with the Na- 
tional Hockey League if, in the case of an official resident in 
Canada, the trust or other person who has custody and control of 
any funds, investments or other property under the plan is resi- 
dent in Canada; 


(e) an arrangement under which all contributions are made pur- 
suant to a law of Canada or a province, where one of the main 
purposes of the law is to enforce minimum standards with re- 
spect to wages, vacation entitlement or severance pay; 


(f) an arrangement under which all contributions are made in 
connection with a dispute regarding the entitlement of one or 
more persons to benefits to be received or enjoyed by the person 
or persons; or 


(g) a plan or arrangement instituted by the social security legis- 
lation of a country other than Canada or of a state, province or 
other political subdivision of such a country. 


Proposed Addition — Reg. 6802(h) 


(h) a trust established to hold shares of Air Canada, pursuant to 
the June 2009 memorandum of understanding between Air 
Canada and certain trade unions who ea redone - 
_ Canada, where: 


: ey: acti of the trade unions may direct the trustee to con- 
tribute, from time to time, amounts received or receivable 
by the trust in respect of the shares, whether as dividends, 

_ proceeds of disposition or otherwise, to one or more regis- 
tered pension plans unde? oe Air Canada is a participat- 
ing employer. — ne 


Application: The November 5, 2010 draft legislation (in: technical), s. 40, will 
add para. 6802(h), applicable after 2008. 


Technical Notes: A retirement compensation arrangement (RCA) is defined in 
subsection 248(1) of the Act as a plan or arrangement under which an employer 
makes payments to another person, called a custodian, in order that benefits may be 
paid to an employee or any other person after the employee retires or otherwise 
ceases employment with the employer. RCAs are subject to a special tax regime _ 
under section 207.5 of the Act which generally removes the tax deferral advantages _ 
that were associated with the plans before the introduction of the RCA rules. The 

RCA definition is subject to a number of exclusions including, at paragraph (n) of the 
definition, a “prescribed plan or arrangement”. For this ela tee the list of pre ribed 

plans or arrangements is contained in section 6802. — SS 


Regulat ion 6802 is amended to add a new trust that was established in 2009 a Air 
Canada in relation to pension funding. On June 14, 2009, Air Canada signed a mem- 
orandum of understanding (MOU) with the five unions that represent its workers to — 
address pension funding requirements. Pursuant to this MOU, the unions agreed that — 
certain payments required to fully fund Air Canada’s pensions could be deferred. 
Regulatory changes to the Pension Benefits Standards Regulations, 1985 were made 
to accommodate this arrangement, which was determined to ue a to the fi- 
nancial viability of Air Cana , 


As part of this MOU, the parties agreed to establish a trust. Shares of Air Canada 
would be issued to the trust, which would hold the shares on behalf of the unions. 
The unions could then direct that the shares be sold at a later time. Under the MOU 
and the terms of the trust, the proceeds would then be contributed to the Air Canada 
pension plans in accordance with a formula agreed to by the parties, 


objective of th 
employee retirement savings beyond the ce pension plan and regis 
tered retirement savings plan limits. 


Letter from Dept. of Finance, Oct. 23, 2009: 


Dear [xxx]: 


I am writing in response to your letter of October 15, 2009 in which you outline a _ 
proposed transaction and identi certain technical issues with the i income tax rules — 
which would eprly to the transact 


In your letter, you advise that ~~ scien (the “employer”) has entered ints, a . memo- : 
randum of understanding (MOU) with the collective bargaining agents of its employ- 
ees. Under the MOU, the employer will contribute shares of itself to a ‘trust estab- 
lished in relation to a pension underfunding issue faced by the employer and its 
employees. All of the beneficiaries of the trust will be organizations described in 
paragraph 149(1)(k) of the Income Tax Act; that is, they will be the collecti 
gaining agents of the employees. Pursuant to the MOU, the trust will direc 
and at such time as is determined by each beneficiary, to sell all or 
beneficiary’s portion of the shares, at which time the trust will be required | to. Rbanib- 
ute the proceeds of the sale to the related pension plan for the benehiCiaey” Ss a 


I understand that the MOU was entered into in order to reduce the ployer 
pension payments to a level that would facilitate its oo ee in the near- 
term. [xxx] 


In this context, you have requested that we recommend ‘goienduicals: to the Income 
Tax Regulations which would have the effect of permitting the contributions to the 
pension plans as contemplated in the MOU without jeopardizing the registration of 
those plans, and of ensuring that the trust is not considered to be a retirement com- 
pensation arrangement as defined in the Income Tax Act. You have also clarified that 
the requested amendments do not include a request to permit the contemplated con- 
tributions to be deductible by either the employer or the trust. 


Viewed in this context, we agree that the proposed transaction does not raise income 
tax policy concerns. In particular, it is our understanding that the transaction will not 
result in any amounts being available for contribution to the pension plans that 
would, if contributed, exceed the pension limits applicable to those plans. We are 
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come Tax apes to: 
(a) consi t 


the contributions to be ma 


Council me agree wi 
tion is helpful to you. 


Brian Emnewein, eneral Director — Legislation, Tax Policy Branch oO 


Related Provisions: ITA 207.6(6) — Rules applicable to a prescribed plan or ar- 
rangement; Reg. 8502(b)(v.1) — Pension rules for Air Canada pension trust under 
6802(h). 

History: Para. 6802(e) amended, paras. (f) and (g) added, by P.C. 1996-911, s. 3, June 
20, 1996, Canada Gazette, Part Il, July 10, 1996, applicable after October 8, 1986. 


S. 6802 added by P.C. 1991-2540, s. 6, December 16, 1991, Canada Gazette, Part II, 
January. 15, 1992, applicable after October 8, 1986, except that before December 12, 
1988, para. 6802(c) shall be read as follows: “(c) a plan instituted by the Unemploy- 
ment Insurance Act, 1971;”. 

Definitions [Reg. 6802]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “disposition”, “dividend”, “employee”, “employer” — ITA 248(1); 
“person”, “prescribed”, “property” —ITA 248(1); “province” — Interpretation Act 
35(1); “registered pension plan” — ITA 248(1); “resident in Canada” — ITA 250; “sal- 
ary or wages”, “share” — ITA 248(1); “trust” — ITA 104(1), 248(1), (3); “writing” — 
Interpretation Act 35(1). 


6802.1 [Prescribed pension plan] — (1) For the purpose of 
paragraph 8(1)(m.2) of the Act, each of the following is a pre- 
scribed. plan: 


(a) the pension plan established as a consequence of the estab- 
lishment, by section 27 of the Members of Parliament Retiring 
Allowances Act, of the Members of Parliament Retirement Com- 
pensation Arrangements Account; and 


(b) the pension plan established by the Retirement Compensa- 
tion Arrangements Regulations, No. 1. 


(2) For the purpose of subsection 207.6(6) of the Act, each of the 
following is a prescribed. plan or arrangement: 


(a) the pension plan established as a consequence of the estab- 
lishment, by section 27 of the Members of Parliament Retiring 
Allowances Act, of the Members of Parliament Retirement Com- 
pensation Arrangements Account; 


(b) the pension plan established by the Retirement Compensa- 
tion Arrangements Regulations, No. 1; and 


(c) the pension plan established by the Retirement Compensation 
Arrangements Regulations, No. 2. 
History: S. 6802.1 added by P.C. 1999-2211, s. 2, December 16, 1999, Canada Ga- 
zette, Part II, January 5, 2000, applicable after 1991 except that 
(a) in their application before December 15, 1994, each of subsecs. 6802.1(1) and 
(2) shall be read without reference to paras. 6802.1(1)(b) and (2)(b); and 
(b) in its application before April 1995, subsec. 6802.1(2) shall be read without 
reference to para. 6802.1(2)(c). 


Definitions [Reg. 6802.1]: 
scribed” —ITA 248(1). 


“Parliament” — Interpretation Act 35(1); “pre- 


6803. [Prescribed plan or arrangement — foreign 
retirement arrangement] — For the purposes of the definition 
“foreign retirement arrangement” in subsection 248(1) of the Act, a 
prescribed plan or arrangement is a plan or arrangement to which 


Reg. 
S. 6804(4) 


subsection 408(a), (b) or (h) of the United States’ Internal Revenue 
Code of 1986, as amended from time to time, applies: 
History: S. 6803 amended to substitute “United States’”for “United States” by \P.C. 


2007-849, s. 10, May 31, 2007, Canada Gazette, Part II, June 13, 2007, in force June 
13, 2007. 


S. 6803 added by P.C. 1992-2416, November 26, 1992, Canada Gazette, Part II, De- 
cember 16, 1992, applicable to 1990 et seq. 

Definitions [Reg. 6803]: “prescribed” — ITA 248(1); “United States’ — Interpreta- 
tion Act 35(1). 

1.T.. Technical News: 43 (taxation of Roth IRAs). 


6804. Contributions to foreign plans — (1) Definitions — 
The definitions in this subsection apply in this section. 


‘foreign non-profit organization” means, 
(a) at any time before 1995, an organization 


(i) that at that time meets the conditions in subparagraphs 
(b)(i) to (iii), or 

(11) that at that time is not operated for the purpose of profit, 
and whose assets are situated primarily outside Canada 
throughout the calendar year that includes that time, and 


(b), at any time after 1994, an organization that at that time 
(1) is not operated for the purpose of profit, 
(ii) has its main place of management outside Canada, and 
(iii) carries on its activities primarily outside Canada. 


“foreign plan” means a plan or arrangement (determined without 
regard to subsection 207.6(5) of the Act) that would, but for para- 
graph (1) of the definition “retirement compensation arrangement” 
in subsection 248(1) of the Act, be a retirement compensation 
arrangement. 


“qualifying entity” means a non-resident entity that holds all or 
part of the assets of a foreign plan where the following conditions 
are satisfied: 


(a) the entity is resident in a country under the laws of which an 
income tax is imposed, and 


(b) where those laws provide an exemption from tax, a reduced 
rate of tax or other favourable tax treatment for entities that hold 
assets of pension or other retirement plans, the entity qualifies 
for the favourable treatment. 


(2) Electing employer — For the purposes of this section, an em- 
ployer is an electing employer for a calendar year with respect to a 
foreign plan where 


(a) the employer has sent or delivered to the Minister a letter 
stating that the employer elects to have this section apply with 
respect to contributions to the foreign plan, and 


(b) the letter was sent or delivered on or before 


(i), the last day of February in the year following the first cal- 
endar year after 1991 in which a contribution that.is or would 
be if subsection 207.6(5.1) of the Act were read without ref- 
erence to paragraph (a) of that subsection, a resident’s contri- 
bution (as defined in that subsection) was made under the 
foreign plan in respect of services rendered by an individual 
to the employer, or 


(ii). any. later date that is acceptable to the Minister, 


except that an employer is not an electing employer for a year with 
respect to a foreign plan if the Minister has granted written permis- 
sion for the employer to revoke, for the year or a preceding calendar 
year, the election made under paragraph (a) in respect of the foreign 
plan. 


(3) Election by union — Except as otherwise permitted in writ- 
ing by the Minister, an election made by a trade union for the pur- 
pose. of subsection (2) is valid only if it is made by the highest-level 
structural unit of the union. 


(4) Contributions made before 1992 — For the purpose of par- 
agraph 207.6(5.1)(a) of the Act, a contribution made under a for- 
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eign plan by a person or body of persons in a calendar year before 
1992 is a prescribed contribution where 


(a) the contribution is paid to a qualifying entity; 
(b) each employer (in this subsection referred to as a “contribu- 


tor”) that makes a contribution under the foreign plan in the year 
is 


(i) a non-resident corporation throughout the year, 


(ii) a partnership that makes contributions under the foreign 
plan primarily in respect of services rendered outside Canada 
to the partnership by non-resident employees, or 


(iii) a foreign non-profit organization throughout the year; 


(c) if a corporation or partnership (other than a corporation or 
partnership that is a foreign non-profit organization throughout 
the year) is a contributor, no individual who is entitled (either 
absolutely or contingently) to benefits under the foreign plan is a 
member of a registered pension plan, or a beneficiary under a 
deferred profit sharing plan, to which a contributor, or a person 
or body of persons not dealing at arm’s length with a contribu- 
tor, makes, or is required to make, contributions in relation to 
the year; 

(d) contributions made in the year under the foreign plan for the 
benefit of individuals resident in Canada are reasonable in rela- 
tion to contributions made under the plan for the benefit of non- 
resident individuals; and 


(e) the foreign plan is not a pension plan the registration of 
which under the Act has been revoked. 


(5) Contributions made in 1992, 1993 or 1994 — For the pur- 
pose of paragraph 207.6(5.1)(a) of the Act, a contribution made 
under a foreign plan by a person or body of persons at any time in 
1992, 1993 or 1994 in respect of services rendered by an individual 
to an employer is a prescribed contribution where 


(a) the contribution is paid to a qualifying entity; 


(b) the employer is an electing employer for the year with re- 
spect to the foreign plan; 


(c) if the employer is not at that time a foreign non-profit organi- 
zation, the individual is not a member of a registered pension 
plan (other than a specified multi-employer plan, as defined in 
subsection 147.1(1) of the Act), or a deferred profit sharing plan, 
in which the employer, or a person or body of persons that does 
not deal at arm’s length with the employer, participates; and 


(d) either 
(i) the employer is 


(A) a corporation that is not resident in Canada at that 
time, 


(B) a partnership that makes contributions under the for- 
eign plan primarily in respect of services rendered outside 
Canada to the partnership by non-resident employees, or 


(C) a foreign non-profit organization at that time, or 


(ii) the individual was non-resident at any time before the 
contribution is made and became a member of the foreign 
plan before the end of the month after the month in which the 
individual became resident in Canada. 


(6) Contributions made after 1994 — For the purposes of para- 
graph 207.6(5.1)(a) of the Act, a contribution made under a foreign 
plan by a person or body of persons at any time in a calendar year 
after 1994 in respect of services rendered by an individual to an 
employer is a prescribed contribution where 


(a) the contribution is paid to a qualifying entity; 

(b) the employer is an electing employer for the year with re- 
spect to the foreign plan; 

(c) if the employer is at that time a foreign non-profit 
organization, 


(i) the amount that, if subsection 8301(1) were read without 
reference to paragraph (b) of that subsection, would be the 


Income Tax Regulations 


individual’s pension adjustment for the year in respect of the 
employer is nil, or 


(ii) the amount that would be the individual’s pension adjust- 
ment for the year in respect of the employer if 


(A) all contributions made under the foreign plan in the 
year in respect of the individual were prescribed by this 
subsection, 


(B) where the year is 1996, section 8308.1 were read 
without reference to subsection (4.1), and 


(C) where the year is 1997, subparagraph 8308.1(2)(b)(v) 
were read as: 


“(yv) the amount, if any, by which 18% of the indivi- 
dual’s resident compensation from the employer for 
the year exceeds $1,000, and” 


does not exceed the lesser of 
(D) the money purchase limit for the year, and 


(E) 18% of the individual’s compensation (as defined in 
subsection 147.1(1) of the Act) for the year from the 
employer; 


(d) if 


(i) the employer is at that time a foreign non-profit organiza- 
tion, and 


(ii) a period in the year throughout which the individual ren- 
dered services to the employer would be, under paragraph 
8507(3)(a), a qualifying period of the individual with respect 
to another employer if that paragraph were read without ref- 
erence to subparagraph (iv) of that paragraph, 


subsection 8308(7) applies with respect to the determination of 
the individual’s pension adjustment for the year with respect to 
each employer; and 


(e) if the employer is not at that time a foreign non-profit 
organization, 


(i) the individual was non-resident at any time before the 
contribution is made, 


(ii) the individual became a member of the foreign plan 
before the end of the month after the month in which the in- 
dividual became resident in Canada, and 


(iii) the individual is not a member of a registered pension 
plan, or a deferred profit sharing plan, in which the em- 
ployer, or a person or body of persons that does not deal at 
arm’s length with the employer, participates. 


(7) Replacement plan — For the purposes of subparagraphs 
(5)(d)(ii) and (6)(e)(ii), where benefits provided to an individual 
under a particular plan or arrangement are replaced by benefits 
under another plan or arrangement, the other plan or arrangement is 
deemed, in respect of the individual, to be the same plan or arrange- 
ment as the particular plan or arrangement. 


History: Subpara. 6804(6)(c)(ii) amended by P.C. 1998-2256, s. 2, December 16, 
1998, Canada Gazette, Part Il, January 6, 1999, applicable after 1995. 


S. 6804 added by P.C. 1996-911, s. 4, June 20, 1996, Canada Gazette, Part II, July 10, 
1996, applicable after October 8, 1986. 


Definitions [Reg. 6804]: “amount” — ITA 248(1); “arm’s length” —ITA 251(1); 
“calendar year” — Interpretation Act 37(1)(a); “Canada” — ITA 255, Interpretation 
Act 35(1); “contributor” — Reg. 6804(4); “corporation” — ITA 248(1), Interpretation 
Act 35(1); “deferred profit sharing plan” —ITA 147(1), 248(1); “electing em- 
ployer” — Reg. 6804(2); “employee”, “employer” —ITA 248(1); “foreign non-profit 
organization”, “foreign plan” — Reg. 6804(1); “individual”, “Minister” — ITA 248(1); 
“money purchase limit” — ITA 147.1(1), 248(1); “month” — Interpretation Act 35(1); 
“non-resident” —ITA 248(1); “pension adjustment’, “person”, “prescribed” — ITA 
248(1); “qualifying entity” — Reg. 6804(1); “registered pension plan” — ITA 248(1); 
“resident in Canada” —ITA 250; “retirement compensation arrangement” — ITA 
248(1); “specified multi-employer plan” —ITA 147.1(1), Reg. 8510(2), (3); “writ- 
ten” — Interpretation Act 35(1)“writing”. 
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PART LXIX — PRESCRIBED OFFSHORE 
INVESTMENT FUND PROPERTIES 


History; Part LXIX (s. 6900) added by P.C. 1986-1048, s. 10, May 1, 1986, Canada 
Gazette, Part II, May 14, 1986, applicable after 1984. 


History [former Part LXIX]: Former Part LXIX, “Aviation Turbine Fuel”, revoked 
by P.C. 1985-2277, s. 18, July 24, 1985, Canada Gazette, Part II, August 7, 1985, 
applicable with respect to purchases and dispositions of aviation turbine fuel occurring 
after April 30, 1983. 


Former Part LXIX added by P.C. 1983-1531, May 26, 1983, Canada Gazette, Part II, 
June 8, 1983, applicable with respect to dispositions occurring and purchases made, 
with respect to aviation turbine fuel, after January 31, 1982. 


6900. [Prescribed offshore investment fund property] — 
For the purpose of paragraph 94.1(2)(a) [94.1(2)“designated cost”] 
of the Act, an offshore investment fund property (within the mean- 
ing assigned by subsection 94.1(1) of the Act) of.a taxpayer that 


(a) was acquired by him by way of bequest or inheritance from a 
deceased person who, throughout the five’ years immediately 
preceding his death, was not resident in Canada, 


(b) had not been acquired by the deceased from a person resi- 
dent in. Canada, and 
(c) is not property substituted for property acquired by the de- 
ceased from a person resident in Canada 

is a.prescribed offshore investment fund property of the taxpayer. 


Definitions [Reg. 6900]: “person”, “prescribed”, “property” — ITA 248(1); “resi- 
dent in Canada” — ITA 250; “substituted” — ITA 248(5); “taxpayer” — ITA 248(1). 


PART LXX — ACCRUED INTEREST ON 
DEBT OBLIGATIONS 


History: Part LXX (s. 7000) added by P.C. 1983-3529, November 17, 1983, Canada 
Gazette, Part II, November 24, 1983, effective for taxation years commencing after 
1981. 


7000. (1) Prescribed debt obligations — For the purpose of 
subsection 12(9) of the Act, each of the following debt obligations 
(other than a debt obligation that is an indexed debt obligation) in 
respect of which a taxpayer has at any time acquired an interest is a 
prescribed debt obligation: 


(a) a particular debt obligation in respect of which no interest is 
stipulated to be payable in respect of its principal amount; 


(b) a particular debt obligation in respect of which the propor- 
tion of the payments of principal to which the. taxpayer is enti- 
tled is not equal to the proportion of the payments of interest to 
which he is entitled; 


(c) a particular debt obligation, other than one described in para- 
graph (a) or (b), in respect of which it can be determined, at the 
time the taxpayer acquired the interest therein, that the maxi- 
mum amount of interest payable thereon in a year ending after 
that time is less than the maximum amount of interest payable 
thereon in a subsequent year; and 


(d) a particular debt obligation, other than one described in para- 
graph (a), (b) or (c), in respect of which the amount of interest to 
be paid in respect of any taxation year is, under the terms and 
conditions of the obligation, dependent: on a contingency: ex- 
isting after the year, 


and, for the purposes of this subsection, a debt obligation includes, 
for greater certainty, all of the issuer’s obligations to pay principal 
and interest under that obligation. 

Related Provisions: ITA 18.1(14) — Right to receive production deemed to be debt 
obligation. 

History: The opening words of subsec. 7000(1) amended by P.C. 1996-1419, subsec. 
3(1), September 11, 1996, Canada Gazette, Part II, October 2, 1996, applicable to debt 
obligations issued after October 16, 1991. 


Advance Tax Rulings: ATR-61: Interest accrual rules. 
(2) [Deemed interest on prescribed debt obligation] — For 


the purposes of subsection 12(9) of the Act, the: amount determined 
in prescribed manner that is deemed to accrue to.a taxpayer as inter- 


Reg. 
S..7000(2)(c.1) 


est on a prescribed debt obligation in each taxation year during 
which he holds an interest in the obligation is, 


(a) in the case of a prescribed debt obligation described in para- 
graph (1)(a), the amount of interest that would be determined in 
respect thereof if interest thereon for that year were computed on 
a compound interest basis using the maximum of all rates each 
of which is a rate computed 


(1) in respect of each possible circumstance under which an 
interest of the taxpayer in the obligation could mature or be 
surrendered or retracted, and 


(ii) using assumptions concerning the interest rate and com- 
pounding period that will result in a present value, at the date 
of purchase of the interest, of all the maximum payments 
thereunder, equal to the cost thereof to the taxpayer; 


(b).in the case of a prescribed. debt obligation described in para- 
graph (1)(b), the aggregate of all amounts each of which is the 
amount of interest that would be determined in respect of his 
interest in a payment under the obligation if interest thereon for 
that year were computed on a compound interest basis using the 
specified cost of his interest therein and the specified interest 
rate in respect of his total interest in the obligation, and for the 
purposes of this paragraph, 


(1) the “specified cost” of his interest in a payment under the 
obligation is its present value at the date of. purchase com- 
puted using the specified interest rate, and 


(ii) the “specified interest rate” is the maximum of all rates 
each of which is a rate computed 


(A) in respect of each possible circumstance under which 
an interest of the taxpayer in the obligation could mature 
or be surrendered or retracted, and 


(B) using assumptions concerning the interest rate and 
compounding period that will result in a present value, at 
the date of purchase of the interest, of all the maximum 
payments to the taxpayer in respect of his total interest in 
the obligation, equal to the cost of that interest to the 
taxpayer; 

(c) in the case of a prescribed debt obligation described in para- 

graph (1)(c), other than an obligation in respect of which para- 

graph (c.1) applies, the greater of 


(i) the maximum amount of interest thereon in respect of the 
year, and 


(ii) the maximum amount of interest that would be deter- 
mined in respect thereof if interest thereon for that year were 
computed on a compound interest basis using the maximum 
of all rates each of which is a rate computed 


(A) in respect of each possible circumstance under which 
an interest of the taxpayer in the obligation could mature 
or be surrendered or retracted; and 


(B) using assumptions concerning the interest rate and 
compounding period that will result in a present value, at 
the date of issue of the obligation, of all the maximum 
payments thereunder, equal to its principal amount; 


(c.1) in the case of a prescribed debt obligation described. in par- 
agraph (1)(c) for which 
(i) the rate of interest stipulated to be payable.in. respect of 
each period throughout which the obligation is outstanding is 
fixed at the date of issue of. the obligation, and 


(ii) the stipulated rate of interest applicable at each time is 
not less than-each stipulated rate of interest applicable before 
that time, 


the amount of interest that would be determined in respect of the 
year if interest on the obligation for that year were computed on 
a compound interest basis using the maximum of all rates each 
of which is the compound interest rate that, for a particular as- 
sumption with respect to when the taxpayer’s interest in the obli- 
gation will mature or be surrendered or retracted, results in a 
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present value (at the date the taxpayer acquires the interest in the 
obligation) of all payments under the obligation after the acqui- 
sition by the taxpayer of the taxpayer’s interest in the obligation 
equal to the principal amount of the obligation at the date of 
acquisition; and 


(d) in the case of a prescribed debt obligation described in para- 
graph (1)(d), the maximum amount of interest thereon that could 
be payable thereunder in respect of that year. 


Related Provisions: ITA 18.1(14) — Right to receive production deemed to be debt 
obligation. 


History: Para. 7000(2)(c) amended, para. (c.1) added, by P.C. 1996-570, subsecs. 1(1), 
(2), April 23, 1996, Canada Gazette, Part II, May 1, 1996, applicable to 1993 et seq. 


Advance Tax Rulings: ATR-61: Interest accrual rules. 


(3) [Bonus or premium] — For the purpose of this section, any 
bonus or premium payable under a debt obligation is considered to 
be an amount of interest payable under the obligation. 

History: Subsec. 7000(3) amended by P.C. 1996-1419, subsec. 3(2), September 11, 


1996, Canada Gazette, Part II, October 2, 1996, applicable to debt obligations issued 
after October 16, 1991. 


Advance Tax Rulings: ATR-61: Interest accrual rules. 


(4) [Conversion privilege or option to extend] — For the 
purposes of this section, where 


(a) a taxpayer has an interest in a debt obligation (in this subsec- 
tion referred to as the “first interest”) under which there is a con- 
version privilege or an option to extend its term upon maturity, 
and 


(b) at the time the obligation was issued (or, if later, at the time 
the conversion privilege or option was added or modified), cir- 
cumstances could reasonably be foreseen under which the holder 
of the obligation would, by exercising the conversion privilege 
or option, acquire an interest in a debt obligation with a principal 
amount less than its fair market value at the time of acquisition, 


the subsequent interest in any debt obligation acquired by the tax- 
payer by exercising the conversion privilege or option shall be con- 
sidered to be a continuation of the first interest. 

History: Subsec. 7000(4) amended by P.C. 1996-570, subsec. 1(3), April 23, 1996, 
Canada Gazette, Part Il, May 1, 1996, applicable with respect to debt obligations ac- 


quired by reason of the exercise after August 11, 1993 of a conversion privilege or an 
option to extend the term of another debt obligation. 


(5) [Interest computations] — For the purposes of making the 
computations referred to in paragraphs (2)(a), (b), (c) and (c.1), the 
compounding period shall not exceed one year and any interest rate 
used shall be constant from the date of acquisition or issue, as the 
case may be, until the time of maturity, surrender or retraction. 


History: Subsec. 7000(5) amended by P.C. 1996-570, subsec. 1(4), April 23, 1996, 
Canada Gazette, Part Il, May 1, 1996, applicable to 1993 et seq. 


(6) [Prescribed contract] — For the purpose of the definition 
“investment contract” in subsection 12(11) of the Act, a registered 
retirement savings plan or a registered retirement income fund, 
other than a plan or fund to which a trust is a party, is a prescribed 
contract throughout a calendar year where an annuitant (as defined 
in subsection 146(1) or 146.3(1) of the Act, as the case may be) 
under the plan or fund is alive at any time in the year or was alive at 
any time in the preceding calendar year. 


Related Provisions: ITA 142.3(1)(c) No income accrual from specified debt 
obligation. 


History: Subsec. 7000(6) amended by P.C. 1996-568, s. 1, April 23, 1996, Canada 
Gazette, Part II, May 1, 1996, applicable to 1993 et seq. 


Subsec. 7000(6) added by P.C. 1985-2277, s. 19, July 24, 1985, Canada Gazette, Part 
II, August 7, 1985, applicable to taxation years commencing after 1981. 


Definitions [Reg. 7000]: “amount” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “debt obligation” — Reg. 7000(1); “first interest” — Reg. 7000(4)(a); 
“indexed debt obligation’, “prescribed”’, “principal amount” — ITA 248(1); “registered 
retirement income fund” —ITA 146.3(1), 248(1); “registered retirement savings 
plan” — ITA 146(1), 248(1); “specified cost” — Reg. 7000(2)(b)(i); “specified interest 
rate” — Reg. 7000(2)(b)(ii); “taxation year’ —ITA 249; “taxpayer” — ITA 248(1); 
“trust” — ITA 104(1), 248(1), (3). 


Income Tax Regulations 


7001. Indexed debt obligations — (1) For the purpose of sub- 
paragraph 16(6)(a)(i) of the Act, where at any time in a taxation 
year a taxpayer holds an interest in an indexed debt obligation, there 
is prescribed as interest receivable and received by the taxpayer in 
the year in respect of the obligation the total of 


(a) the amount, if any, by which 


(i) the total of all amounts each of which is the amount by 
which the amount payable in respect of the taxpayer’s inter- 
est in an indexed payment under the obligation (other than a 
payment that is an excluded payment with respect to the tax- 
payer for the year) has, because of a change in the purchasing 
power of money, increased over an inflation adjustment pe- 
riod of the obligation that ends in the year ' 


exceeds the total of 


(ii) that portion of the total, if any, determined under subpar- 
agraph (i) that is required, otherwise than by subsection 16(6) 
of the Act, to be included in computing the taxpayer’s in- 
come for the year or a preceding taxation year, and 


(iii) the total of all amounts each of which is the amount by 
which the amount payable in respect of the taxpayer’s inter- 
est in an indexed payment under the obligation (other than a 
payment that is an excluded payment with respect to the tax- 
payer for the year) has, by reason of a change in the purchas- 
ing power of money, decreased over an inflation adjustment 
period of the obligation that ends in the year, and 


(b) where the non-indexed debt obligation associated with the 
indexed debt obligation is an obligation that is described in any 
of paragraphs 7000(1)(a) to (d), the amount of interest that 
would be determined under subsection 7000(2) to accrue to the 
taxpayer in respect of the non-indexed debt obligation in the par- 
ticular period that 


(i) begins at the beginning of the first inflation adjustment 
period of the indexed debt obligation in respect of the tax- 
payer that ends in the year, and 


(ii) ends at the end of the last inflation adjustment period of 
the indexed debt obligation in respect of the taxpayer that 
ends in the year 


if the particular period were a taxation year of the taxpayer and 
the taxpayer’s interest in the indexed debt obligation were an 
interest in the non-indexed debt obligation. 


(2) For the purposes of subparagraph 16(6)(a)(ii) of the Act, where 
at any time in a taxation year a taxpayer holds an interest in an 
indexed debt obligation, there is prescribed as interest payable and 
paid by the taxpayer in the year in respect of the obligation the 
amount, if any, by which 


(a) the total of the amounts, if any, determined under subpara- 
graphs (1)(a)(ii) and (iii) for the year in respect of the taxpayer’s 
interest in the obligation 


exceeds 


(b) the amount, if any, determined under subparagraph (1)(a)(i) 
for the year in respect of the taxpayer’s interest in the obligation. 


(3) For the purposes of subparagraph 16(6)(b)(i) of the Act, where 
at any time in a taxation year an indexed debt obligation is an obli- 
gation of a taxpayer, there is prescribed as interest payable in re- 
spect of the year by the taxpayer in respect of the obligation the 
amount, if any, that would be determined under paragraph (1)(a) in 
respect of the taxpayer for the year if, at each time at which the 
obligation is an obligation of the taxpayer, the taxpayer were the 
holder of the obligation and not the debtor under the obligation. 


(4) For the purposes of subparagraph 16(6)(b)(ii) of the Act, where 
at any time in a taxation year an indexed debt obligation is an obli- 
gation of a taxpayer, there is prescribed as interest receivable and 
received by the taxpayer in the year in respect of the obligation the 
amount, if any, that would be determined under subsection (2) in 
respect of the taxpayer for the year if, at each time at which the 
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obligation is an obligation of the taxpayer, the taxpayer were the 
holder of the obligation and not the debtor under the obligation. 


(5) For the purpose of determining the amount by which an indexed 
payment under an indexed debt obligation has increased or de- 
creased over a period because of a change in the purchasing power 
of money, the amount of the indexed payment at any time shall be 
determined using the method for computing the amount of the pay- 
ment at the time it is to be made, adjusted in a reasonable manner to 
take into account the earlier date of computation. 


(6) For the purposes of this section, the non-indexed debt obligation 
associated with an indexed debt obligation is the debt obligation 
that would result if the indexed debt obligation were amended to 
eliminate all adjustments determined by reference to changes in the 
purchasing power of money. 


(7) In this section, 


“excluded payment” with respect to a taxpayer for a taxation year 
means an indexed payment under an indexed debt obligation where 


(a) the non-indexed debt obligation associated with the indexed 
debt obligation provides for the payment, at least annually, of 
interest at a single fixed rate, and 


(b) the indexed payment corresponds to, one of the interest pay- 
ments referred to in paragraph (a), 


but does not include payments under an.indexed debt obligation 
where, at any time in the year, the taxpayer’s proportionate interest 
in a payment to be made under the obligation after that time differs 
from the taxpayer’s proportionate interest in any other payment to 
be made under the obligation after that time; 


“indexed payment” means, in relation to an indexed debt obliga- 
tion, an amount payable under the obligation that is determined by 
reference to the purchasing power of money; 


‘fnflation adjustment period” of an indexed debt. obligation 
means, in relation to a taxpayer, 


(a) where the taxpayer acquires and disposes of the taxpayer’s 
interest in the obligation in the same regular adjustment period 
of the obligation, the period that begins when the taxpayer ac- 
quires the interest in the obligation and ends when the taxpayer 
disposes of the interest, and 


(b) in any other case, each of the following consecutive periods: 


(i) the period that begins when the taxpayer acquires the tax- 
payer’s interest in the obligation and ends at the end of the 
regular adjustment period of the obligation in which the tax- 
payer acquires the interest in the obligation, 


(ii) each succeeding regular adjustment period of the obliga- 
tion throughout which the taxpayer holds the interest in the 
obligation, and 


(iii) where the taxpayer does not dispose of the interest in the 
obligation at the end of a regular adjustment period of the 
obligation, the period that begins immediately after the last 
period referred to in subparagraphs (i) and (ii) and that ends 
when the taxpayer disposes of the interest in the obligation; 


“regular adjustment period” of an indexed debt obligation means 


(a) where the terms or conditions of the obligation provide that, 
while the obligation is outstanding, indexed payments are to be 
made at regular intervals not exceeding 12 months in length, 
each of the following periods: 


(i) the period that begins when the obligation is issued and 
ends when the first indexed payment is required to be made, 
and 


(ii) each succeeding period beginning when an indexed pay- 
ment is required to be made and ending when the next in- 
dexed payment is required to be made, 


(b) where paragraph (a) does not apply and the obligation is out- 
standing for less than 12 months, the period that begins when the 
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obligation is issued and ends when the obligation ceases to be 
outstanding, and 


(c) in any other case, each of the following periods: 


(i) the 12-month period that begins when the obligation is 
issued, 


(ii) each succeeding 12-month period throughout which the 
obligation is outstanding, and 


(iii) where the obligation ceases to be outstanding at a time 
other than the end of a 12-month period referred to in subpar- 
agraph (i) or (ii), the period that commences immediately af- 
ter the last period-referred to in those subparagraphs and that 
ends when the obligation ceases to be outstanding. 


History: S. 7001 added by P.C. 1996-1419, s. 4, September 11, 1996, Canada Gazette, 
Part II, October 2, 1996, applicable to debt obligations issued after October 16, 1991. 


Definitions [Reg. 7001]: “amount” — ITA 248(1); “associated” — ITA 256; “debt 
obligation” — Reg. 7001(6); “disposes” — ITA 248(1)“disposition’”; “excluded pay- 
ment” — Reg. 7001(7); “indexed debt obligation” — ITA 248(1); “indexed payment”, 
“Snflation adjustment period” — Reg. 7001(7); “month” — Interpretation Act 35(1); 
“prescribed” —ITA 248(1); “regular adjustment period” — Reg. 7001(7);, “taxation 
year” — ITA 249; “taxpayer” — ITA 248(1). 


PART LXXI — PRESCRIBED FEDERAL 
CROWN CORPORATIONS 


History: Part LXXI (s. 7100) added by P.C. 1984-3095, August 31, 1984, Canada 
Gazette, Part II, September 19, 1984, effective September 1, 1984. 


7100. For the purposes of subsections 27(2) and (3), the definition 
“private corporation” in subsection 89(1) and subsection 124(3) of 
the Act, the following are prescribed federal Crown corporations: 


(a) Canada Deposit Insurance Corporation; 

(b) Canada Hibernia Holding Corporation; 

(c) Canada Lands Company. Limited; 

(d) Canada Mortgage and Housing Corporation; 

(e) Canada Post Corporation; 

(f) Canadian Broadcasting Corporation; 

(g) Cape Breton Development Corporation; 

(h) Freshwater Fish Marketing Corporation; 

(i) Royal Canadian Mint; and 

Vas nate Rail Canada Inc. 

_ Proposed Amendment — Reg. -7100()) : 
pli on: Bill C-44 First Reading March 24, 2005), para. 85(b), will role 

“VIA Rail Canada Inc.” in para. 7100) with “VIA Rail Canada”, in force on a day to 

be fixed by order of the Governor i in Council. 

With the dissolution of th Parliament, a Bill will | 

future session if it is to be enacted. 


to be jaideenealened ina 


History: The opening words of s. 7100 amended, the list alphabetized, and “Farm 
Credit Canada” removed, by. P.C. 2003-1921, subsec. 1(5), December 3, 2003, Canada 
Gazette, Part Il, December 17, 2003, applicable to taxation years that begin after De- 
cember 10, 2001. 


“Theratronics International Limited” in s. 7100 deleted by, the said P.C, 2003-1921, 
subsec. 1(4), applicable after May 20, 1998. 


“Canada Hibernia Holding Corporation” and “Theratronics International Limited” ad- 
ded, and “Canada Development Investment Corporation” deleted, by the said P.C. 
2003-1921, subsecs. 1(2), (3), applicable after January 2, 1995. 


The opening words of s. 7100 amended by the said P.C. 2003-1921, subsec. 1(1), appli- 
cable after July 13, 1990. 


The reference to “Farm Credit Corporation” in s. 7100 replaced with a reference to 
“Farm Credit Canada”, by 2001, c. 22, para. 22(a), applicable June 14, 2001. 


S. 7100 amended by P.C. 1996-1927, s. 1, December 19, 1996, Canada Gazette, Part 
II, January 8, 1997; the deletion of “Air Canada” and the addition of “Canada Lands 
Company Limited” applicable November 1, 1995; the deletion of the reference to Na- 
tional Railways applicable January 1, 1996. 


S. 7100. amended by P.C. 1994-930, June 2, 1994, Canada Gazette, Part II, June 15, 
1994, applicable after March 26, 1994. 


S..7100 amended by P.C. 1991-2029, October 24, 1991, Canada Gazette, Part II, No- 
vember 6, 1991, effective commencing July 3, 1991. 
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S: 7100 amended by P.C. 1991-1822, September 26, 1991, Canada Gazette, Part Il, 
October 9, 1991, applicable commencing January 1, 1991. 

S. 7100 amended by P.C. 1991-350, February 28, 1991, Canada Gazette, Part II, 
March 13, 1991, applicable after January 1991. 

S. 7100 amended by P.C. 1986-2590, s. 18, November 20, 1986, Canada Gazette, Part 
II, December 10, 1986, effective July 15, 1985. 

S. 7100 amended by P.C. 1985-466, February 14, 1985, Canada Gazette, Part Il, 
March 6, 1985, effective commencing September 1, 1984. 

Definitions [Reg. 7100]: “prescribed” —ITA 248(1). 

Interpretation Bulletins: IT-347R2: Crown corporations (archived). 


PART LXXII — [REPEALED] 


History: Part LXXII repealed by P.C. 2001-1378, s. 5, August 1, 2001, Canada Ga- 
zette, Part II, August 15, 2001, effective August 15, 2001. 


Part LXXII (s. 7200) added by P.C. 1984-3789, s. 18, November 29, 1984, Canada 
Gazette, Part Il, December 12, 1984, applicable in respect of the first taxation year of a 
corporation ending after 1982. 


Definitions [Reg. 7200]: “amount” — ITA 248(1); “commencement” — Interpreta- 
tion Act 35(1); “corporation” —ITA 248(1), Jnterpretation Act 35(1); “taxation 
year’ — ITA 249. 


PART LXXIIl — PRESCRIBED AMOUNTS 
AND AREAS [AND PENALTIES] 


History: Heading to Part LXXIII substituted by P.C, 1988-1105, s. 2, June 6, 1988, 
Canada Gazette, Part Il, June 22, 1988, applicable to 1987 et seq. 


Part LX XIII (s. 7300) added by P.C. 1986-2770, s. 12, December 11, 1986, Canada 
Gazette, Part Il, December 24, 1986, effective commencing May 23, 1985. 


7300. [Prescribed amounts] — For the purposes of paragraph 
12(1)(x) of the Act, “prescribed amount” means 


(a) any amount paid to a corporation by the Native Economic 
Development Board created under Order in Council P.C. 1983- 
3394 of October 31, 1983 pursuant to the Native Economic De- 
velopment Program or paid to a corporation under the Aborigi- 
nal Capital Corporation Program of the Canadian Aboriginal Ec- 
onomic Development Strategy, where all of the shares of the 
capital stock of the corporation are 


(i) owned by aboriginal individuals, 


(ii) held in trust for the exclusive benefit of aboriginal 
individuals, 

(iii) owned by a corporation, all the shares of which are 
owned by aboriginal individuals, or 


(iv) owned or held in a combination of ownership structures 
described in subparagraph (1), (ii) or (ii1) 
and the purpose of the corporation 1s to provide loans, loan guar- 
antees, bridge financing, venture capital, lease financing, surety 
bonding or other similar financing services to aboriginal enter- 
prises; or 
(b) prescribed assistance within the meaning assigned by section 
6702. 


Related Provisions: ITA 80(1)“excluded obligation” (a)(1) — Debt forgiveness rules 
do not apply to prescribed amount. 


History: Para. 7300(a) amended by P.C. 1991-729, April 18, 1991, Canada Gazette, 
Part II], May 8, 1991, to substitute subparas. (i) to (iv) for “owned by aboriginal 
individuals”. 

S. 7300 amended by P.C. 1990-213, February 8, 1990, Canada Gazette, Part II, Febru- 
ary 28, 1990, to add para. (a), applicable to amounts received after May 22, 1985. 


Definitions [Reg. 7300]: “amount” — ITA 248(1); “corporation” —ITA 248(1), 
Interpretation Act 35(1); “individual”, “prescribed”, “share” — ITA 248(1); “taxation 
year’ — ITA 249; “trust” —ITA 104(1), 248(1), (3). 


Forms: T2124: Statement of business activities. 


7301. [Repealed] 


History: S. 7301 repealed by P.C. 2001-1378, s. 6, August 1, 2001, Canada Gazette, 
Part II, August 15, 2001, effective August 15, 2001. 


S. 7301 added by P.C. 1987-2168, October 22, 1987, Canada Gazette, Part II, Novem- 
ber 11, 1987. 


Income Tax Regulations 


7302, 7303. [Revoked] 


History: Ss. 7302, 7303 revoked by P.C. 1993-1688, s. 1, August 26, 1993, Canada 
Gazette, Part Il, September 8, 1993, applicable to 1993 et seq. 


Ss. 7302, 7303 added by P.C. 1988-1105, June 6, 1988, Canada Gazette, Part II, June 
22, 1988, applicable to 1987 ef seq. 


7303.1 (1) [Prescribed northern zone] — An area is a pre- 
scribed northern zone for a taxation year for the purposes of section 
110.7 of the Act where it is 


(a) the Yukon Territory, the Northwest Territories or Nunavut; 


(b) those parts of British Columbia, Alberta and Saskatchewan 
that lie north of 57°30'N latitude; 


(c) that part of Manitoba that lies 
(i) north of 56°20'N latitude, or 
(ii) north of 52°30'N latitude and east of 95°25'W longitude; 
(d) that part of Ontario that lies 
(i) north of 52°30'N latitude, or 
(ii) north of 51°05'N latitude and east of 89°10'W longitude; 
(e) that part of Quebec that lies 
(i) north of 51°05'N latitude, or 
(ii) north of the Gulf of St. Lawrence and east of 63°00'W 
longitude; or 
(f) Labrador, including Belle Isle. 
(2) [Prescribed intermediate zone] — An area is a prescribed 
intermediate zone for a taxation year for the purposes. of section 
110.7 of the Act where it is the Queen Charlotte Islands, Anticosti 
Island, the Magdalen Islands or Sable Island, or where it is not part 


of a prescribed northern zone referred to in subsection (1) for the 
year and is 


(a) that part of British Columbia that lies 
(i) north of 55°35'N latitude, 
(ii) north of 55°00'N latitude and east of 122°00'W longitude, 
or 
(iii) north of 55°13'N latitude and east of 123°16'W 
longitude; 
(b) that part of Alberta that lies north of 55°00'N latitude; 
(c) that part of Saskatchewan that lies 
(i) north of 55°00'N latitude, 
(ii) north of 54°15'N latitude and east of 107°00'W longitude, 
or 
(iii) north of 53°20'N latitude and east of 103°00'W 
longitude; 
(d) that part of Manitoba that lies 
(i) north of 53°20'N latitude, 
(ii) north of 52°10'N latitude and east of 97°40'W longitude, 
or 
(iii) north of 51°30'N latitude and east of 96°00'W longitude; 
(e) that part of Ontario that lies north of 50°35'N latitude; or 
(f) that part of Quebec that lies 
(i) north of 50°35'N latitude and west of 79°00'W longitude, 


(ii) north of 49°00'N latitude, east of 79°00'W longitude and 
west of 74°00'W longitude, 


(iii) north of 50°00'N latitude, east of 74°00'W longitude and 
west of 70°00'W longitude, 

(iv) north of 50°45'N latitude, east of 70°00"W longitude and 
west of 65°30'W longitude, or 

(v) north of the Gulf of St. Lawrence, east of 65°30'W longi- 
tude and west of 63°00'W longitude. 


History [Reg. 7303.1]: Para. 7303.1(1)(a) amended to add reference to Nunavut by 
2007, c. 35, subsec. 79(1), applicable after March 31, 1999. 


Para. 7303.1(2)(a)(iii) added by 2007, c. 35, subsec. 79(2), applicable to 2007 et seq. 
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S. 7303.1 enacted by P.C. 1993-1688, s. 2, August 26, 1993, Canada Gazette, Part II, 
September 8, 1993, applicable to 1988 er seq. 


Definitions [Reg. 7303.1]: “prescribed” — ITA 248(1); “taxation year” — ITA 249, 


Remission Orders [Reg. 7303.1]: Prescribed Areas Forward Averaging Remission 
Order, P.C. 1994-109 (remission for certain residents of prescribed areas who filed 
forward averaging elections for 1987). 


Interpretation Bulletins [Reg. 7303.1]: IT-91R4: Employment at special work 
sites or remote work locations. 


Forms [Reg. 7303.1]: T4039: Northern residents deductions — places in prescribed 
zones [guide]. 


7304. (1) In this section, 
“member of the taxpayer’s household” includes the taxpayer; 


“designated city” means St. John’s, Halifax, Moncton, Quebec 
City, Montreal, Ottawa, Toronto, North Bay, Winnipeg, Saskatoon, 
Calgary, Edmonton and Vancouver. 


(2) [Trip cost] — For the purposes of this section, the trip cost to a 
taxpayer in respect of a trip made by an individual who, at the time 
the trip was made, was a member of the taxpayer’s household is the 
least of 


(a) the aggregate of 


(i) the value of travel assistance, if any, provided by the tax- 
payer's employer in respect of travelling expenses for the 
trip, and 


(ii) the amount, if any, received by the taxpayer from his em- 
ployer in respect of travelling expenses for the trip, 


(b) the aggregate of 


(i) the value of travel assistance, if any, provided by the tax- 
payer’s employer in respect of travelling expenses for the 
trip, and 


(ii) travelling expenses incurred by the taxpayer for the trip, 
and 


(c) the lowest return airfare ordinarily available, at the time the 
trip was made, to the individual for flights between the place in 
which the individual resided immediately before the trip, or the 
airport nearest thereto, and the designated city that is nearest to 
that place. 


(3) [Period travel cost] — For the purposes of subsection (4), the 
“period travel cost’ to a taxpayer for a period in a taxation year, in 
respect of an individual who was a member of the taxpayer’s house- 
hold at,any time during the period, is the total of the trip costs to the 
taxpayer in respect of all trips that were made by the individual at a 
time. when the individual was a member of the taxpayer’s household 
where the trips may reasonably be considered to relate to the period. 


(4) [Travel assistance — prescribed amount] — For the pur- 
poses of clause 110.7(1)(a)(@)(A) of the Act, the prescribed amount 
in respect of a taxpayer for a period in a taxation year 1s the lesser 
of 


(a) the total of 


(i) the value of travel assistance, if any, provided in the pe- 
riod by the taxpayer’s employer in respect of travelling ex- 
penses for trips, each of which was made by an individual 
who, at the time the trip was made, was a member of the 
taxpayer’s household, where the trips may reasonably be 
considered to relate to the period, and 


(ii) the amount, if any, received, in the period by the taxpayer 
from the taxpayer's, employer in respect of travelling ex- 
penses for trips, each of which was made by an individual 
who, at the time the trip was made, was a member of the 
taxpayer’s household, where the trips may reasonably be 
considered to relate to the period; and 

(b) the total of all the period travel costs to the taxpayer for the 

period in respect of all individuals who were members of the 

taxpayer’s’ household at any time in the period. 


Reg. 
S. 7305(b)(iv) 


History; Para. 7304(2)(c), subsecs. 7304(3), (4) amended by P.C. 1993-1688, s. 3, 
August 26, 1993, Canada Gazette, Part Il, September 8, 1993, applicable to 1988 et 
seq. 


| S. 7304:added by P.C. 1988-1105, s. 3, June 6, 1988, Canada Gazette, Part Il, June 22, 


1988,, applicable to 1987 et seq. 

Definitions [Reg. 7304]: “amount” —ITA: 248(1); “designated . city” — Reg. 
7304(1);, “employer”, “individual” —ITA 248(1); “member of the taxpayer’s house- 
hold” — Reg. 7304(1); “period travel cost” — Reg. 7304(3); “prescribed” — ITA 
248(1); “taxation year’ —ITA 249; “taxpayer’ —ITA 248(1); “trip cost” — Reg. 
7304(2). | 


7305. [Prescribed drought regions] — For the purposes of 
subsection 80.3(4) of the Act, prescribed drought regions in respect 
of 


(a) the 1995 calendar year are 


(i) in Manitoba, the Local Government Districts of Alonsa, 
Fisher, Grahamdale, Grand Rapids and Mountain (South), 
the areas designated under The Northern Affairs Act (Mani- 
toba) as the communities of Camperville, Crane River, Duck 
Bay, Homebrook, Mallard, Meadow Portage, Rock Ridge, 
Spence Lake and Waterhen, the Rural Municipalities of Erik- 
sdale, Lawrence, Mossey River, Ste. Rose and Siglunes, and 
Skownan, 


(ii) in Saskatchewan, the Rural Municipalities of Antelope 
Park; Battle River, Beaver River, Biggar, Blaine Lake, Bri- 
tannia, Buffalo, Cut Knife, Douglas, Eagle Creek, Eldon, Eye 
Hill, Frenchman Butte, Glenside, Grandview, Grass Lake, 
Great Bend, Heart’s,Hill, Hillsdale, Kindersley, Loon Lake, 
Manitou Lake, Mariposa, Mayfield, Meadow Lake, Med- 
stead, Meeting Lake, Meota, Mervin, Milton, Mountain 
View, North Battleford, Oakdale, Paynton, Parkdale, Perdue, 
Pleasant Valley, Prairie, Prairiedale, Progress, Redberry, 
Reford, Round. Hill, Round Valley, Rosemont, Senlac, Spir- 
itwood, Tramping Lake, Turtle River, Wilton and Winslow, 
and 


(iii) in Alberta, the Counties of Beaver, Camrose, Flagstaff, 
Lamont, Minburn, Paintearth, Smoky Lake, St. Paul, Strath- 
cona, Thorhild, Two Hills and Vermilion River, the Munici- 
pal Districts of Bonnyville, MacKenzie, Northern Lights, 
Provost and Wainwright, and Special Areas 2, 3 and 4; 


(b) the 1997 calendar year are 
(i) in Ontario, the Counties of Hastings and Renfrew, 
(ii) Nova Scotia, 


(11) in Manitoba, the Rural Municipalities of Albert, Alonsa, 
Archie, Arthur, Birtle, Boulton, Brenda, Cameron,’ Clanwil- 
liam, Dauphin, Edward, Ellice, Glenella, Grahamdale, Harri- 
son, Lakeview, Langford, Lansdowne, Lawrence, McCreary, 
Miniota, Minto, Morton, Ochre River, Park (South), Pipe- 
stone, Rosedale, Rossburn, Russell, Ste. Rose, Shellmouth, 
Shoal Lake, Sifton, Siglunes, Silver Creek, Strathclair, Turtle 
Mountain, Wallace, Westbourne, Whitewater and 
Winchester, 


(iv) in Saskatchewan, the Rural Municipalities of Abernethy, 
Antelope Park, Antler, Argyle, Baildon, Bengough, Benson, 
Big Stick, Biggar, Bratt’s Lake, Brock, Brokenshell, Brown- 
ing, Buchanan, Calder, Caledonia, Cambria, Cana, Chester, 
Chesterfield, Churchbridge;. Clinworth, Coalfields, Cote, 
Cymri, Deer Forks, Elcapo, Elmsthorpe, Emerald, Enniskil- 
len, Enterprise, Estevan, Excel, Eye ‘Hill, Fertile Belt, Fill- 
more, Foam Lake, Francis, Fox Valley, Garry, Glenside, 
Golden West, Good Lake, Grandview, Grass Lake, Grayson, 
Griffin, Happyland, Happy Valley, Hart Butte, Hazelwood, 
Heart’s Hill, Indian Head, Insinger,; Ituna Bon Accord, In- 
vermay, Kellross, Key West, Keys, Kingsley, Lajord, Lake 
Alma, Lake Johnston, Lake of The Rivers, Langenburg, Lau- 
rier, Lipton, Livingston, Lomond, Maple Creek, Mariposa, 
Martin, Maryfield, McLeod, Milton, Montmartre, Moose 
Creek, Moose Jaw, Moose Mountain, Moosomin, Mountain 
View, Mount Pleasant, North Qu’ Appelle, Norton, Oakdale, 
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Orkney, Old Post, Poplar Valley, Prairie, Prairiedale, Pro- 
gress, Reciprocity, Redburn, Reford, Rocanville, Rosemount, 
St. Philips, Saltcoats, Scott, Silverwood, Sliding Hills, Souris 
Valley, South Qu’Appelle, Spy Kill, Stanley, Stonehenge, 
Storthoaks, Surprise Valley, Tecumseh, Terrell, The Gap, 
Tramping Lake, Tullymet, Wallace, Walpole, Waverley, 
Wawken, Wellington, Weyburn, Willow Bunch, Willowdale, 
Winslow and Wolseley, and 

(v) in Alberta, the County of Forty Mile, the Municipal Dis- 


tricts of Acadia Valley, Cypress, Pincher Creek, Provost and 
Willow Creek, and Special Areas 2, 3 and 4; 


(c) the 1998 calendar year are 


(i) in Ontario, the Counties of Bruce, Grey, Huron and Ox- 
ford, and the Districts of Nipissing, Parry Sound, Sudbury 
and Thunder Bay, 


(ii) in Nova Scotia, the Counties of Annapolis, Colchester, 
Cumberland, Digby, Hants and Kings, 


(iii) in Saskatchewan, the Rural Municipalities of Aberdeen, 
Antelope Park, Arlington, Auvergne, Battle River, Bayne, 
Beaver River, Biggar, Blaine Lake, Blucher, Bone Creek, 
Britannia, Buffalo, Canaan, Chaplin, Chesterfield, Clinworth, 
Corman Park, Coteau, Coulee, Cut Knife, Douglas, Dundurn, 
Eagle Creek, Eldon, Enfield, Excelsior, Eye Hill, Fertile Val- 
ley, Frenchman Butte, Frontier, Glen Bain, Glen McPherson, 
Glenside, Grandview, Grant, Grass Lake, Grassy Creek, 
Gravelbourg, Great Bend, Harris, Hart Butte, Heart’s Hill, 
Hillsdale, Kindersley, King George, Lac Pelletier, Lacadena, 
Laird, Lake of The Rivers, Lawtonia, Lone Tree, Loon Lake, 
Loreburn, Mankota, Manitou Lake, Maple Bush, Mariposa, 
Marriott, Mayfield, Meadow Lake, Medstead, Meeting Lake, 
Meota, Mervin, Milden, Milton, Miry Creek, Monet, Mont- 
rose, Morse, Mountain View, Newcombe, North Battleford, 
Oakdale, Old Post, Parkdale, Paynton, Perdue, Pinto Creek, 
Pleasant Valley, Poplar Valley, Prairie, Prairiedale, Progress, 
Redberry, Reford, Reno, Riverside, Rosedale, Rosemount, 
Round Hill, Round Valley, Rosthern, Rudy, St. Andrews, 
Saskatchewan Landing, Senlac, Shamrock, Snipe Lake, 
Stonehenge, Swift Current, Tramping Lake, Turtle River, 
Val Marie, Vanscoy, Victory, Waverly, Webb, Whiska 
Creek, White Valley, Willow Bunch, Wilton, Winslow, Wise 
Creek, and Wood River, and 


(iv) in Alberta, the Counties of Beaver, Camrose, Flagstaff, 
Grande Prairie, Lamont, Minburn, Paintearth, St. Paul, 
Smoky Lake, Stettler, Two Hills and Vermilion River, the 
Municipal Districts of Acadia, Big Lakes, Birch Hills, Bon- 
nyville, Clear Hills, East Peace, Fairview, Greenview, North- 
ern Lights, Peace, Provost, Saddle Hills, Smoky River, Spirit 
River, Starland, Wainwright and Yellowhead, and Special 
Areas 2, 3 and 4; 


(d) the 1999 calendar year are 


(i) in Nova Scotia, the Counties of Annapolis, Colchester, 
Cumberland, Digby, Hants, Kings and Yarmouth, 


(ii) in British Columbia, the Peace River Regional District, 


(iii) in Saskatchewan, the Rural Municipalities of Beaver 
River and Loon Lake, and 


(iv) in Alberta, the Counties of Athabaska, Barrhead, Birch 
Hills, Grande Prairie, Lac Ste. Anne, Lakeland, Lamont, Sad- 
dle Hills, Smoky Lake, St. Paul, Thorhild, Two Hills, 
Westlock and Woodlands, and the Municipal Districts of Big 
Lakes, Bonnyville, Clear Hills, East Peace, Fairview, Green- 
view, Lesser Slave Lake, MacKenzie, Northern Lights, 
Peace, Smoky River and Spirit River; 


(e) the 2000 calendar year are 


(i) in British Columbia, the Regional District of East 
Kootenay, 


(ii) in Saskatchewan, the Rural Municipalities of Antelope 
Park, Battle River, Big Stick, Biggar, Blaine Lake, Buffalo, 
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Chesterfield, Clinworth, Cut Knife, Deer Forks, Douglas, 
Duck Lake, Eagle Creek, Enterprise, Eye Hill, Fox Valley, 
Glenside, Grandview, Grass Lake, Great Bend, Happyland, 
Hearth’s Hill, Kindersley, Laird, Leask, Maple Creek, Mari- 
posa, Marriott, Mayfield, Meeting Lake, Milton, Mountain 
View, Newcombe, North Battleford; Oakdale, Paynton, 
Piapot, Pleasant Valley, Prairiedale, Progress, Redberry, 
Reford, Reno, Rosemount, Rosthern, Round Valley, Senlac, 
St. Louis, Tramping Lake and Winslow, and 


(iii) in Alberta, the Counties of Barrhead, Birch Hills, Card- 
ston, Cypress, Flagstaff, Forty Mile, Grande Prairie, 
Kneehill, Lac Ste. Anne, Lethbridge, Newell, Paintearth, 
Saddle Hills, Starland, Stettler, Vulcan, Warner, Wheatland 
and Woodlands, the Improvement Districts of Kananaskis 
and Waterton, the Municipal Districts of Acadia, Fairview, 
Foothills, Greenview, Peace, Pincher Creek, Provost, Ranch- 
land, Smoky River, Spirit River, Taber and Willow Creek, 
and the Municipality of Crowsnest Pass and Special Areas 2, 
3, and 4; 


(f) the 2001 calendar year are 


(i) in Ontario, the Counties of Elgin, Essex, Haldimand, Has- 
tings, Huron, Lambton, Lanark, Lennox and Addington, 
Middlesex, Norfolk, Northumberland, Oxford and Renfrew, 
the United Counties of Leeds and Grenville, the Frontenac 
Management Board, the Regional Municipality of Niagara, 
the Cities of Brant County, Brantford, Hamilton, Ottawa and 
Prince Edward County and the Municipality of Chatham- 
Kent, 


(ii) in Quebec, the Magdalen Islands, 


(iii) in Nova Scotia, the Counties of Annapolis, Antigonish, 
Cape Breton, Colchester, Cumberland, Digby, Hants, Inver- 
ness, Kings, Pictou, Richmond and Victoria, 


(iv) in New Brunswick, the Counties of Albert, Kent and 
Westmorland, 


(v) in Manitoba, the Rural Municipality of Kelsey, 


(vi) in British Columbia, the Regional Districts of Central 
Kootenay, East Kootenay, Kootenay Boundary and Okana- 
gan-Similkameen, 


(vii) Prince Edward Island, 


(viii) in Saskatchewan, the Rural Municipalities of Aberdeen, 
Abernethy, Antelope Park, Arborfield, Arlington, Arm River, 
Auvergne, Baildon, Barrier Valley, Battle River, Bayne, Bea- 
ver River, Bengough, Big Arm, Big Quill, Big River, Big 
Stick, Biggar, Birch Hills, Bjorkdale, Blaine Lake, Blucher, 
Bone Creek, Bratt’s Lake, Britannia, Brokenshell, Buchanan, 
Buckland, Buffalo, Calder, Caledonia, Cana, Canaan, 
Canwood, Carmichael, Caron, Chaplin, Chester, Chester- 
field, Churchbridge, Clayton, Clinworth, Colonsay, Con- 
naught, Corman Park, Cote, Coteau, Coulee, Craik, Cupar, 
Cut Knife, Deer Forks, Douglas, Duck Lake, Dufferin, 
Dundurn, Eagle Creek, Edenwold, Elcapo, Eldon, Elfros, 
Elmsthorpe, Emerald, Enfield, Enterprise, Excel, Excelsior, 
Eye Hill, Eyebrow, Fertile Valley, Fish Creek, Flett’s 
Springs, Foam Lake, Fox Valley, Francis, Frenchman Butte, 
Frontier, Garden River, Garry, Glen Bain, Glen Mcpherson, 
Glenside, Good Lake, Grandview, Grant, Grass Lake, Grassy 
Creek, Gravelbourg, Grayson, Great Bend, Gull Lake, Happy 
Valley, Happyland, Harris, Hart Butte, Hazel Dell, Heart’s 
Hill, Hillsborough, Hillsdale, Hoodoo, Hudson Bay, Hum- 
boldt, Huron, Indian Head, Insinger, Invergordon, Invermay, 
Ituna Bon Accord, Kellross, Kelvington, Key West, Keys, 
Kindersley, King George, Kingsley, Kinistino, Kutawa, Lac 
Pelletier, Lacadena, Laird, Lajord, Lake Johnston, Lake Le- 
nore, Lake of The Rivers, Lakeland, Lakeside, Lakeview, 
Last Mountain Valley, Lawtonia, Leask, Leroy, Lipton, Liv- 
ingston, Lone Tree, Longlaketon, Loon Lake, Loreburn, Lost 
River, Lumsden, Manitou Lake, Mankota, Maple Bush, Ma- 
ple Creek, Mariposa, Marquis, Marriott, Mayfield, Mc- 
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craney, Mckillop, McLeod, Meadow Lake, Medstead, Meet- 
ing Lake, Meota, Mervin, Milden, Milton, Miry Creek, 
Monet, Montmartre, Montrose, Moose Jaw, Moose Range, 
Morris, Morse, Mount Hope, Mountain View, Newcombe, 
Nipawin, North Battleford, North Qu’ Appelle, Norton, Oak- 
dale, Old Post, Orkney, Paddockwood, Parkdale, Paynton, 
Pense, Perdue, Piapot, Pinto Creek, Pittville, Pleasant Valley, 
Pleasantdale, Ponass Lake, Poplar Valley, Porcupine, Prairie 
Rose, Prairiedale, Preeceville, Prince Albert, Progress, 
Redberry, Redburn, Reford, Reno, Riverside, Rodgers, 
Rosedale, Rosemount, Rosthern, Round Hill, Round Valley, 
Rudy, Saltcoats, Sarnia, Saskatchewan Landing, Sasman, 
Scott, Senlac, Shamrock, Shellbrook, Sherwood, Sliding 
Hills, Snipe Lake, South Qu’Appelle, Spalding, Spiritwood, 
St. Andrews, St. Louis, St. Peter, St. Philips, Stanley, Star 
City, Stonehenge, Surprise Valley, Sutton, Swift Current, 
Terrell, The Gap, Three Lakes, Tisdale, Torch River, Touch- 
wood, Tramping Lake, Tullymet, Turtle River, Usborne, Val 
Marie, Vanscoy, Victory, Viscount, Wallace, Waverley, 
Webb, Wheatlands, Whiska Creek, White Valley, Willner, 
Willow Bunch, Willow Creek, Wilton, Winslow, Wise 
Creek, Wolseley, Wolverine, Wood Creek, Wood River and 
Wreford, 


(ix) Alberta, and 


(x) in Newfoundland and Labrador, the island of 
Newfoundland; 


(g) the 2002 calendar year are 


(i) in Ontario, the Counties of Bruce, Elgin, Lambton and 
Middlesex, the Municipality of Chatham-Kent, the District of 
Cochrane and the Regional Municipalities of Halton and 
Reel: 


(ii) in Manitoba, the Rural Municipalities of Albert, Alonsa, 
Archie, Argyle, Arthur, Birtle, Blanshard, Brenda, Cameron, 
Clanwilliam, Coldwell, Cornwallis, Daly, Dauphin, Edward, 
Ellice, Elton, Eriksdale, Ethelbert, Gilbert Plains, Glenella, 
Glenwood, Grahamdale, Grandview, Hamiota, Harrison, 
Hillsburg, Kelsey, Langford, Lansdowne, Lawrence, Mc- 
Creary, Miniota, Minitonas, Minto, Morton, Mossey. River, 
Mountain, North Cypress, Oakland, Ochre River, Odanah, 
Park, Pipestone, Riverside, Roblin, Rosedale, Rossburn, Rus- 
sell, Saskatchewan, Shell River, Shellmouth-Boulton, Shoal 
Lake, Sifton, Siglunes, Silver Creek, South Cypress, St. Lau- 
rent, Ste. Rose, Strathclair, Strathcona, Swan River, Turtle 
Mountain, Wallace, Whitehead, Whitewater, Winchester and 
Woodworth, and the unorganized territory that is north of the 
Rural Municipality of Alonsa, between that rural municipal- 
ity and the south shore of Lake Manitoba, 


(iii) in British Columbia, the Peace River Regional District, 


(iv) in Saskatchewan, the Rural Municipalities of Aberdeen, 
Abernethy, Antelope Park, Antler, Arborfield, Argyle, Ar- 
lington, Arm River, Auvergne, Baildon, Barrier Valley, Bat- 
tle River, Bayne, Beaver River, Big Arm, Big Quill, Big 
River, Big Stick, Biggar, Birch Hills, Bjorkdale, Blaine Lake, 
Blucher, Bone Creek, Britannia, Buchanan, Buckland, Buf- 
falo, Calder, Cana, Canaan, Canwood, Carmichael, Caron, 
Chaplin, Chesterfield, Churchbridge, Clayton, Clinworth, 
Colonsay, Connaught, Corman Park, Cote, Coteau, Coulee, 
Craik, Cupar, Cut Knife, Deer Forks, Douglas, Duck Lake, 
Dufferin, Dundurn, Eagle Creek, Edenwold, Elcapo, Eldon, 
Elfros, Emerald, Enfield, Enniskillen, Enterprise, Excelsior, 
Eye Hill, Eyebrow, Fertile Belt, Fertile Valley, Fish Creek, 
Flett’s Springs, Foam Lake, Fox Valley, Frenchman Butte, 
Frontier, Garden River, Garry, Glen Bain, Glen McPherson, 
Glenside, Good Lake, Grandview, Grant, Grass Lake, Grassy 
Creek, Gravelbourg, Grayson, Great Bend, Gull Lake, Hap- 
pyland, Harris, Hazel Dell, Hazelwood, Heart’s Hill, Hills- 
borough, Hillsdale, Hoodoo, Hudson Bay, Humboldt, Huron, 
Insinger, Invergordon, Invermay, Ituna Bon Accord, Kel- 
lross, Kelvington, Keys, Kindersley, King George, Kingsley, 
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Kinistino, Kutawa, Lac Pelletier, Lacadena, Laird, Lake 
Johnston, Lake Lenore, Lakeland, Lakeside, Lakeview, 
Langenburg, Last Mountain Valley, Lawtonia, Leask, Leroy, 
Lipton, Livingston, Lone Tree, Longlaketon, Loon Lake, 
Loreburn, Lost River, Lumsden, Manitou Lake, Mankota, 
Maple Bush, Maple Creek, Mariposa, Marquis, Marriott, 
Martin, Maryfield, Mayfield, McCraney, McKillop, McLeod, 
Meadow Lake, Medstead, Meeting Lake, Meota, Mervin, 
Milden, Milton, Miry Creek, Monet, Montrose, Moose 
Creek, Moose Jaw, Moose Mountain, Moose Range, 
Moosomin, Morris, Morse, Mount Hope, Mount Pleasant, 
Mountain View, Newcombe, Nipawin, North Battleford, 
North Qu’appelle, Oakdale, Orkney, Paddockwood, Park- 
dale, Paynton, Pense, Perdue, Piapot, Pinto Creek, Pittville, 
Pleasant Valley, Pleasantdale, Ponass Lake, Porcupine, Prai- 
rie Rose, Prairiedale, Preeceville, Prince Albert, Progress, 
Reciprocity, Redberry, Redburn, Reford, Reno, Riverside, 
Rocanville, Rodgers, Rosedale, Rosemount, Rosthern, Round 
Hill, Round Valley, Rudy, Saltcoats, Sarnia, Saskatchewan 
Landing, Sasman, Senlac, Shamrock, Shellbrook, Sherwood, 
Silverwood, Sliding Hills; Snipe Lake, Spalding, Spiritwood, 
Spy Hill, St. Andrews, St. Louis, St. Peter, St. Philips, Stan- 
ley, Star City, Storthoaks, Sutton, Swift Current, Three 
Lakes, Tisdale, Torch River, Touchwood, Tramping Lake, 
Tullymet, Turtle River, Usborne, Val Marie, Vanscoy, Vic- 
tory, Viscount, Wallace, Walpole, Waverley, Wawken, 
Webb, Wheatlands, Whiska Creek, White Valley, Willner, 
Willow Creek, Willowdale, Wilton, Winslow, Wise Creek, 
Wolverine, Wood Creek, Wood River and Wreford, and 


(v) Alberta; 


(h) the 2003 calendar year are 


(i) in Manitoba, the Rural Municipalities of Albert, Alonsa, 
Archie, Argyle, Armstrong, Arthur, Bifrost, Birtle, Blan- 
shard, Brenda, Cameron, Clanwilliam, Coldwell, Cornwallis, 
Daly, Dauphin, Edward, Ellice, Elton, Eriksdale, Ethelbert, 
Fisher, Gilbert Plains, Gimli, Glenella, Glenwood, 
Grahamdale, Grandview, Hamiota, Harrison, Hillsburg, Kel- 
sey, Lakeview, Langford, Lansdowne, Lawrence, Louise, 
McCreary, Miniota, Minitonas, Minto, Morton, Mossey 
River, Mountain, North Cypress, Oakland, Ochre River, 
Odanah, Park, Pipestone, Riverside, Roblin, Rockwood, 
Rosedale, Rossburn, Russell, Saskatchewan, Shell. River, 
Shellmouth-Boulton, Shoal Lake, Sifton, Siglunes, Silver 
Creek, South Cypress, St. Laurent, Ste. Rose, Strathclair, 
Strathcona, Swan River, Turtle Mountain, Wallace, West- 
bourne, Whitehead, Whitewater, Winchester, Woodlands and 
Woodworth, the town of Grand Rapids and the Manitoba 
Census Consolidated Subdivision no. 19 (unorganized), as 
that subdivision was developed by Statistics Canada for the 
2001 Census, 


(i) in British Columbia, the Regional Districts of Bulkley- 
Nechako, Cariboo, Central Kootenay, Central Okanagan, Co- 
lumbia-Shuswap, East Kootenay, Fort Nelson-Liard, Fraser- 
Fort George, Kootenay Boundary, North Okanagan, Okana- 
gan-Similkameen, Peace River, Spallumcheen, Squamish- 
Lillooet and Thompson-Nicola, 


(iii) in Saskatchewan, the Rural Municipalities of Aberdeen, 
Abernethy, Antelope Park, Antler, Arborfield, Argyle, Bar- 
rier Valley, Battle River, Bayne, Beaver River, Benson, Big 
Quill, Big River, Biggar, Birch Hills, Bjorkdale, Blaine Lake, 
Blucher, Britannia, Brock, Brokenshell, | Browning, 
Buchanan, Buckland, Buffalo, Calder, Cana, Canaan, 
Canwood, Chesterfield, Churchbridge, Clayton, Clinworth, 
Coalfields, Colonsay, Connaught, Corman Park, Cote, Co- 
teau, Coulee, Cupar, Cut Knife, Cymri, Deer Forks, Douglas, 
Duck Lake, Dufferin, Dundurn, Eagle Creek, Edenwold, El- 
capo, Eldon, Elfros, Emerald, Enniskillen, Excelsior, Fertile 
Belt, Fertile Valley, Fish Creek, Flett’s Springs, Foam Lake, 
Frenchman Butte, Garden River, Garry, Glenside, Good 
Lake, Grandview, Grant, Grayson, Great Bend, Griffin, Hap- 
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pyland, Harris, Hazel Dell, Hazelwood, Hillsdale, Hoodoo, 
Hudson Bay, Humboldt, Insinger, Invergordon, Invermay, 
Ituna Bon Accord, Kellross, Kelvington, Keys, Kindersley, 
King George, Kingsley, Kinistino, Kutawa, Lacadena, Laird, 
Lake Lenore, Lakeland, Lakeside, Lakeview, Langenburg, 
Last Mountain Valley, Leask, Leroy, Lipton, Livingston, 
Longlaketon, Loon Lake, Lumsden, Marriott, Martin, Mary- 
field, Mayfield, McKillop, McLeod, Meadow Lake, Med- 
stead, Meeting Lake, Meota, Mervin, Milden, Milton, Miry 
Creek, Monet, Montrose, Moose Creek, Moose Mountain, 
Moose Range, Moosomin, Morse, Mount Hope, Mount 
Pleasant, Mountain View, Newcombe, Nipawin, North Bat- 
tleford, North Qu’appelle, Oakdale, Orkney, Paddockwood, 
Parkdale, Paynton, Pense, Perdue, Pittville, Pleasant Valley, 
Pleasantdale, Ponass Lake, Porcupine, Prairie Rose, 
Prairiedale, - Preeceville, Prince Albert, Reciprocity, 
Redberry, Redburn, Reford, Riverside,  Rocanville, 
Rosemount, Rosthern, Round Hill, Rudy, Saltcoats, Sarnia, 
Saskatchewan Landing, Sasman, Shellbrook, Sherwood, 
Silverwood, Sliding Hills, Snipe Lake, Spalding, Spiritwood, 
Spy Hill, St. Andrews, St. Louis, St. Peter, St. Philips, Stan- 
ley, Star City, Storthoaks, Swift Current, Tecumseh, Three 
Lakes, Tisdale, Torch River, Touchwood, Tullymet, Turtle 
River, Usborne, Vanscoy, Victory, Viscount, Wallace, Wal- 
pole, Wawken, Webb, Weyburn, Willow Creek, Willowdale, 
Winslow and Wolverine, and 


(iv) in Alberta, the Counties of Athabasca, Barrhead, Birch 
Hills, Brazeau, Cardston, Clearwater, Grande Prairie, 
Kneehill, Lac Ste. Anne, Lacombe, Lakeland, Leduc, Moun- 
tain View, Northern Sunrise, Parkland, Ponoka, Red Deer, 
Saddle Hills, Starland, Thorhild, Wetaskiwin, Woodlands 
and Yellowhead, the improvement districts of Banff, Jasper 
Park, Kananaskis, Waterton and Wilmore Wilderness, the 
municipal districts of Acadia, Big Lakes, Bighorn, Bon- 
nyville, Clear Hills, Fairview, Greenview, MacKenzie, 
Northern Lights, Peace, Pincher Creek, Ranchland, Smoky 
River, Spirit River and Willow Creek, the municipalities of 
Crowsnest Pass and Jasper, and special areas 3 and 4; 


(i) the 2004 calendar year are 


(i) in British Columbia, the Regional District of Fort Nelson- 
Liard, and 

(ii) in Alberta, the Counties of Beaver, Camrose, Flagstaff, 
Paintearth, Starland and Stettler, the Municipal Districts of 
Acadia, Clear Hills, Fairview, Mackenzie and Northern 
Lights, and Special Areas 2, 3 and 4; 


(j) the 2006 calendar year are 


(i) in Ontario, the Territorial Districts of Algoma, Kenora, 
Manitoulin, Rainy River and Thunder Bay, 


(ii) in British Columbia, the Regional Districts of Bulkley- 
Nechako, Cariboo, Fraser-Fort George, Kitimat-Stikine and 
Peace River, 


(iii) in Saskatchewan, the Rural Municipalities of Arlington, 
Auvergne, Bengough, Big Stick, Bone Creek, Carmichael, 
Clinworth, Frontier, Glen McPherson, Grassy Creek, Gull 
Lake, Happy Valley, Hart Butte, Lac Pelletier, Lake Alma, 
Laurier, Lone Tree, Mankota, Maple Creek, Miry Creek, Old 
Post, Piapot, Pittville, Poplar Valley, Reno, Surprise Valley, 
The Gap, Val Marie, Waverley, Webb, Whiska Creek, White 
Valley, Willow Bunch and Wise Creek, and 


(iv) in Alberta, the Counties of Clear Hills, Grande Prairie 
and Saddle Hills and the Municipal Districts of Greenview 
and Northern Lights; 


(k) the 2007 calendar year are 


(i) in Ontario, the Cities of Hamilton, Kawartha Lakes and 
Toronto, the Counties of Brant, Bruce, Dufferin, Elgin, Es- 
sex, Frontenac, Grey, Haldimand, Hastings, Huron, 
Lambton, Lennox and Addington, Middlesex, Northumber- 
land, Norfolk, Oxford, Perth, Peterborough, Prince Edward, 
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Simcoe and Wellington, the Municipality of Chatham-Kent, 
the Regional Municipalities of Durham, Halton, Niagara, 
Peel, Waterloo and York, the Territorial Districts of Algoma, 
Manitoulin and Thunder Bay and the United Counties of 
Leeds and Grenville, 


(ii) in British Columbia, the Regional Districts of Central 
Kootenay, East Kootenay, Kootenay Boundary and Okana- 
gan-Similkameen, 


(iii) in Saskatchewan, the Rural Municipalities of Arlington, 
Auvergne, Bengough, Big Stick, Bone Creek, Carmichael, 
Coulee, Excel, Excelsior, Frontier, Glen Bain, Glen McPher- 
son, Grassy Creek, Gull Lake, Happy Valley, Hart Butte, Lac 
Pelletier, Lake of the Rivers, Lawtonia, Lone Tree, Mankota, 
Maple Creek, Miry Creek, Morse, Old Post, Piapot, Pinto 
Creek, Pittville, Poplar Valley, Reno, Riverside, Saskatche- 
wan Landing, Stonehenge, Swift Current, Val Marie, 
Waverley, Webb, Whiska Creek, White Valley, Willow 
Bunch, Wise Creek and Wood River, and 


(iv) in Alberta, the Counties of Cardston, Cypress, Forty 
Mile, Lethbridge and Warner, the Municipal Districts of 
Pincher Creek, Ranchland, Taber and Willow Creek and the 
Municipality of Crowsnest Pass; 


(1) the 2008 calendar year are 


(i) in Manitoba, the Municipality of Killarney-Turtle Moun- 
tain and the Rural Municipalities of Albert, Arthur, Brenda, 
Cameron, Edward, Glenwood, Morton, Pipestone, Riverside, 
Sifton, Whitewater and Winchester, 


(ii), in British Columbia, the Regional Districts. of Central 
Kootenay, East Kootenay, Kootenay Boundary and Peace 
River, 


(iii) in Saskatchewan, the Rural Municipalities of Argyle, Ar- 
lington, Auvergne, Baildon, Bengough, Benson, Bone Creek, 
Bratt’s Lake, Brokenshell, Browning, Caledonia, Cambria, 
Caron, Coalfields, Cymri, Elmsthorpe, Enniskillen, Estevan, 
Excel, Francis, Frontier, Glen Bain, Glen McPherson, Grassy 
Creek, Gravelbourg, Griffin, Hillsborough, Happy. Valley, 
Hart Butte, Key West, Lac Pelletier, Lajord, Lake. Alma, 
Lake Johnston, Lake of the Rivers, Laurier, Lomond, Lone 
Tree, Mankota, Marquis, Moose Creek, Moose Jaw, Mount 
Pleasant, Norton, Old Post, Pense, Pinto Creek, Poplar Val- 
ley, Redburn, Reciprocity, Rodgers, Scott, Shamrock, Sher- 

. wood, Souris Valley, Surprise Valley, Stonehenge, 
Storthoaks, Sutton, Tecumseh, Terrell, The Gap, Val Marie, 
Waverley, Wellington, Weyburn, Whiska Creek, White Val- 
ley, Willow Bunch, Wise Creek and Wood River, and 


(iv) in Alberta, the Counties of Birch Hills, Clear Hills, 
Grande Prairie and Saddle Hills and the Municipal Districts 
of Fairview and Spirit River; and 


(m) the 2009 calendar year are 


(i) in British Columbia, the Census Subdivisions Cariboo D, 
E, G and K, Central Kootenay A to E, G, H, J and K, Central 
Okanagan, Central Okanagan J, Columbia-Shuswap C to F, 
Kootenay Boundary B to E, North Okanagan B and_D to F, 
Okanagan-Similkameen A to H, Spallumcheen, Squamish- 
Lillooet A to C and Thompson-Nicola E (Bonaparte Plateau), 
I (Blue Sky Country), J (Copper Desert Country), L, M, N, O 
(Lower North Thompson) and P (Rivers and the Peaks), as 
these subdivisions were developed by Statistics Canada for 
the 2006 Census, 


(ii) in Saskatchewan, the Rural Municipalities of Antelope 
Park, Auvergne, Battle River, Biggar, Bone Creek, Britannia, 
Buffalo, Canaan, Chaplin, Chesterfield, Clinworth, Coteau, 
Coulee, Cut Knife, Deer Forks, Eagle Creek, Eldon, Enfield, 
Excelsior, Eye Hill, Fertile Valley, Glen Bain, Glen McPher- 
son, Glenside, Grandview, Grass Lake, Grassy Creek, 
Gravelbourg, Happyland, Harris, Heart’s Hill, Hillsdale, 
Kindersley, King George, Lacadena, Lac Pelletier, Lawtonia, 
Lone Tree, Loreburn, Manitou Lake, Mankota, Maple Bush, 
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Mariposa, Marriott, Milden, Milton, Miry Creek, Monet, 
Montrose, Morse, Mountain View, Newcombe, Oakdale, 
Paynton, Perdue, Pinto Creek, Pittville, Pleasant Valley, 
Prairiedale, Progress, Reford, Riverside, Rosedale, 
Rosemount, Round Valley, Rudy, Saskatchewan Landing, 
Senlac, Shamrock, Snipe Lake, St. Andrews, Swift Current, 
Tramping Lake, Turtle River, Val Marie, Vanscoy, Victory, 
Waverley, Webb, Whiska Creek, Wilton, Winslow, Wise 
Creek. and Wood River, and 


(iii) in Alberta, the Cities of Calgary and Edmonton, the 
Counties of Athabasca, Barrhead, Beaver, Birch Hills, 
Brazeau, Camrose, Clear Hills, Clearwater, Flagstaff, 
Kneehill, Lac La Biche, Lacombe, Lac Ste. Anne, Lamont, 
Leduc, Minburn, Mountain View, Paintearth, Parkland, Po- 
noka, Red Deer, Rocky View, Smoky Lake, St. Paul, Star- 
land, Stettler, Strathcona, Sturgeon, Thorhild, Two Hills, 
Vermilion River, Westlock, Wetaskiwin, Wheatland and 
Woodlands, Improvement District No. 13, the Municipal 
Districts of Acadia, Big Lakes, Bonnyville, Fairview, Green- 
view, Lesser Slave River, Northern Lights, Peace, Provost, 
Smoky River, Spirit River and Wainwright, Special Areas 
ale 2, 2 and 4 and the Shey me Prete. 
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Producers who reduced their breeding herds by at least 15% are eligible. 30% of in- 
come from net sales can be deferred if the herd has been reduced by at least 15%, but 
less than 30%. Where the herd has been reduced by 30% or more, 90% of income from 
net sales can be deferred. 


Eligible producers will be able to request this deferral when filing their 2009 income 
tax returns. Livestock producers are advised to contact their local Canada Revenue 
Agency Tax Services Office for details on the income tax provisions. 


The west central region of Saskatchewan has experienced very dry conditions since last 
summer. Fall precipitation was not adequate to recharge soil moisture and combined 
with an extremely low snow accumulation this past winter, spring soil moisture condi- 
tions were poor. Well below normal temperatures and continued dry conditions 
throughout the spring have resulted in very poor pasture and forage development. Ad- 


ditional designations are a result of the continuous assessment of ae ee situation 


throughout the fall. 


For more information on the extent of the ein or programs to assist farmers, see the 
AAFC Drought Watch site at www.agr.gc.ca/drought. 


Newly Designated Saskatchewan Tax Deferral Areas 


RMI Argyle 

RM 3 Enniskillen 
RM 5 Estevan 

RM 31 Storthoaks 
RM 33 Moose Creek 
RM 35 Benson 

RM 63 Moose Mountain 
RM 65 Tecumseh _ 
RM 92 Walpole 

RM 94 Hazelwood 
RM 122 Martin 

RM 124 Kingsley 
RM 273 Sliding Hills 
RM 275 Insinger 
RM 277 Emerald 
RM 303 Keys 

RM 305 Invermay 
RM 331 Livingston 
RM 334 Preeceville 
RM 343 Blucher 
RM 151 Rocanville 
RM 153 Willowdale 
RM 171 Fox Valley 
RM 181 Langenburg 
RM 184 Grayson 
RM 211 Churchbridge 
RM 214 Cana 

RM 241 Calder 

RM 244 Orkney 

RM 372 Grant 

RM 406 Mayfield 
RM 468 Meota 

RM 499 Mervin 


RM 301 St Philips 


RM 215 Stanley 


RM 2 Mount Pleasant 
RM 4 Coalfields 


_RM 19 Frontier 
_ RM 32 Reciprocity 
RM 34 Browning _ 


RM 6] Antler 
RM 64 Brock 
RM 91 Maryfield 
RM 93 Wawken _ 


RM 121 Moosomin 


RM 123 Siverwoca 


RM 271 Cote 


RM 274 Good Lake 
RM 276 Foam Lake 


RM 304 Buchanan 
RM 314 Dundurn 
RM 333 Clayton 
RM 335 Hazel Dell 


_RM 344 Corman Park 
RM 152 Spy Hill 


RM 154 Elcapo _ 
RM 171 Fox Valley 
RM 183 Fertile Belt 
RM 185 McLeod 
RM 213 Saltcoats 


RM 243 Wallace 
RM 245 Garry 

RM 373 Aberdeen 
RM 437 North Battleford 
RM 498 Parkdale 

RM 501 Frenchman Butte 


RM 561 Loon Lake RM 588 Meadow Lake 
RM 622 Beaver River . yy ; 


Previously Designated Areas: 

[See subpara. 7305(m)(ii) above — ed.] ys y 
For more information, media may contact: Media Relations, Agriculture and Agri-Food 
Canada, Ottawa, Ontario, 613-773-7972, 1-866-345-7972; pecials Murdoch, Le 
Secretary, The Office of the Honourable Gerry Ritz, 613-773-1059. 
Agriculture and Agri-Food Canada news release, Dec. 24, 2009: Go 


of Canada Helps Manitoba Livestock Producers elie by Extreme Weather 
Conditions 


The Government of Canada announced today that more livestock producers affected by 
excessive moisture and flood in some parts of Manitoba and those affected by the 
drought in others will be eligible for a federal tax deferral. 


“The Government of Canada continues to deliver real results for farmers ond ranchers 
by offering tax deferrals to the producers whose operations are suffering due to extreme 
weather conditions in the province this year,’ ’ said Agriculture Minister Gerry Ritz. 
“These tax deferrals are just another way in which we are working to make sure our 
livestock producers can remain competitive and profitable.” 


The deferral allows eligible producers in designated areas to defer income tax on the 
sale of breeding livestock for one year to help replenish breeding stock in the following 
year. In the case of consecutive years of designation, producers may defer sales income 
to the first year in which the area is no longer designated. 


“Earlier this year the Government acted quickly to assist producers who are struggling 
due to excessive moisture and flood,” said the Honourable Jean-Pierre Blackburn, Min- 
ister of National Revenue and Minister of State (Agriculture). “The designation of 
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these additional areas affected by flood and those affected by drought is a result of our 
continued monitoring of the impacts of the weather on our farmland as well as our 
hands-on approach to supporting Manitoba farmers and ranchers.” 


Producers who reduced their breeding herds by at least 15% are eligible. 30% of in- 
come from net sales can be deferred if the herd has been reduced by at least 15%, but 
less than 30%. Where the herd has been reduced by 30% or more, 90% of i income from 
net sales can be deferred. 


“With the unusual weather conditions experienced by our producers in the past three 
years, the Government of Manitoba has worked diligently to ensure the areas of the 
province most affected by these conditions receive the assistance they need,” said Man- 
itoba Agriculture, Food and Rural Initiatives Minister Stan Struthers. “This tax deferral 
will confirm our commitment to help the livestock producers in these challenging times 
as they readjust their cattle herd size to match the availability of feed supplies.” 
Eligible producers will be able to request this deferral when filing their 2009 income 
tax returns. Livestock producers are advised to contact their local Canada Revenue 
Agency Tax Services Office for details on the income tax provisions. 

The Interlake Region of central Manitoba experienced excessive moisture from the fall 
of 2008 and received higher than normal precipitation throughout the spring. This has 
resulted in producers being unable to reseed their forages or cut available forage crops. 
For more information on the extent of the drought or programs to assist farmers, see the 
AAFC Drought Watch site at www.agr.ge.ca/drought. 

Newly Designated Manitoba Tax pee Areas 


Drought 
RM 100 Albert RM 101 Archie 
RM 103 Arthur RM 106 Birtle 
RM 109 Brenda - RM 111 Cameron 
RM 1l4 Clanwilliam RM 122 Edward 

bee RM 136 Harrison 
RM 137 Hillsburg RM 148 Miniota 
RM 149 Minitonas RM 162 Pipestone 
RM 171 Rossburn RM 173 Russell 
RM 181-108 Shellmouth-Boulton RM 182 Shell River _ 
RM 183 Shoal Lake _ RM 184 Sifton - 
RM 186 Silver Ceock RM 191 Strathelair - 
RM 193 Swan River RM 199 Wallace 
RM 205 Winchester RM 207 Woodworth 
RM 607 Park (North) - __ RM 609 Park (South) 


Division No. 20, Unorganized, Sonth Part 


Excessive Moisture and Flood _ 
[See Proposed Am ndment under Reg. 730 


For ee sy media may contact: Media Relations, oie and Agri-Food 
Canada, Ottawa, Ontario, 613-773-7972, 1-866-345-7972: ‘Meagan Murdoch, Press 
Secretary, The Office of the Honourable Gerry Ritz, 613-773-1059. 


Agriculture and Agri-Food Canada List of Designated Regions, March 5, 
2010: Agriculture and Agri-Food Canada’s fourth assessment of designated regions 
eligible for 2009 (agr.ge. calpfra/drought) added the following os to las lists repro- 
duced above: 


British Columbia 
* Census Subdivision ‘Thompson:Niéola ? A wells Gray Country) 
¢ Census Subdivision Thompson-Nicola B (Thompson Headwaters) — 
Satcchewon. Lo 
* RM 49 White Valley 
* RM 51 Reno 
¢ RM 79 Arlington 


_ Proposed Addition — Additions for B.C. for 2010 


Agriculture and Agri-Food Canada news release, Oct. 20, 2010: Government 
of Canada Supports BC Livestock Producers Affected by Drought 


British Columbia food producers suffering from drought conditions are getting help 
from the Government of Canada’s tax deferral program. 


“Our Government is committed to addressing the challenges that our fants are fac- 
ing,” said Agriculture Minister Gerry Ritz. “This tax deferral program will help BC 
farmers struggling due to the dry, cold conditions they’ ve had this year by increasing 
the money available to replenish their breeding stock for the following year.” 


The tax deferral allows eligible producers in designated areas to defer income tax on 
the sale of breeding livestock for one year to help replenish breeding stock in the fol- 
lowing year. Proceeds from deferred sales are included as income in the next tax year, 
when they may be at least partially offset by the cost of reacquiring breeding animals. 
In the case of consecutive years of designation, producers may defer sales income to 
the first year in which the area is no longer designated. 


To defer income, the breeding herd must have been reduced by at least 15%. Thirty per 
cent of income from net sales can be deferred if the breeding herd has been reduced by 
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Preliminary Designated Alberta Tax Deferral Areas 
Birch Hills County Clear Hills County So 
County of Northern Lights _ Grande Prairie County No.1 
ti MD. of Big Lakes 
_ MD. of Greenvi 


Reg. 
S. 7305.02(2) 


Agriculture ond Agri-Food 
866-345-7972; Meagan Murdoch, Press 
: Honourable erry Ritz, 613-773-1059. 


Related Provisions: Reg. 7305.01 — Surrounded areas. 


History: Paras. 7305(k) (for the 2007 calendar year), 7305(1) (for the 2008 calendar 
year) and 7305(m) (for the 2009 calendar year) added by 2009, c. 31, s. 16, in force on 
December 15, 2009. 


Para. 7305(j) added (for the 2006 calendar year) by P.C. 2007-1444, September 27, 
2007, Canada Gazette, Part II, October 17, 2007. 


Para. 7305(i) added (for the 2004 calendar year) and subpara. 7305(h)(i) amended to 
substitute “Rural Municipalities” for “Regional Municipalities”, by P.C. 2005-1656, 
September 26, 2005, Canada Gazette, Part Il, October 19, 2005. 


Para. 7305(h) added (for the 2003 calendar year) by P.C. 2004-1386, November 23, 
2004, Canada Gazette, Part Il, December 15, 2004. 


Para. 7305(g) added (for the 2002 calendar year) by P.C. 2004-246, March 23, 2004, 
Canada Gazette, Part II, April 7, 2004. 


Para. 7305(f) added (for the 2001 calendar year) by P.C. 2002-1412, August 8, 2002, 
Canada Gazette, Part II, August 28, 2002. 


Subpara. 7305(d)(ii) amended and para. 7305(e) added by P.C. 2001- 1369, August 1, 
2001, Canada Gazette, Part II, August 15, 2001, subpara. (d)(ii) applicable after 1998 
and para. (e) applicable after 1999. 


Para. 7305(d) added by P.C. 2000-1769, s. 1, December 13, 2000, Canada Gazette, 
Part II, January 3, 2001, applicable after 1998. 


Paras. 7305(a) to (c) substituted for paras. (a) to (e), by P.C. 1999-1057, June 10, 1999, 
Canada Gazette, Part Il, June 23, 1999, applicable after 1994. 


Para. 7305(e) added by P.C. 1993-1210, June 8, 1993, Canada Gazette, Part II, June 
30, 1993, applicable after 1991. 


Former para. 7305(d) added by P.C. 1992-2542, December 10, 1992, Canada Gazette, 
Part II, December 30, 1992, applicable after 1990. 


S. 7305 added by P.C. 1991-464, March 14, 1991, Canada Gazette, Part I], March 27, 
1991, applicable after 1987. 
Definitions [Reg. 7305]: 
scribed” — ITA 248(1). 


“calendar year” — Interpretation Act 37(1)(a); “pre- 


7305.01 [Prescribed drought regions — surrounded ar- 
eas] — For the purposes of subsection 80.3(4) of the Act, the pre- 
scribed drought regions in respect of a year include any particular 
area that is surrounded by a region or regions prescribed under sec- 
tion 7305 in respect of the year. 


History: S. 7305.01 added by P.C. 2000-1769, s. 2, December 13, 2000, Canada Ga- 
zette, Part II, January 3, 2001, applicable after 1987. 


7305.02 [Prescribed flood/moisture regions] — (1) For the 
purposes of subsection 80.3(4) of the Act, the following regions are 
prescribed regions of flood or excessive moisture: 


(a) in respect of the 2008 calendar year, in Manitoba, 


(i) the rural municipalities of Alonsa, Armstrong, Bifrost, 
Coldwell, Dauphin, Eriksdale, Ethelbert, Fisher, Gimli, 
Glenella, Grahamdale, Lakeview, Lawrence, McCreary, 
Mossey River, Mountain South, Ochre River, Rockwood, 
Siglunes, St. Andrews, St. Laurent, Ste. Rose and Wood- 
lands, and 


(ii) any reserve that is contiguous to a rural municipality re- 
ferred to in subparagraph (i), or that is part of a series of con- 
tiguous reserves one of which is contiguous to a rural munic- 
ipality referred to in subparagraph (i), of the bands 
designated as Dauphin River, Ebb and Flow, Fisher River, 
Kinonjeoshtegon First Nation, Lake Manitoba First Nation, 
Lake St. Martin, Little Saskatchewan, O-Chi-Chak-Ko-Sipi 
First Nation, Peguis, Pinaymootang First Nation, Sandy Bay 
and Skownan First Nation; and 


(b) in respect of the 2009 calendar year, in Manitoba, the rural 
municipalities of Armstrong, Bifrost, Fisher and Gimli. 


(2) For the purpose of this section, “band” and “reserve” have the 
same meaning as assigned by the Indian Act. 
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Proposed Addition — Reg. 7305.02 — Manitoba (2009) 


Agriculture and Agri-Food Canada news release, Dec. 24, 2009: Government 
of Canada Helps Manitoba Livestock Producers Affected by Extreme Weather 
Conditions 


[For the main text of this news release see Proposed Addition for Manitoba under Reg. 
7305(m) — ed.] 


Newly Designated Manitoba Tax Deferral Areas 


Excessive Moisture and Flood 

*« RM 110 Brokenhead 

*« RM 115 Coldwell [already enacted above — ed.] 

* RM 125 Eriksdale [already enacted bela: 

¢ RM 139 Lac-du-Bonnet 

* RM 143 Lawrence [already enacted above — ed.] 

¢ RM 154 Mossey River [already enacted above — ed.] 

¢« RM 168 Rockwood [already enacted above — ed.] 

* RM 174 St. Andrews [already enacted above — ed.] 

¢ RM 176 St. Clements 

* RM 178 St. Laurent [already enacted above—ed.] 

« RM 185 Siglunes {already enacted pee ee oe 

¢ RM 203 Whitemouth 

¢ RM 206 Woodlands [already enacted a a ~ 

« RM 600 Alexander 

¢ RM 601 Alonsa [already enacted above — ed.] 

¢ RM 606 Grahamdale [already enacted above — ed.] 

* RM 611 Reynolds : 

* Division No. 18, Unorganized, East Part 

* Division No. 18, Unorganized, West Part 

¢ Division No. 19, Unorganized yy 
Previously Designated Manitoba Tax Deferral Areas 
Excessive Moisture and Flood 

¢ RM 105 Bifrost 

« RM 129 Gimli 

¢ RM 602 Armstrong 

¢ RM 605 Fisher 


Proposed Addition — Reg. 7305.02 — Saskatchewan 
(2010) 
Agriculture and Agri-Food Canada news release, Nov. 5, 2010: Government 
of Canada Helps North-Eastern Saskatchewan Pivestock Producers ee ”) ~ 
Moisture 


The Government of Canada is helping livestock producers in North-Eastern parts of 
Saskatchewan who are struggling as a result of excess moisture by ei as scans 
rals to a number of municipalities. : : 


“Our Government is putting farmers first by helpidg retook producers in Northern 
parts of Saskatchewan who have been affected by extremely wet conditions during the 
spring and summer seasons,” said Agriculture Minister Gerry Ritz. “These tax deferrals 
will help them by i increasing the money Mecals to eam thelr beedine stock for 
the following year.” 


The tax deferral allows eligible producers in deen, areas to defer. income tax on 
the sale of breeding livestock for one year to help replenish breeding stock in the fol- 
lowing year. Proceeds from deferred sales are included as income in the next tax year, 
when they may be at least partially offset by the cost of reacquiring breeding animals. 


In the case of consecutive years of designation, producers may defer sales income to 


the first year in which the area is no longer designated. 


To defer income, the breeding herd must have been reduced by at least 15%. If this is 


the case, 30% of income from net sales can then be deferred. In cases where the herd 
has been reduced by more than 30%, 90% of income from net sales can be deferred. 


Eligible producers will be able to request this deferral when filing their 2010 income 
tax returns. Livestock producers are advised to contact their local Canada Revenue 
Agency Tax Services Office for details on the income tax provisions. 


This preliminary designation has been established based on soil moisture and summer 
rainfall; supplemented with estimates of forage yield, and feed availability. Final deci- 
sions and any needed adjustments will be made when all the impacts of the excess 
moisture are known and when forage yield information is available. Early designation 
of eligible areas will help producers make informed decisions about their fall and win- 
ter livestock management decisions. 


Northeast Saskatchewan producers experienced excessive moisture and received higher 
than normal precipitations throughout the spring, summer and fall seasons. This dis- 
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rupted or prevented seeding of annual crops, delayed early forage growth and resulted 
in producers being unable to cut available forage crops. Some were forced to sell part 
of their breeding herd to readjust the size of the herd to match the availability of feed 
supplies. Assessment of the excess moisture situation will continue throughout the fall 
‘more data about forage yields are known, tax deferral areas could be expanded. 


In addit on to tax deferrals, existing federal-provincial Business Risk Management pro- 
grams, such as Agrilnsurance (crop insurance), AgriStability and Agrilnvest, will sig- 
nificantly help producers manage the impact of this natural disaster as the first lines of 
defence to address income shortfalls. 
For more information on the extent of the excess mht Gaston or programs to 
assist farmers, see the AAFC Drought Watch site at www.agr.gc.ca/drought. 

For more information, media may contact: Media Relations, Agriculture and Agri-Food 
Canada, Ottawa, Ontario, 613-773-7972, 1-866-345-7972; Meagan Murdoch, Press 
Secretary, ’ The Office of the Honourable Gerry Ritz, 613-773-1059. 


2010 Livestock Tax Deferral Prescribed Regions — Saskatchewan 


RM 2 Churchbridge _ RM 213 Saltcoats 
RM 214 Cana Doe RM 215 Stanley 
RM 216 Tullymet oa RM 217 Lippa 
RM 218 Cupar RM 241 Calder 
RM 243 Wallace © RM 244 Orkney 
RM 245 Garry RM 246 Ituna Bon Accord _ 
RM 247 Kellross RM 248 Touchwood _ 
RM 271 Cote RM 273 Sliding Hills 
RM 274 Good Lake RM 275 Insinger — 

j RM 277 Emerald 

RM 280 Wreford 


RM 282 McCraney _ 


RM 283 Bois 


RM 303 Keys _ S RM 304 Buchanan 
RM 305 Invermay RM 307 Elfros Ce 
RM 308 Big Qui RM 309 Prairie Rose 
RM 310 Usborne RM 312 Morris 
RM 314 Dundum 
RM 333 Clayton _ 
RM 335 Hazel Dell —  —t*™S 
_RM 337. Lakeview _ 
RM 338 Lakeside _ RM 339 Leroy 


RM 341 Viscount 


RM 340 Wolverine : — 
RM 343 Blucher _ 


RM 342 Colonsay 
RM 344 Corman Park RM 366 Kelvington 
RM 367 Ponass Lake RM 368 Spalding 
RM 369 St. Peter RM 370 : di 


RM 371 Bayne RM 372 Grant 
RM 373 Aberdeen RM 394 Hudson Bay _ 
RM 395 Porcupine _ RM 397 Barrier Valle 
RM 398 Pleasantdale RM 399 Lake Lenore 
00 Three _ RM 401 Hoodoo 
_ RM 403 Rosthern 
RM 405 Great Bend 
_ RM 427 Tisdale. 
oo __RM 429 Flett’s Springs 
RM 430 oe : RM 431 St. Lovis 
RM 434 Blaine Lake — RM 435 Redberry 
RM 456 Arborfield RM 457 Connaught 


RM 458 Willow ae 


RM 459 Kinistino 
ik RM 461 Prince Albert 
RM 463 Duck Lake 


: RM 464 Leask 
RM 486 Moose Range _ RM 487 Nipawin 
RM 488 Torch River 


RM 490 Garden River — 
RM 493 Shellbrook 


RM 491 Buckland — a 
RM $20 Paddockwood 


RM 494 Canwood 
RM 521 Lakeland 


Proposed Addition — Reg. 7305.02 — Manitoba (2010) 


Agriculture | and Agri-Food Canada news release, Nov. 5, 2010: Government 
of Canada Helps Livestock Producers in Northern Parts of Manitoba Affected as Ex- 
cess Moisture 


The Government of Canada is helping ‘veuck producers in Northern Manitoba and 
the Interlake and Westlake regions who are struggling as a result of excess moisture by 
offering tax deferrals to a number of municipalities. 

“Our Government is committed to addressing the challenges faced by our Canadian 
farmers due to the extreme weather conditions they’ ve had this year,” said Agriculture 
Minister Ritz. “This tax deferral program will help farmers in Northern, Central and 
Wester parts of Manitoba who are struggling due to the wet and cold conditions we 
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History: Para. 7305.1(a) amended to replace “19 cents” with “21 cents” by 2009, c. 2, 
s. 113, applicable to taxation years that end after 2007. 

Para. 7305. 1(b) amended by. the said 2009, c. 2, s. 113, to replace “22 cents” with “24 
cents’, applicable to taxation years that.end after 2007. 

Para. 7305.1(a) amended to replace “17 cents” with “19 cents” by P.C. 2006-1104, s. 1, 
October. 19, 2006, Canada Gazette, Part Il, November 1, 2006, applicable to taxation 
years ending after 2005S. 

Para. 7305.1(b) amended by the said P.C. 2006-1104, s. 1, to replace “20 cents” with 
“22 cents’, applicable to taxation years ending after 2005. ( 

Para. 7305.1(a) amended to replace “14’cents” with “17 cents” by P.C. 2005-1509, s. 1, 
August 31, 2005, Canada Gazette, Part Il, Dar 21, 2005, applicable to:taxation 
years ending after 2004. 


Para. 7305.1(b) amended by the age P.C. 2005-1509, 's. 1; to replace: “17 cents” with 
“20 cents”, applicable to taxation, years ending after 2004. 


RM 132 Grandview 


Para. 7305.1(a) amended to’ add ‘the words “oria persomrelatedito’ the taxpayer” and 
replace “13 cents” with “14 cents” by P.C. 2003-1110, s. 1, July 24, 2003, Canada 
Gazette, Part II, August 13, 2003, applicable to taxation years ending after 2002. 


Para. 7305.1(b) amendéd'by the said P:C?2003+1110, s::1, tosreplace “16 cents’) with 
“17 cents”, applicable to taxation years ending after 2002. 


Para. '7305.1(a) amended toxreplace “12 cents” with “13 cents”,'and: para:7305.1(b) 
amended to replace “15 cents” with “16 cents”; by:P.C. 2001-1235,\s..1, July. 12,2001, 
Canada Gazette, Part Il, August 1, 2001, applicable to taxation years ending after 
2000. 


Para. 7305:1(a): amended to, replace “11. cents” with “12:cents”, and para: 7305.1(b) 
amended to replace “14 cents” with “15 cents”, by P.C. 2000-1330, s. 1, August 23, 
2000, Canada, Gazette, Part Il, September 13, 2000, applicable to taxation years ending 
after 1999. 


S. 7305.1 amended by P.C. 1999-1056, s. 1, June 10, 1999 Canada Gazette, Part Il, 
June 23, 1999, applicable to taxation years that end after 1996. For taxation years that 


Hinton: S. 7305.02 added by 2009, c. 31, s. 17, deemed to have come into force on | ©d after 1995 and before 1997, paras. (a) and (b) read as follows; 

January 1, 2008. (a) if.a taxpayer is employed in a taxation year by a particular person principally 
in selling or leasing automobiles.and an automobile is made available in the year 
to the taxpayer or a person related to the taxpayer by the particular person or a 
person related to the particular person, 10 cents; and 


: " Mountain (5 (South 


7305.1 [Automobile operating expenses] — For the purpose 
of subparagraph (v) of the description of A’in paragraph 6(1)(k) of 
the Act, the amount prescribed for a taxation year is 


(a) if a taxpayer is employed in a taxation year by a particular 


person principally in selling or leasing automobiles and an auto- Definitions [Reg. 7305.4]: “ A pga bg MRR Rah ta tsanl ar 
wi Ure . : amoun' automobile”, “employe person re- 
mobile is made available in the year to the taxpayer or a person | Jae rpar 3 48(1);)iSrelated” =-4TA:251(2)-(6)taxation year” —21T A249: 


related to, the taxpayer by the particular person or a person re- | “taxpayer” — ITA 248(1). 


hee to the particular person, DA cents; and : I.T. Technical/News: 10 (1997 deduction limits and benefit rates for automobiles); 
(b) in any other case, 24 cents. 12 (1998 deduction limits and benefit rates for automobiles). 


“(b) in any other case, 13 cents. 


S. 7305.1 added by P.C. 1995-775, s. 6, May 16, 1995, Canada Gazette, Part Il, May 
31,'1995; subsec. (1) applicable to 1993 et seqg.; subsec. (2) applicable to 1994 ef seg. 


oy 66. 
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7306. [Tax-free car allowances] — For the purposes of para- 
graph 18(1)(r) of the Act, the amount in respect of the use of one or 
more automobiles in a taxation year by an individual for kilometres 
driven in the year for the purpose of earning income of the indivi- 
dua! is the total of 


: en : t nultiplied by the number of those 
ilometres; 
P roposed Non-Amendment - : Reg. 7306(a) - eee 


Department of Finance news release 2008-114, Dec. 30, 2008: Automobile 
Deduction Limits and Expense Benefit Rates for Business 


The limit on the deduction of tax-exempt allowances paid by employers to employees 
using their personal vehicle for business purposes for 2009 will remain at 52 cents per 
kilometre for the first 5,000 kilometres driven and 46 cents for each additional kilome- 
tre. For the Yukon Territory, Northwest Territories and Nunavut, the tax-exempt allow- 
ance will remain at 56 cents 1% hie first. 5,000 hoes seis oe and 50 cents mei each 
additional kilometre. . 


Department of Finance news tikes 009-125, ‘bie: 31, 2 
Announces 2010 Automobile Deduction Limits and Expense Benepe Rates sf Business 


The limit on the deduction of ee can shoe: paid by ennployers to Eee 
using their personal vehicle for business purposes for 2010 will remain at 52 cents per 
kilometre for the first 5,000 kilometres driven and 46 cents for each additional kilome- 
tre. For Yukon, the Northwest Territories and Nunavut, the tax-exempt allowance will 
remain at 56 cents for the first 5,000 kilometres gies and 50 —~ for e 

kilometre. : 


The limit on the deduction of bi xeon allowances paid iy employers to nee 
using their personal vehicle for business purposes for 2011 will remain at 52 cents per 
kilometre for the first 5,000 kilometres driven and 46 cents for each additional kilome- 
tre. For Yukon, the Northwest Territories and Nunavut, the tax-exempt allowance will 
remain at 56 cents for the first 5,000 kilometres driven and 50 cents for each additional 
kilometre. : < DD 


(b) the product of 6 cents multiplied by the lesser of 5,000 and 
the number of those kilometres; and 


(c) the product of 4 cents multiplied by the number of those 
kilometres driven in the Yukon Territory, the Northwest Territo- 
ries or Nunavut. 


History: Para. 7306(a) amended to replace “44 cents” with “46 cents” by 2009, c. 2, s. 
114, applicable to kilometres driven after 2007. 


Para. 7306(a) amended to replace “39 cents” with “44 cents” by P.C. 2006-1104, s. 2, 
October 19, 2006, Canada Gazette, Part Il, November 1, 2006, applicable to kilometres 
driven after 2005. 


Para. 7306(a) amended to replace “36 cents” with “39 cents” by P.C. 2005-1509, s. 2, 
August 31, 2005, Canada Gazette, Part II, September 21, 2005, applicable to kilome- 


bile expense deductic 


tres driven after 2004. 


Para. 7306(a) amended to replace “35 cents” with “36 cents” by P.C. 2003-1110, s. 2, 
July 24, 2003, Canada Gazette, Part II, August 13, 2003, applicable to kilometres 
driven after 2002. 


Para. 7306(a) amended to replace “31 cents” with “35 cents”, by P.C. 2001-1235, s. 2, 
July 12, 2001, Canada Gazette, Part If, August 1, 2001, applicable to kilometres driven 
after 2000. 

Para. 7306(a) amended to replace “29 cents” with “31 cents”, by P.C. 2000-1330, s. 2, 
August 23, 2000, Canada Gazette, Part Il, September 13, 2000, applicable to kilome- 
tres driven after 1999. 


S. 7306 amended by P.C. 1999-1056, s. 2, June 10, 1999 Canada Gazette, Part II, June 
23, 1999, applicable to kilometres driven after 1996, except that before March 1999, 
para. (c) shall be read without reference to “Nunavut”. For kilometres driven after 1994 
and before 1996, para. (a) shall be read as’ follows: 


(a) the product of 25 cents multiplied by the number of those kilometres; 
For kilometres driven after 1995 and before 1997, para. (a) shall be read as follows: 
(a) the product of 27 cents multiplied by the number of those kilometres; 


S. 7306 added by P.C. 1991-2272, s. 4, November 21, 1991, Canada Gazette, Part II, 
December 4, 1991, applicable re allowances paid for use after 1987 of automobiles. 


Definitions [Reg. 7306]: “amount”, “ ’, “individual” — ITA 248(1); ‘ 
ation year” — ITA 249. 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles); 
12 (1998 deduction limits and benefit rates for automobiles). 


automobile’ ‘tax- 


Income Tax Regulations 


7307. (1) [Automobiles — CCA cost limit] — For the purposes 
of subsection 13(2), paragraph 13(7)(g), subparagraph 13(7)(h)(ili), 
subsections 20(4) and (16.1), the description of B in paragraph 
67.3(d) and subparagraph 85(1)(e.4)(i) of the Act, the amount pre- 
scribed is 
(a) with respect to an automobile acquired, or leased under a 
lease entered into, after August 1989 and before 1991, $24,000; 
and 
(b) with respect to an automobile acquired, or leased under a 
lease entered into, after 1990, the amount determined by the 
formula 


A+B 
where 


A is, with respect to an automobile acquired, or leased under a 
lease entered into, 


(i) before 1997, $24,000, 

(ii) in 1997, $25,000, 

(iii) in 1998 or 1999, $26,000, 

(iv) in 2000, $27,000, or 

(v) after 2000, $30,000, and 

B_ is the sum that would have been payable in respect of federal 

and provincial sales taxes on the acquisition of the automo- 
bile if it had been acquired, at a cost equal to A before the 
application of the federal and provincial sales taxes, if the 
automobile 

(i) was acquired, at the time of the acquisition, or 

(ii) was leased, at the time the lease was entered into. 


Proposed Non-Amendment - — Reg. 7307(1) 


Department of Finance news release 2008-114, Dec. 30, 2008: Auto 
Deduction Limits and Expense Benefit Rates for Business 


The Honourable Jim Flaherty, Minister of Finance, announced fodey that the automo- 
nits and prescribed rates for the automobile operating nee 
benefit that applied in 2008 will apply in 2009. Specifically: 


+ The ceiling on the capital cost of passenger vehicles for capital cost allowance 
(CCA) purposes will remain at $30,000 (plus applicable federal and provincial 
sales taxes) for purchases after 2008. This ceiling restricts the cost of a Naina on 
which CCA may be claimed | for business purposes. _ 


{other portions of news release — under Reg 7305. 1, 7306, 7307(2), 
73073) —ed.] _ 
The Government reviews these rates i limits asuane and announces any sfannad 
changes prior to the end of the calendar year. This practice ensures that businesses are 
aware of the new rates palette beginning of the year in which they apply. 

‘ontact: Chisholm Pothier, Press Secretary, Office 
861; Jack Aubry, Media Relations, Department of 


of the Minister of ct 613: 
Finance, 613-996-8080. . 


Department of Praoce news release 2009-1 25, Dec. 31, 2009: Government 
Announces 2010 Automobile Deduction Limits and Expense Benefit Rates for Business 


The Honourable Jim Flaherty, Minister of Finance, today announced the automobile 
expense deduction limits and the prescribed rates for the automobile operating expense 
at will apply in 2010. All of the ae and rates in effect in 2009. Ww 
1 2010. Specificall 


_ The ceiling on the capital ost. of passenger ces for capital cost allowance 
“(CA) purposes will remain at $30,000 (plus applicable federal and provincial 
sales taxes) for purchases after 2009. This ceiling restricts the cost of a vehicle on 

_ which CCA may be claimed for business purposes. bs 


fother portions of news release reproduced under Reg. 7305.1, 736, 730712), 
7307(3) — ed.] 


The Government reviews these rates and limits annually, and announces: any ‘planed 
changes prior to the end of the calendar year. This practice ensures that businesses are 
aware of the new rates before the beginning of the year in which they apply. 


For further information, media may contact: Annette Robertson, Press Secretary, Office 
of the Minister of Finance, 613-996- 7861; Jack Aubry, vee Relations, Peet of 
Finance, 613-996-8080. 


Department of Finance news release 201 0-134, Dec. 29, 2010: Uiverinent 
Announces 2011 Automobile Deduction Limits and Expense Benefit Rates for Business 


The Honourable Jim Flaherty, Minister of Finance, today announced that the automo- 
bile expense deduction limits and the prescribed rates for the automobile operating ex- 
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s for eee cost allo 
- (CA) argos! will remain at $30,000. (plus. ap 


icable federal and provincial 
sales taxes) for agsoee after 2010. This ceiling restricts the cost of a vehic 


information, media may contac 
of the Minister of Finance, 613- 996-786 : : 
Finance, 613-996-8080.  .. 


Related Provisions: Reg. 1100(2.5) —50% CCA in year of disposition; Reg. Sch. 
II:Cl. 10.1. 

Interpretation Bulletins: IT-291R3: Transfer of property to a corporation under 
subsection 85(1); IT-478R2: CCA — recapture and terminal loss; IT-522R: Vehicle, 
travel and sales expenses of employees. 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles): 
12 (1998 deduction limits and benefit rates for automobiles). 


(2) [Automobiles — interest expense limit] — For the pur- 
pose of the description of A in section 67.2 of the Act, the amount 
prescribed in respect of an automobile that is acquired either after 
Baki 1989 and before 1997 or after 2000 i is $300. 


Dep: riment of Financ 1 
Announces 2010 Gganenl, Dedi 


I.T. Technical News: 10 soon deduction limits and benefit rates for automobiles); 
12 (1998 deduction limits and benefit rates for automobiles). 


(3) [Automobiles — leasing limit] — For the purpose of the 
description of A in paragraph 67.3(c) of the Act, the amount pre- 
scribed in respect of a taxation year of a lessee is, with Sale to an 
automobile leased under a lease entered into 


(a) after August 1989 and before 1991, $650; and 
(b) after 1990, the amount determined by the: formula 


A+B 
where 
A is 
(i) for leases entered into after 1990 but before 1997, 
$650, 
(ii) for leases entered into in 1997, $550, 
(iii) for leases entered into in 1998 or 1999, $650, 
(iv) for leases entered into in 2000, $700, and 
(v) for leases entered into after 2000, $800, and 


Bis the sum of the federal and provincial sales taxes that would 
have been payable on a monthly payment under the lease in 
the taxation year of the lessee if, before those taxes, the lease 
had required. monthly. payments equal, to Wet 


Proposed Non-Amendment 


Department of Finance news release 2008-114, Dec. 30, 2008: Aut 
Deduction Limits and Expense Benefit sia for Business 


The Nimnit on ears ble leasing costs will remain 1 at $800 per month (plu 
federal and provincial sales taxes) for leases entered into after 2008. This limit is one of 


Reg. 
S. 7308(3) 


emain at $800 per month aes applicable 
nit is one of 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles); 
12 (1998 deduction limits and benefit rates for automobiles). 


(4) For the purpose of the description of C in paragraph 67.3(d) of 
the Act, the amount prescribed in respect of an automobile leased 
under a lease entered into after August 1989 is the amount equal to 
100/85: of the amount determined in accordance with subsection (1) 
in respect of the automobile. 

History: Subpara. (iv) of the description of A in para. 7307(1)(b) amended and sub- 
para. (v) added, subsec. 7307(2) added, and subpara. (iv) of the description of A in 
para: 7307(3)(b) amended and subpara. (v) added by P.C. 2001-1235, s. 3, July 12, 
2001, Canada Gazette, Part II, August 1, 2001, applicable after 2000. 

Subpara. (iii) of the description of Ain para. 7307(1)(b) amended, subpara. (iv), added, 
subparas. (i) and (ii) of the description of A in para. 7307(3)(b) amended, subparas. (iii) 
and (iv) added, by P.C. 2000-1330, s. 3, August 23, 2000, Canada Gazette, Part II, 
September 13, 2000, applicable after 1999. 

Paras. 7307(1)(b) and (3)(b) amended. and subsec. (2) repealed by P.C. 1999-1056, s. 3, 
June 10, 1999, Canada Gazette, Part II, June 23, 1999, paras. (1)(b) and (3)(b) applica- 
ble after 1996 and the repeal of subsec. (2) applicable in respect of automobiles ac- 
quired after 1996. 

Subsec. 7307(1) amended by P.C. 1995-775, s. 7, May 16, 1995, Canada Gazette, Part 
Il, May 31, 1995, applicable with respect to automobiles acquired, or leased under 
leases entered into, after August 31, 1989. 

Subsec. 7307(1) amended by P.C. 1994-103, s. 2, January 20, 1994, Canada Gazette, 
Part II, February 9, 1994, applicable to automobiles acquired or leased under leases 
entered into after August 31, 1989. 

S. 7307 added by P.C. 1991-2272, s. 4, November 21, 1991, Canada Gazette, Part II, 
December 4, 1991. 
Definitions [Reg. 7307]: 
“taxation year” — ITA 249. 


“amount”, “automobile”, “prescribed” —ITA 248(1); 


Interpretation Bulletins: IT-521R: Motor vehicle expenses claimed by self-em- 
ployed individuals. 


7308. (1) In this section, “carrier” has the meaning assigned by sub- 
section 146.3(1) of the Act. 


(2) For the purposes of this section, a retirement income fund is a 
qualifying retirement income fund at a particular time if 


(a) the fund was entered into before 1993 and the carrier has not 
accepted any property as consideration under the fund after 1992 
and at or before the particular time, or 


(b) the carrier has not accepted any property as consideration 
under the fund after 1992 and at or before the particular time, 
other than property transferred from a retirement income fund 
that, immediately before the time of the transfer, was a qualify- 
ing retirement income fund. 


(3) For the purposes of the definition “minimum amount” in subsec- 
tion 146.3(1) of the Act, the prescribed factor in respect of an indi- 
vidual for a year in connection with a retirement income fund that 
was a qualifying retirement income fund at the beginning of the 
year is the factor, determined pursuant to’ the following table, that 
corresponds to the age in whole years (in the table referred to as 
‘“X’’) attained by the individual at the beginning of that year or that 
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would have been so attained by the individual if the individual had 
been alive at the beginning of that year. 


xX Factor 
under 79 1/(90 - X) 
79 .0853 
80 .0875 
81 .0899 
82 .0927 
83 .0958 
84 .0993 
85 .1033 
86 .1079 
87 Ariss 
88 .1196 
89 1271 
90 .1362 
91 .1473 
92 .1612 
93 .1792 
94 or older .2000 


(4) For the purposes of the definition “minimum amount” in subsec- 
tion 146.3(1) of the Act and subsection 8506(5), the prescribed fac- 
tor in respect of an individual for a year in connection with a retire- 
ment income fund (other than a fund that was a qualifying 
retirement income fund at the beginning of the year) or the desig- 
nated factor in respect of an individual for a year in connection with 
an account under a money purchase provision of a registered pen- 
sion plan, as the case may be, is the factor, determined in accor- 
dance with the following table, that corresponds to the age in whole 
years (in the table referred to as “Y’’) attained by the individual at 
the beginning of the year or that would have been so attained by the 
individual if the individual was alive at the beginning of the year. 


Y Factor 

under 71 1/(90 - Y) 
71 .0738 
i2 .0748 
73 .0759 
74 0771 
75 .0785 
76 .0799 
77 .0815 
78 .0833 
79 0853 
80 .0875 
81 .0899 
82 .0927 
83 .0958 
84 , .0993 
85 .1033 
86 .1079 
87 1133 
88 .1196 
89 1271 
90 .1362 
91 .1473 
92 .1612 
93 .1792 

94 or older .2000 


Related Provisions: Reg. 8506(4)-(6) — Minimum amount for RPP. 
Registered Pension Plans Technical Manual: §14.6 (minimum amount). 


History: The opening words of subsec. 7308(4) amended to add “or the designated 
factor in respect of an individual for a year in connection with an account under a 


Income Tax Regulations 


money purchase provision of a registered pension plan, as the case may be”, by P.C. 
2005-1508, s. 14, August 31, 2005, Canada Gazette, Part II, September 21, 2005, ap- 
plicable after 2003. 


The portion of subsecs. 7308(3) and (4) before the table amended to substitute “the 
prescribed factor” for “the prescribed amount”, by P.C. 2000-184, s. 2, February 17, 
2000, Canada Gazette, Part II, March 1, 2000, applicable to 1998 et seq. 


S. 7308 enacted by P.C. 1994-102, January 20, 1994, Canada Gazette, Part II, February 
9, 1994, applicable to 1992 et seq. 

Definitions [Reg. 7308]: “amount” — ITA 248(1); “carrier” —ITA 146.3(1), Reg. 
7308(1); “individual” —ITA 248(1); “minimum amount” —ITA 146.3(1); “money 
purchase provision” —ITA 147.1(1); “prescribed”, “property” — ITA 248(1); “quali- 
fying retirement income fund” —Reg. 7308(2); “registered pension plan” — ITA 


248(1); “retirement income fund” — ITA 146.3(1), 248(1). 
Proponed cpsabed 


7309. io ee purp 
lowing is a prescrit 


(a) an amount 
» 280(1)(a), 280(1. ie tAét (S) 
-(b) an amount had or acai ile sided 110. l(a) 
- [should be 110.1(1)(a) — ed.] of the Excise Act; and 
(c) an amount paid or payable under subsection aah) of the 
Air Tr avellers Securi y Charge Actio oe De 
2004 draft _ (resend ant) ea 


Technical Note } amendments to the Income Tax Regulations are 


} 67.6 of the Income Tax Act. 


cribed” — ITA 248(1). 


Reg. 7309(a), (c) 


, 2006: anne of 


Proposed Repeal — 
Federal Budget, ‘Supplementary Information | 


Administrative oe ions Leia se sey 


ing sage and interest - _ under ¢ 
hat this TL on the deductibili 


7310. [Prescribed trade] — For the purpose of the definition “el- 
igible apprentice” in subsection 127(9) of the Act, a prescribed 
trade in respect of a province means, at all times in a taxation year, 
a trade that is, at any time in that taxation year, a Red Seal trade for 
the province under the Interprovincial Standards Red Seal Program. 
History: S. 7310 added by 2007, c. 35, s. 80, applicable to taxation years ending after 


May 1, 2006, except that in its application to taxation years ending before October 
2007, it is to be read as follows: 


7310. For the purpose of the definition “eligible apprentice” in subsection 127(9) 
of the Act, a prescribed trade in respect of a province means, at all times in a 
taxation year, a trade that is, on September 30, 2007, a Red Seal trade for the 
province under the Interprovincial Standards Red Seal Program. 


Definitions [Reg. 7310]: “prescribed” — ITA 248(1); “province” — Interpretation 
Act 35(1); “taxation year” — ITA 249. 


PART LXXIV — PRESCRIBED FOREST 
MANAGEMENT PLANS FOR WOODLOTS 


History: Part LXXIV (s. 7400) added by P.C. 2007-205, s. 1, February 22, 2007, Can- 
ada Gazette, Part II, March 7, 2007, applicable in respect of dispositions of property 
after December 10, 2001, except that for dispositions of property before 2008, it is to 
be read as follows: 


7400. For the purposes of subsections 70(9), (9.3) and (10) and 73(3) of the Act, 
a prescribed forest management plan in respect of a woodlot is a written plan for 
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the management and development of the woodlot that provides for the necessary 
attention to growth, health, quality and composition of the woodlot: 


Part LXXIV repealed by P.C. 2001-1378, s. 7, August 1, 2001, Canada Gazette, Part 
II, August 15, 2001, effective August 15, 2001. 


Part LXXIV (s. 7400) added by P.C. 1988-1473, s. 5, July 21, 1988, Canada Gazette, 
Part Il, August 3, 1988, applicable to taxation years commencing after 1984. 


7400. (1) For the purposes of subsections 70(9), (9.3) and (10) and 
73(3) of the Act, a prescribed forest management plan in respect of 
a woodlot of a taxpayer is a written plan for the management and 
development of the woodlot that 


(a) describes the composition of the woodlot, provides for the 
attention necessary for the growth, health and quality of the trees 
on the woodlot and is approved :in accordance with the require- 
ments of a provincial program established for the sustainable 
management and conservation of forests; or 


(b) has been certified in writing by a recognized forestry sea 
sional to be a plan that describes the composition of the woodlot, 
provides for the attention necessary for the growth, health and 
quality of the trees on the woodlot and includes 


(i) a description of, or a map indicating, the location of the 
woodlot, 


(ii) a description of the characteristics of the woodlot, includ- 
ing a map of the woodlot site.,that’ shows those 
characteristics, 


(iii) a description of the development of the woodlot, includ- 
ing the activities carried out on the woodlot, since the tax- 
payer. acquired it, 


(iv) information acceptable to the recognized forestry profes- 
sional estimating 


(A) the ages and heights of the trees on the woodlot, and 
their species, 


(B) the quantity of wood on the woodlot, 


(C) the quality and composition of the soil a riaibbeaspe the 
woodlot, and 


(D) the quantity of wood that the woodlot could yield as a 
result of the implementation of the plan, 


(v) a description of, and the timing for, the activities pro- 
posed to be carried out on the woodlot under the plan, includ- 
ing any. of, those. activities that: deal with 


(A) harvesting, 
(B) renewal and regeneration, 
(C) the application. of silviculture techniques, and 


(D) responsible stewardship and the protection of the en- 
vironment, and 


(vi) a description of the objectives and strategies for the manage- 
ment and development of the woodlot over a period of at least 
five years. 


Related Provisions: Reg. 7400(2)— Meaning of “recognized forestry profes- 
sional”; Reg. 7400(3) — Scope of forestry professional’s opinion. 


(2) A recognized forestry professional referred to in subsection (1) 
is a forestry professional who has a degree, diploma, or. certificate 
recognized by the Canadian Forestry Accreditation Board, the Ca- 
nadian Institute of Forestry or the Canadian Council of Technicians 
and Technologists. 


(3) A recognized forestry professional referred to in subsection (1) 
is not required to express an opinion as to the completeness or cor- 
rectness of a description of past activities referred to in subpara- 
graph (1)(b)(iii) or of information referred to in subparagraph 
(1)(b)(iv). if the information was not prepared by. that recognized 
forestry professional. 

Definitions [Reg. 7400]: “prescribed” — ITA 248(1); “recognized forestry profes- 
sional” — Reg. 7400(2); taxpayer —ITA  248(1); “written” — Interpretation Act 
35(1)“writing”. 


Reg. 
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PART LXXV — PRESCRIBED MISSIONS 


7500. For the purposes of subclause 110(1)(f)(v)(A)(II) of the Act, 
the following are prescribed missions:) 
(a) Operation Palladium (Bosnia-Herzegovina); 
(b) Operation Halo (Haiti); 
(c) Operation Danaca (Middle East — Golan Heights); ’ 
“(d) Operation Calumet (Middle East — Sinai); 
(e) Operation Jade (Middle East — Jerusalem, Damascus and 
Egypt); 
_(f) Operation Iraqi Freedom (Kuwait); 
(g) Operation Solitude (Senegal); 
(h) Operation Altair (Persian Gulf); 
(i) Operation Hamlet (Haiti); 
(j) Operation Structure (Sri Lanka); 
(k) Operation Habitation (Haiti); 
(1) Operation Augural (Sudan — Kartoum); 
(m) Operation Bronze (Bosnia-Herzegovina — North Atlantic 
Treaty Organization Stabilisation Force); 


(n) Operation Boreas (Bosnia-Herzegovina — European Union 
Force); 


(0) Operation Safari (Sudan — Kartoum); 
(p) Operation Gladius (Golan Heights); 
(q) Operation Augural (Ethiopia — Addis Ababa); and 


(r) United Nations Mission in the Sudan — Civilian. Policing 
Component (Sudan — Kartoum). 
Definitions [Reg. 7500]: “prescribed” —ITA 248(1); “written” — Interpretation 
Act 35(1)“writing”. 
History: Part LXXV (s. 7500) added by P.C. 2008-410, February 28, 2008, Canada 
Gazette, Part II, March 19, 2008, deemed to have come into force on January 1, 2004. 


Former Part LXXV repealed by P.C..2001-1378, s. 7, August 1,.2001, Canada Gazette, 
Part Il; August 15, 2001, effective August 15, 2001. 


S. 46 of 1995, c. 11, in force July 12, 1996, provides as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions [as was the case in former s. 7500 — ed.]; the Minister of Multiculturalism 
and Citizenship and the Secretary of State of Canada in relation to any matter to 
which the powers, duties and functions of the Minister of Canadian) Heritage 
extend by virtue of this Act, in any other Act of Parliament or in any order, 
regulation or other instrument made under any Act of Parliament shall, unless 
the context otherwise requires, be read as a reference to the Minister of Canadian 
Heritage. 


Former Part LXXV (s. 7500) added by P.C. 1988-1474, July 21, 1988, Canada Ga- 
zette, Part II, August 3; 1988, applicable after. February 25, 1986. 


PART LXXVI — CARVED-OUT PROPERTY 
EXCLUSION 


History: Part LXXVI (s. 7600) added by P.C. 1989-1793, s. 2, September 21, 1989, 
Canada Gazette, Part II, October 11, 1989, applicable to property acquired after July 
19, 1985. 


7600. [Prescribed property] — For the purposes of paragraph 
(g) of the definition “carved-out property’ in subsection 209(1) of 
the Act, a prescribed property at any time is 


(a) any right, licence or privilege to prospect, explore, drill or 
mine for minerals in a mineral resource (other than a bituminous 
_sands deposit, oil sands deposit or oil shale deposit) in Canada; 


(b) any rental or royalty computed by reference to the amount or 
value of production of minerals from a mineral resource (other 
than a bituminous sands deposit, oil sands deposit or oil shale 
deposit) in Canada; 

(c) any real property in Canada the principal value of which de- 
pends on its mineral resource content (other than a bituminous 
sands deposit, oil sands deposit or oil shale deposit); 
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(d) any right to or interest in any property described in any of 
paragraphs (a) to (c); or 


(e) a property acquired before that time by a taxpayer in the cir- 
cumstances described in paragraph (c) of the definition “carved- 
out property” in subsection 209(1) of the Act, except where it is 
reasonable to consider that one of the main reasons for the ac- 
quisition of the property, or any series of transactions or events 
in which the property was acquired, by the taxpayer was to re- 
duce or postpone tax that would, but for this paragraph, be paya- 
ble by another taxpayer under Part XII.1 of the Act. 


Related Provisions: ITA 248(10) — Series of transactions. 


Definitions [Reg. 7600]: “amount”, “bituminous sands’ —ITA 248(1); “Can- 
ada” —ITA 255, Interpretation Act 35(1); “mineral”, “mineral resource”, “pre- 
scribed”, “property? —ITA 248(1); “series” —ITA.. 248(10); “taxpayer” — ITA 
248(1). 


PART LXXVII — PRESCRIBED PRIZES 


History: Part LXXVII (s. 7700) added by P.C. 1989-1923, s. 2, September 28, 1989, 
Canada Gazette, Part II, October 11, 1989, applicable in respect of 1983 et seq. 


7700. [Prescribed prize] — For the purposes of subparagraph 
56(1)(n)(i) of the Act, a prescribed prize is any prize that is recog- 
nized by the general public and that is awarded for meritorious 
achievement in the arts, the sciences or service to the public but 
does not include any amount that can reasonably be regarded as 
having been received as compensation for services rendered or to be 
rendered. 


ITA 248(1). 


Interpretation Bulletins: IT-75R4: Scholarships, fellowships, bursaries, prizes, re- 
search grants and financial assistance; IT-257R: Canada Council grants. 


Definitions [Reg. 7700]: “amount”, “prescribed” — 


PART LXXVIII — PRESCRIBED PROVINCIAL 
PENSION PLANS 


History: Part LXXVIII (s. 7800) added by P.C. 1989-1924, September 28, 1989, Can- 
ada Gazette, Part II, October 11, 1989, applicable to 1987 et seq. except that, for the 
1987 taxation year, the reference to “paragraph 118(8)(e)” in subsection 7800(1) shall 
be read as a reference to “paragraph 110.2(4)(h)”. 


7800. (1) For the purposes of clause 56(1)(a)(i)(C), subsection 
56(2), paragraph 60(y), subsection 74.1(1) and paragraph 118(8)(e) 
of the Act, the Saskatchewan Pension Plan is a prescribed provin- 
cial pension plan. 

History: Subsec. 7800(1) amended to delete reference to subsec. 56(4), by P.C. 2001- 


1378, s. 8, August 1, 2001, Canada Gazette, Part II, August 15, 2001, effective August 
15, 2001. 


(2) For the purpose of subparagraph 60(v)(ii) of the Act, the pre- 
scribed amount for a taxation year in respect of the Saskatchewan 
Pension Plan is, for the 1987 taxation year, $1,200, and for the 1988 
and subsequent taxation years, $600. 


dane site AMenaeH os Be8- 7800 
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7800. For the purposes of the definidon Geared pension plan’ / 


in subsection 248(1) of the Act, a prescribed arrangement is the . 


Saskatchewan Pension Plan established under The Saskatchewan — 
Pension Plan Act, Statutes of Saskatchewan, 1986, chapter: S- a 
32.2, as amended from time to time. - 


Application: The December 7, 2010 draft legislation er Pension’ dae s. 14, 
will amend s. 7800 to read as above, applicable after 2009. 


Technical Notes: The Saskatchewan Pension Plan is a prescribed eal pen- 
sion plan for various purposes of the Income Tax Act, including paragraph 60(v) 
which permits a deduction for contributions made to that plan. Part LXXVIII of the 
Regulations also prescribes a $600 annual deduction limit for Purposes of paragraph 
60(v). 


Part LXXVIII is amended to prescribe the Saskatchewan Penson Plas jor me pur- 
poses of the new definition “specified pension plan” in subsection 248(1) and by 
removing the $600 deductible contribution limit. This amendment is consequential 
on enhancements made to the Saskatchewan Pension Plan by the Saskatchewan goy- 


Income Tax Regulations 


ernment starting in 2010 and on the related introduction. of new subsections 
146(21.1) to (21.3) of the Act under which 


* contributions made by an individual to a specified pension plan are deemed, for. 
specified purposes, to be premiums paid by the individual to an RRSP under — 

_ which the individual is the annuitant; 

* an individual’s account under a specified pension plan is deemed, for specified 
purposes, to be an RRSP under which the individual is the annuitant; and 

* for the purposes of income attribution rules applicable to spousal or common- 
law partner RRSPs because of subsections 146(8.3) to (8.7) of the Act, a pay-— 


ment received by an individual from a specified pension plan is deemed to be a 
Payment from an RRSP under which the individual is the annuitant. 


Dept. of Finance news release 2010-118, Dec. 7, 2010: See under ITA 
248(1)“specified pension plan”. 

Definitions [Reg. 7800]: “amount”, “prescribed” — ITA 248(1); 
ITA 249. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-499R: Superannuation or pension benefits; IT-517R: Pension tax credit. 


“taxation year’ — 


PART LXXIX — PRESCRIBED FINANCIAL 
INSTITUTIONS 


History: Part LXXIX (s. 7900) added by P.C. 1990-854, s. 2, May 10, 1990, Canada 
Gazette, Part Il, May 23, 1990, applicable after December 19, 1986. 


7900. (1) For the purposes of section 33.1 and the definitions “ex- 
cluded income” and “excluded revenue” and “specified deposit” in 
subsection 95(2.5) of the Act, each of the following is a prescribed 
financial institution: 


(a) a member of the Canadian Payments Association, other than 
an authorized foreign bank; and 


(b) a credit union that is a shareholder or member of a body cor- 
porate or organization that is a central for the purposes of the 
Canadian Payments Act. 


(2) For the purposes of the definitions “excluded income” and “ex 
cluded revenue” and “specified deposit” in subsection 95(2.5) of the 
Act, an authorized foreign bank is a prescribed financial institution. 


History: S. 7900 amended by P.C. 2009-1869, s. 11, November 19, 2009, Canada 
Gazette, Part Il, December 9, 2009, applicable after 1997, except that 


(a) before June 28, 1999, para. 7900(1)(a) is to be read as follows: 
(a) a member of the Canadian Payments Association; and 


(b) subject to para. (c) below, before 2008 the opening words of subsec. 7900(1) 
are to be read as follows: 


7900. (1) For the purposes of section 33.1, the definitions “excluded in- 
come” and “excluded revenue” and “specified deposit” in subsection 
95(2.5), clause 212(1)(b)(iii)(D) and subparagraph 212(1)(b)(xi) of the Act, 
each of the following is a prescribed financial institution: 


(c) for taxation years that began before 2000, the opening words of subsec. 7900(1) 
are to be read as follows: 


7900. (1) For the purposes of section 33.1, paragraph 95(2)(a.3), the defini- 
tion “specified deposit” in subsection 95(2.5), clause 212(1)(b)(iii)(D) and 
subparagraph 212(1)(b)(xi) of the Act, each of the following is a prescribed 
financial institution: 


(d) before October 24, 2001, para. 7900(1)(b) is to be read as follows: 


(b) a credit union that is a shareholder or member of a body corporate or 
organization that is a central for the purposes of the Canadian Payments 
Association Act. 


(e) subject to para. (f) below, before 2008 subsec. 7900(2) is to be read as follows: 


(2) For the purposes of paragraph 95(2)(a.3), the definitions “excluded in- 
come” and “excluded revenue” and “specified deposit” in subsection 95(2.5) 
and clause 212(1)(b)(ili)(D) of the Act, an authorized foreign bank is a pre- 
scribed financial institution. 


and 


(f) for taxation years that began before 2000, subsec. 7900(2) is to be read as 
follows: 


(2) For the purposes of paragraph 95(2)(a.3), the definition “specified de- 
posit” in subsection 95(2.5) and clause 212(1)(b)(iii)(D) of the Act, an au- 
thorized foreign bank is a prescribed financial institution. 
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Part LXXX — Prescribed Reserve Amount and Recovery Rate 


The opening words of s. 7900 amended by P.C, 1997-1670,'s. 10, November 20, 1997, 
Canada Gazette, Part Il, December 10, 1997, applicable to taxation years of a foreign 
affiliate of a taxpayer that begin after 1994, except that 


(a) the sec. applies to taxation years of a foreign affiliate of a taxpayer that end 
after 1994 where there has been a change in the taxation year of the foreign affili- 
ate in 1994 and after February 22, 1994, unless 


(i) the foreign affiliate had requested that change in the taxation year in writing 
before February 22, 1994 from the income taxation authority of the country in 
which it was resident and subject to income taxation, or 


(ii) the first taxation year of the foreign affiliate that began after 1994 began at 
a time in 1995 that is earlier than the time when that taxation year would have 
begun if there had not been that change in the taxation year of the foreign 
affiliate. 


Definitions [Reg. 7900]: “authorized foreign bank” — ITA 248(1); “corporation” — 
ITA 248(1), Interpretation Act 35(1); “credit union” —ITA 137(6), 248(1); “share- 
holder” — ITA 248(1). 


PART LXXX — PRESCRIBED RESERVE 
AMOUNT AND RECOVERY RATE 


History: Part LXXX (ss. 8000+8005) added by P.C. 1990-2779, s: 4,,December 20, 
1990, Canada Gazette, Part Il, January 16, 1991, applicable to taxation years and fiscal 
periods commencing after June 17, 1987 that end after 1987. 


8000. [Prescribed reserve amount] — For ‘the purpose of 
clause 20(1)(1)Gi)(C) of the Act, the prescribed reserve amount for a 
taxation year means the aggregate of 


(a) where the taxpayer is a bank, an amount equal to the lesser of 


(i) the amount of the reserve.reported in its annual report for 
the year that is filed with and accepted by the relevant au- 
thority or, where the taxpayer was throughout the year sub- 
ject to the supervision of the relevant authority but was not 
required to file an annual report for the year with the relevant 
authority, in its financial statements for the year, as general 
provisions or as specific provisions, in respect of exposures 
to designated countries in respect of loans or lending assets 
of the taxpayer made or acquired by it in the ordinary course 
of its business, and 


(ii) an amount in respect of the loans or lending assets ofthe 
taxpayer at the end of the year that were made or acquired by: 
the taxpayer in the ordinary course of its business and re- 
ported for the year by the taxpayer to the relevant authority, 
in accordance with the guidelines established by the relevant 
authority, as part of the taxpayer’s total exposure ‘to desig- 
nated countries for the purpose of determining the taxpayer’s 
general provisions or specific provisions referred to in sub- 
paragraph (i) or that were acquired by the taxpayer after Au- 
gust 16, 1990 and reported for the year by the taxpayer to the 
relevant authority, in accordance with the guidelines estab- 
lished by the relevant authority, as an exposure to a desig- 
nated country (in this subparagraph referred to as the 
loans”) equal to the positive or negative amount, as the case 
may be, determined by the formula 


45% (A + B) -(B +C) 
where 


A is the aggregate of all amounts each of which is the 
amount that would be the amortized cost of a loan to the 
taxpayer at the end of the year if the definition “amortized 
cost” in section 248 of the Act were read without refer- 
ence to paragraphs (e) and (i) thereof, 

B is the aggregate of all amounts each of which is the 
amount, if any, by which the principal amount of a loan 
outstanding at the time it was acquired by the taxpayer 
exceeds the amortized cost of the loan to the taxpayer im- 
mediately after the time it was acquired by the taxpayer, 
and 


C is the aggregate of all amounts each of which is 


(A) an amount deducted in respect of a loan under 
clause 20(1)(1)(ii)(B) of the Act in computing the tax- 
payer’s income for the year, or 


_ Reg. 
S. 8002(b) (ii) 


(B). an amount in respect of a loan determined as the 
amount, if any, by which 


(I) the aggregate of all amounts in respect of the 
loan deducted under paragraph 20(1)(p) of the Act 
in computing the taxpayer’s income for the year or 
a preceding taxation year 


exceeds « Pre 


(Il) the aggregate of all amounts in respect of the 
loan included under paragraph’ 12(1)(i) of the Act 
in computing the taxpayer’s income for the year or 
a preceding taxation year, arid 


(a.1) where the taxpayer is a bank, the positive or negative 
amount that would be determined under the formula in subpara- 
graph (a)(ii) in respect of the specified loans owned by the tax- 
payer at the end of the year if that subparagraph applied to those 
loans. 


(b) [Repealed] 
Related Provisions: ITA 257 — Negative amounts in formulas. 


History: The opening words of s. 8000 amended and para. (b) repealed by P.C. 1999- 
195, subsecs. 2(1) and (3), February 11, 1999, Canada Gazette, Part 11, March 3, 1999, 
applicable : 


(a) to taxation years that end after September 1997; and 


(b) to taxation years that end after 1995 and before: October 1997 where the tax- 
payer elects in writing to have para. 20(1)(1) of the Act,as amended, apply to the 
year and files the election withthe Minister of National Revenue before October 
1998. 


Para. 8000(a.1) added by P.C. 1999-195, subsec. 2(2), February 11, 1999, Canada Ga- 
zette, Part II,-March 3, 1999; applicable 
}(a) to. 1997 et seq.; and 


(b) to taxation years that end after 1991 and before 1997 where the taxpayer elects 
in writing to have para. 8000(a.1) apply to those years and files the election with 
the Minister of National Revenue before July 1999. 
Definitions [Reg. 8000]: “amortized cost”, “amount” —ITA 248(1); “bank” — ITA 
248(1), Interpretation Act 35(1); “business” — ITA 248(1); “designated country”, “ex- 
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posure to a designated country”, “general provisions” — Reg. 8006; “lending asset’? — 
ITA 248(1); “loans” — Reg. 8000(a)(ii); “loans or lending assets” — Reg. 8003; “pre- 
scribed”, “principal amount” — ITA 248(1); “principal amount outstanding” — Reg. 
8002(a); “relevant authority”, “specific provisions”, “specified loan” — Reg. 8006; 
“taxation year” — ITA 249; “taxpayer” —ITA 248(1). 


8001. [Repealed] 


History: S. 8001 repealed by P.C. 1999-195, s. 3, February 11, 1999, Canada Gazette, 
Part II, March 3, 1999, applicable 


(a) to taxation years that end after September 1997; and 


(b) to taxation years that end after 1995 and before October 1997 where the tax- 
payer elects in writing to have para. 20(1)(1).of the Act, as amended, to apply to the 
year and files the election with the Minister of National Revenue before October 
1998. 


8002. [Principal amount, amortized cost] — For the purposes 
of paragraph 8000(a), 


(a) the principal amount outstanding at any time of a lending 
asset of a taxpayer that is a share of the capital stock of a corpo- 
ration is the part of the consideration received by the corporation 
for the issue of the share that is outstanding at that time; 


(b) where 


(i) a taxpayer realizes a loss from the disposition of a loan or 
lending asset described in subparagraph 8000(a)(ii) or a spec- 
ified loan described in paragraph 8000(a.1) (in this paragraph 
referred to as the “former loan’) for consideration that in- 
cluded another loan or lending asset that was a loan or lend- 
ing asset described in subparagraph 8000(a)(i1) or paragraph 
8000(a.1) (in this paragraph referred to as the “new loan’), 
and 


(ii) in the case of a former loan that is not a specified loan, 
the loss’ is included in computing the taxpayer’s provision- 
able assets as reported for the year to the relevant authority, 
in accordance with the guidelines established by the relevant 
authority, for the purpose of determining the taxpayer’s gen- 
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eral provisions or specific provisions in respect of exposures 
to designated countries, 


the principal amount of the new loan outstanding at the time it 
was acquired by the taxpayer is deemed to be equal to the princi- 
pal amount of the former loan outstanding immediately before 
that time; and 


(c) where at the end of a particular taxation year a taxpayer owns 
a specified loan that, at the end of the preceding taxation year, 
was described in an inventory of the taxpayer, the amortized 
cost of the specified loan to the taxpayer at the end of the partic- 
ular year is its value determined under section 10 of the Act at 
the end of the preceding year for the purpose of computing the 
taxpayer’s income for the preceding year. 


History: Para. 8002(b) amended and para. (c) added by P.C. 1999-195, s. 4, February 
11, 1999, Canada Gazette, Part Il, March 3, 1999, applicable 


(a) to 1997 et seq.; and 


(b) to taxation years that end after 1991 and before 1997 where the taxpayer elects 

in writing to have para. 8000(a.1) apply to those years, and files the election with 

the Minister of National Revenue before July 1999. 
Definitions [Reg. 8002]: “amortized cost’ — Reg. 8002(c), ITA 248(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1); “designated country” — Reg. 8006; 
“disposition” —ITA 248(1); “exposure to a designated country” — Reg. 8006; “for- 
mer loan” — Reg. 8002(b)(i); “general provisions” — Reg. 8006; “inventory”, “lend- 
ing asset” — ITA 248(1); “new loan” — Reg. 8002(b)(); “principal amount’ — Reg. 
8002, ITA 248(1); “provisionable assets”, “relevant authority” — Reg. 8006, 
“share” — ITA 248(1); “specific provisions”, “specified loan” — Reg. 8006; “taxation 
year” —ITA 249; “taxpayer” — ITA 248(1). 


8003. [Election] — Where a taxpayer elects to have this section 
apply by notifying the Minister in writing within 90 days after the 
day on which this section is published in the Canada Gazette, the 
loans or lending assets of the taxpayer that are described in subpara- 
graph 8000(a)(ii) shall not include any loan or lending asset ac- 
quired by. the taxpayer before November 1988 from a person with 
whom the taxpayer was dealing at arm’s length. 

Definitions [Reg. 8003]: “arm’s length” — ITA 251(1); “Canada” —ITA 255, In- 
terpretation Act 35(1); “lending asset”, “Minister”, “person”, “taxpayer” —ITA 
248(1); “writing” — Interpretation Act 35(1). 


8004. [Repealed] 


History: S. 8004 repealed by P.C. 1999-195, s. 5, February 11, 1999, Canada Gazette, 
Part II, March 3, 1999, applicable 


(a) to taxation years that end after September 1997; and 


(b) to taxation years that end after 1995 and before October 1997 where the tax- 
payer elects in writing to have para. 20(1)(1) of the Act, as amended, to apply to the 
year and files the election with the Minister of National Revenue before October 
1998. 


8005. [Rules —loans and lending assets] — For the pur- 
poses of subparagraph 8000(a)(ii), where a loan or lending asset of 
a person (in this section referred to as the “holder”) related to a 
taxpayer 


(a) was reported for the year by the taxpayer.to the relevant au- 
thority, in accordance with the guidelines established by the rel- 
evant authority, as an exposure to a designated country, 


(b) was acquired by the holder or another person related to the 
taxpayer after August 16, 1990 as part of a series of transactions 
or events in which the taxpayer or a person related to the tax- 
payer disposed of a loan or lending asset that 


(i) for the taxation year immediately preceding the particular 
year in which it was disposed of, was a loan or lending asset 
that was reported by the taxpayer to the relevant authority, in 
accordance with the guidelines established by the relevant 
authority, as an exposure to a designated country, and 


(ii) was a loan or lending asset a loss arising on the disposi- 
tion of which would be a loss in respect of which a deduction 
is permitted under Part I of the Act to the taxpayer or a per- 
son related to the taxpayer, and 


Income Tax Regulations 


(c) had an amortized cost to the holder, immediately after the 
time it was acquired by the holder, that was less than 55 per cent 
of its principal amount, 


the following rules apply: 
(d) the loan or lending asset shall be deemed 


(i) to be a loan or lending asset of the taxpayer at the end of 
the year, 


(ii) to be a loan or lending asset of the taxpayer that was ac- 
quired by the taxpayer at the time it was acquired by the 
holder, and 


(iii) to have an amortized cost to the taxpayer, at any time, 
that is equal to its amortized cost to the holder at that time, 
and 


(e) any amount in respect of the loan or lending asset deducted 
under paragraph 20(1)(p) of the Act or included under paragraph 
12(1)(i) of the Act in computing the holder’s income for a par- 
ticular year shall be deemed to have been so.deducted or in- 
cluded, as the case may be, in computing the income of the tax- 
payer for the year in which the particular year ends. 

Related Provisions: ITA 248(10) — Series of transactions. 

Definitions [Reg. 8005]: “amortized cost”, “amount” — ITA 248(1); “disposed” — 

ITA 248(1)‘disposition”; “disposition” — ITA 248(1); “exposure to a designated coun- 

try” —Reg. 8006; “holder” — Reg. 8005; “lending asset”, “person”, “principal 

amount” —ITA 248(1); “related” —ITA 251(2)-(6); “relevant authority” — Reg. 

8006; “series” — ITA 248(10); “taxation year’ — ITA 249; “taxpayer” — ITA 248(1). 


8006. For the purposes of this Part, 


“designated country” has the same meaning as in the Guidelines 
for banks established pursuant to section 175 of the Bank Act, as 
that section read on May 31, 1992, and issued by the Office of the 
Superintendent of Financial Institutions, as amended from time to 
time; 


“exposure to a designated country” has the same meaning as in 
the Guidelines for banks established pursuant to section 175. of the 
Bank Act, as that section read on May 31, 1992, and issued by the 
Office of the Superintendent of Financial Institutions, as amended 
from time to time; 


“general provisions” has the same meaning as the expression 
“general country risk provisions” in the Guidelines for banks estab- 
lished pursuant to section 175 of the Bank Act, as that section read 
on May 31, 1992, and issued by the Office of the Superintendent of 
Financial Institutions, as amended from time to time; 


“provisionable assets” has the same meaning as in the Guidelines 
for banks established pursuant to section 175 of the Bank Act, as 
that section read on May 31, 1992, and issued by the Office of the 
Superintendent of Financial Institutions, as amended from time to 
time; 


“relevant authority” means the Superintendent of Financial 
Institutions; 


“specific provisions” has the same meaning as in the Guidelines 
for banks established pursuant to. section 175 of the Bank Act, as 
that section read on May 31, 1992, and issued by the Office of the 
Superintendent of Financial Institutions, as amended from time to 
time. 


“specified loan” means 
(a) a United Mexican States Collateralized Par Bond due in 
2019, or 
(b) a United Mexican States Collateralized Discount Bond due 
in 2019; 
History: The definition “specified loan” added to s. 8006 by P.C. 1999-195, s. 6, Feb- 
ruary 11, 1999, Canada Gazette, Part Il, March 3, 1999, applicable 


(a) to 1997 et seq.; and 


(b) to taxation years that end after 1991 and before 1997 where the taxpayer elects 
in writing to have para. 8000(a.1) apply to those years and files the election with 
the Minister of National Revenue before July 1999. 
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Part LXXXI — Transition for Financial Institutions 


S. 8006 added by P.C. 1992-2335, Sch. Ils. 16, November 19, 1992, Canada Gazette, 
Part II, December 2, 1992, applicable to taxation years and fiscal periods beginning 
after June 17, 1987 and ending after 1987. 


Definitions [Reg. 8006]: “bank” — ITA 248(1), Interpretation Act 35(1). 


8007. [Repealed], 


History: S. 8007 repealed by P.C. 1999-195, subsec. 7(2), February 11, 1999, Canada 
Gazette, Part II, March 3, 1999, applicable to taxation years ending after September 
1997. 


S, 8007 added by P.C. 1999-195, subsec. 7(1), February 11,.1999, Canada Gazette, 
Part I, March 3, 1999, applicable to taxation years that end after 1991 and before 
October 1997 where the taxpayer elects in writing to have para. 8000(a.1) apply to 
those years and files the election with the Minister of National Revenue before July 
1999, 


PART LXXXI — TRANSITION FOR 
FINANCIAL INSTITUTIONS 


History: Part LXXXI (ss. 8100-8105) added by P.C.. 1990-2779, s. 4, December 20, 
1990, Canada Gazette, Part II, January 16, 1991, applicable to taxation years and fiscal 
periods commencing after June 17; 1987 that end after 1987. 


8100. Transition deduction in respect of unpaid claims re- 
serve — For the purpose of subsection 20(26). of the Act, an in- 
surer’s unpaid claims reserve adjustment. for its taxation year that 
includes February 23, 1994 is the amount, if any, by which 


(a) the total of all amounts each of which is the maximum 
amount that, because of paragraph 1400(e), was deductible 
under paragraph 20(7)(c) of the Act in respect of an insurance 
policy in computing the insurer’s income for its last taxation 
year that ended before February 23, 1994 


exceeds 


(b) where the insurer elects, by notifying the Minister in writing, 
to have this paragraph apply, the total of all amounts each of 
which is the maximum amount that would, because of paragraph 
1400(e), have been deductible under paragraph 20(7)(c) of the 
Act in respect of an insurance policy in computing the insurer’s 
income for its last taxation year that ended before February 23, 
1994 if the amount “'4” ‘in the formula in. subparagraph 
1400(e)(i1), as'it read for that year, were replaced by the amount 
“1; and 


(c) in any other case, the total of all amounts each of which is 
the maximum amount that would, because of paragraph 1400(e) 
or (e.1), have been deductible’under paragraph 20(7)(c) of the 
Act in respect of an insurance policy in computing the insurer’s 
income for its last taxation year that ended before February 23, 
1994_if paragraph 1400(e.1).had applied to that year and 
paragraphs 1400(e) and (e.1) were read in their application to 
that year as they read in their application to. the insurer’s taxa- 
tion year that includes February 23, 1994. 

History: Ss. 8100 and 8101 substituted for ss. 8100 to 8105 by P.C. 1996-1452, s. 3, 


September 17, 1996, Canada Gazette, Part II, October 2, 1996, applicable to taxation 
years that end, after February 22, 1994. 
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Definitions [Reg. 81 00}: “amount”, “insurance policy”, “insurer”, “Minister” — 
ITA 248(1); “taxation year” — ITA 249; “writing” — Interpretation Act 35(1). 


8101. Inclusion of transition amount in respect of unpaid 
claims reserve — (1) In this section, “transition deduction” of an 
insurer means the amount deducted under subsection 20(26) of the 
Act in computing the insurer’s income for its taxation year that in- 
cludes February 23, 1994. 


(2) Subject to subsection (3), there.is prescribed for the purpose of 
section 12.3 of the Act in respect of an insurer for a taxation year 
that ends after February 22, 1994 the amount determined by the 
formula 


(0.05A +.0.10B + 0.15C) 
| 365 “at 


where 


Reg. 
S. 8101 


A is the total of 


(a) the number of days in the taxation year that are in 1994 or 
1995, and 


(b) where the taxation year includes February 23, 1994, the 
number of days in 1994 that are before the first day of the 
taxation year, 


B..is the number of days in the taxation year (other than February 
29) that are in any of 1996 to 2001, 


C is the number of days in the taxation year that are in 2002 or 
2003, and 


D is the insurer’s transition deduction minus the amount, if any, 
required by subsection (4) or paragraph (5)(b) to. be subtracted. 


(3) Where subsection 88(1) of the Act has applied to the winding- 
up of an insurer (in this subsection referred to as the “subsidiary’’), 


(a) the values of A, B, and C in subsection (2) shall be deter- 
mined in respect of the subsidiary without including any days 
that are after the day on which the subsidiary’s assets were dis- 
tributed to its parent on the winding-up; and 


(b) there is prescribed for the purpose of section 12.3 of the Act 
in respect of the parent for its taxation year that includes the day 
referred to in paragraph (a) the total of 


(i) the amount that would be determined under subsection (2) 
in respect of the parent for the year if the parent’s transition 
deduction did not include the subsiae a s transition deduc- 
tion, and 


(ii) the amount that would be: determined under subsection 
(2) in respect of the parent for the year if 


(A) the values of A, B, and C in that subsection were de- 
termined without including the day referred to in para- 
graph (a) and any days before that day, and 


(B) the value of D in that subsection were equal to the 
subsidiary’s transition deduction. 


(4) Where subsection 138(11.5) or (11.94) of the Act has applied to 
the transfer of an insurance business by an insurer, there shall be 
subtracted, in determining the value of D in subsection (2) in re- 
spect of the insurer for a taxation year ending after, the insurer 
ceased to carry on_all or substantially all of the business, the part of 
the insurer’s transition deduction that can reasonably be. attributed 
to the business. 


(5) Where an insurer ceases to carry on all or substantially all of an 


| insurance business, otherwise than as a result of a merger to which 


subsection 87(2) of the Act applies, a winding-up to which subsec- 
tion 88(1) of the Act applies or a transfer of the business to which 
subsection 138(11.5) or (11.94) of the Act applies, 


(a) there is prescribed for the purpose of section 12.3 of the Act 
in respect of the insurer for its taxation year in which the cessa- 
tion of business occurs, in addition to the amount prescribed by 
subsection (2), the amount, if any, by which 


(i) the part.of the insurer’s transition deduction that can rea- 
sonably be attributed to the business 


exceeds 


(ii) that part of the total of the amounts included under sec- 
tion 12.3 of the Act in computing the income of the insurer 
for preceding taxation years that can reasonably be consid- 
ered to be in respect of the amount determined under subpar- 
agraph (i); and 


(b) there shall be subtracted, in determining the value of D in 
subsection (2) in respect of the insurer for the year or a subse- 
quent taxation year, the amount determined under subparagraph 
(a)(i). 

History: Ss. 8100 and 8101 substituted for ss. 8100 to 8105 by P.C. 1996-1452, s. 3, 


September 17, 1996, Canada Gazette, Part II, October 2, 1996, applicable to taxation 
years that end after February 22, 1994. 
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Reg. 
S. 8101 


Definitions [Reg. 8101]: “amount”, “business”, “insurer”, “prescribed” — ITA 
248(1); “subsidiary” — Reg. 8101(3); “taxation year” —ITA 249; “transition deduc- 
tion” — Reg. 8101(1). 


8102. Mark-to-market — transition deduction — (1) In this 
section, “excluded property”, of a taxpayer, means a mark-to-mar- 
ket property used in a business of the taxpayer in its taxation year 
that includes October 31, 1994 where it is reasonable to expect that 
the property would have been valued at its fair market value for the 
purpose of computing the taxpayer’s income from the business for 
the year if 


(a) the Act were read without reference to subsection 142.5(2); 
and 


(b) the property were held at the end of the year. 


(2) For the purpose of subsection 142.5(4) of the Act, the prescribed 
amount for a taxpayer’s taxation year that includes October 31, 
1994 is the amount, if any, by which 


(a) the total of all amounts each of which is the taxpayer’s profit 
from the disposition in the year, because of subsection 142.5(2) 
of the Act, of a property other than a capital property or an ex- 
cluded property 


exceeds the total of 


(b) the total of all amounts each of which is the taxpayer’s loss 
from the disposition in the year, because of subsection 142.5(2) 
of the Act, of a property other than a capital property or an ex- 
cluded property, and 


(c) the amount, if any, by which 


(i) the total of all amounts each of which is the taxpayer’s 
loss from the disposition in the year of a mark-to-market pro- 
perty (other than a capital property, an excluded property or a 
property disposed of because of subsection 142.5(2) of the 
Act) 


exceeds 


(ii) the total of all amounts each of which. is the taxpayer’s 
profit from the disposition in the year of a mark-to-market 
property (other than a capital property, an excluded property 
or a property disposed of because of subsection 142.5(2) of 
the Act). 


History: S. 8102 added by P.C. 2009-1212, s. 6, July 30, 2009, Canada Gazette, Part 
II, August 19, 2009, applicable to taxation years that end after October 30, 1994. 


Former s. 8102 repealed by P.C. 1996-1452, s. 3, September 17, 1996, Canada Ga- 
zette, Part II, October 2, 1996, applicable to taxation years that end after February 22, 
1994. 


Former s. 8102 amended by P.C. 1992-2335, Sched. II, s. 17, November 19, 1992, 
Canada Gazette, Part Il, December 2, 1992, applicable to taxation years and fiscal peri- 
ods beginning after June 17, 1987 and ending after 1987. 

Definitions [Reg. 8102]: “amount”, “business” — ITA 248(1); “capital property” — 
ITA 54, 248(1); “disposed” —ITA 248(1)“disposition”; “disposition” — ITA 248(1); 
“excluded property” — Reg. 8102(1); “mark-to-market property” —ITA. 142.2(1); 
“prescribed”, “property” —ITA 248(1); “taxation year” —ITA 249; “taxpayer” — 
ITA 248(1). 


8103. Mark-to-market — transition inclusion — (1) In this 
section, “transition deduction”, of a taxpayer, means the amount 
deducted under subsection 142.5(4) of the Act in computing the 
taxpayer’s income for its taxation year that includes October 31, 
1994. 


(2) Subject to subsections (3), (5) and (7), there is prescribed for the 
purpose of subsection 142.5(5) of the Act in respect of a taxpayer 
for a taxation year that ends after October 30, 1994 the amount de- 
termined by the formula 


AXxB 
1825 


where 


A is the number of days (other than February 29) in the year that 
are before the day that is five years after the first day of the 
taxation year of the taxpayer that includes October 31, 1994; and 


Income Tax Regulations 


Bis the taxpayer’s transition deduction minus the amount, if any, 
required by subsection (4) or paragraph (6)(b) to be subtracted. 


(3) If subsection 88(1) of the Act has applied to the winding-up of a 
taxpayer (in this subsection referred to as the “subsidiary”’), 


(a) the value of A in subsection (2) shall be determined in re- 
spect of the subsidiary without including any days that are after 
the day on which the subsidiary’s assets were distributed to its 
parent on the winding-up; and 


(b) there is prescribed for the purpose of subsection 142.5(5) of 
the Act in respect of the parent for its taxation year that includes 
the day referred to in paragraph (a) the total of 


(i) the amount that would be determined under subsection (2) 
in respect of the parent for the year if the parent’s transition 
deduction did not include the subsidiary’s transition deduc- 
tion, and 


(ii) the amount that would be determined under subsection 
(2) in respect of the parent for the year if 


(A) the value of A in that subsection were determined 
without including the day referred to in paragraph (a) and 
any days before that day, and 


(B) the value of B in that subsection were equal to the 
subsidiary’s transition deduction. 


(4) If subsection 138(11.5) or (11.94) of the Act has applied to the 
transfer of an insurance business by an insurer, there shall be sub- 
tracted, in determining the value of B in subsection (2) in respect of 
the insurer for a taxation year that ends after the insurer ceased to 
carry on all or substantially all of the business, the part of the in- 
surer’s transition deduction that is included, because of paragraph 
138(11.5)(k) of the Act, in the transition deduction of the person to 
whom the business was transferred. 


(5) If subsection 98(6) of the Act deems a partnership (in this sub- 
section referred to as the “new partnership’’) to be a continuation of 
another partnership (in this subsection referred to as the “predeces- 
sor partnership’), 


(a) the value of A in subsection (2) shall be. determined in re- 
spect of the predecessor partnership without including any days 
that are after the day on which the predecessor partnership’s pro- 
perty was transferred to the new partnership; and 


(b) there is prescribed for the purpose of subsection 142.5(5) of 
the Act in respect of the new partnership for its taxation year 
that includes the day referred to in paragraph (a) the total of 


(i) the amount that would be determined under subsection (2) 
in respect of the new partnership for the year if its transition 

- deduction did not include the predecessor partnership’s tran- 
sition deduction, and 


(ii) the amount that would be determined under subsection 
(2) in respect of the new partnership for the year if 


(A) the value of A in that subsection were determined 
without including the day referred to in paragraph (a) and 
any days before that day, and 


(B) the value of B in that subsection were equal to the 
predecessor partnership’s transition deduction. 


(6) If a taxpayer ceases to carry on all or substantially all of a busi- 
ness, otherwise than as a result of a merger to which subsection 
87(2) of the Act applies, a winding-up to which subsection 88(1) of 
the Act applies or a transfer of the business to which subsection 
98(6) or 138(11.5) or (11.94) of the Act applies, 


(a) there is prescribed for the purpose of subsection 142.5(5) of 
the Act in respect of the taxpayer for its taxation year in which 
the cessation of business occurs, in addition to the amount pre- 
scribed by subsection (2), the amount, if any, by which 


(i) the part of the taxpayer’s transition deduction that can rea- 
sonably be attributed to the business 
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exceeds 


(ii) that part of the total of the amounts included under sub- 
section 142.5(5) of the Act in computing the income of the 
taxpayer for preceding taxation years that can reasonably be 
considered to be in respect of the amount determined under 
subparagraph (i); and 


(b) there shall be subtracted, in determining the value of B in 
subsection (2) in respect of the taxpayer for the year or a subse- 
quent taxation year, the amount determined under subparagraph 


(a)(). 


(7) If a taxpayer ceases at any time to be a financial institution oth- 
erwise than because it ceases to carry on a business, 


(a) there is prescribed for the purpose of subsection 142.5(5) of 
the Act in respect of the taxpayer for its taxation year that ended 
immediately before that time, the amount, if any, by which 


(i) the taxpayer’s transition deduction 
exceeds 


(ii) the total of the amounts included under subsection 
142.5(5) of the Act in computing the taxpayer’s income for 
preceding taxation years; and 


(b) the amount prescribed for the purpose of subsection 142.5(5) 
of the Act in respect of the taxpayer for taxation years after the 
taxation year referred to in paragraph (a) is nil. 


History: S. 8103 added by P.C. 2009-1212, s. 6, July 30, 2009, Canada Gazette, Part 
II, August 19, 2009, applicable to taxation years that end after October 30, 1994. 


Former s. 8103 repealed by P.C. 1996-1452, s. 3, September 17, 1996, Canada Ga- 
zette, Part II, October 2, 1996, applicable to taxation years that end after February 22, 
1994. i 


Former subparas. 8103(a)(i), (ii), amended by P.C. 1992-2335, Sched. II, s. 18, Novem- 
ber 19, 1992, Canada Gazette, Part II, December 2, 1992, applicable to taxation years 
and fiscal periods beginning after June 17, 1987 and ending after 1987. 


Definitions [Reg. 8103]: “amount”, “business”, ‘insurer’ — ITA 248(1); “‘mark-to- 
market property” — 142.2(1); “property” —ITA 248(1); “person”, “prescribed”, “pro- 
perty” — ITA 248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1); “transi- 
tion deduction” — Reg. 8103(1). 


8104. Mark-to-market — transition capital loss — (1) In this 
section, “‘excluded property’’, of a taxpayer, means a mark-to-mar- 
ket property of the taxpayer for its taxation year that includes Octo- 
ber 31, 1994 if 


(a) the taxpayer had a taxable capital gain or an allowable capi- 
tal loss for the year from the disposition of the property to which 
section 142 of the Act applied; or 


(b) in the case of a taxpayer that was non-resident in the year, 
the property was a capital property other than a taxable Cana- 
dian property. 


(2) For the purpose of subsection 142.5(6) of the Act, the prescribed 
amount for a taxpayer’s taxation year that includes October 31, 
1994 is the amount, if any, by which 


(a) the total of all amounts each of which is the taxable capital 
gain of the taxpayer for the year from the disposition, because of 
subsection 142.5(2) of the Act, of a property other than an ex- 
cluded property 


exceeds the total of 


(b) the total of all amounts each of which is the allowable capital 
loss of the taxpayer for the year from the disposition, because of 
subsection 142.5(2) of the Act, of a property other than an ex- 
cluded property, and 


(c) the amount, if any, by which 


(i) the total of all amounts each of which is the allowable 
capital loss of the taxpayer for the year from the disposition 
of a mark-to-market property (other than an excluded pro- 
perty or a property disposed of because of subsection 
142.5(2) of the Act) 


Reg. 
S. 8200(c) 


exceeds 


(ii) the total of all amounts each of which is the taxable capi- 
tal gain of the taxpayer for the year from the disposition.of a 
mark-to-market property (other than an excluded property or 
a property disposed of because of subsection 142.5(2) of the 
Act). 
History: S. 8104 added by P.C. 2009-1212, s. 6, July 30, 2009, Canada Gazette, Part 
II, August 19, 2009, applicable to taxation years that end after October 30, 1994. 


Former s. 8104 repealed by P.C. 1996-1452, s. 3, September 17, 1996, Canada Ga- 
zette, Part II, October 2, 1996, applicable to taxation years that end after February 22, 
1994. 

Definitions [Reg. 8104]: “allowable capital loss’—ITA 38(b), 248(1); 
“amount” — ITA 248(1); “capital property” —ITA 54, 248(1); “disposition” — ITA 
248(1); “excluded property” — Reg. 8104(10); “non-resident”, “prescribed”, “pro- 
perty”, “taxable Canadian property” —ITA 248(1); “taxable capital, gain’ —ITA 
38(a), 248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1). 


8105. Mark-to-market — transition capital gains — (1) In 
this section,. “transition loss”, of a taxpayer, means the amount 
elected by the taxpayer under subsection 142.5(6) of the Act to be 
an allowable capital loss of the taxpayer for its taxation year that 
includes October 31, 1994. 


(2) There is prescribed for the purpose of subsection 142.5(7) of the 
Act in respect of a taxpayer for a taxation year that ends after Octo- 
ber 30, 1994 the amounts that would be prescribed in respect of the 
taxpayer for the year by section 8103 if the references in subsec- 
tions 8103(2) to (7) to 


(a) “subsection 142.5(5)” were read as “subsection 142.5(7)”; 
and 


(b) “transition deduction” were read as “transition loss (as de- 
fined in subsection 8105(1))”. 


History: S. 8105 added by P.C. 2009-1212, s. 6, July 30, 2009, Canada Gazette, Part 
II, August 19; 2009, applicable to taxation years that end after October 30, 1994. 


Former s. 8105 repealed by P.C. 1996-1452, s. 3, September 17, 1996, Canada Ga- 
zette, Part Il, October 2, 1996, applicable to taxation years that end after February 22, 
1994. 


Definitions [Reg. 8105]: “allowable capital loss” — ITA 38(b), 248(1); “amount”, 
“prescribed” —ITA 248(1); “taxation year’ —ITA 249; “taxpayer”? —ITA 248(1); 
“transition loss” — Reg. 8105(1). 


PART LXXXII— PRESCRIBED 
PROPERTIES AND PERMANENT 
ESTABLISHMENTS 


History: The heading of Part LXXXII amended by P.C. 1994-139, s. 14, January 27, 
1994, Canada Gazette, Part II, February 9, 1994, applicable after 10:00 p.m. EDST, 
April 26, 1989. 


8200. Prescribed properties [for leasing rules] — For the 
purposes of subsection 16.1(1) of the Act, “prescribed property” 
means 


(a) exempt property, within the meaning assigned by paragraph 
1100(1.13)(a), other than property leased on or before February 
2, 1990 that is 


(i) a truck or tractor that is designed for use on highways and 
has a “gross vehicle weight rating” (within the meaning as- 
signed that expression by the Motor Vehicle Safety Regula- 
tions) of 11,778 kilograms or more, 


(ii) a trailer that is designed for use on highways and is of a 
type designed to be hauled under normal operating condi- 
tions by a truck or tractor described in subparagraph (i), or 
(iii) a railway car, 
(b) property that is the subject of a lease where the tangible pro- 
perty, other than exempt property (within the meaning assigned 
by paragraph 1100(1.13)(a)), that was the subject of the lease 
had, at the time the lease was entered into, an aggregate fair 
market value not in excess of $25,000, and 


(c) intangible property. 
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Reg. 
S. 8200 


History: S. 8200 added by P.C. 1991-465, s. 5, March 14, 1991, Canada Gazette, Part 
II, March 27, 1991, applicable in respect of leases entered into after 10:00 p.m. Eastern 
Daylight Saving Time, April 26, 1989, other than leases entered into pursuant to an 
agreement in writing entered into before that time under which the lessee thereunder 
has the right to require the lease of the property (and for these purposes a lease in 
respect of which a material change has been agreed to by the parties thereto effective at 
any particular time that is after 10:00 p.m. Eastern Daylight Saving Time, April 26, 
1989 shall be deemed to have been entered into at that particular time). 


Definitions [Reg. 8200]: “property” — ITA 248(1). 


8200.1 [Prescribed energy conservation property] — For 
the purposes of subsection 13(18.1) and subparagraph 
241(4)(d)(vi. 1) of the Act, “prescribed energy conservation pro- 
perty” means property described in Class 43.1 or 43.2 in Schedule 
Il. 


Related Provisions: ITA 13(18.1) — Dept. of Natural Resources “Technical Guide 
to Class 43.1” to be determinative. 


History: S. 8200.1 amended by P.C. 2006-439, s. 7, June 1, 2006, Canada Gazette, 
Part II, June 14, 2006, deemed in force on February 23, 2005. 


S. 8200.1 added by P.C. 1997-1033, s.'5, July 25, 1997, Canada Gazette, Part II, Au- 
gust 20, 1997, applicable after February 21, 1994. 


Definitions [Reg. 8200.1]: “prescribed”, “property” — ITA 248(1). 


8201. [Permanent establishment] — For the purposes of sub- 
section 16.1(1), the definition “outstanding debts to specified non 
residents” in subsection 18(5), subsection 34.2(6), the definition 
“excluded income” and. “excluded revenue” in subsection 95(2.5), 
subsections 112(2), 125.4(1) and 125.5(1), the definition “taxable 
supplier” in subsection 127(9), subparagraph 128.1(4)(b)(ai), 
paragraphs 181.3(5)(a) and 190.14(2)(b), the definition “Canadian 
banking business” in subsection 248(1) and paragraph 260(5)(a) of 
the Act, a “permanent establishment” of a person or partnership (ei- 
ther of whom referred to in this section as the “person”) means a 
fixed place of business of the person, including an office, a branch, 
a mine, an oil well, a farm, a timberland, a factory, a workshop or a 
warehouse if the person has a fixed place of business and, where the 
person does not have any fixed place of business, the principal 
place at which the person’s business is conducted, and 


Proposed Amendment — Reg. 8201 opening words 


8201. [Permanent establishment] — For the purposes of sb 
section 16.1(1), the definition “outstanding debts to specified non- 
residents” in subsection 18(5), subsections 34. 2(6), 172), 
125.4(1) and 125.5(1), the definition “taxable supplier” in subsec- 
tion 127(9), subparagraph 128.1(4)(b)Gi), paragraphs 181.3(5)(a) 
and 190.14(2)(b), the definition “Canadian banking business” in 
subsection 248(1) and paragraph 260(5)(a) of the Act, a “perma- 
nent establishment” of a person or partnership (either of whom is - 
referred to in this section as the “person”) means a fixed place of 
business of the person, including an office, a branch, a mine, an _ 
oil well, a farm, a timberland, a factory, a workshop or a ware- 
house if the person has a fixed place of business and, where 
person does not have any fixed place of business, the -princip 
place at which the person’s business is conducted, and 
Application: The August 27, 2010 draft legislation (Part 2— foreign affiliates), s - 


49, will amend the opening words of s. 8201 to read as above, sige to taxation 
years that end after December 18, 2009. 


S. 53 of the draft legislation provides that any assessment of a taxpayer’s tax, interest 
and penalties payable under the Act for any taxation year that ends before the day on 
which the draft legislation is assented to that would, in the absence of this section, be 
precluded because of subsecs. 152(4) to (5) of the Act shall be made to the extent 
necessary to take into account this amendment, if the taxpayer 2 


(i) elects in writing in Tespect of all of its ee affiliates that be section apply 
in respect of that provision, and y 


(ii) files that election with the Minister of National Revenue on or before June 
30, 2011. 


Technical Notes (Sept. 10, 2010): Section 8201 provides a definition of the term 
“permanent establishment” for various purposes of the Act. This section is being 
amended to remove the reference to the definition “excluded income and excluded 
revenue” in subsection 95(2.5) of the Act since that definition will now be covered 
by the new definition of “permanent establishment” in subsection vo) of the Act 
and new subsections 5906(2) and (3). 
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Proposed Amendment — Reg. 8201 penn’ words 


8201. [Permanent establishment] — For the eripases of sub- 
section 16.1(1), the definition “outstanding debts to specified non- 
residents” in subsection 18(5), the definitions “excluded income” 
and “excluded revenue” in subsection 95(2. 5), subsection 112(2), 
the definition “qualified Canadian transit organization” in subsec- 
tion 118.02(1), subsections 125.4(1) and 125.5(1), the definition 
“taxable supplier” in subsection 127(9), subparagraph 
128.1(4)(b)(ii), paragraphs 181. 3(5)(a) and 190.14(2)(b), the defi- 
nition “Canadian banking business” in subsection 248(1) and par- 
agraph 260(5)(a) of the Act, a “permanent establishment” of a 
person or partnership (either of whom referred to in this section as 
the “person”) means a fixed place of business of the person, in- 
cluding an office, a branch, a mine, an oil well, a farm, a timber- 
land, a factory, a workshop or a warehouse if the person has a 
fixed place of business and, where the person does not have any 
fixed place of business, the principal Rete at which the person’s 
business is conducted, and 

Application: The November 5, 2010 draft fecisieie (misc. technical), s. 41, will 
amend the opening words of s. 8201 to read as above, applicable to 2009 er seq. 
Technical Notes: Section 8201 defines the meaning of “permanent establishment” 
for the purposes of various provisions of the Act. This section is amended to add a 
reference to the definition “qualified Canadian transit organization” in subsection 
118.02(1) of the Act. This section is also amended to remove the reference to subsec- 
tion 34.2(6) of the Act, ae — not have application: for the 2009 ons euvereet 
taxation years. : 


(a) where the person carries on business through an employee or 
agent, established in a particular place, who has general author- 
ity to contract for the person or who has a stock of merchandise 
owned by the person from which the employee or agent regu- 
larly fills orders, the person shall be deemed to have a perma- 
nent establishment at that place, 


(b) where the person is an insurance corporation, the person is 
deemed to have a permanent establishment in each country in 
which the person is registered or licensed to do business, 


(c) where the person uses substantial machinery or equipment at 
a particular place at any time in a taxation year, the person shall 
be deemed to have a permanent establishment at that place, 


(d) the fact that the person has business dealings through a com- 
mission agent, broker or other independent agent or maintains an 
office solely for the purchase of merchandise shall not of itself 
be held to mean that the person has a permanent establishment, 
and 


(e) where the person is a corporation, the fact that the person has 
a subsidiary controlled corporation at a place or a subsidiary 
controlled corporation engaged in trade or business at a place 
shall not of itself be held to mean that the person is operating a 
permanent establishment at that place, 


except that, where the person is resident in a country with which the 
Government of Canada has concluded a tax treaty in which the ex- 
pression “permanent establishment” is given a particular meaning, 
that meaning shall apply. 

Related Provisions: ITA 56.4(1)“permanent establishment” — Definition ‘applies 
for restrictive covenants (non-competition agreements); Reg. 5906(2) — Definition for 
FAPI and related purposes. 

History: Closing words of s. 8201 amended by P.C. 2010-548, s. 25, April 29, 2010, 
Canada Gazette, Part II, May 12, 2010, deemed in force on June 14, 2001. 

The opening words of s. 8201 amended by P.C. 2005-1508, s. 15, August 31, 2005, 


Canada Gazette, Part II, September 21, 2005, deemed to have come into force on Octo- 
ber 2, 1996, except that in applying the section, 
(a) to the 1996 taxation year, it is to be read without the reference to the phrase 
“the definition “outstanding debts to specified non-residents” in subsection 18(5),”; 
(b) to taxation years that ended before November 1997, it is to be read without 
reference to ITA subsec. 125.5(1); 
(c) to taxation years that began before 1996, it is to be read without reference to the 
phrase “the definition “taxable supplier’ in ITA subsec. 127(9),”; 


(d) to taxation years that ended before June 28, 1999, it is to be read without refer- 
ence to the phrases “paragraph 181.3(5)(a) and 190.14(2)(b),” and “the definition 
“Canadian banking business” in subsection 248(1)”; 
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(€) to taxation years that began before 2000, it is to be read without reference to the 
phrase “the definition “excluded income” and: ‘excluded revenue” in subsection 
95(2.5)”; and 


(f), [as amended by :P.C., 2010-548; s. 38, April 29, 2010, Canada Gazette, Part Il, 
May 12, 2010, deemed in force on September 21,2005] to months that end before 
2005, it is to be read as though it also applies for the purpose of ITA subsec. 
206(1.3). Po SaRE 


The opening words ‘of s. 8201 amended by ‘P.C. 2000-183, s.'4) February’ 17, 2000, 
Canada Gazette, Part Il, March 1, 2000, applicable to 1995 et seq.; except that in ap- 
plying the amended s. 8201 


(a) to the 1995 and 1996 taxation years, it shall be read without the reference to the 
phrase “the definition “outstanding debts to specified non residents’ in subsection 
18(5),”; 


(b) to the portion of the 1995 taxation year that was in 1994, it shall be read with- 
out reference to subsec: 34.2(6) of the Act; 


(c) to taxation years that ended before November 1997, it shall be read without the 
reference to subsec 125.5(1) of the Act; and 


(d) to taxation years that began before 1996, it shall be read without the reference 
to phrase “the definition “taxable supplier” in subsection, 127(9),”. 


S. 8201 added by P.C: 1994-139, s. 15, January 27, 1994, Canada Gazette, Part Il, 
February 9, 1994, applicable after 10:00 p.m: EDST, April 26,1989: 


Definitions [Reg. 8201]: “business” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1); “employee”, 
“insurance ) corporation”, “office” —ITA 248(1); . “person” — ITA» 248(1); \ “resi- 
dent” -— ITA 250; “subsidiary controlled corporation”, “tax treaty” — ITA. 248(1); 
“taxation year’ —ITA 249. 


1.T. Technical News: 33 (permanent establishment — the Dudney case update). 


Application Policies: SR&ED 2002-02R2: Experimental production and commer- 
cial. production’ with experimental development work — allowable SR&ED 
expenditures. 


Forms: T2 SCH 305: Newfoundland and Labrador capital tax on financial institutions. 


$201.1 [Repealed] 


History: S. 8201.l-repealed by P.C. 2000-183, subsec. 5(2), February 17, 2000, Can- 
ada Gazette, Part Il, March 1, 2000, applicable to 1995 et seg. For the period from 
December 5, 1985 through the 1994 taxation year, read: 


8201.1 For the purpose of subsection 206(1.3) of the Act, “permanent establish- 
ment” of a corporation means a fixed place of business of the corporation, in- 
cluding an office, a branch, a mine, an oil well, a farm, a timberland, a factory, a 
workshop or a warehouse and, where the corporation does not have any fixed 
place of business, the principal place at which the corporation’s business is con- 
ducted, and 


(a) where the corporation carries on business through an employee or agent, 
established in a particular place, who has general authority to contract for the 
corporation or who has a stock of merchandise owned by the corporation 
from which the employee or agent regularly fills orders, the corporation 
shall be deemed to have a permanent establishment at that place, 


(b) where the corporation: is an insurance corporation, the corporation is 
deemed to have a permanent establishment in each country in which the cor- 
poration is registered or licensed to do business, 


(c) where the corporation uses substantial machinery or equipment at a par- 
ticular place at any time in a taxation year, the corporation shall be deemed 
to haye a permanent establishment at that place, 


(d) the fact that the corporation has business dealings through a commission 

agent, broker or other independent agent or maintains an office solely for the 

purchase of merchandise shall not of itself be held to mean that the corpora- 
“tion has a permanent establishment, and 


(e). the fact that the corporation has a,subsidiary controlled corporation at a 
place or a subsidiary controlled corporation engaged in trade or business at a 
place shall not of itself be held to mean that the corporation is operating a 
permanent establishment at that place, 


except that, where the corporation is resident in a country with which the Gov- 
ernment of Canada has concluded an agreement or convention for the avoidance 
of double taxation that has the force of law in Canada and in. which the expres- 
sion “permanent establishment” is given a particular meaning, that meaning shall 
apply. 


S. 8201.1 added by P.C. 2000-183, subsec. 5(1), February 17, 2000, Canada Gazette, 
Part II, March 1, 2000, applicable after December 4, 1985. 


Reg. 
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PART LXXXIIl — PENSION ADJUSTMENTS, 
PAST SERVICE PENSION ADJUSTMENTS, 
PENSION ADJUSTMENT REVERSALS AND 

PRESCRIBED AMOUNTS 


History: The heading to Part LXXXIII amended by P.C. 1998-2256,' s. 3, December 
16, 1998, Canada Gazette, Part Il, January 6, 1999; applicable after 1996. 


The heading to Part LXXXIII amended by P.C. 1996-911, s. 5, June 20, 1996, Canada 
Gazette, Part Il, July 10, 1996, applicable after 1991. The heading formerly read: Pen- 
sion Adjustments and Past Service Pension Adjustments. 


Part LXXXIII (ss. 8300-8311) added» by P.C. 1991-2540, s. 7, December 16, 1994, 
Canada Gazette, Part II, January 15, 1992, applicable after 1989, except that 


(a) in its application in respect’of amounts paid‘to pension plans before 1991, the 
definition “excluded contribution” in subsec. 8300(1) shall be read as follows: 


“excluded contribution” to a registered pension plan means an amount paid 
to the plan that is 


(a) transferred to the plan in accordance with any of subsections 
146(16), 147(19) and 147.3(1) to (7) of the Act, or 


(b) deductible, as a consequence of the payment, under paragraph 60(j) 
or (j.1) of the Act in computing the income of a taxpayer for a taxation 
year; 

(b) before 1991, subsecs: 8301(2) and (3) shall be read without reference to the 

expression “and subsection 147(5.1) of the Act”; 

(c) subsec.'8307(6) is applicable after 1990; and 

(d) subsec. 8307(7) is applicable to 1991 et seq. 


8300. Interpretation — (1) In this Part, 


“certifiable. past service event’, with respect to an. individual 
means.a past service event that is required, by reason. of subsection 
147.1(10) of the Act, to be disregarded, in whole or in part, in deter- 
mining the benefits to be paid under.a registered pension plan with 
respect to the individual until a certification of the Minister in re- 
spect of the event has been obtained; 


Registered Pension, Plans Technical Manual: §1.10 (certifiable past service 
event). 


“complete period of reduced services” of an individual means a 
period of reduced services of the individual that is not part of a 
longer period of reduced services of the individual; 


Registered Pension Plans Technical Manual: §1.13 (complete period of reduced 
services). 


“excluded contribution” to a registered pension plan means an 
amount that is transferred to the plan in accordance with any of sub- 
sections 146(16), 146.3(14.1), 147(19), 147.3(1) to (4) and 147.3(5) 
to (7) of the Act; 

History: Definition “excluded contribution” in subsec. 8300(1) amended to add refer- 


ence to ITA subsec. 146.3(14.1), by P.C. 2005-1508, s. 16, August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable after 2003. 


“Excluded contribution” amended by P.C. 1995-17, subsec. 1(1), January 11, 1995, 
Canada Gazette, Part II, January 25, 1995, applicable with respect to transfers occur- 
ring after 1990. 


Definition “excluded contribution” added by P.C. 1991-2540, s. 7, December 16, 1991, 
Canada Gazette, Part Il, January 15, 1992, applicable after 1989, except that in its 
application in respect of amounts paid to pension plans before! 1991, read the definition 
to include amounts deductible under ITA 60() or G.1). 


“flat benefit provision” of a pension plan means a defined benefit 
provision of the plan under which the amount of lifetime retirement 
benefits provided to each member is based on the aggregate of all 
amounts.each of which is the product of a fixed rate and either the 
duration of service of the member or the number of units of output 
of the member, and, for the purposes of this definition, where 


(a) the amount of lifetime retirement benefits provided under a 
defined benefit provision to each member is subject to a limit 
based on the remuneration received by the member, and 


(b) the limit may reasonably be considered to be included to en- 
sure that the amount of lifetime retirement benefits provided to 
each member does not exceed the maximum amount of such be- 
nefits that may be provided by a registered pension plan, 
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the limit shall be disregarded for the purpose of determining 
whether the provision is a flat benefit provision; 


“member”, in relation to a deferred profit sharing plan or a benefit 
provision of a registered pension plan, means an individual who has 
a right (either immediate or in the future and either absolute or con- 
tingent) to receive benefits under the plan or the provision, as the 
case may be, other than an individual who has such a right only 
because of the participation of another individual in the plan or 
under the provision, as the case may be; 

History: The definition “member” added to subsec. 8300(1) by P.C.1998-2256, sub- 


sec. 4(1), December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable 
after 1989. 


Registered Pension Plans Technical Manual: §1.25 (member). 


“PA offset” for a calendar year means 
(a) for years before 1997, $1,000, and 


(b) for years after 1996, $600; 


History: The definition “PA offset” added to subsec. 8300(1) by P.C.1998-2256, sub- 
sec. 4(1), December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable 
after 1989. 


“past service event” means any transaction, event or circumstance 
that occurs after 1989 and as a consequence of which 


(a) retirement benefits become provided to an individual under a 
defined benefit provision of a pension plan in respect of a period 
before the time that the transaction, event or circumstance 
occurs, 


(b) there is a change to the way in which retirement benefits 
provided to an individual under a defined benefit provision of a 
pension plan in respect of a period before the time that the trans- 
action, event or circumstance occurs are determined, including a 
change that is applicable only in specified circumstances, or 


(c) there is a change in the value of an indexing or other auto- 
matic adjustment that enters into the determination of the 
amount of an individual’s retirement benefits under a defined 
benefit provision of a pension plan in respect of a period before 
the time that the value of the adjustment changes; 


Related Provisions: Reg. 8300(2) — Definition applies to ITA 147.1(1). 
Registered Pension Plans Technical Manual: §1.30 (past service event). 


“period of reduced services” of an individual means, in connec- 
tion with a benefit provision of a registered pension plan, a period 
that consists of one or more periods each of which is 


(a) an eligible period of reduced pay or temporary absence of the 
individual with respect to an employer who participates under 
the provision, or 


(b) a period of disability of the individual; 


History: The opening words of the definition “period of reduced services” in subsec. 
8300(1) amended by P.C. 2007-849, subsec. 11(1), May 31, 2007, Canada Gazette, 
Part II, June 13, 2007, in force June 13, 2007. 


“refund benefit’? means 


(a) with respect to an individual and a benefit provision of a pen- 
sion plan, a return of contributions made by the individual under 
the provision, and 


(b) with respect to an individual and a deferred profit sharing 
plan, a return of contributions made by the individual to the 
plan, 


and includes any interest (computed at a rate not exceeding a rea- 
sonable rate) payable in respect of those contributions; 
History: Para. (a) of the definition “refund benefit” in subsec. 8300(1) amended by 


P.C. 2007-849, subsec. 11(2), May 31, 2007, Canada Gazette, Part II, June 13, 2007, in 
force June 13, 2007. 


“resident compensation” of an individual from an employer for a 
calendar year means the amount that would be the individual’s 
compensation from the employer for the year if the definition “com- 
pensation” in subsection 147.1(1) of the Act were read without ref- 
erence to paragraphs (b) and (c) of that definition. 


Income Tax Regulations 


History: The definition “resident compensation” added to subsec. 8300(1) by 
P.C.1998-2256, subsec. 4(1), December 16, 1998, Canada Gazette, Part II, January 6, 
1999, applicable after 1989. 


(2) The definition “past service event” in subsection (1) is applica- 
ble for the purposes of subsection 147.1(1) of the Act. 


Registered Pension Plans Technical Manual: §1.30 (past service event). 


(3) All words and expressions used in this Part that are defined in 
sections 147 or 147.1 of the Act or in Part LXXXV have the mean- 
ings assigned in those provisions unless a definition in this Part is 
applicable. 


Related Provisions: Reg. 8500(2) — Mirror image rule causing terms in Reg. 
8300(1) to be defined for purposes of Part 85. 


(4) For the purposes of this Part, an officer who receives remunera- 
tion for holding an office shall, for any period that the officer holds 
the office, be deemed to render services to, and to be in the service 
of, the person from whom the officer receives the remuneration. 


(5) For the purposes of this Part (other than the definition “mem- 
ber” in subsection (1)), where an individual has received an interest 
in an annuity contract in full or partial satisfaction of the indivi- 
dual’s entitlement to benefits under a defined benefit provision of a 
pension plan, any rights of the individual under the contract are 
deemed to be rights under the defined benefit provision. 


History: Subsec. 8300(5) amended by P.C.1998-2256, subsec. 4(2), December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable after 1989. 


(6) For the purposes of this Part and subsection 147.1(10) of the 
Act, and subject to subsection 8308(1), the following rules apply in 
respect of the determination of the benefits that are provided to an 
individual under a defined benefit provision of a pension plan at a 
particular time: 


(a) where a term of the defined benefit provision, or an amend- 
ment to a term of the provision, is not applicable with respect to 
the individual before a specified date, the term shall be consid- 
ered to have been added to the provision, or the amendment 
shall be considered to have been made to the term, on the speci- 
fied date; 


(b) where an alteration to the benefits provided to the individual 
is conditional on the requirements of subsection 147.1(10) of the 
Act being met, those requirements shall be assumed to have 
been met; 


(c) benefits that will be reinstated if the individual returns to em- 
ployment with an employer who participates in the plan shall be 
considered not to be provided until the individual returns to em- 
ployment; and 


(d) where benefits under the provision depend on the indivi- 
dual’s job category or other circumstances, the only benefits 
provided to the individual are the benefits that are relevant to the 
individual’s circumstances at the particular time. 


(7) For the purposes of subsections 8301(3) and (8), paragraph 
8302(3)(c), subsections 8302(5) and 8304(5) and (5.1), paragraphs 
8304.1(10)(c) and (11)(c), subparagraph 8306(4)(a)(ii) and subsec- 
tion 8308(3), the benefits to which an individual is entitled at any 
time under a deferred profit sharing plan or pension plan include 
benefits to which the individual has only a contingent right because 
a condition for the vesting of the benefits has not been satisfied. 


History: Subsec. 8300(7) amended by P.C.1998-2256, subsec. 4(3), December 16, 
1998, Canada Gazette, Part Il, January 6, 1999, applicable after 1989. 


Selected Cases [Reg. 8300(7)]: Osborn v. R., [1995] 2 C.T.C. 2215 (TCC) (Non- 
vested pension amounts treated as if vested for purposes of RRSP contribution limit). 


(8) For the purposes of this Part, such portion of an amount allo- 
cated to an individual at any time under a money purchase provi- 
sion of a registered pension plan as 


(a) is attributable to 


(i) forfeited amounts under the provision or earnings of the 
plan that are reasonably attributable to those amounts, 


(ii) a surplus under the provision, 
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(111) property transferred to the provision in respect of the ac- 
tuarial surplus under a defined benefit provision of the plan 
or another registered pension plan, or 


(iv) property transferred to the provision in respect of the sur- 
plus under another money purchase provision of the plan or 
under a money purchase provision of another registered pen- 
sion plan, and 


(b) can reasonably be considered to be allocated in lieu of a con- 
tribution that would otherwise have been made under the provi- 
sion by an employer in respect of the individual 


shall be deemed to be a contribution made under the provision by 
the employer with respect to the individual at that time and not to 
be an amount attributable to anything referred to in paragraph (a). 


History: Subpara. 8300(8)(a)(iv) added by P.C. 2003-1497, s. 5, October 2, 2003, 
Canada Gazette, Part II, October 22, 2003, applicable to allocations that occur after 
1998. 


Subsec. 8300(8) added by P.C. 1995-17, subsec. 1(2), January 11,1995, Canada Ga- 


zette, Part II, January 25, 1995, applicable with respect to amounts allocated after April 
5,,1994. 


(9) For, the purposes of this Part and Part LXXXV, where. property 
held in connection with a particular benefit provision of a pension 
plan is made available at any time to pay benefits under another 
benefit provision of the plan, the property is deemed to be trans- 
ferred at that time from the particular benefit provision to the other 
benefit provision. 


History: Subsec. 8300(9) added by P.C.1998-2256, subsec, 4(4), December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicable after 1989. 


(10) For the purposes of this Part and Parts LXXXIV and LXXXV, 
and subject to subsection (11), an individual is considered to have 
terminated. from a deferred profit sharing plan or a benefit provision 
of a registered pension plan when the individual has ceased to be a 
member in relation to the plan or the provision, as the case may be. 


History: Subsec. 8300(10) added:by P:C.1998-2256, subsec. 4(4), December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicable after 1989, 


(11) Where the benefits provided with respect to an individual 
under a particular defined benefit provision of a registered pension 
plan depend on benefits provided with respect to the individual 
under one or more other defined benefit provisions of registered 
pension plans (each of the particular provision and the other provi- 
sions being referred to in this subsection as:a “related provision’), 
for the purposes of this Part and Parts LXXXIV and LXXXV, 


(a) if the individual ceases, at any particular time after 1996, to 
be a member in relation to a specific related provision and is, at 
the particular time, a member in relation to another related pro- 
vision, the individual is deemed 


(i) not to terminate from the specific provision at\the particu- 
lar time, and 


(ii) to terminate from the specific provision at the earliest 
subsequent time when the individual is no longer a member 
in relation to any of the related provisions; 


(b) if the conditions in subsection 8304.1(14) (read without ref- 
erence to the words “after 1996 and”) are not satisfied with re- 
spect to the individual’s termination from a related provision, 
the conditions in that subsection are deemed not to be satisfied 
with respect to the individual’s termination from each of the 
other related provisions; and 


(c) a specified distribution (as defined in subsection 8304.1(8)) 
made. at any particular time in respect of the individual and a 
related provision is deemed, for the purpose. of subsection 
8304.1(5), also to be a specified distribution made at the particu- 
lar time in respect of the individual and each of the other related 
provisions, except to the extent that the Minister has waived the 
application of this paragraph with respect to the distribution. 


History: Subsec. 8300(11) added by P.C:1998-2256, subsec. 4(4), December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicable after 1989. 
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(12) For the purposes of this Part, where 


(a) all or any part of the amounts payable to an individual under 
a deferred profit sharing plan are paid by a trustee under the plan 
to a licensed annuities provider to purchase for the individual an 
annuity described in subparagraph 147(2)(k)(vi) of the Act, or 


(b) an individual has acquired, in full or partial satisfaction of 
the individual’s entitlement to benefits under a benefit provision 
of a registered pension plan (other than benefits to which the 
individual was entitled only because of the participation of an- 
other individual under the provision), an interest in an annuity 
contract (other than as a consequence of a transfer of property 
from the provision to a registered retirement savings plan or a 
registered retirement income fund under which the individual is 
the annuitant), 


the individual is deemed to continue, from the time of the payment 
or acquisition, as the case may be, until the individual’s death, to be 
a member in relation to the plan or provision, as the case may be. 
Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
tobe RRSP. for purposes of regulations. 


History: Subsec. 8300(12) added by P.C.1998-2256, subsec. shay December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicabie after 1989. 


(13) For the purposes of this Part and Part LXXXV, where a benefit 
is to be provided, or may be provided, to an individual under a de- 
fined benefit provision of a registered pension plan as a conse- 
quence of an allocation that is to be made, or may be made, to the 
individual of all or part of an actuarial surplus under the provision, 
the individual is considered not to have any right to receive the ben- 
efit under the provision until the time at which the benefit becomes 
provided under the provision. 

History [Reg. 8300(13)]: Subsec. 8300(13) added by P.C.1998-2256, subsec. 4(4), 
December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable after 1989. 
Definitions [Reg. 8300]: “amount”, “annuity” —ITA 248(1); “calendar year’ — 
Interpretation Act 37(1)(a); “contribution” — Reg. 8300(8), 8302(11), (12); “deferred 
profit sharing plan” — ITA 147(1), 248(1); “employer”, “employment” — ITA 248(1); 
“flat benefit provision” — Reg. 8300(1); “individual” —ITA 248(1); “lifetime. retire- 
ment benefits” — Reg. 8304(5)(c); “Minister” — ITA 248(1); “money purchase provi- 
sion” —ITA 147.1(1); “office”, “officer” — ITA, 248(1); “offset provision” — Reg. 
8300(11)(b); “past service event” — Reg. 8300(1), (2); “pension credit” — Reg. 8301, 
8308.1(2)—(4), 8308.3(2), (3); “period of reduced services” — Reg. 8300(1); “person”, 
“property”, “registered pension plan” — ITA 248(1); “related” — ITA 251(2)-(6); “‘re- 
lated provision” —Reg. 8300(12); “registered retirement income fund” — ITA 
146.3(1), 248(1); “registered retirement savings plan” — ITA 146(1), (21.2), 248(1); 
“render services” — Reg. 8300(4); “specified distribution” — Reg. 8304.1(8). 


8301. Pension adjustment — (1) Pension adjustment with 
respect to employer — For the purpose of subsection 248(1) of 
the Act, “pension adjustment” of an individual for a calendar year 
with respect to. an employer means, subject: to paragraphs 
8308(4)(d) and (5)(c), the total of all amounts each of which is 


(a) the individual’s pension credit for the year, with respect to the 
employer.under a deferred profit sharing plan or under.a benefit 
provision of a registered pension plan; 


(b) the individual’s: pension credit for the year ot respect to 
the employer under a foreign plan, determined under. section 
8308.1; or 


(c) the individual’s pension credit for the year with respect to the 
employer under a specified retirement arrangement, determined 
under section 8308.3. 
Related Provisions: Reg. 8301(2) — Pension credit — deferred profit sharing plan; 
Reg. 8301(3)—Non-vested termination from DPSP; Reg. 8301(4) — Pension 
credit — money purchase provision; Reg. 8500(8)(c) —- Non-member benefits ignored 
in determining, pension adjustment, 
History: Subsec. 8301(1) amended by P.C. 1996-911, s. 6; June 20, 1996, Canada 
Gazette, Part II, July 10, 1996, applicable with respect to the determination of pension 
adjustments for 1992.et seg. 


Interpretation Bulletins: IT-124R6: Contributions to. registered retirement savings 
plans; IT-307R4: Spousal or common-law partner registered retirement savings plans; 
IT-363R2: Deferred profit sharing plans — deductibility of employer contributions and 
taxation of amounts received by a beneficiary (archived). 


Registered Plans Compliance Bulletins: 1 (pension adjustments). 
Forms: T4084: Pension adjustment guide. 
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(2) Pension credit — deferred profit sharing plan — For the 
purposes of subsection (1), and Part LXXXV_ and_ subsection 
147(5.1) of the Act, and subject to subsection 8304(2), an indivi- 
dual’s pension credit for a calendar year with respect to an em- 
ployer under a deferred profit sharing plan is the amount deter- 
mined by the formula 


x — 
where 
A is the total of all amounts each of which is 


(a) a contribution made to the plan in the year by the em- 
ployer with respect to the individual, or 


(b) the portion of an amount allocated in the year to the indi- 
vidual that is attributable to forfeited amounts under the plan 
or to earnings of the plan in respect of forfeited amounts, ex- 
cept to the extent that the portion 


(i) is included in determining the individual’s pension 
credit for the year with respect to any other employer who 
participates in the plan, or 


(ii) is paid to the individual in the year; and 


Bis nil, unless the conditions in subsection (2.1) are satisfied, in 
which case it is the total referred to in paragraph (2.1)(b). 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8311 — Pen- 
sion credit rounded to nearest dollar. 


History: Subsec. 8301(2) amended by P.C. 2005-1508, subsec. 17(1), August 31, 
2005, Canada Gazette, Part II, September 21, 2005, applicable to the determination of 
pension credits for the 2002 and subsequent calendar years. 


Subsec. 8301(2) added by P.C. 1991-2540, s. 7, December 16, 1991, Canada Gazette, 
Part II, January 15, 1992, applicable after 1989, except that before 1991, the subsec. 
shall be read without reference to the expression “and subsection 147(5.1) of the Act”. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-363R2: Deferred profit sharing plans — deductibility of employer contribu- 
tions and taxation of amounts received by a beneficiary (archived). 


(2.1) Conditions re — description of B in subsec. (2) — The 
following are conditions for the purpose of the description of B in 
subsection (2): 


(a) the total of all amounts, each of which would be the indivi- 
dual’s pension credit for the calendar year with respect to the 
employer under a deferred profit sharing plan if the description 
of B in subsection (2) were read as “is nil.”, is 


(i) equal to, or less than, 50% of the money purchase limit for 
the year, 


(ii) greater than 18% of the amount that would be the indivi- 
dual’s compensation from the employer for the year if the 
definition “compensation” in subsection 147.1(1) of the Act 
were read without reference to paragraph (b) of that defini- 
tion, and 


(iii) equal to, or less than, 18% of the amount that would be 
the individual’s compensation from the employer for the pre- 
ceding year if the definition “compensation” in subsection 
147.1(1) of the Act were read without reference to paragraph 
(b) of that definition; and 


(b) the total of all amounts, each of which is an amount that is 
paid from the plan to the individual or the employer in the calen- 
dar year or in the first two months of the following year that can 
reasonably be considered to derive from an amount included in 
the value of A in subsection (2) with respect to the individual 
and the employer for the year, is greater than nil. 


Related Provisions: Reg. 8301(15) — Transferred amounts deemed not paid. 


History: Subsec. 8301(2.1) added by P.C. 2005-1508, subsec. 17(1), August 31, 2005, 
Canada Gazette, Part II, September 21, 2005, applicable to the determination of pen- 
sion credits for the 2002 and subsequent calendar years. 
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(3) Non-vested termination from DPSP — For the purposes of 
subsection (1) and Part LXXXV and subsection 147(5.1) of the Act, 
where 


(a) an individual ceased in a calendar year after 1989 and before 
1997 to be employed by an employer who participated in a de- 
ferred profit sharing plan for the benefit of the individual, 


(b) as a consequence of the termination of employment, the indi- 
vidual ceased in the year to have any rights to benefits (other 
than a right to a refund benefit) under the plan, 


(c) the individual was not entitled to benefits under the plan at 
the end of the year, or was entitled only to a refund benefit, and 


(d) no benefit has been paid under the plan with respect to the 
individual, other than a refund benefit, 


the individual’s pension credit under the plan for the year with re- 
spect to the employer is nil. 

Related Provisions: Reg. 8300(7) — Benefits include contingent benefits. 
History: Para. 8301(3)(a) amended by P.C. 1998-2256, subsec. 5(1), December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable after 1989. 


Subsec. 8301(3) added by P.C. 1991-2540, s. 7, December 16, 1991, Canada Gazette, 
Part II, January 15, 1992, applicable after 1989, except that before 1991, the subsec. 
shall be read without reference to the expression “and subsection 147(5.1) of the Act”. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(4) Pension credit — money purchase provision — For the 
purposes of subsection (1) and Part LXXXV_ and_ subsection 
147.1(9) of the Act, and subject to subsections (4.1) and (8) and 
8304(2), an individual’s pension credit for a calendar year with re- 
spect to an employer under a money purchase provision of a regis- 
tered pension plan is the total of all amounts each of which is 


(a) a contribution (other than an additional voluntary contribu- 
tion made by the individual in 1990, an excluded contribution or 
a contribution described in paragraph 8308(6)(e) or (g)) made 
under the provision in the year by 


(i) the individual, except to the extent that the contribution 
was not made in connection with the individual’s employ- 
ment with the employer and is included in determining the 
individual’s pension credit for the year with respect to any 
other employer who participates in the plan, or 


(ii) the employer with respect to the individual, or 


(b) such portion of an amount allocated in the year to the indivi- 
dual as is attributable to 


(i) forfeited amounts under the provision or earnings of the 
plan in respect thereof, 


(ii) a surplus under the provision, 


(ii.1) property transferred to the provision in respect of the 
actuarial surplus under a defined benefit provision of the plan 
or another registered pension plan, or 


(ii.2) property transferred to the provision in respect of the 
surplus under another money purchase provision of the plan 
or under a money. purchase provision of another registered 
pension plan, 


except to the extent that that portion is 


(iii) included in determining the individual’s pension, credit 
for the year with respect to any other employer who partici- 
pates in the plan, 


(iv) paid to the individual in the year, or 


(v) where the year is 1990, attributable to amounts forfeited 
before 1990 or earnings of the plan in respect thereof, 


except that the individual’s pension credit is nil where the year is 
before 1990, and, for the purposes of this subsection, the plan ad- 
ministrator shall determine the portion of a contribution made by an 
individual or an amount allocated to the individual that is to be in- 
cluded in determining the individual’s pension credit with respect to 
each employer. 


Related Provisions: Reg. 8301(15) — Transferred amounts deemed not paid; Reg: 
8311 — Pension credit rounded. to nearest dollar. 
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History: Subpara. 8301(4)(b)(ii.2) added by P.C. 2003-1497, s. 6, October 2, 2003, 
Canada Gazette, Part I, October 22, 2003, applicable. to the determination of pension 
credits for, 1999 et seq. 


That.portion, of subsec. 8301(4). before Beate (a)(i). amended apd Whoaia, (b)@i.1) 
added by, P.C. 1995-17, subsecs. 2(1) and (2), January 11, 1995, Canada Gazette, Part 
II, January 25, 1995. That portion of subsec. 8301(4) before subpara. (a)(i) is applica- 
ble with respect to the determination of pension credits for 1990 et seg., except that for 
years before 1993, it shall be read without reference to subsection 8301(4.1). Subpara. 
8301(4)(b)(ii.1) is applicable with respect to the determination of pension credits for 
1991 et seq. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money. 
purchase provisions). 


(4.1) Money purchase pension credits based on amounts 
allocated — Where, 


(a) under the terms of a money purchase provision. of. a.pension 
plan, the method for allocating contributions is such that contri- 
butions made by an employer with respect to a particular indivi: 
dual may be allocated to-another individual, and 


(b) the Minister has, on the written application of the administra- 
tor of the plan, approved in writing a method for determining 
pension credits under the provision that, for each individual, 
takes into account amounts allocated to the individual, 


each pension credit under the provision is the amount determined in 
accordance with the method approved by the Minister. 
History: Subsec. 8301(4.1) added by PC. 1995-17, subsec. 2(3), January 11, 1995, 


Canada Gazette, Part Il, January 25, 1995, applicable with respect to the determination 
of pension credits for 1993 et seq. 


(5) Pension credit—defined benefit provision of a 
specified multi-employer plan — For the»purposes ofthis Part 
and Part LXXXV _ and subsection 147.19) of the Act, an indivi- 
dual’s pension credit for a calendar year with respect to an em- 
ployer under a defined benefit provision of a registered pension 
plan that is, in the year, a specified multi-employer plan is, the ag- 
gregate of 


(a) the aggregate of all amounts each of which is a contribution 
(other than an excluded contribution) made:under pie wenn 
by the individual 


(i) in the year, in respect: of 
(A) the year, or 


(B) a plan year ending in the year (other than in respect of 
such portion of a plan year as is before 1990), or 


(ii) in January of the year (other than in January 1990) in 
respect of the immediately preceding calendar year, 


except to the extent that the contribution was not made in con- 
nection with the individual’s employment with the employer and 
is included in determining the individual’s pension credit for the 
year with respect to any other employer who participates in the 
plan, 

(b) the aggregate of all amounts each of which is a, contribution 
made in the year by the employer in respect of the provision, to 
the extent that the contribution may reasonably be considered to 
be determined by reference to the number of hours’ worked by 
the individual or some other measure that is specific to the indi- 
vidual, and 


(c) the amount determined by the formula 
A 
—x(C—B 
ce ) 


where 


A is the amount determined under paragraph (b), for the purpose 
of computing the individual’s pension credit, 


B is the aggregate: of all amounts each of which is the amount 
determined under paragraph (b) for the purpose of computing 
the pension credit of an individual for the year with respect 
to the employer under the provision, and 
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C is the aggregate of all amounts each of which is a contribu- 
tion made inthe year bythe: employer in respect of the 
provision, 

except that, where the year is before 1990, the individual’s pension 
credit is nil. 


Related Provisions: ITA 257 — Negative amounts in formulas, Reg. 8311 — Pen- 
sion credit rounded to nearest dollar. 


(6) Pension credit — defined benefit provision — Subject to 


| subsections (7), (8) and (10) and: sections 8304 and 8308, for the 


purposes of this Part.and Part LXXXV and subsection 147.1(9) of 
the Act, an individual’s pension, credit for a calendar year with re- 
spect to an employer under a defined benefit provision of a particu- 


| lar registered pension plan (other than a plan that is, in the year, a 


specified multi-employer plan) is 
(a) if the year is after 1989, the amount determined by the 
formula 


ns 
where 


Ais 9 times the individual’s benefit entitlement under the pro- 
vision with respect to the employer and the year, and 


B. is the amount,. if any, by which the PA offset for the year 
exceeds the total.of all amounts, each of which is the value of 
B determined under this paragraph for the purpose of com- 
puting the individual’s pension. credit for the year 


(i) with,respect to, the.employer under any other. defined 
benefit provision of.a registered pension plan, 


(ii) with respect to any other employer who at any time in 
the year does not deal at arm’s length with the employer, 
under a defined benefit provision of a registered pension 
plan, or 


(iii) with respect:to any other employer under a defined 
benefit provision of the particular plan; and 


(b) if the year is before 1990, nil. 


| Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8302(1) — 


Benefit: entitlement is portion attributable to employer; Reg. 8311 — Pension credit 
rounded to. nearest dollar. 


History: Subsec. 8301(6) amended by P.C. 1998-2256, subsec. 5(2), December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable after 1989. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


Registered Plans Directorate Newsletters: Actuarial Bulletin No. 1 (methodol- 
ogy for calculating actuarial increase where Pension commencement postponed beyond 
age 65). 


Registered Plans Compliance Bulletins: 1 (pension adjustments). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 25 (desig- 
nated status where specified individuals have no further defined benefit credits). 


(7) Pension credit — defined benefit provision of a multi- 
employer plan — Where a registered pension plan is a multi- 
employer plan (other than a specified multi-employer plan) in a cal- 
endar year, the following rules apply, except to the extent that the 
Minister has waived in writing their application in respect of the 
plan, for the purpose of determining the pension credit of an indivi- 
dual for the year under a defined benefit provision of the plan: 


(a) where the individual is employed in the year by more than 

one participating employer, the pension credit of the individual 

for the year under the provision with respect to a particular em- 

ployer shall be determined as if the individual were not em- 

ployed by any other participating employer; 

(b) the description of B in paragraph (6)(a) shall be read as 
“B is the amount determined by the formula 


(CxXD)-E 
where 
C. isthe PA offset for the year, 
D is 
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(i) where the member rendered services on a full- 
time basis throughout the year to the employer, 
one, and 


(ii) in any other case, the fraction (not greater 
than one) that measures the services that, for the 
purpose of determining the member’s lifetime re- 
tirement benefits under the provision, the mem- 
ber is treated as having rendered in the year to the 
employer, expressed as a proportion of the ser- 
vices that would have been rendered by the mem- 
ber in the year to the employer if the member had 
rendered services to the employer on a full-time 
basis throughout the year, and 


E_ is the total of all amounts each of which is the value 
of B determined under this paragraph for the purpose 
of computing the individual’s pension credit for the 
year with respect to the employer under any other 
defined benefit provision of the plan; and”; 


(c) where a period in the year is a period of reduced services of 
the individual, the pension credit of the individual for the year 
under the provision with respect to each participating employer 
shall be determined as the aggregate of 


(i) the pension credit that would be determined if no benefits 
(other than benefits attributable to services rendered by the 
individual) had accrued to the individual in respect of periods 
of reduced services, and 


(ii) the pension credit that would be determined if the only 
benefits that had accrued to the individual were benefits in 
respect of periods of reduced services, other than benefits at- 
tributable to services rendered by the individual during such 
periods; and 


(d) subsection (10) shall not apply. 
Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8311 — Pen- 
sion credit rounded to nearest dollar. 


History: Para. 8301(7)(b) amended by P.C. 1998-2256, subsec. 5(3), December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable after 1989. 


(8) Non-vested termination from RPP — For the purposes of 
this Part and Part LXXXV and subsection 147.1(9) of the Act, and 
subject to subsection (9), where 


(a) an individual ceased in a calendar year after 1989 and before 
1997 to be employed by an employer who participated in a reg- 
istered pension plan for the benefit of the individual, 


(b) as a consequence of the termination of employment, the indi- 
vidual ceased in the year to have any rights to benefits (other 
than a right to a refund benefit) under a benefit provision of the 
plan, 


(c) the individual was not entitled to benefits under the provision 
at the end of the year, or was entitled only to a refund benefit, 
and 


(d) no benefit has been paid under the provision with respect to 
the individual, other than a refund benefit, 


the individual’s pension credit under the provision for the year with 
respect to the employer is 


(e) where the provision is a money purchase provision, the total 
of all amounts each of which is a contribution (other than an 
additional voluntary contribution made. by the individual in 
1990, an excluded contribution or a contribution described in 
paragraph 8308(6)(e)) made under the provision in the year by 
the individual, except to the extent that the contribution was not 
made in connection with the individual’s employment with the 
employer and is included in determining the individual’s pen- 
sion credit for the year with respect to any other employer who 
participates in the plan, and 


(f) where the provision is a defined benefit provision, the lesser 
of 


(i) the pension credit that would be determined if this subsec- 
tion were not applicable, and 
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(ii) the aggregate of all amounts each of which is a contribu- 
tion (other than an excluded contribution) made under the 
provision by the individual in, and in respect of, the year, 
except to the extent that the contribution was not made in 
connection with the individual’s employment with the em- 
ployer and is included in determining the individual’s pen- 
sion credit for the year with respect to any other employer 
who participates in the plan. 

Related Provisions: Reg. 8300(7) — Benefits include contingent benefits. 

History: Para. 8301(8)(b) amended by P.C. 2007-849, s. 12, May 31, 2007, Canada 

Gazette, Part II, June 13, 2007, in force June 13, 2007. 

Para. 8301(8)(a) amended by P.C. 1998-2256; subsec. 5(4), December 16, 1998, Can- 

ada Gazette, Part II, January 6, 1999, applicable after 1989. 


Para. 8301(8)(e) amended by P.C. 1995-17, subsec. 2(4), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable with respect to the determination of pen- 
sion credits for 1990 et seq. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(9) Multi-employer plans — Subsection (8) is not applicable in 
respect of a registered pension plan that is a multi-employer plan in 
a calendar year except, where 


(a) the plan is not a specified multi-employer plan in the year; 


(b) if the plan contains a defined benefit provision, the Minister 
has waived in writing the application of paragraph (7)(b), in re- 
spect of the plan for the year; and 

(c) the Minister has approved in writing the application of sub- 
section (8) in respect of the plan for the year. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(10) Transition rule — money purchase offsets — Where, 


(a) throughout the period beginning on January I, 1981 and end- 
ing on December 31 of a particular calendar year after 1989 and 
before 2000, there has been subtracted, in determining the 
amount of lifetime retirement benefits under a defined benefit 
provision of a registered pension plan (other than a specified 
multi-employer plan), the amount of lifetime retirement benefits 
under a money purchase provision of the plan or of another reg- 
istered pension plan, 


(b) lifetime retirement benefits under the defined benefit provi- 
sion are determined, at the end of the particular year, in substan- 
tially the same manner as they were determined at the end of 
1989, and 


(c) for each individual and each calendar year before 1990, the 
amount. of employer contributions made under the money 
purchase provision for the year with respect to the individual did 
not exceed $3,500, 


the pension credit of an individual for the particular year with re- 
spect to an employer under the defined benefit provision is equal to 
the amount, if any, by which 


(d) the amount that would, but for this subsection, be the indivi- 
dual’s pension credit 


exceeds 
(e) the lesser of 
(i) $2,500, and 
(ii) the amount determined by the formula 


1 
Te areas 


where 


A. is the balance in the individual’s account under the money 
purchase provision at the end of 1989, 


B_ is the aggregate of all amounts each of which is the dura- 
tion (measured in years, including any fraction of a year) 
of a period ending before 1990 that is pensionable service 
of the individual under the defined benefit provision and 
that is not part of a longer period ending before 1990 that 
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is pensionable service of the individual under the provi- 
sion, and 


C is the amount that would be the individual’s pension 
credit for 1989 with respect to the employer under the de- 
fined benefit provision if subsection (6) were read without 
reference to the words “if the year is after 1989” in para- 
graph (6)(a) and without reference to paragraph (6)(b). 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8301(7)(d) — 
Provisions inapplicable in determining pension credit in multi-employer plan. 


History: The description of C in subpara. 8301(10)(e)(ii) amended by P.C. 1998-2256, 
subsec. 5(5), December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable 
after 1989. 


(11) Timing .of contributions — Subject to paragraph (12)(b), 
for the purposes of this Part, a contribution made by an employer in 
the first two months of a calendar year to a deferred. profit sharing 
plan, in respect of a money purchase provision of a registered pen- 
sion plan, or in respect of a defined benefit provision of a registered 
pension plan that was, in the immediately preceding calendar year, 
a specified multi-employer plan, shall be deemed to have been 
made by the employer at the end of the immediately preceding cal- 
endar year and not to have been made in the year, to the extent that 
the contribution can reasonably be considered to relate to a preced- 
ing calendar year. 


Information Circulars: 98-2: Prescribed compensation for RPPs, para. 25. 


(12) Indirect contributions — For the purposes of this Part and 
Part LXXXIV, where a trade union or association of employers (in 
this subsection and subsections (13) and (14) referred to as the 
“contributing entity”) makes contributions to a registered pension 
plan, 


(a) such portion of a payment made to the contributing entity by 
an employer or an individual as may reasonably be considered to 
relate to the plan (determined in accordance with subsection 
(13), where that subsection is applicable) shall be deemed to be 
a contribution made to the plan by the employer or individual, as 
the case may be, at the time the payment was made to the con- 
tributing entity; and 


(b) subsection (11) shall not apply in respect of a contribution 
deemed by paragraph (a) to have been made to the plan. 


(13) Apportionment of payments — For the purposes of sub- 
section (12), where employers or individuals make payments in a 
calendar year to a contributing entity to enable the contributing en- 
tity to make contributions to a registered pension plan and the pay- 
ments are not made solely for the purpose of being contributed to 
the plan, the contributing entity shall 


(a) determine, in a manner that is reasonable in the circum- 
stances, the portion of each payment that relates to the plan; 


(b) make the determination in such a manner that all contribu- 
tions made by the contributing entity to the plan, other than con- 
tributions made by the contributing entity as an employer or for- 
mer employer of members of the plan, are considered to be 
funded by payments made to the contributing entity by employ- 
ers or individuals; 


(c) in the case of payments remitted to the contributing entity by 
an employer, notify the employer in writing, by January 31 of 
the immediately following calendar year, of the portion, or of 
the method for determining the portion, of each such payment 
that relates to the plan; and 


(d) in the case of payments remitted to the contributing entity by 
an individual, notify the administrator of the plan in writing, by 
January 31 of the immediately following calendar year, of the 
total amount of payments made in the year by the individual that 
relate to the plan. 


(14) Non-compliance by contributing entity — Where a con- 
tributing entity does not comply with the requirements of subsec- 
tion (13) as they apply in respect of payments made to the contrib- 
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uting entity in a calendar year to enable the contributing entity to 
make contributions to a registered pension plan, 


(a) the plan becomes, on February 1 of the immediately follow- 
ing calendar year, a revocable plan; and 


(b) the Minister may make any determinations referred to in sub- 
section (13) that the contributing entity failed to make, or failed 
to make in accordance with that subsection. 


Related Provisions: Reg. 8301(12) — Meaning of contributing entity. 


(15) Transferred amounts — For the purposes of subparagraph 
(b)(ii) of the description of A in subsection (2), paragraph (2.1)(b) 
and subparagraph (4)(b)(iv), an amount transferred for the benefit 
of an individual from a registered pension plan or a deferred profit 
sharing plan directly to a registered pension plan, a registered retire- 
ment savings plan, a registered retirement income fund or a de- 
ferred profit sharing plan is deemed to be an amount that was not 
paid to the individual. 

Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations. 


History: Subsec. 8301(15) amended by P.C. 2005-1508, subsec. 17(2), August 31, 
2005, Canada Gazette, Part Il, September 21, 2005, applicable to the determination of 
pension credits for the 2002 and subsequent calendar years. 


Subsec. 8301(15) amended by P.C. 1995-17, subsec. 2(5), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable with respect to transfers occurring after 
August 29, 1990. 


(16) Subsequent events — Except as otherwise expressly pro- 
vided in this Part, each pension credit of an individual for a calen- 
dar year shall be determined without regard to transactions, events 
and circumstances that occur subsequent to the year. 

Definitions [Reg. 8301]: “additional voluntary: contribution’, “amount” —ITA 
248(1); “arm’s length” — ITA 251(1); “benefits” — Reg. 8300(7); “calendar year” — 
Interpretation Act 37(1)(a); “contributing entity” — Reg. 8301(12); “contribution” — 
Reg. 8300(8), 8302(11), (12); “deferred profit sharing plan” —ITA 147(1), 248(1); 
“employed”, “employer”, “employment” — ITA 248(1); “excluded contribution” — 
Reg. 8300(1); “individual” —ITA 248(1); “lifetime retirement benefits” — Reg. 
8304(5)(c); “Minister? —ITA 248(1); “money purchase limit’? —ITA 147.1(1), 
248(1); “month” — Interpretation Act 35(1); “PA offset” — Reg. 8300(1); “participat- 
ing employer’—ITA 147.1(1); “pension credit’ —Reg. 8301, 8308:1(2)-(4), 
8308.3(2), (3); “period of reduced services” — Reg. 8300(1); “property” — ITA 
248(1); “refund benefit” — Reg. 8300(1); “registered pension plan” —ITA 248(1); 
“registered retirement income fund” —ITA 146.3(1), 248(1); “registered retirement 
savings plan” —ITA 146(1), (21:2), 248(1); “specified multi-employer plan” — ITA 
147.1(1), Reg. 8510(2), (3); “written” — Interpretation Act 35(1)“writing”. 


8302. Benefit entitlement — (1) For the purposes of subsection 
8301(6), the benefit entitlement of an individual under a defined 
benefit provision of a registered pension plan in respect of a calen- 
dar year and an employer is the portion of the individual’s benefit 
accrual under the provision in respect of the year that can reasona- 
bly be considered to be attributable to the individual’s employment 
with the employer. 

Related Provisions: Reg. 8302(2) — Meaning of benefit accrual. 


(2) Benefit accrual for year — For the purposes of subsection 
(1), and subject to subsections (6), (8) and (9), the benefit accrual of 
an individual under a defined benefit provision of a registered pen- 
sion plan in respect of a calendar year is the.amount computed in 
accordance with the following rules: 


(a) determine the portion of the individual’s normalized pension 
under the provision at the end of the year that can reasonably be 
considered to have accrued in respect of the year; 


(b) where the year is after 1989 and before 1995, determine the 
lesser of the amount determined under paragraph (a) and 


(i) for 1990, $1,277.78, 

(ii) for 1991 and 1992, $1,388.89, 
(iii) for 1993, $1,500.00, and 

(iv) for 1994, $1,611.11; and 


(c) where, in determining the amount of lifetime retirement be- 
nefits payable to the individual under the provision, there is de- 
ducted from the amount of those benefits that would otherwise 
be payable the amount of lifetime retirement benefits payable to 
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the individual under a money purchase provision of a registered 
pension plan or the amount of a lifetime annuity payable to the 
individual under a deferred profit sharing plan, reduce the 
amount that would otherwise be determined under this subsec- 
tion by '/ of the total of all amounts each of which is the pension 
credit of the individual for the year under such a money 
purchase provision or deferred profit sharing plan. 
Related Provisions: Reg. 8302(3) — Meaning of normalized pension. 


History: Paras. 8302(2)(b) and (c) amended by P.C. 1995-17, subsec. 3(1), January 11, 
1995, Canada Gazette, Part Il, January 25, 1995, applicable after 1991. 


(3) Normalized pensions — For the purposes of paragraph 
(2)(a), and subject to subsection (11), the normalized pension of an 
individual under a defined benefit provision of a registered pension 
plan at the end of a particular calendar year is the amount (ex- 
pressed on an annualized basis) of lifetime retirement benefits that 
would be payable under the provision to the individual immediately 
after the end of the particular year if 


(a) where lifetime retirement benefits have not commenced to be 
paid under the provision to the individual before the end of the 
particular year, they commenced to be paid immediately after 
the end of the year; 


(b) where the individual had not attained 65 years of age before 
the time at which lifetime retirement benefits commenced to be 
paid (or are assumed by reason of paragraph (a) to have com- 
menced to be paid) to the individual, the individual attained that 
age at that time; 


(c) all benefits to which the individual is entitled under the pro- 
vision were fully vested; 
Selected Cases [Reg. 8302(3)(c)]: Osborn v. R., [1995] 2 C.T.C. 2215 (TCC) 
(Non-vested pension amounts treated as if vested for purposes of RRSP contribution 
limit). 
(d) where the amount of the individual’s lifetime retirement be- 
nefits would otherwise be determined with a reduction computed 
by reference to the individual’s age, duration of service or both, 
or with any other similar reduction, no such reduction were 
applied; 
(d.1) no reduction in the amount of the individual’s lifetime re- 
tirement benefits were applied in respect of benefits described in 
any of clauses 8503(2)(a)(vi)(A) to (C); 


(d.2) no adjustment that is permissible under subparagraph 
8503(2)(a)(ix) were made to the amount of the individual’s life- 
time retirement benefits; 


(e) where the amount of the individual’s lifetime retirement be- 
nefits depends on the remuneration received by the individual in 
a calendar year (in this paragraph referred to as the “other year’) 
other than the particular year, the remuneration received by the 
individual in the other year were determined in accordance with 
the following rules: 


(i) where the individual was remunerated for both the partic- 
ular year and the other year as a person who rendered ser- 
vices on a full-time basis throughout each of the years, the 
remuneration received by the individual in the other year is 
identical to the remuneration received by the individual in 
the particular year, 


(ii) where subparagraph (i) is not applicable and the indivi- 
dual rendered services in the particular year, the remunera- 
tion received by the individual in the other year is the remu- 
neration that the individual would have received in the other 
year (or a reasonable estimate thereof determined by a 
method acceptable to the Minister) had the individual’s rate 
of remuneration in the other year been the same as the indivi- 
dual’s rate of remuneration in the particular year, and 


(iii) where subparagraph (i) is not applicable and the indivi- 
dual did not render services in the particular year, the remu- 
neration received by the individual in the other year is the 
remuneration that the individual would have received in the 
other year (or a reasonable estimate thereof determined by a 
method acceptable to the Minister) had the individual’s rate 
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of remuneration in the other year been the amount that it is 
reasonable to consider would have been the individual’s rate 
of remuneration in the particular year had the individual ren- 
dered services in the particular year; 


(f) where the amount of the individual’s lifetime retirement be- 
nefits depends on the individual’s remuneration and all or a por- 
tion of the remuneration received by the individual in the partic- 
ular year is treated under the provision as if it were remuneration 
received in a calendar year preceding the particular year for ser- 
vices rendered in that preceding year, that remuneration were re- 
muneration for services rendered in the particular year; 


(g) where the amount of the individual’s lifetime retirement be- 
nefits depends on the individual’s remuneration and the particu- 
lar year is after 1989 and before 1995, benefits, to the extent that 
they can reasonably be considered to be in respect of the follow- 
ing range of annual remuneration, were excluded: 


(i) where the particular year is 1990, the range from $63,889 
to $86,111, 


(ii) where the particular year is 1991 or 1992, the range from 
$69,444 to $86,111, 


(iii) where the particular year is 1993, the range from 
$75,000 to $86,111, and 


(iv) where the particular year is 1994, the range from 
$80,556 to $86,111; 


(h) where 


(i) the amount of the individual’s lifetime retirement benefits 
depends on the individual’s remuneration, 


(ii) the formula for determining the amount of the indivi- 
dual’s lifetime retirement benefits includes an adjustment to 
the individual’s remuneration for one or more calendar years, 


(iii) the adjustment to the individual’s remuneration for a 
year (in this paragraph referred to as the “specified year”) 
consists of multiplying the individual’s remuneration for the 
specified year by a factor that does not exceed the ratio of the 
average wage for the year in which the amount of the indivi- 
dual’s lifetime retirement benefits is required to be deter- 
mined to the average wage for the specified year (or a sub- 
stantially similar measure of the change in the wage 
measure), and 


(iv) the adjustment may reasonably be considered to be made 
to increase the individual’s remuneration for the specified 
year to reflect, in whole or in part, increases in average 
wages and salaries from that year to the year in which the 
amount of the individual’s lifetime retirement benefits is re- 
quired to be determined, 


the formula did not include the adjustment to the individual’s 
remuneration for the specified year; 


(i) where the amount of the individual’s lifetime retirement be- 
nefits depends on the Year’s Maximum Pensionable Earnings 
for calendar years other than the particular year, the Year’s 
Maximum Pensionable Earnings for each such year were equal 
to the Year’s Maximum Pensionable Earnings for the particular 
year; 


(j) where the amount of the individual’s lifetime retirement be- 
nefits depends on the actual amount of pension (in this para- 
graph referred to as the “statutory pension”) payable to the indi- 
vidual under the Canada Pension Plan or a provincial plan (as 
defined in section 3 of that Act), the amount of statutory pension 
(expressed on an annualized basis) were equal to 


(i) 25 per cent of the lesser of the Year’s Maximum Pension- 
able Earnings for the particular year and, 


(A) in the case of an individual who renders services 
throughout the particular year on a full-time basis to em- 
ployers who participate in the plan, the aggregate of all 
amounts each of which is the individual’s remuneration 
for the particular year from such an employer, and 
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(B) in any other case, the amount that it is reasonable to 
consider would be determined under clause (A) if the in- 
dividual had rendered services throughout the particular 
year on a full-time basis to employers who: participate. in 
the plan, or 


(ii) at the option of the plan administrator, any other amount 
determined in accordance with'a method for estimating the 
statutory pension that can be expected to result in amounts 
substantially similar to amounts determined under subpara- 
graph (i); 
(k) where the amount of the individual’s lifetime retirement be- 
nefits depends on a pension (in this paragraph referred to as the 
“statutory pension’) payable to the individual under Part I of the 
Old Age Security Act, the amount of statutory pension payable 
for each calendar year were equal to the. aggregate’ of all 
amounts each of which,is the the full monthly pension payable 
under Part I of the Old Age Security Act for a month in the par- 
ticular year; 


(1) except as otherwise expressly permitted in writing by the 
Minister, where the amount of the individual’s lifetime retire- 
ment benefits depends on the amount of benefits (other than 
public pension benefits or similar benefits of a country other 
than Canada) payable under another benefit provision of a pen- 
sion plan or under a deferred profit sharing plan, the amounts of 
the other benefits were such as to maximize the amount of the 
individual’s lifetime retirement benefits; 


(m) where. the individual’s lifetime. retirement benefits would 
otherwise include benefits that the plan is required to provide by 
reason of a designated provision of the law of Canada or a prov- 
ince (within the meaning assigned by section 8513), or that the 
plan would be required to provide if each such provision were 
applicable to the plan with respect to all its members, such bene- 
fits were not included; 


(n) where 


(1) the individual attained 65 years of age before lifetime re- 
tirement benefits commenced to be paid (or are to be as- 
sumed by reason of paragraph (a) to have commenced to be 
paid) to the individual, and 


(ii) an adjustment is made in determining the amount of those 
benefits for the purpose of offsetting, in whole or in part, the 
decrease in the value of lifetime retirement benefits that 
would otherwise result by reason of the deferral of those be- 
nefits after the: individual attained 65 years of age, 


that adjustment were not made, except to the extent that the ad- 
justment exceeds the adjustment that would be made on an actu- 
arially equivalent basis; 

(0) except as otherwise provided by subsection (4), where the 
amount of the individual’s lifetime retirement benefits depends 
on 


(i) the form of benefits provided with respect to the indivi- 
dual under the provision (whether or not at the option of the 
individual), including 
(A) the benefits to be provided after the death of the 
individual, 
(B) the amount of retirement benefits, other than lifetime 
retirement ‘benefits, provided to the individual, or 


(C) the extent to which the lifetime retirement benefits 
will be adjusted to reflect changes in the cost of living, or 


(ii) circumstances that are relevant in determining the form 
of benefits, 


the form. of benefits and the circumstances were such as to maxi- 
mize the amount of the individual’s lifetime retirement benefits 
on commencement of payment; 


(p) where the amount of the individual’s' lifetime retirement be- 
nefits depends on whether the individual is totally and perma- 
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nently disabled at the time at which retirement benefits com- 
mence to be paid to the individual, the individual were not so 
disabled at that time; and 


(q) where lifetime retirement benefits have commenced to be 
paid under the provision to the individual before the end of the 
particular year, benefits payable as a consequence of cost-of-liv- 
ing adjustments described in paragraph 8303(5)(k) were 
disregarded. 


Related Provisions: Reg. 8300(4) — Officer deemed to. render services to. em- 
ployer; Reg. 8300(7) — Benefits include contingent benefits; Reg. 8302(5) — Benefit 
entitlement terminated — normalized pension calculations; Reg. 8503(2) — Permissi- 
ble benefits; Reg. 8513 — Designate,provision.of the law of Canada or a province. 


History: Paras. 8302(3)(d.1) and (d.2) added by P.C. 2001-153, s. 1, January 30; 2001, 
Canada Gazette, Part II, February 14, 2001, applicable to the determination of pension 
credits for 1990 et seq. 


Para. 8302(3)(g) amended by P.C. 1995-17, subsec, 3(2), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable after 1991. 


Registered Plans Directorate Newsletters: Actuarial Bulletin No. 1 (methodol- 
ogy for calculating actuarial increase where pension commencement postponed ' beyond 
age 65). 


(4) Optional forms — Where the terms of a defined benefit pro- 
vision of a registered pension plan permit a member to elect to re- 
ceive additional lifetime retirement benefits in lieu of benefits. that 
would, in the absence of the election, be payable after the death of 
the member if the member dies after retirement benefits under the 
provision commence to be paid to the member, paragraph (3)(0) ap- 
plies as if the following elections were not available to the member: 


(a) an election to receive additional lifetime retirement benefits, 
not exceeding additional benefits determined on an actuarially 
equivalent basis, in lieu of all or any portion of a guarantee that 
retirement benefits will be’ paid for a minimum period of 10 
years or less, and 


(b) an election.to receive additional lifetime retirement benefits 
in lieu of retirement benefits that would otherwise be payable to 
an individual who is a spouse or common-law partner or former 
spouse or common-law partner of the member for a period be- 
ginning after the death of the member and ending with the death 
of the individual, where 


(i) the election may be made only if the life expectancy of the 
individual is significantly shorter than normal and has been 
so certified in writing by a medical doctor licensed to prac- 
tise under the laws of.a province or of the place where the 
individual resides, and 


(ii) the additional benefits do not exceed additional benefits 
determined on an actuarially equivalent basis and on the as- 
sumption that the individual has a normal life expectancy. 


History: Para. 8302(4)(b) amended by P.C. 2001-957, s. 6, May 31, 2001, Canada 
Gazette, Part II, June 20, 2001, applicable to 2001 et seg., except that if a taxpayer and 
a person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 


(5) Termination of entitlement to benefits — For the pur- 
poses of ‘subsection (3), where an individual ceased in a calendar 
year to be entitled to all or part of the lifetime retirement benefits 
provided to the individual under a defined benefit provision of a 
registered pension plan, the normalized pension of the individual 
under the provision at the end of the year shall be determined on the 
assumption. that the individual continued to be entitled to those: be- 
nefits immediately after the end of the year. 


Related Provisions: Reg. 8300(7) — Benefits include contingent benefits. 


(6) Defined benefit offset — Where the amount of lifetime re- 
tirement benefits provided under a particular defined benefit provi- 
sion of a registered pension plan to'a member of the plan depends 
on the amount of lifetime retirement benefits provided to the mem- 
ber under one or more other defined benefit provisions of registered 
pension plans, the benefit accrual of the member under the \particu- 
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lar provision in respect of a calendar year is the amount, if any, by 
which 


(a) the amount that would, but for this subsection, be the benefit 
accrual of the member under the particular provision in respect 
of the year if the benefits provided under the other provisions 
were provided under the particular provision 


exceeds 


(b) the amount that would be the benefit accrual of the member 
under the other provisions in respect of the year if the other pro- 
visions were a single provision. 


(7) Offset of specified multi-employer plan benefits — 
Where the amount of an individual’s lifetime retirement benefits 
under a defined benefit provision (in this subsection referred to as 
the “supplemental provision”) of a registered pension plan depends 
on the amount of benefits payable under a defined benefit provision 
of a specified multi-employer plan, the defined benefit provision of 
the specified multi-employer plan shall be deemed to be a money 
purchase provision for the purpose of determining the benefit accru- 
als of the individual under the supplemental provision. 


(8) Transition rule — career average benefits — Where 


(a) on March 27, 1988 lifetime retirement benefits under a de- 
fined benefit provision of a pension plan were determined as the 
greater of benefits computed on a career average basis and bene- 
fits computed on a final or best average earnings basis, 


(b) the method for determining lifetime retirement benefits 
under the provision has not been amended after March 27, 1988 
and before the end of a particular calendar year, and 


(c) it was reasonable to expect, on January 1, 1990, that the life- 
time retirement benefits to be paid under the provision to at least 
75 per cent of the members of the plan on that date (other than 
members to whom benefits do not accrue under the provision 
after that date) will be determined on a final or best average 
earnings basis, 


at the option of the plan administrator, benefit accruals under the 
provision in respect of the particular year may, where the particular 
year is before 1992, be determined without regard to the career av- 
erage formula. 


(9) Transition rule — benefit rate greater than 2 per 
cent — Subject to subsection (6), where 


(a) the amount of lifetime retirement benefits provided under a 
defined benefit provision of a registered pension plan to a mem- 
ber of the plan is determined, in part, by multiplying the mem- 
ber’s remuneration (or a function of the member’s remuneration) 
by one or more benefit accrual rates, and 


(b) the largest benefit accrual rate that may be applicable is 
greater than 2 per cent, 


the member’s benefit accrual under the provision in respect of 1990 
or 1991 is the lesser of 


(c) the member’s benefit accrual otherwise determined, and 


(d) 2 per cent of the aggregate of all amounts each of which is 
the amount that would, if the definition “compensation” in sub- 
section 147.1(1) of the Act were read without reference to sub- 
paragraphs (a)(iii) and (iv) and paragraphs (b) and (c) thereof, be 
the member’s compensation for the year from an employer who 
participated in the plan in the year for the benefit of the member. 


Related Provisions: Reg. 8302(10) — Period of reduced remuneration. 


(10) Period of reduced remuneration — For the purposes of 
paragraph (9)(d), where a member of a registered pension plan is 
provided with benefits under a defined benefit provision of the plan 
in respect of a period in 1990 or 1991 


(a) throughout which, by reason of disability, leave of absence, 
lay-off or other circumstance, the member rendered no services, 
or rendered a reduced level of services, to employers who par- 
ticipate in the plan, and 


Income Tax Regulations 


(b) throughout which the member received no remuneration, or a 
reduced rate of remuneration, 


the member’s compensation shall be determined on the assumption 
that the member received remuneration for the period equal to the 
amount of remuneration that it is reasonable to consider the member 
would have received if the member had rendered services through- 
out the period on a regular basis (having regard to the services ren- 
dered by the member before the period) and the member’s rate of 
remuneration had been commensurate with the member’s rate of re- 
muneration when the member did render services on a regular basis. 


(11) Anti-avoidance — Where the terms of a defined benefit pro- 
vision of a registered pension plan can reasonably be considered to 
have been established or modified so that a pension credit of an 
individual for a calendar year under the provision would, but for 
this subsection, be reduced as a consequence of the application of 
paragraph (3)(g), that paragraph shall not apply in determining the 
individual’s normalized pension under the provision in respect of 
the year. 

Definitions [Reg. 8302]: “amount”, “annuity” —ITA 248(1); “benefit accrual” — 
Reg. 8302(2); “benefit entitlement’ — Reg. 8302(1); “benefits” — Reg. 8300(7); “cal- 
endar year” — Interpretation Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 
35(1); “commencement” — Interpretation Act 35(1); “contributing entity” — Reg. 
8302(12); “deferred profit sharing plan” — ITA 147(1), 248(1); “designated provision 


29 46 29 ee 


of the law of Canada or a province” — Reg. 8513; “employer”, “employment”, “indivi- 
dual” —ITA 248(1); “lifetime retirement benefits” — Reg. 8304(5)(c); “member’s 
compensation” — Reg. 8302(10); “Minister” —ITA 248(1); “month” — Interpreta- 
tion Act 35(1); “normalized pension” — Reg. 8302(3), (5); “other year’ — Reg. 
8302(3)(e); “pension credit” — Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “person” — 
ITA 248(1); “province” — Interpretation Act 35(1); “registered pension plan” — ITA 
248(1); “render services” — Reg. 8300(4); “specified multi-employer plan” —ITA 
147.1(1), Reg. 8510(2), (3); “specified year” — Reg. 8302(3)(h)(3); “spouse” — Reg. 
8302(4)(b); “statutory pension” — Reg. 8302(3)(j), (k); “supplemental provision” — 
Reg. 8302(7); “writing” — Interpretation Act 35(1). 


8303. Past service pension adjustment — (1) PSPA with 
respect to employer — For the purpose of subsection 248(1) of 
the Act, “past service pension adjustment” of an individual for a 
calendar year in respect of an employer means the total of 


(a) the accumulated past service pension adjustment (in this Part 
referred to as “accumulated PSPA”) of the individual for the 
year with respect to the employer, determined as of the end of 
the year, 


(b) the total of all amounts each of which is the foreign plan 
PSPA (determined under subsection 8308.1(5) or (6)) of the in- 
dividual with respect to the employer associated with a modifi- 
cation of benefits in the year under a foreign plan (as defined in 
subsection 8308.1(1)), and 


(c) the total of all amounts each of which is the specified retire- 
ment arrangement PSPA (determined under subsection 
8308.3(4) or (5)) of the individual with respect to the employer 
associated with a modification of benefits in the year under a 
specified retirement arrangement (as defined in subsection 
8308.3(1)). 

History: Subsec. 8303(1) amended by P.C. 1996-911, s. 7, June 20, 1996, Canada 


Gazette, Part II, July 10, 1996, applicable with respect to the determination of past 
service pension adjustments for 1993 ef seq. 


Registered Plans Compliance Bulletins: | (calculation of past service pension 
adjustment). 


Forms: T4104: Past service pension adjustment guide. 


(2) Accumulated PSPA for year — For the purposes of this 
Part, the accumulated PSPA of an individual for a calendar year 
with respect to an employer, determined as of any time, is the total 
of all amounts each of which is the individual’s provisional past 
service pension adjustment (in this Part referred to as “provisional 
PSPA”) with respect to the employer that is associated with 


(a) a past service event (other than a certifiable past service 
event with respect to the individual) that occurred in the preced- 
ing year; or 

(b) a certifiable past service event with respect to the individual 
where the Minister has, in the year and before that time, issued a 
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certification for the purposes of subsection 147.1(10) of the Act 
in respect of the event and the individual. 


Related Provisions: Reg. 8303(2.1) — 1991 past service events and certifications; 
Reg. 8311 — Provisional PSPA rounded to nearest dollar: 


History: Para. 8303(2)(a) amended by P.C. 2001-153, subsec. 2(1), January 30, 2001, 
Canada Gazette, Part II, February.14, 2001, applicable to past service events that occur 
after 2000. 


The, opening words of subsec, 8303(2) amended by P.C. 1998-2256, subsec. 6(1), De- 
cember 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable after 1995. 


(2.1) 1991 past service events and certifications — For the 
purposes of subsection (2), . 


(a) a past, service event, that occurred in 1991 “ercliede for 
greater certainty, a past service: event that is deemed by para- 
graph 8304(3)(b) to have occurred immediately after the end of 
1990) shall be deemed to have occurred on January. 1,/1992 and 
not to have occurred in.1991; and 


(b) a certification issued by the. Minister .in 1991. shall be 
deemed to have, been issued on January 1, 1992 and not.to have 
been issued in 1991. 


History: Subsec. 8303(2.1) added by P.C.:1995-17, s. 4, January 11,,1995, Canada 
Gazette, Part I, January 25, 1995, applicable after 1990. 


(3) Provisional PSPA — Subject to subsections (8) and (10) and 
sections 8304 and 8308, for the purposes of this Part, the provi- 
sional PSPA of an individual with respect to an employer that is 
associated with a past service event that occurs at a particular time 
in a particular calendar year is the amount determined by the 
formula 


A=B=C+D 
where 


A is the aggregate of all amounts each of which is, in respect of a 
calendar year after 1989 and before the particular year, the 
amount that would have been the individual’s pension credit for 
the year with respect to. the employer under a defined benefit 
provision of a registered pension plan (other than a plan that is, 
at the particular time, a specified multi-employer plan) had the 
individual’s benefit entitlement under the provision in respect of 
the year and the employer been equal to the individual’s redeter- 
mined benefit entitlement (determined as of the particular time) 
under the provision in respect of the year and the employer, 


B, is the aggregate that would be. determined for A if the reference 
in the description of A to “determined as of the particular time” 
were read as a reference to “determined as of the time immedi- 
ately before the particular time’, 


C is such portion of the amount of the individual’s qualifying 
transfers made in connection with the past service event as is not 
deducted in computing the provisional PSPA of the individual 
with respect to any other employer, and 


D is the total of all amounts each of which is an excess money 
purchase transfer in relation to the individual and the past ser- 
vice event that is not included in determining any other provi- 
sional PSPA of the individual that is associated with the past 
service event. 

Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8303(4) — 

Meaning of redetermined benefit entitlement; Reg. 8303(6) — Meaning of qualifying 

transfers; Reg. 8303(7.1)— Excess money’ purchase transfer | amount; '' Reg. 

8500(8)(c) — Non-member benefits ignored in determining pension adjustment: 


History: The formula in subsec. 8303(3) amended, and the description of D added, by 
P.C. 1998-2256, subsecs. 6(2) and (3), December 16, 1998, Canada Gazette, Part Il, 
January 6, 1999, applicable with respect to past service events that occur after 1997. 


Forms: T1004: Applying for the certification of a provisional PSPA. 


(4) Redetermined benefit entitlement — For the purposes of 
the description of A in subsection (3), an individual’s redetermined 
benefit entitlement under a defined benefit provision of a registered 
pension plan in respect of a calendar year and an employer, deter- 
mined as of a particular time, is the amount that: would be deter- 
mined under section 8302 tobe the individual’s benefit entitlement 
under the provision in respect of the year and the employer if, for 
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the purpose of computing the benefit accrual of the individual in 
respect of the year under the provision and, where subsection 
8302(6) is applicable, under any other defined benefit provision, the 
amount determined under paragraph 8302(2)(a) in respect of a spe- 
cific provision were equal to such portion of the individual’s nor- 
malized pension (computed in accordance with subsection (5)) 
under the specific provision at the particular time, determined with 
reference to the year, as may reasonably be considered to have ac- 
crued in respect of the year. 


(5) Normalized pension — For the purposes of subsection (4), 
the normalized pension of an individual under a defined benefit pro- 
vision of a registered pension plan at a particular time, determined 
with reference to a calendar year (in this subsection referred to as 
the’ “pension credit year’), is the amount (expressed on an annual- 
ized basis) of lifetime retirement benefits, other than excluded bene- 
fits, that would be payable to the individual under the provision im- 
mediately after the particular time if 


(a) where lifetime retirement benefits have not commenced to be 
paid under the provision to the individual before the particular 
time, they commenced to be paid immediately after the particu- 
lar time, 


(b) where the individual had not attained 65 years of age before 
the time at which lifetime retirement benefits commenced to be 
paid-(or are assumed by reason of paragraph (a) to have com- 
menced to be paid) to the individual, the individual attained that 
age at that time, 


(c) the amount of the individual’s lifetime retirement benefits 
were determined with regard to all past service events occurring 
at or before the particular time and without regard to past service 
events occurring after the particular time, 


(d) paragraphs 8302(3)(c) to (p) (other than paragraph 
8302(3)(g), where subsection 8302(11) was applicable in respect 
of the pension credit year and the provision or would have been 
applicable had all benefits provided as a consequence of past 
service events become provided in the pension credit year) were 
applied for the purpose of determining the amount of the indivi- 
dual’s lifetime retirement benefits and, for the purpose of those 
paragraphs, the pension credit year-were the particular year re- 
ferred. to in those paragraphs, and 


(e) where 


(i) the amount of the individual’ lifetime retirement benefits 
under the provision depends on the individual’s remunera- 
tion, and 


(11) all or any part of the individual’s lifetime retirement be- 
nefits in respect of the pension credit. year became provided 
as a consequence of a past service event, pursuant to terms of 
the provision that enable benefits to be provided to members 
of the plan in respect of periods. of employment with employ- 
ers who have not participated. under. the provision, 


the remuneration received by the individual:from each such em- 
ployer in respect of a period of employment in respect of which 
the individual is provided with benefits under the provision were 
remuneration received from an employer who has ‘participated 
under the provision for the benefit of the individual, 


and, for the purposes of this subsection, the following benefits are 
excluded benefits: 


(f) where the formula for determining the amount of lifetime re- 
tirement benefits payable under the provision to the individual 
requires,the calculation of an amount that is the product of a 
fixed rate and the duration of all or part of the individual’s pen- 
sionable service, benefits payable as a direct. consequence of an 
increase in the value of the fixed rate at any time (in this para- 
graph referred to as the “time of increase”) after the pension 
credit year, other than benefits 


(i) provided as a consequence of a second or subsequent in- 
crease in the value of the fixed rate after the time that retire- 
ment benefits under the provision commenced to be paid to 
the individual, or 
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(ii) that would not have become provided had the value of 
the fixed rate been increased to the amount determined by the 
formula 


Araced 
B 


where 


A is the value of the fixed rate immediately before the time 
of the increase, 


Bis the average wage for the calendar year that includes the 
time of the increase, and 


CK 


(A) if the value of the fixed rate has previously been 
increased in the calendar year that includes the time of 
increase, the average wage for that year, or 


(B) otherwise, the average wage for the year immedi- 
ately preceding the calendar year that includes the 
time of increase, 


(f.1) where the formula for determining the amount of lifetime 
retirement benefits payable under the provision to the individual 
includes a limit that is the product of the duration of the indivi- 
dual’s pensionable service and the lesser of a percentage of the 
individual’s remuneration and a fixed rate, and the value of the 
fixed rate is increased after the pension credit year to an amount 
equal to the defined benefit limit for the earlier of the year in 
which the increase occurs and the year in which retirement bene- 
fits under the provision commenced to be paid to the individual, 
the portion of the benefits payable as a direct consequence of the 
increase that would not have become. provided had the value of 
the fixed rate been set at the defined benefit limit for the pension 
credit year, if 


(i) the value of the fixed rate was, immediately before the 
increase, equal to the defined benefit limit for the year in 
which the value of the fixed rate was last established, and 


(ii) where the year in which the value of the fixed rate was 
last established precedes the year immediately preceding the 
year in which the increase occurs, 


(A) the Minister has approved in writing the application 
of this paragraph in respect of the past service event, 


(B) there are more than nine active members (within the 
meaning assigned by paragraph 8306(4)(a)) under the 
provision, and 


(C) the plan is not a designated plan, 


(f.2) where the formula for determining the amount of lifetime 
retirement benefits payable under the provision to the individual 
includes a limit that is the product of the duration of the indivi- 
dual’s pensionable service and the lesser of a percentage of the 
individual’s remuneration and a fixed rate the value of which 
can reasonably be considered to be fixed each year as a portion 
of the defined benefit limit for that year, benefits payable as a 
direct consequence of an increase, after the) pension credit year, 
in the value of the fixed rate to reflect the defined benefit limit 
for the year in which the increase occurs, if 
(i) except as otherwise expressly permitted by the Minister, it 
is reasonable to consider that, for years after 1989, the ratio 
of the fixed rate to the defined benefit limit has been, and 
will remain, constant, 


(ii) the benefits are not provided as a consequence of a sec- 
ond or subsequent increase in the value of the fixed rate after 
the time that retirement benefits under the provision com- 
menced to be paid to the individual, 


(iii) the Minister has approved in writing the application of 
this paragraph in respect of the past service event, and 


(iv) the plan is not a designated plan, 
(g) where , 
(i) the provision is a flat benefit provision, 
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(ii) at the particular time; the amount (expressed on an annual 
basis) of lifetime retirement benefits provided under the pro- 
vision to each member in respect of pensionable service in 
each calendar year does not exceed 40 per cent of the defined 
benefit limit for the year that includes the particular time, 


(iii) the conditions in subsection 8306(2) are satisfied in re- 
spect of the provision and the past service event in connec- 
tion with which the normalized pension is being calculated, 
and 


(iv) only one fixed rate is applicable in determining the 
amount of the individual’s lifetime retirement benefits, 


benefits provided as a direct consequence of an increase in the 
value of the fixed rate at any time (in this paragraph referred to 
as the “time of increase”) after’the pension credit year, other 
than benefits 


(v) provided as a consequence of a second or subsequent in- 
crease in the value of the fixed rate after the time that retire- 
ment benefits under the provision commenced to be paid to 
the individual, or 


(vi) that would not have become provided had the value of 
the fixed rate been increased to the greater of 


(A) the greatest of all amounts each of which is an 
amount determined by the formula 
pou 


Ax= 
Cc 


where 


A is a value of the fixed rate in the period beginning on 
January 1, 1984 and ending immediately before the 
time of increase, 


B. is the average wage for the calendar year that includes 
the time of increase, and 


C is the average wage for the later of 1984 and the calen- 
dar year in which the value of the fixed rate used for A 
was first effective, and 


(B) the amount determined by the formula 


D+(Ex F) 
where 


D is the value of the fixed rate immediately before the 
time of increase, 


E_ is the amount by which the value of the fixed rate used 
for D would have to be increased to provide an in- 
crease in the individual’s annual lifetime retirement 
benefits equal to $18 for each year of pensionable ser- 
vice, and 


Fis the duration (measured in years, including any frac- 
tion of a year) of the period beginning on the later of 
January 1, 1984 and the day on which the value of the 
fixed rate used for D was first effective and ending on 
the day that includes the time of increase; 


(h) where the provision is a flat benefit provision, benefits pro- 
vided as a direct consequence of an increase at any time (in this 
paragraph referred to as the “time of increase’’) after the pension 
credit year in the value of a fixed rate under the provision where 


(i) the value of the fixed rate was increased pursuant to an 
agreement made before 1992, and 


(ii) at the time the agreement was made, it was reasonable to 
expect that the percentage increase in the value of the fixed 
rate would approximate or be less than the percentage in- 
crease in the average wage from the calendar year in which 
the value of the fixed rate was last increased before the time 
of increase (or, if the increase is the first increase, the calen- 
dar year in which the initial value of the fixed rate was first 
applicable) to the calendar year that includes the time of 
increase, 
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(i) where the provision is a flat benefit provision under which 
the amount of each member’s retirement benefits depends on the 
member’s job category. or rate of pay in such a, manner that the 
ratio of the amount of lifetime retirement benefits to remunera- 
tion does not significantly increase as remuneration increases, 
benefits provided as a direct consequence of a change, after the 


pension credit year, in the individual’s job category or rate of | 


pay, 
(j) where 


(i) the individual’s pensionable service under the provision 
ends before the particular time, 


(ii) the individual’s lifetime retirement benefits under the 
provision have been adjusted by a cost-of-living or similar 
adjustment in respect of the period (in this paragraph referred 
to as the “deferral period’) beginning at the latest of 


(A) the time at which the individual’s pensionable service 
under the provision ends;: 


(B) if the amount of the individual’s lifetime retirement 
benefits depends on the individual’s remuneration, the 
end of the most recent period for which the individual re- 
ceived remuneration that is taken into account in deter- 
mining the individual’s lifetime retirement benefits, 


(C) if the amount of the individual’s lifetime retirement 

_ benefits depends on the individual’s remuneration and the 
remuneration is adjusted. as described in. paragraph 
8302(3)(h), the end of the period in respect of which: the 
adjustment is made, and 


(D) if the formula for determining the amount of the indi- 
vidual’s lifetime retirement benefits requires the calcula- 
tion of an amount that is the product of a fixed rate and 
the duration of all or part of the individual’s pensionable 
service (or other measure of services rendered by the indi- 
vidual), the time’as of which ‘the value of the fixed rate 
applicable with respect to the individual was established, 


and ending at the earlier of the particular time and the time, if 
any, at which lifetime retirement benefits commenced to be 
paid under the provision to the individual, and 


(iii) the adjustment is warranted, having regard to all. prior 
such adjustments, by the increase in the Consumer Price In- 
dex or in the wage measure from the commencement of the 
deferral period to the time the adjustment was made, 


benefits payable as a consequence of the adjustment, 


(k) benefits payable as a consequence of a cost-of-living adjust- 
ment made after the time lifetime retirement benefits com- 
menced to be paid under the provision to the individual, where 
the adjustment 


(i) is warranted, having regard to all prior such adjustments, 
by the increase in the Consumer Price Index from that time 
to the time at which the adjustment was made, or 
(ii) is a periodic adjustment described in subparagraph 
8503(2)(a)(ii), and 

(1) such portion of the individual’s lifetime retirement benefits as 


(i) would not otherwise be excluded in determining the indi- 
vidual’s normalized pension, 


(ii) may reasonably be considered to be attributable to cost- 
of-living adjustments or to adjustments made by reason of 
increases in a general measure of salaries and wages (other 
than increases in sucha measure after the time at which life- 
time retirement benefits commenced to be paid under the 
provision to the individual), and 


(iii) is acceptable to the Minister. 
Related Provisions: ITA 257 — Negative amounts in formulas. 


History: Cl. 8303(5)(f.1)(ii)(C) and subpara. 8303(5)(£-2)(iv) amended by 2007, c. 35, 
subsecs. 81(1) and (2), applicable to past service events that occur after 2007. 


Paras. 8303(5)(f.1) and (f.2) added by P.C. 2005-1508, s. 18, August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable in respect of past service events that 


Reg. 
S. 8303(7)(b) (ii) 


occur after 2003, except that in its application in respect of past service events that 
occur before 2006, para. (f.1) is to be read without reference to its subparas. (i) and (ii). 


Registered Plans Directorate Newsletters: Actuarial Bulletin No. 1 (methodol- 
ogy for calculating actuarial increase where pension commencement postponed beyond 
age 65). 


(6) Qualifying transfers — For the purposes of subsections (3) 
and 8304(5) and (7), and subject to subsection (6.1) and paragraph 
8304(2)(h), the amount of an individual’s qualifying transfers made 
in connection with a past service event is the total of all amounts 
each of which is 


. (a) the portion of an amount transferred to a registered pension 
plan 
(i):in accordance with any of subsections 146(16), 147(19) 
and 147.3(2), (5S) and (7) of the Act, or 


(ii) from a specified multi-employer plan in accordance with 
subsection 147.3(3) of the Act 


that is transferred to fund benefits provided to the individual as a 
consequence of the past service event; or 


(b) the amount of any property held in connection with a benefit 

provision of a registered pension plan that is made available to 

' fund benefits provided to the individual under another benefit 

provision of the plan as a consequence of the past service event, 

where the transaction by which the property is made so available 

is such that, if the benefit provisions were in separate registered 

pension plans, the transaction would constitute a transfer of pro- 

perty from.one plan to the other in accordance with any of sub- 
sections 147.3(2), (5) and (7) of the: Act. 

History: The opening words of para. 8303(6) amended by P.C, 2001-153, subsec. 


2(2), January 30, 2001, Canada Gazette, Part II, February 14, 2001, applicable to the 
determination of an individual’s qualifying transfers that, occur after April 18, 2000. 


Subsec. 8303(6) amended. by P.C. 1998-2256, subsec; 6(4), December 16, 1998, Can- 
ada Gazette, Part II, January 6, 1999, applicable 


(a) tothe determination of an individual’s qualifying transfers that occur after June 
25,1998, and 


(b) where approved by the Minister of National Revenue, to the determination of 
an individual’s qualifying transfers that occurred before June 26, 1998. 


Registered Pension Plans Technical Manual: §6. 1. (qualifying transfers). 


(6.1) Exclusion for pre-1990 benefits — The amount of an in- 
dividual’s qualifying transfers made in connection with a past ser- 
vice event shall be determined under subsection (6) without regard 
to the portion, if any, of amounts transferred or property made 
available, as the case may be, that can reasonably be considered to 
have been transferred or made available to fund benefits provided in 
respect of periods before 1990. 

History: Subsec. 8303(6.1) added by P.C. 1998-2256, subsec. 6(4), December 16, 


1998, Canada Gazette, Part II, January 6, 1999, applicable to the determination of an 
individual’s qualifying transfers that, occur after June 25, 1998. 


(7) Deemed payment — Where 
(a) an individual has given an irrevocable direction that 
(i) an amount be paid to a registered pension plan, or 


(ii) property held in connection with a benefit provision of a 
registered pension plan be made available to fund benefits 
provided to the individual under another benefit provision of 
the plan 


in the event that the Minister issues a certification for the pur- 
poses of subsection 147.1(10) of the Act with respect to the indi- 
vidual and to benefits provided under a defined benefit provision 
of the plan as a consequence of a past service event, and 


(b) the amount is to be paid or the property is to. be made availa- 
ble, as the case may. be, 


(i) where subparagraph (ii) does not apply, on-or before the 
day that is 90 days after the day on which the certification is 
received by the administrator of the plan,.and 


(ii) where the plan was deemed by paragraph 147.1(3)(a) of 
the Act to be a registered pension plan at the time the direc- 
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tion was given, on or before the day that is 90 days after the 
later of 


(A) the day on which the certification is received by the 
administrator of the plan, and 


(B) the day on which the administrator of the plan re- 
ceives written notice from the Minister of the registration 
of the plan for the purposes of the Act, 


the amount or property, as the case may be, is deemed, for the pur- 
pose of subsection (6), to have been paid or made available, as the 
case may be, at the time the direction was given. 


History: Subsec. 8303(7) amended by P.C. 1998-2256, subsec. 6(4), December 16, 
1998, Canada Gazette, Part I, January 6, 1999, applicable 


(a) to the determination of an individual’s qualifying transfers that occur after June 
25, 1998, and 


(b) where approved by the Minister of National Revenue, to the determination of 
an individual’s qualifying transfers that occurred before June 26, 1998. 


Registered Plans Compliance Bulletins: 2 (qualifying transfers). 
Registered Pension Plans Technical Manual: §6.2 (deemed payment). 


(7.1) Excess money purchase transfer — Where lifetime re- 
tirement benefits have, as a consequence of a past service event, 
become provided to an individual under a defined benefit provision 
of a registered pension plan (other than a specified multi-employer 
plan) in respect of a period (in this subsection referred to as the 
“past service. period’) that 


(a) was previously pensionable service of the individual under a 
particular defined benefit provision of a registered pension plan 
(other than a specified multi-employer plan), 


(b) ceased to be pensionable service of the individual under the 
particular provision as a result of the payment of a single 
amount, all or part of which was transferred on behalf of the 
individual from the particular provision to a registered retire- 
ment savings plan, a registered retirement income fund, a money 
purchase provision of a registered pension plan or a defined ben- 
efit provision of a registered pension plan that was, at the time 
of the transfer, a specified multi-employer plan, 


(c) has not, at any time after the payment of the single amount 
and before the past service event, been pensionable service of 
the individual under any defined benefit provision of a regis- 
tered pension plan (other than a specified multi-employer plan), 
and 


(d) is not, for the purpose of subsection 8304(5), a qualifying 
past service period in relation to the individual and the past ser- 
vice event, 


the amount determined by the formula 


A-B 
is, for the purpose of the description of D in subsection (3), an ex- 


cess money purchase transfer in relation to the individual and the 
past service event, where 


A is the portion of the amount transferred, as described in para- 
graph (b), that can reasonably be considered to be attributable to 
benefits in respect of the portion of the past service period that is 
after 1989, and 


Bis the total of all amounts each of which is the portion of a pen- 
sion credit, or the grossed-up amount of a provisional PSPA, of 
the individual that can reasonably be considered to be attributa- 
ble to benefits previously provided under the particular provi- 
sion in respect of the past service period. 

Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 

to be RRSP for purposes of regulations; ITA 257 — Negative amounts in formulas; 

Reg. 8304.1(7) — Meaning of grossed-up amount of provisional PSPA. 

History: Subsec. 8303(7.1) added by P.C. 1998-2256, subsec. 6(4), December 16, 


1998, Canada Gazette, Part Il, January 6, 1999, applicable with respect to past service 
events that occur after 1997. 


(8) Specified multi-employer plan — Where, in a calendar 
year, an individual makes a contribution (other than an excluded 
contribution) in respect of a defined benefit provision of a regis- 
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tered pension plan that is, in the year, a specified multi-employer 
plan, and the contribution 


(a) is made in respect of a period after 1989 and before the year, 
and 


(b) is not included in determining the individual’s pension credit 
for the year with respect to any employer under the provision, 


the individual’s provisional PSPA with respect to an employer who 
participates in the plan, associated with the payment of the contri- 
bution, is the portion of the contribution that is not included in the 
individual’s provisional PSPA with respect to any other employer 
who participates in the plan, and, for the purpose of this subsection, 
the plan administrator shall determine the portion of the contribu- 
tion to be included in the provisional PSPA of the individual with 
respect to each employer. 


Related Provisions: Reg. 
contributions. 


8303(9) — Contributions include conditional 


(9) Conditional contributions — For the purpose of subsection 
(8), a contribution includes an amount paid to a registered pension 
plan where the right of any person to retain the amount on behalf of 
the plan is conditional on the Minister issuing a certification for the 
purposes of subsection 147.1(10) of the Act as it applies with re- 
spect to the individual and to benefits provided as a consequence of 
the payment. 


(10) Benefits in respect of foreign service — Where as a con- 
sequence of a past service event, benefits become provided to an 
individual under a defined benefit provision of a registered pension 
plan in respect of a period throughout which the individual was em- 
ployed outside Canada, and the Minister has consented in writing to 
the application of this subsection, each provisional PSPA of the in- 
dividual associated with the past service event shall be determined 
on the assumption that no benefits were provided in respect of the 
period. 

Related Provisions: Reg. 8503(3)(a)(vii) — Eligible service outside Canada. 
Registered Plans Directorate Newsletters: 93-2 (foreign service newsletter); 
2000-1 (foreign service newsletter update). 


Registered Pension Plans Technical Manual: §6.3 (benefits in respect of foreign 
service). 

Definitions [Reg. 8303]: “accumulated PSPA” —Reg. 8303(1)(a), 8303(2); 
“amount” —ITA 248(1); “associated” — ITA 256; “calendar year’ — Interpretation 
Act 37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “certifiable past service 
event” — Reg. 8300(1); “certification” — Reg. 8303(2.1)(b); “commencement” — /n- 
terpretation Act 35(1); “contribution” — Reg. 8303(9); “deferral period’ — Reg. 
8303(5)(j)(ii); “designated plan” — Reg. 8300(3), 8500(1); “employed”, “employer”, 
“employment” — ITA’ 248(1); “excluded contribution”, “flat benefit provision” — 
Reg. 8300(1); “grossed-up amount’ — Reg. 8304(7); “individual” —ITA 248(1); 
“lifetime retirement benefits” — Reg. 8304(5)(c); “Minister” — ITA 248(1); “normal- 
ized pension” — Reg. 8303(5); “past service event” — Reg. 8300(1), 8303(2.1)(a); 
“past service pension adjustment’ —ITA 248(1), Reg. 8303(1); “past service pe- 
riod” — Reg. 8303(7.1); “pension credit” — Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); 
“pension credit year” — Reg. 8303(5); “person”, “property” — ITA 248(1); “provi- 
sional PSPA” — Reg. 8303(2), (3), 8308(4)(e); “qualifying transfers” — Reg. 8303(6); 
“redetermined benefit entitlement” — Reg. 8303(4); “registered pension plan” — ITA 
248(1); “registered retirement income fund” — ITA 146.3(1), 248(1); “registered re- 
tirement savings plan” —ITA 146(1), (21.2), 248(1); “specified multi-employer 
plan” —ITA 147.1(1), Reg. 8510(2), (3); “time of increase” — Reg. 8303(5)(g), (h); 
“written”, “writing” — Interpretation Act 35(1)“writing”. 

Interpretation Bulletins [Reg. 8303]: IT-124R6: Contributions to registered retire- 
ment savings plans. 


8304. Past service benefits — Additional 
Replacement of defined benefits — Where 


(a) an individual ceased, at any time in a calendar year, to have 
any rights to benefits under a defined benefit provision of a reg- 
istered pension plan (in this subsection referred to as the “former 
provision”), 

(b) benefits became provided at that time to the individual under 
another defined benefit provision of a registered pension plan (in 
this subsection referred to as the “current provision’) in lieu of 
the benefits under the former provision, 


(c) the benefits that became provided at that time to the indivi- 
dual under the current provision in respect of the period in the 


rules — (1) 
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year before that time are attributable to employment with the 
same employers as were the individual’s benefits in respect of 
that period under the former provision, 


(d) no amount was transferred in the year on behalf of the indivi- 
dual from the former provision to a registered retirement savings 
plan, a registered retirement income fund or a money purchase 
provision of a registered pension plan, and 


(e) no benefits became provided under the former provision to 
the individual in the year and after that time, 


each pension credit of the individual under the former provision for 
the year is nil. 


Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations. 


History: Para. 8304(1)(d) amended by P.C. 1995-17, subsec. 5(1), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable with respect to the determination 
of pension credits for 1990 et seq. 


Interpretation Bulletins: IT-124R6: Contributions ‘to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 


Forms: T4104: Past service pension adjustment guide. 


(2) Replacement of money purchase benefits — Where 


(a) an individual ceased, at any time in a calendar year, to have 
any rights to benefits under a money purchase provision of a 
registered pension plan or under a deferred profit sharing plan 
(in this subsection referred to as the “former provision’), 


(b) benefits became provided at that time to the individual under 
a defined benefit provision of a registered pension plan (in this 
subsection referred to as the “current provision’) in lieu of bene- 
fits under the former provision, 


(c) the benefits that became provided at that time to the indivi- 
dual under the current provision in respect of the period in the 
year before that time are attributable to employment with the 
same employers who made contributions under the former pro- 
vision in respect of that period on behalf of the individual, 


(d) no amount was transferred in the year on behalf of the indivi- 
dual from the former provision to a registered retirement savings 
plan, a registered retirement income fund, a money purchase 
provision of a registered pension plan or a deferred profit shar- 
ing plan, 

(€) no contributions were made under the former provision by or 
on behalf of the individual, and no other amounts were allocated 
under the former provision to the individual, in the year and af- 
ter that time, and 


(f) it is reasonable to consider that no excess would, if this sub- 
section did not apply and if the year ended at that time, be deter- 
mined under any of paragraphs 147(5.1)(a) to (c), 147.1(8)(a) 
and (b) and (9)(a) and (b) of the Act with respect to the indivi- 
dual for the year, 


the following rules apply: 


(g) each pension credit of the individual under the former provi- 
sion for the year is nil, and 


(h) the amount, if any, of the individual’s qualifying transfers 
made in connection with the replacement of the individual’s be- 
nefits shall be determined under subsection 8303(6) without re- 
gard to the portion, if any, of amounts transferred from the for- 
mer provision to the current. provision that can reasonably be 
considered to relate to an amount that, but for paragraph (g), 
would have been included in determining the individual’s pen- 
sion credit under the former provision for the year. 
Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations; Reg. 8301(2) — Pension credit — DPSP; Reg. 
8301(4) — Pension credit — money purchase RPP. 
History: Paras. (f) to (h) substituted for the closing words of subsec. 8304(2) by P.C. 
2001-153, subsec. 3(3), January 30, 2001, Canada Gazette, Part II, February 14, 2001, 
applicable to the determination of pension credits for 2000 et seg. and to the determina- 
tion of an individual’s qualifying transfers that occur after April 18, 2000. 


Paras. 8304(2)(d) and (e) amended by P.C. 1995-17, subsec. 5(2), January 11, 1995, 


Canada Gazette, Part Il, January 25, 1995. Para. 8304(2)(d) is applicable with respect 
to the determination of pension credits for 1990 et seg. Para. 8304(2)(e) is applicable 


Reg. 
S. 8304(5)(b) 


with respect to the determination of pension credits for 1993 et seg., except that 
amended para. (e) does not apply with respect to the determination of an individual’s 
pension credits for 1993 under a money purchase provision of a registered pension 
plan, or under a deferred profit sharing plan, where the individual ceased, on or before 
April 5, 1994, to have any rights to benefits under the provision or the plan, as the case 
may be, and no amounts were allocated to the individual under the provision or r the 
plan, as the case may be, after April 5, 1994. 


(3) Past service benefits in year of past service event — 
Subject to subsection (4), where, as a consequence of a past service 
event that occurs at a particular time in a calendar year, benefits (in 
this subsection and subsection (4) referred to as “past service bene- 
fits”) become provided to an individual under a defined benefit pro- 
vision of a registered pension plan in respect of a period in the year 
and before the particular time that, immediately before the past ser- 
vice event, was not pensionable service of the individual under the 
provision, the following rules apply, except to the extent that the 
Minister has waived in writing their application in a a of the 
plan: 


‘ (a) each pension credit of the individual under the provision for 
the year shall be determined as if the past service inet had 
not become provided to the individual; 


(b) where the year is 1990, the past service event shall be 
deemed, for the purposes of this Part, to have occurred immedi- 
ately after the end of the year; 


(c) where the year is after 1990, each provisional PSPA of the 
individual associated with the past service event as a conse- 
quence of which the past service benefits became provided shall 
be determined as if the past service event had occurred immedi- 
ately after the end of the year; 


(d). where information that is required for the computation of a 
provisional PSPA referred to in paragraph (c) is not. determina- 
ble until after the time at which the provisional PSPA is com- 
puted, reasonable assumptions shall be made in respect of such 
information; and 


(e) subsection 147.1(10) of the Act shall apply in respect of the 
past service benefits to the extent that that subsection would ap- 
ply if the past service event had occurred immediately after the 
end of the year. 


(4) Exceptions — Subsection (3) does not apply where 


(a) the past service benefits become provided in circumstances 
where subsection (1) or (2) is applicable; or 


(b) the period in respect of which the past service benefits are 
provided was not, at any time before the past service event, 


(i) pensionable service of the individual under a defined ben- 
efit provision of a registered pension plan, or 


(ii) a period in respect of which a contribution was made on 
behalf of, or an amount (other than an amount in respect of 
earnings of,a plan) was allocated to, the individual under a 
money purchase provision of a registered pension plan or 
under a deferred profit sharing plan. 


(c) [Repealed] 


History: Para. 8304(4)(c) repealed, and para. 8304(4)(b) amended by striking out the 
reference to “(in this subsection referred to as the “past service period”)”, by P.C. 
1998-2256, subsec. 7(1), December 16, 1998, Canada Gazette, Part II, January 6, 1999, 
applicable with respect to past service events that occur after 1996. 


Subpara. 8304(4)(b)(ii) and para. 8304(4)(c) amended by P.C. 1995-17, subsecs. 5(3) 
and (4), January 11; 1995, Canada Gazette, Part Il, January 25, 1995. Subpara. 
8304(4)(b)(ii) is applicable with respect to past service benefits that become provided 
after April 5, 1994 and para. 8304(4)(c) is applicable with respect to past service bene- 
fits that become provided after August 29, 1990. 


(5) Modified PSPA calculation — Where 


(a) lifetime retirement benefits have, as a consequence of a past 
service event, become provided to an individual under a defined 
benefit provision of a registered pension plan in respect of one 
or more qualifying past service periods in relation to the indivi- 
dual and the past service event, and 


(b) the benefits are considered to be attributable to employment 
of the individual with a single employer, 
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the provisional PSPA of the individual with respect to the employer 
that is associated with the past service event is the amount deter- 
mined by the formula 


A+B+C-D 
where 
A is the provisional PSPA that would be determined if 
(a) this subsection did not apply, 


(b) all former benefits in relation to the individual and the 
past service event had ceased to be provided at the time the 
past service event occurred, 


(c) all former benefits in relation to the individual and the 
past service event were considered to be attributable to em- 
ployment of the individual with the employer, and 


(d) the value of C in subsection 8303(3) were nil; 


B is the total of all amounts each of which is a non-vested PA 
amount in respect of the individual and the past service event; 


C is the total of all amounts each of which is a money purchase 
transfer in relation to the individual and the past service event; 
and 


D is the amount of the individual’s qualifying transfers made in 
connection with the past service event. 

Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8300(7) — 

Benefits include contingent benefits; Reg. 8303(6) — Meaning of qualifying transfers. 


History: Subsec. 8304(5) amended by P.C. 1998-2256, subsec. 7(2), December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable to the determination of pro- 
visional PSPAs that are associated with past service events that occur after 1997. 


The description of C in subsec. 8304(5) is amended by P.C. 1995-17, subsec. 5(5), 
January 11, 1995, Canada Gazette, Part 11, January 25, 1995, applicable with respect to 
past service events occurring after August 29, 1990. 


(5.1) Definitions for subsection (5) — For the purpose of sub- 
section (5), where 


(a) lifetime retirement benefits (in this subsection referred to as 
“past service benefits”) have, as a consequence of a past service 
event occurring at a particular time, become provided to an indi- 
vidual under a defined benefit provision of a registered pension 
plan in respect of a period that 


(i) immediately before the particular time, was not pensiona- 
ble service of the individual under the provision, and 


(ii) is, or was, pensionable service of the individual under an- 
other defined benefit provision (in this subsection referred to 
as the “former provision”) of a registered pension plan, 


(b) either 
(i) the individual has not, at any time after 1996 and before 
the particular time, been a member in relation to the former 
provision, 
(ii) the individual ceased, at the particular time, to be a mem- 
ber in relation to the former provision, or 


(iii) the past service event is a certifiable past service event 
and the individual is to cease being a member in relation to 
the former provision no later than 90 days after the day on 
which a certification of the Minister is issued for the pur- 
poses of subsection 147.1(10) of the Act in respect of the 
past service benefits, and 


(c) lifetime retirement benefits to which the individual is or was 
entitled under the former provision in respect of the period have 
not been taken into account under subsection (5) as former bene- 
fits in determining a provisional PSPA of the individual that is 
associated with any other past service event, 


the following rules apply: 
(d) the period is a qualifying past service period in relation to the 
individual and the past service event, 


(e) lifetime retirement benefits to which the individual is or was 
entitled under the former provision in respect of the period are 
former benefits in relation to the individual and the past service 
event, 
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(f) where subsection 8301(8) has applied in respect of the deter- 
mination of a pension credit of the individual under the former 
provision with respect to an employer for a year that includes 
any part of the period, the amount determined by the formula 


A-B 
is a non-vested PA amount in respect of the individual and the 
past service event, where 


A is the amount that would have been the individual’s pension 
credit under the former provision for the year with respect to 
the employer if subsection 8301(8) had not applied, and 


Bis the individual’s pension credit under the former provision 
for the year with respect to the employer, and 


(g) the amount determined by the formula 


A-B 
is a money purchase transfer in relation to the individual and the 
past service event, where 


A is the total of all amounts each of which is 


(i) an amount that was transferred, at or before the partic- 
ular time, on behalf of the individual from the former pro- 
vision to a registered retirement savings plan, a registered 
retirement income fund, a money purchase provision of a 
registered pension plan or a defined benefit provision of a 
registered pension plan that was, at the time of the trans- 
fer, a specified multi-employer plan, or 


(ii) an amount that is to be paid or otherwise. made availa- 
ble under the former provision with respect to the indivi- 
dual after the particular time, other than an amount that is 
to be transferred to fund the past service benefits or paid 
directly to the individual, 


to the extent that the amount can reasonably be considered to 
be attributable to benefits in respect of the portion of the pe- 
riod that is after 1989, and 


B_ is the total of all amounts each of which is, in respect of an 
employer with respect to which a provisional PSPA of the 
individual that is associated with the past service event is de- 
termined under subsection (5), the amount, if any, by which 


(i) the portion of the value determined for B in subsection 
8303(3), for the purpose of determining the individual’s 
provisional PSPA with respect to the employer, that can 
reasonably be considered to be attributable to benefits 
provided in respect of the period 


exceeds 


(ii) the portion of the value determined for A in subsec- 
tion 8303(3), for the purpose of determining the indivi- 
dual’s provisional PSPA with respect to the employer, 
that can reasonably be considered to be attributable to be- 
nefits provided in respect of the period. 

Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 


to be RRSP for purposes of regulations; ITA 257 — Negative amounts in formulas; 
Reg. 8300(7) — Benefits include contingent benefits. 


History: Subsec. 8304(5.1) added by P.C. 1998-2256, subsec. 7(2), December 16, 
1998, Canada Gazette, Part Il, January 6, 1999, applicable to the determination of pro- 
visional PSPAs that are associated with past service events. that occur after 1997. 


(6) Reinstatement of pre-1997 benefits — Where lifetime re- 
tirement benefits have, as a consequence of a past service event, 
become provided to an individual under a defined benefit provision 
of a registered pension plan in respect of a period that 


(a) was previously pensionable service of the individual under 
the provision, 


(b) ceased to be pensionable service of the individual under the 
provision as a consequence of the individual ceasing before 
1997 to be a member in relation to the provision, and 


(c) has not, at any time after 1996 and before the past service 
event, been pensionable service of the individual under a defined 
benefit provision of a registered pension plan, 
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each provisional PSPA of the individual that is associated with the 
past service event shall be determined as if all benefits provided to 
the individual under the provision before 1997 in respect of the pe- 
riod had been provided to the individual under another defined ben- 
efit provision of a registered pension plan in relation to which the 
individual has not, at any time after 1996, been a member. 

History: Subsec. 8304(6) amended by P.C. 1998-2256, subsec. 7(2), December 16, 


1998, Canada Gazette, Part Il, January 6, 1999, applicable to the determination of pro- 
visional PSPAs that are associated with past service events that occur after 1997. 


(7) Two or more employers — Where 


(a) lifetime retirement benefits (in this subsection referred to as 
“past service benefits”) provided to an individual under a de- 
fined benefit provision of a registered pension plan as a conse- 
quence of a*past service event are attributable to employment of 
the individual with two or more employers (each of which is, in 
this subsection, referred to as a “current employer”), and 


(b) subsection (5) would, but! for paragraph (5)(b), apply in re- 
spect of the determination of each provisional PSPA of the indi- 
vidual that is associated with the past service event, 


each such provisional PSPA shall be determined in accordance with 
the formula set out in subsection (5), except that 


(c) in determining the amount A, 


(i) the former benefits of the individual shall be considered to 
be attributable to employment of the individual with the indi- 
vidual’s current employers, and 


(ii) the portion of the former benefits attributable to employ- 
ment with each current employer shall be determined by the 
administrator of the pension plan under which the past ser- 
vice benefits are provided in a manner that is consistent with 
the association of the past service benefits with each current 
employer, 
(d) the amounts B and C shall be included in computing only 
one provisional PSPA of the individual, as determined by: the 
administrator of the pension plan under which, the past service 
benefits are provided, and 


(e) the amount D that is deducted in computing the ipokividtial’ S 
provisional PSPA with respect..to a; particular employer shall 
equal such portion of the individual’s, qualifying transfers. made 
in connection with the past service event as is not. deducted in 
computing the provisional PSPA of the individual with respect 
to any other employer. 

Related Provisions: Reg. 8303(6) — Meaning of qualifying transfers. 

History: Para. 8304(7)(b) amended by P.C. 1998-2256, subsec. 7(3), December 16, 


1998, Canada Gazette, Part Il, January 6, 1999, applicable to the determination of pro- 
visional PSPAs that are associated with past service events that occur after 1997. 


(8) [Repealed] 


History: Subsec. 8304(8) repealed by P.C: 1998-2256, subsec. 7(4), December 16, 
1998, Canada Gazette, Part II, January 6,.1999; applicable to the determination of pro- 
visional PSPAs that are associated with past service events that occur after 1997. 


(9) Specified multi-employer plans — Except in subparagraph 
(4)(b)(i), a reference in this section to a defined benefit provision of 
a registered pension plan at any time does not, unless expressly pro- 
vided, include a defined benefit provision of a plan that is, at. that 
time, a specified multi-employer plan. 


Definitions [Reg. 8304]: “amount” — ITA 248(1); “associated” — ITA 256; “bene- 
fits” — Reg. 8300(7); “calendar year” — Interpretation Act 37(1)(a); “certifiable past 
service event” — Reg. 8300(1); “contribution” — Reg. 8300(8), 8302(11), (12); “cur- 
rent employer’ — Reg. 8304(5)(c), \(7)(a); “current provision’ — Reg. 8304(1)(b), 
(2)(b), (5)(a); “deferred profit sharing plan” —ITA 147(1), 248(1); “defined benefit 
provision” — Reg. 8304(9); “employer”, “employment” — ITA 248(1); “former bene- 
fits” — Reg. 8304(5)(d), (5.1)(e); “former provision” — Reg. 8304(1)(a), (2)(a), 
(5)(a)(ii), (5.1)(a)Gi); “individual” —ITA 248(1); Hivetime retirement benefits” — 
Reg, 8304(5)(c),, (5.1)(a); “Minister” —1ITA_ 248(1); “past: service benefits” — Reg. 
8304(3), (5.1)(a), (7)(a); “past service event” — Reg. 8300(1): “pension credit”? — 
Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “provision” — Reg. 8300(12)(c); “provi- 
sional PSPA” — Reg. 8303(2), (3), 8308(4)(e); “qualifying transfers” — Reg. 8303(6); 
“registered pension plan” —ITA 248(1); “registered retirement income fund” — ITA 
146.3(1), 248(1); “registered retirement savings plan” —ITA 146(1), (21.2), 248(1); 
“specified multi-employer plan” —ITA 147.1(1), Reg. 8510(2), (3); “writing” — In- 
terpretation Act 35(1). 
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Interpretation Bulletins [Reg. 8304]: IT-124R6: Contributions to registered retire- 
ment savings plans. 


8304.1 Pension adjustment reversal — (1) Total pension 
adjustment reversal — For the purpose of subsection 248(1) of 
the Act, an individual’s “total pension adjustment reversal” for a 
calendar year means the total of all amounts each of which is the 
pension adjustment reversal (in this Part and Part LXXXIV referred 
to.as “PAR”) determined in connection with the individual’s termi- 
nation in the year from a deferred profit sharing plan or from a ben- 
efit provision of a registered pension plan. 

Related Provisions: Reg. 8304.1(2) — Termination during 1997 deemed to be in 
1998; Reg. 8311 — PAR rounded to nearest dollar. 


Forms: RC4137; Pension adjustment reversal guide; T4104: Past service pension ad- 
justment guide. 


(2) Termination in 1997 — For the purpose of subsection (1) and 
the description of R in paragraph 8307(2)(b), where an individual 
terminates in 1997 from a deferred profit sharing plan or from a 
benefit. provision of a registered, pension plan, the termination is 
deemed to have occurred in 1998. 


Related Provisions: Reg. 8311 — PAR rounded to nearest dollar. 


(3) PAR — deferred profit sharing plan — For the purposes of 
this Part and Part LXXXIV and subject to subsection) (12), an indi- 
vidual’s PAR determined in connection with the individual’s termi- 
nation from a deferred profit sharing plan is 


(a) if the conditions in subsection (13) are satisfied with respect 
to the termination, the total.of all amounts each of which isan 
amount 


(i) included in determining a pension credit of the individual 
under the plan, and 


(ii) to which the individual has ceased, at or before the time 
of the termination, to have any rights, 


but does not include, any amount to which a spouse, or common- 
law partner or former spouse or common-law partner of the indi- 
vidual has acquired rights as a consequence of a breakdown of 
their marriage or common-law partnership; and 


(b) in any. other case, nil. 
Related Provisions: Reg. 8311 — PAR rounded to nearest dollar. , 


(4) PAR — money purchase provision — For the purposes of 
this Part and Part LXXXIV ‘and subject to subsection (12), an indi- 
vidual’s PAR determined in connection with the individual’s termi- 
nation from a money purchase provision of a registered pension 
plan is 


(a) if the conditions in subsection (14) are satisfied with respect 
to the termination, the total of all amounts each of which is an 
amount 


(1) included in determining a pension credit of the individual 
under the provision, and 


(ii) to which the individual has ceased, at or before the time 
of the termination, to. have any nights, 


but does not include any. amount to which a spouse or common- 
law partner or former spouse or common-law partner of the indi- 
vidual has acquired rights as a consequence of a breakdown of 
their marriage or common-law partnership; and 
(b).in any other case, nil. 
Related Provisions: Reg. 8500(8)(c) — Non-member benefits ignored in determin- 
ing pension adjustment; Reg. 8311 — PAR rounded to nearest dollar. 


(5) PAR — defined benefit provision — For the purposes of 
this.Part and Part LXXXIV and subject to subsections (6) and (12), 
an individual’s PAR determined in connection with the individual’ s 
termination from a defined benefit provision of a registered pension 
plan is 
(a) where the conditions in subsection (14) are satisfied.with re- 
spect to the termination, the amount determined by the formula 


A+B=+C-D 
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where 


A is the total of all amounts each of which is, in respect of a 
particular year that is the year in which the termination oc- 
curs or that is a preceding year, the lesser of 


(i) the total of all amounts each of which is the pension 
credit of the individual under the provision for the partic- 
ular year with respect to an employer, and 


(ii) the RRSP dollar limit for the year following the par- 
ticular year, 


Bis the total of all amounts each of which is the portion of the 
grossed-up amount of a provisional PSPA (other than a pro- 
visional PSPA determined in accordance with subsection 
8303(8)) of the individual that is associated with a past ser- 
vice event occurring before the time of the termination that 
can reasonably be considered to be attributable to benefits 
provided under the provision, 


C is the total of all amounts each of which is a specified distri- 
bution made in respect of the individual and the provision at 
or before the time of the termination, and 


D is the total of all amounts each of which is a PA transfer 
amount in relation to the individual’s termination from the 
provision; and 


(b) in any other case, nil. 


Related Provisions: ITA 257—Negative amounts in formulas; Reg. 
8300(11)(c) — Deemed specified distribution; Reg. 8304.1(6) — Defined benefit pen- 
sion credits; Reg. 8304:1(7) — Meaning of grossed-up amount of provisional PSPA; 
Reg. 8304.1(8) — Meaning of specified distribution; Reg. 8304.1(10) — PA transfer 
amount; Reg. 8304.1(11) — Special 1997 PA transfer amount; Reg. 8304.1(14) — Ter- 
minations conditions; Reg. 8500(8)(c) — Non-member benefits ignored in determining 
pension adjustment. 


(6) Defined benefit pension credits — For the purpose of sub- 
paragraph (i) of the description of A in paragraph (5)(a), in deter- 
mining an individual’s PAR in connection with the individual’s ter- 
mination from a defined benefit provision of a registered pension 
plan, 


(a) the individual’s pension credits under the provision for the 
year in which the termination occurs shall be determined with- 
out regard to benefits provided after the time of the termination; 
and 


(b) the individual’s pension credits under the provision for each 
year in which the plan was a specified multi-employer plan are 
deemed to be nil. 


(7) Grossed-up PSPA amount — For the purposes of the de- 
scriptions of B in subsection 8303(7.1) and paragraph (5)(a), the 
grossed-up amount of an individual’s provisional PSPA with re- 
spect to an employer that is associated with a past service event is 
the amount that would be the provisional PSPA if 


(a) the values of C and D in subsections 8303(3) and 8304(5) 
were nil; and 


(b) the words “at the time the past service event occurred” in 
paragraph (b) of the description of A in subsection 8304(5) were 
read as “immediately before the time the past service event 
occurred”. 


(8) Specified distribution — For the purpose of the description 
of C in paragraph (5)(a), an amount paid under a defined benefit 
provision of a registered pension plan with respect to an individual 
is a specified distribution made in respect of the individual and the 
provision at the time it is paid, except to the extent that 


(a) it can reasonably be considered to be a payment of benefits 
in respect of any period before 1990; 


(b) it is transferred to another registered pension plan (other than 
a plan that is, at the time of the transfer, a specified multi-em- 
ployer plan) in accordance with subsection 147.3(3) of the Act; 


(c) it is transferred to another defined benefit provision of the 
plan where the transfer would, if the provision and the other pro- 
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vision were in separate registered pension plans, constitute a 

transfer in accordance with subsection 147.3(3) of the Act; 

(d) it is a payment in respect of an actuarial surplus; 

(e) it is 
(i) a return of contributions made by the individual under the 
provision, where the contributions are returned pursuant to 
an amendment to the plan that also reduces the future contri- 
butions that would otherwise be required to be made under 


the provision by members of the plan and that does not re- 
duce benefits provided under the provision, or 


(ii) a payment of interest in respect of contributions that are 
returned as described in subparagraph (i); 


(f) it can reasonably be considered to be a payment of benefits 
provided in respect of a period throughout which the plan was a 
specified multi-employer plan; or 

(g) it can reasonably be considered to be a payment of benefits 
provided in respect of a period throughout which the individual 
was employed outside Canada, where the benefits became pro- 
vided as a consequence of a past service event in respect of 
which the Minister had consented to the application of subsec- 
tion 8303(10) for the purpose of determining the individual’s 
provisional PSPAs. 


Related Provisions: Reg. 8304.1(9) — Property made available deemed to be paid; 
Reg. 8304.1(15) — Marriage breakdown — benefits acquired by spouse. 


(9) Property made available — Where property held in connec- 
tion with a particular defined benefit provision of a pension plan is 
made available at any time to provide benefits with respect to an 
individual under another benefit provision of a pension plan, sub- 
section (8) applies as if the amount of the property had been paid 
under the particular provision at that time with respect to the 
individual. 


(10) PA transfer amount — Where 


(a) an individual has terminated, at a particular time after 1996, 
from a defined benefit provision (in this subsection referred to as 
the “former provision”) of a registered pension plan, 


(b) lifetime retirement benefits (in this subsection referred to as 
the “past service benefits”) have, as a consequence of a past ser- 
vice event occurring at or before the particular time, become 
provided to the individual under another defined benefit provi- 
sion of a registered pension plan in respect of a period that is or 
was pensionable service of the individual under the former pro- 
vision, and 


(c) lifetime retirement benefits to which the individual is or was 
entitled under the former provision in respect of the period have, 
under subsection 8304(5), been taken into account as former be- 
nefits in determining a provisional PSPA of the individual that is 
associated with the past service event, 


for the purposes of subsection 8406(5) and the description of D in 
paragraph (5)(a), the lesser of 


(d) the portion of the value determined for A in subsection 
8303(3), for the purpose of determining the provisional PSPA, 
that can reasonably be considered to be attributable to the past 
service benefits, and 


(e) the portion of the value determined for B in subsection 
8303(3), for the purpose of determining the provisional PSPA, 
that can reasonably be considered to be attributable to the former 
benefits 


is a PA transfer amount in relation to the individual’s termination 
from the former provision. 

Related Provisions: Reg. 8300(7) — Benefits include contingent benefits; Reg. 
8304.1(11) — Special 1997 PA transfer amount. 

(11) Special 1997 PA transfer amount — Where 


(a) an individual has terminated, at a particular time in 1997, 
from a particular defined benefit provision of a registered pen- 
sion plan, 
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(b) lifetime retirement benefits (in this subsection referred to as 
the “past service benefits”) have, as a consequence of a past ser- 
vice event that occurred after the particular time and before 
1998, become provided to the individual. under the particular 
provision, or under another defined benefit provision of a regis- 
tered pension plan, in respect of a period that was previously 
pensionable service of the individual under the particular provi- 
sion, and 


(c) lifetime retirement benefits to which the individual was pre- 
viously entitled under the particular provision in respect of the 
period have, under subsection 8304(5), been taken into account 
as former benefits in determining a provisional PSPA of the in- 
dividual that is associated with the past service event, 


for the purposes of subsection 8406(5) and the description of D in 
paragraph (5)(a), the lesser of 


(d) the portion of the value determined for A in subsection 
8303(3), for the purpose of determining the provisional PSPA, 
that can reasonably be considered to be attributable to the past 
service benefits, and 


(e) the portion of the value determined for B in subsection 
8303(3), for the purpose of determining the provisional PSPA, 
that can reasonably be considered to be attributable to the former 
benefits 


is a PA transfer amount in relation to the individual’s termination 
from the particular provision at the particular time. 


Related Provisions: Reg. 8300(7) — Benefits include contingent benefits. 


(12) Subsequent membership — Where an_ individual has 
ceased at a particular time to be a member in relation to a deferred 
profit sharing plan or a benefit provision of a registered pension 
plan and subsequently becomes a member in relation to the plan or 
the provision, as the case may be, the following rules apply in deter- 
mining the individual’s PAR in connection with any subsequent ter- 
mination from the plan or the provision, as the case may be: 


(a) in the case of a deferred profit sharing plan or money 
purchase provision, any amounts included in a pension credit of 
the individual under the plan or provision because of an alloca- 
tion to the individual before the particular time shall be’ disre- 
garded; -and 


(b) in the case of a defined benefit provision, 


(i) the value of A in paragraph (5)(a) shall be determined 
without regard to any pension credit, or portion of a pension 
credit, that is attributable to benefits provided under the pro- 
vision before the particular time, 


(ii) the. value of B in paragraph (5)(a) shall be determined 
without regard to any provisional PSPA that is associated 
with a past service event that occurred before the particular 
time, and 


(iii) the value of C in paragraph (5)(a) shall be determined 
without regard to any specified distribution (as defined in 
subsection (8)) made at or before the particular time. 


(13) Termination conditions — deferred profit sharing 
plan — For the purpose of paragraph (3)(a), the conditions with re- 
spect to an individual’s termination froma deferred profit sharing 
plan are the following 


(a) the termination occurs after 1996 and otherwise than because 
of death; and 

(b) no payments described in subparagraph 147(2)(k)(v) of the 
Act have been made out of or under the plan with respect to the 
individual. 


(14) Termination conditions — registered pension plan — 
For the purposes of paragraphs (4)(a) and (5)(a), the conditions with 
respect to an individual’s termination from a benefit provision of a 
registered pension plan are the following: 


(a) the termination occurs after 1996 and otherwise than because 
of death; and 
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(b) no retirement benefits have been paid under the provision 
with respect to the individual (other than retirement benefits 
paid with respect’ to the individual’s spouse or common-law 
partner or former spouse or common-law partner as a conse- 
quence of a breakdown of their marriage or common-law 
partnership). 


Related Provisions: Reg. 8300(11)(b) — Termination conditions deemed not 
satisfied. 


(15) Breakdown of marriage or common-law partner- 
ship — Where 


(a) before a member terminates from a defined benefit provision 
of a registered pension plan, there has been a breakdown of the 
member’s marriage or common-law partnership, and 


(b) as a consequence of the breakdown, 


(i) the member has ceased to have rights to all or a portion of 
the benefits provided under the provision with respect to the 
member, and 


(ii) an individual who is the member’s spouse or common- 
law partner or former spouse or common-law partner has ac- 
quired rights under the provision in respect of those benefits, 


for the purpose of subsection (8), 


(c) any amount paid under the provision with respect to the 
rights acquired by the individual (other than a single amount 
paid under the provision at or before the time of the member’s 
termination in full satisfaction of the rights acquired by the indi- 
vidual) is deemed not to have been paid with respect to the 
member, and 


(d) unless a single amount has been paid under the provision at 
or before the time of the member’s termination in full satisfac- 
tion of the rights acquired by the individual, a single amount 
equal to the present value (at the time the member terminates 
from the provision) of the benefits to which the member has 
ceased to have rights as a consequence of the breakdown is 
deemed to have been paid to the member at that time under the 
provision in full satisfaction of those benefits. 


History: Paras. 8304.1(3)(a), (4)(a), the heading before subsec. (15), and subpara. 
(15)(b)@i) amended by P.C. 2001-957, s. 7, May 31, 2001, Canada Gazette, Part II, 
June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and a person have 
jointly elected pursuant to s. 144 of the Modernization of Benefits and Obligations Act 
(S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, the amendment 
applies to the taxpayer and the person in respect of the applicable taxation year et seq. 


The word “marriage” replaced with “marriage or common-law partnership” in paras. 
8304.1(14)(b) and (15)(a), and the words “the spouse” with “the individual” in paras. 
(15)(c) and (d), by the said P.C. 2001-957, s. 13, applicable as above. 


The words “spouse or former spouse” replaced with “spouse or common-law partner or 
former spouse or common-law partner” in para. 8304.1(14)(b), by the said P.C. 2001- 
957, para. 15(b), applicable as above. 


S. 8304.1 added by P.C. 1998-2256, s. 8, December 16, 1998, Canada Gazette, Part Il, 
January 6, 1999, applicable after 1996. 


Definitions [Reg. 8304.1]: “amount” — Reg. 8304(16)(c), (d); “annuity” — ITA 
248(1); “associated” — ITA 256; “calendar year” — Interpretation Act 37(1)(a); “Can- 
ada” — ITA 255, Interpretation Act 35(1); “common-law partnership” —ITA 248(1); 
“contribution” — Reg. 8300(8), 8302(11), (12); “deferred profit sharing plan” — ITA 
147(1), 248(1); “employed”, “employer” — ITA 248(1); “excess money purchase off- 
set”? — Reg. 8304.1(12); “former provision” — Reg. 8304.1(10)(a); “grossed-up 
amount” — Reg. 8304.1(7); “individual” —ITA 248(1);. “lifetime retirement bene- 
fits’ —Reg. 8304(5)(c); “Minister” —ITA 248(1); “offset provision” — Reg. 
8304.1(12)(b); “PA transfer amount” — Reg. 8304.1(10), (11); “PAR” — Reg. 
8304.1(1), (3)-(6); “past service benefits” — Reg. 8304.1(10)(b), (11)(b); “past service 
event” — Reg. 8300(1); “pension adjustment” — Reg. 8308(5)(c), 8308(8); “pension 
credit” — Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “property” — ITA 248(1); “provi- 
sional PSPA” — Reg. 8303(2), (3), 8308(4)(e); “registered pension plan” —ITA 
248(1); “registered retirement income fund” —ITA 146.3(1), 248(1); “registered re- 
tirement savings plan”, “RRSP dollar limit” — ITA 146(1), 248(1); “specified distribu- 
tion” —Reg. 8304.1(8); “specified multi-employer plan” —ITA 147.1(1), Reg. 
8510(2), (3); “spouse” — Reg. 8304.1(16)(b)(ii); “termination” — Reg. 8304.1(2), 
(15). 


Forms [Reg. 8304.1]: RC4137: Pension adjustment reversal guide. 


8305. Association of benefits with employers — (1) Where, 
for the purposes of this Part, it is necessary to determine the portion 
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of an amount of benefits provided with respect to a member of a 
registered pension plan under a defined benefit provision of the plan 
that is attributable to the member’s employment with a particular 
employer, the following rules apply, subject to subsection 8308(7): 


(a) the determination shall be made by the plan administrator; 


(b) benefits provided as a consequence of services rendered by 
the member to an employer who participates in the plan shall be 
regarded as attributable to employment with that employer, 
whether the benefits become provided at the time the services 
are rendered or at a subsequent time; and 


(c) the determination shall be made in a manner that 
(i) is reasonable in the circumstances, 
(ii) is not inconsistent with such determinations made previ- 
ously, and 


(iii) results in the full amount of benefits being attributed to 
employment with one or more employers who participate in 
the plan. 


(2) Where the administrator of a registered pension plan does not 
comply with the requirements of subsection (1) in connection with 
the determination of an amount under this Part at any time, 


(a) the plan becomes, at that time, a revocable plan; and 


(b) the Minister shall make any determinations referred to in 
subsection (1) that the administrator fails to make, or fails to 
make in accordance with that subsection. 
Definitions [Reg. 8305]: “amount”, “employer”, “employment”, “Minister”, “ 
tered pension plan” — ITA 248(1). 


regis- 


8306. Exemption from certification — (1) For the purposes of 
subsection 147.1(10) of the Act as it applies in respect of a past 
service event and the benefits provided under a defined benefit pro- 
vision of a registered pension plan with respect to a particular mem- 
ber of the plan, a certification of the Minister is not required where 


(a) each provisional PSPA of the member that is associated with 
the past service event is nil; 


(b) the conditions in subsection (2) or (3) are satisfied; 


(c) the conditions in subsection (2) or (3) are substantially satis- 
fied and the Minister waives in writing the requirement for 
certification; 


(c.1) paragraph 8303(5)(f.1) was applicable in determining the 
provisional PSPA of the member that is associated with the past 
service event; or 


(d) the past service event is deemed by paragraph 8304(3)(b) to 
have occurred immediately after the end of 1990. 
History: Para. 8306(1)(c.1) added by P.C. 2005-1508, s.. 19, August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable in respect of past service events that 
occur after 2005. It also applies in respect of past service events that occur after 2003 
and before 2006 if the value of the fixed rate immediately before the past service event 
was equal to or greater than $1,715. 


(2) The following are conditions for the purposes of paragraphs 
(1)(b) and (c) and 8303(5)(g): 


(a) there are more than 9 active members under the provision, 


(b) no more than 25 per cent of the active members under the 
provision are specified active members under the provision; 


(c) for all or substantially all of the active members under the 
provision, the amount of lifetime retirement benefits accrued 
under the provision has increased as a consequence of the past 
service event; 


(d) where there is a specified active member under the 
provision; 
(i) the amounts C and D in subparagraph (ii) are greater than 
nil, and 


(ii) the amount determined by the formula A/C does not ex- 
ceed the amount determined by the formula B/D 


Income Tax Regulations 


where 


A is the aggregate of all amounts each of which is the 
amount of lifetime retirement benefits accrued under the 
provision, immediately after the past service event, to a 
specified active member under the provision, 


B is the aggregate of all amounts each of which is the 
amount of lifetime retirement benefits accrued under the 
provision, immediately after the past service event, to an 
active member (other than a specified active member) 
under the provision, 


C is the aggregate of all amounts each of which is the 
amount of lifetime retirement benefits accrued under the 
provision, immediately before the past service event, to a 
specified active member under the provision, and 


D is the aggregate of all amounts each of which is the 
amount of lifetime retirement benefits accrued under the 
provision, immediately before the past service event, to 
an active member (other than a specified active member) 
under the provision; and 


(e) the benefits provided under the provision as a consequence 
of the past service event to members of the plan who are not 
active members under the provision are not more advantageous 
than such benefits provided to active members under the 
provision. 


Related Provisions: Reg. 8306(4) — Meaning of active member and specified ac- 
tive member. 


(3) The following are conditions for the purposes of paragraphs 
(1)(b) and (c): 


(a) the past. service event. consists of the establishment of the 
provision; 


(b) there are more than 9 active members under the provision; 


(c) no more than 25 per cent of the active members under the 
provision are specified active members under the provision; 


(d) the member is not a specified active member under the 
provision; 
(e) if the member is not an active member under the provision, 


for each of the 5 years immediately preceding the calendar year 
in which the past service event occurs, 


(i) the member was not connected at any time in the year 
with an employer who participates in the plan, and 


(ii) the aggregate of all amounts each of which is the remu- 
neration of the member for the year from an employer who 
participates in the plan did not exceed 2'/2 times the Year’s 
Maximum Pensionable Earnings for the year; and 


(f) the aggregate of all amounts each of which is a provisional 
PSPA of the member associated with the past service event does 
not exceed 7/2 of the money purchase limit for the year in which 
the past service event occurs. 


Related Provisions: Reg.-8306(4) — Meaning of active member and specified ac- 
tive member. 


(4) For the purposes of this section as it applies in respect of a past 
service event, 


(a) a member of a pension plan is an active member under a 
defined benefit provision of the plan if 


(i) lifetime retirement benefits accrue under the provision to 
the member in respect of a period that immediately follows 
the time the past service event occurs, or 


(ii) the member is entitled, immediately after the time the 
past service event occurs, to lifetime retirement benefits 
under the provision in respect of a period before that time 
and it is reasonable to expect, at that time, that lifetime retire- 
ment benefits will accrue under the provision to the member 
in respect of a period after that time; and 
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(b) an active member under a defined benefit provision ofa pen- 
sion plan is a specified active member under the provision if 


(i) the member is connected, at the time of the past service 
event, with an employer who participates in the plan, or 


(ii) it is reasonable to expect, at the time of the past service 
event, that the aggregate of all amounts each of which is the 
remuneration of the member for the calendar year in which 
the past service event occurs from an employer who partici- 


pates in the plan will exceed 2'/ times the Year’s Maximum _ 


Pensionable Earnings for the year. 
Related Provisions: Reg. 8300(7) — Benefits include contingent benefits. 


Definitions [Reg. 8306]: “active member” — Reg. 8306(4)(a); “amount” —ITA 
248(1); “associated” — ITA 256; “benefits” — Reg. 8300(7); “calendar year’” — Inter- 
pretation Act 37(t)(a); “employer” — ITA 248(1); “lifetime retirement benefits”: — 
Reg. 8304(5)(c); “Minister” —ITA 248(1); “money purchase limit” — ITA 147.1(1), 
248(1); “past service: event” — Regi, 8300(1);, “provisional PSPA” — Reg. 8303(2), 
(3), 8308(4)(e);, “registered pension plan” —ITA 248(1); “specified active. mem- 
ber” — Reg. 8306(4)(b); “writing” — Interpretation Act 35(1). 

Forms: 1215: Past service pension adjustments exempt from certification; T215 Seg- 


ment; T215 Summ: Summary of past service pension a pee exempt from 
certification. 


8307. Certification in respect of past service events — (1) — 


Application for certification — Application fora certification 
of the Minister for the purposes of subsection 147.1(10)' of the Act 
shall. be made in prescribed form. by the administrator of the regis- 
tered pension plan to which the certification relates. 


Forms: T1004: Applying for the certification of a provisional:PSPA: 


(2) Prescribed condition — For the purposes of subsection 
147.1(10) of the Act in respect of a past service event and benefits 
with respect to a particular member of a registered pension plan, the 
prescribed condition is that, at the particular time the Minister is- 
sues the certification, 


(a) the aggregate of all amounts each of ‘which is' the member’s 
provisional PSPA with respect to an employer associated with 
the past service event 


does not exceed 
(b) the amount determined by the formula 


$8,000+ A+B+C—-D+R 
where 


A is the member’s unused RRSP deduction room at the end of 
the year immediately preceding the calendar year (in this par- 
agraph referred to as the “particular year’’) that includes the 
particular time, 


B is the amount of the member’s qualifying withdrawals made 
for the purposes of the certification, determined as of the par- 
ticular time, 


C is the amount of the member’s PSPA withdrawals for the 
particular year, determined as of the particular time, and 


D is the aggregate of all amounts each of which is the accumu- 
lated PSPA of the member for the particular year with re- 
spect to an employer, determined as of the particular time. 


R_ is the total.of all amounts each of whichis a PAR. determined 
in connection with the individual’s termination in the particu- 
lar year from a deferred profit sharing plan, or from a benefit 
provision of a registered pension plan, and in respect of 


which an information return has been filed under section 


8402.01 with the Minister before the particular time. 
Related Provisions: ITA 257 — Negative amounts in formulas;, Reg. 8304.1(2) — 
Termination during 1997 deemed to be in 1998; Reg. 8307(3) — Meaning of qualify- 
ing withdrawals; Reg. 8307(5) — PSPA withdrawals. 

History: The formula amended, and the description of R added, in para. 8307(2)(b) by 
P.C. 1998-2256, subsecs. 9(1), (2), December 16, 1998, Canada Gazette, Part II, Janu- 
ary 6; 1999, applicable to, the 1998.and subsequent calendar years, 


(3) Qualifying withdrawals — For the purposes of paragraph 
(5)(a) and the description of B in paragraph (2)(b), the amount of an 
individual’s qualifying withdrawals made for the purposes of a cer- 
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tification ‘in respect of a past service event, determined as of a par- 
ticular time, is the lesser of 


(a) the aggregate of all amounts each of which is‘such portion of 
an amount withdrawn by the individual from a registered retire- 
ment savings plan under which the individual was the annuitant 
(within the meaning assigned by subsection 146(1) of the Act) at 
the time of the withdrawal as 


(i) is eligible, pursuant to subsection (4); to be designated for 
the purposes of the certification, and 


(ii): is designated by the individual for the purposes of the 
certification ‘by filing a prescribed form containing pre- 
scribed information with the Minister before the particular 
time,’ and 


(b) the amount, if any, by which 
(i) the aggregate of all amounts each of which is the provi- 


sional PSPA of the individual with respect to an employer 
associated with the past service event 


exceeds 


(ii). the amount, positive or negative, determined by. the 
formula 


A+C-D+4+R 


where A, C, D.and R have the same values as they have at 
the particular time for the purposes of the formula in para- 
graph (2)(b). 
Related Provisions: ITA 146(21.2) — Saskatchewan Penson Plan account deemed 
to be RRSP for purposes of regulations; ITA 257 — Negative amounts in formulas. 


History: Subpara, 8307(3)(b)(ii) amended to add formula element. R by P.C. 1998- 
2256, subsec. 9(3), December 16, 1998, Canada Gazette, Part II, January 6, 1999, ap- 
plicable to the 1998 and subsequent calendar years. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 
Forms: T1006: Designating an RRSP withdrawal as a qualifying withdrawal. 


(4) Eligibility of withdrawn amount, for designation — An 
amount withdrawn by an individual. from a. registered retirement 
savings plan is eligible to be designated for the purposes of a certifi- 
cation, except to the extent that the following rules provide 
otherwise: 


(a) the amount is not eligible to be designated if the amount was 


(1) withdrawn from a registered retirement savings plan in a 
calendar year other than the year in which the. designation 
would be filed with the Minister or either of the 2 immedi- 
ately preceding ‘calendar years, or 


(ii) withdrawn in circumstances that entitle the individual to 
a deduction under paragraph 60(I) of the Act; and 


(b) the. amount is not eligible to be designated to the extent that 
the amount was 


(i) designated by the individual for the purposes of any other 
certification, or 
(ii), deducted under section 60.2. or subsection 146(8.2) or 
147.3(13.1) of the Act in computing the individual’ s, income 
for any taxation year. 
Related Provisions: ITA 146(21.2) — Saskatchewan. Pension, Plan account deemed 
to be RRSP for purposes of regulations. 


History: Subpara. 8307(4)(b)(ii) amended by. P.C. 2001-153, subsec. 4(1),.January 30, 
2001, Canada Gazette, Part II, February 14, 2001, applicable to 1992 et seq. 


(5)\PSPA withdrawals — For the purposes of the description of 
C in‘paragraph (2)(b) and the description of G in the ‘definition “net 
past service pension adjustment” in subsection 146(1) of the Act, 
the amount. of .an individual’s PSPA withdrawals. for a, calendar 
year, determined. as, of,a particular time, is , 


(a) if the Minister has issued, in the year'and before the’ particu- 
lar time,.a certification for the purposes of subsection 147.1(10) 
of the Act with respect to the individual, the aggregate of all 
amounts each of which is the amount of the individual’s qualify- 
ing withdrawals made for the’ purposes of a certification that the 
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Minister has issued in the year and before the particular time; 
and 


(b) in any other case, nil. 
Related Provisions: Reg. 8307(3) — Meaning of qualifying withdrawals. 


History: The opening words of subsec. 8307(5) amended by P.C. 1998-2256, subsec. 
9(4), December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable after 
1995. 


Interpretation Bulletins: IT-124R6; Contributions to registered retirement savings 
plans. 


(6) Prescribed withdrawal — For the purposes of subsection (7) 
and subsections 146(8.2) and 147.3(13.1) of the Act, a prescribed 
withdrawal is the portion of an amount withdrawn by an individual 
from a registered retirement savings plan under which the indivi- 
dual is the annuitant (within the meaning assigned by subsection 
146(1) of the Act) that is designated in accordance with subpara- 
graph (3)(a)(ii) for the purposes of a certification in respect of the 
individual. 


Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations. 


History: Subsec. 8307(6) amended by P:C. 2001-153, subsec. 4(2), January 30, 2001, 
Canada Gazette, Part Il, February 14, 2001, applicable to 1992 et seq. 

Subsec. 8307(6) added by P.C. 1991-2540, s. 7, December 16, 1991, Canada Gazette, 
Part II, January 15, 1992, applicable after 1990. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans; IT-528: Transfers of funds between registered plans. 


(7) Prescribed premium — For the purpose of subsection 
146(6.1) of the Act, a premium paid by a taxpayer under a regis- 
tered retirement savings plan under which the taxpayer is the annui- 
tant (within the meaning assigned by subsection 146(1) of the Act) 
at the time the premium is paid is a prescribed premium for a partic- 
ular taxation year of the taxpayer where the following conditions 
are satisfied: 


(a) the taxpayer withdrew an amount (in this subsection referred 
to as the “withdrawn amount’) in the particular year from a reg- 
istered retirement savings plan for the purposes of a certification 
in respect of a past service event; 


(b) all or part of the withdrawn amount is a prescribed with- 
drawal pursuant to subsection (6); 


(c) it is subsequently determined that 


(i) as a consequence of reasonable error, the taxpayer with- 
drew a greater amount than necessary for the purposes of the 
certification, or 


(ii) as a consequence of the application of paragraph 
147.1(3)(b) of the Act, it was not necessary for the taxpayer 
to withdraw any amount; 


(d) the premium is paid by the taxpayer in the 12-month period 
immediately following the time at which the determination re- 
ferred to in paragraph (c) is made; 


(e) the amount of the premium does not exceed such portion of 
the withdrawn amount as is a prescribed withdrawal pursuant to 
subsection (6) and is determined to have been an unnecessary 
withdrawal; 


(f) the taxpayer files with the Minister, on or before the day on 
or before which the taxpayer is required (or would be required if 
tax under Part I of the Act were payable by the taxpayer for the 
taxation year in which the taxpayer pays the premium) by sec- 
tion 150 of the Act to file a return of income for the taxation 
year in which the taxpayer pays the premium, a written notice in 
which the taxpayer designates the premium as a recontribution 
of all or any portion of the withdrawn amount; and 


(g) the taxpayer has not designated, pursuant to paragraph (f), 
any other premium as a recontribution of all or any portion of 
the withdrawn amount. 


Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations. 


History: Subsec. 8307(7) added by P.C. 1991-2540, s. 7, December 16, 1991, Canada 
Gazette, Part Il, January 15, 1992, applicable to 1991 et seq. 


Income Tax Regulations 


Definitions [Reg. 8307]: “accumulated PSPA” — Reg. 8303(1)(a), 8303(2); 
“amount” — ITA 248(1); “associated” —ITA 256; “calendar year” — Interpretation 
Act 37(1)(a); “employer”, “individual”, “Minister” —ITA 248(1); “PAR” — Reg. 
8304.1(1), (3)—-(6); “particular year’ — Reg. 8307(2)(b)(A); “past service event” — 
Reg. 8300(1); “prescribed” ITA 248(1); “prescribed withdrawal” — Reg. 8307(6), 
“provisional PSPA” — Reg. 8303(2), (3), 8308(4)(e); “PSPA withdrawal” — Reg. 
8307(5); “qualifying withdrawal” — Reg. 8307(3); “registered pension plan” — ITA 
248(1); “registered retirement savings plan” —ITA 146(1), (21.2), 248(1); “taxation 
year” — ITA 249; “taxpayer” — ITA 248(1); “unused RRSP deduction room” — ITA 
146(1); 248(1); “withdrawn amount” — Reg. 8307(7)(a);. “written” — Interpretation 
Act 35(1)“writing”. 

Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


8308. Special rules — (1) Benefits provided before regis- 
tration — For the purposes of this Part and subsection 147.1(10) of 
the Act, benefits that became provided under a defined benefit pro- 
vision of a pension plan before the day as of which the plan be- 
comes a registered pension plan shall be deemed to have become 
provided as a consequence of an event occurring on that day and 
not to have been provided before that day. 


(2) Prescribed amount for connected persons — Where 
(a) at any particular time in a calendar year after 1990, 


(i) an individual becomes a: member of.a registered pension 
plan, or 


(ii) lifetime retirement benefits commence to accrue to the 
individual under a defined benefit provision of a registered 
pension plan following a period in which lifetime retirement 
benefits did not accrue to the individual, 


(b) the individual is connected at the particular time, or was con- 
nected at any time after 1989, with an employer who participates 
in the plan for the benefit of the individual, 


(c) the individual did not have a pension adjustment for 1990 
that was greater than nil, and 


(d) this subsection did not apply before the particular time to 
prescribe an amount with respect to the individual, 


an amount equal to the lesser of $11,500 and 18% of the indivi- 
dual’s earned income (as defined in subsection 146(1) of the Act) 
for 1990 is prescribed with respect to the individual for the calendar 
year that includes the particular time for the purposes of the de- 
scriptions of B in the definitions “RRSP deduction limit” and “un- 
used RRSP deduction room” in subsection 146(1) of the Act and 
the description of B in paragraph 204.2(1.1)(b) of the Act. 


History; The closing words of subsec. 8308(2) amended by P.C. 2007-849, subsec. 
13(2), May 31, 2007, Canada Gazette, Part Il, June 13, 2007, in force June 13, 2007. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


(3) Remuneration for prior years — Where an individual who 
is entitled to benefits under a defined benefit provision of a regis- 
tered pension plan receives remuneration at a particular time in a 
particular calendar year no part of which is pensionable service of 
the individual under the provision and the remuneration is treated 
for the purpose of determining benefits under the provision as if it 
were remuneration received in one or more calendar years preced- 
ing the particular calendar year for services rendered in those pre- 
ceding years, the following rules apply: 


(a) such portion of the remuneration as is treated under the pro- 
vision as if it were remuneration received in a preceding calen- 
dar year for services rendered in that preceding year shall be 
deemed, for the purpose of determining, as of the particular time 
and any subsequent time, a redetermined benefit entitlement of 
the individual under the provision, to have been received in that 
preceding year for services rendered in that preceding year; and 


(b) the pension credit of the individual for the particular year 
under the provision with respect to an employer is the aggregate 
of 


(i) the amount that would otherwise be the individual’s pen- 
sion credit for the particular year, and 
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(ii) the amount that would, if the payment of the remunera- 
tion were a past service event, be the provisional PSPA (or a 
reasonable estimate thereof determined in a manner accept- 
able to the Minister) of the individual with respect to the em- 
ployer that is, associated with the payment. of the 
remuneration. 


Related Provisions: Reg. 8300(7)) — Benefits include contingent benefits. 


(4) Period of reduced services — retroactive benefits — 
Where, 


(a). as a consequence of a past service event, retirement benefits 
(in this subsection referred to as “retroactive benefits”) become 
provided under a defined benefit provision of a registered pen- 
sion plan (other than a plan that is a specified multi-employer 
plan) to an individual in respect of a period of reduced services 
of the individual, 


(b) the period of reduced services was not, before the past ser- 
vice event, pensionable service of the individual under the provi- 
sion, and 


(c) the past service event occurs on or before April 30 of the 
year immediately following the calendar year in which ends the 
complete period of reduced services of the individual that in- 
cludes the period of reduced services, 


the following rules apply: 


(d) each pension adjustment of the individual with respect to an 
employer for a year before the calendar vear in which the past 
service event occurs shall be deemed to be, and to always have 
been, the aggregate of 


(i) the amount that would otherwise be the individual’s pen- 
sion adjustment with respect to the employer for the year, 
and 


(ii) such portion of the provisional PSPA of the individual 
with respect to the employer that is associated with the past 
service event as may reasonably be considered to be attribu- 
table to the provision of retroactive benefits in respect of the 
year, and 


(e) each provisional PSPA of the individual with respect to. an 
employer that is associated with the past service event shall be 
deemed (except for the purposes of this subsection) to be such 
portion of the amount that would otherwise be the individual’s 
provisional PSPA as may reasonably be considered not to be at- 
tributable to the provision of retroactive benefits. 

Interpretation Bulletins: IT-363R2: Deferred profit sharing plans — deductibility of 

employer contributions and taxation of amounts received by a beneficiary (archived). 


Information Circulars: 98-2: Prescribed compensation for RPPs, paras. 23-25. 


(5) Period of reduced services — retroactive contribu- 
tions — Where 


(a) a contribution (in this subsection referred to as a “retroactive 
contribution”) is made by an individual, or by an employer with 
respect to the individual, under a money purchase provision of a 
registered pension plan in respect of a period in a particular cal- 
endar year that is a period of reduced services of the individual, 
and 


(b) the retroactive contribution is made after the particular year 
and on or before April 30 of the year immediately following the 
calendar year in which ends the complete period of reduced ser- 
vices of the individual that includes the period of reduced 
services, 


the following rules apply: 


(c) each pension adjustment of the individual for the particular 
year with respect to an employer shall be deemed to be, and to 
always have been, the amount that it would have been had the 
retroactive contribution been made at the end of the particular 
year, and 

(d) the retroactive contribution shall be deemed, for the purpose 


of determining pension adjustments of the individual for any 
year after the particular year, to have been made at the end of the 
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particular year and not to have been made at any subsequent 
time. 
Interpretation Bulletins: IT-363R2: Deferred profit sharing plans — deductibility of 
employer contributions and taxation of amounts received by a beneficiary (archived). 


Information Circulars: 98-2: Prescribed compensation for RPPs, paras. 23-25. 


(6) Commitment to make retroactive contributions — 
Where 


(a) an individual enters into a written commitment to make a 
contribution under a money purchase provision of a registered 
pension plan, 


(b) the commitment is made to the administrator of the plan or to 
an employer who participates in the plan, and 


(c) the rules in subsection (5) would apply in respect of the con- 
tribution if the contribution were made at the time at which the 
individual enters into the commitment, 


the following rules apply for the purposes of this Part: 


(d) the individual shall be deemed to have made the contribution 
to the plan at the time at which the individual enters into the 
commitment, 


(e) if the individual subsequently pays all or a part of the contri- 
bution to the plan pursuant to the commitment, the amount paid 
to the plan is, for the purposes of paragraphs 8301(4)(a) and 
(8)(e), a contribution described in this paragraph, 


(f) any contribution that an employer is required to make under 
the money purchase provision conditional on the individual 
making the contribution that the individual has committed to pay 
and in respect of which subsection (5) would apply if the contri- 
bution were made by the employer at the time the individual en- 
ters into the commitment shall be deemed to have been made by 
the employer at that time, and 


(g) if an employer subsequently pays to the plan all or a part of a 
contribution in respect. of which. paragraph (f) applies,. the 
amount paid to the plan is, for the purposes of paragraph 
8301(4)(a), a contribution described in this paragraph. 

History: Paras. 8308(6)(e) and (g) amended by P.C. 1995-17; s».6, January 11,1995, 


Canada Gazette, Part Il, January 25, 1995, applicable with respect to amounts paid to 
registered pension plans after 1989. 


Information Circulars: 98-2: Prescribed compensation for RPPs, paras. 23-25. 


(7) Loaned employees — Where, pursuant to. an arrangement 
between an employer (in this subsection referred to as the “lending 
employer’) who is a participating employer in relation to a pension 
plan and an employer (in this subsection referred to as the “borrow- 
ing employer’) who, but for this subsection, would not be a partici- 
pating employer in relation to the plan, 


(a) an employee of the lending employer renders services to the 
borrowing employer for which the employee receives remunera- 
tion from the borrowing employer, and 


(b) while the employee renders services to the borrowing em- 
ployer, benefits continue to accrue under a defined benefit provi- 
sion of the plan to the employee, or the lending employer contin- 
ues to make contributions under a money purchase provision of 
the plan with respect to the employee, 


the following rules apply: 
(c) for the purpose of the definition “participating employer” ‘in 
subsection 147.1(1) of the Act as it applies in respect of the plan, 
the borrowing employer isa prescribed employer, 


(d) the determination, for the purposes of this Part, of the, portion 
of the employee’s benefit accrual under a defined benefit provi- 
sion of the plan in respect of a year that can reasonably be con- 
sidered to be attributable to the employee’s employment with 
each of the lending and borrowing employers shall be made with 
regard to the remuneration received by the employee for the year 
from each employer, and 


(e) such portion: of the contributions made under a money 
purchase provision of the plan by the lending employer as may 
reasonably be considered to be in respect of the employee’s re- 
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muneration from the borrowing employer shall be deemed, for 
the purposes of this Part, to be contributions made by the bor- 
rowing employer. 
Related Provisions: Reg. 8507(5)E(a) — Additional compensation fraction. 
Registered Pension Plans Technical Manual: §6.4 (loaned employees). 


(8) Successor plans — Notwithstanding any other provisions of 
this Part, other than section 8310, where 


(a) all benefits with respect to an individual under a defined ben- 
efit provision (in this subsection referred to as the “former provi- 
sion”) of a registered pension plan are replaced in a calendar 
year by identical benefits under a defined benefit provision of 
another registered pension plan, 


(b) the replacement of benefits is consequent on a transfer of the 
individual’s employment from one employer (in this subsection 
referred to as the “former employer’) to another employer (in 
this subsection referred to as the “successor employer”), and 


(c) the Minister consents in writing to the application of this 
subsection in respect of that replacement of benefits, 


the individual’s pension adjustments for the year with respect to the 
former employer and the successor employer shall be the amounts 
that they would be if all benefits with respect to the individual 
under the former provision had been attributable to employment 
with the successor employer and not to employment with the former 
employer. 


(9) Special downsizing benefits — Where 


(a) lifetime retirement benefits that do not comply with the con- 
dition in paragraph 8503(3)(a) are provided to an individual 
under a defined benefit provision of a registered pension plan, 
and 


(b) the benefits are permissible only by reason of subsection 
8505(3), 


each pension credit of the individual under the provision and each 
provisional PSPA of the individual shall be determined without re- 
gard to the lifetime retirement benefits. 

Definitions [Reg. 8308]: “amount” — ITA 248(1); “associated” — ITA 256; “bene- 
fits” — Reg. 8300(7); “borrowing employer” — Reg. 8308(7); “calendar year’? — In- 
terpretation Act 37(1)(a); “complete period of reduced services” — Reg. 8300(1); 
“contribution” — Reg. 8300(8), 8302(11), (12); “employee”, “employer”, “employ- 
ment” — ITA 248(1); “former employer’ — Reg. 8308(8)(b); “former provision” — 
Reg. 8308(8)(a); “individual” —ITA 248(1); “lending employer” — Reg. 8308(7); 
“lifetime retirement benefits” — Reg. 8304(5)(c); “Minister” — ITA 248(1); “partici- 
pating employer’ — ITA 147.1(1); “past service event” — Reg. 8300(1); “pension ad- 
justment” — Reg. 8308(5)(c), 8308(8); “pension credit” — Reg. 8301, 8308.1(2)-(4), 
8308.3(2), (3); “period of reduced services” — Reg. 8300(1); “prescribed” — ITA 
248(1); “provisional PSPA” — Reg. 8303(2), (3), 8308(4)(e); “registered pension 
plan” —ITA 248(1); “retroactive benefits” — Reg. 8308(4)(a); “retroactive contribu- 
tion” — Reg. 8308(5)(a); “specified multi-employer plan’ —ITA 147.1(1),. Reg. 
8510(2), (3); “successor employer” — Reg. 8308(8)(b); “written” — Interpretation Act 
35(1)“writing”’. 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


8308.1 Foreign plans — (1) Definitions — In this section, “for- 
eign plan” means a plan or arrangement (determined without re- 
gard to subsection 207.6(5) of the Act) that would, but for para- 
graph (1) of the definition “retirement compensation arrangement” 
in subsection 248(1) of the Act, be a retirement compensation 
arrangement. 


(2) Pension credit — Subject to subsections (3) to (4.1), the pen- 
sion credit of an individual for a calendar year with respect to an 
employer under a foreign plan is 


(a) where paragraph (b) does not apply, nil; and 

(b) where 
(i) the year is 1992 or a subsequent year, 
(ii) the individual became entitled in the year, either abso- 
lutely or contingently, to benefits under the foreign plan in 
respect of services rendered to the employer in a period 


throughout which the individual was resident in Canada and 
rendered services to the employer that were primarily ser- 
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vices rendered in Canada or services rendered in connection 
with a business carried on by the employer in Canada, or a 
combination of those services, 


(iii) the individual continued to be entitled at the end of the 
year, either absolutely or contingently, to all or part of the 
benefits, and 


(iv) either 


(A) no contribution was made under the foreign plan in 
the year in respect of the individual, except where 


(I) no contribution was made because the foreign plan 
had an actuarial surplus, and 


(II) had a contribution been made in respect of the be- 
nefits referred to in subparagraph (ii), it would have 
been a resident’s contribution (as. defined in subsec- 
tion 207.6(5.1) of the Act), or 


(B) a contribution that is not a resident’s contribution was 
made under the foreign plan in the year in respect of the 
individual, 


the lesser of 


(v) the amount, if any, by which 18% of the individual’s resi- 
dent compensation from the employer for the year exceeds 
the PA offset for the year, and 


(vi) the amount by which the money purchase limit for the 
year exceeds the PA offset for the year. 
History: The opening words of subsec. 8308.1(2) and the portion of para. 8308.1(2)(b) 


after subpara. (iv) amended by P.C. 1998-2256, subsecs. 10(1), (2), December 16, 
1998, Canada Gazette, Part Il, January 6, 1999, applicable after 1991. 


(2.1) Pension credit — tax treaty — For the purposes of apply- 
ing subsection (2) in determining an individual’s pension credit for 
a calendar year with respect to an employer under a foreign plan, if 
any contributions made to, or benefits accruing under, the plan in 
respect of the individual and the calendar year benefit from the ap- 
plication of paragraph 8 of Article XVIII of the Canada-United 
States Tax Convention signed at Washington on September 26, 
1980, or from the application of a similar provision in another tax 
treaty, 


(a) subparagraph (2)(b)(ii) shall be read without reference to the 
words “‘was resident in Canada and”; and 


(b) the portion of subsection (2) after subparagraph (2)(b)(iv) 
shall be read as “the lesser of the money purchase limit for the 
year and 18% of the individual’s resident compensation from the 
employer for the year”. 


History: Subsec. 8308.1(2.1) added by 2009, c. 2, s. 115, applicable in determining 
pension credits for the 2009 and subsequent calendar years. 


(3) Pension credit — alternative determination — Subject to 
subsection (4), where the Minister has, on the written application of 
an employer, approved in writing a method for determining pension 
credits for a year with respect to the employer under a foreign plan, 
the pension credits shall be determined in accordance with that 
method. 


(4) Pension credits for 1992, 1993 and 1994 — The pension 
credit of an individual for 1992, 1993 or 1994 with respect to an 
employer under a foreign plan is the lesser of 
(a) the amount that would, but for this subsection, be determined 
as the pension credit for the year, and 


(b) the amount, if any, by which the lesser of 


(i) 18% of the amount that would be the individual’s com- 
pensation from the employer for the year if the definition 
“compensation” in subsection 147.1(1) of the Act were read 
without reference to paragraphs (b) and (c) of that definition, 
and 


(ii) the money purchase limit for the year 
exceeds the total of 
(iii) $1,000, and 
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(iv) the amount that would be the pension adjustment of the 
individual for the year with respect to the employer if subsec- 
tion 8301(1) were read without reference to paragraph (b) of 
that subsection. 


(4.1) Pension credits — 1996 to 2002 — For the purpose of 
determining the pension credit of an individual for'a calendar year 
after 1995 and before 2003 with respect to an employer under a 
foreign plan, subparagraph (2)(b)(vi) shall be read as 


“(vi) the money purchase limit for the year.”. 


History: Subsec. 8308.1(4.1) amended by replacing “2004” with “2003” and the head- 
ing before it amended by replacing “2003” with “2002”, by P.C. 2005-1508, s. 20, 
August 31, 2005, Canada Gazette, Part II, September 21, 2005, applicable after 2002. 


Subsec. 8308.1(4.1),added by P.C. 1998-2256, subsec. 10(3), December 16, 1998, Can- 
ada Gazette, Part II, January 6, 1999, applicable after 1991. 


(5) Foreign plan PSPA — Subject to subsection (6), where the 
benefits to which an individual is entitled, either absolutely or con- 
tingently, under a foreign plan are modified, the foreign plan PSPA 
of the individual with respect to an employer associated with the 
modification of benefits is the amount, if any, by which 


(a) the total of all amounts each of which is the amount that, if 
this section were read without reference to subsection (3), would 
be the pension credit of the individual with respect to the em- 
ployer under the foreign plan for a calendar year before the year 
in which the individual’s benefits are modified 


exceeds the total of all amounts each of which is 


(b) the pension credit of the individual with respect to the em- 
ployer under the foreign plan for a calendar year before the year 
in which the individual’s benefits are: modified, or 


(c) the foreign plan PSPA of the individual. with respect to the 
employer associated with a previous modification of the indivi- 
dual’s benefits under the foreign. plan. 


(6) Foreign plan PSPA—alternative determination — 
Where the Minister has, on the written application of an employer, 
approved in writing a method for determining the foreign plan 
PSPA of an individual with respect to the employer associated with 
a modification of the individual’s benefits under a foreign plan, the 
individual’s foreign plan PSPA shall be determined in accordance 
with that method. 

History: S. 8308.1 added by P.C. 1996-911, s. 8, June 20, 1996, Canada Gazette, Part 
II, July 10, 1996, applicable after 1991. 

Definitions [Reg. 8308.1]: “amount” —ITA 248(1); “associated” — ITA 256; 
“business” — ITA 248(1); “calendar year’ — Interpretation Act 37(1)(a); “Canada” — 
ITA 255, Interpretation Act 35(1); “contribution” — Reg. 8300(8), 8302(11), (12); 
“employer? —ITA 248(1); “foreign plan” — Reg. 8308.1(1); “individual”, “Min- 
ister’ — ITA 248(1); “money purchase limit” — ITA 147.1(1), 248(1); “PA offset” — 
Reg. 8300(1); “pension adjustment’ — Reg. 8308(5)(c), 8308(8); “pension credit” — 
Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “resident compensation” — Reg. 8300(1); 
“resident in Canada” —ITA 250; “retirement compensation arrangement’, “tax 
treaty” — ITA ’248(1); “written” — Interpretation Act 35(1)“writing”. 


8308.2 (1) For the purposes of the descriptions of B in the’ defini- 
tions “RRSP deduction limit” and “unused RRSP deduction room” 
in subsection 146(1)..of the Act.and the. description of B in-para- 
graph 204.2(1.1)(b) of the Act, there is prescribed in respect of an 
individual fora calendar year the lesser of the money purchase: limit 
for the preceding calendar year (in this section referred to as the 
“service year’) and the amount determined by subsection (2), if the 
individual 
(a) rendered services to an employer (excluding services that 
were primarily services rendered in Canada or services rendered 
in connection with a business carried’ on by the employer in 
Canada, or a combination of those services) throughout a period 
in the service year in which the individual was resident in 
Canada; 
(b) became entitled, either absolutely or contingently, in the ser- 


vice year to benefits under a foreign plan (as defined in subsec- 
tion 8308.1(1)) in respect of the services; and 
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(c) continued to be entitled at the end of the service year, either 
absolutely or contingently, to all or part of the benefits. 


(2) The amount determined for the purpose of subsection (1) is, 


(a) if the only benefits to which the individual became entitled in 
the service year under the foreign plan were provided under one 
or more money purchase provisions of the foreign plan, the total 
of all amounts each of which is the individual’s pension credit 
for the service year with respect to the employer under a money 
purchase provision of the foreign plan, determined 


(i) as though the foreign plan were.a registered pension plan, 


(ii), without regard to any contributions made by the indivi- 
dual, and 


(iii) if; under the laws of the country in which the foreign 
plan is established, any contributions made after the end. of 
the service year are treated as having been made in the ser- 
vice year, as though those contributions were made in the 
service year and not when the contributions were actually 
made; and 


(b) in any other case, the greater of 


(i) the total.that would be determined under paragraph (a) if 
the individual had not become entitled in the service year to 
any benefits under a defined benefit provision of the foreign 
plan, and 


(ii) 10% of the portion of the individual’s resident compensa- 
tion from the employer for the service year that is attributable 
to services rendered to the employer and included under par- 


agraph (1)(a). 


History [Reg. 8308.2]: S. 8308.2 amended’.by 2009, ‘c. 2, s. 116, applicable in 
determining prescribed amounts for the 2009 calendar year et seq. except.that in deter- 
mining prescribed amounts for 2009, the amount of the money purchase limit for 2008 
is deemed to be reduced by $600. 


Subsec. 8308.2(2) amended by replacing “2005” with “2004” and the heading before it 
amended by replacing “2004” with “2003”, by P.C. 2005-1508, s. 21, August 31, 2005, 
Canada Gazette, Part I; September 21, 2005, applicable after 2002. 


S. 8308.2 ‘amended and renumbered as subsec. (1), and subsec. (2) added, by P.C. 
1998-2256, s. 11, December 16, 1998, Canada Gazette, Part II, January 6, 1999, appli- 
cable after 1991. 


S. 8308.2 added by P.C. 1996-911, s. 8, June 20, 1996, Canada Gazette, Part I, July 
10, 1996, applicable after 1991. 


Definitions [Reg. 8308.2]: “amount”, “business” — ITA 248(1); “calendar year” — 
Interpretation Act 37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “contribu- 
tion” — Reg. 8300(8), 8302(11), (12); “employer” —ITA 248(1); “foreign plan” — 
Reg. 8308.1(1); “individual” — ITA 248(1); “money purchase limit” —ITA 147.1(1), 
248(1); “pension credit” — Reg. 8301, 8308.1(2)-(4),. 8308.3(2), (3); “prescribed”, 
“registered pension plan” —ITA 248(1); “resident compensation” — Reg. 8300(1); 
“resident in Canada” — ITA 250;.“service year” — Reg. 8308.2(1). 


8308.3 Specified retirement arrangements — (1) Defini- 
tion — In this section, “specified retirement arrangement” means, 
in respect of an individual and an employer, a plan or arrangement 
under which payments that are attributable to the individual’s em- 
ployment with the employer are to be, or may be, made to or for the 
benefit of the individual after the termination of the individual’s 
employment with the employer, but does not include 


(a) a plan or arrangement referred to in any of paragraphs (a) to 
(k), (m) and (n) of the definition “retirement compensation ar- 
rangement” in subsection 248(1) of the Act; 


(b) [Repealed] 


(c) a plan or arrangement that does not provide in any circum- 
stances for payments to be made to or for the benefit of the indi- 
vidual after,the later. of the last day of the calendar year in which 
the individual attains 71 years of age and the day that is 5 years 
after the day of termination of the individual’s employment with 
the employer; 


(d) a:plan or arrangement (in this :paragraph referred to as the 
“arrangement”) that is, or would be, but for paragraph (1) of the 
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definition “retirement compensation arrangement” in subsection 
248(1) of the Act, a retirement compensation arrangement where 


(i) the funding of the arrangement is subject to the Pension 
Benefits Standards Act, 1985 or a similar law of a province, 
or 


(ii) the arrangement is funded substantially in accordance 
with the funding requirements that would apply if the ar- 
rangement were subject to the Pension Benefits Standards 
Act, 1985; 


(e) a plan or arrangement that is deemed by subsection 207.6(6) 
of the Act to be a retirement compensation arrangement; or 


(f) an arrangement established by the Judges Act or the Lieuten- 

ant Governors Superannuation Act. 
History: Para. 8308.3(1)(c) amended by 2007, c. 29, s. 33, applicable after 2006. 
Paras. 8308.3(1)(a) and (c) amended, para. 8308.3(1)(b) repealed, by P.C. 1998-2256, 
subsecs, 12(1)-(3), December 16, 1998, Canada Gazette, Part Il, January 6, 1999, para. 
(a) and the repeal applicable after 1991; para. (c) applicable after 1997, except that the 
amendment does not apply in respect of an individual who attained 69 years of age 
before 1998. 


(2) Pension credit — Subject to subsections (3) and (3.1), the 
pension credit of an individual for a calendar year with respect to an 
employer under a specified retirement arrangement is 


(a) where paragraph (b) does not apply, nil; and 
(b) where 
(i) the year is 1993 or a subsequent year, 
(ii) the employer is, at any time in the year, 
(A) a person who is exempt, because of section 149 of the 


Act, from tax under Part I of the Act on all or part of the 
person’s taxable income, or 


(B) the Government of Canada or the government of a 
province, 


(iii) the individual became entitled in the year, either abso- 
lutely or contingently, to benefits under the arrangement in 
respect of employment with the employer, 


(iv) at the end of the year, the individual is entitled, either 
absolutely or contingently, to benefits under the arrangement, 
and 


(v) the amount determined by the formula 


0.85A —B 
is greater than nil where 
A is the lesser of 


(A) the amount, if-any, by which 18% of the indivi- 
dual’s resident compensation from the employer for 
the year exceeds the PA offset for the year, and 


(B) the amount by which the money purchase limit for 
the year exceeds the PA offset for the year, and 


Bis the amount that would be the pension adjustment of the 
individual for the year with respect to the employer if 
subsection 8301(1) were read without reference to para- 
graph (c) of that subsection, 


the amount that would be determined by the formula in subpara- 
graph (v) if the reference to “0.85” in the formula were replaced 
by a reference to “1”. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: The opening words of subsec. 8308.3(2) and the portion of subpara. 
8308.3(2)(b)(v) before the description of B amended by P.C. 1998-2256, subsecs. 
12(4), (5), December 16, 1998, Canada Gazette, Part Il, January 6, 1999, applicable 
after 1991. 


(3) Pension credit — alternative determination — Where the 
Minister has, on the written application of an employer, approved in 
writing a method for determining pension credits for a year with 
respect to the employer under a specified retirement arrangement, 
the pension credits shall be determined in accordance with that 
method. 
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(3.1) Pension credits — 1996 to 2002 — For the purpose of 
determining the pension credit of an individual for a calendar year 
after 1995 and before 2003 with respect to an employer under a 
specified retirement arrangement, the portion of paragraph (2)(b) 
after subparagraph (iv) shall be read as 


“(yv) the amount determined by the formula 


0.85A—B 
is greater than nil where 
A. is the lesser of 


(A) the amount, if any, by which 18% of the indivi- 
dual’s resident compensation from the employer for 
the year exceeds the PA offset for the year, and 


(B) the amount by which $15,500 exceeds the PA 
offset for the year, and 


B_ is the amount that would be the pension adjustment of 
the individual for the year with respect to the employer 
if subsection 8301(1) were read without reference to 
paragraph (c), 

the amount that would be determined by the formula in subpar- 
agraph (v) if 

(vi) the reference to “0.85A” in that formula were read as a 

reference to “A”, and 


(vii) clause (B) of the description of A in that subparagraph 
were read as 
“(B) the money purchase limit for the year, and”.”. 
Related Provisions: ITA 257 — Negative amounts in formulas. 
History: Subsec. 8308.3(3.1) amended by replacing “2004” with “2003”; and the 


heading amended by replacing “2003” with “2002”, by P.C. 2005-1508, s. 22, August 
31, 2005, Canada Gazette, Part Il, September 21, 2005, applicable after 2002. 


Subsec. 8308.3(3.1) added by P.C. 1998-2256, subsec. 12(6), December 16, 1998, Can- 
ada Gazette, Part Il, January 6, 1999, applicable after 1991. 


(4) Specified retirement arrangement PSPA — Subject to 
subsection (5), where the benefits to which an individual is entitled, 
either absolutely or contingently, under a specified retirement ar- 
rangement are modified, the specified retirement arrangement 
PSPA of the individual with respect to an employer associated with 
the modification of benefits is the amount, if any, by which 


(a) the total of all amounts each of which is the amount that, if 
this section were read without reference to subsection (3), would 
be the pension credit of the individual with respect to the em- 
ployer under the arrangement for a calendar year before the year 
in which the individual’s benefits are modified 


exceeds the total of all amounts each of which is 


(b) the pension credit of the individual with respect to the em- 
ployer under the arrangement for a calendar year before the year 
in which the individual’s benefits are modified, or 


(c) the specified retirement arrangement PSPA of the individual 
with respect to the employer associated with a previous modifi- 
cation of the individual’s benefits under the arrangement. 


(5) Specified retirement arrangement PSPA — alternative 
determination — Where the Minister has, on the written applica- 
tion of an employer, approved in writing a method for determining 
the specified retirement arrangement PSPA of an individual with 
respect to the employer associated with a modification of the indivi- 
dual’s benefits under a specified retirement arrangement, the indivi- 
dual’s specified retirement arrangement PSPA shall be determined 
in accordance with that method. 

History: S. 8308.3 added by P.C. 1996-911, s. 8, June 20, 1996, Canada Gazette, Part 
II, July 10, 1996, applicable after 1991, except that, for the purpose of applying, before 


1996, the definition “specified retirement arrangement” in subsec. (1), the definition 
shall be read with the following para. added after para. (a): 


(a.1) an unfunded plan or arrangement that is maintained primarily for the bene- 
fit of non-residents in respect of services rendered outside Canada, 
Definitions [Reg. 8308.3]: “amount”—ITA 248(1); “arrangement” — Reg. 
8308.3(1)(d); “associated” —ITA 256; “calendar year” — Interpretation Act 37(1)(a); 
“Canada” —ITA 255, Interpretation Act 35(1); “employer”, “employment” — ITA 
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248(1); “Governor”? Interpretation “Act 35(1); “individual”, “Minister? ITA 
248(1); “money purchase limit” — ITA.147.1(1), 248(1); “PA offset” + Reg, 8300(1); 
“pension, adjustment’ — Reg. 8308(5)(c),, 8308(8);: ‘pension. credit” — Reg. 8301, 
8308.1(2)-(4), 8308.3(2), (3); “person” —ITA 248(1); “province” — Interpretation 
Act 35(1); “resident compensation” — Reg. 8300(1); “retirement compensation ar- 
rangement”, “taxable income” —ITA  248(1); ’ “written” — Interpretation Act 
35(1)“‘writing”. 


8308.4 _Government-sponsored retirement __arrange- 
ments — (1) Definitions — The definitions in this subsection ap- 
ply in this section, 


“administrator” means, in respect of a government-sponsored re- 
tirement arrangement, the government or other entity that has ulti- 
mate responsibility for the administration of the arrangement. 


“government-sponsored_ retirement arrangement” means a plan 
or arrangement established, to provide pensions directly or indirectly 
from the public money of Canada or a province to one or more indi- 
viduals each of whom renders services in respect of which amounts 
that are included in computing the income from a business of any 
person or partnership are paid directly or indirectly from the public 
money of Canada or a province. 


(2) Prescribed amount — Where 


(a) in a particular calendar year after 1992 an individual renders 
services in respect of which an amount that is included in com- 
puting the income from ‘a business of any person was’ payable 
directly or indirectly by the Government of Canada or of a prov- 
ince, and 


(b) at the end of the particular year, the individual is entitled, 
either absolutely or contingently, to benefits under a govern- 
ment-sponsored retirement arrangement that provides benefits in 
connection with such services, 


there is prescribed in respect of the individual for the year following 
the particular year, for the purposes of the descriptions of B in the 
definitions “RRSP deduction limit” and “unused RRSP deduction 
room” in subsection 146(1) of the Act and the description of B in 
paragraph 204.2(1.1)(b) of the Act, 


(c) where the particular year is before 1996, the amount by 
which the RRSP dollar limit for that following year exceeds 
$1,000, and 


(d) in any other case, the RRSP dollar limit for that following 
year. 
History: Subsec. 8308.4(2) amended by P.C. 1998-2256, s. 13, December 16, 1998, 
Canada Gazette, Part II, January 6, 1999, applicable after 1992. 


S. 8308.4 added_by..P.C. 1996-911, s. 8, June 20, 1996, Canada Gazette, Part II, July 
10, 1996, applicable after 1992. 


Definitions [Reg. 8308.4]: “administrator” — Reg. 8308.4(1); “amount”, “busi- 
ness’ — ITA 248(1); “calendar. year”. — Interpretation, Act 37(1)(a);.“Canada’? — ITA 
255, Interpretation Act-35(1);, ““government-sponsored retirement. arrangement” — 
Reg. 8308.4(1); “individual” —ITA 248(1); “person”, “prescribed” — ITA 248(1); 
“province” — Interpretation Act 35(1), “RRSP dollar limit” —ITA 146(1), 248(1). 
Registered Plans Directorate Newsletters: 91-4R ‘(registration rules for money 
purchase provisions). 


8309. Prescribed amount for lieutenant governors and 
judges — (1) Subject to subsection (3), where an individual is, at 
any time in a particular calendar year after 1989, a lieutenant gover- 
nor of a province (other than a lieutenant governor who is not a 
contributor as defined in section 2 of the Lieutenant Governors Su- 
perannuation Act), there is prescribed in respect of the individual 
for the year following the particular year, for the purposes of the 
descriptions of B in the definitions “RRSP deduction limit” and 
“unused RRSP deduction room” in subsection 146(1) of the Act and 
the description of B in paragraph 204.2(1.1)(b) of the Act, the lesser 
of 

(a) the amount, if any, by which 18% of the salary received: by 

the individual for the particular year as a lieutenant governor ex- 

ceeds the PA offset for the particular year, and 


(b) the amount by which the money purchase limit for the partic- 
ular year exceeds the PA offset for the particular year. 


Reg. 
S. 8311 


(2) Subject to subsection (3), where an individual is, at any time in 
a particular calendar year after 1990, a judge in receipt of a salary 
under the Judges Act, there is prescribed in respect of the individual 
for the year following the particular year, for the purposes of the 
descriptions of B in the definitions “RRSP deduction limit” ‘and 
“unused RRSP deduction room” in subsection 146(1) of the Act and 
the description of B in paragraph 204.2(1.1)(b) of the Act, the lesser 
of 


(a) the amount, if any, by which 18% of the portion of.the salary 
received by the individual for the particular year under the 
Judges Act in respect of which contributions are required under 
subsection 50(1) or (2) of that Act exceeds the PA offset for the 
particular year; and 


(b) the amount determined by the formula 


B 
Ax— 
12 


where 


A is the amount by which the money purchase limit for the par- 
ticular year exceeds the PA offset for the particular year, and 


B is the number of months, in the particular year, for which the 
individual received salary in respect of which contributions 
were, required under subsection 50(1) or (2).of the Judges 
Act. 


(3) For the purpose of determining the amount prescribed under 
subsection (1) or (2) in respect of an individual for a calendar year 
after 2000 and before 2004, 


(a) paragraph (1)(b) shall be read as follows: 
“(b) the money purchase limit for the particular year.”, and 


(b). the. description of A in paragraph -(2)(b) shall..be. read.as 
follows: 


“Ais the money purchase limit for the particular year, and’’. 


History: Subsec. 8309(3) amended by replacing “2005” with “2004”, by P.C. 2005- 
1508, s. 23,, August 31,2005, Canada Gazette, Part II, September 21, 2005, applicable 
after 2002. 


Paras. 8309(2)(a) and (b) and subsec. 8309(3) amended by P.C. 2001-1634, s. 1, Sep- 
tember 20, 2001, Canada Gazette, Part II, October 10, 2001, applicable to the determi- 
nation of prescribed amounts for 2001,and subsequent calendar years. 

S. 8309 amended by P.C. 1998-2256, s. 14, December 16, 1998, Canada Gazette, Part 
Il, January 6, 1999, applicable after 1989. ~ 

Definitions [Reg. 8309]: “amount” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “Governor? — Interpretation Act 35(1); “individual” — ITA‘ 248(1); 
“lieutenant governor” — Interpretation Act 35(1); “money purchase limit? ITA 
147.1(1), 2481); “PA offset” — Reg. 8300(1); “prescribed”? — ITA 248(1); “proy- 
ince” — Interpretation Act 35(1). 


8310. Minister’s powers — (1) Where more than one method for 
determining an amount under, this Part. complies with the rules in 
this Part, only such of those methods as are acceptable to the Min- 
ister shall be used. 


(2) Where, in a‘particular case, the rules in this Part require the de- 
termination of an amount in a manner that is not appropriate having 
regard to the provisions of this Part read as a whole and the pur- 
poses for which the amount is determined, the Minister may permit 
or require the amount to be determined in a manner that, in the Min- 
ister’s opinion, 1s appropriate: 

Registered Pension Plans Technical Manual: §6.1 (qualifying transfers). 


(3) Where, pursuant to subsection (2), the Minister gives permission 
or imposes a requirement, the permission or requirement is not ef- 
fective unless it is given or imposed in writing. 

Definitions [Reg. 8310]: “amount”, “Minister” — ITA 248(1); “writing” — Inter- 
pretation Act 35(1). 


8311. Rounding of amounts — Where a pension credit, provi- 
sional PSPA or PAR of an individual is not a multiple of one dollar, 
it shall be rounded to the nearest multiple of one dollar or, if it is 
equidistant from 2 such consecutive multiples, to the higher of the 
two multiples. 
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Reg. 
S. 8311 


History: S. 8311 amended by P.C., 1998-2256, s. 15, December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable after 1996. 

Definitions [Reg. 8311]: “individual” —ITA 248(1); “PAR” — Reg. 8304.1(1), 
(3)+(5); “pension credit’? — Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “provisional 
PSPA” — Reg. 8303(2), (3), 8308(4)(e). 


PART LXXXIV — RETIREMENT AND 
PROFIT SHARING PLANS — REPORTING 
AND PROVISION OF INFORMATION 


History: The heading to Part LXXXIV amended by P.C. 1996-911, s. 9, June 20, 
1996, Canada Gazette, Part II, July 10, 1996, applicable after 1992. The heading for- 
merly read: Registered Plans — Reporting and Provision of Information. 

Part LXXXIV (ss. 8400-8410) added by P.C. 1991-2540,-s. 7,. December 16, 1991, 
Canada Gazette, Part Il, January 15, 1992, ss. 8400 to 8405, 8409 and 8410 applicable 
after 1989 except that 


(a) any return otherwise required to be filed under s. 8402 or 8403 or subsec. 
8409(1) before the particular day that is 60 days after January 15, 1992 shall be 
deemed to have been filed as required if it is filed on or before the particular day; 


(b) any copy of a return or form otherwise required under subsec. 8404(2) or (3) to 
be forwarded to an individual before the particular day that is 60 days after January 
15, 1992 shall be deemed to have been forwarded as required if it is forwarded on 
or before the particular day; 

(c) any return otherwise required by reason of s. 8405 to be filed before February 
28, 1991 shall be deemed to have been filed as required if it is filed on or before 
February 28, 1991; and 


(d) subsec. 8409(3) is applicable in respect of final distributions of property held in 
connection with registered pension plans where the distribution is made after 1989 
and any return otherwise required to be filed under subsec. 8409(3) before the par- 
ticular day that is 60 days after January 15, 1992 shall be deemed to have been 
filed as required if it is filed on or before the particular day. 


8400. Definitions — (1) All words and expressions used in this 
Part that are defined in subsection 8300(1), 8308.4(1) or 8500(1) or 
in subsection 147.1(1) of the Act have the meanings assigned in 
those provisions. 


History: Subsec. 8400(1) amended by P.C. 1996-911, s. 10, June 20, 1996, Canada 
Gazette, Part II, July 10, 1996, applicable after 1992. 


(2) A reference in this Part to a pension credit of an individual 
means a pension credit of the individual as determined under Part 
LXXXIIl. 


(3) For the purposes of this Part, where the administrator of a pen- 
sion plan is not otherwise a person, the administrator shall be 
deemed to be a person. 

Definitions [Reg. 8400]: “administrator” — ITA 147.1(1), Reg. 8308.4(1); “indivi- 


dual” —ITA 248(1); “pension credit” — Reg. 8301, 8308.1(2)—-(4), 8308.3(2), (3), 
Reg. 8400(2); “person” — ITA 248(1). 


8401. Pension adjustment — (1) Where the pension adjustment 
of an individual for a calendar year with respect to an employer is 
greater than nil, the employer shall, on or before the last day of 
February in the immediately following calendar year, file with the 
Minister an information return in prescribed form reporting the pen- 
sion adjustment, other than the portion, if any, required by subsec- 
tion (2) or (3) to be reported by the administrator of a registered 
pension plan. 

Registered Pension Plans Technical Manual: §6.5 (pension adjustment 
reporting). 


(2) Where an individual makes a contribution in a particular calen- 
dar year to a registered pension plan that is a specified multi-em- 
ployer plan in the year and the contribution is not remitted to the 
plan by any participating employer on behalf of the individual, the 
plan administrator shall, on or before the last day of February in the 
immediately following calendar year, file with the Minister an in- 
formation return in prescribed form reporting the aggregate of all 
amounts each of which is the portion, if any, of the individual’s 
pension adjustment for the particular year with respect to an em- 
ployer that may reasonably be considered to result from the 
contribution. 


Income Tax Regulations 


(3) Where the portion of a pension credit of an individual for a cal- 
endar year that, pursuant to subsection (4), is reportable by the ad- 
ministrator of a registered pension plan is greater than nil, the ad- 
ministrator shall, on or before the last day of February in the 
immediately following calendar year, file with the Minister an in- 
formation return in prescribed form reporting that portion of the 
pension credit. 


(4) For the purpose of subsection (3), where, on application by the 
administrator of a registered pension plan that is, in a calendar year, 
a multi-employer plan (other than a specified multi-employer plan), 
the Minister consents in writing to the application of this subsection 
with respect to the plan in the year, such portion of each pension 
credit for the year under a defined benefit provision of the plan as 
may reasonably be considered to be attributable to benefits pro- 
vided in respect of a period of reduced services or disability of an 
individual is, to the extent permitted by the Minister, reportable by 
the administrator. 


(5) Subsections (1) to (3) do not apply to require the reporting of 
amounts with respect to an individual for the calendar year in which 
the individual dies. 


(6) Where the pension adjustment of an individual for a calendar 
year with respect to an employer is altered by reason of the applica- 
tion of paragraph 8308(4)(d) or (5)(c) and the amount (in this sub- 
section referred to as the “redetermined amount’) that a person 
would have been required to report based on the pension adjustment 
as altered exceeds 


(a) if the person has not previously reported an amount in re- 
spect of the individual’s pension adjustment, nil, and 


(b) otherwise, the amount reported by the person in respect of 
the individual’s pension adjustment, 


the person shall, within 60 days after the day on which paragraph 
8308(3)(c) or (5)(c), as the case may be, applies to alter the pension 
adjustment, file with the Minister an information return in pre- 
scribed form reporting the redetermined amount. 

Registered Pension Plans Technical Manual: §6.5 (pension adjustment 
reporting). 

Definitions [Reg. 8401]: “administrator? —ITA 147.1(1), Reg. 8308.4(1); 
“amount” —ITA 248(1); “calendar year” — Interpretation Act 37(1)(a); “contribu- 
tion” — Reg. 8302(12); “defined benefit provision” —ITA 147.1(1); “employer”, “in- 
dividual”, “Minister? —ITA 248(1); “multi-employer plan”, “participating em- 
ployer” —ITA 147.1(1); “pension adjustment” — ITA 248(1); “pension credit” — 
Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3), Reg. 8400(2); “person” — ITA 248(1), Reg. 
8400(3); “prescribed” —ITA 248(1); “redetermined amount” — Reg. 8401(6); “regis- 
tered pension plan” — ITA 248(1); “specified multi-employer plan” —ITA 147.1(1), 
Reg. 8510(2), (3); “writing” — Interpretation Act 35(1). : 


8402. Past service pension adjustment — (1) Where a provi- 
sional PSPA (computed under section 8303, 8304 or 8308) of an 
individual with respect to an employer that is associated with a past 
service event (other than a certifiable past service event) is greater 
than nil, the administrator of each registered pension plan to which 
the past service event relates shall, within 120 days after the day on 
which the past service event occurs, file with the Minister an infor- 
mation return in prescribed form reporting such portion of the ag- 
gregate of all amounts each of which is the individual’s PSPA with 
respect to an employer that is associated with the past service event 
as may reasonably be considered to be attributable to benefits pro- 
vided under the plan, except that a return is not required to be filed 
by an administrator if the amount that would otherwise be reported 
by, the. administrator is nil. 


Registered Pension Plans Technical Manual: §6.6 (past service pension adjust- 
ment reporting). 


(2) Where a foreign plan PSPA (computed under subsection 
8308.1(5) or (6)) of an individual with respect to an employer asso- 
ciated with a modification of benefits under a foreign plan (as de- 
fined by subsection 8308.1(1)) is greater than nil, the employer 
shall, on or before the last day of February in the year following the 
calendar year in which the individual’s benefits were modified, file 
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with the Minister an information return in prescribed pen reporting 
the foreign plan PSPA. 


(3) Where a specified retirement arrangement PSPA (computed 
under subsection 8308.3(4) or (5)) of an individual with respect to 
an employer associated with a modification of benefits under a 
specified retirement arrangement (as defined) by subsection 
8308.3(1)) is greater than nil, the employer shall, on or before the 
last day of February in the calendar year following the calendar 
year.in which the individual’s benefits were modified; file with the 
Minister an information return in prescribed form reporting: the 
specified retirement arrangement PSPA. 


History: Subsec. 8402(1) amended by P.C. 2005-694, s. 5, May 3, 2005, Canada Ga- 
zette, Part II], May 18, 2005, in force May 18, 2005. 


S. 8402 renumbered as subsec. 8402(1) and subsecs. (2) and (3) added; by P.C. 1996- 
911;8. 11, June 20, 1996, Canada Gazette, Part II, July 10, 1996, applicable after 1991. 


Definitions [Reg. 8402]: “administrator” —ITA © 147.1(1), Reg. 8308.4(1); 
“amount” — ITA 248(1); “associated” —ITA 256; “calendar year” — Interpretation 

Act 37(1)(a); “certifiable past service event” — Reg; 8300(1); “employer”, “indivi- 
dual”, “Minister” —ITA 248(1); “past service event” —ITA 147.1(1), Reg. 8300( 1); 
“prescribed”, “registered pension plan” —ITA 248(1). 


8402.01 Pension adjustment reversal — (1) Deferred profit 
sharing plan — Where the PAR determined in connection with 
an individual’s termination from a deferred profit sharing plan is 
greater than nil, each trustee under the plan shall file with the Min- 
ister an information return in prescribed form reporting the PAR 


(a) where. the termination occurs in the first, second or third 
quarter of a calendar year, on.or before the day that is 60 days 
after the last day of the quarter in which the termination occurs, 
and 


(b) where the, termination occurs in the fourth quarter of a calen- 
dar year, before February of the following calendar year, 


and, for this purpose, an information return. filed by a trustee under 
a deferred profit sharing plan is deemed to have been filed by each 
trustee under the plan. 


Related Provisions: Reg. 8404(2) — Copy of return must be provided to taxpayer. 


Forms: T10: Pension adjustment reversal;.T10 SPS emtentt T10° Summ: Summary of 
PARs. 


(2) Deferred profit sharing plan — employer reporting — 
Where an amount included in an individual’s pension credit in re- 
spect of an employer under a deferred profit sharing plan is in- 
cluded in determining a PAR in connection with the individual’s 
termination from the plan, the employer is deemed to. be a trustee 
under the plan for the purpose of reporting the PAR. 


Related Provisions: Reg. 8404(2) — Copy of return must be provided’to taxpayer. 


(3) Benefit provision of a registered pension plan — Sub- 
ject to’ subsection (4), where the PAR determined in’ connection 
with an individual’s termination from a benefit provision of a regis- 
tered pension plan is greater than nil, the administrator of the plan 
shall file with the Minister an information return in prescribed form 
reporting the PAR 


(a) where the termination occurs in the first, second or third 
quarter of a calendar year, on or before the day that is 60 days 
after the last day of the quarter in which the termination occurs; 
and 


(b) where the termination occurs. in the fourth quarter of a calen- 
dar year, before February of the following calendar year. 


Related Provisions: Reg. 8404(2) — Copy of return must be provided to taxpayer. 


(4) Extended deadline — PA transfer amount — Where, in 
determining an individual’s PAR in connection with the indivi- 
dual’s termination from a defined benefit provision of a registered 
pension plan, it is reasonable for the administrator of the plan to 
conclude, on the basis of information provided to the administrator 
by the administrator of another pension plan or by the individual, 
that the value of D in paragraph 8304.1(5)(a) in respect of the ter- 
mination may be greater than nil, the administrator shall file with 


Reg. 
S. 8404(1) 


the Minister an information return in prescribed form reporting the 
PAR; if it is greater than nil, on or before the later of 
(a) the day on or before which it would otherwise be required to 
be filed; and 
(b) the day that is 60 days after the earliest day on which the 
administrator has all the information required to determine that 
value. 


(5) Calendar year quarter — For the purposes of this section, 


(a) the first quarter of a calendar year is the period beginning on 
January 1 and ending on March 31 of the calendar year; 


(b) the second quarter of a calendar year is the period beginning 
on April 1 and ending on June 30 of the calendar year; 

(c) the third quarter of a calendar year is the period beginning on 
July 1 and ending on September 30 of the calendar year; and 
(d) the fourth quarter of a calendar year is the period beginning 
on October 1 and ending on December 31 of the calendar year. 


History [Reg. 8402.01]: S. 8402.01, added by P.C. 1998-2256, s. 16, December 16, 
1998, Canada Gazette, Part II, January 6, 1999, applicable after 1996, except that any 
return otherwise required by s. 8402.01 to be filed before the particular day that is 


(a) March 31, 1999, if the return is in connection with a termination in 1997 or 
1998, or 


(b) September 30, 1999, if the return is in connection with a termination in 1999, 


| is required to be filed on or before the particular day. 


Definitions [Reg. 8402.01]: “administrator” — ITA 147.1(1), Reg. 8308.4(1); “ben- 
efit provision” —ITA 147.1(1); “calendar year” — Interpretation Act 37(1)(a); “de- 
ferred profit sharing plan” — ITA 147(1), 248(1); “defined benefit provision” — ITA 
147.1(1); “individual”, “Minister” — ITA 248(1); “PAR” —Reg. 8304.1(1), (3)-(5); 
“prescribed” — ITA 248(1); “quarter” — Reg. 4300; “registered pension plan” — ITA 
248(1). 


8402.1 Where an amount is prescribed by subsection 8308.4(2) in 
respect of an individual for a calendar year because of the indivi- 
dual’s entitlement (either absolute or contingent) to benefits under a 
government-sponsored retirement arrangement (as defined in sub- 
section 8308.4(1)), the administrator of the arrangement shall, on or 
before the last day of February. in the year, file with the Minister an 
information return in prescribed form reporting the prescribed 
amount. 

History: S. 8402.1 added by P.C. 1996-911, s. 12, June 20, 1996, Canada Gazette, 
Part Il, July 10,1996, applicable after 1992, 


Definitions [Reg. 8402.1]: “administrator” —ITA 147.1(1), Reg. 8308.4(1); 
“amount”, “individual”, “Minister”, “prescribed” — ITA 248(1). 


8403. Connected persons — Where, at any particular time after 
1990, 


(a) an individual becomes a member of a registered pension 
plan, or 


(b) lifetime retirement benefits commence to accrue to the indi- 
vidual under a defined benefit provision of a registered pension 
plan following a period in which lifetime retirement benefits did 
not accrue to the individual, 


each employer who participates in the plan for the benefit of the 
individual and with whom the individual is connected (within the 
meaning assigned by subsection 8500(3)) at the particular time, or 
was connected at any time after 1989, shall, within 60 days after the 
particular time, file with the Minister an information return in pre- 
scribed form containing prescribed information with respect to the 
individual unless the employer, has previously filed an information 
return under this section with respect to the individual. 

Definitions [Reg. 8403]: “defined benefit provision” —ITA 147.1(1); “employer”, 
“individual” —ITA 248(1); “lifetime retirement benefits” — Reg. 8500(1); “Min- 
ister”, “prescribed”, “registered pension plan” — ITA 248(1). 


Registered Plans Directorate Newsletters: 98-1 (simplified pension plans). 
Forms: T1007: Connected person information return. 


8404. Reporting to individuals — (1) Every person who is re- 
quired by section 8401 or 8402.1 to file an information return with 
the Minister shall; ‘on or before the day on or before which the re- 
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Reg. 
S. 8404(1) 


turn is required to be filed with the Minister, send to each individual 
to whom the return relates, two copies of the portion of the return 
that relates to the individual. 


(2) Every person who is required by section 8402, 8402.01 or 8403 
to file an information return with the Minister shall, on or before the 
day on or before which the return is required to be filed with the 
Minister, send to each individual to whom the return relates, one 
copy of the portion of the return that relates to the individual. 


(3) Every person who obtains a certification from the Minister for 
the purposes of subsection 147.1(10) of the Act in respect of a past 
service event and an individual shall, within 60 days after receiving 
from the Minister the form submitted to the Minister pursuant to 
subsection 8307(1) in respect of the past service event and the indi- 
vidual, forward to the individual one copy of the form as returned 
by the Minister. 


(4) Every person required by subsection (1), (2) or (3) to forward a 
copy of an information return or a form to an individual shall send 
the copy to the individual at the individual’s last known address or 
shall deliver the copy to the individual in person. 


History [Reg. 8404]: Subsecs. 8404(1) and (2) amended by P.C. 1998-2256, s. 17, 
December 16, 1998, Canada Gazette, Part II, January 6, 1999, subsec. 8404(1) applica- 
ble after 1992, and subsec. 8404(2) applicable after 1996. 


Subsecs. 8404(1) and (2) amended by P.C, 1996-911, s. 13, June 20, 1996, Canada 
Gazette, Part II, July 10, 1996, applicable after 1992. 


Definitions [Reg. 8404]: “individual”, “Minister’>—ITA 248(1); “past service 
event” —ITA 147.1(1), Reg. 8300(1); “person” — ITA 248(1), Reg. 8400(3). 


8405. Discontinuance of business — Subsection 205(2) and 
section 206 are applicable, with such modifications as the circum- 
stances require, in respect of returns required to be filed under this 
Part. 


8406. Provision of information — (1) Where a person who is 
required to file an information return under section 8401 requires 
information from another person in order to determine an amount 
that is to be reported or to otherwise complete the return and makes 
a written request to the other person for the information, the other 
person shall provide the person with the information that is availa- 
ble to that other person, 


(a) where the information return is required to be filed in the 
calendar year in which the request is received, within 30 days 
after receipt of the request; or 


(b) in any other case, by January 31 of the year immediately 
following the calendar year in which the request is received. 


(2) Where the administrator of a registered pension plan requires 
information from a person in order to determine a provisional PSPA 
of an individual under section 8303, 8304 or 8308 and makes a 
written request to the person for the information, the person shall, 
within 30 days after receipt of the request, provide the administrator 
with the information that is available to the person. 


(3) Where the administrator of a registered pension plan requires 
information from a person in order to complete an information re- 
turn required to be filed under section 8409 and makes a written 
request to the person for the information, the person shall, within 30 
days after receipt of the request, provide the administrator with the 
information that is available to that person. 


(4) Where a person requires information from another person in or- 
der to determine a PAR under section 8304.1 in connection with an 
individual’s termination in a calendar year from a deferred profit 
sharing plan or from a benefit provision of a registered pension plan 
(other than information that the other person is required to provide 
to the person under subsection (5)) and makes a written request to 
the other person for the information, the other person shall provide 
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the person with the information that is available to the other person 
on or before 


(a) if the request is received before December 17 of the year, the 
day that is 30 days after the day on which the request is re- 
ceived; and 


(b) in any other case, the later of the day that is 15 days after the 
day on which the request is received and January 15 of the year 
following the year. 
History: Reg. 8406(4) added by P.C. 1998-2256, s. 18, December 16, 1998, Canada 
Gazette, Part Il, January 6, 1999, applicable after 1996, except that any information 
otherwise required by subsec. 8406(4) to be provided before March 7, 1999 is required 
to be provided on or before that day. 


(5) Where benefits provided to an individual under a registered pen- 
sion plan (in this subsection referred to as the “importing plan’) as a 
consequence of a past service event result in a PA transfer amount 
in relation to the individual’s termination from a defined. benefit 
provision of another registered pension plan (in this subsection re- 
ferred to as the “exporting plan’), 


(a) the administrator of the importing plan shall, in writing on or 
before the day that is 30 days after the day on which the past 
service event occurred, notify the administrator of the exporting 
plan of the occurrence of the past service event and of its rele- 
vance in determining the individual’s PAR in connection with 
the individual’s termination from the defined benefit provision, 
and 


(b) the administrator of the importing plan shall notify the ad- 
ministrator of the exporting plan of the PA transfer amount in 
writing on or before the day that is 60 days after 


(i) in the case of a certifiable past service event, the day on 
which the Minister issues a certification for the purposes of 
subsection 147.1(10) of the Act in respect of the past service 
event and the individual, and 


(ii) in any other case, the day on which the past service event 
occurred. 


Related Provisions: Reg. 8304.1(10) — PA transfer amount, Reg. 8304.1(11) — 
Special 1997 PA transfer amount. 


History: Reg. 8406(5) added by P.C. 1998-2256, s. 18, December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable after 1996, except that 


(a) any notification otherwise required by para. 8406(5)(a) to be provided before 
September 30, 1998 is required to be provided on or before that date; and 


(b) any notification otherwise required by para. 8406(5)(b) to be provided is re- 

quired to be provided on or before March 7, 1999 (60 days after publication in the 

Canada Gazette). 
Definitions [Reg. 8406]: “administrator’—ITA 147.1(1), Reg. 8308.4(1); 
“amount” —ITA 248(1); “calendar year” — Interpretation Act 37(1)(a); “certifiable 
past service event” — Reg. 8300(1); “defined benefit provision” — ITA .147.1(1); “ex- 
porting plan”, “importing plan” —Reg. 8406(4); “individual”, “Minister” — ITA 
248(1); “PA transfer amount” — Reg. 8304.1(10), (11); “PAR” — Reg. 8304.1(1), 
(3)-(5); “past service event? —ITA 147.1(1), Reg. 8300(1); “person” — ITA. 248(1), 
Reg. 8400(3); “registered pension plan” — ITA 248(1); “written” — Interpretation Act 
35(1)“‘writing”. 


8407. Qualifying withdrawals — Where 


(a) an individual who has withdrawn an amount from a regis- 
tered retirement savings plan under which the individual was, at 
the time of the withdrawal, the annuitant (as defined in subsec- 
tion 146(1) of the Act) provides to the issuer (as defined by sub- 
section 146(1) of the Act) of the plan, in the calendar year in 
which the amount was withdrawn or one of the two immediately 
following calendar years, the prescribed form referred to in sub- 
paragraph 8307(3)(a)(ii) accompanied by a request that the is- 
suer complete the form in respect of the withdrawal, and 


(b) the issuer has not, at the time of receipt of the request, for- 
warded to the individual 2 copies of the information return re- 
quired by subsection 214(1) to be made by the issuer in respect 
of the withdrawal, and does not, within 30 days after receipt of 
the request, forward to the individual 2 copies of that return, 


the issuer shall, within 30 days after receipt of the request, complete 
those portions of the form that the form indicates are required to be 
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completed by the issuer in respect of the withdrawal and return the 
form to the individual. 


Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations. 


History: Para. 8407(a) amended by P.C. 2007-849, s. 14, May 31, 2007, Canada Ga- 
zette, Part II, June 13, 2007, in force June 13, 2007. 


Definitions [Reg. 8407]: “amount” — ITA 248(1); “calendar year” — Interpretation 
Act 37(1)(a); “individual”, “prescribed” — ITA 248(1); “registered retirement savings 
plan” —ITA 146(1), (21.2), 248(1). 


Forms: T1006: Designating an RRSP withdrawal as a qualifying withdrawal. 


8408. Requirement to provide Minister with information — 
(1) The Minister may, by notice served personally or by registered 
or certified mail, require that a person provide the Minister, within 
such reasonable time as is stipulated in the notice, with 


(a) information relating to the determination of amounts under 
Part LXXXII; 


(b) where the person claims that paragraph 147.1(10)(a) of the 
Act is not applicable with respect to an individual and a past 
service event by reason of an exemption provided by regulation, 
information relevant to the claim; or 


(c) information for the purpose of determining whether the re- 
gistration of a pension plan may be revoked. 


(2) Where a person fails to provide the Minister with information 
pursuant to a requirement under subsection (1), each registered pen- 
sion plan and deferred profit sharing plan to which the information 
relates becomes a revocable plan as of the day on or before which 
the information was required to be provided. 

Definitions [Reg. 8408]: “amount” — ITA 248(1); “deferred profit sharing plan” — 
ITA 147(1), 248(1); “individual”, “Minister” — ITA 248(1); “past service event” — 
ITA 147.1(1), Reg. 8300(1); “person” —ITA 248(1), Reg: 8400(3); “registered pen- 
sion plan” —ITA 248(1). 


8409. Annual information returns — (1) The administrator of a 
registered pension plan that:is administered under the supervision of 
a government regulator shall file an information return for a fiscal 
period of the plan in prescribed form and containing prescribed 
information 


(a) where an agreement concerning annual information returns 
has been entered into by the Minister and the regulator, as iden- 
tified in subsection (2), 


(i) in the case of the agreement with the Pension Commission 
of Ontario, with the Taxation Data Centre of the Ministry of 
Finance of Ontario, and 


(ii) in any other case, with that regulator, 


on or before the day that an information return required by that 
regulator is to be filed for the fiscal. period; and 


(b) in any other case, with the Minister on or before the day that 
is 180.days after the end of the fiscal period. 


History: Subsec. 8409(1) amended by P.C. 1996-213, s. 1, February 20, 1996, Canada 
Gazette, Part Il, March 6, 1996, applicable to fiscal periods that end after December 30, 
1994. Former s. 8409 does not apply for the 1994 calendar year to a registered pension 
plan with a fiscal period ending in 1994 before December 31, 1994. 


Subsec. 8409(1) amended by P.C. 1995-17, s. 7, January 11, 1995, Canada Gazette, 
Part II, January 25, 1995, applicable after 1989. 


Registered Pension Plans Technical Manual: §6.7 (annual information returns); 
§6.8 (inactive plan). 

Forms: RC154: Schedule of required information for the CRA (for Quebec); T244: 
Registered pension plan annual information return. 


(2) For the purposes of paragraph (1)(a), the following government 
regulators have entered into an agreement concerning annual infor- 
mation returns with the Minister: 


(a) the Pension Commission of Ontario, Province of Ontario; 
(b) the Superintendent of Pensions, Province of Nova Scotia; 
(c) the Superintendent of Pensions, Province of New Brunswick; 
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(d) the Superintendent of Pensions, Province of Manitoba; and 


(e) the Superintendent of Pensions, Province of British 


Columbia. 


"Proposed Amendment — Reg. 8409(2) _ 


History: Subsec. 8409(2) amended by P.C. 1996-213, s. 1, February 20, 1996, Canada 
Gazette, Part II, March 6, 1996, applicable to fiscal periods that end. after December 30, 
1994. Former s. 8409 does not apply for.the 1994 calendar year to a registered pension 
plan with a fiscal period ending in 1994 before December 31, 1994. 


Registered Plans Directorate Newsletters: 03-1 (joint annual information re- 
turn — new participating pension supervisory authority). 


(3) The administrator of a registered pension plan shall, within 60 
days after the final distribution of property held in connection with 
the plan, notify the Minister in writing of the date of the distribution 
and the method of settlement. , 


History: Subsec. 8409(3) amended by P.C. 1996-213, s. 1, February 20, 1996, Canada 
Gazette, Part II, March 6, 1996, applicable to fiscal periods that end after December 30, 
1994. Former s. 8409 does not apply for the 1994 calendar year to a registered pension 
plan with a fiscal period ending in 1994 before December 31, 1994. 


Registered Plans Compliance Bulletins: 1 (terminating registered pension 
plans). 


Registered Pension Plans Technical Manual: §6.8 (notification of final distribu- 
tion of plan assets). 


Definitions [Reg. 8409]: “administrator’ —ITA 147.1(1), Reg. 8308.4(1); “fiscal 
period” —ITA 249.1; “Minister”, “prescribed”, “property”, “registered pension 
plan” — ITA 248(1); “writing” — Interpretation Act 35(1). 

Registered Plans Directorate Newsletters: 95-4 (new filing requirements for the 
registered pension plan annual information return); 95-7 (Quebec simplified pension 
plans); 96-2 (waiving the requirement to file a registered pension plan annual informa- 
tion return for an inactive plan); 01-2 (joint annual information return — new partici- 
pating pension supervisory authorities). 


8410. Actuarial reports — The administrator of a registered pen- 
sion plan that contains a defined benefit provision shall, on demand 
from the Minister served personally or by registered or certified 
mail and within such reasonable time as is stipulated in the demand, 
file with the Minister a report prepared by an actuary on the basis of 
reasonable assumptions and in accordance with generally accepted 
actuarial principles and containing such information as is required 
by the Minister in respect of the defined benefit provisions of the 
plan. 

Definitions [Reg. 8410]: ‘actuary’ —ITA 147.1(1); “administrator”? —ITA 


147.1(1), Reg. 8308.4(1); “defined benefit provision’ —ITA 147.1(1); “Minister”, 
“registered pension plan” — ITA 248(1). 


Registered Plans Directorate Newsletters: 95-3 (actuarial report content); 95-5 
(conversion of a defined benefit provision to a money, purchase provision). 


Registered Plans Compliance Bulletins: 1 (terminating registered pension 
plans). 
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PART LXXXV — REGISTERED PENSION 
PLANS 


History: Part LXXXV (ss. 8500-8520) added by P.C. 1991-2540, s. 7, December 16, 
1991, Canada Gazette, Part II, January 15, 1992, applicable after 1988 except that: 
(a) subsec. 8512(1) is applicable as of January 15, 1992; 


(b) any form or document otherwise required by subsec. 8512(2) to be forwarded 
to the Deputy Minister of National Revenue for Taxation before the particular day 
that is 60 days after January 15, 1992 shall be deemed to have been forwarded as 
required if it is forwarded on or before the particular day; and 

(c) subsec. 8515(5) is applicable 


(i) in respect of contributions made after 1991 to a pension plan that was regis- 
tered by the Minister on or before July 31, 1991 for the purposes of the Income 
Tax Act, and 


(ii) in respect of contributions made after 1990 to a pension plan that is regis- 
tered by the Minister after July 31, 1991 for the purposes of that Act. 


8500. Interpretation — (1) [Definitions] — In this Part, 


“active member” of a pension plan in a calendar year means a 
member of the plan to whom benefits accrue under a defined bene- 
fit provision of the plan in respect of all or any portion of the year 
or who makes contributions, or on whose behalf contributions are 
made, in relation to the year under a money purchase provision of 
the plan; 

Related Provisions: Reg. 8500(7) — Amount allocated under money purchase pro- 
vision deemed to be contribution. 


Registered Pension Plans Technical Manual: §1.2 (active member). 


“average Consumer Price Index” for a calendar year means the 
amount that is obtained by dividing by 12 the aggregate of all 
amounts each of which is the Consumer Price Index for a month in 
the 12-month period ending on September 30 of the immediately 
preceding calendar year; 


Registered Pension Plans Technical Manual: §1.5 (average Consumer Price 
Index). 


“beneficiary” of an individual means a person who has a right, by 
virtue of the participation of the individual in a pension plan, to 
receive benefits under the plan after the death of the individual; 


Registered Pension Plans Technical Manual: §1.7 (beneficiary). 


“benefit provision” of a pension plan means a money purchase or 
defined benefit provision of the plan; 


Registered Pension Plans Technical Manual: §1.8 (benefit provision). 


“bridging benefits” provided to a member under a benefit provi- 
sion of a pension plan means retirement benefits payable to the 
member under the provision for a period ending no later than a date 
determinable at the time the benefits commence to be paid; 
Related Provisions: ITA 118(8.1) — Pension income credit for bridging benefits. 
Registered Pension Plans Technical Manual: §1.9 (bridging benefits). 


“Consumer Price Index” for a month means the Consumer Price 
Index for the month as published by Statistics Canada under the 
authority of the Statistics Act; 


Registered Pension Plans Technical Manual: §1.15 (Consumer Price Index). 


“defined benefit limit” for a calendar year means the greater of 
(a) $1,722.22, and 
(b) 1/9 of the money purchase limit for the year; 


History: “Defined benefit limit” in subsec, 8500(1) amended by P.C. 1998-2256, s. 
19, December 16, 1998, Canada Gazette, Part II, January 6, 1999, applicable after 
1995, except that paragraph (b) of the definition applies 
(a) before March 6, 1996 as though the money purchase limit for each year after 
1995 were the amount that it would be if the definition “money purchase limit” in 
subsec. 147.1(1) of the Act applied as it read on December 31, 1995; and 
(b) after March 5, 1996 and before 1997 as though the money purchase limit for 
each year after 1995 were the amount that it would be if the definition “money 
purchase limit” in subsec. 147.1(1) of the Act applied as it read on January 1, 1997. 


“Defined benefit limit” in subsec. 8500(1) amended by P.C. 1995-17, subsec. 8(1), Jan- 
uary 11, 1995, Canada Gazette, Part I, January 25, 1995, applicable after 1991. 


Registered Pension Plans Technical Manual: §1.16 (defined benefit limit). 
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“dependant” of an individual at the time of the individual’s death 
means a parent, grandparent, brother, sister, child or grandchild of 
the individual who, at that time, is both dependent on the individual 
for support and 


(a) under 19 years of age and will not attain 19 years of age in 
the calendar year that includes that time, 


(b) in full-time attendance at an educational institution, or 


(c) dependent on the individual by reason of mental or physical 
infirmity; 
Registered Pension Plans Technical Manual: §1.18 (dependant). 


“designated plan” has the meaning assigned by section 8515; 


History: “Designated plan” added to subsec. 8500(1) by 2007, c. 35, subsec. 82(1), 
applicable after 2007. 


“disabled” means, in relation to an individual, suffering from a 
physical or mental impairment that prevents the individual from 
performing the duties of the employment in which the individual 
was engaged before the commencement of the impairment; 


Registered Pension Plans Technical Manual: §1.19 (disabled). 


“eligible period of reduced pay” of an employee with respect to 
an employer means a period (other than a period in which the em- 
ployee is, at any time after 1990, connected with the employer or a 
period any part of which is a period of disability of the employee) 


(a) that begins after the employee has been employed by the em- 
ployer or predecessor employers to the employer for not less 
than 36 months, 


(b) throughout which the employee renders services to the em- 
ployer, and 


(c) throughout which the remuneration received by the employee 
from the employer is less than the remuneration that it is reason- 
able to expect the employee would have received from the em- 
ployer had the employee rendered services throughout the period 
on a regular basis (having regard to the services rendered by the 
employee to the employer before the period) and had the em- 
ployee’s rate of remuneration been commensurate with the em- 
ployee’s rate of remuneration before the period; 


Information Circulars: 98-2: Prescribed compensation for RPPs, para. 10. 


Registered Pension Plans Technical Manual: §1.20 (eligible period of reduced 
pay). 


“eligible period of temporary absence” of an individual with re- 
spect to an employer means a period throughout which the indivi- 
dual does not render services to the employer by reason of leave of 
absence, layoff, strike, lock-out or any other circumstance accept- 
able to the Minister, other than a period 


(a) a part of which is a period of disability of the individual, or 


(b) in which the individual is, at any time after 1990, connected 
with the employer; 


Registered Pension Plans Technical Manual: §1.21 (eligible period of tempo- 
rary absence). 


“eligible survivor benefit period” in relation to a person who is a 
dependant of an individual at the time of the individual’s death, 
means the period beginning on the day of death of the individual 
and ending on the latest of 


(a) where the dependant is under 19 years of age throughout the 
calendar year that includes the day of death of the individual, the 
earlier of 


(i) December 31 of the calendar year in which the dependant 
attains 18 years of age, and 


(ii) the day of death of the dependant, 


(b) where the dependant is in full-time attendance at an educa- 
tional institution on the later of the day of death of the individual 
and December 31 of the calendar year in which the dependant 
attains 18 years of age, the day on which the dependant ceases to 
be in full-time attendance at an educational institution, and 
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(c) where the dependant is dependent on the individual: at the 
time of the individual’s death by reason of mental or physical 
infirmity, the day on which the dependant ceases to be infirm or, 
if there is no such day, the day of death of the dependant; 


Registered Pension Plans Technical Manual: §1.22 (eligible survivor benefit 
period). 


“existing plan” means a pension plan that was a régistered pension 
plan on March 27, 1988 or in respect of which an application for 
registration was made to the: Minister before March 28; 1988, and 
includes a pension plan that was established before March 28, 1988 
pursuant to an Act of Parliament that deems member contributions 
to be contributions to a registered pension plan; 


“forfeited amount” under a money purchase provision of a pen- 
sion plan means an amount to which a member of the plan has 
ceased to have any rights, other than the portion thereof, if any, that 
is payable 
(a) to a beneficiary of the member as a consequence of the mem- 
ber’s death, or 


(b) to a spouse or common-law partner or former spouse or com- 

mon-law partner of the member as a consequence of the break- 

down of their marriage or common-law partnership; 
History: Para. (b) of the definition “forfeited amount” in subsec. 8500(1) amended by 
P.C. 2001-957, subsec. 8(1), May 31, 2001, Canada Gazette, Part II, June 20, 2001, 
applicable to 2001 et seq., except that if a taxpayer and a person have jointly elected 
pursuant to s. 144 of the Modernization of Benefits and Obligations Act (S.C. 2000, c. 
12), in respect of the 1998, 1999 or 2000 taxation year, the amendment applies to the 
taxpayer and the person in respect of the applicable taxation year ef seq. 


“grandfathered plan” means 


(a) an existing plan that, on March 27, 1988, contained a defined 
benefit provision, or 


(b) a pension plan that was established to provide benefits under 
a defined benefit provision to one or more individuals in lieu of 
benefits to which the individuals were entitled under a defined 
benefit provision of another pension plan that is a grandfathered 
plan, whether or not benefits are also provided to other 
individuals; 

Related Provisions: Reg. 8509(13) — Grandfathering where plan complied before 

March 1996 budget date. 


Registered Pension Plans Technical Manual: §1.23 (grandfathered plan). 


“lifetime retirement benefits’? provided to a member under a ben- 
efit provision of a pension plan means 


(a) retirement benefits provided to the member under the provi- 
sion that, after they commence to be paid, are payable to the 
member until the member’s death, unless the benefits are com- 
muted or payment of the benefits is suspended, and 


(b) for greater certainty, retirement benefits provided to the 
member under the provision in accordance with paragraph 
8506(1)(e.1); 
History: Definition “lifetime retirement benefits” in subsec. 8500(1) amended to add 
para. (b), by P.C. 2005-1508, subsec. 24(1), August 31, 2005, Canada Gazette, Part Il, 
September 21, 2005, applicable after 2003. 
Registered Pension Plans Technical Manual: §1.24 (lifetime ‘retirement 
benefits). 


“multi-employer plan” in a calendar year means 


(a) a pension plan in respect of which it is reasonable to expect, 
at the beginning of the year (or at the time in the year when the 
plan is established, if later), that at no time in the year will more 
than 95 per cent of the active members of the plan be employed 
by a single participating employer or by a related group of par- 
ticipating employers, other than a plan where it is reasonable to 
consider that one of the main reasons there is more. than: one 
employer participating in the plan is to obtain the benefit of any 
of the provisions of the Act or these Regulations that are appli- 
cable only with respect to multi-employer plans, or 


(b) a pension plan that is, in the year, a specified multi-employer 
plan, 
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and, for the purposes of this definition, 2 corporations that are re- 
lated to each other solely by reason that they are both controlled by 
Her Majesty in right of Canada or a province shall be deemed not to 
be related persons; 

Related Provisions: ITA 252.1 — Trade union locals and branches deemed to be a 
single employer; ITA 256(6), (6.1) — Meaning of “controlled”. 

Regulations: 8510(2), (3) (meaning of “specified multi-employer plan”). 
Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 13 (what 
is a MEP?). 

Registered Pension Plans Technical Manual: §1.28 (multi-employer plan). 


“pensionable service” of a member of a pension plan under a de- 
fined benefit provision of the plan means the periods in respect of 
which lifetime retirement benefits are provided to the member 
under the provision; 


Registered Pension Plans Technical Manual: §1.31 (pensionable service): 


“period of disability” of an individual means a period throughout 
which the individual is disabled; 


Registered Pension Plans Technical Manual: §1.32 (period of disability). 


“predecessor employer” means, in relation to a particular em- 
ployer, an employer (in this definition.referred to as the “vendor’”) 
who, has sold, assigned or otherwise disposed of all or. part of the 
vendor’s business or undertaking or all or part of the assets of the 
vendor’s business or undertaking to the particular employer or to 
another employer who, at any time after the sale, assignment or 
other disposition, becomes a predecessor employer in relation to the 
particular employer, where one or more employees of the vendor 
have, in conjunction with the sale, assignment or disposition, be- 
come employees of the employer acquiring the business, undertak- 
pie or a 
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Related Provisions: Reg. 8500(1.2) — Definition applies for purposes of ITA 
147.2(8); Reg. 8504(2.1) — Employment with predecessor employer included in calcu- 
lation of maximum benefits. 


“public pension benefits” means amounts payable on a periodic 
basis under the Canada Pension Plan, a provincial pension plan as 
defined in section 3 of the Canada Pension Plan, or Part I of the 
Old Age Security Act, but does not include disability, death or survi- 
vor benefits provided under those Acts; 
“public safety occupation” means the occupation of 

(a) firefighter, 

(b) police officer, 

(c) corrections officer, 
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(d) air traffic controller, 
(e) commercial airline pilot, or 
(f) paramedic; 


History: Para. (f) added to “public safety occupation” in subsec. 8500(1) by P.C. 
2005-1508, subsec. 24(2), August 31, 2005, Canada Gazette, Part II, September 21, 
2005, applicable after 2004. 


Registered Pension Plans Technical Manual: §1.34 (public safety occupation). 


“retirement benefits” provided to an individual under a benefit 
provision of a pension plan means benefits provided to the indivi- 
dual under the provision that are payable on a periodic basis; 


Related Provisions: ITA 60.021(4)(b) — Definition applies to 2008 RRIF minimum 
amount reduction. 


Registered Pension Plans Technical Manual: §1.35 (retirement benefits). 


“surplus” under a money purchase provision of a pension plan at 
any time means such portion, if any, of the amount held at that time 
in respect of the provision as has not been allocated to members and 
is not reasonably attributable to 


(a) forfeited amounts under the provision or earnings of the plan 
that are reasonably attributable to those amounts, 


(b) contributions made under the provision by an employer that 
will be allocated to members as part of the regular allocation of 
such contributions, or 


(c) earnings of the plan (other than earnings that are reasonably 
attributable to the surplus under the provision before that time) 
that will be allocated to members as part of the regular alloca- 
tion of such earnings; 
Related Provisions: Reg. 8500(1.1) — Definition applies to ITA 147.3(7.1). 
History: Paras. (a) and (b) of the definition “surplus” in subsec. 8500(1) amended by 


P.C. 1995-17, subsec. 8(2), January 11, 1995, Canada Gazette, Part Il, January 25, 
1995, applicable after 1988. 


Registered Pension Plans Technical Manual: §1.39 (surplus). 


“totally and permanently disabled” means, in relation to an indi- 
vidual, suffering from a physical or mental impairment that pre- 
vents the individual from engaging in any employment for which 
the individual is reasonably suited by virtue of the individual’s edu- 
cation, training or experience and that can reasonably be expected 
to last for the remainder of the individual’s lifetime; 


Registered Pension Plans Technical Manual: §1.40 (totally and permanently 
disabled). 


“Year’s Maximum Pensionable Earnings” for a calendar year has 
the meaning assigned by section 18 of the Canada Pension Plan. 
Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 

Registered Pension Plans Technical Manual: §1.42 (Year’s Maximum Pension- 
able Earnings). 


Registered Plans Directorate Newsletters [Reg. 8500(1)]: 91-4R (registration 
rules for money purchase provisions); 96-1 (changes to retirement savings limits). 


(1.1) [Application of “surplus”] — The definition “surplus” in 
subsection (1) applies for the purpose of subsection 147.3(7.1) of 
the Act. 


History: Subsec. 8500(1.1) added by P.C. 2003-1497, subsec. 70), October 2, 2003, 
Canada Gazette, Part II, October 22, 2003, applicable after 1998. 


Registered Pension Plans Technical Manual: §1.39 (surplus). 


Proposed Addition — Reg. 8500(1 2) 


(1.2) [Application of “predecessor employer”] — 
nition “predecessor employer” in subsection (1) applic: for th 
purpose of subsection 147.2(8) of the Act. _ 


Application: The November 5, 2010 draft legislation (misc. Ba subse, 
42(2), will add subsec. 8500(1.2), applicable to contributions made after 1990. 


Technical Notes: Under new ITA subsection 147.2(8), a former employee o a 
predecessor employer in relation to a participating employer is deemed to be a’ for- 
mer employee of the participating employer in certain circumstances. New subsec- 
tion 8500(1.2) provides that the amended definition of “predecessor employer” in 
subsection 8500(1) applies for the purpose of subsection 147.2(8). 


For more information, see the commentary to new subsection 147.2(8). 


Income Tax Regulations 


(2) [Definitions in ITA 147.1(1) and Part 83] — All words and 
expressions used in this Part that are defined in subsection 147.1(1) 
of the Act or in Part LXX XIII have the meanings assigned in those 
provisions. 


Related Provisions: Reg. 8300(3)— Mirror image rule causing terms in Reg. 
8500(1) to be defined for purposes of Part 83. 


History: Subsec. 8500(2) amended by 2007, c. 35, subsec. 82(2), applicable after 
2007. 


(3) [“Connected”] — For the purposes of this Part, a person is 
connected with an employer at any time where, at that time, the 
person 


(a) owns, directly or indirectly, not less than 10 per cent of the 
issued shares of any class of the capital stock of the employer or 
of any other corporation that is related to the employer, 


(b) does not deal at arm’s length with the employer, or 


(c) is a specified shareholder of the employer by reason of para- 
graph (d) of the definition “specified shareholder” in subsection 
248(1) of the Act, 


and, for the purposes of this subsection, 


(d) a person shall be deemed to own, at any time, each share of 
the capital stock of a corporation owned, at that time, by a per- 
son with whom the person does not deal at arm’s length, 


(e) where shares of the capital stock of a corporation are owned 
at any time by a trust, 


(i) if the share of any beneficiary in the income or capital of 
the trust depends on the exercise by any person of, or the 
failure by any person to exercise, any discretionary power, 
each beneficiary of the trust shall be deemed to own, at that 
time, all the shares owned by the trust, and 


(ii) in any other case, each beneficiary of a trust shall be 
deemed to own, at that time, that proportion of the shares 
owned by the trust that the fair market value at that time of 
the beneficiary’s beneficial interest in the trust is of the fair 
market value at that time of all beneficial interests in the 
trust, 


(f) each member of a partnership shall be deemed to own, at any 
time, that proportion of all shares of the capital stock of a corpo- 
ration that are property of the partnership at that time that the 
fair market value at that time of the member’s interest in the 
partnership is of the fair market value at that time of the interests 
of all members in the partnership, and 


(g) a person who, at any time, has a right under a contract, in 
equity or otherwise, either immediately or in the future and ei- 
ther absolutely or contingently, to, or to acquire, shares of the 
capital stock of a corporation shall be deemed to own, at that 
time, those shares if one of the main reasons for the existence of 
the right may reasonably be considered to be that the person not 
be connected with an employer. 


Interpretation Bulletins: IT-124R6: Contributions to registered retirement savings 
plans. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §1.14 (connected person). 


(4) [Offices] — For the purposes of this Part, an officer who re- 
ceives remuneration for holding an office shall, for any period that 
the officer holds the office, be deemed to render services to, and to 
be in the service of, the person from whom the officer receives the 
remuneration. 


Interpretation Bulletins: 
contributions. 


IT-167R6: Registered pension plans — employee’s 


(5) [“Spouse” and “former spouse”] — For the purpose of 
this Part, “spouse” and “former spouse” of a particular individual 
include another individual who is a party to a void or voidable mar- 
riage with the particular individual. 


History: Subsec. 8500(5) amended by P.C. 2007-849, s. 15, May 31, 2007, Canada 
Gazette, Part II, June 13, 2007, in force June 13, 2007. 
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Subsec. 8500(5) amended by, P.C. 2001-957, subsec. 8(2), May 31,2001, Canada Ga- 
zette, Part II, June 20, 2001, applicable to 2001 et seq., except that if a taxpayer.and.a 
person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §1.38 (spouse). 


(6) [Combining periods] — Where this Part provides that an 
amount is to be determined by aggregating the durations of periods 
that satisfy specified conditions, a period shall be included in deter- 
mining the aggregate only if it is not part.of.a longer period that 
satisfies the conditions. 


(7) [Deemed contributions] — For the purposes of the defini- 
tion “active member” in subsection (1), subparagraph 8503(3)(a)(v) 
and paragraphs 8504(7)(d), 8506(2)(c.1) and 8507(3)(a), the portion 
of an amount allocated to an individual at any time under a money 
purchase provision of a registered pension plan that is attributable 
to 


(a) forfeited:amounts under the provision or earnings of the plan 
that are reasonably. attributable to. those amounts, 


(b) a surplus under the provision, 


(c) property transferred to the provision in respect of the actua- 
rial surplus under'a defined benefit provision of the plan or an- 
other registered pension plan, or 


(d) property transferred to the provision in respect of the surplus 
under another money purchase provision of the plan or under a 
money purchase provision of another registered pension plan 


shall be deemed to be a contribution made under the provision on 
behalf of the individual at that time. 
History: The opening words of subsec. 8500(7) amended to add reference to para. 


8506(2)(c.1), by P.C. 2005-1508, subsec. 24(3), August 31,2005, Canada Gazette, Part 
II, September 21, 2005, applicable after 2003. 


Para. 8500(7)(d) added by P.C. 2003-1497, subsec. 7(2), October 2, 2003, Canada Ga- 
zette, Part Il, October 22, 2003, applicable to allocations that occur after 1998. 


Subsec. 8500(7) added by P.C. 1995-17, subsec. 8(3), January 11, 1995, Canada Ga- 
zette, Part II, January 25, 1995, applicable after 1988, except that with respect to 
amounts allocated on or before April 5, 1994, subsec. (7) shall be read without refer- 
ence to the expression “[of] the definition ‘active member’ in subsection (1)”, and for 
the. purposes of subparagraph 8507(3)(a)(vi), without reference. to paragraph (c) 
thereof. 


Registered Pension Plans Technical Manual: §1.2 (active member); §1.43 
(deemed contributions). 


(8) [Member and non-member benefits] — Where an indivi- 
dual who is entitled to receive benefits (in this subsection referred 
to as “member benefits”) under a pension plan because of the indi- 
vidual’s membership in the plan is also entitled to receive other be- 
nefits (in this subsection referred to as “non-member benefits”) 
under the plan or under any other pension plan solely because of the 
participation of another individual in the plan or in the other plan, 
the following rules apply: 


(a) for the purpose of determining whether the member benefits 
are permissible under this Part, the non-member benefits shall be 
disregarded; 

(b) for the purpose of determining whether the non-member be- 
nefits. are permissible under this Part, the member benefits. shall 
be disregarded; and 

(c) for the purpose of determining a pension adjustment, pension 
adjustment reversal or provisional past service pension adjust- 
ment of the individual under Part LX XXIII, the non-member be- 
nefits shall be disregarded. 


History: Subsec. 8500(8) added by P.C. 2001-153, s. 5, January 30, 2001, Canada 
Gazette, Part Il, February 14, 2001, applicable after 1988, except that before 1997, 
para. (c) shall be read without reference to the words “pension adjustment reversal”. 


: Proposed Addition — Reg. 


(9) For the purposes of paragraph 147. 3(6) 
paragraphs 8502(d)(iv) and 8503(2)(h)(iii), where: an amount is 


Reg. 
S.'8501(1)(d)() 


istered i Hi on behalf of all. or a 
umber of members whos benefits under the former 

‘ provision, - 
time under . 


“amount” — ITA 


Definitions [Reg. 8500]: 
248(1); “arm’s length’ —ITA 251(1); “beneficiary”, “benefit provision” — Reg. 
8500(1); “benefits” — Reg. 8501(5)(c); “business” — ITA 248(1); “calendar year” — 
Interpretation Act 37(1)(a); “Canada” — ITA 255, Interpretation Act 35(1); “child” = 


“active member” — Reg. 8500(1); 


ITA 252(1); “commencement” — Interpretation Act 35(1); “common-law partner- 
ship” —ITA 248(1);. “connected” — Reg. 8500(3); “consequence of. the member’s 
death” — 248(8); “Consumer Price Index” — Reg. 8500(1); “contribution” — Reg. 
8500(7), 8501(6); “controlled” — ITA 256(6), (6.1); “corporation” — ITA 248(1), In- 
terpretation Act 35(1); “defined benefit provision” — ITA 147.1(1); “dependant”, “dis- 
abled”? — Reg. 8500(1); “disposed” — ITA 248(1)“disposition”; “employed”, “em- 
ployee”, “employer”, “employment” — ITA 248(1); “existing plan” — Reg. 8500(1); 
“forfeited amount’, “grandfathered plan” — Reg. 8500(1); “Her Majesty” — Jnterpre- 
tation Act 35(1); “individual” —ITA 248(1); “lifetime retirement benefits’ — Reg. 
8500(1); “member” —ITA 147.1(1); “Minister” —ITA 248(1); “money purchase 
limit”, “money purchase provision” —ITA 147.1(1); “month” — Interpretation Act 
35(1); “office? —ITA  248(1); “officer’— Reg. 8500(4); “own” — Reg. 
8500(3)(d)—(g); “Parliament” — Interpretation Act 35(1); “participating employer” — 
ITA 147.1(1); “past service pension adjustment” — ITA 248(1), Reg. 8303(1); “pen- 
sion adjustment” — ITA 248(1); “period of disability” — Reg. 8500(1); “person” — 
ITA 248(1); “predecessor employer’ — Reg. 8500(1); “property’ —ITA 248(1); 
“province” — Interpretation Act 35(1); “provisional past service. pension. adjust- 
ment” —Reg. 8303(2); “registered pension plan” —ITA 248(1); “related” — ITA 
251(2)-(6), Reg. 8500(1)“multi-employer plan”; “retirement benefits” — Reg. 
8500(1); “share” —ITA 248(1); “specified multi-employer plan” —ITA 147.1(1), 
Reg. 8510(2), (3); “specified shareholder” — ITA 248(1); “spouse” — Reg. 8500(5); 
“surplus” — Reg. 8500(1); “taxpayer” — ITA 248(1); “trust” —ITA 104(1), 248(1), 
(3). 


8501. Prescribed conditions for registration and other 
conditions applicable to registered pension plans — (1) 
Conditions for registration — For the purposes of section 
147.1 of the Act, and subject to-sections 8509 and 8510, the pre- 
scribed conditions for the registration of a pension plan are 


(a) the conditions in paragraphs 8502(a), (c), (e), (f) and (1), 
(b) if the plan contains a defined benefit provision, the condi- 
tions in paragraphs 8503(4)(a) and (c), and 
(c) if the plan contains a money purchase: provision, the condi- 
tions in paragraphs 8506(2)(a) and (d), 

and the following conditions: 
(d) there is, no reason-to expect, on the basis. of the documents 


that constitute the plan and establish the funding arrangements, 
. that 


(i) the plan may become a revocable plan pursuant to subsec- 
tion (2),:or 
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Reg. 
S. 8501(1)(d)(ii) 


(ii) the conditions in subsection 147.1(10) of the Act may not 
be complied with, and 


(e) there is no reason to expect that the plan may become a revo- 
cable plan pursuant to subsection 147.1(8) or (9) of the Act or 
subsection 8503(15) or 8506(4). 

Related Provisions: Reg. 8501(3) — Conditions inapplicable where inconsistent 


with 8503(6) and (8) and 8505(3) and (4); Reg. 8501(6) — Rule where contributions 
made through employer association or trade union from employer or individual. 


History: Para. 8501(1)(e) amended to add “or 8506(4)” by P.C. 2005-1508, subsec. 
25(1), August 31, 2005, Canada Gazette, Part Il, September 21, 2005, applicable after 
2003. 


Information Circulars: 98-2: Prescribed compensation for RPPs, paras. 19, 30. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §7.1 (conditions for registration). 


Registered Plans Compliance Bulletins: 5 (reminder of primary purpose require- 
ment for RPPs). 


(2) Conditions applicable to registered pension plans — 
For the purposes of paragraph 147.1(11)(c) of the Act, and subject 
to sections 8509 and 8510, a registered pension plan becomes a rev- 
ocable plan at any time that it fails to comply with 


(a) a condition set out in any of paragraphs 8502(b), (d), (g) to 
(k) and (m); 


(b) where the plan contains a defined benefit provision, a condi- 
tion set out in paragraph 8503(3)(a), (b), (d), Gj), (kK) or (1) or 
(4)(b), (d), (e) or (f); or 
(c) where the plan contains a money purchase provision, a con- 
dition set out in any of paragraphs 8506(2)(b) to (c.1) and (e) to 
(i), 

Related Provisions: Reg. 8501(3) — Conditions inapplicable where inconsistent 


with 8503(6) and (8) and 8505(3) and (4); Reg. 8501(6) — Rule where contributions 
made through employer association or trade union from employer or individual. 


History; Para. 8501(2)(c) amended by P.C. 2005-1508, subsec. 25(2), August 31, 
2005, Canada Gazette, Part Il, September 21, 2005, applicable after 2003. 


Para. 8501(2)(a) amended by P.C. 1996-911, s. 14, June 20, 1996, Canada Gazette, 
Part II, July 10, 1996, applicable after 1993. 


Para. 8501(2)(c) amended by P.C. 1995-17, subsec. 9(1), January 11, 1995, Canada 
Gazette, Part II, January 25, 1995, applicable after April 5, 1994. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §7.2 (conditions applicable to 
RPPs). 


(3) Permissive rules —The conditions in this Part do not apply 
in respect of a pension plan to the extent that they are inconsistent 
with the provisions of subsections 8503(6) and (8) and 8505(3) and 
(4). 

History: Subsec. 8501(3) amended by P.C. 1995-17, subsec. 9(2), January 11, 1995, 
Canada Gazette, Part II, January 25, 1995, applicable after 1988. 


Registered Pension Plans Technical Manual: §7.3 (permissive rules). 


(4) Supplemental plans — Where 


(a) the benefits provided under a pension plan (in this subsection 
referred to as the “supplemental plan’’) that contains one defined 
benefit provision and no money purchase provisions may rea- 
sonably be considered to be supplemental to the benefits pro- 
vided under a defined benefit provision (in this subsection re- 
ferred to as the “base provision”) of another pension plan, 


(b) the supplemental plan does not otherwise comply with the 
condition set out in paragraph 8502(a) or the condition in para- 
graph 8502(c), and 
(c) the Minister has approved the application of this subsection, 
which approval has not been withdrawn, 
for the purpose of determining whether the supplemental plan com- 
plies with the conditions in paragraphs 8502(a) and (c), the benefits 
provided under the base provision shall be considered to be pro- 
vided under the supplemental plan. 
Registered Pension Plans Technical Manual: §7.4 (supplemental plans). 
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(5) Benefits payable after the breakdown of the marriage 
or common-law partnership — Where 


(a) an individual who is a spouse or common-law partner or for- 
mer spouse or common-law partner of a member of a registered 
pension plan is entitled to receive all or a portion of the benefits 
that would otherwise be payable under the plan to the member, 
and 


(b) the entitlement was created 


(i) by assignment of benefits by the member, on or after the 
breakdown of their marriage or common-law partnership, in 
settlement of rights arising out of their marriage or common- 
law partnership, or 


(ii) by a provision of the law of Canada or a province appli- 
cable in respect of the division of property between the mem- 
ber and the individual, on or after the breakdown of their 
marriage or common-law partnership, in settlement of rights 
arising out of their marriage or common-law partnership, 


the following rules apply: 


(c) except where paragraph (d) applies, the benefits to which the 
individual is entitled are, for the purposes of this Part, deemed to 
be benefits provided and payable to the member, and 


(d) the benefits to which the individual is entitled are, for the 
purposes of this Part, deemed to be benefits provided and paya- 
ble to the individual and not provided or payable to the member 
where 


(i) the entitlement of the individual was created by a provi- 
sion of the law of Canada or a province described in subpara- 
graph (b)(@i), and 
(ii) that provision 
(A) requires that benefits commence to be paid to the in- 
dividual at a time that may be different from the time be- 
nefits commence to be paid to the member, or 


(B) gives the individual any rights in respect of the bene- 
fits to which the individual is entitled in addition to the 
rights that the individual would have as a consequence of 
an assignment by the member, in whole or in part, of the 
member’s right to benefits under the plan. 
History: Subsec. 8501(5) amended by P.C. 2001-957, s. 9, May 31, 2001, Canada 
Gazette, Part I, June 20, 2001, applicable to 2001 et seg., except that if a taxpayer and 
a person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 19 (inter- 
action with Ontario rule for pension benefits for ex-spouse). 


Registered Pension Plans Technical Manual: §7.5 (benefits payable after break- 
down of marriage). 


(6) Indirect contributions — Where an employer or an indivi- 
dual makes payments to a trade union or an association of employ- 
ers (in this subsection referred to as the “contributing entity’) to 
enable the contributing entity to make contributions to a pension 
plan, such portion of a contribution made by the contributing entity 
to the plan as is reasonably attributable to a payment made to the 
contributing entity by an employer or individual shall, for the pur- 
poses of the conditions in this Part, be considered to be a contribu- 
tion made by the employer or individual, as the case may be, and 
not by the contributing entity. 


Registered Pension Plans Technical Manual: §7.6 (indirect contributions). 


(6.1) Member contributions for unfunded liability — For the 
purposes of the conditions in this Part (other than subparagraph 
8510(9)(b)(i)), a contribution made by a member of a pension plan 
in respect of a defined benefit provision of the plan is deemed to be 
a current service contribution made by the member in respect of the 
member’s benefits under the provision if 


(a) the contribution cannot, but for this subsection, reasonably 
be considered to be made in respect of the member’s benefits 
under the provision; 
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(b) the contribution is determined by reference to the actuarial 
habilities under the provision in respect of periods before the 
time of the contribution; and 


(c) the contribution is made pursuant to an arrangement 


(i), under which all, or a significant number, of the active 
members of the plan are required to. make similar 
contributions, 


(11) the main purpose of which is to ensure that the plan has 
sufficient assets to pay benefits under the provision, and 


(iii) that is approved by the Minister. 


Related Provisions: Reg. 8501(6.2)— Contribution is a prescribed eligible 
contribution. 


History: The opening words of subsec. 8501(6.1) amended by P.C, 2007-1443, s. 5, 
September 27, 2007, Canada Gazette, Part Il, October 17, 2007, applicable after June 
23, 2007. 


Subsec. 8501(6.1) added by P.C:'2003-1497, .s::8; October 2; 2003, Canada Gazette, 
Part II, October 22, 2003, applicable to contributions made after 1990. 


Registered Pension Plans Technical Manual: §7.7 (member contributions for 
unfunded liability). 


(6.2) Prescribed eligible contributions — For the purpose of 
paragraph 147.2(4)(a) of the Act, a contribution. described in sub- 
section (6.1) is a prescribed eligible contribution. 


History: Subsec. 8501(6.2) added by’ P.C. 2003-1497, s, 8, October.2; 2003,,Canada 
Gazette, Part II, October 22, 2003, applicable to contributions made after 1990. 


Registered Pension Plans Technical’ Manual: §7:7 (member contributions for 
unfunded liability). 


(7) Benefits provided with surplus on plan wind-up — 
Where 


(a).a single amount is paid,in full or partial satisfaction of an 
individual’s entitlement to retirement, benefits (in this subsection 
referred to as the “commuted benefits”) under a defined benefit 
provision of a registered pension plan, 


(b) other benefits are subsequently provided to the individual 
under the provision as a consequence of an allocation, on full or 
partial wind-up of the plan, of an actuarial surplus under the 
provision, 


(c) the other benefits include benefits (in this subsection referred 
to as “ancillary benefits”) that, but for this subsection, would not 
be permissible under this Part, 


(d) if the individual had previously terminated from the provi- 
sion and the conditions in subsection 8304.1(14) were satisfied 
with respect to the termination, it is reasonable to consider that 
all of the ancillary benefits are in respect of periods before 1990, 
and 


(e) the Minister has approved the application of this subsection 
in respect of the ancillary benefits, 


for the purpose of determining whether the ancillary benefits are 
permissible under this Part, the individual is considered to have an 
entitlement under the provision to the commuted benefits. 


History: Subsec. 8501(7) added by P.C. 1998-2256, s. 20, December 16, 1998, Can- 
ada Gazette, Part Il, January 6, 1999; applicable to benefits provided after 1996. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 5 (transfer 
of ancillary benefits to RRSP after commuted value transferred). 


Registered Pension Plans Technical Manual: §7.8 (benefits provided with sur- 
plus on plan wind-up). 


Definitions [Reg. 8501]: “active member’ — Reg. 8500(1); “benefits” — Reg. 
8501(5)(c); “Canada” —ITA 255, Interpretation Act 35(1); “common-law partner- 
ship” — ITA 248(1); “contributing entity” — Reg. 8501(6); “contribution” — Reg. 
8501(6), (7); “defined benefit provision” — ITA 147.1(1); “employer”, “individual” — 
ITA 248(1); “member” — ITA 147.1(1); “Minister” — ITA 248(1); “money: purchase 
provision” — ITA 147.1(1); “prescribed”, “property” — ITA 248(1);, “province” — JIn- 
terpretation Act 35(1); “registered pension plan” —ITA 248(1); “retirement bene- 
fits” — Reg. 8500(1); “single amount” —ITA 147.1(1); “spouse” — Reg. 8500(5); 
“supplemental plan” — Reg. 8501(4)(a); “surplus” — Reg. 8500(1). 


Reg. 
S.' 8502(b) 


8502. Conditions applicable to:all plans — For the purposes 
of section 8501, the following conditions. are applicable, in respect 
of,a, pension plan: 


(a) primary purpose — the primary purpose of the plan is to 
provide periodic payments to individuals after retirement and 
until death in respect of their service as employees; 

Registered Plans Directorate Newsletters: 91-4R (registration, rules; for money 


purchase provisions); 94-2 (q.2 — money purchase provision — bridging benefit); 04- 
1 (transfer from a defined benefit provision). 


Registered Pension Plans Technical Manual: §8.1 (primary purpose). 


(b) permissible contributions — each contribution made to 
the plan after 1990 is an amount that 


(i) is paid by a member of the plan in accordance with the 
plan as registered, where the amount is credited to the mem- 
ber’s account under a money purchase provision of the plan, 
ofr is paid in respect of the member’s ‘benefits under a defined 
benefit provision of the plan, 


(ii) is paid in accordance with a money purchase provision of 
the plan as registered, by an employer with respect to the em- 
ployer’s employees or former employees, 


(iii) is an eligible. contribution that is paid in respect.of a de- 
fined benefit provision of the plan by an employer with re- 
spect to the employer’s employees or former employees, 


(Gv) isi transferred to. the plan in accordance with any of sub- 
sections 146(16),:146.3(14.1), 147(19) and 147.3(1) to (8): of 
the Act, or 

(v) is acceptable to the Minister and that is transferred to the 
plan from a pension plan that is maintained primarily for the 
benefit of non-residents in respect of services rendered 
ouiaide: Canad. 


Pp sual ‘where 
contribution if | 


“i benefit eee of the st by an ecole with. » 


registration of the ‘Aur C 
to the commentary on ne\ 


Lette : om. Dept. of Finance, Oct. 2. 


2009: See under Reg. 6802(h); 


and, for the purposes of this paragraph, 


(vi) an eligible contribution is a contribution that is paid by 
an employer in respect of a defined benefit provision of a 
pension plan is where it is an eligible contribution under sub- 
section 147.2(2) of the Act or, in the case of a plan in which 
Her Majesty in right of Canada or a province is a participat- 
ing employer, would be an eligible contribution under sub- 
section 147.2(2) of the Act if all amounts held to the credit of 
the plan in the accounts of Canada or the province were ex- 
cluded from ‘the assets: of the plan, and 


(vii) such portion of the contributions that are made by Her 
Majesty in right of Canada or a province in respect of a de- 
fined benefit provision of the plan as can reasonably be con- 
sidered. to, be made with respect to, the employees or former 
employees of another person shall be deemed to be,contribu- 
tions that are made by that. other person; 
Related Provisions: Reg. 8501(2)(a) — Revocation of plan for failure to. comply 
with conditions; Reg. 8510(6) — Special rules — specified multi-employer plan. 
History: Subpara. 8502(b)(iv) amended to add reference to ITA subsec. 146.3(14.1), 
by P:C, 2005-1508, subsec. 26(1), August 31, 2005, Canada Gazette, Part 11, Septem- 
ber 21, 2005, applicable after 2003. ' 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 93-2 (foreign service). 
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Registered Pension Plans Technical Manual: §8.2 (permissible contributions). 


(c) permissible benefits — the plan does not provide for, and 
its terms are such that it will not under any circumstances pro- 
vide for, any benefits other than benefits 


(i) that are provided under one or more defined benefit provi- 
sions and are in accordance with subsection 8503(2), 
paragraphs 8503(3)(c) and (e) to (i) and section 8504, 


(ii) that are provided under one or more money purchase pro- 
visions and are in accordance with subsection 8506(1), 


(iii) that the plan is required to provide by reason of a desig- 
nated provision of the law of Canada or a province, or that 
the plan would be required to provide if each such provision 
were applicable to the plan with respect to all its members, 
and 


(iv) that the plan is required to provide to an individual who 
is a spouse or common-law partner or former spouse or com- 
mon-law partner of a member of the plan by reason of a pro- 
vision of the law of Canada or a province applicable in re- 
spect of the division of property between the member and the 
individual, on or after the breakdown of their marriage or 
common-law partnership, in settlement of rights arising out 
of their marriage or common-law partnership; 
Related Provisions: Reg. 8503(9)(f) —Re-employed member; Reg. 8509(2) — 
Conditions applicable after 1991 to benefits under grandfathered plan; Reg. 8509(4) — 
Grandfathered plan — Minister may exempt certain benefits; Reg. 8510(6) — Special 
rules — specified multi-employer plan; Reg. 8513 — Designated provision of the law 
of Canada or a province. 
History; Subpara. 8502(c)(iv) amended by P.C. 2001-957, subsec. 10(1), May 31, 
2001, Canada Gazette, Part II, June 20, 2001, applicable to 2001 et seq., except that if 
a taxpayer and a person have jointly elected pursuant to s. 144 of the Modernization of 
Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 
taxation year, the amendment applies to the taxpayer and the person in respect of the 
applicable taxation year et seg. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 98-2 (treating excess member contributions under a registered 
pension plan); 04-1 (transfer from a defined benefit provision). 


Registered Pension Plans Technical Manual: §8.3 (permissible benefits). 


(d) permissible distributions — each distribution that is 
made from the plan is 


(i) a payment of benefits in accordance with the plan as 
registered, 


(ii) a transfer of property held in connection with the plan 
where the transfer is made in accordance with subsection 
147.3(3), (4.1), (7.1) or (8) of the Act, 


(iii) a return of all or a portion of the contributions made by a 
member of the plan or an employer who participates in the 
plan, where the payment is made to avoid the revocation of 
the registration of the plan, 


(iv) a return of all or a portion of the contributions made by a 
member of the plan under a defined benefit provision of the 
plan, where the return of contributions is pursuant to an 
amendment to the plan that also reduces the future contribu- 
tions that would otherwise be required to be made under the 
provision by members, 


(v) a payment of interest (computed at a rate not exceeding a 
reasonable rate) in respect of contributions that are returned 
as described in subparagraph (iv), 


(vi) a payment in full or partial satisfaction of the interests of 
a person in an actuarial surplus that relates to a defined bene- 
fit provision of the plan, 


(vii) a payment to an employer of property held in connec- 
tion with a money purchase provision of the plan, 


(viii) where the Minister has, under subsection 8506(2.1), 
waived the application of the condition in paragraph 
8506(2)(b.1) in respect of a money purchase provision of the 
plan, a payment under the provision of an amount acceptable 
to the Minister, or 


Income Tax Regulations 


(ix) a payment, other than a payment described in subpara- 
graph (i), with respect to a member of a single amount that 
the plan is required to make because of the Pension Benefits 
Standards Act, 1985 or a similar law of a province, where the 
single amount is not transferred directly to another registered 
pension plan, a registered retirement savings plan or a regis- 
tered retirement income fund; 
Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations; Reg. 8500(9) — Transfer of significant num- 
ber of members to new pension plan; Reg. 8501(2)(a) — Revocation of plan for failure 
to comply with conditions. 
History: Subpara. 8502(d)(ix) added by P.C. 2007-1443, s. 6, September 27, 2007, 
Canada Gazette, Part I, October 17, 2007, applicable to payments made after March 
20, 2002. 


Subpara. 8502(d)(ii) amended by P.C. 2003-1497, subsec. 9(1), October 2, 2003, Can- 
ada Gazette, Part II, October 22, 2003, applicable to transactions that occur after 1998. 


Subpara. 8502(d)(ii) amended and subpara. 8502(d)(vili) added by P.C. 1995-17, sub- 
secs. 10(1) and (2), January 11, 1995, Canada Gazette, Part II, January 25, 1995. Sub- 
para. 8502(d)(ii) is applicable with respect to distributions made from a pension plan 
after 1990 and subpara. 8502(d)(viii) is applicable after April 5, 1994. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 96-3 (flexible pension plans); 09-1 (administrative relief proce- 
dures for retroactive lump-sum catch-up payments). 


Registered Pension Plans Technical Manual: §8.4 (permissible distributions). 
(ec) payment of pension — the plan 


(i) requires that the retirement benefits of a member under 
each benefit provision of the plan begin to be paid not later 
than the end of the calendar year in which the member attains 
71 years of age except that, 


(A) in the case of benefits provided under a defined bene- 
fit provision, the benefits may begin to be. paid at any 
later time that is acceptable to the Minister, if the amount 
of benefits (expressed on an annualized basis) payable 
does not exceed the amount of benefits that would be pay- 
able if payment of the benefits began at the end of the 
calendar year in which the member attains 71 years of 
age, and 

(B) in the case of benefits provided under a money 
purchase provision in accordance with paragraph 
8506(1)(e.1), the benefits may begin to be paid not later 
than the end of the calendar year in which the member 
attains 72 years of age, and 


(ii) provides that retirement benefits under each benefit pro- 
vision are payable not less frequently than annually; 
History: Subpara. 8502(e)(i) amended by 2007, c. 29, s. 34, applicable after 2006. 


Subpara. 8502(e)(i) amended by P.C. 2005-1508, subsec. 26(2), August 31, 2005, Can- 
ada Gazette, Part II, September 21, 2005, applicable after 2003. 
Cl. 8502(e)(i)(A) amended by P.C. 1998-2256, s. 21, December 16, 1998, Canada Ga- 
zette, Part II, January 6, 1999, applicable after 1996, except that 


(a) subject to paragraph (b), cl. 8502(e)(i)(A), as amended, applies in respect of 
benefits provided to an individual who attained 70 years of age before 1997 or 69 
years of age in 1996 as though the reference in that clause to “69 years of age” 
were a reference to “71 years of age” and “70 years of age” respectively; and 


(b) where retirement benefits under a pension plan are provided to an individual by 
means of an annuity contract issued before March 6, 1996 and, under the terms and 
conditions of the contract as they read immediately before that day, 


(i) the day on which annuity payments are to begin under the contract is fixed 
and determined and is after the year in which the individual attains 


(A) 69 years of age, where the individual had not attained that age before 
1997, or 


(B) 70 years of age, where the individual attained 69 years of age in 1996, 
and 


(ii) the amount and timing of each annuity payment are fixed and determined, 


cl. 8502(e)(i)(A), as amended, applies in respect of the benefits as though the refer- 
ence in that clause to “69 years of age” were a reference to “71 years of age”. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §8.5 (payment of pension). 


(f) assignment of rights — the plan includes a stipulation 
that no right of a person under the plan is capable of being as- 
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signed, charged, anticipated, given as security or surrendered, 
and, for the purposes of this condition, 


(i) assignment does not include 


(A) assignment pursuant to a decree, order or judgment of 
a competent tribunal or a written agreement in settlement 
of rights arising out of a marriage or common-law part- 
nership between an individual and the individual’s spouse 
or common-law partner or former spouse or common-law 
partner, on or after the breakdown of their marriage or 
common-law partnership, or 


(B) assignment by the legal representative of a deceased 
individual on the distribution of the individual’s estate, 
and 


(ii) surrender does not include a reduction in benefits to 
avoid the revocation of the registration of the plan; 
Related Provisions: ITA 147(2)(e) — Parallel rules for DPSPs. 
History: Cl. 8502(f)(i)(A) amended by P.C. 2001-957, subsec. 10(2), May 31, 2001, 
Canada Gazette, Part II, June 20, 2001, applicable to 2001 et seg., except that if a 
taxpayer and a person have jointly elected pursuant to s. 144 of the Modernization of 
Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 
taxation year, the amendment applies to the taxpayer and the person in respect of the 
applicable taxation year et seq. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase. provisions). 


Registered Pension Plans Technical Manual: §8.6 (assignment of rights). 


(g) funding media — the arrangement under which property is 
held in connection with the plan is acceptable to the Minister; 
Related Provisions: Reg. 8501(2)(a) — Revocation of plan for failure to comply 
with conditions. 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 98-1 (simplified pension plans), 
Registered Pension Plans Technical Manual: §8.7 (funding media). 


(h) investments — the property that is held in connection with 
the plan does not include 


(i) a prohibited investment under subsection 8514(1), 


(ii) at any time that the plan is subject to the Pension Benefits 
Standards Act, 1985 or a similar law of a province, an invest- 
ment that is not permitted at that time under such laws as 
apply to the plan, or 


(iii) at any time other than a time referred to in subparagraph 
(ii), an investment that would not be permitted were the plan 
subject to the Pension Benefits Standards Act, 1985; 
Related Provisions: Reg. 8501(2)(a) — Revocation of plan for failure to comply 
with conditions. 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 
Registered Pension Plans Technical Manual: §8.8 (investments). 


(i) borrowing — a trustee or other. person who holds property 
in connection with the plan does not borrow money for the pur- 
poses of the plan, except where 


(i) the borrowing is for a term not exceeding 90 days, 


(ii) the borrowing is not part of a series of loans or other 
transactions and repayments, and 


(iii) none of the property that is held in connection with the 
plan is used as security for the borrowed money (except 
where the borrowing is necessary to provide funds for the 
current payment of benefits or the purchase of. annuities 
under the plan without resort to a distressed sale of the pro- 
perty that is held in connection with the plan), 


or where 


(iv) the money is borrowed for the purpose of acquiring real 
property that may reasonably be considered to be acquired 
for the purpose of producing income from property, 


(v) the aggregate of all amounts borrowed for the purpose of 
acquiring the property and any indebtedness incurred as a 
consequence of the acquisition of the property does not ex- 
ceed the cost to the person of the property, and 


Reg. 
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(vi) none of the property that is held in connection with the 
plan, other than the real property, is used as security for the 
borrowed money; 
Related Provisions: ITA 248(10).— Series of transactions; Reg. 8501(2)(a) — Rev- 
ocation of plan for failure to comply with conditions. 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 
Registered Pension Plans Technical Manual: §8.9 (borrowing). 


(j) determination of amounts — except as otherwise pro- 
vided in this Part, each amount that is determined in connection 
with the plan is determined, where the amount is based on as- 
sumptions, using such reasonable assumptions as are acceptable 
to the Minister, and, where actuarial principles are applicable to 
the determination, in accordance with generally accepted actua- 
rial principles; 

Related Provisions: Reg. 8501(2)(a) — Revocation of plan for failure to comply 

with conditions. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 94-3R (using assumptions to compute the present value of bene- 
fits); 95-5 (conversion of a defined benefit provision to a money purchase provision); 
96-3 (flexible pension plans). 


Registered Pension Plans Technical Manual: §8.10 (determination of amounts). 


(k) transfer of property between provisions — property 
that is held in connection with a benefit provision of the plan is 
not made available to pay benefits under another benefit provi- 
sion of the plan (including another benefit provision that re- 
places the first benefit provision), except where the transaction 
by which the property is made so available is such that if the 
benefit provisions were in separate registered pension plans, the 
transaction would constitute a transfer of property from one plan 
to the other in accordance with any of subsections 147.3(1) to 
(4.1), (6), (7.1) and (8) of the Act; 

Related Provisions: Reg. 8501(2)(a) —Revocation of plan for failure to comply 

with conditions. 


History: Para. 8502(k) amended to add reference to “(7.1)” by P.C. 2003-1497, sub- 
sec. 9(2), October 2, 2003, Canada Gazette, Part Il, October 22, 2003, applicable to 
transactions that occur after 1998. 


Para. 8502(k) amended by P.C. 1995-17, subsec. 10(3), January 11, 1995, Canada Ga- 
zette, Part II, January 25, 1995, applicable with respect to transactions occurring after 
1990. 


Registered Plans Directorate Newsletters: 95-5 (conversion of a defined benefit 

provision to a money purchase provision); 04-1 (transfer from a defined benefit 

provision). 

Registered Pension Plans Technical Manual: §6.1 (qualifying transfers); §8.11 

(transfer of property between provisions). 
(1) appropriate pension adjustments — the plan terms are 
not such that an amount that is determined under Part LXXXIII 
in respect of the plan would be inappropriate having regard to 
the provisions of that Part read as a whole and the purposes for 
which the amount is determined; and 

Registered Plans Directorate Newsletters: 91-4R (registration rules for money 

purchase provisions); 01-3 (tailored individual pension plan). 

Registered Pension Plans Technical Manual: §8.12 (appropriate pension 

adjustments). 
(m) participants in GSRAs — no individual who, at any time 
after 1993, is entitled, either absolutely or contingently, to bene- 
fits under the plan by reason of employment with an employer 
with whom the individual is connected is entitled at that time, 
either absolutely or contingently, to benefits under a govern- 
ment-sponsored retirement arrangement (as defined in subsec- 
tion 8308.4(1)). 

Related Provisions: Reg. 8501(2)(a) — Revocation of plan for failure to comply 

with conditions. 

History: Para. 8502(m) added by P.C. 1996-911, s. 15, June 20, 1996 Canada Gazette, 

Part II, July 10, 1996, applicable after 1993. 

Registered Plans Directorate Newsletters: 91-4R (registration rules for money 

purchase provisions). 

Registered Pension Plans Technical Manual: §8.13 (participants in GSRAs). 

Definitions [Reg. 8502]: “amount”, “annuity” — ITA 248(1); “benefit provision” — 


Reg. 8500(1); “benefits” — Reg. 8501(5)(c); “borrowed money” — ITA 248(1); “cal- 
endar year” — Interpretation Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 
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35(1); “common-law partnership” — ITA 248(1); “connected” — Reg. 8500(3); “con- 
tribution” —Reg. 8501(6); “defined benefit provision” —ITA 147.1(1); “designated 
provision of the law of Canada or a province” — Reg. 8513, “eligible contribution” — 
Reg. 8502(b)(vi), 8510(6)(a); “employee”, “employer”, “employment” — ITA 248(1); 
“Her Majesty” — Interpretation Act 35(1); “individual” —ITA 248(1); “member” — 
ITA 147.1(1); “Minister” —ITA’ 248(1); “money purchase provision” — ITA 
147.1(1); “non-resident” —ITA 248(1); “participating employer” — ITA. 147.1(1); 
“person” —ITA 248(1); “prohibited investment” — Reg. 8514(1), “property” — ITA 
248(1); “province” — Interpretation Act 35(1); “registered pension plan” — ITA 
248(1); “registered retirement income fund” —ITA 146.3(1), 248(1); “registered re- 
tirement savings plan” —ITA 146(1), (21.2), 248(1); “retirement benefits” — Reg. 
8500(1); “security” — Interpretation Act 35(1); “series” — ITA 248(10); “spouse” — 
Reg.  8500(5); . “surplus? — Reg. . 8500(1); | “written” — Interpretation Act 
35(1)“‘writing”. 


8503. Defined benefit provisions — (1) Net contribution ac- 
counts — In this section and subsection 8517(2), the net contribu- 
tion account of a member of a pension plan in relation to a defined 
benefit provision of the plan is an account that is 


(a) credited with 


(i) the amount of each contribution that is made by the mem- 
ber to the plan in respect of the provision, 


(ii) each amount that is transferred on behalf of the member 
to the plan in respect of the provision in accordance with any 
of subsections 146(16), 147(19) and 147.3(2) and (5) to (7) 
of the Act, 


(iii) such portion of each amount that is transferred to the 
plan in respect of the provision in accordance with subsec- 
tion 147.3(3) of the Act as may reasonably be considered to 
derive from contributions that are made by the member to a 
registered pension plan or interest (computed at a reasonable 
rate) in respect of such contributions, 


(iv) the amount of any property that was held in connection 
with another benefit provision of the plan and that has been 
made available to provide benefits under the provision, to the 
extent that if the provisions were in separate registered pen- 
sion plans, the amount would be included in the member’s 
net contribution account by reason of subparagraph (ii) or 
(iii), and 

(v) interest (computed at a reasonable rate determined by the 
plan administrator) in respect of each period throughout 
which the account has a positive balance; and 


(b) charged with 


(i) each amount that is paid under the provision with respect 
to the member, otherwise than in respect of an actuarial sur- 
plus under the provision, 


(ii) the amount of any property that is held in connection 
with the provision (other than property that is in respect of an 
actuarial surplus under the provision) and that is made avail- 
able to provide benefits with respect to the member under 
another benefit provision of the plan, and , 


(iii) interest (computed at a reasonable rate determined by the 
plan administrator) in respect of each period throughout 
which the account has a negative balance. 
History: Subparas. 8503(1)(b)(i) and (ii) amended by P.C. 1995-17, subsec. 11(1), 
January 11, 1995, Canada Gazette, Part Il, January 25, 1995, applicable after 1988. 
Registered Plans Directorate Newsletters: 04-1 (transfer froma defined benefit 
provision). 
Registered Pension Plans Technical Manual: §9.1 (net contribution account). 


(2) Permissible benefits — For the purposes of paragraph 
8502(c), the following benefits may, subject to the conditions set 
out in respect of each benefit, be provided under a defined benefit 
provision of a pension plan: 


(a) lifetime retirement benefits — lifetime retirement bene- 
fits provided to a member where the benefits are payable in 
equal periodic amounts, or are not so payable only by reason 
that 


(i) the benefits payable to a member after the death of the 
member’s spouse or common-law partner are less than the 
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benefits that would be payable to the member were the mem- 
ber’s spouse or common-law partner alive, 
(ii) the plan provides for periodic cost-of-living adjustments 
to be made to the benefits, where the adjustments 
(A) are determined in such a manner that they do not ex- 
ceed cost-of-living adjustments warranted by increases in 
the Consumer Price Index after the benefits commence to 
be paid, 
(B) consist of periodic increases at a rate not exceeding 4 
per cent per annum after the time the benefits commence 
to be paid, 
(C) are based on the rates of return on a specified pool of 
assets after the benefits commence to be paid, or 


(D) consist of any combination of adjustments described 
in clauses (A) to (C), 


and, in the case of adjustments described in clauses (C) and 
(D), the present value (at the time the member’s benefits 
commence to be paid) of additional benefits that can reasona- 
bly be expected to be paid as a consequence of the adjust- 
ments does not exceed the greater of 


(E) the present value (at the time the member’s benefits 
commence to be paid) of additional benefits that could 
reasonably be expected to be paid as a consequence of 
adjustments warranted by increases in the Consumer 
Price Index after the member’s benefits commence to be 
paid, and 

(F) the present value (at the time the member’s benefits 
commence to be paid) of additional benefits that would be 
paid as a consequence of adjustments at a fixed rate of 4 
per cent per annum after the time the member’s benefits 
commence to be paid, 38 


(iii) where the plan does not provide for periodic cost-of-liv- 
ing adjustments to be made to the benefits, or provides only 
for such adjustments as are described in clause (ii)(A) or (B), 
the plan provides for cost-of-living adjustments to be made 
to the benefits from time to time at the discretion of any per- 
son, where the adjustments, together with periodic cost-of- 
living adjustments, if any, are warranted by increases in the 
Consumer Price Index after the benefits commence to be 
paid, ; 

(iv) the amount of the benefits is increased as a consequence 
of additional lifetime retirement benefits becoming provided 
to the member under the provision, 


(v) the amount of the benefits is determined with a reduction 
computed by reference to the member’s age, duration of ser- 
vice, or both (or with any other similar reduction), and the 
amount is subsequently adjusted to reduce or eliminate the 
portion, if any, of the reduction that is not required for the 
benefits to comply with the conditions in paragraph (3)(c), 


(vi) the amount of the benefits is determined with a reduction 
computed by reference to the following benefits and the 
amount is subsequently adjusted to reduce or eliminate the 
reduction: 


(A) disability benefits to which the member is entitled 
under the Canada Pension Plan or a provincial pension 
plan as defined in section 3 of that Act, 


(B) benefits to which the member is entitled under an em- 
ployees’ or workers’ compensation law of Canada or a 
province in respect of an injury or disability, or 


(C) benefits to which the member is entitled pursuant to a 
sickness or accident insurance plan or a disability insur- 
ance plan, 


(vii) the amount of the benefits is determined with a reduc- 
tion computed by reference to other benefits provided under 
the provision in respect of the member that are permissible 
under paragraph (c), (d), (kK) or (n), and the amount is subse- 
quently adjusted to reduce or eliminate the reduction, 
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(viii) the amount of the benefits is reduced as a consequence 
of benefits that ‘are permissible under. paragraph (c), (d), (k) 


or (n) becoming provided under the provision in respect of | 


. the member, 


(ix) the amount of the benefits:payable to the member while 
the member is in receipt of remuneration from a participating 
employer is less than the amount of the’ benefits that would 
otherwise be payable to the member if the member were’ not 
in receipt of the remuneration, or 


(x) the amount of the benefits is adjusted in accordance with 
plan terms that were submitted to the Minister before April 
19, 2000, where the benefits have, commenced to be paid 
before 2003 and the adjustment is approved by the-Minister; 


(b) bridging benefits — paiees: benefits peat to a mem- 
ber where 


(i) the bridging benefits are payable for a period beginning 
no earlier than the time lifetime retirement benefits com- 
mence to be paid under the provision to the member and end- 
ing no later than the end of the month immediately. following 
the month in which the member attains 65 years of age, and 


(ii) the amount of the bridging benefits payable for a particu- 
lar month does not exceed the amount that is determined for 
that month by the formula 


Ax (1 =.0025 xB) xCx > 


where. 


A is the amount (or a reasonable estimate thereof) of public 
pension benefits that would be payable to the member for 
the, month in which the bridging benefits. commence to be 
paid to the member if 


(A) the member were 65 years of age throughout that 
month, 


(B) that month were the first month for which public 
pension benefits were payable to the member, 


(C) the member were entitled to the maximum amount 
of benefits payable under the Old Age Security Act, 
and 


(D) the member were entitled to that proportion, not 
exceeding 1, of the maximum benefits payable under 
the Canada Pension Plan (or a provincial plan as de- 
fined in section 3 of the Canada Pension Plan). that 
the total of the member’s remuneration for'the 3 calen- 
dar years in which the remuneration is the highest is of 
the total of the Year’s Maximum Pensionable Earn- 
ings for those 3 years (or, such, other proportion of re- 
muneration to Year’s Maximum Pensionable Earnings 
as is acceptable to the Minister), 


(A) except where clause (B) is applicable, the number 
of months, if any, from the date on which the bridging 
benefits commence to be paid to the member to the 
date on which the member attains 60 years of age, and 


(B) where the member is totally and permanently dis- 
abled at the time the bridging benefits commence to be 
paid to the member and the member was, not, at any 
time after 1990, connected with an employer who has 
participated in the plan, nil, 


C is the greatest of all amounts each of which is the ratio of 


the. Consumer Price Index for: a:month not before the | 


month in which the bridging benefits commence to be 
paid to the member and not after the particular month, to 
the Consumer Price Index for the month in which the 
bridging benefits commence to be paid to the member, 
and 
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D: is 


(A) except where clause (B) is applicable, the lesser of 
10 and 


(1) where. the member was. not, at.any time after 

1990, connected with an employer who has partici- 

pated in the plan, the aggregate of all amounts each 

of which is the duration (measured in years, includ- 

ing any fraction of a year) of a period that is pen- 

sionable service of the member under the _provi- 
‘sion, and 


(II) in any other case, the aggregate that would be 
determined under subclause (1) if the duration of 
each period were multiplied by a fraction (not 
greater than 1) that measures the services rendered 
by the member throughout the period to employers 
who participate in the plan ‘as'a proportion of the 
services that’ would have been rendered by the 
member throughout the period to such employers 
had the member rendered services on a full-time 
basis, and 


(B) where the member is totally and permanently dis- 
abled at the time at which the bridging benefits com- 
mence to be’ paid to the member and the member was 
not, at any ‘time after 1990, connected with an em- 
ployer who has participated in the plan, 10; 


(c) guarantee period — retirement benefits (in this paragraph 


‘referred to as “continued retirement benefits”) provided to one 


or more beneficiaries of a member who dies after retirement be- 
nefits under the provision commence to be paid to the member 
where 


(i) the continued retirement benefits are payable for a period 
beginning after the death of the member and ending 


(A) if retirement benefits permissible. under paragraph (d) 
are provided under the provision to a spouse or common- 
law partner or. former spouse or common-law partner of 
the member, no later than five years, and 


(B) in any other case, no later than 15 years 


after the day on ‘which retirement benefits commence to be 
paid under the provision to the member, and 


(ii) the aggregate amount of continued retirement benefits 
payable under the provision for each month does not exceed 
the amount of retirement benefits that would have been paya- 
ble under the provision for the month to the member if the 
member were alive; 


(d) post-retirement survivor benefits — retirement bene- 
fits (in this paragraph referred to as “survivor retirement bene- 
fits”) provided to one or more beneficiaries of a member who 
dies after retirement benefits under the provision commence to 
be paid to the member where 


(i) each beneficiary is, at the time of the, member’s death, a 
spouse, a common-law partner, a former spouse, a former 
common-law. partner or a dependant, of the member, 


(ii) the survivor retirement benefits provided to a spouse or 
common-law partner or former spouse or common-law part- 
ner are payable for a period beginning ‘after the death of the 
member and ending with the death of the spouse or common- 
law partner or former spouse or common-law, partner, 


(iii) the survivor retirement benefits provided to a dependant 
‘are payable for a period beginning after the death of the 
member and ending no later than at the end of the depen- 
dant’s eligible survivor benefit period, 


(iv) the amount of survivor retirement benefits payable for 
each month to a beneficiary does not exceed 667/3 per cent of 
the amount of retirement benefits that would have been paya- 
ble under:the provision for the month to the member if the 
member were alive, and 
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(v) the aggregate amount of survivor retirement benefits and 
other retirement benefits payable under the provision for 
each month to beneficiaries of the member does not exceed 
the amount of retirement benefits that would have been paya- 
ble under the provision for the month to the member if the 
member were alive; 


(e) pre-retirement survivor benefits — retirement benefits 
(in this paragraph referred to as “survivor retirement benefits”) 
provided to one or more beneficiaries of a member who dies 
before retirement benefits under the provision commence to be 
paid to the member where 


(i) no other benefits (other than benefits permissible under 
paragraph (g), (j), (1.1) or (n)) are payable as a consequence 
of the member’s death, 


(ii) each beneficiary is, at the time of the member’s death, a 
spouse, a common-law partner, a former spouse, a former 
common-law partner or a dependant, of the member, 


(iii) the survivor retirement benefits provided to a spouse or 
common-law partner are payable for a period beginning after 
the death of the member and ending with the death of the 
spouse or common-law partner or former spouse or common- 
law partner, 


(iv) the survivor retirement benefits provided to a dependant 
are payable for a period beginning after the death of the 
member and ending no later than at the end of the depen- 
dant’s eligible survivor benefit period, 


(v) the amount of survivor retirement benefits payable for a 
month to a beneficiary does not exceed 6673 per cent of the 
amount that is determined in respect of the month by the 
formula set out in subparagraph (vi), and 


(vi) the aggregate amount of survivor retirement benefits 
payable under the provision for a particular month to benefi- 
ciaries of the member does not exceed the amount that is de- 
termined for the particular month by the formula 


(A+B) VG 
12 
where 


A is the amount (expressed on an annualized basis) of life- 
time retirement benefits that accrued under the provision 
to the member as of the member’s day of death, deter- 
mined without any reduction computed by reference to 
the member’s age, duration of service, or both, and with- 
out any other similar reduction, 


Bis, in the case of a member who attains 65 years of age 
before the member’s death or who was, at any time after 
1990, connected with an employer who has participated 
in the plan, nil, and, otherwise, the amount, if any, by 
which the lesser of 


(A) the amount (expressed on an annualized basis) of 
lifetime retirement benefits that could reasonably be 
expected to have accrued to the member to the day on 
which the member would have attained 65 years of 
age if the member had survived to that day and contin- 
ued in employment and if the member’s rate of remu- 
neration had not increased after the member’s day of 
death, and 


(B) the amount, if any, by which */2 of the Year’s Max- 
imum Pensionable Earnings for the calendar year in 
which the member dies exceeds such amount as is re- 
quired by the Minister to be determined in respect of 
benefits provided, as a consequence of the death of the 
member, under other benefit provisions of the plan 
and under benefit provisions of other registered pen- 
sion plans 


exceeds the amount determined for A, and 


C is the greatest of all amounts each of which is the ratio of 
the Consumer Price Index for a month not before the 
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month in which the member dies and not after the particu- 
lar month, to the Consumer Price Index for the month in 
which the member dies; 


(f) pre-retirement survivor benefits — alternative 
rule — retirement benefits (in this paragraph referred to as “sur- 
vivor benefits”) provided to a beneficiary of a member who dies 
before retirement benefits under the defined benefit provision 
commence to be paid to the member where 


(i) no other benefits (other than benefits permissible under 
paragraph (g), (j), (1.1) or (n)) are payable as a consequence 
of the member’s death, 


(ii) the beneficiary is a spouse or common-law partner or for- 
mer spouse or common-law partner of the member, 


(iii) the survivor benefits are payable for a period beginning 
not later than the later of 


(A) the day that is one year after the day of death of the 
member, and 


(B) the end of the calendar year in which the beneficiary 
attains 71 years of age, 


and ending with the death of the beneficiary, 


(iv) the survivor benefits would be in accordance with para- 
graph (a) if the beneficiary were a member of the plan, and 


(v) the present value (at the time of the member’s death) of 
all benefits provided as a consequence of the member’s death 
does not exceed the present value (immediately before the 
member’s death) of all benefits that have accrued under the 
provision with respect to the member to the day of the mem- 
ber’s death; 


(g) pre-retirement survivor benefits — guarantee pe- 
riod — retirement benefits provided to one or more individuals 
as a consequence of the death of a person who 


(i) is a beneficiary of a member who died before retirement 
benefits under the provision commenced to be paid to the 
member, 


(ii) was, at the time of the member’s death, a spouse or com- 
mon-law partner or former spouse or common-law partner of 
the member, and 


(iii) dies after the member’s death, 


where the benefits would be in accordance with paragraph (c) if 
the person were a member of the plan; 


(h) lump-sum payments on termination — the payment, 
with respect to a member in connection with the member’s ter- 
mination from the plan (otherwise than by reason of death), of 
one or more single amounts where 


(i) the payments are the last payments to be made under the 
provision with respect to the member, 


(ii) if subparagraph (iii) is not applicable, each single amount 
does not exceed the balance in the member’s net contribution 
account immediately before the time of payment of the single 
amount, and 
(iii) if 
(A) the Minister has, pursuant to subsection (5), waived 
the application of the conditions in paragraph (4)(a) in re- 
spect of the provision, or 


(B) the member’s contributions under the provision for 
each calendar year after 1990 would have been in accor- 
dance with paragraph (4)(a) if the reference in clause 
(i)(B) thereof to “70 per cent” were read as a reference to 
“50 per cent’, 


each single amount does not exceed the amount that would 
be the balance in the member’s net contribution account im- 
mediately before the time of the payment of the single 
amount if, for each current service contribution made by the 
member under the provision, the account were credited at the 
time of the contribution with an additional amount equal to 
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the amount of the contribution (other than the’ portion’ of the 
contribution, if any, paid in respect of one or more periods 
that were not periods of regular employment and that would 
not have been required to be paid by the member if the peri- 
ods were periods of regular employment); 


(i) payment of commuted value of benefits on death 
before retirement — the payment of one or more. single 
amounts to one or more beneficiaries of a member. who dies 
before retirement benefits under the provision commence to be 
paid to the member where, 


(i) no retirement benefits are payable as a consequence of the 
member’s death, and 


(ii) the aggregate of all amounts, each of which is such a sin- 
gle, amount (other than the. portion thereof, if any, that can 
reasonably be considered to be interest, computed at-a rate 
not exceeding a reasonable rate, in respect of the period from 
the day of death of the member to the day the single amount 
is paid), does not exceed the present value, immediately 
before the death of the member, of all benefits that have ac- 
crued under the provision with Peas Be to the member to the 
day of the member’s death; 


(j) lump sum payments on death — the payment of one or 
more single amounts after the death of a member where 


(i) the payments are the last payments to be made under the 
provision with respect to the member, 


(ii) if the member dies before retirement benefits under the 
provision commence to be paid to the member and no retire- 
ment benefits are payable as a consequence of the member’s 
death, the aggregate amount. to. be paid at any time complies 
with whichever of the conditions in,subparagraphs (h)(ii) and 
(iii) would be applicable if the single amounts were paid in 
connection with the member’s termination from the plan oth- 
erwise than by reason of death, and 

(iii) if subparagraph (ii) is not applicable, the aggregate 
amount to be paid at any time does not exceed the balance, 
immediately before that time, in the member’s net contribu- 
tion account in relation to the provision; 


(k) additional post-retirement death benefits — retire- 
ment benefits (in this paragraph referred to as “additional death 
benefits”) payable after the death of a member who dies after 
retirement benefits under the provision commence to be paid to 
the member where the additional death benefits are 


(i) retirement benefits provided to a spouse or common-law 
partner or former spouse or common-law partner of the 
member that are in excess of the benefits that are permissible 


under paragraph (d), but that would be permissible under that ) 


paragraph if the reference in subparagraph (d)(iv) to “667 
per cent” were read as a reference to “100 per cent”, 


(ii) retirement benefits provided to one or more beneficiaries 
of the member that are in excess of the benefits that are per- 
missible under paragraph (c), but that would be permissible 
under that paragraph if it were read without reference to 
clause (i)(A) thereof, or 


(iii) a combination of retirement benefits described in subpar- 
agraphs (1) and (ii), 
and where 


(iv) the additional death benefits are provided in lieu of a 
proportion of the lifetime retirement benefits that would oth- 
erwise be payable under the provision to the member, and 


(v) the present value of all benefits provided under the provi- 
sion with respect to the member does not exceed the present 
value of the benefits that would be provided if 


(A) the amount of the member’s lifetime retirement bene- 
fits were determined without any reduction dependent on 
the benefits payable after the death of the member or on 
circumstances that are relevant in determining such death 
benefits, 
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(B) the maximum amount of retirement benefits that are 
permissible under paragraph (d) were ‘payable to the 
member’s spouse or common-law. partner or former 
spouse or common-law partner. after the death, of the 
member, and 


(C) those present values were determined as of 


(1) except where subclause (II) applies, the particular 
time at which retirement benefits under the provision 
commence to be paid to the member, and 


(II) where the additional death benefits become pro- 
vided after the particular time, the time at which the 
additional death benefits become provided; 
(1) additional bridging benefits — bridging benefits in ex- 
cess of bridging benefits that are permissible under paragraph 
(b) (referred to in this paragraph as “additional bridging bene- 
fits”) provided to a member where 


(i) the additional bridging benefits would be permissible 
under paragraph (b) if | 
(A) the formula in subparagraph (b)(ii) were replaced by 
the formula “A/12 x C’’, and 
(B) the description of A in subparagraph (b)(ii) were read 
as follows: 


“Ais 40% of the: Year’s Maximum: Pensionable 
Earnings for the year in which the bridging bene- 
fits commence to be paid to the member,” 


(11) the additional bridging benefits are provided in lieu of all 
or a proportion of the benefits that would otherwise be paya- 
ble under the provision with respect to the member, and 


(iii) the present. value (at the time retirement benefits under 
the provision commence to be paid to the member) of.all be- 
nefits provided under the provision with respect to the mem- 
ber does not exceed the present value (at that time) of the 
benefits that would be so provided if the additional bridging 
benefits were not provided; 


(1.1) survivor bridging benefits — retirement benefits (in 
this paragraph referred to as “survivor bridging benefits”) pro- 
vided to a beneficiary of a member after the death of the mem- 
ber where 


(i) the beneficiary is a spouse or common-law partner or for- 
mer spouse or common-law partner of the member, 


(ii) the survivor bridging benefits are payable at the election 
of the beneficiary, and 


(iii) the survivor bridging benefits would be in accordance 
with paragraph (1) if the beneficiary were a member of the 
plan; 
(m) commutation of benefits — the payment with respect to 
a member of a single amount in full or partial satisfaction of the 
member’s entitlement to other. benefits under the provision, 
where the single amount does not exceed the total of 


(i) the present value (at the particular time determined. in ac- 
cordance with subsection (2.1)) of 


(A) the other benefits that, as a consequence of the pay- 
ment, cease to be provided, and 


(B) benefits, other than benefits referred to in clause (A), 
that it is reasonable to consider would cease to be pro- 
vided as a consequence of the payment if 


(1) where retirement benefits have not commenced to 
be paid under the provision to the member at the par- 
ticular time, the plan provided for the retirement bene- 
fits that accrued to the member under the provision to 
be adjusted to reflect the increase in a general measure 
of wages and salaries from the particular time to the 
day on which the benefits commence to be paid, and 
(II) the plan provided for periodic cost-of-living ad- 
justments to be made to the retirement benefits paya- 
ble under the provision to the member to reflect in- 
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creases in the Consumer Price Index after the 
retirement benefits commence to be paid (other than 
increases before the particular time), and 


(ii) interest (computed at a reasonable rate) from the particu- 
lar time to the time the single amount is paid; and 


(n) [commutation of benefits] — the payment, with respect 
to an individual after the death of a member, of a single amount 
in full or partial satisfaction of the individual’s entitlement to 
other benefits under the provision, where 


(i) the individual is a beneficiary of the member, 
(ii) the single amount does not exceed the total of 


(A) the present value (at the particular time determined in 
accordance with subsection (2.1)) of the other benefits 
that, as a consequence of the payment, cease to be pro- 
vided, and 


(B) interest (computed at a reasonable rate) from the par- 
ticular time to the time the single amount is paid, and 


(iii) if the other benefits in respect of which the single 
amount is paid include benefits described in paragraph (e) 
and the beneficiary was a spouse or common-law partner or 
former spouse or common-law partner of the member at the 
time of the member’s death, the single amount is not trans- 
ferred from the plan directly to another registered pension 
plan, a registered retirement savings plan or a registered re- 
tirement income fund except with the approval of the 
Minister, 


Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations; Reg. 8500(9) — Transfer of significant num- 
ber of members to new pension plan; Reg. 8302(3) — Normalized pensions; Reg. 
8503(2.1) — Rule for commutation of benefits under (2)(m) or (n); Reg. 8503(7.1) — 
Bridging benefits election; Reg. 8503(16)-(25) — Phased retirement. 


History: Cl. 8503(2)(f)(iii)(B) amended to substitute “71” for “69” by 2007, c. 29, 
subsec. 35(1), applicable after 2006. 


Cl. 8503(2)(c)(i)(A), subparas. (2)(d)(i) and (ii), (e)(ii) and (iii), (f)(iv), (k)@) and cl. 
(2)(k)(v)(B) amended by P.C. 2001-957, subsecs. 11(1)=(6), May 31, 2001, Canada 
Gazette, Part II, June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and 
a person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 


The word “spouse” replaced with “spouse or common-law partner” in subpara. 
8503(2)(a)(i), by the said P.C. 2001-957, para. 14(d), applicable as above. 


The words “surviving spouse” replaced with “survivor” in the opening’ words of para. 
8503(2)(f) and subpara. (2)(f)(iii), by the said P.C. 2001-957, s. 16, applicable as 
above. 


The words “spouse or former spouse” replaced with “spouse or common-law partner or 
former spouse or common-law partner” in subparas. 8503(2)(f)(ii), (g)(ii), (1.1)G) and 
(n)(iii), by the said P.C. 2001-957, para. 15(b), applicable as above. 


Subparas. 8503(2)(a)(iv) to (x) and para. (2)(1.1) added, subparas. (2)(e)(i), (2)()G), the 
closing words of subpara. (2)(h)(iii), subparas. (2)(k)(v), (2)(1)(@) and (ii), para. (2)(m) 
and subpara. (2)(n)(ii) amended, by P.C. 2001-153, subsecs, 6(1)-(9), January 30, 
2001, Canada Gazette, Part I, February 14, 2001, subparas. (2)(a)(iv) to (x), the clos- 
ing words of subpara. (2)(h)(iii), subpara. (2)(k)(v), para. (2)(m), and subpara. (2)(n)(ii) 
applicable after 1988; subparas. (2)(e)(i), (2)(f)(i), (2)()(i) and (ii), and para. (2)(1.1) 
applicable after June 4, 1997. t i 


Cl. 8503(2)(f)(iii)(B) amended by P.C. 1998-2256, s. 22, December 16, 1998, Canada 
Gazette, Part II, January 6, 1999, applicable after 1996, except that 


(a) subject to paragraph (b), cl. 8503(2)(f)(iii)(B), as amended, applies in respect of 
benefits provided to an individual who attained 70 years of age before 1997 or 69 
years of age in 1996 as though the reference in that clause to “69 years of age” 
were a reference to “71 years of age’”’ and “70 years of age” respectively; and 


(b) where retirement benefits under a pension plan are provided to an individual by 
means of an annuity contract issued before March 6, 1996 and, under the terms and 
conditions of the contract as they read immediately before that day, 


(i) the day on which annuity payments are to begin under the contract is fixed 
and determined and is after the year in which the individual attains 


(A) 69 years of age, where the individual had not attained that age before 
1997, or 


(B) 70 years of age,’where the individual attained 69 years of age in 1996, 
and 


(ii) the amount and timing of each annuity payment are fixed and determined, 
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cl. 8503(2)(f)(iii)(B), as amended, applies in respect of the benefits as though the 
reference in that clause to “69 years of age’ were a reference to “71 years of age”. 


Subpara. 8503(2)(n)Gii) amended by P.C. 1995-17, subsec. 11(2), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable with respect to payments made 
after April 5, 1994. 


Registered Plans Directorate Newsletters: 96-3 (flexible pension plans); 98-2 
(treating excess member contributions under a registered pension plan); 04-1 (transfer 
from a defined benefit provision); 09-1 (administrative relief procedures for retroactive 
lump-sum catch-up payments). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 3 (in- 
crease to survivor pension after benefits begin); q. 10 (plan amendment altering bene- 
fits paid to retired members); q. 12 (guarantee period combined with joint survivor 
option); q. 15 (plan amendments to incorporate Quebec supplemental pension plan). 


Registered Pension Plans Technical Manual: §9.2-§9.17 (permissible benefits). 


(2.1) Rule for commutation of benefits — For the purpose of 
determining the limit on a single amount that can be paid with re- 
spect to an individual under paragraph (2)(m) or (n), the particular 
time referred to in that paragraph is 


(a) except where paragraph (b) applies, the time the single 
amount is paid; and 


(b) an earlier time than the time the single amount is paid, where 


(i) the amount is based on a determination of the actuarial 
value (at the earlier time) of the individual’s benefits, 


(ii) the use of the earlier time in determining the actuarial 
value 


(A) is required by the Pension Benefits Standards Act, 
1985 or a similar law of a province, or 


(B) is reasonable having regard to accepted actuarial prac- 
tice and the circumstances in which the individual ac- 
quires the right to the payment, and 


(iii) except where clause (ii)(A), applies, the earlier time is no 
more than two years before the time the single amount is 
paid. 
History: Subsec. 8503(2.1) added by P.C. 2001-153, subsec. 6(10), January 30, 2001, 
Canada Gazette, Part Il, February 14, 2001, applicable after 1988. 


Registered Pension Plans Technical Manual: §9.18 (cule for commutation of 
benefits). 


(3) Conditions applicable to benefits — For the purposes of 
subsection 8501(2) and subparagraph 8502(c)(i); the following con- 
ditions are applicable with respect to the benefits provided under 
each defined benefit provision of a pension plan: 


(a) eligible service — the only lifetime retirement benefits 
provided under the provision to a member (other than additional 
lifetime retirement benefits provided to a member because the 
member is totally and permanently disabled at the time the 
member’s retirement benefits commence to be paid) are lifetime 
retirement benefits provided in respect of one or more of the fol- 
lowing periods (other than the portion of a period that is after the 
calendar year in which the member attains 71 years of age), 
namely, 


(i). a period throughout which the member is employed in 
Canada by, and receives remuneration from, an employer 
who participates in the plan, 


(ii) a period throughout which the member was employed in 
Canada by, and received remuneration from, a predecessor 
employer to an employer who participates in the plan, 


(iii) an eligible period of temporary absence of the member 
with respect to an employer who participates in the plan or a 
predecessor employer to such an employer, 


(iv) a period of disability of the member subsequent to a pe- 
riod described in subparagraph (i) where, throughout such 
part of the period of disability as is after 1990, the member is 
not connected with an employer who participates in the plan, 


(v) a period in respect of which 


(A) benefits that are attributable to employment of the 
member with a former employer accrued to the member 
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under a defined benefit provision = another registered 
pension plan, or 


(B) contributions were made by or on behalf of the mem- 
ber under a money purchase provision of another regis- 
tered pension plan, 


where the member has ceased to be a member of that other 
plan, 


(vi) a period throughout ante the member was employed in 
Canada by a former employer where the period was an eligi- 


bility: period for the participation: of the: member in another | 


registered pension plan, and 


(vii) a period acceptable to the Minister sealauieh which the 
member is employed outside Canada; 


(b) benefit accruals after pension commencement —_ 


benefits are not provided under the provision (in this paragraph 
referred to as the “particular provision’’) to a member in:respect 
of a period that is after the day ono which retirement: benefits 
commence to be paid to.the member under a defined benefit pro- 
vision of 


(1) the plan, or « 

(ii) any other registered pension plan if 
(A) an employer who participated under the particular 
provision for the benefit of the member, or 


(B) an employer who does not deal at arm’s length with 
an employer referred to in clause (A) 


has participated under the defined benefit provision: of the 
other plan for, the benefit of the member; 


(c) early retirement — where lifetime retirement benefits 
“commence to be paid under the provision to a member at any 
time before 


(i) in the case of a: member whose benefits. are:provided in | 


respect of employment in apublic safety eo the ear- 
liest of 


(A) the day on which the member attains 55 yéars of age, 


(B) the day on which the member has 25 years of early 
retirement eligibility service in relation to the provision, 


(C) the day on which the aggregate of the member’s age 
(measured in years, including any fraction of a year) and 
years of early retirement eligibility service in relation to 
the provision is equal to 75, and 


(D) if the member was not, at any time after 1990, con- 
nected with any. employer who has participated in. the 
plan, the day on which the member HPEomts totally and 
permanently disabled, and 


(ii) 1 in any other case, the earliest of 
(A) the day on which the member attains 60 years of age, 


(B) the day. on which the member has 30 years of early 
retirement eligibility service in relation to the provision, 

_ (C) the day on, which the, aggregate of the member’s age 
(measured in years, including any fraction.of.a year) and 
years of early retirement, eligibility service.in, relation to 
the provision is equal to 80, and 


(D) if the member was not, at any time after 1990, con- 
nected with any employer who has participated in’ the 
plan, the day. on which the member becomes, totally and 
permanently disabled, 


the amount (expressed on an annualized basis) of lifetime retire- 
ment benefits payable to the member for each calendar year does 


not exceed the amount determined for the year by the:formula — 


X x (1 —'.0025 x Y) 


where 

X is the amount (expressed on an annualized basis) of lifetime 
retirement benefits that would be payable to. the member for 
the year if the benefits were determined without a reduction 
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computed by reference to the member’s age, duration of ser- 
vice, or both, and without any other similar reduction, and 


‘Y is the number of months in the period from the day on which 


lifetime retirement benefits commence to be paid to the 
member to the earliest of the days that would be determined 
under clauses (i)(A) to (C) or (ii)(A) to (C), as the case may 
_be, if. the member, continued in employment: with an em- 
ployer who participates in the plan, 
and, forthe purposes of this paragraph, 
(iii) “early retirement eligibility service” of a member in rela- 
tion to ‘a defined benefit provision of a pension plan means 
one or more periods each of which is 


(A) a period that is pensionable service of the member 
under the provision, or 

(B) a period throughout which the member was employed 
by an employer who has participated in the plan or by a 
predecessor employer to such an employer, and 


(iv) “years. of early retirement eligibility service” of:a mem- 
ber in -relation to a defined: benefit, provision.of a pension 
plan means the aggregate. of all amounts each of which is the 
duration (measured in years, including any fraction of a year) 
of a period that is early retirement eligibility service of the 
member i in relation to the provision, 


(d). increased benefits for disabled member — where the 
amount of lifetime retirement benefits provided.under the provi- 
sion to a member depends. on whether the member is physically 
or mentally impaired at the time (in this paragraph referred to as 
the “time of commencement”) at which retirement benefits 
under the provision commence to be paid to the member, 


(i).the.amount-of lifetime retirement benefits payable. if, the 
member .. 


(A) 1s not totally and permanently disabled at the time of 
commencement, or 


(B) is totally. and permanently disabled at the time of 
commencement and was, at any time after’ 1990, con- 
nected with an employer who has participated in the plan 


satisfies the limit that would be determined by the formula 
set out in paragraph (c) if the member were not impaired at 
__ the time of commencement, and 


(ii): the amount of lifetime retirement benefits payable for a 
particular month to the member if subparagraph (4) is not ap- 
plicable does. not exceed the amount that is determined for 
the particular month by the formula 
(A+B) x Cc 
12 
‘where 
A is the amount (expressed on an annualized basis) of life- 
time retirement benefits that have accrued under the pro- 
vision to the member to the time of commencement, de- 
termined as if the member were not impaired at the time 
‘of commencement and without any reduction computed 
by reference to'the member’s age, duration of service, or 
both; and without any other:similar reduction, 


B is, in the case of a member who attains 65 years of age 
before the time of commencement, nil, and, otherwise, the 
amount, if any, by which the lesser of 


(A) the amount (expressed on an annualized basis) of 
lifetime retirement benefits that could reasonably be 
expected to have accrued to the member to the day on 
which the member would have: attained 65 years of 
age if the member had survived to that day and. contin- 
ued in employment and if the member’s rate of remu- 
neration had not increased after the time of com- 
mencement, .and 


(B) the amount, if any, by which the Year’s Maximum 
Pensionable Earnings for the calendar year: that in- 
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cludes the time of commencement exceeds such 
amount as is required by the Minister to be determined 
in respect of benefits provided to the member under 
other benefit provisions of the plan and under benefit 
provisions of other registered pension plans 


exceeds the amount determined for A, and 


C is the greatest of all amounts each of which is the ratio of 
the Consumer Price Index for a month not before the 
month that includes the time of commencement and not 
after the particular month, to the Consumer Price Index 
for the month that includes the time of commencement; 


(e) pre-1991 benefits — all benefits provided under the provi- 
sion in respect of periods before 1991 are acceptable to the Min- 
ister and, for the purposes of this condition, any benefits in re- 
spect of periods before 1991 that become provided after 1988 
with respect to a member who is connected with an employer 
who participates in the plan or was so connected at any time 
before the benefits become provided shall, unless the Minister is 
notified in writing that the benefits are provided with respect to 
the member, be deemed to be unacceptable to the Minister; 


(f) determination of retirement benefits — the amount of 
retirement benefits provided under the provision to a member is 
determined in such a manner that the member’s pension credit 
(as determined under Part LXXXIII) under the provision for a 
calendar year with respect to an employer is determinable at the 
end of the year; 


(g) benefit accrual rate — if the amount of lifetime retire- 
ment benefits provided under the provision to a member is deter- 
mined, in part, by multiplying the member’s remuneration (or a 
function of the member’s remuneration) by an annual benefit ac- 
crual rate, or in a manner that is equivalent to that calculation, 
the annual benefit accrual rate or the equivalent annual benefit 
accrual rate does not exceed 


(i) in the case of a member whose benefits are provided in 
respect of employment in.a public safety occupation and for 
whom the formula for determining the amount of the lifetime 
retirement benefits can reasonably be considered to take into 
account public pension benefits, 2.33 per cent, and 


(ii) in any other case, 2 per cent; 


(h) increase in accrued benefits — where the amount of 
lifetime retirement benefits provided to a member in respect of a 
calendar year depends on 


(i) the member’s remuneration in subsequent years, or 


(ii) the average wage (or other general measure of wages and 
salaries) for subsequent years, 


and this condition has not been waived by the Minister, the 
formula for determining the amount of lifetime retirement bene- 
fits is such that 


(iii) the percentage increase from year to year in the amount 
of lifetime retirement benefits that accrued to the member in 
respect of the year can reasonably be expected to approxi- 
mate or be less than the percentage increase from year to 
year in the member’s remuneration or in the average wage 
(or other general measure of wages and salaries), as the case 
may be, or 


(iv) the condition in subparagraph (iii) is not satisfied only by 
reason that the formula can reasonably be considered to have 
been designed taking into account the public pension benefits 
payable to members, 


and, for the purposes of this condition, where in determining the 
amount of lifetime retirement benefits provided under the provi- 
sion to a member there is deducted an amount described in sub- 
paragraph (j)(i), it shall be assumed that the amount so deducted 
is nil; 

(i) where the amount of lifetime retirement benefits provided to 
a member in respect of a calendar year depends on the member’s 
remuneration in other years, the formula for determining the 
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amount of the lifetime retirement benefits is such that any in- 
crease in the amount of lifetime retirement benefits that accrued 
to the member in respect of the year that is attributable to in- 
creased remuneration is primarily attributable to an increase in 
the rate of the member’s remuneration; 


(j) offset benefits — where 


(i) in determining the amount of lifetime retirement benefits 
provided under the provision to a member there is deducted 


(A) the amount of lifetime retirement benefits provided to 
the member under a benefit provision of a registered pen- 
sion plan, or 

(B) the amount of a lifetime annuity that is provided to 
the member under a deferred profit sharing plan, and 


(ii) a single amount is paid in full or partial satisfaction of the 
member’s entitlement to benefits under the benefit provision 
referred to in clause (i)(A) or the deferred profit sharing plan 
referred to in clause (i)(B), 


the amount that is so deducted in determining the amount of the 
member’s lifetime retirement benefits under the defined benefit 
provision includes the amount of lifetime retirement benefits or 
lifetime annuity that may reasonably be considered to have been 
forgone as a consequence of the payment of the single amount; 


(k) bridging benefits — cross-plan_ restriction — bridg- 
ing benefits are not paid under the provision to a member who 
receives bridging benefits under another defined benefit provi- 
sion of the plan (in this paragraph referred to as the “particular 
plan”) or under a defined benefit provision of another registered 
pension plan, except that this condition is not applicable where it 
is waived by the Minister or where 


(i) bridging benefits are paid to the member under only one 
defined benefit provision of the particular plan, 


(ii) the decision to provide bridging benefits under the partic- 
ular plan to the member was not made by the member, by 
persons with whom the member does not deal at arm’s length 
or by the member and such persons, and 


(iii) each employer who. has participated in any registered 
pension plan (other than the particular plan) under a defined 
benefit provision of which the member receives bridging 
benefits 


(A) has not participated in the particular plan, and 


(B) has always dealt at arm’s length with each employer 
who has participated in the particular plan, 


and, for the purposes of this paragraph, bridging benefits pro- 
vided under a defined benefit provision of a registered pension 
plan to the member do not include benefits that are provided on 
a basis no more favourable than an actuarially equivalent basis 
in lieu of all or a proportion of the benefits that would otherwise 
be payable under the provision with respect to the member; and 


(1) division of benefits on breakdown of the marriage or 

common-law partnership — if, by reason of a provision of a 
law described in subparagraph 8501(5)(b)(ii), an individual who 
is a spouse or common-law partner or former spouse or com- 
mon-law partner of a member becomes entitled to receive all or 
a portion of the benefits that would otherwise be payable under 
the defined benefit provision to the member, and paragraph 
8501(5)(d) applies with respect to the benefits, 


(i) the present value of benefits provided under the provision 
with respect to the member (including, for greater certainty, 
benefits provided with respect to the individual) is not in- 
creased as a consequence of the individual becoming so enti- 
tled to benefits, and 


(ii) the benefits provided under the provision to the member 
are not, at any time, adjusted to replace, in whole or in part, 
the portion of the member’s benefits to which the individual 
has become entitled. 


Related Provisions: Reg. 8500(7) — Amounts allocated under money purchase 
provision deemed to be contribution; Reg. 8501(2)(b) — Revocation of plan for failure 
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to comply with conditions; Reg. 8503(13) — Statutory pension plans — special rules; 
Reg. 8503(16)—(25) — Phased retirement; Reg. 8510(5) — Special rules — multi-em- 
ployer plan; Reg. 8510(6) — Special rules — specified multi-employer plan; Reg. 
8510(8) — Purchase of additional benefits — specified multi-employer plan. 


History: The opening words of para. 8503(3)(a) amended by 2007, c. 35, subsec. 
83(1), applicable to benefits that are provided or payable after 2007. 


Subpara. 8503(3)(g)(i) amended by P.C. 2005-1508, s. 27, August 31, 2005, Canada 
Gazette, Part Il, September 21, 2005, applicable after 2004. 


Para. 8503(3)(g) amended by P.C. 2003-1920, s. 1, December 3, 2003, Canada Ga- 
zette, Part Il, December 17, 2003, applicable after 2002. 


Para. 8503(3)(1) amended by P.C. 2001-957, subsec. 11(7), May 31, 2001, Canada Ga- 
zette, Part Il, June 20, 2001, applicable to 2001 et seq., except that if a taxpayer and a 
person have jointly elected pursuant to s. 144 of the Modernization of Benefits and 
Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, 
the amendment applies to the taxpayer and the person in respect of the applicable taxa- 
tion year et seq. 


The closing words of para. 8503(3)(k) amended by P.C. 2001-153, subsec. 6(11), J ante 
ary 30, 2001, Canada Gazette, Part II, February 14, 2001, applicable after June 4, 
1997. . 


Information Circulars: 72-13R8: Employees’ pension plans; 98-2: Prescribed com- 
pensation for RPPs, paras. 8, 32. 


Registered Plans Directorate Newsletters: 92-8R (eligible service); 92-12 (com- 
mutation and opting out of a pension plan); 93-2 (foreign service newsletter); 99-1 
(proportionality condition for pre-1990 pension benefits); 2000-1 (foreign ‘service 
newsletter update). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. | (“grow- 
ing in” rule and Reg. 8503(3)(c)); q. 2 (“early retirement eligibility service’ in Reg. 
8503(3)(c)(iii)); q. 4 (application of Reg. 8503(3)(g)); gq. 15 (plan amendments to incor- 
porate Quebec supplemental pension plan); q. 16 (benefit accrual rates). 


Registered Pension Plans Technical Manual: §1.40 (totally and permanently 
disabled); §10.1—§10.12 (conditions applicable to benefits). 


(4) Additional conditions — For the purposes of section 8501, 
the following conditions are applicable in respect of each defined 
benefit. provision of a pension plan: 


(a) member contributions — where members are required or 
permitted to make contributions under the provision, 


(i) the aggregate amount of current service contributions to 
be made by a member in respect of a calendar year after 
1990, no part of which is a period of disability or an eligible 
period of reduced pay or temporary absence of the member, 
does not exceed the lesser of 


(A) 9 per cent of the aggregate of all amounts each of 
which is the member’s compensation for the year from an 
employer who participates in the plan.in the year for the 
benefit of the member, and 


(B) the aggregate of $1,000 and 70 per cent of the aggre- 
gate of all amounts each of which is the amount that 
would be the member’s pension credit (as determined 
under Part LXXXIII) for the year under the provision 
with respect to an employer if section 8302 were read 
without reference to paragraphs (2)(b) and (3)(g) thereof, 


(ii) the method for determining current service contributions 
to be made by a member in respect of a calendar year that 
includes a period of disability or an eligible period of re- 
duced pay or temporary absence of the member (referred to 
in this subparagraph as a “period of reduced services’’) is 
consistent with that used for determining contributions in re- 
spect of years described in subparagraph (i), except that the 
member may be permitted or required to make, in respect of 
a period of reduced services, current service contributions 
not exceeding the amount reasonably necessary to fund the 
member’s benefits in respect of the peried of reduced ser- 
vices, and 


(iii) the aggregate amount of contributions to be made by a 
member in connection with benefits that, as a consequence of 
a transaction, event or circumstance occurring at a particular 
time, become provided under the provision in respect of peri- 
ods before that time does not exceed the amount reasonably 
necessary to fund such benefits; 
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(b) pre-payment of member contributions — the contri- 
butions that are made under the provision by a member in re- 
spect of a calendar year are not paid before the year; 


(c) reduction in benefits and return of contributions — 
where the plan is not established by an enactment of Canada or a 
province, it includes a stipulation that permits, for the purpose of 
avoiding revocation of the registration of the plan, 


(i) the plan to be amended at any time to reduce the benefits 
provided under the provision with respect to a member, and 


(ii) a contribution that is made under the provision by a 
member or an employer to be returned to the person who 
made the contribution 


which stipulation may provide that an amendment to the plan, or 
a return of contributions, is subject to the approval of the author- 
ity administering the Pension Benefits Standards Act, 1985 or a 
similar law of a province; 


(d) undue deferral of payment — each single amount that is 
payable after the death of a member is paid as soon as is practi- 
cable after the member’s death (or, in the case of a single 
amount permitted by reason of paragraph (2)(j), after all other 
benefits have been paid); 


(e) evidence of disability — where additional lifetime retire- 
ment benefits are provided under the provision to a member be- 
cause the member is totally and permanently disabled, the addi- 
tional benefits are not paid before the plan administrator: has 
received from a medical doctor who is licensed to practise under 
the laws of a province or of the place where the member resides 
a written report providing the information on the medical condi- 
tion of the member taken into account by the administrator in 
determining that the member is totally and permanently. dis- 
abled; and 


(f) where lifetime retirement ence are provided under the 
provision to a member in respect of a period of disability of the 
member, the benefits, to the extent that they would not be in 
accordance with paragraph (3)(a) if that paragraph were read 
without reference to subparagraph (iv) thereof, are not paid 
before the plan administrator has received from a medical doctor 
who is licensed to practise under the laws of a province or of the 
place where the member resides a written report providing the 
information on the medical condition of the member taken into 
account by the administrator in determining that the period is a 
period of disability. 

Related Provisions: Reg: 8501(2)(b) — Revocation of plan for failure to comply 

with conditions; Reg. 8503(5) — Minister may waive member contribution conditions; 

Reg. 8509(10.1),—Conditions inapplicable for pre-1992 plans; Reg. 8510(6) — Spe- 

cial rules — specified multi-employer plan. 

History: Para. 8503(4)(c) amended by P.C. 1995-17, subsec. 11(3), January 11, 1995, 

Canada Gazette, Part II, January 25, 1995, applicable after 1988. 


Paras. 8503(4)(e) and (f) repealed and substituted by P.C. 1995-17, subsecs. 11(4) and 
(5), January 11, 1995, Canada Gazette, Part Il, January 25, 1995. The repeal of former 
paras. (e) and (f) is applicable after 1988 and new paras. (e) and (f) are applicable with 
respect to benefits that commence to be paid after April 5, 1994. 


Registered Plans. Directorate Newsletters: 96-3 (flexible pension plans); 04-1 
(transfer from a defined benefit provision). 


Registered Pension Plans Technical Manual: §1.20 (eligible period of reduced 
pay); §11.1-§11.5 (additional contributions). 


(5) Waiver of member contribution conditions — The Min- 
ister may waive the conditions in paragraph (4)(a) where member 
contributions under a defined benefit provision of a pension plan 
are determined in a manner acceptable to the Minister and it is rea- 
sonable to expect that, on a long-term basis, the aggregate of the 
regular current service contributions made under the provision by 
all members will not exceed '/ of the amount that is required to 
fund the aggregate benefits in respect of which those:contributions 
are made. 


Registered Pension Plans Technical Manual: §11.6 (waiver of member contri- 
bution condition). 


(6) Pre-retirement death benefits — A pension plan may pro- 
vide, in the case of a member who dies before retirement benefits 
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under a defined benefit provision of ‘the plan commence to be paid 
to the member but after becoming eligible to have retirement bene- 
fits commence to be paid, benefits under the provision to the benefi- 
ciaries of the member where the benefits would be in accordance 
with subsection (2) if retirement benefits under the provision had 
commenced to be paid.to the member immediately before the mem- 
ber’s death. 

Related Provisions: Reg. 8501(3) — Conditions inapplicable where inconsistent 
with 8503(6). 

Registered Pension Plans Technical Manual: §11.7 (pre-retirement death 
benefits). 


(7) Commutation of lifetime retirement benefits — Where a 
pension plan permits a member to receive a single amount in full or 
partial satisfaction of the member’s entitlement to lifetime retire- 
ment benefits under a defined benefit provision of the plan, the fol- 
lowing rules apply: 


(a) the condition in subparagraph (2)(b)(@) that the payment of 
bridging benefits under the provision not commence before life- 
time retirement benefits commence to be paid under the provi- 
sion to the member is not applicable where, before the member’s 
lifetime retirement benefits commence to be paid, a single 
amount is paid in full satisfaction of the member’s entitlement to 
the lifetime retirement benefits; and 


(b) such part of the member’s lifetime retirement benefits as re- 
mains payable after a single amount is paid in full satisfaction of 
the member’s entitlement to lifetime retirement benefits that 
would otherwise be payable after the member attains a particular 
age shall be deemed, for the purposes of the conditions in this 
section, to be lifetime retirement benefits and not to be bridging 
benefits. 


Registered Pension Plans Technical Manual: §11.8 (commutation of lifetime 
retirement benefits). 


(7.1) Bridging benefits and election — Where a pension plan 
permits a member, or a spouse or common-law partner or former 
spouse or common-law partner of the member, to elect to receive 
benefits described in any of paragraphs (2)(b), (1) or (1.1) under a 
defined benefit provision of the plan on a basis no more favourable 
than an actuarially equivalent basis in lieu of all or a proportion of 
the benefits that would otherwise be payable under the provision 
with respect to the member, the following rules apply: 


(a) the condition in subparagraph (2)(b)(i) that the payment of 
bridging benefits under the provision not commence before life- 
time retirement benefits commence to be paid under the provi- 
sion to the member does not apply if, as a consequence of the 
election, no lifetime retirement benefits remain payable under 
the provision to the member; and 


(b) for the purpose of determining whether retirement benefits 
provided under the provision to beneficiaries of the member are 
in accordance with paragraphs (2)(c), (d) and (k), the election 
may be disregarded. 
History: The words “spouse or former spouse” replaced with “spouse or common-law 
partner or former spouse or common-law partner” in the opening words of subsec. 
8503(7.1), by P.C. 2001-957, para. 15(c), May 31, 2001, Canada Gazette, Part II, June 
20, 2001, applicable to 2001 et seq., except that if a taxpayer and a person have jointly 
elected pursuant to s. 144 of the Modernization of Benefits and Obligations Act (S.C. 
2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, the amendment applies 
to the taxpayer and the person in respect of the applicable taxation year et seq. 


Subsec. 8503(7.1) added by P.C. 2001-153, subsec. 6(12), January 30, 2001, Canada 
Gazette, Part II, February 14, 2001, applicable after June 4, 1997. 


Registered Pension Plans Technical Manual: §11.9 (bridging benefits and 
elections). 

(8) Suspension or cessation of pension — A pension plan 
may provide for 


(a) the suspension of payment of a member’s retirement benefits 
under a defined benefit provision of the plan where 


(i) the retirement benefits payable to the member after the 
suspension are not altered by reason of the suspension, or 
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(ii) subsection (9) is applicable in respect of the member’s 
retirement benefits; and 


(b) the cessation of payment of any additional benefits that are 
payable to a member under a defined benefit provision of the 
plan because of a physical or mental impairment of the member 
or the termination of the member’s employment under a down- 
sizing program (within the meaning assigned by subsection 
8505(1)). 

Related Provisions: Reg. 8501(3) — Conditions inapplicable where inconsistent 

with 8503(8). 

History: Para. 8503(8)(b) amended by P.C. 1995-17, subsec. 11(6), January 11, 1995, 

Canada Gazette, Part II, January 25, 1995, applicable after 1988. 


Registered Pension Plans Technical Manual: §11.10.(suspension or cessation of 
pension). 


(9) Re-employed member — Subject to subsection (10), where 
a pension plan provides, in the case of a member who becomes an 
employee of a participating employer after the member’s retirement 
benefits under a defined benefit provision of the plan have com- 
menced to be paid, that 


(a) payment of the member’s retirement benefits under the pro- 
vision is suspended while the member is employed by a partici- 
pating employer, and 

(b) the amount of retirement benefits payable to the member af- 
ter the suspension is redetermined 


(i) to include benefits in respect of all or any part of the pe- 
riod throughout which payment of the member’s benefits was 
suspended, 


(i.1) where the retirement benefits payable under the provi- 
sion to the member after the suspension are not adjusted by 
any cost-of-living or similar adjustments in respect of the pe- 
riod throughout which payment of the member’s benefits was 
suspended, to take into account the member’s remuneration 
from the employer for the period throughout which payment 
of the benefits was suspended, 


(ii) where the member was totally and permanently disabled 
at the time the member’s retirement benefits commenced to 
be paid, to include benefits in respect of all or a part of the 
period of disability of the member, 


(iii) where the amount of the member’s, retirement benefits 
was previously determined with a reduction computed by ref- 
erence to the member’s age, duration of service, or both, or 
with any other similar reduction, by redetermining the 
amount of the reduction, or 


(iv) where payment of the member’s retirement benefits re- 
sumes after the member attains 65 years of age, by applying 
an adjustment for the purpose of compensating, in whole or 
in part, for the payments forgone by the member after attain- 

ing 65 years of age, 

the following rules apply: 
(c) the condition in paragraph (3)(b) is not applicable in respect 
of benefits provided under the provision to the member in re- 


spect of a period throughout which payment of the member’s 
benefits is suspended, 


(d) where the member was totally and permanently disabled at 
the time the member’s retirement benefits commenced to be 
paid, the condition in paragraph (3)(b) is not applicable in re- 
spect of benefits provided under the provision to the member in 
respect of a period of disability of the member, 

(e) the conditions in paragraphs (2)(b) and (3)(c) and (d) and 
section 8504 are applicable in respect of benefits payable under 
the provision to the member after a suspension of the member’s 
retirement benefits as if the member’s retirement benefits had 
not previously commenced to be paid, 


(f) for the purpose of paragraph 8502(c) as it applies in respect 
of benefits provided under the provision onthe death of the 
member during or after a period throughout which payment of 
the member’s benefits is suspended, subsections (2) and (6) are 
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applicable as if the member’s retirement benefits rst not com- 
menced to be paid before the period, and 


(g) the provisions in paragraph (2)(m), Part LXX XIII and sub- 
section 8517(4) that depend on whether the member’s retirement 
benefits have commenced to be paid apply to past service 
events, commutations and transfers occurring in the period in 
which the member’s benefits are suspended as if the member’s 
benefits had not'previously commenced to be paid. 

Related Provisions: Reg..8503(11.1)— Rules for member aged 70-71 in 2007. 


History: Para! 8503(9)(g) added by 2007, c. 35, subsec.' 83(2), applicable to benefits 
that are provided or payable after 2007. 


Subpara. 8503(9)(b)(i.1) added by P.C. 1995-17, subsec. 11(7), January 11, 1995, Can- 
ada Gazette; Part II, January 25, 1995, applicable after 1988. 


Registered Pension Plans Technical Manual: §11.11 (ce-employed member). 


(10) Re-employed. member — special rules not. applica- 
ble — Subsection (9) does not apply in respect of benefits provided 
under.a defined. benefit provision of a pension plan, to.a member 
unless the terms.of the plan that provide for.the redetermination of 
the amount of the member’s retirement benefits do not apply where 
retirement benefits have, at any time, been paid under the provision 
to the member while the member:was.an employee of a participat- 
ing employer. 

Related Provisions:. Reg. 8503(11.1) — Special rules for member aged 70-71 in 
2007. 


Registered Pension Plans Technical Manual: §11.12 (re-employed member — 
rules not applicable). 


(11) Re-employed member — anti-avoidance — Where a 
member of a registered pension plan has become-an employee of a 
participating employer after the member’s retirement benefits under 
a defined benefit provision of the plan have commenced to. be paid 
and it is reasonable to consider that one of the main reasons for the 
employment of the member is to enable the member to benefit from 
terms of the plan that provide for a redetermination of the amount 
of the member’s retirement benefits provided in respect of a period 
before the benefits commenced to be paid, the plan becomes a revo- 
cable plan at’ the time the payment of the member’s benefits 
resumes. 


Related Provisions: Reg. 8503(11.1) — Special rules. for member eisag 70-71 -in 
2007. 


Registered Pension Plans Technical Manual: §11.13 (re-employed member — 
anti-avoidance). 


(11.1) Special rules for member aged 70 or 71 in 2007 — 
Where 


(a) a-‘member of a registered pension plan attained 69 years of 
age in 2005 or 2006, 


(b) the member’s retirement benefits under a defined benefit 
provision of the plan commenced to be paid to the member in 
the year in which the member attained 69 years of age, 


(c) the member’s retirement benefits are suspended: as of any 
particular time in 2007, and 

(d) the member was employed with a participating employer 
from the time the member’s retirement benefits commenced to 
be paid to the particular time, 


the following rules apply: 


(e) subsections (9) and (11) shall apply with respect to the mem- 
ber as though the member became an employee of the participat- 
ing employer at the particular time, and 

(f) for the purpose of subsection (10), retirement benefits paid 
under the provision to the member before the particular time 
shall be disregarded. 


History: Subsec. 8503(11.1) added by 2007, c, 29, subsec. 35(2), applicable. after 
2006. 


(12) Limits dependent on Consumer Price Index — Benefits 
provided under a defined benefit provision of a pension plan that 
are benefits to which a condition in any of subparagraphs (2)(b)(i1) 
and (e)(v) and (vi) and (3)(d)(ii) is applicable shall be deemed to 


Reg. 
S. 8503(15) 


comply with the condition where they: would so comply if the Con- 
sumer Price Index ratio computed as part of the formula that applies 
for the purpose of the condition were replaced by a substantially 
similar measure of the change in the Consumer Price Index. 


Registered Pension Plans Technical Manual: §11.14 (limits dependent on Con- 
sumer Price. Index). 


(13) Statutory plans — special rules — Notwithstanding sub- 
section (3), 


(a) for the purposes of the condition in paragraph (3)(b) as it 

applies in respect of benefits provided under the pension plan 
established by the Public Service Superannuation Act, the refer- 
ence to “any other registered pension: plan” in subparagraph 
(3)(b)(ii), does not include the pension plans established by the 
Canadian Forces Superannuation Act and the Royal Canadian 
Mounted Police Superannuation Act; and 


(b) the condition in paragraph (3)(c) does not apply in respect of 
benefits provided under the pension plan established by the Ca- 
nadian Forces Superannuation Act. 


Registered Pension Plans Technical Manual: §11.15 (statutory plans — special 
rules). i 


(14) Artificially reduced pension adjustment — Where 


(a) the amount of lifetime retirement benefits provided under a 
defined benefit provision of:a registered pension plan to a mem- 
ber depends. on the member’s remuneration, 


(b). remuneration (in this:subsection: referred to.as ‘cxehidcs re- 
muneration’”’) of certain types is disregarded for the purpose of 
determining the amount of the member’s lifetime retirement be- 
nefits, and 


(c) it can reasonably be considered that one of the main reasons 
that remuneration in the form. of. excluded. remuneration was 
paid to the member, by an employer at any time was to artifi- 
cially reduce a pension credit of the member under the provision 
with respect to the employer, 


the following rules apply for the purposes of the conditions in sub- 
section 8504(1): 


(d) the member shall be deemed to have been connected with the 
employer while the member was employed by the employer, and 


(e) the member shall be deemed not to have received such remu- 
neration as is excluded remuneration. 


Registered Pension Plans Technical Manual: §1.14 (connected person); §11.16 
(artificially reduced pension adjustment). 


(15) Past service employer contributions — Where 


(a) a contribution that is made by an employer to a registered 
pension plan is made, in whole or in part, in respect of benefits 
(in this subsection referred to as “past service benefits”) pro- 
vided under the plan to a member in respect of a period before 
1990 and before the calendar year in which the contribution is 
made, 


»(b) the contribution is made 
(i) after December 10, 1989, or 


(ii) before December 10, 1989 where the contribution has 
not, before that date, been approved by the Minister under 
paragraph 20(1)(s) of the Act, and 


(c) it is reasonable to consider that all or substantially all of such 
portion of the contribution as is in respect of past service bene- 
fits. was paid by the employer, with the consent of the member, 
in.lieu of a payment or other benefit to which the member would 
otherwise be entitled, 


the plan becomes, for the purposes of paragraph 147.1(11)(c) of the 
Act, a revocable plan on the later of December 11, 1989 and the day 
immediately before the day on which the contribution is made. 

Related Provisions: Reg. 8505(8) — Exemption from past service contribution rule. 


Registered Pension Plans Technical Manual: §11.17 (past service employer 
contribution); 
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(16) [Phased retirement benefits] Definitions — The follow- 
ing definitions apply in this subsection and in subsections (17) to 
(23). 


“qualifying period” of a member under a defined benefit provision 
of a pension plan means a period throughout which the member is 
employed by an employer who participates in the plan but does not 
include any period that is before the day that is the first day, on or 
after the later of the following days, in respect of which retirement 
benefits are provided under the provision to the member: 


(a) the day on which retirement benefits first commenced to be 
paid to the member under the provision; and 


(b) the member’s specified eligibility day under the provision. 


“specified eligibility day” of a member under a defined benefit 
provision of a pension plan means the earlier of 


(a) the later of 
(i) the day on which the member attains 55 years of age, and 


(ii) the day on which the member attains the earliest age at 
which payment of the member’s lifetime retirement benefits 
may commence under the terms of the provision without a 
reduction computed by reference to the member’s age, dura- 
tion of service, or both (and without any other similar reduc- 
tion), otherwise than because of the member being totally 
and permanently disabled; and 


(b) the day on which the member attains 60 years of age. 


Registered Pension Plans Technical Manual: §11.18 (definitions for purpose of 
phased retirement benefits). 


(17) Bridging benefits payable on a stand-alone basis — 
The condition in subparagraph (2)(b)(i) that bridging benefits be 
payable to a member under a defined benefit provision of a pension 
plan for a period beginning no earlier than the time lifetime retire- 
ment benefits commence to be paid under the provision to the mem- 
ber does not apply where the following conditions are satisfied: 


(a) the bridging benefits do not commence to be paid before the 
member’s specified eligibility day under the provision; 

(b) the plan provides that bridging benefits are payable under the 
provision to the member only for calendar months 


(i) at any time in which the member is employed by an em- 
ployer who participates in the plan, or 


(ii) that begin on or after the time the member’s lifetime re- 
tirement benefits under the provision commence to be paid; 


(c) the member was not, at any time before the time at which the 
bridging benefits commence to be paid, connected with an em- 
ployer who participates in the plan; and 
(d) the plan is not a designated plan. 
Related Provisions: Reg. 8503(18) — Application rules; Reg. 8503(23) — Cross- 
plan rules; Reg. 8507(3)(a)(vii)(A) — Periods of parenting. 


Registered Pension Plans Technical Manual: §11.19 (bridging benefits payable 
on a stand-alone basis). 


(18) Rules of application — Where bridging benefits under a de- 
fined benefit provision of a pension plan commence to be paid to a 
member in circumstances to which subsection (17) applies, the fol- 
lowing rules apply: 
(a) if the member dies before lifetime retirement benefits under 
the provision commence to be paid to the member, subsections 
(2) and (6) apply in respect of benefits provided under the provi- 
sion on the death of the member as if the bridging benefits had 
not commenced to be paid before the member’s death; and 


(b) the provisions in paragraph (2)(m), Part LX XXIII and sub- 
section 8517(4) that depend on whether the member’s retirement 
benefits have commenced to be paid apply to past service 
events, commutations and transfers occurring before lifetime re- 
tirement benefits under the provision commence to be paid to 
the member as if the bridging benefits had not commenced to be 
paid. 
Registered Pension Plans Technical Manual: §11.20 (rules of application). 


Income Tax Regulations 


(19) Benefit accruals after pension commencement 
[phased retirement] — Paragraph (3)(b) does not apply to retire- 
ment benefits (in this subsection and in subsections (20) and (21) 
referred to as “additional benefits”) provided under a defined bene- 
fit provision of a pension plan to a member of the plan if the follow- 
ing conditions are satisfied: 


(a) the additional benefits are provided in respect of all or part of 
a qualifying period of the member under the provision; 


(b) the amount of retirement benefits payable to the member 
under the provision for each whole calendar month in the quali- 
fying period does not exceed 5% of the amount (expressed on an 
annualized basis) of retirement benefits that have accrued under 
the provision to the member to the beginning of the month, de- 
termined without a reduction computed by reference to the 
member’s age, duration of service, or both, and without any 
other similar reduction (except that, if the plan limits the amount 
of pensionable service of a member or prohibits the provision of 
benefits in respect of periods after a member attains a specific 
age or combination of age and pensionable service, this condi- 
tion does not apply to any calendar month in respect of which no 
benefits can be provided to the member because of the limit or 
prohibition, as the case may be); 


(c) no part of the additional benefits are provided as a conse- 
quence of a past service event, unless the benefits are provided 
in circumstances to which subsection 8306(1) would apply if no 
qualifying transfers were made in connection with the past ser- 
vice event; 


(d) the member was not, at any time before the additional bene- 
fits become provided, connected with an employer who partici- 
pates in the plan; and 


(e) the plan is not a designated plan. 


Related Provisions: Reg. 8503(23) — Cross-plan rules; Reg. 8507(3)(a)(vii)(B) — 
Periods of parenting. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs),. q. 26 
(phased retirement). 


Registered Pension Plans Technical Manual: §11.21 (benefit accruals after 
pension commitment). 


(20) Redetermination of benefits — Where the amount of re- 
tirement benefits payable under a defined benefit provision of a 
pension plan to a member is redetermined to include additional be- 
nefits provided to the member in respect of a qualifying period of 
the member under the provision, the conditions in paragraph (2)(b) 
and section 8504 apply in respect of benefits payable under the pro- 
vision to the member after the redetermination as if the member’s 
retirement benefits had first commenced to be paid at the time of 
the redetermination. 


Related Provisions: Reg. 8503(19)— Meaning of “additional benefits’; Reg. 
8503(22) — Anti-avoidance. 


Registered Pension Plans Technical Manual: §11.22 (redetermination of 
benefits). 


(21) Rules of application — Where additional benefits are pro- 
vided under a defined benefit provision of a pension plan to. a mem- 
ber in respect of a qualifying period of the member under the provi- 
sion, the following rules apply: 


(a) if the qualifying period ends as a consequence of the mem- 
ber’s death, subsections (2) and (6) apply in respect of benefits 
provided under the provision on the death of the member as if 
the member’s retirement benefits had not commenced to be paid 
before the member’s death; and 


' (b) the provisions in paragraph (2)(m), Part LX XXIII and sub- 
section 8517(4) that depend on whether the member’s retirement 
benefits have commenced to be paid apply to past service 
events, commutations and transfers occurring in the qualifying 
period as if the member’s retirement benefits had not com- 
menced to be paid. 


Related Provisions: Reg. 8503(19)— Meaning of “additional benefits’; Reg. 
8503(22) — Anti-avoidance. 


Registered Pension Plans Technical Manual: §11.23 (rules of application). 
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(22) Anti-avoidance — Subsections (20) and (21) do not apply 
where it is reasonable to consider that one of the main reasons for 
the provision of additional benefits to the member is to obtain the 
benefit of any of those subsections. 


Registered Pension Plans Technical Manual: §11.24 (anti-avoidance). 


(23) Cross-plan rules — Where a member is provided with be- 
nefits under two or more associated defined benefit provisions, the 
determination of whether the conditions in subsections (17) and 
(19) are’ satisfied in respect of benefits payable or provided to the 
member under a particular associated provision’ shall be made on 
the basis of the following assumptions: 


(a) benefits payable to the member under each of the other asso- 
ciated provisions were peyelie under the particular associated 
provision; 


(b) if, before the member’s specified eligibility day (determined 
without reference to this paragraph) under the particular associ- 
ated provision, the member had commenced to receive retire- 
ment benefits under another associated provision on or after the 
member’s specified eligibility day under that provision, the 
member’s specified eligibility day under the particular associ- 
ated provision were the member’s specified eligibility day under 
that other associated provision; and 


(c) if. one or more of the other associated provisions is in a des- 
ignated plan, the plan that includes the particular provision were 
also a designated plan. 
Related Provisions: Reg. 8503(24), (25) — Meaning of “associated”. 
Registered Pension Plans Technical Manual: §11.25 (cross-plan rules). 


(24) Associated defined benefit provisions — For the pur- 
pose of subsection (23), a defined benefit provision is associated 
with another defined benefit provision (other than a provision that is 
not in a. registered pension plan) if 


(a) the provisions are in the same pension plan; or 
(b) the provisions are in separate pension plans and 
(i) there is an employer who participates in both plans, or 


(ii) an employer who participates in one of the plans does not 
deal at arm’s length with an employer who participates in the 
other plan. 


Related Provisions: Reg. 8503(25) — Exception. 


Registered Pension Plans Technical Manual: §11.26 (associated defined benefit 
provisions). 


(25) Subsec. (24) not applicable — A particular defined benefit 
provision of a pension plan is not associated with a defined benefit 
provision of another pension plan if it is unreasonable to expect the 
benefits under the particular provision to be coordinated with the 
benefits under the other provision and the Minister has agreed not 
to treat the particular provision as being associated with the other 
provision. 


History [Reg. 8503(16)-(25)]: Subsecs. 8503(16) to (25) added by 2007, c. 35, 
subsec. 83(3), applicable to benefits that are provided or payable after 2007. 


Registered Pension Plans Technical Manual: §11.26 (associated defined benefit 
provisions). 


Definitions [Reg. 8503]: “additional bridging benefits” — Reg. 8503(2)(1); “addi- 
tional death benefits’ — Reg. 8503(2)(k); “administrator” —ITA 147.1(1); “aggre- 
gate’ — Reg. 8509(2)(c)(i); “amount” — Regi: 8509(2)(c)(ii);. “annuity” — ITA 
248(1); “any other registered pension plan” — Reg. 8503(13)(a); “arm’s length” — 
ITA 251(1); “associated” — Reg. 8503(24), (25); “average. wage” — ITA. 147.1(1); 
“beneficiary”, “benefit provision” — Reg. 8500(1); “benefit year” — Reg. 8504(6); 
“benefits” —Reg. 8501(5)(c);' “bridging benefits” — Reg. 8500(1), 8503(7)(b); 
“bridging period’ — Reg. 8504(5); “calendar year’ —Jnterpretation Act 37(1)(a); 
“Canada” —ITA 255, Interpretation Act 35(1); “commencement” — Interpretation 
Act 35(1); “compensation” — ITA 147.1(1); “compensation year’ — Reg. 8504(2)(b)J; 
“connected” — Reg. 8500(3); “consequence of the death”, “consequence of the mem- 
ber’s death” — ITA 248(8); “Consumer Price Index” — Reg. 8500(1); “continued re- 
tirement benefits” — Reg. 8503(2)(c); “contribution” — Reg. 8501(6), (7); “death ben- 
efit’? —ITA 248(1); “deferred profit sharing plan” —ITA 147(1), 248(1); “defined 
benefit Provision ITA 147.1(1), Reg 8504(9); “dependant”, “designated plan” — 
Reg. 8500(1); “early retirement eligibility service’ — Reg. 8503(3)(c)(ili); “eligible 
period of reduced pay”, “eligible period of temporary absence”, “ 
efit period” — Reg. 8500(1); “employed”, “employee”, “etiployer”, 


29, 46 


employment” — 


eligible survivor ben- | 


Reg. 
S. 8504(1)(a)(ii) 


ITA 248(1); “excluded remuneration” — Reg. 8503(14)(b); “highest average compen- 
sation” — Reg. 8504(2); “individual” — ITA 248(1); “lifetime retirement benefits” — 
Reg. 8500(1), 8503(7)(b), 8504(6); “member” —ITA 147.1(1); “member’s total in- 
dexed compensation” — Reg. 8504(2); “Minister” —ITA 248(1); “money purchase 
provision” — ITA 147.1(1); “month” — Interpretation Act 35(1); “net contribution ac- 
count” — Reg. 8503(1); “participating employer” —ITA 147.1(1); “particular 
plan” — Reg. 8503(3)(k); “particular provision” — Reg. 8503(3)(b); “past service be- 
nefits” — Reg. 8503(15)(a); “past service event” —ITA 147.1(1); “payment year” — 
Reg. 8504(6)(a); “pension credit” — Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “pen- 
sionable service”, “period of disability” — Reg. 8500(1); “period of reduced ser- 
vices” — Reg. 8503(4)(a)@i); “person” —ITA. 248(1); “predecessor employer’ — 
Reg. 8500(1); “property” — ITA 248(1); “province” — Interpretation Act 35(1); “pub- 
lic pension benefits”, “public safety occupation” — Reg. 8500(1); “qualifying pe- 
riod” — Reg. 8503(16); “registered pension plan” —ITA 248(1); “registered retire- 
ment income fund” — ITA 146.3(1), 248(1); “registered retirement savings plan” — 
ITA 146(1), (21.2), 248(1); “related” — ITA 251(2)-(6); “retirement benefits” — Reg. 
8500(1); “single amount” —ITA 147.1(1); “specified eligibility day” — Reg. 
8503(16); “specified year’ — Reg. 8504(1)(a)(i); “spouse” — Reg. 8500(5); “sur- 
plus” — Reg. 8500(1); “surviving spouse benefits” — Reg. 8503(2)(f); “survivor re- 
tirement benefits” — Reg. 8503(2)(d), (e); “temporary absence” — Reg. 8500(1)“eligi- 
ble period of temporary absence”; “time of commencement” — Reg. 8503(3)(d); 
“totally and permanently disabled” — Reg. 8500(1); “writing” — Interpretation Act 
35(1); “written” — Interpretation Act 35(1)“writing”; “year of commencement” — 
Reg. 8504(1)(a), 8504(2); “Year’s Maximum Pensionable Earnings” — Reg. 8500(1); 
“years of early retirement eligibility service” — Reg. 8503(3)(c)(iv). 


8504. Maximum benefits — (1) Lifetime retirement bene- 
fits — For the purposes of subparagraph 8502(c)(i), the following 
conditions are applicable in respect of the lifetime retirement bene- 
fits provided to a member under a defined benefit provision of a 
pension plan: 


(a) the amount (expressed on‘an annualized basis) of lifetime 
retirement benefits payable to the member for the calendar year 
(in this paragraph referred to as the “year of commencement”) in 
which the lifetime retirement benefits commence to be paid does 
not exceed the aggregate of 


(i) the aggregate of all amounts each of which is, in respect 
of a calendar year after 1990 (in this paragraph referred to as 
a “specified year’) in which the member was, at any time, 
connected with an employer who participated in the plan in 
the year for the benefit of the member, the lesser of 


(A) the amount determined by the formula 


B 
02x Ax = 
i C 
where 


A is the aggregate of all amounts each of which is the 
member’s compensation for the specified year from an 
employer who participated under the provision in the 
year for the benefit of the member, 


B. is the greatest of all amounts each of which jis the av- 
erage wage for a calendar year not before the specified 
year and not after the, year of commencement, and 


C is the average wage for the specified year, and 
(B) the amount determined by the formula 


DxXE 
where 


D is the defined benefit limit for the year of commence- 
ment, and 


Eis the fraction of the specified year that is pensionable 
service of the member under the provision, and 


(ii) the amount determined by the formula 


FxG 
where 
F is the lesser of 


(A) 2 per cent of the member’s highest average com- 
pensation (computed under subsection (2)) for the pur- 
pose of the provision, indexed to the year of com- 
mencement, and 
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(B) the defined benefit limit for the year of com- 
mencement, and; 


G_ is the aggregate of all amounts each of which is the dura- 
tion (measured in years, including any fraction of a year) 
of a period that is pensionable service of the member 
under the provision and no part of which is in a specified 
year; and 


(b) the amount of lifetime retirement benefits payable to the 
member for a particular calendar year after the year in which the 
lifetime retirement benefits commence to be paid does not ex- 
ceed the product of 


(i) the aggregate of the amounts determined under subpara- 
graphs (a)(i) and (ii), and 


(ii) the greatest of all amounts each of which is the ratio of 


(A) the average Consumer Price Index for a calendar year 
not earlier than the calendar year in which the lifetime re- 
tirement benefits commence to be paid and not later than 
the particular year 


to 


(B) the average Consumer Price Index for the calendar 
year in which the lifetime retirement benefits commence 
to be paid. 
Related Provisions: Reg. 8503(14) — Rules applicable where pension credit artifi- 
cially reduced; Reg. 8504(2)— Meaning of highest average compensation; Reg. 
8504(3) — Alternative compensation rules; Reg. 8504(4) — Part-time employees; Reg. 
8504(10) — Excluded benefits; Reg. 8504(13) — Alternative CPI indexing; Reg. 
8505(7) — Exclusion from maximum pension rules; Reg. 8510(5) — Special rules — 
multi-employer plan. 
Information Circulars: 98-2: Prescribed compensation for RPPs. 
Registered Plans Directorate Newsletters: Actuarial Bulletin No. 1 (methodol- 
ogy for calculating actuarial increase where pension commencement postponed beyond 
age 65). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 14 (index- 
ing accrued benefits during pre-retirement deferral period). 


Registered Pension Plans Technical Manual: 
benefits). 


$12.1 (lifetime retirement 


(2) Highest average compensation — For the purposes of 
subsection (1) and paragraph 8505(3)(d), the highest average com- 
pensation of a member of a pension plan for the purpose of a de- 
fined benefit provision of the plan, indexed to the calendar year (in 
this subsection referred to as the “year of commencement’) in 
which the member’s lifetime retirement benefits under the provision 
commence to be paid, is, 


(a) in the case of a member who has been employed for 3 non- 
overlapping periods of 12 consecutive months each by employ- 
ers who participated under the provision for the benefit of the 
member, '/3 of the greatest of all amounts each of which is the 
aggregate of the member’s total indexed compensation for the 
purpose of the provision for each of the 36 months in 3 such 
periods throughout which the member was so employed, and 


(b) in any other case, the amount determined by the formula 


i 
I 


where 


H is the aggregate of all amounts each of which is the mem- 
ber’s total indexed compensation for the purpose of the pro- 
vision for a month throughout which the member was em- 
ployed by an employer who participated under the provision 
for the benefit of the member, and 


I is the number of months for which total indexed compensa- 
tion is included in the amount determined for H, 


and, for the purposes of this subsection, the member’s total indexed 
compensation for a month for the purpose of the provision is the 
amount determined by the formula 


K 
Jx= 
18 


Income Tax Regulations 


where 


J is the aggregate of all amounts each of which is such portion of 
the member’s compensation for the calendar year (in this sub- 
section referred to as the “compensation year”) that includes the 
month from an employer who participated under the provision 
for the benefit of the member as may reasonably be considered 
to have been received in the month or to otherwise relate to the 
month, 


K_ is the greatest of all amounts each of which is the average wage 
for a calendar year not before the later of the compensation year 
and 1986 and not after the year of commencement, and 


L_ is the average wage for the later of the compensation year and 
1986. 

Related Provisions: Reg. 8504(2.1) — Employment with predecessor employer in- 

cluded; Reg. 8504(3) — Alternative compensation rules; Reg. 8504(4) — Part-time 

employees. 


History: The opening words of subsec. 8504(2) amended to add “‘lifetime” by 2007, c. 
35, s. 84, applicable to 2008 ef seq. 


Registered Pension Plans Technical 
compensation). 


Manual: §12.2 (highest average 


roposed Addition. — Reg. 8504(2. Ayo 


(2. 1 Predecessor employer —— ou the purposes of subsection 
(2), if the pensionable service of the member under the provision 
-s a period throughout which the member was employed by 
a predecessor employer to an employer who participates in the 
plan, the predecessor employer is deemed to have. ssn ere 
under the — for the benefit of the ine i meveteis 


provision ofa Cored pension plan. The highest average indexed compensation is 
relevant in determining, under subsection 8504(1), the maximum lifetime. retirement 
benefits that may be paid to the member. 

New subsection. 8504(2. 1) ‘accommodates situations ‘where part or all of an em- 
ployee’s highest compensation was earned with a predecessor employer. ‘Under new 
subsection 8504(2.1), where the pensionable service of a plan member includes a 
period of employment with a predecessor employer (see also new ITA subsection 
147.2(8)), the predecessor employer is deemed to have participated under the defined 
benefit provision for the benefit of the member. These amendments ensure that com- 
pensation received by the plan member for periods of employment with the predeces- > 
sor employer is taken into account for purposes of computing the highest average _ 
compensation, and hence for purposes of the maximum lifetime retirement benefits 
payable to the member. © 


(3) Alternative compensation rules — Lifetime retirement be- 
nefits provided to a member under a defined benefit provision of a 
pension plan shall be deemed to comply with the conditions in sub- 
section (1) where they would so comply if either or both of the fol- 
lowing rules were applicable: 


(a) determine, for the purpose of subsection (2), the member’s 
compensation from an employer for a calendar year by adding to 
the compensation otherwise determined such portion of the 
amount of each bonus and retroactive increase in remuneration 
paid by the employer to the member after the year as may rea- 
sonably be considered to be in respect of the year and by deduct- 
ing therefrom such portion of the amount of each bonus and ret- 
roactive increase in remuneration paid by the employer to the 
member in the year as may reasonably be considered ‘to be in 
respect of a preceding year; and 


(b) determine, for the purpose of computing the amount J in sub- 
section (2), the portion of the member’s compensation from an 
employer for a calendar year that may reasonably be considered 
to relate to a month in the year by apportioning the compensa- 
tion uniformly over the period in the year in respect of which it 
was paid. 

Registered Pension Plans Technical Manual: §12.3 (alternative compensation 

rules). 


(4) Part-time employees — Where the pensionable service of a 
member under a defined benefit provision of a pension plan in- 
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cludes :a period throughout which the member rendered services on 
a part-time basis to an employer who participates in the plan, the 
lifetime retirement benefits provided under: the provision to the 


member shall be deemed to.comply with the conditions.in subsec- — 


tion (1) where they would so comply or be deemed by subsection 

(3) to so comply. if 
(a) for the purpose of determining the amount J in subséction 
(2), the member’s compensation from an’employer for a calent 
dar year in which the member rendered services on, a part-time 
basis to the employer were the amount that it is reasonable, to 
expect would have, been the member’s compensation, for the 
year from the employer if the member had rendered services to 
the employer on a full-time basis throughout the period or peri- 

“ods in the year throughout which the member rendered services 
to the employer, and 
(b) in determining the’ amount G in subparagraph (1)(a)(ii), the 
duration of each period were multiplied by a fraction (not 
greater than 1) that measures the services rendered by the mem- 
ber throughout the period to employers who participate in the 
plan as a proportion of the services that would have been ren- 
dered by the member throughout the ‘period to such employers 
had the member' rendered’ services on a full-time basis, 


and, for the purposes of this subsection; 


(c) where a member of a pension plan has rendered services 


throughout a period to 2 or more employers who participate in 
the plan, the employers shall be deemed to be, throughout the 
period, the same employer, and 


(d) where: a period is 


(i) an eligible period of reduitel pay or temporary absence of 
a member of a pension plan with respect to an employer, or 


(ii) a period of disability of the member, 
the member shall be deemed to have 


(iii) rendered services throughout the period on a regular ba- 
sis (having regard to-the: services. rendered. by the employee 
before the period) to the employer or employers by whom the 
member was employed before the period, ‘and 


(iv) received remuneration. throughout the period ata rate 
commensurate with the member’s . rate. of remuneration 
before, the period. 

Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 9’ (where 

T10 returned due to incorrect address). 

Registered Pension Plans Technical Manual: §12.4 (part-time employees). 


(5) Retirement benefits before age 65 — For, the purposes of 
subparagraph 8502(c)(i), the following conditions. are, applicable in 
respect of retirement benefits payable under,a defined benefit provi- 
sion of a pension plan to a member of the:plan for the period (in this 
subsection referred to as the “bridging period’’) from the time the 
benefits commence to be paid to the time the member attains 65 
years of age: 
(a) the amount (expressed on an annualized basis) of retirement 
benefits payable to the member for that part of the bridging pe- 
riod that is in the calendar year in which the benefits commence 
to be paid does not exceed the amount determined by. the 
formula 


(AxB)+(0.25xCx=) 


where 


A. is the defined benefit limit for the:calendar:year in which the 
benefits commence to be paid, 

Bis the aggregate of all amounts each of which is the duration 
(measured in years, including any fraction of a year) of a pe- 
riod that is pensionable service of the.member under the 
provision, 

C is the average of the Year’s Maximum Pensionable Earnings 
for the year in which the benefits commence ‘to be ‘paid and 
for each'of the 2: immediately preceding years, and 


Reg. 
5) 8504(7)(a) 


D ‘as the lesser of 35 andthe amount ‘determined for B; and 


(b) the amount of retirement benefits (expressed on an annual- 
ized basis) payable to the member for that part of the bridging 
period that is in a particular calendar year after the year in which 
the retirement benefits commence to be paid does not exceed the 
product of 


(i) the amount determined by the formula set out in para- 
graph (a), and 


(ii) the greatest of all amounts each of which is. the ratio of 


(A) the average Consumer Price Index for a calendar year 
not earlier than the calendar year'in which the retirement 
benefits commence to be paid and not later than the par- 
> ticular year 
to 
(B) the average Consumer Price Index for the calendar 
year in which the’ retirement benefits: commence to be 
paid. ' 
Related Provisions: Reg. 8504(8) — Rule where benefits provided ‘under’ multiple 


plans; Reg. 8504(11) — Excluded; benefits; Reg. 8504(14) — Alternative CPI index- 
ing; Reg. 8505(7) — Exclusion from maximum pension rules. 


Registered Pension Plans Technical Manual: §12.5 (retirement benefits before 
age 65). 


(6) Pre-1990 benefits — For , the. purposes . of . subparagraph 
8502(c)(G), and subject to subsection (7), the lifetime retirement be- 
nefits provided under a defined benefit provision of a pension plan 
to,a member of the, plan in respect of pensionable service in a par- 
ticular,calendar year before 1990 (in, this subsection referred to as 
the “benefit year’) are subject, to the condition, that 


(a) the amount (expressed on an annualized: basis) of such life- 
time retirement benefits payable to the: member for a particular 
calendar year (in this subsection: referred. to. asthe “payment 
year”) 

does not exceed 
(b) the amount determined by the formula 


Sx AXBXC 


where 


Ais the greater of $1,725 and the defined: benefit limit for the 
year in which the benefits commence to be paid, 


B is the aggregate of all amounts each of which is the duration 
(measured as a fraction of a year) of a period in the benefit 
year that is pensionable service of the member under the pro- 
vision, and 


C is the greatest of all amounts each of which is the ratio of 


(i) the average Consumer Price Index for a calendar year 
not earlier than the calendar year in which the lifetime re- 
tirement benefits commence to be paid and not later than 
the payment year 


to 


(ii) the average Consumer Price Index for the. calendar 
year in which the lifetime retirement benefits commence 
to be paid. 
Related Provisions: Reg. 8504(8) — Rule where benefits provided under multiple 
plans; Reg. 8504(12) — Excluded benefits; Reg. 8504(15) —,Alternative CPI 
indexing. 
Registered Plans Directorate Newsletters: 95-3 (actuarial report content). 
Registered Pension Plans Technical Manual: §12.6 (pre-1990 benefits). 


(7) Limit not applicable — The condition in subsection (6) is not 
applicable with. respect;to. lifetime, retirement benefits provided to 
an individual in respect of periods of pensionable service in a. par- 
ticular. calendar year if 


(a) at any time before June 8, 1990,.a period in the: particular 
year was pensionable service of the individual under a defined 
benefit provision of a registered pension plan; 
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(b) on June 7, 1990,the individual was entitled, pursuant to an 
arrangement in writing, to be provided with lifetime retirement 
benefits under a defined benefit provision of a registered pen- 
sion plan in respect of a period in the particular year, whether or 
not the individual’s entitlement was conditional upon the indivi- 
dual making contributions under the provision; 


(c) at the commencement of the particular year, a period in a 
preceding year was pensionable service of the individual under a 
defined benefit provision of a registered pension plan, and the 
individual did not, by reason of disability or leave of absence, 
render services in the particular year to‘an employer who partici- 
pated in the plan with respect to the individual; 

(d) contributions were made before June 8, 1990 by or on behalf 
of the individual under a money purchase provision of a regis- 
tered pension plan in respect of the year; or 

(e) contributions were made in the year by or on behalf of the 
individual to a deferred profit sharing plan. 


Related Provisions: Reg. 8500(7) — 
provision deemed to be contribution. 


Registered Pension Plans Technical Manual: §12.7 (limit not applicable). 


Amounts allocated under money purchase 


(8) Cross-plan restrictions — Where an individual is provided 
with benefits under more than one defined benefit provision, the 
determination of whether the benefits provided to the individual 
under a particular defined benefit provision comply with the condi- 
tions in subsections (5) and (6) shall be made on the assumption 
that benefits provided to the individual under each other defined 
benefit provision (other than a provision that is not included in a 
registered pension plan) associated with the particular provision 
were provided under the particular provision. 

Related Provisions: Reg. 8504(9) — Associated defined benefit provisions; Reg. 
8510(5) — Special rules — multi-employer plan. 

Registered Pension Plans Technical Manual: §12.8 (cross-plan restrictions). 


(9) Associated defined benefit provisions — For the pur- 
poses of subsection (8), a defined benefit provision is associated 
with a particular defined benefit provision if 


(a) the provisions are in the same pension plan, or 
(b) the provisions are in separate pension plans and 
(i) there is an employer who participates in both plans, 


(ii) an employer who participates in one of the plans does not 
deal at arm’s length with an employer who participates in the 
other plan, or 


(iii) there is an individual who is provided with. benefits 
under both provisions and the individual, or a person with 
whom the individual does not deal at arm’s length, has the 
power to determine the benefits that are provided under the 
particular provision, 


unless it is unreasonable to expect the benefits under the particular 
provision to be coordinated with the benefits under the other provi- 
sion and the Minister has agreed not to treat the other provision as 
being associated with the particular provision. 


Registered Pension Plans Technical Manual: §12.9 (associated defined benefit 
provisions). 


(10) Excluded benefits — For the purpose of determining 
whether lifetime retirement benefits provided under a defined bene- 
fit provision of a pension plan comply with the conditions in sub- 
section (1), the following benefits shall be disregarded: 


(a) additional lifetime retirement benefits payable to a member 
because the member is totally and permanently disabled at the 
time the member’s retirement benefits commence to be paid; 
and 


(b) additional lifetime retirement benefits payable to a member 
whose retirement benefits commence to be paid after the mem- 
ber attains 65 years of age, where the additional benefits result 
from an adjustment that is made to offset, in whole or in part, 
the decrease in the value of lifetime retirement benefits that 
would otherwise result by reason of the deferral of such benefits 


Income: Tax Regulations 


after the member attains 65 years of age and the adjustment is 
not more favourable than such an adjustment made on an actua- 
rially equivalent basis. 
Related Provisions: Reg. 8504(11), (12) — Benefits to be disregarded. 
Registered Plans Directorate Newsletters: Actuarial Bulletin No. 1 (methodol- 
ogy for calculating actuarial increase where pension commencement postponed beyond 
age 65). 
Registered Pension Plans Technical Manual: §12.10 (excluded benefits). 


(11) [Excluded benefits] — For the purpose of determining 
whether retirement benefits provided under a defined benefit provi- 
sion of a pension plan comply with the conditions in subsection (5), 
the following benefits shall be disregarded: 


(a) additional lifetime retirement benefits described in paragraph 
(10)(a); and 


(b) bridging benefits payable at the election of a member, where 
the benefits are provided on a basis that is not more favourable 
than an actuarially equivalent basis in lieu of all or a proportion 
of the benefits that would otherwise be paxadlg under the provi- 
sion with respect to the member. 


History: Para. 8504(11)(b) amended by P.C. 2001-153, s. 7,,January 30, 2001, Can- 
ada Gazette, Part II, February 14, 2001, applicable after June 4, 1997. 


(12) [Excluded benefits] — For the purpose of determining 
whether lifetime retirement benefits provided under a defined bene- 
fit provision of a pension plan comply with the condition in subsec- 
tion (6), additional lifetime retirement benefits that are described in 
paragraph (10)(b) shall be disregarded. 


(13) Alternative CPI indexing — The lifetime retirement bene- 
fits provided to a member under a defined benefit provision of a 
pension plan shall be deemed to comply with the condition in para- 
graph (1)(b) where they would so comply, or would be deemed by 
subsection (3) or (4) to so comply, if the ratio that is determined 
under subparagraph (1)(b)(ii) were replaced by a substantially simi- 
lar measure of the change in the Consumer Price Index. 

Registered Pension Plans Technical Manual: §12.11 (alternative CPI indexing). 


(14) [Idem] — The retirement benefits provided to a member under 
a defined benefit provision of a pension plan shall be deemed to 
comply with the condition in paragraph (5)(b) where they would so 
comply if the ratio that is determined under subparagraph (5)(b)(11) 
were replaced by a substantially similar measure of the change in 
the Consumer Price Index. 


(15) [Idem] — The lifetime retirement benefits provided to a mem- 
ber under a defined benefit provision of a pension plan shall be 
deemed to comply with the condition in subsection (6) where they 
would so comply if the amount C in the formula set out in para- 
graph (6)(b) were replaced by a substantially similar measure of the 
change in the Consumer Price Index. 


Definitions [Reg. 8504]: “amount” —ITA 248(1); “arm’s length” — ITA 251(1); 
“associated” — Reg. 8504(9); “average Consumer Price Index” — Reg. 8500(1); “av- 
erage wage” —ITA 147.1(1); “benefits” — Reg. 8501(5)(c); “bridging benefits” — 
Reg. 8500(1); “calendar year’ rim Weep reiosan Act 37(1)(a); “commencement” — Jn- 
terpretation Act 35(1); “compensation” — ITA 147.1(1); “connected” — Reg. 8500(3); 
“Consumer Price Index” — Reg. 8500(1); “contribution” — Reg. 8501(6), (7); “de- 
ferred profit sharing plan” —ITA 147(1), 248(1); “defined benefit limit” — Reg. 
8500(1); “defined benefit provision” —ITA 147.1(1); “eligible period of reduced 
pay” — Reg. 8500(1); “employed”, “employee” —ITA 248(1); “employer” — ITA 
248(1), Reg. 8504(4)(c); “highest average compensation” — Reg. 8504(2); “indivi- 
dual” —ITA 248(1); “lifetime retirement benefits’ — Reg. 8500(1); “member” — 
ITA 147.1(1); “Minister” —ITA 248(1); “money purchase provision” —ITA 
147.1(1); “month” — Interpretation Act 35(1); “pensionable service”, “period of disa- 
bility’ — Reg. 8500(1); “person” —ITA 248(1); “predecessor employer” — Reg. 
8500(1); “registered pension plan” —ITA 248(1); “related” —ITA 251(2)—(6); “re- 
tirement benefits” — Reg. 8500(1); “specified’ year” — Reg. 8504(a)(i); “temporary 
absence” — Reg. 8500(1)“eligible period of temporary absence”; “totally and perma- 
nently disabled” — Reg. 8500(1); “writing” — Interpretation Act 35(1); “Year's Maxi- 
mum Pensionable Earnings” — Reg. 8500(1). 


Registered Plans Directorate Newsletters: 96-1 (changes to retirement savings 
limits). 


$505. Additional benefits on downsizing — (1) Downsizing 
program — For the purposes of this section, “downsizing pro- 
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gram” means the actions that are taken by an employer to bring 
about a reduction in the employer’s workforce, including 


(a) the termination of the employment of employees; and 


(b) the payment of amounts and the provision of special benefits 
to employees who elect to. or are required to terminate their 
employment. 


Registered Pension Plans Technical Manual: §13.1 (downsizing program). 


(2) Applicability of downsizing rules — For the purposes. of 
this section, 


(a) a downsizing program is an approved downsizing program if 
the Minister has approved in writing the application of this sec- 
tion in respect of the program; 
(b) subject to subsection (2.1), an individual is a qualifying indi- 
vidual in relation to an approved downsizing program if 


(i) the employment of the individual is terminated while the 
downsizing program is in effect, 


(ii) the individual was not, at any time before the termination 
of employment, connected with the employer from whom the 
individual terminated employment, and 


(ili) the Minister has approved in writing the application of 
this section to the individual; and 


(c) the specified day is, in respect of an approved downsizing 
program, 
(i) the day that is designated by the Minister in writing for 
the purpose of subparagraph (3)(c)(ii), and 
(ii) if no such day has been designated, the day that is 2 years 
after the day on which the Minister approves the application 
of this section in respect of the downsizing program. 


History: The portion of para. 8505(2)(b) before subpara. (i) amended by P.C. 1995-17, 
subsec,.12(1), January 11, 1995, Canada Gazette, Part Il, January 25,1995, applicable 
with respect to an individual whose employment is terminated after February 14, 1992, 
other than an individual who, on or before that date, 


(a) was notified that the individual’s employment would be terminated after that 
date; or 


(b) elected to terminate employment after that date. 


Registered Pension Plans Technical Manual: §13.2 (applicability of downsizing 
rules). 


(2.1) Qualifying individual — exclusion — An © individual 
whose employment is terminated under an approved downsizing 
program is not a qualifying individual in relation to the program if, 
at the time the individual’s employment is terminated, it is reasona- 
ble to expect that 
(a) the individual will become employed by, or provide services 
to, 
(i) a person or body of persons from whom. the: individual 
terminated employment under the downsizing program, or 
(ii) a person or body of persons that does not deal at arm’s 
length with a person or body of persons referred to in subpar- 
agraph (i), or 
(b) a corporation with which the individual is connected will 
provide services to a person or body of persons referred to in 
paragraph (a) and the individual will be directly involved in the 
provision of the services, 
except that this subsection does not apply with respect to an indivi- 
dual where 
(c) it is'reasonable to expect that 
(i) the individual will not be employed or provide services, or 
(ii) if paragraph (b) is applicable, the corporation will not 
provide services, 
for a period exceeding 12 months, and 
(d) the Minister has waived the application of this subsection 
with respect to the individual. 


History: Subsec. 8505(2.1) added by P.C. 1995-17, subsec. 12(2), January 11, 1995, 
Canada Gazette, Part 11, January 25, 1995, applicable with respect to an individual 


Reg. 
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whose employment is terminated after February 14, 1992, other than an individual 
who, on or before that date, 


(a) was notified that the individual’s employment. would be terminated after that 
date; or 
(b) elected to terminate employment after that date. 


Registered Pension Plans Technical Manual: §13.3 (qualifying individual — 
exclusion). 


(3) Additional lifetime retirement benefits — Lifetime retire- 
ment benefits (in this section referred to as “special retirement be- 
nefits”) that do not comply with the condition in paragraph 
8503(3)(a) may be provided under a defined benefit provision of a 
pension plan to a member of the plan who terminates employment 
after attaining 55 years of age where the following conditions are 
satisfied: ) 


(a) the special retirement benefits are provided pursuant to an 
approved downsizing program; 


(b) the member is a qualifying individual in relation to the 
downsizing program; 


(c) under the terms of the provision, 


(i) retirement benefits will not commence to be paid to the 
member until the member ceases to be employed by all em- 
ployers who participate in the plan, and 


(ii) retirement benefits will commence to be paid to the mem- 
ber no later than on the specified day; 


(d) the amount (expressed on an annualized basis) of special re- 
tirement benefits payable to the member for a particular calendar 
year does not exceed the amount that is determined by the 
formula 


INAS 
where 
A is the lesser of 


(1) 2 per cent of the member’s highest average compensa- 
tion (computed under subsection 8504(2)) for the purpose 
of the provision, indexed to the calendar year (in this par- 
agraph referred to as the “year of commencement”) in 
which retirement benefits commence to be paid under the 
provision to the member, and 

(ii) the defined benefit limit for the year of 
commencement, 

Bis the lesser of 7 and the amount, if any, by which 65 exceeds 
the member’s age (expressed in years, including any fraction 
of a year) at termination of employment, and 

Cis the greatest of all amounts each of which is the ratio of 

(1) the average Consumer Price Index for a calendar year 
not earlier than the year of commencement and not later 
than the particular year 

to 


(ii) the average Consumer Price Index for the year of 
commencement; 
(e) [Repealed] 
(f) the plan 
(i) does not permit the commutation of retirement benefits 
payable to the member, or 
(ii) permits the commutation of retirement benefits payable 
to the member only if the life expectancy of the member is 
significantly shorter than normal; and 
(g) lifetime retirement benefits that are permissible only by rea- 
son of this subsection are not provided to the member under any 
other defined benefit provision, unless this condition has been 
waived by the Minister. 


Related Provisions: Reg. 8501(3) — Conditions inapplicable where inconsistent 
with 8505(3); Reg. 8505(6) — Alternative CPI indexing. 


History: Para. 8505(3)(e) repealed by P.C. 1995-17, subsec. 12(3), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable after 1988. 


Information Circulars: 98-2: Prescribed compensation for RPPs, para. 29. 
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Registered Pension Plans Technical Manual: §13.4 (additional lifetime retire- 
ment benefits). 


(3.1) Re-employed members — Where 


(a) a member of a pension plan becomes an employee of a par- 
ticipating employer after lifetime retirement benefits that are 
permissible only by reason of subsection (3) have commenced to 
be paid under a defined benefit provision of the plan to the 
member, and 


(b) payment of the member’s retirement benefits under the pro- 
vision is suspended while the member is so employed, 


the condition in paragraph (3)(d) is applicable in respect of benefits 
payable under the provision to the member after the suspension as if 


(c) the member had not become so employed, and 


(d) payment of the member’s retirement benefits had not been 
suspended. 


History: Subsec. 8505(3.1) added by P.C. 1995-17, subsec. 12(4), January 11, 1995, 
Canada Gazette, Part II, January 25, 1995, applicable after 1988. 


(4) Early retirement reduction — Where a member of a pension 
plan is a qualifying individual in relation to an approved downsiz- 
ing program, the terms of a defined. benefit provision of the plan 
that determine the amount by which the member’s lifetime retire- 
ment benefits under the provision are reduced because of the early 
commencement of the benefits may, under the downsizing program, 
be modified in such a way that the benefits do not comply with the 
condition in paragraph 8503(3)(c) but would so comply if the mem- 
ber’s benefits were provided in respect of employment in a public 
safety occupation. 

Related Provisions: Reg. 8501(3) — Conditions inapplicable where inconsistent 
with 8505(4); Reg. 8505(5) — Exception for future benefits. 


History: Subsec. 8505(4) amended by P.C. 1995-17, subsec. 12(5), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable after 1988. 


Registered Pension Plans Technical Manual: § 13.5 (early retirement reduction). 


(5) Exception for future benefits — Subsection (4) does not 
apply with respect to benefits that are provided to an individual in 
respect of a period that is after the day on which the individual’s 
employment was terminated under an approved downsizing 
program. 

History: Subsec. 8505(5) amended by P.C. 1995-17, subsec. 12(5), January 11, 1995, 
Canada Gazette, Part II, January 25, 1995, applicable after 1988. 


Registered Pension Plans Technical Manual: §13.6 (exception for future 
benefits). 


(6) Alternative CPI indexing — Special retirement benefits pro- 
vided to a member under a defined benefit provision of a pension 
plan shall be deemed to comply with the condition in paragraph 
(3)(d) where they would so comply if the amount C in that para- 
graph were replaced by a substantially similar measure of the 
change in the Consumer Price Index. 


Registered Pension Plans Technical Manual: §13.7 (alternative CPI indexing). 


(7) Exclusion from maximum pension rules — For the pur- 
pose of determining whether retirement benefits provided under a 
defined benefit provision of a pension plan comply. with the condi- 
tions in subsections 8504(1) and (5), lifetime retirement benefits 
that are permissible only by reason of subsection (3) shall be 
disregarded. 


Registered Pension Plans Technical Manual: §13.8 (exclusion from maximum 
pension rules). 


(8) Exemption from past service contribution rule — Sub- 
section 8503(15) does not apply in respect of a contribution that is 
made in respect of benefits provided to a qualifying individual pur- 
suant to an approved downsizing program. 

Registered Pension Plans Technical Manual: §13.9 (exemption from past ser- 
vice contribution rule). 

Definitions [Reg. 8505]: “amount” —ITA 248(1); “approved downsizing pro- 
gram” — Reg. 8505(2)(a); “arm’s length” — ITA 251(1); “average Consumer Price In- 
dex” — Reg. 8500(1); “benefits” — Reg. 8501(5)(c); “calendar year” — Interpretation 
Act 37(1)(a); “commencement” — Interpretation Act 35(1); “compensation” — ITA 
147.1(1); “connected” — Reg. 8500(3); “Consumer Price Index” — Reg. 8500(1); 


Income Tax Regulations 


“contribution” — Reg. 8501(6); “corporation” — ITA 248(1), Interpretation Act 35(1); 
“defined benefit limit” — Reg. 8500(1); “defined benefit provision” — ITA 147.1(1); 
“downsizing program” — Reg. 8505(1); “employed”, “employee”, “employer”, “em- 
ployment” —ITA 248(1); “highest average compensation” — Reg. 8504(2), “indivi- 
dual” —ITA 248(1); “lifetime retirement benefits” — Reg. 8500(1); “member” — 
ITA 147.1(1); “Minister” — ITA 248(1); “month” — Interpretation Act 35(1); “partic- 
ipating employer’ —ITA 147.1(1); “person” —ITA 248(1); “public safety occupa- 
tion” — Reg. 8500(1); “qualifying individual” — Reg. 8505(2)(b), 8505(2.1); “retire- 
ment benefits” — Reg. 8500(1); “special retirement. benefits” — Reg. 8505(3); 
“specified day” — Reg. 8505(2)(c); “writing” — Interpretation Act 35(1),; “year of 
commencement” — Reg. 8505(3)(d)(i). 


8506. Money purchase provisions — (1) Permissible bene- 
fits — For the purposes of paragraph 8502(c), the following bene- 
fits may, subject to the conditions. specified in respect of each bene- 
fit, be provided under a money purchase provision of a pension 
plan: 


(a) lifetime retirement benefits — lifetime retirement bene- 
fits provided to a member where the benefits are payable in 
equal periodic amounts or are not so payable only by reason that 


(i) the benefits payable to a member after the death of the 
member’s spouse or common-law partner are less than the 
benefits that would be payable to the member were the mem- 
ber’s spouse or common-law partner alive, or 


(ii) the benefits are adjusted, after they commence to be paid, 
where those adjustments would be in accordance with any of 
subparagraphs 146(3)(b)(iii) to (v) of the Act if the annuity 
by means of which the lifetime retirement benefits are pro- 
vided were an annuity under a retirement savings plan; 
(b) bridging benefits — bridging benefits provided to a mem- 
ber where the bridging benefits are payable for a period ending 
no later than the end of the month following the month in which 
the member attains 65 years of age; 


(c) guarantee period — retirement benefits (in this paragraph 
referred to as “continued retirement benefits”) provided to one 
or more beneficiaries of a member who dies after retirement be- 
nefits under the provision commence to be paid to the member 
where 


(i) the continued retirement benefits are payable for a period 
beginning after the death of the member and ending no later 
than 15 years after the day on which retirement benefits com- 
mence to be paid under the provision to the member, and 


(ii) the total amount of continued retirement benefits payable 
under the provision for each month does not exceed the 
amount of retirement benefits (other than benefits permissi- 
ble under paragraph (e.1)) that would have been payable 
under the provision for the month to the member if the mem- 
ber were alive; 


(d) post-retirement survivor benefits — retirement bene- 
fits (in this paragraph referred to as “survivor retirement bene- 
fits”) provided to a beneficiary of a member, who dies after re- 
tirement benefits under the provision commence to be paid to 
the member where 


(i) the beneficiary is a spouse or common-law partner or for- 
mer spouse or common-law partner of the member at the 
time the member’s retirement benefits commence. to be paid, 


(ii) the survivor retirement benefits are payable for a period 
beginning after the death of the member and ending with the 
death of the beneficiary, and 


(iii) the total amount of survivor retirement benefits and 
other retirement benefits (other than benefits permissible 
under paragraph (e.1)) payable under the provision for each 
month to beneficiaries of the member does not exceed the 
amount of retirement benefits (other than benefits permissi- 
ble under paragraph (e.1)) that would have been payable 
under the provision for the month to the member if the mem- 
ber were alive; 


(ec) pre-retirement survivor benefits — retirement benefits 
provided to a beneficiary of a member who dies before retire- 
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ment benefits under the provision commence to be paid to the 
member, and benefits provided to other individuals: after’ the 
death of the beneficiary, where 


(i) the beneficiary is a spouse or common-law partner or for- 
mer spouse or common-law partner of the member at the 
time of the member’s death, 


(il) the benefits, would be permissible under paragraphs (a) to 
(c) if the beneficiary were a member of the plan, and 


(iii) the retirement benefits are payable to the beneficiary be- 
ginning no later than on the later of one year after the day of 
death of the member andthe end of the calendar year in 
which, the beneficiary attains 71 years of age; 


(e.1) variable benefits — retirement benefits (in this para- 
graph referred to as “variable benefits”), other than benefits per- 
missible under any of paragraphs (a) to (e), provided to a mem- 
ber and, after the death of the member, to. one or more 
beneficiaries of the member if 


(i) the variable benefits are paid from the member’s account, 


(11) the variable benefits provided to the member or a benefi- 
ciary (other than a beneficiary who is the specified benefici- 
ary of the member in relation to the provision) are payable 
for a period ending no later than the end of the calendar year 
following the calendar year in which the member dies, 


(iil) the variable benefits provided to:a beneficiary who is the 
specified beneficiary of the member in relation to the provi- 
sion are payable for a period ending no later than the end of 
the calendar year in which the specified beneficiary dies, and 


(iv) the amount of variable benefits payable to the ‘member 
and beneficiaries of the member for each calendar year is not 
less than the minimum amount for the member’s account 
under the provision for the calendar year; 


(f) payment from account — the payment with respect to a 
member of a single amount from the member’s account under 
the provision; 
(g) payment from account after death — the payment, 
with respect to one or more beneficiaries of a member, of one or 
“more single amounts from the member’s account under the 
provision; 
(h) commutation of benefits — the payment with respect to 
a member of a single amount in full or partial satisfaction of the 
member’s entitlement to other benefits under the provision, 
where the single amount does not exceed the present value (at 
the time the single amount is paid) of the other benefits that, as a 
consequence of the payment, cease to be provided; and 


(i) the payment, with respect to an individual after the death of a 
‘member, of a single amount in full or partial satisfaction of the 
individual’s entitlement to other benefits under the provision, 
where the individual is a beneficiary of the member and the sin- 
gle amount does not exceed the present value (at the time the 
single amount is paid) of the other benefits that, as a conse- 
quence of the payment, cease to be provided. 
Related Provisions: Reg. 8506(5) — Minimum amount for (e.1); Reg. 8506(8) — 
Specified beneficiary for (e.1). 
History: Subpara. 8506(1)(e)(iii) amended by 2007, c. 29, subsec. 36(1), applicable 
after 2006. 
Subpara. 8506(1)(a)(ii) amended by’ P.C. 2005-1508, subsec. 28(1), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005; applicable after: 2003, except that, in 
respect. of retirement benefits provided under a money purchase; provision under an 
arrangement that was accepted for the purpose of para. 8506(2)(g) before February 27, 
2004, the subpara. is to be read as follows: 
(ii) the benefits are adjusted, after they commence to be paid, where those adjust- 
ments are acceptable to the Minister and are similar in nature to the adjustments 
described in any of subparagraphs 146(3)(b)(iii)' to (v) of ithe Act; 
Subparas. 8506(1)(c)(ii), (d)(iii) and para. (g) amended, para. (e.1), added, by the said 
P.C. 2005-1508, subsecs.. 28(2)—-(5), applicable after 2003. 
The word “spouse” replaced with “spouse or common-law, partner” in subpara. 
8506(1)(a)(i), the words “surviving spouse benefits” replaced with “survivor benefits” 


in the headings before para. (1)(d) and (1)(e), the words “spouse or former spouse” 
replaced with “spouse or common-law partner or former spouse or common-law part- 


Reg. 
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ner” in subpara. (1)(d)(i) and (e)(i), by P.C. 2001-957, paras. 14(e), 17(a), (b), and 
15(d), May 31, 2001, Canada Gazette, Part II, June 20, 2001, applicable to 2001 et 
seq., except that if a taxpayer and a person have jointly elected pursuant to.s. 144 of the 
Modernization of Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 
1998, 1999 or 2000 taxation year, the amendment applies to the taxpayer and the per- 
son in respect of the applicable taxation year et seq. 


Subpara. 8506(1)(e)Gii) amended by P.C. 1998-2256, s. 23, December 16, 1998, Can- 
ada Gazette, Part II, January 6, 1999, applicable on the same basis as the amendment to 
Reg. 8502(e)(i)(A). 

Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 17 (varia- 
ble benefits). 


Registered Pension Plans Technical Manual: §14:1 (money purchase provi- 
sions —- permissible benefits). 


(2)' Additional conditions — For de 4 purposes of section 8501, 
the following conditions are applicable with respect to each money 
purchase provision of a pension’ plan: 


_ (a) employer contributions acceptable to minister — the 
amount of contributions that are to be made under the provision 
by each employer who participates in the plan is determined in a 
manner acceptable to the Minister; — 


(b) employer contributions with respect to particular 
members — each contribution that is made under the provi- 
sion by an employer consists only of amounts each of which is 
an amount that is paid by the employer with respect to a particu- 
lar member; 


(b.1) allocation. of employer contributions — each contri- 
bution that is made,under the provision by an employer is,allo- 
cated to the member with respect to whom it is made; 


(c) employer contributions not permitted — contributions 
are not made under the provision by an employer, and property 
is not transferred to the provision in respect of ‘the actuarial sur- 
plus under a defined benefit provision of the plan or another reg- 
istered pension plan, 


(i) at.a time when there is a surplus under the provision, or 


(ii) at'a time after 1991 when an amount that became a for- 
feited amount under the provision before 1990, or any earn- 
ings of the plan that are reasonably attributable to that 
amount, is being held in respect of the provision and has not 
been reallocated to members of the plan; 


(c.1).. contributions. not, permitted — no. contribution. is 
made under the provision with respect. to a member, and no 
amount is transferred for the benefit of a member to the provi- 
sion from another benefit provision of the plan, at any time after 
thecalendar year in which the member attains 71 years of age, 
other than ‘an amount that is transferred for the benefit of the 
member to the provision 


(1) in accordance with subsection 146.3(14.1), or 147.3(1) or 
(4) of the Act, or 


(ii) from another benefit provision of the plan, where the 
amount so transferred would, if the benefit provisions were 
in separate registered pension plans, be in accordance with 
subsection 147.3(1) or (4) of the Act; 


(d).return of contributions — where the plan is not estab- 
lished by an enactment of Canada or a province, it includes a 
Stipulation that permits, for the purpose of avoiding revocation 
of the registration of the plan, a contribution made under the 
provision by a member or by an employer to be returned to the 
person who made the contribution, which stipulation may pro- 
vide that a return of contributions is subject to the approval of 
the authority administering the Pension Benefits Standards Act, 
1985 or a similar law of a province; 


(e) allocation of earnings — the earnings of the plan, to the 
extent that they relate to the provision and are not reasonably 
attributable to forfeited amounts or'a surplus under the provi- 
sion, are allocated to plan members on a reasonable basis and no 
less frequently than’ annually; 
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(f) payment or reallocation of forfeited amounts — each 
forfeited amount under the provision (other than an amount for- 
feited before 1990) and all earnings of the plan that are reasona- 
bly attributable to the forfeited amount are 


(i) paid to participating employers, 
(ii) reallocated to members of the plan, or 


(iii) paid as or on account of administrative, investment or 
similar expenses incurred in connection with the plan 


on or before December 31 of the year immediately following the 
calendar year in which the amount is forfeited, or such later time 
as is permitted by the Minister under subsection (3); 


(g) retirement benefits — retirement benefits (other than be- 
nefits permissible under paragraph (1)(e.1)) under the provision 
are provided by means of annuities that are purchased from a 
licensed annuities provider; 


(h) undue deferral of payment — death of member — 
each single amount that is payable after the death of a member 
(other than a single amount that is payable after the death of the 
specified beneficiary of the member in relation to the provision) 
is paid as soon as is practicable after the member’s death; and 


(i) undue deferral of payment — death of specified ben- 
eficiary — each single amount that is payable after the death of 
the specified beneficiary of a member in relation to the provision 
is paid as soon as is practicable after the specified beneficiary’s 
death. 


Related Provisions: Reg. 8500(7) — Amount allocated under money purchase pro- 
vision deemed to be contribution; Reg. 8501(2)(c) — Revocation of plan for failure to 
comply with conditions; Reg. 8506(8) — Specified beneficiary; Reg. 8509(10.1) — 
Conditions inapplicable to pre-1992 plans. 
History: The opening words of para. 8506(2)(c.1) amended by 2007, c. 29, subsec. 
36(2), applicable after 2006. 
Paras. 8506(2)(c.1) and (i) added, para. 8506(2)(h) amended to add the parenthesized 
“(other than ...)”, by P.C. 2005-1508, subsecs. 28(6), (7), August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable after 2003. 
Para. 8506(2)(g) amended by the said P.C. 2005-1508, subsec. 28(7), applicable after 
2003, except that, in respect of retirement benefits provided under a money purchase 
provision under an arrangement that was accepted for the purpose of para. 8506(2)(g) 
before February 27, 2004, the para. is to be read as follows: 
(g) retirement benefits (other than benefits permissible under paragraph (1)(e.1)) 
under the provision are provided by means of annuities that are purchased from a 
licensed annuities provider or under an arrangement acceptable to the Minister; 
Para. 8506(2)(b.1) added by P.C. 1995-17, subsec. 13(1), January 11, 1995, Canada 
Gazette, Part II, January 25, 1995, applicable with respect to contributions made under 
a money purchase provision of a pension plan after April 5, 1994. 
Para. 8506(2)(c) amended by P.C. 1995-17, subsec. 13(2), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable after 1988, except that para. (c) does not 
apply with respect to property transferred on or before April 5, 1994 to a money 
purchase provision of a pension plan in respect of an actuarial surplus under a defined 
benefit provision of a registered pension plan. 
Para. 8506(2)(d) amended by P.C. 1995-17, subsec. 13(3), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable after 1988. 
Para. 8506(2)(f) amended by P.C. 1995-17, subsec. 13(4), January 11, 1995, Canada 
Gazette, Part II, January 25, 1995, applicable after April 5, 1994 with respect to 
(a) forfeited amounts under a money purchase provision of a pension plan that 
arise after April 5, 1994; 
(b) earnings of a pension plan after April 5, 1994; and 
(c) forfeited amounts under a money purchase provision of a pension plan that 
arose on or before April 5, 1994, to the extent that, on April 5, 1994, those amounts 


were being held in respect of the provision and have not been reallocated to mem- 
bers of the plan. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 

Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 17 (varia- 
ble benefits). 


Registered Pension Plans Technical Manual: §14.2 (additional conditions). 


(2.1) Alternative method for allocating employer contribu- 
tions — The Minister may, on the written application of the ad- 
ministrator of a pension plan, waive the application of the condition 
in paragraph (2)(b.1) in respect of a money purchase provision of 
the plan where contributions made under the provision by an em- 
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ployer are allocated to members of the plan in a manner acceptable 
to the Minister. 


History: Subsec. 8506(2.1) added by P.C. 1995-17, subsec. 13(5), January 11, 1995, 
Canada Gazette, Part Ul, January 25, 1995, applicable after April 5, 1994. 


Registered Pension Plans Technical Manual: §14.3 (alternative method for 
allocating employer conditions). 


(3) Reallocation of forfeitures — The Minister may, on the 
written application of the administrator of a registered pension plan, 
extend the time for satisfying the requirements of paragraph (2)(f) 
where 


(a) the aggregate of the forfeited amounts that arise in a calendar 
year is greater than normal because of unusual circumstances; 
and 


(b) the forfeited amounts are to be reallocated on a reasonable 
basis to a majority of plan members or paid as or on account of 
administrative, investment or similar expenses incurred in con- 
nection with the plan. 

History: Para. 8506(3)(b) amended by P.C. 1995-17, subsec. 13(6), January 11, 1995, 


Canada Gazette, Part Il, January 25, 1995, applicable after April 5, 1994 with respect 
to 


(a) forfeited amounts under a money purchase provision of a pension plan that 
arise after April 5, 1994; 


(b) earnings of a pension plan after April 5, 1994; and 


(c) forfeited amounts under a money purchase provision of a pension plan that 
arose on or before April 5, 1994, to the extent that, on April 5, 1994, those amounts 
were being held in respect of the provision and have not been reallocated to mem- 
bers of the plan. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §14.4 (reallocation of forfeitures). 


(4) Non-payment of minimum amount — plan revocable — 
A registered pension plan that contains a money purchase provision 
becomes, for the purposes of paragraph 147.1(11)(c) of the Act, a 
revocable plan at the beginning of a calendar year if the total 
amount of retirement benefits (other than retirement. benefits per- 
missible under any of paragraphs (1)(a) to (e)) paid from the plan in 
the calendar year in respect of a member’s account under the provi- 
sion is less than the minimum amount for the account for the calen- 
dar year. 


Related Provisions: Reg. 8506(5) — Minimum amount. 


History: Subsec. 8506(4) added by P.C. 2005-1508, subsec. 28(8), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, applicable after 2003. 


Registered Pension Plans Technical Manual: §14.5 (non-payment of minimum 
amount — plan revocable). 


(5) Minimum amount — For the purposes of paragraph (1)(e.1) 
and subsection (4), but subject to subsection (7), the minimum 
amount for a member’s account under a money purchase provision 
of a registered pension plan for a calendar year is the amount deter- 
mined by the formula 


AXB 
where 
A is the balance in the account at the beginning of the year; and 
B is 
(a) if there is a specified beneficiary of the member for the 
year in relation to the provision, the factor designated under 
subsection 7308(4) for the year in respect of the specified 
beneficiary, 
(b) if paragraph (a) does not apply for the year, the factor 


designated under subsection 7308(4) for the year in respect 
of an individual where 


(i) the individual was, at the time the designation referred 
to in subparagraph (ii) was made, the member’s spouse or 
common-law partner, 


(ii) the member had, before the beginning of the year, 
provided the administrator of the plan with a written des- 
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ignation of the individual for thepurpose of this para- 
graph in relation to the provision, and 


(iii) the member had not, before the beginning of the year, 
revoked the designation, and 


(c) in any other case, the factor designated under subsection 
7308(4) for the year in respect of the member. 
Related Provisions: ITA 60:021(4)(c) — Determination applies to 2008 RRIF mini- 
mum amount reduction; ITA 146.3(1)“minimum amount” — Parallel minimum for 
RRIF; Reg. 8506(6) — Determination of account balance; Reg. 8506(7) — Minimum 
amount nil before age 69; Reg. 8506(8) — Specified beneficiary. 


History: Subsec. 8506(5) added by P.C. 2005-1508, subsec.,28(8), August!31, 2005, 
Canada Gazette, Part Il, September 21, 2005, applicable after 2003. 
Registered Pension Plans Technical Manual: §14.6 (minimum amount). 


(6) Determination of account balance — For the purpose of 
the description of A in subsection (5), the balance. in a member’s 
account at the beginning of a calendar year (in this subsection re- 
ferred to as the “current year”) is to be determined in accordance 
with the following rules: “ jet 


(a) the determination is to be made in a manner that reasonably 
reflects the fair market value of the property held in connection 
with the account at the beginning of the current year, including 
an estimate of the portion of any unallocated earnings of the 
plan that arose.in the preceding calendar year and that can rea- 
sonably be expected to be allocated to the account:in the: current 
year; and 


(b) if retirement benefits (other than benefits permissible under 
paragraph (1)(e.1)) provided. under the provision with respect to 
the member had commenced to be paid before the current year 
and continue to be payable in the current year, the determination 
is to be made without regard to the value of any property held in 
connection with those benefits. 


History: Subsec. 8506(6) added by P.C. 2005-1508, subsec. 28(8), August 31, 2005, 
Canada Gazette, Part Il, September 21, 2005, applicable after 2003. 


(7) Special rules for minimum amount — The minimum 
amount for a member’s account under a money purchase provision 
of a registered pension plan for a calendar year is 


(a) nil, 1f an individual who is either the member or the specified 
beneficiary of the member for ‘the year in’ relation to the 
provision 

(1) is alive at the beginning of the year, and 


(ii) had not attained 71 years of age, at the end-of the preced- 
ing calendar year; and 
(b) if paragraph (a). does not apply and the year is 2008, 75 per 
cent of the amount that would, in the absence of. this subsection, 
be the minimum amount for the account for the year. 
Related Provisions: ITA. 146.3(1.1) — Parallel rule for,2008. for RRIF; Reg. 
8506(9), (10) — Recontribution of overwithdrawn amount for 2008. 
History: Subsec. 8506(7) amended by 2009, c.,2, subsec. 117(1),.in force March 12, 
2009. 
Para. 8506(7)(b) amended to substitute “71” for “69” by 2007, c. 29, subsec. 36(3), 
applicable after 2006. 
Subsec. 8506(7) added by P.C. 2005-1508, subsec. 28(8), August 31, 2005, Canada 
Gazette, Part II, September 21, 2005, applicable after 2003. 


Registered Pension Plans Technical Manual: §14.7 (when: the minimum 
amount is nil). 


(8) Specified beneficiary — In this section, an individual is the 
specified beneficiary of a member for a calendar year in relation to 
a money. purchase provision of a registered pension plan if 
(a)\the member died before the beginning of the year; 
(b) the individual is a beneficiary of the member and was, imme- 
diately before the member’s death, the member’s spouse or com- 
mon-law partner; and 
(c) the: member. or the member’s legal representative had, before 
the beginning of the year, provided the administrator of the plan 
with a written designation of the individual (and of no other in- 
dividual) as the specified beneficiary of the member for the cal- 
endar year in relation to the provision. 


Definitions [Reg. 8506]: “administrator? — ITA 147.1(1); “amount”, 


_ dual’, “legal representative” —ITA. 248(1); 


Reg. 
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History: Subsec. 8506(8) added by P.C. 2005-1508, subsec. 28(8), August 31; 2005, 
Canada Gazette, Part II, September 21, 2005; applicable after 2003. 


Registered Pension Plans Technical Manual: §14.8 (specified beneficiary). 


(9) Recontribution — adjusted minimum amount for 
2008 — If a contribution made by a member of a registered pen- 


| sion plan and credited to the member’s account under a money 


purchase provision of the plan complies with the conditions in sub- 
section (10), the contribution ’ 


(a) is deemed to have been made in accordance with the plan as 
registered; 


(b) is to be Fe itiod for the purposes of paragraph (2)(c.1); 
and 


(c) is deemed to be an excluded contribution for the purposes of 
paragraph 8301(4)(a). 
Related Provisions: ITA 60.021 — Parallel rule for RRIF;.Reg: 8506(9), (10) — 
Recontribution of overwithdrawn amount for 2008.. 


History: Subsec. 8506(9) added by 2009, c. 2, subsec. 117(2),.in force March 12, 
2009. 


Contributions described in subsecs. 8506(9) and (10) that are made during the period 
that begins after 2008 and ends April 10, 2009 (or such longer period as is acceptable 
to the Minister of National'Revenue) are deemed for the purpose of subsec. 8506(10) to 
have been made on December 31, 2008, and’not when they were’actually made, except 
that the amounts so.deemed. shall not.exceed the amount that would be determined in 
respect of the account under para. 8506(10)(c) if the value of Cc in the formula in that 
paragraph were nil. 


(10) Conditions referred to in subsec. (9) — The conditions 
referred to in subsection (9) are as follows: 


(a) the contribution is made in: 2008; 


(b) the contribution is designated for'the purposes of this subsec- 
tion in a manner acceptable to the Minister; and 


(c) the amount of the contribution does not exceed the amount 
determined by the formula 


Nae 
where 
A iis the lesser of 


(i) the total of all amounts each of which is the amount of 
a retirement benefit (other than a retirement benefit per- 
missible under any of paragraphs (1)(a) to (e)) paid from 
the plan in 2008 in respect of the account and included, 
because of paragraph 56(1)(a) of the Act, in computing 
the taxpayer’s income for the taxation year, and 


(ii) the amount that would, in the absence of paragraph 
(7)(b), be the minimum amount for the account for 2008, 


B is the minimum amount for the account for 2008, and 


C is the total of all other contributions made by the member 
under the money purchase provision at or before the time of 
the contribution and designated for the purposes of this 
subsection. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: Subsec: 8506(10) added by 2009, c. 2, subsec. 117(2), in force March 12, 
2009. 


Contributions described in subsecs. 8506(9) and (10) that are made during the period 
that begins after 2008 and ends April 10, 2009 (or such longer period as is ‘acceptable 
to the Minister of National Revenue) are deemed for the purpose of subsec. 8506(10) to 
have been made on December 31, 2008, and not when they were actually made, except 
that the amounts so deemed shall not exceed the amount that would be determined in 
respect of the account under para. 8506(10)(c) if the value of C in the formula in that 
paragraph were nil. 


“annuity” — 
ITA 248(1); “beneficiary”, “benefit provision” — Reg. 8500(1); “benefits” — Reg. 
8501(5)(c); “bridging benefits” — Reg. 8500(1); “business”! — ITA 248(1); “calendar 
year” — Interpretation Act 37(1)(a); “Canada” —ITA 255, Interpretation Act 35(1); 
“common-law partner’ —ITA 248(1); “continued retirement benefits” — Reg. 
8506(1)(c); “contribution” — Reg. 8501(6); “defined benefit provision” — ITA 
147,1(1); “employer” — ITA 248(1); “forfeited amount’”—Reg. 8500(1); “indivi- 
“licensed. annuities provider’ —ITA 
147(1), 248(1); “lifetime retirement benefits’ — Reg. 8500(1); “member”? —ITA 
147.1(1); “minimum amount” — Reg. 8506(5), (7); “Minister” — ITA 248(1); “money 


| purchase provision” — ITA 147.1(1); “month” — Interpretation Act 35(1); “participat- 
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ing employer” — ITA 147.1(1); “person”, “property” — ITA 248(1); “province” — In- 
terpretation Act 35(1); “registered pension plan” —ITA 248(1); “retirement bene- 
fits” —Reg. 8500(1); “retirement. savings. plan” —ITA_ 146(1), 248(1);,. “single 
amount” —ITA 147.1(1); “specified beneficiary” — Reg. 8506(8); “spouse” — Reg. 
8500(5); “surplus” — Reg. 8500(1); “survivor retirement benefits” — Reg. 8506(1)(d); 
“taxation year” —ITA 249; “taxpayer” — ITA 248(1); “written” — Interpretation Act 
35(1)“writing”’. 


8507. Periods of reduced pay — (1) Prescribed compensa- 
tion — For the purposes of paragraph (b) of the definition “com- 
pensation” in subsection 147.1(1) of the Act, there is prescribed for 
inclusion in the compensation of an individual from an employer 
for a calendar year after 1990 
(a) where the individual has a qualifying fect in the year with 
respect to the employer, the amount that is determined under 
subsection (2) in respect of the period; and 


(b) where the individual has a period of disability in the year, the 


amount that would be determined under paragraph (2)(a) in re- 
spect of the period if the period were a qualifying period of the 
individual with respect to the employer. 

Related Provisions: Reg. 8508 — Salary deferral leave plan. 


Interpretation Bulletins: IT-363R2: Deferred profit sharing plans — deductibility of 
employer contributions and taxation of amounts received by a beneficiary (archived). 
Information Circulars: 98-2: Prescribed compensation for RPPs. 


Registered Pension Plans Technical Manual: §1.20 (eligible period of reduced 
pay); §15 (periods of reduced pay and salary deferral leave plan); §15.1 (prescribed 
compensation). 


(2) Additional compensation in respect of qualifying pe- 
riod — For the purposes of paragraph (1)(a) and subsection (5); the 
amount that is determined in respect of a period in a calendar year 
that is a qualifying period of an individual with respect to an em- 
ployer is the lesser of 


(a) the amount, if any, by which 


(i) the amount that it is reasonable to consider would have 
been the remuneration of the individual for the period from 
the employer if the individual had rendered services to the 
employer throughout the period on a regular basis (having 
regard to the services rendered by the individual to the em- 
ployer before the complete period of reduced pay of which 
the period is a part) and the individual’s rate of remuneration 
had been commensurate with the individual’s rate of remu- 
neration before the beginning of the complete period of re- 
duced pay 


exceeds 


(ii) the remuneration of the individual for the period from the 
employer, and :; 


(b) the amount determined: by the. formula 


(5+A+B-C)xD 
where 
A is the lesser of 3 and the amount that would be the cumula- 
tive additional compensation fraction of the individual. with 
respect to the employer, determined to the time that is imme- 
diately before the end of the period, if the individual’s only 
qualifying periods had been periods that are also periods of 
parenting, 
B is 
(i) if no part of the period is a period of parenting, nil, and 
(ii) otherwise, the lesser of 
(A) the amount, if any, by which 3 exceeds the amount 
determined for A, and 
(B) the ratio of 


(I) the amount that would be determined under par- 
agraph (a) if the remuneration referred to in sub- 
paragraphs (a)(i) and (ii) were the remuneration for 
such part of the period as is a period of parenting 


to 
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(II) the amount determined for D, 


C is the cumulative additional compensation fraction of the in- 
dividual with respect to the employer, determined to the time 
that is immediately before the end of the period, and 


D is the amount that it is reasonable to consider would have 
been the individual’s remuneration for the year from the em- 
ployer if the individual had rendered services to the employer 
on a full-time basis throughout the year and the individual’s 
rate of remuneration had been commensurate with the indivi- 
dual’s rate of remuneration before the beginning of the com- 
plete period of reduced pay of which the period is a part. 


Related Provisions: ITA 257 — Negative amounts in formulas; Reg. 8507(7) — 
Complete period of reduced pay. 


Information Circulars: 98-2: Prescribed compensation for RPPs. 


Registered Pension Plans Technical Manual: §1.21 (eligible period of tempo- 
rary absence); §15.2 (additional compensation in respect of qualifying period). 


(3) Qualifying periods and periods of parenting — For the 
purposes of this section, 


(a) a period in a calendar year is a qualifying period of an indivi- 
dual in the year with respect to an employer if 


(i) the period is an eligible period of reduced pay or tempo- 
rary absence of the individual in the year with respect to the 
employer, 
(ii) either 
(A) lifetime retirement benefits are provided to the indivi- 
dual under a defined benefit provision of a registered pen- 


sion plan (other than a plan that is, in the year, a specified 
multi-employer plan) in respect of the period, or 


(B) contributions are made by or,on behalf of the indivi- 
dual under a money purchase provision of a registered 
pension plan (other than a plan that is, in the year, a speci- 
fied multi-employer plan) in respect of the period, 


pursuant to terms of the plan that apply in respect of periods 
that are not regular periods of employment, 


(iii) the lifetime retirement benefits or the contributions, as 
the case may be, exceed the benefits. that would otherwise be 
provided or the contributions that would otherwise be made 
if the benefits or contributions were based on the services ac- 
tually rendered by the individual and the remuneration actu- 
ally received by the individual, 


(iv) the individual’s pension adjustment for the year with re- 
spect to the employer includes an amount in respect of the 
lifetime retirement benefits or the contributions, as the case 
may be, 


(v) no benefits are provided in respect of the eigurtsy to the 
individual under a defined benefit provision of any registered 
pension plan in which the employer does not participate, 


(vi) no contributions are made by or on behalf of the indivi- 
dual in respect of the period under a money purchase provi- 
sion of a registered pension plan or a deferred profit sharing 
plan in which the employer does not participate, 


(vii) no part of the period is after the earlier of 


(A) the time at which bridging benefits commence to be 
paid to the individual in circumstances to which subsec- 
tion 8503(17) applied, and 


(B) the earliest day in respect of which benefits have been 
provided to the individual in circumstances to’ which sub- 
section 8503(19) applied; and 


(b) a period of parenting of an individual is all or a part of a 
period that begins 


(i) at the time of the birth of a child of whom the individual is 
a natural parent, or 


(ii) at the time the individual adopts a child, 
and ends 12 months after that time. 
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Related Provisions: Reg. 8500(7)— Amounts allocated under money purchase 
provision deemed to be contribution. 


History: Subpara. 8507(3)(a)(vii) added by 2007; c. 35, s. 85, applicable to the 2008 et 
seq. calendar years. 


The portion of para. 8507(3)(a)_ after subpara. (vi) repealed by. P.C. 1995-17, s. 14, 
January 11, 1995, Canada Gazette, Part Il, January 25, 1995, applicable after 1988. 


Information Circulars: 98-2: Prescribed compensation for RPPs. 


Registered Pension Plans Technical Manual: §15.3 (qualifying periods and 
periods of parenting). 


(4) Cumulative additional compensation fraction — For the 
purposes of this section, the cumulative additional compensation 
fraction of an individual with respect to.an employer, determined to 
any time, is the aggregate of all amounts each of which is the addi- 
tional compensation, fraction. that is associated. with a period that 
ends at or before that time and that is a qualifying period of the 
individual in a calendar year after 1990 with respect to 


(a) the employer; 


(b) any other employer who does not deal at arm’s length with 
the employer; or : 


(c) any other employer who participates in a registered pension 
plan in which the employer participates for the benefit of the 
individual. 

Related Provisions: Reg. 8507(5) — Additional compensation fraction. 


Registered Pension Plans Technical Manual: §15.4 (cumulative additional com- 
pensation fraction): 


(5) Additional compensation fraction — For the purposes of 
subsection (4), the additional compensation fraction associated with 
a qualifying period of an individual in a calendar year with respect 
to a particular employer is the amount determined by the formula 


12h 


D 
where 


D: is the amount determined for D under paragraph (2)(b) in respect 
of the qualifying period, and 
E is 
(a) if 
(i) all or a part of the qualifying period is a period 
throughout which the individual renders services to an- 


other employer pursuant to an arrangement in respect of 
which subsection 8308(7) is applicable, 


(ii), the particular employer is a lending employer for. the 
purposes of subsection 8308(7) as it applies in respect of 
the arrangement, and 


(iii) the particular employer and the other employer deal 
with each other at arm’s length, 


the amount that would be determined under subsection (2) in 
respect of the qualifying period if, in the determination of the 
amount under paragraph (2)(a), no remuneration were in- 
cluded in respect of the portion of the qualifying period re- 
ferred to in subparagraph (a)(i), and 

(b) otherwise, the amount that,is determined under subsec- 
tion (2) in respect of the qualifying period. 

Information Circulars: 98-2: Prescribed compensation for RPPs, para. 21. 


Registered Pension Plans Technical Manual: §15.5 (additional compensation 
fraction). 


(6) Exclusion of subperiods — A reference in this section to a 
qualifying period of an individual in a calendar year with respect to 
an employer or to a period of disability of an individual in a calen- 
dar year does not include a period that is part of a longer such 
period. 

Registered Pension Plans Technical Manual: §15.6 (exclusion of subperiods). 


(7) Complete period of reduced pay — In subsection (2), 
“complete period of reduced pay” of an individual with respect to 


Reg. 
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an employer means a period that consists of one’ or more periods 
each of which is 


(a).a period of disability of the: individual, or 


(b) an eligible period of reduced pay or temporary absence of 
the individual with respect to the employer, 


and that is not part of a longer such period. 

Registered Pension Plans Technical Manual: §15.7 (complete period of reduced 
pay). 

Definitions [Reg. 8507]: “additional compensation fraction” — Reg. 8507(5); 
“amount” —ITA 248(1); “arm’s length” —ITA 251(1); “associated” —ITA 256; 
“benefits” — Reg. 8501(5)(c); “calendar year” — Interpretation Act 37(1)(a); 
“child” — ITA 252(1); “compensation” — ITA 147.1(1); ‘complete period of reduced 
pay” — Reg. 8507(7); “contribution” — Reg. 8501(6), (7); “cumulative additional 
compensation fraction” — Reg. 8507(4); “deferred profit sharing plan” — ITA 147(1), 
248(1); “defined benefit provision” —ITA 147.1(1); “eligible period of reduced 
pay” — Reg. 8500(1); “employer”, “employment”, “individual” — ITA 248(1); “life- 
time retirement benefits’ — Reg. 8500(1); “money purchase provision” — ITA 
147.1(1);.“‘month” — Interpretation Act 35(1); “pension adjustment” —ITA 248(1); 
“period of disability” — Reg. 8500(1); “prescribed” —ITA 248(1); “qualifying pe- 
riod” — Reg. 8507(3)(a), 8507(6); “registered pension plan” — ITA 248(1); “specified 
multi-employer) plan” —ITA: 147.1(1), Reg: 8510(2),. (3); “temporary. absence” — 
Reg. 8500(1)“eligible period of temporary absence”. 

Interpretation Bulletins [Reg. 8507]: IT-363R2: Deferred profit sharing plans — 
deductibility of employer contributions and taxation of amounts received by. a benefici- 
ary (archived). 


Registered Plans Directorate Newsletters [Reg. 8507]: 91-4R (registration 
rules for money purchase provisions). 


8508. Salary deferral leave plan — Where an employee and an 
employer enter’ into an arrangement in writing sete in para- 
graph 6801(a) or (b), 
(a) the period throughout which the employee defers salary or 
wages pursuant to the arrangement shall be deemed to be an eli- 
gible period of reduced pays of the SAtRtasert with respect to the 
employer; and 


(b) for the purposes of section 8507, the amount that it is reason- 
able to consider would have been the remuneration of the em- 
ployee for any period from the employer shall be determined on 
the basis that the employee’s rate of remuneration was the 
amount that it is reasonable to consider would, but for the ar- 
rangement, have been the employee’s rate of remuneration. 
Definitions [Reg. 8508]: “amount” —ITA 248(1); “eligible period of reduced 
pay” — Reg. 8500(1); “employee”, “employer”, “salary or wages” —ITA 248(1); 
“writing” — Interpretation Act 35(1). 
information Circulars: 98-2: Prescribed compensation for RPPs, para. 22. 


Registered Pension Plans Technical Manual: §15 (periods of reduced pay and 
salary deferral leave plan); §15.8 (salary deferral leave plan). 


8509. Transition rules—(1) Prescribed conditions 
applicable before 1992 to grandfathered plan — The pre- 
scribed conditions for the registration of a grandfathered plan are, 
before 1992, 


(a) the condition set out in paragraph 8502(a), 


(b) the condition set out'in paragraph 8502(c), but only in re- 
spect of benefits provided under a money purchase provision of 
the plan, and 


(c) if the plan contains a money purchase provision, the condi- 
tion set out in paragraph 8506(2)(a), 


and the following conditions: 


(d) the benefits provided under each defined benefit provision of 
the plan are acceptable to the Minister and, for the purposes of 
this condition, any benefits in respect of periods before 1991 
that become provided after 1988 with respect to a member who 
is connected with an employer who participates in the plan, or 
was so connected at any time before the benefits become pro- 
vided, shall; unless the Minister is notified in writing that the 
benefits are provided with respect to the member, be deemed to 
be, unacceptable to the Minister, and 


(e) the plan contains such terms as may be required by the 
Minister. 
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Registered Pension Plans Technical Manual: §16.1 (prescribed conditions ap- 
plicable before 1992 to grandfathered plans). 


(2) Conditions applicable after 1991 to benefits under 
grandfathered plan — For the purpose of the condition in para- 
graph 8502(c) as it applies after 1991 in respect of a grandfathered 
plan, 
(a) the condition in subparagraph 8503(2)(b)(ii) is replaced by 
the condition that the amount of bridging benefits payable to a 
member for a particular month does not exceed the amount that 
is determined in respect of the month by the formula 


(axcxE}+[exa-p | 


where 


A is the amount determined for A under subparagraph 
8503(2)(b)(ii) with respect to the member for the month, 


C is the amount determined for C under subparagraph 
8503(2)(b)(ii) with respect to the member for the month, 


E. is the aggregate of all amounts each of which is the duration 
(measured in years, including any fraction of a year) of a pe- 
riod ending before 1992 that is pensionable service of the 
member under the provision, 


F is the aggregate of all amounts each of which is the duration 
(measured in years, including any fraction of a year) of a pe- 
riod that is pensionable service of the member under the pro- 
vision, and 

G is the amount determined with respect to the member for the 
month by the formula in subparagraph 8503(2)(b)(ii); 

(b) the conditions in paragraphs 8503(3)(c), (h) and (i) and 

8504(1)(a) and (b) apply only in respect of lifetime retirement 

benefits provided in respect of periods after 1991; and 


(c) for the purposes of the conditions in paragraphs 8504(1)(a) 
and (b), 


(i) the aggregate that is determined under subparagraph 
8504(1)(a)(i) does not include an amount in respect of 1991, 
and 


(ii) the amount that is determined for G under subparagraph 
8504(1)(a)(ii) is based only on periods of pensionable service 
after 1991. 

Related Provisions: ITA 257 — Negative amounts in formulas. 


Registered Pension Plans Technical Manual: §16.2 (post-91 conditions for 
grandfathered plan). 


(3) Additional prescribed condition for grandfathered plan 
after 1991 — The prescribed conditions for the registration of a 
grandfathered plan include, after 1991, the condition that all bene- 
fits provided under each defined benefit provision of the plan in 
respect of periods before 1992 are acceptable to the Minister. 


Registered Pension Plans Technical Manual: § 16.3 (additional prescribed con- 
ditions for grandfathered plan after 1991). 


(4) Defined benefits under grandfathered plan exempt 
from conditions — The Minister may, after 1991, exempt from 
the condition in paragraph 8502(c) the following benefits provided 
under a defined benefit provision of a grandfathered plan: 


(a) benefits that are payable after the death of a member, to the 
extent that the benefits can reasonably be considered to relate to 
lifetime retirement benefits provided to the member in respect of 
periods before 1992; and 


(b) bridging benefits. in excess of bridging benefits that are per- 
missible under paragraph 8503(2)(b), to the extent that the ex- 
cess bridging benefits are vested in a member on December 31, 
1991. 


Registered Pension Plans Technical Manual: §16.4 (defined benefits under 
grandfathered plan exempt from conditions). 


(4.1) Benefits under grandfathered plan — pre-1992 disa- 
bility — Where benefits are provided under a defined benefit pro- 
vision of a grandfathered plan to a member of the plan as a conse- 
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quence of the member having become, before 1992, physically or 
mentally impaired, the following rules apply: 


(a) the conditions in this Part (other than the condition in para- 
graph (b)) do not apply in respect of the benefits; 


(b) the prescribed conditions for the registration of the plan in- 
clude the condition that the benefits are acceptable to the Min- 
ister; and 


(c) subsections 147.1(8) and (9) of the Act do not apply to 
render the plan a revocable plan where those subsections would 
not so apply if the member’s pension credits under the provision 
were determined without regard to the benefits. 
History: Subsec. 8509(4.1) added by P.C. 1995-17, subsec. 15(1), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable after 1988. 
Registered Pension Plans Technical Manual: §16.4 (defined benefits under 
grandfathered plan exempt from conditions); §16.5 (benefits under grandfathered 
plan — pre-1992 disability). 


(5) Conditions not applicable to grandfathered plan — 
Where a pension plan is a grandfathered plan, 


(a) the conditions referred to in paragraph 8501(2)(b) do not ap- 
ply before 1992 in respect of the plan; 


(b) the condition in paragraph 8502(d) does not apply in respect 
of distributions that are made before 1992 under a defined bene- 
fit provision of the plan; and 

(c) the conditions in paragraphs 8503(3)(a) and (b) do not apply 
in respect of benefits provided under a defined benefit provision 
of the plan in respect of periods before 1992. 


Registered Pension Plans Technical Manual: §16.6 (conditions not applicable 
to grandfathered plan). , 


(6) PA limits for grandfathered plan for 1991 — Subsections 
147.1(8) and (9) of the Act do not apply in respect of a 
grandfathered plan for a calendar year before 1992 if 


(a) the plan does not contain a money purchase provision in that 
year; or 

(b) no contributions are made in respect of that year under the 
money purchase provisions of the plan. 


Registered Pension Plans Technical Manual: 
grandfathered plan for 1991). 


$16.7 (PA limits for 


(7) Limit on pre-age 65 benefits — Where a pension plan is a 
grandfathered plan or would be a grandfathered plan if the refer- 
ences to “March 27, 1988” in the definitions “existing plan” and 
“grandfathered plan” in subsection 8500(1) were read as references 
to “June 7, 1990” and the references to “March 28, 1988” in the 
definition “existing plan” in that subsection were read as references 
to “June 8, 1990’, 

(a) the conditions in paragraphs 8504(5)(a) and (b) apply only in 

respect of retirement benefits provided in respect of periods after 

1991; and 


(b) the amounts that are determined for B and D under para- 
graph 8504(5)(a) are based only on periods of pensionable ser- 
vice after 1991. 


Registered Pension Plans Technical Manual: §16.8 (limit on pre-age 65 
benefits). 


(8) Benefit accrual rate greater than 2 per cent — Where a 
pension plan is a grandfathered plan or would be a grandfathered 
plan if the references to “March 27, 1988” in the definitions “ex- 
isting plan” and “grandfathered plan” in subsection 8500(1) were 
read as references to “July 31, 1991” and the references to “March 
28, 1988” in the definition “existing plan” in that subsection were 
read as references to “August 1, 1991”, 


(a) the condition in paragraph 8503(3)(g) applies only in respect 
of lifetime retirement benefits provided under a defined benefit 
provision of the plan in respect of periods after 1994; and 

(b) subparagraph 8503(3)(h)(iv) is not applicable in respect of 
lifetime retirement benefits provided under a defined benefit 
provision of the plan to a member unless the formula for deter- 
mining the amount of the member’s lifetime retirement benefits 
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complies with the condition in paragraph 8503(3)(g) as that con- 
dition would, but for this subsection, apply. 


Registered Pension Plans Technical Manual: §16.9 (benefit accrual rate greater 
then 2%). 


(9) Benefits under plan other than grandfathered plan — 
The following rules apply in respect of the benefits provided under 
a defined benefit provision of a pension plan that is not a 
grandfathered plan: 


(a) the condition in paragraph 8502(c) does not apply in respect 
of benefits provided with respect to an individual 


(i) to whom retirement benefits have commenced to be paid 
under the provision before 1992,.or 


(ii) who has died before 1992; and 


(b) the prescribed conditions for the registration of the plan in- 
clude the condition that all benefits referred to in paragraph (a) 
are acceptable to the Minister. 


Registered Pension Plans Technical Manual: §16.10 (benefits under plan other 
than grandfathered plan). 


(10) Money purchase benefits exempt from conditions — 
The Minister may exempt from the condition in paragraph 8502(c) 
all or a portion of the benefits provided under a money purchase 
provision of a pension plan with respect to a member that may rea- 
sonably be considered to derive from contributions made before 
1992 under a money purchase provision of a registered pension 
plan. 


Registered Plans Directorate. Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §1.27 (money purchase provi- 
sion); §16.11 (money purchase benefits exempt from conditions). 


(10.1) Stipulation not required for pre-1992 plans — The 
conditions in paragraphs 8503(4)(c) and 8506(2)(d) do not apply in 
respect of a pension plan 


(a) that was a registered pension plan on December 31, 1991, 


(b) in respect of which an application for registration was made 
to the Minister before 1992, or 


(c) that was established to provide benefits to one or more indi- 
viduals in lieu of benefits to which the individuals were entitled 
under another pension plan that is a plan described in paragraph 
(a) or (b) or this paragraph, whether or not benefits are also pro- 
vided to other individuals. 


History: Subsec. 8509(10.1) added by P.C. 1995-17, subsec. 15(2), January 11, 1995, 
Canada Gazette, Part Il, January 25, 1995, applicable after 1988. 


Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 


Registered Pension Plans Technical Manual: §16.12 (stipulation not required 
for pre-1992 plans). 


(11) Benefits acceptable to Minister — For greater certainty, 
where benefits under a defined benefit provision of a pension plan 
are, by reason of paragraph 8503(3)(e) or subsection (3), subject to 
the condition that they be acceptable to the Minister, the provisions 
of this section shall not be considered to limit in any way the re- 
quirements that may be imposed by the Minister in respect of the 
benefits. 


Registered Pension Plans Technical Manual: §16.13 (benefits acceptable to 
Minister). 


(12) PA limits — 1996 to 2002 — Neither subsection 147.1(8) 
nor (9) of the Act applies to render a registered pension plan a revo- 
cable plan at the end of any calendar year after 1995 and before 
2003 solely because a pension adjustment, a total of pension adjust- 
ments or a total of pension credits of an individual for the year 
(each of which is, in this subsection, referred to as a “test amount”) 
is excessive where the subsection would not apply to render the 


Reg. 
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plan a revocable plan at the end of the year if each test amount were 
decreased by the lesser of 


(a) the amount, if any, by which the lesser of 
(i) the total of all amounts each of which is 


(A) a pension credit under a defined benefit provision of a 
registered pension plan that is included in determining the 
test amount, or 


(B) a pension credit under a money purchase provision.of 
a registered pension plan or under a deferred profit shar- 
ing plan that is included in determining the test amount 
and that is taken into account,” under paragraph 
8302(2)(c), in determining a. pension credit referred to in 
clause (A), and 


(ii) $15,500 
exceeds the money purchase limit for the year, and 


(b) the total of all amounts each of which is a pension credit 
referred to in clause (a)(i)(A). 
History: Subsec. 8509(12) amended by replacing “2004” with “2003” and the heading 


before it amended by replacing “2003” with “2002”, by P.C. 2005-1508, s. 29, August 
31, 2005, Canada Gazette, Part I, September 21, 2005, applicable after 2002. 


Subsec. 8509(12) added by P.C. 1998-2256, subsec. 24(1), December 16, 1998, Can- 
ada Gazette, Part II, January 6, 1999, applicable after 1995. 


Registered Plans Directorate Newsletters: 96-1 (changes to retirement savings 
limits): 

Registered Pension Plans Technical Manual: §16.14 (PA limits — 1996 to 
2002). | 


(13) Maximum benefits indexed before 2005 — Where 


(a) a pension plan is a grandfathered plan or would be a 
grandfathered plan if the references to “March 27, 1988” in the 
definitions “existing plan” and “grandfathered plan” in subsec- 
tion 8500(1) were read as references to “March 5, 1996” and the 
references to “March 28, 1988” in the definition “existing plan” 
in that subsection were read'as references to “March 6, 1996”, 


(b) under the terms of the plan as they read immediately before 
March 6, 1996, the plan provided for benefits that are benefits to 
which a condition in any of subsections 8504(1), (5) and (6) and 
paragraph 8505(3)(d) applies and, at that time, the benefits com- 
plied with the condition, and 


(c) as a consequence of the change in the defined benefit limit 
effective March 6, 1996, the benefits would, if this Part. were 
read without reference to this subsection, cease to comply with 
the condition, 


the following rules apply: 


(d) for the purpose of determining at any time after March 5, 
1996 and before 1998 whether the benefits comply with the con- 
dition, the defined benefit limit for each year after 1995 is 
deemed to be the amount that it would be if the definition 
“money purchase limit” in subsection 147.1(1) of the Act were 
applied as it read on December 31, 1995, and 


(e) for the purpose of determining at any time after 1997 
whether the benefits comply with the condition, the defined ben- 
efit limit for 1996 and 1997 is deemed to be the amount that it 
would be if it were determined in accordance with paragraph 
(d). 

History: Subsec. 8509(13) added by P.C. 1998-2256, subsec. 24(3), December 16, 


1998, Canada Gazette, Part II, January 6, 1999, applicable after March 5, 1996, except 
that where 


(a) the retirement benefits provided to an individual under a pension plan are pro- 
vided by means of an annuity contract issued before March 6, 1996, and 


(b) under the terms and conditions of the contract as they read immediately before 
March 6, 1996, 


(i) the day on which annuity payments are to begin under the contract is fixed 
and determined and is after 1997, and 


(ii) the amount and timing of each annuity payment are fixed and determined, 


subsec. 8509(13) shall, in its application to those benefits, be read without reference to 
the words “and before 1998” in para. (d) and without reference to para. (e). 
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Definitions [Reg. 8509]: “amount” —ITA 248(1); “benefits” — Reg. 8501(5)(c); 
“bridging benefits” — Reg. 8500(1); “calendar year” — Interpretation Act 37(1)(a); 
“connected” — Reg. 8500(3); “contribution” — Reg. 8501(6); “deferred profit sharing 
plan” — ITA 147(1), 248(1); “defined benefit limit” — Reg. 8500(1); “defined benefit 
provision” — ITA 147.1(1); “employer” — ITA 248(1); “grandfathered plan” — Reg. 
8500(1); “individual” —ITA 248(1); “lifetime retirement benefits” — Reg. 8500(1); 
“member? —-ITA 147.1(1); “Minister’ —ITA’ 248(1); “money purchase limit’, 
“money, purchase provision” —ITA 147.1(1); “month” —Jnterpretation Act 35(1); 
“pension adjustment” —ITA 248(1); “pension credit” — Reg. 8301, 8308.1(2)-(4), 
8308.3(2), (3); “pensionable service” — Reg. 8500(1); “prescribed”, “Tegistered pen- 
sion plan” —ITA 248(1); “retirement benefits” —Reg. 8500(1); “test amount” — 
Reg. 8509(12); “writing” — Interpretation Act 35(1). 


8510. Multi-employer plans and other special plans — 
History: Heading before s. 8510 amended to substitute “other special plans” for “spec- 
ified multi-employer plans” by P.C. 2007-1443, s. 7, September 27, 2007, Canada Ga- 
zette, Part II, October 17, 2007, applicable after June 23, 2007. 

(1) Definition of “multi-employer plan” — The definition 
“multi-employer plan” in subsection 8500(1) is applicable for the 
purposes of subsection 147.1(1) of the Act. 


Registered Pension Plans Technical Manual: §1.28 (multi-employer plan); 
$17.1 (definition of a multi-employer plan (MEP)). 


(2) Definition of “specified multi-employer plan” — For the 
purposes of this Part and subsection 147.1(1) of the Act, “specified 
multi-employer plan” in a calendar,year means a pension. plan 


(a) in respect of which the conditions in subsection (3) are satis- 
fied at the beginning of the year (or at the time in the year when 
the plan is established, if later), 


(b) that has, on application by the plan administrator, been des- 
ignated in writing by the Minister to be a. specified multi-em- 
ployer plan in the year, or 


(c) that .was, by reason of paragraph (a), a specified multi-em- 
ployer plan in the immediately preceding calendar year (where 
that year is after 1989), 


but does not include a pension plan where the Minister has, before 
the beginning of the year, given notice by registered mail to the 
plan administrator that the plan is not a specified multi-employer 
plan. 

Related Provisions: Reg. 8510(4) — Minister’s notice concerning specified multi- 
employer plans. 

Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 13 (what 
is a SMEP?). 


Registered Pension Plans Technical Manual: §1.37 (specified multi-employer 
plan); §17.2 (definition of a SMEP). ’ 


(3) Qualification as a specified multi-employer plan — The 
conditions referred to in paragraph (2)(a) are the following: 


(a) it is reasonable to expect that at no time in the year will more 
than 95 per cent of the active members of the plan be employed 
by a single participating employer or by a related group of par- 
ticipating employers; 

(b) where the year is 1991 or .a subsequent year, it is reasonable 
to expect that 


(i) at least 15 employers will contribute to the plan in respect 
of the year, or 


(ii) at least 10 per cent of the active members of the plan will 
be employed in the year by more than one participating 
employer, 


and, for the purposes of this condition, all employers who are 
related to each other shall be deemed to be a single employer; 


(c) employers participate in the plan pursuant to a collective bar- 
gaining agreement; 

(d) all or substantially all of the employers who participate in the 
plan are persons who are not exempt from tax under Part I of the 
Act; 

(e) contributions are made by employers in accordance with a 
negotiated contribution formula that does not provide for any 
variation in contributions determined by reference to the finan- 
cial experience of the plan; 
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(f) the contributions that are to be made by each employer in the 
year are determined, in whole or in part, by reference to the 
number of hours worked by individual employees of the em- 
ployer or some other measure that is specific to each employee 
with respect to whom contributions are made to the plan; 


(g) the administrator is a board of trustees or similar body that is 
not controlled by representatives of employers; and 


(h) the administrator has the power to determine the benefits to 
be provided under the plan, whether or not that power is subject 
to the terms of a collective bargaining agreement. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 13 (what 
is a SMEP?). 


Registered Pension Plans Technical Manual: §1.37 (specified multi-employer 
plan); §17.3 (qualification as a specified multi-employer plan). 


(4) Minister’s notice — For the purpose of subsection (2), the 
Minister may give notice that a plan is not a specified multi-em- 
ployer plan only if the Minister is satisfied that participating, em- 
ployers will be able to comply with all reporting obligations im- 
posed by Part LXXXIV in respect of the plan if it is not a specified 
multi-employer plan, and 


(a) the notice is given at or after a time when the conditions in 
subsection (3) are not satisfied in respect of the plan; or 


(b) the plan administrator has applied to the Minister for the 
notice. 


Registered Pension Plans Technical Manual: §17.4 (Minister’s notice). 


(5) Special rules — multi-employer plan — Where a pension 
plan is a multi-employer plan in a calendar year, 


(a) each member of the plan who is connected at any time in the 
year with an employer who participates in the plan shall be 
deemed, for the purposes of applying the conditions in sections 
8503 and 8504 in respect of the plan in the year and in each 
subsequent year, not to be so connected in the year; 


(b) paragraph 8503(3)(b) shall, in its application in respect of 
benefits provided under a defined benefit provision of the plan 
in respect of a period in the year, be read without reference to 
subparagraph (ii) thereof; and 


(c) the condition in paragraph 8503(3)(k) and the rule in subsec- 
tion 8504(8) shall apply in the year in respect of the plan without 
regard to benefits provided under any other pension plan. 


Registered Pension Plans Technical Manual: §17.5 (special rules — MEPs). 


(6) Special rules — specified multi-employer plan — Where 
a pension plan is a specified multi-employer plan in a,calendar year, 


(a) a contribution that is made in the year in respect of a defined 
benefit provision of the plan by an employer with respect to the 
employer’s employees or former employees in accordance with 
the plan as registered shall be deemed, for the purpose of para- 
graph 8502(b), to be an eligible contribution; 


(b) subparagraph 8502(c)(i) shall, in its application in the year in 
respect of the plan, be read as follows: 


“(i) benefits that are in accordance with subsection 8503(2), 
paragraphs 8503(3)(c), (e) and (g) and subsections 8504(5) 
and (6)”; 


(c) the conditions in paragraphs 8503(3)(j) and (4)(a) do not ap- 
ply in the year in respect of the plan; and 


(d) a payment made in the year under a defined benefit provision 
of the plan with respect to a member is deemed to comply with 
the conditions in paragraph 8503(2)(h) (in the case of a payment 
made in connection with the member’s termination from the 
plan otherwise than by reason of death) or (j) (in the case of a 
payment made after the death of the member) where it would 
comply if paragraph 8503(2)(h) were read as follows: 


“(h) the payment, with respect to a member in connection 
with the member’s termination from the plan (otherwise 
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than by reason of death), of one or more single: amounts 
where 


(i) the payments are the last payments to be made under 
the provision with respect to the member, and 


(ii) each single amount does not exceed the amount that 
would be the balance in the member’s net contribution 
account immediately before the time of payment ofthe 
single amount if, for each contribution that is a specified 
contribution, the account were.credited at the time of the 
specified contribution with an additional amount equal 
to the amount of the specified, contribution and, for this 
purpose, a specified contribution is 


(A) a contribution included in determining a pension 
credit of the member under the provision because of 
paragraph $301(5)(b), or 


(B) a contribution made before 1990 in tees of the 
provision by..a participating employer, to the extent 
that the contribution can reasonably be considered. to 
have been determined by reference to the number of 
hours worked by the member or some other measure 
specific to the member;” 


History: Para. 8510(6)(d) added by P.C. 2001-153, s. 8, January 30, 2001, Canada 
Gazette, Part 11, February 14, 2001, applicable after 1988. 


Registered Pension Plans Technical Manual: §17.6 (special rules — SMEPs). 


(7) Additional prescribed conditions — Where a pension plan 
is a specified multi-employer plan in a calendar year, the prescribed 
conditions for the registration of the plan include, in that’ year, the 
following conditions: 


(a) when employer and member contribution rates under the 
plan were. last established, it was reasonable to expect that, for 
each calendar year beginning with the year in which the contri- 
bution: rates. were last established, 


(i) the aggregate of all amounts each of which is the pension | 


credit of an individual for the year with respect to an em- 
ployer under a benefit ‘provision of the plan 


would not exceed 


(ii) 18 per cent of the aggregate of all amounts each of which 
is, for an individual and an employer where: the pension 
credit of the individual for the year with respect to. the em- 
ployer under a benefit provision of the plan is greater than 
nil, the compensation of the individual from the employer for 
the: year, 


except that this condition does not apply for years before 1992 
in the case of a pension plan that is a grandfathered plan; and 


(b) where the plan contains.a money purchase provision, 


(i) the plan terms are such that, if subsection 147.19) of the 
Act were applicable in respect. of the plan, the plan would not 
under any circumstances become a revocable plan at the end 
of the year pursuant to that subsection, or 


(ii) if the plan terms do not comply with the condition in sub- : 


paragraph (1), the only circumstances that would result in the 
plan becoming a revocable plan at the end of the year pursu- 
ant to subsection 147.19) of the Act; if that subsection were 
applicable in respect of the ee are circumstances accept- 
able to the Minister. 


Information Circulars: 98-2: Prescribed compensation for RPPs, para. 6. 


Registered Pension Plans Technical Manual: §17.7 (additional prescribed 
conditions). 


(8) Purchase of additional benefits — Where, in the case of a 
pension plan that is a specified multi-employer plan in a calendar 
year, 


(a) the amount of lifetime retirement benefits provided under a 
defined benefit provision of the plan:to:each member is deter- 
mined by reference to the hours of employment of the nasa er 
with participating employers, 


Reg. 
S. 8510(9)(c)(ii)(A) 


(b) the plan permits.a member whose actual hours of employ- 
ment in a period are fewer than a specified number of hours for 
the period to make contributions to the plan in order to increase, 
to an amount not exceeding the specified number of hours for 
the period, the number of hours that are treated under. the provi- 
sion as hours of employment of the member in the period, and 


(c) the specified number of hours for a period does not exceed a 
reasonable: measure of the actual hours of employment of mem- 
bers who render services throughout the period on a full-time 
basis, 


the condition in paragraph 8503(3)(a) does not apply in respect of 
such portion of the lifetime retirement benefits provided under the 
provision to a member as is determined by reference to hours ac- 
quired by the member as a consequence of contributions made to 
the plan in the year by the member, as described in paragraph (b). 


Registered Pension Plans Technical Manual: §17.8 frpaehae of additional 
benefits). 


(9) Special rules — member-funded pension plans — 
Where a pension plan (other than a specified multi-employer plan) 
is a member-funded pension plan for the purposes of Division IX of 
the Regulation respecting the exemption of certain categories of 
pension plans from the provisions of the Supplemental Pension 
Plans Act of Quebec (R.Q., c. R.-15.1, r. 2), as amended from time 
to time, 


(a) paragraph 8502(c) shall in its application in respect of the 
plan be read. without reference to subparagraph (iii); 


(b) the prescribed. conditions for the registration of the plan in- 
clude the following conditions: 


(1) the plan terms are such that each contribution to be made 
by a member under a defined benefit provision of the plan 
would be an eligible contribution under subsection 147.2(2) 
of the Act if 


(A) the contribution were made by an employer who par- 
ticipates in the plan for the benefit of the member, and 


(B) this subsection were read without reference to para- 
graph (c), 
(ii) unless this condition is waived by ‘the Minister, the plan 
is maintained pursuant to a collective bargaining agreement, 


(iii) the plan is not, and it is reasonable to expect that the plan 
will not become, a ‘designated plan, and 


(iv) the amount of benefits provided to members, the amount 

-of contributions required to be made by members and.the en- 
titlement of members’ to benefit from actuarial surplus are 
determined in a manner that is 


(A) clearly established in the plan terms, and 


(B) not more advantageous for members who, at any time 
after the. plan is established, are specified individuals 
(within the meaning assigned by subsection 8515(4)) 
under the plan than for members who are not specified 
individuals; and 


(c) a contribution made by an employer to the plan is a pre- 
scribed contribution for the purposes of subsection 147.2(2) of 
the Act if 


(i) the contribution is a current service contribution | that 
would be an eligible contribution under subsection 147.2(2) 
of the Act if no'contributions were prescribed for the pur- 
poses of that subsection and if that subsection were read 
without reference to its subparagraph (d)(ii), and 


(ii) the recommendation pursuant to which the contribution is 
made is such that the current service contributions to be 
made by the employer do not exceed, 


(A) where the amount of actuarial surplus in respect of 
the employer is greater than the amount determined under 
subparagraph 147.2(2)(d)(i) of the Act, 50% of the cur- 
rent service contribution that would be required to be 
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Reg. 
S. 8510(9)(c)(ii)(A) 


made by the employer if there were no actuarial surplus 
under the provisions, and 


(B) in any other case, the current service contributions 

that would be required to be made by the employer if 

there were no actuarial surplus under the provisions. 
History: Subpara. 8510(9)(c)(i) amended by 2010, c. 12, subsec. 24(1), to substitute 
“subparagraph (d)(ii)”” for “subparagraphs (d)(ii) and (i1i)”, applicable to contributions 
made after 2009 to fund benefits provided in respect of periods of pensionable service 
after 2009. 


Cl. 8510(9)(c)(ii)(A) amended by the said c. 12, subsec. 24(2), applicable to contribu- 
tions made after 2009 to fund benefits provided in respect of periods of pensionable 
service after 2009. 


Subsec. 8510(9) added by P.C. 2007-1443, s. 8, September 27, 2007, Canada Gazette, 
Part II, October 17, 2007, applicable after June 23, 2007. 

Definitions [Reg. 8510]: “active member” — Reg. 8500(1); “administrator” — ITA 
147.1(1); “amount” — ITA 248(1); “benefit provision” — Reg. 8500(1); “benefits” — 
Reg. 8501(5)(c); “calendar year” — Interpretation Act 37(1)(a); “compensation” — 
ITA 147.1(1); “connected” — Reg. 8500(3); “contribution” — Reg. 8501(6); “defined 
benefit provision” —ITA 147.1(1); “employed”, “employee”, “employer”, “employ- 
ment” —ITA 248(1); “grandfathered plan” —Reg. 8500(1); “individual” — ITA 
248(1): “lifetime retirement benefits’ — Reg. 8500(1); “member” —ITA 147.1(1); 
“Minister? —ITA 248(1); “money purchase provision” —ITA 147.1(1); “multi-em- 
ployer plan? —ITA 147.1(1), Reg. 8500(1); “participating employer” — ITA 
147.1(1); “pension credit” — Reg. 8301, 8308.1(2)-(4), 8308.3(2), (3); “person”, “pre- 
scribed” —ITA 248(1); “related” —ITA  251(2)-(6); “single amount’ —ITA 
147.1(1); “specified multi-employer plan” — ITA 147.1(1), Reg. 8510(2), (3); “writ- 
ing” — Interpretation Act 35(1). 


$511. Conditions applicable to amendments — (1) For the 
purposes of paragraph 147.1(4)(c) of the Act, the following condi- 
tions are prescribed in respect of an amendment to a registered pen- 
sion plan: 
(a) where the amendment increases the accrued lifetime retire- 
ment benefits provided to a member under a defined benefit pro- 
vision of the plan, the increase is not, in the opinion of the Min- 
ister, inconsistent with the conditions in paragraphs 8503(3)(h) 
and (i); and 


(b) where the plan is a grandfathered plan and the amendment 
increases the bridging benefits provided to a member under a 
defined benefit provision of the plan, the member’s bridging be- 
nefits, as amended, comply with the condition in subparagraph 
8503(2)(b)(ii) that would apply if the plan were not a 
grandfathered plan. 


Registered Pension Plans Technical Manual: §18.1 (conditions applicable to 
amendments). 


(2) Where an amendment to a registered pension plan provides for 
the return to a member of all or a part of the contributions made by 
the member under a defined benefit provision of the plan, the plan 
becomes a revocable plan at any time that an amount (other than an 
amount that may be transferred from the plan in accordance with 
subsection 147.3(6) of the Act) that is payable to the member as a 
consequence of the amendment is not paid to the member as soon 
after the amendment as is practicable. 


History: Subsec. 8511(2) amended by P.C. 1995-17, s. 16, January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable after 1988. } 


Registered Pension Plans Technical Manual: §18.2 (conditions applicable to 
amendments). 

Definitions [Reg. 8511]: “amount” —ITA 248(1); “bridging benefits” — Reg. 
8500(1); “contribution” — Reg. 8501(6); “defined benefit provision” —ITA 147.1(1); 
“grandfathered plan”, “lifetime retirement benefits” — Reg. 8500(1); “member” — 
ITA 147.1(1); “Minister”, “prescribed”, “registered pension plan” — ITA 248(1). 


8512. Registration and amendment — (1) For the purpose of 
subsection 147.1(2) of the Act, an application for registration of a 
pension plan shall be made by sending the following documents by 
registered mail to the Commissioner of Revenue at Ottawa: 


(a) an application in prescribed form containing prescribed 
information; 


(b) certified copies of the plan text and any other documents that 
contain terms of the plan; 


Income Tax Regulations 


(c) certified copies of all trust deeds, insurance contracts and 
other documents that relate to the funding of benefits under the 
plan; 

(d) certified copies of all agreements that relate to the plan; and 


(e) certified copies of all resolutions and by-laws that relate to 
the documents referred to in paragraphs (b) to (d). 
Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions); 04-2 (RPP applications — processing an incomplete application). 
Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 22 (what 
is a complete application for registering a pension plan?). 
Registered Pension Plans Technical Manual: §18.3 (registration). 
Forms: T510: Application to register a pension plan. 


(2) Where an amendment is made to a registered pension plan, to 
the arrangement for funding benefits under the plan or to a docu- 
ment that has been filed with the Minister in respect of the plan, 
within 60 days after the day on which the amendment is made, the 
plan administrator shall send to the Commissioner of Revenue at 
Ottawa 


(a) a prescribed form containing prescribed information; and 


(b) certified copies of all documents that relate to the 
amendment. 
Registered Plans Directorate Newsletters: 96-1 (changes to retirement savings 
limits). 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 23 (what 
is a complete application for amending an RPP?); q. 24 (what is a complete application 
for terminating an RPP?). 

Registered Plans Compliance Bulletins: 1 (terminating registered pension 
plans). 

Forms: T920: Application to amend an RPP. 


(3) For the purpose of subsection 147.1(4) of the Act, an application 
for the acceptance of an amendment to a registered pension plan is 
made in prescribed manner if the documents that are required by 
subsection (2) are sent by registered mail to the Commissioner of 
Revenue at Ottawa. 

Registered Pension Plans Technical Manual: §18.4 (amendment). 

History: The opening words of subsec. 8512(1) amended by P.C. 2007-849, subsec. 
17(1), May 31, 2007, Canada Gazette, Part II, June 13, 2007, in force June 13, 2007. 
The opening words of subsec. 8512(2) amended by the said P.C. 2007-849, subsec. 
17(2), in force June 13, 2007. 


Subsec. 8512(3) amended by the said P.C. 2007-849, subsec. 17(3), in force June 13% 
2007. 


Definitions [Reg. 8512]: “administrator? —ITA 147.1(1); “benefits” — Reg. 
8501(5)(c); “Minister”, “prescribed”, “registered pension plan” —ITA 248(1); 
“trust” — ITA 104(1), 248(1), (3). 


8513. Designated laws—For the purposes of paragraph 
8302(3)(m), subparagraph 8502(c)(iii) and paragraph 8517(5)(f), 
“designated provision of the law of Canada or a province” means 
subsection 21(2) of the Pension Benefits Standards Act, 1985 and 
any provision of a law of a province that is similar to that 
subsection. 

Definitions [Reg. 8513]: “province” — Interpretation Act 35(1). 

Registered Plans Directorate Newsletters: 91-4R (registration rules for money 
purchase provisions). 

Registered Pension Plans Technical Manual: §18.5 (designated laws). 


8514. Prohibited investments — (1) For the purposes of sub- 
paragraph 8502(h)(i) and subject to subsections (2), (2.1) and (3);,a 
prohibited investment in respect of a registered pension plan is a 
share of the capital stock of, an interest in, or a debt of 

(a) an employer who participates in the plan, 


(b) a person who is connected with an employer who pattici- 
pates in the plan, 
(c) a member of the plan, 


(d) a person or partnership that controls, directly or indirectly, in 
any manner whatever, a person or partnership referred to in par- 
agraph (a) or (b), or 
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(e) a person or partnership that does not deal at arm’s length 
with a person or partnership referred to in paragraph (a), (b), (c) 
or (d), 


or an interest in, or a right to acquire, such a'share, interest or debt. 
Registered Pension Plans Technical Manual: §18.6 (prohibited investments). 


(2) A prohibited investment does not include 


(a) a debt obligation described in paragraph (a) of the definition 
“fully exempt interest” in subsection 212(3) of the Act; 


(b) a share listed on a designated stock exchange; 


(c) a bond, debenture, note or similar obligation of a corporation 
any shares of which are listed on a designated stock exchange; 


(d) an interest in, or a right to acquire, property referred to in 
paragraph (b) or (c); or 


(e) a mortgage in respect of real property situated in Canada that 


(i) where this condition has not been waived by the Minister 
and the amount paid for the mortgage, together with the 
amount of any indebtedness outstanding at the time the mort- 
gage was acquired under any mortgage or hypothec that 
ranks equally with or superior to the mortgage, exceeds 75 
per cent of the fair market value, at that time, of the real pro- 
perty that is subject to the mortgage, is insured under the Na- 
tional Housing Act or by a corporation that offers its services 
to the public in Canada as an insurer of mortgages, 


(ii) where the registered pension plan in connection with 
which the mortgage is held would be a designated plan for 
the purposes of subsection 8515(5) if subsection 8515(4) 
were read without reference to paragraph (b) thereof, is ad- 
ministered by an approved lender under the National Hous- 
ing Act, and 


(iii) bears a rate of interest that would be reasonable in the 
circumstances if the mortgagor dealt with the mortgagee at 
arm’s length. 


Registered Pension Plans Technical Manual: §18.7 (mortgages). 


(2.1) [Multi-employer plan] — Where a share of the capital stock 
of, an interest in or a debt of, a person who is connected with a 
particular employer who participates in a registered pension plan 
that is a multi-employer plan would, but for this subsection, be-a 
prohibited investment in respect of the plan, the property is not a 
prohibited investment in respect of the plan if 


(a) the plan does not contain a money purchase provision; 


(b) at the time the property is acquired by the plan, there are at 
least 15 employers who participate in the plan, and, for this 


purpose, 
(i) all employers who are related to each other are deemed to 
be a single employer, and 


(ii) all the structural units of a trade union, including each 
local, branch, national and international unit, are deemed to 
be a single employer; 
(c) at the time the property is acquired by the plan, no more than 
10% of the active members of the plan are employed by the par- 
ticular employer or by any person related to the particular 
employer; 
(d) the property would not be a prohibited investment in respect 
of the plan if subsection (1) were read without reference to para- 
graph (1)(b); and 
(e) immediately after the time the property is acquired by the 
plan, the total of all amounts each of which is the cost amount to 
a person of a property held in connection with the plan that 
would, but for this subsection, be a prohibited investment in re- 
spect of the plan does not exceed 10% of the total of all amounts 
each of which is the cost amount to a person of a property held 
in connection with the plan. 


Related Provisions: Reg. 8514(2.2) — Whether Crown corporations “related” to 
each other. 


Reg. 
S. 8515(2) 


(2.2) [Crown corporations — whether related] — For the 
purposes of the conditions in paragraphs (2.1)(b) and (c), two cor- 
porations that are related to each other solely because they are both 
controlled by Her Majesty in right of Canada or a province are 
deemed not to be related to each other. 


(3) A prohibited investment in respect of a registered pension plan 
does not include an investment that was acquired by the plan before 
March 28, 1988. 


Related Provisions: Reg. 8514(4) — When debt obligation deemed to be issued. 


(4) For the purposes of subsection (3), where at any time after 
March 27, 1988, the principal amount of a bond, debenture, note, 
mortgage or similar obligation increases as a consequence of the 
advancement or lending of additional amounts, or the maturity date 
of such an obligation is extended, the obligation shall, after that 
time, be deemed to have been issued at that time. 


History: Para. 8514(2)(a) amended by 2007, c. 35, subsec. 86(1), applicable after 
2007. 


Paras. 8514(2)(b) and (c) amended to substitute “designated stock exchange” for “stock 
exchange referred to in section 3200 or: 3201” by the said c. 35, subsec. 86(2), in force 
on December 14, 2007. 


The opening words of subsec. 8514(1) amended, subsecs. 8514(2.1) and (2.2) added, 
by P.C. 2001-153, s. 9, January 30, 2001, Canada Gazette, Part 1, February 14, 2001, 
applicable to property acquired after September 1999. 


Para. 8514(2)(a) and subsec. 8514(4) amended by P.C. 1994-1817, paras. 62(j) and (k), 
November 1, 1994, Canada Gazette, Part II, November 30, 1994. 

Definitions [Reg. 8514]: “active member” — Reg. 8500(1); “amount” —ITA 
248(1); “arm’s length” — ITA 251(1); “Canada” — ITA 255, Interpretation Act 35(1); 
“connected” — Reg. 8500(3); “corporation” —ITA 248(1), Interpretation Act 35(1); 
“cost amount’ — ITA 248(1); “designated stock exchange’ — ITA 248(1), 262; “‘em- 
ployed”, “employer” — ITA 248(1); “fully exempt interest” — ITA 212(3); “Her Maj- 
esty” — Interpretation Act 35(1); “insurer’—ITA 248(1); “member” —ITA 
147.1(1); “Minister”? —ITA 248(1); “money purchase provision” —ITA 147.1(1); 
“multi-employer plan” — ITA 147.1(1), Reg. 8500(1); “person”, “principal amount’, 
“property” — ITA 248(1); “province” — Interpretation Act 35(1); “registered pension 
plan” —ITA 248(1); “related” — ITA 251(2)-(6), Reg. 8514(2.2); “share” — ITA 
248(1). 


8515. Special rules for designated plans [IPPs] — (1) 
Designated plans — For the purposes of subsections (5) and (9), 
and subject to subsection (3), a registered pension plan that contains 
a defined benefit provision is a designated plan throughout a calen- 
dar year if the plan is not maintained pursuant to a collective bar- 
gaining agreement and 


(a) the aggregate of all amounts each of which is a. pension 
credit (as determined under Part LXXXIII) for the year of a 
specified individual under a defined benefit provision of the plan 


exceeds 


(b) 50 per cent of the aggregate of all amounts each of which is a 

pension credit (as determined under Part LX XXIII) for the year 

of an individual under a defined benefit provision of the plan. 
Related Provisions: Reg. 8500(1)“designated plan” — Definition applies to all of 
Part 85; Reg. 8515(3) — Exceptions; Reg. 8515(4) — Specified individual. 
Registered Plans Directorate Newsletters: 01-3 (tailored individual pension 
plan); 04-1 (pitfalls to avoid). 
Registered Plans Compliance Bulletins: 2 (funding designated RPPs). 
Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 11 (IPPs 


established primarily to transfer funds from an existing RPP); q. 25 (designated status 
where specified individuals have no further defined ‘benefit credits). 


Registered Pension Plans Technical Manual: §19.1 (designated plan). 


(2) Designated plan in previous year — For the purposes of 
subsections (5) and (9), a registered pension plan is a designated 
plan throughout a particular calendar year after 1990 if the plan was 
a designated plan at any time’ in the immediately preceding year, 
except where the Minister has waived in writing the application of 
this subsection in respect of the plan. . 


Related Provisions: Reg. 8500(1)“designated plan” — Definition applies to all of 
Part 85. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 25 (desig- 
nated status where specified individuals have no further defined benefit credits). 
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Reg. 

S. 8515(2) 
Registered Pension Plans Technical Manual: $19.2 (designated plan in previous 
year). 

(3) Exceptions — A registered pension plan is not a designated 
plan in a calendar year pursuant to subsection (1) if 


(a) the plan would not be a designated plan in the year pursuant 
to that subsection if the reference in paragraph (1)(b) to “SO per 
cent” were read as a reference to “60 per cent”, 


(b) the plan was established before the year, and 


(c) the amount determined under paragraph (1)(a) in respect of 
the plan for the immediately preceding year did not exceed the 
amount determined under paragraph (1)(b), 


or if 
(d) there are more than 9 active members of the plan in the year, 
and 


(e) the Minister has given written notice to the administrator of 
the plan that the plan is not a designated plan in the year. 


Registered Pension Plans Technical Manual: §19.3 (exceptions). 


(4) Specified individuals — An individual is a specified indivi- 
dual for the purposes of paragraph (1)(a) in respect of a pension 
plan and a particular calendar year if 


(a) the individual was connected at any time in the year with an 
employer who participates in the plan; or 


(b) the aggregate of all amounts each of which is the remunera- 
tion of the individual for the year from an employer who pattici- 
pates in the plan, or from an employer who does not deal at 
arm’s length with a participating employer, exceeds 2'/2 times 
the Year’s Maximum Pensionable Earnings for the year. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), g. 25 (desig- 
nated status where specified individuals have no further defined benefit credits). 


Registered Pension Plans Technical Manual: §19.4 (specified individual), 


(5) Eligible contributions — For the purpose of determining 
whether a contribution made by an employer to a registered pension 
plan at a time when the plan is a designated plan is an eligible con- 
tribution under subsection 147.2(2) of the Act, a prescribed condi- 
tion is that 


(a) the contribution satisfies the condition in subsection (6), or 


(b) the contribution would satisfy the condition in subsection (6) 
if 
(i) paragraph (6)(b) and subparagraph (7)(e)(i) were applica- 
ble only in respect of retirement benefits that became pro- 
vided under the plan after 1990, 


(ii) paragraph (6)(c) were applicable only in respect of those 
benefits payable after the death of a member that relate to 
retirement benefits that became provided under the plan to 
the member. after 1990, and 


(iii) the assumption as to the time retirement benefits (other 
than retirement benefits that became provided after 1990) 
will commence to be paid is the same for the purposes of the 
maximum funding valuation as for the purposes of the actua- 
rial valuation that forms the basis for the recommendation re- 
ferred to in subsection 147.2(2) of the Act pursuant to which 
the contribution is made. 

Related Provisions: ITA 147.2(7) — Amount paid by letter-of-credit issuer deemed 

to be eligible contribution; Reg. 8515(1)-(3) — Designated plans. 

Registered Pension Plans Technical Manual: §19.5 (eligible contributions). 


(6) Funding restriction — The condition referred to in subsec- 
tion (5) is that the contribution would be required to be made for the 
plan to have sufficient assets to pay benefits under the defined ben- 
efit provisions of the plan, as registered, with respect to the employ- 
ees and former employees of the employer if 


(a) required contributions ‘were determined on the basis of a 
maximum funding valuation prepared as of the same effective 
date as the actuarial valuation that forms the basis for the recom- 
mendation referred to in subsection 147.2(2) of the Act pursuant 
to which the contribution is made; 
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(a.1) each defined benefit provision of the plan provided that, 
with respect to restricted-funding members, retirement benefits 
are payable monthly in advance; 


(b) each defined benefit provision of the plan provided that, after 
retirement benefits commence to be paid with respect toa re- 
stricted-funding member, the benefits are adjusted annually by a 
percentage increase for each year that is 1 percentage point less 
than the percentage increase in the Consumer Price Index for the 
year, in lieu of any cost-of-living adjustments actually provided; 


(c) each defined benefit provision of the plan provided the fol- 
lowing benefits after the death of a restricted-funding member 
who dies after retirement benefits under the provision have com- 
menced to be paid to the member, in lieu of the benefits actually 
provided: 


(i) where the member dies within 5 years after retirement be- 
nefits commence to be paid under the provision, the continu- 
ation of the retirement benefits for the remainder of the 5 
years as if the member were alive, and 


(ii) where’ an individual who is a spouse or common-law 
partner of the member when retirement benefits commence 
to be paid under the provision to the member is alive on the 
later of the day of death of the member and the day that is 5 
years after the day on which the member’s retirement bene- 
fits commence to: be paid, retirement benefits payable to the 
individual for the duration of the individual’s life, with the 
amount of the benefits payable for each month equal to 667; 
per cent of the amount of retirement benefits that would have 
been payable under the provision for the month to the mem- 
ber if the member were alive; 


(d) where more than one employer participates in the plan, as- 
sets and actuarial liabilities were apportioned in a reasonable 
manner among participating employers with respect to their em- 
ployees and former employees; and 


(e) the rule in paragraph 147.2(2)(d) of the Act that provides for 
the disregard of a portion of the assets of the plan apportioned to 
the employer with respect to the employer’s employees and for- 
mer employees were applicable for the purpose of determining 
required contributions pursuant to this subsection. 


Related Provisions: Reg. 8515(7) — Maximum funding valuation; Reg. 8515(8) — 
Restricted-funding member. 


History: The word “spouse” replaced with “spouse or common-law partner” in sub- 
para. 8515(6)(c)(ii), by P.C. 2001-957, para. 14(f), May 31, 2001, Canada Gazette, 
Part II, June 20, 2001, applicable to 2001 et seg., except that if a taxpayer and a person 
have jointly elected pursuant to s. 144 of the Modernization of Benefits and Obligations 
Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 taxation year, the amend- 
ment applies to the taxpayer and the person in respect of the applicable taxation year et 
seq. 

Para. 8515(6)(a.1) added by P.C. 1995-17, subsec. 17(1), January 11, 1995, Canada 
Gazette, Part II, January 25, 1995, applicable with respect to a contribution made after 
June 4, 1994, except where the contribution is made pursuant to a valuation report filed 
with the Minister in accordance with subsec. 147.2(3).of the Income Tax Act on or 
before June 4, 1994. 


Registered Pension Plans Technical Manual: §19.6 (funding restriction). 


(7) Maximum funding valuation — For the purposes of subsec- 
tion (6), a maximum funding valuation is a valuation prepared by an 
actuary in accordance with the following rules: 


(a) the projected accrued benefit method is used for the purpose 
of determining actuarial liabilities and current service costs; 
(b) the valuation rate of interest is 7.5 per cent per annum; 
(c) it is assumed that 

(i) the rate of increase in general wages and salaries and in 


each member’s rate of remuneration will be 5.5 per cent per 
annum, and 


(ii) the rate of increase in the Consumer Price Index will be 4 
per cent per annum; 


(d) each assumption made in respect of economic factors other 
than those referred to in paragraph (c) is consistent with the as- 
sumptions in that paragraph; 


2146 


Part LXXXV — Registered Pension Plans 


(e) in the case of a restricted-funding member, it:is assumed that 


(i) retirement benefits will commence to be paid to the mem- 
ber no earlier than the day on which the member attains 65 
years of age, 


(ii) the member will survive to the time the member’s retire- 
ment benefits commence to be paid, 

(iii) where the member is employed by a participating em- 
ployer as of the effective date of the valuation, the member 
will continue in employment until the time when the mem- 
ber’s retirement benefits commence to be paid, and 


(iv) when the member’s retirement benefits commence to be 
paid, the member will be married to a person who is the same 
age as the member; 


(f) the rate of mortality at each age is equal to 


(i) in the case of a restricted-funding member, 80 per cent of 
the average of the rates at that age for males and females in 
‘the 1983 Group Annuity Mortality Table, as published in 
Volume XXXV of the Transactions of the Society of Actua- 
ries, and 


(i) in the case of any other member, 80 per cent of the rate at 
that age in the mortality table referred to in subparagraph (i) 
for individuals of the same sex as the member; 


(g) it is assumed that where a member has a choice between re- 
ceiving retirement benefits or a lump sum PSN ts retirement 
benefits will be paid to the member; and 


(h) the plan’s assets are valued at. an amount equal to their fair 
market value as of the effective date of the valuation. 
Related Provisions: Reg. 8515(8) — Restricted-funding member, 


History: Subpara. 8515(7)(e)G), and para. 8515(7)(f) amended by P.C. 1995-17, sub- 
secs. 17(2) and (3), January 11, 1995, Canada Gazette, Part II, January 25, 1995, appli- 
cable after 1988, except that with respect to a contribution that is made 


(i) on or before June 4, 1994, or 


(ii) pursuant to a valuation report filed with the Minister in accordance with sub- 
sec. 147.2(3) of the Income Tax Act on or before June 4, 1994, 


subpara. 8515(7)(f)(i) shall be read as follows: 


(i) in the case of a restricted-funding member, or a male member who is not a 
restricted-funding member, 80 per cent of the average of the rates at that age for 

- males and females in the 1983 Group Annuity Mortality Table, as published in 
Volume XXXV_of the Transactions of the Society of Actuaries, and | 


Registered Pension Plans Technical Manual: §19.7 Gnaximum funding 
valuation). 


(8) Restricted- ering members — For the purposes of sub- 
sections (6) and (7) as they apply in respect of a contribution made 
to a registered pension plan, a member of the plan is a restricted- 
funding member if, at the time the maximum funding valuation is 
prepared, 

(a) the member has a right, whether absolute or contingent, to 


receive retirement benefits under a defined benefit provision of 
the plan and the benefits have not commenced to be paid; or 


(b) the payment of retirement benefits under a defined benefit 
provision of the plan to the member has been suspended. 


Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 25 (desig- 
nated status where specified individuals have. no further defined benefit credits). 


(9) Member contributions — Where 


(a) a member of a registered pension plan makes a contribution 
to the plan to fund benefits that have become provided at a par- 
ticular time under a defined benefit provision of the plan in re- 
spect of periods before that time, 


(b) the contribution is made at a time when the plan is a desig- 
nated plan, and 


(c) the contribution would not be an eligible contribution under 
subsection 147.2(2) of the Act if it were made by:an employer 
who participates in the plan on behalf of the member, 


the plan becomes, for the purposes of paragraph 147:1(11)(c) of the 
Act, a revocable plan immediately before the time the contribution 
is made. 


| 8515(1)-(3); “employed”, “employee”, 


Reg. 
S. 8516(3)(b)(ii) 


Related Provisions: Reg, 8515(1)-(3) — Designated plans. 
Registered Pension Plans Technical Manual: §19:8 (member contributions). 


Definitions [Reg. 8515]: “active member’ — Reg. 8500(1); “actuary”, “‘administra- 
tor” — ITA 147.1(1); “amount” — ITA 248(1); “arm’s length” —ITA 251(1); “bene- 
fits’ —Reg. 8501(5)(c); “calendar year’ — Interpretation Act 37(1)(a); “con- 
nected” — Reg. 8500(3); “Consumer Price Index” — Reg. 8500(1); “contribution” — 
Reg. 8501(6); “defined benefit provision” — ITA 147.1(1); “designated plan” — Reg. 
“employer”, “employment” —ITA_ 248(1); 
“individual” —ITA 248(1); “maximum funding valuation” — Reg. 8515(7); “mem- 
ber” — ITA 147.1(1); “Minister” — ITA 248(1); “month” — Interpretation Act 35(1); 
“participating employer’—ITA 147.1(1); “pension credit” — Reg. 8301, 
8308.1(2)-(4), 8308.3(2), (3); “person”, “prescribed” — ITA 248(1); “registered pen- 
sion plan” — Reg. 8515(1), (2); “restricted-funding member” — Reg. 8515(8); “retire- 
ment benefits” — Reg. 8500(1); “specified individual” ; “spouse” — 
Reg. 8500(5); “writing” — Interpretation Act 35(1); “written” — Interpretation Act 
35(1)“writing”; “Year's Maximum Pensionable Earnings” — Reg. 8500(1). 


8516. Eligible contributions — (1) Prescribed contribu- 
tion — For the purposes of subsection 147.2(2) of the Act, a contri- 
bution described in subsection (2) or (3) is a_ prescribed 
contribution. 

Related Provisions: Reg. 8510(9) — Member-funded pension plans. 

Registered Pension Plans Technical Manual: §19.9 (prescribed contribution). 


(2) Funding on termination basis — A contribution that is 
made by an employer to a registered pension plan is described in 
this subsection if 


(a) the contribution is made pursuant to.a recommendation by an 
actuary in whose opinion the contribution is required to be made 
so that, if the plan is terminated immediately after the contribu- 
tion is made, it will have sufficient assets to pay benefits accrued 
under the defined benefit provisions of the plan, as registered, to 
the time the contribution is made; 


(b) the recommendation is based on an actuarial valuation that 
complies with the following conditions: 


(i) the effective date of the valuation is not more than four 
years before the day on which the contribution is made, 


(ii) all assumptions made for the purposes of the valuation 
are reasonable at the time the valuation is prepared: and at the 
time the contribution 1s made, if 


“ (iii) the valuation is prepared in accordance with generally 
“accepted actuarial principles applicable with respect to a val- 
uation prepared on the basis that a plan will be terminated, 
and 


(iv) where more than one employer participates in the plan, 
assets and actuarial liabilities are apportioned in a reasonable 
manner among participating employers; 
(c) the recommendation is approved by the Minister; and 
(d) at the time the contribution is made, the plan is not a desig- 
nated plan. 
Registered Pension Plans Technical Manual: §19.10 (funding on termination 
basis). 
(3) Contributions required by pension benefits legislation 
— A contribution that is made by an employer to a registered pen- 
sion plan is described in this subsection if 
(a) the contribution 


(i) is required to be made to comply with the Pension Bene- 
fits Standards Act, 1985 or a similar law of a province, 


(ii) is made in respect of benefits under the defined benefit 
provisions of the plan as registered, and 


(ili) is made pursuant to a recommendation by an actuary; 


(b) the recommendation is based on an actuarial valuation that 
complies with the following conditions: 


(i) the effective date of the valuation is not more than four 
years before the day on which the contribution is made, 


(ii) all assumptions made for the purposes of the valuation 
are reasonable at the time the valuation is prepared and at the 
time the contribution is made, and 
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(iii) where more than one employer participates in the plan, 
assets and actuarial liabilities are apportioned in a reasonable 
manner among participating employers; 


(c) the recommendation is approved by the Minister; and 


(d) at the time the contribution is made, the plan is not a desig- 
nated plan. 


Registered Pension Plans Technical Manual: §19.11 (contributions required by 
pension benefits legislation). 


(4) [Repealed] 

Related Provisions [Reg. 8516]: ITA 147.2(7) — Amount paid by letter-of-credit 
issuer deemed to be eligible contribution. 

History [Reg. 8516]: Subsec. 8516(1) amended by 2010, c. 12, subsec. 25(1), to 
substitute “subsection (2) or (3)” for “any of subsections (2) to (4)”, applicable to con- 
tributions made after 2009 to fund benefits provided in respect of periods of pensiona- 
ble service after 2009. 


Subsec. 8516(4) repealed by the said c. 12, subsec. 25(2), applicable to contributions 
made after 2009 to fund benefits provided in respect of periods of pensionable service 
after 2009. 

Paras. 8516(2)(d), (3)(d), (4)(e) amended by 2007, c. 35, subsecs. 87(1)—(3), applicable 
after 2007. 

S. 8516 amended by P.C. 2003-1497, s. 10, October 2, 2003, Canada Gazette, Part Il, 
October 22, 2003, applicable to contributions made after 2002. 


Subsec. 8516(1) amended by P.C. 1998-2256, subsec. 25(1), December 16, 1998, Can- 
ada Gazette, Part Il, January 6, 1999, applicable after 1995. 


Subsec. 8516(1) amended by P.C. 1995-17, subsec. 18(1), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable after 1988. 
Subsecs. 8516(7), (8) added by P.C. 1995-17, subsec. 18(2), January 11, 1995, Canada 
Gazette, Part Il, January 25, 1995, applicable after 1988. 


Subsec. 8516(9) added by P.C. 1998-2256, subsec. 25(2), December 16, 1998, Canada 
Gazette, Part Il, January 6, 1999, applicable after 1995. 

Definitions [Reg. 8516]: “actuary” — ITA 147.1(1); “amount” — ITA 248(1); “be- 
nefits” — Reg. 8501(5)(c); “contribution” — Reg. 8501(6); “defined benefit provi- 
sion” — ITA 147.1(1); “designated plan” — Reg. 8500(1); “employee”, “employer” — 
ITA 248(1); “member” — ITA 147.1(1); “Minister” — ITA 248(1); “participating em- 
ployer” — ITA 147.1(1); “prescribed” — ITA 248(1); “province” — Interpretation Act 
35(1); “registered pension plan” — ITA 248(1); “surplus” — Reg. 8500(1). 


8517. Transfer — defined benefit to money purchase — (1) 
Prescribed amount — Subject to subsections (2) to (3.1), for the 
purpose of applying paragraph 147.3(4)(c) of the Act to the transfer 
of an amount on behalf of an individual in full or partial satisfaction 
of the individual’s entitlement to benefits under a defined benefit 
provision of a registered pension plan, the prescribed amount is the 
amount that is determined by the formula 


AXB 
where 


A is the amount of the individual’s lifetime retirement benefits 
under the provision commuted in connection with the transfer, 
as determined under subsection (4), and 

B is 

(a) the present value factor that corresponds to the age at- 
tained by the individual at the time of the transfer, deter- 
mined pursuant to the table to this subsection, or 


(b) where the present value factor referred to in paragraph (a) 
is less than the present value factor that corresponds to the 
next higher age, the present value factor determined by inter- 
polation between those two factors on the basis of the age 
(expressed in years, including any fraction of a year) of the 


individual. 
Attained Present Attained Present 
Age Value Age Value 

Factor Factor 

Under 50 9.0 73 9.8 

50 9.4 74 9.4 

51 9.6 TS 9.1 

y2, 9.8 76 8.7 

53 10.0 77 8.4 


Income Tax Regulations 


Attained Present Attained Present 
Age Value Age Value 
Factor Factor 
54 10.2 78 8.0 
55 10.4 79 77 
56 10.6 80 73 
57 10.8 81 7.0 
58 11.0 82 6.7 
59 11.3 83 6.4 
60 bid 84 6.1 
61 11.7 85 5.8 
62 12.0 86 Je) 
63 BEA 87 ed, 
64 12.4 88 4.9 
65 12.4 89 4.7 
66. 12.0 90 44 
67 11.7 91 4.2 
68 14,3, 92 3.9 
69 11.0 93 R/T 
70 10.6 94 he, 
a 10.3 95 3.2 
ee, 10.1 96 or over 3.0 


History: The portion of subsec. 8517(1) before the formula amended by P.C. 1998- 
2256, subsec. 26(1), December 16, 1998, Canada Gazette, Part Il, January 6, 1999, 
applicable to amounts transferred in respect of benefits provided after 1996. 


The table in subsec. 8517(1) amended by the said P.C. 1998-2256, subsec. 26(2), appli- 
cable to transfers that occur after 1995. 

Selected Cases [Reg. 8517(1)]: Yudelson v. R., [2010] 3 C.T.C. 212 (FCA) (Limi- 
tation on tax-free transfers from defined benefit plans to RRSP). 

Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 
Registered Plans Directorate Newsletters: 04-1 (transfer from a defined benefit 
provision). 

Registered Pension Plans Technical Manual: §20.1 (prescribed amount). 
Forms: T2151: Direct transfer of a “single amount” under subsec. 147(19) or s. 147.3. 


(2) Minimum prescribed amount — Where an amount is trans- 
ferred in full satisfaction of an individual’s entitlement to benefits 
under a defined benefit provision of a registered pension plan, the 
prescribed amount for the purposes of paragraph 147.3(4)(c) of the 
Act in respect of the transfer is the greater of the amount that 
would, but for this subsection, be the prescribed amount, and the 
balance, at the time of the transfer, in the individual’s net contribu- 
tion account (within the meaning assigned by subsection 8503(1)) 
in relation to the provision. 

Registered Plans Directorate Newsletters: (4-1 (transfer from a defined benefit 
provision). 


Registered Pension Plans Technical Manual: §20.2 (minimum prescribed 
amount). 


(3) Plan wind-up or replacement — Where an amount is trans- 
ferred before January 1, 1993, or such later date as is acceptable to 
the Minister, on behalf of an individual as a consequence of the 
winding-up of a registered pension plan or as a consequence of the 
replacement of a defined benefit provision of a registered pension 
plan by a money purchase provision of another registered pension 
plan and either 


(a) the winding-up of the plan or the replacement of the provi- 
sion commenced at a time (in this subsection referred to as the 
“time of termination’) before 1989, 


(b) at the time of termination, the plan had at least 50 members, 
and 


(c) the plan was established at least 5 years before the time of 
termination, 


or the condition in paragraph (a) is satisfied and the Minister waives 
the conditions in paragraphs (b) and (c), the prescribed amount for 
the purposes of paragraph 147.3(4)(c) of the Act in respect of the 
transfer is the amount so transferred. 
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Registered Pension Plans Technical Manual: §20.3. (plan wind-up or 
replacement). 


(3.1) Benefits provided with surplus on plan wind-up — 
Where an amount is transferred in full or partial satisfaction of an 
individual’s entitlement to benefits under a defined benefit provi- 
sion of a registered pension plan and the benefits include benefits 
(in this subsection referred to as “ancillary benefits’) that are per- 
missible solely because of subsection 8501(7), the prescribed 
amount for the purpose of paragraph 147.3(4)(c) of the Act in re- 
spect of the transfer is the total of 


(a) the amount that would, but for this subsection, be the pre- 
scribed amount, and 


(b) an amount approved by the Minister not exceeding -the lesser 
of 


(i) the present value (at the time of the transfer) of the ancil- 
lary benefits that, as a consequence of the transfer; cease to 
be provided, and 


(ii) the total of all amounts each of which is, in respect of a 
previous transfer from the provision to a money purchase 
provision of a registered pension plan, a registered retirement 
Savings plan or a registered retirement income fund in full or 
partial satisfaction of the individual’s entitlement to other be- 
nefits under the defined benefit provision, the amount, if any, 
by which 


(A) the prescribed amount for the purpose of paragraph 
147.3(4)(c) of the Act in respect of the previous transfer 


exceeds 


(B) the amount of the previous transfer. 


Related Provisions: ITA 146(21.2) — Saskatchewan Pension Plan account deemed 
to be RRSP for purposes of regulations. 


History: Subsec. 8517(3.1) added by P.C. 1998-2256, subsec. 26(3), December 16, 
1998, Canada Gazette, Part Il, January 6, 1999, applicable to amounts transferred in 
respect of benefits provided after 1996. 

Registered Plans Directorate Newsletters: 04-1 (transfer froma defined benefit 
provision). 

Registered Plans Frequently Asked Questions: RPFAQ-2 (RPPs), q. 5 (transfer 
of ancillary benefits to RRSP after commuted value transferred). 


Registered Pension Plans Technical Manual: §20.4 (benefits provided with 
surplus on wind-up). 


(4) Amount of lifetime retirement benefits commuted — 
For the purposes of subsection (1), and subject to subsection (7), the 
amount of an individual’s lifetime retirement benefits under a de- 
fined benefit provision of a registered pension plan commuted in 
connection with the transfer of an amount on behalf of the indivi- 
dual in full,or partial satisfaction of the individual’s entitlement to 
benefits under the provision is the aggregate of 


(a) where retirement benefits have commenced to be paid under 
the provision to the individual, the amount (expressed onan an- 
nualized basis) by which the individual’s lifetime retirement be- 
nefits under the provision are reduced as a result of the transfer, 


(b) where retirement benefits have not commenced to be paid 
under the provision to the individual, the amount (expressed on 
an annualized basis) by which the individual’s normalized pen- 
sion (computed in accordance with subsection (5)) under the 
provision at the time of the transfer is reduced as a result of the 
transfer, and 


(c) where, in conjunction with the transfer, any other payment 
(other than an amount that is transferred in accordance with sub- 
section 147.3(5) of the Act or that is transferred after 1991 in 
accordance with subsection 147.3(3) of the Act) is made from 
the plan in partial satisfaction of the individual’s entitlement to 
benefits under the provision, the amount (expressed on an annu- 
alized basis) by which 


(i) if paragraph (a) is applicable, the individual’s lifetime re- 
tirement benefits under the provision are reduced, and 


Reg. 
S. 8517(5) 


(ii) if paragraph (b) is applicable, the individual’s normalized 
pension (computed in accordance with subsection (5)) under 
the provision at the time of the payment is reduced, 


as a result of the payment, except to the extent that such reduc- 
tion is included in determining, for the purposes of subsection 
(1), the amount of the individual’s lifetime retirement benefits 
under the provision commuted in connection with the transfer of 
another. amount on behalf on he individual. 


nsion bese of these circumstances are subject toa lower 
ages whose ae benefits. are unimpaired. 


commuted value of a ‘member’s reduced pension 
ne Maes oat oe ae poe to the 


ation Division, Tax Policy Branch 


Rociiterat Pension Plans Technical Manual: §20.5 (amounts of lifetime retire- 
ment benefits commuted). 


(5) Normalized pensions — For the purposes of subsection (4), 
the normalized pension of an individual under a defined benefit pro- 
vision of a registered pension plan at a particular time is the amount 
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(expressed on an annualized basis) of lifetime retirement benefits 
that would be payable under the provision at the particular time if 


(a) lifetime retirement benefits commenced to be paid to the in- 
dividual at the particular time; 


(b) where the individual has not attained 65 years of age before 
the particular time, the individual attained that age at the particu- 
lar time; 


(c) all benefits to which the individual is entitled under the pro- 
vision were fully vested; 


(d) where the amount of the individual’s lifetime retirement be- 
nefits would otherwise be determined with a reduction computed 
by reference to the individual’s age, duration of service, or both, 
or with any other similar reduction, no such reduction were 
applied; 

(e) where the amount of the individual’s lifetime retirement be- 
nefits depends on the amount of benefits provided under another 
benefit provision of the plan or under another plan or arrange- 
ment, a reasonable estimate were made of those other benefits; 


(f) where the individual’s lifetime retirement benefits would oth- 
erwise include benefits that the plan is required to provide by 
reason of a designated provision of the law of Canada or a prov- 
ince, or that the plan would be required to provide if each such 
provision were applicable to the plan with respect to all its mem- 
bers, such benefits were not included; and 


(g) except as otherwise provided by subsection (6), where the 
amount of the individual’s lifetime retirement benefits depends 
on 


(i) the form of benefits provided with respect to the indivi- 
dual under the provision (whether or not at the option of the 
individual), including 


(A) the benefits to be provided after the death of the 
individual, 


(B) the amount of retirement benefits, other than lifetime 
retirement benefits, provided to the individual, or 


(C) the extent to which the lifetime retirement benefits 
will be adjusted to reflect changes in the cost of living, or 


(ii) circumstances that are relevant in determining the form 
of benefits, 


the form of benefits and the circumstances were such as to maxi- 
mize the amount of the individual’s lifetime retirement benefits 
on commencement of payment. 


Related Provisions: Reg. 8513 — Designated provision of the law of Canada or a 
province. 


Registered Plans Directorate Newsletters: 98-2 (treating excess member contri- 
butions under a registered pension plan); 04-1 (transfer from a defined benefit 
provision). 


Registered Pension Plans Technical Manual: §20.6 (normalized pension). 


(6) Optional forms — Where 


(a) the terms of a defined benefit provision of a registered pen- 
sion plan permit an individual to elect to receive additional life- 
time retirement benefits in lieu of benefits that would, in the ab- 
sence of the election, be payable after the death of the individual 
if the individual dies after retirement benefits under the provi- 
sion commence to be paid to the individual, and 


(b) the elections available to the individual include an election 


(i) to receive additional lifetime retirement benefits, not ex- 
ceeding additional benefits determined on an actuarially 
equivalent basis, in lieu of all or a portion of a guarantee that 
retirement benefits will be paid for a minimum period of 10 
years or less, or 


(ii) to receive additional lifetime retirement benefits in lieu of 
retirement benefits that would otherwise be payable to a per- 
son who is a spouse or common-law partner or former spouse 
or common-law partner of the individual for’a period begin- 
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ning after the death of the individual and ending with the 
death of the person, where 


(A) the election may be made only if the life expectancy 
of the person is significantly shorter than normal and has 
been so certified in writing by a medical doctor licensed 
to practise under the laws of a province or of the place 
where the person resides, and 


(B) the additional benefits do not exceed additional bene- 
fits determined on an actuarially equivalent basis and on 
the assumption that the person has a normal life 
expectancy, 


paragraph (5)(g) applies as if 


(c) the election described in subparagraph (b)(i) were not availa- 
ble to the individual, and 


(d) where the particular time the normalized pension of the indi- 
vidual is determined under subsection (5) is after 1991, the elec- 
tion described in subparagraph (b)(ii) were not available to the 
individual. 
History: Subpara. 8517(6)(b)@i) amended. by P.C. 2001-957, s. 12, May 31, 2001, 
Canada. Gazette, Part Il, June 20, 2001, applicable to 2001 et seq., except that if a 
taxpayer and a person have jointly elected pursuant to s. 144 of the Modernization of 
Benefits and Obligations Act (S.C. 2000, c. 12), in respect of the 1998, 1999 or 2000 
taxation year, the amendment applies to the taxpayer and the person in respect of the 
applicable taxation year et seq. 


(7) Replacement benefits — Where 


(a) an amount is transferred on behalf of an individual in full or 
partial satisfaction of the individual’s entitlement to benefits 
under a defined benefit provision (in this subsection referred to 
as the “particular provision”) of a registered pension plan, 


(b) in conjunction with the transfer, benefits become provided: to 
the individual under another defined benefit provision of the 
plan or under a defined benefit provision of another registered 
pension plan, and 


(c) an employer who participated under the particular provision 
for the benefit of the individual also participates under the other 
provision for the individual’s benefit, 


the amount of the individual’s lifetime retirement benefits under the 
particular provision commuted in connection with the transfer is the 
amount that would be determined under subsection (4) if the bene- 
fits provided under the other provision were provided under the par- 
ticular provision. 


Definitions [Reg: 8517]: “amount’?—ITA 248(1); “ancillary. benefits” — Reg. 
8517.1); “benefit provision” — Reg. 8500(1); “benefits” — Reg. 8501(5)(c); “Can- 
ada” —ITA 255, Interpretation Act 35(1); “commencement” — Interpretation Act 
35(1); “contribution” — Reg. 8501(6); “defined benefit provision” —ITA 147.1(1); 
“designated provision of the law of Canada or a province” — Reg. 8513; “employer”, 
“individual” —ITA 248(1); “lifetime retirement benefits” — Reg. 8500(1), 8517(4); 
“member” — ITA 147.1(1); “Minister” — ITA 248(1); “money purchase provision” — 
ITA 147.1(1); “net contribution account” — Reg. 8503(1); “normalized pension” — 
Reg. 8517(5); “particular provision” — Reg. 8517(7)(a); “prescribed” — ITA 248(1); 
“province” — Interpretation Act 35(1); “registered pension plan” — ITA 248(1); “reg- 
istered retirement savings plan” —ITA 146(1), (21.2), 248(1); “registered retirement 
savings plan’ —ITA 146(1), 248(1); “retirement benefits’ — Reg. 8500(1); 
“spouse” — Reg. 8500(5); “time of termination” — Reg. 8517(3)(a); “writing” — In- 
terpretation Act 35(1). 


Interpretation Bulletins: IT-528: Transfers of funds between registered plans. 


Registered Plans Directorate Newsletters: 95-5 (conversion of a defined benefit 
provision to a money purchase provision). 


8518. [Repealed] 


History: S. 8518 repealed by P.C. 2005-1508, s. 30, August 31, 2005, Canada Ga- 
zette, Part Il, September 21, 2005, in force September 21, 2005. 


8519. Association of benefits with time periods — Where, 
for the purposes of Part LXXXIII or this Part or subsection 
147.1(10) of the Act, it is necessary to associate benefits provided 
under a defined benefit provision of a pension plan with periods of 
time, the association shall be made in a manner acceptable to the 
Minister. 
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Definitions [Reg. 8519]: “benefits” —Reg..8501(5)(c); defined» benefit provi- 
sion” — ITA. 147.1(1);, “Minister” — ITA. 248(1). 


8520. Minister’s actions — For the purposes of this Part, a 
waiver, extension of time or other modification of the requirements 
of this Part granted by the Minister or an approval by the Minister 
in respect of any matter is not effective unless it is in writing and 
expressly refers to the requirement that is modified or the matter in 
respect of which the approval is given. 


Definitions [Reg. 8520]: “Minister” — ITA 248(1); “writing” — Interpretation Act 
35(1). 


PART LXXXVI.— TAXABLE CAPITAL 
EMPLOYED IN CANADA 


History: Part LXXXVI (ss. 8600-8604) enacted by P:C. 1994-556, s. 2, April 14, 
1994, Canada Gazette, Part II, May 4, 1994. See sections for application. 


8600. [Definitions] — For the purposes of this Part and Part I.3 of 
the Act, 


“attributed surplus” of a non-resident insurer for a taxation year 
has the meaning assigned by subsection 2400(1); 


“Canadian assets” of a corporation that is a financial institution (as 
defined in subsection 181(1) of the Act) at any time in a taxation 
year means, in respect of the year, the amount, if any, by which 


(a) the total of all amounts each of which is the amount at which 
an asset of the corporation (which asset is required, or, if the 
corporation were a bank to which the Bank.Act applied,, would 
be required, to be reflected in a return under subsection 223(1) 
of the Bank Act, as that Act read'on May 31, 1992, if that return 
were prepared on a non-consolidated basis) would be shown on 
the corporation’s balance sheet at the end of the year if its bal- 
ance sheet were prepared on a non-consolidated basis 


exceeds the total of 


(b) the investment allowance of the corporation for the year de- 
termined under subsection 181.3(4) of the Act, and 


(c) the total of all amounts each of which is the amount out- 
standing at the end of the year on account of a deposit made by 
the corporation that is ‘described in paragraph’ (c) of the defini- 
tion “eligible loan” in subsection 33.1(1) of the Act; 


“Canadian premiums” fora taxation year; in respect of an insur- 
ance corporation that was resident in Canada.at any time in the year 
and throughout the. year did not carry. on a life insurance. business, 
means the total of the insurance SOlporaugn. s net premiums for the 
year 


(a) in respect of insurance on property situated in Canada, and 


(b) in respect of insurance, other than on property, from con- 
tracts with persons resident in Canada, 


and, for the purposes of this definition, “net premiums” has the 
same meaning as in subsection 403(2), and subsection 403(3) ap- 
plies as if the references therein to “province” were read as refer- 
ences to “country”; 


“Canadian reserve liabilities” of an insurer as at the end of a taxa- 
tion year has the meaning assigned by subsection 2400(1); 


‘permanent establishment’ has the same meaning as in subsec- 
tion 400(2); 


“total assets” of a corporation that is a financial institution (as de- 
fined in subsection 181(1) of the Act) at.any time in a taxation year 
means, in respect of that year, the amount, if any, by which 


(a) the total of all amounts each of which is the amount at which 
an asset of the corporation would be shown on the corporation’s 
balance sheet at the end of the year if its balance sheet were 
prepared on a non-consolidated basis 


Reg. 
S. 8601 


exceeds 


(b) the investment allowance of the corporation for'the year de- 
termined under subsection 181.3(4) of the Act; 


“total premiums” fora taxation year, in respect of an insurance 
corporation that was resident in Canada at any time in the year.and 
throughout the year,.did not carry on a life insurance business, 
means the total of the corporation’s net premiums) for the year (as 
defined in subsection 403(2)) that are included in computing its in- 
come under Part I of the Act; 


“total reserve. liabilities” of an insurer as at the end of a taxation 
year means, the amount determined. by: the formula 


A-B 
where 


_A is the total amount as at the end of the year of the insurer’s lia- 


bilities and reserves (other than liabilities and reserves in respect 
of a segregated fund within the meaning assigned by subsection 
138(12) of the Act) in respect of all its insurance policies, as 
determined for the purposes of the Superintendent of Financial 
Institutions, if the insurer is required by law to report to the Su- 
perintendent of Financial Institutions, or,.in any other,case, the 
superintendent of insurance or other similar officer or authority 
of the province under the laws of which the insurer is incorpo- 
rated, and 


B is the total of the reinsurance recoverable (within the meaning 
assigned by subsection 2400(1)) reported as a reinsurance asset 
by the insurer as at the end of the year relating to its liabilities 
and reserves in A. 


Related Provisions: ITA 248(1)— “Insurance policy” includes “life insurance pol- 
icy”; ITA 257 — Negative amounts in formulas. 


History: The definition “total reserve liabilities” in s. 8600 amended by 2010, c. 25, s. 
86, applicable to taxation years that begin after 2010. 


The definitions “attributed surplus”, “Canadian reserve liabilities”; and “total reserve 
liabilities” in's. 8600 amended by P.C. 2000-1714, November 30, 2000, Canada Ga- 
zette, Part I, December 20, 2000, s. 8, applicable to 1999 et seq. 


S. 8600 enacted by P.C: 1994-556, 's. 2, April 14, 1994, Canada Gazette, Part Il, May 
4, 1994, applicable with respect to taxation years ending after June 30, 1989. 


Definitions [Reg. 8600]: “amount” —ITA 248(1); “attributed surplus” — Reg. 
2400(1); 8600; “bank” — ITA 248(1), Interpretation Act 35(1); “Canada” —ITA-255, 
Interpretation Act 35(1); “corporation” — ITA 248(1), Interpretation Act 35(1), “insur- 
ance. corporation”, “insurance policy”, insurer”, “life insurance business” Ole 
248(1); “net premiums” — Reg. 403(2), (3), Reg. 8600“Canadian premiums”; “non- 
resident”, “officer”, “person”, “property” — ITA 248(1); “province” — Interpretation 
Act 35(1); “reinsurance- recoverable” — Reg. 2400(1); “resident in Canada” —ITA 
250; “segregated fund” — ITA 138(12);' “taxation year” — ITA 249. 


29 66 


8601. [Prescribed ‘proportion of taxable capital] — For the 
purpose of determining the taxable capital employed in Canada of a 
corporation for a taxation year under subsection. 181.2(1) of the Act, 
the prescribed. proportion of the corporation’s taxable capital (as de- 
termined under Part I.3. of the Act) for the year is the amount deter- 
mined by the formula 


Que 
Cc 


where 


A. is the taxable capital (as determined under Part 1.3 of the Act) of 
the corporation for the year, 


Bis the total of all amounts each of which is the amount, deter- 
mined in accordance with Part IV (or, in the case of an airline 
corporation, that would be so determined if the corporation had 
a permanent establishment in every province and if paragraphs 
407(1)(a) and (b) were read without reference to the words “in 
Canada’), of the corporation’s taxable income earned in the year 
in a particular province or the amount of its taxable income that 
would, pursuant to that Part, be earned in the year in a province 
if all permanent establishments of the corporation in Canada 
were in a province, and 


C is the corporation’s taxable income for the year, 
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S. 8601 


except that, where the corporation’s taxable income for the year is 
nil, the corporation shall, for the purposes of this section, be 
deemed to have a taxable income for the year of $1,000. 


History: S. 8601 enacted by P.C. 1994-556, s. 2, April 14, 1994, Canada Gazette, Part 
II, May 4, 1994, applicable with respect to taxation years ending after June 30, 1989. 
Definitions [Reg. 8601]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “em- 
ployed” —ITA 248(1); “permanent establishment” — Reg. 400(2), 8600; “pre- 
scribed” —ITA 248(1); “province” — Interpretation Act 35(1); “taxable income” — 
ITA 248(1); “taxation year” — ITA 249. 


8602. [Prescribed proportion of amount under s. 123.2] — 
For the purposes of paragraph (b) of the definition “Canadian surtax 
payable” in subsection 125.3(4) of the Act, the prescribed propor- 
tion of the amount determined under section 123.2 of the Act in 
respect of a corporation for a taxation year is the amount deter- 
mined by the formula 


B 
Ax= 
(6 


where 


A is the amount determined under section 123.2 of the Act in re- 
spect of the corporation for the year; 
Baas 
(a) where the corporation carried on a life insurance business 


at any time in the year, the corporation’s taxable capital (as 
determined under Part I.3 of the Act) for the year, and 


(b) in any other case, the corporation’s taxable capital em- 
ployed in Canada (as would be determined under Part I.3 of 
the Act if that Part were read without reference to paragraphs 
181.3(1)(a) and (b) thereof) for the year; and 


C is the corporation’s taxable capital (as determined under Part 1.3 
of the Act) for the year. 

History: S. 8602 enacted by P.C. 1994-556, s. 2, April 14, 1994, Canada Gazette, Part 

Il, May 4, 1994, applicable with respect to taxation years ending after June 30, 1989. 

Definitions [Reg. 8602]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 


tation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “employed”, 
“Jife insurance business”, “prescribed” — ITA 248(1); “taxation year’ —ITA 249. 


8603. [Definitions] — For the purposes of Part VI of the Act, 


(a) “Canadian assets” of a corporation that is a financial institu- 
tion (as defined in subsection 190(1) of the Act) at any time in a 
taxation year means, in respect of that year, the amount that 
would be determined under the definition “Canadian assets” in 
section 8600 in respect of the corporation for the year if the ref- 
erence in that definition to “subsection 181(1)” were read as a 
reference to “subsection 190(1)” and paragraph (b) of that defi- 
nition were read as follows: 


“(b) the total determined under section 190.14 of the Act in 
respect of the corporation’s investments for the year in fi- 
nancial institutions related to it, and”; 


(b) “total assets” of a corporation that is a financial institution 
(as defined in subsection 190(1) of the Act) at any time in a tax- 
ation year means, in respect of that year, the amount that would 
be determined under the definition “total assets” in section 8600 
in respect of the corporation for the year if the reference in that 
definition to “subsection 181(1)” were read as a reference to 
“subsection 190(1)” and paragraph (b) of that definition were 
read as follows: 


“(b) the total determined under section 190.14 of the Act in 
respect of the corporation’s investments for the year in fi- 
nancial institutions related to it;’; and 


(c) “attributed surplus”, “Canadian reserve liabilities” and “total 
reserve liabilities” have the same respective meanings as in sec- 
tion 8600. 
History: S. 8603 enacted by P.C. 1994-556, s. 2, April 14, 1994, Canada Gazette, Part 
II, May 4, 1994, applicable to 1990 et seq. 


Definitions [Reg. 8603]: “amount” — ITA 248(1); 
Interpretation Act 35(1); “related” — ITA 251(2)-(6); 


“corporation” —ITA 248(1), 
“taxation year’ —ITA 249. 


Income Tax Regulations 


8604. [Prescribed corporations] — For the purposes of para- 
graph (g) of the definition “financial institution” in subsection 
181(1) of the Act, each of the following corporations is a prescribed 
corporation: 


(a) a corporation of which all or substantially all of the assets are 
shares or indebtedness of financial institutions (as defined in that 
subsection) to which the corporation is related; 


(b) AVCO Financial Services Canada Limited; 
(c) AVCO Financial Services Realty Limited; 
(d) AVCO Financial Services Quebec Limited; 
(e) General Motors Acceptance Corporation of Canada, Limited; 
(f) Household Financial Corporation Limited; 

(g) Household Finance Corporation of Canada; 
(h) Household Realty Corporation Limited; 

(i) Merchant Retail Services Limited; 

(j) Superior Acceptance Corporation Limited; 

(k) Superior Credit Corporation Limited; 

(1) Crédit Industriel Desjardins; 

(m) Beneficial Canada Inc.; 

(n) Beneficial Realty Ltd.; 

(0) RT Mortgage-Backed Securities Limited; 

(p) RT Mortgage-Backed Securities II Limited; 
(q) T. Eaton Acceptance Co. Limited; 

(r) National Retail Credit Services Limited; 

(s) Ford Credit Canada Limited; 

(t) Principal Fund Incorporated; 

(u) Farm Credit Canada; 

(v) Canadian Cooperative Agricultural Financial Services; 
(w) CU Credit Inc.; 

(x) Household Commercial Canada Inc.; 

(y) Canadian Home Income Plan Corporation; 
(z) Hudson’s Bay Company Acceptance Limited; 
(z.1) Bombardier Capital Ltd.; 

(z.2) Trans Canada Credit Corporation; 

(z.3) Norwest Financial Canada, Inc.; 

(z.4) Norwest Financial Capital Canada, Inc.; 
(z.5) GE Capital Canada Limited; and 

Ge 6) GE Cate oye sae Financial Services Company. 


Application: The J yt) 2010 draft epilation’ (Patt 1 — technical), s. 176, will 
repeal s, 8604, applicable after December ae 2002. See instead the proposed. Soe 
ule after ITA 262. © : 


181(1) of the Act. ie its par. | 
of which all or substantially all of tise assets are. shares « or Dalene of a 
institution (as defined in subsection 181(1)) to which the corporation is relate 
falls within the definition. 


Section 8604 is proposed to be repealed as a consequence of amendments to para- os 
graph (g) of the. definition “financial institution”, and readers may « 
for the amendments to that paragraph for additional information. _ 


History: The reference to “Farm Credit Corporation” in s. 8604(u) replaced with a 
reference to “Farm Credit Canada”, by 2001, c. 22, para. 22(b), applicable June 14, 
2001. 


Paras. (w)-(z.6) added to s. 8604 by P.C. 1998-2046, s. 1, November 19, 1998, Canada 
Gazette, Part Il, December 9, 1998, applicable as follows: 


¢ para. 8604(w) applicable 
(a) to taxation years beginning after May 1998; and 


(b) if CU Credit Inc. so elects by notifying the Minister of National Revenue in 
writing before 1999, to 1995 et seg. of CU Credit Inc. and of all corporations 
related to CU Credit Inc.; 
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* para. 8604(x) applicable 
(a) to taxation years beginning after May 1998; and 


(b) if Household Commercial ‘Canada Inc, so elects by notifying the Minister 
of National Revenue in writing before 1999, to 1994 et seq. of Household 
Commercial Canada Inc. and of all corporations related to Household Com- 
mercial Canada Inc.; 


* para. 8604(y) applicable 
(a) to taxation. years beginning after May 1998; and 


(b) if Canadian Home Income Plan Corporation so elects by notifying the Min- 
ister of National Revenue in writing before 1999, to 1996 et seq. of Canadian 
Home Income Plan Corporation and of all corporations related to Canadian 
Home Income Plan Corporation; , 


para. 8604(z) applicable 
(a) to taxation years beginning after May 1998; and 


(b) if Hudson’s Bay Company Acceptance Limited so elects by notifying the 
Minister of National Revenue in writing before 1999, to taxation years begin- 
ning after 1994 of Hudson’s Bay Company Acceptance Limited and of all cor- 
porations related to Hudson’s Bay Company Acceptance Limited; 


para. 8604(z.1) applicable 
(a) to taxation years beginning after May 1998; and 


(b) if Bombardier Capital Ltd. so elects by notifying the Minister of National 
Revenue in writing before 1999, to 1997 et seq. of Bombardier Capital Ltd. 
and of all corporations related to Bombardier Capital Ltd.; 


¢ paras. 8604(z.2), (z.3) and (z.4) applicable 
(a) to taxation years beginning after May 1998; and 


(b) to 1997 et seg. of the particular corporation referred to in para. 8604(z.2), 
(z.3) or (z.4), and of all corporations related to the particular corporation; 


e paras. 8604(z.5) and (z.6) applicable to taxation years ending after September 
1998. 


S. 8604 enacted by P.C. 1994-556,'s. 2, April 14, 1994, Canada Gazette, Part II, May 
4; 1994, applicable as follows: that portion of s. 8604 preceding para. (b) applicable to 
1989 et seq.; paras. 8604(b)-(k) applicable to 1991 et seq., and, where a particular 
corporation prescribed therein so elects by notifying the Minister of National Revenue 
in writing before 1995, to taxation years ending after June 30, 1989 and before 1991 of 
the particular corporation and all corporations related to the particular corporation; pa- 
ras. 8604(1)-(n) applicable (as amended by P.C. 1998-2046, s. 4, November 19, 1998, 
Canada Gazette, Part II, December 9, 1998, deemed to have come into force.on April 
14, 1994) 


(a) to taxation years ending after April 1994; and 


(b) to the 1994 and subsequent taxation years of the particular corporation referred 
to in any of those paragraphs and of all corporations related to the particular corpo- 
ration, and if the particular corporation has so elected by notifying the Minister of 
National Revenue in writing before 1995, to the taxation years ending after June 
1989 of the particular corporation and of all corporations related to the particular 
corporation; 


paras. 8604(0) and (p) applicable to 1992 et seg.; paras. (q) to (u) applicable (as 


amended by P.C. 1998-2046, s. 4, November 19, 1998, Canada Gazette, Part II, De- 
cember 9, 1998, deemed to have come into force on April 14, 1994) 


(a) to taxation years ending after April 1994; 


(b) to the 1994 and subsequent taxation years of the particular corporation referred 
to in any of paragraphs 8604(q), (r), (t) or (u), and of all corporations related to the 
particular corporation, and if the particular corporation has so elected by notifying 
the Minister of National Revenue in writing before 1995, to the 1993 taxation year 
of the particular corporation and of all corporations related to the particular corpo- 
ration; and 


(c) if the particular corporation referred to in paragraph 8604(s) so elects by notify- 
ing the Minister of National Revenue in writing before 1999, to taxation years end- 
ing after 1989 of the particular corporation and of all corporations related to the 
particular corporation; 


and para. 8604(v) applicable to taxation years commencing after 1993. 


Definitions [Reg. 8604]: “Canada” — ITA 255, Interpretation Act 35(1); “corpora- 
tion” —ITA 248(1), Interpretation Act 35(1);. “prescribed” —ITA 248(1); “re- 
lated” —ITA 251(2)-(6); “share” —ITA 248(1). 


8605. (1) For the purposes of subclause 181.3(1)(c)(ii)(A)(I) and 
clause 190.11(b)(i)(B) of the Act, the amount prescribed in respect 
of a particular corporation for a taxation year ending at a particular 
time is the total of all amounts each of which is the amount deter- 
mined in respect of a corporation that is, at the particular time, a 


Reg. 
S. 8605(4) 


foreign insurance subsidiary of the particular corporation, equal to 
the amount, if any, by which 


(a) the amount by which the total, at the end of the subsidiary’s 
last taxation year ending at or before the particular time, of 


(i) the amount of the subsidiary’s long-term debt, and 


(ii) the amount of the subsidiary’s capital stock (or, in the 
case of an insurance corporation incorporated without share 
capital, the amount of its member’s contributions), retained 
earnings, contributed surplus and any other surpluses 


exceeds the total of 


(iii) the amount of the subsidiary’s deferred tax debit balance 
at ‘the end of the year, and 


(iv) the amount of any deficit deducted in computing the sub- 
sidiary’s shareholders’ equity at the end of the year 


exceeds the total of all amounts each of which is 


(b) the carrying value to its owner at the particular time for the 
taxation year that includes the particular time of,a share of the 
subsidiary’s capital stock or its long term debt that is owned at 
the particular time by 


(i) the particular corporation, 
(ii) a subsidiary of the particular corporation, 
(ii1) a corporation 

(A) that is resident in Canada, 


(B) that carried on a life insurance business in Canada at 
any time in its taxation year ending at or before the partic- 
ular time, and 


(C) that is 


(1)\a corporation of which the particular corporation is 
a subsidiary, or 


(II) a subsidiary of a corporation described in sub- 
clause (I), or 


(iv) a subsidiary of a corporation described in subparagraph 
(iii), or 
(c) an amount included under paragraph (a) in respect of any 
surplus of the subsidiary contributed by a corporation described 
in any of subparagraphs (b)(i) to (iv), other than an amount in- 
cluded under paragraph (b). 


(d) [Repealed] 


(2) For the purposes of subclause 181.3(1)(c)Gi)(A)CID and clause 
190.11(b)(i)(C)-of the Act, the amount prescribed in respect of a 
particular corporation for a taxation year ending at a particular time 
is the total of all amounts each of which is the amount determined 
in respect of a corporation that is, at the particular time, a foreign 
insurance subsidiary of the particular corporation, equal to the 
amount, if any, by which 


(a) the total of the amounts determined under paragraphs (1)(b) 
and (c) in respect of the subsidiary for the year 


exceeds 


(b) the amount determined under paragraph (1)(a) in respect of 
the subsidiary for the year. 


(3) For the purposes of subclause 181.3(1)(c)(ii)(A)(V) and. clause 
190.11(b)G@)(E) of the Act, the amount prescribed in respect of a 
particular corporation for a taxation year ending at a particular time 
means the total of all amounts each of which would be the total 
reserve liabilities of a foreign insurance subsidiary of the particular 
corporation as at the end of the subsidiary’s last taxation year end- 
ing at or before the particular time if the subsidiary were required 
by law to report to the Superintendent of Financial Institutions for 
that year. 


(4) The definitions in this subsection apply in this section. 
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Reg. 
S. 8605(4) for 


“foreign insurance subsidiary” of a particular corporation at any 
time means a non-resident corporation that 


(a) carried on a life insurance business throughout its last taxa- 
tion year ending at or before that time, 


(b) did not carry on a life insurance business in Canada at any 
time in its last taxation year ending at or before that time, and 


(c) is at that time 
(i) a subsidiary of the particular corporation, and 
(ii) not a subsidiary of any corporation that 
(A) is resident in Canada, 


(B) carried on a life insurance business in Canada at any 
time in its last taxation year ending at or before that time, 
and 


(C) is a subsidiary of the particular corporation. 


“subsidiary” of a corporation (in this definition referred to as the 
“parent corporation”) means a corporation controlled by the parent 
corporation where shares of each class of the capital stock of the 
corporation having a fair market value of not less than 75% of the 
fair market value of all of the issued and outstanding shares of that 
class belong to 


(a) the parent corporation, 
(b) a corporation that is a subsidiary of the parent corporation, or 


(c) any combination of corporations each of which is a corpora- 
tion referred to in paragraph (a) or described in paragraph (b). 


Related Provisions: Reg. 8500(1.1) — Definition applies to ITA 147.3(7.1). 


History: Subsec 8605(3) amended by P.C. 2000-1714, November 30, 2000, Canada 
Gazette, Part II, December 20, 2000, s. 9, applicable to 1999 et seg. 


Para. 8605(1)(c) renumbered (from para. (d)) and amended and former (c) repealed by 
P.C. 1998-2046, s. 2, November 19, 1998, Canada Gazette, Part Il, December 9, 1998, 
applicable to 1991 et seq. 


S. 8605 added by P.C. 1996-1597, s. 1, October 24, 1996, Canada Gazette, Part Il, 
November 13, 1996, applicable to 1991 ef seg. 

Definitions [Reg. 8605]: “amount” — ITA 248(1); “Canada” — ITA 255, Interpre- 
tation Act 35(1); “carrying value” —ITA 181(3), 190(2); “controlled” — ITA 256(6), 
(6.1); “corporation” —ITA 248(1), Interpretation Act 35(1); “foreign insurance sub- 
sidiary” — Reg. 8605(4); “insurance corporation”, “life insurance business”, “non-resi- 
dent? —ITA 248(1); “parent corporation” — Reg. 8605(4)“subsidiary”; “pre- 
scribed” —ITA 248(1); “resident in Canada’ — ITA 250; “share” —ITA 248(1); 
“subsidiary” — Reg. 8605(4); “taxation year” — ITA 249; “total reserve liabilities” — 
Reg. 8600. 


PART LXXXVII — NATIONAL ARTS 
SERVICE ORGANIZATIONS 


History: Part LXXXVII (s. 8700) added by P.C. 1994-139, s. 16, January 27, 1994, 
Canada Gazette; Part II, February 9, 1994, applicable after July 13, 1990. 


8700. [Prescribed conditions] — For the purposes of paragraph 
149.1(6.4)(d) of the Act, the following conditions are prescribed for 
a national arts service organization: 


(a) the organization is an organization 


(i) that is, because of paragraph 149(1)(1) of the Act, exempt 
from tax under Part I of the Act, 


(ii) that represents, in an official language of Canada, the 
community of artists from one or more of the following sec- 
tors of activity in the arts community, that is, theatre, opera, 
music, dance, painting, sculpture, drawing, crafts, design, 
photography, the literary arts, film, sound recording and 
other audio-visual arts, and such other sectors of artistic ac- 
tivity related to the creation or performance of works of art 
as the Minister of Communications may recognize, 


(iii) no part of the income of which may be payable to, or 
otherwise available for the personal benefit of, any. proprie- 
tor, member, shareholder, trustee, or settlor of the organiza- 
tion, except where the payment is for services rendered or is 
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an amount to which paragraph 56(1)(n) of the Act applies in 
respect of the recipient, 


(iv) all of the resources of which are devoted to the activities 
and objects described in its application for its last designation 
by the Minister of Communications pursuant to paragraph 
1491.1(6.4)(a) of the Act, 


(v) more than 50 per cent of the directors, trustees, officers or 
other officials of which deal with each other at arm’s length, 
and 


(vi) no more than 50% of the property of which at any time 
has been contributed or otherwise paid into the organization 
by one person or members of a group of persons who do not 
deal with each other at arm’s length and, for the purpose of 
this subparagraph, a reference to any person or to members 
of a group does not include a reference to Her Majesty in 
Right of Canada or a province, a municipality, a registered 
charity that is not a private foundation or any club, society or 
association described in paragraph 149(1)(1) of the Act; and 


(b) the activities of the organization are confined to one or more 
of 


(i) promoting one or more art forms, 
(ii) conducting research into one or more art forms, 
(iii) sponsoring arts exhibitions or performances, 


(iv) representing interests of the arts community or a sector 
thereof (but not of individuals) before governmental, judicial, 
quasi-judicial or other public bodies, 


(v) conducting workshops, seminars, training programs and 
similar development programs relating to the arts for mem- 
bers of the organization, in respect of which the value of be- 
nefits received or enjoyed by members of the organization is 
required by paragraph 56(1)(aa) [to be renumbered 
56(1)(z.1) — ed.] of the Act to be included in computing the 
incomes of those members, 


(vi) educating the public about the arts community or the sec- 
tor represented by the organization, 


(vii) organizing and sponsoring conventions, conferences, 
competitions and special events relating to the arts commu- 
nity or the sector represented by the organization, 


(viii) conducting arts studies and surveys of interest to mem- 
bers of the organization relating to the arts community or the 
sector represented by the organization, 


(ix) acting as an information centre by maintaining resource 
libraries and data bases relating to the arts community or the 
sector represented by the organization, 


(x) disseminating information relating to the arts community 
or the sector represented by the organization, and 


(xi) paying amounts to which paragraph 56(1)(n) of the Act 
applies in respect of the recipient and which relate to the arts 
community or the sector represented by the organization. 


History: Subpara. 8700(a)(vi) amended by P.C. 2007-849, s. 18, May 31, 2007, Can- 
ada Gazette, Part II, June 13, 2007, in force June 13, 2007. 


S. 46 of 1995, c. 11, in force July 12, 1996, provides as follows: 


46. Other references — Every reference made to the Minister of Communica- 
tions, the Minister of Multiculturalism and Citizenship and the Secretary of State 
of Canada in relation to any matter to which the powers, duties and functions of 
the Minister of Canadian Heritage extend by virtue of this Act, in any other Act 
of Parliament or in any order, regulation or other instrument made under any Act 
of Parliament shall, unless the context otherwise requires, be read as a reference 
to the Minister of Canadian Heritage. 


Definitions [Reg. 8700]: “amount” — ITA 248(1); “arm’s length” — ITA 251(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “Her Majesty” — Jnterpretation Act 
35(1); “individual”, “Minister”, “officer”, “person’’, “prescribed” — ITA 248(1); “pri- 
vate foundation” —ITA 149.1(1), 248(1); “property” — ITA 248(1); “province” — 
Interpretation Act 35(1); “registered charity” —ITA 248(1); “related” —ITA 
251(2)-(6); “shareholder” — ITA 248(1). 
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Part XC — FIs — Prescribed Entities and Properties 


PART LXXXVIII — DISABILITY-RELATED 
MODIFICATIONS AND APPARATUS 


History: Part LXXXVIII (s. 8800) added by P.C. 1993-2026, December 9, 1993, Can- | 


ada Gazette, Part Il, December 29, 1993, applicable with respect to renovations and 
alterations made after 1990, 


8800. [Prescribed renovations and alterations] — The reno- 
vations and alterations that are prescribed for the purposes of para- 
graph 20(1)(qq) of the Act are 


(a) the installation of 
(i) an interior or exterior ramp; or 
(ii) a hand-activated electric door opener; and 


(b) a modification to a bathroom, elevator or doorway to accom- 
modate its use by a person in a wheelchair. 


Definitions [Reg. 8800]: “person”, “prescribed’? — ITA 248(1). 


8801. [Prescribed devices. and equipment] — The devices 


and» equipment that are prescribed for the purposes: of paragraph | 


20(1)(rr) of the Act are 


(a) an elevator car position indicator, such as a braille panel or 
an audio signal, for individuals having a sight impairment; 


(b) a visual fire alarm: indicator, a listening device for group 
meetings or a telephone device, for individuals having ‘a hearing 
impairment; and 

(c) a disability-specific computer software or hardware 
attachment. 


History: Para. 8801(c) added by P.C. 1995-579, April 4, 1995, Canada Gazette, Part 
II, April 19, 1995, applicable to computer attachments for which amounts are paid by 
the taxpayer.after February.25, 1992. 


S. 8801 added by P.C. 1993-2026, December 9, 1993, Canada Gazette, Part Il, Decem- 
ber 29, 1993, applicable with respect to devices or equipment for which-amounts are 
paid by the taxpayer after February 25, 1992. 


Definitions [Reg.' 8801]: “individual”, “prescribed” — ITA 248(1). 


PART LXXXIX — ENTITIES PRESCRIBED 
WITH RESPECT TO CERTAIN RULES 


8900.. (1), International organizations — For the purpose .of 
subparagraph 110(1)((iii) of the Act, the following international 
organizations are prescribed: 


(a) the United Nations; and 


(b) ‘each international organization that is a specialized agency 
brought into relationship with the United Nations in accordance 
with Article 63 of the Charter of the United Nations. 


(2) International non-governmental organizations — For 
the purpose of subparagraph 110(1)(f)(iv) of the Act, the following 
international non-governmental organizations are prescribed: 


(a) the International Air Transport Association; 


(b) the Société internationale de télécommunications aéronauti- 
ques; and 
(c) the World Anti-Doping Preeie 


History: S. 8900 and the preceding heading amended by P.C, 2003-266,'s. 1, February 
27, 2003, Canada Gazette, Part Il, March 12, 2003, applicable to 2001 et seq. 


S: 8900 added by P.C. 1995-663, s. 1, April 26, 1995, Canada Gazette, Part II, May.17, 
1995, applicable to 1991 et seqg., except that para. 8900(b) applies: only to 1993 et seq. 


Definitions [Reg. 8900]: “prescribed” — ITA. 248(1). 


8901. Partnership — For the purpose. of paragraph 249.1(1)(b) of 
the Act, Gaz. Métropolitain and Company, Limited Partnership is a 
prescribed partnership. 


History: S. 8901 added by P.C. 2003-266, s, 2, February 27, 2003,:Canada Gazette, 
Part II, March 12, 2003, applicable to fiscal’ periods that begin after 1994. 


Reg. 
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PART XC — FINANCIAL INSTITUTIONS — 
PRESCRIBED ENTITIES AND PROPERTIES 


9000. Prescribed trust not a financial institution — For the 
purpose of paragraph (e) of the definition “financial institution” in 
subsection 142.2(1) of the Act, a trust is, at any particular time, a 
prescribed person if the following conditions are satisfied at that 
particular time: 


(a) the trust is a related segregated fund trust (within the mean- 
ing assigned by paragraph 138.1(1)(a) of the Act); 


(b) the trust is deemed, under paragraph 138.1(1)(a) of the Act, 
to have been created at a time that is not more than two years 
before that particular time; and 


(c) the cost of the trustee’s interest (as determined by paragraph 
138.1(1)(c) and (d) of the Act) in the trust does not exceed 
$5,000,000. 


History: S. 9000 added by 2009, c. 2, subsec. 118(1), applieabigk to taxation years that 
end after February 22,1994. 


Definitions [Reg. 9000]: “person”, “prescribed” — ITA 248(1); “related segregated 
fund trust”\— ITA 138:1(1)(a); “trust” —ITA 104(1),.248(1), (3). 


9001. Prescribed property not mark-to-market property — 
(1) In this section, “qualified small business corporation”, at any 
time, means a corporation in respect of which the following condi- 
tions are satisfied at that time: 


_(a) the corporation is a Canadian-controlled private, corporation; 


(b) the corporation either is an eligible corporation (as defined in 
subsection 5100(1)) or would be an eligible corporation if the 
definition “eligible corporation” in subsection 5 ae were read 
without reference to its paragraph (e); 


(c) the carrying value of the total assets of the corporation and 
_all corporations related to it (determined in accordance with gen- 
erally accepted accounting principles. on a consolidated or com- 
bined basis, where applicable) does not exceed $50,000,000; and 


(d) the number of employees of the corporation and all corpora- 
tions related to it does not exceed 500. 


(2) For the purpose,of paragraph (e) of the definition “excluded pro- 
perty”’ in subsection 142.2(1) of the Act, a share of the capital stock 
of a corporation is a prescribed property of a taxpayer. if 


(a) immediately after the time at which the taxpayer acquired the 
_ share, the corporation was a qualified small business corpora- 
‘tion, and 


(i) the corporation continued to be a qualified small business 
corporation, forione year after that.time, or 


(ii) the taxpayer could not reasonably expect at that time that 
the corporation would cease to be a qualified small business 
corporation within one year after that time; or 


(b) the share was issued to the taxpayer in exchange for one or 
more shares of the capital stock of the corporation that were, at 
the time ofthe exchange, prescribed property of the. taxpayer 
under this subsection. 


History: S. 9001 added by 2009, c. 2, subsec. 118(1), applicable to taxation years that 
end: after February 22, 1994, except that in applying it to taxation years that begin 
before October 2006, the references in the section to “excluded property” are to be read 
as references to “mark-to-market property”: 


Definitions [Reg. 9001]: “business” —ITA 248(1); “Canadian-controlled private 
corporation” —-ITA 125(7), 248(1); “corporation” —ITA 248(1),. Interpretation Act 
35(1); “eligible corporation” — Reg. 5100(1); “employee”, “prescribed”, “property” — 
ITA 248(1); “qualified small business ;corporation’? — Reg. 9001(1); “related” —- ITA 
251(2)-(6); “share”, “small business corporation”, “taxpayer” — ITA 248(1). 


9002. Prescribed property not mark-to-market property — 
(1) For the purposes of paragraph (e) of the definition “excluded 
property” in subsection 142.2(1) of the Act, and of subparagraph 
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142.6(4)(a)(ii) of the Act, a debt obligation held by a bank is a pre- 
scribed property of the bank if the obligation is 


(a) an exposure to a designated country (within the meaning as- 
signed by section 8006); or 


(b) a United Mexican States Collateralized Par Bond due 2019; 
or 


(c) a United Mexican States Collateralized Discount Bond due 
2019. 


(2) For the purpose of paragraph (e) of the definition “excluded pro- 
perty” in subsection 142.2(1) of the Act, a share is a prescribed pro- 
perty of a taxpayer for a taxation year if 


(a) the share is a lending asset of the taxpayer in the year; or 


(b) the share was, immediately after its issuance, a share de- 
scribed in paragraph (e) of the definition “term preferred share” 
in subsection 248(1) of the Act, and the share would, at any time 
in the year, be a term preferred share if 


(i) that definition were read without reference to the portion 
following paragraph (b), and 


(ii) where the share was issued or acquired on or before June 
28, 1982, it were issued or acquired after that day. 


(3) For the purpose of paragraph (e) of the definition “excluded pro- 
perty” in subsection 142.2(1) of the Act, a share of the capital stock 
of a corporation that is held by a credit union is a prescribed pro- 
perty of the credit union for a taxation year if, throughout the period 
(referred to in this subsection as the “holding period”) in that taxa- 
tion year during which the credit union holds the share 


(a) the corporation is a credit union; or 
(b) the following conditions are satisfied: 
(i) credit unions hold shares of the corporation that 


(A) give those credit unions at least 50% of the votes that 
could be cast under all circumstances at an annual meet- 
ing of shareholders of the corporation, and 


(B) have a fair market value of at least 50% of the fair 
market value of all the issued shares of the corporation, 


(ii) the corporation is not controlled, directly or indirectly in 
any manner whatever, by any person that is not a credit 
union, and 


(iii) the corporation would not be controlled by a person that 
is not a credit union if each share of the corporation that is 
not owned at any time in the holding period by a credit union 
were owned, at that time, by the person. 


History: Subsec. 9002(3) amended by 2009, c. 2, s. 118(2), applicable to taxation 
years that begin after February 2, 2009 except that 


(a) it also applies to taxation years, of a taxpayer, that end after 2002 and begin 
before February 3, 2009, if the taxpayer so elects in writing and files the election 
with the Minister of National Revenue on or before the taxpayer’s filing-due date 
for the taxpayer’s taxation year in 2009; and : 


(b) if a taxpayer makes an election under para. (a), in applying the subsec. as 
amended, for taxation years of the taxpayer that begin before October 2006, the 
reference in that subsection to “excluded property” is to be read as a reference to 
“mark-to-market property”. 


S. 9002 added by 2009, c. 2, subsec. 118(1), applicable to taxation years that end after 
February 22, 1994, except that in applying it to taxation years that begin before Octo- 
ber 2006, the references in it to “excluded property” are to be read as references to 
“mark-to-market property”. 

Definitions [Reg. 9002]: “bank”, “corporation” —ITA 248(1), Interpretation Act 
35(1); “credit union” —ITA 137(6), 248(1); “excluded property’ —ITA 142.2(1); 


“lending asset”, “person”, “prescribed”, “property”, “share”, “shareholder” — ITA 
248(1); “taxation year” — ITA 249; “taxpayer”, “term preferred share” — ITA 248(1). 


9002.1 Prescribed payment card corporation share not 
mark-to-market property — For the purpose of paragraph (b) of 
the definition “excluded property” in subsection 142.2(1) of the 
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Act, a prescribed payment card corporation share of a taxpayer at 
any time means a share of the capital stock of a particular corpora- 
tion if, at that time, 


(a) the particular corporation is any one of the following 
(i) MasterCard International Incorporated, 
(ii) MasterCard Incorporated, or 
(iii) Visa Inc.; and 

(b) the share 


(i) is of a class of shares that is not listed on a stock 
exchange, 


(ii) is not convertible into or exchangeable for a share of the 
class of the capital stock of a corporation that is listed on a 
stock exchange, and 


(iii) was issued by the particular corporation to the taxpayer 
or to a person related to the taxpayer. 


History: S. 9002.1 added by 2009, c. 2, subsec. 118(1), applicable to taxation years 
that end after February 22, 1994 except that, for taxation years that begin before Octo- 


9999 


to be read as a reference to “paragraph (d.1) of the definition “mark-to-market 
property”. 
Definitions [Reg. 9002.1]: “class of shares” — ITA 248(6); “corporation” — ITA 


248(1), Interpretation Act 35(1); “person”, “prescribed” — ITA 248(1); “public corpo- 
ration” — ITA 89(1), 248(1); “share”, “taxpayer” —ITA 248(1). 


9002.2 [Repealed] 


History: The heading to s. 9002.2 repealed by P.C. 2010-548, s. 26, April 29, 2010, 
Canada Gazette, Part Il, May 12, 2010, applicable to taxation years that begin after 
2007. 


S. 9002.2 repealed by 2009, c. 2, subsec. 118(3), applicable to taxation years that begin 
after 2007. 


S. 9002.2 added by 2009, c. 2, subsec. 118(1), applicable to taxation years that begin 
after 1998 and before 2008, except that, for taxation years that begin before October 
2006, the reference in it to “paragraph (c) of the definition “excluded property” is to 
be read as a reference to “paragraph (d.2) of the definition “mark-to-market property”. 


9003. Significant interest in a corporation — For the purpose 
of paragraph 142.2(3)(c) of the Act, a share described in paragraph 
9002(2)(b) is prescribed in respect of all taxpayers. 


History: S. 9003 added by 2009, c. 2, subsec. 118(1), applicable to taxation years that 
end after February 22, 1994. 


Definitions [Reg. 9003]: “prescribed”, “share”, “taxpayer” — ITA 248(1). 


9004. Financing arrangement not a specified debt obliga- 
tion — For the purpose of paragraph (c) of the definition “specified 
debt obligation” in subsection 142.2(1) of the Act, a property is a 
prescribed property throughout a taxation year if 


(a) the property is a direct financing lease, or any other financing 
arrangement, of a taxpayer that is reported as a loan in the tax- 
payer’s financial statements for the year prepared in accordance 
with generally accepted accounting principles; and 


(b) in computing the taxpayer’s income for the year, an amount 
is deductible under paragraph 20(1)(a) of the Act in respect of 
the property that is the subject of the arrangement. 


History: S. 9004 amended by 2009, c. 2, subsec. 118(1), applicable to taxation years 
that begin after February 2, 2009. 


S. 9004 added by P.C. 1999-195, s. 8, February 11, 1999, Canada Gazette, Part Il, 
March 3, 1999, applicable 


(a) to taxation years that end after September 1997; and 


(b) to taxation years that end after 1995 and before October 1997 where the tax- 
payer elects in writing to have para. 20(1)(1) of the Act, as amended, to apply to the 
year and files the election with the Minister of National Revenue before October 
1998. 


Definitions [Reg. 9004]: “amount”, “prescribed”, “property” — ITA 248(1); “taxa- 
tion year” — ITA 249; “taxpayer” —ITA 248(1). 
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Part XCI — FIs — Income, Specified Debt Obligations 


PART XCI — FINANCIAL INSTITUTIONS — 
INCOME FROM SPECIFIED DEBT 
OBLIGATIONS 


9100. Interpretation — Definitions — The following definitions 
apply inthis, Part. 


“fixed payment obligation”, of a taxpayer, means a specified debt 
obligation under which 


(a) the amount and timing of each payment (other than a fee or 
similar payment or an amount payable because of a default by 
the debtor) to be made by the debtor were fixed when the tax- 
payer acquired the obligation and have not been changed; and 


(b) all payments are to be made in the same currency. 


“primary currency”, of a specified debt obligation, means 


(a) the currency with which the obligation is primarily con- 
nected; and 


(b) if there is no such currency, Canadian currency. 


“tax basis”, of a specified debt obligation at any time to a taxpayer, 
has the meaning assigned by subsection 142.4(1) of the Act. 


“total return”, of a taxpayer from a fixed payment obligation, 
means the amount, measured in the primary currency of the obliga- 
tion, by which 


(a) the total of all amounts each of which is the amount of a 
payment (other than a fee or similar payment) required to be 
made by the debtor under the obligation after its acquisition by 
the taxpayer 


exceeds 
(b) the cost to the taxpayer of the obligation. 


History: S. 9100 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Part Il, August 19, 2009, applicable to taxation years that end after February 22, 
1994. 

Definitions [Reg. 9100}: “amount” — ITA 248(1); “fixed payment obligation”, “pri- 
mary currency” — Reg. 9100; “specified debt. obligation” —ITA 142.2(1); “tax- 
payer’ —ITA 248(1). 


9101. Prescribed inclusions and deductions — (1) Inclu- 
sion — For the purpose of paragraph 142.3(1)(a) of the Act, where 
a taxpayer holds a specified debt obligation at any time in a taxation 
year, the amount prescribed in respect of the obligation for the year 
is the total of 


(a) the taxpayer’s accrued return from the obligation for the 
year, 


(b) if the taxpayer’s accrual adjustment determined under sec- 
tion 9102 in respect of the obligation for the year is greater than 
nil, the amount of the adjustment, and 


(c) if a foreign exchange adjustment is determined under section 
9104 in respect of the obligation for the year and is greater than 
nil, the amount of the adjustment. 


(2) Deduction — For the purpose of paragraph 142.3(1)(b) of the 
Act, where a taxpayer holds a specified debt obligation at any time 
in a taxation year, the amount prescribed in respect of the obligation 
is the total of 


(a) if the taxpayer’s accrual adjustment determined under section 
9102 in respect of the obligation for the year is less than nil, the 
absolute value of the amount of the adjustment, and 


(b) if a foreign exchange adjustment is determined under section 
9104 in respect of the obligation for the year and is less than nil, 
the absolute value of the amount of the adjustment. 
History: S. 9101 added by P.C. 2009-1212, subsec, 7(1), July 30, 2009, Canada Ga- 
zette, Part II, August 19, 2009, applicable to taxation years that end after February 22, 
1994. 


Definitions [Reg. 9101]: “accrual adjustment” — Reg. 9102(4), (5); “accrued re- 
turn” — Reg. 9102(3); “amount” —ITA 248(1); “foreign exchange adjustment’? — 


Reg. 
S. 9102(4) 


Reg. 9104(1);. “prescribed” —ITA 248(1); “specified debt obligation” —ITA 
142.2(1); “taxation year’ — ITA 249; “taxpayer” — ITA 248(1). 


9102... General accrual. rules—(1) Fixed payment 
obligation not. in default — For the purpose. of. paragraph 
9101(1)(a),.a taxpayer’s accrued return for a taxation year from a 
fixed payment obligation, under which each payment required to be 
made before the end of the year was made by the debtor when it 
was required to be made, shall be determined in accordance with 
the following rules: 


(a) determine, in the primary currency of the obligation, the por- 
tion of the taxpayer’s total return from the obligation that is allo- 
cated to each day in the year using 


(i) the level-yield method described in subsection (2), or 


(ii) any other reasonable method that is substantially similar 
to the level-yield method; 


(b) if the primary currency of the obligation is not Canadian cur- 
rency, translate to Canadian currency the amount allocated to 
each day in the year, using a reasonable method of translation; 
and 


(c) determine the total of all amounts each of which is the Cana- 
dian currency amount allocated to a day, in the year, at the be- 
» ginning of which the taxpayer holds the obligation. 


(2) Level-yield method — For the purpose of subsection (1), the 
level-yield method for allocating a taxpayer’s total return from a 
fixed payment obligation is the method that allocates, to each par- 
ticular day in the period that begins on the day following the day on 
which the taxpayer acquired the obligation and that ends on the day 
on which the obligation:matures, the amount determined by the 
formula 


(A+B—C)xD 
where 


A. is the cost of the obligation to the taxpayer (expressed in the 
primary currency of the obligation); 


B is the total of all amounts each of which is the portion of the 
taxpayer’s total return from the obligation that is allocated to a 
day before the particular day; 


C is the total of all payments required to be made under the obliga- 
tion after it was acquired by the taxpayer and before the particu- 
lar day; and 


D is the rate of interest per day that, if used in computing the pre- 
sent value (as of. the end of the day on which the taxpayer ac- 
quired the obligation and based on daily compounding) of all 
payments to be made under the obligation after it was acquired 
by the taxpayer, produces a present value equal to the cost to the 
taxpayer of the obligation (expressed in the primary currency of 
the obligation). 

Related Provisions: ITA 257 — Negative amounts in formulas. 


(3) Other specified debt obligations — For the purpose of par- 
agraph 9101(1)(a), a taxpayer’s accrued return for a taxation year 
from a specified debt obligation, other than an obligation to which 
subsection (1) applies, shall, be determined 


(a) using a reasonable method that, 


(i) taking into account the extent to which the obligation dif- 

fers from fixed payment obligations, is consistent with the 
principles implicit in the methods that can be used under sub- 
section (1) for fixed payment obligations, and 


(ii) is in accordance with generally accepted accounting prac- 
tice for the measurement of profit from debt obligations; and 


(b) on the basis of reasonable assumptions with respect to the 
timing and amount of any payments to be made by the debtor 
under the obligation that are not fixed in their timing or amount 
(measured in the primary currency of the obligation). 


(4) Accrual adjustment nil — For the purposes of paragraphs 
9101(1)(b) and (2)(a), if subsection 142.3(1) of the Act applies to a 
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taxpayer for a particular taxation year in respect of a specified debt 
obligation and either the subsection did not apply in respect of the 
obligation for the taxpayer’s immediately preceding taxation year or 
the taxpayer did not own the obligation at the end of that immedi- 
ately preceding taxation year, the taxpayer’s accrual adjustment in 
respect of the obligation for the particular taxation year is nil. 


(5) Accrual adjustment — For the purposes of paragraphs 
9101(1)(b) and (2)(a), if subsection (4) does not apply to determine 
a taxpayer’s accrual adjustment in respect of a specified debt obli- 
gation for a particular taxation year, the taxpayer’s accrual adjust- 
ment is the positive or negative amount determined by the formula 


A-B 
where 


A is the total of all amounts each of which is the amount that 
would be the taxpayer’s accrued return from the obligation for a 
taxation year, before the particular taxation year, for which sub- 
section 142.3(1) of the Act applied to the taxpayer in respect of 
the obligation if the accrued return were redetermined on the ba- 
sis of 


(a) the information available at the end of the particular year, 
and 

(b) the assumptions, if any, with respect to the timing and 
amount of payments to be made under the obligation after the 
particular taxation year that were used for the purpose of de- 
termining the taxpayer’s accrued return from the obligation 
for the particular taxation year; and 

Bis the total of 


(a) the amount included under paragraph 9101(1)(a) as: the 
taxpayer's accrued return from the obligation for the taxation 
year immediately preceding the particular taxation year, and 
(b) if the taxpayer’s accrual adjustment in respect of the obli- 
gation for that immediately preceding taxation year was de- 
termined under this subsection, the value of A for the pur- 
pose of determining that accrual adjustment. 

Related Provisions: ITA 257 — Negalive amounts in formulas. 


(6) Special cases and transition — The rules in this section for 
determining accrued returns and accrual adjustments are subject to 
section 9103. 

History: S. 9102 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Past Il, August 19, 2009, applicable to taxation years that end after February 22, 
1994, 

Definitions [Reg. 9102]: “amount” —ITA 248(1); “fixed payment obligation” — 
Reg. 9100; “level-yield method” — Reg, 9102(2); “primary currency” — Reg. 9100; 
“specified debt obligation’ —ITA 142.2(1), “taxation year” —ITA 249; “tax- 
payer” —ITA 248(1); “total return” — Reg. 9100. 


9103. Accrual rules — special cases and transition — (1) 
Convertible obligation — For the purposes of section 9102, if 
the terms of a specified debt obligation of a taxpayer give the tax- 
payer the right to exchange the obligation for shares of the debtor or 
of a corporation related to the debtor 
(a) subject to paragraph (b), the right shall be disregarded 
(whether it has been exercised or not); and 
(b) if 5% or more of the cost of the obligation to the taxpayer 1s 
attributable to the right, the cost is deemed to equal the amount 
by which the cost exceeds the portion of the cost attributable to 
the right. 


(2) [Repealed] 


(3) Amendment of obligation — If the terms of a specified debt 
obligation of a taxpayer are amended at any time in a taxation year 
of the taxpayer to change the timing or amount of any payment to 
be made, at or after that time, under the obligation, the taxpayer’s 
accrued returns for the taxation year and for each subsequent taxa- 
tion year are to be redetermined under section 9102 using a reason- 
able method that fully gives effect, in those accrued returns, to the 
alteration to the payments under the obligation. 
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(4) Obligations acquired before financial institution rules 
apply — If a taxpayer held a specified debt obligation at the begin- 
ning of the taxpayer’s first taxation year (in this subsection referred 
to as the “initial year”) for which subsection 142.3(1) of the Act 
applied to the taxpayer in respect of the obligation, the following 
rules apply: 


(a) the taxpayer’s accrued return from the obligation for the ini- 
tial year or a subsequent taxation year shall not include an 
amount to the extent that the amount was included in computing 
the taxpayer’s income for a taxation year preceding the initial 
year; and 


(b) if interest on the obligation in respect of a period before the 
initial year becomes receivable or is received by the taxpayer in 
a particular taxation year that is the initial year or a subsequent 
taxation year, and all or part of the interest would not, but for 
this paragraph, be included in computing the taxpayer’s income 
for any taxation year, there shall be included in determining the 
taxpayer’s accrued return from the obligation for the particular 
taxation year the amount, if any, by which 


(i) the portion of the interest that would not otherwise be in- 
cluded in computing the taxpayer’s income for any taxation 
year 


exceeds 


(ii) the portion of the cost of the obligation to the taxpayer 
that is reasonably attributable to that portion of the interest. 


(5) Prepaid interest — transition rule — If, before November 
1994 and in a taxation year that ended after February 22, 1994, a 
taxpayer received an amount under a specified debt obligation in 
satisfaction, in whole or in part, of the debtor’s obligation to pay 
interest in respect of a period after the taxation year, 


(a) the amount may, at the election of the taxpayer, be included 
in determining the taxpayer’s accrued return for the taxation 
year from the obligation; and 


(b) if the amount is so included, the taxpayer’s accrued returns 
for subsequent taxation years from the obligation shall not in- 
clude any amount in respect of interest that, because of the pay- 
ment of the amount, the debtor is no longer required to pay. 


History: Subsec. 9103(2) repealed by P.C. 2009-1212, subsec. 7(2), July 30, 2009, 
Canada Gazette, Part Il, August 19, 2009, applicable 


(a) to taxation years that end after September 1997; and 


(b) to a taxpayer’s taxation years that end after 1995 and before October 1997 
where the taxpayer has made an election under para. 81(11)(b) of S.C. 1998, c. 19 
(Royal Assent June 18, 1998), the Income Tax Amendments Act, 1997. 


S. 9103 added by the said P.C. 2009-1212, subsec. 7(1), applicable to taxation years 
that end after February 22, 1994, except that in respect of taxation years beginning 
before April 11, 2009, subsec. 9103(3) is to be read as follows: 


(3) For the purposes of determining accrued returns and accrual adjustments 
under section 9102, if the terms of a specified debt obligation of a taxpayer have 
been amended to change the timing or amount of any payment to be made under 
the obligation, the amendment shall be taken into account as if the obligation had 
been acquired at the time the amendment was made. 


Definitions [Reg. 9103]: “amount” —ITA 248(1); “corporation” — ITA 248(1), 
Interpretation Act 35(1); “initial year” — Reg. 9103(4); “related” — FTA 251(2)-(6); 
“share” — ITA 248(1); “specified debt obligation” — ITA 142.2(1); “taxation year” — 
ITA 249; “taxpayer”? — ITA 248(1). 


9104. Foreign exchange adjustment — (1) Obligations held 
at end of taxation year — For the purposes of paragraphs 
9101(1)(c) and (2)(b), if, at the end of a taxation year, a taxpayer 
holds a specified debt obligation the primary currency. of which is 
not Canadian currency, the taxpayer’s foreign exchange adjustment 
in respect of the obligation for the taxation year is the positive or 
negative amount determined by the formula 


(A x B)—C 


where 
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A is the amount that would be the tax basis of the bis tae to the 
taxpayer at the end of the year if 


(a) the tax basis were determined: using the primary currency 


of the obligation as ee currency in which all amounts ‘are 
expressed, 


(b) the definition “tax basis” im: subsection, 142.4(1) of the | 


Act were read without reference to paragraphs: (f);, (h), (0) 
. and (q), and 


(c).the taxpayer’s foreign exchange adjustment.in respect of | 


the obligation for.each year were. nil; 


Bis the rate of exchange at the end of the year of the primary cur- 
rency of the obligation into Canadian currency; and 


C is the amount that would be the tax basis of the oblgeticn to the | 


taxpayer at, the end of the year if 


(a) the definition “tax basis” in subsection 142.4(1) of the 
Act were read without reference to paragraphs (h) and (q), 
and 


(b) the taxpayer’s foreign exchange, adjustment, in respect. of 
the obligation for the year were. nil. 

Related Provisions: ITA 257 — Negative. amounts ‘in formulas. 

1.T.. Technical News: 15 (tax consequences of the adoption of the “euro” currency). 


(2) Disposition of obligation — If a taxpayer disposes of a 
specified debt obligation the primary currency of which is not Ca- 
nadian currency, the taxpayer’s foreign exchange adjustment in re- 
spect of the obligation for the taxation year in which the disposition 
occurs.is the amount that would be.the foreign exchange adjustment 
if the taxation year had ended immediately before the disposition. 


(3) Disposition of obligation before 1996 — At the election of 
a taxpayer, subsection (2) does not apply to specified debt obliga- 
tions disposed of by the taxpayer before 1996... 


History: S. 9104 added by P.C. 2009-1212, subsec: 7(1), July. 30, 2009,;Canada Ga- 


zette, Part II, August 19, 2009, applicable to taxation years that.end after February 22, 
1994. 

Definitions [Reg. 9104]: “amount” — ITA 248(1); “disposed”, “disposes”, — ITA 
248(1)“disposition”; “disposition” —ITA 248(1); “primary currency” — Reg. 9100; 
“specified debt obligation” —ITA 142.2(1); “tax basis” —ITA 142.4(1), Reg. 9100; 
“taxation year’ — ITA 249; “taxpayer” —ITA 248(1). 


PART XCIl — FINANCIAL INSTITUTIONS — 
DISPOSITION OF SPECIFIED DEBT 
OBLIGATIONS . 


9200. Interpretation — (1) Definitions — The following defini- 
tions apply in this Part. 


“gain”, of a taxpayer from the disposition of a specified. debt obli- 
gation, means the gain from the disposition determined under para- 
graph 142.4(6)(a) of the Act. 


“loss”, of a taxpayer from the disposition of a specified debt obliga- 
tion, means the loss from the disposition determined under para- 
graph 142.4(6)(b) of the Act. 


“residual portion’’, of a taxpayer’s gain or loss from the disposi- 
tion of a specified debt obligation, means the amount determined 
under subsection 142.4(8) of the Act in respect of the disposition. 


(2) Amortization date — For the purposes of this Part, the amor- 
tization date for a specified debt obligation disposed of by a tax- 
payer is the day determined as follows: 


(a) subject to paragraphs (b) to (d), the amortization date is the 
later of the day of disposition and the day on which the debtor is 
required to make the final payment under the obligation, deter- 
mined without regard to’any option respecting the timing of pay- 
ments under the obligation (other than an option that was exer- 
cised before the disposition); 


(b) subject to paragraphs (c) and (d), the amortization date is the 
day of disposition if the day on which the debtor is required to 
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make the final payment under the obligation is not determinable 
for the purpose of paragraph (a); 

(c) subject to paragraph (d), the amortization date is the first 
day, if any, after the disposition on which the interest rate:could 
change, if the obligation is one in respect of which the following 
conditions are satisfied: 


_ i) the obligation provides for stipulated interest payments, 


(ii) the rate of interest for one or more periods after the issu- 
ance of the obligation was not fixed on the day of issue, and 


(iii) when the obligation was issued, it was reasonable to ex- 
pect that the interest rate for each period would. equal or ap- 
proximate a reasonable market rate of interest for that period; 
and 


(d) if, for purposes of its financial statements, the taxpayer had a 
gain or loss from the disposition that is being amortized to 
profit, the amortization date is the last day of the: amortization 
period. 
History: S. 9200 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Part II, August 19, 2009, applicable to taxation years that end after February 22, 
1994. 
Definitions [Reg. 9200]: “amortization date” — Reg. 9200(2); “amount” — ITA 
248(1); “disposed” — ITA 248(1)“disposition”; “disposition” —ITA 248(1); “gain”, 
“loss” — Reg. 9200(1); “specified debt obligation” — ITA’ 142.2(1); “taxpayer” — 
ITA 248(1). 


9201.. Transition amount — For: the purpose of subsection 
142.4(1) of the Act, “transition amount”, of a taxpayer in respect of 
the disposition of a specified debt obligation, means, 
(a) if neither paragraph (b) nor (c) applies, nil; 
(b) if 
(i) the taxpayer acquired the obligation before its taxation 
year that includes February 23, 1994, 
(ii) neither paragraph. 7000(2)(a) nor (b) has applied to, the 
obligation, and 
(iii) the principal amount of the obligation exceeds the. cost 
of the obligation to the taxpayer (which excess is referred to 
in this paragraph as the “discount”), 


the amount determined by the formula 
AB 
where 


A_is the total of all amounts each of which is the amount in- 
cluded in respect of the discount in computing the taxpayer’s 
profit for a taxation year that ended before February 23, 
1994, and 


B.‘is the total of all amounts each of which is the amount in- 
cluded in respect of the discount in computing the taxpayer’s 
income for a taxation year that ended before February 23, 
1994; and 


(c) where 
(i) the conditions in subparagraphs (b)(i) and (ii) are satis- 
fied, and 
(ii) the cost of the obligation to the taxpayer exceeds the 
principal amount of the obligation (which excess is referred 
to in this paragraph as the “premium’’), 


the negative of the amount determined by the formula 
A-B 
where 


A is the total of all amounts each of which is the amount de- 
ducted in respect of the premium in computing the taxpayer’s 
profit for a taxation year that ended before February 23, 
1994, and 


B is the total of all-amounts each of which is the amount de- 
ducted in respect of the premium in computing the taxpayer’s 
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income for a taxation year that ended before February 23, 
1994. 


Related Provisions: ITA 257 — Negative amounts in formulas. 


History: S. 9201 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Part II, August 19, 2009, applicable to taxation years that end after February 22, 
1994. 

Definitions [Reg. 9201]: “amount” — ITA 248(1); “discount” — Reg. 9201(b)(iii); 
“disposition” —ITA 248(1); “premium” — Reg. 9201(c)(ii); “principal amount” — 
ITA 248(1); “specified debt obligation” —ITA 142.2(1); “taxation year’ — ITA 249; 
“taxpayer” — ITA 248(1). 


9202. Prescribed debt obligations — (1) Application of 
related election — The following rules apply with respect to an 
election made under subsection (3) or (4) by a taxpayer: 


(a) the election applies only if 
(i) it is in writing, 
(ii) it specifies the first taxation year (in this subsection re- 
ferred to as the “initial year’’) of the taxpayer to which it is to 
apply, and 
(iii) either it is received by the Minister within six months 


after the end of the initial year, or the Minister has expressly 
accepted the later filing of the election; 


(b) subject to paragraph (c), the election applies to dispositions 
of specified debt obligations in the initial year and subsequent 
taxation years; and 


(c) if the Minister has approved, on written application by the 
taxpayer, the revocation of the election, the election does not ap- 
ply to dispositions. of specified debt obligations in the taxation 
year specified in the application and in subsequent taxation 
years. 


(2) Prescribed specified debt obligation — For the purpose 
of subparagraph 142.4(5)(a)(ii) of the Act, a specified debt obliga- 
tion disposed of by a taxpayer in a taxation year is prescribed in 
respect of the taxpayer if the amortization date for the obligation is 
not more than two years after the end of the taxation year. 


(3) Prescribed specified debt obligation — exception — 
Subsection (2) does not apply in respect of a taxpayer for a taxation 
year if 


(a) generally accepted accounting principles require that the tax- 
payer’s gains and losses arising on the disposition of a class of 
debt obligations be amortized to profit for the purpose of the 
taxpayer’s financial statements; 


(b) the taxpayer has elected not to have subsection (2) apply; 
and 


(c) the election applies to dispositions in the year. 


(4) Prescribed specified debt obligation — For the purpose 
of subparagraph 142.4(5)(a)(ii) of the Act, a specified debt obliga- 
tion disposed of by a taxpayer in a taxation year is prescribed in 
respect of the taxpayer if 


(a) the taxpayer has elected to have this subsection apply; 
(b) the election applies to dispositions in the year; and 


(c) the absolute value of the positive or negative amount deter- 
mined by the formula (A — B) does not exceed the lesser of 
$5,000 and the amount, if any, specified in the election, where 


A is the total of all amounts each of which is the residual por- 
tion of the taxpayer’s gain from the disposition of the obliga- 
tion or any other specified debt obligation disposed of in the 
same transaction, and 

B_ is the total of all amounts each of which is the residual por- 
tion of the taxpayer’s loss from the disposition of the obliga- 
tion or any other specified debt obligation disposed of in the 
same transaction. 

Related Provisions: ITA 257 — Negative amounts in formulas. 


(5) Prescribed specified debt obligation — For the purpose 
of subparagraph 142.4(5)(a)(11) of the Act, a specified debt obliga- 
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tion disposed of by a taxpayer in a taxation year is prescribed in 
respect of the taxpayer if 


(a) the disposition resulted in an extinguishment of the obliga- 
tion, other than an extinguishment that occurred because of a 
purchase of the obligation by the debtor in the open market; 


(b) the taxpayer had the right to require the obligation to be set- 
tled at any time; or 


(c) the debtor had the right to settle the obligation at any time. 


History: S. 9202 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Part II, August 19, 2009, applicable to taxation years that end after February 22, 
1994, 


Definitions [Reg. 9202]: “amortization date” — Reg. 9200(2); “amount? — ITA 
248(1); “disposed” —ITA 248(1)“disposition”; “disposition” —ITA 248(1); “elec- 
tion” — Reg. 9202(1); “gain” — Reg. 9200(1); “initial year” — Reg. 9202(1)(a)(ii); 


, “loss” —Reg. 9200(1); “Minister” —ITA 248(1); “month” — Interpretation Act 


35(1); “prescribed” — ITA 248(1); “residual portion” — Reg. 9200(1); “specified debt 
obligation” —ITA 142.2(1); “taxation year” —ITA 249; “taxpayer” — ITA 248(1); 
“writing” — Interpretation Act 35(1); “written” — Interpretation Act 35(1)“writing”. 


9203. Residual portion of gain or loss — (1) Allocation of 
residual portion — Subject to section 9204, if subsection 
142.4(4) of the Act applies to the disposition of a specified debt 
obligation by a taxpayer, the amount allocated to each taxation year 
in respect of the residual portion of the gain or loss from the dispo- 
sition shall be determined, for the purpose of that subsection, 


(a) by a method that complies with, or is substantially similar to 
a method that complies with, subsection (2); or 


(b) if gains and losses from the disposition of debt obligations 
are amortized to profit for the purpose of the taxpayer’s financial 
statements, by the method used for the purpose of the taxpayer’s 
financial statements. 


(2) Proration method — For the purpose of subsection (1), a 
method for allocating to taxation years the residual portion of a tax- 
payer’s gain or loss from the disposition of a specified debt obliga- 
tion complies with this subsection if the amount allocated to each 
taxation year is determined by the formula 

B 


Ax= 
C 


where 
A is the residual portion of the taxpayer’s gain or loss; 


Bis the number of days in the taxation year that are in the period 
referred to in the description of C; and 


C is the number of days in the period that, 


(a) where subsection (3) applies in respect of the obligation, 
is determined under that subsection, and 


(b) in any other case, 


(i) begins on the day on which the taxpayer disposed of 
the obligation, and 


(ii) ends on the earlier of 
(A) the amortization date for the obligation, and 


(B) the day that is 20 years after the day on which the 
taxpayer disposed of the obligation. 


(3) Single proration period — This subsection applies in respect 
of specified debt obligations disposed of by a taxpayer in a transac- 
tion in a taxation year, and the period determined under this subsec- 
tion in respect of the obligations is the period that begins on the day 
of disposition and ends on the weighted average amortization date 
for those obligations so disposed of to which subsection 142.4(4) of 
the Act applies, if 


(a) the taxpayer has elected in its return of income for the taxa- 
tion year to have this subsection apply in respect of the obliga- 
tions so disposed of; 


(b) all the obligations so disposed of were disposed of at the 
same time; and 
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(c) the number of the obligations so disposed of to which sub- 
section 142.4(4) of the Act applies is at least 50, 


(4) Weighted average amortization date — For the purpose of 
subsection (3), the weighted average amortization date for a group 
of specified debt obligations disposed of on the same day by a tax- 
payer is, 


(a) if paragraph (b) does not apply, the day that is the number of 

days after the day of disposition equal to the total of the number 

of days determined in respect of each obligation by the formula 
B 


AxXx= 
C 


where 


A is the number of days. from the day of disposition to. the 
amortization date, for the obligation, . 


B is the residual portion of the gain or loss from the disposition 
of the obligation, and 


C is the total of all amounts each of which is the residual por- 
tion of the gain or loss from the disposition of an obligation 
in the group; and 


(b) the day that the taxpayer determines using a reasonable 
method for estimating the day determined under paragraph (a). 


History: S. 9203 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Part Il, August 19, 2009, applicable to taxation vears that end after February 22, 
1994. 


Definitions [Reg. 9203]: ‘amortization date” — Reg. 9200(2); “amount” — ITA 
248(1); “disposed”? — ITA 248(1)“disposition”; “disposition” — ITA 248(1); “gain”, 
“loss” — Reg. 9200(1); “residual portion” — Reg. 9200(1), 9203(2); “specified debt 
obligation” —ITA 142.2(1); “taxation year” — ITA 249; “taxpayer”? —ITA 248(1); 
“weighted average amortization date” — Reg. 9203(4). 


9204. Special rules for residual portion of gain or loss — 
(1) Application — This section applies for the purposes of subpar- 
agraphs 142.4(4)(c)(i1) and (d)(ii) of the Act. 


(2) Winding-up — If subsection 88(1) of the Act has applied to 
the winding-up of a taxpayer (in this subsection referred to as the 
“subsidiary’’), the following rules apply in respect of the residual 
portion of a gain or loss of the subsidiary from the disposition of a 
specified debt obligation to which subsection 142.4(4) of the Act 
applies: 


(a) the amount of that residual portion allocated to the taxation 
year of the subsidiary in which its assets were distributed to its 
parent on the winding-up shall be determined on the assumption 
that the taxation year ended when the assets were distributed to 
its parent; 


(b) no amount shall be allocated in respect of that residual por- 
tion to any taxation year of the subsidiary after its taxation year 
in which its assets were distributed to its parent; and 


(c) the amount of that residual portion allocated to the taxation 
year of the parent in which the subsidiary’s assets were distrib- 
uted to it shall be determined on the assumption that the taxation 
year began when the assets were distributed to it. 


Related Provisions: Reg. 9204(2.1) — Winding-up into authorized foreign bank. 


(2.1) [Repealed] 


History: Subsec. 9204(2.1) repealed by P.C. 2009-1869, subsec. 12(2), November 19, 
2009, Canada Gazette, Part Il, December 9, 2009, applicable to windings-up that occur 
after June 14, 2004. 


Subsec. 9204(2:1) added by the said P.C. 2009-1869, subsec. 12(1), applicable after 
June 27;:1999 except that before August 9, 2000 it applies only in respect of authorized 
foreign banks. 


(3) Transfer of an insurance business — No amount in re- 
spect of the residual portion of a gain or loss of an insurer from the 
disposition of a specified debt obligation to which subsection 
142.4(4) of the Act applies shall be allocated to any taxation year of 
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the insurer that ends after the insurer ceased to carry on all or sub- 
stantially all of an insurance business, if 


(a) subsection 138(11.5) or (11.94) of the Act has applied to the 
transfer of that business; and 


(b) the person to whom that business was transferred is consid- 
ered, because of paragraph 138(11.5)(k) of the Act, to be the 
same person as the insurer in respect of that residual portion. 


(4) Transfer to new partnership — If subsection 98(6) of the 
Act deems a partnership (in this subsection referred to as the “new 
partnership”) to be a continuation. of another partnership (in this 
subsection referred to as the “predecessor partnership”), the follow- 
ing rules apply in respect of the residual portion of a gain or loss of 
the predecessor partnership from the disposition of a specified debt 
obligation to which subsection 142.4(4) of the Act applies: 


(a) the amount of that residual portion allocated to the taxation 
year of the predecessor partnership in which its property was 
transferred to the new partnership shall be determined on the as- 
sumption that the taxation year ended when the property was 
transferred; 


(b) no amount shall be allocated in respect of that residual por- 
tion to any taxation year of the predecessor partnership after its 
taxation year in which its property was transferred to the new 
partnership; and 


(c) the amount of that residual portion allocated to the taxation 
year of the new partnership in which the predecessor partner- 
ship’s property was transferred to it shall be determined on the 
assumption that the taxation year began when the property was 
transferred to it. 


(5) Ceasing to carry on business — There shall be allocated to 
a particular taxation year of a taxpayer the part, if any, of the 
residual portion of the taxpayer’s gain or loss that is from a disposi- 
tion of a specified debt obligation to which subsection 142.4(4) of 
the Act applies and that was not allocated to a preceding taxation 
year, if 
(a) at any time in the particular taxation year the taxpayer ceases 
to carry on all or substantially all of a business, otherwise than 
as a result of a merger to which subsection 87(2) of the Act ap- 
plies, a winding-up to which subsection 88(1) of the Act applies 
or a transfer of the business to which subsection 98(6) or 
138(11.5) or (11.94) of the Act applies; 


(b) the disposition occurred before that time; and 


(c) the specified debt obligation was property used in the 
business. 
Related Provisions: Reg. 9204(2.1)(b) — Application of ITA 142.7(13) until June 
14/04 to windup of entrant bank; Reg. 9204(5.1) — When non-resident taxpayer 
deemed to cease carrying on business. 


(5.1) Non-resident taxpayer — For the purpose of subsection 
(5), a non-resident taxpayer is considered to cease to carry on all or 
substantially all of a business if the taxpayer ceases. to carry on, or 
ceases to catry on in Canada, all or substantially all of the part of 
the business. that was carried on in Canada. 

History: Subsec. 9204(5.1) added by P.C. 2009-1869, subsec. 12(3), November 19, 


2009, Canada Gazette, Part 11, December 9, 2009, applicable after June 27, 1999 ex- 
cept that before August 9, 2000 it applies only in respect of authorized foreign banks. 


(6) Ceasing to be a financial institution — There shall be al- 
located to a particular taxation year of a taxpayer the part, if any, of 
the residual portion of the taxpayer’s gain or loss that is from a dis- 
position of a specified debt obligation to which subsection 142.4(4) 
of the Act applies and that was not allocated to a preceding taxation 
year, if 

(a) the particular taxation year ends immediately before the time 

at which the taxpayer ceases to be a financial institution, other- 

wise than because it has ceased to carry on a business; and 


(b) the disposition occurred before that time. 


History: S. 9204 added by P.C. 2009-1212, subsec. 7(1), July 30, 2009, Canada Ga- 
zette, Part II, August 19, 2009, applicable to taxation years that end after February 22, 
1994. 
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Definitions [Reg. 9204}: ‘amount’, “business” — ITA 248(1); “Canada” — ITA 
28S, Interprenarion Act 35(1); “Canadian affiliate” — ITA 142.7(1); “disposed” — ITA 
MUL) Misposition”; “disposition” — ITA 248(1); “entrant bank” — ITA 142.7(1); “fi- 
nancial institution” — TTA 142.21); “gain” — Reg. 9200(1); “insurer” — ITA 248(1); 
Reg. 9200C1): “new partnership” — Reg. 9204(4); “non-resident” — ITA 
MAUL “person” — ITA 248(1); “predecessor partnership” — Reg. 9204(4); “pro- 
perty’ — TTA 248(1); “residual portion” — Reg. 9200(1D; “specified debt obliga- 
tion” = ITA 142.20): “subsidiary” — Reg. 9204); “taxation year” —ITA 249; 
“yaxpayer” — TTA 248(1). 


“Toss” 


PART XCIIl — FILM OR VIDEO 
PRODUCTION SERVICES TAX CREDIT 


9300, Accredited production — (1) Subject to subsection (2), 
for the purpose of section 125.5 of the Act, accredited production 
Means 


(a) a film or video production in respect of which the aggregate 
expenditures, included in the cost of the production, in the pe- 
riod that ends 24 months after the time that the principal filming 
or taping of the production began, exceeds $1,000,000; and 
(b) a film or video production that is part of a series of television 
productions that has (wo or more episodes, or is a pilot program 
for such a series of episodes, in respect of which the aggregate 
expenditures included in the cost of each episode in the period 
that ends 24 months after the time that the principal filming or 
taping of the production began exceeds 

(2) ia the case of an episode whose running time is less than 

30 minutes, $100,000, and 


Gi) in any other case, $200,000. 


(2) An accredited production does not include a production that ts 
any of the following: 


(a) news, current events or public affairs programming, or a pro- | 


gramme that includes weather or market reports; 

(b) a talk show; 

(c) a production im respect of a game, questionnaire or contest; 
(d) a sports event or activity; 

(ec) a gala presentation or awards show; 

(f) a production that solicits funds; 

(g) reality television: 

(h) pornography; 

(i) advertising; and 


(J) a production produced primarily for industrial, corporate or 
istituvonal purposes. 


History: S. 8300 (Part XCUD added by P.C. 2005-698, 's. 5, May 3, 2005, Canada 
Garerte, Part Il, May 18, 2005, applicable to taxation years that end after October 1997. 


Forms (Reg. 9300): T1177: Claiming a film or video production service tax credit. 
Definitions [Reg. $300]: “month” — Inrerpretation Act 35(1). 


PART XCIV — PRESCRIBED PROGRAMS 
OF PHYSICAL ACTIVITY 


400, (L) The following definitions apply in this Part. 


“physical activity” means a supervised activity suitable for chil- 
dren (other than an activity where a child rides on or in a motorized 
vehicle as an essential component of the activity) that 


(a) in the case of a qualifying child in respect of whom an | 


amount is deductible under section 118.3 of the Act in comput- 
ing any person’s income for the taxation year, results in move- 
ment and in an observable expenditure of energy in a recrea- 
tonal context: and 


(b) in the case of any other child, contributes to cardio-respira- 
tory endurance and to one or more of the following: 


(1) muscular strength, 
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(ii) muscular endurance, 
(iii) flexibility, and 
(iv) balance. 


“qualifying child” has the meaning assigned by _ subsection 
118.03(1) of the Act. 3 


(2) Prescribed program of physical activity — For the pur- 
pose of the definition “eligible fitness expense” in subsection 
118.03(1) of the Act, a prescribed program of physical activity is 


(a) a weekly program, that is not part of a school’s curriculum, 
of a duration of eight or more consecutive weeks in which all or 
substantially all of the activities include a significant amount of 
physical activity; 


(b) a program, that is not part of a school’s curriculum, of a du- 
ration of five or more consecutive days of which more than 50% 
of the daily activities include a significant amount of physical 
activity; 

(c) a program, that is not part of a school’s curriculum, of a du- 
ration of eight or more consecutive weeks, offered to children by 
a club, association or similar organization (in this section re- 
ferred to as an “organization”) in circumstances where a partici- 
pant in the program may select amongst a variety of activities if 


(i) more than 50% of those activities offered to children by 
the organization are activities that include a significant 
amount of physical activity, or 


(ii) more than 50% of the time scheduled for activities of- 
fered to children in the program is scheduled for activities 
that include a significant amount of physical activity; or 


(d) a membership in an organization, that is not part of a 
school’s curriculum, of a duration of eight or more consecutive 
weeks if more than 50% of all the activities offered to children 
by the organization include a significant amount of physical 
activity. 


(3) Mixed-use facility — For the purpose of the definition “eligi- 
ble fitness expense” in subsection 118.03(1) of the Act, a prescribed 
program of physical activity is that portion of a program, which 
program does not meet the requirements of paragraph (2)(c) and is 
not part of a school’s curriculum, of a duration of eight or more 
consecutive weeks, offered to children by an organization in cir- 
cumstances where a participant in the program may select amongst 
a variety of activities 


(a) that is the percentage of those activities offered to children 
by the organization that are activities that include a significant 
amount of physical activity; or 


(b) that is the percentage of the time scheduled for activities in 
the program that is scheduled for activities that include a signifi- 
cant amount of physical activity. 


(4) Membership — For the purpose of the definition “eligible fit- 
ness expense” in subsection 118.03(1) of the Act, a prescribed pro- 
gram of physical activity is that portion of a membership in an or- 
ganization, which membership does not meet the requirements of 
paragraph (2)(d) and is not part of a school’s curriculum, of a dura- 
tion of eight or more consecutive weeks that is the percentage of all 
the activities offered to children by the organization that are activi- 
ties that include a significant amount of physical activity. 


(5) Horseback riding — For the purpose of the definition “physi- 
cal activity” in subsection (1), horseback riding is deemed to be an 
activity that contributes to cardio-respiratory endurance and to one 
or more of muscular strength, muscular endurance, flexibility and 
balance. 


History: S. 9400 (Part XCIV) added by 2007, c. 35, s. 88, applicable after-2006. 


Definitions [Reg. 9400]: “amount” —ITA 248(1); “child” —ITA 252(1); “per- 
son” — ITA 248(1); “physical activity” — Reg. 9400(1); “prescribed” — ITA 248(1); 


' “qualifying child” — Reg. 9400(1); “taxation year” —ITA 249. 
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Schedule 'I—'Ranges of Remuneration 


PART XCV — EMPLOYEE LIFE AND 
HEALTH TRUSTS 


9500. Prescribed rights — For the purpose of subparagraph 
144.1(2)(g)Gi1) of the Act, prescribed payments are payments to 
General Motors of Canada. Limited or Chrysler Canada Inc. by the 
employee life and health, trust established for the benefit of retired 
automobile industry workers by the Canadian Auto Workers’ Union 
that 


> (a), are:reasonable in the circumstances; 


(b) are made as consideration for administrative services pro- 
vided to or on behalf of the trust or its beneficiaries, or as reim- 
bursement,for employee benefit payments made on behalf of, or 
in contemplation of the establishment of, the trust; and 


(c) the recipient acknowledges in writing shall be included in 
computing the recipient’s income in the year that they are re- 
ceivable, to the ‘extent that the recipient deducts in the year, or 
deducted in a prior year, in computing its income amounts in 
respect of the services or benefit payments described in para- 
graph (b). 

History: S. 9500 (Part XCV) added by 2010, c. 25, s. 87, applicable after 2009. 


Definitions [Reg. 9500]: “automobile” — ITA 248(1) (not intended to apply here); 
“employee”, “prescribed”,—ITA 248(1); “trust?? — ITA 104(1), 248(1), (3); “writ- 
ing’ — Interpretation Act 35(1), 


SCHEDULE | — (SECS. 100, 102: AND 106) 
RANGES OF REMUNERATION AND OF 
TOTAL REMUNERATION 


1. For the purposes of paragraph 102(1)(c), the ranges of remunera- 
tion for each pay period in a taxation year shall be determined as 
follows: 


(a) in respect of a daily pay period, the ranges of remuneration 
shall commence at $44 and increase in increments of $2 for each 
range up to and including $151.99; 


(b) in respect of a weekly pay period, the ranges of remuneration 
shall commence at $202 and increase in increments of 


(i) $2 for each range up to and including $309.99, 
(ii) $4 for each range from $310 to $529.99, 
(iii) $8 for each range from $530 to $969.99, 
(iv), $12 for each, range from $970 to $1,629.99, 

~~ (v) $16 for each range from $1,630: to $2,509.99, 
(vi) $20 for each range from $2,510 to $3,609.99; 


(c) in respect of a bi-weekly pay period, the ranges of remunera- 
tion shall commence at $403 and increase in increments of 


(i) $4 for each range up’ to and including: $618.99, 
(ii) $8 for each range from $619 to $1,058.99, 

(iii) $16 for each range from $1,059 to $1,938.99, 
(iv) $24 for each range from $1,939 to $3,258.99, 
(v) $32 for each range from $3,259 to $5,018.99, 
(vi) $40 for each range from $5,019 to $7,218.99; 


(d) in respect of a semi-monthly pay period, the ranges of remu- 
neration shall commence at $437 and increase in increments of 


(i) $4 for each range up to and including $652.99, 
(ii) $8 for each range from $653 to $1,092.99, 

(iii) $18 for each range from $1,093 to $2,082.99, 
(iv) $26 for each range from $2,083 to $3,512.99, 
(v) $34 for each range from $3,513. to $5,382.99, 
(vi) $44 for each range from $5,383 to $7,802.99; 


(e) in respect of 12 monthly pay periods, the ranges of remuner- 
ation shall commence at $873 and increase in increments of, . 


(i) $8 for each range up to and including’ $1,304.99, 
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(ii) $18 for each range from $1,305 to $2,294.99, 
(iii) $34 for each range from $2,295 to $4,164.99, 
(iv) $52 for each range from $4,165 to $7,024.99, 
(v) $70 for each range from $7,025 to $10,874.99, 
(vi) $86 for each range from $10,875 to $15,604.99; 


(f) in respect of 10 monthly pay periods, the ranges of remunera- 
tion shall commence at $1,048 and increase in increments of 


(i) $10 for each range up to and including $1,587.99, 
(ii) $20 for each range from $1,588 to $2,687.99, 
(iii) $42 for each range from $2,688 to. $4,997.99, 
(iv), $62. for each range from $4,998 to $8,407.99, 

(v) $84 for each range from $8,408 to $13,027.99, 
(vi) $104 for each range from $13,028 to $18,747.99; 


(g), in respect of four-week pay, periods, the ranges of remunera- 
tion shall commence. at.$806 and increase in increments of 


(i) $8 for each range up to and: including $1,237.99, 
(ii) $16 for each range from $1,238 to $2,117.99, 
(iii) $32 for each range from $2,118 to $3,877.99, 
(iv) $48. foreach range from $3,878 to $6,517.99, 
(v) $64 for each range from $6,518 to $10,037.99, 
(vi) $80 for each range from $10,038 to $14,437.99; 


(h) in respect of 22 pay periods per annum, the ranges of remu- 
neration shall commence at $477 and increase in increments of 


(i). $6 for each range upto and including $800.99, 
(ii) $10 for each range from $801 to $1,350.99, 

(iii) $18 for each range from $1,351 to $2,340.99, 
(iv) $28 for each range from $2,341 to $3,880.99, 
(v) $38 for each range from $3,881 to $5,970.99, 
(vi) $48 for each range from $5,971 to $8,610.99. 


Definitions: “pay period”, “remuneration” — Reg. 100(1); “taxation year’ —ITA 
249. 


2. For the purposes of paragraph 102(1)(d), the mid-point of the 
range of amount of personal credits fora taxation year shall be. as 
follows: 

(a) from $0 to $8,929, $8,929; 

(b) from $8,929.01 to $10,817, $9,873.00; 

(c) from. $10,817.01 to. $12,705, $11,761.00; 

(d) from $12,705.01 to $14,593, $13,649.00; 

(e) from $14,593.01 to $16,481, $15,537.00; 

(f) from $16,481.01 to $18,369, $17,425.00; 

(g) from $18,369.01 to $20,257, $19,313.00; 

(h) from $20,257.01 to $22,145, $21,201.00; 

(i) from: $22,145.01 to $24,033, $23,089.00; 

(j) from $24,033.01 to.$25,921, $24,977.00; 

(k) for amounts in excess of $25,921, the amount of the personal 

credits. 
Definitions:, “remuneration” — Reg. 100(1); “taxation year” —ITA 249. 


3. [Repealed] 

History: Ss. 1, 2 of Sch. Jamended by P.-C. 2007-974, subsecs. 1(1) to (5), June 14, 
2007, Canada Gazette, Part Il, June 27, 2007, subsec. 1(5) deemed to have taken effect 
on January 1, 2007, subsec. 1(4) deemed to have taken effect on July 1, 2006, subsec. 
1(3) deemed to have taken effect on January 1, 2006, subsec. 1(2) deemed to have 
taken effect on January 1, 2005, and subsec. 1(1) deemed to have taken effect on Janu- 
ary 1, 2004. 

Sch. I replaced by P.C. 2005-1133, s. 4, June 7, 2005, Canada Gazette, Part Il, June 29, 
2005, applicable to 2004 et seq. 

Ss. 1, 2 of Sch. I amended by P.C. 2005-694, subsecs. 6(1) to (3), May 3, 2005, Can- 
ada Gazette, Part Il, May 18, 2005, subsec. 6(3) deemed in force on January 1, 2004, 
subsec. 6(2) deemed in force on January 1, 2003, and subsec. 6(1) deemed in force on 
January 1, 2002. 
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Paras. 1(b) to (h) and s. 2 of Sch. I amended, and s. 3 repealed, by P.C. 2001-1115, ss. 
7 and 8, June 14, 2001, Canada Gazette, Part Il, July 4, 2001, applicable to 2001 et seq. 


Paras. 1(a) to (h) and s. 2 of Sch. I amended by P.C. 2000-1334, ss. 2, 3, August 23, 
2000, Canada Gazette, Part 11, September 13, 2000, deemed to have come into force 
July 1, 2000. 


Paras. I(a) to (h) and s. 2 of Sch. I amended by P.C. 1999-2205, ss. 2, 3, December 16, 
1999, Canada Gazette, Part Il, January 5, 2000, effective July 1, 1999. 


Paras. I(a) to (h) and s. 2 of Sch. I amended by P.C. 1998-2271, ss. 2, 3, December 16, 
1998, Canada Gazette, Part Il, January 6, 1999, effective July 1, 1998. 


Para. 1(d) of Sch. I amended by P.C. 1996-501, s. 1, April 16, 1996, Canada Gazette, 
Part II, May 1, 1996, effective from January 1, 1996. 


Para. 1(d) of Sch. I amended by P.C. 1994-1370, s. 3, August 16, 1994, Canada Ga- 
zette, Part Il, September 7, 1994, effective from January 1, 1994. 


Ss. 1, 2 amended, 3 added, by P.C. 1992-2347, ss. 4, 5, November 19, 1992, Canada 
Gazette, Part Il, December 2, 1992, effective January 1, 1992. 


Para. 1(b) to (h) of Sch. I amended by P.C, 1992-291, s. 3, February 20, 1992, Canada 
Gazette, Part Il, March 11, 1992, effective July 1, 1991. 


Paras. 1(b) to (h) of Sch. I amended by P.C. 1991-1643, s. 4, September 5, 1991, Can- 
ada Gazette, Part I, September 25, 1991, effective January 1, 1991. 


Paras. 1(a) to (h) of Schedule I amended by P.C. 1991-732, ss. 3, 4, April 18, 1991, 
Canada Gazette, Part Il, May 8, 1991, effective January 1, 1990. 


Paras. 1(e) to (g) substituted by P.C. 1990-432, s. 3, March 8, 1990, Canada Gazette, 
Part II, March 28, 1990, effective January 1, 1989. 


Schedule I substituted by P.C. 1989-2105, s. 7, October 19, 1989, Canada Gazette, Part 
II, November 8, 1989, effective July 1, 1988. 


S. 1 substituted by P.C. 1988-1041, s. 3, June 2, 1988, Canada Gazette, Part II, June 
22, 1988, effective January 1, 1988. 


S. 1 substituted by P.C. 1987-1478, s. 4, July 30, 1987, Canada Gazette, Part II, August 
19, 1987, effective January 1, 1987. 


Schedule I substituted by P.C. 1986-1345, s. 4, June 5, 1986, Canada Gazette, Part I, 
June 25, 1986, effective January 1, 1986. (This effective date was confirmed by P.C. 
1986-2070, September 11, 1986, Canada Gazette, Part II, October 1, 1986.) 


Schedule I substituted by P.C. 1985-1645, s. 4, May 16, 1985, Canada Gazette, Part II, 
May 29, 1985, effective January 1, 1985, 


Paras. 1(a) to (h) substituted by P.C. 1984-3918, December 6, 1984, Canada Gazette, 
Part II, December 26, 1984, effective July 1, 1984. 


Ss. 1 and 2 substituted by P.C. 1984-3684, November 15, 1984, Canada Gazette, Part 
Il, November 28, 1984, effective January 1, 1984. 


Paras. 1(a) to (h) substituted by P.C. 1984-775, s. 2, March 8, 1984, Canada Gazette, 
Part II, March 21, 1984, effective July 1, 1983. 


Schedule I substituted by P.C. 1983-2717, s. 8, September 1, 1983, Canada Gazette, 
Part II, September 14, 1983, effective January 1, 1983. 


All that portion of subparas. 1(a)(i), (iii), 1(b)(i), (ait), 1(C)(i), (iii), 1(d)@), Gli), 1(€)Q), 
(iii), 1(f)G), Gii), 1(g)G), Gii), 1(h)(), (iii) preceding ‘clause (A) substituted by P.C. 
1983-1195, subsecs. 2(1) to 2(16), April 21, 1983, Canada Gazette, Part II, May 11, 
1983, effective July 1, 1982. 


All that portion of paras. 2(a) and 2(b) preceding subpara. (i) substituted by P.C. 1983- 
1195, subsecs. 2(17) and 2(18), April 21, 1983, Canada Gazette, Part Il, May 11, 1983, 
effective July 1, 1982. 


Schedule I substituted by P.C. 1983-1137, s. 5, April 14, 1983, Canada Gazette, Part Ill, 
April 27, 1983, effective January 1, 1982. 


Paras. 2(b), (c) substituted by P.C. 1981-1968, July 16, 1981, Canada Gazette, Part Il, 
August 12, 1981, effective July 1, 1981. 


SCHEDULE Il — CAPITAL COST 
ALLOWANCES 


History: Schedule B was consolidated and retitled Schedule II, as of December 31, 
1977, by the Consolidated Regulations of Canada, chapter 945, proclaimed in force 
August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada Gazette, Part Il, August 8, 
1979, 


Class 1 — (4 per cent) 
[Reg. 1100(1)(a)(i), 1100(1)(za.1), (zc)(i)(A), (B)] 


Property not included in any other class that is 
(a) a bridge; 
(b) a canal; 
(c) a culvert; 
(d) a dam; 
(e) a jetty acquired before May 26, 1976; 
(f) a mole acquired before May 26, 1976; 
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(g) a road, sidewalk, airplane runway, parking area, storage area 
or similar surface construction, acquired before May 26, 1976; 


(h) railway track and grading, including components such as 
rails, ballast, ties and other track material, 


(i) that is not part of a railway system, or 
(ii) that was acquired after May 25, 1976; 


(i) railway traffic control or signalling equipment, acquired after 
May 25, 1976, including switching, block signalling, interlock- 
ing, crossing protection, detection, speed control or retarding 
equipment, but not including property that is principally elec- 
tronic equipment or systems software therefor; 


(j) a subway or tunnel, acquired after May 25, 1976. 


(k) electrical generating equipment (except as specified else- 
where in this Schedule); 


(1) a pipeline, other than 
(i) a pipeline that is gas or oil well equipment, and 


(ii) a pipeline that is for oil or natural gas if the Minister, in 
consultation with the Minister of Natural Resources, is or has 
been satisfied that the main source of supply for the pipeline 
is or was likely to be exhausted within 15 years after the date 
on which the operation of the pipeline commenced; 


(m) the generating or distributing equipment and plant (includ- 
ing structures) of a producer or distributor of electrical energy; 


(n) manufacturing and distributing equipment and plant (includ- 
ing structures) acquired primarily for the production or distribu- 
tion of gas, except 
(i) a property acquired for the purpose of producing or dis- 
tributing gas that is normally distributed in portable 
containers, 


(ii) a property acquired for the purpose of processing natural 
gas, before the delivery of such gas to a distribution system, 
or 
(iii) a property acquired for the purpose of producing oxygen 
or nitrogen; 
(0) the distributing equipment and plant (including structures) of 
a distributor of water; 


(p) the production and distributing equipment and plant (includ- 
ing structures) of a distributor of heat; or 


(q) a building or other structure, or a part of it, including any 
component parts such as electric wiring, plumbing, sprinkler 
systems, air-conditioning equipment, heating equipment, light- 
ing fixtures, elevators and escalators (except property described 
in any of paragraphs (k) and (m) to (p) of this Class or in any of 
paragraphs (a) to (e) of Class 8). 
Related Provisions [Cl. 1]: Reg. 1100(1)(a.1) — Additional 6% allowance where 
building used in manufacturing or processing and election made; Reg. 1100(1)(a.2) — 
Additional 2% allowance for non-residential use where election made; Reg. 
1101(5b.1) — Election for separate class for eligible non-residential building; Reg. 
1101(Se), (Se.1) — Separate classes; Reg. 4600(1)(a), 4600(2)(a) — Qualified property 
for investment tax credit; Reg. 4601(a)(i), (ii) — Qualified transportation equipment; 
Reg. 4604(1)(a), 4604(2)(a) — Approved project property; Reg. Sch. I:Cl, 7(k) — 
Pumping or compression equipment for CO2 pipeline; Reg. Sch. I:Cl. 43.1 — Energy 
generation property; Reg. Sch. II:Cl. 47 — Electricity transmission equipment; Reg. 
Sch. II:Cl. 49 — Pipeline. 


History: Para. (1) amended by P.C. 2006-439, s. 8, June 1, 2006, Canada Gazette, Part 
II, June 14, 2006, deemed in force on February 23, 2005. 


Para. (q) amended by P.C. 2005-2186, s. 7, November 22, 2005, Canada Gazette, Part 
II, December 14, 2005, applicable to property acquired after 1987. 


Para. (k) amended by P.C. 1997-1033, s. 6, July 25, 1997, Canada Gazette, Part II, 
August 20, 1997, applicable to property acquired after 1987. 


Paras. (k) to (q) added by P.C. 1989-2464, s. 10, December 14, 1989, Canada Gazette, 
Part II, January 3, 1990, applicable in respect of property acquired after 1987. 
Definitions [Cl. 1]: “building” — Reg 1102(5), (5.1); “class” — Reg. 1102 (1)-(3), 
(14), (14.1); “gas or oil well equipment” — Reg. 1104(2); “Minister”, “property” — 
ITA 248(1); “railway system” — Reg. 1104(2); “structure” — Reg 1102(5), (5.1); 
“systems software’ — Reg. 1104(2). 

Interpretation Bulletins: IT-79R3: CCA — Buildings or other structures; IT-195R4: 
Rental property — CCA restrictions; IT-304R2: Condominiums; IT-367R3: CCA — 
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Cl. 3 — (5 per cent) Cl. 3 


multiple-unit residential buildings (archived); IT-476R: CCA — Equipment used in pe- 
troleum and natural gas activities; IT-482R: Pipelines. 


Class 2 — (6 per cent) |, 
[Reg. 1100(1)(a)(i)] 


Property that is 


(a) electrical generating equipment (except as specified else- 
where in this Schedule); 


(b) a pipeline, other than gas or oil well equipment, unless, in 
the case of a pipeline for oil or natural gas, the Minister in con- 
sultation with the Minister of Energy, Mines and Resources, is 
or has been satisfied. that the main source of supply for the pipe- 
line is or was likely to be exhausted within 15 years from the 
date on which operation of the pipeline commenced; 


(c) the generating or distributing equipment and plant (including 
structures) of a producer or distributor of electrical energy, ex- 
cept a property included in Class 10, 13, 14, 26 or 28; 


(d) manufacturing and distributing equipment and plant (includ- 
ing structures) acquired primarily for the production or distribu- 
tion of gas, except 


(i) a property included in Class 10, 13 or 14 


(ii) a property acquired for the purpose of producing or dis- 
tributing gas that is normally distributed in. portable 
containers, 


(iii) a property acquired for the purpose of processing natural 
gas, before delivery of such gas to a distribution system, or 


(iv) a property acquired for the purpose of producing oxygen 
or nitrogen; 


_ (e) the distributing equipment and plant (including structures) of 
a distributor of water, except a property included in Class 10, 13 
or 14; or 


(f) the production and distributing equipment and plant (includ- 
ing structures) of a distributor. of heat, except a property in- 
cluded in Class 10, 13 or 14 


acquired by the taxpayer 
(g) before 1988, or 
(h) before 1990 


(i) pursuant to an obligation in writing entered into by the 
taxpayer before June 18, 1987, 


(ii) that, was under construction by or on behalf of the. tax- 
payer on June 18, 1987, or 


(iii) that is machinery or equipment that is a fixed and inte- 
gral part of a building, structure, plant facility or other pro- 
perty that was under construction by or on behalf of the tax- 
payer on June 18, 1987. 
Related Provisions: Reg. 1101(5i) — Separate class for certain pipelines; 1103(2), 
4600(2)(a) — Qualified property for investment tax credit; 4604(2)(a) — Approved 
project property; Reg. Sch. II:Cl. 43.1 — Energy generation property; Reg. Sch. II:Cl. 
49 — Pipeline. 
History: All that portion following para. (f) added by P.C. 1989-2464, s. 11, Decem- 
ber 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of pro- 
perty acquired after 1987. 
Subpara. (d)(iii) substituted and (d)(iv) added by P.C. 1986-2590, s. 20, November 20, 
1986, Canada Gazette, Part II, December 10, 1986, applicable to property acquired 
after April 3, 1985. 
Subpara. (d)(iii) substituted by P.C. 1985-890, s. 1, March 21, 1985, Canada Gazette, 
Part II, April 3, 1985, applicable to property acquired after April 3, 1985. 
Para. (c) substituted by P.C. 1979-1488, s. 2, May 17, 1979, Canada Gazette, Part II, 
June 13, 1979. 
Definitions [Cl. 2]: “building” — Reg 1102(5), (5.1); “gas or oil well equipment” — 
Reg. 1104(2); “Minister”, “property” — ITA 248(1); “structure” — Reg 1102(5), (5.1); 
“taxpayer” — ITA 248(1); “writing” — Interpretation Act 35(1). 


Class 3 — (5 per cent) 
[Reg. 1100(1)(a)Gii), 1100(1)(sb), (za.2), (zc)()(C)] 


Property not included in any other class that is 


(a) a building or other structure, or part thereof, including com- 
ponent parts such as electric wiring, plumbing, sprinkler sys- 
tems, air-conditioning equipment, heating equipment, lighting 
fixtures, elevators and escalators, acquired by the taxpayer 

(i) before 1988, or 

(ii) before 1990 


(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18, 1987, 


(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987, or 


(C) that is a component part of a building that was under 
construction by or on behalf of the taxpayer on June 18, 
1987; 


(b) a breakwater; 
(c).a dock; 

(d) a trestle; 

(e) a windmill; 
(f) a wharf; 


(g) an addition or alteration, made during the period that is after 
March 31,°1967 and before 1988, to a building that would have 
been included in this class during that period but for the fact that 
it was included in Class 20; 


(h) a jetty acquired after May 25, 1976; 
(i) a mole acquired after May 25, 1976; 


(j) telephone, telegraph or data communication equipment, ac- 
quired after May 25, 1976, that is a wire or cable; 


(k) an addition or alteration, other than an addition or alteration 
described in paragraph (k) of Class 6, made after 1987, to a 
building included, in whole or in part, 


(i) in this class, 
(11) in Class.6 by virtue of subparagraph (a)(viil) thereof, or 
(iii) in Class 20, 


to the extent that the aggregate cost of all such additions or alter- 
ations to the building does not exceed the lesser of 


(iv) $500,000, and 


(v) 25 per cent of the aggregate of the amounts that would, 
but for this paragraph, be the capital cost of the building and 
any additions or alterations thereto included in this class or 
Class 6 or 20; or 


(1) ancillary to a wire or cable referred to in paragraph (j) or 
Class 42 and that is supporting equipment such as a pole, mast, 
tower, conduit, brace, crossarm, guy or insulator. 


Related Provisions: Reg. 1101(5e.2), (Sf) — Railway trestles — separate classes; 
Reg. 1102(15)(a), 1103(2f); Reg. 4600(1)(a) — Qualified property for investment tax 
credit; Reg. 4601(a)(iii) — Qualified transportation equipment; Reg. 4604(1)(a) — Ap- 
proved project property; Reg. Sch. II:Cl. 42 — Fibre optic cable or telecom cable. 


History: Para. (j) substituted, (1) added, by P.C. 1994-139, s. 17, January 27, 1994, 
Canada Gazette, Part II, February 9, 1994, applicable to property acquired by a tax- 
payer after December 23, 1991, other than property acquired pursuant to an agreement 
in writing entered into by the taxpayer before December 24, 1991, except that 


(a) where the taxpayer so elects in a letter that is filed with the Minister of National 
Revenue on or before August 8, 1994 or in a letter that is attached to the taxpayer’s 
return of income filed in accordance with s. 150. of the Income Tax Act for the 
taxpayer’s first taxation year ending after December 23, 1991, those provisions 
apply to, property acquired by. the taxpayer after the beginning of that year; 


(b) with respect to property acquired before December 24, 1991 in respect of 
which an election referred to in para. (a) applies, para. (1) shall be read without 
reference to the words “or Class 42” and Schedule II shall be read without refer- 
ence to Class 42; and 


(c) with respect to property acquired after December-23, 1991 and before February 
9, 1994, para. (1) shall be read without reference to the words “or Class 42”. 


Para. (a) substituted, (k) added, by P.C. 1989-2464, subsecs. 12(1), (3), December 14, 
1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of property ac- 
quired after 1987. 
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Para. (g) substituted by subsec. 12(2) of the said P.C. 1989-2464, applicable in respect 
of property acquired after 1978. 


Para. (g) substituted by P.C. 1978-3768, s. 2, December 14, 1978, Canada Gazette, 
Part Il, December 27, 1978, effective January 1, 1979. 


Definitions [Cl. 3]: “amount” —ITA 248(1); “building” —Reg 1102(5), (5.1); 
“class” — Reg. 1102 (1)+(3), (14), (14.1); “property” —ITA 248(1); “structure” 
Reg 1102(5), (5.1); “taxpayer” —ITA 248(1); “telegraph” — Interpretation Act 36; 
“writing” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-79R3: CCA — buildings or other structures; IT-195R4: 
Rental property —CCA restrictions; IT-367R3: CCA — multiple-unit residential 
buildings (archived). 


Class 4— (6 per cent) 
[Reg. 1100(1)(a)(iv)] 


Property that would otherwise be included in another class in this 
Schedule that is 


(a) a railway system or a part thereof, except automotive equip- 
ment not designed to run on rails or tracks, that was acquired 
after the end of the taxpayer’s 1958 taxation year and before 
May 26, 1976; or 


(b) a tramway or trolley bus system or a part thereof, except pro- 
perty included in class 10, 13 or 14. 


Related Provisions: Reg. 1102(10)(a), 1103(2), 1104(2)“tramway or trolley bus 
system”. 


Definitions [Cl. 4]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “property” — ITA 
248(1); “railway system” — Reg. 1104(2); “taxation year” — ITA 249; “taxpayer” — 
ITA 248(1); “tramway or trolley bus system” — Reg. 1104(2). 


Ciass 5 —(10 per cent) 
[Reg. 1100(1)(a)(v)] 


Property that is 


(a) a chemical pulp mill or ground wood pulp mill including 
buildings, machinery and equipment, but not including hydro- 
electric power plants and their equipment, or 


(b) an integrated mill producing chemical pulp or ground wood 
pulp and manufacturing therefrom paper, paper board or pulp 
board, including buildings, machinery and equipment, but not 
including hydro-electric power plants and. their equipment, 


but not including any property that was acquired after the end of the 
taxpayer's 1962 taxation year. 


Definitions [Cl. 5]: “building” —Reg 1102(5), (5.1); “property” —ITA 248(1); 
“taxation year” — ITA 249; “taxpayer’ — ITA 248(1). 


Class 6 — (10 per cent) 
[Reg. 1100(1)(a)(vi), 1100(1)(sb), (ze)(i)(D)] 


Property not included in any other class that is 
(a) a building of 
(i) frame, 
(ii) log, 
(iii) stucco’ on frame, 
(iv) galvanized iron, or 
(v) corrugated metal, 


construction, including component parts such as electric wiring, 
plumbing, sprinkler systems, air-conditioning equipment, heat- 
ing equipment, lighting fixtures, elevators and escalators, if the 
building 


(vi) is used by the taxpayer for the purpose of gaining or pro- 
ducing income from farming or fishing, 


(vii) has no footings or any other base support below ground 
level, 


(vili) was acquired by the taxpayer before 1979 and is not a 
building described in subparagraph (vi) or (vii), 
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(ix) was acquired by the taxpayer after 1978 under circum- 
stances such that 


(A) he was obligated to acquire the building under the 
terms of an agreement in writing entered into before 
1979, and 


(B) the installation of footings or any other base support 
of the building was commenced before 1979, or 


(x) was acquired by the taxpayer after 1978 under circum- 
stances such that 


(A) he commenced construction of the building before 
1979, or 


(B) the construction of the building was commenced 
under the terms of an agreement in writing entered into by 
him before 1979, and 


the installation of footings or any other base support of the 
building was commenced before 1979; 


(b) a wooden breakwater; 

(c) a fence; 

(d) a greenhouse; 

(e) an oil or water storage tank; 

(f) a railway tank car acquired before May 26, 1976; 
(g) a wooden wharf; 


(h) an aeroplane hangar acquired after the end of the taxpayer’s 
1958 taxation year; 


(i) an addition or alteration, made 


(A) during the period that is after March 31, 1967 and before 
ie bi pals, = 


(B) after 1978 if the taxpayer was obligated to have it made 
under the terms of an agreement in writing entered into 
before 1979, 


to a building that would have been included in this class during 
that period but for the fact that it was included in Class 20; 


(j) a railway locomotive that is acquired after May 25, 1976 and 
before February 26, 2008 and that is not an automotive railway 
car; 


(k) an addition or alteration, made after 1978 to a-building in- 
cluded in this class by virtue of subparagraph (a)(viii), to the 
extent that the aggregate cost of all such additions and altera- 
tions to the building does not exceed $100,000. 


Related Provisions: Reg. 1102(15)(a), 1103(2f); Reg. 4600(1)(a) — Qualified pro- 
perty for investment tax credit; Reg. 4601(b)(i) — Qualified transportation equipment; 
Reg. 4604(1)(a) — Approved project property; Reg. Sch. II:Cl. 10(y) — New railway 
locomotive. 

History: Para. (j) amended by P.C. 2009-660, s. 5, April 30, 2009, Canada Gazeite, 
Part II, May 13, 2009, applicable in respect of property acquired after February 25, 
2008. 

Subpara. (a)(v) substituted by P.C. 1994-139, s. 18, January 27, 1994, Canada Gazette, 
Part II, February 9, 1994, applicable to 1989 et seq. with respect to property acquired 
after 1987. 

All that portion of para. (a) following subpara. (v) substituted by P.C. 1978-3768, sub- 
sec. 3(1), December 14, 1978, Canada Gazette, Part Il, December 27, 1978, effective 
January 1, 1979. ; 

Para. (i) substituted by P.C. 1978-3768, subsec. 3(2), December 14, 1978, Canada Ga- 
zette, Part II, December 27, 1978, effective January 1, 1979. 


Para. (k) added by P.C. 1978-3768, subsec. 3(3), December 14, 1978, Canada Gazette, 
Part II, December 14, 1978, effective January 1, 1979. 

Definitions [Cl. 6]: “building” — Reg 1102(5), (5.1); “class” — Reg. 1102 (1)-(3), 
(14), (14.1); “farming”, “fishing”, “property” —ITA 248(1); “taxation year” —ITA 
249; “taxpayer” —ITA 248(1); “writing” — Interpretation Act 35(1). 
Interpretation Bulletins: IT-79R3: CCA — buildings or other structures; IT-195R4: 
Rental property —CCA restrictions; IT-367R3: CCA — multiple-unit residential 


buildings (archived); IT-476R: CCA — Equipment used in petroleum and natural gas 
activities. 


Class 7 — (15 per cent) 
[Reg. 1100(1)(a)(vii)] 
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Cl. 8 — (20 per cent) 


Property that is 

(a) a canoe or rowboat; 

(b) a scow; 

(c) a vessel, but not including a vessel 
(i) of a separate class prescribed by subsection 1101(2a), or 
(ii) included in Class 41; cm 

(d) furniture, fittings and equipment attached to a property in- 

cluded in| this. class, but not including radiocommunication 

equipment; 

(e) a spare engine for a property included in this class; 

(f) a marine railway; 


(g) a vessel under construction, other than a vessel included in 
Class 41; 


(h) subject to an pecnan made under subsection 1103(2i), pro- 
perty acquired after February 27, 2000 that is 


(i) a rail suspension device designed to carry trailers that are 
designed to be hauled on both highways and railway tracks, 
or 
(ii) a railway car; 
(i) property that is acquired after February 27, 2000 (other. than 
property included in paragraph (y) of Class 10), that isa railway 
locomotive and that.is not an automotive. railway. car; 
(j) pumping or compression equipment, including equipment an- 
cillary to pumping and compression equipment, acquired after 
February 22, 2005 if the equipment pumps or compresses petro- 
leum, natural gas or a related hydrocarbon for the purpose of 
moving it 


(i) through a transmission pipeline, 
(ii) from a transmission pipeline to a storage facility, or 
(iii) to a transmission pipeline from a storage facility; or 


(k) pumping or compression equipment that is acquired after 
February 25, 2008, including equipment ancillary to pumping 
and compression equipment, that is on a pipeline and that pumps 
or compresses carbon dioxide for the purpose of moving it 
through the pipeline. 
Related Provisions: ITA 13(13), Reg. 1101(2)—-(2b) — Separate class’ for certain 
Class.7 property; ITA 13(16) — Election on disposition of vessel; Reg. 1101(5u) — 
Election for separate class for property in 7(j) or (k); Reg. 1103(2i) — Election to in- 
clude Class 7(h) property in Class 35; Reg. Sch. I:Cl. 10(y)— New railway 
locomotive. 


History: Para: (i) amended by P:C: 2009-660; subsec. 6(1), April 30, 2009; Canada 
Gazette, Part II, May 13, 2009, applicable in respect of property acquired after Febru- 
ary 25, 2008. 

Para. (k) added by the said P.C. 2009-660, subsec. 6(2), applicable in respect of pro- 
perty acquired after February 25, 2008: 

Para. (j) added by P.C. 2006-439; s. 9, June 1, 2006, Canada Gazette, Part II, June 14, 
2006, deemed in force on February 23, 2005. 

Paras. (h) and (i) added by P.C. 2005-2186, s. 8, November 22, 2005, Canada Gazette, 
Part II, December 14, 2005, applicable to property acquired after February, 27, 2000. 
Paras. (c), (g) substituted by P.C. 1989-2464, s. 13, December, 14, 1989, Canada Ga- 
zette, Part II, January 3, 1990, applicable in respect of property acquired after 1987. 

Definitions [Cl. 7]: “class” — Reg. 1102(1)-(3), (14), (14.1); “prescribed”, “pro- 
perty” —ITA 248(1). 


Interpretation Bulletins: IT-267R2: CCA — vessels; IT-317R: Radio and television 
equipment; IT-476R: CCA — Equipment used in petroleum and natural gas: activities. 


Class 8 — (20 per cent) 
[Reg. 1100(1)(a)(viii), 1100(1)(sb), (zc)G@)(E), (F)] 
Property not included in Class 1, 2, 7, 9, 11, 17 or 30 that is 
(a) a structure that is manufacturing or processing machinery or 
equipment; 
(b) tangible property attached to a building us acquired solely 
for the purpose of 


(i) ‘servicing, supporting, or providing access to or egress 
from, machinery or equipment, 


Reg. 
Cl. 8m) 


(ii) manufacturing or processing, or 
(iii) any combination of the functions described in subpara- 
graphs. (i) and (ii); 
(c).a building that is a kiln, tank or vat, ~~ for the purpose 
of manufacturing or processing; 


(d) a building or other structure, acquired after Februaty rS, 
1973, that is designed for the purpose of preserving ensilage on 
a farm; 


(e) a building or other structure, acquired after February 19, 
1973, that is 


(i) designed to store fresh fruits or fresh vegetables at a con- 
trolled level of temperature and humidity, and 


(ii) to be used principally for the purpose of storing fresh 
fruits or fresh vegetables by or for the person or persons by 
whom they were grown; 


(f) electrical generating equipment acquired after May 25, 1976, 
if 
(i) the taxpayer is not a person whose business is the produc- 
tion for the use of or distribution to others of electrical 
energy, 
(ii) the equipment is auxiliary to the taxpayer’s main power 
supply, and 
(iii) the equipment is not used regularly as a source of 
supply; 
(g) electrical generating equipment, acquired after May 25, 


1976, that has a maximum load Cap of not more than 15 
kilowatts; 


(h) portable electrical generating equipment acquired after May 
25, 1976; 

(i) a tangible capital property that is not included in another 
class in this Schedule except 


(i) land or any part thereof or any jotBkest therein, 

(ii) an animal, 

(iii) a tree, shrub, herb or similar growing thing, 

(iv) an oil or gas well, 

(v) a mine, 

(vi) a specified temporary. access road of the taxpayer, 

(vii) radium, 

(viii) a right of way, 

(ix) a timber limit, 

(x) a tramway track, or 

(xi) property of a separate class prescribed by subsection 

1101(2a); 
(j) property not included in any other class that is radiocom- 
munication equipment acquired after May 25, 1976; 
(k).a rapid transit car that is used for the purpose of public trans- 
portation within a metropolitan area and is not part of a railway 
system; 
(1) an outdoor advertising poster panel or bulletin board; or 
(m) a greenhouse constructed of a rigid frame anda replaceable, 
flexible plastic cover. 


Related Provisions: Reg. 1100(1.13)(a)(i) — Furniture and equipment costing over 
$1 million subject to specified leasing property rules; Reg. 1101(51), (Sp), 1103(2g) — 
Separate class for certain equipment; Reg. 1102(15)(b),.1103(2a) — Election to include 
property in Class 8; 1104(2) — Definition of “specified temporary access road”; 
4600(2)(c) — Qualified property for investment tax credit; 4601(a)(iv), 4601(b)(ii), 
4601(c)(ii), 4601(e)Gi), 4601(g) — Qualified transportation equipment; 4604(1)(a), 
4604(2)(c)— Approved project property; Reg. Sch. I Cl. 1(q).— Class 8(a)—(e) takes 
priority over Class 1(q); Reg. Sch. II:Cl. 30 — Television set-top boxes; Reg. Sch. 
II:Cl. 43.1 — Energy generation property; Reg. Sch. II:Cl. 46 — Data ‘network infra- 
structure equipment; Reg. Sch. II:Cl. 49 — Pipeline; Interpretation Act 35(1) — Defi- 
nition of “radiocommunication”. 


History: The portion before para. (a) amended by P.C. 2005-2186, s. 9, November 22, 
2005, Canada Gazette, Part If, December 14, 2005, applicable to property acquired 
after February 27, 2000. 
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Subparas. (i)(iv) and (i)(vi) of Class 8 amended by P.C. 1999-629, s. 12, April 15, 
1999, Canada Gazette, Part II, April 28, 1999, applicable to property acquired after 
March 6, 1996. 

The portion before para. (a) amended by P.C. 1997-1033, s. 7, July 25, 1997, Canada 
Gazette, Part II, August 20, 1997, applicable to property acquired after 1987. 


Para. (m) added by P.C. 1994-139, s. 19, January 27, 1994, Canada Gazette, Part Il, 
February 9, 1994, applicable to 1989 et seg. with respect to property acquired after 
1987. 


That portion preceding para. (a) substituted, para. (1) added, by P.C. 1989-2464, s. 14, 
December 14, 1989, Canada Gazette, Part Il, January 3, 1990, applicable in respect of 
property acquired after 1987. 


Para. (k) added by P.C. 1985-2673, s. 1, August 28, 1985, Canada Gazette, Part II, 
September 18, 1985. 


Subpara. (i)(iv) substituted by P.C. 1980-3120, s. 1, November 13, 1980, Canada Ga- 
zette, Part II, November 26, 1980. 


Definitions [Cl. 8]: “building” —Reg 1102(5), (5.1); “business” —ITA 248(1); 
“capital property” — ITA 54, 248(1); “class” — Reg. 1102 (1)(3), (14), (14.1); “oil or 
gas well”, “person”, “prescribed”, “property” — ITA 248(1); “railway system” — Reg. 
1104(2); “specified temporary access road” —Reg. 1104(2); “structure” — Reg 
1102(5), (5.1); “taxpayer” —ITA 248(1). 


Interpretation Bulletins: IT-79R3: CCA — buildings and other structures, IT- 
283R2: CCA — Videotapes, videotape cassettes, films, computer software and master 
recording media (archived); IT-317R: Radio and television equipment; IT-472: Class 8 
property; IT-476R: CCA — Equipment used in petroleum and natural gas activities; 
IT-482R: Pipelines. 


Class 9 — (25 per cent) 
[Reg. 1100(1)(a)(ix)] 
Property acquired before May 26, 1976, other than property in- 
cluded in Class 30, that is 
(a) electrical generating equipment, if 
(i) the taxpayer is not a person whose business is the produc- 


tion for the use of or distribution to others of electrical 
energy, 


(ii) the equipment is auxiliary to the taxpayer’s main power 
supply, and 
(iii) the equipment is not used regularly as a source of 
supply, 

(b) radar equipment, 

(c) radio transmission equipment, 

(d) radio receiving equipment, 

(e) electrical generating equipment that has a maximum load ca- 

pacity of not more than 15 kilowatts, or 

(f) portable electrical generating equipment, 

and property acquired after May 25, 1976 that is 
(g) an aircraft; 
(h) furniture, fittings or equipment attached to an aircraft; or 


(i) a spare part for an aircraft, or for furniture, fittings or equip- 
ment attached to an aircraft. 
Related Provisions: Reg. 4600(2)(i) — Qualified property for investment tax credit; 
4601(f) — Qualified transportation equipment; 4604(2)(h) — Approved project; Inter- 
pretation Act 35(1) — Definition of “radio”. 
Definitions [Cl. 9]: “business”, “person”, “property” — ITA 248(1); ‘ 
pretation Act 35(1); “taxpayer” —ITA 248(1). 
Interpretation Bulletins: IT-317R: Radio and television equipment. 


‘radio” — Inter- 


Class 10 — (30 per cent) 
[Reg. 1100(1)(a)(x), 1100(1)(zc)G)(G)] 
Property not included in any other class that is 


(a) automotive equipment, including a trolley bus, but not 
including 


(i) an automotive railway car acquired after May 25, 1976, 
(ii) a railway locomotive, or 
(iii) a tramcar, 


(b) a portable tool acquired after May 25, 1976, for the purpose 
of earning rental income for short terms, such as hourly, daily, 
weekly or monthly, except a property described in Class 12, 


Income Tax Regulations, Schedule II 


(c) harness or stable equipment, 
(d) a sleigh or wagon, 


(e) a trailer, including a trailer designed to be hauled on both 
highways and railway tracks, 


(f) general-purpose, electronic data processing equipment and 
systems software for that equipment, including ancillary data 
processing equipment, acquired after May 25, 1976 and before 
March 23, 2004 (or after March 22, 2004 and before 2005 if an 
election in respect of the property is made under subsection 
1101(5q)), but not including property that is principally or is 
used principally as 

(i) electronic process control or monitor equipment, 

(ii) electronic communications control equipment, 


(iii) systems software for a property referred to in subpara- 
graph (i) or (ii), or 

(iv) data handling equipment unless it is ancillary to general- 
purpose electronic data processing equipment, 


(f.1) a designated underground storage cost, or 


(f.2) an unmanned telecommunication spacecraft designed to or- 
bit above the earth, 


and property (other than property included in Class 41 or property 
included in Class 43 that is described in paragraph (b) of that Class) 
that would otherwise be included in another Class in this Schedule, 
that is 


for “Class 41”, applicable after March. 18, 5007 


nical Notes: The mid-amble in Class 10 G0% CCA anni in Sohedille II that is 


after, barr (£2) an Pet ee @is, amended to add a reference to new 


(g) a building or other structure meee than property enegued i in 
paragraph (1) or (m)) that would otherwise be included in Class 
1, 3 or 6 and that was acquired for the purpose of gaining or 
producing income from a mine, except 


(i) a property included in Class 28, 

(ii) a property acquired principally for the purpose of gaining 
or producing income from the processing of ore from a min- 
eral resource that is not owned by the taxpayer, 


(iii) an office building not situated on the mine property, or 
(iv) a refinery that was acquired by the taxpayer 
(A) before November 8, 1969, or 


(B) after November 7, 1969 and that had been used before 
November 8, 1969 by any person with whom the taxpayer 
was not dealing at arm’s length; 


(h) contractor’s movable equipment, including portable camp 
buildings, acquired for use in a construction business or for lease 
to another taxpayer for use in that other taxpayer’s construction 
business, except a property included in 


(i) this Class by virtue of paragraph (t), 
(ii) a separate class prescribed by subsection 1101(2b), or 
(iii) Class 22 or 38; 

(i) a floor of a roller skating rink; 

(j) gas or oil well equipment; 


(k) property (other than a property included in Class 28 or pro- 
perty described in paragraph (1) or (m)) that was acquired for the 
purpose of gaining or producing income from a mine and that is 


(i) a structure that would otherwise be included in Class 8, or 
(ii) machinery or equipment, 


except a property acquired before May 9, 1972 for the purpose 
of gaining or producing income from the processing of ore after 
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Cl. 10 — (30 per cent) 


extraction from a mineral resource that is not owned by the 
taxpayer; 

(1) property acquired after the 1971 taxation year for the purpose 
of gaining or producing income from a mine and providing ser- 
vices to the mine or to a community where a substantial propor- 
tion of the persons who ordinarily work at the mine reside, if 
such property is 


(i) an airport, dam, dock, fire hall, hospital, ats natural 
gas pipeline, power line, recreational facility, school, sewage 
disposal plant, sewer, street lighting system, town hall, water 
pipeline, water pumping station, water system, wharf or simi- 
lar property, 
(ii) a road, sidewalk, aeroplane runway, parking area, storage 
area or‘similar surface construction, or 
(iii) machinery or equipment ancillary to any of the property 
described in subparagraph (1) or (ii), 
but is not 
(iv) a property included in Class 28, or 
(v).a railway not situated on the mine property; 
(m) property acquired after March 31, 1977, principally for the 
purpose of gaining or producing income from a mine, if such 
property is 
(i) railway track and grading including components such as 
rails, ballast, ties; and other track material, 
(ii) property ancillary to the track referred to in subparagraph 
(1) that is 


(A) railway traffic control or signalling equipment, in- 
cluding switching, block signalling, interlocking, crossing 
protection, detection, speed control or retarding equip- 
ment, or 


(B) a bridge, culvert, subway, trestle or tunnel, 
(111) machinery or equipment ancillary to any of the property 
referred to in subparagraph (i) or (ii), or 
(iv) conveying, loading, unloading or storing machinery or 
equipment, including a structure, acquired for the purpose of 


shipping output from the mine by means of the track referred 
to in subparagraph (1), 


but is not 
(v) property included in Class 28, or 
(vi) for greater certainty, rolling stock; 


(n) property that was acquired for the purpose of cutting and re- 
moving merchantable timber from.a timber limit and that will be 
of no further use to the taxpayer after all merchantable timber 
that the taxpayer is entitled to cut and remove from the limit has 
been cut and removed, unless the taxpayer has elected to include 
another property of this kind in another class in this Schedule; 


(o) mechanical equipment acquired for logging operations, ex- 
cept a property included in Class 7; 


(p) an access road or trail for the protection of standing timber 
against fire, insects or disease; 


(q) property acquired for a motion picture drive-in theatre; 


(r) property included in this class. by virtue of subsection 
1102(8) or (9), except a property included in Class 28; 
(s) a motion picture film or video tape acquired after May 25, 
1976, except a property included in paragraph (w) or (x) or in 
Class 12; 
(t) a property acquired after May 22, 1979 that is designed prin- 
cipally for the purpose of 
(i) determining the existence, location, extent or quality of 
accumulations of petroleum or natural gas, 
(ii) drilling oil or gas wells, or 


(iii) determining the existence, location, extent or Lpeitiien of 
mineral resources, 


Reg. 
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except a property included 1 in a separate class prescribed by sub- 
section 1101(2b); © 


(u) property acquired after, 1980 to be. used primarily in the 
processing in Canada of heavy crude oil recovered from a natu- 
ral reservoir in Canada to a stage that.is not beyond the crude oil 
stage or its equivalent that is 


(i) property that would otherwise be included in Class 8 ex- 
cept railway rolling stock or a property described in para- 
graph (j) of Class 8, 


(ii) an oil or water storage tank, 


(iii) a powered industrial lift truck that would otherwise be 
included in paragraph (a), or 


(iv) property that would otherwise be included in paragraph 
(v) property acquired after August 31, 1984 (other than property 
that is included in Class 30) that is equipment used for the pur- 
pose of effecting an interface between a cable distribution sys- 
tem and electronic products used by consumers of that system 
and that is designed primarily 


(i) to augment the channel capacity of a television receiver or 
radio, 


(ii) to decode pay television or other signals provided on a 
discretionary basis, or 


(iii) to achieve any combination of functions described in 
subparagraphs (i) and’ (ii); 


(w).a certified production acquired after 1987 and before March 
1996; 


(x) a Canadian film or video production; or 


(y), a railway. locomotive, that.is not an automotive railway car 
and that was not used or acquired for use for any purpose. by any. 
taxpayer before February 26, 2008. 


Related Provisions: ITA 127.52(1)(c) — Add-back of CCA on film’ properties for 
minimum tax purposes; Reg. 1100(1)(m) — Additional allowance — Canadian film or 
video production; Reg. 1100(1)(zg) — accelerated CCA for year 2000 compliant hard- 
ware; Reg. 1100(1.13)(a)(i) —Equipment in Cl. 10(f) costing over $1 million-subject 
to specified leasing property rules; Reg. 1100(2)(a)(iii) — Half-year rule inapplicable 
to property in para. 10(w); Reg. 1100(21), (21.1) — Certified films and video tapes; 
Reg, 1101(5a) — Separate class for spacecraft under Class 10(f.2); Reg. 1101(5k) — 
Separate class for property under Class 10(w); Reg. 1101(5k.1) — Separate class for 
certain property under Class 10(x); Reg. 1101(5p), 1103(2g) — Separate class for cer- 
tain equipment under Class 10(f); Reg. 1102(8)(c), 1102(9)(c) — Generating equip- 
ment; Reg. 1102(18), 1103(2e) — Townsite costs; Reg. 1102(19.1), (19.2) — Property 
incorporated into railway locomotive on refurbishment or reconditioning; Reg. 
1104(2) — Definitions; Reg. 1104(5), (6), (6.1) — Income from a mine; Reg. 1106 — 
Certificate for Class 10(x); Reg. 1205(1)(a)(vi)(D), 1205(1)(b) — Earned depletion 
base; Reg. 1206(1)““enhanced recovery equipment’(a),. 1206(1)“processing property”, 
1206(1)“tertiary recovery equipment”; Reg. 4600(1)(b), 4600(2)(e), (g), (h) — Quali- 
fied property for investment tax credit; Reg. 4601(a)(v), 4601(c)@), (ii), 4601(d) — 
Qualified transportation equipment; Reg. 4604(1)(b), 4604(2)(d), (f), (g) — Approved 
project property; Reg. Sch. II Cl. 16(g) — Large trucks and tractors; Reg. Sch. II Cl. 
29(b)(iv) — Property in Class 10(f) used in M&P; Reg. Sch. II Cl. 41; Reg. Sch. I:Cl. 
50 — Computers acquired after March 18, 2007. 


History: The opening words‘of para. (v) amended by 2010, c. 25, s. 88, applicable in 
respect of taxation years that end after March 4, 2010. 


Para..(y) added by P.C. 2009-660,.s. 7; April 30, 2009,,Canada Gazette, Part-II, May 
13, 2009, applicable in respect of property acquired after February 25, 2008. 


The opening words of para: (f) of Class 10: amended by P:C. 2005-2286, s. 5, Decem- 
ber 6, 2005, Canada Gazette, Part II, December 28, 2005, deemed in force on March 
23, 2004. 


Paras. (s) and (w) amended, para. (x) added, by P.C. 2005-698, s. 6, May 3, 2005, 
Canada Gazette, Part II, May 18, 2005, applicable to 1995 et seq. 


That portion of Class 10 following para. (f.2) and preceding para. (g) substituted by 
P.C. 1994-230, s. 9, February 10, 1994, Canada Gazette, Part II, February 23, 1994, 
applicable with respect to property,acquired after February 25, 1992. 


Para. (e) substituted by P.C. 1994-139, subsec. 20(1), January 27, 1994, Canada Ga- 
zette, Part II, February 9, 1994, applicable with respect to property acquired after De- 
cember 23, 1991. 
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That portion of para. (h) preceding subpara. (i) substituted by the said P. C. 1994-139, 
subsec. 20(2), applicable to property acquired after December 23, 1991, other than pro- 
perty acquired by a taxpayer before 1993 


(a) pursuant to an agreement in writing entered into by the taxpayer before Decem- 
ber 24, 1991; or 


(b) that was under construction by or on behalf of the taxpayer on December 23, 
1991. 
Para. (n) substituted by the said P.C. 1994-139, subsec. 20(3), applicable to 1986 et 
Seq. 
That portion between para. (f.1) and subpara. (g)(i) substituted (para. (f.2) being ad- 
ded), and subpara. (h)(iii) substituted, by P.C. 1989-2464, s. 15, December 14, 1989, 
Canada Gazette, Part Il, January 3, 1990, applicable in respect of property acquired 
after 1987. 


Para. (s) substituted and para. (w) added, by P.C. 1988-2795, subsecs. 4(1) and (2), 
December 22, 1988, Canada Gazette, Part Il, January 18, 1989. Para. (s) is applicable 
in respect of property acquired after 1987 and para. (w), in respect of property acquired 
after 1987 other than property 


(a) acquired after 1987 pursuant to an agreement in writing entered into by the 
taxpayer before June 18, 1987 or pursuant to a prospectus, preliminary prospectus, 
registration statement or offering memorandum filed before June 18, 1987 with a 
public authority in Canada where the document was required to be filed before any 
trade in securities may commence; or 


(b) that is a film or tape acquired in 1988 that is part of a series of films or tapes 
where the series includes films or tapes that are included in Class 12 in Schedule II 
otherwise than by reason of this paragraph and the film or tape is produced at a 
fixed price or by reference to a formula under a production option agreement en- 
tered into by a licensed broadcaster or bona fide film or tape distributor before 
1988. 
Para. (v) added by P.C. 1986-2770, s. 13, December 11, 1986, Canada Gazette, Part Il, 
effective commencing May 23, 1985. 
Para. (u) added by P.C. 1981-3329, s. 14, November 26, 1981, Canada Gazette, Part Il, 
December 9, 1981, effective January 1, 1981. 
Para. (f.1) added by P.C. 1980-3279, s. 4, December 4, 1980, Canada Gazette, Part Il, 
December 24, 1980, effective December 12, 1979. 
Subpara. (g)(v) revoked, all.that portion of para. (k) following subpara. (ii) substituted 
by P.C. 1980-288, January 25, 1980, Canada Gazette, Part II, February 13, 1980. 
Paras. (h) substituted, (t) added by P.C. 1979-1487, May 17, 1979, Canada Gazette, 
Part II, June 13, 1979. 
All that portion of para. (g) preceding subpara. (i) and all that portion of para. (k) pre- 
ceding subpara. (i) substituted, para. (m) added by P.C. 1978-344, subsecs: 6(1)-(3), 
February 9, 1978, Canada Gazette, Part Il, February 22, 1978, effective after March 
3 lOTd. 
Selected Cases [Cl. 10]: Cargill Lid. v. R., [1996] 3 C.T.C. 2023 (TCC) (Other uses 
of equipment did not derogate from hauling or transporting function). 
Definitions [Cl. 10]: “arm’s length” —ITA 251(1); “building” — Reg 1102(5), 
(5.1); “business” — ITA 248(1); “Canada” — ITA 255, Interpretation Act 35(1); “Ca- 
nadian film or video production” —Reg. 1106(4); “certified production” — Reg. 
1104(2); “class” — Reg. 1102 (1)-(3), (14), (14.1); “designated underground storage 
cost”, “gas or oil well equipment”, “general-purpose electronic data processing equip- 
ment” — Reg. 1104(2); “income from a mine” — Reg. 1104(5), (6), (6.1)(a), (b); 
“mine” — Reg. 1104(6)(b); “mineral resource”, “office”, “oil or gas well”, “person”, 
“prescribed”, “property” —ITA 248(1); “radio” — Interpretation Act 35(1); “struc- 
ture” — Reg 1102(5), (5.1); “systems software” — Reg. 1104(2); “taxation year” — 
ITA 249; “taxpayer” —ITA 248(1). 
Interpretation Bulletins: IT-283R2: CCA — Videotapes, videotape cassettes, films, 
computer software and master recording media (archived); IT-306R2: Contractor’s 
movable equipment; IT-S01: Logging assets. 


1.T. Technical News: 14 (millennium bug expenditures). 


Class 10.1 — (30 per cent) 
[Reg. 1100(1)(a)(x.1)] . 

Property that would otherwise be included in Class 10 that is a pas- 
senger vehicle, the cost of which to the taxpayer exceeds $20,000 or 
such other amount as may be prescribed for the purposes of subsec- 
tion 13(2) of the Act. 

Related Provisions: Reg. 1101(1af) — Separate class; Reg. 1100(2.5) — 50% CCA 
in year of disposition; Reg. 7307 — Prescribed amount. 


History: Class 10.1 added by P.C. 1991-2272, s.5, November 21, 1991, Canada Ga- 
zette, Part II, December 4, 1991, applicable to taxation years and fiscal periods ,com- 
mencing after June 17, 1987 that end after 1987. 

Definitions [Cl. 10.1]: 
“taxpayer” — ITA 248(1). 
Interpretation Bulletins: IT-521R: Motor yehicle expenses claimed by self-em- 
ployed individuals; IT-522R: Vehicle, travel and sales expenses of employees. 


“amount”, “passenger vehicle”, “prescribed”, “property”, 


Income Tax Regulations, Schedule II 


1.T. Technical News: 10 (1997 deduction limits and benefit rates for automobiles). 


Class 11 — (35 per cent) 
[Reg. 1100(1)(a)(xi)] 


Property not included in any other class that is used to earn rental 
income and that is 


(a) an electrical advertising sign owned by the manufacturer 
thereof, acquired before May 26, 1976; or 


(b) an outdoor advertising poster panel or bulletin board ac- 
quired by the taxpayer 


(i) before 1988, or 
(ii) before 1990 


(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18, 1987, or 


(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987. 


History: Para. (b) substituted by P.C. 1989-2464, s. 16, December 14, 1989, Canada 
Gazette, Part II, January 3, 1990, applicable in respect of property acquired after 1987. 


Definitions [Cl. 11]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “property”, “tax- 
payer’ — ITA 248(1); “writing” — Interpretation Act 35(1). 


Class 12 — (100 per cent) 
[Reg. 1100(1)(a)(xii), 1100(1)()] 


Property not included in any other class that is 
(a) a book that is part of a lending library; 
(b) chinaware, cutlery or other tableware; 
(c) a kitchen utensil costing less than 
(i) $100, if acquired before May 26, 1976, or 
(ii) $200, if acquired after May 25, 1976; 
Proposed Amendment — Class 12(c) — $500 


Federal budget, Seismrdar nets sisnipinenin! tid 2; 2006: Row = 12(h) 
below. 


(d) a die, jig, pattern, mould or last; 

(e) a medical or dental instrument costing less than 
(i) $100, if acquired before May 26, 1976, or 
(ii) $200, if acquired after May 25, 1976; 


_ Proposed Amendment — Class 12(e) — $500 
Federal aoe S soaieert Information, ce a 2006: ‘See ‘under 12(h) 


below. . ia (hy 


ify a »idne shaft, main renee way or similar akaeiah adie work 
designed for continuing use, or any extension thereof, sunk or 
constructed after the mine came into production, to the extent 
that the property was acquired before 1988; 


(g) linen; 

(h) a tool costing less than 
(i) $100, if acquired before May 26, 1976, or 
(ii) $200, if acquired after May 25, 1976; 


‘Proposed Amendment —_ Class 12(h) 


Federal budget, S' 
lowance for Tools 


A portion of the capital cost of Sach property is unable as ere, oe io. 
ance (CCA) each year, with the maximum CCA rate for cach, type of PORE vans out in 
the Income Tax Regulations. 


Currently, tools that cost less than $200 are eligible for a 100% CCA rate ee. wet 
graph (h) of Class 12 of Schedule II to the Income Tax Regulations. Tools that cost 
$200 or more are generally eligible for a 20% CCA rate under Class! 8 of Schedule II to 
the Income Tax Regulations. ay Sainte eRe 

Budget 2006 proposes that the cost limit pe access to. the 100% Ginés: 2 treatment be 
increased to $500 from $200 for such tools acquired on or after May. 2, 2006. 

The budget also proposes to clarify the description of tools eligible under paragraph (h) 


of that class by specifically excluding electronic communication devices and electronic 
data processing equipment. 2 ION 
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Consequential to the increase in the cost limit for tools; udget 2006 also. proposes that 
the cost limit for kitchen utensils un paragraph (c) of Class 12 and medical or dental 
instruments under paragraph (e) of Cl ass 2 $500 

utensils and instruments acquired on or after 1 


(i) a uniform; 4 
(j) the cutting or shaping part in a machine; 


(k) apparel or costume, including accessories used therewith, 
used for the purpose of earning rental income; 


(1) a video tape acquired before May 26, 1976; 


(m) a motion picture film or video tape that is a television com- 
mercial message; 


(n) a certified feature film or certified production; 


(0) computer software acquired after May 25, 1976, but not in- 
cluding systems software and property that is described in para- 
graph (s); 

(p) a metric scale or a scale designed for ready conversion to 
metric weighing, acquired after March 31, 1977 and before 1984 
for use in a retail business and having a maximum weighing ca- 
pacity of 100 kilograms; 


(q) a designated overburden removal cost; or 


(r) a video-cassette, a video-laser disk or a digital video disk, 
that is acquired for the purpose of renting and that is not ex- 
pected to be rented to any one person for more than 7 days in 
any 30-day period; 
and property that would otherwise be included in another class in 
this Schedule that is 


(s) acquired by the taxpayer after August 8, 1989 and before 
1993, for use in a business of selling goods or providing services 
to consumers that is carried on in Canada, or for lease to another 
taxpayer for use by that other taxpayer,in such a business, and 
that is 


(i) electronic bar code scanning ‘equipment designed to read 
bar codes applied to. goods held, for sale in. the ordinary 
course of the business, 


(ii) a cash register or similar sales Found device designed 
with the capability of calculating and recording sales tax im- 
posed by more than one jurisdiction in respect of the same 
sale, 


(iii) equipment or computer software that is designed to con- 
vert a cash register or similar sales recording device to one 
having the capability of.calculating and recording sales tax 
imposed by more than one jurisdiction in respect of the.same 
sale, or 


(iv) electronic equipment or computer software that is ancil- 
lary to property described in subparagraph (1), (11) or (iii) and 
all or substantially all the use of which is in conjunction with 
that property. 
Related Provisions: ITA 127.52(1)(c) — Add-back of CCA on film properties for 
minimum tax purposes; ITA 237.1 — Tax shelters; Reg. 1100(1)(zg), (zh) — acceler- 
ated CCA for year 2000 compliant software; Reg. 1100(2)(a)(iii) — Half-year rule ap- 
plies to some Class 12 property; Reg. 1100(20.1) — Limitation on CCA claim for com- 
puter software tax shelter property; Reg. 1100(21), (21.1) — Certified films and video 
tapes; Reg. 1101(5r) — Separate class for all computer ‘tax shelter property; Reg. 
1104(2), (7) — Definitions; Reg. Sch. II:Cl. 52 — Software acquired from Jan. 28/09 
to Jan. 31/10 (100% with no half-year rule). 
History: Para. (0) amended by P.C, 2010-548, s. 29, April 29, 2010, Canada Gazette, 
Part I, May 12, 2010, in force on May 12, 2010. 
Para. (r) amended by P.C. 2005-698, s. 7, May 3, 2005, Canada Gazette, Part II, May 
18, 2005, applicable to property acquired after December 12, 1995. 
Para. (f) substituted by P.C. 1990-2780, s. 14, December-20, 1990, Canada Gazette, 
Part II, January 16, 1991, applicable to 1988 et seq. 
Para. (0) amended, and all that portion of ‘Cl. 12 following para. (r) added, by P.C. 
1990-2067, s. 2, September 27, 1990, Canada Gazette, Part II, October 10, 1990. 
Para. (n) substituted by P.C. 1986-477, s. 3, February 27, 1986, Canada Gazette, Part 
II, March 19, 1986, applicable in respect of a motion picture film or video tape, the 
principal photography or taping of which commenced after 1985. 
Para. (r) added by P.C. 1985-2277, s. 20, July 24, 1985, Canada Gazette, Part II, Au- 
gust 7, 1985. 


ve ) for such 
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Para. (p) substituted by P.C. 1981-733, s. 2, March 19, 1981; Canada Gazette, Part Il, 
April 8, 1981. 


Para. (q) added by P.C. 1979-1487, s. 5, May 17, 1979, Canada Gazette, Part II, June 
13, 1979, effective for the period commencing November 17, 1978. 


Para. (p) added by P.C. 1978-344, s. 7, February 9, 1978, Canada Gazette, Part Il, 
February 22, 1978, effective after March 31, 1977. 


Selected Cases [Cl. 12]: Campbell’s Concrete Ltd. v. R., [2001] 1 C.T.C. 2013 
(TCC) (Relative permanency of moulds did not affect classification). 


Definitions [Cl. 12]: “business” — ITA 248(1); “Canada” —ITA 255, Interpretation 
Act 35(1); “certified feature film”, “certified production” — Reg. 1104(2); “class” — 
Reg. 1102 (1)-(3), (14), (14.1); “computer software”, “designated overburden removal 
cost” —Reg., 1104(2); “mine” — Reg. 1104(7)(a); “person”, “property” —ITA 
248(1); “systems software” — Reg. 1104(2); “taxpayer” —ITA 248(1); “television 
commercial message” — Reg. 1104(2). 

Interpretation Bulletins: IT-283R2: CCA — Videotapes, videotape cassettes, films, 
computer software and master recording media (archived); IT-422: Definition of tools; 
IT-441: Certified feature productions (archived). 


1.T. Technical News: 12 (millennium bug expenditures); 14 (millennium. bug 
expenditures). 


Class 13 
[Reg. 1100(1)(b), Schedule IIT] 


Property that is a leasehold interest and_property.acquired by a tax- 
payer that would, if that property had been acquired by a person 
with whom the taxpayer was not dealing at arm’s length at the time 
the property was acquired by the taxpayer, be a leasehold interest of 
that person, except 


(a) an interest in minerals, petroleum, natural gas, other related 
hydrocarbons or timber and property relating thereto or in re- 
spect of a right to explore for, drill for, take or remove minerals, 
petroleum, natural gas, other related hydrocarbons or timber; 


(b) that part of the leasehold interest that is included in another 
class in this Schedule by reason of subsection 1102(5) or (5.1); 
or 


(c) a property that is included in Class 23. 


Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 13 
property; Reg. 1700(4) — CCA — Farming/fishing property owned since before 1972: 
leasehold interests. 


History: That portion of Class 13 preceding para. (a), and para. (b), substituted by P.C. 
1994-139, s. 21, January 27, 1994, Canada Gazette, Part II, February 9, 1994, applica= 
ble to property acquired after December 23, 1991, other than property acquired by a 
taxpayer before 1993 


(a) pursuant to an agreement in writing entered into by the taxpayer before Decem- 
ber 24, 1991, or 


(b) that was under construction by or,on behalf of the taxpayer on December 23, 
1991. 
Definitions [C!. 13]: “arm’s length” —ITA 251(1); “class” — Reg. 1102 (1)-(3), 
(14), (14.1); “‘mineral” —Reg. 1104(3); “person”, “property” — ITA) 248(1);. “re- 
lated” — ITA 251(2)-(6); “taxpayer” — ITA 248(1). 
Interpretation Bulletins: IT-195R4: Rental property — CCA restrictions; IT-324: 
Emphyteutic lease (archived). 


Class 14 
[Reg. 1100(1)(c) — apportioned over the life of the property 
(see also Class 44)] 


Property that is a patent, franchise, concession or licence for a lim- 
ited period in respect of property, except 


(a) a franchise, concession or licence in respect of minerals, pe- 
troleum, natural gas, other related hydrocarbons or timber and 
property relating thereto, (except a franchise for distributing gas 
to consumers or a licence to export gas from Canada or from a 
province) or in respect of a right to explore for, drill for, take or 
remove minerals, petroleum, natural gas, other related hydrocar- 
bons or timber; 


(b) a leasehold interest; 

(c) a property that is included in Class 23; 
(d) a licence to use computer software; or 
(e) a property: that is included in Class 44. 
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Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 14 
property; Reg. 1103(2h) — Election for patent to be in Class 14 instead of Class 44; 
Reg. Sch. II Cl. 44 — Patent or right to use patented information. 


History: Para. (e) added by P.C. 1994-231, s. 4, February 10, 1994, Canada Gazette, 
Part Il, February 23, 1994, applicable to property acquired after April 26, 1993. 


Para. (d) added by P.C. 1983-3411, s. 2, November 3, 1983, Canada Gazette, Part I, 
November 23, 1983, applicable in respect of property acquired after May 25, 1976. 


Definitions [Cl. 14]: “Canada” —ITA 255, Interpretation Act 35(1),; “computer 
software” — Reg. 1104(2); “mineral” — Reg. 1104(3); “property” —ITA 248(1); 
“province” — Interpretation Act 35(1); “related” — ITA 251(2)}6). 


Interpretation Bulletins: IT-143R3: Meaning of eligible capital expenditure; IT- 
283R2: CCA — Videotapes, videotape cassettes, films, computer software and master 
recording media (archived); IT-477: Patents, franchises, concessions and licences. 


Class 15 
[Reg. 1100(1)()] 
Property that would otherwise be included in another class in this 
Schedule and that 
(a) was acquired for the purpose of cutting and removing mer- 
chantable timber from a timber limit, and 


(b) will be of no further use to the taxpayer after all merchanta- 
ble timber that the taxpayer is entitled to cut and remove from 
the limit has been cut and removed, 

except 
(c) property that the taxpayer has, in the taxation year or a pre- 
ceding taxation year, elected not to include in this class, or 
(d) a timber resource property. 


Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 15 
property; Reg. 4604(2)(g)— Approved project property; Reg. Sch. IV — Class 15 
CCA. 


History: Class 15 substituted by P.C. 1994-139, s, 22, January 27, 1994, Canada Ga- 
zette, Part II, February 9, 1994, applicable to 1986 et seq. 


Definitions [Cl. 15]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “property” — ITA 
248(1); “taxation year’ —ITA 249; “taxpayer” —ITA 248(1); “timber resource pro- 
perty” —ITA 13(21), 248(1). 


Interpretation Bulletins: IT-501: Logging assets. 


Class 16 — (40 per cent) 
[Reg. 1100(1)(a)(x111)] 

Property acquired before May 26, 1976 that is 

(a) an aircraft, 

(b) furniture, fittings or equipment attached to an aircraft, or 

(c) a spare part for a property included in this class, 
property acquired after May 25, 1976 that is 

(d) a taxicab, 
property acquired after November 12, 1981 that is 

(e) a motor vehicle that 


(i) would be an automobile as that term is defined in subsec- 
tion 248(1) of the Act, if that definition were read without 
reference to paragraph (d) thereof, 


(ii) was acquired for the purpose of renting or leasing, and 
(iii) is not expected to be rented or leased to any person for 
more than 30 days in any 12 month period, 
property acquired after February 15, 1984 that is 
(f) a coin-operated video game or pinball machine, 
and property acquired after December 6, 1991 that is 
(g) a truck or tractor designed for hauling freight, and that is 
primarily so used by the taxpayer or a person with whom the 
taxpayer does not deal at arm’s length in a business that includes 
hauling freight, and that has a “gross vehicle weight rating” (as 


that term is defined in subsection 2(1) of the Motor Vehicle 
Safety Regulations) in excess of 11,788 kg. 


Related Provisions: Reg. 4601(c)(i)(A) — Qualified transportation equipment. 


History: All that portion of Class 16 following para. (d) substituted, para. (g) added, 
by P.C. 1994-139, s. 23, January 27, 1994, Canada Gazette, Part II, February 9, 1994, 
applicable to taxation years and fiscal periods commencing after June 17, 1987 that end 


Income Tax Regulations, Schedule II 


after December 31, 1987, except that all that portion following para. (e), in its applica- 
tion before December 7, 1991, shall be read as follows: 


and property acquired after February 15, 1984 that is 
(f) a coin-operated video game or pinball machine. 
Para. (e) substituted by P.C. 1991-2272, s. 6, November 21, 1991, Canada Gazette, 


Part II, December 4, 1991, applicable to taxation years and fiscal periods commencing 
after June 7, 1987 that end after 1987. 


All that portion following para. (d) substituted by P.C. 1985-2277, s. 21, July 24, 1985, 
Canada Gazette, Part 11, August 7, 1985. 


All that portion of Class 16 of Schedule II following para. (c) substituted by P.C. 1983- 
1083, s. 4, April 14, 1983, Canada Gazette, Part II, April 27, 1983, applicable in re- 
spect of property (other than property described in Class 31 of Schedule II or paragraph 
(n) of Class 12 of that schedule) acquired or disposed of after November 12, 1981, 
property described in the said Class 31 acquired or disposed of after 1981 and property 
described in paragraph (n) of the said Class,12 acquired or disposed of after 1982. 
Definitions [Cl. 16]: “arm’s length” — ITA 251(1); “automobile”, “business” — ITA 
248(1); “class” —Reg. 1102 (1)-(3), (14), (14.1); “month” — Interpretation Act 
35(1); “motor vehicle”, “person”, “property”, “taxpayer” — ITA 248(1). 


Interpretation Bulletins: IT-317R: Radio and television equipment. 


Class 17 — (8 per cent) 
[Reg. 1100(1)(a)(xiv)] 
Property that would otherwise be included in another class in this 
Schedule that is 


(a) a telephone system, telegraph system, or a part thereof, ac- 
quired before May 26, 1976, except 


(i) radiocommunication equipment, or 
(ii) a property included in Class 10, 13, 14 or 28, or 


(a.1) property (other than a building or other structure) acquired 
after February 27, 2000 that has not been used for any purpose 
before February 28, 2000 and is 


(i) electrical generating equipment (other than electrical gen- 
erating equipment described in Class 43.1, 43.2 or 48 or in 
Class 8 because of paragraph (f), (g) or (h) of that Class), or 


(ii) production and distribution equipment of a distributor of 
water or steam (other than such property described in Class 
43.1 or 43.2) used for heating or cooling (including, for this 
purpose, pipe used to collect or distribute an energy transfer 
medium but not including equipment or pipe used to dis- 
tribute water that is for consumption, disposal or treatment), 


and property not included in any other class, acquired after May 25, 
1976, that is 


(b) telephone, telegraph or data communication switching equip- 
ment, except 
(i) equipment installed on customers’ premises, or 
(ii) property that is principally electronic equipment or sys- 
tems software therefor; or 
(c) a road (other than a specified temporary access road of the 
taxpayer), sidewalk, airplane runway, parking area, storage area 
or similar surface construction. 
Related Provisions: Reg. 1101(5t)— Election for separate class for combustion 
turbine in 17(a.1)(i) before 2006; Reg. 1103(2), 1104(2)‘specified temporary access 
road”, “telegraph system”, “telephone system”; Reg. Sch. II:Cl. 29; Reg. Sch. II:Cl. 
43.1 — Property that would otherwise be in 17(a.1). 


History: Subparas. (a.1)(i) and (ii) of Class 17 amended by P.C. 2006-439, s. 10, June 
1, 2006, Canada Gazette, Part II, June 14, 2006, deemed in force on February 23, 2005. 
Para. (a.1) added to Class 17 by P.C. 2005-2186, s. 10, November 22, 2005, Canada 
Gazette, Part Il, December 14, 2005, applicable to property acquired after February 27, 
2000. 

Para. (c) of Class 17 amended by P.C. 1999-629, s. 13, April 15, 1999, Canada Ga- 
zette, Part II, April 28, 1999, applicable to property acquired after March 6, 1996. 
Definitions [Cl. 17]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “property” — ITA 
248(1); “specified temporary access road” — Reg. 1104(2); “systems software” — 
Reg. 1104(2); “taxpayer” —ITA 248(1); “telegraph system” — Reg. 1104(2), Inter- 
pretation Act 36; “telephone system” — Reg. 1104(2). 

Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities; IT-482R: Pipelines; IT-485: Cost of clearing or levelling land [to be 
amended re golf courses, per I.T. Technical News 20]. 


1.T. Technical News: 20 (tax treatment of golf courses). 
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Cl. 21 — (50 per cent) 


Class 18 — (60 per cent) 
[Reg. 1100(1)(a)(xv)] 
Property that is a motion picture film acquired before May 26, 
1976, except 


(a) a television commercial message; or 


(b) a certified feature film. 


Definitions [Cl. 18]: “certified feature film’ — Reg. 1104(2); “property” — ITA 
248(1); “television commercial message” — Reg. 1104(2). 


Interpretation Bulletins: IT-283R2: CCA — Videotapes, videotape cassettes, films, 
computer software and master recording media (archived). 


Class 19 — (50 per cent or 20 per cent) 
[Reg. 1100(1)(n), (0)] 


Property acquired by the taxpayer after June 13, 1963 and before 
January 1, 1967 that would otherwise be included in Class 8 if, 


(a) in the taxation year in which the property was acquired, 


(1) the taxpayer was an individual who was resident in Can- 
ada for not less than 183 days, or 


(11) the taxpayer was a corporation that had a degree of Cana- 
dian ownership; 


(b) the property was acquired for use in Canada in a business 
carried on by the taxpayer that, 


(i) for the fiscal period in which the property was acquired, 
or 


(ii) for the fiscal period in which the business first com- 
menced selling goods in reasonable. commercial quantities, 


whichever was later, was a business.in which the aggregate of 


(iii) its net sales, as they would be determined under 
paragraphs 71A(2)(d) and (f) of the former Act (within the 
meaning assigned by paragraph 8(b) of the Income Tax Ap- 
plication Rules), from the sale of goods processed or manu- 
factured in Canada by the business, 


(iv) an amount equal to that part of its gross revenue that is 
rent from goods processed or manufactured in Canada in the 
course of the business, and 


(v) its gross revenue from advertisements in a newspaper or 
magazine produced by the business, 


was not less than 2/3 of the amount by which the gross revenue 
from the business for the period exceeded the aggregate of each 
amount paid or credited in the period to a customer of the busi- 
ness as a bonus, rebate or discount or for returned or damaged 
goods, and was not a business that was principally 


(vi) operating a gas or oil well, 


(vii) logging, 
(viii) mining, 
(ix) construction, or 
(x) a combination of two or more of the activities referred to 
in subparagraphs (vi) to (ix); and 
(c) the property had not been used for any purpose whatever 
before it was acquired by the taxpayer. 
Related Provisions: Reg. 1103(2a) — Election to include property in Class 8. 


History: Class 19 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part Il, November 30, 1994. 


Definitions [Cl. 19]: “amount”, “business” —ITA 248(1); “Canada” — ITA 255, 
Interpretation Act 35(1); “corporation” —ITA 248(1), Interpretation Act 35(1); “fiscal 
period” — ITA 249.1; “gross revenue”, “individual” — ITA 248(1); “mining” — Reg. 
1104(3); “property” — ITA .248(1); “resident in Canada”—ITA 250; “taxation 
year” — ITA 249; “taxpayer” — ITA 248(1). 


Class 20 — (20 per cent) 
[Reg. 1100(1)(p)] 


Reg. 
Cl. 21 


Property that would otherwise be included in Class 3 or 6 


(a) that was acquired after December 5, 1963 and before April 1, 
1967 that is 


(i) a building, 


(ii) an extension to a building, outside the previously existing 
walls or roof of the building, if the aggregate cost of the ex- 
tensions added in the aforementioned period exceeded the 
lesser of 


(A) $100,000, and 


(B) 25 per cent of the capital cost to the taxpayer of the 
building on December 5, 1963, or 


(iii) an addition or alteration to a property described I in sub- 
paragraph (i) or (ii), 
and that has been certified by the Minister of Industry, upon ap- 
plication by the taxpayer in such form as may be prescribed by 
_ the Minister of Industry, 


(iv) to be situated in an area that was a designated area, as 
determined for the purposes of section 71A of the former Act 
(within the meaning ‘assigned by paragraph 8(b) of the In- 
come Tax Application Rules), 


(A) at the time the property was acquired, 


(B) in a case where the property was built by the tax- 
payer, at the time construction was. commenced, or 


(C) in a case where the property was built for the taxpayer 
pursuant to a contract entered into by the taxpayer, at the 
time the contract was entered into, and 


(v) to have not been used for any purpose whatever before it 
was acquired by the taxpayer; or 


(b) the capital cost of which was included in the approved capi- 
tal costs as defined in the Area Development Incentives Act upon 
which approved capital cost the Minister of Industry has based 
the amount of a development grant authorized under that Act. 


Related Provisions: Reg. 1103(2f) — Election to include property in Class 1, 3 or 6; 
Reg. 4600(1)(a) — Qualified property for investment tax credit. 


History: Class 20 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part II, November 30, 1994. 
Definitions [CI. 20]: “amount” —ITA 248(1); “building” — Reg 1102(5), (5.1); 
“Minister”, “prescribed”, “property”, “taxpayer” — ITA, 248(1). 
Class 21 — (50 per cent) 
[Reg. 1100(1)(q)] 


Property that would otherwise be included in Class'8 or 19 


(a) that was acquired after December 5, 1963 and before April 1, 
1967 and that 


(i) was acquired for use in a business carried on by. the tax- 
payer that has been certified by the Minister of Industry, for 
the purposes of section 71A of the former Act (within the 
meaning assigned by paragraph 8(b) of the Income Tax Ap- 
plication Rules), to be a new manufacturing or processing 
business in a designated area for the fiscal period in which 
the property was acquired or for a subsequent fiscal period, 
and 


(ii) had not been used for any purpose whatever before it was 
acquired by the taxpayer; or 


(b) the capital cost of which was included in the approved capi- 
tal costs as defined in the Area Development Incentives Act upon 
which approved. capital cost the Minister of Industry has based 
the amount of a development grant authorized under that Act. 
Related Provisions: Reg. 1103(2a) — Election to include property in Class 8; Reg. 
4600(2)(k) — Qualified property for investment tax credit; 4604(2)G) — Approved 
project property. 
History: Class 21 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part Il, November 30, 1994. 
Definitions [Cl. 21]: “amount”, “business” —ITA 248(1); “fiscal period” — ITA 
249.1; “Minister”, “property”, “taxpayer” —ITA 248(1). 
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Reg. 
Cl. 22 


Class 22 
[Reg. 1100(1)(a)(xvi)] 


Property acquired by the taxpayer after March 16, 1964 and 
(a) before 1988, or 
(b) before 1990 


(i) pursuant to an obligation in writing entered into by the 
taxpayer before June 18, 1987, or 


(ii) that was under construction by or on behalf of the tax- 
payer on June 18, 1987 


that is power-operated movable equipment designed for the purpose 
of excavating, moving, placing or compacting earth, rock, concrete 
or asphalt, except a property included in Class 7. 

Related Provisions: Reg. 4600(2)(e) — Qualified property for investment tax credit; 
4603(a) — Qualified construction equipment; 4604(2)(d)— Approved project pro- 
perty; Reg. Sch. II:Cl. 38 — Earth-moving equipment acquired after 1987. 

History: Class 22 substituted by P.C. 1989-2464, s. 17, December 14, 1989, Canada 
Gazette, Part II, January 3, 1990, applicable in respect of property acquired after 1987. 
Class 22 substituted by P.C. 1979-1487, s. 6, May 17, 1979, Canada Gazette, Part II, 
June 13, 1979. 

Definitions [Cl. 22]: “property”, “taxpayer” — ITA 248(1); “writing” — Interpreta- 
tion Act 35(1). 

Interpretation Bulletins: IT-411R: Meaning of “construction”; IT-469R: CCA — 
earth-moving equipment. 


Class 23 — (100 per cent) 
[Reg. 1100(1)(a)(xvii)] 


Property that is 


(a) a leasehold interest or a concession in respect of land granted 
under or pursuant to an agreement in writing with the Canadian 
Corporation for the 1967 World Exhibition where such lease- 
hold interest or concession is to expire not later than June 15, 
1968; 


(b) a building or other structure, including component parts, er- 
ected on land that is the subject matter of a leasehold interest or 
concession described in paragraph (a) where such building or 
other structure, including component parts, is of a temporary na- 
ture and is required by the agreement to be removed not later 
than June 15, 1968; 


(c) a leasehold interest or licence in respect of land granted 
under or pursuant to an agreement in writing with the Expo 86 
Corporation where such leasehold interest or licence is to expire 
not later than January 31, 1987; or 


(d) a building or other structure, including component parts, er- 
ected on land that is the subject matter of a leasehold interest or 
licence described in paragraph (c) where such building or other 
structure, including component parts, is of a temporary nature 
and is required by the agreement to be removed not later than 
January 31, 1987. 

Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 23 

property. 

History: Paras. (c) and (d) added by P.C. 1984-3995, s. 2, December 13, 1984, Can- 

ada Gazette, Part II, January 9, 1985, applicable in respect of property acquired after 

1983. n 

Definitions [Cl. 23]: “building” — Reg 1102(5), (5.1); “property” —ITA 248(1); 

“structure” — Reg 1102(5), (5.1); “writing” — Interpretation Act 35(1). 


Class 24 — (50 per cent) 
[Reg. 1100(1)(t), (ta)] 
Property acquired after April 26, 1965 and before 1971 


(a) that would otherwise be included in Class 2, 3, 6 or 8 and 
that 
(i) was acquired primarily for the purpose of preventing, re- 
ducing or eliminating pollution of 
(A) any of the inland, coastal or boundary waters of Can- 
ada, or 


(B) any lake, river, stream, watercourse, pond, swamp or 
well in Canada, 


Income Tax Regulations, Schedule II 


by industrial waste, refuse or sewage created by operations in 
the course of carrying on a business by the taxpayer or that 
would be created by such operations if the property had not 
been acquired and used, and 


(ii) had not been used for any purpose whatever before it was 
acquired by the taxpayer, 


but not including property acquired for use in the production of 
by-products or the recovery of materials unless the by-products 
are produced from, or the materials are recovered from, materi- 
als that after April 26, 1965, 


(iii) were being discarded as waste by the taxpayer, or 


(iv) were commonly being discarded as waste by other tax- 
payers who carried on operations of a type similar to the op- 
erations carried on by the taxpayer, 


and property acquired before 1999 


(b) that would otherwise be included in another class in this 
Schedule 


(i) that has not been included by the taxpayer in any other 
class, 


(ii) that had not been used for any purpose whatever before it 
was acquired by the taxpayer, 


(iii) that was acquired by the taxpayer after 1970 primarily 
for the purpose of preventing, reducing or eliminating pollu- 
tion of 


(A) any of the inland, coastal or boundary waters of Can- 
ada, or 


(B) any lake, river, stream, watercourse, pond, swamp or 
well in Canada, 


that is caused, or that, if the property had not been acquired 
and used, would be caused by 


(C) operations carried on by the taxpayer at a site in Can- 
ada at which operations have been carried on by him from 
a time that is before 1974, 


(D) the operation in Canada of a building or plant by the 
taxpayer, the construction of which was either com- 
menced before 1974 or commenced under an agreement 
in writing entered into by him before 1974, or 


(E) the operation of transportation or other movable 
equipment that has been operated by the taxpayer in Can- 
ada (including any of the inland, coastal or boundary wa- 
ters of Canada) from a time that is before 1974, 


or that was acquired by him after May 8, 1972, that would 
otherwise have been property referred to in this subparagraph 
except that 


(F) it was acquired 


(I) for the purpose of gaining or producing income 
from a business by a taxpayer whose business includes 
the preventing, reducing or eliminating of pollution of 
a kind referred to in this subparagraph that is caused or 
that otherwise would be caused primarily by opera- 
tions referred to in clause (C), (D) or (E) carried on by 
other taxpayers (not including persons referred to in 
section 149 of the Act), and 


(II) to be used in a business referred to in subclause (I) 
in the preventing, reducing or eliminating of pollution 
of a kind referred to in this subparagraph, or 
(G) it was acquired 

(I) for the purpose of gaining or producing income 
from a property by a corporation whose principal busi- 
ness is the purchasing of conditional sales contracts, 
accounts receivable, bills of sale, chattel mortgages, 
bills of exchange or other obligations representing part 
or all of the sale price of merchandise or services, the 
lending of money, or the leasing of property, or any 
combination thereof, and 
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Cl. 27 — (50 per cent) 


(II) to be leased to a taxpayer (other than a person re- 
ferred to in section 149 of the Act) to be used by him, 
in an.operation referred to in clause (C), (D), (E) or 
(F), in the preventing, reducing or eliminating of pol- 
lution of a kind referred to in this subparagraph, and 


(iv) that has, upon application by the taxpayer to the Minister 
of the Environment, been accepted by that Minister as pro- 
perty the primary use of which is to be the preventing, reduc- 
ing or eliminating of pollution of a kind retanrens to in subpar- 
agraph. (iii), 


and for the purposes. of paragraphs (a) and (b) 


(c), where a- corporation (in this. paragraph referred to as the 
“predecessor corporation’) has, as a result of an amalgamation 
within thé meaning assigned by subsection 87(1) of the Act, 
merged at any time after 1973 with one or more other corpora- 

' tions' to form one corporate entity (in this paragraph referred to 
as the “new corporation’), the new corporation shall be deemed 
to be the same corporation as, and a continuation of, the prede- 
cessor corporation; 


(d) where a corporation (in this paragraph referred to as the 
“subsidiary”) has been wound up at any time after 1973 in cir- 
cumstances to which subsection 88(1) of the Act applies, the 
parent (within the meaning assigned by that subsection) shall be 
deemed to be the same corporation as, and a continuation of, the 
subsidiary; and 


\(e) this class shall be read without reference to subparagraph 
(b)(i) where paragraph (c) or,(d) applies to. the taxpayer and the 
property was acquired before 1992. 

Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 24 
property; Reg. 4600(1)(a), 4600(2)(k) — Qualified property for investment tax credit; 
4604(1)(a), 4604(2)(j) — Approved project property: 

History: The portion of Class 24 between paras. (a) and (b) amended by P.C. 1997- 


1033, s. 8, July 25, 1997, Canada Gazette, Part Il, August |20, 1997, applicable after 
February 21, 1994. 


All that, portion of Class 24 following subpara. (b)(iv) added by P.C. 1994-139, s. 24, 
January 27, 1994, Canada Gazette, Part II, February 9, 1994, applicable to 1974 et seq. 


Those portions of Class 24 preceding subpara. (a)(i) and following subpara. (a)(iii) and 
preceding subpara. (b)(i) substituted by P.C. 1979-1487, s. 7, May 17, 1979, Canada 
Gazette, Part II, June 13, 1979. 


All that portion of para. (b) preceding subpara. (i) and subpara. (b)(iv) substituted by 
P.C. 1978-345, s. 1, February 9, 1978, Canada Gazette, Part II, February 22,-1978, 
effective on and after January 1, 1978. . 

Definitions [Cl. 24]: “buiiding” — Reg 1102(5), (5.1); “business” —ITA 248(1); 
“Canada” —ITA 255, Interpretation Act 35(1); “class” — Reg., 1102 (1)-(3), (14), 
(14.1); “corporation” —ITA 248(1), Interpretation Act 35(1); “Minister” — ITA 
248(1); “new corporation” — Reg. Sch. II Cl. 24(c); “person” — ITA 248(1); “prede- 
cessor corporation” — Reg. Sch. II Cl. 24(c); “property” —ITA 248(1); “subsidi- 
ary” — Reg. Sch. II Cl. 24(d); “taxpayer” — ITA 248(1); “writing” — Interpretation 
Act 35(1). 


Interpretation Bulletins: IT-336R: Pollution control property (archived). 


Class 25 — (100 per cent) 
[Reg. 1100(1)(a)(xviii)] 


Property that would otherwise be included in another class-in this 
Schedule that is property acquired by the taxpayer 


(a) before’ October 23,1968, or 


(b) after October 22, 1968 and before 1974, where the acquisi- 
tion of the property may reasonably be regarded as having been 
in fulfilment of an obligation undertaken in an agreement made 
in writing before October 23, 1968 and ratified, confirmed or 
adopted by the legislature of a province by a statute that came 
into force before that date, 


if the taxpayer was, on October 22, 1968, a corporation, commis-= 
sion or association to which, on the assumption that October 22, 
1968 was in its 1969 taxation year, paragraph 62(1)(c) of the former 
Act (within the meaning assigned by paragraph 8(b) of the Income 
Tax Application Rules), 


(c) would not apply; and 


Reg. 
Cl. 27(¢)(vii)(A) 


(d) would have applied but for subparagraph (i) or (ii) of that 
paragraph. 
Definitions [Cl. 25]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “corporation” — ITA 
248(1), Interpretation Act 35(1); “legislature” — Interpretation Act 35(1) “legislative 
assembly”; “property” — ITA 248(1); “province” — Interpretation Act 35(1); “taxa- 
tion year’ "— ITA 249, “taxpayer” —ITA 248(1); “writing” — Interpretation Act 
35(1). 


Class 26 — (5 per cent) 
[Reg.»1100(1)(a)Cxix)] 
Property that is 
(a). a catalyst; or 


(b) deuterium enriched water (commonly known as “heavy 
water”) acquired after May 22, 1979. 
History: Class 26 amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part Il, November 30, 1994. 


Class 26 and rate substituted by P.C. 1979-1488, s. 3, May 17, 1979, Canada Gazette, 
Part Il, June 13, 1979. 


Definitions [Cl. 26]: “property” — ITA 248(1). 


Class 27 — (50 per cent) 
[Reg. 1100(1)(0), (ta)] 


Property acquired before 1999 that would otherwise be included in 
another Class in this Schedule 


(a) that has not been included by the taxpayer in any other class; 


(b) that had not been used for any purpose whatever before it 
was acquired by the taxpayer; 


(c) that was acquired by the taxpayer after March 12, 1970 pri- 
marily for the purpose of preventing, reducing or eliminating air 
pollution by 


(i) removing particulate, toxic or injurious. materials from 
smoke or gas, or 


(ii) preventing the discharge of part or all of the smoke, gas 
or other air pollutant, 


that is discharged or that, if the property had not been acquired 
and used, would be discharged into the atmosphere asa result of 


(iii) operations carried on by the taxpayer at a site in Canada 
at which operations have been carried on by him from a time 
that is before 1974, 


(iv) the operation in Canada of a building or plant by the tax- 
payer, the construction of which was either, commenced 
before 1974 or commenced under an agreement in writing 
entered into by him before 1974, or 


(v) the operation of transportation or other movable equip- 
ment that has been operated by the taxpayer in Canada (in- 
cluding any of the inland, coastal or boundary waters of Can- 
ada) from a time that is before 1974, 


or that was acquired by him after May 8, 1972, that would other- 
wise have been property referred to in this paragraph except that 
(vi) it was acquired 

(A) for the purpose of gaining or producing income from 
a business by a taxpayer whose business includes the 
preventing, reducing or eliminating of air pollution that is 
caused or that otherwise would be caused primarily by 
operations referred to in subparagraphs (iii), (iv) or (v) 
carried on by other taxpayers (not including persons re- 
ferred to in section 149 of the Act), and 


(B) to be used in a business referred to in clause (A) in 
the preventing, reducing or eliminating of air pollution in 
a manner referred to in this paragraph, or 
(vii) it was acquired 

(A) for the purpose of gaining or producing income from 
a property by a corporation whose principal business is 
the purchasing of conditional sales contracts, accounts re- 
ceivable, bills of sale, chattel mortgages, bills of ex- 
change or other obligations representing part or all of the 
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Reg. 
Cl. 27(¢)(vii)(A) 


sale price of merchandise or services, the lending of 
money, or the leasing of property, or any combination 
thereof, and 


(B) to be leased to a taxpayer (other than a person re- 
ferred to in section 149 of the Act) to be used by him, in 
an operation referred to in subparagraph (iii), (iv), (v) or 
(vi), in the preventing, reducing or eliminating of air pol- 
lution in a manner referred to in this paragraph; and 


(d) that has, upon application by the taxpayer to the Minister of 
the Environment, been accepted by that Minister as property the 
primary use of which is to be the preventing, reducing or elimi- 
nating of air pollution in a manner referred to in paragraph (c); 


and for the purposes of paragraphs (a) to (d), 


(e) where a corporation (in this paragraph referred to as the 
“predecessor corporation”) has, as a result of an amalgamation 
within the meaning assigned by subsection 87(1) of the Act, 
merged at any time after 1973 with one or more other corpora- 
tions to form one corporate entity (in this paragraph referred to 
as the “new corporation’), the new corporation shall be deemed 
to be the same corporation as, and a continuation of, the prede- 
cessor corporation; 


(f) where a corporation (in this paragraph referred to as the “sub- 
sidiary”) has been wound up at any time after 1973 in circum- 
stances to which subsection 88(1) of the Act applies, the parent 
(within the meaning assigned by that subsection) shall be 
deemed to be the same corporation as, and a continuation of, the 
subsidiary; and 


(g) this class shall be read without reference to paragraph (a) 
where paragraph (e) or (f) applies to the taxpayer and the pro- 
perty was acquired before 1992. 
Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 27 
property; Reg. 4600(1)(a), 4600(2)(k) — Qualified property for investment tax credit; 
4604(1)(a), 4604(2)(j) — Approved project property. 
History: The opening words of Class 27 amended by P.C. 1997-1033, s. 9, July 25, 
1997, Canada Gazette, Part II, August 20, 1997, applicable after February 21, 1994. 


That portion of Class 27 following para. (d) added by P.C. 1994-139, s. 25, January 27, 
1994, Canada Gazette, Part II, February 9, 1994, applicable to 1974 et seg. 


That portion of Class 27 preceding para. (a) substituted by P.C. 1979-1487, s. 8, May 
17, 1979, Canada Gazette, Part Il, June 13, 1979. 


All that portion of Class 27 preceding para. (a) and para (d) substituted by P.C. 1978- 
345, s. 2, February 9, 1978, Canada Gazette, Part Il, February 22, 1978, effective on 
and after January 1, 1978. 

Definitions [Cl. 27]: “building” — Reg 1102(5), (5.1); “business” —ITA 248(1); 
“Canada” —ITA 255, Interpretation Act 35(1); “class” — Reg. 1102 (1)-3), (14), 
(14.1); “corporation” —ITA 248(1), Interpretation Act 35(1); “Minister” — ITA 
248(1); “new corporation” — Reg. Sch. II Cl. 27(e); “person” — ITA 248(1); “prede- 
cessor corporation” — Reg. Sch. II Cl. 27(e); “property” —ITA 248(1); “subsidi- 
ary” —Reg. Sch. II Cl. 27(f); “taxpayer”? —ITA 248(1); “writing” — Interpretation 
Act 35(1). 


Interpretation Bulletins: IT-336R: Pollution control property (archived). 


Class 28 — (30 per cent) 
[Reg. 1100(1)(a)(xx), 1100(1)(w), (zc)@)(H)] 


Property situated in Canada that would otherwise be included in an- 
other class in this Schedule that 


(a) was acquired by the taxpayer 
(i) before 1988, or 
(11) before 1990 


(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18, 1987, 


(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987, or 


(C) that is machinery or equipment that is a fixed and in- 
tegral part of a building, structure, plant facility or other 
property that was under construction by or on behalf of 
the taxpayer on June 18, 1987, 


Income Tax Regulations, Schedule II 


and that 


(b) was acquired by the taxpayer principally for the purpose of 
gaining or producing income from one or more mines operated 
by the taxpayer and situated in Canada and each of which 


(i) came into production in reasonable commercial quantities 
after November 7, 1969, or 


(ii) was the subject of a major expansion after November 7, 
1969 


(A) whereby the greatest designed capacity, measured in 
weight of input of ore, of the mill that processed the ore 
from the mine was not less than 25% greater in the year 
following the expansion than it was in the year preceding 
the expansion, or 


(B) where in the one-year period preceding the expansion, 


(I) the Minister, in consultation with the Minister of 
Natural Resources, determines that the greatest de- 
signed capacity of the mine, measured in weight of 
output of ore, immediately after the expansion was not 
less than 25% greater than the greatest designed ca- 
pacity of the mine immediately before the expansion, 
and 


(II) either 


1. no mill processed the ore from the mine at any 
time, or 


2. the mill that processed the ore from the mine 
processed other ore, 


(c) was acquired by the taxpayer 
(i) after November 7, 1969, 


(ii) before the coming into production of the mine or the 
completion of the expansion of the mine referred to in sub- 
paragraph (b)(i) or (ii), as the case may be, and 


(iii) in the case of a mine that was the subject of a major 
expansion described in subparagraph (b)(ii), in the course of 
and principally for the purposes of the expansion, 


(d) had not, before it was acquired by the taxpayer, been used 
for any purpose whatever by any person with whom the taxpayer 
was not dealing at arm’s length, and 


(e) is any of the following, namely, 


(i) property that was acquired before the mine came into pro- 
duction and that would, but for this class, be included in 
Class 10 by virtue of paragraph (g), (k), (1) or (r) of that class 
or would have been so included in that class if it had been 
acquired after the 1971 taxation year, 


(ii) property that was acquired before the mine came into 
production and that would, but for this class, be included in 
Class 10 by virtue of paragraph (m) of that class, or 


(iii) property that was acquired after the mine came into pro- 
duction and that would, but for this class, be included in 
Class 10 by virtue of paragraph (g), (k), (1) or (r) of that 
class, 


or that would be described in paragraphs (b) to (e) if in those 
paragraphs each reference to a “mine” were read as a reference to a 
“mine that is a location in a bituminous sands deposit, oil sands 
deposit or oil shale deposit from which material is extracted”, and 
each reference to “after November 7, 1969” were read as “before 
November 8, 1969”. 

Related Provisions: Reg. 1101(4a), (4b) — Separate class for certain property under 
Class 28; Reg. 1104(5), (6.1) — Income from a mine; Reg. 1104(7) — Extended mean- 
ing of “mine”; Reg. 1104(8.1) — Production in paras. (c) and (e) means production in 
reasonable commercial quantities; Reg. 1205(1)(c)—Earned depletion base — 
1206(1)“bituminous sands equipment”; Reg. 4600(1)(b), 4600(2)G) — Qualified pro- 
perty for investment tax credit; Reg. 4601(a)(vi) — Qualified transportation equipment; 
Reg. 4604(2)(i) — Approved project property. 

History: Cls. (b(ii)(A) and (B) amended by P.C. 2000-1331, subsec. 5(2), August 23, 
2000, Canada Gazette, Part II, September 13, 2000, applicable to expansions com- 
mencing after September 13, 2000. 
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Cl. 30 — (40: per cent) 


Subpara. (b)(i1) substituted by P.C. 1994-139, s. 26, January 27, 1994, Canada Gazette, 
Part II, February 9, 1994, applicable to expansions of mines commencing after June 18, 
1987, 


Class 28, substituted by P.C. 1989-2464, s. 18, December 14, 1989, Canada Gazette, 
Part II, January 3, 1990, applicable in respect of property acquired after 1987. 


Subpara. (d)(iii) substituted by P.C. 1980-3279, is. 5, December 4; 1980, Canada Ga- 
zette, Part II, December 24, 1980, effective in respect of property acquired after De- 
cember 11, 1979. 

Subparas. (d)(1i), (iii) substituted for subpara. (ii) by P.C. 1978-344,s..8, February 9, 
1978, Canada Gazette, Part II, February 22, 1978, effective after March 31, 1977. 
Definitions [Cl. 28]: “arm’s length” —ITA 251(1); “bituminous sands” —ITA 
248(1); “building” — Reg 1102(5), (5.1); “Canada” —ITA 255, Interpretation Act 
35(1); “class” — Reg. 1102 (1)-(3), (14), (14.1); “income from a mine” — Reg. 
1104(5), (6.1)(a); “mine” — Reg. 1104(7)(a); “Minister”, “person” —ITA 248(1); 
“production” — Reg. 1104(8.1); “property” —ITA 248(1); “structure” — Reg 
1102(5), (5.1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1); “writing” — In- 
terpretation Act 35(1). 


Class 29 — (50 per cent, straight-line) 
[Reg. 1100(1)(t), (ta)] 
Property (other than property included in Class 41 solely because of 
paragraph (c) or (d) of that Class or property included in Class 47 
because of paragraph (b) of that Class) that would otherwise be in- 
cluded in another class in this Schedule 


(a) that is property manufactured by the taxpayer, the manufac- 
ture of which was completed by him after May 8,.1972, or other 
property acquired by the taxpayer after May 8, 1972, 


(i) to. be used directly or indirectly by. him in Canada prima- 
rily in the manufacturing or processing of goods for sale or 
lease, or 


(ii) to be leased, in the ordinary course of carrying on a busi- 
ness in Canada of the taxpayer, to a lessee who can reasona- 
bly be expected to use, directly or indirectly, the property in 
Canada primarily in Canadian field processing carried on by 
the lessee or in the manufacturing or processing by the lessee 
of goods for sale or lease, if the taxpayer is a corporation 
whose principal business is 


(A) leasing property, 
(B) manufacturing property that it sells or leases, 
(C) the lending of money, 


(D) the purchasing of conditional sales contracts, ac- 
counts receivable, bills of sale, chattel mortgages, bills of 
exchange or other obligations representing part or all of 
the sale price of merchandise or services, or 


(E) selling or servicing a type of property that it also 
leases, 


or any combination thereof, unless use of the property by the 
lessee commenced before May 9, 1972; 


(b) that is 
(i) property that, but for this class, would be included in 
Class 8, except railway rolling stock or a property described 
in paragraph (j) of Class 8, 
(ii) an oil or water storage tank, 
(ili) a powered industrial lift truck, 
(iv) electrical generating equipment described in Class 9, 


(v) property that is described in paragraph (b) or (f) of Class 
10, or 


(vi) property that would be described in paragraph (f) of 
Class 10 if the portion of that paragraph before subparagraph 
(i) read as follows: 


“(f) general-purpose electronic data processing equip- 
ment and systems software for that equipment, includ- 
ing ancillary data processing equipment, acquired after 
March 18, 2007 and before January 28, 2009, but not 
including property that is principally or is used princi- 
pally as”; 

and 


Reg. 
Cl. 30(b) 


(c) that is property acquired by the taxpayer 
(i) before 1988, 
(ii) before 1990 


(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18, 1987, 


(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987, or 


(C) that is machinery or equipment that is a fixed and in- 
tegral part of a building, structure, plant facility or other 
property that was under construction by or on behalf of 
the taxpayer on June 18, 1987, or 


(iii) after March 18, 2007 and before 2012 if the property is 
machinery, or equipment, 


(A) that would be described in paragraph (a) if subpara- 
graph (a)(ii) were read without reference to “in Canadian 
field processing carried on by the lessee or,”, and 


(B) that is described in any of subparagraphs (b)(i) to (iii) 
and (vi), 
Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 29 
property; Reg. 1104(9) — Definition of manufacturing or “processing; Reg. 


4600(2)(k) — Qualified property for investment tax credit; Reg. Sch: II:Cl. 43 — Class 
property acquired since 1988. 


History: Subpara. (b)(v)’ of Class 29 amended. and subpara. (b)(vi) added by. P.C. 
2009-660, subsec. 8(1), April 30, 2009, Canada Gazette, Part II, May 13, 2009, appli- 
cable in respect of property acquired after March 18, 2007. 


The opening words of subpara. (c)(iii) amended by the said P.C. 2009-660, subsec. 
8(2), applicable in respect of property acquired after February 25, 2008. 


Cl. (c)(iii)(B) amended by the said P.C. 2009-660, subsec. 8(3), applicable in respect of 
property acquired after March 18, 2007. 


The opening words of Class 29 amended by PC. 2009-581, subsec. 5(1), April 23, 
2009, Canada Gazette, Part II, May 13, 2009, applicable to property acquired after 
March 18, 2007. t 


Subpara. (c)(iii) added by the said P.C. 2009-581, subsec. 5(2), deemed to have come 
into force on March 19, 2007. 


The opening words of Class 29, and the portion,,of. subpara. (a)(ii) before cl. (A), 
amended by P.C. 1999-629, s. 14, April 15, 1999, Canada Gazette, Part II, April 28, 
1999, applicable to taxation years that begin after 1996. 


Para. (c) added by P.C. 1989-2464, s. 19, December 14, 1989, Canada Gazette, Part Il, 
January 3, 1990, applicable in respect of -property acquired after 1987. 


Selected Cases [Cl. 29]: Donohue Normick Inc. v. R., [1995] E.T.C. 2158; 96 DTC 
6061 (FCA) (Classification depends on expectation of use of item). 

Definitions [Cl. 29]: “building” — Reg 1102(5), (5.1); “business” —ITA 248(1); 
“Canada” — ITA 255, Interpretation Act 35(1); “Canadian field processing” — ITA 
248(1); “carrying on a business in Canada” — ITA 253; “class” — Reg. 1102 (1)=(3), 
(14), (14.1); “corporation” — ITA 248(1), Interpretation Act 35(1); “manufacturing or 
processing” — Reg. 1104(9); “property” —ITA 248(1); “structure” — Reg 1102(5), 
(5.1); “taxpayer” — ITA 248(1); “writing” — Interpretation Act 35(1). 
Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-283R2: CCA — Videotapes, video- 
tape cassettes, films, computer software and master recording media (archived), IT- 
411R: Meaning of “construction”. 


Class 30 — (40 per cent) 
[Reg. 1100(1)(a)(xxi)] 


Property of a taxpayer that is 


(a) an unmanned telecommunication space-craft that was de- 
signed to orbit above the earth and that was acquired by the 
taxpayer 

(i) before 1988, or 

(11). before 1990 


(A) pursuant to an obligation in writing entered into by 
the taxpayer before June 18,'1987, or 


(B) that was under construction by or on behalf of the tax- 
payer on June 18, 1987; or 


(b) equipment used for the purpose of effecting an interface be- 
tween a cable or satellite distribution system (other than a satel- 
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Reg. 
Cl. 30(b) 


lite radio distribution system) and electronic products used by 
consumers of that system if the equipment 


(i) is designed primarily 
(A) to augment the channel capacity of a television re- 
ceiver, Or 


(B) to decode pay television or other signals provided on 
a discretionary basis, 


(ii) is acquired by the taxpayer after March 4, 2010, and 


(iii) has not been used or acquired for use for any purpose by 
any taxpayer before March 5, 2010. 
Related Provisions: Reg. 1101(5a) — Separate class. 
History: Class 30 amended by 2010, c. 25, s. 89, applicable in respect of taxation 
years that end after March 4, 2010. 
Class 30 substituted by P.C. 1989-2464, s. 20, December 14, 1989, Canada Gazette, 
Part Il, January 3, 1990, applicable in respect of property acquired after 1987. 


Definitions [Cl. 30]: “property” —ITA 248(1); “radio” — Interpretation Act 35(1); 
“taxpayer” — ITA, 248(1); “writing” — Interpretation Act 35(1). 


Class 31 — (5 per cent) 
[Reg. 1100(1)(a)(xx11)] 
Property that is a multiple-unit residential building in Canada that 


would otherwise be included in Class 3 or Class 6 and in respect of 
which 


(a) a certificate has been issued by Canada Mortgage and Hous- 
ing Corporation certifying 
(i) in respect of a building that would otherwise be included 
in Class 3, that the installation of footings or any other base 
support of the building was commenced 


(A) after November 18, 1974 and before 1980, or 
(B) after October 28, 1980 and before 1982, 
as the case may be, and 


(ii) in respect of a building that would otherwise be included 
in Class 6, that the installation of footings or any other base 
support of the building was commenced after December 31, 
1977 and before 1979, 


and that, according to plans and specifications for the building, 
not less than 80 per cent of the floor space will be used in pro- 
viding self-contained domestic establishments and related park- 
ing, recreation, service and storage areas; 


(b) not more than 20 per cent of the floor space is used for any 
purpose other than the purposes referred to in paragraph. (a); 


(c) the certificate referred to in paragraph (a) was issued on or 
before the later of 


(i) December 31, 1981, and 


(ii) the day that is 18 months after the day on which the in- 
stallation of footings or other base support of the building 
was commenced; and 


(d) the construction of the building proceeds, after 1982, without 
undue delay, taking into consideration acts of God, labour dis- 
putes, fire, accidents or unusual delay by common carriers or 
suppliers of materials or equipment, 


and that was acquired by the taxpayer 
(e) before June 18, 1987, or 
(f) after June 17, 1987 pursuant to 


(i) an obligation in writing entered into by the taxpayer 
before June 18, 1987, or 


(ii) the terms of a prospectus, preliminary prospectus, regis- 
tration statement, offering memorandum or notice required to 
be filed with a public authority in Canada and filed before 
June 18, 1987 with that public authority. 
Related Provisions: Reg. 1101(5b) — Separate class where property cost $50,000 
or more. 


History: All that portion of Class 31 following para. (d) added by P.C. 1989-2464, s. 
21, December 14, 1989, Canada Gazette, Part Il, January 3, 1990, applicable in respect 
of property acquired after June 18, 1987. 


Income Tax Regulations, Schedule II 


Para. (d) substituted by P:C. 1982-3667, December 2, 1982, Canada Gazette, Part LI, 
December 22, 1982. 


All that portion of para. (a) preceding subpara. (ii) substituted, paras. (c), (d) added by 
P.C. 1981-733, s. 3, March 19, 1981, Canada Gazette, Part II, April 8, 1981, effective 
commencing October 29, 1980. 


Subpara. (a)(i) substituted by P.C. 1979-1487, s. 9, May 17, 1979, Canada Gazette, 
Part II, June 13, 1979, effective January 1, 1979. 


Class 31 substituted by P.C. 1978-345, s. 3, February 9, 1978, Canada Gazette, Part II, 
February 22, 1978, effective on and after January 1, 1978. 


Selected Cases [Cl. 31]: Blouin v. R., [1995] 2 C.T.C. 412 (FCTD) (Even certificate 
obtained by fraud is binding upon Minister). : 
Definitions [Cl. 31]: “building” — Reg 1102(5), (5.1); “Canada” — ITA 255, Inter- 
pretation Act 35(1); “month” — Interpretation Act 35(1); “property” —ITA 248(1); 
“related” —ITA 251(2)-(6); “self-contained domestic establishment”, “taxpayer” — 
ITA 248(1); “writing” — Interpretation Act 35(1). 


Interpretation Bulletins: IT-195R4: Rental property —CCA restrictions; IT- 
367R3: CCA — multiple-unit residential buildings (archived). 


Class 32 — (10 per cent) 
[Reg. 1100(1)(a)(xxiii)] 
Property that is a multiple-unit residential building in Canada that 
would otherwise be included in Class 6 if the reference to “1979” in 
subparagraph (a)(viii) of that Class were read asa reference to 
“1980”, and in respect of which 


(a) a certificate has been issued by Canada Mortgage and Hous- 

ing Corporation certifying 
(i) that the installation of footings or any other base support 
of the building was commenced after November 18, 1974 
and before 1978, and 
(ii) that, according to plans and specifications for the build- 
ing, not less than 80% of the floor space will be used in pro- 
viding self-contained domestic establishments and related 
parking, recreation, service and storage areas; and 

(b) not more than 20 per cent of the floor space is used for any 

purpose other than the purposes referred to in subparagraph 

(a)(ii). 

History: All that portion of Class 32 preceding para. (a) substituted by P.C. 1978- 


3768, s. 4, December 14, Canada Gazette, Part Il, December 27, 1978, effective Janu- 
ary 1, 1979. 


Definitions [Cl. 32]: “building” — Reg 1102(5), (5.1); “Canada” — ITA 255, Inter- 
pretation Act 35(1); “property” — ITA 248(1); “related” — ITA 251(2)-(6); “self-con- 
tained domestic establishment” — ITA 248(1). 


Interpretation Bulletins: IT-195R4: Rental property —CCA restrictions; IT- 
367R3: CCA — multiple-unit residential buildings (archived). 


Class 33 — (15 per cent) 
[Reg. 1100(1)(a)(xxiv)] 


Property that is a timber resource property. 


Definitions [Cl. 33]: “property” —ITA 248(1); “timber resource property” —ITA 
13(21), 248(1). 


Interpretation Bulletins: IT-481: Timber resource property and timber limits. 


Class 34 — (50 per cent) 
[Reg. 1100(1)(t), (ta)] 


Property that would otherwise be included in Class 1, 2 or 8 
(a) that is 
(i) electrical generating equipment, 


(ii) production equipment and pipelines of a distributor of 
heat, 


(iii) steam generating equipment that was acquired by the 
taxpayer primarily for the purpose of producing steam to op- 
erate property described in subparagraph (i), or 


(iv) an addition to a property described in subparagraph (i), 
(ii) or (iii), 

but not including buildings or other structures, 

(b) that was acquired by the taxpayer after May 25, 1976, 
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»Cl..34— (50. per cent) 


(c) that 


(1) was acquired by the taxpayer fot use ee him in a business 
carried on in, Canada, or 


(ii) is to be leased by the taxpayer to a lessee for use by the 
lessee in Canada, and 


(d) that is property in respect of which a certificate has been 
issued 


(i) before December ’11, 1979 by the Minister of Industry, 
Trade and Commerce certifying that the property is a of a 
plan designed to 


(A) produce: heat derived primarily from the ébtisxin(gition 
of wood wastes or municipal wastes, 


(B) produce electrical energy’ by the utilization of fuel | 


that. is petroleum, natural gas or related hydrocarbons, 


coal, coal gas, coke, lignite or peat (in this clause referred | 


to.as “fossil fuel”), wood wastes or municipal. wastes, or 
any combination thereof, if the consumption of fossil fuel 
(expressed as the high heat value of the fossil fuel), if 
any, chargeable to electrical energy on an annual basis in 
respect of the property ‘is no greater than’7;000 British 
Thermal Units per kilowatt-hour of electrical energy pro- 
duced, or 


(C) recover heat that is-a ae produc of an industrial pro- 
cess, or 


(ii) after December 10, 1979 by the’ Minister of Energy, 
Mines and Resources ine that the property is part of a 
plan designed to 


(A) produce heat derived primarily from the consumption 
of natural gas, coal, coal gas, lignite, peat, wood wastes or 


Reg. 
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thereto, control ‘equipment, fishways or fish bypasses and 
transmission equipment, except distribution equipment and a 
property included in Class 10.or 17, 


(iii) heat recovery equipment that is designed to conserve en- 
ergy or reduce the’ requirement to acquire energy by ex- 
tracting and reusing heat from thermal waste ‘including con- 


» densers, heat exchange equipment, steam compressors used 


to upgrade low: pressure steam, waste heat boilers and ancil- 
lary equipment such as control panels, fans, instruments or 
pumps, 

(iv) an addition or alteration to a hydro electric installation 
described in subparagraph (ii) that results in a change in gen- 
erating capacity if the new maximum generating capacity at 
the hydro electric installation does not exceed 15 megawatts, 
or 


(v) a fixed location device acquired after February 25, 1986, 
that is a wind energy conversion system designed to produce 
electrical energy, consisting of a wind-driven turbine, gener- 
ating equipment and related equipment, including control and 
conditioning equipment, support structures, a powerhouse 
complete with equipment ancillary thereto, and transmission 
equipment, but not including distribution equipment, equip- 
ment designed to store electrical energy or property included 
in Class 10 or 17, 


(f) that 


(i) was acquired by the taxpayer for use by, him for the pur- 
pose of gaining or producing income from a business carried 
on.in Canada or from property, situated in Canada, or 


(ii) is to be leased by the taxpayer to a lessee for use by the 
lessee’ in’ Canada, and 


municipal wastes, or any combination thereof, (g) that is property in respect of which a certificate has been is- 
(B). produce electrical energy by the utilization of fuel sued by the Minister of Energy, Mines and Resources, 

that is petroleum, natural gas or related hydrocarbons, | but not including . 

coal, coal gas, coke, lignite or peat (in this clause referred 
to as “fossil fuel”), wood wastes or municipal wastes, or 
any combination thereof, if the consumption of fossil fuel 
(expressed as the:high heat value of the fossil fuel), if 
any, chargeable to, electrical energy on an annual basis in 
respect of the property is no greater than 7,000 British 
Thermal Units per kilowatt-hour of electrical energy pro- 
duced, or 


(h) property in respect of which a certificate issued under para- 
graph (d),; (g) has been revoked pursuant to subsection 1104(11), 


(i) property that had been used before. it was acquired by the 
taxpayer unless the property had previously been included, in 
Class 34 for the purpose of computing the income of the person 
from whom it was. acquired, . 


(j) property acquired by the taxpayer after February 21, 1994 


(C) recover, heat that isa by-product of an industrial other than 


process, (i) property acquired by the,taxpayer e 
and property that was acquired by the taxpayer after December 10, (A) pursuant to an agreement of purchase and sale in writ- = 
1979 (other than property described in paragraph (a)) and would ing entered into by the taxpayer before February. 22, = 
otherwise be included in another Class in this Schedule © 1994, 

(e). that is (B) in order to satisfy a legally binding obligation entered a 


(i) active solar heating equipment facials solar collectors, 
solar energy conversion equipment, storage equipment, con- 
trol equipment, equipment designed to interface solar heating 
equipment with other heating equipment, and solar water 
heaters,.used to 


(A) heat a liquid or air to be used directly in the course of 
manufacturing or processing, 


(B) provide space heating when installed in a new build- 
ing or other new structure at the time of its original con- 
struction where that construction commenced after De- 
cember 10, 1979, or 
(C) heat water for a use other than a use described in 
clause (A) or (B), . 
(ii) a hydro electric installation of a producer of hydro: elec- 
tric energy with a planned maximum generating capacity not 
exceeding 15 megawatts upon completion of site develop- 


ment that is the generating equipment and plant (including | 


structures) of that producer including a canal, a dam;.a dyke, 
an overflow spillway, a penstock, a powerhouse complete 
with generating equipment and other equipment ancillary 
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into by the taxpayer, in writing before February 22, 1994 
to. sell electricity to a public power utility in Canada, 


(C) that was under construction by or on behalf of the tax- 
payer. on February 22, 1994, or 


(D) that is machinery or equipment that is a fixed and in- 
tegral part of a building, structure or other property that 
was under construction by or on behalf of the taxpayer on 
February 22, 1994, and 

(ii) property acquired by the taxpayer before 1996 
(A) pursuant to an agreement of purchase and sale in writ- 


ing entered into before 1995 to acquire the property from 
a person or partnership in:circumstances where 


(I). the property was part of a project that was under 
construction by the person or partnership. on February 
22, 1994, and 


(ID it is reasonable to. conclude, having regard to all of 
the circumstances, that the person or partnership con- 
structed the project with the intention of transferring 
all or part of the project to another taxpayer after com- 
pletion, or 


Reg. 
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(B) pursuant to an agreement in writing entered into 
before 1995 by the taxpayer with a person or partnership 
where the taxpayer agrees to assume a legally binding ob- 
ligation entered into by the person or partnership before 
February 22, 1994 to sell electricity to a public power 
utility in Canada, or 


(k) property in respect of which a certificate has not been issued 
under paragraph (d) or (g) before the time that is the later of 


(i) the end of 1995, and 


(ii) 2 years after the property is acquired by the taxpayer or, 
where the property is property acquired in circumstances to 
which paragraph (j) applies, 2 years after substantial comple- 
tion of the property. 
Related Provisions: Reg. 1100(2)(a)(iv) — Half-year rule inapplicable to Class 34 
property; Reg. 1100(24), (25) — Limitation on deduction for specified energy pro- 
perty; Reg. 1104(11) — Revocation of certificate; Reg. 4600(2)(k) — Qualified pro- 
perty for investment tax credit; Reg. 4604(2)(j) — Approved project property; Reg. 
Sch. I:Cl. 43.1(a)(@ii) — Heat recovery equipment. 
History: Paras. (j) and (k) added to Class 34 by P.C. 1997-1033, s. 10, July 25, 1997, 
Canada Gazette, Part Il, August 20, 1997, applicable after February 21, 1994. 
That portion of Class 34 preceding para. (a) substituted by P.C. 1989-2464, s. 22, De- 
cember 14, 1989, Canada Gazette, Part II, January 3, 1990, applicable in respect of 
property acquired after 1987. 
Subpara. (e)(v) added by P.C. 1987-2354, November 26, 1987, Canada Gazette, Part 
II, December 9, 1987. 
Para. (b), subparas. (c)(ii), (f)(ii), cl. (e)()(B), and that portion following para. (d) and 
preceding para. (e) substituted by P.C. 1985-2673, s. 2, August 28, 1985, Canada Ga- 
zette, Part II, September 18, 1985. 
Cls. (d)(i)(C), (ii)(C) substituted by P.C. 1984-2044, subsecs. 3(2), (4), June 14, 1984, 
Canada Gazette, Part Il, June 27, 1984. 
Subpara. (a)(iv) added, paras. (b)—(f) substituted, paras. (g)-(i) added by P.C. 1980- 
3323, s. 2, December 4, 1980, Canada Gazette, Part II, December 24, 1980; paras. 
(b)-(G) effective December 11, 1979. 
Para. (b) and subpara. (c)(ii) substituted by P.C. 1980-327, February 1, 1980, Canada 
Gazette, Part II, February 13, 1980, effective January 1, 1980. 
Definitions [Cl. 34]: “building” — Reg 1102(5), (5.1); “business” —ITA 248(1); 
“Canada” —ITA 255, Interpretation Act 35(1); “fossil fuel’ —Reg. Sch. II Cl. 
34(d)(i)(B), (ii)(B); “Minister” —ITA 248(1); “person”, “property” —ITA 248(1); 
“related” —ITA 251(2)-(6); “structure” — Reg 1102(5), (5.1); “taxpayer” —ITA 
248(1); “writing” — Interpretation Act 35(1). 


Class 35 — (7 per cent) 
[Reg. 1100(1)(a)(xxv), 1100(1)(z.1b), 1100(1)(z. Ic), 
1100(1)(ze)G)(D] 
Property not included in any other class that is 
(a) a railway car acquired after May 25, 1976; or 


(b) a rail suspension device designed to carry trailers that are 
designed to be hauled on both highways and railway tracks. 
Related Provisions: Reg. 1100(1)(z.1c) — Additional CCA for railway common 
carriers; Reg. 1100(1.13)(a)(viii) — Exclusion from specified leasing property rules; 
Reg. 1101(5d)~(5d.2) — Separate classes; Reg. 1103(2i) — Election to include Class 

7(h) property in Class 35. 


History: Class 35 substituted by P.C. 1994-139, s. 27, January 27, 1994, Canada Ga- 
zette, Part II, February 9, 1994, applicable to property acquired after December 23, 
1991, other than property acquired by a taxpayer before 1993 


(a) pursuant to an agreement in writing entered into before December 24, 1991; or 


(b) that was under construction by or on behalf of the taxpayer on December 23, 
1991. 


Definitions [Cl. 35]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “property” — ITA 
248(1). 


Class 36 


Property acquired after December 11, 1979 that is deemed to be 
depreciable property by virtue of paragraph 13(5.2)(c) of the Act. 
Related Provisions: Reg. 1101(5g) — Separate class. 

History: Class 36 added by P.C. 1982-599, subsec. 6(2), February 25, 1982, Canada 


Gazette, Part Il, March 10, 1982, applicable in respect of property acquired after De- 
cember 11, 1979. 


Definitions [Cl. 36]: “depreciable property” —ITA 13(21), 248(1); “property” — 
ITA 248(1). 


Income Tax Regulations, Schedule II 


Class 37 — (15 per cent) 
[Reg. 1100(1)(a)(xxvi)] 


Property that would otherwise be included in another class in this 
Schedule that is property used in connection with an amusement 
park, including 
(a) land improvements (other than landscaping) for or in support 
of park activities, including 
(i) roads, sidewalks, parking areas, storage areas, or similar 
surface constructions, and 


(ii) canals, 
(b) buildings (other than warehouses, administration buildings, 
hotels or motels), structures and equipment (other than automo- 
tive equipment), including 

(i) rides, attractions and appurtenances associated with a ride 

or attraction, ticket booths and facades, 


(ii) equipment, furniture and fixtures, in or attached to a 
building included in this class, 


(iii) bridges, and 
(iv) fences or similar perimeter structures, and 


(c) automotive equipment (other than automotive equipment de- 
signed for use on highways or streets), 


and property not included in another class in this Schedule that is a 
waterway or a land improvement (other than landscaping, clearing 
or levelling land) used in connection with an amusement park. 
Related Provisions: Reg. 1103(2b) — Election to include earlier property in Class 
37; Reg. 1104(12)— Meaning of “amusement park”; Reg. 1104(12); 4604(1)(a), 
4604(2)(k) — Approved project property. 

History: Class 37 added by P.C. 1982-599, subsec. 6(2), February 25, 1982, Canada 
Gazette, Part Il, March 10, 1982, applicable in respect of property acquired after De- 
cember 11, 1979. 

Definitions [Cl. 37]: “amusement park” — Reg. 1104(12); “associated” — ITA 256; 
“building” — Reg 1102(5), (5.1); “class’— Reg. 1102 (1)-(3), (14), (14.1); “pro- 
perty” —ITA 248(1); “structure” — Reg 1102(5), (5.1). 


Class 38 
[Reg. 1100(1)(zd)] 


Property not included in Class 22 but that would otherwise be in- 
cluded in that class if that class were read without reference to 
paragraphs (a) and (b) thereof. 

Related Provisions: Reg. 1101(51)—Election for separate class; Reg. 
4600(2)(e) — Qualified property for investment tax credit; 4603(a) — Qualified con- 
struction equipment; 4604(2)(d) — Approved project property. 

History: Class 38 added by P.C. 1989-2464, s. 23, December 14, 1989, Canada Ga- 
zette, Part II, January 3, 1990, applicable in respect of property acquired after 1987. 
Definitions [Cl. 38]: “class” — Reg. 1102 (1)-(3), (14), (14.1); “property” — ITA 
248(1). 

Interpretation Bulletins: IT-411R: Meaning of “contruction”; IT-469R: CCA — 
Earth-moving equipment. 


Class 39 
[Reg. 1100(1)(ze)] 


Property acquired after 1987 and before February 26, 1992 that is 
not included in Class’ 29, but that would otherwise be included in 
that Class if that Class were read without reference to subpara- 
graphs (b)(iii) and (v) and paragraph (c) thereof. 

Related Provisions: Reg. 1104(9); 4600(2)(k) — Qualified property for investment 
tax credit; 4604(2)(j) — Approved project property; Sch. II:Cl. 43. 


History: Class 39 substituted by P.C. 1994-230, s. 10, February 10, 1994, Canada 
Gazette, Part Il, February 23, 1994, applicable to property acquired after February 25, 
1992. 


Class 39 added by P.C. 1989-2464, s. 23, December 14, 1989, Canada Gazette, Part II, 
January 3, 1990, applicable in respect of property acquired after 1987. 


Selected Cases [Cl. 39]: Will-Kare Paving & Contracting Ltd. v. R., [2000] 3 
C.T.C. 463 (SCC); aff’ g [2000] 3 C.T.C. 463 (FCA); aff’ g [1996] 2 C.T.C. 2426 (TCC) 
(“Primary” means the most important, not just one of many purposes or reasons). 
Definitions [Cl. 39]: “property” — ITA 248(1). 

Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-283R2: CCA — Videotapes, video- 
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Cl. 41 — (25 per cent) 


tape cassettes, films, computer software and master recording media (archived); IT- 
411R: Meaning of “construction”. 


Class 40 
[Reg. 1100(1)(zf)] 


Property acquired after 1987 and before 1990 that is a powered in- 
dustrial lift truck or property described in paragraph (b) or (f). of 
Class 10 and that is property not included in Class 29 but that 
would otherwise be included in that class if that class were read 
without reference to paragraph (c) thereof. 

Related Provisions: Reg. 1103(2e)— Transfer from Class 40 to Class 10; 
4600(2)(k) — Qualified property for investment tax credit; 4604(2)(j) — Approved 
project property. 

History: Class 40 added by P.C. 1989-2464, s. 23, December 14, 1989, Canada Ga- 
zette, Part II, January 3, 1990, applicable in respect of property acquired after 1987. 

Definitions [Cl. 40]: “class” — Reg. 1102-(1)-(3), (14), (14.1); “property” — ITA 
248(1). 

Interpretation Bulletins: IT-147R3: CCA — Accelerated write-off of manufactur- 
ing and processing machinery and equipment; IT-283R2: CCA — Videotapes, video- 
tape cassettes, films, computer software and master recording media (archived). 


Class 41 — (25 per cent) 
[Reg. 1100(1)(a)(xxvii), 1100(1)(y), (ya)] 


(a) not included in Class 28 that would otherwise be included in 
that class if that Class were read without reference to paragraph 
(a) of that Class, and if subparagraphs (e)(i) to (iii) of that Class 
were read as follows: 


“(i) property that was acquired before the mine came into 
production and that would, but for this Class, be included in 
Class 10 because of paragraph (g), (k), (1) or (©) of that 
class or would have. been so included in that class if it had 
been acquired after the 1971 taxation year, and property 
that would, but for this class, be included in Class 41 be- 
cause of subsection 1102(8) or (9), 


(ii) property that was acquired before the mine came into 
production and that would, but for this Class, be included in 
Class 10 because of paragraph (m) of that Class, or 


(iii) property that was acquired after the mine came into 
production and that would, but for this Class, be included in 
Class 10 because of paragraph (g), (k), (1) or (©) of that 
Class, and property that would, but for this Class, be in- 
cluded in Class 41 because of subsection 1102(8) or (9);” 


(a.1) that is the portion, expressed. as a percentage determined by 
reference to capital cost, of property that 


(i) would, but for this Class, be included in Class 10 because 
of paragraph (g), (k), or (1) of that Class, or that is included in 
this Class because of subsection 1102(8) or (9), 


(ii) is not described in paragraph (a) or (a.2), 


(iii) was acquired by the taxpayer principally for the purpose 
of gaining or producing income from one or more mines that 
are operated by the taxpayer and situated in Canada, and that 
became available for use for the purpose of subsection 


13(26) of the Act in a taxation year, and 
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(iv) had not, before it was acquired by the taxpayer, been 
used for any purpose by any person or partnership with 
whom the taxpayer was not dealing at arm’s length, 


where that percentage is determined by the formula 


100.x [A —(B x 365/C)] 


A 


where 


A is the total of all amounts each of which is the capital cost of 


B 


© 


a property of the taxpayer that became available for use for 
the purpose of subsection 13(26) of the Act in the year and 
that is described in subparagraphs (i) to (iv) in respect of the 
mine or mines, as the case may be, 


is 5% of the taxpayer’s gross revenue from the mine or 
mines, as the case may be, for the year, and 


is the number of days in the. year; 


(a.2) that 


(i) is property that would, but for this Class, be included in 
Class 10 because of paragraph (g), (k), or (1) of that Class or 


“that is included in this Class because of subsection 1102(8) 


or (9), 


(ii) was acquired by the taxpayer in a taxation year princi- 
pally for the purpose of gaining or producing income from 


“one or more mines each of which 


(A) is one or more wells operated by the taxpayer for the 
extraction of material from a deposit of bituminous sands 
or oil shales, operated by the taxpayer and situated in 
Canada, 


(B) was the subject of a major expansion after March 6, 
1996, and 


(C) is a mine in respect of which the Minister, in consul- 
tation with the Minister of Natural Resources, determines 
that the greatest designed capacity of the mine, measured 
in volume of oil that is not beyond the crude oil stage or 
its equivalent, immediately after the expansion was not 
less than 25% greater than the greatest designed capacity 
of the mine immediately before the expansion, 


(iii) was acquired by the taxpayer 
(A) after March 6, 1996, 
(B) before the completion of the expansion, and 


(C) in the course of and principally for the purposes of the 
expansion, and 


(iv) had not, before it was acquired by the taxpayer, been 
used for any purpose by any person or partnership with 
whom the taxpayer was not dealing at arm’s length; 


(a.3) that is property included in this Class because, of subsection 
1102(8) or (9), other than property described in paragraph (a) or 
(a.2) or the portion of property described in paragraph (a.1); 
(b) that is property, other than property described in subsection 
1101(2c), 


(i) described in paragraph (f.1), (g), G), (kK), (1), (m), (x), (t) or 
(u) of Class 10. that would be included in that Class if this 
Schedule were read without reference to this paragraph; or 


(ii) that is a vessel, including the furniture, fittings, radio 
communication equipment and other’ equipment attached 
thereto, that is designed principally for the purpose of 


(A) determining the existence, location, extent or quality 
of accumulations of petroleum, natural gas or mineral re- 
sources, or 


(B) drilling oil or gas wells, 


and that was acquired by the taxpayer after 1987 other than pro- 
perty that was acquired before 1990 


(iii) pursuant to an obligation in writing entered into by the 
taxpayer before June 18, 1987, 
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(iv) that was under construction by or on behalf of the tax- 
payer on June 18, 1987, or 


(v) that is machinery and equipment that is a fixed and inte- 
gral part of property that was under construction by or on 
behalf of the taxpayer on June 18, 1987; 
(c) acquired by the taxpayer after May 8, 1972, to be used di- 
rectly or indirectly by the taxpayer in Canada primarily in Cana- 


dian field processing, where the property would be included in 
Class 29 if 


(i) Class 29 were read without reference to 
(A) the words “property included in Class 41 solely be- 
cause of paragraph (c) or (d) of that Class or”, 
(B) its subparagraphs (b)(iii) and (v), and 
(C) its paragraph (c), 
(ii) subsection 1104(9) were read without reference to para- 
graph (k) of that subsection, and 


(iii) this Schedule were read without reference to this Class, 
Class 39 and Class 43; or 


(d) acquired by the taxpayer after December 5, 1996 (otherwise 
than pursuant to an agreement in writing made before December 
6, 1996) to be leased, in the ordinary course of carrying on a 
business in Canada of the taxpayer, to a lessee who can reasona- 
bly be expected to use, directly or indirectly, the property in 
Canada primarily in Canadian field processing carried on by the 
lessee, where the property would be included in Class 29 if 


(i) Class 29 were read without reference to 


(A) the words “property included in Class 41 solely be- 
cause of paragraph (c) or (d) of that Class or”, 


(B) its subparagraphs (b)(iii) and (v), and 
(C) its paragraph (c), and 
(ii) this Schedule were read without reference to this Class, 
Class 39 and Class 43. 
Proposed Amendment — Repeal of accelerated CCA 
for oil sands 


Federal Budget, Supplementary wich March 19, 2007: aes nade a 
1100(1)(y.1). 


Related Provisions: ITA 13(5) — Reclassification of property as a result of change 
in regulations; ITA 257 — Negative amounts in formulas; Reg. 1101(4c), (4d) — Sep- 
arate class for certain property under paras. (a)—(a.2); Reg. 1102(8)(d), 1102(9)(d) — 
Generating equipment; Reg. 1102(14.11) — Effect of transfer of oil sands property on 
reorganization; Reg. 1102(18)— Townsite costs; Reg. 1104(5) — Income from a 
mine; Reg. 1104(5.1), (5.2) — Gross revenue from a mine; Reg. 1104(7) — Meaning 
of “mine”; Reg. 1104(5), (6), (7), 1205(1)(a)(vi)(D), 1205(1)(c) — Earned depletion 
base; Reg. 1104(8.1) — Production in para. (a) means production in reasonable com- 
mercial quantities; Reg. 1206(1)“bituminous sands equipment”, “tertiary recovery 
equipment”; Reg. 4600(1)(b), 4600(2)(g), (j) — Qualified property for investment tax 
credit; Reg. 4601(a)(vi) — Qualified transportation equipment; Reg. 4604(2)(i) — Ap- 
proved project property; Reg. Sch. II:Cl. 41.1 Oil sands property acquired after 
March 18/07; Reg. Sch. IIf:Cl. 43. 


History: Subparas. (c)(i) and (d)(i) of Class 41 amended by P.C. 2009-581, s. 6, April 
23, 2009, Canada Gazette, Part Il, May 13, 2009, applicable to property acquired after 
March 18, 2007. 


The opening words of para. (b) of Class 41 amended by P.C. 2005-2186, s. 11, Novem- 
ber 22, 2005, Canada Gazette, Part Il, December 14, 2005, deemed to have come into 
force on November 7, 2001. 


Para. (a) amended to replace the portion of the text that is between subparas. (i) and 
(iii) in the text that is within quotation marks, by P.C. 2001-1378, s. 9, August 1, 2001, 
Canada Gazette, Part II, August 15, 2001, effective August 15, 2001. 


Cl. (a.2)(ii)(C) amended by P.C. 2000-1331, s. 6, August 23, 2000, Canada Gazette, 
Part II, September 13, 2000, applicable to expansions commencing after September 13, 
2000. 


Paras. (c) and (d) added to Class 41 of Schedule II by P.C. 1999-629, s. 15, April 15, 
1999, Canada Gazette, Part Il, April 28, 1999, applicable to taxation years that begin 
after 1996, 


The portion of Class 41 before para. (b) amended by P.C, 1998-49, s. 5, January 26, 
1998, Canada Gazette, Part II, February 4, 1998, applicable in respect of property ac- 
quired after March 6, 1996, except that paras. (a) and (a.3) apply in respect of property 
acquired after 1987. 


Income Tax Regulations, Schedule II 


Subpara. (b)(i) amended by P.C. 1997-1033, s. 11, July 25, 1997, Canada Gazette, Part 
II, August 20, 1997, applicable to property acquired after February 25, 1992. 


Subpara. (b)(i) substituted by P.C. 1994-230, s. 11, February 10, 1994, Canada Ga- 
zette, Part II, February 23, 1994, applicable to property acquired after February 25, 
1992. 


Class 41 added by P.C. 1989-2464, s. 23, December 14, 1989, Canada Gazette, Part Il, 
January 3, 1990, applicable in respect of property acquired after 1987. 


Definitions [Cl. 41]: “amount” — ITA 248(1); “‘arm’s length” — ITA 251(1); “bitu- 
minous sands”, “business” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 
35(1); “Canadian field processing” —ITA 248(1); “carrying on a business in Can- 
ada” —ITA 253; “class” — Reg. 1102 (1)-(3), (14), (14.1); “gross revenue” — ITA 
248(1); “gross revenue from a mine’? — Reg. 1104(5.1); “income from, one or more 
mines” — Reg. 1104(5), (6.1)(a); “mine” — Reg. 1104(7)(a); “mineral resource’, 
“Minister”, “oil or gas well” — ITA 248(1); “person” — ITA 248(1); “production” — 
Reg. 1104(8.1); “property” — ITA 248(1); “radio” — Interpretation Act 35(1), “taxa- 
tion year’ —ITA 249; “taxpayer” —ITA 248(1); “writing” — Interpretation Act 
35(1). 

Interpretation Bulletins: IT-267R2: CCA — vessels; IT-476R: CCA — Equipment 
used in Pefroleum and natural gas activities; IT-482R: Pipelines. 


Proposed Addition - _— - Class 41 4 


Class 41 4 — = (23 per cent) 
1 


Oil sands peapetty (Gitieh than: specifiec oil eidas se aa that, 
es . acquired me a sl after Mae ~ 2007 ae before 


2 


0) is ee 6 a taxpayer after 201! and that if — 
- ee s bee Al, 


* 


Application: The May 3, 2010 draft r 
will add Class 41.1, applicable after March 18, 2007. 


Technical Notes: New Class AL. 1 (25% CCA” tate) includes cer 
property (other than specified oil sands proper 


Paragraph (a) of new Class 411 includes oil sands pro 
2007 and before 2016 that, if the Pere had been acq 


Peragiaphi (b) ote new Cloke 41. 1 socludens te) 
if the property had been a before M 
in n Class Al. 


lows a taxpayer to deduct, in 
, up to 100% of the undepreciated capital cost 
of the patito fecindee | in the separate Class 41, not exceeding the — in- 
ear from the mine (calculated after deducting the regular CCA). 


AS discussed i in the notes accompanying new subsections | 1101(4e), and (40, dew 
subsections prescribe separate classes for. certain properties th that are included i in para- 
graph (a) of new Class 41.1. These separate classes of properties remain eligible for 
the full accelerated CCA until 2010. Beginning in 2011, the accelerated CCA is 
phased out and the amount of the additional allowance will be reduced each year, 
regardless of whether the constraint the level of project income or the amount of 
the undepreciated capital cost. The ‘percentage allowed, as accelerated CCA, in each — 
pe rss year heey be 90% in 2011, 80% 1 in 2012, 60% in 2013 and 30% in 2014 of 


allowed and only he — edie CCA 
2014. 


This amendment co pales to ‘aie Aiea te March: 18, 8, 2007.8 sp ci 
roperty ies after March 18, 2007, and before. OHH I ' 


: ation os open ites 
regulations; Reg. 1100(1)(a)(xxvii.1), 110(1)(y.1), (ya.1) — CCA and | 
lowances; Reg. 1101(4e), (4f) — Separate class for certain property ap cn 
Reg. 1102(8)(d), 1102(9)(d) — Generating equipment, Reg. 1104(5.1) — 
enue from a mine; Reg. 1104(7) — Meaning of “mine”; Reg. 1104(8 = 
of “production”; Reg. 4600(1)(b), 4600(2)()) — Qualified ‘property for investment 
tax credit. : 


Definitions [Cl. 41.1]: “mine” — Reg. 1104(7); “ 
1104(2); “production” — Reg. 1104(8.1); “p: 
sands bbe —Reg. 1104(2); “taxpayer” 


‘oil sands property” — Reg. 
tty” —ITA 248(1);. edad oil 
TA 248(1). . 


Class 42 — (12 per cent) 
[Reg. 1100(1)(a)(xxviii)] 
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Cl. 43.1 — (30 per cent) 


Property that is 
(a) fibre-optic cable; or 


(b) telephone, telegraph or data communication equipment that 
is a wire or cable (other than a cable included in this class be- 
cause of paragraph (a)), acquired after February 22, 2005, and 
that has not been used, or acquired for use, for any purpose 
before February 23, 2005. 

Related Provisions: Reg. Sch. II Cl. 3(1)-Supporting equipment. 

History: Class 42 amended by P.C. 2006-439, s. 11, June 1, 2006, Canada Gazette, 

Part II, June 14, 2006, deemed in force on February 23, 2005. 


Class 42 added by P.C. 1994-139, s. 28, January 27, 1994, Canada Gazette, Part Il, 
February 9, 1994, applicable to property acquired by a taxpayer after December 23, 
1991, other than property acquired pursuant to an agreement in writing entered into by 
the taxpayer before December 24, 1991, except that 


(a) where the taxpayer so elects in a letter that is filed with the Minister before 
August 9, 1994, or ina letter attached to the taxpayer’s return filed with the Min- 
ister in accordance with s. 150 of the Income Tax Act for the taxpayer’s first taxa- 
tion year ending after December 23, 1991, those provisions apply. with respect to 
property acquired by the taxpayer after the beginning of that year. 


(b) with respect to property acquired before December 24, 1991 in respect of 
which an election referred to in para. (a) applies, Schedule II shall be read without 
reference to Class 42. 


Definitions [Cl. 42]: “property” — ITA 248(1). 


Class 43 — (30 per cent) 
[Reg. 1100(1)(a)(xxix)] 
Property acquired after February 25, 1992 that 


(a) is not included in Class 29, but that would otherwise be in- 
cluded in that Class if that Class were read without reference to 
subparagraphs (b)(iii) and (v) and paragraph (c) thereof; or 


(b) is property 
(i) that is described in paragraph (k) of Class 10 and that 
would be included in that Class if this Schedule were read 


without reference to this paragraph and paragraph (b) of 
Class 41, and 


(ii) that, at the time of its acquisition, can reasonably be ex- 
pected to be used entirely in Canada and primarily for the 
purpose of processing ore extracted from a mineral resource 
located in a country other than Canada. 
Related Provisions: Reg. 1101(5s) — Election for separate class for para. (a) pro- 
perty costing at least $1,000; Reg. 1102(16.1) — Election to include Class 43.1 or 43.2 
property in Class 29 or 43; Reg. 4600(2)(k), 4604(2)(q) — Investment tax credit. 
History: Para. (b) amended by P.C. 1997-1033, s. 12, July 25, 1997, Canada Gazette, 
Part II, August 20, 1997, applicable to property acquired after February 25, 1992. 


Class 43 added by P.C. 1994-230, s. 12, February 10, 1994, Canada Gazette, Part II, 
February 23, 1994, applicable to property acquired after February 25, 1992, except that 
an election referred to therein shall be deemed to be filed’ on a timely basis if it is filed 
with the Minister of National Revenue before August 23, 1994. 


Selected Cases [Cl. 43]: Scierie St-Elzéar Inc. v. R., [(2003].2 C.T.C. 2648 (TCC) 
(Not necessary that equipment have been in continuous use); 

Definitions. [Cl.. 43]: “Canada” — ITA 255, Interpretation Act.35(1); “mineral re- 
source”, “property” — ITA 248(1). 


Interpretation Bulletins: IT-411R: Meaning of “construction”; IT-476R: CCA — 
Equipment used in petroleum and natural gas activities; IT-482R: Pipelines. 


Class 43.1 — (30 per cent) 
[Reg. 1100(1)(a)(xxix.1)] 
Property, other than reconditioned or remanufactured equipment, 
that would otherwise be included in Class 1, 2, 8 or 48 or in Class 
17 because of paragraph (a.1) of that Class 
(a) that is 
(i) electrical generating equipment, including any heat gener- 
ating equipment used primarily for the purpose of producing 
heat energy to operate the electrical generating equipment, 
(ii) equipment that generates both electrical and heat energy 
other than, for greater certainty, fuel cell equipment, 
(ii.1) fixed location fuel cell equipment that uses hydrogen 
generated only from internal, or ancillary, fuel reformation 
equipment, 
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(iii) heat recovery equipment used primarily for the purpose 
of conserving energy, or reducing the requirement to acquire 
energy, by extracting for reuse thermal waste that is gener- 
ated by equipment referred to in:subparagraph (i) or (ii), 


(iii.1) district energy equipment that is part of a district en- 
ergy system that uses thermal energy that is primarily sup- 
plied-by electrical cogeneration equipment that would be pro- 
perty described in paragraphs (a) to (c) if read without 
reference to. this subparagraph, 
(iv) control, feedwater and condensate systems and other 
equipment, if that property is ancillary to equipment de- 
scribed in any of subparagraphs (i) to (iii), or 
(v) an addition to a property described in any of subpara- 
graphs (i) to (iv), 
other than buildings or other structures, heat rejection equipment 
(such as condensers and cooling water systems), transmission 
equipment, distribution equipment, fuel handling equipment that 
is not used to upgrade the combustible portion of the fuel and 
fuel storage facilities, 


(b) that 
(i) is situated in Canada, 
(ii) is 
(A) acquired by the taxpayer for use by the taxpayer for 
the purpose of gaining or producing income from a busi- 


hess carried on in Canada or from property situated in 
Canada, or 


(B) leased by the taxpayer to a lessee for the use by the 
lessee for the purpose of gaining or producing income 
from a business carried on in Canada or from property 
situated in Canada, and 


(iii) has not been used for any purpose before it was acquired 
by. the taxpayer unless 


(A) the property was depreciable peperty that 


(1) was included in Class 34, 43.1 or 43.2 of the person 
from whom it was acquired, or 


(Il) would have been included in Class 34, 43.1 or 
43.2 of the person from whom it was acquired had the 
person made a valid election to include the property in 
Class 43.1 or 43.2, as the case may be, under para- 
graph 1102(8)(d) or 1102(9)(d), and 


(B) the property was acquired by the taxpayer not more 
than five years after the time it is considered to have be- 
come available for use, for the purpose of subsection 
13(26) of the Act, by the person from whom it was ac- 
quired and remains at the same site in Canada as that at 
which that person used the property, and 


(c) that is 


(i) part of a. system (other than an enhanced combined cycle 
system) that 


(A) is used by the taxpayer, or by a lessee of the taxpayer, 
to generate electrical energy, or both electrical and heat 
energy, using only fuel that is fossil fuel, eligible waste 
fuel, spent pulping liquor, or any combination of those fu- 
els, and 


(B) has a heat rate attributable to fossil fuel (other than 
solution gas) not exceeding 6,000 BTU per kilowatt-hour 
of electrical energy generated by the system, which heat 
rate is calculated as the fossil fuel (expressed as the high 
heat value of the fossil fuel) used by the system that is 
chargeable to gross electrical energy output on an annual 
basis, or 
(ii) part of an enhanced combined cycle system that 

(A) is used by the taxpayer, or by a lessee of the taxpayer, 
to generate electrical energy using only a combination of 
natural gas and waste heat from one or more natural gas 
compressor systems located on a natural gas pipeline, 
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(B) has an incremental heat rate not exceeding 6,700 BTU 
per kilowatt-hour of electricity generated by the system, 
which heat rate is calculated as the natural gas (expressed 
as its high heat value) used by the system that is chargea- 
ble to gross electrical energy output on an annual basis, 
and 


(C) does not have economically viable access to a steam 
host, 


and property, other than reconditioned or remanufactured equip- 
ment, that would otherwise be included in another Class in this 
Schedule 


(d) that is 


(i) property that meets the following conditions: 


(A) it is used by the taxpayer, or by a lessee of the tax- 
payer, primarily for the purpose of heating an actively cir- 
culated liquid or gas and is 


(I) active solar heating equipment, including such 
equipment that consists of above ground solar collec- 
tors, solar energy conversion equipment, solar water 
heaters, energy storage equipment, control equipment 
and equipment designed to interface solar heating 
equipment with other heating equipment, or 


(Il) equipment that is part of a ground source heat 
pump system that transfers heat to or from the ground 
or groundwater (but not to or from surface water such 
as a river, a lake or an ocean) and that, at the time of 
installation, meets the standards set by the Canadian 
Standards Association for the design and installation 
of earth energy systems, including such equipment 
that consists of piping (including above or below 
ground piping and the cost of drilling a well, or 
trenching, for the purpose of installing that piping), 
energy conversion equipment, energy storage equip- 
ment, control equipment and equipment designed to 
enable the system to interface with other heating or 
cooling equipment, and 


(B) it is not a building, part of a building (other than a 
solar collector that is not a window and that is integrated 
into a building), equipment used to heat water for use in a 
swimming pool, energy equipment that backs up equip- 
ment described in subclause (A)(I) or (ID) nor equipment 
that distributes heated or cooled air or water in a building, 


(ii) a hydro-electric installation of a producer of hydro-elec- 
tric energy, where that installation 


(A) has, if acquired after February 21, 1994 and before 
December 11, 2001, an annual average generating capac- 
ity not exceeding 15 megawatts upon completion of the 
site development, or, if acquired after December 10, 
2001, a rated capacity at the hydro-electric installation 
site that does not exceed 50 megawatts, and 


(B) is the electrical generating equipment and plant (in- 
cluding structures) of that producer including a canal, a 
dam, a dyke, an overflow spillway, a peristock, a power- 
house (complete with electrical generating equipment and 
other ancillary equipment), control equipment, fishways 
or fish bypasses, and transmission equipment, 


other than distribution equipment, property otherwise in- 
cluded in Class 10 and property that would be included in 
Class 17 if that Class were read without reference to its sub- 
paragraph (a.1)(i), 

(iii) an addition or alteration, which is acquired after Febru- 
ary 21, 1994 and before December 11, 2001, to a hydro-elec- 
tric installation that is described in subparagraph (ii) or that 
would be so described if that installation were acquired by 
the taxpayer after February 21, 1994, and which results in an 
increase in generating capacity, if the resulting annual aver- 
age generating capacity of the hydro-electric installation does 
not exceed 15 megawatts, 
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(iii.1) an addition or alteration, which is acquired after De- 
cember 10, 2001, to a hydro-electric installation that is de- 
scribed in subparagraph (ii) or that would be so described if 
that installation were acquired by the taxpayer after February 
21, 1994, and which results in an increase in generating ca- 
pacity, if the resulting rated capacity at the hydro-electric in- 
stallation site does not exceed 50 megawatts, 


(iv) heat recovery equipment used by the taxpayer, or by a 
lessee of the taxpayer, primarily for the purpose of conserv- 
ing energy, or reducing the requirement to acquire energy, by 
extracting for reuse thermal waste that is generated directly 
in an industrial process (other than an industrial process that 
generates or processes electrical energy), including such 
equipment that consists of heat exchange equipment, com- 
pressors used to upgrade low pressure steam, vapour or gas, 
waste heat boilers and other ancillary equipment such as con- 
trol panels, fans, instruments or pumps, but not including 
property that is employed in re-using the recovered heat 
(such as property that is part of the internal heating or cool- 
ing system of a building or electrical generating equipment), 
is a building or is equipment that recovers heat primarily for 
use for heating water in a swimming pool. 


(v) a fixed location device that is a wind energy conversion 
system that 


(A) is used by the taxpayer, or by a lessee of the taxpayer, 
primarily for the purpose of generating electrical energy, 
and 


(B) consists of a wind-driven turbine, electrical generat- 
ing equipment and related equipment, including 


(1) control, 
equipment, 


conditioning and _ battery storage 


(11) support structures, 


(Il) a powerhouse complete with other ancillary 
equipment, and 


(IV) transmission equipment, 


other than distribution equipment, auxiliary electrical gener- 
ating equipment, property otherwise included in Class 10 and 
property that would be included in Class 17 if that Class 
were read without reference to its subparagraph (a.1)(i), 


(vi) fixed location photovoltaic equipment that is used by the 
taxpayer, or a lessee of the taxpayer, primarily for the pur- 
pose of generating electrical energy from solar energy if the 
equipment consists of solar cells or modules and related 
equipment including inverters, control, conditioning and bat- 
tery storage equipment, support structures and transmission 
equipment, but not including 


(A) a building or a part of a building (other than a solar 
cell or module that is integrated into a building), 


(B) auxiliary electrical generating equipment, property 
otherwise included in Class 10 and property that would be 
included in Class 17 if that Class were read without refer- 
ence to its subparagraph (a.1)(i), and 


(C) distribution equipment, 


(vii) equipment used by the taxpayer, or by a lessee of the 
taxpayer, primarily for the purpose of generating electrical 
energy solely from geothermal energy, including such equip- 
ment that consists of piping (including above or below 
ground piping and the cost of drilling a well, or trenching, for 
the purpose of installing that piping), pumps, heat ex- 
changers, steam separators, electrical generating equipment 
and ancillary equipment used to collect the geothermal heat, 
but not including buildings, transmission equipment, distri- 
bution equipment, equipment designed to store electrical en- 
ergy, property otherwise included in Class 10 and property 
that would be included in Class 17 if that Class were read 
without reference to its subparagraph (a.1)(i), 


Cl. 43.1 — (30 percent) 


(vili) equipment used by the taxpayer, or by a lessee of the 
taxpayer, primarily for the purpose of collecting landfill gas 
or digester gas, including such equipment that consists of 
piping (including above or below ground piping and the cost 
of drilling a well, or trenching, for the purpose of installing 
that piping), fans, compressors, storage tanks, heat ex- 
changers and other ancillary equipment used to collect gas, to 
remove non-combustibles and contaminants from the gas or 
to store the gas, but not including property otherwise in- 
cluded in Class 10 or 17, 


(ix) equipment used by the taxpayer, or by a lessee of the 
taxpayer, primarily for the purpose of generating heat energy 
from the consumption of eligible waste fuel, and not using 
any fuel other than eligible waste fuel or fossil fuel, if the 
heat energy is used directly in an industrial process, or in a 
greenhouse, including such equipment that consists of fuel 
handling equipment used to upgrade the combustible portion 
of the fuel and control, feedwater and condensate systems, 
and other ancillary equipment, but not including buildings or 
other structures, heat rejection equipment (such as condens- 
ers and cooling water systems), fuel storage facilities, other 
fuel handling equipment and electrical generating equipment, 
and property otherwise included in Class 10 or 17, 


(x) an expansion engine with one or more turbines, or cylin- 
ders, that convert the compression energy in pressurized nat- 
ural gas into shaft power that generates electricity, including 
the related electrical generating equipment and ancillary con- 
trols, where the expansion engine 


(A) is part of a system that is installed 


(1) on a distribution line of a distributor of natural gas, 
or 


(II) on a branch distribution line of a taxpayer prima- 
rily engaged in the manufacturing or processing of 
goods for sale or lease if the branch line is used to 
deliver natural gas directly to the taxpayer’s manufac- 
turing or processing facility, 

(B) is used instead of a pressure reducing valve, 


(xi) equipment used by the taxpayer, or by a lessee of the 
taxpayer, in a system that converts wood waste or plant resi- 
due into bio-oil, if that bio-oil is used primarily for the pur- 
pose of generating heat that is used directly in an industrial 
process or a greenhouse, generating electricity or generating 
electricity and heat, other than equipment used for the collec- 
tion, storage or transportation of wood waste or plant residue, 
buildings or other structures and property otherwise included 
in Class 10 or 17, 


(xii) fixed location fuel cell equipment used by the taxpayer, 
or by a lessee of the taxpayer, that uses hydrogen generated 
only from ancillary electrolysis equipment (or, if the fuel cell 
is reversible, the fuel cell itself) using electricity all or sub- 
stantially all of which is generated by photovoltaic, wind en- 
ergy conversion or hydro-electric equipment, of the taxpayer 
or the lessee, and equipment ancillary to the fuel cell equip- 
ment other than buildings or. other structures, transmission 
equipment, distribution equipment, auxiliary electrical gener- 
ating equipment and property otherwise included in Class 10 
Ones 


(xiii) property that is part of a system that is used by the tax- 
payer, or by a lessee of the taxpayer, primarily to produce 
and store biogas, which property includes equipment that is 
an anaerobic digester reactor, a buffer tank, a pre-treatment 
tank, biogas piping, a biogas storage tank and a biogas scrub- 
bing equipment, but not including 


(A) property (other than a buffer tank) that is used to col- 
lect, move or store organic waste, 


(B) equipment used to process the residue after digestion 
or to treat recovered liquids, 


(C) buildings or other structures, and 


Reg. 
Cl. 43.1 


(D) property otherwise included in Class 10 or 17, 


(xiv) property that is used by the taxpayer, or by a lessee of 
the taxpayer, primarily for the purpose of generating electric- 
ity using wave or tidal energy (otherwise than by using phys- 
ical barriers or dam-like structures), including support struc- 
tures, control, conditioning and battery storage equipment, 
submerged cables and transmission equipment, but not in- 
cluding buildings, distribution equipment, auxiliary electric- 
ity generating equipment, property otherwise included in 
Class 10 and property that would be included in Class 17 if 
that class were read without reference to its subparagraph 
(a.1)G), or 
(xv) district energy equipment that 

(A) is used by the taxpayer or by a lessee of the taxpayer, 


(B) is part of a district energy system that uses thermal 
energy that is primarily supplied by equipment that is de- 
scribed in subparagraph (i) or (iv) or would be described 
in subparagraph (i) or (iv) if owned by the taxpayer, and 
(C) is not a building, and 
(e) that 

(i) 1s situated in Canada, 

(ii) is 
(A) acquired by the taxpayer for use by the taxpayer for 
the purpose of gaining or producing income from a busi- 


ness carried on in Canada or from property situated in 
Canada, or 


(B) leased by the taxpayer to a lessee for the use by the 
lessee for the purpose of gaining or producing income 
from a business carried on in Canada or from property 
situated in Canada, and 


(iii) has not been used for any purpose before it was acquired 
by the taxpayer unless 


(A) the property was depreciable property that was 


(I) was included in Class 34, 43.1 or 43.2 of the person 
from whom it was acquired, or 


(II) would have been included in Class 34, 43.1 or 
43.2 of the person from whom it was acquired had the 
person made a valid election to include the property, in 
Class 43.1 or 43.2, as the case may be, under para- 
graph 1102(8)(d) or 1102(9)(d), and 


(B) the property was acquired by the taxpayer not more 
than five years after the time it is considered to have be- 
come available for use, for the purpose of subsection 
13(26) of the Act, by the person from whom it was ac- 
quired and remains at the same site in Canada as that at 
which that person used the property. 


Proposed Amendment — Clean energy generation 


Federal Budget, Supplementary Information, March 4, 2010: See under Class 
Be. | ee . 


_ Proposed Amendment — Alternative Minimum Tax. 
rules for CRCE 


Letter from Dept. of Finance, Sept. 28, 2010: See under ITA 127.52(1)(€). 


Related Provisions: ITA 13(18.1) — Energy, Mines and Resources “Technical 
Guide to Class 43.1” to be determinative; ITA 66(15)“principal-business corpora- 
tion’”(h), (i) — Corporation whose business uses property in Cl. 43.1 or 43:2; Reg. 
1100(24), (25)— Limitation on deduction for specified energy property; Reg. 
1102(8)(d), 1102(9)(d) — Generating equipment — election for Class 43.1; Reg. 
1102(16.1) — Election to include Class: 43.1 property in Class 29 or 43; Reg. 
1102(21) — Limitation where Cl. 43.1(b)(iii)(A) or (B) or 43.1(e)(ii)(A) or (B) ap- 
plies; Reg. 1104(13) — Definitions; Reg. 1104(14), (15) — Where Cl. 43.1(c) not op- 
erating due to deficiency, failing or shutdown; Reg. 1219 — Canadian renewable and 
conservation expense; Reg. 1219(1)(f) — Well for installation of underground piping 
under Cl. 43.1(d) excluded from CRCE; Reg: 4600(2)(m) — Qualified: property for in- 
vestment tax credit; Reg. 8200.1 — Cl. 43.1 property is prescribed energy conservation 
property; Reg. Sch. II:Cl. 43.2 — Certain property acquired after Feb. 22, 2005. 


History: Subparas. (a)(iii) and (iii.1) of Class 43.1 amended by 2010, c. 25, subsec. 
90(1), applicable to property acquired after March 3, 2010. 
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Subcl. (d)(i)(A)() amended by the said c. 25, subsec, 90(2), applicable to property 
acquired after May 2, 2010; and amended to read as follows by the said c. 25, para. 
90(10)(a), applicable to property acquired after February 25, 2008 and before May 3, 
2010: 


(Il) equipment that is part of a ground source heat pump system that transfers 
heat to or from the ground or groundwater (but not to or from surface water such 
as a river, a lake or an ocean) and that, at the time of installation, meets the 
standards set by the Canadian Standards Association for the design and installa- 
tion of earth energy systems, including such equipment that consists, of under- 
ground piping, energy conversion equipment, energy storage equipment, control 
equipment and equipment designed to enable the system to interface with other 
heating or cooling equipment, and 


Cl. (d)(i)(B) amended by the said c. 25, subsec. 90(3), applicable to property acquired 
after February 25, 2008. 


Subpara. (d)(iv) amended by the said c. 25, subsec. 90(4), applicable to property ac- 
quired after March 3, 2010. 


Subparas. (d)(vii), (viii) amended by the said c. 25, subsec. 90(5), applicable to pro- 
perty acquired after May 2, 2010; and amended to read as follows by the said c. 2D, 
para. 90(10)(b), applicable to property acquired after February 25, 2008 and before 
May 3, 2010: 


(vii) above-ground equipment used by the taxpayer, or by a lessee of the tax- 
payer, primarily for the purpose of generating electrical energy solely from geo- 
thermal energy, including such equipment that consists of pumps, heat ex- 
changers, steam separators, electrical generating equipment and ancillary 
equipment used to collect the geothermal heat, but not including buildings, trans- 
mission equipment, distribution equipment, equipment designed to store electri- 
cal energy, property otherwise included in Class 10 and property that would be 
included in Class 17 if that Class were read without reference to its subparagraph 
(a.1)(i), 


(viii) above-ground equipment used by the taxpayer, or by a lessee of the tax- 
payer, primarily for the purpose of collecting landfill gas or digester gas, includ- 
ing such equipment that consists of fans, compressors, storage tanks, heat ex- 
changers and other ancillary equipment used to collect gas, to remove non- 
combustibles and contaminants from the gas or to store the gas, but not including 
property otherwise included in Class 10 or 17, 


Subparas. (d)(ix), (d)(xi) and (d)(xiii) amended by the said c. 25, subsecs. 90(5)-(7), 
applicable to property acquired after February 25, 2008. 


Subpara. (d)(xv) added by the said c. 25, subsec. 90(8), applicable to property acquired 
after March 3, 2010. 


Subpara. (a)(ii.1) and the closing words of para. (a), of Class 43.1 amended by P.C. 
2009-581, subsecs. 7(1) and (2), April 23, 2009, Canada Gazette, Part Il, May 13, 
2009, applicable to property acquired after March 18, 2007. 


Cl. (c)(i)(A) amended by the said P.C. 2009-581, subsec. 7(3), applicable to property 
acquired after March 18, 2007. 


Subparas. (d)(i), (d)(vi), (d)(ix), (d)(xii), the opening words of subpara. (d)(xiii) and cl. 
(d)(xiii)(B) amended and subpara. (d)(xiv) added by the said P.C. 2009-581, subsecs. 
7(4) to (10), applicable to property acquired after March 18, 2007, except that subpara. 
(d)(xii) is to be read as follows with respect to property acquired before February 26, 
2008: 


(ix) fixed location fuel cell equipment used by the taxpayer, or by a lessee of the 
taxpayer, that uses hydrogen generated only from ancillary electrolysis equip- 
ment (or, if the fuel cell is reversible, the fuel cell itself) using electricity gener- 
ated by photovoltaic, wind energy conversion or hydro-electric equipment, of the 
taxpayer or the lessee, and equipment ancillary to the fuel cell equipment other 
than buildings or other structures, transmission equipment, distribution equip- 
ment, auxiliary electrical generating equipment and property otherwise included 
in Class 10 or 17, ‘ 


Cl. (c)(i)(A) amended by P.C. 2006-1103, s. 2, October 19, 2006, Canada Gazette, Part 
Il, November 1, 2006, applicable to property acquired after November 13, 2005 that 
has not been used or acquired for use before that date. 


The opening words of Class 43.1 amended, subparas. (a)(ili.1) and (d)(xiii) added, by 
P.C. 2006-439, subsecs. 12(1), (2), and (4), June 1, 2006, Canada Gazette, Part II, June 
14, 2006, applicable to property acquired after February 22, 2005. 


Subcls. (b)(iii)(A)(1) and (ID) and (e)(iii)(A)(1) and (11) amended by the said P.C. 2006- 
439, subsecs. 12(3), (5), deemed to have come into force on February 23, 2005. 


Subparas. (a)(ii), (a)(iv) amended and subpara. (a)(ii.1) added, by P.C. 2005-2287, sub- 
secs. 2(1), (2), December 6, 2005, Canada Gazette, Part 11, December 28, 2005, appli- 
cable to property acquired after February 18, 2003. 


Cl. (c)(i)(A) amended to replace “landfill gas or digester gas” with “landfill gas, di- 
gester gas or bio-oil”, by the said P.C. 2005-2287, subsec. 2(3), applicable to property 
acquired after February 18, 2003. 


Subpara. (d)(i) amended to replace “industrial process” with “industrial process or in a 
greenhouse”, by the said P.C. 2005-2287, subsec. 2(4), applicable to property acquired 
after February 18, 2003. 


Cl. (d)(ii)(A) and subpara. (d)(ii) amended, subpara: (d)(iii.1) added, by the said P.C. 
2005-2287, subsecs. 2(5), (6), applicable after December 10, 2001. 
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Subpara. (d)(ix) amended, subparas. (d)(xi) and (xii) added, by the said P.C. 2005- 
2287, subsecs. 2(7), (8), applicable to property acquired after February 18, 2003. 
The opening words of Class 43.1, the closing words of subparas. (d)(ii), (v) and (vi) 
and subpara. (d)(vii), amended by P.C. 2005-2186, subsecs. 12(1), (4)-(7), November 
22, 2005, Canada Gazette, Part Il, December 14, 2005, applicable to property, acquired 
after February 27, 2000. 

The portion of Class 43.1 between paras. (c) and (d) amended by the said P.C. 2005- 
2186, subsec. 12(2), applicable to property acquired by a taxpayer on or after Septem- 
ber 3, 2005, other than property acquired by a taxpayer on or after that day pursuant to 
a written agreement made before that day by the taxpayer and a person with whom the 
taxpayer deals at arm’s length. 

Cls. (b)(iii)(B) and (e)(iii)(B) amended by P.C. 2001-1378, s. 10, August 1, 2001, Can- 
ada Gazette, Part Il, August 15, 2001, effective August 15, 2001. 

Paras. (b), (e), and cls. (c)(i)(B), (d)(vi)(B) amended by P.C. 2000-1331, s. 7, August 
23, 2000, Canada Gazette, Part II, September 13, 2000, paras. (b) and (€) applicable to 
property acquired after June 26, 1996 except that, in respect of property acquired 
before 1998 pursuant to an agreement in writing made by the taxpayer before June 27, 
1996 


(a), para. (b) shall be read without reference to subparas. (i) and (iii) thereof; and 
(b) para. (e) shall be read without reference to subparas. (i) and (iii) thereof; 
cl. (c)(i)(B) applicable to property acquired after February 16, 1999, and cl. (d)(vi)(B) 
applicable to property acquired after February 18, 1997. 


Class 43.1 added by P.C. 1997-1033, s. 13, July 25, 1997, Canada Gazette, Part Il, 
August 20, 1997, applicable to property acquired by a taxpayer after February 21, 1994 
except that 
(a) in respect of property 
(i) acquired by the taxpayer pursuant to an agreement of purchase and sale in 
writing made before September 27, 1994, or 


(ii) under construction by or on behalf of the taxpayer before September 27, 
1994, 


cl. (c)(@i)(B) shall be read as follows: 


(B) has a an incremental heat rate not exceeding 7,000 BTU per kilowatt- 
hour of electricity generated by the system, which heat rate is calculated as 
the natural gas (expressed as its high heat value) used by the system that is 
chargeable to the gross electrical energy output on an annual basis, and 


and 
(b) in respect of property acquired by a taxpayer before June 27, 1996, or acquired 


before 1998 pursuant to an agreement in writing made by a taxpayer before June 
27, 1996; 
(i) the opening words of Class 43.1 shall be read without reference to “, other 
than reconditioned or remanufactured equipment,”, 
(ii) the opening words of para. (b) shall be read as follows: 
(b) that is 
and. 
(iii) the opening words of para. (e) shall be read as follows: 
(e) that is 
Definitions [Cl. 43.1]: “biogas”, “bio-oil” — Reg. 1104(13); “building” — Reg 
1102(5), (5.1); “business” —ITA 248(1); “Canada” —ITA 255, Interpretation Act 
35(1); “class” — Reg. 1101(6), 1102(1)-(3), (14), (14.1); “depreciable property” — 
ITA 13(21), 248(1); “digester gas”, “distribution equipment’, “district energy equip- 
ment”, “district energy system”, “eligible waste fuel”, “enhanced combined cycle sys- 
tem”, “fossil fuel’, “landfill gas”, “municipal waste” — Reg. 1104(13); “person” — 
ITA 248(1); “plant residue” — Reg. 1104(13);. “property” —ITA 248(1); “solution 
gas”, “spent pulping liquor” — Reg. 1104(13); “structure” — Reg. 1102(5), (5.1); “tax- 


payer’ —ITA 248(1); “thermal waste”, “transmission equipment”, “wood waste” — 


Reg. 1104(13). 
Interpretation Bulletins: IT-482R: Pipelines. 


Class 43.2 — (50 per cent) 
[Reg. 1100(1)(a)(xxix.2)] 


Property that is acquired after February 22, 2005 and before 2020 
(other than property that was included, before it was acquired, in 
another class in this Schedule by any taxpayer) and that is property 
that would otherwise be included in Class 43.1 


(a) if the expression “6,000 BTU” in clause (c)(i)(B) of that 
Class were read as the expression “4,750 BTU”; or 


(b) because of paragraph (d) of that Class. 
- Proposed Amendment — Clean energy generation _ 


Federal Budget, Supplementary Information, March 4, 2010: Accelerated 
Capital Cost Allowance for Clean Energy Generation 
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Cl. 45: — (45 per cent) 


e capital cost allowance (CCA) regime in the income tax system, Class 43.2 of 
Schedule IT to the Income Tax Regulations provides accelerated CCA (50% per year on 
a declining balance basis) for specified clean energy generation and conservation 
equipment. The class incorporates by referen eee that 
ee or conserves energy by: : 


_* using a renewable energy source (for example, wind, ates pciehinetion> 
* using fuels from waste (for example, landfill gas, wood waste, _ manure); OF 


“e making efficient use of fossil fuels (for example, high efficiency cogeneration sys 
tems, which simultaneously produce electricity and us. ul heat). 


Providing accelerated CCA in this context is an explicit ¢ ception to the general prac- 
tice of setting CCA rates based on the useful life of assets. Accelerated CCA provides a 
i by i ciate sal incentive for i investment is oe on the 


eau 

accelerated CCA is provided under Class 43.1 G0 per cent). The eligibility iene for 

eee two. oclativn are Aihene the: game, ee that cogeneration 
fc 


ak equipment include : 


ELECTRICITY — | 
¢ High eificiency cogeneration equipment, 
¢ Wind turbines; . 
‘+ Small hydroelectric facilities; a 
e ge cells; 

taic equipment; 


* Wave and tidal power equipment; 
° Equipment that generates electricity using geothe 
- Equipment that generates electricity using an eligible waste fuel. 
THERMAL ENERGY 


: nergy; and 


con e solar equipment; 
¢ Ground source heat pump ediitpmient 
* District energy equipment that distributes thermal energy f 


° Equipment that generates heat for an industrial pr 
an neil waste fuel; and 


Q § gu en 4 th covers landfill | gas or digester: east 


° — i es convert bioniass into and and 


rity of tangible property. in a project is a 
then certain’ ‘intangible project start-up expenses (for example, engine 
work and feasibility studies) are treated as Canadian Renewable and Conservation Ex- 
penses. These expenses may be deducted in full in the year incurred, carried forward 
indefinitely foe J use in Fuaee, yeas, or Hanstered to investors using flow- foue! 
shares. 


Heat eo y PEjllpne 
Heat recovery « uipment recovers thermal waste for re-use in order to. conserve energy 
or reduce energy requirements. For example, heat generated in the course of an indus- 
trial ‘process can be recovered and ie Oboes into that process or - oak ons 


Currently, heat recovery equipment in Class 43.2 is slimes to that used in the rectly 
of heat from electrical or cogeneration equipment for reuse by such equipment to gen- 
erate electricity, or in the recovery of heat generated a in an — ee for 
reuse directly in an industrial process. 7 eg 


Budget 2010 proposes to expand Class 43.2 to include a piesiter' range of bie a eeconery 
equipment by removing the restrictions that require the recovered heat to be reused in a 
process of the same type that generated it. This will allow recovered heat to offset 
energy otherwise used for other productive purposes. This will encourage, for example, 
the installation of equipment to capture waste heat generated by a boiler in an industrial 
process for use in heating the plant and nearby buildings. Eligible assets will encom- 
pass only those used to extract thermal waste and will not include: 


* any part of a building; 


Reg. 
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assets avlaedte heating water for use ina swimming pool; or 


in re-using the recovered heat (such as property that is part of ac 
ling system of a building, or electrical generating equip- 
ment), though | such assets ay in some cases be included i in another Sols ies of 
Class 432. yy Be . a - ype 


By providing an incentive to invest in heat recovery. equipment that can displace the 
use of other energy sources, such < as fossil fuels, this measure will help reduce demand 
for | rimary. ener, and contribute toa reduction i in emissions of greenhouse one and 


ill apply to sigibie assets onal on or after Mareh 4. 2010 that 
Te hot been used or ae for | use petore that 


transfer thermal energy bistiveli a 5 Contial' gener- 
r district of buildings by circulating steam, hot water or cold 
pecified distribution equipment that i 
cluded i in Class 43.1 or 43.2 if it distrib- 

that meets the Leas! of 


District or Pesmmnaniy's energy iter 
ation. ape and a satel 


district heating or ae abil the use of thermal energy provided primarily by a 
peescn source heat pp system, an. active solar system, heat recovery equipment, ora 


Proposed Amendment — Alternat 
_tules hol Cnc 


Related Provisions: Reg. 1102(16.1) — Election to include Class 43,2 property in 
Class 29 or 43; Reg. 1219(1)(f) — Well for installation of underground piping under 
Cl. 43.2(b) excluded from CRCE; Reg. 4600(2)(n) — Qualified property for invest- 
ment tax credit. See also Related Provisions annotation to Class 43.1. 


History: The opening words of Class 43.2 amended by P.C. 2009-581, s. 8, April 23, 
2009, Canada Gazette, Part Il, May 13, 2009; deemed to have come into’ force on 


’ March 19, 2007. 


Class 43.2 added by P.C. 2006-439, s. 13, June 1, 2006, Canada Gazette, Part Il, June 
14, 2006, deemed in force on February 23, 2005, except that in.respect of a property 
acquired before December 10, 2005, the opening words of Cl. 43.2 are to be read as 
follows: 


Property that is acquired after February 22, 2005 and before 2012 and that is 
property that would otherwise be included in Class 43.1 


Definitions [Cl...43.2]:. “‘class” — Reg. 1101(6), 1102(1)-@), (14), (14.1); “pro- 
perty”, “taxpayer” — ITA 248(1). 


Class 44 — (25 per cent) 
[Reg. 1100(1)(a)(xxx), 1100(9.1), 1103(2h)] 


Property that is a patent, or a right to use patented information for a 
limited or unlimited. period. 


Related Provisions: Reg. 1103(2h) — Election not to include property in Class 44; 
Reg. Sch. I:Cl. 14 — Patent for a limited period. 


History: Class 44 added by P.C. 1994-231, s.'5, February 10, 1994, Canada Gazette, 
Part II, February 23, 1994, applicable to property acquired after April 26, 1993. 


Definitions [Cl. 44]: “property” —ITA 248(1). 


Class 45 — (45 per cent) 
[Reg. 1100(1)(a)(xxxi)] 
Property acquired after March 22, 2004 and before March 19, 2007 
(other than property acquired before 2005 in respect of which an 


election is made under subsection 1101(5q)) that is general-purpose 
electronic data processing equipment and systems software for that 
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equipment, including ancillary data processing equipment, but not 
including property that is principally or is used principally as 

(a) electronic process control or monitor equipment, 

(b) electronic communications control equipment; 


(c) systems software for equipment referred to in paragraph (a) 
or (b); or 
(d) data handling equipment (other than data handling equip- 
ment that is ancillary to general-purpose electronic data process- 
ing equipment). 

Related Provisions: Reg. 1100(1.13)(a)(i.1) — Property costing over $1 million 


subject to specified leasing property rules; Reg. Sch. II:Cl. 50, 52 — Computers ac- 
quired after March 18, 2007. 


History: The opening words of Class 45 amended by P.C. 2009-581, s. 9, April 23, 
2009, Canada Gazette, Part II, May 13, 2009, deemed to have come into force on 
March 19, 2007. 

Class 45 added by P.C. 2005-2286, s. 6, December 6, 2005, Canada Gazette, Part II, 
December 28, 2005, deemed in force on March 23, 2004. 


Definitions [CI. 45]: “general-purpose electronic data processing equipment” — Reg. 
1104(2); “property” — ITA 248(1); “systems software” — Reg. 1104(2). 


Class 46 — (30 per cent) 
[Reg. 1100(1)(a)(xxxii)] 

Property acquired after March 22, 2004 that is data network infra- 
structure equipment, and systems software for that equipment, that 
would, but for this Class, be included in Class 8 because of para- 
graph (i) of that Class. 

History: Class 46 added by P.C. 2005-2286, s. 6, December 6, 2005, Canada Gazette, 
Part II, December 28, 2005, deemed in force on March 23, 2004. 


Definitions [CI. 46]: “data network infrastructure equipment” — Reg. 1104(2); “pro- 
perty” — ITA 248(1); “systems software” — Reg. 1104(2). 


Class 47 — (8 per cent) 
[Reg. 1100(1)(a)(xxxiii)] 


Property that is 


(a) transmission or distribution equipment (which may include 
for this purpose a structure) acquired after February 22, 2005 
and that is used for the transmission or distribution of electrical 
energy, other than 


(i) property that is a building, and 


(ii) property that has been used or acquired for use for any 
purpose by any taxpayer before February 23, 2005; or 


(b) equipment acquired after March 18, 2007 that is part of a 
liquefied natural gas facility that liquefies or regasifies natural 
gas, including controls, cooling equipment, compressors, pumps, 
storage tanks, vaporizers and ancillary equipment, loading and 
unloading pipelines on the facility site used to transport lique- 
fied natural gas between a ship and the facility, and related 
structures, other than property that is 


(i) acquired for the purpose of producing oxygen or nitrogen, 


(ii) a breakwater, a dock, a jetty, a wharf, or a similar struc- 
ture, or 
(iii) a building. 
Related Provisions: Reg. 1100(24), (25) — Limitation on deduction for specified 
energy property. 


History: Class 47 amended by P.C. 2009-581, s. 10, April 23, 2009, Canada Gazette, 
Part II, May 13, 2009, deemed to have come into force on March 19, 2007. 


Class 47 added by P.C. 2006-439, s. 14, June 1, 2006, Canada Gazette, Part II, June 
14, 2006, deemed in force on February 23, 2005. 


Definitions [Cl. 47]: “property”, “taxpayer” —ITA 248(1). 


Class 48 — (15 per cent) 
[Reg. 1100(1)(a)(xxxiv)] 
Property acquired after February 22, 2005 that is a combustion tur- 
bine (including associated burners and compressors) that generates 
electrical energy, other than 


(a) electrical generating equipment described in any of 
paragraphs (f) to (h) of Class 8; 
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(b) property acquired before 2006 in respect of which an elec- 
tion is made under subsection 1101(St); and 


(c) property that has been used or acquired for use for any pur- 
pose by any taxpayer before February 23, 2005. 
Related Provisions: Reg. 1100(24), (25) — Limitation on deduction for specified 
energy property; Reg. Sch, II:Cl. 43.1 — Energy generation property. 
History: Class 48 added by P.C. 2006-439, s. 14, June 1, 2006, Canada Gazette, Part 
Il, June 14, 2006, deemed in force on February 23, 2005. 


Definitions [Cl. 48]: “property”, “taxpayer” — ITA 248(1). 


Class 49 — (8 per cent) 
[Reg. 1100(1)(a)(xxxv)] 


Property that is a pipeline, including control and monitoring de- 
vices, valves and other equipment ancillary to the pipeline, that 


(a) is acquired after February 22, 2005, is used for the transmis- 
sion (but not the distribution) of petroleum, natural gas or re- 
lated hydrocarbons, and is not 


(i) a pipeline described in subparagraph (1)(ii) of Class 1, 


(ii) property that has been used or acquired for use for any 
purpose by any taxpayer before February 23, 2005, 


(iii) equipment included in Class 7 because of paragraph (j) 
of that Class, or 


(iv) a building or other structure; or 


(b) is acquired after February 25, 2008, is used for the transmis- 
sion of carbon dioxide, and is not 


(i) equipment included in Class 7 because of paragraph (k) of 
that Class, or 
(ii) a building or other structure. 
Related Provisions: Reg. 1101(5v) — Election for separate class for property in 
Class 49. 


History: Class 49 amended by P.C. 2009-660, s. 9, April 30, 2009, Canada Gazette, 
Part II, May 13, 2009, applicable in respect of property acquired after February 25, 
2008. 


Class 49 added by P.C. 2006-439, s. 14, June 1, 2006, Canada Gazette, Part II, June 
14, 2006, deemed in force on February 23, 2005. 

Definitions [Cl. 49]: “property”, “taxpayer” — ITA 248(1). 

Interpretation Bulletins: IT-476R: CCA — Equipment used in petroleum and natu- 
ral gas activities. 


Class 50 — (55 per cent) 
[Reg. 1100(1)(a)(xxxvi)] 


Property acquired after March 18, 2007 that is general-purpose 
electronic data processing equipment and systems software for that 
equipment, including ancillary data processing equipment, but not 
including property that is included in Class 52 or that is principally 
or is used principally as 


(a) electronic process control or monitor equipment; 
(b) electronic communications control equipment; 


(c) systems software for equipment referred to in paragraph (a) 
or (b); or 
(d) data handling equipment (other than data handling equip- 
ment that is ancillary to general-purpose electronic data process- 
ing equipment). 

Related Provisions: Reg. 4600(2)(k) — Qualified property for investment tax 


credit; Reg. Sch. II:Cl. 52 — 100% CCA for computers acquired Jan. 28/09 to Jan, 
31/10. 


History: The opening words of Class 50 amended by P.C. 2009-660, s. 10, April 30, 
2009, Canada Gazette, Part Il, May 13, 2009, applicable in respect of property ac- 
quired after January 27, 2009. 


Class 50 added by P.C. 2009-581, s. 11, April 23, 2009, Canada Gazette, Part Il, May 
13, 2009, deemed in force on March 19, 2007. 


Class 51 — (6 per cent) 
[Reg. 1100(1)(a)(xxxvii)] 


Property acquired after March 18, 2007 that is a pipeline, including 
control and monitoring devices, valves and other equipment ancil- 
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Cl. 52 — (100 per cent) 


lary to the pipeline, used for the distribution (but not the transmis- 
sion) of natural gas, other than 


(a) a pipeline described in subparagraph (1)(ii) of Class 1 or in 
Class 49; 

(b) property that has been used or acquired for use for any pur- 
pose by a taxpayer before March 19, 2007; and 

(c) a building or other structure. 


Related Provisions: Reg. 1100(1.13)(a)(i.1) — Property costing over $1 million 
subject to specified leasing property rules, 


History: Class 51 added by P.C. 2009-581, s. 11, April 23, 2009, Canada Gazette, 
Part II, May 13, 2009, deemed in force on March 19; 2007. 


Definitions [Cl. 51]: “property”, “taxpayer” —ITA 248(1). 


Class 52 — (100 per cent) 
[Reg. 1100(1)(a)(xxxvit1)] 


Property acquired by a taxpayer after January 27, 2009 and before 
February 2011 that 


(a) is general-purpose electronic data processing equipment and 
systems software for that equipment, including ancillary data 
processing equipment, but not including property that is princi- 
pally or is used principally as 

(i) electronic process control or monitor equipment, 

(11) electronic communications control equipment, 


(111) systems software for equipment referred to in paragraph 
(i) or (ii), or 
(iv) data handling equipment (other than data handling equip- 
ment that is ancillary to general-purpose electronic data 
processing equipment); 

(b) is situated in Canada; 


(c) has not been used, or acquired for use, for any purpose 
whatever before it is acquired by the taxpayer; and 


(d) is acquired by the taxpayer 


(i) for use in a business carried on by the taxpayer in Canada 
or for the purpose. of earning income from property situated 
in Canada, or 


(ii) for lease by the taxpayer to a lessee for use by the lessee 

in a business carried on by the lessee in Canada or for the 

purpose of earning income from property situated in Canada. 
Related Provisions: Reg. 1100(2)(a)(iv) — Cl. 52 property not subject to half-year 
rule; Reg. 4600(2)(k) — Qualified property for investment tax credit; Reg. Sch. II:Cl. 
50 — 55% CCA rate for computers acquired at other times. 


History: Class 52 amended by P.C. 2009-847, s. 1, May 28, 2009, Canada Gazette, 
Part II, June 10, 2009, in force on June 10, 2009. 


Class 52 added by P.C. 2009-660, s. 11, April 30, 2009, Canada Gazette, Part II, May 
13, 2009, er in a of seat BF after ie ibe 27, 2009. 


one and storage as a means of reduc- 
eholders to iden- 


In night of the potential importance of car 
ing GHG emissions, Budget 2009 committed to consulting with sta 
tify specific assets used in carbon capture and stor: i 
ated CCA in re: pect of such investments. Acce 
promote investment in certain clean-energy generation technologies. Advancing the 
timing of capital cost deductions for tax purposes defer taxation vile baie ioe the 
financial return from investment in particular assets. : 


Reg. 
Sch. I 


D rested parties wishing to comment on the identification of assets used in carbon 
in respect of which accelerated CCA might salesman be pro- 
their views in a by June 30, oad to: ; 


eceived, and take nerd into ne debs ee in its peHPerauonss with respect to 
h ye in _ area. oe : e 


aba rk (GHG) emissions cine fom the Te of sfaxsil: ae at large in- 
dustrial facilities. siete Mere fice capture and storage cOpsinis of three activi- 


| cost allowance (CCA) system determines tow much of t the cost of a capil 
irm may deduct each year ae urposes. CCA rates are pealy Set so as to 


swable energy source (e.g. hydro), using: ‘waste fuel {e. g. 
landfill gas, wood waste, manure), or scone efficient use of fossil fuels (e.g. high 
efficiency cogeneration systems, which ae ee and heat sieyianco)) 


Consultations i 


Budget 2009 ‘committed to. consult With seieholaes on the identification of specific 
assets expected to be u carbon capture and storage with a view to providing ac- 
celerated CCA for such investments. In this consultation process, the Department of 
Finance is particularly eh ey in views from interested parties on the fovowine 
questions: — 


iS What are the specific assets ts likely to be used in a carbon capture and storage plant 
"or installation as compared with a conventional plant or installation, and how could 
they be appropriately defined in the income tax regulations? What technologies are 
expected to be used and how might they differ among different types of facilities? 
‘How could the income tax regulations identify the incremental equipment used in a 
carbon capture and storage plant as compared with a conventional plant, in both 
etrofit and ‘new build‘ situations? How could the regulations balance the need to 
provide general rules applicable to a range of situations with the need to provide 
enough — to ensure reasonable clarity on — across that range of 
situations? — 


2. What is the ee cost tof the various assets tien to be coo in carbon capture 
and storage, and their incremental cost as compared with those used in conven- 
tional plants? What is the likely scale and timing of deployment? 


3. What are the expected operating costs of these assets, and their incremental operat- 

_ ing costs as compared with those used in conventional plants? How much impact 

on emissions of CO, and air pollutants is expected to result from the operation of 
these assets? 
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4. What is the expected useful life (sometimes referred to as economic life) of assets 
likely to be used in carbon capture and storage, and how does this compare with 
those used in conventional plants? 


5. What is the likely characterization for tax purposes under the current tax regime 
(e.g. CCA classification, categorization of intangibles) of the various assets used in 
carbon capture and storage as compared with those used in conventional plants in 
the industrial contexts with which you are familiar? 


6. What conditions might be appropriately applied to assets in order to be eligible for 
accelerated CCA treatment? For example, should a threshold percentage of emis- 
sions from a process or facility be required to be captured? What conditions should 
be imposed to ensure that captured CO, is stored to an adequate standard of safety 
and permanency? How could these conditions be applied when capture, transporta- 
tion and storage activities in a carbon sapere and storage system are carried out by 
different entities? : 


SCHEDULE III — CAPITAL COST 
ALLOWANCES, CLASS 13 


History: Schedule H was consolidated and retitled Schedule Ill, by the Consolidated 
Regulations of Canada, chapter 945, proclaimed in force August 15, 1979, by P.C. 
1979-1934, July 19, 1979, Canada Gazette, Part II, August 8, 1979. 


1. For the purposes of paragraph 1100(1)(b), the amount that may 
be deducted in computing the income of a taxpayer for a taxation 
year in respect of the capital cost to him of a property of Class 13 in 
Schedule II is the lesser of 


(a) the aggregate of each amount determined in accordance with 
section 2 of this Schedule that is a prorated portion of the part of 
the capital cost to him, incurred in a particular taxation year, of a 
particular leasehold interest; and 


(b) the undepreciated capital cost to the taxpayer as of the end of 
the taxation year (before making any deduction under section 
1100) of property of the class. 
Definitions: “amount’—ITA 248(1); “capital cost’ — Reg. 1100(1)(b); “pro- 
perty’” —ITA 248(1); “taxation year” —ITA 249; “taxpayer” —ITA 248(1); “un- 
depreciated capital cost” —ITA 13(21), 248(1). 


2. Subject to section 3 of this Schedule, the prorated portion for the 
year of the part of the capital cost, incurred in a particular taxation 
year, of a particular leasehold interest is the lesser of 


(a) Ys of that part of the capital cost; and 


(b) the amount determined by dividing that part of the capital 
cost by the number of 12-month periods (not exceeding 40 such 
periods) falling within the period commencing with the begin- 
ning of the particular taxation year in which the capital cost was 
incurred and ending with the day the lease is to terminate. 


Definitions: “amount” —ITA 248(1); “capital cost’ — Reg. 1100(1)(b); “taxation 
year” — ITA 249. 


3. For the purpose of determining, under section 2 of this Schedule, 
the prorated portion for the year of the part of the capital cost, in- 
curred in a particular taxation year, of a particular leasehold inter- 
est, the following rules apply: 


(a) where an item of the capital cost of a leasehold interest was 
incurred before the taxation year in which the interest was ac- 
quired, it shall be deemed to have been incurred in the taxation 
year in which the interest was acquired; 


(b) where, under a lease, a tenant has a right to renew the lease 
for an additional term, or for more than one additional term, af- 
ter the term that includes the end of the particular taxation year 
in which the capital cost was incurred, the lease shall be deemed 
to terminate on the day on which the term next succeeding the 
term in which the capital cost was incurred is to terminate; 


(c) the prorated portion for the year of the part of the capital 
cost, incurred in a particular taxation year, of a particular lease- 
hold interest shall not exceed the amount, if any, remaining after 
deducting from that part of the capital cost the aggregate of the 
amounts claimed and deductible in previous years in respect 
thereof; 
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(d) where, at the end of a taxation year, the aggregate of 


(i) the amounts claimed and deductible in previous taxation 
years in respect of a particular leasehold interest, and 


(ii) the proceeds of disposition, if any, of part or all of that 
interest 


equals or exceeds the capital cost as of that time of the interest, 
the prorated portion of any part of that capital cost shall, for all 
subsequent years, be deemed to be nil; and 


(e) where, at the end of a taxation year, the undepreciated capital 
cost to the taxpayer of property of Class 13 in Schedule II is nil, 
the prorated portion of any part of the capital cost as of that time 
shall, for all subsequent years, be deemed to be nil. 
Definitions: “amount” —ITA 248(1); “capital cost’ — Reg. 1100(1)(b); “pro- 
perty” —ITA 248(1); “taxation year’—ITA 249; “taxpayer” —ITA 248(1);, “un- 
depreciated capital cost” — ITA 13(21), 248(1). 


Interpretation Bulletins: [T-324: CCA — Emphyteutic lease (archived), IT-464R: 
CCA — Leasehold interests. 


4. Where a taxpayer has acquired a property that would, if the pro- 
perty had been acquired by a person with whom the taxpayer was 
not dealing at arm’s length at the time the property was acquired, be 
a leasehold interest of that person, a reference in this Schedule to a 
leasehold interest shall, in respect of the taxpayer, include a refer- 
ence to that property, and the terms and conditions of the leasehold 
interest of that property in respect of the taxpayer shall be deemed 
to be the same as those that would have applied in respect of that 
person had that person acquired the property. 

History: S. 4 added by P.C. 1994-139, s. 29, January 27; 1994, Canada Gazette, Part 


II, February 9, 1994, applicable to property acquired after December 23, 1991, other 
than property acquired by a taxpayer before 1993 


(a) pursuant to an agreement in writing entered into by the taxpayer before Decem- 
ber 24, 1991, or 


(b) that was under construction by or on behalf of the taxpayer on December 23, 
1991. 
Definitions: “arm’s length” — ITA 251(1); “person”, “property”, 
248(1). 


“taxpayer” —ITA 


SCHEDULE IV — CAPITAL COST 
ALLOWANCES, CLASS 15 


History: Schedule D was consolidated and retitled Schedule IV, by the Consolidated 
Regulations of Canada, chapter 945, proclaimed in force August 15, 1979, by P.C. 
1979-1934, July 19, 1979, Canada Gazette, Part II, August 8, 1979. 


1. For the purposes of paragraph 1100(1)(f), the amount that may be 
deducted in computing the income of a taxpayer for a taxation year 
in respect of property described in Class 15 in Schedule II is the 
lesser of. 


(a) an amount computed on the basis of a rate per cord, board 
foot or cubic metre cut in the taxation year; and 


(b) the undepreciated capital cost to the taxpayer as of the end of 
the taxation year (before making any deduction under section 
1100 for the taxation year) of property of that class. 
History: Para. 1(a) amended by P.C. 1994-139, s. 30, January 27, 1994, Canada Ga- 
zette, Part II, February 9, 1994, applicable to 1986 et seq. 


Definitions: “amount”, “property” —ITA 248(1); “taxation year” —ITA 249; “tax- 
payer” —ITA 248(1); “undepreciated capital cost” — ITA 13(21), 248(1). 


2. Where all the property of the class is used in connection with one 
timber limit or section thereof, the rate per cord, board foot or cubic 
metre is the amount determined by dividing 


(a) the undepreciated capital cost to the taxpayer as of the end of 
the taxation year (before making any deduction under section 
1100 for the taxation year) of the property 


by 
(b) the number of cords, board feet or cubic metres of timber in 
the limit or section thereof as of the commencement of the taxa- 


tion year, obtained by deducting the quantity cut up to that time 
from the amount shown by the latest cruise. 
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Schedule VI — Capital Cost Allowances — Timber Limits and Cutting Righ 


History: S. 2 substituted by P.C. 1994-139, s. 31, January 27;°1994, Canada Gazette, 
Part Il, February 9, 1994, applicable to 1986 er seq. 


Definitions: “amount” — ITA 248(1); “commencement” — Interpretation Act 35(1); 


“property” — ITA 248(1); “taxation year” — ITA 249; “taxpayer” — ITA 248(1); “un- 
depreciated capital cost” —ITA 13(21), 248(1). 


3. Where a part of the property of the class is used in connection 
with one timber limit or a section thereof and a part is used in con- 
nection with another limit or section thereof, a separate rate shall be 
computed for each part’ of the property, in the manner provided in 
section 2 of this Schedule, as though each part of the property were 
the taxpayer’s only property of that class. ~~ 


Definitions: “property”, “taxpayer” —ITA.248(1). 


SCHEDULE V — CAPITAL COST. __ 
ALLOWANCES, INDUSTRIAL MINERAL 
MINES 


History: Schedule E was consolidated and retitled Schedule V, by the Consolidated 
Regulations of Canada, chapter 945, proclaimed in force August 15, 1979, by P.C. 
1979-1934, July 19, 1979, Canada Gazette, Part II, August 8, 1979. 


1. For the purposes of paragraph 1100(1)(g), the amount that may 
be deducted in computing the income of a taxpayer for a taxation 
year in respect of a property described in that paragraph that is an 
industrial mineral mine or a right to remove industrial minerals 
from an industrial mineral mine is the lesser of 


(a) an amount computed on the basis: of a rate (computed under 
section 2 or 3 of this Schedule, as the case may be) per unit of 
mineral mined in the taxation year; and 


(b) the undepreciated capital cost to the taxpayer as of the end of 
the taxation year (before. making any: deduction under section 
1100) of the mine or right. 
Definitions: “amount” — ITA 248(1); “industrial mineral mine”, “mineral” — Reg. 
1104(3); “property” —ITA 248(1); “taxation year” —ITA 249; “taxpayer” — ITA 
248(1); “undepreciated capital cost” —ITA 13(21), 248(1). 


2. Where the taxpayer has not been granted an allowance in respect 
of the mine or right for a previous taxation year, the rate for a taxa- 
tion year is an amount determined by dividing the capital cost of the 
mine. or right to the taxpayer minus the residual value, if any, by 


(a) in any case where the taxpayer has acquired a right to re- 
move only a specified number of units, the specified number of 
units of material that he acquired a right to remove; and 


(b) in any other case, the number of units of commercially mine- 
able material estimated as being in the mine when the mine or 
right: was acquired. 


Definitions: “amount” — ITA 248(1); “residual value” — Ree Sch. V s. 5; “taxation 
year” —ITA 249; “taxpayer” —ITA 248(1). 


3. Where the taxpayer has been granted an allowance in respect of 
the mine or right in a previous taxation year, the rate for the taxa- 
tion year is 


(a) where paragraph (b) does not apply, the rate caiployedl to 
determine the allowance for the most recent year for which an 
allowance was granted; and 


(b) where it has been established that the parohes of units-of ma- 
terial remaining to be mined in the previous taxation year was in 
fact different from the quantity that was employed in determin- 
ing the rate for the previous year referred to in paragraph (a), or 
where it has been established that the capital cost of the mine or 
right is substantially different from the amount that was em- 
ployed in determining the rate for that,previous year, a rate de- 
termined by dividing the undepreciated capital. cost to the tax- 
payer of the mine or right as of the commencement of the year 
minus the residual value, if any, by 


(i) in any case where the taxpayer has: acquired a right to re- 
move only a specified number of units, the number of units 


Reg. 
Sch. VI 


of commercially: mineable material that; at: the commence- 
ment of the year); he had a right to remove, and 


(ii) in any other case, the number of units of commercially 
mineable material estimated as remaining in the mine at the 
commencement of the year. 
Definitions: “amount” — ITA 248(1); “commencement” — Interpretation Act 35(1); 
“employed”? — ITA 248(1); “residual value” — Reg, Sch. V s.,5; “taxation year” — 
ITA 249; “taxpayer”? — ITA 248(1); “undepreciated capital. cost” —ITA 13(21), 
248(1). 


4. In lieu of the aggregate of deductions otherwise allowable under 
this Schedule, a taxpayer may elect that the deduction for the taxa- 
tion year be the, lesser of 


(a) $100; and 


(b) the amount received by him i in the taxation year from the sale 
of mineral. 


Definitions: “amount” — ITA 248(1); “mineral” — Reg. 1104(3); “taxation year” — 
ITA 249; “taxpayer” — ITA 248(1). 


5. In this Schedule, “residual value” means ‘the estimated ‘value of 
the property if all commercially mineable material were removed. 
Definitions: “property” — ITA 248(1). 


Interpretation Bulletins [Schedule V]: IT-423: Sale of sand, gravel or’ topsoil 
(archived); IT-492: Industrial mineral mines. 


_ SCHEDULE VI — CAPITAL COST 
ALLOWANCES, TIMBER LIMITS AND 
CUTTING RIGHTS 


History: Schedule C was consolidated and retitled Schedule VI, by the Consolidated 
Regulations of. Canada, chapter 945, proclaimed in force August 15, 1979, by P.C. 
1979-1934, July 19, 1979, Canada Gazette, Part II, August 8, 1979. 


1. For the purposes of paragraph 1100(1)(e), the amount that may 
be deducted in computing the income of a taxpayer for a taxation 
year in respect of the capital cost to him of a property, other than a 
timber resource property, that is a timber limit or a right to cut tim- 
ber from a limit is the lesser of 


(a) the aggregate of 


(i) an amount computed, on the basis, of a rate (determined 
under section 2 or’3-of this Schedule) per cord, board foot or 
cubic metre cut inthe year; and 


(ii) the lesser of 


(A) ‘/o of the amount expended by. the taxpayer. after the 
commencement of his 1949 taxation year that is included 
in the capital cost to him of the timber limit or right, for 
surveys, cruises or preparation of prints, maps or plans for 
the purpose of obtaining a licence or right to cut timber, 
and 


(B) the amount expended as described in clause (A) mi- 
nus the aggregate of amounts deducted under this subpar- 
agraph in computing the income of the taxpayer in previ- 
ous years; and 


(b) the undepreciated capital cost to the taxpayer as of the end of 
the year (before making any deduction under section 1100 for 
the year) of the timber limit or right. 
History: Subpara. 1(a)(i) substituted by P.C. 1994-139, s. 32, January 27, 1994, Can- 
ada Gazette, Part II, February 9, 1994, applicable to 1986 et seq. 
Definitions: “amount” — ITA 248(1); “commencement” — Interpretation Act 35(1); 
“property” —ITA 248(1); “taxation’ year’ —ITA\249;) “taxpayer” —ITA 248(1); 
“timber resource property”, “undepreciated capital cost” —ITA 13(21), 248(1). 


2. If the taxpayer has not been granted an allowance in respect of 
the limit or right for a previous taxation year, the rate for a taxation 
year is an amount determined by dividing 

(a) the capital cost of the limit or right to the taxpayer, minus the 


aggregate..of the residual. value ofthe timber. limit and any 
amount expended by the taxpayer after the commencement of 
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his 1949 taxation year that is included in the capital cost to him 
of the timber limit or right, for surveys, cruises or preparation of 
prints, maps or plans for the purpose of obtaining a licence or 
right to cut timber, 

by 
(b) the quantity of timber in the limit or the quantity of timber 
the taxpayer has obtained a right to cut, as the case may be, (ex- 
pressed in cords, board feet or cubic metres) as shown by a 
cruise. 

History: Para. 2(b) substituted by P.C. 1994-139, s. 33, January 27, 1994, Canada 

Gazette, Part II, February 9, 1994, applicable to 1986 et seq. 


Definitions: “amount” — ITA 248(1); “commencement” — Interpretation Act 35(1); 
“residual value” — Reg. Sch. VI s. 5; “taxation year” —ITA 249; “taxpayer” — ITA 
248(1). 


3. If the taxpayer has been granted an allowance in respect of the 
limit or right in a previous taxation year, the rate for a taxation year 
is 


(a) where paragraph (b) does not apply, the rate employed to 
determine the allowance for the most recent year for which an 
allowance was granted; and , 


(b) where it has been established that the quantity of timber that 
was in the limit or that the taxpayer had a right to cut was in fact 
substantially different from the quantity that was employed in 
determining the rate for the previous year referred to in para- 
graph (a), or where it has been established that the capital cost of 
the limit or right is substantially different from the amount that 
was employed in determining the rate for that previous year, a 
rate determined by dividing 


(i) the undepreciated capital cost to the taxpayer of the limit 
or right as of the commencement of the year, minus the 
residual value, 
by 

(ii) the estimated remaining quantity of timber that is in the 
limit or that the taxpayer has a right to cut, as the case may 
be, (expressed in cords, board feet or cubic metres) at the 
commencement of the year. 


History: Subpara. 3(b)(ii) substituted by P.C. 1994-139, s. 34, January 27, 1994, Can- 
ada Gazette, Part II, February 9, 1994, applicable to 1986 ef seq. 


Definitions: “amount” — ITA 248(1); “commencement” — Interpretation Act 35(1); 
“employed” — ITA 248(1); “residual value” — Reg. Sch. VI s. 5; “taxation year” — 
ITA 249; “taxpayer” —ITA 248(1); “undepreciated capital cost’ —ITA 13(21), 
248(1). 


4. In lieu of the deduction otherwise determined under this Sched- 
ule, a taxpayer may elect that the deduction for a taxation year to be 
the lesser of 

(a) $100; and 

(b) the amount received by him in the taxation year from the sale 

of timber. 


Definitions: “amount” —ITA 248(1); “taxation year’ —ITA 249; “taxpayer” — 
ITA 248(1). 


5. In this Schedule, “residual value” means the estimated value of 
the property if the merchantable timber were removed. 

Definitions: “property” — ITA 248(1). 

Interpretation Bulletins: IT-481: Timber limits and cutting rights. 


SCHEDULE VII — PUBLICLY-TRADED 


SHARES OR SECURITIES 
[Reg. 4400] 
History: Schedule F was consolidated and retitled Schedule VII, by the Consolidated 


Regulations of Canada, chapter 945, proclaimed in force August 15, 1979, by P.C. 
1979-1934, July 19, 1979, Canada Gazette, Part II, August 8, 1979. 


Schedule F substituted by P.C. 1980-2081, July 31, 1980, Canada Gazette, Part II, 
August 13, 1980. 


Schedule F substituted by P.C. 1980-3472, December 18, 1980, Canada Gazette, Part 
Ul, January 14, 1981. 


Income Tax Regulations 


Legend re Codes Used: 


(1) Close price from the exchange with the largest volume — For this day (December 
22, 1971) this item. 


(2) Last close price available in the past 4 weeks. 

(3) Mid-point between last bid and ask price in the past 4 weeks. 
(4) No price available under (1), (2), (3). 

All prices are in Canadian funds. 

For abbreviations used, see Part XLIV. 


A-1 Steel & Iron Foundry (Vancouver) Ltd. (Cl. A.) 2... .5....-55: 6.75(3) 
A-1 Steel & Iron Foundry (Vancouver) Ltd. (Cl. B.) ............- 6.50(1) 
PNADrOY NENG Cr OUSUEtG.: Aer e cme he arse nes 7 wae nc eee Re eee (4) 
Abbey Life Insurance Company of Canada....................-.- (4) 
L’ Abbaye Compagnie d’ Assurance Vie du Canada ............0.... (4) 
Abcourt Metals Ine: = ee-< 3 4 che toe mcgensets points.» Bae «1d Le 28(2) 
Aberdeen Mineralen Ltd ic ccceacng im SE a ORD: stern yenciin eae Mere (4) 
Abeta: Mining \@6rp. etd®.) 2 A520 5. M.A ER ee 05(3) 
Abex (Minesitdi we. . RA TRAOLISILAL. . SUI-SLA ADS) ER. . 01(3) 
FADING OOIG MLINCS Cte ce tt ten. conan Mice) are ks haere a nem cine 03(3) 
Abitibi Asbestos Mining Co. Ltdi&eoa@niges. .......05.0.5¢.-- 1.75(1) 
Abitibi, CoppeniMines Cid) 9 6 esse ion ope ee hee ale ee oles 13(1) 
Abitibi.Paper, Cowltdhis  SCt i cis. cs Trs Mey oc, Diabet DEL LR ok 7.25(1) 
Compagnie: de,Papier Abitibi, Lite sari. ole eis Pada eine 7.25(1) 
Abitibi, Paper, Cos td:s (77/200 Cut A. RT.) es. a8y oe ge peecietss aire ssisab 49.50(1) 
Compagnie de Papier Abitibi Ltée (7'2% Cu. A. Priv.).......... 49.50(1) 
‘Abstainers ‘Insufance (Cot 22 POUL Ga InG 7 ec O UM. ah 11.00(3) 
Acadia iUrantumyMinessLtd. tir Sion: SO) BAIMIMes AY HSISunS 06(2) 
AceratExplorations, Limited oi hss) sesh -verietenag © iG Jasteead TH - 07(2) 
Accurate Calculation Ltd. S00 NiCaadiq. p oreye et eeee > paeestinn 1 be 1.13(1) 
Acheron Minesilitdcrsrm 2 at. tiapitl es Jae sr ROY. ales Seca eee eae 16(1) 
Acklands Limitedsyangs). nosis Hie Ry OSEROP PS, © mec Gol eis ods 7.50(1) 
Acklands: Limited (6% GuliBrdiasc!. oni. Daniaiioo JOUenIs.f 15.75(2) 
Acklands Limited: (6%:.Cu-;, Gvii2nd Pr,):;ocinF. aici de fag ©. fc 11.25(1) 
Acme’ Gas: & OimlCo. Tid tian queue jenthawekoaett: cb Byrsiare TPRaaT ens 22(1) 
IACODIC? fe etn Pe NON ARE Puan tevin! SER oe CEMA ET USES LS LE, Le a Eee 02(3) 
Actes Limited? IC Ryn? HUE OL An RGR DORIS Dt 11.63(1) 
Acres Limited (7:2096 AIP nG. BMERBOY TOTS). JESY. HOMBRE 40.00(1) 
Acres, Limited, (Wti)va.crsiarein 2s os op badebe ht eee serene erg Pale 2.40(1) 
ANcroll Olid: Gas etd oe wets é: leryacd pees ese eee aes eee 63(1) 
A daniac Winn aC eX PLOLA ONT sg. see ee oe lees aon ons og 46(2) 
Adera Mining Thanntted) cscs cs Mao. =) saat of saris era oe an eee one 33(1) 
Admiral (Corporation ere-cuescny Oh oh-uces cuceen ae yeaa on me aie 18.50(3) 
Admiral Manes. ids vr yaet Fotis pester, 6 ses, tale, ves I> (ears len’s gerade cnea ae meee 15(2) 
Advance ‘Red! Lake Gold; Mmes;btd. sac}. (ee BS they Bela Biehl). arse 04(3) 
Advocate Mines, Witd gow. set gcleps (Diet fered eer thy OG itH 1.80(2) 
Aetna Investmentita ne 2th 328 bare £1. eh ote tae ers as oe eee 85(2) 
Corporation)ide, Placement Acta yo seuc sysislort Casacuta te Is Se hie Cannes 85(2) 
Afton -MinéS Limited. nin. 225% spon tmeraccls i ttatce Aalauke oun ee 1.21(1) 
A,G.Fi;ManagementLitd, (Gi B:Prds xt. silterese S289 VAG. GL 5.75(1) 
La-Societe de Gestion. A:G.F; Ltée (Cat, B.. Priv.) 68 bccn 6 er hyere es 5.75(1) 
AGH Special und Wiggs a re fo ao aia eh oi eee! fk ioe 3.00(1) 
Ageressive Mining: Ioimited™ sas a 7-cate . eaten cre ap ot cnc scam eee 11(3) 
Agsnico!MinésiLtd(y). 10. ATHEY 1G PAC RILS aiks A289 TORI. eR ee 1.98(1) 
Agrayindistries Lid. jai an). GE ake). Hi hatidnah- (eiSiset's 9.63(1) 
AGT Data Systems Ltd. ...5.....<+.5.6.5.-appor sewr-d 1.00(1) 
AG. T. Informatique: Ltée eens a Sis be de a ae 1.00(1) 


TIED)" ViUSICr OC OLp iets, ccters eters cites chet see tcnens) a) sms eee 4.7001) 


Atken-Russet ‘Red Wake: Minesshtdy errs cn dic ens: tee 07(3) 
AimcoIndustriessietdines! icaaia! cont. lie 1aehe ver Bet ee 16.00(2) 
AAS;-Resources: hide te cen: hy ateratin saad wat tovering other 5.90(1) 
Ajax,Mercury Mines! Ltd, cap. os tele ed: cyerena cack 2h IAG EE IP Se 11(1) 
Ajax Minerals: Limited-%),., ©o-s ess csi hehe 2G ae 15 lo eel sles a 23(1) 
Akaitcho: Yellowknife°Gold Mines Lid) 2.8 230/29 .42 4 2 oie 45(2) 
iMakon:MetalsiLimited .vinis fon. cao (Gd) Aaerepise Saw. th 06(2) 
Albany; Oil’& Gas Ltdagey. szrs¢n axl dyad) poe e ere lh et -oHh nepal A45(1) 
Albarmont Mines Corporation’ <. <.cess) age -h aati eo eun eon R aOR 27(2) 
Albatros: Gold: Mines Ltdi- 23. cosc. 5 2c. Sa Ss eee eto oe er (4) 
Miiies d?Or “Albatros LtéeS2). 385) DORGRGRICR DAIS 20 Ff DIG ARTS: (4) 
Alberta:CopperiResources (Ltda. ait! .is| bons. 20 OF BA RIShto7 thias 40(1) 
Alberta,Eastern (GasiLtd, seis. ies) oetiic¢eiats ode Geet Spsaip - 5.45(1) 
Alberta: Gasetrnnkulcine Co.tde 4. ont AE EA en ances orl Seraciee 49.75(1) 
Alberta Gas Trunk Line Co. Ltd. (47/4% ‘Cu.,C. Pr.) . ... 1... 25. 76.00(2) 
Alberta Gas Trunk Line Co. Ltd. (572% Cu. Cv. D. Pr.) ......... 138.00(1) 
Alberta: Gypsum itde ee nee ne oregon en etn eee) one, oe ee 15(2) 
Alberta*Natural Gas’Co: td's", S01 bt Sd STE ta eke) EE toss 20.00(1) 
Alcan Aluminium Etdieo 2938 1OSG50NU . 98). SAIDIMID. ¥O is 18.88(1) 
Alcan Aluminium) Liteerr prion oki -to.28. Ubeis I Sam. at. lo 18.88(1) 
Alcan Aluminium Ltd. (414% CuniCvs-Pr.)ic. sestmar. beacdys sey ere eas 26.75(1) 
Alcan Aluminium Ltee (4'/4% Cum. Conv. Priv.) ............. 26.75(1) 
Alchib' Development Ltd2o3 JO 227243 SSS SER SOR Ce RE ft 45(2) 
‘Alcor Minerals: Limitedyiriet: 2D. 120 Lea eee. § VINO QVOM.; 12(2) 
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AilexanderRediLake! Mines Ltd. ........ (4¥%_A)..b1.1 zatianbal. 2o08 Asal’ 03(1) 
Algoma Central Railway Co. ..... 2... 00) ees thet, corel al °8.25(1) 
Algoma) SteeliCorp! Ltd!,-The.. .......6i. sees re es OL YRS OBA, BANE att 9135381) 
Algonquin Building Credits Ltd. .. 2... 24. 24% Vises) gai » 1 4.05(2) 
Algonquin Building Credits Ltd. (6% Cu. Pr.)in. i cove ons 4.00(2) 
‘AlicevArm/Mining Lidinetiag. Scop. Ad... oo Be eon aie sag 11(3) 
PAliceslake Mines | Tbimited ...:..cacecctincss xe dear ve ¥en ADRA & BE, 13 ) wateyioulé 23(2) 
Alina: MinesiéesOileLitd sy. 00... cece cane ae Did 2onkM, eqD. BawBdoo€ 80(3) 
AljodMines Litdatiovas. Lites... cu VS HOD SPP\ESO) added a. tones (4) 
Allarco Developments Inc. ... .......0..0...005. bit weniv, alisdwalle’ 9% 4.80(1) 
All Canadian-American Investments Limited ...... 000). . 00. ou% 60553) 
All-Can Holdings Ltd. (Cl. A.) 2... 6D), alto x OETA (4) 
All-Gan\ Holdirigs:Ltdi(Cl..B.) .....0..0s0c.s0c.. DRE croliealaya. ascsnodl . (4) 
Alicop Minestiiid Miaitis fin. oc ces ede eae od 28 Gi evil ann tonnng’ 02(3) 
Alliance Building Corp.. Ltd. (7% Cu. Cv. A. Pre.) 2... 2 en ee 7.00(2) 
Alliance Building: Corpwilitds. fate. we. es eked ce dene eee ee cl  2O0 ET, Ys 3.20(1) 
Atlied: Mining: Corp. interirmis Lak... boltnalLyasgqmo), leotard, yk 3.25(1) 
Allied) Roxana) Minerals. Limited ............boiatiJ(aadenQ)). goin astm 65(1) 
Allied: Telemediachtd:. Mien caios. obit. (oadauQ). nubwot seni, 28) 03(3) 
PAINS KASt ie: Co. Le, -evdiadive sonsinavenoiesvernc sine MOMRBNANE BIB? 5.35(1) 
Alscope\Consolidated:Ltdivits 22h......... 40.6 LEWD Lcovsiolaxe zac 1.25(1) 
Altair, Mining ICorpsLimited ,........... 0c cies cenene ne oD em avi Hewen' 10(2) 
Aluminum Co. of Canada Ltd. (4% Cu. Ist Pr.) . 0. es 18.00(2) 
Aluminium du Canada Limitée (4% Cum. liére Priv.) 2 oui. 7 18:00(2) 
Aluminum Co. of Canada Ltd. (4-1/2% Cu. 2nd Pr.) 22.8. 36.13(1) 
Aluminium du Canada Limitée (4-1/2% Cum. 2iéme Priv:)*. 2 2.0... 36.13(1) 
PAN vijaC Miimes aT ity, cep cos csc eo weds, cents Kose seyronwaieonasive no MOLD, OMEING IODA 07(2) 
AlwinMining: Combtdirn.. 1.i.. ce se ecco A MORRINGION GBT Talawhs 64(1) 
Amalgamated Beau Belle Mines Ltd. 2... se Due oe elo, 04(2) 
Amalgamated. Kirkland! Mines Ltd. ...........s00000 cere ce ee ve ss oh. aw) (4) 
‘Amalgamated Larder Mines Ltd. .................. 31 25nlanbal. yollaY wnt 49(1) 
‘Aitdalgamated:Properties Ltd 1%...A.W2 WON biLaainigubal. yolla vy gunk 70(1) 
Aimalgamated.Rare: Earth. Mines, Ltd... .. .. -.....6.0. (TROD shane Se 07(2) 
Amalgamated:Resources Ltd. 5.6666. ce secsive cove soles CRUST PROD 3B, OE SIOB8 (2) 
Amalta.Oilse& iMinérals Ltd .0s.)...0. 066. ccet ee vere de eee BES, 2U0UM) oamoome 13(1) 
Ambassador Development Corp. of Canada Ltd. 2.0200. 2) eu ee. 70(1) 
AttabassadoreMines. Ltd i). 045... Pie de ce ce enneeeres 1 kth BET LI, Kee 09(2) 
AtinberSResOuréesel tds... oo. cece secs ce nee poise de ne nvnoubbal CRLONGE, rariselery 30(2) 
‘Aimeranium=:MinesiLid.iieis)........bitisemqoleyad beigbiloenc® ssleniar 06(2) 
Aimeric.iMinésiLtd., .......... )..biLinomaqnleyvad berabriogiea). saleaisit 17(1) 
American Chibougamau Mines Ltd. .............. heii! somuuinesal spomnntl. (4) 
American)Copper\éc:Smelting Ltd. ............. 0.00. 8 ORD aon canine ao (4) 
American:-Eagle Pefroleums Ltd. .........0.+. 0.0000. ott 220M AG. YORE 75(1) 
American IbeduciPetroleums Ltd. ....... 050510 .eks vc rons ie ce ne xe op OTA IRDA SE 09(2) 
American Metropolitan Enterprises Ltd... 2... 0... 29 Sony ot 1.15(2) 
‘AmericaniQuasar, Petroleum Co. ..... :..0cccereccre ase DOM BM ere 4.80(2) 
Ameénicam Uranium Timitedieth sf .6.815 tet vs cewone aces o OL. BIO NM! brushite (4) 
PAPC OMNIITES FCG SRM OE, «0.0 ne: esyapinesorcasineveciyn noiaeiannelee) ee ace CPOOAEPGN QOD ates 06(1) 
‘Anaconda’ Petroleumiimited ,............0.+00 .. Pat zon oust nwa (4) 
Wmchork Manes imited) 05. .5.cjseceseiss cers seine ceive we teres soyes atid QOL, DIMODIEENE 23(1) 
AnchoriPetroleumsiLtd... ics. sees co cee AL BOROBD A DMB ee SBOE 04(3) 
AndacolloiMining ‘Co., Ltda...) S850). bi sbenad ie odisl - eghis (4) 
FANGERE MRSS TSG Wet nosed wets tevwe ne asiesrescep corde net bornere ARQ EEIREE SL, AUER) OHULER OTE 30(2) 
Anmbelus!Petroleums (1965) 0LAd td... cee severe cone othe hh Od. scikeeat 23(1) 
Anglo American Nickel Mining Corp. Ltd... 2... .000 2b. ee. (4) 
Anglo-Bomatc:Mines Limited .. ....... 0.0.6. 000 AL SOM OT BANE Ihgees 60(2) 
Anglo-Canadian Pulp & Paper Mills Ltd... .......0. 00. ub un 4.70(1) 
Anglo-Canadian Pulp & Paper. Mills Ltd. (4-1/2% Cu. Cv. Pr.).. 2... 14.00(1) 
Anglo-Canadian Telephone Co. ($2.65 Cu. Pr.) 2... 2 oe bo. 34.00(2) 
Anglo-Canadian Telephone Co. ($2.90 Cu. Pr.) ii. oo. 38.00(1) 
\ Anglo-Canadian Telephone Co. ($3.15 Cu. Pr.) 2. 2b. 42.63(2) 
Anglo-Canadian Telephone Co. (4-1/2% Cu. Pr.) 2... ea. 30.75(1) 
Anglo-Permanent Corporate Holdings Limited ».. 200.0... 13.50(2) 
‘Anglo:Rouyn«Mines.Ltd.i),. ......6. 000 2), ad AIS HIE GRI ANT 32(1) 
Anglo United Development Corp. Ltd... . 2 oor ee eee 71(1) 
‘Anglo: Western Minerals Ltd. /2 Vt) bit wanton. ge. same? Centit 17(1) 
Angot Grotip’ Limited);Thes. i. 24.0 .5..%. .-Q2 EGA GNIL SIMGIAL £2) 1.00(3) 
‘Annmar Mining: Limited!..(at.u 2 RANE-b) a2 sonigsiol® sicmuad cents 05(1) 
AnsilsMines: Ltd.) 1.4... 4. (14 A SALE) 2 GHOSE OMMIQ Meaky 01(2) 
Anthes Imperial Limited (5-1/2% Cu. A. Ist Pr.) oo. ee (4) 
Anthes Imperial Limited (5-1/2% Cu. B. Ist. Prijo oe 80.00(2) 
Anthes Imperial Limited (5-1/4% Cu. C. Ist Pr.)ooe i ek 80.00(2) 
‘Anthonian Mining ‘Corps Ltda9. YO etcl.c)..o2 auoiqelel samt denis 03(2) 
Anthony Gas & Oil Explorations Ltd)... 00. oe 1.43(1) 
“Antoine: Silver! Mines) Ltd.ic... (CeO) G2, ARONGSIS.L BORG Hens 04) 
Anuk:River’Mines ‘Ltdisx. (fs% bnSi.03 880)..00 anaiqeisT eitela sean 25(1) 
Anuwon* Uranium Mines Ltd iw.) o20E.5)..0 2) SUageis.£ BIC tf Remy 02(3) 
‘Aquablast: Incorporated. ‘scan tt, Abe 20 UA DSO 02) 3:65(1) 
Aquacare\ International Ltdi.A. .10),.045. GO88.2. Qa0RITS IRUQVAMEON, GAueth. (4) 
Aquitaine ‘Co..of ‘Canada Ltd. :acies..) ARRON DIO RSW, & 24.50(1) 
Société: Aquitaine: du Canada Ltée \.......... ...... 4. ANON BIOGAS. Sty 24.50(1) 
Avdéadia: Explorations Ltd.. .............(74.H NOE PS Di AOR, AOI. SE 11(2) 
Arctic: Yellowknife:\Mines"Ltd) ........-...-...+. db, 4301 RaInSHE ganged 03(3) 
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\GArdeli Explorations ‘Limited... ..:.... 0.2. wed @. iigiLconaeh anolsome 08(3) 
)ArdotMinesulstdis, Retsidumaies ktthe .ccsceecduswsncnene cs bbl, 229nIgeeR VeloRe 16(1) 
ArdolMinesnlttg (BE Witness nscosens sce neitemoneiveivelte nevae ven SU AML RE (4) 
fArgosyeMining, ‘Corpivbtdis. Lisaitte...ccocck nce tease , laren wooing 45(2) 
Argus: Corporation: Limited). (0.22.40. As. Pde... feria, 1 LO. 20013700(1) 
Argus Corporation Limited ($2.50 Cu. A. Pr.) so). 2 ees 32.00(1) 
Argus Corporation Limited ($2.60 Cu. A. Pr.) 2.) 00 oe. 34.13(2) 
Argus Corporation Limited ($2.70 Cu. B. Pr.) 2.0... 0 eo ek 35.75(1) 
Argus Corporation Limited (C. Pr.)...........00% E eoteralasa. aie 9.75(1) 
ArjoniGold:MinesiLitd. (.5i)..4 to... ecco eninuvelsioM sad 01(3) 
Arlington(SilveriMines(Ltd.4..)............. Bim. aR eubatd wredend 17(2) 
OfArmoresMines (Lids £00). 1.0) -.0...0..2 botimit Ieaqiiseisint zeoupaoA.oleké 14(1) 
ArbotMineswistditers oo. Lid bE. aiiaccsesnnte te be vo Dh, UBIOUNIT molest 04(1) 
Arrowhead: Gold: Mines: Lidiwt. aman 4. ted? anid, ys emaing 01(3) 
Arctic: Gold:é& Silver’Mines: Lid. (ouinec:. Wo veda 2iimeciol4 jeans 09(1) 
Asamera .Oil'\Corporation).Ltd... ............-. (1% A)..dbS onionania tex 18.50(1) 
Asbestos Corporation Ltd. ....... COR) WD. PAS 6) bid ene $23 25.50(1) 
Ascopex Explorations: Litdy vil. Gi PAM ).oetl iene aanatoqat. ak, (4) 
Aséopex ExplorationsiLtée)il i... kien ss etl gabesobaonl mone) (4) 
FAselopinduistries Mata yety. L20K Sly. GA a Code eosaeiac as else CONE BEIM, Re 13(2) 
‘Ashland Oil. Canada. Ltd)..0. 600004 a. AAO ed Ad 4.9) OS allay 11.88(1) 
‘Ashland Oil. Canada ‘Ltd. (6% Cu. Cv..Pr.) \..0...0......... baling ft 29.50(2) 
Ashland) Oil Miners. securstlendee. Lhe a ws DRED. gig ins 20.38(2) 
AspeniGrove Mines Litdiniied. 0.00. ...010 6 DL Raievbal isnoitemen) se5% 10(3) 
‘Associated: Porcupine{Mines ‘Ltd. ............y... 0d 2a, auesupitd-ainaed 32(2) 
Astonish Lake Uranium Mining Corp. Ltd. . 2. 2 ob oe oe. (4) 
Astrabrun Mines iLtd:ay.fiuad i408. (8.04)... bata] zsomoerat, inqmsal 03(3) 
‘Astral Communications: Ltdoniveaiy.L.ud.......c00. a0... SAL 2a Rtelol, tmons 1.97(2) 
‘AtcoulndustriesidLtds .Aicoisne.tu. Cava Lite... bit grieonignd, ey 8.13(1) 
Athabasca ‘Columbia: Resources: Ltd. \..)..4.4..00...2 01.4 oD edai tm 1.65(2) 
‘AthenayMinésilimited)scisine. du. Canada. Like. Dib et eat ravens 08(2) 
Atlanta. Mines, Ltd... i. ccccoke conn eens dd to. OO, PR) OLD oO sadamk). save (4) 
Atlantic; Coast :‘Coppen:CorpiLtds..............1a9 4 £9), Dit. .o AIM. iaduag 46(2) 
Atlantic; NickelsMinesrlitdss: L.iaiteds (002 kod cose sceicc odes td BADIM ASIBE 22(1) 
Atlantie: Richfield 'GConsitvs.twmited (Ch. Bola. DRE AOORRIOIGAT oT 64.13(2) 
Atlantic) Sugat/Refineries.Co. Limited.............. Hamid isnot -aan 6.38(1) 
Atlantic Sugar Refineries Co. Limited (A.\Cu. Pr.)os. io. es 15.00(1) 
Atlantic Sugar Refineries Co. Limited (5% Cu. Pr.). 2.0 2 2. 62.38(1) 
Atlantic Sugar Refineries Co. Limited (Wt.) .. 2... 0.0 00 22, 1.40(1) 
Atlantis Tiust@or horn doshas ce $I SC) |. DI Drabarete, enue (4) 
Atantics Dungsten:@orpAbtd.( 30) /2% S58... As. RRBs ve vege te tie te BORED ARE 17(1) 
‘Atlas! Explorations ‘Limited « .ebsre) up tla anadaeh ah siggsace a. 32(1) 
fAtKasiYiellowknife! Minesi:Ltd! [01.5 2. FT OS. CQ won [hae 05(2) 
Attila\ResourcesvLtdis.) DL) saa Ro AA Sh@d ole | of armani. 1.13(1) 
FAR AOMeNC OLp rth tebe. u-dduoaemsivesysiwa noes seleoic teow secwaiee seen ae cawolee ee woth caes 19(3) 
Awemitto!Explorations: Lids Wi. GSA VOL AOE sbao e (4) 
August Porcupine Gold Mines Ltd... 2. oe be ee ee 02(3) 
AtnorGold-Mmesrkidfawe, Comnany.6d, LR RRS FBS as ie 2.30(1) 
Auscan Mining and Oil Corporation Limited . 20. Se. 90(1) 
Austiniinvestment:Corpnktdmens ea, La... ht ely) patent? omaliliag 41(3) 
‘Auto Electric:Services 'Comltdrat Joust 1A. (SS. On. Te BDRM. Ka 6.00(1) 
‘AutolMarine: Electrie’ tdiPins hiwantethencse rence ce ee bd BOTS UNOL WA A (4) 
(Auto!Marine Electric Ltdi:(Pr.) Levert...) CuO) soa) caunebdylol ae 40(2) 
AutomotiverHardwaresLimiited. ... 4... 60010 cose ce sees te te ve te re onde BOM, AP 7.25(1) 
Autoletic.Andustries Ltd so. 55.2. cose cece coves te ceive to verre sorte dad, PRON SIQHERA, RUBE 65(2) 
AvarGoldi Mining vGorLadar....55c. sire conctcte tens cote ne eo DRUM PETIT, OGRE (4) 
FAW CONCOMPOLAtiOn: (MAME LIM ai eens re Mad tons) fe elt ddl poste: 0 oa tales POOR NORIO es (4) 
Avilla International Explorations Ltd. 2... 2. Vu ee, 28(1) 
Avino:Mines: & Resources Limited !<..... .Bi1 naue1ogie.. teqge.) oraeinat 33(2) 
AvocasMines: CanadaiLtdi £40. .6cccu. eA RQUSIOMRO.F. Tnaneoval, WAS 65(2) 
Babine International Resources Ltd)- 0) 20... Spt ob ae, 14(2) 
Bahamas-Caribbean Development Corporation Limited: . 2... 05 ...0. 16(1) 
Baker PaletIutdic Incasivies. Limite (oe. fu. Om)... bhd 2m, OCHRE Bie 42(1) 
Balco: Rorest) Products tds, 1... 0-6 .00. +. SSO.) BM lon) SB QoS, 8.25(1) 
BaldiMouritainOmiCo: ...cicc screens tere ve vere Leo, 25ar 2, RiNeV!, Bre 03(2) 
Baldwin. Consolidated. Mines, Ltd.............,:.0 1 kd. ROME THAR A HWOt, Bie 01) 
Ballinderry:Explorations Limited id... 0. e. cece ee ye I BORE DRO, OBES 90(1) 
Bamboo Creek ‘GoldiMines Ltd. «.... <5. 5.50000 ou DRS, SL 80(1) 
Banco: Finance: Limited (Gl. B.)........ 4.79 A603. AL), OO SST, MOM (4) 
Bancroft, Uraritum. Mines Dtdild An. Bt. ce ccse ce pe ve rene ROOTES, LIE (4) 
Band+Ore!GolduMines: Ltd) £2144... Pid. ee re ce ARUMMLAOLEL GuiOnRTiS, 05(2) 
iBankeno .Mines: Etdiited (0%. Pc. Acadian. ind). .0h1..9.2) Aang, 6.40(1) 
Bankfield! Consolidated: Mines! Lidix....Jn0020 Loeb. ZS aL, DAE 02(2) 
Bank:ofi British: Columbia 5.8. 2s... sidesl. oceconblt eon, ORBIAL A, © 22.25(2) 
Bank#ofi Montreal: .) iwaitce 4% ow. 8 Ree, BLOW, Yar, 18.50(1) 
Bank of; Nova Scotiasimwiy Limulied...... doh 216390 SLO TIS. | 31.13(1) 
Banner Porcupine MineseDtd, t.cmniiens. (510, ff UR TES AWM ATs ir Mrite & (4) 
Banque: Canadienne Nationale ..00 (200.00 6h.2 «0 ncn. IE RINE TRATED, 14.00(1) 
Bantam Minin glstd. 2ige 0, cere ce reek vere te de te te re asin to SOE COSTE, TERGLOD BOG 40(1) 
Manes* Bantam TES eset «oon. saicee ete rcoszsite enity we te eojyoretlas SEERA NE AR SMG 40(1) 
Barber-Ellis of: Canada Ltd... ..... severe cece cairo re SA PQURIOTP, 2 QT. 13.50(2) 
Barberi Oils Corporation’. L005 LAU. +. cece site de veo tas BORA IOI 48.50(3) 
Barbitlake:Copper Mines Ltd: iicites.(2'% 1.1... bE AERO, OTL AON 15(2) 
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Sch. VII 

Barcelona Traction Light & Power Co. ...... Sejité.J one ema .tebes 20(2) 
Barclay Resources Ltd) ..;.41.0/0) .. hw. Sue Os cee eee (4) 
Barex-Trust,. The sic: <3 etvy> Gaspetdads. eutyeie ice. he We. bi ean pias 20(2) 
Barima. Minerals Lid. ...........0cccs ese csusaessiess > SE SO). ee yas 01(3) 
Batons Oil Limited ...... 0.0.0.0 .0. ecepeseneee o> DOMME MOllIOge? anand 05(1) 
Bafrington Explorations Corp. Ltd. 4.0) 2 2). n td. vee) aid 07(3) 
Baftaco, Industries. Limited .....,.59:.A.u2 06.22) balan. Reiarsaie.) an 4.50(1) 
Batvallee Mines Ltd. ...,........ 2d...) ON.2¢) bom) itonetagit) 2uer4\.. (4) 
Barymin Explorations Ltd... 0.0... 0. e 2) TRAM. RONEN OS 212 1.20(1) 
Base Metals. Mining Corp. Tetd. 20 i. ive ie se cogs > Ok EH IDEM EERE 01(3) 
Bashaw Leduc Oil.& Gas Limited ............... Dit aos aorlie notaniie 05(1) 
Basic Resources International Limited ............0 2.002005 3.30(1) 
Baslen.Petroleums tds). «0s. noedenate cae EGR OO wae. DE 20RIM offs 07(3) 
Bateman Bay Mining Co. ........ 0.0202 ee oes Bl 2a, Blo) Dsselwarei4 06(1) 
Bathurst Norsemines, Ltd... ....... ce .- 0.0.6 Dbb Sas Vie: wh. DIOks Sms 85(1) 
Bathurst Norsemines Ltd. (A. Wt.)...........-...i1. L.aoiiniomneg > Ji) ceimans,. (4) 
Bathurst Paper Ltd. (5-1/4% Cu. 1963.Pr.) ........ Li. mateo .enes 6.75(2) 
Les Papeteries Bathurst Ltée (5-1/4% Cum Priv.) 2... 60. e. eee 6:75(2) 
Baton Broadcastirig Inc. 22.051. SPAS, 0. Cee alg ed. 9-3e 14.88(1) 
Bay; Mills! Ltd 4. epi AMA ALIENS. Wars. Ce eee to 1.34(3) 
Bay Mills Ltd. (6% Cu. A. Ist Pr)... .....- 00.0.2 .4. DE Seen Sine! 3:05(2) 
FAC. Turf Limited ........0.. 0... 609.99 wo. Pa). tt ebens)- 20 Saal 4.00(1) 
Beacon! Mining Eo etd AE esas ac ke evs fe ke ke oe atiaelae erat de DE Pee 05(3) 
Bear International Industries Ltd... 2... ..0...0..... UR age eee? sone’ 19(1) 
Beattie-Duquesne Mines Ltd. ..j:4:)......... bil,cenit oniquawd foisicezad 04(2) 
Beauce, Placer, Mining.Co. Ltd... Si.1. qo. ming meal) Stat. tesla s 01(2) 
Beaumont Resources Limited (00. 000. ee 2D Bo, alicliad 09(1) 
Beauport, Holdings Ltd. .... 000000. oe OL. AEA Aes 36(1) 
Béayer‘Engineering Ltd). 2 0. Le... ea aa eeBar 6.50(1) 
Beaver Lumber Cop Ltd: e. cov. he be eesmeeas .cieein: sone 19.50(1) 
Beaver, Lumber Co, Ltd. (ClwA.) 5 oncstiacte + Seineiipontilios 19.38(1) 
Beaver, Lumber Co; Ltd. ($1:40..Cu,<Prs),. 24: fit sc ca 1s «esse eee 21.00(2) 
Becker Milk Co. Etd. (Cl. B. Pr.) ..,...%....bRE..gu) lage ene 32 10:00(2) 
Bel-Air, Mining Utd. (oo... co. cscs cous Feds psec seas a: Sed SORE) SE 92(1) 
Belcarra Explorations Vide on ie cee ae en OD OEE Ont, . (4) 
Belding-Corticelli Limited...) ...a2.aoatisnad at pesricmien see e, Se 10.25(1) 
Belding-Corticelli Limited! (7%.Cu./Pr)eticgi .o.0. 2nd wegen ob 10.34(3) 
Belding-Corticelli Limited (Wt)) 32s hetisnis .o.).0aleeek angie, Sie 2.80(1) 
Belgium Standard Lid? .......... (SW) balenit .oD.2smemiial angie 30 15.50(1) 
Belgium Standard Ltd. (5% Cu. Pr.) 0.0.00: je cose eis ee AD ISTE DEBI (4) 
Bell: Canada. 0 oo. oe fous oecasns Beene wae, SIDI) sO EEL 46.88(1) 
La Compagnie de Téléphone Bell du Canada............5.... 46.88(1) 
Bell, Canada! ($3.20. Gu!:Cve"Pr.). Us). 2 EE. Cae Simi: 52.38(1) 
La Compagnie de Téléphone Bell du Canada ($3.20 Cum. Conv. Priv.)..... . 

. Cerormencoment. OF fhe. SPE. iecceicee to aoc SRS QO Sine 52.38(1) 
Bell. Canada. ($3.34 Cu.,Cv.. Cl. B. Pr)... wee... ahd anoiatans tit: 53.88(1) 
La Compagnie de Téléphone Bell du Canada ($3.34 Cum. Cony. Cat. B. Priv.) 

RETR RE Ree ars SNE IA AMES PRUE RS oats! Ae 53.88(1) 
Bellechase, Mining Corp: Lid?” Sericait aUinssoyo.).10 Das eran neseus 04(2) 
Belleterre Quebec’ Mines Ltd. 0%... 2 OY Sb qa eannaevat aad 15(2) 
Bellex Mines I'd. 20.5 2.. o8. .. POS SEE oD Sse chisel ais 02(2) 
Bell, Knit Industries Ltd... 00.00.50 ee 0008. J ssl aaa ons 88(3) 
Bell, Molybdenum Mines Ltd..........-...<,:.. £299 bod spade saicnM. ahs 14(1) 
Bélore Mines} Ltd) ecicciicn. othe ine ddvetietibetvineevailandins 16(1) 
Belra, Explorations Ltd? 5 on thief tayen- hasta gent beyeu- Pees Sea rR ONT Pe. (4) 
Benson Mines Limited. .......5 0... 4¢ceseue ese ve anae eae DEL. OD EI lon avd 14(1) 
Berkley: HOte | assoc: sauces 2s bone gee dar ehin us Koinsibamsie seine sl 2 TOO 1.75(1) 
Berncam International Industries Ltd. ... 2... 0.060 ee ee. 6.13(1) 
Bethlehem, Copper Corporation Lid... .. ..natiga.. cosiwoea .% ssa 18.00(1) 
Betrust Investment.Corporation Ltd). ..........-.- Usb GOSHGs san 5 16.50(2) 
Betrust Investment Corporation Ltd. (5-3/4% Cu. A. Pr). ee. (4) 
Big D Mines) Ltd); Thessiidut_b stiiswoqe acres 7sG siesclGhte-aceinian ee. (4) 
Bigslackpot Minesi Ltd % cc)cy, eas acsasno tesa teeecinc ase clase eee ee 01(3) 
Big Long Lac, Gold Mining Co. Lid................. iJ aoubard Jes208 -o0lse 01(3) 
Big. Nama Greek Mines Ltd .g...05 asontesm! erences ne ee) be 2d: wisineM bis 09(2) 
Big Town Copper Mines Ltd. ........... ...fohe! Aoitihe Doisbucenes Bruised - (4) 
Bilmac Gold Mines Ltd) 7... cs Dae dacabio7S jnisbaliod. (4) 
Biltmore HatsEimited- 64.0. .250 he. «...... «bid asni bier! goD oc 13.00(2) 
Biltmore,Hats.Limited.(Cl.. A. Cu.-Pr.), 2 ...f.80 5k boston qanenhs < 10.50(2) 
Bio-Millet Laboratories .. ..... 6.6.6... ee SE SM soared: Beran . (4) 
faboratoire Bio-Millet . . cy... is epee ee ss « he BREE. DIG Op Bie . (4) 
Bird Consttuction.Co. ‘Lid Ai. omer. Asn. El ear ae 57.50(2) 
Bird, River, Mines Co.¢Lidon wm. ny. 2. Sideeaeeht betebsiccoe> Sistas: 65(1) 
Biroco Kirkland’Mines Lide 2 70... ot tok cae BRIG Aetna tek eee 01(3) 
Biron Bay .Gold Mines Ltd... L2.65.. Se bw cw o IRs te Peet 23(1) 
Bison:Petroleum) &..Minerals_ Ltd. j. ¢.,:) nual AchetusckGh? sek fed 9.10(1) 
Black. Bay. Uranium Ltd... i. ached sbi asniitvaniquect-yanned * (4) 
Black Cricket Mines: Ltdicscky cleans Ponte Malenotielternaiinns,D euprnt 60(2) 
Black, Giant Mines, Ltd. .o:.\ ue), costes oe usted oe «0 nee 1 ST ees 30(2) 
Black, Hawk, Mining Ltd. o.oo... ces ve ceice we wae ge an unc ee Se FRG Seana 50(1) 
Black Photo Corporation Lid. ......... 2... 8 shems) Ww. alate 4.85(1) 
Bhickwater’ Mines Ltd? ye CO. AS eG OO 30(1) 
Block Bros. Industries: Ltd... .............4... i aoniM ataqe> sielr 3.00(1) 


2194 


Income Tax Regulations 


Block Bros: Industries Ltd.. (A. Wt.)........ -J eaniM odin bod. wwhass 5.00(2) 
Block. Bros. Industries. Ltd..(B. Wt.)))..- ccc. -Ogewlied Jee? anieebhn (4) 
Bhie: Bonnets. Raceway Inc......,......-.-...... afd. Dt. nod. leaié sme 2.05(1) 
Blue Grass Uranium. Mines Ltd. ...... 0.5.00 44 goibliwd muupaoyl/ 01(3) 
Blue Gulch Explorations Limited’. 1) #.0. 0 bork able. oiupaeg!s 48(1) 
Blue Star Mines Limited ).°0%. 200.0508 21.08 22 bei Sahin wort A. 290 06(1) 
Bluewater: Oil! & (Gas; Lids 12..62...A\......... 0.0. Dadionits eat M ods. ails 90(1) 
Bochawna Copper Mines Ltd...............:226.000 5 DLE TIO. % 29M ane. (4) 
Bock .& Frére. Ltée (6-3/4% Cum. Priv.).................. Dd gonild offh - (4) 
Boise. Yellowknife ‘Mines: Ltd?.-)."s,.......0....0.... 08) 2tnomgoalsved .cowtiA . (4) 
Bombardier: Limited (Cl A))y.co boli) atewhicevul: neonmomsA-asibenso 9.50(1) 
Bombardier: Limitée (Caty Ajai. nivins LL. CA ED) Lot esnibleh nro 9.50(1) 
Bananza\Explorations Ltd... ............0..... 8.1) -hid eemblen asl. (4) 
Bonnet Plume:River:Mines, Litd...:. .canmls... 0.0.0... DR 2oaM qaatls 15(3) 
Bon2Val Minesulitdc.A. fantsA cw. POpabel ime? euiblind, gonells 44(1) 
bea way INtings: [etd aes casera tessa sanqusas bij .qiol eaiblia sonaillé 11(1) 
Border Chemical,Company. Limited .. 0.0... ...0.6 cece ee GIO LLM | 10.38(1) 
Bordun Mining (Quebec) Limited... ......0..0..4. M snsxodt barllé 30(1) 
Les. Mines. Bordun, (Québec) Limitée:...............,..... 01.1 eibameteT baitlé 30(1) 
BOKcalispEXploratloiy, Vids. coves vaeisegaes ancien sexs coease esse ay stnuya Okets RUSTE 30(2) 
Borealis ExplorationsLtd. (Wt)... .................. DEL baishilaeneD gqoveléy: (4) 
Boswell:RiveryMines: Ltd ...... 0... ccc. cece. > oti quo. gin eile 22(2) 
Boundary, Exploration Ltd... (7 .t2f. a) a8) .RL1 abanso to oD tonal 14(1) 
Bounty .Exploration Lid.vind,cisid:.mnO oO} oSlumid sbeasl ub miatnnaniy 13(2) 
Botrbeau Lake. Mines, Ltd. i550 PO .4) oi! absae ta oD anime 02(3) 
Bourlamaque Central Mines 1945: Ltd... 2... 2 Se ee es 02(3) 
BovissComoration Lida: Hi 0s ed sd es os gets we cg ed ees ey Ey SO 1.90(1) 
Bowater Paper/Corporation, Ltd... ............ 12... OD OD) aos ak 4.65(2) 
Bowaters Mersey Paper Company Ltd. (5-1/2% Cu. Pr.) 2.0.2 2 sie. 32.00(2) 
Bowes. Coe Ltdiio) contend ove se cesece ss se DEL eo baebhia. betemss 12.50(2) 
Bow. Valley Industries, Ltd. .................. -bid an:M sabis.t) boing 28.38(1) 
Bow Valley Industries Ltd. (5-1/2% Cu. A. Pr.) 2. 2. es 14.25(2) 
BP. Canada Ltd..6%%.Pr;),. ia. a. 0. oobi eso inset 21s51. bainmse 75.00(2) 
BP.Oil .& Gas; Limited v2... tsc2ea4- fines ess DIT 2an02dA. baienisple 6:20(1) 
Bracemac. Mines: Ltd. & us..006 ce .cccc eae egos «ORS alavaciM B.ehO.silenms 03(1) 
Bralorne Can-Fer, Resources Ltd. sherc.) Jo .cie Ioonmnqoleved robseesc 1:75(1) 
Bralome, Oil, & Gas Lid...o.6 6 oi os Besos eos dd Son aobsease 2:25(1) 
Bralsaman.Petroleums, Ltdesice oa: cece cs cece se cenecear © oUhd AITULORSSL 750 3.25(2) 
Bramalea Consolidated Development Ltd... ...... 0. . 2. ee 3.45(1) 
Bramalea Consolidated Development Ltd. (Wt.) ........0..-.4. 2.10(1) 
Brameda. Resources Limited .............. .b.) aanitd wemeguedid® nsonmsmdé 92(1) 
Braminco: Mines. Ltd. ,...........000..00000.. 0th smullom2.2 aagqeO aeons 03(3) 
Brandy,.Brook Mines Ltd. ...........:........ bit emipsiqned slash monsey 10(3) 
Brascan, Limited: (o.oo cc gcc cos ce ce ve se ce vedo oe Dh CSLONST subat HED! 18.50(1) 
Bienda Mines, Limited... .........«.-.- DL aeanqaind aplilonauaM meorre 4.55(1) 
Brenmac Mines Limited ..................... ..2 mualomed anzsuQ) aeons 38(1) 
Brettland. Mining Ltd. .. 2... coe ee oe ee DSTI See Me sSrTAy, (4) 
Brett Orls Limited! ioc. scce a a es.ge oo ue us, chat qe, wo apace xeluesas! e/g) RNS: GENER SOS 23(2) 
Brewster, Lake Mines Limited .................... botimid cisions? shoossrné 60(1) 
Briarcourt Mines Ltd... coo pociset ss pte ce pce cc revere ee o WASTE ard rodone 11(3) 
Bridge & Tank.Co. of Canada, Ltd so... sce eye a hd 2EGlONS 198, 4.50(2) 
Bridge & Tank Co. of Canada Ltd. ($2.90 Cu. Pr.) 2... eee 32.25(2) 
Bridge Hill Mines Limited yee. 2 foi go v2 ison tgecs iene -Sa eee ema eee 38(3) 
Bright &{ Co. Lid SUG. cio. b oicuies opens rash (COOLE Creeonet 2a 16.00(1) 
Bright Red Lake Mines Ltd. ...... S20 «oD. enim logout GioricnsA olen 01(3) 
Bright Star Trio Mining Ltd..0 0... 2.0! Batient Zend smo-oF 1.10(1) 
Brilund. Mines Lid. (20. -. 00.0 .5..; 6... OLE alli asesd 4% qied aeibensD-be 8.00(3) 
Brinco Ltd) ATV A. oP Si -b). SEE Zim segs? AK glvS asibsnb Dob 5.63(1) 
British American Bank Note Co! Ltd. 74.0%) 2.) stdédoelsT anibaak 24 13.00(1) 
British Columbia Forest. Products Ltd. 0002) oo.) oncdnslol meibankl4 19.75(1) 
British Columbia Forest Products Ltd. (6% Cu. Pr)... 2... ee 41.50(2) 
British Columbia Oil Lands{Limitéd s25\!-)) 2 snerysist membenk oF 7.50(3) 
British Columbia. Packers Ltd. (ClirAd oaniticH whic tnensmrns< 20.00(2) 
British Columbia Packers. Ltd..(Cl. B.). 0: ...:.. 4. Dit. zoel ayuda 19.50(3) 
British Columbia Sugar Refinery Ltd. bi.) .rus) Inomaqolovedd. bein 3 19.38(1) 
British Columbia Sugar Refinery Ltd. (5% Cu. Pr.) 2... ..0052..5 17.00(2) 
British Columbia‘ Telephone Coo 2.00.5...) oa? Doueit geo 63.75(1) 
British Columbia Telephone Co. (4-3/8% Cu. Pr.). 2.2... 2. 5..0% 63.00(2) 
British Columbia Telephone Co. (4-1/2% Cu. Pr.). 2... 2.2.02 2 63.00(2) 
British Columbia Telephone Co. (4-3/4% Cu: Pr.). . 0... eee 66.50(1) 
British Columbia Telephone Co. (4-3/4% 1956 Cu. D. Pr.) 2.22... 66.00(2) 
British Columbia Telephone Co. (4.84% Cu. Pr.) .....5...2045.- 17.50(2) 
British Columbia Telephone Co. (5.15% Cu. Pr.) . 2... ee 71.50(2) 
British Columbia Telephone Co. (5-3/4% Cu. Pr.) . 2... 22 2 80.50(1) 
British Columbia Telephone Co. (6% Cu. Pr.) .. 2... ee bee et 84.50(3) 
British Columbia Telephone Co. (6% Cu. 2nd Pr.) .. 2.2.4. .06. 82.00(2) 
British Columbia Telephone Co. (6.80% Cu. Pr.) . 2... ee ee 26.50(2) 
British Controlled Oilfields Ltd... <0... ..0.00.... 4 baleraqieoal peldsuy .20(2) 
British International Finance Canada Ltd. (Cl. A.). 2 26 eee (4) 
British Matachewan Gold Mines Ltd. .°....... ii abans:) to..eD onininh. (4) 
Broken Hill Explorations Ltd... ........ oj. abans 2 ob oeisiaip A. Sarco! 08(3) 
Brooke Bond Foods Ltd. (4.16% Cu. Pr.) .. 2... 03 2 ee oe ek 19.50(3) 
Brosnan Canadian Mines Ltd. ............. ahd asm otiedwolisY oaA: (4) 


Schedule VII — Publicly-Traded Shares or Securities 


C@roulam ReesiMines [tdi C), Bo). as... sno ncscacas se nets bontne a wih a xbieen 23(2) 
BeownsMcDadewMines Litdih Jat.. Cw.) soc ne se ve ae as dle ae diss GA Ae Diges’, 10(3) 
Bruck Mills Ltd. (Cl. A.)...... Cat. AL. yo) WO PPO) DBT Bod 15.00(1) | 
Bruck: Mills\td\(ClhoB.)s Gynt ordi l A veeQ mw). PA [-9) ait ¥e8.00(2) | 
Bruneau Mining Corporation: 1970 .... .0).4 soni HNedoD.® aqvli¢ ngdalies? 11(2) 
Brunswick Mining & Smelting Corp. Ltd. ..... eo). Gee OD 2). 3.05(1) | 
Biyconvindusifiessbtds Jick. (24... DID 220248 OT Set mace AT, 18(1) | 
Bochanan Mines Timited .. 5... xen. ssn. 4. site no tend pend ac te ara OU, ELACT 15(1) 
BuckeyesExplorations itd amy. Ei HGrl 0 ac se seco sone ONL OSE mM ois ¥ agbSS 35(1) 
Budd: Automotive:Co..of Canada:Ltd. .0.0..00.J-n. 08... p)Lelaran! ot 6.63(1) 
Budd Automotive Co. of Canada Ltd. (Wt.) 2. 20... ee ae, 2.40(1) 
Buffalo Gas & Oil Corporation Limited ........... 0% nomgt Zou Tie he Os 1.05(2) 

©)¢BaffaloiLakeMines:Ltd. ........-...4... (A. IO) bid ebans. iQ bauth. IGT S2i3 (4) 

‘Bullion Mountain Mining Ltd... 2. 2) 2 30, ts AMUSE IBY (2. U5399.65(1) 
Bullion. Mountain Mining Ltd. (A. Wt.) ... ou ob soles itige.). (4) 
Bunker Hill Extension:Mines Ltd. 0.40.) ..ehegs 2 te. yasqaQ y aL LOS. 05(1) 
Burlington Mines & Enterprises Ltd... 2. 0... Qc SII (4) 
‘Bunasioodsi Limited) .Pwachieis. LMR wa. eee ee eee oe PEL, AOD heel F75(1) 
Burnt Hill Tungsten & Metallurgical Ltd. 2.0... 18(2) 
BusrardeD ry DockiCox Lids Awexick +... 4 ean se te terns vee wo PRL BOLE GS 7.00(1) 
Burrard Mortgage Investments. Ltd... 2... 2... 000 last xe. geil ar 11.908) 
BumexMinestMiriteds Lash. cs... ie keitelte ae QS Deh enguMy, ley ByGss).04() 
‘Bushnell:€ommunications Limited .... ........ 05.1.5... it pamaubal ten 6.00(1) 
Buval. Executive Mining) Industries Ltd. ............ Di yasgeo@ Osha? 40(1) 
RGBOAM@MNACHIS Gy diane s. ie a Atime acscins ss wks ay MW oO follmwelgxd yawsta2 S02) | 

S@ableyCopper-Mines. Limited, «... os. a. «secs sen cote es ed BOTW Ru-RaTE 2 (4) 
Cabob Cotporationys..M indies .de blige ve. 4 ne wt Ten vol RID (4) 
Cadillac dDEevelopmicht:Gorph.Ld. «054... qe ashe ne ne te teens eee a L {one 8i38(1) 
Cadillac Development Corp. Ltd. (6-1/2% Cu. B. PL). Dia be 1 MEQM2O.25) | 
CadillacsExplorations Etdictal: Gorm. ~ ..... CTP QO0. 1d Ri iisam 1.30(1) 
CAR sIndustries\Ltdssiuaace. Ce. -of Canada vod 100, Lt) sant } heam4.65) | 
CalcorpResources Ltd. inlets... A0 SELON) bath nt ocean, 14(Q2) | 
Caledon) Mountain:Estates Lids AC anaca fst am Cd) aah ian 4.50(1) 
Calgary (Power Ltdiss. |achines <canadad Lami Pies bwod ost iss 27.25(1) 
Calgary;Power Lid! (4% (Cu:. Pr.) aneda (AW) betiewd asbwed nou aadzeti(@) 
Calgary: Power Ltd. ($5.00 Cu. Pr.) ... 20.0... 08 teil eon OM, allivag 69.00(2) 
CalgarycPower Ietd! ($5.40 Cu. Cv. Pr.) 2.4... sete ees AIO), QTL, Z, 91.00(2) | 
@alicouSilvercMines! Ltd... 6... so 5 ne ge sone so DL. 2OOM, Tago brgiyg2i-cin, 18(2) 
Caliper-Developments, Limited. .. .oft..0.) Sortomic, 3. gnuntiyl. Meme Login 7 5(2) 
CalixeMinésslutd! miunostineet Admited. cad es AQ iJ .q7Q2 aq gucdiny 05(1) 
Calmark Industriesdztdiiswal.jjqvited .eLQaegmel iaamigaiqveG alstoul. (4) 
Calmorilron-Baya Mines, itd... 2... 6 nus ee we ee oR RAR DIG) omiti.50(2) 
CaltasMineSLimiteds i)... 6. cen eee ae we PMU BUGS. D QMIgQKOG ¢, RORR.02(1) 
Calvert-Dale Estates Ltd... 0.0... 000%. (le. NSH 4 28. RAY) SRE, 82(2) 
Calvert:GasiiSorOils Mutdid. ..... 0.2 odes ee nee ve te DE AONE hoy bpslgoroge, 14(2) 
CammMinésibtde <horporainna hinted vo wee. OR 290M footanl xem, 30(1) 
Cambridge Leaseholds Limited)... s105 IO.) BSR 3. SOY 11.50(1) 
GambridgesMines Limited .. «0.0.24. cs ee ee ee  AONMIOGVION Wlevwi,.38(1) 
Cambridge. MiningeC orph..Ltd.. .. «<2 one wae ne ne ees hh BRO DIO) ispaien, 02(3) 
Clamideoks Mines Pst bag cn. 5 sjccncise de 4b uaitd qe abi te noae ae edna kare EEE, ME -.15(3) 
CamflodMines\ Eimited Adinenals. dated... occie n we ae te SD) Dots AI 2.511) 
CamiidexiMiiiesiIstd: Limited... 104... dd GOUBIOTIOW, 199000 His was 13(1) 
WamldreniMines tds bitte 00... oe se joe ce ae te te tee te we oo WLM, BBs + .08(3) 
Campbell: Chibougamau: Mines (Ltd. .i),. 2y.).. 0.0. 2s ROTEL Oy 4.70(1) 
Campbell Red: LakesMines (Ltda% Sam... Pb) ean anigquamt leas 21.50(2) 
CampeatwiGorportation Lid iis W361 6 ve ce ence ge te mene ne OR of ale 3.50(1) 
CeAnPetroleumsthtds Laimiise A5Vi. jo eo 6 ow et I, 290M POR BIE 95 (4) 
Canadai& Dominion: Sugar, CostLtdi.) 2.6.0.4 ee eee eT ean M. #82750(1) 
Canada:‘GementLaFarpe Litde 11202 Wi.) .. uo 2M GRIMY BIE. 46.63(1) 
Ciments Canada LaFarge Ltée... fb . et wpaint beteiagené 46.63(1) 
Canada Cement LaFarge Ltd. (6-1/2% Cu: Pr.) (2. 208 bee ond 19.75(1) 
Ciments Canada LaFarge Ltée (6-1/2% Cum. Priv.)\. sys. os 19.75(1) 
Canada: Forgifigs itd: «20m. Aivh. woe ev OD MOMBIONTEA. MBIDENE IA 4.50(2) 
@anada:GeothermaliOil ‘Ltd. }ici.. (49%. Ou..A...Petot gaatl eoiqueret 2oyre. 68(1) 
Canada Machinery Corporation Ltd.>. ...9./.au. cumsbo wal oda . ¥19.00(1) 
CanadaMalting Coisbimiteday. Lid... 1g wae ee Did 29g Magis 26.00(2) 
@anadaiMalting:CossIiniited (BiuPr. itd. 4.0. a ae eee ee bi Leoni. oral 89(2) 
Canada:‘Northwest Land) Limited... .. ...... 0.2. ganletir4 Saini! paBiays 1.50(2) 
Canada-Packers: Iitd nents. Lieb... se ane cee ee oe a 2M ole FE hae {,79248.50(1) 
Canada Permanent Mortgage Corporation. ..... 2... Soy. bind.19318-00(1) 
Canada. Safeway Limited ($4.40 Cu. Pr.) 2 02 namo nade. 82.50(2) | 
Canada Southern Petroleum Ltd. .. .. .. <2... sc se se ce oe es SONY. mxaral 32 6.20(1) 
Canada Southern Petroleum Ltd. (Wt.). 2.0.0.0... 000 0000. Tavlhd.J2 3.101) | 
Canada:‘Steamship ‘Lines! Ltd)iiwcoiy. |. obiinenM, DEO eral W avanap40.00(2) 
Canada Steamship Lines Ltd. (5% Cu. Pr.) 2... 28 C-sasio$13(1) 
Canada Tungsten Mining Corp. Ltd. 2.00). 2 Sips Qe bons 1.55(1) 
Canada. Western Cordage Company Ltd: (Cl. A.) ita 2 on ee. A9.0(4) 
Canada Western Cordage Company. Ltd (Cl. Bi) ou. 2. ors ee ope. (4) 
CanadexsMining: Corp. Ltdies. |v... ........ LA).Oi) aroiudinanG, alizho13@) 
Canadian Allied Property Investments Limited... 22. 20 Se as 7.00(3) 
Canadian All-Metal Explorations Ltd... 2 2/0. 20. BGI, RONMAY MODS (4) | 
Canadian Arena Coles. Minis Alda. ee tee ee ee at BORN Diop. ©... °15.00(1) 
©anadian AtrowMinesikimited... .. .. .... .... (A. .t2),..-DE. 220A, Raia. 14(1) 
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Canadian (Barranca: Corp? Ltdiimicl ehlagye® xysiaM of onasibeaeD Ajdigof 22(2) 
Canadian Bonanza Petroleums Ltd... ......0.-..00000. 080.00. ae BELA 1.30(1) 
CanadianiBreweries Vimited (cl... ...4..... 5.02.04. Wh) eliO gineot apibs 7.50(1) 
Les Brasseries Canadiennes Limitée ...0.. 2 e202. nyse giba 7.50(1) 
Canadian Breweries Limited ($2.20:Cu.:A.)Pri)ioy ore, 61, 32.00(1) 
Les Brasseries Canadiennes Limitée ($2.20 Cum. A. Priv.) 0. 005 10) 32.00(1) 
Canadian Breweries Limited ($2.65. Cu. B. Pr.) 2.0.0). 2 Ou) eh 36.50(1) 
Les Brasseries Canadiennes Limitee ($2.65 Cum. B. Priv.)>.2 0). 2... 36.50(1) 
{WanadianiCablesystems -Ltda ier td... 1... «DI 2liO fougsany neil 14.13(1) 
Canadiani@ablesystems)Ltd:(Wt!) .... .. yaramo  sonmmived] pola mpib, 2.25(1) 
Ganadiani@anners: btds.(GlicAs) nl eeoneiueeA.b, at) sansibags). (1) m9 6.50(1) 
CanadianiConverters;GoMitds (Cli. A\)..<...+.,...-. pauend eon mets 2.00(3) 
Canadian. Converters. Co. Ltd. (B.)). J. DOM CRU) 6 TAB (A) 
Canadian Corporate Management Company Limited i. 0.0. Oe. 16.00(2) 
Canadian Corporate Management Company Limited’ (Cl..B:) 2... ou bu, (4) 
Canadian Curtiss:Wright! Litd.i vd... ........... 604) bolaid goed epibens, 70(1) 
CanadiantDelhia@ilsEimniteds .56..-. .. c. ce cea te ne ce ce to ue ve ld AROROLY Mei H §.00(1) 
Canadian Equity & Development Company Limited!) .o00.. 20. 12.00(1) 
Canadian Export.Gas & OikkEndst yasqme. 2ac2 Iswis, mieieeW meibs 3.60(1) 
Canadian Food Products Ltd.) 00. socgmiow es BL ipI2a VE AEB 95.20(2) 
Canadian Food Products Ltd: (6% Cu. ine Bra) cara house ate coke 32.50(2) 
Canadian. Food Products Ltd. (6%: Cv. 2nd Pr.) . ve eed ep 32.00(2) 
Canadian & ‘Foreign :Securities;Gol ,btdo.? Jnsmeqoleusd. 2 enim sxobaus ie (4) 
Canadian-Fortune:Oildsimited .. ..,..... Pid. ee21Qeas Jai peonsmAaisy ». (4) 
GanadiansFoundation:Go:. Ltd) /242.i~..A4.-Pe sd)d eamsiowal masonemsA: 6.00(1) 
Canadian Foundation Co..Ltd. (6% Cu. A. Pr.) 20 eee bs 7.75(2) 
Canadian Gas & Energy Fund Ltd. (B. Wt.) 2... on. eva) ous. 7.25(1) 
Canadian General Electric Company Ltd...) 2 , @8D1022.50(3) 
Compagnie Générale Electrique du Canada Ltée). oo, 22.50(3) 
Canadian General Electric Company Ltd: (Cu CvePrn) i. 2. on 26.00(2) 
Compagnie Générale Electrique du Canada Ltée (Cum. Conv» Priv.) 02... 
aeombnh Mick. izay- iar bldg. co anes Dis einoniaaya! X asniM vb26100(2) 
i (CanadianaGeneral; Itivestments: Ltd)... .. .. 2... 2. cece cece ce ve fh ZOOL sis 66.00(1) 
‘Canadian General Securities Limited (Cl. A.).......... 20) eo at 12.75(2) 
Canadian General Securities Limited (Cl. B.). 2... 0.04 suv o 30.00(2) 
Canadiah,iGoldale Corp. Ltda. cos.cs see yore tee ee we te te te oe OUR AOE 2G 3.50(1) 
CanadianbblidrogaseResoureds Ltd, 5.2.2. 65 ys yece'se ge ceryecte te ne te ys Woe A OER. 72(1) 
Canadian HomesteadiOils Limited .. ...-.¢.<0s.<0 se tet. sad se tee a te th BOY 8.60(1) 
“Canadian Homestead Oils Limited (6% Cu. Ev APE.) UL) SPM), DIY 17.00(1) 
Canadian. Hydrocarbons. Ltd... ...... CV V0 IN OY: YEHe) 3h4 Ae 13.88(1) 
Canadian Hydrocarbons. Ltd. (5-1/2% Cu..As Pro. oe ht 14.00(2) 
Canadian Imperial Bank of Commerce... 00). 2 ey 25.75(1) 
Canadianuindustrial; Gass& .Oil. Ltd.. ..GA 28-2). 20.1 bans.) 2oreual, 9.13(1) 
Canadian: Industrial Gas. & Oil Ltd. (5-1/2%\ Cu. Cv. Pri) eo on, 21.50(1) 
Canadian Industries: Ktdi. Lick... ......G8 J&3) seh bnonos.) 2oreuag 13.88(1) 
Canadian Industries )Ltdis@=1/2-%: Cul, Pre)... secs tote pe sete tenets eee RAH 52.50(3) 
Canadian International Power Company Ltd... ... 0.2.00. 0000. 22.50(1) 
Canadian International Power Company Ltd. (5.20% 1965 Cu.'Pr.) oo... 
spechine Mines. Limitged. «cuss e aan old 2atneudM Dboptizievitl te 13.50(2) 
Canadian International Investment Trust Ltd! . 2.0) 2. ees 32.00(2) 
Canadian. International Investment Trust Ltd. (5% Cu. Pr.) fet i, Ledeqandas(4) 
Canadian) Interurban .Properties Limited .............. 29). SialaMavO len 2.00(2) 
Canadian Interurban Properties Limited (7% Cu: Cv. A) Pr.)oe ie. 7.75(1) 
Canadian: Jamieson: Mines Ltd. .. -2....:...+. 2. f3W) 25).t atau son. ish 1.25(1) 
CanadianeJavelinuliimiteds sais bed. ea ye ge rete te te ce to te ee HOD RMS, A 9.60(2) 
GanadianiK ecleysMineseLtdd. «. «2. 1 ce pene te tthe OUSIOMIOW) BAIN! TIGRE 05(1) 
Canadian: Léencourt: Mines. Ltd...) ..OSMth1. PSQUIQZOA M eeMevOnt Sve §.07(2) 
GanadianiIseisure: Industries*Ltd. si... QW eormeuNo) [ROU RISTO SBIL 06(3) 
Canadian; Long:Island:Petroleums, Ltd... .... ........ .. ». QUNT) 290 Ni Asin. 65(1) 
WGanadian Magnesite Minesplitd state fy ye sce se de peice te ed AMON GIONY) GB, 31(2) 
CanadianeMalartiesGold, Mines Ltde «0.006 ae se eins ed BOLUM SUQVBIS, 27(1) 
Canadian Manoir. Industries Limited .... .... 0.05.20 Wed Oe ek 3.35(1) 
Canadian Manoir Industries Limited (6% Cu. Pr.) 0. See ee. (4) 
Canadian:Marconi!Company |}... .. ..... .. DAleni! 20) asqgo.t Net-oog 3.05(1) 
Canadian; Merrill. Mtdew Lid. «coi. we PE. OO BOM axaud) Blow ped 4.75(1) 
OCanadian:Nistroi Mines, Ltd? .a% <u... Re 290M). 12qgo. gaa, 09(1) 
Canadian:Occidental)Retfoleum Ltd... .. ...... 2.1.2.5. re sD BAGENE Abe 9.13(1) 
Canadian sPacificiEsimited.. .. 1. cone ce goto ts 20 old BLYONG2., BBE 13.88(1) 
Canadien. PacifiquelLimitée .. «4... 124.15. DIL. M0 2AM wall, org 13.88(1) 
Canadian. Pacific Limited -(7-1/4°A..Pr.) «. ..:. ss... 2 amy, Gaeee 10.75(1) 
Canadien Pacifique Limitée (7-1/4 A. Priv.) ....... 20 Soe eee. 10.75(1) 
Canadian. Pacific Limited (4% Pr. Canadian Unit) /.0. 0. 2 ot 9.63(2) 
Canadien Pacifique Limitée (4% Priv. Unitée Canadienne)... 8... 0. 9.63(2) 
Canadian Pacific Limited (4% Pr. United Kingdom Unit)...0.2. 5. 2.0. 7.75(2) 
Canadien Pacifique Limitée (4% Priv. Unitée Royaume Unis)... 2... 2% 7.75(2) 
(GanadianiPacific Investments Limited ...,. .. 4.2.1. ce seas ese Ath bh ARLE 12.00(1) 
Canadian Pacific Investments Limited (4-3/4% Cv. A: Pr.) . 2 ns 24.50(1) 
Canadian Pacific Investments Limited (Wt.) 2... 0... De, 3.05(1) 
CanadianyProvident, The «... 4.00. te ee AS ABD) SAUL 29TORT IRV BAR? (4) 
LesePrévoyants duiGanada’.. .. 1. +. i. cs. 10 RE SOO) READ GN LOR, SOR IER.A. (4) 
CanadiamRefractortes «Ltdss. 4. cece pee ce ae co ye ese vo tees ds COPEL 2ON ire, OOM NY (4) 
Canadian: Reserve,Oil.& Gas Ltd. .... Dalim MousIodiOw, BolaOceA IB 5.60(1) 
Canadian Reynolds Metals Co. Limited (Pr.))... 6.0 oe eee. (4) 
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Société Canadienne de Métaux Reynolds Limitée (Priv.)......-...0..4.- (4) 
Canadiai:Salt’Co. Ltd, .........-.....0...,. 8) -errusionast manned <n 15.00(1) 
Canadian Scétiic Oils Ltd. .... ....cececeneue sees oe DOEERLE eorteyen et nibaaa: 80(3) 
Canadian Security Management Ltd. (Cl. As). 0... ee ee 1.25(1) 
Canadian Southern Cross Mines (No Liability)... 2. .....5. 02.8450). (4) 
Canadian, Superior OIWLtds red IGS, 2) adie i esnnsibenn 9 esins2nr 43.25(1) 
Canadian, Tire; Corp:Ltd.!. ... (7% A. £0.58 hatin) asivewei ad 40.25(1) 
Canadian Tire Corp. td {ChiA.) 20.04; astm! apaneibieia esieane 35.38(1) 
Canadian Tricentrol Oils’ Ltd. .............. 45.2 kl eaotevesidal shi 14.63(2) 
Canadian Union Insurance Company ..... | sW} bi). apoiewsoing | nibene 3. (4) 
Union (L) Canadienne Cie d’ Assurances .... 4 .)0)) bu.) stand) nian). (4) 
Canadian Utilities Limited. ,J.caio\.. A AD bt. oD eagrtevaa®) anil 37.25(1) 
Canadian Utilities Limited (4-1/4% Cu. Pr.) . 2. ee ee ee 57.25(3) 
Canadian Utilities Limited (5% Cui Pri)... igre et ere et 66.50(2) 
Canadian Utilities Limited (6% (Cu. Pr.) 2. 6. ee ee ee 78.75(2) 
Canadian: Utilities: Limited (Wt.). ......,......... -bid sein cei sifbs 8.50(1) 
Canadian’ Vickers Ltd.) 9..¢29. .J98).8.)........ bot? AOC -nathe 9.25(2) 
Canadian Wallpaper Manufacturers Ltd... ce. ee ee 85.50(3) 
Canadian Western Natural Gas Company Limited... .........5. 21.00(1) 
Canadian Western Natural Gas Company Limited (5-1/2% Cu. Pr.) 2.2... .- 
Phin Lad {6% Oo. A. Javed). pd etorkort boo-asit 15.00(2) 
Canadian Western Natural Gas Company Limited (4% Cu. Pr.)..... 11.50(2) 
Canadore Mining & Development Corp.. .. -. 2... ee ee 10(2) 
Can-American: Natural Resources Ltd. ..........iailenh | BO) seurwitl snibenes). (4) 
@an-American:Petroleums' Ltd. |... .........-.... bE. 8D nekehauad sates: (4) 
(Canarcti¢sResources cid: 1.4.4 39 02D. d@8):.Bi.4..62 netshnued asibercs’, 27(1) 
Can-Base Industries Lidsicad.... (2W7..%)..bb.1. Bow. verre. Dem -asihsnal 18(1) 
Canbridge! Oil) Explorations Ltd. .. .52.1 ynagmieD sisted 4esecor) isin 1.50(2) 
Can-Con Enterprises & Explorations, Ltd. 5. sn a)o9) 4 olereusid ware etn. 10(3) 
Candida Holdings Naamloze Vennootschap.. 2... 6. 6 ee ee 16.75(1) 
Candore Explorations Ltd)... ......4.% opuasla olsaiae siagsastl 04(1) 
Gafidy Minésn&Invesimentsdtd ie) ee coy: dixon: doweuedo ue ee meee mes ste 12(1) 
Caneonti Mines, Ltd... 5. Psk.......... dtl -etmonnasent isisie.) siatheant 01(3) 
Cannon'Mines Limited ........,.(.4..{3). batten achininead iisned asians’ 07(2) 
@4hol: Metal! Mines: Ltds)......,.(.48 JD). botinwih sovikuvoae feasnod athens! 02(3) 
GCanoleMinesdsimitéediited..........2 vere teedeyes sD Se Dralahisd saab. 25(1) 
CanronLitdiien!|: | amie. 2%.0n. hts: il eoomoee) 2feorbicl nat 19.38(1) 
@anron Liéeces |i b dorited JON) ) ooo ew tboties 2hQ beezamokt sal 19.38(1) 
@anron Ltd: (4-1/4% Cui. Gv.Pr.)oO a) belimis. ai@ bestesmok sr 70.00(2) 
Canron, Ltée (421/4%. Cum. ‘Conv: Priv.), .......-.b1-] .20edisseryt ani 70.00(2) 
Canterra Development Corp.Etd’..2) 2203 ).-2).0.! enecuey hl cele 1.00(1) 
Cafnitrend) Industries’ Ltdi(Cl.JA.) 2a “sasensnoD to. dae. isiisqrd oaihaa (4) 
Lés Industries, Cantrend’Ltée(Cat, A.)... .bi[ (20. 4 2c fedianiel moathine DY (4) 
Cantrend, Industries/E:td3 (G1. By) Wa) fa) aac BO. Bei ler eettash a hans. (4) 
Lés Industries, Cantrend. Ltée, (Cat. B:),........-....... bid asdaivutash oaths zsh (4) 
Cantolwbtd: ($3,024.05. Cy. £2. B..Fa9 wO. POT). bab codienbat abe 3.40(2) 
Capuc: Mines: Limited)xc00. Selah Grease eenret denoted albeit 30(2) 
Canyon CityiExplorationsiitd:) bi. vnacmie > ze0o0d Ienobeoeinl asihbeant 05(3) 
@apitaldDivcrsitied Industries Wid ay ae y- wud ceesyswek- mone e- eek weee Nk 59(1) 
Capital Diversified Industries Ltd. (A. Wt.) 05. 2 66 ce ee 15(3) 
Capital. Dynamics Ltd..0. %). bi). tint insaeavetl leanosenmainl side 1.80(2) 
Capital| Dynamisme' Ltée ....... ........,. batiosid esimeqast. neduredel sister 1.80(2) 
Capital/Dynamics Wide (Wt. 20) betiasit esimeqed. necdtowdel astute? 03(2) 
Capital, Dynamisme Ltée (Wt) ......... 0... .032 eon storoiieel ssibens! 03(2) 
Capital,EstatessInch iy)... oat se eeae vege woken cow SR Bie Bie - (4) 
Capri Mining Corporation Ltd. ......... 2. sn A.volao sibeis: 14(2) 
Caprive Industries & Resources Limited... .4).) 200i minis! Jieaniae 09(2) 
Captain International Industries Limited... 2... 660.2 ee eee 6.00(1) 
Captain! Mines;Limitedors\j5.)i0.......b1.1 2noslonet. baslel gant npibeia. 11(1) 
Gara-Operations Lidie pants Lat... so...) aonb. alizsngell sie 4.60(1) 
Caravelle, MinessLtden2arston, Lak. SRE send Bide citusieb aie, 11(3) 
Card Lake:Copper Mines, Ltd... ...,........ boda esteieubal onal ier. 10(2) 
Cardwell:Resources. Limited 1 ..;2) 42a} batieaid esiieubal sonalA asihene 15(2) 
€ariboo-Bell Copper Mines‘Limited ..............yaisaneas moo -asihen. 25(2) 
Cariboo Gold Quartz Mining Co. Ltd... ....... 0445. lime neibanst 95(1) 
Carling: CopperdMinespLtdit.. .......0c6 eau. x ah 200A. oniaiME Stems. 20(2) 
Carlson Mines Bstd. ick... .. ec. ,.a0.s5... 8b eiehened Ininabioo® piheme)- (4) 
Carlton: Cleaning Carousels, Ltd., ................... baie oltios asibean 25(2) 
CamegieNew Mining ‘Corp: Ltd. 5)... 0.0... Sei Sipiioed mie (4) 
Carmdesson. Mines) Ltd. ........,....... 4.79.4 DM-T). bation attics asibene. (4) 
Carolin; Mines: Limited ........... 087. AAL\). stilt sapiiast asians: 20(2) 
C€arrier:Shoe: Co: Ltd. iD. (jiald asibansd 29.30%). botintit siioad swethe 6.63(1) 
€arrier:Shoé Co. Ltdek:DeQWt aint) 20h aby eaiteid supitises .aeibes 3.25(2) 
Carroll): & iReed Liditiniitiobenth bainld 29.085). beta. sitosd asters. (4) 
Carter. J.Bs (Cli Ad) kacatbvoR suid. wh Rh. sted supitias® nil 10.12(2) 
Cater J.B: (Clo .B:) Minerals. LAd........ bali L aiaamizsvnl oficed sil 60.00(2) 
Cafttier Quebec Exploration DLidh\s-b) hati! einemiaaveal. siiced msibans: 10(2) 
Casavant Brothers: Limited (CL A.)W)} bata] stusmiaavel ofianh sibs 1.00(2) 
Casavant)Fréresshimitée (Cat. A.), yo... .enenr acca yt. oohiterd asibe 1.00(2) 
Cascade Molybdenum: Mines, Ltd. .................. sbsne) ob. ationyovean’. 29, 23(1) 
Casino Silver Mines iLitd lakh. 2. occ. eve ces nens sD gaholoenall osternns 55(1) 
Cassiar Asbestos Corporation Limited ..........6. Seeeeene 18.63(1) 
Cassiar Consolidated: Mines Ltd/ 19} bstimit .cD. aisisM eblonyedl .weibedel 10(2) 
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assidy7siLtdstewsit Lt i. W110i: cee oni es nals 4.35(1) 
Cassidyhtéendeweies Lal. GR Nee eee oi bean obaaNaaw 4.35(1) 
Cassidy’ s Ltd. (6-1/4% Cu. Cv. A. Ist. Pr.) ..........(.0. 22). Did. 2d ote 8.75(1) 
Cassidy Ltée (6-1/4% Cum. Conv. A. liére Priv.) 6... 6.6. e ee es 8.75(1) 
Castlebar Silver & Cobalt Mines Ltd. 2.0.0) oes wei. eel 06(3) 
Castle: OilAnd Gas: Limited ....... bid .qveD eatileme 2. cninilA dolwes 1.40(2) 
CDP Computer Data Processors. Ltd....................-.- fd aareimtnel mo 1.30(2) 
CDRH dimitedys Mier. Lb... .ecece ce cece coues ss DOOR 2orriMi ened 5.88(1) 
Gedar: Vale: Mines Ltdi 6 Scayey. Pk k neues DRE arroiieolaxdh syodaut 35(1) 
CélticiMinerals) Ltd! aes. hich. .......... 530 shenas) io.eD ovitomolwa. bbut 79(1) 
Centex: Mines:Ltds).(0 3.43... LW) Do) shee? Wo..0D ovitomoiwa. bbs 12(1) 
Central, Dynamics: Limited\,.\......... botiani.t acitmoqo). 10) 2h-ankd olarte 90(2) 
Central; Fund: of@anada:Ltd., (Cl..A.) ................ bid. zon oxs.tola 6:25(2) 
Central Ontario Savings & Loan Corp. ... 22) one ee. 8.00(2) 
Cenfrall Patricia'Gold Mines Ltd. .... (1% A) .bi.1 gait ainteneM ane 1.70(1) 
Central Trust Company of Canada, The . 2... eis See. 13.75(3) 
Centura Mining) Lidingasy Limite .......bLt -eoanqeiad ch 2endM mtg nisin’ 36(3) 
Gessland| Corp. (Eidstac). eis. ey os lent oe DOD shot peut 28(3) 
CFTO-TY Limited! :yties: }. jo cnibiT. [ssigwilsioM &- notzenwT. Ui sm? (4) 
GGGEMines ti tdi. JP. «oo se cece cs cea co nsesaeee sDRT..002 Moo - Vid Gress (4) 
Chance Mining & Exploration Co. Ltd. . 2. pee ee (4) 
Chapparal Mineswlziniited.. .. ...... 0. veces DSL -25ni xsaTus 16(2) 
(Charter Industries iLtd! 2 .......0.0....0... botisnit aeoils Neurol. fore 1.30(2) 
Charter! Oil} Company: Lid. .. ........ ...DRE 2onteybal aeiniM ovnusocdd ts 6.00(1) 
Chataway Exploration!€o. Ltd. ....0.)... 0.0 eee DID eho. DBS 17(2) 
) iChateau-Gai, Wines: Lidieus (00% Lae. ne. boli oni. veaqod. 16.88(1) 
GChemalloyyMineral Btd. 23.205. .0.. ge pene eye geet ce cee soe ae OM BTOGIOD JO 2.06(1) 
Chemcelll Mitd.« ne ee Ae oss eee DRL oD idemqoleveG .osik 4.35(1) 
Chemeelliitée .. card eet LE ES LS ae eosnqoboveG asl 4.35(1) 
Chemcell Ltd! 1.00: Cu., Pr.) ......6...0...0.0...050- bRDenonmolyed on 12.50(2) 
Chemcell! Ltée1($1.00 Cum, Priv.) ...... 00.0.4... ae eaianbat 12.50(2) 
Chemcell: Limited (G1 75 Cus PO) Pr)... A.. 2M.)....-.- bil Lesomseeasiap 19.75(1) 
ChemcelluLtée (G$1975"Cum, Pt. Pr.) ....;..... .bt esieied. cigiaveM 110 19.75(1) 
Chésbar IronsPowdentLimited ..... 8c. ccs cecees vome pouces ss RE ASOT wins 2.00(2) 
Chesbar Iron:Powder Limited (Wt.)_..,...,. (1%. 28) Jit sowod. simula’ 40(2) 
W@hesterville Mines Limited t2:..,....... (99.,u0- 00.22) bit tewod. yaeekst 10(1) 
WChibex: Mining (Corp,\).........-.... L9N-7D..00. O22) bil dowod weg he 38(1) 
Chib-Kayrand. Copper Mines. Ltd...................+ 4... 1 oni ieyhie osde! 05(1) 
Chibougamau Mining & Smelting Co. Inc. . oe ee 29(2) 
@hiboug CopperiCorp, Ttd irc syemail. Toth OREN) e co ae ae ve sone eed EM lee 18(2) 
Chieftain Development Company Ltd... ... 6... ei 8.10(1) 
Chimo:GoldsMinesi Ltd. ................5.0.ec0 ue 50.0 dhe sani. ved aol zens 1.20(1) 
Chinook Shopping Centre Limited ............ 4% firiid. cori & 3.00(3) 
Chipman, Mining .& Energy Corp.. Ltd...,..............di].a5iseal sletl dsvis. 40(2) 
Choiceland fron’ Mines Ltd. .......-......\2.c.sdeueuen es MD GHOSE: 2a) aes 25(3) 
iChromex! Nickel) Mines: Lid... ..... 0... cove yege ys ucuscsusvessucs- se Did ROME. ties 18(2) 
Chromium Mining & Smelting Corporation Limited .......-...% 1.75(2) 
Chrysler Corporation, ...ccevenenisese senses ye nes-none 5: HOMME Con DA-Og bi 29.75(1) 
@hukuni Gold Mines Ltd.is...................... Bh). anoD).gainiM opbindmat 04(3) 
(OLSLONY Bic oe 1 i EEC CRE uh as 5.50(1) 
GCHUMiLimited (CIAB) ake LAA oc... cone scuise nessa DORE enous 8.50(1) 
Churchill, Copper Corporation Ltd. (02.90) (.. Re. .... bi. eseil, xsbrigis: 75(1) 
WiGadaMIneS LTO, = epee encowe wens ce dene ce esneeeneweneys acne dh BOGE Re TRIeE 03(3) 
Cimcoimited (Cl, A.) ........-.-...0.0..40. hd acm aamepuodidd. fed 12.06(3) 
Cincinnati-Porcupine Mines Ltd, ............:...4t5 2eciM. suet Soft Moderns! 02(3) 
CinolaiMinest Ltdh ss. BPA. vee cccs venene ares news sees DRE MQUBIOTIOD USS 08(2) 
Gifagel INGINES VEG... voce poe es uswons aod melas we nee ofae dour ges ead SRI ee 04(3) 
Citéx: Mines. Ltd..< oie cecece ce aenese cove ss a ntth ol argu? nolan f-sbaast 05(1) 
Cities. Services\Company 2y. 16..0.00......<...... Did cms. insane) abpae a? (4) 
@ity Associated Enterprises Ltd: (Cl..B.) ......s5i1-cowAst shanc® sisn 70(2) 
Clairtone, Sound Corporation Limited) 2\).0) ins sginde.l income) .sbaiten: (4) 
Clarepine Development LitdiySe.nie) S\1-4) sai). cguhis tl absanD. sien" 20(3) 
Clark Canadian: Exploration (Co. 2.00% 2............. 4.4.4.5. .01) egeeon-aoe 3.75(1) 
i€lavos' Porcupine Mines Ltd. 2.:..0................ D120. lames) eben: 02(3) 
Claw Lake Molybdenum Mines Ltd...... 2.2.45. D. yronitosM shat 03(3) 
@ldarwater: Mines Ltd). % .3.s0c..0 20. 3 Ak. Sstinni. .0, eaitisi .abres 15(1) 
Glero. Minesslitd.. oe ...........{.99..4). botnet bod antish-abaee 06(2) 
Cleveland Mining & Smelting:Co: .).. ..:bé)init Dust mewdnovl abe. 0S(2) 
Clicker Rediake Mines Ltd: «. 2. 4...) 4.0. Py............i.L essed phe (4) 
linger Gold Mines Lid... ...... 11. neiinaoD s2egnoM. inasunsd. sheita: 02(3) 
@bast.Copper Company. Limited) 1. (4% s2MA2). bestia vemos abe 3.00(2) 
Coast Interior Ventures. ....0..01.0.0.. 10. Br ouslouel. mediued bane 75(1) 
Coast. Silver: Mines Ltd. .................4/2%) Br musloved. meive2 shares 14(1) 
@ochenour. Willans Gold Mines Ltd. .: ....... oy.bot esit ardemgoi2-ehéast 21(1) 
Cochrane-Dunlop, Hardware Ltd. «51... 2 22F),.bs4 eanth qideonesi2 si 35.00(3) 
Cochrane-Dunlop Hardware Ltd. (Cl. A.) 2. cnc. ee oie we 30.50(3) 
Cockfield Brown & Company Limited.) ..sctime.d.cushns) mois be 6.00(1) 
Cockfield Brown & Compagnie Limitéé 2ysinqao.). sunbed ioiee W ebe 6.00(1) 
Cadville*Distributors Ltd:, (Cl.wA®)s........,.0.. A.) ee eoiaiMoxsbe 3.75(1) 
Coin Canyon’Mines Ltd. . . . elimi atasrisoval yoaqurt betlA asibars,): (4) 
Coin Canyon Mines Ltd. (A. Wt.) ..... bit amoitewmiqad leioii-tiA isiheae (4) 
Coin Lake: Gold: Mines Ltd, 15 6.3.. BN esc ce se cses orn ee OL SAY ete 09(2) 
Coleman ‘Collieries: Ltd.. (Cl. A.) ............. bsnl. zon werd sabe 7.00(2) 


Schedule VII — Publicly-Traded Shares or Securities 


€oleman Collieries:Ltd..(Cl. B.). 2.2... en ~ . Oh apHIM bled sai 6.95(1) 
Coleman.Collieries[std..(6% .1st. Cv. Pr.) ....~ » -Dhd eam aligdzaiaet 73(2) 
Coleman ,Collieries:Ltd..(B. Wt.) ...... +... Mkt zani wold, 2'li 2.51(2) 
Colleen. Copper.Mines, Ltd.; oa, a. day... ~ ss « «Vi 2a, noptozige 12(1) 
College:Plumbing:Supplies Ltd... . 0.0.6. nan wen OE BOMIM 3015 4.00(2) 
Collingwood. Terminals Ltd... ci. Sen os ese ss ew DL BoM evooitt (4) 
Collingwood. Terminals Ltd. (Pr.)).;.,. ys... .... . Cit tenolsmand nogith (4) 
Colonial Oil-and,Gas Lid. ........ DiJ. aaesgeed-catmomo). esalliers 65(2) 
Columbia, Cellulose Company Limited............ .023 wut. ion 2.90(1) 
Columbia Cellulose Company Limited ($1.20 Cu..Cv. Pr.) 2... .  28163(1) 
Golumbia\Gas. System: Inc. ~~... .., «Dh, .gieD 2niniM soitow-aixitt (4) 
Golumbia, MetalsiGorporation Lid. ... 63.6 1s «6 DIT bathieravil Fe 36(1) 
Golumbia,Placers: Ltd.4)..4 et. a fens). «PRL esoivied boot .2hud, n°. 208 08(3) 
Columbia River,Mines Limited ............~ 41, 290M, nobisy, vilof 28(1) 
Gslumbiere.Mines Lid... 4.2.04. 0.254546 DL 2ohieubal nemog, (4) 
Comaplex Resources International Ltd. 9... be 1.80(1) 
Comaplex Resources International. Ltd. (A. Wt.) 2... 2 J be es 64(1) 
Combined Engineered Products Limited .........00. 00 000004 2.60(2) 
Combined Engineered Products Limited ($1.10 Cu. Cv. Pry. es. 11.88(1) 
Combined, Insurance;,Co. of. America. ..... 2.2.5. «hd 200g, 40.00(3) 
Combined: Larder: Mines: Ltd... 2... 66 550% 5% ~s Oh mualorisd amos 01(3) 
Combined, Metal. Mines Ltd..o'4..onmiogwo inomlsaval piasdA..% molninngh2(1) 
Comet Industries Ltd.0¢). .biLooumegie.d insane plgndA %» noiaimas 70(3) 
LeésulndustriesiGométe, Ltée: .. 2.6.5 0055+5 Oh! 8D.99bne nominiol 70(3) 
Cominco Ld pyc bein sw we ee ee od BRIN BH aut foe 22.88(1) 
OMINCOR MAGE wR BGS wk KON 6 SK 44 « a ee OIRO 22.88(1) 
Cominga Compagnie. Miniére de l’Ungava .... 64. 6. ee 03(2) 
@ommerceiNickelaMines Ltd... 2.6. 6 ene wins otthk SOB OLAS 08(3) 
Commercial Finance Corporation Limited. . 2... 2 2 2. (4) 
Commercial Holdings & Metals Corp......... 24 selgsd nomi 2.00(1) 
Commercial Life: Assurance Co..of Canada... . bavi... 2emead ponies. (4) 
Commercial: Oil. & Gas, Limiteds4:29. 45.4 2) baimi.t sancas) neigimes 09(2) 
Commodore Business Machines (Canada) Limited. . 2. 0.000. 0) 8.13C1) 
Commodore Business Machines (Canada) Limited (A. Wt.) 2.02. 20 0. 4.25(3) 
Commonwealth Holiday Inns of Canada Ltd. 2... 2 ek 12.25(1) 
Compton-Exploration Ltds>. 254..8-2 2) Hatiesd, waEgeiO) asin? molt, (4) 
Computel SystemsiLid. pon... 36s eee oe Dh io solidul mony 3.00(1) 
Computrex.Centres,Lid.p 5... . 6 ss. sir ee ss Ol, eaiatiogsat noiuprof 38(1) 
Comstock, Keno, Mines, Ltd... 2 6. wk Oot OOMOIOZA BU) MOM 07(3) 
Comtech Group International Limited .. 2. 0. soo 1.90(2) 
Comtech Group International Limited (5% Cu. Pr.) 2. 02. 22.2 0. manos. (4) 
Concorde, Explorations Ltd.. . ~~. 2... 42 «(JW DSi om nome, (4) 
Concourse Building Lid. . . 2... 2.2... 55% wD MgongRM aoigimod, (4) 
GCondor,Mines. Limited... .0) sanewenl igmaa sbsasl.te nqiaimes 11(1) 
Conduits National. Co. \Ltd..:..< ./4 6... aia Al Wetoad-mouNy 3.00(3) 
Congress Mining Corporation Limited)... 22.0 0b bbs 48(3) 
Coniagas-Mines..Ltd.innh. 6 «hud wn se ee ees So OL QOS NOMUMOF 28(2) 
Cohigo. Mines: Lidivowus dheywontsinin ests << se 5) DOU Oxo) agicimos 13(3) 
@onoco,;Silver.Mines Ltd... .......5.546- SOM ole] point 25(2) 
ConQuest,Exploration: Lids. «04... (a5) ah) ote! Or 1, renaummod 40(2) 
Consolidated Ad Astra Minerals Ltd. . vi) Oe oe, 11(2) 
@énsolidated Bathurst Limited... ¢ 6.6 25% wwe «5 COOOL IB 7:88(1) 
ConsolidatedsBathurst,.Limitée... . 2. .. 2 see sare 4 sn eo UAE, BBE 7.88(1) 
Consolidated Bathurst Limited (6% Cu. Pr.) 21 2. J oe 11.75(1) 
Consolidated Bathurst Limitée (6% Cum. Priv.) 2.0.0. 0 11.75(1) 
Consolidated Bathurst. Limited (Wt.) m5 ..~..... + Jh4 2oRiM shisaat 55(2) 
Consolidated Bathurst Limitée (Wt)... ee ees 55(2) 
Consolidated Bathurst Ltd:.(1968 Wt.)........~ . POU 290M. An 3:00(1) 
Consolidated Bathurst Limitée (1968 Wt.) ... 220. es 9°3100(1) 
Consolidated Bellekemo. Mines Ltd. « .:.. S210.) Steno” SuEBkqImo. 01(2) 
Consolidated. Brewis Minerals Ltd) .¢.2 2). 6) Doin vasa). auienas 08(3) 
Consolidated Buffalo Red Lake Mines Ltd)... 2). eb 07(2) 
Consolidated. Building Corp. Ltd... .... 2... 5 -DiL eGIM Das 1:50(1) 
Consolidated Building Corp. Ltd. (6% Cu. A. Pr.)..... 2% Lascy) Ano, (4) 
Consolidated. Callinan Flin-Flon Mines Limited . 2.00.00. 200. oud 07(1) 
Consolidated. Canadian. Faraday. Ltd. ... . . . 2). 2mti.sasd oan aenof 80(2) 
Consolidated Canorama Exploration Ltd. ......... 0000 00. BIAS 15(2) 
Consolidated Daering Mining Inc. ...... 2.0. 08 2 00% fisabat 2ahgues 09(1) 
Consolidated Developments. Ltd... . ~~~ s+ «+.» = + ti 2R0KM ORL Qos 70(1) 
Consolidated Diversified Standard Securities Ltd. (Cl. A.) . ov 2 eo. 2.50(2) 
Consolidated Diversified Standard Securities Ltd.’ ($2.50 1st Pr.) ...  25.00(3) 
{Consolidated..Dolsam Mines Ltd. ... 5.6 5 05 sue ws ew os SOME WS 12(2) 
Consolidated Durham Mines & Resources Ltd.’ 2. po et 73(1) 
Consolidated East Crest Oil Company Limited... . 2.0.2 sn 1.52(2) 
Consolidated Fenimore Iron Mines Ltd. ...... 2. 2 Yolo ees 02(3) 
onsolidated.Gem, Exploration. Ltd.. . . .. 2. 55.045 1 GHG, Biot 05(2) 
Consolidated Harpers Malartic Gold Mines Ltd)... 2 25.0. 2.028 05(3) 
‘Consolidated. Imperial, Minerals Ltd. .. ..... . dyolvai.t age). niagara 07(2) 
Eonsolidated Manitoba Mines Ltd. . . . . . . .S2kUiiJ, SR RABIULE AbtiM, 2o.4: (4) 
Consolidated: Marbenor Mines Ltd... ...... AQHeIRERO.A eo! Ines 1.55(1) 
Consolidated. Marcus. Gold Mines Ltd... . . .50- 29000. Sr SUNEE .OS WER 05(3) 
€onsolidated.Mogador, Mines Lid. ......655.0+5 oA 2M ool 03(2) 
Consolidated. Monpas Mines Ltd. ............ + hl 238i, SONU. (4) 


Sch. VII 

Consolidated. Montclerg;Mines. Ltd.. o..........%2., Dt) SINS, gig 03(2) 
Consolidated Morrison Explorations Ltd. ........0..000 0008. ergo. 58(1) 
Gonsolidated, Negus Mines Lid... ........000.4. 45 helio gig, 07(1) 
Consolidated Nicholson Mines Ltd. .. 2... 0k. So ee, 05(1) 
Consolidated Northern Exploration Ltd. .. 2... 0. DD re ee, 29(2) 
Gonsolidated: Novell.Mines ,Ltd........s1). Hatin] eigubod.& alist ayites! 02(3) 
Consolidated: Oil. & Gas.Inc.......... .taibana-qonehl aghaod jibe). (4) 
Consolidated Panther, Mines Ltd...... 2.4... +. Opie. goin psx 30(3) 
Gonsolidated. Rershcourt. Mining Ltd... .. ~ . «<< «+6 BHM gist aon, (4) 
}Gonsolidated..Professor Mines Ltd. ... ...<<0.0%%« ~~ «bd eupoa leew, (4) 
Consolidated Proprietary Mines Holdings Ltdi) soe. Soe op. 06(1) 
Consolidated, Prudential.Mines.Ltd. 4 <.c.05. 0... ht zany) onghies: 10(3) 
Consolidated Rambler Mines Ltd. ...........8. 850 6 .00bY,. 1.55(1) 
Consolidated Rexspar Minerals & Chemicals Ltd... 2.00. 20 000 0y. 16(1) 
Consolidated, Ribago: Mines, Ltd.. .. 0.0.5.4. Sims auem, 201M 29, 02(3) 
Gonsolidated|Shunsby Mines. Ltd... .....0..... Pi 200iM Lawen, 10(1) 
@onsolidated, Standard-Mines. Ltd... . . 6 65 wn we HOW, DID 02 aon, 05(2) 
Consolidated; Textile.Mills Ltd. .. 1... 0.2% %% 5 <5 PEI. 201M, Aaachy 4.75(1) 
@onsolidated Theatres.Ltd. (Cl. A.). ...... ot 3 1694 &. do owed, (4) 
Gonsolidated Vigor:Mines. Ltd; . ~~... . . .Vatsqmed qongryan) aud wos, 03(3) 
Consolidated, Virginia Mining Corp: . « < « « 44 «= Ww NORMAN.) Jat, awoT., (4) 
Consolidated West Petroleum Limited . . . 2.0. 20 oe eas 1.28(3) 
Consumers Distributing Company Limited 2.2). 6200. 000000.. 23.88(1) 
Consumers; Gas ,Company >) wi: c0 yecrerseyn. Wl ee vf AOE, mye BONUAHDL Wee 19.50(1) 
Consumers. Gas Company (5-1/2% Cu. A. Pr)... 2.2 2 83.25(2) 
Consumers Gas Company (5-1/2% Cu. B. Pr.) . 25. 2 84.00(1) 
Consumers: Glass..Co.. stdin bp sted ss ss + iL Gia. musloust sh 10.50(2) 
Wontact Ventures Lid... 6.6 cn en can cnans « Ohl denolnMaigt pent, 55(1) 
Gontinental.Can Company Inc.. .... .. .... 64% « Dbl nopsiolaxd | 32.00(3) 
Continental: Cinch, Mines;Ltd. . .... . sa 60 000 50 3 0 webh4. BOR, Som, 09(2) 
Gontinental,Copper. Mines Ltd. ....... ~~ atin.) aaiiaqort, czauposny, 08(3) 
Continental. McKinney. Mines Ltd. .. . . 23g canieime aeicuenuml ao, 08(1) 
Continental, Potash Corporation Lid. ...........% 0 axtind imopan, 04(1) 
Continental Research & Development Ltd. 2.00.0. Sib. 2. 7.00(1) 
Controlled Foods International ,Ltd..... 0... 2.1.6. 0. Hkh PR 49; 1.90(2) 
Gonuco: Limited... 5. .cw0h6 we Reernyerntinns, « WA AD) ORD MOU EIONIOLS. epAey. 35(2) 
Gonwest, Exploration. Co,.Lid.sis nso eet eiemt Pausini... 2Hn 7.75(1) 
@ooperof Canada Lid. ... 2... .. + DSINELT Sbeas) to 22m Ted, 14.50(1) 
Gopeonda,Mines, Ltd... cy.) . .f 3%) Dating shasgy 79 egigie oad, yueC., (4) 
Gopeland,Rrocess:Lid.. .... 1.82. sane sen A CQRIDIQH ganas 4:00(1) 
Gop-Mac-Mines..Litd.insnpeaes 4 ar ET. AMD NO) DRT eQaDAk, 22p2i-ois! 23(1) 
opp-Clark Publishing Co..Ltd.(Pr:).c. .. (49 262 WS). Qelualt 2D zat, (4) 
Copper .Corp.. of Americans... 05s) 0 wee ess SULIT 2M Mole! 08(3) 
Goppercorpilimited «0. .:. <5. 6.5, 6 6% wih, ns & Ri hN ane ee AOI 15(2) 
Copperfields, Mining -Corp. Ltd. .......0% 0+ + Ohi 3,NQ Mao 1:25(1) 
Copper Giant Mining Corporation Ltd. .........0. 020000. 2 10(1) 
Copper.Hom. Mining: Ltd. poe... ee ew ee i we SO SpEO4(3) 
Copper Lake; Explorations, Lid...s ~~... 5... .% Wht 227M fogelA § 31(1) 
Copperline Mines Limited ....... Annee een «5 hd ZOOM, AwRAAISS 19(1) 
Copper-Lode)Mines Lids, sjsou % sycisesis ons sa 5 6 + OPM Rami ist 09(1) 
‘Copper-Man-Mines. Ltd... «10. 200.0005 % DAS IQ qde dozess 04(1) 
@opper-Pass.Mines:Lid.. «2... . 4. eee ee ee + od MNS SRiletats, (4) 
@oppen_Queen.Explorations.Limited ... 2.2... 6 ee ee en ws FUE 09(2) 
GoppersRidge -Mines.Ltd.. 2.4 ~ ck ws 3 se wes 0 sik. 5 Tee Norte ORI 22(1) 
Copperstream-Frontenac. Mines Ltd. ........ . Db’ Go! esl cingied, (4) 
Copperville Mining. Corp.. Ltd.. .... 2... 2.050055 hae meu Drv.at 09(2) 
Corby: Distilleries.Limited (CL.A.) .. ~~ 24). gachaeY oh yatoonigts, 23.00(1) 
Les Distilleries Corby Limitée (Cat. A.).. 2. 2.0. 2 oe 23.00(1) 
Corby Distilleries. Limited (Cl..B.) ........ 2.0. } ginecngoleveC ar 23.50(2) 
Les, Distilleries Corby Limitée:(Cat. BHU) 16 GIG 2518S MR SIN 23.50(2) 
(orgemines, Limited. .... (a9. BO. S\t-O) Oooiot (RogRBs) Dina 20(2) 
orgemines Limitée.g . 5 ee ee te ees oe, HOM RODIMORI SIAM 20(2) 
Cornat<Industries Limited... 6.05.0. .00655%5 R29 mon 1.65(1) 
Coronation; AlliedsIndustries Ltd. ..... 6.4.5.5 4 5 00 A901, Wop 57(1) 
Coronation. Credit,Corp.. Ltd... baiznit zen Igoe, alabpaie.? Nott 120(1) 
Coronation Credit Corp. Ltd. (6% Cu. Cv. A. Pro... oe ee oe. 1:75(1) 
@oronation. Credit, Corp..Ltd..(2 Wt.). ... ~~~ =. daht 2am ALOR, IaatA, (4) 
Coronet..Mines)- Limited nu yoo ow 6 8 vw tk wwe, BEM), UM On 25(2) 
Corporate Foods Lid, stave tfepousyss dye + ys t+ st sie SODA ROLE) OQIB 8.00(2) 
Corporate, Foods, Ltd. ($2.75 A. Cu. Pr.) . 2... +0555 5» QTE 28.00(2) 
orporate.Properties..Lid.« ay. ~..< 0. v5 sw news <b tin ORS BION & 3.31(1) 
Corporation d’Expansion Financiére ... 2)... ee 1.25(2) 
Goseka.Resources, Limited... 24 ere yp n e ne wk oe 444). DIL 2IOR £ 1:01(1) 
G€osmic.Nickel; Mines Limited... . 0. 6. wens 5 os 2G. BIN, Big 09(2) 
€osmos, Imperial Mills Limited . . ~~... Dit RONEN MUSIONIS Gila 85(1) 
Eestain-Richard: Ganada-Ltd.. . 4... 4. 5.0805 5 5 en SRO MB 7:50(1) 
Coulee, Lead; & Zinc.Mines. Ltd.. . . (SiintOnds DSYSII0G LOMVMIRILA OU 13(1) 
€ourier.Explorations-Lid.. «1... 0.5.4 6065 855 me ad COI Vere 28(2) 
Coairvan, Mining..Co, ‘Eid: wes se ee ee 8 4 6 be URE COTM SIORIIIM 07(2) 
Gover: UraniumyMines sl tdi nysen 3 ie +o <5 wesw os wrth PE YE. (4) 
Cowl Limitedian Kaisa wn so 6 ss so tiled BQN, DIOR). AMBL A75 BH 3.50(1) 
Grackingstone:Mines. Litd..yes wy ~~ +++ +s + ss DE BUM ABAT. Boze! 04(3) 
Graibbe.Fletcher,Gold .Mines. Ltd. min si. te + DLE. 2ORIM, QDS 01(2) 
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Sch. VII 
Craig Bit;Co. Ltd., The. 2... 20... Bi aM gisloioGh! Satatikr 4.75(2) 
Craigmont Mines Ltd... ...... «bid encilawaed sem miGh) Oaialeles 7.00(1) 
Grain*Limited; REL. o3). ow ae ees cvs ee SD sone sage Saiebib 11.13Q) 
Crawford Allied Industries Ltd... ... . U).f-euthf. bowled Seible is 1.85(1) 
Cream Silver Mines Limited. . 2. . 24 eielissoliena cactnek bolshi waar 24(2) 
Creative Patents & Products Limited. ... 2... 0.0.0... 000 2085 2.25(1) 
Credit Foncier Franco-Canadien........ + wel anid A bi dutahiy 57.00(2) 
Credo Mining. Limited 2. 3... ...... 531 zaniM aodined Seiten 05(2) 
Cree Lake Mining 2.2.4)... ....4 Hib gard monet Doiahilean 40(2) 
Crest Ventures Ltdi' ys . oS iss...» bat sent aomeniont beabibwm 18(3) 
Crestbrook Forest Industries Ltd.) ) sc.olabi ct wanion eed Salvi eee 3.90(1) 
Crestland Mines Lids’). ....04 4. »bid-eoniM. anebanS Ssisbitous. 07(2) 
€xestwood Kitchens Ltd: .. 62> SO. 36). bi.) casi. kina Satibitos 1.75(2) 
Cresus Mining Limited . . 2). sipoindul.d.8 clanon i. Satie neal Sale oa 07(2) 
Les Mines Cresus Limitée ¢ 2.0... . oh asniPl-cpsiS Doiabiloso: 07(2) 
Creswell’ Mines*Ltd); 24.0 04.0... «bt).2oni. edanuae tabi sho. (4) 
@ross'Co! Ltd WiB. Uo peeves es oid som inebase, boisbiblo 3.00(2) 
Crowbank Mines*Lidvo ao Ws 22... «= « 2 bat ae MM. 2disxek Hatabi bene. 12(2) 
Crown Cork’ & ‘Séal'Co. Lids, | 2290. . GRO. bel eed? beishil 150.00(2) 
Crown Life Insurance Company.........0.65..6- SY Saanbik 30.25(1) 
Crown Trust. Company... 4-252... «960 aioli! nigigeV Daisbil 15.50(1) 
Crownbridge Copper Mines Ltd... . sisi Se loi ee Det oe 03(2) 
Crown Zellerbach Canada Ltd. (Cli At):i.!.vecnausa ) std iata nl sone 16.63(1) 
Crows’ Nest Industries Eider 5 2-n oe ee oo ROOD. cae) -a73He 26.00(1) 
Croydon Mines Ltdi. |). (98. AnD BOM-2) -megnoD. 226) ase 7.14(1) 
Croydon Rouyn Mines Ltd. . 08). Hd BG) te re 03(3) 
Crusade Petroleum Corp. Ltd... .-..5-6+.2. 61 000) caplo oxamiann 65(1) 
Crush Intemational htdss.(A¢.. gos eee eeu «oe o> DRL eau is 19.00(1) 
Cultus Exploration Ltd) 2p)ou Gi oS. . > = cont aengqereO nD lemons. 20(1) 
@umex Mines tdi sence MS eo ot chs anit’ shoe intnoniinc 45(1) 
Cummings Properties Limited ..... 2... ibd ed nate J oe, (4) 
Les Immeubles Cummings Limitée. . . 2... ee ee ee (4) 
Gumont Mines ‘Ltd. . 4.660.245 dh} meiterepm). dasiod dns 32(2) 
Cunningham Drug Stores Limited 2... 2 eee ee ee (4) 
@uvier Mines Ltd.'s. ao ee ee eee we DAE isnoliemaial echoes bslenonk 10(1) 
Cygnus Corporation Ltd. (Cl. A.) . 2. 66 eee ee §.75(1) 
Cygnus Corporation Ltd. (Cl. B.) 2... 6 ee ee ee 625(1) 
Dairy Barn Stores of Canada Limited ......- 6-2-4 s eee eee ee 2.07(1) 
Dairy Barn Stores of Canada Limited (WL.).. 2... 6 2. ee ee 38(1) 
Dale=Rass' Holdings Ltd). (95.0 aoe oe eo > od arses ees 7.50(2) 
Dale-Ross Holdings Ltd. (6% Cu..A. Pr.) .........%) i oem on 7.50(2) 
DalexCo;' Limited (7%' Cu. Pr.) . .. «(79 }) bh b oD onidsiaie® Yess 80.00(2) 
Dalex'Mines Limited! icf ile AJ. . ewe e so ROheA S60. ae. tagea! 06(3) 
Dalfen'sishitdiyics: ed Be S Se ies ob ho a oe 12.50(3) 
Dalhousie Oil.Co! Ltd) 22.08. Uo... +. DL qo. oni whist 18(3) 
Daniel. Diversified Ltd. .....5.. > 81] -notimiecie? saint tas. mak 30(2) 
Dankoée:Mines®ird 255.6000 ce be5ees sb geen moh. qed 60(2) 
D’/Aragon) Mines Ltd"... 22 ao oe > sbid eraiiswiiyad ode tq 17(2) 
Darkhawk Mines Ltdesse8. Wa ose aeese ss Dolinid 2am satimage 40(2) 
Darsi Mines: Limited >. .O.o. Ds... os» bb eet she l-weqd 09(1) 
Dasson’Copper'Corp. Ltd. 2.25 a eee o> cit cen eggs 19(1) 
Dafaline’System"Ltdis. we cee ace se sees» oth Conti canta 1.83(1) 
Datateck oye Ps oe eos © belied aacitatolena aut? 10 1.00(1) 
Dataprosiidimee. LYS LE. os oe sw ol ee 2 lb dome eabet aq 2.25(1) 
Dauphin Iron Mines Ltd............ .bi4 2enM onssiner isco go. 07(1) 
David! Minéralsi\Btdsio LG. og ew oe oo «el qed amas slinreseqo: 27(1) 
Davis Distributing & Vending Ltd... . . 0.4.20) Gatigil.coasie Go 1.30(2) 
Davis-Keays Mining Co, Ltd. 2.20.4 06). sdsten. waiG > someiinesG we 70(1) 
Dawson Developments Ltd. ........ (8.10) Dalim. ejisllsigi ove 6.00(1) 
Debenture & Securities Corp. of Canada (5 Cu. Pr.) 2s. ees (4) 
Debhold (Canada) Limited (6-1/4% Cu. B. Pr.) 2.6... ee ee ee 78.00(2) 
Decca ‘Resources Limited). ope ese osoes es» Sethi conn 2.20(1) 
Deéeerhom. MinessLidioviee . wee eo oe hos & hati) aeolian! taate 03(1) 
Dejour ‘Mines \Ltds orcs. UU. ss + Db asienbal Dols ation 17(1) 
Delahey Consolidated Nickel Mines Limited ....... > dihsiD-novtencie 05(3) 
D’*Eldona''Gold’ Mines. Etd.(.0d A 2 46). @8)...1. 0S shen. aotenose 45(1) 
Delhi Pacific Mines Ltd, ..2.2.0. 43W.&)..bLE..G@eO diberD meinen. 07(2) 
Delkirk\Mining Lideyus 4. ose ee oe es oe o SOL omM Jere 07(2) 
Delmico Minesilitds Lam: DR oo eo wus eves ee > id ober aero 03(3) 
Déelta-Benco vO LAS. wa eo ew » (ced A AR) .B aboot akot 1.65(2) 
Delta Hotels: Lidice. .c cea cs oo ese oe oso DAD Comegerd cree 2.30(2) 
Delta Hotels Ltd.\(6% ClA..Pr.). >>>. axsivakell sicianagS bb meres 1.35(2) 
Delta Hotels Lid (RO). Vie ooo ab os oss» bolls esomtoges. gases. (4) 
Delta Minerals:Corp. 55 652652525.» boston soni lode oipre). (4) 
Delta Petroleum Corporation Ltd... .... . belisnid ally. lsbioqinl 2am. 73(1) 
Déltan ‘Corp! Lids. v5 eo ee ees e ole oes « bMehane) baedtoist ne 6.38(1) 
Deltec Panamerica (Sociedad Anonima) ... 2... 0. 622 eee ee ee 1.00(2) 
Demsey, Mines’ Lidiied Ao ee ana es DLE aooimolqxG wore. 172) 
Denison! Mines btaes.6-44 Av soe > devo es HED genie 24.50(1) 
Derby, Mines *Btdi') Suen AG. oe oe o> 2 es «DORM. eine Toei. (4) 
Dérlak Red Lake:Gold. Mines Lid. ....5 5.2525... ... . borer D ta 01(3) 
Deseret, Peak Mines Ltda, ww. 2 a ee o>» oil 290i cotenee 18(3) 
Desjardins: MinessLidisc8.\.¢00..... .bh) soni. bleD extol cddiew 55(3) 
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Despina Gold Mines Ltd... ...... ~~» { 19). 0).1.2aresdllo). nusnobe). (4) 
Destorbelle Mines Ltd. . ......(00.42 Jal. 0)..011 corso. nee 01(3) 
Dévil’s Elbow Mines Ltd. ..... 03. 5.» 4.20 .&)... lL 2artioly neanaio: 06(2) 
Dickenson Mines!Ltd. jig). . 22... Ave. Bh 2onibt 1qeey? sci 85(1) 
Dictator Mines Ltd.os <6). Sues, bo...» hl eodaque aaidmult-sgollt 33(1) 
Discovery Mines Lids. 3... 2 eee eee eee Dd alnmime? boewnm Es 75(2) 
Dison International, Lids... Jos. oo o A Dik alamraseT Doowsni 1.34(1) 
Distillers Corporation-Seagrams Ltd... .. 2... 056 ee bee ees 31.25(1) 
DistrictvTrust:Co.Ls wo ow we ow ws » ROE eaegraeD seoludieD aids 15.00(3) 
Diversified Credit Corp. Ltdi 0.05... 0). eg vegan) nani lo) ao. (4) 
Dixie-Carolina Mining Corp. Ltd... . 2.2... - see ee eee. (4) 
D.L:P. Diversified Ltdy).....- 0.«0 Jat netimomod. cleish aude: (4) 
Dog ’n Suds Food Services Ltd. .. 2.6... 2-2 2 be ee eee 25(1) 
Dolly Varden Mines Ltd. ..00.052...... bolinit 2ciiM sromidl ouienase 35(2) 
Doman Industriesshidiiwss bi. wwe ey ow ow ene oe AD come sreedaN 9.75(1) 
Doman Industries Ltd. (6-1/2% Cu. Cv. A. Pr.) 22. ee ee ee 39.00(1) 
Poman Industries. Ltd. (Wt.) (52 .A)..00.) lsnotisnaainl eacinonsA xalq 22.00(2) 
Pomco Industries. Ltd. ....... . heinad saubow. bsisoninns banids 5.00(2) 
Les Industries Domco Limitée i .{ 23 Bosisnd ) euhowl. borsocmet banc 5.00(2) 
Dome? Minés) Ltd... .- 666 e-ooe otra Je 02. soamimantl bani 54.50(1) 
Dome. Petroleum Lidiv vireo. bo. . 26 o> wb zenIMaebiad bent 34.00(1) 
Dominion & Anglo Investment Corporation Ltd... 2.6... 0. eee eee (4) 
Dominion & Anglo Investment Corporation Ltd. (5% Cu. Pr.) ..... 74.25(3) 
Dominion BridgeiGo; Ltd... oo ee eo a > > OS -OSWOD-29raube 23.75(1) 
Dominion Citrus’ &/Drugs Lid... 2 we ee ee ee oo DhI.CORE 8.50(2) 
Dominion CoavGouletd..(Ps:)) soo eae a eo we Ble ee 23.38(2) 
Dominion Corset Co: Ltd... ... avepail’] ob oiiniM -singeqmod. sony 6.00(2) 
Dominion Dairies Ltd... 2.5 3.0 6 wo we oe ww @ AE aoc dsdlenlA-coras 34.00(2) 
Dominion Dairies, Ltd..(5%. Pr.) |. secisns 2 seam. coment? [aiosas 25.00(3) 
Dominion Explorers Ltd.'s... .. . . qnod.zieisM 2 agalbiol, larosars 1.40(1) 
Dominion Fabrics Limited “4... cheass lo..c) sonswaek. sitl Isimsnenicot (4) 
Dominion Fabrics Limited (Cl. A. Cu. Pt. Pr). 2... 2. eee eee 4.38(3) 
Dominion Foundries & Steel Ltd... . 2... ee ee 25.00(1) 
Dominion Foundries: & Steel Ltd. (4-3/4% Cu. A. Pr.) 2... 5.2.45. 74.00(1) 
Dominion Glass Company Limited. . 3. 0. 2 es 10.25(1) 
Dominion Glass Company Limited (7% Cu. Cv. Pr.) 2... ...---- 12.75(2) 
Dominion Jubilee'Corp..Ltd... ..-..---.-.>-. DS anos ising 70(1) 
Dominion*Weaseholds Lids... - 22 eee weve » ob) Bein) Kone 06(1) 
Dominion Life Assurance}Co.. 0... 5... - - «bid zeniM case aoe 95.00(3) 
Compagnie d’ Assurance sur la Vie Dite Dominion. ...... 2.2.02... 95.00(3) 
Dominion Lime! Limited> (99 45 S22) Dwtingi.i [enoiinnssial «prec. dost 7.88(1) 
Dominion ‘Lime;Limited. (Wt). .....---..- .bid scoitewiad shine 50(1) 
Dominion’MagnesiumiLid.o 20... 22 2 2 eo ee AD QebBel semen 6.00(2) 
Dominion of Canada General Insurance Co. .. 2. 2 oe ee (4) 
Dominion-Scottish Investments Ltd. ....... - sil.@) sein. ait 15.68(3) 
Dominion-Scottish Investments Ltd. (5% Cu. Pr.) 2.2... ee ee 30.75(2) 
Dominion Stores Ltd ye ee. Vee ee A e. .. ©. En aonrieag 15.00(1) 
DominioniTextilesLimited . . 2.0.2 pe eer eee wow o Dil ote 21.00(1) 
Dominion Textile Limitée .......-.2.0.25. -dd 2ondM aevi2 oo 21.00(1) 
Dominion Textile Limited (7% Cu. Pr.) ..... 0.8. 5888. eee 101.00(2) 
Dominion Textile Limitée (7% Cum. Priv.). 0.5.50... 025.055. 101.00(2) 
Domtar Limited jcees ss wk... es» -botimil towels Dsiabit 12.25(1) 
Domtaribimitée) oo wo we ee ew ee ee oe VOL tenes batabib 12.25(1) 
Doimtar Limited ($1.00 Cu. Pr.) 4.29 0). @0).btieiS teucliad boisbrt 13.38(2) 
Domtar Limitée ($1.00 Cum. Priv.) ............ 00.225 e- 13.38(2) 
Donalda ‘Mines Ltd. ......6..... 6). botiait wusttsd botsbilomed 08(1) 
Donlee Manufacturing Industries Limited ... 2.5... 00.2.0 ee 4.50(2) 
Donna Mines‘Limited. ........ .(.7044 86013 Jtt lewshed bajabilosnn 07(2) 
Donohue Company. Limited .. . ...)\W. 0.01). im uel! Delain 4.00(1) 
La Compagnie Donahue Limitée . .. . o/s). ea0i) oes tou! Satetihos 4.00(1) 
Donohue Company Limited (6-1/4% Cu. Pr.). 2... 2 15.75(1) 
La Compagnie Donahue Limitée (6-1/4% Cum. Priv.) .......55. 15.75(1) 
Donrand Mines ‘Lidsco.'.2..--.... Dit «od. soba Datsbrommas. (4) 
Don:X "Mines! Litd) ys. 2.09 A uO Ra SLL.qr0D. soiblivd bomnbilommes. (4) 
Doral Mining Exploration Ltd... 2.2... ee ee ee (4) 
Dorion Red! Lake, Mines Ltd. ..... . bi.) yebewsd asibsnad Dolahiloesa! 01(3) 
Dorita Silver/Mines Ltd. ..... . 6). soimoled. emescnaD Dotshiloenk 11(2) 
Douglas Leaseholds Limited... .. «1 2 oe fn ion) eels 2.25(1) 
Dove Lake!MinesInc.. &.......5..-... bid sbromyalavedl bolsbilosre- 40(3) 
Dover Industries Ltd?) 19) .bs.f eanitwoo? bac hans beflivvvwicl bsishib 15.00(1) 
Dover Industries Ltd(6%) Cuz Proiiiiise2 asbaeie behineviC) baishitos 8.00(1) 
DRG Limited/svuwst ow ae ee ee ee ee DOE conti snmelotl batahil 14.00(1) 
Drummond Die & Stamping Co. Ltd... 2... ob ee ee 16(1) 
Drummond Welding & Steel Works Ltd. (Cl. A.) 2... 2. eee 3.00(2) 
Dubuisson Goldfields Ltd. ...... .bit zenith acol stominel palshitoend 03(3) 
Ducros' Mines Ltd:. ..2. ...22..5.5 ..btJ notievale sh ord balebitaanc 16(2) 
Duke Mining Company Limited. 2.0.0. 0. 2s ee 20(2) 
Dumagami Mines Limited ........ Jt glioouil. lawaqenl Domina. 19(2) 
Les Mines Dumagami Limitée ..... . Oi.) soni edotingM Sotel toons. 19(2) 
Dumont Nickel Corporation ........ 54 saciid wood baishitoens. 29(1) 
Duncan. Range Iron Mines Ltd... . . bt). coal ble 2omeM -bolalitoens- 10(3) 
Dundee. Mines Ltd) ............, bid eanM szohegeM Daisbitoanx 18(1) 
Dunraine Mines, Ltd. ....-......... St) sont tsqueM Datlebilowue 14(2) 


Schedule VII — Publicly-Traded Shares or Securities 


Duhiterra\MinessLidin... 6 ewe eee ov Alin Leswen RAW, nabloD. (4) 
Dufivegan- Mines Lidit) . os... eee ws DNL abil Awol 16M, (4) 
Dupont-of Ganadatitdes wa. se ew wv vw ~ OI RRM AEH 20.25(1) 
Dupont-of Canada ‘Ltd. (7-1/2% Cu.. Pr)... 6... 1 «ss hE BRR, & 52.00(2) 
MDuport! Mining 'Go.. Ltd... ee ee ee ew ee wk wD SIMD eth ior, (4) 
Dupuis) Freres..Limited.(Cl.-A. Cu. Pr.). . « . .b'4 ynsgere anni ony ». 6.00(2) 
Dupuis Fréres Limitée (Cat. A. Cum. Priv.). .. 2... 28) eeuliegu 6.00(2) 
Dustbane Enterprises Ltd. 2. 25.4 Ld, as nMes yn 1 enoparlgad issel 6.50(1) 
PustyaMacsMinessLimited. «vv. ev v ew swe ew swe dw ah Re nhyl zhoy 10(2) 
Duvan CopperCo. Lid... . . ..biJ absense} Ao .c2 wedded. A sii agsyhan! 03(2) 
Devex Oils '&.MinestLtd? is). .b3.1 ebens? Jo oD yeddud. & avT agsyhedi 02(2) 
Dylex: Diversified Limitedi $4 £4-3/2%...0 AL Px bi zon Sets i nal 8.75(1) 
Dylex Diversified Limited (Cl. A. Pt. Pr.).. 2)... L272, B Vedi. nol 8.63(1) 
Dynacore: Enterprises: Ltd. “se 6258 CX STROLL 2o10t2. veda obkop: (4) 
DynacovResources\ ids. . sw ew vw ww DEE aan A Dip) RONIQVG 25(2) 
DynaltavOilrs&Gas'Gowltd um. «606 ees ww vw eo feria, abage 1:25(2) 
Dynamic Mining Exploration Ltd. .............. J ganiht soba 16(2) 
Exploration Mini¢re Dynamique Ltée... 2 2 2. 2 es 16(2) 
Dinamic:Petroleum'Products'Ltds: . . 2... 0 ee ee ot Ey Rs, n00s302(1) 
Dynamo *Mines Limited's. Vitouien 2... 0... id oD oligensM e1meal7Q) 
Dynasty ExplorationsLtd) S000 Laniebit oDigamqolsyad smaded by 5.90(1) 
Eagle Gold\Mines*Ltds so. cui aOngroipaval Sas mopeietasd esby 3.00(1) 
Basleindustries Limited’ t.and Lamike 22t. Ree)... dd zane orbs 5.63(2) 
BagleyRiver)Minesthimited... .......50s 000s » BEE eon oabish 38(2) 
EarlerestiResources LAG... co. ee ee ee eee » ttl BOOM. Wai bisi 11(2) 
BarlyaBirduMinesebtd hs we bw ww wn wwe we ow ETT t agage? oles 13(1) 
East:Amphi'Gold/Mines. Ltd... «2.66 eevee eee eee oA GUID, ging 01(3) 
EastiBay Gold bidinctwel.Lig.w see. ee ev RIT 2aeiVlolsinuph A, ah7g104@B) 
Eastern Bakeries Ltda wield. (O-10 20 4.Re). ~ DRT eon ailed tax 4.00(2) 
astern-Bakeries Ltd. (4% Cu..Pr.) «2 5 sew ee we ONE BONTAL Hoy wise, (4) 
Eastern Canada Savings & Loan Company .. 23. 2. 12.50(1) 
Eastern<Utilities: Limited (6=1/2% CunPracamiaeval sbene).% Misind, Ise, (4) 
Basigate, Jevina 1a. FAI.¢) bit eigantesyal_ absiieD % MBiNG, ise 73(1) 
East:Lun Gold Mines Ltd........... botumild abuse 1:0, aseihsaaD 60h 01(3) 
East.Malartic'\Mines'\ Ltd. ..... Dil agathloH a comimolgadt sigad, Isey 95(2) 
Eastmont Larder Lake Gold Mines Ltd..2). eo. eee . (4) 
Eastmont.Silver, Mines. Ltd... . . ee ewes eo oD Qi coded lend, (4) 
Eastrock Explorations. Ltd)... .... . Dati yosgne? wget, asd . 29406) 
East:SullivanMines Ltd... .. . (2%) Soke. yoaan Q2 jae soda # 2.70(1) 
Hast Wenturesiiitd: Li. 6 swe ee ew ws » RE OOO. ) OWS, ARB leony 04(2) 
Eastview sMinesiLidincs Lit. wee eee vs oD 2Q07M aevili¢ oat isan: (4) 
Eaton:Corporation. ces Jd. (hh eoGhtabimeaw ak 6. a08.5 ianonsy) 42.00(2) 
Echo'Bay" Mining! Ltd... . 0 6s eee ey GIO? Ie igR PRO) Ki, e207 ES(2) 
E¢onomicMnvestment Trust Wtd.A 2 oo) Di ase ant meriey), 13.75(2) 
Economic Investment Trust Ltd. (5% Cu:-Ai Pr.) onc. ek bie, 32.50(1) 
Eddy Match: CosLtdiowis: J3NFs AyD! eoathd 2 seruslowet modi, . -10.25(1) 
Edmonton’ Concrete Block'CowLtd.:.. 2... . Di zameuhot aio, Isai, (4) 
Edmonton International Speedway Ltd:0 i. to. 0. uo ee en 65(1) 
EDPilndustries: Limited’... 6. ace ewe vee wn ORD CORY avRle ison 30(2) 
EDP. Industries Limited (5% Cu. Cv. .ADPr.)owipd Jacouemieinl Jeoyy. ern. (4) 
EDP Industries Limited (Wt), ......... oO. a0nmmezA Sti JesW, ise. (4) 
sor MinesiLtdis 0 .Lis.. . . . EV -sausg2ATh Singaqmol Jes Wisse fy 09(1) 
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Great West Mining & Smelting Corp. Ltd... 2... 0. ce ee 16(2) 
Gréat "West Steel Industries. Ltd.; ...;:..... .bid ehodiomigque ose 5.13(1) 
Greb Industries Limited"... 5 es oe eh eee bet anole 4.90(1) 
Green Coast Resources Limited . ; (.18%..A..102 H4AE-@) bomrenl. enone 4.90(1) 
Green EagleMines, Lid2 2 222". bad tabsns 0) ronda. uA -cassse 42(1) 
Greenfields Development Corporation Lid. . . 2... 2. ee (4) 
Green’ Point"Mines Lid’. :....... betienid sobmoqe lioasnmt 2 18(1) 
Grenache Inc? (CIMA) Ss 4 wvD..A} Bs jimid noiiszaqie.s lsivasnt 3.37(1) 
Greyhound Computer of Canada Ltd. 2.0... 2c ee. 1.65(1) 
Greyhound Lines of Canada Ltd..............-0 80 2.000 15.75(1) 
Grissol’Foods*Ltd®. ; -<:2253522242%3232: Barb ear oreinli se 8.25(1) 
Grouse Mountain Resorts Ltd.......... .ssqmoD. asD. lonmsVi-oar 2.40(1) 
Grouse Mountain Resorts Ltd. (6% Cv. Pr.) 2... 20. ee ee 1.70(2) 
Growers Wine’'Co. Ltd? (ClA;); 2... UW A} Ski emualooe yeas 3.90(2) 
Growers Wine’ Co“ltd! (Ck BJ:.2:275435252%22%27% -DShmieee 3.75(2) 
GSW Limited (CIMA meres cabs ssss ete ek 2) Peres 9.13(1) 
GSW Limitée"(Cat"A.): 2 2.235523 22 + ofl: oo sommnedk SEE Sir 9.13(1) 
GSW Limited\(Cl’B.): 5... 2... .% .2V-sonmmaaeA’b oitgequoD-sign 9.00(2) 
GSW Limitée’(Cat/ Bo. = 722.2... ..b.E coberome 2s on 9.00(2) 
GSW Limited (5% (Cu; Pe): -;22225:22-232. - sant eisnihes 71.63(2) 
GSW’ Limitée' (5% Cam: Priv:) (A 1) batiend! efoubow) soilastt fs 71.63(2) 
Guarantee Co. of North America;!The)s Swiiei? etoubos: anitesh 2 foment: (4) 
La Garantie Compagnie d’ Assurance de |’ Amérique du Nord ........-. (4) 
Guaranty Trust Company of Canada............0 20s. 14.88(1) 
Guaranty Trust Company of Canada (Rt.). 2. 2. ee ee 53(2) 
Guardian Growth Fund Btd: (Pr.) ;; 5:32. 2% > Ail .eandM: edie A-cies 8.84(1) 
Guardian Management Corporation Ltd..........-.. 60500505 7.00(2) 
Gabby Mines Lid, 23970. .....5.-.2 .bhd eshtevbal-bonizevitt sna: (4) 
Gui Por Uranium Mines & Metals Ltd...) 20. 2. ee ee ee 15(2) 
Guichon Mines Ltd.....:.,2;5+5%.5..3+.DdhheomM paqod: omniz 03(3) 
Guleh'Mines tdi. s 22255525329 486 505 Reese eee 06(1) 


Schedule VII — ‘Publicly-Traded Shares or Securities 


GulfbeadiMine std. eds ature aire eel be ov oO  RIONGAE gene (4) 
Gulf-Oil Canada Limited’) wes oe LAWALL DAL aroingad 25.63(1) 
Gulf-Oil Caiada Limitée. ee meena y bd enaisialdx: 25.63(1) 
GUTOU-COmporatiOny sere yeaa ce eer ve ara tenes are asp f 25.50(3) 
Gulf Titanium sLtdm 0. Aa Pde cee o bed, 2501M  mapittid oaad, ask 25(2) 
Gunn Mines thtd One. 12-09%. Ae PRY) cain Bae de ee DIL BoM OR 24(2) 
Hahn*BrassVimited ($9! 1st"Pr). 0. 28. a ee aera ee ar hd BOTH BaliiaR (4) 
Halifax Developments Limited OU)... ce ee OE CORI. oF 1.85(1) 
Hallnor Mines hitd. wpa mie Pd LE goniM beiphilosaaD. yor: 80(2) 
Blairen Mimes: WAY 4A a onan vaca oe wee ae a a ar a: ed PRNOENE NB Lseieqet0(3) 
Hambro!Corp. of Canada Ltdv... a 6 ce ear ore ot orn bY BOT Dlop)s 13:00(2) 
‘Hambro Corp. of Canada Ltd. (5-1/2% Cu. A. Pr.) 2.00) oh oe, (4) 
Hamilton ‘Group’ Limited, The }..(/34 4¢), A, PO), 2d, Baidu: 21.38(1) 
Hamilton Group Limited, The (5% Cu. A. Pr.) » » -85.00(3) 
Hainilton Harvey: Ltd....eo oo. aL bet 2..9900.0. adT DL dal xs 8.00(1) 
Hamilton-Trust'&tSavings Corp... ee eer MOUMOTL B 1020251) 
Hamilton Trust & Savings Corp. (Voting)... ...... 80004 dsi€)-10:50(2) 
Hamilton Trust & Savings Corp..(7% Cu. A. Pr.) 2 oe ee. 18.88(1) 
Hammond Investment: Corporation V/)...i 1. sonqmA ba. eigubors waqmal, 1:00(2) 
Hand Cheniical“Industries Limited)... 2. 6 6-0) ese esl oe DL, BOK, Bre 5.00(2) 
Les Industries Chimiques Hand Limitée...........0..00 004. 5.00(2) 
Hand Chemical Industries Limited (Pt. Pr.) .. 2... 0. ou. oto. 5.00(1) 
Les Industries Chimiques Hand Limitée (Pt. Priv.)o. 2.00 2 22, 5.00(1) 
Handy Andy Compantyt00, 1 saa cue ee ata ee ae of bo Ok BAIN 3.63(3) 
Hanna Gold*Mines Ltde cee a eee oe e lM, A) BD gai ve 19(1) 
Hansa Explorations Ltd. 20.00. 66056 eo oR sorazalaad, 2 gm Mi secs) 
PHAMISOMENEMES UL (OAS BOR 40 oan i ae es 08 oh oh aran an anat anghiat a6 rR REV] FOTLAL 14(2) 
Hardee*Farms*Intemational Ltd... 0-26.66 6a eee ae a ao RL COTIIOADA 19 1.10(2) 
Hardee Farms International Ltd. (6-1/2% A. Pr.). 2... 8 8h i.) 80.00(2) 
Harding Carpets Ltdiy sever yy Qi. ea) atunec es ae ees os UD BGM NSB, 14.88(1) 
Harding (Carpets Ltd (OIA). enue eaten ena eens oe bed BETUL, MOTE, 14.50(1) 
Hardwicke Investment Corporation Ltd. . 1... 0.00. oye. 50.00(2) 
Harlequin“ Enterprises! Ltda 26.0 a: a eter a ot en ae ae o> sd ARQMIQOSYAT, O2 3.80(1) 
TAAMISTEESONS Mt fem a ae de a ae ae ae a ae oh ahah as as ae av ee OA PA, ROO Al 3.00(1) 
Hart:River’Mines Ltd... 66 ee DAD batehiingne? asaqo> saqoolmin 16(1) 
Flarvest-Petroleunis\Ltdies iA, oe eae eee & obi 2egieqoignd) sqqe 04(3) 
Hatvey2s Foodssltds, «0 cc cee ee ee ce ea oo AY ROQCHRTTE 29K 82(1) 
Harvey Woods! Ltd. (Cl. .A:): .. <6 oe eee ee er er a ee o AE BHO. 16 MhQos") 38 1.65(2) 
Harvey Woods'Etd(GLeBI)M OW. a oe nce verde n te Dh 1D emi & 50(2) 
Hawker: Industries! Ltds7. o..0 cee eta a KA DBL, 299) DQ singgs.2) (4) 
Hawker:Siddeley Canada Lid.......:.06 6 ee ee eee oD BHM, 19} 2.40(1) 
Hawker Siddeley Canada Ltd. (5-3/4% Cu. Cv..Pr.) oo. ee oe 58.50(2) 
Hayes:Dana ‘Limited! 6.979). oe ae or RL IO Qaim Droge 12.00(1) 
Headvue Mines td). ov. A. 3. Sm enpipgqiolt bavoe, era yecpeytam (4) 
Headway Corporation Limited’. (02.04.8502) OL a %. 2Blguad, § 3.45(1) 
Headway Red Lake Gold Mines Ltd. ....... 00. 02509 BEANS 07(2) 
Hearne Coppermine Explorations Ltd... 2... 2. Mi, ists 15(1) 
Heath Gold! Mines Rtd2eO". en oe ee ee on DTA, PORN AQIS 01(2) 
Hedman!Mines: Lids(von 2.8. TOPOS oe o DENA SDRIBD AQ JOIRAIVIG 50(3) 
HertzindustriessLids. df, Pia) a e+ ance ae an eae dn oe sd, BEL, 9G. MOD Ae 12(1) 
HewbetiMinestLtd. it). 280). Ba) ere os eee ae ee ae oe DIE CORLEML BLO, ZreRTRQON A (4) 
HiGernia’ Mininge CowLitd soo ee on eee on atat atone oe! oo DAMA, BOIS 11(1) 
Highland-BelleLimited .. so oa) a ene eer ee aot on at a oh ener ot DE BORM, FeO WRS A, (4) 
Mighland Chief Mines Ltd... 2-2: 6: oo eo ev eres oe oo Wed BOR): MOZIODA TIS 12(1) 
Highland Lodge-Mines. Ltd... 0. «DIS SRO} cami DO), LOB QIW A 08(1) 
Highland*Mercury: Mines Ltd... .. o-oo: eo eae oe oe os DEL. ROEM, HOORAY 15(3) 
Highland“Quéen’ Mines Ltd. 32M RNA OE) oo DUAL 2RBuDAL y 23(3) 
Highland Queen*Sportswear! Ltd!) .« «DEG ARTO T 22 BRU, GIDE 1.63(3) 
Highland Valley: Mines Limited: .: 6: 6) 6-6: 6: 4: 0 «4 a7 ofthe (Dio), BOTA, UB YVR 09(2) 
Highmont Mining Corporation Ltd... .........0. 600.0 OL. 2.10(1) 
HighpointMines Limited ics 220 oe or oe DS BNE DOR) AN 05(2) 
Hi-bite Uranium:Explorations Ltd..Qi1 .q2 iapenqosayal! 1X BP eRe, (4) 
HindeseDauch>Ltdy sors. WH. ee eee DIS AIREB AGO? ae 125.00(2) 
He& IMlBax' SaversiLitd. - ee ee eno oo) thd IOS BRIG, TSU AL (4) 
HObrOU NAY Pane wh sese ot ater ot oh ce ial ek the! der at ed POLE oe ERAGE 3.00(2) 
Hobroush Ltde(6%. Cu. Pr.): o-oo. on ar ee oe o DIL 29M). DOD, aS L 1.70(2) 
Hogan! Minésibtday 0% Ais Be Plots evar & css hd REQUBIONRE, DODWERM 12(1) 
Holberg’ Mines) Limited?) 2.40206 oe oo 0 oh AV) DEA, CROUBIOIR A, DOOWE ALA, (4) 
HollingersMines*Ltdiirs bie on oo oo Db, BOE DOE) NEWRY D0 36.50(1) 
Hollingsworth Mines ‘Ltdi.. ..-o: core er ot oe a DIE, ID ARB FTN, DAB OTT, (4) 
Homeé.Oil! Co: Dtd. (CMA) a: cee: on oe ono a ox ML SROTRIOGIOS SUM] 33.38(1) 
Home OilsCo® Lid. (Cl. Bo) «06 oo er en a ee ene ae AOL SAM, IBA 33.00(1) 
Home Smith International Ltd... 4 ce nee noe AAI) OBO 75(2) 
Fieme Supermarket\Ltds. 080) oe ne eee oe eh BION TG 30(3) 
HondayMining Gol Ltd's 0. OS. oe (TEARS ANS be Osh, BSFONG TG 29(2) 
HometFaultMines Ltdie L446 see ewe we bAMEY DE A991 ISG 07(3) 
Horne }&'Pitfield. Foods Ltd.- .. 2. ee eo erie & hE, BRON BINGE, Q 2.50(1) 
Hotstone?Mineérals'Ltd. S008 o oe eee o HE BQO OPES SS DBS OHI 01(3) 
House of Braemore Furniture Ltd. .. 2... 26. 2 Ses 3.50(2) 
Houston Oils!Limited''s 204. oe eo ee oe Ath BQRESIOTS IBOUMRG, J, 1.94(1) 
Houston Oils Limited (Wt)... 6 LY OOD ake eget HOTT AS OMT E 65(1) 
Howard Smith Paper Mills Ltd. ($2.00 Cu. Pr.) . 1... 6. ee ee. 25.38(1) 
Howden & Company Limited, D. H.... 2.2.0. Ses 3.102) 
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Hubbard*Dyers‘Limited')), V4)... AAD bad 4) bein, pt ‘os. 45.00(2) 
Hubbard’ Dyers-Limited (Pr.) 6 eee es AM) beatin, epD aD aia (4) 
Hubert Lake Ungava Nickel Mines Ltd...) .. FA) DOUALE Bay) Wray .01(3) 
Hub’ Mining Exploration Ltd.\'.'. 3)... 4,40) Bit gonwlasjungll sie 16(2) 
ucamp Minées*Ltd) 0 bye Pe balimal esipoward yong 27(3) 
MuclifPoreupine Mines Ltd, oc eae ee ea en A QQ, (4) 
Hudson’ Bay’ Mines: Ltd. ph ospmelged 8, inetiqoloyed) aaliA, [sigoliperey 16(3) 
Hudson Bay Mining & Smelting Co. Ltd... )).... MA UL) pagel, Tegontiy 21.00(1) 
Hudson Bay Mountain Silver Mines Ltd vi. 2 2. FroOM, Isjonprnply 08(2) 
Hudson’s ‘Bay Company. -!2) .01.1 spijesqqiqQ. yaiupd bg. bod, Isucny 18.88(1) 
Hudson’s-Bay ‘Oil:'& Gas! Go. Ltd. conssqqiqg3 vjopd Ong. bod, isnony 46.00(1) 
Hudson’s Bay Oil & Gas Co. Ltd. (5% Cu. Cv. Av Pr) 2 ore. en, 55.50(1) 
Hughes-Owens Co:-Ltd.\(Cl. B.).. o . O, 22qulgny) geaquend, isqolipa 9.00(2) 
Hughes-Owens ‘Co.Ltd. (6.40% Cu..-Pr.). .. DL) qe wage, lagany 21.13(3) 
Hugh-Pam Porcupine Mines Ltd. ........ ean, lowitish isqo.esni 16(2) 
Humlin Red Lake. Mines Ltd. . ..v.. eo ois YQ E, ABNOUBIIOH 01(3) 
Hummingbird-Mines Ltd"): (bi.5. yasqmo2, 2ojmanhorhy lH, lagoipaaey 85(2) 
Hunch Mines Etdi sees })..0.028),..b1,4. yagqnod goprsayhorhvl, Isnonipinpy 03(3) 
Hunter'Basin. Mines*Etd? + yang bid.eadi, hior) siinegs4, iagovpiay 07(3) 
Munter'Dotiglas’ Limitedsy%, Wye. oe DL mong qio baat Isqabpipotal, (4) 
Hunter Douglas Limitée ......... 00.4 QTD KS 7 ISUINEM, (BON Biah (4) 
‘Huron: Bruce: Mines. Limited... 0.5 W...2)-.b}.] esawoesd tans, Ienousmeatal (4) 
Huron & Erie Mortgage Corporation, The...) 2 2) 2 25.00(1) 
uskyOWebtds SOHO BAe aa DM, pQ0M lipo danoby 16.38(1) 
Husky? OiltLtd"(6%'! Cun A.Pr.).-.. Dit sbspsQ. to, .o) Jenlai?) taqony 43.00(1) 
Husky-Oil Ltd, (6% CawB. Pr.) oe oe er DEL ORM, allevioM, Isnag; 44.25(2) 
Husky OiUsLtds(D: Wey) oa ae ae er ee ae ee es or Bhd, BOT, HaeRGO, IgG “92° 6.90(2) 
Husky: Oil Ltd(E. Wt) O1AR I ee ee ae AD TOE IppOEH 5.60(1) 
Hydra Explorations Ltd. .......0..040. bit galyheM, aopgé lagodpraay 17() 
Hy?sof CanadaLimited 15 i) ce eee ae ar eaten es oo Dh AIO MEYS LEONA 3.00(1) 
FiyiecBlectronies*htdetts oe ee ee  MORBSTOGIOD, eorta, Isgonanrainl (4) 
RAVE MLimited. We et eo LD A AD) noupiogie.) esi, isons 19.75(1) 
RAGA bamitéess MAW. WO SE Ie) goupiogio 2 aeinul, ipqou; 19.75(1) 
BACs Limited:(4-1/2% Cu... Pr.) oe ee ee DIL, BoA [Qual Tague 69.00(2) 
RAG yimitée"(4-1/2%. Cum.. Priv.) «4.3 ). Oi}. oigieys jquely, Iagouy 69.00(2) 
RAVE n Limited \(5=3/49' Gu. PLES oe oe AT BGAN DOE, -ASG &9 23.00(1) 
WAC. WLimitée.G-3/4% Cam Priv) 6 eee a ee a DI Jageusmiping jor 23.00(1) 
TAS GOL Tiite (WED) S08! a ae ae eh a ar ga ah a! of 08 ae as en at ae on ot oo A RON 8.00(1) 
DAG) biniitée ((Wt.)462. 29 Masemhdegaibiol bora, [soperom, 8.00(1) 
Woes: International’ Ltdis. .- oar eae ara al et er a ok OM BTA OPA. Leta yorigray 25(2) 
Ibsén: Cobalt Silver Mines‘ Ltd... 2... LAVE)..002 aaat Sos Leronlyougigins (4) 
Ice*Station Resources Bfd¥ }.0..h-2..-DI1. 10 AGE ) fasi< cepa yoRQipy: 21(1) 
Ideal ‘Bay-Explorations ‘Ltd.s.? 03-7 07..214 Gio) agin.) sake ten yonqTyy 11(3) 
Imasco' Limited G2 .5- SPs eta yo. A pain shade dao WO Rae; 20.00(1) 
Fmasco*Limitée, LEY eee ene AA 29QIOgaA. %, InQmGo}syoCL. Ags, 20.00(1) 
imasco Limited '(6%"'Cuk Pr.) «oe ee ea ee RE OURD AQT, SAGO 4.60(2) 
Tmasco' Limitée (6%! Cum! |Priv.)- eee ae a OLE UOT. GIN 4:60(2) 
Imperial'General Properties‘Limited. . o-oo 4A.) SAP QUOT ZUM 4.50(1) 
Imperial. General Properties Limited (Wt.) 260 be ee, 1.00(2) 
! Imperial Life Assurance Co. of Canada... 0... 00 Su. 137.00(2) 
Compagnie Canadienne d’ Assurance sur la Vie-’Impériale.. 2.2... 137.00(2) 
Imperial’ Marine-Industries "Lid 3 Widen cee ee ee ee oe ROMA A 1.05(1) 
Imperial Marine Industries Ltd. (A. Wt.) 2... ee 16(1) 
Iniperial’\Metals ‘and Power Ltd. .- 3: eee eee ole Bere « of JQUT, YRRNG 23(1) 
Imperial-Metals and Power Ltd. (Wt.)- « & ee ee oe A. BOT Oe (4) 
ImiperialvOil Limited «6:60 a) oo eer nie oat te a bk BUM, TP 31:50(1) 
Income Disability & Reinsurance Co. of Canada es... 6.00(2) 
Income du Canada Cie d’Invalidité et de Réassurance §. 2...) 6.00(2) 
Income Disability & Reinsurance Co. of Canada (Wt... 58(2) 
Income du Canada Cie d’Invalidité et de Réassurance (Wt.). 22. 2. but 58(2) 
IndalsGanada‘Limited* 3s «12 wae oe ee wee ae lth BOGIES, 8.38(2) 
Independent Mining Corps Ltd. 2-6 eee oe ee a ld BABE TIVE TY 01(3) 
MndexeMines' Limited «eb eee ah hate oe DLA ORO, 2 1.40(2) 
Indiana’! Mountain. Metal. Mines- Ltd... ee ee eo I BO 49(2) 
Endusmin Wimited ey oo a ae ae ae ease ese ee oo eld, OO TD, TeigTAGC) | 9.75(1) 
In@usmiin WoimitéS wee 200) ae eae a Bare ete ot a a” DRUMS, CERRO AL , 9.75(1) 
Industrial ‘Adhesives. Limited . {.7%...¥.2 4) SS)10-9) Delt, sa eNo I, 13.38(1) 
Industrial Growth Management Limited ..........0..0. HZHOM) § 3.75(1) 
Industrial Life Insurance Company, The... .. 2.00. Oe ee (4) 
L’Industrielle Compagnie d’Assurance sur la Vie .. 2. Pee (4) 
Ingersoll Machine & Tool Company Limited (4% Cu. Pri). oi)... 2. (4) 
InglisiGos Ltd yJohi. oo wae a el tetera oo ot AEA QA, QU YY, 9.50(1) 
Initiative New Exploration Ltd. 29). ee ee ee DE TIO QA, A 2:25(1) 
Iinland'Ghemicals'' Canada Estd.. os eae ee ee el et eo EL BM, & 3.05(2) 
Inland Copper Ltdeoe, VRE OME ROOTES 4 DAML 28QIae 7 IQR 23(1) 
Inland Natural\Gas' Co? Lid. oe ne ee ee ee ee DEAL CRIM QaBae 13.00(1) 
Inland’ Natural:Gas Co, Ltd..(6%. Cu. Pr.) . Pi. PY) See SU 14:50(1) 
In-Place: Blectronics-Wimitéd! 8. Ps wee ee ene cree DI ERM, RG 35(1) 
In-Place: Electronics. Limited. (7% Cv..Pr.) - «6 2 ee eo PLA. 2a, Rees (4) 
Inqua Resources Ltdis 2990 6 ea oa et ht er ot GINA PEM, NBS, 250TH 50(1) 
Integrated\W ood Products Ltd... oo: ae) oes eo or or DUDS ANQUBIONG AL, 3.50(2) 
Inter-Gity=Gas (Limited's oo ee ee ce oe POUL AAONRION RAR 6.75(1) 
Inter-City Gas Limited (6-1/2% Cu..A..2nd Pr.) 2... 16.50(1) 
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Inter-City Gas Limited)(B, 2nd.Pr.) 2.0.1... ++ + Salim wow in 19.50(2) 
Inter-City.Gas Limited. (Wt)... 2.2.05 + (Rt) botils mou? baie 2.90(1) 
Inter-City Gas Limited (1971 Wt.) . 0st sand J. fo. ener). Gee Oe 3.05(1) 
Inter-City Manufacturing Ltd. (Cl. A.) ... 0. Siete ea ee (4) 
interior Breweries Himiteds 3. Sod i ce ee ee 0 a eon age 3.35(2) 
Initermetco [utd ©. J betel OS. BEA oc ww ed coe Soieied i 2.30(1) 
International Atlas Development & Exploration Ltd. ..).. 2.5.2.0 68. 19(2) 
International Bibis Tin Mines Ltd. J4.. sv). e. ce. een al. goed 08(1) 
International Bond and Equity Corporation Ltd... 2... 6.6. oe ee 1.40(2) 
International Bond and Equity Corporation Ltd. (Cl. A.ivi see 1,22(2) 
International Bond and Equity Corporation Ltd. (WL) 2... 2.6. ees 16(3) 
International Bomite Mines:Ltd:) 23.2.5) 4.00 wo. 2. nel. areis 19(2) 
International Business Machines Corp... . 22. 52 be de ee 339.00(1) 
Intemational Copper Corp. Ltd, . . .(.04 G3 04.0). Dh. 2aawi-asige 16(3) 
International Halliwell Mines Ltd... ... .f.)4 eunil! o.cemiGies grea 21(1) 
International Hydrodynamics Company Ltd. .... 2.6) ee ee 1.20(1) 
International Hydrodynamics Company Ltd. (B. Wt.) 2. 2.2. be eee (4) 
International Hydrodynamics Company Ltd. (Rt)... 6. es (4) 
International Kenville Gold Mines Ltd. ........0 04554 - pak agin 10(2) 
International Land Corporation Ltd. .. 2... 1... bbe eens 5.75(1) 
International Mariner Resources Ltd... ..... 2. - bik. ahh oe. AG 66(1) 
International Mariner Resources Ltd. (C. Wt.) . 2... 0. ee eee tonous 19(1) 
International Minerals & Chemical Corp. (Canada) Ltd. .. 2.2.5... 16.88(2) 
International Mogul Mines Ltd... . 0... eee ee 7.40(1) 
International Nickel Co. of Canada Ltd... ..#!..4...0 Sa Je bee. 32.63(1) 
International Norvalie Mines Ltd... ..... (0%... A..00 dRad Et PO .yotew 06(2) 
International Obaska Mines Ltd... .. 2. us 0 os of IW OD iF HO -yotews 28(2) 
International Paper Cole, ow ee eee ee I SS ET OD -yoleuet (4) 
International Space Modules Ltd. (Cl. B.). .. 2... whee eee 90(1) 
International Systcoms Ltd... .2.42........ -bopieibi shegeD to.2-% 57(1) 
International Utilities Corporation, ..... 2.2... Dei mopteniaol 42.75(1) 
International Utilities Corporation (Cl, A. Cv.) . 2... 4.62.00 e- 49.75(2) 
International Utilities Corporation ($1.32 Cu. Cv. Pr.) 2... 2080.2 eee (4) 
Intesnational: Visual! Systems’ Ltd’. 3 3. 68.) SRD A) botnet... 1.25(1) 
International Visual Systems Ltd: (Wt), .(.755% au) ARDLB).chkioei dd. 40(2) 
Interplex S.P,A. Industries; Ltd)... 2... se Ca8.wO SRR) botiink tN 60(1) 
Interpool International Ltd... 2... 1. 2 ee Oe £62). ogni. 20.00(1) 
Interproyincial All! i yw ee ee eee yy bd) Dome. 2 1.35(1) 
Inter-Provincial Diversified Holdings Limited ............44.-.- 3.25(1) 
Interprovincial Pipe;Line Comis im... es ee + Lb lasotaaion 30.63(1) 
Interproyincial Pipe Line Co. (Wt.). 2... 2-0). epi. te ee 14.50(1) 
Interprovincial Steel & Pipe Corp. Ltd... 1... hs ee re 7.63(1) 
Interprovincial Steel & Pipe Corp. Ltd. ($1.20 Cu. Cv Pr.) v.22 23:75(2) 
Fnter-Rocki Oil: ConofeGanada, Limited . . oo. ow ev ve Dee aoe 15(2) 
Inter-Tech Development & Resources Ltd. .. 2... 1... ee Ee 80(2) 
Investment Foundation, tdi Lannie, 6 ASE BD RO} bese « 41.50(3) 
Investors (GroupyThem, uc cee s HVE sD od SET 09 7.75(1) 
Investors Group; The:(Cl. A.),...... -botimil. zolteemid teens ine 7.75(1) 
Investors Group, The (5% Cu. Cv. Pr.)/) Donati. soon imisas.) is 21.00(1) 
Invicta Explorations Ltd. ... .... .chans3 4e .oD. cons72A sii) detesge 08(3) 
Jonarc:Smelters. Lintitedqnit'l.ci¥ «i twa senmweer.‘la anneioans). aResG 1.40(1) 
HOS wlimitedal QW osc cc sveas cuss abid conteubaleheh fereocict (4) 
Irish:CopperMines\Ltd.. . oo... of dW. A) ..b 2entisubal-semehl Jenogh 07(2) 
fron) Bay: Tmusteewes Lik wo ee ee. + DEL wold bee. alec Init 3.10(1) 
Iron: City Mines (Ltd: bid... 5... 4a) bit towod Sse aisicM Ismec 15(3) 
rom CliffMinessLidiratesth . oc ee ca es ces a Se BO tense 17(3) 
Ironco Mining & Smelting Ltda. no. 0 ssnemasich A. WiliieG smcow, (4) 
Iroquois Petroleum Co. Lidy).22590.9b.19 a: baleunl b.o0 4 sismh 2 wh omGon. (4) 
La Compagnie de Pétrole Iroquois Ltée 2) sspawGias Y.is e) oie (4) 
Irwint Toy) Ltdis RW}. norimimeardA.ob ta Stibilscalb-ofD shaasO wb 3 17.00(2) 
ISEG: Ganadadistdiesson Kite ou eee we ie se OOM Shes leks 10(1) 
IskutSilver) Mines: Iitdous.lo).. so os so oo BRD .cn0D etd tnoiesoeicik 16(2) 
Island: TelephorieiCo_ Lid. J. ass ves bas oo Doe 10.25(1) 
isolMines Wtdes lids a oi peso va a = DRS coniM des J nigineb. ce 1.35(1) 
Wael ContinentaliOil Co. Lid. wu eee ee bie 21(1) 
i Rishindustiies Limited) oe ao ees Ole tL Ree aene 4.25(1) 
ET.L. Industries Limited (6-1/2% Cu..Cv. Pr.) . hajinst savivanbA. ise 10.50(2) 
Ivaco Industries Limited, Uy... . . Dativaid sessoganaM. diweidk lee 14.25(1) 
Les Industries:Ivaco:Limitée . ... . . afl. .yusqeneD sorssusent sitet. ter 14.25(1) 
IWG. Industries: Limited), ({i0 al hod sanswed-h siscanme) allsiniaut 1.90(1) 
Jackpot Copper Mines Limited) hsjies 4 sneqawe)-iodl. vy .onlualé ieeiaas 07(2) 
Tadko Waite; Mining i Cox, (ClA. Wily vase os 3 ly sort Bee ene 03(3) 
JacobusiMining Corpsktd) 7. Wi.) . os bh aotimelgxtowet ox ve. 03(2) 
Jacola. Mines tdi vied . ck wee ev es oe + DIE ebsae aleoumer). bral 04(3) 
Jagor Resources Limitedgast Cm iS. ve ee es es DEEmggoD.bink 20(1) 
Jahalla LakewMines Ltd... 5... 0 6 oe eo se btd 00 esd. Lets et 04(3) 
Jamaica Public Service Co.Ltd. — . (.39...03 Be) bid .cD. asd. leuitst Boks 23(2) 
Jamaican Mining Ltdid.. . do ee ee > Doin 2oinewtosl arith @) 
Jameland’ Mines:btdl ed... oo oe vO RY) Dbetionid esiaotosls ase 05(2) 
Janies: Bayi Mining:Compys, sl... oe ee ee wees so ob eaoetes, Bap 22(1) 
Famex Explorations, Limited) Lit, .... . . .»-bhb ztoubord GoeW -bolesgon 32(1) 
Jamex Explorations: Limitée. .. ee ve eos + EE aD Nak 32(1) 
Yanus: Explorations: Ltd, fein) daS balewhaweD ASL L-0). botnet) ani). ysi eel 06(3) 


Income Tax Regulations 


Jason Explorers Lids.ay.Liwatad.s oo ee ee ee ss cbt come bead 130) 
Jason Explorers Ltd (A. Wt)... eee ee es Dalim abens? 110.1 . (4) 
Jayé Explorations Lids... . ce ee + ed shen? TOs 06(2) 
Pom Autdmatik Lid... cia ve vac dates oe we os we Ole (4) 
Jean Wake Lathium! Mines Lid... . ok ew ee ee ee DRE ie 02(3) 
Welew Minesiitd: Coconaay Lith... ca. ci as Joe wes hese 10(2) 
Jenkins Broswhtds Lal cc. ee ee ew ~w £84 SE RAY Dati casi ode (4) 
JerichouMines Jetdicns &. Lovastrenss Loose. bse amomnqobved xetifs! 10(1) 
Jersey Consolidated Mines Ltd. 2... 1... ee Se 11(2) 
Jespersen-Kay Systems) Ltd.)). 9). Seda. oe. eso + td ent oe 3.00(1) 
Jobarke Gold Mines..Ltdy 6. of, Canaria. Ld... (otha fieD te. qo nadie! 02(3) 
JockeyClub LtdsThe}.s.|.(a7 .A vO. P2\0-2) -bit «bans tomo cad §.25(1) 
Jockey Club Ltd., The (6% Cu. A. Ist Pr.) . . oct Doi. cee ae 10.38(2) 
Jockey Club Ltd., The (5-1/2% Cu. B.\Pt.) 0. 2). Detinet. Leis os 10.38(2) 
Jockey Club Ltd., The (5.60% Cu. 2nd Pr.),. 1... 2. sb earache 10.38(2) 
Johason;& Johnsondiwern. .....4..5.4. oD agnived 0} dusk, nl 97.75(2) 
Joliet-Quebec Mines Ltd... . 2... 0500 gio? gunivse A ieunT. nodlings! 19(1) 
Jolly Jumper Products of America Ltd. . 2.5.5 5% ene wh dam. noali 1.30(1) 
Jolly Jumper Products of America Ltd. (WL). 25. be eee (4) 
Jonsmith Minesiditd. Com. Lal. «a... « boil. comecbal leone? base 07(2) 
Jorex Limitedis De celeocowet.ac. Ladeaiinit bash eoupioul: annk w.. 1.360) 
Youtel’ Copper Mines Lid. i yvonodie 29 )thatintt.2sintaubal tsvigted bes 52(1) 
Jowsey Denton Gold Mines Ltd) sf) 22.504 Cun ee be oo (4) 
Jop Mining Lid. Jia. ok ee ee os elROO. DIA bee 95(1) 
Foy, Mining Lide(A.iWt.) . oo... cee ev ee dL eoM blow sore 05(2) 
Juma.Mining.& Exploration Ltd... 0... 6.0... DRL etimiissaland. ners 02(3) 
hiniper: Mines(hid. vo. yo a el ow oe con) nosks 16(2) 
Kaiser-Resources Dtdines Lids . 6. cas ss SE isanitenrsial annet 93 3.95(1) 
KaleResourcesthides tac, . . 629..A.c82\)-0) Dit Isscitemeaiak anne sebir 64(1) 
Kaleo (Valley;Mines Ltd... oo. ce eee es ub siege) -gashee 15(2) 
Kallio Iron Mines. btdes. lid. 2. oc aw ss fA TO). BLE 2iaqisD gat 5.00(1) 
Kamad Silver Company Ltdyi.... fad aaitszoqo’ hiesiesval sxoswien 35(1) 
KamcoPevelopmentsiLidimesnmeats Lid. 24/4: Bn Baancnewd mupoket (4) 
Kam-Kotia,sMinesiL tds, Limilled so... ce ee ce) de Dt heaed er 45(1) 
Kamloops Copper Consolidated Ltd... 2... 1... bk ee ee 07(1) 
Kappa /Explorations, Ltd: Sanoda bi. .... 0s <4 «bit zomstoed, lesvee 36(2) 
Kaps) Transportidiimited, .. 2... ee se OEE BhORS Bye 8.13(1) 
Kardari Canadian: Oils: Ltdew Jawad, ...... CA»). bi eboo® ys 1.88(2) 
KB) Mining<Conktdiysisany Liriind (Mis. « 1.81) sbi zhoott yous 11(3) 
Keeprite;ProductseLtd.\(ElcAs)p Lia 6 ed cortianbalats 11.75(1) 
Kelglen Mineswhidiiine: Lid... 5 5. os os DD shpok2 yalsbbi2.79dwes 05(2) 
Kellcam Explorations Ltdi sv) 1) Nene) shit shsas ysisib.d. Pa ee (4) 
Kelly-Desmond Mining Corp. Ltd... 2... 2... +... ites antleeous 010) 
Kelly-DeYong Sound Corporation Ltd. 2... 0... 2. 6 be te oes 85(1) 
Kelly Douglas & Co. Ltd. (Cl. A. Cu. Pr.) 2.5. ee: jaueTAmIAD. “nw! 5.50(2) 
Kelsey-Hayes-Canada Ltd. 0. b/jnc. . subi eouil Ulos) sdat bod. nov 7.00(2) 
Keltic Mining Corp» Ltd) 24... . . . . bid aroilswigzd sainrisqqe? onset (4) 
Kelvers!Mines! Limitedrwws Cec! Coamis bad... «5s s bh) 2aniM blo digs 18(1) 
Kelvinator ofiCanadaiLimited . ... ce eu ww thd aor sk 5.00(2) 
Kendon\Copper- Mines; Ltdig wines (2k... 00 oo DRL cobeubal snsht (4) 
Kenogamisis Gold, Mines Ltd... .. 0. 6 6. 0 02 ee hil om. Iogws 09(3) 
Kenting Limited) gropmmais JAssmrance Wie, « . . . DEE OD gale ge 10.25(1) 
KenwwestMinesiLtd. & Smetiag Com, leh .. 66's « sbotion { Usti-brelde: 02(3) 
KermeAddisoniMines Ltdacs. ita... . 5.545 5+. Dibasad tei brat 7.40(1) 
Kewegama Gold Mines (Que.) Ltd. ....... . fi snii).suboLk lmetras 05(3) 
Key-Anacon Mines Ltd.{ int)... 02s. 5 . bet ails ie oM. baskias! 25(2) 
Key Industries Iuimited). . 2... 00. 6. 00s. a tom ord bptelas 22(2) 
Keystone Business Forms Limited... . . . ../0).) sucuetmude osu. bent 3.00(2) 
Key-Way Mining Co. Ltd, .. 2... . 2... holiimid asc -yollev. lomptdgs 07(2) 
Kidd, Copper: Mines,Ltd... . J... 2... Di) sollesomo).gohiM Jaomlgit (4) 
Kiena Gold, Mines iLtdis, Qanads Lied... ss s . bationkd cand danodilge 75(1) 
Kilarney Gas & Oil Development Co. Ltd. 3) 4 6) 2). ige es See ee ~. (4) 
Kilemibe!Copper:Cobalt Ltd, . . 5... ee eyes = ORE tome BS 2.25(1) 
Kimberlite: Mining |CorpaLtd. . . ww... os bil orevse abt. Mee (4) 
Raine Island: MinesiLtdwe..tid. /% Sy. Se), so. oe iw oe RR igends 03(3) 
King Kirkland Gold Mines Ltd,.......... (49 af).008). Bi] sliguodets (4) 
Kingswood! Explorations Ltd), 2... ...500555: . .btd zandld asgelA(h) 
Kingswood Explorations Ltd. (Wt)... .......- bat) wen Mores (4) 
Kirkland Gateway Gold Mines Ltd... 2... ...... bi 125oniM tg wifiahh (4) 
Kirkland Minerals, Corp. Ltd... .. 2... 62.4. . Dib zoulMt dnowepniie 07(2) 
Kismet Mining Corporations Ltd... 2... 2. (A 19) 50.09 1D. ore 37(1) 
Knobby Lake Mines Limited. ............(4 19) 511 03 ff oma 20(2) 
Knogo:ComaLidh Swe Yen... yo. oo oe Deb isnottensstal tandem 75(3) 
Koffier:Stores. efd’tanth Aree, Whe . in es doe sk bieimse  . 15.38(1) 
Koffler Stores Lida@% A) Ist:Pr.).¢ se J Anvsique.chiticeD. anim st 8.88(1) 
Koffler Stores Ltd.QWtoy of ( oewla o.oo... ss sR beso aisetie 6.85(2) 
Komo Explorations Ltdsy of J scels (21). . . ~ sbi hoot bistied .ame 07(2) 
Kontiki Lead, &/ZincyMines Ltd.) ... 2... ....5=bid elev salem 03(2) 
Kopan: Developments, Ltdis.). 2.00 Jo. . ..O).J cunimual semeine to.s206 06(2) 
KSF ‘Chemical Processes Ltd. . .. 2... 00000. Soh BIO nok 1.80(1) 
KSF Chemical Processes Ltd. (1968 Wt.) .. 2. 2.8) Savi leh coe 50(2) 
Kier. Mining Ltd... .. . a9 02. O28) LBL 2M. reqs Bim? bagi 11d) 
Kukatush Mining Corp, (1960) Ltd... . . <2 -bojirai.l yasamed. & ash 1.75(1) 


Schedule VII — Publicly-Traded Shares or Securities 


uipfer ‘Mines; Litds once: Co. Lic. . (JW) bt Ingo email eeraieved i. 42) 
La Banque Provinciale du Canada) 2.2 22s av: POEM, gob Iqnoieate 13.75(1) 
Eabatt. Limited; Jobnewarniice. tania . >>... .bediokd ep. BD, a 22:00(1) 
Dabatt.Limitée; Jobo: persica: | deviled. (Gi RO Ow.. hr.) BRI eon wed ¢ 22.00(1) 
Wabatt.Limited; Jolin (Cy..A..Pr.)............ dh aaittenbnt se 23.88(1) 
Labatt, Limitée, John (Conv. A, Priv.).. . bit anpiimolexd B.zamenhy 23.88(1) 
Labrador Mining & Exploration Co. Ltd. ..... .". id qa, Lexan bs 35.25(1) 
Lacanex Mining Company Limited........ 0. pul eu, viened bartbil 90(2) 
Lacanex Mining Company Limited (Wt.).... 2.0. 000. uibsqseh bil 45(2) 
laddie; Gold MinesiLtds.. 1. ea ee we ee we DL,OD grist mixbil 04(3) 
DadunboroiOiuNhidy Mises Lads e soe eae ee os os oD pani seoW.-bil 90(2) 
Waidlaw. Motorways) Lids. (ines iol,..6.0.e66e8. + botloil zonih 14:88(1) 
Laidlaw Motorways Ltd. (7%. Cu. Cv. A. Pr.) 2.2. 2 ye bt 915.380) 
Daidlaw Motorways Ltd.j(Wt.).;. on. A. vy.)... Bid gaitmolaxt one 10.62(1) 
Maitemes)LeclerciInc., Les. (Cat. A.),...... + 6 Did emualoved, we 10.75(1) 
Lakei Beaverhouse: Mines Limited. ,...... «bine? aevliZ ebloihallil 12(2) 
Wake, DufawléMinessbtdid .. eee eees es, oOht voRgmOO. OnE | 12.131) 
WakesHriesGas Ltd... ee ee ee ce » OE HOieINgIND jendauboite (4) 
Dake: Expanse!GoldsMines; Lidl... ..5.-%0¢70.~« oth eso isbopil 09(3) 
lakehead.Mines:Ltdiid btines Lak... ... bi) .eD nolsiqiqx, fsinai09Q) 
ake, Kozak;Minesytd!........... 12 oO. sniniM cisinuoM. ieionil 04(3) 
Bakeland:NaturalGas Ltd. (Wt)... .. . bid Isnoiismmin] esoc1oesS. lmenilyt (4) 
WVakelyn.Minesiitdtae (Wits. ee eee eee wee bo « o SS) pllinisdl esa) 10(3) 
Hake, OntarionGementeitd.... ee ee eee ewe » ahd Mppigelowetl, xs 2:70(1) 
Make=Osu/Minesiiitdsd Limca. pee ee ewe ewe oe ds OK BOM oxO-ag] 09(2) 
Bake;ShorejMinesiLtdii.. - eee eee ees » wD oni Jedi ob 2.30(1) 
Wakesidei@ilic Gas iLktdionment-Cu Lidias oa ads ee > a 2a Mom (4) 
Warieuzi Minesslttds. gee eee ccs ee ae dA I) BAL. vasa, 1 1:55(1) 
HambertIncs Alfred\(Gle Ai)u).. .-. . » » dA, BRD) Sa cori sings 15.25(2) 
wambton toan.’& dnvestment'\Coy) .unada lad... 4. ean toyicl osnpig lt (4) 
\ancer, of Ganada’ Limited; 2 s)..4! (senda Lad. beleondyineninerU iniees 1.85(2) 
Lahgis Silver: &; Cobalt Mining; Co; Ltd.) A fo) medod...bttl. o2 Mordor! 06(2) 
WarandonaMinesiLidisea dat ......, 8 1D) nadoi, bil 92 jlsdon vs (4) 
WarchmontdMinesiLtdiss.Ll eee ee we ew oe » DOTS Noigaidin WwW, WH 08) 
WatsoMinesiLtdsiistcias Lad 16% Cv. do Pe. Saunt norgaidinpy f, W223) 
Earoma’ Midlothian, Mines. Ltd... baiimi nouszame emadoliavell xolido!04@3) 
Waténed. Minines LtGsiies bid. ce ee eee eee oo wo MOBI AD, Lido} 81(1) 
BanimeMines kidsiores- hid. (iso eee eo le de ey OD REM appa 02(3) 
Wassie.Réd:iLake Gold\Mines:Ltd.........,... Di zonkeybal Aware! 07(2) 
WassiterPetroleums:Ltdid,.... . (49%..v9.8 da) Dil eotntevhe) dasdo (4) 
aura: Mines Pimitedy tt. 15.2% Ca. Pu). ee b>» eb cond Awatiol 20(2) 
Bara, Secord:@andy Shops Lid... . 2 6 ee ee ee OS FQN SpM.oF 8.88(1) 
\Datitentide, Financial Corp. Ltd......... (A O)..DLL coimenbal, 6 10.38(1) 
Laurentide Financial Corp. Ltd. ($1.25 Cu. Pr)... ei era 17.50(1) 
Laurentide Financial Corp. Ltd. ($1.40 Cu. Pr.) 0. 2). Goon. 19.00(1) 
Laurentide Financial Corp. Ltd. (6-1/4% Cu. Pr.) v0. eon soe. * 17.00(2) 
Laurentide Financial Corp. Ltd. ($2.00 Cu, Cv. 2nd Pr.) on eons 25.88(2) 
Lai Vérendrye Management Corp... . . .(-2.58.)). 253.4 gazloM eomieyvon: 8.00(2) 
Corporation de Gestion La Vérendrye. 2.00. 22 oe, 8.00(2) 
Dawson .S2iJonescLtd!. (Cl.A.) oe. eee ee ee el HOMBIDIORS SHic 18.00(2) 
Eawson Sadonessktd1(GliBi).. eee ee eer er ve o whi 2am 310 92.50(3) 
ReamooriMinerals)Ltdicssiion tual. . wae ee ee » pl comm, bied dois 1.10(2) 
edericuMines Ltdisg-iid...---s-e2-ee0-0% 5 di Letnomioval dogsol 18(1) 
Rlesds\ Metals: Conlidicemens Ltd, + eee sey oe Sonsiueedy oli siento) 04(3) 
WeeMac: Mines! Ltd..jag...... . doen ai¥raoe MuePAD oingenaia ls § 21(1) 
PeighsInstruments: Limited pines tit... ~~~ + » Dit goniM IsioM, sions 4.45(1) 
Leigh Instruments Limited ($2.60 Cu. Cv.A. Pr.) 2... ete 25.00(2) 
Beisure World, Nursing. Homes. Ltd... ..... -iJd 2aciM sciqusie’t ats 1:00(3) 
Leitch: MinesiLidiwiewona Sa. lids eee eee + o - da. 2oniM, pol aqnolt (4) 
Bemtex:Developments Limited );.% Avizias Li) -. Dit 21am) Sinesiines §5(2) 
Rennie. Red.Lake Gold. Mines Ltd... .. . . .novmieqnod muislouist. yorsinoe! 03(3) 
Beonis Fumiture.Ltdi. Wines Led... ~~ » Dt combi qugine aap 3 6.13(2) 
Regier; Mines; & Investments Ltd... 2st egnives: Jame 2 ao issineM (4) 
Les'Mines Belair Inc. . 20). Os Moles L wh, $2. sl 2b saameaa sb oupas 92(1) 
Weyacks Mines Ltda) Casmeiny of Case bE Bee BW. ganeeeiiost i amon (4) 
Hety Undustriesthtd. Miner’ Lid. ee eee ee er oe ees oO IIBE ies 13:50(2) 
Devy Undustries: Ltd: (69% Cu..A..Pr,) . oie we ne oe we oo elleds FTI 6.50(1) 
Bewes>River Mines. Ltd. bin... --+-.. AE OL 200iM Ried sulegol 11(2) 
Lewis Red Lakes:Mines:Ltdiid. »-. -6 2 eden een « DSL GoM prol 22(2) 
Lexington: Mines! Limitedinas. Lid. - eee) pee nw > ORL BOI WaeoTO! 25(1) 
Diberian: Iron: Ore Limited (ad. ee ee ee ee ed eon M ogockONB(1) 
Dife InvestorsiLidinus Lad. ve eee ern eo DAL, 2a0IM, Tage.) ane 7.50(2) 
Dife Investors! Ltd.)\(Wt.)'cees Cw. Lui A £) Adow. bit generoqie.o 1.25(1) 
Lincoln Trust! &.Saving Company .|.i4)(.4..Pwaon. Abi aGiisrome,). 12.13(1) 
Lingside Copper Mining Co. Limited 2... 0) Je On. Se 03(2) 
Linland Equipment Sales Ltd... .. LPOAl-o) JdeA. bit gatisyoqre.s 1.25(3) 
Mion Minésrlitdsiontss-Lid.- ne eee pore ee Aw oR Lagiaie sheawiolyt (4) 
Lion |Nickel (Mines,of Canada... . - botimrtt (sedesh) 2zouVomnal tau! 25(3) 
Lithium Corporation of Canada Ltd... el on a ee es 05(3) 
Wittle) Hatchet:Minerals. Ltd... . -. - ee ewe oo DE BONEN, 0 1 Iie) 30(3) 
Little/Longiac\ Mines Limitedics Jic.-.----. Di com ingesola in 1.80(1) 
EivingstonIndustries.Ltd....-.------ --.PhLellM ao lion ip 9.00(1) 
Livingston Industries Ltd. (6% Cu. A. Ist Pr.) ).0 ee. 39.25(2) 
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Livingston Industries: Ltd..(Wt.) . .(.7.9 s@S\M-@) bosiont. alli Ase. 1.e! 5.00(1) 
Mobell;MinésiLtd..) icf. vind. Je PENe) patil Jas. LolaeM, anilueM gait (4) 
Loblaw: Companies ‘Limited. (Cl..A.)......... 4 -bk) zanili sala) 5.75(1) 
Loblaw: Companies Limited. (Cl..B.)......... . Pk) agi unodarpoy 5.75(1) 
Loblaw Companies Limited ($2.40 Cu. Pr.)... 2... 00000 2. 30.00(1) 
PoblawGroceterias:Co\ Limited’... ....... -Wid.o2 2niniM, we 99.50(2) 
) Loblaw Groceterias Co. Limited ($1.50 Cu. A. Pr.) 2... 20. 18.50(1) 
Loblaw Groceterias Co. Limited ($1.60 Cu. B. Pr.) J enc be 19.88(1) 
Loblaw Groceterias Co. Limited ($6.00 2nd Pt. Pr.) 2 ee 60.00(2) 
Boblawalne. Cysdican. Mines hide oo os ee ew we w oth CG? grin 7.00(2) 
Mocana\Gorporation-Ltdi. .. ee ee wow » DAE BieMmleoyOl Jovinnlt (4) 
Pochaber,:Oil Corp; Ltd... 0... LW AD Detimid cont ooheM, (4) 
Mochiel: Explorations Ltdig..(td.0-522¢+0 M.D amgeld ent 1:54(1) 
Ljyiicdestan Mines Litdwes did...» « td.aQ saodqolet, A sagraslah, siaitine 05(3) 
Loeb fletds(M: Wines GY ans.Pl)..biL.gD saodqaleT, 3B domealet eralt 3.55(1) 
Bovistec:Corp:.Develoamans Cas. «as oes » DAL eoltegart Agnaiad) 8.25(1) 
Loisati Red. Lake ‘Gold: Mines Ltdié. . . . (iV). -DiJ. aotnecad Aguoadsrml 04(3) 
Wondon:LifesInsuranceGo: {ii . . 14 zoowosed.& anisieyc-otived » 68.50(2) 
London Life Compagnie d’Assurance-Vie. 2... 2.0. oo oe 68.50(2) 
Wondon:Pride}Silver Mines Ltd...... ... tat..0.0 3aq9e0 goer? Neder] 09(1) 
Bone’ Grecks Mines Lid... . ec es oe oo, DI eM, Hod bus-ainal 50(2) 
Bord. Simcoe: Hotel Ltds.(CliAs)i ui. eo... . - pani visoligh-athnel4 (4) 
Bor Explorations di idyoes- Limited oo «ae o Bel ve oe » OLE PONE Isyaal 21(2) 
Komex Mining Corpotation. Ltd... . 2h «eis ee via oe 2 QL lenph *.6.80(1) 
Wost RiveryMinineCorp Lid... caus gee ee see GAAS pass 3.85(1) 
BowannaiGold;Mines:Ltdid.. . 6 ee ee ee ew » NORD RRENIIHyopaR) 05(2) 
Mouisbours: Mines: tds... eu ee awa ce oe ve « DRM) Pan Ievecs he (4) 
Louisiana} Land. & Exploration.Co. ..... .. Dil. gail cio imaM aateel, (4) 
Louvicourt.Goldfield:Gorp:.. (isi. ( 17200) Oa CoRLA 2M Mado) jammaieel 11(2) 
Powers Valley ‘Mines Ltdivnviin & iaveiali peal boisbilosngD, gewodaeiel 12(2) 
Bucky Strike: Mines: Limitedyayzy. LiaoetioneeaniMh bind) slimiwollsY sta) 13(2) 
BundomMinesiLids imine «eee eee se ees  ROTMEL TOQUE jx KE] 55(1) 
Biuxor RedsLake,Mines Lid... 2. a «sess oD goods unegeiieht (4) 
ynbar Mining) Corp.. Ltd... ee see ee ee ee te o Di 2ORIM, ISA HB! 10(3) 
yndhurst; Mining. CosLtd., .. 04... boii ali, B.zsniM, done: *.02(3) 
Lynx-Canada Explorations Limited. . . . Di. za7mozee manu, dome 1.35(2) 
LynxcY ellowknife: Gold Mines.Ltd.....5.2.402.... Pk) 2001! andy! 04(1) 
Wy tton: Mineral Limited onrreat Limiiad «2. oe oe so - VL copie, Bo 1.30(1) 
MacAndrews) Red. Lake Gold.Mines Ltd...... . ot! 2ondy wlolusivel, (4) 
MacDonaldMines Ltd. oe ee ee wee ee eo OEE atOteolgxSs bisiye 08(1) 
Mackan} Exploration Limited... - 0.004404 oti 290 Dla gai! 63(1) 
MacLaren Power & Paper Co. (Cl. A.).. 2... 2 } Sn, me 15.00(2) 
MacLaren Power:& Paper;€o; (Ch. B.). .UA .%2) Bit oD gail vie 16.00(2) 
Maclaren: Power &. Paper.Co. (1% Pr.) . &% 2) Jatt oD oti wing) 50(2) 
Maclean-Hunter Limited... -.-4-+4/0. bout) 2am cdet yo 8.75(1) 
Maclean-Hunter.Limitée.. . i.e eee « OMUTLL YOIIM 261 oh gam 8.75(1) 
Maclean-Hunter:Limited.(B.)...... . wht eon Dinw.axtsd bel wien 9.50(2) 
Maclean-Hunter Limitée.(B.).... .. . . Dean, Qlow agat doA. vain: 9.50(2) 
Maclean-Hunter ‘Gable TV. Limited. ..... Bi zai sqiquaint-sii 8.00(1) 
Maclean-Hunter Cable TV Limited (7% Cu. A. Pr.) oie ee is 18.62(1) 
Macmillan, Bloedel Limited... .. .C1W)..3 .%.. Qh ziisioassA nifdas 25.50(1) 
Macmillan;Bloedel Limited (3% Pr.) . ..03.) 22ati. bilgi? $46.2. bag evasivios 47(3) 
Madeleine Mines Ltd... .. <4 20 « . hy! 29M, bigot sist bos ose! 2.54(1) 
es:Mines Madeleineiktée .. . - bos ee RAL.Q2 BRIG, gator) oi 2.54(1) 
Wiad LidisS:: Lingtal ss oe eee Melee 2d eee eis? Ag beg 6.50(2) 
MadisoniOils Lid. . os ee eevee weve we wo Rotiol goalie code 12(2) 
Madsen:Red Lake. Gold Mines Ltd... .... 2 Sah. SOU aAM 2aQoIeG 28 60(1) 
Magadyrie Industries:Limited.... 4 4.4.54. du) sinied 1695) ne 1.25(2) 
Magna, Electronics orp) Ltd... ....... 43W.A) Did aise tsoet ne 4.05(1) 
‘Magna Electronics Corp. Ltd. (6-1/2% Cu..Pr.).. 2... 22. en (4) 
Magnasonic; Canada Ltds 6). Dt nl dnemaplevad B.sebeoigsd 40) 8.00(1) 
Magnetics-International, Lidiguc:-\ ad...» ~ . DIL enheqat ssibsaa) 47) 80(1) 
Magnum: Fund: Ltd... Wistala C2HRA Lk gO) Dit eoihogar ssioegs. 23.38(3) 
MagomayMines LtdsiywellGien.. « -~ LAW) Did ainogaS melbeas.) al 04(1) 
IMaher:Shoesekimited . 6 ow oo ee ml (38) bi wounded osibaasD . 20.25(2) 
Maher Shoes: kimited (Pr.) . eee eee e oe OOD eAeeOn! Bre 8.00(1) 
Main Oka, Mining: Corpt. +5. t/2% Ou. Po). . Dalimit anodeoigasl Kasay, (4) 
Majestic: Explorations; Ltd.id «ee eee es De) ROBINS gruM, hosislys (4) 
Major Holdings & Development Ltd...) Su ee be 1.60(1) 
Malartic Goldfields (Quebec) Ltd. .......5% ii zratsolynd Srasie! 55(2) 
Malartic. Hygrade'Gold Mines Lid. . ooo oe ee eo Whe 2OMUVL NIN) 2.25(1) 
MandarinsMineszLidjes Connovation Lal. . DSi yasmin gon, 3o9te! 16(2) 
Mi:&-M. PorcupineGold Mines :Ltd.\.. 12). 4 Spann. 418 .BViIke. Re) Logan 08(3) 
Matieast, UraniumsCorpl Dtdiin.a2.Qo ike dy Kaban io pele. cai logene! 01(3) 
Manhattan Continental Development Corporation 2.00. 200.000 00000. 31(2) 
Matitou-Barvue:Mines: Ltdposation isi. SBE TONTEgMmOD UTE. aeloqune: 33(2) 
Manix;Mining.Coii Lids Cention Wise OnD.. YSQie teh, REMOTE, 20(1) 
Manoka Mining & Smelting Co. Ltd. 2.0). Se ee (4) 
Manor: Mines, Ltdsine {O89 35,3.00.00) Routt OI WOR SIRES SOKO (4) 
Nanterre Gold: Mines Ltdies. Uta. oe ee eel ie oe le a thd BIBT JO)Ra 01(3) 
Maple;Leaf; Gardens Lidiya. th (Mad 2 GAA) ID Eee gengh 30.50(1) 
Maple; LeafiMills Limited... . 66 6 eee DRL RDEOR,? LO YARAIN.. 15.50(1) 
Tes: Moulins. Maple.LeafiLimitée ....... .D)) anoles) smal? 15.50(1) 
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Maple Leaf Mills Limited (5-1/2% B. Pr.) 2... bee eee 70.00(1) 
Les Moulins Maple Leaf Limitée (5-1/2% Cat. B. Priv.).: td acu. 70.00(1) 
Maple Leaf Mines Ltd... .. 2... 2. 68402) ee ee 13(2) 
Maracambeau Mines Ltd. ......... 4.4.19) degtmied. eeascma . wate 07(1) 
Mata Lake Mines Ltd: =... . «(0.23 08.04) bommLS. foemagias® welded 09(3) 
Marchant Mining Co. Ltd. .......... fuse ena ian 4 oh ao 60(1) 
Marché UnionsInc: 4 sx daa af Week bottnid oD-esiison Dd weld:60@) 
Mareast Explorations Ltd. vi 2). 0000 ee ee (4) 
Margaret Red Lake Mines (1940) Ltd... ce ee ee es (4) 
Maria Mining Corp.:Ltd. oi. sel oe ae he ee ee o OHTL BRIG (4) 
Marigot Investments Ltd... 2. 6 eee ee ele Se es 25(2) 
Mariner Mines Limited (B. Wt.) . 2... 6. eee ele (4) 
Maritime Electric (\CoalLtds hiecteum« os .5 5. . DRL oimelae & 27.00(1) 
Maritime Telegraph & Telephone Co. Ltd. ........-2+5+-4-- 22.13(1) 
Maritime Telegraph & Telephone Co. Ltd. (7% Cu. Pr.) .. 2... -5+-55: (4) 
Markborough Properties Lid. 2... - eee es 5.38(1) 
Markborough Properties Ltd. (WL)... 0 be es 70(1) 
Marlex Enviro-Systems & Resources Ltd... 6... be ee 24(2) 
Marshall Boston Iron Mines Ltd. . 2. 2 eee i es 26(1) 
Marshall Creek Copper Co. Ltd. ... 0... a. tn ee Sa ee 07(1) 
Martin-Bird: Gold Mines:Ltdiccs. fd. ce eo LE ee et} oe 01(3) 
Martin-McNeely Mines Ltd. . 2... 0. ei ad DR IO eG 07(1) 
Marval: Minés\itdiaie Jk Cheneion! See. Scetes LORE 2gOceioig7c Bo 35(1) 
Mines. Marval’ Ltée) Atie x sau... sas Bl notteome) ania! zone 35(1) 
Marvens Ltd. (CLA) a. a! (lama Lat... ...,. iol) greet sos: 0 (4) 
Massey-Ferguson Limited . 0... 16 ee ee te ee le! ie 11.63(1) 
Massvali MinesLimitediiyek hich. oe ss hd SRM gaoee 07(3) 
Master Metal Corp. Mining Ltd. ..... ee ee 55(2) 
Mastermet.Cobalt:Mines) Ltd.tac (0). S10... .. 4500. Dis) Sites: Rigen 15 
Matachewan Consolidated Mines Ltd. .... 2... 2.28.00. 6 fe ee eee 07(2) 
Mate Yellowknife Gold Mines Limited ..... 2. ...-. 0005552005 05(3) 
Matrix. Exploration Limited .... 1... .5-. ++... 20h) ont Gobo 23(3) 
Mattagami Lake Mines Ltd. .. 2.2.0... 2. eb ee i ee 27.88(1) 
Matt:Berry:Mines) Ltdasicns J0d oo oe > ait Ged gaia. sada 09(3) 
Maverick Mines: & Oils:Limited .2.:)...... 55.1. 40.) .gane™) Seuoosik 12(2) 
Maverick Mountain Resources Ltd... 2. se ee 20(2) 
Maybrun! Mines Ltd... 0.0... . DAI Zomil Glo) -stipmwenie? 20g 10(2) 
MaycorMines\ Ltd... i TE tio OE 05(3) 
Mayfair Molly Mines Ltd. ... 2... Jet ce ee 06(3) 
Mayfield Explorations Ltd... . 2... 1 6 1 ee I tae 14(1) 
Maylac Gold Mines Lid. ... 2.0... 5... - GOU0UL Gi Mncigat oho (4) 
McAdam Mining Corp. Ltd. . 0. 1 2).A 0} 2D ene oS tye Site. ae 41(1) 
McCarthy Milling Co. Ltd. (Cl. A.) 2.8 20) 22) ee. ee ee (4) 
McCarthy Milling Co. Ltd. (Cl. B.) 22% sl. ieee oe ee ee (4) 
MéCoy:Laké; Mines, Limited® acs iad... .. . -Dotion.l alagiaseioeN! (4) 
Ives Mines du Lac McCoy, Limitée ..... 2... . -SML. ee tnaianiyl (4) 
McCuaig Red Lake Gold Mines Ltd... . 2... ee eee 02(3) 
McFinley Red Lake Gold Mines Ltd. .. 2... 6. ee ee ee 05(3) 
MclIntyre-Porcupine Mines Ltd. .. 2... 0.2 es 74.75(1) 
McLaughlin Associates Ltd.,)S. Bi)... ee es 13.00(1) 
McLaughlin Associates Ltd., S.B. (WL) 2... ee es 5.30(1) 
McManus Red Lake Gold Mines Ltd... 6 0.0) ich on be 01(3) 
MéMarmac. Red: Lake Gold Mines. Ltd... ........ -bit somti4 anisisis! 01(3) 
MEVittie Graham Mining Co. Ltd... . 2... .. ab) Sols sale 1.55(2) 
WMedipack Corps Tits. os ww a ee ht SES Ses Liat cate ot 1.45(1) 
Melchers!Distilleries| Limited... . «sc 4 we SE 11.00(2) 
Bes, Distilleries Melchers: Ltée... . . =. . Dat. ecmilt lio) ole Gatln 11.00(2) 
Meélton| RealEstate Etd. | ot 2... wees otina lL eootenhad singbs 1.60(1) 
Melton Real, EstateiLitd: (A.sWt.)is baw... « bid gre? eaincainsls asc 48(2) 
Menorah: Mines Ltd... ... . «(79.0 ho 1-8}.. Bid .mieD eninextoels sags 111) 
Mentor Exploration & Development Co. Ltd... 2.26. 2s ee eee 60(2) 
MEPC:Canadian. Properties Ltd... .......~. hid lenatiemaint 2citen 7.38(1) 
MEPC Canadian Properties Ltd. (6% Cu. A Pr.).. 2... 8.0 ee 18.88(1) 
MEPC Canadian Properties Ltd. (Wt.)........-..-% 3 ani, asic 2.40(1) 
MEPC Canadian Properties Ltd. (Rt.) .. 2.2... 2. i ona ated (4) 
Mercuria Industries Limited... ...........-. (9%) Solin edad sete 80(1) 
Mercury Explorations Limited... 2... 61. 22 ee el 10(2) 
Merged Mining Enterprises Ltd. .......- 2.28 2 oe ee 153) 
Meridian Mining & Exploration Co. Ltd. 2... se ee 58(3) 
Merland Explorations Limited... . 2. © bh). (oudoi able alin) ale 75(1) 
Méta Uranium -Mines;Lidadist .. sd aeniM blot ebarayhl -oiietal 11(1) 
Meteor Mining Company Limited .... 2.2.2... sce eee 04(1) 
Metropolitan Stores of Canada Ltd. ... 2.2... 20 oe ee ee 15.38(1) 
Metropolitan Stores of Canada Ltd. ($1.30 Cu. 1967 Pr.) 2.2.52... 19.50(2) 
Metropolitan Stores of Canada Ltd. (6-1/2% Cu. 1961 Pr.) 2.5. 2. 18.50(2) 
Metropolitan Trust Company, The ....... 2.22282 ee es 18.75(2) 
Metropolitan Trust Company, The (Rt.) .. 2.2... ee 90(2) 
Mexican Light & Power Co. Limited .b).).0) guamis ge ites 6.82(3) 
Mexican Light & Power Co. Limited ($1.00 Cu. Pr.)...... 62.4. 11.38(2) 
Mextor |Mineraleybitdlerm . wn oc wc ss dd coro boo), aoa 30(3) 
MGF Management Ltd;(Cl. A.) . .. 2... ~~. « DAL aeeshiie) hot 1.95(1) 
Mica Company, of Canada. Ltd. ............ het alli inet. ide (4) 
Microsystems International Ltd... .. 2... 220) 2 ee 5.38(1) 
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Microsystems International Ltd. (Wt) .. 2... 2 ee eb ee es 1.70(1) 
Cie International des Microsystémes Ltée (Wt). 2 eee 1.70(1) 
Midcon.Oil&.Gas ‘Limited. . . ... 0... ca ne +s ofl Dal. Nae 51(1) 
Middle, Bay, Mines: Ltd... 2... ee en LOTR The 01(3) 
Midepsa Industries Ltd... 6... et Geli ites 16(1) 
Mid Industries & Explorations Ltd... 2... 22 ee ee 40(2) 
Midland Nickel Corp. Ltd... . .. ..01.1..00 aigivsolgnc.& HR soneodE 18(2) 
Midland Petroleums Limited. ...... . halunid vasqmol.gauuN) waned 06(1) 
Mid Patepedia Mines Ltd. . 2... fs) ee i ee es 14(2) 
Midrim Mining ‘CouLtd.t 2. . . ee oot cL Bio Sie 12(1) 
Blid=WestiMinestlitd Lad wos. ..6 se ae ee es dee Sd 2O.oweeae 05(2) 
Mija Mines Limited .. 2... ee ee ee ss old 2uisloM wee 12(2) 
Miles Red: Lake Mines, Ltd... <o).(.99 .A 0). a \) IL] au evrielonl wit 02(3) 
Milestone Exploration Ltd... . 2... 26 0. ee ee es 08(3) 
Mill: City Petroleums Ltd: 2. 02. 02. A.A. 182) .2595 ofl oisiogs Bate 2.06(1) 
Millerfields Silver Corp. Ltd. ........ 8b. Ee Os (4) 
Milton Brick Company Ltd. ........... +. sd waned! Jie list. 3.85(1) 
Mindustrial Corporation Ltd... 2. 00. ee DIR) Ded 7.25(1) 
Minedel, MineS Ltdsic.co occce om Lids |e 2am blog) seneguct one 04(3) 
Mineral Exploration Corp. Ltd. ... 2.6... eee ee 12(3) 
Mineral Mountain Mining Co. Ltd... .. 2... .-- bee ee ee 18(1) 
Mineral Resources International Ltd... ..... 0.252 SG ee ee 35(2) 
Mines Iberville tée4 ives Ad. ce ee ee en oe wD om ep ionat (4) 
Minex: Development Ltd... .. 2. 1. 1. 1 2 + hl ABO.) OPI? 28 10(2) 
WMin-OreMirtesttd, Wr is. 6 cr es es «sd SoM eons 03(2) 
Mirado: Nickel Minesiutdion Joc. 6 cs» oD ae cao cae 02(3) 
Mirocinéssb tata sss sun da el eo oo, ed BR ee Sbieone 05(2) 
Miron:Company,Ltd.i(Cl. A.) . 0. es tk eR Be 4.10(1) 
Compagnie Miron Ltée (Cat. A.) 2... 6 ee ee 4.10(1) 
Mistango River Mines Ltd. ..... 2... 08 eb ee ee 12(2) 
Mistassini. Uranium! Mines Ltd... .......... . beta sbansl.ie as0n8 10(2) 
Mitchell Co. Ltd.,,Robert'(Gl..A.). . dx t..q9 aniai dado. asyue 11.50(1) 
Mitchell iGo: .LidRobert (Cl. B.). «2... ... 4.2 Dit eon, snopnee (4) 
MLW Worthington Limited... . 2... 2.4.64.» SL ay. Loren 12.75(2) 
MLW Worthington(Limitéelan) [2% . 2.5 5 eso BI gore 12.75(2) 
Mobilex Development Corporation Limited... 2.2... 00.5022 eee 85(2) 
Mobil Oil) Corporationy!. . s/c ed EM 51.25(2) 
Mogar:/Minesiitd. (ols Jk. ce ke oe a SM TS (4) 
Mohawk Industries:Lid. .<....«... .hi.l.2emM. bled ox g.j..beA sizes 90(2) 
Mohawk Industries’ Ltd. (6% Cu. Cv. Pr.) ...... . Dh) snowed. 19h 1.95(2) 
Mohawk Mines itd. 2... cc es ne cs + & oR, Batre 02(3) 
Méllie, Mac: Mines: Ltd! a... 2. 2 cass DL equd?é, yhas)) ciubeed, auie 09(2) 
Molson Industries Ltd: ((CliwA.)) i... ... . LE .qaeO ietoneaas, sia 19.75(1) 
Les Industries Molson Ltée (Cat:) Au). 20.4) ad .qGld Aeiotume aku 19.75(1) 
Molson Industries. Ltd.i(Cl. B22 .c 2) Oe) Jn) cae stoner oan 19.75(1) 
DesiIndustries Molson Ltée (Cat..B)) i .1.03 .bid .qacl) Letomene’ 2a 19.75(1) 
Molson*Industries:Ltd.n(Chin€). v2 wv OO.22) sid .qael) ietonent. chiacaust (4) 
Wes Industries Molson Ltée (Cat.C.). . . . . aa knamiezanely. 2yne. 7. at (4) 
Molybdenite Corp. of Canada Limited... 2.206. 0.2 ee es (4) 
Molymine Exploration Ltd. ..........-.65.4).0)s sonel ©. oem 10(1) 
Moly-Ore/Mines Ltdsices ioc. 2 os +. es 1,810) BL gonol, 2b. noes 32(2) 
Monarch ‘Gold,Mines. Ltd... 2. 2.6 2. se. os 2s hl elarom apna 02(3) 
Monarch Investments. Ltd... .. . 42.65.05 0450 kh eon 23.38(3) 
Monarch Life Assurarice! . . 2... 6. oe en we a ss A DEL OD atoM 28.00(2) 
La Compagnie d’ Assurance-Vie Monarch .......-- 252-45 50% 28.00(2) 
Monarch Metal Mines Ltd............... Dalim it einoriuneah dgic 07(2) 
Moénenco, Ltd: jded . . fad .AwS.2o 08.Se) Sati d ainoenmenie 6.00(1) 
Moneta Porcupine Mines Ltd... 2... 2 ok ee ee oe Ss 60(2) 
Monpre Iron Mines. Lid.it 2. ee ee 2 Bl poet (4) 
Monteagle Minerals Ltd... 7... ...... -hotimnt sisomqolevead xeims 35(1) 
Monterey Petroleum Corporation .. 1... 6. 0 es 21(1) 
Mont Laurier Uranium: Mines: Ltd.... /......... bil Siu 2166 86(1) 
Montreal City & District Savings Bank .. 2.2... 2. ee 14.88(1) 
Banque d’Epargne de la Cité du District de Montréal... .. 2.2... 14.88(1) 
Montreal Refrigerating & Storage Ltd... .. 2... 2... ha Peas (4) 
Miostreal Inst, Cold Migs ae. wc ans a las «= DR eR 18.13(1) 
Moore: Corp jLitdiwetions Lele ow 4 6 FO. A.uO SRO) Di, eoneubr 38.00(1) 
Mooshia Gold: MinesiCGo. Ltd. wi... . . 4... Dd con, toi esws 01(3) 
More: Minés: Limitediyi!) Mines bids so... « . DRL. zon, eon eer eae 17(2) 
Moresby) Mines Ltdoy->. tel. 2. 450. os... DSi een ome 15(2) 
Morocco: Mines Ltdionvuerstat.......... belie ork canes! O08(1) 
WMorono Copper Mines Ltda’... 2... +... +5. - 5 Dit molagyal oe 21(2) 
Morse Corporation Ltd., Robt. (Cl. A.) 2... 22-668 oe Seas 14.00(1) 
Morse Corporation Ltd., Robt. (Cl. B.). . .w.cma. see a. 30.00(1) 
Morse Corporation Ltd., Robt. (5-1/2% Cu. Cy. A. Pr.) 0. 22. s- 33.00(2) 
Morse Corporation Ltd., Robt. (5-1/2% Cu. Cy. B. Pr.) . 2... 55: 31.50(2) 
Motorcade:StoresiLimited. .. . o.oo 0 oe de & es 25(2) 
Mount Jamie Mines (Quebec) Limited . . . . . Shuind 4G eoo)d toe. ino. 15(1) 
Les Mines du Mont Jamie (Québec) Limitée .. 2... 2 ee 15(1) 
Mount Keno: Mines. Ltdis Lu. oo. oo... Dd alone tedoieal out 01(3) 
Mount Pleasant Mines Ltd... .): 08 4... . -botimit.zsaii osi.enad alts 25(2) 
Mount Royal. Rice Mills Ltd............... Di). 2amignbal andes 7.50(2) 
Mount Royal Rice Mills Ltd. (5.80% Cu. Pr.) 2.2... 2226. ee 20.00(2) 
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Mount’ Washington: Copper ‘Co. Ltd. ... 2... . (7) bid esinvenbal sox 07(2) 
Mount! Wright: Iron:Mines Ltd... 2.2... .....4. ot eeleedid ditive’ 20(1) 
MPG Investment Corporation Limited... 2000000050. be, 4.20(2) 
MPG Investment Corporation Limited ($1.30 Cu. Pr.) 22... 000. 15.00(1) 
MBSN"industnes:Ltd: 22... 2 2 Bd een aenqnS of 6.13(2) 
Mt"Hyland Mines Ltd. Sen. ew oe DN eeeiaiAe onion 17(3) 
MTS"‘tnternational 'Services-Inc.. ... .... . . .0D. solegimmener? 2a of 3.00(1) 
Multi-Mimerals"hid: .......0.6.050%24 44 5 cai bode sitor 27(1) 
Multiple Access General Computer Corporation Limited’... 0.00... 1.25(1) 
Murgor-Explorations.Ltd.. . . . 098 ..2 dRAE-A). yk! eed medal onion 09(2) 
Murky’ Fault"Metal. Mines, Ltd... ........... fh alOnetlt ofion 50(2) 
Murmac*Lake ‘Athabasca Mines Ltd... .... . . holier amnelovte? offing 02(3) 
Murphy: Oil CoPitide’ . 2.55.4... .< DIP eHO BiesaiM 1982 3 12.00(1) 
Murphy: Oil Co.) Ltd" (5-3/4% Cu..Cv. A. Pr.) .. . . . . S04 arteind ¢ 31.00(1) 
Muirit Phototax. Ltd Sk a «se ad een meme on 3.30(2) 
Miurrit Photofax’Ltd..(Wt.) . . .. (2% 4.) er L eomilbivs rosea ohies 40(2) 
Muscocho Exploration: Ltd.. .......... . .DiE asi enidewd bandon 18(1) 
Mustanf'Mines*Lid?. <7) 7. 5.0504... . G42 shear le nonmeaed oon 29(2) 
Miymar ‘Minint"&.Reduction Ltd. .........2..+ .-bid tule op 26(2) 
My-Ritt’Red’ Lake Fold"Mines Ltd... ........ . J anobenelgnd, aisd. (4) 
MytequeMines ‘amited 2 20. 2 2% 3 ss . DRL emuatonet aetind, (4) 
Mytofon ‘ChenmucalInces™. so... 5... 5 RE Ratie), aelletoM te: 2.75(1) 
Mytolon’Chemical Inc/(Wt.)2 SS. os 8 BL eeametolert onint 1.003) 
Nabors DrillingeLimited?. .....2 8.5. nance. . SNE Sea gS 10.00(2) 
Na=Churs- International. Limited .....~... . Did asa enigunod ae 6.00(1) 
Nadina Explorations Lid. ............%. 2% SE apemsace? agonue 91(1) 
Naganta Mining & Development Co. Ltd... so. sd ee 21(1) 
Nahanni Mines Btd: sian. od kc eR tee 8 0 esa neohondA oe 20(1) 
Nasco: Cobalt Silver Mines ‘Ltd... ..: . .G0nentJ. oruishinie’, asihena) ae 01(3) 
National Drug & Chemical Co. of Canada Ltd. ... 2... 0.0000 5.4 6.00(1) 
National Drug & Chemical Co. of Canada Ltd. (Cu. Cv. Pr.) 2. 220. 8.50(2) 
National Grocers Company Limited ($1.50 Cu. Pr). 2... oe. 24.44(3) 
National’ Hees:Enterprises: Ltd). . 2... 3.54. .mOReIORTION DD. mea 2.75(1) 
National ‘Hees ‘Industties Ltds 2... 52 ..t%5.22.08 Rr ean mod 2.70(2) 
National’ Hees: Industries Ltd.. (6%. Cv. 1st: Pr.) . .sotinniJ. 2etmeqard aogseed. (4) 
Wational*Nickel:Eimited 2° A. 2% a. 6 CR aah: soparisan 17(1) 
National Nursing Homes Ltd. .............. da snini. yaiam 75(1) 
National Nursing Homes Ltd! (Wt.). ... ... .Bh2 2araubal. toatl basin 35(2) 
NationalPetroléum:-Corporation.. 2... . yeas? visemes awel. 2:35(1) 
INatiOlalss cay PrOUUCtS TL. w <)S ce WEISS, © See oe Ree oe Teen COREE EME: 9.50(1) 
National Sea! Products Ltd. (S-1/2%:Cu. Pr.) . . . bit. eos tov, aebe 3:25(2) 
National=frust\Comistds: 2% 2S te we ne eee HOR CORIO RAIE TAD 32.50(1) 
INation® Lakes Mines! Ltd’) oa... s 2. COE Je) Dil 2oonmoreXt rehaiinin: (4) 
INAUVE WHTCLAISr tomers Sak Enos Sek a Rt sk MRD KTR Om Seed OUR 03(1) 
Neuve’ Mines Rid‘. .....43 . Di gmgoott, alow netehiinena>. O16 05(2) 
Navco' Food Services Limited’ 22... 0.4%. Ubi eo ovis. nae. (4) 
INGgorMinessihids <3 34 tS RR ER 8S 8 Se Re aioe oii: (4) 
NellowMinme Etd 5 2. 8 8. ed, Bee, enonagtioin’ 2a% (4) 
WNelson’s ‘Laundries: Co! Ltd? (6% Cu. Pr.). 2.2... ... 3 oR zemig 7.253) 
Nemrod Mining: Co Lid’)... 2... 2... Red aol Toye, above 18(2) 
Neonex:- International Limited... 6k. ak ok 2 eeRROAE TA 3.70(1) 
Nesbitt ‘Mining & Exploration Ltd). ........ Domi eeaiswiqn So 25(3) 
New.’ Artfield: Mines I'td. .. 2... . . Gi) gavleed 4 arte toy, aosa, (4) 
New: Associated’ Developments. Ltd... .... . . Di. aniwalonet toy. 2088. (4) 
New Athona’Mines Ltd  . 2 ss ca hee. 8 Ronee Isbiicios 10(2) 
INewbaska' Gold: & Copper Mines Ltd...) . 2.2... .. DA somiuneen. toat, (4) 
New. Bedford Explorations Ltd. 72.2. 2 J. ck eon Set OraRld 09(2) 
New Bidlamaque Gold Mines Ltd... . 2. 60. 2 ndinay, (4) 
New: Brunswick: Telephone Co. Ltd. . . 2. .(.8 J). Dit. omit aqih ont 14.63(1) 
New Brunswick Uranium Metals & Mining Lid.............00. 2.90(1) 
INEW Calumet Mines :-Ltd.. . . . (32.59%. A J. 0) DRE aot gash eee 20(1) 
New Campbell Island Mines Lid... . . . . HL 23g Ohigahs OO mT. (4) 
New: Cinch Uranium‘Ltd.: 2... ..... ..00 alsiaM, Seon sia? baa 19(2) 
Newconex* Holdings Lido Ws 6 528 482 38 28 8 8 TOD BOE Gah 4.70(2) 
New Continental Oil Company of Canada Limited's. . 22 De. 69(1) 
New: Cronin Babine Mines Ltd... ...:... 284 aigllowsl yRer é ninga 06(1) 
New. Davies Petroleums. Ltd). 22. 6 (.& 17) DID eIoiowar Bet? B SIANS 06(1) 
New Digby ‘Dome Mines Ltd. . . (72 ..w2t Wp) O14 artlown) Whar? 8 algo 04(3) 
NeW Dimension’ Resources Ltd... . . . Soiunileooke. Jasmine a aiges 58(2) 
New. Dominion Nickel. Mines Ltdit singist barsmaad &, anoint Ao 02(3) 
New:Far North Exploration: Ltd.; . 2. . s+. 2. QIRRONE SreufrIRE axa 04(3) 
New. Formaque’ Mines .btd.. 2... 22... 2s DOORN Mh ee? Org 04(2) 
Newfoundland Light & Power Co. Ltd. . 2.2. ei 12.25(1) 
Newfoundland Light & Power Co. Ltd. (5-1/2% Cu. A. Pr.) os. 2 ee. (4) 
New? Forty ‘Four Mines Ltd". .°)-. 3 3s ss. SL aie: RED INST. (4) 
New: Gateway Oils. & Minerals Ltd. . : :: +. <2. RS eamihl aavine oem 11(2) 
New: Glacier/Explorers' Ltd¥ 2.0% O<°>. «2 ORL. 2OntM Saks D7 eeion 05(1) 
INéw* Gold Star"Mines' Ltde ss 2. 6 ok 5 8 yD ROBE ARONA. (4) 
INéwW Goldvue Mines: Lid:. 2 2. sce ee. Re ahem. Rawal 06(1) 
Neéw: Harricana Mines Ltd)... . . . od? .. OLD wieqmin. a8). One. (4) 
New Hope Porcupine Gold Mines Ltd. ...........-.0. 0000008, (4) 
New Hosco "Mines ‘Litdl'.*. OSU SOP EP ee bee 6 OI ORION 62(1) 
New Indian Mies Ltd® = 2. 2. 252222 Sis ss Soe Re eth aie 06(2) 
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New: InscotMines: Ltd. os. 6 cn. Bil eiengignd, asdeuO, mrorine! 40(1) 
cNéw: Jason;Mines. Ltd. 0. 2. . GLA ROOM, &@. leaimetD ant, mrodina) 03(3) 
New Kelore Mines: Ltd... (2% .A wD} bit baoW w. isuinwed> xa, mote) 05(2) 
New. Lorie Mines. Ltd’. 2 24 te) Ae. BEC) .bid onddgalel, madre 04(2) 
Newlund Mines: Ltd... =. C9 tek “RPMI -C) . bgt enongatal, modmy) 13(2) 
Néw MallenRed* Lake MinésiBtd.)) 0} (2. Wali 0) Dit ommlgsial, qisdino! 01(3) 
New: Marvel; Gils:Ltd.. ss. 64.0. ck sw kk ss os « CR eR Ogee Aol Aili) 
New. Metalore: Mining .Co. Ltd)... 2... . DELL noewmiqed singdno) 45(2) 
New Miller Pipe Lines & Mining Exploration Ltd. 2... 22.0... 2. 07(2) 
New: Mount Costigan Mines Ltd... .. 0.0. 2... +. -RhT AiO baal! 16(1) 
Newnorth’Gold“Mines: Lids). oe oo es ese ane MEHL DIRT! 05(2) 
INew: Pascalis’Mines Ltd... 2... 0 Ss DE aroliniolqest ahotinoe! 20(3) 
New. Picton" Uranium: Mines Tid. 02... .. 0... DEL SoH Bink dno. (4) 
New: Potterdoal Mines. Ltd.- 2... 5.2... BAT enotinialgsd aac. tho! 04(3) 
New. Privateer. Mines Limited”. 002... .. EE ehoderoine eilivadio! 19(2) 
New: Providence Development Co. . ..2).) .coiilvl. oda) daslsdka wey dho) 36(1) 
INéw Quebec Raglan Mines: Limited 29 2) Ob) bf 20nd more. ol 6.90(1) 
New: Redwood'Gold ‘Mines: Ltd.. .. ... ..Qh) coarngiaies. anore laswelmoyi, (4) 
Newrich Explorations Lids 4.265 0 0a5 wise ess 2 8 SRO URE leona) 06(2) 
New- Sendtor Rouyn Ttd?. 2S cc we es CR OD Jan ewe! 08(2) 
Mew Taku Mines ‘Ltd Se oe DST si eo) 26(1) 
New. Territorial Uranium Mines Ltd... ...... Dit 2s yoninl’. dna) 11(1) 
New: Unisphere ‘Resources Limited ..... . . Dhi.eawiweoN mat ine We10) 42(2) 
Newvan Resources Ltd... 2... 2... (4W 8) OLE. 22cqeod sid lea Vii! 28(2) 
New: Walcord ‘Mines:Ltd.. ......... Bit BOMRIGAD, Sti. alleyiua) 02(3) 
New: Wellington ‘Mines Ltd. ...<........ ..biReaniM, agnaunadk gv! 21(3) 
NewYork Ouls Limited 6k 4 <A? TOOT a dat ANOSe BVO! 65(2) 
Niagara, Structural Steel .Co* Ltd tof). 211.02 26woFd Sh (Gs Ripe BuB MT, (4) 
Niagara Structural Steel Co. Ltd. (6-1/2% Cu. Cv. A. Pr.) 22... 18.00(2) 
Niagara Wire Weaving Company Limited, The ...........00.. 11.00(2) 
Niagara Wire Weaving Company Limited, The (Cl. B.) 2.5.0.0... 10.00(2) 
Nickel Ene Mines’ Eimited term. b 8. ssa kee wd Roe ween net eran RSIS 14(2) 
Nickelake Mines Lider ots am wen ks es ~ SOE VEE aon 26. 02(3) 
INICKeMOMISEIS IG eee thc oh ES. mde wes, nike) wow em, NoTUaR ted SE COPURRRE 1s 14(3) 
Nickel’ Rim" Manes’ Limited 22. 2 2. bss oc ws + he OU Bini 10(1) 
INICODASVIIDES ECGs sc ee, Sw Ew ele eta es ee) CUS MESURE er Ree SPAREN 02(3) 
Nieohal. Mines Lidh"\. .. 455. 5.5... 01. qo nomgeisysG, new Vt: (4) 
Nisson Mining & Development Limited............... 000.4. 1.80(1) 
INithRiverPetroleums-Ltd .........~ Di) aeiisingiol, Ising, Iey) 31(2) 
Nitracell’Ganada Lidl’. caw ee Oe eink. DReReiiaoeree “SOW 30(1) 
INoble? Mines &:Olls td. < sn 0 Oe Oh CDE earthy, aah qo). 77 1.15(1) 
Nocana:Mines' Ltd. . 2.20.99 20 Poy point sslsioage Boor! aly es 03(2) 
Noctin Investment’ Corporation. Ltd.. ... . . . alimit anmaleist boos). (4) 
INoland Mines’. Ltd. SS 3 8 es Se wks BUS CORI, Blow aga Ta, (4) 
Nor-Acme' Gold’ Mines’Ltdo 0... 2. .ROLUSTIOGIO I) MS NTR, INIA 18(1) 
INeradco"Mines Lid’? 2.2 wk ss 6 EE QSOS. © Ina PSI, (4) 
INoranda-“Minés Ltd ee ec. « s EE BRB TO.gID HOt Ae 32.75(1) 
Nosbaska\'Mines Ltd. 6s 00%. LE RY), DR ol St eT, Say Tit 19(2) 
Norcan Mines Limited .......2%. PPIRMION MM. COLRA) RSMO NOI I 10(1) 
NorcoyvOnl ‘Corpy sii. 2 LS oS AN wwe hI OOTOEN, egret 1.19(1) 
Nordev-Mines: Ltd.:*) . 3.30. CA Ea LOLS migeqeoheey ageacaal 10(3) 
INordex Explosives Ltd)... 0. S402 08S vo sO) bi eroiaollshh Tigesonal 50(1) 
Nordic Industries Ltd: oo ON es AW LE goers nmeeaaAs 18(2) 
INOrexResources Limited: 2s. 4 $04 05.5 5%... GH Baer haben 20(2) 
Norgold Mines Limited™ =. . (79 460.0800) yomgqion) snenqals | naSHRA 03(2) 
INorlex “Mines Ltd. 20'S. Oo. 33. Rie BOUBIRGIA INSMEI ET BORER SF bet 26(1) 
Normont ‘Copper Ltd? Jet A ote) ay aonmone? lnorigava Shem Bh, (4) 
INorque ‘Copper ‘Mines ‘Ltd! . O10 Y 0.) sats Soresaqia2 LASRRZOW SUBIR ON. (4) 
Norseman Mines' Limited; 4 3.4 4.4 3654.53.64 3% Dldeon Dia aavik 80(1) 
Worthair Mines’ Ltd! 2 2 PON se eo ks. . EE SOR IOEE Rea 15(1) 
North-American. Asbéstos:Co. Ltd). 2s... 5... 8. RE eM Ae 04(2) 
Worth American Land”é Leisure Ltd)... .. .... . WKS 2iNelaTe naka: (4) 
Worth American: Rare“Metals:Ltd.: ..2......... SA sone BeigAM 18(1) 
North American, Rockwell’Corp. * 2. 6 6. 5 8 ot 3 Ad SORT 29.00(3) 
INOrthcal‘Mines Ltd?. <5. sos 08 6 AE QyedauD) zacil! aaqge.? Baa 41(1) 
North CanadianOils Ltd’: 25 5 64 2558s os ss J RORERE ASR, OS e 5:50(1) 
North ‘Canadian Oils Ltd: (5-1/2%. Cu. Pr.) . . . . . 23h.) ODRNS.) JS 38.00(2) 
North Coldstream-Mines Lids 2.5.5.4 fas 0 tw es WOE, RO 48(1) 
North Continental Oil & Gas Corporation Ltd........ 2.2.20 002000 02(1) 
Nerth*D’ Arcy ‘Explorations ‘Ltd... . 2... aid couRIaqIe 2 seat ODA 20(2) 
Northern’ Canada‘Mines Ltd... 0.5 oe ct ee oD BOR OBTiION 49(1) 
Northern & Central Gas-Corporation Ltd. ............ Dhoni 14.00(1) 
Northern & Central Gas Corporation Ltd. ($1.06 Cu. Cv. Pr.). 2.2... 22.00(2) 
Northern & Central Gas Corporation Ltd. ($1.50 Cu. Cv. Pr.). 2.2... 28.75(1) 
Northern & Central Gas Corporation Ltd. ($2.60 Cu. Ist Pr.) 2.2.24 37.25(2) 
Northern & Central Gas Corporation Ltd. ($2.70 Cu. Pr:) 2... 2.6. 37.00(2) 
Northern & Central Gas Corporation Ltd. (Wt.) . 2... 2... 0002 00 5.50(1) 
Northern ‘CoaliMines Ltd: <i. ce a. RD eM oes Ganees 12(3) 
Northern’ Gem-Mining*Corp)Ltdet. 4 65224. 5 0. DRS D2 EM lowes 02(3) 
Northern Homestakes' Mines Ltd? sy 2... /s.. 5 O00 2d) a, RBIEGYS 24(1) 
Northern Homestakes Mines Ltd! (Rt.) o.oo. 01(1) 
Northern Metals Limited .: : . << a9 WS bas onl ..bit designe. heey. (4) 
Northern"Nuclear-Mines'Ltd.s ¢ 64.04 52240054. DRE Canenird ont. (4) 
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Northern Quebec Explorers Ltd. .......---2-. sil ea eal ee 12(2) 
Northern Tar, Chemical & Wood Ltd.......... 0a) 00 eee 3.25(1) 
Northern Tar, Chemical & Wood Ltd. (Cu. A. Pr.) . 2. eee 17.00(2) 
Northern Telephone Ltd. (5-1/2% Cu. A. Ist Pr.) 2.2.22. 2 eee eee (4) 
Northern Telephone Ltd. (5-1/2% Cu. B. Ist Pr.) .. 2.8.2. e ee ee ee (4) 
Northern Telephone Ltd. (5-1/2% Cu. C. Ist Prose oe ee 14.50(3) 
North Expo’Mines Lid. ... 020-20 + ee > a bed tit). See Hei (4) 
Northgate Exploration Ltd..........-. 08) so. ue cua ae. 4.70(1) 
North Island Mines. Limited.) syaiaboahand. woinihl.G gondt ogi elliMl ves 12(2) 
Northland Oils Ltd. ~. ...0......... Bil asahé segiieo 2} ici ves! 82(1) 
Northland’ Trust'Co. .'.... 2. eas ee eee LD coi blew sineaesr. (4) 
Northlode Explorations Ltd. .............. Ji) soi. sunoand ose 16(1) 
North PacificMines Ltd})......-..... .bi) zen anviamU nero ex 37(1) 
North Rock Explorations Ltd... 2... 2. - ee ele te 2:25(1) 
Northville Explorations Ltd. .........-- bow. eel el ed 06(3) 
Northwest Canalask Nickel Mines Ltd. . . 2... fet oe er od 06(1) 
North Western Utilities Ltd. (4% Cu. Pr.). oc en cise see oe 54.00(2) 
Northwest Sports Enterprises Ltd. ... 2... 4.0. ee de sboe. 6.00(1) 
Northwest’ Trust ‘Co: $90 J40........ 4...  .500 atomroliss Aorwort: (4) 
Northwest Trust. Gax(Pr.)) o 30-0... 2... 5. SE Oe aclenee wear. (4) 
Northwest Ventures Wimited .. .........-..-. . > Sh.Deami. thal ans 52(1) 
North Whitney Mines Ltd......... 404 cowl suswigi). lenciinss! wna". (4) 
Nor-West Kim Resources Ltd». ...... tatimid asqmeoied. siedqein ee 18(2) 
Nox: West Kim Resources Ltd..(B.. Wt.)......... - Sk) eaonieesn sevecse® (4) 
Nouvelle Mining Exploration Ltd. ..... 2... 00d eee 10(2) 
Nova Beaucage Mines Ltd. ............ Jd smile QumiioW! wie. 26(2) 
Nova Scotia Light & Power Co. Ltd. .....-... 08s. 24 es 13.13(1) 
Nova Scotia Light & Power Co. Ltd. (4% Cu. Pr.) 22. 2 ee ees (4) 
Nova Scotia Light & Power Co. Ltd. (4-1/2% Cu. Pr.) 2.22.52. sivi. (4) 
Nova Scotia Light & Power Co. Ltd. (5% Cu. Pr.) - 6.2... 2. ee ee (4) 
Nova Scotia Savings and Loan Co... i... 2s oe ee ee 15.50(2) 
NON: Mines Lid, L49vG 2. oe ee belie aan Sea 17(1) 
Les Mines N'QO.N: Limitée ... 2.00.5 oe > Lea cin Toe 17(1) 
INST Marke fingetdee, oes .eseersane vie etatete ote te sated Beal ae 3.65(1) 
Nudulama’ Mires: Ltd): Wms wae ee belies aan mA oo: (4) 
WiimactOurenGas: Bidet, (AS casa See nn el en ee 12.75(1) 
Nu-West Development Corp. Ltd. .......------ be eee fee 8.25(1) 
NW eCanalask 4. ......--.. +> RaMenid Inserelsveth BS See, saeenivl: (4) 
NWL Financial Corporation Ltd. ...... 2... . Did. anmesinin!. 9901. 2.10(1) 
Ni W.P: Developments Ltd. ...0.-.. 2 ee eee DS SEER Teast (4) 
NWT. Copper Mines Ltd... ..2.-. se. 2 eee CD. & Beil gle 15(3) 
Oakville Wood Specialties Limited (6% Cu. Pr.) ...-- 2. eee eee eee (4) 
Oakwood. Petroleums Limited..3:... bi.) .nostetome tnoimesval ar 1.00(1) 
O’Brien’Gold Mines Liimitéd) .3.) ...0....225.5 -. bh em beak 14(2) 
Occidental Petroleum Corporation ........ .uli som) see es 12.25(1) 
Qcean!Cement*& Supplies Lidh >... 5.54... +, BLS Os 29.50(1) 
Océanic Iron Orejof Canada itd.) ........+..)... did ean sbaswes 15(3) 
Ogilvie Flour Mills Co. Ltd. (7% Cu. Pr.) 2.2.22. 2b oes 25.25(2) 
Oil Patch Equipment Sales & Rentals Ltd. .........5....5-5. 1.90(1) 
@kanagan' Helicopters: Lid). 5.05. ee ee ee ee OD HEP .cs 6.25(1) 
Okanagan Helicopters Ltd. (6% Cu. A. Pr.).. 22-622 eee (4) 
Okanagan Helicopters Ltd. (6% Cv. 2nd Pr.)... 2.02.2 Gees 11.50(3) 
Okanagan Helicopters Ltd. (Wt).0.......... + DULL eobmaubat ot 3.00(1) 
Okanagan Holdings Lid. ............... -tedistit sooummed x: 5.13(2) 
Okanagan Telephone Company ($.40 Cu. Pr.) .... 5.2.0.6 8.55.5. §.25(3) 
Old Canada Investment Corporation Ltd. .........-.5-050 0005. 70(2) 
Old Canada Investment Corporation Ltd. (6% A. Ist Pr.) ......5.. 1.45(2) 
Old Canada Investment Corporation Ltd. (Wt)... 22. ee 50(2) 
Olivet.Gold Mines Ltd.5. Mio. oe oe, belie con peat. (4) 
Omega Hydrocarbons Ltd. 0... 565. - 02 ee ee > oo aoa tisha’ 07(2) 
Omega Mines\ Ltd. 2. Jove Ge 22. Veh 2D. 2olesdadk mearomss. dios 14(2) 
Onaco‘Petroleums Btdfi2s .). ........ bd stesso) 2 bee atieem A. aie 08(3) 
Onapirig' Mines Lids 205 0s. 200. 0G. Si ele ed masinson A. ore 08(3) 
Ontex MiningyLidmperiss LA. OL). gna deawaaine dS .anoreacA. dine 38(1) 
Opemiska Copper Mines (Quebec) Ltd. .... 2-2-2. 55. eee eet 8.10(1) 
Open’ End’ Mines: Limited)... 0.4... 0.2. » DRL oO. asians. tie 31(2) 
Orangeroof Canada’ Lidinys.....-(0..a0 D2 O\)-2). DLL ei. matbane2. tt §.25(1) 
Orchan Mines  Lidiwrgers wt, wees sD cond eotiebled. a 3.55(1) 
@rdala‘ Mines" Ltd: 22a 7) Gaa aeliriage? aad oA hO Jeneatinod. tier (4) 
Orlando Realty Corporation Ltd. ....... 0... fie ee 4.95(2) 
Orofino! Mines Ltdye. 215 sees ot ee 29M Bie tie 13(3) 
Oto Mines: Ltd). opopiny. VG... ba -eaiesoqie 2s) dems & imine! 20(1) 
Ortega’ Minerals std) w0.20.19) bit colterxno).2sD deine 2.shitol 05(2) 
Orvalley ‘Gold Mifies Btdi9.02.12; Dit naumwnpd one) Iswis % etonor"- (4) 
OSF Industries: Limited 99.00.02) G:k ection) 28 UsunsD & mod 4.75(1) 
Ostiawa, Group’ Ltd.i(GkwAD) N82). 38 eeiimeeD.2sd) les 6 at 11.38(1) 
Oshawa, Group’ Ltd. (Wt)! £2 UL. saitswqieD zat) denne? 2 stl 1.50(1) 
Osisko\ Lake: Mines! Ltd... 0G on de ee ot aD aM ie resales 27(2) 
QOurgold ‘Mining, ComLid.)), 2064 to). SEL dneD. gain sk etaiort (4) 
Overland ‘Express:Ltd., The..................bid 200i. sadieamod Er 10.50(1) 
Overland Express Ltd., The ($.60 Cu. Cy. Pr.) . 252. 6. ee ee 22.00(2) 
Overland Express Ltd The'(2nd Pt. Pr), ........... Detlinitd alisoM. ci 4.45(2) 
Pace Industries! Ltd 390). Wa en ee oe bl. | eon esis ees 85(1) 
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Pace Industries’ Ltd. (Wt), 0). 2... bd. .8 2. eqD. iota We OR (4) 
Pacific ‘Asbestos Ltd. Pore on) BLS ae nl der in 1.32(1) 
Pacific Atlantic Canadian Investment Co. Ltd. 22.200. .0 00 505.. 4.05(2) 
Pacific Atlantic Canadian Investment Co. Ltd. (S% Cu. A. Pr)... 2. 2. (4) 
Pavific Copper Mines'Ltd. . .. . 2.2. ees oe bh. 2a 1.85(1) 
Pacific’ Enterprises "Lidiya. U4)... 2... > bid aentht Degen 1.65(2) 
Pacific Gas Transmission Co. .......... ..onl.2suivisd isnetiameinl crea. (4) 
Pacific’ NickeliMines bid... .0.00-.......... sbi eisaeiM-aiet 31(1) 
Pacific Northern Gas! Ltdi: (Chi Ayjrayi. wiugnieD leaned 2mvo2 A ole 3.50(2) 
Pacific Northern Gas Ltd. (6-3/4% Cu. Pr.). 2... 6 2 22.50(2) 
Pacific’ Northern Oils Ltd. .....0....... ...bL) 2oni. lets jlo gait 07(2) 
Pacific Petroleums Limited.............. Di. 2oniM snesdosliA. cis.) 36 31.63(1) 
Pacific Silver: Mines’ &' Oils Ltd. ...... 2.0.0... ...bh) 69 HO widget 06(2) 
Pacific Sulphur Lid. 200... {29 4.9.0. RAMEE) B.D “yal (4) 
Pacific: Western Airlines: Ltd.. ...........0......-.-..Dh) xaloied. 12.63(1) 
Pacific Western Airlines Ltd. (6% Cu. Pr.) .. 2.0. ee ee eee 30.88(1) 
Packard Pershing Mines Ltd. ........... . 0) .Mmoinnolged ofooceii. (4) 
Paco Corporation of Canada Ltd. ........-.---- ses SS fie 1.85(3) 
Page Petroleum Ltd... ............ bit nenouhod oo Inia, tie 1.50(1) 
Palco’ Explorations Ltd). .2.......-...biJ.2oniM. bled adel.bos Bu? 15(3) 
Palliser Petroleums Ltd). -. Wt. woe ae DLE Coa, SUporete: (4) 
Palmer McLellan (United) Ltd Lin... . and Lepinsd selon: (4) 
Palomino! Explorations Ltd............. (27) .908 Losier nolo. 10(3) 
Panike MinestLitdy. ins. wes ee DORI. paded erodes 20(1) 
Pamour.Porcupine Mines Ltd........ .. bodimi.l Jnuosienein am. 1.75(1) 
Panacan Resources{Ltidis . ooo ee eee o dE CNONRIOIGRE bss 38(1) 
Panacea Mining & Exploration Ltd..). 2. ob ee ae. (4) 
Pan‘American ‘Mines 'Ltid.j\.). 0... eee eee = 2 DD eon nse: (4) 
Pan Canadian Petroleums Limited .......0..02..0.-. 2 tledad. 15.25(1) 
Pancana Industries Ltd... ....biJ .cbsas’) Jo .oD. Isoiatel a.nd lene 2.35(1) 
Pan Eastern Corporation Ltd. Jul .sbans) ie oO. lnoian tt 2).aint inneites 29(1) 
Pango Gold Mines Ltd... (28 ..69 08.12) .bonmiJ.yosqmon eissov isnone, (4) 
Pan Ocean Oil\Corporation. .2.:......-... ..b1) 2eeupainc.cookt fas 11.38(1) 
Panther Minestitd., 2 he wu a bi) aondeubal. 2o6F lenoves 20(1) 
Paragon Properties Limited. . (21 .t2!. 4) .a) bit asnieubel.eaoh lane 3.10(2) 
Paramaque Mines’ Ltd! spoon... bond. tot ianeited 03(2) 
Paramount Mining Ltd... ..........-.-......-. bi 2ameH. pmiee ignese: 20(1) 
Parkland: Beef Industries Ltd. ..............(.147) .bi. zamoR, anual, faroises 30(1) 
Park Lawn.Cemetery Company ....... . Gleeson wees. (4) 
Pair Mines Lids: Lf. 92 th, Po... BLE etoubord ase feneies 14(1) 
Partridge River Mines Ltd... . 6.0. 2.2 0\b-0) Du. atuubey. woo. wena. (4) 
Pathfinder Resources; Ltd. -.+.-...-.-.2-000.4 . Dit.oD teurk fenote! 92(1) 
Pathfinder Resources. Litd:. (B.'Wt.) ..........-. Dl.) 2a. ade mone 16(2) 
PatinoiNives, Miche base (AL 8 Lee. ib ele Stina) 
Pato Consolidated Gold Dredging Ltd............. 04. 00.0 9% 6.50(2) 
Patricia Silver’Mines, Lids (oo... ......... Dalit assivaied. boo o2%s! 06(2) 
Paulpic'Gold) Mines‘ Ltd.) 2) 0.6 eee ee Zon es: 13(3) 
Pax! International Mines‘ Ltd! 4) 4.0 wwe ee. 2 BD en ols! 01(3) 
Payco. Mines, Ltdi, 2) .\.828os J 00(ad cd 2d} bit 0D. zonbaunt ences! 05(1) 
Payette River Mines Limited ............. 5h. 0.).90nuiM Joune: 06(2) 
Payfair Industries Ltd... 2.0.2... Dain. lenonenieinl. concent (4) 
PCE Explorations’Limited ...........- Did aaitevolqetl 2 acini wider 52(1) 
Peace River Mining & Smelting Ltd. ........U. ee ee oe. (4) 
Peace River Petroleums Lid... .............t4.) atnonm@ulayaC) botsinese A Wee 17()) 
Peel: Hider Limited een’ ©. Yoeewn..... 1... . bi seni enone 14.13(1) 
PeeliResources Ltdi. .:.......0> . dab eon tayqeR B.bice) sAaeees 14(1) 
Pelangio Larder Mines Lid. .......... Dit emotiemige) Diibos 1 29/02(3) 
Pembina Pipe Line Ltd: (Cl. A.)........... bit seni, blow. suonmaibet. 7.A3(1) 
Pembina Pipe’Line Ltd. (CL.B.), ....--...bi 02. suodqeleT Jorwaneet 7.00(1) 
Pembina Pipe Line Ltd. (5% Cu. Ist Pr.) 2.0 be es 48.00(2) 
Pembina Pipe Line Ltd. (6% Cu. A. 2nd Pr.)..... Nl. coat jocaples 25.50(2) 
Pembroke Electric Light Co: Ltd... .. .. JtJ. aondvi Saalel Neca. 27.50(2) 
Pend Oreille Mines & Metals Co. 3). ....... . Oi) .cusiumrld sfont Hee 75(3) 
Pennbec Mining Corp. 2.50. sb oe Ses id aeaibledd cencawey (4) 
Pennington’s Stores Limited .¢))1. Jone0.10 -pongeme. 1G bee no. 11.88(1) 
People’s Credit Jewellers Litd........... 4.1 eonilvl snide. ninand : 9.38(1) 
People’s Credit Jewellers Ltd. (Cl. A.). ... . -.O)t.cmmucitee. waived 9.00(1) 
People’s Credit Jewellers Ltd. (6% Cu. Pr.). . 21. cout ene acaie 94.75(3) 
People’s Department Stores Limited ... . . 2. ood oe 11.751) 
PEP Professional & Engineered Patents Ltd)... 2.2.5... be ee 35(3) 
Pére Marquette Petroleums Ltd........ ..D).).coueioiqas mar ast med 03(2) 
Permo; Gas. & Oil Limited. ................ . - bil zoaiM sopernod Wes 38(1) 
Pershing Manitou Gold Mines Ltd... 2. 6. eee ee ee. (4) 
Pershon: Gold Mines Ltdv@! 29.4.2) Unt. 0D. sowed 4. igi) baelbanee . 0103) 
Peruvian Oils & Minerals Ltd... J... 5-8.’ / DAG eoniM soe) Mino yes! 29(1) 
Peso! Silver Mines Ltd. fo... . 5-Ubtllalmedi 2. aiO.yewsian ws: 14(1) 
Peterson Red Lake Mines.Ltd...............-..biJ aaeiaxd 1iaeh) aeoer (4) 
Petrofina\Canada Lid vers)... aoe ae lor 21.50(1) 
Retrofina Canada’ Liéeuy .'ou Dou) Lumet... bi esa euvbloe 24.50(1) 
Petrol Oil & Gas Company Ltd., The ....... Dit andi sasotalt. 1.32(1) 
Petromines: Ltd. 2.2... ...........bi). zon bloD. saiquaact sage id .e0:26(1) 
PéetraquestiLtd ne. AU Ponce ss kotetewe te temehe oy een ee A ooeokt wiov (4) 
Peyto Oils Limited 2200. 00 03 0 02. 2. dD aot abil 1.87(1) 
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Bitdtaoly Mimessidseee. ons kek ow bc we wd tin. soaare t nine. (4) 
Phillips Cables Limited... ..... LAs th) dee bit wioD. aonsiwe dD 1nQ7S(1) 
BhillipsiRemolewnuCows . - 5 oo. a ee ose WON stlewitl Sonciws Jain. (4) 
Phoenix Canada Oil Company Ltd... 22020. [32 sditiaoviG sistenqmo: 7.45(1) 
Photo Engravers & Electrotypers Ltd. .... : LE oD .coterolaxdt youd 19.00(2) 
Pickel Crow Explorations Limited ... 2. 2) ec iskiqn. aotwael4 isis 23(2) 
(S)SBickenme MetalyMinesitd.. y.00 0. ee ek we DE Sed noeren 01(3) 
yePiekoMinestbtd. oo ee ee ee» DORE une 192 . flowhnndg, (4) 
BPictON, MineSMARIEM. PG. wack se wb ee Had) balisnid aloodt Ls Ed. (4) 
PisetBell Mineswitds <85as24 ak 2s a bdo we uous oD eo amaaas 13(2) 
PinerLakerMinineCowLid. 06 2 sa we aw oe hid enoweiwlgsea otdiosl ta 13(2) 
Rihes;Pacifie MinesWktdice. 2.2.54... 4 qn. rnshdwdal: eshut s 18) 
Pine PointiNimestdl pe Shee Ls. ee Se chi eomlisk 24.00(1) 
Pihe:Ridge, Exploration Co..Ltd............ bid aainiit saslath alas 13(2) 
PinesireesPxplorations Ltd. .....-......-....dideiNianeM pias 15(1) 
mie MineSeING Mes os ck ke bes wee cee ns a Dil sett ee /.69(1) 
BumacleeMinesibidue. . e252... . ad Honeiolgxd os ont. osites 12(2) 
Binnacle| Petrolenms'Lid................ + Did zou bloD.owsas 44(2) 
\OBitchveintinesdietdiy, ws ws DRELOD gale 29G0SF SyOIsIs 01(3) 
Bitt'GoldyMinine\Gosbtd. ... 22. ee ke oe o . boson oon 04(2) 
Pitts: EngineetingConstmiction Limited, C.A.....2..:..... dh 14.13(1) 
Pizza Pani Intérnational'Corp........... QQ ased sk seiutk. usworonde mw. (4) 
Place GasréOil\Company Limited. .....5...... . on eorihd sd 1,001) 
VBlacer, Development ctd,.........4... 2. Di) eleissilf-mbd. 25.50(2) 
BlamsiRetroleummBbtdivers 14.00. 5.5.... 25 kl ean Intel atillezs: 27(1) 
BlateautMetalsilitdwe Aa, beh. ee eo, SRS iO, B 2st) daew? aanevas 33(1) 
Blsno Mines Bidiea tie, 5 2 oles oo len he ec io os Bee above: (4) 
PolarissMinésMitdes be. 2. ss . BL gotisralgz &.onigdh cibi + .05(2) 
RaleoniGorp. bieys Gel A Mk ae ts eee AML bettosid ashes - 3.00(2) 
Ralypumpiltdnge 1. 2 GI. DO. G)EM .1,.bes nit sabier 2:53(1) 
)'.PonderayiExploration Co.,Ltd... . (29..4 wD. ME bein: raion 5(1) 
OBanden@usNbtG. Wis ok es 2s ee pe SOR RAT HORS 68(2) 
Populardindustries Ltd... 2 i ee ee oe DOME pel 1.50(1) 
ORsrteArthunilron}Ore;Corp:...-. 2 2 eo. . HON KomMae. (4) 
Portcomm Communications Corp. Ltd. ......... 02. 000% jo29H .eaqaa 75(1) 
Portcomm Communications Corp. Ltd. (A. Wt) 2 ean ede oe, (4) 
PartsDover,Gasi& Oil Lid... .......2.. bt} avatbioH tho¥. 3 deitiane. (4) 
PoxtireldPetroleums Limited) .2........2.. 2. beaten! steesd-noa 10(2) 
Portland Yellowknife Gold Mines Limited . 220... 0s. ee be. (4) 
Patter: Distilleries, Htdivtamsebsn. 29 oO [-¢). bibcoidznrsaet weet 3 3.50(1) 
rower Carpaof Canada Lid)... i. we ee So ss betes 4 5.50(1) 
Power Corp. of Canada Ltd. (4-3/4% Ist Pr.). 2... ous ine. 28.38(1) 
Power; Corp! of Canada Ltd. (5% Cv..A..2nd Pr:) .. - . .b:2 eames 8.88(1) 
Power Corp..of Canada Ltd. (6% 2nd Pr.) . . . oj Pi eons ish-wnyae. (4) 
Piado Explorationviktd, 2 ............ -betimit-yeaqmoo boss: iod2) 
Biainie\OiliRoyalties Company. .Ltd.. ...... ..oo.conssucel. att bin 11.75(2) 
BraiiverRoyalty yea ee ee eb cs eee ee eo 2 eon Msg. vewsae. (4) 
Bistac Gouerete:@ow std. 3.5 5 252. 2 ae eo 3 DIB 1.45(2) 
EaCiéde Béton Préfac Ltée... . (09. A.wa wD) obi cqnoD-kigit vay 1.45(2) 
PremieriCablevision Limited.......... <2W). Hil qe ha. v. 10.60(1) 
Piemier;TrustiGoy The (ully Paid); 2.0.2.5 5.. . (REIN) qe. 340.00(2) 
PremiumMironvOressLimited:. 2 6.0 bal. 2... - Oh) Bain obn 1.75(2) 
Rieston MinesiMimited). . 25.2.2... «C8 JD).b11.c 1 ASRS Vane 6.70(1) 
Bri¢e: CompanyLimited; The. ..........2. 0). ..-) zen aed $25(1) 
BaCompagnie PricewLimitée. ...... . -betintid.vwasqimod. saiaiviard 7.25(1) 
Price: Company Limited, The.(4%.Cu. Pr.) ....... -bid eanusgors. 50.00(2) 
‘La Compagnie Price Limitée (4% Cum. Priv.) 3.0/0) oo ela. 50.00(2) 
Prime Potash Corporation of Canada Ltd........ 2... Aven suc 03(2) 
Primer Group:Minerals Ltd... . 2)... wid aeni sane ME 2edmaiga 09(2) 
Brobe\Mines, Limited, 20.55.20. 22.2.0 62 6 > cbse SRE Sop sd pate 20(1) 
Proflesdbimitedi gas a4 caste ne ct ees o CDR AiesenS 2.20(1) 
Pronghorn Petroleum) CorpLtd). .. =... .. =. . beet O.9% Zant steer? (4) 
Piotoy Explorations Ltd... ee cee 2 ok so oe othe OMIM, WBE 15(2) 
Provident; Assurance Company, The........ ..fj.l.esetins alqxeh nitnede. (4) 
Da Prévoyance Compagnie d’Assurance...... . Di. cringlonet. conwsty. (4) 
BOVESOMBC. 5.05 gi tei: sie e pl 22 2 a ps Ss ER aE CSE 6:75(3) 
Provinces.’& Explorations Ltd.............. ..bibeanigubal sat wae 22(2) 
Roma Petroleums: Ltd’... ....5.2...... 2 -biL.2eniM. waged. Edad 84(1) 
PuimarPetroleumseitd (A. Wt:) 25.2552... 053 2 bE gen | agiai48(2) 
BurdexyMiheralghtdes ow ws. ew. 2. DEB eo vebisd aoblad 01(3) 
PutésSilver’MinesiLitd, ..............GA.39) Setmit sheas® | 2:30(1) 
Pytamid! Mining’Co. Lid... =. {a .vO..u0 S\l-4). bid einoemaount [ise 31(1) 
QXBroad¢asting Lid. (Cl. A). .......... . (iV). bi aiesanesyal J 5.00(1) 
Quadrate Explorations'Ltd..............2..... .yos@moD. 10 Tod 02(3) 
Quatsino:Copper-Gold.Mines. Ltd. ......... .(7o) goimM ved issn 11(1) 
QuebecvAntimony Mines Ltd).......... Dit ebsscd cicies insist 24(1) 
EesiMines d?Antimoine du Québec Ltée. ...... . ..ish.) esutild cal tisad 24(1) 
@uebec \Cobalt’& Exploration Ltd.......... .b31 eau nohiod Jims 55(2) 
QuiébecExplorers:Corp..Ltd.. ... . . .Lit shsosO to. o) coat -oiwier 15(1) 
@débec|\Gold Belt: Mines Ltd. .u sei) .hii shsre fo. oD carmihW -aeien 08(3) 
QuebeciIndusttial. Minerals Corp... ... -bAd «pe gminiM. 1syqeD. need. (4) 
Compagnie de Minéraux Industriels du Québec... i (4) 
©viebec’ Manitou Mines Ltd....... . bstinntJS.motleroquel) sode--aient 12(2) 
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Québec.Mattagami Minerals Ltd. ....... .alsivoisM eniblid. vlotaiona, 25(2) 
Quebec Sturgeon River Mines'Ltd. ) 20. 2. a vn A. gribliud .stotaove 10(2) 
Quebec Melephone 4. 2s. a eo DI OO. esrteaort on 13.75(2) 
La,Corporation de Téléphone de. Québec. ......... .bil gan St 13.75(2) 
‘Quebec Telephoné (6-1/5% Cu\iCv. At. Pe)aue> de .old. cansniulé.cbu 14.00(2) 
La Corporation de Téléphone de Québec (6-1/5% Cum. Conv. A. Priv.) 2... 
in oily oes g 9 a a i ais REE er OUP Sey Cy vem eee Tamar on ae 14.00(2) 
Quebec. Telephone (5% Cu. Pr. 1951..Series) [9 39 122) id shans) .& 5.50(2) 
La Corporation de Téléphone de Québec (5% Cum. Priv: 1951)... 5.50(2) 
Quebec Telephone (5% Cu. Pr. 1955 Series) . . sti anntiarnGxt « 13.25(2) 
La Corporation de Téléphone de Québec. (5% Gum, Priv. 1955) ¥ .).)..13.25(2) 
‘) Quebec. Telephone (5% Cu. Pr. 1956 Series) . . ..biJ.eaelinralgxd.iiusidaid. (4) 
La Corporation de Téléphone de Québec (5% Cum. Priv: 1956) 2220... . (4) 
Quebec Telephone (4-3/4% Cl. Pr. 1965 Series) . . 2... 200 200 92 12.502) 
La Corporation de Téléphone de Québec (4-3/4% Cums Priv:1965)). 025. . 
PR rr os tas wnighmraret alweman ben a L arobeilyrd bleitsd250Q) 
Quebec Uranium Mining Corp. ...: . ..bi.i Jsnotisina iS oaretansah a“ yall: 18(2) 
Queenston GoldiMines Ltd. ........ bi notmiome? eciaiM, daousl: 20(2) 
De QtiejorManesictds, =. .0 8 ce Geis de 2a fe) el ne wR 2M seg fA-all 04(3) 
WQuUEst. Yellowknife Mines Limited? te A. 08.0%) whi saul imectt.-o 01(3) 
Quilchena Mining & Development Co. Ltd... wu) sui ch ele i ois. 4) 
@uinte-Canlin Limited. 2252.5 ....2........ ..DL).29niM. igi 1.95(2) 
@uinte-Ganlin Limited.(Cl..A.)...0......2.. WP lsaousprwiel ys 2.00(2) 
(OMS IE, CCG PSS ae te en ay a ee RMN ly ha bierD25(1) 
ORSIPBIC Cm? 8 sta eiera Sno 2 CR VI OD AIO) Bal ere tobe 11.25(1) 
Rackla River’ Mines Ltd: ....... 4. wid aeomtoradl 4 womeubal sre 06(2) 
RacklaRiyec Mines Ltd. (Rt.)........... .bil.esaiM. vewdineM dio (4) 
Race xa VIN CLAS WEG ets mos eee) sisi eters te Sh lar m= 2 wie, ee M necdol 08(2) 
Radex:Minerals Lids.(Wt.)..:.......... dit2oniM sdet hed ndost (4) 
Radiation Development ‘Co. Ltd... ........ ‘01.03. Bolts moze: 3.50(1) 
RadiojHillsMines:Co, Ltd. o. 2... 2. CAD) iE oD Babel teenided, (4) 
Radiore: Uranium Mines: Ltd..2.......:.. ..-... satimnil coq todads 25(1) 
RaggediChute.Silver,Mines, Ltd. ............ ..dh0. hindi basitaos, (4) 
Ramada Resources Lid). .......... .biJ asnM glinlwalie¥ «nowebust (4) 
BamblenExploration\Co; Ltd... 2... ....26..4.). DRY aan aodtos: (4) 
amid Intemational Lids... ........6A JO). holtinit oD.1sGe9 Daalic. 24(2) 
Ram: Pefroleums Ltd... 2.2 CA.ds 2) sion basllod cained sb. cites 64(1) 
Rancheria Mining Co. Lid........-..8 Jp patimiel .o-). wash baello. 08(2) 
Ranchmens Resources.Ltd:. 64.483: e310} basthos asiaed ob otnesante 60(2) 
Rand Malartic. Mines Ltd:,.. .. (at wD.cPA\i-fh boinyad oD. weqad.b: i19.02(3) 
Rand: Resources. LimitédnsiD. cP h\i-d) eatin bashed saiqeS ob strgsquant 53(1) 
Ranger Oil) (Canada).Limited. ......... .bid comM waqqoD.eliit = 13.75(1) 
Ranks Organization Ltd. 22.22... 622-0. . pL aoimag? os 22.13(1) 
Ranney .Gold Mines Ltd). 2.2.2.4... ... bit .qacQ gniblest. blared. (4) 
‘Rapid Data Systems & Equipment Ltd. .........% h hatetehos ile 4.50(1) 
Rapid Data Systems & Equipment Ltd. (6% Cu. Cv. Prioniis co iee ci. 5.25(1) 
Rapid Grip: & Batten Limited ...... . .-hotientl 2ouiM mut fis. YOR, 5.00(2) 
Rapid Grip. & Batten Limited (Cl..A.)...... Hid .a2 painiM. bled: 7.00(2) 
Rapid River Resources Ltd. ..... ait en eR TE eae an eae 06(2) 
Rawhide U. Mines Ltd). 2.0.00... .. bi ebensD Ue as do easnidte: 10(2) 
Rayfield Mining Co... ..... .sdid.sbersD. 16M Med. ab.cnniartion oak (4) 
Rayiloyd Mines.& Explorations ifdte.d). fi.) ehnus UaiiJish te ennmullo. 20(2) 
Raymond. Tiblemont:Gold\Mines:Btd. wienso.ttsiy, iat. ab.ciagdiodl ae 02(3) 
Rayore Mines Ltd: (i% bof... SRR\C-d) bit shane? Tish. Ushio eapridia. 40(2) 
Rayrock Mines Limited .02\¢.-¢) 03). t sbsensD ii. Unt ab ensmdios ai 1.151) 
Reactor, Uranium Mines.Ltd... . . C1¥)..ftj.sbens? tis. def ao enseulin 15(2) 
Reader’s Digest Association (Canada) Ltd.oo. 2. ee. 7.88(2) 
Sélection du Reader’s Digest.(Canada) Ltée. .... . Dil nojlowtyed oy 7.88(2) 
Readyfoods: Ltdynip ul scents oes. » . OIL eerie balshuanig ae 1.88(1) 
Realm Mining.Corporation Limited. ........... bid gon. temxod. (4) 
Realty. Capital.Corporation Ltd. (Cl. A.)..... . .bid aenM siverga. 3.40(1) 
Realty Capital Corporation Ltd. (Wt.) .......: iE wsbaisD to anefisve 85(2) 
[Reco!Silver Mines Ltdiws. .. 2......,. .. dtd eowiney .netbors 3. faye. 10(2) 
Rédaurum Red Lake Gold Mines Ltd... .. .(A .13) doth yiistd. de. iso. ».(4) 
RedcoatMinestLtd? 2 2.4 eis. ee es CORSO BR pret oinO: ison: (4) 
Rédcon:GoldeMines Ltd) 2.2.5.5. ....... .a07 .yee@rie uth Ke 03(3) 
Redhill! Investment ‘Corps Ltd) 2). .......... eyes tamil einged 4.75(2) 
Réd Metal Mines Ltd: 698..A..u2 se) adh gio sesehe co taux lay 06(2) 
Rednith: Gold’ MineswWetdenee «20k see ais cc aoe eS ge oe SE 02(3) 
Redstone yMinessleide ee . = kets ise oe aes 3 LO Dee) aA. 32(3) 
ReedsShawi Osler waimitedie sy S94... 0k te oe OI 8.75(1) 
Reeves MacDonald Mines Ltd. ......... 050 8% iM sda hod. ass 1.00(1) 
Regentbranch Holdings Limited. ............. .iid age iblokt ta 2.25(3) 
Reichbold’ Chemicals. (Canada): Ltd... ..........5... 400048 Ua 9.00(2) 
Reichhold Chemicals. (Canada), Ltd. (Wt.).....(&./D3 deukl wnt Ja 2.75(2) 
Reid Lithographing.Co; Ltd). 2. Catia) A va MOS.) tat pT 10.13(2) 
Reid Lithographing Co. Ltd. (6-1/4% Cu. A. Pr.) . 20s. o.oo... 41.13(3) 
Reitman’ s((GanadayMstd wens. cee a Se we sl wd LGD gery 19.13(1) 
Réitman’s: (Canada) Ltdy (Cl..A.) . 0. .0. 2 oe. os ) DRE eorarhals 19.25(1) 
Renold Chains, Canada, I:td!. (Cli ‘A. Cu. Pr.). . . .batieni. anoimealqzcd. Galea (4) 
Renzy.Minesiitds 2.52... ...8.. +. . BR gorM. 12qg0.2. matdad dis 43(2) 
ReproxsGorpwltdes ose. 3.... GAD) bid oD nema sonoma 1.70(1) 
RépublictResources: etd, .. . . sel) elish4.o snoickenuial: sonore Ns 17(2) 
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Revelstoke Building Materials... ...---2. 2 ee eee eee 14.75(1) 
Revelstoke Building Materials Ltd. (6% Cu. Pr.) .........5--. 15.00(1) 
Revenue Properties.Co. Ltd. . 2.6.5 eee eee HN. el 711) 
Réxdale. Mines Lid.. .\..4 .. < « 2s). cote abQuattqiet a eausunpe.s.fe1. (4) 
Reynolds Aluminum Co. of Canada Ltd. (4-3/4% Cuilist Pe)dawes 64.75(2) 
Société d’ Aluminium Reynolds (Canada) Ltée (4-3/4% Cum. Priv.) ....... 
a ee ee ee ee > OS eS 64.75(2) 
RHP. Canada. Ltd..(Cuy: Pt..Cl. Asjyad. LER! 19 wd Es SRO! AICS: (4) 
Rhyolite-Rouyn Mines Ltd... oe ee (4) 
Richan Explorations Limited. . \eos6. 002) 5 ek Oe ees 80(2) 
Richelieu, Vaudreuil. Farmsihtd.i?*) soctouQ ob nace e's). Dk Oa. . Bad (4) 
Richfault Explorations Ltd... . . (railvad.G?kl wa mt PE. Sgeiguic.! . 2h: (4) 
Rich Group Yellowknife Mines Ltd... 2.6... 6 2 eee ee 21(3) 
Richore:Gold; Mines. L:td.,-s.-feamad. Cov! ad 12.c iid) SOO. . ese: (4) 
Richwood <SilversMinesiLidr Pik} sectie)) ab oautyo)o lc Baieages. 2.10(2) 
Ridgefield Explorations Ltd. ..... 2... +--+ ++ eee ee eee eee e eee (4) 
Riley’s Datashare International Ltd. ..... 22.52.5252 0-50.-4- 1.95(1) 
Rimrock Mining Corporation Ltd... . 2.2... ee 50(1) 
Rio-Algom, Mines;Lid. . .- - 2.28622 os 26 os © = an AE. 15.25(1) 
Rio-Algom Mines Ltd. ($5.80 Cu. A. Ist Pr) 2.2252. 2 ee ee 75.50(2) 
Rio Plata.Silver.Mines:Lid..... . ..4.1..02 sienrqulevath  Smisy., ASO 07(3) 
Rib, Rupununi.Mines.Lid. 9... =~. 6 0 2 os a= 2 = DOPRIED RUIES. JAI 01(3) 
Ripley, Intemational Ltd... sw). . - ~~ «~~ . 4A. dd). IO. Ue to 3.80(2) 
Raverside c¥iarns. Tet secs: Sits SUE Sesh 6.5.15 3) os Se nee ae 2.25(1) 
Riverside, Yams. Ltd.(Cl. A. Cus€v..Pr.) . =. + «05 95 Se see 2.75(3) 
Riviera\Industries;&.Resources Lid. .. ~~... .« «Ad Gath ARV Se 22(1) 
Robb. Montbray:Mines.Ltd....¢2. ¢ s). ..-. - (IA) Vit aot ate ehts 01) 
Robert Mines Lidos & heicsties 4 oh hte 20 - yehnn otk eee come 50(2) 
Robin. Red, Lake, MinesoL td... 5,3 a fe tie, fk AE) DET eet eee 50(1) 
Robinson, Little. &.Go..Lida.c< 3 ot «Se. PAO. MSR.) APE 37.25(1) 
Robinson;.Little, &.Co,,Ltd: (ClvA;) .«.<.. ~. . «DLE 02. 2anet. Bis. 36.75(2) 
Rocket MinessLimited. ... . 2. 5. <5 3 » = 2001. QR. RIG See 18(1) 
Rockland, Mining, tds... ..--.... - Bh] 250). rie. ont ages 23(2) 
Rodstrom.Yellowknife. Mines Ltd. .......... . RL Agee Son 07(1) 
RokoniMinessLtd: tects cu . @ bo ew ws ww » AE Sees, Seana. 29(1) 
Rolland. Paper.Co. Limited (Cl. A.). ... 2... =. «tbh? SEOs 8 3.10(1) 
Compagnie de Papier Rolland Limitée (Cat. A.) ......5.6....--. 3.10(1) 
Rolland:Paper.Co. Limited (Cl. B.). . .. . ~~ « i. AV Ba Stak: 2.75(2) 
Compagnie de Papier Rolland Limitée (Cat. B.) .....-2....--.-. 2.75(2) 
Rolland Paper Co. Limited (4-1/4% Cu. Pr.) 2. 6. 0 eee (4) 
Compagnie de Papier Rolland Limitée (4-1/4% Cum. Priv.)...........- (4) 
Rélling, Hills.Copper.Mines Ltd... ... ..<. 2). -pOU LL. (S21. oR 34(1) 
Réman; Corporation, Lid..unk =. ses ee ss = ae ES 2 6.10() 
Romfield .Building,Corp,Ltd.y........ +=... WA) BONEN Dh anne. (4) 
Roénalds-Federated-Ltd.cponro uses. thd Insemwn . aoeee es? teed. 13.50(2) 
Rennoco: Gold. Minesilitd:2. wi) 282) .twd dneeoinwps 2 areas, tell. oe: (4) 
Ron. Roy Uranium Mines,Limited. ....... Davun).l suet. 4 .gr) hice 12(2) 
Rose: Gold\ Mining: Co:-Ltd..+. 2728. 2). (yA 22) aii.) SESE. Sept 2. RIC 11) 
Rose Pass, Mines, Ltda 2alec Sstivomtastes ~~ - hi aaqguened., Yi. mak 25(1) 
Rothmans of Pall.Mall, Canada Ltd.. .......... dL eShe 2 ois 16.63(1) 
La Cie Rothmans de Pall Mall Canada Ltée ..........0.0.2.. 16.63(1) 
Rothmans of Pall Mall Canada Ltd. (6.85% Cu. Ist Pr.) ......... 82.50(1) 
La Cie Rothmans de Pall Mall Canada Ltée (6.85% Cum. Priv.) .... 82.50(1) 
Rothmans of Pall Mall Canada Ltd. (6-5/8% Cv. 2nd Pr.) ........ 19.88(1) 
La Cie Rothmans de Pall Mall Canada Ltée (6-5/8% Conv. Priv.) ... 19.88(1) 
Rothmans of Pall Mall Canada Ltd. (Wt.)........5 2.50 20..05% 3.50(1) 
La Cie Rothmans de Pall Mall Canada Ltée (Wt.). 2... .....5---. 3.50(1) 
Rouyn Exploration Ltda. 2p... .8d (SRSA) 128A 2 SSREOM. eh. ROSS 07(1) 
Rowan ConsolidatedMines. Ltd... 2... 2 2s 3 os eis 5 ~ oA BRS 02(3) 
Roxmark;Mines Ltd... h)3........ Steel amon.) 2M oes 04(3) 
Réyal.Agassiz.Mines Ltd........(-A 03} O11 aauauge.). ienan.) ee 28(1) 
Royal.Bank. of Canada; The ...... 4.2) .bi. manaoqeo. tenn. : 29.50(1) 
Royal,Canadian, Ventures.Ltd............+.+- dh. 200s Jonnie: 1.02(1) 
Royal Oak,Dairy Lid. (Cl. A.) .. . . Dit somihd Dini). 2a8.5 fa2s eeare 12.75(3) 
Royal, Oak Dairy J-tdg(Cl.yByictaee Bid: = = Sa oe .1 zach Jncahad. (4) 
Royal, Trust ;\Gompany,,/The. . . .. . 5 52> « .Dat Boek Deas? 37.50(1) 
Compagnie,Trust.Royalt ... .. . 2). «2. DM JRG2, OPEL 37.50(1) 
Royal Trust Co. Mortgage Corp., The (5% Cu. A. Pr.) 2... 2.2.2. 14.25(1) 
RAR. D: Limited 644... s 2 Sess 0 Sols ols ies =o i ROR, DIE Ie 5.00(1) 
ReRD, ALimited (Witeysraeiceyed dt. os & = oo) ss; Raton tee io OR ee ee 50(1) 
RS .Lc Limitedeted «2 ase sss tsa sw os o OE iO pede 3.10(1) 
Rugged.Red Lake Mines Ltd. ......... atid som Disnollaa, aire 01(3) 
Russel. Holdings. Lids; .......5...... beoit egoibieR cameeahe: 1.08(1) 
Russell Foods: Axieenf4eno-.s . 5. 2s . behets) eteomen.? Pega. (4) 
Russel Ltd.,,Hugh (Clh..A.) ..... . « (4M). DLL (slats 2) BOIL? eae 9.00(1) 
Russel Ltd.,,.Hugh ,(6-1/2%,Cv. A. Ist Pr), . ... DLL 2.2 .anigygat. 20.13(2) 
Ruttan. Lake,Explorations Lids? oA. wW2.cP8\id} Dit, aaigemgens.2 os 37(1) 
Rydnor,Mining,ConLtdy . 0. 2b. 6. 3s seas ss alah (eben) aceite 14(1) 
Sabina. Industries: Ltd. : et.3. 2.2 2. - - « (fe) BIT Cebans) & nee 2.35(1) 
Safari Explorations Limited... . (a9 .uw..A. {2)..b11 sbens.) anise! Okie 23(2) 
Saint.Fabien.Copper Mines, Ltd. 4: 2% -Cys Pe... 2 = hl Sai wae 07(2) 
Saint. Lawrence.Cement Co.,Ltd. (@l..A.)). .....-5.. Ei Gal 2 36.50(1) 
Saint Lawrence Columbium & Metals Corp. ........2...2..0. 1.00(1) 
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Saint Lawrence, Corp. Ltdy . .. ~~ +6 ~seeee ns DAL MUN Ie 21.00(1) 
Saint Lawrence Corp, Ltd (5% Cu. A. Pr.) .. 2... 2 UN eee 63.00(2) 
Saint Lawrence Diversified Co. sneeis Sie <bend «= >» fed CIOS. AUG 65(2) 
La Compagnie Diversifiée St-Laurent... 1... 2226 eee ee eee ees 65(2) 
Saint Luci Exploration Co. Ltd... . . .W.s meqyicilon i) Seeman. ae 16(2) 
Saint Maurice.Capital,Corp. Ltd. . . . . . Dovid. 2nOLaGkd, WP Ga 70(1) 
Samson. Mines: Lid.niesian Gx < +s ss es eo ott 290M IO etiam 02(2) 
Sandwell & Company Limited ..........-.-- 2 ee eee eee. 5.75(1) 
Sanelli: Pools; Limited, (Units)... &..)..- 6 <\~ sce 5» > kh wore bs | RL Oe 45(3) 
SangamoiGoe.Ltd (ras Sek 26 3/4 Gio Pek = oe 2 ON A 14.38(3) 
San. Jacinto,Explorations.Ltd. . . ~~... «+= + +-Dii.0.7 SRI, SASL Se 09(1) 
San Judas Molybdenum Corp. Ltd... ..... +... bee es 40(1) 
Saritack. Mines Lidia. & feise~la «2 0 we ee ws © 5 DL BOOM MOT Smee (4) 
Santa Helena: Mining Ltd.. ... . =... ~~~ -ddh! G4 SQL. FAN. SI 20(1) 
Santa Maria.Mines Ltda go. .....+.... ~ -RhS 2HOUSIOIGAS 29E1 OMe 31(1) 
Santa’s:. Village Didi ctiens Lak 16%. Cis Pre + = SE wh BOR 10.00(2) 
Santiago Mining & Exploration Ltd. ..........- 6652s eee eee (4) 
Sapawe:Gold..Mines Ltdjasds- bpd. - = + = so ot > SEA AOS TRAY 03(2) 
Saratoga. Processing:Co..Lid.. ... ~~ 255 25-6 - > hd 2M Ma 4.40(2) 
Sarimco: Mines, Lids byt. . ~~ 0 ose sin ae hd OD, ROSIE TOC 02(3) 
Sarhoil. Lidscstsuae dak = ~~. 4.) Dati. nonouizno.2, gnnaagena. 2k. (4) 
Saskatchewan Inusti&.Loan GCo., . . .. s+ + » GIG.) IBMOLIBMIOINE IER BSA. (4) 
Saskoba.Minés:InGs onc J o% ..~ + ~ ~ . VOTO Vansqig th 1) .36 Shue GOR 34(3) 
Sastex, Petro-Minerals Lid... ... 2.065650» Wht TIARIQGISVACE TOR! 07(2) 
Satellite, Metal. MiniessLtd. 4... .....+-6-5-+-~ + ORL Cyaonsn. cmt 06(1) 
Savanna.Creek Gas; & @il Ltd. . . . 2.6523 6 +2 ~ em ahs AISI, BOUTS (4) 
Sayvette, limited . pertomthis Fah w-i-t 2 eo et BO 4.70(1) 
Scandia. Mining ‘& Exploration Ltd.. .........-... si). oul SiG 11(2) 
Sdhnéider Limited. .SiaMeeee joc’ 55, = 6 ss ~ Eel vis See wslen Oe 11.00(2) 
Schneider ‘Limited,.J..M. (B. Cu. Cv..Pr.). ...- 2.24.5 . De QOMG 8.25(1) 
Schneider, Limited,.J..M., (GaCu..Cy..Pr.) . ... O11 oo2 Sees eed. DOs: (4) 
Schott Industries Ines gabe: a6. cuckh. RA KS Snore sl sisnenee ik yom ene cee 5.50(2) 
Scinimeximitedracanetios 6 <6 6+ os © © sly © scohthh BQIYRUDISE TOHIG 53(2) 
Scintrex: Ieimitedhae «.ctccck sw 4 0 wo ss oe s SPIO SI OR TN, 2.90(1) 
Scope. Resources Ltd. wiged «2 «6 » «Uhl, .QIn) AACA LIE OIG.§ MUO 13(3) 
Scott Chibougamau Mines Ltd). 24). 21). uo) SUG Se 01(3) 
Scottish. &,York Holdings Ltd. .......... -Dit.US) SB. 2a). 19-08). 9.50(1) 
Scott-LaSalle-Limited gic oR x». sow © os o RATED BMERLOMIOS DISH 9.13(2) 
Scott Misener Steamships. Ltd... doic0).). 2007. ld QURAN Dike 2.50(3) 
Scott Misener Steamships Ltd. (5-1/2% Cu. Redeemable Pr.) ....... 7.50(2) 
Scott, PapensLimited 0. bet. wi. + soe e oo he WL BOBARD, t9..G10 2. 18.50(2) 
Scott?s-Restaurant.Ltd.) .« .. .(.79 Jel Pet) Dit abaae2, io.,.019): 15.13(1) 
SGU, Industries Ltd... 3.4 (af and.A.vo @e) Did ebsaeJ, Lo.00919,018 1.75(2) 
Scurry-Rainbow Oil Limited. . . .(.15 Dol NO) J. Ge, Mogi. 16.25(1) 
Scythes and Company Limited ..........-...- -Uh/ QuiGiGes. 16.00(1) 
Seaboard Life.Insurance:Go........ ..Di.l.yasgmioJ, eauiayar WO oe 2.00(3) 
Seaway. CoppemMines, Ltd. 2... 2. ee ee es eee > 3 CEN SEU 83(1) 
Seaway, Multi-CorpisLtds £29... ose ses os OLS A) STRIP 8.00(2) 
Seaway Multi-Corp. Ltd. (Cu. Cv. A. Pr.).. 2.22. bb eee. 5.88(2) 
Seaway Multi-Corp. Ltd. (Wt) ....... 2... STU Ul tie 94(2) 
Séco-Cempi(=1/4%) 4... 2 > os» MGS VNU) aT, 02 aide 10.31(1) 
Se€ondo: Mining, Ltd; joeeis ce ses TL COT, BOM, SRE T Fea 10(3) 
Security, Capital: Corp.Ltd.,(€l., Bien... . «. . . » Ai. L oni. BO 3.90(1) 
Sdemar i Minesthitdstecnus Ents 1 oe es ss « OE) ONAN YREQMO.2 So: 25(3) 
Seldore Mining Company Limited ....... 6. 0 2.0 ee eee 40(3) 
Séléct:Properties Ltd. ...... . {2% w2.9R). of holt, Ymaene.? 2.45(2) 
Selkirk, Holdings Ltd. (Cl. A.) (ve Jud. he). Qu, GOT SUELEG AN 17.00(1) 
Senior Gas7&, Oil: Ltd. 4. ca. a 4. D1 shea. lo. monmIegiO.) N26I01. Se: (4) 
September Mt. Copper Mines Ltd. ........ ul Se. os sat 10(2) 
SetonwLake» Mines Ltda. <@0.. 0). tas Bysds ssw oe ow OTL BOR AC (4) 
SharesMines.& ‘Oils, Ltd: cmek co -& -ersl Pek ss oe eels » oO 12(1) 
Shasta. Mines&, Oils. Ltdi.rsy. tnd... .. . ..0b1. 20D Salone BOR g oo 50(2) 
Shawslsimited,sltsEe th: Afeptecays oss oo os ss ss » OL ROOM 5.88(2) 
Shawmin.Explorations,Ltd.. ... . .. . SU) .YMeqihO.h Son ees ITOK a. (4) 
Shawnee.Petroleums. Ltdi.a8..... daneweeA Rh SiUgsiny.) ACRVIOEL 09(3) 
Shawnex. Mines; limited. Bids <2 cs ow 8 we Sos teu ik. eee Oe 15(3) 
Shaw, Pipe Industries Ltds, £4.4. 29.4 3 ~ = « » D1. 2H0UEIRIGI: Me 2AOMe 8.00(1) 
ShebaiCopper, Mines, Ltd, & uh. eich. Qs, Peds so. oe SUSIE Bae 22(1) 
ShebaiMines:Litdissns Stoned dmpects « «=~ (4W A) Si eaters aie 04(2) 
Sheldon-Larder: Mines Litdinncnod Voemrtn feds ss oe « atthd aL, Seba 07(3) 
Shell. Canada. Limited.(ClicAd) et... «5 se ses ~~ atthe Bosh aves 37.25(1) 
Shell Investments. Ltd.,(5-1/2%. Cu. Cv. Pr.) .. . ..2b)..0.) Bia De 37.25(1) 
Shell. Investments: Ltd.i(Wt)ses tcl. 2s ee ofA te UL BRR IE 17.00(1) 
Shell Oil Companywec tafe = see ee be oe oO. AO RIGIG Ae STORET (4) 
Shelter. Bay. Mining;Corp: 332 ...... bi. .2endy. Mecraqda cea 21(1) 
Shepherd. Casters Canada Lid... ..... ~~ + Wh) 29M OGM. oe 4.00(1) 
Sheritt-Lee;Mines) Ltdai..<, 4 a. . . . iJ. gofSu. ib, aA BSOE ee 28(1) 
Sheritt/Gordon. Mines Ltd. ......... 1s) noneiland. » edo.2.2 15.13(1) 
Sherwin-Williams. Co;.of Canada Lid. ..... .. 01.1. qu).) .22g3niGg. & 13.50(2) 
Sherwin-Williams Co. of Canada Ltd. (7% Cu. Pr.)............ 89.00(2) 
Shewan Copper Mining Corp. Ltd... .. . mu ki). ei. sora (4) 
Shield Development Co. Ltd.,-Thew\).'o.2:s7 20 07 ty) 22) Sareea. 80(2) 
Shore-to-Shore Corporation Limited ....... J. SJ. se at 3.50(2) 
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Shiilly?s!Industrieswimited®. \i4)..(.79 .A. vO... 282) bation que a9 4.75(1) 
Siébens Oily&Gas Lidiiet AAvae). 0. P?). atta sober. esque 9.00(1) 
SiésaEmpire (Mines Ltd. {U). 5.)....4.a9 uD. BIR) batiei.| avd. x 1.50(2) 
sifton Properties tdi i). {3 LSA uo SOLS). cStinnih medal. equa 3.60(2) 
Sigma /Mines: (Quebec) Ltds) 0. 64 G9... 88.82) hota. quod. ats 3.75(2) 
SilbakiPremier MinesiLtd. ...Qvhd..ci’D 81.02). asin h erebsrT, sqsow. 2 09(1) 
Siléurian Chieftain) Mining*Co.-Ltd........ 6.34 2801.) bovirgi.L aun. cebe 09(1) 
Silknit! Mimited owners. Laaiied OO. SLAW. 20RD). satimi eebetT ease 22.00(2) 
Silknit/Limited(6%: Pr.) A2susien. Oy... LAW B0GL.) beatin quow.2 37.00(2) 
SilnionacsMinestLtdiaecines- 5 te. Laie WeaR pedi t meherk sequen. § 27(1) 
Silver:Butte:Mines!Ltdes Lik. co. CWE ROOL) bot quad evbst 07(2) 
Silver:Chief Minerals: Ltd: ............ YW. 021). adie t eveberl squew. & 27(1) 
Silver Christal Natural Gas & Minerals Ltd. ......... 0005 2 ope: 45(2) 
Silven City WMineswbtd tives 19a. on ae cpencives co ee LW) Dott alee 12(1) 
Silvers-CiipsMines! Ltdisstweat Wiebe os oc acce ar erer en eaeve of SA) Dotto T abet 20(2) 
SilveriEirekalGorprinys. (Ado. ac ce ear ve eras oy sor en en ee TE) DSH ONT wigan 38(1) 
SilveriKeysManesiditd.!t:). 0 DIE aa. eee. aeoitentA-2nu 05(3) 
Silverknife:MinessLitd iar wes La. oo ccc es nee LL zee) phere) ens 05(3) 
SilverdLakesMines Ltdiv.ice iad. 0-206. Satie enh ogi abana endl? (4) 
Silvermaque! Mining) btd.vtew ly RCA) batten eanit agi shensleannt 18(2) 
SikversMent Mines, Ltd... .. (a9. 0.08.S2). hatin denit sof) ahene 2-2 033) 
SilverMiller;Mines iLtd........,....... 14). batimtt eanit oqif, abenso-ens? 05(1) 
Silver: Monafch:Mines Lidiatwn... ......  hD eoonoso A. sheneo-anet? (4) 
SilversPack:Mines'Lids.2stopmedt Lf. .......BLT moltercloxS. aidmalicS enert (4) 
Silverquick:Development Co.,.(B.C.) Ltd... .. bi. 2soniore’ [cinaniincsent 12(1) 
SilvereRidgse Mining Cow btd td... BLE ee. 1: protease, aries 05(2) 
Silver:ShieldMinessIne.!.. ... «2.2. .0..... bi esaiviee inionsslt lndola,e 3:10(2) 
Silver Shield Mines Inc. (A. Wt.) . . . 202: IMG), satisai LO. sismuoM-< 2.19(2) 
SilventShield}MinesiiInc.i(B. WL), ...... 2. oe  o boleromeand [O.mesone 2:02(2) 
SilversidestMinesubtd. 120. scene ocr eer esa DAL 2onilagid. aie ene 07(2) 
Silver SpringsMinesLtdiyy. ad. DLT nioolgxl anelenm 58(2) 
Silverstack MinesiLitdiom. (10. o. 0... ob soiteolaxnd okey. eek 26(1) 
MinetSilverstackitée ino. Ud OO ALY oo 3 I aati asin b sobeot 26(1) 
Silver:Standard IMines Ltdic.. 00 de cal ei eee oe BRE OD. Bato os 1.10(1) 
Silver StangMinestIttd, Lac. ow. esi ec reese STL zen seb a 10(2) 
Silver/SumumiutiMines Uictdly fret (Cd occa on cinprivjer ove ravane SL OBOHE 02(2) 
Silverwood «andustries\Ltd.(Cl:..A.)............b1.4 29miM usmesuodit® 3 15.63(1) 
Silverwoodtindustries Ltd..(Cl..B.)... .... 0... ..<. bb 2axne23H.ag 14.75(2) 
Simpsons Timitedsiin (Ad. ....50) i al alee DOLD eogiala xt. 22.00(1) 
Simpsons:Sears\Limiteds | kiwel o 4, 4..20..0... bation aatiezogen. 28.63(1) 
Sintrackimited$i:daked Explormuws Lack... 644). boii settssegnd). x 5.50(2) 
Sirntmaletée Techastreees GE. oo ose 05 cn gran h pay eden snapleraa ones ance ced hh PONE. Ba 5:50(2) 
Simmacs Mines Eta steko oon cc ser ecen arene onan Dhl 200k. Hotebiingna) .qsjorl (4) 
Mk eltyoMillCompanyANQany CAG... 5. ocer on sasewusneugnar ot u's sO. CARE. 45.25(3) 
SkianiManulfacturing Ltd... ee ees cer er arene gree ebthl BON TOLLS. 2.35(1) 
Sklar Manufacturing: Ltd. (Wt.)...-... 0.0.0.6. BRENRD Ub ima Je 75(2) 
SkylinesHotelsLimited....................0....D1) gated .oismsal Law 9.25(1) 
Sladenr(@uiébec) sLitdirwsewt.: ©. 6) evinces cs wear cbiow ev ee's AD 250M, blood szbausl: (4) 
SlaterBay .GoldsMines, Ltd....0..0.. ....0) cep epees- ee DSi anges, oda 02(3) 
Slater:Steel Industries Limited. .........0 602. cn0s 0) 2-00, dL 2ornseutbouel oF 10.00(1) 
Slater Steel Industries Limited (5-1/2% Cu. Ist Pr.) . 0. ee. 13.88(2) 
Slater Steel Industries Limited (5-1/2% 2nd Pr.) 2... 6) 2 13.75(2) 
Slater Steel. Industries Limited ($1.20 Cu. Pr.) . . . . . bu teoci. deo’ 15.00(1) 
SlatersWalkerrofi Ganada, Ltd... 1... 2-...0.6 ot DLL AO Blond 13.25(2) 
Slater Walker of Canada, Ltd..(Rt.), .... 2... ....«. Sermi.| asonuoreH alas sot (4) 
Water Walker Securities WLtd...vcu scateian ct besslacSucentevews on Aabenboay rome 8.00(1) 
SlavesPoint! Mines tdiry! 620. LG. ccc ccecene ccene aes Dh eanpalovad, astall 04(3) 
SibaDiversified \COrp stds... 5. ccnp ere cre enero ROM YOeQtAOD) a5 9.38(1) 
SlédanOttawayMinessLtd.;..6o 62% Cua. i.)...,... . Det ainommeaval 28% 69(1) 
SUMNAviinesxe! Devdepamrat Cant. Lad... c 5. BE el) ssqde? aver 50(2) 
Si: Milndustries/Ltdivaiapanecst. Caw. Lad UT aad eadoiee) iiaose, eohtlt (4) 
SriowdriftBase Metal Mines Ltd... ccc6 cece cee eset aoe OL GORI 13(3) 
Speyer Sthtes; Litited + inet Say opah evel b caaqucea eres baad DP EOE 6.75(2) 
BOSS RE LGN a dn enienian d- Snsenn ct Silan onadiicgramian aaisacoick lected Ne abe MAUS 50(2) 
Société Générale de Financement du Québec... wo ee (4) 
Sogenabific. iwc. ....... (vat 2160.) i, PO) OS, Sans IOA CD. 14.50(1) 
SopepetiLidivies CaS tel. A. 0D dPA\L-O). .b molteioqio® sonsiqagoA. n 1,22(1) 
SolariExplorations: btdutiarL A. sn.) 8) 2alunit oansiqeos A (b. noi (4) 
Solidarité Compagnie d’Assurance sur la Vie... 2. ee (4) 
Solomon! Development*Ltdsit! 2nd). O*AL-2) eattnid esanigsaaAb. noits 38(1) 
Solemons. Pillars: Mines. Ltd........... ...-....<:., Bots.) sbsne) abidig J. noel (4) 
Somerville Industries Ltd. ($2.80 Cu. Pr.) .ooiciie el 40.00(2) 
Sohiex Etéevowws Lal. ......... —. betel sbhacs Jo. wanqmeQ ead. noir 83(1) 
Sovtham/!Press Lintited .1)').o8S\4-2) beviuait sheas? te. wasqmno aso. 73.13(1) 
South :Dufault Mines td... ee boli shook to. Kasia an. moi 05(2) 
Southern»Pacific. Petroleum Ltd. ................. . ..c0imaqaAR anidiM, nom 08(1) 
Sobthern’ Union '!OilsLtdsl. ......... 0... .dohl shsas de. viasqenod. 1D noid (4) 
SobthoPacificyMines. Ltd...... <0... -cacetanes ace os OD. 2olzadad Done (4) 
SotithSéasiMining Ltd. ....5.-.-.2 62 sce cernye nner e DLA onesie, pibens... bsiin 22(1) 
Sptith Winnipeg Limited) :.0. Uwe? Sima... bh an 2. 00. dened Daa (4) 
Spacemaster Minerals Ltd. . 2... 6 2. (10 i hd 2 a) oie 03(2) 
SpavMines Btdils 20 oe were sewn tene dD ee) dado Bolan 05(3) 
Spanish River ‘Mines Ltd. 20.0.1...) . Aid eam obo) sactemno baal (4) 
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SparyAerospacesProductS Ltd... (64. A os eee ec oe Dati 2ondM. i 1.65(1) 
Sparling, Bide, George... op ses) ener eno) 0s ob dv amare vv oe Dh Bae roxhiZ 2 2.40(2) 
SpartanvAi Services: Ltd. ows) mie. a bottimtiL esnlM nemeilé 50(1) 
SpartancExplorations ctd!inna! | une (30.00 Cab 2miM mininesl i seb 13(1) 
SpattexiOilekrGasclstd0d.. (Pe cr er or wed Do, Oyidine 08(3) 
Spettroair-Explorations)\Ltd.................. £99, 2. aPA)..D. otic. welding 13(2) 
Speculators!Fund:Ltdewt. ide S.A) bation), 2areubrt bres 42(2) 
Spenho: Minestlltdiw. (il. . cecee en dy estes eneukoage sede eeel eb 2o0dM vole 06(2) 
Spina ‘Porcupine! Mines'Ltd) 00. yu. 4... bi enolteroiqad .sllixanl (4) 
SpintLake. Mines) Ltda shetinkh nage? inamgaleveGh.& acitesalaxd: anh (4) 
Spooner Mines& Oils: Limitediien 2... oo. 6... es es ee ws or ne IS BOM IS 1:10(1) 
Stability/bifeInsurance:Cos. Lad. oN ee. DEL 2conetolaxd ashe (4) 
La Stabilité Compagnie d’Assurance-Vie .......... 0). 800.0 ovoes (4) 
StaffordsFoodss Ltd. JM ies. Ltthece coca eeene: eles AE pao mopigilisate 2:60(2) 
Stairs Exploration’&' Mining Co. Ltd....... . ...-bii.canilv. bled sunsimee 02(2) 
Stall bakes Mines:Ltdi .imiuet.(24. ..bil..cD sniaiM bled. lsthaiW acive 89(1) 
Stampede!Intemational.Resources(Ltd.................... id. senihd aavist un 68(1) 
Standard Broadcasting Corp. Ltd... ........0A.{2) .biL cots? 13:00) 
Standard\Fuel: Co! Ltds 4-1/2%'Cu..Pr). .... 408 1D). bil noltesomoD aloe (4) 
standard (Gold !Mines. Wtdiow. bd... cons te vee Die aon menos 07(2) 
Standard) NickelMines;\Limited. .. .. .. ........ 4.3, .-se.btd..09 aniniM, Jom 22(1) 
Standard 'Paving..& Materials Ltd. ........................- Oh! shaaa lh om 11.500) 
Stamsie ls Mids (GIA .)). o.oseu anise we svice ueichign oy oy oy ono oes aylaviquen ol sea QS LUIOETS (4) 
Stanfields Eta o(EliB OmpUiy oo... .. cece ener eres om eve ehh 2IMOISNSO Lami) 
Stanford Mines: Ltdicwna!. vjuswics Ll... bil notimalgxd. & acini. swe 60(1) 
Stannexd MineralsiEitdnas!. insuaties Wat. O89) Owe. Pek... 2. deena 14(2) 
Stanrock Uranium: Mines ietdisines (id. (Wi.).,........ bit .oD. gains won 60(1) 
Si cAnthonyi Mines! Letdi!. Hasihinies ith. one) ctene ses DAL. exotuneo dd. lunexeh (4) 
StamaiakeiGold: Mines Ltd. 20... 2. 6) seks deve or sv one DBI, Bhaens,0agks 05(2) 
StéeliGonof’CanadarLtdy. Ther. (3. Py.0(.79 oa A) hatin. sbsas? 26.75(1) 
SteelireeiGrovip ncn. (Aa. ocak coor ores erat ey ae ot orn es « ML Inaoign ovat, lexs 95(3) 
Steelfcee:Groupiincs(6% (Cu. Pr’) ...............-. «,.. Molzaimanarl. Jesh. 2 3.55(3) 
SteepsRock TrontMines''Ltdu. 62 22.) «5... on. 22 udgiad. Ma. 2 2:23(1) 
Steetleydlndtstriess kta. (203, Let, LSS) ect en ene coer edt eon, Ion 7.00(1) 
Steinberg ischimiteds (CH A), 0. <x. ence nae dan seen anne op cnvinmpanseel 2M 22.88(1) 
mteimberg Mimitéei (Cate A.) 5... ccs ec er on even enon oon L enone xl Ic 22.:88(1) 
Steinberg’s Limited (5-1/4% Cu. A. Pr.) 2... 2. Oe wo. 77.00(2) 
Steinberg Limitée (5-1/4%. Cum. A. Priv.) i). 2.0. nob 2 os 77.00(2) 
Steintron International Electronics Ltdi). uence ee. 3.35(2) 
Stéllako:Mining: Company, Etd..ft taint drerttieavhd levenet) onibencD. ball 11(1) 
Stérisystems!Ltdhnas. Ons Lic. ...,. beviendt nogeantt, abivnoite A. 23 15.25(2) 
Steérisystems!Ltda(CleA.)nronetxs DLL eon blod) aeonbrnt mes 15.50(2) 
Sterling sTrust:Corporationw. |): .......... baiiatT..02. xed. sage4. ao2qa 8.25(1) 
Stewart Lake Iron Mines of Ontario Ltd’) oo. 0.0.0 2 ek sage nan 15(3) 
StiJames ‘Resources. Ltd............... ........dhl yosquned. aaillint noan 1.70(2) 
StQMary’s Explorations Ltd. ti. .............. pain siaqage wo, nozgtor 04(3) 
Stormy Mines‘ Ltdiajo0s WimiaS 0.0 AO) botina) eaxsqewe, nozmod 28(3) 
‘StuartsHouse:Internationaldbtds: oid. ....................- bE enoiteiolid. 3.55(1) 
Stuart House International Ltd. (6% Cu. Cv. A. Pr.) coos. bo. 6.75(2) 
Stuart<Oil (Company. Ltd., D.A...........2.. 0 ) pranedt.2allo¥. 29: 7.75(2) 
StudemiMinesi limited: Lined J... 2. c.ccce ce cerecceeres DEL OD. gareiM Bow 10(2) 
Stump sMinesnBtd.id. (60. Ae tever.-cwo.e-- bE gomterolod jnamqolevad xa 08(2) 
SturdysMinesEstd 228, 02% Sh. PIG Jesse cn wp ons on sigaporanennn exces thd RAED Os 14(2) 
StuceconsPetolersris UL. oe. 20 ae cdo oy cs'un eiericn ss or ot syerehancens a OT AOA E (4) 
SmurgexeMinesibtds, (Ad. WE oie oe acalen seen eters neenes oss BOM. Lido 21(2) 
Subeo Himitedimonwes An VAR LAD. cc ccereiar deere recs DLE Rank, anaenG 10(1) 
SudbutyiContactiMines Ltd... 10. s oe ees ae cy ol abe deen se DAMNED Mgmn9Ke 25(1) 
SullivansMining:Group. Ltd., 24.8.) .....0...,..-..,.bomenit gnmiM. ad 2.70(1) 
GroupeiMinier, Sullivantcen Ty no) oo) ear sven es vp cua nwo AN OTL. 2.70(1) 
Summit:Explorations'&! Holdings Ltd... ............008..4) Int 2078. aloe 73(1) 
Sun Bear! Mines3 tds oo. esse ce scorer es eroeeve «) Datel. Leonihl, ea. valde 01(3) 
sunburst Explorations sbtd. 2... ode. cece core we DAE ould. mEIkG 11(1) 
Sunburst Explorations:Ltd: (Rt) .0. Pe. .. bit. eaqgulavect gain, xomed 01(1) 
Sunlite Oil Company<Ltd. (2) )3). 2y.)......Di.L agnibloHl Janjecbai inam 5.00(2) 
Sunningdale. Oils Ltd) AiyvO.[u S\i-0)..doLegnibiokl deimzubal jeatn 2.65(1) 
Sun:Publishing>@onduimited)(@liwA.) Aa. ........ 2.00...) 4, .cb4.L anil. abs 34.75(2) 
(SunePublishing<Co.\Limited.(Cl..B.),........ ......«.. Wisi, souinoten 33.00(2) 
Suimrise/SilverMines.\Litd. ...............H..1 .e2. neaneaval nabnot &. aisore 10(1) 
Sunset: YellowknifecMinesLitd:) Lici ayo ......007 RL adroW. neal. ainoaaT, (4) 
SupériorAcids& Tromilitd., 2.0... cee LEE FO eo 0, 28k. ah OK0 12(1) 
Superior: Electronics:Industries Ltd. ................(.2 J) oti 1sié. ain 2.05(1) 
Supermarché/a, Domicile; Ltée. 2... 2p. DEI (GORT} azauoast leswat 30(3) 
Superpack)Corporation{Ltd), t.00. 16. 2/22 leotiodrA ano), muaionad . 4.00(2) 
Supersol Ltd... ... i SAoo 4806). bt (pote A. shot). magslanied isto ® (4) 
Supertest Petroleum Corporation Limited ...........20.000. 16.25(1) 
Supertest Petroleum Corporation Limited (Ordinary)... 2.0... 0. 68.00(1) 
SurlugaiGold Mines Mtdyts 2d, cose si gene neha ere tu ger wcntaredans  QUteh STAQGE 07(2) 
Surpass..Chemicals. Limited writ. (oi pes aton LAER) banittd. quan 21 1.60(1) 
SWitickakesMines! Bfd.......0. 0.0.0) .0 ob A ABD) odie t aoherl soucws. 2 15(2) 
Swiss: Oils’ ofi@anadai(1959).Ltd............... 04. fO) beni tT. quod avshe 18(3) 
SystemsvAiriCorpi tds citedt 0, Al)... CaO) sdtimit evsherl squon ks 15(3) 
Systems: Dimensions Lidsaied (01. B.). (29 wt) bolimi tl. quod ax 6.88(1) 
WacheaLake;Mirés. Ltd): ......0. Lvs an. ae) adtiannt araherl squewk 4 03(2) 
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Sch. VII 
Tagami)Mines Limitédwenss. .......... + hd atoubort somyzoms..26q 12(2) 
Takla: Silver: Mines Litdweanhs Wid. (6. Ca. Pras... somes abhi gabe 09(3) 
fEalisman} Mines Lamited nl. . a... sce ee one oe SL BOOIIOS SLA Bete 15(2) 
‘Taman: Uranium.Mines Ltd... ... 2.25225... DLL enotemiged rena 07(3) 
Wamblyn Limited sG.\..«i < santa Lt. 14-AG.400., DP Mie 2 18.50(2) 
Tamblyn Limited,:G.. (4%, Cus Pr.)sns | uns ode Pewbiimaig aise 25.00(2) 
‘Fancord. Industries Limited (A..Pr.)..........<... . Of boot. eroiaks 2.50(1) 
Aandloy. Mines td. F.C). Adis. bos le ee ee edna 08(2) 
Tanzilla, Explorations:Lidsé 2... 6 ee ee os 2M oie Bag 11(1) 
Tara Exploration & Development Company Limited ........... 12.75(1) 
Tatget:Mines Ltd:,\. iwi Wi... ee so ote. Od aan Asnood 08(3) 
Tastan.Explorations: Ltd... . eo ) SaNR went OT witides 19(1) 
Taseko: Mines: Ltds. sci. shies |.) ci ¥ -poneused. b singer? Ailidat2. 4 22(1) 
Pashota-Nipigon Mines Ltd. 2. 2... ee ee ew thd OT Boot 22(3) 
‘Tasmaque Gold Mines.Ltd..........bA.i.c2 gniniM@ B.mmumolysd einit (4) 
‘Faylor. Windfall.Gold Mining Co. Ltd.............. bi gent ode. ila 02(3) 
Tay River: Mines Ltdeyaniivent Jak. bit esowoesd..isnotisnanini shoqas 15(2) 
Teck Corporation Lid:(ClyA)m, .... ... bi mod gaiiersbaost freh 4.75(1) 
Teck: Corporation Ltd. (Cl. B.).. ..... (a%..u9 seSii-h).. bi. .e2 lewd hist 4.15(1) 
Teckora;Mines» Limited $5.80. (6 ... 12.Mey... .biLeanM. bled insiine 51(2) 
“eknol (Mining Co.wbidh id... 2. ees « 2 DeLee isto brabeal 34(1) 
Welédyne:CanadajIstd!.id, .. 2... -.. . DLL alehoeM: B.gnives bret 4.65(2) 
TWerinecorne@ational Litdis ce oie ce ccsun ie so so vw ub 1 cSt Ane a Oe Oa eee (4) 
HemaDevelopers, UA... so so scuasia fee lace ss io ev us fae ae Ce ae (4) 
Mera: Mininer& Exploration Dtdicy. Ps... wo « va eer Do 2.40(1) 
errasolindiastriva. Resourses Lad, 4c ace cus o « oe IE eee 2.88(1) 
Werrexy Maning: Con Bbtd) id. is we ee ee eo JD paneer Ascine: 15(1) 
TexacalResources Ltd... 6.10 ee se aeise ae we else wks oe DE eA. 4 24(1) 
Mexaco: Canada: Dimited).tc).. 6. iene oie ew ve es oe A OREM Ble). ste 34.50(1) 
Texaco Canada Limited (4% Cu..Pr.)....... . aff. .bit sbsasD ta 2 60.00(2) 
PexalsDevelopment Ltdi yd. (Cb, ek seus ce oo se ws co oes I Sete! 30(1) 
Texas: Basti Dransmission ............. - « « « &74..80 SPA) oak git Wii). sstilasia (4) 
‘Lexas; Gulf{Sulphur.Ca. Inc. .... 2. 2 eo oe obi Zon nor aaeF 14.38(1) 
PeXmont. MineswLidife Mines Lad... 0.0 ee so eo oA aoienhie gables 39(1) 
MeXore!ManesiIstd... 2. cea eee ee ae ew os AAO ae 2 ated! 10(2) 
FERS] Explorationswbitd: (Cl. Ad... eae . A, JeD) sated, Siedaie 57(1) 
Mhermatron: Corporation: Ltd:). {..so:nek- A 9 SRAM -2) bemoni td. aerodaba® (4) 
hermatron, Corporation Ltd. (Wt.) (v.05. .A..ca? AQbM-?2). cetini_t sedate (4) 
Third Canadian General Investment Trust Ltd. 2.2... 2. 11.75(2) 
Third Canadian General Investment Trust Ltd. (Pr.). 22.00. 00.00. 32.00(2) 
Thomas Nationwide Transport Limited ...............00.%0. 1.95(1) 
‘Thompson Lundmark)Gold Mines Ltd....... ..{.A 1D) Jit ematayene: 20(2) 
‘Ehompson: Paper: Box: Co..Limited.......... . .aimingie? Jasl. oni 4.75(2) 
Thompson Paper Box Co. Limited (6% Cu. Pr.) 2. ease ov ee eo. (4) 
Thomson Drilling Company. Ltd... . 2... <i... 4 .b&) eastunga sl. send 1.50(2) 
‘Thomson’ Newspapers!Limited.......... . bid 2tottiewlgad een 29.13(1) 
Thomson Newspapers Limited (6-3/4% Cu. Pr.) ... 2... 0.0.2 0.. 51.13() 
iifor Axplorations: Utd. §6 ago aio ses woe ca el L.fonousmiainl cauieh ta 68(3) 
(Thorncrest\Explorations Litds..A.42 avd. 0)). Bt.i lenoiemetnl. seuedH. mauled (4) 
‘Timken Roller,Beating ‘Cons i264... >. AS bid yoann DG 43.00(3) 
Timrod*MiningCos Ltd. Siali Casita Lote... -.... batiend 2eaiM zsh 21(2) 
Tinex. Development. Exploration Ltd. 320). 0... 5 .). . tui zon ane (4) 
obe:Mines:Etds te Pajl Mall Cana Lace 452% Choe Beanie vba 12(3) 
TLokanLamiteds |i Mati Caneds Lad. 6-5/8. Joadbed pouslee? aes 1.40(1) 
(Eombill:MinesiLtde Pail Mall Casals iste £6.5/8%. Remy DRE CRIM. Fos 55(1) 
Homrose; Mines! Lids! Cimada Lick J WES & occ bese Go ie © SE NOMS (4) 
‘Tonecraftuimitedde Pxit Mall Caranle be (Oa aL aant Joanne 12.50(1) 
Tontine: Mining Ikimited....... 122. 2s ee ooh Que. gai eeviiie 60(1) 
Tooke. Bros: Dhtdsted dines Lad. - ice nw eee oo SE oevilluZ.asiai) save 75(3) 
Tooke, Brosiyktdi.(A. Pr.) ............ « dd epnibieh s.cncisaalyed. seo (4) 
MopleyAGriss:MinesLimited: .- . ja oo 00 » we eo oe aD on eet oe 09(3) 
fMorcansExplotationscbidiive. . . js 0 eee ie we o A CrotimolaR Janda 12(2) 
‘Tormex.Mining Developets Ltd... ...... . C19) .bif enonsiolaed sexs 1.68(1) 
Toromont. Industrial Holdings, Ltd... ........ .di].yasena2. iO at 1.30(1) 
Toromont Industrial Holdings Ltd. (6-1/2% Cu. Cy. A. Pr.) 20. 2 (4) 
Toronado Mines; Ltdy. Tis... ne we KA. ID) Dott 6D enidetia® ty 17(2) 
Moronto-Dominion' Bank................ ff, (2).detimni. oD acideiide 30.00(1) 
Toronto; &: London Investment.Co; Ltd: .... .. : Did. 290iM taylie sei 3.90(2) 
Toronto Inon;Works Ltd., The... ..... -. 1! 2eni. ctindwalis¥ .ie 8.75(2) 
Tordntd..Starulimited.(CL.B.)\ 0 a0. nye ue wo « wt OH ah bisA ae 38.00(1) 
Toronto Star Limited.(Cl...C.).....,......... tt esitiewhal eeinonoela ap 38.50(2) 
orwestiResources)(1962), Ltd... . ......... . . 251.) slisienG.4. aoiammede 23(2) 
Total Petroleum (North America) Ltd... .....%).).co0mecnnw') dose 6.20(1) 
Total Petroleum (North America) Ltd. (3-1/2% Cv. A. Pr.) 2.0). 2.4 14.25(1) 
‘Tower Resources; Ltd. 4... .... . .battmil seliswqioD musioiel pense 24(2) 
Dowmart Holdings Limited:saiinQ) -botimi.}. aoliwomio). musieiel Renae 45(2) 
naders, Bldgs xedisrations Lads. cei da bee oe oe wd sao blod) supe (4) 
Traders ‘(Group .Limited.(Cl..A.) ............ Paid 2leattnod> 2 15.75(1) 
Le) Groupe Traders) Limitée (Cat. A.) .. 0s ow » ott Zonk sted 15.75(1) 
‘Traders, Group; Limited, (CL .B.).. ........ btb (ACL) absense’ do atid 15.00(2) 
fie Groupe: Traders :Limitée (Gat.B.)... . ... oe. - « ~ fh. a Aces 15.00(2) 
‘Traders, Group. Limited, (5%.Cul. Pr:) .... ..-.« . Okt 2anignamitl.es 25.00(2) 
Le Groupe Traders Limitée (5%\Gum.:Priv.) ... . . WJ zaniif ods 25.00(2) 
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Traders Group: Limited. (5%. Cu. Cv. A. Pr.)... ... betunit eandewbal.at 20.50(2) 
Le Groupe Traders Limitée (5% Cum. Cony. A. Priv.) ......0.... 20.50(2) 
Fraders Group. Limited (4-1/2% Cu..Pr.)........ DLL neal. angst, 56.25(1) 
Le Groupe Traders Limitée (4-1/2% Cum. Priv.) ... 2... 200.00. 56.25(1) 
Traders. Group! Limited: ($216!Cu..Pr.). ...... . .lat.l (serdsuD) eon, 26.00(1) 
Le Groupe Traders Limitée ($2.16 Cum. Priv.) . 2... evuliosuon. 26.00(1) 
Praders Group. Limited (1965. Wt.) .....61.J..09 goulM slstaid? osm 2.05(1) 
Bei Groupe: TradersLimitéex(1965 Wt.). . . 2.6 3 ee ee oe DOMOLTD I 2.05(1) 
Wraders Group. Limited! (1966. Wt.) .. 0... - 6s LTE RA) betel ai 4.70(1) 
Ee, Groupe Traders Limitée, (1966 Wt.)..............hL2ontM. ano 4.70(1) 
@raders GrotipsLimited:(1969. Wt.) .........4... ti snd ened x 5.00(1) 
Ke. Groupe. Traders: Limitée (1969 Wt.)....... hid 2lszniM tot. x 5.00(1) 
mtansair Wimitedi,...< 6 ee cw Dh) lar A 26D. ln send + 3.15(1) 
PrransatecimitediQWit) Ree ecenancus versus cw slide whiodes pid. corikl “iid rovll 89(1) 
Lransaitelinitedu(Rh. «0... cee ewe we wa wid odd. ait quo-vit (4) 
MinransairvEAmMiteG Pr, ) a cece ce ec aud ic ue we ue we wo pe oi Saas Oe (4) 
Trans-American Mining CorpeLtd..............diJ. zac yor wav lie. (4) 
Mrans CahadatGlass: LAG). oes se ee vee ee wae pe ee oo » OD SBM, Hl 5.13(1) 
‘rans-Canada:Pipe: Lines. Limited... ........ tJ eaciM oda 36.25(1) 
Trans-Canada Pipe Lines Limited ($2.75 Cu. Cv. Pr.) 2... 2. ee. 66.75(1) 
Trans-Canada Pipe Lines Limited ($2.80 Cu. Pr.) ... 2.200 0.0.. 42.25(1) 
Trans-Canada Pipe Lines Limited (Wt.)... 2... 02.0.0. 80000. 10.75(1) 
Trans-CanadasResources.Ltd.. ........0.++. DL 200M daisnoM xvii 82(1) 
Trans, Columbia.Exploration Ltd... .......-... -lt sani dost, xvii 11(2) 
‘Eranscontinental/ Resources Ltd... ....bh4 4.9.8)..09 tnemuoleved. daowpevll 27(2) 
‘Trans; Eastern, OiluéiGas'Ltds. ee es ILD goigiM, agbit yaya (4) 
Trans| Global. Financial. Services Ltd............ . ofl aon biaidé x 1.80(1) 
Trans-Mountain Oil Pipeline Company. ...)). 2.2.00 60.0000. 20.38(1) 
‘BPransocean.Oil Incorporated... ....)......-... (2W .8)}..onl zou. blade, 267e (4) 
‘Trans-PrairieyPipelines/Ltd}. (3.009. Pek ee eee oe ee DRA 2ORIM, abs 12.75(2) 
Transterre ExplorationvLid.. tu... Ps... . ~ 2 RM gan gamed tov 20(1) 
‘Trans: Yukon: Exploration Ltd... 2.0.2.6. «.. hI. 299M. Jostersl! 06(1) 
MresdorsLatder Mines Ltds zo ce ss tee ce we se se we we tw fo wo SO AHI SE (4) 
Wribag»Mining.Co. Ltd... 2. eee es oe ce we ve DL, BOE Dashamie revi 60(1) 
‘Eri-Bridge»MinesiIbimited.... 0.2.6 wee ew «we so AT ROR ane avi 35(1) 
SirimaGiMid:tggonins tis Laid 6 ew ie ie Se ve ee eee eo tee 6.50(1) 
Drinity: Chibougamau! Mines:Ltd...... . (.A.J2),..bt1 zardeubel hooweel 10(1) 
Triphope. Resources. Ltd.. ......... ... -.. 4.4..10)..bi. 2omanbai. hoowrorlie (4) 
PritonvExplorations, Limited... 0 se ew ee ee we we CEL ano2gi 70(1) 
Drizec. Corporation) Limited yf. -%. 12% 4n. Heteenalieiittig’ peadsenc 17.00(1) 
frizee.Corporation| Limited (Wt.): 2 0 = 0 oo i ue ehdae oe DONE 50(1) 
MicouussMineseltds wis ccc cee yas ae. ois DS Wow & la aN laos bd 15(2) 
Trojan, Consolidated Mines Lid: .... 2. ee ew owe wD BoM oem ».25(1) 
EromaciMiheswlhads, Llenster os ue bo oh wise iw ie Soe ye de ROBERTO AID vies 03(3) 
EroySilver. Minesyitd§) writes. o... 6 ee ee eo OE Qaim tap 08(2) 
Trust.Général duiGanadas. ..... 6.6... (dW) bit sarunoriuagh 23.75(1) 
Mri-Wall Concrete;Forming, Ltd... ...-..-........ Dotmit eloiakt gai /2.90(1) 
Mundra. GoldLMines; Ltd. acolo ve je oe jo) oie ve ce ww 1 bigs, ROAD), Ao 18(2) 
Surbo.Resourcés: Limitéed(£ fu... Peis. s- » DE end bio. 788 ofa! 93(2) 
butismo)\Industties Ltds (Plt)... ewe eo os » DRM camenubal Isoie 290i 37(1) 
burner: Valley. Oil:Company“Limiited?. 20\)-2) batinut eantevbal lege iis! 18(3) 
Twentieth Century Explorations Limited!\} -©) Salim! eardenbn! Joo vela 75(2) 
wih) Peak, Mines td. (2. 42) 089 00.08.12) buimit eatvesbhel lee ast 28(3) 
Twin, Richfield Oils. Ltd... 6.02 en ee ee ~ DL ADENRD Jo JlleW. xasts! 21(3) 
Tyeecdake; Resources: Liamitedjuxi......... 4.4%)... iL abaas? to veolleW. total 14(2) 
WA:PFInes(Gls ADL « + 40 cus lee Hie ol OD sled sala 16.25(2) 
Wister, Rétroleums, Ltda, A.§ ois lee ws oua\o ie alana ob penilviiniotae 1.46(1) 
Witiamari Company Limited... .- - = oe ee IE oD, hettierevid 6.13(1) 
Wnasiihvestmentsylstd; Mines Lad. oc in. ee we 2 DL swans 16.63(2) 
WinigavasCoppem€ Orpy Vt ree an pom mca ties kak yo st sa adliw ve nocenth Ake xe 04(2) 
Unican {Security Systems Ltd... 6. ews eye ee os ow oo DL ROUGE 4.05(1) 
Wnigescoinc.& bls Lok. wee ew ee ww AE BET IntoM cen ithbwene (4) 
Waigescoumes, (Cl, A:)., gece awe wo ve ve eae casos eso ve xe se ETE 2.85(1) 
Wnigesco Mock(Ghw Bs) LE oo ga coca yeiye se so Re x GT vc bo one 2.72(1) 
Union Acceptance Corporation Ltd. (6% Cu. C. Ist Pr.) 2. 2. 40.44(3) 
Union d’ Acceptance Limitée (6% Cum. C. lére Priv.) .... 2.200% 40.44(3) 
Union Acceptance Corporation Ltd. (6-1/4% Cu. A. Ist Pr.). 2.2... 40.00(2) 
Union d’ Acceptance Limitée (6-1/4% Cum. A. lére Priv.) 2... 00. / 40.00(2) 
Union Acceptance Corporation Ltd. (6-1/4% Cu. B. Ist Pr.). 2... 0. 42.50(2) 
Union d’ Acceptance Limitée (6-1/4% Cum. B. liére Priv.) ....! 2) 42.50(2) 
Union ‘Carbide.Ganada‘Limited. ........-...-.- 031 eaniM 2ushia.ene 13.50(1) 
Union .Carbide,du|C@anada Limitée. (291. W 08.52). bileainteabal oltix 13.50(1) 
Union Gas Company of Canada Limited ..............0... 14.75(1) 
Union Gas Company of Canada Limited (5-1/2% Cu. A. Pr.) 2.0. 64 43.00(1) 
Union Gas Company of Canada Limited (6% Cu. B. Pr.) 2... 00.04 44.13(1) 
Union-Mining:Coftporation...........- it susie .oftmsd modige 21(2) 
Union Oil: Company,of Canada Ltd... ......... Jat eliO, aninl! om 44.00(2) 
United. AsbestossGomph Ltd... 2. noe on ee fo oo aE Ba oe De 4.05(1) 
Wnited:Canadian: Shares! Ltdiacie.laid.. co ee oe oe ~ SD Bn easR oe (4) 
United CansosOil & Gas Ltdincs.\d,.109 Cu. Me » bodeitl geqinsiW. d 4.25(1) 
Wnited, Canso:Oil'&: Gas Ltd.. (Wt.)....... ..... . -it zion aaleseacese 64(1) 
WnitediCobalt;Mines Lid! o¢... thes). « ao eet 2 eee 02(3) 
United. Comstock Lode: Mines) Ltd... .... -.....Di1. 200M seviA. dain? (4) 


Schedule VII — Publicly-Traded Shares or Securities 


United- Copper. Corporation tds és). Goin E oOQAAleeL.cenitelee wwitetore 10(1) 
Minited (corporations Ltd. (CL AG) ce 6 ott se tse cneheI 19.50(2) 
Waited CorporationssLtd. (Chats)... a « «abe ein tac Bee “Seth eR ie 15.00(1) 
United Corporations Ltd: ($1°50 Cu.A. Pr)’. 2S. ae ee 20.00(2) 
United Corporations Ltd. (5% Cu. 63 Pr.). 2. oe, 19.00(2) 
United Equities’ Limited S147 O00 % OR) Og COC ta wososeged bed 2.00(1) 
United) Funds*\Management Didi: 8 603 Sinnn ticle To potent aad 8.38(1) 
United Grain.Growers Limited (5% Pr... 2.00. cee ee ee tes 14.00(2) 
Whited Investments Life ‘AssuranCe-Contt vucic cheer cites tee ee eee 5.69(2) 
La Compagnie d’ Assurance-Vie United Investment ............. 5.69(2) 
UnitedKeno, Hill Mines“Lid | 855. DNS VORHISH'S 30 SISO VAG 3:85(1) 
OhifeGalviachiceWnnes Nt. suet, ener, pment edi Raat yey 04(3) 
United)Mindamar Metals Lid.) HATA CHa ALA Wyte eae doasll J 16(2) 
Dnjtedp New, Fortune Mines alta i. Usa). Subs ots cepE Val mp weasuenery Ae (4) 
UnitedaProvincial Investments bids - A cercsir sb geo cee ees RT. eR 1.30(2) 
United ReckPetrolenimssL td. a tA ane athtell vpevua teaser: Ah eeiaiadcolete 18(2) 
EMMILEXTE SISCOGSNEITICS Ltda seat erat cir eye ee anaes tee ALRITE AD 2.10(1) 
United Westbume Industries, Ltd. os)... 6S cue es = ny SPUNA IED ce 4,000) 
United Westburne Industries Ltd. (6-1/4% Cu. A. Ist Pr.) oo. oe 39.00(2) 
United Westburne Industries Ltd. (Wt.) 2.0000 oe ce eee 1.00(2) 
Universal) Factors: Corps ici: kare salen Ae alae ss Oe TERPML Orr ra RURE (4) 
Universal Gas Co. Ltd... .... Oe biewwria: Dina SN leds checks a tags (4) 
Wniversal, Minerals Corporations... ea, fe ae Ae ec. Nc Re hee (2) 
Universal Patent & ‘Development’Etd® "GP YUL. aol U 4 MOET (2) 
WiiversaliSectiGnus LidhOQnac . ABQTBOLGaNL . QIWa¥) . Tava; 6:50(1) 
Univex Mining-Corporation Ltd. Ss. 02'S... etisaudosgenM. 41(2) 
Upper Canada ‘Mines: Ltd 6.) S84c Halbe eS AioiSvinl owen 1,66(1) 
Uraniumy Ridge Mines) Lida nai os ore GE St ag at Ea ee Oya 03(3) 
Wraniunij Valley Mines Ltdeis a cua Plc ntr rik eects. onc ot pores FF tees. oh: 20(3) 
roan Ouehec Mines Lid: a els at Ein emer eh neub! cae Glacaeasoney ES 04(2) 
US-CA-MEX Explorations Ltd... 2... 2. . shat arte = pram eats oi 20(1) 
Utilities ‘&! Funding Corpy bid! lee JBQUOCLG SIO, DRIBIO ‘) 1.60(1) 
Utilities & Funding Corp. Ltd. (Cl..A.) oe. eo ub ouay : 1.60(2) 
Valdex ‘Mines Inc... ssihovancihe. aigksay ap. easily igen ry. 13(2) 
Valleys Gopper Mines; Lids .. Cire actt eee | or orinet bets 7.70(1) 
Val Mar Swimming Pools:Ltd.(GUeCA-) 39h cj artis) cabopry. atigaetex scented 1.60(1) 
RiscmeseWwanMar ltée (Gat. As) occ te BE trs Veta ne) So eet pecans ovo 1.60(1) 
MalsNOTEE xDIOLAOMs CU ep cree ete tetas Seana er et se ee eae eran ten eer ee tee (4) 
Vananda Exploration Etd?". FOS 00239 MOl BOISE, S290, 2I806(1) 
Van! dér-Holt Associates Limited Wav -A20N. we) .eealiow? peen 7.25(1) 
Vandoo Consolidated Explorations Ltd. 2.0... ee. eee ed pe 04(2) 
VanyNess Indusinies (Lidueyw «samiasto MaK tel eten'2 saetroncersel dt urton 83(2) 
Vargas.Mines, Limited ft. Judrnsysct® LepetittscRUl os creed Ents tation’ 53(1) 
Mastlodes Mining: Company, tdi > avo Sch cc cuee) sss spe rsae gilts ve be eu 05(1) 
Welcrostiduisintes simited csr” cotne t ehet cnet cui Oot et seme ae 17.63(1) 
Vericap Investments Ltd." SS BECMUEINY pA GR Ie, SIA | SIG 1.80(1) 
Venpower ‘Limited '.). SIGATIGY . NOTA RO OR SIO) MOIR min 1.30(1) 
VenturessMining Limited}; sa; witnguanthsé.. ciearivia Ww ciqnastia’) -wealines: 07(2) 
Vermont Mines(Lidseats «bhif ishacnweade. } oRinunt)-dectheld- dia (4) 
Versafood Services Lid), it... ydedeost- 234 0 cwchalapaeles ta « avert ala fee 7.50(1) 
Wersatuesanuractiring; Wolds ¢ cae nldage cps st oh cid poe: & Ree on KSHETSE LO) 
Versatile Maguractutine td. (cls Avy 8 aie sos ate gsne se cee coe out 2.75(1) 
VesparsMines tdi hihi t*: OTL e tL OMNES UN Ste ae e As NAS 741) 
Vestor!Explorations ,Lid.. -Si81S70E2 (SOGTIMIR .vIeovERU BOs 33(2) 
Viau Limitedia alors dligoe.. Stliornaereny Giibiavirlé esnek dof (4) 
Viau, Limitée 1 consi baleen obed: Hildletesriporls > -analle OO metenst (4) 
Victoria Algoma Mineral. Co, Lid 6... fooeein itl: vpprovenustert bongo: 11(1) 
WECTOMATCAGIeYy, AIUSUICOw pe ues Ge ss pisses yc pie bia ieee 35.50(1) 
Victoria s. Grey ‘Trust ‘Cor (5.35%) Cuca. PY) oo: s cuties sales oo 40.63(1) 
Victoria "Wood Development’ Corp. Lidhe2 i Sik, SIaR I hs MS ee et ons (4) 
Victoria Wood Development Corp. Ltd. (7-1/2% Cu. A. Pr.) oo. 2 2. 8.13) 
VactoriMining Corpi(ietds i iswaih wen ieiGviahs BANOY . G160R i 08(2) 
Viking, Mines Ltd...) whiny! Paved ianivtakin thongs pret 4,» .08(3) 
Villacentres Ltd. . .... dat bik arlihindkihhccd BN ks Ree ae a 9.88(1) 
WamysExplorattons VAG ses. lige a ee ge toe ces, oD Pee el gas 02(3) 
WVASdeCHAMIIIC ra ra erie serae, a- tee pera one SELL SSPE oncaeaindarpont EH ee iolON (4) 
Volcano’ Mines: Stabaey AX Cheat ish SE SSR NS PREY lee Rae REEL Ra 10(3) 
Voyager’ Bxplorations Ltdiaeys ) RODRIG) AOERNTAOL, BI. (4) 
Voyager Petrolenms Lid (nals. ¥ GehtAvenl tooien). Suriok 4.90(1) 
Vulcan Industrial Packaging Limited... 2...) ee eee 9.00(1) 
Wabasso Eamited.. 2%, .ti pens dadil-ohiae deren naostinn 6 18.50(2) 
WabassOMuimulCe a. sesrsce, eas BSW ss one, Noe NE er dk Se 18.502) 
WHCOTRELFOICUIDS LU State sp parser el? sudia “yeas. geet “OOMCRES as Ae ae 02(3) 
Wade ines tan aime Noten emer car heaton a Be EE Se eee 01(3) 
Waferboard. Corp: Ltd. 2 Si022 0 0a). OSE IVER LOS 7, OS. 1.50(1) 
Wainocor@ile& ‘Chemicals. Ltdijxcnits) . VRIOY 1h SN RoR 5.63(2) 
Waite Dufault. Mines Ltd. .... esasinait.sasiah. .saallodD Hors! 09(2) 
Wajax. Limited yey) ty cntoira! h-yiieeeyiihh Sayed onrolea is 13.63(1) 
Wajax Tames oe yay aa AEs tect hc tak Ae eh a ES GSE: 13.63(1) 
Walker-Gooderham & Worts Limited, Hiram................ 42.38(1) 
Wall & Redekop Corporation Ltd: . 2)... 2.75(1) 
Wardair Canada Ltdi so OUD AGRA Fa UE tay 1.45(1) 
Warnersinvestinents td. BC. (ClwAY) VIG UT AUS LO. MOE (4) 
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WamerInvestments Ltd) -E:Cs (Cl. Bi)esaiscoetts .. 2... oat aabliv, (4) 
PACD CTV OSA aera th. 4 Tha an tonic rend oS 0an cepted SITES L laihliQ. mali 43(3) 
Warnock Hersey International Limited ) oi: 2). sou) bb ded aan 3.65(2) 
Warnock Hersey International Limited ($1.50 Cu. A. Pri) wv ay 10.00(2) 
Warnneton: Products’ Lid: ’(Pr-jr eee, ss... sb. 2omil 40s 3.50(3) 
Watson Lake.‘Mines Ltd) i.08, 2Y cP Sh fexsT to. vesanalk GO oudell\ 04(3) 
WavecomyDevelopment Lid) gions... vehi gaol bloD. aan. best noel’ 75(1) 
WiAG.P.. Explorations: Ltd. hp..a2 boli T Wauini2ed seguud h.clest?. 10.13(1) 
W.C.P. Explorations Ltd. (5% Cu. Cv. A. Pryins' oo darelgad sean 30.00(1) 
Webb & Knapp (Canada) Limited... .. .... bid goni.ok eli Melbel! 40(2) 
Webb '& Knapp (Canada) Limitée. .. 2... bt eect danbla-ail 40(2) 
\ Webbwood Exploration Co. Ltd. ... 2.000.002 ey lqqu2 eocic 1.25(3) 
Webbwood Mobile Home Estates Ltd... 2. 2 ul ee oe. eo ew. 1.00(2) 
Wee-Gee Uranium Mines Lid::.. .))..0)c del Viasaeni aninil + iaiacaortW. (4) 
Weldwood of Canada: Limited . . gcc jcccte ¥os.0) eal gant olaan’ 13.50(1) 
Weldwood of Canada Limited (Rt), .......... bib tbakysiAéA .booW. (4) 
(© “Welland Consolidated Mining Ltd. ... 2... s.. n 04 fot} 2uasronboo Wy, (4) 
) Wellington Bank (CLA) 2 OE AID) BEE Stbarevid bicthdol 38(3) 
Wentworth Investment Corporation Ltd... 5.00... 2 fee oe 10.00(2) 
Werner Lake Nickel: Minés!Ltda}: . M4404 toates, chaticniel- sowie biewhoo! 01(3) 
Wrescorp industries, Ltd. -y...-5 Qui livasy > SRnGeme DD weriad obieb) 5.40(3) 
NVESICVAMINES LAC. yn ina < itaesse ar oucnaire oft el clea coquetesst « 1a) to eh bal Sa, (4) 
OWestairs MINES Ltd ee ccs eaakiin « cl aera ed eed breil porta ndavbe i Wy. (4) 
Westates' Petroleum Company 2.505% J 35> . heb asi sovesanish ach 5.05(3) 
Westburne International Industries Ltd. ................04% 10,75(1) 
Westburne International Industries Ltd. (8% Cu. Cv. Pr.) .... 2... 36.00(1) 
Westburne International Industries Ltd. (Wt.). 2... 64 ce eee we 6.70(2) 
West Canadian Mineral Holdings Ltd, . 1... 0. wy ee ee 1,10(1) 
NV ESECOASLUL CCLOLCUINICICLC:, crcl sc ec deh Gh eietosh tea en pt ieee oA wont ata at 10.13(0) 
Westcoast Petroleum! Litd: “(69 Cust Py ty, Ae ear ast BA Grape 30,00(2) 
West-CoasttResotirces tidy. 0. SC TQUOl. SC On OS lee AL Rein oe 06(1) 
Westcoast Transmission-Co, Litde\iy. Y cit... mteteoa rete acs $b a b}cou's 25,88(1) 
Westcoast, TransmissioniCo: Ltd..(Wt.) b<).tscscsialbes » Gaiooenet hh cyoen 6.69(1) 
Westcoast, Transmission Co. Ltd. (Rtsp)ys. pester’ ariakeosren™niitdenee dy ofc 16(1) 
Westeel-RoscovLimited ioe. as fiege. rah eet alt Banca ean lok piclerne- 13.88(1) 
\GS TSS A ROSC Oy BIT 1 pubmed mrenect Mie Aloe Atri ee, Mlestn % Batted Ry ol 13.88(1) 
Western Allenbee Oil & Gas Company Ltd. . . . . my a6 fF wets emer 23(3) 
Westermnmiée) Dexas, Oil\GosLitd. ssiORTH. SORES. aa esa den et sc enaceve (4) 
Wester Broadcasting Co:daAduu: .Vha.. Raker. -Mipeiaaea. 12.13(1) 
Western Broadcasting Co. Ltd. (5-3/4% Cu. Cy. Pr.) 2. 6 ei 36.00(1) 
Westerm-Butt. Mines & Oils ktdyey .vae a.)4 |< te cidae © Yet Wc aerial 07(1) 
Western Canadian Seed Processors Ltd... . . Peter antienngi , 7s TN eheogedre e 4.50(1) 
Western Decalta Petroleum Ltdet 0 ae 5 F OR 6.55(1) 
ay ester Exploration \Gomipatly! Bid. WUC OM. 6 eo ks os eee pe enere 12(2) 
Westeoni Mines Lidiws. Bagtoan. Merny ose co mer ae te & ote 2.55(1) 
iW estern:Quebec, Mines; Cor Ltd. icises «Simisi> aay Ive SEN 2 pp eS 10(1) 
Wester RealtysProjects Mimited ss x ios Synge te hee ad eae 7.13(1) 
Western Standard Silver Mines Ltd. ............. pasha samen 2 oe ai 10(1) 
WIESICED SUP PLCS” itd y (CU AMO CU) amuse to Sten ela te eo ad Col un enue als 9.00(1) 
Western! Din ManescLtdiiion (RLY SISiLy: CRU IOTE TPES Bo 62(2) 
WW eSECtahy VY aiaIeL) OHISALATMTOC rte (eraser scies, loiic, tus bon vipat At Sprigievisnrem cts gilecgecea neue 47(1) 
Westiain Foods Ltdi(Gl. Al)jiragices > Mite “Mare oS oy ke ewe 26.50(2) 
| Westfair Foods Lid’. CusPr)) 04 fen t 19.00(3) 
Westhtelds Viinerals: tds +, ccastetueneNs ic indeed Ll ke) lvienicae) eae aaa aT oe Oc 96(1) 
Westfield: Minerals Tite (Wit.jl i pos pete des here sr alley husatNa seb ems dep eile) Ries the 48(2) 
West, ill Enterprises: & Mining: Lid Sok, STAY Vein EEE 10(2) 
West ladies, Plantations btdk Ee ty) SRL Mi ACU T ASA A. TOC. 1.75(2) 
West Indies Plantation Ltd. (Cl. A.) 2.0... ee ene 3.25(2) 
Westnguouse) Canada bite, p Sonn. bp cpeaen. a ese titre eo es 14.50(1) 
Westinghouse Canada Limité@ CieUTSiQGT WN) eis YO Of), .8i3) 14.50(1) 
Westland Mines Lidyntov innxenh ant ere Teo. CC aqdaranmel y1d th 08(2) 
‘Weston Simiteds George oy tom ts et Rees hc a cud galt ath ln) eB ols 18.00(1) 
Weston Limited “George {4-17/29o' Cui PR i ee a ee ea 66.50(1) 
Westondamited: (George (696° CustPr,) arpiiens eon. eA tebe eee * 82.00(1) 
West,Red-Lake’.Gold,Minés Ltd. ic). Yeh ek A8A. SIDR EM (4) 
Westview Investment Corporation Ltd... . 2 0. 0 ede emai s 2.08(3) 
Westville Mines Ltd. ....... Fu Ohm AN DAC) ccc eka eee pe Ce po oon (4) 
WWESURIVGSa NINES Ldn een eOn ee Prt eee! nn ee nee RY dha peared, 08(3) 
Whim Creek Consolidated (No Liability) ........... 0.2... 0.0.04. (4) 
Wihipsaw! Minesiimiiéd sista. TLOE Peel, OM yciobnags ROMS ORE YY 10(2) 
Whistlér,Petroleums;stdy);. 3.8 dae eas, RES ERE eR MIOVOUL AT PBS 59) 32(1) 
5 White Pass .& Yukon: Comp, Lid. ion aieaely: ox beagiderbarye: scien 10,00(1) 
White Pass & Yukon Corp. Ltd. (6-3/4% Cu. A. Pri)i. ee es 22.00(2) 
WhitesPass é& Yukon;Corp:-Ltd.-(Wt,);. eyos -2 5 pear A asin fi homrstoor 76(2) 
White 'River4Mines Ltd. # Veet! :, APB Oho. @-yoaeA «Tt Hed tt 28(1) 
White StariGopper-Mines Lid. 01 SOIT, OCT. OMAR 14(2) 
Whiteliorsé «Copper Mines Lidsiyiairic3 Sok Othe pas Mica Oe ks biter: 1.75(1) 
Whiterock Estates Development Corporation Limited .. 22. 00. oo. 14.38(1) 
Woitesail Mines) Ltd oe rics: a erat BAB MOB ties 8 is ete ocnye esto ce eters (4) 
NATTA Levin OT Lee's, (CEN BIE liatiahs of liye lala hy oof DOG Ron eon SPH, outa! Gites 31(3) 
Whonnock Industries Limited (Cl. A.) Jo 2 oe. 13.50(1) 
Whonnock Industries Limited (Cl. B.)i 0.5. ee BR tO. 2 14.00(1) 
Wilco: Mining*CopLidmageAn hi sist siwiOahewno ATR. Bi lil BERL 15(1) 
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WildoriMiness. Lawes .........68 JL OA Wh Siepieevl wo) 01(3) 
Wiley Oilfield HaulingiLtd.. ... 3.5.0.2 eee ole od ee, AION 7.00(1) 
Williams Creek Gold Quartz Mining Co. Ltd. 2.2.2.0. 0 202 2 2 OL 46(1) 
Willow Lake: Mines#BtdJA, 00. (12) bate! lenodneesied woeaatt Sucmne wv. (4) 
Willroy MinesiLtds. 2. 6.26 6 jo ee oo ATE SOR Ee 70(1) 
Wilshire:Oil:Company.of Texas’. . 2-605. 5. 6 AUS eR Sih. Bee (4) 
‘Wilson Red Lake.Gold) Mines Ltd... . ...... DIL Sromiakiavat! moss. (4) 
Winco Steak & Burger Restaurants Limited .....6...........-- 4.60(1) 
Windermere Exploration: Limited A. v.02, PL) DR Aowmelyss 1.23 20(1) 
Windfall Oils: &Mines: Ltda 2.) pen hatin eee). AA A 09(2) 
Win-Eldrich\Minés Ltd............ aunt (ebens)) oan Bode: 09(1) 
Winnipeg, Supply:& Fuel Co.Ltd... ....... Wl .F Oia Be 8.50(3) 
Win: West Oil &) Mining. Ltd... ... + 6). mien. mROF in law rte: 25(2) 
Wisconsin Mining Company Ltd... .. .. « . BE. SOO, CHRIS, 23298) 10(1) 
Wolf Creek Mines’ Btd. i. nn ee ee es BS BR 2 eRe. (4) 
Woods Alexander Ltd. (29.90 40.500. .1AA) DA BRE.) Tet oye 2.53(3) 
Wood-Croesus’Gold'Mines Ltd... ..«.; $84 S004 DepaaoAse - DARA) 02(3) 
Woodford Investmerit Ltd) (Cli At) «ee eee wee ee A) PE OR. (4) 
Woodford Investment Ltd. (Gl.B.). . O54 SQUS ONO, ARISE, Owe 2.00(1) 
Woodward Stores: Limited: : 2 26 6s © ee PR I, OPS ae Ft 25.00(1) 
Worldwide Energy Company Lid.--. 22-220: 7. 2. BORE oe 2.16(2) 
Wosk’s Ltdaee ses nce re scorer seereeas ss Sere 7.75(2) 
Wiightbar Mines‘ Limited. «so0 0202 55279 5 NOR eee een 30(2) 
Wrifht-Hatgreaves' Mines ‘Lid: - 2-972 > > 2 > XS Seeeee 1.15(1) 
Xoma Ltdif &: SSOP SP HF 24G s > DE SpOUROR, EOC ea eh re 4.05(1) 
No6maWtée~ - 2 re TVS OO), Oe ASE, ee ee 4.05(1) 
YORE properties Bide > # > > 5 VOR Eee eas eee 6.75(1) 
Yankee Canuck 'Oil¢and Mining Corpy Etds See? See ees ee 04(3) 
Varalidry>Sitv er (Mincs*1id~ = > 6008 Sa a 5 emer ct ete ns 50.(3) 
Yeliorex* Mines three tS OAR FRE ee See nee ere ee 13(3) 
Yéllowknife Base" Metals Lids sss f27 25 25 ree Se eee oe (4) 
‘Yéeliowkntte Bear Mmes*Ltd.> 2 2 > oe 5 Ae fee seeece Gee eee ates 4.40(1) 
YOrbear Mines ane. ane a SS A ee en el eee. 05(3) 
York Pambton Corporation Limited (Ci Age. es ae eee eet 80(2) 
YOrk tanibton Corporation Waited (Ch 52) ais) oases eee ee (4) 
‘YOUN P=))a VIGSOMVETHeS Tats ee tere Seren no ee cele eee a 16(3) 
SOLES igh FAG Sol BAGG bt © (eel Sarena be nina ie toate enieiSet ices oct, SIE ORR 06(2) 
YOUNP=S anton GrOle wees MMC. Se ee eee oun cient emer cr ats 01(3) 
Yteka Nines idee tect cir on contre Sree aE ae en eee cen 17(2) 
‘Yukon Consondated "Gold COM biG. or es eee cre cnet ema e 1.10(2) 
VOKON PrOperiion sc10lCUl secre re car rae oy oo rc aie ome ete me ee cea (4) 
YuRKOU Revenue Wines TenitcG ss cor co sunray pec anemia et 12(2) 
Pela iiiaighy iii ocy) bi fs mememeuinaesie siti enrs PORN EIS a icisr hse 2.38(2) 
TENECL'S LAL ee eae k On nes On GE eR en Ate a ae eee ee 17.00(1) 
Tener’s Eid, (4-129 COL PE) cre chet toe oe ea gcse Saar eas 34.00(1) 
ZEDIC EICCHIC SUDDLY ide, oa taa ies Gas eee oie us en 2.35(1) 
Zenith, NUNS. COFDOLAOU LG. 1.6 = tees cage eee a 27(1) 
Zenmac Wiletal Nines Iolite cus sas, cpspom cise Ce Seeay ane een ee eee 06(2) 
ZAHAL WANES OU TTNILCO) 2. gare sv ee isi el Gre Sais Sacegret®) gue enn a Ca 15(2) 
ZAC Bd Ge AN: Vice age re 0 eee te i eke eh oe 1.90(1) 
ZOGIAC LACE (Cabs As hes ecg on gaa sane Gig Gace la Oey ee a 1.90(1) 
ZQUISC. IMEENES LUGE cs sg sp ae canes «send fo Grae esa Mi ee Ca ae enn an a (4) 
Zulapa Manne, Corporation Lids. 5 3. 21s <0) -aqae c eeee 12(1) 


PROCLAMATION FIXING VALUATION DAYS 


Know You that We, by and with the advice of Our Privy Council 
for Canada, do by this Our Proclamation 


(a) fix December 22, 1971 as the day in relation to any property 
referred to in paragraph 24(a) of the Income Tax Application 
Rules for the purposes of subdivision c of Division B of Part I of 
the Income Tax Act; and 


(b) fix December 31, 1971 as the day in relation to any property 
referred to in paragraph 24(b) of those Rules for the purposes of 
that subdivision. 


History: Proclamation amended by P.C. 1994-1817, s. 48, November 1, 1994, Canada 
Gazette, Part Il, November 30, 1994. 


This proclamation was first issued in the Canada Gazette, Part I, April 29, 1972, and 
on consolidation was included as chapter 946 of the Consolidated Regulations of Can- 
ada, proclaimed in force August 15, 1979, by P.C. 1979-1934, July 19, 1979, Canada 
Gazette, Part II, August 8, 1979. 


SCHEDULE VIII — UNIVERSITIES OUTSIDE 
CANADA 


History: Schedule I was consolidated and retitled Schedule VIII, by the Consolidated 
Regulations of Canada, chapter 945, proclaimed in force August 15, 1979, by P.C. 
1979-1934, July 19, 1979, Canada Gazette, Part Il, August 8, 1979. 


Income Tax Regulations 


Interpretation Bulletins: IT-516R2: Tuition tax credit. 
Forms: RC191: Donations to prescribed universities outside Canada [info sheet]. 


1. The universities situated in the United States of America that are 
prescribed by section 3503 are the following: 


Abilene Christian University, Abilene, Texas 

Academy of the New Church, The, Bryn Athyn, Pennsylvania 

Adams State College, Alamosa, Colorado 

Albany College of Pharmacy and Health Sciences, Albany, New 
York 

Alfred University, Alfred, New York 

American Film Institute Center for Advanced Film and Televi- 
sion Studies, Los Angeles, California 

American Graduate School of International Management, Glen- 
dale, Arizona 

American International College, Springfield, Massachusetts 

American University, The, Washington, District of Columbia 

American University in Cairo, The, New York, New York 

Amherst College, Amherst, Massachusetts 

Anderson College, Anderson, South Carolina 

Andover Newton Theological School, Newton Centre, 
Massachusetts 

Andrews University, Berrien Springs, Michigan 

Antioch College, Yellow Springs, Ohio 

Arizona State University, Tempe, Arizona 

Asbury Theological Seminary, Wilmore, Kentucky 

Associated Mennonite Biblical Seminary, Elkhart, Indiana 

Atlantic Union College, South Lancaster, Massachusetts 

Augsburg College, Minneapolis, Minnesota 

Aurora University, Aurora, Illinois 

Azusa Pacific College, Azusa, California 

Babson College, Babson Park, Massachusetts 

Bard College, Annandale-on-Hudson, New York 

Barnard College, New York, New York 

Bates College, Lewiston, Maine 

Bastyr University, Seattle, Washington 

Baylor College of Medicine, Houston, Texas 

Baylor University, Waco, Texas 

Beloit College, Beloit, Wisconsin 

Bennington College, Bennington, Vermont 

Bentley College, Waltham, Massachusetts 

Beth Medrash Govoha, Lakewood, New Jersey 

Bethel College, Mishawaka, Indiana 

Bethel College and Seminary, St. Paul, Minnesota 

Bethel College, North Newton, Kansas 

Biola University, LaMirada, California 

Bob Jones University, Greenville, South Carolina 

Boston College, Chestnut Hill, Massachusetts 

Boston University, Boston, Massachusetts 

Bowdoin College, Brunswick, Maine 

Bowling Green State University, Bowling Green, Ohio 

Brandeis University, Waltham, Massachusetts 

Brigham Young University — Hawaii Campus, Laie, Hawaii 

Brigham Young University, Provo, Utah 

Brown University, Providence, Rhode Island 

Bryn Mawr College, Bryn Mawr, Pennsylvania 

Bucknell University, Lewisburg, Pennsylvania 

California Institute of Technology, Pasadena, California 

California Institute of the Arts, Valencia, California 

California Lutheran University, Thousand Oaks, California 

Calvin College, Grand Rapids, Michigan 

Calvin Theological Seminary, Grand Rapids, Michigan 

Canisius College, Buffalo, New York 

Carleton College, Northfield, Minnesota 

Carnegie-Mellon University, Pittsburgh, Pennsylvania 

Carroll College, Helena, Montana 

Case Western Reserve University, Cleveland, Ohio 

Catholic University of America, The, Washington, District of 
Columbia 

Cedarville College, Cedarville, Ohio 

Central Michigan University, Mount Pleasant, Michigan 
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Tenia Yeshiva Tomchei Tmimim-Lubavitch, Brooklyn, New 

or 

Christendom College, Front Royal, Virginia 

City University, Bellevue, Washington 

City University of New York, The, John Jay College of Criminal 
Justice, New York; New York 

Claremont McKenna College, Claremont, California 

Clark University, Worcester, Massachusetts 

Clarkson University, Potsdam, New York | 

Colby College, Waterville, Maine: 

Colby-Sawyer College, New London, New Hampshire 

Colgate University, Hamilton, New York 

Colgate-Rochester Divinity School, The, Rochester, New: York 

College of William and Mary, Williamsburg, Virginia 

Colorado: College, The, Colorado Springs, Colorado 

Colorado School of Mines, Golden, Colorado. 

Colorado State University, Fort Collins, Colorado 

Columbia International University, Columbia, South Carolina 

Columbia Union College, Takoma Park, Maryland 

Columbia University in the City of New York, New York, New 
York 

Concordia College, Moorhead, Minnesota 

Connecticut College, New London, Connecticut 

Conway School of Landscape Design, Conway, Massachusetts 

Cornell University, Ithaca, New York 

Cornerstone College and Grand Rapids Baptist Seminary, Grand 
Rapids, Michigan 

Covenant College, Lookout Mountain, Tennessee 

Cranbrook Academy of Art, Bloomfield Hills, Michigan 

Creighton University, Omaha, Nebraska 

Curtis Institute of Music, The, Philadelphia, Pennsylvania 

Dallas Theological Seminary, Dallas, Texas 

Dartmouth College, Hanover, New Hampshire 

Denison University, Granville, Ohio 

De Paul University, Chicago, Illinois 

Dordt College, Sioux Center, Iowa 

Drake University, Des Moines, Iowa 

Drew University, Madison, New Jersey 

Drury College, Springfield, Missouri 

Duke University, Durham, North Carolina 

Duquesne University, Pittsburgh, Pennsylvania 

D’Youville College, Buffalo, New York 

Eastern College, St. Davids, Pennsylvania 

Eastern Mennonite University, Harrisonburg, Virginia 

Eastern Washington University, Cheney, Washington 

Eckerd College, St. Petersburg, Florida 

Ecumenical Theological Center, Detroit, Michigan 

Elmira College, Elmira, New York 

Emerson College, Boston, Massachusetts 

Emmanuel School of Religion, Johnson City, Tennessee 

Emmaus Bible College, Dubuque, lowa 

Emory University, Atlanta, Georgia 

Emporia State University, Emporia, Kansas 

Ferris State University, Big Rapids, Michigan 

Finlandia University, Hancock, Michigan 

Florida Atlantic University, Boca Raton, Florida 

» Florida Gulf Coast University, Fort Myers, Florida 

Florida State University, Tallahassee, Florida 

Fordham University, New York, New York 

Franciscan University of Steubenville, Steubenville, Ohio 

Fresno Pacific College, Fresno, California 

Fuller Theological Seminary, Pasadena, California 

Gallaudet College, Washington, District of Columbia 

Geneva College, Beaver Falls, Pennsylvania 

George Washington University, The, Washington, District of 
Columbia 

Georgetown University, Washington, District of Columbia 

Georgia Institute of Technology, Atlanta, Georgia 

Goddard College, Plainfield, Vermont 

God’s Bible School and College, Cincinnati, Ohio 

Gonzaga University, Spokane, Washington 
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Gordon College; Wenham, Massachusetts 

Gordon-Conwell Theological Seminary, 
Massachusetts 

Goshen College, Goshen, Indiana 

Grace University, Omaha, Nebraska 

Graceland College, Lamoni, Iowa 

Greenville College, Greenville, Illinois 

Grinnell College, Grinnell, lowa 

Hamilton College, Clinton, New York 

Hampshire College, Amherst, Massachusetts 

Harvard University, Cambridge, Massachusetts 

Hawaii Pacific University, Honolulu, Hawaii 

Hebrew Union College — Jewish Institute of Religion, Cincin- 
nati, Ohio 

Herman M. Finch University of Health Sciences, The/The Chi- 
cago Medical School, North Chicago, Illinois 

Hillsdale College, Hillsdale, Michigan 

Holy Trinity Orthodox Seminary, The, Jordanville, New York 

Hope College, Holland, Michigan 

Houghton College, Houghton, New York 

Huntington University, Huntington. Indiana 

Idaho State University, Pocatello, Idaho 

Illinois Institute of Technology, Chicago, Illinois 

Illinois State University, Normal, Illinois 

Indiana University, Bloomington, Indiana 

Iowa State University of Science and Technology, Ames, Iowa 

Ithaca College, Ithaca, New York 

Jacksonville State University, Jacksonville, Alabama 

Jamestown College, Jamestown, North Dakota 

Jewish Theological Seminary of America, The, New York, New 
York 

John Brown University, Siloam Springs, Arkansas 

Johns Hopkins University, The, Baltimore, Maryland 

Juilliard School, The, New York, New York 

Kansas State University, Manhattan, Kansas 

Kenyon College, Gambier, Ohio 

Kettering University, Flint, Michigan 

Lafayette College, Easton, Pennsylvania 

Lake Superior State University, Sault Ste. Marie, Michigan 

Lawrence Technological University, Southfield, Michigan 

Lehigh University, Bethlehem, Pennsylvania 

Leland Stanford Junior University (Stanford University), Stan- 
ford, California 

Le Moyne College, Syracuse, New York 

Le Tourneau College, Longview, Texas 

Liberty University, Lynchburg, Virginia 

Life Chiropractic College West, Hayward, California 

Life University, Marietta, Georgia 

Logan College of Chiropractic, St. Louis, Missouri 

Loma Linda University, Loma Linda, California 

Louisiana State University and Agricultural and Mechanical 
College, Baton Rouge, Louisana 

Loyola University, Chicago, Illinois 

Macalester College, St. Paul, Minnesota 

Magdalen College, Warner, New Hampshire 

Maharishi University of Management, Fairfield, lowa 

Manhattanville College, Purchase, New York 

Mankato State University, Mankato, Minnesota 

Marantha Baptist Bible College, Watertown, Wisconsin 

Marquette University, Milwaukee, Wisconsin 

Massachusetts Institute of | Technology, 
Massachusetts 

Mayo Foundation, Rochester, Minnesota 

Mayo Graduate School of Medicine, Rochester, Minnesota 

Meadville-Lombard Theological School, Chicago, Illinois 

Medaille College, Buffalo, New York 

Medical College of Ohio, Toledo, Ohio 

Medical University of South Carolina, Charleston, South 
Carolina 

Mercyhurst College, Erie, Pennsylvania 
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Mesivta Torah Vodaath Rabbinical Seminary, Brooklyn, New 
York 

Mesivta Yeshiva Rabbi Chaim Berlin, Brooklyn, New. York 

Messiah College, Grantham, Pennsylvania 

Miami University, Oxford, Ohio 

Michigan State University, Detroit College of Law, East) Lan- 
sing, Michigan 

Michigan State University, East Lansing, Michigan 

Michigan Technological University, Houghton, Michigan 

Middlebury College, Middlebury, Vermont 

Minot State University, Minot, North Dakota 

Mirrer Yeshiva Central Institute, Brooklyn, New York 

Montana State University, Bozeman, Montana 

Montana Tech of the University of Montana, Butte, Montana 

Moody Bible Institute, Chicago, Illinois 

Moravian College, Bethlehem, Pennsylvania 

Mount Holyoke College, South Hadley, Massachusetts 

Mount Ida College, Newton Centre, Massachusetts 

Mount Sinai School of Medicine, New York, New York 

Multnomah Bible College, Portland, Oregon 

Naropa University, Boulder, Colorado 

National College of Chiropractic, The, Lombard, Illinois 

Nazarene Theological Seminary, Kansas City, Missouri 

Ner Israel Rabbinical College, Baltimore, Maryland 

New England College, Henniker, New Hampshire 

New School University, New York, New York 


New York University, New York, New York 

Niagara University, Niagara, New York 

North American Baptist Seminary, Sioux Falls, South Dakota 

North Carolina State University at. Raleigh, Raleigh, North 
Carolina 

North Central College, Naperville, Illinois 

North Dakota State University of Agriculture and Applied Sci- 
ence, Fargo, North Dakota 

Northeastern University, Boston, Massachusetts 

Northern Michigan University, Marquette, Michigan 

Northwest College of the Assemblies of God, Kirkland, 
Washington 

Northwestern College, Orange City, lowa 

Northwestern College, St. Paul, Minnesota 

Northwestern University, Evanston, Illinois 

Northwood University, Midland, Michigan 

Nova Southeastern University, Fort Lauderdale, Florida 

Nyack Missionary College, Nyack, New York 

Oakland University, Rochester, Michigan 

Oakwood College, Huntsville, Alabama 

Oberlin College, Oberlin, Ohio 

Ohio College of Podiatric Medicine, Cleveland, Ohio 

Ohio State University, The, Columbus, Ohio 

Ohio University, Athens, Ohio 

Old Dominion University, Norfolk, Virginia 

Oral Roberts University, Tulsa, Oklahoma 

Oregon State University, Corvallis, Oregon 

Pace University, New York, New York 

Pacific Graduate School of Psychology, Menlo Park, California 

Pacific Lutheran University, Tacoma, Washington 

Pacific Union College, Angwin, California 

Pacific University, Forest Grove, Oregon 

Palm Beach Atlantic College, West Palm Beach, Florida 

Palmer College of Chiropractic, Davenport, Iowa 

Palmer College of Chiropractic-West, Sunnyvale, California 

Park College, Kansas City, Missouri 

Pennsylvania College of Podiatric Medicine, Philadelphia, 
Pennsylvania 

Pennsylvania State University, The, University — Park, 
Pennsylvania 

Philadelphia College of Bible, Langhorne, Pennsylvania 

Philadelphia University, Philadelphia, Pennsylvania 

Pine Manor College, Chestnut Hill, Massachusetts 

Pomona College, Claremont, California 

Princeton Theological Seminary, Princeton, New Jersey 
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Princeton University, Princeton, New Jersey 

Principia College, The, Elsah, Illinois 

Providence College, Providence, Rhode Island 

Purdue University, Lafayette, Indiana 

Rabbinical College of America, Morristown, New Jersey 
Rabbinical College of Long Island, Long Beach, New York 
Rabbinical Seminary of America, Forest Hills, New York 
Reed College, Portland, Oregon 

Reconstructionist Rabbinical. College, Wyncote, Pennsylvania 
Reformed Bible College, Grand Rapids, Michigan 

Reformed Theological Seminary, Jackson, Mississippi 
Rensselaer Polytechnic Institute, Troy, New York 

Rice University, Houston, Texas 

Roberts Wesleyan College, North Chili, New York 
Rochester Institute of Technology, Rochester, New York 
Rockefeller University, New York, New York 

Rush University, Chicago, Illinois 

Rutgers — The State University, New Brunswick, New Jersey 
St. Bonaventure University, St. Bonaventure, New York 


St. John’s College, Annapolis, Maryland 

St. John’s College, Santa Fe, New Mexico 

Saint John’s University, Collegeville, Minnesota 

St. John’s University, Jamaica, New York 

St. Lawrence University, Canton, New York 

Saint Louis University, St. Louis, Missouri 

St. Mary’s University of San Antonio, San Antonio, Texas 

Saint Olaf College, Northfield, Minnesota 

St. Vladimir’s Orthodox Theological Seminary, Crestwood, 
New York 

San Francisco State College, San Francisco, California 

San José State University, San José, California 

Santa Clara University, Santa Clara, California 

Sarah Lawrence College, Bronxville, New York 

Scripps College, Claremont, California 

Scripps Research Institute, The, La Jolla, California 

Seattle Pacific University, Seattle, Washington 

Seattle University, Seattle, Washington 

Sherman College of Straight Chiropractic, Spartanburg, South 
Carolina 

Simmons College, Boston, Massachusetts 

Simpson College, Indianola, lowa 

Simpson College, Redding, California 

Skidmore College, Saratoga Springs, New York 

Smith College, The, Northampton, Massachusetts 

South Dakota School of Mines and Technology, Rapid City, 
South Dakota 

Southern Adventist University, Collegedale, Tennessee 

Southern Illinois University of Carbondale, Carbondale, Illinois 

Southern Methodist University, Dallas, Texas 

Southwestern Adventist College, Keene, Texas 

Spring Arbor College, Spring Arbor, Michigan 

Springfield College, Springfield, Massachusetts 

State University College at Oswego, Oswego, New York 

State University College at Potsdam, Potsdam, New York > 

State University of New York at Binghamton, Binghamton, New 
York 

State University of New York at Buffalo, Buffalo, New York 

State University of New York at Stony Brook, Stony Brook, 
New York 

State University of New York College of Arts and Science at 
Plattsburgh, Plattsburgh, New York 

Stephens College, Columbia, Missouri 

Stevens Institute of Technology, Hoboken, New Jersey 

Sunbridge College, Chestnut Ridge, New York 

Swarthmore College, Swarthmore, Pennsylvania 

Syracuse University, Syracuse, New York 

Tabor College, Hillsboro, Kansas 

Talmudic College of Florida, Miami. Beach, Florida 

Talmudical Yeshiva of Philadelphia, Philadelphia, Pennsylvania 

Taylor University, Upland, Indiana 

Teachers College, Columbia University, New York, New York 
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Telshe Yeshiva Rabbinical College of Telshe, Inc., Wickliffe, 
Ohio 

Telshe Yeshiva-Chicago, Rabbinical College of Telshe-Chicago, 
Inc., Chicago, Illinois i. 

Temple University, Philadelphia, Pennsylvania 

Texas A&M University, College Station, Texas 


Texas Chiropractic College, Pasadena, Texas” 

Texas Woman’s University, Denton, Texas 

Thomas Aquinas College, Santa Paula, California 

Touro College, New York, New York 

Trinity Bible College, Ellendale, North Dakota 

Trinity Christian College, Palos Heights, Illinois 

Trinity College, Hartford, Connecticut 

Trinity Episcopal School for Ministry, Ambridge, Pennsylvania 

Trinity Evangelical Divinity School, Deerfield, Illinois 

Trinity Lutheran College, Issaquah, Washington 

Trinity University, San Antonio, Texas 

Tufts University, Medford, Massachusetts 

Tulane University, New Orleans, Louisiana 

Union College; Lincoln, Nebraska 

Union College, Schenectady, New York 

Union Institute & University, Cincinnati, Ohio 

Union Theological Seminary, New York, New York 

Union University, Jackson, Tennessee 

University of Akron, The, Akron, Ohio 

University of Alabama at Birmingham, The, Birmingham, 
Alabama 

University of Arizona, The, Tucson, Arizona 

University of Arkansas at Little Rock, Little Rock, Arkansas 

University: of California, Berkeley; California 

University of California, Davis, California 

University of California, Irvine, California 

University of California, Los Angeles, California 

University of California, Riverside, California 

University of California, San Diego, California 

University of California, San Francisco, California 

University of California, Santa Barbara, California 

University of California, Santa Cruz, California 

University of Central Florida, Orlando, Florida 

University of Chicago The, Chicago, Illinois 

University of Cincinnati, Cincinnati, Ohio 

University of Colorado, Boulder, Colorado 

University of Delaware, Newark, Delaware 

University of Denver, Denver, Colorado 

University of Detroit Mercy, Detroit, Michigan 

University of Florida, Gainesville, Florida 

University of Georgia, The, Athens, Georgia 

University of Hawaii, Honolulu, Hawaii 

University of Houston, Houston, Texas 

University of Idaho, Moscow, Idaho 

University of Illinois, Urbana, Illinois 

University of Iowa, Iowa City, lowa 

University of Judaism, Los Angeles, California 

University of Kansas, Lawrence, Kansas 

University of Kentucky, Lexington, Kentucky 

University of Maine, Orono, Maine 

. University of Maryland, College Park, Maryland 

University of Massachusetts. at... Amherst, 
Massachusetts 

University of Miami, Coral Gables, Florida 

University of Michigan, The, Ann Arbor, Michigan 

University of Minnesota, Minneapolis, Minnesota 

University of Mississippi, The, Oxford, Mississippi 

University of Missouri, Columbia, Missouri 

University of Missouri, St. Louis, Missouri 

University of Montana-Missoula, The, Missoula, Montana 

University of Nebraska, The, Lincoln, Nebraska 
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University of North Texas, Denton, Texas 

University of Notre Dame du Lac, Notre Dame, Indiana 

University of Oklahoma, Norman, Oklahoma 

University of Oregon, Eugene, Oregon 

University of Pennsylvania, Philadelphia, Pennsylvania 

University of Pittsburgh, Pittsburgh, Pennsylvania 

University of Portland, Portland, Oregon 

University of Rhode Island, Kingston, Rhode Island 

University of Rochester, Rochester, New York 

University of St. Thomas, Houston, Texas 

University of St. Thomas, St.-Paul, Minnesota 

University of San Diego, San Diego, California 

University of Southern. California, Los. Angeles, California 

University ‘of Southern: Mississippi, The, Hattiesburg, 
Mississippi 

University of Tennessee, The, Knoxville, Tennessee 

University of Texas, Austin, Texas 

University of Texas Southwestern Medical Center at Dallas, 
The, Dallas, Texas 


University of the Pacific, Stockton, California 


University..of Tulsa, Tulsa, Oklahoma 

University of Utah, Salt Lake City, Utah 

University of Vermont, Burlington, Vermont 

University of Virginia, Charlottesville, Virginia 

University of Washington, Seattle; Washington 

University of Wisconsin, Madison, Wisconsin 

University of Wyoming, The, Laramie, Wyoming 

Utah State University of Agriculture and Applied Science, Lo- 
gan, Utah 

Valparaiso, University, Valparaiso, Indiana 

Vanderbilt University, Nashville, Tennessee 

Vassar College, Poughkeepsie, New York 

Villanova University, Villanova, Pennsylvania 

Wake Forest University, Winston-Salem, North Carolina 

Walla Walla University, College Place, Washington 

Washington and Lee University, Lexington, Virginia 

Washington Bible College, Lanham, Maryland 

Washington State University, Pullman, Washington 

Washington University, St. Louis, Missouri 

Wayne State University, Detroit, Michigan, 

Wellesley College, Wellesley, Massachusetts 

Wesleyan University, Middleton, Connecticut 

West Virginia University, Morgantown, West Virginia 

Western Baptist College, Salem, Oregon 

Western Conservative Baptist Seminary, Portland, Oregon 

Western Michigan University, Kalamazoo, Michigan 

Western States Chiropractic: College, Portland, Oregon 

Western University, of Health Sciences, Pomona, California 

Western, Washington University, Bellingham; Washington 

Westfield State College; Westfield, Massachusetts 


Westminster Theological Seminary, Philadelphia, Pennsylvania 

Westminster Theological Seminary in California, Escondido, 
California 

Wheaton College, Norton, Massachusetts 

Wheaton College, Wheaton, Illinois 

Wheelock. College, Boston, Massachusetts 

Whitman College,,Walla Walla, Washington 

Whittier College, Whittier, California, 

Whitworth College, Spokane, Washington 

William Tyndale College, Farmington Hills, Michigan 

Williams College, Williamstown, Massachusetts 

Wittenberg University, Springfield, Ohio 

Wright State University, Dayton, Ohio 

Yale University, New Haven, Connecticut 

Yeshiva Ohr Elchonon Chabad/West Coast Talmudic seniinary, 
Los Angeles, California 

Yeshiva University, New, York, New York 
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University of Nevada-Reno, Reno, Nevada History: S. 1 of Sch. VII amended by P.C. 2010-551, s. 3,/April:29, 2010, Canada 
University of North Carolina at Chapel Hill, Chapel Hill, North Gazette, Part II, May 12, 2010, to delete “Huntington College, Huntington, Indiana”, 


Carolina “Naropa Institute, The,’ Boulder, Colorado” and “Union. Institute, The, Cincinnati, 
University of North Dakota, Grand Forks, North Dakota Ohio”, effective January 1, 2006; to.add “Hawaii Pacific University, Honolulu, Ha- 
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waii”, “Huntington University, Huntington, Indiana”, “Idaho State University, Poca- 
tello, Idaho”, “John Brown University, Siloam Springs, Arkansas”, “Naropa Univer- 
sity, Boulder, Colorado” and “Union Institute & University, Cincinnati, Ohio”, 
effective January 1, 2006; to add “Albany College of Pharmacy of Union University, 
Albany, New York”, “Jacksonville State University, Jacksonville, Alabama”, “Mesivta 
Torah Vodaath Rabbinical Seminary, Brooklyn, New York”, “Mount Sinai School of 
Medicine, New York, New York”, “Union University, Jackson, Tennessee” and “Uni- 
versity of Mississippi, The, Oxford, Mississippi”, effective January 1, 2007; to delete 
“Albany College of Pharmacy of Union University, Albany, New York” and add “AlI- 
bany College of Pharmacy and Health Sciences, Albany, New York”, effective August 
21, 2008; to delete “Walla Walla College, College Place, Washington” and add “Walla 
Walla University, College Place, Washington”, effective January 1, 2008; and to add 
“Cranbrook Academy of Art, Bloomfield Hills, Michigan”, effective January 1, 2009. 


S. 1 amended by P.C. 2006-997, s. 1, September 21, 2006, Canada Gazette, Part II, 
October 4, 2006, to add “City University of New York, The, John Jay College of Crim- 
inal Justice, New York, New York”, “Finlandia University, Hancock, Michigan”, “Illi- 
nois State University, Normal, Illinois” and “University of St. Thomas, Houston, 
Texas”, effective January 1, 2005; and to add “University of Tennessee, The, Knox- 
ville, Tennessee”, effective January 1, 2006. 


S. 1 amended by P.C. 2006-815, s. 2, August 29, 2006, Canada Gazette, Part Il, Sep- 
tember 20, 2006, to add “California Institute of the Arts, Valencia, California’, effec- 
tive January 1, 2003; to add “D’ Youville College, Buffalo, New York’, “Georgetown 
University, Washington, District of Columbia” and “University of St. Thomas, St. Paul, 
Minnesota” and substitute “Life Chiropractic College West, Hayward, California” for 
“Life Chiropractic College West, San Lorenzo, California”, effective January 1, 2004; 
and to add “Christendom College, Front Royal, Virginia”, effective January 1, 2005. 


S. 1 amended by P.C. 2005-1133, s. 5, June 7, 2005, Canada Gazette, Part Il, June 29, 
2005, to substitute “Philadelphia University, Philadelphia, Pennsylvania” and “San 
José State University, San José, California” for “Philadelphia College of Textiles and 
Science, Philadelphia, Pennsylvania” and “San Jose State College, San Jose, Califor- 
nia”, deemed to have had effect as of January 1, 1999. 


S. 1 amended by P.C. 2005-694, s. 7, May 3, 2005, Canada Gazette, Part Il, May 18, 
2005, to add, in alphabetical order, “Reformed Theological Seminary, Jackson, Missis- 
sippi”, deemed to have taken effect on January 1, 2000; “Baylor University, Waco, 
Texas’, “University of Akron, The, Akron, Ohio”, “University of Southern Mississippi, 
The, Hattiesburg, Mississippi’, deemed to have taken effect on January 1, 2002; and 
“Conway School of Landscape Design, Conway, Massachusetts”, deemed to have 
taken effect on January 1, 2003. 


S. 1 amended by P.C. 2002-2169, s. 15, December 12, 2002, Canada Gazette, Part II, 
January 1, 2003 to delete Lutheran Bible Institute of Seattle and University of Detroit, 
applicable as of January 1, 2003; to add Kenyon College, Medical University of South 
Carolina, Nova Southeastern University, Talmudic College of Florida, Trinity Lutheran 
College and University of Detroit Mercy, applicable as of January 1, 2001; and to add 
Saint John’s University, applicable as of January 1, 2002. 


S. 1 amended by P.C. 2001-829, s. 1, May 10, 2001, Canada Gazette, Part II, May 23, 
2001 to delete Columbia Pacific University, Medical College of Pennsylvania and 
Hahnemann University, The, Ottawa University, Parsons School of Design and Rad- 
cliffe College, applicable as of May 23, 2001; to add Academy of the New Church, 
The, Aurora University, Baylor College of Medicine, Florida Gulf Coast University, 
New School University, Texas A&M University, Western University of Health Sci- 
ences and Westfield State College, applicable as of January 1, 1999; and to add Magda- 
len College, Medaille College, Medical College of Ohio, Northern Michigan University 
and St. Bonaventure University, applicable as of January 1, 2000. 


Carroll College, Duquesne University, University of Texas Southwestern Medical 
Center at Dallas, The, University of Wyoming, The and Wright State University added 
by P.C. 2000-726, subsec. 1(2), May 18, 2000, Canada Gazette, Part Il, June 7, 2000, 
applicable as of January 1, 1997. 


Antioch College, California. Lutheran University, Cornerstone College and Grand 
Rapids Baptist Seminary, Eastern College, Emporia State University, Juilliard School, 
The, Marantha Baptist Bible College, Naropa Institute, State University of New York 
at Stony Brook and West Virginia University added by the said P.C. 2000-726, subsec. 
1(3), applicable as of January 1, 1998. ; 


Texas Woman’s University, University of Missouri and Wheelock College added by 
the said P.C. 2000-726, subsec. 1(4), applicable as of January 1, 1999. 


Colgate-Rochester Divinity School, The, Eastern Mennonite University, Kettering Uni- 
versity, Liberty University, Life University, Louisiana State University and Agricul- 
tural and Mechanical College, Michigan State University, Northwest College of the 
Assemblies of God, Northwood University, Santa Clara University, Southern Adventist 
University and University of Vermont added by the said P.C. 2000-726, subsec. 1(5), 
effective June 7, 2000. 


Ambassador University (Big Sandy TX), American College, The (Bryn Mawr PA), 
Anna Maria College (formerly Anna Maria College for Women) (Paxton MA), Bald- 
win-Wallace College (Berea OH), Bluffton College (Bluffton OH), Carroll College 
(Waukesha WI), College of New Rochelle (NY), College of Wooster, The (OH), Dana 
College (Blair NB), De Pauw University (Greencastle IN), Detroit College of Law 
(MI), Divinity School, The (Rochester NY), Earlham College (Richmond IN), Eastern- 
Baptist Theological Seminary, The (Philadelphia), Eastern Mennonite College (Har- 
risonburg VA), Georgetown University (Washington DC), GMI Engineering & Man- 
agement Institute (Flint MI), Gustavus Adolphus College (St. Peter MN), Hebrew 
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Union College — Jewish Institute of Religion (Los Angeles), Hebrew Union Col- 
lege — Jewish Institute of Religion (New York), Hobe Sound Bible College (Hobe 
Sound FL), Hollins College (VA), Hood College (Frederick MD), Liberty Baptist Col- 
lege (Lynchburg VA), Life Chiropractic College (Marietta GA), Louisiana State Uni- 
versity (Baton Rouge), Marymont College (Tarrytown NY), Mills College (Oakland 
CA), Mount Vernon College (Washington DC), Nasson College (Springvale ME), Naz- 
arene Bible College (Colorado Springs), Nebraska Wesleyan University (Lincoln), 
Northrop Institute of Technology (Inglewood CA), Northwest College (Kirkland WA), 
Northwood Institute (Midland MI), Puget Sound Christian College ... A college of the 
Bible (Edmonds WA), Reformed Theological Seminary (Jackson MS), Ripon College 
(Ripon WI), Saint Mary-of-the-Woods College (IN), Saint Mary’s College (Notre 
Dame IN), Southern College of Seventh-Day Adventists (Collegedale TN), Temple 
Buell College (Denver), Trinity College (Dunedin FL), University of Dubuque (IA), 
University of Santa Clara (CA), University of the Ozarks (Clarksville, AK), University 
of the South, The (Sewanee TN), University of Vermont and State Agricultural College 
(Burlington), Wagner College (Staten Island NY) and Yeshiva University of Los Ange- 
les deleted by the said P.C. 2000-726, subsec. 1(1), effective June 7, 2000. 


S. 1 amended by P.C. 1997-1041, subsecs. 1(1), (2), July 25, 1997, Canada Gazette, 
Part II, August 20, 1997, to add the following (applicable to 1996 er seq.): 


Bastyr University, Seattle, Washington; City University, Bellevue, Washington; 
Columbia International University, Columbia, South Carolina; Eckerd College, 
St. Petersburg, Florida; Grace University, Omaha, Nebraska; Herman M. Finch 
University of Health Sciences, The/The Chicago Medical School, North Chi- 
cago, Illinois; Montana Tech of the University of Montana, Butte, Montana; 
Multnomah Bible College, Portland, Oregon; Parsons School of Design, New 
York, New York; Union College, Lincoln, Nebraska; University of California, 
Davis, California; University of California, Irvine, California; University of Cali- 
fornia, Los Angeles, California; University of California, Riverside, California; 
University of California, San Diego, California; University of California, Santa 
Barbara, California; University of California, Santa Cruz, California; University 
of Montana-Missoula, The, Missoula, Montana; University of North Texas, 
Denton, Texas 


and delete the following (applicable to 1996 et seq.): 


Antioch University, New York, New York; Bastyr College, Seattle, Washington; 
Briarcliff College, Briarcliffe Manor, New York; Columbia Bible College & 
Seminary, Columbia, South Carolina; Dropsie University, The, Philadelphia, 
Pennsylvania; George Williams College, Downers Grove, Illinois; Grace College 
of the Bible, Omaha, Nebraska; Montana College of Mineral Science and Tech- 
nology, Butte, Montana; Multnomah School of the Bible, Portland, Oregon; 
Ricker College, Houlton, Maine; Rosemead Graduate School of Psychology, 
Rosemead, California; University of Health Sciences/The Chicago Medical 
School, Chicago, Illinois; University of Montana, Missoula, Montana; Western 
Evangelical Seminary, Portland, Oregon; Westminster Choir College, Princeton, 
New Jersey. 


S. 1 amended by P.C. 1996-632, subsecs. 1(1), (2), April 30, 1996, Canada Gazette, 
Part II, May 15, 1996, to add the following (applicable after 1994): 


Alfred University, Alfred, New York 

Colby-Sawyer College, New London, New Hampshire 

College of New Rochelle, New Rochelle, New York 

Florida State University, Tallahassee, Florida 

Holy Trinity Orthodox Seminary, The, Jordanville, New York 

Lawrence Technological University, Southfield, Michigan 

Maharishi University of Management, Fairfield, lowa 

Medical College of Pennsylvania and Hehnemann University, The Philadelphia, 
Pennsylvania 

Mercyhurst College, Erie, Pennsylvania 

Rush University, Chicago, Illinois 

Simpson College, Redding, California 

Southern College of Seventh-Day Adventists, Collegedale, Tennessee 

Westminster Theological Seminary in California, Escondido, California 


and delete the following (applicable after 1994): 
Maharishi International University, Fairfield, lowa 
Medical College of Pennsylvania, Philadelphia, Pennsylvania 


S. 1 amended by P.C. 1995-581, s. 1, April 4, 1995, Canada Gazette, Part Il, April 19, 
1995, to add the following (applicable after 1993): 


Ambassador University, Big Sandy, Texas 

Columbia Union College, Takoma Park, Maryland 
Detroit College of Law, Detroit, Michigan 

Divinity School, The, Rochester, New York 

Emmanuel School of Religion, Johnson City, Tennessee 
Meadville-Lombard Theological School, Chicago, Illinois 
Oakwood College, Huntsville, Alabama 

Scripps Research Institute, The, La Jolla, California 
University of the South, The, Sewanee, Tennessee 


S. 1 amended by P.C. 1994-866, subsec. 1(1), May 26, 1994, Canada Gazette, Part I, 
June 15, 1994, to add the following (applicable after 1992): 


Associated Mennonite Biblical Seminary, Elkhart, Indiana 
Bluffton College, Bluffton, Ohio 
Clark University, Worcester, Massachusetts 
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Ecumenical Theological Center, Detroit, Michigan 
Nebraska Wesleyan University, Lincoln, Nebraska 
Northwestern College, Orange City, Iowa 

Sunbridge College, Chestnut Ridge, New York 

Union Institute, The, Cincinnati, Ohio 

University of Georgia, The, Athens, Georgia 

University of Judaism, Los Angeles, California 

Wake Forest University, Winston-Salem, North Carolina 
Wheaton College, Norton, Massachusetts 


S. 1 amended by the said P.C. 1994-866, subsec: 1(2), by repealing the following (ap- 
plicable after 1992): 


Goshen Biblical Seminary, Elkhart, Indiana 
Mennonite Biblical Seminary, Elkhart, Indiana 
Union for Experimenting Colleges and Universities, The, Cincinnati, Ohio 


S. 1 amended by P.C. 1993-901, May 4, 1993, Canada Gazette, Part II, May. 19, 1993, 
to add the following (applicable after 1991): 


American Film Institute Center for Advanced Film and Television Studies, Los 
Angeles, California 

Calvin Theological Seminary, Grand Rapids, Michigan 

St. John’s University, Jamaica, New York 

Saint Olaf College, Northfield, Minnesota 


S. 1 amended by P.C. 1992-1108, s.'1, May 2i, 1992, Canada Gazette, Part Il, June 3, 
1992 to add the following (applicable after 1990): 


Baldwin-Wallace College, Berea, Ohio 

Bastyr College, Seattle, Washington 

Earlham College, Richmond, Indiana 

Lutheran Bible Institute of Seattle, Issaquah, Washington 
North Central College, Naperville, Illinois 

Rabbinical College of Long Island, Long Beach, New York 
Scripps College, Claremont, California 

Trinity Bible College, Ellendale, North Dakota 

University of California, San Francisco, California 


S. 1 amended by P.C. 1991-467, s. 1, March 14, 1991, Canada Gazette, Part Tf, March 
27, 1991 (applicable after 1989) to add the following: 


Anderson College, Anderson, South Carolina 

De Pauw University, Greencastle, Indiana 

Ferris State University, Big Rapids, Michigan 

Hampshire College, Amherst, Massachusetts 

Mayo Foundation, Rochester; Minnesota 

Pennsylvania College of Podiatric Medicine, Philadelphia, Pennsylvania 

Reconstructionist Rabbinical College, Wyncote, Pennsylvania 

Skidmore College, Saratoga Springs, New York 

Talmudical Yeshiva of Philadelphia, Philadelphia, Pennsylvania 

Villanova University, Villanova, Pennsylvania 

Yeshiva Ohr Elchonon Chabad/West Coast Talmudic Seritinary, Los Angeles, 
California 


S. 1 amended by P.C. 1990-1332, s. 2, June 28, 1990, Canada Gazette, PartII, July 18, 
1990 (applicable after 1988), to substitute “Franciscan University of Steubenville” for 
“University of Steubenville” and “Lake Superior State University” for “Lake Superior 
State College” and to add the following: 


Claremont McKenna College, Claremont, California 

Columbia Bible College & Seminary, Columbia, South Carolina 

Curtis Institute of Music, The, Philadelphia, Pennsylvania 

Emory University, Atlanta, Georgia 

Franciscan University of Steubenville, Steubenville, Ohio 

Mankato State University, Mankato, Minnesota 

Minot State University, Minot, North Dakota 

New England College, Henniker, New Hampshire 

Northwestern College, St. Paul, Minnesota 

Palmer College of Chiropractic-West, Sunnyvale, California 

Rice University, Houston, Texas 

Southwestern Adventist College, Keene, Texas 

University of Alabama at Birmingham, The, Birmingham, Alabama 

University of Montana, Missoula, Montana 

University of San Diego, San Diego, California 

University of the Ozarks, Clarksville, Arkansas 
S. 1 amended by P.C. 1989-723, s. 1, April,28, 1989, Canada Gazette, Part II, May 10, 
1989, to add the following applicable after 1987: 


Augsburg College, Minneapolis, Minnesota 

Elmira College, Elmira, New York 

God’s Bible School and College, Cincinnati, Ohio 

Life Chiropractic College, Marietta, Georgia 

Life Chiropractic College—West, San Lorenzo, California 
Montana College of Mineral Science and Technology, Butte, Montana 
Nazarene Bible College, Colorado Springs, Colorado 
Providence College, Providence, Rhode Island 

Thomas Aquinas College, Santa Paula, California 

University of Arkansas at Little Rock, Little Rock, Arkansas 
University of Nevada—Reno, Reno, Nevada 
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Western Baptist College, Salem, Oregon 


S. 1 amended by P.C. 1988-561, s. 1, March 24, 1988, Canada Gazette, Part II, April 
13, 1988, to add the following, applicable after 1986: 


Carroll College, Waukesha, Wisconsin 

Dana College, Blair, Nebraska 

Emerson College, Boston, Massachusetts 

Hood College, Frederick, Maryland 

Nazarene Theological Seminary, Kansas City, Missouri 
Pacific Union College, Angwin, California [already listed] 
Princeton Theological Seminary, Princeton, New Jersey 
Reformed Theological Seminary, Jackson, Mississippi 
State University College at Potsdam, Potsdam, New York 
Taylor University, Upland, Indiana [already listed] 
University of Massachusetts at Amherst, Amherst Massachusetts 


S. 1 amended by P.C. 1987-1479, s. 1, July 30, 1987, Canada Gazette, Part Il, August 
19, 1987, effective after 1985, to delete “Detroit Bible College, Farmington Hills, 
Michigan”, to substitute “Biola University” for “Biola College’, “San Rafael” for 
“Petaluma” in “Columbia Pacific University” [which had not previously been listed], to 
add “(Stanford University)” to “Leland Stanford Junior University”, and to add the 
following: 


American International College, Springfield, Massachusetts 

Atlantic Union College, South Lancaster, Massachusetts 

Canisius College, Buffalo, New York 

Central Yeshiva Tomchei Tmimim-Lubavitci., Brooklyn, New York 
Concordia College, Moorhead, Minnesota 

Emmaus Bible College, Dubuque, Iowa 

Hobe Sound Bible College, Hobe Sound, Florida 

Moravian College, Bethlehem, Pennsylvania 

Pacific Graduate School of Psychology, Menlo Park, California 
Philadelphia College of Bible, Langhorne, Pennsylvania 

Rabbinical College of America, Morristown, New Jersey 

Saint Mary-of-the-Woods College, Saint Mary-of-the-Woods, Indiana 
Trinity Episcopal School for Ministry, Ambridge, Pennsylvania 
University of Rhode Island, Kingston,Rhode Island 

Western States Chiropractic College, Portland, Oregon 

Whittier College, Whittier, California 

William Tyndale College, Farmington Hills, Michigan 


S. 1 amended by P.C. 1986-746, s. 1, March 26, 1986, Canada Gazette, Part II, April 
16, 1986, effective January 1, 1985, to substitute “Seattle Pacific University, Seattle, 
Washington” for “Seattle Pacific College, Seattle, Washington”, and’ to add the 
following: 


De Paul University, Chicago, Illinois 

GMI Engineering & Management Institute, Flint, Michigan 

Grace College of the Bible, Omaha, Nebraska 

Hollins College, Hollins College, Virginia 

Mount Ida College, Newton Centre, Massachusetts 

Sherman College of Straight Chiropractic, Spartanburg, South Carolina 
Union for Experimenting Colleges and Universities, The, Cincinnati, Ohio 
Washington and Lee University, Lexington, Virginia 


S. 1 amended by P.C. 1985-1150, s. 1, April 4, 1985, Canada Gazette, Part II, April 17, 
1985 to add “American Graduate School of International Management, Glendale, Ari- 
zona”, effective commencing January 1, 1983; to substitute “Clarkson University” for 
Clarkson College of Technology, and “Puget Sound Christian College ... A college of 
the Bible” for “Puget Sound College of the Bible”, effective January 1, 1984; and to 
add the following effective January 1, 1984: 


American University in Cairo, The, New York, New York 

Barnard College, New York, New York 

Lafayette College, Easton, Pennsylvania 

State University of New York at Binghamton, Binghamton, New York 
University of Health Sciences/The Chicago Medical School, Chicago, Illinois 
University of Missouri, Columbia, Missouri 


S. 1 amended by P.C. 1984-774, s. 1, March 8, 1984, Canada Gazette, Part Il, March 
21, 1984 to add the following effective commencing January 1, 1983; 


American College, The, Bryn Mawr, Pennsylvania 

Antioch University, New York, New York 

Case Western Reserve University, Cleveland, Ohio 

Central. Michigan University, Mount Pleasant, Michigan 

College of Wooster, The, Wooster, Ohio 

Hebrew Union College — Jewish Institute of Religion, Los Angeles, California 
Kansas State University, Manhattan, Kansas 

Maharishi International University, Fairfield, lowa 

Mirrer Yeshiva Central Institute, Brooklyn, New York 

Mount Vernon College, Washington, District of Columbia 

Ohio College of Podiatric Medicine, Cleveland, Ohio 

Pacific University, Forest Grove, Oregon 

Palm Beach Atlantic College, West Palm Beach, Florida 

Puget Sound College of the Bible, Edmonds, Washington 

Radcliffe College, Cambridge, Massachusetts 

Ripon College, Ripon, Wisconsin 

St. Vladimir’s Orthodox Theological Seminary, Crestwood, New York 
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Southern Illinois University of Carbondale, Carbondale, Illinois 
Trinity University, San Antonio, Texas 

University of Central Florida, Orlando, Florida 

University of Steubenville, Steubenville, Ohio 

Westminster Choir College, Princeton, New Jersey 


S. 1 amended by P.C. 1983-1194, s. 1, April 21, 1983, Canada Gazette, Part Il, May 
11, 1983, to add the following effective from January 1, 1982: 


Adams State College, Alamosa, Colorado 

Beloit College, Beloit, Wisconsin 

Bowling Green State University, Bowling Green, Ohio 
College of William and Mary, Williamsburg, Virginia 
Fresno Pacific College, Fresno, California 

Medical College of Pennsylvania, Philadelphia, Pennsylvania 
Pine Manor College, Chestnut Hill, Massachusetts 
Rockefeller University, New York, New York 

Trinity Evangelical Divinity School, Deerfield, Illinois 
Walla Walla College, College Place, Washington 

Western Conservative Baptist Seminary, Portland, Oregon 


S. 1 amended by P.C. 1982-1094, April 8, 1982, Canada Gazette, Part II, April 28, 
1982, to add to the following, effective January 1, 1981: 


Abilene Christian University, Abilene, Texas 

Andover Newton Theological School, Newton Centre, Massachusetts 
Asbury Theological Seminary, Wilmore, Kentucky 

Bates College, Lewiston, Maine 

Bethel College, North Newton, Kansas 

Illinois Institute of Technology, Chicago, Illinois 
LeTourneau College, Longview, Texas 

Liberty Baptist College, Lynchburg, Virginia 

Messiah College, Grantham, Pennsylvania 

Oberlin College, Oberlin, Ohio 

Pomona College, Claremont, California 

Reformed Bible College, Grand Rapids, Michigan 

St. Mary’s University of San Antonio, San Antonio, Texas 
Texas Chiropractic College, Pasadena, Texas 


S. 1 amended by P.C. 1981-673, March 12, 1981, Canada Gazette, Part Ii, March 25, 
1981, to add the following, effective January 1, 1980: 


Azusa Pacific College, Azusa, California 

Boston College, Chestnut Hill, Massachusetts 

Le Moyne College, Syracuse, New York 

Northwest College, Kirkland, Washington 

Northwood Institute, Midland, Michigan 

Rabbinical Seminary of America, Forest Hills, New York 

South Dakota School of Mines and Technology, Rapid City, South Dakota 
Whitman College, Walla Walla, Washington 

Yeshiva University of Los Angeles, Los Angeles, California 


S. | amended by P.C. 1980-1138, s. 1, May 1, 1980, Canada Gazette, Part II, May 14, 
1980, to add the following, effective on and after January 1, 1979: 


Cedarville College, Cedarville, Ohio 

Detroit Bible College, Farmington Hills, Michigan 
Goddard College, Plainfield, Vermont 

Louisiana State University, Baton Rouge, Louisiana 
Multnomah School of the Bible, Portland, Oregon 
North American Baptist Seminary, Sioux Falls, South Dakota 
Ottawa University, Ottawa, Kansas 

Pace University, New York, New York 

Park College, Kansas City, Missouri 

St. John’s College, Annapolis, Maryland 

St. John’s College, Santa Fe, New Mexico 
Stephens College, Columbia, Missouri 

Taylor University, Upland, Indiana 

Touro College, New York, New York 

Trinity College, Dunedin, Florida 

Washington Bible College, Lanham, Maryland 
Western Evangelical Seminary, Portland, Oregon 


S. 1 amended by P.C. 1979-1181, April 4, 1979, Canada Gazette, Part If, April 25, 
1979, to add the following, effective on and after January 1, 1978: 


Brigham Young University — Hawaii Campus, Laie, Hawaii 
Eastern Washington University, Cheney, Washington 
Fuller Theological Seminary, Pasadena, California 
Grinnell College, Grinnell, lowa 

Macalester College, St. Paul, Minnesota 

National College of Chiropractic, The, Lombard, Illinois 
Old Dominion University, Norfolk, Virginia 

Saint Mary’s College, Notre Dame, Indiana 

Sarah Lawrence College, Bronxville, New York 

Union College, Schenectady, New York 

University of Santa Clara, Santa Clara, California 


Income Tax Regulations 


S. 1 amended by P.C. 1978-781, March 16, 1978, Canada Gazette, Part II, April 12, 
1968, to add the following, effective on and after January 1, 1977: 
Bennington College, Bennington, Vermont 
Creighton University, Omaha, Nebraska 
Florida Atlantic University, Boca Raton, Florida 
Mesivta Yeshiva Rabbi Chaim Berlin, Brooklyn, New York 
Ohio University, Athens, Ohio 
Swarthmore College, Swarthmore, Pennsylvania 
University of Houston, Houston, Texas 
Valparaiso University, Valparaiso, Indiana 
Western Washington University, Bellingham, Washington 


2. The universities situated in the United Kingdom of Great Britain 
and Northern Ireland that are prescribed by section 3503 are the 
following: 


Aston University, Birmingham, England 

Brunel University, Uxbridge, England 

Cranfield University, Bedfordshire, England 

Gateshead Talmudical College, Gateshead, England 

Heriot-Watt University, Edinburgh, Scotland 

Imperial College of Science, Technology and Medicine, 
London, England 

King’s College London, London, England 

London Business School, London, England 

London School of Economics and Political Science, The, 
London, England 

Loughborough University, Leicestershire, England 

Queen’s University of Belfast, The, Belfast, Northern Ireland 

University College London, London, England 

University of Aberdeen, Aberdeen, Scotland 

University of Bath, The, Bath, England 

University of Birmingham, Birmingham, England 

University of Bradford, Bradford, England 

University of Bristol, Bristol, England 

University of Cambridge, Cambridge, England 

University of Dundee, The, Dundee, Scotland 

University of Durham, Durham, England 

University of Edinburgh, Edinburgh, Scotland 

University of Exeter, Exeter, England 

University of Glasgow, Glasgow, Scotland 

University of Keele, Keele, England 

University of Kent, Canterbury, England 

University of Leeds, Leeds, England 

University of Liverpool, Liverpool, England 

University of London, London, England 

University of Manchester, The, Manchester, England 

University of Newcastle, The, Newcastle upon Tyne, England 

University of North London, London, England 


University of Nottingham, The, Nottingham, England 

University of Oxford, Oxford, England 

University of Reading, Reading, England 

University of St. Andrews, St. Andrews, Scotland 

University of Sheffield, Sheffield, England 

University of Southampton, Southampton, England 

University of Strathclyde, Glasgow, Scotland 

University of Surrey, Guildford, Surrey, England 

University of Sussex, Brighton, England 

University of Wales, Cardiff, Wales 
History: S. 2 amended by P.C. 2010-551, s. 4, April 29, 2010, Canada Gazette, Part 
II, May 12, 2010, to add “London School of Economics and Political Science, The, 
London, England” and “University of Kent, Canterbury, England”, effective January 1, 
2005; to add “University of Keele, Keele, England”, effective January 1, 2007; and to 
add “Brunel University, Uxbridge, England”, effective January 1, 2009. 
S. 2 amended by P.C. 2006-815, s. 3, August 29, 2006, Canada Gazette, Part II, Sep- 
tember 20, 2006, to add “Heriot-Watt University, Edinburgh, Scotland”, effective Janu- 
ary 1, 2004. 
S. 2 amended by P.C. 2002-2169, s. 16, December 12, 2002, Canada Gazette, Part II, 
January 1, 2003 to add London Business School and Loughborough University, appli- 
cable as of January 1, 2001. 
S. 2 amended by P.C. 2001-829, s. 2, May 10, 2001, Canada Gazette, Part Il, May 23, 
2001, to delete University of Hull, The, Hull, England, and University of Lancaster, 
Lancaster, England, applicable as of May 23, 2001; to’ add King’s College London, 
London, England and University of North London, London, England, applicable as of 
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January 1,,1999; and to add University College London, London, England, applicable 
as of January 1, 2000. 


S. 2 amended by P.C. 2000-726, s. 2. May 18, 2000; Canada. Gazette, Part Il, June 7, 
2000, to change Cranfield Institute of Technology. to Cranfield University, and Victoria 
University of Manchester to University of Manchester, The, effective June 7, 2000; to 
add University of Newcastle, The, Newcastle upon Tyne, England and University of 
Surrey, Guildford, Surrey, England, applicable as of January 1, 1997;/and to add Impe- 
rial College of Science, Technology and Medicine, London; <iee: applicable as of 
January 1, 1998. ; 


S..2 amended by P.C. 1996-632, s. 2; April 3 30, 1996, Canada Gazette, Part II, June 15, 
1994, to add “Aston University, Birmingham, England” and “University, of Sussex, 
Brighton, England”, applicable after 1994. 


S. 2 amended by P.C. 1994-866, s. 2, May 26,1994, Canada Gazette, Part II, June 15, 
1994, to add “University of Hull, The, Hull, England’; applicable after 1992. 


S. 2 amended by P.C. 1992-1108, s. 2, May 21, 1992, Canada Gazette, Part II, June 3, 
1992, to add “Gateshead Talmudical piers. Gateshead, Weppaornt *, applicable after 
1990. 


S. 2 amended by P.C. 1991-467, s. 2, March 14, 1991, Canada Gazette, Part IL, March 
27, 1991 (applicable after 1989) to add the following: 


University of Bath, The, Bath, England 
University of Dundee, The, Dundee, Scotland 
University of Nottingham, The, Nottingham, England 


S. 2 amended by P.C. 1990-1332, s. 3, June 28, 1990, Canada Gazette, Part Il, July 18, 
1990, to add “University of Exeter, Exeter, England” and “University of Lancaster, 
Lancaster, England”, applicable after 1988. 


S. 2 amended by P.C. 1989-723, s. 2, April 28, 1989, Canada Gazette, Part II, May 10, 
1989, to add “University of Southampton, Southampton, England”, applicable after 
1987. 


S. 2 amended by P.C. 1984-774, s. 2, March 8, 1984, Canada Gazette, Part II, March | 


21, 1984 to add “University of Durham, Durham, England”, applicable after 1982. 


3. The universities situated in France that are prescribed by section 
3503 are the following: 


American University in Paris, Paris 
Catholic Faculties of Lyon, Lyon 
Catholic Institute of Paris, Paris 
Catholic University of Lille, The, Lille 
Ecole Nationale des Ponts et Chaussées, Paris 
European. Institute of Business. Administration (INSEAD), 
Fontainebleau 
Hautes Etudes Commerciales, Paris 
Paris Graduate School of Management, Paris ~ 
History: S. 3 amended by P.C. 2001-829, s. 3, May 10,2001, Canada Gazette, Part IT, 


May 23, 2001, to delete University of Aix-Marseilles, Aix-en-Provence, ~~ University 
of Paris, Paris, applicable as of May 23, 2001. 


S. 3 amended by P.C. 2000-726, s. 3, May 28, 2000, Canada Gazette, Part II, June 7, 
2000, to change Catholic Faculties of Lille to Catholic University of Lille, The, effec- 
tive June 7, 2000. 


S. 3 amended by P.C. 1994-866, s. 3, May 26, 1994; Canada Gazette, Part Il, June 15, 
1994, to add the following (applicable after 1992): 

Hautes Etudes Commerciales, Paris 

Paris Graduate School of Management, Paris 


S. 3 amended by P.C. 1991-467, s. 3, March 14, 1991, Canada Gazette, Part Il, March 
27, 1991 (applicable after 1989) to add the following: 


Ecole Nationale des Ponts et Chaussées, Paris 
European Institute of Business Administration (INSEAD), Fontainebleau 


S. 3 amended by P.C. 1990-1332, s. 4, June 28, 1990, Canada Gazette, Part I, July 18, 
1990, to substitute “American University” for “American College”, applicable after 
1988. 


S. 3 amended by P.C. 1988-561, s. 2, March 24, 1988, Canada Gazette, Part II, April 
13, 1988, to add “American College in Paris, Paris”, applicable after 1986. 


4. The universities situated’ in Austria that are prescribed by section 
3503 are the following: 

University of Vienna, Vienna 

WU Vienna University of Economics, and Business, Vienna 


History: S. 4 amended by P.C. 2010-551, s. 5, April 29, 2010, Canada Gazette, Part 
II, May 12, 2010, to:add “WU Vienna University of Economics and Businéss, Vienna”, 
effective January 1, 2007. 
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5. The universities situated in Belgium that are prescribed by sec- 
tion 3503 are the following: ) 


Catholic University of Louvain, Louvain 


History: S. 5 amended by P:C. 2000-726, s. 4, May 28, 2000, Canada Gazette, Part II, 
June 7, 2000, to\delete Free University of Brussels, Brussels; effective June 7, 2000. 


6. The aniveenitiont situated in Switzerland that are prescribed by 
section 3503 are the following: © 


Franklin College of Switzerland, Sorengo Gi ups) 
University of Geneva, Geneva 
University of Lausanne, Lausanne : 
History: S. 6 amended by P.C. 2001-829, s..4, May 10, 2001, Canada Gazette, Part Il, 


May 23, 2001, to delete University of Fribourg, Fribourg, applicable as of May 23, 
2001. 


S. 6 amended by P.C. 1992-1108, s. 3, May 21, 1992, Canada Gazette, Part Il, June 3, 
1992, to add “Franklin College of Switzerland, Sorengo (Lugano)”, SPPREDDIS after 
1990. 


7..The universities situated in Vatican City that.are prescribed by 
section 3503 are the following: 


Pontifical Gregorian University 


8. The universities situated in Israel that are prescribed by section 
3503 are the following: 


Bar-Ilan. University, Ramat-Gan 
Ben Gurion University of the Negev, Beersheba 
Ecole biblique et archéologique francaise, Jerusalem 
Hebrew University of Jerusalem, The, Jerusalem 
Jerusalem College for Women, Bayit-Vegan, Jerusalem 
Jerusalem College of Technology, Jerusalem 
Technion-Israel Institute of Technology, Haifa 
Tel-Aviv University, Tel-Aviv 
University of Haifa, Haifa 
Weizmann Institute of Science, Rehovot 
Yeshivat Aish Hatorah, Jerusalem 

History: S. 8 amended by P.C. 2001-829, s. 5, May 10, 2001, Canada Guicorid: Part Il, 


May 23, 2001, to delete Bezalel — Academy of Arts and Design, Jerusalem, applicable 
as of May 23;.2001. 


S. 8 amended by P.C. 1996-632, s. 3, April 30, 1996, Canada Gazette, Part Il, May 15, 
1996, to add “Ecole biblique et archéologique papeaiee Jerusalem”, applicable after 
1994, 


S. 8 amended by P.C. 1994-866, s..4, May 26, 1994, Canada Gazette, Part II, June 15, 
1994, to add “Yeshivat Aish Hatorah, Jerusalem’, applicable’ after 1992. 


S. 8 amended by P.C. 1988-561, s. 3, March 24, 1988, Canada Gazette, Part Il, April 
13, 1988, to add “Bezalel-Academy of Arts and Design, Jerusalem”, cman after 
1986. 


S. 8 amended by P.C. 1986-746, s. 2, March 26, 1986; Canada Gazette, Part II, April 
16, 1986, effective January 1, 1985, to add “Jerusalem College of Technology, 
Jerusalem”: : 


S. 8 amended by P.C. 1983-1194, s. 2, April 21, 1983, Canada Gazette, Part II, May 
11, 1983 to add the following effective from January 1, 1982: 

University, of Haifa, Haifa 

Weizmann Institute of Science, Rehovot 
S. 8 amended by P.C. 1980-1138, s. 2, May 1, 1980, Canada Gazette, Part II, May 14, 


1980, as corrected by Canada Gazette, Part II, June 11, 1980, errata, to add the follow- 
ing, effective on and after January 1, 1979: 


Ben Gurion University of the Negev, Beersheba 
Jerusalem College for Women, Bayit-Vegan, Jerusalem 


9. The universities situated in Lebanon that are prescribed by sec- 
tion 3503 are the following: 


American University of Beirut, Riad El Solh, Beirut 
St. Joseph University, Beirut 
History: S. 9 of Sch. VIII amended by P.C. 2006-815, s. 4, August 29, 2006, Canada 


Gazette, Part I, September 20, 2006; to add “American University of Beirut, Riad El 
Solh, Beirut”, effective January 1, 2003. 

S: 9 amended by P.C. 2000-726, s. 5, May 28, 2000, Canada Gazette, Part II, June 7, 
2000, to delete American University of Beirut, The, Beirut, effective June 7, 2000. 


S. 9 amended by: P.C. 1980-1138, s..3, May 1, 1980, Canada Gazette, Part II, May 14, 
1980, effective on and after January 1, 1979, to add: St. Joseph: University, Beirut. 
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10. The universities situated in Ireland that are prescribed by sec- 
tion 3503 are the following: 


National University of Ireland, Dublin 
Royal College of Surgeons in Ireland, Dublin 
University of Dublin, The, Trinity College, Dublin 
History: S. 10 amended by P.C. 2006-997, s, 2, September 21, 2006, Canada Gazette, 


Part II, October 4, 2006, to substitute “University of Dublin, The, Trinity College, Dub- 
lin” for “University of Dublin, Dublin”, effective January 1, 2005. 


S. 10 amended by P.C. 1985-1150, s. 2, April 4, 1985, Canada Gazette, Part II, April 
17, 1985, applicable commencing January 1, 1984, to add: National University of Ire- 
land, Dublin. 


S. 10 amended by P.C. 1980-1138, s. 4, May 1, 1980, Canada Gazette, Part II, May 14, 
1980, effective on and after January 1, 1979, to add: University of Dublin, Dublin. 


11. The universities situated in the Federal Republic of Germany 
that are prescribed by section 3503 are the following: 


Ukrainian Free University, Munich 
University of Heidelberg, Heidelberg 
History: S. 11 amended by P.C. 2006-997, s. 3, September 21, 2006, Canada Gazette, 


Part II, October 4, 2006, to substitute “University of Heidelberg, Heidelberg” for “Ru- 
precht-Karls-Universitat Heidenberg, Heidenberg”, effective January 1, 1995. 


S. 11 amended by P.C. 1996-632, s. 4, April 30, 1996, Canada Gazette, Part II, May 
15, 1996, to add “Ruprecht-Karls-Universitaét Heidenberg, Heidenberg”, effective after 
1994. 


12. The universities situated in Poland that are prescribed by section 
3503 are the following: 


Catholic University of Lublin, Lublin 
Jagiellonian University, Krakow 


History: S. 12 amended by P.C. 2000-726, s. 6, May 28, 2000, Canada Gazette, Part 
II, June 7, 2000, to add Jagiellonian University, Krakow, applicable as of January 1, 
1998. 


S. 12 amended by P.C. 1986-746, s. 3, March 26, 1986, Canada Gazette, Part II, April 
16, 1986, to substitute “Catholic University of Lublin, Lublin” for “Catholic University 
of Lubin, Lubin”, effective January 1, 1982. 


S. 12 added by P.C. 1983-1194, s. 3, April 21, 1983, Canada Gazette, Part II, May 11, 
1983, effective from January 1, 1982. 


13. The universities situated in Spain that are prescribed by section 
3503 are the following: 
University of Navarra, Pamplona 


History: S. 13 added by P.C. 1987-1479, s. 2, July 30, 1987, Canada Gazette, Part Il, 
August 19, 1987, effective after 1985. 


14. The universities situated in the People’s Republic of China that 
are prescribed by section 3503 are the following: 

Nanjing University, Nanjing 
History: S. 14 amended by P.C. 2001-829, s. 6, May 10, 2001, Canada Gazette, Part 
II, May 23, 2001, to delete Nanjing Institute of Technology, Nanjing, applicable as of 


May 23, 2001, and to add Nanjing University, Nanjing, applicable as of January 1, 
1999. 


S. 14 added by P.C. 1989-723, s. 3, April 28, 1989, Canada Gazette, Part II, May 10, 
1989, applicable after 1987. 


15. The universities situated in Jamaica that are prescribed for the 
purposes of section 3503 are the following: 
University of the West Indies, Mona Campus, Kingston 


History: S. 15 added by P.C. 1989-723, s. 3, April 28, 1989, Canada Gazette, Part II, 
May 10, 1989, applicable after 1987. 


16. For the purposes of section 3503, the university situated in Italy 
is the following: 
John Cabot University, Rome 


History: S. 16 added by P.C. 2010-551, s. 6, April 29, 2010, Canada Gazette, Part II, 
May 12, 2010, effective January 1, 2008. 


Former s. 16 repealed by P.C. 2001-829, s. 7, May 10, 2001, Canada Gazette, Part II, 
May 23, 2001, applicable as of May 23, 2001. 


Former s. 16 added by P.C. 1992-1108, s. 4, May 21, 1992, Canada Gazette, Part II, 
June 3, 1992, applicable after 1990. 
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17. The universities situated in Australia that are prescribed by sec- 
tion 3503 are the following: 


Adelaide University, Adelaide 
Queensland University of Technology, Brisbane 
University of Melbourne, The, Parkville 
University of Queensland, The, Brisbane 
University of Sydney, The, Sydney 
University of Tasmania, Hobart 
History: S. 17 amended by P.C. 2002-2169, s. 17, December 12, 2002, Canada Ga- 


zette, Part II, January 1, 2003 to add Adelaide University, applicable as of January 1, 
2001. 


S. 17 amended by P.C. 2001-829, s. 8, May 10, 2001, Canada Gazette, Part Il, May 23, 
2001, to add Queensland University of Technology, Brisbane, applicable as of January 
1; 1999. 


S. 17 amended by P.C. 2000-726, s. 7, May 28, 2000, Canada Gazette, Part II, June 7, 
2000, to delete Flinders University of South Australia, The, Adelaide and University of 
New South Wales, The, Sydney, effective June 7, 2000; and to add University of Mel- 
bourne, The, Parkville and University of Queensland, The, Brisbane, applicable as of 
January 1, 1997. 


S. 17 amended by P.C. 1996-632, s. 5, April 30, 1996, Canada Gazette, Part II, May 
15, 1996, to add “Flinders University of South Australia, The, Adelaide” and “Univer- 
sity of New South Wales, The, Sydney” applicable after 1994. 

S. 17 amended by P.C. 1994-866, s. 5, May 26, 1994, Canada Gazette, Part II, June 15, 
1994, to add “University of Tasmania, Hobart’, applicable after 1992. 


S. 17 added by P.C. 1993-901, May 4, 1993, Canada Gazette, Part Il, May 19, 1993, 
applicable after 1991. 


18. The university situated in the Republic of Croatia that is pre- 
scribed by section 3503 is the following: 


University of Zagreb, Zagreb 


History: S. 18 added by P.C. 1994-866, May 26, 1994, Canada Gazette, Part II, June 
15, 1994, applicable after 1992. 


19. The universities situated in South Africa that are prescribed by 
section 3503 are the following: 


University of Cape Town, Rondebosch 
University of Natal, Durban 
University of the Witwatersrand, The, Johannesburg 
History: S. 19 amended by P.C. 2006-815, s. 5, August 29, 2006, Canada Gazette, 


Part II, September 20, 2006, to add “University of Cape Town, Rondebosch”, effective 
January 1, 2004. 


S. 19 amended by P.C. 2001-829, s. 9, May 10, 2001, Canada Gazette, Part Il, May 23, 
2001, applicable as of January 1, 2000. 

S. 19 added by P.C. 1995-581, April 4, 1995, Canada Gazette, Part II, April 19, 1995, 
applicable after 1993. 

Interpretation Bulletins: See at beginning of Schedule. 


20. For the purposes of section 3503 the universities situated in the 
Netherlands are the following: 


Leiden University, Leiden 
Nyenrode University, Breukelen 
University of Groningen, Groningen 
History: S. 20 amended by P.C. 2002-2169, s. 18, December 12, 2002, Canada Ga- 


zette, Part Il, January 1, 2003 to add University of Groningen and amend “Nijenrode” 
to “Nyendrode’, applicable as of January 1, 2001. 


S. 20 amended by P.C. 2000-726, s. 8, May 28, 2000, Canada Gazette, Part II, June 7, 
2000, to add Leiden University, applicable as of January 1, 1998. 


S. 20 added by P.C. 1996-632, s. 6, April 30, 1996, Canada Gazette, Part II, May 15, 
1996, applicable after 1994. 


21. For the purposes of section 3503 the universities situated in 
Hong Kong are the following: 


Chinese University of Hong Kong, The, Shatin, New Territories 
Hong Kong University of Science and Technology, The, 
Kowloon 
University of Hong Kong, The, Hong Kong 
History: S. 21 amended by P.C. 2010-551, s. 7, April 29, 2010, Canada Gazette, Part 


II, May 12, 2010, to add “Chinese University of Hong Kong, The, Shatin, New Territo- 
ries”, effective January 1, 2007. 


S. 21 amended by P.C. 2002-2169, s. 19, December 12, 2002, Canada Gazette, Part Il, 
January 1, 2003 to add University of Hong Kong, applicable as of January 1, 2002. 
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Schedules IX, X 


S. 21 added by P.C. 1996-632, s. 6, April 30, 1996, Canada Gazette, Part II, May 15, 
1996, applicable after 1994, 


22. The universities situated in New Zealand that are prescribed by 
section 3503 are the following: 


University of Auckland, The, Auckland 
University of Otago, Dunedin 
Victoria University of Wellington, Wellington 
History: S. 22 amended by P.C. 2006-815, s. 6, August 29, 2006, Canada Gazette, 


Part II, September 20, 2006, to add “University of Auckland, The, Auckland”, effective 
January 1, 2003. 


S. 22 amended to add University of Otago, Dunedin by P.C. 2005-694, s. 8, May 3, 
2005, Canada Gazette, Part II, May 18, 2005, deemed to have taken effect on January 
1, 2003. ’ 


S. 22 added by‘P.C. 2000-726, s. 9, May 28, 2000, Canada Gazette, Part II, June 7, 
2000, applicable as of January 1, 1999. 


23. The university situated in Hungary that is prescribed by section 
3503 is the following: 
Central European University, Budapest 


History: S. 23 added by P.C. 2001-829, subsec. 10(1), May 10, 2001, Canada Gazette, 
Part II, May 23, 2001, applicable as of January 1, 1999. 


Reg. 
Sch. IX, X 


24. The university situated in India that is prescribed by section 
3503 is the following: 
Panjab University, Chandigarh 


History: S. 24 added by P.C. 2001-829, subsec. 10(2), May 10, 2001, Canada Gazette, 
Part II, May 23, 2001, applicable as of January 1, 2000. 


25. The university situated in Estonia that is prescribed by section 
3503 is the following: 
University of Tartu, Tartu 


History: S. 25 added by P.C. 2006-815, s. 7, August 29, 2006, Canada Gazette, Part 
II, September 20, 2006, effective January 1, 2004. 


SCHEDULES IX, X 
[Revoked] 


History: Schedules IX, X revoked by P.C. 1993-1688, s. 4, August 26, 1993, Canada 
Gazette, Part II, September 8, 1993, applicable to 1993 et seq. 

Schedules IX, X added by P.C. 1988-1105, s. 4, June 6, 1988, Canada Gazette, Part Il, 
June 22, 1988, applicable to 1987 et seq. 
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_ INCOME TAX CONVENTIONS INTERPRETATION ACT. 


An Act respecting the interpretation of Canada’ Ss international conventions, relating to. income. tax 
and the Acts implementing: such: conventions. 
» R.S.C. 1985, c. 1-4, AS AMENDED 


Short Title 
CRA Audit Manual: 15.11.0: Tax treaties. 


1. Short title — This Act may be cited as the Income Tax Conven- 
tions Interpretation Act. 


Definition 


2. Definition of “convention” —In this Act, “convention” 
means any convention or agreement between Canada and another 
state relating to tax on income, and includes any protocol or supple- 
mentary convention or agreement relating thereto. 


Interpretation 


3. Meaning of undefined terms — Notwithstanding the provi- 
sions of a convention or the Act giving the convention the force of 
law in Canada, itis hereby declared: that the law of Canada is that, 
to the extent that a term in the convention is 


(a) not.defined in the convention, 
(b) not fully defined in the convention, or 
(c) to be defined by reference to the laws of Canada, 


that term has, except to the extent that the context otherwise re- 
quires, the meaning it has for the purposes of the Income Tax Act, 
as amended from time to time, and not the meaning it had for the 
purposes of the Income Tax Act on the date the convention was en- 
tered into or given the force of law in Canada if, after that date, its 
meaning for the purposes of the Income Tax Act has changed. 


1.T. Technical News: 18 (Cudd Pressure case). 


4. Permanent establishments in Canada — Notwithstanding 
the provisions of a convention or the Act giving the convention the 
force of law in Canada, it is hereby declared that the law of Canada 
is that where, for the purposes of the application of the convention, 
the profits from a business activity, including an industrial or com- 
mercial activity, attributable or allocable to a permanent establish- 
ment in’ Canada are to be determined for any period, 


(a) there shall, except where the convention expressly otherwise 
provides, be included in the determination of ‘those profits all 
amounts with respect to that activity that) are attributable or allo- 
cable to the permanent establishment and that would be required 
to be included under the Income Tax Act, as amended from, time 
to time,, by a person resident in Canada carrying on the activity. 
in Canada in the computation of his income from a business for 
that period; and 


(b) there shall, except to the extent that an agreement between 
the competent authorities of the parties to the, convention ex- 
pressly otherwise provides, not be deducted in the determination 
of those profits any amount with respect.to that activity that is 
attributable or allocable to, the permanent establishment and that 
would not be deductible under the Income Tax Act, as amended 
from time to time, by a person resident in Canada carrying on 
the activity in Canada in the computation of his income from a 
business for that period. 


4.1 Application. of section 245 of the Income. Tax Act — 
Notwithstanding the provisions of a convention or the Act giving 


the convention the force. of law in Canada, it is hereby declared that 
the law of Canada is that section 245 of the Income Tax Act applies 
to any benefit provided under the convention. 


History: S. 4.1 added by 2005, c. 19, s. 60, applicable with respect to transactions 
entered into after September 12, 1988. 


4.2 Stock exchanges — Notwithstanding ‘the provisions of a 
convention or the Act giving the, convention the force of law in 
Canada, each reference in a convention to a stock exchange that is 
prescribed under, or for the purposes of, the Income Tax Act shall 
be read as a reference to a designated stock Gee ce as defined in 
the Income Tax Act. 


History: S..4.2 added by 2007, c. 35, s. 70, applicable after eee: 13, 2007. 


Definitions [s. 4. 2]: “convention” —ITCIA 2; “designated stock exchange” — ITA 
248(1), 262. 


5. Definitions — Notwithstanding the provisions of a convention 
or the Act giving the convention the force of law in Canada, in this 
section and in the convention, 


“annuity” does not include any pension payment or any payment 
under a plan, arrangement or contract described in subparagraphs 
(a)(i) to (ix) of the definition “pension”; 
History: The definition “annuity” amended by 1999, c. 22, subsec. 84(1), applicable 
with respect to amounts paid after. 1996. It formerly read: 
“annuity” does not include. a pension payment, (other than.a: periodic pension 
payment) arising in Canada; 
“Annuity” added by 1993, c. 24, s. 147, applicable with respect to amounts paid after 
1991, 


*Canada’’ means, the territory of Canada, and includes 


(a) every area beyond the territorial seas of Canada that, in ac- 
cordance with international law and the laws of Canada, is an 
area in respect of which Canada may exercise rights with respect 
to the seabed and subsoil and their natural resources, and 
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(b) the seas and airspace above every area described in para- 
graph (a); 


“¢mmovable property” and “real property”’, with respect to such 
property in Canada, are hereby declared to include 


(a) any right to explore for or exploit mineral deposits and 
sources in Canada and other natural resources in Canada, and 


(b) any right to an amount computed by reference to the produc- 
tion, including profit, from, or to the value of production from, 
mineral deposits and sources in Canada and other natural re- 
sources in Canada; 


Definitions [s. 5“immovable property”]: “immovable” — Quebec Civil Code art. 
900-907. 


“pension” means, in respect of payments that arise in Canada, 


(a) if the convention does not include a definition “pension”, a 
payment under any plan, arrangement or contract that is 


(i) a registered pension plan, 

(ii) a registered retirement savings plan, 
(iii) a registered retirement income fund, 
(iv) a retirement compensation arrangement, 
(v) a deferred profit sharing plan, 


(vi) a plan that is deemed by subsection 147(15) of the In- 
come Tax Act not to be a deferred profit sharing plan, 


(vii) an annuity contract purchased under a plan referred to in 
subparagraph (v) or (vi), 


(viii) an annuity contract where the amount paid by or on 
behalf of an individual to acquire the contract was deductible 
under paragraph 60(1) of the Income Tax Act in computing 
the individual’s income for any taxation year (or would have 
been so deductible if the individual had been resident in Can- 
ada), or 


(ix) a superannuation, pension or retirement plan not other- 
wise referred to in this paragraph, and 


(b) if the convention includes a definition “pension”, a payment 
that is a pension for the purposes of the convention or a payment 
(other than a payment of social security benefits) that would be a 
periodic pension payment if the convention did not include a 
definition “pension”; 


Related Provisions: 5“annuity” — Annuity excludes pension payments and certain 
other payments. 


History: The definition “pension” added by 1999, c. 22, subsec. 84(3), applicable with 
respect to amounts paid after 1996. 


‘periodic pension payment” means, in respect of payments that 
arise in Canada, a pension payment other than 


(a) a lump sum payment, or a payment that can reasonably be 
considered to be an instalment of a lump sum amount, under a 
registered pension plan, 


(b) a payment before maturity, or a payment in full or partial 
commutation of the retirement income, under a registered retire- 
ment savings plan, 


(c) a payment at any time in a calendar year under a registered 
retirement income fund, where the total of all payments (other 
than the specified portion of each such payment) made under the 
fund at or before that time and in the year exceeds the total of 


(1) the amount that would be the greater of 


(A) twice the amount that, if the value of C in the defini- 
tion “minimum amount” in subsection 146.3(1) of the Jn- 
come Tax Act were nil, would be the minimum amount 
under the fund for the year, and 


(B) 10% of the fair market value of the property (other 
than annuity contracts that, at the beginning of the year, 
are not described in paragraph (b.1) of the definition 
“qualified investment” in subsection 146.3(1) of the Jn- 
come Tax Act) held in connection with the fund at the be- 
ginning of the year 


Income Tax Conventions Interpretation Act 


if all property transferred in the year and before that time to 
the carrier of the fund as consideration for the carrier’s un- 
dertaking to make payments under the fund had been so 
transferred immediately before the beginning of the year and 
if the definition “minimum amount” in subsection 146.3(1) 
of the Income Tax Act applied with respect to all registered 
retirement income funds, and 


(ii) the total of all amounts each of which is an annual or 
more frequent periodic payment under an annuity contract 
that is a qualified investment, as defined in subsection 
146.3(1) of the Income Tax Act, (other than an annuity con- 
tract the fair market value of which is taken into account 
under clause (i)(B)) held by a trust governed by the fund that 
was paid into the trust in the year and before that time, or 


(d) a payment to a recipient at any time in a calendar year under 
an arrangement, other than a plan or fund referred to in 
paragraphs (a) to (c), where 


(i) the payment is not 


(A) one of a series of annual or more frequent payments 
to be made over the lifetime of the recipient or over a 
period of at least 10 years, 


(B) one of a series of annual or more frequent payments 
each of which is contingent on the recipient continuing to 
suffer from a physical or mental impairment, or 


(C) a payment to which the recipient is entitled as a con- 
sequence of the death of an individual who was in receipt 
of periodic pension payments under the arrangement, and 
that is made under a guarantee that a minimum number of 
payments will be made in respect of the individual, or 


(ii) at the time the payment is made, it may reasonably be 
concluded that 


(A) the total amount of payments (other than excluded 
payments) under the arrangement to the recipient in the 
year will exceed twice the total amount of payments 
(other than excluded payments) made under the arrange- 
ment to the recipient in the immediately preceding year, 
otherwise than because of the fact that payments com- 
menced to be made to the recipient in the preceding year 
and were made for a period of less than twelve months in 
that year, or 


(B) the total amount of payments (other than excluded 
payments) under the arrangement to the recipient in the 
year will exceed twice the total amount of payments 
(other than excluded payments) to be made under the ar- 
rangement to the recipient in any subsequent year, other- 
wise than because of the termination of the series of pay- 
ments or the reduction in the amount of payments to be 
made after the death of any individual, 


and, for the purposes of this subparagraph, “excluded pay- 
ment” means a payment that is neither a periodic payment 
nor a payment described in any of clauses (i)(A) to (C). 


History: The portion of the definition “periodic pension payment” before para. (a) 
amended by 1999, c. 22, subsec. 84(2), applicable with respect to amounts paid after 
1996. The portion formerly read: 


“periodic pension payment” does not include a pension payment arising in Can- 
ada that is 


Para. (c) of “periodic pension payment’”’amended by 1998, c. 19, s. 286, applicable to 
amounts paid after 1997. Para. (c) formerly read: 


(c) a payment at any time in a calendar year under a registered retirement income 
fund where the total of all payments made under the fund at or before that time 
and in the year, other than 


(1) a payment or portion thereof that is not required by section 146.3 of the 
Income Tax Act to be included in computing the income of any person and 
that is not included under paragraph 212(1)(q) of that Act in respect of any 
person, and 


(ii) a payment in respect of which a deduction is available under paragraph 
60(1) of the Income Tax Act in computing the income of any person, 
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Application 


exceeds the greater of 


(iii) twice the amount that would be the minimum amount under the fund for 
the year, and 


(iv) ten per cent of the amount that would be the fair market value of the 
property held in connection with the fund at the beginning of the year, 


if all property transferred in the year and before that time to the carrier of the 
fund as consideration under the fund had been transferred immediately before the 
beginning of the year and if the definition “minimum amount” in paragraph 
146.3(1)(b.1) of the Income Tax Act were applicable with respect to all registered 
retirement income funds, or 


“Periodic pension payment” added by 1993, c. 24, s. 147, applicable with respect to 
amounts paid after 1991. 


“real property” — [see under “immovable” above — ed.] 


Special note re s. 5: 1993, c. 24, subsec. 84(10) (re-enacted as 1994, c. 7, Sched. 
VIII, subsec. 84(10)), provides as follows: 


(10) Notwithstanding subsection (9), [amended ITA 146.3(1)“minimum amount”] 
does not apply for the purposes of section 5 of the Income Tax Conventions Inter- 
pretation Act, with respect to payments made before 1993. 


Definitions [s. 5]: “minimum amount” —ITA 146.3(1). 


5.1 (1) [Repealed] 
History: S. 5.1 repealed by 1999, c. 22, s. 85, applicable with respect to amounts paid 
after 1996. It formerly read: 
(1) Definition of “pension” — For the purposes of the definitions “annuity” and 
“periodic pension payment” in section 5, “pension” includes payments arising in 
Canada under 
(a) a registered pension plan; 
(b) a registered retirement savings plan; 
(c) a registered retirement income fund; 
(d) a retirement compensation arrangement; 
(e) a deferred profit sharing plan; 
(f) a plan that is deemed by subsection 147(15) of the Income Tax Act not to 
be a deferred profit sharing plan; 
(g) an annuity contract purchased under a plan referred to in paragraph (e) or 
(f), 
(h) an annuity contract where the amount paid by or on behalf of an indivi- 
dual to acquire the contract was deductible under paragraph 60(1) of the Jn- 
come Tax Act in computing the individual’s income for any taxation year (or 


would have been so deductible if the individual had been resident in Can- 
ada); and 
(i) a superannuation, pension or retirement plan not otherwise referred to in 
this section. 
S. 5.1 renumbered as subsec. 5.1(1) by 1998, c. 19, s. 287, applicable to amounts paid 
after 1997. 
S. 5.1 added by 1993, c. 24, s. 148, applicable with respect to amounts paid after 1991. 


(2) Definition of “specified portion” — For the purpose of the 
definition “periodic pension payment” in section 5, the “specified 
portion” of a payment means the total of 
(a) the portion of the payment that is not required by section 
146.3 of the Income Tax Act to be included in computing the 
income of any person and that is not included under paragraph 
212(1)(q) of that Act in respect of any person; and 
(b) the portion of the payment in respect of which a deduction is 
available under paragraph 60(1) of the Income Tax Act in com- 
puting the income of any person. 


History: Subsec. 5.1(2) added by 1998, c. 19, s. 287, applicable to amounts paid after 
1997. 


6. Meaning of “interest” — Notwithstanding section 3, the 
meaning of the term “interest” in any convention given the force of 


S. 7(b) 


law in Canada before November 19, 1974 does not include any 
amount paid or credited, pursuant to an agreement in writing en- 
tered into before June 23, 1983, as consideration for a guarantee 
referred to in paragraph 214(15)(a) of the Income Tax Act. 


6.1 Transitional — Where a taxation year of a taxpayer includes 
June 23, 1983, the additional tax payable under the Income Tax Act 
(except Part XIII thereof) by the taxpayer for the taxation year by 
virtue of this Act shall be calculated in accordance with the follow- 
ing formula 
Neu 
C 


where 


A is the amount of additional taxes payable under the Income Tax 
Act (except Part XIII thereof) by the taxpayer for the taxation 
year by virtue of this Act, 


T is the amount of additional taxes payable under the Income Tax 
Act (except Part XIII thereof) by the taxpayer for the taxation 
year by virtue of this Act (except this section), 


Bis the number of days in the taxation year after June 23, 1983, 
and 


C is the number of days in the taxation year. 


History: S. 6.1 added by 1985, c. 48 (1st Supp.), s. 2, applicable to taxation years 
ending after June 23, 1983. 


6.2 Partnerships — Notwithstanding the provisions of a conven- 
tion between Canada and another state or the Act giving it the force 
of law in Canada, it is hereby declared that the law of Canada is 
that, for the purposes of the application of the convention and the 
Income Tax Act to a person who is a resident of Canada, a partner- 
ship of which that person is a member is neither a resident nor an 
enterprise of that other state. 


History: S. 6.2 added by 1991, c. 49, s. 220, applicable to taxation years ending after 
June 23, 1983. 


6.3 Gains arising in Canada — Except where a convention ex- 
pressly otherwise provides, any amount of income, gain or loss in 
respect of the disposition of a property that is taxable Canadian pro- 
perty within the meaning assigned by the Income Tax Act is deemed 
to arise in Canada. 

History: S. 6.3 added by 1999, c. 22, s. 86, applicable to dispositions that occur after 
February 23, 1998. 
Definitions [s. 6.3]: 
248(1). 


“convention” —ITCIA 2; “taxable Canadian property” — ITA 


Ep posed Amendment — International Tax 
: Convention 


( Neda Hovanus Agency news release, April 29, 2004: See under “Current 
Status of Tax Treaties”, following Canada-U.K. Convention. 


Application 


7. Application — This Act applies 


(a) in the case of tax under Part XIII of the Income Tax Act, to 
amounts paid or credited after June 23, 1983; and 


(b) in all other cases, to taxation years ending after June 23, 
1983. 
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-CANADA-UNITED STATES TAX CONVENTION (1980) 


Convention Between Canada and The United States of America With Respect to Taxes on Income 
and on Capital Signed on September 26, 1980, as Amended by the Protocols Signed on June 14, 
1983, March 28, 1984, March 17, 1995, July 29, 1997: and September 21, 2007 


Enacted in Canada by S.C. 1984, c. 20; 1995 Protocol by S.C. 1995, c..34, Royal Assent November 8, 1995; 1997 Protocol by 
S.C. 1997, c. 38, Royal Assent December 10,1997; 2007 Protocol by S.C. 2007, c.'32, Royal Assent December 14, 2007 


Background: The Income Tax Convention (tax treaty) between Canada and the United States was signéd on Sept. 26, 1980 (replacing one signed in 1942), and amended before 
ratification by Protocols signed on June 14,1983 and March 28, 1984. Instruments of ratification were exchanged on Aug. 16, 1984. A third Protocol, signed on March 17, 1995 
(replacing one signed on Aug. 31, 1994), came into force with instruments of ratification exchanged on Nov, 9, 1995. A fourth Protocol, signed on July 29, 1997, came into force 
with instruments of ratification exchanged on Dec. 16, 1997. A fifth Protocol, signed on Sept. 21, 2007, came into force with instruments of ratification exchanged on Dec. 15, 
2008 (Dept. of Finance news release 2008-104). 


For a summary of the Fifth Protocol changes, see the Backgrounder to Dept. of Finance news release 2007-070 (Sept. 21, 2007) in PITA 33rd or 34th eds. or www.fin.gc.ca. See 
also McCarthy Tétrault, “The Fifth Protocol to the Canada-US Tax Convention (1980) — Relief Comes at a Cost”, [2007] 19 Tax Times (Carswell) 1-6 (Oct. 12/07); Doug 
Cannon, Marco Darmo & Jeff Oldewening, ‘The Fifth Protocol to the Canada-U.S: Income Tax Convention”, 2007 Cdn Tax Foundation conference report, 24:1-92; Albert Baker 
& Danielle Desjardins, “Canada-US Zero Interest Withholding”, 16(1) Canadian Tax Highlights (ctf.ca) 1-2 (Jan. 2008); Monica Biringer & Elinore Richardson, “The Fifth 
Protocol to the Canada-U.S. Income Tax Convention”, XIV(3) Corporate Finance (Federated Press) 1498-1505 (2007); Virginia Davies, Janice McCart & Willard Taylor, “Policy 
Forum: The Fifth Protocol to the Canada-US Income Tax Treaty and the 2006 US Model Treaty — How Do They Compate?”, 55(4) Canadian Tax Journal 805-12 (2007); Paul 
Barnicke, “CRA on Canada-US Protocol”, 16(6) Canadian Tax Highlights 9-10 (June 2008); Heather O’ Hagan, “Canada-U.S. Tax Treaty Protocol. — Coming into Force 
Update”, 1929 Tax Topics (CCH) 1-4 (Feb. 26, 2009). 


The United States Treasury Department (ustreas.gov) has released Technical Explanations of ‘the Convention (April 26, 1984), the 1995 Protocol (June 13, 1995), the 1997 
Protocol (December 18, 1997) and the 2007 Protocol (July 11, 2008). In each case the Canadian Dept. of Finance has issued'a news release (Aug. 16, 1984; 95-048, June 13, 1995; 
97-122, Dec. 18, 1998; 2008-052, July 10, 2008) stating that the Technical Explanation “accurately reflects understandings reached in the course of negotiations with respect to the 
interpretation and application of the various provisions in” the treaty or Protocol. For discussion’ of the 2008 Technical Explanation see Monica Biringer & Elinore Richardson, 
“Fifth Protocol Close to Ratification”, XV(1) Corporate Finance 1586-90 (2008). 


The Technical Explanation may be accepted as guidance by the Courts; see, e.g., Coblentz, [1996] 3: €.T.C. 295 (FCA).'The relevant portion of the Technical Explanation is 
reproduced below after each paragraph of the relevant Article. However, the Federal Court of Appeal stated in Kubicek Estate, [1997] 3 C.T.C. 435: “The Technical Explanation is 
a domestic American document. True, it is stated to have the endorsation of the Canadian Minister of Finance, but in order to bind Canada it would have to amount to another 
convention, which it does not. From the Canadian viewpoint, it has about the same status as a Revenue Canada interpretation bulletin, of interest to a Court but not necessarily 
decisive of an issue”. 

For discussion of each Article of this treaty see Kerzner, Timokhov & Chodikoff, The Tax Advisor's Guide to, the,Canada-U.S. Tax Treaty (Carswell, looseleaf, first published 
2008); Vern Krishna, The Canada-U.S. Tax Treaty: Text and:'Commentary (LexisNexis Butterworths, 2004); CCH, Canada-U.S. Tax Treaty: A Practical Interpretation (2009). 
See also Tony Swiderski, “Interpreting the Canada-US Treaty: Too Unpredictable To’ Be Reliable?”, 2006 Cdn Tax Foundation conference report, 13:1-25; and the OECD Model 
Tax Convention on Income and on Capital (International Bureau of Fiscal Documentation, ibfd.org). (All of Canada’s tax treaties are based on the OECD Model Convention.) For 
immigration/emigration issues generally, see Bart & Fragomen, Canada-U.S. Relocation Manual: Immigration, Customs, Employment and Taxation (Carswell, looseleaf). 

A Canadian seeking treaty relief may need to file Form 8833 (irs.gov);'severe penalties can apply for not filing. To obtain a reduced withholding rate under the treaty from a US 
payor, provide the payor with Form W8-BEN. 


See also the Income Tax Conventions Interpretation Act (ITCIA), reproduced on the preceding pages. 


For information on U.S. tax, see the Internal Revenue Service web site, irs.gov. For a general overview of issues relevant to U.S. citizens in Canada, see David M. Sherman, The 
Lawyer’s Guide to Income Tax and GST/HST (annual edition), §3.5. 


The North American Free Trade Agreement generally does not apply on income tax matters: VIEWS doc 2004-006448117. For reference to the Canada—United States Social 
Security Agreement, see CRA Information Circular 84-6. 


CRA Audit Manual: 15.11.0: Tax treaties. 


Table of Contents Art. XVIII — Pensions and Annuities 
Art. I — Personal Scope Art. XIX — Government Service 
Art. Il — Taxes Covered ‘Art. XX — Students 
Art. If] — General Definitions Art. XXI — Exempt Organizations 
Art. TV — Residence Art. XXII — Other Income 
Art. V — Permanent Establishment Art. XXIII — Capital 
Art. VI — Income from Real Property Art. XXIV — Elimination of Double Taxation 
Art. VII — Business Profits | Art. XXV — Non-Discrimination 
Any pxansportation Art. XX VI — Mutual Agreement Procedure 


Art. [IX — Related Persons 
Art. X — Dividends 

Art. XI — Interest 

Art.. XII — Royalties 

Art. XIII — Gains 
Art 
Art 


Art. XX VI-A — Assistance in Collection 

Art. XX VII — Exchange of Information 

Art. XXVIII — Diplomatic Agents and Consular Officers 
Art. XXIX — Miscellaneous Rules 


XIV — [Repealed] Art. XXIX-A — Limitation on Benefits 
. XV — Income from Employment Art. XXIX-B — Taxes Imposed by Reason of Death 
Art. XVI — Artistes and Athletes Art. XXX — Entry Into Force 
Art. XVII — [Repealed] Art. XXXI — Termination 


Canada and the United States of America, desiring to conclude a Convention for the avoidance of double taxation and the prevention of 
fiscal evasion with respect to taxes on income and on capital, have agreed as follows: 
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Canada—U.S. Tax Convention 


Application of the 2007 Protocol: The coming into force of the Fifth Protocol 
(enacted in Canada by S.C. 2007, c. 32) is covered in article 27 of the Protocol: 


1. This Protocol shall be subject to ratification in accordance with the applicable 
procedures in the United States and Canada. The Contracting States shall notify 
each other in writing, through diplomatic channels, when their respective appli- 
cable procedures have been satisfied [done on Dec. 15, 2008 — ed.]. 


2. This Protocol shall enter into force on the date of the later of the notifications 
referred to in paragraph 1, or January 1, 2008, whichever is later [1.e., Dec. 15, 
2008 — ed.]. The provisions of this Protocol shall have effect: 


(a) In respect of taxes withheld at source, for amounts paid or credited on or 
after the first day of the second month that begins after the date on which 
this Protocol enters into force [i.e., on or after Feb. 1, 2009 — ed.]; 


(b) In respect of other taxes, for taxable years that begin after (or, if the later 
of the notifications referred to in paragraph | is dated in 2007, taxable years 
that begin in and after) the calendar year in which this Protocol enters into 
force [i.e., taxable years that begin after 2008 — ed.]. 


3. Notwithstanding paragraph 2, 


(a) Paragraph 1 of Article 2 of this Protocol shall have effect with respect to 
corporate continuations effected after September 17, 2000; 


(b) New paragraph 7 of Article IV (Residence) of the Convention as added 
by Article 2 of this Protocol shall have effect as of the first day of the third 
calendar year that ends after this Protocol enters into force; 


(c) Article 3 of this Protocol shall have effect as of the third taxable year that 
ends after this Protocol enters into force, but in no event shall it apply to 
include, in the determination of whether an enterprise is deemed to provide 
services through a permanent establishment under paragraph 9 of Article V 
(Permanent Establishment) of the Convention, any days of presence, ser- 
vices rendered, or gross active business revenues that occur or arise prior to 
January 1, 2010; 


(d) In applying Article 6 of this Protocol to interest paid or credited during 
the first two calendar years that end after entry into force of this Protocol 
{ie., during 2008 and 2009 — ed.], paragraph 1 of Article XI (Interest) of 
the Convention shall be read as follows: 


1. Interest arising in a Contracting State and beneficially owned by a 
resident of the other Contracting State may be taxed only in that other 
State. However, if the interest is not exempt under paragraph 3 of Ar- 
ticle XI (Interest) as it read on January 1, 2007, and the payer of the 
interest and the beneficial owner of the interest are related, or would 
be deemed to be related if the provisions of paragraph 2 of Article IX 
(Related Persons) applied for this purpose, such interest may also be 
taxed in the Contracting State in which it arises, and according to the 
laws of that State, but the tax so charged shall not exceed the follow- 
ing percentage of the gross amount of the interest: 


(a) If the interest is paid or credited during the first calendar year 
that ends after entry into force of this paragraph [2008 — ed.], 7 
percent; and 


(b) If the interest is paid or credited during the second calendar 
year that ends after entry into force of this paragraph [2009 — 
ed.], 4 percent; 


(e) Paragraphs 2 and 3 of Article 8 of this Protocol shall have effect with 
respect to alienations of property that occur (including, for greater certainty, 
those that are deemed under the law of a Contracting State to occur) after 
September 17, 2000; 


(f) Article 21 of this Protocol shall have effect with respect to 


(i) Cases that are under consideration by the competent authorities as of 
the date on which this Protocol enters into force [Dec. 15, 2008 — ed.]; 
and 


(ii) Cases that come under such consideration after that time, 


and the commencement date for a case described in subparagraph (f)(i) shall 
be the date on which the Protocol enters into force; and 


(g) Article 22 of this Protocol shall have effect for revenue claims finally 
determined by an applicant State after November 9, 1985. 


Technical Explanation [2007 Protocol]: Article 27 of the Protocol provides the 
entry into force and effective date of the provisions of the Protocol. 


Paragraph 1 


Paragraph | provides generally that the Protocol is subject to ratification in accordance 
with the applicable procedures in the United States and Canada. Further, the Con- 
tracting States shall notify each other by written notification, through diplomatic chan- 
nels, when their respective applicable procedures have been satisfied. 


Paragraph 2 


The first sentence of paragraph 2 generally provides that the Protocol shall enter into 
force on the date of the later of the notifications referred to in paragraph 1, or January 
1, 2008, whichever is later. The relevant date is the date on the second of these notifica- 
tion documents, and not the date on which the second notification is provided to the 


other Contracting State. The January 1, 2008 date is intended to ensure that the provi- 
sions of the Protocol will generally not be effective before that date. 


Subparagraph 2(a) provides that the provisions of the Protocol shall have effect in re- 
spect of taxes withheld at source, for amounts paid or credited on or after the first day 
of the second month that begins after the date on which the Protocol enters into force. 
Further, subparagraph 2(b) provides that the Protocol shall have effect in respect of 
other taxes, for taxable years that begin after (or, if the later of the notifications referred 
to in paragraph | is dated in 2007, taxable years that begin in and after) the calendar 
year in which the Protocol enters into force. These provisions are generally consistent 
with the formulation in the U.S. Model treaty, with the exception that a parenthetical 
was added in subparagraph 2(b) to address the contingency that the written notifica- 
tions provided pursuant to. paragraph | may occur in the 2007 calendar year. Further, 
subparagraph 3(d) of Article 27 of the Protocol contains special provisions with respect 
to the taxation of cross-border interest payments that have effect for the first two calen- 
dar years that end after the date the Protocol enters into force. Therefore, during this 
period, cross-border interest payments are not subject to the effective date provisions of 
subparagraph 2(a). 


Paragraph 3 


Paragraph 3 sets forth exceptions to the general effective date rules set forth in para- 
graph 2 of Article 27 of the Protocol. 


Dual corporate residence tie-breaker 


Subparagraph 3(a) of Article 27 of the Protocol provides that paragraph | of Article 2 
of the Protocol relating to Article IV (Residence) shall have effect with respect to cor- 
porate continuations effected after September 17, 2000. This date corresponds to a 
press release issued on September 18, 2000 in which the United States and Canada 
identified certain issues with respect to these transactions and stated their intention to 
negotiate a protocol that, if approved, would address the issues effective as of the date 
of the press release. 


Certain payments through fiscally transparent entities 


Subparagraph 3(b) of Article 27 of the Protocol provides that new paragraph 7 of Arti- 
cle IV (Residence) set forth in paragraph 2 of Article 2 of the Protocol shall have effect 
as of the first day of the third calendar year that ends after the Protocol enters into 
force. 


Permanent establishment from the provision of services 


Subparagraph 3(c) of Article 27 of the Protocol sets forth the effective date for the 
provisions of Article 3 of the Protocol, pertaining to Article V (Permanent Establish- 
ment) of the Convention. The provisions pertaining to Article V shall have effect as of 
the third taxable year that ends after the Protocol enters into force, but in no event shall 
it apply to include, in the determination of whether an enterprise is deemed to provide 
services through a permanent establishment under paragraph 9 of Article V of the Con- 
vention, any days of presence, services rendered, or gross active business revenues that 
occur or arise prior to January 1, 2010. Therefore, the provision will apply beginning 
no earlier than January 1, 2010 and shall not apply with regard to any presence, ser- 
vices or related revenues that occur or arise prior to that date. 


Withholding rates on cross-border interest payments 


Subparagraph 3(d) of Article.27 of the Protocol sets forth special effective date rules 
pertaining to Article 6 of the Protocol relating to Article XI (Interest) of the Conven- 
tion. Article 6 of the Protocol sets forth a new Article XI of the Convention that pro- 
vides for exclusive residence State taxation regardless of the relationship between the 
payer and the beneficial owner of the interest. Subparagraph 3(d), however, phases in 
the application of paragraph | of Article XI during the first two calendar years that end 
after the date the Protocol enters into force. During that period, paragraph | of Article 
XI of the Convention permits source State taxation of interest if the payer and the bene- 
ficial owner are related or deemed to be related by reason of paragraph 2 of Article IX 
(Related Persons) of the Convention (“related party interest’), and the interest would 
not otherwise be exempt under the provisions of paragraph 3 of Article XI as it read 
prior to the Protocol. However, subparagraph 3(d) also provides that the source State 
taxation on such related party interest is limited to 7 percent in the first calendar year 
that ends after entry into force of the Protocol and 4 percent in the second calendar year 
that ends after entry into force of the Protocol. 


Subparagraph 3(d) makes clear that the provisions of the Protocol with respect to ex- 
clusive residence based taxation of interest when the payer and the beneficial owner are 
not related or deemed related (“unrelated party interest”) applies for interest paid or 
credited during the first two calendar years that end after entry into force of the 
Protocol. 


The withholding rate reductions for related party interest and exemptions for unrelated 
party interest will likely apply retroactively. For example, if the Protocol enters into 
force on June 30, 2008, paragraph 1 of Article XI, as it reads under subparagraph 3(d) 
of Article 27, will have the following effect during the first two calendar years. First, 
unrelated party interest that is paid or credited on or after January 1, 2008 will be ex- 
empt from taxation in the source State. Second, related party interest paid or credited 
on or after January 1, 2008 and before January 1, 2009, will be subject to source State 
taxation but at a rate not to exceed 7 percent of the gross amount of the interest. Third, 
related party interest paid or credited on or after January 1, 2009 and before January 1, 
2010, will be subject to source State taxation but at a rate not to exceed 4 percent of the 
gross amount of the interest. Finally, all interest paid or credited after January 1, 2010, 
will be subject to the regular rules of Article XI without regard to subparagraph 3(d) of 
Article 27. 
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Further, the provisions of subparagraph 3(d) ensure that even with respect to circum- 
stances where the payer and the beneficial owner are related or deemed related under 
the provisions of paragraph 2 of Article IX, the source State taxation of such cross- 
border interest shall be no greater than the taxation of such interest prior to the 
Protocol. 


Gains 


Subparagraph 3(e) of Article 27 of the Protocol provides the effective date for 
paragraphs 2 and 3 of Article 8 of this Protocol, which relate to the changes made to 
paragraphs 5 and 7 of Article XIII (Gains) of the Convention. The changes set forth in 
those paragraphs shall have effect with respect to alienations of property that occur 
(including, for greater certainty, those that are deemed under the law of a Contracting 
State to occur) after September 17, 2000. This date corresponds to the press release 
issued on September 18, 2000 which announced the intention of the United States and 
Canada to negotiate a protocol that, if approved, would incorporate the changes set 
forth in these paragraphs to coordinate the tax treatment of an emigrant’s gains in the 
United States and Canada. 


Arbitration 


Subparagraph 3(f) of Article 27 of the Protocol pertains to Article 21 of the Protocol 
which implements the new arbitration provisions. An arbitration proceeding will gener- 
ally begin two years after the date on which the competent authorities of the Con- 
tracting States began consideration of a case. Subparagraph 3(f), however, makes clear 
that the arbitration provisions shall apply to cases that are already under consideration 
by the competent authorities when the Protocol enters into force, and in such ‘cases, for 
purposes of applying the arbitration provisions, the commencement date shall be the 
date the Protocol enters into force. Further, the provisions of Article 21 of the Protocol 
shall be effective for cases that come into consideration by the competent authorities 
after the date that the Protocol enters into force. In order to avoid the potential for a 
large number of MAP cases becoming subject to arbitration immediately upon the ex- 
piration of two years from entry into force, the competent authorities are encouraged to 
develop and implement procedures for arbitration by January 1, 2009, and begin sched- 
uling arbitration of otherwise unresolvable MAP cases in inventory (and meeting the 
agreed criteria) prior to two years from entry into force. 


Assistance in collection 


Subparagraph 3(g) of Article 27 of the Protocol pertains to the date when the changes 
set forth in Article 22 of the Protocol, relating to assistance in collection of taxes, shall 
have effect. Consistent with the third protocol that entered into force on November 9, 
1995, and which had effect for requests for assistance on claims finally determined 
after November 9, 1985, the provisions of Article 22 of the Protocol shall have effect 
for revenue claims finally determined by an applicant State after November 9, 1985. 


Application of the 1995 Protocol: Future consultations, and the coming into force 
of the Protocol, are covered in Articles 20 and 21. 


Article 20 provides that the appropriate authorities of each country will consult within a 
three year period with a view to determining whether further reductions in the with- 
holding rates should be introduced and. whether amendments to the new limitation of 
benefits provisions would be appropriate. The authorities will also consult after a three 
year period to consider giving effect to the new arbitration procedure provided for 
under Article XXVI (Mutual Agreement Procedure). 


Article 20 reads: 


1. The appropriate authorities of the Contracting States shall consult within a 
three-year period from the date on which this Protocol enters into force with 
respect to further reductions in withholding taxes provided in the Convention, 
and with respect to the rules in Article XXIX-A (Limitation on Benefits) of the 
Convention. 


2. The appropriate authorities of the Contracting States shall’ consult after a 
three-year period from the date on which the Protocol enters into force in order 
to determine whether it is appropriate to make the exchange of notes referred to 
in Article XX VI (Mutual Agreement Procedure) of the Convention. 


Article 21 sets out the mechanism for the entry into force of the Protocol and the appli- 
cation of its provisions. In general, the provisions of the Protocol will be effective for 
the withholding tax as of the first day of the second month following the entry into 
force of the Protocol and, for other taxes, for taxable periods beginning on and after the 
first day of January following the entry into force of the Protocol. However, special 
rules are provided for a phased reduction of the withholding tax on direct dividends and 
the branch profits tax and for the provisions of Article XXVI-A (Assistance in Collec- 
tion). The provisions relating to the US estate tax in Article XXIX-B (Taxes Imposed 
by Reason of Death) are effective retroactively for deaths occurring after November 10, 
1988. 


Article 21 reads: 


1. This Protocol shall be subject to ratification in accordance with the applicable 
procedures in Canada and the United States and instruments of ratification shall 
be exchanged as soon as possible. 


2. The Protocol shall enter into force upon the exchange of instruments of ratifi- 
cation, and shall have effect: 


(a) For tax withheld at the source on income referred to in Articles X (Divi- 
dends), XI (Interest), XII (Royalties) and XVIII (Pensions and Annuities) of 
the Convention, except on income referred to in paragraph 5 of Article 


XVIII of the Convention (as it read before the entry into force of this Proto- 
col), with respect to amounts paid or credited on or after the first day of the 
second month next following the date on which the Protocol enters into 
force, except that the reference in paragraph 2(a) of Article X (Dividends) of 
the Convention, as amended by the Protocol, to “‘5 per cent” shall be read, in 
its application to amounts paid or credited on or after that first day: 


(i) Before! 1996, as “7 per cent”; and 
(ii) After 1995 and before 1997, as “6 per cent”; and 


(b) For other taxes, with respect to taxable years beginning on or after the 
first day of January next following the date on which the Protocol enters into 
force, except that the reference in paragraph 6 of Article X (Dividends) of 
the Convention, as amended by the Protocol, to “5 per cent” shall be read, in 
its application to taxable years beginning on or after that first day and ending 
before 1997, as “6 per cent”. 


3. Notwithstanding the provisions of paragraph 2, Article XXVI-A (Assistance 
in Collection) of the Convention shall have effect for revenue claims finally de- 
termined by a requesting State after the date that is 10 years before the date on 
which the Protocol enters into force: 


4. Notwithstanding the provisions of paragraph 2, paragraphs 2 through 8 of Ar- 
ticle XXIX-B (Taxes Imposed by Reason of Death) of the Convention (and para- 
graph 2 of Article II (Taxes Covered) and paragraph 3(a) of Article XXIX (Mis- 
cellaneous Rules) of the Convention, as' amended by the Protocol, to the extent 
necessary to implement paragraphs 2 through 8 of Article XXIX-B (Taxes Im- 
posed by Reason of Death) of the Convention) shall, notwithstanding any limita- 
tion imposed under the law of a Contracting State on the assessment, reassess- 
ment or refund with respect to a person’s return, have effect with respect to 
deaths occurring after the date on which the Protocol enters into force and, pro- 
vided that any claim for refund by reason of this sentence is filed within one year 
of the date on which the Protocol enters into force or within the otherwise appli- 
cable period for filing such claims under domestic law,, with respect to benefits 
provided under any of those paragraphs with respect to deaths occurring after 
November 10, 1988. 


5. Notwithstanding the provisions of paragraph 2, paragraph 2 of Article 3 of the 
Protocol shall have effect with respect to taxable years beginning on or after the 
first day of January next following the date on which the Protocol enters into 
force. 


[The date of exchange of instruments of ratification was November 9, 1995 — ed.] 
Technical Explanation [1995 Protocol]: 
Article 20 


Article 20 of the Protocol does not amend the text of the Convention. It states two 
understandings between the Contracting States regarding future action relating to mat- 
ters dealt with in the Protocol. Paragraph | requires the appropriate authorities of the 
Contracting States to consult on two matters within three years from the date on which 
the Protocol enters into force. First, they will consult with a view to agreeing to further 
reductions in withholding rates on dividends, interest and royalties under Articles’ X, 
XI, and XII, respectively. This provision reflects the fact that, although the Protocol 
does significantly reduce withholding rates, the United States remains interested in 
even greater reductions, to further open the capital markets and fulfill the objectives of 
the North American Free Trade Agreement. Second, the appropriate authorities of the 
Contracting States will consult about the rules in Article XXIX A (Limitation on Bene- 
fits). By that time, both Contracting States will have had an opportunity to observe the 
operation of the Article, and the United States will have had greater experience with the 
corresponding provisions in other recent U.S. tax conventions. 


Paragraph 2 of Article 20 also requires consultations between the appropriate authori- 
ties, after the three-year period from the date on which the Protocol enters into force, to 
determine whether to implement the arbitration procedure provided for in paragraph 6 
of Article XXVI (Mutual Agreement Procedure), added by Article 14 of the Protocol. 
The three-year period is intended to give the authorities an opportunity to consider how 
arbitration has functioned in other tax conventions, such as the U.S.-Germany Conven- 
tion, before implementing it under this Convention. 


Article 2] 


Article 21 of the Protocol. provides. the rules for the entry into force of the Protocol 
provisions. The Protocol will be subject to ratification according to the normal proce- 
dures in both Contracting States and instruments of ratification will be exchanged as 
soon as possible. Upon the exchange of instruments, the Protocol will enter into force. 


Paragraph 2(a) of Article 21 generally governs the entry into force of the provisions of 
the Protocol for taxes withheld at source, while paragraph 2(b) generally governs for 
other taxes. Paragraphs 3, 4, and 5 provide special rules for certain provisions. 


Paragraph 2(a) provides that the Protocol generally will have effect for taxes withheld 
at source on dividends, interest, royalties, and pensions and annuities (other than social 
security benefits), under Articles X, XI, XII, and XVIII, respectively, with respect to 
amounts paid or credited on or after the first day of the second month following the 
date on which the Protocol enters into force (i.e., the date on which instruments of 
ratification are exchanged). However, with respect to direct investment dividends, the 5 
percent rate specified in paragraph 2(a) of Article X will be phased in as follows: (1) 
for dividends paid or credited after the first day of the second month referred to above, 
and during 1995, the rate of withholding will be 7 percent; (2) for dividends paid or 
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credited after the first day of the second month, and during 1996, the rate will be 6 
percent; and (3) for dividends paid or credited after the first day of the second month 
and after 1996, the rate will be 5 percent. 


For taxes other than those withheld at source and for the provisions of the Protocol 
relating to taxes withheld on social security benefits, the Protocol will have effect with 
respect to taxable years beginning on or after the first day of January following the date 
on which the Protocol enters into force. However, the rate of tax applicable to the 
branch tax under paragraph 6 of Article X (Dividends) will be phased in in a manner 
similar to the direct investment dividend withholding tax rate; that is, a rate of 6 per- 
cent will apply for taxable years beginning in 1996 and a rate of 5 percent will apply 
for taxable years beginning in 1997 and subsequent years. 


Paragraph 3 of Article 21 provides a special effective date for the provisions of the new 
Article XXVI A (Assistance in Collection) of the Convention, introduced by Article 15 
of the Protocol. Collection assistance may be granted by a Contracting State with re- 
spect to a request by the other Contracting State for a claim finally determined by the 
requesting State after the date that is ten years before the date of the entry into force of 
the Protocol. Thus, for example, if instruments of ratification are exchanged on July 1, 
1995, assistance may be given by Canada under Article XXVI A for a claim that was 
finally determined in the United States at any time after July 1, 1985. 


Paragraph 4 of Article 21 provides special effective date provisions for paragraphs 2 
through 7 of the new Article XXIX B (Taxes Imposed by Reason of Death) of the 
Convention, introduced by Article 18 of the Protocol, and certain related provisions 
elsewhere in the Convention. These special effective date provisions are discussed 
above in connection with Article 18. 


Finally, paragraph 5 of Article 21 provides a special effective date for paragraph 2 of 
Article 3 of the Protocol, which provides a new residence rule for certain “continued” 
corporations. Under paragraph 5, the new residence rule for such corporations will 
have effect for taxable years beginning on or after the first day of January following the 
date on which the Protocol enters into force. 


Article |— Personal Scope 


This Convention is generally applicable to persons who are re- 
sidents of one or both of the Contracting States. 


Selected Cases [Art. 1]: Wolf v. R., [2001] 1 C.T.C. 2172 (TCC); rev'd [2002] 3 
C.T.C. 3 (FCA) (Tiebreaker rules applied). 


Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1); “resi- 
dent” — Art. IV. 


Technical Explanation [1984]: Article I provides that the Convention is generally 
applicable to persons who are residents of either Canada or the United States or both 
Canada and the United States. The word “generally” is used because certain provisions 
of the Convention apply to persons who are residents of neither Canada nor the United 
States. 


Article Il — Taxes Covered 


1. This Convention shall apply to taxes on income and on capital 
imposed on behalf of each Contracting State, irrespective of the 
manner in which they are levied. 


Technical Explanation [1984]: Paragraph | states that the Convention applies to 
taxes “on income and on capital” imposed on behalf of Canada and the United States, 
irrespective of the manner in which such taxes are levied. Neither Canada nor the 
United States presently impose taxes on capital. Paragraph | is not intended either to 
broaden or to limit paragraph 2, which provides that the Convention shall apply, in the 
case of Canada, to the taxes imposed by the Government of Canada under Parts I, XIII, 
and XIV of the Income Tax Act and, in the case of the United States, to the Federal 
income taxes imposed by the Internal Revenue Code (“the Code’). 


National taxes not generally covered by the Convention include, in the case of the 
United States, the estate, gift, and generation-skipping transfer taxes, the Windfall Prof- 
its Tax, Federal unemployment taxes, social security taxes imposed under sections 
1401, 3101, and 3111 of the Code, and the excise tax on insurance premiums imposed 
under Code section 4371. The Convention also does not generally cover the Canadian 
excise tax on net insurance premiums paid by residents of Canada for coverage of a 
risk situated in Canada, the Petroleum and Gas Revenue Tax (PGRT) and the Incre- 
mental Oil Revenue Tax (IORT). However, the Convention has the effect of covering 
the Canadian social security tax in certain respects because under Canadian domestic 
tax law no such tax is due if there is no income subject to tax under the Income Tax Act 
of Canada. Taxes imposed by the states of the United States, and by the provinces of 
Canada, are not generally covered by the Convention. However, if such taxes are im- 
posed in accordance with the provisions of the Convention, a foreign tax credit is en- 
sured by paragraph 7 of Article XXIV (Elimination of Double Taxation). 


2. Notwithstanding paragraph 1, the taxes existing on March 17, 
1995 to which the Convention shall apply are: 


(a) in the case of Canada, the taxes imposed by the Government 
of Canada under the Income Tax Act; and 
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(b) in the case of the United States, the Federal income taxes 
imposed by the Internal Revenue Code of 1986. However, the 
Convention shall apply to: 


(i) the United States accumulated earnings tax and personal 
holding company tax, to the extent, and only to the extent, 
necessary to implement the provisions of paragraphs 5 and 8 
of Article X (Dividends); 


(ii) the United States excise taxes imposed with respect to 
private foundations, to the extent, and only to the extent, nec- 
essary to implement the provisions of paragraph 4 of Article 
XXI (Exempt Organizations); 


(iii) the United States social security taxes, to the extent, and 
only to the extent, necessary to implement the provisions of 
paragraph 2 of Article XXIV (Elimination of Double Taxa- 
tion) and paragraph 4 of Article XXIX (Miscellaneous 
Rules); and 


(iv) the United States estate taxes imposed by the /nternal 
Revenue Code of 1986, to the extent, and only to the extent, 
necessary to implement the provisions of paragraph 3(g) of 
Article XXVI (Mutual Agreement Procedure) and Article 
XXIX-B (Taxes Imposed by Reason of Death). 


Related Provisions: Art. XXVI-A:9 — Cross-border collection assistance applies to 
other taxes as well. 


History: Para. 2 amended by 1995 Protocol, art. 1, generally effective with respect to 
taxable years begining on or after January 1, 1996 (see art. 21(2) and (4) under “Appli- 
cation of the 1995 Protocol” above). Para. 2 formerly read: 


2. The existing taxes to which the Convention shall apply are: 


(a) in the case of Canada, the taxes imposed by the Government of Canada 
under Parts I, XIII and XIV of the Income Tax Act; and 


(b) in the case of the United States, the Federal income taxes imposed by the 
Internal Revenue Code. 


Definitions: “Canada” — Art. IIJ:1(a), ITCIA 5; “personal holding company” — /n- 
ternal Revenue Code s. 542(a); “United States” — Art. IIT:1(b). 


Technical Explanation [1995 Protocol]: Article 1 of the Protocol amends Article 
II (Taxes Covered) of the Convention. Article II identifies the taxes to which the Con- 
vention applies. Paragraph | of Article 1 replaces paragraphs 2 through 4 of Article II 
of the Convention with new paragraphs 2 and 3. For each Contracting State, new para- 
graph 2 of Article II specifies the taxes existing on the date of signature of the Protocol 
to which the Convention applies. New paragraph 3 provides that the Convention will 
also apply to taxes identical or substantially similar to those specified in paragraph 2, 
and to any new capital taxes, that are imposed after the date of signature of the 
Protocol. 


New paragraph 2(a) of Article II describes the Canadian taxes covered by the Conven- 
tion. As amended by the Protocol, the Convention will apply to all taxes imposed by 
the Government of Canada under the Income Tax Act. 


New paragraph 2(b) of Article II amends the provisions identifying the U.S. taxes cov- 
ered by the Convention in several respects. The Protocol incorporates into paragraph 
2(b) the special rules found in paragraph 4 of Article II of the present Convention. New 
paragraph 2(b)(iii) conforms the rule previously found in paragraph 4(c) of Article II to 
the amended provisions of Article XXIV (Elimination of Double Taxation), under 
which Canada has agreed to grant a foreign tax credit for U.S. social security taxes. In 
addition, the Protocol adds a fourth special rule to reflect the addition to the Conven- 
tion of new Article XXIX B (Taxes Imposed by Reason of Death) and related provi- 
sions in new paragraph 3(g) of Article XXVI (Mutual Agreement Procedure). 


Article 1 of the Protocol also makes minor clarifying, non-substantive amendments to 
paragraphs 2 and 3 of the Article. 


Technical Explanation [1984]: Paragraph 2 contrasts with paragraph | of the 
Protocol to the 1942 Convention, which refers to “Dominion income taxes.” In addi- 
tion, unlike the 1942 Convention, the Convention does not contain a reference to “sur- 
taxes and excess-profits taxes.” 


3. The Convention shall apply also to: 


(a) any taxes identical or substantially similar to those taxes to 
which the Convention applies under paragraph 2; and 


(b) taxes on capital; 


which are imposed after March 17, 1995 in addition to, or in place 
of, the taxes to which the Convention applies under paragraph 2. 
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History: Para. 3 amended by 1995 Protocol, art. 1, generally effective with respect to 
taxable years begining on or after January 1, 1996 (see art. 21(2) ae is “Application of 
the 1995 Protocol” above). Para. 3: formerly read: 


3. The Convention shall apply also to: 
(a) any identical or substantially similar taxes on income; and 
(b) taxes on capital 


which are imposed after the date of signature of he Convention in addition to, or 
in place of, the existing taxes. 


Technical Explanation [1995 Protocol]: See under para. 2. 


Technical Explanation [1984]: Paragraph 3) provides that the Convention’ also 
applies’ to any taxes identical or substantially similar to the taxes on ‘income in exis- 
tence on September 26, 1980 which are imposed in addition to or in place of the taxes 
existing on that date. Similarly, taxes on capital imposed after that date are to» be 
covered, . 


It was agreed that Part I of the Income Tax Act of Canada is a covered tax even though 
Canada has made certain modifications in the Income Tax Act after the signature of the 
Conyention and before the signature of the 1983 Protocol. In particular, Canada has 
enacted a low flat rate tax on petroleum production (the PGRT) which, at the time, of 
the signature of the 1983 Protocol, is imposed generally at a statutory rate of 14.67 
percent for the period June 1, 1982.to May 31, 1983, and at 16 percent thereafter, 
generally reduced to an effective rate of 11 percent or 12 percent after deducting a 25 
percent resource allowance. The PGRT is not deductible in computing income for Ca- 
nadian income tax purposes. This agreement is not intended to have implications for 
any other convention or for the interpretation of Code sections 901 and 903: ‘Further, 
the PGRT and IORT are not taxes described in paragraphs 2, or 3. 


4, [Repealed] 


History: Para. 4 repealed by 1995 Protocol, art. 1, generally effective with respect to 
taxable years begining on or after January 1, 1996 (see art. 21(2) under ope nee of 
the 1995 Protocol” above). Para: 4 formerly read: 


4. Notwithstanding the provisions of paragraphs 2(b) and 3, the Convention shall 
apply to: 
(a) the United States accumulated earnings tax and personal holding com- 


pany. tax, to the extent, and only to the extent, necessary to implement the 
provisions. of paragraphs 5 and 8 of Article X (Dividends); 


(b) the United States excise taxes imposed with respect to private founda- 
tions, to the extent, and only to the extent, necessary to implement the provi- 
sions of paragraph 4 of Article XXI (Exempt Organizations); and 


(c) the United States social security taxes, to the extent, and only to. the ex- 
tent, necessary to implement the provisions of paragraph 4 of Article XXIX 
(Miscellaneous Rules). 


Technical Explanation [1984]: Paragraph 4 provides that, notwithstanding 
paragraphs 2 and 3, the Convention applies to certain United States taxes for certain 
specified purposes: the accumulated earnings tax and personal holding company tax are 
coyered only to the extent necessary to implement the provisions of paragraphs 5 and 8 
of Article X (Dividends); the excise taxes imposed with respect to private, foundations 
are covered only to the extent necessary to implement the provisions of paragraph 4 of 
Article XXI (Exempt Organizations); and the social security taxes imposed under sec- 
tions 1401, 3101, and 3111 of the Code are covered only to the extent necessary to 
implement the provisions of paragraph 4 of Article XXIX (Miscellaneous Rules).’ The 
pertinent provisions of Articles X, XXI, and XXIX are described below. Canada has no 
national taxes similar to the United States accumulated earnings tax, personal holding 
company tax, or excise taxes imposed’ with respect to private foundations. 


Article II does not specifically refer to interest, fines and penalties. Thus, each Con- 
tracting State may, in general, impose interest, fines, and penalties or pay interest pur- 
suant to its domestic laws. Any question whether such items are being imposed or paid 
in connection with covered taxes in a manner consistent with provisions of the Conven- 
tion, such as Article XXV (Non-Discrimination), may, however, be resolved by the 
competent authorities pursuant to Article XX VI (Mutual Agreement Procedure). See, 
however, the discussion below of the treatment of certain interest under Articles XXIX 
(Miscellaneous Rules) and XXX (Entry Into Force). 


Article Ill — General Definitions 


1. For the purposes of this Convention, unless the context otherwise 
requires: 


(a) when used in a geographical sense, the term “Canada” 
means the territory of Canada, including any area beyond the 
territorial seas of Canada which, in accordance with interna- 
tional law and the laws of Canada, is an area within which Can- 
ada may exercise rights with respect to the seabed and subsoil 
and their natural resources; 


Art. Ti 


(b) the term “United States” means: 


(i). the United States of America, but does not include Puerto 
Rico, the Virgin Islands, Guam or any other United States 
possession or territory; and 


(ii) when used in a geographical sense, such term also in- 
cludes any.area beyond. the territorial seas. ofthe. United 
States which, in accordance with international law and the 

laws of the United States, is an area within which the United 
States may exercise rights with respect to the seabed and sub- 
soil and their natural resources; 


(c) the term “Canadian tax” means the taxes referred to in Arti- 
cle II (Taxes Covered) that are imposed on income. by Canada; 


(d) the term “United States tax”” means the taxes referred to in 
Article II (Taxes Covered), other than in subparagraph (b)(i) to 
(iv) of paragraph 2 thereof, that are imposed on income by the 
United States; 


(e) the term “‘person” includes an individual, an estate, a trust, a 
company and any other body of persons; 


(f) the term “company” means any body corporate or any entity 
which is. treated as a body corporate for tax. purposes; 


(g) the term “competent authority” means: 


(i) in the. case of Canada, the Minister of National Revenue 
or his authorized representative; and 


(ii) in the case of the United States, the Secretary of the Trea- 
sury or his delegate; 


(h) the term “international traffic’? with reference to a resident 
of a Contracting State means any voyage of a ship or aircraft to 
transport passengers or property (whether or not operated or 
used by that resident) except where the principal purpose of the 
voyage is to transport passengers or property between places 
within the other Contracting State; 


(i) the term “‘State” means any national State, whether or not a 
Contracting State; and 


G) the term “the 1942 Convention” means the Convention and 
Protocol between, Canada and. the United States for the Avoid- 
ance of Double Taxation and the Prevention of Fiscal Evasion in 
the case of Income Taxes signed at: Washington on March 4, 
1942, as amended by the Convention signed at Ottawa on June 
12, 1950, by the Convention signed at Ottawa on August 8, 1956 
and by the Supplementary Convention ‘signed at Washington on 
October 25, 1966; 


(k) the term “‘national’’ of a Contracting State means: 


(i) any individual possessing the citizenship or nationality of 
that State; and 


(ii) any legal person, partnership or association deriving its 
status as such from the laws in force in that State. 


Related Provisions: ITCIA 3— Terms have: their meaning under the ITA as 
amended from time to time; 5 — Definitions of “annuity”, “Canada”, “immovable pro- 
perty”, “real property”, “periodic pension payment”; 6 — Definition of “interest”. 


History: Subpara. 1(k) added by 2007 Protocol, art. 1, generally effective with respect 
to taxable years beginning after 2008 (see art..27(2) under “Application of the 2007 
Protocol’’ above). 


Subparas. 1(c) and (d) amended by 1995 Protocol, art. 2, generally effective with re- 
spect to taxable years begining on or after January 1, 1996 (see art. 21(2) under “Appli- 
cation of the 1995 Protocol” above). Subparas. (c) and (d) formerly read: 


(c) the term “Canadian tax” means the Canadian taxes referred to in paragraphs 
2(a) and 3(a) of Article If (Taxes Covered); 


(d) the term “United States tax” means the United States taxes referred to in 
paragraphs 2(b) and 3(a) of Article II (Taxes Covered), 


Subpara. 1(h) amended by 1983 Protocol, art. I. 


Selected Cases [Art. Ill(1)]: Cudd Pressure Control Inc: v. R., [1999] 1 C.T.C. 1 
(FCA); leave to. appeal to SCC refused (1999), 242 N.R. 400 (note) (Notional rent not 
deductible). 


Definitions: “Canada” — 
ITA 248(1); “person” — Art: III: 1(e); 
dent” — Art. IV; “State” — Art. IIf:1(i); “trust” — 
“United States” — Art. III:1(b). 


Art. Tll:1(a), ITCIA’ 5; “estate”, “individual” —ITCIA 3, 
“property” —ITCIA 3, ITA 248(1); “resi- 
ITCIA 3, ITA 104(1), 248(1), (3); 
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Art. Il 


Technical Explanation [2007 Protocol]: Article 1 of the Protocol adds subpara- 
graph 1(k) to Article II] (General Definitions) to address the definition of “national” of 
a Contracting State as used in the Convention. The Contracting States recognize that 
Canadian tax law does not draw distinctions based on nationality as such. Nevertheless, 
at the request of the United States, the definition was added and contains references to 
both citizenship and nationality. The definition includes any individual possessing the 
citizenship or nationality of a Contracting State and any legal person, partnership or 
association whose status is determined by reference to the laws in force in a Con- 
tracting State. The existing Convention contains one reference to the term “national” in 
paragraph | of Article XXVI (Mutual Agreement Procedure). The Protocol adds an- 
other reference in paragraph 1 of Article XXV (Non-Discrimination) to ensure that 
nationals of the United States are covered by the non-discrimination provisions of the 
Convention. The definition added by the Protocol is consistent with the definition pro- 
vided in other U.S. tax treaties. 


Technical Explanation [1995 Protocol]: This Article of the Protocol amends 
paragraphs 1(c) and 1(d) of Article III (General Definitions) of the Convention. These 
paragraphs define the terms “Canadian tax” and “United States tax,” respectively. The 
present Convention defines “Canadian tax” to mean the Canadian taxes specified in 
paragraph 2(a) or 3(a) of Article Il (Taxes Covered), i.e., Canadian income taxes. It 
similarly defines the term “United States tax” to mean the U.S. taxes specified in para- 
graph 2(b) or 3(a) of Article Il, i.e., U.S. income taxes. 


As amended by the Protocol, paragraph 2(a) of Article II of the Convention covers all 
taxes imposed by Canada under its Income Tax Act, including certain taxes that are not 
income taxes. As explained below, paragraph 2(b) is similarly amended by the Protocol 
to include certain U.S. taxes that are not income taxes. It was, therefore, necessary to 
amend the terms “Canadian tax” and “United States tax” so that they would continue to 
refer exclusively to the income taxes imposed by each Contracting State. The amend- 
ment to the definition of the term “Canadian tax” ensures, for example, that the Proto- 
col will not obligate the United States to give a foreign tax credit under Article XXIV 
(Elimination of Double Taxation) for covered taxes other than income taxes. 


The definition of “United States tax,” as amended, excludes certain United States taxes 
that are covered in Article Il only for certain limited purposes under the Convention. 
These include the accumulated earnings tax, the personal holding company tax, founda- 
tion excise taxes, social security taxes, and estate taxes. To the extent that these are to 
be creditable taxes in Canada, that fact is specified elsewhere in the Convention. A 
Canadian income tax credit for U.S. social security taxes is provided in new paragraph 
2(a)(ii) of Article XXIV (Elimination of Double Taxation). A Canadian income tax 
credit for the U.S. estate taxes is provided in paragraph 6 of new Article XXIX B 
(Taxes Imposed by Reason of Death). 


Technical Explanation [1984]: Article III provides definitions and general rules of 
interpretation for the Convention. Paragraph I(a) states that the term “Canada,” when 
used in a geographical sense, means the territory of Canada, including any area beyond 
the territorial seas of Canada which, under international law and the laws of Canada, is 
an area within which Canada may exercise rights with respect to the seabed and subsoil 
and their natural resources. This definition differs only in form from the definition of 
Canada in the 1942 Convention; paragraph 1(a) omits the reference in the 1942 Con- 
vention to “the Provinces, the Territories and Sable Island” as unnecessary. 


Paragraph 1(b)(i) defines the term “United States” to mean the United States of 
America. The term does not include Puerto Rico, the Virgin Islands, Guam, or any 
other United States possession or territory. 


Paragraph 1(b)(ii) states that when the term “United States” is used in a geographical 
sense the term also includes any area beyond the territorial seas of the United States 
which, under international law and the laws of the United States, is an area within 
which the United States may exercise rights with respect to the seabed and subsoil and 
their natural resources. 


Paragraph 1(c) defines the term “Canadian tax” to mean the taxes imposed by the Gov- 
ernment of Canada under Parts I, XIII, and XIV of the Income Tax Act as in existence 
on September 26, 1980 and any identical or substantially similar taxes on income im- 
posed by the Government of Canada after that date and which are in addition to or in 
place of the then existing taxes. The term does not extend to capital taxes, if and when 
such taxes are ever imposed by Canada. 


Paragraph 1(d) defines the term “United States tax” to mean the-Federal income taxes 
imposed by the Internal Revenue Code as in existence on September 26, 1980 and any 
identical or substantially similar taxes on income imposed by the United States after 
that date in addition to or in place of the then existing taxes. The term does not extend 
to capital taxes, nor to the United States taxes identified in paragraph 4 of Article II 
(Taxes Covered). 


Paragraph I(e) provides that the term “person” includes an individual, an estate, a trust, 
a company, and any other body of persons. Although both the United States and Can- 
ada do not regard partnerships as taxable entities, the definition in the paragraph is 
broad enough to include partnerships where necessary. 


Paragraph 1(f) defines the term “company” to mean any body corporate or any entity 
which is treated as a body corporate for tax purposes. 


The term “competent authority” is defined in paragraph 1(g) to mean, in the case of 
Canada, the Minister of National Revenue or his authorized representative and, in the 
case of the United States, the Secretary of the Treasury or his delegate. The Secretary 
of the Treasury has delegated the general authority to act as competent authority to the 
Commissioner of the Internal Revenue Service, who has redelegated such authority to 
the Associate Commissioner (Operations). The Assistant Commissioner (Examination) 
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has been delegated the authority to administer programs for simultaneous, spontaneous 
and industrywide exchanges of information. The Director, Foreign Operations District, 
has been delegated the authority to administer programs for routine and specific ex- 
changes of information and mutual assistance in collection. The Assistant Commis- 
sioner (Criminal Investigations) has been delegated the authority to administer the si- 
multaneous criminal investigation program with Canada. 


Paragraph 1(h) defines the term “international traffic” to mean, with reference to a resi- 
dent of a Contracting State, any voyage of a ship or aircraft to transport passengers or 
property (whether or not operated or used by that resident), except where the principal 
purpose of the voyage is transport between points within the other Contracting State. 
For example, in determining for Canadian tax purposes whether a United States resi- 
dent has derived profits from the operation of ships or aircraft in international traffic, a 
voyage of a ship or aircraft (whether or not operated or used’ by that resident) that 
includes stops in both Contracting States will not be international traffic if the principal 
purpose of the voyage is to transport passengers or property from one point in Canada 
to another point in Canada. 


Paragraph 1(i) defines the term “State” to mean any national State, whether or not a 
Contracting State. 


Paragraph 1(j) establishes “the 1942 Convention” as the term to be used throughout the 
Convention for referring to the pre-existing income tax treaty relationship between the 
United States and Canada. 


2. As regards the application of the Convention by a Contracting 
State any term not defined therein shall, unless the context other- 
wise requires and subject to the provisions of Article XX VI (Mutual 
Agreement Procedure), have the meaning which it has under the 
law of that State concerning the taxes to which the Convention 
applies. 


Related Provisions: ITCIA 3—Terms have their meaning under the ITA as 
amended from time to time. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states (see also s, 3 of the Income Tax Conventions 
Interpretation Act): 


1. Meaning of undefined terms 


For purposes of paragraph 2 of Article II (General Definitions) of the Conyen- 
tion, it is understood that, as regards the application at any time of the Conven- 
tion, and any protocols thereto by a Contracting State, any term not defined 
therein shall, unless the context otherwise requires or the competent authorities 
otherwise agree to. a common meaning pursuant to Article XX VI (Mutual Agree- 
ment Procedure), have the meaning which it has at that time under the law of that 
State for the purposes of the taxes to which the Convention, and any protocols 
thereto apply, any meaning under the applicable tax laws of that State prevailing 
over a meaning given to the term under other laws of that State. 


Definitions: “State” — Art. II:1(i). 


Technical Explanation [2007 Protocol]: The General Note provides that for 
purposes of paragraph 2 of Article III, as regards the application at any time of the 
Convention, any term not defined in the Convention shall, unless the context otherwise 
requires or the competent authorities otherwise agree to a common meaning pursuant to 
Article XXVI (Mutual Agreement Procedure), have the meaning which it has at that 
time under the law of that State for the purposes of the taxes to which the Convention 
apply, any meaning under the applicable tax laws of that State prevailing over a mean- 
ing given to the term under other laws of that State. 


Technical Explanation [1984]: Paragraph 2 provides that, in the case of a term not 
defined in the Convention, the domestic tax law of the Contracting State applying to 
the Convention shall control, unless the context in which the term is used requires a 
definition independent of domestic tax law or the competent authorities reach agree- 
ment on a meaning pursuant to Article XX VI (Mutual Agreement Procedure), The term 
“context” refers to the purpose and background of the provision in which the term 
appears. 

Pursuant to the provisions of Article XXVI, the competent authorities of the Con- 
tracting States may resolve any difficulties or doubts as to the interpretation or applica- 
tion of the Convention. An agreement by the competent authorities with respect to the 
meaning of a term used in the Convention would supersede conflicting meanings in the 
domestic laws of the Contracting States. 


Article lV — Residence 


1. For the purposes of this Convention, the term “resident of a 
Contracting State” means any person that, under the laws of that 
State, is liable to tax therein by reason of that person’s domicile, 
residence, citizenship, place of management, place of incorporation 
or any other criterion of a similar nature, but in the case of an estate 
or trust, only to the extent that income derived by the estate or trust 
is liable to tax in that State, either in its hands or in the hands of its 
beneficiaries. For the purposes of this paragraph, an individual who 
is not a resident of Canada under this paragraph and who is a 


2232 


Art. [V — Residence 


United States citizen or an alien admitted to the United States for 
permanent residence (a “green card” holder) is a resident of the 
United States only if the individual has a substantial presence, per- 
manent home or habitual abode in the United States, and that indivi- 
dual’s personal and economic relations are closer to the United 
States than to any third State. The term “resident” of a Contracting 
State is understood to include: 


(a) the Government of that State or a political subdivision or lo- 
cal authority thereof or any agency or instrumentality of any 
such government, subdivision or authority, and 


(b) 
(i) a trust, organization or other arrangement that is operated 


exclusively to administer or provide pension, retirement or 
employee benefits; and 


(ii) a not-for-profit organization 


that was constituted in that State and that is, by reason of its 
nature as such, generally exempt from income taxation in that 
State. 


Related Provisions: ITCIA 4.3 — Residence of trust; ITCIA 6.2 — Residence of 
partnership. 


History: Para. 1 amended by 1995 Protocol, art. 3(1), generally effective with respect 
to taxable years begining on or after January 1, 1996 (see art. 21(2) under “Application 
of the 1995 Protocol” above). Para. 1 formerly read: 


1. For the purposes of this Convention, the term “resident of a Contracting State” 
means any person who, under the laws of that State, is liable to tax therein by 
reason of his domicile, residence, place of management, place of incorporation 
or any other criterion of a similar nature, but in the case of an estate or trust, only 
to the extent that income derived by such estate or trust is liable to tax in that 
State, either in its hands or in the hands of its beneficiaries. 


Definitions: “Canada” — Art. Ill:1(a), ITCIA 5; “estate”, “individual” —ITCIA 3, 
ITA 248(1); “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1); “State” — 
Art. Il:1(); “trust” —ITCIA 3, ITA 104(1), 248(1), (3); “United, States’ — Art. 
III: 1(b). 


1.T. Technical News: 16 (Crown Forest Industries case; U.S. S-Corps and LECs); 34 
(treaty interpretation and the meaning of “liable to tax”); 35 (treaty residence — resi- 
dent of convenience). 


Technical Explanation [1995 Protocol]: Article 3 of the Protocol amends Article 
IV (Residence) of the Convention. It clarifies the meaning of the term “resident” in 
certain cases and adds a special rule, found in a number of recent U:S. treaties, for 
determining the residence of U.S. citizens and “green-card’’ holders. 


The first sentence of paragraph 1 of Article IV sets forth the general criteria for deter- 
mining residence under the Convention. It is amended by the Protocol to state explic- 
itly that a person will be considered a resident of a Contracting State for purposes of 
the Convention if he is liable to tax in that Contracting State by reason of. citizenship. 
Although the sentence applies to both Contracting States, only the United States taxes 
its non-resident citizens in the same manner as its residents. Aliens admitted to the 
United’ States for permanent residence (“green card” holders) continue to qualify as 
US. residents under the first sentence of paragraph 1, because they are taxed by the 
United States as residents, regardless of where they physically reside. 


U.S. citizens and green card holders who reside outside the United States, however, 
may have relatively little personal or economic nexus with the United States. The Pro- 
tocol adds a second sentence to paragraph | that acknowledges this fact by limiting the 
circumstances under which such persons are to be treated, for purposes of the Conven- 
tion, as U.S. residents. Under that sentence, a U.S. citizen or green card holder will be 
treated as a resident of the United States for purposes of the Convention, and, thereby, 
be entitled to treaty benefits, only if (1) the individual has a substantial presence, per- 
manent home, or habitual abode in the United States, and (2) the individual’s personal 
and economic relations with the United States are closer than those with any third 
country. If, however, such an individual is a resident of both the United States and 
Canada under the first sentence of the paragraph, his residence for purposes of the 
Convention is determined instead under the “tie-breaker” rules of paragraph 2 of the 
Article. 


The fact that a U.S. citizen who does not have close ties to the United States may not 
be treated as a U.S. resident under Article IV of the Convention does not alter the 
application of the saving clause of paragraph 2 of Article XXIX (Miscellaneous Rules) 
to that citizen. However, like any other individual that is a resident alien under U.S. 
law, a green card holder is treated asa resident of the United States for purposes of the 
saving clause only if he qualifies as such under Article IV. 


New paragraph 1(a) confirms that the term “resident” of a Contracting State includes 
the Government of that State or a political subdivision or local authority of that State, 
as well as any agency or instrumentality of one of these governmental entities. This is 
implicit in the current Convention and in other U.S. and Canadian treaties, even where 
not specified. 


Art. IV 


New paragraph 1 also clarifies, in subparagraph (b), that trusts, organizations, or other 
arrangements operated exclusively to provide retirement or employee benefits, and 
other not-for-profit organizations, such as organizations described in section 501(c) of 
the Internal Revenue Code, are residents of a Contracting State if they are constituted 
in that State and are generally exempt from income taxation in that State by reason of 
their nature as described above. This change clarifies that the specified entities are to be 
treated as residents of one of the Contracting States. This corresponds to the interpreta- 
tion that had previously been adopted by the Contracting States. Such entities, there- 
fore, will be entitled to the benefits of the Convention with respect to the other Con- 
tracting State, provided that they satisfy the requirements of new Article XXIX A 
(Limitation on Benefits) (discussed below). 


Technical Explanation [1984]: Article IV provides a detailed definition of the term 
“resident of a Contracting State.” The definition begins with a person’s liability to tax 
as a'resident under the respective taxation laws of the Contracting States: A person 
who, under those laws, is a resident of one Contracting State and not the other need 
look no further. However, the Convention definition is also designed to assign resi- 
dence to one State or the other for purposes of the Convention in circumstances where 
each of the Contracting States believes a person to be its resident. The Convention 
definition is, of course, exclusively for purposes of the Convention. 

Paragraph. | provides that the term “resident of a Contracting State’ means any person 
who, under the laws of that State, is liable to tax therein by reason of his domicile, 
residence, place of management, place of incorporation, or any other criterion of a sim- 
ilar nature. The phrase “any other criterion of a similar nature” includes, for U.S. pur- 
poses, an election under the Code to be treated as a U.S. resident. An estate or trust is, 
however, considered to be a resident of a Contracting State only to the extent that in- 
come derived by such estate or trust is liable to tax in that State either in its hands or in 
the hands of its beneficiaries. To the extent that an estate or trust is considered a resi- 
dent of a Contracting State under this provision, it can be a “beneficial owner” of items 
of income specified in other articles of the Convention — e.g. paragraph 2 of Article X 
(Dividends). 


2. Where by reason of the provisions of paragraph 1 an individual is 
a resident of both Contracting States, then his status shall be deter- 
mined as follows: 


(a) he shall be deemed to be a resident of the Contracting State 
in which he has a permanent home available to him; if he has a 
permanent home available to him in both States or in neither 
State, he shall be deemed to be a resident of the Contracting 
State with which his personal and economic relations are closer 
(centre of vital interests); 


(b) if the Contracting State in which he has his centre of vital 
interests cannot be determined, he shall be deemed to be a resi- 
dent of the Contracting State in which he has an habitual abode; 


(c) if he has an habitual abode in both States or in neither State, 
he shall be deemed to be a resident of the Contracting State of 
which he is a citizen; and 


(d) if he is a citizen of both States or of neither of them, the 
competent authorities of the Contracting States shall settle the 
question by mutual agreement. 


Related Provisions: ITA 250(5) — Corporation not resident in Canada under treaty 
is deemed not resident under ITA. 


Selected Cases [Art. IV:2]: Lingle v. R., [2010] 5 C.T.C. 162 (FCA) (Determination 
of habitual abode is mixed question of fact and law); Allchin v. R., [2005] 2 C.T.C. 
2701 (TCC) (Tie-breaker rules re residence and resultant factors considered). 


Definitions: “competent authority” — Art. IlI:1(g); “individual” —ITCIA 3, ITA 
248(1); “resident” — Art. IV; “State” — Art. [I:1(i). 


Technical Explanation [1984]: Paragraphs 2, 3, and 4 provide rules to determine a 
single residence for purposes of the Convention for persons resident in both Con- 
tracting States under the rules set forth in paragraph 1. Paragraph 2 deals with individu- 
als. A “dual resident” individual is initially deemed to be a resident of the Contracting 
State in which he has a permanent home available to him. If the individual has a perma- 
nent home available to him in both States or in neither, he is deemed to be a resident of 
the Contracting State with which his personal and economic relations are closer. If the 
personal and economic relations of an individual are not closerito one Contracting State 
than to the other, the individual is deemed to be a resident of the Contracting State in 
which he has a habitual abode. If he has such an abode in both States or in neither 
State, he is deemed to be a resident of the Contracting State of which he is a citizen. If 
the individual is a citizen of both States or of neither, the competent authorities are to 
settle the status of the individual by mutual agreement. 


3. Where by reason of the provisions of paragraph 1, a company is a 
resident of both Contracting States, then 


(a) if it is created under the laws in force in a Contracting State, 
but not under the laws in force in the other Contracting State, it 
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Art. IV 


shall be deemed to be a resident only of the first-mentioned 
State; and 

(b) in any other case, the competent authorities of the Con- 
tracting States shall endeavor to settle the question of residency 
by mutual agreement and determine the mode of application of 
this Convention to the company. In the absence of such agree- 
ment, the company shall not be considered a resident of either 
Contracting State for purposes of claiming any benefits under 
this Convention. 

Related Provisions: ITA 250(5.1) — Continuation in other jurisdiction. 


History: Para. 3 amended by 2007 Protocol, art. 2(1), effective with respect to corpo- 
rate continuations effected after September 17, 2000 (see art. 27(2) and (3)(a) under 
“Application of the 2007 Protocol” above). The para. formerly read: 


3. Where by reason of the provisions of paragraph | a company is a resident of 
both Contracting States, then if it was created under the laws in force in a Con- 
tracting State, it shall be deemed to be a resident of that State. Notwithstanding 
the preceding sentence, a company that was created in a Contracting State, that is 
a resident of both Contracting States and that is continued at any time in the 
other Contracting State in accordance with the corporate law in that other State 
shall be deemed while it is so continued to be a resident of that other State. 


The last sentence of para, 3 added by 1995 Protocol, art. 3(2), generally effective with 
respect to taxable years begining on or after January 1, 1996 (see art. 21(5) under “Ap- 
plication of the 1995 Protocol” above). 
Definitions: “company” — Art. I:1(0; 
“State” — Art. IL: 1(i). 

Technical Explanation [2007 Protocol]: Article 2 of the Protocol replaces para- 
graph 3 of Article IV (Residence) of the existing Convention to address the treatment 
of so-called dual resident companies. Article 2 of the Protocol also adds new 
paragraphs 6 and 7 to Article [V to determine whether income is considered to be de- 
rived by a resident of a Contracting State when such income is derived through a fis- 
cally transparent entity. 


“competent authority” — Art. III:1(g); 


Paragraph 3 of Article IV — Dual resident companies 


Paragraph 3, which addresses companies that are otherwise considered resident in each 
of the Contracting States, is replaced. The provisions of paragraph 3, and the date upon 
which these provisions are effective, are consistent with an understanding reached be- 
tween the United States and Canada on September 18, 2000, to clarify the residence of 
a company under the Convention when the company has engaged in a so-called corpo- 
rate “continuance” transaction. The paragraph applies only where, by reason of the 
rules set forth in paragraph | of Article [V (Residence), a company is a resident of both 
Contracting States. 

Subparagraph 3(a) provides a rule to address the situation when a company is a resident 
of both Contracting States but is created under the laws in force in only one of the 
Contracting States. In such a case, the rule provides that the company is a resident only 
of the Contracting State under which it is created. For example, if a company is incor- 
porated in the United States but the company is also otherwise considered a resident of 
Canada because the company is managed in Canada, subparagraph 3(a) provides that 
the company shall be considered a resident only of the United States for purposes of the 
Convention, Subparagraph 3(a) is intended to operate in a manner similar to the first 
sentence of former paragraph 3. However, subparagraph 3(a) clarifies that such a com- 
pany must be considered created in only one of the Contracting States to fall within the 
scope of subparagraph 3(a). In some cases, a company may engage in a corporate con- 
tinuance transaction and retain its charter in the Contracting State from which it contin- 
ued, while also being considered as created in the State to which the company contin- 
ued. In such cases, the provisions of subparagraph 3(a) shall not apply because the 
company would be considered created in both of the Contracting States. 
Subparagraph 3(b) addresses all cases involving a dual resident company that are not 
addressed in subparagraph 3(a). Thus, subparagraph 3(b) applies to continuance trans- 
actions occurring between the Contracting States if, as a result, a company otherwise 
would be considered created under the laws of each Contracting State, e.g., because the 
corporation retained its charter in the first State. Subparagraph 3(6) would also address 
so-called serial continuance transactions where, for example, a company continues 
from one of the Contracting States to a third country and then continues into the other 
Contracting State without having ceased to be treated as resident in the first Con- 
tracting State. 

Subparagraph 3(b) provides that if a company is considered to be a resident of both 
Contracting States, and the residence of such company is not resolved by subparagraph 
3(a), then the competent authorities of the Contracting States’ shall endeavor to settle 
the question of residency by a mutual agreement procedure and determine the mode of 
application of the Convention to such company. Subparagraph 3(b) also provides that 
in the absence of such agreement, the company shall not be considered a resident of 
either Contracting State for purposes of claiming any benefits under the Convention. 


Technical Explanation [1995 Protocol]: Article 3 of the Protocol adds a sentence 
to paragraph 3 of Article IV of the current Convention to address the residence of cer- 
tain dual resident corporations. Certain jurisdictions allow local incorporation of an 
entity that is already organized and incorporated under the laws of another country. 
Under Canadian law, such an entity is referred to as having been “continued” into the 
other country. Although the Protocol uses the Canadian term, the provision operates 
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reciprocally. The new sentence states that such a corporation will be considered a resi- 
dent of the State into which it is continued. Paragraph 5 of Article 21 of the Protocol 
governs the effective date of this provision. 

Technical Explanation [1984]: Paragraph 3 provides that if, under the provisions of 
paragraph 1, a company is a resident of both Canada and the United States, then it shall 
be deemed to be a resident of the State under whose laws (including laws of political 
subdivisions) it was created. Paragraph 3 does not refer to the State in which a com- 
pany is organized, thus making clear that the tie-breaker rule for a company is con- 
trolled by the State of the company’s original creation. Various jurisdictions may allow 
local incorporation of an entity that is already organized and incorporated under the 
laws of another country. Paragraph 3 provides certainty in both the United States and 
Canada with respect to the treatment of such an entity for purposes of the Convention. 


4. Where by reason of the provisions of paragraph | an estate, trust 
or other person (other than an individual or a company) is a resident 
of both Contracting States, the competent authorities of the States 
shall by mutual agreement endeavor to settle the question and to 
determine the mode of application of the Convention to such 
person. 

Definitions: “company” — Art. II:1(f); “competent authority” — Art. III:1(g); “es- 
tate”, “individual” — ITCIA 3, ITA 248(1); “person” — Art. III: 1(e), ITCIA 3, Jnter- 
pretation Act 35(1); “State” — Art. IlI:1(i); “trust” —ITCIA 3, ITA 104(1), 248(1), 
(3). 

1.T. Technical News: 38 (Canada-US treaty’s competent authority provision). 
Technical Explanation [1984]: Paragraph 4 provides that where, by reason of the 
provisions of paragraph 1, an estate, trust, or other person, other than an individual or a 
company, is a resident of both Contracting States, the competent authorities of the 
States shall by mutual agreement endeayor to settle the question and determine the 
mode of application of the Convention to such person. This delegation of authority to 
the competent authorities complements the provisions of Article XXVI (Mutual Agree- 
ment Procedure), which implicitly grant such authority. 


5. Notwithstanding the provisions of the preceding paragraphs, an 
individual shall be deemed to be a resident of a Contracting State if: 


(a) the individual is an employee of that State or of a political 
subdivision, local authority or instrumentality thereof rendering 
services in the discharge of functions or a governmental nature 
in the other Contracting State or in a third State; and 


(b) the individual is subjected in the first-mentioned State to 
similar obligations in respect of taxes on income as are residents 
of the first-mentioned State. 


The spouse and dependent children residing with such an individual 
and meeting the requirements of subparagraph (b) above shall also 
be deemed to be residents of the first-mentioned State. 

Related Provisions: ITA 250(1)(c) — Residence of Canadian ambassador, etc., 
working outside Canada. 

Definitions: “individual” —ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — 
Art. IL: 1(i). 

Technical Explanation [1984]: Paragraph 5 provides a special rule for certain 
government employees, their spouses, and dependent children. An individual is deemed 
to be a resident of a Contracting State if he is an employee of that State or of a political 
subdivision, local authority, or instrumentality of that State, is rendering services in the 
discharge of functions of a governmental nature in any State, and is subjected in the 
first-mentioned State to “similar obligations” in respect of taxes on income as are re- 
sidents of the first-mentioned State. Paragraph 5 provides further that a spouse and 
dependent children residing with a government employee and also subject to “similar 
obligations” in respect of income taxes as residents of the first-mentioned State are also 
deemed to be residents of that State. Paragraph 5 overrides the normal tie-breaker rule 
of paragraph 2. A U.S. citizen or resident who is an employee of the U.S. government 
in a foreign country or who is a spouse or dependent of such employee is considered to 
be subject in the United States to “similar obligations” in respect of taxes on income as 
those imposed on residents of the United States, notwithstanding that such person may 
be entitled to the benefits allowed by sections 911 or 912 of the Code. 


6. An amount of income, profit or gain shall be considered to be 
derived by a person who is a resident of a Contracting State where: 


(a) the person is considered under the taxation law of that State 
to have derived the amount through an entity (other than an en- 
tity that is a resident of the other Contracting State); and 


(b) by reason of the entity being treated as fiscally transparent 
under the laws of the first-mentioned State, the treatment of the 
amount under the taxation law of that State is the same as its 
treatment would be if that amount had been derived directly by 
that person. 
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History: Para. 6 added by 2007 Protocol, art. 2(2), generally effective with respect to 
taxable years beginning after 2008 (see art. 27(2) under “Application of the 2007 Pro- 
tocol” above). i 


Definitions: “person” — Art. III:1(e); “State” — Art. III-:1(i). 


1.T. Technical News: 38 (limited liability company under the Protocol); 41 (Sth 
protocol to the Canada-US Tax Convention — hybrid entities). 


Forms: NR303 (draft): Declaration of benefits under a tax treaty for a hybrid entity. 


Technical Explanation [2007 Protocol]: New paragraphs 6 and 7 are added to 
Article [V to provide specific rules for the treatment of amounts of income, profit or 
gain derived through or paid by fiscally transparent entities such as partnerships and 
certain trusts. Fiscally transparent entities, as explained more fully below, are in gen- 
eral entities the income of which is taxed at the beneficiary, member, or participant 
level. Entities that are subject to tax, but with respect to which tax may be relieved 
under an integrated system, are not considered fiscally transparent entities. Entities that 
are fiscally transparent for U.S. tax purposes include partnerships, common investment 
trusts under section 584, grantor trusts, and business entities such as a limited liability 
company (“LLC”) that is treated as a partnership or is disregarded as an entity separate 
from its owner for U.S. tax purposes. Entities falling within this description in Canada 
are (except to the extent the law provides otherwise) partnerships and what are known 
as “bare” trusts. 


United States. tax law also considers a corporation that has made a valid'election to be 
taxed under Subchapter S of Chapter 1 of the Internal Revenue Code (an “S corpora- 
tion”) to be fiscally transparent within the meaning explained below. Thus, if a U.S. 
resident derives income from Canada through an S corporation, the U.S. resident will 
under new paragraph 6 be considered for purposes of the Convention as the person who 
derived the income. Exceptionally, because Canada will ordinarily accept that an-S 
corporation is itself resident in the United States for purposes of the Convention} Can- 
ada will allow benefits under the Convention to the S corporation in its own right. In a 
reverse case, however — that is, where the S corporation is owned ‘by a resident of 
Canada and has U.S.-source income, profits or gains — the Canadian resident will not 
be considered as deriving the income by virtue of subparagraph 7 (a) as Canada does 
not see the S corporation as' fiscally transparent. 


Under both paragraph 6 and paragraph 7, it is relevant whether the treatment of an 
amount of income, profit or gain derived by a person through an entity under the tax 
law of the residence State is “the same as its treatment would be if that amount had 
been derived directly.” For purposes of paragraphs 6 and 7, whether the treatment of an 
amount derived by a person through an entity under the tax law of the residence State is 
the same as its treatment would be if that amount had been derived directly by that 
person shall be determined in accordance with the principles set forth in Code section 
894 and the regulations under that section concerning whether an entity will be treated 
as fiscally transparent with respect to an item of income received by the entity. Treas. 
Reg. section 1.894-1(d)(3)@ii) provides that an entity will be fiscally transparent under 
the laws of an interest holder’s jurisdiction with’ respect to an item of income to the 
extent that the laws of that jurisdiction require the interest holder resident in that juris- 
diction to separately take into account on a current basis the interest holder’s respective 
share of the item of income paid to the entity, whether or not distributed to the interest 
holder, and the character and source of the item in the hands of the interest holder are 
determined as if such item were realized directly from the source from which realized 
by the entity. Although Canada does not have analogous provisions in its domestic law, 
it is anticipated that principles comparable to those described above will apply. 


Paragraph 6 


Under paragraph 6, an amount of income, profit or gain is considered to be derived by 
a resident of a Contracting State (residence State) if 1) the amount is derived by that 
person through an entity (other than an entity that is a resident of the other Contracting 
State (source State), and 2) by reason of that entity being considered fiscally transpar- 
ent under the laws of the residence State, the treatment of the amount under the tax law 
of the residence State is the same as its treatment would be if that amount had been 
derived directly by that person. These two requirements are set forth in subparagraphs 
6(a) and 6(b), respectively. 


For example, if a U.S. resident owns a French entity that earns Canadian-source divi- 
dends and the entity is considered fiscally transparent under U.S. tax law, the U.S. 
resident is considered to derive the Canadian-source dividends for purposes of Article 
IV (and thus, the dividends are considered as being “paid to” the resident) because the 
U.S. resident is:‘considered under the tax law of the United’ States to have derived the 
dividend through the French entity and, because the entity is treated as fiscally trans- 
parent under U.S. tax law, the treatment of the income under U.S. tax law is’ the same 
as'its treatment would be if that amount had been derived directly by the U.S. resident. 
This result obtains even if the French entity is viewed differently under the tax laws of 
Canada or of France (i.e., the French entity is treated under Canadian law or‘ under 
French tax law as not fiscally transparent). 


Similarly, if a Canadian resident derives U.S.-source income, profit or gain through an 
entity created under Canadian law that is considered a partnership for Canadian tax 
purposes but a corporation for U.S. tax purposes, U.S.-source income, profit or gain 
derived through such entity by the Canadian resident will be considered to be derived 
by the Canadian resident in considering the application of the Convention. 


Application of paragraph 6 and related treaty provisions by Canada 


In determining the entitlement of a resident of the United States to the benefits of the 
Convention, Canada shall apply the Convention within its own legal framework. 


Art. TV 


For example, assume that from the perspective of Canadian law an amount of income is 


_ seen as being paid’ from a source in Canada to USLLC, an entity: that is entirely owned 
_ by U.S. persons and is fiscally transparent for U.S. tax purposes, but that Canada con- 


siders a corporation and, thus, under Canadian law, a taxpayer in its own right. Since 
USLLC is not itself taxable in the United States, it is not considered to be a’U.S. resi- 
dent under the Convention; but for new paragraph 6 Canada would not apply the Con- 
vention in taxing the income. 


If new paragraph 6 applies in respect of an amount of income, profit or gain, such 
amount is considered as having been derived by one or more U.S. resident shareholders 
of USLLC, and Canada shall grant benefits of the Convention to the payment to US- 
LLC and eliminate or reduce Canadian tax as provided in the Convention. The effect of 
the rule is to suppress Canadian taxation of USLLC to give effect to the benefits availa- 
ble under the Convention to the U.S. residents in respect of the particular amount of 
income, profit or gain. 


However, for Canadian tax purposes, USLLC remains the only “visible” taxpayer in 
relation to this amount. In other words, the Canadian’ tax treatment of this taxpayer 


_ (USLLC) is modified because of the entitlement of its U.S. resident shareholders to 


benefits under the Convention, but this does not alter USLLC’s status under Canadian 
law. Canada does not, for example, treat USLLC as though it did not exist, substituting 
the shareholders for it in the role of taxpayer under Canada’s system. 


Some of the implications of this are as follows. First, Canada will not require the share- 
holders of USLLC to file Canadian tax returns in respect of income that benefits from 
new paragraph 6. Instead, USLLC itself will file a Canadian tax return in which it will 
claim the. benefit of the paragraph and supply any. documentation required to support 
the claim. (The Canada Revenue Agency will supply additional practical guidance in 
this regard, including instructions for seeking to establish entitlement to Convention 
benefits in advance of payment.) Second, as is explained in greater detail below, if the 
income in question is business profits, it will be necessary to determine whether the 
income was earned through a permanent establishment in Canada. This determination 
will be based on the presence and activities in Canada of USLLC itself, not of its share- 
holders acting in their own right. 


Determination of the. existence of a permanent, establishment from the business. activi- 
ties of a fiscally transparent entity 


New paragraph 6 applies not only in respect of amounts of dividends, interest and roy- 
alties, but also profit (business income), gains and other income. It may thus be rele- 
vant in cases where a resident of one Contracting State carries on business in the other 
State through an entity that has a different characterization in each of the two Con- 
tracting States. 


Application of new paragraph 6 and the provisions of Article V (Permanent Establish- 
ment) by Canada 


Assume, for instance, that a resident of the United States is part owner of a U.S. limited 
liability company (USLLC) that is treated in the United States as a fiscally transparent 
entity, but in Canada as a corporation. Assume one of the other two shareholders of 
USLLC is resident in a country that does not have a tax treaty with Canada and that the 
remaining shareholder is resident in a country with which Canada does have a tax 
treaty, but that the treaty does not include a provision analogous to paragraph 6. 


Assume further that USLLC carries on business in Canada, but does not do so through 
a permanent establishment there. (Note that from the Canadian perspective, the. pres- 
ence or absence of a permanent establishment is. evaluated with respect to USLLC 
only, which Canada sees. as a potentially taxable entity in its own right.) Regarding 
Canada’s application of the provisions of the Convention, the portion of USLLC’s 
profits that belongs to the U.S. resident shareholder will not be taxable in Canada, pro- 
vided that the U.S. resident meets the Convention’s limitation on benefits provisions. 
Under paragraph 6, that portion is seen as having been derived by the U.S. resident 
shareholder, who is entitled to rely on Article VII (Business Profits). The balance of 
USLLC’s profits will, however, remain taxable in Canada. Since USLLC is not itself 
resident in the United States for purposes of the Convention, in respect of that portion 
of its profits that is not considered to have been derived by a U.S. resident (or a resident 
of another country whose treaty with Canada includes a rule comparable to paragraph 
6) it is not relevant whether or not it has a permanent establishment in Canada. 


Another example would: be the situation where a USLLC that is wholly owned by a 
resident of the U.S, carries.on business in Canada through a. permanent establishment. 
If the USLLC is fiscally transparent for U.S. tax purposes (and therefore, the conditions 
for the application of paragraph 6 are satisfied) then the USLLC’s profits will be 
treated as having been derived by its U.S. resident owner inclusive of all attributes of 
that income (e.g., such as having been earned through a permanent establishment), 
However, since the USLLC remains the only “visible” taxpayer for Canadian tax pur- 
poses, it is the USLLC, and not the U.S. shareholder, that is subject to tax on the profits 
that are attributable to the permanent establishment. 


| Application of new paragraph 6 and the provisions of Article V (Permanent Establish- 


ment) by the United States 


It should be noted that in the situation where a person is considered to derive income 
through an entity, the United States looks in addition to such person’s activities in order 
to determine whether he has a permanent establishment. Assume that a Canadian resi- 
dent and a resident ina country that does not have a tax treaty with the United States 
are owners of CanLP. Assume further that Can LP is an entity that is considered fis- 
cally transparent for Canadian tax purposes but is not considered fiscally transparent 
for U.S. tax purposes, and that CanLP carries’on business in the United States. If 
CanLP carries on the business through a permanent establishment, that permanent es- 
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tablishment may be attributed to the partners. Moreover, in determining whether there 
is a permanent establishment, the activities of both the entity and its partners will be 
considered. If CanLP does not carry on the business through a permanent establish- 
ment, the Canadian resident, who derives income through the partnership, may claim 
the benefits of Article VII (Business Profits) of the Convention with respect to such 
income, assuming that the income is not otherwise attributable to a permanent estab- 
lishment of the partner. In any case, the third country partner cannot claim the benefits 
of Article VII of the Convention between the United States and Canada. 


[See also Technical Explanation under para. 7 — ed.] 


7. An amount of income, profit or gain shall be considered not to be 
paid to or derived by a person who is a resident of a Contracting 
State where: 


(a) the person is considered under the taxation law of the other 
Contracting State to have derived the amount through an entity 
that is not a resident of the first-mentioned State, but by reason 
of the entity not being treated as fiscally transparent under the 
laws of that State, the treatment of the amount under the taxation 
law of that State is not the same as its treatment would be if that 
amount had been derived directly by that person, or 


(b) the person is considered under the taxation law of the other 
Contracting State to have received the amount from an entity 
that is a resident of that other State, but by reason of the entity 
being treated as fiscally transparent under the laws of the first- 
mentioned State, the treatment of the amount under the taxation 
law of that State is not the same as its treatment would be if that 
entity were not treated as fiscally transparent under the laws of 
that State. 


History: Para. 7 added by 2007 Protocol, art. 2(2), effective January 1, 2010 (see art. 
27(2) and (3)(b) under “Application of the 2007 Protocol” above). 


Definitions: “person” — Art. IlI:1(e); “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 7 addresses situations where 
an item of income, profit or gain is considered not to be paid to or derived by a person 
who is a resident of a Contracting State. The paragraph is divided into two 
subparagraphs. 


Under subparagraph 7(a), an amount of income, profit or gain is considered not to be 
paid to or derived by a person who is a resident of a Contracting State (the residence 
State) if (1) the other Contracting State (the source State) views the person as deriving 
the amount through an entity that is not a resident of the residence State, and (2) by 
reason of the entity not being treated as fiscally transparent under the laws of the resi- 
dence State, the treatment of the amount under the tax law of the residence State is not 
the same as its treatment would be if that amount had been derived directly by the 
person. 


For example, assume USCo, a company resident in the United States, is a part owner of 
CanLP, an entity that is considered fiscally transparent for Canadian tax purposes, but 
is not considered fiscally transparent for U.S. tax purposes. CanLP receives a dividend 
from a Canadian company in which it owns stock. Under Canadian tax law USCo is 
viewed as deriving a Canadian-source dividend through CanLP. For U.S. tax purposes, 
CanLP, and not USCo, is viewed as deriving the dividend. Because the treatment of the 
dividend under U.S. tax law in this case is not the same as the treatment under U.S. law 
if USCo derived the dividend directly, subparagraph 7(a) provides that USCo will not 
be considered as having derived the dividend. The result would be the same if CanLP 
were a third-country entity that was viewed by the United States as not fiscally trans- 
parent, but was viewed by Canada as fiscally transparent. Similarly, income from (Wess 
sources received by an entity organized under the laws of the United States that is 
treated for Canadian tax purposes as a corporation and is owned by shareholders who 
are residents of Canada is not considered derived by the shareholders of that U.S. entity 
even if, under U.S. tax law, the entity is treated as fiscally transparent. 


Subparagraph 7(b) provides that an amount of income, profit or gain is not considered 
to be paid to or derived by a person who is a resident of a Contracting State (the resi- 
dence State) where the person is considered under the tax law of the other Contracting 
State (the source State) to have received the amount from an entity that is a resident of 
that other State (the source State), but by reason of the entity being treated as fiscally 
transparent under the laws of the Contracting State of which the person is resident (the 
residence State), the treatment of such amount under the tax law of that State (the resi- 
dence State) is not the same as the treatment would be if that entity were not treated as 
fiscally transparent under the laws of that State (the residence State). 


That is, under subparagraph 7(b), an amount of income, profit or gain is not considered 
to be paid to or derived by a resident of a Contracting State (the residence State) if: (1) 
the other Contracting State (the source State) views such person as receiving the 
amount from an entity resident in the source State; (2) the entity is viewed as fiscally 
transparent under the laws of the residence State; and (3) by reason of the entity being 
treated as fiscally transparent under the laws of the residence State, the treatment of the 
amount received by that person under the tax law of the residence State is not the same 
as its treatment would be if the entity were not treated as fiscally transparent under the 
laws of the residence State. 


Canada—U.S. Tax Convention 


For example, assume that USCo, a company resident in the United States is the sole 
owner of CanCo, an entity that is considered under Canadian tax law to be a corpora- 
tion that is resident in Canada but is considered under U.S. tax law to be disregarded as 
an entity separate from its owner. Assume further that USCo is considered under Cana- 
dian tax law to have received a dividend from CanCo. 


In such a case, Canada, the source State, views USCo as receiving income (i.e., a divi- 
dend) from a corporation that is a resident of Canada (CanCo), CanCo is viewed as 
fiscally transparent under the laws of the United States, the residence State, and by 
reason of CanCo being disregarded under U.S. tax law, the treatment under U.S. tax 
law of the payment is not the same as its treatment would be if the entity were regarded 
as a corporation under U.S. tax law. That is, the payment is disregarded for U.S. tax 
purposes, whereas if U.S. tax law regarded CanCo as a corporation, the payment would 
be treated as a dividend. Therefore, subparagraph 7(b) would apply to provide that the 
income is not considered to be paid to or derived by USCo. 


The same result obtains if, in the above example, USCo is considered under Canadian 
tax law to have received an interest or royalty payment (instead of a dividend) from 
CanCo. Under U.S. law, because CanCo is' disregarded as an entity separate from its 
owner, the payment is disregarded, whereas if CanCo were treated as not fiscally trans- 
parent, the payment would be treated as interest or a royalty, as the case. may be. There- 
fore, subparagraph 7(b) would apply to provide that such amount is not considered to 
be paid to or derived by USCo. 


The application of subparagraph 7(b) differs if, in the above example, USCo (as well as 
other persons) are owners of CanCo, a Canadian entity that is considered under Cana- 
dian tax law to be a corporation that is resident in Canada but is considered under U.S. 
tax law to be a partnership (as opposed to being disregarded). Assume that USCo is 
considered under Canadian tax law to have received a dividend from CanCo. Such 
payment is viewed under Canadian tax law as a dividend, but under U.S. tax law is 
viewed.as a partnership distribution. In such a case, Canada views USCo as receiving 
income (i.e,, a dividend) from an entity that is a resident of Canada (CanCo), CanCo is 
viewed as fiscally transparent under the laws of the United States, the residence State, 
and by reason of CanCo being treated as a partnership under U.S. tax law, the treatment 
under U.S. tax law of the payment (as a partnership distribution) is not the same as the 
treatment would be if CanCo were not fiscally transparent under U.S. tax law (as a 
dividend). As a result, subparagraph 7(b) would apply to provide that such amount is 
not considered paid to or derived by the U.S. resident. 


As another example, assume that CanCo, a company resident in Canada, is the owner 
of USLP, an entity that is considered under U.S. tax law (by virtue of an election) to be 
a corporation resident in the United States, but that is considered under Canadian tax 
law to be a branch of CanCo. Assume further that CanCo is considered under U.S. tax 
law to have received a dividend from USLP. In this case, the United States views 
CanCo as receiving income (i.e., a dividend) from an entity that is resident in the 
United States (USLP), but by reason of USLP being a branch under Canadian tax law, 
the treatment under Canadian tax law of the payment is not the same as its treatment 
would be if USLP were a company under Canadian tax law. That is, the payment is 
treated as a branch remittance for Canadian tax purposes, whereas if Canadian tax law 
regarded USLP as a corporation, the payment would be treated as a dividend, There- 
fore, subparagraph 7(b) would apply to provide that the income is not considered to be 
paid to or derived by CanCo. The same result would obtain in the case of interest or 
royalties paid by USLP to CanCo. 


Paragraphs 6 and 7 apply to determine whether an amount is considered to be derived 
by (or paid to) a person who is a resident of Canada or the United States: If, as a result 
of paragraph 7, a person is not considered to have derived or received an amount of 
income, profit or gain, that person shall not be entitled to the benefits of the Convention 
with respect to such amount. Additionally, for purposes of application of the Conven- 
tion by the United States, the treatment of such payments under Code section 894(c) 
and the regulations thereunder would not be relevant. 


New paragraphs 6 and 7 are not an exception to the saving clause of paragraph 2 of 
Article XXIX (Miscellaneous Rules). Accordingly, subparagraph 7(b) does not prevent 
a Contracting State from taxing an entity that is treated as a resident of that State under 
its tax law. For example, if a U.S. partnership with members who are residents of Can- 
ada elects to be taxed as a corporation for U.S. tax purposes, the United States will tax 
that partnership on its worldwide income on a net basis, even if Canada views the 
partnership as fiscally transparent. 


Interaction of paragraphs 6 and 7 with the determination of “beneficial ownership” 


With respect to payments of income, profits or gain arising in a Contracting State and 
derived directly by a resident of the other Contracting State (and not through a fiscally 
transparent entity), the term “beneficial owner” is defined under the internal law of the 
country imposing tax (i.e., the source State). Thus, if the payment arising in a Con- 
tracting State is derived by a resident of the other State who under the laws of the first- 
mentioned State is determined to be a nominee or agent acting on behalf of a person 
that is not a resident of that other State, the payment will not be entitled to the benefits 
of the Convention. However, payments arising in a Contracting State and derived by a 
nominee on behalf of a resident of that other State would be entitled to benefits. These 
limitations are confirmed by paragraph 12 of the Commentary to Article 10 of the 
OECD Model. 


Special rules apply in the case of income, profits or gains derived through a fiscally 
transparent entity, as described in new paragraph 6 of Article IV. Residence State prin- 
ciples determine who derives the income, profits or gains, to assure that the income, 
profits or gains for which the source State grants benefits of the Convention will be 
taken into account for tax purposes by a resident of the residence State. Source country 


2236 


Art: V — Permanent Establishment 


principles of beneficial ownership apply to determine whether the person who derives 
the income, profits or gains, or another resident of the other Contracting, State, is the 
beneficial owner of the income, profits or gains. The source State may conclude that 
the person who derives the income, profits or gains in the residence State is a mere 
nominee, agent, conduit, etc., for a third country resident and deny benefits of the Con- 
vention. If the person who derives the income, profits or gains under paragraph 6 of 
Article IV would not. be treated under the source State’s principles for determining 
beneficial ownership as a nominee, agent, custodian, conduit, etc., that person will be 
treated as the beneficial owner of the income, profits or gains for purposes of the 
Convention. 


Assume, for instance, that interest arising in the United States is paid to CanLP, an 
entity established in Canada which is treated as fiscally transparent for Canadian tax 
purposes but is treated as a company for U.S. tax purposes. CanCo, a company incor- 
porated in Canada, is the sole interest holder in CanLP. Paragraph 6 of Article IV pro- 
vides that CanCo derives the interest. However, if under the laws of the United States 
regarding payments to nominees, agents, custodians and conduits, CanCo is found be a 
nominee, agent, custodian or conduit for a person who is not a resident of Canada, 
CanCo will not be considered the beneficial owner of the interest and will not be enti- 
tled to the benefits of Article XI with respect to such interest. The payment, may. be 
entitled to benefits, however, if CanCo is found to, be a nominee, agent, custodian or 
conduit for a person who is a resident of Canada. 


With respect to Canadian-source income, profit or gains, beneficial ownership is to be 
determined under Canadian law. For example, assume that LLC, an entity that is 
treated as fiscally transparent for U.S. tax purposes, but as a corporation for Canadian 
tax purposes, is owned by USCo, a U.S. resident company. LLC receives Canadian- 
source income. The question of the beneficial ownership of the income received by 
LLC is determined under Canadian law. If LLC is considered the beneficial owner of 
the income under Canadian law, paragraph 6 shall apply to extend. benefits of the Con- 
vention to the income received by LLC to the extent that the Canadian-source income 
is derived by U.S. resident members of LLC. 


Selected Cases [Art. IV]: Lingle v. R., [2010] 1 C.T.C. 2443 (TCC); aff'd [2010] 5 
C.T.C. 162 (FCA) (Frequency is a factor in considering habitual abode); 2005 Robert 
Julien Family Delaware Dynasty Trust (Trustee of) v. MNR, [2008] 1 C.T.C. 121 (FC) 
(Minister refused to negotiate residence of trust); Wolf v. R., [2001] 1 C.T.C. 2172 
(TCC); rev’d [2002] 3 C.T.C. 3 (FCA). (Tiebreaker rules applied); Crown Forest 
Industries Ltd. vy. Canada, [1995] 2 C.T.C. 64 (SCC) (Residence implies taxability on 
world wide income). 


Article V — Permanent Establishment 


1. For the purposes of this Convention, the term “permanent es- 
tablishment” means a fixed place of business through which the 
business of a resident of a Contracting State is wholly or partly car- 
ried on. 

Related Provisions: Reg. 5906(2)(a)(i), 5906(2)(b)(i) — Treaty definition applies 


for certain purposes; Art. V, ss. 2-10— Extensions to definition of “permanent 
establishment”. 


Selected Cases [Art. V:1]: American Income Life Insurance Co. v..R., [2009] 2 
C.T.C. 2114 (TCC) (No fixed place of business in Canada where, business was that of 
agents); Knights of Columbus v. R., [2009] 1 C.T.C. 2163 (TCC).(US insurer not carry- 
ing on business in Canada through permanent establishment. 

Definitions: “business” — ITCIA 3, ITA 248(1); “resident” — Art. IV. 

1.T. Technical News: 18 (Dudney case); 25 (e-commerce — whether web site is 
permanent establishment); 33 (permanent establishment — the Dudney case. update); 
34 (permanent establishments — Toronto Blue Jays case). 


CRA Audit Manual: 15.6.0: Permanent establishment; 15.11.6:’Tax treaties — per- 
manent establishment. 


Technical Explanation [1984]: Paragraph | provides that for the purposes of the 
Convention the term “permanent establishment” means a fixed place of business 
through which the business of a resident of a Contracting State is wholly or partly 
carried on. Article V does not use the term “enterprise of a Contracting State,” which 
appears in the 1942 Convention. Thus, paragraph 1 avoids introducing an additional 
term into the Convention. The omission of the term is not intended to have any impli- 
cations for the interpretation of the 1942 Convention. 


2. The term “permanent establishment” shall include especially: 
(a) a place of management, 
(b) a branch; 
(c) an office; 
(d) a factory; 
(e) a workshop; and 


(f) a mine, an oil or gas well, a quarry or any other place of 
extraction of natural resources. 


Transfer Pricing Memoranda: TPM-08: The Dudney decision: effects on fixed 
base or permanent establishment audits and Reg. 105 treaty-based waiver guidelines. 


Art. V 


CRA Audit Manual: 15.6.0: Permanent establishment. 


Technical Explanation [1984]: Paragraph 2 provides that the term “permanent 
establishment” includes especially a place of management, a branch, an office, a fac- 
tory, a workshop, and a mine, oil or gas well, quarry, or any other place of extraction of 
natural resources. 


3. A building site or construction or installation project constitutes a 
permanent establishment if, but only if, it lasts more than 12 
months. 


Technical Explanation [1984]: Paragraph 3 adds that a building site or construction 
or installation project constitutes a permanent establishment if and only if it lasts for 
more than 12 months. 


4. The use of an installation or drilling rig or ship in a Contracting 
State to explore for or exploit natural resources constitutes a perma- 
nent establishment if, but only if,,such use \is for more than three 
months in any twelve-month period. 


History: Para. 4 amended by 1983 Protocol, art. II. 


Technical Explanation [1984]: Paragraph 4 provides that a permanent establish- 
ment exists in a Contracting State if the use of an installation or drilling rig or drilling 
ship in that State to’explore for or exploit natural resources lasts for more than 3 
months in any 12 month period, but not if such activity exists for a lesser period of 
time: The competent authorities have entered into an agreement under the 1942 Con- 
vention’ setting forth guidelines as to certain’ aspects of Canadian taxation of drilling 
rigs owned by U.S. persons that constitute Canadian permanent establishments. The 
agreement will be renewed when this Convention enters into force. 


5. A person acting in a Contracting State on behalf of a resident of 
the other Contracting State — other than an agent of an independent 
status to whom paragraph 7 applies — shall be deemed to be a per- 
manent establishment in the first-mentioned State if such person 
has, and habitually exercises in that State, an authority to conclude 
contracts in the name of the resident. 


Selected Cases [Art. V:5]: American Income Life Insurance, Co..v. R., [2009] 2 
C.T.C. 2114 (TCC) (No agent habitually. exercising contractual authority; no resident 
in Canada), ; 


Definitions: “person” — Art. Il:1(e), ITCIA 3, Interpretation Act’35(1); “State” — 
Art. Ti: 1G): 

Technical Explanation [1984]: Paragraph 5 provides that a person acting in a 
Contracting State on behalf of,a resident of the other Contracting State is deemed to be 
a permanent establishment of the resident if such person has and habitually exercises in 
the first-mentioned State the authority to conclude contracts in the name of the resident. 
This rule does not apply to an agent of independent status, covered by paragraph 7. 
Under the provisions of paragraph 5, a permanent establishment may exist even in the 
absence of a fixed place of business. If, however, the activities of a person described in 
paragraph 5 are limited to the ancillary activities described in paragraph 6, then a per- 
manent establishment does not exist solely on account of the person’s activities. 
There are a number of minor differences between the provisions of paragraphs 1 
through 5 and the analogous provisions of the 1942 Convention. One important devia- 
tion is elimination ofthe rule of the 1942 Convention which deems a permanent estab- 
lishment to’ exist in any circumstance where a resident of one State uses substantial 
equipment in the other State for any period of time. The Convention thus generally 
raises the threshold for source basis taxation of activities that involve substantial equip- 
ment (and that do not otherwise constitute a permanent establishment): Another devia- 
tion of some significance is elimination of the rule of the 1942 Convention that consid- 
ers a permanent establishment to exist where a resident of one State carries on business 
in the other State through an agent or employee who has a stock of merchandise from 
which he regularly fills orders that he receives. The Convention provides that a person 
other than an agent of independent status who is engaged solely in the maintenance of a 
stock of goods or merchandise belonging toa resident of the other State for the purpose 
of storage, display or delivery does not constitute a permanent establishment. 


6. Notwithstanding the provisions of paragraphs 1, 2, 5 and 9, the 
term “permanent establishment” shall be deemed not to include a 
fixed place of business used solely for, or a person referred to in 
paragraph 5 engaged solely in, one or more of the following 
activities: 
(a) the use of facilities for the purpose of storage, display or de- 
livery of goods or merchandise belonging to the resident; 
(b) the maintenance of a stock of goods or merchandise belong- 
ing to the resident for the purpose of storage, display or delivery; 
(c) the maintenance of a stock of goods or merchandise belong- 
ing to the resident for the purpose of processing by another 
person; 
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(d) the purchase of goods or merchandise, or the collection of 
information, for the resident; and 


(e) advertising, the supply of information, scientific research or 
similar activities which have a preparatory or auxiliary charac- 
ter, for the resident. 


History: Opening words of para. 6 amended by 2007 Protocol, art. 3(1), to substitute 
“paragraphs 1, 2, 5, and 9” for “paragraphs 1, 2 and 5,”, effective as of the third taxable 
year that ends after December 15, 2008, but in no event shall it apply to include, in the 
determination of whether an enterprise is deemed to provide services through a perma- 
nent establishment under para. 9 of Art. V (Permanent Establishment) of the Conven- 
tion, any days of presence, services rendered, or gross active business revenues that 
occur or arise prior to January 1, 2010 (see art. 27(2) and (3)(c) under “Application of 
the 2007 Protocol” above). 


Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1). 


Technical Explanation [2007 Protocol]: Article 3 of the Protocol amends Article 
V (Permanent Establishment) of the Convention. Paragraph | of Article 3 of the Proto- 
col adds a reference in Paragraph 6 of Article IV to new paragraph 9 of Article V. 
Paragraph 2 of Article 3 of the Protocol sets forth new paragraphs 9 and 10 of Article 
V. 


Technical Explanation [1984]: Paragraph 6 provides that a fixed place of business 
used solely for, or an employee described in paragraph 5 engaged solely in, certain 
specified activities is not a permanent establishment, notwithstanding the provisions of 
paragraphs 1, 2, and 5. The specified activities are: a) the use of facilities for the pur- 
pose of storage, display, or delivery of goods or merchandise belonging to the resident 
whose business is being carried on; b) the maintenance of a stock of goods or merchan- 
dise belonging to the resident for the purpose of storage, display, or delivery, Cc) the 
maintenance of a stock of goods or merchandise belonging to the resident for the pur- 
pose of processing by another person; d) the purchase of goods or merchandise, or the 
collection of information; for the resident; and e) advertising, the supply of informa- 
tion, scientific research, or similar activities which have a preparatory or auxiliary char- 
acter, for the resident. Combinations of the specified activities have the same status. as 
any one of the activities. Thus, unlike the OECD Model Convention, a combination of 
the activities described in subparagraphs 6(a) through 6(e) need not be of a preparatory 
or auxiliary character (except as required by subparagraph 6(e)) in order to avoid the 
creation of a permanent establishment. The reference in paragraph 6(e) to specific ac- 
tivities does not imply that any other particular activities — for example, the servicing 
of a patent or a know-how contract or the inspection of the implementation of engineer- 
ing plans — do not fall within the scope of paragraph 6(e) provided that, based on the 
facts and circumstances, such activities have a preparatory or auxiliary character. 


7. A resident of a Contracting State shall not be deemed to have a 
permanent establishment in the other Contracting State merely be- 
cause such resident carries on business in that other State through a 
broker, general commission agent or any other agent of an indepen- 
dent status, provided that such persons. are acting in, the ordinary 
course of their business. 


Definitions: “business” — ITCIA 3, ITA 248(1); “person” — Art. III:1(e), ITCIA 3, 
Interpretation Act 35(1); “resident”? — Art. IV. 


Technical Explanation [1984]: Paragraph 7 provides that a resident of a Con- 
tracting State is not deemed to have a permanent establishment in the other Contracting 
State merely because such resident carries on business in the other State through a 
broker, general commission agent, or any other agent of independent status, provided 
that such persons are acting in the ordinary course of their business. 


8. The fact that a company which is a resident of a Contracting 
State controls or is controlled by a company which is a resident of 
the other Contracting State, or which carries on-business in’ that 
other State (whether through a permanent establishment or other- 
wise), shall not constitute either company a permanent establish- 
ment of the other. 


Definitions: “business” —ITCIA 3, ITA 248(1); “company” — Art. II:1(f); “resi- 
dent’ — Art. IV. 


Technical Explanation [1984]: Paragraph 8 states that the fact that a company 
which is a resident of one Contracting State controls or is controlled by a company 
which is either a resident of the other Contracting State or which is carrying on a busi- 
ness in the other State, whether through a permanent establishment or otherwise, does 
not automatically render either company a permanent establishment of the other. 


9. Subject to paragraph 3, where an enterprise of a Contracting 
State provides services in the other Contracting State, if that enter- 
prise is found not to have a permanent establishment in that other 
State by virtue of the preceding paragraphs of this Article, that en- 
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terprise shall be deemed to provide those services through a perma- 
nent establishment in that other State if and only if: 


(a) those services are performed in that other State by an indivi- 
dual who is present in that other State for a period or periods 
aggregating 183 days or more in any twelve-month period, and, 
during that period or periods, more than 50 percent of the gross 
active business revenues of the enterprise consists of income de- 
rived from the services performed in that other State by that in- 
dividual; or 


(b) the services are provided in that other State for an aggregate 
of 183 days or more in any twelve-month period with respect to 
the same or connected project for customers who are either re- 
sidents of that other State or who maintain a permanent estab- 
lishment in that other State and the services are provided in re- 
spect of that permanent establishment. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


2. Meaning of connected projects 


For the purposes of applying subparagraph (b) of paragraph 9 of Article V (Per- 
manent Establishment) of the Convention, it is understood that projects shall be 
considered to be connected if they constitute a coherent whole, commercially 
and geographically. 


New para. 9 added (former para. 9 renumbered as para. 10) by 2007 Protocol, art. 3(2), 
effective as of the third taxable year that ends after December 15, 2008, but in no event 
shall it apply to include, in the determination of whether an enterprise is deemed to 
provide services through a permanent establishment under para. 9 of Art. V (Permanent 
Establishment) of the Convention, any days of presence, services rendered, or gross 
active business revenues that occur or arise prior to January 1, 2010 (see art. 27(2) and 
(3)(c) under “Application of the 2007 Protocol” above). 


Definitions: “individual” — ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — 
Art. Ifl:1(i). 


Technical Explanation [2007 Protocol]: New paragraph 9 provides a special rule 
(subject to the provisions of paragraph 3) for an enterprise of a Contracting State that 
provides services in the other Contracting State, but that does not haye a permanent 
establishment by virtue of the preceding paragraphs of the Article. If (and only if) such 
an enterprise meets either of two tests as provided in subparagraphs 9(a) and 9(b), the 
enterprise will be deemed to provide those services through a permanent establishment 
in the other State. 


The first test as provided in subparagraph 9(a) has two parts. First, the services must be 
performed in the other State by an individual who is present in that other State for a 
period or periods aggregating 183 days or more in any twelve-month period. Second, 
during that period or periods, more than 50 percent of the gross active business reve- 
nues of the enterprise (including revenue from active business activities unrelated to 
the provision of services) must consist of income derived from the services performed 
in that State by that individual. If the enterprise meets both of these tests, the enterprise 
will be deemed to provide the services through a permanent establishment. This test is 
employed to determine whether an enterprise is deemed to have a permanent establish- 
ment by virtue of the presence of a single individual (i.e., a natural person). 


For the purposes of subparagraph 9(a), the term “gross active business revenues” shall 
mean the gross revenues attributable to active business activities that the enterprise has 
charged or should'charge for its active business activities, regardless of when the actual 
billing will occur or of domestic law rules concerning when such revenues should be 
taken into account for tax purposes. Such active business activities are not restricted-to 
the activities related to the provision of services. However, the term does not include 
income from passive investment activities. 


As an example of the application of subparagraph 9(a), assume that Mr. X, an indivi- 
dual resident in the United States, is one of the two shareholders and employees of 
USCo, a company resident in the United States that provides engineering services. Dur- 
ing the 12-month period beginning December 20 of Year 1 and ending December 19 of 
Year 2, Mr. X is present in Canada for periods totaling 190 days, and during those 
periods, 70 percent of all of the gross active business revenues of USCo attributable to 
business activities are derived from the services that Mr. X performs in Canada. Be- 
cause both of the criteria of subparagraph 9(a) are satisfied, USCo will be deemed to 
have a permanent establishment in Canada by virtue of that subparagraph. 


The second test as provided in subparagraph 9(b) provides that an enterprise will have 
a permanent establishment if the services are provided in the other State for an aggre- 
gate of 183 days or more in any twelve-month period with respect to the same or con- 
nected projects for customers who either are residents of the other State or maintain a 
permanent establishment in the other State with respect to which the services are pro- 
vided. The various conditions that have to be satisfied in order for subparagraph 9(b) to 
have application are described in detail below. 


In addition to meeting the 183-day threshold, the services must be provided for custom- 
ers who either are residents of the other State or maintain a permanent establishment in 
that State. The intent of this requirement is to reinforce the concept that unless there is 
a customer in the other State, such enterprise will not be deemed as participating suffi- 
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ciently in the economic life of that other State to warrant being deemed to have a per- 
manent establishment. 


Assume for example, that CanCo, a Canadian company, wishes to acquire USCo, a 
company in the United States. In preparation for the acquisition, CanCo hires Canlaw, 
a Canadian law firm, to conduct 'a due diligence evaluation of USCo’s legal and finan- 
cial standing in the United States. Canlaw sends a staff attorney to the United States to 
perform the due diligence analysis of USCo. That attomey is. present and working in 
the United States for greater than 183 days. If the remuneration paid to.Canlaw for the 
attorney’s services does not constitute more than 50 percent of Canlaw’s gross active 
business revenues for the period during which the attorney is present in the United 
States, Canlaw will not be deemed to provide the services through’a permanent estab- 
lishment in the United States by virtue of subparagraph 9(a). Additionally, because the 
services are being provided for a customer (CanCo) who neither is a resident of the 
United States nor maintains a permanent establishment in the United States to which 
the services are provided, Canlaw will also not; have a permanent establishment in the 
United States by virtue of subparagraph 9(b). 


Paragraph 9 applies only to the provision of services, and only to services provided by 
an enterprise to third parties. Thus, the provision does not have the effect of deeming 
an enterprise to have a permanent establishment merely because services are provided 
to that enterprise. Paragraph 9 only applies to services that are performed or provided 
by an enterprise of a:\Contracting State’ within the other Contracting State. It is therefore 
not sufficient that the relevant services be merely furnished to.a resident of the other 
Contracting State. Where, for example, an, enterprise, provides. customer support or 
other services by telephone or computer’ to customers located-in the other State, those 
would not be covered by paragraph 9 because they are not performed or provided by 
that enterprise within the other State. Another example would be that of an architect 
who is hired to design blueprints for the construction of a building in the other State. 
As part of completing the project, the architect must make site visits to that other State, 
and his days of presence there would be counted for purposes of determining whether 
the 183-day threshold is satisfied. However, the days that the architect spends working 
on the blueprint in his home office shall not count for purposes of the 183-day: thresh- 
old, because the architect is not performing or providing those services within the other 
State. 


For purposes of determining, whether the time; threshold has been met; subparagraph 
9(b). permits the aggregation of services that are. provided, with respect to connected 
projects. Paragraph 2 of the General Note provides that for purposes of subparagraph 
9(b), projects shall be considered to be connected if they constitute a coherent whole, 
commercially and geographically. The determination of whether projects are connected 
should be determined from the point of view of the enterprise (not that of the cus- 
tomer), and will depend on the facts and circumstances of each case. In determining the 
existence of commercial coherence, factors that would be relevant include: 1) whether 
the projects would, in the absence of tax planning considerations, have been concluded 
pursuant to a single contract; 2) whether the nature of the work involved under differ- 
ent projects is the same; and 3) whether the same individuals are providing the services 
under the different projects. Whether the work provided is covered by one or multiple 
contracts may be relevant, but not determinative, in finding that projects are commer- 
cially coherent. 


The aggregation rule addresses, for example, potentially abusive situations in which 
work has been artificially divided into separate components in order to avoid meeting 
the 183-day threshold. Assume’ for example, that a technology consultant has’ been 
hired to install a new computer system for a company in the other country. The work 
will take ten months to complete. However, the consultant: purports to divide: the work 
into two five-month projects with the intention of circumventing the rule in subpara- 
graph 9(b). In such case, even if the two projects were considered separate, they will be 
considered to be commercially coherent. Accordingly, subject to the additional require- 
ment of geographic coherence, the two projects could be considered to be connected, 
and could therefore be aggregated for purposes of subparagraph 9(b). In contrast, as- 
sume that the technology consultant is contracted to install a particular computer sys 
tem for a company, and is also hired by that. same company, pursuant to a separate 
contract, to train its employees on the use of another computer software that is unre= 
lated to the first system. In this second case, even though the contracts are both con- 
cluded. between the same two parties, there is no commercial coherence to the two 
projects, and the time spent fulfilling the two contracts may not be aggregated for pur- 
poses of subparagraph 9(b). Another example of projects that. do. not have commercial 
coherence would be the case of a law firm which, as one project provides tax advice to 
a customer from one portion. of its staff, and as another project provides: trade advice 
from another portion of its staff, both to the same customer. 


Additionally, projects, in order to be considered connected, must also constitute a geo- 
graphic whole: An example of projects that lack geographic coherence would be a case 
in which a consultant is hired to execute separate auditing projects at different branches 
of a bank located in different cities pursuant to a single contract. In such an example, 
while the consultant’s projects are commercially coherent, they are not geographically 
coherent and accordingly the services provided in the various branches shall not be 
aggregated for purposes of applying subparagraph 9(b). The services provided in each 
branch should be considered separately for purposes of subparagraph 9(b). 


The method of counting days for purposes of subparagraph 9(a) differs slightly from 
the method for subparagraph 9(b). Subparagraph 9(a) refers to days in which an indivi- 
dual is present in the other country. Accordingly, physical presence during a day is 
sufficient. In contrast, subparagraph 9(b) refers to days during which services are pro- 
vided by the enterprise in the other country. Accordingly, non-working days such as 
weekends or holidays would not count for purposes of subparagraph 9(b), as long as no 
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services are actually being provided while in the other country on those days. For the 
purposes of both subparagraphs, even if the enterprise sends many individuals simulta- 
neously to the other country to provide services, their collective presence during, one 
calendar day will count for only one day of the enterprise’s presence in the other coun- 
try. For instance, if an enterprise sends 20 employees to the other country to provide 
services to a client in the other country for 10 days, the enterprise will be considered 
present in the other country only for 10 days, not 200 days (20 employees x 10 days): 


By deeming the enterprise to provide services through a permanent establishment in the 
other Contracting State, paragraph 9 allows the application of Article VII (Business 
Profits), and accordingly, the taxation of the services shall be on a net-basis. Such taxa- 
tion is also limited to the profits attributable to the activities carried on in performing 
the relevant services. It will be important to ensure that only the profits properly attrib- 
utable to the functions performed and risks assumed by provision of the services will 
be attributed to: the deemed permanent establishment. 


In addition to new paragraph 9, Article 3 of the Protocol amends paragraph 6 of Article 
V of the Convention to include a reference to paragraph 9. Therefore, in no case will 
paragraph 9 apply to deem services to be provided through a permanent establishment 
if the services are limited to those mentioned in paragraph 6 which, if performed 
through a fixed place of business, would not make the fixed place of business a perma- 
nent establishment under the provisions of that paragraph. 


The competent authorities are encouraged to consider adopting rules.to reduce the po- 
tential for excess withholding or estimated tax payments with respect to employee 
wages that may result from the application of this paragraph. Further, because para- 
graph 6 of Article V applies notwithstanding paragraph 9, days spent on preparatory or 
auxiliary activities’ shall not be taken into account for purposes of applying subpara- 
graph 9(b). 


10. For the purposes of the Convention, the provisions of this Arti- 
cle shall be applied in determining whether any person has a perma- 
nent establishment in any State. 


History: Para. 9 renumbered as para. 10 by 2007 Protocol, art. 3(2); generally effec- 
tive with respect to taxable years beginning after 2008 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). 


Definitions: “person” — Art. II:1(e), ITCIA 3, Interpretation Act 35(1); “State” — 
Art. II: 1(i). 

Technical Explanation [2007 Protocol]: Paragraph 2 of Article 3 of the Protocol 
also sets forth new paragraph 10 of Article. V. The provisions of new paragraph 10 are 
identical to paragraph 9 of Article V as it existed prior to the Protocol. New paragraph 
10. provides that the provisions of Article V shall be applied in shots whether 
any person has. a permanent establishment in any State. 


Technical Explanation [1984]: Paragraph 9 [now 10 —ed.] provides that, for 
purposes of the Convention, the provisions of Article V apply in determining whether 
any person has a permanent establishment in any State. Thus, these provisions would 
determine whether a person other than a resident of Canada or the United States has a 
permanent establishment in Canada or the United States, and whether a person resident 
in Canada or the United States has a permanent establishment in a third State. 


Related Provisions [Art. V]: ITCIA 4 — Permanent establishment in Canada. 


Selected Cases [Art. V]: Dudney v. R., [2000] 2 C.T.C. 56 (FCA); aff’g [1999] 1 
C.T.C. 2267 (TCC) (Taxpayer had no “fixed base”). 


Interpretation Bulletins [Art. V]: IT-173R2: Capital gains derived in Canada by 
residents of the United States. 


Article Vi— Income from Real Property 


1. Income derived by a resident of a Contracting State from real 
property (including income from agriculture, forestry or other natu- 
ral resources) ‘situated in the other Contracting State may be taxed 
in that other State. 


Definitions: “real property” 
Art. TI:1(i). 


CRA Audit Manuai: 15.11.7: Tax treaties — income from real property. 


Technical Explanation [1984]: Paragraph 1 provides that income detived by a 
resident of a Contracting State from real property situated in the other Contracting State 
may be taxed by that other State. Income from real property includes, for purposes of 
Article VI, income from agriculture, forestry or other natural resources. Also, while 
“income derived ... from real property” includes income from rights such as an overrid- 
ing royalty or a net profits interest in a natural resource, it does not include income in 
the form of rights to explore for or exploit natural resources which a party receives as 
compensation for services (e.g., exploration services); the latter income is subject to the 
provisions of Article VII (Business Profits), XIV (Independent Personal Services), or 
XV (Dependent Personal Services), as the case may be. As provided by paragraph 3, 
paragraph 1 applies to income derived from the direct use, letting or use in any other 
form of real property and to income from the alienation of such property. 


— Art. VI:2, ITCIA 5; “resident” — Art. IV; “State” — 


2. For the. purposes of this Convention, the term “real. property” 
shall have the meaning which it has under the taxation laws of the 
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Contracting State in which the property in question is situated and 
shall include any option or similar right in respect thereof. The term 
shall in any case include usufruct of real property, rights to explore 
for or to exploit mineral deposits, sources and other natural re- 
sources and rights to amounts computed by reference to the amount 
or value of production from such resources; ships and aircraft shall 
not be regarded as real property. 


Related Provisions: ITCIA 5— Definition of “immovable property” and “real 
property”. 

Definitions: “mineral”, “property” —ITCIA 3, ITA 248(1); “usufruct’” — Quebec 
Civil Code art. 1120-1171. 


Technical Explanation [1984]: Generally speaking, the term “real property” has the 
meaning which it has under the taxation laws of the Contracting State in which the 
property in question is situated, in accordance with paragraph 2. In any case, the term 
includes any option or similar right in respect of real property, the usufruct of real 
property, and rights to explore for or to exploit mineral deposits, sources, and other 
natural resources. The reference to “rights to explore for or to exploit mineral deposits, 
sources and other natural resources” includes rights generating either variable (e.g., 
computed by reference to the amount of value or production) or fixed payments. The 
term “real property” does not include ships and aircraft. 


3. The provisions of paragraph | shall apply to income derived from 
the direct use, letting or use in any other form of real property and 
to income from the alienation of such property. 


Definitions: “property” — ITCIA 3, ITA 248(1); “real property” — Art. VI:2, ITCIA 
53 


Technical Explanation [1984]: Unlike Article XIII A of the 1942 Convention, 
Article VI does not contain an election to allow a resident of a Contracting State to 
compute tax on income from real property situated in the other State on a net basis. 
Both the Internal Revenue Code and the Income Tax Act of Canada generally allow for 
net basis taxation with respect to real estate rental income, although Canada does not 
permit such an election for natural resource royalties. Also, unlike the 1942 Convention 
which in Article XI imposes a 15 percent limitation on the source basis taxation of 
rental or royalty income from real property, Article VI of the Convention allows a 
Contracting State to impose tax on such income under its internal law. In Canada the 
rate of tax on resource royalties is 25 percent of the gross amount of the royalty, if the 
income is not attributable to a business carried on in Canada. In an exchange of notes to 
the Protocol, the United States and Canada agreed to resume negotiations, upon request 
by either country, to provide an appropriate limit on taxation in the State of source if 
either country subsequently increases its statutory tax rate now applicable to such roy- 
alties (25 percent in the case of Canada and 30 percent in the case of the United States). 


History: Article VI amended by 1983 Protocol, art. III. 


Interpretation Bulletins [Art. VI]: IT-173R2: Capital gains derived in Canada by 
residents of the United States. 


Article Vill — Business Profits 


1. The business profits of a resident of a Contracting State shall be 
taxable only in that State unless the resident carries on business in 
the other Contracting State through a permanent establishment situ- 
ated therein. If the resident carries on, or has carried. on, business as 
aforesaid, the business profits of the resident may be taxed in the 
other State but only so much of them as is attributable to that per- 
manent establishment. 


Related Provisions: ITA 248(1)‘treaty-protected business” — Business not subject 
to Canadian tax because of treaty; Art. V — Permanent establishment. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: : 


9. With reference to Article VII (Business Profits) 


It is understood that the business profits to be attributed to a permanent establish- 
ment shall include only the profits derived from the assets used, risks assumed 
and activities performed by the permanent establishment. The principles of the 
OECD Transfer Pricing Guidelines shall apply for purposes of determining the 
profits attributable to a permanent establishment, taking into account the differ- 
ent economic and legal circumstances of a single entity. Accordingly, any of the 
methods described therein as acceptable methods for determining an arm’s 
length result may be used to determine the income of a permanent establishment 
so long as those methods are applied in accordance with the Guidelines. In par- 
ticular, in determining the amount of attributable profits, the permanent estab- 
lishment shall be treated as having the same amount of capital that it would need 
to support its activities if it were a distinct and separate enterprise engaged in the 
same or similar activities. With respect to financial institutions other than insur- 
ance companies, a Contracting State may determine the amount of capital to be 
attributed to a permanent establishment by allocating the institution’s total equity 
between its various offices on the basis of the proportion of the financial institu- 
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tion’s risk-weighted assets attributable to each of them. In the case of an insur- 
ance company, there shall be attributed to a permanent establishment not only 
premiums earned through the permanent establishment, but that portion of the 
insurance company’s overall investment income from reserves and surplus that 
supports the risks assumed by the permanent establishment. 


Definitions: “business” —ITCIA 3, ITA 248(1); “permanent establishment” — Art. 
V:1; “resident” — Art. IV; “State” — Art. IIT:1(i). 


1.T. Technical News: 18 (Dudney case); 25 (e-commerce). 
CRA Audit Manual: 15.11.8: Tax treaties — business profits. 


Technical Explanation [1984]: Paragraph 1 provides that business profits of a 
resident of a Contracting State are taxable only in that State unless the resident carries 
on business in the other Contracting State through a permanent establishment situated 
in that other State. If the resident carries on, or has carried on, business through such a 
permanent establishment, the other State may tax such business profits but only so 
much of them as are attributable to the permanent establishment. The reference to a 
prior permanent establishment (“or has carried on’) makes clear that a Contracting 
State in which a permanent establishment existed has the right to tax the business prof- 
its attributable to that permanent establishment, even if there is a delay in the receipt or 
accrual of such profits until after the permanent establishment has been terminated. 


Any business profits received or accrued in taxable years in which the Convention has 
effect, in accordance with Article XXX (Entry Into Force), which are attributable to a 
permanent establishment that was previously terminated are subject to tax in the Con- 
tracting State in which such permanent establishment existed under the provisions of 
Article VII. 


2. Subject to the provisions of paragraph 3, where a resident of a 
Contracting State carries on, or has carried on, business in the other 
Contracting State through a permanent establishment. situated 
therein, there shall in each Contracting State be attributed to that 
permanent establishment the business profits which it might be ex- 
pected to make if it were a distinct and separate person engaged in 
the same or similar activities under the same or similar conditions 
and dealing wholly independently with the resident and with any 
other person related to the resident (within the meaning of para- 
graph 2 of Article [IX (Related Persons)). 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention’, states: 


5. Former permanent establishments and fixed bases 


It is understood that the modifications of paragraph 2 of Article VII (Business 
Profits), paragraph 4 of Article X (Dividends), paragraph 3 of Article XI (Inter- 
est) and paragraph 5 of Article XII (Royalties) of the Convention to refer to 
business having formerly been carried on through a permanent establishment 
confirm the negotiators’ shared understanding of the meaning of the existing 
provisions, and thus are clarifying only. 


Para. 2 amended to add “, or has carried on,” by 2007 Protocol, art. 4, generally effec- 
tive with respect to taxable years beginning after 2008 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). 


Definitions: “permanent establishment” — Art. V:1; “person” — Art. Ill:1(e), ITCIA 
3, Interpretation Act 35(1); “resident” — Art. IV. 


CRA Audit Manual: 15.11.8: Tax treaties — business profits. 


Technical Explanation [2007 Protocol]: Article 4 of the Protocol replaces para- 
graph 2 of Article VII (Business Profits). 


New paragraph 2 provides that where a resident of either Canada or the United States 
carries on (or has carried on) business in the other Contracting State through a perma- 
nent establishment in that other State, both Canada and the United States shall attribute 
to permanent establishments in their respective states those business profits which the 
permanent establishment might be expected to make if it were a distinct and separate 
person engaged in the same or similar activities under the same or similar conditions 
and dealing wholly independently with the resident and with any other person related to 
the resident. The term “related to the resident” is to be interpreted in accordance with 
paragraph 2 of Article IX (Related Persons). The reference to other related persons is 
intended to make clear that the test of paragraph 2 is not restricted to independence 
between a permanent establishment and a home office. 


New paragraph 2 is substantially similar to paragraph 2 as it existed before the Proto- 
col. However, in addition to the reference to a resident’ of a Contracting State who 
“carries on” business in the other Contracting State, the Protocol incorporates into the 
Convention the rule of Code section 864(c)(6) by adding “or has carried on” to address 
circumstances where, as a result of timing, income may be attributable to a permanent 
establishment that no longer exists in one of the Contracting States. In such cases, the 
income is properly within the scope of Article VII. Conforming changes are also made 
in the Protocol to Articles X (Dividends), XI (Interest), and XII (Royalties) of the Con- 
vention where Article VII would apply. As is explained in paragraph 5 of the General 
Note, these revisions to the Convention are only intended to clarify the application of 
the existing provisions of the Convention. 


The following example illustrates the application of paragraph 2. Assume a company 
that is a resident of Canada and that maintains a permanent establishment in the United 
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States winds up the permanent establishment’s business and sells the permanent estab- 
lishment’s inventory and assets to a U.S. buyer at the end of year 1 in exchange for an 
installment obligation payable in full at the end of year 3. Despite the fact that the 
company has no permanent establishment in the United States in year 3, the United 
States may tax the deferred income payment recognized by the company in year 3. 


The “attributable to” concept of paragraph 2 provides an alternative to the analogous 
but somewhat different “effectively connected” concept in Code section 864(c). De- 
pending on the circumstances, the amount of income “attributable to” a permanent es- 
tablishment under Article VII may be greater or less than the amount of income that 
would be. treated as “effectively connected” to a U.S. trade or business under Code 
section 864. In particular, in the case of financial institutions, the use of internal deal- 
ings to allocate income within an enterprise may produce results under Article VII that 
are significantly different than the results under the effectively connected income rules. 
For example, income from interbranch notional principal contracts may be taken into 
account under Article VII, notwithstanding that,such transactions may be ignored for 
purposes of U.S. domestic law. A taxpayer may use the treaty to reduce its taxable 
income, but may not use both treaty and Code rules where doing so would thwart the 
intent of either set of rules. See Rev. Rul. 84-17, 1984-1 C.B. 308. 


The profits attributable to a permanent establishment may be from sources within or 
without a Contracting State. However, as stated in the General Note, the business prof- 
its attributable to a permanent establishment include only those profits derived from the 
assets used, risks assumed, and activities performed by the permanent establishment. 


The language of paragraph 2, when combined with paragraph 3 dealing with the allow- 
ance of deductions for expenses incurred for the purposes of earning the profits, incor- 
porates the arm’s length standard for purposes of determining the profits attributable to 
a permanent establishment. The United States and Canada generally interpret the arm’s 
length standard in a manner consistent with the OECD Transfer Pricing Guidelines. 


Paragraph 9 of the General Note confirms that the arm’s length method of paragraphs 2 
and 3 consists of applying the OECD Transfer Pricing Guidelines, but taking into ac- 
count the different economic and legal circumstances of a single legal entity (as op- 
posed to separate but associated enterprises). Thus, any of the methods used in the 
Transfer Pricing Guidelines, including profits methods, may be used as appropriate and 
in accordance with the Transfer Pricing Guidelines. However, the use of the Transfer 
Pricing Guidelines applies only for purposes of attributing profits within the legal en- 
tity. It does not create legal obligations or other tax consequences that would result 
from transactions having independent legal significance. Thus, the Contracting States 
agree that the notional payments used to compute the profits that are attributable to a 
permanent establishment will not be taxed as if they were actual payments for purposes 
of other taxing provisions of the Convention, for example, for purposes of taxing a 
notional royalty under Article XII (Royalties). 


One example of the different circumstances of a single legal entity is that an entity that 
operates through branches rather than separate subsidiaries generally will have lower 
capital requirements because all of the assets of the entity are.available to support all of 
the entity’s liabilities (with some exceptions attributable to local regulatory restric- 
tions). This is the reason that most commercial banks and some insurance companies 
operate through branches rather than subsidiaries. The benefit that comes from such 
lower capital costs must be allocated among the branches in an appropriate manner. 
This issue does not arise in the case of an enterprise that operates through separate 
entities, since each entity will have to be separately capitalized or will have to compen- 
sate another entity for providing capital (usually through a guarantee). 


Under U.S. domestic regulations, internal “transactions” generally are not recognized 
because they do not have legal significance. In contrast, the rule provided by the Gen- 
eral Note is that such internal dealings may be used to attribute income to a permanent 
establishment in cases where the dealings accurately reflect the allocation of risk within 
the enterprise. One example is that of global trading in securities. In many cases, banks 
use internal swap transactions to transfer risk from one branch to a central location 
where traders have the expertise to manage that particular type of risk. Under para- 
graph 2 as set forth in the Protocol, such a bank may also use such swap transactions as 
a means of attributing income between the branches, if use of that method is the “best 
method” within the meaning of regulation section 1.482-1(c). The books of a branch 
will not be respected, however, when the results are inconsistent with a functional anal- 
ysis. So, for example, income from a transaction that is booked in a particular branch 
(or home office) will not be treated as attributable to that location if the sales and risk 
management functions that generate the income are performed in another location. 


The understanding in the General Note also affects the interpretation of paragraph 3 of 
Article VII. Paragraph 3 provides that in determining the business profits of a perma- 
nent establishment, deductions shall be allowed for the expenses incurred for the pur- 
poses of the permanent establishment, ensuring that business profits will be taxed on a 
net basis. This rule is not limited to expenses incurred exclusively for the purposes of 
the permanent establishment, but includes expenses incurred for the purposes of the 
enterprise as a whole, or that part of the enterprise that includes the permanent estab- 
lishment. Deductions are to be allowed regardless of which accounting unit of the en- 
terprise books the expenses, so long as they are incurred for the purposes of the perma- 
nent establishment. For example, a portion of the interest expense recorded on the 
books of the home office in one State may be deducted by a permanent establishment 
in the other. The amount of the expense that must be allowed as a deduction is deter- 
mined by applying the arm’s length principle. 

As noted above, paragraph 9 of the General Note provides that the OECD Transfer 
Pricing Guidelines apply, by analogy, in determining the profits attributable to a per- 
manent establishment. Accordingly, a permanent establishment may deduct payments 
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made to its head office or another branch in compensation for services performed for 
the benefit of the branch. The method to be used in calculating that amount will depend 
on the terms of the arrangements between the branches and head office. For example, 
the enterprise could have a policy, expressed in writing, under which each business unit 
could use the services of lawyers employed by the head office. At the end of each year, 
the costs of employing the lawyers would be charged to each business unit according to 
the amount of services used by that business unit during the year. Since this has the 
characteristics. of a,cost-sharing arrangement and the allocation of costs is based on the 
benefits received by each business unit, such a cost.allocation would be an acceptable 
means of determining a permanent establishment’s deduction for legal expenses. Alter- 
natively, the head office could agree to employ lawyers at its own risk, and to charge 


| an arm’s length price for legal services performed for a particular business unit. If the 


lawyers were under-utilized, and the ‘fees’? received from the business units were less 
than the cost of employing the lawyers, then the head office would bear the excess cost. 
If the “fees” exceeded the cost of employing the lawyers, then the head office would 
keep the excess to compensate it for assuming the risk of employing the lawyers, If the 
enterprise acted in accordance with this agreement, this method would be an acceptable 
alternative method for calculating a permanent establishment’s deduction for legal 
expenses. 


The General Note also makes clear that a permanent establishment cannot be funded 
entirely with debt, but must have sufficient capital to carry on its activities as if it were 
a distinct and separate enterprise. To the extent that the permanent establishment has 
not been attributed capital for profit attribution purposes, a Contracting State may attri- 
bute such capital to the permanent establishment, in accordance with the arm’s length 
principle, and deny an interest deduction to the extent necessary to reflect that capital 
attribution. The method prescribed by U.S. domestic law for making this attribution is 
found in Treas. Reg. section 1.882-5. Both section 1.882-5 and the method prescribed 
in the General Note start from the premise that all of the capital of the enterprise sup- 
ports all of the assets and risks of the enterprise, and therefore the entire capital of the 
enterprise must be allocated to its various businesses and offices. 


However, section 1.882-5 does not take into account the fact that some assets create 
more risk for the enterprise than do other assets. An independent enterprise would need 
less capital to support a perfectly-hedged U.S. Treasury security than it would need to 
support an equity security or other asset with significant market and/or credit risk. Ac- 
cordingly, in some cases section 1.882-5 would require a taxpayer to allocate more 
capital to the United States, and therefore would reduce the taxpayer’s interest deduc- 
tion more, than is appropriate. To’ address these cases, the General Note allows a tax- 
payer to apply a more flexible approach that takes into account the relative risk of its 
assets in the various jurisdictions in which it does business. In particular, in the case of 
financial institutions other than insurance companies, the amount of capital attributable 
to a permanent establishment is determined by allocating the institution’s total equity 
between its various offices on the basis of the proportion of the financial institution’s 
risk- weighted assets attributable to each of them. This recognizes the fact that financial 
institutions are in many cases required to risk-weight their assets for regulatory pur- 
poses and, in other cases, will do so for business reasons even if not required to do so 
by regulators. However, risk-weighting is more complicated than the method pre- 
scribed by section 1.882-5. Accordingly, to ease this administrative burden, taxpayers 
may choose to apply the principles of Treas. Reg. section 1.882-5(c) to determine the 
amount of capital allocable to its U.S. permanent establishment, in lieu of determining 
its allocable capital under the risk-weighted capital allocation method provided by the 
General Note, even if it has otherwise chosen the principles of Article VII rather than 
the effectively connected income rules of U.S. domestic law. It is understood that this 
election is not binding for purposes of Canadian taxation unless the result is in accor- 
dance with the arm’s length principle. 


As noted in the Convention, nothing in paragraph 3 requires a Contracting State to 
allow the deduction of any expenditure which, by reason of its nature, is not generally 
allowed as a deduction under the tax laws in that State. 


Technical Explanation [1984]: Paragraph 2 provides that where a resident of either 
Canada or the United States carries on business in the other Contracting State through a 
permanent establishment in that other State, both Canada and the United States shall 
attribute to that permanent establishment business profits which the permanent estab- 
lishment might be expected to make if it were a distinct and separate person engaged in 
the same or similar activities under the same or similar conditions and dealing wholly 
independently with the resident and with any other person related to the resident. The 
term “related to the resident” is to be interpreted in accordance ‘with paragraph 2 of 
Article IX (Related Persons). The reference to other related persons is intended to make 
clear that the test of paragraph 2 is not restricted to independence between a permanent 
establishment and a home office. 


3. In determining the business profits of a permanent establishment, 
there shall be allowed as deductions expenses which are incurred 
for the purposes of the permanent establishment, including execu- 
tive and general administrative expenses so incurred, whether in the 
State in which the permanent establishment is situated or elsewhere. 
Nothing in this paragraph shall require a Contracting State to allow 
the deduction of any expenditure which, by reason of its nature, is 
not generally allowed as a deduction under the taxation laws of that 
State. 


Definitions: “permanent establishment” — Art. V:1; “State” — Art. III:1(). 
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1.T. Technical News: 18 (Cudd Pressure case). 


Technical Explanation [1984]: Paragraph 3 provides that, in determining business 
profits of a permanent establishment, there are to be allowed as deductions those ex- 
penses which are incurred for the purposes of the permanent establishment, including 
executive and administrative expenses, whether incurred in the State in which the per- 
manent establishment is situated or in any other State. However, nothing in the para- 
graph requires Canada or the United States to allow a deduction for any expenditure 
which would not generally be allowed as a deduction under its taxation laws. The lan- 
guage of this provision differs from that of paragraph | of Article III of the 1942 Con- 
vention, which states that in the determination of net industrial and commercial profits 
of a permanent establishment there shall be allowed as deductions “all expenses, wher- 
ever incurred” as long as such expenses are reasonably allocable to the permanent es- 
tablishment. Paragraph 3 of Article VII of the Convention is not intended to have any 
implications for interpretation of the 1942 Convention, but is intended to assure that 
under the Convention deductions are allowed by a Contracting State which are gener- 
ally allowable by that State. 


4. No business profits shall be attributed to a permanent establish- 
ment of a resident of a Contracting State by reason of the use 
thereof for either the mere purchase of goods or merchandise or the 
mere provision of executive, managerial or administrative facilities 
or services for such resident. 


Definitions: “permanent establishment” — Art. V:1; “resident” — Art. IV. 


Technical Explanation [1984]: Paragraph 4 provides that no business profits are to 
be attributed to a permanent establishment of a resident of a Contracting State by rea- 
son of the use of the permanent establishment for merely purchasing goods or merchan- 
dise or merely providing executive, managerial, or administrative facilities or services 
for the resident. Thus, if a company resident in a Contracting State has a permanent 
establishment in the other State, and uses the permanent establishment for the mere 
performance of stewardship or other managerial services carried on for the benefit of 
the resident, this activity will not result in profits being attributed to the permanent 
establishment. 


5. For the purposes of the preceding paragraphs, the business profits 
to be attributed to a permanent establishment shall be determined by 
the same method year by year unless there is good and sufficient 
reason to the contrary. 


Definitions: “permanent establishment” — Art. V:1. 


Technical Explanation [1984]: Paragraph 5 provides that business profits are to be 
attributed to a permanent establishment by the same method in every taxable period 
unless there is good and sufficient reason to change such method. In the United States, 
such a change may be a change in accounting method requiring the approval of the 
Internal Revenue Service. 


6. Where business profits include items of income which are dealt 
with separately in other Articles of this Convention, then the provi- 
sions of those Articles shall not be affected by the provisions of this 
Article. 


Technical Explanation [1984]: Paragraph 6 explains the relationship between the 
provisions of Article VII and other provisions of the Convention. Where business prof- 
its include items of income which are dealt with separately in other Articles of the 
Convention, those other Articles are controlling. 


7. For the purposes of the Convention, the business profits attributa- 
ble to a permanent establishment shall include only those profits 
derived from the assets or activities of the permanent establishment. 


Definitions: “permanent establishment” — Art. V:1. 


Technical Explanation [1984]: Paragraph 7 provides a definition for the term 
“attributable to.” Profits “attributable to” a permanent establishment are those derived 
from the assets or activities of the permanent establishment. Paragraph 7 does not pre- 
clude Canada or the United States from using appropriate domestic tax law rules of 
attribution. The “attributable to” definition does not, for example, preclude a taxpayer 
from using the rules of section 1.864-4(c)(5) of the Treasury Regulations to assure for 
U.S. tax purposes that interest arising in the United States is attributable to a permanent 
establishment in the United States. (Interest arising outside the United States is attribu- 
table to a permanent establishment in the United States based on the principles of Reg- 
ulations sections 1.864-5 and 1.864-6 and Revenue Ruling 75-253, 1975-2 C.B. 203.) 
Income that would be taxable under the Code and that is “attributable to” a permanent 
establishment under paragraph 7 is taxable pursuant to Article VII, however, even if 
such income might under the Code be treated as fixed or determinable annual or peri- 
odical gains or income not effectively connected with the conduct of a trade or business 
within the United States. The “attributable to” definition means that the limited “force- 
of-attraction” rule of Code section 864(c)(3) does not apply for U.S. tax purposes under 
the Convention. 


Selected Cases [Art. VII]: Sumner v. R., [2000] 2 C.T.C. 2359 (TCC) (Performer’s 
“Joan-out’” company subject to Canadian tax). 


Canada—U.S. Tax Convention 


Article Vill — Transportation 


1. Notwithstanding the provisions of Articles VII (Business Profits), 
XII (Royalties) and XIII (Gains), profits derived by a resident of a 
Contracting State from the operation of ships or aircraft in interna- 
tional traffic, and gains derived by a resident of a Contracting State 
from the alienation of ships, aircraft or containers (including trailers 
and related equipment for the transport of containers) used princi- 
pally in international traffic, shall be exempt from tax in the other 
Contracting State. 

Related Provisions: Art. Ill:1(h) — Meaning of “international traffic’; ITA 
81(1)(c) — Exemption for income from ship or aircraft in international traffic. 
History: Para. 1 amended by 1983 Protocol, art. IV. 

Definitions: “international traffic” — Art. III:1(h); “resident” — Art. IV. 


Technical Explanation [1984]: Paragraph 1 provides that profits derived by a 
resident of a Contracting State from the operation of ships or aircraft in international 
traffic are exempt from tax in the other Contracting State, even if, under Article VII 
(Business Profits), such profits are attributable to a permanent establishment. Paragraph 
1 also provides that gains derived by a resident of a Contracting State from the aliena- 
tion of ships, aircraft or containers (including trailers and related equipment for the 
transport of containers) used principally in international traffic are exempt from tax in 
the other Contracting State even if, under Article XIII (Gains), those gains would be 
taxable in that other State. These rules differ from Article V of the 1942 Convention, 
which conditions the exemption in the State of source on registration of the ship or 
aircraft in the other State. Paragraph | also applies notwithstanding the provisions of 
Article XII (Royalties). Thus, to the extent that profits described in paragraph 2 would 
also fall within Article XII (Royalties) (e.g., rent from the lease of a container), the 
provisions of Article VIII are controlling. 


2. For the purposes of this Convention, profits derived by a resident 
of a Contracting State from the operation of ships or aircraft in in- 
ternational traffic include profits from: 


(a) the rental of ships or aircraft operated in international traffic; 


(b) the use, maintenance or rental of containers (including trail- 
ers and related equipment for the transport of containers) used in 
international traffic; and 


(c) the rental of ships, aircraft or containers (including trailers 
and related equipment for the transport of containers) provided 
that such profits are incidental to profits referred to in paragraph 
1, 2(a) or 2(b). 
Related Provisions: Art. III:1(h) — Meaning of “international traffic’. 
Definitions: “international traffic” — Art. III:1(h); “resident” — Art. IV. 


Technical Explanation [1984]: Paragraph 2(a) provides that profits covered by 
paragraph | include profits from the rental of ships or aircraft operated in international 
traffic. Such rental profits are included whether the rental is on a time, voyage, or 
bareboat basis, and irrespective of the State of residence of the operator. 


Paragraph 2(b) provides that profits covered by paragraph 1 include profits derived 
from the use, maintenance or rental of containers, including trailers and related equip- 
ment for the transport of containers, if such containers are used in international traffic. 


Paragraph 2(c) provides that profits covered by paragraph 1 include profits derived by a 
resident of a Contracting State from the rental of ships, aircraft, or containers (includ- 
ing trailers and related equipment for the transport of containers), even if not operated 
in international traffic, as long as such profits are incidental to profits of such person 
referred to in paragraphs 1, 2(a), or 2(b). 


3. Notwithstanding the provisions of Article VII (Business Profits), 
profits derived by a resident of a Contracting State from a voyage of 
a ship where the principal purpose of the voyage is to transport pas- 
sengers or property between places in the other Contracting State 
may be taxed in that other State. 


Related Provisions: Art. XV:3 — Exemption for employees’ income. 


Definitions: “property” —ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — 
Art. If:1(i). 


Technical Explanation [1984]: Paragraph 3 states that profits derived by a resident 
of a Contracting State from a voyage of a ship where the principal purpose of the voy- 
age is to transport passengers or property between points in the other Contracting State 
is taxable in that other State, whether or not the resident maintains a permanent estab- 
lishment there. Paragraph 3 overrides the provisions of Article VII. Profits from such a 
voyage do not qualify for exemption under Article VIII by virtue of the definition of 
“international traffic” in paragraph 1(h) of Article III (General Definitions). However, 
profits from a similar voyage by aircraft are taxable in the Contracting State of source 
only if the profits are attributable to a permanent establishment maintained in that 
State. 
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4. Notwithstanding the provisions of Articles VII (Business Profits) 
and XII (Royalties), profits of a resident of a Contracting State: en- 
gaged in the operation of motor vehicles or a railway. as a common 
carrier.or a contract. carrier derived from: 


(a) the transportation of passengers or property between a point 
outside the other Contracting State and any other point; or 


(b) the rental of motor vehicles (including trailers) or railway 
rolling stock, or the use, maintenance or rental of containers (in- 
cluding trailers and related equipment for the: transport of con- 
tainers) used to transport passengers or property between a point 
outside the other Contracting State and any other point 


shall be exempt from tax in that other Contracting State. 
Related Provisions: Art. XV:3 — Exemption for employees’ income. 


Definitions: “motor vehicle”, “property” — ITCIA 3, ITA 248(1); “resident” — Art. 
IV. A 

Technical Explanation [1984]: Paragraph 4 provides that profits derived by a 
resident of a Contracting State engaged in the operation of motor vehicles or a railway 
as a common carrier or contract carrier, and attributable to the transportation of passen- 
gers or property between a point outside the other Contracting State and any other point 
are exempt from tax in that other State, In addition, profits of such a person from the 
rental of motor vehicles (including trailers) or railway rolling stock, or from the use, 
maintenance, or rental of containers (including trailers and related equipment for the 
transport of containers) used to transport passengers or property between a point 
outside the other Contracting State and any other point are exempt from tax in that 
other State. 


5. The provisions of paragraphs 1, 3 and 4 shall also apply to profits 
or gains referred to in those paragraphs derived by a resident of a 
Contracting State from the participation in a pool, a joint business 
or.an international operating agency, 

Definitions: “resident” — Art. IV. 

Technical Explanation [1984]: Paragraph’ 5 provides that a resident of a Con- 
tracting State that participates in a pool, a joint business, or an international operating 
agency is subject to the provisions of paragraphs 1, 3, and 4 with respect to the profits 
or gains referred to in paragraphs 1, 3, and 4. 


6. Notwithstanding the provisions of Article XII (Royalties), profits 
derived by a resident of a Contracting State from the use, mainte- 
nance or rental of railway rolling stock, motor vehicles, trailers or 
containers (including trailers and related equipment for the transport 
of containers) used in the other Contracting State for a period or 
periods not expected to exceed in the aggregate 183 days in any 
twelve-month period shall be exempt from tax in the other, Con- 
tracting State except to the extent that such profits are attributable 
to a permanent establishment in the other State and liable to tax in 
the other State by reason of Article VII (Business Profits). 


Definitions: “motor vehicle” — ITCIA 3, ITA 248(1); “permanent establishment” — 
Art. V:1; “resident” — Art. IV; “State” — Art. If:1@). 


Technical Explanation [1984]: Paragraph 6 states that profits derived by a resident 
of a Contracting State from the use, maintenance, or rental of railway rolling stock, 
motor vehicles, trailers, or containers (including trailers and related equipment for the 
transport of containers) used in the other Contracting State for a period not expected to 
exceed 183 days in the aggregate in any 12-month period are exempt from tax in that 
other State except to the extent that the profits are attributable to a permanent establish- 
ment, in which case the State of source has the right to tax under Article VII. The 
provisions of paragraph 6, unlike the provisions of paragraph 4, apply whether or not 
the resident is engaged in the operation of motor vehicles or a railway as a common 
carrier or contract carrier. Paragraph 6 overrides the provisions of Article XII) (Royal- 
ties), which would otherwise permit taxation in the State of source in the circumstances 
described. 

Gains from. the alienation of motor vehicles and railway rolling stock derived by a 
resident of a Contracting State are not affected by paragraph 4 or 6. Such gains would 
be taxable in the other Contracting State, however, only if the motor vehicles or rolling 
stock formed part of a permanent establishment maintained there. See paragraphs 2 and 
4 of Article XIII. 


Article IX — Related Persons 


1, Where a person in a Contracting State and a person in the other 
Contracting State are related and where the arrangements between 
them differ from those which would be made between unrelated 
persons, each State may adjust the amount of the income, loss or tax 
payable to reflect the income, deductions, credits or. allowances 


Art. IX 


which would, but for those arrangements, have been taken into ac- 
count in computing such income, loss or tax. 


| Related Provisions: ITA 247 — Transfer pricing adjustments. 


Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1); “related” — 
Art. [X:2; “State” — ‘Art. TII:1(i). 


Technical Explanation, [1984]: Paragraph 1 authorizes Canada and the. United 
States, as the case may be, to adjust the amount of income, loss, or tax, payable by a 
person with respect to arrangements between that person and a related person in the 
other Contracting State. Such adjustment may be made when arrangements between 
related’ persons differ from those that would obtain between unrelated persons. The 
term “person” encompasses a company resident in a third State with, for example, a 


| permanent establishment in a Contracting State. 


2. For the purposes of this Article, a person shall be deemed to be 
related to another person if either person participates directly or in- 
directly in the management or control of the other, or if any third 
person or persons participate directly or indirectly in the manage- 
ment or control of both. 


Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1). 


Technical Explanation [1984]: Paragraph 2 provides that, for the purposes of 
Article IX, a person is deemed to be related to another person if either participates 
directly or indirectly in the management or control of the other or if any third person or 
persons participate directly or indirectly in the management or control of both. Thus, if 
a resident of any State controls directly or indirectly a company resident in Canada and 
a company resident in the United States, such companies’ are considered to’be related 
persons for purposes of Article IX. Article IX and the definition of “related person” in 
paragraph 2 may encompass situations that would not be covered by provisions in the 
domestic laws of the Contracting States. Nor is the paragraph 2 definition controlling 
for the definition of “related person” or similar terms appearing in other Articles of the 
Convention. Those terms are defined as provided in paragraph 2 of Article If] (General 
Definitions). 


3. Where an, adjustment. is made:or.to be made bya Contracting 
State in accordance with paragraph 1, the other Contracting State 
shall (notwithstanding any time or procedural limitations in the do- 
mestic law. of that other State) make a corresponding adjustment to 
the income, loss or tax of the related person in that other State if: 


(a) it agrees with the first-mentioned adjustment; and 


(b) within six years from the end of the taxable year to which the 
first-mentioned adjustment relates, the competent authority of 
the other State has been notified of the first-mentioned adjust- 
ment. The competent authorities, however, may agree to con- 
sider cases where the corresponding adjustment would not other- 
wise be barred by any time or procedural] limitations in the other 
State, even if the notification is not: made within the six-year 
period. 


History: Para. 3 amended by 1995 Protocol, art. 4, generally effective with respect to 
taxable years begining on or after January 1, 1996 (see art. 21(2) under “Application of 
the 1995 Protocol” above). Para. 3 formerly, read: 


3. Where an adjustment is made or to be made by a-Contracting State in accor- 
dance with paragraph 1, the other Contracting State shall (notwithstanding any 
time or procedural limitations in the domestic law of that other State) make a 
corresponding adjustment to the income, loss or tax of the related person in that 
other State if: 


(a) it agrees with the first-mentioned adjustment; and 


(b) within six years from the end of the taxable year to which the first-men- 
tioned adjustment relates, the competent authority of the other State has been 
notified of the first-mentioned adjustment. 


Definitions: “competent authority” — Art. II:1(g); “person” — Art. IfI:1(e), ITCIA 
3, Interpretation Act 35(1); “related” — Art. [X:2; “State” — Art. II:1(i). 


Technical. Explanation [1995 Protocol]: Article 4 of the Protocol amends 
paragraphs 3 and 4 of Article IX (Related Persons) of the Convention. Paragraph 1 of 
Article IX authorizes a Contracting State to adjust the amount of income, loss, or tax 
payable by a person with respect to arrangements between that person and: a related 
person in the other Contracting ‘State, when such arrangements differ from those that 
would obtain between unrelated persons. Under the present Convention, if an adjust- 
ment is made or to be made by'a Contracting State under paragraph 1, paragraph 3 
obligates the other Contracting State to make a'corresponding adjustment if two condi- 
tions are satisfied: (1) the other Contracting State agrees with the adjustment made or 
to! be made by the first Contracting State, and (2) the competent:authority of the other 


| Contracting State has received notice of the first adjustment within six years of the end 


of the taxable year to which that adjustment relates. If notice is not given within the 
six-year period, and if the person:to whom the first adjustment relates is not notified of 
the adjustment at least six months prior to the end of the six-year period, paragraph 4 of 
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Art. IX 


Article IX of the present Convention requires that the first Contracting State withdraw 
its adjustment, to the extent necessary to avoid double taxation, 


Article 4 of the Protocol amends paragraphs 3 and 4 of Article IX to prevent taxpayers 
from using the notification requirements of the present Convention to avoid adjust- 
ments. Paragraph 4, as amended, eliminates the requirement that a Contracting State 
withdraw an adjustment if the notification requirement of paragraph 3 has not been 
met. Paragraph 4 is also amended to delete the requirement that the taxpayer be notified 
at least six months before expiration of the six-year period specified in paragraph 3. 


As amended by the Protocol, Article IX also explicitly authorizes the competent au- 
thorities to relieve double taxation in appropriate cases, even if the notification require- 
ment is not satisfied. Paragraph 3 confirms that the competent authorities may agree to 
a corresponding adjustment if such an adjustment is not otherwise barred by time or 
procedural limitations such as the statute of limitations. Paragraph 4 provides that the 
competent authority of the State making the initial adjustment may grant unilateral re- 
lief from double taxation in other cases, although such relief is not obligatory. 


Technical Explanation [1984]: Paragraph 3 provides that where, pursuant to para- 
graph 1, an adjustment is made or to be made by a Contracting State, the other Con- 
tracting State shall make a corresponding adjustment to the income, loss, or tax of the 
related person in that other State, provided that the other State agrees with the adjust- 
ment and, within six years from the end of the taxable year of the person in the first 
State to which the adjustment relates, the competent authority of the other State has 
been notified in writing of the adjustment. The reference to an adjustment which “is 
made or to be made” does not require a Contracting State to formally propose an ad- 
justment before paragraph 3 becomes pertinent. The notification required by paragraph 
3 may be made by any of the related persons involved or by the competent authority of 
the State which makes or is to make the initial adjustment. The notification must give 
details regarding the adjustment sufficient to apprise the competent authority receiving 
the notification of the nature of the adjustment. If the requirements of paragraph 3 are 
complied with, the corresponding adjustment will be made by the other Contracting 
State notwithstanding any time or procedural limitations in the domestic law of that 
State. 


4. In the event that the notification referred to in paragraph 3 is not 
given within the time period referred to therein, and the competent 
authorities have not agreed to otherwise consider the case in accor- 
dance with paragraph 3(b), the competent authority of the Con- 
tracting State which has made or is to make the first-mentioned ad- 
justment may provide relief from double taxation where 
appropriate. 


History: Para. 4 amended by 1995 Protocol, art. 4, generally effective with respect to 
taxable years begining on or after January 1, 1996 (see art. 21(2) under “Application of 
the 1995 Protocol” above). Para. 4 formerly read: 


4. In the event that the notification referred to in paragraph 3 is not given within 
the time period referred to therein, and if the person to whom the first-mentioned 
adjustment relates has not received, at least six months prior to the expiration of 
such time period, notification of such adjustment from the Contracting State 
which has made or is to make such adjustment that State shall, notwithstanding 
the provisions of paragraph 1, not make the first-mentioned adjustment to the 
extent that such adjustment would give rise to double taxation. 


Definitions: “competent authority” — Art. III:1(g). 
Technical Explanation [1995 Protocol]: See under para. 3. 


Technical Explanation [1984]: Paragraph 4 provides that in a case where the other 
Contracting State has not been notified as provided in paragraph 3 and if the person 
whose income, loss, or tax is being adjusted has not received notification of the adjust- 
ment within five and one-half years from the end of its taxable year to which the ad- 
justment relates, such adjustment shall not be made to the extent that the adjustment 
would give rise to double taxation between the United States and Canada. Again, the 
notification referred to in this paragraph need not be a formal adjustment, but it must be 
in writing and must contain sufficient details to permit the taxpayer to give the notifica- 
tion referred to in paragraph 3. 


If, for example, the Internal Revenue Service proposes to make an adjustment to the 
income of a U.S. company pursuant to Code section 482, and the adjustment involves 
an allocation of income from a related Canadian company, the competent authority of 
Canada must receive written notification of the proposed IRS adjustment within six 
years from the end of the taxable year of the U.S. company to which the adjustment 
relates. If such notification is not received in a timely fashion and if the U.S. company 
does not receive written notification of the adjustment from the IRS within 5'/ years 
from the end of its relevant taxable year, the IRS will unilaterally recede on the pro- 
posed section 482 adjustment to the extent that this adjustment would otherwise give 
rise to double taxation between the United States and Canada. The Internal Revenue 
Service will determine whether and to what extent the adjustment would give rise to 
double taxation with respect to income arising in Canada by examining the relevant 
facts and circumstances such as the amount of foreign tax credits attributable to Cana- 
dian taxes paid by the U.S. company, including any carryovers and credits for deemed 
paid taxes. 
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5. The provisions of paragraphs 3 and 4 shall not apply in the case 
of fraud, willful default or neglect or gross negligence. 

Technical Explanation [1984]: Paragraph 5 provides that neither a corresponding 
adjustment described in paragraph 3 nor the cancelling of an adjustment described in 
paragraph 4 will be made in any case of fraud, willful default, neglect, or gross negli- 
gence on the part of the taxpayer or any related person. 

Paragraphs 3 and 4 of Article IX are exceptions to the “saving clause” contained in 
paragraph 2 of Article XXIX (Miscellaneous Rules), as provided in paragraph 3(a) of 
Article XXIX. Paragraphs 3 and 4 of Article IX apply to adjustments made or to be 
made with respect to taxable years for which the Convention has effect as provided in 
paragraphs 2 and 5 of Article XXX (Entry Into Force). 


Article X — Dividends 


1. Dividends paid by a company which is a resident of a Con- 
tracting State to a resident of the other Contracting State may be 
taxed in that other State. 

Definitions: “company” — Art. II:1(f); “dividends” — Art. X:3, “resident” — Art. 
IV; “State” — Art. II:1(i): 

Technical Explanation [1984]: Paragraph | allows a Contracting State to impose 


tax on its residents with respect to dividends paid by a company which is a resident of 
the other Contracting State. 


2. However, such dividends may also be taxed in the Contracting 
State of which the company paying the dividends is a resident and 
according to the laws of that State; but if a resident of the other 
Contracting State is the beneficial owner of such dividends, the tax 
so charged shall not exceed: 


(a) 5 per cent of the gross amount of the dividends if the benefi- 
cial owner is a company which owns at least 10 per cent of the 
voting stock of the company paying the dividends (for this pur- 
pose, a company that is a resident of a Contracting State shall be 
considered to own the voting stock owned by an entity that is 
considered fiscally transparent under the laws of that State and 
that is not a resident of the Contracting State of which the com- 
pany paying the dividends is a resident, in proportion to the 
company’s ownership interest in that entity); 


(b) 15 per cent of the gross amount of the dividends in all other 
cases. 


This paragraph shall not affect the taxation of the company in re- 
spect of the profits out of which the dividends are paid. 


Related Provisions: ITA 104(16) — Income trust distributions treated as dividends; 
ITA 260(8.2) — Payment under securities lending arrangement; Art. XXIV:2 — Credit 
for underlying US tax paid; Art. XXIX-A — Limitation on benefits. 


History: Subpara. 2(a) amended to add “(for this purpose, a company that is a resident 
of a Contracting State shall be considered to own the voting stock owned by an entity 
that is considered fiscally transparent under the laws of that State and that is not a 
resident of the Contracting State of which the company paying the dividends is a resi- 
dent, in proportion to the company’s ownership interest in that entity)” by 2007 Proto- 
col, art. 5(1), effective with respect to taxable years beginning after 2008, but in respect 
of taxes withheld at source, for amounts paid or credited on or after February 1, 2009 
(see art. 27(2) under “Application of the 2007 Protocol” above). 


Subpara. 2(a) amended by 1995 Protocol, art. 5(1), effective for amounts paid. or 
credited on or after January 1, 1997. For 1996 the rate is 6% and before 1996 the rate 
was 10% (see art. 21(2)(a) under “Application of the 1995 Protocol” above). Subpara. 
2(a) formerly read: 


(a) 10 per cent of the gross amount of the dividends if the beneficial owner is a 
company which owns at least 10 per cent of the voting stock of the company 
paying the dividends; 
Definitions: “company” — Art. III: 1(f); “dividends” — Art. X:3; “resident” — Art. 
IV; “State” — Art. TII:1@). 


1.T. Technical News: 38 (limited liability company under the Protoco)). 


Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 


Technical Explanation [2007 Protocol]: Article 5 makes a number of amend- 
ments to Article X (Dividends) of the existing Convention. As with other benefits of 
the Convention, the benefits of Article X are available to a resident of a Contracting 
State only if that resident is entitled to those benefits under the provisions of Article 
XXIX A (Limitation on Benefits). 


See the Technical Explanation for new paragraphs 6 and 7 of Article [V(Residence) for 
discussion regarding the interaction between domestic law concepts of beneficial own- 
ership and the treaty rules to determine when a person is considered to derive an item 
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Arti X — Dividends 


of income for purposes of obtaining benefits of the Convention such as withholding 
rate. reductions. 


Paragraph 1 


Paragraph 1 of Article 5 of the Protocol replaces subparagraph 2(a) of Article X of the 
Conyention. In general, paragraph 2 limits the amount of tax that may be imposed on 
dividends by the Contracting State in which the company paying the dividends is resi- 
dent if the beneficial owner of the dividends is a resident of the other Contracting State. 
Subparagraph 2(a) limits the rate to 5 percent of the gross amount of the dividends if 
the beneficial owner is a company that owns 10 percent or more of the voting stock of 
the company paying the dividends. 


The Protocol adds a parenthetical to address the determination of the requisite owner- 
ship set forth in subparagraph 2(a) when the beneficial owner of dividends receives the 
dividends through an entity that is considered fiscally transparent in the beneficial 
owner’s Contracting State. The added parenthetical stipulates that voting stock in a 
company paying the dividends that is indirectly held through an entity that is consid- 
ered fiscally transparent in the beneficial owner’s Contracting State is taken into ac- 
count, provided tHe entity is not a resident of the other Contracting State. The United 
States views the new parenthetical as merely a clarification. 


For example, assume USCo, a.U.S. corporation, directly owns 2 percent of the voting 
stock of CanCo, a Canadian company that is considered a corporation in the United 
States and Canada. Further, assume that USCo owns 18 percent of the interests in LLC, 
an entity that in turn owns 50 percent of the voting stock of CanCo, CanCo pays.a 
dividend to, each of its shareholders. Provided that LLC is fiscally, transparent in the 
United States and not considered a.resident of Canada, USCo’s 9 percent ownership. in 
CanCo through LLC (50. percent x 18 percent) is taken into, account in determining 
whether USCo meets the 10: percent ownership threshold set forth in subparagraph 2(a). 
In this example, USCo may aggregate its voting stock interests in CanCo that it owns 
directly and through LLC to determine if it satisfies the ownership requirement of sub- 
paragraph 2(a).. Accordingly, USCo will be entitled to the 5 percent rate of withholding 
on dividends paid with respect to both its voting stock held through LLC and its voting 
stock held directly. Alternatively, if, for example, all of the shareholders of LLC were 
natural persons, the 5 percent rate would not apply. 


Technical Explanation [1995 Protocol]: See under para. 7. 


Technical Explanation [1984]: Paragraph 2 limits the amount of tax that may be 
imposed on such dividends by the Contracting State in which the company paying the 
dividends is resident if the beneficial owner of the dividends is a resident of the other 
Contracting State. The limitation is 10 percent of the gross amount of the dividends if 
the beneficial owner is a company that owns 10 percent or more of the voting stock of 
the company paying the dividends; and 15 percent of the gross amount of the dividends 
in all other cases. Paragraph 2 does not impose any restrictions with respect to taxation 
of the profits out of which the dividends are paid. 


3. For the purposes of this Article, the term ‘dividends’ means in- 
come from shares or other rights, not being debt-claims, participat- 
ing in profits, as well as income that is subjected to the same taxa- 
tion treatment as income from shares under the laws of the State of 
which the payer is a resident. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


3. Definition of the term “dividends” 


It is understood that distributions from Canadian income trusts and royalty trusts 
that are treated as dividends under the taxation laws of Canada shall be consid- 
ered dividends for the purposes of Article X (Dividends) of the Convention. 


Para. 3 amended by 2007 Protocol, art. 5(2), effective with respect to taxable years 
beginning after 2008, but in respect of taxes withheld at source, for amounts paid or 
credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


3. The term “dividends” as used in this Article means income from shares or 
other rights, not being debt-claims, participating in profits, as well as income 
subjected to the same taxation treatment as income from shares by the taxation 
laws of the State of which the company making the distribution is a resident. 


Definitions: “resident” — Art. IV; “share” — ITCIA 3, ITA 248(1); “State” — Art. 
UI:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 2 of Article 5 of the Protocol 
replaces the definition of the term “dividends” provided in paragraph 3 of Article X of 
the Convention. The new definition conforms to the U.S. Model formulation. Para- 
graph 3 defines the term dividends broadly and flexibly, The definition is intended to 
cover all arrangements that yield a return on an equity investment in a corporation as 
determined under the tax law of the source State, as well as arrangements that might be 
developed in the future. 


The term dividends includes income from shares, or other corporate rights that are not 
treated as debt under the law of the source State, that participate in the profits of the 
company. The term also includes income that is subjected to the same tax treatment as 
income from shares by the law of the source State. Thus, for example, a constructive 
dividend that results'from a non-arm’s length transaction between a corporation and a 
related party is a dividend. In the case of the United States the term “dividend” includes 


Art. X 


amounts treated as a dividend under U.S. law upon the sale or redemption of shares or 
upon a transfer of shares in a reorganization. See, e.g., Rev. Rul. 92-85, 1992-2 C.B. 69 
(sale of foreign subsidiary’s stock to U.S. sister company is a deemed dividend to ex- 
tent of the subsidiary’s and sister company’s earnings and profits). Further, a distribu- 
tion from a U.S. publicly traded limited partnership that is taxed as a corporation under 
U.S. law is a dividend for purposes of Article X. However, a distribution by a limited 
liability company is not considered by the United States to be a dividend for purposes 
of Article X, provided the limited liability company is not characterized as an associa- 
tion taxable as a. corporation under U.S. law. 


Paragraph 3 of the General Note states that distributions from Canadian income trusts 
and royalty trusts that are treated as dividends as a result of changes to Canada’s taxa- 
tion of income and royalty trusts enacted in 2007 (S.C. 2007, c. 29) shall be treated as 
dividends for the purposes of Article X. 


Additionally, a payment denominated as interest that is made by a thinly capitalized 
corporation may be treated as a dividend to the extent that the debt is recharacterized’as 
equity under the laws of the source State. At the time the Protocol was signed, interest 
payments subject to Canada’s thin-capitalization rules were not recharacterized as 
dividends. 


Technical Explanation [1984]: Paragraph 3 defines the term “dividends,” as the 
term is used in this Article. Each Contracting State is permitted to apply its domestic 
law rules for differentiating dividends from interest and other disbursements. 


4. The provisions of paragraph 2 shall not apply if the beneficial 
owner of the dividends, being a resident of a Contracting State, car- 
ries on, or has carried on, business in the other Contracting State of 
which the company paying the dividends is a resident, through a 
permanent establishment situated therein, and the holding in respect 
of which the dividends are paid is effectively connected to such per- 
manent establishment. In such case, the provisions of Article VII 
(Business Profits) shall apply. 


History: Para. 4 amended by 2007 Protocol, art. 5(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld-at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


4. The provisions of paragraph 2 shall not apply if the beneficial owner of the 
dividends, being a resident of a Contracting, State, carries on business in the 
other Contracting State of which the company paying the dividends is a resident, 
through a permanent establishment situated therein, or performs in that other 
State independent personal services from a fixed base situated therein, and the 
holding in respect of which the dividends are paid is effectively connected with 
such permanent establishment or fixed base. In such case, the provisions of Arti- 
cle VII (Business Profits) or Article XIV (Independent Personal Services), as the 
case may be, shall apply. 


Definitions: “business” — ITCIA 3, ITA 248(1); “company” — Art. II:1(f); “divi- 
dends” — Art. X:3; “permanent establishment’? — Art. V:1; “resident” — Art. IV; 
“State” — Art. III:1(i). : 


Technical Explanation [2007 Protocol]: Paragraph 3 of Article 5 of the Protocol 
replaces paragraph 4 of Article X. New paragraph. 4 is substantially similar to para- 
graph 4 as it existed prior to the Protocol. New paragraph 4, however, adds clarifying 
language consistent with the changes made in Articles 4, 6, and 7 of the Protocol with 
respect to income attributable to a permanent establishment that has ceased to exist. 
Paragraph 4 provides that the limitations of paragraph 2 do not apply if the beneficial 
owner of the dividends carries on or has carried on business in the State in which the 
company paying the dividends is a'resident through a permanent establishment situated 
there, and the stockholding in respect of which the dividends are paid is effectively 
connected to such permanent establishment. In such a case, the dividends are taxable 
pursuant to the provisions of Article VII (Business Profits). Thus, dividends paid in 
respect of holdings forming part of the assets of a permanent establishment or which 
are otherwise effectively connected to such permanent establishment will be taxed on a 
net basis using the rates and rules of taxation generally applicable to residents of the 
State in which the permanent establishment is situated. 


To conform with Article 9 of the Protocol, which deletes Article XIV (Independent 
Personal Services) of the Convention, paragraph 4 of Article 5 of the Protocol also 
amends paragraph 5 of Article X by omitting the reference to a “fixed base.” 


Technical Explanation [1984]: Paragraph 4 provides that the limitations of para- 
graph 2 do not apply if the beneficial owner of the dividends carries on business in the 
State in which the company paying the dividends is a resident through a permanent 
establishment or fixed base situated there, and the stockholding in respect of which the 
dividends are paid is effectively connected with such permanent establishment or fixed 
base. In such a case, the dividends are taxable pursuant to the provisions of Article VII 
(Business Profits) or Article XIV (Independent Personal Services), as the case may be. 
Thus, dividends paid in respect of holdings forming part of the assets of a permanent 
establishment or fixed base or which are otherwise effectively connected with such 
permanent establishment or fixed base (i.e., dividends attributable to the permanent 
establishment or fixed base) will be taxed on a net basis using the rates and rules of 
taxation generally applicable to residents of the State in which the permanent establish- 
ment or fixed base is situated. 
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5. Where a company is a resident of a Contracting State, the other 
Contracting State may not impose any tax on the dividends paid by 
the company, except insofar as such dividends are paid to a resident 
of that other State or insofar as the holding in respect of which the 
dividends are paid is effectively connected with a permanent estab- 
lishment situated in that other State, nor subject the company’s un- 
distributed profits to a tax, even if the dividends paid or the undis- 
tributed profits consist wholly or partly of profits or income arising 
in such other State. 

History: Para. 5 amended by 2007 Protocol, art. 5(4) to substitute “permanent estab- 
lishment” for “permanent establishment or a fixed base”, effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). The para. formerly read; 


4. The provisions of paragraph 2 shall not apply if the beneficial owner of the 
dividends, being a resident of a Contracting State, carries on business in the 
other Contracting State of which the company paying the dividends is a resident, 
through a permanent establishment ‘situated therein, or performs in that other 
State independent personal services from a fixed base situated therein, and the 
holding in respect of which the dividends are paid is effectively connected with 
such permanent establishment or fixed base. In such case, the provisions of Arti- 
cle VII (Business Profits) or Article XIV (Independent Personal Services), as the 
case may be, shall apply. 
Definitions: “company” — Art. II:1(f); “dividends” — Art. X:3; “permanent estab- 
lishment” — Art. V:1; “resident” — Art. IV; “State” — Art. III:1(). 
Technical Explanation [2007 Protocol]: To conform with Article 9 of the Proto- 
col, which deletes Article XIV (Independent Personal Services) of the Convention, par- 
agraph 4 of Article 5 of the Protocol amends paragraph 5 of Article X by omitting the 
reference to a “fixed base.” 
Technical Explanation [1984]: Paragraph 5 imposes limitations on the right of 
Canada or the United States, as the case may be; to impose tax on dividends paid by a 
company which is a resident of the other Contracting State. The State in which the 
company is not resident may not tax such dividends except insofar as they are paid to a 
resident of that State or the holding in respect of which the dividends are paid is effec- 
tively connected with a permanent establishment or fixed base in that State. In the case 
of the United States, such dividends may also be taxed in the hands of a U.S. citizen 
and certain former citizens, pursuant to the “saving clause” of paragraph 2 of Article 
XXIX (Miscellaneous Rules). In addition, the Contracting State in which the company 
is not resident may not subject such company’s undistributed profits to any tax. See, 
however, paragraphs 6, 7, and 8 which, in certain circumstances, qualify the rules of 
paragraph 5. Neither paragraph 5 nor any other provision of the Convention restricts 
the ability of the United States to apply the provisions of the Code concerning foreign 
personal holding companies and controlled foreign corporations. 


6. Nothing in this Convention shall be construed as preventing a 
Contracting State from imposing a tax on the earnings of a com- 
pany attributable to permanent establishments in that State, in addi- 
tion to the tax which would be chargeable on the earnings of a com- 
pany which is a resident of that State, provided that any additional 
tax so imposed shall not exceed 5 per cent of the amount of such 
earnings which have not been subjected to such additional tax. in 
previous taxation years. For the purposes of this paragraph, the term 
“earnings” means the amount by which the business profits attribu- 
table to permanent establishments in a Contracting State (including 
gains from the alienation of property forming part of the business 
property of such permanent establishments) in a year and previous 
years exceeds the sum of: 


(a) business losses attributable to such permanent establishments 
(including losses from the alienation of property forming part of 
the business property of such permanent establishments) in such 
year and previous years; 


(b) all taxes, other than the additional tax referred to in this para- 
graph, imposed on such profits in that State; 


(c) the profits reinvested in that State, provided that where that 
State is Canada, such amount shall be determined in accordance 
with the existing provisions of the law of Canada regarding the 
computation of the allowance in respect of investment in pro- 
perty in Canada, and any subsequent modification of those pro- 
visions which shall not affect the general principle hereof; and 


(d) five hundred thousand Canadian dollars ($500,000) or its 
equivalent in United States currency, less any amounts deducted 
by the company, or by an associated company with respect to 
the same or a similar business, under this subparagraph (d); for 
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the purposes of this subparagraph (d) a company is associated 
with another company if one company directly or indirectly con- 
trols the other, or both companies are directly or indirectly con- 
trolled by the same person or persons, or if the two companies 
deal with each other not at arm’s length. 


Related Provisions: ITA 219 — Branch tax. 


History: Para. 6 amended by 1995 Protocol, art. 5(1), to substitute “5 per cent” for “10 
per cent”, effective January 1, 1997. For 1996, the rate is 6% and. for 1985-1995, the 
rate was 10% (see art. 21(2)(b) reproduced under “Application of the Provisions of the 
Protocol” above). 


Definitions: “arm’s length” —ITCIA 3, ITA 251(1); “associated” —ITCIA 3, ITA 
256; “Canada” — Art. III: 1(a), ITCIA 5; “company” — Art. II:1(f); “permanent estab- 
lishment” — Art. V:1; “person” — Art. IlI:1(e), ITCIA 3, Interpretation Act 35(1); 
“property” —ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — Art. III-1(i); 
“taxation year” —ITCIA 3, ITA 249; “United States” — Art. III:1(b). 


Technical Explanation [1995 Protocol]: See under para. 7. 


Technical Explanation [1984]: Paragraph 6 provides that, notwithstanding para- 
graph 5, a Contracting State in which is maintained a permanent establishment or per- 
manent establishments of a company resident in the other Contracting State may im- 
pose tax on such company’s earnings, in addition to the tax that would be charged on 
the earnings of a company resident in that State. The additional tax may not, however, 
exceed 10 percent of the amount of the earnings which have not been subjected to such 
additional tax in previous taxation years. Thus, Canada, which has a branch profits tax 
in force, may impose that tax up to the 10 percent limitation in the case of a United 
States company with one or more permanent establishments in Canada. This branch 
profits tax may be imposed notwithstanding other rules of the Convention, including 
paragraph 6 of Article XXV (Non-Discrimination). 

For purposes of paragraph 6, the term “earnings” means the excess of business profits 
attributable to all permanent establishments for a year and previous years over the sum 
of: a) business losses attributable to such permanent establishments for such years; b) 
all taxes on profits, whether or not covered by the Convention (e.g., provincial taxes on 
profits and provincial resource royalties (which Canada considers “taxes”) in excess of 
the mineral resource allowance provided for under the law of Canada), other than. the 
additional tax referred to. in paragraph 6; c) profits reinvested in such. State; and d) 
$500,000 (Canadian, or its equivalent in U.S. dollars) less any amounts deducted under 
paragraph 6(d) with respect to the same or a similar business by the company or an 
associated company. The deduction under paragraph 6(d) is available as of the first 
year for which the Convention has effect, regardless of the prior earnings and tax ex- 
penses, if any, of the permanent establishment. The $500,000 deduction is taken. into 
account after other deductions, and is permanent. For the purpose of paragraph 6, refer- 
ences to business profits and business losses include gains and losses from the aliena- 
tion of property forming part of the business property of a permanent establishment. 
The term “associated company” includes a company which directly or indirectly con- 
trols another company or two companies directly or indirectly controlled by the same 
person or persons, as, well as any two companies that deal with each other not at arm’s 
length. This definition differs from the definition of “related persons” in paragraph 2 of 
Article [IX (Related Persons). 


7. Notwithstanding the provisions of paragraph 2, 


(a) dividends paid by a company that is a resident of Canada and 
a non-resident-owned investment corporation to a company that 
is a resident of the United States, that owns at least 10 per cent 
of the voting stock of the company paying the dividends and that 
is the beneficial owner of such dividends, may be taxed in Can- 
ada at a rate not exceeding 10 per cent of the gross amount of 
the dividends; 


(b) paragraph 2(b) and not paragraph 2(a) shall apply in the case 
of dividends paid by a resident of the United States that is a 
Regulated Investment Company; and 


(c) subparagraph 2(a) shall not apply to dividends paid by a resi- 
dent of the United States that is a Real Estate Investment Trust 
(REIT), and subparagraph 2(b) shall apply only if: 


(i) the beneficial owner of the dividends is an individual 
holding an interest of not more than. 10 percent in the REIT; 


(ii) the dividends are paid with respect to a class of stock that 
is publicly traded and the beneficial owner of the dividends is 
a person holding an interest of not more than 5 percent in any 
class of the REIT’s stock; or 


(iii) the beneficial owner of the dividends is a person holding 
an interest of not more than 10 percent in the REIT and the 
REIT is diversified. 


Otherwise, the rate of tax applicable under the domestic law of 
the United States shall apply. Where an estate or testamentary 
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trust acquired its interest in a REIT as a consequence of an indi- 
vidual’s death, for purposes of this. subparagraph the estate or 
trust shall for the five-year period following the death» be 
deemed with respect to that interest to be an individual. 


Related Provisions: ITA 134.1 — Transitional rule re elimination of NROs. 


History: Subpara. 7(c) amended by 2007 Protocol, art, 5(S), effective with respect to 
taxable years beginning after 2008, but in respect of taxes withheld at source, for 
amounts paid or credited on or after February 1, 2009 (see art..27(2) under “Applica- 
tion of the 2007 Protocol” above). The subpara. formerly read: 


(c) Paragraph, 2(a) shall not apply to, dividends paid by a resident of the United 
States that is a Real Estate Investment Trust, and paragraph 2(b) shall apply only 
where such dividends are beneficially owned by an individual holding an interest 
of less than 10 per cent in the trust; otherwise the rate of tax applicable under the 
domestic law of the United States shall apply. Where. an estate or a testamentary 
trust acquired its interest in a Real Estate Investment Trust as a consequence of 
an individuals death, for the purposes of the preceding sentence the estate or 
trust shall for the five-year period following the death be deemed with respect to 
that interest to be an individual. 


Para. 7 amended by 1995 Protocol, art. 5(2), effective with respect to amounts paid or 
credited on or after January 1, 1996 (see art. 21(2)(a) under “Application of the 1995 
Protocol” above). Para. 7 formerly read: 


7. Notwithstanding the provisions of paragraph 5, a Contracting State, other than 
a Contracting State that imposes the additional tax,on earnings. referred to. in 
paragraph 6, may tax a dividend paid by a company to the extent that the divi- 
dend is attributable to profits earned in taxable years beginning after the date of 
signature of the Convention if, for the three-year period ending with the close of 
the company’s taxable period preceding the declaration of the dividend (or for 
such part of that three-year period as the company has been in existence, or for 
the first taxable year if the dividend was declared in that taxable year), at least 50 
per cent of such company’s gross income from all sources was included in the 
computation of the business profits attributable to a permanent establishment 
which such company had in that State; provided that where a resident of the 
other Contracting State is the beneficial owner'of such dividend any tax so im- 
posed on the dividend shall be subject to the limitations of paragraph 2 or the 
rules of paragraph 4, as the case may be. 


Definitions: “Canada” — Art. [I:1(a), ITCIA 5; “company” — Art. Il:1(f); “divi- 
dends” — Art. X:3; “estate”, ‘individual’, “‘non-resident-owned investment corpora- 
tion” —ITCIA 3, ITA 248(1); “real estate investment trust’ — Internal Revenue Code 
s. 856(a); “regulated investment company” — Internal Revenue Code s. 851(a); “resi- 
dent” — Art. IV; “testamentary trust’ —ITCIA 3, ITA 248(1); “trust” —ITCIA 3, 
ITA 104(1), 248(1); “United States” — Art. III:1(b). 


Technical Explanation [2007 Protocol]: Paragraph 5 of Article 5 of the Protocol 
replaces subparagraph 7(c) of Article X of the existing Convention: Consistent with 
current U.S. tax treaty policy, new subparagraph 7(c) provides rules that expand the 
application of subparagraph 2(b) for the’ treatment of dividends paid. by a ‘Real Estate 
Investment Trust (REIT). New subparagraph 7(c) maintains the rule of the existing 
Convention that dividends paid by a REIT are‘not eligible for the 5' percent maximum 
rate of withholding tax’ of subparagraph 2(a), and provides that the 15 percent maxi- 
mum rate of withholding tax of subparagraph 2(b) applies to dividends dae by REITs 
only if one of three conditions is met. 


First, the dividend will qualify for the 15 percent maximum rate if the beneficial owner 
of the dividend is an individual holding an interest of not more than 10 percent in the 
REIT. For this purpose, subparagraph 7(c) also provides that where an estate or testa- 
mentary trust acquired its interest in a REIT as a consequence of the death of an indivi- 
dual, the estate or trust will be treated as an individual for the five-year period follow- 
ing the death. Thus, dividends paid to an estate or testamentary trust in respect of a 
holding of less than a 10 percent interest in the REIT also will be entitled to the 15 
percent rate of withholding, but only for up to five years after the death. 


Second, the dividend will qualify for the 15 percent maximum rate if it is paid with 
respect to a class of stock that-is publicly traded and the beneficial owner of the divi- 
dend is a person holding an interest of not more than 5 percent of any class of the 
REIT’s stock. 


Third, the dividend will qualify for the 15 percent maximum rate if the beneficial 
owner of the dividend holds an interest in the REIT of 10 percent or less and the REIT 
is “diversified.” A REIT is diversified if the gross value of no single interest in real 
property held by the REIT exceeds 10 percent of the gross value of the REIT’s total 
interest in real property. For purposes of this diversification test, foreclosure property is 
not considered an interest in real property, and a REIT holding a partnership interest is 
treated as owning its proportionate share of any interest in real property held by the 
partnership. 


A resident of Canada directly holding U.S. real property would pay U.S. tax either at a 
30 percent rate of withholding tax on the gross income or at graduated rates on the net 
income. By placing the real property in a REIT, the investor absent a special rule could 
transform real estate income into dividend income, taxable at the rates provided in Arti- 
cle X, significantly reducing the U.S. tax that otherwise would be imposed. Subpara- 
graph 7(c) prevents this result and thereby avoids a disparity between the taxation of 
direct real estate investments and real estate investments made through REIT conduits. 
In the cases in which: subparagraph 7(c) allows:a dividend from a REIT to be eligible 
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for the 15 percent maximum rate of withholding tax, the holding in the REIT is not 
considered the equivalent of a direct holding in the underlying real property. 


Technical Explanation [1995 Protocol]: Article 5 of the Protocol amends Article 
X (Dividends) of the Convention. Paragraph 1 of Article 5 amends paragraph 2(a) of 
Article X to reduce from 10 percent to 5 percent the maximum rate of tax that may be 
imposed by a Contracting State on the gross amount of dividends beneficially owned 
by a company resident in the other Contracting State that owns at least 10 percent of 
the voting stock of the company paying the dividends. The rate at which the branch 
profits tax may be imposed under paragraph 6 is also reduced by paragraph 1 of Article 
5 from 10 percent to 5 percent. Under the entry-into-force provisions of Article 21 of 
the Protocol, these reductions will be phased in over a three-year period. 


Paragraph 2 of Article 5 of the Protocol replaces paragraph 7 of Article X of the Con- 
vention with a new paragraph 7. Paragraph 7 of the existing Convention is no longer 
relevant because it applies only in the case where a Contracting State does not impose a 
branch profits tax. Both Contracting States now do impose such a tax. 


New paragraph 7 makes the 5 percent withholding rate of new paragraph 2(a) inappli- 
cable in certain situations. Under new paragraph 7(b), dividends paid by U.S. regulated 
investment companies (RICs) are denied the ‘5 percent withholding rate even if the 
Canadian shareholder is a corporation that would otherwise qualify as a direct investor 
by. satisfying the 10-percent ownership requirement. Consequently, all RIC dividends 
to Canadian beneficial owners are subjected to the 15 percent rate that applies to divi- 
dends paid to portfolio investors. 


Dividends paid by U.S. real estate investment fadsts (REITs) to Canadian beneficial 
owners are also denied the 5 percent rate under the rules of paragraph. 7(c). REIT divi- 
dends paid to individuals who own less than a 10 percent interest in the REIT are 
subject to withholding at a maximum rate of 15 percent: Paragraph 7(c) also provides 
that dividend distributions by a REIT to an estate or a testamentary trust acquiring the 
interest in the REIT :as a consequence of the death of an individual will be treated as 
distributions to an individual, for the five-year period following the death. Thus, divi- 
dends paid to-an estate or testamentary trust in respect of.a holding of less than a 10 
percent interest in the REIT also will be entitled to the 15 percent rate of withholding, 
but only for up to five years after the death. REIT dividends paid to other Canadian 
beneficial. owners are subject to the rate of withholding tax that applies under. the do- 
mestic law of the United States (i.e., 30. percent). 


The denial of the 5 percent withholding rate at source to all RIC and REIT sharehold- 
ers, and the: denial of the 15 percent rate to most shareholders of REITs, is:intended: to 
prevent the use of these non-taxable conduit entities to gain unjustifiable benefits: for 
certain shareholders. For example, aCanadian corporation that wishes to hold a portfo- 
lio. of U:S. corporate shares may hold the portfolio directly and pay a U.S. withholding 
tax of 15 percent on all of the dividends that it receives. Alternatively, it may place the 
portfolio of U.S. stocks ina RIC; in which the Canadian corporation owns more than 
10 percentiof the shares, but in:which there are enough small shareholders to satisfy the 
RIC diversified ownership requirements. Since the RIC is a pure conduit, there are no 
U.S. tax costs to the Canadian corporation of interposing the RIC as an intermediary in 
the chain of ownership. It is unlikely that a 10 percent shareholding in a RIC will con- 
stitute a 10 percent shareholding in any company from which the dividends originate. 
In the absence of the special rules in paragraph 7(b), however, interposition of a RIC 
would transform what should be portfolio dividends into’ direct investment: dividends 
taxable at source by the United States only at 5 percent. The special rules of paragraph 
7 prevent this. 


Similarly, a resident of Canada may hold U.S: real property directly and pay U.S. tax 
either at a 30 percent rate on the gross income or at the income tax rates specified in the 
Internal Revenue Code on the net income. By placing the real estate holding in a REIT, 
the Canadian investor could transform real’ estate income into dividend income and 
thus transform high-taxed income into much lower-taxed income. In the absence of the 
special rule, if the REIT shareholder were a Canadian corporation that owned at least a 
10 percent interest in the REIT, the withholding rate would be 5 percent; in all. other 
cases, it would be 15 percent. In either event, with one exception, a tax rate of 30 
percent or more would be significantly reduced..The exception is the relatively small 
individual Canadian investor who might be subject to U.S. tax at a rate of only 15 
percent on the net income even if he earned the real estate income directly. Under the 
rule in paragraph 7(c), such individuals, defined as those holding less than a 10 percent 
interest in the’ REIT, remain taxable at source at a 15 percent rate. 


Subparagraph (a) of paragraph 7 provides a special rule for certain dividends paid by 
Canadian non-resident-owned. investment corporations (“NROs”). The subparagraph 
provides for a maximum rate of 10 percent (instead of the standard rate of 5 percent) 
for dividends paid by, NROs that are Canadian residents to a U.S. company: that owns 
10 percent or: more of the voting stock of the NRO and that is the beneficial owner of 
the dividend. This rule maintains the rate available under the current Convention for 
dividends from NROs. Canada wanted the withholding rate for direct investment NRO 
dividends to be no lower than.the) maximum withholding rates under the Convention on 
interest.and royalties; to. make sure that a foreign investor cannot transform interest or 
royalty income subject to a 10 percent withholding tax into direct dividends qualifying 
for a 5 percent withholding tax by passing it through to an NRO. 


Technical Explanation [1984]: Paragraph 7 provides that, notwithstanding para- 
graph 5, a Contracting State that does not impose a branch profits tax as described in 
paragraph 6 (i.e., under current law, the United States) may tax a dividend paid by a 
company which is a resident of the other Contracting State if at least 50 percent of the 
company’s gross income from all sources was included in the’ computation of business 
profits attributable to one or more permanent establishments which such company had 
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in the first-mentioned State. The dividend subject to such a tax must, however, be at- 
tributable to profits earned by the company in taxable years beginning after September 
26, 1980 and the 50 percent test must be met for the three-year period preceding the 
taxable year of the company in which the dividend is declared (including years ending 
on or before September 26, 1980) or such shorter period as the company had been in 
existence prior to that taxable year. Dividends will be deemed to be distributed, for 
purposes of paragraph 7, first out of profits of the taxation year of the company in 
which the distribution is made and then out of the profits of the preceding year or years 
of the company. Paragraph 7 provides further that if a resident of the other Contracting 
State is the beneficial owner of such dividends, any tax imposed under paragraph 7 is 
subject to the 10 or 15 percent limitation of paragraph 2 or the rules of paragraph 4 
(providing for dividends to be taxed as business profits or income from independent 
personal services), as the case may be. 


8. Notwithstanding the provisions of paragraph 5, a company which 
is a resident of Canada and which has income subject to tax in the 
United States (without regard to the provisions of the Convention) 
may be liable to the United States accumulated earnings tax and 
personal holding company tax but only if 50 per cent or more in 
value of the outstanding voting shares of the company is owned, 
directly or indirectly, throughout the last half of its taxable year by 
citizens or residents of the United States (other than citizens of Can- 
ada who do not have immigrant status in the United States or who 
have not been residents in the United States for more than three 
taxable years) or by residents of a third state. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “company” — Art. IL:1(f); “personal 
holding company” — Internal Revenue Code s. 542(a); “resident” — Art. IV; 
“share” — ITCIA 3, ITA 248(1); “United States” — Art. III:1(b). 


Technical Explanation [1984]: Paragraph 8 provides that, notwithstanding para- 
graph 5, a company which is a resident of Canada and which, absent the provisions of 
the Convention, has income subject to tax by the United States may be liable for the 
United States accumulated earnings tax and personal holding company tax. These taxes 
can be applied, however, only if 50 percent or more in value of the outstanding voting 
shares of the company is owned, directly or indirectly, throughout the last half of its 
taxable year by residents of a third State or by citizens or residents of the United States, 
other than citizens of Canada who are resident in the United States but who either do 
not have immigrant status in the United States or who have not been resident in the 
United States for more than three taxable years. The accumulated earnings tax is ap- 
plied to accumulated taxable income calculated without the benefits of the Convention. 
Similarly, the personal holding company tax is applied to undistributed personal hold- 
ing company income computed as if the Convention had not come into force. 


Article X does not apply to dividends paid by a company which is not a resident of 
either Contracting State. Such dividends, if they are income of a resident of one of the 
Contracting States, are subject to tax as provided in Article XXII (Other Income). 


Information Circulars [Art. X]: 76-12R6: Applicable rate of part XIII tax on 
amounts paid or credited to persons in countries with which Canada has a tax 
convention. 


Article Xl — Interest 


1. Interest arising in a Contracting State and beneficially owned by 
a resident of the other Contracting State may be taxed only in that 
other State. 


Related Provisions: Art. XI:2 — Meaning of “interest”; Art. XI:3, 4 — No applica- 
tion if permanent establishment; Art. XXII:4 — No withholding tax on guarantee fees; 
Art. XXIX-A — Limitation on benefits. 


History: Para. 1 replaced by 2007 Protocol, art. 6, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009. In applying art. 6 of the Protocol to interest 
paid or credited during calendar 2008 or 2009, Art. XI:1 shall be read as follows: 


1. Interest arising in a Contracting State and beneficially owned by a resident of 
the other Contracting State may be taxed only in that other State. However, if the 
interest is not exempt under paragraph 3 of Article XI (Interest) as it read on 
January 1, 2007, and the payer of the interest and the beneficial owner of the 
interest are related, or would be deemed to be related if the provisions of para- 
graph 2 of Article [IX (Related Persons) applied for this purpose, such interest 
may also be taxed in the Contracting State in which it arises, and according to 
the laws of that State, but the tax so charged shall not exceed the following per- 
centage of the gross amount of the interest: 


(a) if the interest is paid or credited during the first calendar year that ends 
after entry into force of this paragraph, 7 percent; and 


(b) if the interest is paid or credited during the second calendar year that 
ends after entry into force of this paragraph, 4 percent; 


(See art. 27(2) and (3)(d) under “‘Application of the 2007 Protocol” above). Also see 
History to Art. XI below. 


Canada—U.S. Tax Convention 


Definitions: “interest”? — Art. X1:2; “State” — Art. III: 1(i). 


Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 

Technical Explanation (2007 Protocol]: Article 6 of the Protocol replaces Article 
XI (Interest) of the existing Convention. Article XI specifies the taxing jurisdictions 
over interest income of the States of source and residence and defines the terms neces- 
sary to apply Article XI. As with other benefits of the Convention, the benefits of Arti- 
cle XI are available to a resident of a Contracting State only if that resident is entitled 
to those benefits under the provisions of Article XXIX A (Limitation on Benefits). 


New paragraph 1 generally grants to the residence State the exclusive right to tax inter- 
est beneficially owned by its residents and arising in the other Contracting State. See 
the Technical Explanation for new paragraphs 6 and 7 of Article ITV (Residence) for 
discussion regarding the interaction between domestic law concepts of beneficial own- 
ership and the treaty rules to determine when a person is considered to derive an item 
of income for purposes of obtaining benefits under the Convention such as withholding 
rate reductions. 


Subparagraph 3(d) of Article 27 of the Protocol provides an additional rule regarding 
the application of paragraph 1 during the first two years that end after the Protocol’s 
entry into force. This rule is described in detail in the Technical Explanation to Article 
27. 


2. The term “interest” as used in this Article means income from 
debt-claims of every kind, whether or not secured by mortgage, and 
whether or not carrying a right to participate in the debtor’s profits, 
and in particular, income from government securities and income 
from bonds or debentures, including premiums or prizes attaching 
to such securities, bonds or debentures, as well as income assimi- 
lated to income from money lent by the taxation laws of the Con- 
tracting State in which the income arises. However, the term “inter- 
est” does not include income dealt with in Article X (Dividends). 


Definitions: “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 2 of new Article XI is substan- 
tially identical to paragraph 4 of Article XI of the existing Convention. 


Paragraph 2 defines the term “interest” as used in Article XI to include, inter alia, in- 
come from debt claims of every kind, whether or not secured by a mortgage. Interest 
that is paid or accrued subject to a contingency is within the ambit of Article XI. This 
includes income from a debt obligation carrying the right to participate in profits. The 
term does not, however, include amounts that are treated.as dividends under Article X 
(Dividends). 


The term “interest” also includes amounts subject to the same tax treatment as income 
from money lent under the law of the State in which the income arises. Thus, for pur- 
poses of the Convention, amounts that the United States will treat as interest include (i) 
the difference between the issue price and the stated redemption price at maturity of a 
debt instrument (i.e., original issue discount (OID)), which may be wholly or partially 
realized on the disposition of a debt instrument (section 1273), (ii) amounts that are 
imputed interest on a deferred sales contract (section 483), (iii) amounts treated as in- 
terest or OID under the stripped bond rules (section 1286), (iv) amounts treated as 
original issue discount under the below-market interest rate rules (section 7872), (v) a 
partner’s distributive share of a partnership’s interest income (section 702), (vi) the 
interest portion of periodic payments made under a “finance lease” or similar contrac- 
tual arrangement that in substance is a borrowing by the nominal lessee to finance the 
acquisition of property, (vii) amounts included in the income of a holder of a residual 
interest in a real estate mortgage investment conduit (REMIC) (section 860E), because 
these amounts generally are subject to the same taxation treatment as interest under 
U.S. tax law, and (viii) interest with respect to notional principal contracts that are re- 
characterized as loans because of a “substantial non-periodic payment.” 


3. The provisions of paragraph 1 shall not apply if the beneficial 
owner of the interest, being a resident of a Contracting State, carries 
on, or has carried on, business in the other Contracting State in 
which the interest arises, through a permanent establishment situ- 
ated therein, and the debt-claim in respect of which the interest is 
paid is effectively connected with such permanent establishment. In 
such case the provisions of Article VII (Business Profits) shall 
apply. 

Definitions: “interest” — Art. XI:2; “permanent establishment” — Art. V; “resident 
of a Contracting State’ — Art. IV; “State” — Art. III:1(). 

Technical Explanation [2007 Protocol]: Paragraph 3 is in all material respects the 
same as paragraph 5 of Article XI of the existing Convention. New paragraph 3 adds 
clarifying language consistent with the changes made in Articles 4, 5, and 7 of the 
Protocol with respect to income attributable to a permanent establishment that has 
ceased to exist. Also, consistent with the changes described in Article 9 of the Protocol, 
discussed below, paragraph 3 does not contain references to the performance of inde- 
pendent personal services through a fixed base. 


Paragraph 3 provides an exception to the exclusive residence taxation rule of paragraph 
1 in cases where the beneficial owner of the interest carries on business through a per- 
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manent establishment in the State of source and the interest is effectively connected to 
that permanent establishment. In such cases the’ provisions of Article VII(Business 
Profits) will apply and the source State will retain the right to impose tax on such 
interest income. 


4. For the purposes of this Article, interest shall be deemed to arise 
in a Contracting State when the payer is that State itself, or a politi- 
cal subdivision, local authority or a resident of that State. Where, 
however, the person paying the interest, whether he is a resident of 
a Contracting State or not, has in a State other than that of which he 
is a resident a permanent establishment in connection with which 
the indebtedness on which the interest is paid was incurred, and 
such interest is borne by such permanent establishment, then such 
interest shall be deemed to arise in the State in which the permanent 
establishment is situated and not in the State of which the payer is.a 


x 


resident. 


Definitions: “interest” — Art. XI:2; “permanent establishment” — Art. V; “per- 
son” — Art. III:1(e); “resident” — Art. IV; “State” — Art. III:1(i). 
Technical Explanation [2007 Protocol]: Paragraph 4 is in all material respects the 
same as paragraph 6 of Article XI of the existing Convention. The only difference is 
that, consistent with the changes described below with respect to Article 9 of the Proto- 
col, paragraph 4 does not contain references to a fixed base. 

Paragraph 4 establishes the source of interest for purposes of Article XI. Interest is 
considered to arise in a Contracting State if the payer is that State, or a political subdi- 
vision, local authority, or resident of that State. However, in cases where the person 
paying the interest, whether a resident of a Contracting State or of a third State, has. ina 
State other than that of which he is a resident 'a permanent establishment in connection 
with which the indebtedness on which the interest was paid was incurred, and such 
interest is borne by the permanent establishment, then such interest is deemed to arise 
in the State in which the permanent establishment is situated and not in the State of the 
payer’s residence. Furthermore, pursuant to paragraphs 1 and 4, and Article XXII 
(Other Income), Canadian tax will not be imposed on interest paid to a U.S. resident by 
a company resident in Canada if the indebtedness is incurred in connection with, and 
the interest is borne by, a permanent establishment of the company situated in a third 
State. For the purposes of this Article, “borne by” means allowable as a deduction in 
computing taxable income. 


5. Where, by reason of a special relationship between the payer and 
the beneficial owner or between both of them and some other per- 
son, the amount of the interest, having regard to the debt-claim for 
which it is paid, exceeds the amount which would have been agreed 
upon by, the payer and the beneficial owner in the absence of such 
relationship, the provisions of this Article shall apply only to the 
last-mentioned amount. In such case the excess part of the pay- 
ments shall remain taxable according to the laws of each Con- 
tracting State, due regard being had to the other provisions of this 
Convention. 


Definitions: “interest” — Art. X1:2; “person” — Art. IIl:1(e); “State” — Art. TII:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 5 is identical to paragraph 7 of 
Article XI of the existing Convention. 


Paragraph 5 provides that in cases involving special relationships between the payer 
and the beneficial owner of interest income or between both of them and some other 
person, Article XI applies only to that portion of the total interest payments that would 
have been made absent such special relationships (i.e., an arm’s-length interest pay- 
ment), Any excess amount of interest paid remains taxable according to the laws of the 
United States and Canada, respectively, with due regard to the other provisions of the 
Convention. 


6. Notwithstanding the provisions of paragraph 1: 


(a) interest arising in the United States that is contingent interest 
of a type that does not qualify as portfolio interest under United 
States law may be taxed by the United States but, if the benefi- 
cial owner of the interest is a resident of Canada, the gross 
amount of the interest may be taxed at a rate not exceeding the 
rate prescribed in subparagraph (b) of paragraph 2 of Article X 
(Dividends); 


(b) interest arising in Canada that is determined with reference 
to receipts, sales, income, profits or other cash flow of the debtor 
or a related person, to any change in the value of any property of 
the debtor or a related person or to any dividend, partnership 
distribution or similar payment made by the debtor to a related 
person may be taxed by Canada, and according to the laws of 
Canada, but if the beneficial owner is a resident of the United 
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‘States, the gross amount of the interest may be:taxed at a rate not 
exceeding the rate prescribed in subparagraph (b) of paragraph 2 
of Article X (Dividends); and 


(c) interest that is an excess inclusion with respect to a residual 
interest in a real estate mortgage investment conduit may be 
taxed by each State in accordance with its domestic law. 


Related Provisions: ITA 12(1)(g)— Income based on production or use of pro- 
perty; ITA 212(1)(b), 212(3)“participating debt interest” — Withholding tax. imposed 
by Canada. 


Definitions: “interest” — Art. XI:2; “person” — Art. III:1(e); “related” — ITCIA 3, 
ITA 251;, “resident” — Art. IV;. “State” — Art. III:1(i); “United States” — Art. 
III: 1(b). 


Technical Explanation [2007 Protocol]: New paragraph 6 provides anti-abuse 
exceptions to exclusive residence State taxation in paragraph | for two classes of inter- 
est payments. 


The first class of interest, dealt with in subparagraphs 6(a) and 6(b), is so-called “con- 
tingent interest.” With respect to interest arising in the United States, subparagraph 6(a) 
refers to contingent interest of a type that does not qualify as portfolio interest under 
U.S. domestic law. The cross-reference to the U.S. definition of contingent interest, 
which is found in Code section 871(h)(4), is intended to ensure that the exceptions of 
Code section 871(h)(4)(C) will apply. With respect to Canada, such interest is defined 
in subparagraph 6(b) as. any interest arising in Canada that is determined by reference 
to the receipts, sales, income, profits or other cash flow of the debtor or a related per- 
son, to any change in the value of any property of the debtor or a related person or to 
any dividend, partnership distribution or similar payment made by the debtor or a re- 
lated person.” Any such interest may be taxed in Canada according to the laws of 
Canada. 


Under subparagraph 6(a) or 6(b), if the beneficial owner is a resident of the other Con- 
tracting State, the gross amount of the “contingent interest’? may be, taxed at a rate not 
exceeding 15 percent. 


The second class of interest is dealt with in subparagraph 6(c). This exception is consis- 
tent with the policy of Code sections 860E(e) and 860G(b) that.excess inclusions with 
respect to a real estate mortgage investment conduit (REMIC) should bear full U.S. tax 
in all cases. Without a full tax at source, foreign purchasers of residual interests would 
have a competitive advantage over U.S. purchasers at the time these interests are ini- 
tially offered. Also, absent this rule, the U.S. fisc would suffer a revenue loss with 
respect to mortgages held in a REMIC because of opportunities for tax avoidance cre- 
ated by differences in the timing of taxable and economic income produced by these 
interests. 


Therefore, subparagraph 6(c) provides a bilateral provision that interest that is an ex- 
cess inclusion with respect to a residual interest in a REMIC may be taxed by each 
State in accordance with its domestic law. While the provision is written reciprocally, 
at the time the Protocol was signed, the provision had no application in respect of Ca- 
nadian-source interest, as Canada did not have REMICs. 


“New subparagraph 6(b) of Article XI erroneously refers to a “similar payment made 
by the debtor to a related person.” The correct formulation, which the Contracting 
States agree to apply, is “similar payment made by the debtor or a related person.” 


7. Where a resident of a Contracting State pays interest to a person 
other than a resident of the other Contracting State, that other State 
may not impose any tax on such interest except insofar as it arises 
in that other State or insofar as the debt-claim in respect of which 
the interest is paid is effectively connected with a permanent estab- 
lishment situated in that other State. 


Definitions: “interest” — Art. XI:2; “permanent establishment” — Art. V; “per- 
son” — Art. III:1(e); “resident” — Art. IV; “State” — Art. III:1(). 


Technical Explanation [2007 Protocol]: Paragraph 7 is in all material respects the 
same as paragraph 8 of Article XI of the existing Convention. The only difference is 
that, consistent with the changes made in Article 9 of the Protocol, paragraph 7 
removes the references to a fixed base. 


Paragraph 7 restricts the right of a Contracting State to impose tax on interest paid by a 
resident of the other Contracting State. The first State may not: impose any tax on such 
interest except insofar as the interest is paid to a resident of that State or arises in that 
State or the debt claim in respect of which the interest is paid is effectively connected 
with a permanent establishment situated in that State. 


Relationship to other Articles 


Notwithstanding the foregoing limitations on source State taxation of interest, the sav- 
ing clause of paragraph 2 of Article XXIX (Miscellaneous Rules) permits the United 
States to tax its residents and citizens, subject to the special foreign tax credit rules of 
paragraph 5 of Article XXIV (Elimination of Double Taxation), as if the Convention 
had not come into force. 


History [former Canada-U.S. Tax Treaty:Art. Xl]: Art. XI replaced by 2007 
Protocol, art. 6, effective with respect to taxable years beginning after 2008, but in 
respect of taxes withheld at source, for amounts paid or credited on or after February 1, 
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2009 (see art. 27(2) and (3)(d) under “Application of the 2007 Protocol” and the His- 
tory to-Art. XI:1 above). Art. XI formerly read: 


|. Interest arising in a Contracting State and paid to a resident of the other Con- 
tracting State may be taxed in that other State. 


Technical Explanation [1984]: Paragraph | allows interest arising in Canada or the 
United States and paid to a resident of the other State to be taxed in the latter State. 
Paragraph 2 provides that such interest may also be taxed in the Contracting State 
where it arises, but if a resident of the other Contracting State is the beneficial owner, 
the tax imposed by the State of source is limited to 15 percent of the gross amount of 
the interest. 


2. However, such interest may also be taxed in the Contracting State in which it 
arises, and according to the laws of that State; but if a resident of the other Con- 
tracting State is the beneficial owner of such interest, the tax so charged shall not 
exceed 10 per cent of the gross amount of the interest. 


Technical Explanation [1995 Protocol]: Article 6 of the Protocol amends Article XI 
(Interest) of the Convention. Paragraph | of the Article reduces the general maxi- 
mum withholding rate on interest under paragraph 2 of Article XI from 15 percent to 
10 percent. 


Technical Explanation [1984]: See Art. X1:1. 


3. Notwithstanding the provisions of paragraph 2, interest arising in a Con- 
tracting State shall be exempt from tax in that State if: 


(a) the interest is beneficially owned by the other Contracting State, a politi- 
cal subdivision or local authority thereof or an instrumentality of such other 
State, subdivision or authority, and is not subject to tax by that other State; 


(b) the interest is beneficially owned by a resident of the other Contracting 
State and is paid with respect to debt obligations issued at arm’s length and 
guaranteed or insured by that other State or a political subdivision thereof or 
an instrumentality of such other State or subdivision which is not subject to 
tax by that other State; 


(c) the interest is beneficially owned by a resident of the other Contracting 
State and is paid by the first-mentioned State, a political subdivision or local 
authority thereof or an instrumentality of such first-mentioned State, subdi- 
vision or authority which is not subject to tax by that first-mentioned State, 


(d) the interest is beneficially owned by a resident of the other Contracting 
State and is paid with respect to indebtedness arising as a consequence of the 
sale on credit by a resident of that other State of any equipment, merchan- 
dise or services except where the sale or indebtedness was between related 
persons; or 


(e) the interest is paid by a company created under the laws in force in the 
other Contracting State with respect to an obligation entered into before the 
date of signature of this Convention, provided that such interest would have 
been exempt from tax in the first-mentioned State under Article XII of the 
1942 Convention. 


Technical Explanation [1995 Protocol]: Paragraph 3 of Article XI of the Convention 
provides that, notwithstanding the general withholding rate applicable to interest pay- 
ments under paragraph 2, certain specified categories of interest are exempt from 
withholding at source. Paragraph 2 of Article 6 of the Protocol amends paragraph 
3(d) of the Convention, which deals with interest paid on indebtedness arising in 
connection with a sale on credit of equipment, merchandise, or services. The exemp- 
tion provided by that paragraph in the Convention is broadened under the Protocol to 
apply to interest that is beneficially owned either by the seller in the underlying trans- 
action, as under the present Convention, or by any beneficial owner of interest paid 
with respect to an indebtedness arising as a result of the sale on credit of equipment, 
merchandise, or services. This exemption, however, does not apply in cases where 
the purchaser is related to the seller or the debtor is related to the beneficial owner of 
the interest. The negotiators agreed that this exemption is subject, as are the other 
provisions of the Convention, to any anti-avoidance rules applicable under the re- 
spective domestic law of the Contracting States. 


The reference to “related persons” in paragraph 3(d) of Article XI of the Convention, 
as amended, is a change from the present Convention, which refers to “persons deal- 
ing at arm’s length.” The term “related person” as used in this Article is not defined 
for purposes of the Convention. Accordingly, the meaning of the term, and, there- 
fore, the application of this Article, will be governed by the domestic law of each 
Contracting State (as is true with the use of the term “arm’s-length” under the current 
Convention) under the interpretative rule of paragraph 2 of Article III (General Defi- 
nitions). The United States will define the term “related person” as under section 482 
of the Internal Revenue Code, to include organizations, trades, or businesses 
(whether or not incorporated, whether or not organized in the United States, and 
whether or not affiliated) owned or controlled directly or indirectly by the same inter- 
ests. The Canadian definition of “related persons” is found in section 251 of the In- 
come Tax Act. 


Technical Explanation [1984]: Paragraph 3 provides a number of exceptions to the 
right of the source State to impose a 15 percent tax under paragraph 2. The following 
types of interest beneficially owned by a resident of a Contracting State are exempt 
from tax in the State of source:’a) interest beneficially owned by a Contracting State, 
a political subdivision, or a local authority thereof, or an instrumentality of such 
State, subdivision, or authority, which interest is not subject to tax by such State; b) 
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interest beneficially owned by a resident of a Contracting State and paid with respect 
to debt obligations issued at arm’s length which are guaranteed or insured by such 
State or a political subdivision thereof, or by an instrumentality of such State or sub- 
division (not by a local authority or an instrumentality thereof), but only if the guar- 
antor or insurer is not subject to tax by that State; c) interest paid by a Contracting 
State, a political subdivision, or a local authority thereof, or by an instrumentality of 
such State, subdivision, or authority, but only if the payer is not subject to tax by 
such State; and d) interest beneficially owned by a seller of equipment, merchandise, 
or services, but only if the interest is paid in connection with a sale on credit of 
equipment, merchandise, or services and the sale was made at arm’s length. Whether 
such a transaction is made at arm’s length will be determined in the United States 
under the facts and circumstances. The relationship between the parties is a factor, 
but not the only factor, taken into account in making this determination. Furthermore, 
interest paid by a company resident in the other Contracting State with respect to an 
obligation entered into before September 26, 1980 is exempt from tax in the State of 
source (irrespective of the State of residence of the beneficial owner), provided that 
such interest would have been exempt from tax in the Contracting State of source 
under Article XII of the 1942 Convention. Thus, interest paid by a United States 
corporation whose business is not managed and controlled in Canada to a recipient 
not resident in Canada or to a corporation not managed and controlled in Canada 
would be exempt from Canadian tax as long as the debt obligation was entered into 
before September 26, 1980. The phrase “not subject to tax by that ... State” in para- 
graph 3(a), (b), and (c) refers to taxation at the Federal levels of Canada and the 
United States. 


The phrase “obligation entered into before the date of signature of this Convention” 
means: (1) any obligation under which funds were dispersed prior to September 26, 
1980; (2) any obligation under which funds are dispersed on or after September 26, 
1980, pursuant to a written contract binding prior to and on such date, and at all times 
thereafter until the obligation is satisfied; or (3) any obligation with respect to which, 
prior to September 26, 1980, a lender had taken every action to signify approval 
under procedures ordinarily employed by such lender in similar transactions and had 
sent or deposited for delivery to the person to whom 'the loan is to be made written 
evidence of such approval in the form of a document setting forth, or referring to a 
document sent by the person to whom the loan is to be made that sets forth, the 
principal terms of such loan. 


4. The term “interest”as used in this Article means income from debt-claims of 
every kind, whether or not secured by mortgage, and whether or not carrying a 
right to participate in the debtor’s profits, and in particular, income from govern- 
ment securities and income from bonds or debentures, including premiums and 
prizes attaching to such securities, bonds or debentures, as well as income assim- 
ilated to income from money lent by the taxation laws of the Contracting State in 
which the income arises. However, the term “interest” does not include income 
dealt with in Article X (Dividends). 


Technical Explanation [1984]: Paragraph 4 defines the term “interest,” as used in 
Article XI, to include, among other things, debt claims of every kind as well as in- 
come assimilated to income from money lent by the taxation laws of the Contracting 
State in which the income arises. In no event, however, is income dealt with in Arti- 
cle X (Dividends) to be considered interest. 


5. The provisions of paragraphs 2 and 3 shall not apply if the beneficial owner of 
the interest, being a resident of a Contracting State, carries on business in the 
other Contracting State in which the interest arises, through a permanent estab- 
lishment situated therein, or performs in that other State independent personal 
services from a fixed base situated therein, and the debt-claim in respect of 
which the interest is paid is effectively connected with such permanent establish- 
ment or fixed base. In such case, the provisions of Article VII (Business Profits) 
or Article XIV (Independent Personal Services), as the case may be, shall apply. 


Technical Explanation [1984]: Paragraph 5 provides that neither the 15 percent limi- 
tation on tax in the Contracting State of source provided in paragraph 2 nor the vari- 
ous exemptions from tax in such State provided in paragraph 3 apply if the beneficial 
owner of the interest is a resident of the other Contracting State carrying on business 
in the State of source through a permanent establishment or fixed base, and the debt 
claim in respect of which the interest is paid is effectively connected with such per- 
manent establishment or fixed base (i.e., the interest is attributable to the permanent 
establishment or fixed base). In this case, interest income is to be taxed in the Con- 
tracting State of source as business profits — that is, on a net basis. 


6. For the purposes of this Article, interest shall be deemed to arise in a Con- 
tracting State when the payer is that State itself, or a political subdivision, local 
authority or resident of that State. Where, however, the person paying the inter- 
est, whether he is a resident of a Contracting State or not, has in a State other 
than that of which he is a resident a permanent establishment or a fixed base in 
connection with which the indebtedness on which the interest is paid was in- 
curred, and such interest is borne by such permanent establishment or fixed base, 
then such interest shall be deemed to arise in the State in which the permanent 
establishment or fixed base is situated and not in the State of which the payer is a 
resident. 


Technical Explanation [1984]: Paragraph 6 establishes the source of interest for pur- 
poses of Article XI. Interest is considered to arise in a Contracting State if the payer 
is that State, or a political subdivision, local authority, or resident of that State. How- 
ever, in cases where the person paying the interest, whether a resident of a Con- 
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tracting State or of a third State, has in a State other than that of which he is a resi- 
dent a, permanent. establishment. or fixed base in connection with which the 
indebtedness on which the interest was paid was incurred, and such interest is borne 
by the permanent establishment or fixed base, then such interest is deemed to arise in 
the State in which the permanent establishment or fixed base is situated and not in 
the State of the payer’s residence. Thus, pursuant to paragraphs 6 and 2, and Article 
XXII (Other Income), Canadian tax will not be imposed on interest paid to a U.S. 
resident by a company, resident in Canada if the indebtedness is incurred in connec- 
tion with, and the interest is borne by, a permanent establishment of the, company. 
situated in a third State. “Borne by” means allowable as a deduction in computing 
taxable income. 


7. Where, by reason of a special relationship between the payer and the benefi- 
cial owner or between both of them and some other person, the amount of the 
interest, having regard to the debt-claim for which it is paid, exceeds the amount 
which would have been agreed upon by the payer and the beneficial owner in'the 
absence of such relationship, the provisions of this Article shall apply only to-the 
last-mentioned,amount. In such case, the excess part of the payments shall re- 
main taxable according to the laws of each Contracting State, due regard being 
had to the other provisions of the Convention. 


Technical Explanation [1984]: Paragraph 7 provides that in cases involving special 
relationships between persons Article XI does not apply to amounts in excess of the 
amount which would have been agreed upon between persons having no special rela- 
tionship; any such excess amount remains taxable according to the laws of Canada 
and the United States, consistent with any relevant provisions of the Convention. 


8. Where a resident of a Contracting State pays interest to.a person other than a 
resident of the other Contracting State, that other State may not impose any tax 
on such interest except insofar as it arises in that other State or insofar as the 
debt-claim in respect of which the interest is paid is effectively connected with a 
permanent establishment or a fixed base situated in that other State. 


Technical Explanation [1984]: Paragraph 8 restricts the right of a Contracting State 
to impose tax on interest paid by a resident of the other Contracting State. The first 
State may not impose any tax on such interest except insofar as the interest is paid to 
a resident of that State or arises in that State or the debt claim in respect of which the 
interest is paid is effectively connected with a permanent establishment or fixed base 
situated in that State. Thus, pursuant to paragraph 8 the United States has agreed not 
to impose tax on certain interest paid by Canadian companies to persons not resident 
in the. United States, to the extent that such companies would pay U.S.-source interest 
under Code section 861(a)(1)(C) but not under the source rule of paragraph 6. It is to 
be noted that paragraph 8 is subject to the “saving clause” of paragraph 2 of Article 
XXIX (Miscellaneous Rules), so the United States hey in all events impose its tax 
on interest received by U.S. citizens. 


9. The provisions of paragraphs 2 and 3 shall not apply to an excess inclusion 
with respect to a residual interest in a Real Estate Mortgage Investment Conduit 
to which Section 860G of the United States Internal Revenue Code, as it may be 
amended from time to time without changing the general principle thereof, 
applies. 


Technical Explanation [1995 Protocol]: Paragraph 3 of Article 6 of the Protocol 
adds.a new paragraph 9 to Article XI of the Convention. Although the definition of 
“interest” in paragraph 4 includes an excess inclusion with respect to a residual inter- 
est in a real estate mortgage investment conduit (REMIC) described in section 860G 
of the Internal Revenue Code, new paragraph 9 provides that the reduced rates of tax 
at source for interest provided for in paragraphs 2 and 3 do not apply to such income. 
This class of interest, therefore, remains subject to the statutory 30 percent U.S. rate 
of tax at source. The legislation that created REMICs in 1986 provided that such 
excess inclusions were to be taxed at the full 30 percent statutory rate, regardless of 
any then-existing treaty provisions to the contrary. The 30 percent rate of tax on 
excess inclusions received by residents of Canada is consistent with this expression 
of Congressional intent. 
Former para. 2 amended by 1995 Protocol, art. 6(1), to substitute “10 per cent” for “15 
per cent”, effective with respect to amounts paid or credited on or after January 1, 1996 
(see art. 21(2)(a) under “Application of the 1995 Protocol” above). 
Former subpara. 3(d) amended by 1995 Protocol, art, 6(2), effective for amounts paid 
or credited on or after January 1, 1996 (see art. 21(2)(a) under “Application of the 1995 
Protocol” above). Subpara. 3(d) formerly read: 
(d) the interest is beneficially owned by a seller who is a resident of the other 
Contracting State and is paid by a purchaser in connection with the sale on credit 
of any equipment, merchandise or services, except where the sale is made be- 
tween persons dealing with each other not at arm’s length; or 
Former para. 9 added by 1995 Protocol, art. 6(3), effective for amounts paid or credited 
on or after January 1, 1996 (see art. 21(2)(a) under “Application of the Provisions, of 
the Protocol” above). 


Article XII — Royalties 


1. Royalties arising in a Contracting State and paid to a resident of 
the other Contracting State may be taxed in that other State. 


Definitions: “royalties” — Art. XII:4; “State” — Art. II:1(4). 


Art. XII 


Technical Explanation [1984]: Generally speaking, under the 1942 Convention 
royalties, including royalties with respect to motion picture films, which are derived by 
a resident of one Contracting State from sources within the other Contracting State are 
taxed at a maximum rate of 15 percent in the latter State; copyright royalties are ex- 
empt from tax in the State of source, if the resident does not have a permanent estab- 
lishment in that State. See Articles I, III, XII C, and paragraph 1 of Article XI of the 
1942 Convention, and paragraph’ 6(a) of the Protocol to the 1942 Convention. 


Paragraph | of Article XII of the Convention provides that a Contracting State may tax 
its residents with respect to royalties arising in the other Contracting State. Paragraph 2 
provides that such royalties may also be taxed in the Contracting State in which they 
arise, but that if a resident of the other Contracting State is the beneficial owner of the 
royalties the tax in the Contracting State of source is limited to 10 percent of the gross 
amount of the royalties. 


2. However, such royalties may also be taxed in the Contracting 
State in which they arise, and according to the laws of that State; 
but if a resident of the other Contracting State is the beneficial 
owner of such royalties, the tax so charged shall not exceed 10 per 
cent of the gross amount of the royalties. 

Related Provisions: Art. XXIX-A — Limitation on benefits. 

Definitions: “royalties” — Art. XII:4; “State” — Art. TIT:1(i). 

I.T. Technical News: 23 (computer software). 

Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 

Technical Explanation [1984]: See. Article XII, para. 1. 


3. Notwithstanding the provisions of paragraph 2, 


(a) copyright royalties and other like payments in respect of the 
production or reproduction of any literary, dramatic, musical or 
artistic work (other than payments in respect of motion pictures 
and works on film, videotape or other means of reproduction for 
use in connection with television); 


(b) payments for the use of, or the right to use, computer 
software; 


(c) payments for the use of, or the right to use, any patent or any 
information concerning industrial, commercial, or scientific ex- 
perience (but not including any such information provided in 
connection with a rental or franchise agreement); and 


(d) payments with respect to broadcasting as may be agreed for 
the purposes of this paragraph in an exchange of notes between 
the Contracting States; 


arising in a Contracting State and beneficially owned by a resident 
of the other Contracting State shall be taxable only in that other 
State. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


8. Royalties — information in connection with franchise agreement 


It is understood that the reference in subparagraph 3(c) of Article XII (Royalties) 
of the Convention to information provided in connection with a franchise agree- 
ment shall generally refer only to information that governs or otherwise deals 
with the operation (whether by the payer or by another person) of the franchise, 
and not to other information concerning ‘industrial; commercial or scientific ex- 
perience that is held for resale or license. 


Para. 3 amended by 1995 Protocol, art. 7(1), effective for amounts paid or credited on 
or after January 1, 1996 (see art. 21(2)(a) under “Application of the 1995 Protocol” 
above). Para. 3 formerly read: 


3. Notwithstanding the provisions of paragraph 2, copyright royalties and other 
like payments in respect of the production or reproduction of any literary, dra- 
matic, musical or artistic work (but not including royalties in respect of motion 
pictures and works on film, videotape or other means of reproduction for use in 
connection with television), arising in a Contracting State and beneficially owned 
by a resident of the other Contracting State shall be taxable only in that other 
State. 


Para. 3 amended by 1983 Protocol, art: V, para. 1. 

Definitions: “royalties” — Art. XII:4. 

1.T. Technical News: 23.(computer software). 

Technical Explanation [1995 Protocol]: Article 7 of the Protocol modifies Article 
XII (Royalties) of the Convention by expanding the classes of royalties exempt from 
withholding of tax at source. Paragraph 3, as amended by the Protocol, identifies four 
classes of royalty payments arising in one Contracting State and beneficially owned by 


a resident of the other that are exempt at source: (1) subparagraph (a) preserves the 
exemption in paragraph 3 of the present Convention for copyright royalties in respect 
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of literary and other works, other than certain such payments in respect of motion pic- 
tures, videotapes, and similar payments; (2) subparagraph (b) specifies that computer 
software royalties are also exempt; (3) subparagraph (c) adds royalties paid for the use 
of, or the right to use, patents and information concerning industrial, commercial, and 
scientific experience, other than payments in connection with rental or franchise agree- 
ments; and (4) subparagraph (d) allows the Contracting States to reach an agreement, 
through an exchange of diplomatic notes, with respect to the application of paragraph 3 
of Article XII to payments in respect of certain live broadcasting transmissions. 


The specific reference to software in subparagraph (b) is not intended to suggest that 
the United States views the term “copyright” as excluding software in other U.S. trea- 
ties (including the current treaty with Canada). 


The negotiators agreed that royalties paid for the use of, or the right to use, designs or 
models, plans, secret formulas, or processes are included under subparagraph 3(c) to 
the extent that they represent payments for the use of, or the right to use, information 
concerning industrial, commercial, or scientific experience. In addition, they agreed 
that royalties paid for the use of, or the right to use, “know-how,” as defined in para- 
graph 11 of the Commentary on Article 12 of the OECD Model Income Tax Treaty, 
constitute payments for the use of, or the right to use, information concerning indus- 
trial, commercial, or scientific experience. The negotiators further agreed that a royalty 
paid under a “mixed contract,” “package fee,” or similar arrangement will be treated as 
exempt at source by virtue of paragraph 3 to the extent of any portion that is paid for 
the use of, or the right to use, property or information with respect to which paragraph 
3 grants an exemption. 


The exemption granted under subparagraph 3(c) does not, however, extend to payments 
made for information concerning industrial, commercial, or scientific experience that is 
provided in connection with a rental or franchise agreement. For this purpose, the nego- 
tiators agreed that a franchise is to be distinguished from other arrangements resulting 
in the transfer of intangible property. They agreed that a license to use intangibles 
(whether or not including a trademark) in a territory, in and of itself, would not consti- 
tute a franchise agreement for purposes of subparagraph 3(c) in the absence of other 
rights and obligations in the license agreement or in any other agreement that would 
indicate that the arrangement in its totality constituted a franchise agreement. For ex- 
ample, a resident of one Contracting State may acquire a right to use a secret formula to 
manufacture a particular product (e.g., a perfume), together with the right to use a 
trademark for that product and to market it at a non-retail level, in the other Contracting 
State. Such an arrangement would not constitute a franchise in the absence of any other 
rights or obligations under that arrangement or any other agreement that would indicate 
that the arrangement in its totality constituted a franchise agreement. Therefore, the 
royalty payment under that arrangement would be exempt from withholding tax in the 
other Contracting State to the extent made for the use of, or the right to use, the secret 
formula or other information concerning industrial, commercial, or scientific experi- 
ence; however, it would be subject to withholding tax at a rate of 10 percent, to the 
extent made for the use of, or the right to use, the trademark. 


The provisions of paragraph 3 do not fully reflect the U.S. treaty policy of exempting 
all types of royalty payments from taxation at source, but Canada was not prepared to 
grant a complete exemption for all types of royalties in the Protocol. Although the 
Protocol makes several important changes to the royalty provisions of the present Con- 
vention in the direction of bringing Article XII into conformity with U.S. policy, the 
United States remains concerned about the imposition of withholding tax on some clas- 
ses of royalties and about the associated administrative burdens. In this connection, the 
Contracting States have affirmed their intention to collaborate to resolve in good faith 
any administrative issues that may arise in applying the provisions of subparagraph 
3(c). The United States intends to continue to pursue a zero rate of withholding for all 
royalties in future negotiations with Canada, including discussions under Article 20 of 
the Protocol, as well as in negotiations with other countries. 


As noted above, new subparagraph 3(d) enables the Contracting States to provide an 
exemption for royalties paid with respect to broadcasting through an exchange of notes. 
This provision was included because Canada was not prepared at the time of the nego- 
tiations to commit to an exemption for broadcasting royalties. Subparagraph 3(d) was 
included to enable the Senate to give its advice and consent in advance to such an 
exemption, in the hope that such an exemption could be obtained without awaiting the 
negotiation of another full protocol. Any agreement reached under the exchange of 
notes authorized by subparagraph 3(d) would lower the withholding rate from 10 per- 
cent to zero and, thus, bring the Convention into greater conformity with established 
US. treaty policy. 


Technical Explanation [1984]: Paragraph 3 provides that, notwithstanding para- 
graph 2, copyright royalties and other like payments in respect of the production or 
reproduction of any literary, dramatic, musical, or artistic work, including royalties 
from such works on videotape or other means of reproduction for private (home) use, if 
beneficially owned by a resident of the other Contracting State, may not be taxed by 
the Contracting State of source. This exemption at source does not apply to royalties in 
respect of motion pictures, and of works on film, videotape or other means of reproduc- 
tion for use in connection with television broadcasting. Such royalties are subject to tax 
at a maximum rate of 10 percent in the Contracting State in which they arise, as pro- 
vided in paragraph 2 (unless the provisions of paragraph 5, described below, apply). 


4. The term “royalties” as used in this Article means payments of 
any kind received as a consideration for the use of, or the right to 
use, any copyright of literary, artistic or scientific work (including 
motion pictures and works on film, videotape or other means of re- 
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production for use in connection with television), any patent, trade 
mark, design or model, plan, secret formula or process, or for the 
use of, or the right to use, tangible personal property or for informa- 
tion concerning industrial, commercial or scientific experience, and, 
notwithstanding the provisions of Article XII] (Gains), includes 
gains from the alienation of any intangible property or rights de- 
scribed in this paragraph to the extent that such gains are contingent 
on the productivity, use or subsequent disposition of such property 
or rights. 

History: Para. 4 amended by 1983 Protocol, art. V, para. 2. 

Definitions: “property” — ITCIA 3, ITA 248(1). 


1.T. Technical News: 23 (computer software); 25 (e-commerce — payments for 
digital products not royalties). 


Technical Explanation [1984]: Paragraph 4 defines the term “royalties” for pur- 
poses of Article XII. “Royalties” means payments of any kind received as considera- 
tion for the use of or the right to use any copyright of literary, artistic, or scientific 
work, including motion pictures, and works on film, videotape or other means of repro- 
duction for use in connection with television broadcasting, any patent, trademark, de- 
sign or model, plan, secret formula or process, or any payment for the use of or the 
right to use tangible personal property or for information concerning industrial, com- 
mercial, or scientific experience. The term “royalties” also includes gains from the 
alienation of any intangible property or rights described in paragraph 4 to the extent 
that such gains are contingent on the productivity, use, or subsequent disposition of 
such intangible property or rights. Thus, a guaranteed minimum payment derived from 
the alienation of (but not the use of) any right or property described in paragraph 4 is 
not a “royalty.” Any amounts deemed contingent on use by reason of Code section 
871(e) are, however, royalties under paragraph 2 of Article III (General Definitions), 
subject to Article XX VI (Mutual Agreement Procedure). The term “royalties” does not 
encompass management fees, which are covered by the provisions of Article VII (Busi- 
ness Profits) or XIV (Independent Personal Services), or payments under a bona fide 
cost-sharing arrangement. Technical service fees may be royalties in cases where the 
fees are periodic and dependent upon productivity or a similar measure. 


5. The provisions of paragraphs 2 and 3 shall not apply if the bene- 
ficial owner of the royalties, being a resident of a Contracting State, 
carries on, or has carried on, business in the other Contracting State 
in which the royalties arise, through a permanent establishment situ- 
ated therein, and the right or property in respect of which the royal- 
ties are paid is effectively connected to such permanent establish- 
ment. In such case the provisions of Article VII (Business Profits) 
shall apply. 


History: Para. 5 amended by 2007 Protocol, art. 7(1), generally effective with respect 
to taxable years beginning after 2008 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


5. The provisions of paragraphs 2 and 3 shall not apply if the beneficial owner of 
the royalties, being a resident of a Contracting State, carries on business in the 
other Contracting State in which the royalties arise, through a permanent estab- 
lishment situated therein, or performs in that other State independent personal 
services from a fixed base situated therein, and the right or property in respect of 
which the royalties are paid is effectively connected with such permanent estab- 
lishment or fixed base. In such case the provisions of Article VII (Business Prof- 
its) or Article XIV (Independent Personal Services), as the case may be, shall 
apply. 

Definitions: “business” —ITCIA 3, ITA 248(1); “permanent establishment” — Art. 

V:1; “property” —ITCIA 3, ITA 248(1); “resident” — Art. IV; “royalties” — Art. 

XII:4; “State” — Art. III: 1(i). 


Technical Explanation [2007 Protocol]: Article 7 of the Protocol amends Article 
XII (Royalties) of the existing Convention. As with other benefits of the Convention, 
the benefits of Article XII are available to a resident of a Contracting State only if that 
resident is entitled to those benefits under the provisions of Article XXIX A (Limita- 
tion on Benefits). 


See the Technical Explanation for new paragraphs 6 and 7 of Article [V(Residence) for 
discussion regarding the interaction between domestic law concepts of beneficial own- 
ership and the treaty rules to determine when a person is considered to derive an item 
of income for purposes of obtaining benefits of the Convention such as withholding 
rate reductions. 


Paragraph | of Article 7 of the Protocol replaces paragraph 5 of Article XII of the 
Convention. In all material respects, new paragraph 5 is the same as paragraph 5 of 
Article XII of the existing Convention. However, new paragraph 5 adds clarifying lan- 
guage consistent with the changes made in Articles 4, 5, and 6 of the Protocol with 
respect to income attributable to a permanent establishment that has ceased to exist. To 
conform with Article 9 of the Protocol, which deletes Article XIV (Independent Per- 
sonal Services) of the Convention, paragraph 1 of Article 7 of the Protocol also amends 
paragraph 5 of Article XII by omitting the reference to a “fixed base.” 


New paragraph 5 provides that the 10 percent limitation on tax in the source State 
provided by paragraph 2, and the exemption in the source State for certain royalties 
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provided by paragraph 3, do not apply if the beneficial owner of the royalties carries on 
or has carried on business in the source State through a permanent establishment and 
the right or property in respect of which the royalties are paid is attributable to such 
permanent establishment. In such case, the royalty income would be taxable by the 
source State under the provisions of Article VII (Business Profits). 


Technical Explanation [1984]: Paragraph 5 provides that the 10 percent limitation 
on tax in the Contracting State of source provided by paragraph 2, and the exemption in 
the Contracting State of source for certain copyright royalties provided by paragraph 3, 
do not apply if the beneficial owner of the royalties carries on business in the State of 
source through a permanent establishment or fixed base and the right or property in 
respect of which the royalties are paid is effectively connected with such permanent 
establishment or fixed base (i.e., the royalties are attributable to the permanent estab- 
lishment or fixed base). In that event, the royalty income would be taxable under the 
provisions of Article VII (Business Profits) or XIV (Independent Personal Services), as 
the case may be. 


6. For the purposes of this Article, 


(a) royalties shall be deemed to arise in a Contracting State 
when the payer is a resident of that State. Where, however, the 
person paying the royalties, whether he is a resident of a Con- 
tracting State or not, has in a State a permanent establishment in 
connection with which the obligation to pay the royalties was 
incurred, and such royalties are borne by such permanent estab- 
lishment, then such royalties shall be deemed to arise in the 
State in which the permanent establishment is situated and not in 
any other State of which the payer is a resident; and 


(b) where subparagraph (a) does not operate to treat royalties as 
arising in either Contracting State and the royalties are for the 
use of, or the right to use, intangible property or tangible per- 
sonal property in a Contracting State, then such royalties shall 
be deemed to arise in that State. 


History: Subpara. 6(a) amended by 2007 Protocol, art. 7(2), effective with respect to 
taxable years beginning after 2008, but in respect of taxes withheld at source, for 
amounts paid or credited on or after February 1, 2009 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). The subpara. formerly read: 


(a) royalties shall be deemed to arise in a Contracting State when the payer is a 
resident of that State. Where, however, the person paying the royalties, whether 
he is a resident of a Contracting State or not, has in a State a permanent estab- 
lishment or a fixed base in connection with which the obligation to pay the royal- 
ties was incurred, and such royalties are borne by such permanent establishment 
or fixed base, then such royalties shall be deemed to arise in the State in which 
the permanent establishment or fixed base is situated and not in any other State 
of which the payer is a resident; and 


Para. 6 amended by 1995 Protocol, art. 7(2), effective for amounts paid or credited on 
or after January 1; 1996 (see art. 21(2)(a) under “Application of the 1995 Protocol” 
above). Para. 6 formerly read: 


6. For the purposes of this Article, royalties shall be deemed to arise in a Con- 
tracting State when the payer is that State itself, or a po subdivision, local 
authority or resident of that State. However: 


(a) except as provided in subparagraph (b), where the person paying the roy- 
alties, whether he is a resident of a Contracting State or not, has in a State 
other than that of which he is a resident a permanent establishment or a fixed 
base in connection with which the obligation to pay the royalties was in- 
curred, and such royalties are borne by such permanent establishment or 
fixed base, then such royalties shall be deemed to arise in the State in which 
the permanent establishment or fixed base is situated and not in the State of 
which the payer is a resident; and 


(b) where the royalties are for the use of, or the right to use, intangible pro- 
perty or tangible personal property in a Contracting State, then such royalties 
shall be.deemed to arise in that State and not in the State of which the payer 
is a resident. 


Subpara. 6(b) amended by 1983 Protocol, art. V, para. 3. 


Definitions: “permanent establishment’ — Art. V:1; “person” — Art. II:1(e), ITCIA 
3, Interpretation Act 35(1); “property” — ITCIA 3, ITA 248(1); “resident” — Art. IV; 
“royalties” — Art. XII:4; “State” — Art. II:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 2 of Article 7 of the Protocol 
sets forth a new subparagraph 6(a) of Article XII that is in all material respects the 
same as subparagraph 6(a) of Article XII of the existing Convention. The only differ- 
ence is that, consistent with the changes made in Article 9 of the Protocol, new subpar- 
agraph 6(a) omits references to a “fixed base.” 


Technical Explanation [1995 Protocol]: Paragraph 2 of Article 7 of the Protocol 
amends the rules in paragraph 6 of Article XII of the Convention for determining the 
source of royalty payments. Under the present Convention, royalties generally are 
deemed to arise in a Contracting State if paid by a resident of that State. However, if 
the obligation to pay the royalties was incurred in connection with a permanent estab- 
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lishment or a fixed base in one of the Contracting States that bears the expense; the 
royalties are deemed to arise in that State. 


The Protocol continues to apply these basic rules but changes the scope of an exception 
provided under the present Convention. Under the present Convention, a royalty paid 
for the use of, or the right to use, property in a Contracting State‘is deemed to arise in 
that State. Under the Protocol, this “place of use” exception applies only if the Conven- 
tion does not otherwise deem the royalties to arise in one of the Contracting States. 
Thus, the “place of use” exception will apply only if royalties are neither paid by ia 
resident of one of the’ Contracting States nor borne by a permanent establishment or 
fixed base in either State. For example, if a Canadian resident were to grant franchise 
rights to a resident of Chile for use in the United States, the royalty paid by the Chilean 
resident to the Canadian resident for those rights would be U.S. source income under 
this Article, subject to U.S. withholding at the 10 percent rate provided in paragraph 2. 


The rules of this Article differ from those provided under U.S. domestic law. Under 
U.S. domestic law, a royalty is considered to be from U.S. sources if it is paid for the 
use of, or the privilege of using, an intangible within the United States; the residence of 
the payor is irrelevant. If paid’to'a nonresident alien individual or other foreign person; 
a U.S. source royalty is generally subject to withholding tax at a rate of 30 percent 
under U.S. domestic law. By reason of paragraph 1 of Article XXIX (Miscellaneous 
Rules), a Canadian resident would be permitted to apply the rules of U.S. domestic law 
to its royalty income if those rules produced a more favorable result in‘its case than 
those of this Article. However, under a basic principle of tax treaty interpretation rec- 
ognized by both Contracting States, the prohibition against so-called “cherry-picking,” 
the Canadian resident would be precluded from claiming selected benefits under the 
Convention (e.g., the tax rates only) and other benefits under U.S. domestic law (e.g., 
the source rules only) with respect to its royalties. See, e.g., Rev. Rul. 84-17, 1984-1 
C.B. 308. For example, if a Canadian company granted franchise rights to a resident of 
the United States for use 50 percent in the United States and 50 percent in Chile, the 
Convention would permit the Canadian company to treat all of its royalty income’ from 
that single transaction as U.S. source income entitled to the withholding tax reduction 
under paragraph 2. U.S. domestic law would permit the Canadian company to treat 50 
percent of its royalty income as U.S. source income subject to a 30 percent withholding 
tax and the other 50 percent as foreign source income exempt from U.S. tax. The Cana- 
dian company could choose to apply either the provisions of U.S. domestic law or the 
provisions of the Convention to the transaction, but would not be permitted to claim 
both the U.S. domestic law exemption for 50 percent of the income and the Conven- 
tion’s reduced withholding rate for the remainder of the income. 


Royalties generally are considered borne by a permanent establishment or fixed base if 
they are deductible in computing the taxable income of that permanent establishment or 
fixed base. 


Since the definition of “resident”? of a Contracting State in Article [V (Residence), as 
amended by Article 3 of the Protocol, specifies that this term includes the Contracting 
States and their political subdivisions and local ’authorities, the source rule does not 
include a specific reference to these governmental entities. 


Technical Explanation [1984]: Paragraph 6 establishes rules to determine the 
source of royalties for purposes of Article XII. The first rule is that royalties arise ina 
Contracting State when the payer is that State, ora political subdivision, local, author- 
ity, or resident of that State. Notwithstanding that rule, royalties arise not in the State of 
the payer’s residence but in any State, whether or not a Contracting State, in which is 
situated a permanent establishment or fixed base in connection with which the obliga- 
tion to pay royalties was incurred, if such royalties are borne by such permanent estab- 
lishment or fixed base. Thus, royalties paid to a resident of the United States by a 
company resident in Canada for the use of property in a third State will not be subject 
to tax in Canada if the obligation to pay. the royalties is incurred in connection with, 
and the royalties are borne by,.a permanent establishment of the company in a third 
State. “Borne by” means allowable as a deduction in computing taxable income. 

A third rule, which overrides both the residence rule and the permanent establishment 
tule just described, provides that royalties for the use of, or the right to use, intangible 
property or tangible personal property in a Contracting State arise in that State. Thus, 
consistent with the provisions of Code section 861(a)(4); if a resident. of \a third State 
pays royalties to a resident of Canada for the use of or the right to use intangible pro- 
perty or tangible personal property in the United States, such royalties are considered to 
arise in the United States and are subject to taxation by the United States consistent 
with the Convention. Similarly, if a resident of Canada pays royalties to a resident of a 
third State, such royalties are considered to arise in the United States and are subject to 
U.S. taxation if they are for the use of or the right to use intangible property or tangible 
personal property in the United States. The term “intangible property” encompasses all 
the items described in paragraph 4, other than tangible personal. property. 


7. Where, by reason of a special relationship between the payer and 
the beneficial owner or between both of them and some’ other per- 
son, the amount of the royalties, having regard to the use, right or 
information for which they are paid, exceeds the amount which 
would have been agreed: upon by the payer and the beneficial owner 
in the absence of such relationship, the provisions of this Article 
shall apply only to the last-mentioned amount.’ In such case, the ex- 
cess part of the payments shall remain taxable according to the laws 
of each Contracting State, due regard being had to the other provi- 
sions of this Convention. 
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Related Provisions: ITA 247 — Transfer pricing adjustments. 


Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1); “royal- 
ties” — Art. XII:4. 


Technical Explanation [1984]: Paragraph 7 provides that in cases involving special 
relationships between persons the benefits of Article XII do not apply to amounts in 
excess of the amount which would have been agreed upon between persons with no 
special relationship; any such excess amount remains taxable according to the laws of 
Canada and the United States, consistent with any relevant provisions of the 
Convention. 


8. Where a resident of a Contracting State pays royalties to a person 
other than a resident of the other Contracting State, that other State 
may not impose any tax on such royalties except insofar as they 
arise in that other State or insofar as the right or property in respect 
of which the royalties are paid is effectively connected with a per- 
manent establishment situated in that other State. 


History: Para. 8 amended to substitute “permanent establishment” for “permanent es- 
tablishment or a fixed base” by 2007 Protocol, art. 7(3), effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). 


Definitions: “permanent establishment” — Art. V:1; “person” — Art. III:1(e), ITCIA 
3, Interpretation Act 35(1); “property” — ITCIA 3, ITA 248(1); “resident” — Art. IV; 
“royalties” — Art. XII:4; “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 3 of Article 7 of Protocol 
amends paragraph 8 of Article XII of the Convention to remove references to a “fixed 
base.” In addition, paragraph 8 of the General Note confirms the intent of the Con- 
tracting States that the reference in subparagraph 3(c) of Article XII of the Convention 
to information provided in connection with a franchise agreement generally refers only 
to information that governs or otherwise deals with the operation (whether by the payer 
or by another person) of the franchise, and not to other information concerning indus- 
trial, commercial or scientific experience that is held for resale or license. 


Technical Explanation [1984]: Paragraph 8 restricts the right of a Contracting State 
to impose tax on royalties paid by a resident of the other Contracting State. The first 
State may not impose any tax on such royalties except insofar as they arise in that State 
or they are paid to a resident of that State or the right or property in respect of which 
the royalties are paid is effectively connected with a permanent establishment or fixed 
base situated in that State. This rule parallels the rule in paragraph 8 of Article XI 
(Interest) and paragraph 5 of Article X (Dividends). Again, U.S. citizens remain subject 
to U.S. taxation on royalties received despite this rule, by virtue of paragraph 2 of 
Article XXIX (Miscellaneous Rules). 


Selected Cases [Art. XII]: Angoss International Ltd. v. R., [1999] 2 C.T.C. 2259 
(TCC) (Copyright payments for computer software exempt from withholding tax). 


Information Circulars [Art. XIl]: 77-16R4: Non-resident income tax. 
Article XIll — Gains 


1. Gains derived by a resident of a Contracting State from the alien- 
ation of real property situated in the other Contracting State may be 
taxed in that other State. 


Related Provisions: ITA 115(1)(b) — Tax on disposition of taxable Canadian pro- 
perty; ITA 126(2.21), (2.22) — Foreign tax credit to emigrant for tax payable on gain 
accrued while resident in Canada; ITA 128.1(4)(b)(i) — Real property in Canada ex- 
cluded from deemed disposition on emigration. 


Definitions: “real property situated in the other Contracting State” — Art. XIII:3; 
“resident” —.Art. IV; “State” — Art. III:1(). 


Technical Explanation [1984]: Paragraph 1 provides that Canada and the United 
States may each tax gains from the alienation of real property situated within that State 
which are derived by a resident of the other Contracting State. The term “real property 
situated in the other Contracting State” is defined for this purpose in paragraph 3 of this 
article. The term “alienation” used in paragraph 1 and other paragraphs of Article XIII 
means sales, exchanges and other dispositions or deemed dispositions (e.g., change of 
use, gifts, distributions, death) that are taxable events under the taxation laws of the 
Contracting State applying the provisions of the Article. 


2. Gains from the alienation of personal property forming part of 
the business property of a permanent establishment which a resident 
of a Contracting State has or had (within the twelve-month period 
preceding the date of alienation) in the other Contracting State, in- 
cluding such gains from the alienation of such a permanent estab- 
lishment, may be taxed in that other State. 
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History: Para. 2 amended by 2007 Protocol, art. 8(1), generally effective with respect 
to taxable years beginning after 2008 (see art. 27(2) under “Application of the 2007 
Protocol” above). Para. 2 formerly read: 


2. Gains from the alienation of personal property forming part of the business 
property of a permanent establishment which a resident of a Contracting State 
has or had (within the twelve-month period preceding the date of alienation) in 
the other Contracting State or of personal property pertaining to a fixed base 
which is or was available (within the twelve-month period preceding the date of 
alienation) to a resident of a Contracting State in the other Contracting State for 
the purpose of performing independent personal services, including such gains 
from the alienation of such a permanent establishment or of such a fixed base, 
may be taxed in that other State. 

Definitions: “permanent establishment” — Art. V:1; “property” —ITCIA 3, ITA 

248(1); “resident” — Art. IV; “State” — Art. IIT:1(). 

Technical Explanation [2007 Protocol]: Paragraph 1 of Article 8 of the Protocol 

replaces paragraph 2 of Article XIII (Gains) of the existing Convention. Consistent 


with Article 9 of the Protocol, new paragraph 2 does not contain any reference to pro- 
perty pertaining to a fixed base or to the performance of independent personal services. 


New paragraph 2 of Article XIII provides that the Contracting State in which a resident 
of the other Contracting State has or had a permanent establishment may tax gains from 
the alienation of personal property constituting business property if such gains are at- 
tributable to such permanent establishment. Unlike paragraph 1 of Article VII(Business 
Profits), paragraph 2 limits the right of the source State to tax such gains to a twelve- 
month period following the termination of the permanent establishment. 


Technical Explanation [1984]: Paragraph 2 of Article XIII provides that the Con- 
tracting State in which a resident of the other Contracting State “has or had” a perma- 
nent establishment or fixed base may tax gains from the alienation of personal property 
constituting business property if such gains are attributable to such permanent estab- 
lishment or fixed base. Unlike paragraph 1 of Article VII (Business Profits), paragraph 
2 limits the right of the source State to tax such gains to a twelve-month period follow- 
ing the termination of the permanent establishment or fixed base. 


3. For the purposes of this Article the term “real property situated 
in the other Contracting State” 


(a) in the case of real property situated in the United States, 
means a United States real property interest and real property 
referred to in Article VI (Income from Real Property) situated in 
the United States, but does not include a share of the capital 
stock of a company that is not a resident of the United States; 
and 


(b) in the case of real property situated in Canada means: 


(i) real property referred to in Article VI (Income from Real 
Property) situated in Canada; 


(ii) a share of the capital stock of a company that is a resident 
of Canada, the value of whose shares is derived principally 
from real property situated in Canada; and 


(iii) an interest in a partnership, trust or estate, the value of 
which is derived principally from real property situated in 
Canada. 


Related Provisions: ITCIA 5 — Definition of “real property”. 


History: Para. 3(a) and subpara. 3(b)(ii) amended by 1997 Protocol, art. 1, effective 
April 26, 1995 and in force December 16, 1997 (the day instruments of ratification 
were exchanged). The para. and subpara. formerly read: 


(a) in the case of real property situated in the United States, means a United 
States real property interest and real property referred to in Article VI (Income 
from Real Property) situated in the United States, and 


(ii) a share of the capital stock of a company, the value of whose shares is de- 
rived principally from real property situated in Canada; and 


Para. 3 amended by 1983 Protocol, art. VI, para. 1. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “company” — Art. III:1(f); “es- 
tate’ —ITCIA 3, ITA 248(1); “real property” — Art. VI:2, ITCIA 5; “resident” — 
Art. IV; “share”? —ITCIA 3, ITA 248(1); “trust” —ITCIA 3, ITA 104(1), 248(1); 
“United States” — Art. III:1(b). 


Technical Explanation [1997]: Article 1 of the Protocol amends paragraph 3 of 
Article XIII (Gains) of the Convention. Paragraph | of Article XIII of the Convention 
provides that gains derived by a resident of a’ Contracting State from the alienation of 
real property situated within the other Contracting State may be taxed in that other 
State. The term “real property situated in the other Contracting State” is defined for this 
purpose in paragraph 3 of Article XIII of the Convention. 


Under paragraph 3(a) of Article XIII of the Convention, real property situated in the 
United States includes real property (as defined in Article VI (Income from Real Pro- 
perty) of the Convention) situated in the United States and a United States real property 
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interest. Under section 897(c) of the Internal Revenue Code (the “Code’’) the term 
“United States real property interest” includes shares in a U.S. corporation that owns 
sufficient U.S. real property interests to satisfy ‘an asset-ratio ‘test on certain testing 
dates. 


Under Paragraph 3(b) of Article XIII of the Convention, real property situated in Can- 
ada means real property (as defined in Article VI of the Convention) situated in Can- 
ada; shares of stock of a company, the value of whose shares consists principally of 
Canadian real property; and an interest in a partnership, trust or estate, the value of 
which consists principally of Canadian real property. The term “principally” means 
more than 50 percent. 


Under the Code, stock of a foreign corporation is not considered a “United States real 
property interest.” Therefore, the United States does not taxa resident of Canada on the 
sale of stock of a foreign corporation, regardless of the composition of the corpora 
tion’s assets. Although the Convention permits Canada to tax a U.S. resident on the 
sale of stock of a company that is not a resident of Canada if the value of the com- 
pany’s shares consists principally of Canadian real property, Canada does not currently 
impose such a tax. However, on April 26, 1995, amendments were proposed to the 
Canadian Income Tax Act that would impose Canadian income tax on gains realized on 
stock of certain companies that are not residents of Canada if (i) more than 50 percent 
of the fair market value of all of the company’s properties consists of any combination 
of taxable Canadian property, Canadian resource property, timber resource property in 
Canada and income interests in Canadian trusts, and (ii) more than 50 percent of the 
fair market value of the shares in question is derived directly or indirectly from any 
combination of real property located in Canada, Canadian resource property, and tim- 
ber resource property in Canada. [See ITA 115(1)(b) —ed.] This amendment is pro- 
posed to be effective as of April 26, 1995 with proration for gains that accrued before 
that date. Although the Canadian Parliament was dissolved before these amendments 
were passed, they are expected to be re-introduced in the current session with the same 
effective date. 


The Protocol amends paragraphs 3(a) and 3(b)(ii) of Article XIII of the Convention to 
limit each State’s right to tax the gains of a resident of the other State from the sale of 
stock of a real property holding company to cases where the company is resident in that 
State. Although the United States does not impose and is not currently considering 
imposing a tax under the Code on gains from the sale of stock of non-resident real 
property holding companies, the Protocol nevertheless amends the Convention to pro- 
hibit the imposition of such a tax on Canadian residents. Although Canada is consider- 
ing imposing such a tax on gains from the sale of shares of companies that are not 
residents of Canada, this Protocol provision will cause the proposed amendments to the 
Canadian Income Tax Act to be inapplicable to U.S. residents who derive gains from 
the sale of stock of real property holding companies that are not residents of Canada. 
This provision will be retroactively effective to April 26, 1995, the date the previous 
Canadian legislation was proposed to be effective. 


Technical Explanation [1984]: Paragraph 3 provides a definition of the term “real 
property situated in the. other Contracting State.” Where the United States is the other 
Contracting’ State, the term includes real property (as defined in Article VI (Income 
from Real. Property)) situated in the United States and a United States real property 
interest..Thus, the United States retains the ability to exercise its full taxing right under 
the Foreign Investment in Real Property Tax Act (Code section 897). (For a transition 
rule from the 1942 Convention, see paragraph 9 of this Article). 


Where, Canada is the other Contracting State, the term means real property (as defined 
in Article VI) situated in Canada; shares of stock of a company, the value of whose 
shares consists principally of Canadian real property; and an interest in a partnership, 
trust or estate, the value of which consists principally of Canadian real property. The 
term “principally” means more than 50 percent. Taxation in Canada is preserved 
through several tiers of entities if the value of the company’s shares or the partnership, 
trust or estate is ultimately dependent principally upon real property situated in Canada. 


4. Gains from the alienation of any property other than that referred 
to in paragraphs 1, 2 and 3 shall be taxable only in the Contracting 
State of which the alienator is a resident. 


Related Provisions: ITA 248(1)“treaty-protected property” 
is not subject to Canadian tax because of treaty. 


Definitions: “property” — ITCIA 3, ITA 248(1); “resident” — Art. IV. 


Advance Tax Rulings: ATR-43: Utilization of a non-resident-owned investment 
corporation as a holding corporation. However, see para. 5 below. 


— Property whose gain 


Technical Explanation [1984]: Paragraph 4 reserves to the Contracting State of 
residence the’ sole right to tax gains from the alienation of any property other than 
property referred to in paragraphs 1, 2, and 3. 


5. The provisions of paragraph 4 shall not affect the right of a Con- 
tracting State to levy, according to.its domestic law, a tax on gains 
from the alienation of any property derived by an individual who is 
a resident of the other Contracting State if: 


(a) the individual was a resident of the first-mentioned State: 


(i) for at least 120 months during any period of 20 consecu- 
tive years preceding the alienation of the property; and 
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(ii) at any time’ during the 10 years immediately preceding 
the alienation of the property; and 


_ (b) the property (or property for which such property. was substi- 
tuted in an alienation the gain on.which was not recognized for 
the purposes of taxation in the first-mentioned State): 


(i) was owned by, the individual at the time the individual 
ceased to be a resident of the first-mentioned State; and 


(ii) was not a property that the individual was treated as hav- 
ing alienated by reason of ceasing to be.a resident of the first- 
mentioned State and becoming a resident of the other Con- 
tracting State. 


History: Para. 5 amended by 2007 Protocol, art. 8(2), effective with respect to aliena- 
tions of property that occur (including, for greater certainty, those that are deemed 
under the law of a Contracting State to occur) after September 17, 2000 (see art. 27(2) 
and (3)(e) under “Application of the 2007 Protocol” above). Para. 5 formerly read: 


5. The provisions of paragraph 4 shall not affect the right of a Contracting State 
to levy tax on gains from the alienation of property derived by an individual who 
is a resident of the other Contracting State if such individual: 


(a) was a resident of the first-mentioned State for 120 months during any 
' period of 20 consecutive years preceding the alienation of the property; and 


(b) was a resident of the first-mentioned State at any time during the ten 
years immediately preceding the alienation of the property; 


and if such property (or property. for which such property was substituted in an 
alienation the gain on which was, not recognized for the purposes of taxation in 
the first-mentioned: State) was owned by the individual at the time he ceased to 
be a resident of the first-mentioned State. 


Para. 5 amended by 1983 Protocol, art. VI, para. 2. 


Definitions: “individual”, “property”? — ITCIA 3, ITA 248(1); “resident” — Art. IV; 
“State”? — Art. III:1@); “substituted” — ITA 248(5). 


Technical Explanation [2007 Protocol]: Paragraph 2 of Article 8 of the Protocol 
replaces paragraph 5 of Article XIII of the existing Convention. In general, new para- 
graph 5 provides an exception to the general rule stated in paragraph 4 that gains from 
the alienation of any property, other than property referred to in paragraphs 1, 2, and 3, 
shall be taxable only in the: Contracting State of which the alienator is a resident. Para- 
graph 5 provides that a Contracting State may, according to its domestic law, impose 
tax on gains derived by an individual whois a resident of the other Contracting: State if 
such individual was a resident of the first-mentioned State for 120 months (whether or 
not consecutive) during any period of 20 consecutive years preceding the alienation of 
the property, and was a resident of that State at any time during the 10-year period 
immediately preceding the alienation of the property. Further, the property (or property 
received in substitution in a tax-free transaction in the first-mentioned State) must have 
been owned by the individual at the time he ceased to be a resident of the first-men- 
tioned State and must not have been property that the individual was treated as having 
alienated by reason of ceasing to be a resident of the first-mentioned State and becom- 
ing a resident of the other Contracting State. 


The provisions of new paragraph 5 are substantially metre to paragraph.5 of Article 
XII of the existing.Convention. However, the Protocol adds a new requirement.to par- 
agraph 5 that the property not be “a property that the individual was treated as having 
alienated by reason of ceasing to be a resident of the first-mentioned State and becom- 
ing a resident of the other Contracting State.” This new requirement reflects the fact 
that the main purpose of paragraph 5 — ensuring that gains that accrue while an indivi- 
dual is resident in a Contracting State remain taxable for the stated time after the indivi- 
dual has moved to the other State — is met if that pre-departure gain is taxed in the 
first State immediately before the individual’s emigration. This rule applies whether or 
not the individual makes the election provided by paragraph 7 of Article XIII, as 
amended, which is described below. 

Technical Explanation [1984]:, Paragraph 5 states. that, despite paragraph 4, a 
Contracting State may impose tax on gains derived by an individual who is a resident 
of the other Contracting State.if such individual was a resident. of the first-mentioned 
State for 120 months (whether or not consecutive) during any period of 20 consecutive 
years preceding the alienation of the property, and .was.a resident of that State at any 
time during the 10-year period immediately preceding the alienation of the property. 
The property (or property received in substitution in.a tax-free transaction in the first- 
mentioned State) must have been owned by the individual at the time he ceased to be a 
resident of the first-mentioned State. 


6. Where an individual (other than a citizen of the United States) 
who was a resident’ of Canada became’ a resident of the’ United 
States, in determining his liability to United States taxation in re- 
spect of any gain from the alienation of a principal residence in 
Canada owned by. him at the time he ceased to, be a resident of Can- 
ada, the adjusted basis of such property shall.be no less than its fair 
market value at that time: 
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Definitions: “Canada” — Art. Ill:1(a), ITCIA 5; “individual” —ITCIA 3, ITA 
248(1); “property” — ITCIA 3, ITA 248(1); “resident” — Art. IV; “United States” — 
Art. III:1(b). 


Technical Explanation [1984]: Paragraph 6 provides a rule to coordinate Canadian 
and United States taxation of gains from the alienation of a principal residence situated 
in Canada. An individual (not a citizen of the United States) who was a resident of 
Canada and becomes a resident of the United States may determine his liability for 
U.S. income tax purposes in respect of gain from the alienation of a principal residence 
in Canada owned by him at the time he ceased to be a resident of Canada by claiming 
an adjusted basis for such residence in an amount no less than the fair market value of 
the residence at that time. Under paragraph 2(b) of Article XXX, the rule of paragraph 
6 applies to gains realized for U.S. income tax purposes in taxable years beginning on 
or after the first day of January next following the date when instruments of ratification 
are exchanged, even if a particular individual described in paragraph 6 ceased to be a 
resident of Canada prior to such date. Paragraph 6 supplements any benefits available 
to a taxpayer pursuant to the provisions of the Code, e.g., section 1034. 


7. Where at any time an individual is treated for the purposes of 
taxation by a Contracting State as having alienated a property and is 
taxed in that State by reason thereof, the individual may elect to be 
treated for the purposes of taxation in the other Contracting State, in 
the year that includes that time and all subsequent years, as if the 
individual had, immediately before that time, sold and repurchased 
the property for an amount equal to its fair market value at that 
time. 


History: Para. 7 amended by 2007 Protocol, art. 8(3), effective with respect to aliena- 
tions of property that occur (including, for greater certainty, those that are deemed 
under the law of a Contracting State to occur) after September 17, 2000 (see art. 27(2) 
and (3)(e) under “Application of the 2007 Protocol” above). Para. 7 formerly read: 


7. Where at any time an individual is treated for the purposes of taxation by a 
Contracting State as having alienated a property and is taxed in that State by 
reason thereof and the domestic law of the other Contracting State at such time 
defers (but does not forgive) taxation, that individual may elect in his annual 
return of income for the year of such alienation to be liable to tax in the other 
Contracting State in that year as if he had, immediately before that time, sold and 
repurchased such property for an amount equal to its fair market value at that 
time. 


Definitions: “individual” —ITCIA 3, ITA 248(1); “property’—ITCIA 3, ITA 
248(1); “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 3 of Article 8 of the Protocol 
replaces paragraph 7 of Article XIII. 


The purpose of paragraph 7, in both its former and revised form, is to provide a rule to 
coordinate U.S. and Canadian taxation of gains in the case of a timing mismatch. Such 
a mismatch may occur, for example, where a Canadian resident is deemed, for Cana- 
dian tax purposes, to recognize capital gain upon emigrating from Canada to the United 
States, or in the case of a gift that Canada deems to be an income producing event for 
its tax purposes but with respect to which the United States defers taxation while as- 
signing the donor’s basis to the donee. The former paragraph 7 resolved the timing 
mismatch of taxable events by allowing the individual to elect to be liable to tax in the 
deferring Contracting State as if he had sold and repurchased the property for an 
amount equal to its fair market value at a time immediately prior to the deemed 
alienation. 


The election under former paragraph 7 was not available to certain non-U:S. citizens 
subject to tax in Canada by virtue of a deemed alienation because such individuals 
could not elect to be liable to tax in the United States. To address this problem, the 
Protocol replaces the election provided in former paragraph 7, with an election by the 
taxpayer to be treated by a Contracting State as having sold and repurchased the pro- 
perty for its fair market value immediately before the taxable event in the other Con- 
tracting State. The election in new paragraph 7 therefore will be available to any indivi- 
dual who emigrates from Canada to the United States, without regard to whether the 
person is a U.S. citizen immediately before ceasing to be a resident of Canada. If the 
individual is not subject to U.S. tax at that time, the effect of the election will be to give 
the individual an adjusted basis for U.S. tax purposes equal to the fair market value of 
the property as of the date of the deemed alienation in Canada, with the result that only 
post-emigration gain will be subject to U.S. tax when there is an actual alienation. If 
the Canadian resident is also a U.S. citizen at the time of his emigration from Canada, 
then the provisions of new paragraph 7 would allow the U.S. citizen to accelerate the 
tax under U.S. tax law and allow tax credits to be used to avoid double taxation. This 
would also be the case if the person, while not a U.S. citizen, would otherwise be 
subject to taxation in the United States on a disposition of the property. 


In the case of Canadian taxation of appreciated property given as a gift, absent para- 
graph 7, the donor could be subject to tax in Canada upon making the gift, and the 
donee may be subject to tax in the United States upon a later disposition of the property 
on all or a portion of the same gain in the property without the availability of any 
foreign tax credit for the tax paid to Canada. Under new paragraph 7, the election will 
be available to any individual who pays taxes in Canada on a gain arising from the 
individual’s gifting of a property, without regard to whether the person is a U.S. tax- 
payer at the time of the gift. The effect of the election in such case will be to give the 
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donee an adjusted basis for U.S. tax purposes equal to the fair market value as of the 
date of the gift. If the donor is a U.S. taxpayer, the effect of the election will be the 
realization of gain or loss for U.S. purposes immediately before the gift. The accelera- 
tion of the U.S. tax liability by reason of the election in such case enables the donor to 
utilize foreign tax credits and avoid double taxation with respect to the disposition of 
the property. 


Generally, the rule does not apply in the case of death. Note, however, that Article 
XXIX B (Taxes Imposed by Reason of Death) of the Convention provides rules that 
coordinate the income tax that Canada imposes by reason of death with the U.S. estate 
tax. 


If in one Contracting State there are losses and gains from deemed alienations of differ- 
ent properties, then paragraph 7 must be applied consistently in the other Contracting 
State within the taxable period with respect to all such properties. Paragraph 7 only 
applies, however, if the deemed alienations of the properties result in a net gain. 


Taxpayers may make the election provided by new paragraph 7 only with respect to 
property that is subject to a Contracting State’s deemed disposition rules and with re- 
spect to which gain on a deemed alienation is recognized for that Contracting State’ s 
tax purposes in the taxable year of the deemed alienation. At the time the Protocol was 
signed, the following were the main types of property that were excluded from the 
deemed disposition rules in the case of individuals (including trusts) who cease to be 
residents of Canada: real property situated in Canada; interests and rights in respect of 
pensions; life insurance policies (other than segregated fund (investment) policies); 
rights in respect of annuities; interests in testamentary trusts, unless acquired for con- 
sideration; employee stock options; property used in a business carried on through a 
permanent establishment in Canada (including intangibles and inventory); interests in 
most Canadian personal trusts; Canadian resource property; and timber resource 
property. 

Technical Explanation [1984]: Paragraph 7 provides a rule to coordinate U.S. and 
Canadian taxation of gains in circumstances where an individual is subject to tax in 
both Contracting States and one Contracting State deems a taxable alienation of pro- 
perty by such person to have occurred, while the other Contracting State at that time 
does not find a realization or recognition of income and thus defers, but does not for- 
give, taxation. In such a case the individual may elect in his annual return of income for 
the year of such alienation to be liable to tax in the latter Contracting State as if he had 
sold and repurchased the property for an amount equal to its fair market value at a time 
immediately prior to the deemed alienation. The provision would, for example, apply in 
the case of a gift by a U.S. citizen or a U.S. resident individual which Canada deems to 
be an income producing event for its tax purposes but with respect to which the United 
States defers taxation while assigning the donor’s basis to the donee. The provision 
would also apply in the case of a U.S. citizen who, for Canadian tax purposes, is 
deemed to recognize income upon his departure from Canada, but not to a Canadian 
resident (not a U.S. citizen) who is deemed to recognize such income. The rule does 
not apply in the case of death, although Canada also deems that to be a taxable event, 
because the United States in effect forgives income taxation of economic gains at 
death. If in one Contracting State there are losses and gains from deemed alienations of 
different properties, then paragraph 7 must be applied consistently in the other Con- 
tracting State within the taxable period with respect to all such properties. Paragraph 7 
only applies, however, if the deemed alienations of the properties result in a net gain. 


8. Where a resident of a Contracting State alienates property in the 
course of a corporate or other organization, reorganization, amalga- 
mation, division or similar transaction and profit, gain or income 
with respect to such alienation is not recognized for the purpose of 
taxation in that State, if requested to do so by the person who ac- 
quires the property, the competent authority of the other Con- 
tracting State may agree, in order to avoid double taxation and sub- 
ject to terms and conditions satisfactory to such competent 
authority, to defer the recognition of the profit, gain or income with 
respect to such property for the purpose of taxation in that other 
State until such time and in such manner as may be stipulated in the 
agreement. 


History: Para. 8 amended by 1995 Protocol, art. 8, generally effective with respect to 
taxation years beginning on or after January 1, 1996 (see art. 21 under “Application of 
the 1995 Protocol” above). Para. 8 formerly read: 


8. Where a resident of a Contracting State alienates property in the course of a 
corporate organization, reorganization, amalgamation, division or similar trans- 
action and profit, gain or income with respect to such alienation is not recog- 
nized for the purpose of taxation in that State, if requested to do so by the person 
who acquires the property, the competent authority of the other Contracting State 
may agree, in order to avoid double taxation and subject to terms and conditions 
satisfactory to such competent authority, to defer the recognition of the profit, 
gain or income with respect to such property for the purpose of taxation in that 
other State until such time and in such manner as may be stipulated in the 
agreement. 


Definitions: “competent authority” — Art. III:1(g); “person” — Art. III: 1(e), ITCIA 
3, Interpretation Act 35(1); “property” — ITCIA 3, ITA 248(1); “resident” — Art. IV; 
“State” — Art. III: 1(i); “United States” — Art. III: 1(b). 
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Technical Explanation [1995 Protocol]: Article 8 of the Protocol broadens the 
scope of paragraph 8 of Article XIII (Gains) of the Convention to cover organizations, 
reorganizations, amalgamations, and similar transactions involving either corporations 
or other entities. The present Convention covers only transactions involving corpora- 
tions. The amendment is intended to make the paragraph applicable to transactions in- 
volving other types of entities, such as trusts and partnerships. 

As in the case of transactions covered by the present Convention, the deferral allowed 
under this provision shall be for such time and under such other conditions as are stipu- 
lated between the person acquiring the property and the competent authority. The 
agreement of the competent authority of the State of source is entirely discretionary 
and, when granted, will be granted only to the extent necessary to avoid double 
taxation. 


Technical Explanation [1984]: Paragraph 8 concerns the coordination of Canadian 
and U.S. rules with respect to the recognition of gain on corporate organizations, reor- 
ganizations, amalgamations, divisions, and similar transactions. Where a resident of a 
Contracting State alienates property in such a transaction, and profit, gain, or income 
with respect to such alienation is not recognized for income tax purposes in the Con- 
tracting State of residence, the competent authority of the other Contracting State may 
agree, pursuant to paragraph 8, if requested by the person who acquires the property, to 
defer recognition of the profit, gain, or income with respect to such property for income 
tax purposes. This deferral shall be for such time and under such other conditions as are 
stipulated between the person who acquires the property and the competent authority. 
The agreement of the competent authority of the State of source is entirely discretion- 
ary and will be granted only to the extent necessary to avoid double taxation of income. 
This provision means, for example, that the United States competent authority may 
agree to defer recognition of gain with respect to a transaction if the alienator would 
otherwise recognize gain for U.S. tax purposes and would not recognize gain under 
Canada’s law. The provision only applies, however, if alienations described in para- 
graph 8 result ina net gain. In the absence of extraordinary circumstances the provi- 
sions of the paragraph must be applied consistently within a taxable period with respect 
to alienations described in the paragraph that take place within that period. 


9. Where a person who is a resident of a Contracting State alienates 
a capital asset which may in accordance with this Article be taxed 
in the other Contracting State and 


(a) that person owned the asset on September 26, 1980 and. was 
resident in the first-mentioned State on that-date; or 


(b) the asset was acquired by that person in an alienation of pro- 
perty which qualified as a non-recognition transaction for the 
purposes of taxation in that other State; 


the amount of the gain which is liable to tax in that other State in 
accordance with this Article shall be reduced by the proportion of 
the gain attributable on a monthly basis to the period ending on De- 
cember 31 of the year in which the Convention enters into force, or 
such greater portion of the gain as is shown to the satisfaction of the 
competent authority of the other State to be reasonably attributable 
to that period. For the purposes of this paragraph the term “non- 
recognition transaction” includes a transaction to which paragraph 
8 applies and, in the case of taxation in the United States, a transac- 
tion that would have been a non-recognition transaction but for Sec- 
tions 897(d) and 897(e) of the Internal Revenue Code. The provi- 
sions of this paragraph shall not apply to 


(c) an asset that on September 26, 1980 formed part of the busi- 
ness property of a permanent establishment of a resident of a 
Contracting State situated in the other Contracting State; 


(d) an alienation by a resident of a Contracting State of an asset 
that was owned at any time after September 26, 1980. and before 
such alienation by a person who was not at all times after that 
date while the asset was owned by such person a resident of that 
State; or 


(e) an alienation of an asset that was acquired by a person at any 
time after September 26, 1980 and before such alienation in a 
transaction other than a non-recognition transaction. 
History: Subpara. 9(c) amended by 2007 Protocol, art. 8(4), to substitute “permanent 
establishment” for “permanent establishment or pertained to a fixed base”, effective 
with respect to taxable years beginning after 2008, but in respect of taxes withheld at 
source, for amounts paid or credited on or after February 1, 2009 (see art. 27(2) under 
“Application of the 2007 Protocol” above). 
Para. 9 amended by 1983 Protocol, art. VI, para. 3. 
Definitions: “competent authority” — Art. III:1(g); “permanent establishment” — 
Art. V:1; “person” — Art. Ill:1(e), ITCIA 3, Interpretation Act 35(1); “property” — 
ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — Art. III:1(i). 
Interpretation Bulletins: IT-173R2: Capital gains derived in Canada by residents of 
the United States. 


Art. XII 


|.T. Technical News: 4 (article XIII:9 of the Canada—U.S. tax convention (1980). 


Technical Explanation [2007 Protocol]: Consistent with the provisions of Article 
9 of the Protocol, paragraph 4 of Article 8 of the Protocol amends subparagraph 9(c) of 
Article XIII of the existing Convention to remove the words “or pertained to a fixed 
base.” 


Relationship. to other Articles. 


The changes to Article XIII set forth in paragraph 3 were announced in a press release 
issued by the Treasury Department on September 18, 2000. Consistent with that press 
release, subparagraph 3(e) of Article 27 of the Protocol provides that the changes, 
jointly effectuated by paragraphs 2 and 3, will be generally effective for alienations of 
property that occur after September 17, 2000. 


Technical Explanation [1984]: Paragraph 9 provides a transitional rule reflecting 
the fact that under Article VIII of the 1942 Convention gains from the sale or exchange 
of capital assets are exempt from taxation in the State of source provided the taxpayer 
had no permanent establishment in that State. Paragraph 9 applies to deemed, as well as 
actual, alienations or dispositions. In addition, paragraph 9 applies to a gain described 
in paragraph 1, even though such gain is also income within the meaning of paragraph 
3 of Article VI. Paragraph 9 will apply to transactions notwithstanding section 1125(c) 
of the Foreign Investment in Real Property Tax Act, Public Law 96-499 (“FIRPTA”). 


Paragraph 9 applies to capital assets alienated by a resident of a Contracting State if (a) 
that person owned the asset on September 26, 1980 and was a resident of that Con- 
tracting State on September 26, 1980 (and at all times after that date until the aliena- 
tion), or'(b) the asset was acquired by that person in an alienation of property which 
qualified as. a non-recognition transaction for tax purposes in the other Contracting 
State. For purposes of subparagraph 9(b), a non-recognition transaction is a transaction 
in which gain resulting ‘therefrom is, in effect, deferred for tax purposes, but is not 
permanently forgiven. Thus, in the United States, certain tax-free organizations, reorga- 
nizations, liquidations and like-kind exchanges will qualify as non-recognition. transac- 
tions. However, a transfer of property at death will not constitute a non-recognition 
transaction, since any gain due to appreciation in the property is permanently forgiven 
in the United States due to the fair market value basis taken by the recipient of the 
property. If a transaction is a non-recognition transaction for tax purposes, the transfer 
of non-qualified property, or “boot,” which may cause some portion of the gain on the 
transaction to be recognized, will not cause the transaction to lose its character as a 
non-recognition transaction for purposes of subparagraph 9(b). In addition, a transac- 
tion that would have been a non-recognition transaction in the United States but for the 
application of sections 897(d) and 897(e) of the Code will also constitute a non-recog- 
nition transaction for purposes of subparagraph 9(b). Further, a transaction which is not 
a non-recognition transaction under U.S. law, but to which non-recognition treatment is 
granted pursuant to the agreement of the competent authority under paragraph 8 of this 
Article, is a non-recognition transaction for purposes of subparagraph 9(b). However, a 
transaction which is not a non-recognition transaction under U.S. law does not become 
a non-recognition transaction for purposes of subparagraph 9(b) merely because the 
basis of the property in the hands of the transferee is reduced under section 1125(d) of 
FIRPTA. 


The benefits of paragraph 9. are-not available to the alienation or disposition by a resi- 
dent of a Contracting State of an asset that (a) on September 26, 1980 formed part of 
the business property of a permanent establishment or pertained to a fixed base which a 
resident of that Contracting State had in the other Contracting State, (b) was alienated 
after September 26, 1980 and before, the alienation in: question in any transaction that 
was not a non-recognition: transaction, as described above, or (c) was owned iat any 
time prior to the alienation in question and after September 26, 1980 by a person who 
was not a resident of that same Contracting State after September 26, 1980 while such 
person held the asset. Thus, for example, in order for paragraph 9 to be availed of by a 
Canadian resident who did not own the alienated asset on September 26, 1980, the 
asset must have been owned by other Canadian residents continuously after September 
26, 1980 and must have been transferred only in transactions which were non-recogni- 
tion transactions for U.S. tax purposes. 


The availability of the benefits of paragraph 9 is illustrated by the following examples. 
It should be noted that the examples do not purport to fully describe the U.S. and Cana- 
dian tax consequences resulting from the transactions described therein. Any condition 
for the application of paragraph 9 which is not discussed in an example should be as- 
sumed to be satisfied. 


Example 1. 


A, an individual resident of Canada, owned an appreciated U.S. real property interest 
on September 26, 1980. On January 1, 1982, A transferred the U.S. real property inter- 
est to X, a Canadian corporation, in exchange for 100 percent of X’s voting stock. A’s 
gain on the transfer to X is exempt from U.S. tax under Article VIII of the 1942 Con- 
vention. Since the transaction qualifies as a non-recognition transaction for U.S. tax 
purposes, as described above, X is entitled to the benefits of paragraph 9, pursuant to 
subparagraph 9(b), upon a subsequent disposition of the U.S. real property interest oc- 
curring after the entry into force of this Convention. If A’s transfer to X had instead 
occurred after the entry into force of this Convention, A would be entitled to the bene- 
fits of paragraph 9, pursuant to subparagraph 9(a), with respect to U.S. taxation of that 
portion of the gain resulting from the transfer to X that is attributable on a monthly 
basis to the period ending on December 31 of the year in which the Convention enters 
into force (or a greater portion of the gain as is shown to the satisfaction of the U.S. 
competent authority). X would be entitled to the benefits of paragraph 9 pursuant to 
subparagraph 9(b), upon a subsequent disposition of the U.S. real property interest. 


Example 2. 
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The facts are the same as in Example 1, except that A is a corporation which is resident 
in Canada. Assuming that the transfer of the U.S. real property interest to X is.a section 
351 transaction or a tax-free reorganization for U.S. tax purposes, the results are the 
same as in Example 1. 


Example 3. 


The facts are the same as in Example 1, except that X is a U.S. corporation. If the 
transfer to X by A took place on January 1, 1982, A’s gain on the transfer to X would 
be exempt from tax under Article VIII of the 1942 Convention and A would be entitled 
to the benefits of paragraph 9, pursuant to subparagraph 9(b), upon a subsequent dispo- 
sition of the stock of X occurring after the entry into force of this Convention. If the 
transfer to X by A took place after the entry into force of this Convention, A would be 
entitled to the benefits of paragraph 9, pursuant to subparagraph 9(a), with respect to 
U.S. taxation (if any) of the gain resulting from the transfer to X, and would also be 
entitled to the benefits of paragraph 9, pursuant to subparagraph 9(b), upon a subse- 
quent disposition of the stock of X. For several reasons, including the fact that X is a 
U.S. corporation, paragraph 9 has no impact on the U.S. tax consequences of a subse- 
quent disposition by X of the U.S. real property interest in either case. 


Example 4. 


B, a corporation resident in Canada, owns all of the stock of C, which is also a corpora- 
tion resident in Canada. C owns a U.S. real property interest. After the Convention 
enters into force, B liquidates C in a section 332 liquidation. The transaction is treated 
as a non-recognition transaction for U.S. tax purposes under the definition of a non- 
recognition transaction described above. C is entitled to the benefits of paragraph 9, 
pursuant to subparagraph 9(a), with respect to gain taxed (if any) under section 897(d), 
and B is entitled to the benefits of paragraph 9, pursuant to subparagraph 9(b), upon a 
subsequent disposition of the U.S. real property interest. Generally, the United States 
would not subject B to tax upon the liquidation of C. 


Example 5. 


The facts are the same as in Example 4, except that C is a U.S. corporation. B is enti- 
tled to the benefits of paragraph 9, pursuant to subparagraph 9(a), with respect to U.S. 
taxation (if any) of the gain resulting from the liquidation of C. B is not entitled to the 
benefits of paragraph 9 upon a subsequent disposition of the U.S. real property interest 
since that asset was held after September 26, 1980 by a person who was not a resident 
of Canada. The U.S. tax consequences to C are governed by the internal law of the 
United States. 


Example 6. 


D, an individual resident of the United States, owns Canadian real estate. On January 1, 
1982, D transfers the Canadian real estate to E, a corporation resident in Canada, in 
exchange for all of E’s stock. This transfer is treated as a taxable transaction under the 
Income Tax Act of Canada. However, D’s gain on the transfer is exempt from Canadian 
tax under Article VIII of the 1942 Convention. D is not entitled to the benefits of sub- 
paragraph 9(b) upon a subsequent disposition of the stock of E since the stock was not 
transferred in a transaction which was a non-recognition transaction for Canadian tax 
purposes. E is not entitled to Canadian benefits under this paragraph since, inter alia, it 
is a Canadian resident. (However, under Canadian law, both D and E would have a 
basis for tax purposes equal to the fair market value of the property at the time of D’s 
transfer). If the transfer to E had taken place after entry into force of this Convention, D 
would be entitled to the benefits of paragraph 9, pursuant to subparagraph 9(a), with 
respect to Canadian tax resulting from the transfer to E, but would not be entitled to the 
benefits of subparagraph 9(b) upon a subsequent disposition of the E stock. (Note that 
E could seek to have the transaction treated as a non-recognition transaction under par- 
agraph 8 of this Article, with the result that, if the competent authority agrees, D will 
take a carryover basis in the stock of E and be entitled to the benefits of subparagraph 
9(b) upon a subsequent disposition thereof). 


Example 7. 


The facts are the same as in Example 6, except that E is a U.S. corporation. This trans- 
action is also a recognition event under Canadian law at the shareholder level. The 
results are generally the same as in Example 6. However, if the transfer to E had been 
granted non-recognition treatment in Canada pursuant to paragraph 8, both D and E 
would be entitled to the benefits of paragraph 9 for Canadian tax purposes, pursuant to 
subparagraph 9(b), upon subsequent dispositions of the stock of E or the Canadian real 
estate, respectively. . 


Example 8. 


F, an individual resident of the United States, owns all of the stock of G, a Canadian 
corporation, which in turn owns Canadian real estate. F causes G to be amalgamated in 
a merger with another Canadian corporation. This is a non-recognition transaction 
under Canadian law and F is entitled for Canadian tax purposes, to the benefits of 
paragraph 9, pursuant to subparagraph 9(b), upon a subsequent disposition of the stock 
of the other Canadian corporation. 


Example 9. 


H, a U.S. corporation, owns all of the stock of J, another U.S. corporation. J owns 
Canadian real estate. H liquidates J. For Canadian tax purposes, no tax is imposed on H 
as a result of the liquidation and H receives a fair market value basis in the Canadian 
real estate. Accordingly, since gain has been forgiven due to the fair market value basis 
(rather than postponed in a non-recognition transaction), H would not be entitled to the 


\Sic. Should read “period” — ed. 
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benefits of subparagraph 9(b) upon the subsequent disposition of the Canadian real 
estate. Canada would impose a tax on J, but J would be entitled to the benefits of 
paragraph 9, pursuant to subparagraph 9(a), with respect to Canadian tax imposed on 
the liquidation. 


Example 10. 


The facts are the same as in Example 9, except that J is a Canadian corporation. Para- 
graph 9 does not affect the Canadian taxation of J. While H is subject to Canadian tax 
on the liquidation of J, H is entitled to the benefits of paragraph 9, pursuant to subpara- 
graph 9(a), with respect to such Canadian taxation. H will take a fair market value basis 
(rather than have gain postponed in a non-recognition transaction) in the Canadian real 
estate for Canadian tax purposes and is thus not entitled to the benefits of paragraph 9 
upon a subsequent disposition of the Canadian real estate (since, inter alia, the gain has 
been forgiven due to the fair market value basis). 


Example 11. 


K, a U.S. corporation, owns the stock of L, another U.S. corporation, which in turn 
owns Canadian real estate. K causes L to be merged into another U.S. corporation. For 
Canadian tax purposes, such a transaction is treated as a recognition event, but Canada 
will not impose a tax on K under its internal law. Canada would impose tax on L, but L 
is entitled to the benefits of paragraph 9, pursuant to subparagraph 9(a), with respect to 
Canadian taxation of gain resulting from the merger. The acquiring U.S. corporation 
would take a fair market value basis in the Canadian real estate, and would thus not be 
entitled to the benefits of subparagraph 9(b) upon a subsequent disposition of the real 
estate. (Note that the acquiring U.S. corporation could seek to obtain non-recognition 
treatment under paragraph 8 of this Article, with the result that, if approved by the 
competent authority, it would obtain a carryover basis in the property and be entitled to 
the benefits of subparagraph 9(b) upon a subsequent disposition of the Canadian real 
estate), 


Paragraph 9 provides that where a resident of Canada or the United States is subject to 
tax pursuant to Article XIII in the other Contracting State on gains from the alienation 
of a capital asset, and if the other conditions of paragraph 9 are satisfied, the amount of 
the gain shall be reduced for tax purposes in that other State by the amount of the gain 
attributable to the period during which the property was held up to and including De- 
cember 31 of the year in which the documents of ratification are exchanged. The gain 
attributable to such person! is normally determined by dividing the total gain by the 
number of full calendar months the property was held by such person, including, in the 
case of an alienation described in paragraph 9(b), the number of months in which a 
predecessor in interest held the property, and multiplying such monthly amount by the 
number of full calendar months ending on or before December 31 of the year in which 
the instruments of ratification are exchanged. 


Upon a clear showing, however, a taxpayer may prove that a greater portion of the gain 
was attributable to the specified period. Thus, in the United States the fair market value 
of the alienated property at the treaty valuation date may be established under para- 
graph 9 in the manner and with the evidence that is generally required by U.S. Federal 
income, estate, and gift tax regulations. For this purpose a taxpayer may use valid ap- 
praisal techniques for valuing real estate such as the comparable sales approach (see 
Rey. Proc. 79-24, 1979-1 C.B. 565) and the reproduction cost approach. If more than 
one property is alienated in a single transaction each property will be considered 
individually. 


A taxpayer who desires to make this alternate showing for U.S. tax purposes must so 
indicate on his U.S. income tax return for the year of the sale or exchange and must 
attach to the return a statement describing the relevant evidence. The U.S. competent 
authority or his authorized delegate will determine whether the taxpayer has satisfied 
the requirements of paragraph 9. 


The amount of gain which is reduced by reason of the application of paragraph 9 is not 
to be treated for U.S. tax purposes as an amount of “nontaxed gain” under section 
1125(d)(2)(B) of FIRPTA, where that section would otherwise apply. (Note that gain 
not taxed by virtue of the 1942 Convention is “nontaxed gain’). 


USS. residents, citizens and former citizens remain subject to U.S. taxation on gains as 
provided by the Code notwithstanding the provisions of Article XIII, other than 
paragraphs 6 and 7. See paragraphs 2 and 3(a) of Article XXIX (Miscellaneous Rules). 


Selected Cases [Art. XIII]: Angoss International Ltd. v. R., [1999] 2 C.T.C. 2259 
(TCC) (Copyright payments for computer software exempt from withholding tax). 


Article XIV — [Repealed] 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


4. Deletion of Article XIV (Independent Personal Services) 


It is understood that the deletion of Article XIV (Independent Personal Services) 
of the Convention confirms the negotiators’ shared understanding that no practi- 
cal distinction can be made between a “fixed base” and a “permanent establish- 
ment”, and that independent personal services of a resident of a Contracting 
State, to the extent that such resident is found to have a permanent establishment 
in the other Contracting State with respect to those services, shall be subject to 
the provisions of Article VII (Business Profits). 
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Art. XV — Income from Employment 


Art. XIV repealed by 2007 Protocol, art. 9, effective with respect to taxable years be- 


ginning after 2008, but in respect of taxes withheld at source, for amounts paid or | 


credited on or after February 1, 2009 (see art: 27(2) under “Application of the 2007 
Protocol” above). Art. XIV formerly read: 


Article XIV — Independent Personal Services 


Income derived by an individual who is a resident of a Contracting State in re- 
spect of independent personal services may be taxed in that State. Such income 
may also be taxed in the other Contracting State if the individual has or had a 
fixed base regularly available to him in that other State but only to the extent that 
the income is attributable to the fixed base. : 


Technical Explanation [1984]: Article XIV concerns the taxation of income derived 
by an individual in respect of the performance of independent personal services. 
Such income may be, taxed in the Contracting State of which such individual is a 
resident. It may also be taxed in the other Contracting State if the individual has or 
had a fixed base regularly available to him in the other State for the purpose of per- 
forming his activities, but only to the extent that the income is attributable to that 
fixed base. The use of the term “has or had” ensures that a Contracting State in which 
a fixed base existed has the right to tax income attributable to that fixed base even if 
there is a delay between the termination of the fixed base and the receipt or accrual of 
such income. 


Unlike Article VII of the 1942°Convention, which provides a limited exemption from 
tax at source on income from independent personal services, Article XIV does not 
restrict the exemption to persons present in the State of source for fewer than 184 
days. Furthermore, Article XIV does not allow the $5,000 exemption at source of the 
1942 Convention, which was available even if services were performed through a 
fixed base. However, Article XIV provides complete exemption at source if a fixed 
base does not exist. 


Technical Explanation [2007 Protocol]: To conform with the current. U.S. and 
OECD Model Conventions, Article 9 of the Protocol deletes Article XIV (Independent 
Personal Services) of the Convention. The subsequent articles of the Convention are 
not renumbered. Paragraph 4 of the General Note elaborates that current tax treaty 
practice omits separate articles for independent personal services because a determina- 
tion of the existence of a fixed base is qualitatively the same as the determination of the 
existence of a permanent establishment. Accordingly, the taxation of income from in- 
dependent personal services is adequately governed by the provisions of Articles V 
(Permanent Establishment) and VII (Business Profits). 

Selected Cases [Art. XIV]: Wolf v. R., [2002] 3 C.T.C. 3 (FCA); rev’g [2001] 1 
C.T.C. 2172 (TCC) (Tests for independent contractor status considered); Dudney v. R., 
[2000] 2 C.T.C. 56 (FCA); aff g [1999] 1 C.T.C. 2267 (TCC) (Taxpayer had no “fixed 
base”). 


Article XV — Income from Employment 


1. Subject to the provisions of Articles XVII (Pensions and Annui- 
ties) and XIX (Government Service), salaries, wages and other re- 
muneration derived by a resident of a Contracting State in respect 
of an employment shall be taxable only in that State unless the em- 
ployment is exercised in the other Contracting State. If the employ- 
ment is so. exercised, such remuneration as is derived therefrom 
may be taxed in that other State. 
Definitions: “employment’—ITCIA 3, ITA 
“State” — Art. III:1(i). 

Technical Explanation [2007 Protocol]: Article 10 of the Protocol renames Arti- 
cle XV of the Convention as “Income from Employment” to conform with the current 


U.S. and OECD Model Conventions, and replaces paragraphs 1 and 2 of that renamed 
article consistent with the OECD Model Convention. 


248(1); “resident” — Art. IV; 


New paragraph | of Article XV provides that, in general, salaries, wages, and other 
remuneration derived by a resident of a Contracting State in respect of an employment 
are taxable only in that State unless the employment is exercised in the other Con- 
tracting State. If the employment is exercised in the other Contracting State, the entire 
remuneration derived therefrom may be taxed in that other State, subject to the provi- 
sions of paragraph 2. 


New paragraph | of Article XV does not contain a reference to “similar” remuneration. 
This change was intended to clarify that Article XV applies to any form of compensa- 
tion for employment, including payments in kind. This interpretation is consistent with 
paragraph 2.1 of the Commentary to Article 15 (Income from Employment) of the 
OECD Model and the Technical Explanation of the 2006 U.S. Model. 


Technical Explanation [1984]: Paragraph 1 provides that, in general, salaries, 
wages, and other similar remuneration derived by a resident of a Contracting State in 
respect of an employment are taxable only in that State unless the employment is exer- 
cised in the other Contracting State. If the employment is exercised in the other Con- 
tracting State, the entire remuneration derived therefrom may be taxed in that other 
State but only if, as provided by paragraph 2, the recipient is present in the other State 
for a period or periods exceeding 183 days in the calendar year, or the remuneration ‘is 
borne by an employer who is a resident of that other State or by a permanent establish- 
ment or fixed base which the employer has in that other State. However, in all cases 
where the employee earns $10,000 or less in the currency of the State of source, such 


Art. XV 


earnings are exempt from tax in that State. “Borne by” means allowable as a deduction 
in computing taxable income. Thus, if a Canadian resident individual employed at the 
Canadian permanent establishment of a U.S. company performs services in the United 
States, the income earned by the employee from such services is not exempt from U.S. 
tax under paragraph | if such income exceeds $10,000 (U.S.) because the U.S. com- 
pany is entitled to a deduction for such wages in computing its taxable income. 


2. Notwithstanding the provisions of paragraph 1, remuneration de- 
rived by a resident of a Contracting State in respect of an employ- 
ment exercised in the other Contracting State shall be taxable only 
in the first-mentioned State if: 


(a) such remuneration does not exceed ten thousand dollars 
($10,000) in the currency of that other State, or 


(b) the recipient is present in that other State fora period or-peri- 
ods not exceeding in the aggregate 183 days in any twelvemonth 
period commencing or ending in the fiscal year'concerned, and 
the remuneration is not paid by, or on behalf of, a person who is 
a resident of that other State and is not borne by a permanent 
establishment in that other State. 


Related’ Provisions: ITA 146(1)“earned ‘income”(c) — Income exempted by tax 
treaty is not earned income of a non-resident for RRSP purposes. 


Definitions: “employer”, “employment” — ITCIA 3, ITA 248(1); “permanent estab- 
lishment” — Art. V:1; “resident” — Art. TV; “State” — Art. IJI:1(i). 


Technical Explanation [2007 Protocol]: New paragraph 2 of Article XV provides 
two limitations on the right of a source State to tax remuneration for services rendered 
in that State. New paragraph 2 is divided into two subparagraphs that each sets forth a 
rule which, notwithstanding any contrary result due to the application of paragraph 1 of 
Article XV, prevents the source State from taxing income from employment in that 
State. 


First, subparagraph 2(a) provides a safe harbor rule that the remuneration may not be 
taxed in the source State if such remuneration is $10,000 or less in the currency. of the 
source State. This rule is identical to the rule in subparagraph 2(a) of Article XV of the 
existing Convention. It is understood that, consistent with the prior rule, the safe harbor 
will apply on a calendar-year basis. 


Second, if the remuneration is not exempt from tax in the source State by virtue of 
subparagraph 2(a), subparagraph 2(b) provides an additional rule that the source State 
may not tax remuneration for services rendered in that State if the recipient is present in 
the source State for a period (or periods) that does not exceed in the aggregate 183 days 
in any twelve-month period commencing or ending in the fiscal year concerned, and 
the remuneration ‘is not paid: by or on behalf of a person whois a resident of that other 
State or borne by a permanent establishment in that other State. For purposes of this 
article, “borne by” means allowable as.a deduction in computing taxable income. 


Assume, for example, that Mr: X, an individual resident in Canada, is an employee of 
the Canadian permanent establishment of USCo, a U.S. company. Mr. X is sent to the 
United States to perform services and is present in the United States for less than 183 
days. Mr. X receives more than $10,000 (U.S.) in the calendar year(s) in question. The 
remuneration paid to Mr. X for such services is not exempt from U.S. tax under para- 
graph 1, because his employer, USCo, is a resident of the United States and pays his 
remuneration. If instead Mr. X received less than $10,000 (U.S.), such earnings would 
be exempt from tax in the United States, because in all cases where an employee earns 
less than $10,000 in the currency of the source State, such earnings are exempt from 
tax in the source State. 


As another example, assume Ms. Y, an individual resident in the United States is em- 
ployed by USCo, a U.S. company. Ms. Y is sent to Canada to provide services in the 
Canadian permanent establishment of USCo. Ms. Y is present in Canada for less than 
183 days. Ms. Y receives more than $10,000 (Canadian) in the calendar year(s) in 
question. USCo charges the Canadian permanent establishment for Ms. Y’s remunera- 
tion, which the permanent establishment takes as a deduction in computing its taxable 
income. The remuneration paid to Ms. Y for such services is not exempt from Cana- 
dian tax under paragraph 1, because her remuneration is borne by the Canadian perma- 
nent establishment. 


New subparagraph 2(b) refers to remuneration that is paid by or on behalf of a “person” 
who is a resident of the other Contracting State, as opposed to an “employer.” This 
change is intended only to clarify that both the United States and Canada understand 
that in certain abusive cases, substance over form principles may be applied to 
recharacterize an employment relationship, as prescribed in paragraph 8 of the Com- 
mentary to Article 15 (Income from Employment) of the OECD Model. Subparagraph 
2(b) is intended to have the same meaning as the analogous provisions in the U.S. and 
OECD Models. 


Paragraph 6 of the General Note 
Paragraph 6 of the General Note contains special rules regarding employee stock op- 
tions. There are no similar rules in the U.S. Model or the OECD Model, although the 


issue is discussed in detail in paragraph 12 of the Commentary to Article 15 (Income 
from Employment) of the OECD Model. 


The General Note sets forth principles that apply for purposes’ of applying ‘Article XV 
and Article XXIV (Elimination of Double Taxation) to income of an individual in con- 
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Art. XV 


nection with the exercise or other disposal (including a deemed exercise or disposal) of 
an option that was granted to the individual as an employee of a corporation or mutual 
fund trust to acquire shares or units (“securities”) of the employer in respect of services 
rendered or to be rendered by such individual, or in connection with the disposal (in- 
cluding a deemed disposal) of a security acquired under such an option. For this pur- 
pose, the term “employer” is considered to include any entity related to the service 
recipient. The reference to a disposal (or deemed disposal) reflects the fact that under 
Canadian law and under certain provisions of U.S. law, income or gain attributable to 
the granting or exercising of the option may, in some cases, not be recognized until 
disposition of the securities. 


Subparagraph 6(a) of the General Note provides a specific rule to address situations 
where, under the domestic law of the Contracting States, an employee would be taxable 
by both Contracting States in respect of the income in connection with the exercise or 
disposal of the option. The rule proyides an allocation of taxing rights where (1) an 
employee has been granted a stock option in the course of employment in one of the 
Contracting States, and (2) his principal place of employment has been situated in one 
or both of the Contracting States during the period between grant and exercise (or dis- 
posal) of the option. In this situation, each Contracting State may tax as Contracting 
State of source only that proportion of the income that relates to the period or periods 
between the grant and the exercise (or disposal) of the option during which the indivi- 
dual’s principal place of employment was situated in that Contracting State. The pro- 
portion attributable to a Contracting State is determined by multiplying the income by a 
fraction, the numerator of which is the number of days between the grant and exercise 
(or disposal) of the option during which the employee’s principal place of employment 
was situated in that Contracting State and the denominator of which is the total number 
of days between grant and exercise (or disposal) of the option that the employee was 
employed by the employer. 


If the individual is a resident of one of the Contracting States at the time he exercises 
the option, that Contracting State will have the right, as the State of residence, to tax all 
of the income under the first sentence of paragraph | of Article XV. However, to the 
extent that the employee renders his employment in the other Contracting State for 
some period of time between the date of the grant of the option and the date of the 
exercise (or disposal) of the option, the proportion of the income that is allocated to the 
other Contracting State under subparagraph 6(a) of the General Note will, subject to 
paragraph 2, be taxable by that other State under the second sentence of paragraph | of 
Article XV of the Convention. For this purpose, the tests of paragraph 2 of Article XV 
are applied to the year or years in which the relevant services were performed in the 
other Contracting State (and not to the year in which the option is exercised or dis- 
posed). To the extent the same income is. subject to taxation in both Contracting States 
after application of Article XV, double taxation will be alleviated under the rules of 
Article XXIV (Elimination of Double Taxation). 


Subparagraph 6(b) of the General Note provides that notwithstanding subparagraph 
6(a), if the competent authorities of both Contracting States agree that the terms of the 
option were such that the grant of the option is appropriately treated as transfer of 
ownership of the securities (e.g., because the options were in-the-money or not subject 
to a substantial vesting period), then they may agree to attribute income accordingly. 


Technical Explanation [1984]: See Article XV, para. 1. 


3. Notwithstanding the provisions of paragraphs 1 and 2, remunera- 
tion derived by a resident of a Contracting State in respect of an 
employment regularly exercised in more than one State on a ship, 
aircraft, motor vehicle or train operated by a resident of that Con- 
tracting State shall be taxable only in that State. 


Related Provisions: Art. III:1(h)— Meaning of “international traffic’; ITA 
146(1)“earned income’’(c) — Income exempted by tax treaty is not earned income of a 
non-resident for RRSP purposes. 


Definitions: “employment” —ITCIA _ 3, 
“State” — Art. TII:1(i). 


Technical Explanation [1984]: Paragraph 3 provides that a resident of a Con- 
tracting State is exempt from tax in the other Contracting State with respect to remu- 
neration derived in respect of an employment regularly exercised in more than one 
State on a ship, aircraft, motor vehicle, or train operated by a resident of the taxpayer’s 
State of residence. The word “regularly” is intended to distinguish crew members from 
persons occasionally employed on a ship, aircraft, motor vehicle, or train. Only the 
Contracting State of which the employee and operator are resident has the right to tax 
such remuneration. However, this provision is subject to the “saving clause” of para- 
graph 2 of Article XXIX (Miscellaneous Rules), which permits the United States to tax 
its citizens despite paragraph 3. 


ITA 248(1); “resident” — Art. IV; 


Article XV states that its provisions are overridden by the more specific rules of Article 
XVIII (Pensions and Annuities) and Article XIX (Government Services). 


History [Canada-U.S. Tax Treaty:Art. XV]: 2007 Protocol Annex B (diplomatic 
notes, Sept. 21, 2007), agreed to form an “integral part of the Convention”, states: 


6. Stock options 


For purposes of applying Article XV (Income from Employment) and Article 
XXIV (Elimination of Double Taxation) of the Convention to income of an indi- 
vidual in connection with the exercise or other disposal (including a deemed ex- 
ercise or disposal) of an option that was granted to the individual as an employee 
of a corporation or mutual fund trust to acquire shares or units (“securities”) of 
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the employer (which is considered, for the purposes of this Note, to include any 
related entity) in respect of services rendered or to be rendered by such indivi- 
dual, or in connection with the disposal (including a deemed disposal) of a secur- 
ity acquired under such an option, the following principles shall apply: 


(a) Subject to subparagraph 6(b) of this Note, the individual shall be deemed 
to have derived, in respect of employment exercised in a Contracting State, 
the same proportion of such income that the number of days in the period 
that begins on the day the option was granted, and that ends on the day the 
option was exercised or disposed of, on which the individual's principal 
place of employment for the employer was situated in that Contracting State 
is of the total number of days in the period on which the individual was 
employed by the employer; and 

(b) Notwithstanding subparagraph 6(a) of this Note, if the competent author- 
ities of both Contracting States agree that the terms of the option were such 
that the grant of the option will be appropriately treated as transfer of owner- 
ship of the securities (e.g., because the options were in-the-money or not 
subject to a substantial vesting period), then they may agree to attribute in- 
come accordingly. 


Title to Art. XV amended by 2007 Protocol, art. 10(1), generally effective with respect 
to taxable years beginning after 2008 (see art. 27(2) under “Application of the 2007 
Protocol” above). The title formerly read: 


Dependent Personal Services 


Paras. 1 and 2 amended by the said Protocol, art. 10(2), effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). The paras. formerly read: 


cy 


1. Subject to the provisions of Articles XVIII (Pensions and Annuities) and XIX 
(Government Service), salaries, wages and other similar remuneration derived by 
a resident of a Contracting State in respect of an employment shall be taxable 
only in that State unless the employment is exercised in the other Contracting 
State. If the employment is so exercised, such remuneration as is derived there- 
from may be taxed in that other State. 


2. Notwithstanding the provisions of paragraph 1, remuneration derived by a res- 
ident of a Contracting State.in respect of an employment exercised in a calendar 
year in the other Contracting State shall be taxable only in the first-mentioned 
State if: 
(a) such remuneration does not exceed ten thousand dollars ($10,000) in the 
currency of that other State; or 
(b) the recipient is present in the other Contracting State for a period or peri- 
ods not exceeding in the aggregate 183 days in that year and the remunera- 
tion is not borne by an employer who is a- resident of that other State or by a 
permanent establishment or a fixed base which the employer has in that 
other State. 


Article XVI — Artistes and Athletes 


1. Notwithstanding the provisions of Articles VII (Business Profits) 
and XV (Income from Employment), income derived by a resident 
of a Contracting State as an entertainer, such as a theatre, motion 
picture, radio or television artiste, or a musician, or as an athlete, 
from his personal activities as such exercised in the other Con- 
tracting State, may be taxed in that other State, except where the 
amount of the gross receipts derived by such entertainer or athlete, 
including expenses reimbursed to him or borne on his behalf, from 
such activities do not exceed fifteen thousand dollars ($15,000) in 
the currency of that other State for the calendar year concerned. 


Related Provisions: ITA 146(1)“earned income”(c) — Income exempted by tax 
treaty is not earned income of a non-resident for RRSP purposes. 


History; Para. 1 amended by 2007 Protocol, art. 11(1) to substitute “VII (Business 
Profits)” for “XIV (Independent Personal Services)” and to substitute “XV (Income 
from Employment)” for “XV (Dependent Personal Services)”, effective with respect to 
taxable years beginning after 2008, but in respect of taxes withheld at source, for 
amounts paid or credited on or after February 1, 2009 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). 


Definitions: “resident” — Art. IV; “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: Consistent with Article 9 and paragraph 
1 of Article 10 of the Protocol, paragraphs 1, 2, and 3 of Article 11 of the Protocol 
revise paragraphs 1, 2, and 4 of Article XVI (Artistes and Athletes) of the existing 
Conyention by deleting references to former Article XIV (Independent Personal Ser- 
vices) of the Convention and deleting and replacing other language in acknowledge- 
ment of the renaming of Article XV (Income from Employment). 


Technical Explanation [1984]: Article XVI concerns income derived by a resident 
of a Contracting State as an entertainer, such as a theatre, motion picture, radio, or 
television artiste, or a musician, or as an athlete, from his personal activities as such 
exercised in the other Contracting State. Article XVI overrides Articles XIV (Indepen- 
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Art. XVII — [Repealed] 


dent Personal Services) and XV (Dependent Personal Services) to allow source basis 
taxation of an entertainer or athlete in cases where the latter Articles would not permit 
such taxation. Thus, paragraph 1 provides that certain income of an entertainer or ath- 
lete may be taxed in the State of source in all cases where the amount of gross receipts 
derived by the entertainer or athlete, including expenses reimbursed to him or borne on 
his behalf, exceeds $15,000 in the currency of that other State for the calendar year 
concerned. For example, where a resident of Canada who is an entertainer derives in- 
come from his personal activities as an entertainer in the United States, he is taxable in 
the United States on all such income in any case where his gross receipts are greater 
than $15,000 for the calendar year. Article XVI does not restrict the right of the State 
of source to apply the provisions of Articles KITV and XV. Thus, an entertainer or ath- 
lete resident in a Contracting State and earning $14,000 in wages. borne by a permanent 
establishment in the other State may be taxed in the other State as provided in Article 
XV. 


2. Where income in respect of personal activities exercised by an 
entertainer or an athlete in his capacity as such accrues not to the 
entertainer or athlete but to another person, that income may, not- 
withstanding the provisions of Articles VII (Business Profits) and 
XV (Income from Employment), be taxed in the Contracting State 
in which the activities of the entertainer or athlete are exercised. For 
the purposes of the preceding sentence, income of an entertainer or 
athlete shall be deemed not to accrue to another person if it is estab- 
lished that neither the entertainer or athlete, nor persons related 
thereto, participate directly or indirectly in the profits of such other 
person in any manner, including the receipt of deferred remunera- 
tion, bonuses, fees, dividends, partnership distributions or other 
distributions. 


History: Para. 2 amended by 2007 Protocol, art. 11(2) to substitute “and XV (Income 
from Employment)” for “, XIV (Independent Personal Services) and XV (Dependent 
Personal Services)”, effective with respect to taxable years beginning after 2008, but in 
respect of taxes withheld at source, for amounts paid or credited on or after February 1, 
2009 (see art. 27(2) under “Application of the, 2007 Protocol’, above): 


Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1); “related” — 
ITCIA 3, ITA 251(2)-(6). 


Technical Explanation [2007 Protocol]: See under Art. XVI:1 above. 


Technical Explanation [1984]: Paragraph 2 provides that where income in respect 
of personal activities exercised by an entertainer or an athlete accrues not to ‘the enter- 
tainer or athlete himself but to another person, that income may, notwithstanding the 
provisions of Article VII (Business Profits), Article XIV, and Article XV, be taxed in 
the Contracting State in which the activities are exercised. The anti-avoidance rule of 
paragraph 2 does not apply if it is established by the entertainer or athlete that neither 
he nor persons related to him participate directly or indirectly in the profits of the other 
person in any manner, including the receipt of deferred remuneration, bonuses, fees, 
dividends, partnership distributions, or other distributions. 


Thus, if an entertainer who is a resident of Canada is under contract with a company 
and the arrangement between the entertainer and the company provides for payments to 
the entertainer based on the profits of the company, all of the income of the company 
attributable to the performer’s U.S. activities may be taxed in the United States irre- 
spective of whether the company maintains a permanent establishment in the United 
States. Paragraph 2 does not affect the rule of paragraph 1 that applies to the entertainer 
or athlete himself. 


3. The provisions of paragraphs 1 and 2 shall not apply to the in- 
come. of: 


(a) an athlete in respect of his activities as an employee of a 
team which participates in a league with regularly scheduled 
games in both Contracting States; or 


(b) a team described in subparagraph (a). 
History: Para. 3 amended by 1983 Protocol, art. VII, para. 1. 
Definitions: “employee” — ITCIA 3, ITA 248(1). 


Technical Explanation [1984]: Paragraph 3 provides that paragraphs 1 and 2 of 
Article XVI do not apply to the income of an athlete in respect of an employment with 
a team which participates in a league with regularly scheduled games in both Canada 
and the United States, nor do those paragraphs apply to the income of such a team. 
Such an athlete is subject to the rules of Article XV. Thus, the athlete’s remuneration 
would be exempt from tax in the Contracting State of source if he is a resident of the 
other Contracting State and earns $10,000 or less in the currency of the State of source, 
or if he is present in that State for a period or periods not exceeding in the aggregate 
183 days in the calendar year, and his remuneration is not borne by a resident of that 
State or a permanent establishment or fixed base in that State. In addition, a team de- 
scribed in paragraph 3 may not be taxed in a Contracting State under paragraph 2 of 
this Article solely by reason of the fact that a member of the team may participate in 
the profits of the team through the receipt of a bonus based, for example, on ticket 
sales. The employer may be taxable pursuant to other articles of the Convention, such 
as Article VII. 


Art. XVII 


4. Notwithstanding the provisions of Articles VII (Business Profits) 
and XV (Income from Employment) an amount paid by a resident 
of a Contracting State to a resident of the other Contracting State as 
an inducement to sign an agreement relating to the performance of 
the services of an athlete (other than an amount referred to in para- 
graph 1 of Article XV (Income from Employment) may be taxed in 
the first-mentioned State, but the tax so charged shall not exceed 15 
per cent of the gross amount of such payment. 


History: Para. 4 amended by 2007 Protocol, art. 11(3) to substitute “VII (Business 
Profits)” for “XIV (Independent Personal Services)” and “(Income from Employment)” 
for “(Dependent Personal Services)” (in two places), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Para. 4 added by 1983 Protocol, art. VII, para. Dy, 
Definitions: “resident” — Art. IV; “State” — Art. II:1(4). 
Technical Explanation [2007 Protocol]: See under Art. XVI:1 above. 


Technical Explanation [1984]: Paragraph 4 provides that, notwithstanding Articles 
XIV and XV, an amount paid by a resident of a Contracting State to a resident of the 
other State as an inducement to sign an agreement relating to the performance of the 
services of an athlete may be taxed in the first-mentioned State. However, the tax im- 
posed may not exceed 15 percent of the gross amount of the payment. The provision 
clarifies the taxation of signing bonuses in a manner consistent with their treatment 
under U.S. interpretations of the 1942 Convention. Amounts paid as salary or other 
remuneration for the performance of the athletic services themselves are not taxable 
under this provision, but are: subject to the provisions of paragraphs 1 and 3 of this 
Article, or Articles XIV or XV, as the case may be. The paragraph covers all amounts 
paid (to the athlete or another person) as an inducement to sign an agreement for the 
services of an athlete, such as a bonus to sign a contract not to perform for other teams. 
An amount described in this paragraph is not to be included in determining the amount 
of gross receipts derived by an athlete in a calendar year for purposes of paragraph 1. 
Thus, if an athlete receives a $50,000 signing bonus and a $12,000 salary for a taxable 
year, the State of source would not be entitled,to tax the salary portion of the receipt of 
the athlete for that year under paragraph 1 of this Article. 


Selected Cases [Art. XVI]: Cheek v..R., [2002] 1. C.T.C. 2115 (TCC). (Sports 
journalist was not an “artiste” for purposes of Convention and not subject to tax in 
Canada); Sumner v. R., [2000] 2.C.T.C. 2359 (TCC) (Performer’s “loan-out” company 
subject to Canadian tax). : 


Article XVil — [Repealed] 


History: Art. XVII repealed by 2007 Protocol, art. 12, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1,;.2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). Art. XVII formerly. read: 


Article XVII — Withholding of Taxes in Respect of Personal 
Services 


1. Deduction and withholding of tax on account of the tax liability for a taxable 
year on remuneration paid to an individual who is a resident of a Contracting 
State (including an entertainer or athlete) in respect of the performance of inde- 
pendent personal services in the other Contracting State may be required by that 
other State, but with respect to the first five thousand dollars ($5,000) in, the 
currency of that other State, paid as remuneration in that taxable year by each 
payer, such deduction and withholding shall not exceed 10 per cent of the 
payment. 


Technical Explanation [1984]: Article XVII confirms that a Contracting State may 
require withholding of tax on account of tax liability with respect to remuneration 
paid to an individual whois a resident of the other Contracting State, including an 
entertainer or athlete, in respect of the performance of independent personal services 
in the first-mentioned State. However, withholding with respect to the first $5,000 (in 
the currency of the State of source) of such remuneration paid in that taxable year by 
each payor shall not exceed 10 percent of such payment. In the United States, the 
withholding described in paragraph | relates to withholding with respect to income 
tax liability and does not relate to withholding with respect to, other taxes, suchas 
social security taxes. Nor is the paragraph intended to suggest that withholding in 
circumstances not specifically mentioned, such as withholding with respect to depen- 
dent personal services, is precluded by the Convention. 


2. Where the competent authority of a Contracting State considers that an 
amount that would otherwise be deducted or withheld from any amount paid or 
credited to an individual who is a resident of the other Contracting State in re- 
spect of the performance of personal services in the first-mentioned State is ex- 
cessive in relation to the estimated tax liability for the taxable year of that indivi- 
dual in the first-mentioned State, it may determine that a lesser amount will be 
deducted or withheld. 


Technical Explanation [1984]: Paragraph 2 provides that in any case where the'com- 
petent authority of Canada or the United States believes that withholding with respect 
to remuneration for the performance of personal services is excessive in relation to 


2261 


Art. XVII 


the estimated tax liability of an individual to that State for a taxable year, it may 
determine that a lesser amount will be deducted or withheld. In the case of indepen- 
dent personal services, paragraph 2 may thus result in a lesser withholding than the 
maximum authorized by paragraph 1. 


3. The provisions of this Article shall not affect the liability of a resident of a 
Contracting State referred to in paragraph | or 2 for tax imposed by the other 
Contracting State. 
Technical Explanation [1984]: Paragraph 3 states that the provisions of Article XVII 
do not affect the liability of a resident of a Contracting State for taxes imposed by the 
other Contracting State. The Article deals only with the method of collecting taxes 
and not with substantive tax liability. 
Article XVIIIA of the 1942 Convention authorizes the issuance of regulations to 
specify circumstances under which residents of the United States temporarily per- 
forming personal services in Canada may be exempted from deduction and withhold- 
ing of United States tax. This provision is omitted from the Convention as unneces- 
sary. The Code and regulations provide sufficient authority to avoid excessive 
withholding of U.S. income tax. Further, paragraph 2 provides for adjustments in the 
amount of withholding where appropriate. 
The title of Article XVII and para. 2 amended by 1983 Protocol, art. VIII. 
Technical Explanation [2007 Protocol]: Article 12 of the Protocol deletes Article 
XVII (Withholding of Taxes in Respect of Personal Services) from the Convention. 
However, the subsequent Articles are not renumbered. 


Article XVIIl— Pensions and Annuities 


1. Pensions and annuities arising in a Contracting State and paid to 
a resident of the other Contracting State may be taxed in that other 
State, but the amount of any such pension that would be excluded 
from taxable income in the first-mentioned State if the recipient 
were a resident thereof shall be exempt from taxation in that other 
State. 


History: Para. | amended by 1983 Protocol, art. IX, para. 1. 


Selected Cases [Art. XVIII:1]: Coblentz v. Canada, [1996] 3 C.T.C. 295 (FCA) (No 
double taxation involved in taxation of lump-sum payment of pension). 
Definitions: “annuities” — Art. XVIII:4, ITCIA 5; “pension” — Art. XVIII:3, ITCIA 
5; “State” — Art. III:1(4); “taxable income” — ITCIA 3, ITA 248(1). 

Technical Explanation [1984]: Paragraph 1 provides that a resident of a Con- 
tracting State is taxable in that State with respect to pensions and annuities arising in 
the other Contracting State. However, the State of residence shall exempt from taxation 
the amount of any such pension that would be excluded from taxable income in the 
State of source if the recipient were a resident thereof. Thus, if a $10,000 pension pay- 
ment arising in a Contracting State is paid to a resident of the other Contracting State 
and $5,000 of such payment would be excluded from taxable income as a return of 
capital in the first-mentioned State if the recipient were a resident of the first-men- 
tioned State, the State of residence shall exempt from tax $5,000 of the payment. Only 
$5,000 would be so exempt even if the first-mentioned State would also grant a per- 
sonal allowance as a deduction from gross income if the recipient were a. resident 
thereof. Paragraph | imposes no such restriction with respect to the amount that may be 
taxed in the State of residence in the case of annuities. 


2. However: 


(a) pensions may also be taxed in the Contracting State in which 
they arise and according to the laws of that State; but if a resi- 
dent of the other Contracting State is the beneficial owner of a 
periodic pension payment, the tax so charged shall not exceed 
15 per cent of the gross amount of such payment; and 


(b) annuities may also be taxed in the Contracting State in which 
they arise and according to the laws of that State; but if a resi- 
dent of the other Contracting State is the beneficial owner of an 
annuity payment, the tax so charged shall not exceed 15 per cent 
of the portion of such payment that would not be excluded from 
taxable income in the first-mentioned State if the beneficial 
owner were a resident thereof. 


History: Subpara. 2(b) amended by 1983 Protocol, art. IX, para. 2. 


Definitions: “annuities”, “annuity” — Art. XVIII:4, ITCIA 5; “pension” — Art. 
XVIII:3, ITCIA 5; “periodic pension payment” —ITCIA 5; “State” — Art. III:1(i); 
“taxable income” — ITCIA 3, ITA 248(1). 


Information Circulars: 75-6R2: Required withholding from amounts paid to non- 
residents performing services in Canada. 


Technical Explanation [1984]: Paragraph 2 provides rules with respect to the 
taxation of pensions and annuities in the Contracting State in which they arise. If the 
beneficial owner of a periodic pension payment is a resident of the other Contracting 
State, the tax imposed in the State of source is limited to 15 percent of the gross 
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amount of such payment. Thus, the State of source is not required to allow a deduction 
or exclusion for a return of capital to the pensioner, but its tax is limited in amount in 
the case of a periodic payment. Other pension payments may be taxed in the State of 
source without limit. 

In the case of annuities beneficially owned by a resident of a Contracting State, the 
Contracting State of source is limited to a 15 percent tax on the portion of the payment 
that would not be excluded from taxable income (i.e., as a return of capital) in that 
State if the beneficial owner were a resident thereof. 


3. For the purposes of this Convention: 


(a) the term “pensions” includes any payment under a superan- 
nuation, pension or other retirement arrangement, Armed Forces 
retirement pay, war veterans pensions and allowances and 
amounts paid under a sickness, accident or disability plan, but 
does not include payments under an income-averaging annuity 
contract or, except for the purposes of Article XIX (Government 
Service), any benefit referred to in paragraph 5; and 


(b) the term “‘pensions”’ also includes a Roth IRA, within the 
meaning of section 408A of the Internal Revenue Code, or a 
plan or arrangement created pursuant to legislation enacted by a 
Contracting State after September 21, 2007 that the competent 
authorities have agreed is similar thereto. Notwithstanding the 
provisions of the preceding sentence, from such time that contri- 
butions have been made to the Roth IRA or similar plan. or ar- 
rangement, by or for the benefit of a resident of the other Con- 
tracting State (other than rollover contributions from a Roth IRA 
or similar plan or arrangement described in the previous sen- 
tence that is a pension within the meaning of this subparagraph), 
to the extent of accretions from such time, such Roth IRA or 
similar plan or arrangement shall cease to be considered a pen- 
sion for purposes of the provisions of this Article. 


Related Provisions: ITA 94(1)“exempt foreign trust’’(h)(ii)(D) — Roth IRA ex- 
cluded from non-resident trust rules; ITCIA 5.1 — Definition of “pension”. 


History: Para. 3 renumbered as subpara. (a) and subpara. (b) added by 2007 Protocol, 
art. 13(1), effective with respect to taxable years beginning after 2008, but in respect of 
taxes withheld at source, for amounts paid or credited on or after February 1, 2009 (see 
art. 27(2) under “Application of the 2007 Protocol” above). 


Para. 3 amended by 1997 Protocol, art. 2(1), in force December 16, 1997 (the day 
instruments of ratification were exchanged). See Article 3 of the Protocol reproduced 
under Art. XVIII(5) for further information on the application of the amendment. The 
para. formerly read: 


3. For the purposes of this Convention, the term “pensions” includes any pay- 
ment under a superannuation, pension or other retirement arrangement, Armed 
Forces retirement pay, war veterans pensions and allowances and amounts paid 
under a sickness, accident or disability plan, but does not include payments 
under an income-averaging annuity contract or any benefit referred to in para- 
graph 5. 


Para. 3 amended by 1995 Protocol, art. 9(1), generally effective for taxation years be- 
ginning on or after January 1, 1996 (see art. 21(2)(a) under “Application of the 1995 
Protocol” above). Para. 3 formerly read: 


3. For the purposes of this Convention, the term “pensions” includes any pay- 
ment under a superannuation, pension or retirement plan, Armed Forces retire- 
ment pay, war veterans pensions and allowances and amounts paid under a sick- 
ness, accident or disability plan, but does not include payments under an income- 
averaging annuity contract or any benefit referred to in paragraph S. 


Definitions: “income-averaging annuity contract” —ITCIA 3, ITA 248(1); “pen- 
sion” —ITCIA 5. 


1.T. Technical News: 43 (taxation of Roth IRAs). 


Technical Explanation [2007 Protocol]: Article 13 of the Protocol replaces 
paragraphs 3, 4, and 7 and adds paragraphs 8 through 17 to Article XVIII (Pensions 
and Annuities) of the Convention. 


Roth IRAs 


Paragraph 1 of Article 13 of the Protocol separates the provisions of paragraph 3 of 
Article XVIII into two subparagraphs. Subparagraph 3(a) contains the existing defini- 
tion of the term “pensions,” while subparagraph 3(b) adds a new rule to address the 
treatment of Roth IRAs or similar plan (as described below). 


Subparagraph 3(a) of Article XVIII provides that the term “pensions” for purposes of 
the Convention includes any payment under a superannuation, pension, or other retire- 
ment arrangement, Armed-Forces retirement pay, war veterans pensions and al- 
lowances, and amounts paid under a sickness, accident, or disability plan, but does not 
include payments under an income-averaging annuity contract (which are subject to 
Article XXII (Other Income)) or social security benefits, including social security be- 
nefits in respect of government services (which are subject to paragraph 5 of Article 
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XVIII). Thus, the term “pensions” includes pensions paid by private employers (includ+ 
ing pre-tax and Roth 401(k) arrangements) as well’as any pension paid in respect of 
government services. Further, the definition of “pensions” includes, for example, pay- 
ments from individual retirement accounts (IRAs) in the United States and from regis- 
tered retirement savings plans (RRSPs) and registered retirement income funds 
(RRIFs) in Canada. 


Subparagraph 3(b) of Article XVIII provides that the term “pensions” generally in- 
cludes'a Roth IRA, within the meaning’ of Code section 408A (or a‘ similar plan de- 
scribed below). Consequently, under paragraph 1 of Article XVIII, distributions from a 
Roth IRA to a resident of Canada generally continue to be exempt from Canadian tax 
to the extent they would have been exempt from U.S. tax if paid to a resident of the 
United States. In addition, residents of Canada generally may make an election under 
paragraph 7 of Article XVIII to defer any taxation in Canada with respect to income 
accrued in a Roth IRA but not distributed by the Roth IRA, until such time as and to 
the extent that a distribution is made from the Roth IRA or any plan substituted there- 
fore. Because distributions will be exempt from Canadian tax to the extent they would 
have been exempt from U.S. tax if paid to a resident of the United States, the effect of 
these rules is that, ih most cases, no portion of the Roth IRA will be subject to taxation 
in Canada. 


However, subparagraph 3(b) also provides that if an individual who is a resident of 
Canada makes contributions to his or her Roth IRA while a resident of Canada, other 
than'rollover contributions from another Roth IRA (ora similar plan described below), 
the Roth IRA will cease to be considered’a pension at that time with respect to contri- 
butions and accretions from such time and accretions from such time will be subject to 
tax in Canada in the year of accrual. Thus, the Roth IRA will in effect be bifurcated 
into a “frozen” pension that continues to be;subject to the rules of Article XVIII and a 
savings account that is not subject to the rules of Article XVIII. It is understood by the 
Contracting States that, following a rollover contribution from a Roth 401(k) arrange- 
ment toa Roth IRA, the Roth IRA will continue‘to be treated as a pension subject to 
the rules of ‘Article XVIII. 


Assume, for example, that Mr. X moves to Canada on July 1, 2008. Mr. X has a Roth 
IRA with a balance of 1,100 on July 1, 2008. Mr. X elects under paragraph 7 of Article 
XVIII to defer any taxation in Canada with respect to income accrued in his Roth IRA 
while he is a resident of Canada. Mr. X makes no additional contributions to his Roth 
IRA until July 1,:2010, when he makes! an after-tax’ contribution of 100. There are 
accretions of 20 during the period July 1, 2008 through June 30, 2010, which are not 
taxed: in,Canada by reason of the election, under paragraph 7 of, Article XVIII. There 
are additional accretions of 50 during the,period July 1, 2010 through June. 30, 2015, 
which are subject to tax in Canada in the year of accrual. On July 1, 2015, while Mr. X 
is still a resident of Canada, Mr. X receives a lump-sum distribution of 1,270 from his 
Roth IRA. The 1,120 that was in the Roth IRA on June 30, 2010 is treated as a distribu- 
tion from a pension plan that, pursuant to paragraph 1 of Article XVII, is exempt from 
tax in Canada provided it would be exempt from tax in the United States under the 
Internal Revenue Code if paid to a resident of the United States. The remaining 150 
comprises the after-tax contribution of 100 in 2010 and accretions of 50 that were sub- 
ject to, Canadian tax.in the year:of accrual. 


The rules of new subparagraph 3(b) of Article XVIII also will apply to any plan or 
arrangement created pursuant to legislation ‘enacted by either Contracting State’ after 
September 21, 2007 (the date of signature of the Protocol) that the Le iewete authori- 
ties agree is Similar to a Roth IRA. 


Technical Explanation [1997 Protocol]: Paragraph 1\of Article 2 of the Protocol 
amends paragraph 3 of Article XVIII (Pensions and; Annuities) of the Convention to 
clarify that social security benefits paid. by:one Contracting State in respect of services 
rendered to that State or a subdivision or authority of that State are subject to the rules 
set forth in paragraph 5 of Article XVII, and are not subject to Article XIX (Govern- 
ment Service). Thus, all social security benefits paid by a Contracting State will be 
subject to the same rules, regardless of whether the services were rendered to:a private 
sector employer, the: government, or both. 


Technical Explanation [1995 Protocol]: Article 9 of the Protocol amends Article 
XVIII (Pensions and Annuities) of the Convention. Paragraph 3 of Article XVIII de- 
fines the term “pensions” for purposes of the Convention, including the rules for the 
taxation of cross-border. pensions in paragraphs 1 and 2 of the’ Article, the rules in 
paragraphs 2 and 3 of Article XXI (Exempt Organizations) for certain income derived 
by pension funds, and the rules in paragraph 1(b)(i) of Article IV (Residence) regarding 
the residence of pension funds and certain other entities. The Protocol amends the pre- 
sent definition by substituting the phrase “other retirement arrangement” for the phrase 
“tetirement plan.” The purpose of this change is to clarify that the definition of “pen- 
sions” includes, for example, payments from Individual Retirement Accounts (IRAs) in 
the United States and to provide that “pensions” includes, for example, Registered Re- 
tirement Savings Plans (RRSPs) and Registered Retirement Income Funds (RRIFs) in 
Canada. The term “pensions” also would include amounts paid by other retirement 
plans or arrangements, whether or not they are qualified plans under U:S. domestic 
law; this would include, for example, plans and arrangements described in section 457 
or 414(d) of the Internal Revenue Code. 


Technical Explanation [1984]: Paragraph 3 defines the term “pensions” for pur- 
poses of the Convention to include any payment under a superannuation, pension) or 
retirement plan, Armed Forces retirement pay, war veterans pensions and allowances, 
and amounts paid under a sickness, accident, or disability plan. Thus, the term “pen- 
sion” includes pensions paid by private employers as well’as any pension paid bya 
Contracting State in respectof services rendered to that State. A’ pension for’ govern- 


Art. XVIII 


ment service is covered. The term “pensions” does not include payments''under an in- 
come averaging annuity contract or benefits paid under social security legislation. The 
latter benefits are taxed, pursuant to paragraph’ 5, only in the Contracting State paying 
the benefit. Income derived from:an income averaging annuity contract is taxable pur- 
suant to’ the provisions of Article XXII (Other Income). 


4. For the purposes of this Convention: 


(a) the term “annuity” means a stated sum paid periodically at 
stated times during life or during a specified number of years, 
under an obligation to make the payments in return for adequate 
and full consideration (other than services rendered), but does 
not include a payment that is not a periodic payment or any an- 
nuity the cost of which was deductible for the purposes of taxa- 
tion in the Contracting State in which it was acquired; and 


(6) an annuity or other amount paid in respect of a life insurance 
or annuity contract (including a withdrawal in respect of the 
cash value thereof) shall be deemed to arise in a Contracting 
State if the person paying the annuity or other amount (in this 
‘subparagraph referred ,to:.as: the: “‘payer”’) is;a resident of that 

. State. However, if the payer, whether a resident of a Contracting 
State or not, has.in.a State other than that of which the payer is a 
resident a permanent establishment in connection with which the 
obligation giving rise to the annuity or other amount was in- 
curred, and the annuity or other amount is borne by the perma- 
nent establishment, then. the annuity or, other amount shall be 
deemed to arise in the State in which the permanent establish- 
ment is situated and not in the. State of which the payer is a 
resident. 

Related Provisions: ITCIA 5 — Definition of “annuity”. 


History: Para. 4 amended by 2007 Protocol, art. 13(1), effective with respect to. taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). The para. formerly read: 


4. For the purposes of the Convention, the term “annuities” means a stated sum 
paid periodically at stated times during life or during a’ specified number of 
years, under an obligation to make the payments in return ‘for adequate and full 
consideration (other than services rendered), but-does not include a payment that 
is not a periodic payment or any annuity the cost of which was deductible for the 
purposes of taxation in the Contracting State in which it was acquired. 


Definitions: “annuity” — ITCIA 5. 


Technical Explanation [2007 Protocol]: Source of payments under life insurance 
and annuity contracts 


Paragraph 1 of Article 13 also replaces paragraph 4 of Article XVIII. Subparagraph 
4(a) contains the existing definition of annuity, while subparagraph 4(b), adds a source 
rule to address the treatment of certain payments by branches of insurance companies. 


Subparagraph 4(a) provides that, for purposes of the Convention, the. term“annuity” 
means a stated sum paid periodically at stated times during life or during a specified 
number of years, under an obligation to make the payments in return for adequate and 
full consideration other than services rendered. The term does not include a payment 
that is not periodic or any annuity the cost of which was deductible for tax purposes in 
the Contracting State where the annuity was acquired. Items excluded from the defini- 
tion of “annuity” and not dealt with under another Article of the Convention are subject 
to the rules of Article XXII (Other Income). 


Under the existing Convention, payments under life insurance and annuity contracts to 
a resident of Canada by a Canadian branch of a U.S. insurancé‘company are subject to 
either a 15-percent withholding tax under subparagraph 2(b) of Article XVIII or, unless 
dealt with under another Article of the,Convention, an unreduced 30-percent withhold- 
ing tax under paragraph 1|-of Article, XXII, depending on whether the payments consti- 
tute annuities within the meaning of paragraph 4 of Article XVII: 


On July 12, 2004, the Internal Revenue Service issued Revenue Ruling 2004-75, 2004- 
2 C.B. 109, which, provides in relevant part that annuity payments under, and with- 
drawals of cash value from, life insurance or annuity contracts issued by, a foreign 
branch of a U.S. life insurance company are U.S.-source income that, when paid to a 
nonresident alien individual, is generally subject to a 30-percent withholding tax under 
Code sections 871(a) and 1441. Revenue Ruling 2004-97, 2004-2 C.B. 516, provided 
that Revenue Ruling 2004-75 would not be applied to payments that were made before 
January 1, 2005, provided that such payments were made pursuant to binding life insur- 
ance or annuity contracts issued on or before July 12, 2004. 


Under new subparagraph 4(b) of Article XVIII, an annuity or other amount paid in 
respect of a life insurance or annuity contract (including a withdrawal in respect of the 
cash value thereof), will generally be deemed to-arise in the Contracting State where 
the person paying the annuity or other amount (the “payer’”) is resident. However, if the 
payer, whether a resident of a Contracting State or not, has a permanent establishment 
in a Contracting State other than a Contracting State in which the payer is a resident, 
the payment will be deemed to arise in the Contracting’ State in which the permanent 


2263 


Art. XVII 


establishment is situated if both of the following requirements are satisfied: (i) the obli- 
gation giving rise to the annuity or other amount must have been incurred in connection 
with the permanent establishment, and (ii) the annuity or other amount must be borne 
by the permanent establishment. When these requirements are satisfied, payments by a 
Canadian branch of a U.S. insurance company will be deemed to arise in Canada. 
Technical Explanation [1984]: Paragraph 4 provides that, for purposes of the 
Convention, the term “annuities” means a stated sum paid periodically at stated times 
during life or during a specified number of years, under an obligation to make pay- 
ments in return for adequate and full consideration other than services rendered. The 
term does not include a payment that is not periodic or any annuity the cost of which 
was deductible for tax purposes in the Contracting State where the annuity was ac- 
quired. Items excluded from the definition of “annuities” are subject to the rules of 
Article XXII. 


5. Benefits under the social security legislation in a Contracting 
State (including tier 1 railroad retirement benefits but not including 
unemployment benefits) paid to a resident of the other Contracting 
State shall be taxable only in that other State, subject to the follow- 
ing conditions: 


(a) a benefit under the social security legislation in the United 
States paid to a resident of Canada shall be taxable in Canada as 
though it were a benefit under the Canada Pension Plan, except 
that 15 per cent of the amount of the benefit shall be exempt 
from Canadian tax; and 


(b) a benefit under the social security legislation in Canada paid 
to a resident of the United States shall be taxable in the United 
States as though it were a benefit under the Social Security Act, 
except that a type of benefit that is not subject to Canadian tax 
when paid to residents of Canada shall be exempt from United 
States tax. 

Application of 1997 Protocol: S.C. 1999, c. 22, s. 83, applicable to the 1996 and 


1997 taxation years, provides special rules for the application of the 1997 Protocol to 
the Canada-U.S. Income Tax Convention. It reads as follows: 


83. (1) Definitions — The definitions in this subsection apply in this Part. 


“Convention” has the meaning assigned by section 2 of the Canada-United 
States Tax Convention Act, 1984. 


“creditable United States tax” of an individual for a taxation year means an 
amount 


(a) that was paid to the government of the United States by or on behalf of 
the individual, at a time when the individual was resident in Canada, on ac- 
count of United States tax on the individual’s United States social security 
benefits for the year; 


(b) that would have been so payable to that government if the Convention 
had not been amended by the Protocol signed at Ottawa on July 29, 1997; 
and 


(c) that is refundable by that government under the terms of the Convention. 


“United States social security benefits” of an individual for a particular taxation 
year includes 


(a) benefits of the United States Social Security Administration, and 
(b) tier 1 railroad benefits of the United States Railroad Retirement Board 


paid to or for the benefit of the individual in the particular year (but does not 
include unemployment benefits) and, for the purpose of this definition, a benefit 
paid in a taxation year for the following taxation year is deemed to have been 
paid in that following year. 


(2) Additional Amount — Each individual who has paid creditable United 
States tax for a taxation year is deemed to have paid the amount of $50, on the 
individual’s balance-due day for the year, on account of the individual’s tax pay- 
able under Part I of the Income Tax Act for the year. 


(3) Interest — For the purpose of determining interest payable under the Income 
Tax Act by or to an individual, the individual’s creditable United States tax for a 
taxation year is deemed 


(a) to have been paid, on the individual’s balance-due day for the year, on 
account of the individual’s tax payable under Part I of the Act for the year; 
and 


(b) to have been refunded to the individual on the first day on which the 
Minister of National Revenue, in respect of the individual’s creditable 
United States tax, 


(i) pays an amount to or for the benefit of the individual, or 
(ii) applies an amount to a liability of the individual. 


Related Provisions: ITA 110(1)(h) — Reduction of income inclusion from 85% to 
50% where benefits received since before 1996. 


Canada—U.S. Tax Convention 


History: Para. 5 amended by 1997 Protocol, art. 2(2), in force December 16, 1997 (the 
day instruments of ratification were exchanged). Article 3 of the Protocol provides the 
following: 


1. This Protocol shall be subject to ratification in accordance with the applicable 
procedures in Canada and the United States and instruments of ratification shall 
be exchanged as soon as possible. 


2. This Protocol shall enter into force upon the exchange of instruments of ratifi- 
cation, and shall have effect as follows: 


(a) Article 1 [amendments to Article XIII (Gains)] of this Protocol shall have 
effect as of April 26, 1995; and 


(b) Article 2 [amendments to Article XVII (Pension and Annuities)] of this 
Protocol shall have effect with respect to amounts paid or credited to a resi- 
dent of the other Contracting State after 1995, except that where a Con- 
tracting State has, in accordance with the Convention read without reference 
to this Protocol, imposed a tax on benefits paid or credited under the social 
security legislation in that State, and those benefits are paid or credited after 
1995 and 


(i) before the calendar year in which this Protocol enters into force, if 
this Protocol enters into force before September 1 of that year, or 


(ii) before the end of the calendar year in which this Protocol enters into 
force, if this Protocol enters into force after August 31 of that year, 


Article 2 [amendments to Article XVIII (Pension and Annuities)] shall only 
have effect with respect to such benefits (referred to in this Article as 
“source-taxed benefits”) as described in paragraphs 3, 4 and 5. 


3. With respect to source-taxed benefits paid by a Contracting State to a resident 
of the other Contracting State, Article 2 applies only if the resident has, within 
three years after the date on which this Protocol enters into force, applied to the 
competent authority of the first-mentioned Contracting State for a refund of the 
tax imposed on the benefits. However, with respect to source-taxed benefits paid 
by the United States to a resident of Canada, the competent authority of Canada 
shall: 


(a) apply for and receive such refund on behalf of the resident; 


(b) remit to the resident, in accordance with the law of Canada governing 
refunds of income tax overpayments, such refund less any tax imposed in 
Canada on the benefits in accordance with Article 2 of this Protocol; and 


(c) make the application referred to in subparagraph (a) only if the additional 
tax that would be imposed in Canada on the benefits, on the assumption that 
Article 2 of this Protocol applied, would be less than the tax imposed in the 
United States on the benefits as a result of paragraph 5 of Article XVIII 
(Pensions and Annuities) of the Convention read without reference to this 
Protocol. 


4. All taxes refunded as a result of this Protocol shall be refunded without inter- 
est and interest on any taxes of a resident of a Contracting State assessed as a 
result of this Protocol shall be computed as though those taxes became payable 
no earlier than December 31 of the year following the year in which this Protocol 
enters into force. 


5. The competent authorities of the Contracting States shall establish procedures 
for making or revoking the application referred to in paragraph 3 and shall agree 
on such additional procedures as are necessary to ensure the appropriate imple- 
mentation of this Protocol. 


The para. formerly read: 


5. Benefits under the social security legislation in a Contracting State (including 
tier 1 railroad benefits but not including unemployment benefits) paid to a resi- 
dent of the other Contracting State (and in the case of Canadian benefits, to a 
citizen of the United States) shall be taxable only in the first-mentioned State. 


Para. 5 amended by 1995 Protocol, art. 9(2), generally effective for taxation years be- 
ginning on or after January 1, 1996 (see art. 21(2) under “Application of the 1995 
Protocol” above). Para. 5 formerly read: 


5. Benefits under the social security legislation in a Contracting State paid to a 
resident of the other Contracting State shall be taxable as follows: 


(a) such benefits shall be taxable only in that other State; 


(b) notwithstanding the provisions of subparagraph (a), one-half of the total 
amount of any such benefit paid in a taxable year shall be exempt from taxa- 
tion in that other State. 


Para. 5S amended by 1984 Protocol, art. I. 


Definitions: “Canada” — Art. II:1(a), ITCIA 5; “Canadian tax” — Art. III: 1(c); “res- 
ident” — Art. IV; “State” — Art. III:1(i); “United States” — Art. III:1(b); “United 
States tax” — Art. III:1(d). 


Technical Explanation [1997 Protocol]: Paragraph 2 of Article 2 of the Protocol 
amends paragraph 5 of Article XVIII of the Convention, which provides rules for the 
taxation of social security benefits (including tier | railroad retirement benefits but not 
including unemployment benefits), and reverses changes made by the third protocol to 
the Convention, which was signed on March 17, 1995 and generally took effect as of 
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January 1, 1996 (the *1995 Protocol’’), Under the Convention prior to amendment by 
the 1995 Protocol, the State of residence of the recipient of social security benefits had 
the exclusive right to tax social security benefits paid by the other State on a net basis 
but exempted 50 percent of the benefit. This was changed by the 1995 Protocol. Under 
the 1995 Protocol, effective January 1, 1996 benefits paid under ‘the U.S. or Canadian 
social security legislation to a resident of the other Contracting State (or, in the case of 
Canadian benefits, paid to a U.S. citizen) are taxable exclusively in the paying State. 


Canada and the United States impose different source-basis taxing regimes on social 
security benefits. Under Code section 871(a)(3), 85 percent of social security benefits 
paid to a nonresident alien are includible in gross income. The taxable portion of social 
security benefits is subject to the regular 30 percent withholding tax, with the result that 
the gross social security benefit is subject to an effective tax rate of 25.5 percent. This 
is a final payment of tax and Canadian recipients of U.S. social security benefits, re- 
gardless of their level of income, may not elect to be taxed in the United States on a net 
basis at graduated rates. 


In Canada, social security benefits paid to nonresidents are subject to a general with- 
holding tax of 25 percent. However, Canada permits U.S, recipients of Canadian bene- 
fits to file a Canadian, tax return and pay tax at regular graduated rates on their net 
income..As\ a result, low-income U.S. recipients of Canadian social security, typically 
pay little or no tax on their benefits. ; 


The Protocol returns to ‘a system of residence-based taxation in which’ social security 
benefits are exclusively taxable in the State where the recipient lives. Social’ security 
benefits will generally be taxed as if they were benefits paid under the social security. 
legislation in ‘the residence State. Therefore, social security benefits will be taxed.on a 
net basis at graduated rates and low-income recipients will not pay any tax on these 
benefits. However, the Protocol modifies the residence State’s taxation of cross-border 
benefits in order to take into account how the benefits would have been taxed in the 
source State if paid to a resident of that State. 


In the case of Canadian recipients of U.S. social security benefits, the Protocol provides 
that only 85 percent of these benefits will be subject to tax in Canada. This reflects the 
fact that, although in Canada social security benefits are fully includible, a maximum of 
85 percent of United States social security benefits are includible in income for U.S. 
tax purposes. See Code section 86. This is also consistent with the taxation of social 
security benefits under the Convention prior to the effective date of the 1995 Protocol, 
since at the time the pre-1996 rule was adopted the United States included a maximum 
of 50 percent of the social security benefits in income. 


In the case of U.S. recipients of Canadian social security benefits, the Protocol provides 
that the benefits will be taxed as if they were payments under the Social Security Act. 
Therefore,a maximum of 85 percent of the Canadian benefits will be included in the 
gross income of a U.S. recipient, even though the entire benefit would have been taxed 
by Canada if received by a Canadian resident. However, if the Canadian benefit is of a 
type that is not subject to Canadian tax when paid to a resident of Canada, it will not be 
subject to U.S. tax when received by a resident of the United States. This provision is 
necessary to take into account certain proposed changes to Canada’s Old Age Security 
benefits. At present, Old Age Security benefits paid to U.S. residents are subject to 
both ordinary Canadian income tax and an additional “recovery tax” that has the effect 
of means-testing the benefit. Canada has proposed to change the Old Age Security ben- 
efit system so that the benefit would. be means-tested at source and not subject to the 
recovery tax. Because the amount of such future benefits will have already been .re- 
duced to take into account the recipient’s income, it would not be appropriate to subject 
such benefits to additional U.S. tax. 


[Application of the Protocol] 


Article 3 of the Protocol contains the rules for bringing the Protocol into force and 
giving effect to its provisions. 


Paragraph 1 


Paragraph 1 provides for the ratification of the Protocol by both Contracting States 
according to their constitutional and statutory requirements and instruments of ratifica- 
tion will be exchanged as soon as possible. 


In the United States, the process leading to ratification and entry into force is as fol- 
lows: Once a protocol has been signed by authorized representatives of the two Con- 
tracting States, the Department of State sends the protocol to the President who for- 
mally transmits it to the Senate for its advice and consent to ratification, which requires 
approval by two-thirds of the Senators present and voting, Prior to this vote, however, 
it generally has been. the practice for the Senate Committee on Foreign Relations to 
hold hearings on the protocol and make a recommendation regarding its approval to the 
full Senate. Both Government and _ private sector witnesses may testify at these hear- 
ings. After receiving the advice and consent of the Senate to ratification, the protocol is 
returned to the President for his signature on the ratification document. The President’ s 
signature on the document completes the process in the United States. 

Paragraph 2 

Paragraph 2 of Article 3 provides that the Protocol will enter into force on the date on 
which the instruments of ratification are exchanged. However, the date on which the 
Protocol enters into force will not be the date on which its provisions will take effect. 
Paragraph 2, therefore, also contains rules that determine when the provisions of the 
Protocol will have effect. 

Under paragraph 2(a), Article 1 of the Protocol will have effect as of April 26, 1995. 
As discussed above, this is the date on which certain proposed amendments to Cana- 
dian law would be effective. 


Art. XVIII 


Under paragraph 2(b), Article 2 of the Protocol will have effect as of January 1, 1996, 
which is the date as of which the changes to the taxation of social security benefits that 
were implemented by the 1995 Protocol became effective. Consequently, the source- 
basis taxation of social security benefits that was implemented by the 1995 Protocol 
will be retroactively eliminated and recipients of cross-border social security benefits 
will be entitled to a refund of any source-State tax withheld on their benefits for 1996 
and later years, This return to residence-basis taxation of social security benefits means 
that some high-income recipients of cross-border benefits may be required to pay addi- 
tional taxes to their State of residence if their average tax rate on these benefits in their 
State of residence is higher than the current rate of source-State withholding tax. It is 
only for future years, however, that such high-income recipients of benefits will be 
subject to a higher rate of tax. No one will be subject to a higher rate of tax for the 
retroactive period. If, as a result of the change, the residence-State tax would exceed 
the amount of the refund otherwise due, there will be neither a refund of source-State 
tax nor the imposition of additional residence-State tax. 


Subparagraphs (b)(i) and (ii) provide rules that determine how the retroactive effect of 
the Protocol will generally be implemented for the year in which the Protocol enters 
into effect. As discussed below, these rules are required as a result of administrative 
limitations on the ability of the relevant Government organizations to effect the pay- 
ment of refunds. Withholding taxes imposed by the United States on cross-border so- 
cial security benefits are collected and administered by the Social Security Administra- 
tion (SSA), not the Internal Revenue Service (IRS). However, any refunds of 
withholding tax improperly collected on social security benefits are ordinarily paid by 
the IRS. If the Protocol enters into force prior to September 1 of a calendar year, it is 
possible for the SSA to pay refunds of the tax withheld for the entire year directly to 
the individual Canadian recipient. If the Protocol enters into force after August 31 of a 
calendar year, it will not be possible for SSA to pay refunds of tax withheld for that 
year and refunds must be paid through the IRS. 


Paragraphs 3, 4 and 5 of Article 3 establish administrative procedures to govern the 
payment of refunds through the IRS, including rules to ensure that benefits will not be 
subject to a higher rate of tax in the residence State for the retroactive period. The taxes 
withheld on social security benefits paid for years after 1995 and prior to the calendar 
year in which the Protocol enters into force (referred to-in the Protocol as “source-taxed. 
benefits”) will be subject to the refund procedures set forth in paragraphs 3, 4, and 5, 
regardless of when the Protocol enters into force. Social security benefits paid for cal- 
endar years beginning after the Protocol enters into force will not be subject to the 
refund procedures set forth in paragraphs 3, 4, and,5, because source State tax will not 
be withheld. 


If the Protocol enters into force after August 31 of a calendar year, subparagraph (b)(i) 
provides that social security benefits paid during such calendar year will be treated as 
benefits paid for calendar years ending before the year in which the Protocol enters into 
force (and thus will be treated as “source-taxed benefits”). In this case, the taxes with- 
held on these benefits will be subject to the refund procedures set forth in paragraphs 3, 
4, and 5 of Article 3 and these benefits will not be subject to a higher rate of residence- 
State tax. If the Protocol enters into force before September 1 of a calendar year, sub- 
paragraph (b)(ii) provides that social security benefits paid during such calendar year 
will be treated as benefits paid for calendar years beginning after the year in which the 
Protocol ‘enters into force. In this case, the taxes withheld on these benefits will be 
directly and automatically refunded by the-source State and the potentially higher rate 
of residence-State tax will apply. 


Paragraph 3 


Paragraph 3) of Article 3 of the Protocol provides rules governing the payment of re- 


| funds of source-State tax with respect to “source-taxed benefits.” In general, all appli- 


cations for refund must be made to the competent authority of the source State within 
three years of entry into force of the Protocol. 


Except as set forth in subparagraph (b) of paragraph 2, the retroactive effect of the 
Protocol is elective and applies only if a recipient of benefits applies for a refund of the 
tax paid or withheld. Consequently, if a recipient of benefits does not apply for a refund 
of the tax paid or withheld, the Protocol will not be given retroactive effect, except as 
set forth in subparagraph (b) of paragraph 2. If the residence-State tax that would be 
imposed on such source-taxed benefits is greater than the source-State tax imposed on 
such benefits, it is assumed that the recipient will not apply for a refund of the source- 
State tax and such benefits will not be subject to the retroactive effect of the Protocol. 
Because the application for refund may be made on a year-by-year basis, the recipient 
may elect the most beneficial treatment for each year. Therefore, social security bene- 
fits will not be subject to a higher rate of tax for the retroactive period, except as set 
forth in subparagraph (b) of paragraph 2. 


The refund procedure depends on the recipient’s State of residence. In the case of U.S. 
residents who received Canadian social security benefits that were subject to Canadian 
tax, a U.S. resident who elects to have the Protocol apply retroactively will apply di- 
rectly to the Canadian competent authority for the refund of any Canadian tax not pre- 
viously refunded. On the receipt of such refund, the Canadian social security benefits 
will be includible in the U.S. resident's gross income for the years with respect to 
which the refund was paid. Consequently, the U.S. recipient may be required to file an 
amended U.S. income tax return for such years and pay U.S. tax on such benefits. 
Pursuant to Article XX VII (Exchange of Information) of the Convention, the Canadian 
competent authority will provide the U.S. competent authority with information regard- 
ing the payment of refunds. 


In the case of Canadian residents who received U.S. social security benefits, the Cana- 
dian competent authority shall be the only person entitled to apply for a refund of the 
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U.S. taxes withheld on such benefits. Individual residents of Canada will not apply 
directly to the IRS for refunds. However, the Canadian competent authority may base 
its applications on information received from individual Canadians, as well as on infor- 
mation to be provided by the United State competent authority. The Protocol provides 
that the Canadian competent authority shall apply for and receive all such refunds on 
behalf of individual residents of Canada and shall remit such refunds to individual re- 
sidents of Canada after deducting any additional Canadian tax that may imposed as a 
result of such social security benefits being subject to tax in Canada. The Canadian 
competent authority shall make such application for refund on behalf of an individual 
resident of Canada only if the additional Canadian tax that would be imposed is less 
than the amount of the U.S. tax to be refunded. If, with respect to an individual resident 
of Canada, the additional Canadian tax that would be imposed on the individual’s so- 
cial security benefits is equal to or greater than the U.S. tax withheld, the Canadian 
competent authority shall not apply for a refund of the U.S. tax withheld on the indivi- 
dual’s benefits. This provision ensures that refunds of U.S. tax will be paid only when 
the refund will benefit an individual resident of Canada. A refund of U.S. tax will not 
be paid if it would simply result in a payment from the U.S. Treasury to the Govern- 
ment of Canada without any portion of the refund being paid to an individual resident 
of Canada. 


Paragraph 4 


Paragraph 4 provides that all taxes refunded as a result of the Protocol will be refunded 
without interest. Correspondingly, any additional taxes assessed as a result of the Pro- 
tocol will be assessed without interest provided that the additional taxes are paid in a 
timely manner. However, interest and penalties on underpayments may be assessed for 
periods beginning after December 31 of the year following the year in which the Proto- 
col enters into force. 


Paragraph 5 


Paragraph 5 provides that the competent authorities shall establish procedures for mak- 
ing or revoking the application for refund provided for in paragraph 3 and such other 
procedures as are necessary to ensure the appropriate implementation of the Protocol. It 
will be necessary to establish procedures for a taxpayer to revoke his application for 
refund because a taxpayer may apply for a refund and then determine that the resi- 
dence-State tax imposed on his social security benefits pursuant to Article 2 of the 
Protocol exceeds the amount of source-State tax refunded. Such a taxpayer (or, in the 
case of a Canadian resident, the Canadian competent authority acting on behalf of such 
taxpayer) will be permitted to revoke his application for refund provided that the tax- 
payer returns the source-State refund and the three-year period established in paragraph 
3 has not expired as of the date on which the revocation is filed. The competent author- 
ities will also establish procedures to ensure that duplicate refunds are not paid. 


Technical Explanation [1995 Protocol]: Paragraph 2 of Article 9 of the Protocol 
amends paragraph 5 of Article XVIII to modify the treatment of social security benefits 
under the Convention. Under the amended paragraph, benefits paid under the U.S. or 
Canadian social security legislation to a resident of the other Contracting State, or, in 
the case of Canadian benefits, to a U.S. citizen, are taxable exclusively in the paying 
State. This amendment brings the Convention into line with current U.S. treaty policy. 
Social security benefits are defined, for this purpose, to include tier 1 railroad retire- 
ment benefits but not unemployment benefits (which therefore fall under Article XXII 
(Other Income) of the Convention). Pensions in respect of government service are cov- 
ered not by this rule but by the rules of paragraphs 1 and 2 of Article XVIII. 


The special rule regarding U.S. citizens is intended to clarify that only Canada, and not 
the United States, may tax a social security payment by Canada to a U.S. citizen not 
resident in the United States. This is consistent with the intention of the general rule, 
which is to give each Contracting State exclusive taxing jurisdiction over its social 
security payments. Since paragraph 5 is an exception to the saving clause, Canada will 
retain exclusive taxing jurisdiction over Canadian social security benefits paid to U.S. 
residents and citizens, and vice versa. It was not necessary to provide a special rule to 
clarify the taxation of U.S. social security payments to Canadian citizens, because Can- 
ada does not tax on the basis of citizenship and, therefore, does not include citizens 
within the scope of its saving clause. 


Technical Explanation [1984]: Paragraph 5, as amended by the 1984 Protocol, 
provides that benefits under social security legislation in Canada or the United States 
paid to a resident of the other Contracting State are taxable only in the State in which 
the recipient is resident. However, the State of residence must exempt from taxation 
one-half of the total amount of such benefits paid in a taxable year. Thus, if U.S. social 
security benefits are paid to a resident of Canada, the United States will exempt such 
benefits from tax and Canada will exempt one-half of the benefits from taxation. The 
exemption of one-half of the benefits in the State of residence is an exception to the 
saving clause under subparagraph 3(a) of Article XXIX (Miscellaneous Rules). The 
United States will not exempt U.S. social security benefits from tax if the Canadian 
resident receiving such benefits is a U.S. citizen. If a U.S. citizen and resident receives 
Canadian social security benefits, Canada will not tax such benefits and the United 
States will exempt from tax one-half of the total amount of such benefits. The United 
States will also exempt one-half of Canadian social security benefits from tax if the 
recipient is a U.S. citizen who is a resident of Canada, under paragraph 7 of Article 
XXIX. Paragraph 5 encompasses benefits paid under social security legislation of a 
political subdivision, such as a province of Canada. 


Canada—U.S. Tax Convention 


6. Alimony and other similar amounts (including child support pay- 
ments) arising in a Contracting State and paid to a resident of the 
other Contracting State shall be taxable as follows: 


(a) such amounts shall be taxable only in that other State; 


(b) notwithstanding the provisions of subparagraph (a), the 
amount that would be excluded from taxable income in the first- 
mentioned State if the recipient were a resident thereof shall be 
exempt from taxation in that other State. 


History: Para. 6 amended by 1983 Protocol, art. LX, para. 3. 
Definitions: “State” — Art. III:1(i); “taxable income” — ITCIA 3, ITA 248(1). 


Technical Explanation [1984]: Paragraph 6(a) provides that only the State of which 
a person is resident has the right to tax alimony and other similar amounts (including 
child support payments) arising in the other Contracting State and paid to such person. 
However, under paragraph 6(b), the state of residence shall exempt from taxation the 
amount that would be excluded from taxable income in the State of source if the recipi- 
ent were a resident thereof. Thus, if child support payments are made by a U.S. resident 
to a resident of Canada, Canada shall exempt from tax the amount of such payments 
which would be excluded from taxable income under section 71(b) of the Internal Rev- 
enue Code. Paragraph 6 does not define the term “alimony”; the term is defined pursu- 
ant to the provisions of paragraph 2 of Article III (General Definitions). 


Article XVIII does not provide rules to determine the State in which pensions, annui- 
ties, alimony, and other similar amounts arise. The provisions of paragraph 2 of Article 
IIf are used to determine where such amounts arise for purposes of determining 
whether a Contracting State has the right to tax such amounts. 


Paragraphs 1, 3, 4, 5(b) and 6(b) of Article XVIII are, by reason of paragraph 3(a) of 
Article XXIX (Miscellaneous Rules), exceptions to the “saving clause.” Thus, the rules 
in those paragraphs change U.S. taxation of U.S. citizens and residents. 


7. A natural person who is a citizen or resident of a Contracting 
State and a beneficiary of a trust, company, organization or other 
arrangement that is a resident of the other Contracting State, gener- 
ally exempt from income taxation in that other State and operated 
exclusively to provide pension or employee benefits may elect to 
defer taxation in the first-mentioned State, subject to rules estab- 
lished by the competent authority of that State, with respect to any 
income accrued in the plan but not distributed by the plan, until 
such time as and to the extent that a distribution is made from the 
plan or any plan substituted therefor. 


History: Para. 7 amended by 2007 Protocol, art. 13(2) to substitute “pension or em- 
ployee benefits” for “pension, retirement or employee benefits” and “subject to rules” 
for “under rules”, effective with respect to taxable years beginning after 2008, but in 
respect of taxes withheld at source, for amounts paid or credited on or after February 1, 
2009 (see art. 27(2) under “Application of the 2007 Protocol” above). 


Para. 7 added by 1995 Protocol, art. 9(3), generally effective for taxation years begin- 
ning on or after January 1, 1996 (see art. 21(2)(a) under “Application of the 1995 Pro- 
tocol” above). 


Definitions: “company” — Art. III:1(f); “competent authority” — Art. III:1(g); “pen- 
sion” — Art. XVIII:3, ITCIA 5; “person” — Art. II:1(e), ITCIA 3, Interpretation Act 
35(1); “resident” — Art. IV; “State” — Art. III:1(i); “trust? —ITCIA 3, ITA 104(1), 
248(1), (3). 


1.T. Technical News: 43 (taxation of Roth IRAs). 


Technical Explanation [2007 Protocol]: Paragraph 2 of Article 13 of the Protocol 
replaces paragraph 7 of Article X VIII of the existing Convention. Paragraph 7 contin- 
ues to provide a rule with respect to the taxation of a natural person on income accrued 
in a pension or employee benefit plan in the other Contracting State. Thus, paragraph 7 
applies where an individual is a citizen or resident of a Contracting State and is a bene- 
ficiary of a trust, company, organization, or other arrangement that is a resident of the 
other Contracting State, where such trust, company, organization, or other arrangement 
is generally exempt from income taxation in that other State, and is operated exclu- 
sively to provide pension, or employee benefits. In such cases, the beneficiary may 
elect to defer taxation in his State of residence on income accrued in the plan until it is 
distributed from the plan (or from another plan in that other Contracting State to which 
the income is transferred pursuant to the domestic law of that other Contracting State). 


Paragraph 2 of Article 13 of the Protocol makes two changes to paragraph 7 of Article 
XVIII of the existing Convention. The first change is that the phrase “pension, retire- 
ment or employee benefits” is changed to “pension or employee benefits” solely to 
reflect the fact that in certain cases, discussed above, Roth IRAs will not be treated as 
pensions for purposes of Article XVIII. The second change is that “under” is changed 
to “subject to” to make it clear that an election to defer taxation with respect to undis- 
tributed income accrued in a plan may be made whether or not the competent authority 
of the first-mentioned State has prescribed rules for making an election. For the U.S. 
rules, see Revenue Procedure 2002-23, 2002-1 C.B. 744. As of the date the Protocol 
was signed, the competent authority of Canada had not prescribed rules. 


Technical Explanation [1995 Protocol]: A new paragraph 7 is added to Article 
XVIII by Article 9 of the Protocol. This paragraph replaces paragraph 5 of Article 
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XXIX (Miscellaneous Rules) of the present’ Convention. The new paragraph makes 
reciprocal the rule that it replaced and expands its scope, so that it no longer applies 
only to residents and citizens of the United’ States who are beneficiaries of Canadian 
RRSPs. As amended, paragraph 7 applies to an individual who is a citizen or resident 
of a Contracting State and a beneficiary ‘of a trust, company, organization, or other 
arrangement that is a resident of the other Contracting State and that is both generally 
exempt from income taxation in its State of residence and operated exclusively to pro- 
vide pension, retirement, or employee benefits. Under this rule, the beneficiary may 
elect to defer taxation in his State of residence on income accrued in the plan until it is 
distributed or rolled over into another plan. The new rule also broadens the types of 
arrangements covered by this paragraph in a manner consistent with other pension- 
related provisions of the Protocol. 


8. Contributions made to, or benefits accrued under, a qualifying 
retirement plan in a Contracting State by or on behalf of an indivi- 
dual shall be deductible or excludible in computing the individual’s 
taxable income in the other Contracting State, and contributions 
made to the plan by the individual’s employer shall be allowed as a 
deduction in computing the employer’s profits in that other State, 
where: 


(a) the individual performs services as an employee in that other 
State the remuneration from which is taxable in that other State; 


(b) the individual was participating in the plan (or another simi- 
lar plan for which this plan was substituted) immediately before 
the individual began performing the. services in that other State; 


(c) the individual was not a resident of that other State immedi- 
ately before the individual began performing the services in that 
other State; 


(d) the individual has performed services in that other State for 
the same employer (or a related employer) for no more than 60 
of the 120 months preceding the individual’s current taxation 
year; 


(e) the contributions and benefits are attributable to the services 
performed by the individual in that other State, and are made or 
accrued during the period in which the individual performs those 
services;.and 


(f) with respect to contributions and benefits that are attributable 
to services performed during a period in the individual’s current 
taxation year, no contributions in respect of the period are made 
by or on behalf of the individual to, and no services performed 
in that other State during the period are otherwise taken into ac- 
count for purposes of determining the individual’s entitlement to 
benefits under, any plan that would be a qualifying retirement 
plan in that other State if paragraph 15 of this Article were read 
without reference to subparagraphs (b) and (c) of that paragraph. 


This paragraph shall apply only to the ‘extent that the contributions 
or benefits would qualify for tax relief in the first-mentioned State 
if the individual was a resident of and performed the services in that 
State. 


Related Provisions: Reg. 8308.1(2.1) — Pension credit under tax treaty; Art. 
XVIII:9 — Limit on benefits; Art. X VIII:16— Where distribution deemed to arise; 
Art. XVIII:17 — Partners treated as employees. 


History: Para. 8 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “employee”, “employer” — Art.) XVIII:17, ITCIA 3, ITA 248(1); “indi- 
vidual” — ITCIA 3, ITA 248(1); “month” — ITCIA 3, Interpretation Act:35(1); “qual- 
ifying retirement plan” — Art. XVIII:15; “related” — ITCIA 3, ITA 251; “resident” — 
Art. IV; “State” — Art. II:1(i); “taxable income” — ITCIA 3, ITA 248(1); “taxation 
year” — ITCIA 3, ITA )249, 250.1. 


Technical Explanation [2007 Protocol]: Paragraph 3 of Article 13 of the Protocol 
adds paragraphs 8 through 17 to Article XVIII to deal with cross-border pension contri- 
butions. These paragraphs are intended to remove barriers to the flow of personal ser- 
vices between the Contracting States that could otherwise result from discontinuities in 
the laws of the Contracting States regarding the deductibility of pension contributions. 
Such discontinuities may arise where a country allows deductions or exclusions to its 
residents for contributions, made by them or on their behalf, to resident pension plans, 
but does not allow deductions or exclusions for payments made to plans resident in 
another country, even if the structure and legal requirements of such plans in the two 
countries are similar. 
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| There is no comparable set of rules in the OECD Model, although the issue is discussed 


in detail in the Commentary to Article 18 (Pensions). The 2006 U.S. Model deals with 
this issue in paragraphs 2 through 4 of Article 18 (Pension Funds). 


Workers on short-term assignments in the other Contracting State 


Paragraphs 8 and 9 of Article XVIII address the case of a short-term assignment where 
an individual who is participating in a “qualifying retirement plan” (as defined in para- 
graph 15 of Article XVIII) in one Contracting State (the “home State”) performs ser- 
vices as an employee for a limited period of time in the other Contracting State (the 
“host State”). If certain requirements are satisfied, contributions made to, or benefits 
accrued under, the plan by or on behalf of the individual will be deductible or exclud- 
ible in computing the individual’s income in the host State. In addition, contributions 
made to the plan by the individual’s employer will be allowed as a deduction in com- 
puting the employer’s profits in the host State. 


In order for paragraph 8 to apply, the remuneration that the individual receives with 
respect to the services performed in the host State must be taxable in the host State. 
This means, for example, that where the United States is the host State, paragraph 8 
would not apply if the remuneration that the individual receives with respect to the 
services performed in the United States is exempt from taxation in the United States 
under Code section 893. 


The individual also must have been participating in the plan, or in another similar plan 
for which the plan. was substituted, immediately before he, began, performing services in 
the host State. The rule regarding a successor plan would. apply if, for example, the 
employer has been acquired by another corporation that replaces the existing plan with 
its own plan, transferring membership in the old plan over into the new plan. 


In addition, the individual must not have been a resident (as determined under Article 
IV (Residence)) of the host State immediately before he began performing services in 
the host State. It is irrelevant for purposes of paragraph 8 whether the individual be- 
comes a resident of the host State while he performs services there. A citizen of the 
United States who has been a resident of Canada may be entitled to benefits under 
paragraph 8 if (a) he performs seryices in the United States for a limited period of time 
and (b) he was a resident of Canada immediately before he began performing such 
services. 


Benefits are available under paragraph 8 only for so long as the individual has not 
performed services in the host State for the same employer (or a related employer) for 
more than 60 of the 120 months preceding the individual’s current taxable year. The 
purpose of this rule is to limit the period of time for which the host State will be re- 
quired to provide benefits for contributions to a plan from which it is unlikely to be 
able to tax the distributions. If the individual continues to perform services in the host 
State beyond this time limit, he is expected to become a participant in a plan in the host 
State. Canada’s domestic law provides preferential tax treatment for employer contri- 
butions to foreign pension plans in respect of services rendered in Canada by short- 
term residents, but such treatment ceases once the individual:has been resident in Can- 
ada for at least 60 of the preceding 72 months. 


The contributions and benefits must be attributable to services performed by the indivi- 
dual in the host State, and must be made or accrued during the period in which the 
individual performs those services. This rule prevents individuals who render services 
in the host State for a very short period of time from making disproportionately large 
contributions to home State plans in order to offset the tax liability associated with the 
income earned in the host State. In the case where the United States is the host State, 
contributions will be deemed to have been made on the last day of the preceding taxa- 
ble year if the payment is on account of such taxable year and is treated under U.S. law 
as a contribution made on the last day of the preceding taxable year. 


If an individual receives benefits in the host State with respect to contributions to a plan 
in the home State, the services to which the contributions relate may not be taken into 
account for purposes of determining the’ individual’s entitlement to benefits under any 
trust, company, organization, or other arrangement that is a resident of the host State, 
generally exempt from income taxation in that State and operated to provide pension or 
retirement benefits. The purpose of this rule is to prevent double benefits for contribu- 
tions to both a home State plan and a host State plan with respect to the same services. 
Thus, for example, an individual who is working temporarily in the United States and 
making contributions to a qualifying retirement plan in Canada with respect to services 
performed in the United States may not make contributions to an individual retirement 
account (within the: meaning of Code section '408(a)) in the United States with respect 
to the same services. 


Paragraph 8 states that it applies only to the extent that the contributions or benefits 
would qualify for tax relief in the home State if the individual were a resident of and 
performed services'in that State. Thus, benefits would be limited in the same fashion as 
if the individual continued to be a resident of the home State. However, paragraph 9 
provides that if the host-State is the United States and the individual is'a citizen of the 
United States, the benefits granted to the individual under paragraph 8 may not exceed 
the benefits that would be allowed by the United States:to its residents for contributions 
to, or benefits otherwise accrued under; a generally corresponding pension or retire- 
ment plan established in’ and recognized for tax purposes by the United States. Thus, 
the lower of the two limits applies. This rule:ensures that ‘U.S. citizens working tempo- 
rarily in the United States and. participating in a Canadian plan will not get. more 
favorable U.S. tax treatment than U.S. citizens participating,in a U.S. plan. 


Where the United States is the home State, the amount of contributions that may be 
excluded from the employee’s income under paragraph 8 for Canadian purposes is lim- 
ited to the U:S. dollar amount specified in Code section 415 or'the U.S. dollar amount 
specified in Code section 402(g)(1) to the extent contributions are made from the em- 
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ployee’s compensation. For this purpose, the dollar limit specified in Code section 
402(g)(1) means the amount applicable under Code section 402(g)(1) (including the 
age 50 catch-up amount in Code section 402(g)(1)(C)) or, if applicable, the parallel 
dollar limit applicable under Code section 457(e)(15) plus the age 50 catch-up amount 
under Code section 414(v)(2)(B)(i) for a Code section 457(g) trust. 


Where Canada is the home State, the amount of contributions that may be excluded 
from the employee’s income under paragraph 8 for U.S, purposes is subject to the limi- 
tations specified in subsections 146(5), 147(8), 147.1(8) and (9) and 147.2(1) and (4) of 
the Income Tax Act and paragraph 8503(4)(a) of the Income Tax Regulations, as appli- 
cable. If the employee is a citizen of the United States, then the amount of contributions 
that may be excluded is the lesser of the amounts determined under the limitations 
specified in the previous sentence and the amounts specified in the previous paragraph. 


The provisions described above provide benefits to employees. Paragraph 8 also pro- 
vides that contributions made to the home State plan by an individual’s employer will 
be allowed as a deduction in computing the employer’s profits in the host State, even 
though such a deduction might not be allowable under the domestic law of the host 
State. This rule applies whether the employer is a resident of the host State or a perma- 
nent establishment that the employer has in the host State. The rule also applies to 
contributions by a person related to the individual’s employer, such as contributions by 
a parent corporation for its subsidiary, that are treated under the law of the host State as 
contributions by the individual’s employer. For example, if an individual who is partic- 
ipating in a qualifying retirement plan in Canada performs services for a limited period 
of time in the United States for a U.S. subsidiary of a Canadian company, a contribu- 
tion to the Canadian plan by the parent company in Canada that is treated under U.S. 
law as a contribution by the U.S. subsidiary would be covered by the rule. 


The amount of the allowable deduction is to be determined under the laws of the home 
State. Thus, where the United States is the home State, the amount of the deduction that 
is allowable in Canada will be subject to the limitations of Code section 404 (including 
the Code section 401(a)(17) and 415 limitations). Where Canada is the home State, the 
amount of the deduction that is allowable in the United States is subject to the limita- 
tions specified in subsections 147(8), 147.1(8) and (9) and 147.2(1) of the Income Tax 
Act, as applicable. 


Cross-border commuters 


Paragraphs 10, 11, and 12 of Article XVIII address the case of a commuter who is a 
resident of one Contracting State (the “residence State”) and performs services as an 
employee in the other Contracting State (the “services State”) and is a member of a 
“qualifying retirement plan” (as defined in paragraph 15 of Article XVIID) in the ser- 
vices State. If certain requirements are satisfied, contributions made to, or benefits ac- 
crued under, the qualifying retirement plan by or on behalf of the individual will be 
deductible or excludible in computing the individual’s income in the residence State. 


In order for paragraph 10 to apply, the individual must perform services as an em- 
ployee in the services State the remuneration from which is taxable in the services State 
and is borne by either an employer who is a resident of the services State or by a 
permanent establishment that the employer has in the services State. The contributions 
and benefits must be attributable to those services and must be made or accrued during 
the period in which the individual performs those services. In the case where the United 
States is the residence State, contributions will be deemed to have been made on the 
last day of the preceding taxable year if the payment is on account of such taxable year 
and is treated under U.S. law as a contribution made on the last day of the preceding 
taxable year. 


Paragraph 10 states that it applies only to the extent that the contributions or benefits 
qualify for tax relief in the services State. Thus, the benefits granted in the residence 
State are available only to the extent that the contributions or benefits accrued qualify 
for relief in the services State. Where the United States is the services State, the amount 
of contributions that may be excluded under paragraph 10 is the U.S. dollar amount 
specified in Code section 415 or the U.S. dollar amount specified in Code section 
402(g)(1) (as defined above) to the extent contributions are made from the employee’s 
compensation. Where Canada is the services State, the amount of contributions that 
may be excluded from the employee’s income under paragraph 10 is subject to the 
limitations specified in subsections 146(5), 147(8), 147.1(8) and (9) and 147.2(1) and 
(4) of the Income Tax Act and paragraph 8503(4)(a) of the Income Tax Regulations, as 
applicable. 


However, paragraphs 11 and 12 further provide that the benefits granted under para- 
graph 10 by the residence State may not exceed certain benefits that would be allowa- 
ble under the domestic law of the residence State. 


Paragraph 11 provides that where Canada is the residence State, the amount of contri- 
butions otherwise allowable as a deduction under paragraph 10 may not exceed the 
individual’s deduction limit for contributions to registered retirement savings plans 
(RRSPs) remaining after taking into account the amount of contributions to RRSPs 
deducted by the individual under the law of Canada for the year. The amount deducted 
by the individual under paragraph 10 will be taken into account in computing the indi- 
vidual’s deduction limit for subsequent taxation years for contributions to RRSPs. This 
rule prevents double benefits for contributions to both an RRSP and a qualifying retire- 
ment plan in the United States with respect to the same services. 


Paragraph 12 provides that if the United States is the residence State, the benefits 
granted to an individual under paragraph 10 may not exceed the benefits that would be 
allowed by the United States to its residents for contributions to, or benefits otherwise 
accrued under, a generally corresponding pension or retirement plan established in and 
recognized for tax purposes by the United States. For purposes of determining an indi- 
vidual’s eligibility to participate in and receive tax benefits with respect to a pension or 
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retirement plan or other retirement arrangement in the United States, contributions 
made to, or benefits accrued under, a qualifying retirement plan in Canada by or on 
behalf of the individual are treated as contributions or benefits under a generally corre- 
sponding pension or retirement plan established in and recognized for tax purposes by 
the United States. Thus, for example, the qualifying retirement plan in Canada would 
be taken into account for purposes of determining whether the individual is an “active 
participant” within the meaning of Code section 219(g)(5), with the result that the indi- 
vidual’s ability to make deductible contributions to an individual retirement account in 
the United States would be limited. 


Paragraph 10 does not address employer deductions because the employer is located in 
the services State and is already eligible for deductions under the domestic law of the 
services State. 


U.S. citizens resident in Canada 


Paragraphs 13 and 14 of Article XVIII address the special case of a U.S. citizen who is 
a resident of Canada (as determined under Article [TV (Residence)) and who performs 
services as an employee in Canada and participates in a qualifying retirement plan (as 
defined in paragraph 15 of Article XVIII) in Canada. If certain requirements are satis- 
fied, contributions made to, or benefits accrued under, a qualifying retirement plan in 
Canada by or on behalf of the U.S. citizen will be deductible or excludible in comput- 
ing his or her taxable income in the United States. These provisions are generally con- 
sistent with paragraph 4 of Article 18 of the U.S. Model treaty. 


In order for paragraph 13 to apply, the U.S. citizen must perform services as an em- 
ployee in Canada the remuneration from which is taxable in Canada and is borne by an 
employer who is a resident of Canada or by a permanent establishment that the em- 
ployer has in Canada. The contributions and benefits must be attributable to those ser- 
vices and must be made or accrued during the period in which the U.S. citizen performs 
those services. Contributions will be deemed to have been made on the last day of the 
preceding taxable year if the payment is on account of such taxable year and is treated 
under U.S. law as a contribution made on the last day of the preceding taxable year. 


Paragraph 13 states that it applies only to the extent the contributions or benefits qual- 
ify for tax relief in Canada. However, paragraph 14 provides that the benefits granted 
under paragraph 13 may not exceed the benefits that would be allowed by the United 
States to its residents for contributions to, or benefits otherwise accrued under, a gener- 
ally corresponding pension or retirement plan established in and recognized for tax 
purposes by the United States. Thus, the lower of the two limits applies. This rule 
ensures that a U.S. citizen living and working in Canada does not receive better U.S. 
treatment than a U.S. citizen living and working in the United States. The amount of 
contributions that may be excluded from the employee’s income under paragraph 13 is 
the U.S. dollar amount specified in Code section 415 or the U.S. dollar amount speci- 
fied in Code section 402(g)(1) (as defined above) to the extent contributions are made 
from the employee’s compensation. In addition, pursuant to Code section 911(d)(6), an 
individual may not claim benefits under paragraph 13 with respect to services the re- 
muneration for which is excluded from the individual’s gross income under Code sec- 
tion 911(a). 


For purposes of determining the individual’s eligibility to participate in and receive tax 
benefits with respect to a pension or retirement plan or other retirement arrangement 
established in and recognized for tax purposes by the United States, contributions made 
to, or benefits accrued under, a qualifying retirement plan in Canada by or on behalf of 
the individual are treated as contributions or benefits under a generally corresponding 
pension or retirement plan established in and recognized for tax purposes by the United 
States. Thus, for example, the qualifying retirement plan in Canada would be taken into 
account for purposes of determining whether the individual is an “active participant” 
within the meaning of Code section 219(g)(5), with the result that the individual’s abil- 
ity to make deductible contributions to an individual retirement account in the United 
States would be limited. 


Paragraph 13 does not address employer deductions because the employer is located in 
Canada and is already eligible for deductions under the domestic law of Canada. 


Definition of “qualifying retirement plan” 


Paragraph 15 of Article XVIII provides that for purposes of paragraphs 8 through 14, a 
“qualifying retirement plan” in a Contracting State is a trust, company, organization, or 
other arrangement that (a) is a resident of that State, generally exempt from income 
taxation in that State and operated primarily to provide pension or retirement benefits; 
(b) is not an individual arrangement in respect of which the individual’s employer has 
no involvement; and (c) the competent authority of the other Contracting State agrees 
generally corresponds to a pension or retirement plan established in and recognized for 
tax purposes in that State. Thus, U.S. individual retirement accounts (IRAs) and Cana- 
dian registered retirement savings plans (RRSPs) are not treated as qualifying retire- 
ment plans unless addressed in paragraph 10 of the General Note (as discussed below). 
In addition, a Canadian retirement compensation arrangement (RCA) is not a qualify- 
ing retirement plan because it is not considered to be generally exempt from income 
taxation in Canada. . 


Paragraph 10 of the General Note provides that the types of Canadian plans that consti- 
tute qualifying retirement plans for purposes of paragraph 15 include the following and 
any identical or substantially similar plan that is established pursuant to legislation in- 
troduced after the date of signature of the Protocol (September 21, 2007): registered 
pension plans under section 147.1 of the Income Tax Act, registered retirement savings 
plans under section 146 that are part of a group arrangement described in subsection 
204.2(1.32), deferred profit sharing plans under section 147, and any. registered retire- 
ment savings plan under section 146, or registered retirement income fund under sec- 
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tion 146.3, that is funded exclusively by rollover contributions from one or more of the 
preceding plans. 


Paragraph 10 of the General Note also provides that the types of U.S. plans that consti- 
tute qualifying retirement plans for purposes of paragraph 15 include the following and 
any identical or substantially similar plan that is established pursuant to legislation in- 
troduced after the date of signature of the Protocol (September 21, 2007): qualified 
plans under Code section 401(a) (including Code section 401(k) arrangements), indivi- 
dual retirement plans that are part of a simplified employee pension plan that satisfies 
Code section 408(k), Code section 408(p) simple retirement accounts, Code section 
403(a) qualified annuity plans, Code section 403(b) plans, Code section 457(g) trusts 
providing benefits under Code section 457(b) plans, the Thrift Savings Fund (Code 
section 7701(j)), and any individual retirement account under Code ‘section 408(a) that 
is funded exclusively by rollover contributions from one or more of the preceding 
plans. 


If a particular plan in one Contracting State is of a type specified in paragraph 10 of the 
General Note with respect to paragraph 15 of Article X VII, it will not be necessary for 
taxpayers to obtain a determination from the competent authority of the other Con- 
tracting State that the plan generally corresponds to a pension or retirement plan estab- 
lished in and recognized for tax purposes in that State. A taxpayer who believes a par- 
ticular plan in one Contracting State that is not described in paragraph 10 of the 
General Note nevertheless satisfies the requirements of paragraph 15 may request a 
determination from the competent authority of the other Contracting State that the plan 
generally corresponds to a pension or retirement plan established in and recognized for 
tax purposes in that State. In the case of the United States, such a determination must 
be requested under Revenue Procedure 2006-54, 2006-49 ILR.B. 655 (or any applicable 
analogous provision). In the case of Canada, the current version of Information Circu- 
lar 71-17 provides guidance on obtaining assistance from the Canadian competent 
authority. 

Source rule 

Paragraph 16 of Article XVIII provides that a distribution from a pension or retirement 
plan that is reasonably attributable to a contribution or benefit for which a benefit was 
allowed pursuant to paragraph 8, 10, or 13 of Article XVI will be deemed to arise in 
the Contracting State in which the plan is established. This ensures that the Contracting 
State in which the plan is established will have the right to tax the gross amount of the 
distribution under subparagraph 2(a) of Article XVIII, even if a portion of the services 
to which the distribution relates were not performed in such Contracting State. 


Partnerships 


Paragraph 17 of Article XVIII provides that paragraphs 8 through 16 of Article XVIII 
apply, with such modifications as the circumstances require, as though the relationship 
between a partnership that carries on a business, and an individual who is a member of 
the partnership, were that of employer and employee. This rule is needed because 
paragraphs 8, 10, and 13, by their terms, apply only with respect to contributions made 
to, or benefits accrued under, qualifying retirement plans by or on behalf of individuals 
who perform services as an employee. Thus, benefits are not available with respect to 
retirement plans for self-employed individuals, who may be deemed under U.S. law to 
be employees for certain pension purposes. Paragraph 17 ensures that partners partici- 
pating in a plan established by their partnership may be eligible for the benefits pro- 
vided by paragraphs 8, 10, and 13. 

Relationship to other Articles 


Paragraphs 8, 10, and 13' of Article XVIII are not subject to the saving clause of para- 
graph 2 of Article XXIX (Miscellaneous Rules) by reason of the exception in subpara- 
graph 3(a) of Article XXIX. 


9. For the purposes of United States. taxation, the benefits granted 
under paragraph 8 to a citizen of the United States shall not exceed 
the benefits that would be allowed by the United States to its re- 
sidents for contributions to, or benefits otherwise accrued under, a 
generally corresponding pension or retirement plan established in 
and recognized for tax purposes by the United States. 

Related Provisions: Art. XVIII:17 — Partners treated as employees. 

History: Para. 9 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol”. above). 

Definitions: “employee”, “employer” — Art. XVIII:17, ITCIA 3, ITA 248(1); “indi- 
vidual” — ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — Art. III:1(i); “United 
States” — Art. III:1(b). 


Technical Explanation [2007 Protocol]: See under para. 8. above. 


10. Contributions made to, or benefits accrued under, a qualifying 
retirement plan in a Contracting State by or on behalf of an indivi- 
dual who is a resident of the other Contracting State shall be de- 
ductible or excludible in computing the individual’s taxable income 
in that other State, where: 


(a) the individual performs services as an employee in the first- 
mentioned state the remuneration from which is taxable in that 
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State and is borne by an employer who is a resident of that State 
or by a permanent establishment which the employer has in that 
State; and 


(b) the contributions and benefits are attributable to those ser- 
vices and are made or accrued during the period in which the 
individual performs those services. 


This paragraph shall apply only to the extent that the contributions 
or benefits qualify for tax relief in the first-mentioned State 


Related Provisions: ITA 146(1)“unused RRSP deduction room’(b)D(ii) — Reduc- 
tion in RRSP deduction room; Art. XVII:11, 12—Limits to deductions; Art. 
XVIII: 16 — Where distribution deemed to arise; Art. XVIII:17 — Partners treated as 
employees. 

History: Para. 10 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “employee”, “employer” — Art. XVIII:17, ITCIA 3, ITA 248(1); “per- 
manent establishment” — Art. V; “qualifying retirement plan” — Art. XVIIJ:15; “re- 
lated” — ITCIA 3, ITA 251; “resident” — Art. IV. 


Technical Explanation [2007 Protocol]: See under para. 8 above. 


11. For the purposes of Canadian taxation, the amount of contribu- 
tions otherwise allowed as a°deduction under paragraph 10 to an 
individual for a taxation year shall not-exceed the individual’s de- 
duction limit under the law of Canada for the year for contributions 
to registered retirement savings plans remaining after taking into 
account the amount of contributions to registered retirement savings 
plans deducted by the individual under the law of Canada for the 
year. The: amount deducted by an individual under paragraph 10 for 
a taxation year shall be taken into account in computing the indivi- 
dual’s deduction limit under the law of Canada for subsequent taxa- 
tion years for contributions to registered retirement savings plans. 


Related Provisions: ITA 146(1)“unused RRSP deduction room’’(b)D(ii) — Reduc- 
tion in RRSP deduction room. 


History: Para. 11 added by 2007 Protocol, art. 13(3), effective. with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “deduction limits’ —ITA 146(1)“RRSP. deduction limit”; “indivi- 
dual” — ITCIA 3, ITA 248(1); “registered retirement savings plan” — ITCIA 3, ITA 
146(1), 248(1). 


Technical Explanation [2007 Protocol]: See under para..8 above. 


12. For the purposes of United States taxation, the benefits granted 
under paragraph 10 shall not exceed the benefits that would be al- 
lowed by the United States to, its residents for contributions to, or 
benefits otherwise accrued under, a generally corresponding pen- 
sion or retirement plan established in and recognized for tax pur- 
poses by the United States. For purposes of determining an indivi- 
dual’s eligibility to participate in and receive tax benefits with 
respect to a pension or retirement plan or other retirement arrange- 
ment established in and recognized for tax purposes by the United 
States, contributions made to, or benefits accrued under, a qualify- 
ing retirement plan in Canada by or on behalf of the individual ‘shall 
be treated as contributions or benefits under a generally correspond- 
ing pension or retirement plan established in and recognized for tax 
purposes. by the United States. 


History: Para. 12 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “qualifying retirement plan” — Art. XVIII:15; “resident” — Art. IV; 
“United States” — Art. III:1(b). 


Technical Explanation [2007 Protocol]: See under para. 8 above. 


13. Contributions made to, or benefits accrued under, a qualifying 
retirement plan in Canada by or on behalf of a citizen of the United 
States who is a resident of Canada: shall be deductible or excludible 
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in computing the citizen’s taxable income in the United States, 
where: 


(a) the citizen performs services as an employee in Canada the 
remuneration from which is taxable in Canada and is borne by 
an employer who is a resident of Canada or by a permanent es- 
tablishment which the employer has in Canada; and 


(b) the contributions and benefits are attributable to those ser- 
vices and are made or accrued during the period in which the 
citizen performs those services. 


This paragraph shall apply only to the extent that the contributions 
or benefits qualify for tax relief in Canada. 

Related Provisions: Art. XVIII:14— Limit on benefits; Art. XVIII:16— Where 
distribution deemed to arise; Art. XVIII:17 — Partners treated as employees. 


History: Para. 13 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “employee”, “employer” — Art. XVIII:17, ITCIA 3, ITA 248(1); “per- 
manent establishment” — Art. V; “qualifying retirement plan” — Art. XVIII:15; “resi- 
dent” — Art. IV. 


Technical Explanation [2007 Protocol]: See under para. 8 above. 


14. The benefits granted under paragraph 13 shall not exceed the 
benefits that would be allowed by the United States to its residents 
for contributions to, or benefits otherwise accrued under, a gener- 
ally corresponding pension or retirement plan established in and 
recognized for tax purposes by the United States. For purposes of 
determining an individual’s eligibility to participate in and receive 
tax benefits with respect to a pension or retirement plan or other 
retirement arrangement established in and recognized for tax pur- 
poses by the United States, contributions made to, or benefits ac- 
crued under, a qualifying retirement plan in Canada by or on behalf 
of the individual shall be treated as contributions or benefits under a 
generally corresponding pension or retirement plan established in 
and recognized for tax purposes by the United States. . 

History: Para. 14 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 


or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “qualifying retirement plan” — Art. XVIII:15; “resident” — Art. IV; 
“United States” — Art. III?1(b). 


Technical Explanation [2007 Protocol]: See under para. 8 above. 


15. For purposes of paragraphs 8 to 14, a qualifying retirement 
plan in a Contracting State means a trust, company, organization or 
other arrangement: 


(a) that is a resident of that State, generally exempt from income 
taxation in that State and operated primarily to provide pension 
or retirement benefits; 


(b) that is not an individual arrangement in respect of which the 
individual’s employer has no involvement; and 


(c) which the competent authority of the other Contracting State 
agrees generally corresponds to a pension or retirement plan es- 
tablished in and recognized for tax purposes by that other State. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


10. Qualifying retirement plans 


For purposes of paragraph 15 of Article XVIII (Pensions and Annuities) of the 
Convention, it is understood that 


(a) In the case of Canada, the term “qualifying retirement plan” shall include 
the following and.any identical or substantially similar plan that is estab- 
lished pursuant to legislation introduced after the date of signature of the 
Protocol: registered pension plans under section 147.1 of the Income Tax 
Act, registered retirement savings plans under section 146 that are part of a 
group arrangement described in subsection 204.2(1.32), deferred profit shar- 
ing plans under section 147, and any registered retirement. savings plan 
under section 146 or registered retirement income fund under section 146.3 
that is funded exclusively by rollover contributions from one or more of the 
preceding plans; and 


(b) In the case of the United States, the term “qualifying retirement plan” 
shall include the following and any identical or substantially similar plan 


Canada—U.S. Tax Convention 


that is established pursuant to legislation introduced after the date of signa- 
ture of the Protocol: qualified plans under section 401(a) of the /nternal Rev- 
enue Code (including section 401(k) arrangements), individual retirement 
plans that are part of a simplified employee pension plan that satisfies sec- 
tion 408(k), section 408(p) simple retirement accounts, section 403(a) quali- 
fied annuity plans, section 403(b) plans, section 457(g) trusts providing be- 
nefits under section 457(b) plans, the Thrift Savings Fund (section 7701()), 
and any individual retirement account under section 408(a) that is funded 
exclusively by rollover contributions from one or more of the preceding 
plans. 
Para. 15 added by 2007 Protocol, art. 13(3), effective with respect to taxable years 
beginning after 2008, but in respect of taxes withheld at source, for amounts paid or 
credited on or after February. 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “resident” — Art. IV; “trust” — ITCIA 3, ITA 104(1), 248(1), (3). 
Technical Explanation [2007 Protocol]: See under para. 8 above. 


16. For purposes of this Article, a distribution from a pension or 
retirement plan that is reasonably attributable to a contribution or 
benefit for which a benefit was allowed pursuant to paragraph 8, 10 
or 13 shall be deemed to arise in the Contracting State in which the 
plan is established. 

History: Para. 16 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 


or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Technical Explanation [2007 Protocol]: See under para. 8 above. 


17. Paragraphs 8 to 16 apply, with such modifications as the cir- 
cumstances require, as though the relationship between a partner- 
ship that carries on a business, and an individual who is a member 
of the partnership, were that of employer and employee. 

History: Para. 17 added by 2007 Protocol, art. 13(3), effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 

Definitions: “individual” — ITCIA 3, ITA 248(1). 

Technical Explanation [2007 Protocol]: See under para. 8 above. 


Selected Cases [Art. XVIII]: Warts v. R., [2005] 2 C.T.C. 2384 (TCC) (CPP benefits 
fall within definition of “pension” and are not income from office or employment). 


Article XIX — Government Service 


Remuneration, other than a pension, paid by a Contracting State or 
a political subdivision or local authority thereof to a citizen of that 
State in respect of services rendered in the discharge of functions of 
a governmental nature shall be taxable only in that State. However, 
the provisions of Article VII (Business Profits), XV (Income from 
Employment) or XVI (Artistes and Athletes), as the case may be, 
shall apply, and the preceding sentence shall not apply, to remuner- 
ation paid in respect of services rendered in connection with a trade 
or business carried on by a Contracting State or a political subdivi- 
sion or local authority thereof. 


Related Provisions: Art. XXVIII — Diplomatic agents and consular officials. 


History: Art. XIX amended by 2007 Protocol, art. 14 to substitute “VII (Business 
Profits)” for “XIV (Independent Personal Services)” and “XV (Income from Employ- 
ment)” for “XV (Dependent Personal Services)”, effective with respect to taxable years 
beginning after 2008, but in respect of taxes withheld at source, for amounts paid or 
credited on or after February 1, 2009 (see art. 27(2) under ‘Application of the 2007 
Protocol” above). 


Selected Cases [Art. XIX]: Cloutier v. R., [2003] 3 C.T.C. 2075 (TCC) (Mere 
employment by government not equivalent to performance of government function). 


Definitions: “business” —ITCIA 3, ITA 248(1); “pension” — Art. XVIII:3, ITCIA 
5; “State” — Art. III:1(). 


Technical Explanation [2007 Protocol]: Consistent with Articles 9 and 10 of the 
Protocol, Article 14 of the Protocol amends Article XIX (Government Service) of the 
Convention by deleting the reference to “Article XIV (Independent Personal Services)” 
and replacing such reference with the reference to “Article VII (Business Profits)” and 
by reflecting the new name of Article XV (Income from. Employment). 


Technical Explanation [1984]: Article XIX provides that remuneration, other than 
a pension, paid by a Contracting State or political subdivision or local authority thereof 
to a citizen of that State in respect of services rendered in the discharge of governmen- 
tal functions shall be taxable only in that State. (Pursuant to paragraph 5 of Article IV 
(Residence), other income of such a citizen may also be exempt from tax, or subject to 


2270 


Art. XXI — Exempt Organizations 


reduced rates of tax, in the State in which he is performing services, in accordance with 
other provisions of the Convention.) However, if the services are rendered in connec- 
tion with a trade or business, then the provisions of Article XIV (Independent Personal 
Services), Article XV (Dependent Personal Services), or Article XVI (Artistes and Ath- 
letes), as the case may be, are controlling. Whether functions are of a governmental 
nature may be determined by a ‘comparison with the concept of a governmental func- 
tion in the State in which the income arises. 


Pursuant to paragraph 3(a) of Article XXIX (Miscellaneous Rules), Article XIX is an — 


exception to the “saving clause.” As a result, a U.S. citizen resident in Canada and 
performing services in Canada in the discharge of functions of a governmental nature 
for the United States is taxable only in the United States on remuneration for such 
services. 


This provision differs from the rules of Article VI of the 1942 Convention. For exam- 
ple, Article XIX allows the United States to impose tax on a person other than a citizen 
of Canada who earns remuneration paid by Canada in respect of services rendered in 
the discharge of governmental functions in the United States. (Such a person may, 
however, be entitled to an exemption from U.S. tax as provided in Code section 893.) 
Also, under the provisions of Article XEX Canada will not impose tax on amounts paid 
by the United States in respect of services rendered in the discharge of governmental 
functions to a U.S. citizen who is ordinarily resident in Canada for purposes other than 
rendering governmental services. Under paragraph 1 of Article VI of the 1942 Conven- 
tion, such amounts would be taxable by Canada. 


Article XX — Students 


Payments received by an individual who is a student, apprentice, or 
business trainee, and is, or was immediately before visiting a Con- 
tracting State, a resident of the other Contracting State, and who is 
present in the first-mentioned State for the purpose of the indivi- 
dual’s full-time education or full-time training, shall not be taxed in 
that State, provided that such payments arise outside that State, and 
are for the purpose of the maintenance, education or training of the 
individual. The provisions of this Article shall apply to an appren- 
tice or business trainee only for a period of time not exceeding one 
year from the date the individual first arrives in the first-mentioned 
State for the purpose of the individual’s training. 


History: Art. XX amended by 2007 Protocol, art. 15, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). Art. XX formerly read: 


Article XX 


Payments which a student, apprentice or business trainee, who is or was immedi- 
ately before visiting a Contracting State a resident of the other Contracting State, 
and who is present in the first-mentioned State for the purpose of his full-time 
education or training, receives for the purpose of his maintenance, education or 
training shall not be taxed in that State provided that such payments are made to 
him from outside that State. 


Definitions: “individual” —ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — 
Art. II:1(). 


Technical Explanation [2007 Protocol]: Article 15 of the Protocol replaces Arti- 
cle XX (Students) of the Convention. Article XX provides rules for host-country taxa- 
tion of visiting students and business trainees. Persons who meet the tests of Article 
XX will be exempt from tax in the State that they are visiting with respect to desig- 
nated classes of income. Several conditions must be satisfied in order for an individual 
to be entitled to the benefits of this Article. 


First, the visitor must have been, either at the time of his arrival in the host State or 
immediately before, a resident of the other Contracting State. 


Second, the purpose of the visit must be the full-time education or training of the visi- 
tor. Thus, if the visitor comes principally to work in the host State but also is a part- 
time student, he would not be entitled to the benefits of this Article, even with respect 
to any’ payments he may receive from abroad for his maintenance or education, and 
regardless of whether or not he is in a degree program. Whether a student is to be 
considered full-time will be determined by the rules of the educational institution at 
which he is studying. 


The host State exemption in Article XX applies to payments received by the student or 
business trainee for the purpose of his maintenance, education or training that arise 
outside the host State. A payment will be considered to arise outside the host State if 
the payer is located outside the host State. Thus, if an employer from one of the Con- 
tracting States sends an employee to the other Contracting State for full-time training, 
the payments the trainee receives from abroad from his employer for his maintenance 
or training while he is present in the host State will be exempt from tax in the host 
State. Where appropriate, substance prevails over form in determining the identity of 
the payer. Thus, for example, payments made directly or indirectly by a U.S. person 
with whom the visitor is training, but which have been routed through a source outside 
the United States (e.g., a foreign subsidiary), are not treated as arising outside the 
United States for this purpose. 
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In the case of an apprentice or business trainee, the benefits of Article XX will extend 
only for a period of one year from the time that the individual first arrives in the host 
country for the purpose of the individual’s training. If, however, an apprentice or 
trainee remains in the host country for a second year, thus losing the benefits of the 
Article, he would not retroactively lose the benefits of the Article for the first year. 


Relationship to other Articles 


The saving clause of paragraph 2 of Article XXIX (Miscellaneous Rules) does not ap- 
ply to Article XX with respect to an individual who neither is a citizen of the host State 
nor has been admitted for permanent residence there. The saving clause, however, does 
apply with respect to citizens and ‘permanent residents of the host State. Thus, a U.S. 
citizen who is a resident of Canada and who visits the United States as a full-time 
student at an accredited university will not be exempt from U.S. tax on remittances 
from abroad that otherwise constitute U.S. taxable income. However, an individual 
who is not a U.S. citizen, and who visits the United States as a student and remains 
long enough to become a resident under U.S. law, but does not become a permanent 
resident (i.e., does not acquire a green card), will be entitled to the full benefits of the 
Article. — 


Technical Explanation [1984]: Article XX provides that a student, apprentice, or 
business trainee temporarily present in a Contracting State for the purpose of his full- 
time education or training is exempt from tax in that State with respect to amounts 
received from outside that State for the purpose of his maintenance, education, or train- 
ing, if the individual is or was a resident of the other Contracting State immediately 
before visiting the first-mentioned State. There is no limitation on the number of years 
or the amount of income to which the exemption applies. 


The Convention does not contain provisions relating specifically | to; professors and 
teachers. Teachers are treated under the Convention pursuant to the rules established in 
Articles XIV (Independent Personal Services) and XV (Dependent Personal Services), 
in the same manner as other persons performing services. In Article VIII A of the 1942 
Convention there is a 2-year exemption in the Contracting State of source in the case of 
a professor or teacher who is a resident of the other Contracting State. 


Article XXI — Exempt Organizations 


1. Subject to the provisions of paragraph 4, income derived by a 
religious, scientific, literary, educational or charitable organization 
shall be exempt from tax in a Contracting State if it is resident in 
the other Contracting State, but only to the extent that such income 
is exempt from tax in that other State. 


Related Provisions: Art. XXI:4 — Exceptions. 


History: Para. | amended by 2007 Protocol, art. 16(2) to substitute “paragraph 4” for 
“paragraph 3” and “Contracting State, but” for “Contracting State but”, effective with 
respect to taxable years beginning after 2008, but in respect of taxes withheld at source, 
for amounts paid or credited on or after February 1, 2009 (see art. 27(2) under “Appli- 
cation of the 2007 Protocol” above). 


Definitions: “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 2 replaces paragraphs 1 
through 3 of Article XXI with four new paragraphs. In general, the provisions of for- 
mer paragraphs 1 through 3 have been retained. 


New paragraph 1 provides that a religious, scientific, literary, educational, or charitable 
organization resident in a Contracting State shall be exempt from tax on income arising 
in the other Contracting State but only to the extent that such income is exempt from 
taxation in the Contracting State in which the organization is resident. 


Technical Explanation [1984]: Paragraph 1 provides that a religious, scientific, 
literary, educational, or charitable organization resident in a Contracting State shall be 
exempt from tax on income arising in the other Contracting State but only to the extent 
that such income is exempt from taxation in the Contracting State in which the organi- 
zation is resident. Since this paragraph, and the remainder of Article XXI, deal with 
entities that are not normally taxable, the test of “resident in” is intended to be simi- 
lar — but cannot be identical — to the one outlined in paragraph 1 of Article ITV (Resi- 
dence). Paragraph 3 provides that paragraph 1 does not exempt from tax income of a 
trust, company, or other organization from carrying on a trade or business, or income 
from a “related person” other than a person referred to in paragraph 1 or 2. 


2. Subject to the provisions of paragraph 4, income referred to in 
Articles X (Dividends) and XI (Interest) derived by a trust, com- 
pany, organization or other arrangement that is a resident of a Con- 
tracting State, generally exempt from income taxation in a taxable 
year in that State and operated exclusively to administer or provide 
pension, retirement or employee benefits shall be exempt from in- 
come taxation in that taxable year in the other Contracting State. 


Related Provisions: Art. XXI:3 — Rule formerly in Art. XXI:2(b); Art. XXI:4 — 
Exceptions. 


History: Para. 2 amended by 2007 Protocol, art. 16(2), effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
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paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). The para. formerly read: 


2. Subject to the provisions of paragraph 3, income referred to in Articles X 
(Dividends) and XI (Interest) derived by: 


(a) a trust, company, organization or other arrangement that is a resident of a 
Contracting State, generally exempt from income taxation in a taxable year 
in that State and operated exclusively to administer or provide pension, re- 
tirement or employee benefits; or 


(b) a trust, company, organization or other arrangement that is a resident of a 
Contracting State, generally exempt from income taxation in a taxable year 
in that State and operated exclusively to earn income for the benefit of an 
organization referred to in subparagraph (a); 


shall be exempt from income taxation in that taxable year in the other Con- 
tracting State. 


Para. 2 amended by 1995 Protocol, art. 10(1), generally effective for taxation years 
beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 1995 
Protocol” above). Para. 2 formerly read: 


2. Subject to the provisions of paragraph 3, income referred to in Articles X 
(Dividends) and XI (Interest) derived by: 


(a) a trust, company or other organization which is resident in a Contracting 
State, generally exempt from tax in a taxable year in that State and consti- 
tuted and operated exclusively to administer or provide benefits under one or 
more funds or plans established to provide pension, retirement or other em- 
ployee benefits; or 


(b) a trust, company or other organization which is resident in a Contracting 
State, not taxed in a taxable year in that State and constituted and operated 
exclusively to earn income for the benefit of an organization referred to in 
subparagraph (a); 


shall be exempt from tax in that taxable year in the other Contracting State. 
Para. 2 amended by 1983 Protocol, art. X. 


Definitions: “company” — Art. IlI:1(f); “pension” — Art. XVIII:3, ITCIA 5; “resi- 
dent” — Art. IV; “State” — Art. III:1(i); “trust” —ITCIA 3, ITA 104(1), 248(1). 


Technical Explanation [2007 Protocol]: New paragraph 2 retains the provisions 
of former subparagraph 2(a), and provides that a trust, company, organization, or other 
arrangement that is resident in a Contracting State and operated exclusively to adminis- 
ter or provide pension, retirement or employee benefits or benefits for the self-em- 
ployed under one or more funds or plans established to provide pension or retirement 
benefits or other employee benefits is exempt from taxation on dividend and interest 
income arising in the other Contracting State in a taxable year, if the income of such 
organization or other arrangement is generally exempt from taxation for that year in the 
Contracting State in which it is resident. 


New paragraph 3 replaces and expands the scope of former subparagraph 2(b) Former 
subparagraph 2(b) provided that, subject to the provisions of paragraph 3 (new para- 
graph 4), a trust, company, organization or other arrangement that was a resident of a 
Contracting State, generally exempt from income taxation in that State and operated 
exclusively to earn income for the benefit of one or more organizations described in 
subparagraph 2(a) (new paragraph 2) was exempt from taxation on dividend and inter- 
est income arising in the other Contracting State in a taxable year. The Internal Reve- 
nue Service concluded in private letter rulings (PLR 200111027 and PLR 200111037) 
that a pooled investment fund that included as investors one or more organizations 
described in paragraph | could not qualify for benefits under former subparagraph 2(b). 
New paragraph 3 now allows organizations described in paragraph | to invest in pooled 
funds with trusts, companies, organizations, or other arrangements described in new 
paragraph 2. 


Former subparagraph 2(b) did not exempt income earned by a trust, company or other 
arrangement for the benefit of religious, scientific, literary, educational or charitable 
organizations exempt from tax under paragraph 1. Therefore, the Protocol expands the 
scope of paragraph 3 to include such income. 


As noted above with respect to Article X (Dividends), paragraph 3 of the General Note 
explains that distributions from Canadian income trusts and royalty trusts that are 
treated as dividends as a result of changes to Canada’s law regarding taxation of in- 
come and royalty trusts shall be treated as dividends for the purposes of Article X. 
Accordingly, such distributions will also be entitled to the benefits of Article XXI. 


Technical Explanation [1995 Protocol]: Article 10 of the Protocol amends Article 
XXI (Exempt Organizations) of the Convention. Paragraph 1 of Article 10 amends 
paragraphs 2 and 3 of Article XXI. The most significant changes are those that conform 
the language of the two paragraphs to the revised definition of the term “pension” in 
paragraph 3 of Article XVIII (Pensions and Annuities). The revision adds the term 
“arrangement” to “trust, company or organization” in describing the residents of a Con- 
tracting State that may receive dividend and interest income exempt from current in- 
come taxation by the other Contracting State. This clarifies that IRAs, for example, are 
eligible for the benefits of paragraph 2, subject to the exception in paragraph 3, and 
makes Canadian RRSPs and RRIFs, for example, similarly eligible (provided that they 
are operated exclusively to administer or provide pension, retirement, or employee 
benefits). 
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The other changes, all in paragraph 2, are intended to improve and clarify the language. 
For example, the reference to “tax” in the present Convention is changed to a reference 
to “income taxation.” This is intended to clarify that if an otherwise exempt organiza- 
tion is subject to an excise tax, for example, it will not lose the benefits of this para- 
graph. In subparagraph 2(b), the phrase “not taxed in a taxable year” was changed to 
“generally exempt from income taxation in a taxable year” to ensure uniformity 
throughout the Convention; this change was not intended to disqualify a trust or other 
arrangement that qualifies for the exemption under the wording of the present 
Convention. 


Technical Explanation [1984]: Paragraph 2 provides that a trust, company, or other 
organization that is resident in a Contracting State and constituted and operated exclu- 
sively to administer or provide employee benefits or benefits for the self-employed 
under one or more funds or plans established to provide pension or retirement benefits 
or other employee benefits is exempt from taxation on dividend and interest income 
arising in the other Contracting State, in a taxable year, if the income of such organiza- 
tion is generally exempt from taxation for that year in the Contracting State in which it 
is resident. In addition, a trust, company, or other organization resident in a Contracting 
State and not taxed in a taxable year in that State shall be exempt from taxation in the 
other State in that year on dividend and interest income arising in that other State if it is 
constituted and operated exclusively to earn income for the benefit of an organization 
described in the preceding sentence. Pursuant to paragraph 3 the exemption at source 
provided by paragraph 2 does not apply to dividends or interest from carrying on a 
trade or business or from a “related person,” other than a person referred to in para- 
graph 1 or 2. The term “related person” is not necessarily defined by paragraph 2 of 
Article [X (Related Persons). 


3. Subject to the provisions of paragraph 4, income referred to in 
Articles X (Dividends) and XI (Interest) derived by a trust, com- 
pany, organization or other arrangement that is a resident of a Con- 
tracting State, generally exempt from income taxation in a taxable 
year in that State and operated exclusively to earn income for the 
benefit of one or more of the following: 


(a) an organization referred to in paragraph 1; or 


(b) a trust, company, organization or other arrangement referred 
to in paragraph 2; 


shall be exempt from income taxation in that taxable year in the 
other Contracting State. 


Related Provisions: Art. XXI:4 — Exceptions. 


History: New para. 3 added by 2007 Protocol, art. 16(2), effective with respect to 
taxable years beginning after 2008, but in respect of taxes withheld at source, for 
amounts paid or credited on or after February 1, 2009 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). 


Definitions: “company” — Art. III:1(f); “resident” — Art. IV; “State” — Art. III:1(i); 
“trust” —ITCIA 3, ITA 104(1), 248(1), (3). 


Technical Explanation [2007 Protocol]: New paragraph 4 replaces paragraph 3 
and provides that the exemptions provided by paragraphs 1, 2, 3 do not apply with 
respect to the income of a trust, company, organization or other arrangement from car- 
rying on a trade or business or from a related person, other than a person referred to in 
paragraph 1, 2 or 3. The term “related person” is not necessarily defined by paragraph 2 
of Article IX (Related Person). 


4. The provisions of paragraphs 1, 2 and 3 shall not apply with re- 
spect to the income of a trust, company, organization or other ar- 
rangement from carrying on a trade or business or from a related 
person other than a person referred to in paragraphs 1, 2 or 3. 


History: Former para. 3 renumbered as para. 4 and amended by 2007 Protocol, art. 
16(2), effective with respect to taxable years beginning after 2008, but in respect of 
taxes withheld at source, for amounts paid or credited on or after February 1, 2009 (see 
art. 27(2) under “Application of the 2007 Protocol” above). Para. 3 formerly read: 


3. The provisions of paragraphs 1 and 2 shall not apply with respect to the in- 
come of a trust, company, organization or other arrangement from carrying on a 
trade or business or from a related person other than a person referred to in para- 
graph 1 or 2. 


Former para. 3 amended by 1995 Protocol, art. 10(1), generally effective for taxation 
years beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 3 formerly read: 


3. The provisions of paragraphs 1 and 2 shall not apply with respect to the in- 
come of a trust, company or other organization from carrying on a trade or busi- 
ness or from a related person other than a person referred to in paragraph | or 2. 


Definitions: “business” —ITCIA 3, ITA 248(1); “company” — Art. III:1(f); “per- 
son” — Art. Ifl:1(e), ITCIA 3, Interpretation Act 35(1); “related” —ITCIA 3, ITA 
251(2)-(6); “trust” —ITCIA 3, ITA 104(1), 248(1). 
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Art. XXII — Other Income 


Technical Explanation [2007 Protocol]: See under para. 3. 
Technical Explanation [1995 Protocol]: See under para. 2. 
Technical Explanation [1984]: See under para. 1. 


5. A religious, scientific, literary, educational or charitable organi- 
zation which is resident in Canada and which has received substan- 
tially all of its support from persons other than citizens or residents 
of the United States shall be exempt in the United States from the 
United States excise taxes imposed with respect to private 
foundations. 

History: Former para. 4 renumbered as para. 5 by 2007 Protocol, art. 16(1), effective 
with respect to taxable years beginning after 2008, but.in respect of taxes withheld at 
source, for amounts paid or credited on or after February 1, 2009 (see art. 27(2) under 
“Application of the 2007 Protocol’ above). 

Definitions: “person” — Art. II:1(e), ITCIA 3, Interpretation Act 35(1); “private 
foundation” —ITCIA 3, ITA 248(1); “resident in Canada” —ITCIA 3, ITA 250; 
“United States’ — Art. III:1(b). 


Technical Explanation [2007 Protocol]: Paragraph 1 amends. Article XXI by 
renumbering paragraphs 4, 5, and 6 as 5, 6, and 7, respectively. 

Technical Explanation [1984]: [Former] Paragraph 4 provides an exemption from 
U.S. excise taxes on private foundations in the case of a religious, scientific, literary, 
educational, or charitable organization which is resident in Canada but only if such 
organization has received substantially all of its support from persons other than citi- 
zens or residents of the United States. 


6. For the purposes of United States taxation, contributions by a 
citizen or resident of the United States to an organization which is 
resident in Canada, which is generally exempt from Canadian tax 
and which could qualify in the United States to receive deductible 
contributions if it were resident in the United States shall be treated 
as charitable contributions; however, such contributions (other than 
such contributions to a college or university at which the citizen or 
resident or a member of his family is or was enrolled) shall not be 
deductible in any taxable year to the extent that they exceed an 
amount determined by applying the percentage limitations of the 
laws of the United States in respect of the deductibility of charitable 
contributions to the income of such citizen or resident arising in 
Canada. The preceding sentence shall not be interpreted to allow in 
any taxable year deductions for charitable contributions in excess of 
the amount allowed under the percentage limitations of the laws of 
the United States in respect of the deductibility of charitable contri- 
butions. For the purposes of this paragraph, a company that is a 
resident of Canada and that is taxable in the United States as if it 
were a resident of the United States shall be deemed to be a resident 
of the United States. 

History: Former para. 5 renumbered as para. 6 by 2007 Protocol, art. 16(1), effective 
with respect to taxable years beginning after 2008, but in respect of taxes withheld at 
source, for amounts paid or credited on or after February 1, 2009 (See art.'27(2) under 
“Application of the 2007 Protocol” above). 

The last sentence of former para. 5 added by 1995 Protocol, art. 10(2), generally effec- 
tive for taxation years beginning on or after January 1, 1996 (see art. 21(2) under “Ap- 
plication of the 1995 Protocol” above). 

Definitions: “Canada” — Art: III:1(a), ITCIA 5; “Canadian tax” — Art. III:1(c); 
“company” — Art. III:1(f); “resident” — Art. IV; “resident in Canada” —ITCIA 3, 
ITA 250; “United States” — Art. III:1(b). 

Registered Charities Newsletters: 6a (Canadian charities and their U.S. donors). 
Technical Explanation [2007 Protocol]: See under para. 5. 

Technical Explanation [1995 Protocol]: Paragraph 2 of Article 10 adds a sentence 
to [former] paragraph 5 of Article XXI of the Convention. The paragraph in the present 
Convention provides that a U.S. citizen or resident may deduct, for U.S. income tax 
purposes, contributions made to Canadian charities under certain circumstances. The 
added sentence makes clear that the benefits of the paragraph are available to a com- 
pany that is a resident of Canada but is treated by the United States as a domestic 
corporation under the consolidated return rules of section 1504(d) of the Internal Reve- 
nue Code. Thus, such a company will be able to deduct, for U.S. income tax purposes, 
contributions to Canadian charities that are deductible to a U.S. resident under the pro- 
visions of the paragraph. 

Technical Explanation [1984]: [Former] Paragraph 5 provides that contributions by 
a citizen or resident of the United States to an organization which is resident in Canada 
and is generally exempt from Canadian tax are treated as charitable contributions, but 
only if the organization could qualify in the United States to receive deductible contri- 
butions if it were resident in (i.e., organized in) the United States. [Former] Paragraph 5 
generally limits the amount of contributions made deductible by the Convention to the 
income of the U.S. citizen or resident arising in Canada, as determined under the Con- 


Art. XXII 


vention. In the case of contributions to a college or university at which the U.S. citizen 
or resident or a member of his family is or was enrolled, the special: limitation to in- 
come arising in Canada is not required. The percentage limitations of Code section 170 
in respect of the deductibility of charitable contributions apply after the limitations es- 
tablished by the Convention. Any amounts treated as charitable contributions by [for- 
mer] paragraph 5 which are in excess of amounts deductible in a taxable year pursuant 
to [former] paragraph 5 may be carried over and deducted in subsequent taxable years, 
subject to the limitations of [former] paragraph 5. 


7. For the purposes of Canadian taxation, gifts by a resident of Can- 
ada to an organization that is a resident of the United States, that is 
generally exempt from United States tax and that could qualify in 
Canada as a registered charity if it were a resident of Canada and 
created or established in Canada, shall be treated as gifts to a regis- 
tered charity; however, no relief from taxation shall be available in 
any taxation year with respect to such gifts (other than such gifts ‘to 
a college ‘or university at which the resident or a member of the 
resident’s family is or was enrolled) to the extent that such relief 
would exceed the amount of relief that would be ‘available under the 
Income Tax Act if the only income of the resident for that year were 
the resident’s income arising in the United States. The preceding 
sentence shall not be interpreted to allow in any taxation year relief 
from taxation, for gifts to registered charities,.in excess. of .the 
amount of relief allowed under, the percentage. limitations of: the 
laws of Canada in respect of relief for gifts to registered charities. 


Related Provisions: ITA 118.1(9) — Commuter’s charitable donations. 


History: Former para. 6 renumbered as para. 7 by 2007 Protocol, art. 16(1), effective 
with respect to taxable years beginning after 2008, but in, respect of taxes withheld at 
source, for amounts paid or credited on or after February 1, 2009 (see-art. 27(2) under 
“Application of the 2007 Protocol’ above). 


Definitions: “Canada” — Art. IlI:1(a), ITCIA 5; “registered charity” —ITCIA 3, 
ITA 248(1); “resident” — Art. TV; “taxation year’ —ITCIA 3, ITA 249; “United 
States” — Art. JII:1(b); “United States tax” — Art. III:1(d). 


Information Circulars: 75-23: Tuition fees and charitable donations paid to privately 
supported secular and religious schools. 


Registered Charities Newsletters: 6a (U.S. charities and their Canadian donors). 
Technical Explanation [2007 Protocol]: See under para. 5. 


Technical Explanation [1995 Protocol]: Paragraph 3 of Article 10 amends [for- 
mer] paragraph 6 of Article XXI of the Convention to replace references to “deduc- 
tions” for Canadian tax purposes with references to “relief” from tax. These changes 
clarify that the provisions of [former] paragraph 6 apply to the credit for charitable 
contributions allowed under current Canadian law. The Protocol also makes other non- 
substantive drafting changes to [former] paragraph 6: 


Technical Explanation [1984]: [Former] Paragraph 6 provides rules for purposes of 
Canadian taxation with respect to the deductibility of gifts to:a U.S. resident organiza- 
tion by a resident of Canada. The rules of [former] paragraph 6 parallel; the rules of 
[former] paragraph 5. The current limitations in Canadian law provide that deductions 
for gifts to charitable organizations may not exceed 20 percent of income. Excess de- 
ductions may be carried forward for one year. 


The term “family” used in [former] paragraphs 5 and.6 is defined in paragraph 2 of the 
Exchange of Notes accompanying the Convention to mean an individual’s brothers and 
sisters (whether by whole or half-blood, or by adoption), spouse, ancestors, lineal de- 
scendants, and adopted descendants. Paragraph 2 of the Exchange of Notes also pro- 
vides that the competent authorities of Canada and the United States will review proce- 
dures and requirements for organizations to establish their exempt status under 
paragraph 1 of Article XXI or as an eligible recipient of charitable contributions or 
gifts under [former] paragraphs 5 and 6 of Article XXI. It is contemplated that such 
review will lead to the avoidance of duplicative administrative efforts in determining 
such status and eligibility. 


The provisions of [former] paragraph 5 and 6 generally parallel the rules of Article XIII 
D of the 1942 Convention. However, [former] paragraphs 5 and 6 permit greater de- 
ductions for certain contributions to colleges and universities than do the provisions of 
the 1942 Convention. 

Information Circulars [Art. XXI]: 77-16R4: Non-resident income tax. 


Forms [Art. XX1]: NR602: Non-resident ownership certificate — no withholding tax. 


Article XXII — Other Income 


1. Items of income of a resident of a’ Contracting State, wherever 
arising, not dealt with in the foregoing Articles of this Convention 
shall be taxable only in that State, except that if such income arises 
in the other Contracting State it may also be taxed in that other 
State. 


Definitions: “resident” — Art. IV; “State” — Art. JII:1(i). 
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Art. XXII 


Technical Explanation [1984]: Paragraph | provides that a Contracting State of 
which a person is a resident has the sole right to tax items of income, wherever arising, 
if such income is not dealt with in the prior Articles of the Convention. If such income 
arises in the other Contracting State, however, it may also be taxed in that State. The 
determination of where income arises for this purpose is made under the domestic laws 
of the respective Contracting States unless the Convention specifies where the income 
arises (e.g., paragraph 6 of Article XI (Interest)) for purposes of determining the right 
to tax, in which case the provisions of the Convention control. 


2. To the extent that income distributed by an estate or trust is sub- 
ject to the provisions of paragraph 1, then, notwithstanding such 
provisions, income distributed by an estate or trust which is a resi- 
dent of a Contracting State to a resident of the other Contracting 
State who is a beneficiary of the estate or trust may be taxed in the 
first-mentioned State and according to the laws of that State, but the 
tax so charged shall not exceed 15 per cent of the gross amount of 
the income; provided, however, that such income shall be exempt 
from tax in the first-mentioned State to the extent of any amount 
distributed out of income arising outside that State. 


Definitions: “estate” —ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — Art. 
IL: 1(i); “trust” —ITCIA 3, ITA 104(1), 248(1). 


Interpretation Bulletins: IT-465R: Non-resident beneficiaries of trusts. 


Technical Explanation [1984]: Paragraph 2 provides that to the extent that income 
distributed by an estate or trust resident in one Contracting State is deemed under the 
domestic law of that State to be a separate type of income “arising” within that State, 
such income distributed to a beneficiary resident in the other Contracting State may be 
taxed in the State of source at a maximum rate of 15 percent of the gross amount of 
such distribution. Such a distribution will, however, be exempt from tax in the State of 
source to the extent that the income distributed by the estate or trust was derived by the 
estate or trust from sources outside that State. Thus, in a case where the law of Canada 
treats a distribution made by a trust resident in Canada as a separate type of income 
arising in Canada, Canadian tax is limited by paragraph 2 to 15 percent of the gross 
amount distributed to a U.S. resident beneficiary. Although the Code imposes a tax on 
certain domestic trusts (e.g., accumulation trusts) and such trusts are residents of the 
United States for purposes of Article [V (Residence) and paragraph 2 of Article XXII, 
paragraph 2 does not apply to distributions by such trusts because, pursuant to Code 
sections 667(e) and 662(b), these distributions have the same character in the hands of 
a non-resident beneficiary as they do in the hands of the trust. Thus, a distribution by a 
domestic accumulation trust is not a separate type of income for U.S. purposes. The 
taxation of such a distribution in the United States is governed by the distribution’s 
character, the provisions of the Code and the provisions of the Convention other than 
the provision in paragraph 2 limiting the tax at source to 15 percent. 


3. Losses incurred by a resident of a Contracting State with respect 
to wagering transactions the gains on which may be taxed in the 
other Contracting State shall, for the purpose of taxation in that 
other State, be deductible to the same extent that such losses would 
be deductible if they were incurred by a resident of that other State. 


History: Para. 3 added by 1995 Protocol, art. 11, generally effective for taxation years 
beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 1995 
Protocol” above). 


Definitions: “resident” — Art. IV; “State” — Art. III:1(i). 


Technical Explanation [1995 Protocol]: Article 11 of the Protocol adds a new 
paragraph 3 to Article XXII (Other Income) of the Convention. This Article entitles 
residents of one Contracting State who are taxable by the other State on gains from 
wagering transactions to deduct losses from wagering transactions for the purposes of 
taxation in that other State. However, losses are to be deductible only to the extent that 
they are incurred with respect to wagering transactions, the gains on which could be 
taxable in the other State, and only to the extent that such losses would be deductible if 
incurred by a resident of that other State. 


This Article does not affect the collection of tax by a Contracting State. Thus, in the 
case of a resident of Canada, this Article does not affect, for example, the imposition of 
U.S. withholding taxes under section 1441 or section 1442 of. the /nternal Revenue 
Code on the gross amount of gains from wagering transactions. However, in computing 
its U.S. income tax liability on net income for the taxable year concerned, the Canadian 
resident may reduce its gains from wagering transactions subject to taxation in the 
United States by any wagering losses incurred on such transactions, to the extent that 
those losses are deductible under the provisions of new paragraph 3. Under U.S. do- 
mestic law, the deduction of wagering losses is governed by section 165 of the Internal 
Revenue Code. It is intended that the resident of Canada file a nonresident income tax 
return in order to substantiate the deduction for losses and to claim a refund of any 
overpayment of U.S. taxes collected by withholding. 


4. Notwithstanding the provisions of paragraph 1, compensation de- 
rived by a resident of a Contracting State in respect of the provision 
of a guarantee of indebtedness shall be taxable only in that State, 
unless such compensation is business profits attributable to a per- 
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manent establishment situated in the other Contracting State, in 
which case the provisions of Article. VII (Business Profits) shall 
apply. 

History: Para. 4 added by 2007 Protocol, art. 17, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “permanent establishment’ — Art. V; “resident” — Art. IV; “State”? — 
Art. III: 1(i). 


Technical Explanation [2007 Protocol]: Article 17 of the Protocol amends Article 
XXII (Other Income) of the Convention by adding a new paragraph 4. Article XXII 
generally assigns taxing jurisdiction over income not dealt with in the other articles 
(Articles VI through XXI) of the Convention. 


New paragraph 4 provides a specific rule for residence State taxation of compensation 
derived in respect of a guarantee of indebtedness. New paragraph 4 provides that com- 
pensation derived by a resident of a Contracting State in respect of the provision of a 
guarantee of indebtedness shall be taxable only in that State, unless the compensation is 
business profits attributable to a permanent establishment situated in the other Con- 
tracting State, in which case the provisions of Article VII (Business Profits) shall apply. 
The clarification that Article VII shall apply when the compensation is considered busi- 
ness profits was included at the. request of the United States. Compensation paid to a 
financial services entity to provide a guarantee in the ordinary course of its business of 
providing such guarantees to customers constitutes business profits dealt with under the 
provisions of Article VII. However, provision of guarantees with respect to debt of 
related parties is ordinarily not an independent economic undertaking that would gener- 
ate business profits, and thus compensation in respect of such related-party guarantees 
is, in most cases, covered by Article XXII. 


Article XXIII — Capital 


1, Capital represented by real property, owned by a resident of a 
Contracting State and situated in the other Contracting State, may 
be taxed in that other State. 


Related Provisions: ITCIA 5 — Definition of “immovable property” and “real 
property”. 

Definitions: “real property” — Art. VI:2, ITCIA 5; “resident” — Art. IV; “State” — 
Art. II: 1(). 

Technical Explanation [1984]: Although neither Canada nor the United States 
currently has national taxes on capital, Article XXIII provides rules for the eventuality 
that such taxes might be enacted in the future. Paragraph | provides that capital repre- 
sented by real property (as defined in paragraph 2 of Article VI (income From Real 
Property)) owned by a resident of a Contracting State and situated in the other Con- 
tracting State may be taxed in that other State. 


2. Capital represented by personal property forming part of the bus- 
iness property of a permanent establishment which a resident of a 
Contracting State has in the other Contracting State may be taxed in 
that other State. 


History: Para. 2 amended by 2007 Protocol, art. 18, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


2. Capital represented by personal property forming part of the business property 
of a permanent establishment which a resident of a Contracting State has in the 
other Contracting State, or by personal property pertaining to a fixed base availa- 
ble to a resident of a Contracting State in the other Contracting State for the 
purpose of performing independent personal services, may be taxed in that other 
State. 


Definitions: “permanent establishment” — Art. V:1; “property” —ITCIA 3, ITA 
248(1); “resident” — Art. IV; “State” — Art. TIT:1(i). 

Technical Explanation [2007 Protocol]: Article 18 of the Protocol amends para- 
graph 2 of Article XXIII (Capital) of the Convention by deleting language contained in 
that paragraph consistent with the changes made by Article 9 of the Protocol. 
Technical Explanation [1984]: Paragraph 2 provides that capital represented by 
either personal property forming part of the business property of a permanent establish- 


ment or personal property pertaining to a fixed base in a Contracting State may be 
taxed in that State. 


3. Capital represented by ships and aircraft operated by a resident of 
a Contracting State in international traffic, and by personal property 
pertaining to the operation of such ships and aircraft, shall be taxa- 
ble only in that State. 


Definitions: “international traffic” — Art. III:1(h); “property” —ITCIA 3, ITA 
248(1); “resident” — Art. IV; “State” — Art. III:1(i). 
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Art. XXIV — Elimination of Double Taxation 


Technical Explanation [1984]: Paragraph 3 provides that capital represented by 
ships and aircraft operated by a resident of a Contracting State in international traffic 
and by personal property pertaining to the operation of such ships and aircraft are taxa- 
ble only in the Contracting State of residence. 


4. All other elements of capital of a resident of a Contracting State 
shall be taxable only in that State. 


Definitions: “resident” — Art. IV; “State” — Art. I1:1(i). 


Technical Explanation [1984]: Paragraph 4 provides that all elements of capital 
other than those covered by paragraphs 1, 2, and 3 are taxable only in the Contracting 
State of residence. Thus, capital represented by motor vehicles or railway cars, not 
pertaining to a permanent establishment or fixed base in a Contracting State, would be 
taxable only in the Contracting State of which the taxpayer is a resident. 


Article XXIV — Elimination of Double Taxation 


History: See History to Art. XV for the 2007 Protocol Annex B, s. 6 agreement on 
treatment of stock options. 


1. In the case of the United States, subject to the provisions of 
paragraphs 4, 5 and 6, double taxation shall be avoided as follows: 
In accordance with the provisions and subject to the limitations of 
the law of the United States (as it may be amended from time to 
time without changing the general principle hereof), the United 
States shall allow to a citizen or resident of the United States, or to 
a company electing to be treated as a domestic corporation, as a 
credit against the United States tax on income the appropriate 
amount of income tax paid or accrued to Canada; and, in the case of 
a company which is a resident of the United States owning at least 
10 per cent of the voting stock of a company which is a resident of 
Canada from which it receives dividends in any taxable year, the 
United States shall allow as a credit against the United States tax on 
income the appropriate amount of income tax paid or accrued to 
Canada by that company with respect to the profits out of which 
such, dividends, are paid. 


History: Para. 1 amended by 1983 Protocol, art. XI, para. 1. 


Definitions: “Canada” — Art. IlI:1(a), ITCIA 5; “company” — Art. IlI:1(f); “divi- 
dend” — ITCIA 3, ITA 248(1); “income tax paid or accrued” — Art. XXIV:7; “na- 
tional” — Art. III: 1(k); “resident” — Art. TV; “United States” — Art. III:1(b); “United 
States tax” — Art. III:1(d). 


Technical Explanation [1984]: Paragraph 1 provides the general rules that will 
apply under the Convention with respect to foreign tax credits for Canadian taxes paid 
or accrued. The United States undertakes to allow to a citizen or resident of the United 
States, or to a company electing under Code section 1504(d) to be treated as a domestic 
corporation, a credit against the Federal income taxes imposed by the Code for the 
appropriate amount of income tax paid or accrued to Canada. In the case of a company 
which is a resident of the United States owning 10 percent or more of the voting ‘stock 
of a. company which is a resident of Canada (which for this purpose does not include a 
company electing under Code section 1504(d) to be treated as a domestic corporation), 
and from which it receives dividends in a taxable year, the United States shall allow as 
a credit against income taxes imposed by the Code the appropriate amount of income 
tax paid or accrued to Canada by the Canadian company with respect to the profits out 
of which such company paid the dividends. 


The direct and deemed-paid credits allowed by paragraph 1 are subject to the limita- 
tions of the Code as they may be amended from time to time without changing the 
general principle of paragraph 1. Thus, as is generally the case under U.S. income tax 
conventions, provisions such as Code sections 901(c), 904, 905, 907, 908, and 911 
apply for purposes of computing the allowable credit under paragraph 1. In addition, 
the United States is not required to maintain the overall limitation currently provided 
by U.S. law. 


The term “income tax paid or accrued” is defined in paragraph 7 of Article XXIV to 
include certain specified taxes which are paid or accrued. The Convention only pro- 
vides a credit for amounts paid or accrued. The determination of whether an amount is 
paid or accrued is made under the Code. Paragraph 1 provides a credit for these speci- 
fied taxes whether or not they qualify as creditable under Code section 901 or 903. A 
taxpayer who claims credit under the Convention for Canadian taxes made creditable 
solely by paragraph | is not, as a result of the Protocol, subject to a per-country limita- 
tion with respect to Canadian taxes. Thus, credit for such Canadian taxes would be 
computed under the overall limitation currently provided by U.S. law. (However, see 
the discussion below of the! source rules of paragraphs 3 and 9 for a restriction on the 
use of third country taxes to offset the U.S. tax imposed on resourced income). 


A taxpayer claiming credits for Canadian taxes under the Convention must apply the 
source rules of the Convention, and must apply those source rules in their entirety. 
Similarly, a taxpayer claiming credit for Canadian taxes which are creditable under the 
Code and who wishes to use the source rules of the Convention in computing that 
credit must apply the source rules of the Convention in their entirety. 
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2. In the case of Canada, subject to the provisions of paragraphs 4, 5 
and 6, double taxation shall be avoided as follows: 


(a) subject to the provisions of the law of Canada regarding the 
deduction from tax payable in Canada of tax paid in a territory 
outside Canada and to any subsequent modification of those pro- 
visions (which shall not affect the general principle hereof) 


(i) income tax paid or accrued to the United States on profits, 
income or gains arising in the United States, and 


(ii) in the case of an individual, any social security taxes paid 
to the United States (other than taxes’ relating to unemploy- 
ment insurance benefits) by the individual on such profits, 
income or gains 


shall: be deducted from any Canadian tax payable in respect of 
such profits, income or gains; 


(b) in the case of a company which is a resident of Canada own- 
ing at least 10 percent of the voting stock of a company which is 
a resident of the United States from which it receives dividends 
in any taxable year, Canada shall allow as a credit against the 
Canadian tax on income the appropriate amount of income tax 
paid or accrued to the United States by the second company with 
respect to the profits out of which the dividends are paid. 


(c) notwithstanding the provisions of subparagraph (a), where 
Canada imposes a tax on gains from the alienation of property 
that, but for the provisions of paragraph 5 of Article XIII 
(Gains), would not be taxable in Canada, income tax paid or:ac- 
crued to the United States. on such gains shall be deducted. from 
any Canadian tax payable in respect.of such gains. 

Related Provisions: Art. X:2 — Withholding tax on dividends. 


History: Subpara. 2(b) amended by 2007 Protocol, art. 19, effective with respect to 
taxable years beginning after 2008, but in respect of taxes withheld at source, for 
amounts paid or credited on or after February 1, 2009 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). The subpara, formerly read: 


(b) subject to the existing provisions of the law of Canada regarding the taxation 
of. income from a foreign affiliate and to any subsequent modification of those 
provisions — which shall not affect the general principle hereof — for the pur- 
pose of computing Canadian tax, a company which is a resident of Canada shall 
be allowed to deduct in computing its taxable income any dividend received by it 
out of the exempt surplus of a foreign affiliate which is a resident of the United 
States; and 


Subparas. 2(a) and (b)' amended by 1995 Protocol, art..12(1), generally effective for 
taxation years beginning on or'after January 1, 1996 (see art. 21(2) under “Application 
of the 1995 Protocol” above). Subparas. (a) and (b) formerly read: 


(a) subject to the provisions of the law of Canada regarding the deduction from 
tax payable in Canada of tax paid in a territory outside Canada and to any subse- 
quent modification of those provisions (which shall not affect the general princi- 
ple hereof), and unless a greater deduction or relief is provided under the law of 
Canada, income tax paid or accrued to the United States on profits, income or 
gains arising in the United States shall be deducted from any Canadian tax paya- 
ble in respect of such profits, income or gains; 


(b) subject to the provisions of the law of Canada regarding the determination of 
the exempt surplus of a foreign affiliate and to any subsequent modification of 
those provisions (which shall not affect the general principle hereof), for the pur- 
poses of computing Canadian tax, a company which is a resident-of Canada shall 
be allowed to deduct in computing its taxable income any dividend received by it 

~ out of the exempt surplus of a foreign affiliate which is a resident of the United 
States; and : 


Para. 2 amended by 1983. Protocol, art. XI, para. 2. 


Definitions: “Canada” — Art. IlT:1(a), ITCIA 5; “Canadian tax” — Art. III:1(c); 
“company” — Art. III:1(f); “dividend” — ITCIA 3, ITA 248(1); “income tax paid or 
accrued” — Art. XXIV:7;. “individual”, “property —ITCIA 3, ITA 248(1); “resi- 
dent” — Art. TY; “United States” — Art. III:1(b), 


Interpretation Bulletins: IT-173R2: Capital gains derived in Canada by residents of 
the United States. 


Technical Explanation [2007 Protocol]: Article 19 of the Protocol deletes subpar- 
agraph 2(b) of Article XXIV (Elimination of Double Taxation) of the Convention and 
replaces it with a new. subparagraph. 


New subparagraph 2(b) allows a Canadian company receiving a dividend from a U.S. 
resident company, of which it owns at least 10 percent of the voting stock, a credit 
against Canadian income tax of the appropriate amount of income tax paid or accrued 
to the United States by the dividend paying company with respect to the profits out of 
which the dividends are paid. The third Protocol to the Convention, signed March 17, 
1995, had amended subparagraph (b) to allow a Canadian company to deduct in com- 
puting its Canadian taxable income’ any dividend received by it out of the exempt sur- 
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plus of a foreign affiliate which is a resident of the United States. This change is con- 
sistent with current Canadian tax treaty practice: it does not indicate any present 
intention to change Canada’s “exempt surplus” rules, and those rules remain in effect. 
Technical Explanation [1995 Protocol]: Article 12 of the Protocol amends Article 
XXIV (Elimination of Double Taxation) of the Convention. Paragraph 1 of Article 12 
amends the rules for Canadian double taxation relief in subparagraphs (a) and (b) of 
paragraph 2 of Article XXIV. The amendment to subparagraph (a) obligates Canada to 
give a foreign tax credit for U.S. social security taxes paid by individuals. The amend- 
ment to subparagraph (b) of paragraph 2 does not alter the substantive effect of the 
rule, but conforms the language to current Canadian law. Under the provision as 
amended, Canada generally continues to allow an exemption to a Canadian corporation 
for direct dividends paid from the exempt surplus of a U.S. affiliate. 


3. For the purposes of this Article: 


(a) profits, income or gains (other than gains to which paragraph 
5 of Article XIII (Gains) applies) of a resident of a Contracting 
State which may be taxed in the other Contracting State in ac- 
cordance with the Convention (without regard to paragraph 2 of 
Article XXIX (Miscellaneous Rules)) shall be deemed to arise in 
that other State; and 


(b) profits, income or gains of a resident of a Contracting State 
which may not be taxed in the other Contracting State in accor- 
dance with the Convention (without regard to paragraph 2 of Ar- 
ticle XXIX (Miscellaneous Rules)) or to which paragraph 5 of 
Article XIII (Gains) applies shall be deemed to arise in the first- 
mentioned State. 


Definitions: “resident” — Art. IV; “State” — Art. TIJ:1(i). 


Technical Explanation [1984]: Paragraph 3 provides source rules for purposes of 
applying Article XXIV. Profits, income or gains of a resident of a Contracting State 
which may be taxed in the other Contracting State in accordance with the Convention, 
for reasons other than the saving clause of paragraph 2 of Article XXIX (Miscellaneous 
Rules) (e.g., pensions and annuities taxable where arising pursuant to Article XVIII 
(Pensions and Annuities)), are deemed to arise in the latter State. This rule does not, 
however, apply to gains taxable under paragraph 5 of Article XIII (Gains) (i.e., gains 
taxed by a Contracting State derived from the alienation of property by a former resi- 
dent of that State). Gains from such an alienation arise, pursuant to paragraph 3(b), in 
the State of which the alienator is a resident. Thus, if in accordance with paragraph 5 of 
Article XIII, Canada imposes tax on certain gains of a U.S. resident such gains are 
deemed, pursuant to paragraphs 2 and 3(b) of Article XXIV, to arise in the United 
States for purposes of computing the deduction against Canadian tax for the U.S. tax on 
such gain. Under the Convention such gains arise in the United States for purposes of 
the United States foreign tax credit. Paragraph 3(b) also provides that profits, income, 
or gains arise in the Contracting State of which a person is a resident if they may not be 
taxed in the other Contracting State under the provisions of the Convention (e.g., ali- 
mony), other than the “saving clause” of paragraph 2 of Article XXIX. 


4. Where a United States citizen is a resident of Canada, the follow- 
ing rules shall apply: 


(a) Canada shall allow a deduction from the Canadian tax in re- 
spect of income tax paid or accrued to the United States in re- 
spect of profits, income or gains which arise (within the mean- 
ing of paragraph 3) in the United States, except that such 
deduction need not exceed the amount of the tax that would be 
paid to the United States if the resident were not a United States 
citizen; and 


(b) for the purposes of computing the United States tax, the 
United States shall allow as a credit against United States tax the 
income tax paid or accrued to Canada after the deduction re- 
ferred to in subparagraph (a). The credit so allowed shall not 
reduce that portion of the United States tax that is deductible 
from Canadian tax in accordance with subparagraph (a). 
Definitions: “Canada” — Art. III:1(a), ITCIA 5; “Canadian tax” — Art. III:1(c); “in- 


come tax paid or accrued” — Art. XXIV:7; “resident” — Art. IV; “United States” — 
Art. III:1(b); “United States tax’ — Art. II:1(d). 


5. Notwithstanding the provisions of paragraph 4, where a United 
States citizen is a resident of Canada, the following rules shall apply 
in respect of the items of income referred to in Article X (Divi- 
dends), XI (Interest) or XII (Royalties) that arise (within the mean- 
ing of paragraph 3) in the United States and that would be subject to 
United States tax if the resident of Canada were not a citizen of the 
United States, as long as the law in force in Canada allows a deduc- 
tion in computing income for the portion of any foreign tax paid in 
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respect of such items which exceeds 15 per cent of the amount 
thereof: 


(a) the deduction so allowed in Canada shall not be reduced by 
any credit or deduction for income tax paid or accrued to Can- 
ada allowed in computing the United States tax on such items; 


(b) Canada shall allow a deduction from Canadian tax on such 
items in respect of income tax paid or accrued to the United 
States on such items, except that such deduction need not exceed 
the amount of the tax that would be paid on such items to the 
United States if the resident of Canada were not a United States 
citizen; and 


(c) for the purposes of computing the United States tax on such 
items, the United States shall allow as a credit against United 
States tax the income tax paid or accrued to Canada after the 
deduction referred to in subparagraph (b). The credit so allowed 
shall reduce only that portion of the United States tax on such 
items which exceeds the amount of tax that would be paid to the 
United States on such items if the resident of Canada were not a 
United States citizen. 


History: Para. 5 amended by 1995 Protocol, art. 12(2), generally effective for taxation 
years beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 5 formerly read: 


5. Notwithstanding the provisions of paragraph 4, where a United States citizen 
is a resident of Canada, the following rules shall apply in respect of the items of 
income referred to in Article X (Dividends), XI (Interest) or XII (Royalties) 
which arise (within the meaning of paragraph 3) in the United States, as long as 
the law in force in Canada allows a deduction in computing income for the por- 
tion of any foreign tax paid in respect of such items which exceeds 15 per cent of 
the amount thereof: 


(a) the deduction so allowed in Canada shall not be reduced by any credit or 
deduction for income tax paid or accrued to Canada allowed in computing 
the United States tax on such items; 


(b) Canada shall allow a deduction from the Canadian tax in respect of the 
income tax paid or accrued to the United States on such items, except that 
such deduction need not exceed 15 per cent of the gross amount of such 
items that has been included in computing the income of the citizen for Ca- 
nadian tax purposes; and 


(c) for the purposes of computing the United States tax on such items, the 
United States shall allow as a credit against United States tax the income tax 
paid or accrued to Canada after the deduction referred to in subparagraph 
(b). The credit so allowed shall reduce only that portion of the United States 
tax on such items which exceeds 15 per cent of the amount thereof included 
in computing United States taxable income. 


Definitions: “Canada” — Art. II:1(a), ITCIA 5; “Canadian tax” — Art. III:1(c); “in- 
come tax paid or accrued” — Art. XXIV:7; “resident” — Art. IV; “United States” — 
Art. II:1(b); “United States tax” — Art. II:1(d). 


Technical Explanation [1995 Protocol]: Paragraphs 4 and 5 of Article XXIV of 
the Convention provide double taxation relief rules, for both the United States and Can- 
ada, with respect to U.S. source income derived by a U.S. citizen who is resident in 
Canada. These rules address the fact that a U.S. citizen resident in Canada remains 
subject to U.S. tax on his worldwide income at ordinary progressive rates, and may, 
therefore, be subject to U.S. tax at a higher rate than a resident of Canada who is not a 
U.S. citizen. In essence, these paragraphs limit the foreign tax credit that Canada is 
obliged to allow such a U.S. citizen to the amount of tax on his U.S. source income that 
the United States would be allowed to collect from a Canadian resident who is not a 
USS. citizen. They also oblige the United States to allow the U.S. citizen a credit for 
any income tax paid to Canada on the remainder of his income. Paragraph 4 deals with 
items of income other than dividends, interest, and royalties and is not changed by the 
Protocol. Paragraph 5, which deals with dividends, interest, and royalties, is amended 
by paragraph 2 of Article 12 of the Protocol. 


The amendments to paragraph 5S of the Article make that paragraph applicable only to 
dividend, interest, and royalty income that would be subject to a positive rate of U.S. 
tax if paid to a Canadian resident who is not a U.S. citizen. This means that the rules of 
paragraph 4, not paragraph 5, will apply to items of interest and royalties, such as port- 
folio interest, that would be exempt from U.S. tax if paid to a non-U.S. citizen resident 
in Canada. Under paragraph 4, Canada will not allow a credit for the U.S. tax on such 
income, and the United States will credit the Canadian tax to the extent necessary to 
avoid double taxation. 


Paragraph 2 of Article 12 of the Protocol makes further technical amendments to para- 
graph 5 of Article XXIV of the Convention. The existing Technical Explanation of 
paragraphs 5 and 6 of Article XXIV of the Convention should be read as follows to 
reflect the amendments made by the Protocol: 


Paragraph 5 provides special rules for the elimination of double taxation in the case 
of dividends, interest, and royalties earned by a U.S. citizen resident in Canada. 
These rules apply notwithstanding the provisions of paragraph 4, but only as long 
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as the law in Canada allows a deduction in computing income for the portion of 
any foreign tax paid in respect of dividends, interest, or royalties’ which exceeds 15 
percent of the amount of such items of income, and only. with respect. to those 
items of income. The rules of paragraph 4 apply with respect to other items of 
income; moreover, if the law in force in Canada regarding the deduction for for- 
eign taxes is changed so as to no longer allow such a deduction, the provisions of 
paragraph 5 shall not apply and the U.S. foreign tax credit for Canadian taxes and 


the Canadian credit for U.S. taxes will bé determined solely pursuant to the Mia 


sions of paragraph 4. 


The calculations under paragraph 5 are as follows. First, the deduction allowed. in 
Canada in computing income shall be made with respect to U.S. tax on the divi- 
dends, interest, and royalties before any foreign tax credit by the United States with 
Trespect to income tax paid or accrued to Canada. Second, Canada shall allow a 
deduction from (credit against) Canadian tax for U.S. tax paid or accrued with 
respect to the dividends, interest, and royalties, but such credit need not exceed the 
amount of income tax that would be paid or accrued to the United States on such 
items of income if the individual were not a U.S. citizen after taking into account 
any relief available under the Convention, Third; for purposes of computing the 
U.S. tax on such dividends, interest, and royalties, the United States shall allow as 


a credit against the U.S. tax the income tax paid or accrued to Canada after the, 


credit ‘against Canadian tax for income tax paid or accrued to the United States. 
The United States is in no event obliged to give a credit for Canadian income tax 
which will reduce the U.S. tax below the amount of income tax that would be paid 
or accrued to the United States on the amount of the dividends, interest, and royal- 
ties if the individual were not a U.S. citizen after taking into account any rélief 
available under the Convention. 


The rules of paragraph 5 are illustrated by the following examples. 
Example B 


A USS. citizen who is a resident of Canada has $100 of dividend income arising in 
the United States. The tentative U.S. tax before foreign tax credit is $40. 


Canada, under its law, allows a deduction for the U.S. tax in excess of 15 percent 
or, in this case, a deduction of $25 ($40 - $15). The Canadian taxable income is 
$75 and the Canadian tax on that amount is $35. 


Canada gives a credit of $15 (the maximum credit allowed is 15 percent of the 
gross dividend taken into Canadian income) and collects a net tax of $20. 


The United States allows a credit for the net Canadian tax against its tax in excess 
of 15 percent. Thus, the maximum credit is $25 ($40 - $15). But since the net 
Canadian tax paid was $20, the usable credit is $20. 


To be able to use a credit of $20 requires Canadian source taxable income of $50 
(50% of the U.S. tentative tax of $40). Under paragraph 6, $50 of the U.S. dividend 
is resourced to be of Canadian source. The credit of $20 may then be offset against 
the U.S. tax of $40, leaving a net U.S. tax of $20. 


The combined tax paid to both countries is $40, $20 to Canada and $20 to the 
United States. 


Example C 


A USS. citizen who is a resident of Canada receives $200 of income with respect to 
personal services performed within Canada and $100 of dividend income arising 
within the United States. Taxable income for U.S. purposes, taking into account 
the rules of Code section 911, is $220. U.S. tax (before foreign tax credits) is $92. 
The $100 of dividend income is deemed to bear U.S. tax (before foreign tax cred- 
its) of $41.82 ($100/$200 x $92). Under Canadian law, a deduction of $26.82 (the 
excess of $41.82 over 15 percent of the $100 dividend income) is allowed in com- 
puting income. The Canadian tax on $273.18 of income ($300 less the $26.82 de- 
duction) is $130. Canada then gives a credit against the $130 for $15 (the US. tax 
paid or accrued with respect to the dividend, $41.82 but limited to.15 percent of the 
gross amount of such income, or $15), leaving a final Canadian tax of $115. Of the 
$115, $30.80 is attributable to the dividend: 


~ $73.18 ($100 dividend less $26.82 deduction) 
$273.18 ($300 income less $26.82 deduction) 


Of this amount, $26.82 is creditable against U.S. tax pursuant to paragraph 5. (Al- 
though the U.S. allows a credit for the Canadian tax imposed ‘on the dividend, 
$30.80, the credit may not reduce the U.S. tax: below 15 percent of the amount of 
the dividend. Thus, the maximum allowable credit is the excess of $41.82, the U.S. 
tax imposed on the dividend income, over $15, which is 15 percent of the $100 
dividend). The remaining $3.98 (the Canadian tax of $30.80 less the credit allowed 
of $26.82) is a foreign tax credit carryover for U.S. purposes, subject to the limita- 
tions of paragraph 5. (An additional $50.18 of Canadian ‘tax with respect to Cana- 
dian source services income is creditable against U.S. tax pursuant to paragraphs 3 
and 4(b). The $50.18 is computed as follows: tentative U.S. tax (before foreign tax 
credits) is $92; the U.S. tax on Canadian source services income is $50.18) ($92 
less the U.S. tax on the dividend income of $41.82); the limitation on the services 
income is: 


x $115 


$120 (taxable income from services) x $92 
$220 (total taxable income) 


or $50.18. The credit for Canadian tax paid on the services income is therefore 
$50.18; the remainder of the Canadian tax on the services income, or $34.02, is a 
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. foreign; tax credit carryover for U.S. purposes, subject to the limitations of para- 
graph 5.) 
Paragraph 6 is necessary to implement the objectives of pacaerapbs 4(b) and 5(0), 
Paragraph 6 provides that where a U.S. citizen is a resident of Canada, items of 
income referred to in paragraph 4 or 5 are deemed for the purposes of Article 
XXIV to arise in Canada to the extent necessary to avoid double taxation of in- 
come by Canada and the United States consistent with the objectives of paragraphs 
4(b) and 5(c). Paragraph 6.can override the source rules of paragraph 3 to permit a 
limited resourcing of income. The principles of paragraph 3 have effect, pursuant 
to paragraph 3(b) of Article XXX (Entry Into Force) of the Convention, for taxable 
__ years beginning on or after January 1, 1976. See the discussion of Article XXX 
below. 
The application of paragraph 6 is illustrated by the following example. 
Example D 
The facts are the same as in Example C. The United States has undertaken, pursu- 
ant to paragraph S(c) and paragraph 6, to credit $26.82 of Canadian taxes on divi- 
dend income that has a U.S. source under both paragraph 3 and the Internal Reve- 
“nue Code. (As illustrated in Example C, the credit, however, only reduces the U:S. 
tax'on the dividend income which exceeds the amount of income tax that would be 
paid or accrued to the United States on’ such income if the individual were not a 
U.S: citizen after taking into account any relief available under the Convention. 
Pursuant to paragraph 6, for’ purposes of determining the U.S. foreign tax credit 
limitation under the Convention with respect to Canadian taxes, 


$64.13 fee x $92 = $26.82; A = $64.13) 
$220 


of taxable income with respect to the dividends is, deemed to arise in Canada. 


6.. Where a United States citizen is a resident of Canada, items of 
income referred. to.in paragraph 4 ‘or 5. shall, notwithstanding the 
provisions of paragraph 3, be deemed to arise in Canada to the. ex- 
tent necessary to avoid the double taxation of such income under 
paragraph 4(b) or paragraph 5(c). 
Definitions: “Canada” — Art. IlI:1(@), ITCIA. 5; 
States” — Art. III:1(b). 


“tesident’” — Art: IV; “United 


7. For the purposes of this Article, any reference to “income tax 
paid or accrued” to a Contracting State shall include Canadian tax 
and United States tax, as the case may be, and taxes of general ap- 
plication which are paid or accrued to a political subdivision or Jo- 
cal authority of that State, which are not imposed by that political 
subdivision or local authority in a manner inconsistent with the pro- 
visions of the Convention and which are substantially similar to the 
Canadian tax or United States tax, as the case may be. 

History: Para. 7 amended by 1995 Protocol, art. 12(3), generally effective for taxation 
years beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 7 formerly read: 


7. For the purposes of this Article, any reference to “income tax paid or accrued” 
to a Contracting State shall include Canadian tax and United States tax; as the 
case may be, and taxes of general application which are paid or accrued to a 
political subdivision or local authority of that State, which are not imposed by 
that political subdivision or local authority in'a manner inconsistent with the pro- 
visions of the Convention and which are substantially similar 'to the taxes of that 
State referred to in paragraphs 2 and 3(a) of Article Il (Taxes Covered). 
Definitions: “Canadian tax” — Art. III:1(c); “State” — Art. III:1(); “United States 
tax” — Art. III: 1(d). 
Technical Explanation [1995 Protocol]: Paragraph 3 of Article 12 of the Protocol 
makes a technical amendment to paragraph 7 of Article XXIV. It conforms the refer- 
ence to U.S. and Canadian taxes to the amended definitions of “United States tax” and 
“Canadian tax” in subparagraphs (c) and (d) of paragraph 1 of Article II] (General 
Definitions). No substantive change in the effect of the paragraph is intended. 


8. Where a resident of a Contracting State owns capital which, in 
accordance with the provisions of the Convention, may be taxed in 
the other Contracting State, the first-mentioned State shall allow as 
a deduction from the tax on the capital of that resident an amount 
equal to the capital tax paid in that other State. The deduction shall 
not, however, exceed that part of the capital tax, as computed before 
the deduction is given, which is attributable to the capital which 
may be taxed in that other State. 
Definitions: “resident” —. Art. IV; “State”. — Art. III: 1(i). 

9. The provisions of this Article relating to the source of profits, 
income. or gains: shall not apply for the purpose of determining a 
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credit against United States tax for any foreign taxes other than in- 
come taxes paid or accrued to Canada. 


History: Para. 9 added by 1983 Protocol, art. XI, para. 3. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “income tax paid or accrued” — Art. 
XXIV:7; “United States” — Art. III:1(b). 


10. Where in accordance with any provision of the Convention in- 
come derived or capital owned by a resident of a Contracting State 
is exempt from tax in that State, such State may nevertheless, in 
calculating the amount of tax on other income or capital, take into 
account the exempted income or capital. 


History: Para. 10 added by 1995 Protocol, art. 12(4), generally effective for taxation 
years beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). 


Definitions: “resident” — Art. IV; “State” — Art. TII:1(i). 


Technical Explanation [1995 Protocol]: Paragraph 4 of Article 12 of the Protocol 
adds a new paragraph 10 to Article XXIV of the Convention. This paragraph provides 
for the application of the rule of “exemption with progression” by a Contracting State 
in cases where an item of income of a resident of that State is exempt from tax in that 
State by virtue of a provision of the Convention. For example, where under Canadian 
law a tax benefit, such as the goods and services tax credit, to a Canadian resident 
individual is reduced as the income of that individual, or the individual’s spouse or 
other dependent, increases, and any of these persons receives U.S. social security bene- 
fits that are exempt from tax in Canada under the Convention, Canada may, neverthe- 
less, take the U.S. social security benefits into account in determining whether, and to 
what extent, the benefit should be reduced. 


New Article XXIX B (Taxes Imposed by Reason of Death), added by Article 19 of the 
Protocol, also provides relief from double taxation in certain circumstances in connec- 
tion with Canadian income tax imposed by reason of death and U.S. estate taxes. How- 
ever, subparagraph 7(c) of Article XXIX B generally denies relief from U.S. estate tax 
under that Article to the extent that a credit or deduction has been claimed for the same 
amount in determining any other tax imposed by the United States. This restriction 
would operate to deny relief, for example, to the extent that relief from U.S. income tax 
is claimed under Article XXIV in respect of the same amount of Canadian tax. There 
is, however, no requirement that relief from U.S. tax be claimed first (or exclusively) 
under Article XXIV. Paragraph 6 of Article XXIX B also prevents the claiming of 
double relief from Canadian income taxation under both that Article and Article XXIV, 
by providing that the credit provided by Article XXIX B applies only after the applica- 
tion of the credit provided by Article XXIV. i 


Technical Explanation [1984]: Paragraph 9 provides clarification that the source 
rules of this Article shall not be used to determine the credit available against U.S. tax 
for foreign taxes other than income taxes paid or accrued to Canada (i.e., taxes of third 
countries). Thus, creditable third country taxes may not offset the U.S. tax on income 
treated as arising in Canada under the source rules of the Convention. A person claim- 
ing credit for income taxes of a third country may not rely upon the rules of paragraphs 
3 and 6 for purposes of treating income that would otherwise have a U.S. source as 
having a foreign source. Thus, if the taxpayer elects to compute the foreign tax credit 
for any year using the special source rules set forth in paragraphs 3 and 6, paragraph 9 
requires that a separate limitation be computed for taxes not covered by paragraph 1 
without regard to the source rules of paragraphs 3 and 6, and the credit for such taxes 
may not exceed such limitation. The credit allowed under this separate limitation may 
not exceed the proportion of the Federal income taxes imposed by the Code that the 
taxpayer's taxable income from foreign sources (under the Code) not included in taxa- 
ble income arising in Canada (and not in excess of total foreign source taxable income 
under the Code) bears to the taxpayer’s worldwide taxable income. In any case the 
credit for taxes covered by paragraph | and the credit for other foreign taxes is limited 
to the amount allowed under an overall limitation computed by aggregating taxable 
income arising in Canada and other foreign source taxable income. 


If creditable Canadian taxes exceed the proportion of U.S. tax that taxable income aris- 
ing in Canada bears to the entire taxable income, such taxes may qualify to be absorbed 
by any excess in the separate limitation computed with respect to other taxes. 


In a case where a taxpayer has different types of income subject to separate limitations 
under the Code (e.g., section 904(d)(1)(B) DISC dividends) the Convention rules just 
described apply in the context of each of the separate Code limitations. 


A taxpayer may, for any year, claim a credit pursuant to the rules of the Code. In such 
case, the taxpayer would be subject to the limitations established in the Code, and 
would forego the rules of the Convention that determine where taxable income arises. 
In addition, any Canadian taxes covered by paragraph 1 which are not creditable under 
the Code would not be credited. 


Thus, where a taxpayer elects to use the special source rules of this Article to compute 
the foreign tax credit for any year, the following computations must be made: 


Step I(a): Compute a hypothetical foreign tax credit limitation for Canadian income 
and taxes using the source rules of the Convention. 


Step 1(b): Compute a hypothetical foreign tax credit limitation for third country income 
and taxes using the source rules of the Code. 


Step I(c): Compute an overall foreign tax credit limitation using the source rules of the 
Convention to the extent they resource Canadian source income as U.S. source income 
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or U.S. source income as Canadian source income, and using the source rules of the 
Code with respect to any other income. 


Step 2: Allocate the amount of creditable Canadian taxes to the amount of the limita- 
tion computed under step 1(a), and allocate the amount of creditable third country taxes 
to the amount of the limitation computed under step 1(b). The amount of credit to be so 
allocated may not exceed the amount of the respective limitation. 


Step 3: (1) If the total credits allocated under step 2 exceed the amount of the limitation 
computed under step 1(c), the amount of allowable credits must be reduced to that 
limitation (see Rev. Rul. 82-215, 1982-2 Cum. Bull. 153 for the method of such 
reduction). 


(2) If the total credits allocated under step 2 are less than the amount of the limitation 
computed under step 1(c), then (a) any amount of creditable Canadian taxes in excess 
of the amount of the step 1(a) limitation may be credited to the extent of the excess of 
the step 1(c) limitation over the total step 2 allocation, and (b) any amount of third 
country taxes in excess of the amount of the step 1(b) limitation may not be credited. 


The following examples (in which the taxpayer’s U.S. tax rate is presumed to be 46%) 
illustrate the application of the source rules of Article XXIV: 


Example 1. 


(a) A U.S. corporate taxpayer has for the taxable year $100 of taxable income having a 
U.S. source under both the Convention and the Code; $100 of taxable income having a 
Canadian source under both the Convention and the Code; $50 of taxable income hav- 
ing a Canadian source under the Convention but a U.S. source under the Code (see, for 
example, paragraph | of Article VII (Business Profits) and paragraph 3(a) of Article 
XXIV); and $80 of taxable income having a foreign (non-Canadian) source under the 
Code. The taxpayer pays $75 of Canadian income taxes and $45 of third country in- 
come taxes. All the foreign source income of the taxpayer constitutes “other” income 
described in Code section 904(d)(1)(C). 


The source rules of the Convention are applied as follows to compute the taxpayer’s 
foreign tax credit: 


Step I(a): 
$150 (Canadian source taxable income x $151.80 
under Convention) 
$330 (total taxable income) 
= $69 limit for Canadian taxes. 
Step 1(b): 
$80 (third country source taxable in- x $151.80 
come under Code) 
$330 (total taxable income) 
= $36.80 limit for third country 
taxes. 
Step I(c): 
$230 (overall foreign taxable income 
under source rules described x $151.80 


above) 


$330. (total taxable income) 


= $105.80 total limit. 


Step 2: The taxpayer may tentatively credit $69 of the $75 Canadian income taxes 
under the step 1(a) limitation, and $36.80 of the third country income taxes under the 
step 1(b) limitation. 


Step 3: Since the total amount of taxes credited under step 2 equals the taxpayer’s total 
limitation of $105.80 under step 1(c), no additional taxes may be credited. The tax- 
payer has a $6 Canadian income tax carryover and an $8.20 third country income tax 
carryover for U.S. foreign tax credit purposes. 


(b) If the taxpayer had paid only $30 of third country taxes, he would credit that $30 in 
step 2. Since the total amount of credits allowed under step 2 ($99) is less than the 
taxpayer’s total limit of $105.80, and since the taxpayer has $6 of excess Canadian 
taxes not credited under step 2, he may also claim a credit for that $6 of Canadian 
income taxes, for a total credit of $105. 


(c) If the taxpayer had paid $45 of third country income taxes and $65 of Canadian 
income taxes, the computation would be as follows: 


Step 2: The taxpayer would credit the $65 of Canadian income taxes, and would also 
credit $36.80 of the $45 of third country income taxes. 


Step 3: Although the total amount of credits computed under step 2 ($101.80) is less 
than the taxpayer’s total limitation of $105.80, no additional credits can be claimed 
since the taxpayer has only excess third country income taxes. The excess third country 
income taxes are thus not permitted to offset U.S. tax on income that is Canadian 
source income under the Convention. The taxpayer would have $8.20 of third country 
income taxes as a carryover for U.S. foreign tax credit purposes. 


Example 2. 


A United States corporate taxpayer has for the taxable year $100 of taxable income 
having a Canadian source under the Convention but a U.S. source under the Code; 
$100 of taxable income having a U.S. source under both the Convention and the Code; 
$80 of taxable income having a foreign (non-Canadian) source under the Code; and 
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$50 of loss allocated or apportioned to Canadian source income: The taxpayer pays $50 
of foreign (non-Canadian) income taxes, and $20 of Canadian income taxes. 


The source rules of the Convention are applied as follows to Compute the taxpayer’s 
foreign tax credit: 


Step I(a): 
$50 netic ghia tte income x $105.80 
$230 (total taxable income), 
= $23 limit for Canadian taxes. 
Step 1(b): 
$80 tre siete a taxable in- x $105.80 
$230. (total. taxable income) 
\ = $36.80 limit for third country 
taxes. 
Step I(c): 
$130. (overall foreign taxable income 
under source rules described x $105.80 
above) 
$230 - (total taxable income) 


= $59.80 limit for Canadian taxes. 


Step 2: Since the taxpayer paid $20 of Canadian income taxes, he may credit that 
amount in full since the step 1(a) limit is $23. Since the step 1(b) limit is $36.80, the 
taxpayer may credit $36.80 of the $50 foreign income taxes paid. 

Step 3: Although the total taxes credited under step 2 ($56.80) is less than the tax- 
payer’s total limit of $59.80, no additional credits may be claimed since the only excess 
taxes are third country income taxes, and those may not be used to offset any excess 
limitation in step 3. The $13.20 of foreign taxes not allowed as a credit is available as a 
foreign tax credit carryover. 

Example 3. 


The facts are the same as in Example 2, except that foreign (non-Canadian) operations 
result in a loss of $30 rather than taxable income of $80, and no foreign (non-Cana- 
dian) income taxes are paid. The taxpayer’s credit is computed as follows: 


Step I(a): 
$50 x $55.20 = 
$120 


Step I(b): Since there is no third country source taxable income under the Code, the 
limit for third country income taxes is zero. 


Step I(c): 


limit for Canadian taxes. 


$20 x $55.20 = $9.20 ‘total limit. 


$120 


Step 2: Since the taxpayer paid $20 of Canadian income tax, he may tentatively credit 
that amount in full since the step 1(a) limit is $23. 


Step 3: Since the total taxes credited under step 2 ($20). exceeds the taxpayer’s total 
limit of $9.20, the taxpayer must reduce the total amount claimed as a credit to $9.20. 
The remaining $10.80 of Canadian income taxes are available as a foreign tax credit 
carryover. 


Example 4. 


The facts are the same as in Example 2, except that the first $100 of taxable income 
mentioned in Example 2 has a Canadian source under, both the Convention and the 
Code. 


Step. 1(a): 
$50 x $105.80 = $23 limit for Canadian taxes. 
$230 
Step 1(b): 
$80 x $105.80 ee for third country in- 
$230 
Step I(c): 
$130. x $105.80 = $59.80 total limit. 
$230 


Step 2: The taxpayer credits the $20 of Canadian income tax and $36.80 of third coun- 
try income tax. 

Step 3: As explained in Example 2, the taxpayer’s total credit is limited to $56.80. In 
this case, however, if the Canadian taxes covered by the Convention are creditable 
under the Code, the taxpayer could elect the Code limitation of $59.80 ($130/$230 x 
$105.80), which is more advantageous than the Convention limitation because that lim- 
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itation does not permit third country income taxes to be credited against the U.S. tax on 
income arising in Canada under the Convention. 


Example 5. 


The facts are the same as in Example 2, except that the corporation pays $25 of Cana- 
dian income taxes and $12 of foreign (non-Canadian) income taxes. Under step 2, the 
taxpayer would credit. $23 of the $25, of Canadian income taxes and the full $12 of 
third country income taxes. Since the total amount of income taxes credited under step 
2 is $35, which is less than the taxpayer’s total limit of $59.80, the taxpayer may credit 
an amount of Canadian income taxes up to the $24.80 excess. Here, the taxpayer may 
claim a credit for the additional $2 of Canadian income taxes not credited under step 2, 
and has a total credit of $37. | 


Example 6. 


(a) A U.S. corporate taxpayer has for the taxable year $100 of taxable income having a 
Canadian source under the Convention and the Code; $50 of taxable income having a 
Canadian source under the Convention but a U.S. source under the Code; $80 of taxa- 
ble income having a foreign (non-Canadian) source under the Code; and $50 of loss 
allocated or apportioned to U.S. source income. The taxpayer pays $65 of Canadian 
income taxes, and $45 of third Pons! income > taxes. 


Step (a): 
$150 x $82.80 wi oi limit for Canadian income tax- 
$230 
Step 1(b): 
$80 x $82.80 _ $36.80 limit for third country in- 
come taxes, 
$180 
Step 1(c): 
$180 x $82.80 = $82.80 total limit. 
$180 


Step 2: The taxpayer tentatively credits the $65 of Canadian income taxes against the 
$69 limit of step 1(a), and $36.80 of the $45 of third country income taxes against the 
$36.80 limit of step 1(b). 


Step 3: Since the total amount of credits tentatively allowed under step 2 ($101.80) 
exceeds the taxpayer’s total limit of $82.80 under step I(c), the taxpayer’s allowable 
credit is reduced to. $82.80 under the method provided by Rev. Rul. 82-215. 


(b) If the taxpayer had paid only $40.of Canadian income taxes, the total credits tenta- 
tively allowed under step 2 is $76.80. Although that’ amount is less than the $82.80 
total limit under step 1(c), no additional taxes may be credited since: the taxpayer only 
has excess third country income taxes. The $8.20 of excess third country income taxes 
would be allowed as a foreign tax credit carryover. 


The general rule for avoiding double taxation in Canada is provided in paragraph 2. 
Pursuant to paragraph 2(a) Canada undertakes to allow to a resident of Canada a credit 
against income taxes imposed under the Income Tax Act for the appropriate amount of 
income taxes paid or accrued to the United States: Paragraph 2(b) provides for the 
deduction by a Canadian company, in computing taxable:income, of any dividend re- 
ceived out of, the exempt surplus of a U.S. company which is an affiliate. The provi- 
sions of paragraphs 2(a) and (b) are subject to the provisions of the Income Tax Act as 
they may be amended from time to time without changing the general principle of para- 
graph 2. Paragraph 2(c) provides that where Canada imposes a tax on the alienation of 
property pursuant to the provisions of paragraph 5 of Article XIII (Gains), Canada will 
allow a credit for the income, tax paid or accrued to the United States on such gain. 


The rules of paragraph | are modified‘in certain respects by rules in paragraphs 4 and 5 
for income derived by United States citizens who are residents of Canada. Paragraph 4 
provides two steps for the elimination of double taxation in such a case. First, para- 
graph 4(a) provides that Canada shall allow a deduction from (credit against) Canadian 
tax in respect of income tax paid or accrued to the United. States in respect of profits, 
income, or gains which arise in the United States (within the meaning of paragraph 
3(a)); the deduction against Canadian tax need not, however, exceed the amount of 
income tax that would be paid or accrued to the United States if the individual were not 
a U.S. citizen, after taking into account any relief available under the Convention. 


The second step, as provided in paragraph 4(b), is that the United States allows as a 
credit against United:States tax, subject to the rules of paragraph 1, the income tax paid 
or accrued to Canada after the Canadian credit for U.S. tax provided by paragraph 4(a). 
The credit so allowed by the United States is not to reduce the portion of the United 
States tax that is creditable against Canadian tax in accordance with paragraph 4(a). 


The following example illustrates the application of paragraph 4. 
Example A 


¢ AUS. citizen who is a resident of Canada earns $175 of income from the perform- 
ance of independent personal services, of which $100) is derived from services per- 
formed in Canada and $75 from services performed: in the United States. That is 
his total world-wide income. 


° If he were not a U.S. citizen, the United States could tax $75 of that amount under 


Article XIV (Independent Personal Services). By reason of paragraph 3(a), the $75 
that may be taxed by the United States under Article XIV is deemed to arise in the 
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United States. Assume that the U.S. tax on the $75 would be $25 if the taxpayer 
were not a U.S. citizen. 


* However, since the individual is a U.S. citizen, he is subject to U.S. tax on his 
worldwide income of $175. After excluding $75 under section 911, his taxable 
income is $100 and his U.S. tax is $40. 


* Because he is a resident of Canada, he is also subject to Canadian tax on his world- 
wide income. Assume that Canada taxes the $175 at $75. 


¢ Canada will credit against its tax of $75 the U.S. tax at source of $25, leaving a net 
Canadian tax of $50. 


¢ The United States will credit against its tax of $40 the Canadian tax net of credit, 
but without reducing its source basis tax of $25; thus, the allowable credit is $40 - 
$25 = $15. 


* To use a credit of $15 requires Canadian source taxable income of $37.50 
($37.50/$ 100 - $40 = 15). Without any special treaty mile, Canadian source taxable 
income would be only $25 ($100 less the section 911 exclusion of $75). Paragraph 
6 provides for resourcing an additional $12.50 of income to Canada, so that the 
credit of $15 can be fully used. 


Paragraph 5 provides special rules for the elimination of double taxation in the case of 
dividends, interest, and royalties eamed by a U.S. citizen resident in Canada. These 
rules apply notwithstanding the provisions of paragraph 4, but only as long as the law 
in Canada allows a deduction in computing income for the portion of any foreign tax 
paid in respect of dividends, interest, or royalties which exceeds 15 percent of the 
amount of such items of income, and only with respect to those items of income. The 
rules of paragraph 4 apply with respect to other items of income; moreover, if the law 
in force in Canada regarding the deduction for foreign taxes changes, the provisions of 
paragraph 5 shall not apply and the U.S. foreign tax credit for Canadian taxes and the 
Canadian credit for U.S. taxes will be determined solely pursuant to the provisions of 
paragraph 4. 


The calculations under paragraph 5 are as follows. First, the deduction allowed in Can- 
ada in computing income shall be made with respect to U.S. tax on the dividends, 
interest, and royalties before any foreign tax credit by the United States with respect to 
income tax paid or accrued to Canada. Second, Canada shall allow a deduction from 
(credit against) Canadian tax for U.S. tax paid or accrued with respect to the dividends, 
interest, and royalties, but such credit need not exceed 15 percent of the gross amount 
of such items of income that have been included in computing income for Canadian tax 
purposes. (The credit may, however, exceed the amount of tax that the United States 
would be entitled to levy under the Convention upon a Canadian resident who is not a 
U.S. citizen.) Third, for purposes of computing the U-S. tax on such dividends, interest, 
and royalties, the United States shall allow as a credit against the U.S. tax the income 
tax paid or accrued to Canada after the 15 percent credit against Canadian tax for in- 
come tax paid or accrued to the United States. The United States is in no event obliged 
to give a credit for Canadian income tax which will reduce the U.S. tax below 15 per- 
cent of the amount of the dividends, interest, and royalties. 


The rules of paragraph 5 are illustrated by the following examples. 
Example B 


¢ A US. citizen who is a resident of Canada has $100 of royalty income arising in 
the United States. The tentative U.S. tax before foreign tax credit is $40. 


¢ Canada, under its law, allows a deduction for the U.S. tax in excess of 15 percent 
or, in this case, a deduction of $25 ($40 - $15). The Canadian taxable income is 
$75 and the Canadian tax on that amount is $35. 


* Canada gives a credit of $15 (the maximum credit allowed is 15 percent of the 
gross royalty taken into Canadian income) and collects a net tax of $20. 


* The United States allows a credit for the net Canadian tax against its tax in excess 
of 15 percent. Thus, the maximum credit is $25 ($40 - $15). But since the net 
Canadian tax paid was $20, the usable credit is $20. 


* To be able to use a credit of $20 requires Canadian source taxable income of $50 
(50% of the US. tentative tax of $40). Under paragraph 6, $50 of the U.S. royalty 
is resourced to be of Canadian source. The credit of $20 may then be offset against 
the U.S. tax of $40, leaving a net U.S. tax of $20. 


* The combined tax paid to both countries is $40, $20 to Canada and $20 to the 
United States. 


Example C 


A US. citizen who is a resident of Canada receives $200 of income with respect to 
personal services performed within Canada and $100 of royalty income arising within 
the United States. Taxable income for U.S. purposes, taking into account the mules of 
Code section 911, is $220. U.S. tax (before foreign tax credits) is $92. The $100 of 
royalty income is deemed to bear U.S. tax (before foreign tax credits) of $41.82 
($100/$220 x $92). Under Canadian law, a deduction of $26.82 (the excess of $41.82 
over 15 percent of the $100 royalty income) is allowed in computing income. The Ca- 
nadian tax on $273.18 of income ($300 less the $26.82 deduction) is $130. Canada then 
gives a credit against the $130 for $15 (the U.S. tax paid or accrued with respect to the 
royalty, $41.82, but limited to 15 percent of the gross amount of such income, or $15), 
leaving a final Canadian tax of $115. Of the $115, $30.80 is attributable to the royalty 


$73.18 ($100 royalty less $26.82 deduction) x $115. 
$273.18 ($300 income less $26.82 deduction) 
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Of this amount, $26.82 is creditable against U.S. tax pursuant to paragraph 5. (Al- 
though the U.S. allows a credit for the Canadian tax imposed on the royalty, $30.80, 
the credit may not reduce the U.S. tax below 15 percent of the amount of the royalty. 
Thus, the maximum allowable credit is the excess of $41.82, the U.S. tax imposed on 
the royalty income, over $15, which is 15 percent of the $100 royalty). The remaining 
$3.98 (the Canadian tax of $30.80 less the credit allowed of $26.82) is a foreign tax 
credit carryover for U.S. purposes, subject to the limitations of paragraph 5. (An addi- 
tional $50.18 of Canadian tax with respect to Canadian source services income is cred- 
itable against U.S. tax pursuant to paragraphs 3 and 4(b). The $50.18 is computed as 
follows: tentative U.S. tax (before foreign tax credits) is $92; the U.S. tax on Canadian 
source services income is $50.18 ($92 less the U.S. tax on the royalty income of 
$41.82); the limitation on the services income is: 


$120 (taxable income from services) x $92, 


$220 (total taxable income) 


or $50.18. The credit for Canadian tax paid on the services income is therefore $50.18; 
the remainder of the Canadian tax on the services income, or $34.02, is a foreign tax 
credit carryover for U.S. purposes, subject to the limitations of paragraph 5). 


Paragraph 6 is necessary to implement the objectives of paragraphs 4(b) and 5(c). Para- 
graph 6 provides that where a U.S. citizen is a resident of Canada, items of income 
referred to in paragraph 4 or 5 are deemed for the purposes of Article XXIV to arise in 
Canada to the extent necessary to avoid double taxation of income by Canada and the 
United States consistent with the objectives of paragraphs 4(b) and S(c). Paragraph 6 
can override the source rules of paragraph 3 to permit a limited resourcing of income. 
The principles of paragraph 6 have effect, pursuant to paragraph 3(b) of Article XXX 
(Entry Into Force), for taxable years beginning on or after January 1, 1976. See the 
discussion of Article XXX below. 


The application of paragraph 6 is illustrated by the following example. 
Example D 


The facts are the same as in Example C. The United States has undertaken, pursuant to 
paragraph 5(c) and paragraph 6, to credit $26.82 of Canadian taxes on royalty income 
that has a U.S. source under both paragraph 3 and the Internal Revenue Code. (As 
illustrated in Example C, the credit, however, only reduces the U.S. tax on the royalty 
income which exceeds 15 percent of the amount of such income included in computing 
U.S. taxable income.) Pursuant to paragraph 6, for purposes of determining the U.S. 
foreign tax credit limitation under the Convention with respect to Canadian taxes, 
$64.13 (A/$220 x $92 = $26.82; A = $64.13) of taxable income with respect to the 
royalties is deemed to arise in Canada. 


Paragraph 7 provides that any reference to “income tax paid or accrued” to Canada or 
the United States includes Canadian tax or United States tax, as the case may be. The 
terms “Canadian tax” and “United States tax” are defined in paragraphs 1(c) and 1(d) 
of Article III (General Definitions). References to income taxes paid or accrued also 
include taxes of general application paid or accrued to a political subdivision or local 
authority of Canada or the United States which are not imposed by such political subdi- 
vision or local authority in a manner inconsistent with the provisions of the Convention 
and which are substantially similar to taxes of Canada or the United States referred to 
in paragraphs 2 and 3(a) of Article II (Taxes Covered). 


In order for a tax imposed by a political subdivision or local authority to fall within the 
scope of paragraph 7, such tax must apply to individuals, companies, or other persons 
generally, and not only to a particular class of individuals or companies or a particular 
type of business. The tax must also be substantially similar to the national taxes re- 
ferred to in paragraphs 2 and 3(a) of Article II. Finally, the political subdivision or local 
authority must apply its tax in a manner not inconsistent with the provisions of the 
Convention. For example, the political subdivision or local authority must not impose 
its tax on a resident of the other Contracting State earning business profits within the 
political subdivision or local authority but not having a permanent establishment there. 
It is understood that a Canadian provincial income tax that satisfied the conditions of 
paragraph 7 on September 26, 1980 also satisfied the conditions of that paragraph on 
June 14, 1983 —i.e., no significant changes have occurred in the taxes imposed by 
Canadian provinces. 


Paragraph 8 relates to the provisions of Article XXIII (Capital). It provides that where a 
resident of a Contracting State owns capital which, in accordance with the provisions 
of Article XXIII, may be taxed in the other Contracting State, the State of residence 
shall allow as a deduction from (credit against) its tax on capital an amount equal to the 
capital tax paid in the other Contracting State. The deduction is not, however, to exceed 
that part of the capital tax, computed before the deduction, which is attributable to 
capital which may be taxed in the other State. 


Article XXV — Non-Discrimination 


1. Nationals of a Contracting State shall not be subjected in the 
other Contracting State to any taxation or any requirement con- 
nected therewith that is more burdensome than the taxation and 
connected requirements to which nationals of that other State in the 
same circumstances, particularly with respect to taxation on world- 
wide income, are or may be subjected. This provision shall also ap- 
ply to individuals who are not residents of one or both of the Con- 
tracting States. 
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History: Para. 1 amended by 2007 Protocol, art. 20(1), effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source; for amounts 
paid or credited on or after February 1, 2009 (see art..27(2) under “Application of the 
2007 Protocol” above). Para. 1 formerly read: 


1. Citizens of a Contracting State, who are residents of the other Contracting 
State, shall not be subjected in that other State to any taxation or any requirement 
connected therewith which is other or more burdensome than the taxation and 
connected requirements to which citizens of that other State in the same circum- 
stances are or may be subjected. ; 


Definitions: “individual” — ITCIA 3, ITA 248(1); “national” — Art. III:1(k); “resi- 
dent” — Art. IV; “State” — Art. II:1(i). 


1.T. Technical News: 38 (anti-discrimination provisions). 


Technical Explanation [2007 Protocol]: Article 20 of the Protocol revises Article 
XXV (Non-Discrimination). of the existing Convention to bring that Article into. closer 
conformity to U.S, tax treaty policy. 


Paragraph 1 replaces paragraph 1 of Article XXV of the existing Convention. New 
paragraph | provides that a national of one Contracting State may not be subject to 
taxation or connected requirements in the other Contracting State that-are more burden- 
some than the taxes and connected requirements imposed upon a national of that other 
State in the same circumstances. The OECD Model would prohibit taxation that is 
“other than or more burdensome” than that imposed on U.S. persons. Paragraph 1 
omits the words “other than or” because the only relevant question under this’ provision 
should be whether the requirement imposed on a national of the other Contracting State 
is more burdensome. A requirement may be different from the requirements. imposed 
on U.S. nationals without being more burdensome. 


The term “national” in relation to a Contracting State is defined in subparagraph 1(k) of 
Article III (General Definitions). The term includes both individuals and juridical per- 
sons. A national of a Contracting State is afforded protection under this paragraph even 
if the national is not a resident of either Contracting State. Thus, a U.S. citizen who is 
resident in‘a third country is entitled, under this paragraph, to the same treatment in 
Canada.as a national of Canada in the same or similar circumstances (i.e., one who is 
resident in a third State). 


Whether or not the two persons are both taxable on worldwide income is a significant 
circumstance for this purpose. For this reason, paragraph 1 specifically refers to taxa- 
tion or any requirement connected therewith, particularly with respect to taxation on 
worldwide income, as relevant circumstances. This language means that the United 
States is not obliged to apply the same taxing regime to a national of Canada who is not 
resident in the United States as it applies to a U.S. national who is not resident in the 
United States. U.S. citizens who are not resident in the United States but who are, 
nevertheless, subject to U.S. tax on their worldwide income are not in the same circum- 
stances with respect to U.S. taxation as citizens of Canada who are not U.S. residents. 
Thus, for example, Article XXV would not entitle a national of Canada residing in a 
third country to taxation at graduated rates on U.S.-source dividends or other invest- 
ment income that applies to a U.S. citizen residing in the same third country. 


Technical: Explanation [1984]: Paragraphs 1 and 2 of Article XXV protect indivi- 
dual citizens of a Contracting State from discrimination by the other Contracting State 
in taxation matters. Paragraph | provides that a citizen of a Contracting State who is a 
resident of the other Contracting State may not be subjected in that other State to any 
taxation or requirement connected with taxation which is other or more burdensome 
than the taxation and connected requirements imposed on similarly situated citizens of 
the other State. 


2. In.determining the taxable income or tax payable of an individual 
who is a resident of a Contracting State, there shall be allowed as a 
deduction in respect of any other person who is a resident of the 
other Contracting State and who is dependent on the individual for 
support the amount that would be so allowed if that other person 
were a resident of the first-mentioned State. 


History: Para, 2 repealed and former para. 3 renumbered as para. 2 by 2007 Protocol, 
art. 20(2), effective with respect to taxable years beginning after 2008, but in respect of 
taxes withheld at source, for amounts paid or credited on or after February 1, 2009 (see 
art. 27(2) under “Application of the 2007 Protocol” above). Para. 2 formerly read: 


2. Citizens of a Contracting State, who are not residents of the other Contracting 
State, shall not be subjected in that other State to any taxation or any requirement 
connected therewith which is other or more burdensome than the taxation and 
connected requirements to which citizens of any third State in the same circum- 
stances (including State of residence) are or may be subjected. 


Technical Explanation [2007 Protocol]: Because of the increased coverage of para- 
graph 1 with respect to the treatment of nationals wherever they are resident, para- 
graph 2 of this Article no longer has application, and therefore has been omitted, 


Technical Explanation [1984]: Paragraph 2 assures protection in a case where a citi- 
zen of a Contracting State is not:a resident of the other Contracting State. Such a 
citizen may not be subjected in the other State to any taxation or requirement con- 
nected to taxation which is other or more burdensome than the taxation and con- 
nected requirements to which similarly situated citizens of any third State are sub- 
jected. The reference to citizens of a third State “in the same circumstances” includes 
consideration of the State of residence. Thus, pursuant to paragraph 2, the Canadian 
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taxation with respect to a citizen of the United States resident in, for example, the 
United Kingdom may not be more burdensome than the taxation of a U.K. citizen 
resident in the United Kingdom. Any benefits available to the U.K. citizen by virtue 
of an income tax convention between the United Kingdom and Canada would be 
available to the U.S. citizen resident in the United Kingdom if he is otherwise in the 
same circumstances as the U.K. citizen. 


Former para. 3 amended by 1995 Protocol, art. 13(1), generally effective for taxation 
years beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 3 formerly read: 


3. In determining the taxable income of an individual who is a resident of a 
Contracting State there shall be allowed as a deduction in respect of any other 
person who is a resident of the other Contracting State and who is dependent on 
the individual for support the amount that would be so allowed if that other per- 
son were a resident of the first-mentioned State. ( 


Definitions: “individual” — ITCIA 3, ITA 248(1); “person”? — Art. III: 1(e), ITCIA 3, 
Interpretation Act 35(1); “resident” — Art. IV; “State” — Art. III:1(@); “taxable in- 
come” —ITCIA 3, ITA 248(1). 


Technical Explanation [1995 Protocol]: Article 13 of the Protocol amends Article 
XXV (Non-Discrimination) of the Convention. Paragraph | of Article 13.amends [for- 
mer] paragraph 3 of Article XXV to conform the treaty language to a change in Cana- 
dian law. The paragraph is intended to allow the treatment of dependents under the 
income tax law of a Contracting State to apply with respect to dependents who are 
residents of the other Contracting State. As drafted in the present Convention, the rule 
deals specifically only with deductions; the amendments made by the Protocol clarify 
that it also applies to the credits now provided by Canadian law. 

Technical Explanation [1984]: [Former] Paragraph 3 assures that, in computing 
taxable income, an individual resident of a Contracting State will be entitled to the 
same deduction for dependents resident in the other Contracting State that would be 
allowed if the dependents were residents of the individual’s State of residence. The 
term “dependent” is defined in accordance with the rules set forth in paragraph 2 of 
Article III (General Definitions), For U.S. tax purposes, [former] paragraph 3 does not 
expand the benefits currently available to a resident of the United States with a depen- 
dent resident in Canada. See Code section 152(b)(3). 


3. Where a married individual who is a resident of Canada and not a 
citizen of the United States has income that is taxable in the United 
States pursuant to Article. XV (Income from Employment), the 
United States tax with respect to such income shall not exceed such 
proportion of the total United States tax that would be payable for 
the taxable year if both the individual and his.spouse were United 
States citizens as the individual’s taxable income determined with- 
out regard to this paragraph bears to the amount that would be the 
total taxable income of the individual and his spouse. For the pur- 
poses of this paragraph, 


(a) the “total United States tax” shall be determined as if all the 
income of the individual and his spouse arose in the United 
States; and 


(b) a deficit of the spouse shall not be taken into account in de- 
termining taxable income. 


History: Former para. 4 renumbered as para. 3 by 2007 Protocol, art. 20(2), generally 
effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 


Para. 3 amended by the said Protocol, art. 20(3) to substitute “(Income from Employ- 
ment)” for “(Dependent Personal. Services)”, generally effective as described above. 


Definitions: “Canada” — Art. Il:1(a), IPCIA 5; “individual” —ITCIA 3, ITA 
248(1); “resident” — Art: IV; “taxable. income” —ITCIA 3, ITA 248(1); “United 
States” — Art. III:1(b); “United States tax’ — Art. III:1(d). 


Technical Explanation [2007 Protocol]: Paragraph 3 makes changes to renum- 
bered paragraph 3 of Article XXV in order to conform with Article 10 of the Protocol 
by deleting the reference to “Article XV (Dependent Personal Services)” and replacing 
it with a reference to “Article XV (Income from Employment).” 


Technical Explanation [1984]: [Former] Paragraph 4 allows a resident of Canada 
(not-a citizen of the United States) to file. a joint return in cases where such person 
earns salary, wages, or other similar remuneration as an employee and such income is 
taxable in the United States under the Convention. [Former] Paragraph 4 does not ap- 
ply where the resident of Canada earns wages which are exempt in the United States 
under Article XV (Dependent Personal Services) or earns only income taxable by the 
United States under provisions of the Convention other than Article XV. 


The benefit provided by [former] paragraph 4 is available regardless of the residence of 
the taxpayer’s spouse. It is limited, however, by a formula designed to ensure that the 
benefit is available solely with respect to persons whose U.S, source income is entirely, 
or almost entirely, wage income. The formula limits the United States tax with respect 
to wage income to that portion of the total U.S. tax that would be payable for the 
taxable year if both the individual and his spouse were United States citizens as the 
individual’s taxable income (determined without any of the benefits made available by 
[former] paragraph 4, such as the standard deduction) bears to the total taxable income 
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of the individual and his spouse. The term “total United States tax” used in the formula 
is total United States tax without regard to any foreign tax credits, as provided in [for- 
mer] subparagraph 4(a). (Foreign income taxes may, however, be claimed as deduc- 
tions in computing taxable income, to the extent allowed by the Code.) In determining 
total taxable income of the individual and his spouse, the benefits made available by 
[former] paragraph 4 are taken into account, but a deficit of the spouse is not. 
The following example illustrates the application of [former] paragraph 4. 
A, a Canadian citizen and resident, is married to B who is also a Canadian citizen 
and resident. A earns $12,000 of wages taxable in the U.S. under Article XV (De- 
pendent Personal Services) and $2,000 of wages taxable only in Canada. B earns 
$1,000 of U.S. source dividend income, taxed by the United States at 15 percent 
pursuant to Article X (Dividends). B also earns $2,000. of wages taxable only in 
Canada. A’s taxable income for U.S. purposes, determined without regard to [for- 
mer] paragraph 4, is $11,700 ($12,000. - $2,000 (Code sections 151(b) and 
873(b)(3)) + $1,700 (Code section 63)). The U.S. tax (Code section 1(d)) with 
respect to such income is $2,084.50. The total U.S. tax payable by A and B if both 
were U.S. citizens and all their income arose in the United States would be $2,013 
under Code section 1(a) on taxable income of $14,800 ($17,000 - $200 (Code sec- 
tion 116) - $2,000 (Code section 151)). Pursuant to [former] paragraph 4, the U.S. 
tax imposed on A’s wages from U.S. sources is limited to $1,591.36 
($11,700/$14,800 x $2,013). B’s U.S. tax liability with respect to the U.S. source 
dividends remains $150. 
The provisions of [former] paragraph 4 may be elected on a year-by-year basis. They 
are purely computational and do not make either or both spouses residents of the 
United States for the purpose of other U.S. income tax conventions, The rules relating 
to the election provided by U.S. law under Code section 6013(g) (see section 1.6013-6 
of the Treasury Regulations) do not apply to the election described in this paragraph. 


4. Any company which is a resident of a Contracting State, the capi- 
tal of which is wholly or partly owned or controlled, directly or in- 
directly, by one or more residents of the other Contracting State, 
shall not be subjected in the first-mentioned State to any taxation or 
any requirement connected therewith which is other or more bur- 
densome than the taxation and connected requirements to which 
other similar companies of the first-mentioned State, the capital of 
which is wholly or partly owned or controlled, directly or indirectly, 
by one or more residents of a third State, are or may be subjected. 
History: Former para. 5 renumbered as para. 4 by 2007 Protocol, art. 20(2), generally 


effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 


Definitions: “company” — Art. III:1(f); “resident” — Art. IV; “State” — Art. III:1(i). 


Technical Explanation [1984]: [Former] Paragraph 5 protects against discrimina- 
tion in a case where the capital of a company which is a resident of one Contracting 
State is wholly or partly owned or controlled, directly or indirectly, by one or more 
residents of the other Contracting State. Such a company shall not be subjected in the 
State of which it is a resident to any taxation or requirement connected therewith which 
is other or more burdensome than the taxation and connected requirements to which are 
subjected other similar companies which are residents of that State but whose capital is 
wholly or partly owned or controlled, directly or indirectly, by one or more residents of 
a third State. 


5. Notwithstanding the provisions of Article XXIV (Elimination of 
Double Taxation), the taxation on a permanent establishment which 
a resident of a Contracting State has in the other Contracting State 
shall not be less favourably levied in the other State than the taxa- 
tion levied on residents of the other State carrying on the same ac- 
tivities. This paragraph shall not be construed as obliging a Con- 
tracting State: 


(a) to grant to a resident of the other Contracting State any per- 
sonal allowances, reliefs and reductions for taxation purposes on 
account of civil status or family responsibilities which it grants 
to its own residents; or 


(b) to grant to a company which is a resident of the other Con- 
tracting State the same tax relief that it provides to a company 
which is a resident of the first-mentioned State with respect to 
dividends received by. it from a company. 

History: Former para. 6 renumbered as para. 5 by 2007 Protocol, art. 20(2), generally 


effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 


Former para. 6 amended by 1983 Protocol, art. XII. 


Definitions: “company” — Art. III:1(f); “permanent establishment” — Art. V:1; 
“State” — Art. I: 1(i). 


Technical Explanation [1984]: [Former] Paragraph 6 protects against discrimina- 
tion in the case of a permanent establishment which a resident of one Contracting State 
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has in the other Contracting State. The taxation of such a permanent establishment by 
the other Contracting State shall not be less favorable than the taxation of residents of 
that other State carrying on the same activities. The paragraph specifically overrides the 
provisions of Article XXIV (Elimination of Double Taxation), thus ensuring that per- 
manent establishments will be entitled to relief from double taxation on a basis compa- 
rable to the relief afforded to similarly situated residents. [Former] Paragraph 6 does 
not oblige a Contracting State to grant to a resident of the other Contracting State any 
personal allowances, reliefs, and reductions for taxation purposes on account of civil 
status or family responsibilities which it grants to its own residents. In addition, [for- 
mer] paragraph 6 does not require a Contracting State to grant to a company which is a 
resident of the other Contracting State the same tax relief that it grants to companies 
which are resident in the first-mentioned State with respect to intercorporate dividends. 
This provision is merely clarifying in nature, since neither the United States nor Can- 
ada would interpret [former] paragraph 6 to provide for granting the same relief in the 
absence of a specific denial thereof. The principles of [former] paragraph 6 would ap- 
ply with respect to a fixed base as well as a permanent establishment. [Former] Para- 
graph 6 does not, however, override the provisions of Code section 906. 


6. Except where the provisions of paragraph | of Article IX (Re- 
lated Persons), paragraph 7 of Article XI (Interest) or paragraph 7 
of Article XII (Royalties) apply, interest, royalties and other dis- 
bursements paid by a resident of a Contracting State to a resident of 
the other Contracting State shall, for the purposes of determining 
the taxable profits of the first-mentioned resident, be deductible 
under the same conditions as if they had been paid to a resident of 
the first-mentioned State. Similarly, any debts of a resident of a 
Contracting State to a resident of the other Contracting State shall, 
for the purposes of determining the taxable capital of the first-men- 
tioned resident, be deductible under the same conditions as if they 
had been contracted to. a resident of the first-mentioned State. 
History: Former para. 7 renumbered as para. 6 by 2007 Protocol, art. 20(2), generally 
effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 

Definitions: “resident” — Art. IV; “State” — Art. III:1(4). 


Technical Explanation [1984]: [Former] Paragraph 7 concerns the right of a resi- 
dent of a Contracting State to claim deductions for purposes of computing taxable prof- 
its in the case of disbursements made to a resident of the other Contracting State. Such 
disbursements shall be deductible under the same conditions as if they had been made 
to a resident of the first-mentioned State. Thus, this paragraph does not require Canada 
to permit a deduction to a Canadian trust for disbursements made to a non-resident 
beneficiary out of income derived from a business in Canada or Canadian real property; 
granting such a deduction would result in complete exemption by Canada of such in- 
come and would put Canadian trusts with non-resident beneficiaries in a better position 
than if they had resident beneficiaries. These provisions do not apply to amounts to 
which paragraph 1 of Article IX (Related Persons), paragraph 7 of Article XI (Interest), 
or paragraph 7 of Article XII (Royalties) apply. [Former] Paragraph 7 of Article XXV 
also provides that, for purposes of determining the taxable capital of a resident of a 
Contracting State, any debts of such person to a resident of the other Contracting State 
shall be deductible under the same conditions as if they had been contracted to a resi- 
dent of the first-mentioned State. This portion of [former] paragraph 7 relates to Article 
XXIII (Capital). 


7. The provisions of paragraph 7 shall not affect the operation of 
any provision of the taxation laws of a Contracting State: 


(a) relating to the deductibility of interest and which is in force 
on the date of signature of this Convention (including any subse- 
quent modification of such provisions that does not change the 
general nature thereof); or 


(b) adopted after such date by a Contracting State and which is 
designed to ensure that a person who is not a resident of that 
State does not enjoy, under the laws of that State, a tax treatment 
that is more favorable than that enjoyed by residents of that 
State. 


Related Provisions: ITA 18(4) — Thin capitalization rule. 


History: Former para. 8 renumbered as para. 7 by 2007 Protocol, art. 20(2), generally 
effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 


Definitions: “person” — Art. Il:1(e), ITCIA 3, Interpretation Act 35(1); “resi- 
dent’? — Art. IV; “State” — Art. III: 1(i). 


Technical Explanation [1984]: [Former] Paragraph 8 provides that, notwithstand- 
ing the provisions of [former] paragraph 7, a Contracting State may enforce the provi- 
sions of its taxation laws relating to the deductibility of interest, in force on September 
26, 1980, or as modified subsequent to that date in a manner that does not change the 
general nature of the provisions in force on September 26, 1980; or which are adopted 
after September 26, 1980, and are designed to ensure that non-residents do not enjoy a 
more favorable tax treatment under the taxation laws of that State than that enjoyed by 
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residents. Thus Canada may continue to limit the deductions for interest paid to certain 
non-residents as provided in section 18(4) of Part I of the Income Tax Act. 


8. Expenses incurred by a citizen or resident of a Contracting State 
with respect to any convention (including any seminar, meeting, 
congress or other function of a similar nature) held in the other 
Contracting State shall, for the purposes of taxation in the first- 
mentioned State, be deductible to the same extent that such ex- 
penses would be deductible if the convention were held in the first- 
mentioned State. 


History: Former para. 9 renumbered as para. 8 by 2007 Protocol, art. 20(2), generally 
effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 


Definitions: “resident” — Art. IV; “State” — Art. III:1(i). 
Interpretation Bulletins: IT-131R2: Convention expenses. 


Technical Explanation [1984]: [Former] Paragraph 9 provides that expenses in- 
curred by citizens or residents. of a Contracting State with respect to any convention, 
including any seminar, meeting, congress, or other function of similar nature, held in 
the other Contracting State, are deductible for purposes of taxation in the first-men- 
tioned State to the same extent that such expenses would be deductible if the conven- 
tion were held in that first-mentioned State. Thus, for U.S. income tax purposes an 
individual who is.a citizen or resident of| the United States and who attends a conven- 
tion held in Canada may claim deductions for expenses incurred in connection with 
such convention without regard to the provisions of Code section 274(h). Section 
274(h) imposes special restrictions on the deductibility of expenses incurred in connec- 
tion with foreign conventions. A claim for a deduction for such an expense remains 
subject, in all events, to the provisions of U.S. law with respect to the deductibility of 
convention expenses generally (e.g., Code sections 162 and 212). Similarly, in the case 
of a citizen or resident of Canada attending a convention inthe United States, [former] 
paragraph 9 requires Canada to allow a deduction for expenses telating to such conven- 
tion as if the convention had. taken place in Canada. 


9. Notwithstanding the provisions of Article II (Taxes Covered), 
this Article shall apply to all taxes imposed by a Contracting State. 


History: Former para. 10 renumbered as para. 9 by 2007 Protocol, art. 20(2), generally 
effective with respect to taxable years beginning after 2008 (see art. 27(2) under “Ap- 
plication of the 2007 Protocol” above). 


Former para. 10 amended by 1995 Protocol, art. 13(2), generally effective for taxation 
years beginning on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 10 formerly read: 


10. Notwithstanding the provisions of Article Il (Taxes Covered), this Article 
shall apply: 


(a) in the case of Canada, to all taxes imposed under the Income Tax Act; 
and 


(b) in the case of the United States, to all taxes imposed under the Internal 
Revenue Code. 


Technical Explanation [1995 Protocol]: Paragraph 2 of Article 13 of the Protocol 
amends [former] paragraph 10 of Article XXV of the Convention to broaden the scope 
of the non-discrimination protection provided by the Convention. As amended, Article 
XXV will apply to all taxes imposed by a Contracting State. Under the present Conven- 
tion, non-discrimination protection is limited in the case of Canadian taxes to taxes 
imposed under the Income Tax Act. As amended by the Protocol, non-discrimination 
protection will extend, for example, to the Canadian goods and services tax and other 
Canadian excise taxes. 


Technical Explanation [1984]: [Former] Paragraph 10 provides that, notwithstand- 
ing the provisions of Article If (Taxes Covered), the provisions of Article XXV apply 
in the case of Canada to all taxes imposed under the Income Tax Act; and; in the case of 
the United States, to all taxes imposed under the Code. Article XXV does not apply to 
taxes imposed by political subdivisions or local authorities of Canada or the United 
States. 


Article XXV substantially broadens the protection against discrimination provided by 
the 1942 Convention, which contains only one provision dealing specifically with this 
subject. That provision, paragraph 11 of the Protocol to the 1942 Convention, states 
that citizens of one of the Contracting States residing within the other Contracting State 
are not to be subjected to the payment of more burdensome taxes than the citizens of 
the other State. 


The benefits of Article XXV may affect the tax liability of a U.S. citizen or resident 
with respect to the United States. See paragraphs 2 and 3 of Article XXIX AMfiscelaner 
ous Rules). 


10. [Repealed] 


Art. XXVI 


Article XXVI2 — Mutual Agreement Procedure 


1. Where a person considers that the actions of one or both of the 
Contracting States result or will result for him in taxation not in 
accordance with the provisions of this Convention, he may, irre- 
spective of the remedies provided by the domestic law of those 
States, present his case in writing to the competent authority of the 
Contracting State of which he is a resident or, if he is a resident of 
neither Contracting State, of which he is a national. 

Definitions: “competent authority” — Art. TII:1(g); “person” — Art. TIT: 1(e), ITCIA 
3, Interpretation Act 35(1);, “State” — Art. III:1(); “writing” —ITCIA 3, Jnterpreta- 
tion Act 35(1). i 

Technical Explanation [1984]: Paragraph 1 provides that where a person considers 
that the actions of one. or ‘both of the Contracting States will result in taxation not in 
accordance with the Convention, he may present his case in writing to the competent 
authority of the Contracting State of which he is a resident or, if he is a resident of 
neither Contracting State, of which he is a national. Thus, a resident of Canada must 
present to the Minister of National Revenue (or his authorized representative) any 
claim that such resident is being subjected to taxation contrary to the Convention. A 
person who requests assistance from the competent authority may also avail himself of 
any remedies available under domestic laws. 


2. The competent authority of the Contracting State to which the 
case has been presented shall endeavor, if the objection appears to it 
to be justified’ and if it is not itself able to arrive at a satisfactory 
solution, to resolve the case by mutual agreement with the compe- 
tent authority of the other Contracting State, with a view to the 
avoidance of taxation which is not in accordance with the Conven- 
tion. Except where the provisions of Article [IX (Related Persons) 
apply, any agreement reached shall. be implemented notwithstand- 
ing any time or other procedural limitations in the domestic law of 
the Contracting States, provided that the competent authority of the 
other Contracting State has received notification that such a case 
exists within six years from the end of the taxable year to which the 
case relates. 


Definitions: “competent authority” — Art. IIT:1(g). 


Technical Explanation [1984]: Paragraph 2 provides that the competent authority 
of the Contracting State to which the case is presented shall endeavor to resolve the 
case by mutual agreement with the competent authority of the other Contracting State, 
unless he believes that the’ objection is not justified or he is able to arrive at a satisfac- 
tory unilateral solution. Any agreement reached between the competent authorities of 
Canada and the United States shall be implemented notwithstanding any time or other 
procedural limitations in the domestic laws of the Contracting States, except where the 
special mutual agreement provisions of Article [IX (Related Persons) apply, provided 
that the compétent authority of the Contracting State asked'to waive its domestic time 
or procedural limitations has received written notification that such a case exists within 
six years from the end of the taxable year in the first-mentioned State to which the case 
relates. The notification may be given by the competent authority of the first-mentioned 
State, the taxpayer who has requested the competent authority to take action, ora per- 
son related to’ the taxpayer. Unlike Article IX, Article XXVI does not require the com- 
petent authority of a Contracting State to grant unilateral relief to avoid double taxation 
in a case where timely notification is not given to the competent authority of the other 
Contracting State. Such unilateral relief may, however, be granted by the competent 
authority in its discretion pursuant to the provisions of Article XXVI and in order to 
achieve the purposes of the Convention. In a case where the provisions of Article IX 
apply, the provisions of paragraphs, 3, 4, and 5 of that Article are controlling with re- 
spect to adjustments and corresponding adjustments of income, loss, or tax and the 
effect of the Convention upon time‘or procedural limitations of domestic law. Thus, if 
relief is not available under Article IX because of fraud, the provisions of paragraph 2 
or Article XXVI do not independently authorize such relief. 


3. The competent authorities of the Contracting States shall en- 
deavor to resolve by mutual agreement any difficulties or doubts 
arising as to the interpretation or application of the Convention. In 
particular, the competent authorities of the Contracting States may 
agree: 
(a) to the same attribution of profits to a resident of a Con- 
tracting State and its permanent establishment situated in the 
other Contracting State; 


(b) to the same allocation of income, deductions, credits. or al- 
lowances between persons; 


2See also 2005-06-03, “Memorandum of Understanding Between the Competent Authorities of Canada and the United States Regarding the Mutual Agreement Procedure” (June 


3, 2005). 
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(c) to the same determination of the source, and the same char- 
acterization, of particular items of income; 


(d) to a common meaning of any term used in the Convention; 


(e) to the elimination of double taxation with respect to income 
distributed by an estate or trust; 


(f) to the elimination of double taxation with respect to a 
partnership; 


(g) to provide relief from double taxation resulting from the ap- 
plication of the estate tax imposed by the United States or the 
Canadian tax as a result of a distribution or disposition of pro- 
perty by a trust that is a qualified domestic trust within the 
meaning of section 2056A of the /nternal Revenue Code, or is 
described in subsection 70(6) of the Income Tax Act or is treated 
as such under paragraph 5 of Article XXIX-B (Taxes Imposed 
by Reason of Death), in cases where no relief is otherwise avail- 
able; or 


(h) to increases in any dollar amounts referred to in the Conven- 
tion to reflect monetary or economic developments. 


They may also consult together for the elimination of double taxa- 
tion in cases not provided for in the Convention. 


Related Provisions: Art. II:2(b)(iv) — Application to U.S. estate taxes. 


History: Subpara. 3(g) renumbered as 3(h) and subpara. (g) added by 1995 Protocol, 
art. 14(1), generally effective for taxation years beginning on or after January 1, 1997 
(see art. 21(2) under “Application of the 1995 Protocol” above). 


Definitions: “Canadian tax” — Art. III:1(c); “competent authority” — Art. III:1(g); 
“estate” — ITCIA 3, ITA 248(1); “permanent establishment” — Art. V:1; “person” — 
Art. IIf:1(e), ITCIA 3, Interpretation Act 35(1); “property” —ITCIA 3, ITA 248(1); 
“qualified domestic trust” — Internal Revenue Code s. 2056A(a); “resident” — Art. 
IV; “trust” —ITCIA 3, ITA 104(1), 248(1); “United States” — Art. TII:1(b). 


1.T. Technical News: 34 (Canada-U.S. competent authority Memorandum of 
Understanding). 


Technical Explanation [1995 Protocol]: Article 14 of the Protocol makes two 
changes to Article XX VI (Mutual Agreement Procedure) of the Convention. First, it 
adds a new subparagraph 3(g) specifically authorizing the competent authorities to pro- 
vide relief from double taxation in certain cases involving the distribution or disposi- 
tion of property by a U.S. qualified domestic trust or a Canadian spousal trust, where 
relief is not otherwise available. 


Technical Explanation [1984]: Paragraph 3 provides that the competent authorities 
of the Contracting States shall endeavor to resolve by mutual agreement any difficulties 
or doubts arising as to the interpretation or application of the Convention. In particular, 
the competent authorities may agree to the same attribution of profits to a resident of a 
Contracting State and its permanent establishment in the other Contracting State; the 
same allocation of income, deductions, credits, or allowances between persons; the 
same determination of the source of income; the same characterization of particular 
items of income; a common meaning of any term used in the Convention; rules, guide- 
lines, or procedures for the elimination of double taxation with respect to income dis- 
tributed by an estate or trust, or with respect to a partnership; or to increase any dollar 
amounts referred to in the Convention to reflect monetary or economic developments. 
The competent authorities may also consult and reach agreements on rules, guidelines, 
or procedures for the elimination of double taxation in cases not provided for in the 
Convention. 

The list of subjects of potential mutual agreement in paragraph 3 is not exhaustive; it 
merely illustrates the principles set forth in the paragraph. As in the case of other U.S. 
tax conventions, agreement can be arrived at in the context of determining the tax lia- 
bility of a specific person or in establishing rules, guidelines, and procedures that will 
apply generally under the Convention to resolve issues for classes of taxpayers. It is 
contemplated that paragraph 3 could be utilized by the competent authorities, for exam- 
ple, to resolve conflicts between the domestic laws of Canada and the United States 
with respect to the allocation and apportionment of deductions. 


4. Each of the Contracting States will endeavor to collect on behalf 
of the other Contracting State such amounts as may be necessary to 
ensure that relief granted by the Convention from taxation imposed 
by that other State does not enure to the benefit of persons not enti- 
tled thereto. However, nothing in this paragraph shall be construed 
as imposing on either of the Contracting States the obligation to 
carry out administrative measures of a different nature from those 
used in the collection of its own tax or which would be contrary to 
its public policy (ordre public). 

Definitions: “person” — Art. III:1(e), ITCIA 3, Interpretation Act 35(1); “State” — 
Art. III: 1(i). 


Technical Explanation [1984]: Paragraph 4 provides that each Contracting State 
will endeavor to collect on behalf of the other State such amounts as may be necessary 
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to ensure that relief granted by the Convention from taxation imposed by the other 
State does not enure to the benefit of persons not entitled to such relief. Paragraph 4 
does not oblige either Contracting State to carry out administrative measures of a dif- 
ferent nature from those that would be used by Canada or the United States in the 
collection of its own tax or which would be contrary to its public policy. 


5. The competent authorities of the Contracting States may commu- 
nicate with each other directly for the purpose of reaching an agree- 
ment in the sense of the preceding paragraphs. 

Definitions: “competent authority” — Art. III: 1(g). 

Technical Explanation [1984]: Paragraph 5 confirms that the competent authorities 


of Canada and the United States may communicate with each other directly for the 
purpose of reaching agreement in the sense of paragraphs | through 4. 


6. Where, pursuant to a mutual agreement procedure under this Ar- 
ticle, the competent authorities have endeavored but are unable to 
reach a complete agreement in a case, the case shall be resolved 
through arbitration conducted in the manner prescribed by, and sub- 
ject to, the requirements of paragraph 7 and any rules or procedures 
agreed upon by the Contracting States by notes to be exchanged 
through diplomatic channels, if: 


(a) tax returns have been filed with at least one of the Con- 
tracting States with respect to the taxable years at issue in the 
case; 


(b) the case: 
(i) is a case that: 


(A) involves the application of one or more Articles that 
the competent authorities have agreed in an exchange of 
notes shall be the subject of arbitration; and 


(B) is not a particular case that the competent authorities 
agree, before the date on which arbitration proceedings 
would otherwise have begun, is not suitable for determi- 
nation by arbitration; or 


(ii) is a particular case that the competent authorities agree is 
suitable for determination by arbitration; and 


(c) all concerned persons agree according to the provisions of 
subparagraph 7(d). 
Related Provisions: ITA 115.1 — Competent authority agreements; Art. XX VI:7 — 
Rules and definitions. 


History: Para. 6 amended by 2007 Protocol, art. 21, effective with respect to 


(i) cases that are under consideration by the competent authorities as of December 
15, 2008; and 


(ii) cases that come under such consideration after that time, 


and the commencement date for a case described in subpara. (i) shall be December 15, 
2008 (see art. 27(2) and (3)(f) under “Application of the 2007 Protocol” above). Para. 6 
formerly read: 


6. If any difficulty or doubt arising as to the interpretation or application of the 
Convention cannot be resolved by the competent authorities pursuant to the pre- 
ceding paragraphs of this Article, the case may, if both competent authorities and 
the taxpayer agree, be submitted for arbitration, provided that the taxpayer agrees 
in writing to be bound by the decision of the arbitration board. The decision of 
the arbitration board in a particular case shall be binding on both States with 
respect to that case. The procedures shall be established in an exchange of notes 
between the Contracting States. The provisions of this paragraph shall have ef- 
fect after the Contracting States have so agreed through the exchange of notes. 


Para. 6 added by 1995 Protocol, art. 14(2), generally effective for taxation years begin- 
ning on or after January 1, 1996 (see art. 21(2) reproduced under “Application of the 
Provisions of the Protocol” above). 


Definitions: “competent authority” — Art. III:1(g); “concerned person” — Art. 
XXVI:7(a); “State” — Art. III:1(i); “taxpayer” —ITCIA 3, ITA 248(1); “writing” — 
ITCIA 3, Interpretation Act 35()). 


Technical Explanation [2007 Protocol]: Paragraph 1 of Article 21 of the Protocol 
replaces paragraph 6 of Article XXVI (Mutual Agreement Procedure) of the Conven- 
tion with new paragraphs 6 and 7. New paragraphs 6 and 7 provide a mandatory bind- 
ing arbitration proceeding (Arbitration Proceeding). The Arbitration Note details addi- 
tional rules and procedures that apply to a case considered under the arbitration 
provisions. 


New paragraph 6 provides that a case shall be resolved through arbitration when the 
competent authorities have endeavored but are unable through negotiation to reach a 
complete agreement regarding a case and the following three conditions are satisfied. 
First, tax returns have been filed with at least one of the Contracting States with respect 
to the taxable years at issue in the case. Second, the case (i) involves the application of 
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one or more Articles that the competent authorities have agreed:in an exchange of notes 
shall be the subject of arbitration and is not a case that.the competent authorities agree 
before the date on which an Arbitration Proceeding would otherwise have begun, is not 
suitable for determination by arbitration; or (ii) is a case that the competent authorities 
agree is suitable for determination by arbitration. Third, all concerned persons and their 
authorized representatives agree, according to the provisions of subparagraph 7(d), not 
to disclose to any other person any information received during the course of the Arbi- 
tration Proceeding from either Contracting State or the arbitration board, other than the 
determination of the board (confidentiality agreement). The confidentiality agreement 
may also be executed by any concerned person that has the legal authority to bind any 
other concerned person on the matter. For example, a parent corporation with the legal 
authority to bind its subsidiary with respect to confidentiality may execute a compre- 
hensive confidentiality agreement on its own behalf and that of its subsidiary. 


The United States and Canada have agreed in the Arbitration Note to submit cases 
regarding the application of one or more of the following Articles to mandatory binding 
arbitration under the provisions of paragraphs 6 and 7 of Article XXVI: IV (Resi- 
dence), but only insofar as it relates to the residence of a natural person, V (Permanent 
Establishment), VII (Business Profits), IX (Related Persons), and XII (Royalties) (but 
only (i) insofar as Article XII might apply in transactions involving related persons to 
whom Article IX might apply, or (ii) to an allocation of amounts between royalties that 
are taxable under paragraph 2 thereof and royalties that are exempt under paragraph 3 
thereof). The competent authorities may, however, agree, before the date on which an 
Arbitration Proceeding would otherwise have begun, that a particular case is not suita- 
ble for arbitration. 


New paragraph 7 provides six subparagraphs that detail the general rules and defini- 
tions to be used in applying the arbitration provisions. 


Subparagraph 7(a) provides that the term “concerned person” means the person that 
brought the case to competent authority for consideration under Article XX VI (Mutual 
Agreement Procedure) and includes all other persons, if any, whose tax liability to ei- 
ther Contracting State may be directly affected by a mutual agreement arising from that 
consideration. For example, a concerned person does not only include a U.S. corpora- 
tion that brings a transfer pricing case with respect to a iransaction entered into with its 
Canadian subsidiary for resolution to the U.S. competent authority, but also the Cana- 
dian subsidiary, which may have a correlative adjustment as a result of the resolution of 
the case. 


Subparagraph 7(c) provides that an Arbitration Proceeding begins on the later of two 
dates: two years from the “commencement date” of the. case (unless the competent 
authorities have previously agreed to a different date), or the earliest date upon which 
all concerned persons have entered into a confidentiality agreement and the agreements 
have been received by both competent authorities. The “commencement date” of the 
case is defined by subparagraph 7(b) as the earliest date the information necessary to 
undertake substantive consideration. for a mutual agreement has been received by both 
competent authorities. 


Paragraph 16 of the Arbitration Note provides that each competent authority will con- 
firm in writing to the other competent authority and to the concerned persons the date 
of its receipt of the information necessary to undertake’ substantive consideration for a 
mutual agreement. In the case of the United States, this information is (i) the informa- 
tion that must be submitted to the U.S. competent authority under Section 4.05 of Rev. 
Proc. 2006-54, 2006-49 L-R.B: 1035 (or any applicable successor publication), and (ii) 
for cases initially submitted as a request for an Advance Pricing Agreement, the infor- 
mation that must be submitted to the Internal Revenue Service under Rev. Proc. 2006- 
9, 2006-2 I:R.B. 278 (or any applicable successor publication). In the case of Canada, 
this information is the information required to be submitted to the Canadian competent 
authority under Information Circular 71-17 (or any applicable successor publication). 
The information shall not be considered received until both competent authorities have 
received copies of all materials submitted to either Contracting State by the concerned 
person(s) in connection with the mutual agreement procedure. It is understood that con- 
firmation of the “information necessary to undertake substantive. consideration for a 
mutual agreement” is envisioned to ordinarily occur within 30 days after the necessary, 
information is provided to the competent authority. 


The Arbitration Note also provides for several procedural rules once an: Arbitration 
Proceeding under paragraph 6 of Article XX VI (“Proceeding”) has commenced, but the 
competent authorities may modify or supplement these rules as necessary. In addition, 
the arbitration board may adopt any procedures necessary for the conduct of its busi- 
ness, provided the procedures are not inconsistent with any provision of Article XXVI 
of the Convention. 


Paragraph’5 of the Arbitration Note provides that each Contracting State has 60 days 
from the date on which the Arbitration Proceeding begins to send a written communi- 
cation to the other Contracting State appointing one member of the arbitration board. 
Within 60 days of the date the second of such communications is sent, these two board 
members will appoint a third member to serve as the chair of the board. It is agreed that 
this third member ordinarily should not be a citizen of either of the Contracting States. 


In the event that any members of the board are not appointed (including as a result of 
the failure of the two members appointed by the Contracting States to agree on a third 
member) by the requisite date, the remaining members are appointed by the highest 
ranking member of the Secretariat at the Centre for Tax Policy and Administration of 
the Organisation for Economic Co-operation and Development (OECD) who is not a 
citizen of either Contracting State, by written notice to both Contracting States within 
60 days of the date of such failure. 


Art. XXVI 


Paragraph 7 of the, Arbitration Note establishes deadlines for submission of materials 
by the Contracting States to the arbitration board. Each competent authority has 60 
days from the date of appointment of the chair to submit a Proposed Resolution 
describing the proposed disposition of the specific monetary amounts of income, ex- 
pense or taxation at issue in the case, and a supporting Position Paper. Copies of each 
State’s submissions are to be provided by the board to the other Contracting State on 
the date the later of the submissions is submitted to the board. Each of the Contracting 
States may submit a Reply Submission to the board within 120 days of the appointment 
of the chair to address points raised in the other State’s Proposed Resolution or Position 
Paper. If one Contracting State fails to. submit a Proposed Resolution within the requi- 
site time, the Proposed Resolution of the other Contracting State is deemed to be the 
determination of the arbitration board. Additional information may be supplied to the 
arbitration board by, a Contracting State only at the request of the arbitration board. The 
board will provide copies of any such requested information, along with the board’s 
request, to the other Contracting State on the date the request is made or the response is 
received. 


All communication with the board is to be in writing between the chair of the board 
and the designated competent authorities with the exception of communication regard- 
ing logistical matters. 


In making its determination, the arbitration board will apply the following authorities 
as necessary: (i) the provisions of the Convention, (ii) any agreed commentaries or 
explanation of the Contracting States concerning the Convention as amended, (iii) the 
laws of the Contracting States to the extent they are not inconsistent with each other; 
and (iv) any OECD Commentary, Guidelines or Reports regarding relevant analogous 
portions of the OECD Model Tax Convention. 


The arbitration board must deliver a determination in writing to the Contracting States 
within six months of the appointment of the chair. The determination must be one of 
the two Proposed Resolutions submitted by the Contracting States. The determination 
shall: provide a determination regarding only the amount of income, expense. or tax 
reportable to the Contracting States. The determination has no precedential value and 
consequently the rationale behind a board’s determination would not be beneficial and 
shall not be provided by the board. 


Paragraph 11 of the Arbitration Note provides that, unless any concerned person does 
not accept the decision of the arbitration board, the determination of the board consti- 
tutes a resolution by mutual agreement under Article XX VI and, consequently, is bind- 
ing on both Contracting States. Each.concerned person must, within 30 days of receiv- 
ing the determination from the competent authority to which the case was first 
presented, advise that competent authority whether the person accepts ‘the determina- 
tion: The failure to advise the competent authority within the requisite time is consid- 
ered a rejection of the determination. If a determination is rejected, the case cannot be 
the subject of a subsequent MAP procedure on the same issue(s) determined by the 
panel, including a subsequent Arbitration Proceeding. After the commencement of an 
Arbitration Proceeding but before’ a decision of the board has been accepted by all 
concerned persons, the competent authorities may reach a mutual agreement to resolve 
the case. and terminate the Proceeding. 


For purposes of the Arbitration Proceeding, the members) of the arbitration board and 
their staffs shall be considered “persons. or authorities” to whom information may be 
disclosed, under Article XX VII (Exchange of Information). The Arbitration Note pro- 
vides that all materials prepared in the course of, or relating to, the Arbitration Proceed- 
ing are considered information exchanged between the Contracting States. No informa- 
tion relating to the Arbitration Proceeding or the board’s determination may be 
disclosed-by members of the arbitration board or their staffs or by. either competent 
authority, except as. permitted by the Convention and the domestic laws, of the Con- 
tracting States. Members of the arbitration board and their staffs, must agree in state- 
ments sent to each of the Contracting States in confirmation of their appointment to the 
arbitration board to' abide by and be subject to the confidentiality and nondisclosure 
provisions of Article XX VII of the Convention and the applicable domestic laws of the 
Contracting States, with the most restrictive of the provisions. applying. 


The applicable domestic)law of the Contracting States determines the treatment of any 
interest or penalties associated with a competent authority agreement achieved through 
arbitration. 


In general, fees and expenses are borne equally by the Contracting States, including the 
cost of translation services. However, meeting facilities, related resources, financial 
management, other logistical support, and general and administrative coordination of 
the Arbitration Proceeding will be provided, at its own cost, by the Contracting State 
that initiated the Mutual Agreement Procedure. The fees and expenses of members of 
the board will be set in accordance with the International Centre for Settlement of In- 
vestment Disputes (ICSID) Schedule of Fees for arbitrators (in effect on the date on 
which the arbitration board proceedings begin). All other costs are to be borne by the 
Contracting State that incurs them. Since arbitration of MAP cases is intended to assist 
taxpayers in resolving a governmental difference of opinion regarding the taxation of 
their income, and is merely‘an extension of the competent authority process, no fees 
will be chargeable to a taxpayer in connection with arbitration, 


Technical Explanation [1995 Protocol]: Article 14 also adds a new paragraph 6 to 
Article XX VI (Mutual Agreement Procedure). Paragraph 6 provides for a voluntary 
arbitration procedure, to be implemented. only. upon the exchange of diplomatic notes 
between the United States and Canada. Similar provisions are found in the recent U.S. 
treaties with the Federal Republic of Germany, the Netherlands, and Mexico. Para- 
graph 6 provides that ‘where the competent authorities have been unable, pursuant to 
the other provisions of Article XX'VI, to resolve a disagreement regarding the interpre- 
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tation or application of the Convention, the disagreement may, with the consent of the 
taxpayer and both competent authorities, be submitted for arbitration, provided the tax- 
payer agrees in writing to be bound by the decision of the arbitration board. Nothing in 
the provision requires that any case be submitted for arbitration. However, if a case is 
submitted to an arbitration board, the board’s decision in that case will be binding on 
both Contracting States and on the taxpayer with respect to that case. 


The United States was reluctant to implement an arbitration procedure until there has 
been an opportunity to evaluate the process in practice under other agreements that 
allow for arbitration, particularly the U.S.-Germany Convention. It was agreed, there- 
fore, as specified in paragraph 6, that the provisions of the Convention calling for an 
arbitration procedure will not take effect until the two Contracting States have agreed 
through an exchange of diplomatic notes to do so. This is similar to the approach taken 
with the Netherlands and Mexico. Paragraph 6 also provides that the procedures to be 
followed in applying arbitration will be agreed through an exchange of notes by the 
Contracting States. It is expected that such procedures will ensure that arbitration will 
not generally be available where matters of either State’s tax policy or domestic law are 
involved. 


Paragraph 2 of Article 20 of the Protocol provides that the appropriate authorities of the 
Contracting State will consult after three years following entry into force of the Proto- 
col to determine whether the diplomatic notes implementing the arbitration procedure 
should be exchanged. 


7. For the purposes of paragraph 6 and this paragraph, the following 
rules and definitions shall apply: 


(a) the term “concerned person” means the presenter of a case 
to a competent authority for consideration under this Article and 
all other persons, if any, whose tax liability to either Contracting 
State may be directly affected by a mutual agreement arising 
from that consideration; 


(b) the “commencement date” for a case is the earliest date on 
which the information necessary to undertake substantive con- 
sideration for a mutual agreement has been received by both 
competent authorities; 


(c) arbitration proceedings in a case shall begin on the later of: 


(i) two years after the commencement date of that case, un- 
less both competent authorities have previously agreed to a 
different date, and 


(ii) the earliest date upon which the agreement required by 
subparagraph (d) has been received by both competent 
authorities; 


(d) the concerned person(s), and their authorized representatives 
or agents, must agree prior to the beginning of arbitration pro- 
ceedings not to disclose to any other person any information re- 
ceived during the course of the arbitration proceeding from ei- 
ther Contracting State or the arbitration board, other than the 
determination of such board; 


(e) unless a concerned person does not accept the determination 
of an arbitration board, the determination shall constitute a reso- 
lution by mutual agreement under this Article and shall be bind- 
ing on both Contracting States with respect to that case; and 
(f) for purposes of an arbitration proceeding under paragraph 6 
and this paragraph, the members of the arbitration board and 
their staffs shall be considered “persons or authorities” to whom 
information may be disclosed under Article XX VII (Exchange 
of Information) of this Convention. 


History: Para. 7 added by 2007 Protocol, art. 21, effective with respect to 


(i) cases that are under consideration by the competent authorities as of December 
15, 2008; and 


(ii) cases that come under such consideration after that time, 


and the commencement date for a case described in subpara. (i) shall be December 15, 
2008 (see art. 27(2) and (3)(f) under “Application of the 2007 Protocol” above). 


Definitions: “commencement date” — Art. XXVI:7(b); “concerned person” — Art. 
XXVI:7(a). 


Technical Explanation [2007 Protocol]: See under para. 6: 


Information Circulars [Art. XXVI]: 71-17R4: Requests for competent authority 
consideration under mutual agreement procedures in income tax conventions. 


Article XXVI-A — Assistance in Collection 


1. The Contracting States undertake to lend assistance to each other 
in the collection of taxes referred to in paragraph 9, together with 


Canada—U.S. Tax Convention 


interest, costs, additions to such taxes and civil penalties, referred to 
in this Article as a “revenue claim’. 


Technical Explanation [1995 Protocol]: Article 15 of the Protocol adds to the 
Convention a new Article XXVI A (Assistance in Collection). Collection assistance 
provisions are included in several other U.S. income tax treaties, including the recent 
treaty with the Netherlands, and in many U.S. estate tax treaties. U.S. negotiators ini- 
tially raised with Canada the possibility of including collection assistance provisions in 
the Protocol, because the Internal Revenue Service has claims pending against persons 
in Canada that would be subject to collection under these provisions, However, the 
ultimate decision of the U.S. and Canadian negotiators to add the collection assistance 
article was attributable to the confluence of several unusual factors. 


Of critical importance was the similarity between the laws of the United States and 
Canada. The Internal Revenue Service, the Justice Department, and other U.S. negotia- 
tors were reassured by the close similarity of the legal and procedural protections af- 
forded by the Contracting States to their citizens and residents and by the fact that these 
protections apply to the tax collection procedures used by each State. In addition, the 
U.S. negotiators were confident, given their extensive experience in working with their 
Canadian counterparts, that the agreed procedures could be administered appropriately, 
effectively, and efficiently. Finally, given the close cooperation already developed be- 
tween the United States and Canada in the exchange of tax information, the U.S. and 
Canadian negotiators concluded that the potential benefits to both countries of ob- 
taining such assistance would be immediate and substantial and would far outweigh 
any cost involved. ; 


Under paragraph | of Article XXVI A, each Contracting State agrees, subject to the 
exercise of its discretion and to the conditions explicitly provided later in the Article, to 
lend assistance and support to the other in the collection of revenue claims. The term 
“revenue Claim” is defined in paragraph | to include all taxes referred to in paragraph 9 
of the Article, as well as interest, costs, additions to such taxes, and civil penalties. 
Paragraph 9 provides that, notwithstanding the provisions of Article II (Taxes Covered) 
of the Convention, Article XX VI A shall apply to all categories of taxes collected by or 
on behalf of the Government of a Contracting State. 


2. An application for assistance in the collection of a revenue claim 
shall include a certification by the competent authority of the appli- 
cant State that, under the laws of that State, the revenue claim has 
been finally determined. For the purposes of this Article, a revenue 
claim is finally determined when the applicant State has the right 
under its internal law to collect the revenue claim and all adminis- 
trative and judicial rights of the taxpayer to restrain collection in the 
applicant State have lapsed or been exhausted. 

Definitions: “competent authority” — Art. II:1(g); “revenue claim” — Art. XXVI- 
A:1; “State” — Art. III:1(i); “taxpayer” —ITCIA 3, ITA 248(1). 

Technical Explanation [1995 Protocol]: Paragraph 2 of the Article requires the 
Contracting State applying for collection assistance (the “applicant State”) to certify 
that the revenue claim for which collection assistance is sought has been “finally deter- 
mined.” A revenue claim has been finally determined when the applicant State has the 
right under its internal law to collect the revenue claim and all administrative and judi- 
cial rights of the taxpayer to restrain collection in the applicant State have lapsed or 
been exhausted. 


3. A revenue claim of the applicant State that has been finally deter- 
mined may be accepted for collection by the competent authority of 
the requested State and, subject to the provisions of paragraph 7, if 
accepted shall be collected by the requested State as though such 
revenue claim were the requested State’s own revenue claim finally 
determined in accordance with the laws applicable to the collection 
of the requested State’s own taxes. 


Definitions: “competent authority” — Art. III:1(g); “revenue claim” — Art. XXVI- 
A:1; “State” — Art. TIT:1(i). 

Technical Explanation [1995 Protocol]: Paragraph 3 of the Article clarifies that 
the Contracting State from which assistance was requested (the “requested State”) has 
discretion as to whether to accept a particular application for collection assistance. 
However, if the application for assistance is accepted, paragraph 3 requires that the 
requested State grant assistance under its existing procedures as though the claim were 
the requested State’s own revenue claim finally determined under the laws of that 
State. This obligation under paragraph 3 is limited by paragraph 7 of the Article, which 
provides that, although generally treated as a revenue claim of the requested State, a 
claim for which collection assistance is granted shall not have any priority accorded to 
the revenue claims of the requested State. 


4. Where an application for collection of a revenue claim in respect 
of a taxpayer is accepted 


(a) by the United States, the revenue claim shall be treated by 
the United States as an assessment under United States laws 
against the taxpayer as of the time the application is received; 
and 
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(b) by Canada, the revenue claim’ shall be treated by Canada as 
an amount payable under the Income Tax Act, the collection of 
which is not subject to any restriction. 


Definitions: “assessment” — ITCIA 3, ITA 248(1); “Canada” — Art. III: 1(a), ITCIA 
5; “revenue claim” — Art. XXVI-A:1; “taxpayer? —ITCIA 3, ITA 248(1); “United 
States” — Art. III: 1(b). 


Technical Explanation [1995 Protocol]: Paragraph 4 of Article XXVI A provides 
that, when the United States accepts a request for assistance in collection, the claim 
will be treated by the United States as an assessment as of the time the application was 
received. Similarly, when Canada accepts a request, a revenue claim shall be treated as 
an amount payable under the Income Tax Act, the collection of which is not subject to 
any restriction. 


5. Nothing in this Article shall be construed as creating or providing 
any rights of administrative or judicial review of the applicant 
State’s finally ‘determined revenue claim by the requested State, 
based on any such rights that may be available under the laws of 
either Contracting State. If, at any time pending execution of a re- 
quest for assistance under this Article, the applicant State loses the 
right under its internal law to collect the revenue claim, the compe- 
tent authority of the applicant State shall promptly withdraw the re- 
quest for assistance in collection. 


Definitions: “competent authority” — Art. III:1(g); “revenue claim” — Art. XXVI- 
A:1; “State” — Art. TII:1(). 


Technical Explanation [1995 Protocol]: Paragraph 5 of the Article provides that 
nothing in Article XXVI A shall. be construed.as creating in the requested State any 
rights of administrative or judicial review of the applicant, State’s finally determined 
revenue claim. Thus, when an application for collection assistance has been accepted, 
the substantive validity of the applicant State’s revenue claim cannot be challenged in 
an action in the requested State. Paragraph 5 furthers provides, however, that if the 
applicant State’s revenue claim ceases to be finally determined, the applicant State is 
obligated to withdraw promptly any request that had been based on that claim. 


6. Subject to this paragraph, amounts collected by the requested 
State pursuant to this Article shall be forwarded to the competent 
authority of the applicant State.,Unless the competent. authorities of 
the Contracting States otherwise agree, the ordinary costs incurred 
in providing collection assistance shall be borne by the requested 
State and any extraordinary costs so incurred shall be borne by the 
applicant State. 


Definitions: “competent authority” — Art. III:1(g); “State” — Art. IIL:1@). 


Technical Explanation [1995 Protocol]: Paragraph 6 provides that, as a general 
rule, the requested State is to forward the entire amount collected to the competent 
authority of the applicant State. The ordinary costs incurred’ in providing collection 
assistance will normally be borne by the requested State and only extraordinary costs 
will be borne by the applicant State. The application of this paragraph, including rules 
specifying which collection costs are to be borne by each State and the time and man- 
ner of payment of the amounts collected, will be agreed upon by the competent authori- 
ties,,as provided for in paragraph 11. 


7. A revenue claim of an applicant State accepted for collection 
shall not have in the requested State any priority accorded to the 
revenue claims of the requested State. 


Definitions: “revenue claim” — Art. XXVI-A:1; “State” — Art. TII:1@). 
8. No assistance shall be provided under this Article for a revenue 
claim in respect of a taxpayer to the extent that the taxpayer can 


demonstrate that 


(a) where the taxpayer is an individual, the revenue claim relates 
either to a taxable period in which the taxpayer was a citizen of 
the réquested State or, if the taxpayer became a citizen of the 
requested State at any time before November 9, 1995 and is such 
a citizen at the time the applicant State applies for collection of 
the claim, to a taxable period that ended before November 9, 
1995; and 


(b) where the taxpayer is an entity that is a company, estate or 
trust, the revenue claim relates to a taxable period in which the 
taxpayer derived its status as such an entity from the laws in 
force in the requested State. 


History: Subpara. 8(a) amended by’ 2007 Protocol, art. 22(1), effective for revenue 
claims finally determined by an applicant State after November 9, 1985 (see art. 27(2) 


| ITCIA 3, ITA :248(1); “trust”? — 


Art. XXVI-A 


and (3)(g) under “Application of the 2007 Protocol” above). The’ previous version of 
subpara. 8(a), now deemed never to havebeen in force, read: 


(a) where the taxpayer is an individual, the revenue claim relates to a taxable 
period in which the taxpayer was a citizen of the requested State, and 


“company” — Art. III:1(f); “estate”, “individual” —ITCIA 3, ITA 
— Art. XXVI-A:1; “State” — Art. ) I:1(i);° “taxpayer” — 
ITCIA 3, ITA 104(1), 248(1). 


Technical Explanation [2007 Protocol]: Article 22 of the Protocol amends Article 
XXVI A (Assistance in Collection) of the existing Convention. Article XXVI A sets 
forth provisions under which the United States and Canada have agreed to assist each 
other in the collection of taxes. 


Definitions: 
248(1); “revenue claim” 


Paragraph 1 replaces subparagraph 8(a) of Article XXVI A. In general, new subpara- 
graph 8(a) provides the circumstances under which no assistance is to be given under 
the Article for a claim in respect of an, individual taxpayer. New subparagraph 8(a) 
contains language that is in substance the same as subparagraph 8(a) of Article XX VI 
A of the existing Convention. However, the revised subparagraph also provides that no 
assistance in collection is to be given for a revenue claim from a taxable period that 
ended before November 9, 1995 in respect of an individual taxpayer, if the taxpayer 
became a citizen of the requested State at any time before November 9, 1995. and is 
such a.citizen at the time the applicant State applies for collection of the claim. 


The additional language is intended to avoid the potentially discriminating application 
of former subparagraph 8(a) as applied to persons:who were not citizens of the re- 
quested State in the taxable period to which a particular collection request related, but 
who became citizens of the requested State at a time prior to the entry into force of 
Article XXVI A as set forth in the third protocol signed March 17, 1995. New subpara- 
graph 8(a) addresses this situation by treating the citizenship of a person in the re- 
quested State at anytime prior to November 9, 1995 as comparable to citizenship in the 
requested State during the period for which the claim for assistance relates if 1) the 
person is a citizen of the requested state at the time of the request for assistance in 
collection, and 2) the request relates to a taxable period ending prior to November 9, 
1995. As is provided in subparagraph 3(g) of Article 27, this change will have effect 
for revenue claims finally determined after November 9, 1985, the effective date of the 
adoption of collection assistance in the third protocol signed March 17, 1995. 


Technical Explanation [1995 Protocol]: Paragraph 8 provides: that no assistance 
is to be given under this Article for a,claim in respect of an individual, taxpayer, to the 
extent that the taxpayer can demonstrate that he was a citizen of the requested State 
during the taxable period to which the revenue claim relates. Similarly, in the case of a 
company, estate, or trust, no assistance is to be given to the extent that the entity can 
demonstrate that it derived its status as such under the laws in force in the requested 
State during the taxable period to which the claim relates. 


9. Notwithstanding the provisions of Article II (Taxes Covered), the 
provisions of this Article shall apply to all categories of taxes col- 
lected, and to contributions to social security and employment in- 
surance premiums levied, by oron behalf of the Government ofa 
Contracting State. 


History: Para. 9 amended by 2007 Protocol, art. 22(2), generally effective with respect 
to taxable years beginning after 2008 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


9. Notwithstanding the, provisions of Article I (Taxes Covered), the provisions 
of this Article shall apply-to all categories of taxes collected by or on behalf of 
the Government of a Contracting State. 


Technical Explanation [2007 Protocol]:. Paragraph 2 replaces paragraph 9 of 
Article XXVI A of the Convention. Under paragraph 1 of Article XX VI A, each Con- 
tracting State generally agrees to lend assistance and support to the other in the collec- 
tion of revenue claims. The term “revenue claim” is defined in paragraph 1 to include 
all taxes referred to in paragraph 9 of the Article, as well as interest, costs, additions to 
such taxes, and civil penalties. New paragraph 9 provides that, notwithstanding the pro- 
visions of Article II (Taxes Covered) of the Convention, Article XXVI A shall apply to 
all categories of taxes collected, and to contributions to social security and employment 
insurance premiums levied, by or on behalf of the Government of a Contracting State. 
Prior to the Protocol, paragraph 9 did not contain a specific reference to contributions 
to social security and employment insurance premiums. Although the prior language 
covered U.S. federal social security and unemployment taxes, the language did not 
cover Canada’s social security (e.g., Canada Pension Plan) and employment insurance 
programs, contributions to. which are not considered taxes under Canadian law and 
therefore would not otherwise have come within the scope of the paragraph. 


10. Nothing in this Article shall be construed as: 


(a) limiting the assistance provided for in paragraph 4 of Article 
XXVI (Mutual Agreement Procedure); or 


(b) imposing on either Contracting State the obligation to carry 
out administrative measures of a different nature from those 
used in the collection of its own taxes or that would be contrary 
to its public policy (ordre public). 


2287 


Art. XXVI-A 


Technical Explanation [1995 Protocol]: Subparagraph (a) of paragraph 10 clari- 
fies that Article XXVI A supplements the provisions of paragraph 4 of Article XXVI 
(Mutual Agreement Procedure). The Mutual Agreement Procedure paragraph, which is 
more common in U.S. tax treaties, provides for collection assistance in cases in which a 
Contracting State seeks assistance in reclaiming treaty benefits that have been granted 
to a person that is not entitled to those benefits. Subparagraph (b) of paragraph 10 
makes clear that nothing in Article XX VI A can require a Contracting State to carry out 
administrative measures of a different nature from those used in the collection of its 
own taxes, or that would be contrary to its public policy (ordre public). 


11. The competent authorities of the Contracting States shall agree 
upon the mode of application of this Article, including agreement to 
ensure comparable levels of assistance to each of the Contracting 
States. 


Definitions: “competent authority” — Art. III:1(g). 


Technical Explanation [1995 Protocol]: Paragraph 11 requires the competent 
authorities to agree upon the mode of application of Article XXVI A, including agree- 
ment to ensure comparable levels of assistance to each of the Contracting States, 


Paragraph 3 of Article 21 of the Protocol allows collection assistance under Article 
XXVI A to be sought for revenue claims that have been finally determined at any time 
within the 10 years preceding the date on which the Protocol enters into force. 


History [Canada-U.S. Tax Treaty:Art. XXVI-A]: Art. XXVI-A added by 1995 
Protocol, art. 15, effective for revenue claims finally determined after November 9, 
1985 (see art. 21(3) under “Application of the 1995 Protocol” above). 


Selected Cases [Art. XXVI-A]: Sherman v. MNR, [2002] 3 C.T.C. 349 (FCTD) 
(Access to information denied where providing government did not want disclosure 
and relations between governments might be jeopardized; rev’d [2004] 1 C.T.C. 215 
(FCA)). 


Article XXVIl — Exchange of Information 


1. The competent authorities of the Contracting States shall ex- 
change such information as may be relevant for carrying out the 
provisions of this Convention or of the domestic laws of the Con- 
tracting States concerning taxes to which this Convention applies 
insofar as the taxation thereunder is not contrary to this Convention. 
The exchange of information is not restricted by Article I (Personal 
Scope). Any information received by a Contracting State shall be 
treated as secret in the same manner as information obtained under 
the taxation laws of that State and shall be disclosed only to persons 
or authorities (including courts and administrative bodies) involved 
in the assessment or collection of, the administration and enforce- 
ment in respect of, or the determination of appeals in relation to the 
taxes to which this Convention applies or, notwithstanding para- 
graph 4, in relation to taxes imposed by a political subdivision or 
local authority of a Contracting State that are substantially similar 
to the taxes covered by this Convention under Article II (Taxes 
Covered). Such persons or authorities shall use the information only 
for such purposes. They may disclose the information in public 
court proceedings or in judicial decisions. The competent authori- 
ties may release to an arbitration board established pursuant to para- 
graph 6 of Article XXVI (Mutual Agreement Procedure) such infor- 
mation as is necessary for carrying out the arbitration procedure; the 
members of the arbitration board shall be subject to the limitations 
on disclosure described in this Article. 


Related Provisions: Reg. 203 — Information return where person in Canada re- 
ceives income from source in the U.S. on behalf of a person outside Canada. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


13. Exchange of Information 


It is understood that the standards and practices described in Article XX VII (Ex- 
change of Information) of the Convention are to be in no respect less effective 
than those described in the Model Agreement on Exchange of Information on 
Tax Matters developed by the OECD Global Forum Working Group on Effec- 
tive Exchange of Information. 


Para. | amended by 2007 Protocol, art. 23, effective with respect to taxable years be- 
ginning after 2008, but in respect of taxes withheld at source, for amounts paid or 
credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


1. The competent authorities of the Contracting States shall exchange such infor- 
mation as is relevant for carrying out the provisions of this Convention or of the 
domestic laws of the Contracting States concerning taxes to which the Conven- 
tion applies insofar as the taxation thereunder is not contrary to the Convention. 


Canada—U.S. Tax Convention 


The exchange of information is not restricted by Article I (Personal Scope). Any 
information received by a Contracting State shall be treated as secret in the same 
manner as information obtained under the taxation laws of that State and shall be 
disclosed only to persons or authorities (including courts and administrative bod- 
ies) involved in the assessment or collection of, the administration and enforce- 
ment in respect of, or the determination of appeals in relation to the taxes to 
which the Convention applies or, notwithstanding paragraph 4, in relation to 
taxes imposed by a political subdivision or local authority of a Contracting State 
that are substantially similar to the taxes covered by the Convention under Arti- 
cle II (Taxes Covered). Such persons or authorities shall use the information 
only for such purposes. They may disclose the information in public court pro- 
ceedings or in judicial decisions. The competent authorities may release to an 
arbitration board established pursuant to paragraph 6 of Article XXVI (Mutual 
Agreement Procedure) such information as is necessary for carrying out the arbi- 
tration procedure; the members of the arbitration board shall be subject to the 
limitations on disclosure described in this Article. 


Para. 1 amended by 1995 Protocol, art. 16(1), generally effective with respect to taxa- 
ble years begining on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 1 formerly read: 


1. The competent authorities of the Contracting States shall exchange such infor- 
mation as is necessary for carrying out the provisions of this Convention or of 
the domestic laws of the Contracting States concerning taxes covered by the 
Convention insofar as the taxation thereunder is not contrary to the Convention. 
The exchange of information is not restricted by Article I (Personal Scope). Any 
information received by a Contracting State shall be treated as secret in the same 
manner as information obtained under the taxation laws of that State and shall be 
disclosed only to persons or authorities (including courts and administrative bod- 
ies) involved in the assessment or collection of, the administration and enforce- 
ment in respect of, or the determination of appeals in relation to, the taxes cov- 
ered by the Convention. Such persons or authorities shall use the information 
only for such purposes. They may disclose the information in public court pro- 
ceedings or in judicial decisions. 


Definitions: “assessment” —ITCIA 3, ITA 248(1); “competent authority” — Art. 
III: 1(g); “person” — Art. Ill:1(e), ITCIA 3, Interpretation Act 35(1); “State” — Art. 
TI: 1(i). 


Technical Explanation [2007 Protocol]: New paragraph | of Article XXVII is 
substantially the same as paragraph | of Article XXVII of the existing Convention. 
Paragraph | authorizes the competent authorities to exchange information as may be 
relevant for carrying out the provisions of the Convention or the domestic laws of Can- 
ada and the United States concerning taxes covered by the Convention, insofar as the 
taxation under those domestic laws is not contrary to the Convention. New paragraph 1 
changes the phrase “is relevant” to “maybe relevant” to clarify that the language incor- 
porates the standard in Code section 7602 which authorizes the Internal Revenue Ser- 
vice to examine “any books, papers, records, or other data which may be relevant or 
material.” (Emphasis added.) In United States y. Arthur Young & Co., 465 U.S. 805, 
814 (1984), the Supreme Court stated that “the language ’may be’ reflects Congress’ s 
express intention to allow the Internal Revenue Service to obtain ’items of even poten- 
tial relevance to an ongoing investigation, without reference to its admissibility.” (Em- 
phasis in original.) However, the language “may be” would not support a request in 
which a Contracting State simply asked for information regarding all bank accounts 


| maintained by residents of that Contracting State in the other Contracting State, or even 


all accounts maintained by its residents with respect to a particular bank. 


The authority to exchange information granted by paragraph 1 is not restricted by Arti- 
cle I (Personal Scope), and thus need not relate solely to persons otherwise covered by 
the Convention. Under paragraph 1, information may be exchanged for use in all 
phases of the taxation process including assessment, collection, enforcement or the de- 
termination of appeals. Thus, the competent authorities may request and provide infor- 
mation for cases under examination or criminal investigation, in collection, on appeals, 
or under prosecution. 


Any information received by a Contracting State pursuant to the Convention is to be 
treated as secret in the same manner as information obtained under the tax laws of that 
State. Such information shall be disclosed only to persons or authorities, including 
courts and administrative bodies, involved in the assessment or collection of, the ad- 
ministration and enforcement in respect of, or the determination of appeals in relation 
to, the taxes covered by the Convention and the information may be used by such per- 
sons only for such purposes. (In accordance with paragraph 4, for the purposes of this 
Article the Convention applies to a broader range of taxes than those covered specifi- 
cally by Article Il (Taxes Covered)). Although the information received by persons 
described in paragraph 1 is to be treated as secret, it may be disclosed by such persons 
in public court proceedings or in judicial decisions. 


Paragraph | also permits, however, a Contracting State to provide information received 
from the other Contracting State to its states, provinces, or local authorities, if it relates 
to a tax imposed by that state, province, or local authority that is substantially similar to 
a national-level tax covered under Article II (Taxes Covered). This provision does not 
authorize a Contracting State to request information on behalf of a state, province, or 
local authority. Paragraph | also authorizes the competent authorities to release infor- 
mation to any arbitration panel that may be established under the provisions of new 
paragraph 6 of Article XXVI (Mutual Agreement Procedure). Any information pro- 
vided to a state, province, or local authority or to an arbitration panel is subject to the 
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same use and disclosure provisions: as is information received by the national Govern- 
ments and used for their purposes. 


The provisions of paragraph | authorize the U.S. competent authority to continue to 
allow legislative bodies, such as the tax-writing committees of Congress and the Gov- 
ernment Accountability Office to examine tax return information received from Canada 
when such bodies or offices are engaged in overseeing the administration of U.S. tax 
laws or a study of the administration of U.S. tax laws pursuant to a directive of Con- 
gress. However, the secrecy requirements of paragraph 1 must be met. 


It is contemplated that Article XXVII will be utilized by the competent authorities to 
exchange information upon request, routinely, and spontaneously. 


Technical Explanation [1995 Protocol]: Article 16 of the Protocol amends Article 
XXVII (Exchange of Information) of the Convention. Paragraph 1 of Article 16 
amends paragraph | of Article XX VII. The first change is,a wording change to make it 
clear that information must be exchanged if it is “relevant” for carrying out the provi- 
sions of the Convention or of the domestic laws of the Contracting States, even if it is 
not “necessary.” Neither the United States nor Canada views this as a substantive 
change. The second amendment merely conforms the language of the paragraph to the 
language of Article II (Taxes Covered), as amended, by referring to the taxes “to which 
the Convention applies” rather than to the taxes “covered by the Convention.” 


The Protocol further amends paragraph 1 to allow a Contracting State to provide infor- 
mation received from the other Contracting State to its states, provinces, or local au- 
thorities, if it relates to a tax imposed by that state, province, or local authority that is 
substantially similar to a national-level tax covered under Article Il (Taxes Covered). 
However, this provision does not authorize a Contracting State to request information 
on behalf of a state, province, or local authority. The Protocol also amends paragraph 1 
to authorize the competent authorities to release information to any arbitration panel 
that may be established under the provisions of new paragraph 6 of Article XX VI (Mu- 
tual Agreement Procedure). Any information provided to a state, province, or local au- 
thority or to an arbitration panel is subject to the same use and disclosure provisions as 
is information received by the national Governments and used for their purposes. 


Technical Explanation [1984]: Paragraph 1 authorizes the competent authorities to 
exchange the information necessary for carrying out the provisions of the Convention 
or the domestic laws of Canada and the United States concerning taxes covered by the 
Convention, insofar as the taxation under those domestic laws is not contrary to the 
Convention. The authority to exchange information granted by paragraph 1 is not re- 
stricted by Article I (Personal Scope), and thus need not relate solely to persons other- 
wise covered by the Convention. It is contemplated that Article XX VII will be utilized 
by the competent authorities to exchange information upon request, routinely, and 
spontaneously. 


Any information received by a Contracting State pursuant to the Convention is to be 
treated as secret in the same manner as information obtained under the taxation laws of 
that State. Such information shall be disclosed only to persons or authorities, including 
courts and administrative bodies, involved in the assessment or collection of, the ad- 
ministration and enforcement in respect of, or the determination of appeals in relation 
to, the taxes. covered by the Convention and the information may be used by such per- 
sons only for such purposes. (In accordance with paragraph 4, for the purposes of this 
Article the Convention applies to a broader range of taxes than those covered specifi- 
cally by Article II (Taxes Covered).) 


In specific cases a competent authority providing information may, pursuant to para- 
graph 3, impose such other conditions on the use of information as are necessary. Al- 
though the information received by persons described in paragraph | is to be treated as 
secret, it may be disclosed by such persons in public court proceedings or in judicial 
decisions. 


The provisions of paragraph 1 authorize the U.S. competent authority to continue to 
allow the General Accounting Office to examine tax return information received from 
Canada when GAO is engaged in a study of the administration of U.S. tax laws pursu- 
ant to a directive of Congress. However, the secrecy requirements of paragraph 1 must 
be met. 


2. If information is requested by a Contracting State in accordance 
with this Article, the other Contracting State shall use its informa- 
tion gathering measures to obtain the requested information, even 
though that other State may not need such information for its own 
tax purposes. The obligation contained in the preceding sentence is 
subject to the limitations of paragraph 3 but in no case shall such 
limitations be construed to permit a Contracting State to decline to 
supply information because it has no domestic interest in such 
information. 

History: Para. 2 amended by 2007 Protocol, art. 23, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly. read: 


2. If information is requested by a Contracting State in accordance with this Arti- 
cle, the other Contracting State shall endeavor to obtain the information to which 
the request relates in the same way as if its own taxation was involved notwith- 
standing the fact that the other State does not, at that time, need such informa- 
tion. If specifically requested by the competent authority of a Contracting State, 


Art. XX VII 


the competent authority of the other Contracting State shall endeavor to provide 
information under this Article in the form requested, such as depositions of wit- 
nesses and copies of unedited original documents (including books, papers, state- 
ments, records, accounts or writings), to the same extent such depositions and 
documents can be obtained under the laws and administrative practices of that 
other State with respect to its own taxes. 


Definitions: “competent authority” — Art. III: 1(g); “State” — Art. TII:1(i). 


Technical Explanation [2007 Protocol]: New paragraph 2 conforms with the 
corresponding U.S. and OECD Model provisions. The substance of the second sen- 
tence of former paragraph 2 is found in new paragraph 6 of the Article, discussed 
below. 


Paragraph 2 provides that if a Contracting State requests information in accordance 
with Article XX VII, the other Contracting State shall use its information gathering 
measures to obtain the requested information. The instruction to the requested State to 
“use its information gathering measures” to obtain the requested information communi- 
cates the same instruction to the requested State as the language of former paragraph 2 
that stated that the requested State shall obtain the information “in the same way as if 
its own taxation was involved.” Paragraph 2 makes clear that the obligation to provide 
information is limited by the provisions of paragraph 3, but that such limitations shall 
not be construed to permit a Contracting State to decline to obtain and supply informa- 
tion because it has no domestic tax interest in such information. 


In the absence of such a paragraph, some taxpayers have argued that subparagraph 3(a) 
prevents a Contracting State from requesting information from a bank or fiduciary that 
the Contracting State does not need for its own tax purposes. This paragraph clarifies 
that paragraph 3 does not impose such a restriction and that a Contracting State is not 
limited to providing only the information that it already has in its own files. 


Technical Explanation [1984]: If a Contracting State requests information in accor- 
dance with Article XX VII, the other Contracting State shall endeavor, pursuant to para- 
graph 2, to obtain the information to which the request relates in the same manner as if 
its own taxation were involved, notwithstanding the fact that such State does not need 
the information. In addition, the competent authority requested to obtain information 
shall endeavor to provide the information in the particular form requested, such as dep- 
ositions of witnesses and copies of unedited original documents, to the same extent 
such depositions and documents can be obtained under the: laws or administrative prac- 
tices of that State with respect to its own taxes. 


3. In no case shall the provisions of paragraph[s] 1 and 2 be con- 
strued so as to impose on a Contracting State the obligation: 


(a) to carry out administrative measures at variance with the 
laws and administrative practice of that State or of the other 
Contracting State; 


(b) to supply information which is not obtainable under the laws 
or in the normal course of the administration of that State or of 
the other Contracting State; or 


(c) to supply information which would disclose any trade, busi- 
ness, industrial, commercial or professional secret or trade pro- 
cess, or information the disclosure of which would be contrary 
to public policy (ordre public). 

Related Provisions: Art. XXVII:5 — Exception. 


History: Paras. 3(a) and (b) amended by 2007 Protocol, art. 23, to substitute “of that 
State or of the other” for “of that or of the other’, effective with respect to taxable years 
beginning after 2008, but in respect of taxes withheld at source, for amounts paid or 
credited on or after February 1, 2009 (see art. 27(2). under “Application of the 2007 
Protocol” above). 


Technical Explanation [2007 Protocol]: New paragraph 3 is substantively the 
same as paragraph 3 of Article XX VII of the existing Convention. Paragraph 3 pro- 
vides that the provisions of paragraphs 1 and 2 do not impose on Canada or the United 
States the obligation to carry out administrative measures at variance with the laws and 
administrative practice of either State; to supply information which is not obtainable 
under the laws or in the normal course of the administration of either State; or to supply 
information which would disclose any trade, business, industrial, commercial, or pro- 
fessional secret or trade process, or information the disclosure, of which would be con- 
trary to public policy. 


Thus, a requesting State may be denied information from the other State if the informa- 
tion would be obtained pursuant to procedures or measures that are broader than those 
available in the requesting State. However, the statute of limitations of the Contracting 
State making the request for information should govern a request for information. 
Thus, the Contracting State of which the request is made should attempt to obtain the 
information even if its own statute of limitations has passed. In many’ cases, relevant 
information will still exist in the business records of the taxpayer or a third party, even 
though it is no longer required to be kept for domestic tax purposes. 


While paragraph 3 states conditions under which a Contracting State is not obligated to 
comply with a request from the other Contracting State for information, the requested 
State is not precluded from providing such information, and may, at its discretion, do 
so subject to the limitations of its internal law. 
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As discussed with respect to paragraph 2, in no case shall the limitations in paragraph 3 
be construed to permit a Contracting State to decline to obtain information and supply 
information because it has no domestic tax interest in such information. 


Technical Explanation [1984]: Paragraph 3 provides that the provisions of 
paragraphs | and 2 do not impose on Canada or the United States the obligation to 
carry out administrative measures at variance with the laws and administrative practice 
of either State; to supply information which is not obtainable under the laws or in the 
normal course of the administration of either State; or to supply information which 
would disclose any trade, business, industrial, commercial, or professional secret or 
trade process, or information the disclosure of which would be contrary to public pol- 
icy. Thus, Article XX VII allows, but does not obligate, the United States and Canada to 
obtain and provide information that would not be available to the requesting State 
under its laws or administrative practice or that in different circumstances would not be 
available to the State requested to provide the information. Further, Article XX VII al- 
lows a Contracting State to obtain information for the other Contracting State even if 
there is no tax liability in the State requested to obtain the information. Thus, the 
United States will continue to be able to give Canada tax information even if there is no 
U.S. tax liability at issue. 


4. For the purposes of this Article, this Convention shall apply, not- 
withstanding the provisions of Article II (Taxes Covered): 


(a) to all taxes imposed by a Contracting State; and 


(b) to other taxes to which any other provision of this Conven- 
tion applies, but only to the extent that the information may be 
relevant for the purposes of the application of that provision. 


History: Para. 4 amended by 2007 Protocol, art. 23, to substitute “this Convention” for 
“the Convention” (in two places) and “may be relevant” for “is relevant”, effective 
with respect to taxable years beginning after 2008, but in respect of taxes withheld at 
source, for amounts paid or credited on or after February 1, 2009 (see art. 27(2) under 
“Application of the 2007 Protocol” above). 


Para. 4 amended by 1995 Protocol, art. 16(2), generally effective with respect to taxa- 
ble years begining on or after January 1, 1996 (see art. 21(2) under “Application of the 
1995 Protocol” above). Para. 4 formerly read: 


4. Notwithstanding the provisions of Article II (Taxes Covered), for the purposes 
of this Article the Convention shall apply: 


(a) in the case of Canada, to all taxes imposed by the Government of Canada 
on estates and gifts and under the Income Tax Act; and 


(b) in the case of the United States, to all taxes imposed under the /nternal 
Revenue Code. 


Technical Explanation [2007 Protocol]: The language of new paragraph 4 is 
substantially similar to former paragraph 4. New paragraph 4, however, consistent with 
new paragraph |, discussed above, replaces the words “is relevant” with “may be rele- 
vant” in subparagraph 4(b). 


Paragraph 4 provides that, for the purposes of Article XX VII, the Convention applies to 
all taxes imposed by a Contracting State, and to other taxes to which any other provi- 
sion of the Convention applies, but only to the extent that the information may be rele- 
vant for the purposes of the application of that provision. 


Article XX VII does not apply to taxes imposed by political subdivisions or local au- 
thorities of the Contracting States. Paragraph 4 is designed to ensure that information 
exchange will extend to taxes of every kind (including, for example, estate, gift, excise, 
and value added taxes) at the national level in the United States and Canada. 


Technical Explanation [1995 Protocol]: Paragraph 2 of Article 16 amends para- 
graph 4 of Article XX VII, which describes the applicable taxes for the purposes of this 
Article. Under the present Convention, the Article applies in Canada to taxes imposed 
by the Government of Canada under the Income Tax Act and on estates and gifts and in 
the United States to all taxes imposed under the Jnternal Revenue Code. The Protocol 
broadens the scope of the Article to apply to “all taxes imposed by a Contracting 
State”. This change allows information to be exchanged, for example, with respect to 
Canadian excise taxes, as is the case with respect to U.S. excise taxes under the present 
Convention. Paragraph 4 is also amended to authorize the exchange of information 
with respect to other taxes, to the extent relevant to any other provision of the 
Convention. 


Technical Explanation [1984]: Paragraph 4 provides that, for the purposes of 
Article XX VII, the Conyention applies, in the case of Canada, to all taxes imposed by 
the Government of Canada on estates and gifts and under the Income Tax Act and, in 
the case of the United States, to all taxes imposed under the Internal Revenue Code. 
Article XX VII does not apply to taxes imposed by political subdivisions or local au- 
thorities of the Contracting States. Paragraph 4 is designed to ensure that information 
exchange will extend to most national level taxes on both sides, and specifically to 
information gathered for purposes of Canada’s taxes on estates and gifts (not effective 
for deaths or gifts after 1971). This provision is intended to mesh with paragraph 8 of 
Article XXX (Entry Into Force), which terminates the existing estate tax convention 
between the United States and Canada. 


5. In no case shall the provisions of paragraph 3 be construed to 
permit a Contracting State to decline to supply information because 


Canada—U.S. Tax Convention 


the information is held by a bank, other financial institution, nomi- 
nee or person acting in an agency or a fiduciary capacity or because 
it relates to ownership interests in a person. 


History: Para. 5 added by 2007 Protocol, art. 23, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “bank”, “person” — ITCIA 3, ITA 248(1); “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: New paragraph 5 conforms with the 
corresponding U.S. and OECD Model provisions. Paragraph 5 provides that a Con- 
tracting State may not decline to provide information because that information is held 
by a financial institution, nominee or person acting in an agency or fiduciary capacity. 
Thus, paragraph 5 would effectively prevent a Contracting State from relying on para- 
graph 3 to argue that its domestic bank secrecy laws (or similar legislation relating to 
disclosure of financial information by financial institutions or intermediaries) override 
its obligation to provide information under paragraph 1. This paragraph also requires 
the disclosure of information regarding the beneficial owner of an interest in a person. 


6. If specifically requested by the competent authority of a Con- 
tracting State, the competent authority of the other Contracting 
State shall provide information under this Article in the form of 
depositions of witnesses and authenticated copies of unedited origi- 
nal documents (including books, papers, statements, records, ac- 
counts, and writings). 

History: Para. 6 added by 2007 Protocol, art. 23, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 


or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “competent authority” — Art. III:1(g); “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: The substance of new paragraph 6 is 
similar to the second sentence of paragraph 2 of Article XX VII of the existing Conven- 
tion. New paragraph 6 adopts the language of paragraph 6 of Article 26 (Exchange of 
Information and Administrative Assistance) of the U.S. Model. New paragraph 6 pro- 
vides that the requesting State may specify the form in which information is to be pro- 
vided (e.g., depositions of witnesses and authenticated copies of original documents). 
The intention is to ensure that the information may be introduced as evidence in the 
judicial proceedings of the requesting State. The requested State should, if possible, 
provide the information in the form requested to the same extent that it can obtain 
information in that form under its own laws and administrative practices with respect to 
its own taxes. 


7. The requested State shall allow representatives of the requesting 
State to enter the requested State to interview individuals and ex- 
amine books and records with the consent of the persons subject to 
examination. 


History: Para. 7 added by 2007 Protocol, art. 23, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). 


Definitions: “competent authority” — Art. III:1(g); “State” — Art. III:1(i). 


CRA Audit Manual: 10.3.2: Conducting audits outside Canada; 10.11.17: Requests 
for information — countries with tax treaties; 15.10.11: International audit issues — 
other tax administrations. 


Technical Explanation [2007 Protocol]: New paragraph 7 is consistent with 
paragraph 8 of Article 26 (Exchange of Information and Administrative Assistance) of 
the U.S. Model. Paragraph 7 provides that the requested State shall allow representa- 
tives of the requesting State to enter the requested State to interview individuals and 
examine books and records with the consent of the persons subject to examination. 
Paragraph 7 was intended to reinforce that the administrations can conduct consensual 
tax examinations abroad, and was not intended to limit travel or supersede any arrange- 
ments or procedures the competent authorities may have previously had in place re- 
garding travel for tax administration purposes. 


Paragraph 13 of General Note 

As is explained in paragraph 13 of the General Note, the United States and Canada 
understand and agree that the standards and practices described in Article XX VII of the 
Convention are to be in no respect less effective than those described in the Model 
Agreement on Exchange of Information on Tax Matters developed by the OECD 
Global Forum Working Group on Effective Exchange of Information. 


Article XXVIII — Diplomatic Agents and 
Consular Officers 
Nothing in this Convention shall affect the fiscal privileges of dip- 


lomatic agents or consular officers under the general rules of inter- 
national law or under the provisions of special agreements. 
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Art. XXIX — Miscellaneous Rules 


Related Provisions: Art. XIX — Government service. 


Definitions: “diplomatic agents or consular officers” —ITCIA 3, Interpretation Act 
35(1)“diplomatic or consular officer’. 


Technical Explanation [1984]: Article XXVIII states that nothing in the Conven- 
tion affects the fiscal privileges of diplomatic agents or consular officers under the 
general rules of international law or under the provisions of special agreements. How- 
ever, various provisions of the Convention could apply to such persons, such as those 
concerning exchange of information, mutual agreement, and non-discrimination: 


Article XXIX — Miscellaneous Rules 


1. The provisions of this Convention shall not restrict in any manner 
any exclusion, exemption, deduction, credit or other allowance now 
or hereafter accorded by the laws of a Contracting State in the de- 
termination of: the tax imposed by that State. 


Art. TI: 1): 


Technical Explanation [1984]: Paragraph 1 states that the provisions of the Con- 
vention do not restrict in any manner any exclusion, exemption, deduction, credit, or 
other allowance accorded by the laws of a Contracting State in the determination of the 
tax imposed by that State. Thus, if a deduction would be allowed for an item in com- 
puting the taxable income of a Canadian resident under the Code, such deduction is 
available to such person in computing taxable income under the Convention. Paragraph 
1 does not, however, authorize a taxpayer to make inconsistent choices between rules 
of the Code and rules of the Convention. For example, if a resident of Canada desires 
to claim the benefits of the “attributable to” rule of paragraphs 1 and 7 of Article VII 
(Business Profits) with respect to the taxation of business profits of a permanent estab- 
lishment, such person must use the “attributable to” concept consistently for all items 
of income and deductions and may not rely upon the “effectively connected” rules of 
the Code to avoid U.S. tax on other items of attributable income. In no event are the 
rules of the Convention to increase overall U.S. tax liability: from what liability would 
be if there were no convention. 


Definitions: “State” — 


2. (a) Except to the extent provided in paragraph 3, this Conven- 
tion shall not affect the taxation by a Contracting State of its 
residents (as determined under Article IV (Residence)) and, in 
the case of the United States, its citizens and companies electing 
to be treated as domestic corporations. 


(b) Notwithstanding the other provisions of this Convention, a 
former citizen or former long-term resident of the United States, 
may, for the period of ten years following the loss of such status, 
be taxed in accordance with the laws of the United States with 
respect to income from sources within the United States \(includ- 
ing income deemed under the domestic law of the United States 
to arise from such sources). 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


11. Former long-term residents 


The term “long-term resident” shall mean any individual who is a lawful perma- 
nent resident of the United States in eight or more taxable years during the pre- 
ceding 15 taxable years. In determining whether the threshold in the preceding 
sentence is met, there shall not count any year in which the individual is treated 
as a resident of Canada under the Convention, or as a resident of any country 
other than the United States under the provisions of any other U.S. tax treaty, 
and, in either case, the individual does not waive the benefits of such treaty ap- 
plicable to residents of the other country. 


12. Special source rules relating to former citizens and long-term residents 


For purposes of subparagraph 2(b) of Article XXIX (Miscellaneous Rules) of the 
Conyention, “income deemed under the domestic law of the United States: to 
arise from such sources” shall consist of gains from the sale orexchange of stock 
of a U.S. company or debt obligations of a U.S. person, the United States, a 
State, or a political subdivision thereof, or the District of Columbia, gains from 
property (other than stock or debt obligations) located in the United States, and, 
in certain cases, income or gain derived from the sale of stock of a non-U.S. 
company or a disposition of property contributed to such non-U.S. company 
where such company would be a controlled foreign corporation with respect to 
the person if such person had continued to be a U.S. person. In addition, an indi- 
vidual who exchanges property that gives rise or would give rise to U.S.-source 
income for property that gives rise to foreign-source income shall be treated as if 
he or she had sold the property that would give rise to U.S. source income for its 
fair market value, and any consequent gain shall be deemed to be income from _ 
sources within the United States. 


Para! 2 amended by 2007 Protocol, art. 24(1), effective for taxable years beginning 
after 2008, but in respect of taxes withheld at source, for amounts paid or credited on or 
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after February 1, 2009 (see art. 27(2) under ‘Application of the 2007 Protocol” at be- 
ginning of treaty). The para. formerly read: 


2. Except as provided in paragraph 3, nothing in the Convention shall be con- 
strued as preventing a Contracting State from taxing its residents (as determined 
under. Article IV (Residence)) and, in the case of the United States, its citizens 
(including a former citizen whose loss of citizenship had as one of its principal 
purposes the avoidance of tax, but only for a period of ten years following such 
loss) and companies electing to be treated as domestic corporations, as if there 
were no convention between the United States and Canada with respect to taxes 
on income and on capital. 


Para. 2 amended by 1983 Protocol, art. XIII, para. 1. 


Definitions: “Canada” — Art. Ill:1(a), ITCIA 5; “company” — Art. III:1(f); “resi- 
dent” — Art. IV; “United States” — Art. III:1(b). 


Technical Explanation [2007 Protocol]: Paragraph 1 replaces paragraph 2 of 
Article XXIX of the existing Convention. New paragraph 2 is divided into two subpar- 
agraphs. In general, subparagraph 2(a) provides a “saving clause” pursuant to which 
the United States and Canada may each:tax its residents, as determined under Article 
TV (Residence), and the United States may tax its citizens and companies, including 
those electing to be treated as domestic corporations (e.g. under Code section 1504(d)), 
as if there were no. convention between the United States and Canada with respect to 
taxes on income and capital: Subparagraph 2(a) contains language that.generally corre- 
sponds to former paragraph 2, but omits certain language pertaining to former citizens, 
which are addressed in new subparagraph 2(b). 


New subparagraph 2(b) generally corresponds to the provisions of former paragraph 2 
addressing former citizens of the United States. However, new subparagraph 2(b) also 
includes a reference to former long-term residents of the United States. This addition, 
as well as other changes in subparagraph 2(b), brings the Convention in conformity 
with the U.S. taxation of former citizens and long-term residents under Code section 
877. 


Similar to subparagraph 2(a), new subparagraph 2(b) operates as a “‘saving clause” and 
provides that notwithstanding the other provisions of the Convention, a former citizen 
or former long-term resident of the United States, may, for a periodof ten years follow- 
ing the loss of such status, be taxed in accordance with the laws of the United States 
with respect to income from sources within the United States (including income 
deemed under the domestic law of the United States to arise from such sources). 


Paragraphs 11 and 12 of the General Note provide definitions based on Code section 
877 that are relevant to the application of paragraph 2 of Article XXIX. Paragraph 11 
of the General Note provides that the term “long-term resident” means any individual 
who is a lawful permanent resident of the United States in eight or more taxable years 
during the preceding 15 taxable years. In determining whether the eight- year threshold 
is met, one does not count any year in which the individual is treated as a resident of 
Canada under this Convention (or as a resident of any country other than the United 
States under the provisions of any other U.S. tax treaty), and the individual does not 
waive the benefits of such treaty applicable to residents of the other country. This un- 
derstanding is consistent with how this provision is > Beucrally. interpreted in U.S. tax 
treaties. 


Paragraph 12 of the General Note provides that the phrase “income deemed under the 
domestic law of the United States to arise from such sources” as used in new subpara- 
graph 2(b) includes gains from the sale or exchange of stock of a U.S. company or debt 
obligations of a U.S. person, the United States, a State, or a political subdivision 
thereof, or the District of Columbia, gains from property (other than stock or debt obli- 
gations) located in the United States, and, in certain cases, income or gain derived from 
the sale of stock of a non-U.S. company or a disposition of property contributed to such 
non-U.S. company where such company would be a controlled foreign corporation 
with respect to the individual if such person had continued to be a ‘U.S. person. In 
addition, an individual who exchanges property that gives rise or would give rise to 
U.S.-source income for property that gives rise to foreign-source income ‘will be treated 
as if he had sold the property that would give rise to U.S.-source income for its fair 
market value, and any consequent gain shall be deemed to be income from sources 
within the United States. 

Technical Explanation [1984]: Paragraph 2 provides a “saving clause” pursuant to 
which Canada and the United States may each tax its residents, as determined under 
Article IV (Residence), and the United States may tax its citizens (including any former 
citizen whose loss of citizenship had as one of its principal purposes the avoidance of 
tax, but only for a period of 10. years, following, such loss) and companies electing 
under Code section 1504(d) to be treated as domestic corporations, as if there were no 
convention between the United States and Canada with respect to taxes on income and 
capital. 


3. The provisions of paragraph 2 shall not affect the obligations un- 
dertaken by a Contracting State: 


(a) under paragraphs 3 and 4 of Article IX (Related Persons), 
paragraphs 6 and 7 of Article XII (Gains), paragraphs 1, 3, 4, 5, 
6(b), 7, 8, 10 and 13 of Article XVII (Pensions and Annuities), 
paragraph 5 of Article XXIX (Miscellaneous Rules), paragraphs 
1,5, and 6 of Article XXIX-B (Taxes Imposed by Reason of 
Death), paragraphs 2, 3,4, and 7 of Article XXIX-B (Taxes Im- 
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posed by Reason of Death) as applied to estates of persons other 
than former citizens referred to in paragraph 2 of this Article, 
paragraphs 3 and 5 of Article XXX (Entry into Force), and Arti- 
cles XIX (Government Service), XXI (Exempt Organizations), 
XXIV (Elimination of Double Taxation), XXV (Non-Discrimi- 
nation) and XXVI (Mutual Agreement Procedure); 


(b) under Article XX (Students), toward individuals who are 
neither citizens of, nor have immigrant status in, that State. 


History: Subpara. 3(a) amended by 2007 Protocol, art. 24(2), effective with respect to 
taxable years beginning after 2008, but in respect of taxes withheld at source, for 
amounts paid or credited on or after February 1, 2009 (see art. 27(2) under “Applica- 
tion of the 2007 Protocol” above). The subpara. formerly read: 


(a) under paragraphs 3 and 4 of Article IX (Related Persons), paragraphs 6 and 7 
of Article XIII (Gains), paragraphs 1, 3, 4, 5, 6(b) and 7 of Article XVIII (Pen- 
sions and Annuities), paragraph 5 of Article XXIX (Miscellaneous Rules), 
paragraphs 1, 5 and 6 of Article XXIX-B (Taxes Imposed by Reason of Death), 
paragraphs 2, 3, 4 and 7 of Article XXIX-B (Taxes Imposed by Reason of 
Death) as applied to the estates of persons other than former citizens referred to 
in paragraph 2 of this Article, paragraphs 3 and 5 of Article XXX (Entry into 
Force), and Articles XIX (Government Service), XXI (Exempt Organizations), 
XXIV (Elimination of Double Taxation), XXV (Non-Discrimination) and XX VI 
(Mutual Agreement Procedure); 


Subpara. 3(a) amended by 1995 Protocol, art. 17(1), generally effective with respect to 
taxable years begining on or after January 1, 1996 (see art. 21(2) and (4) under “Appli- 
cation of the 1995 Protocol” above). Subpara. 3(a) formerly read: 


(a) under paragraphs 3 and 4 of Article IX (Related Persons), paragraphs 6 and 7 
of Article XIII (Gains), paragraphs 1, 3, 4, 5(b) and 6(b) of Article XVIII (Pen- 
sions and Annuities), paragraphs 5 and 7 of Article XXIX (Miscellaneous 
Rules), paragraphs 3 and 5 of Article XXX (Entry into Force), and Articles XIX 
(Government Service), XXI (Exempt Organizations), XXIV (Elimination of 
Double Taxation), XXV (Non-Discrimination) and XXVI (Mutual Agreement 
Procedure); and 


Subpara. 3(a), as amended by 1983 Protocol, art. XIII, para. 2, was replaced by 1984 
Protocol, art. II, para. 1. 


Definitions: “individual” — ITCIA 3, ITA 248(1); “State” — Art. IIJ:1(i). 


Technical Explanation [2007 Protocol]: Paragraph 2 replaces subparagraph 3(a) 
of Article XXIX of the existing Convention. Paragraph 3 provides that, notwithstand- 
ing paragraph 2 of Article XXIX, the United States and Canada must respect specified 
provisions of the Convention in regard to certain persons, including residents and citi- 
zens. Therefore, subparagraph 3(a) lists certain paragraphs and Articles of the Conven- 
tion that represent exceptions to the “saving clause” in all situations. New subparagraph 
3(a) is substantially similar to former subparagraph 3(a), but now contains a reference 
to paragraphs 8, 10, and 13 of Article XVIII (Pensions and Annuities) to reflect the 
changes made to that article in paragraph 3 of Article 13 of the Protocol. 


Technical Explanation [1995 Protocol]: Article 17 of the Protocol amends Article 
XXIX (Miscellaneous Rules) of the Convention. Paragraph | of Article 17 modifies 
paragraph 3(a), the exceptions to the saving clause, to conform the cross-references in 
the paragraph to changes in other parts of the Convention. The paragraph also adds to 
the exceptions to the saving clause certain provisions of Article XXIX B (Taxes Im- 
posed by Reason of Death). Thus, certain benefits under that Article will be granted by 
a Contracting State to its residents and, in the case of the United States, to its citizens, 
notwithstanding the saving clause of paragraph 2 of Article XXIX. 

Technical Explanation [1984]: Paragraph 3 provides that, notwithstanding para- 
graph 2, the United States and Canada must respect certain specified provisions of the 
Convention in regard to residents, citizens, and section 1504(d) companies. Paragraph 
3(a) lists certain paragraphs and Articles of the Convention that represent exceptions to 
the “saving clause” in all situations; paragraph 3(b) provides a limited further exception 
for students who have not acquired immigrant status in the State where they are tempo- 
rarily present. 


4. With respect to taxable years not barred by the statute of limita- 
tions ending on or before December 31 of the year before the year 
in which the Social Security Agreement between Canada and the 
United States (signed in Ottawa on March 11, 1981) enters into 
force, income from personal services not subject to tax by the 
United States under this Convention or the 1942 Convention shall 
not be considered wages or net earnings from self-employment for 
purposes of social security taxes imposed under the /nternal Reve- 
nue Code. 

History: Para. 4 amended by 1983 Protocol, art. XIII, para. 3. 

Definitions: “Canada” — Art. III:1(a), ITCIA 5; “the 1942 Convention” — Art. 
II:1G); “United States” — Art. III:1(b). 


Technical Explanation [1984]: Paragraph 4 provides relief with respect to social 
security taxes imposed on employers, employees, and self-employed persons under 
Code sections 1401, 3101, and 3111. Income from personal services not subject to tax 
by the United States under the provisions of this Convention or the 1942 Convention is 
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not to be considered wages or net earnings from self-employment for purposes of the 
U.S. social security taxes with respect to taxable years of the taxpayer not barred by the 
statute of limitations relating to refunds (under the Code) ending on or before Decem- 
ber 31 of the year before the year in which the Social Security Agreement between 
Canada and the United States (signed in Ottawa on March 11, 1981) enters into force. 
Thus, if that agreement enters into force in 1986, a resident of Canada earning income 
from personal services and such person’s employer may apply for refunds of the em- 
ployee’s and employer’s shares of U.S. social security tax paid attributable to the em- 
ployee’s income from personal services that is exempt from U.S. tax by virtue of this 
Convention or the 1942 Convention. In this example, the refunds would be available 
for social security taxes paid with respect to taxable years not barred by the statute of 
limitations of the Code ending on or before December 31, 1985. For purposes of Code 
section 6611, the date of overpayment with respect to refunds of U.S. tax pursuant to 
paragraph 4 is the later of the date on which the Social Security Agreement between 
Canada and the United States enters into force and the date on which instruments of 
ratification of the Convention are exchanged. 


Under certain limited circumstances, an employee may, pursuant to paragraph 5 of Ar- 
ticle XXX (Entry Into Force), claim an exemption from U.S. tax on wages under the 
1942 Convention for one year after the Convention comes into force. The provisions of 
paragraph 4 would not, however, provide an exemption from U.S. social security taxes 
for such year. 


Paragraph 4 does not modify existing U.S. statutes concerning social security benefits 
or funding. The Social Security Act requires the general funds of the Treasury to reim- 
burse the social security trust funds on the basis of the records of wages and self-em- 
ployment income maintained by the Social Security Administration. The Convention 
does not alter those records. Thus, any refunds of tax made pursuant to paragraph 4 
would not affect claims for U.S, quarters of coverage with respect to social security 
benefits. And such refunds would be charged to general revenue funds, not social se- 
curity trust funds. 


5. Where a person who isa resident of Canada and a shareholder of 
a United States S corporation requests the competent authority of 
Canada to do so, the competent authority may agree, subject to 
terms and conditions satisfactory to such competent authority, to 
apply the following rules for the purposes of taxation in Canada 
with respect to the period during which the agreement is effective: 


(a) the corporation shall be deemed to be a controlled foreign 
affiliate of the person; 


(b) all the income of the corporation shall be deemed to be for- 
eign accrual property income; 


(c) for the purposes of subsection 20(11) of the Income Tax Act, 
the amount of the corporation’s income that is included in the 
person’s income shall be deemed not to be income from a pro- 
perty; and 


(d) each dividend paid to the person on a share of the capital 
stock of the corporation shall be excluded from the person’s in- 
come and shall be deducted in computing the adjusted cost base 
to the person of the share. 


History: Para. 5 amended by 1995 Protocol, art. 17(2), generally effective with respect 
to taxable years begining on or after January 1, 1996 (see art. 21(2) under “Application 
of the 1995 Protocol” above). Para. 5 formerly read: 


5. A beneficiary of a Canadian registered retirement savings plan may elect, 
under rules established by the competent authority of the United States, to defer 
United States taxation with respect to any income accrued in the plan but not 
distributed by the plan, until such time as a distribution is made from such plan, 
or any plan substituted therefor. The provisions of the preceding sentence shall 
not apply to income which is reasonably attributable to contributions made to the 
plan by the beneficiary while he was not a resident of Canada. 


Para. 5 amended by 1983 Protocol, art. XIII, para. 4. 


Definitions: “adjusted cost base” — ITCIA 3, ITA 248(1); “Canada” — Art. III:1(a), 
ITCIA 5; “controlled foreign affiliate’ —ITA 95(1); “corporation”, “dividend” — 
ITCIA 3, ITA 248(1); “foreign accrual property income” — ITA 95(1); “foreign affili- 
ate” —ITCIA 3, ITA 248(1); “person” — Art. IlI:1(e), ITCIA 3, Interpretation Act 
35(1); “share” —ITCIA 3, ITA 248(1); “United States” — Art. III:1(b). 


Technical Explanation [1995 Protocol]: Paragraph 2 of Article 17 replaces 
paragraphs 5 through 7 of Article XXIX of the present Convention with three new 
paragraphs. (Paragraph 5 in the present Convention was moved to paragraph 7 of Arti- 
cle XVIII (Pensions and Annuities), and paragraphs 6 and 7 were deleted as unneces- 
sary.) New paragraph 5 provides a rule for the taxation by Canada of a Canadian resi- 
dent that is a shareholder in a U.S. S corporation. The application of this rule is 
relatively limited, because U.S. domestic law requires that S corporation shareholders 
be either U.S. citizens or U.S. residents. Therefore, the rule provided by paragraph 5 
would apply only to an S corporation shareholder who is a resident of both the United 
States and Canada (i.e., a “dual resident” who meets certain requirements), determined 
before application of the “tie-breaker” rules of Article [V (Residence), or a U.S. citizen 
resident in Canada. Since the shareholder would be subject to U.S. tax on its share of 
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the income of the S corporation as it is earned by the S corporation and, under Cana- 
dian statutory law, would be subject to tax only when the income is distributed, there 
could be a timing mismatch resulting in unrelieved double taxation: Under paragraph 5, 
the shareholder can make a request to the Canadian competent authority for relief under 
the special rules of the paragraph: Under these rules, the Canadian shareholder will be 
subject to Canadian tax on essentially the same basis as he is subject to U.S. tax, thus 
eliminating the timing mismatch. 


Technical Explanation [1984]: Paragraph 5 provides a method to resolve conflicts 
between the Canadian and U.S. treatment of individual retirement accounts. Certain 
Canadian retirement plans which are qualified plans for Canadian tax purposes do not 
meet Code requirements for qualification. As a result, the earnings of such a plan are 
currently included in income, for U.S. tax purposes, rather than being deferred until 
actual distributions are made by the plan. Canada defers current taxes on' the earnings 
of such a plan but imposes tax on actual distributions from the plan. Paragraph 5 is 
designed to avoid a mismatch of U.S. taxable income and foreign tax credits attributa- 
ble to the Canadian tax on such distributions. Under the paragraph a beneficiary of a 
Canadian registered retirement savings plan may elect to defer U.S. taxation with re- 
spect to any income accrued in the plan but not distributed by the plan, until such time 
as a distribution is made from the plani or any substitute plan. The election is to be 
made under rules established by the competent authority of the United States. The elec- 
tion is not available with respect to income accrued in the plan which is reasonably 
attributable to contributions made to the plan by the beneficiary while he was not a 
Canadian resident. 


6. For purposes of paragraph 3 of Article XXII (Consultation) of the 
General Agreement on Trade in Services, the Contracting States 
agree that: 


(a) a measure falls within the scope of the Convention only if: 


(i) the measure relates to a tax to which Article XXV (Non- 
Discrimination) of the Convention applies; or 


(ii) the measure relates to a tax to which Article XXV_ (Non- 
Discrimination) of the Convention does not apply and. to 
which any other provision of the Convention applies, but 
only to the extent that the measure relates to a matter dealt 
with in that other provision of the Convention; and 


(b) notwithstanding paragraph 3 of Article XXII (Consultation) 
of the General Agreement on Trade in Services, any doubt as to 
the interpretation of subparagraph (a) will be resolved under par- 
agraph 3 of Article XX VI (Mutual Agreement Procedure) of the 
Convention or any other procedure agreed to by both Con- 
tracting States. 


History: Para. 6 amended by 1995 Protocol, art. 17(2), generally effective with respect 
to taxable! years begining on or after January 1, 1996 (see art. 21(2) under “Application 
of the 1995 Protocol” above). Para. 6 formerly read: 


6. Notwithstanding any other provision of the Convention, 


(a) where profits, income or gains derived by a trust is to be treated for the 
purposes of the Convention as income of a resident of a Contracting State, 
and a principal purpose for the establishment, acquisition or maintenance of 
the trust was to obtain a benefit under the Convention or the 1942 Conven- 
tion for persons who are not residents of that State, Articles VI (Income 
from Real Property) through XXIV (Elimination of Double Taxation) shall 
not apply in relation to the profits, income or gains of the trust; and | 


(b) Articles VI (Income from Real Property) through XXIV (Elimination of 
Double Taxation) shall not apply to non-resident-owned investment corpora- 
‘tions as defined under section 133 of the Income Tax Act of Canada, or 
under any similar pois enacted by Canada after the date of signature of 
the Protocol. 


Para. 6 amended by 1983 Protocol, art: XIII, para. 5. 


Technical Explanation [1995 Protocol]: The Protocol adds to Article XXIX a 
new paragraph 6, which provides a coordination rule for the Convention and the Gen- 
eral Agreement on Trade in Services (“GATS”). Paragraph 6(a) provides that, for pur- 
poses of paragraph 3 of Article XXII (Consultation) of the GATS, a measure falls 
within the scope of the Convention only if the measure relates to a tax (1) to which 
Article XXV (Non-Discrimination) of the Convention applies, or (2) to which Article 
XXV does not apply and to which any other provision of the Convention applies, but 
only to the extent that the measure relates to a matter dealt with in that other provision. 
Under paragraph 6(b), notwithstanding paragraph 3 of Article XXII of the GATS, any 
doubt as to the'interpretation of subparagraph (a) will be resolved under paragraph 3 of 
Article XX VI (Mutual Agreement Procedure) of the Convention or any other procedure 
agreed to by both Contracting States. 


GATS generally obliges its Members to provide national treatment and most-favored- 
nation treatment to services and service suppliers of other Members. A very broad ex- 
ception from the national treatment obligation applies to direct taxes. An exception 
from the most-favored-nation obligation applies to a difference in treatment resulting 
from an international agreement on the avoidance of double taxation (a “tax agree- 
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ment”) or from provisions on the avoidance of double taxation in any other interna- 
tional agreement or arrangement by which the Member is bound. 


Article XXII(3) of GATS specifically provides that there will be no access to GATS 
procedures to settle a national treatment dispute concerning a measure that falls within 
the scope of a tax agreement. This provision preserves the exclusive application of 
nondiscrimination obligations in the tax agreement and clarifies that the competent au- 
thority mechanism provided by the tax agreement will apply, instead of GATS proce- 
dures, to resolve nondiscrimination disputes involving the taxation of services and ser- 
vice suppliers. 


In the event of a disagreement between Members as to whether a measure falls within 
the scope of a tax agreement that existed at the time of the entry into force of the 
Agreement establishing the World Trade Organization, Article XXII(2), footnote 11, of 
GATS reserves the resolution of the dispute to the Contracting States under the tax 
agreement. In such a case, the issue of the scope of a tax agreement may be resolved 
under GATS procedures (rather than tax treaty procedures) only if both parties to the 
existing tax agreement consent. With respect to subsequent tax agreements, GATS pro- 
vides that either Member may bring the jurisdictional matter before the Council for 
Trade In Services, which ‘will refer the matter to arbitration for a decision that will be 
final and binding on the Members. 


Both Canada and, the. United States agree that a protocol to a convention that is 
grandfathered under Article XXII(2), footnote 11, of GATS is also grandfathered. Ney- 
ertheless, since the Protocol extends the application of the Convention, and particularly 
the nondiscrimination article, to additional taxes (e.g.,; some non-income taxes imposed 
by Canada), the negotiators sought to remove any ambiguity and agreed to a provision 
that clarified the scope of the Convention and the relationship between the Convention 
and GATS. 


The purpose of new paragraph 6(a) of the Convention is to provide the agreement of 
the Contracting States as to the measures considered to fall within the scope of the 
Convention in, applying Article XXII(3) of GATS between the Contracting States. The 
purpose of new paragraph 6(b) is, to reserve the resolution of the issue of the scope of 
the Convention for purposes of Article XXII(3) of GATS to the competent authorities 
under the Convention rather than to settlement under GATS. procedures. 


Technical Explanation [1984]: Paragraph 6 provides rules denying the benefits of 
the Convention in certain situations where both countries believed that granting bene- 
fits would be inappropriate. Paragraph 6(a) provides that Articles VI (Income from 
Real Property) through XXIV (Elimination of Double Taxation) shall not apply to prof- 
its, income or gains derived by a trust which is treated as the income of a resident of a 
Contracting State (see paragraph 1 of Article IV (Residence)), if a principal purpose of 
the establishment, acquisition or maintenance of the trust was to obtain a benefit under 
the Convention or the 1942 Convention for persons who are not residents of that State. 
For example, the provision could be applied to a case where a non-resident of the 
United States created a United States trust to derive dividend income from Canada and 
a principal purpose of the establishment or maintenance of the trust was to obtain the 
reduced rate of Canadian tax under Article X (Dividends) for the non-resident. Para- 
graph 6(b) provides that Articles VI through XXIV shall not apply to Canadian non- 
resident owned investment companies, as defined in section 133 of the Income Tax Act, 
or under a similar provision that is subsequently enacted. This provision operates to 
deny the benefits of the Convention to a Canadian non-resident owned investment 
company, and does not affect the grant of benefits to other persons. Thus, for example, 
a dividend paid by such a company to a shareholder who is a U.S. resident is subject to 
the reduced rates of tax provided by Article X. The denial of the benefits of Articles VI 
through XXIV in such cases applies notwithstanding any other provision of the Con- 
vention. A Canadian non-resident owned investment company may, however, be enti- 
tled to claim the benefits of the 1942 Convention for ‘an additional one-year period, 
pursuant to paragraph 5 of Article XXX (Entry into Force). Where the provisions of 
this paragraph apply, the Contracting State in which the income arises may tax such 
income under its domestic law. 


7. The appropriate authority of a Contracting State may request 
consultations with the appropriate authority of the other Contracting 
State to. determine whether change to the Convention is appropriate 
to respond to changes in the law or policy of that other State. Where 
domestic legislation enacted by a Contracting State unilaterally 
removes or significantly limits any material benefit otherwise pro- 
vided by the Convention, the appropriate authorities shall promptly 
consult for the purpose of considering an appropriate change to the 
Convention. 

History: Para. 7 amended by 1995 Protocol, art. 17(2), generally effective with respect 


to taxable years begining on or after January 1, 1996 (see art. 21(2) under “Application 
of the 1995 Protocol” above). Para: ‘7 formerly read: 


7. One-half of the total amount of benefits under the social security legislation in 
Canada paid in a taxable year to.a,resident of Canada who is a citizen, of the 
United States shall be exempt from: taxation in the United States. 


Para. 7 added by 1984 Protocol, art. II, para. 2. 
Definitions: “State” — Art. III:1(i). 


Technical Explanation [1995 Protocol]: The Protocol also adds to Article XXIXa 
new paragraph 7, relating to certain changes in the law or treaty policy of either of the 
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Contracting States. Paragraph 7 provides, first, that in response to a change in the law 
or policy of either State, the appropriate authority of either State may request consulta- 
tions with its counterpart in the other State to determine whether a change in the Con- 
vention is appropriate. If a change in domestic legislation has unilaterally removed or 
significantly limited a material benefit provided by the Convention, the appropriate au- 
thorities are instructed by the paragraph to consult promptly to consider an appropriate 
amendment to the Convention. The “appropriate authorities” may be the Contracting 
States themselves or the competent authorities under the Convention. The consultations 
may be initiated by the authority of the Contracting State making the change in law or 
policy or by the authority of the other State. Any change in the Convention recom- 
mended as a result of this process can be implemented only through the negotiation, 
signature, ratification, and entry into force of a new protocol to the Convention. 


Technical Explanation [1984]: Paragraph 7 provides rules for the U.S. taxation of 
Canadian social security benefits paid to a resident of Canada who is a U.S. citizen. 
These rules are described in the discussion of paragraph 5 of Article X VIII (Pensions 
and Annuities). 


Article XXIX-A — Limitation on Benefits 


1. For the purposes of the application of this Convention by a Con- 
tracting State, 


(a) a qualifying person shall be entitled to all of the benefits of 
this Convention; and 


(b) except as provided in paragraphs 3, 4 and 6, a person that is 
not a qualifying person shall not be entitled to any benefits of 
this Convention. 


History: Para. 1 amended by 2007 Protocol, art. 25 to substitute “a Contracting State” 
for “the United States” and (in para. (b)) “this Convention” for “the Convention”, ef- 
fective with respect to taxable years beginning after 2008, but in respect of taxes with- 
held at source, for amounts paid or credited on or after February 1, 2009 (see art. 27(2) 
under “Application of the 2007 Protocol” above). 


Definitions: “qualifying person” — Art. XXIX:2; “State” — Art. III:1(i). 


1.T. Technical News: 41 (Sth protocol to the Canada-US Tax Convention — limita- 
tion on benefits). 


Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 


Technical Explanation [2007 Protocol]: Article 25 of the Protocol replaces Arti- 
cle XXIX A (Limitation on Benefits) of the existing Convention, which was added to 
the Convention by the Protocol done on March 17, 1995. Article XXIX A addresses the 
problem of “treaty shopping” by residents of third States by requiring, in most cases, 
that the person seeking benefits not only be a U.S. resident or Canadian resident but 
also satisfy other tests. For example, a resident of a third State might establish an entity 
resident in Canada for the purpose of deriving income from the United States and 
claiming U.S. treaty benefits with respect to that income. Article XXIX A limits the 
benefits granted by the United States or Canada under the Convention to those persons 
whose residence in the other Contracting State is not considered to have been moti- 
vated by the existence of the Convention. As replaced by the Protocol, new Article 
XXIX A is reciprocal, and many of the changes to the former paragraphs of Article 
XXIX A are made to effectuate this reciprocal application. 


Absent Article XXIX_A, an entity resident in one of the Contracting States would be 
entitled to benefits under the Convention, uniess it were denied such benefits as a result 
of limitations under domestic law (e.g., business purpose, substance-over-form, step 
transaction, or conduit principles or other anti-avoidance rules) applicable to a particu- 
lar transaction or arrangement. As noted below in the explanation of paragraph 7, gen- 
eral anti-abuse provisions of this sort apply in conjunction with the Convention in both 
the United States and Canada. In the case of the United States, such anti-abuse provi- 
sions complement the explicit anti-treaty-shopping rules of Article XXIX A. While the 
anti-treaty-shopping rules determine whether a person has a sufficient nexus to Canada 
to be entitled to benefits under the Convention, the anti-abuse provisions under U.S. 
domestic law determine whether a particular transaction should be recast in accordance 
with the substance of the transaction. 


New paragraph | of Article XXIX A provides that, for the purposes of the application 
of the Convention, a “qualifying person” shall be entitled to all of the benefits of the 
Convention and, except as provided in paragraphs 3, 4, and 6, a person that is not a 
qualifying person shall not be entitled to any benefits of the Convention. 


Technical Explanation [1995 Protocol]: In general 


Article 18 of the Protocol adds a new Article XXIX A (Limitation on Benefits) to the 
Convention. Article XXIX A addresses the problem of “treaty shopping” by requiring, 
in most cases, that the person seeking U.S. treaty benefits not only be a Canadian resi- 
dent but also satisfy other tests. In a typical case of treaty shopping, a resident of a third 
State might establish an entity resident in Canada for the purpose of deriving income 
from the United States and claiming U.S. treaty benefits with respect to that income. 
Article XXIX A limits the benefits granted by the United States under the Convention 
to those persons whose residence in Canada is not considered to have been motivated 
by the existence of the Convention. Absent Article XXIX A, the entity would be enti- 
tled to U.S. benefits under the Convention as a resident of Canada, unless it were de- 


Canada—U.S. Tax Convention - 


nied benefits as a result of limitations (e.g., business purpose, substance-over-form, 
step transaction, or conduit principles or other anti-avoidance rules) applicable to a par- 
ticular transaction or arrangement. General anti-abuse provisions of this sort apply in 
conjunction with the Convention in both the United States and Canada. In the case of 
the United States, such anti-abuse provisions complement the explicit anti-treaty-shop- 
ping rules of Article XXIX A. While the anti-treaty-shopping rules determine whether 
a person has a sufficient nexus to Canada to be entitled to treaty benefits, general anti- 
abuse provisions determine whether a particular transaction should be recast in accor- 
dance with the substance of the transaction. 


The present Convention deals with treaty-shopping in a very limited manner, in para- 
graph 6 of Article XXIX, by denying benefits to Canadian residents that benefit from 
specified provisions of Canadian law. The Protocol removes that paragraph 6 from Ar- 
ticle XXIX, because it is superseded by the more general provisions of Article XXIX 
A. 


The Article is not reciprocal, except for paragraph 7. Canada prefers to rely on general 
anti-avoidance rules to counter arrangements involving treaty-shopping through the 
United States. 


The structure of the Article is as follows: Paragraph 1 states that, in determining 
whether a resident of Canada is entitled to U.S. benefits under the Convention, a “qual- 
ifying person” is entitled to all of the benefits of the Convention, and other persons are 
not entitled to benefits, except where paragraphs 3, 4, or 6 provide otherwise. Para- 
graph 2 lists a number of characteristics, any one of which will make a Canadian resi- 
dent a qualifying person. These are essentially mechanical tests. Paragraph 3 provides 
an alternative rule, under which a Canadian resident that is not a qualifying person 
under paragraph 2 may claim U.S. benefits with respect to those items of U.S. source 
income that are connected with the active conduct of a trade or business in Canada. 
Paragraph 4 provides a limited “derivative benefits” test for entitlement to benefits with 
respect to U.S. source dividends, interest, and royalties beneficially owned by a resi- 
dent of Canada that is not a qualifying person. Paragraph 5 defines certain terms used 
in the Article. Paragraph 6 requires the U.S. competent authority to grant benefits to a 
resident of Canada that does not qualify for benefits under any other provision of the 
Article, where the competent authority determines, on the basis of all factors, that bene- 
fits should be granted. Paragraph 7 clarifies the application of general anti-abuse 
provisions. 


2. For the purposes of this Article, a qualifying person is a resident 
of a Contracting State that is: 


(a) a natural person; 


(b) a Contracting State or a political subdivision or local author- 
ity thereof, or any agency or instrumentality of any such State, 
subdivision or authority; 


(c) a company or trust whose principal class of shares or units 
(and any disproportionate class of shares or units) is primarily 
and regularly traded on one or more recognized stock 
exchanges; 


(d) a company, if five or fewer persons each of which is a com- 
pany or trust referred to in subparagraph (c) own directly or in- 
directly more than 50 percent of the aggregate vote and value of 
the shares and more than SO percent of the vote and value of 
each disproportionate class of shares (in neither case including 
debt substitute shares), provided that each company or trust in 
the chain of ownership is a qualifying person; 


(e) 


(i) a company, 50 percent or more of the aggregate vote and 
value of the shares of which and 50 percent or more of the 
vote and value of each disproportionate class of shares (in 
neither case including debt substitute shares) of which is not 
owned, directly or indirectly, by persons other than qualify- 
ing persons; or 


(ii) a trust, 50 percent or more of the beneficial interest in 
which and 50 percent or more of each disproportionate inter- 
est in which, is not owned, directly or indirectly, by persons 
other than qualifying persons; 


where the amount of the expenses deductible from gross income 
(as determined in the State of residence of the company or trust) 
that are paid or payable by the company or trust, as the case may 
be, for its preceding fiscal period (or, in the case of its first fiscal 
period, that period) directly or indirectly, to persons that are not 
qualifying persons is less than 50 percent of its gross income for 
that period; 


(f) an estate; 
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(g)a not-for-profit organization, provided that more than half of 
the beneficiaries, members or participants of the organization 
are qualifying persons; 


(h) a trust, company, organization or other arrangement de- 
scribed in paragraph 2 of Article XXI (Exempt Organizations) 
and established for the purpose of providing benefits ‘primarily 
to individuals who are qualifying persons, or persons who were 
qualifying persons within the five preceding years; or 


(i) a trust, company, organization or other arrangement de- 
scribed in paragraph 3 of Article XXI (Exempt Organizations) 
provided that the beneficiaries of the trust, company, organiza- 
tion or other arrangement are described in subparagraph (g) or 
(h). 
History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention”, states: 


14. Limitation on Benefits 


The United States and Canada are part of the same regional free trade area and, 
as a result, the Convention reflects the fact that publicly traded companies resi- 
dent in one country may be traded on a stock exchange of the other country. 
Nevertheless, the Contracting States agree that in making future amendments to 
the Convention, they shall consult on possible modifications to subparagraph 
2(c) of Article XXIX A (Limitation on Benefits) of the Convention (including, 
modifications necessary to discourage corporate inversion transactions). 


Para. 2 amended by 2007 Protocol, art. 25, effective with respect to taxable years be- 
ginning after 2008, but in respect of taxes withheld at source, for amounts paid or 
credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


2. For the purposes of this Article, a “qualifying person” is a resident of Canada 
that is: 


(a) a natural person; 


(b) the Government of Canada or a political subdivision or local authority 
thereof, or any agency or instrumentality of any such government, subdiyi- 
sion or authority; 


(c) a company or trust in whose principal class of shares or units there is 
substantial and regular trading on a recognized stock exchange; 


(d) a company more than 50 per cent of the vote and value of the shares 
(other than debt substitute shares) of which is owned, directly or indirectly, 
by five or fewer persons each of which is a company or trust referred to in 
subparagraph (c), provided that each company or trust in the chain of owner- 
ship is a qualifying person or a resident or citizen of the United States; 


(e) 
(i) a company 50 per cent or more of 'the vote’ and value of the shares 
(other than debt substitute shares) of which is not owned, directly or 


indirectly, by persons other than qualifying persons or residents or citi- 
zens of the United States, or 


(ii) a trust 50 per cent or more of the beneficial interest in which is not 
owned, directly or indirectly, by persons other than qualifying persons 
or residents or citizens of the United States, 


where the amount of the expenses deductible from gross income that are 
paid or payable by the company or trust, as the case may be, for its preced- 
ing fiscal period (or, in the case of its first fiscal period, that period) to per- 
sons that are not qualifying persons or residents or citizens of the United 
States is less than 50 per cent of its gross income for that period; 


(f) an estate; 


(g) a not-for-profit organization, provided that more than half of the benefi- 
ciaries, members or participants of the organization are qualifying persons or 
residents or citizens of the United States; or 


(h) an organization described in paragraph 2 of Article XXI (Exempt Orga- 
nizations) and established for the purpose of providing benefits primarily to 
individuals who are qualifying persons, persons who, were qualifying per- 
sons within the five preceding years, or residents or citizens of the United 
States. 
Definitions: “company” — Art. III:1(f); “debt substitute share” — Art. XXIX-A:5(a); 
“disproportionate class” — Art. XXIX-A:5(b);  “‘disproportionate , interest” — Art. 
XXIX-A:5(c); “individual” —ITCIA 3, ITA 248(1); “not-for-profit organization” — 
Art. XXIX-A:5(d); “person” — Art. III: 1(e), ITCIA 3, Interpretation Act 35(1); “prin- 
cipal class” — Art. XXIX-A:5(e); “recognized stock exchange” — Art. XXIX-A:5(f); 
“share” —ITCIA 3, ITA 248(1); ‘State’ — Art. I1@); “trust? —ITCIA 3, ITA 
104(1), 248(1). 
1.T. Technical News: 41 (Sth protocol to the Canada-US Tax Convention — limita- 
tion on benefits). 
Technical Explanation [2007 Protocol]: New paragraph 2 lists a number of 
characteristics any one of which will make a United States or Canadian resident a qual- 
ifying person. The “‘look-through” principles introduced by the Protocol (e.g. paragraph 
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6 of Article [V (Residence)) are to be applied in conjunction with Article XXIX A. 
Accordingly, the provisions of Article IV shall determine the person who derives an 
item of income, and the objective tests of Article XXIX A shall be applied to that 
person to determine whether benefits shall be granted. The’ rules are: essentially 
mechanical tests and are discussed below. 


Individuals and governmental entities 


Under new paragraph 2, the first two categories of qualifying persons are (1) natural 
persons resident in the United States or Canada (as listed in subparagraph 2(a)), and (2) 
the Contracting States, political subdivisions or local authorities thereof, and any 
agency or instrumentality of such Government, political subdivision or local authority 
(as listed in subparagraph 2(b)). Persons falling into these two categories are unlikely 
to be used, as the beneficial owner of income, to derive benefits under the Convention 
on behalf of a third-country person. If such a person receives income as a nominee on 
behalf of a third-country resident, benefits will be denied with respect to those items of 
income under the articles of the Convention that would otherwise grant the benefit, 
because of the requirements in those articles that the beneficial owner of the income be 
a resident of a Contracting State. 


Publicly traded entities 


Under new subparagraph 2(c), a company or trust resident in a Contracting State is a 
qualifying person if the company’s, principal class of shares, and any disproportionate 
class of shares, or the trust’s units, or disproportionate interest-in a trust, are’ primarily 
and regularly traded on one or more recognized stock exchanges. The term “recognized 
stock exchange” is defined in subparagraph 5(f) of the Article to mean, in the United 
States, the NASDAQ System and any stock exchange registered as a national securities 
exchange with the Securities and Exchange Commission, and, in Canada, any Canadian 
stock exchanges that are “prescribed stock exchanges” or “designated stock exchanges” 
under the Income Tax Act. These are, at the time of signature of the Protocol, the Mon- 
treal Stock Exchange, the Toronto Stock Exchange, and Tiers 1 and 2 of the TSX Ven- 
ture Exchange. Additional exchanges may be added to the list of recognized exchanges 
by exchange of notes between the Contracting States or by agreement between the 
competent authorities. 


If a company has only one class of shares, it is only necessary to consider whether the 
shares of that class meet the relevant trading requirements. If the company has more 
than one class of shares, it is necessary as an initial matter to’ determine which class or 
classes constitute the “principal class of shares.” The term “principal class of shares” is 
defined in subparagraph 5(e) of the Article to mean the ordinary or common shares of 
the company representing the majority of the aggregate voting power and value of the 
company. If the company does not have a class of ordinary or common shares repre- 
senting the majority of the aggregate voting power and value of the company, then the 
“principal class of shares” is that class or any combination of classes of shares that 
represents, in the aggregate, a majority of the voting power and value of the company. 
Although in a particular case involving a company with several classes of shares it is 
conceivable that more than one group of classes could be identified that account for 
more than 50% of the voting power and value of the shares of the company, it is only 
necessary for one such group to satisfy the requirements of this subparagraph in order 
for the company to be entitled to benefits. Benefits would not be denied to the company 
even if a second, non-qualifying, group of shares with more than half of the company’s 
voting power and value could be identified. 


A company whose principal class of shares is regularly traded on a recognized stock 
exchange will nevertheless not qualify for benefits under subparagraph 2(c) if it has a 
disproportionate class of shares that is not regularly traded on a recognized stock ex- 
change. The term “disproportionate class of shares” is defined in subparagraph 5(b) of 
the Article. A company has.a disproportionate class of shares if it has outstanding a 
class of shares which is subject to terms or other arrangements that entitle the holder to 
a larger portion of the company’s income, profit, or gain. in the other Contracting State 
than that to which the holder would'be entitled in the absence of such terms or arrange- 
ments. Thus, for example, a company has a disproportionate class of shares if it has 
outstanding a class of “tracking stock” that pays dividends based, upon a formula that 
approximates the company’s return on its assets employed in the United States. Similar 
principles apply to determine whether or not there are disproportionate interests in.a 
trust. 


The following example illustrates the application of subparagraph 5(b). 


Example. OCo is a corporation resident in Canada. OCo ‘has two classes of shares: 
Common and Preferred. The Common shares are listed and regularly traded on a'desig- 
nated stock exchange in Canada. The Preferred, shares have no voting rights and are 
entitled to receive dividends equal in amount to interest payments that OCo receives 
from unrelated borrowers in the United States. The Preferred shares are owned entirely 
by a single investor that is a resident of a country with which the United States does not 
have a tax treaty. The Common shares account for more than 50 percent of the value of 
OCo and for 100 percent of the voting power. Because the owner of the, Preferred 
shares is entitled to receive payments corresponding to the U.S.-source interest income 
earned by OCo, the Preferred shares are a disproportionate class of shares. Because the 
Preferred shares are not primarily and regularly traded on a recognized stock exchange, 
OCo will not qualify for benefits under subparagraph 2(c). 


The term “regularly traded” is not defined in the Convention. In accordance with para- 
graph 2 of Article III (General Definitions) and paragraph 1 of the General Note, this 
term will be defined by reference to the domestic tax laws of the State from which 
benefits of the Convention are sought, generally the source State. In the case of the 
United States, this term is understood to have the meaning it has under Treas. Reg. 
section 1.884-5(d)(4)(i)(B), relating to the branch tax provisions of the Code, as may be 
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amended from time to time. Under these regulations, a class of shares is considered to 
be “regularly traded” if two requirements are met: trades in the class of shares are made 
in more than de minimis quantities on at least 60 days during the taxable year, and the 
aggregate number of shares in the class traded during the year is at least 10 percent of 
the average number of shares outstanding during the year. Sections 1.884-5(d)(4)()(A), 
(ii) and (iii) will not be taken into account for purposes of defining the term “regularly 
traded” under the Convention. 


The regularly-traded requirement can be met by trading on one or more recognized 
stock exchanges. Therefore, trading may be aggregated for purposes of this require- 
ment. Thus, a U.S. company could satisfy the regularly traded requirement through 
trading, in whole or in part, on a recognized stock exchange located in Canada. Author- 
ized but unissued shares are not considered for purposes of this test. 


The term “primarily traded” is not defined in the Convention. In accordance with para- 
graph 2 of Article III (General Definitions) and paragraph 1 of the General Note, this 
term will have the meaning it has under the laws of the State concerning the taxes to 
which the Convention applies, generally the source State. In the case of the United 
States, this term is understood to have the meaning it has under Treas. Reg. section 
1.884-5(d)(3), as may be amended from time to time, relating to the branch tax provi- 
sions of the Code. Accordingly, stock of a corporation is “primarily traded” if the num- 
ber of shares in the company’s principal class of shares that are traded during the taxa- 
ble year on all recognized stock exchanges exceeds the number of shares in the 
company’s principal class of shares that are traded during that year on all other estab- 
lished securities markets. 


Subject to the adoption by Canada of other definitions, the U.S. interpretation of “regu- 
larly traded” and “primarily traded” will be considered to apply, with such modifica- 
tions as circumstances require, under the Convention for purposes of Canadian 
taxation. 


Subsidiaries of publicly traded entities 


Certain companies owned by publicly traded corporations also may be qualifying per- 
sons. Under subparagraph 2(d), a company resident in the United States or Canada will 
be a qualifying person, even if not publicly traded, if more than 50 percent of the vote 
and value of its shares, and more than 50 percent of the vote and value of each dispro- 
portionate class of shares, is owned (directly or indirectly) by five or fewer persons that 
are qualifying persons under subparagraph 2(c). In addition, each company in the chain 
of ownership must be a qualifying person. Thus, for example, a company that is a 
resident of Canada, all the shares of which are owned by another company that is a 
resident of Canada, would qualify for benefits of the Convention if the principal class 
of shares (and any disproportionate classes of shares) of the parent company are regu- 
larly and primarily traded on a recognized stock exchange. However, such a subsidiary 
would not qualify for benefits under subparagraph 2(d) if the publicly traded parent 
company were a resident of a third state, for example, and not a resident of the United 
States or Canada. Furthermore, if a parent company qualifying for benefits under sub- 
paragraph 2(c) indirectly owned the bottom-tier company through a chain of subsidiar- 
ies, each subsidiary in the chain, as an intermediate owner, must be a qualifying person 
in order for the bottom-tier subsidiary to meet the test in subparagraph 2(d). 


Subparagraph 2(d) provides that a subsidiary can take into account ownership by as 
many as five companies, each of which qualifies for benefits under subparagraph 2(c) 
to determine if the subsidiary qualifies for benefits under subparagraph 2(d). For exam- 
ple, a Canadian company that is not publicly traded but that is owned, one-third each, 
by three companies, two of which are Canadian resident corporations whose principal 
classes of shares are primarily and regularly traded on a recognized stock exchange, 
will qualify under subparagraph 2(d). 

By applying the principles introduced by the Protocol (e.g. paragraph 6 of Article IV) 
in the context of this rule, one “looks through” entities in the chain of ownership that 
are viewed as fiscally transparent under the domestic laws of the State of residence 
(other than entities that are resident in the State of source). 


The 50-percent test under subparagraph 2(d) applies only to shares other than “debt 
substitute shares.” The term “debt substitute shares” is defined in subparagraph 5(a) to 
mean shares defined in paragraph (e) of the definition in the Canadian Income Tax Act 
of “term preferred shares” (see subsection 248(1) of the Income Tax Act), which relates 
to certain shares received in debt-restructuring arrangements undertaken by reason of 
financial difficulty or insolvency. Subparagraph S(a) also provides that the competent 
authorities may agree to treat other types of shares as debt substitute shares. 


Ownership/base erosion test 


Subparagraph 2(e) provides a two-part test under which certain other entities may be 
qualifying persons, based on ownership and lack of “base erosion.” A company resi- 
dent in the United States or Canada will satisfy the first of these tests if 50 percent or 
more of the vote and value of its shares and 50 percent or more of the vote and value of 
each disproportionate class of shares, in both cases not including debt substitute shares, 
is not owned, directly or indirectly, by persons other than qualifying persons. Similarly, 
a trust resident in the United States or Canada will satisfy this first test if 50 percent or 
more of its beneficial interests, and 50 percent or more of each disproportionate inter- 
est, is not owned, directly or indirectly, by persons other than qualifying persons. The 
wording of these tests is intended to make clear that, for example, if a Canadian com- 
pany is more than SO percent owned, either directly or indirectly (including cumulative 
indirect ownership through a chain of entities), by a U.S. resident corporation that is, 
itself, wholly owned by a third-country resident other than a qualifying person, the 
Canadian company would not pass the ownership test. This is because more than 50 
percent of its shares is owned indirectly by a person (the third-country resident) that is 
not a qualifying person. 
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It is understood by the Contracting States that in determining whether a company satis- 
fies the ownership test described in subparagraph 2(e)(i), a company, 50 percent of 
more of the aggregate vote and value of the shares of which and 50 percent or more of 
the vote and value of each disproportionate class of shares (in neither case including 
debt substitute shares) of which is owned, directly or indirectly, by a company de- 
scribed in subparagraph 2(c) will satisfy the ownership test of subparagraph 2(e)(i). In 
such case, no further analysis of the ownership of the company described in subpara- 
graph 2(c) is required. Similarly, in determining whether a trust satisfies the ownership 
test described in subparagraph 2(e)(ii), a trust, 50 percent or more of the beneficial 
interest in which and 50 percent or more of each disproportionate interest in which, is 
owned, directly or indirectly, by a trust described in subparagraph (2)(c) will satisfy the 
ownership test of subparagraph (2)(e)(ii), and no further analysis of the ownership of 
the trust described in subparagraph 2(c) is required. 


The second test of subparagraph 2(e) is the so-called “base erosion” test. A company or 
trust that passes the ownership test must also pass this test to be a qualifying person 
under this subparagraph. This test requires that the amount of expenses that are paid or 
payable by the entity in question, directly or indirectly, to persons that are not qualify- 
ing persons, and that are deductible from gross income (with both deductibility and 
gross income as determined under the tax laws of the State of residence of the company 
or trust), be less than 50 percent of the gross income of the company or trust. This test 
is applied for the fiscal period immediately preceding the period for which the qualify- 
ing person test is being applied. If it is the first fiscal period of the person, the test is 
applied for the current period. 


The ownership/base erosion test recognizes that the benefits of the Convention can be 
enjoyed indirectly not only by equity holders of an entity, but also by that entity’s 
obligees, such as lenders, licensors, service providers, insurers and reinsurers, and 
others. For example, a third-country resident could license technology to a Canadian- 
owned Canadian corporation to be sub-licensed to a U.S. resident. The U.S.-source 
royalty income of the Canadian corporation would be exempt from U.S. withholding 
tax under Article XII (Royalties) of the Convention. While the Canadian corporation 
would be subject to Canadian corporation income tax, its taxable income could be re- 
duced to near zero as a result of the deductible royalties paid to the third-country resi- 
dent. If, under a convention between Canada and the third country, those royalties were 
either exempt from Canadian tax or subject to tax at a low rate, the U.S. treaty benefit 
with respect to the U.S.-source royalty income would have flowed to the third-country 
resident at little or no tax cost, with no reciprocal benefit to the United States from the 
third country. The ownership/base erosion test therefore requires both that qualifying 
persons substantially own the entity and that the entity’s tax base is not substantially 
eroded by payments (directly or indirectly) to nonqualifying persons. 


For purposes of this subparagraph 2(e) and other provisions of this Article, the term 
“shares” includes, in the case of a mutual insurance company, any certificate or con- 
tract entitling the holder to voting power in the corporation. This is consistent with the 
interpretation of similar limitation on benefits provisions in other U.S. treaties. In Can- 
ada, the principles that are reflected in subsection 256(8.1) of the Income Tax Act will 
be applied, in effect treating memberships, policies or other interests in a corporation 
incorporated without share capital as representing an appropriate number of shares. 


The look-through principles introduced by the Protocol (e.g. new paragraph 6 of Arti- 
cle IV) are to be taken into account when applying the ownership and base erosion 
provisions of Article XXIX A. Therefore, one “looks through” an entity that is viewed 
as fiscally transparent under the domestic laws of the residence State (other than enti- 
ties that are resident in the source State) when applying the ownership/base erosion 
test. Assume, for example, that USCo, a company incorporated in the United States, 
wishes to obtain treaty benefits by virtue of the ownership and base erosion rule. USCo 
is owned by USLLC, an entity that is treated as fiscally transparent in the United 
States. USLLC in turn is wholly owned in equal shares by 10 individuals who are 
residents of the United States. Because the United States views USLLC as fiscally 
transparent, the 10 U.S. individuals shall be regarded as the owners of USCo for pur- 
poses of the ownership test. Accordingly, USCo would satisfy the ownership require- 
ment of the ownership/base erosion test. However, if USLLC were instead owned in 
equal shares by four U.S. individuals and six individuals who are not residents of either 
the United States or Canada, USCo would not satisfy the ownership requirement. Simi- 
larly, for purposes of the base erosion test, deductible payments made to USLLC will 
be treated as made to USLLC’s owners. 


Other qualifying persons 


Under new subparagraph 2(f), an estate resident in the United States or Canada is a 
qualifying person entitled to the benefits of the Convention. 


New subparagraphs 2(g) and 2(h) specify the circumstances under which certain types 
of not-for-profit organizations will be qualifying persons. Subparagraph 2(g) provides 
that a not-for-profit organization that is resident in the United States or Canada is a 
qualifying person, and thus entitled to benefits, if more than half of the beneficiaries, 
members, or participants in the organization are qualifying persons. The term “not- 
forprofit organization” of a Contracting State is defined in subparagraph 5(d) of the 
Article to mean an entity created or established in that State that is generally exempt 
from income taxation in that State by reason of its not-for-profit status. The term in- 
cludes charities, private foundations, trade unions, trade associations, and similar 
organizations. 


New subparagraph 2(h) specifies that certain trusts, companies, organizations, or other 
arrangements described in paragraph 2 of Article XXI (Exempt Organizations) are 
qualifying persons. To be a qualifying person, the trust, company, organization or other 
arrangement must be established for the purpose of providing pension, retirement, or 
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employee benefits primarily to individuals who are (or were, within any of the five 
preceding years) qualifying persons. A trust, company, organization, or other arrange- 
ment will be considered to be established for the purpose of providing benefits prima- 
rily to such persons if more than 50 percent of its beneficiaries, members, or partici- 
pants are such persons. Thus, for example, a Canadian Registered Retirement Savings 
Plan (“RRSP”) of a former resident of Canada who is working temporarily outside of 
Canada would continue to be a qualifying person during the period of the indiyidual’s 
absence from Canada or for five years, whichever is shorter. A Canadian pension fund 
established to provide benefits to persons employed by a company would be a qualify- 
ing person only if most of the, beneficiaries of the fund are (or were within the five 
preceding years) individual residents of Canada or residents or citizens of the United 
States. 


New subparagraph 2(i) specifies that certain trusts, companies, organizations, or other 
arrangements described in paragraph 3 of Article XXI (Exémpt Organizations) are 
qualifying persons. To be a qualifying person, the beneficiaries of a trust, company, 
organization or other arrangement must be described in subparagraph 2(g) or 2(h). 


The provisions of paragraph 2 are self-executing, unlike the provisions of paragraph 6, 
discussed below. The tax authorities may, of course, on review, determine that the tax- 
payer has improperly interpreted the paragraph and is not entitled to the benefits 
claimed. 


Technical Explanation [1995 Protocol]: Individuals and governmental entities 


Under paragraph 2, the first two categories of qualifying persons are (1) individual 
residents of Canada, and (2) the Government of Canada, a political subdivision or local 
authority thereof, or an agency or instrumentality of that Government, political subdivi- 
sion, or local authority. It is considered unlikely that persons falling into these two 
categories can be used, as the beneficial owner of income, to derive treaty benefits on 
behalf of a third-country person. If a person is receiving income as a nominee on behalf 
of a third-country resident, benefits will be denied with respect to those items of in- 
come under the articles of the Convention that grant the benefit, because of the require- 
ments in those articles that the beneficial owner of the income be a resident of a Con- 
tracting State. 


Publicly traded entities 


Under subparagraph (c) of paragraph 2, a Canadian resident company or trust is a qual- 
ifying person if there is substantial and regular trading in the company’s principal class 
of shares, or in the trust’s units, on a recognized stock exchange. The term “recognized 
stock exchange” is defined in paragraph 5(a) of the Article to mean, in the United 
States, the NASDAQ System and any stock exchange registered as a national securities 
exchange with the Securities and Exchange Commission, and, in Canada, any Canadian 
stock exchanges that are “prescribed stock exchanges” under the Income Tax Act. 
These: are, at the time of signature of the Protocol, the Alberta, Montreal, Toronto, 
Vancouver, and Winnipeg Stock Exchanges. Additional exchanges may be added to the 
list of recognized exchanges by exchange of notes between the Contracting States or by 
agreement between the competent authorities. 


Certain companies owned by publicly traded corporations also may be qualifying per- 
sons. Under subparagraph (d) of paragraph 2, a Canadian resident company will be a 
qualifying person, even if not publicly traded, if more than 50 percent of the vote and 
value of its shares is owned (directly or indirectly) by five or fewer persons that would 
be qualifying persons under subparagraph (c). In addition, each company in the chain 
of ownership must be a qualifying person or a U.S. citizen or resident. Thus, for exam- 
ple, a Canadian company that is not publicly traded but that is owned, one-third each, 
by three companies, two of which are Canadian resident corporations whose principal 
classes of shares are substantially and regularly traded on a recognized stock exchange, 
will qualify under subparagraph (d). 


The 50-percent test under subparagraph (d) applies only to shares other than “debt sub- 
stitute shares.” The term “debt substitute shares” is defined in paragraph 5 to mean 
shares defined in paragraph (e) of the definition in the Canadian Income Tax Act of 
“term preferred shares” (see section 248(1) of the Income Tax Act), which relates to 
certain shares received in debt-restructuring arrangements undertaken by reason of fi- 
nancial difficulty or insolvency. Paragraph 5 also provides that the competent authori- 
ties may agree to treat other types of shares as debt substitute shares. 


Ownership/base erosion test 


Subparagraph (e) of paragraph 2 provides a two-part test under which certain: other 
entities may be qualifying persons, based on ownership and “base erosion.” Under the 
first.of these tests, benefits will be granted to a Canadian resident company if 50 per- 
cent or more of the vote and value of its shares (other than debt substitute shares), or to 
a Canadian resident trust if 50 percent or more of its beneficial interest, is not owned, 
directly or indirectly, by persons other than qualifying persons or U.S. residents or citi- 
zens. The wording of these tests is intended to make clear that, for example, if a Cana- 
dian company is more than 50 percent owned by a U.S. resident corporation that is, 
itself, wholly owned by a third-country resident, other than a U.S, citizen, the Canadian 
company would not pass the ownership test. This is because more than 50 percent of its 
shares is owned indirectly by a person (the third-country resident) that is not a qualify- 
ing person ora citizen or resident of the United States. 


For purposes of this subparagraph (e) and other provisions of this Article, the term 
“shares” includes, in the case of a mutual insurance company, any certificate or con- 
tract entitling the holder to. yoting power in the corporation. This is consistent with the 
interpretation of similar limitation on benefits provisions in other U.S. treaties. 


The second test of subparagraph (e) is the so-called “base erosion” test. A Canadian 
company or trust that passes the ownership test must also pass this test to be a qualify- 
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ing person. This test requires that the amount of expenses that are paid or payable by 
the Canadian entity in question to persons that are not qualifying persons or U.S. citi- 
zens or residents, and that are deductible from gross income, be less than 50 percent of 
the gross income of the company or trust. This test is applied for the fiscal period 
immediately preceding the period for which the qualifying person test is being applied. 
If it is the first fiscal period of the person, the test is applied for the current period. 


The ownership/base erosion test recognizes that the benefits of the Convention can be 
enjoyed indirectly not only by equity holders of an entity, but also by that entity’s 
obligees, such’ as. lenders, licensors, service providers, insurers and reinsurers, and 
others. For example, a third-country resident could license technology to a Canadian- 
owned Canadian corporation to be sub-licensed to a U.S. resident. The U.S. source 
royalty income of the Canadian corporation would be exempt from U.S. withholding 
tax under Article XII (Royalties) of the Convention (as amended by the Protocol). 
While the Canadian corporation would be subject to Canadian corporation income tax, 
its taxable income could be reduced to near zero as a result of the deductible royalties 
paid to the third-country resident. If, under a Convention between ‘Canada and the third 
country, those royalties were either exempt from Canadian tax or subject to tax ata low 
rate, the U.S. treaty benefit with respect to the U.S. source royalty income would have 
flowed to the third-country resident at little or no tax cost, with no reciprocal benefit to 
the United States from the third country. The ownership/base erosion test therefore re- 
quires both that qualifying persons or U.S. residents or citizens substantially own the 
entity and that the entity’s deductible payments be made in substantial part to such 
persons. 


Other qualifying persons 


Under subparagraph (f) of paragraph 2; a Canadian resident estate is a qualifying per- 
son, entitled to the benefits of the Convention with respect to its U.S. source income. 


Subparagraphs (g) and (h) specify the circumstances under which certain types of not- 
for-profit organizations will be qualifying persons. Subparagraph (g) of paragraph 2 
provides that a not-for-profit organization that is a resident of Canada is a qualifying 
person, and thus entitled to U.S. benefits, if more than half of the beneficiaries, mem- 
bers, or participants in the organization are qualifying persons or citizens or residents 
of the United States. The term “not-for-profit organization” of a Contracting State is 
defined in subparagraph (b) of paragraph 5 of the Article to mean an entity created or 
established in that State that is generally exempt from income taxation in that State by 
reason of its not-for-profit status. The term includes charities, private foundations, trade 
unions, trade associations, and similar organizations. 


Subparagraph (h) of paragraph 2 specifies that certain organizations described in para- 
graph 2 of Article XXI (Exempt Organizations), as amended by Article'10 of the Proto- 
col, are qualifying persons. To be a qualifying person, such an organization must be 
established primarily for the purpose of providing pension, retirement, or employee 
benefits to individual residents of Canada who are (or were, within any of the five 
preceding years) qualifying-persons, or to citizens or residents of the United States. An 
organization will be considered to be established “primarily” for this purpose if more 
than 50 percent of its beneficiaries, members, or participants are such persons. Thus, 
for example, a Canadian Registered Retirement Savings Plan (“RRSP”) of a former 
resident of Canada who is working temporarily outside of Canada would continue to be 
a qualifying person during the period of the individual’s absence’ from Canada or for 
five years, whichever is shorter. A Canadian pension fund established to provide bene- 
fits to persons employed by a'company would be a qualifying person only if most of 
the’ beneficiaries of the fund are (or were within the five preceding years) individual 
residents of Canada or residents or citizens of the United States. 


The provisions of paragraph 2 are self-executing, unlike the provisions of paragraph 6, 
discussed below. The tax authorities may, of course, on review, determine that the tax- 
payer has improperly interpreted the paragraph and is not entitled to the benefits 
claimed. 


3. Where a person is a resident of a Contracting State and is not a 
qualifying person, and that person, or a person related thereto, is 
engaged in the active conduct of a trade or business in that State 
(other than the business of making or managing investments, unless 


_ those activities are carried on with customers. in the ordinary course 


of business by a bank, an insurance company, a registered securities 
dealer or a deposit-taking financial institution), the benefits of this 
Convention shall apply to that resident person with respect to in- 
come derived from the other Contracting State in connection with 
or incidental to. that trade or business (including any such income 
derived directly or indirectly by that resident person through one or 
more other persons that are residents of that other State), but only if 
that trade or business is substantial in relation to the activity carried 
on in that other State giving rise to the income in respect of which 
benefits provided under this Convention by that other State are 
claimed. 


History: Para. 3 amended by 2007 Protocol, art. 25, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
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or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


3. Where a person that is a resident of Canada and is not a qualifying person of 
Canada, or a person related thereto, is engaged in the active conduct of a trade or 
business in Canada (other than the business of making or managing investments, 
unless those activities are carried on with customers in the ordinary course of 
business by a bank, an insurance company, a registered securities dealer or a 
deposit-taking financial institution), the benefits of the Convention shall apply to 
that resident person with respect to income derived from the United States in 
connection with or incidental to that trade or business, including any such in- 
come derived directly or indirectly by that resident person through one or more 
other persons that are residents of the United States. Income shall be deemed to 
be derived from the United States in connection with the active conduct of a 
trade or business in Canada only if that trade or business is substantial in relation 
to the activity carried on in the United States giving rise to the income in respect 
of which benefits provided under the Convention by the United States are 
claimed. 


Definitions: “bank”, “business” —ITCIA 3, ITA 248(1); “person” — Art. III:1(e), 
ITCIA 3, Interpretation Act 35(1); “qualifying person” — Art. XXIX:2; “registered se- 
curities dealer’ — ITCIA 3, ITA 248(1); “resident” — Art. IV; “State” — Art. III:1(i). 


1.T. Technical News: 41 (Sth protocol to the Canada-US Tax Convention — limita- 
tion on benefits). 


Technical Explanation [2007 Protocol]: Paragraph 3 provides an alternative rule, 
under which a United States or Canadian resident that is not a qualifying person under 
paragraph 2 may claim benefits with respect to those items of income that are con- 
nected with the active conduct of a trade or business in its State of residence. 


This is the so-called “active trade or business” test. Unlike the tests of paragraph 2, the 
active trade or business test looks not solely at the characteristics of the person deriving 
the income, but also at the nature of the person’s activity and the connection between 
the income and that activity. Under the active trade or business test, a resident of a 
Contracting State deriving an item of income from the other Contracting State is enti- 
tled to benefits with respect to that income if that person (or a person related to that 
person under the principles of Code section 482, or in the case of Canada, section 251 
of the Income Tax Act) is engaged in an active trade or business in the State where it is 
resident, the income in question is derived in connection with, or is incidental to, that 
trade or business, and the size of the active trade or business in the residence State is 
substantial relative to the activity in the other State that gives rise to the income for 
which benefits are sought. Further details on the application of the substantiality re- 
quirement are provided below. 


Income that is derived in connection with, or is incidental to, the business of making or 
managing investments will not qualify for benefits under this provision, unless those 
investment activities are carried on with customers in the ordinary course of the busi- 
ness of a bank, insurance company, registered securities dealer, or deposit-taking finan- 
cial institution. 


Income is considered derived “in connection” with an active trade or business if, for 
example, the income-generating activity in the State is “upstream,” “downstream,” or 
parallel to that conducted in the other Contracting State. Thus, for example, if the U.S. 
activity of a Canadian resident company consisted of selling the output of a Canadian 
manufacturer or providing inputs to the manufacturing process, or of manufacturing or 
selling in the United States the same sorts of products that were being sold by the 
Canadian trade or business in Canada, the income. generated by that activity would be 
treated as earned in connection with the Canadian trade or business. Income is consid- 
ered “incidental” to a trade or business if, for example, it arises from the short-term 
investment of working capital of the resident in securities issued by persons in the State 
of source. 


An item of income may be considered to be earned in connection with or to be inciden- 
tal to an active trade or business in the United States or Canada even though the resi- 
dent claiming the benefits derives the income directly or indirectly through one or more 
other persons that are residents of the other Contracting State. Thus, for example, a 
Canadian resident could claim benefits with respect to an item of income earned by a 
U.S. operating subsidiary but derived by the Canadian resident indirectly through a 
wholly-owned U.S. holding company interposed between it and the operating subsidi- 
ary. This language would also permit a resident to derive income from the other Con- 
tracting State through one or more residents of that other State that it does not wholly 
own. For example, a Canadian partnership in which three unrelated Canadian compa- 
nies each hold a one-third interest could form a wholly-owned U.S. holding company 
with a U.S. operating subsidiary. The “directly or indirectly” language would allow 
otherwise unavailable treaty benefits to be claimed with respect to income derived by 
the three Canadian partners through the U.S. holding company, even if the partners 
were not considered to be related to the U.S. holding company under the principles of 
Code section 482. 


As described above, income that is derived in connection with, or is incidental to, an 
active trade or business in a Contracting State, must pass the substantiality requirement 
to qualify for benefits under the Convention. The trade or business must be substantial 
in relation to the activity in the other Contracting State that gave rise to the income in 
respect of which benefits under the Convention are being claimed. To be considered 
substantial, it is not necessary that the trade or business be as large as the income- 
generating activity. The trade or business cannot, however, in terms of income, assets, 
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or other similar measures, represent only a very small percentage of the size of the 
activity in the other State. 


The substantiality requirement is intended to prevent treaty shopping. For example, a 
third-country resident may want to acquire a U.S. company that manufactures televi- 
sion sets for worldwide markets; however, since its country of residence has no tax 
treaty with the United States, any dividends generated by the investment would be sub- 
ject to a U.S. withholding tax of 30 percent. Absent a substantiality test, the investor 
could establish a Canadian corporation that would operate a small] outlet in Canada to 
sell a few of the television sets manufactured by the U.S. company and earn a very 
small amount of income. That Canadian corporation could then acquire the U.S. manu- 
facturer with capital provided by the third-country resident and produce a very large 
number of sets for sale in several countries, generating a much larger amount of in- 
come. It might attempt to argue that the U.S.-source income is generated from business 
activities in the United States related to the television sales activity of the Canadian 
parent and that the dividend income should be subject to U.S. tax at the 5 percent rate 
provided by Article X (Dividends) of the Convention. However, the substantiality test 
would not be met in this example, so the dividends would remain subject to withhold- 
ing in the United States at a rate of 30 percent. 


It is expected that if a person qualifies for benefits under one of the tests of paragraph 
2, no inquiry will be made into qualification for benefits under paragraph 3. Upon satis- 
faction of any of the tests of paragraph 2, any income derived by the beneficial owner 
from the other Contracting State is entitled to treaty benefits. Under paragraph 3, how- 
ever, the test is applied separately to each item of income. 


Technical Explanation [1995 Protocol]: Active trade or business test 


Paragraph 3 provides an eligibility test for benefits for residents of Canada that are not 
qualifying persons under paragraph 2. This is the so-called “active trade or business” 
test. Unlike the tests of paragraph 2, the active trade or business test looks not solely at 
the characteristics of the person deriving the income, but also at the nature of the activ- 
ity engaged in by that person and the connection between the income and that activity. 
Under the active trade or business test, a resident of Canada deriving an item of income 
from the United States is entitled to benefits with respect to that income if that person 
(or a person related to that person under the principles of /nternal Revenue Code sec- 
tion 482) is engaged in an active trade or business in Canada and the income in ques- 
tion is derived in connection with, or is incidental to, that trade or business. 


Income that is derived in connection with, or is incidental to, the business of making or 
managing investments will not qualify for benefits under this provision, unless those 
investment activities are carried on with customers in the ordinary course of the busi- 
ness of a bank, insurance company, registered securities dealer, or deposit-taking finan- 
cial institution. 


Income is considered derived “in connection” with an active trade or business in the 
United States if, for example, the income-generating activity in the United States is 
“upstream,” “downstream,” or parallel to that conducted in Canada. Thus, if the U.S. 
activity consisted of selling the output of a Canadian manufacturer or providing inputs 
to the manufacturing process, or of manufacturing or selling in the United States the 
same sorts of products that were being sold by the Canadian trade or business in Can- 
ada, the income generated by that activity would be treated as earned in connection 
with the Canadian trade or business. Income is considered “incidental” to the Canadian 
trade or business if, for example, it arises from the short-term investment of working 
capital of the Canadian resident in U.S. securities. 


An item of income will be considered to be earned in connection with or to be inciden- 
tal to an active trade or business in Canada if the income is derived by the resident of 
Canada claiming the benefits directly or indirectly through one or more other persons 
that are residents of the United States. Thus, for example, a Canadian resident could 
claim benefits with respect to an item of income earned by a U.S. operating subsidiary 
but derived by the Canadian resident indirectly through a wholly-owned U.S. holding 
company interposed between it and the operating subsidiary. This language would also 
permit a Canadian resident to derive income from the United States through one or 
more U.S. residents that it does not wholly own. For example, a Canadian partnership 
in which three unrelated Canadian companies each hold a one-third interest.could form 
a wholly-owned U.S. holding company with a U.S. operating subsidiary. The “directly 
or indirectly” language would allow otherwise available treaty benefits to be claimed 
with respect to income derived by the three Canadian partners through the U.S. holding 
company, even if the partners were not considered to be related to the U.S. holding 
company under the principles of Internal Revenue Code section 482. 


Income that is derived in connection with, or is incidental to, an active trade or business 
in Canada, must pass an additional test to qualify for U.S. treaty benefits. The trade or 
business in Canada must be substantial in relation to the activity in the United States 
that gave rise to the income in respect of which treaty benefits are being claimed. To be 
considered substantial, it is not necessary that the Canadian trade or business be as 
large as the U.S. income-generating activity. The Canadian trade or business cannot, 
however, in terms of income, assets, or other similar measures, represent only a very 
small percentage of the size of the U.S. activity. 


The substantiality requirement is intended to prevent treaty-shopping. For example, a 
third-country resident may want to acquire a U.S. company that manufactures televi- 
sion sets for worldwide markets; however, since its country of residence has no tax 
treaty with the United States, any dividends generated by the investment would be sub- 
ject to a U.S. withholding tax of 30 percent. Absent a substantiality test, the investor 
could establish a Canadian corporation that would operate a small outlet in Canada to 
sell a few of the television sets manufactured by the U.S..company and earn a very 
small amount of income. That Canadian corporation could then acquire the U.S. manu- 
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facturer with capital provided by the third-country resident and produce a very large 
number of sets for sale in several countries, generating a much larger amount of in- 
come. It might attempt to argue that the U.S. source income is generated from business 
activities in the United States related-to the television sales activity of the Canadian 
parent and that the dividend income should be subject to U.S. tax at,the 5 percent rate 
provided by. Article X of the Conyention, as amended by the Protocol. However, the 
substantiality test would not be met in this example, so the dividends would remain 
subject to withholding in the United States at a rate of 30 percent, — 


In general, it is expected that if a person qualifies for benefits under one of the tests of 
paragraph 2, no inquiry will be made into qualification for benefits under paragraph 3. 
Upon satisfaction of any of the tests of paragraph 2, any income derived by the benefi- 
cial owner from the other Contracting State is entitled to treaty benefits. Under para- 
graph 3, however, the test is applied separately to each item of income. 


4. A company that is a resident of a Contracting State shall also be 
entitled to the benefits of Articles X (Dividends), XI (Interest) and 
XII (Royalties) df: 


(a) its shares that represent more than 90 percent. of the aggre- 
gate vote and value of all of its shares and.at least 50 percent of 
the vote and value of any disproportionate class of shares (in 
neither case including debt substitute shares) are owned, directly 
or indirectly, by persons each of whom is a qualifying pou or 
a person who: 


‘(i) is a resident of a country with which the other Contracting 
State has a comprehensive income tax convention and is enti- 
tled to all of the benefits provided by that other State under 
that convention; 


(ii) would qualify for benefits under paragraphs 2 or 3 if that 
person were a resident of the first-mentioned State (and, for 
the purposes of paragraph 3, if the business it carried’ on in 
the country of which it is a resident were carried on by it in 
the first-mentioned State); and 


(iii) would be entitled to a rate of tax in the other Contracting 
State under the convention between that person’s country of 
residence and that other State, in respect of the particular 
class of income for which benefits are being claimed under 
this Convention, that is at least as low.as. the rate applicable 
under this Convention; and 


(b) the amount of the expenses deductible from gross income (as 
determined in the company’s State of residence) that are paid or 
payable by the company for its preceding fiscal period (or, in the 
case.of its first fiscal period, that period) directly or indirectly to 
persons that are not qualifying persons is less than 50 percent of 
the company’s gross income for that period. 


History: Para. 4 amended by 2007 Protocol, art. 25, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


4. A company that is a resident of Canada shall also be entitled to the benefits of 
Articles X (Dividends), XI (Interest) and XII (Royalties) if 


(a) its shares that represent more than 90 per, cent.of the aggregate vote and 
value represented by all of its shares (other than debt substitute shares) are 
owned, directly or indirectly, by persons each of whom is a qualifying per- 
son, a resident or citizen of the United States or a person who 


(i) is a resident of a country with which the United States has a compre- 
hensive income tax convention and is entitled to ‘all of the benefits pro- 
vided by the United States under that convention; 


(ii) would qualify for benefits under paragraphs 2 or 3 if that person 
were a resident of Canada (and, for the purposes of paragraph 3, if the 
business it carried on in the country of which it is a resident were carried 
on by it in Canada); and 


(iii) would be entitled toa rate of United States tax under the convention 
between that person’s country of residence and the United States, in re- 
spect of the particular class of income for which benefits are being 
claimed under this Convention, that is at least as low as the rate applica- 
ble under this Convention; and 


(b) the amount of the expenses deductible from gross income that are paid or 
payable by the:company for its preceding fiscal period (or, in the case of its 
first fiscal period, that period) to persons that are not qualifying persons or 
residents or citizens of the United States is less than 50 ae cent of the eroRs 
income of the company for that period. 


Definitions: “business” — ITCIA 3; ITA 248(1); “company” — Art. IIT:1(f); “debt 
substitute share’ — Art. XXIX-A:5(a); “disproportionate class” —— Art. XXIX-A:5(b); 
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“fiscal period” — ITCIA 3, ITA 249.1; “person” — Art. III:1(e), ITCIA 3, Interpreta- 
tion Act 35(1); “qualifying person” — Art. XXIX:2; “resident” — Art. IV; “share” — 
ITCIA 3, ITA 248(1);\“State” — Art. TI:1()- 


Technical Explanation [2007 Protocol]: Paragraph 4 provides a limited “deriva- 
tive benefits” test that entitles a company that is a resident of the United States or 
Canada to the benefits of Articles X (Dividends), XI (Interest), and XII (Royalties), 
even if the company is not a qualifying person and does not satisfy the active trade or 
business test of paragraph 3. In general, a derivative benefits test entitles the resident of 
a Contracting State to treaty benefits if the owner of the resident would have been 
entitled to the same’ benefit had the income in question been earned directly’ by that 
owner. To qualify under this paragraph, the company must satisfy both the ownership 
test in subparagraph 4(a) and the base erosion test of subparagraph 4(b). 


Under subparagraph 4(a), the derivative benefits ownership test requires that the com- 
pany’s shares representing more than 90 percent of the aggregate vote and value of all 
of the shares of the company, and at least 50 percent of the vote and value of any 
disproportionate class of shares, in neither case including debt substitute shares, be 
owned directly or indirectly by persons each of whom is either (i) a qualifying person 
or (ii) another person that satisfies each of three tests. The three tests of subparagraph 
4(a) that must be satisfied by these other persons are as follows: 


First, the other person must be a resident of a third State with which the’ Contracting 
State that is granting benefits has a comprehensive income tax convention, The other 
person must be entitled to all of the benefits under that convention. Thus, if the person 
fails to satisfy the limitation on benefits tests, if any, of that convention, ‘no benefits 
would be granted under this paragraph. Qualification for benefits under an active trade 
or business test does, not suffice for these purposes, because that test grants benefits 
only for certain items, of income, not for all purposes of the convention. 


Second, the other person must be a,person that would qualify for benefits with respect 
to the item of income for which benefits are sought under one or more of the tests of 
paragraph 2 or 3 of Article XXIX A, if the person were a resident of the Contracting 
State that is not providing benefits for the item of income and, for purposes of para- 
graph 3, the business were carried on in that State. For example, a person resident in a 
third country would be deemed to be a person that would. qualify under the publicly- 
traded test of paragraph 2 of Article XXIX A.if the principal class of its shares were 
primarily and regularly traded on a stock exchange recognized either under the Con- 
vention between the United States and Canada or under the treaty between the Con- 
tracting State granting benefits and the third country. Similarly, a company resident in a 
third country would be deemed to satisfy the ownership/base erosion test of paragraph 
2 under this, hypothetical analysis if, for example, it were wholly owned by an indivi- 
dual resident in that third country and the company’s tax base were not substantially 
eroded by payments (directly or indirectly) to nonqualifying persons. 


The third requirement is that the rate of tax on the item. of income in respect of which 
benefits are. sought must be at least as low under the convention between the person’s 
country of residence and the Contracting State granting benefits as it is under the 
Convention. 


Subparagraph 4(b) sets forth the base erosion test. This test requires that the amount of 
expenses that are paid or payable by the company in question, directly or indirectly, to 
persons that are not qualifying persons under the Convention, and that are deductible 
from gross income (with both deductibility and gross income as determined under the 
tax laws of the State of residence of the company), be less than 50 percent of the gross 
income of the company. This test is applied for the fiscal period immediately preceding 
the period for which the test is being applied. If itis the first fiscal period of the person, 
the test is applied for the current period. This test is qualitatively the same as the base 
erosion test of subparagraph 2(e). 


Technical Explanation [1995 Protocol]: Derivative benefits test 


Paragraph 4 of Article XXIX A contains a so-called “derivative benefits” rule not gen- 
erally found in U.S. treaties. This rule was included in the Protocol because of the 
special economic relationship between the United States and Canada and the close co- 
ordination between the tax administrations of the two countries. 


Under the derivative benefits rule, a Canadian resident company may receive the bene- 
fits of Articles X (Dividends), XI (Interest), and XII (Royalties), even if the company is 
not a qualifying person and does not satisfy the active trade or business test of para- 
graph 3. To qualify under this paragraph, the Canadian company must satisfy both (i) 
the base erosion test under subparagraph (e) of paragraph 2, and (ii) an ownership test. 


The derivative benefits ownership test requires that shares (other than debt substitute 
shares) representing more than 90 percent of the vote and value of the Canadian com- 
pany be owned directly or indirectly by either (i) qualifying persons or U.S. citizens or 
residents, or (ii) other persons that satisfy each of three tests. The three tests that must 
be satisfied by these other persons are as follows: 


First, the person must be a resident of a third State with which the United States has a 
comprehensive income tax convention and be entitled to all of the benefits under that 
convention. Thus, if the person fails to satisfy the limitation on benefits tests, if any, of 
that convention, no benefits would be granted under this paragraph. Qualification for 
benefits under an active trade or business test does not suffice for these purposes, be- 
cause that test grants benefits only for certain items of income, not for all purposes of 
the convention. 


Second, the person must be a person that would qualify for benefits with respect to the 
item of income for which benefits are sought under one or more of the tests of para- 
graph 2 or 3 of this Convention, if the person were’a resident of Canada and, for pur- 
poses of paragraph 3, the business were carried’ on in Canada. For example, a person 
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resident m a third country would be deemed to be a person that would qualify under the 
publicly-traded test of paragraph 2 of this Convention if the principal class of its shares 
were substantially and regularly traded on a stock exchange recognized either under the 
treaty between the United States and Canada or under the treaty between the United 
States and the third country. Similarly, a company resident im a third country would be. 
deemed to satisfy the ownership/base erosion test of paragraph 2 under this hypotheti- 
cal analysis if, for example, it were wholly owned by an individual resident im that third 
country and most of its deductible payments were made to individual residents of that 
country (ie. it satisfied base erosion). 

The third requirement is that the rate of U.S. withholding tax on the item of income in 
respect of which benefits are sought must be at least as low under the convention be- 
tween the person’s country of residence and the United States as under this 
Convention. 


5. For the purposes of this Article. 
(a) the term “debt substitute share” means: 
(i) a share described in paragraph (e) of the definition “term 
preferred share” in the Income Tax Act, as it may be 
amended from time to time without changing the general 
principle thereof: and 


(ii) such other type of share as may be agreed upon by the 
competent authorities of the Contracting States. 


(b) the term “disproportionate class of shares” means any 
class of shares of a company resident in one of the Contracting 
States that entitles the shareholder to disproportionately higher 
participation, through dividends, redemption payments or other- 
wise, in the earnings generated in the other State by particular 
assets or activities of the company: 


(c) the term “disproportionate interest in a trust” means any 
interest in a trust resident in one of the Contracting States that 
entitles the interest holder to disproportionately higher participa- 
tion in, or claim to, the earnings generated in the other State by 
particular assets or activities of the trust: 


(d) the term “not-for-profit organization” of a Contracting 
State means an entity created or established in that State and that 
is. by reason of its not-for-profit status, generally exempt from 
income taxation in that State, and includes a private foundation. 
charity. trade union, trade association or similar organization; 


(e) the term “principal class of shares” of a company means the 
ordinary or common shares of the company. provided that such 
class of shares represents the majority of the voting power and 
value of the company. If no single class of ordinary or common 
shares represents the majority of the aggregate voting power and 
value of the company, the “principal class of shares” are those 
classes that in the aggregate represent a majority of the aggre- 
gate voting power and value of the company: and 


(f) the term “recognized stock exchange” means: 


(i) the NASDAQ System owned by the National Association 
of Securities Dealers, Inc. and any stock exchange registered 
with the Securities and Exchange Commission as a national 
securities exchange for purposes of the Securities Exchange 
Act of 1934; 


(ii) Canadian stock exchanges that are “prescribed stock ex- 
changes” or “designated stock exchanges” under the Income 
Tax Act; and 


(iii) any other stock exchange agreed upon by the Con- 
tracting States in an exchange of notes or by the competent 
authorities of the Contracting States. 
History: Para. 5 amended by 2007 Protocol, art. 25, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 
5. For the purposes of this Article, 
(a) the term “recognized stock exchange” means: 
(i) the NASDAQ System owned by the National Association of Securi- 
ties Dealers, Inc. and any stock exchange registered with the Securities 


and Exchange Commission as a national securities exchange for pur- 
poses of the Securities Exchange Act of 1934; 


(ii) Canadian stock exchanges that are “prescribed stock exchanges” 
under the Income Tax Act; and 
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(ii) any other stock exchange agreed upon by the Contracting States m 
an exchange of notes or by the competent authonties of the Contractme 
States: 
(b) the term “not-for-profit organization” of a Contracting State means an en- 
tity created or established im that State and that is. by reason of its not-for- 
profit status, generally exempt from income taxation im that State. and m- 
cludes a private foundation. charity. trade union. trade associafion or similar 
organization: and 
fc) the term “debt substitute share™ means: 
(i) a share described in paragraph (e) of the definition term preferred 
share™ in the Income Tax Act, a5 #t may be amended from Ome to time 
without changing the general principle thereof. and 
(ii) such other type of share as may be agreed upon by the competent 
authorities of the Contracting States. 
Definitions: “competent authority” — Art. Ill-i(g); “designated stock exchange™ — 
ITA 248(1), 262. ITCIA 3; “private foundation” — ITCIA 3, ITA 2481), “State” — 
Art. TII-1(i); “term preferred share” — ITCIA 3, ITA 248(1). 
Technical Explanation [2007 Protocol]- Paracraph 5 defines certain temms used in 
the Article. These terms were identified and discussed m connection with new para- 
graph 2. above. 


6. Where a person that is a resident of a Contracting State is not 
entitled under the preceding provisions of this Article to the benefits 
provided under this Convention by the other Contracting State. the 
competent authority of that other State shall. upon that person's re- 
quest, determine on the basis of all factors including the history. 
structure, ownership and operations of that person whether: 
(a) its creation and existence did not have as a principal purpose 
the obtaining of benefits under this Convention that would not 
otherwise be available; or 
(b) it would not be appropriate, having regard to the purpose of 
this Article, to deny the benefits of this Convention to that 
person. 
The person shall be granted the benefits of this Convention by that 
other State where the competent authority determines that subpara- 
graph (a) or (b) applies. 
History: Para. 6 amended by 2007 Protocol, art. 25. effective with respect to taxable 
years beginning after 2008, but m respect of taxes withheld at source. for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para_ formerly read: 


6. Where a person that is a resident of Canada is not entitled under the preced- 
ing provisions of this Article to the benefits provided under the Convention by 
the United States, the competent authority of the Untied States shall. upon that 
person's request, determine on the basis of all factors mcludine the history. 
Structure. ownership and operations of that person whether 
(a) its creation and existence did not have as a principal purpose the ob- 
taining of benefits under ithe Convention that would not otherwise be 
available; or 
(b) it would not be appropriate. having regard to the purpose of this Arti 
cle, to deny the benefits of the Convention to that person. 
The person shall be granted the benefits of the Convention by the United 
States where the competent authority determines that subparasraph (a) or (b) 
applies. 
Definitions: “competent authority” — Ast. Hil-1(g); “person” — Art Ti l(e) ITCIA 
3, Interpretation Act 33(1); “resident” — Art IV; “State” — Art Hifi) 
.T. Technical News: 41 (5th protocol to the Canada-US Tax Convention — fmita- 
tion on benefits). 
Technical Explanation [2007 Protocol]: Pzragraph 6 provides that when a resi- 
dent of a Contracting State derives mcome from the other Contracting State and is not 
entitled to the benefits of the Convention under other provisions of the Article. benefits 
may, nevertheless be granted at the discretion of the competent authority of the other 
Contracting State. This determination can be made with respect to all benefits under the 
Convention or on an item by item basis. In making a determimation under this para- 
graph. the competent authority will take into account all relevant facts and circum- 
stances relating to the person requesting the benefits. In particular. the competent au- 
thority will consider the history, structure. ownership (including ultimate beneficial 
ownership), and operations of the person. In addition, the competent authority is to 
consider (1) whether the creation and existence of the person did not have as a principal 
purpose obtaining treaty benefits that would not otherwise be available to the person. 
and (2) whether it would not be appropriate, m view of the purpose of the Article, to 
deny benefits. If the competent authority of the other Contracting State detemmines that 
either of these two standards is satisfied, benefits shall be granted. 
For purposes of implementing new paragraph 6, a taxpayer will be pemmitied to present 
his case to the competent authority for an advance determination based on a full disclo— 
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sure of all pertinent information. The taxpayer will not be required to wait until it has 
been determined that benefits are denied under one of the other provisions of the Arti- 
cle. It also is expected that, if and when the competent authority determines that bene- 
fits are to be allowed, they will be allowed retroactively to the time of entry into force 
of the relevant provision of the Convention or the establishment of the structure in 


question, whichever is later (assuming that the taxpayer also qualifies under the rele- 
vant facts for the earlier period). 


Technical Explanation [1995 Protocol]: Competent authority discretion 


Paragraph 6 provides that when‘a resident of Canada derives income from the United 
States and is not entitled to the benefits of the Convention under other provisions of the 
Article, benefits may, nevertheless be granted at the discretion of the U.S. competent 
authority. In making a determination under this paragraph, the competent authority will 
take into account all relevant facts and circumstances relating to the person requesting 
the benefits. In particular, the competent authority will consider the history, structure, 
ownership (including ultimate beneficial ownership), and operations of the person. In 
addition, the competent authority is to consider (1) whether the creation and existence 
of the person did not have as a principal purpose obtaining treaty benefits that would 
not otherwise be available to the person, and (2) whether it would not be appropriate, in 
view of the purpose of the Article, to deny benefits. The paragraph specifies that if the 
U.S. competent authority determines that either of these two standards is satisfied, be- 
nefits shall be granted. 


For purposes of implementing paragraph 6, a taxpayer will be expected to present his 
case to the competent authority for an advance determination based on the facts. The 
taxpayer will not be required to wait until it has been determined that benefits are de- 
nied under one of the other provisions of the Article. It also is expected that, if and 
when the competent authority determines that benefits are to be allowed, they will be 
allowed retroactively to the time of entry into force of the relevant treaty provision or 
the establishment of the structure in question, whichever is later (assuming that the 
taxpayer also qualifies under the relevant facts for the earlier period). 


7. It is understood that this Article shall not be construed as restrict- 
ing in any manner the right of a Contracting State to deny benefits 
under this Convention where it can reasonably be concluded that to 
do otherwise would result in an abuse of the provisions - this 
Convention. 


History: Para. 7 amended by 2007 Protocol, art. 25, effective with respect to taxable 
years beginning after 2008, but in respect of taxes withheld at source, for amounts paid 
or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 2007 
Protocol” above). The para. formerly read: 


7. It is understood. that the fact that the preceding provisions of this Article 
apply only for the purposes of the application of the Convention by the United 
States shall not be construed as restricting in any manner the right of a Con- 
tracting State to deny benefits under the Convention where it can reasonably 
be concluded that to do otherwise would result in an abuse of the provisions of 
the Convention. 


Definitions: “State” — Art. III:1(i). 


Technical Explanation [2007 Protocol]: New paragraph 7 is in substance similar 
to paragraph 7 of Article XXIX A of the existing Convention and clarifies the applica- 
tion of general anti-abuse provisions. New paragraph 7 provides ‘that paragraphs ‘1 
through 6 of Article XXIX A shall not be construed as limiting in any manner the right 
of a Contracting State to deny benefits under the Convention where it can reasonably 
be concluded that to do otherwise would result in an abuse of the provisions of the 
Convention. This provision permits a Contracting State to rely on general anti-avoid- 
ance rules to counter arrangements involving treaty shopping through the other Con- 
tracting State. 


Thus, Canada may apply its domestic law rules to counter abusive arrangements in- 
volving “treaty shopping” through the United States, and the United States may apply 
its substance-over-form and anti-conduit rules, for example, in relation to Canadian 
residents. This principle is recognized by the OECD in the Commentaries to its Model 
Tax' Convention on Income and on Capital, and the United States and Canada agree 
that it is inherent in the Convention. The statement of this principle explicitly in the 
Protocol is not intended to suggest that the principle is not also inherent in other tax 
conventions concluded by the United States or Canada. 


Technical Explanation [1995 Protocol]: General anti-abuse provisions 


Paragraph 7 was added at Canada’s request to confirm that the specific provisions of 
Article XXIX A and the fact that these provisions apply only for the purposes of the 
application of the Convention by the United States should not be construed so as to 
limit the right of each Contracting State to invoke applicable anti-abuse rules. Thus, for 
example, Canada remains free to apply such rules to counter abusive arrangements in- 
volving “treaty-shopping” through the United States, and the United States remains 
free to apply its substance-over-form and anti-conduit rules, for example, in relation to 
Canadian residents. This principle is recognized by the Organization for Economic Co- 
operation and Development in the Commentaries to its Model Tax Convention on In- 
come and on Capital, and the United States and Canada agree that it is inherent in the 
Convention. The agreement to state this principle explicitly in the Protocol is not in- 
tended to suggest that the principle is not also inherent in other tax conventions, includ- 
ing the current Convention with Canada. 


Art. XXIX-B 


History [Canada-U.S. Tax Treaty:Art. XXIX-A]: Art. XXIX-A added by 1995 
Protocol, art. 18, generally effective for taxation years beginning on or after January 1, 
1996 (see art. 21(2) under “Application of the 1995 Protocol” above.) 


Article XXIX-B — Taxes imposed by Reason of 
Death 


1. Where the property of an individual who is a resident of a'Con- 
tracting State passes by reason of the individual’s death to an organ- 
ization that is referred to in paragraph 1 of Article XXI (Exempt 
Organizations) and that is a resident of the other Contracting State, 


(a) if the individual is a resident of the United States and the 
organization is a resident of Canada, the tax consequences in the 
United States arising out of the passing of the property shall ap- 
ply as if the pees were a resident of the United States; 
and 


(b) if the individual is a resident of Canada and the organization 
is a resident of the United States, the tax consequences in Can- 
ada arising out of the passing of the property shall apply as if the 
individual had disposed of the property for proceeds equal to an 
amount elected on behalf of the individual for this purpose (in a 
manner specified by the competent authority of Canada), which 
amount shall be no less,than the individual’s cost of the property 
as determined for purposes of Canadian tax and no greater than 
the fair market value of the property. 


Related Provisions: See ‘at end of Art. XXIX-B. 


History: Para. 1 amended by 2007 Protocol, art. 26(1), effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). The para. formerly read: 


1. Where the property of an individual who is a resident of a Contracting State 
passes by reason of the individual’s death to an organization referred to in para- 
graph | of Article XXI (Exempt Organizations); the tax consequences in a Con-= 
tracting State arising out of the passing of the property shall apply as if the or- 
ganization were a resident of that State. 


Definitions: “individual”, “property” — ITCIA 3, ITA 248(1); “resident” — 
“State” — Art. III:1(@); “United States” — Art. III:1(b). 

Technical. Explanation [2007 Protocol]: Article 26 of the Protocol replaces 
paragraphs 1 and 5 of Article XXIX B (Taxes Imposed by Reason of Death) of the 


Convention. In addition, paragraph-7 of the General Note provides certain clarifications 
for purposes of paragraphs 6 and 7 of Article XXIX B. 


Art. IV; 


Paragraph 1 of Article XXIX B of the existing Convention generally addresses the 
situation where a resident of a Contracting State passes property by reason of the indi- 
vidual’s death to an organization referred to in paragraph 1 of Article XXI (Exempt 
Organizations) of the Convention. The paragraph provided that the tax consequences in 
a Contracting State arising out of the passing of the property shall apply as if the organ- 
ization were a resident of that State. 


The Protocol replaces paragraph 1, and the changes set forth in new paragraph 1 are 
intended to specifically address questions that have arisen about the application of for- 
mer! paragraph 1 where property of an individual whois a resident of Canada passes by 
reason of the individual’s death to a charitable organization in the United States that is 
not a “registered charity” under Canadian law. Under one view, paragraph 1 of Article 
XXIX B requires Canada to treat the passing of the property as a contribution to a 
“registered charity” and thus to allow all of the same deductions for Canadian tax pur- 
poses. as if the U.S. charity had been a “registered charity” under Canadian law. Under 
another view, paragraph 6 of Article XXI (Exempt Organizations) of the Convention 
continues to limit the amount of the income tax charitable deduction in Canada to the 
individual’s income arising in the United States. The changes set forth in new para- 
graph 1 are intended to provide relief from the Canadian tax on gain deemed recog- 
nized by reason of death that would otherwise give rise to Canadian tax when the indi- 
vidual passes the property to a charitable organization in the United States, but, for 
purposes of the separate Canadian income tax, do not eliminate the limitation under 
paragraph 6 of Article XXI on the amount of the deduction in Canada for the charitable 
donation to the individual’s income arising in the United States. 


As. revised, paragraph 1 is divided into two subparagraphs. New subparagraph 1(a) ap- 
plies where property of an individual who is a resident of the United States passes by 
reason of the individual’s death to a qualifying exempt organization that is a resident of 
Canada. In such case, the tax consequences in the United States arising from the pass- 
ing of such property apply as if the organization were a resident of the United States. A 
bequest by a U.S. citizen or U.S. resident (as defined for estate tax purposes under the 
Code) to an exempt organization generally is deductible for U.S. federal estate tax pur- 
poses under Code section 2055, without regard to whether the organization is a U.S. 
corporation. Thus, generally, the individual’s estate will be entitled to a charitable de- 
duction for’ Federal estate tax purposes equal to the value of the property transferred to 
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the organization. Generally, the effect is that no Federal estate tax will be imposed on 
the value of the property. 


New subparagraph 1(b) applies where property of an individual who is a resident of 
Canada passes by reason of the individual’s death to a qualifying exempt organization 
that is a resident of the United States. In such case, for purposes of the Canadian capital 
gains tax imposed at death, the tax consequences arising out of the passing of the pro- 
perty shall apply as if the individual disposed of the property for proceeds equal to an 
amount elected on behalf of the individual. For this purpose, the amount elected shall 
be no less than the individual’s cost of the property as determined for purposes of Ca- 
nadian tax, and no greater than the fair market value of the property. The manner in 
which the individual’s representative shall make this election shall be specified by the 
competent authority of Canada. Generally, in the event of a full exercise of the election 
under new subparagraph 1(b), no capital gains tax will be imposed in Canada by reason 
of the death with regard to that property. 


New paragraph 1 does not address the situation in which a resident of one Contracting 
State bequeaths property with a situs in the other Contracting State to a qualifying ex- 
empt organization in the Contracting State of the decedent’s residence. In such a situa- 
tion, the other Contracting State may impose tax by reason of death, for example, if the 
property is real property situated in that State. 


Technical Explanation [1995 Protocol]: Jn general 


Article 19 of the Protocol adds to the Convention a new Article XXIX.B (Taxes Im- 
posed by Reason of Death). The purpose of Article XXIX B is to better coordinate the 
operation of the death tax regimes of the two Contracting States. Such coordination is 
necessary because the United States imposes an estate tax, while Canada now applies 
an income tax on gains deemed realized at death rather than an estate tax. Article 
XXIX B also contains other provisions designed to alleviate death taxes in certain 
situations. 


For purposes of new Article XXIX B, the term “resident” has the meaning provided by 
Article IV (Residence) of the Convention, as amended by Article 3 of the Protocol. The 
meaning of the term “resident” for purposes of Article XXIX B, therefore, differs in 
some respects from its meaning under the estate, gift, and generation-skipping transfer 
tax provisions of the Internal Revenue Code. 


Charitable bequests 


Paragraph | of new Article XXIX B facilitates certain charitable bequests. It provides 
that a Contracting State shall accord the same death tax treatment to a bequest by an 
individual resident in one of the Contracting States to a qualifying exempt organization 
resident in the other Contracting State as it would have accorded if the organization had 
been a resident of the first Contracting State. The organizations covered by this provi- 
sion are those referred to in paragraph 1 of Article XXI (Exempt Organizations) of the 
Convention. A bequest by a U.S. citizen or U.S. resident (as defined for estate tax 
purposes under the /nternal Revenue Code) to such an exempt organization generally is 
deductible for U.S. estate tax purposes under section 2055 of the Internal Revenue 
Code, without regard to whether the organization is a U.S. corporation. However, if the 
decedent is not a U.S. citizen or U.S. resident (as defined for estate tax purposes under 
the Internal Revenue Code), such a bequest is deductible for U.S. estate tax purposes, 
under section 2106(a)(2) of the Internal Revenue Code, only if the recipient organiza- 
tion is a U.S. corporation. Under paragraph 1 of Article XXIX B, a US. estate tax 
deduction also will be allowed for a bequest by a Canadian resident (as defined under 
Article IV (Residence)) to a qualifying exempt organization that is a Canadian corpora- 
tion. However, paragraph 1 does not allow a deduction for U.S. estate tax purposes 
with respect to any transfer of property that is not subject to U.S. estate tax. 


2. In determining the estate tax imposed by the United States, the 
estate of an individual (other than a citizen of the United States) 
who was a resident of Canada at the time of the individual’s death 
shall be allowed a unified credit equal to the greater of 


(a) the amount that bears the same ratio to the credit allowed 
under the law of the United States to the estate of a citizen of the 
United States as the value of the part of the individual’s gross 
estate that at the time of the individual’s death is situated in the 
United States bears to the value of the individual’s entire gross 
estate wherever situated; and 


(b) the unified credit allowed to the estate of a nonresident not a 
citizen of the United States under the law of the United States. 


The amount of any unified credit otherwise allowable under this 
paragraph shall be reduced by the amount of any credit previously 
allowed with respect to any gift made by the individual. The credit 
otherwise allowable under subparagraph (a) shall be allowed only if 
all information necessary for the verification and computation of 
the credit is provided. 


Related Provisions: See at end of Art. XXIX-B. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “estate”, “individual”, “non-resi- 
dent” — ITCIA 3, ITA 248(1); “resident” — Art. IV; “United States” — Art. III:1(b). 
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Technical Explanation [1995 Protocol]: Unified credit 


Paragraph 2 of Article XXIX B grants a “pro rata” unified credit to the estate of a 
Canadian resident decedent, for purposes of computing U.S. estate tax. Although the 
Congress anticipated the negotiation of such pro rata unified credits in /nternal Reve- 
nue Code section 2102(c)(3)(A), this is the first convention in which the United States 
has agreed to give such a credit. However, certain exemption provisions of existing 
estate and gift tax conventions have been interpreted as providing a pro rata unified 
credit. 


Under the Internal Revenue Code, the estate of a nonresident not a citizen of the United 
States is subject to U.S. estate tax only on its U.S. situs assets and is entitled to a 
unified credit of $13,000, while the estate of a U.S. citizen or U.S. resident is subject to 
U.S. estate tax on its entire worldwide assets and is entitled to a unified credit of 
$192,800. (For purposes of these /nternal Revenue Code provisions, the term “resi- 
dent” has the meaning provided for estate tax purposes under the /nternal Revenue 
Code.) A lower unified credit is provided for the former category of estates because it 
is assumed that the estate of a nonresident not a citizen generally will hold fewer U.S. 
situs assets, as a percentage of the estate’s total assets, and thus will have a lower U.S. 
estate tax liability. The pro rata unified credit provisions of paragraph 2 increase the 
credit allowed to the estate of a Canadian resident decedent to an amount between 
$13,000 and $192,800 in appropriate cases, to take into account the extent to which the 
assets of the estate are situated in the United States. Paragraph 2 provides that the 
amount of the unified credit allowed to the estate of a Canadian resident decedent will 
in no event be less than the $13,000 allowed under the Internal Revenue Code to the 
estate of a nonresident not a citizen of the United States (subject to the adjustment for 
prior gift tax unified credits, discussed below). Paragraph 2 does not apply to the es- 
tates of U.S. citizen decedents, whether resident in Canada or elsewhere, because such 
estates receive a unified credit of $192,800 under the Internal Revenue Code. 


Subject to the adjustment for gift tax unified credits, the pro rata credit allowed under 
paragraph 2 is determined by multiplying $192,800 by a fraction, the numerator of 
which is the value of the part of the gross estate situated in the United States and the 
denominator of which is the value of the entire gross estate wherever situated. Thus, if 
half of the entire gross estate (by value) of a decedent who was a resident and citizen of 
Canada were situated in the United States, the estate would be entitled to a pro rata 
unified credit of $96,400 (provided that the U.S. estate tax due is not less than that 
amount). For purposes of the denominator, the entire gross estate wherever situated 
(i.e., the worldwide estate, determined under U.S. domestic law) is to be taken into 
account for purposes of the computation. For purposes of the numerator, an estate’s 
assets will be treated as situated in the United States if they are so treated under U.S. 
domestic law. However, if enacted, a technical correction now pending before the Con- 
gress will amend U.S. domestic law to clarify that assets will not be treated as U.S. 
situs assets for purposes of the pro rata unified credit computation if the United States 
is precluded from taxing them by reason of a treaty obligation. This technical correc- 
tion will affect the interpretation of both this paragraph 2 and the analogous provisions 
in existing conventions. As currently proposed, it will take effect on the date of 
enactment. 


Paragraph 2 restricts the availability of the pro rata unified credit in two respects. First, 
the amount of the unified credit otherwise allowable under paragraph 2 is reduced by 
the amount of any unified credit previously allowed against U.S. gift tax imposed on 
any gift by the decedent. This rule reflects the fact that, under U.S. domestic law, a 
U.S. citizen or U.S. resident individual is allowed a unified credit against the U.S, gift 
tax on lifetime transfers. However, as a result of the estate tax computation, the indivi- 
dual is entitled only to a total unified credit of $192,800, and the amount of the unified 
credit available for use against U.S. estate tax on the individual’s estate is effectively 
reduced by the amount of any unified credit that has been allowed in respect of gifts by 
the individual. This rule is reflected by reducing the amount of the pro rata unified 
credit otherwise allowed to the estate of a decedent individual under paragraph 2 by the 
amount of any unified credit previously allowed with respect to lifetime gifts by that 
individual. This reduction will be relevant only in rare cases, where the decedent made 
gifts subject to the U.S. gift tax while a U.S. citizen or U.S. resident (as defined under 
the Internal Revenue Code for U.S. gift tax purposes). 

Paragraph 2 also conditions allowance of the pro rata unified credit upon the provision 
of all information necessary to verify and compute the credit. Thus, for example, the 
estate’s representatives will be required to demonstrate satisfactorily both the value of 
the worldwide estate and the value of the U.S. portion of the estate. Substantiation 
requirements also apply, of course, with respect to other provisions of the Protocol and 
the Convention. However, the negotiators believed it advisable to emphasize the sub- 
stantiation requirements in connection with this provision, because the computation of 
the pro rata unified credit involves certain information not otherwise relevant for U.S. 
estate tax purposes. 

In addition, the amount of the pro rata unified credit is limited to the amount of U.S. 
estate tax imposed on the estate. See section 2102(c)(4) of the Internal Revenue Code. 


3. In determining the estate tax imposed by the United States on an 
individual’s estate with respect to property that passes to the surviv- 
ing spouse of the individual (within the meaning of the law of the 
United States) and that would qualify for the estate tax marital de- 
duction under the law of the United States if the surviving spouse 
were a citizen of the United States and all applicable elections were 
properly made (in this paragraph and in paragraph 4 referred to as 
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“qualifying property”), a non-refundable credit computed in accor- 
dance with the provisions of paragraph 4 shall be allowed in addi- 
tion to the unified credit allowed to the estate under paragraph 2 or 
under the law of the United States, provided that 


(a) the individual was at the time of death a citizen of the United 
States or a resident of either Contracting State; 


(b) the surviving spouse was at the time of the individual’s death 
a resident of either Contracting State; 


(c) if both the individual and the surviving spouse were residents 
of the United States at the time of the individual’s death, one or 
both was a citizen of Canada; and 


(d) the. executor of the decedent’s estate elects. the benefits of 
this paragraph and waives irrevocably the benefits of any estate 
tax marital deduction that would be allowed under the law of the 
United States on a United States Federal estate tax return filed 
for the individual’s estate by the date on which a qualified do- 
mestic trust election could be made under the law of the United 
States. 


Related Provisions: See at end of Art. XXIX-B. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “estate”, “individual”; “property” — 
ITCIA 3, ITA 248(1); “qualified domestic trust” — Internal Revenue Code s. 
2056A(a); “resident” — Art. IV; “surviving spouse” — Internal Revenue. Code s..2(a); 
“United States”. — Art. III:1(b). 


Technical Explanation [1995 Protocol]: Marital credit 


Paragraph 3 of Article XXIX B.allows a special “marital credit” against U.S. estate tax 
in respect of certain transfers to a surviving spouse. The purpose of this marital credit is 
to alleviate, in appropriate cases, the impact of the estate tax marital deduction restric- 
tions enacted by the Congress in the Technical and Miscellaneous Revenue. Act of 1988 
(“TAMRA’”)). It is the firm position of the U.S. Treasury Department that the TAMRA 
provisions do not violate the non-discrimination provisions of this Convention or any 
other convention to which the United States is a party. This is because the estate — not 
the surviving spouse — is the taxpayer, and the TAMRA provisions treat the estates of 
nonresidents not citizens of the United States in the same manner_as the estates of U.S. 
citizen and U.S. resident decedents. However, the U.S. negotiators believed that it was 
not inappropriate, in the context of the Protocol, to ease the impact of those TAMRA 
provisions upon certain estates of limited value. 


Paragraph 3 allows a non-refundable marital credit in addition to the pro rata unified 
credit allowed under paragraph 2 (or, in the case of a U.S. citizen or U.S. resident 
decedent, the unified credit allowed under U.S. domestic law). However, the marital 
credit is allowed only in connection with transfers satisfying each of the five conditions 
set forth in paragraph 3. First, the property must be “qualifying property,” i.e., it must 
pass to the surviving spouse (within the meaning of U.S. domestic law) and be property 
that would have qualified for the estate tax marital deduction under U.S: domestic law 
if the surviving spouse had been a U.S. citizen and all.applicable elections specified by 
U.S. domestic law had been properly made. Second, the decedent must have been, at 
the time of death, either a resident of Canada or the United States or a citizen of the 
United States. Third, the surviving spouse must have been, at the time of the decedent’s 
death, a resident of either Canada or the United States. Fourth, if both the decedent and 
the surviving spouse were residents of the United States at the time of the decedent’s 
death,, at least one of them must have been a citizen of Canada. Finally, to limit the 
benefits of paragraph 3 to relatively small estates, the executor of the decedent’s estate 


is required to elect the benefits of paragraph 3, and to waive irrevocably the benefits of | 


any estate tax marital deduction that would be allowed under U.S. domestic law, on a 
U.S. Federal estate tax return filed by the deadline for making a qualified domestic 
trust election under Internal Revenue Code section 2056A(d). In the case of the estate 
of a decedent for which the U.S. Federal estate tax return is filed on or before the date 
on which this Protocol enters into force, this election.and waiver must be made on any 
return filed to claim a refund pursuant to the special effective date applicable to such 
estates (discussed below). 


4. The amount of the credit allowed under paragraph 3 shall equal 
the lesser of 


(a) the unified credit allowed under paragraph 2 or under the law 
of the United States (determined without regard to any credit al- 
lowed previously with respect to any gift made by the indivi- 
dual), and 


(b) the amount of estate tax that would otherwise be imposed by 
the United States on the transfer of qualifying property. 


The amount of estate tax that would otherwise be imposed by the 
United States on the transfer of qualifying property shall equal the 
amount by. which the estate tax.(before allowable: credits). that 
would be imposed by the United States if the qualifying property 
were included in computing the taxable estate exceeds the estate tax 


Art. XXIX-B 


(before allowable credits) that would be so imposed if the qualify- 
ing property were not so included. Solely for purposes of determin- 
ing other credits allowed under the law of the United States, the 
credit provided under paragraph 3 shall be allowed after such other 
credits. 


Definitions: “estate”, “individual” — ITCIA 3, ITA 248(1); “qualifying property” — 
Art. XXIX-B:3; “United States” — Art. II:1(b). 


Technical Explanation [1995 Protocol]: Paragraph 4 governs the computation of 
the marital credit allowed under paragraph 3. It provides that the amount of the marital 
credit shall equal ‘the lesser of (i) the amount of the unified credit allowed to the estate 
under paragraph 2 or, where applicable, under U.S. domestic law (before reduction for 
any gift tax unified credit), or (ii) the amount of U.S. estate tax that would otherwise be 
imposed on the transfer of qualifying property to the surviving spouse. For this pur- 
pose, the amount of U.S. estate tax that would otherwise be imposed on the transfer of 
qualifying property equals the amount by which (i) the estate tax (before allowable 
credits) that would be imposed if that property were included in computing the taxable 
estate exceeds (ii) the estate tax (before allowable credits) that would be imposed if the 
property were not so included. Property that, by reason of the provisions of paragraph 8 
of this Article, is not subject to U.S. estate tax is not taken into account for purposes of 
this hypothetical computation. 


Finally, paragraph 4 provides taxpayers with an ordering rule. The rule states that, 
solely for purposes of determining any other credits (e.g., the credits for foreign and 
state death taxes) that may be allowed under U.S. domestic law to the estate, the mari- 
tal credit shall be allowed after such other credits. 


In certain cases, the provisions of paragraphs 3 and 4 may affect the U.S. estate taxa- 
tion of a trust that would meet the requirements for a qualified terminable interest pro- 
perty (‘QTIP”) election, for example, a trust with a life income interest for the surviv- 
ing spouse and a remainder interest for other family members. If,.in lieu of making the 
QTIP election and the qualified domestic trust election, the decedent’s executor makes 
the election described in paragraph 3(d) of this Article, the provisions of Internal Reve- 
nue Code sections 2044 (regarding inclusion in the estate of the second spouse of cer- 
tain property for which the marital deduction was previously allowed), 2056A (regard- 
ing qualified domestic trusts), and 2519 (regarding dispositions of certain life estates) 
will not apply..To obtain this treatment, however, the executor is required, under para- 
graph 3, to irrevocably waive the benefit of any marital deduction allowable under the 
Internal Revenue Code with respect to the trust. 


The following examples illustrate the operation of the marital credit and its interaction 
with other credits. Unless otherwise stated, assume for purposes of illustration that H, 
the decedent, and W, his surviving spouse, are Canadian citizens resident in Canada at 
the time of the decedent’s death. Assume further that all conditions set forth in 
paragraphs 2 and 3 of this Article XXIX B are satisfied (including the condition that 
the executor waive the estate tax marital deduction), that no deductions are available 
under the Internal Revenue Code in computing the U.S. estate tax liability, and that 
there are no adjusted taxable gifts within the, meaning of Internal Revenue Code section 
2001(b) or 2101(c). Also assume that the applicable U.S. domestic. estate and gift tax 
laws are those that were in effect on the date the Protocol was signed. 


Example 1. H has a worldwide gross estate of $1,200,000. He bequeaths U.S. real 
property worth $600,000 to W. The remainder of H’s estate consists of Canadian 
situs property. H’s estate would be entitled to a pro rata‘unified credit of $96,400 
(= $192,800 x (600,000/1,200,000)) and to a marital credit in the same amount (the 
lesser of the’ unified credit allowed ($96,400) and the U.S. estate tax that would 
otherwise’ be imposed on the property transferred to W ($192,800 [tax on U.S. 
taxable estate of $600,000])). The pro rata unified credit and the marital credit 
combined would eliminate all U.S. estate tax’ with respect to the property trans- 
ferred to W. 


Example 2. H has a worldwide gross estate of $1,200,000, all of which is situated 
in the United States. He bequeaths U.S. real property worth $600,000 to W and 
U.S. real property worth $600,000 to a child, C. H’s estate would be entitled to a 
pro rata unified credit of $192,800 (= $192,800 x 1,200,000/1,200,000) and to a 
marital credit of $192,800 (the lesser of the unified credit ($192,800) and the U.S. 
estate tax that would otherwise be imposed on the property transferred to W 
($235,000, i.e., $427,800 [tax on U.S. taxable estate of $1,200,000] less $192,800 
[tax on U.S. taxable estate of $600,000])). This would reduce the estate’s.total U.S. 
estate tax liability of $427,800 by $385,600. 


Example 3. H has a worldwide gross estate of $700,000, of which $500,000 is real 
property situated in the United States. H bequeaths U.S. real property valued at 
$100,000 to W. The remainder of H’s gross estate, consisting of U.S. and Canadian 
situs real property, is bequeathed to H’s child, C. H’s estate would be entitled to a 
pro rata unified credit of $137,714 ($192,800 x $500,000/$700,000). In ‘addition, 
H’s estate would be entitled to a marital credit of $34,000, which equals the lesser 
of the unified credit ($137,714) and $34,000 (the U.S. estate tax that would other- 
wise be imposed on the property transferred to W before allowance of any credits, 
i.e., $155,800 [tax on U.S. taxable estate of $500,000] less $121,800 [tax on U.S. 
taxable estate of $400,000). 


Example 4..H has a worldwide gross estate of $5,000,000, $2,000,000 of which 
consists of U.S. real property situated in State X. State X imposes a state death tax 
equal to the federal credit allowed under Internal Revenue Code section 2011. H 
bequeaths U.S. situs real property worth $1,000,000 to W and U.S. situs real pro- 
perty worth $1,000,000 to his child, C. The remainder of H’s estate ($3,000,000) 
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consists of Canadian situs property passing to C. H’s estate would be entitled to a 
pro rata unified credit of $77,120 ($192,800 x $2,000,000/$5,000,000). H’s estate 
would be entitled to a state death tax credit under Internal Revenue Code section 
2102 of $99,600 (determined under /nternal Revenue Code section 2011(b) with 
respect to an adjusted taxable estate of $1,940,000). H’s estate also would be enti- 
tled to a marital credit of $77,120, which equals the lesser of the unified credit 
($77,120) and $435,000 (the U.S. estate tax that would otherwise be imposed on 
the property transferred to W before allowance of any credits, i.e., $780,000 [tax 
on U.S. taxable estate of $2,000,000] less $345,800 [tax on U.S. taxable estate of 
$1,000,000)). 


Example 5. The facts are the same as in Example 4, except that H and W are Cana- 
dian citizens who are resident in the United States at the time of H’s death. Cana- 
dian Federal and provincial income taxes totalling $500,000 are imposed by reason 
of H’s death. H’s estate would be entitled to a unified credit of $192,800 and to a 
state death tax credit of $300,880 under Jnternal Revenue Code sections 2010 and 
2011(b), respectively. Under paragraph 6 of Article XXIX B, H’s estate would be 
entitled to a credit for the Canadian income tax imposed by reason of death, equal 
to the lesser of $500,000 (the Canadian taxes paid) or $1,138,272 ($2,390,800 (tax 
on $5,000,000 taxable estate) less total of unified and state death tax credits 
($493,680) x $3,000,000/$5,000,000). H’s estate also would be entitled to a marital 
credit of $192,800, which equals the lesser of the unified credit ($192,800) and 
$550,000 (the U.S. estate tax that would otherwise be imposed on the property 
transferred to W before allowance of any credits, i.e., $2,390,800 [tax on U.S. taxa- 
ble estate of $5,000,000] less $1,840,800 [tax on U.S. taxable estate of 
$4,000,000]). 


5. Where an individual was a resident of the United States immedi- 
ately before the individual’s death, for the purposes of subsections 
70(5.2) and (6) of the Income Tax Act, both the individual and the 
individual’s spouse shall be deemed to have been resident in Can- 
ada immediately before the individual’s death. Where a trust that 
would be a trust described in subsection 70(6) of that Act, if its 
trustees that were residents or citizens of the United States or do- 
mestic corporations under the law of the United States were re- 
sidents of Canada, requests the competent authority of Canada to do 
so, the competent authority may agree, subject to terms and condi- 
tions satisfactory to such competent authority, to treat the trust for 
the purposes of that Act as being resident in Canada for such time 
and with respect to such property as may be stipulated in the 
agreement. 


History: Para. 5 amended by 2007 Protocol, art. 26(2), effective with respect to taxa- 
ble years beginning after 2008, but in respect of taxes withheld at source, for amounts 
paid or credited on or after February 1, 2009 (see art. 27(2) under “Application of the 
2007 Protocol” above). The para. formerly read: 


5. Where an individual was a resident of the United States immediately before 
the individual’s death, for the purposes of subsection 70(6) of the Income Tax 
Act, both the individual and the individual’s spouse shall be deemed to have been 
resident in Canada immediately before the individual’s death. Where a trust that 
would be a trust described in subsection 70(6) of that Act, if its trustees that were 
residents or citizens of the United States or domestic corporations under the law 
of the United States were residents of Canada, requests the competent authority 
of Canada to do so, the competent authority may agree, subject to terms and 
conditions satisfactory to such competent authority, to treat the trust for the pur- 
poses of that Act as being resident in Canada for such time as may be stipulated 
in the agreement. 


Definitions: “Canada” — Art. [II:1(a), ITCIA 5; “competent authority” — Art. 
III:1(g); “individual” — ITCIA 3, ITA 248(1); “resident” — Art. IV; “trust” — ITCIA 
3, ITA 104(1), 248(1); “United States” — Art. III:1(b). 


Interpretation Bulletins: IT-305R4: Testamentary spouse trusts. 


Technical Explanation [2007 Protocol]: Paragraph 2 of Article 26 of the Protocol 
replaces paragraph 5 of Article XXIX B of the existing Convention. The provisions of 
new paragraph 5 relate to the operation of Canadian law. Because Canadian law re- 
quires both spouses to have been Canadian residents in order to be eligible for the 
rollover, these provisions are intended to provide deferral (“rollover”) of the Canadian 
tax at death for certain transfers to a surviving spouse and to permit the Canadian com- 
petent authority to allow such deferral for certain transfers to a trust. For example, they 
would enable the competent authority to treat a trust that is a qualified domestic trust 
for U.S. estate tax purposes as a Canadian spousal trust as well for purposes of certain 
provisions of Canadian tax law and of the Convention. These provisions do not affect 
U.S. domestic law regarding qualified domestic trusts. Nor do they affect the status of 
U.S. resident individuals for any other purpose. 


New paragraph 5 adds a reference to subsection 70(5.2) of the Canadian Income Tax 
Act. This change is needed because the rollover in respect of certain kinds of property 
is provided in that subsection. Further, new paragraph 5 adds a clause “and with respect 
to such property” near the end of the second sentence to make it clear that the trust is 
treated as a resident of Canada only with respect to its Canadian property. 


Canada—U.S. Tax Convention 


For example, assume that a U.S. decedent with a Canadian spouse sets up a qualified 
domestic trust holding U.S. and Canadian real property, and that the decedent’s execu- 
tor elects, for Federal estate tax purposes, to treat the entire trust as qualifying for the 
Federal estate tax marital deduction. Under Canadian law, because the decedent is not a 
Canadian resident, Canada would impose capital gains tax on the deemed disposition of 
the Canadian real property immediately before death. In order to defer the Canadian tax 
that might otherwise be imposed by reason of the decedent’s death, under new para- 
graph 5 of Article XXIX B, the competent authority of Canada shall, at the request of 
the trustee, treat the trust as a Canadian spousal trust with respect to the Canadian real 
property. The effect of such treatment is to defer the tax on the deemed distribution of 
the Canadian real property until an appropriate triggering event such as the death of the 
surviving spouse. 

Technical Explanation [1995 Protocol]: Canadian treatment of certain transfers 
The provisions of paragraph 5 relate to the operation of Canadian law. They are in- 
tended to provide deferral (“rollover”) of the Canadian tax at death for certain transfers 
to a surviving spouse and to permit the Canadian competent authority to allow such 
deferral for certain transfers to a trust. For example, they would enable the competent 
authority to treat a trust that is a qualified domestic trust for U.S. estate tax purposes as 
a Canadian spousal trust as well for purposes of certain provisions of Canadian tax law 
and of the Convention. These provisions do not affect U.S. domestic law regarding 
qualified domestic trusts. Nor do they affect the status of U.S. resident individuals for 
any other purpose. 


6. In determining the amount of Canadian tax payable by an indivi- 
dual who immediately before death was a resident of Canada, or by 
a trust described in subsection 70(6) of the Income Tax Act (or a 
trust which is treated as being resident in Canada under the provi- 
sions of paragraph 5), the amount of any Federal or state estate or 
inheritance taxes payable in the United States (not exceeding, where 
the individual was a citizen of the United States or a former citizen 
referred to in paragraph 2 of Article XXIX (Miscellaneous Rules), 
the amount of estate and inheritance taxes that would have been 
payable if the individual were not a citizen or former citizen of the 
United States) in respect of property situated within the United 
States shall, 


(a) to the extent that such estate or inheritance taxes are imposed 
upon the individual’s death, be allowed as a deduction from the 
amount of any Canadian tax otherwise payable by the individual 
for the taxation year in which the individual died on the total of 


(i) any income, profits or gains of the individual arising 
(within the meaning of paragraph 3 of Article XXIV (Elimi- 
nation of Double Taxation)) in the United States in that year, 
and 


(ii) where the value at the time of the individual’s death of 
the individual’s entire gross estate wherever situated (deter- 
mined under the law of the United States) exceeded 1.2 mil- 
lion U.S. dollars or its equivalent in Canadian dollars, any 
income, profits or gains of the individual for that year from 
property situated in the United States at that time, and 


(b) to the extent that such estate or inheritance taxes are imposed 
upon the death of the individual’s surviving spouse, be allowed 
as a deduction from the amount of any Canadian tax otherwise 
payable by the trust for its taxation year in which that spouse 
dies on any income, profits or gains of the trust for that year 
arising (within the meaning of paragraph 3 of Article XXIV 
(Elimination of Double Taxation)) in the United States or from 
property situated in the United States at the time of death of the 
spouse. 


For purposes of this paragraph, property shall be treated as situated 
within the United States if it is so treated for estate tax purposes 
under the law of the United States as in effect on March 17, 1995, 
subject to any subsequent changes thereof that the competent au- 
thorities of the Contracting States have agreed to apply for the pur- 
poses of this paragraph. The deduction allowed under this para- 
graph shall take into account the deduction for any income tax paid 
or accrued to the United States that is provided under paragraph 
2(a), 4(a) or S(b) of Article XXIV (Elimination of Double 
Taxation). 
Related Provisions: See at end of Art. XXIX-B. 
History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention’, states: 

7. Taxes imposed by reason of death 
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It is understood that, 


(a) Where a share or option in respect of a share is property situated in the 
United States for the purposes of Article XXIX B (Taxes Imposed by Rea- 
son of Death) of the Convention, any employment income in respect of the 
share or option shall be, for the purpose of clause 6(a)(ii) of that Article, 
income from property situated in the United States; 


(b) Where property situated in the United States for the purposes of Article 
XXIX B (Taxes Imposed by Reason of Death) of the Convention is held by 
an entity that is a resident of Canada and that is described in subparagraph 
1(b) of Article IV (Residence) of the Convention, any income out of or 
under the entity in respect of the property shall be, for the purpose of subpar- 
agraph 6(a)(ii) of Article XXIX B (Taxes Imposed by Reason of Death), 
income from property situated in the United States; and 


(c) [Reproduced under para. 7 below]. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “Canadian tax” — Art. III:1(c); “es- 
tate”, “individual”, “property” —ITCIA 3, ITA 248(1); “resident”? — Art. IVO; 
“trust”? —ITCIA 3,ITA 104(1), 248(1); “United States” — Art. III:1(b). 


Technical Explanation [2007 Protocol]: In addition to the foregoing, paragraph 7 
of the General Note provides certain clarifications for purposes of paragraphs 6 and 7 
of Article XXIX B. These clarifications ensure that tax credits will be available in cases 
where there are inconsistencies in the way the two Contracting States view the income 
and the property. 


Subparagraph 7(a) of the General Note applies where an individual who immediately 
before death was a resident of Canada held at the time of death a share or option in 
respect of a share that constitutes property situated in the United States for the purposes 
of Article XXIX B and that Canada views as giving rise to employment income(for 
example, a share or option’ granted by an employer). The United States imposes estate 
tax on the share or option in respect of a share, while Canada imposes income tax on 
income from employment. Subparagraph 7(a) provides that for purposes of clause 
6(a)(ii) of Article XXIX B, any employment income in respect of the share or option 
constitutes income from property situated in the United States. This provision ensures 
that the estate tax paid on the share or option in the United States will be allowable as a 
deduction from the Canadian income tax. 


Subparagraph 7(b) of the General Note applies where an individual who immediately 
before death was a resident of Canada held at the time of death a registered retirement 
savings plan (RRSP) or other entity that is a resident of Canada and that is described in 
subparagraph 1(b) of Article IV (Residence) and such RRSP or other entity held pro- 
perty situated in the United States for the purposes of Article XXIX B. The United 
States would impose estate tax on the value of the property held by the RRSP or other 
entity (to the extent such property is subject to Federal estate tax), while Canada would 
impose income tax on a deemed distribution of the property in the RRSP or other en- 
tity. Subparagraph 7(b) provides that any income out of or under the entity in respect of 
the property is, for the purpose of subparagraph 6(a)(ii) of Article XXIX B, income 
from property situated in the United States. This provision ensures that the estate tax 
paid on the underlying property in the United States (if any) will be allowable as a 
deduction from the Canadian income tax. 


Subparagraph 7(c) of the General Note applies where an individual who immediately 
before death was a resident or citizen of the United States held at the time of death an 
RRSP or other entity that is a resident of Canada and that is described in subparagraph 
1(b) of Article IV (Residence). The United States would impose estate tax on the value 
of the property held by the RRSP or other entity, while Canada would impose income 
tax on a deemed distribution of the property in the RRSP or other entity. Subparagraph 
7(c) provides that for the purpose of paragraph 7 of Article XXIX B, the tax imposed in 
Canada is imposed in respect of property situated in Canada. This provision ensures 
that the Canadian income tax will be allowable as a credit against the U.S. estate tax. 


Technical Explanation [1995 Protocol]: Credit for U.S. taxes 


Under paragraph 6, Canada agrees to give Canadian residents and Canadian resident 
spousal trusts (or trusts treated as such by virtue of paragraph 5) a deduction from tax 
(i.e., a credit) for U.S. Federal or state estate or inheritance taxes imposed on U.S. situs 
property of the decedent or the trust. This credit is allowed against the income tax 
imposed by Canada, in an amount computed in accordance with subparagraph 6(a) or 
6(b). 


Subparagraph 6(a) covers the first set of cases — where the U.S. tax is imposed upon a 
decedent’s death. Subparagraph 6(a)(i) allows a credit for U.S. tax against the total 
amount of Canadian income tax payable by the decedent in the taxable year of death on 
any income, profits, or gains arising in the United States (within the meaning of para- 
graph 3 of Article XXIV (Elimination of Double Taxation)). For purposes of subpara- 
graph 6(a)(i), income, profits, or gains arising in the United States within the meaning 
of paragraph 3 of Article XXIV include gains deemed realized at death on U.S. situs 
real property and on personal property forming part of the business property of a U.S. 
permanent establishment or fixed base. (As explained below, these are the only types of 
property on which the United States may impose its estate tax if the estate is worth $1.2 
million or less.) Income, profits, or gains arising in the United States also include in- 
come and profits earned by the decedent during the taxable year of death, to the extent 
that the United States may tax such amounts under the Convention (e.g., dividends 
received from a U.S. corporation and wages from the performance of personal services 
in the United States). 


Where the value of the decedent’s entire gross estate exceeds $1.2 million, subpara- 
graph 6(a)(ii) allows a credit against the Canadian income tax on any income, profits, 
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or gains from any U.S. situs property, in addition to any credit allowed by subpara- 
graph 6(a)(i). This provision is broader in scope than is the general rule under subpara- 
graph 6(a)(i), because the United States has retained the right to impose its estate tax on 
all types of property in the case of larger estates. 


Subparagraph 6(b) provides rules for a second category of cases — where the U.S. tax 
is imposed upon the death of the surviving spouse. In these cases, Canada agrees to 
allow a credit against the Canadian tax payable by a trust for its taxable year during 
which the surviving spouse dies on any income, profits, or gains (i). arising in the 
United States on U.S. situs real property or business. property, or (ii) from property 
situated in the United States. These rules are. intended to provide a credit for taxes 
imposed as a result of the death of the surviving spouse in situations involving trusts. 
To the extent that taxes are imposed on the estate of the surviving spouse, subparagraph 
6(a) would apply as well. In addition, the competent authorities are authorized to pro- 
vide relief from double taxation in certain additional circumstances involving trusts, as 
described above in connection with Article 14 of the Protocol. 


The credit allowed under paragraph 6 is subject to certain conditions. First, where the 
decedent was a U.S. citizen or former citizen (described in paragraph 2 of Article 
XXIX (Miscellaneous Rules)), paragraph 6 does not obligate Canada to provide a 
credit for U.S. taxes in excess of the amount of U.S. taxes that would have been paya- 
ble if the decedent had not been’a U.S. citizen or former citizen. Second, the credit 
allowed under paragraph 6 will be computed after taking into account any deduction 
for U.S. income tax provided under paragraph 2(a), 4(a), or 5(b) of Article XXIV 
(Elimination of Double Taxation). This clarifies that no double credit will be allowed 
for any amount and provides an ordering rule. Finally, because Canadian domestic law 
does not contain a definition of U.S. situs property for death tax purposes, such a defi- 
nition is provided for purposes. of paragraph 6. To maximize coordination of the credit 
provisions, the Contracting States agreed to follow the U.S. estate tax law definition as 
in effect on the date of signature of the Protocol and, subject to competent authority 
agreement, as it may be amended in the future. 


7. In determining the amount of estate tax imposed by the United 
States on the estate of an individual who was a resident or citizen of 
the United States at the time of death, or upon the death of a surviy- 
ing spouse with respect to a qualifed domestic trust created by such 
an individual or the individual’s executor or surviving spouse, a 
credit shall be allowed against such tax imposed in respect of pro- 
perty situated outside the United States, for the federal and provin- 
cial income taxes payable in Canada in respect of such property by 
reason of the death of the individual or, in the case of a qualified 
domestic trust, the individual’s surviving spouse. Such credit shall 
be computed in accordance with the following rules: 


(a) a credit otherwise allowable under this paragraph shall be 
allowed regardless of whether the identity of the taxpayer under 
the law of Canada corresponds to’ that under the law of the 
United States; 


(b) the amount of a credit allowed under this paragraph shall be 
computed in accordance with the provisions and subject to the 
limitations of the law of the United States regarding credit for 
foreign death taxes (as it may be amended from time to time 
without changing the general principle hereof), as though the in- 
come tax imposed by Canada were a creditable tax under that 
law; 


(c) a credit may be claimed under this paragraph for an amount 
of federal or provincial income tax payable in Canada only to 
the extent that. no credit or deduction is claimed for such amount 
in determining any other tax imposed by the United States, other 
than the: estate tax. imposed on property in a qualified domestic 
trust upon the death of the surviving spouse. 


History: 2007 Protocol Annex B (diplomatic notes, Sept. 21, 2007), agreed to form an 
“integral part of the Convention’, states: 


7. Taxes imposed by reason of death 
It is understood that, 
(a)-(b) [Reproduced under para. 6 above]; and 


(c) Where a tax'is imposed in Canada by reason of death in respect of an 
entity that is a resident of Canada and that is described in subparagraph 1(b) 
of Article IV (Residence) of the Convention, that tax shall be, for the pur- 
pose of paragraph 7 of Article XXIX B (Taxes Imposed by Reason of Death) 
of the Convention, imposed in respect of property situated in Canada. 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “estate”, “individual”, “property” — 
ITCIA 3, ITA 248(1); “qualified domestic. trust’ — Internal Revenue Codes. 
2056A(a); “surviving spouse” — Internal. Revenue Codes. 2(a); “taxpayer”? — ITCIA 
3, ITA 248(1); “United States” — Art. TII:1(b). 
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Technical Explanation [2007 Protocol]: See under Art. XXIX-B:6 above. 
Technical Explanation [1995 Protocol]: Credit for Canadian taxes 


Under paragraph 7, the United States agrees to allow a credit against U.S. Federal es- 
tate tax imposed on the estate of a U.S. resident or U.S. citizen decedent, or upon the 
death of a surviving spouse with respect to a qualified domestic trust created by such a 
decedent (or the decedent’s executor or surviving spouse). The credit is allowed for 
Canadian Federal and provincial income taxes imposed at death with respect to pro- 
perty of the estate or trust that is situated outside of the United States. As in the case 
under paragraph 6, the competent authorities also are authorized to provide relief from 
double taxation in certain cases involving trusts (see discussion of Article 14, above). 


The amount of the credit generally will be determined as though the income tax im- 
posed by Canada were a creditable tax under the U.S. estate tax provisions regarding 
credit for foreign death taxes, in accordance with the provisions and subject to the limi- 
tations of Internal Revenue Code section 2014. However, subparagraph 7(a) clarifies 
that a credit otherwise allowable under paragraph 7 will not be denied merely because 
of inconsistencies between U.S. and Canadian law regarding the identity of the tax- 
payer in the case of a particular taxable event. For example; the fact that the taxpayer is 
the decedent's estate for purposes of U.S. estate taxation and the decedent for purposes 
of Canadian income taxation will not prevent the allowance of a credit under paragraph 
7 for Canadian income taxes imposed by reason of the death of the decedent. 


In addition, subparagraph 7(c) clarifies that the credit against the U.S. estate tax gener- 
ally may be claimed only to the extent that no credit or deduction is claimed for the 
same amount of Canadian tax in determining any other U.S. tax. This makes clear, for 
example, that a credit may not be claimed for the same amount under both this provi- 
sion and Article XXIV (Elimination of Double Taxation). To prevent double taxation, 
an exception to this restriction is provided for certain taxes imposed with respect to 
qualified domestic trusts. Subject to the limitations of subparagraph 7(c), the taxpayer 
may choose between relief under Article XXIV, relief under this paragraph 7, or some 
combination of the two. 


8. Provided that the value, at the time of death, of the entire gross 
estate wherever situated of an individual who was a resident of 
Canada (other than a citizen of the United States) at the time of 
death does not exceed 1.2 million U:S dollars or its equivalent in 
Canadian dollars, the United States may impose its estate tax upon 
property forming part of the estate of the individual only if any gain 
derived by the individual from the alienation of such property 
would have been subject to income taxation by the United States in 
accordance with Article XII (Gains). 


Definitions: “Canada” — Art. III:1(a), ITCIA 5; “estate”, “individual”, “property” — 
ITCIA 3, ITA 248(1); “United States” — Art. III:1(b). 


Technical Explanation [1995 Protocol]: Relief for small estates 


Under paragraph 8, the United States agrees to limit the application of its estate tax in 
the case of certain small estates of Canadian resident decedents. This provision is in- 
tended to eliminate the “trap for the unwary” that exists for such decedents, in the 
absence of an estate tax convention between the United States and Canada. In the ab- 
sence of sophisticated estate tax planning, such decedents may inadvertently subject 
their estates to U.S. estate tax liability by holding shares of U.S. corporate stock or 
other U.S. situs property. U.S. resident decedents are already protected in this regard by 
the provisions of Article XII (Gains) of the present Convention, which prohibit Can- 
ada from imposing its income tax on gains deemed realized at death by U.S. residents 
on such property. 


Paragraph 8 provides relief only in the case of Canadian resident decedents whose en- 
tire gross estates wherever situated (i.e., worldwide gross estates determined under U.S. 
law) have a value, at the time of death, not exceeding $1.2 million. Paragraph 8 pro- 
vides that the United States may impose its estate tax upon property forming part of 
such estates only if any gain on alienation of the property would have been subject to 
U.S. income taxation under Article XIII (Gains). For estates with a total value not ex- 
ceeding $1.2 million, this provision has the effect of permitting the United States to 
impose its estate tax only on real property situated in the United States, within the 
meaning of Article XIII, and personal property forming part of the business property of 
a U.S. permanent establishment or fixed base. 


Saving clause exceptions 


Certain provisions of Article XXIX B are included in the list of exceptions to the gen- 
eral “saving clause” of Article XXIX (Miscellaneous Rules), as amended by Article 17 
of the Protocol. To the extent that an exception from the saving clause is provided for a 
provision, each Contracting State is required to allow the benefits of that provision to 
its residents (and, in the case of the United States, its citizens), notwithstanding the 
saving clause. General saving clause exceptions are provided for paragraphs 1, 5, and 6 
of Article XXIX B. Saving clause exceptions are provided for paragraphs 2, 3, 4, and 7, 
except for the estates of former U.S. citizens referred to in paragraph 2 of Article 
XXIX. 


Effective dates 


Article 21 of the Protocol contains special retrospective effective date provisions for 
paragraphs 2 through 8 of Article XXIX B and certain related provisions of the Proto- 
col. Paragraphs 2 through 8 of Article XXIX B and the specified related provisions 
generally will take effect with respect to deaths occurring after the date on which the 
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Protocol enters into force (i.e., the date on which the instruments of ratification are 
exchanged). However, the benefits of those provisions will also be available with re- 
spect to deaths occurring after November 10, 1988, provided that a claim for refund 
due as a result of these provisions is filed by the later of one year from the date on 
which the Protocol enters into force or the date on which the applicable period for 
filing such a claim expires under the domestic law of the Contracting State concerned. 
The general effective dates set forth in Article 21 of the Protocol otherwise apply. 

It is unusual for the United States to agree to retrospective effective dates, In this case, 
however, the negotiators believed that retrospective application was not inappropriate, 
given the fact that the TAMRA provisions were the impetus for negotiation of the Pro- 
tocol and that the negotiations commenced soon after the enactment of TAMRA. The 
United States has agreed to retrospective effective dates in certain other instances (e.g., 
in the case of the U.S.-Germany estate tax treaty), The retrospective effective dates 
apply reciprocally, so that they will benefit the estates of U.S. decedents as well as 
Canadian decedents. 

Related Provisions [Art. XXIX-B]: ITA 60(d) — Deduction for interest accruing on 
estate taxes; Art. II:2(b)(iv) — Application to U.S. estate taxes; Art. XXVI:3(g) — 
Competent authority agreement to eliminate double taxation. 

History [Canada-U.S. Tax Treaty:Art. XXIX-B]: Art. XXIX-B added by 1995 
Protocol, art. 19, generally effective for deaths after November 10, 1988, provided re- 
fund claims that would otherwise be too late are filed by November 9, 1996 (see art. 
21(2) under “Application of the 1995 Protocol” above.) 


Article XXX — Entry Into Force 


1. This Convention shall be subject to ratification in accordance 
with the applicable procedures of each Contracting State and instru- 
ments of ratification shall be exchanged at Ottawa as soon as 
possible. 

Technical Explanation [1984]: Paragraph 1 provides that the Convention is subject 


to ratification in accordance with the procedures of Canada and the United States. The 
exchange of instruments of ratification is to take place at Ottawa as soon as possible. 


2. The Convention shall enter into force upon the exchange of in- 
struments of ratification and, subject to the provisions of paragraph 
3, its provisions shall have effect: 


(a) for tax withheld at the source on income referred to in Arti- 
cles X (Dividends), XI (Interest), XII (Royalties) and XVIII 
(Pensions and Annuities), with respect to amounts paid or 
credited on or after the first day of the second month next fol- 
lowing the date on which the Convention enters into force; 


(b) for other taxes, with respect to taxable years beginning on or 
after the first day of January next following the date on which 
the Convention enters into force; and 


(c) notwithstanding the provisions of subparagraph (b), for the 
taxes covered by paragraph 4 of Article XXIX (Miscellaneous 
Rules) with respect to all taxable years referred to in that 
paragraph. 
Technical Explanation [1984]: Paragraph 2 provides, subject to paragraph 3, that 
the Convention shall enter into force upon the exchange of instruments of ratification. 
It has effect, with respect to source State taxation of dividends, interest, royalties, pen- 
sions, annuities, alimony, and child support, for amounts paid or credited.on or after the 
first day of the second calendar month after the date on which the instruments of ratifi- 
cation are exchanged. For other taxes, the Convention takes effect for taxable years 
beginning on or after January | next following the date when instruments of ratification 
are exchanged. In the case of relief from United States social security taxes provided by 
paragraph 4 of Article XXIX (Miscellaneous Rules), the Convention also has effect for 
taxable years before the date on which instruments of ratification are exchanged. 


3. For the purposes of applying the United States foreign tax credit 
in relation to taxes paid.or accrued to Canada: 


(a) notwithstanding the provisions of paragraph 2(a) of Article II 
(Taxes Covered), the tax on 1971 undistributed income on hand 
imposed by Part IX of the Income Tax Act of Canada shall be 
considered to be an income tax for distributions made on or after 
the first day of January 1972 and before the first day of January 
1979 and shall be considered to be imposed upon the recipient 
of a distribution, in the proportion that the distribution out of 
undistributed income with respect to which the tax has been paid 
bears to 85 per cent of such undistributed income; 


(b) the principles of paragraph 6 of Article XXIV (Elimination 


of Double Taxation) shall have effect for taxable years begin- 
ning on or after the first day of January 1976; and 
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(c) the provisions of paragraph 1 of Article: XXIV shall have 
effect for taxable years beginning on or after the first day pi Jan- 
uary 1981, 


Any claim for refund based on the provisions of this paragraph may 
be filed on or before June 30 of the calendar year following that in 
which the Convention enters into force, notwithstanding: any rule of 
domestic law to the contrary. 


History: Para. 3 amended by 1983 Protocol, art. XIV. 


Definitions: “calendar year’, —ITCIA 3, Interpretation Act 37(1)(a); “Canada” — 
Art. III:1(a), ITCIA 5; “United States” — Art. III:1(b). 


Technical Explanation [1984]: Paragraph 3 provides special effective date rules for 
foreign tax credit computations with respect to taxes paid or accrued to Canada. Para- 
graph 3(a) provides that the tax on 1971 undistributed income on hand imposed by Part 
IX of the Income Tax Act of Canada is considered to be an “income tax” for distribu- 
tions made on or after January 1, 1972 and before January 1, 1979. Any such tax. which 
is paid or accrued under U.S. standards is considered. to be imposed. at the time of 
distribution and on the recipient of the distribution, in the proportion that the distribu- 
tion out of undistributed income with respect to which the tax has been paid bears to 85 
percent of such undistributed income. A person claiming a credit for tax pursuant to 
paragraph 3(a) is poised to compute oe amount of the credit in accordance with that 
paragraph. 


Paragraph 3(b) provides that the principles of paragraph 6 of Article XXIV (Elimina- 
tion of Double Taxation), which provides for resourcing of certain dividend, interest, 
and royalty income to eliminate double taxation of U.S. citizens residing in Canada, 
have effect for taxable:years beginning'on or after January 1, 1976. The:paragraph ‘is 
intended to grant the competent authorities sufficient flexibility to address certain prac- 
tical problems that have arisen under the 1942 Convention. It is anticipated that the 
competent authorities will be guided by paragraphs 4 and 5 of Article XXIV in apply- 
ing paragraph 3(b) of Article XXX. Paragraph 3(c) provides that the provisions of para- 
graph, 1 of Article XXIV (and the source rules, of that Article), shall have effect for 
taxable years. beginning on or after January 1, 1981. 


Any claim for refund. based. on the provisions of paragraph 3 may be filed on or before’ 
June 30 of the calendar year following the year in which instruments of ratification are 
exchanged, notwithstanding statutes, of limitations or other rules of domestic law to the 
contrary, For purposes of Code section 6611, the date of overpayment is the date on 
which instruments of ratification are exchanged, with respect to any refunds of U.S. tax 
pursuant to paragraph 3. 


4. Subject to the provisions of paragraph 5, the 1942 Convention 
shall cease to have effect for taxes for which this Convention has 
effect in accordance with the provisions of paragraph 2. 


Technical Explanation. [1984]: Paragraph 4 provides that, subject to paragraph 5, 
the 1942 Convention ceases to have effect for taxes for which the Convention has ef- 
fect under the provisions of paragraph 2. For example, if under paragraph 2 the Con- 
vention were to have effect with respect to taxes withheld at’source on dividends paid 
as of October 1, 1984, the 1942 Convention will not have effect with respect to such 
taxes. 


5. Where any greater relief from tax would have been afforded by 
any provision of the 1942 Convention than under this Convention, 
any such provision shall continue to have effect for the first taxable 
year with respect to which the provisions of this Convention have 
effect under paragraph 2(b). 


Definitions: “the 1942 Convention” — Art. III:1(). 


Technical Explanation [1984]: Paragraph 5 modifies the rule of paragraph 4 to 
allow all of the provisions: of the 1942 Convention to continue to have’ effect! for the 
period through the first taxable year with respect to which the provisions of the Con- 
vention would otherwise have effect under paragraph 2(b), if greater relief from tax is 
available under the 1942 Convention than under the Convention. Paragraph 5 applies to 
all provisions of the 1942 Convention, not just those provisions of the Convention for 
which the Convention takes effect under paragraph 2(b) of this Article. Thus, for exam- 
ple, assume that the Convention has effect, pursuant to paragraph 2(b), for taxable 
years of a taxpayer beginning on or after January 1, 1985. Further assume that a U.S. 
resident with a taxable year beginning on April 1 and ending on March 31 receives 
natural resource royalties from Canada which are subject to a 25% tax under Article VI 
(Income from Real Property) of the Convention, as amended by the Protocol, and Can- 
ada’s internal law, but which would be subject to a 15% tax under Article XI of the 
1942 Convention. Pursuant to paragraph’ 5, the greater benefits of the 1942 Convention 
would continue to apply to royalties paid or credited to the U.S, resident through March 
31, 1986. 


6. The 1942 Convention, shall terminate on the last date on which it 
has .effect in accordance with. the preceding provisions of. this 
Article. 


Definitions: “the 1942 Convention” — Art. III:1@). 


Art. XXXI 


Technical Explanation [1984]:,Paragraph 6 provides that the 1942 Convention 
terminates on the last of the dates on which it has effect in accordance with the provi- 
sions of paragraphs 4 and 5. 


7. The Exchange of Notes between the United States and Canada 
dated August 2 and September 17, 1928, providing for relief from 
double, income taxation on shipping profits, is. terminated. Its provi- 
sions shall cease to have effect with respect to taxable years begin- 
ning on or after the first day of January next following the date on 
which this Convention enters into force. 

Definitions: “Canada” — Art. III:1(a), ITCIA 5; “United States” — Art. IJI:1(b). 
Technical Explanation [1984]: Paragraph 7 terminates the Exchange of Notes 
between the United States and Canada of August 2 and September 17, 1928 proyiding 
for relief from double taxation of shipping profits. The provisions of the Exchange of 
Notes no longer have effect for taxable years beginning on or after January 1 following 
the exchange of instruments of ratification of the Convention. The 1942 Convention, in 
Article V, had suspended the effectiveness of the Exchange of Notes. 


8. The provisions of the Convention ‘between the Government of 
Canada and the Government of the United States of America for the 
Avoidance of Double Taxation and the Prevention of Fiscal, Eva- 
sion, with Respect to. Taxes. on the, Estates of .Deceased. Persons 
signed.at Washington on ‘February 17, 1961. shall continue to have 
effect with respect to estates of persons deceased prior to the first 
day of January next following the date on which this Convention 
enters into force but shall cease to'have effect with respect to estates 
of persons deceased. on or after that date. Such Convention shall 
terminate on the last date on ena. it has effect in accordance with 
the preceding sentence. 

Definitions: “Canada” — Art. III:1(a), ITCIA 5; “estate” —ITCIA 3, ITA 248(1); 
“person” — Art. Il: 1(e), ITCIA 3, Interpretation Act 35(1); “United States’ — Art. 
TIL:1(b). . 

Technical Explanation [1984]: Paragraph 8 terminates the Convention between 
Canada and the United States for the Avoidance of Double Taxation with Respect to 
Taxes on the Estates of Deceased Persons signed on February 17, 1961. The provisions 
of that Convention cease to have effect with respect to estates of persons deceased on 
or after January 1, of the year following the exchange of instruments of ratification of 
the Convention. 


Interpretation Bulletins [Art. XXX]: IT-173R2: Capital gains derived in Canada by 
residents of the United States., 


Article XXX! — Termination 


1. This Convention shall remain in force until terminated by a Con- 
tracting State. 


Technical Explanation [1984]:' Paragraph 1''\provides that the Convention shall 
remain in force until terminated by ‘Canada or the United States. 


2. Either Contracting State may terminate the Convention at any 
time after 5 years from the date on which the Convention enters into 
force provided that at least 6:months’ prior notice of termination 
has been given through diplomatic channels: 

Technical Explanation’ [1984]: Paragraph 2 provides that either Canada or the 
United States may terminate the Convention at any time after 5 years from the date on 
which instruments of ratification are exchanged, provided that notice of termination is 
given through diplomatic channels at least 6 months prior to the date on which the 
Convention is to terminate. 


3. Where a Contracting State considers that a significant change in- 
troduced in the taxation laws of the other Contracting State should 
be accommodated by a modification of the Convention, the Con- 
tracting States shall consult together with a view to resolving the 
matter; if the matter cannot be satisfactorily resolved, the first-men- 
tioned State may terminate the Convention in accordance with the 
procedures set forth in paragraph 2, but without regard to the 5 year 
limitation provided therein. 


Definitions: “State” — Art. II:1(i). 


Technical Explanation [1984]: Paragraph 3 provides a special. termination rule in 
situations, where Canada. or the United States changes its taxation laws and the other 
Contracting State believes that such change is significant enough to warrant modifica- 
tion of the Convention. In-such a circumstance, the Canadian Ministry of Finance and 
the United States Department of the Treasury would consult with a view to resolving 
the matter. If the matter cannot be satisfactorily resolved, the Contracting State request- 
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ing an accommodation because of the change in the other Contracting State’s taxation 
laws may terminate the Convention by giving the 6 months’ prior notice required by 
paragraph 2, without regard to whether the Convention has been in force for 5 years. 


4. In the event the Convention is terminated, the Convention shall 
cease to have effect: 


(a) for tax withheld at the source on income referred to in Arti- 
cles X (Dividends), XI (Interest), XII (Royalties), XVIII (Pen- 
sions and Annuities) and paragraph 2 of Article XXII (Other In- 
come), with respect to amounts paid or credited on or after the 
first day of January next following the expiration of the 6 
months’ period referred to in paragraph 2; and 


(b) for other taxes, with respect to taxable years beginning on or 

after the first day of January next following the expiration of the 

6 months’ period referred to in paragraph 2. 
Technical Explanation [1984]: Paragraph 4 provides that, in the event of termina- 
tion, the Convention ceases to have effect for tax withheld at source under Articles X 
(Dividends), XI (Interest), XII (Royalties), and XVIII (Pensions and Annuities), and 
under paragraph 2 of Article XXII (Other Income), with respect to amounts paid or 
credited on or after the first day of January following the expiration of the 6 month 
period referred to in paragraph 2. In the case of other taxes, the Convention shall cease 
to have effect in the event of termination with respect to taxable years beginning on or 
after January 1 following the expiration of the 6 month period referred to in paragraph 
Py 


APPENDIX — EXECUTION AND COMPETENT 
AUTHORITIES LETTER 
[From Canada — ed. ] September 26, 1980 


Excellency: I have the honor to refer to the Convention between the 
United States of America and Canada with Respect to Taxes on In- 
come and on Capital, signed today, and to confirm certain under- 
standings reached between the two Governments with respect to the 
Convention. 


1. In French, the term “société” also means a “corporation” within 
the meaning of Canadian law. 


2. The competent authorities of each of the Contracting States shall 
review the procedures and requirements for an organization of the 
other Contracting State to establish its status as a religious, scien- 
tific, literary, educational or charitable organization entitled to ex- 
emption under paragraph | of Article XXI (Exempt Organizations), 
or as an eligible recipient of the charitable contributions or gifts re- 
ferred to in paragraphs 5 and 6 of Article XXI, with a view to 
avoiding duplicate application by such organizations to the adminis- 
tering agencies of both Contracting States. If a Contracting State 
determines that the other Contracting State maintains procedures to 
determine such status and rules for qualification that are compatible 
with such procedures and rules of the first-mentioned Contracting 
State, it is contemplated that such first-mentioned Contracting State 
shall accept the certification of the administering agency of the 
other Contracting State as to such status for the purpose of making 
the necessary determinations under paragraphs 1, 5 and 6 of Article 
XXI. 


It is further agreed that the term “‘family’’, as used in paragraphs 5 
and 6 of Article XXI, means an individual’s brothers and sisters 
(whether by whole or half-blood, or by adoption), spouse, ances- 
tors, lineal descendants and adopted descendants. 


3. It is the position of Canada that the so-called “unitary apportion- 
ment” method used by certain states of the United States to allocate 
income to United States offices or subsidiaries of Canadian compa- 
nies results in inequitable taxation and imposes excessive adminis- 
trative burdens on Canadian companies doing business in those 
states. Under that method the profit of a Canadian company on its 
United States business is not determined on the basis of arm’s- 
length relations but is derived from a formula taking account of the 
income of the Canadian company and its worldwide subsidiaries as 
well as the assets, payroll and sales of all such companies. For a 
Canadian multinational company with many subsidiaries in differ- 
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ent countries to have to submit its books and records for all of these 
companies to a state of the United States imposes a costly burden. It 
is understood that the Senate of the United States has not consented 
to any limitation on the taxing jurisdiction of the states by a treaty 
and that a provision which would have restricted the use of unitary 
apportionment in the case of United Kingdom corporations was re- 
cently rejected by the Senate. Canada continues to be concerned 
about this issue as it affects Canadian multinationals. If an accept- 
able provision on this subject can be devised, the United States 
agrees to reopen discussions with Canada on this subject. 


APPENDIX — FIFTH PROTOCOL (2007) 


ANNEX A 
[Diplomatic] Note No. JLAB-O111 — [from | Canada — 
ed.] September 21, 2007 
Excellency, 


I have the honor to refer to the Protocol (the “Protocol” ) done to- 
day between Canada and the United States of America amending 
the Convention with Respect to Taxes on Income and on Capital 
done at Washington on 26 September 1980, as amended by the Pro- 
tocols done on 14 June 1983, 28 March 1984, 17 March 1995, and 
29 July 1997 (the “Convention” ), and to propose on behalf of the 
Government of Canada the following: 


In respect of any case where the competent authorities have en- 
deavored but are unable to reach a complete agreement under Arti- 
cle XXVI (Mutual Agreement Procedure) of the Convention regard- 
ing the application of one or more of the following Articles of the 
Convention: IV (Residence) (but only insofar as it relates to the res- 
idence of a natural person), V (Permanent Establishment), VII 
(Business Profits), IX (Related Persons), and XII (Royalties) (but 
only (i) insofar as Article XII might apply in transactions involving 
related persons to whom Article IX might apply, or (ii) to an alloca- 
tion of amounts between royalties that are taxable under paragraph 
2 thereof and royalties that are exempt under paragraph 3 thereof), 
binding arbitration shall be used to determine such application, un- 
less the competent authorities agree that the particular case is not 
suitable for determination by arbitration. In addition, the competent 
authorities may, on an ad hoc basis, agree that binding arbitration 
shall be used in respect of any other matter to which Article XXVI 
applies. If an arbitration proceeding (the “Proceeding”’) under par- 
agraph 6 of Article XXVI commences, the following rules and pro- 
cedures shall apply: 


1. The Proceeding shall be conducted in the manner prescribed by, 
and subject to the requirements of, paragraphs 6 and 7 of Article 
XXVI and these rules and procedures, as modified or supplemented 
by any other rules and procedures agreed upon by the competent 
authorities pursuant to paragraph 17 below. 


2. The determination reached by an arbitration board in the Pro- 
ceeding shall be limited to a determination regarding the amount of 
income, expense or tax reportable to the Contracting States. 


3. Notwithstanding the initiation of the Proceeding, the competent 
authorities may reach a mutual agreement to resolve a case and ter- 
minate the Proceeding. Correspondingly, a concerned person may 
withdraw a request for the competent authorities to engage in the 
Mutual Agreement Procedure (and thereby terminate the Proceed- 
ing) at any time. 


4. The requirements of subparagraph 7(d) of Article XX VI shall be 
met when the competent authorities have each received from each 
concerned person a notarized statement agreeing that the concerned 
person and each person acting on the concerned person’s behalf, 
shall not disclose to any other person any information received dur- 
ing the course of the Proceeding from either Contracting State or 
the arbitration board, other than the determination of the Proceed- 
ing. A concerned person that has the legal authority to bind any 
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other concerned person(s) on this matter may do so ina comprehen- 
sive notarized statement. 


5. Each Contracting State shall have 60 days from the date on 
which the Proceeding begins to send a written communication to 
the other Contracting State appointing one member of the arbitra- 
tion board. Within 60 days of the date on which the second such 
communication is sent, the two members appointed by the Con- 
tracting States shall appoint a third member, who shall serve as 
chair of the board. If either Contracting State fails to appoint a 
member, or if the members appointed by the Contracting States fail 
to agree upon the third member in the manner prescribed by this 
paragraph, a Contracting State shall ask the highest ranking member 
of the Secretariat at the Centre for Tax Policy and Administration of 
the Organisation for Economic: Co-operation and Development 
(OECD) who is not a citizen of either Contracting State, to appoint 
the remaining member(s) by written notice to both Contracting 
States within 60 days of the date of such failure. The competent 
authorities shall develop a non-exclusive list of individuals with fa- 
miliarity in international tax matters who may potentially serve as 
the chair of the board. 


conduct of its business, provided that the procedures are not incon- 
sistent with any provision of Article XXVI or this note. 


7. Each of the Contracting States shall be permitted to submit, 
within 60 days of the appointment of the chair of the arbitration 
board, a proposed resolution describing the proposed disposition of 
the specific monetary amounts of income, expense or taxation at 
issue in the case, and a supporting position paper, for consideration 
by the arbitration board. Copies of the proposed resolution and sup- 
porting position paper shall be provided by the board to the other 
Contracting State on the date on which the later of the submissions 
is submitted to the board. In the event that only one Contracting 
State submits a proposed resolution within the allotted time, then 
that proposed resolution shall be deemed to be the determination of 
the board in that case and the Proceeding shall be terminated. Each 
of the Contracting States may, if it so desires, submit a reply sub- 
mission to the board within 120 days of the appointment of its 
chair, to address any points raised by the proposed resolution or po- 
sition paper submitted by the other Contracting State. Additional 
information may be submitted to. the arbitration board only at its 
request, and copies of the board’s. request and the Contracting 
State’s response shall be provided to the other Contracting State on 
the date.on which the request or the response is submitted. Except 
for logistical. matters such as those identified in paragraphs 12, 14 
and 15 below, all communications from the Contracting States to 
the arbitration board, and vice versa, shall take place only through 
written communications between the designated competent authori- 
ties and the chair of the board. 


8. The arbitration board shall deliver a,determination in writing to 
the Contracting States within six months of the appointment of its 
chair. The board shall adopt as its determination one. of the pro- 
posed resolutions submitted by the Contracting States. 


9. In making its determination, the arbitration board shall apply, as 
necessary: (1) the provisions of the Convention as amended; (2) any 
agreed commentaries or explanations of the Contracting States con- 
cerning the Convention as amended; (3) the laws of the Contracting 
States to the extent they are not inconsistent with each other; and 
(4) any OECD Commentary, Guidelines or Reports regarding rele- 
vant analogous portions of the OECD Model Tax Convention. 


10. The determination of the arbitration board in a particular case 
shall be binding on the Contracting States. The determination of the 
board shall not state a rationale. It shall have no precedential value. 
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11. As provided in subparagraph 7(e) of Article XX VI, the determi- 
nation of an arbitration board shall constitute a resolution by mutual 
agreement under this Article. Each concerned person must, within 
30 days of receiving the determination of the board from the com- 
petent authority to which the case was first presented, advise. that 
competent authority. whether that concerned person accepts the de- 
termination of the board. If any concerned person fails to so advise 
the relevant competent authority within this time frame, the, deter- 
mination of the board shall be considered not to have been accepted 
in that case. Where the determination of the board is not- accepted, 
the case may not subsequently be the subject of a Proceeding. 


12. Any meeting(s) of the arbitration board shall be in facilities pro- 
vided by the Contracting State whose competent authority initiated 
the mutual agreement proceedings in the case. 


13. The treatment of any associated interest or penalties shall be 
determined by applicable domestic law of the Contracting State(s) 
concerned. 


14. No information relating to the Proceeding (including the board’s 


Nes | determination) may be disclosed by the members of the arbitration 
6. The arbitration board may adopt any procedures necessary for the | 


board or their staffs or by either competent authority, except as per- 
mitted by the Convention and the domestic laws of the Contracting 
States. In addition, all material prepared in the course of, or relating 
to, the Proceeding shall be considered to be information exchanged 
between the Contracting States. The Contracting States shall ensure 
that all members of the arbitration board and their staffs sign and 
send to each Contracting State notarized statements, prior to their 
acting in the arbitration proceeding, in which they agree to abide by 
and be subject to the confidentiality and nondisclosure provisions of 
Articles XX VI and XXVII of the Convention and the applicable do- 
mestic laws of the Contracting States. In the event those provisions 
conflict, the most restrictive condition shall apply. 


15. The fees and expenses of members of the arbitration board shall 
be set in accordance with:the International Centre for Settlement of 
Investment Disputes (ICSID) Schedule of Fees for arbitrators, as in 
effect on the date on which the arbitration proceedings begin, and 
shall be borne equally by the Contracting States. Any fees for lan- 
guage translation shall also be borne. equally by the Contracting 
States. Meeting facilities, related resources, financial management, 
other logistical support, and general administrative coordination of 
the Proceeding shall be provided, at its own cost, by the Contracting 
State whose competent authority initiated the mutual agreement 
proceedings in the case. Any other costs shall be borne by the Con- 
tracting State that incurs them. 


16. For purposes of paragraphs 6 and 7 of Article XXVI and this 
note, each competent authority shall confirm in writing to the other 
competent authority and to the concerned person(s) the date of its 
receipt of the information necessary to undertake substantive con- 
sideration for a mutual agreement. Such information shall be: 


(a) in the United States, the information required to be submitted 
to the U.S. competent authority under Revenue Procedure 2006- 
54, section 4.05 (or any applicable analogous provisions) and, 
for cases initially submitted as a request for an Advance Pricing 
Agreement, the information required to be submitted to the In- 
ternal Revenue Service under Revenue Procedure 2006-9, sec- 
tion 4 (or any applicable analogous provisions), and 


(b) in Canada, the information required to be submitted to Cana- 
dian competent authority under Information Circular 71-17 (or 
any applicable successor publication). 


However, this information shall not: be considered ‘received: until 
both competent authorities have received copies of all materials 
submitted to either Contracting State by the concerned person(s) in 
connection with the mutual agreement procedure. 
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17. The competent authorities of the Contracting States may modify 
or supplement the above rules and procedures as necessary to more 
effectively implement the intent of paragraph 6 of Article XXVI to 
eliminate double taxation. 


If the above proposal is acceptable to your Government, I further 
propose that this Note, which is authentic in English and in French, 
and your reply Note reflecting such acceptance shall constitute an 
agreement between our two Governments which shall enter into 
force on the date of entry into force of the Protocol and shall be 
annexed to the Convention as Annex A thereto and shall therefore 
be an integral part of the Convention. 


Please accept, the assurance of my _ highest 


consideration. 


Excellency, 


Maxime Bernier, Minister of Foreign Affairs [Canada] 


[Diplomatic] Note No. 1015 [from U.S. — ed.] 
Excellency, 


I have the honor to acknowledge receipt of your Note No. JLAB- 
O111 dated September 21, 2007, which states in its entirety as 
follows: 

[Reproduces in its entirety Note JUAB-0111 above — ed.] 


I am pleased to inform you that the Government of the United States 
of America accepts the proposal set forth in your Note. The Govern- 
ment of the United States of America further agrees that your Note, 
which is authentic in English and in French, together with this. re- 
ply, shall constitute an Agreement between the United States of 
America and Canada, which shall enter into force on the date of 
entry into force of the Protocol amending the Convention between 
the United States of America and Canada with Respect to Taxes on 
Income and on Capital done at Washington on 26 September 1980, 
as amended by the Protocols done on 14 June 1983, 28 March 
1984, 17 March 1995, and 29 July 1997 (the “Convention” ), and 
shall be annexed to the Convention as Annex A thereto, and shall 
therefore be an integral part of the Convention. 


Accept, Excellency, the renewed assurances of my highest 


consideration. 
Embassy of the United States of America 


Ottawa, September 21, 2007 
Terry Breese 
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ANNEX B 
[Diplomatic] _ Note No. JLAB-0112_ [from Canada— 
ed.] September 21, 2007 
Excellency, 


I have the honor to refer to the Protocol (the “Protocol” ) done to- 
day between Canada and the United States of America amending 
the Convention with Respect to Taxes on Income and on Capital 
done at Washington on 26 September 1980, as amended by the Pro- 
tocols done on 14 June 1983, 28 March 1984, 17 March 1995, and 
29 July 1997 (the “Convention”). 


In the course of the negotiations leading to the conclusion of the 
Protocol done today, the negotiators developed and agreed upon a 
common understanding and interpretation of certain provisions of 
the Convention. These understandings and interpretations are in- 
tended to give guidance both to the taxpayers and to the tax author- 
ities of our two countries in interpreting various provisions con- 
tained in the Convention. 


I, therefore, have the further honor to propose on behalf of the Gov- 
ernment of Canada _ the _ following understandings and 
interpretations: 


1. Meaning of undefined terms — For purposes of paragraph 2 
of Article III (General Definitions) of the Convention, it is under- 
stood that, as regards the application at any time of the Convention, 
and any protocols thereto by a Contracting State, any term not de- 
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fined therein shall, unless the context otherwise requires or the 
competent authorities otherwise agree to a common meaning pursu- 
ant to Article XXVI (Mutual Agreement Procedure), have the 
meaning which it has at that time under the law of that State for the 
purposes of the taxes to which the Convention, and any protocols 
thereto apply, any meaning under the applicable tax laws of that 
State prevailing over a meaning given to the term under other laws 
of that State. 


2. Meaning of connected projects — For the purposes of ap- 
plying subparagraph (b) of paragraph 9 of Article V (Permanent Es- 
tablishment) of the Convention, it is understood that projects shall 
be considered to be connected if they constitute a coherent whole, 
commercially and geographically. 


3. Definition of the term “dividends” — It is understood that 
distributions from Canadian income trusts and royalty trusts that are 
treated as dividends under the taxation laws of Canada shall be con- 
sidered dividends for the purposes of Article X (Dividends) of the 
Convention. 


4. Deletion of Article XIV (Independent Personal Ser- 
vices) — It is understood that the deletion of Article XIV (Inde- 
pendent Personal Services) of the Convention confirms the negotia- 
tors’ shared understanding that no practical distinction can be made 
between a “fixed base” and a “permanent establishment”, and that 
independent personal services of a resident of a Contracting State, 
to the extent that such resident is found to have a permanent estab- 
lishment in the other Contracting State with respect to those ser- 
vices, shall be subject to the provisions of Article VI (Business 
Profits). 


5. Former permanent establishments and fixed bases — 
It is understood that the modifications of paragraph 2 of Article VII 
(Business Profits), paragraph 4 of Article X (Dividends); paragraph 
3 of Article XI (Interest) and paragraph 5 of Article XII (Royalties) 
of the Convention to refer to business having formerly been carried 
on through a permanent establishment confirm the negotiators’ 
shared understanding of the meaning of the existing provisions, and 
thus are clarifying only. 


6. Stock options — For purposes of applying Article XV (In- 
come from Employment) and Article XXIV (Elimination of Double 
Taxation) of the Convention to income of an individual in connec- 
tion with the exercise or other disposal (including a deemed exer- 
cise or disposal) of an option that was granted to the individual as 
an employee of a corporation or mutual fund trust to acquire shares 
or units (“securities”) of the employer (which is considered, for the 
purposes of this Note, to include any related entity) in respect of 
services rendered or to be rendered by such individual, or in con- 
nection with the disposal (including a deemed disposal) of a secur- 
ity acquired under such an option, the following principles shall 
apply: 
(a) Subject to subparagraph 6(b) of this Note, the individual 
shall be deemed to have derived, in respect of employment exer- 
cised in a Contracting State, the same proportion of such income 
that the number of days in the period that begins on the day the 
option was granted, and that ends on the day the option was ex- 
ercised or disposed of, on which the individual’s principal place 
of employment for the employer was situated in that Contracting 
State is of the total number of days in the period on which the 
individual was employed by the employer; and 


(b) Notwithstanding subparagraph 6(a) of this Note, if the com- 
petent authorities of both Contracting States agree that the terms 
of the option were such that the grant of the option will be ap- 
propriately treated as transfer of ownership of the securities 
(e.g., because the options were in-the-money or not subject to a 
substantial vesting period), then they may agree to attribute in- 
come accordingly. 
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7. Taxes imposed by reason of death — It is understood that, 


(a) where a share or option in respect of a share is property situ- 

ated in the United States for the purposes of Article XXIX B 

(Taxes Imposed by Reason of Death) of the Convention, any 

employment income in respect of the share or option shall be, 

for the purpose of clause 6(a)(ii) of that Article, income from 
property situated in the United States;. 


(b) where property situated in the lana States for the purposes 
of Article XXIX B (Taxes Imposed by Reason of Death) of the 
Convention is held by an entity that is a resident of Canada and 
that is described in subparagraph 1(b) of Article IV (Residence) 
of the Convention, any income out of or under the entity in re- 
spect of the property shall be, for the purpose of subparagraph 
6(a)(Gi) of Article XXIX B (Taxes Imposed by Reason of 
Death), income from property situated in the United States; and 
savings plan under section 146 or registered retirement income 
fund under section 146.3 that is funded exclusively by rollover 
contributions from one or more of the preceding plans; and 


(c) where a tax is imposed in Canada by reason of death in re- 
spect of an entity that is a resident of Canada and that is de- 
scribed in subparagraph 1(b) of Article IV (Residence) of the 
Convention, that tax shall be, for the purpose of paragraph 7 of 
Article XXIX B (Taxes Imposed by Reason of Death) of the 
Convention, imposed in respect of property situated in Canada. 


8. Royalties — information in connection with franchise 
agreement — It is understood that the reference in subparagraph 
3(c) of Article XII (Royalties) of the Convention to information 
provided in connection with a franchise agreement shall generally 
refer only to information that governs or otherwise deals with the 
operation (whether by the payer or by another person) of the 
franchise, and not to other information concerning industrial, com- 
mercial or scientific experience that is held for resale or license. 


9. With reference to Article VII (Business Profits) — It is un- 
derstood that the business profits to be attributed to a permanent 
establishment shall include only the profits derived from the assets 
used, risks assumed and activities performed by the permanent es- 
tablishment. The principles of the OECD Transfer Pricing Guide- 
lines shall apply for purposes of determining the profits attributable 
to a permanent establishment, taking into account the different eco- 
nomic and legal circumstances of a single entity. Accordingly, any 
of the methods described therein as acceptable methods for deter- 
mining an arm’s length result may be used to determine the income 
of a permanent establishment so long as those methods are applied 
in accordance with the Guidelines. In particular, in determining the 
amount of attributable profits, the permanent establishment shall be 
treated as having the same amount of capital that it would need to 
support its activities if it were a distinct and separate enterprise en- 
gaged in the same or similar activities. With respect to financial in- 
stitutions other than insurance companies, a Contracting State may 
determine the amount of capital to be attributed to a permanent es- 
tablishment by allocating the institution’s total equity between its 
various offices on the basis of the proportion of the financial institu- 
tion’s risk-weighted assets attributable to each of them. In the case 
of an insurance company, there shall be attributed to a permanent 
establishment not only premiums earned through the permanent es- 
tablishment, but that portion of the insurance company’s overall in- 
vestment income from reserves and surplus that supports the risks 
assumed by the permanent establishment. 


10. Qualifying retirement plans — For purposes of paragraph 
15 of Article XVIII (Pensions and Annuities) of the Convention, it 
is understood that 


(a) in the case of Canada, the term “qualifying retirement plan” 
shall include the following and any identical or substantially 
similar plan that is established pursuant to legislation introduced 
after the date of signature of the Protocol: registered pension 
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plans under section 147.1 of the Income Tax Act, registered’ re- 
tirement savings plans under section 146 that are part of a group 
arrangement described in subsection 204.2(1.32), deferred profit 
sharing plans under section 147, and any’ registered retirement 
savings plan ‘under section 146 or registered retirement income 
fund under section 146.3 that’ is funded exclusively by rollover 
contributions from one or more of the preceding plans; and 


(b) in the case of the United States, the term “qualifying retire- 
ment plan” shall include the following and any identical or sub- 
stantially similar plan that is established pursuant to legislation 
introduced after the date of signature of the Protocol: qualified 
plans under section 401(a) of the Internal Revenue Code (in- 
cluding section 401(k) arrangements), individual retirement 

plans that are part of a simplified employee pension plan that 
satisfies section 408(k), section 408(p) simple retirement. ac- 
counts, section 403(a) qualified annuity plans, section 403(b) 
plans, section 457(g) trusts providing benefits under section 
457(b) plans, the Thrift Savings Fund (section 7701(j)), and‘any 
individual retirement account under section 408(a) that is funded 
exclusively by rollover contributions from one or more of the 
preceding plans. 


11. Former long-term residents — The term “long-term resi- 
dent” shall mean any individual who is a lawful permanent resident 
of the United States in eight or more taxable years during the pre- 
ceding 15 taxable years. In determining whether the threshold in the 
preceding sentence is met, there shall not count any year in which 
the individual is treated as a resident of Canada under the Conven- 
tion, or as a resident of any country other than the United States 
under the provisions of any other U.S. tax treaty, and, in either case, 
the individual does not waive the benefits of such treaty applicable 
to residents of the other country. 


12. Special source rules relating to former citizens and 
long-term residents — For purposes of subparagraph 2(b) of 
Article XXIX (Miscellaneous Rules) of the Convention, “income 
deemed under the domestic law of the United States to arise from 
such sources” shall consist of gains from the sale or exchange of 
stock of a U.S. company or debt obligations of a U.S. person, the 
United States, a State, or a political subdivision thereof, or the Dis- 
trict of Columbia, gains from property (other than stock or debt ob- 
ligations) located in the United States, and, in certain cases, income 
or gain derived from the sale of stock of a non-U.S. company or a 
disposition of property contributed to such non-U.S. company 
where such company would be a controlled foreign corporation 
with respect to the person if such person had continued to be a U.S. 
person. In addition, an individual who exchanges property that 
gives rise or would give rise to U.S.-source income for property that 
gives rise to foreign-source income shall be treated as if he or she 
had sold the property that would give rise to U.S.-source income for 
its fair market value, and any consequent gain shall be deemed to be 
income from sources within the United States. 


13. Exchange of Information — It is understood that the stan- 
dards and practices described in Article XX VII (Exchange of Infor- 
mation) of the Convention are to be in no respect less effective than 
those described in the Model Agreement on Exchange of Informa- 
tion on Tax Matters developed by the OECD Global Forum Work- 
ing Group on Effective Exchange of Information. 


14. Limitation on Benefits — The United States and Canada are 
part of the same regional free trade area and, as a result, the Con- 
vention reflects the fact that publicly traded companies resident in 
one country may be traded on a stock exchange of the other coun- 
try. Nevertheless, the Contracting States agree that in making future 
amendments to the Convention, they shall consult on possible mod- 
ifications to subparagraph 2(c) of Article XXIX A (Limitation on 
Benefits) of the Convention (including, modifications necessary to 
discourage corporate inversion transactions). 
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If the above proposal is acceptable to your Government, I further 
propose that this Note, which is authentic in English and in French, 
and your reply Note reflecting such acceptance shall constitute an 
agreement between our two Governments which shall enter into 
force on the date of entry into force of the Protocol and shall be 
annexed to the Convention as Annex B thereto and shall therefore 
be an integral part of the Convention. 


Please accept, Excellency, the assurance of my _ highest 
consideration. 


Maxime Bernier, Minister of Foreign Affairs [Canada] 


[Diplomatic] Note No. 1014 [from U.S. — ed.] 

Excellency, 

I have the honor to acknowledge receipt of your Note No. JLAB- 
0112 dated September 21, 2007, which states in its entirety as 
follows: 

[Reproduces in its entirety Note JUAB-0112 above — ed.] 

I am pleased to inform you that the Government of the United States 
of America accepts the proposal set forth in your Note. The Govern- 
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ment of the United States of America further agrees that your Note, 
which is authentic in English and in French, together with this re- 
ply, shall constitute an Agreement between the United States of 
America and Canada, which shall enter into force on the date of 
entry into force of the Protocol amending the Convention between 
the United States of America and Canada with Respect to Taxes on 
Income and on Capital done at Washington on 26 September 1980, 
as amended by the Protocols done on 14 June 1983, 28 March 
1984, 17 March 1995, and 29 July 1997 (the “Convention”), and 
shall be annexed to the Convention as Annex B thereto, and shall 
therefore be an integral part of the Convention. 


Accept, Excellency, the renewed assurances of my _ highest 
consideration. 
Embassy of the United States of America 


Ottawa, September 21, 2007 
Terry Breese 
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CANADA—UNITED KINGDOM TAX CONVENTION 


Convention Between the Government of Canada and the Government of the United Kingdom of 
Great Britain and Northern Ireland for the Avoidance of Double Taxation and the Prevention of 
Fiscal Evasion With Respect to Taxes on Income and Capital Gains, as Amended by the Protocols 
Signed on April 15, 1980, October 16, 1985 and May 7, 2003 
Enacted in Canada by S.C. 1980-81-82-83, c. 44, Part X (1980 Protocol enacted by Part XI); 1985 Protocol enacted in Canada by 


SI/86-47 (April 16, 1986), in force Dec. 23, 1985; 2003 Protocol enacted in Canada by P.C. 2003-1374 (Sept. 18, 2003), in force 
May 4, 2004. 


Background: The Canada—United Kingdom Income Tax Convention, signed on Sept. 8, 1978 [in force Dec. 17, 1980] and amended by a Protocol signed on April 15, 1980 [in 
force Dec. 18, 1980], a second Protocol signed on Oct. 16, 1985 [in force Dec. 23, 1985] and a third Protocol signed on May 7, 2003 [in force May 4, 2004], is reproduced below. 


In accordance with Article 28 of the Convention and Article VI of the 1980 Protocol, the provisions thereof have effect in Canada as follows: 
(a) in respect of tax withheld at the source on amounts paid or’credited to non-residents on or after January 1, 1976; 
(b) in respect of other Canadian taxes, for the'1976 taxation year and subsequent years; 
(c) the provisions of Article 27A of the Convention, as added by Article IV of the Protocol, will have effect in Canada: 
(i) in respect of tax withheld at the source on amounts paid or credited to non-residents on or after January 1, 1981; 
(ii) in respect of other Canadian taxes for any taxation year beginning on or after January 1, 1981. 
The provisions of the 1985 Protocol have effect in Canada as follows: 


(a) for tax withheld at the source on income referred to in Articles 10, 11 and 12 of the Convention, as amended by the 1985 Protocol, with respect to amounts paid or credited 
on or after February 1, 1986; 


(b) in relation to payments referred to in Article 17 of the’ Convention, as amended by the 1985 Protocol, with respect to amounts paid on or after April 6, 1986; 
(c) in relation to all other provisions of the 1985 Protocol, for taxation years beginning on or after January 1, 1986. 

The 1985 Protocol shall cease to be effective at such time as the Convention ceases to be effective in accordance with Article 29 of the Convention. 

The May 7, 2003 Protocol, Art. XIV, provides: 


The Governments of the Contracting States shall inform one another, through diplomatic channels, of the completion of the procedures required by their laws for the 
bringing into force of this Protocol. This Protocol shall enter into force on the date of the later of these notifications and shall thereupon have effect: 


(a) in Canada: 


(i) in respect of tax withheld at the source, on amounts paid or credited to non-residents on or after the first day of January in the calendar year [2005 — ed.] next 
following that in which this Protocol enters into force; and 


(ii) in respect of other Canadian tax, for taxation years beginning on or after the first day of January in the calendar year [2005 — ed.] next following that in which 
this Protocol enters into force; 


(b) in the United Kingdom: 


(i) in respect of income tax and capital gains tax, for any year of assessment beginning on or after 6th April in the calendar year [2005 — ed.] next following that in 
which this Protocol enters into force; 


(ii) in respect of corporation tax, for any financial year beginning on or after Ist April in the calendar year [2005 — ed.] next following that in which this Protocol 
enters into force. 


The Protocol.entered into force on May 4, 2004. 


For commentary on the 2003 Protocol see Stephen Bowman, “Canada-United Kingdom Income Tax Convention — Third Protocol Signed — The Devil is in the Detail”, XI(1) 
Corporate Finance (Federated Press) 1018-22 (2003). 


For further discussion of each Article of this treaty see Vern Krishna and Pamela Cross, The Canada-U.K. Tax Treaty: Text and Commentary (LexisNexis Butterworths, 2005). 


For interpretation of tax treaties see Notes to Income Tax Conventions Interpretation Act, preceding the Canada-U.S. treaty; and OECD Model Tax Convention on Income and on 
Capital (International Bureau of Fiscal Documentation, ibfd.org). 


U.K. income tax is administered by Her Majesty's: Revenue & Customs since April 2005 (merging Inland Revenue with HM Customs & Excise): For information, see 
www.hmre.gov.uk. 


See also Background at beginning of the Canada-U.S. treaty. 

Exchange of Letters between the Governments of the United Kingdom and Canada, May 7, 2003 
{from the UK] 
Excellency: 


I have the honour to refer to the Protocol amending the Convention between the Government of the United Kingdom of Great Britain and Northern Ireland and the 
Government of Canada for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with Respect to Taxes on Income and Capital Gains, signed at London 
on 8 September 1978, as amended by the Protocol signed at Ottawa on 15 April 1980 and as further amended by the Protocol signed at London on 16 October 1985, which 
has been signed today and to make on behalf of the Government of the United Kingdom of Great Britain and Northern Ireland the following proposals: 


With reference to Articles IV, V and VI: 
It is understood that, in the event that, pursuant to an agreement or.convention concluded after the date of signature of this Protocol with a country that is a member of the 
Organisation for Economic Co-operation and Development, Canada agrees to a rate of tax on dividends, interest, or royalties lower than that provided for in the Convention, 


the appropriate authorities of the Contracting States shall consult at the earliest opportunity with respect to further reductions in the withholding taxes provided for in the 
Convention. ; 


With reference to paragraph I of Article VI: 


It is understood that an individual who becomes a resident of the United Kingdom and is treated as resident for any year of assessment from the date of arrival shall be 
charged to capital gains tax only in respect of chargeable gains from the alienation of property made after the date of arrival, provided that the individual has not been 
resident or ordinarily resident in the United Kingdom at any time during the six years immediately preceding the alienation of the property and that the gain in question is 
not one that is chargeable on the individual as the settlor of a settlement under sections 77-79 or section 86 and Schedule 5 of the Taxation of Chargeable Gains Act 1992. 
With reference to Article XII: 

It is understood that the provisions of Article 24 (Exchange of Information) of the Convention, as'‘amended by Article XII of the Protocol signed today, shall have effect 
from the date of entry into force of the Protocol, without regard to the taxable or chargeable period to which the request for information relates. 
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If the foregoing proposals are acceptable to the Government of Canada, I have the honour to suggest that the present note and Your Excellency’s reply to that effect shall be 
regarded as constituting an agreement between the two Governments in this matter, which shall enter into force at the same time as the Protocol. 


I avail myself of this opportunity to extend to Your Excellency the assurance of my highest consideration. 


Dawn Primarolo 


{from Canada] 


Excellency: 


I have the honour to refer to your note dated 7 May 2003 which reads as follows: [see Letter from the Government of the United Kingdom above — ed.] 


The foregoing proposals being acceptable to the Government of Canada, I have the honour to confirm that your note and this reply shall be regarded as constituting an 
agreement between the two Governments in this matter which shall enter into force at the same time as the Protocol. 


Please accept the renewed assurance of my highest consideration. 


Mel Cappe 


The Government of Canada and the Government of the United Kingdom of Great Britain and Northern Ireland, desiring to conclude a 
Convention for the avoidance of double taxation and the prevention of fiscal evasion with respect to taxes on income and capital gains, 


have agreed as follows: 


Article 1 — Personal Scope 


This Convention shall apply to persons who are residents of one or 
both of the Contracting States. 


Definitions: “person” — Art. 3:1(c); “resident” — ITCIA 3, ITA 250. 
Article 2 — Taxes Covered 


1. The taxes which are the subject of this Convention are: 
(a) in Canada: 


the income taxes which are imposed by the Government of Can- 
ada, (hereinafter referred to as ““Canadian tax’’); 


(b) in the United Kingdom of Great Britain and Northern 
Ireland: 


the income tax, the corporation tax, the capital gains tax, the pe- 
troleum revenue tax and the development land tax (hereinafter 
referred to as “United Kingdom tax’’). 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “company” — Art.3:1(d); “tax” — 
Art. 3:1(g); “United Kingdom” — Art. 3:1(a)(ii). 


2. The Convention shall apply also to any identical or substantially 
similar taxes which are imposed after the date of signature of this 
Convention in addition to, or in place of, the existing taxes by either 
Contracting State or by the Government of any territory to which 
the present Convention is extended under Article 26. The Con- 
tracting States shall notify each other of changes which have been 
made in their respective taxation laws. 


Definitions: “tax” — Art. 3:1(g). 
Article 3 — General Definitions 


1. In this Convention, unless the context otherwise requires: 
(a) 


(i) the term “Canada” used in a geographical sense, means 
the territory of Canada, including any area beyond the territo- 
rial waters of Canada which is an area where Canada may, in 
accordance with its national legislation and international law, 
exercise sovereign rights with respect to the sea-bed and sub- 
soil and their natural resources; 


(ii) the term “United Kingdom” means Great Britain and 
Northern Ireland, including an area outside the territorial sea 
of the United Kingdom which in accordance with interna- 
tional law has been or may be hereafter designated, under the 
laws of the United Kingdom concerning the Continental 
Shelf, as an area within which the rights of the United King- 
dom with respect to the sea-bed and sub-soil and their natural 
resources may be exercised; 


(b) the terms ‘fa Contracting State” and “the other Con- 
tracting State” means, as the context requires, Canada or the 
United Kingdom; 


(c) the term “person” includes an individual, a trust, a company, 
any entity treated as a unit for tax purposes and any other body 
of persons, but does not include a partnership; 


(d) the term “company” means any body corporate or any other 
entity which is treated as a body corporate for tax purposes; in 
French, the term “société” also means a “corporation” within 
the meaning of Canadian law; 


(e) the terms “enterprise of a Contracting State” and ‘‘enter- 
prise of the other Contracting State”? mean respectively an en- 
terprise carried on by a resident of a Contracting State and an 
enterprise carried on by a resident of the other Contracting State; 


(f) the term “competent authority” means: 


(i) in the case of Canada, the Minister of National Revenue 
or his authorised representative; 


(ii) in the case of the United Kingdom, the Commissioners of 
Inland Revenue or their authorised representative; 


(g) the term “tax” means Canadian tax or United Kingdom tax, 
as the context requires; 


(h) the term “national” means: 


(i) in relation to the United Kingdom, any British citizen, or 
any British subject not possessing the citizenship of any 
other Commonwealth country or territory, provided that citi- 
zen or subject has the right of abode in the United Kingdom; 
and any legal person, partnership, association or other entity 
deriving its status as such from the law in force in the United 
Kingdom; 

(ii) in relation to Canada, all citizens of Canada and all legal 
persons, partnerships and associations deriving their status as 
such from the law in force in Canada. 


History: Art. 3:1(c) amended by 2003 Protocol, effective 2005. It formerly read as 
follows: 


(c) the term “person” comprises an individual, a company, any entity treated as a 
unit for tax purposes or any other body of persons; 


Art. 3:1(h)(i) amended by 2003 Protocol, effective 2005. It formerly read as follows: 


(i) in relation to the United Kingdom all citizens of the United Kingdom and 
Colonies, British Subjects under Sections 2, 13(1) or 16 of the British National- 
ity Act 1948, and British Subjects by virtue of Section | of the British National- 
ity Act 1965, provided they are patrial within the meaning of the Immigration Act 
1971, so far as these provisions are in force on the date of entry into force of this 
Convention or have been modified only in minor respects, so as not to affect 
their general character; and all legal persons, partnerships, and associations de- 
riving their status as such from the law in force in the United Kingdom; 
Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “Canadian tax” — Art. 2:1(a); 
“company” — Art. 3:1(d); “corporation”, “individual” — ITCIA 3, ITA 248(1); “part- 
nership” —ITCIA 3, ITA 96(1); “person” — Art. 3:1(c); “resident of a Contracting 
State” — Art. 4:1; “tax” — Art. 3:1(g); “trust” —ITCIA 3, ITA 104(1), 248(1), (3); 
“United Kingdom” — Art. 3:1(a)(ii); “United Kingdom tax” — Art. 2:1(b). 


2. As regards the application of the Convention by a Contracting 
State any term not otherwise defined shall, unless the context other- 
wise requires, have the meaning which it has under the laws of that 
Contracting State relating to the taxes which are the subject of the 
Convention. 
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Art. 5 — Permanent Establishment ° 


Definitions: “a Contracting State” — Art, 3:1(b); “tax” — Art. 3:1(g): 


Article 4— Fiscal Domicile 


1. For the purposes of this Convention, the term «resident of a 
Contracting State” means any person who, under the law of that 
State, is liable to’ taxation therein by reason of his domicile, resi- 
dence, place of management or any other criterion of a similar na- 
ture. But this term does not include any person who is liable ‘to’ tax 
4 that Contracting State in respect only of income from sources 
therein. 


Related Provisions: ITCIA 4.3 — Residence of trust; ITCIA 6.2 — Residence of 
partnership. 


Definitions: “person” — Art. 3:1(c); “tax” — Art. 3:1(g). 


1.T. Technical News: 34 (treaty interpretation and the meaning of “liable to’tax”); 35 
(treaty residence — resident of convenience). 


2. Where by reason of the provisions of paragraph 1 an individual is 
a resident of both Contracting States, then his status shall be deter- 
mined as follows: 


(a) he shall be deemed to be a resident of the Contracting State 
in which he has a permanent home available to him. If he has a 
permanent home available to him in both Contracting States, he 
shall be deemed to be a resident of the Contracting State with 
which his personal and economic relations are closer (centre of 
vital interests); 


(b) if the Contracting State in which he has his centre of vital 
interests’ cannot be determined, or if he»has not a permanent 
home available to him in either Contracting State, he shall be 
deemed to be a resident of the Contracting State in which he has 
an habitual abode; 


(c) if he has an habitual abode in both Contrasaire States or in 
neither of them, he shall be deemed to bea resident of the Con- 
tracting State of which he is a national; 


(d) if he is a national of both Contracting States or of neither of 
them, the competent authorities of the Contracting States shall 
settle the question by mutual agreement. 
Definitions: “competent authority’ — Art. 3:1(f); “individual” —ITCIA 3, ITA 
248(1); “national” — Art. 3:1(h); “resident” —ITCIA 3, ITA 250; “resident of a Con- 
tracting State” — Art. 4:1. 


3. Where by reason of the provisions of paragraph | of this Article a 
person other than an individual is a resident of both, Contracting 
States, the competent authorities of the Contracting States shall en- 
deavour to determine by, mutual agreement the State of which the 
person shall be deemed to be:a resident, having regard to its place 
of effective management, the place where it is incorporated or. oth- 
erwise constituted and any other relevant factors. If the competent 
authorities are unable to determine the matter by mutual agreement, 
they shall endeavour to determine by mutual agreement the mode of 
application of the Convention to that person. 


Related Provisions; ITA. 115.1 — Competent authority agreements. 


History: Art. 4:3 amended by 2003 Protocol, effective 2005. It formerly read. as 
follows: 


3. Where by reason of the provisions of paragraph | a person other than an indi- 
vidual is a resident of both Contracting States, the competent authorities of the 
Contracting States shall by mutual, agreement endeavour to settle the question 
and to determine the mode of application. of the Convention to such person. 


“competent authority” — Art. 3:1(f); “individual” —ITCIA 3, ITA 
“resident”. —ITCIA 3, ITA 250. 


Definitions: 
248(1); “person” — Art. 3:1(c); 


Article 5 — Permanent Establishment 


1. For the purposes of this Convention, the term “permanent es- 
tablishment” means a fixed place of business in which the business 
of the enterprise is wholly or partly carried on. 

Related Provisions: Reg. 5906(2)(a)(i), 5906(2)(b)() — Treaty definition applies 
for certain purposes; Art. 5, ss. 2-6— Extensions to definition of “permanent 
establishment’. 


Art. 5 


Definitions: “business” — ITCIA 3, ITA 248(1). 


I.T. Technical News: 25 (e-commerce — whether web site is permanent establish- 
ment); 33 (permanent establishment — the Dudney case update); 34 (permanent estab- 
lishments — Toronto Blue Jays case). 


2. The term “permanent establishment” shall include especially: 
(a) a place of management; 
(b), a branch; 
(c) an office; 
(d) a factory: 
(e) a workshop; 


(f) a mine, quarry or other place of extraction of natural 
resources; 


(g)a building site or construction or assembly project which ex- 
ists for more than 12 months. 


3. The term “permanent establishment” shall, not be deemed to 


include: 


(a) the use of facilities solely for the purpose of storage, display 
or delivery of goods or merchandise belonging to the enterprise; 


(b) the maintenance of a stock of goods or merchandise belong- 
ing to the enterprise solely for the purpose of storage, display or 
delivery; 


(c) the maintenance.of a stock of goods or merchandise belong- 
ing to the enterprise solely for the purpose.of processing by an- 
other enterprise; 


(d) the maintenance of a fixed place of business solely for the 
purpose of purchasing goods or merchandise, or for collecting 
information, for the enterprise; 


(e) the maintenance of a fixed place of business solely for the 
purpose of advertising, for the supply of information, for scien- 
tific research, or for similar activities which have a preparatory 
or auxiliary character, for the enterprise. 


Definitions: “business” — ITCIA 3, ITA 248(1). 


4. A person — other than an agent of independent status to. whom 
paragraph 5 applies — acting in a Contracting State on behalf of an 
enterprise of the other Contracting State shall be deemed to be a 
permanent establishment in the first-mentioned State if he has, and 
habitually exercises in that first-mentioned State, an authority to 
conclude contracts in the name of the enterprise, unless his activi- 
ties are limited to the purchase of goods or merchandise for the 
enterprise. 


Definitions: ‘a Contracting State” — Art. 3:1(b); 
State” — Art. 3:1(e); “person” — Art. 3:1(c). 


“enterprise of the other Contracting 


5. An enterprise of a Contracting. State shall not be deemed to have 
a permanent establishment in the other Contracting State merely be- 
cause it carries on business in that other State through a broker, 
general commission agent or any other agent of an independent sta- 
tus, where such persons are acting in the ordinary course of their 
business. 


Definitions: “enterprise of a Contracting State” — Art. 3:1(e); “business” — ITCIA 
3, ITA 248(1); “person” — Art. 3:1(c); “the other Contracting State” — Art. 3:1(b). 


6. The fact that a company which is a resident of a Contracting 
State controls or is controlled by a company which is a resident of 
the other Contracting State, or which carries on business in that 
other State (whether through a permanent establishment or’ other- 
wise), shall not of itself constitute either company a permanent es- 
tablishment of the other. 

Definitions: “business” —ITCIA 3, ITA 248(1); “company” — Art. 3:1(d); “resi- 


dent” —ITCIA 3, ITA 250; “resident of a! Contracting State” — Art. 4:1;:“the other 
Contracting State” — Art. 3:1(b). 
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Article 6 — Income from Immovable Property 


1. Income from immovable property, including income from agri- 
culture or forestry, may be taxed in the Contracting State in which 
such property is situated. 

Definitions: “immovable property” — Art. 6:2, ITCIA 5, Quebec Civil Code art. 900- 
907; “property” — ITCIA 3, ITA 248(1). 


2. For the purposes of this Convention, the term “immovable pro- 
perty” shall be defined in accordance with the law of the Con- 
tracting State in which the property in question is situated. The term 
shall in any case include property accessory to immovable property, 
livestock and equipment used in agriculture and forestry, rights to 
which the provisions of general law respecting landed property ap- 
ply, usufruct of immovable property and rights to variable or fixed 
payments as consideration for the working of, or the right to work, 
mineral deposits, sources and other natural resources; ships, boats 
and aircraft shall not be regarded as immovable property. 


Definitions: “immovable property” — Art. 6:2, ITCIA 5, Quebec Civil Code art. 900- 
907; “mineral”, “property” — ITCIA 3, ITA 248(1). 


3. The provisions of paragraph 1 shall apply to income derived from 
the direct use, letting, or use in any other form of immovable pro- 
perty and to profits from the alienation of such property. 


Definitions: “immovable property” — Art. 6:2, ITCIA 5, Quebec Civil Code art. 900- 
907; “property” — ITCIA 3, ITA 248(1). 


4. The provisions of paragraphs | and 3 shall also apply to income 
from immovable property of an enterprise and to income from im- 
movable property used for the performance of professional services. 


Definitions: “immovable property” — Art. 6:2, ITCIA 5, Quebec Civil Code art. 900- 
907. 


Article 7 — Business Profits 


1. The profits of an enterprise of a Contracting State shall be taxa- 
ble only in that State unless the enterprise carries on business in the 
other Contracting State through a permanent establishment situated 
therein. If the enterprise carries on or has carried on business as 
aforesaid, the profits of the enterprise may be taxed in the other 
State but only so much of them as is attributable to that permanent 
establishment. 

Definitions: “business’—ITCIA 3, ITA 248(1); “enterprise of a Contracting 


State” — Art. 3:1(e); “permanent establishment” — Art. 5:1; “the other Contracting 
State” — Art. 3:1(b). 


1.T. Technical News: 25 (e-commerce). 


2. Subject to the provisions of paragraph 3, where an enterprise of a 
Contracting State carries on business in the other Contracting State 
through a permanent establishment situated therein, there shall be 
attributed to that permanent establishment profits which it might be 
expected to make if it were a distinct and separate enterprise en- 
gaged in the same or similar activities under the same or similar 
conditions and dealing wholly independently with the enterprise of 
which it is a permanent establishment. 

Definitions: “business” —ITCIA 3, ITA 248(1); “enterprise of a Contracting 


State” — Art. 3:1(e); “permanent establishment” — Art. 5:1; “the other Contracting 
State” — Art. 3:1(b). 


3. In the determination of the profits of a permanent establishment 
situated in a Contracting State, there shall be allowed as deductions 
expenses of the enterprise (other than expenses which would not be 
deductible under the law of that State if the permanent establish- 
ment were a separate enterprise) which are incurred for the pur- 
poses of the permanent establishment including executive and gen- 
eral administrative expenses, whether incurred in the State in which 
the permanent establishment is situated or elsewhere. 


Definitions: “a Contracting State’ — Art. 3:1(b); “permanent establishment” — Art. 
Fy 


Canada—U.K. Income Tax Convention 


4. Insofar as it has been customary in a Contracting State to deter- 
mine the profits to be attributed to a permanent establishment on the 
basis of an apportionment of the total profits of the enterprise to its 
various parts, nothing in paragraph 2 shall preclude that Contracting 
State from determining the profits to be taxed by such an apportion- 
ment as may be customary; the method of apportionment adopted 
shall, however, be such that the result shall be in accordance with 
the principles embodied in this Article. 


Definitions: ‘a Contracting State” — Art. 3:1(b); “permanent establishment” — Art. 
Sil. 


5. No profits shall be attributed to a permanent establishment by 
reason of the mere purchase by that permanent establishment of 
goods or merchandise for the enterprise. 


Definitions: “permanent establishment” — Art. 5:1. 


6. For the purposes of the preceding paragraphs, the profits to be 
attributed to the permanent establishment shall be determined by 
the same method year by year unless there is good and sufficient 
reason to the contrary. 


Definitions: “permanent establishment” — 5:1. 


7. Where profits include items of income which are dealt with sep- 
arately in other Articles of this Convention, the provisions of this 
Article shall not prevent the application of the provisions of those 
other articles with respect to the taxation of such items of income. 


Article 8 — Shipping and Air Transport 


1. Profits derived by an enterprise of a Contracting State from the 
operation of ships or aircraft in international traffic shall be taxable 
only in that State. 


Definitions: “enterprise of a Contracting State” — Art. 3:1(e); “international  traf- 
fic’ —ITCIA 3, ITA 248(1). 


2. Notwithstanding the provisions of paragraph 1 and Article 7, 
profits derived from the operation of ships used principally to trans- 
port passengers or goods exclusively between places in a Con- 
tracting State may be taxed in that State. 


Definitions: “a Contracting State” — Art. 3:1(b). 


3. Notwithstanding the provisions of Article 7, profits of an enter- 
prise of a Contracting State from the use, maintenance or rental of 
containers (including trailers and related equipment for the transport 
of containers) used for the transport of goods or merchandise in in- 
ternational traffic shall be taxable only in that State. 


Definitions: “enterprise of a Contracting State’ — Art. 3:1(e); “international traf- 
fic’ —ITCIA 3, ITA 248(1). 


4. The provisions of this Article shall also apply to profits derived 
by an enterprise of a Contracting State from its participation in a 
pool, a joint business or an international operating agency. 
Definitions: “enterprise of a Contracting State” — Art. 3:1(e). 


History: Art. 8 amended by 1985 Protocol to renumber former para. 3 as para. 4 and to 
add new para. 3. Former para. 3 read as follows: 


3. The provisions of paragraphs | and 2 shall also apply to profits referred to in 
those paragraphs derived by an enterprise of a Contracting State from its partici- 
pation in a pool, a joint business or in an international operating agency. 


Article 9 — Associated Enterprises 


1. Where: 


(a) an enterprise of a Contracting State participates directly or 
indirectly in the management, control or capital of an enterprise 
of the other Contracting State; or 


(b) the same persons participate directly or indirectly in the man- 
agement, control or capital of an enterprise of a Contracting 
State and an enterprise of the other Contracting State; 


2316 


Art.:10 — Dividends 


and in either case conditions are made or imposed between the two 
enterprises in their commercial or financial relations which differ 
from those which would be made between independent enterprises, 
then any profits which would, but for those conditions, have ac- 
crued to one of the enterprises, but, by reason of those conditions, 
have not so accrued, may be included by a Contracting State in the 
profits of that enterprise and taxed accordingly. 


Definitions: “enterprise of a Contracting State”, “enterprise of the other Contracting 
State” — Art. 3:1(e); “person” — Art. 3:1(c). 


2. Where a Contracting State includes in the profits of an enterprise 
of that State — and taxes accordingly — profits on which an enter- 
prise of the other Contracting State has been charged to tax in that 
other State and the profits so included are profits which would have 
accrued to the enterprise of the first-mentioned State if the condi- 
tions made between the two enterprises had been those which 
would have been made between independent enterprises, then, sub- 
ject to the provisions of paragraph 3 of this Article, that other State 
shall (notwithstanding any time limits in the domestic law of that 
other State) make an appropriate adjustment to the amount of tax 
charged therein on the profits. In determining such adjustment, due 
regard shall be had to the other provisions of this Convention and 
the competent authorities of the Contracting States shall if neces- 
sary consult each other. 


Definitions: “a Contracting State” — Art. 3:1(b); “enterprise of the other Contracting 
State” — Art. 3:1(e); “tax” — Art. 3:1(g). 


3. Where a Contracting State makes or proposes to make an adjust- 
ment in accordance with the provisions of paragraph 1 of this Arti- 
cle, the other Contracting State shall be required to make the appro- 
priate adjustment provided for under paragraph 2 of this Article to 
the profits of the associated enterprise in that other State only if 
within six years from the end of the taxation year (in Canada) or the 
chargeable period (in the United Kingdom) to which the first-men- 
tioned adjustment relates, the competent authority of the other State 
has been notified that the first-mentioned adjustment has been a 
or proposed. 


Definitions: “a Contracting State” — Art. 3:1(b); “Canada” — Art. 3:1(a)(i), ITCIA 
5; “the other Contracting State” — Art. 3:1(b); “United Kingdom’ — Art: 3:1(a)(ii). 


4. The provisions of paragraphs 2 and 3 of this Article shall not 
impose any obligation on Canada in the case of fraud, wilful default 
or gross negligence or on the United Kingdom in the case of fraudu- 
lent conduct. 


History: Art. 9 amended by 2003 Protocol, effective 2005. It formerly read as follows: 


Where 


(a) an enterprise of a Contracting State participates directly or indirectly in 
the management, control or capital of an enterprise of the one Contracting 
State, or 


(b) the same persons participate directly or indirectly in the management, 

control or capital of an enterprise of a Contracting State and an enterprise of 

the other Contracting State, 
and in either case conditions are made or imposed between the two enterprises in 
their commercial or financial relations which differ from those which would be 
made between independent enterprises, then any income, deductions, receipts or 
outgoings, which would, but for those conditions, have been attributed to one of 
the enterprises, but, by reason of those conditions, have not been so attributed 
may be taken into account in computing the profits or losses of that enterprise 
and taxed accordingly. 


Article 10 — Dividends 


1. Dividends paid by a company which is a resident of a Con- 
tracting State to a resident of the other Contracting State may be 
taxed in that other State. 


History: Art. 10:1 amended by 2003 Protocol, effective 2005. It formerly read as 
follows: 


1. Dividends paid by a company which is a resident of Canada to a resident of 
the United Kingdom may be taxed in the United Kingdom. Such dividends may 
also be taxed in Canada, and according to the laws of Canada, but provided that 


Art. 10 


the beneficial owner of the dividends is a resident of the United Kingdom the tax 
so charged shall not exceed: 


(a) 10. per cent of the gross amount of, the dividends if the recipient is a 
company. which controls, directly or indirectly, at least 10 per cent.of the 
voting power in the company paying the dividends; 
(b) 15 per cent of the gross amount of the dividends in all other cases. 
Art. 10:1 amended by 1985 Protocol. It formerly read: 
1. Dividends paid by a company which is a resident of Canada to a resident of 
the United Kingdom may, be taxed in the United Kingdom. Such dividends may 
also be. taxed in Canada, and according to the laws.of Canada, but provided that 
the beneficial owner of the dividends is a resident of the United Kingdom the tax 
so charged shall not exceed 15 per cent of the gross amount of the dividends. 


Definitions: ‘a Contracting State’ — Art. 3:1(b); “dividend” — Art. 10:4; “ 
dent” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


resi- 


2. However, such dividends may also be taxed in the Contracting 
State of which the company paying the dividends is a resident and 
according to the laws of that State, but if the beneficial owner of the 
dividends is a resident of the other Stas State the tax so 
charged shall not exceed: 


(a) 5 per cent of the gross amount of the dividends if the benefi- 
cial owner is a company which controls, directly or indirectly, at 
least 10 per cent of the voting power in the company paying the 
dividends; 

(b) 15 per cent of the gross amount of the dividends in all other 
cases. 


The provisions of this paragraph shall not affect the taxation of the 
company in respect of the profits out of which the dividends are 
paid. 

History: Art. 10:2 amended by 2003 Protocol, effective 2005. It formerly read as 
follows: 


2. Dividends paid by a company which is a resident of the United Kingdom to a 
resident of Canada may be taxed in Canada. Such dividends may also be taxed in 
the United Kingdom, and according to the laws of the United Kingdom, but pro- 
vided that the beneficial owner of the dividends is a resident of Canada the tax so 
charged shall not exceed 15 per cent of the gross amount of the dividends. 


Definitions: <a Contracting State’? — Art. 3:1(b); “company” — Art. 3:1(d); \“divi- 
dend” — Art. 10:4; “resident” — Art. 4:1. 


Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 


3. [Repealed] 


History: Art. 10:3 repealed by 2003 Protocol, effective 2005. It formerly read as 
follows: 


3. However, as long as an individual resident in the United Kingdom is entitled 
to,a tax credit in respect of dividends paid by a company resident in the United 
Kingdom, the following provisions of this paragraph shall apply instead of the 
provisions of paragraph 2 of this Article: 


(a) 


(i) Dividends paid by a company which is a resident of the United King- 
dom to a resident of Canada may be taxed in Canada. 


(ii) Where a resident of Canada is entitled to a tax credit in respect of 
such a dividend under sub-paragraph (b) ‘of this paragraph, tax may also 
be charged in the United Kingdom and according ‘to’ the laws of the 
United Kingdom, on the aggregate of the amount or value of that divi- 
dend and the amount of that tax credit at a rate not exceeding 15 per 
cent. 


(iii) Where a resident of Canada is entitled to a tax credit in respect of 
such a dividend under sub-paragraph (c) of this paragraph, tax may also 
be charged in the United Kingdom and according to the laws of the 
United Kingdom, on the aggregate of the amount or value of that divi- 
dend and the amount of that tax credit at a rate not exceeding 10 ‘per 
cent. 


(iv) Except as provided in sub-paragraphs (a)(ii) and (a)(iii) of this para- 

» graph, dividends paid by a company which is a resident of the United 
Kingdom to a resident.of Canada who is the beneficial owner of those 
dividends, shall be exempt from any tax which is chargeable in the 
United Kingdom on dividends. 


(b) A resident of Canada who receives a dividend from a company which is 
a resident of the United Kingdom shall, subject to the provisions of sub- 
paragraph (c) of this paragraph and provided ‘he is the beneficial owner of 
the dividend, be entitled to the tax credit in respect thereof to which an indi- 
vidual resident in the United Kingdom would have been entitled had he re- 
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ceived that dividend, and to the payment of any excess of such credit over 
his liability to United Kingdom tax. 


(c) The provisions of sub-paragraph (b) of this paragraph shall not apply 
where the beneficial owner of the dividend is, or is associated with, a com- 
pany which, either alone or together with one or more associated companies, 
controls, directly or indirectly, at least 10 per cent of the voting power in the 
company paying the dividend. In these circumstances a company which is a 
resident of Canada and receives a dividend from a company which is a resi- 
dent of the United Kingdom shall, provided it is the beneficial owner of the 
dividend, be entitled to a tax credit equal to one-half of the tax credit to 
which an individual resident in the United Kingdom would have been enti- 
tled had he received that dividend, and to the payment of any excess of such 
credit over its liability to United Kingdom tax. For the purpose of this sub- 
paragraph, two companies shall be deemed to be associated if one controls, 
directly or indirectly, more than 50 per cent of the voting power in the other 
company, or a third company controls more than 50 per cent of the voting 
power in both of them. 


Art. 10:3 amended by 1985 Protocol to substitute subpara. 3(c), to add new subpara. 
3(a)(iii) and to renumber former subpara. 3(a)(iii) as 3(a)(iv), adding reference in (iv) 
to new subpara. (a)(iii). Subpara. 3(c) formerly read: 


(c) The provisions of subparagraph (b) of this paragraph shall not apply where 
the beneficial owner of the dividend is a company which, either alone or together 
with one or more associated companies, controls directly or indirectly at least 10 
per cent of the voting power in the company paying the dividend. For the pur- 
poses of this subparagraph two companies shall be deemed to be associated if 
one is controlled directly or indirectly by the other or both are controlled directly 
or indirectly by a third company. 


4. The term “dividends” as used in this Article means income from 
shares, “jouissance” shares or “jouissance” rights, mining shares, 
founders’ shares or other rights, not being debt-claims, participating 
in profits, as well as income assimilated to or treated in the same 
way as income from shares by the taxation law of the State of 
which the company making the payment is a resident. 


Definitions: “company” — Art. 3:1(d); “resident” —ITCIA 3, ITA 250; “share” — 
ITCIA 3, ITA 248(1). 


5. The provisions of paragraphs 1 and 2 of this Article shall not 
apply if the beneficial owner of the dividends, being a resident of a 
Contracting State, carries on business in the other Contracting State 
of which the company paying the dividends is a resident, through a 
permanent establishment situated therein, or performs in that other 
State professional services from a fixed base situated therein, and 
the holding in respect of which the dividends are paid is effectively 
connected with such permanent establishment or fixed base. In such 
a case, the provisions of Article 7 or Article 14, as the case may be, 
shall apply. 


History: Art. 10:5 amended by 2003 Protocol, effective 2005. It formerly read as 
follows: 


5. The provisions of paragraphs 1, 2 and 3 shall not apply if the recipient of the 
dividends, being a resident of a Contracting State, carries on business in the 
other Contracting State of which the company paying the dividends is a resident, 
through a permanent establishment situated therein, or performs in that other 
State professional services from a fixed base situated therein, and the holding in 
respect of which the dividends are paid is effectively connected with such per- 
manent establishment or fixed base. In such a case, the provisions of Article 7 or 
Article 14, as the case may be, shall apply. 


Definitions: “business” —ITCIA 3, ITA 248(1); “dividend” — Art. 10:4; “perma- 
nent establishment” — Art. 5:1; “resident of a Contracting State” — Art. 4:1; “the 
other Contracting State” — Art. 3:1(b). 


6. Where a company is a resident of only one Contracting State, the 
other Contracting State may not impose any tax on the dividends 
paid by the company, except insofar as such dividends are paid to a 
resident of that other State or insofar as the holding in respect of 
which the dividends are paid is effectively connected with a perma- 
nent establishment or a fixed base situated in that other State, nor 
subject the company’s undistributed profits to a tax on undistributed 
profits, even if the dividends paid or the undistributed profits con- 
sist wholly or partly of profits or income arising in such other State. 
Definitions: “a Contracting State” — Art. 3:1(b); “dividend” — Art. 10:4; “perma- 
nent establishment” — Art. 5:1; “the other Contracting State’ — Art. 3:1(b); “tax” — 
Art. 3:1(g). 


Canada—U.K. Income Tax Convention 


7. The provisions of this Article shall not apply if it was the main 
purpose or one of the main purposes of any person concerned with 
the creation or assignment of the shares or other rights in respect of 
which the dividend is paid to take advantage of this Article by 
means of that creation or assignment. 


History: Art. 10:7 amended by 2003 Protocol, effective 2005. It formerly read as 
follows: 


7. If a resident of Canada does not bear Canadian tax on dividends derived from 
a company which is a resident of the United Kingdom and owns 10 per cent or 
more of the class of shares in respect of which the dividends are paid, then 
neither paragraph 2 nor 3 shall apply to the dividends to the extent that they can 
have been paid only out of profits which the company paying the dividends 
earned or other income which it received in a period ending twelve months or 
more before the relevant date. For the purposes of this paragraph the term “rele- 
vant date” means the date on which the beneficial owner of the dividends be- 
came the owner of 10 per cent or more of the class of shares referred to above. 


Provided that this paragraph shall not apply if the shares were acquired for bona 
fide commercial reasons and not primarily for the purpose of securing the benefit 
of this Article. 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “Canadian tax’? Art. 2:1(a); “‘com- 
pany” — Art. 3:1(d); “dividend” — Art. 10:4; “resident” —ITCIA 3, ITA 250; 
“share” —ITCIA 3, ITA 248(1); “United Kingdom” — Art. 3:1(a)(ii). 


Information Circulars [Art. 10]: 76-12R6: Applicable rate of part XIII tax on 
amounts paid or credited to persons in countries with which Canada has a tax 
convention. 


Article 11 — Interest 


1. Interest arising in a Contracting State and paid to a resident of the 
other Contracting State may be taxed in that other State. 


Definitions: ‘a Contracting State” — Art. 3:1(b); “interest” — Art. 
dent” — ITCIA 3, ITA 250; “the other Contracting State” — Art. 3:1(b), 


11:5; resi- 


2. However, such interest may be taxed in the Contracting State in 
which it arises, and according to the law of that State; but if the 
recipient is the beneficial owner of the interest, the tax so charged 
shall not exceed 10 per cent of the gross amount of the interest. 
History: Art. 11:2 amended by 1985 Protocol to substitute “10 per cent” for “15 per 
cent”. 

Definitions: “interest” — Art. 11:5; “tax” — Art. 3:1(g). 


Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 


3. Notwithstanding the provisions of paragraph 2 of this Article, 


(a) interest arising in the United Kingdom and paid to a resident 
of Canada shall be taxable only in Canada if it is paid in respect 
of a loan made, guaranteed or insured, or a credit extended, 
guaranteed or insured by Export Development Canada; 


(b) interest arising in Canada and paid to a resident of the United 
Kingdom shall be taxable only in the United Kingdom if it is 
paid in respect of a loan made, guaranteed or insured, or a credit 
extended, guaranteed or insured by the United Kingdom Export 
Credits Guarantee Department; and 


(c) interest arising in a Contracting State and paid with respect 
to indebtedness in connection with the sale on credit by a resi- 
dent of the other State of any equipment, merchandise or ser- 
vices, except where the sale or indebtedness was between related 
persons, shall be taxable only in the other State. 


History: Art. 11:3 amended by 2003 Protocol, effective 2005. It formerly read as 
follows: 


3. Notwithstanding the provisions of paragraph 2 of this Article, 


(a) Interest arising in the United Kingdom and paid to a resident of Canada 
shall be taxable only in Canada if it is paid in respect of a loan made, guar- 
anteed or insured, or a credit extended, guaranteed or insured by the Export 
Development Corporation; and 


(b) Interest arising in Canada and paid to a resident of the United Kingdom 
shall be taxable only in the United Kingdom if it is paid in respect of a loan 
made, guaranteed or insured, or a credit extended, guaranteed or insured by 
the United Kingdom Export Credits Guarantee Department. 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “interest” — Art. 
dent” — ITCIA 3, ITA 250; “United Kingdom” — Art. 3:1(a)(ii). 


11:5; “resi- 
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4. (a) Notwithstanding the provisions of paragraph 2 of this ‘Arti- 
cle, interest arising in Canada and paid in respect of a bond, de- 
benture or other similar ‘obligation of the Government of Canada 
or of a political subdivision or local authority thereof shall, pro- 
vided that the interest is beneficially owned by a resident of the 
United Kingdom, be taxable only in the United Kingdom; 


(b) Notwithstanding the provisions of Article 29 Canada may, 
on or before the thirtieth day of June in any calendar year give to 
the United Kingdom notice of termination of this paragraph and 
in such event this paragraph shall cease to have effect in respect 
of interest paid on obligations issued after 31 December of the 
calendar year in which the notice is given. 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “interest” — Art. 11:5; “United 
Kingdom” — Art. 3:1(a)(ii). 


5. The term “interest” as used in this Article means income from 
debt-claims of every kind, whether or not secured by mortgage, and 
whether or not carrying a right to participate in the debtor’s profits, 
and in particular, income from government securities and income 
from bonds or debentures, including premiums and prizes attaching 
to bonds or debentures, as well as income assimilated to income 
from money lent by the taxation law of the State in which the in- 
come arises. However, the term “interest” does not include income 
dealt with in Article 10. 


6. The provisions of paragraphs 1, 2, 3 and 4 of ‘this Article shall 
not apply if the beneficial owner of the interest, being a resident of 
a Contracting State, carries on business in the. other Contracting 
State in which the interest arises through.a permanent establishment 
situated therein, or performs in that other State professional services 
from a fixed base situated therein, and the debt-claim in respect of 
which the interest is paid is effectively connected with such perma- 
nent establishment or fixed base. In such a case, the provisions. of 
Article 7 or, Article 14, as the case may be, shall apply. 


History: Art. 11:6 amended by 2003. Protocol, effective 2005..It formerly read as 
follows: 


6. The provisions of paragraphs 1, 2 and 4 of this Article shall not apply if the 
recipient of the interest, being a resident of a Contracting State, carries on busi- 
ness in the other Contracting State in which the interest arises through a perma- 
nent establishment situated therein, or performs in that other State professional 
services from a fixed base, situated therein, and the debt-claim in respect of 
which the interest is paid is effectively connected with such permanent establish- 
ment or fixed base. In such a case, the provisions of Article 7 or Article 14, as 
the case may be, shall apply. 


Definitions: “interest” — Art. 11:5; “permanent establishment’? — Art. 5:1; “resident 
of a Contracting State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


7. Interest shall be deemed to arise in a Contracting State when the 
payer is that State itself, a political subdivision, a local authority or 
a resident of that State. Where, however, the person paying the in- 
terest, whether he is a resident of a Contracting State or not, has in a 
Contracting State a permanent establishment in connection with 
which the indebtedness ‘on which the interest is paid was incurred, 
and that interest is borne by that permanent establishment, then 
such interest shall be deemed to arise in the Contracting State in 
which the permanent establishment is situated: 

Definitions: “a Contracting State” — Art. 3:1(b); “interest? — Art. 11:5; “permanent 
establishment” — Art. 5:1; “person” — Art. 3:1(c); “resident. of a Contracting 
State” — Art. 4:1. 


8. Where, owing to a special relationship between the payer and the 
person deriving the interest or between both of them and some other 
person, the amount.of the interest paid exceeds for whatever reason 
the amount which would have been paid in the absence of such rela- 
tionship, the provisions of this Article shall apply. only to the last- 
mentioned amount. In that case, the excess part of the payments 
shall remain taxable according to the law of each Contracting State, 
due regard being had to the other provisions of this Convention. 


Related Provisions: ITA 247 — Transfer pricing adjustments. 
Definitions: “interest” — Art. 11:5; “person” — Art. 3:1(c). 


Art. 12 


9. Any provision in the law of a Contracting State relating only to 
interest paid to a non-resident company shall not operate so as to 
require such interest paid to a company which is a resident of the 
other Contracting State to be treated as a distribution of the com- 
pany paying such interest. The preceding sentence shall not apply to 
interest paid to a company which is a resident of a Contracting State 
in which more than 50 per cent of the voting power is controlled, 
directly or indirectly, by a person or persons resident in the other 
Contracting State. 

Definitions: “a Contracting State” — Art. 3:1(b); “company” — Art. 3:1(d); “‘inter- 
est” — Art, 11:5; “non-resident” —ITCIA 3, ITA. 248(1);. “person” — Art. 3:1(c); 
“resident” —ITCIA 3, ITA 250; “resident of a Contracting State” — Art. 4:1; “the 
other Contracting State” — Art. 3:1(b). 


10. The provisions of paragraph 2 of this Article shall not apply to 
interest where the beneficial owner of the interest 


(a) does not bear tax in respect thereof in Canada; and 


(b) sells (or makes a contract to sell) the holding from which the 
interest is derived within three months of the date on which such 
beneficial owner acquired that holding. 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “interest” — Art. 11:5; “tax” — 
Art. 3:1(g). 


11. The provisions of this Article shall not apply if it was the main 
purpose or one of the main purposes of any person concerned with 
the creation or assignment of the debt-claim in respect of which the 
interest is paid to take advantage of this Article by means of that 
creation or assignment. 

History: Art. 11:11 added by 2003 Protocol, effective 2005. 

Information Circulars [Art. 11]: 76-12R6: Applicable rate of part XIII tax on 


amounts paid or credited to persons in countries with which Canada has a tax 
convention. 


Article 12 — Royalties 


1. Royalties arising in a Contracting State and paid to a resident of 
the other Contracting State may be taxed in that other State. 


Definitions: “a Contracting State” — Art. 3:1(b); “royalties” — Art. 12:4; “the other 
Contracting State” — Art. 3:1(b). 


2. However, such royalties may be taxed in the Contracting State in 
which they arise, and according to the law of that State; but if the 
recipient is the beneficial owner of the royalties the tax so charged 
shall not exceed 10 per cent of the gross amount of the royalties. 
Definitions: “royalties” — Art. 12:4; “tax” — Art. 3:1(g). 

1.T. Technical:News: 23 (computer software). 


Forms: NR301 (draft): Declaration of benefits under a tax treaty for a non-resident 
taxpayer. 


3. Notwithstanding the provisions of paragraph 2 of this ‘Article, 


(a) copyright royalties and other like payments in respect of the 
production or reproduction of any literary, dramatic, musical or 
artistic work (other than payments in respect of motion pictures 
and works on film, videotape or other means of reproduction for 
use in connection with television broadcasting); 


(b) payments for the use of, or the right to use, any patent or for 
information concerning industrial, commercial or scientific ex- 
perience (but not including any such payment provided in con- 
nection with a rental or franchise agreement); 


(c) payments for the use of, or. the right to. use, computer 
software; 


arising in a Contracting State and beneficially owned by a resident 
of the other Contracting State shall be taxable only in that other 
State. 

History: Art. 12:3 amended by 2003 Protocol, effective 2005. It formerly read: 


3. Notwithstanding the provisions of paragraph 2 of this Article, copyright royal- 
ties and other like payments in respect of the production or reproduction of any 
literary, dramatic, musical or artistic work (but not including royalties in respect 
of motion pictures and works on film, videotape or other means of reproduction 
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for use in connection with television broadcasting) arising in a Contracting State 
and beneficially owned by a resident of the other Contracting State shall be taxa- 
ble only in that other State. 


Art. 12:3 amended by 1985 Protocol to substitute “Notwithstanding the provisions. of 
paragraph 2 of this Article” for “Notwithstanding the provisions of paragraph 2” and to 
substitute “motion pictures and works on film, videotape or other means of reproduc- 
tion for use in connection with television broadcasting” for “motion picture films and 
works on film or videotape for use in connection with television”. 

Definitions: “a Contracting State” — Art. 3:1(b); “royalties” — Art. 12:4; “the other 
Contracting State” — Art. 3:1(b). 


4. The term “royalties” as used in this Article means payments of 
any kind received as a consideration for the use of, or the right to 
use, any copyright, patent, trade mark, design or model, plan, secret 
formula or process, or for the use of, or the right to use, industrial, 
commercial or scientific equipment, or for information concerning 
industrial, commercial or scientific experience, and includes pay- 
ments of any kind in respect of motion pictures and works on film, 
videotape or other means of reproduction for use in connection with 
television broadcasting. 

History: Art. 12:4 amended by 1985 Protocol to substitute “motion pictures and works 
on film, videotape or other means of reproduction for use in connection with television 
broadcasting” for “motion picture films and works on film or videotape for use in con- 
nection with television”. 


Definitions: “broadcasting” — ITCIA 3, Interpretation Act 35(1). 


1.T. Technical News: 23 (computer software); 25 (e-commerce — payments for 
digital products not royalties). 


5. The provisions of paragraphs 1, 2 and 3 of this Article shall not 
apply if the beneficial owner of the royalties, being a resident of a 
Contracting State, carries on business in the other Contracting State 
in which the royalties arise through a permanent establishment situ- 
ated therein, or performs in that other State professional services 
from a fixed base situated therein, and the right or property in re- 
spect of which the royalties are paid is effectively connected with 
such permanent establishment or fixed base. In such a case, the pro- 
visions of Article 7 or Article 14, as the case may be, shall apply. 
History: Art. 12:5 amended by 2003 Protocol to replace “recipient” with “beneficial 
owner”, effective 2005. 


Definitions: “business” — ITCIA 3, ITA 248(1); “permanent establishment” — Art. 
5:1; “property” — ITCIA 3, ITA 248(1); “resident of a Contracting State” — Art. 4:1; 
“royalties” — Art. 12:4; “the other Contracting State” — Art. 3:1(b). 


6. Royalties shall be deemed to arise in a Contracting State when 
the payer is that State itself, a political subdivision, a local authority 
or a resident of that State. Where, however, the person paying the 
royalties, whether he is a resident of a Contracting State or not, has 
in a Contracting State a permanent establishment in connection with 
which the obligation to pay the royalties was incurred, and those 
royalties are borne as such by that permanent establishment, then 
such royalties shall be deemed to arise in the Contracting State in 
which the permanent establishment is situated. 

Definitions: “a Contracting State” — Art. 3:1(b); “permanent establishment” — Art. 


5:1; “person” — Art. 3:1(c); “resident of a Contracting State’ — Art. 4:1; “royal- 
ties” — Art. 12:4. 


7. Where, owing to a special relationship between the payer and the 
person deriving the royalties or between both of them and some 
other person, the amount of the royalties paid exceeds for whatever 
reason the amount which would have been paid in the absence of 
such relationship, the provisions of this Article shall apply only to 
the last-mentioned amount. In that case, the excess part of the pay- 
ments shall remain taxable according to the law of each Contracting 
State, due regard being had to the other provisions of this 
Convention. 


Definitions: “person” — Art. 3:1(c); “royalties” — Art. 12:4. 


8. The provisions of this Article shall not apply if it was the main 
purpose or one of the main purposes of any person concerned with 
the creation or assignment of the rights in respect of which the roy- 
alties are paid to take advantage of this Article by means of that 
creation or assignment. 


Canada—U.K: Income Tax Convention 


History: Art. 12:8 added by 2003 Protocol, effective 2005. 
Article 13 — Capital Gains 


1. Gains derived by a resident of a Contracting State from the alien- 
ation of immovable property situated in the other Contracting State 
may be taxed in that other State. : 

Related Provisions: ITA 126(2.21), (2.22) — Foreign tax credit to emigrant for tax 
payable on gain accrued while resident in Canada; ITA 128.1(4)(b)(i) — Real property 
in Canada excluded from deemed disposition on emigration. 


Definitions: “immovable property” — Art. 6:2, ITCIA 5; “resident of a Contracting 
State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


2. Gains from the alienation of movable property forming part of 
the business property of a permanent establishment which an enter- 
prise of a Contracting State has in the other Contracting State or of 
movable property pertaining to a fixed base available to a resident 
of a Contracting State in the other Contracting State for the purpose 
of performing professional services, including such gains from the 
alienation of such a permanent establishment (alone or with the 
whole enterprise) or of such fixed base, may be taxed in that other 
State. 

Definitions: “a Contracting State” — Art. 3:1(b); “business” — ITCIA 3, ITA 248(1); 


“permanent establishment” — Art. 5:1; “property” —ITCIA 3, ITA 248(1); “resident 
of a Contracting State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


3. Gains derived by a resident of a Contracting State from the alien- 
ation of ships or aircraft operated in international traffic or movable 
property pertaining to the operation of such ships or aircraft, shall 
be taxable only in that Contracting State. 


Definitions: “international traffic’ —ITCIA 3, ITA 248(1); “property” —ITCIA 3, 
ITA 248(1); “resident of a Contracting State” — Art. 4:1. 


4. Gains from the alienation of: 


(a) any right, licence or privilege to explore for, drill for, or take 
petroleum, natural gas or other related hydrocarbons situated in 
a Contracting State, or 


(b) any right to assets to be produced in a Contracting State by 
the activities referred to in sub-paragraph (a) above or to inter- 
ests in or to the benefit of such assets situated in a Contracting 
State, 


may be taxed in that State. 
Definitions: “a Contracting State” — Art. 3:1(b). 


5. Gains from the alienation of: 


(a) shares, other than shares quoted on an approved stock ex- 
change, deriving their value or the greater part of their value di- 
rectly or indirectly from immovable property situated in a Con- 
tracting State or from any right referred to in paragraph 4 of this 
Article, or 


(b) an interest in a partnership or trust the assets of which consist 
principally of immovable property situated in a Contracting 
State, of rights referred to in paragraph 4 of this Article, or of 
shares referred to in sub-paragraph (a) above, 


may be taxed in that State. 

Definitions: “a Contracting State” — Art. 3:1(b); “an approved stock exchange” — 
Art. 13:7(a); “immovable property” — Art. 6:2, 13:7(b), ITCIA 5; “partnership”, 
“share” — ITCIA 3, ITA 248(1); , “trust” —ITCIA 3, ITA 104(1), 248(1). 


6. The provisions of paragraph 5 of this Article shall not apply: 


(a) in the case of shares, where immediately before the aliena- 
tion of the shares, the alienator owned, or the alienator and any 
persons related to or connected with him owned, less than 10 per 
cent of each class of the share capital of the company; or 


(b) in the case of an interest in a partnership or trust, where im- 
mediately before the alienation of the interest, the alienator was 
entitled to, or the alienator and any persons related to or con- 
nected with him were entitled to, an interest of less than 10 per 
cent of the income and capital of the partnership or trust. 
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Art. 15 — Dependent Personal Services 


Definitions; “company” — Art. | 3:1(d); “person” — Art. 3:1(c);. “partnership”, 
“share” — ITCIA 3, ITA 248(1); , “trust” —ITCIA 3, ITA 104(1), 248(1). 


7. For the purposes of paragraph 5 of this Article: 


(a) the term “an approved stock exchange” means a stock ex- 
change prescribed for the purposes of the Canadian Income Tax 
Act or a recognised stock exchange within the meaning of the 
United Kingdom Corporation Tax Acts; and 


(b) the term “immovable property” does. not include any pro- 

perty (other than rental property) in which the business of the 

company, partnership or trust was carried on. 
Definitions: “business” — ITCIA 3, ITA 248(1); “company” — Art. 3:1(d); “partner- 


ship”, “prescribed”, “property” —ITCIA 3, ITA 248(1); “trust” —ITCIA 3, ITA 
104(1), 248(1); “United Kingdom” — Art. 3:1(a)(ii). 


8. Gains from the alienation of any property, other than that referred 
to in paragraphs 1, 2, 3, 4 and 5 of this Article shall be taxable only 
in the Contracting State of which the alienator is a resident. 


Definitions: “property” —ITCIA 3, ITA 248(1); “resident” — ITCIA 3, ITA 250. 


9. The provisions of paragraph 8 of this Article shall not affect the 
right of a Contracting State to levy according to its law a tax on or 
in respect of gains from the alienation of any property on a person 
who is a resident of that State at any time during the fiscal year in 
which the property is alienated, or has been so resident at any time 
during the six years immediately preceding the alienation. of the 
property. | 
History: Art. 13:9 amended by 2003 Protocol, effective 2005. It formerly read: 


9. The provisions of paragraph 8 of this Article shall not affect the right of a 
Contracting State to tax, according to its domestic law, gains derived by an indi- 
vidual who is a resident of the other Contracting State from the alienation of any 
property, if the alienator: 
(a) is a national of the first-mentioned Contracting State or was a resident of 
that State for 15 years or more prior to the alienation of the property, and 


(b) was a resident of the first-mentioned Contracting State at any time during 
the five years immediately preceding such alienation. 
Definitions: “a Contracting State” — Art. 3:1(b); “individual” —ITCIA. 3; ITA 
248(1); “national” — Art. 3:1(h); “property” — ITCIA 3, ITA 248(1); “the other Con- 
tracting State” — Art. 3:1(b). 


10. Where an individual ceases to be a resident of a Contracting 
State and by reason thereof is treated under the laws of that State as 
having alienated property before ceasing to be a resident of that 
State and is taxed in that State accordingly and at any time thereaf- 
ter becomes a resident of the other Contracting State, the other Con- 
tracting State may tax gains in respect of the property only to the 
extent that such gains had not accrued while the individual was a 
resident of the first-mentioned State. However, this provision shall 
not apply to property, any gain from which that other State could 
have taxed in accordance with the provisions of this Article, other 
than this paragraph, if the individual had realized the gain before 
becoming a resident of that other State. The competent authorities 
of the Contracting States may consult to determine the application 
of this paragraph. le 
Related Provisions: ITA 128.1(1)(c) — Same rule applies in Canada anyway. 
History: Art. 13:10 added by 2003 Protocol, effective 2005. 
Definitions: “a Contracting State’ — Art. 3:1(b); “individual” —ITCIA: 3, ITA 
248(1); “property” —ITCIA 3, ITA 248(1); “resident”? —ITCIA'3, ITA 250; “the 
other Contracting State” — Art. 3:1(b). 
History: Art. 13 amended by 1985 Protocol to substitute paras. 1 and 2, to add new 
paras. 3 and 6, to renumber former para. 3 as para. 4 and former para. 4, as para. 5, 
substituting “paragraph 4” for both references to “paragraph 3” in former para. 4, and 
to substitute paras. 7 to 9 for former paras. 5 to 7. Former paras, 1, 2, 5,6, and 7 read as 
follows: 

1. Gains from the alienation of immovable property may be taxed in the Con- 

tracting State in which such property is situated. 


2. Gains from the alienation of movable property forming part of the business 
property of a permanent establishment which an enterprise of a Contracting State 
has in the other Contracting State or of movable property pertaining to a fixed 
base available to a resident of a Contracting State in the other Contracting State 
for the purpose of performing professional services, including such gains from 


Art. 15 


the alienation of such a permanent establishment (alone or together with the 
whole enterprise) or of such a fixed base may be taxed:in the other State. How- 
ever, gains derived by a resident of a Contracting State from the alienation of 
ships and aircraft operated in international traffic and movable property pertain- 
ing to the operation of such ships and aircraft, shall be taxable only in that Con- 
tracting State. 


5. For the purposes of paragraph 4 of this Article “an approved stock exchange” 
means a stock exchange prescribed for the purposes of the Canadian Income Tax 
Act or a recognized stock exchange within the meaning of the United Kingdom 
Corporation Tax Acts. 


6. Gains from the alienation of any property, other than those mentioned in 
paragraphs 1, 2, 3 and 4 shall be taxable only in the Contracting State of which 
the alienator is a resident. 


7. The provisions of paragraph 6 of this Article shall not affect the right ofia 
Contracting State to tax, according to its domestic law, gains derived by an indi- 
vidual resident in the other Contracting State from the alienation. of any. property, 
if the alienator: 


(a) is a national of the first-mentioned Contracting State or was a resident of, 
that State for 15 years or more prior to the alienation of the property and 


(b) was a resident of the first-mentioned Contracting State at any time during 
the five years immediately preceding such alienation. 


Article 14 — Professional Services 


1. Income derived by a resident of a Contracting State in respect of 
professional services or other independent activities of a similar 
character shall be taxable only in that State unless he has a fixed 
base regularly available to him in the other Contracting State for the 
purpose of performing his activities. If he has such a fixed base, the 
income may be taxed in the other Contracting State but only so 
much of it as is attributable to that fixed base. 


Definitions: “a Contracting State” — Art. 3:1(b); “professional. services” — Art. 
14:2; “resident” — ITCIA 3, ITA 250; “the other Contracting State” — Art. 3:1(b). 


2. The term “professional services” includes independent scien- 
tific, literary, artistic, educational or teaching activities as well as 
the independent activities of physicians, lawyers, engineers, archi- 
tects, dentists and accountants. 


Definitions: “lawyer” — ITCIA 3, ITA 248(1). 
Article 15 — Dependent Personal Services 


1. Subject to the provisions of Articles 17 and 18, salaries, wages 
and other similar remuneration derived by a resident of a Con- 
tracting State in respect of an employment shall be taxable only in 
that State unless the employment is exercised in the other Con- 
tracting State. If the employment is so exercised, such remuneration 
as is derived therefrom may be taxed in that other State. 


Definitions: “employment” —ITCIA 3, ITA 248(1); “resident of a Contracting 
State” — Art. 4:1; “the other Contracting State’ — Art. 3:1(b). 


2. Notwithstanding the provisions of paragraph 1, remuneration de- 
rived by ‘a resident of a Contracting State in respect of an employ- 
ment exercised in the other Contracting State shall’be taxable only 
in the first-mentioned State if: 


(a) the recipient is present in the other State for a period or peri- 
ods not exceeding in the aggregate 183 days in the calendar year 
concerned, and 


(b) the remuneration is paid by, or on behalf of, an employer 
who is not a resident of the other State, and 


(c) the: remuneration is not borne by a permanent establishment 
or a fixed base which the employer has in the other State. 
Definitions: “employer”, “employment” — ITCIA 3, ITA 248(1); “permanent estab- 


lishment” — Art. 5:1; “person” — Art. 3:1(c); “resident” —ITCIA 3, ITA 250; “resi- 
dent of a Contracting State’ — Art. 4:1; “the other Contracting State’ — Art. 3:1(b). 


3. Notwithstanding the preceding provisions of this Article, remu- 
neration in respect of an employment exercised aboard a ship or 
aircraft operated in international traffic may be taxed in the Con- 
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tracting State in which the place of effective management of the 
enterprise is situated. 
Definitions: “employment”, “international traffic” — ITCIA 3, ITA 248(1). 


4. In relation to remuneration of a director of a company derived 
from the company the preceding provisions of this Article shall ap- 
ply as if the remuneration were remuneration of an employee in re- 
spect of employment, and as if reference to employer were refer- 
ences to the company. 

Definitions: “company” — Art. 3:1(d); “employee”, “employer”, “employment” — 
ITCIA 3, ITA 248(1). 


5. Where under the law of a Contracting State tax is required to be 
deducted and is so deducted from salaries, wages and other similar 
remuneration derived in respect of an employment exercised in that 
Contracting State, tax shall not be deducted therefrom on behalf of 
the other Contracting State. 

History: Art. 15:5 added by 1980 Protocol. 


Definitions: “a Contracting State” — Art. 3:1(b); “employment” —ITCIA 3, ITA 
248(1); “tax” — Art. 3:1(g); “the other Contracting State” — Art. 3:1(b). 


Article 16 — Artistes and Athletes 


1. Notwithstanding the provisions of Articles 7, 14 and 15, income 
derived by entertainers, such as theatre, motion picture, radio or tel- 
evision artistes, and musicians, and by athletes, from their personal 
activities as such may be taxed in the Contracting State in which 
these activities are exercised. 


2. Where income in respect of personal activities as such of an en- 
tertainer or athlete accrues not to that entertainer or athlete himself 
but to another person, that income may, notwithstanding the provi- 
sions of Articles 7, 14 and 15, be taxed in the Contracting State in 
which the activities of the entertainer or athlete are exercised. 
Definitions: “person” — Art. 3:1(c). 


3. The provisions of paragraphs | and 2 shall not apply: 


(a) to income derived from activities performed in a Contracting 
State by entertainers or athletes if the visit to that Contracting 
State is wholly or substantially supported by public funds; 


(b) to a non-profit making organization no part of the income of 
which is payable, or is otherwise available for the personal bene- 
fit of, any proprietor, member or shareholder thereof; or 


(c) to an entertainer or athlete in respect of services provided to 
an organization referred to in sub-paragraph (b). 


Definitions: “a Contracting State” — Art. 3:1(b); “shareholder” —ITCIA 3, ITA 
248(1). 


Article 17 — Pensions and Annuities 


1. Periodic pension payments arising in a Contracting State and 
paid to a resident of the other Contracting State who is the benefi- 
cial owner thereof shall be taxable only in that other State. 


History: Art. 17:1 amended by 2003 Protocol to replace “Pensions” with “Periodic 
pension payments”, effective 2005. 


Art. 17:1 substituted by 1980 Protocol. 


Definitions: “a Contracting State” — Art. 3:1(b); “periodic pension payment” — 
ITCIA 5; “pension” — Art. 17:3, ITCIA 5; “the other Contracting State” — Art. 
3:1(b). 


2. Annuities arising in a Contracting State and paid to a resident of 
the other Contracting State may be taxed in that other State. How- 
ever, such annuities may also be taxed in the Contracting State in 
which they arise and according to the laws of that State, but if the 
recipient is the beneficial owner of the annuities the tax so charged 
shall not exceed 10 per cent of the portion thereof that is subject to 
tax in that State. 


Definitions: “a Contracting State” — Art. 3:1(b); “annuity” — Art. 17:4, ITCIA 5; 
“tax” — Art. 3:1(g). 


Canada—U.K. Income Tax Convention 


3. For the purposes of this Convention, the term “pension” includes 
any payment under a superannuation, pension or retirement plan, 
Armed Forces retirement pay, war veterans’ pensions and al- 
lowances, and any payment under a sickness, accident or disability 
plan, as well as any payment made under the social security legisla- 
tion in a Contracting State. 


History: Art. 17:3 amended by 2003 Protocol, effective 2005. It formerly read: 


3. For the purposes of this Convention, the term “pension” includes any payment 
under a superannuation, pension or retirement plan, Armed Forces retirement 
pay, war veterans pensions and allowances, and any payment under a sickness, 
accident or disability plan, as well as any payment made under the social security 
legislation in a Contracting State, but does not include any payment under a su- 
" perannuation, pension or retirement plan in settlement of all future entitlements 
under such a plan or any payment under an income-averaging annuity contract. 


Definitions: “a Contracting State” — Art. 3:1(b); “income-averaging annuity con- 
tract” — ITCIA 3, ITA 248(1). 


4. For the purposes of this Convention, the term “annuity” means a 
stated sum payable periodically at stated times during life or during 
a specified or ascertainable period of time under an obligation to 
make the payments in return for adequate and full consideration in 
money or money’s worth, but does not include any payment under a 
superannuation, pension or retirement plan or any payment under an 
income-averaging annuity contract. 


History: Art. 17:4 amended by 2003 Protocol, effective 2005. It formerly read: 


4. For the purposes of this Convention, the term “annuity” means a stated sum 
payable periodically at stated times during life or during a specified or ascertain- 
able period of time under an obligation to make the payments in return for ade- 
quate and full consideration in money or money’s worth, but does not include a 
pension or. any payment under a superannuation, pension or retirement plan in 
settlement of all future entitlements under such a plan or any payment under an 
income-averaging annuity contract. 


Definitions: “pension” — Art. 
tract” —ITCIA 3, ITA 248(1). 


17:3, ITCIA 5; “income-averaging annuity con- 


5. Notwithstanding any other provision of this Convention, alimony 
and similar payments arising in a Contracting State and paid to a 
resident of the other Contracting State who is the beneficial owner 
thereof shall be taxable only in that other State. 


Definitions: “a Contracting State” — Art. 3:1(b). 


History [Canada-U.K. Tax Treaty:Art. 17]: Art. 17 amended by 1985 Protocol. It 
formerly read: 


1. Pensions and annuities arising in a Contracting State and paid to a resident of 
the other Contracting State may be.taxed in that other State. However, such pen- 
sions and annuities may also be taxed in the first-mentioned Contracting State, 
but of the total amount thereof paid in any year of assessment or taxation year to 
a resident of the other Contracting State that first-mentioned Contracting State 
shall exempt from tax ten thousand Canadian dollars ($10,000) or five thousand 
pounds sterling (£5,000), whichever is the greater. For the purposes of this para- 
graph the term “pensions” does not include lump sum payments out of a pension 
plan. 


2. Notwithstanding the provisions of paragraph | of this Article, pensions paid 
out of public funds of the United Kingdom or Northern Ireland or of the funds of 
any local authority in the United Kingdom to any individual in respect of ser- 
vices rendered to the Government of the United Kingdom or Northern Ireland or 
a local authority in the United Kingdom in the discharge of functions of a gov- 
ernmental nature may be taxed in the United Kingdom. 


3. The term “annuity” means a stated sum payable periodically at stated times 
during life or during a specified or ascertainable period of time under an obliga- 
tion to make the payments in return for adequate and full consideration in money 
or money’s worth, but does not include payments of any kind under an income- 
averaging annuity contract. 


4. Notwithstanding any other provision of this Convention, alimony and similar 
payments arising in a Contracting State and paid to a resident of the other Con- 
tracting State who is the beneficial owner thereof shall be taxable only in that 
other State. 


Article 18 — Government Service 


1. (a) Remuneration, other than a pension, paid by a Contracting 
State or a political subdivision or a local authority thereof to any 
individual in respect of services rendered to that State or subdi- 
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Art. 21 — Elimination of Double Taxation 


vision or local authority thereof shall be taxable only in that 
State. 


(b) However, such remuneration shall be taxable only in the 
other Contracting State if the services are rendered in that State 
and the recipient isa resident of that State who: 


(i) is a national of that State; or 


(ii) did not become.a resident of that State solely for the pur- 
pose of performing the services. 
Definitions: “a Contracting State” — Art. 3:1(b); ‘national’ — Art.. 3:1(h); “pen- 


sion” — Art. 17:3, ITCIA 5; “political subdivision” — Art. 18:3; “the other Con- 
tracting State’ — Art. 3:1(b). 


2. This Article shall not apply to remuneration in respect of services 
rendered in connection with any trade or business carried on by one 
of the Contracting States or a political subdivision or a local author- 
ity thereof. ‘ 


Definitions: “business” — ITCIA 3, ITA 248(1); “political subdivision” — Art. 18:3. 


3. In this Article, the term “political subdivision’’shall, in relation 
to the, United. Kingdom, include Northern. Ireland. 
Definitions: “United Kingdom” — Art. 3:1(a)(ii). 


Article 19 — Students 


Payments which a student, apprentice or business trainee whois or 
was immediately before visiting one of the Contracting States a res- 
ident of a Contracting State and who is present in the other Con- 
tracting State solely for the purpose of his education or training re- 
ceives for the purpose of his maintenance, education or training 
shall not be taxed in that other State, provided that. such payments 
are made to him from sources outside that other State. 


Definitions: “resident of a Contracting State” — Art. 4:1; “the other Contracting 
State” — Art. 3:1(b). ‘ 


Article 20 — Estates and Trusts 


1. Income received from an estate or trust resident in Canada by a 
resident of the United Kingdom who is the beneficial owner thereof 
may be taxed in Canada according to its law, but the tax so charged 
shall not ‘exceed 15 per cent of the gross amount of the income. 

Definitions: “Canada” — Art. 3:1(a)(i),; ITCIA 5; “estate” —ITCIA 3, ITA 248(1); 


“resident in Canada” —ITCIA 3, ITA 250; “tax” — Art. 3:1(g); “trust? —ITCIA 3, 
ITA 104(1), 248(1); “United Kingdom” — Art. 3:1(a)(ii). 


2..The provisions of paragraph | of this Article shall not /apply if the 
recipient, of the income, being a resident of the United Kingdom, 
carries on business in Canada through a permanent establishment 
situated therein, or performs in Canada professional services froma 
fixed base situated therein, and the right or interest in the estate or 
trust in respect of which the income is paid is effectively connected 
with such permanent establishment or fixed base. In such a case, the 
provisions of Article 7 or Article 14, as the case may be, shall 
apply. 

Definitions: “business” —ITCIA 3, ITA 248(1); “Canada” — Art. 3:1(a)(i), ITCIA 
5; “estate” —ITCIA 3, ITA 248(1); “permanent establishment’ — Art. 5:1; “profes- 
sional services” — Art. 14:2; “trust” —ITCIA 3, ITA 104(1), 248(1); “United King- 
dom” — Art. 3:1(a)(ii). 


3. For the purposes of this Article, a trust does not include an ar- 
rangement whereby the contributions made to the trust are deducti- 
ble for the purposes of taxation in Canada. 

History; Art. 20:3.added by 1985 Protocol. 

Definitions: “trust” — ITCIA 3, ITA 104(1), 248(1). 


Article 20A — Other Income 


1. Items of income beneficially owned by a resident of a Con- 
tracting State, wherever arising, not dealt with in the foregoing Arti- 
cles of this Convention shall be taxable only in that State. 


Definitions: “resident of a Contracting State” — Art. 4:1. 


Art. 21 


2. The provisions of paragraph 1 of this Article shall not apply to 
income, other than income from immovable property, if the benefi- 
cial owner of such income, being a resident of a Contracting State, 
carries on business in the other Contracting State through a perma- 
nent establishment situated therein, or performs in that other State 
independent personal services froma fixed base situated therein, 
and the right or property in respect of which the income is paid is 
effectively connected with such permanent establishment ‘or fixed 
base. In such case the provisions of Article 7 or Article 14. of this 
Convention, as the case may be, shall apply. 

Definitions: “business” —ITCIA 3, ITA 248(1); “immoyable property” — Art. 6:2, 


13:7(b), ITCIA 5; “permanent establishment” — Art. 5:1; “property” —ITCIA 3, ITA 
248(1); “resident of a Contracting State” — Art, 4:1, 


3. Notwithstanding the provisions of paragraphs 1 and. 2 of this, Ar- 
ticle, items of income of a resident of a Contracting State not dealt 
with in the foregoing Articles of this Convention and arising in the 
other Contracting State may also be taxed in that other State. 
Definitions: “resident of a Contracting State” — Art. 4:1; “the other Contracting 
State” — Art. 3:1(b). : 

History: Art. 20A added by 2003 Protocol, effective 2005. 


Article 21 — Elimination of Double Taxation 


1. In the case of Canada, double taxation. shall be avoided as 
follows: 


(a) subject to the existing provisions of the law of Canada re- 
garding the deduction from tax payable in Canada of tax paid in 
a territory outside Canada and to any subsequent modification of 
those provisions — which shall not affect the general principle 
hereof — and unless a greater deduction or relief is. provided 
under the laws of Canada, tax payable in the United Kingdom on 
profits, income or gains arising in the United Kingdom shall be 
deducted from any Canadian tax payable in respect of such prof- 
its, income or gains; 


(b) subject to the existing provisions of the law of Canada re- 
garding the allowance as a credit against Canadian tax of tax 
payable in a territory outside Canada and to any subsequent 
modification of those provisions — which shall not affect the 
general principle hereof — where a company that is a resident of 
the United Kingdom pays a dividend to a company’ that is a resi- 
dent of Canada that controls directly or indirectly at least 10 per 
cent of the voting power in the first-mentioned company, the 
credit shall take into account the tax payable in the United King- 
dom by that first-mentioned company in respect of the profits 
out of which such dividend is paid; 


(c) where in accordance with any provision of this. Convention 
income derived by a resident of Canada is exempt from tax in 
Canada, Canada may nevertheless, in calculating the amount of 
tax on other income take into account the exempted income. 


History: Art. 21:1 amended by 2003 Protocol, effective 2005. It formerly read: 


1. In the case of Canada, double taxation shall be avoided as follows: 


(a) Subject to the existing provisions of the law of Canada regarding the 
deduction from tax payable in Canada of tax paid in a territory outside Can- 
ada and to any subsequent modification of those provisions — which shall 
not affect the general principle hereof — and unless a greater deduction or 
relief is provided under the laws of Canada, tax payable in the United King- 
dom on profits, income or gains arising in the United Kingdom shall be de- 
ducted from any Canadian tax payable in respect of such profits, income or 
gains. 


(b) Subject to the’ existing provisions of the law of Canada regarding the 
determination of the exempt surplus of a foreign affiliate and to, any subse- 
quent modification of those provisions — which shall not affect the general 
principle hereof — for the purpose of computing Canadian tax, a company 
resident in Canada shall be allowed to deduct in computing its taxable in- 
comé any dividend received by it out of the exempt surplus of a foreign 
affiliate resident in the United Kingdom. 


The terms “foreign affiliate” and “exempt surplus” shall have the meaning which 

they have under the Income Tax Act of Canada. ; 
Definitions: ‘Canada’? — Art. 3:1(a)(i), ITCIA ‘5; “Canadian tax” — Art. 2:1(a); 
“company” — Art. 3:1(d); “dividend” —ITCIA 3, ITA 248(1); “resident: in Can- 


2323 


Art. 21 


ada” —ITCIA 3, ITA 250; “taxable income” —ITCIA 3, ITA 248(1); “United King- 
dom” — Art. 3:1(a)(i1). 


2. In the case of the United Kingdom, double taxation shall be 
avoided as follows: subject to the provisions of the law of the 
United Kingdom regarding the allowance as a credit against United 
Kingdom tax of tax payable in a territory outside the United King- 
dom (which shall not affect the general principle hereof): 


(a) tax payable under the laws of Canada and in accordance with 
this Convention, whether directly or by deduction, on profits, in- 
come or chargeable gains from sources within Canada (exclud- 
ing in the case of a dividend, tax payable in respect of the profits 
out of which the dividend is paid) shall be allowed as a credit 
against any United Kingdom tax computed by reference to the 
same profits, income or chargeable gains by reference to which 
the Canadian tax is computed; and 


(b) in the case of a dividend paid by a company which is a resi- 
dent of Canada to a company which is resident in the United 
Kingdom and which controls directly or indirectly at least 10 per 
cent of the voting power in the Canadian company, the credit 
shall take into account (in addition to any tax creditable under 
(a)) tax payable under the laws of Canada by the company in 
respect of the profits out of which such dividend is paid. 
Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “Canadian tax” — Art. 2:1(a); 
“company” — Art. 3:1(d); “dividend” —ITCIA 3, ITA 248(1); “United Kingdom” — 
Art. 3:1(a)(ii); “United Kingdom tax” — Art. 2:1(b). 


3. For the purposes of paragraphs | and 2 of this Article, income, 
profits and capital gains owned by a resident of a Contracting State 
which are taxed in the other Contracting State in accordance with 
this Convention shall be deemed to arise from sources in that other 
Contracting State. 


Definitions: “capital gain” —ITCIA 3, ITA 248(1); “resident of a Contracting 
State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


4. [Repealed] 
History: Art. 21:4 repealed by 2003 Protocol, effective 2005. It formerly read: 


4. Where profits on which an enterprise of a Contracting State has been charged 
to tax in that State are also included in the profits of an enterprise of the other 
State and the profits so included are profits which would have accrued to that 
enterprise of the other State if the conditions made between the enterprises had 
been those which would have been made between independent enterprises deal- 
ing at arm’s length, the amount included in the profits of both enterprises shall 
be treated for the purposes of this Article as income from a source in the other 
State of the enterprise of the first-mentioned State and relief shall be given ac- 
cordingly under the provisions of paragraph 1 or paragraph 2 of this Article. 


Art. 21:4 added by 1985 Protocol. 
Article 22 — Non-Discrimination 


1. The nationals of a Contracting State shall not be subjected in the 
other Contracting State to any taxation or any requirement con- 
nected therewith which is other or more burdensome than the taxa- 
tion and connected requirements to which nationals of that other 
State in the same circumstances are or may be subjected. 


Definitions: “a Contracting State” — Art. 3:1(b); “national” — Art. 3:1(h); “taxa- 
tion” — Art. 22:5; “the other Contracting State” — Art. 3:1(b). 


2. The taxation on a permanent establishment which an enterprise 
of a Contracting State has in the other Contracting State shall not be 
less favourably levied in that other State than the taxation levied on 
enterprises of that other State carrying on the same activities. This 
provision shall not be construed as obliging either Contracting State 
to grant to individuals not resident in its territory those personal al- 
lowances and reliefs for tax purposes which are by law available 
only. to individuals who are so resident. 

Definitions: “enterprise of a Contracting State” — Art. 3:1(e); “individual” — ITCIA 


3, ITA 248(1); “permanent establishment” — Art. 5:1; “taxation” — Art. 22:5; “the 
other Contracting State” — Art. 3:1(b). 


Canada—U.K. Income Tax Convention 


3. Nothing in this Convention shall be construed as preventing a 
Contracting State from imposing on the earnings attributable to per- 
manent establishments in that State of a company which is a resi- 
dent of the other Contracting State, tax in addition to the tax which 
would be chargeable on the earnings of a company which is a resi- 
dent of the first-mentioned State, provided that the rate of any addi- 
tional tax so imposed shall not exceed 5 per cent of the amount of 
such earnings which have not been subjected to such additional tax 
in previous taxation years. 


Related Provisions: ITA 219 — Branch tax. 


History: Art. 22:3 amended by 2003 Protocol to to replace “10 per cent” with “5 per 
cent”, effective 2005. 


Art. 22:3 amended by 1985 Protocol to substitute “10 per cent” for “15 per cent”. 
Art. 22:3 substituted by 1980 Protocol. 


Definitions: “a Contracting State” — Art. 3:1(b); “company” — Art. 3:1(d); “earn- 
ings’ — Art. 22:4; “permanent establishment’? — Art. 5:1; “taxation year” — ITCIA 3, 
ITA 249. 


4. For the purpose of paragraph 3 of this Article, the term “‘earn- 
ings” means the profits attributable to permanent establishments in 
a Contracting State (including gains from the alienation of property 
forming part of the business property of such permanent establish- 
ments) in a year and previous years after deducting therefrom: 


(a) business losses attributable to such permanent establishments 
(including losses from the alienation of property forming part of 
the business property of such permanent establishments) in such 
year and previous years; and 


(b) all taxes, other than the additional tax referred to in para- 
graph 3 of this Article, imposed on such profits in that State; and 


(c) the profits reinvested in that State, provided that where that 
State is Canada, the amount of such deduction shall be deter- 
mined in accordance with the existing provisions of the law of 
Canada regarding the computation of the allowance in respect of 
investment in property in Canada, and any subsequent modifica- 
tion of those provisions which shall not affect the general princi- 
ple thereof; and 


(d) five hundred thousand Canadian dollars ($500,000) or two 
hundred and fifty thousand pounds sterling (£250,000), which- 
ever is the greater, less any amount deducted in that State under 
this subparagraph (d) by the company or a company associated 
therewith; for the purposes of this subparagraph (d) a company 
is associated with another company if one of them directly or 
indirectly has control of the other or both are directly or indi- 
rectly under the control of the same person, or if the two compa- 
nies deal with each other not at arm’s length. 


History: Art. 22:4 substituted by 1980 Protocol. 


Definitions: “a Contracting State” — Art. 3:1(b); “arm’s length” —ITCIA 3, ITA 
251(1); “associated” — ITCIA 3, ITA 256; “business” — ITCIA 3, ITA 248(1); “Can- 
ada” — Art. 3:1(a)(i), ITCIA 5; “permanent establishment” — Art. 5:1; “property” — 
ITCIA 3, ITA 248(1); “tax” — Art. 3:1(g). 


5. In this Article, the term “‘taxation’”’ means taxes which are the 
subject of this Convention. 


Definitions: “tax” — Art. 3:1(g). 
Article 23 — Mutual Agreement Procedure 


1. Where a resident of a Contracting State considers that the actions 
of one or both of the Contracting States result or will result for him 
in taxation not in accordance with this Convention, he may, without 
prejudice to the remedies provided by the national laws of those 
States, address to the competent authority of the Contracting State 
of which he is a resident an application in writing stating the 
grounds for claiming the revision of such taxation. 

Definitions: “competent authority” — Art. 3:1(f); “resident” —ITCIA 3, ITA 250; 


“resident of a Contracting State” — Art. 4:1; “writing” —ITCIA 3, Interpretation Act 
35(1). 
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2. The competent authority referred to in paragraph 1 shall endeav- 
our, if the objection appears to it to be justified and if it is not itself 
able to arrive at an appropriate solution, to resolve the case by mu- 
tual agreement with the competent authority of the other Con- 
tracting State, with a view to the avoidance of taxation not in accor- 
dance with the Convention. 


Definitions: “competent authority” — Art. 3:1(f); “the other Contracting State” — 
Art. 3:1(b). 


3. The competent authorities of the Contracting State shall endeav- 
our to resolve by mutual agreement any difficulties or doubts aris- 
ing as to the interpretation or application of the Convention: In par- 
ticular, the competent authorities of the Contracting States may 
reach agreement on: 


(a) the same allocation of profits to a resident of a esntosels 
State and its permanent establishment situated in the other Con- 
tracting State; 


(b) the same allocation of income between a resident of a Con- 
tracting State and any associated person provided for in Article 
9. 

Related Provisions: ITA 115.1 — Competent authority agreements. 


Definitions: “associated” ity” 
“permanent establishment” — Art. 5:1; “person” — Art. 3:1(c); “resident of a Con- 
tracting State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


Information Circulars: 71-17R4: Requests for competent authority consideration 
under mutual agreement procedures in income tax conventions. 


~ 


Article 24 — Exchange of information 


1. The competent authorities of the Contracting States shall ex- 
change such information as is necessary for carrying out the provi- 
sions of this Convention or of the domestic laws of the Contracting 
States concerning taxes covered. by this Convention insofar as the 
taxation thereunder is not contrary to this Convention, in particular, 
to prevent fraud and to facilitate the administration of statutory pro- 
visions against legal avoidance. This includes information relating 
to the assessment or collection of, the enforcement or prosecution in 
respect of, or the determination of appeals in relation to, the taxes 
covered by this Convention. The exchange of information is not re- 
stricted by Article | of this Convention. Any information received 
by a Contracting State shall be treated as secret and shall be dis- 
closed only to persons or authorities (including courts and adminis- 
trative bodies) concerned with the assessment or collection of, the 
enforcement or prosecution in respect of, or the determination of 
appeals in relation to, the taxes covered by this Convention. Such 
persons or authorities shall use the information only for such pur- 
poses. They may disclose the information in public court proceed- 
ings or in judicial decisions. 

CRA Audit Manual: 10.3.2: Conducting audits outside Canada; 10.11/17: Requests 


for information — countries with tax treaties; 15.10.11: International audit issues — 
other tax administrations. 


2. In no case shall the provisions of paragraph 1 of this Article be 
construed so as to impose on a Contracting State the obligation: 


(a) to carry out administrative measures at variance with the 
laws and administrative practice of that or of ‘the other Con- 
tracting State; 


(b) to supply information which is not obtainable under the laws 
or in the normal course of the administration of that. or of the 
other Contracting State; 
(c) to supply information which would disclose any trade, busi- 
ness, industrial, commercial or professional secret or trade pro- 
cess, or information the disclosure of which would be contrary 
to public policy. 
Definitions: ‘a Contracting State” — Art. 3:1(b); “the other Contracting State” — 
Art. 3:1(b). 


3. If information is requested by a Contracting State in accordance 
with this Article, the other Contracting State shall obtain that infor- 


Art. 27 


mation in the same manner and to the same extent as if the tax of 
the first-mentioned State were the tax of that other State and were 
being imposed. by that other State, notwithstanding that the other 
State may not, at that time, need such information for the purposes 
of its own tax. 

Definitions: “a Contracting State” — Art. 3:1(b); “the other Contracting State” — 
Art. 3:1(b). 

History: Art. 24 amended by 2003 Protocol, effective 2005. It formerly read: 


The competent authorities of the Contracting States shall exchange such infor- 
mation (being information which is at their disposal under their respective taxa- 
tion laws in the normal course of administration) as is necessary for the carrying 
out of the provisions of this Convention or for the prevention of fraud or for the 
administration of statutory provisions against legal avoidance in relation to the 
taxes which are the subject of this Convention. Any information so exchanged 
shall be treated as secret and shall not be disclosed to persons other than persons 
(including a court or administrative tribunal) concemed with the assessment, col- 
lection or enforcement in respect of the taxes which are the subject of this Con- 
vention: No information as aforesaid shall be exchanged which would disclose 
any trade, business, industrial or professional secret or trade process. 


Article 25 — Diplomatic and Consular Officials 


1. Nothing in this Convention shall affect the fiscal privileges of 
members of diplomatic or consular missions under the general rules 
of international law or under the provisions of special agreements. 


2. This Convention shall not apply to International Organizations, 
to organs or officials thereof and to persons who are members of a 
diplomatic or permanent mission or consular post ofa third State, 
being present.in a Contracting State and not treated in. either Con- 
tracting State as residents in respect of taxes on income or capital 
gains. 

Definitions: “a Contracting State’ — Art. 3:1(b); “capital gain” —ITCIA 3, ITA 
248(1); “person” — Art. 3:1(c); “tax” — Art. 3:1(g). 


Article 26 — Extension 


1. This Convention may be extended, either in its entirety or with 
modifications to any'‘territory for whose international relations ei- 
ther of the Contracting States is responsible, and which imposes 
taxes substantially similar in character to those which are the sub- 
ject of this Convention and any such extension shall take effect 
from such date and subject to such modifications and conditions 
(including conditions as to termination) as may be specified and 
agreed between the Contracting States in notes to be exchanged for 
this purpose. i 

Definitions: “tax” — Art. 3:1(g). 


2. The termination of this Convention under Article 29 shall, unless 
otherwise expressly agreed by both Contracting States, terminate 
the application of this Convention to any territory to which it has 
been extended under this Article. 


Article 27 — Miscellaneous Rules 


1. The provisions of this Convention shall not be construed to re- 
strict in any manner any exclusion, exemption, deduction, credit or 
other allowance now or hereafter accorded by the law of a Con- 
tracting State in the determination of the tax imposed by that Con- 
tracting State. 


Definitions: “a Contracting State’ — Art. 3:1(b); “tax” — Art. 3:1(g). 


| 2. Where under any provision of this Convention any income is re- 


lieved from tax in a Contracting State and, under the law in force in 
the other Contracting State a person, in respect of that income, 1s 
subject to tax by reference to the amount thereof which is remitted 
to or received in that other Contracting State and not by reference to 
the full amount thereof, then the relief to be allowed under this 
Convention in the first-mentioned Contracting State shall) apply 
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only to so much of the income as is taxed in the other Contracting 
State. 


History: Art. 27:2 amended by 2003 Protocol, effective 2005. It formerly read: 


2. Where under any provision of this Convention any person is relieved from tax 

in a Contracting State on certain income and, under the law in force in the other 

Contracting State, that person is subject to tax in that other State in respect of 

that income by reference to the amount thereof which is remitted to or received 

in that other State, the relief from tax to be allowed under this Convention in the 

first-mentioned State shall apply only to the amounts so remitted or received. 
Definitions: “a Contracting State” — Art. 3:1(b); “person” — Art. 3:1(c); “tax” — 
Art. 3:1(g); “the other Contracting State” — Art. 3:1(b). 


3. Nothing in this Convention shall be construed as restricting the 
right of Canada to tax a resident of Canada on that resident’s share 
of any income or capital gains of a partnership, trust or controlled 
foreign affiliate in which that resident has an interest. 


History: Art. 27:3 amended by 2003 Protocol, effective 2005. It formerly read: 


3. Nothing in this Convention shall be construed as preventing Canada from im- 
posing a tax on amounts included in the income of a resident of Canada by virtue 
of the provisions of section 91 of the Canadian Income Tax Act, so far as they are 
in force on the date of entry into force of this Convention, or have been modified 
only in minor respects, so as not to affect their general character. 
Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “resident” —ITCIA 3, ITA 250; 
“tax” — Art. 3:1(g). 


4. [Repealed] 
History: Art. 27:4 repealed by 2003 Protocol, effective 2005. It formerly read: 


4. The aggregate of the amount or value of the dividend and the amount of the 
tax credit referred to in paragraph 3(b) or 3(c) of Article 10 of this Convention 
shall be treated as a dividend for Canadian income tax purposes. 


Art. 27:4 amended by 1985 Protocol to add reference to para. 3(c) of Art. 10. 


5. Each of the Contracting States will endeavour to collect on behalf 
of the other Contracting State such amounts as may be necessary to 
ensure that relief granted by this Convention from taxation imposed 
by that other State does not enure to the benefit of persons not enti- 
tled thereto. However, nothing in this paragraph shall be construed 
as imposing on either of the Contracting States the obligation to 
carry out administrative measures of a different nature from those 
used in the collection of its own tax or which would be contrary to 
its public policy. 

Definitions: “person” — Art. 3:1(c); “the other Contracting State” — Art. 3:1(b). 


6. The competent authorities of the Contracting States may commu- 
nicate with each other directly for the purpose of applying this 
Convention. 


Definitions: “competent authority” — Art. 3:1(f). 


7. Contributions paid in a year by, or on behalf of, an individual 
who exercises employment in a Contracting State in that year to a 
pension arrangement established in the other Contracting State (in- 
cluding an arrangement created under the social security legislation 
in that other State) and in which the individual participates in order 
to secure retirement benefits in respect of those services shall, dur- 
ing a period not exceeding in the aggregate 60 months, and if the 
contributions to the arrangement would qualify for tax relief if they 
had been made in that other State, be treated in the same way for 
tax purposes in the first-mentioned State as contributions paid to a 
pension arrangement that is recognised for tax purposes in the first- 
mentioned State, provided that: 


(a) immediately before the individual began to exercise employ- 
ment in the first-mentioned State, that individual was not a resi- 
dent of that State and contributions had been paid by or on be- 
half of that individual to the pension arrangement; and 


(b) the pension arrangement is accepted by the competent au- 
thority of the first-mentioned State as generally corresponding to 
a pension arrangement recognised as such for tax purposes by 
that State. 


Canada—U.K. Income Tax Convention 


History: Art. 27:7 added by 2003 Protocol, effective 2005. 

Definitions: “a Contracting State’ — Art. 3:1(b); “employment” —ITCIA 3, ITA 
248(1); “individual” —ITCIA 3, ITA 248(1); “pension” — Art. 17:3; “resident” — 
Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


Article 27A — Miscellaneous Rules Applicable 
to Certain Offshore Activities 


1. The provisions of this Article shall apply notwithstanding any 
other provision of this Convention. 


2. A person who is a resident of a Contracting State and carries on 
activities in the other Contracting State in connection with the ex- 
ploration or exploitation of the sea bed and sub-soil and their natu- 
ral resources situated in that other Contracting State shall, subject to 
paragraph 3 of this Article, be deemed to be carrying on a business 
in that other Contracting State through a permanent establishment 
situated therein. 

Definitions: “business” — ITCIA 3, ITA 248(1); “permanent establishment” — Can- 
ada-U.K. Tax Treaty:Art. 5:1; “person” — Art. 3:1(c); “resident of a Contracting 
State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


3. The provisions of paragraph 2 of this Article shall not apply 
where the activities referred to therein are carried on for a period or 
periods not exceeding in the aggregate 30 days in any 12 month 
period. For the purposes of this paragraph: 


(a) where a person carrying on activities referred to in paragraph 
2 of this Article is associated with an enterprise carrying on sub- 
stantially similar activities, that person shall be deemed to be 
carrying on those substantially similar activities of the enterprise 
with which he is associated, in addition to his own activities; 


(b) two enterprises shall be deemed to be associated if one enter- 
prise participates directly or indirectly in the management or 
control of the other enterprise or if the same persons participate 
directly or indirectly in the management or control of both 
enterprises. 

Definitions: “associated” — ITCIA 3, ITA 256; “person” — Art. 3:1(c). 


4, Salaries, wages and similar remuneration derived by a resident of 
a Contracting State in respect of an employment connected with the 
exploration or exploitation of the sea bed and sub-soil and their nat- 
ural resources situated in the other Contracting State may, to the 
extent that the duties are performed offshore in that other Con- 
tracting State, be taxed in that other Contracting State. 


Definitions: “employment” —ITCIA 3, ITA 248(1); “resident of a Contracting 
State” — Art. 4:1; “the other Contracting State” — Art. 3:1(b). 


History: Art. 27A substituted by 1985 Protocol. It formerly read: 


1. The provisions of this Article shall apply notwithstanding any other provision 
of this Convention. 


2. Any person who is resident of a Contracting State and carries on activities in 
the other Contracting State in connection with the exploration or exploitation of 
the sea bed and sub-soil and their natural resources situated in that other Con- 
tracting State shall, subject to paragraphs 3 and 4 of this Article, be deemed to be 
carrying on a business in that other Contracting State through a permanent estab- 
lishment situated therein. 


3. The provisions of paragraph 2 of this Article shall not apply where the activi- 
ties referred to therein are carried on for a period or periods not exceeding in the 
aggregate 30 days in any 12 month period. For the purposes of this paragraph: 


(a) where a person carrying on activities referred to in paragraph 2 of this 
Article is associated with an enterprise carrying on substantially similar ac- 
tivities, that person shall be deemed to be carrying on those substantially 
similar activities of the enterprise with which he is associated, in addition to 
his own activities; 


(b) two enterprises shall be deemed to be associated if one enterprise partici- 
pates directly or indirectly in the management or control of the other enter- 
prise or if the same persons participate directly or indirectly in the manage- 
ment or control of both enterprises. 


4. Profits derived by a resident of a Contracting State from the transportation of 
passengers or goods to a location where activities in connection with the explora- 
tion or exploitation of the sea bed and sub-soil and their natural resources are 
being carried on in a Contracting State, or from the operation of tugboats and 
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similar vessels in connection with such activities, shall be taxable only in the 
Contracting State of which he is a resident. 


5. (a) Subject to subparagraph (b) of this paragraph, salaries, wages and similar 
remuneration derived by a resident of a Contracting State in respect of an 
employment connected with the exploration or exploitation of the sea bed 
and sub-soil and their natural resources situated in the other Contracting 
State may, to the extent that the duties are performed offshore in that other 
Contracting State, be taxed in that other Contracting State. 


(b) Salaries, wages and similar remuneration derived by, a resident of a.\Con- 
tracting State in respect of an employment exercised aboard a ship or aircraft 
engaged in the transportation of passengers or goods to a location where 
activities connected with the exploration or exploitation of the sea bed and 
sub-soil and their natural resources are being carried on in the other Con- 
tracting State, or in respect of an employment exercised aboard a tugboat or 
similar vessel in connection with such activities, may be taxed in that other 
Contracting State unless the person deriving the profits from the operation of 
the ship or aircraft is a resident of the first-mentioned Contracting State. 


Art. 27A added by 1980 Protocol. 


Selected Cases [Art. 27A]: Gulf Offshore N.S. Ltd. v. R., [2008] 1 C.T.C. 85 (FCA) 
(Expanded definition of permanent establishment for offshore activities). 


Article 28 — Entry into Force 


1. The Convention shall come into force on the date when the last 
of all such things shall have been done in Canada and the United 
Kingdom as are necessary to give the Convention the force of law 
in Canada and the United Kingdom respectively and shall there- 
upon have effect: 


(a) in Canada: 


(i) in respect of tax withheld at the source on amounts paid or 
credited to non-residents on or after 1 January 1976; 


(ii) in respect of other Canadian taxes, for the 1976 taxation 
year and subsequent years; 


(b) in the United Kingdom: 


(i) in relation to any dividend to which paragraph 3 of Article 
10 applied in respect of income tax and payment of tax 
credit, for any year of assessment beginning on or after 6 
April 1973. A dividend paid on or after 1 April 1973 but 
before 6 April 1973 shall be treated for tax credit purposes as 
paid on 6 April 1973; 


(ii) in relation to any other provision of this Convention, in 
respect of income tax and capital gains tax, for any year of 
assessment beginning on or after 6 April 1976; 


(iii) in respect of corporation tax, for any financial year be- 
ginning on or after 1 April 1976; 


(iv) in respect of petroleum revenue tax for any chargeable 
period beginning on or after 1 January 1976; 


(v) in respect of development land tax, for any realised de- 
velopment value accruing on or after 1 August 1976. 
Definitions: “assessment” —ITCIA 3, ITA 248(1); “Canada” — Art. 3:1(a)(i), 
ITCIA 5; “capital gain”, “dividend”, “non-resident” — ITCIA 3, ITA 248(1); “taxation 

year” —ITCIA 3, ITA 249; “United Kingdom” — Art. 3:1(a)(ii). 


2. The Governments of the Contracting States shall, as soon as pos- 
sible, inform one another in writing of the date when the last of all 
such things have been done as are necessary to give the Convention 
the force of law in Canada and the United Kingdom respectively. 
The date specified by the last Government to fulfil this requirement, 
being the date on which the Convention shall come into force in 
accordance with paragraph 1, shall be confirmed in writing by the 
Government so notified. 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; 
3:1(a) (ii); “writing” —ITCIA 3, Interpretation Act 35(1). 


“United Kingdom” — Art. 


3. Subject to the provisions of paragraph 4 of this Article the ex- 
isting Agreement shall cease to have effect as respects taxes to 
which this Convention applies in accordance with the provisions of 
paragraph 1 of this Article. 

Definitions: “tax” — Art. 3:1(g); “the existing agreement” —Canada-U.K. Tax 
Treaty:Art. 28:7. 
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4, Where, however, any greater relief from tax would have been 
afforded by any provision of the existing Agreement than is due 
under this Convention, any ‘such provision as aforesaid shall con- 
tinue to have effect 


(a)'in the United Kingdom for any year of assessment, chargea- 
ble period or financial year; 


‘(b) in Canada for any taxation year; 


beginning before the entry into force of this Convention. 


Definitions: “assessment” —ITCIA 3, ITA 248(1); “Canada” — Art. 3:1(a)(ji), 
ITCIA 5; “tax” — Art. 3:1(g); “taxation year” —ITCIA 3, ITA 249; “the existing 
agreement” — Canada-U.K. Tax Treaty:Art. 28:7; “United Kingdom” — Art. 
3:1(a)(ii). 


5. The existing Agreement shall terminate on the last date on which 
it has effect in accordance with the foregoing provisions of this 
Article. 


Definitions: “the existing agreement’ — Canada-U.K. Tax Treaty:Art. 28:7. 


6. The termination of the existing Agreement as provided in para- 
graph 5 of this Article shall not revive the Agreement between the 
Government of Canada and the Government of the United Kingdom 
of Great Britain and Northern Ireland for the Avoidance of Double 
Taxation with respect to certain classes of Income signed at Ottawa 
on 6 December 1965. Upon the entry into force of this Convention 
that Agreement shall terminate. 


Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “the existing agreement” — Can- 
ada-U.K. Tax Treaty:Art. 28:7; “United Kingdom” — Art. 3:1(a)(ii). 


7. In this Article the term “the existing Agreement” means the 
Agreement between the Government of Canada and the Govern- 
ment of the United Kingdom of Great Britain and Northern Ireland 
for the Avoidance of Double Taxation and the Prevention of Fiscal 
Evasion with respect to taxes on Income and Capital Gains signed 
at Ottawa on 12 December 1966. 

Definitions: “Canada” — Art. 3:1(a)(i), ITCIA 5; “tax” — Art. 3:1(g); “United King- 
dom” — Art. 3:1(a)(ii). 


8. Notwithstanding any provisions of the respective domestic laws 
of the Contracting States imposing time limits for applications for 
relief from tax, an application for relief under the provisions of this 
Convention shall have effect, and any consequential refunds of tax 
made, if the application is made to the competent authority con- 
cerned within one year of the end of the calendar year in which this 
Convention enters into force. 


History: Art. 28:8 added by 1980 Protocol. 
Definitions: “competent authority” — Art. 3:1(f); “tax” — Art. 3:1(g). 


Article 29 — Termination 


This Convention shall continue in effect indefinitely but the Gov- 
ernment of either Contracting State may, on or before 30 June in 
any calendar year after the year 1980 give notice of termination to 
the Government of the other Contracting State and, in such event, 
this Convention shall cease to be effective: 


(a) in Canada 


(i) in respect of tax withheld at the source on amounts paid or 
credited to non-residents on or after | January in the calendar 
year next following that in which the notice is given; and 


(ii) in respect of other Canadian taxes for any taxation year 
ending in or after the calendar year next following that in 
which the notice is given; 


(b) in the United Kingdom 
(i) in respect of income tax and capital gains tax for any year 
of assessment beginning on or after 6 April in the calendar 
year next following that in which such notice is given; 
(ii) in respect of corporation tax, for any financial year begin- 


ning on or after 1 April in the calendar year next following 
that in which such notice is given; 
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(iii) in respect of petroleum revenue tax for any chargeable | IN WITNESS WHEREOF the undersigned, duly authorized 
period beginning on or after 1 January in the calendar year | thereto, have signed this Convention. 


t following that in which such notice is given; ; : f . 
next following that in which such nouce 1s given; ____| DONE in duplicate at London, this 8th day of September 1978, in 
(iv) in respect of development land tax, for any realised de- | the English and French languages, both texts being equally 
velopment value accruing on or after 1 April in the calendar | 4 thoritative 4 
year next following that in which such notice is given. ; 
Definitions: “assessment” —ITCIA 3, ITA 248(1); “Canada” — Art. 3:1(a\@, | FOR THE GOVERNMENT OF CANADA: Paul Martin 


ITCIA 5; “capital gain”, “non-resident” — ITCIA 3, ITA 248(1); “tax” — Art. 3:1(g); 
“taxation year” —ITCIA 3, ITA 249; “the other Contracting State” — Art. 3:1(b); FOR THE GOVERNMENT OF GREAT BRITAIN AND 


“United Kingdom” — Art. 3:1(a)(ii). NORTHERN IRELAND: Frank Judd 


2328 


CURRENT STATUS OF TAX TREATIES 


Tax treaties in force 


Reciprocal income tax treaties are currently in force between Canada and the following countries. (In some cases the treaty currently in 
force, signed on the date noted, replaced another treaty that had been in force from an earlier time.) 


Algeria (February 28, 1999) 

Argentina (April 29, 1993) 

Armenia (June 29, 2004) 

Australia (May 21, 1980; and Protocol of January 23, 2002) 

Austria (December 9, 1976; and Protocol of June 15, 1999) 

Azerbaijan (September 7, 2004) 

Bangladesh (February 15, 1982) 

Barbados (January 22, 1980) 

Belgium (May 23, 2002) 

Brazil (June 4, 1984) 

Bulgaria (March 3, 1999) 

Cameroon (May 26, 1982) 

Chile (January 21, 1998) 

China (People’s Republic of) (May 12, 1986)! 

Croatia (December 9, 1997) 

Cyprus (May 2, 1984) 

Czech Republic (May 25, 2001) 

Denmark (September 17, 1997) 

Dominican Republic (August 6, 1976) 

Ecuador (June 28, 2001) 

Egypt (May 30, 1983) 

Estonia (June 2, 1995) 

Finland (July 20, 2006) 

France (May 2, 1975, Protocols of Jan. 16, 1987 and Nov. 30, 
1995) 

Gabon (November 14, 2002) 

Germany (April 19, 2001) 

Greece (June 29, 2009) 

Guyana (October 15, 1985) 

Hungary (April 15, 1992 and Protocol of May 3, 1994) 

Iceland (June 19, 1997) 

India (January 11, 1996) 

Indonesia (April 1, 1998) 

Ireland (October 8, 2003) 

Israel (July 21, 1975) 

Italy (November 17, 1977 and Protocol of March 20, 1989) 

Ivory Coast (June 16, 1983) 

Jamaica (March 30, 1978) 

Japan (May 7, 1986; amended by Protocol of February 19, 1999) 

Jordan (September 6, 1999) 

Kazakhstan (September 25, 1996) 

Kenya (April 27, 1983) 

Korea (Republic of) (September 5, 2006) 

Kuwait (January 28, 2002) 

Kyrgyzstan (Kyrgyz Republic) (June 4, 1998) 

Latvia (Republic of) (April 26, 1995) 

Lithuania (Republic of) (August 29, 1996) 


Luxembourg (September 10, 1999) 

Malaysia (October 15, 1976) 

Malta (July 25, 1986) 

Mexico (September 12, 2006)3 

Moldova (July 4, 2002) 

Mongolia (May 27, 2002) 

Morocco (December 22, 1975) 

Netherlands (May 27, 1986 and Protocols of same date, March 
4, 1993, and August 25, 1997) 

New Zealand (May 13, 1980) 

Nigeria (August 4, 1992) 

Norway (July 12, 2002)4 

Oman (June 30, 2004) 

Pakistan (February 24, 1976) 

Papua New Guinea (October 16, 1987) 

Peru (July 20, 2001) 

Philippines (March 11, 1976) 

Poland (May 4, 1987) 

Portugal (June 14, 1999) 

Romania (April 8, 2004) 

Russia (October 5, 1995) 

Senegal (August 2, 2001) 

Singapore (March 6, 1976 and Protocol of same date) 

Slovak Republic (May 22, 2001) 

Slovenia (September 15, 2000) 

South Africa (Republic of) (November 27, 1995) 

Spain (November 23, 1976) 

Sri Lanka (June 23, 1982) 

Sweden (August 27, 1996) 

Switzerland (May 5, 1997) 

Tanzania (United Republic of) (December 15, 1995) 

Thailand (April 11, 1984) 

Trinidad and Tobago (Republic of) (September 11, 1995) 

Tunisia (February 10, 1982) 

Ukraine (March 4, 1996) 

United Arab Emirates (June 9, 2002) 

United Kingdom of Great Britain and Northern Ireland (Septem- 
ber 8, 1978 and Protocols of April 15, 1980, October 16, 1985 
and May 7, 2003) 

United States of America (September 26, 1980 and Protocols of 
June 14, 1983, March 28, 1984, March 17, 1995, July 29, 1997 
and September 21, 2007) 

Uzbekistan (Republic of) (June 17, 1999) 

Venezuela (July 10, 2001) 

Vietnam (November 14, 1997) 

Zambia (Republic of) (February 16, 1984) 

Zimbabwe (April 16, 1992) 


IThis Convention does not apply to Hong Kong since unification in 1997: Edwards, [2002] 4 C.T.C. 2202 (TCC); aff'd [2004] 1 C.T.C. 129 (FCA). Hong Kong is rapidly 
expanding its own tax treaty network, now with 10 treaties (S signed in spring 2010), with more pending. “Hong Kong was not considered a TIEA candidate until March 2010, 
when its domestic legislation was amended to permit tax information exchange based on the OECD model. Now Finance may consider either a TIEA or a treaty with Hong Kong”: 
Paul Barnicke & Melanie Huynh, “IFA 2010 on Foreign Affiliates”, 18(6) Canadian Tax Highlights (ctf.ca) 9-10 (June 2010), citing Finance’s comments at the May 2010 IFA 
conference. 

2To be replaced by the treaty signed on June 3, 2002. 

3 Convention for the exchange of information is also in force. 

4a Competent Authority Agreement regarding Professors and Teachers provides that Article 18 of the 1966 Canada-Norway treaty continues to apply in certain cases: CCRA, 
Noy. 28, 2003. 
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Current Status of Tax Treaties 


Tax treaties or protocols signed but not yet in force Bolivia 
Colombia (November 21, 2008)° China 
France (Protocol, February 2, 2010) Costa Rica 
Italy (June 3, 2002)° Cuba 
Lebanon (December 29, 1998)7 Egypt 
Namibia (March 25, 2010) Mada 
bbe ihe : : gascar 
Switzerland (Protocol re extending administrative assistance, Malays: 
February 11, 2010, and general amending Protocol, October kia P 
22. 2010) Netherlands 
Turkey (July 14, 2009)5 New Zealand’ 
Poland’ 
Tax treaties or protocols under negotiation (re- Serbia and Montenegro 
negotiation) Singapore 
Barbados Spain 
For current information regarding the status of treaty negotiations with any country, visit the Department of Finance web site at www. fin.gc.ca/treaties/treatystatus_e.html. For 


current information regarding Canada Revenue Agency administrative policy with respect to treaties, contact the International Tax Services Office at 1-800-267-5177 (fax (613) 
941-2505), 


Proposed Amendment — International Tax Convention 
Canada Revenue Agency news release, April 29, 2004: Canada signs International Tax Convention 


Canada signed the Convention on Mutual Administrative Assistance in Tax Matters (The Conventioti) yesterday in Paris. The Convention provides ‘a stable framework for 
governments to combat tax evasion on a global scale by sharing tax information multilaterally. This international agreement will mainly apply peg ysaeentn heeeteyris and 
covers Canadian taxes that fall under the Income Tax Act, Excise Tax Act, and the Excise Act, 2001. It does not apply to customs duties. . Visuasl a 


Initiated by the Council of Europe (CoE) and the Organization for Economic Co-operation and Development (OECD), the Convention has explicit provisions Eoietish the 
privacy of taxpayer information, Canada will evaluate any information to be shared with other participating countries to ensure the protection of confidential <— ‘taxpayer 
information. While the Convention helps to ensure that all Canadians will pay their fair share of federal taxes, it does not affect their rights under Canadian law. 


Under the Convention, participating countries benefit from three forms of administrative assistance: the exchange of information; assistance in the collection of ‘taxes; aid: delivery 
of documents, In signing the Convention, Canada has agreed only to, exchange tax information. Canada will not deliver documents from other governments | to Canadian recipients 
because treaty partners already have access to Canadian postal and courier services. As well, Canada will not collect taxes because we prefer | to continue to Negotiate assistance in 
collection on a bilateral basis. 


The Government of Canada currently has 81 bilateral tax treaties in tees ‘that evide for the exchange of taxpayer information. The Convention i is sa a mutiateral agreement that 
extends information sharing to a broader range of taxes (such as Gs! ° - 


The Convention will not come into force until legislative amendments are completed. It will not result in additional administrative burden for businesses. 


The full text of the Convention is available on the CRA Web site by clicking on “Other Conventions” at: www,cra-g¢. ca/treaties. ree ee oy 


ee 


L.T. Technical News: 34 (convention on mutual administrative assistance in tax matters). opie mS: ; 6 ; F 


‘Enacted in Canada by S.C, 2010, c. 15 (Bill S-3), Royal Assent December 15, 2010. 
Enacted in Canada by S.C. 2002, c. 24 (Bill S-2), Royal Assent December 12, 2002. Will replace the existing treaty. 
Enacted in Canada by S.C, 2000, c, 11 (Bill S-3), Royal Assent June 29, 2000. 


SWill ev entually replace the existing treaty. 


2330 


INTERPRETATION ACT 


An Act respecting the Interpretation of Statutes and Regulations 


REVISED STATUTES OF CANADA 1985, CHAPTER I-21, as am, R.S.C. 1985, c. 11 (1st Supp.), s. 2; R.S.C. 1985, c. 27 (ist 
Supp.), s. 203; SOR/86-532; R.S.C. 1985, c. 27 (2nd Supp.), s. 10; S.C. 1990, c. 17, s. 26; 1992, c. 1, ss. 87-91; 1992, c. 47, s. 
79; 1992, c. 51, s. 56; SOR/93-140; 1993, c. 28, s. 78 (Sched. III, item 82) [Amended 1998, c. 15, s. 28; 1999, c. 3, (Sched., item 
18).]; 1993, c. 34, s. 88; 1993, c. 38, s. 87; 1995, c. 39, s. 174; SOR/95-366; 1996, c. 31, ss. 86-87; 1997, c. 39, s. 4; 1998, c. 30, 
s. f9); 1999, c. 3.'s. 7. 1999...c.428..8, 168; 1999. c..31, ss, 146, TAPE oe OUT, 'c.4,"s:'S)2002, co Ty sr 18387: 2002,'C:'8,)s) $515 
2003, c. 22, s. 224(z.43).. 


; Short Title 
1. Short title — This Act may be cited as the Interpretation Act. 
Interpretation 


2. (1) Definitions — In this Act, 
“Act” means an Act of Parliament; 
“enact” includes to issue, make or establish: 


“enactment” means an Act or regulation or any portion of an Act 
or regulation; 


“public officer” includes any person in the federal public adminis- 
tration of Canada who is authorized by-or under an enactment to do 
or enforce the doing of an act or thing or to exercise a power, or on 
whom a duty is imposed by or under an enactment; 

History: The definition “public officer” in subsec,'2(1) amended to replace “public 


service of Canada” with “federal public administration” by 2003, c. 22, para. 224(z.43), 
proclaimed in force April 1, 2005 (P.C. 2005-375). 


“regulation” includes an order, regulation, rule, rule of court, form, 
tariff of costs or fees, letters patent, commission, warrant, procla- 
mation, by-law, resolution or other instrument issued, made or 
established 


(a) in the execution of a power conferred by or under the author- 
ity of an Act, or 


(b) by or under the authority of the Governor in Council; 
“repeal” includes revoke or cancel. 


(2) Expired and replaced enactments — For the purposes of 
this Act, an enactment that has been replaced is repealed and an 
enactment that has expired, lapsed or otherwise ceased to»have ef- 
fect is deemed to have been repealed. 


History: Subsec. 2(2) amended by 1999, c. 31, s. 146, in force June 17, 1999 (the date 
of Royal Assent). It formerly read: 


(2) For the purposes of this Act, an enactment that has been replaced, has ex- 
pired, lapsed’or otherwise ceased to have effect is deemed to have been repealed. 


Application 


3. (1) Application — Every provision of this Act applies, unless a 
contrary intention appears, to every enactment, whether enacted 
before or after the commencement of this Act. 


(2) Application to this Act — The provisions of this Act apply 
to the interpretation of this Act. 


(3) Rules of construction not excluded — Nothing in this Act 
excludes the application to an enactment of a rule of construction 
applicable to that enactment and not inconsistent with this Act. 


Enacting Clause of Acts 


4. (1) Enacting clause — The enacting clause of an Act may be 
in the following form: 


“Her Majesty, by and with the advice and consent of the Sen- 
ate and House of Commons of Canada, enacts as follows:”. 


(2) Order of clauses — The enacting clause of an Act shall fol- 
low the preamble, if any, and the various provisions within the pur- 
view or body of the Act shall follow in a concise and enunciative 
form. 


Operation 
Royal Assent 


5. (1) Royal Assent — The Clerk of the Parliaments shall endorse 
on every Act, immediately after its title, the day, month and year 
when the Act was assented to in Her Majesty’s name and the en- 
dorsement shall be a part of the Act. 


(2) Date of commencement — If no date of commencement is 
provided for in an Act, the date of commencement of that Act is the 
date of assent to the Act. 


(3) Commencement provision — Where an Act contains a pro- 
vision. that the Act or any portion thereof is to come into force on a 
day later than the date of assent to the Act, that provision is deemed 
to have come into force on the date of assent to the Act. 


(4) Commencement when no date fixed — Where an Act pro- 
vides that certain provisions thereof are to come or are deemed to 
have come into force on a day other than the date of assent to the 
Act, the remaining provisions of the Act are deemed to have come 
into force on the date of assent to the Act. 


Day Fixed for Commencement or Repeal 


6. (1) Operation when date fixed for commencement or re- 
peal — Where an enactment is expressed to come into force on a 
particular day, it shall be construed as coming into force on the ex- 
piration of the previous day; and where an enactment is expressed 
to expire, lapse or otherwise cease to have effect on a particular 
day, it shall be construed as ceasing to have effect upon the com- 
mencement of the following day. 


(2) When no date fixed — Every enactment that is not expressed 
to come into force on a particular day shall be construed as coming 
into force 


(a) in the case of an Act, on the expiration of the day immedi- 
ately before the day the Act was assented to in Her Majesty’s 
name;,, 


(b) in the case of a regulation, on the expiration of the day im- 
mediately before the day the regulation was registered pursuant 
‘to section 6 of the Statutory Instruments Act or, if the regulation 
is of a'class that is exempted from the application of subsection 
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5(1) of that Act, on the expiration of the day immediately before 
the day the regulation was made. 


(3) Judicial notice — Judicial notice shall be taken of a day for 
the coming into force of an enactment that is fixed by a regulation 
that has been published in the Canada Gazette. 


Regulation Prior to Commencement 


7. Preliminary proceedings — Where an enactment is not in 
force and it contains provisions conferring power to make regula- 
tions or do any other thing, that power may, for the purpose of mak- 
ing the enactment effective on its commencement, be exercised at 
any time before its commencement, but a regulation so made or a 
thing so done has no effect until the commencement of the enact- 
ment, except in so far as may be necessary to make the enactment 
effective on its commencement. 


Territorial Operation 


8. (1) Territorial operation — Every enactment applies to the 
whole of Canada, unless a contrary intention is expressed in the 
enactment. 


(2) Amending enactment — Where an enactment that does not 
apply to the whole of Canada is amended, no provision in the 
amending enactment applies to any part of Canada to which the 
amended enactment does not apply, unless it is provided in the 
amending enactment that it applies to that part of Canada or to the 
whole of Canada. 


(2.1) Exclusive economic zone of Canada — Every enact- 
ment that applies in respect of exploring or exploiting, conserving 
or managing natural resources, whether living or non-living, ap- 
plies, in addition to its application to Canada, to the exclusive eco- 
nomic zone of Canada, unless a contrary intention is expressed in 
the enactment. 


Related Provisions: ITA 37(1.3) — SR&ED performed in exclusive economic zone 
deemed done in Canada. 


(2.2) Continental shelf of Canada — Every enactment that ap- 
plies in respect of exploring or exploiting natural resources that are 


(a) mineral or other non-living resources of the seabed or sub- 
soil, or 


(b) living organisms belonging to sedentary species, that is to 
say, organisms that, at the harvestable stage, either are immobile 
on or under the seabed or are unable to move except in constant 
physical contact with the seabed or subsoil 


applies, in addition to its application to Canada, to the continental 
shelf of Canada, unless a contrary intention is expressed in the 
enactment. 


(3) Extra-territorial operation — Every Act now in force en- 
acted prior to December 11, 1931 that expressly or by necessary or 
reasonable implication was intended, as to the whole or any part 
thereof, to have extra-territorial operation shall be construed as if, at 
the date of its enactment, the Parliament of Canada had full power 
to make laws having extra-territorial operation as provided by the 
Statute of Westminster, 1931. 


History: Subsecs. 8(2.1) and (2.2) added by 1996, c. 31, s. 87, proclaimed in force 
January 31, 1997 (SI/97-21). 


Rules of Construction 
Property and Civil Rights 


8.1 Duality of legal traditions and application of provincial 
law — Both the common law and the civil law are equally authori- 
tative and recognized sources of the law of property and civil rights 
in Canada and, unless otherwise provided by law, if in interpreting 
an enactment it is necessary to refer to a province’s rules, principles 
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or concepts forming part of the law of property and civil rights, ref- 
erence must be made to the rules, principles and concepts in force 
in the province at the time the enactment is being applied. 


I.T. Technical News: No. 22 (international taxation). 


History: The heading “Property and Civil Rights” and s. 8.1 added by 2001, c. 4, s. 8, 
proclaimed in force June 1, 2001 (P.C. 2001-956). 


8.2 Terminology — Unless otherwise provided by law, when an 
enactment contains both civil law and common law terminology, or 
terminology that has a different meaning in the civil law and the 
common law, the civil law terminology or meaning is to be adopted 
in the Province of Quebec and the common law terminology or 
meaning is to be adopted in the other provinces. 


History: S. 8.2 added by 2001, c. 4, s. 8, proclaimed in force June 1, 2001 (P.C. 2001- 
956). 


Private Acts 


9, Provisions in Private Acts — No provision in a private Act 
affects the rights of any person, except as therein mentioned or re- 
ferred to. 


Law Always Speaking 


10. Law always speaking — The law shall be considered as al- 
ways speaking, and where a matter or thing is expressed in the pre- 
sent tense, it shall be applied to the circumstances as they arise, so 
that effect may be given to the enactment according to its true spirit, 
intent and meaning. 


Imperative and Permissive Construction 


11. “Shall” and “may” — The expression “shall” is to be con- 
strued as imperative and the expression “may” as permissive. 


Enactments Remedial 


12. Enactments deemed remedial — Every enactment is 
deemed remedial, and shall be given such fair, large and liberal 
construction and interpretation as best ensures the attainment of its 
objects. 


Preambles and Marginal Notes 


13. Preamble — The preamble of an enactment shall be read as a 
part of the enactment intended to assist in explaining its purport and 
object. 


14. Marginal Notes and historical references — Marginal 
notes and references to former enactments that appear after the end 
of a section or other division in an enactment form no part of the 
enactment, but are inserted for convenience of reference only. 


Application of Interpretation Provisions 


15. (1) Application of definitions and interpretation provi- 
sions — Definitions or rules of interpretation in an enactment ap- 
ply to all the provisions of the enactment, including the provisions 
that contain those definitions or rules of interpretation. 


(2) Interpretation sections subject to exceptions — Where 
an enactment contains an interpretation section or provision, it shall 
be read and construed 


(a) as being applicable only if a contrary intention does not ap- 
pear, and 


(b) as being applicable to all other enactments relating to the 
same subject-matter unless a contrary intention appears. 
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Rules of Construction 


16. Words in regulations — Where an enactment confers power 
to make regulations, expressions used in the regulations have the 
same respective meanings as in the enactment conferring the power. 


Her Majesty 


17. Her Majesty not bound or affected unless stated — No 
enactment is binding on Her Majesty or affects Her Majesty’s rights 
or prerogatives in any manner, except.as mentioned or referred to in 
the enactment. 


Related Provisions: ITA 27 — Application of ITA to Crown corporations. 
Proclamations 


18. (1), Proclamation — Where an enactment authorizes the issue 
of a proclamation, the proclamation. shall be understood to be a 
proclamation of the Governor in Council. 


(2) Proclamation to be issued on advice — Where fs Gover- 
nor General is authorized to issue a proclamation, the proclamation 
shall be understood.to be;a proclamation issued under an order of 
the Governor in Council, but it is not, necessary to mention in the 
proclamation that it is issued under such an order. 


(3) Effective day of Proclamations — A: proclamation. that is 
issued under an order_of the Governor in Council may purport.to 
have been issued on the day of the order or on any subsequent day 
and, if so, takes effect on that day. 


Oaths 


19. (1) Administration of oaths — Where, by an enactment or 
by a rule of the Senate or House of Commons, evidence under oath 
is authorized or required to be taken, or an oath is authorized or 
directed to be made, taken or administered, the oath may be admin- 
istered, and a certificate of its having been made, taken or adminis- 
tered may be given by 


(a) any person authorized by the enactment or rule to take the 
evidence; or 


(b) a judge of any court, a notary public, a justice of the peace or 
a commissioner for taking affidavits, having authority or juris- 
diction within the place where the oath is administered. 


(2) Where justice of peace empowered — Where power is 
conferred on a justice of the peace to administer an oath or solemn 
affirmation or to take an affidavit or declaration, the power may be 
exercised by a notary public or a commissioner for taking oaths. 
Related Provisions: ITA 220(5) — Administration of oaths. 


Reports to Parliament 


20. Reports to Parliament — Where an Act requires a report or 
other document to be laid before Parliament and, in. compliance 
with the Act, a particular report or document has been laid before 
Parliament at a session thereof, nothing in the Act shall be con- 
strued as requiring the same report or document to be laid before 
Parliament at any subsequent session. 


Corporations 


21. (1) Powers vested in Corporations — Words establishing 
a corporation shall be construed 


(a) as vesting in the corporation power to sue and be sued, to 
contract and be contracted with by its corporate name, to have a 
common séal and to alter or change it at pleasure, to have per- 
petual succession, to acquire and hold personal property for the 
purposes for which the corporation is established and to alienate 
that property at pleasure; 

(b) in the case of a corporation having a name consisting of an 
English and a French form or a combined English and French 
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form, as vesting in the corporation power to use either the En- 
glish or the French form of its name: or both forms and to show 
on its seal both the English and French forms of its name or 
have two seals, one showing the English and the other showing 
the French form of its name; 


(c) as vesting in a majority of the members of the corporation 
the power to bind the others by their acts; and 


(d) as exempting from personal liability for its debts, obligations 
or acts individual members of the corporation who do not con- 
travene the provisions of the enactment establishing the 
corporation. 


(2) Corporate name — Where an enactment establishes a corpo- 
ration and in each of the English and French versions of the enact- 
ment the name of the corporation is in the form only of the lan- 
guage of that version, the name of the corporation shall consist of 
the form of its name in each of the versions of the enactment. 


(3) Banking business — No corporation is deemed to be author- 
ized to carry on the business of banking unless that power is ex- 
pressly conferred on it by the enactment establishing the 
corporation. 


Majority and Quorum 


22. (1) Majorities — Where an enactment requires or authorizes 
more than two persons to do an act or thing; a majority of them may 
do it. 


(2) Quorum of board, court, commission, etc. — Where an 
enactment establishes a board, court, commission or other body 
consisting of three or more members, in this section called an 
“association”, 


(a) at a meeting of the association, a number of members of the 
association equal to, 


(i) if the number of members provided for by the enactment 
is a fixed number, at least one-half of the number of mem- 
bers, and 


(ii) if the number of members provided for by the enactment 
is not a fixed number but is within a range having a maxi- 
mum! or minimum, at least one-half of the number of mem- 
bers in office if that numberiis within the range, 


constitutes a quorum; 


(b) an act or thing done by a majority of the members of the 
association present at a meeting, if the members present ‘consti- 
tute a quorum, is deemed to have been done by the association; 
and 


.(c) a.vacancy in the membership of ‘the association does, not in- 
validate the constitution of the association or impair the right of 
the members in office to act, if the number of members in office 
is not less than a quorum. 


Appointment, Retirement and Powers of 
Officers 


23. (1) Public officers hold office during pleasure — Every 
public officer appointed by or under the authority of an enactment 
or otherwise is deemed to have been appointed to hold office during 
pleasure only, unless it is otherwise expressed in the enactment, 
commission or instrument of appointment. 


(2) Effective day of appointments — Where an appointment is 
made. by instrument under the Great Seal, the instrument may pur- 
port to have been issued on or after the day its issue was authorized, 
and the day on which it so purports to have been issued is deemed 
to be the day on which the appointment takes effect. 


(3) Appointment or engagement otherwise than under 
great seal — Where there is authority in an enactment to appoint 
a person to a position or to engage the services of a person, other- 
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wise than by instrument under the Great Seal, the instrument of ap- 
pointment or engagement may be expressed to be effective on or 
after the day on which that person commenced the performance of 
the duties of the position or commenced the performance of the ser- 
vices, and the day on which it is so expressed to be effective, unless 
that day is more than sixty days before the day on which the instru- 
ment is issued, is deemed to be the day on which the appointment or 
engagement takes effect. 


(4) Remuneration — Where a person is appointed to an office, 
the appointing authority may fix, vary or terminate that person’s 
remuneration. 


(5) Commencement of appointments or retirements — 
Where a person is appointed to an office effective on a specified 
day, or where the appointment of a person is terminated effective on 
a specified day, the appointment or termination is deemed to have 
been effected immediately on the expiration of the previous day. 


24. (1) Implied powers respecting public officers — Words 
authorizing the appointment of a public officer to hold office during 
pleasure include, in the discretion of the authority in whom the 
power of appointment is vested, the power to 


(a) terminate the appointment or remove or suspend the public 
officer; 


(b) re-appoint or reinstate the public officer; and 


(c) appoint another person in the stead of, or to act in the stead 
of, the public officer. 


(2) Power to act for ministers — Words directing or empower- 
ing a minister of the Crown to do an act or thing, regardless of 
whether the act or thing is administrative, legislative or judicial, or 
otherwise applying to that minister as the holder of the office, 
include 


(a) a minister acting for that minister or, if the office is vacant, a 
minister designated to act in the office by or under the authority 
of an order in council; 


(b) the successors of that minister in the office; 

(c) his or their deputy; and 

(d) notwithstanding paragraph (c), a person appointed to serve, 
in the department or ministry of state over which the minister 


presides, in a capacity appropriate to the doing of the act or 
thing, or to the words so applying. 


(3) Restriction as to public servants — Nothing in paragraph 
(2)(c) or (d) shall be construed as authorizing the exercise of any 
authority conferred on a minister to make a regulation as defined in 
the Statutory Instruments Act. 


(4) Successors to and deputy of public officer — Words di- 
recting or empowering any public officer, other than a minister of 
the Crown, to do any act or thing, or otherwise applying to the pub- 
lic officer by his name of office, include his successors in the office 
and his or their deputy. 


(5) Powers of holder of public office — Where a power is con- 
ferred or a duty imposed on the holder of an office, the power may 
be exercised and the duty shall be performed by the person for the 
time being charged with the execution of the powers and duties of 
the office. 


Evidence 


25. (1) Documentary evidence — Where an enactment provides 
that a document is evidence of a fact without anything in the con- 
text to indicate that the document is conclusive evidence, then, in 
any judicial proceedings, the document is admissible in evidence 
and the fact is deemed to be established in the absence of any evi- 
dence to the contrary. 


(2) Queen’s printer — Every copy of an enactment having 
printed thereon what purports to be the name or title of the Queen’s 
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Printer and Controller of Stationery or the Queen’s: Printer is 
deemed to be a copy purporting to be printed by the Queen’s Printer 
for Canada. 


Computation of Time 
26. Time limits and holidays — Where the time limited for the 


doing of a thing expires or falls on a holiday, the thing may be done 
on the day next following that is not a holiday. 


27. (1) Clear days — Where there is a reference to a number of 
clear days or “at least” a number of days between two events, in 
calculating that number of days the days on which the events hap- 
pen are:excluded. 


(2) Not clear days — Where there is a reference to a number of 
days, not expressed to be clear days, between two events, in calcu- 
lating that number of days the day on which the first event happens 
is excluded and the day on which the second event happens is 
included. 


(3) Beginning and ending of prescribed periods — Where a 
time is expressed to begin or end at, on or with a specified day, or 
to continue to or until a specified day, the time includes that day. 


(4) After specified day — Where a time is expressed to begin 
after or to be from a specified day, the time does not include that 
day. 


(5) Within a time — Where anything is to be done within a time 
after, from, of or before a specified day, the time does not include 
that day. 


28. Calculation of a period of months after or before a 
specified day — Where there is a reference to a period of time 
consisting of a number of months after or before a specified day, 
the period is calculated by 


(a) counting forward or backward from the specified day the 
number of months, without including the month in which that 
day falls; 

(b) excluding the specified day; and 

(c) including in the last month counted under paragraph (a) the 
day that has the same calendar number as the specified day or, if 


that month has no day with that number, the last day of that 
month. 


29. Time of the day — Where there is a reference to time ex- 
pressed as a specified time of the day, the time is taken to mean 
standard time. 


30. Time when specified age attained — A person is deemed 
not to have attained a specified number of years of age until the 
commencement of the anniversary, of the same number, of the day 
of that person’s birth. 


Miscellaneous Rules 


31. (1) Reference to magistrate, etc. — Where anything is re- 
quired or authorized to be done by or before a judge, magistrate, 
justice of the peace, or any functionary or officer, it shall be done 
by or before one whose jurisdiction or powers extend to the place 
where the thing is to be done. 


(2) Ancillary powers — Where power is given to a person, of- 
ficer or functionary, to do or enforce the doing of any act or thing, 
all such powers as are necessary to enable the person, officer or 
functionary to do or enforce the doing of the act or thing are 
deemed to be also given. 


(3) Powers to be exercised as required — Where a power is 
conferred or a duty imposed, the power may be exercised and the 
duty shall be performed from time to time as occasion requires. 


2334 


Definitions 


(4) Power to repeal — Where a power is conferred to make regu- 
lations, the power shall be construed as including a power, exercisa- 
ble in the same manner and subject to the same consent and condi- 


tions, if any, to repeal, amend or vary the regulations and make 
others. 


32. Forms — Where a form is prescribed, deviations from: that 
form, not affecting the substance or calculated to mislead, do not 
invalidate the form used. 


33. (1) Gender — Words importing female persons include male 
persons and corporations and words importing male persons include 
female persons and corporations. 


(2) Number — Words in the singular include the plural, and words 
in the plural include the singular. 


(3) Parts of speech and grammatical forms — Where a word 
is defined, other parts of speech and grammatical forms of the same 
word have corresponding meanings. 


Offences 


34. (1) Indictable and summary conviction offences — 
Where an enactment creates an offence, 


(a) the offence is deemed to be an indictable offence if the enact- 
ment provides that the offender may be prosecuted for the of- 
fence by indictment; 


(b) the offence is deemed to be one for witch the offender is 
punishable on summary conviction if there is nothing in the con- 
text to indicate that the offence is an indictable offence; and 


(c) if the offence is one for which the offender may be prose- 
cuted by indictment or for which the offender is punishable on 
summary conviction, no person shall be considered to have been 
convicted of an indictable offence by reason only of having been 
convicted of the offence on summary conviction: 


(2) Criminal Code to apply — All the provisions. of the Criminal 
Code relating to indictable offences apply to indictable offences 
created by an enactment, and all the provisions of that Code relating 
to summary conviction offences apply toall other offences created 
by an enactment, except to the extent that the enactment otherwise 
provides. 


(3) Documents similarly construed — In a commission, proc- 
lamation, warrant or other document relating to criminal law or pro- 
cedure in criminal matters 


(a) a reference to an offence for which the offender may be pros- 
ecuted by indictment shall be construed as a reference to an in- 
dictable offence; and 


(b) a reference to any other offence shall be construed as a refer- 
ence to an offence for which the offender is punishable on sum- 
mary conviction. 


Powers to Enter Dwelling-houses to Carry out 
Arrests 


34.1 Authorization to enter dwelling house — Any person 
who may issue a warrant to arrest or apprehend a person under any 
Act of Parliament, other than the Criminal Code, has the same pow- 
ers, subject to the same terms and conditions, as a judge or justice 
has under the Criminal Code 


(a) to authorize the entry into a dwelling-house described in the 
warrant for the purpose of arresting or apprehending the person, 
if the person issuing the warrant is satisfied by information on 
oath that there are reasonable grounds to believe that the person 
is or will be present in the dwelling-house; and 


(b) to authorize the entry into the dwelling-house without prior’ 


announcement if the requirement of subsection 529.4(1) is met. 
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35. (1) General definitions — In every enactment, 


“Act”, as meaning an Act of a legislature, includes an siedininee of 
the Northwest Territories and a law of the Legislature of Yukon or 
of the Legislature for Nunavut; 

History: The definition “Act” in subsec. 35(1) amended by 2002, c. 7, subsec. 188(1), 
proclaimed in force April 1, 2003 (P.C. 2003-394). The definition formerly read: 


“Act”, as meaning an Act of a legislature, includes an ordinance of the Yukon 
Territory or of the Northwest Territories and a law made by the Legislature for 
Nunavut or continued by section 29 of the Nunavut Act; 


“bank” means a bank listed in Schedule I or II to the Bank Act; 
History: “Bank” added by 1999, c. 28, s. 168, in force June 28, 1999. 


“British Commonwealth” or “British Commonwealth of Na- 
tions” has the same meaning as “Commonwealth”; 


“broadcasting” means any radiocommunication in which the trans- 
missions are intended for direct reception by the general public; 


“Canada”, for greater certainty, includes the internal waters. of 
Canada and the territorial sea of Canada; 


History: “Canada” added to subsec. 35(1) by 1996, c. 31, s. 88, proclaimed in force 
January 31, 1997 (SI/97-21). 


“Canadian waters” includes the territorial sea of Canada and the 
internal waters of Canada; 


History: “Canadian waters” added to subsec. 35(1) by 1996, c. 31, s. 88, proclaimed in 
force January 31, 1997 (SI/97-21). 


“Clerk of the Privy Council” or “Clerk of the Queen’s Privy 
Council” means the Clerk of the Privy Council and Secretary to the 
Cabinet; 


“commencement”, when used with reference to an enactment, 
means the time at which the enactment comes into force; 


“Commonwealth” or “Commonwealth of Nations” means the as- 
sociation of countries named in the schedule; 


“Commonwealth and. Dependent Territories” means the several 
Commonwealth countries and their colonies, possessions, depen- 
dencies, protectorates, protected states, condominiums and trust 
territories; 


“contiguous zone”’, 


(a) in relation to Canada, means the contiguous zone of Canada 
as determined under the Oceans Act, 


(b) in relation to any other state, means the contiguous zone of 
the other state as determined in accordance with international 
law and the domestic laws of that other state; 


History: “Contiguous zone” added to subsec. 35(1) by 1996, c. 31, s. 88, proclaimed 
in force January 31, 1997 (SI/97-21). 


“continental shelf’, 


(a) in relation to Canada, means the continental shelf of Canada 
as determined under the Oceans Act, and 


(b) in relation to any other state, means the continental shelf of 
the other state as determined in accordance with international 
law and the domestic laws of that other state; 


History: “Continental shelf” added to subsec. 35(1) by 1996, c. 31, s..88, proclaimed 
in force-January.31, 1997 (SI/97-21). 


“contravene” includes fail to comply with; 


“corporation” does not include a partnership that is considered to 
be a separate legal entity under provincial law; 


“county” includes two or more counties united for purposes to 
which the enactment relates; 


“diplomatic or consular officer” includes an ambassador, envoy, 
minister, chargé d’affaires, counsellor, secretary, attaché, consul- 
general, consul, vice-consul, pro-consul, consular agent, acting con- 
sul-general, acting consul, acting vice-consul, acting consular agent, 
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high commissioner, permanent delegate, adviser, acting high com- 
missioner, and acting permanent delegate; 


“exclusive economic zone”’, 


(a) in relation to Canada, means the exclusive economic zone of 
Canada as determined under the Oceans Act and includes the 
seabed and subsoil below that zone, and 


(b) in relation to any other state, means the exclusive economic 
zone of the other state as determined in accordance with interna- 
tional law and the domestic laws of that other state; 


Related Provisions: ITA 37(1.3) — SR&ED performed in exclusive economic zone 
deemed done in Canada. 


History: “Exclusive economic zone” added to subsec. 35(1) by 1996, c. 31, s. 88, 
proclaimed in foree January 31, 1997 (SI/97-21). 


“Federal Court’? — [Repealed] 

History: The definition “Federal Court” in subsec. 35(1) repealed by 2002, c. 8, sub- 
sec. 151(1), proclaimed in force July 2, 2003 (P.C. 2003-721). The definition formerly 
read: 


“Federal Court” means the Federal Court of Canada; 


“Federal Court-Appeal Division” or “Federal Court of Ap- 
peal’? — [Repealed] 

History: The definition “Federal Court-Appeal Division” or “Federal Court of Ap- 
peal” in subsec. 35(1) repealed by 2002, c. 8, subsec. 151(1), proclaimed in force July 
2, 2003 (P.C. 2003-721). “Federal Court of Appeal” is now defined in the Federal 
Courts Act. The definition formerly read: 


“Federal Court—Appeal Division” or “Federal Court of Appeal” means that divi- 
sion of the Federal Court of Canada called the Federal Court—Appeal Division or 
referred to as the Federal Court of Appeal by the Federal Court Act; 


“Federal Court-Trial Division” — [Repealed] 

History: The definition “Federal Court-Trial Division” in subsec. 35(1) repealed by 
2002, c. 8, subsec. 151(1), proclaimed in force July 2, 2003 (P.C. 2003-721). “Federal 
Court” is now defined in the Federal Courts Act. The definition formerly. read: 


“Federal Court—Trial Division” means that division of the Federal Court of Can- 
ada so named by the Federal Court Act; 


“Governor”, “Governor General’, or “Governor of Canada” 
means the Governor General of Canada or other chief executive of- 
ficer or administrator carrying on the Government of Canada on be- 
half and in the name of the Sovereign, by whatever title that officer 
is designated; 


“Governor General in Council” or “Governor in Council” 
means the Governor General of Canada acting by and with the ad- 
vice of, or by and with the advice and consent of, or in conjunction 
with the Queen’s Privy Council for Canada; 


“Great Seal’? means the Great Seal of Canada; 


“Her Majesty”, “His Majesty’, “the Queen”, “the King” or “the 
Crown” means the Sovereign of the United Kingdom, Canada and 
Her other Realms and Territories, and Head of the Commonwealth; 


“Her Majesty’s Realms and Territories” means all realms and 
territories under the sovereignty of Her Majesty; 


“herein” used in any section shall be understood to relate to the 
whole enactment, and not to that section only; 


“holiday” means any of the following days, namely, Sunday; New 
Year's Day; Good Friday; Easter Monday; Christmas Day; the 
birthday or the day fixed by proclamation for the celebration of the 
birthday of the reigning Sovereign!; Victoria Day; Canada Day; the 
first Monday in September, designated Labour Day; Remembrance 
Day; any day appointed by proclamation to be observed as a day of 
general prayer or mourning or day of public rejoicing or 
thanksgiving?; and any of the following additional days, namely: 
(a) in any province, any day appointed by proclamation of the 
lieutenant governor of the province to be observed. asa public 
holiday or as a day of general prayer or mourning or day of pub- 
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lic rejoicing or thanksgiving within the province, and any day 
that is a non-juridical day by virtue of an Act of the legislature 
of the province, and 


(b) in any city, town, municipality or other organized district, 
any day appointed to be observed as a civic holiday by resolu- 
tion of the council or other authority charged with the adminis- 
tration of the civic or municipal affairs of the city, town, munici- 
pality or district; 


“internal waters’’, 


(a) in relation to Canada, means the internal waters of Canada as 
determined under the Oceans Act and includes the airspace 
above and the bed and subsoil below those waters, and 


(b) in relation to any other state, means the waters on the land- 
ward side of the baselines of the territorial sea of the other state; 


History: “Internal waters” added to subsec. 35(1) by 1996, c. 31, s. 88, proclaimed in 
force January 31, 1997 (SI/97-21). 


“legislative assembly”, “legislative council” or “legislature” in- 
cludes the Lieutenant Governor in Council and the Legislative As- 
sembly of the Northwest Territories, as constituted before Septem- 
ber 1, 1905, the Legislature of Yukon, the Commissioner in Council 
of the Northwest Territories, and the Legislature for Nunavut; 
History: The definition “legislative assembly”, “legislative council”, or “legislature” 
amended by 2002, c. 7, subsec. 188(1), proclaimed in force April 1, 2003 (P.C. 2003- 
394). The definition formerly read: 
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“legislative assembly”, “legislative council” or “legislature” includes the Lieu- 
tenant Governor in Council and the Legislative Assembly of the Northwest Ter- 
ritories, as constituted before September 1, 1905, the Commissioner in Council 
of the Yukon Territory, the Commissioner in Council of the Northwest Territo- 
ries, and the Legislature for Nunavut; 


“lieutenant governor” means the lieutenant governor or other 
chief executive officer or administrator carrying on the government 
of the province indicated by the enactment, by whatever title that 
officer is designated, and in Yukon, the Northwest Territories and 
Nunavut means the Commissioner; 


History: The definition “lieutenant governor” amended by 2002, c. 7, subsec. 188(1), 
proclaimed in force April 1, 2003 (P.C. 2003-394). The definition formerly read: 


“lieutenant governor” means the lieutenant governor or other chief executive of- 
ficer or administrator carrying on the government of the province indicated by 
the enactment, by whatever title that officer is designated, and, in relation to the 
Yukon Territory, the Northwest Territories or Nunavut, means the Commis- 
sioner thereof; 


“lieutenant governor in council” means the lieutenant governor 
acting by and with the advice of, by and with the advice and con- 
sent of, or in conjunction with, the executive council of the prov- 
ince indicated by the enactment, and in Yukon, means the Commis- 
sioner of Yukon acting with the consent of the Executive Council of 
Yukon and, in the Northwest Territories and Nunavut, means the 
Commissioner; 

History: The definition “lieutenant governor in council” amended by 2002, c. 7, sub- 


sec. 188(1), proclaimed in force April 1, 2003 (P.C. 2003-394). The definition formerly 
read: 


“lieutenant governor in council” means the lieutenant governor acting by and 
with the advice of, or by and with the advice and consent of, or in conjunction 
with the executive council of the province indicated by the enactment and, in 
relation to the Yukon Territory, the Northwest Territories or Nunavut, means the 
Commissioner thereof; 


“local time’’, in relation to any place, means the time observed in 
that place for the regulation of business hours; 


“military” shall be construed as relating to all or any part of the 
Canadian Forces; 


“month” means a calendar month; 


“oath” includes a solemn affirmation or declaration when the con- 
text applies to any person by whom and to any case in which a 
solemn affirmation or declaration may be made instead of an oath, 


lThe Monday immediately preceding May 25 (SOR/57-55, Canada Gazette, Part II, February 27, 1957). 
>The second Monday in October (SOR/57-56, Canada Gazette, Part II, February 27, 1957). 
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and in the same cases the expression “sworn” includes the expres- 
sion “affirmed” or “declared”’; 


“Parliament” means the Parliament of Canada; 


“person” or any word or expression descriptive of a person, in- 
cludes a corporation; 


“proclamation” means a proclamation under the Great Seal; 


‘province” means a province of Canada, and includes Yukon, the 
Northwest Territories and Nunavut; 


History: The definition “province” amended by 2002, c. 7, subsec. 188(1), proclaimed 
in force April 1, 2003. (P.C. 2003-394). The definition formerly read: 


“province” means a province of Canada, and includes the Yukon Territory, the 
Northwest Territories and Nunavut; 


“radio” or “radiocommunication” means any transmission, emis- 
sion or reception of signs, signals, writing, images,-sounds or intel- 
ligence of any nature by means of electromagnetic waves of fre- 
quencies lower than 3000 GHz propagated in space without 
artificial guide; 


“regular force” means the component of the Canadian Forces that 
is referred to in the National Defence Act as the regular force; 


“reserve force’? means the component of the Canadian Forces that 
is referred to in the National Defence Act as the reserve force; 


“security” means sufficient security, and “sureties” means suffi- 
cient sureties, and when those words are used one person is suffi- 
cient therefor, unless otherwise expressly required; 


“standard time”, except as otherwise provided by any proclama- 
tion of the Governor in Council that may be issued for the purposes 
of this definition in relation to any province or territory or any part 
thereof, means 


(a) in relation to the Province of Newfoundland, Newfoundland 
standard time, being three hours and thirty minutes behind 
Greenwich time, 


(b) in relation to the Provinces of Nova Scotia, New Brunswick 
and Prince Edward Island, that part of the Province of Quebec 
lying east of the sixty-third meridian of west longitude, and that 
part of Nunavut lying east of the sixty-eighth meridian of west 
longitude, Atlantic standard time, being four hours behind 
Greenwich time, 


(c) in relation to that part of the Province of Quebec lying west 
of the sixty-third meridian of west longitude, that part of the 
Province of Ontario lying between the sixty-eighth and the nine- 
tieth meridians of west longitude, Southampton Island and the 
islands adjacent to Southampton Island, and that part of Nunavut 
lying between the sixty-eighth and the eighty-fifth meridians of 
west longitude, eastern standard time, being five hours. behind 
Greenwich time, 


(d) in relation to that part of the Province of Ontario lying west 
of the ninetieth meridian of west longitude, the Province’ of 
Manitoba, and that part of Nunavut, except Southampton Island 
and the islands adjacent to. Southampton Island, lying between 
the eighty-fifth and the one hundred and second meridians of 
west longitude, central standard time, being six hours behind 
Greenwich time, 


(e) in relation to the Provinces of Saskatchewan and Alberta, the 
Northwest Territories and that part of Nunavut lying west of the 
one hundred and second meridian of west longitude, mountain 
standard time, being seven hours behind Greenwich time, 


(f) in relation to the Province of British Columbia, Pacific stan- 
dard time, being eight hours behind Greenwich time, and 


(g). in relation to Yukon, Yukon standard time, being nine hours 
behind Greenwich time; 
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Proclamation re Nunavut: Para. (g) of the definition “standard time”, amended by 
2002, c. 7, subsec. 188(2), proclaimed in force April 1, 2003 (P.C. 2003-394). Para..(g) 
formerly read: 


(g) in relation to the Yukon Territory, Yukon standard time, being nine hours 
behind Greenwich time; 


Pursuant to a proclamation of the, Governor in Council. issued May 2, 2001, for the 
purpose of the definition of “standard time’ in subsec. 35(1), “standard time”, as ap- 
plied to Nunavut, means: 


(a) in relation to that part of Nunavut that is east of the 85th meridian of west 
longitude, and in Southampton Island and the islands adjacent to Southampton 
Island, Eastern Standard Time, being five hours behind Greenwich time; 


» (b) in relation to that part of Nunavut that is between the 85th meridian of west 
Jongitude and the 102nd meridian of west longitude, except Southampton Island 
and the islands adjacent to Southampton Island and all areas lying within the 
Kitikmeot Region, Central Standard Time, being six hours behind Greenwich 
time; 
and 
(c) in relation to that part of Nunavut that is west of the 102nd meridian of west 
longitude, and all areas lying within the Kitikmeot Region, Mountain Standard 
Time, being seven hours behind Greenwich time. 


See SOR/2001-182, May 23, 2001, Canada Gazette, Part II, June 6, 2001. 


“statutory declaration” means a solemn declaration made pursu- 
ant to section 41 of the Canada Evidence Act; 


“superior court” means 


(a) in the Province of Prince Edward Island or Newfoundland, 
the Supreme Court, 


(a.1) in the Province of Ontario, the Court of Appeal for Ontario 
and the Superior Court, of Justice, 


(b) in the Province of Quebec, the Court of Appeal and the Su- 
perior Court in and for the Province, 


(c) in the Province of New Brunswick, Manitoba, Saskatchewan 
or Alberta, the Court of Appeal for the Province and the Court 
of Queen’s Bench for the Province, 


(d) in the Provinces of Nova Scotia and British Columbia, the 
Court of Appeal and the Supreme Court of the Province, and 


(e) the Supreme Court of Yukon, the Supreme Court of the 
Northwest Territories and the Nunavut Court of Justice, 


and includes the Supreme Court of Canada, the Federal.Court of 
Appeal, the Federal Court and the Tax Court of Canada; 
History: The closing words of the definition “superior court? in subsec. 35(1) 


amended by 2002, c. 8, subsec. 151(2), proclaimed in force July 2,.2003 (P.C. 2003- 
721). The closing words formerly read: 


and includes the Supreme Court of Canada and the Federal Court of Canada; 


Para. (e) of the definition “superior court” amended by 2002, c. 7, subsec. 188(3), pro- 
claimed in force April 1, 2003 (P.C. 2003-394). Para. (e) formerly read: 


(e),in the Yukon Territory or the Northwest Territories, the Supreme Court of the 
territory, and in Nunavut, the Nunavut Court of Justice; 


*“‘telecommunications” means the emission, transmission or recep- 
tion of signs, signals, writing, images, sounds or intelligence of any 
nature by wire, cable, radio, optical or other electromagnetic sys- 
tem, or by any similar technical system; 


“territorial sea”, ' 
(a) in relation to Canada, means the territorial sea of Canada as 
determined under the Oceans Act and includes the airspace 
above and the seabed and subsoil below that sea, and 
(b) in relation to any other state, means the territorial sea of the 
other state as determined in accordance with international law 
and the domestic laws of that other state; 

History: “Territorial sea” added to subsec. 35(1) by 1996, c. 31, s. 88, proclaimed in 

force January 31, 1997 (SI/97-21). 

‘territory’? means Yukon, the Northwest Territories and Nunavut; 


History: The definition “territory” amended by 2002, c. 7, subsec. 188(1), proclaimed 
in force April 1, 2003 (P.C. 2003-394). The definition formerly read: 


“territory” means the Yukon Territory, the Northwest Territories and, after sec- 
tion 3 of the Nunavut Act comes into force, Nunavut. 
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“two justices” means two or more justices of the peace, assembled 
or acting together; 


“United Kingdom” means the United Kingdom of Great Britain 
and Northern Ireland; 


“United States” means the United States of America; 


“writing”, or any term of like import, includes words printed, type- 
written, painted, engraved, lithographed, photographed or repre- 
sented or reproduced by any mode of representing or reproducing 
words in visible form. 


(2) Governor in Council may amend schedule — The Gov- 
ernor in Council may, by order, amend the schedule by adding 
thereto the name of any country recognized by the order to be a 
member of the Commonwealth or deleting therefrom the name of 
any country recognized by the order to be no longer a member of 
the Commonwealth. 


36. Construction of “telegraph” — The expression “telegraph” 
and its derivatives, in an enactment or in an Act of the legislature of 
any province enacted before that province became part of Canada 
on any subject that is within the legislative powers of Parliament, 
are deemed not to include the word “telephone” or its derivatives. 


37. (1) Construction of “year” — The expression “year” means 
any period of twelve consecutive months, except that a reference 


(a) to a “calendar year” means a period of twelve consecutive 
months commencing on January 1; 


(b) to a “financial year” or “fiscal year” means, in relation to 
money provided by Parliament, or the Consolidated Revenue 
Fund, or the accounts, taxes or finances of Canada, the period 
beginning on April 1 in one calendar year and ending on March 
31 in the next calendar year; and 


(c) by number to a Dominical year means the period. of twelve 
consecutive months commencing on January 1 of that Dominical 
year. 


(2) Governor in Council may define year — Where in an en- 
actment relating to the affairs of Parliament or the Government of 
Canada there is a reference to a period of a year without anything in 
the context to indicate beyond doubt whether a financial or fiscal 
year, any period of twelve consecutive months or a period of twelve 
consecutive months commencing on January 1 is intended, the Gov- 
ernor in Council may prescribe which of those periods of twelve 
consecutive months shall constitute a year for the purposes of the 
enactment. 


38. Common names — The name commonly applied to any 
country, place, body, corporation, society, officer, functionary, per- 
son, party or thing means the country, place, body, corporation, so- 
ciety, officer, functionary, person, party or thing to which the name 
is commonly applied, although the name is not the formal or ex- 
tended designation thereof. 


39. (1) Affirmative and negative resolutions — In every Act 


(a) the expression “subject to affirmative resolution of Parlia- 
ment’, when used in relation to any regulation, means that the 
regulation shall be laid before Parliament within fifteen days af- 
ter it is made or, if Parliament is not then sitting, on any of the 
first fifteen days next thereafter that Parliament is sitting and 
shall not come into force unless and until it is affirmed by a res- 
olution of both Houses of Parliament introduced and passed in 
accordance with the rules of those Houses; 


(b) the expression “subject to affirmative resolution of the 
House of Commons”, when used in relation to any regulation, 
means that the regulation shall be laid before the House of Com- 
mons within fifteen days after it is made or, if the House is not 
then sitting, on any of the first fifteen days next thereafter that 
the House is sitting and shall not come into force unless and 
until it is affirmed by a resolution of the House of Commons 
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introduced and passed in accordance with the rules of that 
House; 


(c) the expression “subject to negative resolution of Parliament”, 
when used in relation to any regulation, means that the regula- 
tion shall be laid before Parliament within fifteen days after it is 
made or, if Parliament is not then sitting, on any of the first fif- 
teen days next thereafter that Parliament is sitting and may be 
annulled by a resolution of both Houses of Parliament intro- 
duced and passed in accordance with the rules of those Houses; 
and 


(d) the expression “subject to negative resolution of the House 
of Commons”, when used in relation to any regulation, means 
that the regulation shall be laid before the House of Commons 
within fifteen days after it is made or, if the House is not then 
sitting, on any of the first fifteen days next thereafter that Parlia- 
ment is sitting and may be annulled by a resolution of the House 
of Commons introduced and passed in accordance with the rules 
of that House. 


(2) Effect of negative resolution — Where a regulation is an- 
nulled by a resolution of Parliament or of the House of Commons, it 
is deemed to have been revoked on the day the resolution is passed 
and any law that was revoked or amended by the making of that 
regulation is deemed to be revived on the day the resolution is 
passed, but the validity of any action taken or not taken in compli- 
ance with a regulation so deemed to have been revoked shall not be’ 
affected by the resolution. 


References and Citations 


40. (1) Citation of enactment — In an enactment or document 


(a) an Act may be cited by reference to its chapter number in the 
Revised Statutes, by reference to its chapter number in the vol- 
ume of Acts for the year or regnal year in which it was enacted 
or by reference to its long title or short title, with or without 
reference to its chapter number; and 


(b) a regulation may be cited by reference to its long title or 
short title, by reference to the Act under which it was made or 
by reference to the number or designation under which it was 
registered by the Clerk of the Privy Council. 


(2) Citation includes amendment — A citation of or reference 
to an enactment is deemed to be a citation of or reference to the 
enactment as amended. 


41. (1) Reference to two or more parts, etc. — A reference in 
an enactment by number or letter to two or more parts, divisions, 
sections, subsections, paragraphs, subparagraphs, clauses, sub- 
clauses, schedules, appendices or forms shall be read as including 
the number or letter first mentioned and the number or letter last 
mentioned. 


(2) Reference in enactments to parts, etc. — A reference in 
an enactment to a part, division, section, schedule, appendix or form 
shall be read asa reference to a part, division, section, schedule, 
appendix or form of the enactment in which the reference, occurs. 


(3) Reference in enactment to subsections, etc. — A refer- 
ence in an enactment to a subsection, paragraph, subparagraph, 
clause or subclause shall be read as a reference to a subsection, par- 
agraph, subparagraph, clause or subclause of the section, subsec- 
tion, paragraph, subparagraph or clause, as the case may be, in 
which the reference occurs. 


(4) Reference to regulations — A reference in an enactment to 
regulations shall be read as a reference to regulations made under 
the enactment in which the reference occurs. 


(5) Reference to another enactment — A reference in an en- 
actment by number or letter to any section, subsection, paragraph, 
subparagraph, clause, subclause or other division or line of another 
enactment shall be read as a reference to the section, subsection, 
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paragraph, subparagraph, clause, subclause or other division or line 
of such other enactment as printed by authority of law. 


Repeal and Amendment 


42. (1) Power of repeal or amendment reserved — Every 
Act shall be so construed as to reserve to Parliament the power of 
repealing or amending it, and of revoking, restricting or modifying 
any power, privilege or advantage thereby vested in or granted to 
any person. 


(2) Amendment or repeal at same session — An Act may be 
amended or repealed by an Act passed in the same session of 
Parliament. 


(3) Amendment part of enactment — An amending enactment, 
as far as consistent with the tenor thereof, shall be construed as part 
of the enactment that it amends. 


43. Effect of repeal — Where an enactment is repealed in whole 
or in part, the repeal does not 


(a) revive any enactment or anything not in force or existing at 
the time when the repeal takes effect, 


(b) affect the previous operation of the enactment so repealed or 
anything duly done or suffered thereunder, 

(c) affect any right, privilege, obligation or liability acquired, ac- 
crued, accruing or incurred under the enactment so repealed, 
(d) affect any offence committed against or contravention of the 
provisions of the enactment so repealed, or any punishment, 
penalty or forfeiture incurred under the enactment so repealed, 
or 


(e) affect any investigation, legal proceeding or remedy in re- 
spect of any right, privilege, obligation or liability referred to in 
paragraph (c) or in respect of any punishment, penalty or forfei- 
ture referred to in paragraph (d), 


and an investigation, legal proceeding or remedy as described in 
paragraph (e) may be instituted, continued or enforced, and the pun- 
ishment, penalty or forfeiture may be imposed as if the enactment 
had not been so repealed. 


44. Repeal and substitution — Where an enactment, in this sec- 
tion called the “former enactment’, is repealed and another enact- 
ment, in this section called the “new enactment’, is substituted 
therefor, 


(a) every person acting under the former enactment shall con- 
tinue to act, as if appointed under the new enactment, until an- 
other is appointed in the stead of that person; 


(b) every bond and security given by a person appointed under 
the former enactment remains in force, and all books, papers, 
forms and things made or used under the former enactment shall 
continue to be used as before the repeal in so far as they are 
consistent with the new enactment; 


(c) every proceeding taken under the former enactment shall be 
taken up and continued under and in conformity with the new 
enactment in so far as it may be done consistently with the new 
enactment; 
(d) the procedure established by the new enactment shall be fol- 
lowed as far as it can be adapted thereto 
(i) in the recovery or enforcement of fines, penalties and for- 
feitures imposed under the former enactment, 
(ii) in the enforcement of rights, existing or accruing under 
the former enactment, and 
(iii) in a proceeding in relation to matters that have happened 
before the repeal; 
(e) when any punishment, penalty or forfeiture is reduced or 
mitigated by the new enactment, the punishment, penalty or for- 
feiture if imposed or adjudged after the repeal shall be reduced 
or mitigated accordingly; 


Schedule 


(f) except to the extent that the provisions of the new enactment 
are not in substance the same as those of the former enactment, 
the new enactment shall not be held to operate as new law, but 
shall be construed and have effect as a consolidation and as de- 
claratory of the law as contained in the former enactment; 


(g) all regulations made under the repealed enactment remain in 
force and are deemed to have been made under the new enact- 
ment, in so far as they are not inconsistent with the new enact- 
ment, until they are repealed or others made in their stead; and 


(h) any reference in an unrepealed enactment to the former en- 
actment shall, with respect to a subsequent transaction, matter or 
thing, be read and construed as a reference to the provisions,of 
the new enactment relating to the same subject-matter as the for- 
mer enactment, but where there are no provisions in the new en- 
actment relating to the same subject-matter, the former enact- 
ment shall be read as unrepealed in so far as is necessary to 
maintain or give effect to the unrepealed enactment. 


45. (1) Repeal does not imply enactment was in force — 
The repeal of an enactment in whole or in part shall not be deemed 
to be or to involve a declaration that the enactment was previously 
in force or was considered by Parliament or other body or person by 
whom the enactment was enacted to have been previously in force. 


(2) Amendment does not imply change in law — The 
amendment of an enactment shall not be deemed to be or to involve 
a declaration that the law under that enactment was or was consid- 
ered by Parliament or other body or person by whom the enactment 
was enacted to have been different from the law as it is under the 
enactment as amended. 


(3) Repeal does not declare previous law — The repeal or 
amendment of an enactment in whole or in part shall not be deemed 
to be or to involve any declaration as to the previous state of the 
law. 


(4) Judicial construction not adopted — A re-enactment, re- 
vision, consolidation or amendment of an enactment shall not be 
deemed to be or to involve an adoption of the construction that has 
by judicial decision or otherwise been placed on the language used 
in the enactment or on similar language. 


Demise of Crown 


46. (1) Effect of demise — Where there is a demise of the 
Crown, 


(a) the demise does not affect the holding of any office under the 
Crown in right of Canada; and 


(b) it is not necessary by reason of such demise that the holder 
of any such office again be appointed thereto or, having taken an 
oath of office or allegiance before the demise, again take that 
oath. 


(2) Continuation of proceedings — No writ, action or other 
process or proceeding, civil or criminal, in or issuing out of any 
court established by an Act is, by reason of a demise of the Crown, 
determined, abated, discontinued or affected, but every such writ, 
action, process or proceeding remains in full force and may be en- 
forced, carried on or otherwise proceeded with or completed as 
though there had been no such demise. 


SCHEDULE 
(section 35 “Commonwealth”) 
Antigua and Barbuda Australia 
The Bahamas Bangladesh 
Barbados Belize 
Botswana Brunei Darussalam 
Canada Cyprus 
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Dominica 
Gambia 
Grenada 
India 
Kenya 
Lesotho 
Malaysia 
Malta 
Nauru 
Nigeria 
Papua New Guinea 


Interpretation Act 


Fiji 

Ghana 
Guyana 
Jamaica 
Kiribati 
Malawi 
Maldives 
Mauritius 
New Zealand 
Pakistan 

St. Christopher and Nevis 


St. Lucia 


Seychelles 
Singapore 

South Africa 
Swaziland 
Tonga 

Tuvalu 

United Kingdom 
Western Samoa 
Zimbabwe 
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St. Vincent and the Grena- 
dines 


Sierra Leone 
Solomon Islands 

Sri Lanka 

Tanzania 

Trinidad and Tobago 
Uganda 

Vanuatu 

Zambia 


TOPICAL INDEX 


Note: References are to sections of the Income Tax Act. “Reg.” references are to the Income Tax Regulations. “Reg. Sch. II:Cl.” 
are references to the capital cost allowance Classes in Schedule II of the Income Tax Regulations, reproduced at the end of the 
Regulations. “ITAR” references are to the Income Tax Application Rules, reproduced after the text of the Income Tax Act. 


A 

ABIL, see Allowable business investment loss 
ACB, see Adjusted cost base 
ACB reduction 
° qadeky for small business investment capital gain rollover, 
ADDI, see Aggregate double-dip income 
ADR, see American Depositary Receipt 
AFB, see Authorized foreign bank 
AMT (Alternative Minimum Tax), see Minimum tax 
APA, see Advance Pricing Agreement 
se see Additional voluntary contribution (AVC) [to pension 
plan , ; 
Abatement of tax 
* corporations; 124(1) 
¢¢ manufacturing and processing credit, 125.1 
ee small business deduction; 125 
° individuals, re provincial schooling allowance, 120(2), Reg. 
Abeyance letter, 225.1(5) 
Aboriginal government 
¢ defined, re disclosure of taxpayer information, 241(10) 
Aboriginal peoples, see Indians 
Absconding taxpayer, 226 
Acceleration clause exercised by creditor, 20(1)(n) 
Access road 
* access rights to, 13(7.5)(c) 
¢ forest, Reg. Sch. II:Cl. 10(p) 
Accident claims, see also Accident insurance plan 
* motor vehicle, payments exempt, 81(1)(q), Reg. 6501 
Accident insurance plan 
e death coverage is not group life insurance, Reg. :2700(2) 
¢ employer’s contribution not a taxable benefit, 6(1)(a)(i).., 
* payment to employee under, taxable, 6(1)(, ITAR 19 
Accountant, see also Professional practice 
¢ penalty for misrepresentation by, 163.2 
Accounting 
¢ accrual method for profession, 34 
¢ branch 
ee insurer, by, 138(9) 
ee 1975 election deficiency, defined, 138(12)“1975 branch 

accounting election deficiency” 
cash method for farming or fishing business, 28(1)—(3) 
consolidation method prohibited, 61.3(1)(b)C@), 248(24) 
equity method prohibited, 61.3(1)(b)CQ), 248(24) 
functional currency reporting, 261 
records, not protected by solicitor-client privilege, 
232(1)“solicitor-client privilege” 
¢ rule changes for financial institutions 
*¢ transitional rules 
eee life insurers, 138(16)(25) 
eee non-life insurers, 12.5, 20.4 
eee other financial institutions, 142.51 ; 
* securities held by financial institutions, 142.2-142.6 
Accounts 
* contingent, limitation on deductibility, 18(1)(e) 


¢ factoring of, see Factoring of accounts 

¢ penalty for failure to keep, 238(1), 239(1)(b) 

¢ receivable, see Accounts receivable 

* separate, for tax deductions 

ee penalty for default, 238(1) 

* tax, transfers of payments among, 211.2 

* to be kept, 230(1) © 

Accounts receivable 

¢ bad, see Bad debt 

* ceasing to carry on business, on, 28(5) 

¢ doubtful, reserve for, 12(1)(d), 20(1)d) 

¢ factoring of, see Factoring of accounts 

e sale of, 22 

Accredited film or video production certificate, 125.5(1) 

Accredited production 

e defined, for film/video production services credit, 125.5(1), 
Reg. 9300 

Accrual method of reporting income 

¢ income not previously included, ITAR 17(5) 

¢ professional business from, 34 

Accrued interest, see Interest (monetary): accrued 

Accrued return (from specified debt obligation) 

e defined, Reg. 9102(1), (3) 

Accumulated income payment, see Registered education savings 

plan: Accumulated income payment 

Accumulated 1968 deficit 

¢ defined, 219(7) 

Accumulated overpayment amount 

¢ defined, for corporate interest offset, 161.1(1) 

Accumulated PSPA 

¢ defined, Reg. 8303(1)(a), 8303(2) 

Accumulated underpayment amount 

¢ defined, for corporate interest offset, 161.1(1) 

Accumulating fund 

* computation of, Reg. 307 

¢ defined, Reg. 307 

Accumulating income (of trust) 

¢ defined, 108 (1) 

¢ election re, see Preferred beneficiary: election 

Accumulation of property 

¢ -by registered charity, 149.1(8), (9) 

Acquired affiliate 

¢ defined, for FAPI blocking-deficit rules, Reg. 5905(7.1)(a) 

Acquired for consideration 

* meaning of, 108(7) 

Acquiror (re butterfly transactions) 

¢ defined, 55(1)“permitted exchange’’(b) 

Acquisition costs 

¢ of insurance policy, defined, Reg. 1408(1) 

Acquisition of control, see Control of corporation: change of 

Act, see also Legislation 

¢ defined, Interpretation Act s. 35(1) 

Acting services, see Actor 

Action, see also Offences 

¢ defined, 222(1) 

* none for withholding taxes, 227(1) 
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Action (cont’d) 

* recovery of tax by Crown, for, 222(2) 

Active Bioteck spinoff, Reg. 5600 

Active business, see also Small business deduction 

* corporation, see Active business corporation 

¢ defined, 95(1), 125(7)“active business” 125(7)“income of the 
corporation” 248(1), Reg. 5907(1) 

* income from 

*e defined, 95(1), 125(7)“income of the corporation for the 

year from an active business” 
e¢ foreign affiliates, 95(1), 95(2)(a) 
*e investment income from associated corporation, deemed to 
be, 129(6) 

* income incident or pertaining to, 129(4)“income’’(b)(ii) 

Active business corporation 

¢ defined, for small business investment capital gain rollover, 
44.1(1), (10) 

Active member 

¢ defined, Reg. 8306(4)(a), 8500(1) 

Active partner, see Partner 

Actively traded, see Widely held and actively traded 

Actor 

¢ deduction from employment income, 8(1)(q) 

¢ non-resident 

¢¢ deferred payment by actor’s corporation, 115(2.2) 

ee election to be taxed under Part I, 216.1 

e* income excluded from Part I unless election filed, 115(2.1) 

ee information return, Reg. 202(1.1) 

*¢ tax return not required unless election filed, 150(1)(a)@)(B) 

¢¢ withholding tax on acting services, 212(5.1)—(5.3) 

Actor payment, defined, 212(5.2) 

Actuarial liability (of insurer, re unpaid claim) 

¢ deduction for unpaid claim, based on, Reg. 1400(e), (e.1) 
[repealed] 

¢ defined, Reg. 1404(2) [repealed] 

oe report, for registered pension plan, 147.2(3), Reg. 

Actuarial surplus 

* no transfer from RPP on death, 147.3(7)(a) 

* no transfer to money-purchase RPP, RRSP or RRIF, 
147.3(4)(a) 

* no transfer to spouse on marriage breakdown, 147.3(5)(a) 

e transfer of, 147.3(4.1) 

Actuary 

¢ defined 

ee for employee life and health trusts, 144.1(1) 

ee for registered pension plans, 147.1(1) 

Additional tax 

¢ clawback of OAS, 180.2 

* income not earned in a province, 120(1) 


*¢ minimum tax and, 120(4)“tax otherwise payable under this 
Part” 


* non-Canadian corporations carrying on business in Canada, 
219 


ee imitations on, 219.2 

¢ surtax, see Surtax 

Additional voluntary contribution (AVC) [to pension plan] 
¢ defined, 248(1) 

* past service, undeducted 

ee refund, 60.2(1) 

Address 

¢ changing, deduction for costs, 62(3)(h) 

Adjusted allocable tax 

* amount prescribed, FAPI rules,, Reg. 5912(2), 5913(2) 
¢ refund, see Adjusted allocable tax refund 

Adjusted allocable tax refund 

* amount prescribed, FAPI rules, Reg. 5914(2) 


Adjusted business income 

* application in calculation of M&P credit, Reg. 5200, 5201 
¢ defined, Reg. 5202, 5203(1) 
Adjusted cost base, see also Property 

bond or debt obligation, 53(1)(g), (g.1), 53(2)(), (1.1), (q) 
computing 
¢ amounts to be added, 53(1) 
* amounts to be deducted, 53(2) 
¢ reduction for assistance received, 53(2)(k) 
¢ reduction on debt forgiveness, 53(2)(g.1), 80(9)—-(11) 
debts 

* owing by predecessor corporation, 87(6), (6.1), (7); ITAR 

Ses) 

defined, 54 

election to increase via capital gains exemption, 110.6(19) 
excessive election for capital gains exemption, 53(2)(v) 
expropriation asset, 53(1)(k), 53(2)(n) 

farmland, 53(1)(i) 

flow-through entity, after 2004, 53(1)(p) 

identical properties, 47(1)(c), (d); ITAR 26(8) 

indexed debt obligation, 53(1)(g.1), 53(2)(1.1) 

land, 53(1)(h), (i) 

negative, deemed gain, 40(3), (3.1) 

offshore investment fund property, 53(1)(m) 

option, of, 53(2)(g.1) 

¢ reduction flowed through to share, partnership interest or 

trust interest, 49(3.01) 

ee er a we share of predecessor, reduction on amalgamation, 
° oe interest, 40(3.1), 53(1)(e), 53(2)(c), (g.1); ITAR 


eee eo 6-.6. © £ 


* partnership property, right to receive, 53(2)(0) 

* property owned since before 1972, ITAR 26(3) 

: ft) pee (c), (d), (d.3), (£2), G), 53(2)(a), (b), (©), 

*¢ right to acquire by deceased’s estate under employee stock 

option agreement, 53(2)(t) 

* substituted property, 53(1)(f) 

* surveying costs, 53(1)(n) 

° oe interest, 53(1)(d.1), (d.2), (1), 53(2)(b.1), (g.1), (hb), @, G), 
q 

¢ valuation costs, 53(1)(n) 

Adjusted cost basis, defined, 148(9) 

Adjusted cumulative foreign resource expense 

e defined, 66.21(1) 

Adjusted distributions amount 

¢ defined, 104(6)(b)() 

Adjusted income 

¢ defined 

ee for Child Tax Benefit, 122.6 

ee for GST credit, 122.5(1) 

ee for old age security clawback, 180.2(1) 

ee for refundable medical expense credit, 122.51(1), 122.6 

Adjusted principal amount, defined, 80.1(7) 

* property disposed of at other than arm’s length, ITAR 26(5) 

* property owned on Dec. 31/71, ITAR 26(3), (4) 

Adjusted selling cost (re investment tax credits) 

¢ defined, 127(11.7) 

* effect on qualified expenditures, 127(11.6)(d)(ii) 

Adjusted service cost (re investment tax credits) 

¢ defined, 127(11.7) 

¢ effect on qualified expenditures, 127(11.6)(c)(i) 

Adjusted suspended gain 

* amount prescribed, FAPI rules, Reg. 5912(1) 

Adjusted suspended income or gain 

* amount prescribed, FAPI rules, Reg. 5913(1) 

Adjusted suspended loss or capital loss 

* amount prescribed, FAPI rules, Reg. 5914(1) 
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Adjusted taxable income 

¢ defined 

¢¢ for Alternative Minimum Tax; 127.52 

¢° for GRIP calculation, 89(1) 

Adjustment 

at-risk, see At-risk adjustment (for tax shéltér) 

capital setoff, see Transfer pricing capital setoff adjustment 
income setoff, see Transfer pricing income setoff adjustment 
inflation, for, see Indexing (for inflation) 

inventory, see Inventory: adjustment 

unpaid claims reserve, 20(4.2) 

Adjustment time, defined, 14(5) 

Administration fee 

* paid to non-resident, 212(1)(a) 

ee defined, 212(4) 

Administration of Act, 220-244 


Administrator, see also Legal representative 
¢ deemed to be legal representative, 248( 1)"legal representative” 
¢ defined 


e¢ for Sp ams sponsored retirement arrangements, Reg. 
8308.4(1) 


e estate, see Executor 
¢ obligations of, 159 


* registered pension plan, see Registered ie plan: 
administrator 


* return required by, 150(3) 

Adoption expenses 

* tax credit, 118.01 

Adoption period 

¢ defined, 118.01(1) 

Adult basic education 

¢ deduction for financial assistance, 110(1)(g) 

Advance Pricing Agreement 

¢ transfer pricing, 247 

Advantage 

e charitable donation or political contribution 

ee defined, 248(32) 

ee reduces eligible amount for donation or oR OAO credit, 
248(31) 

¢ registered disability savings plan 

ee defined, 205(1) 

ee tax on, 206.2 

¢ tax-free savings account (TFSA) 

ee defined, 207.01(1) 

ee tax on, 207.05 


Adventure in the nature of trade 

¢ constitutes business, 248(1) “business” 

¢¢ deemed carries on by corporation, 10(11) 

¢ inventory held in, no writedown until sale, 10(1.01), (9), (10) 
* superficial loss not deductible, 18(14)-(16) 

Advertisement directed at the Canadian market 

¢ defined, 19.01(1) 


Advertising 

* expenses, limitation on deductibility 

¢¢ » foreign broadcasting media, 19.1 

¢¢ foreign (other than U.S.) periodicals, 19 

¢ materials 

*¢ deemed to be inventory, 10(5) 

ee valuation of, 10(4) 

¢ show, ineligible for Canadian film/video credit, Reg. 
1106(1)“excluded production’’(b)(ix) 


¢ show, ineligible for film/video production services credit, Reg. 


9300(2)(i) 
* signs and posters, capital cost allowance, Reg. Sch, II:Cl. 11 


Advisor 
¢ defined, for reportable transaction rules, 237.3(1) 


Advisory committee, dues paid by employee, deduction, 
8(1)()(v1) 

Advisory Panel on International Taxation, 90 [Possible Future 
Amendment] 

Advocate (in Quebec), see Lawyer 

Aeronautics Act, compensation under, exemption, 81(1)(d) 
Aeroplane, see Aircraft 

Affiliate, see Affiliated. person; Foreign affiliate; Subsidiary 


Affiliate year 
¢ defined, for artificial foreign tax credit generator rules, 91(4.1) 


Affiliated person 

* acquisition of capital property by, 40(3.3), (3.4) 

* acquisition of depreciable property by, 13(21.2) 

* acquisition of eligible capital property by, 14(12) 

* acquisition of inventory by 

ee previously held as adventure in nature of trade, 18(14)-(16) 

ee previously held by financial institution, 18(13), (15) 

e defined, 251.1 

African Development Bank 

* bonds of, qualified investment for RRSP etc., 204“qualified 
investment’(c.1) (formerly Reg. 4900(1)(1)(vi)) 

Age 

oF 

ee under 

eee child care expenses, 63(3)“annual child care expense 

amount’’(b)(i) 

eee Child Tax Benefit enhanced, 122:61(1)A(c)D 

« 16 

*¢ under 

eee child care expenses, 63(3)“eligible child’’(c) 

eee education credit for vocational training disallowed,, 

118.6(2)B 

eee tuition credit disallowed, 118.5(1)(a)(@i.2)(A) 

¢ 17 

ee under, kiddie tax (split income), 120.4(1)“specified 

individual” 

« 18 

ee over 

eee RRSP overcontribution of $2,000 allowed, 204.2(1.1)(b)C 

°° under, see Child; Minor 

« 19 

ee over, GST credit,. 122. 5(1)“eligible individual”’(c) 

°° ..under 

eee oe endant for pension purposes, Re 

Otbrdependane’ta) ™ R 

eee Neneh child, 70(10)“child’(c), 252(1)(b) 

eee parent or caregiver to be notified of RESP, 146.1(2)(1) 

opt 

°° over 


eee accumulated income payments from RESP, 
146.1(2)(d.1)(v)(A) [to be repealed], 146. 1(2)(d. 1)(@ii)(A) 

¢¢ under 

eee contributions to RESP, 146.1(2)()Gi)(A), Gii)(A) 

eee dependent child, ITAR 20(1.11)(c), 26(20)(c) 

*¢* income from personal injury award exempt, 81(1)(g.1), 
(g.2), 81(5) 

eee transfer of RESP beneficiary, 204.9(4)(b), 204.9(5)(c)(ii) 

eee trust for, whether amounts payable, 104(18)(b) 

ef 

ee effect on registered disability savings plan, 146.4(2)(n)(iii) 

e 40 i ; 

ee under, trust for, whether amounts payable, 104(18)(d) 

Citar! | 

ee additional lifetime retirement benefits, Reg. 8505(3) 

ee early retirement pension benefits, Reg. 8503(3)(c)(i)(A) 

aS) 

*¢ effect on registered disability savings plan, 146.4(2)(n)(ii), 

(ii), (8)(d) 
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Age (cont'd) 
* 60 


*¢ early retirement pension benefits, Reg. 8503(3)(c)(ii)(A) 
*¢ pension bridging benefits, Reg. 8503(2)(b)(ii)B(A) 
ee registered disability savings plan, contributions stop, 
146.4(4)(g)G@) 
65 
* over 
ee in-home care of, caregiver credit, 118(1)B(c.1)(iii)(A) 
** normalized pension, lifetime retirement benefits, Reg. 
8302(3)(b), (n), 8303(5)(b), 8503(2)(e)(vi)B, 
8503(3)(d)(i)B, 8504(10)(b), 8517(5)(b) 
eee pene bridging benefits, Reg. 8503(2)(b)(i), (4i)A(A), 
506(1)(b) 
pension credit, 118(3) 
NC iepaee of member of pension plan, Reg. 
8503(9)(b)(iv) 
restricted-funding member of pension plan, Reg. 
8515(7)(e)G) 
ee sale of LSVCC shares, 211.8(1)(a)B(i)(A) 
¢¢ specified retirement arrangement, Reg. 8308:3(1)(c) 
ee trust for self, 248(1)“alter ego trust” 


trust for self and spouse, 248(1)“joint spouse trust” 
under 
* pension plan, retirement benefits, Reg. 8504(5) 
69 [before 2007] 
* conversion of pension rights to annuity contract, 147.4(4), 
Reg. 8502(e)(i) 
*¢ conversion of RRSP to RRIF or annuity, 146(2)(b.4), 
146(13.2), (13.3) 
e¢ maturation of deferred profit sharing plan, 147(2)(k), 
147(10.6) 
* pre-retirement surviving spouse benefits, Reg. 8506(1)(e)(iii) 
¢ pre-retirement survivor benefits, Reg. 8503(2)(f)(iii)(B) 


eo © @ @ 
~ 
_ 


* conversion of pension rights to annuity contract, 147.4(4), 
Reg. 3502(e)(i) 

*¢ conversion of RRSP to RRIF or annuity, 146(2)(b.4), 

146(13.2), (13.3) 

ee maturation of deferred profit sharing plan, 147(2)(k), 
147(10.6) 

* pre-retirement surviving spouse benefits, Reg. 8506(e)(iii) 

* pre-retirement survivor benefits, Reg. 8503(2)(f)(iii)(B) 

fh} 

* exemption test life insurance policy, Reg. 307(a) 

¢ payments after, annuity contract issued before 1978, 20(2.2) 

80 

e effect on registered disability savings plan, 146.4(2)()B 

85 

¢ exempt life insurance policy, Reg. 306(3)(d)(ii)(B) 

90 

* annuity to, 146(1)“qualified investment’(c.2)(v)(B), 
146.3(1)‘“qualified investment’’(b.2)(v)(B) 

e 91 

ee ran prescribed annuity contract, Reg. 304(4)(c)(iv)(C), 

304(2)(b) 


e e e e e e e e e e eS 


« 94 

°° RRIF payout levels out at 20%, 146.3(1)“minimum amount” 
¢ under 18, see Minor 

Agent 

* administering property, return by, 150(3) 

e insurance, reserves for, 32(1) 

¢ liability for non-resident tax, 215(2) 

* paid by commission, deductions allowed, 8(1)(f) 

*¢ certificate of employer, 8(10) 

* receiving income on behalf of non-resident, 215(1), (3) 
* trustee acting as, 104(1), see also Bare trust 

** ceasing to act, 248(1)“disposition’’(b)(v) 

Aggregate double-dip income 

¢ defined, for double-dip interest rules, 18.2(1) 


Aggregate investment income 

¢ defined, 129(4), 248(1) 

¢ refund to private corporation of 26 7/3%, 129(3)(a)(i)(A) 

Agreement 

* among associated/related corporations 

*¢ to allocate base level deduction re soft costs on land, 
18(2.3) 

¢* to allocate capital deduction among financial institutions, 
190.15(2) 


** to allocate dividend allowance for Part VI.1 tax, 191.1(3) 

¢¢ to allocate ITC expenditure limit, 127(20) 

*¢ to allocate reduction in ITC due to government assistance, 

127(20) 

ee to allocate small business deduction, 125(3) 

** to transfer SR&ED qualified expenditure pool, 127(13)-(17) 

¢ collection agreement with provinces, 228 

* competent authority, deemed valid, 115.1 

¢ for payment of unreasonably low rent 

¢¢ effect on proceeds of disposition of property, 69(1.2) 

¢ for payment without withholding tax, void, 227(12) 

* not to compete, see Restrictive covenant 

* to issue shares to employee, 7 

* to transfer forgiven amount of debt to related person, 80.04 

Agreement for sale 

¢ included in proceeds of disposition, 20(5), (5.1) 

Agricultural business 

e defined, 135.1(1) 

Agricultural cooperative corporation 

e defined, 135.1(1) 

¢ tax-deferred patronage dividends, 135.1 

Agricultural equipment technician 

° apprenticeship job creation credit, tyes investment tax 
credit” 

Agricultural land, see Farm land 

Agricultural organization 

* exemption, 149(1)(e), 149(2) 

¢ information return, whether required, 149 

Air Canada 

¢ pension underfunding trust, Reg. 6802(h), 8502(b)(v.1) 

¢ subject to tax, 27(2), Reg. 7100 

Air conditioner 

¢ medical expense credit for, Reg. 5700(c.3) 

Air purifier 

¢ medical expense credit for, Reg. 5700(c.1) 

Air navigation equipment 

¢ lease of, non-resident withholding tax exemption, 
212(1)(d)(xi)(D) 

Air traffic control operations, see Nav Canada 

Air traffic controller 

* pension accrual to retire early, see Public safety occupation 

Aircraft 

¢ available-for-use rule, 13(27)(h) 

¢ broadcasting from, 19.1(4)“foreign broadcasting undertaking” 

ener allowance, Reg. Sch. II:Cl. 9(g)-(), Sch. If:Cl. 
a)-(c 

* capital tax exemption, Canada-U.S. Tax bop XXII:3 

* component manufacturer 

*¢ exception to thin capitalization rules, 18(8) [repealed] 


employment, used in 
* costs, 8(1)G), 8(9) 
See Bis by U.S. resident on, Canada-U.S. Tax farrray ‘Art. 


¢ food consumed or entertainment enjoyed on, 67.1(4)(a) 
¢ fuel tax rebate, see Fuel tax rebate 

¢ GST input tax credit in respect of, 248(17) 

¢ hangar, capital cost allowance, Reg. Sch. II:Cl. 6(h) 

¢ international traffic, used in 
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Aircraft (cont'd) 
** income of non-resident exempt, 81(1)(c) 


* lease even non-resident withholding tax exemption, 
212(1)(d)(xi) 


* manufacturer or developer of 
ee exception to thin capitalization rules, 18(8) [repealed] 
* non-resident’s income from, exempt, 81(1)(c) 


* pilot, pension accrual to retire early, see Public safety 
occupation 


* QST input tax refund in respect of, 248(17) 


* runway, capital cost allowance, Reg. Sch. II:Cl. 1(g), Sch. 
IPCI Ty (c) f ig 


°° for mine, Reg. Sch. II:Cl. 10(1)(i) 

* used in international traffic, see International traffic 
Airline corporations | 

¢ aviation fuel tax rebate, see Fuel tax rebate 

* taxable income earned in a province, Reg..407 


Airport, for mine, capital cost allowance, Reg. Sch. II:Cl. 

10()@) 

Alarm 

¢ for infant prone to sudden infant death syndrome, medical 
expense, Reg. 5700(r) 

Alberta, see also Province 

¢ labour-sponsored venture capital corporation of 

ee prescribed, Reg. 6700(a)(v) 

¢ ‘northern, see Northern Canada 

* prescribed stock savings plan, Reg. 6705(a) 

* tax rates, see introductory pages 

* unlimited liability company, see Nova Scotia: unlimited 
liability company 

Alberta Royalty Tax Credit 

* transitional relief, 12(1)(x.2) (application phase-in) 

Alberta Stock Exchange . 

* prescribed stock exchange, Reg: 3200(a) [repealed] 

Alcatel case overruled, 143.3 

Alex Parallel Computers case overruled, .220(2.2) 

Algoa Trust case overruled, 160(1) closing words,’ 160(1.1) 

closing words 

Alimony, see Support payments (spousal or child) 

All or substantially all 

¢ ‘not defined (CRA treats it as meaning “90% or more’’) 

Allied war veterans 

¢ death or disability pension exempt, 81(1)(e) 

Allocable amount (for preferred beneficiary election) 

¢ defined, 104(15) 

¢ election to include in beneficiary’s income, 104(14) 

Allocated gain 

¢ defined, 104(21.4) 

Allocation, see also Apportionment 

¢ allocation in proportion to patronage, see Patronage 

* borrowing, in proportion to, see also Borrowing 

¢ by Minister, where associated corporations do not file 

agreement 

¢ base level deduction, for soft costs on land, 18(2.4) 

e dividend allowance, for Part VI.1 tax, 191.1(5) 

* expenditure limit, for investment tax credit, 127(10.4) 

coal. mine depletion allowance, 65(3) 

consideration, where combined transfer of property, 13(33), 68 

foreign tax credit, by trust to beneficiary, 104(22)—(22.4) 

income of trust, to beneficiaries 

* capital gains, 104(21)-(21.7) 

¢ dividends, 104(19), (20) 

¢ preferred beneficiary election, 104(13) 

liability for debt obligation, 80(2)(o) 

partnership income among partners, 103 

patronage, in proportion to, see Patronage 

proceeds 
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e¢ between land and building, 13(21.1), 70(5)(d) 

ee between property and services, 68 

Allowable business investment loss, see also Business 

investment loss 

¢ capital gains exemption, interaction with, 39(9), 
110.6(1)“annual gains limit’B(b), 110.6(1)“cumulative gains 
limit’’(b) 

¢ carryforward, 111(1)(a), 111(8)“non-capital loss” 

ee reduction on debt forgiveness, 80(4)(a) 

e deduction, 3(d) 

e defined, 38(c) 

¢ partnership, of, 96(1.7) 

Allowable capital loss, see Capital loss 


Allowable disposition 

¢ defined, for agricultural cooperatives, 135.1(1) 
Allowable refund 

e defined, for tax on RDSPs, 205(1) 

¢ defined, for tax on TFSAs, 207.01(1) 

Allowable refund (of non-resident-owned. investment 
corporation) 
¢ application of, to corporation’s tax liability, 133(7) 

¢ defined, 133(8) 

¢ interest on, 133(7.01), (7.02) 

* payment of, to corporation, 133(6) 

Allowable refundable tax on hand (non-resident-owned 
investment corporation) 

¢ defined, 133(9) 

Allowance 

* capital cost, see Capital cost allowance 

¢ clergyman’s, not taxable, 6(1)(b)(vi) 

e defined 


* capital cost, 20(1)(a), Reg. 1100, see also Capital cost 
allowance 


¢ for alimony, maintenance, child support, 56(12) 
¢ for employee benefits, reasonable, 6(1)(b)(x), (xi) 
¢ retiring, 248(1), see also Retiring allowance 
depletion, see Depletion allowances 
depreciable property, see Capital cost allowance 
disabled employee: transportation and attendant, 6(16) 
employee, 6(1)(b) 
e child’s schooling, 6(1)(b)(Gx) 
exempt, 81(1)(d) 
family, see Child Tax Benefit 
inventory, repealed [was 20(1)(gg)] 
investment in property in Canada, 219(1)(), Reg. 808 
Member of Legislative Assembly, 81(2) 
members of Canadian Forces, 6(1)(b)(1i) 
mines, Reg. Part XII 
motor vehicle, employee’s, 6(1)(b)(vii.1) 
* where deemed not reasonable, 6(1)(b)(x), (xi) 
municipal officer’s, 81(3) 
not income, 6(1)(b)(i)—(ix) 
oil or gas wells, Reg. Part XII 
parking, for disabled employee, not income, 6(16) 
received, as income, 6(1)(b) 
representation, not income, 6(1)(b)(iii), (iv) 
resource, 20(1)(v.1) 
resource and processing, Reg. Part XII 
retiring, see Retiring allowance 
support payments, defined with respect to, 56(12) 
transportation 
e_disabled employee, 6(16) 
¢ remote work site, 6(6)(b) 
travelling, not income, 6(1)(b)(i), (ii), (v)—(vii) 
volunteer firefighters and emergency workers 
* not income, 81(4) 
Alter ego trust 
¢ deduction from income, 104(6)(b)(ii.1), (iii) 
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Alter ego trust (cont'd) 


defined, 104(4)(a)(iv)(A), 248(1) 

distribution of property to person other than taxpayer, 
107(4)(a)(ii) 

preferred beneficiary election by, 104(15)(a) 

transfer by, to another trust, 104(5.8) 

transfer to, rollover, 73(1.01)(c)(ii) 


Alterations to driveway 
¢ medical expense credit, 118.2(2)(1.6) 


Altered auditory feedback device 

¢ medical expense credit, Reg. 5700(z.1) 
Alternative basis for assessment 

¢ Minister allowed to raise, 152(9) 
Alternative Minimum Tax, see Minimum tax 


Amalgamation, 87, 


e e e e e e e 2 o e e e e e e e e e e e e e ® e e e e e e e e e e e e e e e e e ° 


see also Merger 

accrual rules, 87(2)(j.4) 

affiliated corporations, 251.1(2) 

agricultural cooperative corporation, 87(2)(s) 

balance-due day, 87(2)(00.1) 

balance of tax for year, when due, 87(2)(00), 157(1)(b)(i) 

Canadian film or video tax credit, 87(2)(j.94) 

Canadian resource property, 66.7(10)(j), 66.7(10.1) 

capital dividend account, 87(2)(z.1) 

capital dividends, 87(2)(x)(ii) 

capital property, 53(6), 87(2)(e) 

carryback of losses, 87(2.11) 

charitable gifts, 87(2)(v) 

computation of income, 87(2)(c) 

continuation of predecessors, 87(2)(g.1), (j.6)—G.95), (qq) 
butterfly reorganizations, 55(3.2)(b) 

contributed surplus, 87(2)(y) 

corporation beneficiary under life insurance policy, 89(2) 

corporations deemed related, 251(3.1), (3.2) 

credit unions in Quebec, 87(2.3) 

cross-border, 128.2 

cumulative eligible capital, 87(2)(f) 

cumulative offset account, computation, 87(2)(pp) 

debt obligation acquired, 87(2)(e.2) 

debts 
between two predecessor corporations, 80.01(3) 
owing by predecessor corporation, 87(6), (7); ITAR 26(23) 
owing to predecessor corporation, 87(2)(h) 

deemed proceeds of disposition, 69(13) 

defined, 87(1) 
pre-1972, ITAR 34(7) 

depreciable property, 87(2)(d), (d.1) 

eligible capital amount, 87(2)(f) 

eligible capital expenditure, 87(2)(f) 

eligible capital property, 87(2)(f) 

employee benefit plans, 87(2)(j.3) 

employee stock options, 7(1.4), (1.5) 

employees profit sharing plan election, 87(2)(r) 

employment tax credit, 87(2)(qq) 

exchanged shares, 87(4.1), (4.2) 

exchange of franchise, concession or licence, 87(2)(1.4) 

farming or fishing insurer, 87(1), 89(1)“taxable Canadian 

corporation’’(b) 

farm losses, 87(2.1) 

film/video production services credit, 87(2)(j.94) 

flow-through entity, 87(2)(bb.1) 

flow-through shares, 87(4.4) 
renunciation of CDE as CEE, calculation of taxable capital 
limit, 66(12.6013) 

following debt forgiveness, deemed capital gain, 80.03(3)(a)(ii) 

foreign, see Foreign merger 

foreign affiliate, shares of, 87(2)(u), Reg. 5905(5.1) 

foreign affiliates, 87(8), (8.1), Reg. 5905(3) 

foreign corporation with Canadian resident corporation, 128.2 
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foreign investment entity, interest in, 87(2)(j.95) 
foreign resource property, 66.7(10)(j), 66.7(10.1) 
foreign tax carryover, 87(2)(z) 
functional currency rules, 261(17)-(19) 
general rate income pool determination, 87(2)(vv), 89(5) 
insurance corporation, 87(2.2) 
* causing demutualization, 139.1(3)(g) 
inventory, 87(2)(b) 
¢ adjustment, 87(2)(j.1) 
investment tax credit, 87(2)(00), (00.1), (qq) 
labour-sponsored venture capital corporation, 204.85(3) 
permission of Minister needed, 204.85(1) 
lease, cancellation of, 87(2)(j.5) 
leasing properties, 16.1(4) 
liability for Part VI.1 tax transferred, 87(2)(ss) 
life insurance capital dividends, 87(2)(x)(ii) 
limited partnership losses, 87(2.1) 
losses 
carryback, 87(2.11) 
carryforward, 87(2.1) 
low rate income pool determination, 87(2)(ww), 89(9) 
mark-to-market property, 87(2)(e.4) 
mutual fund corporations, 87(2)(bb) 
net capital losses, 87(2.1) 
new corporation 
° pene continuation of predecessors, 87(1.2), (2)G.6)-G.9), 


accrual rules, 87(2)(j.4) 
bank reserves, 87(2)(g.1) 
cancellation of lease, 87(2)(j.5) 
charitable gifts, 87(2)(v) 
deduction for Part I.3 tax, 87(2)(j.9) 
deduction of Part VI tax, 87(2)(j.9) 
employee benefit plans, 87(2)(j.3) 
inclusion of deferred amounts for livestock, 87(2)(tt) 
insurance corporations, 87(2.2) 
Part III, 87(2)(z.2) ' 
Part III.1, 87(2)(z.2) 
partnership interest, 87(2)(e.1) 
prepaid expenses, 87(2)(j.2) 
registered plans, 87(2)(q) 
whether Canadian corporation, 89(1)“Canadian corporation” 
53) corporation deemed related to predecessors, 251(3.1), 
non-arm’s length transactions, 251(3.1) 
non-capital losses, 87(2.1) 
non-qualifying security, gift of, 87(2)(m.1) 
non-resident-owned investment corporation, 87(2)(cc) 
non-resident trust, interest in, 87(2)(j.95) 
not acquisition of control, 88(4) 
obligations, see debts (above) 
options 
* expired, 87(2)(0) 
¢ received on, ITAR 26(22) 
* to acquire shares of predecessor corporation, 87(5), (5.1) 
paid-up capital, computation of, 87(3), (3.1) 
partnership interest acquired, 87(2)(e.1) 
patronage dividends, 87(2)(g.5) 


pension fund real estate corporations, 149(1)(0.2) closing 
words 


pre-1972 capital surplus on hand, 87(2)(t) 

predecessor corporation 

* continued, 87(2)Gj)—() 

¢ defined, 87(1) 

preferred shares, 87(4.1), (4.2) 

prepaid expenses, 87(2)(G.2) 

proceeds of disposition not due until later year, 87(2)(m) | 
property lost, destroyed or taken, 87(2)(1.3) 

public corporation, 87(2)(ii), 87(2)g)—() 


e e e e e e e e e e e e e e e 
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Amalgamation (cont’d) 


e e e e e e e e e e e e e e e e e e e e e @ e e e e e e e e e e e e e e e e e 


qualifying environmental trust, interest in, 87(2)(j.93) 
Quebec credit unions, 87(2.3) 
refundable dividend tax on hand, 87(2)(aa) 
refundable investment tax credit, 87(2)(00.1) 
refundable Part VII tax on hand, 87(2)(nn) 
reserves, Carryover to new corporation, 87(2)(g) 
residence of predecessor corporations, deemed, 128. 2 
resource and processing allowances, Reg. 1214 
resource expenses, 66.7(6) 
resource property disposition, consideration for, 87(2)(p) 
restricted farm loss, 87(2.1) 
rights, exchange of, 87(4.3) 
rules applicable, 87(2) 
scientific research expenditures, 87(2)()-(I. 2) 
security acquired, 87(2)(e.2) 
settlement of debts between predecessors, 80. 01(3) 
shares 

deemed. received, 87(1.1) 

exchange of, 87(4.1), (4.2) 

issued by parent, 87(9) 

predecessor corporations, of, 87(4) 

received on, ITAR 26(21), 65(5) 
short-form, 87(1.1), (2:11) 
special reserve, 87(2)(i), (j) 
specified debt obligation, 87(2)(e.3) 
specified property, effect on adjusted cost base, 53(6) 
squeeze-out, new share deemed listed, 87(10) 
subsidiary wholly-owned corporation, 87(1.4) 
tax deferred cooperative shares, 87(2)(s) 
tax-deferred preferred shares previously. issued, 83(7) 
taxable dividends, 87(2)(x) 
taxable preferred shares, tax, on,.87(2)(r) 
taxation year, 87(2)(a). 
transitional provisions, ITAR.34 
triangular, 87(9) 
UI premium tax credit, 87(2)(mm) 
vertical 

carryback of losses, 87(2.11) 

deemed cost of capital properties, 87(11)(b) 
e deemed proceeds from subsidiary’s shares, 87(11)(a) 
warranty outlays, 87(2)(n) 


Amateur athlete 


defined, 143,1(1) 


Amateur athlete trust, see also Athlete 


ee come defined, 143.1(1)(e)-[to be repealed]; 143:1(1:2)(e) 


[proposed 

death of eaeaas 143.1(4) 

defined, 143-.1(1) [to be Fairs 143.1(1.2) Farcposnal, 
248(1) 

distributions. by 

¢ deemed 

*e 8 years after last international competition, 143. 13). 
¢e on death, 143.1(4) 

¢ included in income, 12(1)(z), 143.1(2) 

* non-resident beneficiary, to 

°° tax on trust, 210.2(1-1) 

ee withholding tax, 212(1)(u),; 214(3)(k). 

emigration of beneficiary, no deemed disposition, 
128.1(10)“excluded right or interestXe) (iD 

excluded from various trust rules, 108(1)“‘trust’’(a) 

no tax payable by, 143.1(1)(g) [to be repealed], 143. 1(1. 2)(8) 
[proposed], 149( \(v v) 

rollover to new trust, 248(1)‘‘disposition’(f)(vi) 
termination of, 143.1(3) 

trustee, defined, 143.1(1)(f) [to be repealed], 143.101.2)() 
[proposed] 


Amateur athletic association 

¢ registered Canadian, see Registered Smee amateur athletic 
association 

Ambassador, see Diplomat 

Ambulance 

e excluded from “automobile”, 248(1)“automobile’’(b) 

¢ medical expense credit, 118. Lasasis 

* technician; volunteer 

e* exemption from Season income, 81(4) 

Amended Act 

e defined, ITAR 8 

Amendment 

¢ citation of, Interpretation Act s. 40(2) 

¢ regulations, Interpretation Act s. 31(4) 

¢ ‘when in force 

ee proclamation, Interpretation Act s. 18 

e¢ Royal Assent, Interpretation Act s. 6(3) 

¢ within power of Parliament, Interpretation Act s. 42 

Amendments to elections, 220(3.2) 

American Depositary Receipt 

¢ qualified investment for RRSP: etc., Reg. 4900(1)(w) 

American law, see United States 

Ammonite gemstone 

¢ treated as mineral, 248(1)“mineral’, “mineral resource’’(d)(ii) 

Amortization 

¢ depreciable property, see Capital cost allowance 

¢ expenditures, see Matchable expenditure 

Amortization date (for specified debt obligation), Reg. 9200(2) 

Amortized cost 

¢ defined, 248(1) 

ee re loan or lending asset, 248(1) 

ee re pre-1972 obligation, ITAR 26(12) 

¢ variation in, for certain insurers, 138(13) 

Amount 

¢ defined, 248(1) 

* list of, see Dollar amounts in legislation and regulations 

¢ negative, deemed nil, 257 

Amount of remuneration 

e defined, re payment to a fisherman, Reg. 105.1(1) 

Amounts receivable 

e deceased taxpayer, by, 70(2), (3) 

Amusement parks 

* capital cost allowance, Reg. Sch. I:Cl...37 

¢ defined, Reg. 1104(12) 

Ancillary tuition fees, credit, 118:5(3) 

Animal 

¢ breeding, defined, 80.3(1) 

* inventory valuation, 28(1.2), Reg. 1802 

¢ specified, defined, 28(1.2) 

* trained to assist disabled person, medical expense credit, 
118.2(2)) 

Animation production 

¢ allocation of points to determine whether Canadian production, 
Reg. 1106(5)tb), (c), Reg. 1106(7) 

¢ defined, Reg. 1106(6) 

Anniversary day 

* investment contract, of, defined, 12(11)“anniversary day” 

Annual child care expense amount 

¢ defined, 63(3) 

Annual dues 

* professional membership, deduction, 8(1)(i)(i) 

* trade union, etc., deductible, 8(1)(i)\Gv)—(vi) 

“Annual gains limit” defined, 110.6(1) 

Annual investment tax credit limit, defined, 127(9) 

Annual reporting of interest, see Interest (monetary): accrued 
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Annuitant 


defined 
for Home Buyers’ Plan, 146.01(1) 
for Lifelong Learning Plan, 146.02(1) 
for prescribed annuity contracts, Reg. 304(4) 
for RRIF, 146.3(1), Reg. 215(1) 
for RRSP, 146(1), Reg. 214(7) 


for registered labour-sponsored venture capital corporations, 
defined, 204.8(1) 


Annuity, Reg. Part III, see also Annuity contract 


e e e e e 


accrual to date of death, 70(1)(a) 

capital element deductible, 60(a), Reg. 300 
contract, see Annuity contract 

deferred, out of pension plan, 254 


defined, 248(1); Canada-U.S. Tax Treaty:Art. XVII:4; Income 
Tax Conventions Interpretation Act s. 5 


definitions, Reg. 310 
disposition of 
information return, Reg. 208 
taxable, 56(1)(d.2) 
disposition of interest in 
information return, Reg. 217 
enlargement of, 58(7) 
government, deductible portion of, 58(1)-(3) 
husband and wife, 58(5) 
life insurance proceeds, as, 148(6), (10) 
locked-in, held by RRIF, 146.3(1)“qualified investment’’(b.2) 
money borrowed to buy 
limitation on deductibility, 18(11)(d) 
payments 
capital element of, 60(a), Reg. 300 
information returns, Reg. 208 
life annuity contracts, Reg. 301 
non-residents, to, 212(1)(o) 
taxable, 56(1)(d) 
pension excluded from, 58(6) 
prescribed, see Prescribed annuity contract 
qualified, defined, Reg. 1408(1) 
RRSP premium refund transferred to, 60(1) 
receipt of, income, 56(1)(d), (d.2) 
valuation of, Reg. 4200 
withholding tax, 153(1)(f), 212(1)(0) 


Annuity contract, see also Life insurance policy 


e 


accrued interest on, taxable, 12.2 
cancellation or termination of, Reg. 303 
capital/income elements, 16(4) 
constitutes life insurance policy, 138(12)“life insurance policy’ 
deduction, 20(19) 
disposition of 
deduction, 20(20) 
emigration of beneficiary, no deemed disposition, 
128.1(10)“excluded right or interest’(f)(i) 
income-averaging, see Income-averaging annuity contract 
interest on money borrowed to buy i 
amount deductible, 20(1)(c)(iv) 
prescribed, Reg. 304 
RESP investment eligibility, 146.1(1)“qualified investment’’(c) 


RRIF investment eligibility, 146.3(1)‘qualified 
investment’’(b.1), (b.2) 

RRSP investment eligibility, 146(1)‘“qualified 
investment’(c)—(c.2) 

registered pension plan, 147.4 

unallocated income accrued before 1982, Reg. 305 


? 


Annulment 
* charity registration, see Registered charity: registration of: 


annulment of registration 


Antecedent corporation 
¢ defined, 95(1) 


Anti-avoidance rules 
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abuse of the Act, 245(4) 

acquisition of option rather than shares to avoid various rules, 

256(8) 

aessition of property to defer deemed disposition by trust, 

104(5.7)(c) 

arm’s length rule, 246(2) 

associated corporations, 256(2.1) 

at-risk amount of limited partner, 96(2.6), (2.7) 

attribution rules, see Attribution rules 

avoidance transaction, defined, 245(3) 

back-to-back loans, see Back-to-back loans 

blocking deficits, Reg. 5905(7.1)-(7.7) 

capital dividend, share acquired to receive, 83(2.1) 

capital gains exemption 
allocated through partnership or trust, 110,6(11) 
butterfly, on, 110.6(7)(a) 
conversion of dividends into exempt capital gains, 110.6(8) 
failure to declare exempt gain, 110.6(6) 
gain of corporation converted to gain of individual, 
110.6(7)(b) 

¢ sale of shares of corporation, 84.1(2)(a.1)(ii), 84.1(2.1)(b) 

capital gains stripping, 55(2), 110.6(7)(a) 

charitable donation flips, 248(35)-(41) 

charity’s disbursement quota, 149.1(4.1) 

corporations becoming related to transfer forgiven amount of 

debt, 80.04(8) 

corporations deemed associated, 256(2.1) 

cross-border purchase butterfly, 55(3.1) 

debt forgiveness reserve, 61.3(3), 160.4 

ier by Minister of tax consequences, 152(1.11), 

¢ binding effect, 152(1.3) 

disbursement quota of charity, 149.1(4.1) 

disposition not at arm’s length, 69(1) 

disposition of share of foreign affiliate, 93(2)-(2.3) 


divestment obligation percentage (private foundation), 
188.1(3.2)-(3.5) 

dividend refund, 129(1.2) 

dividend stripping, see Surplus stripping 

eligible dividends, 89(1)“excessive eligible dividend 
designation’’(c) 

emigration 
¢ deemed disposition by trust of assets transferred before 

emigration, 104(4)(a.3) 

¢ deemed disposition of assets, 128.1(4) 

exempt beneficiary, creation of interest in trust to defer 
deemed disposition, 104(5.5)(b) 

foreign accrual tax, 91(4.1)-(4.5) 

foreign affiliate rules, 95(3.7), (6), Reg. 5905(7.1)-(7.7) 
¢ artificial generation of FAT, 91(41) 
¢ artificial generation of UFT, Reg. 5907(1.03) 
foreign affiliate share-for-share exchange, 85.1(4)(a) 
foreign investment entities, see Tax avoidance motive 
foreign partnership, 96(9)(a) 

foreign resource property, 85(1.11)(a) 

foreign tax credit, 126(4.1)—(4.3) 


¢ FTC generators, 91(4.1)-(4.5), 126(4.11)-(4.13), Reg. 
5907(1.03)—(1.06) 


functional currency reporting, 261(18)-(21) 

general rule, 245(2), see also General anti-avoidance rule 
gross revenue increases for transfer pricing rules, 247(9) 
income-splitting tax, 120.4, see also Split income 


income-splitting through spousal RRSPs, 146(8.3), 
146.3(5.1)+(S. 


indirect loan to non-resident, 17(2) 
interest-free or low-interest loans, 56(4.1) 
investment tax credit 
qualified expenditures, 127(24) 
transfer of SR&ED pool, 127(16) 
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Anti-avoidance rules (cont'd) 
* kiddie tax, 120.4, see also Split income 
* loan not at arm’s length, 56(4.1)-(4.3) 
¢ loan to non-resident, 17 
¢¢ through partnership, 17(4) 
¢¢ through trust, 17(5) 
° a carryover rules, on change of ‘corporate control, 111(5.5) 
¢ losses imported by partn 
968) oF y partnership by acquiring Canadian partner, 
misuse of the Act, 245(4) 
mutual fund trust election for December 15 year-end, where 
beneficiaries change, 132.11(8) 
* newspaper or periodical, control by non-resident, 19(8) 
* non-resident trust transfer to another trust, 94(11)-(13) 
¢ offshore trusts, 94 


150-investor rule for non-resident trusts, 94(15)(a) 


artnership acquiring capital properties to avoid debt 
orgiveness rules, 80( 18) 


* partnership, by, 103 


* partnership capital contribution where, other partner withdraws 
unds, 40(3.1 13) 


° ene with non-resident partners importing losses, 96(8), 


° pay yment of capital dividend through trust to non-resident, 
12(1)(¢)G) 

* penalties, see Penalty 

* pension adjustment, artificial reduction of, Reg. 8503(14) 

* pension, ime service employer contributions in lieu of salary, 
eg. 8503(15) 

* pregnant losses, see Pregnant loss 

* private foundations, 149.2(2), 188.1(3.2)-(3.5) 

¢ purchase butterfly, 55(1), (3.1), (3.2) 

¢ refundable Part VII tax, 193(7) 

¢ refundable Part VIII tax, 195(7) 


SEO education savings plan, replacement of beneficiary, 


° registered pension plan phased retirement rules, Reg. 8503(22) 
* registered pension plan, replacement of money purchase 
benefits, Reg. 830: (2)(f) 

reportable transaction rules, 237.3 

residence of corporation, 250(5) 

retirement compensation arrangement 
¢ disposition for less than fair market value, 56(11) 
royalty reimbursements, 80.2 

SIFT rollovers, 248(1)“SIFT trust wind-up event’(e) 

sale of shares by non-resident, 212.1 

sale of shares for dividend stripping, 84.1 

securities lending arrangement, 260(1)“securities lending 
arrangement” closing words 

selling property and donating proceeds to charity, 248(39) 
share acquired to obtain dividend refund, 129(1.2) 

small business investment rollover; 44.1(12) 

specified member of partnership, 40(3.131), 127. 52(2. 1) 
stop-loss rules, see Stop-loss rules 

surplus stripping, see Surplus stripping 

TFSA, 207.01(1)‘advantage’’(b) 

testamentary trust, 108(1)“testamentary trust’"(d) 
¢ . branch interest tax, 218.2 

transfer of insurance business by non-resident insurer, 
138(11.7) 

transfer of property between trusts to delay deemed disposition 
rules, 104(4.8) 

transfer of property by tax debtor, 160 

transfer of property with pregnant loss, 13(21. 2), 40(3.3), (3.4) 
transfer pricing, 247 

treaty shopping, Canada-U.S. Tax Treaty:Art. XXIX-A 
trust distributing assets before death, 104(4)(a.2) 

trust, excessive capital interest, 104(7.1), (7.2) 

trust receiving assets before emigration, 104(4)(a.3) 

trust with accrued loss, acquisition of interest in, 107(6) 
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¢ trusts, allocation of income and capital to different 
beneficiaries, 104(7.1), (7.2) 


* underlying foreign tax, Reg. 5907(1.03) 

e unreasonable consideration, 247 

° muiap ids tax on dividends, Canada—U.K. Tax Treaty Art. 
10: 

° puhaoldine tax on interest, Canada—U.K. Tax Treaty Art. 
i ead 

e a tax on royalties, Canada—U.K. Tax Treaty Art. 
i Dues 

Anti-dumping duties or countervailing duties 

¢ deductible, 20(1)(vv) 


* included in UCC of depreciable property, 13(21)“undepreciated 
capital cost’D.1 


e refund of 


ee deducted from UCC of depreciable property, 
13(21)“undepreciated capital cost’K 


ee taxable, 12(1)(z.6) 

Antoine Guertin Ltée case overruled, 20(1)(e.2) 
Appeal 

¢ books and records, 230(6) 

* disposal of 

e ¢ ..Minister’s duty after, 164(4.1) 
ee reassessment, on consent, 169(3) 
ee Tax Court, by,.171 

¢ ecological property valuation, 169(1.1) 
¢ expense of making, deduction, 60(0) 

* extension of time for making, 167 

¢ Federal Court of Appeal, to, see Federal Court of Appeal 

¢ frivolous, 10% penalty, 179.1 

¢ general procedure, 175 

¢ grounds for, whether raised in Notice of Objection, 169(2.1) 
¢ in camera proceedings in Federal Court, ioe 

° onan procedure, 170 

° oD corporation by, only on grounds raised in objection, 


an te of, 152(1.2) 

limitation on grounds for filing, 169(2), (2. 1) 

Minister may change grounds for assessment, 152(9) 

notice of, Tax Court to Commissioner, 170(1) 

Part IV.1 tax, 187.6 

Part VI.1 tax, 191.4(2) 

Part XII.2 tax, 210.2(7) 

Part XII.3 tax, 211.5 

Part XII.4 tax, 211.6(5) 

repayment on, 164(1.1) 

restriction on collection action while underway, 225.1 

stay of, during action, 239(4) 

Tax Court decisions, from, 174(4.1) 

Tax Court of Canada, to, 169, 170, 174 

time not counted, 173(2), 174(5) 

transitional provisions, ITAR 62(4)-(6) 

where no reasonable grounds for, 179.1 

where right to appeal waived, 169(2.2) 

paneling tax on dividends, Canada—U:K. tax treaty: Art. 

¢ withholding tax on interest, Canada—U.K. tax treaty Art. 11:11 

¢ withholding tax on royalties, Canada—U.K. tax treaty Art. 12:8 

Appliance service technician 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Applicable fraction (for debt forgiveness rules) 

* application of to capital losses, 80(4) 

¢ defined, 80(2)(d) 

Application deadline 

¢ defined, Reg. 1106(1)“application for a certificate of 
completion’ 

Application for a certificate of completion 

¢ defined, for Canadian film/video credit, Reg. 1106(1) 
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Apportionment, see also Allocation 

¢ bond interest to date of sale, 20(14) 

* income accrued to date of death, 70(1)(a) 

* proceeds of disposition, between property and services, 68 
* taxable and exempt income, between, 149(6) 

Apprentice 

* grant to, see Apprenticeship Incentive Grant 


* job creation, investment tax credit, 127(9)“apprenticeship 
expenditure”, 127(9)“investment tax credit”(a'4) 


mechanic 
¢ eligible, defined, 8(6)(a) 
¢ tools, deduction from employment income, 8(1)(r) 
«e GST rebate on, 6(8) 
eee income inclusion on sale of tools, 56(1)(k) 
e¢e rollover of tools to corporation, 85(5.1) 
e¢e rollover of tools to partnership, 97(5) 
* payments received by, Canada-U.S. Tax Treaty:Art. XX 
Apprenticeship expenditure 
¢ defined, 127(9) 
ee reduction for assistance received, 127(11.1)(c.4) 


¢ investment tax credit for, 127(5)(a)G), 127(9)“investment tax 
credit’’(a.4) 


¢¢ carryforward or carryback, 127(9)“investment tax credit’(c) 
Apprenticeship Incentive Grant 
* is earned income for child care expense, 63(3)“earned 
income’’(b) 
* repayment of, deductible, 60(p) 
* taxable, 56(1)(n.1) 
Appropriate minister 
¢ defined, 13(21) 
Appropriate percentage 
¢ defined, 248(1) 
Appropriation Act 
° interest paid under 
¢e¢ deduction for, 20(1)(c)(iii) 
Appropriation of amounts 
* to transfer balance between tax accounts, 221.2 
Appropriation of property 
¢ by shareholder, generally, 15(1),69(4) 
¢ legal representative, by, 159(3.1) 
* on winding-up of corporation, 69(5), 84(2) 
Approved pension plan 
¢ included in reference to “registered” plan, ITAR 17(8) 
Approved project, defined, 127(9) 
Approved project property 
* ascertainment of, 127(10)(c) 
¢ defined, 127(9) [repealed] 
* prescribed, Reg. 4604 
* prescribed activities, Reg. 4605 
Approved share 
¢ clawback on disposition, 211.8(1) 
¢ defined, 127.4(1), 211.71) 
Arbitration of disputes, Canada-U.S. Tax Treaty:Art. XXVI:6, 
7; Fifth Protocol (2007) Annex A 
Area Development Incentives Act 
* development grant under 
*¢ capital cost allowance for property receiving, Reg. Sch. 
Il:Cl. 20, Sch. I:Cl. 21 
Armed forces, see Canadian Forces 
Arm’s length 
¢ allocation, see Arm’s length allocation 
* dividend dealings, 55(4), (5)(e) 
* meaning of, 251(1) 
°° beneficiary and trust, 251(1)(b) 
*¢ for CCA purposes, Reg. 1102(20) 
* for currency dealings with foreign affiliate, 95(2.1) 
¢ for debt forgiveness rules, 80(2)(j) 


¢¢ for divisive reorganizations, 55(4), (5)(e) 

¢¢ for non-arm’s length sale of shares, 84.1(2)(b), (d), 
212.1(3)(c) 

¢¢ for resource expenses renounced to partnership on flow- 
through shares, 66(17) 

ee for stock option rules, mutual fund trust, 7(1.11) 

ee for tax shelter investment where information outside 
Canada, 143.2(14) 

¢¢ for windup of subsidiary, 88(1)(d.2) 

¢ not deemed to confer benefit, 246(2) 

* transfer, see Arm’s length transfer 

* transfer price, see Arm’s length transfer price 

Arm’s length allocation 

¢ defined, 247(1) 

Arm’s length transfer 

¢ defined, 94(1)[proposed] 

* price, see Arm’s length transfer price 

Arm’s length transfer price, see also Transfer pricing 

e defined, 247(1) 

¢ required for transactions with related non-residents, 247(2) 

Arrears interest 

¢ defined, for corporate interest offset, 161.1(1) 

Arrival in Canada, see Becoming resident in Canada 

Art, see also Cultural property; Listed personal property 

¢ whether CCA allowed, Reg. 1102(1)(e) 

Art flips 

¢ donation valued at cost of art, 248(35)-(38) 

¢ minimum $1,000 proceeds eliminated, 46(5) 

¢ penalties for valuators and promoters, 163.2 

Art shelters, see Art flips 

Artificial eye, medical expense, 118.2(2)(i) 

Artificial kidney machine, medical expense, 118.:2(2)(i) 

Artificial limb 

* costs, as medical expenses, 118.2(2)(i) 

Artificial transactions, see Anti-avoidance rules 

Artist 

* artistic endeavour, 10(6)-(8) 

expenses, deduction from employment income, 8(1)(q) 

gift of cultural property created by, 118.1(7.1) 

gift of work of art created by, 118.1(7) 

organization for, see Registered national arts service 

organization 

* project grant, included in income, 56(1)(n) 

¢ U.S. resident, Canada-U.S. Tax. Treaty:Art. XVI 

¢ valuation of inventory, 10(6)—(8) 

Artistic endeavour 

e defined, 10(8) 

¢ value of inventory, 10(6), (7) 

Artistic work, copyright royalties 

* no withholding tax, 212(1)(b)(vi), 212(9)(b) 

Arts service organization, see Registered national arts service 

organization 

“As registered” (pension plan), meaning, 147.1(15) 

Asian Development Bank 

* bonds of, qualified investment for RRSP etc., 204“qualified 

investment’(c.1) (formerly Reg. 4900(1)(1)(iii)) 

Assessable distribution 

¢ defined, for Part XIII.2 tax, 218.3(1) 

* does not reduce adjusted cost base of capital interest in trust, 

53(2)(h)(i. 1)(B yD) 

Assessable dividend (for Part IV tax) 

¢ defined, 186(3) 

¢ tax on, 186(1)(a) 

Assessment, see also Determination; Reassessment 

* alternative basis for, permitted, 152(9) 

* amounts received under RCA trust, re, 160.3(2) 
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Assessment (cont’d) 
appeal from, see Appeal 
arbitrary, 152(7) 
consequential, of other taxation year, 152(4/3) 
date of mailing, 244(14) | 
date of making, 244(15) 
derivative, 160 
determination binding, 152(1.3)—(3) 
excess refund, 160.1(3) 
failure to withhold tax, 227(10)-(10.8) 
includes reassessment, 248(1) 
incorrect or incomplete, 152(3), (8) 
irregularities in, not invalidating, 152(3), (8), 166 
issue in respect of, reference to Tax Court, 173 
jeopardy, 225.2 
losses, of, see Determination 
Minister, by, 152(1) 
net worth, 152(7) 
notice of, 152(2) 
e date of, 244(14), (15) ' 
¢ electronic, when presumed received, 244(14.1) 
objection to, see Objection 
Part [V.1 tax, 187.6 
Part VI.1 tax, 191.4(2) 
Part XII.2 tax, 210.2(7) 
Part XII.3 tax, 211.5 
Part XII.4 tax, 211.6(5) 
Part XII.5 tax, 227(10.01), 227(10.1)(c) 
Part XII.6 tax, 211.91(3) 
transitional provision, ITAR 62(1) 
valid and binding despite defects, 152(8) 
Asset 
* computation of, for debt forgiveness reserve, 61.3(1)(b)BG) 
¢ lending 
ee defined, 248(1) 
ee of insurer/moneylender 
eee limitation on deduction re, where reduced:in: value, 
18(1)(s) 
Asset-backed securities 
¢ qualified investment for RRSP etc., 204“‘qualified 
investment’’(c.1) (formerly Reg. 4900(1)(i.3)) 
Assignee, see also Legal representative 
¢ deemed to be legal representative, 248(1)“legal representative” 
¢ obligations of, 159 
¢ return required by, 150(3) 
¢ withholding tax, liability for, 227(5), (5.1)(g) 
Assignment 
¢ rights to income, 56(4) 
* tax refund, permitted, 220(6) 
Assistance/government assistance 
¢ Canadian development expense, in respect of, 
66.2(5)“Canadian development expense” 66.2(5)“cumulative 
Canadian development expense”D, M 
¢ Canadian exploration expense, in respect of, 66.1(6)“Canadian 
exploration expense” 66.1(6)“cumulative Canadian exploration 
expense’E, J 
Canadian film/video tax credit 
* constitutes assistance for all purposes, 125.4(5) 
¢ defined, 125.4(1) 
Canadian oil and gas property expense, in respect of, 
66.4(5)“Canadian oil and gas property. expense” 
66.4(5)“cumulative Canadian oil and gas property expense’’D, I 
capital cost allowance, effect on, 13(7.1) 
defined 
for film/video production services tax credit, 125.5(1) 
for investment tax credit, 127(9)“government assistance”’ 
for resource exploration and development rules, 
66(15)‘‘assistance”’ 
ee includes GST input tax credits, 248(16)=(18) 
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ee nee QST input tax refunds, 248(16.1), (17.1), (17.3), 
eligible capital expenditure, in respect of, 14(10), (11) 
employer, provided by, for housing, 6(23) 
expired, treated as repaid, 127(10.8) 
exploration and development grant, deductible, 20(1)(kk) 
film/video production services tax credit 
constitutes assistance for all purposes, 125.5(5) 
defined, 125.5(1) 
flow-through mining expenditure reduced, 127(11.1)(c.2) 
GST input tax credit or rebate deemed to be, 248(16): 
GST input tax credit repaid deemed to. be reduction in, 
248(18) 
government, defined, 127(9) 
housing subsidy provided by employer, taxable, 6(23) 
included in income, 12(1)(x) 
increases adjusted cost base of partnership interest, 53(1)(e)(ix) 
indirect, taxable, 12(1)(x)(i)(C) 
investment tax credit reduction, 127(18)-(21) 
non-government, defined, 127(9) 
pre-production mining expenditure reduced, 127(11.1)(c.3) 
prescribed benefit under government program 
* overpayment repaid, deductible, 60(n)(v) 
e taxable, 56(1)(a)(vi), Reg. 5502 
QST input tax refund or rebate deemed to be, 248(16.1) 


QST input tax refund repaid deemed to be reduction in, 
248(18.1) 


qualified expenditures, effect on, 127(18)-(21) 
reduces adjusted base of partnership interest, 53(2)(c)(ix) 
reduces adjusted cost base of property, 13(7.1), 127(11.1)(b) 
reduces claim for scientific research, 37(1)(d) 
reduces R&D expenditures, 127(11.1)(f) [repealed], 127(18) 
repayment of 
creates capital loss, 39(13) 
deduction for, 20(1)(hh) 
excluded from reduction in cost base, 53(2)(k), 53(2)(s) 
includes repaid GST input tax credit, 248(18) 
increases investment tax credit, 127(9)“investment tax 
credit’’(e.1), 127(10.7) 
ee reduces adjusted cost base of partnership interest, 
53(1)(e)Gx)(B) 
* resource-related 
ee allocated to member of partnership, 66:1(7),.66.2(6), (7), 
66.4(6), (7) 
ee increases adjusted cost base of partnership interest, 
53(1)(e)(ix) 
e tax shelter investment excluded,, 125.4(4) 
Assistance holdback amount 
¢ defined, for RDSP, 146.4(1) 
Assistant’s salary paid by employee 
¢ CPP contributions, UI/EI premiums. deductible, 8(1)(1.1) 
¢ deduction, 8(1)@)Qi) 
*e¢ certificate of employer, 8(10) 
* Quebec Parental Insurance Plan premiums deductible, 8(1)(1.2) 
Associated charities 
* designation by Minister, 149.1(7) 
¢ disbursement by one to another, 149.1(6)(c) 
Associated corporations, see also Related persons 
* anti-avoidance deeming provision, 256(2.1) 
e base level deduction, 18(2.3)—(2.5) 


certain shares excluded from fair market valuations, 256(1.6) 
corporations associated with same corporation deemed 
associated with each other, 256(2) 

¢ defined, 256(1) 

* investment income from, 129(6) 

* investment tax, allocation of expenditure limit, 
127(10.2)-(10.4) 


¢ land soft costs, allocation of base level deduction, 
18(2.3)-(2.5) 
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Associated ee eee (cont'd) 

options, 256(1.4) 

parent deemed to own child’s shares, 256(1.3) 

Part VI.1 tax, allocation of dividend allowance, 191.1(3)-(5) 

person deemed related to himself, 256(1.5) 

refundable SR&ED credit, special rule, 127.1(2.2), (2.3) 

rights, 256(1.4) 

small business deduction, 125(3)-(5) 

specified class of shares, defined, 256(1.1) 

SR&ED expenditure limit for investment tax credit, special 

rule, 127(10.22), (10.23) 

Association of Universities and Colleges of Canada, exempt, 

149(1)(h.1) 

Associations 

° ayo and exploration expenses, pre-1962, ITAR 29(9), (10), 

* non-profit exemption, 149(1)(1) 

Assumption of debt, 20(1)(e)(i.2), 20(1)(e.1)(ii) 

¢ debt forgiveness rules do not apply, 80(1)“forgiven 
amount’’B(1) 

At-risk adjustment (for tax shelter) 

¢ defined, 143.2(2), (3) 

At-risk amount, see also Limited partner; Tax shelter 

* artificial transactions, 96(2.6), (2.7) 

* as prescribed benefit for tax shelter purposes, Reg. 231(6) 

¢ defined, 96(2.2) 

¢ limited partner’s losses restricted to, 96(2.1) 

° 96009) partnership interest acquired by subsequent person, 

¢ prescribed film production, Reg. 7500 

* prescribed revenue guarantee, Reg. 7500 

* resource expenditures, 66.8 

Athlete 

* amateur junior players, room and board exempt, 6(1)(b)(v.1) 


¢ association for, see Registered Canadian amateur athletic 
association 


* income of, Canada—U.S. Tax Treaty, Canada-U.S. Tax 
Treaty:Art. XVI 


Major League Baseball Players Benefit Plan, Reg. 6800 
National Hockey League referees, Reg. 6801(c), 6802(d) 
signing bonus, taxable, 6(3), 115(2)(c.1), 115(2)(e)(v) 

trust for, see Amateur athlete trust 

tuition support received by, no tuition credit, 118.5(1)(a)(v) 
U.S. resident, Canada-U.S. Tax Treaty:Art. XVI 

Atlantic Groundfish Adjustment Program/Atlantic 
Groundfish Strategy, see Fishing: compensation programs 
Attendant, see also Part-time attendant 

¢ for taxpayer or dependant mentally or physically impaired 
¢¢ allowance paid by employer, not income, 6(16) 

ee deduction from income, 64(a)A(i)J 

eee residents absent from Canada, 64.1 

** medical expense credit, 118:2(2)(b), (b.1), (c) 

*¢ reimbursement of expenses, 118.2(3)(b) 

Attorney, see Lawyer 

Attributed surplus (of financial institution) 

¢ defined, 181(2), 190(1.1), Reg. 8602 

Attributed surplus (non-resident insurer) 

¢ defined, 219(7), Reg. 2400(1) 

*¢ Large Corporations Tax, Reg. 8600 

Attribution rules, see also Income-splitting 

* Child Tax Benefit cheque deposited for child’s benefit, 74.1(2) 
* deemed receipt of dividend, 82(2) 

¢ “designated person” defined, 74.5(5) 

* gain/loss from property transferred or loaned, 74.2 

¢¢ farm property, 75.1 


* trust, to, 74.3(1)(b) 
income-splitting tax, 120.4, see also Split income 


indirect payments, 56(2) 

interest-free or low-interest loans, 56(4.1) 
kiddie tax, 120.4, see also Split income 
loan or indebtedness, 56(4.1)-(4.3) 


aeteat provincial pension plan contributions, exception for, 
5(12) 


* property transferred to child, 74.1(2), 75.1 

* property transferred to spouse 

¢¢ capital gain/loss on, 74.2(1) 

ee income from, 74.1(1) 

* property transferred to trust 

e¢ income, gain or loss transferor’s, 75(2) 

¢* trusts excluded, 75(3) 

¢ qualifying trust-annuity payment, 75.2(a) 

¢ RRSP spousal contributions, 146(8.3) 

* reverse attribution, excluded, 74.5(11) 

* spousal RRSP premiums, exception for, 74.5(12) 

¢ TFSA, exception for, 74.5(12)(c) 

¢ transfer or loan to child, 74.1(2) 

¢ transfer or loan to corporation 

¢¢ income/loss from property transferred or loaned, 74.1 

ee trust, to, 74.3(1)(a) 

¢ transfer or loan to spouse, 74.1(1), 74.2(1) 

¢ where not applicable, 74.5 

Auction of seized chattels, 225(2)-(4) 

Audio tapes or CDs 

¢ talking textbooks 

ee disability supports deduction, 64(a)A(i)(D) 

e¢ medical expense credit, Reg. 5700(w) 

Audiologist 

¢ certification of hearing impairment 

e¢ for disability credit, 118.3(1)(a.2)(iii) 

ee for education credit, 118.6(3)(b)(@i) 

¢ defined, 118.4(2) 

Audit, 231.1 

compliance required, 231.5(2), 231.7 

contemporaneous documentation for transfer pricing, 247(4) 

copies or printouts of documents, 231.5(1) 

court order for compliance, 231.7 

fishing expedition, 231.2(3) 

Auditory feedback device 

e medical expense credit, Reg. 5700(z.1) 

Aunt, see also Niece/nephew 

¢ defined, 252(2)(e) 

¢ dependent, 118(6)(b) 

* great-aunt defined, 252(2)(f) 

Australia, see also Foreign government 

* currency loan, see Weak currency debt 

* currency of, use as functional currency, 261(1)“qualifying 
currency’’(d) 

¢ stock exchange recognized, Reg. 3201(a) 

* universities, gifts to, Reg. Sch. VIII s. 17 

Austria, see also Foreign government 

e stock exchange recognized, Reg. 3201(r) 

* universities, gifts to, Reg. Sch. VIII s. 4 

Author 

* deduction from employment income, 8(1)(q) 

Authorized foreign bank . 

¢ branch-establishment rollover, 142.7(3) 

¢ branch interest tax, 218.2 

¢ branch tax allowance, Reg. 808(8) 

* capital tax rules, 181.3(3)(e), 181.3(4)(c), 190.13(d), 

190.14(1)(c) 

conversion of Canadian affiliate to branch, 142.7 

¢ debt of, qualified investment for deferred income plans, 
146(1)“qualified investment’(b)(ii), 146.1(1)“qualified 
investment’(b)(ii), 146.3(1)“qualified investment’’(b)(ii), 
204“qualified investment’’(b)(ii) 


eee es @ 
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Authorized foreign bank (cont’d) 

* deemed resident in Canada for withholding tax rules, 212(13.3) 
¢ defined, 248(1) 

* foreign tax credit, 126(1.1) 

* interest deduction, 18(1)(v), 20.2 

* payments to, non-resident tax 

ee ape apenas tax [before Aug. 8/09], Reg. 105(2)(b), 800, 


* tax payable directly [before Aug. 8/09], Reg. 801-803.1 
reassessment beyond 4-year deadline, 152(4)(b)(iii.1) 
taxable income earned in Canada, 115(1)(a)(vii)(B) 
winding up into, Reg: 9204(2.1) 

Authorized person 

¢ defined, re communication of taxpayer information, 241(10) 

Automobile, ‘see also Motor vehicle; Passenger vehicle 

¢ available to shareholder, benefit, 15(5), (7) 


* benefit related to operation of, includable in employee’s 
income, 6(1)(a)(iii) 


* benefit related to use of, not includable in employee’s income, 
6(1)(a)(iii) 
benefit to shareholder, 15(5) 
capital cost allowance 

¢ exclusion, Reg, 1102(1)(h), 1102(11)-(13) 

¢ limitation, see Passenger vehicle: luxury 
dealer, taxable benefit to sales employees, 6(2.1) 
defined, 248(1) 
employee’s, capital cost allowance, Reg. 1100(6) 
expenses 

¢ employee, of, 8(1)(h.1) 

° Sens on deductibility, 13(7)(g), (h), 18(1)@), 67.2, 
gasoline for, see operating costs (below) 
insurance, see operating costs (below) 
interest cost limit, see Passenger vehicle: luxury 
lease expense limit, see Passenger vehicle: luxury 
luxury, see Passenger vehicle: luxury 
maintenance, see operating costs (below) 
mechanic, see Apprentice mechanic 
operating costs 

¢ benefit 

e« employee-owned car, 6(1)(1) 

ee employer-owned car, 6(1)(k); Reg. 7305.1 


shareholder, received by, 15(5) 
deductible 

ee by employee, 8(1)(h.1) 
ee by employer, 9(1) 
parking for, taxable benefit, 6(1)(a), 6(1.1) 
payments by, non-resident withholding tax, PAW ARES 3) 
provided to employee 
* amount included in income, 6(1)(e), (k), 6(2) 
* cost includes GST, 6(7) 
provided to partner 
* amount included in income, 12(1)(y) 
provided to shareholder 
* amount included in income, 15(5) 
purchase loan to employee, 15(2)(a)(iv), 15(2.4)(d) 
salesperson, standby charge for use of vehicle, 6(2. ae 
short-term rental/leasing, for 
* . capital cost allowance, Reg. Sch. II:Cl. 16 
standby charge, 6(1)(e) 
* reasonable amount, 6(2) 
* salesperson, reasonable amount, 6(2.1) 
trade-in, allocation of consideration, 13(33) 
used by employee, 6(1)(e), (k), 6(2) 
used by shareholder, 15(5) 
used in employment 
* costs, 8(1)(j) 
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Automotive equipment 

* capital cost allowance, Reg. Sch. II:Cl. 10(a) 

ee large trucks and tractors, Reg. Sch. II:Cl. 16(g) 

Automotive painter 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Automotive service technician 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Available-for-use rules 

* capital cost allowance, 13(26)—(32), Reg. 1100(2)(a)(i), (vii) 

ee transfer of property to affiliated person, 13(21.2)(e)(iv) 

¢ deduction against rental income, 20(28), (29) 

¢ investment tax credit, 127(11.2) 

¢ meaning of, 248(19) 

¢ scientific research, 37(1.2) 

Average Consumer Price Index 

¢ defined, Reg. 8500(1) 

“Average wage” for calendar year 

e defined, 147.1(1) 

¢ used in calculating money purchase limit, 147.1(1)“money 
purchase limit” 

Averaging of income, see also Income-averaging annuity 

contract 

¢ forward, see Forward averaging 

¢ lump-sum payments, 110.2, 120.31 

¢ RRSPs, 146(5), (8) 

ee by pledging RRSP as security, 146(7), (10) 

¢ shareholder loans, 15(2), 20(1)() 

Aviation fuel, see Fuel tax rebate 

Avoidance of tax, see Anti-avoidance rules 

Avoidance transaction 

¢ defined 

ee for general anti-avoidance rules, 245(3) 

ee for reportable transaction rules, 237.3(1) 

* reporting required, 237.3(2) 

Award 

¢ legal expenses of collecting salary, etc. 

ee included in employee’s income, 6(1)(j) 

* personal injury 

ee election re capital gains, 81(5) 

¢* income exempt, 81(1)(g.1), (g.2) 

Away-from-home expenses, see also Special work site, 

employment at; Travelling expenses 

¢ railway employees, 8(1)(e) 

* transport employees, 8(1)(g) 

B 

BAPA (Bilateral Advance Pricing Agreement), see Advance 

Pricing Agreement 

BIL, see Business investment loss 

BN, see Business number 

Baby bonus, see Child Tax Benefit 

Babysitting, see Child care expenses 

Back-door butterfly, 88(1)(c)(vi), 88(1)(c.3), 88(1)(c.8) 

Backman case overruled, 96(8) 

Back-to-back loans 

¢ attribution rules, 74.5(6) 

* loan by corporation to non-resident, 17(11.2) 

¢ thin capitalizaton rules, 18(6) 

Bad debt 

° Sete in control of corporation, limitation on deduction, 
111(5.3) 

* deductible, 20(1)(p) 

¢ deemed disposition of, 50(1)(a) 

* disposition of depreciable property, 20(4), (4:1) 

* disposition of eligible capital property, 20(4.2) 
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Bad debt (cont’d) 
* insurer/moneylender 


¢* inclusion in income, 12.4 

* personal-use property, 50(2) 

* recovered 

e* capital gain, 39(11) 

*¢ income, 12(1)(i), (i.1) 

* restrictive covenant payment, 60(f) 

¢ uncollectible proceeds of disposition, 20(4)-(4.2) 

¢ where property seized by creditor, no deduction for principal, 
79.1(8) 

Baker 

e apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Balance 

¢ transfer of, to different CRA account, 221.2 


yoo disorder 


a Teage pulse therapy device for, medical expense credit, Reg. 


700(z.4) 

Balance-due day 

* amalgamated corporation, 87(2)(o0.1) 

¢ defined, 248(1) 

* payment of tax 153(2), 155(1)(b), 156(1)(b), 156.1(1)“net 
tax owing”’(b), Pa) 

Balance of annuitized 7902.6). contributions 

¢ defined, 60.2(2) 

Bank, see also Financial institution 

* account in foreign country, disclosure to CRA, 233.3 

* cannot make Canadian securities election, 39(5)(b) 

* computation of income, 26 

¢ deductions, 26(2) 

¢ defined, /nterpretation Act s. 35(1) 

* exempt from Part IV tax, 186,1(b) 

* foreign, see Authorized foreign bank; Foreign bank 

e interference with remittance of tax, 227(5.2)-(5.4) (draft) 

¢ liabilities of, determination for debt forgiveness reserve, 
61.3(1)(b)C(@i)(B) 

¢ mark-to-market rules, 142.2-142.6 

¢ “Minister’s rules” defined, 26(4) 

* receipt of tax payments by, 229 [repealed] 

* recoveries, 26(3)(b) 

* remittance of source withholdings by large employers, 153(1), 
(1.4), Reg. 110 

* reserves 

*¢* continuation of, on amalgamation, 87(2)(g.1) 

*¢ prescribed reserve amount, Reg. 8000(a), (a.1) 


* specified debt obligation that was inventory before February 
1994, 142. 6(4)(ay(i) 


* taxable income earned in a province, Reg. 404 

¢ write-offs, 26(3)(a) 

Bank for International Settlements 

* no withholding tax on interest payable to, Reg. 806.1 

Banker’s acceptances 

* included in capital for large corporations tax, 181.2(3)(d) 

* interest taxable to holder, 12(1)(c) 

ee annual accrual, 12(4), (9) 

° eaters investments for deferred income plans, Reg. 
900(1)(1.2) 

Bankruptcy 

* Act, see Bankruptcy and Insolvency Act 

¢ “bankrupt” defined, 248(1) 

¢ business income, effect on, 34.1(8)(b) 

* corporation 

** dividends paid to, effect on dividend refund, 129(1.1) 

*¢* general rules, 128(1) 


debt forgiveness rules inapplicable, 80(1)‘‘forgiven amount’’B(i) 


effect on Crown’s priority for taxes withheld, 227(5) 
“estate of the bankrupt” defined, 248(1) 


¢ individual 

e* Child Tax Benefit, 122.61(3.1) 

e¢ credits allowed, 118.95 

ee GST credit, 122.5(7) 

ee general rules, 128(2) 

¢** minimum tax not applicable, 127.55 

*¢ tuition and education credit carryforward, 128(2)(f)(iv), 
128(2)(g)(i1) 

* legislation, see Bankruptcy and Insolvency Act 

* receiver 

ee return to be filed by, 150(3) 

*¢e minimum tax carryover not applicable, 120.2(4) 

e* withholding tax, 227(5), (5.1) 

¢ shares of corporation in, 50(1) 

* trustee in, see also Legal representative 

*¢ clearance certificate, 159(2) 

** deemed to be legal representative, 248(1)“legal 
representative” 

¢¢ obligations of, 159 

e* return required by, 150(3) 

¢¢ withholding tax, liability for, 227(5), (5.1) 

Bankruptcy and Insolvency Act 

¢ charge registered under, 223(11.1) 

* priority of garnishment order over, 224(1.2) 

Bare trust, 104(1), see also Agent 

Barrister and solicitor, see Lawyer 

Base level deduction 

¢ real property corporations, 18(2.2)—(2.5) 

Base period 

. ieTitl oh credit to graduates working in designated regions, 

Base taxation year (for OAS clawback) 

¢ defined, 180.2(1) 

Base year 

¢ defined, for transitional accounting rules 

ee financial institution, 142.51(1) 

ee life insurer, 138(12) 

e¢ non-life insurer, 12.5(1), Reg. 2400(1) 

Baseball players, see Athlete 

Basic activity of daily living 

¢ defined, 118.4(1)(c), (d) 

¢ markedly restricted, disability credit, 118.3(1) 

Basic education, see Adult basic education 

Basic herd 

* meaning of, 29(3) 

¢ reduction in, 29(2) 

ee election re, 29(1) 

Basic oxygen furnace gas 

¢ defined, Reg. 1104(13) 

Bathtub 

¢ mechanical aid for getting into and out of, medical expense, 

Reg. 5700(g) 

Beament case overruled, 250(1)(b) 

Bearer bond etc. 

* coupon encashment requiring ownership certificate, 234. 

* withholding tax on payments to non-resident, 215(2) 

Becoming a financial institution, 142.6(1)(a), (b) 

Becoming non-resident, see Ceasing to be resident in Canada 

Becoming resident in Canada, 128.1(1) 

* corporation 

ee deemed dividends, 128.1(1)(c.1),(c.2) 

ee effect on non-resident shareholder’s cost, 52(8) 

¢¢ foreign affiliate of Canadian resident, 128.1(1)(d) 

*¢ paid-up capital, effect on, 128.1(2), (3) 

* deemed acquisition of property, 128.1(1)(c) 

¢ deemed disposition of property, 128.1(1)(b) 
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Becoming resident in Canada (cont’d) 


° pear ora trust, five-year non-taxability, see’ Immigration 
S 


* negative cumulative eligible capital balance, 14(8)(b). ; 
¢ partner 

** cost base of properties owned by partnership, 96(8) 
* taxation year-end and new taxation year, 128.1(1)(a) 
Bed 

* hospital, medical expense, Reg. 5700(h) 

* reservation fee, for foster person, exempt, 81(1)(h) 

* rocking, medical expense, 118.2(2)(i) 

Bees 

* keeping, constitutes farming, 248(1)“farming” 
Behind-the-counter drugs, Reg. 5701 


Belgium, see also Foreign government 

* stock exchange recognized, Reg. .3201(b) 

* universities, gifts to, Reg. Sch. VIII s. 5 

“Beneficially interested” in a trust 

¢ meaning of, 248(25) 
Beneficiary 

amounts deemed not paid to, 104(13.1), (13. 2) 

amounts deemed payable to, 104(24), (29) : 
arm’s length from personal trust, deemed not to be, 251(1) 
capital cost allowance, deduction for, 104(16) [repealed] 
death of 
* separate return on, 104(23)(d) 

deemed income of, 104(27), (28) 

deferred profit sharing plan, under, 147(17) 

¢ when plan was employees’ profit sharing plan, 147(11) 
defined, oan 104(5.5), 108(1), 248(13), 251.1(3), Reg. 
223(5), 8500(1) 

disposing of property previously held by trust 

e reduction of loss, 107(6) 

emigration of, 128.1(10)“excluded right or interest’(), (k) 
employees profit sharing plan, under, sey (8) 

e former, refund to, 144(9) 

foreign tax credit, 104(22)-(22.4) 

immigration of, 128.1(10)“excluded right or r interest"(j), (k) 
income of, 108(5) 

income payable to, 104(13) 

non-resident 


e deduction from income of trust, for dividend from non- 
resident-owned investment corporation, 104(10), (11) 


distribution of property to, 107(5) 
instalment obligation not increased, 107(5.1) 
security to postpone payment of tax; 220(4.6)-(4.63) 
dividends received on behalf of, 82(1)(e) 
estate income paid to, withholding tax, 212(1)(c) 
limitation on deduction in computing income of trust, 
104(7) 
e¢ trust income paid to, withholding tax, ae) 
* non-resident trust, of 
¢* rights and obligations, 94(2) [to be repealed] 
* non-taxable dividends, designation re, 104(20) 
¢ preferred 
ee defined, 108(1) 


¢ election re accumulating income, 104(14) 
qualifying environmental trust, credit for, 127.41 


registered education savings plan, under, 146.1(1)“beneficiary” 


rights or things transferred to, 70(3) 
share of pension etc. benefits received by testamentary trust, 
104(27)-(28) 
superannuation or pension benefit, share of, 104(27) 
taxable capital gain, designation by trust, 104(21)—(21.7) 
taxable dividends received by trust, designation re, 104(19) 
trust, of 
* defined, 104(5.5), 108(1)*beneficiary” 
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ee ceeenc property acquired with government assistance, 


13(7.2 
*¢ inducement payments or reimbursement received by, 12(2.1) 
Benefit 


e amount, see Benefit amount 
e automobile available to shareholder, 15(5), (7) 
e automobile operation, re, 6(1)(a)(iii), 6(2.2) 
¢ conferred on person 
ee amount included in income, 56(2), 246(1) 
ee by charity, see Undue benefit 
¢ conferred on shareholder, 15(1), (7), (9) 
ee loan forgiven, 15(1.2) 
e death, see Death benefit 
¢ deferred profit sharing plan, under, 147(10)-(10.2) 
ee defined, 248(1) 
¢ defined 
¢« Home Buyers’ Plan, 146.01(1) 
ee Lifelong Learning Plan, 146.02(1) 
ee policy reserves in insurance business, Reg. 1408(1) 
ee registered disability savings plan, 205(1) 
ee registered retirement savings plan, 146(1)“benefit” 
¢ employee benefit plan, 6(1)(g) 
¢« employment, related to, 6(1)(a) 
automobile, 6(1)(e), (k), 6(2) 
exclusions from income, 6(1)(a)(i)-(v) 
GST included in benefit, 6(7) 
group term life insurance, 6(1)(a)(i), 6(4), Reg. 2700-2704 
housing loss, 6(19)—(22) 
housing subsidy, 6(23) 
loan to employee, 6(9) 
loss in value of home on relocation, 6(19)—(22) 
stock options, 7 
¢ employment insurance, 6(1)(f) 
¢ forgiveness of debt 
e¢ owing by employee, 6(15), (15.1) 
*¢ owing by shareholder, 15(1.2), (1.21) 
* government assistance program, prescribed 
*¢ overpayment repaid, deductible, 60(n)(v) 
taxable, 56(1)(a)(vi), Reg. 5502 
group term life insurance premium, portion taxable, 6(4) 
indirect, 56(2) 
information returns, Reg. 200 
ao at employee, officer or personal services corporation, 


e ee ® e 8 @ e °e 
e ee e@ eo ee e e 


e deemed interest, 80.5 
loan to personal services business 
included in income, 12(1)(w) 
loan to shareholder, 80:4(2) 
e deemed shareholder benefit, 15(9) 
northern and isolated areas 
e~ -credit, 110.7 
e prescribed northern zone and intermediate zone, Reg. 7303.1 
paid to non-resident, 212(1)() 
prescribed 
* group term life insurance, Reg. 2700-2704 
¢ tax shelter definition, Reg. 231(6.1) 
provision, see Benefit provision 
registered disability savings plan 
tax on, 206.2(2)(a) 
registered national arts service organization, from, 56(1)(z.1) 
registered retirement savings plan, under, 146(8)—(8.91) 
defined, 146(1)“benefit” 
retirement savings, 146.3(5) : 
shareholders’, taxable, 15(1), (7), (9) 
stock dividend paid, 15(1.1) 
superannuation or pension, 56(1)(a) 
defined, 248(1) 
trust, estate, contract, etc.; from, 12(1)(m), 105(1) 
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Benefit (cont'd) 
* unemployment insurance 


*¢ repayment of, 110(1)(i) 

Benefit on death 

¢ defined, Reg. 310 

Benefit provision 

¢ defined, Reg. 8500(1) 

Benevolent or fraternal benefit society, see also Non-profit 

organization 

* exemption, 149(1)(k) 

¢¢ limitation, 149(3), (4) 

Bequest, see also Death of taxpayer 

¢ debt forgiveness rules do not apply, 80(2)(a) 

* to charity, 149.1(1)“enduring property”’(a) 

Betting losses, Canada-U.S. Tax Treaty:Art. XXII:3 

Beverages 

* expenses for, see Entertainment expenses (and meals) 

Bilateral convention, see Tax treaty 

Bill, post-dated, sale of, 20(1)(e), 248(1)“borrowed money” 

Biogas 

* defined, Reg. 1104(13) 

* production equipment, capital cost allowance, Reg. Sch. II:Cl. 
43.1(d)(xiii), 43.2(b) 

Bio-oil 

¢ defined, Reg. 1104(13) 


° sqape capital cost allowance, Reg. Sch. I:Cl. 43.1(d)(xi), 
43.2(b) 


° eset in eligible waste fuel, Reg. 1104(13)“eligible waste 
ue 

Bison, 80.3(1)“breeding animals” 

Bitumen development phase 

e defined, Reg. 1104(2) 

Bituminous sands 

* constitutes tar sands, 248(1)“tar sands” 

e defined, 248(1) 

¢ determination of viscosity and density, Reg. 1107 

¢ well for, is not oil or gas well, 248(1)“oil or gas well” 

Bituminous sands, included in definition of ‘mineral’, 248(1) 

Bituminous sands equipment 

¢ defined, Reg. 1206(1) 

* proceeds of disposition, 59(3.3)(c) 

Black liquor, see Spent pulping liquor 

Blast furnace gas 

¢ defined, Reg. 1104(13) 

Blended payment, interest and principal, 16(1) 

* paid to non-resident, 214(2) 

Blind person, see also Mental or physical impairment 

¢ Braille note-taker 

¢« disability supports deduction, 64(a)A(ii)O 

** medical expense credit, Reg. 5700(y) 

* computer-operating aids 

¢¢ disability supports deduction, 64(a) AGii)(C) 

e* medical expense, Reg. 5700(0) 

* deaf-blind intervening services, 118.2(2) [2005 Budget 

proposal] 

¢ disability supports deduction, 64(a)A(i)(M) 

* medical expense credit, 118.2(2)(1.44) 

devices to assist, business expense, 20(1)(rr) 

guide dog, expenses, 118.2(2)(1) 

parking paid by employer, not taxable benefit, 6(16) 

print-reading aids 

¢ disability supports deduction, 64(a)A(ii)(D), (Q) 

* medical expense credit, Reg. 5700(1), (1.1) 

reading services, 118.2(2) [2005 Budget proposal] 

transportation paid by employer, not taxable benefit, 6(16) 


Bliss symbol board 
¢ disability supports deduction, 64(a)A(ii)(N) 
* medical expense credit, Reg. 5700(x) 
Block of shares 
¢ defined, Reg. 4803(1) 
Block of units 
¢ defined, Reg. 4803(1) 
Blocked currency 
¢ FAPI reserve, 91(2) 
* income in, postponement of tax, 161(6) 
Blocking deficits (FAPI) 
* anti-avoidance rules, Reg. 5905(7.1)-(7.7) 
Blood relationship 
¢ defined, 251(6) 
Blood sugar 
* measuring device for diabetics, medical expense, Reg. 5700(s) 
Board and lodging 
¢ railway employees, 8(1)(e) 
* special work site, 6(6) 
* transport employees, 8(1)(g) 
¢ value of, includable in income, 6(1)(a) 
Board of education 
¢ allowance from, exempt, 81(3) 
Board of trade 
¢ exemption, 149(1)(e), 149(2) 
¢ information return, whether required, 149(12) 
Boilermaker 
* apprenticeship job creation credit, 127(9)“investment tax 
credit” 
Bond, see also Debt obligation; Investment contract; Obligation; 
Specified debt obligation 
¢ accrued interest 
e¢ information return, Reg. 211 
ee treatment of, 20(14) 
¢ bearer, see Bearer bond etc. 
¢ Canadian Government, 212(1)(b)(i1) 
* certain 
ee interest on, excluded from income, 81(1)(m) 
* conversion of, 51.1; ITAR 26(25) 
* convertible, exchanged for share, 51 
* cost base, additions to, 53(1)(g) 
* coupon identification, 240(2) 
¢ credit-related gains and losses, 142.4(7)B 
e discount 
ee deduction for, 20(1)() 
ee limitation on deductibility of payments on, 18(1)(f) 
ee when deemed to be interest, 16(3) 
* expropriation assets for sale of foreign property, 80.1 
¢ foreign corporation, eligible for RRSP investment, Reg. 
4900(1)(p) 
¢ foreign government, qualified investment for RRSP etc., 
204“qualified investment’(c.1) (formerly Reg. 4900(1)(0)) 
identical properties 
¢ disposition of, 47(2) 
* meaning, 248(12) 
income 
defined, 248(1) 
foreign affiliate, issued by, 95(5) 
interest on, deemed dividend, 15(3) 
¢ non-resident corporation, 15(4) 
issued at discount, yield treated as interest, 16(3) 
predecessor corporation, of, 87(6), (7) 
provincial, taxable at reduced rate, 212(6)-(8) 
purchase of on open market, by issuer, 39(3) 
sale of, 20(21) 
small business, see Small business bond 
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he (cont'd) 


er business development, see Small business development 
on 


° ee” cost of coupon excluded from income when sold, 


* transferred, interest on, 20(14) 
Bone marrow transplant 
* expenses of, tax credit for, 118.2(2)(1.1) 
Bonus, see also Signing bonus 
¢ cash, Canada Savings Bond, 12.1 
*¢ information return, Reg. 220 
* employment 
e¢ unpaid, 78(4) 
¢¢ withholding of tax at source, 153(1)(a), Reg. 103 
Bonus interest payment 
* credit union, by 
ee deduction, 137(2) 
ee defined, 137(6) 
Bonus payments 
¢ oil or gas, ITAR 29(21), (22) 
Book 
* capital cost allowance for, Reg. Sch. II:Cl. 12(a) 
* talking textbook, medical expense, see Talking textbook 
Bookkeeping services 
¢ penalty for misrepresentation, 163.2(9) 
Books and records, see also Documents 
destruction of, penalty, 239(1) 
inspections, 231.1 
outside Canada, 143.2(13), (14), 231.6 
political contributions, 230.1 
required to be kept, 230(1) 
electronic records, 230(4.1), (4.2) 
failure to keep, 230(3) 
offence and penalty, 238(1) 
lawyers, 230(2.1) 
registered Canadian amateur mines association, 230(2) 
registered charity, 230(2) 
retention of, 230(4)-(8), Reg. 5800 
transfer pricing, 247 
transfer pricing, for, contemporaneous, 247(4) 
Boot, see Non-share consideration (boot) 
Border residents, see Commuter to United States 
Bounced cheque, see Cheque: dishonoured 
Borrowed money, 20(2), (3) 
* costs, capitalized, 21 
e defined, 248(1) 
e depreciable property, for, 21(3) 
ee election to capitalize, 21(1) 
¢ exploration/development, for, 21(4) 
* extended meaning of, 20(2), (3) 
¢ interest paid on, 20(1)(c) 
¢ loss of source of income, 20.1(1) 


purposes used for, deemed, 20(2), 20(3), 20.1 
refinanced, 20.1(6) 
used for loan to corporation, 20(3.1) 
used to acquire partnership interest, 20.1(5) 
used to invest in RRSP, RESP or TFSA, no deduction for 
interest, 18(11) 

Borrowing 

¢ allocations in proportion to 

ee deduction, 137(2) 

e¢ defined, 137(6) 

¢ expense of, 20(1)(e) 

Bosnia 


* Canadian Forces personnel and police serving in, no tax on 
income, 110(1)(f), Reg. 7400(a) 
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Bottle deposits 

e taxable as income, 12(1)(a)(ii) 

ee deduction when repaid, 20(1)(m.2) 

Bourse de Montréal Inc. 

¢ prescribed securities exchange investment, Reg. 9002.2(d) 

Bovine animals 

¢ breeding, 80.3(1)“breeding animals’’(b) 

¢ inventory, valuation of, 28(1.2) 

Brace (limb or spinal), as medical expense, 118.2(2)(i) 

Brady bond 

¢ excluded from mark-to-market rules, 142.2(1)“mark-to-market 
property’(e), Reg. 6209(b)(i), 9002(1)(d) 

* owned by bank as specified debt, obligation, 142.6(4)(a)(ii) 

e reserve in respect of, Reg. 8006“specified loan” 

Braille note-taker 

e disability supports. deduction, 64(a)A(ii)(O) 

¢ medical expense credit, Reg. 5700(y) 

Braille printer 

e disability supports deduction, 64(a)AGi)(C), 

¢ medical expense credit, Reg. 5700(0) 

Branch advance 

¢ defined, 20.2(1) 

Branch financial statements 

¢ Canadian; income of foreign bank calculated using, 
115(1)(a)G@i) 

¢ defined, 20.2(1) 

Branch interest tax, 218.2 

Branch tax, 219 . 

¢ exemption for first $500,000 of profits, Canada-U.S. Tax 
Treaty:Art. X:6(d) 

e investment allowance, Reg. 219(1)G), 808 

* non-resident investment or pension fund, exclusion, 115.2 

* tax treaty dividend rate limitation to apply, 219.2 

Brant case overruled, 224(1.4), 227(4.3) 

Breakdown of marriage, see Divorce and separation 

Breakwater 

* capital cost allowance for, Reg. Sch. II:Cl. 3, Sch. IL:Cl. 6 

Breast prosthesis 

¢ medical expense, Reg. 5700(j) 

Breeding animals/herd 

¢ defined, 80.3(1) 

Bribes 

¢ no deduction for, 67.5 

Bricklayer 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” > 

Bridge 

* capital cost, 13(7.5)(b), Reg. 1102(14.3) 

* capital cost allowance for, Reg. Sch. II:Cl. 1(a) 

Bridging benefits 

* employment insurance income replacement benefits, 
56(1)(r)(iv) 

* pension income credit, 118(8-1) 

* pensions, defined, Reg. 8500(1) 

Britain, see United Kingdom 

British Columbia, see also Province 

¢ Jabour-sponsored venture capital corporation of 

ee prescribed, Reg. 6700(a)(vi), (x), Reg. 6700.1 

* logging tax, credit for, 127(1),, (2), Reg. 700 

¢ Mackenzie, northern resident deduction, Reg. 7303. sae 

¢ northern, see Northern Canada 

* tax rates, see introductory pages 

¢ Vancouver, international banking centre, 33.1(3) 

British Commonwealth 

¢ defined, Interpretation Act 35(1) 
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Broadcaster 

* prescribed person for Canadian film/video tax credit, Reg. 
1106(7) 

Broadcasting 

¢ defined, Interpretation Act 35(1) 

* royalties paid to U.S. resident, Canada-U.S. Tax Treaty:Art. 
X11-3(d) 

Broadcasting undertaking 

¢ foreign, defined, 19.1(4) 

¢ limitation re advertising expenses, 19.1(1) 

Broker, see also Registered securities dealer; Securities: dealer, 

trader or agent 

¢ dividend received by 

¢¢ withholding tax, 153(4), (5) 

* insurance, reserve for, 32(1) 

Brother 

¢ deemed not related on butterfly transaction, 55(5)(e) 

¢ dependent, 118(6)(b) 

¢ includes brother-in-law or in common-law, 252(2)(b) 

Buccini case overruled, 7(1.7) 

Budget surplus 

* personal income tax cuts, 118(3.1)-(3.3) (Notes) 

Building 

e additions/alterations 

ee ane cost allowance, Reg. Sch. II:Cl. 3, Sch. II:Cl. 6(i), 

Sch. II:Cl. 6(k) 

e¢ class of property acquired, Reg. 1102(19) 

ee  disability-related 

deductible, 20(1)(qq) 

medical expense credit, 118.2(2)(1.2) 


° pee cost allowance for, Reg. Sch. II:Cl. 1(q), Sch. II:Cl. 3, 
Sch. II:Cl. 5, Sch. If:Cl. 6(a), Sch. If:Cl. 8 


*¢ manufacturing or processing, used in, Reg. 1100(1)(a.1) 
** non-residential, additional allowance, see Eligible non- 
residential building 


construction, capitalization of soft costs, 18(3.1)—(3.7) 
deduction before available for use, 20(28), (29) 

designated area, in, capital cost allowance, Reg. Sch. II:Cl. 20 
peak capital cost allowance, Reg. Sch. II:Cl. 10(g), Sch. I:Cl. 


* multiple-unit residential, Reg. 1101(5b), Reg. Sch. If:Cl. 31, 
Schl Gl37 


*¢ separate classes for capital cost allowance, Reg. 1101(5b) 

* non-residential, see Eligible non-residential building 

° Sep set of disposition allocated between land and, 13(21.1), 
0(5)(d) 

* rent paid before acquisition, deemed CCA, 13(5.2) 

¢ rental properties, limitation on CCA, Reg. 1100(11)—(14.2) 


* scientific research expenditures, limitations, 37(8)(d)(i), (41), 
Reg. 2900(11) 


¢ scientific research expenditures on, 37(8)(d) 
* separate class 


¢¢ multiple-unit residential building (acquired by 1987), Reg. 
1101(5b) 


** rental property costing over $50,000, Reg. 1101(1ac)-(lae) 
e¢ where non-residential use, Reg. 1101(5b.1), see Eligible 
non-residential building 


° oo Ries class, where cost over $50,000, Reg. 1101(1ac), (lad), 


¢ special-purpose, defined, Reg. 2903 

¢ when available for use, 13(28) 

Bump 

¢ of asset costs, on windup of corporation, 88(1)(d) 
** amendment to bump designation, 88(1.8), (1.9) 
Burden of proof 

¢ on Minister 


ee failure to report capital gain resulting in denial of 
exemption, 110.6( 


** penalty, 163(3), 15.1(5) 


* on taxpayer challenging assessment, 152(7) 

Burial services, see Eligible funeral arrangement; Funeral 

services 

Bursary, see Scholarship 

Bus and truck operators 

¢ allocation of income among provinces 

** corporation, Reg. 409 

ee individual, Reg. 2604 

Bus driver 

* expenses, 8(1)(g) 

Business, see also Adventure in the nature of trade; Business or 

property income 

* adjustment time, defined, 14(5) 

* carrying on in Canada 

** extended meaning of, 253 

¢¢ losses, see Non-capital loss; Loss(es) from business or 

property, 

ee non-residents, 2(3) 

* cessation, see Ceasing to carry on business 

¢ defined, 248(1) 

¢ disposition of by proprietor, 25 

* expansion, 44(1), (5) 

* expenses, see Expenses 

¢ farming or fishing, 28 

* income from, see also Business or property income 

ee defined, 9(1) 

¢¢ earned in a province, Reg. 2603 

eee limitations, Reg. 2606 

*¢ home office expenses, conditions for deductibility, 18(12) 

*¢ more than one business, Reg. 2605 

¢ limit, see Business limit 

¢ losses, see Non-capital loss; Loss(es): from business or 

property 

* more than one 

*¢ income earned in a province, Reg. 2605 

* profits, 9(1), Canada-U.S. Tax Treaty:Art. VII 

* proprietor’s income from, 11(1) 

* separate, see Separate business 

¢ small, see Small business corporation 

* termination of, see Ceasing to carry on business 

¢ transfer of, to corporation or spouse, 24(2) 

Business corporation, foreign, see Foreign business corporation 

Business-income tax (foreign) 

¢ deduction for, 126(2), (2.1) 

e defined, 126(7) 

ee for trusts, 104(22.4) 

Business investment loss 

e allowable, see also Allowable business investment loss 

¢¢  carryforward, 111(1)(a), 111(8)“non-capital loss” 

¢¢ deduction for, 3(d) 

¢ bad debt, 50(1)(a) 

¢ change of control of corporation, rules, 111(8)“net capital 
loss” C(b) 

¢ deduction from, 39(9), (10) 

* meaning, 39(1)(c) 

¢ shares of bankrupt corporation, 50(1)(b), 50(1.1) 

Business limit 

¢ defined, 125(2)-(5.1), 248(1) 

¢ effect on enhanced investment tax credit, 127(10.2), 
127.1(2)“qualifying corporation” 

¢ large corporation, 125(5.1) 

¢ limits small business deduction, 125(1)(c) 

Business Number, see also Social Insurance Number 

¢ defined, 248(1) 

¢ disclosure to public, 241(9.3), (9.4) 


¢ holder of, disclosure of information to other governments, 
241(4)(1) 
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Business Number (cont’d) 


other governments Heo to use to permit disci bad of 
information, 241(9.2) 


penalty for failure:to provide, 162(6) 


pains of, to provinces and other government departments, 
41(4)(1) 

regulations requiring provision of, 221(1)(d.1) 

requirement to provide, 237(1.1), (2) 

* tax shelter information return, 237:1(7) 


Business or property income, 12 


accrued interest on debt obligation, 12(3),'(4), (9) 
DON received for services to be rendered etc., 12(1)(a), 
automobile provided to partner, 12(1)(y) 

bad debts recovered, 12(1)(i), (.1) 

benefits from estates, trusts, etc., 12(1)(m) 
deductions from 
e not allowed, 18 
* permitted, 20(1) 

dividends, 12(1)(j), (k) 

eligible capital amount to be included, 14(1) 
employee benefit plan 
* amounts received from, 12(1)(n.1) 

employee trust, amounts received, 12(1)(n) 
employees profit sharing plan, amounts received from, 12(1)(n) 
employment tax deduction, 12(1)(q) 

energy conversion grant, 12(1)(u) 

forfeited amounts under salary deferral arrangements, 
12(1)(n.2) 

home insulation grant, 12(1)(u) 

inducement payments, 12(1)(x) 
¢ prescribed amount, Reg. 7300 
« received by beneficiary of trust, or partner, 12(2. 1) 
insurance proceeds expended, 12(1)(f) 
interest, 12(1)(c) 

inventory adjustment, 12(1)(r) 

investment tax credit, 12(1)(t) 

life insurance policies, accumulating fund, 12.2 
partnership, 12(1)() 

payments based on production or use, 12(1)(g) 
personal services business 
e loan from employer, 12(1)(w) 

reimbursement, 12(1)(x) 
¢ prescribed amount, Reg. 7300 
¢ received by beneficiary of trust, or partner, 12(2.1) 
reinsurance commission, 12(1)(s) 

reserves 
¢ certain goods and services; for, 12(1)(e) 
¢ doubtful debts, for, 12(1)(d) 
* guarantees etc., for, 12(1)(d.1) 
¢ quadrennial survey, for, 12(1)(h) 

retirement compensation arrangement, amounts received under, 
12(1)(n.3) 

royalties, 12(1)(0) 

scientific research deduction, 12(1)(v) 

services rendered, amounts receivable for, 12(1)(b), 12(2) 
western grain stabilization payments, 12(1)(p) 


Business property, see Former business property 
Butterfly transaction, 55(3)(b) 


back-door rule, 88(1)(c)(vi), 88(1)(c.3), 88(1)(c.8) 

capital gains exemption disallowed, 110.6(7)(a) 

definitions, 55(1) 

excluded from capital gains strip rules, 55(3)(b) 

* exception for purchase butterfly, 55(1), (3.1), (3-2) 

* no acquisition of control on spin-off distribution, 
256(7)(a)(i)(E) 


Cc 
CAIS, see Canadian Agricultural Income Stabilization 
program 
CCA, see Capital cost allowance 
CCDE, see Cumulative Canadian development expense 


CCOGPE, see Cumulative Canadian oil and gas property 
expense 


CCPC, see Canadian-controlled private corporation 
CCPC rate reduction percentage 
e defined,.123.4(1) 


CCRA (Canada Customs & Revenue Agency), see Canada 
Revenue Agency 


CCTB, see Child Tax Benefit 

CD, see Audio tapes or CDs 

CDA, see Capital dividend account 
CDE, see Canadian development expense 


CDS Innovations Inc. 
¢ website postings required by publicly traded partnerships, Reg. 
Zon 


¢ website postings required by publicly traded trusts, Reg. 204.1 
CDSB, see Canada Disability Savings Bond 

CDSG, see Canada Disability Savings Grant 

CEC, see Cumulative eligible capital 


CEDC, see Community Economic Development Corporation 
(Nova Scotia) 


CEDOE, see Canadian exploration and development overhead 
expense 


CEE, see Canadian exploration expense 

CESG, see Canada Education Savings Grant 

CFA, see Cash flow adjustment 

CIF, see Canadian investment fund 

CIDA, see Canadian International Development Agency 
CNIL, see Cumulative net investment loss 

COGPE, see Canadian oil and gas property expense 
COIN, see Canadian option interest note 


CPI (Consumer Price Index) adjustment, see Indexing (for 
inflation) 


CPP, see Canada Pension Plan/Quebec Pension Plan 

CRA, see Canada Revenue Agency 

CRCE, see Canadian renewable and conservation expense 
CRTC, see Canadian Radio-television and Telecommunications 
Commission 

CSIS, see Canadian Security Intelligence Service 

CSOH, see Pre-1972 capital surplus on hand 

CTSP, see Computer tax shelter property 

Cabinetmaker 


° apprenticeship job creation credit, 127(9)“investment tax 
credit” 


Cable 

¢ fibre optic, capital cost allowance, Reg. Sch. II:Cl. 42 

¢ included in definition of “telecommunication”, Interpretation 
Act 35(1) 

* systems interface equipment, Reg. Sch. II:Cl. 10(v) 

Caisse populaire, see Credit union 

Calcium chloride 

e extraction of, 248(1)‘‘mineral resource’’(d)(i1) 

¢ included in definition of “mineral”, 248(1) 

Calculating currency 

¢ defined, for FAPI rules, 95(1) 

Calculation period 

¢ defined, 20.2(1) 

Calendar year 

¢ defined, Interpretation Act 37(1)(a) 

* taxation year described by reference to, 249(1.1) 
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Camp, expenses of 

* deductible as child care expenses, 63(3)“child care expense” 
¢ not deductible, 18(1)(1)(i) 

Canada 


¢ defined, 255, Income Tax Conventions Interpretation Act 5, 
Interpretation Act 35(1), Canada-U.S. Tax Treaty:Art. III:1(a) 


** application to continental shelf, Interpretation Act s. 8(2.2) 


** application to exclusive economic zone, 37(1.3), 
Interpretation Act s. 8(2.1) 


* government of, see Government 


* incorporated in, defined, 248(1)“corporation 
incorporated in Canada” 

* resident of, see Resident of Canada 

Canada Child Tax Benefit, see Child Tax Benefit 

Canada Customs and Revenue Agency, see Canada Revenue 

Agency 

Canada Deposit Insurance Corporation, see also Deposit 

insurance corporation 

¢ bonds, etc. issued by 

e* interest deemed not from Government of Canada, 212(15) 

* subject to tax, 27(2), Reg. 7100 

Canada Disability Savings Act, see also Registered disability 

savings plan 

* amounts paid under, 146.4(4)(n) 

Canada Disability Savings Bond, 7 

Canada Disability Savings Grant, 6 

disclosure of information for administration of, 241(4)(d)(vii.5) 

repayment of RDSP amount under, deductible, 60(z) 

¢ text of, 146.4 [Notes] 

rine Disability Savings Bond, see Canada Disability Savings 

ct 

Canada Disability Savings Grant, see Canada Disability 

Savings Act 

Canada Education Savings Act 

¢ disclosure of information for purposes of administration of, 
241(4)(d)(vii.1) 

* grant under, see Canada Education Savings Grant 

* revocation of RESP for failure to comply with, 146.1(12.1) 

° text of, 146.1 [Notes] 

Canada Education Savings Grant 

* not a contribution to RESP, 146.1(1)“contribution” 

* repayment of, deduction, 60(x) 

Canada Elections Act 

* candidates and parties under 

*¢ political contribution credit, 127(3) 

** records re monetary contributions, 230.1 

Canada Employment and Immigration Commission 

* costs of appealing decision of, deductible, 60(0) 

Canada Employment Credit, 118(10) 

Canada Employment Insurance Commission 

* employment insurance benefits, see Employment insurance 

e financial assistance from, taxable, 56(1)(r) 

Canada Gazette 

* regulations to be published in, 221(2) 

Canada Grain Act, 76(5) 

* cash purchase ticket under, 76(4) 

Canada Mortgage and Housing Corporation 

* subject to tax, 27(2), Reg. 7100 

Canada—Newfoundland Atlantic Accord Act 

* communication of information for purposes of, 241(4)(d)(vi) 

Canada-Nova Scotia Offshore Petroleum Resources Accord 

* communication of information for purposes of, 241(4)(d)(vi) 

Canada Oil Substitution Program, see Energy: conversion grant 

Canada Pension Plan 

* contributions 


*¢ collection of debt by US Internal Revenue Service, Canada- 
U.S. Tax Treaty:Art. XXVI-A:9 
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corporation 


Canada Pension Plan Investment Board 

* prescribed to own shares of pension investment corporations, 
eg. 4802(1)(c.1) 

Canada Pension Plan/Quebec Pension Plan 

* amount payable by taxpayer under, collection of, 223(1)(c) 

* assignment of pension under, 56(2) 

ee excluded from attribution rules, 74.1(1) 

¢ benefits taxable 

ee election to pay tax attributable to earlier years, 56(8), 120.3 

** non-resident, 212(1)(h)(ii) [repealed], 217 

e* resident of Canada, 56(1)(a)(i)(B) 


* constitutes earned income for RRSP, 146(1)“earned 
income’’(b.1) 


* contributions 

** by employee, as employer, deduction for, 8(1)(1.1) 
ee credit for, 118.7 

ee self-employed earnings 

credit for half, 118.7 

deduction for half, 60(e) 

* costs of appealing decision under 

ee deductible, 60(0) 

*¢ recovery of, income, 56(1)(1)(iii) 

¢ death benefit, taxable, 56(1)(a)(i)(F), 56(1)(a.1) 

¢ disability pension . 

*¢ election to pay tax attributable to earlier years, 56(8), 120.3 


¢ included in earned income 

*¢ for RRSP purposes, 146(1)“earned income’(b.1) 

*¢ for child care expenses, 63(3)“earned income”(d) 
disclosure of confidential information for purposes of, 
241(3)(b), 241(4)(a), 241(4)(e)(iii) 
emigration of taxpayer, no deemed disposition, 
128.1(10)“excluded right or interest”(g)(i) 

¢ employer’s source deductions, failure to remit, 227(9.1) 

e excluded from pension credit, 118(8)(b) 

* non-resident withholding tax, 212(1)(h) 

e¢ U.S. residents, Canada-U.S. Tax Treaty:Art. XVIII:5 

* repayment of overpayment under, deduction for, 60(n) 

* retirement pension under 

*¢ assignment of, not subject to attribution, 74.1(1) 

¢ transfer of rights to pension under, 56(4) 

Canada Revenue Agency 

account numbers, see Business number 

audit, see Audit 

collection action, see Collection of tax 

created, Canada Revenue Agency Act 4(1) 

delegation of powers to officials of, 220(2.01) 

employees of, 220(2), (2.01) 

fairness package, see “Fairness package” (1991) 

official of, interference with, 231.5(2) 

operations of, 220(1) 

procedures not followed, assessment still valid, 166 

refund payable by, see Refund 

staff, discipline of, communication of information for, 

241(4)(h), 241(4.1) 

¢ tax withheld, held in trust for, 227(4)-(4.2) 

¢ transfers between tax accounts, 221.2 

Canada Savings Bond 

¢ cash bonus on, 12.1 

ee information return, Reg. 220 

Canada security (of life insurer) 

¢ change in use, 138(11.3)(c), (d) [repealed] 

¢ defined, 138(12) [repealed] 

* loss on disposition of, deductible, 138(3)(b) [repealed] 

* premium on acquisition of, deductible, 138(3)(d) [repealed] 

Canada Shipping Act, see also Vessel 

* quadrennial survey under, reserve for, 20(1)(0), Reg. 3600 

* vessel, defined under, 13(21) 
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Canada Student Financial Assistance Act 

* interest paid under, credit for, 118.62 

Canada Student Loans Act 

* interest paid under, credit for, 118.62 

Canada-U.K. Tax Convention, see Table of Contents 

Canada-U.S. auto pact 

* payments received, income, 56(1)(a)(v) 

Canada-U.S. Tax Convention 

* prescribed provision for elections, Reg. 7400(1) 

¢ text, see Table of Contents 

Canadian 

¢ defined, for Canadian film credit. certificate, Reg. 
1106(1 )“Canadian” 

Canadian affiliate 

* of foreign bank, defined, 142.7(1) 

Canadian Agricultural Income Stabilization program 

° Ks ay NISA, 248(1)“net income stabilization account” 

otes 

Canadian Airlines International Limited 

* rescue package, see Fuel tax rebate 

Canadian amateur athletic association, see aiso Registered 

Canadian amateur athletic association 

¢ refusal to register 

*¢ appeal from, 172(3)(a), 180 

* registration 

ee refusal by Minister 

eee deemed, 172(4)(a) 

Canadian art, see also Cultural property 

¢ whether CCA allowed, Reg. 1102(1)(e) 

Canadian assets (of financial institution) 

¢ defined, 181(2), 190(1.1), Reg. 8600, 8603 

Canadian banking business 

¢ defined; 248(1) 

Canadian Broadcasting Corporation 

¢ subject to tax, 27(2), Reg. 7100 

Canadian benefits 

¢ defined, 217(1) 

Canadian business property 

¢ defined, Reg. 2400(1) 

Canadian citizen 

¢ CRA cannot collect U.S. tax from, Canada-U.S. Tax 
Treaty:Art. XXVI-A:8(a) 

¢ meaning of, 19(5.1) 

* ownership. of Canadian newspaper for advertising expenses, 
19(5)“Canadian newspaper’’(a) 

Canadian Commercial Corporation 

* contract payment from, investment tax credit, Reg. 4606 

Canadian-controlled private corporation 

* corporation becoming 

¢¢ deemed year-end, 249(3.1) 

*¢ general rate income pool addition, 89(4) 

* corporation ceasing to be 

¢¢ deemed year-end, 249(3.1) 

ee low rate income pool addition, 89(8) 

¢ defined, 125(7), 248(1) 

¢ dividend refund, 129(1), (3)(a) 

¢ due date for balance of tax, 157(1)(b)(i)(B) 

* employee stock options in, 7(1.1) 

* existing since before 1972, ITAR 50 

* gain on shares of, capital gains exemption, 110.6(2.1) 

* instalments quarterly, 157(1.1)-(1.5) 

* investment tax credit 

ee additional credit, 127(10.1) 

¢¢ refund of credit, 127.1 

e loss on share or debt of, 39(1)(c) 

* reassessment deadline 3 years, 152(3.1) 


¢ small, see Small-CCPC 

¢ small business deduction, 125(1) 

* small business development bond issued by, 15.1 
Canadian corporation 

* corporation ceasing to be, tax on, 219.1 

¢ defined, 89(1)“Canadian corporation” 

¢ taxable, defined, 89(1)“taxable Canadian corporation” 
¢ winding-up of, 88(1) 

ee rules, 88(2) 

Canadian Cultural Property Export Review Board, see also 
Cultural property 

* communication of information to, 241(4)(d)(xii) 


¢ determination of cultural PL OReE 39(1)(a)G.1), 110.1(1)(c), 
118.1(1)“total cultural gifts 


¢ determination of value of cultural property, 118.1(10), (11) 


e¢ appeal of determination, Cultural Property Export and 
Import Act 33.1 


ee determination applies for 2 years, 118.1(10.1) 

Canadian currency year 

e defined, for functional currency rules,.261(1) 

Canadian development expense, see also Resource expenses 
¢ borrowed money 

*¢ capitalization of interest, 21(2), (4) 

eee reassessment, 21(5) 


* conversion to Canadian exploration expense.on renunciation, 
66(12.601), (12.602) 


cumulative 
¢ adjusted, defined, 66(14.3) 

* amount to be included in income, 66.2(1) 

e deduction for, 66.2(2) 

° short taxation year, 66(13.1) 

° where designation not made, tax on, 196 
e deemed, 66.2(8) 

¢ defined, 66.2(5) 

e designation re, 66(14.2) 

ee late, 66(14.4), (14.5) 

¢ partner’s share, 66.2(6), (7) 

* successored, deduction for, 66:7(4) 

defined, 66.2(5) 

designation re 

¢ late, 66(14.4), (14.5) 

¢ where not made, 66.5(1) 

flow-through of, to shareholder, 66(12.62) 
minimum tax, 127.52(1)(e), (e.1) 

partnership, of 


e election to exclude, 66.2(5)““Canadian development 
expense’’(f) 


prescribed, Reg. 1218 
reclassified as Canadian exploration expense, 66.7(9) 
* expenses for preceding years, 66.1(9) 
e “restricted expense” defined, 66.1(6) 
* successor corporation, 66.7(9) 
pO of, 66(12.601), (12.62) 
adjustment, statement to be filed re, 66(12.73) 


* conversion to Canadian exploration expense, 66(12.601), 
(12.602) 


e effect of, 66(12.63) 

* excessive, penalty for, 163(2.2) 

¢ form to be filed by corporation, 66(12.7) 
ee late filing, 66(12.74), (12.75) 


partnership, return to be filed, 66(12.69) 
¢ fate filing, 66(12.74), (12.75) 
restriction on, 66(12.67), (12.71) 
* successor corporation, rules, 66.7(4) 
*¢ application, 66.6(1) 
Canadian equity property 
¢ defined, Reg. 2400(1) 
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Canadian exploration and development expenses, see also 
Exploration and development expenses 


¢ borrowed money 

*¢ interest capitalized, 21(2), (4) 
**e reassessment, 21(5) 

* computation of, 66(12) 

¢ deduction for, 66(1)-(3) 

¢ defined, 66(15) 

¢ limitations of, 66(12.1) 

* principal-business corporation, 66(1) 

* successor corporation, rules, 66.7(1) 

*¢ application, 66.6(1) 

* taxpayers other than principal-business corporations, 66(3) 
* unitized oil or gas field, 66(12.2), (12.3) 

Canadian exploration and development overhead expense, 
Reg. 1206(1) 

Canadian exploration expense, see also Exploration and 
development expenses; Resource expenses 

¢ borrowed money 

*¢ capitalization of interest, 21(2), (4) 

eee reassessment, 21(5) 

* certificate re oil/gas well ceasing to be valid, 66.1(10) 
* cumulative 

° amount included in, income, 66.1(1) 

° deduction for, 66.1(3) 

° deduction from income, 66.1(2), (3) 

° defined, 66.1(6) 

° other than principal-business corporation 
° deduction from income, 66.1(3) 

° partner’s share, 66.1(7) 

° principal-business corporation 

e deduction from income, 66.1(2) 

° trust of, reduced by investment tax credit, 127(12.3) 
° defined, 66.1(6) 

¢ designation re, 66(14.1) 

ee deduction, where not made, 66.5(1) 
eee tax on, 196 

ee late, 66(14.4), (14.5) 

¢ flow-through of, to shareholder, 66(12.6) 


¢ expenses in first 60 days of year, 66(12.66) 
minimum tax, 127.52(1)(e), (e.1) 
prescribed, Reg. 1217 
qualified 

¢ prescribed expenditures for, Reg. 4608 


reclassification of Canadian development expense as, 66.7(9) 


e “restricted expense” defined, 66.1(6) 
“specified purpose” defined, 66.1(6) 
renunciation of, 66(12.6) 
* adjustment, statement to be filed, 66(12.73) 
° effect of, 66(12.61) 
* excessive, penalty for, 163(2.2) 
¢ form to be filed by corporation, 66(12.7) 
ee late filing, 66(12.74), (12.75) 
* non-arm’s length partnership, 66(17) 
* partnership, return to be filed, 66(12.69) 
e¢ late filing, 66(12.74), (12.75) 
¢ restriction on, 66(12.67), (12.71) 
successor corporation, rules, 66.7(3) 
* application, 66.6(1) 
Canadian field processing 
¢ defined, 248(1) 
* excluded from manufacturing and processing 
e¢ for Class 29 CCA, Reg. 1104(9)(k) 
¢ ineligible for M&P credit, 125.1(3)“manufacturing or 
processsing”’(k) 
* property for use in, investment tax credit, 127(9)“qualified 
property”’(c)(ix) 
° ee ee used for, capital cost allowance, Reg. Sch. II:Cl. 
9(a)(ii), Sch. If:Cl. 41(c), (d) 


Canadian film or video production 

* capital cost allowance offsetting income from, Reg. 1100(1)(m) 

¢ defined, 125.4(1), Reg. 1106(4) 

* separate CCA class, Reg. 1101(5k.1), Reg. Sch. I:Cl. 10(x) 

Canadian film or video production certificate 

¢ defined, 125.4(1) 

¢ disclosure of information to public, 241(3.3) 

* revocation of, 125.4(6) 

* tax credit where issued, 125.4(3) 

Canadian film or video tax credit, 125.4, see also Canadian 

film or video production; Film or video production services credit 

* amalgamation of corporations, 87(2)(j.94) 

¢ prescribed person, Reg. 1106(7) 

¢ refund of credit before assessment, 164(1)(a)(ii) 

* tax shelter investment excluded, 125.4(4) 

Canadian Forces and veterans 

¢ allowances not income, 6(1)(b)(ii), (iil) 

¢ clothing allowance exempt, 81(1)(d.1) 

e death benefit exempt, 81(1)(d.1) 

¢ detention benefit exempt, 81(1)(d.1) 

¢ disability award exempt, 81(1)(d.1) 

¢ earnings loss benefit taxable, 6(1)(f.1) 

* high-risk missions, income exemption, 110(1)(f)(v) 

** no source withholding, Reg. 102(6) 

* income support benefit exempt, 81(1)(d.1) 

* members deemed resident in Canada, 250(1)(b), 250(2) 

* permanent impairment allowance taxable, 6(1)(f.1) 

* supplementary retirement benefit taxable, 6(1)(f.1) 

* travelling and separation allowances, not income, 6(1)(b)(ii) 

Canadian Forces Members and Veterans Re-establishment and 

Compensation Act 

* certain payments exempt, 81(1)(d.1) 

* certain payments taxable, 6(1)(f.1) 

¢ disclosure of taxpayer information for administration of, 
241(4)(d)(viii) 

Canadian government film agency 

¢ defined, Reg. 1106(1) 

¢ disclosure of tax information to, 241(4)(d)(xv) 

¢ prescribed person for Canadian film/video tax credit, Reg. 
1 106(10)(d) 

Canadian Heritage, Department of, see also Minister of 

Canadian Heritage 


* allocation of points to determine if film or video production is 
Canadian, Reg. 1106(5) 

¢ disclosure of information re cultural property to, 241(4)(d)(x1i) 

Canadian Home Insulation Program, see Home insulation grant 

Canadian International Development Agency 

* prescribed international development assistance program 

e¢ defined, Reg. 3400 

e* employee under, no overseas employment tax credit, 

122.3(1)(a) 

ee person working on deemed resident in Canada, 250(1)(d) 

Canadian investment fund 

¢ defined, Reg. 2400(1) 

Canadian investment income 

¢ defined, 129(4) [repealed] 

Canadian investment property 

¢ defined, Reg. 2400(1) 

Canadian investor 

e defined, 115.2(1) 

Canadian labour expenditure 

e defined, for film/video production services credit, 125.5(1) 

e qualified, see Qualified Canadian labour expenditure 

Canadian life investment income, defined, 211.1(3) 

Canadian manufacturing and processing profits 

¢ calculation of, Reg. Part LI 

¢ defined, 125.1(3) 
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Canadian National Railway, see also Railway 


Canadian newspaper 

¢ defined, 19(5) 

Canadian oil and gas exploration expense, Reg.’ 1206(1) 
Canadian oil and gas property expense, see also Exploration 
and development expenses; Resource expenses 

¢ borrowed money 

*¢ interest capitalized, 21(2), (4) 

eee reassessment, 21(5) 

* cumulative 

ee deduction for, 66.4(2) 

ee defined, 66.4(5) 

** recovery of costs, 66.4(1) 

eee short taxation year, 66(13.1) 

°°  successored, deduction for, 66.7(5) 

¢ defined, 66.4(5) 


* disposition, defined, 66.4(5)“disposition” and “proceeds of 
disposition” 


flow-through of, to shareholder, 66(12.64) 

minimum tax, 127.52(1)(e), (e.1) 

partnership, of 

* election to exclude, 66.4(5)Canadian oil and’ gas property 
expense”’(b) 

* ¢ | partner’s share, 66.4(6), (7) 


° proceeds of disposition, defined, 66.4(5)“disposition” and 
‘proceeds of disposition” 


* renunciation of, 66(12.64) 

e¢ adjustment, statement to be filed re, 66(12. 73) 
ee effect of, 66(12.65) 

e* excessive, penalty for, 163(2.2) 

ee form to be filed by corporation, 66(12.7) 


e late filing, 66(12.74), (12.75) 
partnership, return to be filed, 66(12.69) 
e late filing, 66(12.74), (12.75) 
restriction on, 66(12.67); (12.71) 
* successor corporation, rules, 66.7(5) 
ee application, 66.6(2) 
* unitized oil or gas field, 66(12.5) 
Canadian option interest note 
* prepaid interest not deductible, 18(9.2)— (9. 8) 


Canadian outstanding premiums 

¢ defined, Reg. 2400(1) 

Canadian ownership, corporation having degree of 

e en Class 8 property, capital cost allowance, Reg.:Sch. 

Canadian Pacific Ltd. case overruled, 20.3 

Canadian partnership, see also Canadian resident 

partnership 

¢ defined, 102(1), 248(1) 

¢ eligible, defined, 80(1) 

Canadian premiums 

¢ defined, Reg. 8600 

Canadian property, see also Foreign property’ » 

* mutual fund investment, see Canadian property mutual fund 
investment 

¢ of non-resident-owned investment corporation, defined, 
133(8)“Canadian property” 

* taxable, see Taxable Canadian property 

Canadian property mutual fund investment ~ 

¢ defined, 218.3(1) 

Canadian property mutual fund loss 

¢ defined, 218.3(1) 

Canadian Radio-television and Telecommunications 

Commission 

¢ disclosure of information to, 241(4)(d)(xvi) 

Canadian real, immovable or resource property 

¢ defined, 248(1) 


Canadian renewable and conservation expense 

* capital cost allowance disallowed, Reg. 1102(1)(a.1) 

¢ defined, 66.1(6), Reg. 1219 

¢ included in CEE, 66.1(6)“Canadian exploration expense’’(g.1) 
Canadian reserve liabilities 

¢ of financial institution, defined, 181(2), 190(1), vibes 8602 
* of insurer, Reg. 2400(1) 

ee Large Corporations Tax, Reg: 8600 

Canadian resident partnership, see also Canadian 
partnership 

e defined, 248(1) 

° taxation year of, 249(1)(d) 

Canadian resource expenses 

¢ reduction of, on change of control, 66.7(12) 

Canadian resource profits 

¢ defined, Reg. 5202 


Canadian resource property 

* acquisition from exempt person, 66.6 

* amalgamation — partnership property, 66.7(10)(j), 66.7(10.1) 
* amount designated re 

ee “outlay” or “expense” 66(15)“outlay” or “expense” 


* constitutes taxable Canadian property for certain purposes, 
248(1)“taxable Canadian property’’(n)(i) 
¢ defined, 66(15) 
¢ disposition of 
¢ by non-resident 
ee certificate, 116(5.2) 
ee purchaser liable for tax, 116(5.2) 
ee rules, 116(5.1) 
ee treaty-protected property,.116(5.01), (5.02) 
¢ effect on successor rules, 66.7(14) 
* no capital gain, 39(1)(a)(ii) 
¢ no capital loss, 39(1)(b)(ii) 
“eligible property” for transfer.to corporation by: shareholder, 
85(L Icy ws i : 
¢ in corporation, share is taxable Canadian pro 
ro “taxable Canadian property’’(e)(i)(B B). GB) i)(B) 
° Dee: constitutes taxable Canadian property, 
48(1)“taxable Canadian property”(g)(ii) 
non-resident’s income earned on, 115(4) 
non-successor acquisitions, 66.7(16) 
original owner, defined, 66(15) 
predecessor owner, defined, 66(15) 
production from, defined, 66(15) 
refund or rebate of Crown. royalties, 12(1)(x.2) 
reserve amount, defined, 66(15) 
royalties, included in income, 12(1)(0) 
rules for trusts, 104(5.2) 
“specified stage” defined, 208(1.1) 
successor rules, 66.7(14) 
Canadian security 
¢ beneficiary’s taxable gain from, 104(21.1), (21. 2) 
¢ defined, 39(6) 
¢ disposition of, 39(5) 
ee election re, 39(4) 
* owned by partnership, 39(4.1) 
Canadian Security Intelligence Service 
° on of charity information to, for security purposes, 
41(9), (9.1) 
Canadian service provider 
¢ defined, re non-resident investment or pension fund, 115.2(1) 
Canadian tax 
¢ defined, Canada-U.S. Tax Treaty:Art. ITI:1(a) 
Canadian tax results 
¢ defined, for functional currency rules, 261(1) 
Canadian Venture Exchange 
* prescribed securities exchange investment, Reg. 9002.2(e) 
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Canadian Venture Exchange (cont’d) 
* prescribed stock exchange, Reg. 3200(a) [repealed] 
Canadian Vessel Construction Assistance Act 
* conversion cost deemed separate class, 13(17) 
¢ deduction under, deemed depreciation, 13(13) 
* disposition of deposit under, 13(19), (20) 
Canadian waters 
¢ defined, /nterpretation Act 35(1) 
Canadian Wheat Board 
* participation certificates, no interest on tax due, 161(5) 
Canadian Wheat Board Act, 76(5) 
Canals 
* capital cost allowance, Reg. Sch. II:Cl. 1(b) 
Cancellation of interest, penalty or tax, see Waiver 
Cancellation of lease, see Lease cancellation payment 
Canoes 
* capital cost allowance, Reg. Sch. II:Cl. 7 
Canterra Energy Ltd. case overruled, 257 
Capacity test 
¢ for shareholder loans, 15(2.4)(e) 
Cape Breton 
¢ defined, 127(9) 
* Development Corporation, subject to tax, 27(2), Reg. 7100 
Capital 
* allowance, see Capital allowance 
* contribution of, addition to adjusted cost base, 53(1)(c) 
* cost, see Capital cost; Capital cost allowance 
¢ cost of, defined, Reg. 5204 
¢ cumulative Pag defined, 14(5), see also Cumulative 
eligible capita 
deemed contribution of, 53(1.1) 
defined, Reg. 5202, 5203, 5204 
¢ for financial institutions tax, 190.13 
¢ for large corporations tax, 181.2(3), 181.3(3) 
element, see Capital element 
“eligible capital expenditure” defined, 14(5) 
Rpt not deductible, 18(1)(b) 
depreciation, see Capital cost allowance 
¢  disability-related building modifications, deductible, 
20(1)(qq) 
disability-related devices or equipment, 20(1)(rr) 
goodwill, deduction for, 20(1)(b) 
landscaping, deduction for, 20(1)(aa) 


pre-production mining expenditure, whether excluded, 
66.1(6.2) 


scientific research and experimental development, 
deductible, 37 


* site investigation fees, deductible, 20(1)(dd) 
financial institutions’, tax on, 190—190.211 
gains, see Capital gain 
income and, combined, 16(1), (4), (5) 
losses, see Capital loss 
outlay or loss, not deductible, 18(1)(b) 
property, see Capital property 
reorganization of, exchange of shares, 86(1); ITAR 26(27) 
stock, see Capital stock 
tax, see Capital tax 
thin, 18(4)-(8) 

Capital cost 

¢ allowance, see Capital cost allowance 

¢ deemed, 13(7)(7.4) 


¢¢ depreciable Ni ait acquired with government assistance, 


[SC1.1),. es 
* on death, 70(13) 
¢ reduction due to debt forgiveness, 13(7.1)(g), 80(5) 
leased property acquired, 13(5.1) 
manufacturing and processing property 


ee deemed, 13(10) 
¢ tax shelter investment, 143.2(6) 
* undepreciated, see Undepreciated capital cost 
Capital cost allowance, see also Depreciable property 
access road (forest), Reg. Sch. II:Cl. 10(p) 
acquisition year rules, Reg. 1100(2)-(2.4) 
* non-arm’s length exception, Reg. 1102(20) 
additional allowances 
certified productions, Reg. 1100(1)(1) 
Class 19, Reg. 1100(1)(n), (0) 
Class 20, Reg. 1100(1)(p) 
Class 21, Reg. 1100(1)(q) 
Class 28, Reg. 1100(1)(w) 
Class 35, Reg. 1100(1)(za.1) 
Class 38, Reg. 1100(1)(zd) 
Class 39, Reg. 1100(1)(ze) 
Class 40, Reg. 1100(1)(zf) 
Class 41, Reg. 1100(1)(y) 
fishing vessels, Reg. 1100(1)@) 
grain storage facilities, Reg. 1100(1)(sb) 
railway cars, Reg. 1100(1)(z), (z.1a) 
railway track, Reg. 1100(1)(za), (za.1), (zb) 
railway trestles, Reg. 1100(1)(za.2) 
eS 2000 compliant hardware/software, Reg. 1100(1)(zg), 
Zz 
additions and alterations, see also building (below) 
advertising sign, Reg. Sch. II:Cl. 11 
aircraft, Reg. Sch. II:Cl. 9, Sch. II:Cl. 16 
* employee’s, 8(1)G), 13(11), Reg. 1100(6) 
airplane hangar, Reg. Sch. II:Cl. 6 
airplane runway, Reg. Sch. II:Cl. 1(g), Sch. II:Cl. 17(c) 
¢ for mine, Reg. Sch. II:Cl. 10()(@i) 
amount deductible, 20(1)(a), Reg. Parts Part XI, XVII 
amusement parks, property used in connection with, Reg. 
1103(2b), 1 04(12), Reg. Sch. II:Cl. 37 
¢ defined, Reg. 1104(12) 
apparel for rental, Reg. Sch. II:Cl. 12(k) 
automobile, Reg. 1102(1)(h) 
¢ definitions, Reg. 1102(11) 
* employee’s, 8(1)G)Gi), 13(11), Reg. 1100(6) 
* exclusion, Reg. 1102(1)(h) 


general, Reg. 1102(11)-(13), Reg. Sch. II:Cl. 10(a) 
short-term rental or leasing, for, Reg. Sch. II:Cl. 16 
automotive equipment, Reg. Sch. II:Cl. 10(a) 
available-for-use rule, 13(26)—(32), 20(28), (29), Reg. 
1100(2)(a)(i), (vii) 
¢ beneficiary of trust, deduction for, 104(16), (17.1), (17.2) 
[repealed] 
° Ne ok We equipment, Reg. Sch. I[:Cl. 43.1(d)(xiu1), 
* bio-oil equipment, Reg. Sch. II:Cl. 43.1(d)(xi), 43.2(b) 
¢ book (library), Reg. Sch. U:Cl. 12(a) 
* breakwater, Reg. Sch. II:Cl. 3, Sch. II:Cl. 6 


bridge, Reg. Sch. II:Cl. 1(a) 
building, Reg. Sch. II:Cl. 1(q), Sch. Ic:Cl. 3, Sch. I:Cl. 5, Sch. 
II:Cl. 6(a), Sch. I:Cl. 8 


¢¢ addition/alteration, Reg. 1102(19), ane Sch. II:Cl. 3(g), 
Sch. II:Cl. 3(k), Sch. Ti:Cl. 6(i), Sch. II:Cl. 6(k) 


¢¢ additional allowance for use in manufacturing or processing, 
Reg. 1100(1)(a.1) 


¢¢ additional allowance for non-residential use, Reg. 
1100(1)(a.2) 

ee in designated area, Reg. Sch. II:Cl. 20 

** separate class where cost over $50,000, Reg. 1101(1ac), 
(lad), (5b) 

* cable system interface equipment, Reg. Sch. II:Cl. 10(v) 


* Canadian film or video production, Reg. 1100(1)(m), Reg. Sch. 
II:Cl. 10(x) 


*¢ separate class, Reg. 1101(5k.1) 
¢ canal, Reg. Sch. II:Cl. 1(b) 
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Capital cost allowance (cont’d) 

canoe, Reg. Sch. II:Cl. 7 

carbon dioxide pipeline, Reg: Sch. II:Cl. 49(b) 
catalyst, Reg. Sch. II:Cl. 26 

catch-all class, Reg. Sch. II:Cl.'8 

certified Class 34 properties, Reg. 1104(11) 

certified feature film, Reg. Sch. II:Cl. 12(n) 
certified films and video tapes, Reg. 1100(21)-(23) 
certified production, Reg. Sch. II:Cl. 10(w); Sch. II:Cl..12(n) 
* separate classes, Reg. 1101(5k), (51) 

chinaware, Reg. Sch. II:Cl. 12(b)) > 

Class 38 property 

* separate class, election, Reg. 1101(51) 

classes of depreciable property, Reg. Sch. II 

* inclusions in, Reg. 1103 

¢ prescribed, Reg. 1105 

* separate, Reg: 1101 

* | transfers between, Reg. 1103 

coin-operated game, Reg. Sch. II:CL. 16(f) 


combustion turbine, Reg. 1101(5t), Reg. Sch. I:Cl. 17(a-1), 
Sch. II:Cl. 48 


compression equipment, Reg. Sch. II:Cl., 7(j), (k) 
computer, see Computer: capital cost allowance 

computer software, Reg. Sch. II:Cl. 12(0) 

* limitation where tax shelter investment, Reg. 1100(20,1) 
concession, Reg. Sch. II:Cl. 14 


contractor’s movable equipment, Reg. Sch. II:Cl. 10(h), Sch. 
Il:Cl.. 22, Sch. I:Cl. 38 


corporation having degree of Canadian. ownership 


e otherwise-Class 8 property, capital cost allowance, Reg. 
Sch. II:Cl. 19 rr gad te qi 


culvert, Reg. Sch. II:Cl. 1(c) 

cutlery, Reg. Sch. II:Cl. 12(b) 

cutting rights, Reg. 1100(1)(e) 

cutting/shaping part in machine, Reg. Sch. I:Cl. 12) 
dam, Reg. Sch. II:Cl. 1(d) 

e for mine, Reg. Sch. I:Cl. 10(1) 

data cable, Reg. Sch. II:Cl. 42(b) 

data communication equipment, Reg. Sch. II:Cl. 3 

data network infrastructure equipment, Reg. Sch. H:Cl. 46 
deductions allowed, Reg. 1100, 1700 


Reg. Sch. [I:Cl. 36 

definitions, Reg. 1104 

dental instruments (small), Reg. Sch. II:Cl. 12(e) 

die, etc., Reg. Sch. II:Cl. 12(d) 

distribution equipment, Reg. Sch. II:Cl. 47 

district energy equipment, Reg. Sch. II:Cl. 43.1(a)(iti.1) 
dock, Reg. Sch. II:Cl. 3 

¢ for mine, Reg. Sch. I:Cl. 10() 

drilling vessels, Reg. 1100(1)(va) 

drive-in theatre property, Reg. Sch. II:Cl. 10(q) 
earth-moving equipment, Reg: Sch:Cl. 22, Sch:Cl. 38 

* separate class, election, Reg. 1101(51) 

electrical generatin et fe Reg. 1100(1)(t),. (ta), Reg. 
Sch. II:Cl. 1(k), Sch. IL:Cl. 1(m), Sch. Il:Cl. 2(a), Sch. T:Cl. 


8(g), Sch. II:Cl. 9(e), Sch. II:Cl. 9(f), Sch. IECI. 17(a.1), Sch, , 


I:Cl. 29, Sch. I:Cl. 34, Sch. I:Cl. 40, Sch. I:Cl. 41, Sch. 
I:Cl. 43.1, Sch. II:Cl. 43.2 
electric energy producer/distributor, Reg. Sch. II:Cl. 2(c), 
Sch. II:Cl. 8(), Sch. IH:Cl. 9(a) 


¢ electronic data-processing equipment, see Computer: capital 
cost allowance, Reg. Sch. II:Cl. 10(f), Sch. II:Cl. 29, Sch. 
II:Cl. 40 

* em eon automobile or aircraft, 8(1)G)Gi), 13(11), Reg: 
1100(6) 

¢ excess, 1975-76, defined, 138(12) 

* farming and fishing property (pre-1972), Reg. 1700-1704 

¢ fence, Reg. Sch. II:Cl. 6 


deemed depreciable property, separate classes, Reg. 1101(5g), 


used for mining, Reg. 1102(8)-(9.2), Reg. Sch. II:Cl. 10(r) 


e 
e 


e 
e 
e 
e 
e 
e 
e 
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¢ in amusement park, Reg. Sch. II:Cl. 37 
fibre-optic cable, Reg. Sch, II:Cl. 42(a) 
50% rule, Reg. 1100(2)-(2.4) 
¢ ‘non-arm’s length exception, Reg. 1102(20) 
film production, see Canadian film or video production 
films and video tapes, Reg. 1100(21)-(23), 1104(2), (10) 
first-year rule, Reg. 1100(2)-(2.4) 
fishing vessels, Reg. 1100(1)(@) 
° separate classes, Reg. 1101(2) 
fixed location fuel cell systems or equipment, Reg. Sch. II:Cl. 
43.1(a)(ii.1), 43.1(d)(xii), 43.2(b) 
franchise, Reg. 1100(1)(c), 1100(9), Reg. Sch. II:Cl. 14 
fuel upgrading equipment, Reg. Sch. II:Cl. 43.1(d)(ix), 43.2(b) 
as manufacturing/distributing equipment, Reg. Sch. II:Cl. 
iam), Sch. Il:Cl. 2(d) 
eneral-purpose electronic data processing equipment, Reg. 
Sch, ILCl. 10(f), 45, 50 , oe F 
enerating equipment, Reg. 1100(1)(t), (ta), Reg. Sch: II:Cl. 
Fk), Sch. Il:Cl. 1(m), Sch. II:Cl. 2(a), Sch. U:Cl. 2(c), Sch. 
II:Cl. 8(f), Sch. Il:Cl. 8(g), Sch. II:Cl.-9(a), Sch. I:Cl. 9(e), 
Sch. II:Cl. 9(f), Sch. If:Cl. 29, Sch. U:Ch 34, Sch. I-Cl..40 


grain storage facilities, Reg. 1100(1)(sb) 

greenhouse, Reg. Sch. II:Cl..6 

ground source heat pump system; Reg. Sch: II:Cl. 43.1(d)G@), 
43.2(b) 

half-year rule, Reg. 1100(2)—-(2.4) 

harness, Reg. Sch. II:Cl. 10(c) 

heat production/distribution equipment, Reg. Sch. H:Cl.1(p), 
Sch. II:Cl. 2(f) 

heat recovery equipment, Reg. Sch. II:Cl; 34, 43.1 
heavy water, Reg. Sch. II:Cl. 26 

hydro electric installation, Reg. Sch. II:Cl. 34 
industrial mineral mines, Reg. 1100(1)(g), Reg. Sch. V 
insurer, 13(22) 

jetty, Reg. Sch. I:Cl. 1(e), Sch. IL:Cl. 3 

jig, Reg. Sch. I:Cl. 12(d) 

kiln, Reg. Sch. II:Cl. 8 

kitchen utensils, Reg. Sch. II:Cl. 12(c) 

land excluded, Reg. 1102(2) 

last, Reg. Sch. II:Cl. 12(d) 

lease option agreements, separate classes, Reg. 1101(5) 
leased properties 

¢ buildings on, Reg. 1102(5) 

* improvements to, Reg. 1102(4) 


leasehold interest, Ree 1100(1)(b), .1102(4)-(6), Reg. Sch. 
II:Cl. 13, Reg. Sch. If 


* acquired before 1949, Reg. 1102(6) 

¢ Expo ’67 or ’86, Reg. Sch. II:Cl. 23 

* separate classes, Reg. 1101(5h) 

leasing properties, Reg. 1100(15)-(20) 

¢ non-arm’s length exception, Reg. 1102(20) 

* separate classes, 1101(5c) 

licence, Reg. Sch. II:Cl. 14 

life insurer, 13(23) 

linen, Reg. Sch. II:Cl: 12(g) 

liquefied natural gas facility, Reg. Sch. II:Cl. 47(b) 
locomotive, Reg. Sch. II:Cl. 6, 7(i) 

logging equipment, Reg. Sch. II:Cl. 10(0) 
machinery/equipment, Reg. Sch. II:Cl. 8, Sch. II:Cl. 29, Sch. 
II:Cl. 43 

manufacturing/processing business, Reg. 1102(15), (16) 
¢ excluded activities, Reg. 1104(9) 

* new, in designated area 

*¢ property used in, Reg. Sch. If:Cl. 21 

° pro ay used in, Reg. Sch. II:Cl. 29, Sch. I:Cl..40, Sch. 
marine railway, Reg. Sch. II:Cl. 7 

medical instruments, Reg. Sch. II:Cl. 12(e) 

mine buildings, Reg. Sch. II:Cl. 10(g); Sch. H:Cl. 41 
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mine enter etch eid Sch, II:Cl. 10(k), Sch. II:Cl. 10(), 
Sch. II:Cl. 10(m), Sch. ICI. 41 


mine property, Reg. 1100(1)(w), (x), 1100A, Reg. Sch. II:Cl. 
28, Sch. II;Cl. 41 

mine shaft etc., Reg. Sch. If:Cl. 12(f) 

mining, definitions, Reg. 1104(5)+(8) 

misclassified property, 13(6) 

mold, Reg. Sch. I:Cl. 12(d) 

mole, Reg. Sch. II:Cl. 1(f), Sch, I:Cl. 3 

motion picture film, Reg. Sch. I:Cl. 10(s), Sch. I:Cl. 18 
multiple-unit residential buildings, Reg. Sch. I:Cl. 31, Sch. 
TLGh. 3.2 

* separate classes, Reg. 1101(5b) 

natural gas distribution pipeline, Reg. Sch. II:Cl. 51 

network equipment, Reg. Sch. II:Cl. 46 

non-residents, Reg. 1102(3) 

none, while election in force, ITAR 26.1(2) 

offshore drilling vessels 

¢ additional allowance, Reg. 1100(1)(va) 

* separate classes, Reg. 1101(2b) 

oil or gas well equipment, Reg. Sch. II:Cl. 10@), Sch. II:Cl. 41 
oil refinery property, Reg. Sch. I:Cl. 10(u), Sch. I:Cl. 41 
a storage tank, Reg. Sch. II:Cl. 6, Sch. II:Cl. 29, Sch. T:Cl. 


outdoor advertising structures, Reg. Sch. I[:Cl. 8(1), Sch. I:Cl. 
11 


¢ separate class, election, Reg. 1101(51) 
overburden removal cost, Reg. Sch. II:Cl. 12(q) 
parking area, Reg. Sch. II:Cl. 1(g) 

¢ for mine, Reg. Sch. II:Cl. 10(1) 


Petia resident’s otherwise-Class 8 property, Reg. Sch. II:Cl. 
1 


partnership property, excluded, Reg. 1102(1a) 


atent, Reg. 1100(1)(c), 1100(9), Reg. Sch. II:Cl. 14, Sch. 
I:Cl. 44 


pattern, Reg. Sch. II:Cl. 12(d) 


photovoltaic equipment, Reg. Sch. II:Cl. 43.1(d)(vi), Sch. II:Cl. 


43.1(d)(xiii), Sch. If:Cl. 43.2(b) 

pinball machine, Reg. Sch. II:Cl. 16(f) 

pipeline, Reg. Sch. II:Cl. 1(1), Sch. If:Cl. 2(b), Sch. I:Cl. 49 
¢ for mine, Reg. Sch. II:Cl. 10() 

* separate classes, Reg. 1101(51), (5j) 


eee control equipment, Reg. 1100(1)(t), Reg. Sch. II:Cl. 
4, Sch. If:Cl. 27 


prescribed classes of depreciable property, Reg. 1105 

pag) acquired by transfer, amalgamation or winding-up, 
eg. 1102(14), (14.1) 

¢ non-arm’s length exception, Reg. 1102(20) 

property acquired in the year, Reg. 1100(2)-(2.4) 

* non-arm’s length exception, Reg. 1102(20) 

property not included in classes, Reg. 1102 

pulp mill, Reg. Sch. II:Cl. 5 

pumping equipment, Reg. Sch. II:Cl. 7G), Sch. I:Cl. 7(k) 

radar equipment, Reg. Sch. II:Cl. 9 

ft communication equipment, Reg. Sch. I:Cl. 8, Sch. II:Cl. 


rail suspension device, Reg. Sch. II:Cl. 7(h)(i), Cl. 35(b) 


pees cars, Reg. 1100(1)(z), (z.1a), Reg. Sch. I:Cl. 7(h)(ii), 


* separate classes, Reg. 1101(Sd)—(5d.2) 


railway locomotive, Reg. Sch. II:Cl. 6(j), Sch. II:Cl. 7(i), Sch. 
II:Cl. 10(y) 


railway property, Reg. 1100(1)(zc) 

railway sidings, Reg. 1100(8) 

railway system, Reg. Sch. II:Cl. 4 

railway tank car, Reg. Sch. II:Cl. 6 

railway track, Reg. 1100(1)(za.1), (zb), Reg. Sch. I[:Cl. 1(h) 
¢ for mine, Reg. Sch. II:Cl. 10(m), Sch. I:Cl. 41 

* separate classes, Reg. 1101(5e), (S5e.1) 


eee ee @ e 


railway traffic control equipment, Reg. Sch, II:Cl. 1(i) 
rapid transit car, Reg. Sch. II:Cl. 8 
rates for various classes of property, Reg. 1100(1) 
recapture, 13(1); ITAR 20(2) 
charitable donation of property 
by corporation, 110.1(3)(b)(i) 
by individual, 118.1(6)(b)(ji) 
passenger vehicle, 13(2) 
R&D expenditures previously deducted, 37(6) 
rollover where property replaced, 13(4), (4.1) 
vessels, 13(13), (15), (16) 
reclassification of property, 13(5) 
recreational property, Reg. 1102(17) 
regulations, Reg. Part XI 
rental properties, Reg. 1100(11)—(14.2) 
non-arm’s length exception, Reg. 1102(20) 
separate class for each, Reg. 1101(1ac)—(lae) 
revocation of certificates (Class 34 properties), Reg. 1104(11) 
river improvements, Reg. 1102(7) 
roadway, Reg. Sch. II:Cl. 1(g), Sch. U:Cl. 17 
for mine, Reg. Sch. I:Cl. 10(1) 
roller skating rink floor, Reg. Sch. I:Cl. 10(i) 
rowboat, Reg. Sch. II:Cl. 7 
rules re property, Reg. 1102 
runway, see airplane runway (above) 
scale, metric, for retail use, Reg. Sch. II:Cl. 12(p) 
scow, Reg. Sch. II:Cl. 7 
separate classes, see Separate classes for capital cost allowance 
sidewalk, Reg. Sch. II:Cl. 1(g) 
sleigh, Reg. Sch. I[:Cl. 10(d) 
software, see computer software (above) 


solar heatin be Reg. Sch. If:Cl. 34, Sch. IcCl. 
43.1(d)(), Sch. I:Cl. 43. 2b) 
stable equipment, Reg. Sch. II:Cl. 10(c) 
steam generating equipment, Reg. Sch. II:Cl. 34 
storage area, Reg. Sch. II:Cl. 1(g) 
for mine, Reg. Sch. I:Cl. 10(1) 
subway, Reg. Sch. II:Cl. 1G) 
ye software, Reg. 1104(2), Reg. Sch. II:Cl. 10(£), Sch. 
U:Cr 29, Sch. Tf: C140 


tableware, Reg. Sch. II:Cl. 12(b) 


tan, ae capital property not elsewhere specified, Reg. Sch. 
I:Cl. 8(4) 


tank (oil or water), Reg. Sch. II:Cl. 8 
taxation year less than 12 months, Reg. 1100(3) 
taxicab, Reg. Sch. II:Cl. 16 
telecommunication spacecraft, Reg. Sch. I:Cl. 10(f.2), Sch. 
II:Cl. 30(a) 
separate classes, Reg. 1101(5a) 
telephone cable, Reg. Sch. II:Cl. 42(b) 
ae at rate equipment, Reg. Sch. II:Cl. 3, Sch. T:Cl. 


telephone/telegraph system, Reg. Sch. H:Cl. 17 

television commercial, Reg. Sch. II:Cl. 12(m) 

terminal loss, 20(16) 
limitation re franchise or licence exchanged, 20(16.1)(b) 
limitation re passenger vehicles, 20(16.1)(a) 


tidal energy, electricity generation equipment, Reg. Sch. IL:Cl. 
43.1(d)(xiv), Sch. II:Cl. 43.2 


timber cuttin peiclealing equipment etc., Reg. Sch. I:Cl. 10(n), 
Sch. I:Cl. 1 


timber limits and cutting rights, Reg. 1100(1)(e) 
separate classes, Reg. 1101(3) 

timber resource property, Reg. Sch. II:Cl. 33 

seeks 


Cape for Sons Reg. Sch. II:Cl. 10(b), Sch. I:Cl. 29, 
ch. II:Cl. 4 


small, Reg. ae II:Cl. 12(h) 


¢ “total depreciation” defined, 13(21) 
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townsite costs for mine, Reg. 1102(18 led Re Sch. 
II:Cl. 101) a ct) tnepee IK 5 


trailer, Reg. Sch. II:Cl. 10(e) 

tramways, Reg. Sch. II:Cl. 4 

transferred property, 13(5) 

transmission equipment, Reg. Sch. II:Cl.'47 

trestles, Reg. 1100(1)(za.2), (zb), Reg. Sch. II:Cl. 3 

* separate classes, Reg. 1101(5e.2), (5f) 

tunnel, Reg. Sch. II:Cl. 1(j) 

undepreciated capital cost, defined, 13(21) 

see aeoage storage cost, Reg. Sch) I:Cl. 10(f:1), Sch. T:Cl. 


* uniforms, Reg. Sch. II:Cl. 12(k) 

¢ vat, Reg. Sch. II:Cl. 8 

° vessels, Reg. 1101(2)-(2b), Reg. Sch. II:Cl. 7 

°° certified, Reg. 1100(1)(v), 1101(2a) 

*¢ separate classes; Reg. 1101(2)=(2b) 

* video game, Reg. Sch. II:Cl. 16(f) 

° Hsreas Reg. Sch. II:Cl. 10(s), Sch. I:Cl. 12(1), Sch. I:Cl. 
m 

* videotape cassette for rental, Reg. Sch, II:Cl. 12(r) 

¢ wagon, Reg. Sch. II:Cl. 10(d) 


* waste-fuelled thermal energy system, Reg. Sch. II:Cl. 
43.1(d)(ix), Sch. II:Cl. 43.5¢b) 
° 100) distributing equipment, tog Sch, II:Cl. 1(0), Sch. I:Cl. 
e 
* water storage tank, Reg. Sch. II:Cl. 6, Sch. [[:Cl. 29, Sch. 
II:Cl. 40 


* wave energy, electricity generation equipment, Reg. Sch. II:Cl. 
43.1(d)(xiv), Sch. II: "Ch 3 3:2 4 


wharf, Reg. Sch. II:Cl. 3, Sch. II:Cl. 6 

¢ for mine, Reg. Sch. II:Cl. 10(1) 

wind energy conversion system, Reg. Sch. I:Cl. 34 
windmill, Reg. Sch. II:Cl. 3 

woods assets, Reg: Sch. IV 

e year 2000 compliant hardware/software, Reg. 1100(1)(zg), (zh) 
Capital deduction 

¢ for financial institutions tax 

ee deducted in computing amount subject to tax, 190.1(1) 
ee defined, 190.15 

¢ for large corporations tax 

e¢ deducted in computing amount subject to tax, 181.1(1)(b) 
ee defined, 181.5 

Capital dividend, 83(2) 

* account, see Capital dividend account 

¢ amalgamation, on, 87(2)(x)(ii) : 

¢ election to treat dividend as, 83(2), (2.2)-(2.4) 

e¢ form and manner of making, Reg. 2101 

e* where not available, 83(2.1) 

* paid to non-resident, 212(2)(b) 

ee through trust, 212(1)(c)(i) 

* private corporation, Reg. 2101 

Capital dividend account 

* amalgamation, on, 87(2)(z.1) 

* corporation ceasing to be exempt, 89(1.2) 

e defined, 89(1) 

¢ “designated property” defined, 89(1) 

* dividend payable before May 7, 1974, ITAR 32.1(4) 

* gift by corporation, 89(1)“capital dividend account’(a)(i)(A) 


life insurance proceeds 
° after May 23, 1985, 89(1)“capital dividend account’(d) 
° before May 24, 1985, 89(1)“capital dividend account’(e) 
* exclusion from anti-avoidance rule, 83(2:3) 
payment out of, see Capital dividend 
prescribed labour-sponsored venture capital-corporation, of, 
deemed nil, 131(11)(e) 

¢ where control acquired, 89(1.1) 
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Capital element 
¢ annuity, of, deductible, 60(a) 
* blended payment, 16(1), (4), (5); 20(1)(k) [repealed] 
° government annuity, of, 58(4) 
Capital gain, see also Capital gains and losses 
¢ allocation of 
ee credit union, by, 137(5.1), (5.2) 
¢ convertible property, 51 
¢ deduction, see Capital gains deduction 
° deemed 
e¢ capital gains stripping, 55(2)-(5) 
ee debt forgiveness, 80(12) 
e¢* negative adjusted cost base, 40(3) 
eee of passive partnership interest, 40(3.1) 
¢ defined, 39(1)(a), 40(1)(a) 
° Sasi 1 instead of, on disposition of share of foreign affiliate, 
donation of publicly traded shares, 38(a.1) 
* partnership interests exchangeable for, 38(a.3) 
exchanges of property, 44 
failure to report, 110.6(6) 
foreign affiliate, of 
¢ election re, Reg. 5902 
income, 3 
life insurer’s pre-1969 property, 138(11.2) 
listed personal property 
¢ taxable net gain, 41 
non-resident, 115(1)(b) 
¢  prorating for gains before May 1995, 40(9) 
not included in income from property, 9(3) 
principal residence 
¢ exemption, 40(2)(b) 
e farmer’s, 40(2)(c) 
recovery of bad debt, 39(11) 
reserve, see Reserve: capital gain 
rollover, see Rollover 
shares or exchangeable partnership interests, donation of, 
38(a.1), (a.3) 
specified, deductions for, 126(5.1) 
stripping, 55(2)—(5) 
taxable 
beneficiary’s, designated by trust, 104(21.1), (21.2) 
defined, 38(a), 248(1) 
definitions, 54 
excluded from income of certain exempt organizations, 
149(2) 
foreign affiliate, of, 95(2)(f) 
insurer’s, 138(2)(b), 142 
net, of trust, 104(21.3) 
partnership, of, 96(1.7) 
trust’s, designation to beneficiary, 104(21) 
° taxed 
ee defined, 130(3) 
* treaty rules, Canada-U.S. Tax Treaty:Art. XIII 


Capital gains and losses, see also Capital gain; Capital loss 
° pauster cost base of property owned on Dec. 31/71, ITAR 
application of subdivision c, ITAR 26(1) 

becoming resident, on, 128.1(1)(b) 

ceasing to be resident, on, 128.1(4)(b) 

deemed, from property transferred to spouse, 74.2(2) 
deemed acquisition or disposal of property, 45 


as nee after June 18/71 where not at arm’s length, ITAR 

¢ disposition before 1972, ITAR 26(5) 

¢ disposition subject to warranty, 42 

¢ disposition to corporation controlling or controlled by taxpayer, 
40(2)(a)(i) 

e dividend in kind, cost of, 52(2) 
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Capital gains and losses (cont’d) 


employees profit sharing plan, allocated under, 144(4)-(4.2) 
exempt person, of, 40(2)(a)(i) 
fair market value of securities, ITAR 26(11) 
foreign affiliate, of, 95(2)(f) 
foreign exchange, 39(2) 
identical properties, 47 
“‘listed-personal-property loss” defined, 41(3) 
lottery prize, 40(2)(f) 
meaning of, 39(1) 
negative adjusted cost base deemed gain, 40(3), (3.1) 
non-resident taxpayer, 40(2)(a)(i) 
options, see Option 
partial dispositions, 43 
personal-use property, 46 
corporation, 46(4) 

prizes, 52(4) 
property whose value included in income, cost of, 52(1) 
purchase of bond etc. by issuer, 39(3) 
reacquired property, ITAR 26(6) 
rollover, see Rollover 
stock dividends, 52(3) 
Valuation Day, ITAR 24, 25 
Capital gains deduction, 110.6 
e allowable business investment loss, interaction, with, 39(9), 
110.6(1)“annual gains limit’’B(b), 110.6(1)“cumulative gains 
limit’(b) 

anti-avoidance rules, 110.6(7)—(11) 

beneficiary of trust, 104(21.2) 
* transitional rule for 2007, 104(21.21)-(21.24) 
definitions, 110.6(1) 

determination of income while not resident, 110.6(13) 


a e eo e e e e e ° e e e ° e ° e e e e e e e ° 
e 


election re cost of property owned on Dec. 31/71, ITAR 26(7) 


¢ mutual fund corporation, 131(1)-(1.4), Reg. 2104 


on taxable Canadian property, deemed dividend to non- 
resident, 131(5.1), (5.2) 


e a ap naptalegiaibe investment corporations, 133(7.1), Reg. 
105 


Capital gains dividend account 
* mutual fund corporation, 131(6)“capital gains dividend 


account” 


* non-resident-owned investment corporation, of 


defined, 133(8) 


Capital gains exemption, see Capital gains deduction 
Capital gains pool [repealed] 
¢ of registered charity 


defined, 149.1(1) 


reduces disbursement quota, 149.1(1)“disbursement 
quota” A.1(b)(ii) 


Capital gains redemptions 
* mutual fund corporation, 131(6)“capital gains redemptions” 
¢ mutual fund trust, of, 132(1) 


defined, 132(4) 


Capital gains refund 
* investment corporation, 130(2) 
* mutual fund corporation, to, 131(2), (3) 


interest on, 131(3.1) 


on taxable Canadian property, deemed dividend to non- 
resident, 131(5.1), (5.2) 


¢ mutual fund trust, to, 132(1), (2) 


interest on, 132(2.1) 


on taxable Canadian property, deemed dividend to non- 
resident, 132(5.1), (5.2) 


Capital gains stripping 
* anti-avoidance rules, 55(2), (3.1) 


* exemption for butterfly transaction, 55(3)(b) 

e exclusion for cross-border purchase butterfly, 55(3.1) 
Capital interest (in a trust), see Trust (or estate): capital interest 
in 

Capital loss, see also Capital gains and losses;,Net capital loss 


double-dipping restriction, see Cumulative net investment loss 
election to trigger gain before corporation goes public, 48.1 
election to trigger gain on Feb. 22/94, 110.6(19)-(30); ITAR 
26(29) 


*¢ cumulative eligible capital, 14(9) 
¢¢ depreciable capital property ¢ allowable 
ee cost, 13(7)(e.1) ** defined, 38(b) 
*** no recapture, 13(21)“undepreciated capital cost”F ee foreign affiliate, of, 95(2)(f) 
°° excessive, 14(9), 110.6(19)(a)(@i)(C)dD, 110.6(22)(a)B, e¢ partnership, of, 96(1.7) 
110.6(28) ¢ bad debt, 50(1) 
*¢ non-qualifying real property, 110.6(21) *¢ —personal-use property, 50(2) 
¢¢ option, 40(3.2) ¢ deduction for, 3 
*¢ partnership interest, 110.6(23) ¢ defined, 39(1)(b) 
*¢ penalty for late election, 110.6(29) * disposition of bond, etc., by corporation, 40(2)(d) 
*¢ principal residence, 40(2)(b)A, D, 40(7.1) ¢ disposition of debt, limitations on, 40(2)(e.1), (e.2), 40(2)(g)(Gi) 
*¢ shares from employee stock option, 110.6(19)(a)(i)(A)B ¢ disposition of property to affiliated person, 40(3.3), (3.4) 
* failure to report gains, 110.6(6) * disposition of property to person controlling or controlled by 
* individual deemed resident in Canada, 110.6(5) corporate taxpayer, 46(3.3 , (3.4) 
* interest expense, effect of, see Cumulative net investment loss * labour-sponsored venture capital corporation, disposition of 
* maximum, 110.6(4) shares of, 40(2)(i) 
* non-qualifying real property, defined, 110.6(1) * net, see Net capital loss 
* other property, 110.6(3) * not included in loss from property, 9(3) 
* partnership look-through rule, 110.6(14)(d.1) * personal-use property, 40(2)(g)(iii) 
. prescribed shares, Reg. 6205 ° pre-1986 balance, defined, 111(8) 
* qualified farm property, 110.6(2) * reassessment, 152(6)(a) 
* qualified fishing property, 110.6(2.2) ¢ restricted, 40(2), see also Stop-loss rules 
* qualified small business corporation shares, 110.6(2.1) * scientific research tax credit, unused, 39(8) 
* specified capital gains, 126(5.1) ¢ shares of bankrupt corporation, 50(1) 
¢ spousal trust, of, 110.6(12) ¢ shares of controlled corporation, disposition of, 40(2)(h) 
* transitional addition for 2007, 110.6(2.3) * shares of foreign affiliate, disposition of, 93(2)—(2.3), (4) 
* where amount deemed proceeds of disposition rather than * stock savings plan, disposition of shares of, 40(2)(i) 
dividend, 183.1(7) * stop-loss rules, see Stop-loss rules 
* where not permitted, 110.6(7), (8), (11) * superficial, 40(2)(g)(i), 54‘‘superficial loss” 
Capital gains dividend * unused share-purchase tax credit, 39(7) 
* investment corporation, Reg. 2104 * venture capital corporation, disposition of shares of, 40(2)(1) 


* mortgage investment corporation, 130.1(4), Reg. 2104.1 
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watranty, outlay or expense under, 42 


Topical Index 


Capital property, see also Disposition; Property 

adjusted cost base of, see Adjusted cost base 

amalgamation, on, 53(6), 87(2)(e) 

certain shares deemed to be, 54.2 

deceased taxpayer’s, 70(5) 
fair market value, 70(5.3) 

defined, 54, 248(1); ITAR 26(12)“capital property” 

depreciable, see Depreciable property 

eligible, see Eligible capital property 

“eligible property” for transfer to corporation by shareholder, 

85(1.1)(a) 

¢ gifts of, 118.1(6) 

*¢ by corporation, 110.1(3) 

¢ non-depreciable 

** change of control of corporation, 111(4)(c)-(e) 

¢ share 

loss on, 112(3) 

¢ transfer of, to corporation, ITAR 26(5.2) 

Capital setoff adjustment, see Transfer pricing capital setoff 

adjustment 

Capital stock 

¢ “class” interpretation, 248(6) 

¢ tax-deferred preferred series, Reg. 2107 

Capital surplus, see Pre-1972 capital surplus on hand 

Capital tax 

defined, re insurance reserves, Reg. 1408(1) 

financial institutions tax, Part VI (190-190.24) 

Large Corporations Tax, Part I.3 (181—181.8) 

provincial, deductibility of, 18 

treaty restrictions, Canada-U.S. Tax Treaty:Art. XXIII 

Capitalization, thin, 18(4)—(8) 

Capitalization of interest 

e election, 21 

Captioning services 

e disability supports deduction, 64(a)A(ii)(A) 

¢ medical expense credit, 118.2(2)(1.4) 

Car, see Automobile; Passenger vehicle 

Carbon dioxide transmission pipeline 

* capital cost allowance, Reg. Sch. II:Cl. 49(b) 

Career retraining, see Job retraining 

Caregiver 

e tax credit, 118(1)B(c.1) 

Caribbean Development Bank 

¢ bonds of, qualified investment for RRSP etc., 204“qualified 
investment’(c.1) (formerly Reg. 4900(1)())(iv)) 

Carpenter 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Carrier 

¢ defined, 146.3(1)“carrier” 

for RRIF, Reg. 215(1) 

Carryback, see also Carryforward 

¢ charitable donations, from year of death, 118.1(4) 

¢ disbursement excess of charity, 149.1(20) 

* effect on interest payable, 161(7), 164(5), (5.1) 

e investment tax credit, unused, 127(5)(a), 127(9)“investment tax 

credit’’(c) 

losses, 111(1) 
after amalgamation, 87(2.11) 
after emigration, against gains deemed on emigration, 
128.1(8) 

* amendment to earlier return, 152(6)(c) 

* employee life and health trust, 111(7.3) 

¢ foreign accrual property, 152(6.1), Reg. 5903(1)(b) 


from estate, to taxpayer’s year of death, 164(6) 
mutual fund investment of non-resident, 218.3(6) 
RRIF, in, after death, 146.3(6.3), (6.4) 


e RRSP, in, after death, 146(8.92), (8.93) 
RRIF losses after death, 146.3(6.3), (6.4) 
RRSP losses after death, 146(8.92), (8.93) 


Carryforward 


Carrying charges 
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business losses, 111(1)(a) 
Canadian life investment losses (Part XII.3 tax), 211,1(2) 
capital losses (net capital losses) 
* against capital gains, 111(1)(b), 111(1.1) 
¢ against other income in year of death, 111(2) 
e defined, 111(8)“net capital loss” 
e pre-1986, against other income, 111(1.1) 
charitable donations 
* corporation, 110(1) 
¢ credit, 118.1(1)“total charitable gifts” 
e deduction to corporation, 110.1(1)(a) 
e individual, 118.1(1) 
deposit insurance corporation, losses of, 137.1(11)(a) 
disbursement excess of charity, 149:1(20) 
education credit, 118.61 
emigration deemed gains, 128.1(8) 
employee life and health trust losses, 111(7.3) 
expense, against reimbursement or assistance, 12(2.2) 
FAPI, foreign taxes against, 91(4) 
farm land disposed of by partnership, loss on, 101 
farm losses, 111(1)(d) 
e restricted, 111(1)(c) 
foreign accrual property losses, Reg. 5903(1)(a) 


foreign affiliate’s forgiven debt, 95(1)‘foreign accrual property 
income’A.2, G 

foreign bank’s Canadian affiliate’s losses, 142.7(12) 

foreign tax credits, unused, 126(2)(a), 126(2.3), 126(7)“unused 
foreign tax credit” 

gifts to charity 

¢ credit, 118.1(1)“total charitable gifts” 

¢ deduction to corporation, 110.1(1)(a) 

home office expenses, undeducted, 8(13)(c), 18(12)(c) 

interest paid on purchase of shares, 20(1)(q)(ii) 

interest paid on student loan, 118.62:B 

investment tax credit, 127(9)“investment tax credit’’(c)—(h) 
legal fees to obtain retiring allowance or pension benefit, 
60(0.1)(i) 

limited partnership losses, 111(1)(e) 

listed personal property losses, 41(2)(b) 

minimum tax, 120.2(1) 

mutual fund losses of non-resident, 218.3(3) 

net capital losses, see Capital loss 

non-capital losses, 111(1)(a), 111(8)“non-capital loss” 
non-deductible home office expenses, 8(13)(c), 18(12)(c) 

Part IV tax, losses, 186(1)(d) 

patronage dividends, 135(2.1) 

pre-1986 capital losses, 111(1.1) 

RRSP contributions not yet deducted, 146(5)(a) 

RRSP deduction room, 146(1)“RRSP deduction limit” “unused 
RRSP deduction room” 


reduction of balances on debt forgiveness, 80(3), (4) 
refundable dividend tax on hand, 129(3)(c) 
repayment of support payments, 60(c.2) 
research and development expenses, 37(1) 
¢ partnership, disallowed, 96(1)(e.1) 
restricted farm losses, 111(1)(c) 

scientific research expenses, 37(1) 
student loan interest credit, 118.62:B 
surtax credit, unused 

* against Part I.3 tax, 181.1(4)(b) 
* against Part VI tax, 190.1(3)(b) 

tuition credit, 118.61 


interest accrued on bond, 20(14) 
interest paid, see Interest (monetary): deductible 
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Carrying charges (cont'd) 

* safety deposit box rental, 9(1) 
Carrying on business in Canada 
* extended meaning of, 253 

* non-Canadian corporations 
¢¢ additional tax, 219 

* non-resident, 115(1)(a) 

¢¢ liability for tax on, 2(3)(b) 
* part-year resident, 114 
Carrying value (of property) 

¢ defined 


ee for small business investment capital gain rollover, 44.1(1) 


Carryover of losses, see Carryback; Carryforward 
Carve-out arrangements 

* resource properties acquired from tax-exempt person, 66.6 
Carved-out income 

e deduction under Part I, 66(14.6) 

¢ defined, 209(1) 

* partnership deemed person, 209(6) 

* tax on, 209(2) 

*¢ payment, 209(4) 

** return, 209(3) 

Carved-out property 

¢ defined, 209(1) 

¢ definitions, 209(1) 

* exclusions from, Reg. 7600 

* prescribed property, Reg. 7600 

Cash flow adjustment 

* insurance corporation, Reg. 2412 

Cash method of computing income 

¢ becoming non-resident, on, 28(4), (4.1) 

changing from, 28(3) 

defined, 28(1), 248(1) 

farming or fishing business, 28(1)-(3) 
eae ceasing to carry on business in Canada, 28(4), 
Cash-out of employee stock option, 7(1)(b.1), (d.1) 
Cash purchase ticket 

* grain, for 

ee when amount included in income, 76(4) 

Cash register, electronic 

* capital cost allowance, Reg. Sch. II:Cl. 12(s)(1) 
Cash surrender value 

¢ of insurance policy, defined, 148(9), Reg. 310, 1408(1) 
Catalyst 

* capital cost allowance for, Reg. Sch. II:Cl. 26 
Catch 

e defined, Reg. 105.1(1) 

Catheters and related products 

¢ medical expense credit, 118.2(2)(i.1) 

Cattle 

¢ basic herd maintained since 1971, deduction, 29 

¢ breeding, 80.3(1)“breeding animals”’(b) 

¢ dairy farming, 248(1)“farming” 


exhibiting and raising, 248(1)“farming” 

inventory, valuation of, 28(1.2) 
Ceasing to act as agent of beneficiary 
* constitutes disposition, 248(1)“disposition’’(b)(v) 
Ceasing to be a financial institution, 142.6(1)(a), (c) 
Ceasing to be qualifying environmental trust, 107.3(3) 
Ceasing to be resident in Canada, see also Former resident 
* attribution rule, application to deemed disposition, 74.2(3) 
* corporation, see Continuance 
* deemed disposition of property, 128.1(4)(b) 
ee election for, 128.1(4)(d) 


¢¢ instalment obligation not increased, 128.1(5) 

*¢ returning former resident, 128.1(6), (7) 

*¢ stock option income excluded, 7(1.6) 

¢ demand for payment of taxes owing, 226(1) 

¢ departure tax, 128.1(4) 

¢¢ additional tax on corporations, 219.1, 219.3 

*¢ security for, 220(4.5)-(4.54) 

* employee life and health trust, 128.1(4)(b.1) 

¢ farmer or fisherman, 28(4), (4.1) 

¢ fiscal period end, 128.1(4)(a.1) 

* foreign tax credit after emigration, 126(2.21) 

** trust beneficiary, 126(2.22) 

¢ Home Buyers’ Plan income inclusion, 146.01(5) 

¢ information return, 128.1(9) 

¢ Lifelong Learning Plan income inclusion, 146.02(5) 

¢ loss after emigration, 128.1(8) 

° piling to United Kingdom, Canada—U.K. Tax Convention 
Art. 13:9 


* moving to the United States, Canada-U.S. Tax Treaty:Art. 
XI1:6 


negative cumulative eligible capital balance, 14(8)(a) 
payment of tax 
¢ election to defer, 220(4.5)-(4.54), Reg. 1301 
post-emigration loss, 128.1(8) 

reporting of assets, 128.1(9) 

rollovers of shares after emigration ignored, 128.3 

security for departure tax, 220(4.5)-(4.54) 

seizure of goods and chattels for non-payment of tax, 226(2) 
to pursue research under grant, 115(2)(b.1) 

trust, deemed, 94(5) [proposed] 

trust deemed to dispose of property on transferor’s emigration, 
104(4)(a.3) 
Ceasing to carry on business, see also Death of taxpayer; Sale: 
business, of; Winding-up 
* accounts receivable, 28(5) 

business income of individual, effect on, 34.1(8)(a) 
disposition of depreciable property after, 13(8), 20(16.3) 
eligible capital property, 24(1) 

farming business, 28(4), (5) 

general rules, 22—25 

information returns to be filed, Reg. 205(2) 

non-resident, 10(12), (14) 

subsequent transactions 
* repayment of assistance, deduction relating to eligible 

capital expenditure, 20(1)(hh.1) 

ee sale of inventory, 23(1) 
Ceasing to use eligible capital property in business 
¢ non-resident, 14(14) 
Ceasing to use inventory in business 
* non-resident, 10(12), (14) 
Ceasing to use property in Canadian business 
¢ non-resident financial institution, 142.6(1.1) 
Celiac disease patients, medical expense credit for gluten-free 
food costs, 118.2(2)(r) 
Cemetery arrangements, see Eligible funeral arrangement; 
Funeral services 
Cemetery care trust 
¢ defined, 148.1(1), 248(1) 


* emigration of individual, no deemed disposition, 
128.1(10)“excluded right or interest’’(e)(11i) 


¢ excluded from various trust rules, 108(1)“‘trust’’(e.1) ~ 

¢ rollover to new trust, 248(1)“disposition’’(f)(vi) 

Cemetery services 

¢ defined, 248(1) 

¢ provision of under eligible funeral arrangements, 148.1(2)(b)() 
Central paymaster 

* provincial allocation of corporate income, Reg. 402.1 
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Certificate 
accredited film or video production, 125, 5( 1), (6) 
amount payable, re, 223(2) 
* application of, 223(1) 
* charge on land, 223(5), (6) 
¢ costs, 223(4) 
* registration in Court, 223(3) 
*¢ binding under provincial laws, 223(8) 
°° proceedings re, 223(7) 
ee sale of property, 223(9) 
* sale of property 
*¢ application by Minister for Federal Court order, 223(1 1) 
ee requirements re documentation, 223(10) 
* total amount, “prescribed rate” sufficient details, :223(12) 
before distribution of estate etc., 159(2) 
¢ failure to obtain, 159(3) 
Canadian film or video production, 125.4(1) 
change of ownership, Reg. 502 
clearance, 159(2), (3) 
dispositions of property by non-resident, 116(2), (4), (5.2) 
ecologically sensitive land, 110.1(1)(d), 118.1(1)“total 
ecological gifts” 


employer’s, re employees’ expenses, 8(10) 

fair market value of ecological gift, 118.1(10:5) 

oil/gas well, re, 66.1(6)““Canadian exploration:expense”’(d)(iv) 

¢ ceasing to be valid; 66.1(10) 

ownership, 234, Reg. 207 

participation, Canadian Wheat Board, 161(5) 

Certificate of completion 

¢ defined, for Canadian film/video credit, Reg. 1106(1) 

Certification deadline 

¢ defined, Reg. 1106(1)“certificate of completion” 

Certification fee paid to bank, 20(1)(i) [repealed] 

Certifiable past service event 

¢ defined, Reg. 8300(1) 

Certified feature film 

° cine cost allowance, Reg. 1100(21)-(23), Reg. Sch. II:Cl. 

n 

ee add-back for minimum tax purposes, 127.52(1)(c) 

e defined, Reg. 1104(2) 

e information returns, Reg. 225 

Certified production 

* capital cost allowance, Reg. 1100(21)-(23), Reg: Sch. II:Cl. 
10(w), Sch. I:Cl. 12(n) 

ee add-back for minimum tax purposes, 127.52( Ne) 

ee additional, Reg. 1100(1)() 

ee separate class, Reg. 1101(5k), (Sl) 

¢ defined, Reg. 1104(2) 

e information returns, Reg. 225 

Certified. property, defined, 127(9) 

Chamber of commerce 

* exemption, 149(1)(e), 149(2) 

¢ information return, whether required, 149(12) 

Change in use 

* capital property, 45 

¢ depreciable property, 13(7)(a), (b) 

* property of insurer, 138(11.3), (11.31) 

* research property, changed to commercial use, 127(27), (29) 

Change of address 

* cost of, deduction, 62(3)(h) 

Change of control, see Control of corporation: change of: 

Charging provisions, see Liability for tax 

Charitable donations/gifts, see Gifts and donations 

Charitable foundation, see also Charity; Private foundation; 

Public foundation; Registered charity 

* charitable purposes of, 149.1(6.1) 

* corporation controlled by, 149.1(12) 
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¢ defined, 149.1(1), Reg. 3700 

¢ disbursement quota, 149.1(1)“disbursement quota” Reg. 3701 

e « » deliberate reduction of, tax on, 188(3), (4): 

* political activities of, 149.1(6.1) 

¢ prescribed amount, 149.1(1)“disbursement ‘quota’”C 

ee  Minister’s authority re determination of, 149.1(1.2) 

° aN yee, rules, 149.1(1)“divestment obligation percentage”, 
c 

* transfer of property 

ee tax on, 188(3), (4) . 

¢ value of property, determination of, Reg. 3702 

Charitable organization, see also Charity; Registered charity 

¢ business activities of, 149.1(6) 


ee penalty for carrying on unrelated business, 188.1(1)(b), 
188.1(2)(b) 


ee ‘revocation for carrying on unrelated business, 149.1(2)(a) 

¢ charitable activities of, 149.1(6.2) 

e defined, 149.1(1) 

¢ designation of registered charity as, 149.1(6.3) 

* outside Canada, gifts to, 118.1(1) 

* political activities of, 149.1(6.2) 

* registration of, see Registered charity 

* resources of, devoted to charitable activity, 149.1(6) 

ee deemed, 149.1(10) ; 

e U.S. resident, Canada-U.S. Tax Treaty:Art. XXI 

* universities outside Canada, Reg. 3503, Reg. Sch. VIII 

¢ volunteers operating business, 149.1(1)“related business” 

Charities Registration (Security Information) Act — 

¢ revocation of charity’s registration, 168(3) 

e* no appeal, 172(3.1) 

* taxpayer information provided for enforcement, 241(4)(f.1) 

ee O1 information by RCMP, CSIs or FINTRAC, 241(9), 

¢ text of, available on TaxPartner and taxnet.pro 

Charity, see also Registered charity 

* associated 

ee designation of, by Minister, 149:1(7) 

charitable purposes, defined, 149.1(1) 

defined, 149.1(1)“charity”’ 

designated as beneficiary of insurance policy, 118.1(5.1), (5.2) 

disclosure of information by CRA, 149.1(15), 241(3.2) 

disposal of ecologically sensitive land, tax on, 207.31 

donations to, see Gifts and donations 

exemption, 149(1)(f) 

gifts received, 149,1(12)(b) 

‘loan to donor, 118.1(16) 

political activities, 149,1(1.1) 

specified gifts, 149.1(1.1) 

terrorism. support, see Charities Registration (Security 

Information) Act 

Charity trusts, employees’ 

* receipts, Reg. 3502 

Chattels 

* seizure of, for unpaid tax, 225 

Cheque 

¢ dishonoured 

*¢ penalty for, 220(3. 8); Financial Administration Act s. 
155.1 2)(a) ° 

ee restarts 10-year collection limitation, 222(6)(c) 

Chief source of income 

¢ determination by Minister, 31 

Child, see also Age; Dependant; Intergenerational transfers; 

Kiddie tax; Minor 

¢ adopted, 252(1) 

° defined, see extended meaning of (below) 

¢ dependent, 118(6)(a) 

e¢ credit for, 118(1)B(d), (e) 

¢ disability benefit, 122.61(1)M 
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sea (cont’d) 
¢ disposition of property to, 40(1.1) 

* extended meaning of, 70(10), 75.1(2), 110.6(1), 252(1); ITAR 
20(1.11), 26(20) 

° oan farm or fishing corporation transferred to, 70(9.3), 
farm or fishing fy Perty transferred to, 44(1.1), 70(9), (9.01); 
ITAR 26(18), (19 

¢ from spouse’s trust, 70(9.1), (9.11) 
financially dependent 

* meaning of, 146(1.1) 

¢ rollover of benefits paid to 

e* from RPP, 60(1)(v)(B.01) 

e¢ from RRSP, 146(1)“refund of premiums’(b) 
infirm, credit, 118(1)B(d), (e) 
ae payments for, see Support payments (spousal or 
chi 

¢ property transferred to 

*e gain or loss deemed to be transferor’s, 75.1 

* support of, deemed, 56(6), (7) 

Child Benefit, see Child Tax Benefit 

Child care expenses, 63 
cross-border commuter, 63(4) 
deduction for, 63(1), 63(2.2), 64.1 
defined, 63(3) 

“earned income” defined, 63(3)“earned income” 
eligible child, 63(3)“eligible child” 
residents absent from Canada 

e deduction, 64.1 
school or university, attendance at, 63(2.2) 
supporting person, 63(3)“supporting person” 
taxpayer’s income vs. supporting person’s income, 63(2), (2.1) 

Child care space amount 

¢ defined, 127(9) 

Child care space creation 

e investment tax credit, 127(9)“investment tax credit’(a.5) 

*e* recapture if not kept for 5 years, 127(27.1)-(27.12) 

Child Disability Benefit, 122.61(1)M 

Child fitness tax credit, see Children’s Fitness Credit 

Child support, see Support payments (spousal or child) 

Child support amount 

¢ defined, 56.1(4), 60.1(4) 

¢ whether deductible, 60(b), 60.1 

¢ whether taxable, 56(1)(b), 56.1 

Child Tax Benefit, 122.6-122.64, see also Universal Child Care 

Benefit 

* agreement with province to vary amount, 122.63 

¢ amount of, 122.61(1) 

¢ attribution rules inapplicable to amounts paid, 74.1(2) 

¢ confidentiality of information, 122.64 

¢ definitions, 122.6 

¢ eligible individual, 122.6, 122.62, Reg. 6300-6302 


e Cn Cin eee oy ee 80.° 


indexing for inflation, 122.61(5) 
not to be assigned, attached, garnished, etc., 122.61(5) 
overpayment of, 160.1(1) 
¢ no interest on, 160.1(1)(b), 160.1(3) 
* part-year residents, 122.61(3) 
¢ Working Income Supplement, 122.61(1)A(c)C 
Child tax credit, 118(1)B(b.1), 122.2 (pre-1993) 
Children’s Fitness Credit, 118.03(2) 
* apportionment where more than one person eligible, 118.03(3) 
China, see also Foreign government 
* universities, gifts to, Reg. Sch. VIII s. 14 
Chinaware 
* capital cost allowance for, Reg. Sch. I:Cl. 12(b) 
Chiropractor, see Professional practice 
Chose in action, as property, 248(1) 


Christmas party exemption 
* to meal and entertainment restriction, 67.1(2)(f) 
pag ws Canada Incorporated 
* 5300 to, exception to employee life and health trust rules, 
Church, see also Charity 
¢ clergy employed by, deduction re residence, 8(1)(c) 
Citizen, see Canadian citizen 
Civil law 
° equally authoritative to common law, /nterpretation Act 8.1, 


Civil marriage, see Same-sex marriage 

Civilian War Pensions and Allowances Act 

* pension under, exempt, 81(1)(d) 

Claim liability 

¢ defined, insurance policy reserves, defined, Reg. 1408(1) 
Claim year 

¢ defined, 152(6.1)(b) 

Claims, unpaid, see Insurance corporation: reserve: unpaid 
claims; Insurance corporation: unpaid claims reserve ad ustment 
Class of animal 

¢ defined, Reg. 1802(5) 

Class of beneficiaries 

¢ defined, for employee life and health trusts, 144.1(1) 
Class of shares 

¢ includes series, 248(6) 

Classes of property, see Capital cost allowance 
Classification society 

¢ defined, Reg. 3600(2) 

Clawback 

¢ deduction from income for, 60(w) 

¢ disposition of labour-sponsored funds share, 211.8(1) 
¢ old age security, 180.2 

* unemployment benefits, deduction, 60(v.1) 

Clear days 

¢ calculation of, Interpretation Act 27(1) 

Clearance certificate, 159(2) 

e failure to obtain, 159(3) 

Clearing or levelling farm land 

e¢ cost deductible, 30 

Clergy 

¢ allowance received by, deduction, 6(1)(b)(vi) 

¢ residence, expense deductible, 8(1)(c) 

e¢ employer’s certificate required, 8(10) 

* travelling allowance not taxable, 6(1)(b)(vi) 

Clerical services 

* no application of penalty for misrepresentation, 163.2(9) 
Closing business, see Ceasing to carry on business 
Closely held corporation 

¢ defined, for non-resident trust rules, 94(1) [proposed] 
Club 

¢ dues, no deduction, 18(1)(1)(i) 

¢ exemption for, 149(1)(1), 149(2) 

ee deemed a trust, 149(5) 

¢ information return required, 149(12) 

Coaching services, see Job coaching services 

Coal, see also Mineral resource 

¢ included in definition of “mineral”, 248(1) 

¢ mine, allocation of depletion allowance, 65(3) 

Coal mine operator 

¢ defined, Reg. 1104(2), 1206(1) 

* services rendered by, Reg. 11046.1), 1204(3)(c) 

Cod fishermen, see Fishing: compensation programs 
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Cogeneration 

* energy systems, Reg. Sch. II:Cl. 43.1(c)(i) 
Cohabiting spouse or common-law partner 

¢ defined, 122.5(1), 122.6 

Collateralized preferred shares 

* restriction on dividend deductibility, 112(2:4) 
Collection agreement vie 
* application of payments under, 228 
Collection-commencement day 

¢ defined, 225.1(1) 

Collection of tax, 222-229 

. igen niet of tax debtor’s property, 224.2 

° byoutte yer pal Revenue Service, Canada-U.S. Tax Treaty: Art. 


debt to te Majesty, as, 222(2) 

deduction or set-off, by, 224.1 

garnishment, 224 

in jeopardy, 164(1.2)-(1.31) 

* proceedings, 225.2 | 
e¢ . judge’s powers, 225.2(11), (12) 

ee judicial review of authorization, 225.2(8)-(11) 
** no appeal therefrom, 225.2(13) 

interference with official, 231.5(2) 

limitation period, 10 years, 222 

payment:of moneys seized from tax debtor; 224.3 
requirement to disclose information, 231.2(1) 
requirement to provide foreign-based: document; 231.6(1) 
restricted while objection or appeal underway, 225.1 
seizure of chattels, 225 

taxpayer leaving Canada or defaulting, 226 

College, see Tuition fees; University 

Colostomy pads, as medical expense, 118. 2(2)(i) 
Combustion turbine 
* capital cost allowance, Reg. Sch. II:Cl. 48 


° ners class for capital cost allowance: [to) be, repealed]; Reg. 


1101(St) 
Comfort letters, see Table of Comfort Letters 
Commencement 
¢ defined, Interpretation Act 35(1) 
Commencement day 
¢ defined, 56.1(4), 60.1(4) 
Commercial debt obligation, see also Commercial obligation 
¢ deemed issued where amount designated following debt 
forgiveness, 80.03(7)(b)(i) 
defined, 80(1), 80.01(1), 80.02(1), 80.03(1)(a), 80.04(1) 
exchanged for other commercial debt obligation, 80(2)(h) 
issued by partner, 80(2)(n) 
issued by partnership, 80(15) 
joint liability for, allocation, 80(2)(0) 
settled by deceased’s estate, 80(2)(p), (q) 
Commercial obligation, see also Commercial debt obligation 
¢ debt forgiveness 
e¢ defined, 80(1), 80.01(1), 80.02(1), 80.03(1)(a), 80. 04(1) 
¢¢ disposition of in exchange for another issued by same 
person, 40(2)(e.2) 
*¢e addition to adjusted cost base, 53(1)(f.12) 
e foreign tax credit 
ee defined, 126(7) 
Commercial traveller, see Salesperson 
Commission 
° mutual fund, limited partnership financing, 18.1 
* unearned, reserve for, 32 
¢ withholding tax, 153(1)(g), Reg: 102(2), (5) 
Commission agent 
¢ deductions, 8(1)(f) 
*¢ automobile or aircraft costs, 8(1)G); 89), 13.1) 
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e¢ certificate of employer, 8(10) 

Commissioner of Revenue 

* appointed, Canada Revenue Agency Act's. 25 

¢ authorized to exercise powers vi Minister, 220(1) 

Commitment time 

¢ defined, 20.3(1)“weak currency ride! 

Committee, return by, see also Legal representative 

¢ deemed to be legal representative, 248(1)“legal representative 

¢ obligations of, 159 

¢ return required by, 150(3) 

Common carrier 

¢ railway assets, capital cost allowance, Reg. 1100(1)(z.1c), 
1101(5d.2), Reg. Sch. II:Cl. 35 

Common law 

¢ equally authoritative to civil law, Interpretation Act 8.1, 8.2 

Common-law partner, see also Spouse _ 

e defined, 248(1) 

* transfer of property to, 160(1) 

Common-law spouse, see Common-law partner 

Common share, see also Share 

* consideration for property transferred to. corporation, 85(1)(h) 

¢ defined | 

ee for small business investment capital gain rollover, 44.1(1) 

ee generally, 248(1) 

Commonwealth 

¢ defined, Jnterpretation Act 35(1) 

Communal organization 

definitions, 143(4) 

election to allocate gifts to members, 143(3.1) 

rollover to new trust, 248(1)“disposition’(f)(vi) 

rules re, 143(1) 

specification of member of family, effect of, 143(5) 

taxable income, election re, 143(2), (3) 

Communication of information (by CRA), 241 

charities, regarding, by CRA, 149.1(15), 241(3.2) 

Child Tax Benefit, 122.64; Reg. 3003 

offence of unauthorized use or. disclosure, 239(2.2)—(2.22) 

police officer, to, 241(4)(p) 

prohibition against, 241(1), (2) 

province, to, Reg. 3003 4 

statistical purposes, 241(1)(d)(ix), 241(4)(e)(x), 241(4)(0) 

Community Development bonds, eligible for RRSP 

investment, Reg. 4900(1)(i.1) 

Community Economic Development Corporation (Nova 

Scotia) 

‘ quannied, investment for deferred income plans, Reg. 
900(1)G.11) 

Commutation of annuity, payment on 

* source withholding, 153(1)(f) 

Commutation of benefits, pension plan, Reg. 8503(2)(1n), (n), 

8503(2.1) 

Commuter to United States 

¢ charitable gifts, 118.1(9) 

¢ child care expenses, 63(4) 

* overseas employment tax credit, 122.3(1) 


retirement plan contributions, Canada-U.S; Tax Treaty:Art. 
XVIII:14 


* tuition credit, 118.5(1)(c) 

ee transfer of, to supporting person, 118.9(1) 
Compact discs, see Audio tapes or CDs 

Companies’ Creditors Arrangement Act 

* provisions override third-party garnishment, 224(1.2) 
Company, see also Corporation 

¢ defined, Canada-U.S. Tax Treaty:Art. II:1(f 
Compensation 

* capital property, for, 54“proceeds of disposition” 


” 
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Compensation (cont’d) 

* certain payments exempt, 81(1)(d) 

* cod fisherman see Fishing: compensation programs 

¢ deferred profit sharing plan 

** individual ceases to be employed by an employer, 147(5.11) 

¢ defined for RPP purposes, 147.1(1), Reg. 8507 

* depreciable property, for, 13(21)“proceeds of disposition” 

¢ from Federal Republic of Germany, exempt, 81(1)(g) 

¢ limits pension contribution, 147.1(8), (9) 

* payment, see Securities lending arrangement: compensation 
payment 

¢ taxable, 5, 6, 9 

* to customer or client, trust income exempt, 149(1)(w) 

Compete, agreement not to, see Restrictive covenant 

Competent authority 

* agreement based on tax treaty deemed valid, 115.1 

¢ arbitration of disputes, Canada-U.S. Tax Treaty:Art. XXVI:6 

¢ defined, Canada-U.S. Tax Treaty:Art. III:1(g) 

* exchange of information, Canada-U.S. Tax Treaty:Art. XXVII 

* mutual agreement procedure, Canada-U.S. Tax Treaty:Art. 
XXVI 

Complaint, see Information or complaint 


Complete period of reduced services 

¢ defined, Reg. 8300(1) 

Completion (of a specified development phase of a taxpayer’s 

oil sands project) 

¢ defined, Reg. 1104(2) 

Peabloe date (for qualifying home under Home Buyers’ 
an 

¢ defined, 146.01(1) 

Compliance orders 

° after conviction of offence, 238(2) 

* compliance with audit or demand, 231.7 

Compound interest 

¢ deduction for, 20(1)(d) 

¢ late payments and refunds, 248(11) 

Compression equipment 

* capital cost allowance, Reg. Sch. II:Cl. 7G), Sch. I:Cl. 7(k) 

Computation of income, 3 

* amalgamation, on, 87(2)(c) 

¢ deductions, see Deductions in computing income; Deductions 


in computing income from business or property; Deductions in 
computing income from office or employment 


* insurance corporation, 138(1)—(6), (9) 

¢ limitation re inclusions and deductions, 248(28) 

¢ non-resident insurer, 138(11.91) 

ee where insurance business transferred, 138(11.92) 
Computation of tax, Reg. Part I 

* corporations, 123—125.1 

¢ deductions, see Deductions in computing tax 

e individuals, 117—122.3 

ee rates, 117(2) 

e Part I 

ee non-resident individual, 118.94 

Computer 

* accounting records kept on, retention requirement, 230(4.1) 
** exemption, 230(4.2) 

* capital cost allowance 


ee classification, Reg. Sch. II:Cl. 10(f), Sch. I:Cl. 29, Sch. 
II:Cl. 40, Sch. I:Cl. 45, Sch. I:Cl. 50, Sch. I:Cl. 52 


acquired after March 18, 2007, Reg. Sch. I[:Cl. 50 
oad: Jan. 28, 2009 to Jan. 31, 2010, Reg. Sch. II:Cl. 
5 


eee 


*¢ “general-purpose electronic data processing equipment” 
defined, Reg. 1104(2) 

*¢ network equipment, see Data network infrastructure 
equipment 

** separate class for each property, Reg. 1101(5p) 


* excluded from apprentice vehicle mechanics’ deduction, 
8(6)(b)(iv) 

¢ excluded from tradesperson’s tools deduction, 8(6.1)(d) 

¢ filing by, see Electronic filing 

¢ software, see Software 

Computer-operating aids for blind person 

¢ disability supports deduction, 64(a)A(ii)(C) 

¢ medical expense credit, Reg. 5700(0) 

Computer software, see also Software 

¢ defined, Reg. 1104(2) 

Computer software tax shelter property [repealed], see 

Computer tax shelter property 

Computer tax shelter property 

¢ CCA claims limited to income from property, Reg. 1100(20.1) 

¢ defined, Reg. 1100(20.2) 

¢ excluded from leasing property rules, Reg. 1100(17)(b) 

* separate class, Reg. 1101(5r) 

Concession 


* capital cost allowance, Reg. 1100(1)(c), 1100(9), Reg. Sch. 
II:Cl. 14 


¢ exchange of, election, 13(4.2), (4.3) 

Concrete finisher 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Conditional sale, repossession, see Surrender: of property to 

creditor 

Condominium corporation, 149(1)(1) 

Confederation Life failure 

* group disability insurance top-up payments, 6(17), (18) 

*¢ reimbursement payment to employer, 8(1)(n.1) 

Confidential protection 

¢ defined, for reportable transaction rules, 237.3(1) 

Confidentiality, see Communication of information; Solicitor- 

client privilege 

Congregation, see Communal organizations 

Connected 

¢ contributor, see Connected contributor 

¢ defined 

e¢ for Part IV tax, 186(4) 

extended definition applies to other provisions, 186(7) 

ee for shareholder loans, 15(2.1) 

* person, see Connected person 

e shareholder, see Connected shareholder 

Connected contributor 

e defined, 94(1) [proposed] 

Connected person 

¢ defined, for deferred income plan qualified investments, Reg. 
4901(2) 

Connected shareholder 

¢ defined, Reg. 4901(2)-(2.2) 

Conservation, see Energy: conservation property 

Conservation of the environment, see Ecological gifts 

Consequence of the death of an individual 

¢ meaning of, 248(8) 

Consideration, see also Inadequate consideration 

¢ unreasonable 

ee from non-resident, 247 

ee rent, royalty, etc. 

eee non-resident, paid by, 247 

non-resident, paid to, 247 

¢ whether trust interest acquired for consideration, 108(7) 

Consolidated net surplus rules 

* transitional (for FAPI), 92(1.2)-(1.5) 

Consolidation (of shares) 

* effect on stock option rules, 110(1.5) 
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Consolidation accounting method 

* prohibited for debt forgiveness reserve, 61.3(1)(b)C(i) 
* prohibited for purposes of Act, 248(24) 
Construction activities 

¢ defined, Reg. 238(1) 

* information return required, Reg. 238(2) 
Construction contracts 

* information return, Reg. 238 

Construction electrician 


° STI job creation credit, 127(9)“investment tax 
credi 


Construction equipment 

¢ “qualified” defined, 127(9) 

Construction of building 

° home for disabled person, medical expense, 118. 2(2)(. D9, age 
* soft costs, rules, 18(3.1)-(3.7), 20(29) ; 
Construction work camp 

¢ deduction for meals at, 67.1(2)(e.1) 

* exemption for board, lodging and transportation, 6(6) 
Constructive receipts 

* indirect payments, 56(2) 

Consul, see Diplomat 

Consoltex Inc. case overruled, 127(27) 

Consumer goods or services 

¢ defined, 135(4), Reg. 4901(2) 

Consumer Price Index 

¢ defined, Reg. 8500(1) 

Consumer Price Index adjustment, see Indexing (for inflation) 
Contact information 

¢ defined, re disclosure of taxpayer information, 241(10) 
e disclosure of, 241(4)(1) 

Containers 

¢ deposit received for, income, 12(1)(a)(i1) 

ee repayment of, deductible, 20(1)(m.2) .. 

¢ reserve for, deductible, 20(1)(m)(iv) 
Contemporaneous documentation 

¢ required for transfer pricing audit purposes, 247(4) 
Contiguous zome 

¢ defined, Interpretation Act 35(1) 

Continental Bank of Canada case overruled re Crown raising 
new issue on appeal, 152(9) 

Continental shelf 

¢ application of legislation to, Interpretation Act 8(2.2) 

¢ defined, Interpretation Act 35(1) 

Contingency funds, Reg. 3202 

Contingent liability 

¢ limitation on deductibility, 18(1)(e) 

Continuance outside Canada, 219.1, 250(5.1) 

* treaty rule, Canada-U.S. Tax Treaty:Art. IV:3 (Protocol) 
Continuity 

*- previous version of Act, ITAR 75, 77 

“Contra” interest 

* on instalment payments, 161(2.2) 

Contract 

annuity, see Annuity contract 

employment, consideration for entering into, 6(3) 
investment, see Investment contract 

life annuity, 148(10) 

payments under, combined income.and capital,16(1) 
pension plan, under, 254 

person employed to negotiate 

** expenses incurred, deduction, 8(1)(f) 

**e¢ certificate of employer, 8(10) 

¢ rectification of, 169(1) (Notes) 
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Contract payment 
¢ by federal government or Crown corporation, information 
return, Reg. 237 


defined, 127(9), (25) . 

included in income, 9(1), 12(1)(x) 

paid, not counted as qualifying for ITC, 127(18) 

prescribed amount, Reg. 4606 

Contractors’ movable equipment, Reg. Sch. II:Cl. 10(h), Sch. 

ICI. 22) Sch. I:Cl.'38 

Contractual protection 

¢ defined, for reportable transaction rules, 237.3(1) 

Contravene 

¢ defined, Interpretation Act s. 35(1) 

Contributed property 

e defined, FAPI rules, 95(3.3) 

Contributed surplus 

¢ addition to adjusted cost base, 53(1)(c) 

¢ calculation of, 84(10), (11) 

* conversion into paid-up capital 

ee amalgamations, 87(2)(y) 

¢* no dividend deemed, 84(1)(c.1)-(c.3) 

ee restrictions, 84(10) 

Contribution 

¢ charitable, see Gifts and donations 

¢ defined 

ee for non-resident trusts, 94(1) [proposed], 94(2)(s)—(u) 
[proposed] 

ee for political contributions, Reg. 2002(1) 

¢ political, see Political contribution 

* to RESP, defined to exclude CESG, 146.1(1) 

Contributor 

e defined 

ee for affiliated-person rules, 251.1() 

ee for non-resident trusts, 94(1) [proposed] 

ee re disposition to trust, 107.4(1) 

Control of corporation, 112(6)(b), 256(1.2), 

Associated corporations 

e OD) after beginning of year, investment tax credit; 


see also 


¢ acquired before end of year,'investment tax credit, 127(9:1) 

* acquisition of, see also change of (below) 

ee because of death, effect on windup, 88(1)(d:3) 

ee deemed time of, 256(9) 

e* exceptions, 256(7)(a) 

* amalgamation deemed not acquisition of, 88(4) 

¢ certain shares excluded from fair market valuations; 256(1.6) 

¢ change of 

ee adjusted cost base of non-depreciable capital property, 
53(2)(b. 9) p pital property 

ee adventure in the nature of trade, inventory writedown, 
10(10) 

¢¢ application of unused surtax credit, 181.1(7), 190.1(6) 

ee bad debts non-deductible, 111(5.3) 

ee business investment losses, 111(8)“net capital loss’C(b) 

*¢ Canadian resource expenses, reduction of, 66.7(12) 


ee Canadian resource property acquired within 12 months, 
66(11.4), (11.5) Ligves oo 

¢¢ capital dividend account set to zero, 89(1.1) 

ee charitable donations, 110.1(1.2) 

ee debt forgiveness rules, 80(1)“relevant loss balance’’(d), (€) 

ee deductions for ey. disallowed pregnant losses, 
13(21.2)(e)Giii)(D), 14(12)(f), 18(15)(b) G1), 4003. 4)(b)(iii) 

ee deemed year-end, 249(4) 

oe Satay property acquired in 12-month period, 13(24), 


ee election re cost. of capital property, 111(4)(e) 
ee exploration and development expenses, 66(11), (11.3)—(11.5) 
¢¢ foreign affiliates owned by corporation, Reg. 5905(5.2) 
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Control of corporation (cont’d) 

ee (a currency debt, gain or loss, 40(10), (11), 111(12), 
( 

ee panei resource property acquired within 12 months, 
66(11.4), (11.5) 

ee atid writedown for adventure in the nature of trade, 

investment tax credit, 127(9.1), (9.2) 

loss carryover rules 

anti-avoidance provision, 111(5.5) 

losses, deductibility, 111(5)-(5.4) 

meaning of, 256(6)—-(9) 

NISA Fund No. 2 deemed paid out, 12(10.4) 

net capital loss non-deductible, 111(4) 

non-depreciable capital property, rules re, 111(4)(c)-e) 

non-successor acquisitions of resource properties, 66.7(15) 

resource expenses, 66.7(10), (11) 

scientific research and experimental development expenses, 

37(1)(h), 37(6.1) 

* superficial loss rule inapplicable, 54“superficial loss’(f) 

¢ windup, 88(1)(c.3), (c.6) 

¢ within 12 months of incorporation, 66(11.5) 

corporation without share capital, 256(8.1) 

deemed not acquired, 256(7) 

defined 

¢ directly or indirectly, 256(5.1) 

e for associated corporation rules, 256(6) 


for Part IV tax, 186(2) 
for stop-loss rules, 112(6)(b) 

in fact, 256(5.1) 

option, by, 251(5)(b) 

related groups, by, 251(5)(a) 

specified class of shares, defined, 256(1.1) 

Controlled corporation, see also Corporation 

* meaning, 256(5.1) 

“Controlled, directly or indirectly” 

* meaning, 256(5.1) 

Controlled foreign affiliate, see also Foreign affiliate 

¢ defined, 95(1), 248(1), Reg. 5907(1) 

ee for loan by corporation to non-resident, 17(15) 

ee non-resident trust deemed to be, 94.2(1) 

* income earned by, taxed, 91(1),; see also Foreign accrual 
property income 

* payment to, for services, constitutes FAPI, 95(2)(b) 

Convention, see Tax treaty 

Convention expenses 

¢ deductible, 20(10) 

ee where fee includes meals, 67.1(3) 

* disallowed as R&D expense, Reg. 2902(a)(i)(F) 

¢ held in United States, Canada—U.S. Tax Treaty, Canada-U.S. 
Tax Treaty:Art. XXV:8 

Convention refugee, see Refugee 

Conventional lands 

¢ defined, 1206(1) 

Conversion 

¢ benefit, see Conversion benefit 

¢ bond, deemed cost of, 51.1 

* debt into debt (commercial debt obligation), 80(2)(h) 

¢ debt into shares, 51, 80(2)(g), (g.1) 


provincial life insurance corporation to mutual, 139 
shares into other shares, 86(1) 
vessel, of 
° defined, 4 ye appropriate minister 
“conversion cost” 
Conversion benefit 
e defined, for insurance demutualization, 139.1(1) 
* flow-through by employer to employee, 139.1(16) 
¢ taxable, see Taxable conversion benefit 
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conversion” and 


Conversion cost 

¢ vessel, of 

*¢ deemed separate class, 13(14), (17) 

e¢ defined, 13(21)“appropriate minister 
“conversion cost” 

Convertible debenture, see Convertible property 

Convertible obligation, 51.1 

Convertible property, 51; ITAR 26(24) 

¢ benefit conferred on non-arm’s length person, 51(2) 

¢ “gift portion” of, 51(2) 

Cook 

* apprenticeship job creation credit, 127(9)“investment tax 

credit” 

Cooling-off period 

¢ three years, labour-sponsored funds tax credit, 127.4(3) 

Cooperative corporations, 135, 136 

* investment tax credit, 127(6) 

¢ paid-up capital of, 89(1)“paid-up capital’(b) 

* patronage dividends, 135 

ee deduction, 20(1)(u) 

¢* non-resident, to, 212(1)(g) 

e scientific research tax credit, 127.3(5) 
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conversion” and 


share of, meaning, 248(1)‘‘share” 

share-purchase tax credit, 127.2(5) 
Coopers & Lybrand case overruled, 227(5) 
Copy of document 
¢ can be used in court proceedings, ée 5(1), 244(9) 
Copyright 
¢ royalties paid to non-resident, exempt, 212(1)(d)(vi), 212(9)(b) 
ee paid to U.K. resident, Canada—U.K. tax treaty Art. 12:3(a) 
e¢ paid to U.S. resident, Canada-U.S. Tax Treaty:Art. XII:3(a) 
Corporate distributions tax, 183.1 
Corporate emigration, 219.1 
Corporate information 
¢ defined, re disclosure of taxpayer shetspiriattond 241(10) 
e disclosure of, 241(4)(1) 
Corporate officers 
¢ accountability of, 242 
¢ loans to, 80.4(1) 
Corporate partnerships 
¢ small-business deduction, 125(6) 
Corporate surplus, see Surplus stripping 
Corporate surtax (before 2008), 123.2 
Corporate tax reduction, see Corporation: tax rate 
Corporation 
* acquiring depreciable property 
¢« change of control in 12-month period, 13(24), (25) 
acquisition of control, see Control of corporation: change of 
acquisition of own shares, deemed dividend, 84(3) 
additional tax on excessive election, 184 
airline, taxable income earned in a province, Reg. 407 


aa re investment in property in Canada, 219(1)(), Reg. 


amalgamation of, see Amalgamation 

annuity contract, interest in, 12.2 
appropriations of property by shareholders, 15(1), 69(4) 
¢ inadequate considerations, 69(5) 
appropriations to shareholders 

* on winding-up, deemed dividend, 84(2), (6) 
assets disposed of to, for shares 

¢ shares deemed capital property, 54.2 
associated, see Associated corporations 
bankrupt 

¢* exempt from Part IV tax, 186.1 

¢ rules applicable, 128(1) 
* becoming or ceasing to be exempt, 149(10) 
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Corporation (cont’d) 
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* superficial loss rule inapplicable, 54“superficial loss”(g) 
becoming resident in Canada, 128.1(1) 

benefit conferred on ‘shareholder, 15(1), (7) 

¢ deemed, 15(9) 

bus operators, taxable income earned in a province, Reg. 409 
buying back shares for excessive amounts 
* excess deemed dividend substitute, 183.1(3), (4) 
“Canadian” 
¢ defined, 89(1) 

* “taxable” defined, 89(1)“taxable Canadian corporation” 
* winding-up of, rules, 88(2) 

Canadian-controlled private, defined, 125(7) 
cancellation of shares, 84(3), (6) 

ceasing to be resident in Canada, 128.1(4) 

change of control, see Control of corporation: change of 
charitable donations deduction, 110.1 

connected, 186(4) 

consolidation accounting method, prohibited, 248(24) 
continuance outside Canada, 219.1, 250(5.1) 

control of, see Control of corporation 

controlled, 186(2) 

capital loss on property transferred to, 40(3.3), (3.4) 
charitable foundation, by, 149.1(12) 

disposition of shares of 

amalgamation, 87(2)(kk) 

exchanges of property, 44(7) 

share for share exchange, 85.1(2)(b) 

shares of, disposition of, 40(2)(h) 

cooperative, see Cooperative corporations 

Crown, see Crown corporation 

deduction from tax, see Deductions in computing tax 
deemed member of partnership, 125(6.1) 

deemed not resident, 250(5) 

deemed resident in Canada, 250(4) 

defined, 248(1), Interpretation Act s. 35(1) 

director of, see Director (of corporation) 

distributions, tax payable on, 183.1(2) 
* exceptions, 183.1(6) 

divided business, Reg. 412 

dividend received by, 112 


e dividend rental arrangements, no deduction allowed, 
FI2(2.3) 


¢ short-term preferred share, on, 112(2.3) 
¢ where no deduction permitted, 112(2.1)-(2.9) 


drilling, prospecting, exploration and development expenses, 
ITAR 29(11) 

emigration of, 219.1 

execution of documents, 236 

exempt, see Exempt corporation; Exemptions 

family farm, see Family farm corporation/partnership 
family fishing, see Family fishing corporation/partnership 
farm loss 

¢ carryforward rules where control changed, 111(5)-(5.3) 
fiscal period of, 249.1(1)(a), 249.1(1)(b)(ii1) 

foreign business corporation, see Foreign business corporation 
gifts made by 

* capital property, 110.1(3) 

¢ charitable, 110.1(1)(a) 

¢ deduction for, 110.1(1) 

¢ Her Majesty, to, 110.1(1)(b) 


institution, to, 110.1(1)(c) 
partnership, by, 110.1(4) 
¢ proof of, 110.1(2) 
grain elevator operators 
¢ taxable income earned in a province, Reg. 408 
housing 
* exemption, 149(1)(), (a) 


eeee 
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immigration of, 128.1 


income of, defined, 125(7)“income of the corporation for the 
year from an active business” 


incorporated in Canada, defined, 248(1)“corporation” 
“corporation incorporated in Canada” 


indirect payment to person paid through intermediary as 
proceeds of disposition of property, 183.1(5) 


information return 

¢ by private corporation, under Part IV, 187(1) 

e tax under Part VII, 193(1) 

instalment payment of tax, 157(1), Reg. 5301 
“first instalment base” defined, 161(9)(b) 
insufficient, 161(2) 

e limitation, 161(4.1) 
“second instalment base” defined, 161(9)(b) 

insurance, see Insurance corporation 

interest 

e¢ accrued, 12(3) 

e deduction by certain corporations, 18(4)—(8) 

investment, see Investment corporation, 

issue of stock. rights, 15(1)(c) 

issuing qualifying shares, refundable tax, 193 

joint exploration, see Joint exploration corporation 

large, tax on, see Large corporations tax (Part I.3) 

life insurance, see Life insurance corporation; Life insurer 

life insurance policy, interest in, 12.2 

loan by 

¢ non-resident, to, 17 

* persons connected with shareholder, to, 15(2) 

e shareholder, to, 15(2) 


¢ non-residents, 15(2.2), (8) 
wholly-owned subsidiary, to, 218 
loan to, attribution rules, 74.4 
manufacturing and processing, 125.1 
member of non-resident-controlled partnership 
¢ specified partnership income deemed nil, 125(6:2) 
mining 
* property, etc., expenses, ITAR 29(2)-(5) 
mortgage investment, 130.1 
municipal, exempt, 149(1)(d.5) 
mutual 
* provincial life insurance corporation converted into, 139 
mutual fund, see Mutual fund corporation 
mutual insurance, exemption, 149(1)(m) 
net capital loss non-deductible if change in control of, 111(4) 
90% or more owned subsidiary 
¢ winding-up of, 88(1) 
non-arm’s length non-resident, transactions with 
e extended reassessment period, 152(4)(b)(iii) 
e return required, 233.1 
ee offences and penalties, 162(10) 
non-capital loss 
¢ carryforward rules where control changed, 111(5)—(5.4) 
non-profit 
exemption, 149(2) 
for scientific research and development 
annual information return, 149(7) 
¢ exemption, 149(1)G) 
non-resident, Reg. Part VIII 
branch tax, 219 
carrying on business in Canada, additional tax, 219 
limitations on, 219.2 
taxable income earned in a province, Reg. 413 


non-resident-owned investment, see Non-resident-owned 
investment corporation 


officer of, prosecution for offence of corporation, 242 
paid-up capital, see Paid-up capital 

patronage dividend 

e deduction, 135 
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Corporation (cont’d) 
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paying dividends on taxable preferred shares 
tax payable, 191.1(1) 
payment of tax, 157 
instalments, 157(1) 
where instalments not required, 157(2.1) 
payments to shareholders or prospective shareholders, 15(1), 
( 
pension, exempt, 149(1)(0.1), (0.2) 
personal-use property of, 46(4) 
ae operators, taxable income earned in a province, Reg. 


powers vested in, Interpretation Act s. 21(1) 
predecessor, see Predecessor corporation 
preferred-rate amount 
credit union, 137(4.3) 
private, see Private corporation 
processing or Bane: 66(15)“principal-business 
corporation” ITAR 29(4), (26) 
professional, see Professional corporation 
property appropriated to shareholder or prospective 
shareholder, 15(1), (7) 
provincial, exempt, 149(1)(d)—(d.4) 
provincial life insurance, converted into mutual, 139 
qualified small business, share of 
capital gains deduction, 110.6(2.1) 
defined, 110.6(1) 
related person, 110.6(14) 
rules re, 110.6(14) 
railway, see also Railway 
rates of tax, see Rates of tax 
real property rental etc. 
base level deduction, 18(2)(f), 18(2.2) 
receiving dividends on taxable preferred shares 
tax payable, 187.2 
redemption of shares, 40(3.6), 84(3), (6) 
reduction of paid-up capital, deemed dividend, 84(4), (4.1) 
registered investment, 204.4—204.7. 
related to another, 251(3) 
deemed, on amalgamation, 251(3.1), (3.2) 
transfer of liability for Part VI.1 tax, 191.3 
where deemed not, 112(2.9) 
reorganization of business, see Reorganization 
residence of, 250(5) 
corporate emigration, 219.1 
extended meaning, 250(4) 
returns 
to be filed, 150(1)(a), (e) 
where none filed, 150(1)(e) 
rules applicable to, 123-125.1 
scientific research and development (non-profit) 
annual information return, 149(7) 
exemption, 149(1)(j) 
rules as to income, 149(9) 
scientific research tax credit, refundable tax, 195 
share-for-share exchange 
computation of paid-up capital, 85.1(2.1) 
ship operators, taxable income earned in a province, Reg. 410 
small business deduction, 125 
small business investment, Reg. 5101(1) 
exempt, 149(1)(0.3) 
spouse or minor, for 
property transferred or loaned to 
amalgamation, corporation continued on, 87(2)(j.7) 
status of certain corporations, ITAR 50, Reg. Part XLVIII 
“stop-loss” rule, 112(3)-(7) 
subject, 186 
deemed private corporation, 186(5) 
subsidiary, see Subsidiary 
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successor, see Successor corporation 
surtax (before 2008), 123.2 
tax abatement, 124 


tax on excessive capital dividend or capital gains dividend 
election, 184, 185 


tax on excessive eligible dividend designation, 185.1, 185.2 
tax rate, 123 

abatements, 124 

manufacturing or processing, 125.1 

reductions as of 2001, 123.4 

small business deduction, 125 

surtax (before 2008), 123.2 


taxable Canadian, defined, 89(1)“taxable Canadian 
corporation” 


taxable income earned in a province, Reg. Part IV 
divided businesses, Reg. 412 
taxation year of, 249(1)(a), 249(3) 
thinly capitalized 
interest not deductible, 18(4)-(6) 
transactions with non-resident, non-arm’s length persons 
extended reassessment period, 152(4)(b)(i11) 
information return, 233.1 
offences and penalties re, 162(10) 
transfer of property to 
attribution rules, 74.4 
partnership, from, 85(2) 
shareholder, from, 85(1) 
eligible property, 85(1.1) 
truck operators, taxable income earned in a province, Reg. 409 
trust and loan, taxable income earned in a province, Reg. 405 
when “controlled”, 112(6)(b) 
wholly-owned subsidiary 
defined, 248(1) 
without share capital, whether control acquired, 256(8.1) 
winding-up of 
distribution deemed dividend, 84(2), (6) 


Corporation payment 


for acting services 
deferred payment by corporation to actor, 115(2.2) 
defined, 212(5.2) 


Corporeal property 


defined, 
Quebec Civil Code, art. 906(energy) 


Corrections officer 


pension accrual to retire early, see Public safety occupation 


Correspondence courses 


education credit, full-time student, 118.6(2)B 


Corruption of public officials 


no deduction for, 67.5 


Cosmetic surgery 


disallowed as medical expense, 118.2(2.1) 


Cost, see also Adjusted cost base; Capital cost; Rollover 
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acquisition, of 
capitalized interest, 21 
land, 18(2), (3.1) 

included in inventory, 10(1.1) 
non-arm’s length transaction, 69(1)(a), (c) 
property owned Dec. 31/71, ITAR 26(3), (4) 
taxpayer becoming resident of Canada, ITAR 26(10) 
amount, see Cost amount 
borrowed money, of, capitalized interest, 21 
depreciable property, 13(7.1) 
farm or fishing property transferred to child 

inter vivos, 73(3.1)(e) 

on death, 70(9.01)(b)(ii) 
gift, of, 69(1)(c) 
property after immigrating to Canada, 128.1(1)(c) 


Topical Index 


Cost (cont’d) 

property received from partnership, 98(3), (5) 

property seized for non-payment of debt, 79.1(6) 

property whose value included in income, 52 

share of corporation that becomes resident in Canada, 52(8) 

tax shelter investment, 143.2(6) 

Cost amount, see also Adjusted cost base 

¢ defined 

ee for capital interest in a trust, 108(1) 

*¢ generally, 248(1) 

ee stock dividend, 52(3) 

Cost base of property, see also Adjusted cost base 

¢ additions to, 53(1) 

* adjustments to, 53 

¢ deductions from, 53(2) 

¢ “relevant” to foreign affiliate, 95(4) 

Cost of capital 

¢ defined, Reg. 5202, 5203, 5204 

Cost of labour 

¢ defined, Reg. 5202, 5203, 5204 

Cost of manufacturing and processing capital 

¢ defined, Reg. 5202, 5204 

Cost of manufacturing and processing labour 

e defined, Reg. 5202, 5204 

Cost of the particular property 

¢ meaning of, for ITC recapture rules, 127(32) 

Costs, see Court: costs; Legal costs 

Costumes 

* capital cost allowance for, Reg. Sch. II:Cl. 12(k) 

Counselling services 

* investment, see Investment counselling fees 

e value of, not included in employee’s income, 6(1)(a)(iv) 

Saino Norte duties, see Anti- -dumping duties or countervailing 
uties 

Countries, see Prescribed countries 


Country-specific foreign expenses 

¢ defined, for resource expenses of limited partner, 
66.8(1)(a)a)(D) 

Coupons’ 


¢ cashed for non-resident, tax and statement required, pa Ge way 
234 


¢ identification of, 240(2) 

* ownership certificate required, 234 

* stripped bond, cost excluded from income when sold, 12(9.1) 

Court, see also Judge 

* appeal to, see Appeal; Tax Court of Canada 

* compliance orders 

*¢ after conviction of an offence, 238(2) 

¢* re audit or demand for information, 231.7 

* costs 

¢¢ awarded against taxpayer, treated as debt owing, 222;1) 

Covenant 

* amount receivable for, on sale of property, 42 

* ecologically sensitive land, value when donated, 110, 1(5), 
118.112) 

*¢ valuation applies for, capital, gains, purposes, 43(2) 

“Created by the taxpayer’s will” 

* meaning of, 248(9.1) 

Credit, see Tax credits 

Credit rating agency 

* prescribed, Reg. 4900(2) 

Credit-related gains and WSeS effect on securities held, 

142.4(7)B 

Credit union, see also Financial institution 

¢ “allocation in proportion to borrowing” defined, 137(6) » 
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° oO es of taxable dividends and capital gains, 137(5,1), 
amalgamation of, in Quebec, 87(2.3) 

“bonus interest payment” defined, 137(6) 

deemed not to be private corporation, 137(7) 

defined, 137(6), 248(1) 

deposit insurance corporation deemed not to be, 137.1(7) 
disposition of Canadian security, 39(5)(b) 

general provisions, 137 


insurer established to provide insurance to members, Reg. 
1408(1)“acquisition costs’’(a)(iv) 


¢ member, defined, 137(6) 

¢ member’s income, 137(5) 

° paid-up capital of, 89(1)“paid-up capital”(b) 
* reserves 


* maximum cumulative, defined, 137(6) 
share of, meaning, 248(1)“share” 

e small business deduction, 137(3), (4) 
¢ transitional, ITAR 58 
Creditable United States tax 
¢ defined, 122.7(1) 
Creditor, see also Loan i 
¢ acceleration clause exercised by, 20(1)(n) 
¢ defined, 79(1), 79.1(1), 80.01(3) 
* property acquired on foreclosure by, 79 
¢ seizure of property by, 79.1 
¢ surrender of property to, 79— 
Credits, see Tax credits 
Cremation services, see Eligible funeral arrangement; Funeral 
services 
Crew 
¢ defined, Reg. 105.1(1) 
Crib death monitor, medical expense, Reg. 5700(r) 
Criminal Injuries Compensation Board 
* payments exempt, 81(1)(q), Reg. 6501 
Criminal offences, see Offences 
Criminal proceedings 
* secrecy provision not applicable, 241(3) 
Croatia, see also Foreign government 
* universities, gifts to, Reg. Sch. VIII s. 18 
Crop insurance program, see Farm Income Protection Act; 
Drought region 
Cross-border amalgamation, 128.2 
Cross-border purchase butterfly, 55(1), (3.1), (3.2) 
Cross-border worker, see Commuter to United States 
Crown, see also Government 
* corporation, see Crown corporation 
¢ death of, Interpretation Act s. 46 
¢ not bound by legislation, Interpretation Act s. 17 
ee bound by deemed trust for tax withheld, 227(4.3) 
*¢ bound by garnishment orders, 224(1.4) 
e* bound by regulations requiring information returns, 221(3) 
ee bound by withholding tax requirements, 227(11) 


* petroleum, natural gas etc. acquired from, for unreasonable 
consideration, 69(7) 


ee fair market value, 69(9) 


* petroleum, natural gas etc. disposed of to, for unreasonable 
consideration, 69(6) 


°° certain,persons deemed to be same person, 69(10) 
ee fair market value, 69(8) 

* royalty, see Crown royalty 

Crown charge rebate 

¢ included in income, 12(1)(x.2) 

Crown corporation 


¢ bonds of, no non-resident tax on interest paid, 
212(1)(b)Gi)(C)\TV) 


Topical Index 


Crown corporation (cont'd) 

* corporation controlled by, not private corporation, 
89(1)“private corporation” 

* debt held by federal government, excluded from capital tax, 
181(1)“long-term debt” 

¢ debt of, as qualified investment for RRSPs etc., Reg. 

4900(1)(q) 

deemed not private corporation for Part IV tax, 227(16) 

exemption for, 149(1)(d)-(d.4) 

* election to remain taxable, 149(1.11) 

e excluded where prescribed, 27(2) 

federal, prescribed, Reg. 7100 

prescribed, deemed not private corporation, 27(2) 

reporting of contract payments, Reg. 237 

subject to Part I tax, 27(2), 124(3) 

subject to Part I.3 tax, 181.71 

subject to Part IV.1 tax, 187.61 

subject to Part VI tax, 190.211 

subject to Part VI.1 tax, 191.4(3) 

transfer of unused resource expenses, 66.6(1) 

Crown foundations 

¢ donations after February 18/97 

e¢ by corporation, 110.1(1)(a)(viii) 

ee by individual, 118.1(1)“total charitable gifts’(g.1) 

¢ donations before February 19/97 

ee by corporation, 110.1(1)(b)(@i) 

ee by individual, 118.1(1)“total Crown gifts”(c) 

Crown royalty 

¢ inclusion in income, 12(1)(o) [pre-2007], 69(6), (7) [pre-2007] 

¢ limitation on deduction, 18(1)(m) [pre-2008] 

¢ refund or rebate of, income inclusion, 12(1)(x.2) 

Crutches 

* as medical expense, 118.2(2)(i) 

Culpable conduct 

¢ defined, for third-party penalty, 163.2(1) 

Cultural property, see also Art; Canadian Cultural Property 

Export Review Board 

¢ Canadian art, CCA claims allowed, Reg. 1102(1)(e) 

¢ disposition of, 39(1)(a)(i.1) 

e ¢ by institution or public authority, tax on, 207.3 

e excluded from capital gains rules, 39(1)(a)(i.1) 

¢ fair market value, determination of, 118.1(10), (11) 

° gift of 


¢ by corporation, 110.1(1)(c) 
¢ by individual, 118.1(1), (7.1) 
Culvert 
* capital cost allowance for, Reg. Sch. II:Cl. 1(c) 
Cumulative Canadian development expense, see also 
Canadian development expense 
¢ deduction for, 66.2(2) 
¢ reduction of, on debt forgiveness, 80(8)(c) 
¢ short taxation year, 66(13.1) 
Cumulative Canadian exploration expense, see also Canadian 
exploration expense 
¢ deduction for, 66.1(2), (3) 
¢ defined, 66.1(6) 
¢ reduction of, on debt forgiveness, 80(8)(b) 
° trust, of 
e* reduced by investment tax credit, 127(12.3) 
Cumulative Canadian oil and gas property expense, see also 
Canadian oil and gas property expense 
¢ deduction for, 66.4(2) 
¢ defined, 66.4(5) 
¢ reduction of, on debt forgiveness, 80(8)(d) 
* short taxation year, 66(13.1) 
Cumulative deduction account 
* prescribed addition and deduction, Reg. 7200 


Cumulative eligible capital, see also Eligible capital property 

amalgamation, on, 87(2)(f) 

ceasing to carry on business, on, 24 

deduction of 7% annually, 20(1)(b) 

defined, 14(5), 248(1) 

negative balance, recapture, 14(1) 

partnership ceasing to exist, treatment of, 98(3)(g), 98(S)(h) 

reduction of, on debt forgiveness, 14(5)“cumulative eligible 

capital’ F:P.1, 80(7) 

Cumulative foreign resource expense 

¢ defined, 66.21(1) 

“Cumulative gains limit” defined, 110.6(1) 

* computation, on amalgamation, 87(2)(pp) 

Cumulative net investment loss 

e defined, 110.6(1) 

¢ reduced by taxable capital gains where exemption not 
available, 110.6(1)“investment income” (f) 

° reduces capital gains exemption available, 110.6(1)“cumulative 
gains limit” 110.6(2)(b), 110.6(2.1)(b) 

Cumulative offset account 

* computation, on amalgamation, 87(2)(pp) 

¢ deduction from income, 66.5(1) 

¢* change of control, 66.5(3) 

¢ defined, 66.5(2) 

e tax re, 196 

Cumulative reserve 

* maximum, of credit union, 137(6) 

Cumulative taxable income (of non-resident-owned investment 

corporation) 

¢ defined, 133(9) 

Curator, see also Legal representative 

¢ deemed to be legal representative, 248(1)“legal representative“ 

¢ obligations of, 159 

* return required by, 150(3) 

Currency, see also Foreign exchange 

¢ blocked 

¢* income in, postponement of tax, 161(6) 

¢ calculation of foreign affiliate’s gain or loss in, 95(2)(f) 

¢ fluctuation, see Foreign exchange: fluctuations in 

Current amount (on disposition of specified debt obligation), 

see also Residual portion (on disposition of specified debt 

obligation) 

¢ application of, 142.4(4) 

¢ defined, 142.4(7) 

Custodian (of eligible funeral arrangement) 

e defined, 148.1(1) 

¢ repayment of funds by, taxable, 148.1(3), 212(1)(v) 

Custom Processing 

* treated as gross revenue from a mine, Reg. 1104(5.1) 

Customs Act 

* communication of information for enforcement of, 241(4)(d)(i1) 

Customs and Revenue Agency, see Canada Revenue Agency 


Cutlery 
° ope cost allowance for, Reg. 1100(1)(e), Reg. Sch. II:Cl. 
1 


Cutting rights 
¢ capital cost allowance, separate classes, Reg. 1101(3) 
Czech Republic, see also Foreign government 
* universities, gifts to, Reg. Sch. VIII s. 16 
D 
DIC, see Deposit insurance corporation 
DPSP, see Deferred profit sharing plan 
DRIP, see Dividend reinvestment plan 
DVD, see Digital video disk 
Daily compounding of interest, 248(11) 


2380 


Topical Index 


Dairy, farming, 248(1)“farming” 

Dam 

* capital cost allowance, Reg. Sch. II:Cl. 1(d) 

¢¢ for mine, Reg. Sch. II:Cl. 10(1) 

Damages 

¢ taxation of, 9(1); IT-365R2 

* wrongful dismissal, for, see Retiring allowance 
Dancer 

* deduction from employment income, 8(1)(q) 

Data cable 

* capital cost allowance, Reg. Sch. II:Cl. 42(b) 
Data communication equipment _ 

* capital cost allowance, Reg. Sch. II:Cl. 3 

Data network infrastructure equipment 

* capital cost. allowance, Reg. Sch. II:Cl. 46 

¢ defined, Reg. 1104(2) 

Data processing equipment, see Computer 

Dates, see Deadlines; Filing deadlines; Reassessment 
Daughter-in-law, as child of taxpayer, 252(1)(c) 
Day camp, see Child care expenses 

Day care, see Child care expenses | 

Day of mailing 

* constitutes date assessment or determination made, 244(15) 
* presumed to be same as date appearing on. notice, 244(14) 
Days 

¢ calculation of, Interpretation Act s. 27 

De facto control test 

° se directly or indirectly in any manner whatever”, 
Deadline 

¢ defined, for insurance demutualization, 139. 1(1) 
Deadlines 

¢ extension of, by CRA, 220(3.2) 


ee  labour-sponsored venture capital corporation investments, 
127.4(5.1) 


¢ RRSP contributions, 146(22) 
payment of tax, see Payment of tax 
prosecution, see Limitation periods 
reassessments, see Reassessment 
returns, see Filing deadlines: 
tax remittances, see Remittance of taxes withheld 
transfer pricing, see Documentation — due date 
Deaf person, see also Hearing impairment 
¢ deaf-blind intervening services, 118.2(2) [2005 Budget 
proposal] 
¢ disability supports deduction, 64(a)A(@1)(M) 
¢ medical expense credit, 118.2(2)(1.44) 


¢ devices to assist, business pois 20(1)(ar) 

¢ disability credit, 118:3 

¢ guide dog, expenses, 118.2(2)() 

* lip reading or sign language training, 118.2(2)(1.3) 

¢ medical expenses, 118.2(2), Reg. 5700 

¢ real-time captioning services, see Captioning service 

¢ rehabilitative therapy, 118.2(2)(1.3) 

* sign language interpretation services, see Sign language 


Dealer compensation payment 
¢ defined, for securities lending arrangement, 260(1) 


Dealer (or trader) 

* automobile, standby charge for sales employees, 6(2.1) 
* in resource rights, 66(5) 

* in securities, see Securities: dealer, trader or agent 


Death, see also Death of taxpayer 

¢ danger of, communication of taxpayer information relating to, 
241(3.1) 

* funeral arrangements, see Eligible funeral arrangement; Funeral 
services 


Queen, of, Interpretation Act s. 46 


Death benefit 


Canada Pension Plan, see Canada Pension Plan/Quebec 
Pension Plan: death benefit 


defined, 248(1) 


emigration of survivor, no deemed disposition, 
128.1(10)“excluded right or interest” ~(h 

flowed through trust or estate, 104(28) 

income, 56(1)(a)(ii1) 

income averaging, ITAR 40, see also Averaging of income; 
Income-averaging annuity contract 

lump sum 
e transfer from RPP, 147.3(7) 

Saskatchewan Provincial Pension Plan, rollover to RRSP or 
RRIF, 60(1)(v)(B.2) 

used to pares income-averaging annuity contract, 
deductible, 61(2)(c) 

withholding of tax, 153(1)(d) 


Death duties 


interest on, deductible, 60(d) 


Death of taxpayer 
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amounts receivable, 70(2) 
business income, effect on, 34.1(8)(a) 
business year-end income inclusion, 34.:1(9) 
business year-end not calendar year, 34.1(8), (9) 
capital losses deductible against all income, 111(2) 
charitable donations carryback | 
carryback, 118.1(4) 
claim ‘against 100% of net income, 118.1(1)“total 
gifts’(a)(1i) 
e donation of non-qualifying security, 118.1(15) 
e made by. will, deemed,made in year of death, 118.1(5) 
publicly traded securities,, reduced capital gain, 38(a.1)(1i): 
computation of income, on, 70(1) 
consequences of, meaning, 248(8) 
debt forgiveness rules do not apply to extinguishment of, debt 
by bequest, 80(2)(a) 
debt obligation settled by estate, 80(2)(p), (q) 
deemed proceeds of disposition of property, 70(5)—-(10) 
disposition of property on, 70(5)-(10) 
e definitions, 70(10)“child” 
¢ legal representative, by, 164(6) 
¢ ordering, 70(14) 
disposition of right to share in partnership income, 96(1.5) 
elections, Reg. Part X 
eligible capital property, 70(5.1) 
entitlement to benefits on 
¢ deemed, spouse, 146(8.91) 
¢ other than spouse, by, 146(8.8), (8.9) 
farming business, no. inventory adjustment, 28(1) closing 
words 
forward averaging, 110.4(4). [repealed] 
funeral services, provided from eligible funeral arrangement, no 
tax, 148.1(2)(b)G) 
gifts, time of, 118.1(4) 
ti Buyers’ Plan income inclusion or rollover, 146.01(6), 
instalments not required after, 156.1(3) 
investment tax credit, income inclusion re, 70(1)(b) 
land inventories, 70(5.2) 
last annuitant under registered retirement income fund, 
146.3(6)-(6.2) 
life estate in real property, termination of, 43.1(2) 


Lifelong Learning Plan income inclusion or rollover, 
146.02(6), (7) 


minimum tax not applicable, 127.55 

net capital loss, 111(2) 

occurrences as a consequence of, 248(8) 
partner return, 150(4) 

partnership 


Topical Index 


Death of taxpayer (cont'd) 


¢ value of rights or things, 53(1)(e)(v) 
partnership interest, transfer of, 100(3) 
payment by employer, see Death benefit 
payment of tax 

¢ election to pay in instalments, 159(5) 
property passing to spouse or trust, 70(6) 
proprietor, return needed, 150(4) 

RPP contributions deductible, 147.2(6) 

RRIF 

¢ income inclusion to deceased, 146.3(6), (6.2) 

* losses after death, carryback to deceased’s last year, 
146.3(6.3), (6.4) 

* tax-paid amounts, see Tax-paid amount 
RRSP 

¢ distribution to child or grandchild, deferral while under 18, 

60(1)(v)(B.1) 

* income inclusion to deceased, 146(8.8), (8.9) 

¢ losses after death, carryback to deceased’s last year, 

146(8.92), (8.93) 

* tax-paid amounts, see Tax-paid amount 
reserves not deductible, 72(1) 
resource properties, 70(5.2) 
return required, 150(1)(b), (e) 

¢ where none filed, 150(1)(e) 
rights or things, 70(2) 

¢ transferred to beneficiaries, 70(3) 
separate return, 70(2) 

e minimum tax carryover not applicable to, 120.2(4) 
aD payment from deferred profit sharing plan, 147(10.1), 
spouse or spouse trust, property transferred to, 70(6) 
stock options, effect on, 7(1)(e) 

TFSA, 146.2(9), 207.01(1)“exempt contribution”, 207.01(3) 
tax on, 70(1), (5) 

termination of life estate, 43.1(2) 

transfer of partnership interest, 98.2 


Debenture, see Bond; Convertible property 


Debt, see also Commercial obligation; Debt obligation; 
Indebtedness 


amalgamation, on, 87(2)(h) 

assets acquired from foreign affiliate for settlement of, 80.1(5) 

assumption of, debt forgiveness rules do not apply, 

80(1)“forgiven amount’ B(1) 

bad, see Bad debt 

corporation, of, 

¢ qualified investment for RRSP etc., 204“qualified 
investment”(c.1), Reg. 4900(1)(i), (i.3) [to be repealed] 

deficiency, 84.2(2), (3) 

defined, re seizure of property by creditor, 79(1), 79.1(1) 

disposition of, see Debt obligation: disposition of 

doubtful, reserve for, 12(1)(d), 20(1)() 

foreign currency, denominated in, 79(7), 80(2)(k), 80.01(11) 

forgiveness, see Debt forgiveness 

long-term 

e defined, 190(1) 

non-qualifying 

* owing to registered charity, 189 

* trust for benefit of spouse, 70(8)(b) 

owed by corporation, adjusted cost base, 53(2)(p) 

owing by non-resident to corporation resident in Canada, 17 

parking, see Debt parking 

rescheduling or restructuring, expenses deductible, 

20(1)(e)Gi.2), 20(1)(e. 1) Gi) 

security received in satisfaction of, 76 

seizure of property for payment of 
effect on creditor, 79.1 
effect on debtor, 79 

settlement of, see Debt forgiveness 


share issued in settlement of, 80(2)(g), (g.1) 
statute-barred, deemed settled, 80.01(9) 

* subsequent payments, 80.01(10) 
testamentary 

* trust for benefit of spouse, 70(8)(c) 
unpaid tax, etc., as, 222(2) 


Debt forgiveness, 80—80.04, see also Settlement of debt 
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amalgamation, on, 80.01(3) 
application of remaining balance 

* adjusted cost base of capital property, 53(2)(g.1), 80(9)—(11) 

¢ allowable business investment loss carryforwards, 80(4)(a) 

* capital cost of depreciable property, 13(7.1)(g), 80(5) 

* capital gain to absorb. current capital losses, 80(12) 

* capital property, 53(2)(g.1), 80(9)-(11) 

* cumulative Canadian development expense, 
66.2(5)‘“cumulative Canadian development expense”’M.1, 
80(8)(c) 

* cumulative Canadian exploration expense, 
66.1(6)“cumulative Canadian exploration expense’’J.1, 
80(8)(b) 

* cumulative Canadian oil and gas property expense, 
66.4(5)““cumulative Canadian oil and gas property 
expense”I.1, 80(8)(d) 

* cumulative enigs capital, 14(5)“cumulative eligible 
capital”F:P.1, 80(2)(f), 80(7) 

¢ farm losses, 80(3)(b) 

¢ foreign exploration and development expenses, 66(4)(a)(iii), 
80(8)(e) 

¢ income inclusion, 80(13), (14) 

* net capital losses, 80(4)(b) 

* non-capital losses, 80(3)(a), 80(4)(a) 

¢ ordering of rules, 80(2)(c), 248(27) 

¢ related corporations’ shares and debt, 53(2)(g.1), 80(11) 

* resource expenditures, 80(8) 

¢ restricted farm losses, 31(1.1)(b), 80(3)(c) 

* successor pools, 66.7(2)(a)(ii), 66.7(3)(a)(11), 66.7(4)(a)(iv), 
66.7(5)(a)(ili), 80(8)(a) 

* undepreciated capital cost pool, 80(5)(b), 80(6) 

bequest or inheritance, rules do not apply, 80(2)(a) 
corporation to shareholder, taxable benefit, 15(1.2) 
death, rules do not apply, 80(2)(a) 

debt issued in settlement of debt, 80(2)(h) 

debt of deceased settled by estate, 80(2)(p), (q) 
employer to employee, taxable benefit, 6(15) 
foreign affiliate’s gain or loss on, 95(2)(i) 

foreign currency debt, 80(2)(k), 80.01(11).. 
forgiven amount, see Forgiven amount (re settlement of debt) 
guarantee, payment under, 80(2)(1) 

history pete rules, 47(1), 49(3.01), 51(1), 53(4)-(6), 
86(4), 87(5.1), (6.1) 

¢ reduction of adjusted cost base, 53(2)(g.1) 
income inclusion, 12(1)(z.3), 80(13), (14) 

* corporation in financial difficulty, 61.3 

interest deemed to be separate obligation, 80(2)(b) 
partnership, by, 80(15) 

R&D expenditures, effect on, 37(1)(f.1) 

reserve, 61.2—-61.4 

residual balance 

e defined, 80(14) 

¢ income inclusion, 80(13) 

settlement, meaning of see Settlement of debt 
share issued in settlement of debt, 80(2)(g), (g.1) 
simultaneous settlement of obligations, 80(2)(i) 
subsequent disposition, capital gain, 80.03(2) 
surrender of property 

¢ by debtor to creditor, 79(3), 79.1 

* subsequent to debt forgiveness, 80.03(2) 

transfer of forgiven amount to related person, 80,04 
winding-up, 80.01(4) 


Topical Index 


Debt obligation, see also Commercial nelieanes Investment 
contract; Specified debt obligation 


* accrued interest on, 12(3)-(10) 
* adjusted cost base, 53(2)(1) 
* amalgamation, acquired in, 87(2)(e.2) 


assumption of, expenses deductible, 20(1)(e)(ii.2 
20(1)(e.1) (ii) E le eae 


* deduction for over-accrual, 20(21) 


defined, see also Commercial debt obligation; Indexed debt 
obligation; Specified debt obligation 


* re prepayments, 18(9.1), (9.2) 
e re qualified investments, 204 
discounted, see Bond: discount 
disposition of 
* in exchange for other debt obligation, 40(2)(e.2) 
ee addition to adjusted cost base, 53(1)(f.12) 
¢ to related person, 40(2)(e.1) 


e addition to adjusted cost base, 53(1)(E. 1 Ga 1) 
whether capital loss allowed, 40(2)(g)(ii) 
escalating interest, accrual, Reg. 7000(2)(c.1) 
* extended meaning of, 248(26) 
* for penalties, bonuses and rate reduction payments, 18(9.1) 
¢ for prepaid interest rules, 18(9.2) 
¢ for purposes of scientific research tax credit, 


127.3(2)“scientific research and experimental development 
tax credit’’(d) 


* generally, not defined 
first registered holder of 
* election re scientific research tax credit,’ 127.3(9) 
increasing interest rate, accrual, Reg. 7000(2)(c:1) 
interest on, 20(14.1) 
issued by partnership, 80(13)E(a), 80(14)(b), 80(15), (18) 
¢ deemed, 80(2)(n) 
owing by related person, no loss permitted on disposition, 
40(2)(e.1) 
partial obligation treated the same as entire obligation, 248(27) 
prescribed 
* accrued interest on, Reg. 7000 
e deemed accrual of interest, 12(9) 


* exception, 12(9.1) 
re donations to charities, 38(a.1)(i), Reg. 6210 
qualifying, see Qualifying debt obligation 
settlement of, see Debt forgiveness 
specified, see Specified debt obligation 
used or held in insurance or moneylending business 
¢ “eligible property” for transfer to\corporation by 
shareholder, 85(1.1)(g) 
Debt parking, 80.01(6)-(8) 
¢ deemed settlement of debt, 80.01(8) 
* subsequent payment of debt, 80.01(10) 
Debt substitute share 
¢ defined, Canada-U.S. Tax Treaty:Art. XXIX-A:5(a) 
Debtor 
¢ defined, 80(1), 80.01(1), 80.04(1) 
* gain on settlement of debts, 80(1), Reg. Part LIV 
Deceased person, see Death of taxpayer 
December 31, 1995 income 
¢ defined, 34.1(4)-(6), 34.2(1) 
Decline in value of property 
* inventory writedown, 10(1), (1.01) 
* rules preventing transfer of losses, 13(21.2), 40(3.3), (3.4) 
Decoder 
* television, visually displaying vocal portion of signal 
** medical expense, Reg. 5700(q) 
Deduction 
* or set-off, recovery of taxes by, 224.1 


Deductions in computing income, see also Deductions in 
computing income from business or property; Deductions in 


computing income from office or employment; Deductions in 
computing taxable income 


¢ alimony payments, 60(b) 

amounts transferred as retiring allowance, 60(j.1) 
Canadian exploration expenses, 66.1(2), (3) 

capital element of annuity, 60(a) 

“carved-out income”, 66(14.6) 

child care expenses, 63 

cost of borrowed money, 21 

costs re construction of building or ownership of land, 
18(3.1)-(3.7) 

cumulative Canadian development expenses, 66.2(2) 
e short taxation year, 66(13.1) 

cumulative Canadian oil and gas property expense, 66.4(2) 
¢ short taxation year, 66(13.1).. 

cumulative eligible capital on ceasing business, 24 
cumulative offset account, 66.5 

deemed residents, 64.1 

deposit insurance corporation, 137.1(3) 
¢ limitation, 137.1(4) 

disability. supports deduction, 64 

dividend from foreign affiliate, re, 91(5) 

employee benefit plan, 32.1 

employer’s contributions 
e deferred profit sharing plan, 147(8), (9) 
¢ employees profit sharing plan, 144(5) 
* registered supplementary unemployment benefit plan, 145 
foreign exploration and development,expenses, 66(4) 
¢ short taxation year, 66(13.1) 

foreign taxes, re, 91(4) 

insurance corporation 
¢ amounts paid or credited to policyholders, 140(1) 
interest on death duties, 60(d) 


legal expenses of collecting or establishing right to pension 
benefit etc., 60(0.1) 


maintenance payments, 60(b), (c), 60.1 

mental/physical impairment 

¢ attendant care expenses, 64(a)A(ii)(J) 

epee on depreciable property, loss from sale of, 20(5), 
moving expenses, 62 

Part I.2 tax payable, 60(w) 

patronage dividend, 135(1) 
¢ carryover of, 135(2.1) 

Perit ension plan contributions, 60(v) (before 2010), 

46(21.1) (after 2009) 

RRSP, premiums under, 60(i) 

refund of income payments, .60(q) 

refund of RRSP premium transferred to annuity, 60(1) 


refund of undeducted past service additional voluntary 
contributions, 60.2(1) 


repayment of overpayment of certain benefits, 60(n) 
repayment of policy loan, 60(s) 

residents absent from Canada, 64.1 

resource and processing allowances, Reg. Part XII 
resource expenses 

* successor corporation, 66.7 

retirement compensation arrangement 

¢ benefit from, 60(t) 

* contributions to, 20(1)(r) 
e disposition of interest in, 60(u) 

scientific research and experimental development, 37 
spousal RRSP, amounts transferred to, 60(j.2) 
succession duties applicable to certain property, 60(m.1) 
superannuation benefits transferred to another plan, 60() 
support payments, 60(b), (c), 60.1 

trusts of, 104(6)-(8) 
* non-resident beneficiaries, for, 104(10) 

uncollectible proceeds of disposition, 20(4)-(4.2) 
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Deductions in computing income from business or property, 
see also Deductions in computing income 


* accrued interest on transferred bond, 20(14) 
amount deemed to be tax payable, 20(1)(I1) 
bad debts, 20(1)(p) 
banks, 26(2) 
CPP/QPP contributions, 8(1)(1.1), 60(e) 
cancellation of lease, 20(1)(z), (z.1) 
capital cost allowance, see Capital cost allowance 
cumulative eligible capital amount, 20(1)(b) 
depletion, see Depletion allowances 
discount on certain obligations, 20(1)(f) 
dividend from foreign affiliate, 20(13) 
employer’s contributions 
deferred profit sharing plan, 20(1)(y), 147(8), (9) 
pension plan, 20(1)(q), 147.21) 
¢ limitation, 20(22) 
* special, 20(1)(r) 
profit sharing plan, 20(1)(w) 
supplementary unemployment benefit plan, 20(1)(x) 
expense of issuing shares or borrowing money, 20(1)(e) 
exploration and development grants, 20(1)(kk) 
foreign taxes 
* exceeding 15%, 20(11) 
guarantee fees etc., 20(1)(e.1) 
injection substances, 20(1)(Il) 
interest 
e accrued on purchased bond, 20(14) 
* compound, 20(1)(d) 
¢ paid on borrowed money, 20(1)(c) 
inventory adjustment, 20(1)(ii) 
investigation of site, 20(1)(dd) 
investment counsel fee, 20(1)(bb) 
landscaping, 20(1)(aa) 
life insurance corporation, 138(3) 
limitations on, 18(1), (11) 
mineral resources, 65 
mining taxes, 20(1)(v) 
oil or gas wells, 65 
patronage dividend, 20(1)(u) 
permitted, 20(1) 
prepaid expenses 
e limitation re, 18(9) 
reinsurance commission, 20(1)(jj) 
repayment of amount previously included, 20(1)(m. 2) 
repayment of inducement, 20(1)(hh) 
repayment of shareholder’s loan, 20(1)(G) 
representation expenses, 20(1)(cc) 
reserves, see Reserve 
resource allowances, 20(1)(v.1) 
salary deferral arrangements, 20(1)(00) 
scientific research and experimental development, 37 
share transfer fees, 20(1)(g) 
terminal loss, 20(16) 
utilities service connection, 20(1)(ee) 
* western grain stabilization levy, 20(1)(ff) 
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Deductions in computing income from office or employment, 


see also Deductions in computing income; Employee; Expenses 
¢ aircraft costs, Reg. 1100(6) 

ee  reasonability, 8(9) 

allowed, 8(1) 

artists’ expenses, 8(1)(q) 

automobile expenses, 8(1)(h.1) 

clergyman’s residence, 8(1)(c) 

limitations 

¢ general, 8(2) 

e meals, 8(4) 

registered pension plan contributions, 8(1)(m), 147.2(4) 


* retirement compensation arrangement, 8(1)(m.2) 

* teachers’ exchange fund, 8(1)(d) 

Deductions in computing tax, see also Tax credits 

* corporations 

e* abatement, 124 

¢¢ income earned in province, 124(1) 

** manufacturing and processing profits, 125.1 

*¢ small business deduction, 125 

* exploration and drilling expenses, ITAR 29(32), (33) 

¢ foreign tax, 126 

¢ gifts, 118.1(3) 

° CEN earned in province that provides schooling allowance, 
Income War Tax Act, under, ITAR 17(1) 

international organization, levy by, 126(3) 

investment corporation, 130(1) 

investment tax credit, 127(5)-(36) 

logging tax, 127(1) 

manufacturing and processing profits, 125.1 

mortgage investment corporations, 130.1 

personal credits, 118—-118.95 

political contributions, 127(3)—(4.2) 

S.C. 1947, c. 63, s. 16, under, ITAR 17(3) 

small business deduction, 125 

taxable dividends, 121 

Deductions in computing taxable income, see also Tax credits; 
Deductions in computing income 

* amounts exempt under tax agreements, 110(1)()@) 
¢ annual adjustment, 117.1 

* capital gains, 110.6 

* corporations 

ee gifts, 110.1 

¢ dividend 

ee from foreign affiliate, 113 

e¢ received by corporation, 112 

¢ employee stock options, 110(1)(d), (d.1) 
¢ home relocation loan, 110(1)() 

¢ Income War Tax Act, under, ITAR 17(2) 
e indexing, 117.1 

¢ losses of other years, 111 

¢ medical expenses, see Medical expenses 
¢ member of religious order, 110(2) 


net capital losses, 111(1)(b), 111€1.1), (2) 
non-capital losses, 111(1)(a) 
non-resident trusts, 94(3) [to be repealed] 
order of applying provisions, 111.1 
other, permitted, 110 
Part VI.1 tax, 110(1)(k) 
part-year resident, 114 
separate returns, 114.2 
social assistance payments, 110(1)(f)(@ii) 
unemployment insurance benefit repayment, 110(1)(i) 
workers’ compensation payments, 110(1)(f)(@1) 
Deemed disposition, see Disposition: deemed 
Deemed dividend, see Dividend: deemed 
Deemed gain 
e defined, 104(21.4)(a) 
Deemed overpayment, see Overpayment of tax: deemed 
Deemed realization of gains, see Disposition: deemed 
Deer, 80.3(1)“breeding animals” 
Defaulting taxpayer, 226 
Defence forces, see Canadian Forces 
Deferral, see also Rollover 
¢ amount, see Deferral amount 
¢ departure tax, by posting security, 220(4.5)-(4.54) 
* expenses payable but not paid, 78 
¢ stock option benefit, 7(1.1), (1.8), (8)}-(16) 
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Deferral (cont’d) 
* tax on distribution by trust to non-resident beneficiary, by 
posting security, 220(4.6)—-(4.63) 


Deferred amount, defined, 248(1) 

Deferred annuity out of pension plan, 254 
Deferred income 

* salary deferral arrangements, 6(1)(i), 6(11)-(14) 


Deferred income plans, 144—147.3, see also Deferred profit 
sharing plans; Registered education savings plans; Registered 
pension plan; Registered retirement income fund; Registered 


retirement savings plan; Registered supplementary unemployment 


benefit plan 


* interest on money borrowed to invest in, not deductible, 18(11) 


* over-contributions to 
tax on, 204.1—204.3 
* property held by trust governed by 
tax re, 207.1, 207.2 
* qualified investments, Reg. Part XLIX 
¢ small business investments, Reg. Part LI 
* tax on non-qualified investments, 207.1 
Deferred payment 
* defined (re top-up disability payments), 8(1)(n.1)(i) 
Deferred profit sharing plan 
¢ age 71 maturity, 147(2)(k), 147(10.6) 
* amendments to 
anti-avoidance, 146(5.21) 
* amount received from, income, 56(1)(i) 
* amount taxable, 147(18), 201 
* anti-avoidance rule, 147(18), (22) 
* annuity purchased by, see purchase of annuity by (below) 


benefit under 

* succession duties on, deduction for, 60(m.1) 
taxable, 147(10)-(12) 

* conditions, 147(2) ) 

* continuation of, in amalgamation, 87(2)(q) 

¢ defined, 147(1), 248(1) 

definitions, 147(1), 204 

disposal of shares 

e deduction re amount, 110(1)(d.3) 
disposition of property to, capital loss nil, 40(2)(g)(@v)(A) 
distribution deemed disposition, 200 


emigration of employee, no deemed disposition, 
128.1(10)“excluded right or interest’’(a)(iv) 


employer’s contribution 

¢ deductible, 20(1)(y), 147(8), (9) 

ee limitations, 18(1)Q), 147(5.1), 147(9) 

¢ not includable in employee’s income, 6(1)(a)(i) 
¢ terms limiting, 147(2.1) 

¢ where not deductible, 147(9.1) 

“excess amount” defined, 204.2(4) 

excluded from various trust rules, 108(1)“trust’’(a) 
forfeited amounts, 147(2)(i.1), 147(10.3) 

e defined, 147(1) 

¢ reallocation of, 147(2.2) 

forfeitures, tax on, 201 

individual ceasing to be employed by an employer 
* compensation, 147(5.11) 

initial non-qualified investment, defined, 204 


insurance see demutualization conversion benefit, 
139.1(12), (14) 


18(11)(c) 
life insurance policies, 198(6)—(8) 
lump-sum payment 

remuneration, Reg. 100(1) 
maturity by age 71, 147(2)(k), 147(10.6) 
money borrowed for contribution to 


employee contributions prohibited, 147(2)(a.1), 147(14)(c:2) 


interest on money borrowed to invest in, whether deductible, 


limitation on deductibility, 18(11)(c) 
non-deductible employer contributions prohibited, 147(2)(a.1), 
147(14)(c.2) 
non-qualified investments of, defined, 204 
not employees profit sharing plan, 147(6) 
overcontribution to, 204.1(3) 
participating employer, meaning of, 147(1.1) 
payment out of profits, meaning of, 147(16) 
payments under 
non-resident, to, 212(1)(m) 
taxable, 147(10) 
used to veara¥ek income-averaging annuity contract, 
deductible, 61(2)(a) 
withholding of tax, 153(1)(h) 


¢ profit sharing plan, defined, 147.1(1) 
* property 


appropriation of, by employer, 147(13) 
as oO or acquisition of, for inadequate consideration, 
1 


¢ purchase of annuity by, 147(2)(k)(vi) 


before 1997, 147(10.6) 


¢ qualified investment, defined, 204“qualified investment” 
e qualified investments, Reg. Part XLIX 


defined, 204 


* registration of, 147(2)-(5), Reg. 1501 


revocation, 147(14), (15) 


* reversionary trust rules do not apply, 75(3)(a) 
¢ revocation of, 147(14), (22) 
¢ revoked plan 


defined, 204, Reg. 4901(2) 

“excess amount” defined, 204.2(4) 

payments under, subject to withholding of tax, 153(1)(h) 
rules applicable, 147(15) 


e shares included in single payment on retirement etc., 


¢ single 


147(10.1), (10.2) 
disposal of, 147(10.4), (10.5) 
parmment on withdrawal, 147(10.1), (10.2), (10.4)—(12), 
Reg. 1503 


¢ surrender of rights 


on marriage/relationship breakdown, 147(2)(e)(i) 
to avoid revocation, 147(2)(e)(ili) 


e taxon forfeitures, 201 
* tax on initial non-qualified investments, 199 
¢ tax on non-qualified investments, 198 


distribution deemed disposition, 200 
refund 

* on disposition, 198(4) 

* on recovery of property given as security, 198(5) 
return required, 202(1) 


¢ tax on overcontributions to, 204.1 
* tax payable by 


on acquisition of shares not at fair market value, 207.1(5) 
on holding certain property, 207.1(2) 


* tax where inadequate consideration on purchase or sale, 201 


taxation year of, 144(11) 
testamentary trust receiving benefits from, 104(27.1) 


e transfer to 


capital loss deemed nil, 40(2)(g)(iv)(A) 
DPSP, from, 147(19) 


¢ transfers from 
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DPSP, to, 147(19)(d)(i1i) 

excess, 147(22) 

registered pension plan, to, 147(19)(d)(ii1) 

registered retirement income fund, 147(19)(d)(iv) 
registered retirement savings plan, to, 147(19)(d)(ii) 
restrictions re, 147(21) 

spousal RRSP, to, 60(j.2) 

spouse/partner’s RRSP, RRIF or RPP on breakdown of 
relationship, 147(2)(e)(i), 147(19)(b)(ii) 


Topical Index 


Deferred profit sharing plan (cont’d) 
** taxation of amount transferred, 147(20) 


*¢ trust, through, to RPP or RRSP, 104(27.1) 
* trust under, exempt, 147(7), 149(1)(s) 
Deficit affiliate 
¢ defined, Reg. 5905(7.1)(a) 
Defined benefit limit 
¢ defined, Reg. 8500(1) 
Defined benefit provision 
¢ defined, 147.1(1) 
Defined contribution provision, see Money purchase provision 
Definitions, see also the specific defined terms 
application of, Interpretation Act s. 15 
capital gains exemption rules, 110.6(1) 
capital property rules, 54 
charities, 149.1(1) 
corporations, 89 
foreign affiliate rules, 95 
general, 248 
insurance rules, 138(12), 148(9), Reg. 1408 
investment tax credit rules, 127(9) 
registered pension plans, 147.1(1) 
registered retirement income funds, 146.3(1) 
registered retirement savings plans, 146(1) 
regulations, Interpretation Act s. 16 
relationships, 251—252 
resource taxation, 66(15), 66.1(6), 66.2(5), 66.4(5) 
small business rules, 125(7) 
terms used in regulations, /nterpretation Act s. 16 
trusts, 108 
Delegation of powers and duties of Minister 
¢ administrative, 220(2.01) 
* by regulation, 221(1)(f) (repealed), Reg. Part IX (repealed) 
Deliberate over-contribution (to TFSA) 
* benefit attributable to, constitutes advantage, 
207.01(1)“advantage’’(c)(i) 
¢ defined, 207.01(1) 
Demand 
¢ by Minister 
° actuarial report, for registered pension plan, Reg. 8410 
books and records, to retain, 230(7) 
documents, for, 231.2(1)(b) 
information, for, 231.2(1)(a) 
information return, for, 233 
return, for, 150(2) 
proof of failure to comply with, 244(7), (8) 
proof of service, 244(5), (6) 
third party, see Garnishment for taxes unpaid 
Demutualization, 139.1 
defined, 139.1(1) 
effect of, 139.1(4) 
holding corporation, see Holding corporation - 
paid-up capital following, 139.1(6), (7) 
rollover of ownership rights into shares, 139.1(4)(a), (d) 
time of, 139.1(2)() 
Denmark, see also Foreign government 
* stock exchange recognized, Reg. 3201(s) 
Density 
¢ hydrocarbons, determination of, Reg. 1107 
Dental bills, as medical expense, 118.2(2)(a) 
Dental instruments (small) 
* capital cost allowance for, Reg. Sch. II:Cl. 12(e) 
Dental mechanic 
* payments to, as medical expenses, 118.2(2)(p) 
Dental plan, see Private health services plan 


e e e e e e 


e a ® e e e e e 


os e e e e e 


Dentist, see also Professional practice 

¢ defined, 118.4(2) 

Department of Canadian Heritage, see Canadian Heritage, 
Department of 

Department of Energy, Mines and Resources 


* certificate re Class 34 property, Reg. 1104(11), Sch, II:Cl. 
34(d), Sch. I:Cl. 34(g) 

* certificate re mineral deposit, 248(1)“mineral resource”(d)(i) 

* certificate re oil or gas well, 66.1(6)“Canadian exploration 
expense’ (d)(iv), 66.1(10) 

* communication of information to, 241(4)(d)(v)-(vi.1) 

* consultation re mine capacity, Reg. Sch. II:Cl. 1(1), Sch. II:Cl. 
28(b)(ii) 

* consultation re pipeline, Reg. Sch. If:Cl. 1(1), Sch. Il:Cl. 2(b) 

¢ determination of prescribed energy conservation property, 
13(18.1), 241(4)(d)(vi. 1) 

Department of Finance comfort letters, see Table of Comfort 

Letters 

Department of Fisheries and Oceans Act, see Northern Cod 

Compensation and Adjustment Program 

Department of Human Resources Development, see Human 

Resources Development Canada 

Department of Labour Act 

* s. 5, income assistance payments under, see Older Worker 
Adjustment, Program for 

Department of National Revenue, see Canada Revenue Agency 

Departure tax, see Ceasing to be resident in Canada 

Dependant 

¢ alimony or maintenance paid to, 118(5) 

¢ child, credit for, 118(1)B(b.1), (d) 

¢ credit for, 118(1)B(b), (d) 

** apportionment of, 118(4)(e) 

¢ deemed resident, of 

ee also deemed resident, 250(1)(f) 

¢ defined, 118(6), Reg. 8500(1) 

¢ infirm, see Infirm dependant 

* medical expenses of, 118.2(2)(a) 

° ae or physical impairment, 118.2(2)(b), (c), 118.3(2), 


notch provision, 117(7), 118.2(1)D 

partial 

¢ mental or physical impairment, 118.3(3) 

spouse, 118(1)B(a) 

wholly dependent persons, credit for, 118(1)B(b) 

e limitation, 118(4) 

Dependants’ relief acts, trust created by, 70(6.1) 
Dependent personal services, see Employment: income from 
Depletion allowances, see also Resource allowance 

* gas well, 65, Reg. Part XII 

¢ lessee and lessor, allocation between, 65(3) 

* mineral resource, 65, Reg. Part XII 

*¢ coal mine, allocation, 65(3) 


mining exploration, Reg. 1203 
oil well, 65, Reg. Part XII 
supplementary, Reg. 1212 
¢ timber limit, 65 
Depletion base, see Earned depletion base; Mining exploration 
depletion base; Supplementary depletion base 
Deposit 
* eligible, see Eligible deposit 
* insurance corporation, see Deposit insurance corporation 
* on container 
*¢ as income, 12(1)(a)(i1) 
ee deduction when repaid, 20(1)(m.2) 
ee reserve for, 20(1)(m)(iv) 
¢ specified, see Specified deposit 
Deposit accounting insurance policy 
¢ defined, 138(12), Reg. 1408(1) 
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Deposit balance 


of insurer, defined, Reg. 2400(1) 


Deposit insurance corporation, ‘see also Canada Deposit 
Insurance Corporation 


amounts included in income, 137.1(1), (10) 
amounts not included in income, 137.1(2) 
deductions in computing income, 137.1(3) 
limitation, 137.1(4) 
payments to member institutions, 137.1(11) 
deemed 
mark-to-market property, by financial institution, 142.5(2) 
on becoming a financial institution, 142.6(1)(b) 
on ceasing to be a financial institution, 142.6(1)(c) 
specified debt obligation that was inventory of financial 
institution, 142.6(4)(a) 
deemed not credit union, 137.1(7) 
deemed not private corporation, 137.1(6) 
deeming provision re, 137.1(5.1) 
defined, 137.1(5) 
for purposes of dividend: gross-up and tax credit, 89(15) 
investment property, defined, 137.1(5) 
member institution 
defined, 137.1(5) 
payments by; deductible in computing income, 137.1(11)(a) 
repayment deductible in computing income, 137.1(11)(b) 


repayment excluded from income of previous. year, 
137.1(12) 


security for payment of tax, 220(4.3), (4.4) 
no high-gross-up dividends, 89(1)“general rate income 
pool"E(b) 
not subject to mark-to-market rules, 142.2(1)“financial 
institution” (c)(iv) 
principal amount of interest payable, 137.1(10.1) 
property owned since before 1975,-137.2 
special tax rate, 137.1(9) 
transfer of premiums from another deposit insurance 
corporation, 137.1(2)(b) 
transfer of premiums to another deposit insurance corporation, 
137.1(4)(d) 
wholly-owned subsidiary deemed deposit insurance 
corporation, 137.1(5.1) 


Depositary 


defined, Reg. 223(5) 


Depository receipt, see American Depositary Receipt 
Depreciable property, see also Capital cost allowance 


acquired 
amalgamation, on, 87(2)(d), (d.1) 

° by transfer, amalgamation or winding-up, Reg.,1102(14), 
(14.1) 


* capital cost, 13(5.2) 

* non-arm’s length, 13(7)(e), Reg. 1102(20) 

*¢ corporations controlled by one trustee, 13(7.3) 

¢ partner’s cost, ITAR 20(4)“acquisition cost” 

« = government assistance, deemed capital cost, 13(7.1), 
additions and alterations, Reg. 1102(19) 

amortization, see Capital cost allowance 

available for use, 13(26)—(32), Reg. 1100(2)(a)Q), (vii) 
borrowing money for, 21(3) 

capital, disposed of 
* capital cost, 13(5.4) 
¢ lease cancellation payment, 13(5.5) 
* recaptured depreciation, 13(5.3) 

capital cost, see Capital cost 

capital cost allowance, see also Capital cost allowance 
¢ classes, Reg. Sch. II i 
capitalization of interest, 21(1), (3) 

* reassessment, 21(5) 

certain transactions after 1971, ITAR 20(1.2) 


¢ change in proportions of use, 13(7)(d), 13(9) 


oeoeeeee® 
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change in use 
deemed acquisition/disposition, 13(7)(a), (b),/13(9) 
classes, for capital cost allowance, Reg. Sch. II 
inclusions in, Reg. 1103 
transfers between, Reg. 1103 
cost of money borrowed to acquire, 21(1) 
election, 21(1) 
deductions allowed, Reg. Part XI 
deemed, Reg. 1101(5g) ‘ 
capital cost allowance, Reg. Sch. II:Cl. 36 
separate classes, Reg. 1101(5g) 
deemed capital cost of,.13(7.4) 
deemed disposition/reacquisition 
capital cost, deemed, 13(7)(f) 
on death, 70(5) 
defined, 13(21) 
on windup of corporation, 88(1)(c.7) 
depreciation, see Capital cost allowance 
disposition of 
after ceasing business, 13(8) 
bad debt on, 20(4) 
capital gain on, 39(1)(a) 
on death 
order of disposition, 70(14) 
to child, farming or fishing property, 70(9), (9.01) 
‘to spouse, 70(6); ITAR 20(1.1) 
proceeds of disposition, defined, 13(21) 
recapture, up to original cost, 13(1) 
terminal loss, where no property left in class, 20(16) 
divided use 
change in ratio of uses, 13(7)(d) 
deemed cost/proceeds of income-producing part, 13(7)(c) 
dividend in kind, ITAR 20(1.4) 
election re 
deemed, 44(4) 
exchanges of, 13(4) 
exclusions from classes, Reg. 1102 
first-year rule, Reg. 1100(2)-(2.4) 
half-year rule, Reg. 1100(2)+(2.4) 
manufacturing and processing business, acquired for 
deemed. capital. cost of, 13(10) 
manufacturing and processing enterprises, Reg. 1102(15), (16) 
misclassified, 13(6) 
prescribed class, of 
transferred to corporation by shareholder, 85(1)(e), (e.1), 
(e.3), (e.4) 
proceeds of disposition of, 13(21) 
receipt of government grant, 13(7.1), (7.2) 
recreational property, Reg. 1102(17) 
replacement for, 13(4), (4.1) 
rollover of 
to corporation, 85(1)(e), 85(5) 
to partnership, 97(2) 
to trust, 107.4(3)(d) 
sale of, see disposition of (above) 
sale of mortgage, etc., 20(5), (5.1) 
separate classes, Reg. 1101 
transfer of 
non-resident insurer, by, 138(11.8) 
not at arm’s length, 13(7)(e), 13(21.2) 
on mutual fund rollover, 132.2(1)(d) [to be repealed], 
132.2(3)(c) [draft] 
pre-1972, not at arm’s length, ITAR 20(1.3) 
to corporation, rules, 85(1)(e), 85(5) 
to trust, qualifying disposition, 107.4(3)(d) 
where UCC exceeds fair market value, 13(21.2) 
uncollectible proceeds of disposition, 20(4)—(4.2) 
undepreciated capital cost, 13(21) 
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Depreciation, see also Capital cost allowance 

¢ double, in lieu of, Reg. 1100(1)(d) 

* property acquired before 1972, ITAR 18 

Deputy Minister, see Commissioner of Customs and Revenue 
Derivative assessment, 160 

Designated acquired corporation 

e defined, for FAPI rules, 95(1) 

Designated amount 

* of stock option, for employer election re cash-out, 110(1.2) 
¢ of trust, in respect of capital gains, 104(21.2) 

Designated area 

e defined in Canadian Wheat Board Act, 76(5) 

Designated asset (re oil sands project) 

¢ defined, Reg. 1104(2) 

Designated beneficiary 

¢ defined, 210 

* no deduction for income of trust paid to, 104(7) 


Designated benefit, see Registered retirement income fund: 
designated benefit 


Designated city 
¢ defined, Reg. 7304(1) 
Designated Class 34 income, Reg. 1100(24) [repealed] 


Designated contributor (in respect of a trust), see also Settlor 


(of trust) 


* application in definition of exempt beneficiary, 104(5.4)(b)(), 
(11) 


¢ defined, 104(5.6), (5.7)(c) 


Designated corporation 

¢ defined, for FAPI rules, 95(2)(s) 

¢ defined, for insurance rules, Reg. 2405(3) 
¢¢ loan by insurer to, 138(4.5) 


Designated country, see also Designated treaty country 
¢ defined, Reg. 8006 

Designated donor information 

¢ defined, 241(10) 

* use of by RCMP or CSIS restricted, 241(9.1) 
Designated educational institution 

¢ defined, 118.6(1) 


¢¢ for credit to graduates working in designated regions, 
118.71(1) 


¢ registered educational savings erik 146.1(1)“post-secondary 
educational institution’(a), 146.1(1)‘trust’(d) 


* student enrolled at, education credit, 118.6(2) 

Designated employee benefit 

¢ deductible when paid by employee life and health trust, 
104(6)(a.4) 

¢ defined, 144.1(1) 

¢ excluded from employee benefit plan (EBP) benefits, 
6(1)(g)(v) 

* must be only object of ELHT, 144.1(2)(a) 

* no tax to employee on, 144.1(11) 

Designated entity 

¢ defined, re non-resident investment or pension fund, 
115.2(3)(b) 

Designated financial institution 

¢ defined, 153(6) 

¢ large remittances to be made at, 153(1) 

*¢ exception, 153(1.4) 

Designated gift (for charity disbursement rules) 

¢ deemed not spent on charitable activities, 149.1(1.1)(a) 

¢ defined, 149.1(1) 

* not included in receiving charity’s income, 149.1(12)(b)@) 

* receiving charity need not disburse, 149.1(4.1)(d), 188.1(12) 


Designated income, see Trust (or estate): designated income, tax 


on 


Designated insurance property 

¢ defined, 138(12), 248(1) 

Designated investment services 

¢ defined, re non-resident investment or pension fund, 115.2(1) 
Designated overburden removal cost, Reg. 1104(2), Reg. Sch. 
II:Cl. 12(q) 

¢ defined, Reg. 1104(2) 

Designated partnership 

¢ defined, for FAPI rules, 95(2)(t) 

¢ defined, for non-resident surplus stripping, 212.1(3)(e) 
Designated pension plan, see Designated plan 
Designated person 

¢ benefit conferred on through corporation, 74.4(2) 

**¢ exceptions, 74.4(4), 74.5(5) 

*¢ special rules, 74.5(6)—(8) 

¢ benefit conferred on through trust, 74.3(1) 

¢ defined 

¢¢ for attribution rules, 74.5(5) 

ee for communication of information, 241(10) 

ee for FAPI transitional rules, 92(1.5) 

Designated plan 

¢ defined, Reg. 8515(1)-(3) 

¢ defined, for registered pension plans, Reg. 8500(1) 
Designated property 

* capital dividend account, re 

°e defined, 89(1) 


** gain on excluded from calculation, 89(1)“capital dividend 
account”(a)(i)(C)(D), 89(1)“capital dividend 
account’’(a)(11)(C)(D 


¢ foreign accrual property income, re 

e¢ defined, 95(3.1) 

Designated provincial program 

¢ defined 

e¢ for RDSPs, 146.4(1) 

¢¢ for RESPs, 146.1(1) 

Designated rate 

¢ defined, Reg. 5100(1) 

Designated region 

* credit to graduates working in, 118.71(2) 

¢ defined, 118.71(1) 

Designated region, prescribed 

* credit for investment in, 127(9)“specified _percentage’’(a)(ii)(B), 
127(9)“specified cSEHRABE ANC), 12709)" ‘specified 
pencentant cave) 

e defined, Reg. 4607 

Designated securities lending arrangement 

¢ defined, 212(20) 

* non-resident withholding tax, 212(19) 

Designated shareholder 

¢ defined, Reg. 4901(2), (2.3) 

Designated stock exchange 

¢ defined, 248(1) 

¢ designation of by Minister of Finance, 262 

Designated taxpayer information 

¢ defined, 241(10) 

* use of by RCMP, CSIS or FINTRAC, 241(9), (9.1) 

Designated treaty country, Reg. 5907(11), (11.1), (11.11) 

Designated underground storage cost 

* defined, Reg. 1104(2) 

Designated withdrawal 

¢ defined, for Home Buyers’ Plan, 146.01(1) 

Designation 

* to treat capital gain as forgiven amount, 80.03(7) 

Designation year (re capital gains of trust) 

* defined, 104(21.2) 
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Determination, see also Assessment 
* Appropriations for Contingencies of a Bank, 26(4) 


* legal fees relating to, 56(1)(1), 60(0), 152(1.2) 
¢ Minister, by 


** general anti-avoidance rule setae 1521. 11) 

ee losses, of, 152(1.1) 

*¢e¢ binding on Minister and taxpayer, 152(1.3) 

*¢* following GAAR assessment, 152(1.11), (1.12) 

e¢e treated like an assessment, 152(1.2) 

*¢ . that taxpayer’s chief source of income not farming, 31(2) 
* notice of 

°* date deemed made, 244(14), (15) 

** general anti-avoidance rule application, 152(1. 11), 245(6) 
ee losses; 152(¢1.1), 152(1.2) ) 

ee mailing date, 244(14) 

¢¢ proof that not objected to, 244(10) 

*¢ provisions applicable to, 152(1.2) 

* partnership income or loss, 152(1.4)-(1.8) 

ee objection to, 165(1.15) 

¢ question, of, by Tax Court, 174 

¢ redetermination, 152(1.2) 

* tax consequences under general anti-avoidance rule, 245(5) 


ee defined, 110.6(1)“qualified small business corporation 
share” 


¢ value of property, by Canadian Cultural Property Export 
Review Board, 118.1(10) 


Deuterium-enriched water 

* capital cost allowance, Reg. Sch. II:Cl. 26 

pabhind tvnirur see Canadian development expense; Scientific 
research and experimental development 

Development phase (of oil sands project) 

¢ defined, Reg. 1104(2) 

Devices 

¢ for hearing- or sight-impaired, business expense, 20(1)(rr) 
e medical, credit for, 118.2(2), Reg. 5700 

Dex Resources TCC case overruled, 66.1(1)“Canadian 
exploration expense’’(d)(i), 66.1(9)(a) 

Diabetic 


¢ blood-sugar level measuring device, medical expense, Reg. , . 


5700(s) 
Diagnostic procedures 
¢ medical expenses, 118.2(2)(0) 
Diamond 
¢ extraction of, 248(1)“mineral resource”(d)(ii) 


° quaee investments for deferred income plans, Reg. 
900(1)(n.1) 


Diapers (for incontinence), medical expense, 118.2(2)(i.1). 
Die, etc., capital cost allowance, Reg. Sch. I[:Cl. 12(d) 


Digester gas 
¢ defined, Reg. 1104(13) 


¢ included in‘eligible waste fuel, Reg. 1104(13) “eligible waste, 


fuel” 
Digital versatile disc, see Digital video disk 
Digital video disk (DVD) 
* rental, capital cost allowance, Reg. Sch. II:Cl. 12(r) 
e¢ >excluded from half-year rule, Reg. 1100(2)(a)(ii) 
Diligence, see Due diligence 
Diplomat 
¢ Canadian, abroad 
ee deemed resident in Canada, 250(1)(c), 250(2) 
ee reimbursement of allowance, non-taxable, 6(1)(b)(ii1) 


¢ foreign, in Canada 
** exemption from tax, 81(1)(a),, 149(1)(a), Canada- U.S. Tax 
Treaty:Art. XXVIII 


Direct equity percentage, defined, 95(4) 


Direct financing lease 
¢ prescribed property for specified debt obligation definition, 
eg. 9004 

¢ prescribed security for lending-asset definition, Reg. 
6209(b) (iii) 

Directed person (debt forgiveness rules) 

¢ defined, 80(1), 80.04(1) 

¢ eligible transferee, 80.04(2) 

¢ obligations issued by, 80(14) 

Director, Director General 

¢ duties delegated to, 220(2.01), Reg. 900 

Director (of corporation) 

¢ fees 

ee income, 6(1)(c) 

ee withholding tax, 153(1)(g) 

¢ liability of . 

ee for corporation’s unremitted source withholdings, Zot 

ee for offence of corporation, 242 

Disability, see Mental or physical impairment 

Disability assistance payment, see also Registered disability 

savings plan 

* not counted for purposes of Child Tax Benefit, 122.6“adjusted 
income 

* not counted for purposes of GST/HST Credit, 
122.5(1)“adjusted income” 


¢ not counted for purposes of Old: Age Security clawback, 
180.2(1)“‘adjusted income” 

¢ tax on, 146.4(6) 

e withholding tax 

ee non-resident, 212(1)(r.1) 

ee resident, Reg. 153(1)G) 

Disability benefit, see Disability insurance; Disability pension 

Disability Home Purchase Credit, 118.05, see First-Time Home 

Buyer’s Credit and Disability Home Purchase Credit 

Disability insurance 

¢ benefits under, income, 6(1)(f); ITAR 19 

¢ employer’s contribution not a taxable benefit, 6(1)(a)(i) 

¢ top-up contributions by employer, see pep ery, policy 

Disability payments 

¢ military action, for 

ee exempt, 81(1)(e) 

Disability pension 

¢ CPP, see Canada Pension Plan/Quebec Pension Plan: disability 
pension 

¢ RCMP, exempt, 81(1)(i) 

Disability policy 

e defined, 6(17) 

¢ top-up payments on insolvency of insurer, 6(18) 

ee reimbursement to employer, 8(1)(n.1) 

Disability-related building modifications 

¢ deductible, 20(1)(qq) 

¢ medical expense credit, 118.2(2)(1.2) 

Disability-related devices and equipment. 

¢ deductible, 20(1)(rr) 

Disability-related employment benefits 

¢ when not included in income, 6(16) 

Disability supports deduction, 64 

Disabled 

¢ defined (for pension plan), Reg. 8500(1) 

Disabled person, see Mental or physical impairment 

Disbursement excess 

* registered charity, of, carryforward, 149.1(20) 

ee defined, 149.1(21) 

Disbursement quota 

¢ anti-avoidance rule, 149.1(4.1) 

¢ defined 

ee for charitable foundation, 149.1(1), Reg. 3701 
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Disbursement quota (cont'd) 
¢¢ for charitable organization, 149.1(21)(c) 


Disclaimer, defined, 248(9) 

Disclosure of information 

* by CRA, see Communication of information 

* to CRA, see Information return 

Discontinuance of business, see Ceasing to carry on business 
Discontinuance of venture capital business 

* meaning of, 204.8(2) 

* penalty tax, 204.841 

Discount, see also Bond: discount 

¢ defined, pre-1972 obligation, ITAR 26(12) 

Discounted bonds, see Bond: discount 

Discretion of Minister, see Minister (of National Revenue) 
Discrimination, Canada-U.S. Tax Treaty:Art. XXV 
Dishonoured cheque, see Cheque: dishonoured 
Disposition 

* capital gain, 39(1)(a), 40(1) 

¢ child, to, 40(1.1) 


* deceased taxpayer, of, 70(5), 164(6) 

* deemed 

°¢ by trust, every 21 years, 104(4) 

¢* mark-to-market property, by financial institution, 142.5(2) 
*¢ on becoming a financial institution, 142.6(1)(b) 

** on ceasing to be a financial institution, 142.6(1)(c) 

** on ceasing to be resident, 128.1(4)(b) 

*¢ on death, 70(5)-(10) 

*¢ on gift, 69(1)(b)(ii) 


specified debt obligation that was inventory of financial 
institution, 142.6(4)(a) 


** where spousal trust distributes property to other person, 
107(4) 

¢ deemed contribution of capital, where, 53(1.1) 
¢ deferral of tax on, see Rollover 
e defined, 248(1) 
°° satisfaction of obligation, deemed not to be, 49.1 
¢ depreciable, see Depreciable property 
* income interest in trust, 106(2) 
¢ involuntary, election re, 13(4) 
ee deemed, 44(4) 
¢ land used in farming business of partnership, 101 
* life insurance policy, interest in, 248(1)“disposition’’(b.1) 
* loss on, see Loss(es); Stop-loss rules 
* non-resident, by, 116(1)-(6) 
ee certificate, 116(2) 
** notice, 116(3) 

*¢  treaty-protected property, 116(5.01), (5.02) 

*¢ where tax deferred under tax treaty, 115.1 

* of interest in life insurance policy, 148(9), Reg. 2171) 

* partnership, on ceasing to exist, 98 
* personal-use 

ee capital loss nil, 40(2)(g)(ii) 

* principal residence, see Principal residence 
* proceeds of, see Proceeds of disposition 

¢ purchaser corporation controlling or controlled by taxpayer, 
40(2)(a)(ii) 

subsequent to debt forgiveness, 80.03(2) 

to a trust, no change in beneficial ownership, 69(1)(b)(iii) 
together with services, allocation rule, 68 

trust, to 

¢ capital loss nil, 40(2)(g)(iv) 

Disposition day (for trust) 

* defined, 104(5.3), (5.8) 

Dispute, taxes in 

¢ whether taxpayer required to remit, 164(1.1)(d), 225.1 
Dissolution, see Winding-up 


Distance education 
¢ education credit, full-time student, 118.6(2)B 
Distisss preferred share, 80.02 
constitutes commercial obligation, 80(1)“commercial 
obligation” 
* constitutes excluded security, 80(1)“excluded security” 
¢ defined, 80(1) 
* disposition of following debt forgiveness, no deemed capital 
gain, 80.03(2 
settled 
¢ effect of, where subsidiary wound up into parent, 80.01(5) 
* meaning of, 80.02(2)(c), 80.02(7)(a) 
share ceasing to be, 80.02(7) 
substituted for debt, 80.02(3) 
substituted for other distress preferred share, 80.02(5) 
substitution of commercial debt obligation for, 80.02(4) 
substitution of other share for, 80.02(6) 
Distributing corporation 
¢ defined, 55(1)“distribution” 
Distribution 
for butterfly purposes, defined, 55(1) 
from TFSA, defined, 146.2(1) 
of property by non-resident trust, reporting requirement, 233.5 
on winding-up, 84(2), (6) 
tax, see Corporate distributions tax 
Distribution equipment 
* capital cost allowance, Reg. Sch. II:Cl. 47 
¢ defined (re energy conservation CCA), Reg. 1104(13) 
Distribution tax 
* on income trusts, see SIFT trust: distributions to unitholders 
* on partnerships, see SIFT partnership: distributions to partners 
Distribution tax on income trusts, see SIFT trust 
Distribution time 
¢ defined, 128.1(7)(b) 
Distribution year 
¢ defined 


* + for postponement of tax on distribution by trust to non- 
resident beneficiary, 220(4.6)(a) 


e* for foreign tax credit of trust, 126(2. 22) 

District 

¢ defined, Reg. 1802(5) 

District energy equipment 

¢ capital cost allowance, Reg. Sch. I:Cl. 43.1(a)(iti.1) 

¢ defined, Reg. 1104(13) 

District energy system 

¢ conditions for Class 43.1/43.2 treatment, Reg. 1104(16) 

¢ defined, Reg. 1104(13) 

Divestment obligation percentage 

¢ avoidance of, 188.1(3.2)-(3.5) 

* defined, for private foundations, 149.1(1) 

* penalty for having, 188.1(3.1) 

* private foundation can be revoked for having, 149.1(4)(c) 

Dividend 

* capital, see Capital dividend 

* capital gains dividend 

*¢ mutual fund corporation, election, 131(1)-(1.4) 

* compensation, see Securities lending arrangement: dividend 
compensation payment 

¢ deemed, 84 

ee added to cost base of share, 53(1)(b) 

*¢ guaranteed share, on, 84(4.3) 

** income trust distribution, 104(16) 

** interest on income bond, 15(3) 

eee non-resident corporation, 15(4) 

*¢ non-resident surplus strips, 212.1, 212.2 

*¢ on corporation becoming resident in Canada, 128. _ ENGeL); 


(c.2) 
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yee (cont’d) 
on demutualization of insurance corporation, 139.1(2)(j) 
* on disposition of share of foreign affiliate, 93(1) 
* on distribution by mutual holding corporation, 139.2 
* partnership distribution, 96(1.11)(b) 
¢ redemption of share, 84(3) 
* reduction of paid-up capital, on, 84(4), (4.1) 
¢ SIFT trust distribution, 104(16) 
¢ term preferred share, on, 84(4.2), 258(2) 
* windup of business, 84(2) 
deemed not received, 55(2)—(5) 
deemed paid 
* deemed payable when, 84(7) 
* where not deemed received, 84(8) 
deemed proceeds of disposition of share, or cate gain, 
55(2)-(5 
* deemed received where attribution rules apply, 82(2) 
¢¢ where not applicable, 84(8) 
¢ defined, 248(1) 
¢¢ for stop-loss rules, 112(6)(a) 
¢¢ for treaty purposes, Canada-U.S. Tax Treaty: Art. X:3 
¢ election re 
°° excessive, 184(3), (3.1)-(5) 
¢ employees profit sharing plan, allocation by, 144(8) 
¢ excluded from tax under Part VI.1, 191(1) 
* exempt, on share of foreign affiliate, 93(3), 
* foreign affiliate, from, 20(13), 95(1), 1131), Reg. 5900 


feio.28 business corporation, from, received by non-resident, 


gross-up, 82(1)(b) 
guarantee agreement re 
¢ no deduction, 112(2.2)-(2.22) 
in kind 
¢ cost of, 52(2) 
¢ depreciable property as, ITAR 20(1.4) 
includes stock dividend, 248(1) 
income, 12(1)Q), (k), 82(1), 90 
e whether specified investment business, 125(7)“specified 
investment business” 
insurance corporation 
* to policyholders, 140(1) 
life insurance policy, 148(2) 
mortgage investment corporation, from 
¢ deemed bond interest, 130.1(2), (3) 
non-resident corporation, from, 90 
non-resident-owned investment corporation 
* election re, 133(7.1)-(7.3) 
non-taxable 
portion not included in beneficiary’s income 
¢ mutual fund trust, 132(3) 
received by trust 
¢ designation re, 104(20) 
ownership certificate required, 234 
paid 
in excess of elective amount, tax on, 184 
out of exempt surplus, 113(4) . 
private corporation, by, 83(2) 
public corporation, by, 83(1) 
to non-resident 
¢ foreign business corporation, by, 213 
eee tax on, 212(2) 
*** United States resident, Canada-U.S. Tax Treaty:Art. X 
* patronage, see Patronage dividends 
¢ qualifying 
ee defined, 83(6) 
ee  late-filed election, 83(3)-(5) 
*¢ payment of, 83(1) 
* received 
¢* amount included in income, 82(1), 90 


*e by broker/dealer, withholding tax, 153(4), (5) 
°° by corporation 

eee deduction from income, 112(1), (2) 

eee stop-loss rules, 112(2.1)+(2.9) 

ee by financial institution, 112(5)—(5.2) 


¢e by prescribed venture capital corporation, deemed not 
taxable dividend, 186.2 


by spouse, transfer of, 82(3) 
by trust, allocation to beneficiary, 104(19), (20) 
gross-up, 82(1)(b) 
refund, see Dividend refund 
rental arrangement, see Dividend rental arrangement 
short-term preferred share, 112(2.3) 
simultaneous, 89(3) 
* non-resident-owned investment corporation, 133(7.2) 
stock, see also 248(1)“dividend” 
amount of, 95(7), 248(1)“amount”’ 
cost of, 52(3) 
deemed to be substituted property, 248(5)(b) 
defined, 248(1) 
excluded from deemed dividend, 84(1)(a) 
paid as benefit, 15(1.1) 
“stop-loss” rule, 112(3), (3.1), (3.2); (4), (4.2), (4.3); (7) 
stripping, see Surplus Stripping 
tax credit, 121 
taxable 
allocation of, by credit union, 13166. 1), (5.2) 
amalgamation, on, 87(2)(x) , 
deduction from tax otherwise payable, 121 
defined, 89(1)‘‘taxable dividend” 112(6)(a), 129(7),.248(1) 


non-resident-owned investment corporation, of, 
133(8)“taxable dividend” 


¢ received by private corporation, tax on, 186 
¢ received by trust, designation re, 104(19) 
taxable corporation, from 
e life insurer, received by, 138(6) 
term preferred shares, on 
e received by specified financial institution, 112(2.1) 
unclaimed at year-end 
e withholding tax, 153(4) 
ee effect of remittance, 153(5) 
Dividend allowance 
¢ defined, for Part VI.1 tax, 191.1(2) 
Dividend compensation payment, see Securities lending 
arrangement: dividend compensation payment 
Dividend-like redemption 
e defined, FAPI rules, 95(3.2) 
Dividend payer 
* defined, for capital gains stripping rules, 55(3)(a)(ili)(A) 
Dividend recipient 
* defined, for capital gains stripping rules, 55(3) 
Dividend refund, see also Refundable dividend tax on-hand 
¢ defined, 129(1) 
¢ interest on, 129(2.1), (2.2) 
¢ mutual fund corporation, to, 131(5) 
* private corporation, to, 129 
°° application to other liability, 129(2) 
ee dividends deemed not to be taxable dividends, 129(1.2) 
Dividend reinvestment plan 
¢ whether taxable as shareholder benefit, 15(1) 
Dividend rental arrangement, see also Securities lending 
arrangement 
¢ defined, 248(1) 
¢ gross-up and credit denied, 82(1)(a)(i), 82(1)(c) 
¢ intercorporate dividend deduction denied, 112(2.3) 
¢ no deduction for dividends received under, 112(2.3) 


Dividend stripping, see Surplus stripping 
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Dividend tax 
¢ refundable, see Refundable dividend tax on hand 


Dividend tax credit, 121 

Division of property, see Partition of property 
Divisive reorganization, 55(1), 55(3)(b) 
Divorce and separation 


¢ alimony, maintenance or support, see Support payments 
(spousal or child) 


¢ attribution rules do not apply 
e¢ generally, 74.5(3) 
¢* RRSP withdrawals, 146(8.3) 
° Seto profit sharing plan rights, transfer of, 147(2)(e)(i), 
* registered education savings plan, rights transferred, 204.91(3) 
¢ reimbursement of legal expenses, not taxable, 56(1)(1.1) 
* separation agreement defined, 248(1) 
* tracing of property transfer does not apply, 160(4) 
* transfer of DPSP funds to spouse’s RPP, RRSP or RRIF, 
147(2)(e)(i), 147019) 
¢ transfer of RPP funds to spouse’s RPP, RRSP or RRIF, 
147.3(5) 
* transfer of RRIF funds to spouse’s RRSP or RRIF, 146.3(14) 
* transfer of RRSP funds to spouse’s RRSP or RRIF, 146(16)(b) 
Dock 
* capital cost allowance, Reg. Sch. II:Cl. 3 
*¢ for mine, Reg. Sch. II:Cl. 10() 
Documentary production 
¢ whether qualifies for Canadian film/video tax credit, Reg. 
1106(9) 
Documentation 
* contemporaneous, for transfer pricing audit, 247(4) 
Documentation — due date 
¢ defined (for transfer pricing), 247(1) 
Documents, see also Books and records 
demand for, 231.2(1)(b) 
examination of, where privilege claimed, 232(3.1)+(7) 
execution of, by corporations, 236 
foreign-based, 143.2(13), (14), 231.6 
proof of, 244(9), (13) 
requirement to provide, 231.2 
* compliance order, 231.7 
e interference with CRA official, 231.5(2) 
seized 
* copies of, 231.5 
seizure of, 231.3(5)-(8) 
¢ where privilege claimed, 232(3), (4)7) 
transfer pricing, 247 
waiver of requirement to file, 220(3.1) 
Dog, see Guide dog expenses; Animal 
Donations, see Gifts and donations; Gratuities 
Double counting of deductions or credits, 248(28) 
Double-dip exempt earnings amount 
¢ defined, for double-dip interest rules, 18.2(1). 
Double-dip interest disallowed, 18.2 
Double-dip taxable earnings amount 
¢ defined, for double-dip interest rules, 18.2(1) 
Double jeopardy, 238(3), 239(3) 
Double taxation, elimination of, Canada-U.S. Tax Treaty:Art. 
XXIV 
Doubtful debts 
e reserve for, 12(1)(d), (1) 
Dow Jones Industrial Average units 
° ee investments for deferred income plans, Reg. 
900(1)(n.1) 
Downsizing, Reg. 8505 
* pension benefits, Reg. 8308(9) 


* program, defined, Reg. 8505(1) 

* suspension or cessation of pension, Reg. 8503(8) 
Dragon Dictate software 

¢ disability supports deduction, 64(a)A(ii)(G) 

* medical expense credit, 118.2(2)(1.42) 

Dramatic work, copyright royalties 

* no withholding tax, 212(1)(b)(vi), 212(9)(b) 

Dressing oneself 

¢ defined, 118.4(1)(f) 

* impairment with respect to 

** certification by occupational therapist or physician 
for disability credit, 118.3(1)(a.2)(iv) 

for education credit, 118.6(3)(b)(iii) 

¢¢ eligibility for disability credit, 118.4(1)(c)Gi.1) 
Drilling and exploration expenses, see also Exploration and 
development expenses; Prospecting 

* associations, partnerships, syndicates, ITAR 29(9), (10), (13) 
deduction by any corporation, ITAR 29(11) 

defined, ITAR 29(30) 

extended meaning of, ITAR 29(27), (28) 

general limitation, ITAR 29(31) 

incurred for specific considerations, ITAR 29(23), (24) 
individual, of, ITAR 29(12) 

limitation re payments for rights, ITAR 29(23), (24) 
oil or gas corporation, ITAR 29(1), (3)-(5) 

other corporations, ITAR 29(4), (5) 

potash corporations, 66(2) 

renunciation by joint exploration corporation, ITAR 29(6), (7) 
special product corporations, 66(2) 

Drilling or exploration expense 

¢ defined, 66(15) 

Drilling rights, see Exploration and drilling rights 
Drinks, see Food 

Drive-in theatre, property acquired for 

* capital cost allowance, Reg. Sch. II:Cl. 10(q) 

Driver’s licence 

* change of address, deduction for, 62(3)(h) 

Driveway alterations 

* medical expense credit, 118.2(2)(1.6) 

Drought or flood region 

¢ prescribed drought region, Reg. 7305 

* prescribed region of flood or excessive moisture, Reg. 7305.02 
* sales of livestock in 

ee deferral of income from, 80.3(4) 

exceptions, 80.3(6) 

ee inclusion of deferred amount, 80.3(5) 

eee amalgamation, on, 87(2)(tt) 

Drug plan, see Private health services plan 

Drugs 


¢ charitable donation from inventory, additional deduction, 
110.1(1)(a.1), (8) 


¢ medical expense credit, 118.2(2)(n), (s), Reg. 5701 
¢¢  behind-the-counter drugs, Reg. 5701 

e° Special Access Programme, 118.2(2)(s) 

Due dates, see Deadlines ) 

Due diligence 

¢ defence to directors’ liability, 227.1(3) 

¢ defence to foreign reporting requirements, 233.5 

¢ obligation on TFSA issuer, 207.01(5) 

Dues 

* not deductible, 8(5) 

¢ professional, union, etc., deduction for, 8(1)(i) 

¢ recreational club, etc., not deductible, 18(1)()(Gi) 
Dumping, see Anti-dumping duties or countervailing duties 
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Duties 


* anti-dumping or countervailing, see Anti-dumping or 
countervailing duties 


Dwelling 


* modifications to, for physically impaired person, tax credit for, 
118.2(2)(1.2) 


Dwelling-house 
* entry into, 231.1 


E 

EBP, see Employee benefit plan 

EBRD, see European Bank for’Reconstruction and Development 

ECE, see Eligible capital expenditure 

ECP, see Eligible capital property 

EEDD, see Excessive eligible dividend designation 

EFILE, see Electronic filing 

EFT, see Exempt foreign trust 

EHLT, see Employee life and health trust 

EI (employment insurance), see Unemployment insurance 

ELHT, see Employee life and health trust 

Earned depletion allowances 

* computation, Reg. 1201 

¢ deduction from income, 65 

Earned depletion base 

* capital costs of depreciable property, added t 

ee proceeds of later disposition, 59(3.3)/b) 

* computation, Reg. 1202, 1205 

* expenses added to 

** amounts receivable, portion included in income, 59(3.3)(a) 

Earned income 

¢ for child care expenses, 63(3)“earned income” 

¢ for Child Tax Benefit, 63(3)“earned income”, 122.6 

¢ for RRSP purposes, defined, 146(1)“earned income” 

¢ for refundable medical expense credit, 122.51(1)“eligible 
individual’’(c) 

Earnings (of foreign affiliate) 

¢ defined, Reg. 5907(1) 

Earnings supplement, see Social assistance payment: 

supplementing employment income 

Earnout agreement 

* payments taxable, 12(1)(g) 

* payments to non-resident, 212(1)(b) (closing words) 

Earthquake reserves 

e insurers, Reg. 1400(3)L 

Easement 

* ecologically sensitive land, value when donated, 110.1(5), 
118.1(12) 

evaluation applies for capital gains purposes, 43(2) 

Ecological gifts 

* by corporation, 110.1(1)(d) 

¢ by individual, 118.1(1)“total ecological gifts” 

¢ determination of value by Minister of Environment, 
118.1(10.1)-(10.5) 

** appeal to Tax Court of Canada, 169(1.1) 

ee reassessment, 118.1(11) 

* easement, servitude or covenant, valuation, 110.1(5), 118.1(12) 

¢* valuation applies for capital gains purposes, 43(2) 

¢ fair market value, certificate of, 118.1(10.5) 

¢ reduced capital gain inclusion, 38(a.2) 

* tax if donee disposes of the property, 207.31 

Ecologically sensitive land, see Ecological gifts 

Economic profit 

¢ defined, for foreign tax credit, 126(7) 

* none, limitation on foreign tax credit, 126(4.1) 


Economic zone, see Exclusive economic zone 


Edition (of periodical) 

* meaning of, 19.01(6) 

Education credit, 118.6(2) 

¢ disabled student, 118.6(3) 

e interest on student loan, 118.62 

¢ loan from RRSP, see Lifelong Learning Plan 

* part-time student, 118.6(2)B(b) 

e textbook credit, 118.6(2.1) 

* unused 

*¢ transfer to spouse, 118.8 

ee transfer to supporting person, 118.9 

Education savings plan, 146.1, see also Registered education 

savings plan 

¢ appeal from refusal to register, 172(3)(e), 180 

ee conditions, 146.1(2) 

¢ defined, 146.1(1)“education savings plan” 

* payment out of 

ee registered plan, 56(1)(q), 146.1(7) 

* registration of, 146.1(2), (4) 

*¢ conditions, 146.1(2) 

ee deemed, 146.1(3) 

ee¢ refusal by Minister 

deemed, 172(4)(d) 

¢ trust deemed inter vivos, 146.1(11) 

Educational assistance payment 

¢ defined, 146.1(1) 

¢ from registered plan, taxable, 56(1)(q), 146.1(7) 

¢ limitations on, 146.1(2)(g), (g.1) 

e payable until 6 months after student ceases to be enrolled, 
146.1(2.21), (2.22) 

Educational institution 

¢ certification by Human Resources Development Canada, 
118.5(1)(a)Gi), 118.6(1)“designated educational 
institution’ ’(a)(ii) 

¢ designated, defined, 118.6(1) 

Educational program 

e qualifying, defined, 118.6(1) 

Egypt, see also Foreign government 

¢ Canadian Forces personnel and police serving in, no tax on 
income, 110(1)(f), Reg. 7400(d) 

Elected functional currency 

¢ defined, for functional currency rules, 261(1) 

Elected property 

¢ defined, for CCA separate-class rules for licences, Reg. 
1101(1ag) 

Electing contributor (to trust) 

e defined, 94(1) [proposed] 

¢ election to limit liability for non-resident trust’s tax, 94(16) 

¢ liability for joint contribution to trust, 94(17) 

Election, see also Rollover 

* amounts receivable at date of death, 70(2) 

ee revocation of, 70(4) 

assets acquired from foreign affiliate, 80.1(4)—(6) 

averaging provisions, ITAR 49 

basic herd, reduction of, 29(1) 

beneficiary, by, re single payment from DPSP, Reg. 1503 

beneficiary of non-resident trust, by, 107(2.002) 

branch tax, Reg. 2403 


CCPC, not to be for purposes of dividend tax credit, 

125(7)“Canadian-controlled private corporation”(d) 

¢ Canadian development expenses of partnership, exclusion of, 
66.2(5)“Canadian development expense’’(f) 

¢ Canadian oil and gas property expenses of partnership, 
exclusion of, 66.4(5)“Canadian oil and gas property 
expense’’(b) 

* capital cost allowance 

*¢ inclusions, Reg. 1103 

ee not to be deducted, ITAR 26.1(2) 
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Election (cont'd) 


e ° e e e e 


* separate class for certain equipment, Reg. 1101(5q), (St) 
* transfers between classes, Reg. 1103 
capital dividend, re, 83(2)-(4) 
* excessive, tax on, 184 
capital gains dividend, re 
investment corporation, 131(1), Reg. 2104 
mortgage investment corporation, 130.1(4), Reg. 2104.1 
excessive, tax on, 184 
mutual fund corporation, 131(1), Reg. 2104 
* excessive, tax on, 184 
capital gains exemption 
¢ farm property, 110.6(2) 
¢ fishing property, 110.6(2.2) 
* gains to Feb. 22/94, 110.6(3), (19)-(30), see also Capital 
gains deduction: election to trigger gain 
e small business shares, 110.6(2.1) 
¢ when corporation going public, 48.1 


hi interest distribution by personal trust or prescribed trust, 
10 


(2) 
capitalization of interest, 21 
carryback or carryforward, see Carryback; Carryforward 
cash method (farming or fishing business), 28(1) 
ceasing to be resident, on, 128.1(4)(d), Reg. 1300-1302 
* on returning to Canada, 128.1(6)(a), (c), 128.1(7)(d), (g) 


° fn onement of departure tax by posting security, 
20(4.5)-(4.54) 

change in use of property, 45(2) 
communal organization, re taxable income, 143(2), (3) 
corporation and partners re property transferred, 85(1), (2) 
corporation and shareholder, re property transferred 

¢ eligible property, 85(1.1) 
cost of capital property where change in control of 
corporation, 111(4)(e) 
Crown corporation, to remain taxable, 149(1.11) 
currency to use other than Canadian dollar, 261(3) 
death benefit, ITAR 40 
death of taxpayer, 70(6.2), Reg. Part X 
debt settled on windup of subsidiary into. parent, 80.01(4) 
deemed capital loss on partnership interest, 40(3.12) 
deemed disposition of bad debt or share of insolvent 
corporation, 50(1) 
deemed disposition of capital property on change of control, 
111(4)(e) 
ene of “departure tax” payment, 220(4.5)-(4.54), Reg. 
departure tax, see taxpayer ceasing to be resident (below) 
disposition of Canadian securities, 39(4) 
disposition of share in foreign affiliate, 93(1), (1.1) 
disposition of vessel, 13(15)(b), 13(16) 
eligible non-residential building, 1101(5b.1) 
emigration that is temporary, ignored, 128.1(6)(a), (c), 
128.1(7)(d), (g) 
employees profit sharing plan, Reg. 1500 
excessive, re dividend 

¢ treatment of excess as loan, 184(3.1)-(5) 


alternative treatment of, as separate dividend, 184(3), 
Reg. 2106 


executor, by, to carry back losses to year of death, 164(6) 
expropriation assets, re, 80.1(1), Reg. 4500 

fiscal period, non-calendar year, 249.1(4) 

fiscal period of terminated partnership, 99(2)-(4) 
fishermen, tax deduction, Reg. 105.1 

foreign trust reporting, 233.2(S) 

forward averaging, 110.4(2) [repealed] 

* revocation, 110.4(6.1) [repealed] 

functional currency other than Canadian dollar, 261(3) 


gifts by communal organizations, allocated to members, 
143(3.1) 


inducement, where offset by expense, 12(2.2) 
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insurer 
* non-resident, 219(5.2) 
interest on expropriation assets, 80.1(2) 
international banking centre eligible deposit, re, 33.1(6) 
¢ restriction on, 33.1(7) 
investment tax credit, renunciation by general partner, 127(8.4) 
involuntary dispositions, 13(4) 
joint exploration corporation, 66(10)—(10.4) 
late, 220(3.2)-(3.7); Reg. 600 
leasing properties, in respect of, 16.1(1) 
legal representative of deceased taxpayer, see also Legal 
representative of deceased taxpayer 
lump-sum payments, ITAR 40 
manufacturing and processing property, Reg. 1102(16.1) 
mortgage investment corporation, re capital gains dividend, 
130.1(4) 
¢ where not made, 130.1(4.1) 
mutual fund corporation, re dividend, 131(1)+(1.4) 
mutual fund reorganization, 132.2(2)“qualifying exchange”(c) 
mutual fund trust status from beginning of first year, 132(6.1) 
non-resident, to file return under Part I, 216(1), 217 
¢ restriction on deduction, 216(8) 


non-resident-owned investment corporation, 133(7.1)-(7.3), 
Reg. 500 


* revocation of, Reg. 501 
non-resident parent corporation, re interest on loan, 218(3), (4) 
Part II of former Act, under, ITAR 66 
Part VI.1 tax, to pay, 191.2 
partners, by 
* re property transferred, 97(2) 
* validity of, 96(3) 
partnership ceasing to exist 
¢ rules applicable, 98(3), (4) 


partnership’s Canadian development expenses, 
66.2(5)“Canadian development expense ’’(f) 

partnership’s Canadian oil and gas property expenses, 
66.4(5)“Canadian oil and gas property expense”(b) 
pension plan payments, ITAR 40 

personal injury award, 81(5) 

personal representative, by, to carry back losses to year of 
death, 164¢6) 

post-emigration loss, 128.1(8) 


ostponement of departure tax by posting security, 
530 4.5)-(4.54) 


postponement of tax on distribution of property by trust to 
non-resident beneficiary, by posting security, 220(4.6)-(4.63) 


preferred beneficiary, of trust, 104(12), 104(14), Reg. 2800 
principal residence, 45(3) 
¢ distribution by spousal trust, 107(2.01) 

¢ where not available, 45(4) 

property owned on Dec. 31/71, ITAR 26(7) 
proportional holdings in trust property, 259(2) 
proprietor, on disposing of business, 25 

public corporation, to be, ITAR 50(2) 

qualifying dividend 

¢  late-filed, 83(3)-(5) 

RPP contribution 
¢ additional voluntary contributions, 8(1.1) 
refund of RRSP premiums, ITAR 61(2), Reg. 5600 
replacement property, 13(4), 44(5) 

representation expense, 20(9) 

research and development, 37(8)(a)(ii)(B), 37(10) 
reserves for year of death, 72(2) 

retirement compensation arrangement 

¢ refundable tax, 207.5(2) 

revocation of, see Revocation of election 

rights or things on death, re, 70(2) 

* revocation of, 70(4) 

sale of accounts receivable, 22 
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Election (cont’d) 

* scientific research, 37(8)(a)(ii)(B), 37(10) 

* scientific research tax credit, re first holder of some 127.3(9) 
* segregated fund trusts, Reg. 6100 

* services not rendered, 20(24), (25) 

¢ share-purchase tax credit, re first holder of share, 127.2(10) 

* small business development bond, 15.1(3) 


FICHE penuis property not to .be exempt property, Reg. 


spousal attribution rule on emigration, 74.2(3) 
stock option 


* * by employee where shares have dropped in value, 180.01 


° PY nployen to forgo deduction for cash payment, 110(1.1), 


* subsec. 26(7) of ITAR, under, Reg. 4700 
¢ surpluses, re, Reg. Part XXI 
° tay Bbhy perio: to, deemed payable under amended Act, ITAR 


dsfatees ceasing to be resident 

¢ deferral of capital gains, 128.1(4)(d), Reg. 1300-1302 

¢ deferral of payment of taxes, 220(4.5)—-(4.6) 

* realization of capital gains, 128.1(4)(d),. Reg. 1302 

time of acquisition of control, re, 256(9) 

transfer of property to corporation 

* partnership, from; 85(2), (6)=(9) 

°° partnership wound up, 85(3) 

ee shareholder, by, 85(1), (6)-(9) 

eee eligible property, 85(1:1) 

* treat bovine animal as specified animal, 28(1.2) 

¢ treat dividend as capital dividend, to, 83(2:2)-(2:4) 

ee where not available, 83(2.1) 

* trigger capital gain on small business corporation share, 48.1 
* trust, by 

** accumulating income, 104(12), 104(14), Reg. 2800 

ee capital distribution, no rollover, 102(2.001) 
e¢ gains not distributed to beneficiaries, 107(2. 11), (2:12) 


e e e oa e e . e 


*¢ postponement of 21-year deemed disposition, rule; 104(5.3), 


108(1)“trust’(g) 
ee preferred beneficiary, 104(12), 104(14), Reg. 2800 
¢ \V-day value, re, Reg. 4700 
¢ withholding tax, 153(1)(n) 
e* to increase, 153(1.2), Reg. 109 
¢ work in progress, exclusion of, 34 
Election expenses 
* contributions deductible, 127(3)-(4.2) 
Elector 
¢ defined, 110.6(19) 
Electric, gas or steam corporations 
¢ information returns, Reg. 213 
Electric motor system technician 
* apprenticeship job creation credit, 127(9)“investment.tax 
credit” 
Electrical advertising signs 
* capital cost allowance, Reg. Sch. If:Cl. 11 


Electrical energy, see Energy: electrical 


Electrical furnace 
¢ medical expense credit for, Reg. 5700(c.2) 


Electrical generating equipment 
° @ ital cost allowance, Reg. Sch. II:Cl. 1(k), Sch. II:Cl. 2(a), 
. LCI. 8(g),(S¢eh: II:Cl. 8(h), Sch. II:Cl., 9(e); Sch. If:Cl. 
OD. Sch. II: Cl. 17(a.1), Sch. I[:CL. 29, Sch. II:Cl, 34, Sch, 
I:Cl. 40, Sch. I:Cl. 41, Sch. II:Cl. 43.1, Sch. I:Cl. 43.2 
* electrical energy producer/distributor 
¢* capital cost allowance, Reg. Sch. I:Cl. 1(m), Sch. I:Cl. 
8(f), Sch. II:Cl. 9(a) 
¢ for mine 
*¢ capital cost allowance, Reg. 1102(8)-(9.2), Reg. Sch. TI:Cl. 
10(r), Sch. II:Cl. 41 


Electricity, see Energy: electrical 

Electronic communications equipment 

* capital cost allowance, Reg. 1101(5p), Reg. Sch: IC. 10(f) 

¢ excluded from apprentice vehicle mechanics’ deduction; 
8(6)(b)(iv) 

¢ excluded from tradesperson’s tools deduction, 8(6.1)(d) 

Electronic data processing equipment, see Computer 

Electronic document 

* print-out as proof, 244(9) 

Electronic filing 

¢ E-FILE, 150.1 

¢ information returns 

ee emailing of taxpayer portion, Reg. 209(3), (4) 

¢* mandatory, Reg. 205.1 

°° optional, 244(22) 

¢ mandatory, for certain corporations, 150.1(2.1) 

ee penalty for failing to file electronically, 162(7.2) 

¢ proof of return filed, 244(21) 

¢ tax returns, 150.1 

Electronic mail 

¢ information slips to tax payers, Reg. 209(3), (4) 

Electronic notice of assessment 

¢ presumed sent and received, 244(14:1) 

Electronic point-of-sale equipment 

¢ capital cost allowance, Reg. Sch. II:Cl.'12(s) 

Electronic records 

¢ requirement to maintain, 230(4.1) 

ee exemption, 230(4.2) 

Electronics technician (consumer products) 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Electrotherapy device . 

¢ medical expense credit, Reg. 5700(z.2) 

Elevator 

¢ for disabled, 20(1)(qq) 

° grain, 76(4), (5) 

Eligible adoption expense 

e defined, 118,01(1) 

Eligible amount 

¢ charitable donations 

ee defined, 248(31), (41) 

ee limits amount of donation credit, 110.1(1)(a), 118.1(1)“total 

charitable gifts” 

¢ defined 

ee for charitable or political donations, 248(31), (41) 

eee where deemed nil for donation over $5,000, 248(41) 

ee for foreign retirement arrangement, 60.01 

¢¢ for Home Buyers’ Plan, 146.01(1) 

ee for Lifelong Learning Plan, 146.02(1) 

ee for RRIF, 146.3(6.11) 

* political contributions, 248(31) 

ee defined, 248(31), (41) 

e¢ limits amount of political credit, 127(3) 

Eligible apprentice 

¢ defined, 127(9) 

Eligible apprentice mechanic 

* deduction for tools, see Apprentice mechanic 

¢ defined, 8(6)(a) 

Eligible business entity 

¢ defined, 204.8(1) 

Eligible Canadian partnership 

¢ defined, 80(1), 80.04(1) 

¢ whether a “directed person”, 80(1)‘‘directed person” 

Eligible capital amount 

* amalgamation, on, 87(2)(f) 

¢ defined, 14(1) 
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Eligible capital amount (cont'd) ** deductible only from IBC income, 33.1(8) 


included in business income, 14(1) Eligible distribution 
* partnership ceasing to exist, on, 98(3)(g), 98(5)(h) ¢ defined, for foreign spin-off, 86.1(2) 
* treated as taxable capital gain for capital gains exemption on Eligible dividend 

qualified farm property, 14(1.1) * defined, 89(1), 248(1) 
* treated as taxable capital gain for capital gains exemption on * designation of, 89(14) 


qualified fishing P FOR EITY, 1444) ¢ dividend compensation payment deemed to be, 260(1.1), (5) 
Eligible capital expenditure * excessive, see Excessive eligible dividend designation 
amalgamation, on, 87(2)(f) * 45% gross-up, 82(1)(a.1), 82(1)(b)(ii) 
detest GD Eligible donee 
partnership ceasing to exist, on, 98(3)(g) t BP RhRy set eaton kk 
qualified farm property, in respect of, 14(1.2)(b)AGi)(A) ae Bote 188(1.3) 
qualified fishing property, in respect of, 14(1.1)(b)AG@i)(A) ha! CR PAN os 188(1 1)(c), 189(6.2)(b), 189(6.3) 
reduction where assistance received in respect of, 14(10), (11) Eligible delle : : : ‘ ; 


repayment of assistance ! ; i 
** deduction after ceasing to carry on business, 20(1)(hh.1) : is home Peary ee thee credit, defined, 118.04(1) 
¢* while carrying on business, 14(10)(b) Eligible electronic payment card 


Eligible capital property, Iso Cumulative eligible capital  ° defined, 118.02(1) 
e enalgamation, on, 87Q)(0) PLS HRED SOU WB i * public transit pass credit available, 118.02(2)C 


¢ deduction on ceasing to carry on business, 24 Eligible fitness expense 
¢ deemed disposition of ¢ defined, for Children’s Fitness Credit, 118.03(1) 
*¢ on death, 70(5.1) Eligible funeral arrangement, 148.1 
* defined, 54, 248(1) ¢ defined, 148.1(1), 248(1) 
*¢  pre-1972 obligation, ITAR 26(12) * emigration of individual, no deemed disposition, 
¢ disposition of 128.1(10)‘‘excluded right or interest’ (e)(iv) 
¢** bad debt on, 20(4.2) ¢ excluded from various trust rules, 108(1)“trust’(e.1) 
** deemed, on death, 70(5.1) * exemption for amount accruing in, 148.1(2)(a) 
** income inclusion, 14(1) * income inclusion on return of funds; 12(1)(z.4), 148.1(3) 
** no capital gain, 39(1)(a)(@) ¢ information return, Reg. 202(2)(m) 
*¢ no capital loss, 39(1)(b)(ii) * payment to non-resident, Reg. 202(2)(m) 
¢* uncollectible portion of proceeds, 20(4.2) ee information return, Reg. 202(2)(m) 
¢ distribution by trust to beneficiary, 107(2)(f) ¢¢ withholding tax, 212(1)(v) 
* “eligible property” for transfer to corporation by shareholder, * payment to resident, Reg. 201(1)(f) 
85(1.1)(e) * provision of funeral services under, 148.1(2)(b)(i) 
* excessive capital gains exemption election, 14(9) ¢ rollover to new trust, 248(1)‘‘disposition’ (f)(vi) 
* exchange of, 14(6) Eligible housing loss, see Housing loss: eligible 
*. * geleplacement property ah) Eligible individual 
* incorporation ey IT-143R2 para. 13 oi Aetined 
* non-resident, 0 me 
ee beginning to use in Canadian business, 14(15) pal SS ae beeen Toe shoe 
** coksapibene suet}? <anagian Dusiness 1) ** for GST credit, 122.6, 122.62(1); Reg. 6301, 6302 
‘ partnership CEAsMe, lop CHsh 00, 98(3)(8) ee for refundable medical expense credit, 122.51(1) 
; CURLERS — PIOPEALY, relating to, 14(1.1) ¢¢ for rollover to RDSP on death, 60.02(1) 
? ieee fishing property, relating to, 14(1.2) Eligible-instalment day 
** to corporation, 85(1)(d), (4.1), (e-1) Milan we haye hal eo 
** to partnership, 97(2) Eligible interest om 
°° to trust, 107.4(3)(e) ¢ defined, for restrictive covenant rules, 56.4(1) 
* transferred to corporation, see rollover (above) Eligible investment 
* winding-up, on, 88(1)(c.1) ¢ defined, 204.8(1) 
Eligible child * of financial institution, for capital tax 
© defined ee defined, 181.3(5), 190.14(2) 


** for adoption expense credit, 118.01(1) * of labour-sponsored venture capital corporation 


*¢ for child care expense deduction, 63(3) °° tax sag a pre 204.82 
Eligible child care space expenditure i vi i rotund Fae es a3 

¢ defined, 127(9) Eligible labour body 

¢ defined, 204.8(1) 


Eligible corporation Ra: } 
Eligible landfill site 


¢ for deferral of 2002 corporate tax payments 


** deferral of year-end balance, 157.1(2) * defined, Reg. 1104(13) 

*¢ deferral of instalments, 157.1(3) Eligible loan 

*¢ defined, 157.1(1) ¢ made by international banking centre, 33.1(1) 

e for restrictive-covenant rules ** ceasing to be eligible, rules, 33.1(11)(a) 

e* defined, 56.4(1) ¢¢ where no deduction permitted, 33.1(10) 

* for RRSP/RRIF small business investments Eligible medical gift 

e¢ defined, Reg. 5100(1) ¢ defined, 110.1(8), (9), Reg. 3505 

¢¢ qualified investment in, Reg. 4900(6)(a) ¢ donation of from inventory, additional deduction, 110.1(1)(a.1) 
Eligible deposit Eligible member 

* international banking centre, with, 33.1(1) ¢ defined, for agricultural cooperatives, 135.1(1) 
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Eligible non-residential building 

¢ addition or alteration to, rules for, Reg. 1102(23), (24) 

* additional allowance for, Reg. 1100(1)(a.1), (a:2) 

** manufacturing and processing, used for, Reg. 1100(1)(a.1) 

¢ defined, Reg. 1104(2) 

* separate CCA class, Reg. 1101(5b.1) 

* under construction on March 19, 2007, Reg. 1102(25) 

Eligible offset 

¢ application on rollout of 

Dh(0. IN) property by trust, Oe, 

¢ excluded from disposition, 248(1)disposition”(h) 

e defined, 108(1) 

Eligible pension income 

¢ defined, 60.03(1), 118(7) 

Eligible period (for home renovation tax credit) 

¢ defined, 118.04(1) 

Eligible period of reduced pay 

¢ defined, Reg. 8500(1) 

Eligible period of temporary absence 

e defined, Reg. 8500(1) 

Eligible person 

¢ defined, for restrictive-covenant rules, 56.4(1) 

Eligible pooling arrangement 

° qc for small business investment capital gain rollover, 

Eligible portion (of corporation’s gains or losses) 

e defined, 129(4) 

Eligible portion (of the specified amount) 

* re royalty reimbursements, 80.2(11) 

Eligible proceeds 

e defined, for rollover to RDSP on death, 60.02(1) 

Eligible production corporation 

¢ defined, for film/video production services credit, 125.5(1) 

Eligible property 

* conversion of foreign bank affiliate. to branch 

ee defined, 142.7(1) 

¢ shareholder/corporation rollover; for, 85(1) 

ee defined, 85(1.1) 

ee limitation re real property of non-resident, 85(1. 2). 

Eligible public transit pass 

¢ defined, 118.02(1) 

Eligible real property gain 

¢ defined, 108(1), 110:6(1) [repealed] 

Eligible real property loss 

¢ defined, 108(1), 110.6(1) [repealed] 

Eligible relocation 

e defined, 248(1) 

* moving expenses deductible, 62 

Eligible resale property 

¢ defined, for SIFT REIT rules, 122.1(1) 

* gains from disposition of, 122.1(1)“real estate investment 
trust’’(b)(vi) 

* revenue from managing, 122.1(1)“qualified REIT 
property”*(b)(ii) 

Eligible RRIF withdrawal amount 

¢ defined, for 2008 only, 60.021(2) 

Eligible salary and wages 

¢ defined, 127(9), (11.4) 

Eligible sewage treatment facility 

¢ defined, Reg. 1104(13) 

Eligible small business corporation 

¢ defined, for small business investment capital gain rollover, 
44.1(1), (10) 

¢ share 


ee defined, for small business investment capital gain rollover, 
44.1(1), (11) 


Eligible survivor benefit period 
¢ defined, Reg. 8500(1) 
Eligible taxable capital gains of trust, defined, 108(1)“eligible 
taxable capital gains” 
Eligible taxation year 
¢ defined, for retroactive spreading of lump-sum payments, 
110.21) 
Eligible taxpayer 
¢ defined, for small business investment tax credit, 127(9) 
Eligible tool 
¢ cost of, 8(7) 
¢ deduction for, see Apprentice mechanic 
¢ defined, 8(6)(b), 8(6.1) 
Eligible transferee (of forgiven debt) 
* agreement to transfer forgiven amount to, 80.04(4) 
¢ defined, 80.04(2) 
Eligible travel period 
¢ defined, for long-haul trucker rules, 67. \(S) 
Eligible trust 
¢ defined 
ee for FAPI rules, 95(1) 
Eligible variable benefit withdrawal amount 
¢ defined, for 2008 for RRIFs, 60.021(3) 
Eligible waste fuel 
e defined, Reg. 1104(13) 
* used in energy generation system, Reg. Sch. II:Cl. 
43. TONNES Sch. II:Cl. 43.1(d)(ix), Sch. II:Cl. 43:2 
Eligible waste management facility 
e defined, Reg. 1104(13) 
Elk, 80.3(1)“breeding animals” 
Email, see Electronic mail 
Emergency-response vehicle 
¢ deemed not to. be automobile, 248(1)“automobile’’(b.1),, (b.2) 
Emergency worker 
¢ volunteer 
*¢ exemption from employment income, 81(4) 
Emigration, see Ceasing to be resident in Canada 
Emigration disposition 
e defined, 74.2(3) 
Emigration year 
¢ defined 
ee for foreign tax credit, 126(2.21) 
ee for security for departure tax, 220(4.5) 
Employed 
e defined, 248(1) 
¢ in Canada 
ee deemed, 115(2)(c) 
ee non-residents, tax on, 2(3), 115(1) 
ee  part-year residents, 114 
Employee 
¢ aircraft 
°° capital cost allowande: 8(1)(j)(i), 13(11) 
ee deductions allowed, 8(1)(j), 8(9) 
¢ allowances, 6(1)(b) 
e* not income, 6(6) 
¢ automobile (belonging to employee) 
*¢ capital cost allowance, 8(1)(j)(ii), 13(11), Reg. 
1100(1)(a)(x), 1100(6) 
ee interest expense, 8(1)(j)(i), 67.2, 67.4 
ee leasing expense, 67.3, 67.4 
¢ automobile (belonging to employer) 
e¢ employee of partner, 12(1)(y) 
¢ goods and services tax, treatment of, 6(7) 
*¢ operating expenses, benefit, 6(1)(k), (), Reg. 7305.1 
e¢ rule for automobile salesperson, 6(2.1) 
ee standby charge, benefit, 6(1)(e), 6(2) 
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Employee (cont'd) 

* automotive products, transitional assistance benefits taxable, 
56(1)(a)(v) 

benefit, see Benefit: employment 

benefit plan, see Employee benefit plan 

benefits taxable, 6(1) 

Canada Pension Plan, contribution, credit for, 118.7 
charity trust, receipts, Reg. 3502 

clergyman’s residence, 8(1)(c) 

contribution to RPP deductible, 147.2(4) 

contribution to teachers’ exchange fund, 8(1)(d) 
deductions, see Deductions in computing income from office 
or employment 

defined, 248(1) 

* for employee life and health trusts, 144.1(1) 
e for source deductions, Reg. 100(1) 

dues 

¢ deduction, 8(1)(i) 
¢ non-deductible, 8(5) 

dues to professional organization, deductible, 8(1)()() 
employer, as 
¢ deductions, 8(1)(i)(ii), 8(1)(1.1), 8(1)d.2) 

certificate of employer, 8(10) 

employment insurance premiums 

* as employer, deductions, 8(1)(1.1) 

¢ credit for, 118.7 

expenses of 

¢ deductions, 8(1) 

* general limitation, 8(2) 

foreign country, of 
* exemption, 149(1)(a) 

¢ family and servants of, 149(1)(b) 

former, see Former employee 

group insurance premium, portion taxable, 6(4) ~ 
housing loans to, or spouse, 15(2)(a)(ii), 15(2.4)(b) 
includes officer, 248(1) 

income maintenance plan benefits, [TAR 19 
incorporated, see Personal services business 
international organization, of, tax deduction, 126(3) 
legal costs recovered, income, 56(1)(1) 

legal expenses of collecting or establishing right to wages, 
81(1)(b) 

loan, see Employee loan 

meals, 8(4) 

musical instrument costs, 8(1)(p) 

negotiating contracts, expenses, 8(1)(f) 

¢ certificate of employer, 8(10) 

part-time 

* travelling allowance, excluded from income, 81(3.1) 
payments received from employer 

¢ during employment, 5(1), 6(3) 

e on death, see Death benefit 
* on termination or retirement, see Retiring allowance 
profit sharing plan, see Employees profit sharing plan 
Quebec Parental Insurance Plan premiums 

¢ as employer, deductions, 8(1)(1.2) 

¢ credit for, 118.7:B(a.1), (a.2) 

¢ deduction for, 60(g) 

railway, see Railway: employees, 8(1)(e) 

registered pension plan contributions, 8(1)(m), 147.2(4) 
retirement compensation arrangement, see Retirement 
compensation arrangement 
* return required of, re withholding of tax, 227(2), Reg. 107 
where not filed, 227(3) 

* salary deferral arrangements, deduction for amounts forfeited 

under, 8(1)(0) 

* salesperson’s expenses, 8(1)(f) 

*¢ certificate of employer, 8(10) 
* share option benefits, 7(1) 


ee .° e ee e e e 6° 


e e e e e e e e e e e e e e e e e e e 


shares held by trustee, 7(2) 

shares purchased for, by trustee, 7(6) 
sickness and accident benefits, income, 6(1)(f) 
stock options, see Stock options 

transport, away-from-home expenses, 8(1)(g) 
travelling expenses of, 8(1)(h) 
* certificate of employer, 8(10) 
¢ limitation, 8(4) 

re meals, 8(4) 

trust, see Employee trust 

unemployment insurance premiums 
¢ credit for, 118.7 

union dues, deductible, 8(1)(i)(i) 


Employee benefit plan 


e 
e 
e 
e 
e 
e 
e 
e 
e 
e 
e 
e 


allocations, 32.1(2) 

amalgamation, on, 87(2)(.3) 

amount received from, see payments out of (below) 
becoming retirement compensation arrangement 
e deemed contribution, 207.6(4) 

benefits from, taxable, 6(1)(g) 
* not taxable under general benefit provision, 6(1)(a)(i1) 
contributions to, 6(10) 
¢ not deductible, 18(1)(0) 
e when deductible, 18(10) 

deduction in computing income of, 104(6)(a.1) 
deduction to employer, 32.1 

defined, 248(1) 

distribution of property by, deemed disposition at cost amount, 
107.1(b) 

emigration of employee, no deemed disposition, 
128.1(10)‘excluded right or interest’’(a)(vi) 

excluded from non-resident trust rules, 94(1) “exempt foreign 
trust’’(f) [proposed] 

excluded from various trust rules, 108(1)“trust’(a) 
income of, 32.1(3) 

payments out of 
not subject to non-resident tax, 212(17) 
to employee, taxable, 6(1)(g) 

source withholding, 153(1)(a) 

to employer, taxable, 12(1)(n.1) 
prescribed arrangement, Reg. 6800 
reversionary trust rules do not apply, 75(3)(a) 


Employee health and life trust, see Employee life and health 
trust 


Employee life and health benefit trust, see Employee life and 
health trust 


Employee life and health trust, 144.1 


eoeeeee @ 
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amalgamation of corporations, effect of, 87(2)G.3) 

benefits under insurance plan administered by, 6(1)(f)(u1.1) 
ceasing to be resident in Canada, 128.1(4)(b.1) 

conditions for, 144.1(2), (3) 

deemed not to be EBP, 248(1)“employee benefit plan’(a) 


deemed not to be RCA, 248(1) “retirement compensation 
arrangement’(f.1) 


deemed not to be SDA, 248(1)“salary deferral 

arrangement’’(f.1) 

defined, 144.1(2), 248(1) 

designated employee benefit, see Designated employee benefit 

distribution by 

¢ included in income if not designated employee benefit, 
56(1)(z.2), 144.111) 

¢ withholding of tax at source 

** payment to Canadian resident, 153(1)(s) 

payment to non-resident, 212(1)(w) 

° of aye erty, deemed disposition at fair market value, 
10 (a) 


emigration of beneficiary, no deemed disposition, 
128.1(10)“excluded right or interest’’(e)(vi.1) 


employer contribution to 
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Employee life and health trust (cont’d) 

deductible to employer, 20(1)(s), 144. 1(4)-(7) 
** not a taxable benefit to employee, 6(1)(a)(i)» 
* excluded from certain trust rules, 108(1)‘trust’’(a) 
* exemption from Part XII.2 tax, 210(2)(d) 
* former employees, 144.1(1)‘‘employee” 


immigration of beneficiary, no deemed disposition, — 
128.1(10)“excluded right or interest”(e)(vi. Yr) 


¢ key employee, see Key employee 

¢ losses, carryback and carryforward, 111(7.3)-(7.4), 144.1(13) 
* minimum tax not payable by, 127.55(f)(iv) 

* prescribed payments permitted to employers, Reg. 9500 

* reversionary trust rules do not apply, 75(3)(b) 

Employee loan, 6(9), 80.4(1) 

* forgiven, amount to be included in income, 6(15) 

* interest paid on money borrowed to make, 20(1)(c)(v) 

* to buy motor vehicle, 15(2)(a)(iv), 15(2.4)(d) 

* to buy stock, 15(2)(a)(iii), 15(2.4)(c) 

Employee trust, 6(1)(h) 

¢ allocations under, includable in income, 6(1)(h) 

* benefits from, not includable in employee’s income, 6(1)(a)(ii) 
¢ deduction in computing income of, 104(6)(a) 

e defined, 248(1) 


distribution of property by, deemed disposition at fair market 
value, 107.1(a) 


* emigration of employee, no deemed disposition, 
128.1(10)“excluded right or interest’’(e)(i) 


e excluded from various trust rules, 108(1)“‘trust’’(a) 

* payments out of, not subject to non-resident tax, 212(17) 
¢ receipt from, 12(1)(n) 

¢ rollover.to new trust, 248(1)“disposition’’(f)(vi) 

¢ trust not falling within definition, 108(1)“trust’(a.1) 
Employees’ charity trust 

e defined, Reg. 3500 

Employees profit sharing plan 

allocations under, income, 6(1)(d), 144(3) 

capital gains allocated; 144(4)-(4.2) 

deferred profit sharing plan not an, 147(6) 

defined, 144(1), 248(1) 

disposition of property to, capital loss nil, 40(2)(g)(iv)(A) 
dividend credit allocated, 144(8) 

election, Reg. 1500 


emigration of employee, no deemed. disposition, 
128.1(10)“excluded right or interest’(a)(v) 


employer’s contribution, deduction, 20(1)(w), 144(5) 

excluded from non-resident trust rules, 94(1)“exempt foreign 

trust’’(e) [proposed] IIE 

excluded from various trust rules, 108(1)“trust’(a) 

flow-through entity for capital gains exemption, 39.1(1) 

foreign tax credit, 144(8.1) 

income allocated; 144(3) 

information return, Reg: 212 

interest income, allocation re, 144(8.2) 

payment under 

* portion excluded from income, 81(1)(k) 

* used to purchase income-averaging annuity contract, 
deaaecible: 61(2)(a) 

* payments “out of profits” defined, 144(10) 

* receipts from, 12(1)(n) 

°° by employee, 144(6)-(8) 

¢ refund to former beneficiary, 144(9) 


registration of, as DPSP, 147(3), (4) 
reversionary trust rules do not apply, 75(3)(a) 
rollover to new trust, 248(1)“disposition’(f)(vi) 
trust not taxable, 144(2), 149(1) 

Employer 

* benefits provided by, taxable, 6(1) 

* certificate re employees’ expenses, 8(10) 
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¢ contributions of 
ee Canada Pension Plan; to 
eee deductible, 8(1)(1.1)(i) 
ee deferred profit sharing plan, to, 20(1)(y), 147(8)=(@.1) 
eee limitation on deductibility, 18(1)() 
ee employees profit sharing plan, to, 20(1)(w), 144(5) 
*¢ employment insurance premiums 
eee deductible, 8(1)(1.1)(i), 9(1) 
e* pension Mee 20(1)(q), 147.2(1)-(3), Reg. Part XX VII 
Revoke 
eee special, 20(1)(r) 
¢* profit sharing plan, to 
eee limitation on deductibility, 18(1)(k) 
¢¢ Quebec Parental Insurance Plan premiums 
eee deductible, 8(1)(1.2), 9(1) 
ee Toot supplementary unemployment benefit plan, to, 
ee¢ limitation on deductibility, 18(1)@) 
deduction re salary deferral arrangements, 20(1)(00) 
defined, 248(1) 
for automobile standby charge, 6(2) 
for disability insurance top-up payments, 6(17) 
for employee loans, 80.4(1)(b)(i) 
for incorporated employee/RCA rules, 207.6(3)(a) 
for municipal officer’s expense allowance, 81(3)(c) 
for source deductions, Reg. 100(1) 
generally, 248(1) 
housing subsidy, taxable, 6(23) 
participating, defined, 147.1(1), Reg. 8308(7) 
payment to employee 
e during employment, 5(1), 6(3) 
¢ on death, see Death benefit 
* on termination or retirement, see Retiring allowance 
reimbursement for housing loss, 6(19)—(22) 
specified, see Specified employer 
¢ union locals all deemed to be one, for pension purposes, 252.1 
¢ withholding of tax, 153(1), Reg. 101 
ee variations in deductions, Reg. 106 
Employment 
¢ benefits, see Benefit 
e defined, 248(1) 
* expenses, see Employee: expenses of 
¢ income from, 5(1), 6(1), Canada-U.S. Tax Treaty:Art. XV 
ee reimbursement to employer, 8(1)(n.1) 
* insurance, see Employment insurance 
¢ loss from, 5(2) 


office or, see Office or employment 
outside Canada, tax credit, 122.3 
special work site, at, 6(6) 
tax credit [repealed], 127(13)-(16), Reg. 6000 
¢ amalgamation, continuation of predecessor’s, 87(2)(qq) 
* parent’s, after subsidiary wound up, 88(1)(e.4) 
* termination of, see Former employee; Retiring allowance 
Employment Credit, see Canada Employment Credit 
Employment insurance, see also Registered supplementary 
unemployment benefit plan 
¢ benefit 
*¢ remuneration, Reg. 100(1) 
*¢ repayment of, 60(v.1) 
*¢ repayment of overpayment, deduction for, 60(n)(iv) 
ee right to, no disposition on emigration, 128.1(10)“excluded 
right or interest’(h) 
ee self-employment (Part VII.1), taxable, 56(1)(a)(iv) 
e¢ taxable, 56(1)(a)(iv) 
e¢ withholding tax, 153(1)(d.1), Reg. 100(1)“remuneration”(g) 
* income replacement benefits under temporary program, 
56(1)(r) 
* premium 
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Employment insurance (cont'd) 
** collection of debt by US Internal Revenue Service, Canada- 
U.S. Tax Treaty:Art. XXVI-A:9 


*¢ paid by employee 

**e as employee, credit, 118.7:B(a) 

eee as employer, deduction, 8(1)(1:1) 

** paid by employer, deduction, 9(1) (general accounting 
principles) 

** paid by self-employed person, credit, 118.7:B(a) 

* Program for Older Worker Adjustment, see Older Worker 

Adjustment, Program for 

* tips and gratuities covered by, Reg. 100(1)“remuneration’ (a. 1) 

Employment Insurance Act 

* benefits under, see Employment insurance: benefit 

* costs of appealing decision under, deductible, 60(0) 

** recovery of, income, 56(1)(1)(ii) 

* financial assistance under, 56(1)(r) 

Enactment, see also Amendments; Legislation 

¢ defined, ITAR 12“enactment” 

End of taxation year 

¢ defined, Reg. 1104(1) 

Endowment (to charity), see Enduring property 

Enduring property [repealed] 

¢ of registered charity 

ee defined, 149.1(1) 

*e included in calculation for disbursement quota, 
149.1(1)“disbursement quota’A.1(a), A.2 

Energy 

* conservation property, Reg. 8200.1, Reg. Sch. II:Cl. 43.1 

ee determination of, 13(18.1) 

ee disclosure of information to Energy, Mines & Resources, 
241(4)(d)(vi.1) 

* conversion grant 

ee included in income, 12(1)(u), 56(1)(s) 

ee information return re, Reg. 224 

ee non-resident taxable on, 212(1)(s) 

ee prescribed program, Reg. 5501 

¢ distribution of, 66(15)“principal-business corporation” (h) 

¢ electrical 

** combustion turbine for, separate class, Reg. 1101(5t) 

** corporation distributing or generating 

**e equipment for, Reg. 1102(8), (9), Sch. I:Cl. 1(m), Sch. 
I:Cl. 2(c) 

*¢ exclusion from CCA restrictions, Reg. 1100(26)(a) 

¢ information return, Reg. 213(1) 

** municipal corporation, exemption, 149(1.2) 

* equipment for processing in prescribed area, 

1 7(0)“qualified property’’(c.1) 
ee eae equipment, capital cost allowance, Reg. Sch. 
1:Cl. 17(a.1) 
** generating, manufacturing & processing credit, 125.1(2) 


e* producing or processing, 125.1(3)“manufacturing or 
renee 3 Reg. 1104(9)(h) 


* generation of, 66(15)“principal-business corporation’ (h) 

* property, see Specified energy property 

* renewable, generation of, Reg. Sch. II:Cl. 43.1 

* wind, conversion system, Reg. Sch. II:Cl. 34 

Energy Cost Benefit 

* disclosure of taxpayer information to enable payment, 
241(4)(d)(vii.2) 

* payments non-taxable, 81(1)(g.5) 


Energy, Mines & Resources, see Department of Energy, Mines 
and Resources 


Enforcement of Act, 220-244, see also Collection of tax 
England, see United Kingdom 


Enhanced combined cycle system 
¢ defined, Reg. 1104(13) 


Enhanced garnishment, 224(1.2), (1.3) 


Enhanced recovery equipment, Reg. 1206(1) 

* proceeds of disposition, 59(3.3)(d) 

Enquiry, see Inquiry 

Entering Canada, see Becoming resident in Canada 
Entertainer 

¢ US. resident, Canada-U.S. Tax Treaty:Art. XVI 
Entertainment expenses (and meals) 

airplane, train, bus travel, 67.1(4) 

Christmas party exemption, 67.1(2)(f) 

club dues and facilities, 18(1)(1) 

construction work camp exemption, 67.1(2)(e.1) 
“entertainment” meaning of, 67.1(4) 

general limitation on deduction for, 67.1(1) 
* exceptions, 67.1(2) 

¢ included in convention fee 

e¢ limitation on deductibility, 67.1(3) 

* interpretation, 67.1(4) 

Entity 

¢ defined 

*¢ for foreign affiliates, 95(1) 

¢¢ for SIFT trust and partnership distributions, 122.1(1) 
°° for third-party civil penalty, 163.2(1) 

Entrant bank 

¢ defined, for conversion of foreign bank affiliate to branch, 

142.7(1) 

Entrusted shares percentage [repealed], see Exempt shares 
percentage 

Entry 

* Canada, into, see Becoming resident in Canada 


¢ dwelling-house, into, for audit, 231.1(3), see also Search 
warrant 


*¢ compliance required, 231.5(2) 

Environment 

* conservation of, see Ecological gifts 

Environmental Quality Act (Quebec) 

° trust required by, no tax on, 149(1)(z.1) 

Environmental trust, see Qualifying environmental trust 

Environmentally hypersensitive person 

* equipment qualifying for medical expense credit, Reg. 
5 00(c) 4c.) oe b 5 

Equalization payments (family law) 

* rules on partition of property, 248(20) 

Equipment 

* administering oxygen, for, 118.2(2)(k) 

* automotive, CCA, Reg. Sch. II:Cl. 10(a), see also Automobile 

¢ bituminous sands 

e* defined, 59(6), Reg. 1206(1) 

¢¢ proceeds of disposition, 59(3.3)(c) 

* cable systems interface, CCA, Reg. Sch. II:Cl. 10(v) 


contractor’s movable, CCA, Reg. Sch. II:Cl. 10(h), Sch. II:Cl. 

225chs ICL. 33 

data communication, CCA, Reg. Sch. II:Cl. 3 

disability-specific, deduction for, 20(1)(rr) 

earth-moving, separate class, Reg. 1101(5k) 

electrical energy processing, investment tax credit, 

127(9)“qualified property”(c.1) 

¢ electrical generating, Reg. 1100(1)(t), (ta), Reg. Sch. IL:Cl. 
1(k), Sch. II:Cl. 1(m), Sch. II:Cl. 2(a), Sch. I:Cl. 8(g), Sch. 
ee ae Sch. II:Cl. 9(f), Sch. U:Cl. 29, Sch. If:Cl. 34, Sch. 


¢ electronic data-processing, CCA, Reg. Sch. II:Cl. 10(f), Sch. 
II:Cl. 29, Sch. Uf:Cl. 40 


** general-purpose, defined, Reg. 1104(2) 
* electronic point-of-sale, CCA, Reg. Sch. II:Cl. 12(s) 
¢ enhanced recovery, Reg. 1206(1) 


* proceeds of disposition, 59(3.3)(d) 
for hearing- or sight-impaired, business expense, 20(1)(rr) 
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Equipment (cont'd) 
° Ds manufacturing/distribution, CCA, Reg. Sch. II-Cl. 1(n), 
ch. II:Cl. 2(d) 

* gas or oil well, CCA, Reg. 1104(2), Reg. Sch. I:Cl. 10(j) 

° poneraling, ve 1100(1)(t), (ta), Reg. Sch. II:Cl. 1(k), Sch. 
LCl. 1¢m), Sch. I:Cl. 2(a), Sch. I:Cl. 2(c), Schv IkCh:8(h), 
Sch. If:Cl. 8(g), Sch. If:Cl. 9(a), Sch. I:CL 9(e), Sch. II:Cl. 
9(f), Sch. II:Cl. 29, Sch. II:Cl. 34, Sch. I:Cl. 40 


* heat production/distribution, CCA, Reg. Sch. II:Cl. 1(p), Sch. 
II:Cl. 2(f) 


heat recovery, CCA, Reg. Sch. II:Cl..34 

logging, CCA, Reg. Sch. II:Cl. 10(0) 

machinery and, CCA, Reg. Sch. II:Cl. 8, Sch. II:Cl. 29 
medical, 118.2(2)(m), Reg. 5700 


mining, CCA, Reg. Sch. II:Cl. 10(k), Sch. II:Cl..10(1), Sch. 
I:Cl. 10(m), Sch. II:Cl.. 41 


* oil or gas well, CCA, Reg. Sch. II:Cl. 10G), Sch. Il:Cl. 41 


° eR ea gas exploration, CCA, Reg. Sch. II:Cl. 10(t), 


ch. II:Cl. 41 


° pooneyy control, Reg. 1100(1)(t), Reg. Sch. II:Cl. 24, Sch. 


prescribed 
for sight- or hearing-impaired, business expense,.20(1)(rr) 
medical, 118.2(2)(m), Reg. 5700 
qualified construction equipment, Reg. 4603 
qualified transportation equipment, Reg. 4601 
radar, CCA, Reg. Sch. II:Cl. 9 
radio communication, CCA, Reg. Sch. II:Cl. 8, Sch. II:Cl.9 
railway traffic control, CCA, Reg. Sch. II:Cl.. 1(i) 
scientific research, for, 37(8)(a)(ii) 


Sch. II:Cl, 43.2(b) 

stable, CCA, Reg. Sch. II:Cl. 10(c) 

steam generating, CCA, Reg. Sch. II:Cl. 34 
telephone/telegraph, CCA, Reg. Sch. II:Cl. 3, Sch. T:Cl. 17 
tertiary recovery, Reg. 1206(1) 

timber limit, for, CCA, Reg. Sch. I[:Cl. 10(n), Sch. Tf:Cl. 15 


Equity 

¢ defined, for SIFT trust definition, 122.1(1) 

Equity accounting method 

¢ prohibited for debt forgiveness reserve, 61.3(1)(b)CG@) 
¢ prohibited for purposes of Act, 248(24) 

Equity limit (of insurer) 

¢ defined, Reg. 2400(1) 

Equity percentage 

¢ defined 

ee for foreign affiliate rules, 95(4) 

ee for private foundations, 149.1(1) 

¢ direct, defined, 95(4)“direct equity percentage” 
Equity property 

e defined, Reg. 2400(1) 

Equity share, defined, 204, Reg. 4803(1) 

Equity value 

¢ defined, for SIFT trust and partnership distributions, 122.1(1) 
Equivalent to married credit, 118(1)B(b) 

Equivalent to spouse credit, 118(1)B(b) 

Escalating interest GICs 

* income accrual, Reg. 7000(2)(c.1) 

Establishment, see Permanent establishment 

Estate, see also Trust (or estate) 

¢ bankrupt, of 

ee deemed not trust or estate, 128(1)(b) 

e¢ defined, 248(1) 

¢ Canada/Quebec Pension Plan death benefit taxed, 56(1)(a.1) 
* carryback of losses to year of death, 164(6) 

e debt of deceased settled by, 80(2)(p), (q) 

¢ defined, 104(1), 248(1) 


solar heating, CCA, Reg. Sch. II:Cl. 34, Sch, II:Cl. 43.1(d)@), 


water-distributing, CCA, Reg. Sch. II:Cl. 1(0), Sch. II:Cl. 10(e) 


e flow-through of death benefits, 104(28) 

* income of, paid to non-resident, 212(1)(c), 212(11) 

ee exemption for, 212(9), (10) 

¢ information returns, Reg. 204 

° life, see Life estate in real property 

° pur autre vie, see Life estate in real property 

e return required, 150(1)(c) 

¢ transfer of rights or things to beneficiaries, 70(3) 

Estate administration tax, see Probate fees 

Estate planning, see also Death of taxpayer 

¢ attribution rule inapplicable on certain benefits through trust, 
74.4(4) 

Estate tax | 

¢ Canadian [repealed in 1972] 

e* interest on, deductible, 60(d) 

e US: 

ee credit for, Canada-U.S. Tax Treaty:Art. XXIX-B:6, 7 

ee interest on, possibly deductible, 60(d) 

Estimate of tax, required, 151 , see also Instalments 

Estimate of the expenses of survey 

¢ defined, Reg. 3600(2) 

Estimated annual taxable income 

¢ defined, Reg. 102(2)(c) 

Estimated deductions 

e defined, for source deductions, Reg. 100(1) 

Estonia, see also Foreign government 

* universities, gifts to, Reg. Sch. VIII, s. 25 

Euro, see European Union: currency of 


European Bank for Reconstruction and Development 


* bonds of, qualified investment for RRSP etc., 204“qualified 
investment’(c.1) (formerly Reg. 4900(1)()(v)) 


¢ no withholding tax on interest payable to, Reg. 806.1 

European Union, see also Foreign government 

* currency of, use as functional currency, 261(1)“qualifying 
currency’’(b) 

Evasion of tax, see Tax evasion, penalty for 

Evidence, see Proof 

Excepted dividend 

e defined, 187.1 

Excepted gift 

¢ defined, 118.1(19) 

¢ donation to charity permitted, 118,1(13) 

Excess amount (for registered education savings plan) 

¢ defined, 204:9(1), (2) 

Excess corporate holdings percentage 

¢ defined, for private foundations, 149.1(1) 

Excess money purchase transfer 

* re past service event, Reg. 8303(7.1) 

Excess TFSA amount 

¢ defined, 207.01(1) 

* tax on, 207.02 

Excessive eligible dividend designation 

¢ defined, 89(1), 248(1) 

Exchange period 

¢ defined, for SIFT unwinding rules, 85.1(7)(a) 

Exchange rate, see also Foreign currency 

¢ defined, 111(8) 

Exchange share | 

¢ defined, for SIFT unwinding rules, 85.1(7)(b) 

Exchanges of property 

amalgamation, effect of, 87(2)(.3) 

capital property, 44 

corporation controlling or controlled by taxpayer, 44(7) 

depreciable property, 13(4), (4.1) 

eligible capital property, 14(6), (7) 
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Exchanges of property (cont’d 

° reales ordiaaneds fs 0(3)-07) 

* non-qualifying security donated to charity, 118.1(15) 

* non-resident, 44(7) 

Exchanges of shares, see Share 

Excise Tax Act, see also Goods and services tax (GST) 

* communication of information for enforcement of, 241(4)(d)(ii) 

¢ fuel tax rebate under, 12(1)(x.1) 

° ast included in taxable benefit, 6(7), 15(1.3) 

* input tax credit under, deemed to be government assistance, 
348(16)-(18) 

* rebate under, deemed not to be reimbursement, 8(11) 

* tax payable under Part IX, 248(1)“goods and services tax” 

Excluded amount 

* re expenses of financing 

ee defined, 20(1)(e)(iv.1) 

ee no deduction, 20(1)(e) 

* re registered education savings plan 

e¢ defined, 146.1(7.2) 

e* excluded from income, 146.1(7.1)(b) 

* re split income 

ee defined, 120.4(1) 

** excluded from income-splitting tax, 120.4(1)““excluded 
amount” 

Excluded benefits (re registered pension plan) 

¢ defined, Reg. 8303(5)(f)—-(), 8504(10) 

¢ excluded from normalized pension, Reg. 8303(5) 

Excluded consideration 

¢ defined, re corporation attrubition rules, 74.4(1) 

¢ excluded from attribution rules, 74.4(2)(f), 74.4(3) 

Excluded contribution (to registered pension plan) 

¢ defined, Reg. 8300(1) 

* excluded from pension credit, Reg. 8301(4)(a), 8301(5)(a), 

8301(8)(e) 

* excluded from provisional PSPA, Reg. 8303(8) 

Excluded corporation 

* charities, non-qualified investment rules 


*e debt excluded from non-qualified investments, 
149.1(1)“non-qualified investment’ (a)(ii) 


ee defined, 149.1(1)“non-qualified investment’ (d)—(f) 
¢ refundable investment tax credit 
ee defined, 127.1(2) 


ee excluded from additional credit, 127.1(2)“refundable 
investment tax credit”(a) pre-(f), 127.1(2.01) 


¢* SRTC designation not allowed after June 15/84, 194(4.2)(c) 

Excluded disposition 

¢ defined, 150(5) 

¢ does not require tax return to be filed; 150(1)(a)(i)(C), (D), 
150(1.1)(b)@i1) 

Excluded dividend (for Part VI.1 tax) 

¢ defined, 191(1), 191(4)(d) 

¢ excluded from dividend allowance, 191.1(2) 

¢ excluded from “excepted dividend” for Part IV:1 tax, 187.1(d) 

¢ excluded from Part VI.1 tax, 191.1(1)(a)Gi)—(iii) 

Excluded income 

¢ defined, for FAPI rules, 92(2.5) 

Excluded individual 

¢ defined, re disclosure of taxpayer information, 241(10) 

* information about, not to be disclosed, 241(4)(1), (9.3), (9.4) 

Excluded interest (in partnership) 

¢ defined, 40(3.15)-(3.18) 

* grandfathered from deemed-gain rules for passive partnership 
interest, 40(3.1) 

Excluded obligation 

¢ re debt forgiveness 

ee defined, 80(1) 


a pal amount excluded from debt forgiveness rules, 

0(1)“forgiven amount’ B(j) 

** proceeds of disposition for debtor, 79(3)F(b)(Gv) 

¢ re flow-through shares 

** application to prescribed shares, Reg. 6202.1(1)(b), (¢) 

** deemed not to be a guarantee, security or similar indemnity, 
Reg. 6202(1)(m.1) 

e¢ defined, Reg. 6202.1(5) 

** excluded from limited partnership at-risk rules, 
96(2.2)(d)(v1i) 

ee excluded from tax shelter at-risk adjustment, 143.2(3)(b)(iv) 

* re non-resident withholding tax on interest 

e* defined, 214(8) 

ee sale of, by non-resident, 214(7) 

Excluded payment 

¢ defined, re indexed debt obligations, Reg. 7001(7) 

Excluded period 

¢ defined, re salary deferral arrangement, 6(13)(a)(ii) 

Excluded personal property, see Excluded right or interest 

Excluded policy 

¢ defined, for application of IFRS to insurers, 138(12) 

Excluded premium 

¢ defined 

¢* for Home Buyers’ Plan, 146.01(1) 

ee for Lifelong Learning Plan, 146.02(1) 

¢ excluded from repayment of eligible amount 

¢e Home Buyers’ Plan, 146.01(3)(a) 

ee Lifelong Learning Plan, 146.02(3)(a) 

Excluded production (re Canadian film/video credit) 

¢ defined, Reg. 1106(1) 

¢ excluded from Canadian film or video production, Reg. 

1106(4) 

Excluded property 

¢ art flips, defined, 46(5) 

¢ debt forgiveness rules 

e* adjusted cost base of, not reduced, 80(9)-(11) 

e¢ defined, 80(1) 

* emigration, see Excluded right or interest 

¢ foreign affiliate, of 

*¢ accrued gains, included in FAPI, Reg. 5907(13)(b)@) 

ee defined, 95(1), Reg. 5907(1) 

¢¢ disposition of shares that are, 93(1.1) 

eee excluded from FAPI calculation, 95(1)“foreign accrual 

property income’B, E, 95(1)“relevant tax factor”(a) 

net earnings from, Reg. 5907(1)“net earnings’(d) 

net earnings of foreign affiliate from, Reg. 

5907(1)“taxable earnings”(b)(v) 

net loss from, Reg. 5907(1)“net loss’ (d) 


e 
e 
e 


eee net loss of foreign affiliate from, Reg. 5907(1)“taxable 
loss’’(b)(iv) 

ee of second affiliate, 95(2)(a)(@i)(D) TID 

*¢ settlement of debt, gain or loss relating to, 95(2)(i) 

* mark-to-market rules 

e¢ defined, 142.2(1) 

*¢ extended reassessment period, 152(6.2) 

¢ mark-to-market transition rules 

ee defined, Reg. 8102(1), 8104(1) 

* non-resident, of 

e* defined, 116(6), Reg. 810 


¢ excluded from disposition certificate requirements, 116(1), 
(3), (5), (5.1)(a) 

personal-use property donated to charity, 46(5) 

qualified investments for DPSP 

e defined, 204 

trust, of 

¢ defined, 108(1) 

¢ excluded from 21-year deemed disposition rule, 104(4), 
(5.8), 104(6)(b) (ii) 

¢« excluded from rule re disposition to non-residents, 107(5) 
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Excluded remuneration (re registered pension plan) 

¢ defined, Reg. 8503(14)(b) 

* excluded from pension adjustment, Reg. 8503(14)(e) 

Excluded revenue 

¢ defined, for FAPI rules, 92(2.5) 

Excluded right or interest 

¢ defined, 128.1(10) 

* excluded from deemed disposition 

** on emigration, 128.1(4)(b)(iii) 

** on immigration, 128.1(1)(b)(iv) 

Excluded security (for debt forgiveness rules) 

¢ defined, 80(1) 

¢ excluded from rule where share issued in exchange for debt, 
80(2)(g) 

Excluded share 

¢ re Part X tax on DPSPs 

ee defined, 204 

** excluded from equity share, 204“equity share’(a), (b) 

Excluded subsidiary entity 

¢ defined, for SIFT trust definition, 122.1(1) 

Excluded trust 

¢ defined, 233.6(2) 

Excluded withdrawal 

¢ defined 

e¢ for Home Buyers’ Plan, 146.01(1) 

ee for Lifelong Learning Plan, 146.02(1) 

¢ not taxable, 146(8), (8.01) 

Exclusive economic zone 

¢ application of legislation to, Interpretation Act 82. 1) 

¢ defined, Interpretation Act 35(1) 

* SR&ED performed in, deemed performed in Canada, 37(1.3) 

Executor, see also Legal representative 

certificate required by, before distribution, 159(2) 


obligations of, 159 

return required by, 150(3) 

withholding tax, liable for, 227(5), (5.1)@) 
Exempt activity 

¢ for tobacco manufacturers’ surtax, 182(2) 

ee defined, 182(2) 

ee no surtax on, 182(2)‘°’tobacco manufacturing 
Exempt amount 

¢ defined, for non-resident trust rules, 94(1) 


Exempt beneficiary 

e defined, 104(5.4) 

¢ election by trust as long as there exists, 104(5.3) 3 

Exempt capital gains balance (re flow-through entity) 

¢ after 2004, added to adjusted cost, base, 53(1)(p) 

¢ defined, 39.1(1), (7) 

¢ used to reduce capital gain, 39.1(2)-(6) 

Exempt contribution (to TFSA) 

e defined, 207.01(2) 

* permitted, 207.01(1)“excess TFSA amount’ A(b), 
507.01(1)“unused TFSA contribution room’’(b)D(ii) 

Exempt corporation, see also Exempt person 

* becoming or ceasing to be exempt, 149(10) 

** capital dividend account, 89(1.2) 

¢¢ deemed disposition/acquisition of depreciable property, 

13(7)(f) 

e¢ loss carryover, restriction, 149(10)(c) 

** resource expenses, rules, 66.7(10) 

¢ Parts IV, [V.1, VI and VI not applicable, AP SETA 

Exempt deficit (of foreign affiliate) 

¢ defined, Reg. 5907(1) 

Exempt earnings (of foreign affiliate) 

* defined, Reg. 5907(1) 


deemed to be legal representative, 248(1)“legal representative” 
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Exempt foreign trust 

¢ defined, 94(1) [proposed] 

Exempt gains balance, see also Exempt capital gains balance 

(re flow-through entity) 

e defined, 14(5) 

¢ effect of excessive election, 14(9) 

Exempt income 

e defined, 248(1) 

* under treaty, used in calculating clawback, Canada-U.S. Tax 
Treaty:Art. XXIV:10 

Exempt loan of transfer 

¢ defined, re loans to non-residents, 17(15) 

Exempt loss (of foreign affiliate) 

¢ defined, Reg. 5907(1) 

Exempt person, see also Exempt corporation 

* capital gains and losses, 40(2)(a)(i) 

¢ exchanges of property, determination of gain, 44(7) 

¢ for investments by deferred income plans 


ee defined, Reg. 4901(2)‘connected shareholder’’(b), 
4901(2)“designated shareholder’ (a)(ii) 


¢ for non-resident trust (NRT) rules 
ee defined, 94(1) [proposed] 


ee excluded from NRT rules, 94(1)“contributor’, 94(1)“resident 
beneficiary” 


no reserve for amount not due until later year, 20(8) 

obligation issued at discount by, 16(2), (3) 

partnership of, effect where taxable partner joins, 96(8) 

sale of Canadian resource property by, 66.6 

share-purchase tax credit, 127.2(2) 

tax on royalties paid to a government by, 208 

ee exception: prescribed persons, Reg. 1216 

¢ U.S. charitable organization, Canada-U.S. Tax Treaty:Art. XXI 

Exempt property 

¢ for specified leasing property CCA rules 

ee defined, Reg. 1100(1.13), (1.14) 

ee excluded from specified leasing property, Reg. 1100(1.11) 

¢ for trusts’ 21-year deemed disposition rule 

ee defined, 108(1) 

ee excluded from deemed disposition, 104(4), (5), (5.2) 

Exempt service 

* defined, for non-resident trust rules, 94(1) [proposed] 

¢ excluded from service being a deemed transfer of property, 
94(2)(f) [proposed] 

Exempt shares percentage 

¢ defined, for private foundations, 149.1(1) 

Exempt surplus (of foreign affiliate) 

* adjustment where gain deemed due to negative adjusted cost 
base, 93(1)(b)(ii) 

¢ deduction for dividend paid out of, 113(1)(a), 113(4), Reg. 
5900(1)(a) 

¢ defined, 113(1)(a), Reg. 5907(1) 

Exempt trust 

¢ defined, for FAPI rules, 95(1) 

¢ defined, foreign reporting rules, 233.2(1), see also Exempt 
foreign trust 

Exemption-end time 

¢ defined, for TFSA, 146.2(9)(a) 

Exemptions, 81, 149, see also Grandfathering 

¢ agricultural organizations, 149(1)(e), 149(2) 

* apportionment rule, 149(6) 

¢ Association of Universities and Colleges of Canada, 
149(1)(h.1) 

e basic, re minimum tax, 127.53 

* benevolent or fraternal benefit society, 149(4) 

ee limitation, 149(4) 

* benevolent society, 149(1)(k) 

¢ boards of trade, 149(1)(e), 149(2) 

* capital gains, 110.6, see also Capital gains deduction 
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Exemptions (cont'd) 
chambers of commerce, 149(1)(e), 149(2) 


¢ charitable organization, 149(2) 

* compensation by Federal Republic of Germany, 81(1)(g) 
* Crown corporations, 149(1)(d)—(d.4) 

*¢ exception, 27(1), (2) 

¢ employee of foreign country, 149(1)(a) 

¢¢ family and servants of, 149(1)(b) 

* expenses of gaining exempt income not deductible, 18(1)(c) 
¢ fraternal benefit society/order, 149(1)(k) 

¢ funeral arrangements, 148.1(2), 149(1)(s.1) 

¢ general, 149 

* general limitation, ITAR 31 

¢ Governor General’s stipend, 81(1)(n) 

¢ Halifax disaster pension, 81(1)(f) 

¢ housing corporation, 149(1)G), 149(2) 

* income from aircraft operated by non-resident, 81(1)(c) 
* income from ship operated by non-resident, 81(1)(c) 
¢ insurer of farmers and fishermen, 149(1)(t), 149(4.2) 
ee limitation, 149(4.1) 

e interest on certain bonds etc., 81(1)(m) 

¢ labour organizations, 149(1)(k) 

¢ master trust, 149(1)(0.4) 

* mines, Reg. Part XIX [Revoked] 

* municipal authorities, 149(1)(c) 

* municipal corporations, 149(1)(d.6) 

¢ mutual insurance corporations, 149(1)(m) 

* non-profit corporation for scientific research, 149(1)q), 149(2) 
* non-profit organizations, 149(1)(1), 149(2) 

ee deemed trust, 149(5) 

* pension corporation, 149(1)(0.1), (0.2) 

* pension trust, 149(1)(0) 

* personal, see Personal credits 

* personal injury award, income from, 81(1)(g.1), (g.2) 
* prisoners of war, compensation paid to, 81(1)(d) 

* prospecting, 81(1)(1) 

* provincial corporations, 149(1)(d)-(d.4) 

* provincial indemnity, 81(1)(q) 

¢ RCA trust, 149(1)(q.1) 

¢ RCMP pensions, 81(1)(i) 

* registered charities, 149(1)(f) 

* scientific research corporation (non-profit), 149(1)G), 149(2) 
ee control, rules re, 149(8) 

** rules as to income, 149(9) 

* service and other pensions, 81(1)(d) 

* service pension from other country, 81(1)(e) 

¢ small business investment corporation, 149(1)(0.3) 

* social assistance payments, 110(1)(f)(i) 

* societies, 149(1)(1), 149(2) 

ee deemed a trust, 149(5) 

¢ statutory, 81(1)(a) 

e trust 

. deferred profit sharing plan, 149(1)(s) 

. employees profit sharing plan, 149(1)(p) 

° registered disability savings plan, 146.4(5), 149(1)(u.1) 
° registered education savings plan, under, 149(1)(u) 
° registered retirement income fund, 149(1)(x) 

° registered retirement savings plan, 149(1)(r) 

° registered supplementary benefit plan, 149(1)(q) 

° vacation pay plan, 149(1)(y) 

* war savings certificate, 81(1)(b) 

¢ workers’ compensation, 110(1)(f)(ii) 

Existing guaranteed life insurance policy 

¢ defined, 211(1) 

Existing plan 

¢ defined, Reg. 8500(1) 

Exiting Canada, see Ceasing to be resident in Canada 


Expectation of profit 

* required for business deduction, 18(1)(h), 248(1)“personal or 
living expenses” 

Expenditure 

¢ defined 


¢¢ for rule disallowing deductions or credits for option or share 
issuance, 143.3(1) 


ee for tax shelter investment, 143.2(1) 

* matchable, see Matchable expenditure 

Expenditure pool (re investment tax credit), see SR&ED 
qualified expenditure pool 

Expenses, see also Deductions in computing income 

* advertising in non-Canadian periodicals etc., not deductible, 19 
° aad pa on non-Canadian broadcast media, not deductible, 


¢ allowances for 

ee M.L.A.’s, 81(2) 

** municipal officer’s, 81(3) 

ee taxable, 6(1)(b) 

* annual value of property, not deductible, 18(1)(d) 

¢ appeal, of, 60(0) 

¢ automobile of employee 

¢* deductions allowed, 8(1)(j) 

ee depreciation, 13(11) 

* away-from-home 

ee railway employee, 8(1)(e) 

* borrowing money, 18(11), 20(1)(e), 21 

* cancellation of lease, payment for, 20(1)(z), (z.1) 

ee limitation on deductibility, 18(1)(q) 

* capital outlay, not deductible, 18(1)(b) 

¢ clearing farm land, 30 

¢ club dues, not deductible, 18(1)()Gi) 

* commission agent’s, 8(1)(f), 13(11) 

¢* automobile or aircraft, 8(1)G), 8) 

*¢ certificate of employer, 8(10) 

* construction of building or ownership of land, 18(3.1)—(3.7) 

* convention, 20(10) 

* development, see Canadian development expense 

¢ drilling and exploration, defined, 66(15)“drilling or exploration 

expense” 

¢ election, tax credit for, 127(3)-(4.2) 

¢ employee, of, 8(1), (2) 

* employee’s automobile or aircraft, 8(1)G), 8(9) 

* exploration, see Canadian exploration expense; Exploration and 
development expenses 
food, beverages, entertainment, see Entertainment expenses 
(and meals) 
general limitation, 67 
improving farm land, 30 
incurred to gain exempt income, not deductible, 18(1)(c) 
interest, 18(11), 20(1)(c), 20(3) 

¢ borrowed money, on, 20(1)(c), 20(2) 

ee used to acquire land, 18(3) 

* capitalization of, 21(1) 

* compound, 20(1)(d) 


paid to acquire land, 18(2) 

paid to non-resident shareholder, 18(4)-(8) 
investigation of site, 20(1)(dd) 
“investment expense” defined, 110.6(1) 
issuing units, interests or shares, 20(1)(e) 
land drainage system, 30 
landscaping, 20(1)(aa) 
limitations on deductibility, 18(1) 
listing fee, 20(1)(g) 
meals, limitation, 8(4) 
medical, see Medical expenses 
mining taxes, 20(1)(v) 
moving, see Moving expenses 
objection or appeal, of, 60(0) 
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Expenses (cont’d) 

* performing duties of office or employment, deilucion 8(1)(i) 

* personal or living, not generally deductible, 18(1)(h) 

* personal services business, limitation re, 18(1)(p) 

* prepaid 

e¢ amalgamation, on, 87(2)(j.2) 

ee limitation on deductibility, 18(9) 

* printing financial report, 20(1)(g) 

¢ reasonableness criterion, 67 

¢ recreational facilities, 18(1)(1) 

* relieving telegrapher or station agent, 8(1)(e) 

* representation, 20(1)(cc) 

¢¢ deemed capital cost allowance, 13(12) 

ee election to defer, 20(9), Reg. 4100 

¢ research and development, 37 

¢ salesperson’s, deduction; 8(1)(f) 

°° certificate of employer, 8(10) 

* scientific research and experimental development, 37 

¢ selling units, interests or shares, '20(1)(€) 

¢ share transfer fees, 20(1)(g) 

* taxes on unproductive land, not deductible, 18(2) 

¢ tile drainage, 30 

* transport employee’s, 8(1)(g) 

¢ travelling, see Travelling expenses 

¢ unpaid for more than 2 years, 78 

¢ utilities service connection, 20(1)(ee) 

¢ yachts, camps, clubs etc., no deduction, 18(1)(1) 

Exploration and development expenses 

borrowing for, 21(4) 

Canadian, see Canadian exploration and development expenses 

foreign, see Foreign exploration and development expenses 

joint exploration corporation, see Joint exploration corporation 

limitation, 66(13) 

recovery of, 59(3.2) 

special product corporations, 66(2) 

where change in control, 66(11), (11.3)-(11.5) 

Exploration and development grants, deductions, 20(1)(kk) 

ESD eue and development shares, see also Flow-through 

shares 

* cost to taxpayer, 66.3(1)(a)(iii) 

¢ whether inventory, 66.3(1)(a)(ii) 

Exploration and drilling rights 

amount deductible, ITAR 29(14), (15) 

bonus payments, ITAR 29(21), (22) ~ 

dealers in, limitation, 66(5) 

disposition of, ITAR 29(16)-(20) 

includes payments to preserve, ITAR 29(30) — 

limitation, ITAR 29(13) 

Export Development Canada 

¢ loan guaranteed by, no UK withholding tax, Canada-U.K. Tax 
Treaty Art.11:3(a) 

Exporting resource, Reg. 1206(1) 

Exposure to a designated country 

¢ defined, Reg. 8006 

Express consent 

¢ defined, Reg. 209(4) 

Expropriation 

* amount paid constitutes proceeds of disposition, 
13(21)“proceeds of disposition’(d), 54“proceeds, of 
disposition’ (d) 

* foreign assets, see Expropriation assets 

* resource properties, 59.1 

* rollover where property replaced, 13(4), (4.1), 44 

Expropriation assets 

* acquired from foreign affiliate, 80,1(4)-(6) 

* adjusted. cost base of, 80.1(2)(b) 

¢ adjusted principal amount, 80.1(7) 
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¢¢ currency in which computed, 80.1(8) 

* cost base, addition to, 53(1)(k) 

ee deductions from, 53(2)(n) 

¢ election re, 80.1(1), Reg. 4500 

¢ income from, computation of, 80.1(2)(a) 
* interest and capital amounts received at same time, 80.1(3) 
* interest on 

ee election re, 80.1(2) 

¢ sale of foreign property, for, 80. 1 

Extended motor vehicle warranty 

e defined (insurance policy reserves), Reg. 1408(1) 
Extension of time 

e to donate to tsunami relief, see Tsunami relief 

¢ to file appeal 

e¢ by Tax Court, 167 

¢ to file election or application, 220(3.2) 

¢ to file notice of objection 

ee by Minister, 166.1 

ee by Tax Court, 166.2 

ee deadline for requesting, 166.1(7)(a) 


to file notice of qualified dependant for Child Tax Bentiefit, 
122.62(2) 


¢ to file return, 220(3) 


¢ to invest in labour—sponsored venture capital corporation, 
127.4(5.1) 


to make or revoke election or designation, 220(3.2) 

to make RRSP contribution, 146(22) 

to post. security for departure tax, 220(4.54) 

to transfer RRSP after death to spouse, child or grandchild; 
60(1), 60(1)(iv) 

Extinct shellfish, see Ammonite gemstone 

Eyeglasses, as medical expense, .118.2(2)(j) 


F 
FAPI, see Foreign accrual property income 
FAPL, see Foreign accrual property. loss 
FEDE, see Foreign exploration and development expenses 
FIE, see Foreign investment entity 
FINTRAC, see Financial Transactions and Reports Analysis 
Centre 
FMV, see Fair market value 
FRE, see Foreign resource expense 
FTC, see Foreign tax credit 
FTS, see Flow-through share 
Facsimile machine, see Fax machine 
Factoring of accounts 
* income of foreign affiliate from, 95(1)“investment business” 
** accounts arising in active business of related corporation, 
95(2)(a)(iii), Reg. 5907(1)“exempt earnings’’(d)(i1)(J) 
Failure to file return, see Returns: failure to file, penalty 
Failure to keep records, ,230(3) 
Failure to remit withheld taxes, 227(9) 
* penalty applicable only on amounts over $500, 227(9.1) 
e salary or wages, from, 227(9.5) 
Failure to withhold tax, 227(8) 
* assessment for, 227(10) 
¢ salary or wages, from, 227(8.5) 
Fair market value 
¢ charitable donation of property, limited to cost, 248(35)—(38) 
¢ cultural property, donated, 118.1(10) 
¢ deemed disposition at, see Disposition: deemed 
¢ defined, 69(1) (Notes) 
¢ ecological gift, 118.1(10.1)-(10.5) 
e¢ certificate, 118.1(10.5) 
¢ inadequate considerations deemed to be, 69 
** exceptions re pre-1972 property, ITAR 32 
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Fair market value (cont’d) 

* inventory property, of, 10(1), (4) 

* meaning of, 69(1) (Notes) 

* property donated or contributed, limited to cost, 248(35)-(38) 

* property of deceased, 70(5.3) 

* publicly-traded securities, ITAR 26(11) 

* readily obtainable, see Readily obtainable fair market value 

* resource output acquired from Crown, 69(9) 

* resource output disposed of to Crown, 69(8) 

¢ share 

*¢ disposed of on death, 70(5.3) 

ee foreign affiliate, of, ITAR 26(11.1), (11.2) 

*¢ that is not capital property, 112(4.1) 

* transfer at, to spouse or minor, 74.5(1) 

* trust, capital interest in, 107.4(4) 

ee held as inventory, 107(1.2) 

¢ trust for benefit of spouse, 70(8)(a) 

* undivided interest in property transferred by tax debtor, 
160(3.1) 

¢ V-day election, Reg. 4700, Reg. Sch. VII 

Fair value property 

¢ defined, for mark-to-market rules, 142. 21) 

“Fairness package” (1991) 

¢ late elections, 220(3.2)-(3.7) 

* notice of objection 

ee filing deadline, 165(1) 

ee form of, 165(2) 

* reassessments after normal reassessment period, 152(4.2), 
164(1.5) 

* waiver of penalty and interest, 220(3.1) 

False statement, see also Penalty: false statement 

¢ defined, for third-party penalty, 163.2(1) 

¢ offence, 239(1), (1.1) 

* penalty, 163(2) 

ee charity receipt, 188.1(9), (10) 

ee third-party penalty, 163.2 

Family allowances, see Child Tax Benefit 

Family farm corporation/partnership 

¢ farm property leased to 

*¢ transfer of, 70(9.8) 


* interest in partnership, defined, 70(10)“interest in a family 
farm partnership” 


¢ share of capital stock of corporation, defined, 70(10)“share of 
the capital stock of a family farm corporation” 110.6(1) 


¢ transfer of, 70(9.2), (9.21), (9.3), (9.31) 
ee inter vivos, 73(4), (4.1) 

Family fishing corporation/partnership 
¢ fishing property leased to 

ee transfer of, 70(9.8) 


¢ interest in partnership, defined, 70(10)“‘interest in a family 
fishing partnership” 


¢ share of capital stock of corporation, defined, 70(10)* ‘share of 
the capital stock of a family fishing corporation’, 110.6(1) 


* transfer of, 70(9.2), (9.21), (9.3), (9:31) 

ee inter vivos, 73(4), (4.1) 

Family law, see Province: laws of; Spouse 

Family Orders and Agreements Enforcement Assistance Act 


¢ Child Tax Benefit payments not garnishable under, 
122.61(4)(e) 


¢ disclosure of taxpayer information for purposes of, 122.64(3) 

Family Support Plan 

¢ payroll deduction reduces source withholding, Reg. 100(3)(d) 

Farm Income Protection Act, see also Net income stabilization 
account; NISA Fund No. 2 

* payment received under, taxable, 12(1)(p) 

ee information return, Reg. 234-236 

* premium paid under, deductible, 20(1)(ff) 


Farm land, see also Farm property 

* addition to adjusted cost base, 53(1)(i) 

* improving, expenses deductible, 30 

¢ instalment on sale of, not considered payment from production, 
12(1)(g) 

Farm loss 

amalgamation, on, 87(2.1) 

defined, 111(8)“farm loss” (9), 248(1) 

determination of, by Minister, 152(1.1), (1.2), (1.3) 

drought, due to, see Drought or flood region: prescribed 

flood, due to, see Drought or flood region: prescribed 

includes fishing loss, 111(8)farm loss” A(a)(i) 

limitation on deductibility, 111(3) 

partnership, from, 96(1) 

reassessment, 152(6)(c) 

reduction of, on debt forgiveness, 80(3)(b) 

restricted, 31(1), (1.1), see also Restricted farm loss 

Farm property 

* disposition by partnership, 101 

° (Ooi farm corporation or partnership, transfer of, 70(9.2), 

* investment tax credit, 127(9)“qualified property” (c)(i1) 

¢ leased, transfer of, 70(9.8) 

¢ qualified 


capital gains exemption, 110.6(2) 

defined, 110.6(1) 

¢ transfer of 

ee from spouse’s trust, to children, 70(9.1), (9.11) 

*¢ inter vivos, to child, 73(3), (3.1) 

eee reserve, 44(1.1) 

e¢ to farmer’s child, ITAR 26(18), (19) 

eee on death, 70(9), (9.01) 

¢* to parent, 70(9.6) 

Farm quota 

* capital gains exemption, 110.6(1)““qualified farm property”(d) 
Farm risks 

¢ insurance of, 149(1)(t), 149(4.1) 

Farm support payments, see also Farm Income Protection Act 
¢ defined, Reg. 234(2) 

¢ information slips for payments under, Reg. 234-236 
Farmer 

* capital gain 

ee principal residence, exclusion of, 40(2)(c) 

* cash method of computing income, 28(1) 

¢ instalments, 155 

* payments to, income, 12(1)(p) 

* transfer of farm property by, to child 

e¢ inter vivos, 73(3), (3.1) 

*¢ on death, 70(9), (9.01) 

Farming 

¢ business 

*¢ capital cost allowance (pre-1972 property), Reg. Part XVII 
ee  cash-base method of calculation, 28 

** ceasing to carry on, 28(4), (5) 

** expenses deductible, 30 

ee inventory 

eee acquisition of, 28(1.1) 

eee valuation of, 28(1.2), (1.3), Reg. 1802 

ee losses, deduction for 

eee adjustment to cost base of land, 53(1)(i), 111(6) 
*¢ partnership, disposition of land used in, 101, 111(7) 
*¢ prepaid expenses, 28(1)(e), (e.1) 

Canadian Wheat Board participation certificate, 161(5) 
crop insurance, see Farm Income Protection Act 
defined, 248(1) 

drought, sales during, see Drought or flood region: prescribed 


exempt from tobacco manufacturers’ surtax, 182(2)° Seen 
activity (a) 
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Farming (cont’d) 

farm loss, defined, 111(8) 

flood, sales during, see Drought or flood region: prescribed 
income deferred from destruction of livestock, 80. 3 
inventory 

* acquisition of, 28(1.1) 

* amalgamation, on, 87(2)(b) 

* transfer to corporation, 85(1)(c.2) 

¢ valuation of, 28(1.2), (1.3), Reg. 1802 

* winding-up, on, 88(1.6) 

losses, deduction for, 31 

reduction in basic herd, 29(2) 

¢ election re, 29(1) 

restricted farm loss, see Restricted farm loss 
stabilization payments and fees, 12(1)(p), 20(1)(ff) 
Fax machine 

* capital cost allowance, Reg. 1101(5p), Reg: Sch: I:Cl. 10(f) 
Feasibility study 

* re investigation of site; deductible, 20(1)(dd) 
Federal body 

¢ defined, Reg. 237(1) 

Federal Court 

e defined, Federal Courts Act s. 4 

* registration of certificate re amount payable, 223(3) 
ee charge on land, 223(5), (6) 

Federal Court of Appeal 


eee @ e e 86° ee @ e e e 


* appeal to 

ee Canadian amateur athletic association, refusal to register, 
172(3)(a) 

ee erm revocation or refusal to register, 172(3)(a-1), 176(2), 


ee  DPSP, refusal to register, 172(3)(b) 

e¢ from Tax Court, Tax Court of Canada Act ss. 17.6, 18.24 ° 
ee RESP, refusal to register, 172(3)(d) 

ee RRIF, refusal to register, 172(3)(f) 

ee RRSP, refusal to. register, 172(3)(b) 

¢ defined, Federal Courts Act s. 3 

¢ proceedings in camera, 179 

Federal credit union 

e defined, 248(1) 

¢ excluded from definition of “bank”, 248(1)“bank” 
Federal Crown corporation, see Crown corporation 
Federal government, see Government 
Federal-Provincial Fiscal Arrangements and Established 
Programs Financing Act 

* agreement under, 228 

Federal Republic of Germany 

* compensation paid by, exempt, 81(1)(g) 

Federal sales tax 

¢ refund of, taxable, 12(1)(x)(iv) 

Federal sales tax credit, see also Goods and. services tax (GST) 
Fee, see also Fees 

¢ defined, for reportable transaction rules, 237.3(1) 
Feeding oneself 

¢ defined, 118.4(1)(e) 

* impairment with respect to 

¢¢ certification by occupational therapist or physician 
for disability credit, 118.3(1)(a.2)(v) 

for education credit, 118.6(3)(b)(iii) 

e¢ eligibility for disability credit, 118.4(1)(c)@i) 

Fees 

¢ directors, 6(1)(c) 

included in income, 6(1)(c) 

investment counsel, 20(1)(bb) 

share transfer, deduction for, 20(1)(g) 

withholding tax, 153(1)(g) 
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Fees for an individual’s tuition 
¢ defined, 118.5(3) 
Fellowship, see Scholarship 
Fence 
* capital cost allowance for, Reg. Sch. II:Cl. 6 
¢ in amusement park, CCA, Reg. Sch. II:Cl. 37 
Fibre-optic cable 
* capital cost allowance, Reg. Sch. II:Cl. 42(a) 
°° supporting equipment, Reg. Sch. I:Cl. 3(1) 
Fiduciary, see Legal representative; Trustee 
Field processing, see Canadian field processing 
ae nig see Revised Statutes of Canada, 1985 (Sth 
upp. 
Figueroa case responded to, 127(3.3) 
Filing deadlines, see also Deadlines 
° : reement to transfer forgiven amount (debt forgiveness rules), 
80.04(6)(a), 80.04(7) 
¢ annual returns, 150(1) 
¢ claims for SR&ED 
ee deductions, 37(1), (8) 
ee investment tax credits, 127(9)“investment tax credit’(m) 
e designation to flow out capital gains from trust, 
104(21)-(21.03) 
discontinued business, Reg. 205(2) 
election to trigger capital gains exemption, 110.6(24) 
* revocation or amendment, 110.6(25), (27) _ 
expiring on Sunday or holiday, Interpretation Act s. 26 
extension. by Minister, 220(3) 
information returns (T4, etc.), Reg. 205(1) 
distribution from foreign trusts, 233.5(1) 
foreign affiliates, 233.4(4) 
foreign property, 233.3(3) 
payments to non-residents, Reg. 202(7), (8), 203(2) | 
registered pension plan, Reg. 8409 
transfer of property to foreign trust, 233.2(4) 
interest offset applications, 161.1(3)(c) 
investment tax credit claims, 127(9)“investment tax credit’(m) 
preferred beneficiary election, 104(14)-(14.02) 
scientific research claims, 37(11), 127(9)"investment tax 
credit’’(m) 
e* no extension allowed, 220(2. 2) 
¢ section 85 rollover, 85(6), (7) 
e tax returns, 150(1), 
Filing-due date, 150(1) 
¢ defined, 248(1) 
Filing electronically, see Electronic filing 
Film, see Motion picture film 
Film agency 
* prescribed person for Canadian film/video tax credit, Reg. 
1106(10) 
Film credit, see Canadian film or video tax credit; Film or video 
production services credit 
Film or video production services credit, 125.5, 
Canadian film or video tax credit 
¢ amalgamation of corporations, 87(2)(G.94) 
¢ refund of credit before assessment, 164(1)(a)(ai) 
¢ refundable credit, 125.5(3) 
¢ revocation of certificate, 125.5(6) 
Film property 
¢ defined, for minimum tax purposes, 127.52(3) 
Filter 
* air or water, medical expense credit, Reg. 5700(c.1) 
Finance comfort letters, see Table of Comfort Letters 
Financial aid, see Assistance/government assistance; 
Reimbursement 
Financial difficulty (taxpayer in) 
¢ debt forgiveness reserve for insolvent corporation, 61.3 


see also 
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Financial difficulty (taxpayer in) (cont’d) 


Financial institution, see also Bank; Insurance co 


replacement obligations, exemption from non-resident 
withholding tax, 212(3) 


share, 248(1)“term preferred share”(e), see also Distress 
preferred share 


small business bond, 15.2 
small business development bond, 15.1 


oration; 


Investment dealer; Moneylender; Restricted financial institution 


accounting rule changes, transitional rules, 142.51 
amalgamation of, 87(2)(g.2) 
bad debt deduction, 20(1)(p)(ii) 
becoming, 142.6(1)(a), (b) 
ceasing to be, 142.6(1)(a), (c) 
debt obligation owned by, see Specified debt obligation 
defined 

for charitable donations, 118.1(20) 

for financial institutions capital tax, 190(1) 

for insurance corporations, Reg. 2400(1) 

for Large Corporations Tax, 181(1) 

for mark-to-market rules, 142.2(1) 

for stop-loss rules, 112(6)(c), 142.2(1) 

re disposition by financial institutions, Reg. 9200(1) 
dividends received by 

mark-to-market. property, 112(5)—(5.2) 
ineligible for election to treat Canadian securities as capital 
property, 39(5)(b) 
interference with remittance of tax, 227(5.2)-(5.4) (draft) 


mark-to-market property, see Mark-to-market property; 
Specified debt obligation 


non-resident, see Non-resident: financial institution 
Part VI tax, 190.1—190.17 
deductible in computing branch tax liability, 219(1)(h)G) 
instalments, 157(1), (2) 
rates, 190.1(1) 
short taxation year, 190.1(2) 
unused, reassessment re, 152(6)(e) 
prescribed, , see also International banking centre 
for financial institutions capital tax, Reg. 8604 


for foreign affiliate rules, 95(2)(a.3), 95(2.5)“specified 
deposit” Reg. 7900 


for foreign currency de posits, no withholding tax, 
212(1)(b by CiI)(D), Reg. F900 


¢ return and information return by, 212(18) 


Financial Transactions and Reports Analysis Centre 
(FINTRAC) 


‘ provision of charity information to, for security purposes, 
41(9), (9.1) 


Financially dependent child or grandchild, see Child: 
financially dependent 


Financing fees 

¢ deduction for, 20(1)(e), (e.1) 

* election to capitalize, 21 

Financing lease, see Direct financing lease 
Financing subsidy 

* provided by employer, taxable, 6(23) 
Fine 

¢ imposed for offence under ITA, see Offences 
¢ non-deductible, 67.6 

Finland, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(t) 
Fire alarm indicator 


¢ visual, for the hearing impaired, medical expense credit, Reg. 


5700(q.1) 
Firefighter 
* pension accrual to retire early, see Public safety occupation 
e vehicle of, deemed not to be automobile, 

248(1)“automobile’’(b.1) 

* volunteer, employment income exemption, 81(4) 

First instalment base 

¢ of corporation, 157(4), Reg. 5301(1) 

First Nations Tax, see also Indians 

¢ federal credit for, 120(2.2) 

* instalments, 156.1(1)“net-tax owing’’(b)B, E, F, 156,1(1.3) 
e tax evasion offences, 239(5) 

First-term shared-use-equipment, for R&D investment tax 
credit 

¢ defined, 127(9) 

First-time home buyer 

* credit, see First-Time Home Buyer’s Credit : 
¢ Home Buyer’s Plan eligibility, 146.01(1)“regular eligible 

amount’’(e), (f) 

First-Time Home Buyer’s Credit and Disability Home 
Purchase Credit, 118.05 

* amount of credit ($750), 118.05(3) 

** apportionment among multiple claimants, 118.05(4) 
First-year rule, depreciable property, Reg. 1100(2)-(2.4) 
Fiscal period 


** time of acquisition of share, 187.3(2) ° qualifying, defined, 34.2(1) 
¢ reference to, 249(2), (3) 
Fisher, see Fishing 


Fisherman, see also Fishing 
¢ defined, Reg. 105.1(1) 


* remittance of tax through, 229 [repealed] ; pupacea, te) on, 249(4)(d) 
° by large employers, required, 153(1), (1.4), Reg. 110 pected ana emigration 128.1(4)(a.1) 
e reserve for doubtful debts, 20(1)(1)(ii) + deine lou ‘ : : 
* restricted, see also Restricted financial institution Sue RE partnership 249(2)(b) 
¢* election by mutual fund/investment corporation to not be, ® election for nereoalendan year, 249.1(4), (5) 
131(10) ibe *¢ annual income inclusion where election made, 34.1 
*¢ receiving dividends on taxable RFI shares + late filing, Reg. 600(b.1) 
‘ee information return, 187.5 * election on termination of proprietorship, 25 
*** partnerships, 187.4 ¢ member of terminated partnership 
**e* tax payable, 187.3(1) °° election re, 99(2)-(4) 


software development by, no R&D credits, 248(1)“scientific 
research and experimental development” 


¢ specified 
e¢ defined, 248(1) 
ee dividends received by, 112(2.1), (2.2) Boot 
Fishing 

** guarantee agreement re shares, 112(2.2)(2.22) > Binks 
** related corporations, 248(14) AE 

, ee t , 28(4), (5 
* superficial loss of, 18(13)-(16), 142.6(7) » «detail RO 28) oS 
* transitional rules for accounting rule changes, 142.51 ° instalments required 155 
* windup of, see Winding-up: financial institution ¢¢ loss from, constitutes farm loss, 111(8)“farm loss’”A(a)() 
Financial intermediary corporation, defined, 191(1) * cod compensation, see compensation programs (below) 
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Fishing (cont'd) 
* compensation programs 
** payments received under, taxable, 56(1)(a)(vi), Reg. 5502(c) 
eee withholding of tax at source, 153(1)(m), Reg. 5502(c) 
** repayment of benefits, deductible, 60(n)(v) 
¢ defined, 248(1) 
* expedition, by CRA, 231.2(3) 
° OOn fishing corporation or partnership, transfer of, 70(9.2), 
leased, transfer of, 70(9.8) 
qualified 
capital gains exemption, 110.6(2.2) 
defined, 110.6(1) 
transfer of 
¢ from spouse’s trust, to children,.70(9.1), (9.11) 
¢ — inter vivos, to child, 73(3), (3.1) 
reserve, 44(1.1) 
ee to farmer’s child 
on death, 70(9), (9.01) 
*¢ to parent, 70(9.6) 
income from 
* election re source deductions, Reg. 105.1 
* instalments and payment of balance, 155 
insurer exempt, 149(1)(t) 
losses, 111(8)“farm loss” A(a)(i) , see Farm loss 
not eligible for manufacturing & processing credit, 
125.1(3)“manufacturing or processing”(a) 
property 
inter vivos, 73(3)-(4.1) 
investment tax credit, 127(9)“qualified property’’(c)(ii) 
on death, 70(9)-(9.31) i 


owned since before 1972, capital cost allowance, Reg. 
1700-1704 


transferred to child 

when available for use, 13(27)(g) 
—— 110.6(1)“qualified fishing property”(d) 
vessel 


° ee cost allowance, Reg. 1100(1)(G), 1101(2a), Reg. Sch. 
XO Ua0) 


ee leased to controlled corporation, investment tax ‘credit, 
127(9)“qualified property’ (d)(iv) 

Fishing expedition, 231.2(3) 

Fitness credit, see Children’s Fitness Credit 

Fixed-dividend share 

¢ interest paid on money borrowed to purchase, 20(1)(qq) 

Fixed location fuel cell systems or equipment 

* capital cost allowance, Reg. Sch. II:Cl. 43.1(a)@i.1) 

Fixed payment obligation 

¢ defined, Reg. 9100 

Flared gas, see Solution gas 

Flat benefit provision (of pension plan) 

¢ defined, Reg. 8300(1) 

Flood region, see Drought or flood region 

Floorcovering installer 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” 

ey) through 
* adjusted cost base of option, to share, partnership interest or 
trust interest, 49(3.01) 

¢ Canadian development expense, to shareholder, 66(12.62) 

¢ Canadian exploration expense, to shareholder, 66(12.6) 

¢ Canadian oil and gas property expense, to shareholder, 

66(12.64) 

corporate income to shareholder, see Integration 

corporation’s capital gain, untaxed portion, 83(2) 

death benefit, through trust or estate, 104(28) 

entity, see Flow-through entity 

intercorporate dividends, 82(1)(a), (a.1), 112(1) 
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* investment tax credits on windup, 88(1)(e.3) 
° pay capital deficiency, on conversion of shares, 51(3), 


* partnership income to partner, 96(1) 
ee limited to amount at risk, 96(2.1)—(2.7) 
¢ qualifying environmental trust income to beneficiary, 107.3(1) 
¢ shares, see Flow-through shares 
* trust capital gains to beneficiary, 104(21) 
* trust income to preferred beneficiary, 104(14) 
* trust pension benefits to beneficiary, 104(27) 
Flow-through entity (re capital gains exemption) 
* adjusted cost base, addition to 
ee after 2004, 53(1)(p) 
¢ before 2005, 53(1)(r) 

amalgamation of, 87(2)(bb.1) 

defined, 39.1(1) 

distribution of property to beneficiary, 107(2.2) 

reduction in capital gain, 39.1(2)—(6) 

sale of interest in, 39.1(7) 
Flow-through mining expenditure 

¢ defined, 127(9) 

ee reduction for assistance received, 127(11.1)(c.2) 


e investment tax credit for, 127(5)(a)(i), 127(9)‘investment tax 
credit’’(a.2) 


¢¢  carryforward or carryback, 127(9)“investment tax credit’’(c) 

¢ reduces CCEE, 66.1(1)“cumulative Canadian exploration 
expense” L 

Flow-through shares, 66(12.6)—(12.75) 

amalgamation, effect of, 87(4.4) 

cost of, 66.3(3) 

defined, 66(15), 248(1) 

information return, Reg. 228 

interest on renunciation for previous year, 211.91(1) ; 

minimum tax, 127.52(1)(e), (e.1) 

mining exploration expenses in first 60 days of year, 66.1(8) 

not “tax shelter’, 237.1(1) 

one-year look-back rule, 66(12.66)(a.1), Zi. 91 

paid-up capital, 66.3(4) 

prescribed, Reg. 6202.1 

renunciation, 66(12.6), (12.62), (12.64) 

Canadian development expenses, 66(12.601), (12.62) 
conversion to CEE, 66(12.601), (12.602) 

e« Canadian exploration expenses, 66(12.6) 

ee Canadian oil and gas property expenses, 66(12.64) 

*e¢ expenses in first 60 days of the year, 66(12.66) 

¢¢ member of partnership, by, 66(19) 

ee mining properties excluded, 66(12.62)(b.1) 

ee restrictions, 66(12.67), (12.71), (19) 

e selling instrument 

ee defined, 66(15) 

ee. filing of, 66(12.68) 

ee late filing, 66(12.74), (12.75) 

Fluctuations in currency, see Foreign exchange 


Fopdastion 


: pisenee as labour-sponsored venture capital corporation, 
eg. 6700(f), 6701(g) 


Food, see also Entertainment expenses (and meals); Meals 
¢ delivered after the end of the year, reserve for, 20(6) 
Food and animal waste 

¢ defined, Reg. 1104(13) 

Food waste 

e defined, Reg. 1104(13) [repealed] 

Football players, see Athlete 

Foreclosure, see Surrender: of property to creditor 
Foreign accrual property income, see also Foreign affiliate 
¢ currency hedging, 95(2)(g.01) 

¢ defined, 95(1), 95(2), 248(1) 
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Foreign accrual bs a income (cont'd) 
¢ definitions, 95(1), (4 

¢ foreign affiliate purchasing goods for use in Canada, 95(2)(a.1) 
¢ fresh start rule, 95(2)(k) 

* included in income, 91(1) 

¢ included in income of non-resident trust, 94(1)(c) [to be 
repealed] 

insurance of risks in Canada, 95(2)(a.2) 

internal disposition 

* suspended gain, 95(2)(f.3)-(f.9) 

share of another foreign affiliate, 95(2)(c.1)(c.6) 

¢ suspended loss, 95(2)(h)—(h.5) 

loss carryback, 152(6.1), Reg. 5903(1)(b) 

loss carryforward, Reg. 5903(1)(a) 

partnerships and trusts, 95(3.6) 

rollover to specified purchaser, 95(2)(e.3)-(e.6) 

suspended gain on internal disposition 

¢ by FA of another FA, 95(2)(c.1)(c.6) 

¢ of excluded property, 95(2)(f.3)(f.9) 

trusts, 94(4) [to be repealed] 

Foreign accrual property loss 

* carryback 3 years, Reg. 5903(1)(b) 

* * reassessment to permit, 152(6.1) 

¢ carryforward 20 years, Reg. 5903(1)(a) 

¢ defined, Reg. 5903(3) 

Foreign accrual tax 

* deduction from income, 91(4) 

¢ defined 

for double-dip interest rules, 18.2(1) 

for foreign accrual property income, 95(1) 

Foreign affiliate, see also Controlled foreign affiliate; Foreign 
accrual property income 

* active business income, 95(2)(a), Reg. 5907(2)-(2.6) 

* acquisition of shares of 

ee from partnership, 91(7) 

* assets acquired from 

** as consideration for settlement of debt, 80.1(5) 
ee as dividend in kind, 80.1(4) 

** on winding-up, 80.1(6) 

¢ becoming resident in Canada, 128.1(1)(d) 

¢ benefit to shareholder from, 15(2)—(2.6), (7) 

* capital gains 


¢ election re, Reg. 5902 

capital gains and losses, 95(2)(f) 

* currency fluctuation, from, 95(2)(g)-(g.02) 

carrying on business in a country, Reg. 5906 

consolidated groups’ liabilities, Reg. 5907(1.1) 

controlled, defined, 95(1)“controlled foreign affiliate” 
cumulative eligible capital of, 95(2)(f.91)(i), (ii), 95(2)(£.92) 
currency dealings of, 95(2.3), (2.5)“indebtedness” 

a loss, 95(1)‘“foreign accrual property income”, Reg. 


defined, 95(1), 248(1) 

definitions, Reg. 5907 

disposition of shares of 

¢ election re capital gains on, 93(1) 

¢ held by partnership, 93(1.2) 

¢ loss on, 93(2)-(2.3), (4) 

e share-for-share exchange, 85.1(3)-(6) 

disposition of shares of another foreign affiliate, 95(2)(c) 
dissolution of, 88(3), 95(2)(e), (e.1) 

dividends from, 20(13), 113(1), Reg. 5900 

e shares held by partnership, 93.1(2) 

“earnings” of, defined, Reg. 5907(1) 

eligible property of, cost, 95(2)(f.91)(ii) 

“excluded property” 

¢ debt related to, gain or loss on settlement of, 95(2)(i) 
¢ defined, 95(1) 


eeeee#@#e 8@ @# @ @ eo” €t 0 * 6 * ene 
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“exempt earnings” 
¢ defined, Reg. 5907(1) 
¢ listed countries re, Reg. 5907(11)-(11.2) 
“exempt loss” 

defined, Reg. 5907(1) 

listed countries re, Reg. 5907(11)-(11.2) 
“exempt surplus” defined, Reg. 5907(1) 
foreign accrual property income of, defined, 95(1) 
“foreign accrual tax” defined, 95(1) 
income bonds or debentures issued by, 95(5) 


income derived from indebtedness, 95(2)(a.3), 95(2.4), 
(2.5)“indebtedness” 


income from services, 95(2)(b) 
¢ “services” defined, 95(3) 
information return re, 233.4 
insurer 
* income of, 95(1)“investment business”, 95(2)(a.2) 
* subject to Canadian rules, 95(2)(k)(iv) 
investment business of, see Investment business 
liquidation of, 95(2)(e.1) 
loan to, 17(3), 247(7) 
merger of, 87(8), (8.1), 95(2)(d), (d.1) 
“net earnings” defined, Reg. 5907(1) 
“net loss” defined, Reg. 5907(1) 
“net surplus” defined, Reg. 5907(1) 
participating percentage, Reg. 5904 
partnership interest 
* adjusted cost base of, 95(2)(j) 
ualifying interest in, see Qualifying interest (in respect of 
oreign affiliate) 
regulations, Reg. Part LIX 
“relevant cost base” of property, 95(4) 
“relevant tax factor” defined, 95(1) 
reporting requirements, 233.4 
residence of, Reg. 5907(11.2) 
second affiliate, 95(2)(a)(i)(D) 
settlement of debt, gain or loss from, 95(2)(i) 
share of 
adjusted cost base, 92 
* amalgamation, on, 87(2)(u)(1) 
amount included in income re, 91(1) 
* reserve where foreign exchange restriction, 91(2) 
disposition of, 85.1(3)-(6) 
e _ held by partnerhip, 93(1.2) 
election re disposition, 93(1), (1.1) 
e — late-filed, 93(5) 
¢ penalty, 93(6) 
* special cases, 93(5.1) 
¢ unpaid balance of penalty, 93(7) 
exempt dividends, 93(3) 
* on amalgamation, 87(2)(u)(i1) 
fair market value, ITAR 26(11.1), (11.2) 
held by partnerhip, 93.1(2) 
held by subsidiary winding-up, 88(1)(d.4) 
¢ depreciable property of, 95(2)(f.91)(iv), (v) 
issued to avoid tax, deemed not issued, 95(6)(b) 
loss limitation on disposition of, 93(2)-(4) 
participating percentage of, defined, 95(1)“participating 
percentage’ 
special rules, Reg. 5905 
start-up rule, for non-active business, 95(2)(k) 
stock dividends from, 95(7) 
surplus distributions 
¢ order, Reg. 5901 
“surplus entitlement percentage” defined, 95(1) 
tax, see Foreign taxes 
“taxable earnings” defined, Reg. 5907(1) 
“taxable loss” defined, Reg. 5907(1) 
“taxable surplus” defined, Reg. 5907(1) 
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Foreign affiliate (cont'd) 
taxation year, 95(1) 
taxpaying affiliates’ losses, Reg. 5907(1.2) 
third affiliate, 95(2)(a)(ii)(D) 
transitional rules re 1972, ITAR 35 
“underlying foreign tax” defined, Reg. 5907(1) - 
“underlying foreign tax applicable” defined, Reg. 5907(1) 
“whole dividend” paid, Reg. 5907(1) 
windup of, distribution of property, 88(3) 
Foreign assets 
* reporting of, to CRA, 233.3 
Foreign bank, see also Authorized foreign bank 
¢ defined 
ee re FAPI, 95(1) 
¢¢ re intefnational banking centre, 33.1(1) 
¢ fund deposited with, reporting requirement, 233.3 
Foreign-based information or document 
¢ defined, 231.6(1) 
* requirement to provide; 231.6(2) 


ee cous uence of non-compliance or incomplete compliance, 
1.6(8) 


e* notice of, 231.6(3) 

ee review of, 231.6(4)—-(6) 

ee time during review not to count, 231.6(7) 

¢ tax shelter investment, effect on, 143.2(13), (14) 

Foreign broadcasting undertaking 

e defined, 19.1(4) 

¢ no deduction for advertisement broadcast to Canadian market 
by, 19.1(1) 

Foreign business 

e defined, for FAPI rules, 95(2)(k) 

Foreign business corporation 

¢ deemed resident in Canada, 250(4)(b) 

¢ defined, 213(3) 

¢ no withholding tax on dividend from, 213(1) 

Foreign corporation, see Foreign affiliate; Non-resident 

Foreign country, see Foreign seule we Foreign investment 

entity; Prescribed countries 

Foreign currency, see also Foreign exchange 

e defined, 248(1) 

¢ election to use for tax reporting, 261(3) 

Foreign currency debt 

¢ defined, 111(8), 248(1) 


° ey or loss on, after change of control, 40(10), (11), 111(12), 
13) 


Foreign exchange, see also Foreign currency 
¢ adjustment, re specified debt obligation, Reg. 9104 
¢ calculating currency defined, 95(1) 
° HtNa of income where foreign assets expropriated, 
change of control of corporation, effect of, 111(12), (13) 
debt obligation denominated in ' 
application of debt forgiveness rules, 80(2)(k), 80.01(11) 
assumed by non-resident in Canadian business, 76.1(2) 
moved by non-resident from Canadian business, 76.1(1) 
ea of property, to creditor, calculation of proceeds, 
ti, 
* exchange rate defined, 111(8), 248(1) 
¢ fluctuations in 
*¢ capital gain or loss, 39(2) 
*e debt parking and statute-barred debt rules to be ignored, 
80.01(11) 
ee foreign affiliate’s capital gain or loss from, 95(2)(g)-(g.02) 
** ignored in determining employee stock option deduction, 
110(1)(d) G1) 
ee loan or lending asset, 248(1)“amortized cost’(c-1), (£1) 
e* revenue to real estate investment trust, 122.1(1.3) 


*e specified debt obligation of financial institution, 
142.4(1)“tax basis’’(f), (0) 


¢ income in blocked currency, waiver of interest on tax, 161(6) 
¢ restriction, reserve where, 91(2), (3) 

Foreign exploration and development expenses, see also 
Exploration and development expenses; Resource expenses 
¢ borrowed money 

*¢ capitalization of interest, 21(2), (4) 

eee reassessment, 21(5) 

* country-by-country allocation, 66(4.1), (4.2) 

ee successor rules, 66.7(2.1), (2.2) 

e deduction for, 66(4) 

ee short taxation year, 66(13.1) 

defined, 66(15) 

individual ceasing to be resident in Canada, 66(4. 3) 
limitation, 66(12.4) 

reduction of, on debt forgiveness, 80(8)(e) 

short taxation year, 66(13.1) 

specified, see Specified foreign exploration and development 
expense 

* successor corporation, rules, 66.7(2) 

ee application, 66.6(1) 

¢ where change in control, 66(11), (11.3) 

Foreign government, see also United States 


¢ bonds of, eligible for RRSP investment, 204“qualified 
investment’’(c.1) (formerly Reg. 4900(1)(0)) 


¢ bribery of officials non-deductible, 67.5 
¢ diplomats, exempt, 149(1)(a), Canada-U.S. Tax Treaty:Art. 
XVII 


ee e¢ @ e eo 3° 


e see ees of, exempt, 149(1)(a), Canada-U.S. Tax Treaty:Art. 
VIII 


* expropriation by, 80.1 

e social security plan of, excluded from RCA, Reg. 6802(g) 

¢ specified debt obligation of 

ee excluded from mark-to-market rules, 142.2(1)“mark-to- 

market property”(e) : 

¢¢ owned by bank as specified debt obligation, 142.6(4)(a)(ii) 

¢ stock exchanges recognized, Reg. 3201 

* tax paid to, see Foreign tax credit; Foreign taxes 

Foreign immigration trust , see Immigration trust 

Foreign income, see also Foreign accrual property income 

¢ Canadian resident, generally taxable, 3(a) 

¢ employment, tax credit for,:122.3 

¢ foreign affiliate, of, see Foreign accrual property income 

¢ non-resident, not taxable, 115(1) 

¢ taxed by foreign country, see Foreign tax credit 

Foreign insurance subsidiary 

¢ defined, Reg. 8605(4) 

Foreign investment entity, 94.1 

Foreign investment income 

¢ defined, 129(4) 

¢ refund to private corporation.in respect of, 129(1), (3) 

“Foreign merger” defined, 87(8.1) 

Foreign Missions and International Organizations Act 

e ey Out income from international organization, tax credit, 

Foreign mutual fund trust 

* exemption from reporting requirement, 233.2(1)“exempt 
trust’’(c) 

* reporting requirement, 233.3 

Foreign non-profit organization 

¢ defined, Reg. 6804(1) 

Foreign oil and gas business 

¢ defined 

ee for foreign tax credit, 126(7) 

ee for FAPI, Reg. 5910(4) 

¢ foreign tax credit for, 126(5) 
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Foreign plan (pension plan) * excluded from non-resident trust rules, 94(1)(b)(i)(E) [to be 
contributions made to, Reg. 6804(4)(6) ie) ean) SEE foreign eo ech 
* excluded from reporting requirements, .2(1)“exempt 
oii ilgili eieriee Racs trust’’(a), 333.3(1)“specifie foreign conan 333'5(2)(a) 
excluded from various trust rules, 108(1)“trust’(a) 
income earned in account, exempt, 81(1)(r) 
Individual Retirement Account (U.S.), Reg. 6803 
lump-sum transfer, 60(j)(ii), 60.01 
payment out of 


* electing employer with respect to, Reg. 6804(2), (3) 
¢ PSPA of, Reg. 8308.1(5), (6) 

ee information return, Reg. 8402(2) 

* pension adjustment, prescribed amount, Reg. 8308.2 
* pension credit of, Reg. 8308.1(2)-(4) 


Foreign policy loan * ‘eligible for transfer to RRSP, 60(j)(ii), 60.01 
© defined "Reg. 2X) * included in income, 56(1)(a)(i)(C.1) 
Foreign property, see also Foreign reporting requirements * prescribed plan or arrangement, Reg. 6803 
¢ held by deferred income wept [rules repealed in 2005], former Foreign service 
ae ul nests ge agg ¢ for registered pension plan 
a ee TRUE ARC *¢ determination of provisional PSPA, Reg. 8303(10) 
¢ sale of, expropriation assets for, 80.1 ** eligibility, 8503(3)(a)(vii) 
Foreign reporting requirements, 233.1—233.7 
¢ foreign affiliates, 233.4 
¢ foreign property, 233.3 
¢ foreign trusts 
e¢ distributions from, 233.5 
¢¢ indebtedness to, 233.5 
*¢ transfer of property to, 233.3 
¢ transactions with related non-residents, 233.1 


Foreign resource expenses 

* defined, 66.21(1) 

¢ reduction of, on change of control, 66.7(13) 

* specified amount of, for successor rules, 66.7(13.2) 
¢ successor of, 66.7(2.3), (13.1) 


Foreign resource income 

¢ defined, 66.21(1) 

Foreign resource loss 

¢ defined, 66.21(1) 

Foreign resource pool expense 

¢ deduction against taxable income earned in Canada, 115(4.1) 
¢ defined, 248(1) 

Foreign resource property 

* acquisition of, rules, 66.7(8) 

* amount designated re 

e* “outlay” or “expense”, 66(15) 

¢ defined, 66(15), 248(1) 

¢ disposal of, effect on successor rules, 66.7(15) 
* disposition of, 59(1) 


Foreign share 
¢ rollover on exchange for foreign share, 85.1(5), (6) 
Foreign spin-off, 86.1 
¢ foreign accrual property income, 95(2)(g.2) 
¢ prescribed distribution, Reg. 5600 
Foreign stock exchange index units 
¢ prescribed distribution, Reg. 5600 
* qualified for deferred income plans, Reg. 4900(1)(n.1) 
Foreign stock exchanges, Reg. 3201 
Foreign tax credit, 126 
addition to taxable income in respect of, 110.5 
change in, reassessment within 6 years, 152(4)(b)(iii) 
deduction for specified capital gains, and, 126(5.1) 
deduction from income, 20(11), (12), (12.1), 91(4) 
deduction from Part I.1 surtax, 180.1(1.1) 
deduction from tax, 126 
additions for, 110.5 
calculated separately for each foreign country, 126(6) 
definitions, 126(7) 
emigrant, 126(2.21) 
non-resident, re pre-Oct/96 disposition, 126(2.2) 
trust with non-resident beneficiary, 126(2.22) 
deemed tax on income or profits, 126(5) 
definitions, 126(7) 
employees profit sharing plan, deduction, 144(8.1) 
foreign oil and gas levies, 126(5) 
former resident, 126(2.21) 
¢ trust beneficiary, 126(2.22) 
minimum tax, 127.54 
no economic profit, 20(12.1), 126(4.1) 
non-business income tax, 20(12) 
successor rules, 66.7(15.1) not deductible by life insurer, 138(5.1), (8) 
“eligible property” for transfer to corporation by shareholder, overseas employment tax credit and, choice between, 
85(1.1)(d) 126(1)(b)(i) 


¢ by partnership, 59(1.1) 
* no capital gain; 39(1)(a)(ii.1) 
¢ no capital loss, 39(1)(b)(i) 


* eligibility for section 85 rollover, 85(1.11)(a) * payable, adjustment, 161(6.1) 

* in respect of a country, defined, 248(1) * portion of foreign tax excluded, 126(4) 

* non-successor acquisitions, 66.7(16) e profit not material, 20(12.1), 126(4.1) 

* original owner, defined, 66(15) * short-term securities acquisitions, 126(4.2), (4.3) 

¢ predecessor owner, defined, 66(15) * special, for minimum tax purposes, 127.54 

¢ proceeds of disposition, 59(1) * tax deemed income or profits tax, 126(5) 

* production from, defined, 66(15)“production” ¢ trust, deduction for, 104(22)—(22.4) 

* reserve amount, defined, 66(15) ¢ U.S. estate taxes, Canada-U.S. Tax Treaty:Art. XXIX-B:6, (7) 

¢ rules for trusts, 104(5.2) ¢ unused 

* seizure of, exception to creditor rules, 79.1(2.1) ¢* carryover on amalgamation, 87(2)(z) 

* successor rules, 66.7(15) e¢ defined, 126(7)“unused foreign tax credit” 

Foreign retirement arrangement ** overpayment of tax as consequence of, 164(5), (5.1) 

* amount credited to, exempt, 81(1)(1) ** reassessment, 152(6)(c.1) 

* benefit to trust, flow-through to beneficiary, 104(27) ** rules re, 126(2.3) 

* defined, 248(1), Reg. 6803 Foreign taxes 

* eligible amount, 60.01 ¢ additional, or reimbursement of 

* emigration of retiree, no deemed disposition, ** reassessment within 6 years, 152(4)(b)(iv) 
128.1(10)“excluded right or interest’(a)(x) * credit for, see Foreign tax credit 
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Foreign taxes (cont’d) 
¢ deduction for, 20(11), (12), (12.1) 
Foreign trust, see Offshore trust; Trust (or estate): non-resident 
Forest 
* access road, capital cost allowance, Reg. Sch, II:Cl. 10(p). 
* management plan, prescribed, Reg. 7400 
Forestry professional, recognized, Reg. 7400(2) 
Forfeited amount 
¢ defined, 147(1), Reg. 8500(1) 
Forfeiture 
¢ under deferred profit sharing plan, 201 
Forgiven amount (re settlement of debt) 
* deemed where amount designated following debt. forgiveness, 
80.03(7)(b) Gi) 
¢ defined, 6(15.1), 15(1.21), 80(1 10 
30.041) (15.1), 15(1.21), 80(1), 80.01(1), 80.03(1)(a), 
¢ transfer of, under agreement, 80.04(4) 
Forgiveness of debt, see Debt forgiveness 
Form(s) 
* prescribed or authorized 
¢¢ defined, 248(1)“prescribed” 
ee deviations acceptable, Interpretation Act s. 32 
ee proof of, 244(16) 
¢ waiver of requirement to file, 220(3.1) 
Former Act (pre-1972), references to 
e defined, ITAR 8 | - 
e para. 11(1)(a), capital cost allowance, {TAR 20(5)(b)(ii), 58(5) 
° Peon BS 1)(g), (h), (@), pension plan contributions, ITAR 
subsec. 17(1), inadequate considerations, ITAR 32 
subsec. 20(6), deemed capital cost, ITAR 20(5)(a)(Gi) 
subsec. 67(1), personal corporations, ITAR 57(9)(b) 
s. 68, personal corporations, ITAR 57(11) 
subsec. 79B(5), registered retirement savings plans, ITAR 
65(2)(c) 
e subsec. 79C(7), deferred profit sharing plans, ITAR 65(2)(d) 
e s. 851, amalgamations, ITAR 34(7), 40(6)(a)(ii) 
* subsecs. 851(1), (2), amalgamations, ITAR 34(1) 
e Part II, tax on undistributed income, ITAR 66(1), (2) 


Part IID, special refundable tax, ITAR 67(1), (2), (4), (5) 
Part IV 
continued in force, ITAR 14 
references to, how construed, ITAR 16 
e Part VIII 
ee continued in force, ITAR 15 
ee references to, how construed, ITAR 16 
Former business property 
¢ amalgamation, effect of, 87(2)(1.3) 
e defined, 248(1) 
¢ disposition of, 44(1), (6) 
Former employee 
* amount received from employer, whether taxable, 6(3) 
* of predecessor employer, for pension plan rules, 147.2(8) 
* stock option agreement, taxable benefit, 7(4) 
Former limit 
¢ defined, 147.1(1) 
Former limited-recourse indebtedness (tax shelter investment) 
¢ defined, 143.2(10) 
Former property, see also Exchanges of property; Former 
business property 
¢ defined, 13(4), 44(1) 
Former resident, see also Ceasing to be resident in Canada 
¢ credit for tax paid on emigration where stop-loss rule applies, 


** reassessment to permit credit, 152(6.3) 
¢ foreign tax credit, 126(2.21), (2.22) 
* returning to Canada, 128.1(6), (7) 


¢ stop-loss credit, 119 

e* reassessment to permit credit, 152(6.3) 

Former spouse, defined, 252(3) 

Formulas 

¢ negative amounts in, 257 

Forward averaging, see also Averaging of income; Income- 
averaging annuity contract 

¢ addition to tax, 120.1(2) [repealed] 

¢ election, 110.4(2) [repealed] 

Fossil fuel 

¢ defined, Reg. 1104(13) 

Fossilized shellfish, see Ammonite gemstone 

Foster child 

° payment relating to, exempt, 81(1)(h) 

Foundation, see Charitable foundation; Private foundation: 
Public foundation 

Fractional share 

¢ cash received for by trust, 107.4(2.1) 

¢ is a share, 248(1)“share” 

France, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(c) 

* universities, gifts to, Reg. Sch. VIII s. 3 

Franchise 

¢ capital cost allowance, Reg. 1100(1)(c), Reg. Sch. II:Cl. 14 


” eee: to U.S. resident on connection with, Canada-U.S. Tax 
reaty:Art. XII:3(c) 


¢ relationship not considered control, 256(5.1) 

¢ representation expenses, 13(12), 20(1)(cc), 20(9) 

Fraternal benefit society/order 

¢ exemption, 149(1)(k) 

Fraud, justification for reassessment, 152(4)(a)(i), 152(5) 

Fraudulent conveyance 

¢ tax equivalent to provincial legislation, 160 

Freight haulage trucks and tractors 

¢ capital cost allowance, Reg. Sch. II:Cl. 16(g) 

Freshwater Fish Marketing Corporation, subject to tax, 27(2), 

Reg. 7100 

Friesen case overruled, ee ; 

Frivolity penalty 

¢ where appeal filed to delay payment, 179.1 

Frontier exploration 

¢ allowances, Reg. 1207 

* prescribed area, Reg. 1215 

Frontier exploration base 

¢ defined, Reg.:1207(2) 

* expenses added to 

*¢ amounts receivable, portion included. in income, 59(3.3)(e) 

Fruit growing, constitutes farming, 248(1)“farming” 

Fuel 

¢ production of, 66(15)“principal-business corporation” (h) 

Fuel cell systems 

¢ fixed-location, capital cost allowance, Reg. Sch. II:Cl. 
43.1(a)(ii.1), Sch. I:Cl. 43.1(d)(xii) 

Fuel tax rebate 

10 x inclusion, 12(1)(x.1) 

abatement of prior years’ losses, 111(10), (11) 

amalgamation, on, 87(2)(uu) 

interest on prior year’s return not to be paid, 161(7)(a)(viil) 

windup, on, 88(1)(e.2) 

Fuel upgrading equipment 

° geet allowance, Reg. Sch. I:Cl: 43.1(d)(ix), Sch. I:Cl. 


Full-rate taxable income 
¢ defined, 123.4(1) 
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Full-time student 

* defined, for Lifelong Learning Plan, 146.02(1) 

Fully exempt interest 

¢ defined, 212(3) 

* exempt from non-resident withholding tax, 212(1)(b)(i) 

Functional currency 

¢ defined, 261(1) 

* rules, 261 

Functional currency year 

¢ defined, for functional currency rules, 261(1) 

Funeral or cemetery services, see also Eligible funeral 

arrangement 

¢ defined, 148.1(1) 

* provision of under eligible funeral arrangement, 148.1(2)(b)(@) 

Funeral services, see also Eligible funeral arrangement 

* defined, 148.1(1) 

* provision of under eligible funeral arrangement, 148.1(2)(b)(i) 

Fur farming, 248(1)“farming” 

Furnace 

* electric or sealed combustion, medical expense credit, Reg. 
5700(c.2) 

Furniture 

* antique, whether CCA allowed, Reg. 1102(1)(e) 

* capital cost allowance, Reg. Sch. II:Cl. 8(i) 

Future obligations, see also Reserve 

¢ deduction for amount paid, 20(24) 


G 
GAAP, see Generally accepted accounting principles 
GAAR, see General anti-avoidance rule 
GRIP, see General rate income pool 
GSRA, see Government-sponsored retirement arrangement 
GST, see Goods and services tax (GST) 
GST/HST Credit, see Goods and services tax: refundable credit 
Gagnon case overruled, 56(12) 
ene, see also Capital gain; Capital loss; Capital gains and 
osses 
¢ defined, for disposition of specified debt obligation, Reg. 9200 
Gala presentation 


° aca for Canadian film/video credit, Reg. 
1106(1)“excluded production’(b)(v) 

* ineligible for film/video production services credit, Reg. 
9300(2)(e) 

Gallantry Awards Order Statute 

* amount received under, exempt, 81(1)(d) 

Gambling losses, Canada-U.S. Tax Treaty:Art. XXII:3 

Game show 


° eerie for Canadian film/video credit, Reg. 
1106(1)“excluded production’(b)(ii1) 


¢ ineligible for film/video production services credit, Reg. 
9300(2)(c) 

Garnishment for taxes unpaid, 224 

binding on federal and provincial governments, 224(1.4) 

enhanced, 224(1.2) 

failure to comply with order, 224(4), (4.1) 

prevented while objection or appeal underway, 225.1 

salary or wages, 224(1) 

“super” garnishment priority over secured creditors, 224(1.2) 

Garry Bowl Ltd. case overruled, 152(1.1) 

Gas, natural, see Petroleum/natural gas 

Gas manufacturing/distributing equipment 

* capital cost allowance, Reg. Sch. II:Cl. 1(n), Sch. II:Cl. 2(d) 

Gas or oil well equipment, Reg. 1104(2), Reg. Sch. II:Cl. 10G) 

Gasoline expense 

* automobile, see Automobile: operating costs 


Gaspé Peninsula 

¢ defined, 127(9) 

* prescribed area, for electrical energy or steam processing, 
127(9)“qualified property”(c.1) 

* prescribed designated region, 127(9)“specified 
percentage’’(a)(vi), Reg. 4607 

* qualified property acquired for use in, 127(9)“specified 
percentage’’(a), (e) 

Gay couples, see Common-law partner 

Gemstones, see also Listed personal property 

* ammonite, see Ammonite gemstone 

General amending provision 

* of insurance policy, defined, Reg. 1408(1) 

General anti-avoidance rule, 245 

* application of rule, 245(2), (4) 


ee ae to tax treaties, 245(4)(a)(iv), Income Tax 
onventions Interpretation Act s. 4.1 


¢ avoidance transaction, defined, 245(3) 


¢ determination of amounts following assessment, 152(1.11), 
(hE) 


determination of tax consequences, 245(5) 

tax benefit, defined, 245(1) 

tax consequences, defined, 245(1) 

transfer pricing GAAR test, 247(2)(b)(1i) 

General corporate income tax rate 

¢ defined, for provincial SIFT tax rate, Reg. 414(1) 

General Motors of Canada Limited 

° ek yee to, exception to employee life and health trust rules, 
eg. 9500 

General procedure appeals, 175 

General provisions 

¢ defined, Reg. 8006 

General-purpose electronic dataprocessing equipment 


* capital cost allowance, Reg. Sch. II:Cl. 10(f), Sch. II:Cl. 45, 
Sch. 1-Gr 508 Scoail: Cla 52 


¢ defined, Reg. 1104(2) 

General rate factor 

¢ defined, for GRIP calculation, 89(1) 

General rate income pool 

¢ after amalgamation, 87(2)(vv), 89(5) 

¢ after windup, 89(6), 88(1)(e.2) 

¢ defined, 89(1), 248(1) 

ee addition for 2006, 89(7) 

¢¢ addition on amalgamation, 89(5), 87(2)(vv) 

ee addition on becoming CCPC, 89(4) 

ee addition on windup, 89(6), 88(1)(e.2)(ix), 87(2)(vv) 

* dividend paid from, 89(1)“eligible dividend”, “excessive 
eligible dividend designation” 

General rate reduction percentage 

¢ defined, 123.4(1) 

ee petites to manufacturing & processing credit, 125.1(1), 


Generally accepted accounting principles 

* in computing income from business or property, 9(1) 

¢ in determining adjusted equity, 20.2(2) 

¢ modified for foreign bank branches, 20.2(1)“branch financial 
statements” 

Generating electrical energy 

¢ manufacturing and processing credit, 125.1(2) 

Generating equipment 


¢ capital cost allowance, Reg. 1100(1)(t), (ta), Ti Sch. II:Cl. 
1(k), Sch. II:Cl. 1(m), Sch. I:Cl. 2(a), Sch. I:Cl. 2(c), Sch. 
II:Cl. 8(f), Sch. If:Cl. tg) Sch. II:Cl. 9(a), Sch. II:Cl. 9(e), 
Sch. II:Cl..9(f), Sch. If:Cl. 17(a.1), Sch. I:Cl. 29, Sch. IRCL 
34, Sch. II:Cl. 40 


Genstar trusts 
* anti-avoidance rule, 104(7.1) 
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Germany, see also Foreign government 

* compensation paid by, exempt, 81(1)(g) 

* stock exchange recognized, Reg. 3201(d) 

* universities, gifts to, Reg. Sch. VIII s. 11 
Gifting arrangement 

* constitutes tax shelter, 237.1(1)“tax shebent 
e defined, 237.1(1) 

Gifts and donations 

* art created by the donor, 118.1(7) 


art flips 
donation valued at cost of art, 248(35)—-(38) 
no minimum $1,000 cost, 46(5) 


subject to tax shelter rules, 237.1(1)‘gifting arrangement”, 
“tax shelter” 


capital dividend account, effect on, 89(1)“capital sits 
account’’(a)(i)(A) 


capital property, of, 110.1(3), 118:1(6) 
carryback from year of death, 118.1(4) 
carryforward 
credit, 118.1(1)“total charitable gifts” 
deduction to corporation, 110.1(1)(a) 
charitable 
commuter’s, 118.1(9) 
corporate, deduction for, 110.1(1)(a) 
Bete of p property limitation on fair market value, 
48(35)- 
listed securities, no capital gain, 38(a.1) 
* partnership interests exchangeable for, 38(a.3) 
total, 118.1(1) 
tsunami relief, see Tsunami relief 
corporation, by 
amalgamation, effect of, 87(2)(v) 
capital property, 110.1(3) 
deduction for, 110.1(1) 
partnership, made by, 110.1(4) 
proof of, 110.1(2) 
winding-up, claim by parent, 88(1)(e.6) 
Crown, to, 110.1(1)(b), 118.1(1) 
total, 118.1(1) 
cultural, 110.1(1)(c), 118.101) 
deduction from tax, 118.1(3) 
deemed disposition at fair market value, 69(1)(b) (ii) 
ecologically sensitive land, 110.1(1)(d), 118.1(1)“total 
ecological gifts” 
easement, servitude or covenant, value of, 110.1(5), 
118.112) 


e valuation applies for capital gains purposes, 43(2) 
gratuities, taxable as employment income, 5(1) 
insurance proceeds, direct designation, 118.1(5.1), (5.2) 
institutions, to, 110.1(1)(c) 
member of religious order vowing perpetual poverty, 110(2) 
non-qualifying security, credit disallowed, 118.1(13) 
ordering of claims ‘for donations 

credits, 118.1(2.1) 

deductions (corporation), 110:1(1:1)(b) 


* partnership, made by, 110.1(4), 118.1(8) 
¢ proof of, required, 118.1(2) 
* property, of, 69(1)(b), (c) 


valued at cost, 248(35)—(38) 
RRSP or RRIF, direct designation, 118.1(5.3) 
reassessment, 152(6)(c) 


* receipts for, Reg. 3501 


e 
e 
e 
e 
e 
e 


shares, publicly traded, 38(a.1) 

partnership interests exchangeable for, 38 (a. 3) 
TFSA, direct designation, 118.1(5.3) 
tax shelter, 237.1(1)“gifting arrangement”, 
total, 118.11) 


29° 66. 


tax shelter” 


United States charities, 118.1(9); Canada-U.S. Tax Treaty:Art. 


XXI:7 


° will, by, 118.1(5) 

publicly traded. securities, reduced capital gain, 38(a.1)(ii) 

¢ windup, on, 88(1)(e.6) 

Glasses, as medical expense, 118.:2(2)(j) 

Glazier 

° apprenticeship job creation credit, 12719)" investment tax 
credit” 

Global foreign expenses 

¢ defined, for resource expenses of limited partner, 
66.8(1)(a)(i)(D). 

Global foreign resource limit 

e defined, 66.21(1) 

Gluten-free food costs, medical expense credit, 118.2(2)(r) 

Goats, 80.3(1)“breeding animals” 

Gold, see Precious metals 

Golf course, expense not allowed, 18(1)(1) 

Goods, see also Property 

* to be delivered 

amounts received for, income, 12(1)(a)(i) 
repayment of, deductible, 20(1)(m.2) 

¢ undelivered, reserve for, 20(1)(m) 

Goods and services tax (GST),: see also Excise Tax Act 

¢ change of use, timing rule for GST liability, 248(15) 

¢ credit, see refundable credit (below) 

e defined, 248(1) 

¢ employee benefits 

GST included ‘in taxable benefit, 6(7) 

rebate included in income, 6(8) 

¢ home purchase, excluded from moving expenses, 62(3)(f) 

¢ input tax credit 


e* deemed to be assistance, 248(16), see also 
Assistance/government assistance 


¢ repaid, deemed to be reduction inassistance, 248(18) 
interest on arrears, non-deductible,18(1)(t) 
interest on refunds, taxable, 12(1)(c) 
penalty 
gross-negligence penalty non- -deductible, 67.6 
¢ ordinary penalty. deductible, Reg. 7309 
rebate 
e deemed not to be reimbursement, 8(11) 


* deemed to be assistance, 248(16), see also 
Assistance/government assistance 


included in income, 6(8), 12(1)(x) 
reduces capital cost of property, 6(8), 13(7.1) 


e rebate, not paid until all income tax ‘returns filed, Excise Tax 
Act s. 263.02 


¢ refund, not paid until all income tax returns filed; Excise Tax 
Act s. 229(2 


refundable credit, 122.5 

¢ “adjusted income” defined, 122.5(1) 

* advance payment, 122.5(3.1), (3.2) 

¢ amount of credit, 122.5(3) 

¢ applied to tax lability, timing, 164(2:1) ° 

¢ determination by Minister, 152(1)(b) 

¢ “eligible individual” defined, 122.5(1) 

e limit to one per family, 122.5(5) ° 

* overpayment not to require interest, 160.1(1) 


penalty for false statement, 163(2)(c.1) 
prisoners ineligible, 122.5(2)(b) 
“qualified relation” 

defined, 122.5(1) 

jointly liable for repayment of excess, 160.1(1.1) 
repayment where excess credit paid, 160.1(1.1) 
restrictions, 122.5(2), (5) 
returns to be filed before income tax refund paid, 164(2.01) 
shareholder benefits 

GST included in taxable benefit, 15(1:3) 
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Goods and services tax (GST) (cont’d) 

* transfer of income tax instalments or payments to GST 
account, 221.2(2) 

Goodwill, see also Eligible capital property 

¢ sale of, 14(1); ITAR 21 

Goodwill amount 

¢ definéd, for restrictive-covenant rules, 56.4(1) 


Governing plan 
¢ defined, Reg. 4901(2) 
Government, see also Crown; Crown corporation 


* administration of income tax, see Minister (of National 
Revenue); Canada Revenue Agency 


* agreements 

*¢ for tax transfer payments (federal-provincial), 154 

e¢ with other countries, see Tax treaty 

* annuities 

** contracts entered into before May 26, 1932, 58(1) 

ee eens entered into from May 25, 1932 to June 25, 1940, 
assistance, see Assistance/government assistance 
bonds (and similar obligations) 

¢ Canada Savings Bonds, cash bonus, 12.1 

¢ “investment property” for deposit insurance corporation, 

137.1(5)“qualified expenditure” 

e issued at a discount, 16(3) 

* no non-resident withholding tax, 212(1)(b)(@i)(C) 
bound 

¢ by deemed trust for tax withheld, 227(4.3) 

e by garnishment orders, 224(1.4) 


° by regulations requiring information returns, 221(3) 

° by withholding tax requirements, 227(11) 

* communication of confidential information to, 241(4) 

* contract payments, information return, Reg: 237 

* employees abroad, deemed resident, 250(1)(b)-(f) 

¢ foreign, see Foreign government 

° gifts to 

ee by corporation, deduction, 110.1(1)(b) 

ee by individual, credit, 118.1(1) 

e grant, see also Assistance/government assistance 

*° acquisition of depreciable property, towards, 13(7.1), (7.2) 

ee cost base of property acquired, 53(2)(k) 

** energy conversion, 12(1)(u), 56(1)(s), see also Energy: 
conversion grant 


ee home insulation, 12(1)(u), 56(1)(s), see also Home 
insulation grant 


ee prescribed programs, under, 56(1)(s) 
¢ Her Majesty, defined, Interpretation Act 35(1) 


* international development assistance program, see Canadian 
International Development Agency 


lobbying, see Representation expenses 
obligation issued at discount by, 16(2), (3) 
officials, bribery of, no deduction, 67.5 


privatization of assets, debt qualifies for deferred income 
plans, Reg. 4900(1)(q) 


provincial, see Province 

public body performing function of, exempt, 149(1)(c) 

reporting of contract payments, Reg. 237 

representation, see Representation expenses 

rights, transitional rules, ITAR 21 

-sponsored retirement arrangement, Reg. 8308.4 

¢ excluded from registered pension plan eligibility, Reg. 
8502(m) 

*¢ information return, Reg. 8402.1 

* support payments for farmers, information slips, Reg. 234-236 


volunteer emergency worker’s allowance paid by 
* exemption for, 81(4) 
Government entity 
¢ defined, re disclosure of taxpayer information, 241(10) 


Government of a country other than Canada 

¢ defined, for foreign tax credit, 126(6) 
Government payer 

¢ defined, Reg. 234(1) 

Government-sponsored retirement arrangement 

¢ defined, Reg. 8308.4(1) 

¢ information return, Reg. 8402.1 

¢ prescribed reduction in RRSP limit, Reg. 8308.4(2) 


Governor General in Council 
¢ defined, Jnterpretation Act 35(1) 
Governor General (of Canada) 
¢ defined, Interpretation Act 35(1) 
* stipend exempt, 81(1)(n) 
Grace period to pay balance, no additional interest, 161.2 
Grain 
¢ delivered, amount due deemed not income debt, 76(4) 
Grain elevator operators 
* taxable income earned in a province, Reg. 408 
Grain storage facilities 
* capital cost allowance, additional, Reg. 1100(1)(sb) 
Grandchild 
¢ dependent, 118(6)(a) 
¢ financially dependent, see Child: financially dependent 
* treated as child, see Child: extended meaning of 
Grandfathered plan (registered pension plan) 
¢ complying before March 1996 budget, Reg. 8509(13) 
¢ defined, Reg. 8500(1) 
bat edge share 
defined, 248(1) 
e dividend on, where deemed to be interest, 258(3)(b)() 
° SED from definition of “short-term preferred. share’, 
¢ excluded from definition of “taxable preferred share”, 248(1) 


¢ excluded from restriction on dividend deductibility, 
112(2.21)(b) 


¢ may be a taxable RFI share, 248(1)“taxable RFI share” 
¢ Part VI.1 tax, excluded from, 191(2)(b)(i1i), 191.1(2)(b), 
191.1(4)(b) 
e share exchanged for, excluded from Part IV.1 tax, 187.3(2) 
pe oer => see also Grandfathered share; Transitional 
rules 
¢ Canadian newspaper, 19(7) 
* passive partnership interest acquired before Feb. 22/94, 
40(3.1), (3.15)-(3.18) 
e¢ RESP investments, 146.1(1)“qualified investment’’(d) 
* taxable Canadian property only since April 26/95, prorating of 
gain, 40(9) 
* trust established before June 18/71, low tax rates, 122(2) 
Grandparent 
¢ dependent, 118(6)(b) 
e includes in-law or in common-law, 252(2)(d) 
Grant, see also Government: grant 
apprentice, see Apprenticeship Incentive Grant 
Canada Oil Substitution Program, see Energy: conversion grant 
Canadian Home Insulation Program, see Home insulation grant 
exploration and development, 20(1)(kk) 
“non-government assistance” defined, 127(9) 
research 
income from, 56(1)(0) 
leaving Canada to pursue research under, 115(2)(b.1). 
Grass roots exploration, see Pre-production mining expenditure 
Gratuities, see Tips 
Grazing ungulates, 80.3(1)“breeding animals” 
Great-aunt/great-uncle 
* defined, 252(2)(f) 
Great Britain, see United Kingdom 
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Green card ‘holder 


* whether resident in U.S. for treaty purposes, Canada-UhS: Tax 
Treaty:Art. [V:1 


Greenhouse 

° oye cost allowance for, Reg. Sch. II:Cl. 6(d), Sch. II:Cl. 
m 

Green incentives 3 

* CRCE, see Canadian renewable and conservation expense 

environmental trust, see Qualifying environmental trust 

manufacturing and processing equipment, Reg. Sch. II:Cl. 43 

public transit passes, credit for, 118.02 . 


React power generating equipment, Reg. Sch, I:Cl. 43.1, 


* research and development, 37(1), 127(9)“SR&ED qualified 
expenditure pool” 

Gross Canadian life investment income 

¢ defined, Reg. 2400(1) 

Gross compensation 

¢ defined, 163.2(1), (12)(c) 

Gross cost 

¢ defined, Reg. 5202, 5204 

Gross entitlements 

¢ defined, for third-party penalty, 163.2(1) 

Gross investment revenue 

* insurer’s, defined, 138(12)“gross investment revenue” 

Gross negligence 

¢ by issuer of small business bond, 15.2(5) 

¢ by issuer of small business development bond, 15.1(5) 


¢ effect on adjustment to related person’s tax, Canada—U,S. Tax 
Treaty Canada-U.S. Tax Treaty:Art. [X:5 


* failure to report exempt capital gain, exemption lost, 110.6(6) 
¢ penalty for failure to remit tax withheld, 227(9)(b), 227(9.1) 
¢ penalty for failure to withhold tax, 227(8)(b) 
* penalty for false statements of omissions, 163(2) 
ee re flow-through share or joint exploration corporation, 
163(2.2), (2.3 
Gross REIT revenue 
¢ defined, for SIFT rules, 122.1(1) 
Gross resource profits 
¢ defined, Reg. 1204(1) 
Gross revenue 
e defined, 248(1) 
ee limitation re non-profit R&D corporation, 149(9) 
ee special rules re transfer pricing, 247(5), (9) 
¢ from a mine, defined, Reg. 1104(5.1), (5.2) 
Gross revenue insurance program 
* payments to farmers under, income, 12(1)(p) 
* premiums in respect of; deductible, 20(1)(ff) 
Gross tax attributes (debt forgiveness rules) 
¢ defined, 80(14.1) 
¢ inclusion in residual balance, 80(14)(a) 
Gross-up : 
¢ dividends, 82(1)(b) 
Ground source heat pump system 
* capital cost allowance, Reg. Sch. II:Cl. 43.1(d)G), Sch. II:Cl. 
43.2(b) 
Group 
¢ defined 
¢¢ for associated corporations, 256(1.2)(a) 
¢¢ for surplus stripping rules, 84.1(2.2), 212.1(3)(d)(i) 
¢ related, defined, 251(4)“related group” 
* unrelated, defined, 251(4)“unrelated group” 
Group disability benefits 
e ravi payments by employer on insolvency of insurer, '6(17), 
1 


ee reimbursement to employer, 8(1)(n.1) 


Group home care 

¢ medical expense credit, 118.2(2)(b.2) 
Group insurance plan 

¢ employer’s contributions to 


* * top-up payments on insolvency of insurer, see Group 
disability benefits 


ee whether included in employee’s income, 6(1)(a)(i), .6(1)(f) 

Group sickness or accident insurance, see Sickness and 

accident insurance 

Group term insurance policy 

¢ definition, re insurer, 138(15) 

¢ demutualization of insurance corporation, effect on insured, 
139.1(15) 

e 1975-76 excess reserve, defined, 138(12)“1975—76 excess 
additional group term reserve” 

Group term life insurance policy 

° defined, 248(1) 

¢ employee contributions to employee life and health trust 
deemed to be premiums if identified: as, such, 144,1(10) 


e limitation on deduction of premiums, 18(9.01) 
¢ taxable benefit from premiums, 6(4), Reg..2700-2704 


Grubstaker, 35 

¢ receipt of shares by 

ee deduction from amount, 110(1)(d.2) 

Guarantee 

¢ acquired from insurer or moneylender in amalgamation, 
87(2)(h) (iii) 

¢ for controlled foreign affiliate, excluded from transfer pricing 
rules, 247(7.1) 

¢ loan to spouse or minor, of, 74.5(7) 

¢ of shares, see Guaranteed shares 

e payment under 

ee by shareholder of corporation, 20(3.1) 

ee debt forgiveness rules, 80(2)(1) 

ee when treated as debt, 39(12) 

e reserve for, 12(1)(d.1), 20(1)(1.1) 

ee no deduction, 20(7) 

e revenue, prescribed, Reg. 7500 

Guarantee agreement 

¢ defined, 112(2.2)(a) 

¢ no deduction for dividend, 112(2.2)-(2.22) 

Guarantee fee 

e deductible, 20(1)(e), (e.1) 

¢ no withholding tax, Canada-U.S. Tax Treaty:Art. XXII:4 

¢ non-resident, 214(15) 

Guarantee fund 

¢ deduction for payment by insurance corporation to, Reg. 
1400(3)G 

Guaranteed shares, see also Taxable preferred share; Term 

preferred share 

¢ deemed dividend on reduction of paid-up capital, 84(4:3) 

¢ restriction on dividend deductibility, 112(2.2)-(2.22), 258(3) 

Guardian, return by, 150(1)(d), (e) 

Guide dog expenses, 118:2(2)(1) 

Guilt, see Offences 

Gulf Canada case overruled re resource allowance, Reg. 

1204(1) 

Gypsum 

* extraction of, 248(1)‘mineral resource’’(d)(i1) 


H 


HBP, see Home Buyers’ Plan 


HBP balance 
¢ defined, for Home Buyers’ Plan, 146.01(1) 


HBTC, see Home Buyer’s Tax Credit 
HRDC, see Human Resources Development Canada 
HRTC, see Home renovation tax credit 
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Habitation, right of (Quebec) ¢ deemed to be legal representative, 248.1“‘legal representative” 
¢ deemed to be trust, 248(3) ¢ obligations of, 159 
Hairstylist * return required by, 150(3) 
* apprenticeship job creation credit, 127(9)“investment tax Henson trust 
credit” * rollover of RRSP to, 60.011 
Half-year rule, depreciable property, Reg. 1100(2)-(2.4) Hepatitis C trust 
Halifax disaster pension, exempt, 81(1)(f) * income of, non-taxable, 81(1)(g.3) 
Halite Her Majesty, see Crown; Government 
¢ drilling and exploration for, 66(2) Herd, see Basic herd 
* extraction of, 248(1)“mineral resource’ (d)(ii) High school, see Secondary school 
Handicapped persons, see Mental or physical impairment History preservation rules, see Debt forgiveness: history 
Hangar, capital cost allowance, Reg. Sch. II:Cl. 6(h) preservation rules 
Hardship, see Undue hardship Hockey players or referees, see Athlete 
Hardwood flooring Hoefele case overruled, 6(23) 
¢ disallowed as medical expense, 118.2(2)(1.2)G), (ii), Hogs, see Swine 
118.2(2)(.21)@), (ii) Holder 
Harness ¢ “of registered disability savings plan (RDSP)” 
* capital cost allowance, Reg. Sch. IE:Cl. 10(c) *¢ change in, notification required, 146.4(13)(a) 
Haiti ee defined, 146.4(1) 
* Canadian Forces personnel and police serving in, no tax on ee discharge of Part XI tax liability, 207(3) 
income, 110(1)(f), Reg. 7400(b) *¢ liable for non-compliance by RDSP, 160.21 
Headings in legislation ee liable for Part XI tax on inadequate consideration, 206(3) 
¢ relevance of, /nterpretation Act s. 14 ee liable for Part XI tax on non-qualified investment, 206.1(3) 
Head lease, defined, 209(1) ee liable for Part XI tax where advantage extended, 206.2(3) 
* “term” defined, 209(1) ° of tax-free savings account (TFSA) 
Health Canada or Wea Fee aS 
* Special Access Programme, see Special Access Programme Holding corporation (insurance demutualization) 


¢ deemed not to be taxable Canadian property, 141(4) 


Health care plan, see Private health services plan oHeicemed 40bE public cakporstion 141 C3) 


Health counselling, see Counselling services * defined, 139.1(1) 

Health promotion surtax, 182, 183 ¢ dividend received by, no tax, 112(1) 

Health services plan Holiday 

* employer’s contribution to ie ¢ deadline expiring on, Interpretation Act s. 26 

** not includable in employee’s income, 6(1)(a)(i) ¢ defined, Interpretation Act s. 35(1) 

* private, premiums to, 118.2(2)(q) ; ¢ includes Sunday, /nterpretation Act s. 35(1)“holiday” 
Hearing aid, medical expense, 118.2(2)() Holocaust survivor’s compensation, exempt, 81(1)(g) 
Hearing impairment, see also Deaf person Home, see also Principal residence 

* devices to assist person with ¢ defined, for Home Buyers’ Plan withholdins exemption, Reg. 
*¢ business expense, 20(1)(rr) 104(4) 

*¢ medical expense credit, Reg. 5700(q.1) ¢ loss in value of, reimbursement, see Housing loss 

* real-time captioning services for, see Captioning service * maintenance of after moving away, deduction, 62(3)(g) 
* sign language interpretation services for, see Sign language ¢ sale of, see Principal residence 

Hearing officer Hoe Buyers’ Plan, 146.01 

* powers of, 231.4(3), (4) death of taxpayer, 146.01(6), (7) 

Hearse e definitions, 146. 01(1) 


* excluded from definition of automobile, 248(1)“automobile”(c)  ° first-time owner requirement, 146.01(1)“regular eligible 
; amount’’(e), (f) 

Heart pacer/monitor 

¢ medical expense, Reg. 5700(d) 

Heat distributor 


* repayment of funds borrowed from RRSP, 146.01(3) 
¢ withdrawal of funds from RRSP, 146.01(8), Reg. 104(3) 
ee within 90 days of contribution, deduction disallowed, 


* equipment, capital cost allowance, Reg. Sch. II:Cl. 34 146(5)(a)(iv.1), 146(5.1)(a)(iv) 
Heat production/distribution equipment ¢ withholding tax exemption, Reg. 104(3)-(4) 
* capital cost allowance, Reg. Sch, II:Cl: 1(p), Sch. II:Cl. 2(f) Home Buyer’s Tax Credit, 118.05 
Heat pump system, see Ground source heat pump system Home construction costs 
Heat recoyery equipment * medical expense, 118.2(2)(1.21) 
* capital cost allowance, Reg. Sch. II:Cl. 34, 43.1 Home insulation grant 
Heating expenses e included in income, 12(1)(u), 56(1)(s) 
¢ relief from, payments non-taxable, 81(1)(g.4), (g.5) * information return re, Reg. 224 
Heavy duty equipment technician * non-resident taxable on, 212(1)(s) 
* apprenticeship job creation credit, 127(9)“investment tax * prescribed program, Reg. 5500 
credit” Home mortgage, see Mortgage 
Heavy water Home office expenses, see Work space in home 
° capital cost allowance for, Reg. Sch. II:Cl. 26 Home purchase loan 
Heir, see also Legal representative ¢ balance outstanding after 5 years deemed new loan, 80.4(6) 
* acquisition of property on death, cost base, 70(5)(b) ¢ defined, 80.4(7) 
* * resource property or land inventory, 70(5.2) ¢ employee or spouse, to, 15(2)(a)(ii), 15(2.4)(b) 
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Home purchase loan (cont’d) 

* interest on, 80.4(4), (5) 

Home relocation loan 

* balance outstanding after 5 years deemed new loan, 80.4(6) 

¢ deduction for, 110(1)(j) 

¢ defined, 248(1) 

¢ interest on, 80.4(4), (5) 

¢ replacement of, 110(1.4) 

Home renovation tax credit (2009-10), 118.04 

¢ calculation of; 118.04(3) 

°° apportionment among multiple, claimants, 118.04(5) 

¢ may double up with medical expense credit, 118.3(4) 

Home renovations (wheelchair access etc.) 

¢ driveway alterations, 118.2(2)(1.6) 

* medical expense; 118,2(2)(1.2), Reg. 5700 

Homosexual relationships, see Common-law partner 

Hong Kong, see also Foreign government 

¢ film or video under treaty co-production, Reg. 1106(3)(b) 

* stock exchange recognized, Reg. 3201(e) 

* universities, gifts to, Reg. Sch. VIII s. 19 

Horse 

¢ basic herd maintained since 1971, deduction, 29 

* breeding, 80.3(1)“breeding animals’’(a) 

¢ inventory, valuation of, 28(1.2) 

* maintaining for racing, constitutes farming, 248(1)‘farming” 

Horseback riding 

¢ eligible for children’s fitness credit, Reg. 9400(5) 

Hospital bed 

¢ medical expense, Reg. 5700(h) 

Hot tub 

e disallowed as medical expense, 118.2(2)(1.2)(i), (ii), 
118.2(2)(.21)@), (i) 

House 

¢ insulation, see Home insulation grant 

¢ sale of, see Principal residence 

House of Commons 

¢ election of members, contributions for, 127(3)-(4.2) 

Housing company 

¢ limited-dividend 

ee exemption, 149(1)(n) 

Housing corporation, exemption, 149(1)(i) 

Housing loan, see Home purchase loan 

Housing loss 

e defined, 6(21) 

¢ eligible 

ee defined, 6(22) 

*e taxable benefit from, 6(1)(a), 6(20) 

¢ taxable benefit from, 6(1)(a), 6(19), (20) 

Housing subsidy 

¢ taxable benefit, 6(23) 

Housing unit, see also Principal residence 

* change in use of, ITAR 26.1(1) 

Human Resources Development Canada 

¢ advice re mental or physical impairment, 118.3(4) 


* certification of educational institution, 118.5(1)(a)(ii), 
118.6(1)“designated educational institution”(a)(i1) 


¢ disclosure of information to, 241(4)(d)(vii.1), (x) 

* eligible individuals for Child Tax Benefit, 122.62, 165(3.1), 
(3.2), Reg. 6301 

¢ Social Insurance Number application, 237(1); Reg. 3800 

Hungary, see also Foreign government 

* universities, gifts to, Reg. Sch. VIII s. 23 


Husband and wife, see Spouse 


Hutterite colonies, taxation, 143, see also Communal 
organization 


Hybrid entity, see also Limited liability company; Nova Scotia: 
unlimited liability company. . 

* treaty benefit denial, Canada-U.S. Tax Treaty:Art. IV:7 
Hydro electric installation 

* capital cost allowance, Reg. Sch. II:Cl. 34 


Hydrocarbons 
¢ determination of viscosity and density, Reg. 1107 


Hypothec, see Mortgage 
| 


IAAC, see Income-averaging annuity contract 

IATA, see International Air Transport Association 
IBC, see International banking centre 

IFRS, see International Financial Reporting Standards 
IPP, see Individual pension plan 

IRA, see Individual Retirement Account 

IRS, see Internal Revenue Service (U.S.) 

ISIP, see Indexed security investment plan 

ITC, see Investment tax credit 


Ice storm 

¢ extended deadlines 

ee LSVCC investments, 127.4(5.1) 

ee RRSP contributions, 146(22) 

* non-taxable employee reimbursements, Jce Storm Employment 
Benefits Remission Order 

Identical properties 

¢ deemed, for superficial loss and pregnant loss rules 


¢¢ capital property, 40(3.5) 

ee eligible capital property, 14(12) 

e¢ inventory, 18(16) 

ee right to acquire property, 54“superficial loss” (i) 

¢ ¢ share of SIFT wind-up corporation, 54“‘superficial loss’\(j) 
¢ defined, 248(12) 

ee for matchable expenditure rules, 18.1(12) 

¢ gain or loss from, 47 

¢ life insurance corporation, of, 138(11.1) 


non-qualifying real property, 110.6(18) 
° property owned since before 1972, ITAR 26(8)-(8.5) 


Identification number, see Social insurance number; Tax shelter: 
identification number 


Ileostomy pads, as medical expense, 118.2(2)(i) 
Illegal payments 

¢ when not deductible, 67.5 

Immigrant trust, see Immigration trust 
Immigration, see Becoming resident in Canada 
Immigration Act 

¢ refugee under, see Refugee 


Immigration trust 

* five-year non-taxability, 94(1)(b)(@)(A)(I) [to be repealed], 
94(1)‘‘connected contributor’(a) [proposed], 94(1)“resident 
contributor’(a) [proposed] 

Immovable property, see also Real property 

¢ defined 

¢* Income Tax Conventions Interpretation Act, s. 5 

ee Quebec Civil Code, art. 900—907 

Immune system deficiency 

¢ air or water purifier for, medical expense credit, Reg. 
5700(c.1), (c.2) 

Impaired loans 

e reserve for, 20(1)(1)(ii) 

¢¢ no deduction when property seized by creditor, 79.1(8) 

ee no interest income inclusion, 12(4.1) 

Impairment, see Mental or physical impairment 

Imposition of tax, see Liability for tax; Rates of tax 

Imprisonment, see Offences 
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In camera proceedings 


discipline etc., of authorized individual, to protect taxpayer 
information, 241(4.1) 


in Federal Court, 179 
review of jeopardy assessment, 225.2(10) 
review of solicitor-client privilege claim, 232(5) 


Inadequate consideration, 69 


exceptions to fair market value deeming provision, ITAR 32 
property acquired by gift or inheritance, 69(1)(c) 

property distributed to shareholder, 69(4), (5) 

purchase price in excess of fair market value, 69(1)(a) 

sale price below fair market value, 69(1)(b) 


Income 


accumulating in a trust, 104(14), Reg. 2800 
active business, defined, 125(7)“income of the corporation for 
the year from an active business” 


alimony, 56(1)(b) 
allocation, see Income allocation 
amount not previously included, ITAR 17(5) 
annuity, 56(1)(d), (d.2) 
capital element, deductible, 60(a) 
assistance, see Older Worker Adjustment, Program for; Social 
assistance payment 


automobile standby charge, 6(1)(e) 
car salesperson/lessor, 6(2.1) 
reasonable amount, 6(2) 
automotive pact, transitional assistance, 56(1)(a)(v) 


averaging, see Averaging of income; Income-averaging annuity 


contract 
beneficiary of trust, 104(13), (14), (15) 
blocked currency, in, 161(6) 
bond, see also Bond 
bursary, 56(1)(n) 
business or property, from, see Business or property income 
Canada Pension Plan benefits, 56(1)(a)(i) 
capital and, combined, 16(1), (4), (5) 

paid to non-resident, 214(2) 
cash method of reporting (farming or fishing), 28(1)—(3) 
chief source of, 31 
cod fisherman, see Fishing: compensation programs 
computation of, see Computation of income 
death benefit, 56(1)(a)(iii) 
debenture, see Bond 
deferred profit sharing plan, receipts from, 56(1)(i) 
destruction of livestock, from, see also Livestock 
determination of, by Minister, 152(1.11), (1.12) 
dividends, 82(1) 

non-resident corporation, from, 90 
“earned” for RRSP purposes, defined, 146(1)“earned income” 
“earned in the year in a province” defined, 120(4) 


earned in the year in a province by an individual, defined, 
Reg. Part XX VI 
ee or realized by any corporation after 1971, 55(2), (5)(b), 
c 
employee benefits plan 

benefits, 6(1)(g) 
employment benefits, 6(1) 
employment insurance benefits, 6(1)(f), 56(1)(a)(iv) 
exclusions from, see Exemptions 
exempt, see Exemptions 
exploration and development expenses, recovery of, 59(3.2) 
“for the year” defined, 56(9) 
foreign resource property disposed of, 59(1) 
from active business, defined, 95(1), 125(7) 
from property, for dividend refund, 129(4)“income” 
gaining or producing, purpose, 18(1)(a), Reg. 1102(1)(c) 
grants under certain government programs, 56(1)(s) 
indirect payments, 56(2) 
international banking centre, from, 33.1(3), (4), (5), (11)(c) 


“investment income” defined, 110.6(1) 

Labour Adjustment Benefits Act, benefits under, 56(1)(a)(vi), 
Reg. 5502(a) 

legal costs recovered, 56(1)(1), (1.1) 

life insurance policy 
* proceeds of disposition of interest in, 56(1)(j) 

logging operations, from, defined, 127(2)“income for the year 
from logging operations in the province” 

maintenance payments, 56(1)(b), (c), (c.2) 

non-resident, of, 250.1(b) 

non-resident-owned investment corporation, 133(1) 

none, equivalent to zero income, 3(f) 

office or employment, from, 5(1), 6(1) 

old age security, 56(1)(a)(i) 

other sources of, 56—-59.1 

payment for, deductible, 61(1) [no longer applicable] 
pension, 56(1)(a)(i), 57 

place, from sources in, 4 

policyholder’s, 148(1), (1.1) 

prescribed provincial pension plan benefits, 56(1)(a)(i) 
prize for achievement, 56(1)(n) 

professional business, from, 34; ITAR 23 

prem for Older Worker Adjustment, income assistance, 
56(1)(a)(vi), Reg. 5502(b) 

property transferred to minor, from 

* imputed to transferor, 75(2) 

property transferred to spouse, from, 212(12) 

property transferred to spouse or minor, 74.1 

Quebec Parental Insurance Plan benefits, 56(1)(a)(vii) 
refund of payments, deductible, 60(q) 

registered education savings plan, amounts received, 56(1)(q) 
registered retirement income fund, amounts received, 56(1)(t) 
registered retirement savings plan, amounts received from, 
56(1)(h) 

repeated failures to report, penalty for, 163(1) 

research grant, 56(1)(0) 

resource property disposed of 

* prior reserve for uncollected amount, 59(2) 

retirement compensation arrangement 
¢ benefits under, 56(1)(x), (z) 

¢ disposition of interest in, 56(1)(y) 

retiring allowance, 56(1)(a)(ii) 

rights to, transferred, 56(4) 

* non-resident tax not applicable, 212(12) 

salary deferral arrangement, benefit under, 56(1)(w) 
scholarship, 56(1)(n) 
¢ refund of, 56(1)(p) 

social assistance payments, 56(1)(u) 

source, from, 4 

splitting, see Attribution rules 

superannuation benefits, 56(1)(a)(i), 57 

supplementary unemployment benefits, 56(1)(g) 

support payments, 56(1)(b), (c), (c.2) 

tax on, see also Tax 
¢ non-deductible, 18(1)(t) 

taxable, see Taxable income 

taxation year, for, 3 

transitional assistance under auto pact, 56(1)(a)(v) 

trust, of 
* accumulating, see Accumulating income (of trust) 

¢ defined, 108(3) 

types of payments deductible when used to purchase, 61(2) 
workers’ compensation benefits, 56(1)(v) 


Income attribution, see Attribution rules 
Income averaging, see Averaging of income 
Income-averaging annuity contract 
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Income-averaging annuity contract (cont’d) 
¢ defined, 61(4), 248(1) 


* emigration of beneficiary, no deemed disposition, 
128.1(10)“excluded right or interest” (f)(ii) 


information return, Reg. 208 

money borrowed to buy 

¢ limitation on deduction for, 18(11)(a) 

payment for, deductible, 61(1) [no longer applicable] 
payment under 

* continuing, after death, 61.1(2) 

* non-resident, to, 212(1)(n) 

* remuneration, Reg. 100(1) 

* succession duties, deduction for, 60(m.1) 

proceeds of disposition, income, 56(1)(e) 

types of payments deductible when used to. purchase, 61(2) 
withholding tax, 153(1)(k) 

Income bond 

¢ defined, 248(1) 

* interest paid on, not deductible, 18(1)(g) 

* payment on deemed to be a dividend, 15(3),.(4) 

Income from a mine 

e defined, Reg. 1104(5), (6), (6.1) 

Income from a non-qualifying business 

¢ defined, for FAPI rules, 95(1) 

Income from an active business, see Active business: income 
rom 

Income from property, see Property: income from 

Income interest in trust, see also Trust (or estate) 

cost of, 106(1.1) 

defined, 108(1), 248(1) 

disposition of, 106(2) 

income inclusion, 106(1) 

property distributed in satisfaction of, 106(3) 

Income maintenance insurance plan 

¢ employer’s contribution, whether a taxable benefit, 6(1)(a)(i) 
* payment to employee under, taxable, 6(1)(f); ITAR 19 
Income replacement benefits, taxable, 56(1)(r) 

Income setoff adjustment, see Transfer pricing income 2 has 
adjustment 
Income splitting, see also A tribution rules 

* partnership income, 103 

* pension income, see Pension: income: splitting with spouse 


¢ tax on children at high rate, 120.4, see also Split income: tax 
on 


* testamentary trusts, 104(2) 

Income tax, see everywhere 

Income Tax Conventions Interpretation Act, see gb of 

Contents 

Income trust, see SIFT trust 

Income War Tax Act 

* para. 5(1)(a), reference to depreciation, ITAR 18(4) 

¢ para. 5(1)(u), deduction deemed depreciation, ITAR 18(5) 

* para. 6(1)(n), provisos not applicable, ITAR 18(3) 

¢ s. 8, amounts deductible, ITAR 29(34) 

¢ subsecs. 8(6), (7), (7a) still applicable, ITAR 17(1) 

Incontinent person, see also Mental or physical impairment 

* products for use by, medical expense credit, 118.2(2)(i) 

Incorporated employee, see also Personal services business 

* overseas employment tax credit restricted, 122.3(1.1) 

Incorporated in Canada 

¢ defined, 248(1)“corporation 
Canada” 

Incorporation expenses, see Eligible capital property 

Incorporeal property, see Corporeal property 

Increase in capital 

¢ defined, for non-resident owned investment corporation, 133(8) 


ee @ t Pa) 
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corporation incorporated in 


Indebtedness, see also Debt; Loan 
¢ defined, for deemed settlement of debt on amalgamation, 80(3) 


¢ income of foreign affiliate from, 95(2)(a.3), 95(2.4), 
(2.5)‘‘indebtedness” 


* to non-resident trust, reporting requirement, 233.5(1) 
Indemnity 

* payment, provincial, excluded from income, 81(1)(q) 

e reserve for, not deductible, 20(7) 

Independent personal services, Canada-U.S. Tax Treaty:Art. 
V:9, VIL 

Indexed debt obligation 

¢ adjusted cost base of, 53(1)(g.1), 53(2)(1-1) 

amount deemed paid and received as interest, 16(6), Reg. 7001 
deduction from income, 20(1)(c), 16(6) 

defined, 248(1) 


excluded from annual interest accrual rules, 12(3), 
12(11)“investment contract’’(k) 


¢ interest included in income, 12(1)(c), 16(6) 

¢ prescribed amount, Reg. 7001°. » 

Indexed payment 

¢ defined, re indexed debt obligation, Reg. 7001(7) 

Indexed security investment plan 

* transition for 1986, 47.1(28) 

Indexing (for inflation) 

¢ Child Tax Benefit, 122.61(5) 

¢ GST Credit, 122.5(3.1) 

¢ tax brackets and dollar thresholds, 117.1(1), (1.1) 

¢ tax-free savings account contribution limit, 207.01(1)“TFSA 
dollar limit’(b) 

India, see also Foreign government 

* universities, gifts to, Reg. Sch. VIII s. 24 

Indians 

¢ credit for First Nations Tax payable, 120(2.2) 

¢ exemption from tax, 81(1)(a) 

¢ tax evasion offences, 239(5) 

Indicator re foreign trust, see Non-arm’s length indicator 

Indirect assistance 

¢ taxable, 12(1)(x)G)(C) 

Indirect payments 

* corporation, by 

*¢ person paid through intermediary as proceeds of disposition 

of property, 183.1(5) 

¢ deemed income, 56(2) 

¢ distribution of corporate surplus,.tax on, 183.1(5) 

Individual 

¢ bankrupt, 128(2) 

* computation of tax; 117-122,3 

* computation of taxable income, order of application, 111.1 

¢ credits, 118—118.94 


defined, 248(1) 


e excludes trust for purpose of home renovation tax credit, 
118.04(1) 


drilling exploration expenses, ITAR 29(12) 

fiscal period of, 249.1(1)(b)() 

gifts, deduction from tax, 118.1(3) 

income earned in the year in a province, Reg. Part XXVI 
“income for the year” defined, 120(3) 

instalment base, Reg. 5300 

instalment payments, 155, 156 

¢« “instalment base” defined, 161(9)(a) 

insufficient instalment payments 

¢ interest limitation, 161(4) 

mentally or physically impaired, see Mental or physical 
impairment 

¢ over 65, deduction, 118(2) 

¢e unused, transfer to spouse, 118.8 

¢ payment of tax, 155, 156 
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Individual (cont’d) 

ee instalment base, 155(2), 156(3) 

ee remainder, 158 

¢ rates of tax, 117(2) 

** abatement re provincial schooling allowance, 120(2) 

¢¢ addition to tax for income not earned in province, 120(1) 

¢* annual adjustment, 117.1 

¢ resident for part of year, 114 

¢ returns, 150(1)(d), (e) 

* surtax, 180.1 [repealed] 

¢ tax credits, 118 

e¢ ordering of, 118.92 

¢ taxation year of, 249(1)(b) 

Individual pension plan, Reg. 8515 

Individual Retirement Account, see also Foreign retirement 

arrangement 

* exempt from Canadian withholding tax, Canada-U.S. Tax 
Treaty, Reg. Part XXI:2 

* prescribed as foreign retirement arrangement, Reg. 6803 

Inducement payments 

cancellation of lease, see Lease cancellation payment 

election re adjusted cost base, 53(2)(s), 53(2.1) 

election to offset against outlay or expense, 12(2.2) 

included in income, 12(1)(x) 

prescribed amount, Reg. 7300 

received by beneficiary of trust, or partner, 12(2.1) 

repayment of, 20(1)(hh) 

Industrial electrician 

° apPreplicesip job creation credit, 127(9)“investment tax 
credit” 

Industrial instrument mechanic 

° apPreat sane job creation credit, 127(9)“investment tax 
credit” 

Industrial mechanic (millwright) 

° apprentices op job creation credit, 127(9)“investment tax 
credit” 


Industrial mineral mines 


* capital cost allowance, Reg. 1100(1)(g), 1104(3), Reg. Sch. V 


Industrial minerals 


* producing, excluded from M&P credit, 125.1(3)“manufacturing 


or processing’ (g) 
Ineligible property 
¢ defined, for cost base bump on windup, 88(1)(c)(iii)-(vi) 
Infant 
¢ prone to sudden infant death syndrome 
ee alarm, medical expense, Reg. 5700(r) 
Infirm beneficiary 
¢ defined, 94(1)“exempt foreign trust’(a)(i)(A) [proposed] 
Infirm dependant, see also Mental or physical impairment 
¢ credit for, 118(1)B(d), (e) 
¢ preferred beneficiary election, 108(1)“preferred 
eneficiary’’(a)(ii)(A) 
* training courses to care for, medical expense, 118.2(2)(1.8) 
Inflation adjustment period 
¢ defined, re indexed debt obligations, Reg. 7001(7) 
Inflation indexing, see Indexing (for inflation) 
Influence over remittances 
¢ liability of secured creditor, 227(5.2)-(5.4) (draft) 
Informal procedure appeals, 170 
Information 
* communication of, 241, Reg. 3003 
¢ demand for, 231.2(1)(a) 


* exchange of between tax authorities, Canada-U.S. Tax 
Treaty:Art. XX VII 


* failure to provide, in return, penalty for, 162(5) 
* foreign-based, 231.6 
* laid, see Information or complaint 


* outside Canada 

¢¢  foreign-based information or document, 231.6 

¢* tax shelter investment information, 143.2(13), (14) 
* requirement to provide, 231.2(1)(a) 

¢ return, see Information return 

Information exchange agreement, see Tax information 
exchange agreement 

Information or complaint 

¢ laid or made, 244(1) 

¢ limitation on prosecutions, 244(4) 

* territorial jurisdiction, 244(3) 

* two or more offences in one, 244(2) 

Information return, Reg. 200—237 

¢ actor (non-resident), payment to, Reg. 202(1.1) 

* avoidance transactions, 237.3(2) 

¢ bond interest, accrued, Reg. 211 

¢ Canada Savings Bonds, cash bonus, Reg. 220 

* ceasing to be resident in Canada, value of assets, 128.1(9) 
¢ certified films, Reg. 225 

¢ charity, 149.1(14) 

* construction contracts, Reg. 238 

* contract payments 

** construction, Reg. 238 

e¢ federal government, Reg. 237 

* corporation 


* transactions with non-resident, non-arm’s length persons, 
233.1 


¢ demand for, 233 
¢ distribution of taxpayer’s portion of, Reg. 209 
¢ electric, gas or steam corporations, Reg. 213 
¢ electronic filing required, Reg. 205.1 

e* penalty, 162(7.02) 

¢ electronic mail of, Reg. 209(3), (4) 

¢ eligible funeral arrangement, Reg. 201(1)(f) 

e email of, Reg. 209(3), (4) 

* emigration, value of assets, 128.1(9) 

¢ employees stock option deferral, Reg. 200(5) 
* employees profit sharing plan, Reg. 212 

* energy conversion program, Reg. 224 

¢ farm support payments, Reg. 234-236 

¢ federal government contract, Reg. 237 

¢ foreign affiliate, 233.4 

¢ foreign plan PSPA, Reg. 8402(2) 

¢ foreign property, investment in, 233.3 

¢ foreign trust 

ee distributions from, 233.5 

ee indebtedness to, 233.5 

ee transfers to, 233.2(4) 

* government contract, Reg. 237 

* government-sponsored retirement arrangement, Reg. 8402.1 
¢ home insulation program, Reg. 224 

* income-averaging annuity contract, disposition of, Reg. 208 
¢ international banking centre, 33.1(12) 

¢ legal representative, Reg. 206 

e life insurer, Reg. 217 

e making of regulations re, 221(1)(d) 

e NISA Fund No. 2, Reg. 201(1)(e) 

¢ non-profit organization, 149(12), 150(1)(a) 

¢ non-profit R&D corporation, 149(7) 

* non-resident claiming treaty protection, 150(1)(a)(ii) 
* non-resident transactions, 233.1—233.7 

* non-residents, payments to, Reg. 202, 203 

¢ oil substitution program, Reg. 224 

¢ Part IV.1 tax, 187.5 

¢ Part VI.1 tax, 191.4(1) 

* partnership, Reg. 229, 229.1 

* past service pension adjustment, Reg. 8402 

* patronage payments, Reg. 218 
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Information return (cont’d) 
* penalty for failure to file electronically, 162(7.02) 
* penalty for failure to make, 162(7)(a) 
* pension adjustment, Reg. 8401 
* pension adjustment reversal, Reg. 8402.01 
* political contributions, 230.1(2), Reg. 2001 
¢ public . 
°° registered charity, 149.1(14) 
¢ public partnership, Reg. 229.1 
¢ public trust, Reg. 204.1 
* qualified investments, Reg. 221 
* RRIF loss carryback to deceased’s return, Reg. 215(6) 
* RRSP loss carryback to deceased’s return, Reg. 214(6) 
* registered Canadian amateur athletic association, Reg. 216 
* registered education savings plan, 146.1(13.1), (15) 
* registered pension plan, Reg. 8409 
* registered retirement income funds, Reg. 215 
* registered retirement savings plan, Reg. 214, 214.1 
¢ reportable transactions, 237.3(2) 
* resource flow-through shares, Reg. 228 
¢ SR&ED corporation, 149(7) 

* security transactions, Reg. 230 

* social assistance payment, Reg. 233 

¢ Social Insurance Number, use of, 237(2) 

* specified retirement arrangement PSPA, Reg. 8402(3) 

¢ stock option deferral, Reg. 200(5) 

¢ TFSA, Reg. 223 

¢ tax shelter 

*¢ participant, 237.1(6), 237.3(2) 

¢¢ promoter, 237.1(7), 237.3(2) 

¢ transactions with non-residents, 233.1—233.7 

* trust, Reg. 204, 204.1 

* trust or corporation re Part XI tax, Reg. 207 

e video tapes, Reg. 225 

¢ withholding of tax, Reg. 210 

¢ workers’ compensation payment, Reg. 232 

Inheritance, see also Death of taxpayer 

¢ debt forgiveness rules do not apply, 80(2)(a) 

In-home care of relative 

* tax credit, 118(1)B(c.1) 

Initial deadline 

¢ defined, for insurance demutualization, 139.1(1) 

Initial non-qualified investment 

e defined, 204 

Initial transportation charges 

e defined (for pre-1966 cars), Reg. 1102(11) 
Injection substances 

e deduction for, 20(1)(mm) 
Injury, personal, property acquired as award for income 
from, exempt, 81(1)(g.1), (g.2) 
In-laws, dependent, 118(6)(b) 

Innovative regulatory capital, see Regulated innovative capital 
Input tax credit, see Goods and services tax (GST): input tax 
credit 

Inquiry 

authorized by Minister, 231.4 

compliance required, 231.5(2) 

rights of person subjected to, 231.4(6) 

rights of witness at, 231.4(5) 

seizure of documents 
* copies of, 232(13) 
Insider of a corporation 
¢ defined, Reg. 4803(1) 
aiaeonad see also Bankruptcy; Financial difficulty (taxpayer 
in 


¢ insurance ap grain group disability insurance top-up 
payments, 6(17), (18) 


Inspection, see Audit 
Inspector 
¢ defined, for surveys under Canada Shipping Act, Reg. 3600(2) 
Installation project 
¢ more than 12 months, consituted permanent establishment, 
Canada-U.S. Tax Treaty:Art. V(3) 
Instalment base 
¢ defined 
*¢ corporations, 157(4), Reg. 5301 
ee individuals, farming or fishing business, 155(2), Reg. 5300 
ee other individuals, 156(3),:161(9), Reg. 5300 
Instalment payments 
capital and income combined, 16(1) 
ceasing to be resident in Canada, 128.1(5) 
dependent on use, 12(1)(g) 
sale of property, see Reserve 
tax, of 
amounts deemed to be, 161(8) 
annual, deceased taxpayer’s, Reg. 1001 
contra interest, 161(2.2) — 
corporations, 157 
de minimis rule, 156.1(1), 157(2.1) 
death of taxpayer, not required after, 156.1(2) 
deduction under s. 66.5, 196(3) 
deficient 
interest offset method, 161(2.2) 
interest payable, 161(2) _ 
limitation re corporations, 161(4.1) 
penalty, 163.1 
when certain tax credits deemed paid, 161(10) 
farming or fishing income (individuals), 155,, 156.1(2) 
individuals, 156, 156.1 
instalment base, defined, 161(9)(a), Reg. Part LII 
late, penalty for, 163.1 
mutual fund trust, 156(2) 
offset interest, 161(2.2) 
Part XII.3 tax, 211.3 
small corporation, 157(1.1)—(1.5) 
transfers between accounts, 221.2 
testamentary trust, 104(23)(e) 
trust distributing property to non-resident, 107(5.1) 
Instalment threshold 
¢ defined, 156.1 
Institution 
¢ costs of care in, as medical expense, 118.2(2)(e) 
¢ gifts to 
ee by corporation, deduction for, 110.1(1)(c) 
ee by individual, credit for, 118.1(1)“total cultural gifts” 
Instrument, see Musical instrument 
Insulation grant, see Home insulation grant 
Insulator (heat and frost) | 
* apprenticeship job creation credit, 127(9)“investment tax 
credit” 
Insulin, medical expense, 118.2(2)(k) 
Insurance 
* accidental death, not included in group life insurance benefit, 
Reg. 2700(2) 
* corporation, see Insurance corporation 
* group plans 
¢¢ employer’s contributions ‘not includable in employee’s 
income, 6(1)(a)(i) 
ee life insurance, portion of premium taxable, 6(4) 
paid-up, deduction for, 18(9.01) 
policy, see Insurance policy 
premiums, see Premium 
proceeds 
* in respect of depreciable property, taxable, 12(1)(f) 
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Insurance (cont’d) 


risks in Canada, by foreign affiliate, 95(2)(a.2) 
sickness, accident, etc., benefits taxable, 6(1)(f); ITAR 19 


Insurance agent or broker 


reserve for unearned commissions, 32 


Insurance business 


defined, for financial institution transitional accounting rules, 
125@) 


Insurance corporation, see also Financial institution; Life 
insurance corporation 


e e e ° e e e e e e e e e e e e e e e e a e e e e e e e e e e 


accounting rule changes, transitional rules, 12.5, 20.4, 
138(16)-(25) 
amalgamation, 87(2.2) 
amortized cost, where meaning varied, 138(13) 
bad debts 
¢ deduction for, 20(1)(p)Gi) 
¢ inclusion in income, 12.4 
cash flow adjustment, Reg. 2412 
ceasing to carry on business, Reg. 8101(5) 
computation of income, 138(1), (6), 138), 140 


deduction for amounts paid or credited to policyholders, 140(1) 


deductions not allowed, 138(5)-(5.2), (8) 

deemed not to be private corporation, 141.1 

defined, 248(1) 

definitions, 138(12) 

demutualization, 139.1 

deposit, see Deposit insurance corporation 

depreciation deemed to have been allowed, 13(22) 
disposition of Canadian securities, 39(5)(e) 

earthquake reserves, Reg. 1400(3)L 

exempt under Part IV, 186.1(b) 

farmers and fishermen, of 
e exemption for, 149(1)(t), 149(4.2) 
limitation, 149(4.1) 

foreign affiliate, see Foreign affiliate: insurer 

gross investment revenue, defined, 138(12) 

guarantee fund, deduction for payment to, Reg. 1400(3)G 
guarantees etc. 
¢ acquired from, in amalgamation, 87(2)(h)(i11) 
e reserve for, 20(1)(1.1) 

inclusion in computing income for 1988 taxation year, 140(2) 
income from participating life insurance business, Reg. 2402 
igyied, f group disability insurance top-up payments, 6(17), 
liabilities of, determination for debt forgiveness reserve, 
61.3(1)(b)CGi)(B), (C) 

life, see Life insurance corporation 

loan/lending asset 
* acquired from, in amalgamation, 87(2)(h)(ii) 
¢ reduction in value of 
ee limitation on deduction re, 18(1)(s) 

loans etc. acquired in ordinary course of business, 20(27) 
mark-to-market rules apply, 138(10) 

mutualization proposal, 139 

negative reserves, 12(1)(e.1), 20(22), Reg. 1400(2) 

1975 branch accounting election deficiency, defined, 138(12) 
1975-76 excess additional group term reserve, defined, 
138(12) 

1975-76 excess capital cost allowance, defined, 138(12) 
1975-76 excess investment reserve, defined, 138(12) 
1975-76 excess policy dividend deduction, defined, 138(12) 
1975-76 excess policy dividend reserve, defined, 138(12) 
1975-76 excess policy reserve, defined, 138(12) 

1977 carryforward deduction, Reg. 2408 

1977 excess policy dividend deduction, Reg. 2407 
non-capital loss of, 111(7.1) 

non-resident, Reg. 219(4)-(8), 800-805.1, 2401 
¢ branch tax elections, Reg. 2403 
* change in use rules, 138(11.3)-(11.41), (11.6) 


computation of income, 138(11.91) 
domestication of branch operation, 138(11.5) 


eligible PORES for transfer to corporation by shareholder, 
85(1.1)( ) 


excluded property, Reg. 810 
qualified related corporation, 138(12) 
registered, see Registered non-resident insurer 
transfer of insurance business, 138(11.5) 
*  anti-avoidance provisions, 138(11.7) 
* computation of income, 138(11.92) 
¢ contributed surplus, computation of, 138(11.9) 
¢ depreciable property, rules re, 138(11.8) 
* paid-up capital, computation of, 138(11.7) 
non-segregated property, 138(12) 
participating life insurance policy, defined, 138(12) 
policy loan, defined, 138(12), 148(9) 
policy reserves, Reg. 1400-1408 
life insurance, 138(3)(a)(i) 
* — post-1995 policies, Reg. 1404 
¢  pre-1996 policies, Reg. 1401(1) 
negative, 20(1)(e.1), 20(22), Reg. 1400(2) 
non-life insurance, 20(7)(c), Reg. 1400 
1975-76 excess, defined, 138(12) 
regulations, Reg. 1400-1408 
property acquired on default in payment, 138(11.93) 
“property used by it in the year in, or held by it in the year in 
the course of’, 138(12) 
defined, Reg. 2400 
registered, see Registered non-resident insurer 
regulations, Reg. Part XXIV 


reserve for unpaid claims, see also policy reserves; unpaid 
claims reserve adjustment 


life insurance, Reg. 138(3)(a)(ii) 
* — post-1995 policies, Reg. 1405 
limitation, 18(1)(e.1) 
negative, 12(1)(e.1), 20(22), Reg. 1400(2) 
security used or held by 


“eligible property” for transfer to corporation by 
shareholder, 85(1.1)(g) 
segregated funds of, 138.1, Reg. Part LXI 
subsidiary, wound up, 88(1)(g) 
surplus funds derived from operations, 138(12) 
tax payable by, under former Part IA, ITAR 60.1 
taxable capital gains, 138(2)(b), 142 
taxable income earned in a province, Reg. 403 
transfer of insurance business 
by non-resident insurer, 138(11.5) 
by resident insurer, 138(11.94) 
transitional rules for accounting rule changes, 12.5, 20.4, 
138(16)-(25) 
unpaid claims reserve adjustment, see also reserve for unpaid 
claims 
claims incurred but not reported, Reg. 1400(3)D, E 
deduction, 20(7), (26), Reg. 1400(3)D, E 
inclusion of prescribed portion, 12.3 
variation in tax basis and amortized cost, 138(13) 
winding-up of, Reg. 8101(3) 


Insurance policy 
* acquisition costs 


defined, Reg. 1408(1) [to be repealed] 
not deductible to insurer, 18(9.02) 


¢ disposition of, 148 
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no capital gain, 39(1)(a)(ii1) 
no capital loss, 39(1)(b)(ii) 
life, see Life insurance policy 
loan, see Policy loan (life insurance) 


reserves (insurer), see Insurance corporation: policy reserves; 
Insurance corporation: reserve for unpaid claims 


rider, see Rider 
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Insurance proceeds 

* constitute proceeds of disposition, 13(21)“proceeds of 
disposition’(c), 54“proceeds of disposition’(c) 

¢ rollover where property replaced, 13(4), (4.1), 44 

Insurer, see also Insurance corporation 

* defined, re life annuity contracts, 148(10)(a), Reg. 217(1) 

Intangible property, see also Eligible capital property 

* patents, Reg. Sch. I[:Cl. 14, Sch. II:Cl. 44 

* relating to road, bridge, townsite, etc., capital cost, 13(7.5)(c) 

Integration 

* capital dividend flow-through, 83(2), 89(1)capital dividend 
account’’(b) 

* corporate and personal tax, 82(1)(b), 121 , 

* intercorporate dividend flow-through, 82(1)(a), (a.1), 112(1) 

¢ Part IV tax flow-through, 186(1)(b) 

Intellectual property, see Copyright; Patent; Trademark 

Inter vivos trust, see also Trust (or estate) : 

¢ defined, 108(1) 

Inter-affiliate loan 

¢ defined, for double-dip interest rules, 18.2(1) 

¢ effect on double-dip interest rules, 18.2(4)-(7) 

Inter-American Development Bank 

* bonds of, qualified investment for RRSP etc., 204“qualified 
investment’ (c.1) (formerly Reg. 4900(1)(1)Gi)) 

Intercorporate dividends generally tax-free, 112, 113 

Interest (in property, etc.) 

beneficial, in trust, meaning of, 248(25) 

capital, in trust, see also Trust (or estate) 

family farm partnership, in, 110.6(1) 

family fishing partnership, in, 110.6(1) 

income, in trust, see also Trust (or estate) 


investment, in business, ITAR 23(5)“investment interest” 
“1971 receivables” 


life, in real property, see Life estate in real property 
partnership, see Partnership interest 
policy loan, re, defined, 138(12), Reg. 1408(1) 
qualifying, see Qualifying interest (in respect of foreign 
affiliate) 
¢ real property, in, defined, 248(4) 
¢ taxable Canadian property, in, 248(1)“taxable Canadian 
property’’(1) 
¢ trust, see Trust (or estate): interest in 
Interest (money) 
* accrued 
* * corporations, partnerships, trusts, 12(3) 
deduction on disposition of debt obligation, 20(21) 
deemed, 12(9) 
inclusion in income, 12(3), (4), (9) 
individuals, 12(4) 
on amalgamation, 87(2)(.4) 
prescribed debt obligation, on, 12(9), Reg. 7000 
to date of death, 70(1)(a) 
allowable refund of N.R.O., on, 133(7.01), (7.02) 
annual reporting, see accrued (above) 
benefit from loan, deemed to be, 80.5 
bond 
accrued, to date of transfer, 20(14) 
ee information returns, Reg. 211 
* purchased at discount, 16(3) 
borrowed money used to acquire land, on 
coined 18(3)“interest on debt relating to the acquisition of 
nd” 


¢* not deductible, 18(2), (2.1) 

ee partner, by, 18(2.1) 

* borrowed money used to acquire property no longer owned, 
20.1(1) 

¢ borrowed money used to acquire SBDB, 15.1(4) 


° boa money used to invest in deferred income plan, 
¢ borrowed money used to invest in shares, 20(1)(c), 20(1)(qq) 
¢ capital and, combined, 16(1) 
e¢ on expropriation assets, 80.1(3) 
* capital gains refund, on 
ee mutual fund corporation, 131(3.1), (3.2) 
ee mutual fund trust, 132(2.1), (2.2) 
* capitalization into cost of property, 21 
e certain bonds etc., on 
ee excluded from income, 81(1)(m) 
* compounded daily, 248(11) 
* coupons to be identified as to. taxable and non-taxable 
obligations, 240(2) 
¢ debt obligation, on, 20(14.1) 
e¢ mark-to-market property of financial institution, 142.5(3) 
¢ debt relating to the acquisition of land, on 
ee pafined. 18(3)“interest on debt relating to the acquisition of 
an 
¢ deductible, see also borrowed money used ... (above) 
ee  double-dip, disallowed, 18.2 
ee general rule, 20(1)(c) 
ee loan by partner to partnership, 20(3.1) 
ee loan by shareholder to corporation, 20(3.1) 
e¢ paid under Income Tax Act, not deductible, 18(1)(t) 
*¢ payment under guarantee by shareholder, 20(3.1) 
ee purchase of shares, 20(1)(qq) 
¢ deduction by certain corporations, limitation on, 18(4)-(6) 
¢ deemed ; 
** amount paid by credit union re member’s share, 137(4.1) 
ee benefit from loan, 80.5 
ee certain shares, on, 258(5) 
ee non-resident tax, 214(6), (14) 
ee preferred shares, on, 258(3) 
¢ deemed received by corporation on loan to non-resident, 17 
¢ defined, Income Tax Conventions Interpretation Act s. 6 
e dividend refund, on, 129(2.1), (2.2) 
¢ escalating interest GICs, Reg. 7000(2)(c.1) 
* expense 
ee amount deductible, 20(1)(c), (d) 
*¢* compound, 20(1)(d) 
ee election to capitalize, 21(1). 
ee employee’s automobile or aircraft, 8(1)()G) 
e¢ limitation on deduction by certain corporations, 18(4)—-(6) 
e¢ minimum tax, 127.52(1)(b), (c), (c.2), (e.1) 
ee policy loans, on, 20(2.1), 138(12)‘interest” Reg. 4001 
* expropriation assets, on 
ee election re, 80.1(2) 
¢ forgiven, 80(2)(b) 
¢ fully exempt, see Fully exempt interest 
* income bond, on, deemed dividend, 15(3) 
¢* non-resident corporation, 15(4) 
¢ income from business or property, 12(1)(c) 
*¢ whether specified investment business, 125(7) “specified 
investment business” 
* increasing rates, income accrual, Reg. 7000(2)(c.1) 
instalments of tax, late or insufficient, 161(2) 
additional 3% payable, 161(3) 
limitation, 161(4), (4.1) 
not deductible, 18(1)(t) 
offset, 161(2.2) 
scientific research tax credit, when deemed paid, 161(10) 
share-purchase tax credit, when deemed paid, 161(10) 
where not payable, 161(2.1) 
interest repaid, on, 164(4) 
loss carryback, effect of, 161(7) 
loss of source of income, 20.1(1) 
obligation issued at a discount, 16(3) 
offset 
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Interest (money) (cont'd) 
** arrears interest against refund interest, 161.1 


** early instalments against late instalments, 161(2.2) 

* paid on death duties, deduction, 60(d) 

** paid or payable, deduction for, see deductible (above) 

* paid to non-resident, withholding tax, 212(1)(b) 

** by wholly-owned subsidiary, 218 

e* to U.S. resident, Canada-U.S. Tax Treaty:Art. XI 
* participating debt, see Participating debt interest 
* payable 

**  carryback re minimum tax, no effect, 161(7) 
* penalty, on, 161(11) 

* penalty or bonus, treated as interest expense, 18(9.1) 
* prepaid, deduction for, 18(9), (9.2)-(9.8) 

¢ prescribed rate, Reg. 4301 

* property transferred from spouse, 74.1 

¢ rate of, Reg. 4301 

* rate reduction payments, treated as interest expense, 18(9.1) 
¢ refunds and repayments, on, 164(3)-(4) 

* repayment of, deduction for, 20(1)(11) 

* spouse, property transferred to, 74.1, see also Attribution rules 
¢ student loan, paid, credit for, 118.62 

* tax withheld but not remitted, on, 227(9,3) 

* unclaimed at year-end 

e¢ withholding tax, 153(4) 

eee effect of remittance, 153(5) 

* unpaid tax, on, 161(1), 227(9.3); ITAR 62(2) 
° adjustment of foreign tax, 161(6.1) 

° grace period to pay balance, 161.2 

° income in blocked currency, 161(6) 

° loss carryback, effect of, 164(5), (5.1) 

° none, re participation certificate, 161(5) 

° not deductible, 18(1)(t) 

¢ offset 

° arrears interest against refund interest, 161.1 

e early instalments against late instalments, 161(2.2) 

° Part III, 185(2) 

° Part III.1, 185.2(2) 

° Part IV, 187(2) 

° Part V, 189(7) 

° Part VII, 193(3), (4) 

° Part VII, 195(3), (4) 

° Part X, 202(5) 

° Part XII.3, 211.5 

° Part XII.4 tax, 211.6(5) 

° retroactive to application date of provision, 221.1 

° up to $25, may be cancelled, 161.3 

° waiver of, 220(3.1) 

¢ withholding tax, 212(1)(b) 

Interest-free loan, see Loan: interest-free 

Interest gross-up period 

e defined, for non-resident trust rules, 94(15)(c)@)C 

Interest in a family farm partnership 

¢ defined, 70(10) 

e rollover, 70(9)-(9.31), 73(3)-(4.1) 

Interest in a family fishing partnership 

¢ defined, 70(10) 

¢ rollover, 70(9)-(9.31), 73(3)-(4.1) 

Interference with remittances of tax withheld, 227(5.2)-(5.4) 
(draft) 

Intergenerational transfers 

¢ attribution of income or loss, 74.1(2) 

* farm or fishing property 

ee inter vivos, 73(3)-(4.1) 

ee on death, 70(9)-(9.31) 

Interim receiver 

¢ withholding tax, liability for, 227(5), (5.1)(d) 


a e e e e e e e e e e e e e e e e e e e e 


Internal Revenue Service (U.S.), see also United States 
¢ collection of Canadian tax, Canada-U:S. Tax Treaty:Art. XXVI 
A 


° aa authority procedures, Canada-U.S. Tax Treaty:Art. 
XXVI 


* exchange of information with CRA, Canada-U.S. Tax 
Treaty:Art. XX VII 

Internal waters 

¢ defined, Interpretation Act 35(1) 


International agencies, prescribed, Reg. 806.1 


International Air Transport Association 

* employment income of non-Canadians, deduction for, 
1100 )(f)Gv) 

International Bank for Reconstruction and Development 

* bonds of, qualified investment for RRSP etc., 204““qualified 
investment’(c.1) (formerly Reg. 4900(1)(1)(i)) 

International banking centre, 33.1 

* amalgamation, continuation of corporation on, 87(2)(j.8) 

¢ definitions, 33.1(1), (2) 

e designation of, 33.1(3) 

¢ election re eligible deposit, 33.1(6) 

ee restriction on, 33.1(7) 

¢ eligible deposit, defined, 33.1(1) 

¢ eligible loan 

*¢ ceasing to be eligible, deemed disposition, 33.1(11)(a) 

ee defined, 33.1(1) 

¢ income/loss from 

** computation of, 33.1(4) 

ee eligible deposit deductible only from, 33.1(8) 

e« excluded from income, 33.1(3) 

eee exception, 33.1(9) 

¢¢ provincial allocation, Reg. 400(1.1), 413.1 

ee restriction, 33.1(5), (11)(c) 

¢ information return, 33.1(12) 

¢ loss from, not included in non-capital loss, 33.1(11)(b) 

International development assistance programs 

* employee under, no overseas employment tax credit, 
122.3(1)(a) 

* person working on deemed resident in Canada, 250(1)(d) 

¢ prescribed, Reg. 3400 

International Finance Corporation 

¢ bonds of, qualified investment for RRSP etc., 204*‘qualified 
investment’ (c.1) (formerly Reg. 4900(1)(1)G.1)) 

International Financial Reporting Standards 

¢ effect of, 9(1) (Notes) 

* insurers, application to, 138(17.1) 


°° liabilities and reserves to be computed gross of reinsurance, 
Reg. 2400(1)“Canadian reserve liabilities” 


¢¢ transition year, 138(12)“transition year”’(b) 

International organization 

* employment income from 

ee deduction, 110(1)(f)(ii) 

ee tax credit, 126(3) 

* interest paid to, withholding tax exemption, Reg. 806 
International shipping 

* aircraft used in 

*¢ lease payments exempt from withholding tax, 212(1)(d)(x1) 
* corporation, residence of, 250(6) 

* non-resident’s income from, exempt, 81(1)(c) 

International sport federation, eligibility requirements of, see 
Amateur athlete trust 

International tax 

advisory panel, see Advisory Panel on International Taxation 
conventions, see Tax treaty 

dividends received from foreign corporations, 90, 113 

foreign accrual property income, 91, 95 

foreign tax credit, 126, see also Foreign tax credit 

treaties, see Tax treaty 
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International tax (cont’d) 
¢ United States, rules re, see United States 


* withholding tax, 212, see also Withholding tax 
International traffic 
° sas oo on ships and aircraft, Canada-U.S. Tax Treaty: Art. 


¢ defined, 248(1), Canada-U.S. Tax Treaty:Art. III:1(h) 


° gepleyys employed in, Canada, Canada-US. Tax Treaty: Art. 


* profits from, Canada-U.S. Tax Treaty: Art. Vill 

¢ ship or aircraft operated by non-resident in 

ee capital gains on, 248(1)“taxable Canadian property °(b)(ii) 
*e income of non-resident exempt, 81(1)(c) 

** residence of shipping corporation, 250(6). 

Interpretation, 248-260 

¢ definitions, 248(1) 


¢ Income Tax Conventions Interpretation Act, see Table of 
Contents 


¢ Interpretation Act, see Table of Contents 

Interpretation services 

¢ sign language 

ee disability supports deduction, 64(a)A(ii)(A) 

ee medical expense credit, 118.2(2)(1.4) 

Inventory 

e adding property to, non-resident, 10(12), (14) 

¢ adjustment 

*¢ amalgamation, on, 87(2)(j-1) 

ee deduction from income, 20(1)(ii) 

ee inclusion in income, 12(1)(r) 

e adventure in the nature of trade, 10(1.01) 

ee  superfical loss rule; 18(14)-(16) 

¢ allowance, repealed [was 20(1)(gg)] 

¢ amalgamation, on, 87(2)(b) 

¢ artistic endeavour, of, 10(6)—(8) 

¢ audit of, 231.1(1)(b) 

* ceasing to use in business, non-resident, 10(12), (14) 

* cost of 

ee non-deductible expenses included in, 10(1.1) 

e defined, 248(1) 

ee specified debt obligation and mark-to-market property 

excluded, 142. 6(3) 

° as DD) property” for transfer to corporation by shareholder, 
examination of property in, 231.1 
exploration and development shares, 66.3(1) 
farming business, of, see Farming: inventory 
financial institutions, see Mark-to-market property 
manner of keeping, Reg. 1800 
mark-to-market rules, see Mark-to-market property 
non-resident, 10(12)—-(14) 
removing property from, non-resident, 10(12), (14) 
reserve on sale of, 20(1)(n), 20(8) 

¢ where property repossessed by creditor, 79.1(4) 
sale of 

¢ after ceasing to carry on business, 23(1) 

¢ included in income, 9(1) 

* repossession by vendor in same taxation year, 79.1(5) 
share held as, stop-loss rules on disposition, 112(4)—(4.2) 
transfer to corporation, 85(1)(c.1), (e.3) 
valuation of, 10, Reg. 1801 

¢* adventure in the nature of trade, 10(1.01), (9) 

eee change in control of corporation, 10(10) 

*¢ consistency required, 10(2.1) 

e¢ farming business, 28(1:2), (1.3), Reg. 1802 

ee incorrect, 10(3) 

ee shares, 112(4.1) 

¢ writedown, 10(1) 

ee adventure in the nature of trade, 10(1:01), (9) 


eee change in control of corporation; 10(10) 

ee of loan, denied, 18(1)(s) 

ee superficial loss rule, 18(14)-(16) 

Investment 

activity, see Investment activity 

allowance, see Investment allowance 

business, see Investment business 

corporation, see Investment corporation 

counselling, seé Investment counselling fees 

defined, for SIFT trust and partnership distributions, 122:1(1) 
income, see Investment income 

offshore, see Offshore investment fund - » 

prohibited, see Prohibited investment (for TFSA) 

qualified, see Qualified investment 

registered, tax re, 204.4—204.7 

tax credit, see Investment tax credit 

tax shelter, see Tax shelter: investment 

Investment advice, see Investment counselling fees 
Investment allowance 

¢ defined 

ee for large corporations tax, 181.2(4), 181.3(4) 

ee¢ for Part XIV branch tax, 219(1)(j), Reg. 808 
Investment business, see also Specified investment business 
¢ of foreign affiliate 

ee defined, 95(1) 

ee excluded from active business, 95(1)“active business’’(a) 
ee start-up rule, 95(2)(k)(i) 

Investment club 

¢ tax treatment, Information Circular 73-13 (no ITA provision) 
Investment contract, see also Debt obligation 

* anniversary day 

ee accrued interest, 12(4) 

ee defined, 12(11) 

e defined, 12(11) 

Investment contract corporation, prescribed, Reg. 6703 

¢ exempt from Part IV tax, 186.1(b) 

Investment corporation, 130 

deduction from tax, 130(1) 

defined, 130(3)(a), 248(1) 

election not to be restricted financial institution, 131(10) 
election re capital gains dividend, Reg. 2104 

flow-through entity for capital gains exemption, 39.1(1), (6) 


information return where share claimed to be qualified 
investment, Reg. 221 


¢ mortgage, see Mortgage investment corporation 

* non-resident-owned, see Non-resident-owned investment 
corporation 

* not subject to mark-to-market rules, 142.2(1)“financial 
institution’’(c)() 

* special tax rate, 130 

¢ taxed capital gains, 130(3)(a) 

¢ that is not mutual fund corporation, 130(2) 

Investment counselling fees 

¢ deductible, 20(1)(bb) 

¢ for RRSP, RRIF or TFSA, non-deductible,.18(1)(u) 

Investment dealer, see also Financial institution; Registered 

securities dealer 

¢ defined, 142.2(1) 

* subject to mark-to-market rules, 142.2(1)“‘financial institution” 

Investment expense, defined, 110.6(1) 

Investment-grade debt 

* qualified investment for RRSP etc., 204“qualified 
investment’’(c.1) (formerly Reg. 4900(1)( (1.3), (0)); Reg. 
4900(1)G.2) 

Investment income, see also Property: income from 

* aggregate, see Aggregate investment income 

* associated corporation, from, 129(6) 


2427 


Topical Index 


Investment income (cont’d) 
Canadian, defined, 129(4) 


defined, 110.6(1) 

foreign, defined, 129(4) 

information returns, Reg. 201 

life insurer’s, tax on, 211—211.6 

refundable tax on, 123.3 

Investment interest 

¢ ina business, ITAR 23(5)“‘investment interest” “1971 
receivables” 

Investment loss 

¢ business, see Business investment loss 

Investment manager 

¢ defined, 44.1(1)“eligible pooling arrangement” 

Investment property 

* defined 

e¢ foreign affiliate, 95(1) 

ee insurer, Reg. 2400(1) 

Investment shortfall 

° es abba li venture capital corporation, 204.82(2.1), 

Investment tax credit, 127(5)-(36) 

addition to, 127(10.1) 

amalgamation, on, 87(2)(00) 

annual limit, defined, 127(9) 

apprenticeship expenditures, 127(9)‘‘investment tax credit’(a.4) 

assistance or government assistance, effect of, 127(18)-(21) 

* continuation of predecessors, 87(2)(qq) 

associated corporations, 127(10.3) 

¢ failure to file agreement, 127(10.4) 

available-for-use rule, 127(11.2), 248(19) 

carryforward, 127(9)“investment tax credit”(c)—(h) 

° Seon rules for change to 20 years, 127(9.01), (9.02), 

certified property 

° ascertainment of, 127(10)(a), (b) 

¢ prescribed areas, Reg. 4602 

child care space creation, 127(9)“investment tax credit’(a.5) 

¢ recapture if not kept for 5 years, 127(27.1)-(27.12) 

conversion of property to commercial use, 127(9) 

cooperative corporation, 127(6) 

deduction from Part I.1 surtax, 180.1(1.2), (1.3) 

defined, 127(9), (11.1), (12)-(12.2) 

definitions, 127(9) 

eis property acquired before change of control, 13(24), 


expenditure limit, determination of, 127(10.2), (10.6) 
filing deadline, 37(11), 127(9)“investment tax credit”(m) 


flow-through mining expenditures, 127(9)“investment tax 
credit’’(a.2) 


included in income, 12(1)(t) 

e year of death, 70(1)(b) 

limited partner, of, 127(8.1) 

non-arm’s length transactions, 127(11.6)—(11.8), (24) 
overpayment of tax as consequence of, 164(5), (5.1) 
parent’s, after subsidiary wound up, 88(1)(e.3) 
partnership, allocation to partners, 127(8) 

¢ non-limited partners, 127(8.3) 

¢ recapture of, 127(28) 


pre-production mining expenditures, 127(9)“investment tax 
credit’’(a.3) 


¢ qualified property, Reg. 4600 

ee defined, 127(9), (11) 

¢ R&D, see scientific research (below) 
e reassessment, 152(6)(d) 

* recapture of, 127(27)-(36) 

¢« deduction in later year, 37(1)(c.2) 
¢ refundable, 127.1 


ee defined, 127.1(2) 
¢* depreciable property acquired before change of control, 
13(24), (25) 

* renunciation of, by general partner, 127(8.4) 

* repayment of assistance, 127(9)‘‘investment tax credit”(e.1), 
127(10.7) 
scientific research 

¢ basic 20% credit, 127(9) “investment tax credit’(a.1) 

¢ extra 15% credit, 127(10.1) 
small business, 127(9)“‘qualified small-business property” 
[repealed], 127(9)“specified percentage”’(1) 

* specified percentage, 127(9) 

* super-R&D allowance by province, federal bonus, 
127(9)‘super-allowance benefit amount”, 127(10.1)(b) 
“tax otherwise payable” defined, 127(17) 
trusts, allocation to beneficiaries, 127(7) 

¢ reduces cumulative Canadian exploration expense, 127(12.3) 
unpaid amounts, 127(26) 
where control of corporation acquired, 127(9.1), (9.2) 

¢ windup of corporation, flow-through to parent, 88(1)(e.3) 

Investment trust, see Mutual fund trust 


Investor (re Canadian film/video tax credit) 

¢ defined, 125.4(1) 

¢ no film credit where amount can be deducted, 125.4(4) 

Involuntary dispositions 

* resource property, 59.1 

Ireland, see also Foreign government 

* stock exchange recognized, Reg. 3201(p) 

* universities, gifts to, Reg. Sch. VIII s. 10 

Iron 

* processing ore, whether manufacturing or processing, 
125.1(3)“manufacturing or processing” Reg. 5203 

¢ production of 

*¢ royalties not deductible, 18(1)(m)(v)(D) [pre-2008] 

*¢ royalties taxable, 12(1)(0)(v)(D) [pre-2007] 

Iron lung, as medical expense, 118.2(2)(i) 

Ironworker 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Irrigation pipe 

* construction costs deductible by farmer, 20(1)(ee) 

Israel, see also Foreign government 

¢ bonds of, see Israel Bonds 

¢ Canadian Forces personnel and police serving in, no tax on 
income, 110(1)(f), Reg. 7400(c)-(e) 

e debt of, see Israel Bonds 

* stock exchange recognized, Reg. 3201(q) 

* universities, gifts to, Reg. Sch. VIII s. 8 

Israel Bonds 

¢ eligible for RRSPs and RRIFs, 204“qualified investment”(c.1) 
(formerly Reg. 4900(1)(0)) 

Issue estoppel, 169(2) 

Issuer 

¢ RDSP, defined, 146.4(1)“disability savings plan’’(a)(i) 

¢ RRSP, defined, 146(1), Reg. 214(7) 

¢ TFSA, defined, 146.2(1) 

Italy, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(f) 


J 
JEC, see Joint exploration corporation 
Jail, see Offences 
Jamaica, see also Foreign government 
* universities, gifts to, Reg. Sch. VIII s. 15 
Japan, see also Foreign government 
¢ film or video under treaty co-production, Reg. 1106(3)(c) 
* stock exchange recognized, Reg. 3201(g) 
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Jeopardy assessment or jeopardy order 
* re collection restrictions, 225:2(2) 

* refund not to be paid, 164(1.2) 

Jesuit 

* income of, not taxed) 110(2) 


sete ee cost allowance for, Reg. Sch. II: cl wal Sch: 


Hato see Listed personal property 

Jig, capital cost allowance, Reg. Sch. II:Cl: 12(d) 

Job coaching services 

¢ disability supports deduction, 64(a)A(ii)(K) 

Job retraining 

¢ employment insurance bene, not included in income, 
56(1)(a)(iv) 

¢ reimbursed tuition fees, no credit unless reboot in income, 
118.5(1)(a)(iii) 

Joint and several liability, see Liability for tax;,joint and several 

Joint contributor (to non-resident trust) 

* attribution of trust’s income to electing contributors, - 
94(16)(a)A (ii) 

¢ defined, 94(1) [proposed] 

¢ liability for joint contribution to trust, 94(17) 

Joint election, see also Election(s) 

* defined, for pension income splitting, 60.03(1) 

¢ defined, for small business development bond, 60.03(1) 

Joint exploration corporation 

* agreed portion, defined, 66(15) 

¢ defined, 66(15), ITAR 29(8) 

¢ renunciation of resource-related CRDERBOS Aes 29(6), @ 

ee election re, 66(10)-(10.4) :; 

*¢ excessive, penalty for, 163(2.2) 

rules, 66(10.4) 

e share, adjusted cost base, 53(2)(f.1) 

¢ shareholder corporation, defined, 66(15) 

Joint liability, see Liability for tax: joint and several 

Joint partner trust, see Joint spousal or common-law partner 

trust 


Joint spousal or common-law partner trust, see also Post- 
1971 spousal or common-law partner trust; Trust (or estate): 
spouse, for 


¢ deduction from income, 104(6)(b)(ii.1), (iii) 

e defined, 104(4)(a)(iv)(A), 248(1) 

* distribution of property to person other than taxpayer or 
spouse, 107(4)¢a (ii) 

¢ preferred beneficiary election by, 104(15)(a) 

¢ transfer by, to another trust, 104(5.8) 

¢ transfer to, rollover, 73(1.01)(c)Gii) 

Judge, see also Court 

¢ application to, re seized documents, 232(4), (8) 

¢ bribery of, non-deductible, 67.5 

¢ defined 

ee for jeopardy assessment and collection, 225. 0 

ee for search and seizure, 231 

* income from professional practice, 24.1 [repealed] 

¢ issue of search warrant, 231.3(1)-(4) 


pension plan, Reg. 8309 
powers in jeopardy proceedings, 223(11), (12) 
review of requirement to provide foreign-based information, 
231.6(5) 
¢ RRSP contribution room, Reg. 8309(2) 
Judicial notice 
¢ regulations, etc., 244(12) 
Jurisdiction 
¢ territorial, 244(3) 
Juror’s fees 
¢ taxable, 3 (per IT-377R) 
Jury duty, see Juror’s fees 


K 
Kaolin 
¢ extraction of, 248(1)“mineral resource’’(d)(ii) 
* included in definition of “mineral”, 248(1) 
Key employee 
¢ defined, for employee life and health trust (ELHT), 144.1(1) 
¢ ELHT must not be operated. primarily for,,144.1(3)(b) 
¢ ELHT must not give more rights to, 144.1(2)(e), (f) 
Kickbacks, see Illegal payments 
Kiddie tax, 120.4, see also Split income: tax on 
Kidney machine, medical expense, 118.2(2)(i) 
Kilns 
* capital cost allowance for, Reg. Sch. I:Cl. 8 
Kilometres driven, allowance for, Reg. 7306 
Kitchen utensils 
* capital cost allowance for, Reg. Sch. I:Cl. 12(c) 
Kiwi loans, see Weak currency debt 
Koller case overruled, 81(1)(g) 
Korea, see also Foreign government : 
¢ film or video under treaty co-production, Reg. 1106(3)(d) 
Krull case overruled, 6(23) 
Kuwait 
¢ Canadian Forces personnel and police serving in, no tax.on 
income, 110(1)(f), Reg. 7400(f) 
L 
LCGE (Lifetime capital gains exemption), see Capital gains’ 
deduction 
LCT, see Large corporations tax (Part 1.3) 
LIF, see Life income fund 
LLC, see Limited liability company (U.S.) 
LLP, see Lifelong Learning Plan; Limited Liability Partnership 
LLP balance 
¢ defined, 146.02(1) 
LPP, see Listed personal property 
LRIP, see Low rate income pool 


LSVCC, see Labour-sponsored venture. capital corporation 
(LSVCC) 
La Survivance case overruled, 356(9) 

Laboratory services, as medical expense, 118.2(2)(0) 
Labour Adjustment Benefits Act 

¢ benefits under 

ee income, 56(1)(a)(vi), Reg. 5502(a) 

ee withholding of tax at source, 153(1)(m), Reg: 5502(a) 
* repayment of overpayment under, deduction for, 60(n)(v) 
Labour expenditure (re Canadian film/video tax credit) 
e defined, 125.4(1) 

ned, see Qualified labour expenditure (re Canadian 
ilm/video tax credit) 

Labour organization, exemption, 149(1)(k) 

po Sa enantio funds tax credit 

° ee uisition of share by RRSP, 127.4(1)“qualifying trust” 

4(3), Reg. 6706(2)(c) 

computation of, 127.4(3), (4) 

cooling-off period, three years, 127.4(3) 

deduction of, 127.4(2) 

defined, 127.4(1),.(6), 204.8(1), 211.701) 

provincial, does not reduce ACB of investment,:53(2)(k)G@)(C) 
RRSP, 127.4(1)“qualifying trust’, 127.4(6)(a) 

recovery of 
¢ disposition of share, 211.8 

¢ national LSVCC, Reg. 6706 

* provincial LSVCC, 211.7 
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Labour-sponsored venture capital corporation (LSVCC), see 
also Labour-sponsored funds tax credit 


* amalgamation or merger of, 127.4(1.1), 204.85 
* deemed to be mutual fund corporation, 131(8) 
¢ discontinuance of venture capital business, 204.8(2), 204.841 
¢ dissolution of, 204.85 
¢ prescribed, Reg. 6701 
** deemed not a public corporation unless listed, 89(1)“public 
corporation”(b), (c) 
¢¢ disposition of shares, capital loss, 40(2)(i) 
*¢ exempt from Part IV tax, 186.1(b) 
*¢ income eligible for dividend refund, 125(7)“specified 
investment business” 

* prescribed assistance, Reg. 6702 
ee shares of 

ee prescaihed assistance, deduction from cost base, 

3(2)(k)G)(C) 
provincial, tax on, 204.82(5) 
registered, 204.8—204.87 
¢ deemed to be prescribed LSVCC, Reg. 6701(c) 
¢ defined, 248(1) 
¢ disposition of, clawback, 211.8 
¢ eligible investment, 204:8(1) 
¢ refund of tax where no monthly deficiency, 204.83 
* registration conditions, 204.81(1) 
* return and payment of tax, 204.86 
* revocation of registration, 204.81(6)—-(9) 
¢ shares of 
° acquisition by RRSP, 127.4(1)“qualifying trust” 127.4(3) 
° adjusted cost base not reduced by credit, 53(2)(k)(@)(C) 
° credit for purchase, 127.4 
° redemption restrictions, 204.81(1)(c)(vii) 
e transfer restrictions, 204.81(1)(c)(vii) 
¢ tax where insufficient eligible investments, 204.82 
¢ rules re, 131(11) 
¢ voluntary de-registration, 204.81(8.1) 
Labrador 
¢ deduction for individuals residing in, Reg. 7303.1(1)(f) 
Land 
¢ adjusted cost base, additions to, 53(1)(h), (i) 
* allocation of proceeds of disposition between land and 
buildings, 13(21.1), 70(5)(d) 

¢ clearing, levelling, draining, 30 
* costs relating to ownership of 
ee limitation on deductibility, 18(3.1)-(3.7) 
¢ defined, re restrictions on deductibility, 18(3) 
¢ donation of, see Ecological gifts 
¢ drainage system, deduction, 30 
* ecological, see Ecological gifts 
* interest on debt relating to acquisition of 


e e e e e 


e defined, 18(3) 
¢ limitation on deductibility, 18(2) 

inventory 
* cost to include non-deductible expenses, 10(1.1) 
e deceased taxpayer’s, 70(5.2) 

meaning of, 18(3) 

not depreciable, Reg. 1102(2) 

rent paid before acquisition, deemed depreciable property, 
136. 2yc) q Pp property 
¢ tillage of soil, 248(1)“farming” 
* unproductive 
¢¢ limitation on deductibility of expenses, 18(2) 
e used in farming business, see also Farm land 
¢¢ disposition of 
eee loss, added to cost base, 111(6) 
ee transferred to child on death, 70(9) 
¢ used in farming business of partnership 
*¢ disposition of, 101 
Land drainage system, deduction, 30 


Land registry 

* lien on property for various debts owing, 223(5)-(11) 

Landfill gas 

¢ defined, Reg. 1104(13) 

° ey in eligible waste fuel, Reg. 1104(13)“eligible waste 

e 

Landscaping grounds 

¢ deductible expense, 20(1)(aa) 

Lapse-supported policy 

¢ defined, Reg. 1408(1) 

Large corporation 

appeal by, only on grounds raised in objection, 169(2.1) 

capital tax on, see Large corporations tax (Part 1.3) 

defined, 225.1(8) 

notice of objection, requirements, 165(1.11)—(1.14) 

R&D investment tax credits limited, 127(10.2) 

required to remit '/2 of taxes in dispute, 164(1.1)(d)(ii), 

225.1(7) 

* required to remit source withholdings through financial 
institution, 153(1), Reg. 110 

¢* exception, 153(1.4) 

¢ small business deduction limited, 125(5.1) 

Large corporations tax (Part I.3), 181—181.71 (before 2006) 

¢ deductible in computing branch tax liability, 219(1)(h)(i) 

* mutual fund reorganization, effect on taxation year, 
132.2(1)(0)(@i) 

Large employer 

* required to remit source withholdings through financial 
institution, 153(1), Reg. 110 

** exception, 153(1.4) 

Large print-on-screen device, for use by blind person 

¢ disability supports deduction, 64(a)A(ii)(C) 

* medical expense credit, Reg. 5700(0) 

Laryngeal speaking aid, as medical expense, 118.2(2)(i) 

Laser-disk, see Digital video disk 

Last, capital cost allowance, Reg. Sch. II:Cl. 12(d) 

Late-filed elections or documents 

detail on notice of objection, 165(1.12) 

generally, 220(3.2), Reg. 600 

resource taxation, 66(12.74)—(12.75) 

s. 85 rollover, 85(7)-(8) 

to trigger capital gain before corporation goes public, 48.1(3) 

Late-filed return 

¢ penalty, 162(1), 235 

Lather (interior systems mechanic) 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Law Society 

* membership fees, deductible to employee, 8(1)(i)(i) 

Lawyer 

appointed a judge, deferral of income, 24.1 [repealed] 

books and records required to be kept, 230(2.1) 

defined, 232(1), 248(1) 

incorporated, see Professional corporation 

income of, see Professional practice 

misrepresentation by, penalty, 163.2 

partnership, see Professional partnership 

solicitor-client privilege, 232 

Lead performer (for Canadian film/video tax credit) 

¢ defined, Reg. 1106(8)(a) 

Lead voice (for Canadian film/video tax credit) 

¢ defined, Reg. 1106(8)(b) 

Leaf tobacco 


* processing, exempt from tobacco manufacturers” surtax, 
182(2)“exempt activity”(b) 
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Learning disability 

¢ tutoring for 

ee disability supports deduction, 64(a)A(ii)(H) 

°° medical expense credit, 118.2(2)(1.91) 

Lease 

* financing, see Direct financing lease 

* option to purchase, see Option 

Lease cancellation payment, 13(5.5), 20(1)(z), (z.1) 
¢ amalgamation, on, 87(2)(j.5) 

* limitation on deductibility, 18(1)(q) 

Lease inducement payments 

¢ taxable as income, 12(1)(x) 

Lease-leaseback arrangement 

* rental payments included in’ cost for CCA, 13(5.4) 
Lease obligation 

¢ defined, for FAPI rules, 95(1) 

¢ income of foreign affiliate from, 95(2)(a.3) 
Leasehold interest, see also Interest (in property, etc.) 


* capital cost allowance, Reg. 1100(1)(b), .1102(4)-(6), Reg. Sch. 


II:Cl. 13, Reg. Sch. Ul 
¢ deemed disposition of, 13(5.1) 
¢ Expo ’67 or ’86, Reg. Sch. II:Cl. 23 
© property acquired, rules, 13(5.1) 
* separate classes, Reg. 1101(5h) 
Leasing costs 
* non-resident withholding tax, 212(1)(d) 
* passenger vehicle 
ee limitation on deductibility, 67.3 
eee where more than one lessor, 67.4 
Leasing properties 
* amalgamations, 16.1(4) 
* assignments, 16.1(2), (3) 
° capital cost allowance, Reg. 1100(15)-(20), 1101(5Sce) 
¢ defined, Reg. 1100(17)-(20) 
*¢ non-arm’s length exception, Reg. 1102(20) 
¢ minimum tax, 127, 52(1)(b), (c.2)(@1), 127.52(3)‘‘rental or 
leasing property” 
¢ replacement property, 16.1(5)—(7) 
e rules re, 16.1 
e rules where election filed, 16.1(1)-(4) 
¢ subleases, 16.1(2), (3) 
¢ windings-up, 16.1(4) 
Leaving Canada, see Ceasing to be resident in Canada 
Lebanon, see also Foreign government 
* universities, gifts to, Reg. Sch. VIII s. 9 
Legal costs, see also Court: costs 
* collecting or establishing right to pension benefit 
¢e deduction for, 60(0.1) 
** reimbursement of, taxable, 56(1)(.1) 
* collecting or establishing right to retiring allowance or 
severance pay 
deduction for, 60(0.1) 
reimbursement of, taxable, 56(1)(1.1) 
collecting or establishing right to wages 
deduction for, 8(1)(b) 
reimbursement of, taxable, 6(1)G) 
conducting appeal, of, 60(0) ..,, 
deductible, 8(1)(b), 20(1)(e), 20(1)(cc), 60(0), (0.1), 62(3)(f), 
118.2(2)(1.1)@) 
financing, 20(1)(e) 
income when awarded, or reimbursed, 6(1)G), 56(1)(), d.1) 
lobbying, 20(1)(cc) 
moving expenses, 62(3)(f) 
objecting to assessment, 60(0) 
objecting to determination, 152(1.2) 
purchase of new home, 62(3)(f) 
relating to organ or bone marrow transplant, 118.2(2)(1.1)@ 


* representation expenses, 20(1)(cc) 
* seizure of chattels, 225(2), (4) 


Legal documents 

* cost of revising for change of address, deduction, 62(3)(f) 
Legal representative 

* appropriation of property by, 159(2.1) 

e clearance certificate, 159(2) 

¢ defined, 248(1) 

¢ jiability for taxpayer’s obligations, 159(1), (3) 

¢ obligations of, 159(1) 

Legal representative of deceased taxpayer 

° HOO to Minister re vesting of properties, aia 2), (6), 


¢ election re amounts receivable, 70(2) 
ee revocation of, 70(4) 
¢ election re losses, 164(6) 
** reassessment, 152(6) 
¢ election re payment of tax in instalments, 159(5)-(7) 
¢ election re reserves, 72(2) 
¢ information return, Reg. 206 
¢ return of income, when due, 70(7) 
Legislation 
amendment of, see Amendment 
citation of, Interpretation Act s. 40 
deemed remedial, Interpretation Act s. 12 
definitions, effect of, Interpretation Act s, 15 
headings or titles, Interpretation Act s. 14 
in-force date, see Amendments: when in force 
interpretation of, Interpretation Act 
marginal notes, Interpretation Act s. 14 
repeal of, Interpretation Act s. 43-45 
titles of sections, see Marginal notes 
Legislative assembly (or Legislature) 
¢ defined, [Interpretation Act s. 35(1) 
e member of, expense allowance exempt, 81(2) 
Lending asset, see also Specified debt obligation 
* cost amount of, 248(1)“cost amount’(d.1) 
¢ defined, 248(1) 
ee for FAPI purposes, 95(1)“lending of money”. closing words 
Lending of money, see also Loan 
¢ defined, for FAPI rules, 95(1) 
Lesbian couples, see Common-law partner 
Level-yield method (for allocation return from specified debt 
obligation) 
¢ defined, Reg. 9102(2) 
Leveraged leasing, CCA restrictions, Reg. 1100(15)-(20) 
Liabilities 
¢ determination of, for debt forgiveness reserve, 61.3(1)(b)C(ii) 
Liability for tax 
¢ alternative minimum tax, 127.7 
¢ failure to withhold tax on payment to non- resident, 215(6) 
e general, 2 
* income from property transferred at non-arm’s length, on, 
160(1)-(3) 
income-splitting tax, 120.4(2) 
income trusts distributions tax, 122(1)(b) 
joint and several 
* assessment of, 160.1(3) 
¢ charitable organization and charitable foundation, 188(4) 


¢ charity making gift to second charity to delay expenditures, 
188.1(11) 


ee charity revocation tax, 188(2) 

ee debt forgiveness reserve, asset transfer, 160.4 

ee debtor and transferee following transfer of forgiven amount, 
80.04(11 

ee directors and corporation, source withholdings and ener 
amount, 227.1 
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Liability for tax (cont'd) 


e e e e e - e ° e e e oF e 


* excessive election re capital dividend or capital gains 
dividend, 185(4), (6) 

* excessive eligible dividend designation, 185.2(3), (5) 

¢ GST credit overpayment, 160.1(1.1) 

* income-splitting tax, 160(1.2) 

¢ kiddie tax, 160(1.2) 

* legal representative and taxpayer, 159(1) 

* non-resident trust and Canadian resident beneficiary, 94(2) 
[to be repealed] 


* non-resident trust, Canadian beneficiary and contributor, 
94(3)(d)(i) [proposed] 


¢ Part Ill tax, 185(4), (6) 

¢ Part III.1 tax, 185.2(3), (5) 

* payor and non-resident, withholding tax, 227(8.1) 

* person responsible for withholding taxes, 227(5) 

* property transferred not at arm’s length, 160(1) 

* property transferred to use other taxpayer’s benefit, 160(1.1) 
* RCA benefits received by another, 160.3 

¢ RRIF, amounts received under, 160.2(2) 

¢ RRSP, amounts received under, 160.2(1) 

* reportable avoidance transactions penalty, 237.3(9), (10) 
* secured creditor, for remittances, 227(5.2)—-(5.4) (draft) 
¢ transferred Part VI.1 tax, 191.3(1)(e) 


trustee and person whose property is being managed, 
withholding, 227(5), (5.1) 


trustee in bankruptcy and bankrupt corporation, 128(1)(e) 
UI premium tax credit, 160.1(2:2) 

“kiddie tax, 120.4(2) 

minimum tax, 127.7 

non-resident corporation 

* carrying on business in Canada, 219 

not affected by incorrect assessment, 152(3) 

Pats. 

Part I.1, 180.1(1) 

Part 1.2, 180.2(2) 

Part 1.3, 181.1(1) 

Part II, 182(1) 

Part II.1, 183.1(2) 

Part Ill, 184 

Part Il.1, 185.2 

Part IV, 186(1) 

Part IV.1, 187.2, 187.3(1) 

Part V, 188 

Part VI, 190.1(1), (1.1), (1.2) 

Part VI.1, 191.1(1) 

Part VII, 192 

Part VIII, 194(1) 

Part IX, 196(1) 

Part [X.1, 197(2) 

Part X, 198(1), (3), 199(1), 201 

Part X.1, 204.1 

Part X.2, 204.6 

Part X.3, 204.82(1)-(3), (5), (6), 204.841 

Part X.4 tax, 204.91 

Part X.5 tax, 204.94(2) 

Part XI, 206(1), 206.1(1), 206.2(1), 206.3(1) 

Part X1.01, 207.02, 207.03, 207.04(1), (6), 207.05(1), (3) 

Part XI.1, 207.1 

Part XI.2, 207.3 

Part XI.3, 207.7(1) 

Part XII, 208 

Part XII.1, 209(2) 

Part XII.2, 210.2(1), (1.1) 

Part XII.3, 211.1(1) 

Part XIIL.4, 211.6(1) 

Part XIIL.5, 211.8(1) 

Part XII.6, 211.91(1) 

Part XIII, 212 


Part XIII.1, 218.2(1) 

Part XIII.2, 218.3(2) 

Part XIV, 219 

partnerships distributions tax, 197(2) 

transfer of property to spouse or minor, 160(1) 

trustee, etc., 159 

Library books 

* capital cost allowance, Reg. Sch. Il:Cl. 12(a) 

License 

* capital cost allowance, Reg. 1100(1)(c), Reg. Sch. II:Cl. 14 

* representation expense, 13(12), 20(1)(cc),; 20(9) 

Licensed annuities provider 

¢ defined, 147(1), 248(1) 

* RESP-eligible investments, 146.1(1)“qualified investment’ (c) 

° ry eda investments, 146.3(1)“qualified investment’(b.1), 

¢ RRSP- eligible investments, 146(1)“qualified 
investment’’(c)—(c.2) 

Licensing of property 

¢ defined, for FAPI rules, 95(1) 

Lieutenant governor 

¢ defined, Interpretation Act 35(1) 

* pension plan, Reg. 8309 

¢ RRSP contribution room, Reg. 8309(1) 

Life annuity 

¢ for disabled person, rollover to RRSP, 60.011(2)(b) 

Life estate in real property 

¢ defined, 43.1(1) 

¢ effect of retaining, 43.1(1) 

* termination of, 43.1(2), 53(1)(o) 

Life income fund, see Registered retirement income fund 

Life insurance, see also Life insurance corporation; Life 

insurance policy 

* business, defined, 248(1) 

¢ definitions, 148(9) 

* group plan, whether premiums an employment benefit, 

6(1)(a)G@), 6(4) 

net cost of pure insurance, Reg. 308 

policy, see Life insurance policy 

policy loan, see Policy loan (life insurance) 

policyholder 

¢ “adjusted cost basis” of policy, 148(9)“adjusted cost basis” 

¢ “child” of, 148(9) 

¢ deemed dispositions, 148(2) 

¢ disposition of interest at non-arm’s length, 148(7), (8) 

¢ disposition of part of interest, 148(4) 

* income from disposition of interest in policy, 148(1), (4) 

premiums, see Premium 

proceeds received as annuity, 148(6) 

“relevant authority” defined, 148(9) 

* rules re certain policies, 148(3) 

Life insurance capital dividend, 

account 


¢ brought into capital dividend account, 89(1)“capital dividend 
account’’(e) 


¢ defined, 248(1) 


Life insurance corporation, see also Insurance corporation 

* accounting rule changes, transitional rules, 138(16)—(25) 

* accumulated 1968 deficit, defined, 138(12) 

* building under construction etc., amount included in income re, 
138(4.4)-(4.6), Reg. 2410 

* capital gain on pre-1969 property, 138(11.2) 

¢ capital tax, 190.1(1) 

° cates in use rules, 138(11.3), (11.4), (11.41), (11.6); ITAR 
26(17.1) 

* computation of income, 138(1)-(6) 

¢ deductions, 138(3), Reg. 1401 

ee Part XII.3 tax, 138(3)(g) 


see also Capital dividend 
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Life insurance corporation (cont’d) 

deemed a public corporation, 141(2) 

defined, 248(1) 

definitions, 138(12) 

demutualization, 139.1 

depreciation deemed to have been allowed to, 13(23) 
dividends from taxable corporations, 138(6) 

foreign taxes not deductible, 138(5.1), (8) 

identical properties of, 138(11.1) 

information returns, Reg. 217 

maximum tax actuarial reserve, 138(12) 

1975-76 excess policy dividend deduction, 138(3.1) 
non-capital loss of, 111(7.2) 

non-resident, 219(4)-(8), Reg. 2401 
* branch tax elections, Reg. 2403 

provincial, conversion to mutual corporation, 139 


real property, vacant or under development, amount included 
in income re, 138(4.4)-(4.6) Reg. 2410 


“relevant authority” defined, 138(12) 
reserves, 138(3)(a), Reg. 1400-1408 
policy reserves, 138(3)(a)(i) 
post-1995 policies, Reg. 1404 
pre-1996 policies, Reg. 1401(1) 
unpaid claims, 138(3)(a)(ii) 
*  post-1995 policies, Reg. 1405 
*  pre-1996 policies, Reg. 1401(4) 
rules applicable to, 138 
segregated funds of, 138.1, Reg. 6100 
tax on investment income, 211—211.6 
Canadian life investment income, 211.1(3) 
interest on overdue tax, 211.5 
payment of tax, 211.4, 211.5 
rate of tax, 211.1(1) 
return, 211.2 
taxable Canadian life investment income, 211.1(2) 
taxable income of, 138(7) 
transitional rules for accounting rule changes, 138(16)—(25) 
Life insurance policy, see also Annuity contract 
¢ accrued income, 12.2 
* amounts included in income on anniversary, 12.2(1) 
* anniversary day, defined, 12.2(11) 
e deduction for over-accrual, 20(20) 


* acquisition costs of 

ee defined, Reg. 1408(1) [to be repealed] 

ee not deductible to insurer, 18(9.02) 

¢ “adjusted cost basis” of, to. policyholder, 148(9) 

* anniversary day, defined, 12.2(11) 

* annuity, proceeds received as, 148(6) 

¢ charity designated as beneficiary, 118.1(5.1), (5.2) 

* corporation beneficiary under, where, 89(2) 

¢ deemed disposition of, 148(2) 

¢ defined, 12.2(10), 138(4.01), 138(12), 211(1), 248(1), Reg. 
217(1), 310, 1408(1) 

e* in Canada, 138(12), 211(1),,.248(1), Reg. 310, 1408(1) 

ee registered, 211(1) 

¢ disposition by non-resident 

ee certificate, 116(5.2) 

*¢ presumption, 116(5.4) 

¢¢ purchaser liable for tax, 116(5.3) 

ee rules, 116(5.1) 

¢ disposition of 

° amount included in income, 148(1.1) 

° deduction, 20(20) 

° defined, 148(9)‘‘disposition”, 248(1)‘‘disposition’’(b.1) 

° no capital gain, 39(1)(a)(aii) 

° no capital loss, 39(1)(b) (i) 

° non-arm’s length, 148(7), (8) 

° policyholder’s income, 148(1), (4) 


¢¢ proceeds of 

eee defined, 148(9)“proceeds of the disposition” 

eee income, 56(1)(j) 

e dividends, 148(2) 

¢ enhanced capital gains deduction, effect on, 110.6(15) 

* exempt policy, Reg. 306 

ee defined, 12.2(11) 

* group term, defined, 248(1) 

e in Canada, defined, 138(12), 211(1), 248(1), Reg. 310, 1408¢1) 

e income from, 148 

¢ interest in 

ee amount to be included, 12.2(1) 

¢¢ owned under deferred profit sharing plan, 198(6)-(8) 

ee “value” defined, 148(9)“value” 

¢ life annuity contract, 148(10) 

¢ loan, see Policy loan (life insurance) 

¢ mortality gains and losses, Reg. 308 

* net cost of pure insurance, Reg. 308 

* participating, see Participating life insurance 

* premium, see Premium 

¢ “prescribed increase” in benefit on death under, Reg. 309(2) 

¢ prescribed premium, rules, Reg. 309 

¢ proceeds of the disposition of, defined, 148(9) 

* retirement compensation arrangement funded by, 207.6(2) 

¢ riders, 12.2(10) 

e rollover 

e¢ to child, 148(8) 

*¢ to spouse, 148(8.1), (8.2) 

¢ segregated fund, 138.1, Reg. 6100 

ee defined, 138(12) 

e “tax anniversary date” defined, 148(9) 

¢ third anniversary amounts, defined, 12.2(11)“anniversary day” 

e transfer to child, 148(8) 

* transfer to spouse 

ee breakdown of marriage, on, 148(8.1) 

ee death, on, 148(8.2) 

¢ value of, for valuing shares etc. on death, emigration or 
immigration, 70(5.3) 

Life insurance policy in Canada, see Life insurance policy: in 

Canada 

Life insurer, see also Life insurance corporation 

° defined, 248(1) ; 

Life interest, see Life estate in real property 

Lifelong Learning Plan, 146.02 

e definitions, 146.01(1) 

e income inclusions, 56(1)(h.2), 146.02(4)-(6) 

* repayment of amount borrowed from RRSP, 146.02(3) 

¢ withdrawal of funds from RRSP, 146(8), Reg. 104.1 

ee within 90 days of contribution, deduction disallowed, 

146(5)(a)(iv.1), 146(5.1)(a)Gv) 

¢ withholding exemption, Reg. 104.1 

Lifetime benefit trust 

¢ defined, 60.011(1) 

Lifetime disability assistance payments 

¢ defined, 146.4(1) 

Lifetime retirement benefits 

¢ defined, Reg. 8500(1) 

Lift, power-operated (for wheelchair etc.) 

* medical expense, Reg. 5700(m) 

Lift truck, industrial 

* capital cost allowance, Reg. Sch. If:Cl. 29, Sch. II:Cl. 40 


Limitation of benefits rule, Canada-U.S. Tax Treaty: Art. 
XXIX-A 


Limitation periods, see also Filing deadlines; Reassessment; 
Statute-barred debt, deemed settled 

¢ collection of tax debt, 10 years, 222(4) 

* prosecution for offences, 244(4) 
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Limited-dividend housing company 
¢ defined, Reg. 3700 

* exemption, 149(1)(n) 

Limited liability company (U.S.) 


* look-through for treaty purposes, Canada-U.S. Tax Treaty:Art. 


IV:6 
* treated as corporation, 248(1)“corporation” 
* treated as foreign affiliate, Reg. 5907(11.2)(b) 
Limited liability partnership 
* at-risk rules inapplicable, 96(2.4)(a) 
* capital gain not triggered by negative ACB, 40(3.14)(a) 
Limited partner, see also Limited partnership; Specified 
member (of partnership) 
* at-risk rules, 96(2.1)-(2.7) 
¢ deemed capital gain on negative adjusted cost base, 40(3.1)(a) 
* deemed not to carry on partnership’s business, 253.1(b) 
¢ defined, 96(2.4) 
ee for investment tax credit, 127(8.5) 
¢¢ for minimum tax purposes, 127.52(3) 
¢¢ for partnership interest negative ACB, 40(3.14) 
ee for tax shelter investments, 143.2(1) 
¢ investment tax credit, 127(8.1) 


limit on cost of investment, 143.2(1)“tax shelter 
investment’(b), 143.2(6) 


* minimum tax, 127.52(1)(c.1) 

* research and development losses, 96(1)(g) 

* resource expenses, 66.8 

Limited partnership, see also Limited partner; Partnership; Tax 
shelter: investment 


¢ debt of, qualified investment for RRSP etc., Reg. 
4900(1)(n.01) 


¢ deemed not a business of the partner, 253.1(b) 

¢ losses, see Limited partnership losses 

¢ mutual fund commissions financing, 18.1 

* service of documents on, 244(20)(b)(ii)(A) 

* unit 

*e qualified investment for RRSP etc., Reg. 4900(1)(n) 

ee small business investment, Reg. 5102 

Limited partnership losses, see also Limited partnership 

¢ adjusted cost base of partnership interest, reduction for, 
53(2)(c)(.1) 

¢ amalgamation, on, 87(2.1)(a), (b) 

¢ at-risk amount, 96(2.1) 

ee artificial transactions to increase, 96(2.6), (2.7) 

e° defined, 96(2.2) 

¢ carryforward of, 111(1)(e) 

ee non-residents, 111(10) 

e deductibility, 96(2.1) 

ee Jimitation on, 111(3)(a) 

¢ defined, 96(2.1), 111(10), 248(1) 

¢ determination of, by Minister, 152(1.1), (1.2), (1.3) 

* minimum tax, 127.52(1)(c.1) 

¢ order of deduction, 111(3)(b) 

* partnership interest acquired by subsequent person, 96(2.3) 

¢ winding-up, on, 88(1.1) ; 

Limited partnership unit, see Limited partnership: unit 

Limited-recourse amount 

¢ defined, for tax shelter investments, 143.2(1), (7) 

Limited-recourse debt 


* application to definition of tax shelter, 237.1(1)“gifting 
arrangement ’’(b) 


* application to determination of advantage received, 248(32)(b) 
¢ defined, 143.2(6.1) 

* repayment of, 248(34) 

Linefill 

* in pipeline, no CCA, Reg. 1102(1)(k) 

Linen 

* capital cost allowance, Reg. Sch. II:Cl. 12(g) 


Liquidation entitlement 

¢ defined 

** capital gains deduction, Reg. 6205(1)(a)(i)(B), 6205(4)(b) 

¢¢ flow-through shares, Reg. 6202.1(1)(a)(ii), 6202.1(1.1)(a), 
6202.1(3)(b) 

*¢ taxable preferred shares, 248(1)“taxable preferred 
share”’(b)(ii) 

** taxable RFI shares, 248(1)“taxable RFI share”(b) 

Liquidator, see also Legal representative 

* certificate before distribution, 159(2) 

deemed to be legal representative, 248(1)“legal representative” 

obligations of, 159 

return required by, 150(3) 

withholding tax, liability for, 227(5), (5.1) 

List of amounts, see Dollar amounts in legislation and 

regulations 

List of taxes and tax rates, see Rates of tax 

Listed country 

¢ for foreign affiliate purposes, Reg. 5907(11)-(11.2) 

Listed international agreement 

¢ disclosure of information as permitted by, 241(4)(e)(xii) 

Listed personal property, see also Art; Personal-use property 

e defined, 54 

¢ loss from 

ee defined, 41(3) 

** reassessment, 152(6)(b) 

ee usable only against LPP gains, 3(b)(ii), 41(2) 

* net gain from disposition, 41(2) 

Listed securities, see Publicly-traded securities 

Literary work, copyright royalties 

¢ no withholding tax, 212(1)(b)(vi), 212(9)(b) 

Litigation, costs of, see Court: costs 


Little Egypt bump 

* prevention of, 98(5)(d) [repealed] 

Liver extract, as medical expense, 1|18.2(2)(k) 

Livestock 

¢ destruction of 

ee deferral of income from, 80.3(2) 

eee exceptions, 80.3(6) 

ee inclusion of deferred amount, 80.3(3) 

eee amalgamation, on, 87(2)(tt) 

¢ exhibiting and raising, 248(1)“farming” 

¢ sales of, in prescribed drought or flood region, see Drought or 
flood region: prescribed 

Living together, deemed spouses, see Common-law partner 

Loan, see also Borrowed money; Debt; Interest (monetary) 


* acquired in pr course of business of insurer or 
moneylender, 20(27) 


* back-to-back, to spouse or minor, 74.5(6) 

¢ charity, by, 118.1(16) 

* corporation to, to reduce income, 74.4(2) 
** outstanding amount, 74.4(3) 

* cost amount of, 248(1)“cost amount’(d.1) 
¢ election to treat excess of dividend as, 184(3.1)-(5) 
¢ eligible, by international banking centre, 33.1(1) 
¢ employee, to, included in income, 6(9), 80.4(1) 
¢ foreign affiliate’s income from, 95(2)(a.3) 
¢ forgiveness of, see Debt forgiveness 
¢ guarantee fee, deductible, 20(1)(e) 

¢ home purchase, see Home purchase loan 
e interest-free or low-interest 

° to child, 74.1(2) 

° to employee, 80.4(1) 

° to non-arm’s length person, 56(4.1) 

° to non-resident, 17 

° to shareholder, 15(2)-(2.6) 

° to spouse, 74.1(1) 
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Loan (cont’d) 

* inventory write-down restricted, 18(1)(s) 

* minor, to, 74.1(2), 74.5(6)(11) 

e¢ for value, 74.5, (2) 

*¢ repayment of, 74.1(3) 

* non-arm’s length person, to, 56(4.1)=(4:3) 

°° used to repay existing indebtedness, 56(4.3) 

* non-resident, to, by corporation, 17 

* partner, by, to partnership 

** interest paid on money borrowed to make, 20(3.2) 

* partnership interest, of, 96(1.8) 

* personal services business, to 

¢ ¢ inclusion in income, 12(1)(w) 

* policy, repayment of, 60(s) 

e reduction.in value of 

ee limitation on deduction re, 18(1)(s) 

¢ related person, to, see non-arm’s length person (above) ' 

¢ shareholder, by, to corporation 

*¢ interest paid on money borrowed to make, 20(3.1) 

¢ shareholder, to, by corporation, 15(2)-(2.6), 80.4(2) 

° capacity test, 15(2.4)(e) 

° deemed benefit, 15(9) 

° forgiveness of, 15(1.2) 

° interest paid on money borrowed to make, 20(1)(c)(vi) 

° non-residents, 15(2.2), (8), 227(6.1) 

° persons connected with, 80.4(8) 

° repayment of, 20(1)(j) 

* spouse, to, 74.1(1) 

ee for value, 74.5(2) 

** repayment of, 74.1(3) 

¢ value, for, to non-arm’s length person, 56(4.2) 

¢ wholly-owned subsidiary, to, 17, 218 

Loanbacks 

* property or money donated to charity, 118.1(16) 

Lobbying, see Representation expenses 

Local 

¢ of union, deemed same employer as union, 252.1 

Locked-in annuity 

e held by RRIF, 146.3(1)“qualified investment’’(b.2) 

Locomotive, see Railway: locomotive 

Lodge, expense of, not deductible, 18(1)(1) 

Lodging, see Board and lodging 

Logging equipment, Reg. Sch. II:Cl. 10(0) 

Logging operations 

* income from, in the province, defined, 127(2)“income for the 
year from logging operations in the province” 

Logging property 

¢ investment tax credit, 127(9)“qualified property” (c)(iii) 

Logging tax 

¢ deduction from income tax, 127(1), Reg. Part VII 

e defined, 127(2) 

* provincial legislation imposing, Reg. 700(3) 

¢ rules applicable to, 127(1) 

Long-haul truck 

¢ defined, for meals percentages, 67.1(5) 

Long-haul truck driver 

¢ defined, 67.1(5) 

* food and beverages, percentage allowed, 67.1(1.1) 

“Long-term debt’ defined, 181(1), 190(1) 

Long-term resident 

e defined, Canada-U.S. Tax Treaty:Fifth Protocol (2007), Annex 
B, para. 11 

Look-back rule (for flow-through shares) 

* interest charged as tax, 211.91(1) 

* renunciation permitted, 66(12.66)(a.1) 


Loss(es) 
¢ allocation, see Loss allocation 
¢ amalgamation, on, 87(2.1) 
e business or property, from 
ee deductible only if reasonable expectation of profit, 3.1(1) 
° capital, see under Capital loss 
° carryback, see Carryback 
¢ carryforward, see Carryforward 
¢ carryover of, 111 
corporation, by, 111(5)-(5.4) 
anti-avoidance provision, 111(5.5) 
change in control of corporation, 111(4) 
farming business, from, 111(1)(c), (d), 111(6),.(7) 
restricted, for corporation becoming or ceasing to be 
exempt, 149(10)(c) 
¢ defined, for disposition of specified debt obligation, Reg. 9200 
¢ determination of, by Minister, 152(1.1), (1.2), (1.3) 
¢ disposition of debt in exchange for replacement obligation, 
40¢2)(c.2) 
¢ disposition of debt owing by related person, deemed nil, 
40(2)(e.1) 
disposition of share of, foreign affiliate, on, 93(2)-(4) 
farm, defined, 111(8) 
farming, see also Farm loss 
after land disposed of, 111(6) 
carryover of, 111(1)(d) 
deduction limited, 31 
effect on cost base of land, 53(1)@) 
limitation on deductibility, 111(3), (6), (7) 
partnership, of, 101, 111(7) 
reduction on debt forgiveness, 80(3)(b), (c) 
restricted farm loss, see Restricted farm loss 
fishing, 111(8)“farm loss” A(a)(i), see also Farm loss 
¢ foreign affiliate, of 
e¢ deductible, Reg. 5903 
ee defined, Reg. 5907(1) 
¢ foreign bank’s Canadian affiliate, 142.7(12) 
¢ housing, see Housing loss 
e insurer’s, 138(2) 
¢ international banking centre, from, 33:1(3), 33.1(4) 
¢ limitations on deductibility, 111(3), see also Stop-loss. rules 
¢ net capital, see Net capital loss 
* non-capital, see Non-capital loss 
¢ office or employment, from, 5(2) 
e order of reduction, on settlement of debt, 80(2) 
¢ place, from sources in, 4 
* post-emigration, 128.1(8) 
¢ reduction of, on property previously owned by trust, 107(6) 
* resource, see Resource loss 


ee 
ee 
ee 
e 
e 


restrictions on deductibility, see Stop-loss rules 
share that is capital property, on, 112(3), (4) 
source, from, 4 
stop-loss rules, see Stop-loss rules 
superficial 
¢ business of lending money, 18(13), (15) 
* capital property, 40(2)(g)(i), 54 
e defined, 54 
¢ eligible capital property, 1412), (13) 
¢ inventory held as adventure in nature of trade, 18(14)-(16) 
terminal 
e deduction for, 20(16) 
¢ no deduction re motor vehicle, 20(16.1) 
transfer of, see Suspension of losses; Transfer of losses 
* windup, on, 88(1.1) 
Loss of income source, deduction for interest expense, 20.1 
Loss offset program, see Fuel tax rebate 


Lottery 
* capital gain or loss nil, 40(2)(f) 
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Lottery (cont'd) 

* prize winnings, not taxed (no taxing provision) 

Low rate income pool 

¢ after amalgamation, 87(2)(ww), 89(9) 

¢ after windup, 87(2)(ww), 88(1)(e.2)(ix), 89(10) 

* defined, 89(1), 248(1) 

¢¢ addition on amalgamation, 87(2)(ww), 89(9) 

** addition on ceasing to be CCPC, 89(8) 

** addition on windup, 87(2)(ww), 88(1)(e.2)(ix), 89(10) 

* dividend paid from, 89(1)“eligible dividend”, “excessive 
eligible dividend designation” 

Lump-sum payment 

* employment income 

** averaging provisions, ITAR 40 

ee¢ defined, Reg. 103(6) 

¢e withholding of tax, Reg. 103(4) 

* retroactive spreading over past years 

e addition to tax for earlier years, 120.31 

¢¢ deduction in current year, 110.2 

Lump-sum premium 

¢ defined, Reg. 2700(1) 

Luxembourg, see also Foreign government 

* stock exchange recognized, Reg. 3201(x) 


Luxury vehicle, see Passenger vehicle: luxury 


M 
M&P, see Manufacturing or processing: credit 
MFPP, see Member-funded pension plan 
MIC, see Mortgage investment corporation 
MLA, see Member: legislative assembly 
MP, see Member: Parliament 
MPP, see Member: legislative assembly; Money purchase 
provision 
MURB, see Multiple-unit residential buildings 
Machine part, cutting or shaping 
* capital cost allowance, Reg. Sch. II:Cl. 12(@) 
Machinery and equipment 
* capital cost allowance for, Reg. Sch. II:Cl. 8, Sch. II:Cl. 29 
Machinist 
* apprenticeship job creation credit, 127(9)“investment tax 
credit” 
Magazine advertising 
¢ limitation, 19.01 
Mail 
* notice of objection, 165(2) 
* presumption re mailing date, 244(14) 
¢ proof of service by, 244(5) 
¢ receipt of things mailed, 248(7) 
Maintenance, see Support payments (spousal or child) 
Maintenance costs 
¢ automobile, see Automobile: operating costs 
* trust property, of, 105(2) 
Majority-interest beneficiary 
¢ defined, 251.1(3) 
Majority-interest group of beneficiaries 
¢ defined, 251.1(3) 
Majority-interest group of partners 
¢ defined, 251.1(3) 
Majority interest partner 
* acquisition of control of corporation that is, 13(24), 66(11.4) 
° peg loss denied on disposition to partnership, 40(3.3), (3.4), 
¢ defined, 248(1) 
Malta, see also Foreign government 
¢ film or video under treaty co-production, Reg. 1106(3)(e) 


Management fee 

* paid to non-resident, 212(1)(a) 

e¢ defined, 212(4) 

Manitoba, see also Province 

¢ disclosure of Child Tax Benefit information to, Reg. 3003(b) 

¢ labour-sponsored venture capital corporation of 

e¢ prescribed, Reg. 6700(a)(iii), (xii) 

e* recovery of LSVCC credit, 211.7 

* Mineral Exploration Incentive Program Act, assistance under, 
Reg. 6202.1(5)“excluded obligation’’(a)(i) 

¢ northern, see Northern Canada 

* prescribed stock savings plan, Reg. 6705(e) 

¢ Rural Development Bonds, eligible for RRSP investment, Reg. 
4900(1)(i.1) 

* tax rates, see introductory pages 

Manrell case overruled, 56.4 

Manufacturing or processing 

* assets, capital cost allowance, Reg. Sch. II:Cl. 43 

* building used for, additional CCA, Reg. 1100(1)(a.1) 


¢ business 
¢¢ deemed capital cost of property acquired for, 13(10) 
** new, in designated area 
eee capital cost allowance for property used in, Reg. Sch. 
|W Gs | 
credit, 125.1, Reg. Part LI 
defined 


¢ for Class 29 CCA, Reg. 1104(9) 

¢ for investment tax credit, 127(11)(a) 

¢ for M&P credit, 125.1(3)“manufacturing or processing” 

¢ for manufacturing and processing credit, 
125.1(3)“‘manufacturing or processing” 


* property used in, capital cost allowance, Reg. 1102(15), (16), 
HO deRee: Sch. If:Cl. 29, Sch. H:Cl. 39, Sch. I:Cl. 40, Sch. 
FCI. 


*¢ separate class for each property if election made, Reg. 
1101(5s) 
¢ tobacco, surtax on, 182, 183 
Marginal notes 
¢ effect of, Interpretation Act s. 14 
* relevance to legislation, Interpretation Act s. 14 
Marihuana, see Marijuana 
Marijuana 
¢ medical expense credit, 118.2(2)(u) 
Marine railway 
* capital cost allowance, Reg. Sch. I[:Cl. 7 
Markedly restricted 
¢ defined, for disability credit, 118.3(1) 
Mark-to-market property, 142.5, see also Specified debt 
obligation 
¢ amalgamation, effect of, 87(2)(e.4), (e.5) 
annual recognition of gain or loss, 142.5(2) 
cost amount of, 248(1)“cost amount’’(c.1) 
debt obligation, interest on, 142.5(3) 
deemed disposition of, 142.5(2) 
defined, 142.2(1) 
¢ for stop-loss rules, 112(6)(c) 
¢ for transitional rules, Reg. 8102(1), 8104(1) 
disposition of 
adjustment for dividends received, 112(5)—(5.2) 
deemed 
° annual, 142.5(2) 
* on windup, 88(1)(i) 
income treatment, 142.5(1) 
no capital gain, 39(1)(a)(i1.2) 
no capital loss, 39(1)(b)(ii) 
rollover not permitted, 85(1.1)(g)(ii1) 
stop-loss rules restricted, 112(5.6) 
superficial loss rule not applicable, 142.6(7) 
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Mark-to-market 
¢ transitional ru 


roperty (cont’d) 

rules, 143. 5(4)-(9), Reg. 8102-8105 

election re eon year that includes February 22/94, 

142.6(8)-(10 

* winding-up, effect of, 88(1)(a.3), (h), (i) 

Marketing board 

* patronage dividends where board used, 135(8) 

Markevich case overruled, 222(3)—(10) 

Marriage, see also Spouse; Common-law partner 

* breakdown of, see Divorce and separation 

* meaning of, Civil Marriage Act s. 2 

* same-sex, see Same-sex marriage 

Married status 

* tax credit, 118(1)B(a) 

limitation, 118(4) 

MasterCard 

° Pavsoribed payment card corporation share, Reg. 9002.1(a)(i), 
ii 


Master trust (or Pooled fund trust) 

defined, Reg. 4802(1.1) 

excluded from various trust rules, 108(1)“‘trust’’(a) 
exemption from Part I tax, 149(1)(0.4) 

exemption from Part XII.2 tax, 210.1(c) 
minimum tax not payable by, 127.55(f)(iii) 
rollover to new trust, 248(1)‘disposition”(f)(vi) 
Matchable expenditure 

* deemed to be a tax shelter investment, 18.1(13) 

¢ defined, 18.1(1) 

¢ deduction restricted, 18.1(2)-(4) 

¢ film shelters shut down, 18.1(17) 


non-arm’s length disposition, 18.1(8)-(10) 
reinsurance commissions’ excluded, 18.1(15) 
le ly onl we 
7 if Hsacesd to tax shelters, 18.1(15)(a) [to be repealed], 
Matching rule, 18(9), see also Matchable expenditure 
Material interest 
¢ defined, 149.2(1) 
Material transaction 
¢ defined, for private foundations, 149.1(1), 149.2(2) 
Maternity leave 
¢ qualifying period for pension earnings, Reg. 8507(3) 
Matrimonial regime, dissolution of, 248(22), (23) 
Maturity 
* registered retirement savings plan, of, 146(1)* “maturity” 
Maximum benefit rule 
¢ for registered pension plan, Reg. 8504 
“May” 
¢ meaning of, /nterpretation Act s. 11 
Meals, see also Entertainment expenses (and meals) 
¢ employee’s, deduction limited, 8(4) 
Mean Canadian investment fund 
¢ defined, insurers, Reg. 2412 
Mean Canadian outstanding premiums 
¢ defined, insurers, Reg. 2400(1) 
Mean Canadian reserve liabilities 
¢ defined, insurers, Reg. 2400(1) 
Mean maximum tax actuarial reserve 
¢ defined, insurers, Reg. 2400(1) 
Mechanic, see Apprentice mechanic 
Medical devices and equipment 
¢ prescribed, 118.2(2)(m), Reg. 5700 
Medical doctor, see also Physician 
* certification for disability credit, .118.3(1)(a.2) 
¢ defined, 118.4(2) 
¢ fees of, medical expense credit, 118.2(2)(a) 


income of, see Professional practice 


Medical expenses 


eeeeeeeee«ee#ee #8 @# @ 
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air conditioner, Reg. 5700(c.3) 
alarm for infant, Reg. 5700(r) 
altered auditory feedback device, Reg. 5700(z.1) 
ambulance, 118.2(2)(f) 
animal trained to assist impaired person, 118.2(2)(1) 
artificial eye, 118.2(2)(i) 
attendant care, 64(a)A(Gi)(J), 118. 2(2)(b), (b.1); (c) 
artificial limb, 118.2(2)(i) 
balance disorder, pressure pulse therapy device for, Reg. 
5700(z.4) 
blind aids, see Blind person 
bliss symbol board, 64(a)A(ii)(N); Reg. 5700(x) 
blood sugar measuring device, Reg. 5700(s) 
bone marrow transplant, 118.2(2)(1.1) 
braille note-taker, 64(a)AGi)(O),; Reg. 5700(y) 
captioning services, 64(a)A(i)(A), 118.2(2)(1.4) 
catheters and catheter trays, 118:2(2)(i.1) 
celiac disease patients, gluten-free food costs, 118.2(2)(r) 
closed-caption TV decoder, Reg. 5700(q) 
colostomy pad, 118.2(2)() 
cosmetic purposes,: expenses disallowed, 118.2(2.1) 
credit for 
e non-refundable, 118.2 
refundable, 122.51 
crutches, 118.2(2)(i) 
deaf-blind intervening services, 118,.2(2)(1.44) 
deduction for, 64 
deemed, 118.2(3) 
deemed ‘payment of, 118.2(4) 
defined, 118.2(2) 
denture costs, 118.2(2)(p) 
devices and equipment, Reg. 5700 
diapers for incontinence, 118.2(2)@.1) 
driveway alterations, 118.2(2)(1.6) 
drugs, 118.2(2)(n), (s), Reg. 5701 
elastic support. hose, Reg. 5700(u) 
electrotherapy device, Reg. 5700(z.2) 
extremity pump, Reg. 5700(u) 
eyeglasses, 118.2(2)(j) 
full-time attendant for physically or mentally impaired person, 
118.2(2)(b), (c) 
gluten-free food costs, 118.2(2)(r) ° 
group home care, 118.2(2)(b.2) 
guide dog, 118.2(2)(1) 
hardwood flooring disallowed,; 118.2(2)(1.2)(i),. (ii), 
118.2(2)(.21)(), Gi) 
Health Canada Special Access. Programme, 118.2(2)(s), (t) 
hearing aid, 118.2(2)(i) 
hearing loss, rehabilitative therapy,, 118.2(2)(1.3) 
home construction for disabled person, 118.2(2)(1.21) 
home renovations, 118.2(2)(1.2) 
° du Up claim of home renovation tax credit permitted, 
04(4) 
hospital bed, Reg. 5700(h) 
hot tub disallowed, 118.2(2)(1:2)@), (ii), 118.2(2).21)(i), (i) 
ileostomy pad, 118.2(2)(i) 
incontinence-related products, 118.2(2)(i.1) 
inductive coupling osteogenesis stimulator, Reg. 5700(v) 
infusion pump, Reg. 5700(s) 
insulin, 118.2(2)(k) 
iron lung, 118.2(2)Q@) 
kidney machine, 118.2(2)(i) 
laboratory procedures, 118.2(2)(0) 
laryngeal speaking aid, 118.2(2)(i) 
learning disability, tutoring, 64(a)A(i)(H), .118.2(2)(1.91) 
limb brace, 118.2(2)(i) 
lip reading training, 118.2(2)(1.3) 
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Medical expenses (cont’d) 
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liver extract, injectible, 118.2(2)(k) 

marijuana, 118.2(2)(u) 

medical equipment and devices, 118.2(2)(1), (k) 
¢ prescribed, 118.2(2)(m) 

medical practitioners etc., references to, 118.4(2) 
mental or physical impairment, 118.2(2)(b)-(e), 118.3 
* transfer of unused credit to spouse, 118.8 
modifications to dwelling for physically impaired person, 
118.2(2)(1.2) 

moving expenses, 118.2(2)(1.5) 

notch provision, 118.2(1)D 

note-taking services, 64(a)A(ii)(F), 118.2(2)(1.41) 
optical scanner, 64(a)A(ii)(D), (Q), 118.2(2)(1.1) 
orthopaedic shoe, etc., Reg. 5700(e) 

oxygen concentrator, 118.2(2)(i) 

oxygen, oxygen tent and oxygen equipment, 118.2(2)(k) 
pacemaker, Reg. 5700(d) 

page turner, Reg. 5700(z), 64(a)A(ii)(P) 

partial dependency, 118.3(3) 

phototherapy equipment, 118.2(2)(i) 

prescribed devices and equipment, 118.2(2)(m), Reg. 5700 
pressure pulse therapy device, Reg. 5700(z.4) 

print reader, 64(a)A(ii)(D), (Q), 118.2(2)(1.1) 

private health services plan premiums, 118.2(2)(q) 


° rina contributions to employee life and health trust, 
144. 


1(10) 

reading services, 118.2(2)(1.43) 

real-time captioning services, 64(a)A(ii)(A), 118.2(2)(1.4) 
refundable credit, additional, 122.51 

rehabilitative therapy for hearing/speech loss, 118.2(2)(1.3) 
reimbursed, 118.2(3) 
¢ by employer, 118.2(3)(a) 

rocking bed, 118.2(2)(i) 

sign language interpretation services, 64(a)A(ii)(A), 
118.2(2)(1.4) 

sign language training, 118.2(2)(1.3) 

Special Access Program devices or drugs, 118.2(2)(s), (t) 
speech loss, rehabilitative therapy, 118.2(2)(1.3) 

speech synthesizer, 64(a)A(ii)(E), Reg. 5700(p) 

spinal brace, 118.2(2)(i) 

standing therapy device, Reg. 5700(z.3) 

syringe, Reg. 5700(b) 

TDD, 64(a)A(i)(B), Reg. 5700(k) 

talking textbooks, 64(a)A(ii)(I), Reg. 5700(w) 

therapy, 118.2(2)(1.9) 
¢ for hearing or speech loss, 118.2(2)(1.3) 

training courses to care for infirm dependant, 118.2(2)(1.8) 
transportation services, 118.2(2)(g) 
¢ where ambulance etc. not available, 118.2(4) 
travelling expenses, 118.2(2)(h) 

truss, hernia, 118.2(2)(i) 

tutoring services, 64(a)A(ii)(H), 118.2(2)(1.91) 

van for use with wheelchair, 118.2(2)(1.7) 

vitamin B12, 118.2(2)(k) 

voice recognition software, 64(a)A(i)(G), 118.2(2)(1.42) 
walker, 118.2(2)(7), Reg. 5700() 

wheelchair, 118.2(2)(1) 

wheelchair lift, Reg. 5700(m) 

wig, Reg. 5700(a) 


Medical instruments (small) 


capital cost allowance for, Reg. Sch. II:Cl. 12(e) 


Medical practitioner 


defined, 118.4(2) 


Medical Research Council 


ee to, as R&D expenditures, 37(1)(a)Gi)(B), 
7(7)“approved” 
research grants, taxable, 56(1)(0) 


Medicine 
* charitable donation from inventory, additional deduction, 
110.1¢1)(a.1), (8) 
Melford Developments case overruled, Jncome Tax Conventions 
Interpretation Act s. 3 
Member 
¢ credit union, defined, 137(6)“member” 
* deferred profit sharing plan, defined, Reg. 8300(1) 
legislative assembly, expense allowance, 81(2) 
Parliament 
allowance non-taxable, 6(1)(b)(i)(A) 
election contributions 
Gredit, 12/3) 
records of, 230.1 
income treated as employment income, 248(1)“office” 
retirement compensation arrangement of, Reg. 6802.1 
retiring allowances, 60(j.02)—(j.04) 
* partnership, see Partner 
¢ pension plan, defined, 147.1(1), Reg. 8300(1) 
Member-funded pension plan, Reg. 8510(9) 
Member of Parliament, see Member: Parliament 
Member of the taxpayer’s household 
e defined, Reg. 7304(1) 
Membership dues 
¢ employee, deduction, 8(1)(i)(i), Gv)—(vi) 
e recreational club etc., not deductible, 18(1)()(i) 
Mental or physical health 
¢ counselling related to 
ee value not included in employee’s income, 6(1)(a)(iv) 
Mental or physical impairment, see also Blind person; Hearing 
impairment; Infirm dependant; Mobility impairment 
* attendant care expenses, deduction from income, 64(a)A(i)(J) 
ee residents absent from Canada, 64.1 
¢ certification by health care professional 
ee for disability credit, 118.3(1)(a.2) 
¢« for education credit, 118.6(3)(b) 
¢ credit for, 118.3 
ee full-time attendant, 118.2(2)(b), (c) 
ee partial dependant, 118.3(3) 
¢¢ unused, transfer to. spouse, 118.8 
¢ deduction for 


e 
e 
e 
e 
e 
e 
e 


* various medical expenses, 64 
disability supports deduction, 64 
education credit, 118.6(3) 


home purchase credit, see First-Time Home Buyer’s Credit and 
Disability Home Purchase Credit 


e Minister may obtain advice from Dept. of Human Resources 
Development re, 118.3(4) 


modifications to dwelling, tax credit for, 118.2(2)(1.2) 
nature of, 118.4(1) 

RESP age requirements, waiver, 146.1(2.2) 

RESP enrolment requirements, part-time allowed, 
146.1(2)(g.1)G)(B) 

¢ specified disabled person 

ee defined, for Home Buyers’ Plan, 146.01(1) 


ee loan from RRSP to acquire home for, 
146.01(1)“supplemental eligible amount” 


¢ student, 118.6(3) 

¢ “totally and permanently disabled” 

ee meaning of, for pension plans, Reg. 8500(1) 
Merchant navy veteran pension, exempt, 81(1)(d) 
Merger, see also Amalgamation 

¢ cross-border, 128.2 

e deemed receipt of shares on, 87(1.1) 

¢ foreign, 87(8), (8.1) 

* triangular, 87(9) 
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Metal fabricator (fitter) 

° apprenticeship job creation credit, 127(9) investment tax 
credit” 

Methods of accounting prohibited, see Accounting 

Metric scales, capital cost allowance, Reg. Sch. II:Cl. 12(p) 

Mexico, see also Foreign government 

* certain bonds of, see Brady bond 

* stock exchange recognized, Reg. 3201(h) 

Middle East 

* Canadian Forces personnel and police ‘serving in, no tax on 
income, 110(1)(f), Reg. 7400(c)-(f) 


Migration, see Becoming resident in Canada; Ceasing to be 
resident in Canada 


Mileage allowances, Reg. 7306 
Millennium bug, see Year 2000 computer: hardware and software 
Millwright 


° pana job creation credit, 127(9)“investment tax 
credit” 


Mine 

¢ additional allowances, Reg. 1209 

* buildings, Reg. Sch. II:Cl. 10(g), Seh. I:Cli 41 

* capital cost allowance, Reg. 1100(1)(w), (x), 1100A 

ee definitions, Reg. 1104(5)-(8) 

¢ defined, Reg. 1104(6)(b), 1104(7)(a), 1206(1), 3900(1) 

* depletion allowance, see Depletion allowances 

* equipment etc., Reg. Sch. II:Cl. 10(k)—10(m), Sch. II:Cl. 41 


exempt income from, Reg. 1 100A [Revoked], Part XIX 
[Revoked] 


exploration and development expenses, 66 

income from a, meaning of, Reg. 1104(5), (6)(a) 
industrial mineral, Reg. 1100(1)(g), Reg. Sch. V . 

* separate class, Reg. 1101(4) 

new or expanded 

* separate capital cost allowance classes, Reg. 1101(4a)—(4d) 
property, Reg. Sch. IL:Cl. 28, Sch. I:Cl. 41 

shafts etc., Reg. Sch. II:Cl. 12(f) 

townsite costs, see Townsite costs 

Mineral 

¢ defined, 248(1) 

ee for capital cost allowances, Reg. 1104(3) 

ee for mining tax deduction, Reg. 3900(2): [to be repealed] 
Mineral exploration tax credit, 127(9)“flow-through mining 
expenditure” 

Mineral ore 

e defined, Reg. 3900(1) 

Mineral resource 

* acquisition, unreasonable considerations, 69(7) 

¢ allowance, 20(1)(v.1), 65 

¢ defined, 248(1) 

¢ disposition of, for unreasonable consideration, 69(6) 

¢ regulations, 20(15) 

¢ royalties, 12(1)(0) [pre-2007] 

e¢ not deductible, 18(1)(m) [pre-2008] 

Mineral rights 

¢ dealers in, limitation, 66(5) 

Minimum amount 

° defined © 

¢* for minimum tax, 127.51 

¢* for RRIF, 146.3(1)“minimum amount’, Reg. 7308(3), (4) 
*¢ special rule for 2008, 146.3(1.1) 

¢¢ for registered pension plan, Reg. 8506(5), (7) 

special rule for 2008, Reg. 8506(7)(b) 

Minimum tax, 127.5—127.55 


¢ additional tax for income not earned in a province, and, 
120(4)“‘tax otherwise payable under this Part” 


¢ additional tax re 
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ee excluded from instalment estimates for farmers and 
fishermen, 155(1)(a)., 
¢ adjusted, taxable income, 127.52 
e basic exemption, 127.53 
e basic minimum tax credit, 127.531 
¢ carryback re 
ee effect on interest, payable, to taxpayer, 164(5), (5.1) 
ee no effect on interest payable, 161(7) 
* carryover, 120.2 
ee additional tax, determination of, 120.2(3) 
°° overseas employment tax credit not reduced by, 
122.3(2)“tax otherwise payable under this Part for the year” 
ee where not applicable, 120.2(4) 
¢ excluded from “tax payable” etc. under Part I,.117(1) 
¢ foreign tax credit, 127.54 
° paren investing in residential property or Canadian film, 
* Quebec abatement and, 120(4)“tax otherwise payable under 
this Part” 
¢ where not applicable, 127.55 
Mining 
¢ defined, Reg. 1104(3) 
° Svabea from non-resident withholding tax on dividends, 
Ngee corporation 
Pores aye exploration and development, expenses, ITAR 
Mining Renan 
¢ flow-through, see Flow-through mining expenditure 
Mining exploration depletion base 
¢ defined, Reg. 1203(2) 
* expenses added to 
¢* amounts receivable, portion included in income, 59(3.3)(f) 
Mining exploration expenses, “grass-roots” 
* expenses in first 60 days of year, 66.1(8) 
¢ partnership deemed not at arm’s length, 66(17) 
Mining operations 
¢ defined, for mining tax deduction, Reg. 3900(1) 
Mining property, see also Canadian resource property 
* capital cost allowance, Reg. Sch. II:Cl. 28, Sch. II:Cl. 41 
¢ defined, 35(2) 
¢ excluded from flow-through share renunciation, 66(12.62)(b.1) 
* prospector’s exemption, 35 
Mining reclamation trust [repealed], see Qualifying 
environmental trust 
Mining taxes 
¢ credit, see Pre-production mining expenditure 
¢ deduction, 20(1)(v), Reg. 3900 
Minister of Canadian Heritage, see also Canadian Heritage, 
Department of 


* certification of accredited film/video production, 
125.5(1)“accredited film or video production certificate” 


ee revocation of certificate, 125.5(6) 


¢ certification of Canadian film/video production; 
125.4(1)“Canadian film or video production certificate” 


ee revocation of certificate, 125.4(6) 


Minister of the Environment 

* certification of ecologically sensitive land, see Ecological. gifts 

* permission to dispose of ecologically, sensitive land, 207.31 

Minister of National Revenue, see also Canada Revenue 

Agency 
advice from Dept. of Human Resources Development re 
mental or physical impairment, 118.3(4) 

¢ arbitrary assessment by, 152(7) 

¢ authority re determination of charitable foundation’s 
“prescribed amount”, 149.1(1.2) 

¢ authorized to accept security for payment of tax etc., 
220(4)-(4.4) 

¢ burden of proof in assessing penalty, 163(3) 
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Minister of National Revenue (cont’d) 
* certificate of exemption, 212(1)(b)(iv), (14) 


* certificate re proposed disposition of property by non-resident, 


116(2) 
¢ chief source of income, determination re, 31 
* consent to change of fiscal period, 249.1(7) 


* consent to sale of property bound by Court-registered 
certificate re amount payable, 223(9), (10) 


* defined, 248(1) 


* delegation of powers and duties, 220(2.01), Reg. Part IX; 
Interpretation Act s. 24(2) 


designation of public corporation, ITAR 50(3) 
determination of amounts under s. 245, 152(1.11), (1.12) 

¢ binding effect, 152(1.3) 
determination of excessive refund, 160.1(1) 
determination of losses by, 152(1.1), (1.2) 

¢ binding effect, 152(1.3) 

direction re collection, 225.2 

discretion re transfer pricing adjustments, 247(10) 

duties of 

administration and enforcement of Act, 220(1) 
disposition of appeal, on, 164(4.1) 

refunds, 164(4.1) 

when objection filed, 165(3) 

inquiry authorized by, 231.4(1) 

investigatory powers re tax shelters, 237.1(8) 

not bound by return, 152(7) 

notice of, to provide information, 231.2 

permission to destroy records, 230(4), (8) 

powers 

* acquire and dispose of debtor’s tax property, to, 224.2 

¢ extension of filing date, 220(3) 

* seize moneys restorable to tax debtor, to, 224.3 
RPP, authority to impose conditions re, 147.1(5) 
registered investments and, 204.4(2)-(5), 204.5 
required to assess tax, 152(1) 
restrictions on collection, 225.1 

¢ collection in jeopardy, 225.2 
revocation of registration of charity, 168 
tax shelter identification number, issuance of, 237.1(3) 
waiver of penalty or interest, 220(3.1) 

* waiver of requirement to file form or document, 220(2.1) 

Minister (of religion), see Clergy 

Minor, see also Age; Child 

amount payable by trust to, 104(18) 

transfers and loans to, 74.1(2) 

corporation, through, 74.5(6)—(11) 
deemed, 74.5(6)-(11) 

for value, 74.5(1), (2) 

joint liability for tax on, 160(1)-(3) 
repayment of, 74.1(3) 

trust, through, 74.3, 74.5(9), (10) 

¢ trust for, 104(18) 

Minor term annuity 

¢ rollover to RRSP, 60.011(2)(b) 

Misclassified property, 13(6) 

Misrepresentation 

¢ justification for late reassessment, 152(4)(a)(i), 152(S) 

¢ of other person’s tax affairs, penalty, 163.2 

¢ of own tax affairs, penalty, 163(2) 

Mobile crane operator 

° pininneoee. job creation credit, 127(9)“investment tax 

credit” 

Mobility impairment, see also Disability; Impairment 

* building modifications for, deductible, 20(1)(qq) 

¢ device to permit person with, to drive vehicle 

** medical expense, Reg. 5700(m) 

* driveway alterations for person with, 118.2(2)(1.6) 


e e e e e e e e e e e e e e e 7 2 e e e e e e e e e e e e e 


* moving expenses for person with, 118.2(2)(1.5) 
° io aaa and parking for person with, not taxable benefit, 
Modifications (to building) 
¢ disability-related, deductible, 20(1)(qq) 
¢ dwelling, for disabled person, medical expense credit, 
118.2(2)(1.2) 
Modified GAAP, see Generally accepted accounting principles 
Modified net premium (re insurance policy) 
¢ defined, Reg. 1408(1), (3) 
Mohel 
* payment to, medical expense credit, 118.2(2)(a) 
Mold, capital cost allowance, Reg. Sch. II:Cl. 12(d) 
Mole, capital cost allowance, Reg. Sch. I:Cl..1(f), Sch. I:Cl. 3 
Monetary contribution 
¢ for political contribution credit 
e¢ credit for, 127(3) 
ee defined, 127(4.1), Canada Elections Act s. 2(1) 
Money 
¢ borrowed, see Borrowed money 
* business of lending, see Moneylender 
¢ included in definition of property, 248(1)“property” 
Money market fund 
¢ ineligible for December 15 year-end election, Reg. 4801.01 
Money purchase limit 
¢ defined, 147.1(1), 248(1) 
¢ limits pension contributions, 147.1(8), (9) ; 
¢ limits RRSP contribution, 146(1)“RRSP dollar limit” 
Money purchase provision, see Registered pension plan: money 
purchase provision 
Moneylender, see also Financial institution 
¢ bad debts 
¢¢ deduction for, 20(1)(p)(i) 
ee inclusion in income, 12.4 
e disposition of Canadian securities, 39(5)(f) 
* guarantees etc. 
ee acquired from, in amalgamation, 87(2)(h)(iii) 
ee reserve for, 20(1)(1.1) 
¢ loan/lending asset 
¢* acquired from, in amalgamation, 87(2)(h)(ii) 
ee reduction in value of 
eee limitation on deduction, 18(1)(s) 
¢ loans etc. acquired in ordinary course of business, 20(27) 
* reserve for doubtful debts, 20(1)(1) 
* security used or held by 
e¢ “eligible property” for transfer to corporation b 
shachol er, ea 1)(g) s % 
¢ superficial loss not deductible, 18(13), (15) 
Monitor 
e crib death, medical expense, Reg. 5700(r) 
Monk 
¢ income of, not taxed, 110(2) 
Month 
¢ defined, Interpretation Act s. 35(1) 
Montreal 
¢ international banking centre, 33.1(3) 
Montreal Stock Exchange, see also Bourse de Montréal Inc. 
¢ prescribed stock exchange, Reg. 3200(b) [repealed] 
Morgan Stanley Capital Investment Index units 
° pias investments for deferred income plans, Reg. 
900(1)(n.1) 
Mortality gains, Reg. 308 
Mortality losses, Reg. 308 
Mortgage, see also Debt 
* expropriation assets acquired for sale of foreign property, 80.1 
¢ foreclosure, 79 
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Mortgage (cont'd) 

¢ interest 

¢¢ blended with principal in payments, 16(1), 214(2) 

ee deduction for, 20(1)(c), see also Work space in home 

* investment corporation, see Mortgage investment corporation 

* not a disposition, 248(1)“disposition’(j), (k) 

¢ RRSP investment, Reg. 4900(1)(j)-G.2) 

* sale of, included in. proceeds of disposition, 20(5), (5:1) 

* subsidy by employer, taxable benefit, 6(23) 

Mortgage-backed securities 

* eligible for investment by RRSP, etc., Reg. 4900(1)(j)—G.2) 

Mortgage Insurance Corporation of Canada 

* payments to guarantee fund deductible, Reg. 1400(3)G 

Mortgage investment corporation, 130.1 

* allocation of gain rates during 2000, 130.1(4.3) 

¢ deemed public corporation, 130.1(5) 

¢ defined, 130.1(6), 248(1) 

* election re capital gains; dividend, 130.1(4), Reg. 2104.1 

ee where not made, 130.1(4.1) 

* flow-through entity for capital gains exemption, 39.1(1), (6) 

* non-qualifying taxed capital gains, 130.1(9) 

¢ not subject to mark-to’ market rules, 142.2(1)‘‘financial 
institution’’(c)(ii) 

¢ qualifying taxed capital gains, 130.1(9) 

* reporting to shareholder of gains in 2000, 130.1(4.2) 

¢ shareholders, how counted, 130.1(7) 

Mortgage subsidy 

e taxable benefit, 6(23) 

Motion picture film 

¢ Canadian film or video production credit, 125.4 


* capital cost allowance, Reg. Sch. II:Cl. 10(s), Sch. II:Cl. 
12(m), Sch. If:Cl. 18 


¢ certified feature film, Reg. 1104(2), (10) 
eo foo cost allowance, Reg. 1100(21), (22), Reg. Sch. TI:Cl. 


* certified production, see Certified production 

¢ film or video production services credit, 125.5 

¢ film production, prescribed, Reg. 7500 

¢ in-flight movies not treated as entertainment, 67.1(4)(a) 

¢ partnership investing in 

¢¢ capital cost allowance limitation, 127.52(2) 

* payment to non-resident for use of, 212(5) 

¢ revenue guarantee, exemption from at-risk rules, 96(2.2)(d)(ii) 
[repealed] 

e shelters prohibited, 18.1(17) 

Motor vehicle 

¢ accident claims, payments exempt, 81(1)(q), Reg. 6501 

* capital cost allowance 

¢¢ of employee, 8(1)G), Reg. 1100(6) 

e¢ of person carrying on business, 20(1)(a), Reg. 1100(1)(a)(x) 

¢ defined, 248(1) 

¢ device to enable disabled person to drive, Reg. 5700(h) 

* employee’s allowance for use of 

ee not income, 6(1)(b)(vii.1) 

e¢ where deemed not reasonable, 6(1)(b)(x), (xi) 


coleman by U.S. resident on, Canada-U.S. Tax Treaty: Art. 
a 


* expenses 

ee limitations on, see Passenger vehicle 

*¢ of employee, when deductible, 8(1)(f), (h.1) 

¢ loan to shareholder/employee to purchase, 15(2.4)(d) 

* recapture of excess CCA, 13(2) 

* terminal loss rules not applicable, 20(16.1) 

Motor vehicle body repairer (metal and paint) 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Motor vehicle warranty, see Extended motor vehicle warranty 


Motorcycle mechanic 
° apprenticeship job. creation credit, 127(9)“investment tax 
credit” 

Moufarrége case overruled, 20.1 

Mould 

¢ capital cost allowance, Reg. Sch. I:Cl. 12(d) 
Movable property 

¢ defined 

¢¢ Quebec Civil Code, art. 900-907 

Movie, see Motion picture film 

Moving expenses, see also Relocation 

* certain students, 62(2) 

¢ deduction for, 62(1) 
e residents absent from Canada, 64.1 
defined, 62(3) 

medical expense credit, 118.2(2)(I.5) 

moving to United States, Canada-U.S. Tax Treaty:Art. XIII:6 
“new work location’, 62(1) 

residents absent from Canada 
ee deduction, 64.1 
Multi-employer plan (RPP) 
¢ anti-avoidance, 147.1(14) 
¢ defined, 147.1(1), Reg. 8500(1) 
* pension adjustment limits, 147.1(9) 
* registration requirements, Reg. 8510(7) 


special rules, Reg. 8510(5) 
when revocable, 147.1(9) 


Multiple counting of deductions or credits, 248(28) 
Multiple-unit residential buildings 

¢ capital cost allowance, Reg. Sch. II:Cl. 31, Sch. I[:Cl. 32 
ee separate classes, Reg. 1101(5b) 

Municipal body performing function of government, see 
Public body: performing function of government 
Municipal waste 

¢ defined, Reg. 1104(13) 


¢ included in eligible waste fuel, Reg. 1104(13)“eligible waste 
fuel” 


e used as fuel, Reg. Sch. II:Cl. 43(e)(i)(A), Sch. II:Cl. 43(d)(Gx) 


Municipality, see also Government 
* assistance by, see Assistance/government assistance 
¢ bonds of 


¢¢ constitute qualified securities for securities lending 
arrangement rules, 260(1) “qualified security’’(c) 


¢* no non-resident withholding tax, 212(1)(b)(Gi)(C)dID 


* corporation controlled by, excluded from refundable ITC, 
127.1(2)“excluded corporation” (a)(ii) 

* corporation owned by 

ee bonds of, no non-resident withholding tax, 

212(1)(b)Gi(C)AV) 

e¢ deemed not private corporation for Part IV tax, 227(16) 

ee election to remain taxable, 149(1.11) 

ee exempt from tax, 149(1)(d.5) 

¢ elected officer or school board trustee, expense allowance 
exempt, 81(3) 

* exempt from tax, 149(1)(c) 

e gifts to, 110.1(1)(a)(iv), 118.1(1)“total Sbnciahie gifts’’(c) 
ecologically sensitive land 

¢ — by corporation, 110.1(1)(d)G) 

e by individual, 118.1(1)“total ecological gifts’(a) 

* tax on disposition of without permission, 207.31 
generally 

¢ — by corporation, 110.1(1)(a)(iv) 

* by individual, 118.1(1)“total charitable gifts’ (c) 

officials, bribery of, no deduction, 67.5 

property taxes 

¢ farmland 

ee addition to adjusted cost base, 53(1)(i)(i1i)(A) 
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Municipality (cont'd) 

ee deduction by partner where partnership disposes of land, 
101(c)(@) 

eee limitation on deduction, 18(2)(b) 

* representation to, expenses deductible, 20(1)(cc) 


* support ie for farmers by, information slips, Reg. 
234-23 


* townsite costs, see Townsite costs 
* volunteer emergency worker 

** exemption for, 81(4) 

¢ welfare, see Social assistance payment 

Musical instrument 

* capital cost allowance, Reg. Sch. II:Cl. 8(i) 

* costs, to employee, 8(1)(p) 

Musical work, copyright royalties 

* no withholding tax, 212(b)(vi), 212(9)(b) 

Musician 

¢ deduction from employment income, 8(1)(p), (q) 

¢ U.S. resident, Canada-U.S. Tax Treaty:Art. XVI 

Mute person 

* speech synthesizer 

ee disability supports deduction, 64(a)A(ii)(E) 

¢«« medical expense credit, Reg. 5700(p) 

Mutual agreement procedure, Canada-U.S. Tax Treaty:Art. 
XXVI 

Mutual corporation 

* provincial life insurance corporation converted into, 139 
Mutual fund, see Mutual fund corporation; Mutual fund trust 
Mutual fund corporation, 131 

¢ allocation of gain rates during 2000, 131(1.6) 

* amalgamation, 87(2)(bb) 

* capital gains dividends, election, 131(1)-(1.4), Reg. 2104 

¢ interest on, 131(3.1), (3.2) 

capital gains on Canadian securities, 39(5) 

capital gains redemptions, defined, 131(6) 

deemed private corporation, 131(5) 

defined, 131(8), (8.1), 248(1) 

distributions to non-residents, tax on, 218.3 

dividend refund to, 131(5) 

election not to be restricted financial institution, 131(10) 
first taxation year, 130.1(8) 

flow-through entity for capital gains exemption, 39.1(1), (6) 
increase in paid-up capital not deemed dividend, 131(4) 


information return where share claimed to be qualified 
investment, Reg. 221 


¢* non-residents, distributions to, tax on, 218.3 

* non-residents, for benefit of, 131(8.1) 

* not subject to mark-to-market rules, 142.2(1)‘financial 
institution’’(c)(iii) 
payment of tax, 157(3) 
qualified investment for RRSP, RRIF, etc. 

¢ bond or debenture of trust, Reg. 4900(1)(c. ) 

* unit of trust, Reg. 4900(1)(c) 
refund to, re capital gains dividend, 131(2), (3) 
refundable capital gains tax on hand, 131(6) 

¢ reduction of, 131(9) 
reporting to shareholder of gains in 2000, 131(1.5) 
rollover of property to mutual fund trust, 132.2 
shares of 

* received on amalgamation, ITAR 65(5) 

¢ transferred in exchange for units of mutual fund trust, 

132.2(1)() 
* taxable Canadian property, gains distributed to non-residents, 
131(5.1), (5.2) 

¢ taxed capital gains, 131(7) 

Mutal fund limited partnership 

¢ financing, restrictions on, 18.1 


Mutual fund trust, 132 

* amounts designated by, 132.1 

¢¢ adjusted cost base of unit, 132.1(2) 

¢¢ deduction for, 132.1(1)(c) 

eee carryover, 132.1(4) 

eee limitation, 132.1(3) 

¢¢ inclusion in taxpayer’s income, 132.1(1)(d) 

ee where designation of no effect, 132.1(5) 

* capital gains on Canadian securities, 39(5) 

* capital gains redemptions, defined, 132(4) 

¢ capital gains refund to, 132(1), (2) 

ee interest on, 132(2.1), (2.2) 

¢ defined, 132(6)-(7), 248(1) 

¢¢ election to be from beginning of first taxation year, 132(6.1) 

¢¢ following rollover of assets in qualifying exchange, 
132.2(1)(q) 

¢ retention of status to end of calendar year, 132(6.2) 

distributions to non-residents, tax on, 218.3 

election for December 15 year-end, 132.11 


¢ allocation or designation of amount to be included in 
income, 132.11(6) 


e* late filing of allocation or designation, 220(3.21)(b) 
exemption from Part XII.2 tax, 210.1(b) 

flow-through entity for capital gains exemption, 39.1(1), (6) 
information return, Reg. 204, 204.1 
¢ that trust is qualified investment, Reg. 221 

instalment payments of tax, 156(2) 

interest received by, on behalf of non-residents, exemption, 
212(9)(c) 

* minimum tax not payable by, 127.55(f)(ii) 
¢ non-residents, distributions to, tax on, 218.3 
¢ non-residents, for benefit of, 132(7) 

¢ not subject to mark-to market rules, 142.2(1)“financial 

institution’’(d) 

* obligation guaranteed by, qualified investment for deferred 
income plan, Reg. 4900(1)(i) 

qualified investment for RRSP, RRIF, etc. 
¢ bond or debenture of trust, Reg. 4900(1)(d.1) 
¢ unit of trust, Reg. 4900(1)(d) 

real estate investment trust as, 132(6)(b)(ii) 

refundable capital gains tax on hand 

e defined, 132(4) 

rollover of property to another mutual fund trust, 132.2 
SIFT conversion to corporation 

e exchange of employee stock options, 7(1.4)(b)(vi) 


taxable Canadian property, gains distributed to non-residents, 
1320.1), 2) 


* taxable capital gains 
ee no surtax on, 180.1(2)(c) 
¢ taxation year, election for December 15, 132.11 


taxed capital gains, 132(5) 
transfer of property from mutual fund corporation or trust, 
1322 


* unit of 

e¢ adjusted cost base of, 53(1)(d.2) 

ee “Canadian security”, 39(6) 

e « deemed to be a share for rollover purposes, 132.2(2)“share” 
¢¢ employee option to acquire, 7(1), 110(1)(d) 

ee transferred in course of qualifying exchange, 132.2(1)G) 
¢ year-end, election for December 15, 132.11 

Mutual holding corporation 

¢ deemed dividend on distribution by, 139.2 

¢ defined, for insurance demutualization, 139.1(1) 

Mutual insurance corporations 

* exemption for, 149(1)(m) 

Mutual life insurance corporation 

* provincial corporation converted into, 139 

Mutualization proposal (for insurer), 139 
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N 
NDDA, see Non-deductible distributions amount 
NISA, see Net income stabilization account 
NISA Fund No. 2, see also Net income stabilization account 
* amount credited to, not taxed, 12(10.3) 
¢ deduction by trust, limitation, 104(6)(b)(ii.1), (iii) 
* deemed paid on acquisition of control of corporation, 12(10.4) 
¢ deemed paid on death, 70(5.4) 
e defined, 248(1) 
¢ disposition of, 73(5) 
* paid to non-resident, withholding tax, 212(1)(t), seh scons 
ee information return required, Reg..202(2.1) 
¢ receipt from, included in income, 12(10.2) 


* constitutes active business income, 125(7)“income of the 
corporation for the year from an active businéss” 


¢¢ information return required, Reg: 201(1)(e)” 


* right to benefit, no tax on emigration, 128.1(10)“excluded right 
or interest’’(i) 


¢ rollover to corporation, 85(1)(c.1), 85(1.1)(i) 

° Lp. to spouse or spouse trust, 70(6.1), 73(5)(a), 104(5.1), 

NR4 returns, Reg. 202 

NR4 slips, Reg. 202 

NRO, see Non-resident-owned investment corporation 

NRT, see Trust: non-resident 

NSERC, see Natural Sciences and Engineering Research Council 

NSF cheque, see Cheque: dishonoured 

NSULC, see Nova Scotia: unlimited liability company 

Nanini case overruled, 160(1)(e)(ii) 

Nasdaq over-the-counter stocks 

° ae for deferred income plans before 2002, Reg. 
900(1)(s) [repealed] 

National 

¢ defined, Canada-U.S. Tax Treaty:Art. II:1(k) 

National arts service organization, see Registered national arts 

service organization 

National Child Benefit supplement, 122.61(1)C 

National Defence, see Canadian Forces 

National Film Board 

° Proc person for Canadian film/video tax credit, Reg. 

National Revenue, Department of, see Minister (of National 

Revenue); Canada’ Revenue Agency 

Natural gas, see Petroleum/natural gas 

Natural Sciences and Engineering Research Council 

° pa to, as R&D expenditures, 37(1)(a)(ii), _ 
7(7)“approved 

¢ research grants, taxable, 56(1)(0) 

Nature Conservancy 

¢ prescribed donee, Reg. 3504 

Nav Canada 

¢ debt of, qualified investment. for deferred income plans, Reg. 

4900(1)(q) 

Nazi Germany 

* compensation to victims of, 81(1)(g) 

Needle/syringe 

* medical expense, Reg. 5700(b) 

Negative amounts 

adjusted cost base, deemed gain, 40(3), (3.1) 

capital cost allowance pool, recapture, 13(1) 

cumulative eligible capital, recapture, 14(1) 

in formulas, deemed nil, 257 

investment tax credit balance, recapture, 127(27)-(36) 

taxable income cannot be less than nil, 248(1)“taxable income” 

undepreciated capital cost, recapture, 13(1) 
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Negative policy reserves 

¢ of insurer, 12(1)(e.1), 20(22), Reg. 1400(2) 

Neglect 

¢ grounds for reassessment at any time, 152(4)(a)(i) 

Negligence, see Gross negligence; Neglect 

Nephew, see Niece/nephew 

Net accounting income 

Net capital gains 

¢ defined, for trust allocations of capital gains in 2000, 
104(21. 5)(d) 

Net capital loss 

¢ amalgamation, on, 87(2.1) 

¢ carryover of, 111(1)(b) 

ee limitation, 111(1.1) 

e death, on, 111(2) 

¢ defined, 111(8), (9), 248(1) 

ee for trust allocations of capital gains. in 2000, 104(21.5)(e) 

¢ determination of, by Minister, 152(1.1), (1.2), (1.3) 

¢ limitation on deductibility, 111(3) 

¢ non-deductible where control of corporation changed, 111(4) 

e partnership, from, 96(1) 

e reassessment, 152(6)(c) 

e reduction of, on debt forgiveness, 80(4)(b) 

e subsidiary’s, on winding-up, 88(1.2) 

Net corporate income tax rate 

¢ defined, 248(1) 

Net cost (of labour-sponsored funds share) 

¢ defined, 127.4(1), 211.7(1) 

Net cost of pure insurance 

¢ defined, Reg. 308 

¢ premium deductible where used as collateral, 20(1)(e.2) 

Net decrease in the excess corporate holdings percentage 

¢ for private foundation rules 

ee allocation of, 149.2(7) 

ee defined, 149.2(4) 

Net earnings (of foreign affiliate) 

e defined, Reg. 5907(1) 

* exempt due to tax sparing, Reg. 5907(10) 

e included in exempt earnings, Reg. 5907(1)“exempt 
earnings ”(d)(1) 

e included in taxable earnings, Reg. 5907(1)“taxable_earnings”(b) 

Net forgiveness amount 

e reserve for, 61.3(1)(a), 61.3(2)(a) 

Net income (on income tax return) 

¢.. defined, 3 

Net income stabilization account, see also NISA Fund No.2 

¢ administration fee, deductible, 20(1)(ff) 

¢ death of taxpayer, on, 70(5.4), 70(6.1) 

¢ defined, 248(1) 

e fair market value of, for certain capital gains exemption rules, 
110.6(1.1) 

¢ money borrowed to contribute to, no deduction for interest, 
18(11)(f) 

¢ no accrual of interest income, 12(3), 12(11)“investment 
contract’’(j) 


¢ transfer to spouse or spouse trust, 70(6.1) 

Net increase in the excess corporate holdings percentage 
¢ for private foundation rules 

ee allocation of, 149.2(5) 

ee defined, 149.2(3) 

Net interest rate 

e defined, 211(1) 

Net loss (of foreign affiliate) 

e defined, Reg. 5907(1) 

Net past service pension adjustment (net PSPA) 
¢ defined, 146(1), 204.2(1.3) 
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Net premium for the policy 

¢ defined, re policy reserves, Reg. 1408(1) 

Net resource adjustment 

e defined, Reg. 5203(3.1) 

* reduces adjusted business income for M&P credit, Reg. 
5203(1)‘adjusted business income”(b) 

Net resource income 

¢ defined, Reg. 5203(3) 

Net surplus (of foreign affiliate) 

¢ defined, Reg. 5907(1) 

Net taxable capital gains 

¢ defined, 104(21.3) 

Net tax owing 

¢ defined (for instalments), 156.1(1) 

Net worth assessment, 152(7) 

Netherlands, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(1) 

* universities, gifts to, Reg. Sch. VIII s. 20 

Network equipment, see Data network infrastructure equipment 

New Brunswick, see also Province 

¢ Community Development bonds, eligible for RRSP investment, 
Reg. 4900(1)(i.1) 

* tax rates, see introductory pages 

New corporation, see Amalgamation; Corporation 

New gain 

¢ defined, for foreign currency debt after change of control, 
40(10), (11) 

New law 

¢ defined, ITAR 12 


¢ references to, having same number as a provision in Part IV or 
VIII of former Act, ITAR 16 


¢ references to subject matter of old law, ITAR 13 

New loss 

* defined, for foreign currency debt after change of control, 
40(10), (11) 

New share 

¢ defined, Reg. 6202.1(5) 

New Zealand, see also Foreign government 

* currency loan, see Weak currency debt 

¢ stock exchange recognized, Reg. 3201(k) 

* universities, gifts to, Reg. Sch. VIII s. 22 

Newfoundland and Labrador, see also Province 


¢ Canada—Newfoundland Atlantic Accord, communication of 
information for, 241(4)(d)(vi) 


¢ cod fishermen compensation, see Northern Cod Compensation 
and Adjustment Program 


* corporation incorporated in, before 1949 


** deemed incorporated in Canada, 248(1)“corporation 
incorporated in Canada” 

labour-sponsored venture capital corporation of 

* prescribed, Reg. 6700(a)(i1i), (xii) 

offshore area 

¢ defined, 248(1) 

¢ included in “province”, 124(4) 

prescribed area, for electrical energy or steam processing, 

127(9)“qualified property”’(c.1) 

* prescribed designated region, 127(9)“specified 
percentage’’(a)(vi), Reg. 4607 

* prescribed stock savings plan, Reg. 6705(d) 

* qualified property acquired for use in, 127(9)“specified 
percentage’’(a), (e) 

* tax rates, see introductory pages 

News show 


° are for Canadian film/video credit, Reg. 
1106(1)“excluded production’(b)(i) 

¢ ineligible for film/video production services credit, Reg. 
9300(2)(a) 


Newspaper advertising, limitation, 19 

Niece/nephew 

¢ deemed related, for purposes of certain trust rules, 104(5.7)(b) 
¢ defined, 252(2)(g) 

* dependent, 118(6)(b) 

* property transferred to, income attribution re, 74.1(2) 
Nil, minimum amount for formula calculations, 257 
Nil income 

* equivalent to zero income, 3(f) 

1942 Conventions 

¢ defined, Canada-U.S. Tax Treaty:Art. III:1G) 
1948 Income Tax Act, The, defined, ITAR 12 

1971 receivables, ITAR 23(5)“1971 receivables” 

1977 carryforward deduction, Reg. 2408 

1977 excess policy dividend deduction, Reg. 2407 
Nobel Prize, non-taxable, Reg. 7700 

Nominee, see also Bare trust 

¢ defined, 127(3), Senate Appointment Consultations Act, s. 2(1) 
Non-arm’s length indicator 

¢ application to foreign trust, 233.2(2) 
Non-arm’s length person 

* excessive payment where property surrendered to creditor, 

79(3)E(a) 

¢ interest on debt relating to acquisition of land, 18(3)“‘interest 
on debt relating to the acquisition of land’’(b) 

loans to, 56(4.1)-(4.3) 

meaning of, see Arm’s length: meaning of 

non-resident, transactions with 
¢ extended reassessment period, 152(4)(b)(iii) 
¢ information return, 233.1 

soft costs relating to construction, 18(3.1)(b), 18(3.2)(b) 

* transfer of property to or from, 69(1) 

Non-arm’s length transactions 

* agreement to pay low rent for property 

¢¢ effect on disposition of property, 69(1.2) 
* amalgamated corporations, 251(3.1) 

* corporation having, with non-resident persons 
ee extended reassessment period, 152(4)(b)(ii) 
ee information return, 233.1 

¢ depreciable property acquired through, 13(7)(e) 
** corporations controlled by one trustee, 13(7.3) 
¢ disposition at less than fair market value, 69(1)(b) 
¢ eligible capital property acquired through, 14(3) 
* inadequate considerations, 69 
* income or gain from property transferred 


¢ transferor and transferee liable for tax, 160 
lease of depreciable property, 13(32) 
life insurance policy, disposition, 148(7), (8) 
non-resident, unreasonable consideration paid to, 247 
presumption, 251(1)(a) 
property disposed of in, ITAR 26(5) 
purchases at more than fair market value, 69(1)(a) 
rights or things transferred to beneficiary 
e deemed cost, 69(1.1) 
sale of shares, 84.1 
* non-resident, by, 212.1 
share for share exchange, 85.1(2)(a) 
¢ transfer of right to income, 56(4) 
* unpaid amounts, 78(1), (2) 
Non-business income tax (foreign) 
¢ deduction for, 126(1) 
e defined, 126(7) 
ee for trust, 104(22.4) 
Non-cancellable or guaranteed renewable accident and 
sickness policy 
e defined, Reg. 1408(1) 
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Non-capital loss 


e 
e 
e 
e 
e 
e 
e 
e 
e 
e 
e 
e 


amalgamation, on, 87(2.1), (2.11) 
carryover of, 111(1)(a) 

corporation, by, 111(5)-(5.4) 

winding-up of subsidiary, on, 111(5.4) 
defined, 111(8), (9), 248(1) 
determination of, by Minister, 152(1.1), (1.2), (1. 3) 
employee life and health trust’s, 111(7:3)+(7.5), 144.1(13) 
insurer’s, 111(7.1) 
life insurer’s, 111(7.2) 
limitation on deductibility, 111(3) 
partnership, from, 96(1) 
reassessment, 152(6)(c) 
reduction of, on debt forgiveness, 80(3)(a), 80(4)(a) 
subsidiary’s, on winding-up, 88(1:1) 


Non-CCPC 


defined, 89(1)“low rate income pool” 
predecessor, 89(5)(b) 


Non-competition agreement, see Restrictive covenant 
Non-compliant registered disability savings plan 


effect of, 146.4(10) 
meaning of, 146.4(11), (12) 


Non-conventional lands, defined, Reg. 1206(1) 
Non-Crown royalty 


defined, for mining tax deduction, Reg. 3900(1) 


Non-deductible distributions amount 


defined, 104(16), 122(3) - 


Non-discretionary trust 


defined, 17(15) 


Non-discrimination, Canada-U.S. Tax Treaty:Art. XXV 
Non-participating life insurance policy 


defined, 211(1) 


Non-periodic payments 


tax deduction, Reg: 103 


Non-portfolio earnings 


defined, for SIFT partnership distributions, 197(1) 
defined, for SIFT trust distributions, 122.1(1) 


Non-portfolio properties 


¢ defined, for SIFT trust and BARMEEhiD distributions, 122-1(1), 


248(1) 


Non-profit association, see Non-profit organization 
Non-profit corporation, see also Non-profit organization 


Non-profit organization, 


qualified investment for RRSP etc., Reg. 4900(1)(r) 
scientific research and experimental development, for 
annual return, 149(7) 
exemption, 149(1)(j) 
payments to, 37(1)(a)(iii) 
see also Charity, Non-profit 


corporation 


exemption for, 149(1)(1), 149(2) 
deemed a trust, 149(5) 
foreign, defined, Reg. 6804(1) 
information return, whether required, 149(5), 149(12), 
150(1)(a) 


Non-qualified investment, see also Qualified investment 


charitable foundation 
defined, Reg. 3700 
deferred profit sharing plan 
acquisition of, tax on, 198(1) 
defined, 204“‘qualified investment” 
disposition of, refund of tax, 198(4) 
initial, 199, 204“initial non-qualified investment” 
tax on, 207.1(2) 
private foundation 
acquisition of, tax on, 189(1) 
defined, 149.1(1)‘‘non-qualified' investment” 
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* proportional holdings election, 259(1), (3) 
° registered education savings plan (RESP) 
e* revocation of plan, 146.1(2.:1), (12.1) 
ee tax on holding, 207.1(3) 

* registered retirement income fund (RRIF) 
ee acquisition of, 146.3(7), (9) 
ee defined, 146.3(1)“qualified investment” 
ee disposition of, 146.3(8) 

ee tax on, 207.1(3) 

¢ registered retirement savings plan (RRSP) 
*¢ acquisition of, 146(10) 


ee defined, 146( 1)“non-qualified investment”; 
investment” 


e ¢,. disposition of, 146(6) 

ee taxon, 207.1(1) 

¢ tax-free savings account (TFSA) 

e¢ defined, 207.01(1) 

ee holding of, tax on, 207.04(1) 

eee waiver of tax, 207.06(2) | 

ee investment ceasing to be, 207.04(5) 

ee obligation of. issuer, 207.01(5) 

Non-qualifying business 

¢ defined, for FAPI rules, 95(1) 

Non-qualifying corporation (for small business investment tax 
credit) 

¢ defined, 127(9) 

Non-qualifying country 

¢ defined, for FAPI rules, 95(1) 

Non-qualifying private foundation 

[this draft definition of Oct.2/07 was detetets) see now Vabestnent 
obligation percentage] 

Non-qualifying real property 

¢ defined, 108(1), 110.6(1), 131(6) [all repealed] 
Non-qualifying security 

¢ calculation of capital gain on, 40(1.01) 

* ceasing to be, 118.1(13)(b) 

¢ defined, 118.1(18) 

¢ donation of 

ee credit disallowed to individual; 118.1(13) 

ee death of donor, 118.1(15) 

e ¢ deduction disallowed to corporation; 110.1(6) 

eee amalgamation, effect on donor, 87(2)(m.1) 

ee windup, effect of, 88(1)(e.2), (e.61) 

¢ exchanged for another non-qualifying security, 118.1(14) 
¢ reserve on donation of, 40(1.01)(c) 

ee disallowed in year of death, 72(1)(c) 

Non-refundable credits, 118—118.94 

Non-resident, see also Non-resident tax; Becoming resident in 
Canada; Ceasing to be resident in Canada; Former resident 
e actor, see Actor: non-resident 

¢ agent for, liable to withhold tax, 215(3) 

¢ alimony/maintenance paid to, 212(1)(f) 

¢ allowance for investment in property in Canada, Reg. 808 
¢ alternative re rents and timber royalties, 216 
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“qualified 


amount owing to corporation resident in’ Canada, 17(1) 
amount paid to, re pre-1976 bond, etc. 
¢ prescribed countries, ITAR 10(4), Reg.1600 
amounts received under certain contracts, 115(2)(c.1), 
115(2)(e)(v) 
ee withholding tax, 153(1)(0) 
* annuity payments to; 212(1)(0) 
* assessment under Part XIII, 227(10) 
° assuming debt for Canadian business; 76.1(2) 
* becoming, see Ceasing to be resident in Canada 
* beneficiary, see Beneficiary: non-resident 
¢ benefit conferred on, 246(1)(b) 
¢ benefits paid to, 212(1)q) 
e branch tax, 219 
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Non-resident (cont’d) 


e e e e e e e e e e e 


e e e e e e e e e ° e e e e e e e e e e e e e e e e 


Canadian resource property, income earned on, 115(4) 
capital cost allowance, Reg. 1102(3) 
capital dividend paid to, 212(1)(c)(ii), 212(2)(b) 
capital gains of, taxed, 115(1)(b) 
* proration re gains before May 1995, 40(9) 
capital property, change in use, 45(1)(d) 
carrying on business in Canada 
¢ extended meaning of, 253 
¢ liability for income tax, 2(3)(b) 
ceasing to be, see Becoming resident in Canada 
change in use (or proportions of use) of capital property, 
45(1)(d) 
change in use (or proportions of use) of depreciable property 
¢ “gaining or producing income” from a business, 13(9) 
corporation, see also Foreign affiliate 
bonds of, eligible for RRSP investment, Reg. 4900(1)(p) 
branch tax, 219(1) 
debt forgiveness reserve, 61.3(2) 
deemed, where not resident due to treaty, 250(5) 
dividend received by Canadian corporation from, 112(2) 
income bond/debenture, interest on, 15(4) 
required to file tax return, 150(1)(a) 
shares of, for deferred income plans, 204*‘qualified 
investment’(h) 
RESP qualified investment, 146.1(1)“‘qualified 
investment’’(a) 
RRSIF qualified investment, 146.3(1)“qualified 
investment’’(a) 
RRSP qualified investment, 146(1)“qualified 
investment’’(a) 


credit for tax paid on emigration, 119 

debt owing to corporation resident in Canada, 17 

deductions allowed, in computing income from a source, 4(3) 
deferred profit sharing plan payments to, 212(1)(m) 

defined, 248(1) 

disposition of property by 

¢ Canadian resource property, certificate re, 116(5.2) 

¢ Canadian securities, 39(5)(g) 

* interest in real property etc., 216(5) 

¢ life insurance policy, presumption re, 116(5.4) 


taxable Canadian property, see taxable Canadian property 
(below) 


* treaty-protected property, 116(5.01), (5.02) 
where tax deferred under tax treaty, 115.1 

"dividend paid to, 212(2) 
¢ stop-loss rule, 40(3.7) 

election to file return under Part I 
* certain payments, 217 
* rents and timber royalties, 216 
¢ restriction on deduction, 216(8) 

eligible capital property of, 14(14), (15) 

emigration, see Ceasing to be resident in Canada 
employed in Canada 

¢ liability for income tax, 2(3)(a) 

energy conversion grants paid to, 212(1)(s) 

entity, see Non-resident entity 

estate or trust income paid to, 212(11) 

exchanged for another non-qualifying security, 118.1(14) 
exchanges of property, determination of gain, 44(7) 
excluded property, defined, 116(6) 

financial institution, see also Authorized foreign bank 

¢ beginning to use property in Canadian business, 142.6(1.2) 
* ceasing to use property in Canadian business, 142:6(1.1) 
foreign tax credit re disposition before Oct/96, 126(2.2) 
former resident, credit for tax paid on emigration, 119 
home insulation grants paid to, 212(1)(s) 
income-averaging annuity contract payments to, 212(1)(n) 
income earned in a province, Reg. 2602 
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“income for the year”, 120(3) 

income from ship or aircraft, exempt, 81(1)(c) 
individual 

* computation of Part I tax, 118.94 

¢ required to file tax return, 150(1.1)(b) 

e tax credits, 118.94 

insurance corporation, see Insurance corporation: non-resident 
insurer, liability for additional tax on branch profits, 
219(4)(8) 

inventory of, 10(12)-(14) 

investor, see Non-resident investor 

issuing obligation at discount, 16(2), (3) 

limited partnership losses, carryover of, 111(10) 
loan to, by corporation, 17 

management fees paid to, 212(1)(a) 

moving debt from Canadian business, 76.1(1) 

no reserve for amount not due until later year, 20(8) 
non-arm’s length sale of shares by, 212.1 

obligation transferred or assigned to 

¢ where deemed resident, 214(9) 

ownership certificate required of, 234 

partnership, withholding tax on payments to, 212(13.1)(b) 
patronage dividends paid to, 212(1)(g) 

payments from 

e information return, Reg. 203 

payments to, 212(1) 

* deemed, 214(3), (3.1) 

¢ information returns, Reg. 202, 203 

pension benefits paid to, 212(1)(h) 

pension fund, see Non-resident pension fund 
persons, Reg. 805 

e excluded property, Reg. 810 


plan for benefit of, re services rendered outside Canada, 
excluded from “retirement compensation arrangement’, 248(1) 


* exception re “resident’s arrangement’, 207.6(5) 
real estate of, transfer to corporation, 85(1.1)(h), 85(1.2) 
refund of Part XIII tax, 227(6) 
registered education savings plan payments to, 212(1)(r) 
registered retirement income fund payments to, 212(1)(q) 
registered retirement savings plan payments to, 212(1)(1) 
remuneration for office, employment or services, 115(2)(c.1), 
115(2)(e)(v) 
¢ withholding tax, 153(1)(0) 
rents/royalties paid to, 212(1)(d) 
retirement compensation arrangement, purchase price of 
interest in, 212(1)(j) 
retiring allowance paid to, 212(1)(.1) 
return may be required of, 215(4) 
salary deferral arrangements, 6(13) 
shareholder 
* loan to, from corporation, 15(2.2), (8), 227(6.1) 
spousal support payments, 212(1)(f) 
stop-loss credit, 119 
student, 115(2) 
supplementary unemployment plan benefits paid to, 212(1)(k) 
TFSA taxable payments to, 212(1)(p) 
tax, see also Non-resident tax 
¢ tax under Part I, 2(3) 
taxable Canadian property 
disposition of, 2(3)(c), 115(1)(b), 116 
failure to give Minister notice, offence/penalty, 238(1) 
prorating for gains before May 1995, 40(9) 
purchaser liable for tax, 116(5) 
taxable income earned in Canada, 115 
¢ deductions permitted, 115(1)(d)-(f/) 
taxable income of corporation earned in a province, Reg. 413 
taxation year of, 250.1(a) 
time, see Non-resident time 
timber royalties paid to, 212(1)(e) 


ee 
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Non-resident (cont’d) 

* transactions not at arm’s length with, 247 

** extended reassessment period, 152(4)(b)(iii) 
ee information return re, 233.1 

penalty for failure to file, 162(10) 
transfer pricing rules, see Transfer pricing 
treaty-exempt property, 116(6.1) 

trust, see Trust (or estate): non-resident 
unreasonable consideration from, 247 
unreasonable consideration paid to, 247 


withholding tax, 212, 215(1), 227(10), Reg. 105, see also 
Non-resident tax 


ee joint and several liability, 227(8.1) 
Non-resident financial institution, see Non-resident: financial 
institution 
Non-resident investor 
¢ defined, 218.3(1) 
Non-resident-owned investment corporation (before 2004); 133 
* amalgamation, 87(2)(cc) . 
* deemed not Canadian, taxable Canadian, or private 
corporation, 134 
¢ dividend received by trust from, for benefit of non-residents, 
104(10), (11), 312(9)(a) 
¢ election to be taxed as, 133(8)“non-resident-owned investment 
corporation”(e), Reg. 500 
¢ exempt from Part IV tax, 186.1(b) 
* interest received by trust from, for benefit of non-residents, 
212(9)(a) 
no foreign affiliate of, 95(1)“foreign aftiliate” 
payment of tax, 157(3) 
¢ election to remain NRO during phase-out, 134.1 


¢ eliminated after 2003, 133(8)“non-resident-owned 
investment corporation’”(g)—(i) 


¢ revocation of election to be taxed as, 134.2 

* share of constitutes excluded property, 108(1)“eligible real 
property gain” 

* taxation year-end choice on revocation of election to be taxed 
as, 134.2 

Non-resident pension fund 

¢ deemed not carrying on business in Canada, 115.2(2) 

¢ defined, re not carrying on business in Canada, 115.2(1) 

Non-resident person 

¢ defined, re international banking centre, 33:1(1) 

¢ eligible loan to, by international banking centre, 33.1(1) 

Non-resident portion (of trust) 

e defined, 94(1) 

¢ excluded from deemed-resident trust’s income, 94(3)(f)() 

Non-resident tax, 212—218; ITAR 10, Reg. 800-810 


¢ additional tax on non-resident corporation carrying on business 
in Canada, 219 


e¢ insurers, 219(4)-(8) 

¢ alimony, 212(1)(f 

* annuity payments, 212(1)(0) 
* assessment under Part XIII, 227(10) 
¢ Canada Pension Plan benefits, 212(1)(h)(ii) [repealed] 
ee election to file return, re, 217 
* certificate for non-resident with PE in Canada, Reg. 805.1 
¢ deemed dividends, 214(3) 

¢ deemed income, on, 214(4) 
¢ deemed interest, 214(6)-(14) 


deferred profit sharing payments, 212(1)(m) 
¢ election to file return re, 217 
dividends, 212(2) 
¢ deemed payment of, 212.1(1) 
¢ from foreign business corporation, 213(1) 
eligible funeral arrangement, return of funds, 212(1)(v) 
employee benefit plan, trust payments not subject to, 212(17) 
employee life and health trust benefits, 212(1)(w) 
energy conversion grant, 212(1)(s) 


* estate or trust income, 212(1)(c) 

e* exemption, 212(9), (10) 

¢ home insulation grant, 212(1)(s) 

¢ identification of obligations, Reg. 807 

¢ income and capital combined, 214(2) 

e income imputed to transferor, not: taxable, 212(12) 

e insurers, Reg. 800-805.1, 2401, 2403 

¢ interest, 212(1)(b) 

° government bonds, exempt, 212(1)(b)(ii) 

e loan to wholly-owned subsidiary, 218 

° long-term debt, exempt, 212(1)(b)(vii) 

° on provincial bonds, 212(6) 

° replacement obligation where corporation in financial 
difficulty, 212(3) 

* international organizations, prescribed, Reg. 806 

¢ limitation on rate, ITAR, 10(6) 

* maintenance, 212(1)(f) 

* management fee, 212(1)(a) 

e° defined, 212(4) 

¢ motion picture films, payments for use of etc., 212(5) 

¢ mutual fund distributions, 218.3 

* no.action for withholding, 227 

¢ no deductions from income, 214(1) 

* non-arm’s length sale of shares. by non-resident, 212.1 

¢ obligation transferred or assigned 

** non-resident deemed resident, where, 214(9) 

e Part XIV, 219 

¢ partnership payer or payee, 212(13.1), (13.2) 

* patronage dividend, 212(1)(g) 

* payee certificate, Reg. 805.1 

¢ pension benefits, 212(1)(h) 

ee election to file return re, 217 

¢ prescribed international organizations, Reg. 806 

¢ refund of, 227(6) 

* registered education savings plan, payments out of, 212(1)(r) 

¢ registered retirement income fund, 212(1)(q) 


eeee® 


registered retirement savings plan, payments out of, 212(1)(1) 
¢ election to file return re, 217 
regulations 
e reducing amount to be deducted or withheld, 215(5) 
e residents etc., re, 214(13) 
rent, royalties, 212(1)(d), 212(13) 
¢ alternative re rents and timber royalties, 216 
retiring allowances, etc., 212(1)@.1) 
¢ election to file return re, 217 
securities in satisfaction of income debts, 214(4) 
spousal/child support, 212(1)(f) 
standby charges and guarantee fees, 214(15) 
supplementary unemployment benefits, 212(1)(k) 
¢ election to file return re, 217 
TFSA, taxable payments from, 212(1)(p) 
timber royalty, 212(1)(e) 
¢ alternative re, 216 
trust or estate income paid to, 212(1)(c) 
withholding of, 215, Reg. 105 
e reduction of, Reg. 809 
Non-resident time 
e defined, 94(1) [proposed] 
Non-resident trust, see Trust: non-resident | 
Non-residential building, see Eligible non-residential building 
Non-share-capital corporation 
¢ whether control acquired, 256(8.1) 
Non-share consideration (boot) 
e effect of mutual fund rollover, 132.2(1)(c) 
¢ effect on non-arm’s length sale of shares, 84.1(1)(b) 
¢ effect on section 85. rollover, 85(1)(b) 
Non-taxable obligation, defined, 240(1) 
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Non-taxable portion (of disability assistance payment) 

¢ defined, 146.4(7) 

Normal reassessment period 

e defined, 152(3.1) 

* limitation on reassessments, 152(4), (5) 

Nortel Networks spin-off, 55(3.02) 

Northern Canada 

¢ additional car allowance in Yukon and N.W.T., Reg. 
7306(a)(ii1) 

* credit for residing in, 110.7, Reg. 7303.1 


rescribed northern zone and prescribed intermediate zone, 
eg. 7303.1 


* remote work site, employment at, 6(6) 

Northern Cod Compensation and Adjustment Program, see 

also Fishing: compensation programs 

* overpayments repaid, deductible, 60(n)(v) 

* payments received under, taxable, 56(1)(a)(vi) 

¢« withholding of tax at source, 153(1)(m) 

Northwest Territories, see also Northern Canada 

* additional $0.04 reasonable kilometrage allowance, Reg. 
7306(a)(i11) 

¢ Risk Capital Investment Tax Credits Act, corporation under 

* prescribed assistance under, Reg. 6702(a.2) 

e¢ prescribed LSVCC, Reg. 6701(i) 

oe es Rg venture capital corporation, Reg. 6700(a)(xiii), 

** qualified investment, Reg. 4900(1)(.12) 

* tax rates, see introductory pages 

Norway, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(u) 

Not-for-profit organization, see also Non-profit organization 

¢ defined, Canada-U.S. Tax Treaty:Art. XXIX-A:5(d) 

Notary (in Quebec), see Lawyer 

Notch provision (medical expenses), 118.2(1)D 

Note, see Promissory note 

Note-taking services 

¢ disability supports deduction, 64(a)A(i1)F 

e medical expense credit, 118.2(2)(1.41) 

“Nothings”, ITAR 21, see also Eligible capital property 

Notice of assessment, see Assessment: notice of 

Notice of determination, 152(1.2), see also Determination 

e date of, 244(15) 

¢ loss carryforwards, 152(1.1) 

* partnership income or loss, 152(1.5) 

ee objection to, 165(1.15) 

* presumption re mailing date, 248(14) 

Notice of intent (to revoke RESP) 

* appeal from, 172(3)(e.1) 

¢ defined, 146.1(12.1) 

Notice of objection, 165, see also Objection 

* appeal following, whether new issues can be raised, 169(2.1) 

e deadline, 165(1) 

¢ determination of partnership income or loss, 165(1.15) 

* extension of time to file 

e* by Minister, 166.1 

*° by Tax Court, 166.2 

* form, 165(1), (2) 

* large corporation, issues to be specified, 165(1.11) 

¢ limitation on grounds for objection, 165(1.1) 

* service, 165(2), (6) 

Notice of revocation (of RESP) 

¢ defined, 146.1(12.2) 

¢ effect of, 146.1(13) 

Nova Scotia, see also Cape Breton; Province 


* Community Economic Development Corporation, qualified 
investment for deferred income plans, Reg. 4900(1)(@.11) 


* Equity Tax Credit Act, corporation under, qualified investment, 


fire. 4900(1)(i.11) 

* labour-sponsored venture capital corporation of 

e¢ prescribed, Reg. 6700(a)(ili), (xiv) 

¢ offshore area 

** amount taxable earned in, Reg. 414, 415 

*¢ included in “province”, 124(4)“province” 

** meaning, 248(1) 

¢ Offshore Petroleum Resources Accord, communication of 
information for, 241(4)(d)(vi) 

° prcsgined area, for electrical onerey or steam processing, 

27(9)qualified property”(c. 1) 

* prescribed designated region, 127(9)“specified 
percentage”’(a)(vi), Reg. 4607 

* prescribed stock savings plan, Reg. 6705(c) 

* qualified property acquired for use in, 12709)" ‘specified 
percentage”’(a), (e) 

* tax rates, see introductory pages 

¢ unlimited lability company, 248(1)“corporation” (Notes) 

** treaty benefit denial, Canada-U.S. Tax Treaty:Art. 1V:7 

Nuclear Fuel Waste Act 

* trust required by, no tax on, 149(1)(z.2) 


Numbers, see also Dollar amounts in legislation and regulations 


¢ singular includes plural, /nterpretation Act s. 33(2) 
Nun 

* income of, not taxed, 110(2) 

Nurse 

¢ defined, 118.4(2) 

Nursery school, see Child care expenses 

Nursing home 

* cost of care, as medical expense, 118.2(2)(b), (d) 


O 
OAS, see Old Age Security Act benefits 
OECD, see Organisation for Economic Cooperation and 
Development 
OSFI risk-weighting guidelines 
¢ defined, 248(1) 
Oaths 
¢ administration of, 220(5), Interpretation Act s. 19 
¢ defined, Interpretation Act s. 35(1) 
One: 165, see also Appeal; Notice of objection 
assessment or reassessment, to, 165(1) 
* books and records, 230(6) 
° ant penalties or suspension of receipting privileges, to, - 


effect of Minister’s filing notice, 165(4) 
expense of making, deductible, 60(0) 

extension of time for filing, 166.1, 166.2 
Minister’s duty on, 165(3) 

notice of, 165(1) 

Part IV.1 tax, 187.6 

Part VI.1 tax, 191.4(2) 

Part X1.01, 207.07(3) 

Part XII.2 tax, 210.2(7) 

Part XII.3 tax, 211.5 

Part XII.4 tax, 211.6(5) 

partnership income or loss, 165(1.15) 
repayment on, 164(1.1) 

restriction on collection action while underway, 225.1 
second notice not required after reassessment, 165(7) 
service of notice of, 165(2) 

waiver of right to object, 165(1.2), 169(2.2) 
Obligation, see also Bond; Debt; Debt obligation 
* assignment of 

*¢ non-resident tax, 214(14) 

**¢ where non-resident deemed resident, 214(9) 
¢ defined, ITAR 26(12)“obligation” 
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Obligation (cont'd) 
* discount on, deduction for, 20(1)(f) 
¢ identification of, Reg. 807 


* issued at discount by tax-exempt person, non-resident, or 


government body, 16(2), (3) 

parked, 80.01(7) 

predecessor corporation, of, 87(6), (7) 

principal amount of 

¢ defined, 248(1) 

¢ limitation on deductibility, 18(1)(f) 

¢ purchase of, by issuer, 39(3) 

* received on amalgamation, ITAR 26(23) 

¢ sale of 

** non-resident tax, 214(7), (7.1) 

* satisfaction of, deemed not to be disposition, 49.1 
* specified, 80.01(6) 

* taxable and non-taxable, defined, 240(1) 
Obsolescence 

* allowance re, limitation on deductibility, 18(1)(b) 
Occupational therapist 

* certification of impairment 

ee for disability credit, 118.3(1)(a.2)(iv) 

*¢ for education credit, 118.6(3)(b)(iii) 

¢ defined, 118.4(2) 


* therapy qualifying for medical expense credit, 118.2(2)(1.9) 


Offences, 238(1), 239 

attempted evasion, 239(1) 

compliance orders, on conviction of, 238(2) 
corporation officers, 242 


credits, false statements, 239(1.1) 
disclosure of confidential information, 239(2.2) 
failure | 
file return, 238(1) 
keep records, 238(1) 
keep tax deductions separate, 238(1) 
permit investigation, 238(1) 
withhold tax deductions, 238(1) 
false statements, 239 
fines, no deduction for, 18(1)(t) 
minimum fines, 243 


penalties for, see Penalty 

refunds, false statements, 239(1.1) 
saving provision, 238(3) 

secrecy violation, 239(2.2) 

Social Insurance Number, re, 239(2.3) 
RESP contributions, 146.1(2)(g.3) 

two or more in one complaint, 244(2) 
Office, defined, 248(1) 

Office at home, see Work space in home 
Office de professions du Québec 

¢ dues to, deductible, 8(1)(i)(vi1) 

Office or employment 

¢ benefits from, includable in income, 6(1) 
¢ in home 

** conditions for deductibility, 18(12) 

¢ income from, 5(1) 

ee deductions, 8 

° inclusions, 6 

° share options, 7 

¢ limitation on deductions, 8(2) 
¢ loss from, 5(2) 


eH8.°e e .° eee e86.° e e eoeoeeeje e ee. 6° ee @ @ 


payment for loss of, see Retiring allowance 
share option benefits, 7 


used to purchase income-averaging annuity contract, 


deductible, 61(2)(b) 


court has no power to decrease’ punishment for, 243 


non-resident failing to give notice under s. 116(3), 238(1) 
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Office rent 

* paid by employee, deduction, 8(1)(i)(ii) 

ee certificate of employer, 8(10) 

Officer 

¢ administering and enforcing Act, 220(2) 

¢ bribery of, non-deductible, 67.5 

* corporation, of 

ee execution of documents by, 236 

¢¢ guilty of corporation’s offence, 242 

¢ defined (under “office’’), 248(1) 

Official 

¢ defined, re communication of taxpayer information, 241(10) 

¢ CRA, powers and duties delegated to, 220(2.01), Reg. 900 

Official receipt 

¢ defined 

e¢ for political contributions, Reg. 2002(1) 

ee for donations and gifts, Reg. 3500 

Official receipt form 

¢ defined 

ee for political contributions, Reg. 2002(1) 

ee for donations and gifts, Reg. 3500 

Offset interest 

* against instalments, 161(2.2) 

* arrears against refund interest, 161.1 

Offshore assets 

e disclosure of, to CRA, 233.3 

Offshore corporation, see Foreign affiliate; Non-resident 

Offshore drilling vessels 

¢ capital cost allowance 

ee additional, Reg. 1100(1)(va) 

ee separate classes, Reg. 1101(2b) 

Offshore investment fund, 94.1 

° property 

*¢e cost base, additions to, 53(1)(m) 

ee designated cost, 94.1(2) 

ee prescribed, Reg. 6900 

Offshore region 

* prescribed, for investment tax credit, Reg. 4609 

Offshore trust, see also Trust (or estate): non-resident 

¢ distribution from, reporting requirement, 233.5 

¢ taxation of, where Canadian beneficiary, 94-94.2 

¢ transfer of property to, reporting requirement, 233.2 

Off-the-shelf seismic data, see Seismic testing 

Oil and gas, see Canadian oil and gas property expense; Flow- 

through shares; Petroleum/natural gas; Resource expenses 

Oil burner mechanic 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Oil or gas field 

* unitized, see Unitized oil or gas field in Canada 

Oil or gas well 

¢ allowances, 65, Reg. 1207 

*¢ additional, Reg. 1208 

* certificate re, ceasing to be valid; 66.1(10) 

¢ defined, 248(1) 

Oil or gas well equipment 

* capital cost allowance, Reg. Sch. II:Cl. 10G), Sch. I:Cl. 41 

Oil Pollution Compensation Fund 

* trust under, 94(1)“exempt foreign trust’’(c)(iv) 

Oil refinery 

* capital cost allowance, Reg. Sch. II:Cl. 10(u), Sch. ICl..41 

Oil sands 

¢ additional allowance, Reg. 1100(1)(y), (ya) 

¢ included in definition of “mineral”, 248(1) 

* property, see Oil sands. property 
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Oil sands project 

¢ defined, Reg. 1104(2) 

Oil sands property 

* capital cost allowance, Reg. St ee 1), 1100(1)(y.1), 
1100(1)(ya.1), Sch. I: Cl. 41, 41.1 

¢¢ effect of transfer due to reorganization, Reg. 1102(14.11) 

¢ defined, Reg. 1104(2) 

* separate class, Reg. 1101(4e), (4f) 

Oil shale, included in definition of “mineral”, 248(1) 

Oil Substitution Program, see Energy: conversion grant 

Okalta Oils Ltd. case overruled, 152(1.1) 

Old Age Security Act benefits 

¢ “clawback” tax on, 180.2 (Part I.2) 

ee deduction from income for, 60(w) 

* emigration of taxpayer, no deemed disposition, 
128.1(10)“excluded right or interest’(g)(ii) 

¢ excluded from pension income credit, 118(8)(a) 

¢ included in income, 56(1)(a)(1) 

* non-resident withholding tax, 212(1)(h) 

e¢ U.S. residents, Canada-U.S. Tax Treaty:Art. XVIII:5 

¢ reduction in RRSP annuity to reflect, 146(3)(b)(ii) 

* repayment of, deduction for, 60(n)(1) 

¢ withholding of benefits to cover clawback tax, 180.2(3), (4) 

“Old law” defined, ITAR 12 

Old person, see Age 

Older Worker Adjustment, Program for 

* income assistance taxable, 56(1)(a)(vi), Reg. 5502(b) 

* repayment of benefits, deduction, 60(n)(v) 

¢ source withholding, 153(1)(m), Reg. 5502(b) 

Olsen TCC case overruled, 186(7) 

Olympic Winter Games 2010 

* income of non-residents exempt, 115(2.3) 

** no withholding of tax at source, 153(1)(a), (g) 

° boa to International Olympic Committee exempt, 

12(17.1) 
Ontario, see also Province 


¢ Community Economic Development bonds, eligible for RRSP 
investment, Reg. 4900(1)(i.1) 


* community small businesses, investment by LSVCCs, Reg. 
4801.02 


labour-sponsored venture capital corporation of 
¢ prescribed, Reg. 6700(a)(1i), (xi), Reg. 6700.2 
northern, see Northern Canada 


R&D super-allowance, 127(9)“super-allowance benefit 
amount” 


* tax rates, see introductory pages 
Onus, see Burden of proof 
Operating costs of automobile, see Automobile: operating costs 
Optic cable, see Fibre optic cable 
Optical scanner, for blind person 
* medical expense credit, Reg. 5700(1) 
¢ disability supports deduction, 64(a)A(ii)(D) 
Option, see also Stock option 
¢ defined 
*¢ for rule disallowing deductions or credits for option or share 
issuance, 143.3(1) 
disposition of, 13(5.3) 
exchanged, rules, 7(1.4) 
exercised, 49(3), (4), (5) 
* overpayment of tax as consequence of, 164(5), (5.1) 
expiry of, 49(2) 
* amalgamation, 87(2)(0) 
granting of, disposition of property, 49(1) 
included in “taxable Canadian property”, 248(1)“taxable 
Canadian property’’(1) 
* qualified investment for RRSP etc., Reg. 4900(1)(e), (e.1) 
* received on amalgamation, ITAR 26(22) 


stock, see Stock options 
to acquire, exercised, 49(3), (4) 
¢ effect of capital gains exemption, 49(3.2) 


to acquire interest in cei or trust, reductions in ACB 
flowed through, 49(3.01) 


to acquire mutual fund trust units, see Stock options 
to acquire shares 
by employee, see Stock options 
deemed to be share for insurance demutualization, 139.1(1) 
predecessor corporation, of, 87(5) 
reductions in ACB flowed into ACB of shares, 49(3.01) 
to acquire specified property, exercise of, 49(3.01) 
to dispose, exercised, 49(3.1), (4) 
Optometrist 
* certification of impairment 
ee for disability credit, 118.3(1)(a.2)(i) 
ee for education credit, 118.6(3)(b)() 
¢ defined, 118.4(2) 
Orckit Communications spinoff, Reg. 5600 
Ordering 
¢ charitable donations 
¢¢ in order of year of contributions, 110.1(1.1)(b), 118.1(2.1) 
¢ charity loanbacks, 118.1(17) 
¢ credits of an individual, 118.92 
¢ debt forgiveness rules application, 80(2)(c) 
¢ debt obligations settled simultaneously, 80(2)(i) 


e e e e 


deductions 
° UpeaD capital property, for capital gains exemption, 


Seu 51 ae taxable income, 111.1 
designation of insurance properties, Reg. 2401(3) 
disposition of depreciable property on death, 70(14) 
disposition of identical shares for capital gains exemption, 

10.6(14)(a) 

disposition of securities acquired under employee option 
agreement, 7(1.3), (1.31) 

¢ dividends, simultaneous, 89(3) 

¢ foreign affiliate surplus distributions, Reg. 5901 

¢ identical options, exercise of, 7(12) 

¢ internal reorganization rules, 51(4), 86(3) 


mutual fund non-resident withholding tax payments, 218.3(7) 
mutual fund qualifying exchange, 132.2(1)(e) 
non-portfolio dividends distributed last from SIFT trust, 
104(6)(b)(iv) 

¢ partnership distributions tax calculation, 197(3) 

* registered investment registration, 204.4(7) 

e SIFT trust non-portfolio earnings, 104(6)(b)(iv) 

¢ spousal RRIF attribution, 146.3(5.3) 

¢ spousal RRSP attribution, 146(8.5) 

* transfer of depreciable property with pregnant loss, 
13(21.2)(e)(Gii) 

Ordinarily resident, 250(3) 

Ore 

¢ defined 

ee for capital cost allowance, Reg. 1104(2) 

ee for resource allowance, Reg. 1206(1) 


° processing of, 125.1(3)“manufacturing or processing”, Reg. 
203, Reg. Sch. II:Cl. 10(k) 


¢ tar sands, see Tar sands ore 

Organ transplant 

¢ expenses of, tax credit for, 118.2(2)(1.1) 

Organisation for Economic Cooperation and Development 
¢ transfer pricing guidelines, 247 

Original acquisition 

¢ defined, 127.4(1), 204.8(1), 211.71) 

Original amount 

¢ defined, re royalty reimbursements, 80.2(1)(a) 
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Original corporate holdings percentage 

* defined, for private foundations, 149.1(1) 

Original editorial content 

¢ defined, 19.01(1) 

Original owner (of resource property) 

¢ defined, 66(15) 

°¢ for resource allowance, Reg. 1206(1) 

* reduction of Canadian resource expenses, 66.7(12), (12.1) 

¢ reduction of foreign resource expenses, 66.7(13) 

* successor corporation rules, 66.7 

Original right, defined, ITAR 20(3)(b) 

Orthopaedic shoes/boots 

¢ medical expense, Reg. 5700(e) 

Other recipient of a gift 

* defined, Reg. 3500 

Outdoor advertising structures 

* capital cost allowance, Reg. Sch. II:Cl. 8(1), Sch. I:Cl. 11(b) 

°° separate class, election, Reg. 1101(51) 

Outstanding amount 

¢ defined, for corporation attribution rules, 74. 4(3) 

“Outstanding debts to specified non-residents” 

¢ defined, 18(5) 

¢ no deduction where debt-equity ratio exceeds 3:1, 18(4) 

Outstanding premiums 

¢ defined, insurers, Reg. 2400(1) 

* mean Canadian, see Mean Canadian outstanding premiums 

Overburden removal cost, designated 

* capital cost allowance, Reg. Sch. II:Cl. 12(q) 

Overcontribution to RRSP 

¢ tax on, 204.1(2.1), 204.2(1.1) 

Overhead expenses 

¢ R&D-related, 127(9)“qualified expenditure” Reg. 2900(4)=(10) 

Overpayment amount 

¢ defined, for corporate interest offset, 161.1(1) 

Overpayment of benefits, deductible when repaid, 60(n) 

Overpayment of tax 

° deemed 

ee Child Tax Benefit, 122.61(1) 

ee GST credit, 122.5(3) 

e defined, 164(7) 

e refund of, 164 

Overseas Canadian Forces school staff 

¢ defined, 248(1) 

¢ members deemed resident in Canada, 250(1)(d.1), 250(2) 

* option of filing as resident, 250(1)(d.1) 

¢ prescribed order, Reg. 6600 

Overseas employment tax credit, 122.3 

¢ foreign tax credit and, choice between, 126(1)(b)(i) 

* incorporated employee, credit disallowed, 122.3(1.1) 

* not reduced by additional minimum tax carried over, 
122.3(2)“tax otherwise payable under this. Part for the year” 

Over-the-counter stocks 

° p teroptie for deferred income plans before 2002, Reg. 

900(1)(s) [repealed] 

Owner 

* original, of resource properties, defined, 66(15) “original 
owner” 

° predecessor, of resource property, defined, 66(15)“predecessor 
owner” 

Owner-occupied home 

¢ defined, for Home Buyers’ Plan withholding exemption, Reg. 
104(3.1) 

Ownership 

* certificates of, 234, Reg. 207 

** penalties for offences re, 162(4) 

¢ change of, certificates, Reg. 502 


* rights, see Ownership rights 

Ownership rights 

e defined, for insurance demunialioacion! 139.1(1) 

¢ rollover to shares of insurance corporation, 139.1(4)(a), (d) 
Oxygen, medical expense credit, 118.2(2)(k) 

Oxygen concentrator, medical expense credit, 118.2(2)(i) 


Pp 

PA, see Pension adjustment 

PA offset 

e defined, Reg. 8300(1) 

PAR, see Pension adjustment reversal 

PBC, see Principal-business corporation (exploration and 

development); Principal-business corporation (real property) 

PFIC, see Pension fund investment corporation 

PRPP, see Pooled registered pension plan 

PSB, see Personal services business 

PSPA, see Past service pension adjustment 

PSPA withdrawals 

¢ defined, Reg. 8307(5) 

PUC, see Paid-up capital 

Packaging material 

¢ deemed to be inventory, 10(5) 

¢ valuation of, 10(4) 

Padmore case overruled, Income Tax Conventions Interpretation 

Act s. 6.2 

Page turner 

e disability supports deduction, 64(a)A(ii)(P) 

¢ medical expense credit, Reg. 5700(z) 

Paid-up capital 

¢ amalgamation, on, 87(3), (3.1) 

* computation of 

additions to, 84.1(3) 

after designation of amount re shares, 192(4.1), 194(4.2) 

after exchange of convertible property, 51(3) 

after internal reorganization; 86(2.1) 

after rollover of property to corporation, 85(2.1) 

after share-for-share exchange, 85.1(2.1) 

corporation becoming resident in Canada, 128.1(2), (3) 

insurance corporation following demutualization, 139.1(6) 
holding corporation, 139.1(7) 

on transfer of insurance business, 138(11.7) 

contributed surplus converted into, no dividend deemed, 

84(1)(c.1)-(c.3) 

cooperative corporation, of, 89(1)“paid-up capital”(b) 

credit union, of, 89(1)“paid-up capital’(b) 

deductions from, 66.3(2) 

defined, 89(1), 248(1) 

flow- -through shares, 66.3(4) 

increase in, 84(1), 84(5)(d) 

¢ mutual fund corporation, by, not deemed dividend, 131(4) 

non-resident shareholder, 212.1 

¢ reduction of, deemed a dividend, 84(4), (4.1) 

* stripping, 84.1, 212.1 

Paid-up insurance, deduction for premiums, 18(9.01) 

Paid-up premium 

¢ defined, Reg. 2700(1) 

Painter and decorator 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Panko case overruled, 239(3) 

Hb la Winter Games 2010, see Olympic Winter Games 


Parent (corporation) 
* continuation of wound-up subsidiary, 88(1.5) 
e defined, 88(1) 


2451 


Topical Index 


Parent (corporation) (cont’d) 

* incorporated after end of subsidiary’s year 

** computation of income and tax payable, 88(1.3) 

Parent (human) 

* dependent, 118(6)(b) 

¢ extended meaning, 252(2) 

Parental leave 

* qualifying period for pension earnings 

ee Reg. 8507(3) 

Parity/advisory committee 

¢ dues paid by employee, deduction, 8(1)(i)(vi) 

Parked obligation (debt parking) 

e deemed settled, 80.01(8)(a) 

¢ defined, 80.01(7) 

Parking 

¢ automobile or other vehicle 

¢¢ excluded from benefit for operating costs and standby 
charge, 6(1.1) 

** taxable benefit, 6(1)(a), 6(1.1) 

eee exception for disabled employee, 6(16) 

¢ debt, see Debt parking 

Parking area 

* capital cost allowance, Reg. Sch. II:Cl. 1(g) 

¢ for mine, Reg. Sch. II:Cl. 10(1) 

Parliament, see also Government 

¢ defined, Interpretation Act 35(1) 

¢ member of, see Member: Parliament 

Parson, see Clergyman 

Part IV tax 

¢ imposed, 186(1) 

¢ refund of, 129(1) 

Part VI tax 

¢ imposed, 190.1(1) 

Part VI.1 tax 

* deduction from taxable income re,.110(1)(k) 

¢ liability for, transferred on amalgamation, 87(2)(ss) 

* payment of, 157(1) 

Part VII refund, defined, 192(2) 

Part VIII refund, defined, 194(2) 

Part-xll2 tax) 2102, 2103 

* credit for, 210.2(3) 

ee included in beneficiary’s income, 104(31) 

e deduction for, 104(30) 

Part XII.6 tax 

e deductible, 20(1)(nn) 

Part-time attendant 

¢ deduction from income, 64(a)A(ii)(J) 

¢ medical expense credit, 118.2(2)(b.1) 

Part-year resident, 114 

¢ cash method of computing income, on, 28(4) 

farmer/fisherman, 28(4) 

foreign tax credit, 126(2.2), (3) 

“income for the year”, 120(3) 


I: GRUE9 
* tax credits, 118.91 
Parthenon Investments case overruled, 256(6.1) 
Partial debt obligation 
* treated the same as entire obligation, 248(27) 
Partial dependency, 118.3(3) 
Partial disposition 
* cost base of property remaining, 53(2)(d) 
* specified debt obligation, 142.4(9) 
Participant (re butterfly transactions) 
¢ defined, 55(1)“permitted exchange’’(b) 


otherwise-Class 8 property, capital cost allowance, Reg. Sch. 


* specified debt obligation, 142.4(9) 

Participate 

* defined, for third-party penalty, 163.2(1) 
Participating debt interest 

¢ defined, 212(3) 

* subject to non-resident withholding tax, 212(1)(b)(11) 
* treated as equity for SIFT rules, 122.1(1)“equity”(d)(ii1) 
Participating employer 

¢ deferred profit sharing plan, 147(1.1) 

* registered pension plan, 147.1(1), Reg. 8308(7) 
Participating interest 

¢ defined 

ee. FAPI rules, 95(3.2) 

e¢ foreign investment entity rules, 248.1 
Participating life insurance policy 

¢ defined, 138(12), 211(1), Reg. 1408(1) 
Participating percentage 

¢ defined 

ee for double-dip interest rules, 18.2(1) 

ee for foreign accrual property income, 95(1) 
eee non-resident trust, deemed to create, 94.2(2) 
Participation certificate 

* no interest payable on tax due, 161(5) 
Participation period 

¢ defined 

¢* for Home Buyers’ Plan, 146.01(1) 

¢e* for Lifelong Learning Plan, 146.02(1) 


Partition of property 

¢ rules, 248(20)-(23) 

¢¢ disproportionate partition, 248(20) 
*¢ proportionate partition, 248(21) 
Partner, see also Partnership 


* active, application of debt forgiveness rules, 80(1)“forgiven 
amount’ B(k) 


* agreement by, validity, 96(3) 

* automobile provided to 

*¢ amount included in income, 12(1)(y) 

¢ becoming resident in Canada, 96(8) 

* contribution of property to partnership, 97(1) 


debt forgiveness rules, application where partnership issued 
debt obligation, 80(15) 


debt owing by, where treated as partnership debt, 80(2)(n) 
deceased 

¢ value of rights or things to date of death, 53(1)(e)(v) 
deemed, for certain purposes, 248(13) 

to) he property acquired with government assistance, 
election by, see Partnership: election by members 
election re fiscal period of terminated partnership, 99(2)—(4) 
election to renounce investment tax credit, 127(8.4) 
inducement payments or reimbursement received by, 12(2.1) 
limited, see Limited partner 

loan by, to partnership 

* interest paid on money borrowed to make, 20(3.2) 
non-resident 
¢ creates non-Canadian partnership, 102(1) 

* payments to, withholding tax, 212(13.1)(b) 

notice to, 244(20) 


objection to determination of partnership’s income or loss, 
165(1.15) 


¢ obligation to pay interest re land purchase, 18(2.1) 

* passive, see Limited partner; Specified member (of 
partnership) 

* retiring, allocation of share of income to, 96(1.1) 

¢¢ deduction, 96(1.3) 

e¢ deemed carrying on business in Canada, 96(1.6) 

*¢ right to share in income 
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Partner (cont’d) 

eee deemed not capital property, 96(1:4) 

¢ return on death of, 150(4) 

* rules for computing income etc., 96(1) 

* share of exploration and development expense, 66.1(7), 
66.2(6), (7) 

* tax matters, designation by partnership, 165(1.15) 

Partnership, see also Limited partnership; Partner; Partnership 

interest 

* accrued interest income, 12(3) 

* “acquisition cost”, ITAR 20(4)‘‘acquisition cost” 

* acquisition of foreign affiliate from, 91(7) 

* agreement by members, validity, 96(3) 

* agreement to share income 

*¢ in unreasonable proportions, 103(1:1) 

e* to avoid tax, 103(1) 

¢ allocation to retiring partner, 26(0 1) 

ee deduction; 96(1.3) 

* annuity contract, interest in, 12.2 

* assumptions, 96(2) 

¢ business of, continued as sole proprietorship, 98(5) 

¢ Canadian, defined, 102(1) 


Canadian development expenses of, election to exclude, 
66.2(5)“Canadian development expense”(f) 


¢ Canadian oil and gas property expenses of, election to palude, 
66.4(5)“Canadian oil and gas property expense”(b) 
Canadian partnership, defined, 102(1) 
Canadian securities owned by, 39(4.1) 
capital cost allowance, Reg. 1102(1a) 
capital gain of, exemption for, 39.1(4) 
ceasing to exist, 98 
continuation of, by another partnership, 98.1(2) 
continued by new partnership, 98(6) 
continued by proprietor, 98(5) 
cumulative eligible capital deduction, 24(3) 
deemed proceeds of disposition, 98(2) 
disposition of property, 98(1) 
property transferred to corporation, 85(3) 
rules applicable, 98(3), (4) 
charitable donations, see gifts made by (below) 
common-law, see Common-law partner 
continuation 
* as new partnership, 98(6) 
¢ by another partnership, 98.1(2) 
¢ by proprietor, 98(5) 
contribution of property to, 97 
¢ capital cost to partner exceeds proceeds, where, 97(4) 
* majority interest partner, by, 40(3.3), (3.4) 
corporate 
* gross revenue from active businesses, 125.1(4) 
¢ small business deduction, 125(6) 
ee “specified partnership income’,:125(7) 
¢¢ “specified partnership loss”, 125(7) 
corporation deemed member, 125(6.1) 
death of partner, return, 150(4) 
debt obligation issued by, 80(13)E(a), (14)(b), (15), (18) 
deemed person for affiliated persons definition, 251.1(4)(b) 
deemed person for debt forgiveness rules, 80(1), 80.01(1) 
deemed person for flow-through share provisions, 66(16) 
deemed person for international banking centre rules, * 
33.1(2)(a) 
¢ deemed person for Part IV.1 tax, 187.4(c) 
¢ deemed person for scientific research tax credit rules, 127.3(7) 
¢ deemed person for seizure of property by creditor, 
79(1)‘‘person” 79.1(1)“person’ 
* deemed person for share-purchase tax credit rules, 127.29) ° 
¢ deemed person for tax on carved-out property, 209(6) 
¢ deemed person for tax shelter identification rules, 237.1(1) 


¢ deemed taxpayer for tax shelter investment cost rules, 
143.2(1)“‘taxpayer”’ 
¢ deemed person for withholding tax. obligations, 227(5.2), (15) . 
e defined, nowhere (see case law) 
¢ depreciable property, ITAR 20(3), (5) 
e determination of income or loss, 152(1.4)-(1.8) 
*- objection to determination, 165(1.15) 
distributions tax, 197, see SIFT partnership 
distributions, tax on, see SIFT partnership 
dividend received from foreign affiliate, 93:1(2) 
¢ from pre-acquisition surplus, 92(4)—(6) 
drilling and exploration expenses, ITAR 29(9), (10), (13) 
election by members 
date to. be, made, 96(4) 
late-filed, 96(5) 
penalty, 96(6), (7) 
special cases, 96(5.1) 
re property transferred, 97(2) 
validity, 96(3) 
eligible capital property of, exemption for, 39.1(5) 
exempt, for resource allowance claims, Reg. 1206(1) 
exempt persons, anti-avoidance rule, 96(8) 
family farm, see Family farm corporation/partnership 
family fishing, see Family fishing corporation/partnership 
farming business of 
¢ disposition of land used in, 101 
financial institution, 142.2(1)“financial institution’’(b) 
fiscal period of,249.1(1)(b) (Gi) 
oe through ently for capital gains exemption, 39. 1( D, (4), 
° disposition oP interest in, 39. 1(2)B(c) 
foreign investment entity owned by, 96(1)(d)(iii) 
foreign, partner becoming subject to Canadian tax, 96(8) 
foreign resource property disposition, 59(1.1) 
fuel tax rebate of, 111(11) 
gains and losses, determination of, 96(1.7) 
gifts made by 
* corporation’s share, 110.1(4) 
e  individual’s. share, 118.1(8) 
includes another partnership that is a member, 102(2) 
income of, 12(1)(1), 96(1) 
e — determination by CRA, 152(1.4)-(1.8) 
* income splitting, 103 
* minimum tax applicable to partner, 127:52(2) 
information return, Reg. 229 
early disclosure for public partnership, Reg. 229.1 
failure to make, 162(7.1), (8), (8.1) 
foreign-based information, 233.2—233.5 
e demand for, 233(2) 
interest accrued, 12(3) 
interest in, see Partnership interest 
interest on debt relating to acquisition of land, 18(3)“interest 
on debt relating to the acquisition of land’(b) 
international banking centres, and, 33.1(2) 
investing in residential property or Canadian film 
* capital cost allowance limitation,.127.52(2) 
investment tax credit, allocation topartners, 127(8) 
* non-limited partners, 127(8.3) 
life insurance policy, interest in, 12:2 
limited, see Limited partnership 
limited liability, see Limited liability partnership 
loan to, by partner 
* interest paid on money borrowed to make, 20(3.2) 
loss of, minimum tax applicable to partner, 127:52(2) 
majority interest partner, 248(1) 
manufacturing etc., profits, Reg. 5204 
member, see Partner 
name, reference to on documents, 244(20)(a) 
new, continuing predecessor partnership, 98(6) 
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Partnership (cont'd) 
¢ non-Canadian 


** withholding tax on payments to, 212(13.1)(b) 

* non-existent 

* extended deadline for assessment of non-partners, 152(1.8) 

non-resident controlled 

* corporate member’s specified income deemed nil, 125(6.2) 

¢ deemed, 125(6.3) 

notice to, 244(20) 

Part IV.1 tax, 187.4 

Part XIII tax, application of, 212(13.1), (13.2) 
partner, see Partner 

payment on ceasing to be member of 

* used to ea Se income-averaging annuity contract, 
deductible, 61(2)(k) 

“percentage of member’, ITAR 20(4)“percentage” 
personal-use property of, 46(4) 

political contributions, allocation of, 127(4.2) 

professional, see Professional partnership 

property 

* right to receive 

*¢ adjusted cost base, 53(2)(0) 

public, see Public partnership; SIFT partnership 

publicly traded, tax on distributions, see SIFT partnership 
reference to, constitutes reference to partners, 244(20) 
renounced resource expenses, return to be filed re, 66(12.69) 
e late filing, 66(12.74), (12.75) 

research and development expenses, no carryforward, 
96(1)(e.1) 

resident of, Income Tax Conventions Interpretation Act s. 6.2 
residual interest in, 98.1(1) 

resource allowance 

¢ claimed by partner, 20(1)(v.1), Reg. 1210(3) 

¢ not claimed at partnership level, 96(1)(d) 

resource expenditures, by members, 66(18) 

¢ allocation of assistance, 66.1(7), 66.2(6), (7), 66.4(6), (7) 

resource expenses of 

e deemed made by partners, 66(18) 

* election by partner to exclude, 66.2(5)“Canadian 
development expense’’(f), 66.4(5)“Canadian oil and gas 
property expense’’(b) 

¢ not claimed at partnership level, 96(1)(d), 66.1(7), 66.2(6), 
(7), 66.4(6), (7) 

* renounced, 66(12.69), (12.74), (12.75) 

resource expenses renounced to 

* non-arm’s length relationship deemed, 66(17) 

return, see information return (above) 
right to share in income 

¢ disposition of, 96(1.2) 

ee death of taxpayer, on, 96(1.5) 

ee deduction, 96(1.3) 

ee. rules for computing income etc., 96(1) 

rollover to, 97(2) 

scientific research tax credit, 127.3(4), (7) 
service of documents on, 244(20)(b) 
share-purchase tax credit, 127.2(4), (9) 
small business bond issued by, 15.2(6) 
small business deduction, 125(6) 

soft costs relating to construction, 18(3.1)(b), 18(3.2)(b)@u1) 
specified member, defined, 248(1) 

taxable dividends received by, 186(6) 
taxation year of, 96(1)(b) 

terminated 

¢ fiscal period of, 99(1) 

¢ member’s election re fiscal period, 99 

tiered, see Tiers of partnerships 

transfer of property by partner to, 97(1), (2) 
transfer of property to corporation, 85(2) 

* partnership wound up, 85(3) 


e e e e e e ° e e e 


* “undepreciated cost to the partnership”, ITAR 
20(4)“undepreciated cost to the partnership” 


unit, see Limited partnership unit; Partnership interest 
value of rights or things on death, 53(1)(e)(v) 
winding-up of, see ceasing to exist (above) 

withholding tax, 227(15) 

Partnership distributions tax, 197, see SIFT partnership 
Partnership interest, see also Limited partnership unit 
acquired through amalgamation, 87(2)(e.1) 

adjusted cost base 
¢ additions to, 53(1)(e) 
¢ deductions from, 53(2)(c) 
* negative, whether capital gain, 40(3)—(3.2) 
* recomputation of following debt forgiveness, 53(4)—(6) 
artificial transactions, 40(3.13) 

borrowed money used to acquire, 20.1(5) 
¢ deductions from, 53(2)(c) 

capital contribution where other person withdraws funds, 
40(3.13) 
* constitutes specified property, 54“specified property’’(c) 
¢ disposition of, 100 

e* gain from, 100(2), (2.1) 


¢ loss from, 100(4) 


* subsequent to debt forgiveness, deemed capital gain, 
80.03(2), (4) 


fpned to parent on winding-up of subsidiary, 88(1)(a.2), 
c 


donation to charity, whether no capital gain, 38(a.3) 

expenses of selling or financing, 20(1)(e) 

foreign affiliate’s, adjusted cost base of, 95(2)(j) 

issuance of, whether deductible to partnership, 143.3(4) 

limited liability partnership, see-Limited liability partnership 

loan of, 96(1.7) 

owned on Dec. 31/71, ITAR 26(9)-(9.4) 

person having, deemed member, 248(13) 

qualified investment for RRSP etc., Reg. 4900(1)(n) 

residual, 98.1(1) 

transfer on death, 98.2 

whether taxable Canadian property, 248(1)“taxable Canadian 

property”’(g) 

Parts 

¢ deemed to be inventory, 10(5) 

¢ valuation of, 10(4) 

Partsperson 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Pass 

* transit, see Public transit pass credit 

Passenger automobile 

¢ defined (for pre-1966 cars only), Reg. 1102(11) 

Passenger vehicle, see also Automobile 

* acquired at non-arm’s length 

ee deemed cost of, 13(7)(h) 

* capital cost limited to $24,000, 13(7)(g) 

¢ defined, 248(1) 

¢ interest on money borrowed to buy 

ee limitation on deductibility, 67.2 

¢ leasing costs 

ee limitation on deductibility, 67.3 

¢¢ more than one lessor, limitation on deductibility, 67.4 

¢ luxury, limitations on 

ee bad debt from sales of, 20(4) 


*¢ capital cost allowance, 13(7)(g), Reg. 1101(laf), 7307(1), 
Reg. Sch. II:Cl. 10.1 


eee year of disposition, Reg. 1100(2.5) 

ee interest deductibility, 67.2, Reg. 7307(2) 

ee leasing cost, 67.3, 67.4, Reg. 7307(3), (4) 

*¢ terminal loss disallowed, 20(16.1), Reg. 1100(2.5) 
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Passenger vehicle (cont’d) 
* recapture exception, 13(2) 


* transferred to corporation by shareholder 

¢¢ capital cost or cost, 85(1)(e.4) 

Passive income 

¢ dividends, 82(1), 90 

° euiaee production, see Investor (re Canadian film/video tax 
credi 

foreign affiliate, see Foreign accrual property income 
generally, 9(1) 

interest, 12(1)(c), 12(4) 

¢ non-resident, of, 212 

Passive partner, see Limited partner; Specified member (of 
partnership) 

Past service event 

¢ defined, 147.11), Reg. 8300(1), (2) 

* restrictions on pension benefits, 147.1(10) 

Past service pension adjustment 

¢ accumulated, Reg. 8303(1)(a) 

° defined, 248(1), Reg. 8303 

¢ foreign plan, Reg. 8308.1(5), (6) 

net 

¢ calculation of, 204.2(1.3) 

¢ defined, 146(1)“net past service, pension. adjustment” 
occurring in 1991, Reg. 8303(2.1) 
provisional, Reg. 8303(2), (3) 

Patent 

¢ application, legal fees deductible, 20(1)(cc) 

* capital cost allowance 

eo rye rate, Reg. 1100(1)(a)(xxx), 1100(9.1); Reg. Sch. II:Cl. 


*¢ allocated over life of patent, Reg. 1101(1)(c), 1100(9), Reg. 
Sch. II:Cl. 14 A g. 1101(1)(c), 110009), Reg 


¢ non-resident withholding tax, 212(1)(d) 

¢ paid to U.S. resident, Canada-U.S. Tax Treaty:Art. XII:3(c) 
Patient 

¢ defined, 118.2(2)(a) 

¢ medical expenses for, 118.2(2) 

Patronage 

¢ allocation in proportion to 

ee defined, 135(4), Reg. 4901(2) 

¢¢ holding forth prospect of, 135(5) 

¢¢ members/non-members, 135(2) 

Patronage dividends, 135 

¢ carryover of deduction, 135(2.1) 

e deduction, 20(1)(@u), 135(1) 

ee exclusion where non-arm’s length, 135(1.1) 
* paid to non-resident, 212(1)(g) 

* payments, information return, Reg. 218 

* receipt of, income, 135(7) 

¢ where marketing board used, 135(8) 

Pattern 

* capital cost allowance, Reg. Sch. II:Cl. 12(d) 
Pay equity 

* averaging of settlement received, 110.2, 120.31 


Pay period 

¢ defined, Reg. 100(1) 
Payable 

* meaning of, Reg. 104(24) 
Payee 


¢ defined, Reg. 237(1) 

Payee certificate for non-resident, Reg. 805.1 

Payment(s), see also Deductions in computing income; 
Expenses; Income; Payment of tax 

¢ based on production or use, income, 12(1)(g) 

¢ ITA, under, not deductible from business or property income, 


18(1)(0) 


¢ instalment, see Instalment payments 

¢ lump sum, ITAR 40; Reg. 103 

e eigyaaie and support, see Support payments (spousal or 
chi 

¢ non-residents, to, Part XIII 

ee information return, Reg. 202 

* periodic, see Periodic payments 

¢ shareholder or prospective shareholder, to, 15(7) 

ee from corporation, 15(1) 

¢ tax transfer, to provinces, 154, Reg. 3300 . 

Payment card corporation, see Prescribed payment card 

corporation share 

Payment of tax, 153, 156, 158 

¢ balance due day, defined, 248(1) 

* carved-out income, on, 209(4) 

¢ certificate before distribution, 159(2) 

ee failure to obtain, 159(3) 

* corporations, 157 . 

¢e where instalments not required, 157(2.1) 

¢ death of taxpayer, on 

ee election to pay in instalments, 159(5) 

¢ deduction at source, 153(1) 

¢ deemed, see also refundable credits’ 

ee trust, by, re non-qualified investment, 202(6) 

¢ deferral of 

ee appeal for purpose of, penalty, 179.1 

¢ deferred income plans 

ee gver-contributions, 204.3 

ee property held by, 207.2 

e departure tax 

*¢ election to defer, 220(4.5)-(4.54), Reg. 1300 

farmers and fishermen, 155, 156.1 

individuals, 153(2), 156, 156.1 

instalment, see also Instalment payments 

non-residents, 215 

on behalf of others, 159 

Part I.1, 180.1(3)(b) 

Part I.2, 180.2(5)(b) 

Part [.3, 181.7 

Part II, 183(2) 

Part III, 185(2) 

Part III.1, 185.2(4) 

Part IV, 187(2) 

Part IV.1, 187.2 

Part V, 188(1.1), 189(6) 

Part VI, 190.21 

Part VI.1, 191.1(1) 

Part VII, 192(1) 

Part VIII, 194(1) 

Part IX, 196 

Part [X.1, 197(7) 

Part X, 198(2) 

Part X.1, 204.3(1) 

Part X.2, 204.7(1) 

Part X.3, 204.86(c) 

Part X.4, 204.92(c) 

Part XI, 207(1) 

Part XI.1, 207.2(1) 

Part XI.2, 207.4 

Part XI.3, 207.7(3) 

Part XII, 208(2) 

Part XII.1, 209(4) 

Part XII.2, 210.2(5)(c) 

Part XII.3, 211.4 

Part XII.4, 211.6(4) 

Part XIII, 215(1) 

Part XIV, 219(1) 

postponement, where income in blocked currency, 161(6) 
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ayment of tax (cont'd) 


public authorities disposing of cultural property, 207.3, 207.4 
registered investment, 204.7 

remainder payment, 158 

retirement compensation arrangement, 207.7(3) 
security for, 220(4)-(4.4), Reg. Part XXII 
tax-exempt persons, 208(2) 

tax-exempt persons paying royalties etc., 208(2) 
taxpayer leaving Canada, 226(1) 

transfer among tax accounts, 221.2 

trustee, etc., 159(1) 

* personal liability, 159(3) 


Payoffs 


no deduction for, 67.5 


Payroll deduction, see also Withholding tax 


Family Support Plan, Reg. 100(3)(d) 

income tax, 153(1), see also Withholding tax 
RRSP contributions, Reg. 100(3)(c) 

RPP contributions, Reg. 100(3)(a) 


Payroll taxes (provincial) 


deductibility of, 18 


Payroll withholding, see Withholding tax 

Peat 

* property for use in harvesting, 127(9)“qualified property” 
Penalty, see also Offences , 


appeal without reasonable grounds, 179.1 
burden of proof of offence on Minister, 163(3) 
charity, see Registered charity: penalties 
confidential information, contraventions re, 239(2.2) 
conviction of offence, on, 238(1), 239 
* second penalty, when applicable, 239(3) 
corporation’s failure to file information return, 162(10) 
court has no power to decrease punishment, 243 
deficient instalments of tax, 163.1 
destruction of records, for, 239(1) 
dishonoured cheque, for, 162(11) 
failure to file information return electronically, 162(7.02) 
failure to file prescribed form, R&D corporation, 149(7.1) 
failure to file return, 162(1) 
¢ electronically, where required, 162(7.2) 
* repeated penalties, 162(2) 
trustees etc., 162(3) 
failure to remit tax withheld, 227(9) 
applicable only on amounts over $500, 227(9.1) 
salary or wages, from, 227(9.5) 
failure to withhold tax, 227(8) 
¢ salary or wages, from, 227(8.5) 
false statement, 163(2), 239(1) 
by third party or tax preparer, 163.2 
charity receipt, 188.1(9), (10) 
re renunciation of resource expenses, 163(2.2) 
frivolous appeal, 179.1 
gross negligence, 163(2) 
incomplete return, 162(5) 


incorrect tax shelter identification number, for providing, 
239(2.1) 


interest on, 161(11) 

large corporations, late return, 235 

late designation 

¢ Canadian exploration or development expense, 66(14.5) 
e refundable Part VIII tax, 194(8) 

late-filed election, 220(3.5) 

* capital gains exemption triggering, 110.6(26), (29) 

¢ disposition of share in foreign affiliate, 93(6) 

* partners, 96(6) 

¢ transfer to corporations, 85(8), (9) 


e 


late filing of form re renunciation of resource expenses, 
66(12.75 


late filing of return, 162(1), 235 

late instalments of tax, 163.1 

misrepresentation, 163(2) 

* by third party or tax preparer, 163.2 

not deductible from income, 18(1)(t), 67.6 

ownership certificates, offences re, 162(4) 

Part IV.1 tax, 187.6 

Part VI.1 tax, 191.4(2) 

Part XII.2 tax, 210.2(7) 

Part XII.3 tax, 211.5 

Part XII.4, 211.6(5) 

partnership information return, failure to file, 162(7.1), (8.1) 
RRSP issuer extending advantage to annuitant or non-arm’s 
length person, 146(13.1) 

registered charity, see Registered charity: penalties 
regulations, failure to comply with, 162(7) 

repeated assessments of, 162(2) 

repeated failures to report an amount of income, 163(1) 
small business bond, false declaration, 15.2(5) 

small business development bond, false declaration, 15.1(5) 
Social Insurance Number 

¢ failure to provide, 162(6) 

¢ wrongful communication of, 239(2.3) 

tax advisor, 163.2 

tax shelter identification number, offences re, 237.1(7.4) 

¢ deduction disallowed while penalty unpaid, 237.1(6.1) 
third party, 163.2 

transfer pricing, 247(3), (11) 

waiver of, by Minister, 220(3.1) 


Pension, see also Pension plan; Canada Pension Plan/Quebec 
Pension Plan 
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adjustment, see Pension adjustment 

benefits, see also income (below) 

* income, 56(1)(a)(i) 

** exemption, 57 

* paid to non-resident, 212(1)(h) 

¢¢ election to file return, 217 

* paid to U.S. resident, Canada-U.S. Tax Treaty:Art. XVIII 
¢ paid to widow(er), 57(5) 
* received in error, deduction for repayment, 60(n.1) 

* transferred to another plan, deductible, 60(j) 

* unpaid, 78(4) 

bridging benefits, see Bridging benefits 

credit, see Pension credit 


defined, Income Tax Conventions Interpretation Act s. 5, 
Canada-U.S. Tax Treaty:Art. XVIII:3 


disability benefit 

* constitutes earned income for RRSP, 146(1)“earned 
income’’(b.1) 

Halifax disaster, exempt, 81(1)(f) 

income, see also benefits (above) 

* credit for, 118(3) 

e¢ unused, transfer to spouse, 118.8 

¢ defined, 60.03(1), 118(7) 

¢ qualified, defined, 118(7) 

¢ splitting with spouse 

° deduction to pensioner, 60(c) 

° income inclusion to transferee, 56(1)(a.2) 

e¢ joint liability for tax, 160(1.3) 

rules, 60.03 

source deductions, 153(1.1), (2) 

not treated as annuity, 58(6) 

paid to non-resident, 212(1)(h) 

* election to file return, 217 

paid to U.S. resident, Canada-U.S. Tax Treaty:Art. XVIII 

periodic payments, see Periodic pension payment 

plan, see Pension plan 


ee 
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Pension (cont’d) 

¢ RCMP, exempt, 81(1)() 

* service, exempt, 81(1)(d) 

¢¢ from other country, exempt, 81(1)(e) 

* superannuation or pension benefits 

ee defined, 248(1) 

* surplus, see Pension surplus 

Pension Act, pension under, exempt, 81(1)(a) 

Pension adjustment, see also Pension credit 

* anti-avoidance rule (1990), 146(5.21) 

e defined, 248(1), Reg. 8301(1), see also Pension credit 

¢ limits, 147(5.1)(c), 147.1(8), 9), Reg. 8506(2), 8509(12) 
* past service, see Past service pension adjustment 

* reversal, see Pension adjustment reversal 

¢ special rules, Reg. 8308 

Pension adjustment reversal 

* defined, 248(1)“total pension adjustment reversal”, Reg. 8304.1 


° effect of, 146(1)“RRSP. deduction limit’R, 146(1)‘unused 
RRSP deduction room’R, 204.2(1.1)(b)R 


* regulations respecting, 147.1(18)(d), (t), Reg. 8304.1 

* reporting requirements, Reg. 8402.01 

Pension benefits, see Pension: benefits; Pension: income 

Pension benefits act, provincial 

¢ registration under, 147.1(2)(a)(iii) 

Pension Benefits Standards Act 

¢ administration of 

** communication of information obtained under ITA, 
241(4)(d)(vii) 

¢ registration under, 147.1(2)(a)(iil) 

Pension corporation 

* exemption, 149(1)(0.1), (0.2) 

Pension credit, see also Pension adjustment 

* artificial reduction of, Reg. 8503(14) 

¢ calculation of, Reg. 8301 

¢¢ deferred profit sharing plan, Reg. 8301(2) 

* foreign plan, Reg. 8308.1(2)-(4) 

* — registered pension plan 

ee defined benefit provision 

eee multi-employer plan, Reg. 8301(7) 

Ps ordinary plan, Reg. 8301(6) 

o197° specified multi-employer plan, Reg. 8301(5) 

ee downsizing benefits, effect of, Reg. 8308(9) 

** money purchase provision, Reg. 8301(4) 

*¢  non-vested termination, Reg. 8301(8), (9) 

ee remuneration for prior years, Reg. 8308(3)(b) 

ee replacement of benefits, effect of, Reg. 8304 

ee transitional rule, Reg. 8301(10) 

e rounded to nearest dollar, Reg. 8311 

¢ specified retirement arrangement, Reg. 8308.3(2)—(5) 

¢ United States treaty, tax credit, Reg. 8308.1(2.1) 

constitutes pension adjustment, Reg. 8301(1) 

DPSP contribution limits, effect on, 147(5.1) 

multi-employer plan, effect on PA limit, 147. 1(9) 

non-refundable credit, for $1,000 of pension income, 118(3) 

reporting of, Reg. 8401(3) 

Pension fund investment corporation, 149(1)(0.2)(iii) 

Pension fund real estate corporation, 149(1)(0.2)(ii) 

Pension income, see also Pension: benefits; Pension: income 

¢ defined, 60.03(1), 118(7) 

Pension plan, see also Registered pension plan 

appeal from refusal to register, 172(3)(f), 172(5) 

benefits flowed through trust, 104(27) 

Canada, see Canada Pension Plan/Quebec Pension Plan 

contract under, 254 

dollar limits, see Pension adjustment 

foreign plan, see Foreign plan (pension plan) 

individual, Reg. 8515 


¢ legal expenses of collecting or establishing right to benefit 
under 

ee deduction for, 60(0.1) 

ee income when recovered, 56(1)(1.1) 

* payments, averaging provision, ITAR 40 

¢ provincial, see Provincial pension, plan, prescribed 

* Quebec, see Canada Pension Plan/Quebec Pension Plan — 

° registered, see Registered pension plan 

¢ Saskatchewan, see Provincial pension plan, prescribed 

¢ surplus, see Pension surplus 

e transfers between, 147.3 


Pension surplus 

¢ transfer of, 147.3(4.1), (7.1) 

Pension transferee 

¢ defined, 60.03(1) 

¢ income inclusion to, for split pension income, 56(1)(a.2) 
¢ joint liability for tax on split pension income, 160(1.3) 
¢ source deductions deemed withheld for, 153(2) 
Pension trust 

¢ exempt, 149(1)(0) 

Pensionable service 

¢ defined, Reg. 8500(1) 

Pensioner 

¢ deduction to, for split pension income, 60(c) 

¢ defined, 60.03(1) 

¢ joint liability for tax on split Beesipn income, 160(1.3) 
Percentage 

¢ rates of tax, see Rates of tax 

¢ specified, see Specified percentage 

Performer, see Actor 

Period of disability 

e defined, Reg. 8500(1) 

Period of reduced services 

¢ defined, Reg. 8300(1) 

Periodic child care expense amount 

¢ -defined, 63(3) 

Periodic payments 

¢ accrual to date of death, 70(1)(a) 


° a papeampete lie 56(1)(b)-(c.2), 56.1, 60(b)—(c.2), 


* pension, see Periodic pension payment 

¢ tax deduction, determination of, Reg. 102 

Periodic pension payment 

¢ defined, Income Tax Conventions Interpretation Act s. 5 
Periodical | 

¢ advertising in, limitation, 19.01(2)-(4) 

e defined, 19.01(1) 

¢ edition of, meaning, 19.01(6) 

Permanent establishment 

e defined 

ee antag Bi Tax Convention, Canada-U:S. Tax Treaty: Art. 


*¢ corporation, Reg. 400, 8600 

ee for FAPI purposes, 95(1); Reg. 5906(2) 

ee for leasing-property rules, 16.1(1), Reg. 8201 
ee for restrictive-covenant rules, 56.4(1), Reg. 8201 
*¢ for various purposes, Reg. 8201 

ee individual, Reg. 2600 


° oe from non-resident corporation having, 112(2), Reg. 
1 


¢ for allocating income among provinces 

*¢ of corporation, Reg. 400 

¢* of individual, Reg. 2600 

¢ international tax treaties 

ee applies for FAPI purposes, Reg. 5906(2)(a)(i), 5906(2)(b)(i) 
ee  Canada—U.K. convention, Art. 5 

¢¢ Canada—U.S. convention, Canada-U.S. Tax Treaty:Art. V 
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Permanent establishment (cont’d) 
* profits allocated to, Iuacome Tax Conventions Interpretation Act 
s. 4 


* securities lending arrangement, 260(5), Reg. 8201 

* specified leasing property, 16.1(1), Reg. 8201 

* tax on pees forming part of, Canada-U.S. Tax Treaty:Art. 
XXIII: 


Permitted acquisition 

* defined, for butterfly, 55(1) 

Permitted deferral 

¢ defined, for small business investment capital gain rollover, 
44.1(1) 

Permitted exchange 

¢ defined, for butterfly, 55(1) 


Permitted redemption 

¢ defined, for butterfly, 55(1) 

Perpetual poverty, vow of, 110(2) 

Person, see also Taxpayer 

¢ defined, 248(1), Interpretation Act 35(1), Canada-U.S. Tax 

Treaty:Art. III:1(e) 

¢¢ includes partnership for specific pu oses, 33.1(2)(a), 
66(16), 79(1), 79.1(1), 80(1), 80.01(1), 80.02(1), 
80.03(1)(a), 80.04(1), 127.3(7), 139.11), 163.2(1), 187.4(c), 
209(6), 227(5.2), (15), 237.1(1), 237.3(1), 251.1(4)(b) 


¢ related by blood, defined, 251(6) 

Personal credits, 118, see also Tax credits 

¢ defined, for source deductions, Reg. 100(1) 

Personal injury award 

* election re capital gains, 81(5) 

* income from exempt, 81(1)(g.1), (g.2) 

Personal or living expenses 

* allowance for, taxable, 6(1)(b) 

¢ defined, 248(1) 

* not deductible, 18(1)(h) 

Personal property 

* located on ship or aircraft used in international traffic, whether 
taxable Canadian property, 248(1)“taxable Canadian 
property”(b)(ii) 

Personal services business 

¢ defined, 125(7), 248(1) 

excluded from active business income, 125(7)‘‘active business” 

expenses, limitation on deductibility of, 18(1)(p) 


incorporated employee, defined, 125(7)“personal services 
business’’(a) 


* loans, 12(1)(w), 80.4(1) 

* overseas employment credit disallowed, 122.3(1.1) 

* retirement compensation arrangement, 207.6(3) 

Personal trust, see also Trust (or estate) 

¢ defined, 110.6(16), 248(1) 

*¢ effect of qualifying disposition, 107.4(3)(i) 

¢ disposition of capital interest in, 107(1)(a) 

¢ distribution of property to beneficiary, 107(2), (4.1) 

¢ emigration of beneficiary, whether deemed disposition of 
interest, 128.1(10)“excluded right or interest’Q) 

¢ income interest in, defined, 108(1) 

* non-arm’s length with beneficiary, 251(1)(b) 

* principal residence exemption, 54“principal residence” 

Personal-use property, see also Listed personal property 

¢ adjusted cost base of, 46(1), (2) 

¢ bad debt that is, 50(2) 

¢ defined, 54 

¢ disposition of 

*¢ capital loss nil, 40(2)(g)(ii1) 

*¢* in part, 46(2) 

¢ ordinarily disposed of as a set, 46(3) 

Petro-Canada, subject to tax, 27(2), Reg. 7100 


Petroleum and Gas Revenue Tax Act 

* amount deemed tax payable, 20(1)(Il) 

* communication of information obtained under, 241(11) 

* payments under not deductible, 18(1)(.1) 

Petroleum/natural gas 

* acquisition of, for unreasonable consideration, 69(7) 

ee fair market value, 69(9) 

¢ allowances, Reg. Part XII 

° pee see Drilling or exploration expense; Exploration 
and development expenses; Prospecting 

* cost of substance injected to recover, 20(1)(mm) 

¢ dealers in, limitation, 66(5) 

¢ disposition of, for unreasonable considerations, 69(6) 

** certain persons deemed to be same person, 69(10) 

e¢ fair market value, 69(8) 

* exploration and development expenses, 66 


exploration equipment etc., capital cost allowance, Reg. Sch. 
II:Cl. 10(t), Sch. U:Cl. 41 

* liquefied natural gas facility, capital cost allowance, Reg. Sch. 
II:Cl. 47(b) 

* pipeline for natural gas distribution, Reg. Sch. I:Cl. 51 

¢ royalties, Reg. 1211 

ee includable in income, 12(1)(o) [pre-2007] 

e*e reimbursement for, 80.2 

e* not deductible, 18(1)(m) [pre-2008] 

Phantom income 

¢ from provincial Crown royalties, 12(1)(0), 69(6), (7) 

°° flow-through of, by trust to beneficiaries, 104(29) 

Phantom stock plan 

* emigration or immigration, no deemed disposition, 
128.1(10)“excluded right or interest’’(a)(vil) 

Pharmacist 

e defined, 118.4(2) 

Phased retirement, Reg. 8503(16)-(25) 

Phénix case overruled, 66.1(6)“Canadian exploration 

expense”’(k.1), 66.2(5)“Canadian development expense” (i.1) 

Photocopier 

* capital cost allowance, Reg. 1101(5p), Reg. Sch. II:Cl. 10(f) 

Photocopy, see Copy of document 

Phototherapy equipment, medical expense credit, 118.2(2)(i) 

Photovoltaic equipment 

* capital cost allowance, Reg. Sch. II:Cl. 43.1(d)(vi), Sch. U:Cl. 
43.1(d)(xiii), Sch. [:Cl. 43.2(b) 

Physical activity 

¢ defined, Reg. 9400(1) 

* prescribed program, for children’s fitness credit, Reg. 9400 

Physician, see Medical doctor 

Physiotherapist 

¢ certification of impairment 

ee for disability credit, 118.3(1)(a.2)(v) 

¢* for education credit, 118.6(3)(b)(iii.1) 

Pick-up truck 

¢ deemed not to be automobile, 248(1)“automobile”(e) 

Pilot 

¢ away-from-home expenses, deduction, 8(1)(g) 

* pension accrual to retire early, see Public safety occupation 

Pilot plants, qualify for R&D investment tax credits, Reg. 

2900(11)(c), (d) 

Pinball machine 

* capital cost allowance, Reg. Sch. I:Cl. 16(f) 

Pink Sheets quoted stocks 

° caren for deferred income plans before 2002, Reg. 

900(1)(s) [repealed] 

Pipeline 

* capital cost allowance, Reg. Sch. II:Cl. 1(1), Sch. I[:Cl. 2(b), 
Sch. II:Cl. 49, Sch. II:Cl. 3] 

ee¢ defined, IT-482R para.1 
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Pipeline (cont’d) 
** exhausted within 15 years, Reg. Sch. II:Cl. 8(i) 
ee for mine, Reg. Sch. II:Cl. 10(1) 


ee ti . oil well equipment, Reg. 1104(2), Reg. Sch. II:Cl. 


ee natural gas distribution, for, Reg. Sch: I:Cl. 51 

** separate classes if cost over $10 million, Reg. 1101(5i), (5j) 

¢ linefill in, no CCA, Reg. 1102(1)(k) 

* transmission, see Transmission pipeline 

Pipeline operators 

* taxable income earned in a province, Reg. 411 

Piping, see Underground piping 

Plan trust | 

¢ defined 

¢¢ for qualified investment regulations, Reg. 4901(2) 

*¢ for registered disability savings plan, 146.4(1) 

Planning activity 

¢ defined, for third-party penalty, 163.2(1) 

Plant residue 

¢ defined, Reg. 1104(13) 

Plant Workers Adjustment Program 

* overpayments repaid, deductible, 60(n)(v) 

* payments received under, taxable, 56(1)(a)(vi), Reg. 5502 

¢¢ withholding of tax at source, 153(1)(m), Reg. 5502 

Plumber , 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Plural included in singular, [Interpretation Act s. 33(2) 

Points 

¢ allocated in determining whether film/video production 
qualifies as credit, Reg. 1106(5) 

Poland, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(y) 

* universities, gifts to, Reg. Sch. VIII's. 12 

Police officer, see also Royal Canadian Mounted Police 

communication of information to by CRA, 241(4)(p) 

high-risk overseas missions, income not taxed, 110(1)(f)(v) 

moneys seized from tax debtor by, 224.3 

pension accrual to retire early, see Public safety occupation 

RCMP, disability pension exempt, 81(1)(@) 

vehicle of, deemed not to be automobile, 

248(1)“automobile’’(b.1) 

Policy, see Insurance policy; Life insurance policy 

Policy anniversary 

¢ defined, Reg. 310 

Policy dividend 

* excess, deduction, defined, 138(12)“1975-76 excess policy 
dividend deduction” 

* excess, reserve, defined, 138(12)“1975—76, excess, policy 
dividend reserve” 

* on demutualization, deemed not to be, 139.1(8) 

Policy liability 

¢ of insurer, defined, Reg. 1408(1) 

Policy loan (life insurance) 

* amount payable in respect of, 138(12), 148(9) 

¢ defined, 138(12), 148(9), 211(1), Reg. 310, 1408(1) 

* interest limitation, 20(2.1), Reg. 4001 

* repayment of, 60(s) 

Policy reserves, see see Insurance corporation: policy reserves 


Policy year 

* ending in taxation year, 6(4), (5) 
Political activities 

¢ of charitable foundation, 149.1(6.1) 
Political contribution 

¢ books and records, 230.1 


¢ eligible amount of contribution, 248(30)—(33) 

¢ information returns, Reg. 2001 

e not deductible, 18(1)(n) 

* receipts, Reg. 2000, 2002 © 

¢ tax credit for, 127(3)-(4.2) 

ee  Jimit on valuation of property contributed, 248(35)- (38) 

Political party, see also Political contribution 

* deregistration of, no tax receipt allowed while Court 
application pending, 1233) 

Pollution control equipment 

° eat cost allowance, Reg. 1100(1)(t), Reg. Sch. I:Cl. 24, 

1S) kc“ pena 
Pool amount 
¢ defined, for functional currency election, 261(7)(d) 


Pooled fund trust, see Master trust 


Pooled registered pension plan, 147.1(2) [Proposed 

Amendment] 

Pornography 

¢ ineligible for Canadian film/video credit, Reg. 
1106(1)“excluded production” (b)(viii) 


¢ ineligible for film/video production services credit, Reg. 
9300(2)(h) 

Portfolio investment entity 

¢ defined, for SIFT trust definition, 122.1(1) 

Portfolio investments 

¢ dividends on, refundable Part IV tax, 186(1) 

Post, see Mail 

Post-emigration loss, 128.1(8) 

Post-1971 apousal or common-law partner trust, see also 

Joint spousal or common-law partner trust; Trust (or estate): 

spouse, for 

¢ deduction from income, 104(6)(b)(ii), (iii) 

¢ defined, 248(1) 

¢ distribution of property to person other than spouse, 
107(4)(a)(i) 

e preferred beneficiary election by, 104(15)(a) 

¢ transfer by, to another trust, 104(5.8) 

Post-1995 life insurance policy 

¢ defined, Reg. 1408(1) 

Post-1995 non-cancellable or guaranteed renewable accident 

and sickness policy 

e defined, Reg. 1408(1) 

Post-secondary school level 

e defined, for RESP purposes, 146.1(1) ~ 

Poultry 

* raising, constitutes farming, 248(1)“farming” 

Poverty, vow of, 110(2) 

Powerline technician 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Pre-acquisition surplus (of foreign affiliate) 

¢ deduction for dividend paid out of, 113(1)(d), Reg. 5900(1)(c) 

¢ dividend received by partnership, 92(4)—(6) 

Pre-funded group life insurance policy 

Pre-1972 capital surplus on hand 

* amalgamation, on, 87(2)(t) 

* on windup of corporation, REO) (2.3) 

Pre-1972. spousal trust 

¢ deemed disposition by, 104(4)(a:t) 

¢ defined, 108(1) 

Pre-1986 capital loss balance 

¢ defined, 111(8) 

¢ usable, $2,000 per year, 111(1.1) 

Pre-1996 life insurance policy 

¢ defined, Reg. 1408(1), (7) 
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Pre-1996 non-cancellable or guaranteed renewable accident 
and sickness policy 


¢ defined, Reg. 1408(1), (7) 

Pre-production mining expenditure 

° Canadian exploration as ie 66.1(6)“Canadian exploration 
expense’ (f)(v.1), (g), (k.2) [to be repealed] 

¢ defined, 127(9) 

ee reduction for assistance received, 127(11.1)(c.3) 


* investment tax credit for, 127(5)(a)(i), 127(5)(a)(@i)(A), 
127(9)“investment tax credit’(a.3) 


**  carryforward or carryback, 127(9)“‘investment tax credit”(c) 
°° specified percentage, 127(9)“specified percentage” (j) 
¢ reduces CCEE, 66.1(6)“cumulative Canadian exploration 
expense”L 
Pre-reversion debt (for functional currency rules) 
¢ defined, 261(1) 
¢ rules for, 261(13), (14) 
Pre-transition debt (for functional currency rules) 
* defined, 261(1) 
¢ rules for, 261(8)-(10), (12)(f) 
Precious metals 
* eligible for RRSP, RRIF etc. investment, Reg. 4900(1)(t) 
¢ purchase of, information return required,, Reg. 230(5) 
Predecessor corporation, see Amalgamation 
Predecessor employer 
¢ defined, Reg. 8500(1) 
¢¢ definition applies to Income Tax Act, 147.2(8), Reg. 
8500(1.2) 
¢ former employee of, for pension plan rules, 147.2(8) 
° Net cman service counts towards member’s benefits, Reg. 
504(2.1) 
Predecessor owner 
¢ defined, for resource allowance, Reg. 1206(1) 
Preferred beneficiary 
e defined, 108(1) 
¢ election, 104(14), Reg. 2800 
ee allocable amount, 104(15) 
ee filing deadline, 104(14)-(14.02) 
Preferred-rate amount, for credit union 
¢ deduction based on, 137(3) 
¢ defined, 137(4.3) 
Preferred share, see also Short-term preferred share; Taxable 
preferred share; Term preferred share 
* consideration for property transferred to corporation, 85(1)(g) 
deemed interest on, 258(3) 
defined, 248(1) 
interest paid on money borrowed to purchase, 20(1)(qq) 
issued by loss corporation 
¢ where dividends on not deductible, 112(2.4)-(2.9) 
tax-deferred series, Reg. 2107 
tax on payment of dividends on, 191.1 
* tax on receipt of dividends on, 82(1), 187.2, 187.3 
¢ taxable, see Taxable preferred share 
Pregnant loss, see also Superficial loss 
* rules preventing transfer of, 
*¢ capital property, 40(3.3), (3.4) 
e¢ depreciable property, 13(21.2) 
*¢ eligible capital property, 14(12), (13) 
¢¢ share or debt owned by financial institution, 18(13), (15) 
Preliminary work activity (for oil sands project) 
¢ defined, Reg. 1104(2) 
Premium 
¢ defined 


** Home Buyers’ Plan, 146(1)“premium”, 146.01(1)“premium” 


e life insurance as taxable benefit, Reg. 2700(2) 
ee life insurance policy, 148(9)“premium” 


¢¢ Lifelong Learning Plan, 146(1)“premium”, 
146. 02(1)“premium” 


* obligation owned since before 1972, ITAR 26(12) 

* registered retirement savings plan, 146(1)“premium” 
group term life insurance policy 
¢ limitation on deductibility, 18(9.01) 
* taxable benefit to employee, 6(4), Reg. 2700-2704 
health care insurance, deductible, 20.01 

home insurance, deduction after moving away, 62(3)(g) 
life insurance used as collateral, deductible, 20(1)(e.2) 
outstanding, see Outstanding premiums 

prescribed, Reg. 309(1) 

RRSP, under, 146(1)“‘premium” 

refund of, see Registered retirement savings plan: refund of 
premiums 

Premium category 

¢ defined, Reg. 2700(1) 

Premium paid by the policyholder 

¢ defined, Reg. 1408(4) 
Prepaid amounts, taxable when received, 12(1)(a) 
Prepaid expenses 

* amalgamation, 87(2)(j.2) 

* farming or fishing (cash-basis) business, 28(1)(e), (e.1) 
¢ limitation re deductibility, 18(9) 
Prepaid insurance benefit 

¢ defined, Reg. 2703 

¢ included in taxable group term life insurance, 6(4), Reg. 

2701(1)(b) 

Prepaid interest 

¢ limitations on deduction for, 18(9), 18(9.2)-(9.8) 
Preproduction, see Pre-production mining expenditure 
“Prescribed” defined, 248(1) 
Prescribed annuity contract, Reg. 304 

¢ amount included in income, 56(1)(d) 

¢ deduction, 60(a) 

¢ excluded from accrual rule, 12(11)“investment contract” 

12.2(1)(b) 

Prescribed countries 


e for Baer Es dividend from foreign affiliate, Reg. 
5907(11)-(11.2) 


for lower withholding tax, debt issued before 1976, Reg. 1600 

for tax treaty elections, Reg. 7400(1) 

stock exchange recognized, Reg. 3201 

treaties with, see list of treaties in Table of Contents 

Prescribed credit rating agency, Reg. 4900(2) 

Prescribed debt obligation, see Debt obligation: prescribed 

Prescribed distribution 

¢ for foreign spinoff, Reg. 5600 

Prescribed donee, Reg. 3504 

Prescribed film production 

¢ defined, Reg. 7500 

Prescribed intermediate zone 

¢ credit for residence in, 110.7(1) 

¢ defined, Reg. 7303.1 

Prescribed labour-sponsored venture capital corporation 

¢ defined, Reg. 6701 

Prescribed northern zone 

¢ credit for residence in, 110.7(1) 

¢ defined, Reg. 7303.1 

Prescribed payment card corporation share 

¢ defined, Reg. 9002.1(1) 

¢ excluded from mark-to-market property rules, 142.2(1)“mark- 
to-market ee *(d.1) [temporary], 142. 2(1)“excluded 
property”’(b) 

* property ceasing to be, 142.6(1.4) 
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Prescribed plan or arrangement 

* retirement compensation arrangement, Reg. 6802 
ee rules re, 207.6(6) 

Prescribed rate (of interest), Reg. Part XLII 

¢ “quarter” defined, Reg. 4300 

Prescribed region 

* of flood or drought, Reg. 7305—7305.:02 


Prescribed resource loss, see Resource loss 

Prescribed revenue guarantee 

¢ defined, Reg. 7500 

Prescribed securities exchange investment 

¢ defined, Reg. 9002.2(1) 

¢ excluded from mark-to-market property rules, 142.2(1)‘mark- 
to-market property’’(d.1) [temporary], 142.2(1)“‘excluded 
property’’(c) 

* property ceasing to be, 142.6(1.5) 

Prescribed share 

for capital gains, exemption, Reg. 6205 

for flow-through shares, Reg. 6202.1 

for lending assets, Reg. 6209 

for redemption of public corporation shares, Reg. 6206 

for resource expenditures, Reg. 6202 

for short-term preferred shares, Reg. 6201(8) 

for small business investment capital gain rollover, Reg. 6204 

for stock option rules, Reg. 6204 

for taxable preferred shares, Reg. 6201(7) 

for taxable RFI shares, Reg. 6201(4), (5.1) 

for term preferred shares, Reg. 6201(1)-(3), (5), (6) 

Prescribed stock exchange, see Stock exchange 

Prescribed trust, see Trust (or estate): prescribed 


Prescribed venture capital corporation 
¢ defined, Reg. 6700, 6700.1, 6700.2 


Prescription drugs, as medical expense, 118.:2(2)(n) 
President, see Officer: corporation, of 


Pressure pulse therapy device 

¢ medical expense credit, Reg. 5700(z.4) 

Price adjustment clause, 85(1) (Notes) 

Priest, see Clergy 

Primary currency (of specified debt obligation) 

¢ defined, Reg. 9100 

Primary recovery, Reg. 1206(1) 

Prince Edward Island, see also Province 

¢ prescribed area, for electrical energy or steam processing, 
127(9)““qualified property”(c.1) 

¢ prescribed designated region, 127(9)“specified 
percentage”’(a)(vi), Reg. 4607 

¢ qualified property acquired for use in, 127(9)“specified 
percentage’’(a), (e) 

¢ tax rates, see introductory. pages 

Principal amount (of debt obligation) 

¢ defined, 248(1) 

ee distress preferred share, 80.02(2)(a) 

ee obligation outstanding since before 1972, ITAR 26(1.1) 

Principal-business corporation (exploration and development) 

¢ deduction of CEE, 66.1(2) 

¢ defined, 66(15), Reg. 4608(1) 

* pre-production mining expenditures renounced to, 127(9)“pre- 
production mining expenditure”’(b) . 

* prescribed deductions, Reg. 1213 

Principal-business corporation (real property) 

* associated 

¢¢ base level deduction, 18(2.3)—(2.5) 

¢ base level deduction, 18(2)(f), 18(2.2) 

¢ excluded from limitation on CCA, Reg. 1100(12) 

* specified percentage of “soft costs’, 18(3.4) 


Principal residence 

* capital gains exemption election, effect on, 40(2)(b)A, D, 
40(7.1) 

defined, 54 

designation, 54“principal residence’’(c), (c.1), Reg. 2301 
disposed of to spouse or spousal trust, 40(4) 
disposition after 1981, 40(6) 

distribution by spouse trust, 107(2.01) 

election where change in use, 45(3), Reg. 2300 
e where not available, 45(4) 

exception to rules, 54.1 

farmer’s, exclusion of, 40(2)(c) 

gain on disposition not taxed, 40(2)(b) 

property of trust, 54“principal residence” 

regulations, Reg. 2300, 2301 

relocation rule, 54.1 

satisfaction of interest in trust, 40(7) 
Printout 

¢ as proof of electronic document, 244(9) 
Priority, see Garnishment for taxes unpaid; Ordering 
Prison, see also Offences 

* person confined to 

ee higher-income spouse can claim child-care expenses, 

63(2)(b)C™)(C) 

e¢ no GST credit, 122.5(2)(b) 
Private corporation, see also Corporation 

¢ Canadian-controlled, defined, 125(7), 248(1) 

¢ capital dividend, election, 83(2), Reg. 2101 

* cooperative deemed not to be, 136(1) 
¢ credit union deemed not to be, 137(7) 


Crown corporation deemed not to be, 27(2) 
defined, 89(1), 248(1) 
¢ special cases, 27(2), 134, 136(1), 137(7), 141(2),. 141.1, 
186(5), 227(16) 
¢ deposit insurance corporation deemed not to be, 137.1(6) 
e dividend paid by, 83(2) 
e dividend refund to, 129 
* existing since before 1972, ITAR'50 
¢ flow-through of income to shareholders, see Integration 
e insurance corporation deemed not to be, 141.1 
* municipal or provincial corporation deemed not to be, 227(16) 
¢ mutual fund corporation deemed to be, 131(5) 
° ee ew investment corporation deemed not to be, 


* payment of tax, 157(3) 

ee cc from tax, under provincial statute, ITAR 29(32), 

ous oa of drilling and exploration expenses, ITAR 29(1), 

¢ subject corporation, 186 

¢ tax on certain dividends received, 186 

Private foundation, see also Charitable foundation; Registered 

charity 

* acquiring control of a corporation, 149.1(12)(a) 

°°. penalty, 188.1(3) 

*e¢ revocation of registration, 149.1(3)(c) 

¢ business activities of 

ee penalty for carrying on any business, 188.1(1)(a), 
188.1(2)(a) | 

* revocation for carrying on any business, 149.1(4)(a) 

defined, 149.1(1), 248(1) 

designation of, as public, 149:1(13) 

designation of registered charity as, 149.1(6.3) 

disbursement quota, 149.1(20) 

excess holdings regime, 149.1(1)“divestment obligation 

percentage”, (4.1)(c), 188.1(3.1)-(3.5) 

* non-qualified investment, see Non-qualified investment: private 

foundation 


¢ registration of, see Registered charity 
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Private health services plan, see also Employee life and health 


trust 
e defined, 248(1) 


* employee contributions to employee life and health trust 
deemed to be contributions to PHSP if identified as such, 
144.1(10) 


* employer’s contribution not a taxable benefit, 6(1)(a)(i) 

* premiums 

*e deductible from business income, 20.01 

eee reduction in partnership interest, 53(2)(c)(xii) 

*¢ medical expense credit, 118.2(2)(q) 

Private holding corporation, defined, 191(1) 

Privatization of government assets 

* debt qualifies for investment by deferred income plans, Reg. 
4900(1)(q) 

Privileged documents, see Solicitor-client privilege 

Prize 

¢ achievement, for 

ee included in income, 56(1)(n) 

* lottery, not taxed (no taxing provision) 

¢ prescribed, Reg. 7700 

*e¢ not included in income, 56(1)(n) 

* property acquired as, cost of, 52(4) 

Pro rata portion 

¢ defined 

*¢ for mutual fund corporation, TCP gains, 131(6) 

ee for mutual fund trust, TCP gains, 132(4) 

Probate fees 

¢ avoidance of, 248(1)“alter ego trust” 

Procedure and evidence, 244 


Procedures not followed by CRA 
* assessment still valid, 166 


Proceeds of disposition, see also Proceeds of the disposition 

¢ allocation of 

¢¢ between land and buildings, 13(21.1), 70(5)(d) 

¢¢ between property and services, 68 

* capital property, 54“proceeds of disposition” 

¢ deemed 

** amalgamation, on, 69(13) 

¢¢ disposition of share, on, 55(2)-(5) 

ee disposition to trust with no change in beneficial ownership, 
69(1)(b) (iii) 

¢ former business property, 44(6) 

* property surrendered to creditor, 79(3) 

¢ when deemed payable, 14(2) 

defined 

¢ capital property, 54 

¢ depreciable property, 13(21) 

¢ for resource allowance, Reg. 1206(1) 

depreciable property, 13(21)“proceeds of disposition” 

due after year 

e amalgamation, 87(2)(m) 

income interest in trust, 106(3) 

life insurance policy, interest in, 56(1)G), 148(9)“proceeds of 

the disposition” 

life insurance policy dividends deemed to be, 148(2) 

timber resource property, 20(5.1) 

unclaimed at year-end 

¢ withholding tax, 153(4) 

e* effect of remittance, 153(5) 

uncollectible portion, 20(4)—(4.2) 

unrealized, 40(1)(a)(ii1) 

Proceeds of the disposition, see also Proceeds of disposition 

¢ defined, Reg. 310 

Processing, see also Manufacturing and processing 

¢ allowances, Reg. Part XII 

¢ defined, for mining tax deduction, Reg. 3900(1) 


* field, see Canadian field processing 
Processing or fabricating corporation 
* meaning, ITAR 29(26) 
Processing property 
¢ defined, Reg. 1206(1) 
Producer (of film or video production) 
¢ defined, Reg. 1106(1)“producer” 
Producer organization or association 
¢ farm support payment, information return, Reg. 234-236 
Production 
* resource property, from, defined, 66(15)“production” 
* right to receive, see Right to receive production 
Production commencement time 
¢ defined, for-Canadian film tax credit, 125.4(1) 
Production or use 
* payments dependent on 
¢* deemed income, 12(1)(g) 
¢* interest paid to non-resident, 212(1)(b) (closing words) 
Production royalty 
¢ defined, Reg. 1206(1) 
Production tax amount 
¢ defined 
ee for FAPI, Reg. 5910(4) 
ee for foreign tax credit, 126(7) 
Professional athlete 
¢ defined, 143.1(1) 
Professional corporation, see also Professional practice 
¢ defined, 248(1) 
¢ fiscal period of, 249.1(1)(b)(iii) 
Professional membership dues 
* employee’s, deduction, 8(1)(i)(@) 
* professions board, deductible, 8(1)(i)(vi1) 
Professional partnership 
¢ defined, 40(3.111) 
* where ACB of partnership interest is less than zero, 
40(3.111)A(b), B(c) 
Professional practice 
carried on since before 1972, ITAR 23(3) 
incorporated, see Professional corporation 
judge’s income from, 24.1 [repealed] 
partnership for, see Professional partnership 
privileged information, 232(2) 
work in progress of 
¢ deemed to be inventory, 10(5)(a) 
¢ election to exclude from income, 34 
¢¢ valuation of, 10(4)(a) 
Professions board 
¢ dues to, deductible, 8(1)(i)(vii) 
Professor 
¢ exemption for travel expenses, 81(3.1)(a)(ii) 
Profit, see also Income 
¢ from business or property, income, 3(a), 9(1) 
* payment based on future, 12(1)(g) 
* reasonable expectation required, 18(1)(h), 248(1)“personal or 
living expenses” 
Profit participation payments 
* not deductible as financing expenses, 20(1)(e)(iv.1) 
Profit sharing plan, see also Deferred profit sharing plan; 
Employees profit sharing plan 
* appeal from refusal to register, 172(3)(c), 180 
¢ defined, 147(1), 248(1) 
* employer’s contribution under, 20(1)(w) 
ee limitation on deductibility, 18(1)(k) 


information return, Reg. 212 
registration of, as DPSP, 147(2) 
¢ refusal by Minister 
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Profit sharing plan (cont’d) ° pepe of, to shareholder or prospective shareholder, 
**s* deemed, 172(4)(b) | 15), 7) 
* regulations, Reg. Part XV ¢ beneficial owner of, defined re Quebec, 248(3) 
Profits, see Profit ¢ Canadian dation. ynagoa iverse : a 

** non-resident-owned inyestment corporation, 0 
Program for Older Worker Adjustment, see Older Worker 133(8)“Canadian property” js 


Adjustment, Program for 

Prohibited investment 

* for registered pension plan, Reg. 8514 
¢ for TFSA 


¢¢ benefit attributable to, constitutes advantage, 
207.01(1)“advantage’ (c(i) 


ee defined, 207.01(1), Reg. 5000 

** investment ceasing to be, 207.04(5) 

ee tax on, 207.04(1), (2), (6), (7) 

eee waiver of tax, 207.06(2) 

Prolonged 

¢ defined, for disability credit, 118.4(1)(a) 

Promissory note 

* conversion to other bond, debenture or note, 51.1 

* issued on rollover of property to corporation, 85(1)(b) 
* provided as payment, 76(1) 

Promoter 

° of education savings plan 

ee defined, .146.1(1)“education savings plan’’(b) 

¢ of non-resident investment or pension fund 

ee defined, 115.2(1) 

¢ of reportable transaction 

ee defined, 237.3(1) 

¢ of tax shelter 

ee defined, 237.1(1) 

*¢ obligation to provide and use identification number, 


Canadian resource property, defined, 66(15) 

capital gains and losses, see Capital gains and losses 

“capital property” defined, 54; ITAR 26(12)° PPAR property” 
“certified” 

¢ ascertainment of, 127(10)(a), (b) 

change in use of, 45 
before 1972, ITAR 26.1(1) 
election, 45(2) 
insurer, by, 138(11.3)-(11.41), (11.6) 
principal residence, election, 45(3) 

¢ where not available, 45(4) 

convertible, see Convertible property 

cost amount, defined, 248(1) 

cultural, see Cultural property 

deceased taxpayer, of, 164(6) 

deemed acquisition of 
becoming non-resident, 128.1(4)(c) 
becoming resident in Canada, 128.1(1)(c) 
capital cost allowance rules, Reg. 1100(2.21) 
change in use, on, 45 

deemed disposition of 
becoming non-resident, 128.1(4)(b) 
becoming resident in Canada, 128.1(1)(b) 
capital cost allowance rules, Reg. 1100(2.21) 
change in use, on, 45 
death, on, 70(5)—(10) 

deemed gain from 
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237.1(5) 
eo Of Hust e added to cost base, 53(1)(a) 
¢¢ defined, 94(1) [proposed] * defined, 248(1) : 
Pr Gren een ° depreciable, see Depreciable property 
REPS lfh g e disposed of 
Proof °° by legal representative, Reg. 1000 
¢ burden of, see Burden of proof °* in part, 43, 46 
* documents, of, 244(9), (13) ** on death, definitions, 70(10) 
¢e¢ rebuttable, Interpretation Act s. 25(1) ° disposition of, see Disposition 
¢ electronically filed return, 244(21) © eligible capital 
¢ failure to comply, of, 244(7), (8) °° deceased, of, 70(5.1) 
* no appeal, of, 244(10) *° defined, 54; ITAR 26(12)“eligible capital property” 
* not required re signature of CRA officer, 244(11) *¢ disposition of, 14(6) 
* return, etc., of, 244(17)-(19) ¢* exchanges of, 14(6), (7) 
* service, of, 244(6) ¢ exchanges of, 13(4), 44°: 
°° by mail, 244(5) ¢¢ replacement property, 44(5) 
* time of compliance, of, 244(8) * “excluded” of non-resident, 116(6) 
Property, see also Goods ¢ farm, see Farm) property 
* acquired ¢ foreign, deferred income plans, Reg. Part L 
e¢ as prize, 52(4) ¢ former, capital gain, 44(6) 
ee by bequest etc., 70(6) ¢ goodwill, ITAR 21 
ee by gift, 69(1)(c) * government assistance in acquiring 
ee by insurer, on default in payment, 138(11.93) *¢ cost base, deductions from, 53(2)(k) 
ee from spouse, deemed value of, 73 ¢ having more than one use, 45 
ee in the year, capital cost allowance, Reg. 1100(2)-(2.4) ¢ identical, 47; ITAR 26(8)-(8.2) 
eee  non-arm’s length exception, Reg. 1102(20) ee defined, 248(12) 
*¢ to earn income from business, expenses deductible, ee life insurance corporation, of, 138(11.1) 
20(1)(e)Gi-1), 20(1)(e.1) C1) * income from, 9(3), 12 
¢ adjusted cost base ee defined, 9(1) 
ee amounts added, 53(1) eee for dividend refund, 129(4)“income” 
ee ‘amounts deducted, 53(2) eee for FAPI purposes, 95(1) 
ee defined, 54 ¢ inter vivos gift of, 69(1)(b) 
ee identical properties, 47 * involuntary disposition of, 13(4) 
** negative amount, deemed gain, 40(3), (3.1) ¢ leased 
* amortized cost, ITAR 26(12)“capital property” ¢¢ buildings on; capital cost allowance, Reg: 1102(5) 
¢ and casualty surplus, see Property and casualty surplus *¢ improvements, capital cost allowance, Reg. 1102(4) 
¢ annual value of, not deductible, 18(1)(d) ¢ leasing, capital cost allowance, Reg. 1100(15)—(20) 
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Property (cont’d) 

** non-arm’s length exception, Reg. 1102(20) 

** separate classes, Reg. 1101(5c) 

* listed personal, see Listed personal property 

* losses, see Non-capital loss; Loss(es): from business or 
property 

* lost, destroyed or taken 

** amalgamation, effects of, 87(2)(1.3) 

e misclassified, 13(6) 

* non-depreciable capital 

¢¢ change of control, 53(2)(b.2) 

¢ “nothings”, ITAR 21 

* owned on Dec. 31/71, ITAR 20(1) 

* part disposition of 

e* cost base, deduction from, 53(2)(d) 

* principal residence, see Principal residence 

* proceeds of disposition of 

ee allocation of, between land and buildings, 13(21.1) 

ee defined, 54 

* production from or use of, see Production or use 

* publicly traded securities, ITAR 26(11) 

* qualified (investment tax credit), Reg. 4600 

ee defined, 127(9), (11) 

* reacquired, ITAR 26(6) 

* real, disposition of by non-resident, 216(5) 

* received as consideration for payment or loan 

** cost base, deductions from, 53(2)(f) 

* rental, capital cost allowance, Reg. 1100(11)—(14.2) 

¢ replacement, 13(4), (4.1), 14(7), 44G) 

* repossessed, rules applicable, 79 

* resource, see Resource property 

* restricted, see Restricted property 

* seizure of, by creditor, 79.1 

* small business, Reg. Part LI 

* substituted 

** cost base, addition to, 53(1)(f) 

** meaning of, 248(5) 

* surrender of, to creditor, 79 

¢ tax, see Municipality: property taxes 

* timber resource, defined, 13(21) 

* transfer of, see Transfer of property 

* trust, proportional holdings in, 259 

¢ upkeep by trust for beneficiary, 105(2) 

* use of or production from, see Production or use 

e value at date of death, 70(5), (6) 

Property and casualty surplus (of insurer) 

¢ defined, insurers, Reg. 2400(1) 

Property taxes 

¢ deductible after moving away from home, 62(3)(g) 

¢ limitation on deduction as business expense, 18(2) 

Proprietor of business 

¢ disposing of business, 25 

ee fiscal period, 25 

* income from business, 11(1) 

¢ return on death of, 150(4) 

Proprietorship 

* continuing business of partnership, 98(5) 

Prosecution 

* indictment, upon, 239(2) 

¢ limitation, 244(4) 

Prospecting 

* amount re share received, excluded from income, 81(1)(1) 

* income from, 35 

** exemption, 35(1)(c), 81(1)() 

Prospecting, exploration and development expenses 

* amalgamations, ITAR 29(11) 

¢ deduction: by any corporation, ITAR 29(11) 
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extended meaning, ITAR 29(28) 

general limitation, ITAR 29(31) 

limitation, re payments for rights, ITAR 29(13)-(15) 
mining corporation, ITAR 29(2), (3), (13) 

oil and gas corporation, etc., ITAR 29(4), (5) 
renunciation by joint exploration corporation, ITAR 29(6), (7) 
successor corporation, ITAR 29(25) 

Prospector 

¢ defined, 35(2) 

* receipt of shares by, 35 

e* deduction from amount, 110(1)(d.2) 

Protective trust 

* excluded from qualifying disposition, 107.4(1)(e) 
Province, see also specific provinces by name 


* assessment re allocation of provincial income, extension of 
time for federal reassessment, 152(4)(d) 


¢ bonds issued by 

** interest paid to non-resident, 212(1)(b)(ii)(C)UID), 212(6)-(8) 
* bound ; 

¢¢ by garnishment orders, 224(1.4) 


* by withholding tax requirements, 227(11) 
capital tax of, deductibility, 18 
communication of information to, 241(4)(d), Reg. 3003 


Bye incorporated in before part of Canada, 
248(1)‘corporation incorporated in Canada” 


corporation owned by, see also Crown corporation 

* bonds issued by 
*¢ interest paid to non-resident, 212(1)(b)@i)(C)TV) 
¢ deemed not private corporation, 227(16) 

* exemption, 149(1)(d)-(d.4) 

defined, Interpretation Act s. 35(1) 
¢ for corporate tax rate, 124(4) 

¢ for provincial SIFT tax factor, Reg. 414(1) 

exempt from federal tax, Constitution Act 1867, s. 125 
gift to, 118.11) 

government of, see Government 


includes Newfoundland and Labrador and Nova Scotia 
offshore areas, 124(4)“province” 


income earned in 

¢ deduction from tax, re schooling allowance, 120(2) 
¢ defined, 120(4) 

e individual, by, Reg. Part XXVI 

income not earned in 

¢ addition to tax for, 120(1) 

labour-sponsored venture capital corporation of 

¢ recovery of LSVCC credit, 211.7 

laws of 

* property transfer to spouse on death, 248(23.1) 

* support order transfers, 73(1), (1.1) 

legislature, see Legislative assembly (or Legislature) 
logging tax paid to, credit for, 127(1), (2), Reg. 700 
member of legislative assembly 

* expense allowance, exempt, 81(2) 

pension legislation, registration under, 147.1(2)(a)(ili) 
portion of income tax 

¢ refund by Minister, 164(1.4) 

refund of tax of, to be paid by CRA, 164(1.4) 
residence of qualifying environmental trust:in, 250(7) 
student loan legislation, interest paid under, credit, 118.62 
subject to withholding tax provisions, 227(11) 


super-R&D allowance, federal benefit, 127(9)“super-allowance 
benefit amount’, 127(10.1)(b) 


* tax collection agreement, application of payments, 228 
* tax transfer payments to, 154, Reg. 3300 

Provincial indemnities 

¢ excluded from income, 81(1)(q) 

Provincial laws, prescribed, Reg. 6500-6502 


e e e e e e ® e e e e e 
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Provincial life insurance corporation 
* conversion into mutual corporation, 139 
Provincial pension plan, prescribed (after 2009, see Specified 
pension plan) 
* assignment of pension under, 56(2) 
¢ benefits taxable, 56(1)(a)(i) 
contributions to 
* deductible from income, 60(v), Reg. 7800(2) 
* excepted from attribution rules, 74.5(12) 


* interest on money borrowed to make, no deduction, 


18(11)(g) 
¢ defined, Reg. 7800 


* emigration of taxpayer, no deemed disposition, 
128.1(10)“excluded right or interest’’(g)(iii) 


retirement pension under 

* assignment of, not subject to attribution, 74.1(1) 

spousal contribution, 60(v)(i)(A) 

transfer of rights to pension under, 56(4) 

transfer to RRSP, RRIF or annuity, 146(21) 

Provincial reassessment 

¢ defined, 152(4)(d) 

* extension of time for federal reassessment, 152(4)(d) 

Provincial SIFT tax rate 

e defined, 248(1), Reg. 414(3) 

* used in calculation of tax payable 

*¢ by partnership, 197(2)C 

°° by trust, 122(1)(b)A:D, 122(3)“taxable SIFT trust 
distributions’C 

Provision 

¢ defined, ITAR 74 

Provisionable assets 

¢ defined, Reg. 8006 

Provisional past service pension adjustment (PSPA) 

¢ defined, Reg. 8303(2), (3) 

Proxy amount 

° eases for research and development expenses, Reg. 

900(4)—(10) 

ee reduction in, 127(11.1)(f) [repealed], 127(18) 

Psychologist 

* certification of impairment 

ee for disability credit, 118.3(1)(a.2)(iv) 

ee for education credit, 118.6(3)(b)(v) 

¢ defined, 118.4(2) 

¢ therapy qualifying for medical expense credit, 118.2(2)(1.9) 

Public authority 

¢ tax on disposition of cultural property, 207.3 

Public body 

¢ performing function of government 

ee charitable donation to 

eee credit for individual, 118.1(1)“total charitable gifts’?(d.1) 

eee deduction for corporation, 110.1(1)(a)(iv.1) 

*¢ corporation owned by 

eee exempt from tax, 149(1)(d.5) 

exclusion, 149(1.3) 

income test, 149(1.2) 

*¢ exempt from tax, 149(1)(c) 

Public commuter transit services 

¢ defined, 118.02(1) 

Public corporation 

amalgamation, 87(2)(ii) 

defined, 89(1), 248(1) 

election to trigger gain before corporation becomes, 48.1 

existing since before 1972, ITAR 50 

life insurance corporation deemed to be, 141(2) 

mortgage investment corporation, 130.1(5) 

qualifying dividend paid by, 83(1) 

shares of, donation to charity, 38(a.1) 
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** partnership interests exchangeable for, 38(a.3) 


Public employees 

¢ annual dues deductible, 8(1)(i)(iv) 

Public foundation, see also Charitable foundation; Registered 

charity 

* acquiring control of a corporation, 149.1(12)(a) 

ee penalty, 188.1(3) 

ee revocation of registration, 149.1(3)(c) 

e business activities of unrelated business 

ee penalty, 188.1(1)(b), 188.1(2)(b) 

ee revocation of registration, 149.1(3)(a) 

¢ defined, 149.1(1), 248(1) 

¢ designation of registered charity as, 149.1(6.3) 

* private foundation designated as, 149.1(13) 

¢ registration of, see Registered charity 

Public investment partnership 

¢ defined, Reg. 229.1(1) 

° nee to publicize income information, Reg. 229.1(2), 

Public investment trust 

¢ defined, Reg. 204.1(1) 

¢ requirement to publicize income information, Reg. 204.1(2), 
(3)(b) 

Public market . 

° saab: for SIFT trust and partnership. distributions, 122.1(1), 

Public partnership, see also SIFT partnership 

¢ defined, Reg. 229.1(1) 

* requirement to publicize income information, Reg. 229.1(2), 


Public pension benefits 

¢ defined, Reg. 8500(1) 

Public primary caregiver 

¢ defined, 146.1(1) 

Public safety occupation, see also Firefighter; Police officer 
¢ defined, Reg. 8500(1) 

¢ early retirement permitted, Reg. 8503(3)(c)(@) 

¢ higher pension accrual rate permitted, Reg. 8503(3)(g)() 
Public school board 

¢ allowance from, exempt, 81(3) 

Public Transit Pass Credit, 118.02(2) 

* apportionment where more than one person eligible, 118.02(3) 
Public trust, see also SIFT trust 

¢ defined, Reg. 204.1(1) 

° ieuune of f to publicize income information, Reg. 204.1(2), 


Public utility 

¢ foreign 

ee dividend from, paid to non-resident, 213 

*¢ income imputed to shareholder of corporation, 213(2) 
* interest on obligations, 81(1)(m) 

*¢ amalgamation, 87(2)(jj) 

Publicly accessible charity information 

e defined, 241(10) 

Publicly traded 

¢ defined, Reg. 230(1) 

Publicly traded liability 

e defined, for SIFT trust definition, 122.1(1) 
Publicly-traded securities 

¢ donation of, to charity, zero capital gain, 38(a.1) 

*¢ partnership interests exchangeable for, 38(a.3) 

¢ prescribed, for 1971 valuation day, Reg. 4400 

¢ value on Valuation Day, ITAR 26(11), Reg. Sch. VII 
Puck, see Paid-up capital 

Pulp and paper waste 

¢ defined, Reg. 1104(13) 
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Pulp and paper waste (cont’d) a 

° ices in eligible waste fuel, Reg. 1104(13)“eligible waste 
Pulp mills 

* capital cost allowance, Reg. Sch. II:Cl. 5 

Pumping equipment 

* capital cost allowance, Reg. Sch. II:Cl. 7(), (k) 
Punishment, see Offences 

Purchase butterfly, 55(1), (3.1), (3.2) 

Purchaser shares 

¢ defined, 85.1(2.2) 

Purifier 

* air or water, medical expense credit, Reg. 5700(c.1) 
Purpose 

* gaining or producing income, 18(1)(a), Reg. 1102(1)(c) 
‘Put-in-use” rules, see Available-for-use rules 


Q 
QLP, see Qualified limited partnership 
QPIP, see Quebec Parental Insurance Plan 
QPP, see Canada Pension Plan/Quebec Pension Plan 
QSBC, see Qualified small business corporation 
QST, see Quebec sales tax 
Quadrennial survey, reserve for 
¢ defined, 12(1)(h), 20(1)(0), Reg. 3600(2) 
Qualified activities 
* defined, Reg. 5202 
Qualified annuity 
¢ defined, Reg. 1408(1) 
Qualified Canadian labour expenditure 
¢ defined, for film/video production services credit, 125.5(1) 
Qualified Canadian transit organization 
¢ defined, 118.02(1) 
Qualified construction equipment 
¢ defined, 127(9) [repealed] 
¢ prescribed, Reg. 4603 
Qualified corporation (re Canadian film/video tax credit) 
¢ defined, 125.4(1) 
Qualified dependant 
¢ Child Tax Benefit 
*¢ credit in respect of, 122.61(1) 
*¢ defined, 122.6, 122.62, Reg. 6300-6302 
¢ GST credit 
*¢ credit in respect of, 122.5(3)(c), (d) 
e o “defined, 122,5(1), 122.5(2) 
Qualified domestic trust 
¢ relief from double taxation, Canada-U.S. Tax Treaty:Art. 
XXVI:3(g) 
Qualified donee 
¢ defined, 149.1(1), 248(1) 
Qualified expenditure 
* pool, see SR&ED qualified expenditure pool 
* reduction to reflect government assistance, 127(18)-(21) 
* scientific research, for, defined, 127(9)“qualified expenditure” 
Qualified farm property 
* capital gains deduction, 110.6(2) 
* defined, 110.6(1) 


** deemed, where capital gain deemed following debt 
forgiveness, 80.03(8) 


ee for trust purposes, 108(1) 

¢ eligible capital property, sale of, 14(1.1) 
Qualified fishing property 

* capital gains deduction, 110.6(2.2) 

¢ defined, 110.6(1) 

¢¢ for trust purposes, 108(1) 


* eligible capital property, sale of, 14(1.2) 

Qualified insurance corporation 

¢ defined, Reg. 810(2) 

° Seria of, no certificate required before disposition, Reg. 
10(1)(a) 

Qualified investment, see also Non-qualified investment 

¢ deferred profit sharing plans, 204“qualified investment” 

¢ information returns, Reg. 221 

* non-resident investment or pension fund 

e¢ defined, 115.2(1) 

* registered disability savings plan 

e¢ defined, 205(1), Reg. 4900 

ee tax on investment that is not, 206.1 


registered education savings plan, 146.1(1)“qualified 
investment”, Reg. 4900 


¢¢ revocation of plan for failure to comply, 146.1(2.1), (12.1) 

*¢ tax on failure to comply, 207.1(3) 

* registered retirement income fund, 146.3(1)“qualified 
investment”, Reg. 4900 

*e taxes on failure to comply, 146.3(7), (9), 207.1(4) 

* registered retirement savings plan, 146(1)“qualified 
investment”, Reg. 4900 


*¢ taxes on failure to comply, 146(10), (10.1), 207.1(1) 
* tax-free savings account (TFSA) 
e¢ defined, 207.01(1) 


obligation of issuer, 207.01(5) 

** tax on investment that is not, 207.04 

Qualified labour expenditure (re Canadian film/video tax 
credit) 

¢ defined, 125.4(1) 

Qualified non-resident 

¢ defined, 115.2(1) 

Qualified pension income 

¢ defined, 60.03(1), 118(7) 

* pension credit, 118(3)B(b) 

Qualified property 

¢ defined 

ee investment tax credit, 127(9), (11) 

Qualified REIT property 

¢ defined, for SIFT trust and partnership distributions, 122.1(1) 
Qualified related corporation 

¢ branch tax, 219(8) 

* non-resident insurer, of, 138(12)“qualified related corporation” 
Qualified relation 

¢ GST credit 

*¢ credit in respect of, 122.5(3)(b) 

e¢ defined, 122.5(1), 122.5(2) 

Qualified resource 

¢ defined, for resource allowance claims, Reg. 1206(1) 
Qualified security 

¢ defined, 260(1) 

¢ loan of, deemed dividend, 260(5) 

Qualified small business corporation 


* capital gains exemption, see Qualified small business 
corporation share 


¢ share, see Qualified small business corporation share 
Qualified small business corporation share 

* capital gains deduction, 110.6(2.1) 

¢ death of shareholder, 110.6(14)(g) 

¢ defined, 110.6(1) 


e* deemed, where capital gain deemed following debt 
forgiveness, 80.03(8) 


¢ individual, of, defined, 108(1)“qualified small business 
corporation share” 


¢ related person, 110.6(14) 
¢ rules re, 110.6(14) 
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Qualified small-business property 

¢ defined, 127(9) [repealed] 

* investment tax credit for, 127(9)“specified: percentage”(i) 

Qualified small business share 

* excluded from mark-to-market rules, 142.2(1)mark-to-market 
property’’(e) 

Qualified tertiary oil recovery project, defined, Reg. 1206(1) 

Qualified transportation equipment 

¢ defined, 127(9) [repealed] 

¢ prescribed, Reg. 4601 

Qualified trust 

e defined, 259(3) 

Qualified trust unit 

¢ defined, 260(1) 

Qualifying acquisition 

¢ defined, for stock option deferral, 7(9) 

Qualifying active business 

¢ defined, Reg. 5100(1) 

Qualifying amount 

¢ defined, for retroactive spreading of lump-sum. payments, 
110.2(1) 

Qualifying arrangement 

¢ defined 

e¢ for Quebec Civil Code usufruct rules, 248(3.2) 

ee for TFSA, 146.2(1) 

Qualifying child 

¢ defined, for Children’s Fitness Credit, Reg. 9400(1) 

Qualifying Class A share 

* defined, for LSVCC rules, Reg. 6706(1) 

Qualifying corporation 

¢ defined 

ee for refundable investment tax credit, 127.1(2) 

Qualifying cost 

° say for small business investment capital gain rollover, 

Qualifying cost contribution arrangement 

¢ defined, 247(1) 

Qualifying currency 

¢ defined, for functional currency rules, 261(1) 

Qualifying debt obligation 

¢ defined 

ee for small business bond, 15.2(3) 

ee for small business development bond, 15.1(3) 

Qualifying disposition 

¢ small business investment capital gain rollover 

e¢ defined, 44.1(1), (9) 

° trusts 

ee defined, 107.4(1) 

ee rollover to trust, 107.4(3) 

subsequent disposition by trust, 107.4(4) 

Qualifying dividend 

¢ defined, 83(6) 

* paid by public corporation, 83(1) 

Qualifying educational program 

¢ defined 

ee for education tax credit, 118.6(1) 

*¢ for Lifelong Learning Plan withholding exemption, 104.1(2) 

ee for Lifelong Learning program (loan from RRSP), 146.02(1) 

Qualifying employment 

¢ defined, for credit to graduates working in designated regions, 
118.711) 

Qualifying entity 

¢ Children’s Fitness Credit 

ee defined, 118.03(1) 

¢ foreign retirement plans 

e* defined, Reg. 6804(1) 
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wee environmental trust (formerly Mining reclamation 

trust 

* acquisition of, deduction, 20(1)(tt) 

¢ amalgamation of corporation, effect of, 87(2)(j.93) 

¢ beneficiary, credit to, 127.41 

¢¢ reduction in corporate beneficiary’s. instalments, 157(3)(e) 

¢ contribution to, deduction, 20(1)(ss) 

¢ cost amount of interest in, 248(1)“cost amount’(e.2) 

e defined, 248(1) 

* disposition of interest in, income, 12(1)(z.2) 

e income from, 12(1)(z.1) 

¢ residence of, 250(7).. 

¢ tax on, 211.6 

Qualifying exchange (LSVCC) 

¢ defined, 211.7(1) 

¢ disposition of approved share, 211.8(1) 

¢ exchangeable shares, 211.7(3) 

Qualifying exchange (mutual fund rollover) 

¢ defined, 132.2(2) 

¢ effect of, 132.2(1) 

* exemption from rules re disposition of income interest in trust, 
106(2), (3) 

Qualifying expenditure (for home renovation tax credit) 

¢ defined, 118.04(1) 

¢ made by condominium corporation, co-op or trust, 118.04(2) 

Qualifying fiscal period 

¢ defined, 34.2(1) 

Qualifying foreign merger 

¢ defined, for foreign banks, 142.7(1) 

¢ effect of, 142.7(2) 

Qualifying home 

¢ for First-Time Home Buyer’s Credit and Disability Home 
Purchase Credit, 118.05(1) 

¢ for RRSP withdrawals, 146.01(1) 

Qualifying homebuyer 

¢ defined, Reg. 104(3.01) 

Qualifying income limit 

¢ defined, for refundable ITC, 127.1(2) 

Qualifying incomes 

¢ defined, for foreign tax credit, 126(7), (9) 

Qualifying individual (re approved downsizing program) 

¢ defined, Reg. 8505(2)(b), 8505(2.1) 

Qualifying interest (in respect of foreign. affiliate) 

¢ defined, 95(2)(m), 95(2.2), Reg. 5907(1.02) 

¢ income of foreign affiliate from active business, 95(2)(a) 

Qualifying losses 

¢ defined, for foreign tax credit, 126(7), (9) 

Qualifying member 

e defined, FAPI rules, 95(2)(0)-(r), 248(1) 

Qualifying obligation 

* defined, Reg. 5100(1) 

Qualifying payment 

¢ defined, Reg. 809(4) 

Qualifying performance income 

¢ defined (for amateur athlete trusts), 143.1(1) 

Qualifying period 

¢ defined, for phased retirement rules, Reg. 8503(16) 

¢ defined, for SIFT trust wind-up event, 248(1)“SIFT trust wind- 
up event’’(c)(ii) 

Qualifying person 

¢ defined 

ee re eligible funeral arrangement, 148.1(1) 

*¢ re registered disability savings plan, 146.4(1) 

*¢ re stock option rules, 7(7) 

*¢ re treaty shopping, Canada-U.S. Tax Treaty:Art. XXIX-A:2 


Topical Index 


Qualifying portion of a capital gain 
° very for small business investment capital gain rollover, 
LC) 

Qualifying portion of a distribution 

¢ defined, 207.01(1)“excess TFSA amount’”E 

Qualifying portion of the proceeds of disposition 

¢ defined, for small business investment capital gain rollover, 
44.1(1) 

Qualifying relation 

¢ defined, for home renovation tax credit, 118.04(1) 

¢ defined, for public transit pass credit, 118.02(1) 

Qualifying renovation (for home renovation tax credit) 

¢ defined, 118.04(1) 

Qualifying retirement plan 

¢ defined, Canada-U.S. Tax Treaty:Art. XVIII:15 

* tax treatment of, Canada-U.S. Tax Treaty:Art. XVIII:8—17 

Qualifying services 

* benefits in respect of, 94(1)“exempt foreign trust”(f)(1i)(C) 

¢ defined, for non-resident trust rules, 94(1) 

Qualifying share 


¢ defined 
¢« RRSP or RRIF investment in cooperative corporation, Reg. 
4901(2) 


e* share-purchase tax credit, 192(6), Reg. 6203 

¢ prescribed, Reg. 6203 

Qualifying transfers 

* re past service event, Reg. 8303(6), (6.1), Reg. 8304(2)(h) 

Qualifying trust 

* acquisition of shares for labour-sponsored funds tax credit, 
129.4(3) 

¢ defined, 127.4(1), 211.7(1) 

Qualifying trust annuity 

* attribution of amount paid out from, 75.2(a) 

*¢ joint and several liability, 160.2(2.1), (5) 

¢ death of taxpayer, effect of, 75.2(b) 

¢ defined, 60.011(2), 248(1) 

Qualifying withdrawals 

¢ defined, Reg. 8307(3) 

Quebec, see also Province 

° appicetinn of civil law to federal Acts, Interpretation Act 8.1, 


¢ Environmental Quality Act, trust required by, exempt, 
149(1)(z.1) 

Gaspé, see Gaspé Peninsula 

gift of succession in, deemed to be release or surrender, 248(9) 
labour-sponsored venture capital corporation of 
* prescribed, Reg. 6700(a)(i), (vii) 

logging tax, credit for, 127(1), (2), Reg. 700 

matrimonial regime, 248(22), (23) 

Montreal, international banking centre, 33.1(3) 

northern, see Northern Canada 

Office de professions, dues deductible, 8(1)(i)(vi1) 

Pension Plan, see Canada Pension Plan/Quebec Pension Plan 
RRSP, RRIF or TFSA set up in, deemed to be trust, 248(3)(c) 
renunciation of succession in, deemed to be disclaimed, 248(9) 
residents, federal tax abatement, 120(2) 

Supplemental Pension Plans Act, Reg. 8502(d)(ix), 8510(9) 
tax rates, see introductory pages 

usufructs, rights of use or habitation, and substitutions, deemed 
to be trusts, 248(3) 
Quebec North Shore Paper Co. case overruled, 12(1)(r) 
Quebec Parental Insurance Plan 
¢ deduction for premiums paid by self-employed person, 

8(1)(1.2) 

* benefit 
** repayment of overpayment, deduction for, 60(n)(v.1) 
ee taxable, 56(1)(a)(vii) 


e+ withholding tax, 153(1)(d.1) 
* premium 
** paid by employee 


eee as employee 
cove credit, 118.7:B(a.1), (a.2) 
eoeoe deduction, 60(g) 


as employer, deduction, 8(1)(1.2) 
** paid by employer, deduction, 9(1) (general accounting 
principles) 


Quebec Pension Plan, see Canada Pension Plan/Quebec Pension 
Plan 


Quebec sales tax, see also Goods and services tax 


* input tax refund o o deemed to be assistance, 248(16.1), see 
also also Assistance/government assistance 


°° repaid, deemed to be reduction in assistance, 248(18.1) 
¢ rebate 


** deemed to be assistance, 248(16.1), see also 
Assistance/government assistance 


** included in income, 12(1)(x) 
*¢ reduces capital cost of property, 13(7.1) 
Queen, see Crown 


Quota 


¢ disbursement, for charities, 149.1(1)“disbursement quota” Reg. 
3700-3702 


¢ farm, capital gains exemption, 110.6(1)“qualified farm 
property (d) 
* fishing, capital gains exemption, 110.6(1)“qualified fishing 
property’’(d) 
R 
R&D, see Scientific research and experimental development 
RCA, see Retirement compensation arrangement 
RCA trust 
¢ defined, 207.5(1) 
¢ excluded from various trust rules, 108(1)‘‘trust’(d) 
RCGTOH, see Refundable capital gains tax on hand 
RCMP, see Royal Canadian Mounted Police 
RDSP, see Registered Disability Savings Plan 
RDTOH, see Refundable dividend tax on hand 
REIT, see Real estate investment trust 
REMIC, see Real Estate Mortgage Investment Conduit 
REOP, see Reasonable expectation of profit 
RESP, see Registered education savings plan 
RESP annual limit 
¢ defined, 146.1(1) 
¢ limit on RESP contributions, 146.1(2)(k) 
* penalty tax on exceeding limit, 204.9“excess amount’’(a) 
RESP lifetime limit 
¢ defined, 204.9 
RFI, see Restricted financial institution 
RHOSP, see Registered home ownership savings plan 
RIC, see Regulated Investment Company (U.S.) 
RIF, see Retirement income fund 


RLSVCC, see Labour-sponsored venture capital corporation 
(LSVCC): registered 


RPP, see Registered pension plan 

RPP annuity contract, 147.4 

RRIF, see Registered retirement income fund 
RRSP, see Registered retirement savings plan 


R.S.C. 1985 (5th Supp.), see Revised Statutes of Canada, 1985 
(Sth Supp.) 


RSO, see Refund Set-Off program 
RSP, see Retirement savings plan 
Rabbi, see Clergy 
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Radar equipment 

* capital cost allowance for, Reg. Sch. II:Cl. 9 
Radiocommunication equipment 

* capital cost allowance for, Reg. Sch. II: Cl. 8, Schi Til) 9 
¢ defined, Interpretation Act 35(1) 

Radiological services 

e medical expense, 118:2(2)(0) | 

Rail bogies or rail suspension devices 

* capital cost allowance, Reg. 1100(1)(z), Reg. Sch. I:Cl. 35(b) 
Railroad Retirement Act (U.S.) 

¢ Tier 1 benefits, Canada-U.S. Tax.Treaty:Art. XVIII:5 
Railway 


* cars, capital cost allowance, Reg. LOO) Z),(Z.1b), (z.1e 
Reg. Sch. II:Cl. 7(h)(ii), Sch. Beh. 35 sia )thdict Sh 


* separate classes, Reg. 1101(5d)—(5d.2) 
common carrier, see companies (below) 
companies 


* capital cost allowance, Reg. 1100(1)(z.1c), 1101(5d.2), 
1102(10), Reg. Sch. I:Cl. ds BO 


¢¢ capitalization of expenses, 36 

* corporations, taxable income earned in’a province, Reg. 406 
° Say an profits exempt, Canada-U.S. Tax Treaty:Art. 

* employees 

°° away-from-home expenses of, deduction, 8(1)(e), (g) 

*¢ relieving telegrapher or station agent expenses, 8(1)(e) 


¢ U.S. retirement benefits, Canada-U.S. Tax Treaty:Art. 
XVII:5 


* expansion property, Reg. 1100(1)(zc) 
* locomotive, capital cost allowance, Reg. Sch. II:Cl. 6(j), Sch. 
II:Cl. 7(i), Sch. IL:Cl. 10(y) 
refurbishing or reconditioning, Reg. 1102(19.1), (19.2) 
* modernization property, Reg. 1100(1)(zc) 
¢ rail suspension device, capital cost allowance, Reg. 1100(1)(z), 
(z.1b), Reg. Sch. II: Cl. 70), Sch. II:Cl. 35 
separate classes, Reg. 1101(5d)—(5d.2) 
rolling stock, exempt from non-resident tax, 212(1)(d)(vii), 
212(16) 
sidings, capital cost allowance, Reg. 1100(8) 
systems, Reg. 1104(2), Reg. Sch, II:Cl. 4 
tank car, capital cost allowance, Reg. Sch. II:Cl. 6 
tier 1 pension benefits, Canada-U.S. Tax Treaty:Art. XVII:5 
¢ USS. resident, exempt, Canada-U.S. Tax Treaty:Art. XV:3 
track and related property, capital cost allowance, Reg. 
1100(1)(zb), Reg. Sch. iter 1(h) 
for mine, Reg. Sch. Il:Cl. 10(m), Sch. I:Cl. 41, 
separate classes, Reg. 1101(5Se), (5e.1) 


¢ traffic control equipment, capital cost allowance, Reg. 
1100(1)(za.1), Reg. Sch. I:Cl. 14) 


separate classes, Reg. 1101(5e.1) 

* trestles, Reg. 1100(1)(za.2), (zb), Reg. Sch. II:Cl. 3 
separate classes, Reg. 1101(5e.2), (Sf) 

Railway system 

¢ defined, Reg. 1104(2) 

Rapid transit car 

* capital cost allowance for, Reg. Sch. II:Cl. 8 
Rapidly depreciating electronic equipment 

* capital cost allowance, Reg. 1101(5p), Reg. Sch. I:Cl. 10(f) 
Rate reduction payment 

° treated as interest, 18(9.1) 

Rates of capital cost allowance, Reg. 1100 

Rates of tax, see also Surtax 

* alternative minimum tax, 127.51 

* capital tax, financial institutions, 190.1 

* corporation, 123 

abatement, 124 

deposit insurance, 137.1(9) 

excessive election, 184(2) 
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investment corporations, 130 
manufacturing and processing, 125.1 
non-resident, carrying on business in Canada, 219 
non-resident-owned investment corporation, 133(3) 
scientific research, 194 . 
small business deduction; 125 
surtax (before 2008), 123.2 
DPSP trust 
non- -qualified investments, on, 198 
deposit insurance corporation, 137.1(9) 
income-splitting tax, 120.4(2) 
individual, 117(2) 
abatement for provincial schooling allowance; '120(2) 
averaging, see Averaging of income 
general averaging 
surtax, 180.1 
‘income: not earned in a province, 120(1) 
indexing of, 117.1 
over-contributions. to deferred. plans, 204.1 
investment corporation, 130(1) 
investment income of life insurer, 211.1(1) 
kiddie tax, 120.4(2) 
minimum tax, 127.51 
non-resident-owned investment corporation, 133(3) 
non-resident withholding tax, 212 
Part I (regular tax) 
corporation, 123(1)(a), 124(1) 
deposit insurance corporation, 137.1(9) 
general reduction, 123.4(2) 
reduction for CCPC, 123.4(3), 125 
surtax (before 2008), 123.2 
income not earned in a province, 120(1) 
income splitting tax, 120.4(2) 
individual, 117(2) 
minimum tax, 120.4(2) 
Part I.1 (individual surtax), 180:1(1) 
Part I.2 (OAS clawback), 180.2(2) 
Part 1.3 (Large Corporations Tax), 181.1€1) 
Part II (tobacco manufacturers’ surtax), 182(1) 
Part II.1 (corporate distributions tax), 183.1(2) 
Part III (excessive capital dividend election), 184(2) 
Part III.1 (excessive eligible dividend election), ,185.1(1)(a),: (b) 
Part IV (dividends received by private corporation), 186(1) 
Part IV.1 (preferred shares), 187.2 
Part V 
charity revocation tax, 188(1.1) 
charitable foundation, transfer of property, 188(3) 
* private foundation, non-qualified investments, 189(1) 
Part VI (financial institutions capital tax), 190.1(1) 
Part. VI.1 (preferred shares), 191.1(1) 
Part VII (share-purchase tax credit refundable tax), 192(1) 
Part VIII (scientific research tax credit refundable tax), 194(1) 
Part [IX (cumulative offset account), 196(1) 
Part 1X-1, 197(2) 
Part X 
DPSP, inadequate consideration, 201 
DPSP, non-qualified investments or use of assets as 
security, 198(1) 
Part X.1 
e DPSP with excess amount, 204.1(3) 
e RRSP overcontributions, 204.1(2.1) 
Part X.2 (registered investment holding non-prescribed 
investment), 204.6(1) 
Part X.3 oy gee proces? fund insufficiently invested), 
204.82(1), (3) 
Part X.4 (overcontribution to RESP), 204.91 
Part XI (registered disability savings plans) 
¢ advantage extended, 206.2(2) 
* inadequate consideration for) property, 206(2) 
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Rates of tax (cont’d) 
** non-qualified investments, 206.1(2) 


** using property as security, 206.3(2) 

Part XI.01 
advantage extended in relation to TFSA, 207.05(2) 
excess TFSA contributions, 207.02 
non-resident contributions to TFSA, 207.03 
TFSA holding prohibited or non-qualified investment, 
207.04(2), (7) 

Part XI.1 

* DPSP holding non-qualified investment, 207.1(2) 

* RESP holding non-qualified investment, 207.1(3) 


RRIF holding non-qualified investment, 207.1(4) 
RRSP holding non-qualified investment, 207.1(1) 
Part XI.2 (disposition of cultural property by institution), 207.3 
Part XI.3 (retirement compensation arrangement), 207.7(1) 
Part XII (resource royalties paid by tax-exempt person), 208(1) 
Part XII.1 (carved-out income), 209(2) 
Part XII.2 (designated income of trust with non-resident 
beneficiary), 210.2(1) 
Part XII.3 (investment income of life insurer), 211.1(1) 
Part XII.4 (qualifying environmental trust), 211.6(1) 
Part XIII (withholding tax) 
¢ dividends paid to non-residents, 212(2) (as reduced by 
treaty) 
¢ film and video royalties, 212(5) (as reduced by treaty) 
* other passive income of non-residents, 212(1) (as reduced 
by treaty) 
Part XIII.1 (foreign bank), 218.2(1) (as reduced by treaty) 
Part XIII.2, 211.2(2)(b) 
Part XIV 
¢ branch tax, 219(1) (as reduced by treaty) 
* corporate emigration, 219.1 
refundable tax on corporations issuing shares, 192 
registered charities, 188 
registered investments, re, 204.4 
trust 
* governed by deferred plans, 207.1 
¢ inter vivos, 122(1) 
* testamentary, 117(2) 
Reacquired property, ITAR 26(6) 
Reading services 
¢ disability supports deduction, 64(a)A(ii)(L) 
¢ medical expense credit, 118.2(2)(1.43) 
Real estate, see Real property 


Real estate investment trust, see also Mutual fund trust 

¢ allowed as mutual fund trust, 108(2)(b)(@i)(B), 108(2)(c), 
132(6)(b)(ii) 

¢ defined, for SIFT trust and partnership distributions, 122.1(1) 


¢ excluded from income tax distributions tax, 122.1(1)“SIFT 
trust” 


¢ United States 

ee dividends paid by, Canada-U.S. Tax Treaty:Art. X:7(c) 

Real Estate Mortgage Investment Conduit 

* excess inclusion, Canada-U.S. Tax Treaty:Art. XI:9 

Real or immovable property 

¢ defined, for SIFT trust and partnership distributions, 122.1(1) 

Real property, see also Building; Land; Real or immovable 

property; Rent 

* acquired 

*¢ capital cost, 13(5.2) 

* capital, taxable, Canada-U.S. Tax Treaty:Art. XXIII 

* capital gains exemption restrictions, 110.6(1)“annual gains 
limit” “eligible real property gain” 
defined, Income Tax Conventions Interpretation Act s. 5 
disposed of 

* non-resident, by, 216(5) 

* recaptured depreciation, 13(5.3) 


e e e e 
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income from, Canada-U.S. Tax Treaty:Art. VI 

interest in, defined, 248(4) 

leasehold interest in, see Leasehold interest 

life estate in, 43.1 

non-qualifying real property, defined, 110.6(1) 

outside Canada 

* foreign tax credit to emigrant on disposition, 126(2.21) 

foreign tax credit to trust, 126(2.21) 

* reporting of to CRA, 233.3 

principal-business corporations 

¢ associated, base level deduction, 18(2.3)—(2.5) 

¢ base level deduction, 18(2)(f), 18(2.2) 

* specified percentage of “soft costs”, 18(3.4) 

rent paid before acquisition, deemed CCA, 13(5.2) 

trust owing, whether a unit trust, 108(2)(c) 

Real right in an immovable 

* meaning of, 248(4.1) 

Real-time captioning services,, see Captioning service 

Reality television 

* ineligible for Canadian film/video credit, Reg. 
1106(1)“excluded production’(b)(vii) 

¢ ineligible for film/video production services credit, Reg. 
9300(2)(g) 

Reappropriations of amounts, 221.2 

Reasonable efforts 

* to determine transfer prices 

ee defined, 247(4) 

e¢ required, 247(3)(a)(1i)(B) 

Reasonable expectation of profit 

* personal or living expenses, 18(1)(h), 248(1) 

* required for loss carryforward after change in control, 
111(5)(a)G@), 111(5)(b)@) 

* required in order to deduct loss from business or property, 3.1 

Reasonableness 

* criterion for expenses, 67 

Reassessment, see also Assessment 

¢ after normal reassessment period, 152(4)-(5) 

e¢ disposition of vessel, after, 13(18) 

consequential on other change, 152(4.3) 

constitutes an assessment, 248(1)‘‘assessment” 

deceased’s estate, election re losses, 152(6) 

election to capitalize interest, on, 21(5) 

exercise of option, on, 49(4), (5) 

extended reassessment period, 152(4)(b) 

Minister, by, 152(4), (4.1), (6), 165(3) 

¢ after filing notice of objection, 165(5) 

¢ disposing of appeal, on consent, 169(3) 

normal reassessment period, defined, 152(3.1) 

second notice of objection not required, 165(7) 

unused Part I.3 tax credit, 152(6)(f) 

validity, 165(5), (6) 

waiver of limitation period by taxpayer, 152(4)(a)(ii), 152(4)(c) 

within normal reassessment period, 152(4) 

Recapture, see also Negative amounts 

* capital cost allowance, see Capital cost allowance: recapture 

¢ eligible capital property, 14(1) 

¢ goodwill, 14(1) 

* investment tax credit, 127(27)-(36) 

¢ SR&ED expenditures, 37(6) 

Receivables 

¢ in later year, reserve for, 20(1)(n), 20(8) 

*¢ where property repossessed by creditor, 79.1(4) 

¢ 1971, ITAR 23(5)“1971 receivables” 

Receiver or receiver-manager, see also Legal representative 

¢ clearance certificate before distributing property, 159(2) 

¢ deemed to be legal representative, 248(1)“legal representative” 

* obligations of, 159 
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Receiver or receiver-manager (cont’d) 
¢ return to be filed, 150(3 


* withholding tax, liability for, 227(5), 227(5.1) 

Re-characterized exempt earnings income 

* defined, for double-dip interest rules, 18.2(1) 

Re-characterized income 

* defined, for double-dip interest rules, 18.2(1) 

Re-characterized taxable earnings income 

¢ defined, for double-dip interest rules, 18.2(1) 

Recipient 

¢ defined, re royalty reimbursements, 80.2(1)(a) 

Reclamation of mines, see Qualifying environmental trust 

Reclassification 

* depreciable property, change in class, 13(5) 

° expenditures, R&D claims, 37(12) 

Recognized diploma 

* defined, for credit to graduates working in designated regions, 
118. 71(1) 

Recognized forestry professional 

¢ defined, Reg. 7400(3) 

Recognized stock exchange 

¢ defined, 248(1) 

Record, see also Books and records 

¢ defined, 248(1) 

Recovery 


¢ labour-sponsored funds tax credit, see Labour-sponsored funds 
tax credit: recovery 


¢ limit, see Recovery limit 

Recovery limit 

¢ defined, for non-resident trusts, 94(8) 

Recreation program 

¢ youth boarding allowance non-taxable, 6(1)(b)(v.1) 
Recreation vehicle service technician 


* apprenticeship job creation credit, 127(9)“investment tax 
credit” 


Recreational club 

* non-profit, exempt, 149(1) 1), 149(5) 
Recreational facilities 

¢ use of, expense not deductible, 18(1)()(@) 
Recreational property 

¢ capital cost allowance, Reg. 1102(17) 
Rectification, 169(1) (Notes) 


Red Seal trades 
¢ prescribed, for apprenticeship credit, Reg. 7310 


Redemption of shares by corporation 

* capital loss denied, 40(3.6) 

¢ deemed dividend of excess over paid-up capital, 84(3) 
Redetermination, see Determination 

Reduction of tax, see Abatement of tax 

Reed Stenhouse Companies Ltd. 


° pape I shares, no deemed dividend on eargmmntnet 84(8),. Reg. 
0 


Refinery 

* capital cost allowance, Reg. Sch. II:Cl. 10(u), Sch, If:Cl..41 

Refrigeration and air conditioning mechanic 

° apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Refugee 

* entitled to Child Tax Benefit, 122.6“eligible individual’’(e)(iii) 

Refund 

¢ after normal reassessment period, 152(4.2), 164(1.5) 

¢ “allowable refund” to non-resident-owned investment 
corporation, 133(6), (7), (8)“allowable refund” 

* assignment of, by corporation, 220(6), (7) 

* capital gains 
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¢« mutual fund corporation, to, 131(2), (3) 
ee mutual fund trust, to, 132(1), (2) 

¢ Crown royalty, income inclusion, 12(1)(x.2) 
¢ dividend 
e ¢ . mutual fund corporation, to, 131(5) 

°° private corporation, to, 129(1) 

¢ duty of Minister, 164(4.1) 

¢ employees profit sharing plan, to former beneficiary, 144(9) 
e fraudulently obtained, offence, 239(1.1) 

e included in income, 12(1)(x)(iv) 

* interest on, 164(3)-(4) 

¢ labour-sponsored funds tax credit clawback; 211.9 

¢ non-resident tax, of, 227(6)-(7) 

¢ of payments, see Refund of payments 

* overpayment of tax, of, 164 

ee application to other taxes, 164(2) 

¢ Part I tax, 164 

¢ Part VIII 

e¢ when deemed paid, 194(5) 

* partial refundable investment tax credit re scientific, research 
and development, 164(1) 


* premiums, of, see Registered retirement savings plan: refund 
of premiums 


provincial portion of income tax, 164(1.4) 

RRSP premiums, of, 146(1)“refund of premiums” 

e deemed receipt of, 146(8.1) 

reassessment to give rise to, 152(4.2) 

refundable dividend tax, 129 

¢ application to other liability, 129(2) 

repayment on objections and appeals, 164(1.1) 
returns must be filed before payable by Minister, 164(2.01) 
tax, of 

ee deferred profit sharing plan, to, 202(2) 

eee application to other taxes, 203 

ee excessive, 160.1(1) 

¢ tax on non-qualified investment, of 

¢¢ on disposition, 198(4), 199(2) 

*¢ on recovery of security, 198(5) 

¢ UI premium tax credit, 164(1.6) 

Refund benefit 

¢ defined, Reg. 8300(1) 

Refund interest 

¢ defined 

ee for M&P credit on resource income, Reg. 5303(4) 
ee for corporate interest offset, 161.1(1) 

* payable to taxpayer, 164(3) 

ee rate of interest, Reg. 4301(b) 

Refund of payments 

¢ defined, for education savings plan, 146.1(1) 
Refund of premiums, see Registered retirement savings plan: 
refund of premiums 

Refund Set-Off program, 164(2) 

Refundable capital gains tax on hand 


¢ mutual fund corporation, of, 131(6)“refundable capital gains 
tax on hand” 
¢* carryover to mutual fund trust.on qualifying exchange, 
132.2(1)() 
ee reduction of, 131(9) 
e patel fund trust of, 132(4)“refundable capital gains tax on 
an ; 
ee addition to, following reorganization, 132.2(1)(1) 
Refundable credits 
Canadian film/video production credit, 125.4 
Child Tax Benefit, 122.61(1) 
dividend refund, 129(1) 
film or video production services credit, 125.5 
GST credit, 122.5(3) 
individual resident in Quebec, 120(2) 
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Refundable credits (cont’d) 
* investment tax credit, 127.1(1) 


* medical expenses, 122.51 
* qualifying environmental trust credit, 127.41(3) 
¢ U.S. social security tax een oe due to treaty amendment, 
Canada-U.S. Tax Treaty:Art II:5 
Refundable dividend tax on wedi see also Dividend refund 
aggregate investment income, defined, 129(4), 248(1) 
amalgamation, on, 87(2)(aa) 
deemed, 186(5) 
defined, 129(3) 
foreign investment income, defined, 129(4) 
“income” or “loss” defined, 129(4) 
meaning of certain expressions, 129(8) 
parent’s, after subsidiary wound up, 87(2)(aa), 88(1)(e.2) 
refund of, 129(1) 
taxable dividend, defined, 129(7) 
Refundable federal sales tax credit, 122.4 [repealed] 
Refundable goods and services tax credit, 122.5, see also 
Goods and services tax (GST): refundable credit 
Refundable investment tax credit 
* deemed deduction from tax otherwise payable, 127.1(3) 
¢ defined, 127.1(2) 
* partial refund in respect of, 164(1) 
Refundable medical expense credit, 122.51 
Refundable Part IV tax, 186 
¢ refund of, 129(1) 
Refundable Part VII tax 
* amalgamation, on hand on, 87(2)(nn) 
* corporation issuing qualifying shares, 192, 193 
¢ defined, 192(3), 248(1) 
¢ undue deferral of, 193(6) 
Refundable Part VIII tax on hand 
¢ defined, 194(3), 248(1) 
¢ undue deferral, 195(6) 
Refundable taxes 
¢ investment income of CCPC, 123.3, 
e Part IV tax, 186(1) 
* retirement compensation arrangement arrangement, 207.5(1) 
Regional Development Incentives Act 
¢ credit for graduates working in designated regions, 118.71 
Registered animal 
¢ defined, Reg. 1802(5) 
Registered Canadian amateur athletic association 
defined, 248(1) 
gifts to, credit for, 118.1(1), (3) 
information returns, Reg. 216 
receipts, Reg. 3500, 3501 
records to be kept, 230(2) 
refusal or revocation of registration 
¢ appeal from, 172(3)(a) 
* revocation of registration, 168 
Registered charity, see also Charity 
* accumulation of property, 149.1(8), (9) 
¢ annulment of registration, see registration (below) 
bequest to, see Enduring property 
books and records, 230(2) 
charitable activities 
¢ Minister may specify amount expended on, 149.1(5) 
communication of information by Minister, 149.1(15) 
corporate tax return not required, 150(1.1)(a) 
defined, 248(1) 
designation as foundation or organization, 149.1(6.3) 
* objection to, 168(4) 
designation of, by Minister, as public foundation etc., 
149.1(6.3) 
appeal from, 172(3)(a.1) 


see also Dividend refund 
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disbursement excess, 149.1(20) 

¢ defined, 149.1(21) 

disbursement quota, 149.1(1)“disbursement quota” 

donations to, see Gifts and donations 

aoe of, penalty for false statement in receipt, 188.1(9), 


endowment to, see Enduring property 

exemption for, 149(1)(f) 

false statement to obtain registration, revocation, 149.1(4.1)(c) 
fund-raising event 


* exempted from ge eneral limitation on entertainment expense 
deduction, 67.1(2)(b) 


gift to another registered charity 
¢ revocation of registration, 149.1(4.1) 

gifts to, 118.1(1), (3) 

information returns, 149.1(14), Reg. 204(3)(c) 
investment assets, disbursement requirement, 
149.1(1)“disbursement quota’’B.1 


loan to donor, 118.1(16) 
Minister may specify amount expended on charitable activities, 
149.1(5) 
non-qualified investment, tax re, 189 
officer of, penalty for false statement in receipt; 188.1(9), (10) 
penalties, 188.1, 189(6.3) 
appeal of penalty, 189(8), 169(1) 
carrying on business, 188.1(2) 
conferring undue benefit on any person, 188.1(4), (5) 
failing to file information return, 188.1(6) 
false statement in receipt, 188.1(9), 10 
foundation acquiring control of corporation, 188.1(3) 
incorrect receipt, 188.1(7)-(10) 
making gift to delay charitable expenditures, 188.1(11) 
objection to penalty, 189(8), 165(1) 
penalty reduced by giving funds to another charity, 189(6.3) 
penalty taxes, 188, 189 
public information return, 149.1(14), (15) ° 
receipts issued by 
* penalty for incorrect or false information, 188.1(7)—(10) 
¢ revocation for incorrect or false information, 168(1)(d) 
* requirements, Reg. 3501 
registration of, 248(1)“registered charity” 
annulment of registration, 149.1(23), (24) 
¢ appeal from, 172(3) 
¢ objection to, 168(4) 
refusal by Minister to register, 149.1(22) 
appeal from, 172(3) 
objection to, 168(4) 
revocation of, 149.1(2)-(4.1), 168 
¢ appeal from, 172(3) 
¢ deemed year-end, 188(1) 
¢ — grounds for, 149.1(2)-(4.1), 168 
objection to, 168(4) 
returns required, 189(6.1) 
tax on, 188(1.1) 
reduction of revocation tax liability, 189(6.2) 
remainder interest in real property, disposition to, 43.1(1) 
specified gift, defined, 149.1(1) 
suspension of receipting privileges, 188.2 
* appeal of suspension, 189(8), 169(1) 
¢ objection to suspension, 189(8), 165(1) 
tax re, 188, 189 
taxation year, 149.1(1) 
ten-year gift to, see Enduring property 
terrorism, supporting, see also Charities Registration (Security 
Information) 
* no appeal of revocation of registration, 172(3.1) 
* revocation of registration, 168(3) 
transfer of property 
* tax on, 188(3), (4) 
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Registered disability savings plan, 146.4 

* attribution rules do not apply, 74.5(12)(a.2) 

¢ conditions, 146.4(2)-(4) 

e defined, 146.4(1) . 

* disposition of property to, capital loss nil, 40(2)(g)(iv)(A) 
* emigration from Canada, no tax on, 128.1(10)“excluded right 
or interest’’(iii.1) 

exempt from tax, 146.4(5) 

holder of, see Holder 

interest on money borrowed for, not deductible, 18(11)(i) 
non-compliant, 146.4(10)-(12) 

payment from 


* not counted for purposes of Child Tax Benefit, 
122.6“adjusted income” 


*¢ not counted for purposes of GST/HST Credit, 
122.5(1)“adjusted income” 


** not counted for purposes of Old Age Security, clawback, 
180.2(1)““adjusted income” 


* tax on, 56(1)(q.1), 146.4(6) 

¢ withholding tax 

ee non-resident, 212(1)(r.1) 

ee — resident, 153(1)@) 
qualified investments, 205(1) 
Quebec, in, deemed to be trust, 248(3)(c) 
reversionary trust rules do not apply, 75(3)(a) 
rollover to, from RRSP, RRIF or RPP, 60.02 
tax on 

¢ advantage extended, 206.2 

¢ borrowing money, 146.4(5)(a) 

* carrying on business, 146.4(5)(b) 


inadequate consideration for property, 206 
non-qualified investments, 146.4(5)(b),. 206.1 
¢* using property as security, 206.3 
¢ transfer to another RDSP, 146.4(8), Q) 
Registered education savings plan, 146.1, see also Education 
savings plan 
* accumulated income payment 
ee defined, 146.1(1) 
¢ included in income, 146.1(7.1) 
* restrictions on) making, 146.1(2)(d.1) 

amendments to, 146.1(4.1) 

amounts received, income, 56(1)(q) 

annual limit, see RESP annual limit 

annuities, holding of, 146.1(1)“qualified investment’(c) 
beneficiary under 
* amount included in income, 146.1(7) 
e defined; 146.1(1) 

conditions for registrations, 146.1(2) 

contribution limits, see RESP annual limit; RESP lifetime limit 
defined, 146.1(1) 

distance education programs, 146.1(2)(g.1) 

educational assistance payment, see Educational assistance 
payment 

emigration of beneficiary, no deemed disposition, 
128.1(10)“excluded right or interest’’(a)(i1i) 


“excess amount” defined, 204.9(1); (2) 

excluded amount, 146.1(7:2) 

excluded from various trust rules, 108(1)“‘trust’’(a) 
family plan, 146.1(2)Q) 

information returns 
¢ by promoters, 146.1(15) 
¢ by trustees, 146.1(13.1) 

interest on money borrowed to contribute to, not deductible, 
18(11)(h) 
* locked-in annuities, 146.1(1)“qualified investment’’(c) 
* money borrowed for contribution to 
ee limitation on deductibility, 18(11)(g) 


notice of intent to revoke registration, 146.1(12.1) 
* appeal from, 172(3)(e.1) 


2473 


¢ notice of revocation, 146.1(12.2) 

¢ notification to beneficiaries, 146.1(2)(1) 

* overcontributions to, tax on, 204.9-204.93 (Part X.4) 
* payments out of 

ee non-residents, to, 212(1)(r) 

ee residents, to, 56(1)(q), 146.1(7) 

¢ qualified investment 

ee defined, 146.1(1) 

ee holding non-qualified investment 

eee revocation of plan, 146.1(2.1), (12.1) 
eee tax on, 207.1(3) 

¢ Quebec, in, deemed to be trust, .248(3)(c) 
¢ refund of payments under, 146.1(1) 

* registration 

e* conditions for, 146.1(2) 

ee deemed date of, 146.1(12) 

ee¢ revocation of, 146.1(12.1), (12.2), (13), (14) 
* reversionary trust rules do not apply, 75(3)(a) 
e revocable, 146.1(2.1) 

¢ revocation, 146:1(13) 

ee notice of, 146.1(12.1), (12.2) 

¢ subscriber not taxable, 146.1(6) 

¢ tax payable by subscribers, 204.91 


transfer of pro Bi to. another plan, 146.1(2)(g.2), (j)Gi)(B), 
146.1(6.1), 204.9(5) . 


° trust 

ee rollover to new trust, 248(1)“disposition’ (f)(vi) 

* trust not taxable, 146.1(5), 149(1)(u) 

° roster of tax from payments, 153(1)(t), Reg. 103(6)(g), 
Registered home ownership savings plan, 146.2 [repealed] 
Registered investment 

¢ defined, 204.4(1), 248(1) 

e list of, 204.5 

e Minister and, 204.4(2)-(5), 204.5 

¢ qualifies for RDSP or RESP, Reg. 4900(5) 

e tax on 

*¢ on acquisition of shares not at fair market value, 207.1(5) 
¢¢ on holding certain property, 204.6 

Registered labour-sponsored venture capital corporation, see 
ete ete venture capital corporation (LSVCC): 
registere 

Registered life insurance policy 

e defined, 211(1) 

Registered mail 

¢ no longer needed, for notice of objection, 165(2) 
Registered national arts service organization 

benefits from, included in income, 56(1)(z.1) 

deemed to be registered charity, 149.1(6.4) 

defined, 248(1) 

exempt from tax, 149(1)(1) 

prescribed conditions, Reg: 8700 

receipts issued by, Reg. 3500“registered organization” 
registration, 149.1(6.4) 

revocation of designation, 149.1(6.5) 

Registered non-resident insurer 

¢ defined, Reg. 804 

¢ withholding requirements, Reg. 800—805.1 
Registered organization 

¢ defined, for donations and gifts, Reg. 3500 
Registered pension plan, 147.1—147.3, Reg. Part 
LXXXIN-LXXXV 

¢ actuarial report, 147.2(3), Reg. 8410 

* actuary, defined, 147.1(1) 

¢ administrator, 147.1(6)-(7) 

ee defined, 147.1(1) 

ee obligations, 147.1(7) 

e* requirement, 147.1(6) 
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Registered pension plan (cont'd) 
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* separate liability, 147.1(16) 


amendments to, 147.1(4), (15), 172(3), (5), Reg. 8511, 8512(3) * 


¢  anti-avoidance, 146(5.21) 
annuity, rollover from RPP, 147.4 
appeal 
* refusal to accept amendment, from, 172(3)(f.1), 172(5) 
¢ refusal to register, from, 172(3) 
application for registration, 147.1(2), Reg. 8512(1) 
“as registered” meaning, 147.1(15) 
average wage, defined, 147.1(1) 
balance of annuitized voluntary contributions, 60.2(2) 
benefit provisions, transfer between, 147.3(14.1) 
benefits from 
association of, with employers, Reg. 8305 
during phased retirement, Reg. 8503(16)—(25) 
flowed through trust, 104(27) 
unauthorized, 147.3(10), (12) 
maximum, Reg. 8504 
rollover for financially dependent child, 60(1)(v)(B.01) 
taxable, 56(1)(a)(i) 
bridging benefits, pension income credit, 118(8.1) 
certification of past service benefit, see Past service event 
communication of information re, 241(4)(d)(vi1) 
commutation of benefits, Reg. 8503(2)(m), (n), 8503(2.1) 
compensation, defined, 147.1(1) 
conditions, 147.1(2), (5), Reg. 8501-8506 
continuation of, in amalgamation, 87(2) 
contract under, 254 
contribution, prescribed, 147.2(2), Reg. 8516 
death of contributor, amount deductible, 147.2(6) 
defined, 248(1); ITAR 17(8) 
defined benefit provision, defined, 147.1(1) 
definitions, 147.1(1) 
designated plan, Reg. 8515 
¢ special rule, Reg. 8515 
eligible contribution, defined, 147.2(2), Reg. 8515(5), 8516 
emigration of member, no deemed disposition, 
128.1(10)“excluded right or interest’’(a)(viii) 
employee’s contribution deductible, 147.2(4), Reg. 8502(b)(i), 
$503(4)(a), (b) 
employer’s contribution 
¢ deductible, 20(1)(q), (s), 147.2(1), Reg. Part XX VII 
e defined benefit provision, 147.2(2) 
e filing of actuarial report, 147.2(3) 


limits, 147.1(8), (9), Reg. 8506(2) 

not taxable benefit, 6(1)(a)() 
exempt from tax, 149(1)(0), (0.1) 
excluded from various trust rules, 108(1)“trust’(a) 
filing annual return, Reg. 8409 
foreign plan, see Foreign plan (pension plan) 
foreign service, see Foreign service 
grandfathered plan 
* complying before March 1996 budget date, Reg. 8509(13) 
¢ defined, Reg. 8500(1) ) 
includes references to “approved” plan, ITAR 17(8) 
income accruing in 


¢ not taxed by U.S., Canada—U.S. tax treaty Canada-U.S. Tax 
Treaty:Art. XVIII:7 


information return, Reg. 8409 

insurance corporation demutualization conversion benefit, 
139.1(12), (1d) 

limits on contributions, 147.1(8), (9), 147.2(4), Reg. 8506(2) 
member of plan, defined, 147.1(1) 


Minister to obtain advice of Superintendent of Financial 
Institutions, 147.1(17) 


money borrowed for contribution to 
¢ limitation on interest deductibility, 18(11)(c) 
money purchase limit, defined, 147.1(1) 
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money purchase provision 

* benefits permissible, Reg. 8506(1) 

* contributions eligible, Reg. 8506(2) 

¢ defined, 147.1(1) 

* minimum amount, Reg. 8506(5), (7) 

for 2008, Reg. 8506(7)(b) 

¢ transfer from RRIF, 146.3(14.1) 

multi-employer plan 
anti-avoidance, 147.1(14) 

¢ becoming revocable plan, 147.1(9) 

defined, 147.1(1), Reg. 8500(1) 

pension adjustment limits, 147.1(9) 

* registration requirements, Reg. 8510(7) 

* specified 

defined, 147.1(1), Reg. 8510(2) 

rules, Reg. 8510(3), (5)-(7) 

no tax payable by, 149(1)(0), (0.1) 

non-member benefits, Reg. 8500(8) 

non-residents 

* payment under, withholding tax, 212(1)(h) 

participating employer, defined, 147.1(1) 

past service benefits, determination of, 147.1(10) 

past service contributions 

° chit voluntary contributions, deductible for 1986, 
by employee 

¢ rollover where pre-March 28, 1988 commitment, 604.02) 
by employer 

¢ deductible, 147.2(2), Reg. 8516(2) 

past service event 

¢ defined, 147.1(1), Reg. 8300(1), (2) 

* restrictions on pension funding and benefits, 147.1(10), Reg. 

8306, 8307(2) 

past service payments into, 57(4) 

payment under, taxable, 56(1)(a)(@), 212(1)(h), 254 

pension adjustment, see Pension adjustment 

pension adjustment limits, see also Pension adjustment 

phased retirement, Reg. 8503(16)—(25) 

plan as registered, 147.1(15) 

prohibited investments, Reg. 8502(h), 8514(1) 


refund of undeducted past service additional voluntary 
contributions, 60.2(1) 


registration of, 147.1(2), (3) 
additional conditions, 147.1(5) 
amendments, conditions for acceptance of, 147.1(4) 
deemed from time of application, 147.1(3) 
regulations, 147.1(18), Reg. Part LXXXIII-LXXXV 
revocation of, 147.1(13), 147.3(12) 
notice, 147.1(12) 
* notice of intention, 147.1(11) 
reorganization of money purchase plan, 147.3(7.1) 
repayment of post-1989 benefits, 604.04) 
repayment of pre-1990 benefits, 60.03) 
reporting requirements, Reg. 8400-8410 
retiring allowances transferred to, 60(j.1) 
reversionary trust rules do not apply, 75(3)(a) 
rollover, see transfer from; transfer to 
salary deferral leave plan, Reg. 8508 
shared-funding arrangement, Reg. 8501(6.1) 
single amount, defined, 147.1(1) 
specified multi-employer plan 
e defined, 147.1(1), Reg. 8510(2) 
* rules, Reg. 8510(3), (5)-(7) 
¢ spouse, defined, 147.1(1) 
e successor plan, Reg. 8308(8) 
teacher’s contributions, 147.2(5) 
termination of, Reg. 8409(3) 
transfer of members to new plan, Reg. 8500(9) 
transfer of property between benefit provisions, 147.3(14.1) 


e 
e 
e 
e 
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Registered pension plan (cont’d) 
* transfer to 
RRIF, from, 146.3(14.1) 
¢ transfers from . 
actuarial surplus, of, 147.3(4.1), (7.1) 
annuity, to, 147.4 
another RPP, to, 147.3(1)-(8), Reg. 8517 
death, on, 147.3(7) 
deemed, 147.3(14) 
division of amount transferred, 147,3(11) 
excess, 147.3(13) 
lump sum on death, 147.3(7) 
marriage: breakdown, on, 147.3(5) 
money purchase plan to money purchase plan, 147.3(7.1) 
pre-1991 contributions, 147.3(6) ) 
RRIF, to, 146.3(2)(f)(v), (vi), 147.31), (4)-(7), (10) 
RRSP, to, 147.3(1); (4)+(7), (10) 
registered disability savings plan, to, on death, 60.02 
restrictions re, 147.3(12) 
spousal RRSP, to, 60(j.2) 
taxation of amount transferred, 147.3(9) 
transfers to 
actuarial surplus, of, 147.3(4.1), (7.1) 
another RPP, from, 147.3, Reg. 8517 
deferred profit sharing plan, from, 147(19) 
via a trust, 104(27.1) 
marriage breakdown, on, 147.3(5) 
money purchase plan from money purchase plan, 147:3(7.1) 
pension benefits received through trust, of, 60(j)Gi) 
RRSP, from, 146(16) 
retiring allowance, 60(j.1) 
unregistered plan, from, 60(j)(i) 
United States tax treatment of, see Qualifying eetinonient plan 
variable benefits, Reg. 8506(1)(e.1) 
wage measure, defined, 147.1(1) 
Registered retirement income fund 
* acceptance for registration, 146.3(2) 
¢ administration fees, non-deductible, 18(1)(u) 
* amended 
deemed receipt, 204.2(1.4) 
* amounts received, income, 56(1)(t) 
* annuitant 
defined, 146.3(1) 
emigration from Canada, no deemed disposition, 
128.1(10)“excluded right or interest’’(a)(i) 
* annuities, holding of, 146.3(1)“qualified investment’(b: 1), (b.2) 
¢ benefits taxable, 146.3(5) 
¢ business carried on by, 146.3(3)(c) 
* carrier, defined, 146.3(1)‘annuitant” 


change in fund after registration, 146.3(11)—(13) 
common-law spouse, breakdown of relationship, 146:3(14)(a) 
death of last annuitant, 146.3(6)—(6.2) 
carryback of losses, 146.3(6.3), (6.4) 
e defined, 146.3(1) 
¢ designated benefit 
° amount deductible, 146.3(6.2) 
° deemed received, 146.3(6.1) 
° defined, 146.3(1)“designated benefit” 
° transfer of, to spouse, child or grandchild, 146.3(6. iy 
* designation of charity as beneficiary, 118.1(5.3) 


disposition of property to, capital loss nil, 40(2)(g)(iv)(A) 
eligible amount, 146.3(6.11) 
emigration of annuitant, no deemed disposition, 
128.1(10)‘“excluded right or interest’(a)(ii) 

* excessive small business property holding, tax, 207.1(5) 
(repealed retroactively) 

¢ excluded from various trust rules, 108(1)“trust’(a) 

* exempt from tax, 146.3(3), 149(1)(x) 
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income accruing in 
e not taxed, 146.3(3), 149(1)(x) 


¢ not taxed by U.S., Canada-U.S. tax treaty Canada-U.S. Tax 
Treaty:Art. XVIIL7 


income not subject to annual accrual, Reg. 7000(6) 
information returns, Reg. 215 

insurance..co ean demutualization conversion benefit, 

139.1(12), 

interest nes deemed not received by annuitant, 146.3(15) 
investment counselling fees, non-deductible, 18(1)(u) 
locked-in annuities, 146.3(1)“qualified investment’’(b.2) 
losses after death, 146.3(6.3), (6.4) 

minimum amount 

¢ defined, 146.3(1), Reg. 7308(3), (4) 

for 2008, 146.3(1.1) 

recontribution due to reduced 2008 minimum, 60.021 


° peauupeng to pay, out annually, 146.3(1)“retirement income 
fund” 


non-qualified investments, 146.3(7)-(9) 

non-resident, payment to, 212(1)(q) 

payments under 

¢ attributed to spouse, 146.3(5.1) 

e joint and several liability for tax on, 160.2(2)-(4) 

¢ non-resident, to, 212(1)(q) 

ee election to file return, 217 

¢ taxable, 146.3(5) 

e withholding of tax, 153(1)(1), Reg. 103(4), 103(6)(d.1) 

property 

e disposition or acquisition, 146.3(4) 

¢ transfer of, 146.3(14)-(14.2) 

¢ used as security, recovery of, 146.3(10) 

“property held” in connection with the fund, 146.3(1) 

qualified investment, defined, 146.3(1) 

Quebec, in deemed to’ be trust, 248(3)(c) 

registration of, 146.3(2) 

retirement income, defined, 146(1) 

retirement income fund, defined, 146.3(1) 

reversionary trust rules do not apply, 75(3)(a) 

revocation of registration, 146.3(11)—(13) 

rollover, see see transfer from; transfer to 

services in respect of, non-deductible, 18(1)(u) 

tax-paid amounts, see Tax-paid amount 

tax payable by 

* on acquisition of shares not at fair market value, 207.1(5) 

¢ on holding certain property, 207.1(4) 

transfer from 
another RRIF, to, 146.3(2)(e)-(e.2) 146.3(14)(b)@) 
marriage breakdown, on, 146.3(14)(a) 
money purchase RPP, to, 146.3(14.1) 
not a disposition, 248(1)“disposition’’(g) 
RRSP, to, 146.3(14)(b)Gi) 
registered disability savings plan, to, on death, 60.02 

* spouse’s RRSP, to, on marriage breakdown, 146.3(14)(a) 

transfer to 

* amount to be included in income, 146.3(5.1) 

¢ another RRIF, from, 146.3(14)(b)(ji) 

¢ balance of annuitized voluntary contributions, pre-10/9/86, 
60.2(2) 
deceased spouse’s RRSP, from, 60(1) 
not a disposition, 248(1)“disposition’’(g) 
RPP, from, 146.3(2)(f)(v), (vi), 147.3(1), (4)-(7), (10) 
RRSP, from 146(16), 146.3(5.1) 
rules, 146.3(5.1)-(5.5) 

trust, not taxed, 146.3(3), 149(1)(x) 

withholding of tax, 153(1)(1), Reg. 103(4), 103(6)(d.1) 


administration fees, non-deductible, 18(1)(u) 
age 71 maturity, 146(2)(b.4), 146(13.2) 
amended plan, 146(12) 
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Registered retirement savings plan (cont’d) 
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¢ deemed receipt, 204.2(1.4) 

* payments out of, subject to withholding of tax, 153(1)Q) 

amount deductible 

* excess premiums, 146(8.2) 

ee deemed not premiums, 146(8.21) 

amount included in computing income, 146(8.3)-(8.7) 

amounts received from, income, 56(1)(h), 146(8) 

annuitant 

¢ defined, 146(1) 

* emigration from Canada, no deemed disposition, 
128.1(10)‘excluded right or interest’(a)(1) 

annuities, holding of, 146(1)“qualified investment’(c.1), (c.2) 

annuity acquired or provided under, pre-Oct9/86 


* balance of annuitized voluntary contributions to RPP, 
60.2(2) 
attribution rule re payments from spousal plan, 146(8.3) 
benefits from, 146(8)-(8.91) 
rollover for financially dependent child, 60(1)(v)(B.01) 
spousal plan, attribution to spouse, 146(8.3) 
taxable, 146(8) 


where plan not registered at end of year entered into, 
146(15 
borrowing against, 
* income inclusion, 146(10)(b) 
¢ prohibited for depositary plan, 146(2)(c.3)(ii) 
borrowing from 
¢ to finance education, see Lifelong Learning Plan 
¢ to purchase a home, see Home Buyers’ Plan 
business carried on by, 146(4)(b) 
change in, after registration, 146(12), (13) 
e advantage extended by issuer, 146(13.1) 
common-law spouse, breakdown of relationship, 146(16) 
contributions, see premiums (below) 
cumulative excess amount re, 204.1(2.1), 204.2(1.1) 
death, effect of, 146(8.8)-(8.91) 
e carryback of losses, 146(8.92), (8.93) 
e refund of premiums to child or grandchild, rollover to new 
RRSP, 60(1)(v)(B.1) 
¢ refund of premiums to spouse, child or grandchild, 
146(1)“refund of premiums” 
deduction limit, 146(1)“RRSP deduction limit” 
¢ defined, 248(1) 
defined, 146(1) 
definitions, 146(1) 
designation of charity as beneficiary, 118.1(5.3) 
disposition of property to, capital loss nil, 40(2)(g)(Gv)(B) 
dollar limit, 146(1)“RRSP dollar limit” 
¢ defined, 248(1) 
election re refund of premiums, ITAR 61(2), Reg. 5600 


emigration of annuitant, no deemed disposition, 
128.1(10)“excluded right or interest’(a)(1) 


excess amount for a year re, 204.2(1) 
excess contributions 

e tax on, 204.1 

e withdrawal of, 146(8.2) 


excessive small business property holding, tax, 207.1(5) 
(repealed retroactively) 


excluded from various trust rules, 108(1)“‘trust’’(a) 
exempt from tax, 146(4), 149(1)(r) 

Home Buyers’ Plan, see Home Buyers’ Plan 

home mortgage as investment, Reg. 4900(1)G)-G.2) 
income accruing in 

e not taxed, 146(4), 149(1)(r) 


* not taxed by U.S., Canada-U.S. Tax Treaty:Art. XVII:7, 
XXIX:5 


income not subject to annual accrual, Reg. 7000(6) 
information returns, Reg. 214, 214.1 
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insurance corporation demutualization conversion benefit, 
139.1(12), (14) 
interest on money borrowed to invest in, not deductible, 
18(11)(b) 
investment counselling fees, non-deductible, 18(1)(u) 
investment in small businesses, Reg. 4900(6), (12) 
issuer extending advantage, 146(13.1) 
“issuer” of, defined, 146(1) 
Jabour-sponsored venture capital corporation, 
127.4(1)“qualifying trust”, 127.4(6)(a) 
ps Sie Capt capital corporation shares, acquisition 
of, 127.4(1)“qualifying trust” (3) 
life insurance policies, 146(11) 
Lifelong Learning Plan, see Lifelong Learning Plan 
losses after death, 146(8.92), (8.93) 
maturity by age 71, 146(2)(b.4), 146(13.2) 
money borrowed to pay premium 
¢ limitation on interest deductibility, 18(11)(b) 
mortgage as investment, Reg. 4900(1)(j)—G.2) 
net past service pension adjustment, meaning, 146(1) 
non-qualified investments, defined, 146(1) 
¢ disposition of, 146(6) 
non-resident withholding tax, 212(1)(1) 
overcontribution to 
¢ no deduction for, 146(5) 
¢ non-deductible, withdrawal of, 146(8.2) 
e tax on, 204.1(2.1) 
¢ transfer from RPP, deduction if withdrawn, 147.3(13.1) 
payments under 
joint and several liability for tax on, 160.2(1), (3), (4) 
non-residents, to, 212(1)(1) 
election to file return, 217 
remuneration, Reg. 100(1) 
taxable, 56(1)(h), 146(8), 212(1)(1) 
withholding tax, 153(1)(j) 
pledging assets of, see borrowing against (above) 
premiums 
amount deductible, 60(i), 146(5), (5.2), (6.1) 
excess, refunded, deemed not premiums, 146(8.21) 
minimum tax, 127.52(1)(a) [repealed] 
paid before registration, 146(14) 
refund of, on overcontribution, 146(8.2) 
undeducted, 204.2(1.2) 
property used as security for loan, recovery of, 146(7) 
qualified investments of, 146(1), Reg. 4900 
Quebec, in deemed to be trust, 248(3)(c) 
recontribution of certain withdrawals, deduction for, 146(6.1) 
refund of excess contributions, 146(8.2) 
refund of premiums, 146(1) 
death before 1972, ITAR 61(2), Reg. 5600 
deemed receipt of, 146(8.1) 
defined, 146(1) 
estate, to, 146(8.1) 
transferred to annuity, RRSP or RRIF, 60(1) 
used to por sie income-averaging annuity contract, 
deductible, 61(2)(d) 
registration of, 146(2), (3), (13.1) 
¢ change after, 146(12), (13) 
retiring allowance, transfer to, 60G.1) 
reversionary trust rules do not apply, 75(3)(a) 
rollover, see transfer from; transfer to 
rules governing, 146 
security, not to be used as, 146(2)(c.3)(ii) 
services in respect of, non-deductible, 18(1)(u) 
spousal plan, 146(8.3) 
attribution on withdrawals, 146(8.3) 
defined, 146(1) 
* premiums 
amount deductible, 146(5.1) 
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Registered retirement savings plan (cont'd) 
**e not subject to income attribution rules, 74: 5(12) 
°° transfers to, from RPP or DPSP; 60.2) 
* spouse 

ee breakdown of relationship, on, 146(16) 

*¢ transfer to, on death, 146(1)“refund of premiums”, 146(8.91) 
* tax on over-contributions.to, 204.1 

* tax-paid amounts, see Tax-paid amount 

* tax payable by 
* on acquisition of shares not at fair market value, 207.1(5) 
* on holding certain property, 207.1(1) 
* termination at age 71, 146(2)(b.4) 

transfer from 
¢ registered disability savings plan, to, on death, 60.02 
transfer from, to other plan or RRIF, 60(1);'146(16)": 

* amount to be included in income, 146.3(5.1) 

* not a disposition, 248(1)“disposition”(g) 

¢ rules, 146.3(5.1)-(5.5) 

¢ tracking of funds, 146(8.4) 

transfer to 

another RRSP, from, 146(16) 

capital loss deemed nil, 40(2)(g)(iv)(A) 

capital loss denied, 40(2)(g)(iv)(B) 

DPSP, from, 147(19) 
deceased person’s RRSP, from, 60(1) 

not a disposition, 248(1)“disposition’’(g) 
pension benefits received through a trust, 60()i) 
RPP, from, 147.3(1), (4)-(7), (10) 
division of amount transferred, 147.3(11) 
taxation of amount transferred, 147.3(10) 

RRIF, from, 146.3(14)(b)(ii) 

retiring allowance, 60(j.1) 

spouse, for, on marriage breakdown, 147.3(5) 
spouse’s RPP or DPSP, from, 60(j.2) 

unregistered plan, from, 60(j)(i) 

trust 
e disposition of property by, 146(9) 
* non-qualified investments acquired by, 146(10) 
* non-qualified investments held by 


¢ tax payable, 146(10.1) 

not taxed, 146(4), 149(1)(r) 
United States residents, deferral, Canada-U.S. Tax Treaty: Att. 
XVII:7 


* United States retirement plan, deduction limit applies, 
146(1)“unused RRSP aehactae room’’(b)D(ii), Catmdels: S: 

Tax Treaty:Art. XVIII:11 

unused deduction room, meaning; 146(1) 

withdrawal of funds for education, see Lifelong earns Plan 

withdrawal of funds to purchase home, see Home, Buyers’ Plan 

withholding on withdrawals of funds, Reg. 103(4) 

Registered securities dealer, see also Broker; Investment 

dealer; Securities 

¢ defined, 248(1) 

* securities lending arrangement payments to non-residents 

*¢ exemption from withholding tax, 212(1)(b)(xii) 

*¢ information return required, 212(18) 

** tax on excessive payments, 212(19) 

* software development by, no R&D credits, 248(1) “scientific, 
research and experimental development”(b)(ii) 

Registered segregated fund trust 

¢ excluded from various trust rules, 108(1)“‘trust’’(a) 

Registered supplementary unemployment benefit plan 

amendment of, amounts received, 145(4) 

benefits received, income, 56(1)(g) 

defined, 145(1) 

emigration of employee, no deemed disposition, 

128.1(10)“excluded right or interest’(a)(x1) 

* employer’s contribution under, 20(1)(x), 145(5) 

¢ excluded from various trust rules, 108(1)“trust’(a) 
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reversionary trust rules do not apply, 75(3)(a) 
rollover to. new ‘trust, '248(1)“disposition’’(f)(vi) 
trust not taxable, 145(2), 149(1)(q) 
winding-up of, amounts received, sbesbie 
Registration 

¢ business, see Business number 


¢ Canadian amateur athletic association, 248(1)“registered 
Canadian amateur athletic association” 


¢¢ appeal from refusal or revocation by Minister, 172(3); (4) 
° certificate in Federal Court, of tax owing to;Crown, 223(3) 
¢ charity, see Registered charity: registration of 

¢ deferred profit sharing plan, 147(2)-(5), Reg. 1501 

¢ education savings plan, 146.1(2),: (4), (12) 

e employees profit sharing plan, as DPSP, 147(3), (4) 

e GST, see Business number 

¢ labour sponsored venture capital corporation; 204.81(1)' 


multi-employer pension plan, Reg. 8510(7) 

national arts service organization, 149.1(6.4) 

¢ appeal from refusal or revocation by: Minister, 172(3), (4) 

pension plan, 147.1(2), (3), Reg. 8512(1) 

¢ multi-employer plan, Reg. 8510(7) 

profit sharing plan, as DPSP,147(2) 

eee education savings plan, see education savings. plan 

ove 

registered investment, deemed, 204.4(7) . 

* registered pension plan, see pension plan (above) 

¢ registered retirement income fund, see retirement income fund 
(below) 


¢ registered retirement savings plan, see retirement savings plan 

(below) 

retirement income fund, 146.3(2) 

retirement savings plan, 146(2), (3), (13.1) 

revocation of, see Revocation of registration 

tax shelter, 237.1, see also Tax shelter 

Registration information 

e defined, re disclosure of taxpayer information, 241(10) 

¢ disclosure of, 241(4)(1) 

Regular adjustment period 

* defined, re indexed. debt obligation, Reg. 7001(7) 

Regular customers 

¢ defined, for FAPI rules, 95(2.4)(b) 

Regular eligible amount 

¢ defined, for Home Buyers’ Plan, 146.01(1) 

Regulated innovative capital 

¢ defined, 122:1(1) 

* excluded in determining whether trust is SIFT trust, 
122.1(1)“investment’’(b)(ii) 

Regulated Investment Company (U.S.) 

¢ dividend paid to Canadian resident, Canada-U.S. Tax 
Treaty:Art. X:7(b) 

Regulations 

¢ definitions in, Interpretation Act's. 16 

¢ failure to comply with, penalty, 162(7) 

* incorporating material amended from time to time; 221(4) 

¢ Income Tax, reproduced after the Jncome Tax Act and Income 

“Tax, Application Rules 

judicial notice to be taken of, 244(12) 

meaning, 248(1) 

provision for, 147.1(18), 214(13),,215(5), 221(1) 

publication of, in Canada Gazette, 221(2) 

reducing amount of non-resident withholding, tax, 215(5) 

residents in Canada, re, 214(13) 

retroactive effect, limitation on, 221(2) 

whether binding on Her Majesty, 221(3) 

Regulatory innovative capital, see Regulated innovative capital 

Rehabilitative therapy 

¢ for hearing/speech loss, medical expense, 118.2(2)(1.3) 
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Reimbursement 

* alimony or maintenance payments, 56(1)(c.2), 60(c.2) 
¢ disability insurance top-up paid by employer, 8(1)(n.1) 
* election to offset against outlay or expense, 12(2.2) 

¢ housing loss, by employer, 6(19)-(22) 

¢ included in income, 12(1)(x) 

*¢ prescribed amount, Reg. 7300 

¢ inducements, 20(1)(hh) } 

¢ legal expenses of collecting salary etc., re 

¢¢ included in employee’s income, 6(1)(j) 

¢ loss in value of home, for, 6(19)-(22) 

¢ medical expenses, 118.2(3)(b) 

* motor vehicle expenses, in respect of, 6(1)(b)(x1) 

* payments as 

*¢ election re adjusted cost base, 53(2)(s), 53(2.1) 

° eels an gas etc. royalties included in income, for, 


* received by beneficiary of trust, or partner, 12(2.1) 

¢ salary or wages, of, 8(1)(n) 

* support payments, 56(1)(c.2), 60(c.2) 

Reimbursement payment 

¢ defined (re top-up disability payments), 8(1)(n.1)G) 

Reinsurance arrangement 

¢ defined, 211(1) 

Reinsurance commission 

e deduction, 20(1)Gj) 

¢ defined, Reg. 1408(1) 

¢ exclusion from matchable expenditure rules, 18.1(15) 

¢ inclusion in income, 12(1)(s) 

e reserve for, 20(7)(c) 

Reinsurance recoverable 

¢ defined, Reg. 2400(1) 

Reinsurance recoverable amount 

¢ defined, Reg. 1408(1) 

Reinsurance trust 

* exemption from withholding tax, 212(19)(d) 

Reinsurer 

° aan apres excluded from matchable expenditure rules, 

Related, see Related persons 

Related business 

° of charity 

ee defined, 149.1(1) 

** revocation of registration for carrying on other business, 

149.1(2)(a) 

Related group, defined, 251(4) 

Related persons, see also Associated corporations 

¢ deemed not to deal at arm’s length, 251(1)(a) 

¢ defined, 251(2) 

extended meaning under debt forgiveness rules, 80(2)(j) 

special rule for butterfly transactions, 55(5)(e) 

special rule for deemed dispositions of trusts, 104(5.7)(b) 

special rule for financial institutions tax, 190.15(6) 

special rule for foreign affiliates, 95(2.2)(b), 95(6)(a)@) 

special rule for loans to non-residents, 17(11), (11.1), (11.3) 

special rule for transfer pricing, Canada-U.S. Tax 
reaty:Art. [X:2 

Related segregated fund trust, 138.1 

adjusted cost base of, 53(1)(1), 53(2)(q) 

application on qualifying disposition to trust, 107.4(3)(g) 

defined, 138.1(1)(a) 

flow-through entity for capital gains exemption, 39.1(1), (6) 

minimum tax not payable by, 127.55(f)(1) 

rollover to new trust, 248(1)‘‘disposition”(f)(vi) 

Related transactions 

¢ defined, for foreign tax credit, 126(7) 


Relationship, defined, 251(6) 

¢ for certain Part I.3 purposes, 181.5(6) 

Release or surrender, defined, 248(9) 

Relevant authority, see also Competent authority 

¢ defined 

¢¢ for policy reserves in insurance business, Reg. 1408(1) 

¢¢ for prescribed amount and recovery rate, Reg. 8006 

Relevant contribution (re eligible funeral arrangement) 

¢ defined, 148.1(1) 

Relevant conversion benefit 

¢ defined, for insurance demutualization, 139.1(16)(a) 

Relevant factor 

¢ defined, 248(1) 

Relevant foreign tax law 

e defined, for artificial foreign tax credit generator rules, 
91(4.1)(a) 

Relevant limit (re debt forgiveness rules, partnerships) 

¢ defined, 80(15)(b) 

e limitation on deduction to partner, 80(15)(a) 

Relevant loss balance (for debt forgiveness rules) 

¢ application of, 80(3), (4) 

e defined, 80(1) 

Relevant non-arm’s length entity 

¢ defined, for FAPI rules, 95(1) 

Relevant period 

* for trust deemed disposition rules, defined, 104(5.7) 

Relevant person 

e defined, for private foundations, 149.1(1) 

Relevant spot rate 

¢ defined, for functional currency rules, 261(1) 

Relevant tax factor (for FAPI) 

¢ defined, 95(1) 

Religious order, members’ charitable gifts, 110(2) 

Religious organization, see Communal organizations; Registered 

charity 

Relocation, see also Moving expenses 

¢ counselling, see Counselling services 

¢ eligible, see Eligible relocation 

¢ reimbursement for loss of value of home, see Housing loss 

Remainder interest, disposition of, see Life estate in real 

property 

Remission orders 

* text of, reproduced after the Income Tax Regulations 

Remittance of taxes withheld, see also Withholding tax 

¢ deemed remitted on day received by Receiver General, 248(7) 

¢ interference with, by secured creditor, 227(5.2)-(5.4) (draft) 

¢ large employers must remit through financial institution, 
153(1), Reg. 110 

ee exception, 153(1.4) 

¢ small employers, quarterly remittance, Reg. 108(1.12) 

* source withholdings, Reg. 108 

¢ unclaimed dividends and interest, 153(4), Reg. 108(4) 

Remote work site, employment at, 6(6), see also Northern 

Canada 

Remuneration, see also Salary 

¢ defined 

ee for Canadian film/video tax credit, Reg. 
1106(1)“remuneration” 
for source withholdings, Reg. 100(1) 

information returns, Reg. Part II 

ranges of, Reg. Sch. I 

total 

¢ defined, Reg. 100(1) 

unpaid, 78(4) 

withholding of tax on, 153(1)(a) 
failure to remit amounts withheld, 227(9.5) 
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Remuneration (cont’d) 

ee failure to withhold, 227(8.5) 

Renewable energy, see energy: renewable 

Renovations 

¢ disability-related 

°° deductible, 20(1)(qq) 

** medical expense credit, 118.2(2)(1.2) 

Rent 

* accrual of, to date of death, 70(1)(a) 

¢ deduction for, 9(1) 

¢ future period, for 

** not “outlay” or “expense” 66(15)“outlay” or “expense” 

* income 

ee taxable, 9(1) 

°° whether specified investment business, 125(7)“specified 

investment business” 

* non-resident withholding tax, see paid to non-resident (below) 

* office, paid by employee, 8(1)(i)(ii) 

*¢ certificate of employer, 8(10) 

° ies . depreciable property before acquisition, deemed CCA, 

* paid to non-resident, 212(1)(d), 212(13) 

ee alternative tax, 216 

ee re railway rolling stock, exemption, 212(1)(d)(vii) 

¢ prepaid, non-deductible, 18(9) 

* scientific research expenditures, limitations, 37(8)(d)(i) 

* treaty rules, Canada-U.S. Tax Treaty:Art. VI 

Rent from real or immovable property 

¢ defined, for SIFT trust and partnership distributions, 122.1(1) 

Rental cost 

e defined, Reg. 5202 

Rental or leasing property 

e defined, 127.52(3) 

* minimum tax, 127.52(1)(b), (c)(ii) 

Rental properties 

* capital cost allowance, Reg. 1100(11)-(14.2), 1101(1ac)—(lae) 

¢*  non-arm’s length exception, Reg. 1102(20) 

e defined, Reg. 1100(14)-(14.2) 

* minimum tax, 127, 52(1)(b), (c.2)Gi), 127. neGiA “ental or 
leasing property” 

Renunciation, see Flow-through shares 


Reorganization, see also Amalgamation; Rollover; Winding-up . 


¢ butterfly, 55(3)(b) 

* corporate, generally, 84—88 

¢ divisive (butterfly), 55(3)(b) 

¢ effect on stock options, 7(1:4), (1.5) 

¢ mutual fund corporation or trust, 132.2 

° ee tno payment to shareholder deemed dividend, 84(2), 


¢ of capital, exchange of shares, 86(1); ITAR 26(27) 
* property acquired in course of 

*¢ capital cost allowance, Reg. 1100(2.2) 

* registered pension plan, members transferred, Reg. 8500(9) 
* treaty protection, Canada-U.S. Tax Treaty:Art. XIII:8 


Repaid amount (tax shelter investment) 

¢ defined, 143.2(10) 

Repair 

¢ automobile, see Automobile: operating costs 

Repayment, see also Reimbursement 

* amount previously included in income, 20(1)(m.2) 

* application to other taxes, 164(2) 

¢ employment insurance benefits, 60(n), (v.1) 

* government assistance, see Assistance/government assistance: 
repayment of 

¢ inducements, 20(1)(hh) 

* overpayment of interest, by taxpayer, 164(3.1) 

e* deduction for, 20(1) 11) 
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pension benefits, 60(j.03), (j.04) 
policy loan, 60(s) 
Quebec Parental Insurance Plan benefits, 60(g) 
shareholder’s loan, 20(1)(j) 
tax, see Refund 
Repayment period 
e defined, for Lifelong Learning Plan, 146.02(1) 
Repeal 
¢ legislation, Interpretation Act s. 25(1) 
¢ regulations, Interpretation Act s. 31(4) 
Replacement cost of property 
¢ value of inventory, 10(4) 
Replacement obligation 
° sete ae in financial difficulty, exemption from non- aeSident 
withholding tax, 212(3) 
Replacement property, see also Exchanges of property 
¢ defined . 
e¢ for capital property, 44(5) 
¢¢ for depreciable capital property, 13(4), (4.1) 
ee for eligible capital property, 14(6), (7) 
e* for Home Buyers’ Plan, 146.01(1) 
¢ shares, see Replacement share 
¢ taxable Canadian property 
¢¢ capital property, 44(5)(c), (d) 
ee depreciable property, 13(4.1)(c), (d) 
Replacement share 
° rieti for small business investment capital gain rollover, 
Repo agreement, 260(1)“securities lending arrangement” 
Reportable property 
e defined, 128.1(10) 
* reporting of, required, 128.1(9) 
Reportable transaction 
¢ defined, 237.3(1) 
e defined, re transactions with non-residents, 233.1(1) 
¢ information return required, 237.3(2) 
ee filing by one person constitutes filing by all, 237. 3(4) 
ee filing deadline, 237.3(5) 
ee penalty for failure to file, 237.3(8) 
Reported reserve (of insurer) 
¢ defined, Reg. 1408(1) 
Reporting entity 
¢ foreign affiliate reporting 
ee defined, 233.4(1) 
ee obligation to file, 233. 4(4). 
¢ foreign property reporting 
ee defined, 233.3(1) 
ee obligation to file, 233.3(3) 
Reporting partnership 
¢ defined, re transactions with non-residents, 233.1(1) 
Reporting person 
¢ defined 
e* re transactions with non-residents, 233.1(1) 
e¢ re qualified investments, 221(1) 
Reporting requirements, see Information return 
Repossession of property 
¢ effect on creditor, 79.1 
*¢ capital gains reserve, 79.1(3) 
¢ deemed cost of seized property, 79.1(6) 
ee foreign resource property, 79.1(2.1) 


° in same taxation year as sale, 79.1(5) 

° inventory reserve, 79.1(4) 

¢ effect on debtor, 79 

Representation allowances, not income, 6(1)(b)(ii1), (iv) 
Representation expenses 

¢ deductible, 20(1)(cc) 
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Representation expenses (cont’d) 

* deemed deducted as depreciation, 13(12) 

* election to defer, 20(9), Reg. 4100 

Representative 

* of deceased taxpayer, see Legal representative of deceased 

taxpayer 

¢ of government entity, defined, 241(10) 

* of taxpayer, disclosure of information to, 241(5) 

Representative of deceased taxpayer, see Legal representative 

of deceased taxpayer 

Repricing of stock options, 110(1.7), (1.8) 

Repurchase of shares, 260(1)“securities lending arrangement” 

Required statement 

¢ defined, Reg. 809(4) 

Requirement, see Demand; Garnishment for taxes unpaid 

Res judicata, 169(2) 

Rescheduling of debt, expenses deductible, 20(1)(e)(ii.2), 

20(1)(e.1)(ii1) 

Research and development, see Scientific research and 

experimental development 

Research grant 

* receipt of, income, 56(1)(o) 

¢ refund of, 56(1)(p) 

¢ repayment of, deductible, 60(q) 

Reserve adjustment 

¢ life insurance corporations capital tax, 190.11 

Reserve amount 

* re resource property, defined, 66(15) 

Reserve deficiency 

¢ defined, Reg. 1403(8)(d) 

Reserve transition amount 

¢ defined, for transitional accounting rules 

ee fife insurer, 138(12) 

ee non-life insurer, 12.5(1) 

Reserves 
allowed, 20(1)(1)-(0) 
amalgamation, on, 87(2)(g), (i), Qj) 
amount not due until later year, 20(1)(n) 

¢ no deduction in certain circumstances, 20(8) 
business income, 1995 stub period, 34.2(4) 
capital gain, 40(1)(a)(iii), 40(2)(a) 

¢ donation to charity of non-qualifying security, 40(1.01)(c) 

¢e¢ disallowed in year of death, 72(1)(c) 

* on exchange of property, 44(1)(e)(iii) 

* where property repossessed by creditor, 79.1(3) 
contingent account, limitation on deductibility, 18(1)(e) 
credit unions, Reg. Part VI 
debt forgiveness, 61.2-61.4 
defined 

¢ for capital gains, 40(1)(a)(i11) 

¢ for large corporations tax, 181(1) 


¢ for registered labour-sponsored venture capital corporations, 
204.8(1) 


e disallowed, 18(1)(e), 20(7) 

¢ donation of non-qualifying security to charity, 40(1.01)(c) 
ee disallowed in year of death, 72(1)(c) 

¢ doubtful debts, 12(1)(d), 20(1)() 

* exchange of property, 44(1)(e)(iii) 

¢ foreign exchange restriction, 91(2), (3) 

* goods not delivered, 12(1)(e), 20(1)(m) 

* guarantees etc., for, 12(1)(d.1) 

* impaired debts, 20(1)(1)(ii) 

* imputed to spouse on death of taxpayer, 72(2) 
* insurance agent or broker, 32 


insurer, see Insurance corporation: policy reserves; Insurance 
corporation: reserve for unpaid claims 


* inventory, 20(1)(n) 


*¢ where property repossessed by creditor, 79.1(4) 
¢ life insurer’s, 138(3) 

¢ limitation on deductibility, 18(1)(e) 

¢ manufacturer’s warranty, 20(1)(1), (m), (m.1), (n), (0) 


maximum cumulative, of credit union, 137(6)“maximum 
cumulative reserve” 


negative, of insurer, 20(1)(e.1), 20(22), Reg. 1400(2) 
not deductible, 18(1)(e), 20(7) 

quadrennial survey, 12(1)(h), 20(1)(0), Reg. 3600 
reported (insurer), Reg. 1408(1) 

sectoral, defined, 20(2.3) 

services not rendered, 12(1)(e), 20(1)(m) 
transportation tickets, 20(6) 

undelivered food or drink, 20(6) 

unearned commissions, 32 


unpaid claims, see Insurance corporation: unpaid claims 
reserve adjustment 


¢ unpaid insurance policy claims 
ee deduction, life insurance business, 138(3)(a)(i1) 
ee deduction, non-life insurance business, 20(7)(c) 


¢ . limitation, 18(1)(e.1) 
unrealized receivables, 20(1)(n) 
¢ wind-up, on, 88(1)(e.1) 
e year of death, not deductible for, 72(1) 
Reservoir 
e substances injected into, deduction for, 20(1)(mm) 
Residence 
¢ cost of maintaining after move, deduction, 62(3)(g) 
¢ loss in value of, reimbursement, see Housing loss 
* principal, see Principal residence 
Resident beneficiary 
¢ defined, 94(1) [proposed] 
Resident compensation 
e defined, Reg. 8300(1) 
Resident contributor 
e defined, 94(1) [proposed] 
Resident of Canada 
e absent from Canada 
ee child care, moving, and attendant expenses, 64.1 
becoming, see Becoming resident in Canada 
ceasing to be, see Ceasing to be resident in Canada 
corporate emigration, 219.1 
corporation, 250(4) 
corporation deemed not, 250(5) 
deemed, 250 
¢ for capital gains exemption, 110.6(5) 
tuition credit, 118.5(2) 
defined, 250 
¢ authorized foreign bank, 212(13.3) 


non-resident trust, 94(1)(c)(i) [to be repealed], 94(3)(a) 
ipropased Income Tax Conventions Interpretation Act s. 


* entitled to U.S. treaty benefits, Canada-U.S. Tax Treaty:Art. 
XXIX-A:2 

extended meaning of, 250(1),.(2) 

former, see Former resident 

former, deemed employed in Canada, 115(2)(c) 

income earned in a province, Reg. 2601 

liability for tax, 2(1) 

ordinarily, meaning of, 250(3) 

part-year, see Part-year resident 

partnership, Income Tax Conventions Interpretation Act s. 6.2 
qualifying environmental trust, 250(7) 

regulations re, 214(13) 

returning, 128.1(6), (7) 

short-term, 128.1(4)(b)(iv) 

treaty purposes, Canada-U.S. Tax Treaty:Art. IV 


e e e e e e e e e e 86° e e 
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Resident of Canada (cont’d) 

* trust, deemed, 94(3)(a) [proposed]; Income Tax Conventions 
Interpretation Act s, 4.3 

Resident portion (of trust) 

¢ defined, 94(1) 

* included in deemed-resident trust’s income, 94(3)(f)(ii) 

Residential property 

* defined, for minimum tax purposes, 127.52(3) 

* partnership investing in 

** capital cost allowance limitation, 127.52(2) 

Residual balance (upon debt forgiveness) 

e defined, 80(14) 

e included into income, 80(13) 

Residual portion (on disposition of specified debt obligation), 

see also Current amount (on disposition of specified’ debt 

obligation) 

¢ application of; 142.4(4) 

¢ defined, 142.4(8) 

** re disposition by financial institutions, Reg. 9200(1) 

Resman Holdings TCC case overruled, 66.1(6)“Canadian 

exploration expense”(d)(i), 66.1(9)(a) 

Resource 

¢ defined, Reg. 1206(1) 

¢ mineral, see Mineral resource 

Resource activity 

¢ defined, for resource allowance claims, Reg. 1206(1) 

Resource allowance, 20(1)(v.1), Reg. 1210, see also Depletion 

allowances 

e additional, Reg. 1210 

amalgamation, Reg. 1214 

deduction for, 20(1)(v.1), 20(15), 65, Reg. Part XII 

definitions, Reg. 1206 

earned depletion base, Reg. 1205 

not claimed at partnership level, 96(1)(d) 

partner, of, Reg. 1210(3) 

* resource profits, defined, Reg. 1204 

Resource expenses, see also Canadian development expense; 


Canadian exploration expense; Canadian oil and gas property 
expense 


* amounts recovered included in income, 59 

Canadian development expenses, 66.2 

Canadian exploration and development expenses, 66(1) 
Canadian exploration expenses, 66.1 

Canadian oil and gas property expenses, 66.4 

change of control, rules, 66.7(10), (11) 

cumulative offset account, 66.5 


flow-through shares, 66(12.6)—(12.74), see also Flow-through 
shares 


flow-through to shareholder, 66(12.6), (12.62), (12.64) 
foreign exploration and development expenses, 66(4) 
joint exploration corporation, 66(10)—(10.4) 

limited partner, at-risk rules, 66.8 

minimum tax, 127.52(1)(e), (e.1) 

partnership, of, 96(1)(d) 

reduction of, on debt forgiveness, 80(8) 

successor rules, 66.7 

“warehousing” prohibited, 66(19) 

Resource income 

¢ manufacturing profits, Reg. 5203 

Resource loss 

¢ prescribed, Reg. 1210.1 

¢¢ income inclusion, 12(1)(z.5) 

Resource profits 

¢ defined, Reg. 1204(1.1), 5202 

Resource property 

¢ Canadian, see Canadian resource property 

* carved-out income, see Carved-out income 
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¢ deceased taxpayer’s, 70(5.2) 

¢ disposition 

¢¢ consideration for, on amalgamation, 87(2)(p) 
ee involuntary, 59.1 

ee reserve for uncollected amount 

eee income in later year, 59(2) 

* expropriation, 59.1 

¢ foreign, see also Foreign resource property 
ee proceeds of disposition, 59(1) 

¢ partnership, of, 96(1)(d) 

¢ rules for trusts, 104(5.2) 

¢ timber, see Timber resource property 

¢ trust, see Resource property trust 


Resource rate reduction percentage 

¢ defined, 125.11(1) 

¢ reduction in corporate tax rate, 125.11(2) 

Respiratory aids 

¢ medical expense, Reg. 5700(c), (c.1), (c.2) 

Respite care, see Attendant; Nursing home 

Restricted farm loss 

addition to adjusted cost base of land, 53(1)() 

amalgamation, on, 87(2.1) 

carryover of, 111(1)(c) 

deduction by partner where partnership disposes of land, 101 

defined, 31(1), (1.1), 11109), 248(1) 

determination of, by Minister, 152(1.1), (1.2), (1.3) 

limitation on deductibility, 31(1), 111(3) 

partnership, from, 96(1) 

reassessment, 152(6)(c) 

reduction of, on debt forgiveness, 80(3)(c) 

Restricted financial institution, see also Financial institution; 

Taxable RFI share 

¢ defined, 248(1) 

¢ dividends received on term preferred ‘shares, 112(2.1) 

* receiving dividends on taxable RFI shares 

ee where shares acquired under securities lending arrangement, 

260(9) 

* software development by, no R&D credits, 248(1)“scientific 
research and experimental development’ (b)(i) 

Restricted financial institution (RFI) shares, taxable 


* tax on dividends received by ‘restricted financial institution, 
187.3 


ee information return, 187.5 

ee partnership, 187.4 

Restricted property 

¢ defined, 94(1) [proposed], 94(14) 

¢¢ deemed, on indirect transfer to trust, 94(2)(b) 

¢ determination of value when contributed to deemed-resident 
trust, 94(9) 

¢ FAPI on contribution of to certain trusts, 94.2(1)(b) 

¢ for non-resident trust rules 

Restrictive covenant (or non-competition payment) 

¢ allocation of price paid, 68(c) 

¢ defined, 56.4(1) 

¢ employment income from 

e¢ taxable when receivable after 3 years, 6(3.1) 

¢ income from 

ee deduction for bad debt, 60(f) 

eee bad debt recovered, 56(1)(m) 

ee included in income, 56.4(2) 

*¢ non-resident withholding tax, 212(1)(@), 212(13)(g) 

* succession planning exclusion, 56.4(8.1) 

Restructuring of debt, expenses deductible, 20(1)(e)(1i.2), 

20(1)(e. 1) (iii) 

Retention of books and records, 230(4), (4.1) 

Retirement benefits | 

¢ defined, Reg. 8500(1) 
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Retirement benefits (cont’d) 


while continuing employment (phased retirement), Reg. 
8503(16)-(25) 


Retirement compensation arrangement 


administration of, corporation exempt, 149(1)(0.1)(i)(B) 
amount paid in respect of 
¢ withholding of tax, 153(1)(p)H{r) 

amount payable under trust, not income, 12(1)(m)(i1) 
amounts received by employer under, includable in income, 
12(1)(n.3) 

amounts transferred under, deduction from income, 60(j.1) 
benefits under 
¢ deduction from income re, 60(t) 
e includable in income, 56(1)(x), (z) 
* not includable in employee’s income, 6(1)(a)(ii) 
* received by another 
*¢ joint and several liability for tax on, 160.3 
contribution to 
¢ tax on, 207.7(1) 
¢ withholding, Reg. 103(7) 

creation of trust, 207.6(1) 

deduction for contributions to 
e by employee, 8(1)(m.2), 60(t), (u) 
¢ by employer, 18(1)(0.2), 20(1)(r) 

defined, 248(1), Reg. 6802 

disposition of interest in 
¢ amount included in income, 56(1)(y) 
e deduction from income re, 60(u) 

disposition of property by trust, 56(11) 

distribution by trust, 107.2 

emigration of employee, no deemed disposition, 
128.1(10)“excluded right or interest’(a)(ix) 

employee benefit plan becoming 
¢ deemed contribution, 207.6(4) 

employer contribution deductible, 20(1)(r) 

excluded from non-resident trust rules, 94(1)“exempt foreign 
trust’’(e) [proposed] 

failure to withhold amounts in respect of, 227(8.2) 
foreign plan, see Foreign plan (pension plan) 

are ele employee carrying on personal services business, 
life insurance policies, 207.6(2) 

Member of Parliament, Reg. 6802.1 

money borrowed to make employee contributions 
e limitation on interest deductibility, 18(11)(e) 


non-resident compensation plan not retirement compensation 
arrangement 


* exception re “resident’s arrangement’, 207.6(5) 
payment of tax, 207.7(3) 
pension income credit not available, 118(8)(e), (f) 
portion of benefits taxable, 56(1)(a)(i) 
prescribed plan or arrangement, 207.6(6), Reg. 6802 
purchase price of interest in, paid by non-resident, 212(1)(j) 
refund of tax, 207.7(2) 
refundable tax, 207.5—207.7 
e defined, 207.5(1) 
¢ election re, 207.5(2) 
resident’s arrangement, 207.6(5) 
resident’s contribution, defined, 207.6(5.1) 
reversionary trust rules do not apply, 75(3)(a) 
severability of plan, 56(10) 
subject property 
e defined, 207.5(1) 
tax payable, 207.7(1) 
transfer to another RCA, 207.6(7) 
* no withholding, Reg. 103(7)(a) 
trust 
* corporation administering, exempt, 149(1)(0.1)(i)(B) 
¢ creation of, 207.6(1) 


ee defined, 207.5(1) 

** exempt from tax, 149(1)(q.1) 

¢ withholding tax, 153(1)(p)(r), Reg. 103(7) 

Retirement counselling, see Counselling services 

Retirement income, defined, 146(1) 

Ree income fund, see also Registered retirement income 

un 

* registration of, 146.3(2) 

¢¢ appeal from refusal, 172(3)(g), 180 

¢* deemed refusal by Minister, 172(4)() 

ee revocation of, 146.3(11)-(13) 

* services relating to, non-deductible, 18(1)(u) 

Retirement payment 

¢ election to average, ITAR 40 

¢ single, from deferred profit sharing plan, 147(10.1), (10.2), 
Reg. 1503 

maa savings plan, see also Registered retirement savings 

plan 

* appeal from refusal to register, 172(3)(b), 180 

¢ deemed registered, when, 204.2(3) 

¢ defined, 146(1) 

¢ foreign, see Foreign retirement arrangement 

¢ registration of, 146(2), (3) 

¢* deemed refusal by Minister, 172(4)(b) 

* services relating to, non-deductible, 18(1)(u) 

Retiring allowance 

¢ defined, 248(1) 


* emigration, no deemed disposition of right, 128.1(10)“excluded 
right or interest’’(d) 


income, 56(1)(a)(ii) 

legal costs of collecting or establishing right to 

¢ deduction for, 60(0.1) 

* income when recovered, 56(1)(1.1) 

paid to non-resident, 212(1)G.1) 

e election to file return, 217 

repayment of, deductible, 60(n)(iii) 

spread retroactively over prior years, 110.2, 120.31 
transferred to RRSP or RPP, 60(j.1) 

unpaid, 78(4) 

withholding tax, 153(1)(c), Reg. 103(4), (6)(e) 
Retroactive effect, see also Grandfathering 

¢ of amendments to pre-RSC 5th Supp. Act, ITAR 79 

¢ of interest, to date of effect of amendment, 221.1 

¢ of regulations, to date of public announcement, 221(2) 
Retroactive legislation 

¢ GAAR amendments, 245(4) 

¢ GST disallowed as moving expense, 62(3)(f) 
Retroactive lump-sum payment, see Lump-sum payment 
Retrospection, ITAR 17(4) 

Return of income 

¢ defined 

ees aor GSl Creda? 5) 

ee for OAS clawback, 180.2(1) 

Returning former resident, 128.1(6), (7) 

Returns, see also Information return 

e alternative to withholding tax, 216(1), 217 
* amended, 152(6) 

e bankrupt individual, 128(2)(e), (f) 
¢ carved-out income, tax on, 209(3) 
* corporation, 150(1)(a) 

*¢ electronic filing mandatory, 150.1(2.1) 
¢ death of beneficiary, 104(23)(d) 


death of partner or proprietor, 150(4) 
deceased taxpayer, 150(1)(b), (e) 
deferred income plans 
over-contributions, 204.3 
property held by, 207.2 


Returns (cont’d) 


demand for, by Minister, 150(2) 

designated persons, 150(1)(e) 

due date, 150(1) 

electronic filing of, 150.1 

employee’s declaration, 227(2) 
when to be filed, Reg. 107 
where not filed, 227(3) 

estates, 150(1)(c) 

estimate of surtax, 180.1 

estimate of tax, 151 

excessive eligible dividend designation, 185.2(1) 

extension of time for filing, 220(3) 

failure to file, penalty 

¢ demand by Minister, 150(2) 

¢ penalty, 162(1) 

e* repeated, 162(2) 

** trustees etc., 162(3) 

false 

° penalty for, 163(2) 

“understatement of income”, 163(2. 1) 

films, Reg. 225 

guardian, etc., 150(1)(d), (e) 

home insulation program, Reg. 224 

incomplete, penalty, 162(5) 

individual, 150(1)(d), (e) 
in bankruptcy, 128(2)(e) 

information, see Information return 

late filing, penalty, 162(1) 

Minister not bound by, 152(7) 

non-profit organization, 149(12) 

omission in, penalty, 163(2) 

Part I, 150 

Part I.1, 180.1(3) 

Part I.2, 180.2(5)(a) 

Part 1.3, 181.6 

Part II, 183(1) 

Part II.1, 183.2 

Part III.1, 185.2(1) 

Part IV, 187(1) 

Part IV.1, 187.5 

Part V, 188(1)(b) [to be repealed], 189(6), (6.1) 

Part VI, 190.2 

Part VI.1, 191.4 

Part VII, 193(1) 

Part VIII, 195(1) 

Part IX, 196(2) 

Part [X.1, 197(4), (5) 

Part X, 202(1) 

Part X.1, 204.3 

Part X.2, 204.7 

Part X.3, 204.86 

Part X.4, 204.92 

Part XI, 207(1) 

Part XI.01, 207.07(1) 

Part XI.1, 207.2 

Part X1.2, 207.4 

Part XI.3, 207.7(3)(a) 

Part XII, 208(2) 

Part XII.1, 209(3) 

Part XII.2, 210.2(5) 

Part XII.3, 211.2 


Part XII.4 (qualifying environmental trust), 211.6(1) 


Part XII.5, 211.8(2) 

Part XII.6, 211.91(2)(a) 

Part XIII.1, 218.2(5) 

Part XIII.2 (optional), 218.3(3)-(Q) 
Part XIV, 219(3) 
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proof of, 244(17)-(19) 
public authorities (Part XI.2), 207.4 
refundable Part VII tax, 193(1) 
refunds not payable until all filed, 164(2.01) 
registered investment, 204.7 
re oe failures to report an amount of income, penalty for, 
hued of employee, 227(2) 
where not filed, 227(3) 
separate 
amounts receivable on death, 70(2) 
bankrupt individual, 128(2)(e), (f) 
death of beneficiary, 104(23)(d) 
death of partner or proprietor, 150(4) 
e 1995 stub-year reserve, 34.2(8) 
¢  off-calendar year adjustment, 34.1(9) 
deductions in computing taxable income, 114.2 
minimum tax carryover not applicable, 120.2(4) 
minimum tax not applicable, 127.55 
tax credits, 118.93 
tax-exempt persons (Part XII), 208(2) 
trustees etc., 150(3) 
failure to file, penalty for, 162(3) 
in bankruptcy, 128(2)(e) 
trusts, 150(1)(c) 
understatement of income, 163(2. 1) 
Revenue Canada, see Canada Revenue Agency 
Revenue guarantee 
* created tax shelter, Reg. 231(6)(b)(11) 
¢ prescribed, for film shelter, Reg. 7500 
Reverse attribution, 74.5(11) 
Reverse takeover, 256(7)(c) 
Reversionary trust, 75(2), (3) 
Reversionary year 
e defined, for functional currency rules, 261(1) 
Revised Statutes of Canada, 1985 (5th Supp.) 
¢ amendments to previous Act, ITAR 79 
* continuity of previous versions of Act, ITAR 75, 77 
¢ effective dates, ITAR 73 
Revocable living trust 
e excluded from qualifying a apsition, 107.4(1)(e) 
Revocable trust, 75(2), (3) 
Revocation of Canadian film/video production dertifiente, 
125.4(6) 
Revocation of elections, 220(3.2) 


¢ election ies mutual fund trust for December 15 year-end, 
132.11(1.1) 


¢ election to be non-resident-owned investment corporation, 
134.2 


¢ election to postpone 21-year rule by trust, 104(5.31) 

* election to trigger capital gains exemption, 110.6(25) 
Revocation of film/video production services certificate, 
125.5(6) 

Revocation of registration 

amateur athletic association, 168 

appeal from, 172(3), 180(1), 204.8109) 

charity, 149.1(4.1), 168, 188, 188.1 

deferred profit sharing plan, 147(14)-(15) 

education savings plan, 146.1(12.1), (12.2), (13), (14) 
labour-sponsored venture capital corporation, 204.81(6)—(9) 
national arts service organization, 149.1(6.5) 

pension plan, 147.1(11)-(13) 

profit sharing plan, 147(14)-(15) 

retirement income fund, 146.3(11)-—(13) 

retirement savings plan, 146(12) 

Revocation tax, charities, 188 


Revoked corporation (registered labour venture capital) 
¢ defined (RLSVCC), 204.8(1), 211.71) 

Revoked plan, see Deferred profit sharing plan 
Rider 

¢ deemed to be separate life insurance policy 

for insurer's reserves, Reg. 1408(5), (6) 

when added to pre-1990 policy, 12.2(10) 
Riding horses 

* eligible for children’s fitness credit, Reg. 9400(5) 
Right of use or habitation (Quebec) 

* deemed to be trust, 248(3) 

Right to receive an amount 


Topical Index 


debt, in settlement of commercial debt obligation, 80(2)(h) 
demutualization of insurance corporation, 139.1(4)(a), (d) 
distress preferred share, converted to or from debt, 
80.02(3)(5) 

effect on shares held by former resident of Canada, 128.3 
exchange of property, 13(4), (4.1), 44 

exchange of shares, 51(1) 

exchange of shares on reorganization of capital, 86 

farm property, of, 70(9)(9.31), 73(3)H4.1) 

farming inventory, transfer to corporation, 85(1)(c.2) 
fishing property, of, 70(9)-(9.31), 73(3)+4.1) 

foreign share for foreign share exchange, 85.1(5), (6) 
foreign spin-off, 86.1 


insurance business, 138(11.5), (11.94) 
as policyholder’s rights, on demutualization, 139.1(4)(a), 
(d) 


* cost amount of, 248(1)“cost amount’’(e) 

Right to receive production 

¢ deduction of matchable expenditure prorated, 18.1(4) 
e defined, 18.1(1) 

* disposition of, income inclusion, 12(1)(g.1), 18.1(6) 
Rights 

¢ exchange of, on amalgamation, 87(4.3) 

Rights or things 

* acquired by beneficiary 

deemed cost, 69(1.1) 

¢ exclusions, 70(3.1) 

* transferred to beneficiaries, 70(3) 

¢ value of, included in income at date of death, 70(2) 
Rights to drill or explore, see Exploration and drilling rights 
Rights to income 

¢ transfer of, 56(4) 

River improvements 

* capital cost allowance, Reg. 1102(7) 

Road, see also Specified temporary access road 

* capital cost, 13(7.5)(b), Reg. 1102(14.3) 

Roadways 

* capital cost allowance, Reg. Sch. II:Cl. 1(g), Sch. I:Cl 17 
for mine, Reg. Sch. II:Cl. 10(1), Sch. II:Cl. 41 
Robinson case overruled, 253.1 

Rocking bed, as medical expense, | 18.2(2)(i) 

Roller skating rink floor, Reg. Sch. II:Cl. 10() 


internal reorganization, 86 
life insurance policy 
to child, 148(8) 
to spouse 
inter vivos, 148(8.1) 
* on death, 148(8.2) 
mark-to-market property prohibited, 85(1.1)(g)(ii1) 
mutual fund trust or corporation, 132.2 
net income stabilization account/NISA Fund No. 2 
* to corporation, 85(1)(c.1), 85(1.1D)(@) 
* to spouse or spouse trust, 70(6.1) 
non-resident insurance business, of, 138(11.5) 
parent, to 
¢ on death of individual, 70(9.6) 
* on wind-up of corporation, 88(1) 
partnership, from 
¢ to new partnership, 98(1) 
¢ to partners on windup, 98(3) 
¢ to proprietorship, 98(5) 
partnership, to, 97(2) 
qualifying disposition to a trust, 107.4 
registered disability savings plan, to, on death, 60.02 
registered pension plan to RPP annuity, 147.4 


registered retirement savings plan, on death, 60(1)(v)(B.1), 
146(8.8)(8.91) 


‘“< : ” * reorganizations, 84-88 
ate start” rule, 13(27)(b), 13(28)(c), 13(29) * replacement property! 13(4)7(@1)244 
ollout * reserves for year of death, 72(2) 
* from trust, 107(2) | * retiring allowance, to RRSP, 60(j.1) 
* on partnership ceasing to exist, 98(3) * rights or things transferred to beneficiary, 69(1.1) 
Rollover, see also Transfer of property ¢ SIFT units exchanged for shares of corporation, 85.1(7), (8) 
* accounts receivable, 22 ¢ share for share exchange, 85.1 
* amalgamation, on, 87 ¢ shareholder, from, to corporation, 85(1) 
* bare trust, to or from, 248(1)*‘disposition’(e)(i) *¢ eligible property, 85(1.1) 
* convertible debentures, 51 ¢ small business investments, 44.1 
* convertible property, 51 * spouse or spouse trust, to 
* corporation, to, 85(1) ee death, on, 70(6), (6.1) 
*¢ by partnership, 85(2) *¢ inter vivos, 73(1) 
*¢ capital property, 85(1)(c.2) ee life insurance policy 
*¢ depreciable property, 85(1)(c) eee inter vivos, 148(8.1) 
¢ eligible capital property, 85(1)(d) eee on death, 148(8.2) 
*e farming inventory, 85(1)(c.2) *¢ registered retirement savings plan, 146(8.8)-(8.91) 
«from shareholder, 85(1) ¢ stock options, of, on corporate reorganization, 7(1.4), (1.5) 
eee eligible property, 85(1.1) ¢ taxable Canadian property, 85(1)(i) 
eee inventory, 85(1)(c.1) * transaction, see Rollover transaction 
eee wholly-owned corporation, 85(1)(e.2), 85(1.3) ¢ transfer of insurance business by non-resident insurer, 
* cumulative eligible capital 138(11.5) 
** on transfer of business to spouse or corporation, 24(2) treaty protection, Canada-U.S. Tax Treaty:Art. XIII:8 
¢ death. on trust, from 
** registered retirement savings plan, 60(1)(v)(B.1), * to beneficiary, 107(2) 


146(8.8)-(8.91) 
to registered disability savings plan, 60.02 
to spouse or spouse trust, 70(6), (6.1) 


* to new trust, 248(1)“disposition”’(e), (f) 
trust, to, 107.4 
winding-up, on, 88(1) 


2484 


Topical Index 


Rollover (cont’d) 

* winding-up of partnership, on, 98(3) 

Rollover period 

¢ defined, re death of TFSA holder, 207.01(1)“exempt 
contribution”(a) 

Rollover transaction, see Ase Rollover 

° pls on of specified debt obligation by financial institution 

¢ defined, 142.6(6) 

Roofer 

* apprenticeship job creation credit, 127(9)‘investment tax 
credit” 

Roth IRA 


* conversion from coun ITA, whether taxable in Canada, 
56(12), Canada- U.S. Tax Treaty: Art. XVIII:7 


¢ included in definition of pension, Canada-U.S. Tax’ Treaty: Art. 
XVIII:3(b) 


* not subject to non-resident trust rules, 94(1)“exempt foreign 
trust’’(h)(ii)(D) 

Rounding of amounts 

¢ budget surplus tax cuts, 118(9.1) 

¢ Child Tax Benefit, 112.61(7) 

¢ inflation indexing, 117.1(3) 

* pension calculations, Reg. 8311 

Rowboats 

* capital cost allowance, Reg. Sch. II:Cl. 7 

Royal Assent 

¢ amendments in force, Interpretation Aci s. 6(3) 

Royal Canadian Mint, subject to tax, 27(2), Reg. 7100. 

Royal Canadian Mounted Police, see.also Police officer 

° disability pension exempt, 81(1)(i) 
pi sm of charity information to, for security purposes, 

AT), Ot) 

Royalties 

¢ accrual to date of death, 70(1)(a) 

¢ based on production or use, income, 12(1)(g) 

* copyright, paid to non-resident, exempt, 212(1)(d)(vi) 

¢ Crown, see Crown royalty 

¢ defined, Canada-U.S. Tax Treaty:Art. XIL:4, 6 > 

* income from 


¢ whether specified investment business, 125(7)“specified 
investment business” 


* motion picture films, paid to non-residents, 212(5) 

* paid to non-resident, 212(1)(d) 

ee to U.S. resident, Canada-U.S. Tax Treaty:Art. XII 
¢ paid to trust for non-resident, exemption, 212(9)(b) 
* petroleum, natural gas, minerals 

ee included in income, 12(1)(0), Reg. 1211 

ee not deductible, 18(1)(m) 

e¢ reimbursement for, 80.2 

¢ prepaid, non-deductible, 189) 

¢ production, defined, Reg. 1206(1) 

¢ tax re, paid to government by tax-exempt person, 208 
°° exception prescribed persons, Reg. 1216 

¢ timber, 212(1)(e) 

ee alternative tax, 216 

Runway, see Aircraft: runway 


Ss 
S corporation, see United States: S corporation 
SBB, see Small business bond 
SBDB, see Small business development bond 
SBITC, see Small business investment tax credit 
SDA, see Salary deferral arrangement 
SDO, see Specified debt obligation 
SIB, see Specified investment business 
SIFT, see Specified investment flow-through 


> 


SIFT partnership, see also SIFT trust 

¢ defined, 197(1), (8), 197.1, 248(1) 

e distributions to partners 

ee taxed in partnership at corporate rate,,197(2) 

ee how taxed at partnership level, 96(1.11) 

¢ required to file information return, Reg. 229 

° aur uired to file Part [X.1. partnership distributions tax return, 


° re es to post income information on CDS Innovations 
website, Reg. 229.1(2) 

SIFT partnership balance-due day 

¢ defined, 248(1) 

SIFT trust, see also SIFT partnership 

* conversion to corporate form, see SIFT trust wind-up entity 

¢ defined, 122.1(1), (2), 248(1) 

¢ distributions to unitholders 

ee no deduction to trust, 104(6)(b)(iv) 

ee deemed to be taxable, dividend, 104(16) 

ee taxed in trust at corporate rate, 122(1)(b) 

eee not taxed provincially, 120(3)(d) 

* province of residence, Reg.2608 

° i 5 to post income information on CDs Innovations 

site, Reg. 204.1(2) 

SIFT trust wind-up event, see also SIFT wind-up entity 

¢ deemed settlement of debt, 80.01(5.1) 

e defined, 248(1) 

¢ no Part XIII.2 tax, 218.3(1)“assessable distribution” 

¢ wind-up into corporation, 88.1 

e¢ other wind-up, 107(3), (3.1) 

SIFT wind-up corporation 

¢ amalgamation of, 87(2)(s.1) 

¢ defined, 248(1) 

SIFT wind-up entity 

¢ defined, 248(1) 

e exchange of employee stock options, 7(1.4)(b)(vi) 

° feynoa on exchange of units for shares before 2013, 85.1(7), 


¢ wind-up into corporation, 88.1 

¢e¢ other wind-up, 107(3), (3.1) 

SIFT wind-up entity equity 

¢ defined, 248(1) 

SIN, see Social insurance number 

SLA compensation payment 

¢ deductibility, 260(6) 

¢ defined, for securities lending arrangement, 260(1) 
SNQII, see Specified non-qualified investment income 
SPDRs, see Standard & Poor 500 Depositary Receipts 
SPI, see Specified participating interest 

SPTC, see Share-purchase tax credit 

SR&ED, see Scientific research and experimental development 
SR&ED qualified expenditure pool 

¢ defined, 127(9) 


* investment tax credit for, 127(5)(a)(i), (41)(A), 
127(9)“investment tax credit’’(a.1),. (f) 


¢¢ additional, for Canadian-controlled private corporation, 
127(10.1)(b) 

¢ transfer to other taxpayer, 127(13)-(17) 

SRA, see Specified retirement arrangement 

SRTC, see Scientific research tax credit (expired) 

SSHRC, see Social Sciences and Humanities Research Council 

Sabbatical arrangement, Reg. 6801(a) 

¢ exemption for recontributed amount received from plan, 

81(1)(s) 
Safe income, 55(5)(b), (c) 
¢ effect of, 55(2) 
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Safe-income determination time 

¢ defined, 55(1) 

Salaries and Wages, see Salary 

Salary, see also Office or employment; Salary or wages 

¢ accrued to date of death, 70(1)(a) 

¢ defined, 248(1) 

¢* for manufacturing and processing credit, Reg. 5202 

* garnishment of, see Garnishment for taxes unpaid 

* legal expenses of collecting or establishing right to, 8(1)(b) 

* paid by employee, to assistant or substitute, 8(1)(1)(ii) 

*¢ certificate of employer, 8(10) 

¢ reimbursement of, 8(1)(n) 

¢ tax to be withheld from, 153(1)(a) 

e¢ failure to withhold, 227(8.5) 

* unpaid, 78(4) 

Salary deferral arrangement 

¢ benefit from, income, 56(1)(w) 

* deduction to employer, 20(1)(00), (pp) 

ee limitation, 18(1)(0.1) 

¢ defined, 248(1) 

* emigration or immigration, no deemed disposition, 
128.1(10)‘‘excluded right or interest’’(a)(vil), (b) 

¢ forfeited amounts 

** deductible from income, 8(1)(0) 

*¢  includable in employer’s income, 12(1)(n.2) 

* inclusion in income from employment, 6(1)(a)(v), 6(1)Q), 
6(11), (12), (14) 

** exception for non-residents, 6(13) 

Salary deferral leave plan, Reg. 6801(b), Reg. 8508 

Salary or wages 

¢ defined, 248(1) 

ee re Canadian film/video tax credit, 125.4(1) 

¢¢ re film/video production services credit, 125.5(1) 

Sale 

accounts receivable, 22 

bond, by conversion, 51.1, 77 

business, of, see also Ceasing to carry on business; Rollover 
taxation year-end, 25(1) 
to corporation for shares, 85(1) 
to partnership, 97(2) 
to spouse or controlled corporation, 24(2) 

defined, for informations returns on securities transactions, 

Reg. 230(1) 

* depreciable property, see Capital cost allowance: recapture; 
Depreciable property 

* mortgage included in proceeds of disposition, 20(5), (5.1) 

* shares, not at arm’s length, 84.1 

*¢ by non-residents, 212.1 

Sales tax, federal, see Federal sales tax credit 

Salesperson 

* automobile 

** reasonable standby charge for use of, 6(2.1) 

* automobile or aircraft 

** capital cost allowance, 8(11) 

eee deemed, 13(11) 


* costs, deduction, 8(1)(j), 8(9) 

expenses, deduction, 8(1)(f) 

* certificate of employer, 8(10) 

¢ limitation, 8(4) 
Same-sex marriage, see also Common-law partner 
* religious charity entitled not to perform, 149.1(6.21) 
Same-sex partner, see Common-law partner 
Sand, 248(1)“mineral” 
¢ tar, see Tar sands, defined; Tar sands ore 
Saskatchewan, see also Province 
* labour-sponsored venture capital corporation of 
*¢* prescribed, Reg. 6700(a)(iv), (ix) 


* northern, see Northern Canada 

¢ Pension Plan, see Provincial pension plan, prescribed 

* prescribed stock savings plan, Reg. 6705(b) 

* tax rates, see introductory pages 

Saskatchewan Pension Plan, see Specified pension plan (before 
2010 see Provincial pension plan, predctihed ie 

Satisfaction of obligation 

* deemed not to be disposition, 49.1 


Savings and credit unions, 137 


Scale, metric, for retail use 
* capital cost allowance, Reg. Sch. II:Cl. 10(p) 


Scholarship 

* receipt of, income, 56(1)(n) 

** exemption, 56(3) 

¢ refund of, 56(1)(p) 

* repayment of, deductible, 60(q) 

Scholarship exemption 

¢ defined, 56(3) 

* exempt from tax, 56(1)(n)(ii) 

School 

* attendance at, child care deduction, see Secondary school 

School board 

¢ allowance from, exempt, 81(3) 

School fees, see Tuition fees 

School trustee 

¢ expense allowance exempt, 81(3) 

Schooling allowance, provincial tax reduction, 120(2) 

Scientific research and experimental development 

* assistance, see Assistance/government assistance 

¢ available-for-use rules, 37(1.2), 248(19) 

¢ buildings 

*¢ do not qualify as R&D expenditure, 37(8)(d)(i), Reg. 

2900(11 

¢ Canadian employees outside Canada, 37(1.4), (1.5) 

* contracted out to non-arm’s length person, 127(9)“qualified 
expenditure” (f) 

** transfer of investment tax credit, 127(13)-(16) 

* credit for, see investment tax credit (below) 

¢ debt forgiveness, effect of, 37(1)(f.1) 

¢ deduction for, 37 

** amount included in income, 12(1)(v) 

¢ defined, 37(8), (13), 248(1), Reg. 2900(1) 

* election to use proxy amount for overhead, 37(8)(a)(ii)(B), 
37(10), Reg. 2900(4) 

* expenditure pool, see SR&ED qualified expenditure pool 

* expenditures, 37(1)-(2), Reg. 2900(2)-(4) 

¢e* change of control, 37(1)(h) 

*** computation, 37(6.1) 

ee deduction for, 37(1), (2) 

ee election for alternative calculation, 37(8)(a)(i1)(B), 37(10) 

ee excluded, 37(8)(d) 

¢* on amalgamation, 87(2)(1)-(1.2) 

e* stock options, whether excluded, 143.3 

* filing deadline, 37(11), 220(2.2) 

¢ financial institution, by, 248(1)“scientific research and 
experimental development” 

* investment tax credit 

ee basic 20% credit, 127(9)“investment tax credit’(a.1) 

ee extra 15% credit, 127(10.1) 

ee refundable, 127.1 

¢ linked work, 37(13), Reg. 2900(1)(d) 

* meaning of, 37(9)(a) 

* overhead expenses, election for prescribed proxy amount 

*¢ calculation of prescribed proxy amount, Reg. 2900(4)—(10) 

*¢ exclusion of proxy amount from expenditure pool, 

37(8)(a)(ii)(B 
¢¢ filing of election, 37(10) 
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Scientific research and experimental development (cont’d) 
*¢ investment tax credit, 127(9)* ‘qualified c expenditure” ’ 


* partnership, of 

¢¢ no carryforward, 96(1)(e.1) — 

** no losses for passive partners, 96(1)(g) 

* performed outside Canada, 37(1.4), (1.5), (2) 


ilot plants, Dee for investment tax credits, Reg. 
900(11)(c), 


* prescribed a required, 37(11), 127(9)“investment tax 
credit’’(m) 


* provincial super-allowance, 127(9)“super-allowance benefit 
amount” 


proxy amount, prescribed, Reg. 2900/4) 
¢ reduction in, .127(11.1)(f, [repealed], 
qualified expenditure 
e defined, 127(9) 
* prescribed, Reg. 2901, Reg. 2902 
¢ subsidiary’s, on winding-up, 88(1.4) 
related corporations, of, 37(1.1) 
rent for buildings, does not qualify as R&D expenditure, 
37(8)(d)(Gi) 
salaries, directly engaged in SR&ED, Reg. 2900(4) 
sole-purpose R&D performer, Reg. 2902(a) (closing words) 
specified employee, paid to, 379. 1)-(9.5) 
stock option cost, whether disallowed, 143.3 
super-allowance, 127(9)“super-allowance benefit amount” 
third party payment, 37(1)(a)(i.1), (ii), (iii) 
ee exclusion from prepaid expense rules, 18(9)(d)(i) 
Scientific research and experimental development financing 
contract 
¢ defined, 194(6), 248(1) 
Scientific research corporation (non-profit) 
¢ annual information return, 149(7) 
¢ exemption for, 149(1)(G), 149(2) 
ee rules as to control, 149(8) 
ee rules as to income, 149(9) 
Scientific research tax credit (expired), 127.3 
Scow, capital cost allowance, Reg. Sch. II:Cl. 7 
Screenwriter (for Canadian film/video tax credit) 
¢ principal, whether Canadian, Reg. 1106(8)(c) 
Script material 
¢ defined, for Canadian film tax credit, 125.4(1) 
Sculptor, see Artist 
Sculpture, see also Cultural property; Listed personal property 
¢ Canadian, CCA claims allowed, Reg. 1102(1)(e) 
Search and rescue volunteer 
¢ exemption from employment income, 81(4) 
Search warrant 
* compliance required, 231.5(2) 
* issue of, 231.3(1)-(4) 
Second affiliate, see Foreign affiliate: second affilings 
Second instalment base 
* of corporation, 157(4), Reg. 5301(2) 
Second-term shared-use-equipment, for R&D investment tax 
credit 
¢ defined, 127(9) 
Second-tier financing structures 
* application of FAPI, 95(6) 
Secondary recovery method, defined, Reg. 1206(1) 
Secondary school 
¢ attendance at, child care deduction, 63(2)(b)(iii), 63(2. 2)(a) 
Secrecy provision, 241 
Secretarial services 
* no application of penalty for misrepresentation, 163.2(9) 


Secretary, see Officer: corporation, of 


},, 12718) 


e e e e e e e e 
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Sectoral reserve 

¢ defined, 20(2.3) 

Secured creditor 

e defined, 224(1.3) 

¢ garnishment of property of, 224(1.2) 

e interference with taxpayer’s remittances, 227(5.2)-(5.4) drat) 
¢ withholding tax, liability for, 227(5), (5.1)(h) 


Securities 

¢ amalgamation, acquired in, 87(2)(e.2) 

¢ Canadian, see Canadian securities 

¢ dealer, trader or agent, see also Broker; Registered securities 

dealer 

ee fees of, deduction for, 20(1)(e), (bb) 

ee ineligible for Canadian securities election, 39(5)(a) 

ee pret x securities lending arrangements and non-residents, 

ee tax re interest paid under securities lending arrangements to 
non-residents, 212(19) 

¢ fair market value, ITAR 26(11) 

¢ lending arrangements, see Securities lending arrangement 

* prescribed, Reg. 6200 

¢ publicly-traded, Reg. 4400 

ee \V-day values, Reg. Sch. VII 

e received for income debt, 76 

¢ small business, Reg. 5100(2) 

* transactions 

ee information returns, Reg, 230 

¢ used or held in insurance or moneylending business 

ee¢ “eligible property” for transfer to corporation by 
shareholder, 85(1.1)(g) 

Securities lending arrangement, 260, see also Dividend rental 

arrangement 

¢ amount received deemed to be a dividend, 260(4)-(7) 

¢ compensation payment 

ee deductible, conditions, 260(6) 

ee defined, 260(1)“SLA compensation payment” 

ee no deduction generally, 18(1)(w) 

¢ deemed dividend, 260(5) 

ee dividend refund, 260(7) 

¢¢ ‘no deduction for, 260(6) 

¢ deemed not disposition, pease 

e defined, 260(1) 

e disposition of right under, 260(3), (4) 

dividend compensation payment 

e deemed to be eligible dividend, 260(1.1), (5) 

¢ non-deductible, 18(1)(w) 

lender non-resident, effect, 260(8) 

non-resident withholding tax 

* amounts deemed to be interest, 260(8) 

¢ exemption, 212(1)(b)(xii) 

* special tax on securities dealers, 212(19) 

ee return required, 212(18) 

qualified security, defined, 260(1) 

restricted financial institution receiving dividend on shares 

acquired under, 260(9) 

Security, see also Securities 

¢ defined 

ee for security transactions; Reg: 230(1) 

¢ for SIFT trust and partnership distributions, 122.1(1) 


for stock option rules, 7(7) 

generally, Interpretation Act 35(1) 

* granting of, not a disposition, 248(1)“disposition”(j), (k) 
* non-qualifying, see Non-qualifying security 

¢ qualified, see Qualified security 

Security distribution 

¢ defined, 260(1) 

Security for tax, 220(4)-(4.4) 

¢ defined, Interpretation Act 35(1)’ 
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Security for tax (cont'd) 
¢ departure tax, 220(4.5)-(4.71) 


¢ discharge, Reg. Part XXII 

* extends 10-year collection limitation period, 222(8)(b) 

* taxpayer becoming non-resident, 220(4.5)-(4.71) 

Security interest 

* defined, for garnishment rules, 224(1.3) 

Seeing Eye dog, see Guide dog expenses 

Segregated fund (of life insurer) 

¢ defined, 138.1(1), 211(1), Reg. 1408(1) 

* related, see Related segregated fund trust 

¢ rules re, 138.1 

* trusts, 138.1 

** election, Reg. 6100 

** interest in, adjusted cost base, 53(1)(1), 53(2)(q) 

Segregated fund policies 

¢ defined, 138.1(1)(a) 

Seismic testing 

¢ off-the-shelf data, no renunciation of cost of, 66(12.66)(b.1) 

Seizure 

* chattels, of, 225 

¢ documents, of, 231.3(5)-(8) 

** compliance required, 231.5(2), 232(15) 

** copies, 231.5(1) 

¢¢ where privilege claimed, 232(3), (4)-(7) 

* property, for non-payment of debt 

e¢ effect on creditor, 79.1 

e«e* deemed cost of property, 79.1(6) 

eee foreign resource property, 79.1(2.1) 

**e* no deduction for principal portion of bad debt, 79.1(8) 

¢¢ effect on debtor, 79 

Self-benefit trust, see Alter ego trust 

Self-contained domestic establishment, defined, 248(1) 

Self-employed person 

e Canada Pension Plan contributions, credit, 118.7B(c) 

¢ home office expenses, conditions for deductibility, 18(12) 

Selling cost, see Adjusted selling cost (re investment tax credits) 

Senate Appointment Consultations Act 

¢ candidates and parties under 

¢¢ political contribution credit, 127(3) 

*¢ records re monetary contributions, 230.1 

* nominee under 

*¢ political contribution credit, 127(3) 

e¢ records re monetary contributions, 230.1 

Senegal 

¢ Canadian Forces personnel and police serving in, no tax on 
income, 110(1)(f), Reg. 7400(g) 

Senior citizen, see Age 

Separate business 

¢ deemed 


¢¢ for CCA, life and non-life insurance businesses, Reg. 
1101(1a) 


¢¢ for FAPI, 95(2)(a.1)(iii), (a.2)(iv), (a.3)(iii), (a.4)(@i1), (6) (i), 
(b)(i1), (K)) 

*¢ international banking centre business, 33.1(4)(a) 

* separate CCA classes for each business, Reg. 1101(1) 

Separate classes for capital cost allowance, Reg. 1101 

automobile costing over $24,000, Reg. 1101(laf) 

buildings, Reg. 1101(1ac)-(lae), (5b), (5b.1) 

Canadian film or video production, Reg. 1101(5k.1) 

certified productions, Reg. 1101(5k) 

combustion turbines, Reg. 1101(St) 

computer equipment and software, Reg. 1101(5p), 1103(2g) 

computer software tax shelter property, Reg. 1101(5r) 

computer tax shelter property, Reg. 1101(5r) 


° Toles abet bine property, 13(5.2)(c), 13(21.2)(e)(Gii), Reg. 
g 

different businesses, properties for, Reg. 1101(1) 

different mines, properties for, Reg. 1101(4a)+(4d) 

excavating or moving equipment, Reg. 1101(51) 

exempt properties, Reg. 1101(50) 

fax machine, Reg. 1101(5p), 1103(2g) 

industrial mineral mines, Reg. 1101(4) 

leasehold interest in real property, Reg. 1101(5h) 

leasing properties, Reg. 1101(5c), (Sn) 

life insurance and other insurance business, Reg. 1101(1a) 

manufacturing and processing property, Reg. 1101(5s)}(5s.5) 

outdoor advertising sign, Reg. 1101(5I) 

partnership and non-partnership property, Reg. 1101(1ab) 

photocopier, Reg. 1101(5p), 1103(2g) 

pipeline costing over $10,000,000, Reg. 1101(5i), (5j) 

railway assets, Reg. 1101(5d)-(Se) 

rental and non-rental property, Reg. 1101(lae) 

scientific research expenditures, 37(6) 

software, Reg. 1101(5p), 1103(2g) 

telecommunication spacecraft, Reg. 1101(5a) 

telephone equipment, Reg. 1101(5p), 1103(2g) 

timber limits and cutting rights, Reg. 1101(3) 

vessels, Reg. 1101(2), (2a), (2b) 

* conversion cost, 13(14), (17) 

Separate return, see Returns: separate 

Separate school board 

* allowance from, exempt, 81(3) 

Separation agreement 

¢ defined, 248(1) 

* payments under 

e«¢ deductible by payor, 60(b), (c) 

*¢ taxable to recipient, 56(1)(b), (c) 

Series 

¢ of shares, 248(6) 

¢ of transactions, 248(10) 

Servant 

¢ defined, 248(1)“employment” 

Service 

¢ proof of, 244(5), (6) 

Service cost, see Adjusted service cost (re investment tax credits) 

Service pension 

* exemption, 81(1)(d) 

¢ other country, from, 81(1)(e) 

Services 

¢ defined, for FAPI, 95(3) 

¢ not rendered, reserve for, 20(1)(m), 20(24), (25) 

¢ provision of, along with property disposed of 

ee allocation rule, 68 

¢ rendered, amounts receivable for, 12(1)(b), 12(2) 

¢ to be rendered 

** amount received for, income, 12(1)(a)(i), 12(2) 

*** repayment of, deductible, 20(1)(m.2) 

** consideration for, not “outlay” or “expense”, 66(15)“outlay” 
or “expense” 

Servitude 


* ecologically sensitive land, value when donated, 110.1(5), 
118.1(12) 


¢¢ valuation applies for capital gains purposes, 43(2) 

Set-off 

¢ debt owing by Crown, against taxes owing, 224.1 

** communication of information to facilitate, 241(4)(d)(xiii) 
* interest, on instalment payments, 161(2.2) 

° lena of tax, against other debt owing to Crown or province, 
ee Part X refunds, 203 
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Set-off (cont’d) 
* transfer pricing adjustments, see Transfer ricing capital setoff 
adjustment; Transfer pricing income setof: ff. aiusineny 
Set-top box, see Television set- step box 
“Settled” (debt) 
e deemed, 80.01 
¢ defined, 80(2)(a) 
** for distress preferred shares, 80.02(2)(c), 80.02(7)(a) 
Settlement, structured, see Structured settlement 
Settlement of debt, see also Debt forgiveness 
¢ deemed, 80.01 
on amalgamation, 80.01(3) 
on debt becoming statute-barred, 80.01(9) 
on debt parking, 80.01(6)-(8) 
on share ceasing to be distress preferred share, 80.02(7) 
on winding-up, 80.01(4) 
distress preferred share, on winding-up, 80.01(5) 
effect of, 80(3)-(13) 
foreign affiliate’s gain or loss on, 95(2)(i) 
simultaneous, 80(2)(i) 
subsequent payment. following deemed settlement, 80.01(10) 
Settlement of litigation 
* property transfer, 49.1 
¢ wrongful dismissal, 248(1)“retiring allowance” 
oan (of trust), see also Designated contributor (in respect of 
a trus 
¢ defined, 108(1) 
e¢ for loan by corporation to non-resident, 17(15) 
Severance pay, see Retiring allowance 
“Shall” 
¢ meaning of, Interpretation Act s. 11 
Share 
* acquired before 1976 
°° cost base, deductions from, 53(2)(e) 
* acquisition of 
¢¢ by corporation, deemed dividend, 84(3), (6) 
ee deemed, :256(8) 
e “actual cost”, ITAR 26(15)-(17) 
* agreement to issue, to employees, 7(1) 


@ e e @ e e e @ e 


average annual rate of return, capital gains deduction; 110.6(9) 
bankrupt corporation, of 

** deemed disposition of, 50(1) 

¢ block of, defined, Reg. 4803(1) 

* bought back by corporation 


** amount paid for unpaid dividends deemed dividend 
substitute, 183.1(4) 


calculation of consideration for 

¢ scientific research tax credit, 127.3(10), 

* share-purchase tax credit, 127.2(11) 

cancellation, deemed dividend, 84(3), (6) 

capital property, deemed, 39(4) 

capital stock of family farm corporation, of, 110.6(1)“share’”’ 
capital stock of family fishing corporation, of,,110.6(1)‘‘share”’ 
class of, series of, 248(6) 

common, defined, 248(1) 

¢ for mutual fund rollover rules, 132.2(2) 

controlled corporation, of 

¢ disposition of, 40(2)(h) 

convertible, exchanged for other shares, 51; ITAR 26(24) 
cost base. of 

¢ additions to, 53(1)(b)-(d), (f.1) 

e deductions from, 53(2)(a) 

¢ deemed dividend added to, 53(1)(b) 

deductions from paid-up capital, 66.3(2) 

deemed benefit from 

* cost base, addition to, 53(1)Q) 

deemed disposition of, to corporation, 84(9) 


¢ deemed interest on, 258(5) 
deemed receipt of, on merger, 87(1.1) 


¢ defined, 248(1) 

e¢ for insurance demutualization, 139:1(1) 

¢ disposition of 

ee capital gain or loss, 40(1) 

ee deemed, on death, 70(5) 

ee for insurance demutualization, 139.1(1) 

ee order of, for employee stock option benefit, 7(1.3) 
¢¢ subsequent to debt forgiveness, deemed capital gain, 


80.03(2), (4) 
¢ where dividend previously; paid, stop-loss rules, 112(3) 
distribution of, by corporation, 84(5) 
“equity” defined, 204 
exchanged for shares, 85.1; ITAR 26(26) 
amalgamation, on, 87(4.1), (4.2) 
computation of paid-up capital, 85.1(2.1) 
reorganization of capital, 86(1); ITAR 26(27) 
miles, /(1.5), 112(7) 
“excluded” defined, 204 
expense of issuing, 20(1)(e) 
exploration and development, 66.3(1) 
fair market value, ITAR 26(11.1), (11.2) 
first registered holder of 
deduction from cost, 127.3(6) 
deemed cost of acquisition, 127.2(8) 
election re scientific research tax credit, 127.3(9) 
election re share-purchase tax. credit, 127.2(10) 
flow-through, 66(12.6)—-(12.75), Reg. 6202.1 
foreign affiliate, of, see also Foreign affiliate 
fractional interest, see Fractional share 
grandfathered 
e defined, 248(1) 
guaranteed, see Guaranteed share 
held by trustee for employee, 7(2) 
included in single payment under DPSP, 147(10.1), 0. 2) 
e deduction re ‘amount,’ 110(1)(d.3) 
e disposal of, 147(10.4), (10.5) 
interest paid on money borrowed to purchase, 20(1)(c), 
20(1)(qq) 
issued in exchange for property, rollover, 85(1) 
issued in settlement of debt, 80(2)(g), (g.1) 
issued to avoid tax, by foreign. affiliates, 95(6)(b) 
loan to shareholder/employee to purchase, 15(2)(a)(iii), 
15(2.4)(c) 
loss on, 112(3), (3.1), (3.2), (4.3) 
mark-to-market rules, see Mark-to-market property 
ae fund corporation, of, received on amalgamation, ITAR , 
non-arm’s length sale of, 84.1 
¢ by non-resident, 212.1 
non-capital property of partnership 
e loss on, 112(4.2) 
“non-participating, defined, 204“non-participating share” 
non-resident corporation, of 
¢ cost base, deductions from, 53(2)(b) 
not capital property 
e fair market value of,' 112(4.1) 
ee loss on, 112(4) 
¢ obligation to acquire, effect of; 192(7) 
* paid-up capital in respect of class of, 84.2 
* paid-up capital value, defined, 204 
* predecessor corporation, on amalgamation, 87(4) 
¢ preferred, see also Preferred share; Term preferred share 
ee deemed interest on, 258(3) 
ee defined, 248(1) 
* prescribed; Reg. 6201-6207 
¢¢ flow-through, Reg. 6202.1 
¢ publicly-traded, Reg. 4400 
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Share (cont'd) 

*e Y-day value, Reg. Sch. VII 

* purchase of 

** through series of transactions/events 

*e*e tax on distribution of corporate surplus, 183.1(4) 

** trustee, by, for employees of corporation, 7(6) 

* qualified small business corporation 

** capital gains deduction, 110.6(2.1) 

e¢ defined, 110.6(1) 

¢¢ related person, 110.6(14) 

ee rules re, 110.6(14) 

* received on amalgamation, ITAR 26(21) 

* redemption, deemed dividend, 84(3), (6) 

* registered charities, held by, 189(3)—(5) 

* right to acquire 

ee shares deemed owned, where, 95(6)(a) 

* sale of 

**  non-arm’s length, 84.1 

¢ short-term preferred, defined, 248(1) 

¢ specified shareholder’s 

¢¢ adjusted cost base, 53(1)(d.3) 

¢ subsidiary, of 

ee cost of, 52(7) 

¢ tax-deferred preferred, amalgamation where, 83(7) 

* taxable preferred, see Taxable preferred share 

* term preferred, see Term preferred share 

¢ value, whether deductible to issuer, 143.3(3) 

¢ where deemed capital property, 54.2 

Share for share exchange, 85.1 

Share of the capital stock of a family farm corporation 

° defined, 70(10) 

¢ rollover to children/grandchildren, 70(9)-(9.31), 73(3)-(4.1) 

Share of the capital stock of a family fishing corporation 

¢ defined, 70(10) 

* rollover to children/grandchildren, 70(9)—(9.31), 73(3)-(4.1) 

Share-funding arrangement (registered pension plan), Reg. 

8501(6.1) 

Share options 

¢ employee, 7 

*¢ where person ceases to be employee, 7(4) 

Share-purchase tax credit, 127.2 [expired] 

* deemed cost of acquisition of share, 127.2(8) 

* defined, 127.2(6) 

¢ election re 

ee tax on excess, 193(7.1) 

¢ information returns, Reg. 227 

* unused 

*¢ capital loss, 39(7) 

ee defined, 127.2(6) 

** overpayment of tax as consequence of, 164(5), (5.1) 

Share transfer fees, deduction, 20(1)(g) 

Shared custody parent 

¢ defined 

*¢ for GST Credit, 122.5(3.01) 

ee for Child Tax Benefit, 122.6 

¢ division of Child Tax Benefit, 122.61(1.1) 

¢ division of GST/HST Credit, 122.5(3.01) 

¢ division of Universal Child Care Benefit, UCCB Act s. 4(1)(a) 
[see Notes to 56(6)] 

* is eligible individual for Child Tax Benefit, 122.6“eligible 
individual” 

Shared-use-equipment 

¢ defined, 127(9) 

Shareholder 

* appropriation of property to, 15(1), 69(4), (5), 84(2) 

¢ automobile available to, 15(5), (7) 

* benefit from corporation, 15(1), (7), (9) 


GST portion included, 15(1.3) 
loan forgiven, 15(1.2) 
deemed disposition of share to corporation, 84(9) 
defined, 248(1) 
exchange of shares in course of reorganization, 86(1) 
guarantee by 
* interest on money borrowed for payment under, 20(3.1) 
issue of stock rights to, 15(1)(c) 
loan by, to corporation 
* interest deductible, 20(3.1) 
loan to, by corporation, see Loan: shareholder, to, by 
corporation 
* non-resident 
ee interest paid to, not deductible, 18(4)-(6) 
* persons connected with, 15(2.1), 80.4(8) 
* prospective 
°° benefit conferred on, by corporation, 15(1) 


share for share exchange, 85.1 
specified 
* adjusted cost base of share, 53(1)(d.3) 
¢ defined, 248(1) 

* transfer of property by, to corporation, 85(1), (1.1) 

Shareholder corporation 

* “agreed portion” in respect of, 66(15) 

¢ defined, 66(15), Reg. 4608(1) 

* election by joint exploration corporation to renounce expenses 
to, 66(10)—(10.3) 

* payment made to joint exploration corporation 

*¢ reduction in adjusted cost base of property received as 

consideration, 53(2)(f) 

Shareholder’s equity 

¢ determination of, for LSVCC investment shortfall, 
204.82(2.2)(b), (c) 

Sheep 

e basic herd maintained since 1971, deduction, 29 

* breeding, 80.3(1)“breeding animals” 

Sheet metal worker 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Sheitel, see Wig, medical expense 

Shelf, continental, see Continental shelf 

Shell Canada case overruled, 20.3 

Shellfish, see Ammonite gemstone 

Shelter, see Tax shelter 

Sherman case overruled, 127.531(b) 

Sherway Centre case overruled, 20(10)(e)(iv.1) 

Ship, see also Vessel 

* non-resident’s income from, exempt, 81(1)(c) 

* operators, taxable income earned in a province, Reg. 410 


* treaty provisions, Canada-U.S. Tax Treaty:Art. VIII:1—3, 
Canada-U.S. Tax Treaty:Art. XV:3, XXIII(3) 


¢ used in international traffic, see International traffic 
Shipping, see International shipping 

Shoes/boots 

* orthopaedic etc., medical expense, Reg. 5700(e) 
Shopping, see Treaty shopping 

Short-form amalgamation, 87(1.1), (2.11) 

Short sale 

¢ dividend paid on borrowed securities not deductible, 260 
Short taxation year 

* causes 

** becoming or ceasing to be CCPC, 249(3.1) 

**¢ becoming or ceasing to be exempt, 149(10) 

** becoming or ceasing to be financial institution, 142.6(1) 
*¢ change in control of corporation, 249(4) 

*¢ charity given notice of revocation, 188(1) 
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Short taxation year (cont’d) 
prorating of base level deduction, 18(2.5)(b) 


prorating of capital cost allowance, Reg. 1100(3) 

prorating of cumulative eligible capital claim, 20(1)(b) 

prorating of deduction for injection substances, 20(1)(mm)(iii) 

prorating of farmer’s animal valuation rules, 28(1.3) 

prorating of financial institutions capital tax, 190.1(2) 

prorating of ITC expenditure limit, 127(10.6)(b), (c) 

prorating of large corporations tax, 181.1(2) 

prorating of Part VI.1 tax dividend allowance, 191.16)(a) 

prorating of refundable investment tax credit, 127.1(4) 

prorating of resource deductions, 66(13.1) 

prorating of small business deduction, 125(5)(b) 

prorating of tax on investment income of life insurer, 211.1(4) 

°° instalments, 211.3(2)A(b) 

Short-term preferred share 

¢ defined, 248(1) 

Shower 

* mechanical aid for getting into and out of; medical expense, 
Reg. 5700(g) 

Shutdown of business, see Ceasing to carry on, business; 

Winding-up 

Sickness and accident insurance 

¢ benefits taxable,:6(1)(f); ITAR 19 


* employee contributions to employee life and health trust 
deemed to be premiums if identified as such, 144.1(10) 


* employer’s contribution not a taxable benefit, 6(1)(a)(i) 

Sidewalks, capital cost allowance, Reg. Sch. II:Cl. 1(g) 

¢ for mines, Reg. Sch. II:Cl. 10) 

Sift trust, see SIFT trust [at beginning of “S” listings] 

Sight impairment 

* devices to assist person with, business expense, 20(1)(1r) 

Sign language 

* interpretation service 

¢¢ disability supports deduction, 64(a)A(ii)(A) 

*¢ medical expense credit, 118.2(2)(1.4) 

* training, medical expense credit, 118.2(2)(1.3) 

Signalling device 

¢ visual or vibratory, for person with hearing impairment, Reg. 
5700(q.1) 

Significant interest 

¢ debt settlement rules 

ee defined, 80.01(2)(b) 

¢ financial institutions 

ee defined, 142.2(2), (3) 


ee financial institution holding, excluded from mark-to-market 
rules, 142.2(1)“mark-to-market property”’(d) 


¢ tax-free savings account (TFSA) 
ee defined, 207.01(4) 


Significant part of exempt capital gain attributable to unpaid 
dividends, 110.6(8) 


Significant reduction in capital gain resulting from dividend, 
55(2) 


Signing bonus, 6(3), 115(2)(c.1), 115(2)(e)(v) 

Signs, outdoor advertising, see Outdoor advertising structures 
Silden case confirmed, 15(2.4)(e) 

Silica, included in definition of “mineral’’, 248(1) 


Silicon Graphics Ltd. case overruled, 95(1)“controlled foreign 
affiliate”(c), 125(7)*Canadian- -controlled private corporation” b) 


Silver, see Precious metals 

Simser case offset by deduction, 64 

Simultaneous 

¢ dividends, designation of order, 89(3), 133(7.2) 

* settlement of debt obligations, designation of order, 80(2)(i) 
Singapore, see also Foreign government 

* stock exchange recognized, Reg. 3201(k) 


Singer 

¢ deduction from employment income, 8(1)(q) 

Single amount 

¢ defined, for RPPs, 147.1(1) 

Single purpose corporation 

¢ whether use of corporate property taxable to shareholder, 15(1) 

Single status, credit for, 118(1)B(c) 

Singular includes plural, Interpretation Act s..33(2) 

Sister 

e deemed not related on butterfly transaction, 55(5)(e) 

¢ dependent, 118(6)(b) 

¢ includes sister-in-law or in common-law, 252(2)(c) 

Site, investigation of, 20(1)(dd) 

Siwik case overruled, 80.4(1.1) 

Skytrain trusts 

e anti-avoidance rule, 106, 108(1)“income interest” 

Sleighs 

* capital cost allowance, Reg. Sch. II:Cl. 10(d) 

Small amounts owing (up to $2) not payable, 161.4 

Small business, investment in, by deferred income plans, Reg. 

4900(6), Part LI 

Small business bond, 15.2 [no longer current] 

¢ defined, 15.2(3), 248(1) 

¢ eligible issuer, 15.2(3) 

e interest on 

ee paid, no deduction for, 15.2(2)(a) 

ee received, deemed to be a dividend, 15.2(1) 

* maximum amount $500,000, 15.2(3)“qualifying debt 
obligation’(a), 15.2(7) 

* minimum amount $10,000, 15.2(3)“qualifying debt 

obligation’’(a) 

money borrowed to acquire, interest deductible, 15.2(4) 

partnership, issued by, 15.2(6), (7) 

penalty for false declaration, 15.2(5) 

qualifying debt obligation, 15.2(3) 

Small business corporation 

¢ attribution rules inapplicable, 74.4(2)(c) 

¢ business investment loss on share or debt of, 39(1)(c) 

e defined, 248(1) 


disposition to child, 10-year reserve, 40(1.1)(c) 
eligible for small business development bond, 15.1(3)“eligible 
small business corporation’’(a) 
¢ qualified, share of 
°° capital gains deduction, 110.6(2.1) 
ee defined, 110.6(1) 
Small business deduction, 125 
* associated corporations, 125(3)-(5) 
¢ “business limit”, 125(2) 
*¢ special rules for, 125(5) 
* corporation deemed member of partnership, 125(6.1) 
* credit union, 137(3), (4) 
¢ definitions, 125(7) 
¢ large corporation, restricted, 125(5.1) 
¢ multiple access, provisions preventing, 125(6)—(6.3) 
* partnership, see Partnership 
¢ rules for business limit, 125(5) 
* two taxation years ending in year, 125(5) 
Small business deduction rate 
¢ defined, 125(1.1) 
Small business development bond, 15.1 [no longer current] 
* communal organization, issuance by, 143(1)(k) 
¢ defined, 15.1(3)“small business development bond’’(c), 248(1) 
¢ eligible small business corporation, 15.1(3) 
¢ interest on 
ee paid, no deduction for, 15.1(2)(a) 
ee received, deemed to be a dividend, 15.1(1) 
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Small business development bond (cont’d) 

* maximum amount $500,000, 15.1(3)“qualifying debt 
obligation’(a), 15.1(7) 

* minimum amount $10,000, 15.1(3)“qualifying debt 
obligation’’(a) 

* money borrowed to acquire, interest deductible, 15.1(4) 

* penalty for false declaration, 15.1(5) 

* qualifying debt obligation, 15.1(3) 

Small Business Financing program, 15.1, 15.2 

Small business investment capital gain rollover, 44.1 


Small business investment corporation 

¢ defined, Reg. 5101(1) 

* exemption from tax, 149(1)(0.3) 

* qualifies as RRSP or RRIF investment, Reg. 4900(6)(a) 

Small business investment limited partnership 

¢ defined, Reg. 4901(2), 5102 

* eligible for RRSP or RRIF investment, Reg. 4900(6)(b) 

Small business investment tax credit 

* calculation of, 127(9)“qualified small-business property” 
[repealed], 127(9)“specified percentage’(i) 

e included in investment tax credit, 127(9)“investment tax 
credit’’(a)(i) 

* not refundable, 127.1(2)“refundable investment tax credit’(d)(i) 

* who can earn, 127(9)‘eligible taxpayer” 

Small business investment trust 

¢ defined, Reg. 4901(2), 5103 

* eligible for RRSP or RRIF investment, Reg. 4900(6)(c) 

¢ information return where interest claimed to be qualified 
investment, Reg. 221 

Small business property, Reg. Part LI 

Small business security 

¢ defined, Reg. 4901(2), 5100(2) 

Small-CCPC 

¢ defined, 157(1.2)-(1.4) 

* instalment obligation, 157(1.1), (1.5) 

Small employer 

* quarterly remittance of source deductions, Reg. 108(1.12) 

Small manufacturers’ rule, Reg. 5201 

Social assistance payment 

¢ deduction from taxable income, 110(1)(f)(1i) 

¢ foster child, for, exempt, 81(1)(h) 

¢ inclusion in income, 56(1)(r), (u) 

¢ information return, Reg. 233 

* supplementing employment income, 56(1)(r) 

¢¢ eligible for child care deduction, 63(3)“earned income’’(b) 

Social benefits repayment, 180.2 

Social club 

¢ dues not deductible, 18(1)() 

* exemption for, 149(1)(1), 149(2) 

ee deemed a trust, 149(5) 

Social insurance number, see also Business number 

¢ application for, 221(1)(d.1), Reg. 3800 

¢ failure to provide, penalty, 162(5)(b), 162(6) 

¢ information return requiring 

*¢ reasonable effort to obtain, 237(2)(a) 

¢ RESP contributions, 146.1(2)(g.3) 


registration of RRIF under, 146.3(1)“registered retirement 
income fund” 


* requirement to provide, 221(1)(d.1), 237(1), (1.1) 

*¢ attendant care receipts, 64(a)A(iii), 118.2(2)(b.1)(iv), 
118.2(2)(c)(i11) 
child care receipts, 63(1) 
farm support payment slips, for, Reg. 236 
partnership information return, Reg. 229(1)(b) 
penalty for failure to provide, 162(6) 
tax shelter investor, 237.1(7)(a) 

use or communication of prohibited, 237(2)(b) 


*¢ offence of, fine or imprisonment, 239(2.3) 


Social Sciences and Humanities Research Council 
° ae to, as R&D expenditures, 37(1)(a)(1i)(E), 
7(7)“approved” 
* research grants, taxable, 56(1)(0) 
Social security 
* benefits, Canada-U.S. Tax Treaty:Art. XVIII:5 
* legislation 
** pension plan under, excluded from RCA, Reg. 6802(g) 
*¢ social security taxes 
paid to U.S., Canada-U.S. Tax Treaty:Art. XXIV:2(a)(i1) 
Société internationale de télécommunications aéronautiques 
° a loyment income of non-Canadians, deduction for, 
10(1)(f)(Gv) 
sotetl 
* exemption for, 149(1)(1), 149(2) 
*¢ deemed a trust, 149(5) 
Soft costs 
* construction, 18(3.1)-(3.7), 20(29) 
Software, see also Computer software tax shelter property 
* air navigation, withholding tax exemption on lease of, 
212(1)(d)(xi)(D) 
capital cost allowance 
application software, Reg. Sch. II:Cl. 12(0) 
“computer software” defined, Reg. 1104(2) 
limitation where tax shelter, Reg. 1100(20.1) 
at ae lene Reg. Sch. II:Cl. 10(f), Sch. II:Cl. 29, Sch. 


e eee 


defined, Reg. 1104(2) 
separate class, Reg. 1101(5p) 


° development by financial institution, no R&D credits, 
248(1) sentitits research and experimental development” 


* non-resident withholding tax, 212(1)(d) 

* royalties paid to U.S. resident, Canada-U.S. Tax Treaty:Art. 
XII:3(b) 

¢ tax shelters 

** capital cost allowance limitation, Reg. 1100(20.1) 

*¢ registration requirements, 237.1 

* voice recognition 

ee disability supports deduction, 64(a)A(ii)(G) 

e¢ medical expense credit, 118.2(2)(1.42) 

¢ year 2000 compatible, see Year 2000 computer hardware and 
software 

Sojourning in Canada 

¢ 183 days, deemed resident, 250(1)(a) 

Solar heating equipment 

* capital cost allowance, Reg. Sch. I:Cl. 34, Sch. If:Cl. 
43.1(d)(i), Sch. II:Cl. 43. 2(b) 

Soldiers, see Canadian Forces 

Sole proprietorship, see Proprietorship 

Sole-purpose R&D performer 

¢ ITCs allowed for administrative costs, Reg. 2902(a) [closing 
words, repealed] 

Solicitor-client privilege 

defence, 232(2) 

definitions, 232(1) 

meaning, 232(1) 

rules governing, 232 

waiver of, 232(14) 

Solidarily liable, see Liability for tax: joint and several 

Solution gas 

* CCA application, Reg. Sch. II:Cl. 43.1(c)G@)(B) 

¢ defined, Reg. 1104(13) 

Solway case overruled, 244(13.1) [repealed] 

Son-in-law, as child of the taxpayer, 252(1)(c) 

Source 

* business or property, income or loss, 9-37 
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Source (cont’d) 

capital gains and losses, 38-55 

deductions applicable to, 4(2), (3) 

employment income, 5-8 

income from, 4(1) 

loss from, REOP required, 3.1(1) 

other sources of income, 56—59-1 

withholding of tax at, 153(1) 
* non-residents, 215 

Source deductions, see Withholding tax 

Source withholding, see Withholding tax 

South Africa, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(v) 

* universities, gifts to, Reg. Sch. VIII s. 19 
Spacecraft, telecommunication, see Telecommunication 
spacecraft 

Spain, see also Foreign government 

¢ stock exchange recognized, Reg. 3201(1) 

* universities, gifts to, Reg. Sch. VIII s. 13 
Speaking aid, as medical expense, 118.2(2)(i) 
Special Access Programme 

¢ drugs, medical expense credit, 118.2(2)(s) , 

* medical devices, medical expense credit, 118.2(2)(t) 
Special-purpose building, defined, Reg. 2903 
Special refundable tax 

¢ under Part IID of former Act, ITAR 67 

Special work site, employment at, 6(6) 
Specific provisions 

¢ defined, Reg. 8006 
Specified active business 

* defined 

¢¢ for labour-sponsored venture capital corporations, 204.8(1) 
Specified active member 

¢ defined, Reg. 8306(4)(b) 

Specified adjustment factor 

¢ defined, FAPI rules, Reg. 5902(2)(b) 

Specified amount 

¢ defined 

*¢ re disposition of foreign resource properties, 66.7(13.2) 
*¢ re disposition of resource properties, 66.7(12.1) 
ee re flow-through share renunciations, 66(20) 

e* re royalty reimbursements, 80.2(1)(a) 

°° re seizure of property by creditor, 79(1), 79.1(1) 
Specified animal 

¢ valuation of, 28(1.2) 

Specified beneficiary 

¢ re foreign reporting requirements 

e*, defined, 233,20) 

* re principal residence 

¢¢ defined, 54“principal residence”(c.1)(ii) 
Specified Canadian entity 

¢ defined, 233.3(1) 

* reporting re distribution from foreign trust, 233.5(1) 
* reporting re foreign property, 233.3(3) 

Specified child care start-up expenditure 

¢ defined, 127(9) 

Specified class 

¢ defined 

** associated-corporation rules, 256(1.1) 

¢e capital gains strips, 55(1) 

*¢ wind-up of corporation, 88(1)(c:8) 

¢ effect on corporations being associated, 256(1), (1.6) 
* redemption of, 55(1)“permitted redemption” 
Specified cooperative corporation 

¢ defined, Reg. 4901(2) 
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Specified corporation 

* defined 

ee re butterfly reorganization, 55(1) 

ee pe pe and silver investments by RRSPs, etc., Reg. 
O)OGv) 

Specified cost 

¢ debt forgiveness rules 

¢¢ application of, 79.1(6), (7) 

e* defined, 80.01(1) 

* seizure of property by creditor 

e* cost of seized property includes, 79.1(6) 

°° defined, 79.1(1) 


Specified date 
¢ defined, for rule on dispositions subject to warranty, 42(2).. 
Specified debt obligation, see also. Lending asset; Mark-to- 
market property 
¢ accrued return from, Reg. 9102(1), (3) 
amalgamation of holder, 87(2)(e.3) 
amortization date, Reg. 9200(2) 
cost amount of, 248(1)“cost amount’(d.2) 
credit-related gains and losses, 142.4(7)B 
defined, 142.2(1), Reg. 9100, 9200(1) 
disposition of, 142.4, Reg. 9200-9204 
* no capital gain, 39(1)(a)(ii.2) 
no capital loss, 39(1)(b)(ii) 
payment received after disposition, 142.4(1 1) 
early repayment of, 142.4(10) 
foreign exchange adjustment, Reg. 9104 
income inclusion and deduction prescribed, 142.3(1) 
mark-to-market property, 142.5(3) 
partial disposition of, 142.4(9) 
payment received after disposition, 142.4(11) 
prescribed obligations, Reg. 9202 
primary currency of, defined, Reg. 9100 
rollover of, 85(1.1)(g.1) 
superficial loss rule not applicable, 142.6(7) 
transfer of insurance business. by non-resident holder, 
138(11.5)(k.1) 
¢ wind-up of holder into parent, 88(1)(a.3) 
Specified deposit 
¢ defined, 95(2.5) 
¢ excluded from FAPI, 95(2)(a. 3) 
Specified development phase (of oil sands project) 
e defined, Reg. 1104(2) 
Specified disabled person 
¢ defined, for Home Buyers’ Plan, 146:01(1) 
¢ loan from RRSP to acquire home for, 146.01(1)“supplemental 
eligible amount” 
Specified discontinuance 
¢ defined, FAPI rules, 95(3.3), (3.4), (3.5) 
Specified distribution 
¢ for registered pension plan 
ee defined, Reg. 8304.1(8) 
¢ for TFSA 
ee defined, 207.01(1) 


ee does not increase unused contribution room, 
207.01(1)“unused TFSA contribution room’’(b)B(ii) 


ee does not reduce excess TFSA amount, 207.01(1)“excess 
TFSA amount’C(b), E(a) 

Specified educational program 

¢ defined, 118.6(1), 146.1(1) 

Specified eligibility day 

¢ defined, for phased retirement rules, Reg. 8503(16) 

Specified employee 

¢ defined, 248(1) 

°° of partnership, 15(2.7) 

* remuneration of 
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Specified employee (cont’d) ; 
*¢ calculation of prescribed proxy amount for R&D investment 
tax credit, Reg. 2900(7), (8) 

**¢ excluded from R&D expenditure pool, 37(8) 

ee limitation on SR&ED deduction, 37(9.1) 

Specified employer 

* overseas employment tax credit 

¢¢ credit for employee, 122.3(1)(a) 

e¢ defined, 122.3(2) 

Specified energy property 

¢ defined, Reg. 1100(25), (27)-(29) 

¢ limitation on capital cost allowance, Reg. 1100(24) 

* separate class, Reg. 1101(5m) 

Specified event 

¢ defined, re stock option deduction, 110(1.6) 

Specified expense (re flow-through shares) 

¢ defined, 66(12.6), (12.601) 

Specified financing expense 

¢ defined, for double-dip interest rules, 18.2(3) 

¢ not deductible, 18.2(2) 

Specified fixed interest 

¢ defined 

ee for FAPI rules, 95(1) 

*¢ non-resident trust rules, 94(1) [proposed] 

Specified foreign exploration and development expense 

* country-by-country allocation, 66(4.1), (4.2) 

*¢ successor corporation, 66.7(2.1), (2.2) 

¢ defined, 66(15) 

Specified foreign property 

¢ defined, 233.3(1) 

* over $100,000, reporting requirement, 233.3(1)“reporting 
entity” 

Specified foreign trust 

¢ defined, 233.2(1) 

* reporting requirement re, 233.2(4) 

Specified future tax consequence 

e defined, 248(1) 

* ignored for balance-due day of corporation, 157(1)(b)G@)(D) 

¢ ignored for instalment threshold 

*¢ corporation, 157(2.1)(a), 161(4.1)(a) 

¢¢ farmers and fishermen, 161(4)(a) 

ee individuals, 156.1(1.1), (1.2), 161(4.01)(a) 


ignored for investment tax credit of small corporation, 
127(10.2)A 


¢ ignored for penalties, 162(11) 
¢ ignored for refundable investment tax credit, 
127.1(2)“qualifying corporation” 

Specified gift [repealed] 

* registered charity, of 

ee defined, 149.1(1) 

ee excluded from charitable expenditures and qualified gifts, 
149.1(1.1) 

Specified holding corporation 

¢ defined, Reg. 5100(1) 

Specified individual 

¢ for income-splitting tax 

e¢ defined, 120.4(1), 248(1) 

*¢ tax on, 120.4(2) 

¢ for LSVCCs 

ee defined, 204.8(1) 

** ownership and transfer of labour-sponsored venture capital 
corporation shares, 204.81(1)(c)(v)-(vil) 

¢ for pension regulations 

ee defined, Reg. 8515(4) 

Specified insurance benefit 

¢ defined, for insurance demutualization, 139.1(1) 


Specified investment business, see also Investment business 

¢ defined, 125(7), 248(1) 

* excluded from active business income, 125(7)‘‘active business” 

¢ included in base for dividend refund, 129(4)“income’’(a) 

¢ included in property income, 129(4)“aggregate investment 
income’’(c) 

Specified investment flow-through 

¢ distributions tax on income trusts and partnerships, see SIFT 
trust; SIFT partnership 

Specified investment flow-through partnership, see SIFT 

partnership 

Specified investment flow-through trust, see SIFT trust 

Specified leasing property 

acquired in the year, Reg. 1100(2)(a)(v) 

addition or alteration to, Reg. 1100(1.19) 

amount deductible in respect of, Reg. 1100(1.1) 

defined, Reg. 1100(1.11) 

separate class, Reg. 1101(5n) 

Specified loan 

¢ defined, Reg. 8006 

Specified member (of partnership), see also Limited partner 

* anti-avoidance rule 

e* re alternative minimum tax, 127.52(2.1) 

** re negative ACB triggering gain, 40(3.131) 

* CNIL of, 110.6(1)“investment expense” “investment income” 

¢ deemed capital gain on negative adjusted cost base, 40(3.1)(a) 

¢ defined, 248(1), (28) 

¢ FAPI rules, 95(1)“investment business” 


investment tax credit of, 127(8)(b) 
minimum tax, 127.52(1)(c.1) 
R&D losses of, no deduction, 96(1)(g) 
real property of (capital gains exemption), 110.6(1)“non- 
qualifying real property” 
¢ where interest in partnership loaned or transferred, 96(1.8) 
Specified Minister 
¢ defined, for RDSPs, 146.4(1) 
See multi-employer plan, see also Registered pension 
plan 
e defined, Reg. 8510(2), (3) 
Specified net royalty 
¢ defined, Reg. 1206(1) 
Specified non-qualified investment income (of TFSA) 
¢ CRA may notify that distribution required within 90 days, 
207.06(4) 
°° benefit attributable to SNQII is advantage if not distributed 
after notice, 207.01(1)“advantage’’(b)(iv) 
e defined, 207.01(1) 
Specified non-resident shareholder 
¢ defined, 18(5) 
* loans by, thin capitalization rules, 18(4)-(6) 
Specified obligation (re debt forgiveness rules) 
¢ defined, 80.01(6) 
¢ parking of, deemed settled, 80.01(7), (8) 
Specified oil sands property 
¢ defined, Reg. 1104(2) 
Specified participating interest 
¢ defined, 248(1) 
Specified partnership income 
¢ defined, 125(6), (6.2), 125(7)“specified partnership income” 
¢ small business deduction for, 125(1)(a)(ii) 
Specified partnership loss 
e defined, 125(7) 
¢ reduces small business deduction, 125(1)(a)(iv) 
Specified party 
¢ defined, for non-resident trust rules, 94(1) [proposed] 
Specified pension plan 
¢ defined, 248(1), Reg. 7800 
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Specified pension plan (cont'd) * 

* treated as RRSP for certain a d.tivawod 146(21:1)-(21.3) 
Specified percentage 

* Canadian oil and gas exploration expense, re, Reg. 1206(1) 
* credit for northern residents 

*¢ application in calculation of credit, 110.7(1)(a), (b)(ii) 
e¢ defined, 110.7(2) 

¢ impaired debts reserve 

°° defined, 20(2.4) 

* interest and property taxes on vacant land 

°° defined, 18(2) (application for 1988-92 only), 18(3.4) 
e investment tax credit, 127(9) 


*¢ application in calculation of credit, 127(9)“investment tax 
credit’(a), (a.3), (e.1) 


°° defined, 127(9)“specified percentage” 

¢ labour-sponsored venture capital corporation 

ee defined, Reg. 6706(1) 

¢ life insurer, inclusion in income for land/building 


°° application in calculation of prescribed amount, Reg. 
2410(1) (opening words) 


ee defined, Reg. 2410(2) 
¢ long-haul truck driver meals 
ee allowed for consumption by driver, 67.1(1.1) 
e¢ defined, 67.1(5) 
¢ manufacturing and processing credit — resource income 
°° application in calculation of credit, Reg. 5203(3)(d) 
e¢ defined, Reg. 5202 
¢ reserve for 1995 stub period 
ee defined, 34.2(1) 
* resource and processing allowances 
one (kt Saat in calculation of earned depletion base, Reg. 
S(1)(a(v), (vi)(A), reiGaetaas 
ee pee Reg. 1206(1) 
* trust distribution 
ee defined, 107(2)(b.1) 
Specified period 
° talc. for insurance demutualization, holding corporation, 
Specified person 
¢ defined 
ee for attribution rules, 74.5(8) 
ee for dividend deductibility on guaranteed share, 112(2.22)(b) 
ee for First-Time Home Buyer’s Credit, 118.05(1) :°! 
ee for flow-through shares, Reg: 6202.1(5) 
ee for prescribed security for non-resident mihbolding tax, 
Reg. 6208(3) 
ee « for presemed share for capital gains exemption, Reg. 
6205(5) 
ee for prescribed shares under stock option rules,.Reg..6204(3) 
ee for source withholdings, 227(5.1) 
e¢ for wind-up. of. corporation, 88(1)(c.2) 
Specified person or partnership 
¢ defined, 95(1) 
Specified personal corporation, defined, ITAR 57(11) 
Specified place 
¢ defined, for long-haul trucker rules, 67.1(5) 
Specified plan 
¢ defined, 146.1(1) 
Specified portion 
¢ defined, for retroactive spreading of lump-sum payments, 
110.2(1) 
Specified predecessor corporation 
¢ defined, 95(1) 
Specified predecessor, defined, 59(3.4) 
Specified property 
* adjustment to adjusted cost base, 53(2)(g.1), 53(4)-(6) 
¢ child care space investment tax credit 
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ee defined, 127(9) 

ee excluded, 127(9)“eligible child care space reaper Ay 

¢ debt forgiveness rules 

ee defined, 54 

ee gain on disposition of, 80.03 

¢ option in respect of, when exercised, 49(3.01) 

e mutual fund distributions 

ee defined, 132(4) 

e resource allowance 

ee defined, Reg. 1206(1) 

¢ wind-up of corporation 

ee defined, 88(1)(c.4) 

eo whether subject to bump in cost based on wind-up, 
88(1)(c.3)(), (v) 

Specified proportion 

e for double-dip interest, defined, 18. 2(LOMDI 

* of-partner, defined, 248(1)., 

Specified purchaser 

¢ defined, for FAPI rules, 95(1) 

Specified RDSP payment 

¢ defined, for rollover to. RDSP on death, 60. pa 

Specified reserve adjustment 

¢ defined, 20(30) 

* impaired debt reserve calculation, 20(1)(1)(ii)(D)QDN 

Specified retirement arrangement 

e defined, Reg. 8308.3(1) 

e PSPA of, Reg. 8308.3(4) 

ee information return, Reg: 8402(3) 

* pension credit under, Reg. 8308.3(2), (3) 

Specified right, defined, ITAR 21(3)"specified right” 


Specified royalty 

¢ defined, Reg. 1206(1) 

Specified sampling 

e defined, 127(9) 

¢ ineligible for investment tax credit, 127(9)"flow- aheengh 
mining expenditure’’(b)(ii) 

Specified section 93 election 

¢ defined, 92(1.3) 

¢ effect of, 92(1.2), (1.4) 

Specified. share 

¢ defined, for non-resident trust rules, 94(1) [proposed] 

Specified shareholder 

e defined, 18(5), 18(5.1), 55(3.2)(a), 8B(1)(c. 2)(iii), 24801) 

¢ interest on debt relating to the acquisition of land, 
18(3)“interest on debt relating to the acquisition of land’’(b) 

* non-resident, loans by, thin capitalization:rules, 18(4) 

¢ soft costs relating to construction, 18(3.1)(b), 18(3:2)(b) 

Specified small business corporation 

¢ defined, for RRSP etc. qualified investments, Reg. 4901(2) 

Specified stage (of production from viper resource 

property) 

e defined, 208(1:1) 

Specified subsidiary corporation 

* acquisition of share by, 88(1)(c.4)(i) 

¢ defined, 88(1)(c.5) 

Specified temporary access road 

¢ defined, Reg. 1104(2) 

Specified time 

¢ defined, 94(1) [proposed] 

Specified transaction or event 

¢ defined, 211(1) 

Specified trust 

¢ defined 

¢¢ for prescribed annuity contracts, Reg. 304(1)(c)(iii)(A) 

Specified value 

¢ defined, for stock option eieaal rules, 7(11) 
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Specified vendor 

¢ defined, FAPI rules, 95(3.2) 

Specified wholly-owned corporation 

¢ defined, 55(1) 

Specified year 

¢ defined 

for employee life and health trust carryforward, 111(7.5) 

for registered disability savings plan, 146.4(1) 

for registered pension plan maximum lifetime retirement 

benefits, Reg. 8504(a)(i) 

Speech impairment 

* Bliss symbol board for, disability supports deduction, 
64(a)A(ii)(N) 

* certification of 

for disability credit, 118.3(1)(a.2)(i.1) 

for education credit, 118.6(3)(b)G.1) 


* sign language interpretation services for, see Sign language: 


interpretation service 
Speech-language pathologist 
* certification of speech impairment 
for disability credit, 118,3(1)(a.2)qi) 
for education credit, 118.6(3)(b)G.1) 
¢ defined, 118.4(2) 
Speech synthesizer for mute person 
¢ disability supports deduction, 64(a)A(ii)(E) 
¢ medical expense credit, Reg. 5700(p) 
Speech therapy 
* medical expense credit, 118.2(2)(1.3), (1.9) 
Spent pulping liquor 
* cogeneration system using, Reg. Sch. II:Cl. 43.1(c)G)(A) 
¢ defined, Reg. 1104(13) 
Spinal brace, as medical expense, 1 18.2(2)(i) 
Spinoff, see Foreign spin-off 
Spire Freezers case overruled, 96(8) 
Split income, 120.4 
* attribution rules do not apply, 56(5), 74.4(2)(g), 74.5(13) 
¢ deduction from regular income, 20(1)(ww) 
¢ defined, 120.4(1), 248(1) 
tax on children, 120.4(2) 


*¢ parent jointly liable with child, 160(1.2) 
Split-pension amount 

¢ deduction to pensioner, 60(c) 

¢ defined, 60.03(1) 

¢ included in pension transferee’s income, 56(1)(a.2) 

¢ joint liability for tax, 160(1.3) 

Split-receipting 

* charitable gifts or political contributions, 248(30)-(33) 
Sports event, see also Amateur athlete trust; Athlete 


° ncteane for Canadian film/video credit, Reg. 
1106(1)“excluded production’(b)(iv) 


¢ ineligible for film/video production services credit, Reg. 
9300(2)(d) 

Sports participation credit, see Children’s Fitness Credit 

Sports program 

* youth boarding allowance non-taxable, 6(1)(b)(v.1) 

Spousal bridging benefits 

¢ for registered pension plan, Reg. 8503(2)(1.1) 

Spousal equivalent credit, 118(1)B(b) 

Spousal or common-law partner plan 

¢ defined, 146(1) 

Spousal support, see Support payments (spousal or child) 

Spousal trust, see also Trust (or estate): spouse 

¢ pre-1972 

deemed disposition by, 104(4)(a.1) 

defined, 108(1) 


minimum tax carryover not allowed, 120.2(1), 120.2(1)(b)@) 


Spouse, see also Common-law partner 


alimony, see Support payments (spousal or child) 
common-law deemed spouse, see Common-law partner 
death 


¢ claim under a family law deemed to be transfer on 
death, 248(23.1) 


* rollover of property, 70(6) 
deemed benefits under plans, 146(8.91) 
defined, 252(3), (4) 
* re prescribed annuity contracts, Reg. 304(5) 
dividends received by, election re, 82(3) 
divorce, see Divorce and separation 
former 
e defined, 252(3) 
* transfer of property to, 73(1) 
government annuity, deductible portion, 58(5) 
income from property transferred to 
* joint liability for tax, 160(1)-(3) 
income splitting through RRSP transfers, 146(8.3), 
146.3(5.1)+5. 
joint and several liability for tax, 160 
living apart 
commutation of RRSP, 146(8.3) 
property transferred 
¢ — liability for tax on income or gain from, 160(4) 
transfer to, 74.5(3) 
loans to, 74.1(1) 
e for value, 74.5 
¢ gain or loss, 74.2 
* repayment of, 74.1(3) 
maintenance, see Support payments (spousal or child) 
marriage breakdown, see Divorce and separation 
notch provision, 117(7), 118.2(1)D 
pension payments to widow(er) of contributor, 57(5) 
principal residence transferred to, 40(4) 
pa health services plan premiums, medical expenses, 
18.2(2)(q) 
property acquired from deceased taxpayer, 70(6) 
property in trust for, deemed disposition by trust, 104(4)(a) 
¢ deemed proceeds and cost, 104(5) 
property transferred between 
¢ valuation rules, 73 
¢ where transferee non-resident, Part XIII tax not exigible, 
212(12) 
registered retirement savings plan for 
amount of premiums deductible, 146(5.1) 
meaning, 146(1)“spousal plan” 
premiums not subject to income attribution rules, 74.5(12) 
transfers to 
from RPP or DPSP, 60(j.2) 
income splitting via, 146(8.3), 146.3(5.1)-(5.5) 
marriage breakdown, on, 146(16), 146.3(5.1), 147.3(5) 
reserves allowed to, for year of taxpayer’s death, 72(2) 
rollover of property 
e death, on, 70(6) 
¢ generally, 70(6) 


inter vivos, 73(1) 
reserves for year of death, 72(2) 
separation, see Divorce and separation 
support of 
¢ when living together, 118(1)B(a) 
¢ when separated or divorced, see Support payments (spousal 
or child) 
surviving 
¢ as RRIF annuitant, 146.3(1)“annuitant’(b) 
¢ death benefit paid to, 248(1)“death benefit” 
transfer of business to, 24(2) 
transfer of property to, 74(1) [repealed], 74.1(1) 
¢ for fair market value, 74.5 
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Spouse (cont’d) 

ee gain or loss, 74.2, 74.5 

e ¢ RRSP on marriage breakdown, 146(16)(b) 

** repayment of, 74.1(3) 

¢¢ special rules, 160(4) 

ee valuation rules, 73 

* trust for, see Trust (or estate): spouse 

¢ unused credits transferred to, 118.8 

Sprinkler system installer 

° SOE Socaion job creation credit, 127(9)“‘investment tax 
credit’ 


St anapurce Seaway Authority, subject to tax, 27(2), Reg. 


Stabilization account, see Net income stabilization account 

Stable equipment 

* capital cost allowance for, Reg. Sch. If:Ci. 10(c) 

Stairs, power-operated clpbing, chair for, medical expense, 

Reg. 5700(f) 

Stakeholder 

¢ defined, for insurance demutualization, 139.1(1) 

Standard & Poor 500 Depositary Receits 

° ae investments for deferred income plans, Reg. 
900(1)(n. 1) 

Standby charge 

¢ automobile; 6(1)(e) 

*¢ car salesperson/lessor, reasonable arnount, 6(2.1) 

*°* operating costs, optional one-half, 6(1)(k)(iv) 

*¢ partner or employee of partner, 12(1)(y) 

ee reasonable amount, 6(2) 

ee shareholder, 15(5) 

¢ available money, for 

¢* non-resident tax, 214(15) 

Standing therapy 

¢ device for, medical expense credit, Reg. 5700(z.3) 

Start day 

¢ defined, for financial institution transitional accounting rules; 
12.5(4) 

Start-up period 

¢ defined, for LSVCCs, 204.8(1) 

State 

¢ defined, Canada-U.S. Tax Treaty:Art. Il:1@ 

Stated capital, see Paid-up capital 

Stated percentage 

e defined, 59(3.4) 

ee for resource allowance, Reg. 1206(1) 

¢ variation of, 59(3.5) 

Statistics, see Communication of information: statistical purposes 

Statute-barred debt, deemed settled, 80.01(9) 

* subsequent payment of debt, 80.01(10) 

Statute-barred reassessments, 152(3.1), (4) 

Statutory exemptions, 81(1)(a) 

Stay of appeal during action to prosecute, 239(4) 

Steam 

* deemed to be goods for M&P credit, 125.1(5) 

e oe equipment, capital cost allowance, Reg. Sch. II:Cl. 


* processing of, investment tax credit, 127(9)“qualified 
property’’(c.1) 

* production of, manufacturing and processing credit, 125.1(2) 

Steamfitter/pipefitter 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Stepchild, dependent, 118(6)(a) 

Stock, capital, see Capital stock; Share 

Stock dividend, see Dividend: stock 
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Stock exchange 
¢ designated, see Designated stock exchange 
° nee grandfathered from before Dec. 14/07, Reg. 3200, 


e recognized, see Recognized stock exchange 

Stock index participation trust 

¢ qualified for deferred income plans, Reg. 4900(1)(n.1) 
Stock option 

¢ benefit from, 7(1) 

ee addition to adjusted cost base of share, 53(1)(j) 

e¢ Canadian-controlled private corporation (CCPC), 7(1.1) 


ee aon where shares have dropped in value since exercise, 
180.01 


e emigration from Canada, no income inclusion, 7(1.6) 

° withholding of tax at source, 153(1.01)> 

¢ cancellation of rights, deemed disposition, 7(1.7) 

¢ cash-out, 7(1)(b.1), (d.1) 

¢ death of employee, 7(1)(e), 164(6.1) 

e deferral, 7(8)—(16) 

ee information return, Reg. 200(5) 

e donation of shares to charity, 110(1)(d.01) 

¢ election by employer to forgo deduction for cash payment, 
1101.1), (1.2) 

ee no deduction to employer, 18(1)(m) 

* emigration of employee, 7(1.6), 128.1(4)(d.1) 

¢ employees, to, 7, 110(1)(d), (d.1) 

¢ excluded from deemed disposition 


* on becoming non-resident, 128.1(10)“excluded right or 
interest’’(c) 


ee on becoming resident, 128.1(1)(b)(v) 

¢ Jook-through rules, 7(2) 

¢ non-CCPC options, 7(1.8) 

e prescribed shares, Reg. 6204 

¢ reduction in exercise price, 110(1.7), (1.8) 

¢ repricing of, 110(1.7), (1.8) 

e return of employee shares by trustee, 8(12) 

¢ rights ceasing to be exercisable, deemed disposition, 7(1.7) 

¢ stock split or consolidation, effect of, 110(1.5) 

¢ underwater shares, election for relief, 180.01 

¢ United States interaction, Canada-U.S. Tax Treaty:Fifth 
Protocol (2007), Annex B, para. 6 

¢ whether counted as SR&ED expenditure, 143.3(2) 

¢ whether deductible to issuer, 143.3(2) 

Stock purchase loans 

¢ employee, to, 15(2)(a)(iii), 15(2.4)(c) 

Stock rights 

¢ issued to shareholder, 15(1)(c) 

Stock savings plan, prescribed 

e shares of 

ee capital loss from disposition of, 40(2)(i) 

ee rescribed assistance, deduction from cost base, 

3(2)(kK)G)(C) 

Stock split 

¢ effect on stock option, rules, 110(1.5) 

Stone quarry 

¢ defined, Reg. 1104(8) 

Stop toss rules 

* amalgamation, 87(2)(a), 87(2.1) 

ceasing to be resident in Canada, 128.1(4)(f) 

change in control of corporation, 111(4)-(5.2) 

disposition by corporation of interest in trust, 107(1)(c) 

disposition by partner of interest in trust, 107(1)(d) 

as ae by partner of share on which dividends paid, 

¢ disposition of commercial obligation in exchange for another, 
40(2)(e.2) 

¢ disposition of debt owing by. related person, 40(2)(e.1) 

¢ disposition of partnership interest, 100(4) 
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agp rules (cont’d) 

¢ disposition of property 

ee at less than FMV, 69(11) 

*¢ to affiliated person, 40(3.3), (3.4) 
** to controller, 40(3.3), (3.4) 

¢ disposition of share 

held as inventory, 112(4)-(4.3) 


of controlled corporation, 40(2)(h) 
of corporation to itself, 40(3.6) 
of foreign affiliate, 93(2)-(4) 
on which dividend paid, 112(3) 
received on reorganization, 112(7) 
dividend received by non-resident individual, 40(3.7) 
* credit where tax paid, 119 
exchanged shares, 112(7) 
foreign bank, on wind-up of affiliate, 142.7(13) 


mark-to-market property, 112(5.5), (5.6) 
non-resident individual, 40(3.7) 
post-emigration losses, 128.1(8)(f) 

pregnant losses, see Pregnant loss 

property transferred to trust, 107.4(3)(b)(i1) 
reverse takeover, 256(7)(c) 

shares held by financial institution, 112(5.2) 
wind-up of corporation, 88(1.1) 


Stopping business, see Ceasing to carry on business; Winding-up 


Storage area, capital cost allowance, Reg. Sch. If:Cl. 1(g) 

¢ for mine, Reg. Sch. I:Cl. 10() 

Storage cost, underground 

* capital cost allowance, Reg. Sch. II:Cl. 10(f.1), Sch. I:Cl. 41 

Streamed income 

¢ determination of, 66.7(2.3)(b)(4i1) 

Strike pay 

* not taxed (no legislative reference), Fries case [1990] 2. CTC 
439 (SCC) 

Strip bond 

* cost of coupon excluded from income when sold, 12(9.1) 

* interest taxable to holder, 12(1)(c) 

ee annual accrual, 12(4), (9) 

Stripping, see Capital gains stripping; Surplus stripping 

Structured settlement 

* insurer’s reserve for, Reg. 1400(3)E 

* taxation of, 56(1)(d) (Notes), IT-365R2 para. 5 

Stub period (1995) 

e reserve, 34.2(4) 

Student 

* commuting to U.S 

ee tuition fees, credit, 118.5(1)(c) 

e deemed resident, credit for tuition fees, 118.5(2) 

¢ disabled 

ee education credit, 118.6(3) 

*¢ eligible for RESP withdrawals, 146.1(2)(g:1)G)(B) 

*¢ waiver of RESP age requirements, 146.1(2.2) 

¢ education credit, see Education credit 

¢ full-time, see Education credit 

¢ loan payments, credit for interest on, 118.62 

* moving expenses, 62(2) 

* part-year resident, credit for tuition fees, 118.91 

* taxpayer supporting, 118.9 

* tuition fees 

ee ancillary fees, 118.5(3) 

ee in Canada, credit, 118.5(1)(a) 

*¢ outside Canada, credit, 118.5(1)(b) 

* U.S. resident, Canada-U.S. Tax Treaty:Art. XX 

¢ unused credits, transfers of, 118.8, 118.9 

Stursberg case confirmed, 40(3.13) 


in prescribed venture capital corporation or LSVCC, 40(2)(i) 


losses following change of control of corporation, 111(4)-(5.2) 


Subcontractors 

¢ construction, information return, Reg. 238 
Subdivision of property, sce Partition of property 
Subject corporation (for Part IV tax) 

¢ defined, 186(3) 

Subject entity 

¢ defined, for SIFT trust and partnership distributions, 122.1(1) 
Subleases, see Leasing properties 

Subordinate 

¢ defined, for third-party penalty, 163.2(1) 
Subscriber 

¢ defined, for RESPs, 146.1(1) 

Subscriber’s gross cumulative excess 

¢ defined, for RESPs, 204.9(1) 

Subscriber’s share of the excess amount 

¢ defined, for RESPs, 204.9(1) 


Subsidiary, see also Parent (corporation) 

* controlled corporation 

e¢ defined, 248(1)subsidiary wholly-owned corporation” 
*¢ non-resident, see also Foreign affiliate 

eee loan to, 17(3), 247(7) 

* cost of shares of, 52(7) 

defined, 88(1), Reg. 8605(4) 

* foreign, see Foreign affiliate; Controlled foreign affiliate 
* 90% or more owned, winding-up of 

** net capital losses, 88(1.2), (1.3) 

*¢ non-capital losses, 88(1.1) 

** parent corporation continuation of, 88(1.5) 


qualified expenditure, 88(1.4) 
rules, 88(1) 
wholly-owned corporation, see also Control of corporation 
* amalgamation, on, 87(1.2), (1.4) 
e defined, 248(1) 
Subsidiary trust 
¢ deemed settlement on SIFT trust wind-up, 80.01(5.1) 
Subsidy 
¢ housing, provided by employer, 6(23) 
Substantial contribution of capital to partnership 
* meaning of, 40(3.16) 
Substantial increase in indebtedness 
* meaning of, re partnership interest, 40(3.16) 
Substantial interest 
¢ defined, for Part VI.1 tax, 191(2), (3) 
Substantive gift 
¢ selling property and donating proceeds, anti-avoidance rule, 
248(39) 
Substitute’s salary paid by employee 
* deduction, 8(1)(i)(1) 
*¢ certificate of employer, 8(10) 
Substituted property 
e defined, 248(5) 
e¢ for matchable expenditure rules, 18.1(8)(b) 
¢¢ for superficial loss definition, 54“superficial loss”(a) 
¢¢ for wind-up of corporation, 88(1)(c.3) 
Substitution (Quebec) 
¢ deemed to be trust, 248(3) 
Subway, capital cost allowance, Reg. Sch. II:Cl. 14) 
Succession duties 
¢ applicable to certain property, deduction for, 60(m.1) 
* interest on, deductible, 60(d) 
Successor beneficiary 
¢ defined, for non-resident trust rules, 94(1) 
Successor corporation 
* Canadian resource property acquired from predecessor, 66.7(9) 
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SUCCESSOE corporation (cont’d) 
ata Canadian development expense, deduction for, 


* cumulative Canadian oil and gas property expense, deduction. . 


for, 66.7(5) 
defined, 59(3.4) 
mining exploration depletion, Reg. 1203(3) 
property acquired by, ITAR 29(25) 
resource and processing allowances, Reg. 1202(3) 
resource expenses, rules re, 66.7 
application of, 66.6 
exclusions from, 66.7(6) 
* resource property acquired from predecessor, 66.1(10) 
° ea property acquired from tax-exempt person, 66.6(1) 


> 


* second ‘ 

*¢ resource and processing allowances, Reg. 1202(3) 
Successor pool (re debt forgiveness rules) 

¢ defined, 80(1) 

* use of to limit reductions of resource expenditures, 80(8)(a) 
Sulphur, see also Canadian field processing 


* resource allowance, Reg. 1204(1)(b)(i), 1206(1)‘resource 
activity’(a) 


* royalties from processing 

¢¢ not deductible, 18(1)(m)(v)(B) [pre-2008] 

ee taxable, 12(1)(0)(v)(B) [pre-2007] 

* specified stage of production, 208(1.1)(e) 

* transporting, transmitting or processing, Reg. 1204(3)(a 
1206(1)" scheme’ aciivity “G)tILA) 4 i pep 

Sunday, see Holiday 

Super-allowance benefit amount 

¢ addition to investment tax credit, 127(10.1)(b) 

e¢ no direct ITC, 127(9)“investment tax credit’’(a.1) 

¢ defined, 127(9) 

Superannuation benefits, see also Pension 

defined, 248(1) 

succession duties on, deduction for, 60(m.1) 

testamentary trust receiving, 104(27) 

transferred to another plan, deductible, 60() 

unpaid, 78(4) 

used to aka resve income-averaging annuity contract, 

deductible, 61(2)(a) 

Superficial loss, see also Pregnant loss 

¢ added to adjusted cost base of property, 53(1)() 

¢ capital loss deemed nil, 40(2)(g)(i) 

* capital property, 40(3.3)-(3.5), 54“‘superficial loss” 

¢ defined, for capital gains purposes, 54 


eligible capital property, 14(12), (13) 
financial institution, of, 18(13)—(15) 
* no application to specified debt obligations or mark-to- 
market property, 142.6(7) 
* inventory held as adventure in nature of trade, 18(14)-(16) 
Superior court 
¢ defined, Interpretation Act 35(1) 
Supplemental eligible amount 
¢ defined, for Home Buyers’ Plan, 146.01(1) 
Supplemental Pension Plans Act, see Quebec: Supplemental 
Pension Plans Act 
Supplementary depletion base 
* capital cost of bituminous sands equipment added to 
ee proceeds of later disposition, 59(3.3)(c) 
* capital cost of enhanced recovery equipment added to 
¢¢ proceeds of later disposition, 59(3.3)(d) 
¢ defined, Reg. 1212(3) 
Supplementary personal tax credit, 118(1)B(b.1) 
Supplementary unemployment benefit plans, 145 
* amounts received under, income, 56(1)(g) 
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¢ benefits 

ee withholding tax, 153(1)(e) 

¢ defined, 145(1) 

¢ election to file return, 217 

¢ employer’s contribution 

ee limitation on deductibility, 18(1)() 

ee not includable in employee’s income, 6(1)(a)(i) 

* payments to non-resident, 212(1)(k) 

Supplies 

e deemed to be inventory, 10(5) 

¢ paid for and used by employee, 8(1)(i)(iii) 

¢° certificate of employer, 8(10) 

¢ valuation of, 10(4) 

Support amount, see also Child support amount 

¢ defined, 56.1(4), 60.1(4) 

* payments before agreement or court order, 56.1(3), 60.1(3) 

e whether deductible, 60(b), 60.1 

¢ whether taxable, 56(1)(b), 56.1 

Support payments (farm) 

¢ information slips required, Reg. 234-236 

Support payments (spousal or child) 

¢ “allowance” defined, 56(12) 

¢ child support, agreement or order after April 1997 

e¢ non-deductible, 60(b), 56.1(4)“commencement day” 

e¢ non-taxable, 56(1)(b), 56.1(4)“commencement day” 

¢ deductible when paid, 60(b), (c) 

¢ enforcement of, see Family Orders and Agreements 
Enforcement Assistance Act 

* income when received, 56(1)(b), (c) 

¢ medical/educational payments, 56.1(2), 60.1(2) 

* mortgage payments, 56.1(2), 60.1(2) 

* no dependant credit for spouse or-child when paid, 118(5) 

¢ paid to non-resident, 212(1)(f), 217 

° ae to third parties for benefit of spouse or children, 56.1, 


paid to U.S. resident, Canada-U.S. Tax Treaty:Art. X VIII:6 

reimbursement of, taxable, 56(1)(c.2) 

repayment of, deductible, 60(c.2) 

retroactive deductibility/taxability, 56.1(3), 60.1(3) 

taxable, 56(1)(b), (c) 

Supporting person 

¢ for child care expenses, defined, 6G) 

e liability for excess child tax credit refunded, 160.1(2) 

¢ unused education credits transferred to, 118.9 

Surcharge, see Surtax 

Surface construction 

* capital cost, 13(7.5)(b), Reg. 1102(14.3) 

Surplus 

¢ budget, see Budget surplus 

* contributed 

*¢ computation of, on transfer of insurance business, 138(11.9) 

*¢ converted into paid-up capital, no dividend deemed, 
84(1)(c.1)-(c.3) 

defined (re pension plan), Reg. 8500(1), (1.1) 

distribution of, by foreign affiliate, Reg. 5901 

exempt, see Exempt surplus (of foreign affiliate) 

funds derived, see Surplus funds derived from operations 

pre-acquisition, see Pre-acquisition surplus (of foreign affiliate) 

stripping, see Surplus stripping 

¢ taxable, see Taxable surplus (of foreign affiliate) 

Surplus adjustment, see also Basic personal amount surplus 

adjustment 

e defined, 122.52(1) 

¢ tax refund for individuals, 122.52(2) 

Surplus entitlement percentage, defined, 95(1) 

Surplus funds derived from operations 

¢ defined, 138(12) 
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sapies stripping 

conversion of dividend to exempt capital gain, 110.6(8) 
non-resident former resident who will return to Canada, 
128.1(6)(b), 128.1(7)(e) 

publicly-traded corporation, by, 183.1 

sale of shares by individual, 84.1 

sale of shares by non-resident, 212.1, 212.2 


Surrender 

* of property to creditor, see also Seizure: property 

defined, 79(2) 

does not constitute payment, 79(6) 

proceeds of disposition to debtor, 79(3) 

subsequent payment by debtor, 79(4) 

¢ of share, partnership interest or trust interest 

deemed capital gain, 80.03(2) 

defined, 80.03(3) 

Surtax, see also Additional tax 

* corporation, 123.2 [repealed] 
credit against Part I.3 tax, 181. 1(4)-(7). 
credit against Part VI tax, 190.1(3)-(6) 

health promotion, 182, 183 

individual, 180.1 [repealed] 
credit where emigration stop-loss rule applied, 180.1(1.4) 
foreign tax credit, 180.1(1.1) 
investment tax credit, 180.1(1.2) 

* tobacco manufacturers, 182, 183 

Survey, quadrennial, reserve for, 12(1)(h), 20(1)(0), Reg. 3600 

Surveying costs 

* cost base of property, addition to, 53(1)(n) 

Surveyor 

¢ defined, for surveys under Canada Shipping Act, Reg. 3600(2) 

Survivance case overruled, 256(9) 

Surviving spouse 

¢ as RRIF annuitant, 146.3(1)“annuitant’’(b) 

¢ death benefit paid to, 248(1)“death benefit” 

¢ tobacco manufacturers, 182, 183 

Survivor (for TFSA) 

¢ defined, 146.2(1) 

Survivor payment 

¢ defined, re death of TFSA holder, 207.01(1)“exempt 
contribution’’(b) 

Suspended losses, see Suspension of losses 

Suspension of charity receipting privilege, 188.2 

* objection to suspension, 165(1), 189(8) 

¢ Tax Court application for postponement of suspension, 
188.2(4) 

Suspension of losses 

capital losses, 40(3.3)-(3.5) 

depreciable property, 13(21.2) 

eligible capital property, 14(12), (13) 

inventory held as adventure in nature of trade, 18(14)-(16) 

share or debt owned by financial institution, 18(13), (15) 

terminal losses, 13(21.2) 

Swap transaction (for TFSA) 

* benefit attributable to, constitutes advantage, 
207.01(1)“advantage’’(b)(ii1) 

¢ defined, 207.01(1) 

Sweden, see also Foreign government 

* stock exchange recognized, Reg. 3201(w) 

Swine 

¢ basic herd maintained since 1971, deduction, 29 

Switzerland, see also Foreign government 

* stock exchange recognized, Reg. 3201(m) 

* universities, gifts to, Reg. Sch. VIII's. 6 

Sylvite 

¢ drilling and exploring for, 66(2) 


ee 
e 
e 
ee 
ee 


* extraction of, 248(1)“mineral resource”’(d)(ii) 

Synagogue, see also Charity 

¢ rabbi employed by, see Clergyman 

Syndicate 

¢ drilling and exploration expenses, ITAR 29(9), (10), (13) 

* interest in 

*¢ expenses of selling, 20(1)(e) 

Synthetic speech system etc. 

¢ enabling blind person to use computer 

disability supports deduction, 64(a)A(ii)(C) 

medical expense credit, Reg. 5700(0) 

Syria, see also Foreign government 

* Canadian Forces personnel and police serving in, no tax on 
income, 110(1)(f), Reg. 7400(e) 

Systems software, see also Software 

¢ defined, Reg. 1104(2) 


T 
T1 returns, 150(1)(b), (d) 

T2 returns, 150(1)(a) 

T3 returns, 150(1)(c) 

T4 information return 

e filing deadline (Feb. 28), Reg. 205(1) 

* requirement for, Reg. 200(1) 

T4 slips, Reg. 200(1), (3) 

T4A slips, Reg. 200(2), 201 

TS slips, Reg. 201 

TCC, see Tax Court of Canada 

TCP, see Taxable Canadian property 

TCP gains balance 

e defined 

for mutual fund corporation, 131(6) 

for mutual fund trust, 132(4) 

TCP gains distribution 

¢ mutual fund corporation 

ee deemed to be dividend to non-resident shareholder, 
151(5.1)=G:2) 

defined, 131(6) 

¢ mutual fund trust 

deemed to be dividend to non-resident shareholder, 
1326.1 )rl5e2) 

defined, 132(4) 

TDD device, see Teletypewriter 

TFSA, see Tax-Free Savings Account 

TFSA dollar limit 

¢ defined, 207.01(1) 

contributions over, 207.01(1)“excess TFSA amount’D(a) 
TIEA, see Tax information exchange agreement 

TPAR, see Total pension adjustment reversal 

TPS, see Taxable preferred share 

TSX, see Toronto Stock Exchange 

TTY device, see Teletypewriter 

T-Bill, see Treasury bill 

“Tainted” spouse trust, see also Pre-1972 spousal trust 
¢ relieving rule, 70(7) 

Takeover, see also Control of corporation: change of 

e reverse, 256(7)(c) 

Talk show 


° eS for Canadian film/video credit, Reg. 
1106(1)““excluded production’(b)(i1) 


¢ ineligible for film/video production services credit, Reg. 
9300(2)(b) 

Talking textbooks 

¢ disability supports deduction, 64(a)A(i)(1) 

¢ medical expense credit, Reg. 5700(w) 
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Tank, oil or water storage 
* capital cost allowance, Reg. Sch. II:Cl. 6, 8, 29, 40 
Tapestry 
¢ hand-woven, whether CCA allowed, Reg. 1102(1)(e) 
Tar sands, defined, 248(1) 
Tar sands ore 
e defined, Reg. 1104(2), 1206(1) 
* processing of, Reg. 1104(5)(a)(iii), 1104(5)(c)(iii), 
104(6)(a)(4ii), 1 104(9) AC), 1204(1)(b)Gi)(C), 
1204(1)(b)Gii)(C), 1204(1)(b)(iv(C), 1205(1 gig ea 
1205(1)(a)(iv)(B)CMID, 1205(1)(b) (iii), 5201(c.3) 
excluded from M&P. credit, 125.1(3)“manufacturing or 
processing’ (f)(ii1) 
investment tax credit, 127(9)‘‘qualified property”(c)(vi)(C) 
Tawich case overruled, 118.1(1)“total charitable gifts”(d.1), 
149(1)(d.5) 
Tax 
¢ abatement, see Tax abatement 
e addition to, for income not earned in‘a an On it 
¢ additional 


*¢ on non-Canadian corporations carrying on business in 
Canada, 219 


agreement, see Tax treaty 

application of payments under collection agreement, 28 
assets used as security by DPSP trust, on,198 

attempt by partners to reduce or postpone, 103 
avoidance, see Anti-avoidance rules 

branch, 219 

“business-income tax” defined, 126(7) 

carved-out income, on, 209 

collection of, see Collection of tax 


Gomnpitatlen of, 117(5.2), see also Computation of tax, Reg: 
art { 


convention, see Tax treaty 
corporate distributions, on, 183.1 
indirect payments, 183.1(5) 
limitation, 183.1(6) 
stock dividends repurchased for excessive amount, 183.1(3) 
subsec. 110.6(8) not applicable, 183.1(7) 
corporations, 123-125.1 
court, see Tax Court of Canada 
credits, see Tax credits 
debt to Her Majesty, 222(2) 
deduction at source 
¢ amount of, deemed received by payee, 153(3) 
¢ required of payer, 153 
¢ tables, Reg. Sch. I 
deduction from 
* employed out of Canada, 122.3 
* re province providing schooling allowance, 120(2) 
deduction of, Reg. Part I 
deduction under s. 66.5, on, 196 
deductions in computing, see Deductions in computing tax 
deemed payable under amended Act, ITAR 49 
deferred income plans, on, see also Deferred income plans. 
deferred profit sharing plans, on, 198-204 
* tax on non-qualified investments and assets used as security, 


eeeeeeee#ee®e# e#* @® ® ® @® @® #® @ ee ee oe @ 


* estimate to be made, 151 

* evasion, see Tax evasion, penalty for 

° ae capital dividend or capital gains dividend elections, 
on, 1 

¢ failure to remit amounts withheld, 227(9) 

salary or wages, from, 227(9.5) 

¢ failure to withhold, 227(8) 

assessment for, 227(10) 

salary or wages, from, 227(8.5) 

¢ foreign, see Foreign taxes 

¢ forfeiture under deferred profit sharing plan, 201 
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imposed, see Liability for tax 
income from Canada of non-residents, on, 212-218 
income from property transferred at non-arm’s length, ‘on, 
160(1)—(3) 
individuals 
e surtax, , 180.1 
interest on unpaid amount, 161(1) 
investment income of life insurers, on, 211—211.5 
large corporations, see Large corporations tax (Part I.3) 
liability for, see Liability for tax 
logging 
¢ deduction for, 127(1), Reg. Part VII 
¢ defined, 127(2) 
manufacturing and processing deduction, 125.1” 
mining, deduction, 20(1)(v), Reg. 3900 
“non-business-income tax’ defined, 126(7) 
non-deductible, 18(1)(t) 


non-qualified investments of deferred profit: sharing plan, on, 
19S sery9 


non-residents, see Non-resident tax 
otherwise payable 


* defined, 120(4)“tax otherwise payable under this Part” 
126(7)*tax for the year otherwise payable under this Part” 


over-contributions to deferred income plans, ‘on, 204.1—204.3 
overpayment, defined, 164(7) 
Part I.2, deduction for, 60(w) 
Part II, 182(1) 
Part IL.1, 183.1 
Part IV 
* reduction in, re Part IV.1 tax payable, 186(1.1) 
Part [V.1, 187.2, 187.3 
e reduction in Part IV tax re, 186(1.1) 
Part VI.1, 191-191.4 
Part XII.3 
e deductible from income of life: insurer, 138(3)(g) 
payable 
amount deemed to be, 20(1) 11) 
corporations, 123 
non-resident, on branch profits, 219 
defined, 117(1), 248(2) 
inter vivos trust, by, 122 
payment of, see Payment of tax 
property disposed of by public authorities, re, 207.3, 207.4 
sts ert qe by. trusts governed by deferred income plans, re, 


rates akc see opie of tax 

recovery by deduction or set-off, 224.1 
refund of overpayment, see also Refund 
refundable, see Refundable Part IV tax 
registered charities, 188, 189 

registered investments, re, 204.4—204.7 


registered securities dealers, re securities lending arrangement 
payments to non-residents, 212(19) 


return, see Returns 

revoked plans, on, 198 

royalties paid by tax-exempt person, re, 208 
security for, 220(4)-(4.4) 

shelter, see Tax shelter 

small business deduction, 125 

surtax 

e individual (before 2001); 180.1 
* corporation (before 2008), 123.2 

taxable dividend received by private corporation, 186 
tobacco manufacturers, 182, 183 

tobacco manufacturing income, 182 

treaty, see Tax treaty 

unpaid, interest on, 227(9.3) 

withheld at source 
e deemed to discharge debt, 227(13) 


Topical Index 


Tax (cont'd) 
** failure to remit, 227(9) 


ee held in trust, 227(4), (4.1) 

*¢ not part of estate, 227(5) 

¢ withholding of, see Withholding tax 

Tax abatement 

* corporations, 124 

¢ individuals, Reg. 6401 

ee prescribed dates, Reg. 6401 

** province providing schooling allowance, 120(2) 
* manufacturing and processing, 125.1 

* not available to Crown corporations, 124(3) 
¢ small business, 125 


Tax accounts 
¢ transfer of instalments between, 221.2 


Tax advisor 
¢ penalty for misrepresentation by, 163.2 
Tax agreement, see Tax treaty 


Tax anniversary date 
¢ defined, Reg. 310 


Tax avoidance, see Anti-avoidance rules 

Tax avoidance motive, see also Anti-avoidance rules: 

Tax basis 

¢ defined, 142.4(1), Reg. 9100, 9200(1) 

*e¢ variation in, for certain insurers, 138(13) 

¢ used as cost amount for specified debt obligation, 248(1)“cost 
amount’’(d.2) ‘s 

Tax benefit 

¢ defined 

ee for reportable transactions, 237.3(1) 

ee general anti-avoidance rule (GARR), 245(1) 

ee transfer pricing documentation, 247(1) 

Tax consequences, defined, 245(1) 

Tax convention, see Tax treaty 

Tax Court of Canada 

* appeal from, to Federal Court of Appeal, see Federal Court of 
Appeal 

* appeal to, 169 

ee general procedure, 175 

ee informal procedure, 170 

¢¢ only on grounds raised in objection, 169(2.1) 
prohibited where right waived by taxpayer, 169(2.2) 
time not counted, 174(5) 
valuation of ecological property, 169(1.1) 

application for extension of time 

¢ for appeal, 167 

¢ for notice of objection, 166.2 

disposal of appeal, 171 

hearing officer appointed, 231.4(2)-(4) 

reference to 

* common questions, 174 

¢ where no reasonable grounds for appeal, 179.1 

Tax credits, see also Deductions in computing tax 

* adoption expenses, 118.01 

¢ aged 65 and over, 118(2) 

¢ basic minimum, 127.531 

* basic personal, 118(1)B(c) 

¢¢ additional amount for low-income taxpayer, 118(1)B(b.1) 

¢ CPP contributions, 118.7 

* caregiver, 118(1)B(c.1) 

e charitable donations, 118.1 

¢ child, 122.2 


dependants, 118(1)B(b), (d) 

¢ alimony, maintenance or support payments, effect of, 118(5) 
disability, 118.3 

education credit, 118.6(2) 


ee  carryforward of unused portion, 118.61 
*¢ part-time student, 118.6(2)B(b) 
¢¢ transfer of unused portion, 118.8, 118.9 
¢ employment insurance premiums, 118.7 
* equivalent-to-married status, 118(1)B(b) 
e First Nations tax paid, 120(2.2) 
¢ foreign taxes, 126 
¢ fraudulently obtained, offence, 239(1.1) 
ad Od ee) PPA 
¢ gifts, 118.1 
¢ individual, 118 
¢ in-home care of relative, 118(1)B(c.1) 
¢ investment, 127(5)-(36), 127.1, see also Investment tax credit 
e Jabour-sponsored funds, 127.4 
¢ lump-sum averaging, 120.31 
¢ manufacturing and processing, 125.1 
e married status, 118(1)B(a) 
¢ medical expenses 
ee non-refundable credit, 118.2 
ee refundable credit, 122.51 
¢ mental or physical impairment, expenses related to, 
118.2(2)(b), (c) 

non-resident individual, 118.94 

ordering of, 118.92 

overseas employment, 122.3 

part-year resident, 118.91 

pension income, 118(3) 

personal, 118(1) 
e limitations, 118(4) 
¢ not available to trust, 122(1.1) 
political contributions, 127(3)-(4.2) 
research and development, see Investment tax credit 
scientific research, see Investment tax credit 
separate returns, in, 118.93 
share-purchase, 127.2 
single status, 118(1)B(c) 
small business, 125 
spousal, 118(1)B(a) 
supplementary personal, 118(1)B(b.1) 
tuition credit, 118.5 

carryforward of unused portion, 118.61 
transfer of unused portion, 118.8, 118.9 

* unused 
ee  carryforward, 118.61 
ee transfer to spouse, 118.8 
ee transfer to supporting person, 118.9 
Tax debt 
* action to commence, 10-year limitation period, 222(3)—(10) 
¢ collection of, see Collection of tax 
¢ defined, 222(1) 
e recoverable by the Crown, 222(2) 
Tax deferral, see also Rollover 
* agreement authorized by tax treaty, deemed valid, 115.1 
Tax deferred cooperative share 
e defined, for agricultural cooperatives, 135.1(1) 
Tax-deferred patronage dividends, 135.1 
Tax equity 
¢ defined, ITAR 26(12) 
Tax evasion, penalty for, 163, 238, 239 
Tax-exempt income 
¢ defined, for foreign tax credit, 126(7) 
Tax-exempt person, see Exempt person 
Tax factor 
e relevant, defined, 95(1) 
Tax Fairness Plan, see Distributions tax on income trusts 
Tax for year otherwise payable under Part I 
¢ defined, 126(7) 
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Tax-Free Savings Account, 146.2, 207.01-207.07 
¢ administration fees, non-deductible,'18(1)(u) 

¢ annuity from, not taxable; 56(1)(d)(iii) 

¢ attribution rules do not apply, 74.5(12)(c) 

¢ death of holder, 12(1)(z.5), 146.2(9), 207.01(3) 


¢¢ annual accrual of income after death,:12(11)“investment 
contract’’(d.1) 


° defined, 248(1)“TFSA” 

¢ designation of charity as beneficiary, 118.1(5.3) 
* disposition of property to, capital loss nil, 40(2)(g)(iv)(A):, 

¢ dollar limit, 207.01(1)“TFSA dollar limit” 

¢¢ contributions over, 207.01(1)“excess TFSA amount Dp) 
eee  tax;on, 207.02 

* election for proportional holdings in trust property, 259(1) 


* emigration of holder, no deemed dis sposition, 
128.1(10)“excluded right or interest’’(e)(iii.2) 


excluded from various trust rules, 108(1)“trust”(a) | 
exemption-end time, defined, 146.2(9)(a) 
income from, not taxable, 146.2(7) 
information return, Reg. 223 
interest on money borrowed to contribute to, not deductible, 
18(1 1G) 
investment counselling fees, non-deductible, 18(1)(u) , 
money borrowed to contribute to, no deduction, 18LDO) 
no tax on, 146.2(6), 149(1)(u.2) ' 
prohibited investments, see, Prohibited investment 
qualified investments, 207.01(1)‘‘qualified investment” 
Quebec, in, deemed to be trust, 248(2)(c) 
regulations, 146.2(13)) 
reversionary trust rules do not apply, 75(3)(a) 
services in respect of, non-deductible, 18(1)(u) 
T3 trust return not required; Reg..204(3)(f 
tax on excess. contributions, 207:02 
transfer to another TFSA 
* not a disposition, 248(1)‘‘disposition”(f)(vi) 
¢ not counted as overcontribution, 207.01(1)“qualifying 
transfer” Yee? . 
e¢ permitted, 146.2(2)(e) 
¢ used as security for loan, 146.2(4) 
Tax-free surplus balance 
° of a foreign affiliate 
ee amended bump designation, 88(1.8), (1.9) 
ee defined, Reg. 5905(5.5) 
Tax-free zone 
¢ pre-1972 capital gains, ITAR 26(3) _. 
Tax information exchange agreement, see also Tax treaty 
* creates “designated treaty country’, Reg. 5907(11) 
¢ demand for information relating to, 231.2(1) 
* disclosure of taxpayer information for purposes of, 
241(4)(e)(xii) 
¢ dividends from country, deemed to be out of. exempt surplus, 
Reg. 5907(1)“exempt surplus” [Proposed Amendment] 
¢ list of countries, 95(1)“non-qualifying country” (Notes) 
* not present, income deemed FAPI, a ‘non-qualifying 
business”, “non-qualifying country” 
Tax matters partner 
* to file objections to determination of partnership income, 
165(1.15 
Tax otherwise payable 
¢ defined, 120(4) 
Tax-paid amount 
¢ defined, 146(1) 
¢ excluded from RRIF income 
ee generally, 146.3(5)(c) 
** on death, 146.3(6.2)A(b), (c) 
¢ excluded from RRSP income 
e* generally, 146(1)“benefit”(c.1) 
¢* on death, 146(8.9)A(b), (c) 


Tax paid balance 

¢ defined, for agricultural cooperatives, 135. \(1) 

Tax payable, see Tax: payable 

¢ defined, 127—127.5, 248(2) 

¢ determination of, by. Minister, 152(1.11),; (1.12) 

e determined without reference to minimum tax, 117(1) 

Tax return, see Returns 

Tax shelter 

¢ art, see Art flips 

¢ business does not entitle individual to June 15 filing deadline, 
150(1)(d)(ii)(A) 

¢ Canadian film credit not available, 125.4(4) _ 

* computer equipment, see Computer tax shelter property 

* computer software, see Computer software tax shelter property 

¢ cost of, 143.2 

¢ deduction disallowed 

¢* where identification number not provided, 237.1(6) 

°* where. penalty unpaid, 237.1(6.1) 

¢ defined, 237.1(1). — 

e film, see Motion picture film 


fiscal period, election for non-calendar year prohibited, 
249.1(5) 

¢ identification number 

° application for, by promoter, 237.1(2) 
° display of, required, 237.1(5) 

e issuance of, by Minister, 237.1(3) 
° penalty for false information in application, 237.1(7.4) 
° penalty for selling shelter before number issues, 237.1(7.4) 
° prerequisite for deduction, 237.1(6) 
° prerequisite of sale etc., 237.1(4) 
° provision of, to buyers, 237.1(5). ) 
¢ information outside Canada, ,143.2(13), (14) 
¢ information returns, Reg. 231 

¢ investment, 143.2 

ee defined, 143.2(1)“tax shelter investment” 
ee  matchable expenditure, 18.1(13) 


* reassessment, no limitation, period, .143.2(15) 
matchable expenditure rules, 18.1 
minimum tax on deductions, 127.52(1)(c.3) 
Minister’s powers of investigation, 237.1(8) 
MURB, see Multiple unit residential buildings 
mutual fund limited partnership, 18.1 
prescribed benefit, Reg. 231(6), (6.1) 
promoter 
e application for identification number, 237.1(2) 
¢ defined, 237.1(1) 
¢ information return, 237. 1(7) 
e provision of identification. number to buyers, 237. 1(5). 
sales prohibited without identification number, 237.1(4) 
¢ software, see Computer software tax shelter. property 
¢ yacht, see Yacht 
Tax shelter investment, see Tax shelter: investment 
Tax sparing, pre-1976 investment, Reg. 5907(10) 
Tax transfer payments to provinces, 154, Reg. 3300 
Tax treaty, see also Tax information exchange agreement 
* amounts exempt under, deduction for, 110(1)(N(i) 
e ee shopping rule, Canada-U.S. Tax Treaty:Art. XXIX- 


e Canada—U.K., see Table of Contents 

e Canada=U:S., see Table of Contents 

* competent authority agreement deemed valid, 115.1 

* country with, foreign affiliate in, Reg. 5907(11)-(11.2) 

* credit for departing resident to country with which Canada has, 
126(2.21) 

deduction from income, 110(1)(@) 

deemed resident in ok due to family member, 250(1)(g) 
defined, 248(1) 

designated treaty country (FAPI rules), Reg. 5907(11), (11.1) 
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Tax treaty (cont'd) 
* disclosure of information as permitted by, 241(4)(e)(xii) 


* dividend limitation in 

¢¢ applies for branch tax, 219.2 

*¢ applies for corporate emigration tax, 219.3 

* exempting Canadian corporation from tax, 250(5) 


ains deemed to arise in Canada, Income Tax Conventions 
nterpretation Act s. 6.3 


* income exempt under, 126(7)“tax-exempt income” 

* income exempt under, not earned income for RRSP, 
146(1)“earned income’(c) 

* interpretation of, Income Tax Conventions Interpretation 
(reproduced before the treaties) 


¢ list of, see Table of Contents 

¢ listed countries, Reg. 5907(11)-(11.2) 

* non-resident under, deemed non-resident of Canada, 250(5) 
* partners exempted by, new partner joining partnership, 96(8) 
* property exempted under, 108(1)“exempt property” 

* requirement to file return to claim exemption, 150(1)(a)(ii) 


tax on disposition of property by non-resident deferred under, 
115.1 


e¢ election, time of making, Reg. 7400(2) 

e¢ prescribed provisions, Reg. 7400(1) 
Taxable amount 

* amount, see Taxable capital amount 

Taxable benefits, see Benefit 

Taxable Canadian business 

¢ defined, 95(1) 

* application to FAPI rules, 95(2)(G.1), (k), (k.2) 
Taxable Canadian corporation 

¢ defined, 89(1)“taxable Canadian corporation” 
° DODGE aaa investment corporation deemed not to be, 


¢ prescribed, for Canadian film/video credit, Reg. 1106(2) 
* property disposed of to taxpayer 
ee cost base, addition to, 53(1)(f.1) 
Taxable Canadian life investment income 
¢ defined, 211.1(2) 
Taxable Canadian property, see also Property 
¢ deemed, 128.1(4)(e) 
¢ defined, 248(1) 
ee excludes shares of demutualized life insurer or holding 
corporation, 141(5) 
¢ exclusions for branch tax purposes, 219(1.1) 
disposition of, by non-resident, 116° 
¢ purchaser liable for tax, 116(5) 
* taxable, 2(3)(c) 
distribution to non-resident beneficiaries 
* tax on, 107(5) 
*e* security for tax, 220(4.6)-(4.63) 
excluded from deemed disposition 
¢ on becoming resident, 128.1(1)(b)@) 
includes option, 248(1)“taxable Canadian property’’(1) 
mutual fund, of, see TCP gains distribution 
prorating for gains before May 1995, 40(9) 
replacement of 
* capital property, 44(5)(c), (d) 
* depreciable property, 13(4.1)(c), (d) 
rollover of, 85(1)(i), 85.1(1)(a) 
ship or aircraft used in international traffic, 248(1)“taxable | 
Canadian property’’(b)(ii) 
* transitional rule re property not covered before April 26/95, 
ITAR 26(30) 
Taxable capital 
¢ for financial institutions tax 
*¢ defined, 190.12 
** employed in Canada, defined, 190.11 
* for large corporations tax (pre-2006) 


e¢ defined, 181.2(2), 181.3(2) 
*** tax on (pre-2006), 181.11) 


oe athe in Canada, defined, 181.2(1), 181.3(1), 181.4, 
Reg. 8601 


eee tax on, 181.1(1) 

Taxable capital amount 

¢ defined, 66(12.6011) 

¢ limit of $15 million for flow-through of CDE as CEE, 
66(12.601)(a.1) 

Taxable capital employed in Canada 

¢ defined 

ee for financial institutions tax, 190.11 

¢¢ for large corporations tax, 181.2(1), 181.3(1), 181.4 

¢¢ for renunciation of CDE as CEE on flow-through shares, 

66(12.6011) 

Taxable capital gain, see Capital gain 

Taxable conversion benefit, see also Conversion benefit 

¢ defined, for insurance demutualization, 139.1(1) 

Taxable deficit (of foreign affiliate) 

e defined, Reg. 5907(1) 

Taxable dividend 

¢ deemeed, see Dividend: deemed 

¢ defined, 89(1), 112(6)(a), 129(1.2), 129(7), 133(8), 248(1) 

¢¢ for purposes of debt forgiveness, 80.03(1)(b) 

ee for purposes of dividend refund, 129(7) 


ee for purposes of non-resident-owned investment corporation, 
133(8)“taxable dividend” 


efor purposes of stop-loss rules, 112(6)(a) 

e* generally, 89(1), 248(1) 

¢ partnership receiving, 186(6) 

Taxable earnings base adjustment 

¢ addition to ACB of partnership interest, 53(1)(e)(xiv) 
¢ defined, for double-dip interest rules, 18.2(1) 
Taxable earnings (of foreign affiliate) 

¢ defined, Reg. 5907(1) 

Taxable income 

* communal organization, election re, 143(2), (3) 

* computation of, 110-114 

ee deductions, see Deductions in computing taxable income 
ee individual 

eee order of application, 111.1 

eee resident for part of year, 114, 114.1 

* cumulative 


* non-resident-owned investment corporation, of, 
133(9)“cumulative taxable income’ 


* deductions in computing, see Deductions in computing taxable 
income; Tax credits 


defined, 2(2) 

determination of, by Minister, 152(1.11), (1.12) 
earned in a province by a corporation, Reg. Part IV 
earned in Canada, see Taxable income earned in Canada 
earned in the year in a province, 124(4) 

life insurer, 138(7) 

non-resident, earned by in Canada, 115 
non-resident-owned investment corporation, 133(2) 
non-resident person, 115 

Taxable income earned in Canada, 115 

¢ defined, 115(1), 248(1) 

¢ determination of, by Minister, 152(1.11), (1.12) 

¢ foreign resource pool expenses, 115(4.1) 

Taxable interest expense 

e defined, 218.2(2) 

Taxable life insurance policy 

¢ defined, 211(1) 

Taxable loss (of foreign affiliate) 

¢ defined, Reg. 5907(1) 
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Taxable net gain 

* from listed personal property, defined, 41(1), 248(1) 

Taxable non-portfolio earnings 

¢ defined, 197(1) 

¢ reduced by Part IX.1 tax pa i 
O61 11) payable by SIFT partnership, 

Taxable obligation 

¢ defined, 240(1) 

Taxable preferred share 

¢ defined, 248(1) 

e dividends excepted from tax, 187.1 

¢ tax on corporation paying dividends on, 191—191.4 

ee agreement to transfer tax liability to related corporation, 


assessment by Minister, 191.3(3),°(5) 

payment by transferor corporation, .191:3(6) 

where of no effect, 191.3(4) 

¢e amalgamation, 87(2)(rr) » 

¢* associated corporations, 191.1(3) 

eee failure to file agreement, 191.1(5) 

total dividend allowance, 191.1(4) 

ee dividend allowance, 191.1(2) 

short years, in, 191.1(6) 

total, for associated corporations, 191.1(4) 

ee excluded dividend, defined, 191(1) 

ee financial intermediary corporation, defined, 191(1) 

ee information return, 191.4(1) 

*¢ private holding corporation, defined,:191(1) 

ee substantial interest, 191(2), (3) 

ee tax payable, 191.1(1) 

election, 191.2 

* tax on dividends received by corporation, 187.2 

ee information return, 187.5 

ee partnerships, 187.4 

Taxable resource income 

¢ defined, 125.11(1) 

* effect on general corporate tax reduction, 123.4(1)“full rate 
taxable income’’(a) (iil) 

Taxable RFI share 

¢ amalgamation, effect of, 87(4.2) 

¢ defined, 248(1) 

¢ tax on dividend, 187.3(1) 

Taxable SIFT distributions 

¢ defined, Reg. 414(1), (2) 

Taxable SIFT trust distributions 

¢ defined, 122(3) 

° ites in determining province of residence of trust, Reg. 

¢ tax on, 122(1)(b)B 

Taxable supplier 

¢ defined, 127(9) 

Taxable surplus (of foreign affiliate) 

e adjustment where gain deemed due to negative adjusted cost 
base, 93(1)(b)(ii) . 

¢ deduction for dividend paid out of, 113(1)(b), (c), Reg. 
5900(1)(b) 

¢ defined, 113(1)(b)(ii), Reg. 5907(1) 

Taxation year, see also Fiscal period 

* becoming or ceasing to be CCPC, deemed year-end, 249(3.1) , 

* becoming or ceasing to be exempt, deemed year-end, 149(10) 

* becoming or ceasing to be financial institution, deemed_year- 

end, 142.6(1) 

ceasing to carry on business, 25(1) 

change of control, deemed year-end, 249(4) 

company formed by amalgamation, of, 87(2)(a) 

corporation, of 

* longer than 365 days, 249(3) 

deemed “fiscal period’, 14(4) 


eee 
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¢ defined, 11(2), 142.6(1), 149(10), 149.1(1)7249, Reg: 1104(2), 
1802(5), 3700 


ee of mutual fund following rollover, 132.2(1)(b) [to be 
repealed], 132.2(1)(0)(ii) [to be repealed], 132.2(3)(b) 
[draft], 132.2(3)())qi) [draft] 

¢ employees profit sharing plan trust, 144(11) 

¢ first, of mortgage investment corporation, 130.1(8) 

¢ fiscal period of business, and, 11(2) 

¢ foreign affiliate, of, 95(1)‘‘taxation year” 

¢ individual, of, 11(2), Reg. 1104(2) 

* less than 12 months, see Short taxation year 

° eae fund corporation or trust, on rollover, 132.:2(1)(b), 

o)(ii 

e mutual fund trust; election for December 15,132.11 

* non-resident, of, 250.1(a) 

¢ partnership, of, 96(1)(b) 

¢ reference to, 249(2), (3) 

¢ registered charity, of, 149.1(1)“taxation year” 

¢ short, see Short taxation year 

* testamentary trust, of, 104(23) 

Taxed capital gains (of investment corporation, mutual fund 

corporation or mutual fund trust) 

¢ defined, 130(3)(b), 131(7), 132(5) 

Taxicabs, Reg. Sch. II:Cl. 16 

Taxing country 

¢ defined 

ee for FAPI, Reg. 5910(4) 

e¢ for foreign tax credit, 126(7) 

Taxpayer 

absconding, 226 .. 

bankrupt, 128 

becoming Canadian resident, ITAR 26(10) 

ceasing to be resident, see Non-resident: becoming 

death of, see Death of taxpayer 

defaulting, 226 

defined, 248(1) 

for restrictive-covenant rules, 56.4(1) 


for rule disallowing deductions. or. credits for option or share 
issuance, 143.3(1) 


ee for tax shelter investments, 143.2(1) 

* investigation, under 

ee rights of, at inquiry, 231.4(6) 

¢ leaving Canada, demand for amounts owing, 226 

e not limited to person. liable for tax, 248(1) 

Taxpayer information 

¢ defined, 241(10) 

¢ provision of 

¢e authorized, 241(4) 

ee prohibition against, 241(1) 

Teacher 

* contribution to teachers’ exchange fund, 8(1)(d) 

¢ exemption for travel expenses, 81(3.1)(a)(ii) 

e registered pension plan, contribution to, 147.2(5) 

e sabbatical arrangement, Reg. 6801(a) 

e¢ exemption for recontributed amount received from plan, 
81(1)(s) 

Telecommunication spacecraft 

° aes cost allowance, Reg. Sch. II:Cl. 10(f.2), Sch. II:Cl. 
a 

ee separate classes, Reg. 1101(5a) 

Telecommunications 

¢ defined, Interpretation Act s. 35(1) 

Teleglobe Canada, subject to tax, 27(2), Reg. 7100 

Telegraph system 

¢ defined, Reg. 1104() 

Telephone and telegraph equipment 

* capital cost allowance, Reg. Sch. II:Cl. 3, Sch. II:Cl..17 
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Telephone and telegraph systems 

* capital cost allowance, Reg. Sch. II:Cl. 17 

¢ defined, Reg. 1104(2) 

Telephone cable 

* capital cost allowance, Reg. Sch. II:Cl. 42(b) 

Telephone ringing indicator 

¢ disability supports deduction, 64(a)A(i)(B) 

* medical expense credit, Reg. 5700(k) 

Teletypewriter 

¢ disability supports deduction, 64(a)A(ii)(B) 

* medical expense credit, Reg. 5700(k) 

Television commercial message 

* capital cost allowance, Reg. Sch. II:Cl. 12(m) 

¢ defined, Reg. 1104(2) 

Television decoder (to visually display vocal portion of signal) 

¢ medical expense, Reg. 5700(q) 

Television set-top box 

* capital cost allowance, Reg. Sch. II:Cl. 30(b) 

Temporary access road, see Specified temporary access road 

Tenant inducements 

¢ taxable as income, 12(1)(x) 

Ten-year gift (to charity), see Enduring property [repealed] 

Term insurance 

¢ defined, Reg. 2700(1) 

Term preferred share 

¢ defined, 248(1) 

e dividends on 

e¢ deemed, 84(4.2), 258(2) 

*¢ received by specified financial institution, 112(2.1) 

deemed interest on, 258(3)(a) 

¢ reduction of paid-up capital, deemed dividend, 84(4.2) 

e share-for-share exchange, 87(4.1) 

Terminal loss 

e deduction for, 20(16) 

ee after ceasing to carry on business, 20(16.3) 

¢ limitation re passenger vehicles, 20(16.1)(a) 

¢ limitation re franchise or licence exchanged, 20(16.1)(b) 

¢ limitation where property acquired by affiliated person, 
13(21.2)(e)(i) 

Terminating corporation 

¢ defined, for labour-sponsored venture capital corporations, 
204.8(1) 

Termination of business, see Ceasing to carry on business 

Termination payment, see Retiring allowance 

Territorial sea 

¢ defined, /nterpretation Act 35(1) 

Territory 

¢ defined, Interpretation Act 35(1) 

Terrorism, see Charities Registration (Security Information) Act 

Tertiary recovery equipment, Reg. 1206(1) 

Test wind turbine 

* allowed as CRCE, Reg. 1219(1)(g) 

¢ defined, Reg. 1219(3) 

Testamentary trust, see Trust (or estate): testamentary 

Texas partnership 

¢ losses disallowed, 96(8) 

Textbook tax credit, 118.6(2.1) 

Textbooks, talking, see Talking textbooks 

Therapy 

* medical expense credit 

ee general, 118.2(2)(1.9) 

ee rehabilitative, for speech or hearing loss, 118.2(2)(1.3) 

* non-taxable employment benefit, 6(1)(a)(iv) 

Thermal waste 

* defined, Reg. 1104(13) 


Thin capitalization 

¢ back-to-back loans, 18(6) 

¢ interest not deductible, 18(4)-(6) 

os “a are for manufacturer of aircraft or components, 18(8) 
[repealed] 

Things, see Property; Rights or things 

Third party 

¢ defined, for amateur athlete trusts, 143.1(1) 

¢ demand, see Third party demand 


* payment, see Scientific research and experimental 
development: third party payment 


¢ penalty for misrepresentation by, 163.2 

Third party demand 

¢ information, for, 231.2(1) 

* payment, for, see Garnishment for taxes unpaid 

Threshold amounts, see Dollar amounts in legislation and 
regulations 

Tidal energy, electricity generation equipment 

° capil cost allowance, Reg. Sch. II:Cl. 43.1(d)(xiv), Sch. If:Cl. 


Tiers of partnerships 

¢ look-through rules, 91(4.4), 126(4.13), 163(2.8), 233(3), 
233.1(5), 233.3(2), 233.4(3), 247(6) 

*¢ capital gains deduction, 110.6(14)(d.1) 

ee FAPI, 95(2)(u), Reg. 5908(9) 

ee Large Corporations Tax, 181.2(3)(g)G), 181.2(5) 

ee Part VI.1 tax, 191(6) 

Tile drainage, deduction, 30 

Tilesetter 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Timber limits 

* capital cost allowance, Reg. 1100(1)(e), Reg. Sch. VI 

*¢ separate classes, Reg. 1101(3) 

° disposition of by non-resident, 216(5) 

° . uipment for use in, capital cost allowance, Reg. Sch. II:Cl. 

om Sch. If:Cl. 15 

ris resource property 

* capital cost allowance, Reg. Sch. II:Cl. 33 

* constitutes taxable Canadian property for certain purposes, 
248(1)“taxable Canadian property’’(n)(i1) 

¢ defined, 13(21) 

¢ disposition of 

ee by non-resident, 216(5) 

** no capital gain, 39(1)(a)(v) 

e¢ proceeds of disposition, Ue) 

¢ in corporation, share is taxable Canadian pro 
rhs ea ge Canadian property” *eyin®, ante iC) 

e eee ag tay constitutes taxable Canadian property, 

48( 1)"taxable Canadian property”’(g)(iii) 

* non-arm’s length transfer, exclusion from rule, 13(7)(e) 

* undepreciated capital cost, 13(21)“undepreciated capital cost’G 

Timber royalty 

* paid to non-resident, 212(1)(e) 

ee alternative re, 216 

Time 

e deadlines and time limits for taxpayers, see Deadlines 


* expiring to recover a debt, see Statute-barred debt, deemed 
settled 


e extension of, see Extension of time 

¢ non-resident, see Non-resident time 

e reassessment, for, see Reassessment 

Tips 

¢ source withholding, Reg. 100(1)“remuneration’’(a.1) 
* taxable as employment income, 5(1) 

Titles in legislation 

e relevance of, Interpretation Act s. 14 

Tobacco manufacturers’ surtax, 182, 183 
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Toilet 
° 700 aid for getting on and off, nuedigbl pense: Reg, 
O(g 

Tool and die maker 

* apprenticeship job creation credit, 127(9)"investment tax 
credit” 

Tools 

* apprentice mechanics, see Apprentice mechanic 

* eligible, see Eligible too! 

* employed tradesperson, deduction, 8(1)(s) 

° sit for rental 


ee vie cost porn ce, Reg. Sch. IC. 10(b), Sch. 0:Cl. 29, 


II:Cl. 4 

¢ small, capital oa allowance, Reg. Sch. If:Cl. 1'2¢h) 

Top-up disability payment 

* defined, 6(17) | 

* not taxable as employee benefit, 6(18).... 

* reimbursement to employer, 8(1)(n. es 7 

Toronto Stock Exchange 

* prescribed securities exchange investment, Reg. 9002.2 

* prescribed stock exchange, , Reg. 3200(c) [repealed] 

Total assets (of financial institution) 

* defined, 181(2), 190(1.1), Reg. 8600 © 

Total charitable gifts 

¢ credit for, 118.1(1)“total sifts”(a), 118. 1(3) 

¢ defined, 118.1(1) 

Total corporate holdings percentage 

¢ defined, for private foundations, 149.11) 

Total Crown gifts 

* credit for, 118.1(1)“total. gifts”(b), 118.1(3) 

¢ defined, 118.1(1) 

Total cultural gifts 

* credit for, 118.1(1)‘‘total gifts) «e), 118.1(3) 

¢ defined, 118.1(1) 

“Total depreciation” defined, BOD. 

Total ecological gifts 

¢ credit for, 118.1(1)“totah gifts’(d), 118.1(3) 

¢ defined, 118.1(1) 

Total pension adjustment vaveleall see also Pension 

adjustment reversal 

¢ defined, 248(1), Reg. 8304.1 

Total premiums 

¢ defined, Reg. 8600 

Total remuneration 

¢ defined, for a taxation year, Reg. 100(1) 

Total reserve liabilities (of financial institution) 

* defined, 181(2), 190(1.1), Reg. 8600 

Total return (from fixed payment obligation) 

¢ defined, Reg. 9100 

Totally and permanently disabled 

¢ defined, Reg. 8500(1) 

Townsite costs 

* capital cost allowance, Reg. 1102(18) [repealed], Reg: Sch. 
II:Cl. 10() 

¢ deemed capital cost, 13(7.5)(a), Reg. 1102(14.2) 

Tracked interest rules, see Foreign investment entity: tracked 

interests 

Tracked property 

e defined, 142.2(1)“tracking property” 

Tracking property 

¢ defined, for mark-to-market accounting rule changes, 
142.51(1) 

Tractor ' 

* capital cost allowance, Reg. Sch. II:Cl. 10(a), Sch. ILC. 16(g) 

Trade, adventure in, see Adventure in the nature of trade 

Trade, board of, see Board of trade 


Trade-in 

¢ allocation of consideration, 13(33) 

Trade mark, representation expenses, 13(12), engage 20(9) 
Trade union, see Union 

Trader, see Dealer (or trader) 

Trader or dealer in securities 

* defined 

ee for security transactions, Reg. 230(1) 
Tradesman, see Tradesperson 

Tradesperson 

¢ eligible tool, meaning of, 8(6.1) 

e tools expense, deduction, 8(1)(s) 

Trailers | 

* capital cost allowance, Reg. Sch. II:Cl. 10(e) 

ee rail suspension device for, Reg. Sch. II:Cl. 35(b) 
Train, see Railway 


Training courses 

¢ to care for infirm person, medical expense, 118.2(2)(1.8) 

Tramway or trolley bus system 

¢ capital cost allowance, Reg. Sch. II:Cl. 4 

¢ defined, Reg. 1104(2) 

Transaction 

¢ defined 

ee for general anti-avoidance rule, 245(1) 

ee for reportable transactions, 237.3(1) 

ee for transfer-pricing rules, 247(1) 

ee information return re non-resident transactions, 233.1(1) 

ee transfer pricing rules, 247(1) 

¢ reportable, see Reportable transaction 

¢ series of, defined, 248(10) 

¢ with non-resident 

ee extended reassessment period, 152(4)(b)(iii) 

ee reporting requirement, 233.1 

Transfer 

° peal from, see Registered retirement income fund: transfer 
rom 

Transfer of business, see Sale: business 

Transfer of forgiven amount (debt forgiveness rules), 80.04 

Transfer of instalment payments, 221.2 

Transfer of losses, see also Suspension of losses 

¢ deemed proceeds of disposition, 69(11) 

Transfer of property, see also Rollover 

¢ affiliated person, to, see Affiliated person 

¢ attribution rules, see Attribution rules 

° child, to ‘4 

ee gain or loss deemed to be transferor’s, 75.1 

¢ controlled corporation, to 

ee capital loss denied, 40(3.3), (3.4) 

* corporation, to 

ee by partnership, 85(2) 

partnership wound up, 85(3) 

ee by shareholder, 85(1) 

eligible property, 85(1.1) 

e* to reduce income, 74.4(2) 

outstanding amount, 74.4(3) 

¢* where benefit not granted to designated person, 74.4(4) 

¢ deferred profit sharing plan 

ee from, 147(19) 

° oon farm or fishing corporation or partnership, 70(9.2), 

°° inter vivos, 73(4), (4.1) 

*¢ spouse trust, from, to children, 70(9.3), (9. 31) 

¢ farm or fishing property, of, 73(3), (3.1) 

ee to child, on death, 70(9), (9.01) 

** to parents, on death of child, 70(9.6) 

* inter vivos, to spouse or trust, 73 
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Transfer of property (cont'd) 
*¢ prescribed provincial laws, Reg. Part LXV 


* minor, to, 74.1(2), 74.5(1), (6)}-(11), 75(1) [repealed] 

* repayment of, 74.1(3) 

partnership, to, 97 

pestered disability savings plan, to another RDSP, 146.4(8), 
(9) 


* registered education savings plans, between, 146.1(2)(g.2), 
(i.2), 146.1(6.1) 

* registered pension plan, between benefit provisions, 
147.3(14.1 

* registered pension plan, from, 147.3 

* registered pension plan to annuity contract, 147.4 

* registered retirement savings plan, see Registered retirement 
savings plan: transfers 

* retirement compensation arrangement, to second RCA, 

207.6(7) 

revoked charity, by, 188(2) 

spouse, to, 74.1(1), 74.5 

¢ death of taxpayer, on, 70(6) 

¢ deemed proceeds of disposition, 73 

¢ gain or loss, 74.2 

¢ repayment of, 74.1(3) 

trust, by 

* to another trust, 104(5.8), 248(1)‘‘disposition’(e), (f), - 
248(25.1) 

* trust, to, 74.3, 74.5(9), (10), 75(3) 

ee death of taxpayer, on, 70(6) 

¢e¢ from another trust, 104(5.8), 248(1)“disposition”(e), (f), 

248(25.1) 


¢¢* income imputed to transferor, 75(2) 

* unregistered pension plan, from, 60(j), 147.1(3)(a) 
Transfer payments 

* tax, to provinces, 154 

Transfer price 

¢ defined, 247(1) 

Transfer pricing (re non-residents) 

° es pricing agreements, Canada-U.S. Tax Treaty:Art. 


* anti-avoidance rules, 247, Canada-U.S. Tax Treaty:Art. IX 
¢ bona fides test, 247(2)(b)(1) 

¢ CRA discretion to apply, 247(10) 

* capital adjustment, see Transfer pricing capital adjustment 


capital setoff adjustment, see Transfer pricing capital setoff 
adjustment 


contemporaneous documentation, 247(4) 
guarantee for subsidiary excluded, 247(7.1) 
income adjustment, see Transfer pricing income adjustment 


income setoff adjustment, see Transfer pricing income setoff 
adjustment 


loan to subsidiary excluded, 247(7) 

penalty, 247(3), (11) 

royalties, Canada-U.S. Tax Treaty:Art. XII:7 
rules based on OECD guidelines effective 1998, 247 
Transfer pricing capital adjustment 

¢ defined, 247(1) 

¢ penalty, 247(3)(a)(i)(B) 

Transfer pricing capital setoff adjustment 

¢ defined, 247(1) 

* reduces transfer pricing penalty, 247(3)(a)(i11) 
Transfer pricing income adjustment 

¢ defined, 247(1) 

* penalty, 247(3)(a)(i)(B) 

Transfer pricing income setoff adjustment 

¢ defined, 247(1) 

¢ reduces transfer pricing penalty, 247(3)(a)(i1i) 
Transfer time 


¢ defined, 132.2(2)“qualifying exchange” [to be repealed], 
132.2(1)“qualifying exchange” [draft] 


eeee 


Transferee corporation 

¢ defined, 55(1)‘‘distribution”, 55(3.2)(h) 

Transferor trust 

e defined, 107.4(2) 

Transit passes, see Public transit pass credit 

Transition amount 

* accounting rule changes for financial institutions 

ee defined, 142.51(1) 

¢ specified debt obligation 

*¢ application on disposition of specified debt obligation, 
142.4(6)(c)C(i), 142.4(7)A 

ee defined, 142.4(1), Reg. 9201 

Transition deduction 

¢ insurer 

ee defined, Reg. 8101(1) 

¢ mark-to-market property 

e¢ defined, Reg. 8103(1) 

Transition loss (mark-to-market property) 

¢ defined, Reg. 8105(1) 

Transition property 

¢ defined, 142.51(1) 

Transition year 

¢ defined, for transitional accounting rules 

ee financial institution, 142.51(1) 

ee life insurer, 138(12) 

ee non-life insurer, 12.5(1), Reg. 2400(1) 


Transitional assistance under Canada-U.S. auto pact, income, 


56(1)(a)(v) 

Transitional eligible proceeds 

¢ defined, for rollover to RDSP on death, 60.02(1) 

Transitional rules, see also Grandfathering 

¢ 1972 reform, ITAR 7-68 

* mark-to-market properties, 112(5.6), 142.2(5), 142.5(4)-(9) 

¢ R.S.C. 1985 (Sth Supp.), ITAR 69-79 

e specified debt obligations, 142.6(4) 

Transmission equipment 

¢ capital cost allowance, Reg. Sch. II:Cl. 47 

¢ defined (re energy conservation CCA), Reg. 1104(13) 

Transmission pipeline 

¢ capital cost allowance, Reg. Sch. II:Cl. 49 

* pumping or compression equipment, Reg. Sch. II:Cl. 7G) 

Transplants, organ or bone marrow 

¢ medical expense, 118.2(2)(1.1) 

Transport employee 

¢ away-from-home expenses, deduction, 8(1)(g) 

Transport trailer technician 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” 

Transportation, see also International shipping 

¢ delivered after the end of the year, reserve, 20(6) 


* passengers or property, Canada-U.S. Tax Treaty:Art. VIII:3, 4 


Transportation equipment, qualified 

¢ defined, 127(9) 

¢ prescribed, Reg. 4601 

Transportation expenses 

¢ allowance for, not income, 6(6)(b) 

* as medical expenses, 118.2(2)(g) 

ee deemed payment of, 118.2(4) 
Transportation losses, see Fuel tax rebate 
Travelling expenses 

¢ allowance for, when not income, 6(1)(b) 
¢ employee’s, deduction for, 8(1)(h), (h.1) 
ee certificate of employer, 8(10) 

ee limitation, 8(4) 

¢ food and entertainment on train, plane or bus, 67.1(4)(a) 
¢ medical expense, as, 118.2(2)(h) 
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Travelling ex = a (cont'd) 
¢ northern Canada Lettteths of, 110.7(1) 


* part-time employee’s, excluded from income, 81(3. 1) 
¢ salesperson’s, deduction for, 8(1)(f) 

¢¢ certificate of employer, 8(10) 

ee limitation, 8(4) ! 

* transport employee’s, 8(1)(g) 

Treasurer, see Officer: corporation, of 
Treasury bill 

¢ yield at maturity treated as interest, 16(3) 
Treasury Board 

¢ defined, 248(1) 

Treaty, see Tax treaty 


Treaty co-production (re Canadian film/video tax credit) 

¢ defined, Reg. 1106(3) 

Treaty-exempt property 

¢ defined, 116(6.1) 

° aoe S notice on acquisition frog non- resident, 1166. 01), 
Treaty-protected business 

¢ defined, 248(1) 

* losses, not usable against Canadian profits, 111(9) 

Treaty -preeeye property 


° aca uisition from non-resident, purchaser’s notice requirement, 
16(5.01), (5.02) 


ola absorb forgiven amount, 80(1)“excluded property” 

defined, 248(1) 

losses, not usable against Canadian gains, 111(9) 

replacement property, 13(4.1)(d), 44(5)(d) 

Treaty shopping, Canada-U.S. Tax Treaty:Art. XXIX-A. 

Trestle 

¢ capital cost allowance, Reg. 1100(1)(zb), Reg. nie IE:Cl..3 

* separate classes, Reg. 1101(5f) 

Triangular amalgamation, 87(9) 

Triangular foreign merger, 87(8), (8.1) 

Triggering disposition 

¢ defined, FAPI rules, 95(3.3), (3.4), (3.5) 

Trolley bus system, Reg. Sch. II:Cl. 4 

Truck 

* capital cost allowance, Reg. Sch. II:Cl. 10(a), Sch. II:Cl. 16(g) 

Truck and transport mechanic 

* apprenticeship job creation credit, 127(9)“investment tax 
credit” . 

Truck driver 

* away-from-home expenses, deduction, 8(1)(g) 

Truck mechanic, see Apprentice mechanic 

Truck operators 

¢ income from cross-border trucking, Canada-U.S. Tax 
Treaty:Art. VIII:4 

¢ income of, earned in a province, Reg. 2604 

* income of corporation in a province, Reg. 409 

Truss, as medical expense, 118.2(2)(i) 

Trust (or estate), 104-108 

¢ 21-year deemed disposition rule, 104(4), (5), (5.3)-(5.8) 

** payment of tax in instalments, 159(6.1) 

* accumulating income of 


ee deduction for amounts included in | preferred beneficiary’s 
income, 104(12 


ee defined, 108(1) 


*¢ election to include in preferred beneficiary’s income, 
104(14), Reg. 2800 
¢ additional units issued in payment, 107(2.11), (2:12) 
* agent not included, 104(1) 
¢ allocation of capital and income to different beneficiaries, 
104(7.1), (7.2) 
° alter ego, see Alter ego trust 


¢ designated income, tax on, 210—210.3 
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amateur athlete, for, see Amateur athlete trust. . 
amount deemed not paid to, beneficiary, 104(13.1), (13.2) 
amount deemed payable to beneficiaries, 104(29) 
amount payable in taxation ‘year, \104(24), 
annuity contract, interest in, 12.2 

balance-due day of, 248(1)‘balance- due day’(a) 
bare, see Bare trust 

“beneficially interested” in, meaning of, 248(25) 
beneficiary of, see Beneficiary: trust 

benefits from, income, 12(1)(m), 105 

business investment loss, deduction from, 39(10) 


capital cost allowance, determination or designation of, 
104(16) [repealed] 


capital gains of 
allocated to beneficiary, 104(21)—(21.7) 
net taxable, 104(21.3) 
capital interest in 
acquisition of 
¢ . reduction of loss on property disposed of, AGES) 
additions to, 53(1)(d.1) 
adjusted cost base, 94(5) [to be, repealed] 
computation of, 53(1)(d.1) 
deductions from, 53(2)(b.1), 53(2)(h) 
cost amount of, 108(1) 
cost of, 107(1.1) 
defined, 108(1), 248(1) 
disposition of, 107(1) 
disposition of, on distribution, by, trust, 
24 (1)"disposition”(d), (h) 
distribution in satisfaction of, 107(2)—(5), ITAR 36 
effect of payment out of trust’s income. or. gains, 43(3) 
fair market value of, 107.4(4) 
partial disposition of, 43 
rollover to another trust, 107.4(3)q) 
ceasing to act.as agent of beneficiary, 
248(1)“disposition’’(b)(v) 
commercial, see personal (below); Unit trust 
created by will of taxpayer, meaning of, 248(9.1) 
cumulative Canadian exploration expense 
reduced by investment tax credit, 127(12.3) 
customer/client compensation, for, exempt, 149(1)(w) 
death benefits, flow-through to beneficiary, 104(28) 
deduction in computing income, 104(6), 108(5) 
deemed disposition of property, 104(4) 
deemed proceeds and cost, 104(5) 
deferred income plans, 207.1 
foreign property acquisition, ITAR 65 
tax re property held by, 207.1 
e return, and payment of tax, 207.2 
deferred profit sharing plan, under, 147(7) 
exempt, 149(1)(s) 
defined 
for non-resident trust rules, 104(1), 248(1) 
for registered education plans, 146.1(1) 
for specific trust rules, 108(1) 
generally, 104(1), 248(1) 
in Quebec, 248(3) 
definitions, 108 
designated beneficiary, defined, 210 
designated contributor, defined, 104(5.6), (5.7)(c) 


deemed paid by beneficiary, 210.2(3) 


designated income, defined, 210.2(2) [to be repealed], 
210(1) [draft] 


designations re partnerships, 210.2(4) 
returns, 210.2(5) 

tax payable, 210.2(1) 

trustee’s liability); 210.2(6) | 

trusts excepted, 210.1 


Topical Index 


Trust (or estate) (cont'd) 
** where no designated beneficiaries, 210.3 


¢ designation of foreign income to beneficiaries, 104(22)—(22.4) 
¢ disposition of interest in, 106, 107 
* disposition of property to, capital loss nil, 40(2)(g)(iv) 
¢ distribution of property by, in satisfaction of capital interest, 
107(2){5) 
¢ before death, anti-avoidance rule, 104(4)(a.2) 
¢ election not to distribute gains, 107(2.11), (2.12) 
* in settlement of debt, 107(4) 
* no capital loss on beneficiary’s capital interest, 43(3) 
* non-resident beneficiary, to, 107(5) 
e¢ instalment obligation not increased, 107(5.1) 
** security to postpone payment of tax, 220(4.6)-(4.63) 
distribution, tax on, see SIFT trust 

dividend received by, allocation to beneficiary, 104(19), (20) 
division of property among other trusts, 107.4(2) 

election by, see Election(s): trust 

eligible capital property, distribution to beneficiary, 107(2)(f) 
eligible taxable capital gains, defined, 108(1) 

employee, see Employee trust 


e ne ee life and health trust, 144.1, see also Employee life 
health trust 


¢ employees’ charity 

e* receipts, Reg. 3502 

¢ employees profit sharing plan, under, 144(2) 
** exempt, 149(1)(p) 

* environmental, see Qualifying environmental trust 
¢ exclusions for purposes of certain sections, 108(1)“trust” 
* exempt beneficiary, defined, 104(5.4) 
¢ financial institution, 142.2(1)“financial institution’(b) 
¢ foreign, see non-resident (below) 
¢ foreign immigration, see Immigration trust 
¢ foreign tax credit for beneficiaries, 104(22)—(22.4) 
¢ foreign tax credit re former resident, 126(2.22) 
¢ Hepatitis C, income of not taxable, 81(1)(g.3) 
¢ immigration, see Immigration trust 
* income interest in 

ee cost of, 106(1.1) 

eee deduction for, 106(1) 

ee defined, 108(1) 

*¢ disposition of, 106(2) 

eee proceeds, 106(3) 

¢¢ personal trust, in, 108(1)“income interest” 
e “income” of, 108(3) 

¢ income of beneficiaries, 108(5) 
* income paid to non-resident, 212(1)(c), 212(11) 

** exemption, 212(9), (10) 

* income payable to beneficiary, deduction for, 104(6) 

*¢ non-resident beneficiary, 104(7) 

* income trust, see Specified investment flow-through 

¢ information return, Reg. 204 

*¢ early disclosure for public trust, Reg. 204.1 

¢ inter vivos 

*e¢ deemed creation, re non-profit association, 149(5) 

ee defined, 108(1) 

** personal tax credits not available, 122(1.1) 

*¢ tax payable by, 122 

* interest in, see also “beneficially interested” in (above) 

*¢ adjusted cost base 

° additions to, 53(1)(d.1), (d.2), (1) 

° deductions from, 53(2)(b.1), (h), (i), G), (q) 

° recomputation of, 53(4)-(6) 

e interest income of, 12(3) 

* investment tax credit, designation of, 127(7) 

* joint partner, see Joint spousal or common-law partner trust 
* joint spousal, see Joint spousal or common-law partner trust 
* life insurance policy, interest in, 12.2 
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loss property held by 
¢ reduction of loss on disposition by person acquiring capital 
interest, 107(6) 


maintenance expenses, 105(2) 

master, exempt from tax, 149(1)(0.4) 

mine reclamation, see Qualifying environmental trust 
minor, for, 104(18) 
* transfer of property to, 74.3,.74.5(9), (10) 

multiple 
¢ basic exemption re minimum tax, 127.53(2), (3) 
* grouped together as one trust, 104(2) 

mutual fund, see Mutual fund trust 

non-discretionary, defined, 17(15) 

non-resident, 94(1)“connected contributor’(a) [proposed] 
e Canadian beneficiary liable for trust’s tax, 94(3)(d)(i) 
¢ Canadian contributor liable for trust’s tax, 94(3)(d)(i) 
¢ capital interest in cost base, deductions from, 53(2)(i) 
* commercial trust exemption, 94(1)“exempt foreign trust’’(h) 


deduction from foreign accrual property income, 94(4) [to 
be repealed] 

¢ deduction in computing taxable income, 94(3) [to be . 
repealed] 


¢ deemed resident in Canada, EO), [proposed]; Income Tax 
Conventions Interpretation ‘Act 8. 4.3 


rental income from Canadian property, 216(4.1) 

e deemed to be non-resident corporation, where, 94(1)(d) [to 
be repealed] 

¢ discretionary, 94(1)(c) [to be repealed] 

¢ distribution from, disclosure, 233.5 

e financial assistance to, 94(6) [to be repealed] 

¢ information return, 233.2, 233.5 

* reporting requirements, 233.2, 233.5 

¢ rights and obligations of beneficiaries, 94(2) [to be repealed] 

e rules, 94 [to be repealed] 

e transfer of property to 

** constitutes disposition, 248(1)“disposition’’(e)(ii1), 

248(25.1) 

disclosure, 233.2 

non-resident beneficiaries, 104(7) 

non-residents, for 

e deduction for dividend from non-resident-owned investment 
corporation, 104(10), (11) 

¢ payments to, 212(1)(c) 

non-taxable dividends received by, designation re, 104(20) 

option to acquire units in, 49(1)(c) 

payment of duties and taxes, non-disqualification, 108(4) 

pension benefits, flow-through of, 104(27) 

pension fund or plan 

* exemption, 149(1)(o) 

personal, see Personal trust 

personal-use property of, 46(4) 

pooled fund, see Pooled fund trust 


post-1971 partner, see Post-1971 spousal or common-law 
partner trust 


preferred beneficiary 

e defined, 108(1) 

¢ income of, 104(14), (15) 

prescribed, Reg. 4800.1 

* capital interest in, defined, 108(1)“capital interest’’(a) 
¢ distribution of property to beneficiary, 107(2), (4.1) 
¢ flow-through entity for capital gains exemption, 39.1(1) 
principal residence 

e disposed of to taxpayer, 40(7) 

e distribution by spouse trust, 107(2.01) 

property transferred to 

* income imputed to transferor, 75(2) 

¢ income not imputed to transferor, 75(3) 

proportional holdings in property of, 259 

purchase of shares of corporation, for, loan to, 15(2.5) 
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Trust (or estate) (cont’d) 


“qualified” defined, 259(3) 

qualified investments, see Qualified investment 

qualifying disposition, rollover, 107.4 
qualifying environmental, see Qualifying inlapics ge trust 
reference to trustee, executor etc., 104(1) 


y istered education savings plan, under, 146.1( 1)*trus iss 


146.1(5) 
¢ deemed ater vivos, 146.1(11) 
°¢ exempt, 149(1)(u) ; 
registered investment, 204.4-204.7 
registered retirement income fund, exempt, 149(1)(x).- 
registered retirement savings Plan; under, 146(4) 
* exempt, 149(1)(r) 
re ye eny supplementary unemployment benefit sine exempt, 
q 
reinsurance, see Reinsurance trust 
related segregated fund, Reg. 6100 | 
residence of, deemed, 250(6.1) 
resource property 
e rules, 104(5.2) 
resource royalty income, flow out to beneficiary, 104(29) 


retirement compensation arrangement, see, Retirement 
compensation arrangement 


return to be filed, 150(1)(c) 

right of use or habitation (Quebec) st to be, 248(3) _ 
rollover of property on transfer to other trust, 107. 4 
rollover to another trust, 248(1)“disposition”(e), (f). 
scientific research tax credit, 127.3(3) 

segregated fund, Reg. 6100 

self, for, see Alter ego trust 

self-benefit, see Alter ego trust 

settlor, defined, 108(1) 

small business investment, Reg. 5.103 


spouse, for, 70(6)(a), 73(1.01)(c), 104(4)(a), see also Joint 
spousal or common-law partner trust, Post-1971 Soka ‘or 
common-law partner trust 


deduction from taxable income of, 110. 6(12) 
deemed disposition, 104(4) 
distribution by, in satisfaction of capital interest, 107(4) 


double taxation relief, Canada-U.S. Tax Treaty: Art. 
XXVI:3(g) 
* family farm corporation transferred from, to children, 
70(9. 3), (9.31) 
¢ family fishing corporation transferred from, to children, 
7009. ) (9. 31) 
° >farm or fishing property transferred: from; to:children,:: 
70(9.1), (9.11) 
farm property transferred from, to children, 70(9.1) 
how created, 70(6), 70(7), 73(1:01) 
indefeasible vesting of property in, 70(6) 
not disqualified by certain payments, 108(4) 
principal residence 
disposed of to, 40(4) 
distribution by, 107(2.01)~ 
property of, 40(5) 
property transferred to, inter vivos, 73(1) 
capital cost, and deemed allowance, 73(2) 
reserves allowed to, for year of taxpayer’ s death, 72(2) 
special rules applicable, 70(7), (8) 
together with self, see Alter ego trust 
transfer.of property to,.74.3, 74.5(9), (10) 
transfer or distribution to, on death .of taxpayer, 708) 
value of property acquired, 70(6), 73 
status of, Reg. Part XLVIII 
substitution (Quebec) deemed to be, 248(3) 
supplementary unemployment beuke) plan, under, a) 
tax paid under Part XIL.2 
¢ credit for, included in bendfieiangy s:income; 104(31) 
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ee deduction for, 104(30) 

* tax re property held by, 207.1 
¢ taxable dividends received by 
ee designation re, 104(19) 


ee payable to non-resident beneficiary, a 1)(a)G-1) [to be 
repealed], 82(1)(e) [proposed]: 


e taxed as individual, 104(2) 

* testamentary, 108(1) 

ee deferred profit sharing plan benefits receiver by, 104(27.1) 
°° exemption from Part XII.2 tax, 210.1(a). 

°° instalments, 104(23)(e) 

ee rules applicable, 104(23), (28) 

* ¢ superannuation or pension benefits received by, 104(27) 


taxation year of, 104(23)(a), (b) [to be repealed], 249(1)(C) 
[draft], 249(5), (6) [draft] 


* transfers between, 104(5.8), 248(1)“disposition” (e), (A), 
248(25.2) 


transfers to, for minor or spouse, 74.5(9), Ore 

trustee. of, see Trustee . 

unit, see Unit trust 

usufruct (Quebec) deemed to be, 248(3) 

vacation pay, exempt, 149(1)(y) 

voting, Reg. 4800.1(c) 

windup of, deemed resident, 250(6.1) 

Trust and loan corporations 

* taxable income earned in a province, Reg. 405 

Trust company, see also Financial institution 

¢ defined, for FAPI purposes, 95(1)’ 

Trust-purpose income 

¢ defined, 104(29)(c) * 

Trustee, see also Legal representative; Trust (or estate) 
deemed to be legal representative, 248(1)“legal representative 
in bankruptcy, see Bankruptcy: trustee in 
information return, Reg. 204 
liable for Part X tax, 198(3) 
liable for Part XII.2 tax, 210.2(6) 
obligations of, 159 
public, disposition of Canadian securities, 39(5)(c) 
return required of, 150(3) 

¢ penalty for failure to file, 162(3) 
school board, expense allowance.exempt, 81(3) 
shares held by, for employee, 7(2) 

e shares purchased by, for employees of corporation,..7(6) 

¢ withholding tax, liability for, 227(5), (5.1)(a) 

Tsunami relief, 118.1(1)“total charitable gifts” (Notes) 

Tuition fees 

¢ adult basic education; see Adult. basic education 

¢ credit for, 118.5 

ee ‘ancillary fees, 118.5(3) 

ee commuter’s, 118.5(1)(c) 

ee deemed residents, 118.5(2) 

ee in Canada, 118.5(1)(a) 

ee outside Canada, 118.5(1)(b) 

ee unused 

eee transfer to spouse, 118.8 

transfer to supporting person, 118.9 

Tuition, textbook and education tax credits transferred 

e defined, 118.81 

Tunnel, capital cost allowance, Reg. Sch. IT:Cl. 1() 

Turbine, see Combustion turbines 

Tutoring service 

e disability supports deduction, 64(a)A@i)(H) 

¢ medical expense credit, 118.2(2)(.91) 

Twenty-one years 

e deemed realization of trust gains, LOAN (5), (5.3)(5: 8) 

Twinning arrangement 

¢ defined, for Canadian film/video credit, Reg» 1106(1) 


” 
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Two-year rolling start rule 
¢ when property available for use, 13(27)(b), 13(28)(c), 13(29) 


U 
UCC, see Undepreciated capital cost 
UI, see Unemployment insurance 
U.S., see United States 
Unaffiliated publicly traded liability 
¢ defined, for SIFT trust definition, 122.1(1) 
Unanticipated Surpluses Act, see Budget surplus 
Uncle, see also Niece/nephew 
* defined, 252(2)(e) 
¢ dependent, 118(6)(b) 
¢ great-uncle defined, 252(2)(f) 
Undepreciated capital cost, see also Capital cost; Depreciable 
property 
¢ defined, 13(21) 
° OMe oe fair market value at time of transfer, 13(21.2), 
¢ reduction on debt forgiveness, 80(5)(b) 
¢ transferred property, 13(5) 
Underground piping 
¢ well for installation of, Reg. 1219(1)(f), Sch. I:Cl. 43.1(d), 
43.2(b) 
Underlying foreign tax applicable (of foreign affiliate) 
¢ defined, Reg. 5907(1) 
Underlying foreign tax (of foreign affiliate) 
¢ defined, Reg. 5907(1) 
Underlying payment (securities lending arrangement) 
¢ defined, for securities lending arrangement, 260(1) 
¢ on qualified security, 260(5), (5.1) 
e¢ no deduction, 18(1)(w) 
Underpayment amount 
¢ defined, for corporate interest offset, 161.1(1) 
Undertaking 
* meaning of, when investing in limited partnership, 253.1(a) 
Undertaking future obligations 
¢ deduction for, 20(24) 
Undivided interest 
e in 1OOG transferred by tax debtor, fair market value, 


ane benefit (conferred by charity on any person) 

¢ defined, 188.1(5) 

* penalty, 188.1(4) 

Undue hardship 

° ete in security to be posted on emigration, 220(4.7), 

* reduction in source withholdings, 153(1.1) 

** payments to actors, 212(5.3) 

¢ refund instalments, 164(1.51)-(1.53) 

Unearned commissions 

* reserve for, 32 

Unemployment insurance, see Employment insurance 

Unenforceable debt, see Statute-barred debt, deemed settled 

Ungulates, grazing, 80.3(1)“breeding animals” 

Uniforms, capital cost allowance, Reg. Sch. II:Cl. 12(i) 

Unincorporated association or organization, see Non-profit 

organization 

Union 

* election by, re foreign pension plan, Reg. 6804(3) 

* exemption, 149(1)(k) 

* locals and branches deemed to be one employer for pension 
purposes, 252.1 

* membership dues 

ee deduction for, 8(1)(i)(iv), (v) 

¢¢ where not deductible, 8(5) 


* strike pay taxed or exempt? no legislative. reference 

* venture capital, see a id venture capital 
corporation (LSVCC) 

Unit 

¢ mutual fund trust, see Mutual fund trust: unit of 

* trust, see Unit trust 


Unit trust, see also Mutual fund trust 

¢ adjusted cost base of unit, 53(1)(d.2), 53(2)(h), (j) 
* annuity contract, interest in, 12.2 

¢ “block of units” defined, Reg. 4803(1) 

¢ defined, 108(2), 248(1) 

¢ excluded from various trust rules, 108(1)“trust’(f) 
* expenses of issuing or selling, 20(1)(e) 

¢ issuance of unit, whether deductible to trust, 143.3(4) - 
¢ life insurance policy, interest in, 12.2 

* non-resident 

*¢ adjusted cost base of unit, 53(2)(j) 

United Kingdom, see also Foreign government 


* currency of, use as functional currency, 261(1)“qualifying 
currency’ (c) 


defined, Interpretation Act 35(1) 

stock exchange recognized, Reg. 3201(n) 
Tax Convention, see Table of Contents 
universities, gifts to, Reg. Sch. VIII s. 2 
war pension exempt, 81(1)(e) 

United Mexican States, see Mexico 


United Nations and its agencies 


* agency of, excluded from non-resident trust rules, 
94(1)* exempt foreign trust’’(c)(i) Eprpposed) 


* employment income from 

ee deduction, 110(1)(f(ii) 

° gifts to 

*¢ by corporation, 110.1(1)(a)(v) 

ee by individual, 118.1(1)“total charitable gifts’(e) 
United States, see also Foreign government; Non-resident 
* artiste or athlete, Canada-U.S. Tax Treaty:Art. XVI 


¢ collection of Canadian tax by IRS, Canada-U.S. Tax 
Treaty:Art. XXVI A 


* commuter to, see Commuter to United States 
* corporate spin-off, see Foreign spin-off 


* currency of, use as functional currency, 261(1)“qualifying 
currency’’(a) 


defined, 19(5), Interpretation Act s. 35(1) 
for treaty purposes, Canada-U.S. Tax Treaty:Art. III:1(b) 
dividends, Canada-U.S. Tax Treaty:Art. X 


penne to charities in, Canada-U.S. Tax Treaty:Art. XXI:7; 
118.109) 


* estate taxes, Canada-U.S. Tax Treaty:Art. XXIX-B 


¢ Financial Accounting Standards Board, see Financial 
Accounting Standards Board 

¢ franchise payment to resident of, Canada-U.S. Tax Treaty:Art. 
XII:3(c) 

* gambling losses in, Canada-U.S. Tax Treaty:Art. XXII:3 


° goverment, employees of, Canada-U.S. Tax Treaty:Art. XIX, 
Til 


green card holder, Canada-U.S. Tax Treaty:Art. IV:1 
income from source in, received for non-resident 
¢ information return, Reg. 203 


Individual Retirement Account, see Foreign retirement 
arrangement 


* interest, Canada-U.S. Tax Treaty:Art. X 
¢ Internal Revenue Service, see Internal Revenue Service (U.S.) 


¢ limitation on treaty benefits, Canada-U.S. Tax Treaty:Art. 
XXIX-A 


¢ limited liability company, treated as foreign affiliate, Reg. 
5907(11.2)(b) 


* moving to, Canada-U.S. Tax Treaty:Art. XIII:6 
¢ Nature Conservancy, prescribed donee, Reg. 3504 
* newspaper or periodical printed in, 19(1)(b) 
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United States (cont’d) 
* pensions, Canada-U\S. Tax Treaty: Art. XVIII 


* * pension credit under tax treaty, Reg. 8308.1(2.1)00" 
* RRSP deferral, Canada-U.S. Tax Treaty:Art. KVII:7 


¢ Railroad Retirement Act Tier 1 benefits, Canada-U.S. Tax 
Treaty:Art. XVIII:5 

¢ Real Estate Investment Trust, 
X:7(c) 

* Real Estate Mortgage Investment Conduit, 
Treaty:Art. X1:9 

* real property interest, Canada-U.S. Tax Treaty:Art. XVII: 3 


° Regulated Investment Company, see Regulated Investment 
Company (U.S.) 


* royalties paid to resident of, Canada-U.S. Tax Treaty:Art. XII 


* S corporation, Canada-U.S. Tax Treaty:Art. XXIX:5 
(Protocol): 


* social security Rena! Canada-U.S. Tax Treaty:Art. XVIIL:5 
¢¢ grandfathering where received since before 1996, 110(1)(h) 


* social security taxes, Canada-U.S. Tax. Treaty:Art. 
XXIV:2(a)(ii) 


¢ credit against Canadian tax, 122.7 
state income tax, 126(5), (7) 
stock exchanges recognized, Reg. 3201(o) 


stock options, Canada-U.S. Tax Treaty:Fifth Protocol (2007), 
Annex B, para. 6 


e Tax Gonvantion, see Table of Contents 

* university, gift to, Reg. 3503; Schedule VIII, Canada-U.S. Tax 
Treaty:Art. XXI: 7 

United States tax 

¢ defined, Canada-U.S. Tax. Treaty:Art. III:1() 

Unitized oil or gas field in Canada 

¢ Canadian oil and gas property expense, 66(12.5) 

¢ exploration and development expenses, 66(12.2), (12.3) 

Universal Child Care Benefit, see also Child Tax Benefit 

¢ Child Tax Benefit additional entitlement repealed, 122.61(1)(c) 

¢ disclosure of information by CRA to administer, 

241(4)(d)(vii.4) 

does not affect Child Tax Benefit; 122.6‘adjusted income” 

does not affect GST Credit, 122.5(1)“adjusted income” 

does not create OAS clawback, 180.2(1)“adjusted income” 

no attribution if transferred to) child; 74.1(2) | 

paid for earlier years, averaging of income, 56(8) : 

Pe Pa designation to include UCCB in child’s income, 

¢* effect of designation, 56(6)(c) 

¢ taxable, 56(6) 

University 

¢ fees, see Tuition fees 

* outside Canada, prescribed, Reg. 3503, Reg. Sch. VII 

°° gifts to deductible, 118.1(1) 

* trust for, exempt from non-resident trust rules, 94(1)“exempt 
foreign trust’’(c)(ii) 

¢ US., see United States: university 

Unlimited liability company, see Nova Scotia: unlimited liability 

company 

Unpaid amount 

¢ general rules, 78 

¢ investment tax credit limitation, 127(26) 

* tax shelter investment, 143.2(1)“limited-recourse amount”, 
143.2(6) 

Unpaid claims reserve, see Insurance corporation: reserve for 

unpaid claims 

Unrealized proceeds of disposition, 40(1)(a)(iii) 

Unreasonable. amount 

* expense, no deduction for, 67 

** paid by non-resident, 247 

** paid to non-resident, 247 

Unrecognized loss (re debt forgiveness rules) 

¢ defined, 80(1) 


Canada-U.S. Tax Treaty:Art. 
Canada-U.S. Tax” 


¢ use of to limit income inclusion, 80(13)D(a)(i) 

Unrelated group, defined, 251(4) 

Unused Canadian property mutual fund loss 

¢ defined, 218.3(1) 

Unused foreign tax credit, see Foreign tax credit: unused 

Unused portion of a beneficiary’s exempt capital gains 

balance 

¢ defined, 144(1) 

Unused RRSP deduction room 

¢ defined, 146(1), 248(1) 

¢ .effect on excess RRSP. contributions, 204.2(1.1)(b)A 

° effect on RRSP deduction limit, 146(1)“RRSP deduction 
limit”A 

Unused surtax credit 

¢ defined, 125.3(4), 181.1(7), 190.1(6) 

¢ defined, 181.1(6), 190.1(5) 

* reduces (pre-2006) Part I.3 tax, 181.1(4) 

e reduces Part VI tax, 190.1(6) 

Unused TFSA contribution room 

e defined, 207.01(1) 

¢¢ contributions over, 207.01(1)“excess TFSA amount” 

Unused tuition, textbook and education tax credits 

¢ defined, 118.61(1) 

Upgrading development phase (of oil sands project) 

¢ defined, Reg. 1104(2) 

Use, right of (Quebec) 

¢ deemed to be trust, 248(3) 

Use of property, see Production or use 

Usufruct (Quebec) 

¢ deemed to be trust, 248(3) 

e defined 

e° Quebec Civil Code, art. 1120-1171 

Utensils, see Kitchen utensils 

Utilities 

° service connection, deduction, 20(1)(ee) 


V 
V-day, see Valuation day 
Vacant land 
e limitation on deductions, 18(2)-(3. 7) 
Vacation pay trust 
* exemption, 149(1)(y) 
Valuation activity 
¢ defined, for third-party penalty, 163.2(1) 
Valuation costs 
e added to cost base of property, 53(1)(n) 
Valuation day 
¢ defined, ITAR 24 
¢ fair market value on, election by individual to use, Reg. 4700 
¢ proclamation, ITAR 25 
¢ property held since before, 
°° capital property, ITAR 26(3) 
ee depreciable property, ITAR 20(1) 
¢ publicly-traded shares and securities on, Reg: Sch. VII 
Valuation of inventory, see Inventory: valuation of 
Value, see also Fair market value 
¢ defined, for insurers regulations, Reg. 2400(1) 
Value-added tax, see Goods and services tax 
Van 
¢ deemed not to be automobile, 248(1)“automobile’’(e) 
¢ wheelchair access, medical expense credit, 118.2(2)(1:7) 
Vancouver 
¢ international banking centre, 33:1(3) 
¢ 2010 Olympics, see Olympic Winter Games 2010 
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Vancouver Stock Exchange, see also TSX 
* prescribed stock exchange, , Reg. 3200(d) [repealed] 
Variable benefits 
* registered pension plan, Reg. 8506(1)(e.1) 
** non-payment of minimum amount, Reg. 8506(4)-(6) 
Variation of trust, effect of, 108(6) 
Vatican City, see also Foreign government 
* universities, gifts to, Reg. Sch. VIII s. 7 
Vats, capital cost allowance, Reg. Sch. II:Cl. 8 
Veekans Poultry case overruled, 67.6 
Vehicle, see also Automobile; Motor vehicle; Passenger vehicle 
* device to permit person with mobility impairment to drive 
** medical expense, Reg. 5700(n) 
* mechanic, see Apprentice mechanic 
Venture capital corporation, prescribed, see also Labour- 
sponsored venture capital corporation (LSVCC) 
* assistance, Reg. Part LX VII 
* defined, Reg. 6700 
¢ disposition of shares of 
* capital loss, 40(2)(1) 
exempt from Part IV tax, 186.2 


in definition of Canadian-controlled private corporation, 125(7) 


¢ labour-sponsored, defined, Reg. 6701 

* may control private corporation, 89(1)“private corporation” 

* prescribed assistance, Reg. 6702 

* shares of 

*¢ prescribed assistance, deduction from cost base, 
53(2)(k)(i)(C) 

Verification, see Audit 

Vertical amalgamation 

¢ carryback of losses, 87(2.11) 

¢ deemed cost of capital properties, 87(11)(b) 

¢ deemed proceeds from subsidiary’s shares, 87(11)(a) 

Vertical (short-form) amalgamation, see also Amalgamation 

¢ carryback of losses, 87(2.11) 

Vessel 

¢ capital cost allowance, Reg. 1100(1)(v), Reg. Sch. II:Cl. 7 

ee separate classes, Reg. 1101(2)-(2b) 

e*e exclusion where structured financing facility, Reg. 

1101(2c), Sch. If:Cl. 41(b) 

* certified 

** capital cost allowance, Reg. 1100(1)(v) 

* conversion cost deemed separate class, 13(14), (17) 

¢ defined, 13(21) 

¢ deposit under Canadian Vessel Construction Assistance Act 

ee disposition of, 13(19), (20) 

¢ disposition of, 13(15) 

ee election, 13(16) 

¢ fishing, additional capital cost allowance, Reg. 1100(1)@) 

* quadrennial survey, reserve for, 20(1)(0), Reg. 3600 

* reassessment in certain cases, 13(18) 


transfer of, under, Canadian Vessel Construction Assistance 
Act { 


*¢ recapture of depreciation, 13(13) 

“Vested indefeasibly” 

* meaning of, 248(9.2) 

Veterans’ pensions, see also Canadian Forces and veterans 
* exempt, 81(1)(d), (e) 

Veterinarian, see Professional practice 

VIA Rail, see also Railway 

* subject to tax, 27(2), Reg. 7100 

ViaVoice software 

¢ disability supports deduction, 64(a)A(ii)(G) 

* medical expense credit, 118.2(2)(1.42) 

Vibratory signalling device for the hearing-impaired 
* medical expense credit, Reg. 5700(q.1) 


Victims of crime 


compensation payments exempt, 81(1)(q), Reg. 6501 


Video games 


capital cost allowance, Reg. Sch. II:Cl. 16(f) 


Video laser-disk , see Digital-video disk 
Video tapes 


film or video production services credit, 125.5 


Visa Inc. 


prescribed payment card corporation share, Reg. 9002.1(a)(iii) 


Viscosity 


hydrocarbons, determination of, Reg. 1107 


Visitor to Canada 


183 days, deemed resident, 250(1)(a) 


Visual signalling device for the hearing-impaired 


medical expense credit, Reg. 5700(q.1) 


Vitamin B12, as medical expense, 118.2(2)(k) 
Voice recognition software 


disability supports deduction, 64(a)A(1i)(G) 
medical expense credit, 118.2(2)(1.42) 


Volunteer 


emergency worker 
exemption from employment income, 81(4) 


Volunteer business exemption 


charities, 149.1(1)“related business” 


Volunteer firefighter, see Fire fighter 
Voting trust, Reg. 4800.1(c) 


flow-through entity for capital gains exemption, 39.1(1) 
W 


WEBs 


quae investments for deferred income plans, Reg. 
900(1)(n.1) 


WIS, see Working Income Supplement 
WITB, see Working Income Tax Benefit 
Wage Earner Protection Act 


benefit under 
treated as employment income 
¢ for Canada Employment Credit, 118(10)B(b) 
¢ for moving expenses, 62(1)(c)(i) 
e for RRSP earned income, 146(1)“earned income’’(b) 
¢ for refundable medical expense supplement, 
~ 122.51(1)“eligible individual’(c)(ii1) 
¢ for Working Income Tax Benefit, 122.7(1)“working 
income’’(b) 
taxable, 56(1)(r)(v) 
* to non-resident as income earned in Canada, 
115(1)(a)@ui.21) 


Wage measure 


defined, 147.1(1) 
used in calculating “average wage’; 147.1(1) 


Wagering losses, Canada-U.S. Tax Treaty:Art. XXII:3 
Wages, see Salary 

Wagon, capital cost allowance, Reg. Sch. II:Cl. 10(d) 
Waiver 
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penalty or interest, of, by Minister, 220(3.1) 

pension plan conditions, by Minister, 147.1(18)(a), (k) 

RESP age requirements, where beneficiary disabled, 146.1(2.2) 
reassessment period, of, by taxpayer, 152(4)(a)(ii), 152(4)(c), 
152(4.1), (5) 

requirement to file form or document, of, by Minister, 220(2.1) 
retention of document or thing seized, by Minister, 231.3(6) 
right to appeal. binding, 169(2.2) 

right to object, binding, 165(1.2), 169(2.2) 

solicitor-client privilege, of, by client, 232(14) 

tax on overcontribution to deferred income plan, by Minister, 
204.1(4) 
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Waiver (cont’d) 
¢ tax on overcontribution to RESP, 204. 91(2) 


* tax on overcontribution to TFSA, 207.06(1) 

* tax on TFSA acquiring non-qualified investment, 207.06(2) . 
Walking aids 

* medical expense, Reg. 5700(i) 

War savings certificate, income ‘nmin 81(1){b); 

War service 

* pension payments for, exempt, 81(1)(d), (e) 

War Veterans Allowance Act 

* pension under, exempt, 81(1)(d) 

Warehousing of flow-through expenses, 66(19) 

Warrant, see Option; Search warrant 

Warranty 

* amount receivable for, onsale of property, 42 

¢ disposition of property subject 'to, 42 

* outlays, pursuant to 

** on amalgamation, 87(2)(n) 

¢ reserve for, not allowed, 20(7) 

Water 

* distribution of, by municipal corporation, exemption, 149(1.2) 
Water distributing equipment 

* capital cost allowance, Reg. Sch. II:Cl. 1(0), Sch. I[:Cl. 2(e) 
Water purifier 

¢ medical expense credit for, Reg. 5700(c.1) 

Water system for mine 

* capital cost allowance, Reg. Sch. II:Cl. 10(1) 

Wave or tidal energy, electricity generation equipment 


° oe cost allowance, Reg. Sch. If:Cl. 43.1(d)(xiv), Sch. II:Cl: 


Weak currency debt 

¢ defined; 20.3(1) 

¢ limit on interest deduction, 20.3(2) 

Wearing apparel for rental 

* capital cost allowance, Reg. Sch. II:Cl. 12(k) 

Webb case (1974) overruled, 64. 

Weighted Canadian liabilities 

¢ defined, insurers, Reg. 2400(1) 

Weighted total liabilities 

e defined, insurers, Reg. 2400(1) 

Wel Holdings case overruled, 244(13.1) [repealed] 

Welder 

* apprenticeship job creation credit,,127(9)“investment tax, 
credit” 

Welfare, see Social. assistance payment 

Well 

¢ defined, for qualified CEE, Reg. 4608(1).. 

¢ for installation of underground piping, Reg. 1219(1)(f), Sch: 
II:Cl. 43.1(d), 43.2(b) 

Western Grain Stabilization Act 

* fees paid, deductible, 20(1)(ff) 

* payment received under, income, 12(1)(p) . 

Wharf, capital cost allowance, Reg. Sch. II:Cl..3,, Sch. IECl.,6 

¢ for mine, Reg. Sch. II:Cl. 10() 

Wheelchair 

* medical expense, 118.2(2)(i) 

* power-operated lift for, Reg. 5700(m) 

¢ ramp for 

¢¢ deduction, 20(1)(qq) 

ee medical expense credit, 118.2(2)(1.2) 

e van for use with, medical expense credit, 118.2(2)(1.7) 

Whole dividend (of foreign affiliate) 

¢ defined, Reg. 5907(1) 


Wholly-owned corporation, see also Subsidiary: wholly-owned 
corporation 


¢ defined, for corporate rollover. rules, 85(1.3) 
Wife, see Spouse 
Wig, medical expense, Reg. 5700) 
Will 
e gifts by deemed rfid) in year of death; 118.1(5) 
¢¢ publicly traded securities, reduced capital gain, 38(a.1)(ii) 
¢ transfer, release or surrender under, 248(8) 
* trust created by, 248(9.1) 
Wind energy conversion system 
¢ Canadian renewable and conservation expense, Reg. 1219(4) 
* capital cost allowance, Reg. Sch. I[:Cl. 34 
Wind farm project 
* test wind turbine at, see Test wind turbine 
Wind turbine, see Test wind turnbine 
Winding-up,_ see.also Amalgamation (for specific 
consequences); Ceasing to carry on business 
* acquisition of control because of death, 88(1)(d.3) 
appropriation of property on, 69(5), 84(2) 
assets acquired from foreign affiliate on, 80.1(6) 
Canadian corporation, rules, 88(1), (2) 
corporation beneficiary under life insurance policy, 89(2) 
debt, settlement of, 80.01(4), (5) 
debt forgiveness reserve disallowed, 61.4(c) 
distribution on, 84(2), (6) 
farming inventory, 88(1.6) 
financial institution 
* continuing corporation for mark-to-market rules, 88(1)(h) 
¢ deemed disposition of mark-to-market property, 88(1)(1) 
into parent financial institution, 88(1)(a.3) 
following debt. forgiveness, deemed capital gain, 80. 03(3)(a)(i) 
foreign affiliate, 88(3), 95(2)(e), (e.1) 
functional currency rules, 261(16) 
insurance corporation, Reg. 8101(3) 
leasing properties, 16.1(4) we 
net capital losses of subsidiary, 88(1.2) 
90% or more. owned subsidiary, of, 88(1) 
limited partnership losses, 88(1.1) 
net capital losses, 88(1.2) 
non-capital losses, 88(1.1) — 
parent corporation continuation of, 88(1.5) 
* non-capital losses, treatment by parent, 111(5.4) 
* parent incorporated after subsidiary’s year-end 
** computation of income and tax payable, 88(1.3) 
partnership, see Partnership: ceasing to exist 
period (of revoked charity), see Winding-up. period 
pre-1972, capital. surplus on hand, 88(2.1)—(2.3) 
refundable dividend taxon hand, 87(2)(aa), 88(1)(e.2) 
resource expenses, 66.7(6) 
specified debt obligation, treatment of, 88(1)(a.3), Reg. 
9204(2) 
¢ subsidiary, of 
¢¢ non-capital losses, treatment by parent, 111(5.4) 
¢e¢ where an insurance corporation, 88(1)(g) 


trust, of 

¢ deemed resident throughout year, 250(6.1) 
Winding-up period 
¢ revoked charity, defined, 188(1.2) 
Windmill, capital cost allowance, Reg. Sch. I:Cl. 3 
Windup, see Winding-up 
Winnipeg Stock Exchange, see alsoTSX 
¢ prescribed stock exchange, Reg. 3200(e) [repealed] 
Wipf case overruled, 143 
Withholding tax, 153(1), 212, 227, 
withheld 
¢ actors, non-resident, 212(5.1)—(5.3) 


see also Remittance of taxes 
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Withholding tax (cont’d) 
agreement not to withhold, void, 227(12) 


* amount of, deemed received by payee, 153(3) 

* amounts deemed held in trust, 227(4), (4.1) 

* amounts in trust not part of estate, 227(5) 

* amounts not remitted, liability to pay, 227(9.4) 

* annuity payment or commutation, 153(1)(f) 

* assessment for, 227(10), (10.1) 

ee definitions, 227(10.8) 

* binding on federal and provincial governments, 227(11) 
* commissions, 153(1)(g) 

¢ death benefit, 153(1)(d) 

* deferred profit sharing plan payment, 153(1)(h) 

¢ directors liable for, 227.1 

¢ dividends received by broker/dealer, 153(4), (5) 

¢ election for, 153(1)(n), 153(1.1) 

** to increase, 153(1.2), Reg. 109 

* employee outside Canada, exemption, Reg. 104(2) 
* employees, 153(1)(a) 

° cneaaal din earnings supplement, 153(1)(s) 


seuussap net insurance benefit, 153(1)(d.1), Reg. 
00(1)“remuneration’’(g) 
acdetieitis 
credits on TD1 exceeding tax, Reg. 104(1) 
employee outside Canada, Reg. 104(2) 
Home Buyers’ Plan, Reg. 104(3)-(4) 
Lifelong Learning Plan, Reg. 104.1 
failure to remit amounts withheld, penalty, 227(9) 
¢ interest payable, 227(9.2) 
* salary or wages, from, 227(9.5) 
failure to withhold, 215(6), 227(8)-(10) 
¢ interest on amounts, 227(8.3) 
* retirement compensation arrangement, 227(8.2) 
¢ salary or wages, from, 227(8.5) 
fees and commissions, 153(1)(g) 
government assistance program, prescribed benefit, 153(1)(m) 
Home Buyers’ Plan, exemption, Reg. 104(3)-(4) 
income-averaging annuity contract payment, 153(1)(k) 
income from employee life and health trust, 153(1)(s) 
¢ non-resident, 212(1)(w) 
information return, Reg. 210 
interest on amounts not deducted or withheld, 227(8.3) 
interference with remittances, 227(5.2)—(5.4) (draft) 
labour-sponsored funds share disposition, 211.8(2) 
labour-sponsored funds tax credit, 211.7(2) 
ange Sa edge must remit through financial institution, 
53(1), Reg. 110 
* exception, 153(1.4) 
liability to pay amount not deducted or withheld, 227(8.4) 
Lifelong Learning Plan, exemption, Reg. 104.1 
no action against withholder, 227(1) 
non-periodic payments, Reg. 103 
non-residents, see also Non-resident tax 
actors, 212(5.1)—(5.3) 
fees for services, Reg. 105 
insurers, Reg. 800-805.1 
interest, dividend and other passive income, 212 
* payments through an agent, 215 
mutual fund distributions, 218.3 
not required, where, Reg. 104, 104.1 
Old Age Security benefits, 180.2(3), (4) 
partnership, 212(13.1), 227(15) 
patronage dividends, from, 135(3) 
payroll, 153(1)(a) 
penalty, 227(8) 
pension benefit, 153(1)(b) 
reduction of, Reg. 809 
refund of, 227(6), (7) 


e e e e e e e e e e e e e e e e e e e e e e e e 


e e e e e e e e e e eo e e e e e e e e e e 


* registered disability savings plan, 153(1)(i) 

° GMB education savings plan, 153(1)(t), Reg. 103(6)(g), 
* registered retirement income fund payment, 153(1)(1), Reg. 
103(4), 103(6)(d.1) 

registered retirement savings plan payment, 153(1)() 
regulations, Reg. Part I 

remittance deadlines, source deductions, Reg. 108 
remittances to Receiver General, 153(1), Reg. 108 
retirement compensation arrangement contribution, 153(1)(p) 
retirement compensation arrangement distribution, 153(1)(q) 
retirement compensation arrangement purchase price, 153(1)(r) 
retiring allowance, 153(1)(c) 

return required of employee, 227(2) 

salary, 153(1)(a) 

severance pay, 153(1)(c) 

stock option benefit deferred (pre-March 2010), 7(15) 

stock option benefits, 153(1.01) 

superannuation benefit, 153(1)(b) 

supplementary unemployment plan benefit, 153(1)(e) 
termination pay, 153(1)(c) 

trustee etc., liability for, 227(5), (5.1) 

unclaimed dividends etc., 153(4), (5) 

undue hardship, 153(1.1) 


unemployment insurance benefit, 153(1)(d.1), Reg. 
100(1)“remuneration’’(g) 


¢ wages, 153(1)(a) 

Witness 

¢ rights of at inquiry, 231.4(5) 

Wood waste 

¢ defined, Reg. 1104(13) 

° rap wa in eligible waste fuel, Reg. 1104(13)“eligible waste 
ue 

Woodlot 

¢ intergenerational rollover, 70(9)(a), 70(9.3)(c), 73(3)(c) 

* prescribed forest management plan, Reg. 7400 

Woods assets, capital cost allowance, Reg. 1100(1)(f), Reg. 

Sch. IV 

Work camp, see Construction work camp 

Work in progress of professional business 

¢ deemed to be inventory, 10(5)(a) 

¢ election to exclude from income, 34 

¢ valuation of, 10(4)(a) 

Work space in home 

¢ limitation on deductibility 

ee from business income, 18(12) 

ee from employment income, 8(13) 

Worker Adjustment Programs, see Older Worker Adjustment, 

Program for; Plant Workers Adjustment Program 

Workers’ compensation payment 

¢ deduction in computing taxable income, 110(1)((@i) 

¢ disclosure of taxpayer information by CRA, 241(4)(n) 

¢ inclusion in income, 56(1)(v) 

e information return, Reg. 232 

Working Income Supplement, 122.61(1)A(c)C 

Working Income Tax Benefit, 122.7 

¢ advance payment, 122.7(7) 

* credit on tax return, 122.7(2), (3) 

Working Ventures Fund, see Labour-sponsored funds tax credit 

Workplace Safety and Insurance Board, see Workers’ 

compensation payment 

World Anti-Doping Agency 

e on 3600) ment income from, deduction for, 110(1)(f)Gii), Reg. 

wile 

¢ defined, /nterpretation Act 35(1) 

Wrongful dismissal award, see Retiring allowance 


2516 


Topical Index 


xX, Y,Z 
X-rays 
¢ cost of, as medical expense, 118.2(2)(0) 
Y2K, see Year 2000 computer hardware and software 
YMPE, see Year’s Maximum Pensionable Earnings 
Yacht 
¢ expense of, not deductible, 18(1)(1)(i) 
* limitation on CCA claim where rented out, Reg. 1100(15)-(20) 
Year, see Calendar year; Taxation year 
Year 2000 computer hardware and software 
e accelerated CCA, Reg. 1100(1)(zg), (zh) 
Year-end 
¢« deemed 
ee charity, on notice of revocation, 188(1) 


e¢ where control of corporation changes, 249(4) 
** where corporation becomes or ceases to be CCPC, 249(3.1) 
** where corporation becomes or ceases to be exempt, 149(10) 


where corporation becomes or ceases to be financial 
institution, 142.6(1) 


Year’s Maximum Pensionable Earnings 
¢ base for SR&ED proxy amount re salaries, Reg. 2900(7) 


ZN 


¢ defined, Reg. 8500(1) 


Yukon Territory, see also Northern Canada 


¢ additional $0.04 reasonable kilometrage allowance, Reg. 
7306(a)(iii) 

* tax rates, see introductory pages 

Zero, minimum amount for formula calculations, 257 

Zone 

* economic, see Exclusive economic zone 

¢ prescribed, see Northern Canada 

¢ tax-free, ITAR 26(3) 
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IF YOU PURCHASED THE CD-ROM, LET'S GET STARTED! 


To install, click Start and click Run. Enter d:\setup.exe (where d is your CD-ROM drive) and click OK. That’s it! Good 
luck with your research! 


Take this short tour to familiarize yourself with the new features of Folio 4: 
New Functionality — the print document button 


We have introduced a new print document button that greatly simplifies printing. If you wish to just print the document 
that you are currently viewing, ensure that the cursor is placed within the document and click on the Print Document 
button. 


> Click in the infobase whose table of contents you want to view. The text infobase is on the left side of your screen. 
The find infobase, which contains valuable cross-reference information for all the documents in the text infobase, 
is on the right. Click in the text infobase. 


> Click on the Contents View button on the toolbar. You could also click on the Contents/Document View to get a 
split screen. Try both buttons now to see the difference. 


Navigate through the contents by clicking on the plus and minus signs. No need to double click! 


Notice the small boxes on each branch of the table of contents? Click on these boxes to put a checkmark in them 
in order to restrict a search to just these branches of the infobase. For now, put a checkmark just on the Case Law 
branch. 


On the toolbar is a search field where you can enter search terms. Click in the box and type: bank mortgage 


Click on the Find button or simply hit enter to initiate the search. You will note that you now have a number of hits 
under case law that you can review. 


> Click on either the Full Document View button or the Contents/Document View to see your first hit. Use the next hit 
button to navigate through your hits. Is the first document clearly not relevant? Jump to the next document by 
hitting the Next Document with Hits button. 


> Begin a new search now by clicking on the Template 1 button. Immediately you should notice something different 
which is the Checked Branches box. Note it has a checkmark in it. That is because you have checked branches 
on the table of contents. If you leave this box checked, your template search will be restricted to just those 
branches of the infobase. Leave the box checked for now. In the "Within Same Paragraph" field type: bank 
mortgage. Click on OK. If you haven't got the table of contents in view, click on the Contents View button. Do you 
notice something different? In all likelihood, the number of hits you have is much fewer. That is because you 
restricted the search so that bank and mortgage had to be in the same paragraph. The other search field only 
required them to be within the same document. 


> Click on the Synchronize Contents button to open the Table of Contents to see where your first hit is. You can now 
simply double click on the document in order to automatically bring up the Full Document View. 


> Click on the Next Hit button to see where your first hit is in the document. You can now tag that record for the 
purposes of printing or saving to a file by clicking on the Tag button on the toolbar. You could also tag the record 
by typing ctrl + t. 


> Click on the Print button to bring up the Print dialogue box. Note that "tagged records" is selected because we 
have tagged records. Click on OK to print the tagged records. To save them to a file, select Export from the File 
menu. Let's now see some of the enhanced flexibility of the print function in Folio 4. If necessary, click on the 
Contents View button to bring up the table of contents. Go to the View menu and click on Clear all Checks to start 
fresh. Now find a number of documents that you would like to print and put checkmarks in their boxes. Now click 
on the Print button. Click on the Section radio button. Note the mini table of contents that will show the documents 
you have checked. Click on the OK button to batch print all the documents you selected in the table of contents. 
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